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Senate  Investigations  Subcommittee  Releases  Levin-Coburn 

Report  On  the  Financial  Crisis 


WASHINGTON  -  Concluding  a  two-year  bipartisan  investigation,  Senator  Carl  Levin,  D- 
Mich.,  and  Senator  Tom  Coburn  M.D.,  R-Okla.,  Chairman  and  Ranking  Republican  on  the 
Senate  Permanent  Subcommittee  on  Investigations,  today  released  a  635-page  final 
report  (PDF,  6MB)  on  their  inquiry  into  key  causes  of  the  financial  crisis.   The  report 
catalogs  conflicts  of  interest,  heedless  risk-taking  and  failures  of  federal  oversight  that 
helped  push  the  country  into  the  deepest  recession  since  the  Great  Depression. 

Links  to  the  full  report  and  the  exhibits  are  available  at  the  bottom  of  this  page. 

"Using  emails,  memos  and  other  internal  documents,  this  report  tells  the  inside  story  of 
an  economic  assault  that  cost  millions  of  Americans  their  jobs  and  homes,  while  wiping 
out  investors,  good  businesses,  and  markets,"  said  Levin.  "High  risk  lending,  regulatory 
failures,  inflated  credit  ratings,  and  Wall  Street  firms  engaging  in  massive  conflicts  of 
interest,  contaminated  the  U.S.  financial  system  with  toxic  mortgages  and  undermined 
public  trust  in  U.S.  markets.    Using  their  own  words  in  documents  subpoenaed  by  the 
Subcommittee,  the  report  discloses  how  financial  firms  deliberately  took  advantage  of 
their  clients  and  investors,  how  credit  rating  agencies  assigned  AAA  ratings  to  high  risk 
securities,  and  how  regulators  sat  on  their  hands  instead  of  reining  in  the  unsafe  and 
unsound  practices  all  around  them.    Rampant  conflicts  of  interest  are  the  threads  that  run 
through  every  chapter  of  this  sordid  story." 

"The  free  market  has  helped  make  America  great,  but  it  only  functions  when  people  deal 
with  each  other  honestly  and  transparently.    At  the  heart  of  the  financial  crisis  were 
unresolved,  and  often  undisclosed,  conflicts  of  interest,"  said  Dr.  Coburn.    "Blame  for  this 
mess  lies  everywhere  from  federal  regulators  who  cast  a  blind  eye,  Wall  Street  bankers 
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who  let  greed  run  wild,  and  members  of  Congress  who  failed  to  provide  oversight." 

The  Levin-Coburn  report  expands  on  evidence  gathered  at  four  Subcommittee  hearings  in 
April  2010,  examining  four  aspects  of  the  crisis  through  detailed  case  studies:    high-risk 
mortgage  lending,  using  the  case  of  Washington  Mutual  Bank,  a  $300  billion  thrift  that 
became  the  largest  bank  failure  in  U.S.  history;  regulatory  inaction,  focusing  on  the  Office 
of  Thrift  Supervision's  failed  oversight  of  Washington  Mutual;  inflated  credit  ratings  that 
misled  investors,  examining  the  actions  of  the  nation's  two  largest  credit  rating  agencies, 
Moody's  and  Standard  &  Poor's;  and  the  role  played  by  investment  banks,  focusing 
primarily  on  Goldman  Sachs,  creating  and  selling  structured  finance  products  that  foisted 
billions  of  dollars  of  losses  on  investors,  while  the  bank  itself  profited  from  betting  against 
the  mortgage  market. 

New  Evidence.  Today's  report  presents  new  facts,  new  findings  and  recommendations, 
with  more  than  700  new  documents  totaling  over  5,800  pages.    It  recounts  how 
Washington  Mutual  aggressively  issued  and  sold  high-risk  mortgages  to  Wall  Street, 
Fannie  Mae,  and  Freddie  Mac,  even  as  its  executives  predicted  a  housing  bubble  that 
would  burst,  and  offers  new  detail  about  how  its  regulator  deferred  to  the  bank's 
management.    New  documents  show  how  Goldman  used  net  short  positions  to  benefit 
from  the  downturn  in  the  mortgage  market,  and  designed,  marketed,  and  sold  CDOs  in 
ways  that  created  conflicts  of  interest  with  the  firm's  clients  and  at  times  led  to  the  bank's 
profiting  from  the  same  products  that  caused  substantial  losses  for  its  clients.    Other  new 
information  provides  additional  detail  about  how  credit  rating  agencies  rushed  to  rate  new 
mortgage- backed  securities  and  collect  lucrative  rating  fees  before  issuing  mass  ratings 
downgrades  that  shocked  the  financial  markets  and  triggered  a  collapse  in  the  value  of 
mortgage  related  securities.    Over  120  new  documents  provide  insights  into  how 
Deutsche  Bank  contributed  to  the  mortgage  mess. 

"Our  investigation  found  a  financial  snake  pit  rife  with  greed,  conflicts  of  interest,  and 
wrongdoing,"  said  Levin.   Among  the  report's  highlights  are  the  following. 

q    High  Risk  Lending.    With  an  eye  on  short  term  profits,  Washington  Mutual 

launched  a  strategy  of  high-risk  mortgage  lending  in  early  2005,  even  as  the  bank's 
own  top  executives  stated  that  the  condition  of  the  housing  market  "signifies  a 
bubble"  with  risks  that  "will  come  back  to  haunt  us."   Executives  forged  ahead 
despite  repeated  warnings  from  inside  and  outside  the  bank  that  the  risks  were 
excessive,  its  lending  standards  and  risk  management  systems  were  deficient,  and 
many  of  its  loans  were  tainted  by  fraud  or  prone  to  early  default.    WaMu's  chief 
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credit  officer  complained  at  one  point  that  "[a]ny  attempts  to  enforce  [a]  more 
disciplined  underwriting  approach  were  continuously  thwarted  by  an  aggressive,  and 
often  times  abusive  group  of  Sales  employees  within  the  organization."   From  2003 
to  2006,  WaMu  shifted  its  loan  originations  from  low  risk,  fixed  rate  mortgages, 
which  fell  from  64%  to  25%  of  its  loan  originations,  to  high  risk  loans,  which 
jumped  from  19%  to  55%  of  its  originations.    WaMu  and  its  subprime  lender,  Long 
Beach  Mortgage,  securitized  hundreds  of  billions  of  dollars  in  high  risk,  poor  quality, 
sometimes  fraudulent  mortgages,  at  times  without  full  disclosure  to  investors, 
weakening  U.S.  financial  markets.    New  analysis  shows  how  WaMu  sold  some  of  its 
high  risk  loans  to  Fannie  Mae  and  Freddie  Mac,  and  played  one  off  the  other  to 
make  more  money. 

q    Regulatory  Failures.  The  Office  of  Thrift  Supervision  (OTS),  Washington  Mutual's 
primary  regulator,  repeatedly  failed  to  correct  WaMu's  unsafe  and  unsound  lending 
practices,  despite  logging  nearly  500  serious  deficiencies  at  the  bank  over  five 
years,  from  2003  to  2008.    New  information  details  the  regulator's  deference  to 
bank  management  and  how  it  used  the  bank's  short  term  profits  to  excuse  high  risk 
activities.   Although  WaMu  recorded  increasing  problems  from  its  high  risk  loans, 
including  delinquencies  that  doubled  year  after  year  in  its  risky  Option  Adjustable 
Rate  Mortgage  (ARM)  portfolio,  OTS  examiners  failed  to  clamp  down  on  WaMu's 
high  risk  lending.    OTS  did  not  even  consider  bringing  an  enforcement  action 
against  the  bank  until  it  began  losing  substantial  sums  in  2008.    OTS  also  failed 
until  2008,  to  lower  the  bank's  overall  high  rating  or  the  rating  awarded  to  WaMu's 
management,  despite  the  bank's  ongoing  failure  to  correct  serious  deficiencies. 
When  the  Federal  Deposit  Insurance  Corporation  (FDIC)  advocated  taking  tougher 
action,  OTS  officials  not  only  refused,  but  impeded  FDIC  oversight  of  the  bank. 
When  the  New  York  State  Attorney  General  sued  two  appraisal  firms  for  colluding 
with  WaMu  to  inflate  property  values,  OTS  took  nearly  a  year  to  conduct  its  own 
investigation  and  finally  recommended  taking  action  --  a  week  after  the  bank  had 
failed.   The  OTS  Director  treated  WaMu,  which  was  its  largest  thrift  and  supplied 
15%  of  the  agency's  budget,  as  a  "constituent"  and  struck  an  apologetic  tone  when 
informing  WaMu's  CEO  of  its  decision  to  take  an  enforcement  action.    When  diligent 
oversight  conflicted  with  OTS  officials'  desire  to  protect  their  "constituent"  and  the 
agency's  own  turf,  they  ignored  their  oversight  responsibilities. 

q    I  nflated  Credit  Ratings.  The  Report  concludes  that  the  most  immediate  cause  of 
the  financial  crisis  was  the  July  2007  mass  ratings  downgrades  by  Moody's  and 
Standard  &  Poor's  that  exposed  the  risky  nature  of  mortgage- related  investments 
that,  just  months  before,  the  same  firms  had  deemed  to  be  as  safe  as  Treasury 
bills.   The  result  was  a  collapse  in  the  value  of  mortgage  related  securities  that 
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devastated  investors.    Internal  emails  show  that  credit  rating  agency  personnel 
knew  their  ratings  would  not  "hold"  and  delayed  imposing  tougher  ratings  criteria  to 
"massage  the  ...  numbers  to  preserve  market  share."   Even  after  they  finally 
adjusted  their  risk  models  to  reflect  the  higher  risk  mortgages  being  issued,  the 
firms  often  failed  to  apply  the  revised  models  to  existing  securities,  and  helped 
investment  banks  rush  risky  investments  to  market  before  tougher  rating  criteria 
took  effect.   They  also  continued  to  pull  in  lucrative  fees  of  up  to  $135,000  to  rate  a 
mortgage  backed  security  and  up  to  $750,000  to  rate  a  collateralized  debt 
obligation  (CDO)  -  fees  that  might  have  been  lost  if  they  angered  issuers  by 
providing  lower  ratings.   The  mass  rating  downgrades  they  finally  initiated  were  not 
an  effort  to  come  clean,  but  were  necessitated  by  skyrocketing  mortgage 
delinquencies  and  securities  plummeting  in  value.    I  n  the  end,  over  90%  of  the  AAA 
ratings  given  to  mortgage- backed  securities  in  2006  and  2007  were  downgraded  to 
junk  status,  including  75  out  of  75  AAA-rated  Long  Beach  securities  issued  in  2006. 
When  sound  credit  ratings  conflicted  with  collecting  profitable  fees,  credit  rating 
agencies  chose  the  fees. 
q    Investment  Banks  and  Structured  Finance.   Investment  banks  reviewed  by  the 
Subcommittee  assembled  and  sold  billions  of  dollars  in  mortgage- related 
investments  that  flooded  financial  markets  with  high-risk  assets.   They  charged  $1 
to  $8  million  in  fees  to  construct,  underwrite,  and  market  a  mortgage- backed 
security,  and  $5  to  $10  million  per  CDO.    New  documents  detail  how  Deutsche  Bank 
helped  assembled  a  $1.1  billion  CDO  known  as  Gemstone  7,  stood  by  as  it  was  filled 
it  with  low-quality  assets  that  its  top  CDO  trader  referred  to  as  "crap"  and  "pigs," 
and  rushed  to  sell  it  "before  the  market  falls  off  a  cliff."   Deutsche  Bank  lost  $4.5 
billion  when  the  mortgage  market  collapsed,  but  would  have  lost  even  more  if  it  had 
not  cut  its  losses  by  selling  CDOs  like  Gemstone.    When  Goldman  Sachs  realized  the 
mortgage  market  was  in  decline,  it  took  actions  to  profit  from  that  decline  at  the 
expense  of  its  clients.    New  documents  detail  how,  in  2007,  Goldman's  Structured 
Products  Group  twice  amassed  and  profited  from  large  net  short  positions  in 
mortgage  related  securities.   At  the  same  time  the  firm  was  betting  against  the 
mortgage  market  as  a  whole,  Goldman  assembled  and  aggressively  marketed  to  its 
clients  poor  quality  CDOs  that  it  actively  bet  against  by  taking  large  short  positions 
in  those  transactions.    New  documents  and  information  detail  how  Goldman 
recommended  four  CDOs,  Hudson,  Anderson,  Timberwolf,  and  Abacus,  to  its  clients 
without  fully  disclosing  key  information  about  those  products,  Goldman's  own 
market  views,  or  its  adverse  economic  interests.    For  example,  in  Hudson,  Goldman 
told  investors  that  its  interests  were  "aligned"  with  theirs  when,  in  fact,  Goldman 
held  100%  of  the  short  side  of  the  CDO  and  had  adverse  interests  to  the  investors, 
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and  described  Hudson's  assets  were  "sourced  from  the  Street,"  when  in  fact, 
Goldman  had  selected  and  priced  the  assets  without  any  third  party  involvement. 
New  documents  also  reveal  that,  at  one  point  in  May  2007,  Goldman  Sachs 
unsuccessfully  tried  to  execute  a  "short  squeeze"  in  the  mortgage  market  so  that 
Goldman  could  scoop  up  short  positions  at  artificially  depressed  prices  and  profit  as 
the  mortgage  market  declined. 

Recommendations.  The  Report  offers  19  recommendations  to  address  the  conflicts  of 
interest  and  abuses  exposed  in  the  Report.   The  recommendations  advocate,  for  example, 
strong  implementation  of  the  new  restrictions  on  proprietary  trading  and  conflicts  of 
interest;  and  action  by  the  SEC  to  rank  credit  rating  agencies  according  to  the  accuracy  of 
their  ratings.    Other  recommendations  seek  to  advance  low  risk  mortgages,  greater 
transparency  in  the  marketplace,  and  more  protective  capital,  liquidity,  and  loss  reserves. 

For  the  full  report  and  relevant  exhibits,  use  the  links  below: 


REPORT  -  Wall  Street  &  the  Financial  Crisis  -  Anatomy  of  a  Financial  Collapse 
FOOTNOTE  EXHIBIT  LOCATOR  (by  FN  and  Bates) 

FN  107  -  1342  (pgs  1-1037) 

FN  1343  -  1459  (pgs  1038-2164) 

FN  1462  -  1576  (pgs  2165-3003) 

FN  1584  -  1622  (pgs  3004-3448) 

FN  1623  -  2406  (pgs  3449-4484) 

FN  2409  -  2706  (pgs  4485-5459) 

FN  2724  -  2831  (pgs  5460-5901) 
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Wall  Street  and  The  Financial  Crisis: 
Anatomy  of  a  Financial  Collapse 

April  13,  2011 


In  the  fall  of  2008,  America  suffered  a  devastating  economic  collapse.  Once  valuable 
securities  lost  most  or  all  of  their  value,  debt  markets  froze,  stock  markets  plunged,  and  storied 
financial  firms  went  under.  Millions  of  Americans  lost  their  jobs;  millions  of  families  lost  their 
homes;  and  good  businesses  shut  down.  These  events  cast  the  United  States  into  an  economic 
recession  so  deep  that  the  country  has  yet  to  fully  recover. 

This  Report  is  the  product  of  a  two-year,  bipartisan  investigation  by  the  U.S.  Senate 
Permanent  Subcommittee  on  Investigations  into  the  origins  of  the  2008  financial  crisis.  The 
goals  of  this  investigation  were  to  construct  a  public  record  of  the  facts  in  order  to  deepen  the 
understanding  of  what  happened;  identify  some  of  the  root  causes  of  the  crisis;  and  provide  a 
factual  foundation  for  the  ongoing  effort  to  fortify  the  country  against  the  recurrence  of  a  similar 
crisis  in  the  future. 

Using  internal  documents,  communications,  and  interviews,  the  Report  attempts  to 
provide  the  clearest  picture  yet  of  what  took  place  inside  the  walls  of  some  of  the  financial 
institutions  and  regulatory  agencies  that  contributed  to  the  crisis.  The  investigation  found  that 
the  crisis  was  not  a  natural  disaster,  but  the  result  of  high  risk,  complex  financial  products; 
undisclosed  conflicts  of  interest;  and  the  failure  of  regulators,  the  credit  rating  agencies,  and  the 
market  itself  to  rein  in  the  excesses  of  Wall  Street. 

While  this  Report  does  not  attempt  to  examine  every  key  moment,  or  analyze  every 
important  cause  of  the  crisis,  it  provides  new,  detailed,  and  compelling  evidence  of  what 
happened.  In  so  doing,  we  hope  the  Report  leads  to  solutions  that  prevent  it  from  happening 
again. 

I.  EXECUTIVE  SUMMARY 

A.  Subcommittee  Investigation 

In  November  2008,  the  Permanent  Subcommittee  on  Investigations  initiated  its 
investigation  into  some  of  the  key  causes  of  the  financial  crisis.  Since  then,  the  Subcommittee 
has  engaged  in  a  wide-ranging  inquiry,  issuing  subpoenas,  conducting  over  150  interviews  and 
depositions,  and  consulting  with  dozens  of  government,  academic,  and  private  sector  experts. 
The  Subcommittee  has  accumulated  and  reviewed  tens  of  millions  of  pages  of  documents, 
including  court  pleadings,  filings  with  the  Securities  and  Exchange  Commission,  trustee  reports, 
prospectuses  for  public  and  private  offerings,  corporate  board  and  committee  minutes,  mortgage 
transactions  and  analyses,  memoranda,  marketing  materials,  correspondence,  and  email.  The 
Subcommittee  has  also  reviewed  documents  prepared  by  or  sent  to  or  from  banking  and 


securities  regulators,  including  bank  examination  reports,  reviews  of  securities  firms, 
enforcement  actions,  analyses,  memoranda,  correspondence,  and  email. 

In  April  2010,  the  Subcommittee  held  four  hearings  examining  four  root  causes  of  the 
financial  crisis.  Using  case  studies  detailed  in  thousands  of  pages  of  documents  released  at  the 
hearings,  the  Subcommittee  presented  and  examined  evidence  showing  how  high  risk  lending  by 
U.S.  financial  institutions;  regulatory  failures;  inflated  credit  ratings;  and  high  risk,  poor  quality 
financial  products  designed  and  sold  by  some  investment  banks,  contributed  to  the  financial 
crisis.  This  Report  expands  on  those  hearings  and  the  case  studies  they  featured.  The  case 
studies  are  Washington  Mutual  Bank,  the  largest  bank  failure  in  U.S.  history;  the  federal  Office 
of  Thrift  Supervision  which  oversaw  Washington  Mutual's  demise;  Moody's  and  Standard  & 
Poor's,  the  country's  two  largest  credit  rating  agencies;  and  Goldman  Sachs  and  Deutsche  Bank, 
two  leaders  in  the  design,  marketing,  and  sale  of  mortgage  related  securities.  This  Report 
devotes  a  chapter  to  how  each  of  the  four  causative  factors,  as  illustrated  by  the  case  studies, 
fueled  the  2008  financial  crisis,  providing  findings  of  fact,  analysis  of  the  issues,  and 
recommendations  for  next  steps. 

B.  Overview 

(1)      High  Risk  Lending: 

Case  Study  of  Washington  Mutual  Bank 

The  first  chapter  focuses  on  how  high  risk  mortgage  lending  contributed  to  the  financial 
crisis,  using  as  a  case  study  Washington  Mutual  Bank  (WaMu).  At  the  time  of  its  failure,  WaMu 
was  the  nation's  largest  thrift  and  sixth  largest  bank,  with  $300  billion  in  assets,  $188  billion  in 
deposits,  2,300  branches  in  15  states,  and  over  43,000  employees.  Beginning  in  2004,  it 
embarked  upon  a  lending  strategy  to  pursue  higher  profits  by  emphasizing  high  risk  loans.  By 

2006,  WaMu's  high  risk  loans  began  incurring  high  rates  of  delinquency  and  default,  and  in 

2007,  its  mortgage  backed  securities  began  incurring  ratings  downgrades  and  losses.  Also  in 
2007,  the  bank  itself  began  incurring  losses  due  to  a  portfolio  that  contained  poor  quality  and 
fraudulent  loans  and  securities.  Its  stock  price  dropped  as  shareholders  lost  confidence,  and 
depositors  began  withdrawing  funds,  eventually  causing  a  liquidity  crisis  at  the  bank.  On 
September  25,  2008,  WaMu  was  seized  by  its  regulator,  the  Office  of  Thrift  Supervision,  placed 
in  receivership  with  the  Federal  Deposit  Insurance  Corporation  (FDIC),  and  sold  to  JPMorgan 
Chase  for  $1.9  billion.  Had  the  sale  not  gone  through,  WaMu's  failure  might  have  exhausted  the 
entire  $45  billion  Deposit  Insurance  Fund. 

This  case  study  focuses  on  how  one  bank's  search  for  increased  growth  and  profit  led  to 
the  origination  and  securitization  of  hundreds  of  billions  of  dollars  in  high  risk,  poor  quality 
mortgages  that  ultimately  plummeted  in  value,  hurting  investors,  the  bank,  and  the  U.S.  financial 
system.  WaMu  had  held  itself  out  as  a  prudent  lender,  but  in  reality,  the  bank  turned 
increasingly  to  higher  risk  loans.  Over  a  four- year  period,  those  higher  risk  loans  grew  from 
19%  of  WaMu's  loan  originations  in  2003,  to  55%  in  2006,  while  its  lower  risk,  fixed  rate  loans 
fell  from  64%  to  25%  of  its  originations.  At  the  same  time,  WaMu  increased  its  securitization  of 


subprime  loans  sixfold,  primarily  through  its  subprime  lender,  Long  Beach  Mortgage 
Corporation,  increasing  such  loans  from  nearly  $4.5  billion  in  2003,  to  $29  billion  in  2006. 
From  2000  to  2007,  WaMu  and  Long  Beach  together  securitized  at  least  $77  billion  in  subprime 
loans. 

WaMu  also  originated  an  increasing  number  of  its  flagship  product,  Option  Adjustable 
Rate  Mortgages  (Option  ARMs),  which  created  high  risk,  negatively  amortizing  mortgages  and, 
from  2003  to  2007,  represented  as  much  as  half  of  all  of  WaMu's  loan  originations.  In  2006 
alone,  Washington  Mutual  originated  more  than  $42.6  billion  in  Option  ARM  loans  and  sold  or 
securitized  at  least  $115  billion  to  investors,  including  sales  to  the  Federal  National  Mortgage 
Association  (Fannie  Mae)  and  Federal  Home  Loan  Mortgage  Corporation  (Freddie  Mac).  In 
addition,  WaMu  greatly  increased  its  origination  and  securitization  of  high  risk  home  equity  loan 
products.  By  2007,  home  equity  loans  made  up  $63.5  billion  or  27%  of  its  home  loan  portfolio, 
a  130%  increase  from  2003. 

At  the  same  time  that  WaMu  was  implementing  its  high  risk  lending  strategy,  WaMu  and 
Long  Beach  engaged  in  a  host  of  shoddy  lending  practices  that  produced  billions  of  dollars  in 
high  risk,  poor  quality  mortgages  and  mortgage-backed  securities.  Those  practices  included 
qualifying  high  risk  borrowers  for  larger  loans  than  they  could  afford;  steering  borrowers  from 
conventional  mortgages  to  higher  risk  loan  products;  accepting  loan  applications  without 
verifying  the  borrower's  income;  using  loans  with  low,  short  term  "teaser"  rates  that  could  lead 
to  payment  shock  when  higher  interest  rates  took  effect  later  on;  promoting  negatively 
amortizing  loans  in  which  many  borrowers  increased  rather  than  paid  down  their  debt;  and 
authorizing  loans  with  multiple  layers  of  risk.  In  addition,  WaMu  and  Long  Beach  failed  to 
enforce  compliance  with  their  own  lending  standards;  allowed  excessive  loan  error  and  exception 
rates;  exercised  weak  oversight  over  the  third  party  mortgage  brokers  who  supplied  half  or  more 
of  their  loans;  and  tolerated  the  issuance  of  loans  with  fraudulent  or  erroneous  borrower 
information.  They  also  designed  compensation  incentives  that  rewarded  loan  personnel  for 
issuing  a  large  volume  of  higher  risk  loans,  valuing  speed  and  volume  over  loan  quality. 

As  a  result,  WaMu,  and  particularly  its  Long  Beach  subsidiary,  became  known  by 
industry  insiders  for  its  failed  mortgages  and  poorly  performing  RMBS  securities.  Among 
sophisticated  investors,  its  securitizations  were  understood  to  be  some  of  the  worst  performing  in 
the  marketplace.  Inside  the  bank,  WaMu's  President  Steve  Rotella  described  Long  Beach  as 
"terrible"  and  "a  mess,"  with  default  rates  that  were  "ugly."  WaMu's  high  risk  lending  operation 
was  also  problem-plagued.  WaMu  management  was  provided  with  compelling  evidence  of 
deficient  lending  practices  in  internal  emails,  audit  reports,  and  reviews.  Internal  reviews  of  two 
high  volume  WaMu  loan  centers,  for  example,  described  "extensive  fraud"  by  employees  who 
"willfully"  circumvented  bank  policies.  A  WaMu  review  of  internal  controls  to  stop  fraudulent 
loans  from  being  sold  to  investors  described  them  as  "ineffective."  On  at  least  one  occasion, 
senior  managers  knowingly  sold  delinquency-prone  loans  to  investors.  Aside  from  Long  Beach, 
WaMu's  President  described  WaMu's  prime  home  loan  business  as  the  "worst  managed 
business"  he  had  seen  in  his  career. 


Documents  obtained  by  the  Subcommittee  reveal  that  WaMu  launched  its  high  risk 
lending  strategy  primarily  because  higher  risk  loans  and  mortgage  backed  securities  could  be 
sold  for  higher  prices  on  Wall  Street.  They  garnered  higher  prices,  because  higher  risk  meant  the 
securities  paid  a  higher  coupon  rate  than  other  comparably  rated  securities,  and  investors  paid  a 
higher  price  to  buy  them.  Selling  or  securitizing  the  loans  also  removed  them  from  WaMu's 
books  and  appeared  to  insulate  the  bank  from  risk. 

The  Subcommittee  investigation  indicates  that  unacceptable  lending  and  securitization 
practices  were  not  restricted  to  Washington  Mutual,  but  were  present  at  a  host  of  financial 
institutions  that  originated,  sold,  and  securitized  billions  of  dollars  in  high  risk,  poor  quality 
home  loans  that  inundated  U.S.  financial  markets.  Many  of  the  resulting  securities  ultimately 
plummeted  in  value,  leaving  banks  and  investors  with  huge  losses  that  helped  send  the  economy 
into  a  downward  spiral.  These  lenders  were  not  the  victims  of  the  financial  crisis;  the  high  risk 
loans  they  issued  were  the  fuel  that  ignited  the  financial  crisis. 

(2)    Regulatory  Failures: 

Case  Study  of  the  Office  of  Thrift  Supervision 

The  next  chapter  focuses  on  the  failure  of  the  Office  of  Thrift  Supervision  (OTS)  to  stop 
the  unsafe  and  unsound  practices  that  led  to  the  demise  of  Washington  Mutual,  one  of  the 
nation's  largest  banks.  Over  a  five  year  period  from  2004  to  2008,  OTS  identified  over  500 
serious  deficiencies  at  WaMu,  yet  failed  to  take  action  to  force  the  bank  to  improve  its  lending 
operations  and  even  impeded  oversight  by  the  bank's  backup  regulator,  the  FDIC. 

Washington  Mutual  Bank  was  the  largest  thrift  under  the  supervision  of  OTS  and  was 
among  the  eight  largest  financial  institutions  insured  by  the  FDIC.  Until  2006,  WaMu  was  a 
profitable  bank,  but  in  2007,  many  of  its  high  risk  home  loans  began  experiencing  increased  rates 
of  delinquency,  default,  and  loss.  After  the  market  for  subprime  mortgage  backed  securities 
collapsed  in  July  2007,  Washington  Mutual  was  unable  to  sell  or  securitize  its  subprime  loans 
and  its  loan  portfolio  fell  in  value.  In  September  2007,  WaMu's  stock  price  plummeted  against 
the  backdrop  of  its  losses  and  a  worsening  financial  crisis.  From  2007  to  2008,  WaMu's 
depositors  withdrew  a  total  of  over  $26  billion  in  deposits  from  the  bank,  triggering  a  liquidity 
crisis,  followed  by  the  bank's  closure. 

OTS  records  show  that,  during  the  five  years  prior  to  WaMu's  collapse,  OTS  examiners 
repeatedly  identified  significant  problems  with  Washington  Mutual' s  lending  practices,  risk 
management,  asset  quality,  and  appraisal  practices,  and  requested  corrective  action.  Year  after 
year,  WaMu  promised  to  correct  the  identified  problems,  but  never  did.  OTS  failed  to  respond 
with  meaningful  enforcement  action,  such  as  by  downgrading  WaMu's  rating  for  safety  and 
soundness,  requiring  a  public  plan  with  deadlines  for  corrective  actions,  or  imposing  civil  fines 
for  inaction.  To  the  contrary,  until  shortly  before  the  thrift's  failure  in  2008,  OTS  continually 
rated  WaMu  as  financially  sound. 

The  agency's  failure  to  restrain  WaMu's  unsafe  lending  practices  stemmed  in  part  from 
an  OTS  regulatory  culture  that  viewed  its  thrifts  as  "constituents,"  relied  on  bank  management  to 


correct  identified  problems  with  minimal  regulatory  intervention,  and  expressed  reluctance  to 
interfere  with  even  unsound  lending  and  securitization  practices.  OTS  displayed  an  unusual 
amount  of  deference  to  WaMu's  management,  choosing  to  rely  on  the  bank  to  police  itself  in  its 
use  of  safe  and  sound  practices.  The  reasoning  appeared  to  be  that  if  OTS  examiners  simply 
identified  the  problems  at  the  bank,  OTS  could  then  rely  on  WaMu's  assurances  that  problems 
would  be  corrected,  with  little  need  for  tough  enforcement  actions.  It  was  a  regulatory  approach 
with  disastrous  results. 

Despite  identifying  over  500  serious  deficiencies  in  five  years,  OTS  did  not  once,  from 
2004  to  2008,  take  a  public  enforcement  action  against  Washington  Mutual  to  correct  its  lending 
practices,  nor  did  it  lower  the  bank's  rating  for  safety  and  soundness.  Only  in  2008,  as  the  bank 
incurred  mounting  losses,  did  OTS  finally  take  two  informal,  nonpublic  enforcement  actions, 
requiring  WaMu  to  agree  to  a  "Board  Resolution"  in  March  and  a  "Memorandum  of 
Understanding"  in  September,  neither  of  which  imposed  sufficient  changes  to  prevent  the  bank's 
failure.  OTS  officials  resisted  calls  by  the  FDIC,  the  bank's  backup  regulator,  for  stronger 
measures  and  even  impeded  FDIC  oversight  efforts  by  at  times  denying  FDIC  examiners  office 
space  and  access  to  bank  records.  Tensions  between  the  two  agencies  remained  high  until  the 
end.  Two  weeks  before  the  bank  was  seized,  the  FDIC  Chairman  contacted  WaMu  directly  to 
inform  it  that  the  FDIC  was  likely  to  have  a  ratings  disagreement  with  OTS  and  downgrade  the 
bank's  safety  and  soundness  rating,  and  informed  the  OTS  Director  about  that  communication, 
prompting  him  to  complain  about  the  FDIC  Chairman's  "audacity." 

Hindered  by  a  culture  of  deference  to  management,  demoralized  examiners,  and  agency 
infighting,  OTS  officials  allowed  the  bank's  short  term  profits  to  excuse  its  risky  practices  and 
failed  to  evaluate  the  bank's  actions  in  the  context  of  the  U.S.  financial  system  as  a  whole.  Its 
narrow  regulatory  focus  prevented  OTS  from  analyzing  or  acknowledging  until  it  was  too  late 
that  WaMu's  practices  could  harm  the  broader  economy. 

OTS'  failure  to  restrain  Washington  Mutual's  unsafe  lending  practices  allowed  high  risk 
loans  at  the  bank  to  proliferate,  negatively  impacting  investors  across  the  United  States  and 
around  the  world.  Similar  regulatory  failings  by  other  agencies  involving  other  lenders  repeated 
the  problem  on  a  broad  scale.  The  result  was  a  mortgage  market  saturated  with  risky  loans,  and 
financial  institutions  that  were  supposed  to  hold  predominantly  safe  investments  but  instead  held 
portfolios  rife  with  high  risk,  poor  quality  mortgages.  When  those  loans  began  defaulting  in 
record  numbers  and  mortgage  related  securities  plummeted  in  value,  financial  institutions  around 
the  globe  suffered  hundreds  of  billions  of  dollars  in  losses,  triggering  an  economic  disaster.  The 
regulatory  failures  that  set  the  stage  for  those  losses  were  a  proximate  cause  of  the  financial 
crisis. 

(3)     Inflated  Credit  Ratings: 

Case  Study  of  Moody's  and  Standard  &  Poor's 

The  next  chapter  examines  how  inflated  credit  ratings  contributed  to  the  financial  crisis 
by  masking  the  true  risk  of  many  mortgage  related  securities.  Using  case  studies  involving 
Moody's  Investors  Service,  Inc.  (Moody's)  and  Standard  &  Poor's  Financial  Services  LLC 


(S&P),  the  nation's  two  largest  credit  rating  agencies,  the  Subcommittee  identified  multiple 
problems  responsible  for  the  inaccurate  ratings,  including  conflicts  of  interest  that  placed 
achieving  market  share  and  increased  revenues  ahead  of  ensuring  accurate  ratings. 

Between  2004  and  2007,  Moody's  and  S&P  issued  credit  ratings  for  tens  of  thousands  of 
U.S.  residential  mortgage  backed  securities  (RMBS)  and  collateralized  debt  obligations  (CDOs). 
Taking  in  increasing  revenue  from  Wall  Street  firms,  Moody's  and  S&P  issued  AAA  and  other 
investment  grade  credit  ratings  for  the  vast  majority  of  those  RMBS  and  CDO  securities, 
deeming  them  safe  investments  even  though  many  relied  on  high  risk  home  loans. x    In  late 
2006,  high  risk  mortgages  began  incurring  delinquencies  and  defaults  at  an  alarming  rate. 
Despite  signs  of  a  deteriorating  mortgage  market,  Moody's  and  S&P  continued  for  six  months  to 
issue  investment  grade  ratings  for  numerous  RMBS  and  CDO  securities. 

Then,  in  July  2007,  as  mortgage  delinquencies  intensified  and  RMBS  and  CDO  securities 
began  incurring  losses,  both  companies  abruptly  reversed  course  and  began  downgrading  at 
record  numbers  hundreds  and  then  thousands  of  their  RMBS  and  CDO  ratings,  some  less  than  a 
year  old.  Investors  like  banks,  pension  funds,  and  insurance  companies,  who  are  by  rule  barred 
from  owning  low  rated  securities,  were  forced  to  sell  off  their  downgraded  RMBS  and  CDO 
holdings,  because  they  had  lost  their  investment  grade  status.  RMBS  and  CDO  securities  held 
by  financial  firms  lost  much  of  their  value,  and  new  securitizations  were  unable  to  find  investors. 
The  subprime  RMBS  market  initially  froze  and  then  collapsed,  leaving  investors  and  financial 
firms  around  the  world  holding  unmarketable  subprime  RMBS  securities  plummeting  in  value. 
A  few  months  later,  the  CDO  market  collapsed  as  well. 

Traditionally,  investments  holding  AAA  ratings  have  had  a  less  than  1%  probability  of 
incurring  defaults.  But  in  2007,  the  vast  majority  of  RMBS  and  CDO  securities  with  AAA 
ratings  incurred  substantial  losses;  some  failed  outright.  Analysts  have  determined  that  over 
90%  of  the  AAA  ratings  given  to  subprime  RMBS  securities  originated  in  2006  and  2007  were 
later  downgraded  by  the  credit  rating  agencies  to  junk  status.  In  the  case  of  Long  Beach,  75  out 
of  75  AAA  rated  Long  Beach  securities  issued  in  2006,  were  later  downgraded  to  junk  status, 
defaulted,  or  withdrawn.  Investors  and  financial  institutions  holding  the  AAA  rated  securities 
lost  significant  value.  Those  widespread  losses  led,  in  turn,  to  a  loss  of  investor  confidence  in 
the  value  of  the  AAA  rating,  in  the  holdings  of  major  U.S.  financial  institutions,  and  even  in  the 
viability  of  U.S.  financial  markets. 

Inaccurate  AAA  credit  ratings  introduced  risk  into  the  U.S.  financial  system  and 
constituted  a  key  cause  of  the  financial  crisis.  In  addition,  the  July  mass  downgrades,  which 
were  unprecedented  in  number  and  scope,  precipitated  the  collapse  of  the  RMBS  and  CDO 
secondary  markets,  and  perhaps  more  than  any  other  single  event  triggered  the  beginning  of  the 
financial  crisis. 


1  S&P  issues  ratings  using  the  "AAA"  designation;  Moody's  equivalent  rating  is  "Aaa."  For  ease  of  reference,  this 
Report  will  refer  to  both  ratings  as  "AAA." 


The  Subcommittee's  investigation  uncovered  a  host  of  factors  responsible  for  the 
inaccurate  credit  ratings  issued  by  Moody's  and  S&P.  One  significant  cause  was  the  inherent 
conflict  of  interest  arising  from  the  system  used  to  pay  for  credit  ratings.  Credit  rating  agencies 
were  paid  by  the  Wall  Street  firms  that  sought  their  ratings  and  profited  from  the  financial 
products  being  rated.  Under  this  "issuer  pays"  model,  the  rating  agencies  were  dependent  upon 
those  Wall  Street  firms  to  bring  them  business,  and  were  vulnerable  to  threats  that  the  firms 
would  take  their  business  elsewhere  if  they  did  not  get  the  ratings  they  wanted.  The  ratings 
agencies  weakened  their  standards  as  each  competed  to  provide  the  most  favorable  rating  to  win 
business  and  greater  market  share.  The  result  was  a  race  to  the  bottom. 

Additional  factors  responsible  for  the  inaccurate  ratings  include  rating  models  that  failed 
to  include  relevant  mortgage  performance  data,  unclear  and  subjective  criteria  used  to  produce 
ratings,  a  failure  to  apply  updated  rating  models  to  existing  rated  transactions,  and  a  failure  to 
provide  adequate  staffing  to  perform  rating  and  surveillance  services,  despite  record  revenues. 
Compounding  these  problems  were  federal  regulations  that  required  the  purchase  of  investment 
grade  securities  by  banks  and  others,  which  created  pressure  on  the  credit  rating  agencies  to  issue 
investment  grade  ratings.  While  these  federal  regulations  were  intended  to  help  investors  stay 
away  from  unsafe  securities,  they  had  the  opposite  effect  when  the  AAA  ratings  proved 
inaccurate. 

Evidence  gathered  by  the  Subcommittee  shows  that  the  credit  rating  agencies  were  aware 
of  problems  in  the  mortgage  market,  including  an  unsustainable  rise  in  housing  prices,  the  high 
risk  nature  of  the  loans  being  issued,  lax  lending  standards,  and  rampant  mortgage  fraud.  Instead 
of  using  this  information  to  temper  their  ratings,  the  firms  continued  to  issue  a  high  volume  of 
investment  grade  ratings  for  mortgage  backed  securities.  If  the  credit  rating  agencies  had  issued 
ratings  that  accurately  reflected  the  increasing  risk  in  the  RMBS  and  CDO  markets  and 
appropriately  adjusted  existing  ratings  in  those  markets,  they  might  have  discouraged  investors 
from  purchasing  high  risk  RMBS  and  CDO  securities,  and  slowed  the  pace  of  securitizations. 

It  was  not  in  the  short  term  economic  interest  of  either  Moody's  or  S&P,  however,  to 
provide  accurate  credit  ratings  for  high  risk  RMBS  and  CDO  securities,  because  doing  so  would 
have  hurt  their  own  revenues.  Instead,  the  credit  rating  agencies'  profits  became  increasingly 
reliant  on  the  fees  generated  by  issuing  a  large  volume  of  structured  finance  ratings.  In  the  end, 
Moody's  and  S&P  provided  AAA  ratings  to  tens  of  thousands  of  high  risk  RMBS  and  CDO 
securities  and  then,  when  those  products  began  to  incur  losses,  issued  mass  downgrades  that 
shocked  the  financial  markets,  hammered  the  value  of  the  mortgage  related  securities,  and  helped 
trigger  the  financial  crisis. 

(4)     Investment  Bank  Abuses: 

Case  Study  of  Goldman  Sachs  and  Deutsche  Bank 

The  final  chapter  examines  how  investment  banks  contributed  to  the  financial  crisis, 
using  as  case  studies  Goldman  Sachs  and  Deutsche  Bank,  two  leading  participants  in  the  U.S. 
mortgage  market. 


Investment  banks  can  play  an  important  role  in  the  U.S.  economy,  helping  to  channel  the 
nation's  wealth  into  productive  activities  that  create  jobs  and  increase  economic  growth.  But  in 
the  years  leading  up  to  the  financial  crisis,  large  investment  banks  designed  and  promoted 
complex  financial  instruments,  often  referred  to  as  structured  finance  products,  that  were  at  the 
heart  of  the  crisis.  They  included  RMBS  and  CDO  securities,  credit  default  swaps  (CDS),  and 
CDS  contracts  linked  to  the  ABX  Index.  These  complex,  high  risk  financial  products  were 
engineered,  sold,  and  traded  by  the  major  U.S.  investment  banks. 

From  2004  to  2008,  U.S.  financial  institutions  issued  nearly  $2.5  trillion  in  RMBS  and 
over  $1.4  trillion  in  CDO  securities,  backed  primarily  by  mortgage  related  products.  Investment 
banks  typically  charged  fees  of  $1  to  $8  million  to  act  as  the  underwriter  of  an  RMBS 
securitization,  and  $5  to  $10  million  to  act  as  the  placement  agent  for  a  CDO  securitization. 
Those  fees  contributed  substantial  revenues  to  the  investment  banks,  which  established  internal 
structured  finance  groups,  as  well  as  a  variety  of  RMBS  and  CDO  origination  and  trading  desks 
within  those  groups,  to  handle  mortgage  related  securitizations.  Investment  banks  sold  RMBS 
and  CDO  securities  to  investors  around  the  world,  and  helped  develop  a  secondary  market  where 
RMBS  and  CDO  securities  could  be  traded.  The  investment  banks'  trading  desks  participated  in 
those  secondary  markets,  buying  and  selling  RMBS  and  CDO  securities  either  on  behalf  of  their 
clients  or  in  connection  with  their  own  proprietary  transactions. 

The  financial  products  developed  by  investment  banks  allowed  investors  to  profit,  not 
only  from  the  success  of  an  RMBS  or  CDO  securitization,  but  also  from  its  failure.  CDS 
contracts,  for  example,  allowed  counterparties  to  wager  on  the  rise  or  fall  in  the  value  of  a 
specific  RMBS  security  or  on  a  collection  of  RMBS  and  other  assets  contained  or  referenced  in  a 
CDO.  Major  investment  banks  developed  standardized  CDS  contracts  that  could  also  be  traded 
on  a  secondary  market.  In  addition,  they  established  the  ABX  Index  which  allowed 
counterparties  to  wager  on  the  rise  or  fall  in  the  value  of  a  basket  of  subprime  RMBS  securities, 
which  could  be  used  to  reflect  the  status  of  the  subprime  mortgage  market  as  a  whole.  The 
investment  banks  sometimes  matched  up  parties  who  wanted  to  take  opposite  sides  in  a 
transaction  and  other  times  took  one  or  the  other  side  of  the  transaction  to  accommodate  a  client. 
At  still  other  times,  investment  banks  used  these  financial  instruments  to  make  their  own 
proprietary  wagers.  In  extreme  cases,  some  investment  banks  set  up  structured  finance 
transactions  which  enabled  them  to  profit  at  the  expense  of  their  clients. 

Two  case  studies,  involving  Goldman  Sachs  and  Deutsche  Bank,  illustrate  a  variety  of 
troubling  practices  that  raise  conflicts  of  interest  and  other  concerns  involving  RMBS,  CDO, 
CDS,  and  ABX  related  financial  instruments  that  contributed  to  the  financial  crisis. 

The  Goldman  Sachs  case  study  focuses  on  how  it  used  net  short  positions  to  benefit  from 
the  downturn  in  the  mortgage  market,  and  designed,  marketed,  and  sold  CDOs  in  ways  that 
created  conflicts  of  interest  with  the  firm's  clients  and  at  times  led  to  the  bank's  profiting  from 
the  same  products  that  caused  substantial  losses  for  its  clients. 


From  2004  to  2008,  Goldman  was  a  major  player  in  the  U.S.  mortgage  market.  In  2006 
and  2007  alone,  it  designed  and  underwrote  93  RMBS  and  27  mortgage  related  CDO 
securitizations  totaling  about  $100  billion,  bought  and  sold  RMBS  and  CDO  securities  on  behalf 
of  its  clients,  and  amassed  its  own  multi-billion-dollar  proprietary  mortgage  related  holdings.  In 
December  2006,  however,  when  it  saw  evidence  that  the  high  risk  mortgages  underlying  many 
RMBS  and  CDO  securities  were  incurring  accelerated  rates  of  delinquency  and  default, 
Goldman  quietly  and  abruptly  reversed  course. 

Over  the  next  two  months,  it  rapidly  sold  off  or  wrote  down  the  bulk  of  its  existing 
subprime  RMBS  and  CDO  inventory,  and  began  building  a  short  position  that  would  allow  it  to 
profit  from  the  decline  of  the  mortgage  market.  Throughout  2007,  Goldman  twice  built  up  and 
cashed  in  sizeable  mortgage  related  short  positions.  At  its  peak,  Goldman's  net  short  position 
totaled  $13.9  billion.  Overall  in  2007,  its  net  short  position  produced  record  profits  totaling  $3.7 
billion  for  Goldman's  Structured  Products  Group,  which  when  combined  with  other  mortgage 
losses,  produced  record  net  revenues  of  $1.2  billion  for  the  Mortgage  Department  as  a  whole. 

Throughout  2007,  Goldman  sold  RMBS  and  CDO  securities  to  its  clients  without 
disclosing  its  own  net  short  position  against  the  subprime  market  or  its  purchase  of  CDS 
contracts  to  gain  from  the  loss  in  value  of  some  of  the  very  securities  it  was  selling  to  its  clients. 

The  case  study  examines  in  detail  four  CDOs  that  Goldman  constructed  and  sold  called 
Hudson  1,  Anderson,  Timberwolf,  and  Abacus  2007-AC1.  In  some  cases,  Goldman  transferred 
risky  assets  from  its  own  inventory  into  these  CDOs;  in  others,  it  included  poor  quality  assets 
that  were  likely  to  lose  value  or  not  perform.  In  three  of  the  CDOs,  Hudson,  Anderson  and 
Timberwolf,  Goldman  took  a  substantial  portion  of  the  short  side  of  the  CDO,  essentially  betting 
that  the  assets  within  the  CDO  would  fall  in  value  or  not  perform.  Goldman's  short  position  was 
in  direct  opposition  to  the  clients  to  whom  it  was  selling  the  CDO  securities,  yet  it  failed  to 
disclose  the  size  and  nature  of  its  short  position  while  marketing  the  securities.  While  Goldman 
sometimes  included  obscure  language  in  its  marketing  materials  about  the  possibility  of  its 
taking  a  short  position  on  the  CDO  securities  it  was  selling,  Goldman  did  not  disclose  to 
potential  investors  when  it  had  already  determined  to  take  or  had  already  taken  short  investments 
that  would  pay  off  if  the  particular  security  it  was  selling,  or  RMBS  and  CDO  securities  in 
general,  performed  poorly.  In  the  case  of  Hudson  1,  for  example,  Goldman  took  100%  of  the 
short  side  of  the  $2  billion  CDO,  betting  against  the  assets  referenced  in  the  CDO,  and  sold  the 
Hudson  securities  to  investors  without  disclosing  its  short  position.  When  the  securities  lost 
value,  Goldman  made  a  $1.7  billion  gain  at  the  direct  expense  of  the  clients  to  whom  it  had  sold 
the  securities. 

In  the  case  of  Anderson,  Goldman  selected  a  large  number  of  poorly  performing  assets 
for  the  CDO,  took  40%  of  the  short  position,  and  then  marketed  Anderson  securities  to  its 
clients.  When  a  client  asked  how  Goldman  "got  comfortable"  with  the  New  Century  loans  in  the 
CDO,  Goldman  personnel  tried  to  dispel  concerns  about  the  loans,  and  did  not  disclose  the  firm's 
own  negative  view  of  them  or  its  short  position  in  the  CDO. 
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In  the  case  of  Timberwolf,  Goldman  sold  the  securities  to  its  clients  even  as  it  knew  the 
securities  were  falling  in  value.  In  some  cases,  Goldman  knowingly  sold  Timberwolf  securities 
to  clients  at  prices  above  its  own  book  values  and,  within  days  or  weeks  of  the  sale,  marked 
down  the  value  of  the  sold  securities,  causing  its  clients  to  incur  quick  losses  and  requiring  some 
to  post  higher  margin  or  cash  collateral.  Timberwolf  securities  lost  80%  of  their  value  within 
five  months  of  being  issued  and  today  are  worthless.  Goldman  took  36%  of  the  short  position  in 
the  CDO  and  made  money  from  that  investment,  but  ultimately  lost  money  when  it  could  not  sell 
all  of  the  Timberwolf  securities. 

In  the  case  of  Abacus,  Goldman  did  not  take  the  short  position,  but  allowed  a  hedge  fund, 
Paulson  &  Co.  Inc.,  that  planned  on  shorting  the  CDO  to  play  a  major  but  hidden  role  in 
selecting  its  assets.  Goldman  marketed  Abacus  securities  to  its  clients,  knowing  the  CDO  was 
designed  to  lose  value  and  without  disclosing  the  hedge  fund's  asset  selection  role  or  investment 
objective  to  potential  investors.  Three  long  investors  together  lost  about  $1  billion  from  their 
Abacus  investments,  while  the  Paulson  hedge  fund  profited  by  about  the  same  amount.  Today, 
the  Abacus  securities  are  worthless. 

In  the  Hudson  and  Timberwolf  CDOs,  Goldman  also  used  its  role  as  the  collateral  put 
provider  or  liquidation  agent  to  advance  its  financial  interest  to  the  detriment  of  the  clients  to 
whom  it  sold  the  CDO  securities. 

The  Deutsche  Bank  case  study  describes  how  the  bank's  top  global  CDO  trader,  Greg 
Lippmann,  repeatedly  warned  and  advised  his  Deutsche  Bank  colleagues  and  some  of  his  clients 
seeking  to  buy  short  positions  about  the  poor  quality  of  the  RMBS  securities  underlying  many 
CDOs,  described  some  of  those  securities  as  "crap"  and  "pigs,"  and  predicted  the  assets  and  the 
CDO  securities  would  lose  value.  At  one  point,  Mr.  Lippmann  was  asked  to  buy  a  specific  CDO 
security  and  responded  that  it  "rarely  trades,"  but  he  "would  take  it  and  try  to  dupe  someone" 
into  buying  it.  He  also  at  times  referred  to  the  industry's  ongoing  CDO  marketing  efforts  as  a 
"CDO  machine"  or  "ponzi  scheme."  Deutsche  Bank's  senior  management  disagreed  with  his 
negative  views,  and  used  the  bank's  own  funds  to  make  large  proprietary  investments  in 
mortgage  related  securities  that,  in  2007,  had  a  notional  or  face  value  of  $128  billion  and  a 
market  value  of  more  than  $25  billion.  Despite  its  positive  view  of  the  housing  market,  the  bank 
allowed  Mr.  Lippmann  to  develop  a  large  proprietary  short  position  for  the  bank  in  the  RMBS 
market,  which  from  2005  to  2007,  totaled  $5  billion.  The  bank  cashed  in  the  short  position  from 
2007  to  2008,  generating  a  profit  of  $1.5  billion,  which  Mr.  Lippmann  claims  is  more  money  on 
a  single  position  than  any  other  trade  had  ever  made  for  Deutsche  Bank  in  its  history.  Despite 
that  gain,  due  to  its  large  long  holdings,  Deutsche  Bank  lost  nearly  $4.5  billion  from  its  mortgage 
related  proprietary  investments. 

The  Subcommittee  also  examined  a  $1.1  billion  CDO  underwritten  by  Deutsche  Bank 
known  as  Gemstone  CDO  VII  Ltd.  (Gemstone  7),  which  issued  securities  in  March  2007.  It  was 
one  of  47  CDOs  totaling  $32  billion  that  Deutsche  Bank  underwrote  from  2004  to  2008. 
Deutsche  Bank  made  $4.7  million  in  fees  from  Gemstone  7,  while  the  collateral  manager,  a 
hedge  fund  called  HBK  Capital  Management,  was  slated  to  receive  $3.3  million.  Gemstone  7 
concentrated  risk  by  including  within  a  single  financial  instrument  115  RMBS  securities  whose 
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financial  success  depended  upon  thousands  of  high  risk,  poor  quality  subprime  loans.  Many  of 
those  RMBS  securities  carried  BBB,  BBB-,  or  even  BB  credit  ratings,  making  them  among  the 
highest  risk  RMBS  securities  sold  to  the  public.  Nearly  a  third  of  the  RMBS  securities  contained 
subprime  loans  originated  by  Fremont,  Long  Beach,  and  New  Century,  lenders  well  known 
within  the  industry  for  issuing  poor  quality  loans.  Deutsche  Bank  also  sold  securities  directly 
from  its  own  inventory  to  the  CDO.  Deutsche  Bank's  CDO  trading  desk  knew  that  many  of 
these  RMBS  securities  were  likely  to  lose  value,  but  did  not  object  to  their  inclusion  in 
Gemstone  7,  even  securities  which  Mr.  Lippmann  was  calling  "crap"  or  "pigs."  Despite  the  poor 
quality  of  the  underlying  assets,  Gemstone's  top  three  tranches  received  AAA  ratings.  Deutsche 
Bank  ultimately  sold  about  $700  million  in  Gemstone  securities,  without  disclosing  to  potential 
investors  that  its  global  head  trader  of  CDOs  had  extremely  negative  views  of  a  third  of  the 
assets  in  the  CDO  or  that  the  bank's  internal  valuations  showed  that  the  assets  had  lost  over  $19 
million  in  value  since  their  purchase.  Within  months  of  being  issued,  the  Gemstone  7  securities 
lost  value;  by  November  2007,  they  began  undergoing  credit  rating  downgrades;  and  by  July 
2008,  they  became  nearly  worthless. 

Both  Goldman  Sachs  and  Deutsche  Bank  underwrote  securities  using  loans  from 
subprime  lenders  known  for  issuing  high  risk,  poor  quality  mortgages,  and  sold  risky  securities 
to  investors  across  the  United  States  and  around  the  world.  They  also  enabled  the  lenders  to 
acquire  new  funds  to  originate  still  more  high  risk,  poor  quality  loans.  Both  sold  CDO  securities 
without  full  disclosure  of  the  negative  views  of  some  of  their  employees  regarding  the 
underlying  assets  and,  in  the  case  of  Goldman,  without  full  disclosure  that  it  was  shorting  the 
very  CDO  securities  it  was  marketing,  raising  questions  about  whether  Goldman  complied  with 
its  obligations  to  issue  suitable  investment  recommendations  and  disclose  material  adverse 
interests. 

The  case  studies  also  illustrate  how  these  two  investment  banks  continued  to  market  new 
CDOs  in  2007,  even  as  U.S.  mortgage  delinquencies  intensified,  RMBS  securities  lost  value,  the 
U.S.  mortgage  market  as  a  whole  deteriorated,  and  investors  lost  confidence.  Both  kept 
producing  and  selling  high  risk,  poor  quality  structured  finance  products  in  a  negative  market,  in 
part  because  stopping  the  "CDO  machine"  would  have  meant  less  income  for  structured  finance 
units,  smaller  executive  bonuses,  and  even  the  disappearance  of  CDO  desks  and  personnel, 
which  is  what  finally  happened.  The  two  case  studies  also  illustrate  how  certain  complex 
structured  finance  products,  such  as  synthetic  CDOs  and  naked  credit  default  swaps,  amplified 
market  risk  by  allowing  investors  with  no  ownership  interest  in  the  reference  obligations  to  place 
unlimited  side  bets  on  their  performance.  Finally,  the  two  case  studies  demonstrate  how 
proprietary  trading  led  to  dramatic  losses  in  the  case  of  Deutsche  Bank  and  undisclosed  conflicts 
of  interest  in  the  case  of  Goldman  Sachs. 

Investment  banks  were  the  driving  force  behind  the  structured  finance  products  that 
provided  a  steady  stream  of  funding  for  lenders  originating  high  risk,  poor  quality  loans  and  that 
magnified  risk  throughout  the  U.S.  financial  system.    The  investment  banks  that  engineered, 
sold,  traded,  and  profited  from  mortgage  related  structured  finance  products  were  a  major  cause 
of  the  financial  crisis. 
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C.  Recommendations 

The  four  causative  factors  examined  in  this  Report  are  interconnected.  Lenders 
introduced  new  levels  of  risk  into  the  U.S.  financial  system  by  selling  and  securitizing  complex 
home  loans  with  high  risk  features  and  poor  underwriting.  The  credit  rating  agencies  labeled  the 
resulting  securities  as  safe  investments,  facilitating  their  purchase  by  institutional  investors 
around  the  world.  Federal  banking  regulators  failed  to  ensure  safe  and  sound  lending  practices 
and  risk  management,  and  stood  on  the  sidelines  as  large  financial  institutions  active  in  U.S. 
financial  markets  purchased  billions  of  dollars  in  mortgage  related  securities  containing  high 
risk,  poor  quality  mortgages.  Investment  banks  magnified  the  risk  to  the  system  by  engineering 
and  promoting  risky  mortgage  related  structured  finance  products,  and  enabling  investors  to  use 
naked  credit  default  swaps  and  synthetic  instruments  to  bet  on  the  failure  rather  than  the  success 
of  U.S.  financial  instruments.  Some  investment  banks  also  ignored  the  conflicts  of  interest 
created  by  their  products,  placed  their  financial  interests  before  those  of  their  clients,  and  even 
bet  against  the  very  securities  they  were  recommending  and  marketing  to  their  clients.  Together 
these  factors  produced  a  mortgage  market  saturated  with  high  risk,  poor  quality  mortgages  and 
securities  that,  when  they  began  incurring  losses,  caused  financial  institutions  around  the  world 
to  lose  billions  of  dollars,  produced  rampant  unemployment  and  foreclosures,  and  ruptured  faith 
in  U.S.  capital  markets. 

Nearly  three  years  later,  the  U.S.  economy  has  yet  to  recover  from  the  damage  caused  by 
the  2008  financial  crisis.  This  Report  is  intended  to  help  analysts,  market  participants, 
policymakers,  and  the  public  gain  a  deeper  understanding  of  the  origins  of  the  crisis  and  take  the 
steps  needed  to  prevent  excessive  risk  taking  and  conflicts  of  interest  from  causing  similar 
damage  in  the  future.  Each  of  the  four  chapters  in  this  Report  examining  a  key  aspect  of  the 
financial  crisis  begins  with  specific  findings  of  fact,  details  the  evidence  gathered  by  the 
Subcommittee,  and  ends  with  recommendations.  For  ease  of  reference,  all  of  the 
recommendations  are  reprinted  here.  For  more  information  about  each  recommendation,  please 
see  the  relevant  chapter. 

Recommendations  on  High  Risk  Lending 

1.  Ensure  "Qualified  Mortgages"  Are  Low  Risk.  Federal  regulators  should  use  their 
regulatory  authority  to  ensure  that  all  mortgages  deemed  to  be  "qualified  residential 
mortgages"  have  a  low  risk  of  delinquency  or  default. 

2.  Require  Meaningful  Risk  Retention.  Federal  regulators  should  issue  a  strong  risk 
retention  requirement  under  Section  941  by  requiring  the  retention  of  not  less  than  a 
5%  credit  risk  in  each,  or  a  representative  sample  of,  an  asset  backed  securitization's 
tranches,  and  by  barring  a  hedging  offset  for  a  reasonable  but  limited  period  of  time. 

3.  Safeguard  Against  High  Risk  Products.  Federal  banking  regulators  should 
safeguard  taxpayer  dollars  by  requiring  banks  with  high  risk  structured  finance 
products,  including  complex  products  with  little  or  no  reliable  performance  data,  to 
meet  conservative  loss  reserve,  liquidity,  and  capital  requirements. 
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4.  Require  Greater  Reserves  for  Negative  Amortization  Loans.  Federal  banking 
regulators  should  use  their  regulatory  authority  to  require  banks  issuing  negatively 
amortizing  loans  that  allow  borrowers  to  defer  payments  of  interest  and  principal,  to 
maintain  more  conservative  loss,  liquidity,  and  capital  reserves. 

5.  Safeguard  Bank  Investment  Portfolios.  Federal  banking  regulators  should  use  the 
Section  620  banking  activities  study  to  identify  high  risk  structured  finance  products 
and  impose  a  reasonable  limit  on  the  amount  of  such  high  risk  products  that  can  be 
included  in  a  bank's  investment  portfolio. 

Recommendations  on  Regulatory  Failures 

1.  Complete  OTS  Dismantling.  The  Office  of  the  Comptroller  of  the  Currency  (OCC) 
should  complete  the  dismantling  of  the  Office  of  Thrift  Supervision  (OTS),  despite 
attempts  by  some  OTS  officials  to  preserve  the  agency's  identity  and  influence  within 
the  OCC. 

2.  Strengthen  Enforcement.  Federal  banking  regulators  should  conduct  a  review  of 
their  major  financial  institutions  to  identify  those  with  ongoing,  serious  deficiencies, 
and  review  their  enforcement  approach  to  those  institutions  to  eliminate  any  policy  of 
deference  to  bank  management,  inflated  CAMELS  ratings,  or  use  of  short  term  profits 
to  excuse  high  risk  activities. 

3.  Strengthen  CAMELS  Ratings.  Federal  banking  regulators  should  undertake  a 
comprehensive  review  of  the  CAMELS  ratings  system  to  produce  ratings  that  signal 
whether  an  institution  is  expected  operate  in  a  safe  and  sound  manner  over  a  specified 
period  of  time,  asset  quality  ratings  that  reflect  embedded  risks  rather  than  short  term 
profits,  management  ratings  that  reflect  any  ongoing  failure  to  correct  identified 
deficiencies,  and  composite  ratings  that  discourage  systemic  risks. 

4.  Evaluate  Impacts  of  High  Risk  Lending.  The  Financial  Stability  Oversight  Council 
should  undertake  a  study  to  identify  high  risk  lending  practices  at  financial 
institutions,  and  evaluate  the  nature  and  significance  of  the  impacts  that  these 
practices  may  have  on  U.S.  financial  systems  as  a  whole. 


Recommendations  on  Inflated  Credit  Ratings 

1.  Rank  Credit  Rating  Agencies  by  Accuracy.  The  SEC  should  use  its  regulatory 
authority  to  rank  the  Nationally  Recognized  Statistical  Rating  Organizations  in  terms 
of  performance,  in  particular  the  accuracy  of  their  ratings. 

2.  Help  Investors  Hold  CRAs  Accountable.  The  SEC  should  use  its  regulatory 
authority  to  facilitate  the  ability  of  investors  to  hold  credit  rating  agencies  accountable 
in  civil  lawsuits  for  inflated  credit  ratings,  when  a  credit  rating  agency  knowingly  or 
recklessly  fails  to  conduct  a  reasonable  investigation  of  the  rated  security. 
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3.  Strengthen  CRA  Operations.  The  SEC  should  use  its  inspection,  examination,  and 
regulatory  authority  to  ensure  credit  rating  agencies  institute  internal  controls,  credit 
rating  methodologies,  and  employee  conflict  of  interest  safeguards  that  advance 
rating  accuracy. 

4.  Ensure  CRAs  Recognize  Risk.  The  SEC  should  use  its  inspection,  examination,  and 
regulatory  authority  to  ensure  credit  rating  agencies  assign  higher  risk  to  financial 
instruments  whose  performance  cannot  be  reliably  predicted  due  to  their  novelty  or 
complexity,  or  that  rely  on  assets  from  parties  with  a  record  for  issuing  poor  quality 
assets. 

5.  Strengthen  Disclosure.  The  SEC  should  exercise  its  authority  under  the  new  Section 
78o-7(s)  of  Title  15  to  ensure  that  the  credit  rating  agencies  complete  the  required 
new  ratings  forms  by  the  end  of  the  year  and  that  the  new  forms  provide 
comprehensible,  consistent,  and  useful  ratings  information  to  investors,  including  by 
testing  the  proposed  forms  with  actual  investors. 

6.  Reduce  Ratings  Reliance.  Federal  regulators  should  reduce  the  federal  government's 
reliance  on  privately  issued  credit  ratings. 

Recommendations  on  Investment  Bank  Abuses 

1.  Review  Structured  Finance  Transactions.  Federal  regulators  should  review  the 
RMBS,  CDO,  CDS,  and  ABX  activities  described  in  this  Report  to  identify  any 
violations  of  law  and  to  examine  ways  to  strengthen  existing  regulatory  prohibitions 
against  abusive  practices  involving  structured  finance  products. 

2.  Narrow  Proprietary  Trading  Exceptions.  To  ensure  a  meaningful  ban  on 
proprietary  trading  under  Section  619,  any  exceptions  to  that  ban,  such  as  for  market- 
making  or  risk-mitigating  hedging  activities,  should  be  strictly  limited  in  the 
implementing  regulations  to  activities  that  serve  clients  or  reduce  risk. 

3.  Design  Strong  Conflict  of  Interest  Prohibitions.  Regulators  implementing  the 
conflict  of  interest  prohibitions  in  Sections  619  and  621  should  consider  the  types  of 
conflicts  of  interest  in  the  Goldman  Sachs  case  study,  as  identified  in  Chapter  VI(C)(6) 
of  this  Report. 

4.  Study  Bank  Use  of  Structured  Finance.  Regulators  conducting  the  banking 
activities  study  under  Section  620  should  consider  the  role  of  federally  insured  banks 
in  designing,  marketing,  and  investing  in  structured  finance  products  with  risks  that 
cannot  be  reliably  measured  and  naked  credit  default  swaps  or  synthetic  financial 
instruments. 
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II.  BACKGROUND 

Understanding  the  recent  financial  crisis  requires  examining  how  U.S.  financial  markets 
have  changed  in  fundamental  ways  over  the  past  15  years.  The  following  provides  a  brief 
historical  overview  of  some  of  those  changes;  explains  some  of  the  new  financial  products  and 
trading  strategies  in  the  mortgage  area;  and  provides  background  on  credit  ratings,  investment 
banks,  government  sponsored  enterprises,  and  financial  regulators.  It  also  provides  a  brief 
timeline  of  key  events  in  the  financial  crisis.  Two  recurrent  themes  are  the  increasing  amount  of 
risk  and  conflicts  of  interest  in  U.S.  financial  markets. 

A.  Rise  of  Too-Big-To-Fail  U.S.  Financial  Institutions 

Until  relatively  recently,  federal  and  state  laws  limited  federally-chartered  banks  from 
branching  across  state  lines.2  Instead,  as  late  as  the  1990s,  U.S.  banking  consisted  primarily  of 
thousands  of  modest-sized  banks  tied  to  local  communities.  Since  1990,  the  United  States  has 
witnessed  the  number  of  regional  and  local  banks  and  thrifts  shrink  from  just  over  15,000  to 
approximately  8,000  by  2009, 3  while  at  the  same  time  nearly  13,000  regional  and  local  credit 
unions  have  been  reduced  to  7,500. 4  This  broad-based  approach  meant  that  when  a  bank 
suffered  losses,  the  United  States  could  quickly  close  its  doors,  protect  its  depositors,  and  avoid 
significant  damage  to  the  U.S.  banking  system  or  economy.  Decentralized  banking  also 
promoted  competition,  diffused  credit  in  the  marketplace,  and  prevented  undue  concentrations  of 
financial  power. 

In  the  mid  1990s,  the  United  States  initiated  substantial  changes  to  the  banking  industry, 
some  of  which  relaxed  the  rules  under  which  banks  operated,  while  others  imposed  new 
regulations,  and  still  others  encouraged  increased  risk-taking.  In  1994,  for  the  first  time, 
Congress  explicitly  authorized  interstate  banking,  which  allowed  federally-chartered  banks  to 
open  branches  nationwide  more  easily  than  before.5  In  1999,  Congress  repealed  the  Glass- 
Steagall  Act  of  1933,  which  had  generally  required  banks,  investment  banks,  securities  firms, 
and  insurance  companies  to  operate  separately,6  and  instead  allowed  them  to  openly  merge 
operations.7  The  same  law  also  eliminated  the  Glass-Steagall  prohibition  on  banks  engaging  in 


2  See  McFadden  Act  of  1927,  P.L.  69-639  (prohibiting  national  banks  from  owning  branches  in  multiple  states); 
Bank  Holding  Company  Act  of  1956,  P.L.  84-511  (prohibiting  banking  company  companies  from  owning  branches 
in  multiple  states).  See  also  "Going  Interstate:  A  New  Dawn  for  U.S.  Banking,"  The  Regional  Economist,  a 
publication  of  the  Federal  Reserve  Bank  of  St.  Louis  (7/1994). 

3  See  U.S.  Census  Bureau,  "Statistical  Abstract  of  the  United  States  2011,"  at  735, 
http://www.census.gov/compendia/statab/2011/tables/llsll75.pdf. 

4  1/3/2011  chart,  "Insurance  Fund  Ten-Year  Trends,"  supplied  by  the  National  Credit  Union  Administration 
(showing  that,  as  of  12/31/1993,  the  United  States  had  12,317  federal  and  state  credit  unions). 

Data  provided  by  the  National  Credit  Union  Administration,  1/3/11. 

5  Riegle-Neal  Interstate  Banking  and  Branching  Efficiency  Act  of  1994,  P.L.  103-328  (repealing  statutory 
prohibitions  on  interstate  banking). 

6  Glass-Steagall  Act  of  1933,  also  known  as  the  Banking  Act,  P.L.  73-66. 

7  Gramm-Leach-Bliley  Act  of  1999,  also  known  as  the  Financial  Services  Modernization  Act,  P.L.  106-102.  Some 
banks  had  already  begun  to  engage  in  securities  and  insurance  activities,  with  the  most  prominent  example  at  the 
time  being  Citicorp's  1998  merger  with  the  Travelers  insurance  group. 
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proprietary  trading8  and  exempted  investment  bank  holding  companies  from  direct  federal 
regulation.9  In  2000,  Congress  enacted  the  Commodity  Futures  Modernization  Act  which  barred 
federal  regulation  of  swaps  and  the  trillion-dollar  swap  markets,  and  which  allowed  U.S.  banks, 
broker-dealers,  and  other  financial  institutions  to  develop,  market,  and  trade  these  unregulated 
financial  products,  including  credit  default  swaps,  foreign  currency  swaps,  interest  rate  swaps, 
energy  swaps,  total  return  swaps,  and  more.10 

In  2002,  the  Treasury  Department,  along  with  other  federal  bank  regulatory  agencies, 
altered  the  way  capital  reserves  were  calculated  for  banks,  and  encouraged  the  retention  of 
securitized  mortgages  with  investment  grade  credit  ratings  by  allowing  banks  to  hold  less  capital 
in  reserve  for  them  than  if  the  individual  mortgages  were  held  directly  on  the  banks'  books.11  In 
2004,  the  SEC  relaxed  the  capital  requirements  for  large  broker-dealers,  allowing  them  to  grow 
even  larger,  often  with  borrowed  funds.12  In  2005,  when  the  SEC  attempted  to  assert  more 
control  over  the  growing  hedge  fund  industry,  by  requiring  certain  hedge  funds  to  register  with 
the  agency,  a  federal  Court  of  Appeals  issued  a  2006  opinion  that  invalidated  the  SEC 
regulation.13 

These  and  other  steps  paved  the  way,  over  the  course  of  little  more  than  the  last  decade, 
for  a  relatively  small  number  of  U.S.  banks  and  broker-dealers  to  become  giant  financial 
conglomerates  involved  in  collecting  deposits;  financing  loans;  trading  equities,  swaps  and 
commodities;  and  issuing,  underwriting,  and  marketing  billions  of  dollars  in  stock,  debt 
instruments,  insurance  policies,  and  derivatives.  As  these  financial  institutions  grew  in  size  and 
complexity,  and  began  playing  an  increasingly  important  role  in  the  U.S.  economy,  policymakers 
began  to  ask  whether  the  failure  of  one  of  these  financial  institutions  could  damage  not  only  the 
U.S.  financial  system,  but  the  U.S.  economy  as  a  whole.  In  a  little  over  ten  years,  the  creation  of 
too-big-to-f ail  financial  institutions  had  become  a  reality  in  the  United  States. 14 


Glass-Steagall  Act,  Section  16. 

9  Gramm-Leach-Bliley  Act  of  1999,  also  known  as  the  Financial  Services  Modernization  Act,  P.L.  106-102.    See 
also  prepared  statement  of  SEC  Chairman  Christopher  Cox,  "Role  of  Federal  Regulators:  Lessons  from  the  Credit 
Crisis  for  the  Future  of  Regulation,"  October  23,  2008  House  Committee  on  Oversight  and  Government  Reform 
Hearing,  ("It  was  a  fateful  mistake  in  the  Gramm-Leach-Bliley  Act  that  neither  the  SEC  nor  any  regulator  was  given 
the  statutory  authority  to  regulate  investment  bank  holding  companies  other  than  on  a  voluntary  basis."). 

10  The  2000  Commodity  Futures  Modernization  Act  (CFMA)  was  enacted  as  a  title  of  the  Consolidated 
Appropriations  Act  of  2001,  P.L.  106-554. 

11  See  66  Fed.  Reg.  59614  (Nov.  29,  2011),  http://www.federalregister.gov/articles/2001/ll/29/01-29179/risk-based- 
capital-guidelines-capital-adequacy-guidelines-capital-maintenance-capital-treatment-of. 

12  See  "Alternative  Net  Capital  Requirements  for  Broker-Dealers  That  Are  Part  of  Consolidated  Supervised 
Entities,"  RIN  3235-AI96,  17  CFR  Parts  200  and  240  (8/20/2004)  ("amended  the  net  capital  rule  under  the 
Securities  Exchange  Act  of  1934  to  establish  a  voluntary  alternative  method  of  computing  net  capital  for  certain 
broker-dealers").  The  Consolidated  Supervised  Entities  (CSE)  program,  which  provided  SEC  oversight  of 
investment  bank  holding  companies  that  joined  the  CSE  program  on  a  voluntarily  basis,  was  established  by  the  SEC 
in  2004,  and  terminated  by  the  SEC  in  2008,  after  the  financial  crisis.  The  alternative  net  capital  rules  for  broker- 
dealers  were  terminated  at  the  same  time. 

13  Goldstein  v.  SEC.  451  F.3d  873  (D.C.  Cir.  2006). 

14  The  financial  crisis  has  not  reversed  this  trend;  it  has  accelerated  it.  By  the  end  of  2008,  Bank  of  America  had 
purchased  Countrywide  and  Merrill  Lynch;  Wells  Fargo  had  acquired  Wachovia  Bank;  and  JPMorgan  Chase  had 
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Over  the  last  ten  years,  some  U.S.  financial  institutions  have  not  only  grown  larger  and 
more  complex,  but  have  also  engaged  in  higher  risk  activities.  The  last  decade  has  witnessed  an 
explosion  of  so-called  "innovative"  financial  products  with  embedded  risks  that  are  difficult  to 
analyze  and  predict,  including  collateralized  debt  obligations,  credit  default  swaps,  exchange 
traded  funds,  commodity  and  swap  indices,  and  more.  Financial  engineering  produced  these 
financial  instruments  which  typically  had  little  or  no  performance  record  to  use  for  risk 
management  purposes.  Some  U.S.  financial  institutions  became  major  participants  in  the 
development  of  these  financial  products,  designing,  selling,  and  trading  them  in  U.S.  and  global 
markets. 

In  addition,  most  major  U.S.  financial  institutions  began  devoting  increasing  resources  to 
so-called  "proprietary  trading,"  in  which  the  firm's  personnel  used  the  firm's  capital  to  gain 
investment  returns  for  the  firm  itself  rather  than  for  its  clients.  Traditionally,  U.S.  banks,  broker- 
dealers,  and  investment  banks  had  offered  investment  advice  and  services  to  their  clients,  and  did 
well  when  their  clients  did  well.  Over  the  last  ten  years,  however,  some  firms  began  referring  to 
their  clients,  not  as  customers,  but  as  counterparties.  In  addition,  some  firms  at  times  developed 
and  used  financial  products  in  transactions  in  which  the  firm  did  well  only  when  its  clients,  or 
counterparties,  lost  money.  Some  U.S.  banks  also  sponsored  affiliated  hedge  funds,  provided 
them  with  billions  of  dollars  in  client  and  bank  funds,  and  allowed  the  hedge  funds  to  make  high 
risk  investments  on  the  bank's  behalf,  seeking  greater  returns. 

By  2005,  as  U.S.  financial  institutions  reached  unprecedented  size  and  made  increasing 
use  of  complex,  high  risk  financial  products,  government  oversight  and  regulation  was 
increasingly  incoherent  and  misguided. 

B.    High  Risk  Mortgage  Lending 

The  U.S.  mortgage  market  reflected  many  of  the  trends  affecting  the  U.S.  financial 
system  as  a  whole.  Prior  to  the  early  1970s,  families  wishing  to  buy  a  home  typically  went  to  a 
local  bank  or  mortgage  company,  applied  for  a  loan  and,  after  providing  detailed  financial 
information  and  a  down  payment,  qualified  for  a  30-year  fixed  rate  mortgage.  The  local  bank  or 
mortgage  company  then  typically  kept  that  mortgage  until  the  homeowner  paid  it  off,  earning  its 
profit  from  the  interest  rates  and  fees  paid  by  the  borrower. 

Lenders  were  required  to  keep  a  certain  amount  of  capital  for  each  loan  they  issued, 
which  effectively  limited  the  number  of  loans  one  bank  could  have  on  its  books.  To  increase 
their  capital,  some  lenders  began  selling  the  loans  on  their  books  to  other  financial  institutions 
that  wanted  to  service  the  loans  over  time,  and  then  used  the  profits  to  make  new  loans  to 
prospective  borrowers.  Lenders  began  to  make  money,  not  from  holding  onto  the  loans  they 
originated  and  collecting  mortgage  payments  over  the  years,  but  from  the  relatively  short  term 
fees  associated  with  originating  and  selling  the  loans. 

purchased  Washington  Mutual  and  Bear  Stearns,  creating  the  largest  banks  in  U.S.  history.  By  early  2009,  each 
controlled  more  than  10%  of  all  U.S.  deposits.  See,  e.g.,  "Banks  'Too  Big  To  Fail'  Have  Grown  Even  Bigger: 
Behemoths  Born  of  the  Bailout  Reduce  Consumer  Choice,  Tempt  Corporate  Moral  Hazard,"  Washington  Post 
(8/28/2009).  Those  banks  plus  Citigroup  also  issued  one  out  of  every  two  mortgages  and  two  out  of  every  three 
credit  cards.  Id. 
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By  2003,  many  lenders  began  using  higher  risk  lending  strategies  involving  the 
origination  and  sale  of  complex  mortgages  that  differed  substantially  from  the  traditional  30-year 
fixed  rate  home  loan.  The  following  describes  some  of  the  securitization  practices  and  higher 
risk  mortgage  products  that  came  to  dominate  the  mortgage  market  in  the  years  leading  up  to  the 
financial  crisis. 

Securitization.  To  make  home  loans  sales  more  efficient  and  profitable,  banks  began 
making  increasing  use  of  a  mechanism  now  called  "securitization."  In  a  securitization,  a 
financial  institution  bundles  a  large  number  of  home  loans  into  a  loan  pool,  and  calculates  the 
amount  of  mortgage  payments  that  will  be  paid  into  that  pool  by  the  borrowers.  The  securitizer 
then  forms  a  shell  corporation  or  trust,  often  offshore,  to  hold  the  loan  pool  and  use  the  mortgage 
revenue  stream  to  support  the  creation  of  bonds  that  make  payments  to  investors  over  time. 
Those  bonds,  which  are  registered  with  the  SEC,  are  called  residential  mortgage  backed 
securities  (RMBS)  and  are  typically  sold  in  a  public  offering  to  investors.  Investors  typically 
make  a  payment  up  front,  and  then  hold  onto  the  RMBS  securities  which  repay  the  principal  plus 
interest  over  time.  The  amount  of  money  paid  periodically  to  the  RMBS  holders  is  often  referred 
to  as  the  RMBS  "coupon  rate." 

For  years,  securitization  worked  well.  Borrowers  paid  their  30-year,  fixed  rate  mortgages 
with  few  defaults,  and  mortgage  backed  securities  built  up  a  reputation  as  a  safe  investment. 
Lenders  earned  fees  for  bundling  the  home  loans  into  pools  and  either  selling  the  pools  or 
securitizing  them  into  mortgage  backed  securities.  Investment  banks  also  earned  fees  from 
working  with  the  lenders  to  assemble  the  pools,  design  the  mortgage  backed  securities,  obtain 
credit  ratings  for  them,  and  sell  the  resulting  securities  to  investors.  Investors  like  pension  funds, 
insurance  companies,  municipalities,  university  endowments,  and  hedge  funds  earned  a 
reasonable  rate  of  return  on  the  RMBS  securities  they  purchased. 

Due  to  the  2002  Treasury  rule  that  reduced  capital  reserves  for  securitized  mortgages, 
RMBS  holdings  also  became  increasingly  attractive  to  banks,  which  could  determine  how  much 
capital  they  needed  to  hold  based  on  the  credit  ratings  their  RMBS  securities  received  from  the 
credit  ratings  agencies.  According  to  economist  Arnold  Kling,  among  other  problems,  the  2002 
rule  "created  opportunities  for  banks  to  lower  their  ratio  of  capital  to  assets  through  structured 
financing"  and  "created  the  incentive  for  rating  agencies  to  provide  overly  optimistic  assessment 
of  the  risk  in  mortgage  pools."15 

High  Risk  Mortgages.  The  resulting  increased  demand  for  mortgage  backed  securities, 
joined  with  Wall  Street's  growing  appetite  for  securitization  fees,  prompted  lenders  to  issue 
mortgages  not  only  to  well  qualified  borrowers,  but  also  higher  risk  borrowers.  Higher  risk 
borrowers  were  often  referred  to  as  "subprime"  borrowers  to  distinguish  them  from  the  more 
creditworthy  "prime"  borrowers  who  traditionally  qualified  for  home  loans.  Some  lenders  began 


15  "Not  What  They  Had  In  Mind:  A  History  of  Policies  that  Produced  the  Financial  Crisis  of  2008,"  September 
2009,  Mercatus  Center,  http://mercatus.org/sites/default/files/publication/NotWhatTheyHadInMind(l).pdf. 
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to  specialize  in  issuing  loans  to  subprime  borrowers  and  became  known  as  subprime  lenders.16 
Subprime  loans  provided  new  fuel  for  the  securitization  engines  on  Wall  Street. 

Federal  law  does  not  define  subprime  loans  or  subprime  borrowers,  but  in  2001,  guidance 
issued  by  federal  banking  regulators  defined  subprime  borrowers  as  those  with  certain  credit  risk 
characteristics,  including  one  or  more  of  the  following:  (1)  two  or  more  30-day  delinquencies  in 
the  last  12  months,  or  one  or  more  60-day  delinquencies  in  the  last  24  months;  (2)  a  judgment  or 
foreclosure  in  the  prior  24  months;  (3)  a  bankruptcy  in  the  last  five  years;  (4)  a  relatively  high 
default  probability  as  evidenced  by,  for  example,  a  credit  score  below  660  on  the  FICO  scale;  or 
(5)  a  debt  service-to-income  ratio  of  50%  or  more.17  Some  financial  institutions  reduced  that 
definition  to  any  borrower  with  a  credit  score  below  660  or  even  620  on  the  FICO  scale; 18  while 
still  others  failed  to  institute  any  explicit  definition  of  a  subprime  borrower  or  loan. 19  Credit 
scores  are  an  underwriting  tool  used  by  lenders  to  evaluate  the  likelihood  that  a  particular 
individual  will  repay  his  or  her  debts.  FICO  credit  scores,  developed  by  the  Fair  Issacs 
Corporation,  are  the  most  widely  used  credit  scores  in  U.S.  financial  markets  and  provide  scores 
ranging  from  300  to  850,  with  the  higher  scores  indicating  greater  creditworthiness.20 

High  risk  loans  were  not  confined,  however,  to  those  issued  to  subprime  borrowers. 
Some  lenders  engaged  in  a  host  of  risky  lending  practices  that  allowed  them  to  quickly  generate 
a  large  volume  of  high  risk  loans  to  both  subprime  and  prime  borrowers.  Those  practices,  for 
example,  required  little  or  no  verification  of  borrower  income,  required  borrowers  to  provide 
little  or  no  down  payments,  and  used  loans  in  which  the  borrower  was  not  required  to  pay  down 
the  loan  amount,  and  instead  incurred  added  debt  over  time,  known  as  "negative  amortization" 
loans.  Some  lenders  offered  a  low  initial  "teaser  rate,"  followed  by  a  higher  interest  rate  that 


16  A  Federal  Reserve  Bank  of  New  York  research  paper  identifies  the  top  ten  subprime  loan  originators  in  2006  as 
HSBC,  New  Century,  Countrywide,  Citigroup,  WMC  Mortgage,  Fremont,  Ameriquest  Mortgage,  Option  One, 
Wells  Fargo,  and  First  Franklin.  It  identifies  the  top  ten  originators  of  subprime  mortgage  backed  securities  as 
Countrywide,  New  Century,  Option  One,  Fremont,  Washington  Mutual,  First  Franklin,  Residential  Funding  Corp., 
Lehman  Brothers,  WMC  Mortgage,  and  Ameriquest.  "Understanding  the  Securitization  of  Subprime  Mortgage 
Credit,"  by  Adam  Ashcraft  and  Til  Schuermann,  Federal  Reserve  Bank  of  New  York  Staff  Report  No.  318,  (3/2008) 
at  4. 

17  Interagency  "Expanded  Guidance  for  Subprime  Lending  Programs,  (1/31/2001)  at  3.  See  also  "Understanding  the 
Securitization  of  Subprime  Mortgage  Credit,"  by  Adam  Ashcraft  and  Til  Schuermann,  Federal  Reserve  Bank  of 
New  York  Staff  Report  No.  318,  (3/2008)  at  14. 

18  See,  e.g.,  1/2005  "Definition  of  Higher  Risk  Lending,"  chart  from  Washington  Mutual  Board  of  Directors  Finance 
Committee  Discussion,  JPM_WM00302979,  Hearing  Exhibit  4/13-2a;  4/2010  "Evaluation  of  Federal  Regulatory 
Oversight  of  Washington  Mutual  Bank,"  report  prepared  by  the  Offices  of  Inspector  General  at  the  Department  of 
the  Treasury  and  Federal  Deposit  Insurance  Corporation,  at  8,  Hearing  Exhibit  4/16-82. 

19  See,  e.g.,  Countrywide  Financial  Corporation,  as  described  in  SEC  v.  Mozilo,  Case  No.  CV09-03994  (USDC  CD 
Calif.),  Complaint  (June  4,  2009),  at  Iffl  20-21. 

20  To  develop  FICO  scores,  Fair  Isaac  uses  proprietary  mathematical  models  that  draw  upon  databases  of  actual 
credit  information  to  identify  factors  that  can  reliably  be  used  to  predict  whether  an  individual  will  repay  outstanding 
debt.  Key  factors  in  the  FICO  score  include  an  individual's  overall  level  of  debt,  payment  history,  types  of  credit 
extensions,  and  use  of  available  credit  lines.  See  "What's  in  Your  FICO  Score,"  Fair  Isaac  Corporation, 
http://www.myfico.com/CreditEducation/WhatsInYourScore.aspx.  Other  types  of  credit  scores  have  also  been 
developed,  including  the  VantageScore  developed  jointly  by  the  three  major  credit  bureaus,  Equifax  Inc.,  Experian 
Group  Ltd.,  and  TransUnion  LLC,  but  the  FICO  score  remains  the  most  widely  used  credit  score  in  U.S.  financial 
markets. 
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took  effect  after  a  specified  event  or  period  of  time,  to  enable  borrowers  with  less  income  to 
make  the  initial,  smaller  loan  payments.  Some  qualified  borrowers  according  to  whether  they 
could  afford  to  pay  the  lower  initial  rate,  rather  than  the  higher  rate  that  took  effect  later, 
expanding  the  number  of  borrowers  who  could  qualify  for  the  loans.  Some  lenders  deliberately 
issued  loans  that  made  economic  sense  for  borrowers  only  if  the  borrowers  could  refinance  the 
loan  within  a  few  years  to  retain  the  teaser  rate,  or  sell  the  home  to  cover  the  loan  costs.  Some 
lenders  also  issued  loans  that  depended  upon  the  mortgaged  home  to  increase  in  value  over  time, 
and  cover  the  loan  costs  if  the  borrower  defaulted.  Still  another  risky  practice  engaged  in  by 
some  lenders  was  to  ignore  signs  of  loan  fraud  and  to  issue  and  securitize  loans  suspected  of 
containing  fraudulent  borrower  information. 

These  practices  were  used  to  qualify  borrowers  for  larger  loans  than  they  could  have 
otherwise  obtained.  When  borrowers  took  out  larger  loans,  the  mortgage  broker  typically 
profited  from  higher  fees  and  commissions;  the  lender  profited  from  higher  fees  and  a  better 
price  for  the  loan  on  the  secondary  market;  and  Wall  Street  firms  profited  from  a  larger  revenue 
stream  to  support  bigger  pools  of  mortgage  backed  securities. 

The  securitization  of  higher  risk  loans  led  to  increased  profits,  but  also  injected  greater 
risks  into  U.S.  mortgage  markets.  Some  U.S.  lenders,  like  Washington  Mutual  and  Countrywide, 
made  wholesale  shifts  in  their  loan  programs,  reducing  their  sale  of  low  risk,  30-year,  fixed  rate 
mortgages  and  increasing  their  sale  of  higher  risk  loans.21  Because  higher  risk  loans  required 
borrowers  to  pay  higher  fees  and  a  higher  rate  of  interest,  they  produced  greater  initial  profits  for 
lenders  than  lower  risk  loans.  In  addition,  Wall  Street  firms  were  willing  to  pay  more  for  the 
higher  risk  loans,  because  once  securitized,  the  AAA  securities  relying  on  those  loans  typically 
paid  investors  a  higher  rate  of  return  than  other  AAA  investments,  due  to  the  higher  risk 
involved.  As  a  result,  investors  were  willing  to  pay  more,  and  mortgaged  backed  securities 
relying  on  higher  risk  loans  typically  fetched  a  better  price  than  those  relying  on  lower  risk  loans. 
Lenders  also  incurred  little  risk  from  issuing  the  higher  risk  loans,  since  they  quickly  sold  the 
loans  and  kept  the  risk  off  their  books. 

After  2000,  the  number  of  high  risk  loans  increased  rapidly,  from  about  $125  billion  in 
dollar  value  or  12%  of  all  U.S.  loan  originations  in  2000,  to  about  $1  trillion  in  dollar  value  or 
34%  of  all  loan  originations  in  2006.22  Altogether  from  2000  to  2007,  U.S.  lenders  originated 
about  14.5  million  high  risk  loans.23  The  majority  of  those  loans,  59%,  were  used  to  refinance 


21  See,  e.g.,  "Shift  to  Higher  Margin  Products,"  chart  from  Washington  Mutual  Board  of  Directors  meeting,  at 
JPM_WM00690894,  Hearing  Exhibit  4/13-3  (featuring  discussion  of  the  larger  "gain  on  sale"  produced  by  higher 
risk  home  loans);  "WaMu  Product  Originations  and  Purchases  By  Percentage  -  2003-2007,"  chart  prepared  by  the 
Subcommittee,  Hearing  Exhibit  4/13-li  (showing  how  higher  risk  loans  grew  from  about  19%  to  about  55%  of 
WaMu's  loan  originations);  SEC  v.  Mozilo,  Case  No.  CV09-03994  (USDC  CD  Calif.),  Complaint  (June  4,  2009),  at 
1fil 17-19  (alleging  that  higher  risk  loans  doubled  at  Countrywide,  increasing  from  about  31%  to  about  64%  of  its 
loan  originations). 

22  8/2010  "Nonprime  Mortgages:  Analysis  of  Loan  Performance,  Factors  Associated  with  Defaults,  and  Data 
Sources,"  Government  Accountability  Office  (GAO),  Report  No.  GAO-10-805  at  1.  These  figures  include  subprime 
loans,  Alt  A,  and  option  payment  loans,  but  not  home  equity  loans,  which  means  the  totals  for  high  risk  loans  are 
understated. 

23  Id.  at  5. 
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an  existing  loan,  rather  than  buy  a  new  home.24  In  addition,  according  to  research  performed  by 
GAO,  many  of  these  borrowers: 

"refinanced  their  mortgages  at  a  higher  amount  than  the  loan  balance  to  convert  their 
home  equity  into  money  for  personal  use  (known  as  'cash-out  refinancing').  Of  the 
subprime  mortgages  originated  from  2000  through  2007,  55  percent  were  for  cash-out 
refinancing,  9  percent  were  for  no-cash-out  refinancing,  and  36  percent  were  for  a  home 
purchase."25 

Some  lenders  became  known  inside  the  industry  for  issuing  high  risk,  poor  quality  loans, 
yet  during  the  years  leading  up  to  the  financial  crisis  were  able  to  securitize  and  sell  their  home 
loans  with  few  problems.  Subprime  lenders  like  Long  Beach  Mortgage  Corporation,  New 
Century  Financial  Corporation,  and  Fremont  Loan  &  Investment,  for  example,  were  known  for 
issuing  poor  quality  subprime  loans.26  Despite  their  reputations  for  poor  quality  loans,  leading 
investment  banks  continued  to  do  business  with  them  and  helped  them  sell  or  securitize  hundreds 
of  billions  of  dollars  in  home  mortgages. 

These  three  lenders  and  others  issued  a  variety  of  nontraditional,  high  risk  loans  whose 
subsequent  delinquencies  and  defaults  later  contributed  to  the  financial  crisis.  They  included 
hybrid  adjustable  rate  mortgages,  pick-a-payment  or  option  ARM  loans,  interest-only  loans, 
home  equity  loans,  and  Alt  A  and  stated  income  loans.  Although  some  of  these  loans  had  been 
in  existence  for  years,  they  had  previously  been  restricted  to  a  relatively  small  group  of 
borrowers  who  were  generally  able  to  repay  their  debts.  In  the  years  leading  up  to  the  financial 
crisis,  however,  lenders  issued  these  higher  risk  loans  to  a  wide  variety  of  borrowers,  including 
subprime  borrowers,  who  often  used  them  to  purchase  more  expensive  homes  than  they  would 
have  been  able  to  buy  using  traditional  fixed  rate,  30-year  loans. 

Hybrid  ARMs.  One  common  high  risk  loan  used  by  lenders  in  the  years  leading  up  to 
the  financial  crisis  was  the  short  term  hybrid  adjustable  rate  mortgage  (Hybrid  ARM),  which  was 
offered  primarily  to  subprime  borrowers.  From  2000  to  2007,  about  70%  of  subprime  loans 
were  Hybrid  ARMs.27  Hybrid  ARMs  were  often  referred  to  "2/28,"  "3/27,"  or  "5/25"  loans. 
These  30-year  mortgages  typically  had  a  low  fixed  teaser  rate,  which  then  reset  to  a  higher 
floating  interest  rate,  after  two  years  for  the  2/28,  three  years  for  the  3/27,  or  five  years  for  the 
5/25.  The  initial  loan  payment  was  typically  calculated  by  assuming  the  initial  low,  fixed 
interest  rate  would  be  used  to  pay  down  the  loan.  In  some  cases,  the  loan  used  payments  that 
initially  covered  only  the  interest  due  on  the  loan  and  not  any  principal;  these  loans  were  called 
"interest  only"  loans.  After  the  fixed  period  for  the  teaser  rate  expired,  the  monthly  payment  was 
typically  recalculated  using  the  higher  floating  rate  to  pay  off  the  remaining  principal  and  interest 
owing  over  the  course  of  the  remaining  loan  period.  The  resulting  monthly  payment  was  much 


24  7/28/2009  "Characteristics  and  Performance  of  Nonprime  Mortgages,"  GAO,  Report  No.  GAO-09-848R  at  24, 
Table  3. 

25  Id.  at  7. 

26  For  more  information  about  Long  Beach,  see  Chapter  III  of  this  Report.  For  more  information  about  New 
Century  and  Fremont,  see  section  (D)(2)(c)-(d)  of  Chapter  IV. 

27 


8/2010  "Nonprime  Mortgages:  Analysis  of  Loan  Performance,  Factors  Associated  with  Defaults,  and  Data 


Sources,"  GAO,  Report  No.  GAO-10-805  at  5,  11. 
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larger  and  sometimes  caused  borrowers  to  experience  "payment  shock"  and  default  on  their 
loans.  To  avoid  the  higher  interest  rate  and  the  larger  loan  payment,  many  of  the  borrowers 
routinely  refinanced  their  loans;  when  those  borrowers  were  unable  to  refinance,  many  were 
unable  to  afford  the  higher  mortgage  payment  and  defaulted. 

Pick-A-Payment  or  Option  ARMs.  Another  common  high  risk  loan,  offered  to  both 
prime  and  subprime  borrowers  during  the  years  leading  up  to  the  financial  crisis,  was  known  as 
the  "pick-a-payment"  or  "option  adjustable  rate  mortgage"  (Option  ARM).  According  to  a  2009 
GAO  report: 

"[P]ayment-option  ARMs  were  once  specialized  products  for  financially  sophisticated 
borrowers  but  ultimately  became  more  widespread.  According  to  federal  banking 
regulators  and  a  range  of  industry  participants,  as  home  prices  increased  rapidly  in  some 
areas  of  the  country,  lenders  began  marketing  payment-option  ARMs  as  affordability 
products  and  made  them  available  to  less-creditworthy  and  lower-income  borrowers."28 

Option  ARMs  typically  allowed  the  borrower  to  pay  an  initial  low  teaser  rate,  sometimes 
as  low  as  a  1%  annual  rate  for  the  first  month,  and  then  imposed  a  much  higher  interest  rate 
linked  to  an  index,  while  also  giving  the  borrower  a  choice  each  month  of  how  much  to  pay 
down  the  outstanding  loan  balance.  These  loans  were  called  "pick-a-payment"  or  "option" 
ARMs,  because  borrowers  were  typically  allowed  to  choose  among  four  alternatives:  (1)  paying 
the  fully  amortizing  amount  needed  to  pay  off  the  loan  in  30  years;  (2)  paying  an  even  higher 
amount  to  pay  off  the  loan  in  15  years;  (3)  paying  only  the  interest  owed  that  month  and  no 
principal;  or  (4)  making  a  "minimum"  payment  that  covered  only  a  portion  of  the  interest  owed 
and  none  of  the  principal.  If  the  minimum  payment  option  were  selected,  the  unpaid  interest 
would  be  added  to  the  loan  principal.  If,  each  month,  the  borrower  made  only  the  minimum 
payment,  the  loan  principal  would  increase  rather  than  decrease  over  time,  creating  a  negatively 
amortizing  loan. 

Typically,  after  five  years  or  when  the  loan  principal  reached  a  designated  threshold,  such 
as  110%,  115%,  or  125%  of  the  original  loan  amount,  the  loan  would  "recast."  The  borrower 
would  then  be  required  to  make  the  fully  amortizing  payment  needed  to  pay  off  the  remaining 
loan  amount  within  the  remaining  loan  period.  The  new  monthly  payment  amount  was  typically 
much  greater,  causing  payment  shock  and  increasing  loan  defaults.  For  example,  a  borrower 
taking  out  a  $400,000  loan,  with  a  teaser  rate  of  1.5%  and  subsequent  interest  rate  of  6%,  might 
have  a  minimum  payment  of  $1,333.  If  the  borrower  then  made  only  the  minimum  payments 
until  the  loan  recast,  the  new  payment  using  the  6%  rate  would  be  $2,786,  an  increase  of  more 
than  100%.  What  began  as  a  30-year  loan  for  $400,000  became  a  25-year  loan  for  $432,000.  To 
avoid  having  the  loan  recast,  option  ARM  borrowers  typically  sought  to  refinance  their  loans.  At 
some  lenders,  a  significant  portion  of  their  option  ARM  business  consisted  of  refinancing 
existing  loans. 

Home  Equity  Loans.  A  third  type  of  high  risk  loan  that  became  popular  during  the 
years  leading  up  to  the  financial  crisis  was  the  home  equity  loan  (HEL).  HELs  provided  loans 


287/28/2009  "Characteristics  and  Performance  of  Nonprime  Mortgages,"  GAO,  Report  No.  GAO-09-848R  at  12-13. 


23 

secured  by  the  borrower's  equity  in  his  or  her  home,  which  served  as  the  loan  collateral.  HELs 
typically  provided  a  lump  sum  loan  amount  that  had  to  be  repaid  over  a  fixed  period  of  time, 
such  as  5,  10,  or  30  years,  using  a  fixed  interest  rate,  although  adjustable  rates  could  also  be 
used.  A  related  loan,  the  Home  Equity  Line  of  Credit  (HELOC),  created  a  revolving  line  of 
credit,  secured  by  the  borrower's  home,  that  the  borrower  could  use  at  will,  to  take  out  and  repay 
various  levels  of  debt  over  time,  typically  using  an  adjustable  rate  of  interest.  Both  HELs  and 
HELOCs  created  liens  against  the  borrower's  house  which,  in  the  event  of  a  default,  could  be 
sold  to  repay  any  outstanding  loan  amounts. 

During  the  years  leading  up  to  the  financial  crisis,  lenders  provided  HELs  and  HELOCs 
to  both  prime  and  subprime  borrowers.  They  were  typically  high  risk  loans,  because  most  were 
issued  to  borrowers  who  already  had  a  mortgage  on  their  homes  and  held  only  a  limited  amount 
of  equity.  The  HEL  or  HELOC  was  typically  able  to  establish  only  a  "second  lien"  or  "second 
mortgage"  on  the  property.  If  the  borrower  later  defaulted  and  the  home  sold,  the  sale  proceeds 
would  be  used  to  pay  off  the  primary  mortgage  first,  and  only  then  the  HEL  or  HELOC.  Often, 
the  sale  proceeds  were  insufficient  to  repay  the  HEL  or  HELOC  loan.  In  addition,  some  lenders 
created  home  loan  programs  in  which  a  HEL  was  issued  as  a  "piggyback  loan"  to  the  primary 
home  mortgage  to  finance  all  or  part  of  the  borrower's  down  payment.29  Taken  together,  the 
HEL  and  the  mortgage  often  provided  the  borrower  with  financing  equal  to  85%,  90%,  or  even 
100%  of  the  property's  value.30  The  resulting  high  loan-to-value  ratio,  and  the  lack  of  borrower 
equity  in  the  home,  meant  that,  if  the  borrower  defaulted  and  the  home  had  to  be  sold,  the  sale 
proceeds  were  unlikely  to  be  sufficient  to  repay  both  loans. 

Alt  A  Loans.  Another  type  of  common  loan  during  the  years  leading  up  to  the  financial 
crisis  was  the  "Alt  A"  loan.  Alt  A  loans  were  issued  to  borrowers  with  relatively  good  credit 
histories,  but  with  aggressive  underwriting  that  increased  the  risk  of  the  loan.31  For  example,  Alt 
A  loans  often  allowed  borrowers  to  obtain  100%  financing  of  their  homes,  to  have  an  unusually 
high  debt-to-income  ratio,  or  submit  limited  or  even  no  documentation  to  establish  their  income 
levels.  Alt  A  loans  were  sometimes  referred  to  as  "low  doc"  or  "no  doc"  loans.  They  were 
originally  developed  for  self  employed  individuals  who  could  not  easily  establish  their  income 
by  producing  traditional  W-2  tax  return  forms  or  pay  stubs,  and  so  were  allowed  to  submit 
"alternative"  documentation  to  establish  their  income  or  assets,  such  as  bank  statements.32  The 
reasoning  was  that  other  underwriting  criteria  could  be  used  to  ensure  that  Alt  A  loans  would  be 
repaid,  such  as  selecting  only  borrowers  with  a  high  credit  score  or  with  a  property  appraisal 
showing  the  home  had  substantial  value  in  excess  of  the  loan  amount.  According  to  GAO,  from 
2000  to  2006,  the  percentage  of  Alt  A  loans  with  less  than  full  documentation  of  the  borrower's 
income  or  assets  rose  from  about  60%  to  80%. 33 


29  7/28/2009  "Characteristics  and  Performance  of  Nonprime  Mortgages,"  GAO,  Report  No.  GAO-09-848R  at  9. 

30  Id.  GAO  determined  that,  in  2000,  only  about  2.4%  of  subprime  loans  had  a  combined  loan-to-value  ratio, 
including  both  first  and  second  home  liens,  of  100%,  but  by  2006,  the  percentage  had  climbed  tenfold  to  29.3%. 

31  Id.  at  1.  GAO  treated  both  low  documentation  loans  and  Option  ARMs  as  Alt  A  loans.  This  Report  considers 
Option  ARMs  as  a  separate  loan  category. 

32  See  id.  at  14. 

33  Id. 
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Stated  Income  Loans.  Stated  income  loans  were  a  more  extreme  form  of  low  doc  Alt  A 
loans,  in  that  they  imposed  no  documentation  requirements  and  required  little  effort  by  the  lender 
to  verify  the  borrower's  income.  These  loans  allowed  borrowers  simply  to  "state"  their  income, 
with  no  verification  by  the  lender  of  the  borrower's  income  or  assets  other  than  to  consider  the 
income's  "reasonableness."  They  were  sometimes  called  "NINA"  loans,  because  "No  Income" 
and  "No  Assets"  of  the  borrower  were  verified  by  the  lender.  They  were  also  referred  to  as  "liar 
loans,"  since  borrowers  could  lie  about  their  incomes,  and  the  lender  would  make  little  effort  to 
substantiate  the  claimed  income.  Many  lenders  believed  they  could  simply  rely  on  the  other 
underwriting  tools,  such  as  the  borrower's  credit  score  and  the  property  appraisal,  to  ensure  the 
loans  would  be  repaid.  Once  rare  and  reserved  only  for  wealthier  borrowers,  stated  income  loans 
became  commonplace  in  the  years  leading  up  to  the  financial  crisis.  For  example,  at  Washington 
Mutual  Bank,  one  of  the  case  studies  in  this  Report,  by  the  end  of  2007,  stated  income  loans 
made  up  50%  of  its  subprime  loans,  73%  of  its  Option  ARMs,  and  90%  of  its  home  equity 
loans.34 

Nationwide,  the  percentage  of  high  risk  loans  issued  with  low  or  no  documentation  of 
borrower  income  or  assets  was  less  dramatic.  According  to  GAO,  for  example,  from  2000  to 
2006,  the  nationwide  percentage  of  subprime  loans  with  low  or  no  documentation  of  borrower 
income  or  assets  grew  from  about  20%  to  38%. 35 

Volume  and  Speed.  When  lenders  kept  on  their  books  the  loans  they  issued,  the 
creditworthiness  of  those  loans  determined  whether  the  lender  would  turn  a  profit.  Once  lenders 
began  to  sell  or  securitize  most  of  their  loans,  volume  and  speed,  as  opposed  to  creditworthiness, 
became  the  keys  to  a  profitable  securitization  business. 

In  addition,  in  the  years  leading  up  to  the  financial  crisis,  investors  that  might  normally 
insist  on  purchasing  only  high  quality  securities,  purchased  billions  of  dollars  in  RMBS 
securities  containing  poor  quality,  high  risk  loans,  in  part  because  those  securities  bore  AAA 
ratings  from  the  credit  rating  agencies,  and  in  part  because  the  securities  offered  higher  returns 
compared  to  other  AAA  rated  investments.  Banks  also  bought  investment  grade  RMBS 
securities  to  take  advantage  of  their  lower  capital  requirements.  Increasingly,  the  buyers  of 
RMBS  securities  began  to  forego  detailed  due  diligence  of  the  RMBS  securities  they  purchased. 
Instead,  they,  like  the  lenders  issuing  the  mortgages,  operated  in  a  mortgage  market  that  came  to 
be  dominated  by  volume  and  speed,  as  opposed  to  credit  risk. 

Lenders  that  produced  a  high  volume  of  loans  could  sell  pools  of  the  loans  to  Wall  Street 
or  to  government  sponsored  entities  like  Fannie  Mae  and  Freddie  Mac.  Likewise,  they  could 
securitize  the  loans  and  work  with  Wall  Street  investment  banks  to  sell  the  securities  to  investors. 
These  lenders  passed  on  the  risk  of  nonpayment  to  third  parties,  and  so  lost  interest  in  whether 
the  sold  loans  would,  in  fact,  be  repaid.  Investment  banks  that  securitized  the  loans  garnered 
fees  for  their  services  and  also  typically  passed  on  the  risk  of  nonpayment  to  the  investors  who 


34  4/2010  "Evaluation  of  Federal  Regulatory  Oversight  of  Washington  Mutual  Bank,"  prepared  by  the  Offices  of 
Inspector  General  at  the  Department  of  the  Treasury  and  Federal  Deposit  Insurance  Corporation,  at  10,  Hearing 
Exhibit  4/16-82. 

35  7/28/2009  "Characteristics  and  Performance  of  Nonprime  Mortgages,"  GAO,  Report  No.  GAO-09-848R  at  14. 
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bought  the  mortgage  backed  securities.  The  investment  banks  were  typically  interested  in  loan 
repayment  rates  only  to  the  extent  needed  to  ensure  defaulting  loans  did  not  cause  losses  to  the 
mortgage  backed  securities  they  sold.  Even  some  of  the  investors  who  purchased  the  mortgage 
backed  securities  lost  interest  in  their  creditworthiness,  so  long  as  they  could  buy  "insurance"  in 
the  form  of  credit  default  swaps  that  paid  off  if  a  mortgage  backed  security  defaulted. 

To  ensure  an  ongoing  supply  of  loans  for  sale,  lenders  created  compensation  incentives 
that  encouraged  their  personnel  to  quickly  produce  a  high  volume  of  loans.  They  also 
encouraged  their  staffs  to  issue  or  purchase  higher  risk  loans,  because  those  loans  produced 
higher  sale  prices  on  Wall  Street.  Loan  officers,  for  example,  received  more  money  per  loan  for 
originating  higher  risk  loans  and  for  exceeding  established  loan  targets.  Loan  processing 
personnel  were  compensated  according  to  the  speed  and  number  of  the  loans  they  processed. 
Loan  officers  and  their  sales  associates  received  still  more  compensation,  often  called  yield 
spread  premiums,  if  they  charged  borrowers  higher  interest  rates  or  points  than  required  in  the 
lender's  rate  sheets  specifying  loan  prices,  or  included  prepayment  penalties  in  the  loan 
agreements.  The  Subcommittee's  investigation  found  that  lenders  employed  few  compensation 
incentives  to  encourage  loan  officers  or  loan  processors  to  produce  high  quality,  creditworthy 
loans  in  line  with  the  lender's  credit  requirements. 

As  long  as  home  prices  kept  rising,  the  high  risk  loans  fueling  the  securitization  markets 
produced  few  problems.  Borrowers  who  could  not  make  their  loan  payments  could  refinance 
their  loans  or  sell  their  homes  and  use  the  sale  proceeds  to  pay  off  their  mortgages.  As  this  chart 
shows,  over  the  ten  years  before  the  crisis  hit,  housing  prices  shot  up  faster  than  they  had  in 
decades,  allowing  price  increases  to  mask  problems  with  the  high  risk  loans  being  issued.36 


36  See  "Estimation  of  Housing  Bubble:  Comparison  of  Recent  Appreciation  vs.  Historical  Trends,"  chart  prepared  by 
Paulson  &  Co.  Inc.,  Hearing  Exhibit  4/13-lj. 
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ESTIMATION  OF  HOUSING  BUBBLE:  Comparison  of  Recent  Appreciation  vs.  Historical  Trends 

Real  Home  Price  Index  (1975  =  100) 


Source:  Office  of  Federal  H  □using  Enterprise  Oversight,  Enrenu  of  Economic  Analysis 
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Borrowers  were  able  to  pay  for  the  increasingly  expensive  homes,  in  part,  because  of  the 
exotic,  high  risk  loans  and  lax  loan  underwriting  practices  that  allowed  them  to  buy  more  house 
than  they  could  really  afford. 

C.  Credit  Ratings  and  Structured  Finance 

Despite  the  increasing  use  of  high  risk  loans  to  support  mortgage  related  securities, 
mortgage  related  securities  continued  to  receive  AAA  and  other  investment  grade  ratings  from 
the  credit  rating  agencies,  indicating  they  were  judged  to  be  safe  investments.  Those  credit 
ratings  gave  a  sense  of  security  to  investors  and  enabled  investors  like  pension  funds,  insurance 
companies,  university  endowments,  and  municipalities,  which  were  often  required  to  hold  safe 
investments,  to  continue  to  purchase  mortgage  related  securities. 

Credit  Ratings  Generally.  A  credit  rating  is  an  assessment  of  the  likelihood  that  a 
particular  financial  instrument,  such  as  a  corporate  bond  or  mortgage  backed  security,  may 
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default  or  incur  losses. 37  A  high  credit  rating  indicates  that  a  debt  instrument  is  expected  to  be 
repaid  and  so  qualifies  as  a  safe  investment. 

Credit  ratings  are  issued  by  private  firms  that  have  been  officially  designated  by  the  SEC 
as  Nationally  Recognized  Statistical  Rating  Organizations  (NRSROs).  NRSROs  are  usually 
referred  to  as  "credit  rating  agencies."  While  there  are  ten  registered  credit  rating  agencies  in  the 
United  States,  the  market  is  dominated  by  just  three:  Moody's  Investors  Service,  Inc. 
(Moody's);  Standard  &  Poor's  Financial  Services  LLC  (S&P);  and  Fitch  Ratings  Ltd.  (Fitch).38 
By  some  accounts,  these  firms  issue  about  98%  of  the  total  credit  ratings  and  collect  90%  of  total 
credit  rating  revenue  in  the  United  States. 39 

Credit  ratings  use  a  scale  of  letter  grades  to  indicate  credit  risk,  ranging  from  AAA  to  D, 
with  AAA  ratings  designating  the  safest  investments.  Investments  with  AAA  ratings  have 
historically  had  low  default  rates.  For  example,  S&P  reported  that  its  cumulative  RMBS  default 
rate  by  original  rating  class  (through  September  15,  2007)  was  0.04%  for  AAA  initial  ratings  and 
1.09%  for  BBB.40     Financial  instruments  bearing  AAA  through  BBB-  ratings  are  generally 
referred  to  as  "investment  grade,"  while  those  with  ratings  below  BBB-  (or  Baa3)  are  referred  to 
as  "below  investment  grade"  or  sometimes  as  having  "junk"  status.  Financial  instruments  that 
default  receive  a  D  rating  from  Standard  &  Poor's,  but  no  rating  at  all  from  Moody's. 

Investors  often  rely  on  credit  ratings  to  gauge  the  safety  of  a  particular  investment.  Some 
institutional  investors  design  an  investment  strategy  that  calls  for  acquiring  assets  with  specified 
credit  ratings.  State  and  federal  law  also  restricts  the  amount  of  below  investment  grade  bonds 
that  certain  investors  can  hold,  such  as  pension  funds  and  insurance  companies.41  Banks  are  also 
limited  by  law  in  the  amount  of  noninvestment  grade  bonds  they  can  hold,  and  are  typically 
required  to  post  additional  capital  for  investments  carrying  riskier  ratings.  Because  so  many 
federal  and  state  statutes  and  regulations  required  financial  institutions  to  hold  securities  with 
investment  grade  ratings,  the  credit  rating  agencies  were  not  only  guaranteed  a  steady  business, 
but  were  encouraged  to  issue  AAA  and  other  investment  grade  ratings.  Issuers  of  securities  and 
other  financial  instruments  also  worked  hard  to  obtain  favorable  credit  ratings  to  ensure  more 
investors  could  buy  their  products. 

Although  the  SEC  has  generally  overseen  the  credit  rating  industry  for  many  years,  it  had 
no  statutory  basis  to  exercise  regulatory  authority  until  enactment  of  the  Credit  Rating  Agency 
Reform  Act  in  September  2006.  Concerned  by  the  inflated  credit  ratings  that  had  been  issued  for 


37  See  9/3/2009  "Credit  Rating  Agencies  and  Their  Regulation,"  prepared  by  the  Congressional  Research  Service 
Report  No.  R40613  (revised  report  issued  4/9/2010).  For  more  information  about  the  credit  rating  process  and  the 
credit  rating  agencies,  see  Chapter  V,  below. 

38  See  9/25/2008  "Credit  Rating  Agencies — NRSROs,"  SEC,  http://www.sec.gov/answers/nrsro.htm. 

39  See  9/3/2009  "Credit  Rating  Agencies  and  Their  Regulation,"  prepared  by  the  Congressional  Research  Service 
Report  No.  R40613  (revised  report  issued  4/9/2010). 

40  Prepared  Statement  of  Vickie  A.  Tillman,  Executive  Vice  President,  Standard  &  Poor's  Credit  Market  Services, 
"The  Role  of  Credit  Rating  Agencies  in  the  Structured  Finance  Market,"  before  the  U.S.  House  of  Representatives 
Subcommittee  on  Capital  Markets,  Insurance  and  Government  Sponsored  Enterprises,  Cong.Hrg.  110-62 
(9/27/2007),  S&P  SEC-PSI  0001945-71,  at  51.  (See  Chapter  V  below.)  See  also  1/2007  "Annual  2006  Global 
Corporate  Default  Study  and  Ratings  Transitions,"  S&P. 

41  For  more  detail  on  these  matters,  see  Chapter  V,  below. 
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bonds  from  Enron  Corporation  and  other  troubled  corporations,  Congress  strengthened  the 
SEC's  authority  over  the  credit  rating  industry.  Among  other  provisions,  the  law  established 
criteria  for  the  NRSRO  designation  and  authorized  the  SEC  to  conduct  examinations  of  credit 
rating  agencies.  The  law  also,  however,  prohibited  the  SEC  from  regulating  credit  rating  criteria 
or  methodologies  used  in  credit  rating  models.  In  June  2007,  the  SEC  issued  implementing 
regulations,  which  were  essentially  too  late  to  affect  the  ratings  already  provided  for  mortgage 
related  securities.  One  month  later,  in  July  2007,  the  credit  rating  agencies  issued  the  first  of 
several  mass  downgrades  of  the  ratings  earlier  issued  for  mortgage  related  securities. 

Structured  Finance.  In  recent  years,  Wall  Street  firms  have  devised  increasingly 
complex  financial  instruments  for  sale  to  investors.  These  instruments  are  often  referred  to  as 
structured  finance.  Because  structured  finance  products  are  so  complicated  and  opaque, 
investors  often  place  particular  reliance  on  credit  ratings  to  determine  whether  they  should  buy 
them. 

Among  the  oldest  types  of  structured  finance  products  are  RMBS  securities.  To  create 
these  securities,  issuers  -  often  working  with  investment  banks  -  bundle  large  numbers  of  home 
loans  into  a  loan  pool,  and  calculate  the  revenue  stream  coming  into  the  loan  pool  from  the 
individual  mortgages.  They  then  design  a  "waterfall"  that  delivers  a  stream  of  revenues  in 
sequential  order  to  specified  "tranches."  The  first  tranche  is  at  the  top  of  the  waterfall  and  is 
typically  the  first  to  receive  revenues  from  the  mortgage  pool.  Since  that  tranche  is  guaranteed 
to  be  paid  first,  it  is  the  safest  investment  in  the  pool.  The  issuer  creates  a  security,  often  called  a 
bond,  linked  to  that  first  tranche.  That  security  typically  receives  a  AAA  credit  rating  since  its 
revenue  stream  is  the  most  secure. 

The  security  created  from  the  next  tranche  receives  the  same  or  a  lower  credit  rating  and 
so  on  until  the  waterfall  reaches  the  "equity"  tranche  at  the  bottom.  The  equity  tranche  typically 
receives  no  rating  since  it  is  the  last  to  be  paid,  and  therefore  the  first  to  incur  losses  if  mortgages 
in  the  loan  pool  default.  Since  virtually  every  mortgage  pool  has  at  least  some  mortgages  that 
default,  equity  tranches  are  intended  to  provide  loss  protection  for  the  tranches  above  it.  Because 
equity  tranches  are  riskier,  however,  they  are  often  assigned  and  receive  a  higher  rate  of  interest 
and  can  be  profitable  if  losses  are  minimal.  One  mortgage  pool  might  produce  five  to  a  dozen  or 
more  tranches,  each  of  which  is  used  to  create  a  residential  mortgage  backed  security  that  is  rated 
and  then  sold  to  investors. 

Cash  CDOs.  Collateralized  debt  obligations  (CDOs)  are  another  type  of  structured 
finance  product  whose  securities  receive  credit  ratings  and  are  sold  to  investors.  CDOs  are  a 
more  complex  financial  product  that  involves  the  re-securitization  of  existing  income-producing 
assets.  From  2004  through  2007,  many  CDOs  included  RMBS  securities  from  multiple 
mortgage  pools.  For  example,  a  CDO  might  contain  BBB  rated  securities  from  100  different 
RMBS  securitizations.  CDOs  can  also  contain  other  types  of  assets,  such  as  commercial 
mortgage  backed  securities,  corporate  bonds,  or  other  CDO  securities.  These  CDOs  are  often 
called  "cash  CDOs,"  because  they  receive  cash  revenues  from  the  underlying  RMBS  bonds  and 
other  assets.  If  a  CDO  is  designed  so  that  it  contains  a  specific  list  of  assets  that  do  not  change,  it 
is  often  called  a  "static"  CDO;  if  the  CDO's  assets  are  allowed  to  change  over  time,  it  is  often 


29 

referred  to  as  a  "managed"  CDO.  Like  an  RMBS  securitization,  the  CDO  arranger  calculates  the 
revenue  stream  coming  into  the  pool  of  assets,  designs  a  waterfall  to  divide  those  incoming 
revenues  among  a  hierarchy  of  tranches,  and  uses  each  tranche  to  issue  securities  that  can  then  be 
marketed  to  investors.  The  most  senior  tranches  of  a  CDO  may  receive  AAA  ratings,  even  if  all 
of  its  underlying  assets  have  BBB  ratings. 

Synthetic  CDOs.  Some  investment  banks  also  created  "synthetic  CDOs"  which 
mimicked  cash  CDOs,  but  did  not  contain  actual  mortgages  or  other  assets  that  produced  income. 
Instead,  they  simply  "referenced"  existing  assets  and  then  allowed  investors  to  use  credit  default 
swaps  to  place  bets  on  the  performance  of  those  referenced  assets.  Investors  who  bet  that  the 
referenced  assets  would  maintain  or  increase  in  value  bought  the  CDO's  securities  and,  in 
exchange,  received  periodic  coupon  payments  to  recoup  their  principal  investment  plus  interest. 
Investors  who  bet  that  the  referenced  assets  would  lose  value  or  incur  a  specified  negative  credit 
event  purchased  one  or  more  credit  default  swap  contracts  referencing  the  CDO's  assets,  and 
paid  monthly  premiums  to  the  CDO  in  exchange  for  obtaining  a  large  lump  sum  payment  if  the 
loss  or  other  negative  credit  event  actually  occurred.  Investors  in  synthetic  CDOs  who  bet  the 
referenced  assets  would  maintain  or  increase  in  value  were  said  to  be  on  the  "long"  side,  while 
investors  who  bet  the  assets  would  lose  value  or  fail  were  said  to  be  on  the  "short"  side.  Some 
investment  banks  also  created  "hybrid  CDOs"  which  contained  some  cash  assets  as  well  as  credit 
default  swaps  referencing  other  assets.  Others  created  financial  instruments  called  CDO  squared 
or  cubed,  which  contained  or  referenced  tranches  from  other  CDOs. 

Like  RMBS  mortgage  pools  and  cash  CDOs,  synthetic  and  hybrid  CDOs  pooled  the 
payments  they  received,  designed  a  waterfall  assigning  portions  of  the  revenues  to  tranches  set 
up  in  a  certain  order,  created  securities  linked  to  the  various  tranches,  and  then  sold  the  CDO 
securities  to  investors.  Some  CDOs  employed  a  "portfolio  selection  agent"  to  select  the  initial 
assets  for  the  CDO.  In  addition,  some  CDOs  employed  a  "collateral  manager"  to  select  both  the 
initial  and  subsequent  assets  that  went  into  the  CDO. 

Ratings  Used  to  Market  RMBS  and  CDOs.  Wall  Street  firms  helped  design  RMBS 
and  CDO  securities,  worked  with  the  credit  rating  agencies  to  obtain  ratings  for  the  securities, 
and  sold  the  securities  to  investors  like  pension  funds,  insurance  companies,  university 
endowments,  municipalities,  and  hedge  funds.  Without  investment  grade  ratings,  Wall  Street 
firms  would  have  had  a  more  difficult  time  selling  structured  finance  products  to  investors, 
because  each  investor  would  have  had  to  perform  its  own  due  diligence  review  of  the  product.  In 
addition,  their  sales  would  have  been  restricted  by  federal  and  state  regulations  limiting  certain 
institutional  investors  to  the  purchase  of  instruments  carrying  investment  grade  credit  ratings. 
Still  other  regulations  conditioned  capital  reserve  requirements  on  the  credit  ratings  assigned  to  a 
bank's  investments.  Investment  grade  credit  ratings,  thus,  purported  to  simplify  the  investors' 
due  diligence  review,  ensured  some  investors  could  make  a  purchase,  reduced  banks'  capital 
calls,  and  otherwise  enhanced  the  sales  of  the  structured  finance  products.  Here's  how  one 
federal  bank  regulator's  handbook  put  it: 

"The  rating  agencies  perform  a  critical  role  in  structured  finance  —  evaluating  the  credit 
quality  of  the  transactions.  Such  agencies  are  considered  credible  because  they  possess 


30 

the  expertise  to  evaluate  various  underlying  asset  types,  and  because  they  do  not  have  a 
financial  interest  in  a  security's  cost  or  yield.  Ratings  are  important  because  investors 
generally  accept  ratings  by  the  major  public  rating  agencies  in  lieu  of  conducting  a  due 
diligence  investigation  of  the  underlying  assets  and  the  servicer."42 

The  more  complex  and  opaque  the  structured  finance  instruments  became,  the  more  reliant 
investors  were  on  high  credit  ratings  for  the  instruments  to  be  marketable. 

In  addition  to  making  structured  finance  products  easier  to  sell  to  investors,  Wall  Street 
firms  used  financial  engineering  to  combine  AAA  ratings  -  normally  reserved  for  ultra-safe 
investments  with  low  rates  of  return  -  with  high  risk  assets,  such  as  the  AAA  tranche  from  a 
subprime  RMBS  paying  a  relatively  high  rate  of  return.  Higher  rates  of  return,  combined  with 
AAA  ratings,  made  subprime  RMBS  and  related  CDOs  especially  attractive  investments. 

Record  Ratings  and  Revenues.  From  2004  to  2007,  Moody's  and  S&P  produced  a  record 
number  of  ratings  and  a  record  amount  of  revenues  for  rating  structured  finance  products.  A 
2008  S&P  submission  to  the  SEC  indicates,  for  example,  that  from  2004  to  2007,  S&P  issued 
more  than  5,500  RMBS  ratings  and  more  than  835  mortgage  related  CDO  ratings.43  According 
to  a  2008  Moody's  submission  to  the  SEC,  from  2004  to  2007,  Moody's  issued  over  4,000 
RMBS  ratings  and  over  870  CDO  ratings.44 

Revenues  increased  dramatically  over  the  same  time  period.  The  credit  rating  agencies 
charged  substantial  fees  to  rate  a  product.  To  obtain  a  rating  during  the  height  of  the  market,  for 
example,  S&P  generally  charged  from  $40,000  to  $135,000  to  rate  tranches  of  an  RMBS  and 
from  $30,000  to  $750,000  to  rate  the  tranches  of  a  CDO.45  Surveillance  fees  generally  ranged 
from  $5,000  to  $50,000  per  year  for  mortgage  backed  securities.46  Over  a  five-year  period, 
Moody's  gross  revenues  from  RMBS  and  CDO  ratings  more  than  tripled,  going  from  over  $61 
million  in  2002,  to  over  $260  million  in  2006. 47  S&P's  revenue  also  increased.  S&P's  gross 
revenues  for  RMBS  and  mortgage  related  CDO  ratings  quadrupled,  from  over  $64  million  in 


42  11/1997  Comptroller  of  the  Currency  Administrator  of  National  Banks  Comptroller's  Handbook,  "Asset 
Securitization,"  at  11. 

43  3/14/2008  compliance  letter  from  S&P  to  SEC,  SEC_OCIE_CRA_01 12 18-59,  at  20.  These  numbers  represent  the 
RMBS  or  CDO  pools  that  were  presented  to  S&P  which  then  issued  ratings  for  multiple  tranches  per  RMBS  or 
CDO  pool.  (See  Chapter  V  below.) 

44  3/11/2008  compliance  letter  from  Moody's  to  SEC,  SEC_OCIE_CRA_011212  and  SEC_OCIE_CRA_011214. 
These  numbers  represent  the  RMBS  or  CDO  pools  that  were  presented  to  Moody's  which  then  issued  ratings  for 
multiple  tranches  per  RMBS  or  CDO  pool.  The  data  Moody's  provided  to  the  SEC  on  CDOs  represented  ABS 
CDOs,  some  of  which  may  not  be  mortgage  related.  However,  by  2004,  most,  but  not  all,  CDOs  relied  primarily  on 
mortgage  related  assets  such  as  RMBS  securities.  Subcommittee  interview  of  Gary  Witt,  former  Managing  Director 
of  Moody's  RMBS  Group  (10/29/2009).  (See  Chapter  V  below.) 

45  "U.S.  Structured  Ratings  Fee  Schedule  Residential  Mortgage-backed  Financings  and  Residential  Servicer 
Evaluations,"  prepared  by  S&P,  S&P-PSI  0000028-35;  and  "U.S.  Structured  Ratings  Fee  Schedule  Collateralized 
Debt  Obligations  Amended  3/7/2007,"  prepared  by  S&P,  S&P-PSI  0000036-50.  (See  Chapter  V  below.) 

46  Id. 

47  3/11/2008  compliance  letter  from  Moody's  to  SEC,  SEC_OCIE_CRA_011212  and  SEC_OCIE_CRA_011214. 
The  2002  figure  does  not  include  gross  revenue  from  CDO  ratings  as  this  figure  was  not  readily  available  due  to  the 
transition  of  Moody's  accounting  systems.  (See  Chapter  V  below.) 
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2002,  to  over  $265  million  in  2006. 48  Altogether,  revenues  from  the  three  leading  credit  rating 
agencies  more  than  doubled  from  nearly  $3  billion  in  2002  to  over  $6  billion  in  2007. 49 

Conflicts  of  Interest.  Credit  rating  agencies  are  paid  by  the  issuers  seeking  ratings  for 
the  products  they  sell.  Issuers  and  the  investment  banks  want  high  ratings,  whether  to  help 
market  their  products  or  ensure  they  comply  with  federal  regulations.  Because  credit  rating 
agencies  issue  ratings  to  issuers  and  investment  banks  who  bring  them  business,  they  are  subject 
to  an  inherent  conflict  of  interest  that  can  create  pressure  on  the  credit  rating  agencies  to  issue 
favorable  ratings  to  attract  business.  The  issuers  and  investment  banks  engage  in  "ratings 
shopping,"  choosing  the  credit  rating  agency  that  offers  the  highest  ratings.  Ratings  shopping 
weakens  rating  standards  as  the  rating  agencies  who  provide  the  most  favorable  ratings  win  more 
business.  In  September  2007,  Moody's  CEO  described  the  problem  this  way:  "What  happened 
in  '04  and  '05  with  respect  to  subordinated  tranches  is  that  our  competition,  Fitch  and  S&P,  went 
nuts.  Everything  was  investment  grade."50  In  2003,  the  SEC  reported  that  "the  potential 
conflicts  of  interest  faced  by  credit  rating  agencies  have  increased  in  recent  years,  particularly 
given  the  expansion  of  large  credit  rating  agencies  into  ancillary  advisory  and  other  businesses, 
and  the  continued  rise  in  importance  of  rating  agencies  in  the  U.S.  securities  markets."51 

Mass  Downgrades.      The  credit  ratings  assigned  to  RMBS  and  CDO  securities  are 
designed  to  last  the  lifetime  of  the  securities.  Because  circumstances  can  change,  however, 
credit  rating  agencies  conduct  ongoing  surveillance  of  each  rated  financial  product  to  evaluate 
the  rating  and  determine  whether  it  should  be  upgraded  or  downgraded.  Prior  to  the  financial 
crisis,  the  numbers  of  downgrades  and  upgrades  for  structured  finance  ratings  were  substantially 
lower.52  Beginning  in  July  2007,  however,  Moody's  and  S&P  issued  hundreds  and  then 
thousands  of  downgrades  of  RMBS  and  CDO  ratings,  the  first  mass  downgrades  in  U.S.  history. 

From  2004  through  the  first  half  of  2007,  Moody's  and  S&P  provided  AAA  ratings  to  a 
majority  of  the  RMBS  and  CDO  securities  issued  in  the  United  States,  sometimes  providing 
AAA  ratings  to  as  much  as  95%  of  a  securitization.53  By  2010,  analysts  had  determined  that 
over  90%  of  the  AAA  ratings  issued  to  RMBS  securities  originated  in  2006  and  2007  had  been 
downgraded  to  junk  status.54 


48  3/14/2008  compliance  letter  from  S&P  to  SEC,  SEC_OCIE_CRA_01 12 18-59,  at  18-19.  (See  Chapter  V  below.) 

49  "Revenue  of  the  Three  Credit  Rating  Agencies:  2002-2007,"  chart  prepared  by  the  Subcommittee  using  data  from 
http://thismatter.com/money,  Hearing  Exhibit  4/23-lg. 

50  9/10/2007  Transcript  of  Raymond  McDaniel  at  Moody's  MD  Town  Hall  Meeting,  Hearing  Exhibit  4/23-98. 

51  1/2003  "Report  on  the  Role  and  Function  of  Credit  Rating  Agencies  in  the  Operation  of  the  Securities  Markets," 
prepared  by  the  SEC,  at  40.  The  report  continued:  "[C]oncerns  had  been  expressed  that  a  rating  agency  might  be 
tempted  to  give  a  more  favorable  rating  to  a  large  issue  because  of  the  large  fee,  and  to  encourage  the  issuer  to 
submit  future  large  issues  to  the  rating  agency."  Id.  at  40  n.109. 

52  See,  e.g.,  "3/26/2010  "Fitch  Ratings  Global  Structured  Finance  2009  Transition  and  Default  Study,"  prepared  by 
Fitch. 

53  See  "MBS  Ratings  and  the  Mortgage  Credit  Boom,"  Federal  Reserve  Bank  of  New  York  Staff  Report  no.  449, 
May  2010,  at  1. 

54  See,  e.g.,  "Percent  of  the  Original  AAA  Universe  Currently  Rated  Below  Investment  Grade,"  chart  prepared  by 
BlackRock  Solutions,  Hearing  Exhibit  4/23-li.  See  also  3/2008  "Understanding  the  Securitization  of  Subprime 
Mortgage  Credit,"  Federal  Reserve  Bank  of  New  York  Staff  Report  no.  318,  at  58  and  chart  31  ("92  percent  of  1st- 
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Moody's  and  S&P  began  downgrading  RMBS  and  CDO  products  in  late  2006,  when 
residential  mortgage  delinquency  rates  and  losses  began  increasing.  Then,  in  July  2007,  both 
S&P  and  Moody's  initiated  the  first  of  several  mass  downgrades  that  shocked  the  financial 
markets.  On  July  10,  S&P  placed  on  credit  watch  the  ratings  of  612  subprime  RMBS  with  an 
original  value  of  $7.35  billion.  Later  that  day,  Moody's  downgraded  399  subprime  RMBS  with 
an  original  value  of  $5.2  billion.  Two  days  later,  S&P  downgraded  498  of  the  ratings  it  had 
placed  on  credit  watch. 

In  October  2007,  Moody's  began  downgrading  CDOs  on  a  daily  basis,  downgrading 
more  than  270  CDO  securities  with  an  original  value  of  $10  billion.  In  December  2007, 
Moody's  downgraded  another  $14  billion  in  CDOs,  and  placed  another  $105  billion  on  credit 
watch.  Moody's  calculated  that,  overall  in  2007,  "8725  ratings  from  2116  deals  were 
downgraded  and  1954  ratings  from  732  deals  were  upgraded,"55  which  means  that  it  downgraded 
over  four  times  more  ratings  than  it  upgraded.  On  January  30,  2008,  S&P  either  downgraded  or 
placed  on  credit  watch  over  8,200  ratings  of  subprime  RMBS  and  CDO  securities,  representing 
issuance  amounts  of  approximately  $270.1  billion  and  $263.9  billion,  respectively.56 

These  downgrades  created  significant  turmoil  in  the  securitization  markets,  as  investors 
were  required  by  regulations  to  sell  off  assets  that  had  lost  their  investment  grade  status,  holdings 
at  financial  firms  plummeted  in  value,  and  new  securitizations  were  unable  to  find  investors.  As 
a  result,  the  subprime  RMBS  and  CDO  secondary  markets  slowed  and  then  collapsed,  and 
financial  firms  around  the  world  were  left  holding  billions  of  dollars  in  suddenly  unmarketable 
RMBS  and  CDO  securities. 

D.  Investment  Banks 

Historically,  investment  banks  helped  raise  capital  for  business  and  other  endeavors  by 
helping  to  design,  finance,  and  sell  financial  products  like  stocks  or  bonds.  When  a  corporation 
needed  capital  to  fund  a  large  construction  project,  for  example,  it  often  hired  an  investment 
bank  either  to  help  it  arrange  a  bank  loan  or  raise  capital  by  helping  to  market  a  new  issue  of 
shares  or  corporate  bonds  to  investors.  Investment  banks  also  helped  with  corporate  mergers  and 
acquisitions.  Today,  investment  banks  also  participate  in  a  wide  range  of  other  financial 
activities,  including  offering  broker-dealer  and  investment  advisory  services,  and  trading 
derivatives  and  commodities.  Many  have  also  been  active  in  the  mortgage  market  and  have 
worked  with  lenders  or  mortgage  brokers  to  package  and  sell  mortgage  loans  and  mortgage 
backed  securities.  Investment  banks  have  traditionally  performed  these  services  in  exchange  for 
fees. 

lien  subprime  deals  originated  in  2006  as  well  as  ...  91.8  percent  of  2n  -lien  deals  originated  in  2006  have  been 
downgraded."). 

55  2/2008  "Structured  Finance  Ratings  Transitions,  1983-2007,"  Credit  Policy  Special  Comment  prepared  by 
Moody's,  at  4. 

56  6/24/2010  supplemental  response  from  S&P  to  the  Subcommittee,  Exhibit  N,  Hearing  Exhibit  4/23-108 
(1/30/2008  "S&P  Takes  Action  on  6,389  U.S.  Subprime  RMBS  Ratings  and  1,953  CDO  Ratings,"  S&P's 
RatingsDirect).  Ratings  may  appear  on  CreditWatch  when  events  or  deviations  from  an  expected  trend  occur  and 
additional  information  is  needed  to  evaluate  the  rating. 
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If  an  investment  bank  agreed  to  act  as  an  "underwriter"  for  the  issuance  of  a  new  security 
to  the  public,  it  typically  bore  the  risk  of  those  securities  on  its  books  until  the  securities  were 
sold.  By  law,  securities  sold  to  the  public  generally  must  be  registered  with  the  SEC.57 
Registration  statements  explain  the  purpose  of  a  proposed  public  offering,  an  issuer's  operations 
and  management,  key  financial  data,  and  other  important  facts  to  potential  investors.  Any 
offering  document  or  prospectus  provided  to  the  investing  public  must  also  be  filed  with  the 
SEC.  If  an  issuer  decides  not  to  offer  a  new  security  to  the  general  public,  it  can  still  offer  it  to 
investors  through  a  "private  placement."58  Investment  banks  often  act  as  the  "placement  agent" 
in  these  private  offerings,  helping  to  design,  market  and  sell  the  security  to  selected  investors. 
Solicitation  documents  in  connection  with  private  placements  are  not  required  to  be  filed  with 
the  SEC.  Under  the  federal  securities  laws,  however,  investment  banks  that  act  as  an  underwriter 
or  placement  agent  may  be  liable  for  any  material  misrepresentations  or  omissions  of  material 
facts  made  in  connection  with  a  solicitation  or  sale  of  a  security  to  an  investor.59 

In  the  years  leading  up  to  the  financial  crisis,  RMBS  securities  were  generally  registered 
with  the  SEC  and  sold  in  public  offerings,  while  CDO  securities  were  generally  sold  to  investors 
through  private  placements.  Investment  banks  frequently  served  as  the  underwriter  or  placement 
agent  in  those  transactions,  and  typically  sold  both  types  of  securities  to  large  institutional 
investors. 

In  addition  to  arranging  for  a  public  or  private  offering,  some  investment  banks  take  on 
the  role  of  a  "market  maker,"  standing  willing  and  able  to  buy  or  sell  financial  products  to  their 
clients  or  other  market  participants.  To  facilitate  client  orders  to  buy  or  sell  those  products,  the 
investment  bank  may  acquire  an  inventory  of  them  and  make  them  available  for  client 
transactions.60  By  filling  both  buy  and  sell  orders,  market  makers  help  create  a  liquid  market  for 
the  financial  products  and  make  it  easier  and  more  attractive  for  clients  to  buy  and  sell  them. 
Market  makers  typically  rely  on  fees  in  the  form  of  markups  in  the  price  of  the  financial  products 
for  their  profits. 

At  the  same  time,  investment  banks  may  decide  to  buy  and  sell  the  financial  products  for 
their  own  account,  which  is  called  "proprietary  trading."  Investment  banks  often  use  the  same 
inventory  of  financial  products  to  carry  out  both  their  market-making  and  proprietary  trading 
activities.  Investment  banks  that  trade  for  their  own  account  typically  rely  on  changes  in  the 
values  of  the  financial  products  to  turn  a  profit. 

Inventories  that  are  used  for  market  making  and  short  term  proprietary  trading  purposes 
are  typically  designated  as  a  portfolio  of  assets  "held  for  sale."  Investment  banks  also  typically 
maintain  an  inventory  or  portfolio  of  assets  that  they  intend  to  keep  as  long  term  investments. 


57  Securities  Act  of  1933,  15  U.S.C.  §  77a  (1933). 


58  See,  e.g.,  Securities  Act  of  1933  §§  3(b)  and  4(2);  17  CFR  §230.501  et  seq.  (Regulation  D). 

59  Securities  Act  of  1933,  §11,  15  U.S.C.  §  77k;  and  Securities  Exchange  Act  of  1934,  §  10(b),  15  U.S.C.  §  78j(b), 
and  Rule  10b-5  thereunder. 

60  For  a  detailed  discussion  of  market  making,  see  "Study  &  Recommendations  on  Prohibitions  on  Proprietary 
Trading  &  Certain  Relationships  with  Hedge  Funds  &  Private  Equity  Funds,"  prepared  by  the  Financial  Stability 
Oversight  Council,  at  28-29  (Jan.  18,  2011)  (citing  SEC  Exchange  Act  Rel.  No.  34-58775  (Oct.  14,  2008)). 
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This  inventory  or  portfolio  of  long-term  assets  is  typically  designated  as  "held  for  investment," 
and  is  not  used  in  day-to-day  transactions. 

Investment  banks  that  carry  out  market-making  and  proprietary  trading  activities  are 
required — by  their  banking  regulator  in  the  case  of  banks  and  bank  holding  companies61  and  by 
the  SEC  in  the  case  of  broker-dealers62 — to  track  their  investments  and  maintain  sufficient 
capital  to  meet  their  regulatory  requirements  and  financial  obligations.  These  capital 
requirements  typically  vary  based  on  how  the  positions  are  held  and  how  they  are  classified.  For 
example,  assets  that  are  "held  for  sale"  or  are  in  the  "trading  account"  typically  have  lower 
capital  requirements  than  those  that  are  "held  for  investment,"  because  of  the  expected  lower 
risks  associated  with  what  are  expected  to  be  shorter  term  holdings. 

Many  investment  banks  use  complex  automated  systems  to  analyze  the  "Value  at  Risk" 
("VaR")  associated  with  their  holdings.  To  reduce  the  VaR  attached  to  their  holdings, 
investment  banks  employ  a  variety  of  methods  to  offset  or  "hedge"  their  risk.  These  methods 
can  include  diversifying  their  assets,  taking  a  short  position  on  related  financial  products, 
purchasing  loss  protection  through  insurance  or  credit  default  swaps,  or  taking  positions  in 
derivatives  whose  values  move  inversely  to  the  value  of  the  assets  being  hedged. 

Shorting  the  Mortgage  Market.  Prior  to  the  financial  crisis,  investors  commonly 
purchased  RMBS  or  CDO  securities  as  long-term  investments  that  produced  a  steady  income.  In 
2006,  however,  the  high  risk  mortgages  underlying  these  securities  began  to  incur  record  levels 
of  delinquencies.  Some  investors,  worried  about  the  value  of  their  holdings,  sought  to  sell  their 
RMBS  or  CDO  securities,  but  had  a  difficult  time  doing  so  due  to  the  lack  of  an  active  market. 
Some  managed  to  sell  their  high  risk  RMBS  securities  to  investment  banks  assembling  cash 
CDOs. 

Some  investors,  instead  of  selling  their  RMBS  or  CDO  securities,  purchased  "insurance" 
against  a  loss  by  buying  a  credit  default  swap  (CDS)  that  would  pay  off  if  the  specified  securities 
incurred  losses  or  other  negative  credit  events.  By  2005,  investment  banks  had  standardized 
CDS  contracts  for  RMBS  and  CDO  securities,  making  this  a  practical  alternative. 

Much  like  insurance,  the  buyer  of  a  CDS  contract  paid  a  periodic  premium  to  the  CDS 
seller,  who  guaranteed  the  referenced  security  against  loss.  CDS  contracts  referencing  a  single 
security  or  corporate  bond  became  known  as  "single  name"  CDS  contracts.  If  the  referenced 
security  later  incurred  a  loss,  the  CDS  seller  had  to  pay  an  agreed-upon  amount  to  the  CDS  buyer 
to  cover  the  loss.  Some  investors  began  to  purchase  single  name  CDS  contracts,  not  as  a  hedge 
to  offset  losses  from  RMBS  or  CDO  securities  they  owned,  but  as  a  way  to  profit  from  particular 
RMBS  or  CDO  securities  they  predicted  would  lose  money.  CDS  contracts  that  paid  off  on 
securities  that  were  not  owned  by  the  CDS  buyer  were  known  as  "naked  credit  default  swaps." 


61  See,  e.g.,  12  CFR  part  3,  Appendix  A  (for  the  Office  of  the  Comptroller  of  the  Currency),  12  CFR  part  208, 
Appendix  A  and  12  CFR  part  225,  Appendix  A  (for  the  Federal  Reserve  Board  of  Governors)  and  12  CFR  part  325, 
Appendix  A  (for  the  Federal  Deposit  Insurance  Corporation). 

62  Securities  Exchange  Act  of  1934,  Rule  15c3-l. 
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Some  investors  purchased  large  numbers  of  these  CDS  contracts  in  a  concerted  strategy  to  profit 
from  mortgage  backed  securities  they  believed  would  fail. 

Some  investment  banks  took  the  CDS  approach  a  step  further.  In  2006,  a  consortium  of 
investment  banks  led  by  Goldman  Sachs  and  Deutsche  Bank  launched  the  ABX  Index,  which 
created  five  indices  that  tracked  the  aggregate  performance  of  a  basket  of  20  designated 
subprime  RMBS  securitizations.63  Borrowing  from  longstanding  practice  in  commodities 
markets,  investors  could  buy  and  sell  contracts  linked  to  the  value  of  one  of  the  ABX  indices. 
Each  contract  consisted  of  a  credit  default  swap  agreement  in  which  the  parties  could  essentially 
wager  on  the  rise  or  fall  of  the  index  value.  According  to  a  Goldman  Sachs  employee,  the  ABX 
Index  "introduced  a  standardized  tool  that  allow[ed]  clients  to  quickly  gain  exposure  to  the  asset 
class,"  in  this  case  subprime  RMBS  securities.  An  investor  -  or  investment  bank  -  taking  a  short 
position  in  an  ABX  contract  was,  in  effect,  placing  a  bet  that  the  basket  of  subprime  RMBS 
securities  would  lose  value. 

Synthetic  CDOs  provided  still  another  vehicle  for  shorting  the  mortgage  market.  In  this 
approach,  an  investment  bank  created  a  synthetic  CDO  that  referenced  a  variety  of  RMBS 
securities.  One  or  more  investors  could  take  the  "short"  position  by  paying  premiums  to  the 
CDO  in  exchange  for  a  promise  that  the  CDO  would  pay  a  specified  amount  if  the  referenced 
assets  incurred  a  negative  credit  event,  such  as  a  default  or  credit  rating  downgrade.  If  that  event 
took  place,  the  CDO  would  have  to  pay  an  agreed-upon  amount  to  the  short  investors  to  cover 
the  loss,  removing  income  from  the  CDO  and  causing  losses  for  the  long  investors.  Synthetic 
CDOs  became  a  way  for  investors  to  short  multiple  specific  RMBS  securities  that  they  expected 
would  incur  losses. 

Proprietary  Trading.  Financial  institutions  also  built  increasingly  large  proprietary 
holdings  of  mortgage  related  assets.  Numerous  financial  firms,  including  investment  banks, 
bought  RMBS  and  CDO  securities,  and  retained  these  securities  in  their  investment  portfolios. 
Others  retained  these  securities  in  their  trading  accounts  to  be  used  as  inventory  for  short  term 
trading  activity,  market  making  on  behalf  of  clients,  hedging,  providing  collateral  for  short  term 
loans,  or  maintaining  lower  capital  requirements.  Deutsche  Bank's  RMBS  Group  in  New  York, 
for  example,  built  up  a  $102  billion  portfolio  of  RMBS  and  CDO  securities,  while  the  portfolio 
at  an  affiliated  hedge  fund,  Winchester  Capital,  exceeded  $8  billion.64  Other  financial  firms, 
including  Bear  Stearns,  Citibank,  JPMorgan  Chase,  Lehman  Brothers,  Merrill  Lynch,  Morgan 
Stanley,  and  UBS  also  accumulated  enormous  propriety  holdings  in  mortgage  related  products. 
When  the  value  of  these  holdings  dropped,  some  of  these  financial  institutions  lost  tens  of 


63  Each  of  the  five  indices  tracked  a  different  tranche  of  securities  from  the  designated  20  subprime  RMBS 
securitizations.  One  index  tracked  AAA  rated  securities  from  the  20  subprime  RMBS  securities;  the  second  tracked 
AA  rated  securities  from  the  20  RMBS  securitizations;  and  the  remaining  indices  tracked  baskets  of  A,  BBB,  and 
BBB  rated  RMBS  securities.  Every  six  months,  a  new  set  of  RMBS  securitizations  was  selected  for  a  new  ABX 
index.   See  3/2008  "Understanding  the  Securitization  of  Subprime  Mortgage  Credit,"  prepared  by  Federal  Reserve 
Bank  of  New  York,  Report  No.  318,  at  26.  Markit  Group  Ltd.  administered  the  ABX  Index  which  issued  indices  in 
2006  and  2007,  but  has  not  issued  any  new  indices  since  then. 

64  For  more  information,  see  Chapter  VI,  section  discussing  Deutsche  Bank. 
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billions  of  dollars,65  and  either  declared  bankruptcy,  were  sold  off,66  or  were  bailed  out  by  U.S. 
taxpayers  seeking  to  avoid  damage  to  the  U.S.  economy  as  a  whole.67 

One  investment  bank,  Goldman  Sachs,  built  a  large  number  of  proprietary  positions  to 
short  the  mortgage  market.68  Goldman  Sachs  had  helped  to  build  an  active  mortgage  market  in 
the  United  States  and  had  accumulated  a  huge  portfolio  of  mortgage  related  products.  In  late 
2006,  Goldman  Sachs  decided  to  reverse  course,  using  a  variety  of  means  to  bet  against  the 
mortgage  market.  In  some  cases,  Goldman  Sachs  took  proprietary  positions  that  paid  off  only 
when  some  of  its  clients  lost  money  on  the  very  securities  that  Goldman  Sachs  had  sold  to  them 
and  then  shorted.  Altogether  in  2007,  Goldman's  mortgage  department  made  $1.2  billion  in  net 
revenues  from  shorting  the  mortgage  market.69  Despite  those  gains,  Goldman  Sachs  was  given  a 
$10  billion  taxpayer  bailout  under  the  Troubled  Asset  Relief  Program,70  tens  of  billions  of 
dollars  in  support  through  accessing  the  Federal  Reserve's  Primary  Dealer  Credit  Facility,71  and 
billions  more  in  indirect  government  support72  to  ensure  its  continued  existence. 

E.    Market  Oversight 

U.S.  financial  regulators  failed  to  stop  financial  firms  from  engaging  in  high  risk, 
conflict-ridden  activities.  Those  regulatory  failures  arose,  in  part,  from  the  fragmented  nature  of 
U.S.  financial  oversight  as  well  as  statutory  barriers  to  regulating  high  risk  financial  products. 


65  See,  e.g.,  Goldman  Sachs  Group,  Inc.,  2008  Annual  Report  27  (2009)  (stating  that  the  firm  had  "long  proprietary 
positions  in  a  number  of  [its]  businesses.  These  positions  are  accounted  for  at  fair  value,  and  the  declines  in  the 
values  of  assets  have  had  a  direct  and  large  negative  impact  on  [its]  earnings  in  fiscal  2008.");  see  also,  Viral  V. 
Acharya  and  Matthew  Richardson,  "Causes  of  the  Financial  Crisis,"  21  Critical  Review  195,  199-204  (2009)  (citing 
proprietary  holdings  of  asset  backed  securities  as  one  of  the  primary  drivers  of  accumulated  risks  causing  the 
financial  crisis);  "Prop  Trading  Losses  Ain't  Peanuts,"  The  Street  (1/27/2010), 
http://www.thestreet.com/story/10668047/prop-trading-losses-aint-peanuts.html. 

66  See,  e.g.,  "Lehman  Files  for  Bankruptcy;  Merrill  is  Sold,"  New  York  Times  (9/14/2008);  and  discussion  in 
Chapter  III  of  Washington  Mutual  Bank  which  was  sold  to  JPMorgan  Chase. 

67  See,  e.g.,  Capital  Purchase  Program  Transactions,  under  the  Troubled  Asset  Relief  Program,  U.S.  Department  of 
the  Treasury,  at  http://www.treasury.gov/initiatives/financial-stability/investment- 
programs/cpp/Pages/capitalpurchaseprogram.aspx. 

68  For  more  information,  see  Chapter  VI,  section  describing  Goldman  Sachs. 

69  Id.  Goldman's  Structured  Product  Group  Trading  Desk  earned  $3.7  billion  in  net  revenues,  which  was  offset  by 
losses  on  other  desks  within  the  mortgage  department,  resulting  in  the  $1.2  billion  in  total  net  revenues. 

70  See,  e.g.,  Capital  Purchase  Program  Transactions,  under  the  Troubled  Asset  Relief  Program,  U.S.  Department  of 
the  Treasury,  available  at  http://www.treasury.gov/initiatives/financial-stability/investment- 
programs/cpp/Pages/capitalpurchaseprogram.aspx  and  an  example  of  a  transactions  report  at 
http://www.treasury.gov/initiatives/financial-stability/briefing-room/reports/tarp- 
transactions/DocumentsTARPTransactions/transactions-report-062309.pdf. 

71  See  data  available  at  http://www.federalreserve.gov/newsevents/reform_pdcf.htm  showing  Goldman  Sachs'  use  of 
the  Primary  Dealer  Credit  Facility  85  times  in  2008. 

72  See,  e.g.,  prepared  statement  of  Neil  Barofsky,  Special  Inspector  General  of  the  Troubled  Asset  Relief  Program, 
"The  Federal  Bailout  of  AIG,"  before  the  House  Committee  on  Oversight  and  Government  Reform  (1/27/2010), 
http://oversight.house.gov/images/stories/Hearings/pdfs/20100127barofsky.pdf  (noting  that  some  firms,  including 
Goldman  Sachs,  disproportionately  benefited  from  the  federal  government's  bailout  of  AIG). 
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Oversight  of  Lenders.  At  the  end  of  2005,  the  United  States  had  about  8,800  federally 
insured  banks  and  thrifts,73  plus  about  8,700  federally  insured  credit  unions,  many  of  which  were 
in  the  business  of  issuing  home  loans. 74  On  the  federal  level,  these  financial  institutions  were 
overseen  by  five  agencies:  the  Federal  Reserve  which  oversaw  state-chartered  banks  that  were 
part  of  the  federal  reserve  system  as  well  as  foreign  banks  and  others;  the  Office  of  the 
Comptroller  of  the  Currency  (OCC)  which  oversaw  banks  with  national  charters;  the  Office  of 
Thrift  Supervision  (OTS)  which  oversaw  federally-chartered  thrifts;  the  National  Credit  Union 
Administration  which  oversaw  federal  credit  unions;  and  the  Federal  Deposit  Insurance 
Corporation  (FDIC)  which  oversaw  financial  institutions  that  have  federal  deposit  insurance 
(hereinafter  referred  to  as  "federal  bank  regulators").75  In  addition,  state  banking  regulators 
oversaw  the  state-chartered  institutions  and  at  times  took  action  to  require  federally-chartered 
financial  institutions  to  comply  with  certain  state  laws. 

The  primary  responsibility  of  the  federal  bank  regulators  was  to  ensure  the  safety  and 
soundness  of  the  financial  institutions  they  oversaw.  One  key  mechanism  they  used  to  carry  out 
that  responsibility  was  to  conduct  examinations  on  a  periodic  basis  of  the  financial  institutions 
within  their  jurisdiction  and  provide  the  results  in  an  annual  Report  of  Examination  ("ROE") 
given  to  the  Board  of  Directors  at  each  entity.  The  largest  U.S.  financial  institutions  typically 
operated  under  a  "continuous  exam"  program,  which  required  federal  bank  examiners  to  conduct 
a  series  of  specialized  examinations  during  the  year  with  the  results  from  all  of  those 
examinations  included  in  the  annual  ROE. 

Federal  examination  activities  were  typically  led  by  an  Examiner  in  Charge  and  were 
organized  around  a  rating  system  called  CAMELS  that  was  used  by  all  federal  bank  regulators. 
The  CAMELS  rating  system  evaluated  a  financial  institution's:  (C)  capital  adequacy,  (A)  asset 
quality,  (M)  management,  (E)  earnings,  (L)  liquidity,  and  (S)  sensitivity  to  market  risk. 
CAMELS  ratings  are  on  a  scale  of  1  to  5,  in  which  1  signifies  a  safe  and  secure  bank  with  no 
cause  for  supervisory  concern,  3  signifies  an  institution  with  supervisory  concerns  in  one  or  more 
areas,  and  5  signifies  an  unsafe  and  unsound  bank  with  severe  supervisory  concerns.  In  the 
annual  ROE,  regulators  typically  provided  a  financial  institution  with  a  rating  for  each  CAMELS 
component,  as  well  as  an  overall  composite  rating  on  its  safety  and  soundness. 

In  addition,  the  FDIC  conducted  its  own  examinations  of  financial  institutions  with 
federal  deposit  insurance.  The  FDIC  reviews  relied  heavily  on  the  examination  findings  and 
ROEs  developed  by  the  primary  regulator  of  the  financial  institution,  but  the  FDIC  assigned  its 
own  CAMELS  ratings  to  each  institution.  In  addition,  for  institutions  with  assets  of  $10  billion 
or  more,  the  FDIC  established  a  Large  Insured  Depository  Institutions  ("LIDI")  Program  to 
assess  and  report  on  emerging  risks  that  may  pose  a  threat  to  the  federal  Deposit  Insurance  Fund. 
Under  this  program,  the  FDIC  performed  an  ongoing  analysis  of  emerging  risks  within  each 


73  See  FDIC  Quarterly  Banking  Profile,  1  (Fourth  Quarter  2005)  (showing  that,  as  of  12/31/2005,  the  United  States 
had  8,832  federal  and  state  chartered  insured  banks  and  thrifts). 

74  See  1/3/2011  chart,  "Insurance  Fund  Ten-Year  Trends,"  supplied  by  the  National  Credit  Union  Administration 
(showing  that,  as  of  12/31/2005,  the  United  States  had  8,695  federal  and  state  credit  unions). 

75  The  Dodd-Frank  Act  has  since  abolished  one  of  these  agencies,  the  Office  of  Thrift  Supervision,  and  assigned  its 
duties  to  the  OCC.  See  Chapter  IV. 
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insured  institution  and  assigned  a  quarterly  risk  rating,  using  a  scale  of  A  to  E,  with  A  being  the 
best  rating  and  E  the  worst. 

If  a  regulator  became  concerned  about  the  safety  or  soundness  of  a  financial  institution,  it 
had  a  wide  range  of  informal  and  formal  enforcement  actions  that  could  be  used  to  require 
operational  changes.  Informal  actions  included  requiring  the  financial  institution  to  issue  a 
safety  and  soundness  plan,  memorandum  of  understanding,  Board  resolution,  or  commitment 
letter  pledging  to  take  specific  corrective  actions  by  a  certain  date,  or  issuing  a  supervisory  letter 
to  the  financial  institution  listing  specific  "matters  requiring  attention."  These  informal 
enforcement  actions  are  generally  not  made  public  and  are  not  enforceable  in  court.  Formal 
enforcement  actions  included  a  regulator's  issuing  a  public  memorandum  of  understanding, 
consent  order,  or  cease  and  desist  order  requiring  the  financial  institution  to  stop  an  unsafe 
practice  or  take  an  affirmative  action  to  correct  identified  problems;  imposing  a  civil  monetary 
penalty;  suspending  or  removing  personnel  from  the  financial  institution;  or  referring  misconduct 
for  criminal  prosecution. 

A  wide  range  of  large  and  small  banks  and  thrifts  were  active  in  the  mortgage  market. 
Banks  like  Bank  of  America,  Citigroup,  JPMorgan  Chase,  and  Wells  Fargo  originated, 
purchased,  and  securitized  billions  of  dollars  in  home  loans  each  year.  Thrifts,  whose  charters 
typically  required  them  to  hold  65%  of  their  assets  in  mortgage  related  assets,  also  originated, 
purchased,  sold,  and  securitized  billions  of  dollars  in  home  loans,  including  such  major  lenders 
as  Countrywide  Financial  Corporation,  IndyMac  Bank,  and  Washington  Mutual  Bank.  Some  of 
these  banks  and  thrifts  also  had  affiliates,  such  as  Long  Beach  Mortgage  Corporation,  which 
specialized  in  issuing  subprime  mortgages.  Still  more  lenders  operated  outside  of  the  regulated 
banking  system,  including  New  Century  Financial  Corporation  and  Fremont  Loan  &  Investment, 
which  used  such  corporate  vehicles  as  industrial  loan  companies,  real  estate  investment  trusts,  or 
publicly  traded  corporations  to  carry  out  their  businesses.  In  addition,  the  mortgage  market  was 
populated  with  tens  of  thousands  of  mortgage  brokers  that  were  paid  fees  for  their  loans  or  for 
bringing  qualified  borrowers  to  a  lender  to  execute  a  home  loan. 76 

Oversight  of  Securities  Firms.  Another  group  of  financial  institutions  active  in  the 
mortgage  market  were  securities  firms,  including  investment  banks,  broker-dealers,  and 
investment  advisors.  These  security  firms  did  not  originate  home  loans,  but  typically  helped 
design,  underwrite,  market,  or  trade  securities  linked  to  residential  mortgages,  including  the 
RMBS  and  CDO  securities  that  were  at  the  heart  of  the  financial  crisis.  Key  firms  included  Bear 
Stearns,  Goldman  Sachs,  Lehman  Brothers,  Merrill  Lynch,  Morgan  Stanley,  and  the  asset 
management  arms  of  large  banks,  including  Citigroup,  Deutsche  Bank,  and  JPMorgan  Chase. 
Some  of  these  firms  also  had  affiliates  which  specialized  in  securitizing  subprime  mortgages. 

Securities  firms  were  overseen  on  the  federal  level  by  the  Securities  and  Exchange 
Commission  (SEC)  whose  mission  is  to  "protect  investors,  maintain  fair,  orderly,  and  efficient 


76 1/2009  "Financial  Regulation:  A  Framework  for  Crafting  and  Assessing  Proposals  to  Modernize  the  Outdated 
U.S.  Financial  Regulatory  System,"  prepared  by  the  Government  Accountability  Office,  Report  No.  GAO-09-216,  at 
26-27. 
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markets,  and  facilitate  capital  formation."77  The  SEC  oversees  the  "key  participants  in  the 
securities  world,  including  securities  exchanges,  securities  brokers  and  dealers,  investment 
advisors,  and  mutual  funds,"  primarily  for  the  purpose  of  "promoting  the  disclosure  of  important 
market  related  information,  maintaining  fair  dealing,  and  protecting  against  fraud."78 

The  securities  firms  central  to  the  financial  crisis  were  subject  to  a  variety  of  SEC 
regulations  in  their  roles  as  broker-dealers,  investment  advisors,  market  makers,  underwriters, 
and  placement  agents.  Most  were  also  subject  to  oversight  by  state  securities  regulators.79  The 
securities  firms  were  required  to  submit  a  variety  of  public  filings  with  the  SEC  about  their 
operations  and  in  connection  with  the  issuance  of  new  securities.  The  SEC's  Office  of 
Compliance  Inspections  and  Examinations  (OCIE)  conducted  inspections  of  broker-dealers, 
among  others,  to  understand  industry  practices,  encourage  compliance,  evaluate  risk 
management,  and  detect  violations  of  the  securities  laws.  In  addition,  under  the  voluntary 
Consolidated  Supervised  Entities  program,  the  SEC's  Division  of  Trading  and  Markets 
monitored  the  investment  activities  of  the  largest  broker-dealers,  including  Bear  Stearns, 
Goldman  Sachs,  Lehman  Brothers,  Merrill  Lynch,  Morgan  Stanley,  Citigroup,  and  JP  Morgan 
Chase,  evaluating  their  capital  levels,  use  of  leverage,  and  risk  management.80 

Like  bank  regulators,  if  the  SEC  became  concerned  about  a  particular  securities  firm,  it 
could  choose  from  a  range  of  informal  and  formal  enforcement  actions.  Informal  actions  could 
include  issuing  a  "deficiency  letter"  identifying  problems  and  requiring  the  securities  firm  to  take 
corrective  action  by  a  certain  date.  Formal  enforcement  actions,  undertaken  by  the  SEC's 
Division  of  Enforcement,  could  include  civil  proceedings  before  an  administrative  law  judge;  a 
civil  complaint  filed  in  federal  district  court;  civil  fines;  an  order  to  suspend  or  remove  personnel 
from  a  firm  or  bar  them  from  the  brokerage  industry;  or  a  referral  for  criminal  prosecution. 
Common  securities  violations  included  selling  unregistered  securities,  misrepresenting 
information  about  a  security,  unfair  dealing,  price  manipulation,  and  insider  trading.81 

Statutory  and  Regulatory  Barriers.  Federal  and  state  financial  regulators  responsible 
for  oversight  of  banks,  securities  firms,  and  other  financial  institutions  in  the  years  leading  to  the 
financial  crisis  operated  under  a  number  of  statutory  and  regulatory  constraints. 

One  key  constraint  was  the  sweeping  statutory  prohibition  on  the  federal  regulation  of 
any  type  of  swap,  including  credit  default  swaps.  This  prohibition  took  effect  in  2000,  with 
enactment  of  the  Commodity  Futures  Modernization  Act  (CFMA).82  The  key  statutory  section 
explicitly  prohibited  federal  regulators  from  requiring  the  registration  of  swaps  as  securities; 
issuing  or  enforcing  any  regulations  or  orders  related  to  swaps;  or  imposing  any  recordkeeping 


77  See  SEC  website,  "About  the  SEC:  What  We  Do,"  www.sec.gov. 

78  Id. 

79  Some  firms  active  in  the  U.S.  securities  and  mortgage  markets,  such  as  hedge  funds,  operated  without  meaningful 
federal  oversight  by  taking  advantage  of  exemptions  in  the  Investment  Company  Act  of  1940. 

80  See  9/2008  "SEC's  Oversight  of  Bear  Stearns  and  Related  Entities:  The  Consolidated  Entity  Program,"  report 
prepared  by  Office  of  the  SEC  Inspector  General,  Report  No.  446-A. 

81  See  SEC  website,  "About  the  SEC:  What  We  Do,"  www.sec.gov. 

82  CFMA  was  included  as  a  title  of  H.R.  4577,  the  Consolidated  Appropriations  Act  of  2001,  P.L. 106-554. 
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requirements  for  swaps.83  In  addition,  the  law  explicitly  prohibited  regulation  of  any  "'interest 
rate  swap,'  including  a  rate  floor,  rate  cap,  rate  collar,  cross-currency  rate  swap,  basis  swap, 
currency  swap,  equity  index  swap,  equity  swap,  debt  index  swap,  debt  swap,  credit  spread,  credit 
default  swap,  credit  swap,  weather  swap,  or  commodity  swap."84  These  prohibitions  meant  that 
federal  regulators  could  not  even  ask  U.S.  financial  institutions  to  report  on  their  swaps  trades  or 
holdings,  much  less  regulate  swap  dealers  or  examine  how  swaps  were  affecting  the  mortgage 
market  or  other  U.S.  financial  markets. 

As  a  result,  the  multi-trillion-dollar  U.S.  swaps  markets  operated  with  virtually  no 
disclosure  requirements,  no  restrictions,  and  no  oversight  by  any  federal  agency,  including  the 
market  for  credit  default  swaps  which  played  a  prominent  role  in  the  financial  crisis.  On 
September  23,  2008,  in  a  hearing  before  the  Senate  Committee  on  Banking,  Housing,  and  Urban 
Affairs,  then  SEC  Chairman  Christopher  Cox  testified  that,  as  a  result  of  the  statutory 
prohibition,  the  credit  default  swap  market  "is  completely  lacking  in  transparency,"  "is  regulated 
by  no  one,"  and  "is  ripe  for  fraud  and  manipulation."85  In  a  September  26,  2008  press  release,  he 
discussed  regulatory  gaps  impeding  his  agency  and  again  raised  the  issue  of  swaps: 
"Unfortunately,  as  I  reported  to  Congress  this  week,  a  massive  hole  remains:  the  approximately 
$60  trillion  credit  default  swap  market,  which  is  regulated  by  no  agency  of  government.  Neither 
the  SEC  nor  any  regulator  has  authority  even  to  require  minimum  disclosure."86  In  2010,  the 
Dodd-Frank  Act  removed  the  CFMA  prohibition  on  regulating  swaps.87 

A  second  significant  obstacle  for  financial  regulators  was  the  patchwork  of  federal  and 
state  laws  and  regulations  applicable  to  high  risk  mortgages  and  mortgage  brokers.  Federal  bank 
regulators  took  until  October  2006,  to  provide  guidance  to  federal  banks  on  acceptable  lending 
practices  related  to  high  risk  home  loans.88  Even  then,  the  regulators  issued  voluntary  guidance 
whose  standards  were  not  enforceable  in  court  and  failed  to  address  such  key  issues  as  the 
acceptability  of  stated  income  loans.89  In  addition,  while  Congress  had  authorized  the  Federal 
Reserve,  in  1994,  to  issue  regulations  to  prohibit  deceptive  or  abusive  mortgage  practices  - 
regulations  that  could  have  applied  across  the  board  to  all  types  of  lenders  and  mortgage  brokers 
-  the  Federal  Reserve  failed  to  issue  any  until  July  2008,  after  the  financial  crisis  had  already 
hit.90 


83  CFMA,  §  302,  creating  a  new  section  2A  of  the  Securities  Act  of  1933. 

84  CFMA,  §  301,  creating  a  new  section  206A  of  the  Gramm-Leach-Bliley  Act. 

85  Statement  of  SEC  Chairman  Christopher  Cox,  "Turmoil  in  U.S.  Credit  Markets:  Recent  Actions  Regarding 
Government  Sponsored  Entities,  Investment  Banks  and  Other  Financial  Institutions,"  before  the  U.S.  Senate 
Committee  on  Banking,  Housing  and  Urban  Affairs,  S.Hrg.  110-1012  (9/23/2008). 

86  9/26/2008  SEC  press  release,  "Chairman  Cox  Announces  End  of  Consolidated  Supervised  Entities  Program," 
http://www.sec.gov/news/press/2008/2008-230.htm. 

87  Title  VII  of  the  Dodd-Frank  Act. 

88  10/4/2006  "Interagency  Guidance  on  Nontraditional  Mortgage  Product  Risks,"  (NTM  Guidance),  71  Fed.  Reg. 
192  at  58609. 

89  For  more  information,  see  Chapter  IV. 

90  Congress  authorized  the  Federal  Reserve  to  issue  the  regulations  in  Section  151  of  the  Home  Ownership  and 
Equity  Protection  Act  of  1994  (HOEPA),  P.L.  103-325.  The  Federal  Reserve  did  not  issue  any  regulations  under 
HOEPA,  however,  until  July  2008,  when  it  amended  Regulation  Z.  The  new  rules  primarily  strengthened  consumer 
protections  for  "higher  priced  loans,"  which  included  many  types  of  subprime  loans.  See  "New  Regulation  Z  Rules 
Enhance  Protections  for  Mortgage  Borrowers,"  Consumer  Compliance  Outlook  (Fourth  Quarter  2008)  (Among 
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A  third  problem,  exclusive  to  state  regulators,  was  a  2005  regulation  issued  by  the  OCC 
to  prohibit  states  from  enforcing  state  consumer  protection  laws  against  national  banks.91  After 
the  New  York  State  Attorney  General  issued  subpoenas  to  several  national  banks  to  enforce  New 
York's  fair  lending  laws,  a  legal  battle  ensued.  In  2009,  the  Supreme  Court  invalidated  the  OCC 
regulation,  and  held  that  states  were  allowed  to  enforce  state  consumer  protection  laws  against 
national  banks.92  During  the  intervening  four  years,  however,  state  regulators  had  been 
effectively  unable  to  enforce  state  laws  prohibiting  abusive  mortgage  practices  against  federally- 
chartered  banks  and  thrifts. 

Systemic  Risk.  While  bank  and  securities  regulators  focused  on  the  safety  and 
soundness  of  individual  financial  institutions,  no  regulator  was  charged  with  identifying, 
preventing,  or  managing  risks  that  threatened  the  safety  and  soundness  of  the  overall  U.S. 
financial  system.  In  the  area  of  high  risk  mortgage  lending,  for  example,  bank  regulators 
allowed  banks  to  issue  high  risk  mortgages  as  long  as  it  was  profitable  and  the  banks  quickly 
sold  the  high  risk  loans  to  get  them  off  their  books.  Securities  regulators  allowed  investment 
banks  to  underwrite,  buy,  and  sell  mortgage  backed  securities  relying  on  high  risk  mortgages,  as 
long  as  the  securities  received  high  ratings  from  the  credit  rating  agencies  and  so  were  deemed 
"safe"  investments.  No  regulatory  agency  focused  on  what  would  happen  when  poor  quality 
mortgages  were  allowed  to  saturate  U.S.  financial  markets  and  contaminate  RMBS  and  CDO 
securities  with  high  risk  loans.  In  addition,  none  of  the  regulators  focused  on  the  impact 
derivatives  like  credit  default  swaps  might  have  in  exacerbating  risk  exposures,  since  they  were 
barred  by  federal  law  from  regulating  or  even  gathering  data  about  these  financial  instruments. 

F.  Government  Sponsored  Enterprises 

Between  1990  and  2004,  homeownership  rates  in  the  United  States  increased  rapidly 
from  64%  to  69%,  the  highest  level  in  50  years.93  While  many  highly  regarded  economists  and 
officials  argued  at  the  time  that  this  housing  boom  was  the  result  of  healthy  economic  activity,  in 
retrospect,  some  federal  housing  policies  encouraged  people  to  purchase  homes  they  were 
ultimately  unable  to  afford,  which  helped  to  inflate  the  housing  bubble. 

Fannie  Mae  and  Freddie  Mac.  Two  government  sponsored  entities  (GSE),  the  Federal 
National  Mortgage  Association  (Fannie  Mae)  and  the  Federal  Home  Loan  Mortgage  Corporation 
(Freddie  Mac),  were  chartered  by  Congress  to  encourage  homeownership  primarily  by  providing 
a  secondary  market  for  home  mortgages.  They  created  that  secondary  market  by  purchasing 
loans  from  lenders,  securitizing  them,  providing  a  guarantee  that  they  would  make  up  the  cost  of 

other  requirements,  the  rules  prohibited  lenders  "from  making  loans  based  on  collateral  without  regard  to  [the 
borrower's]  repayment  ability,"  required  lenders  to  "verify  income  and  obligations,"  and  imposed  "more  stringent 
restrictions  on  prepayment  penalties."  The  rules  also  required  lenders  to  "establish  escrow  accounts  for  taxes  and 
mortgage  related  insurance  for  first-lien  loans."  In  addition,  the  rules  "prohibit[ed]  coercion  of  appraisers,  define[d] 
inappropriate  practices  for  loan  servicers,  and  require[d]  early  truth  in  lending  disclosures  for  most  mortgages."). 

91  12  CFR  §  7.4000. 

92  Cuomo  v.  Clearing  House  Association,  Case  No.  08-453,  129  S.Ct.  2710  (2009). 

93  U.S.  Census  Bureau,  "Table  14.  Homeownership  Rates  by  Area:  1960  to  2009," 
http://www.census.gov/hhes/www/housing/hvs/annual09/ann09tl4.xls. 
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any  securitized  mortgage  that  defaulted,  and  selling  the  resulting  mortgage  backed  securities  to 
investors.  Many  believed  that  the  securities  had  the  implicit  backing  of  the  federal  government 
and  viewed  them  as  very  safe  investments,  leading  investors  around  the  world  to  purchase  them. 
The  existence  of  this  secondary  market  encouraged  lenders  to  originate  more  loans,  since  they 
could  easily  sell  them  to  the  GSEs  and  use  the  profits  to  increase  their  lending. 

Over  time,  however,  Fannie  Mae  and  Freddie  Mac  began  to  purchase  larger  quantities  of 
higher  risk  loans,  providing  a  secondary  market  for  those  loans  and  encouraging  their 
proliferation.  Between  2005  and  2007,  Fannie  Mae  alone  purchased  billions  of  dollars  in  high 
risk  home  loans,  including  Option  ARM,  Alt  A,  and  loans  with  subprime  characteristics.  For 
example,  data  from  Fannie  Mae  shows  that,  in  mid  2008,  62%  of  the  Option  ARM  loans  on  its 
books  had  been  purchased  between  2005  and  2007. 94  Likewise,  84%  of  its  interest-only  loans 
were  purchased  in  that  time  frame,  as  were  57%  of  those  with  FICO  scores  less  than  620;  62%  of 
its  loans  with  loan-to-value  ratios  greater  than  90;  and  73%  of  its  Alt  A  loans.95  While  these 
loans  constituted  only  a  small  percentage  of  Fannie  Mae's  purchases  at  the  time,  they  came  to 
account  for  some  its  most  significant  losses.  By  the  middle  of  2009,  Fannie  Mae  reported  an 
unpaid  principal  balance  of  $878  billion  for  its  loans  with  subprime  characteristics,  nearly  a  third 
of  its  total  portfolio  of  $2.7  trillion.96 

According  to  economist  Arnold  Kling,  Fannie  Mae  and  Freddie  Mac  purchased  these 
loans  after  "lowering  their  own  credit  standards  in  order  to  maintain  a  presence  in  the  market  and 
to  meet  their  affordable  housing  goals."97 

Throughout  their  history,  Fannie  Mae  and  Freddie  Mac  were  able  to  bundle  the 
mortgages  they  purchased  into  securities  that  were  popular  with  investors,  because  many 
believed  the  securities  carried  the  implicit  support  of  the  federal  government.  The  Congressional 
Budget  Office  found  the  following: 

"Because  of  their  [Fannie  Mae  and  Freddie  Mac]  size  and  interconnectedness  with  other 
financial  institutions,  they  posed  substantial  systemic  risk — the  risk  that  their  failure 
could  impose  very  high  costs  on  the  financial  system  and  the  economy.  The  GSEs' 
market  power  also  allowed  them  to  use  their  profits  partly  to  benefit  their  other 
stakeholders  rather  than  exclusively  to  benefit  mortgage  borrowers.  The  implicit 
guarantee  created  an  incentive  for  the  GSEs  to  take  excessive  risks:  Stakeholders  would 
benefit  when  gambles  paid  off,  but  taxpayers  would  absorb  the  losses  when  they  did  not. 

...  One  way  that  Fannie  Mae  and  Freddie  Mac  increased  risk  was  by  expanding  the 
volume  of  mortgages  and  MBSs  held  in  their  portfolios,  which  exposed  them  to  the  risk 


94 


Fannie  Mae,  2008  Q2  10-Q  Investor  Summary,  August  8,  2008, 


http://www.fanniemae.com/media/pdf/newsreleases/2008_Q2_10Q_Investor_Summary.pdf. 

95  Id. 

96  Fannie  Mae,  2009  Second  Quarter  Credit  Supplement,  August  6,  2009, 
http://www.fanniemae.com/ir/pdf/sec/2009/q2credit_summary.pdf. 

97  "Not  What  They  Had  In  Mind:  A  History  of  Policies  that  Produced  the  Financial  Crisis  of  2008,"  September 
2009,  Mercatus  Center,  http://mercatus.org/sites/default/files/publication/NotWhatTheyHadInMind(l).pdf. 
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of  losses  from  changes  in  interest  or  prepayment  rates.  Over  the  past  decade,  the  two 
GSEs  also  increased  their  exposure  to  default  losses  by  investing  in  lower-quality 
mortgages,  such  as  subprime  and  Alt-A  loans."98 

The  risks  embedded  in  their  mortgage  portfolios  finally  overwhelmed  the  GSEs  in 
September  2008,  and  both  Fannie  Mae  and  Freddie  Mac  were  taken  into  conservatorship  by  the 
federal  government.  Since  that  time,  the  Treasury  Department  has  spent  nearly  $150  billion  to 
support  the  two  GSEs,  a  total  which  projections  show  could  rise  to  as  high  as  $363  billion." 

Ginnie  Mae.  Additional  housing  policies  that  allowed  borrowers  with  less  than  adequate 
credit  to  obtain  traditional  mortgages  included  programs  at  the  Federal  Housing  Administration 
(FHA)  and  the  Department  of  Veterans  Affairs  (VA).  Both  agencies  provided  loan  guarantees  to 
lenders  that  originated  loans  for  borrowers  that  qualified  under  the  agencies'  rules.  Many  of  the 
loans  guaranteed  by  the  FHA  and  VA,  some  of  which  required  down  payments  as  low  as  3%, 
were  bundled  and  sold  as  mortgage  backed  securities  through  the  Government  National 
Mortgage  Association  (Ginnie  Mae),  an  additional  government  sponsored  enterprise.  Like 
Fannie  Mae  and  Freddie  Mac,  Ginnie  Mae  guaranteed  that  it  would  make  up  for  any  securitized 
loan  that  defaulted,  producing  another  type  of  mortgage  backed  security  that  was  popular  with 
investors,  many  of  whom  believed  that  the  security  carried  an  implicit  federal  guarantee. 

In  the  years  leading  up  to  the  financial  crisis,  FHA  guaranteed  millions  of  home  loans 
worth  hundreds  of  billions  of  dollars.100  According  to  FHA  data,  as  of  2011,  nearly  20%  of  all 
FHA  loans  originated  in  2008  were  seriously  delinquent,  meaning  borrowers  had  missed  three  or 
more  payments,  while  loans  originated  in  2007  had  a  serious  delinquency  rate  of  over  22%.  The 
2007  and  2008  loans,  which  currently  make  up  about  15%  of  FHA's  active  loan  portfolio, 
remain  the  worst  performing  in  that  portfolio.  In  2009  and  2010,  FHA  tightened  its  underwriting 
guidelines,  and  the  loans  it  guaranteed  performed  substantially  better.  By  early  2011,  the  serious 
delinquency  rate  for  all  FHA  borrowers  was  about  8.8%,  down  from  over  9.4%  the  prior  year. 

G.  Administrative  and  Legislative  Actions 

In  response  to  the  financial  crisis,  Congress  and  the  Executive  Branch  have  taken  a 
number  of  actions.  Three  that  have  brought  significant  changes  are  the  Troubled  Asset  Relief 
Program,  Federal  Reserve  assistance  programs,  and  the  Dodd-Frank  Wall  Street  and  Consumer 
Protection  Act. 

Troubled  Asset  Relief  Program  (TARP).  On  October  3,  2008,  Congress  passed  and 
President  Bush  signed  into  law  the  Emergency  Economic  Stabilization  Act  of  2008,  P.L.  110- 


Congressional  Budget  Office,  "Fannie  Mae,  Freddie  Mac,  and  the  Federal  Role  in  the  Secondary  Mortgage 
Market,"  December  2010,  atx,  http://www.cbo.gov/ftpdocs/120xx/docl2032/12-23-FannieFreddie.pdf. 

99  Federal  Housing  Finance  Agency,  News  Release,  "FHFA  Releases  Projections  Showing  Range  of  Potential 
Draws  for  Fannie  Mae  and  Freddie  Mac,"  October  21,  2010,  http://fhfa.gov/webfiles/19409/Projections_102110.pdf. 

100  The  statistics  cited  in  this  paragraph  are  taken  from  the  U.S.  Department  of  Housing  and  Urban  Development, 
"FHA  Single-Family  Mutual  Mortgage  Insurance  Fund  Programs,  Quarterly  Report  to  Congress,  FY  2011  Ql," 
March  17,  2011,  at  4  and  19,  http://www.hud.gov/offices/hsg/rmra/oe/rpts/rtc/fhartc_ql_2011.pdf. 
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343.  This  law,  which  passed  both  Houses  with  bipartisan  majorities,  established  the  Troubled 
Asset  Relief  Program  (TARP)  and  authorized  the  expenditure  of  up  to  $700  billion  to  stop 
financial  institutions  from  collapsing  and  further  damaging  the  U.S.  economy.  Administered  by 
the  Department  of  the  Treasury,  with  support  from  the  Federal  Reserve,  TARP  funds  have  been 
used  to  inject  capital  into  or  purchase  or  insure  assets  at  hundreds  of  large  and  small  banks. 

The  largest  recipients  of  TARP  funds  were  AIG,  Ally  Financial  (formerly  GMAC 
Financial  Services),  Bank  of  America,  Citigroup,  Goldman  Sachs,  JPMorgan  Chase,  Morgan 
Stanley,  PNC  Financial  Services,  U.S.  Bancorp,  and  Wells  Fargo,  as  well  as  Chrysler,  and 
General  Motors.  Most  have  repaid  all  or  a  substantial  portion  of  the  TARP  funds  they  received. 

Although  initially  expected  to  cost  U.S.  taxpayers  more  than  $350  billion,  the 
Congressional  Budget  Office  estimated  in  November  2010,  that  the  final  cost  of  the  TARP 
program  will  be  approximately  $25  billion.101 

Federal  Reserve  Emergency  Support  Programs.  In  addition,  as  the  financial  crisis 
began  to  unfold,  the  Federal  Reserve  aggressively  expanded  its  balance  sheet  from  about  $900 
billion  at  the  beginning  of  2008,  to  more  than  $2.4  trillion  in  December  2010,  to  provide  support 
to  the  U.S.  financial  system  and  economy.  Using  more  than  a  dozen  programs,  through  more 
than  21,000  individual  transactions,  the  Federal  Reserve  provided  trillions  of  dollars  in  assistance 
to  U.S.  and  foreign  financial  institutions  in  an  effort  to  promote  liquidity  and  prevent  a  financial 
collapse.102  In  some  instances,  the  Federal  Reserve  created  new  programs,  such  as  its  Agency 
Mortgage  Backed  Securities  Purchase  Program  which  purchased  more  than  $1.25  trillion  in 
mortgages  backed  by  Fannie  Mae,  Freddie  Mac,  and  Ginnie  Mae. 103  In  other  instances,  it 
modified  and  significantly  expanded  existing  programs,  such  as  by  lowering  the  quality  of 
collateral  it  accepted  for  access  to  and  increasing  lending  by  the  discount  window. 

Dodd-Frank  Act.  On  July  21,  2010,  Congress  passed  and  President  Obama  signed  into 
law  the  Dodd-Frank  Wall  Street  Reform  and  Consumer  Protection  Act,  P.L.  111-203.  This  law, 
which  passed  both  Houses  with  bipartisan  majorities,  expanded  the  authority  of  regulatory 
agencies  to  try  to  prevent  future  financial  crises.  Among  other  provisions,  the  law: 

-  established  a  Financial  Stability  Oversight  Council,  made  up  of  federal  financial 
regulators  and  others,  to  identify  and  respond  to  emerging  financial  risks; 

-  established  a  Consumer  Financial  Protection  Bureau  to  strengthen  protections  of 
American  consumers  from  abusive  financial  products  and  practices; 

-  restricted  proprietary  trading  and  investments  in  hedge  funds  by  banks  and  other  large 
financial  institutions; 
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11/2010  "Report  on  the  Troubled  Asset  Relief  Program,"  prepared  by  the  Congressional  Budget  Office, 


http://www.cbo.gov/ftpdocs/119xx/docll980/ll-29-TARP.pdf. 
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Usage  of  Federal  Reserve  Credit  and  Liquidity  Facilities,"  Federal  Reserve  Board,  available  at 


http://www.federalreserve.gov/newsevents/reform_transaction.htm. 
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-  prohibited  sponsors  of  asset  backed  securities  from  engaging  in  transactions  that  would 
involve  or  result  in  a  material  conflict  of  interest  with  investors  in  those  securities; 

-  established  procedures  to  require  nonbank  firms  whose  failure  would  threaten  U.S. 
financial  stability  to  divest  some  holdings  or  undergo  an  orderly  liquidation; 

-  strengthened  regulation  of  credit  rating  agencies; 

-  strengthened  mortgage  regulation,  including  by  clamping  down  on  high  cost  mortgages, 
requiring  securitizers  to  retain  limited  liability  for  securities  reliant  on  high  risk 
mortgages,  banning  stated  income  loans,  and  restricting  negative  amortization  loans; 

-  required  better  federal  regulation  of  mortgage  brokers; 

-  directed  regulators  to  require  greater  capital  and  liquidity  reserves; 

-  required  regulation  of  derivatives  and  derivative  dealers; 

-  required  registration  of  certain  hedge  funds  and  private  equity  funds; 

-  authorized  regulators  to  impose  standards  of  conduct  that  are  the  same  as  those 
applicable  to  investment  advisers  on  broker-dealers  who  provide  personalized 
investment  advice  to  retail  customers;  and 

-  abolished  the  Office  of  Thrift  Supervision. 

H.  Financial  Crisis  Timeline 

This  Report  reviews  events  from  the  period  2004  to  2008,  in  an  effort  to  identify  and 
explain  four  significant  causes  of  the  financial  crisis.  A  variety  of  events  could  be  identified  as 
the  start  of  the  crisis.  Candidates  include  the  record  number  of  home  loan  defaults  that  began  in 
December  2006;  the  FDIC's  March  2007  cease  and  desist  order  against  Fremont  Investment  & 
Loan  which  exposed  the  existence  of  unsafe  and  unsound  subprime  lending  practices;  or  the 
collapse  of  the  Bear  Stearns  hedge  funds  in  June  2007.  Still  another  candidate  is  the  two-week 
period  in  September  2008,  when  half  a  dozen  major  U.S.  financial  institutions  failed,  were 
forcibly  sold,  or  were  bailed  out  by  U.S.  taxpayers  seeking  to  prevent  a  collapse  of  the  U.S. 
economy. 

This  Report  concludes,  however,  that  the  most  immediate  trigger  to  the  financial  crisis 
was  the  July  2007  decision  by  Moody's  and  S&P  to  downgrade  hundreds  of  RMBS  and  CDO 
securities.  The  firms  took  this  action  because,  in  the  words  of  one  S&P  senior  analyst,  the 
investment  grade  ratings  could  not  "hold."  By  acknowledging  that  RMBS  and  CDO  securities 
containing  high  risk,  poor  quality  mortgages  were  not  safe  investments  and  were  going  to  incur 
losses,  the  credit  rating  agencies  admitted  the  emperor  had  no  clothes.  Investors  stopped  buying, 
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the  value  of  the  RMBS  and  CDO  securities  fell,  and  financial  institutions  around  the  world  were 
suddenly  left  with  unmarketable  securities  whose  value  was  plummeting.  The  financial  crisis 
was  on. 

Because  of  the  complex  nature  of  the  financial  crisis,  this  chapter  concludes  with  a  brief 
timeline  of  some  key  events  from  2006  through  2008.  The  succeeding  chapters  provide  more 
detailed  examinations  of  the  roles  of  high  risk  lending,  federal  regulators,  credit  ratings  agencies, 
and  investment  banks  in  causing  the  financial  crisis. 
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Financial  Crisis  Timeline 
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December  2006: 

Ownit  Mortgage  Solutions  bankruptcy 

February  27,  2007: 

Freddie  Mac  announces  it  will  no  longer  buy  the 
most  risky  subprime  mortgages 

March  7,  2007: 

FDIC  issues  cease  &  desist  order  against  Fremont 

for  unsafe  and  unsound  banking 

April  2,  2007: 

New  Century  bankruptcy 

June  17,  2007: 

Two  Bear  Stearns  subprime  hedge  funds  collapse 

July  10  and  12,  2007: 

Credit  rating  agencies  issue  first  mass  downgrades 
of  hundreds  of  RMBS  and  CDO  securities 

August  6,  2007: 

American  Home  Mortgage  bankruptcy 

August  17,  2007: 

Federal  Reserve:  "[M]arket  conditions  have 
deteriorated....  downside  risks  to  growth  have 
increased  appreciably." 

August  31,  2007: 

Ameriquest  Mortgage  ceases  operations 

December  12,  2007: 

Federal  Reserve  establishes  Term  Auction  Facility 
to  provide  bank  funding  secured  by  collateral 

January  2008: 

ABX  Index  stops  issuing  new  subprime  indices 

January  11,  2008: 

Countrywide  announces  sale  to  Bank  of  America 

January  30,  2008: 

S&P  downgrades  or  places  on  credit  watch  over 
8,000  RMBS/CDO  securities 


March  24,  2008: 

Federal  Reserve  Bank  of  New  York  forms  Maiden 
Lane  I  to  help  JPMorgan  Chase  acquire  Bear  Stearns 

May  29,  2008: 

Bear  Stearns  shareholders  approve  sale 

July  11,  2008: 

IndyMac  Bank  fails  and  is  seized  by  FDIC 

July  15,  2008: 

SEC  restricts  naked  short  selling  of  some  financial 
stocks 

September  7,  2008: 

U.S.  takes  control  of  Fannie  Mae  &  Freddie  Mac 

September  15,  2008: 

Lehman  Brothers  bankruptcy 

September  15,  2008 

Merrill  Lynch  announces  sale  to  Bank  of  America 

September  16,  2008: 

Federal  Reserve  offers  $85  billion  credit  line  to  AIG; 
Reserve  Primary  Money  Fund  NAV  falls  below  $1 

September  21,  2008: 

Goldman  Sachs  and  Morgan  Stanley  convert  to  bank 
holding  companies 

September  25,  2008: 

WaMu  fails,  seized  by  FDIC,  sold  to  JPMorgan  Chase 

October  3,  2008: 

Congress  and  President  Bush  establish  TARP 

October  12,  2008: 

Wachovia  sold  to  Wells  Fargo 

October  28,  2008: 

U.S.  uses  TARP  to  buy  $125  billion  in  preferred 
stock  at  9  banks 

November  25,  2008: 

Federal  Reserve  buys  Fannie  and  Freddie  assets 


Many  of  these  events  are  based  upon  a  timeline  prepared  by  the  Federal  Reserve  Bank  of  St.  Louis,  "The  Financial 
Crisis:  A  Timeline  of  Events  and  Policy  Actions,"  http://timeline.stlouisfed.org/mdex.cfm?p=timeline. 
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III.      HIGH  RISK  LENDING: 

CASE  STUDY  OF  WASHINGTON  MUTUAL  BANK 

Washington  Mutual  Bank,  known  also  as  WaMu,  rose  out  the  ashes  of  the  great  Seattle 
fire  to  make  its  first  home  loan  in  1890.  By  2004,  WaMu  had  become  one  of  the  nation's  largest 
financial  institutions  and  a  leading  mortgage  lender.  Its  demise  just  four  years  later  provides  a 
case  history  that  traces  not  only  the  rise  of  high  risk  lending  in  the  mortgage  field,  but  also  how 
those  high  risk  mortgages  led  to  the  failure  of  a  leading  bank  and  contributed  to  the  financial 
crisis  of  2008. 

For  many  years,  WaMu  was  a  mid-sized  thrift,  specializing  in  home  mortgages.  In  the 
1990s,  WaMu  initiated  a  period  of  growth  and  acquisition,  expanding  until  it  became  the  nation's 
largest  thrift  and  sixth  largest  bank,  with  $300  billion  in  assets,  $188  billion  in  deposits,  2,300 
branches  in  15  states,  and  over  43,000  employees.  In  2003,  its  longtime  CEO,  Kerry  Killinger, 
said  he  wanted  to  do  for  the  lending  industry  what  Wal-Mart  and  others  did  for  their  industries, 
by  catering  to  middle  and  lower  income  Americans  and  helping  the  less  well  off  buy  homes. 105 
Soon  after,  WaMu  embarked  on  a  strategy  of  high  risk  lending.  By  2006,  its  high  risk  loans 
began  incurring  record  rates  of  delinquency  and  default,  and  its  securitizations  saw  ratings 
downgrades  and  losses.  In  2007,  the  bank  itself  began  incurring  losses.  Its  shareholders  lost 
confidence,  and  depositors  began  withdrawing  funds,  eventually  causing  a  liquidity  crisis.  On 
September  25,  2008,  119  years  to  the  day  of  its  founding,  WaMu  was  seized  by  its  regulator,  the 
Office  of  Thrift  Supervision  (OTS),  and  sold  to  JPMorgan  Chase  for  $1.9  billion.  Had  the  sale 
not  gone  through,  WaMu's  failure  might  have  exhausted  the  $45  billion  Deposit  Insurance  Fund. 
Washington  Mutual  is  the  largest  bank  failure  in  U.S.  history. 

This  case  study  examines  how  one  bank's  strategy  for  growth  and  profit  led  to  the 
origination  and  securitization  of  hundreds  of  billions  of  dollars  in  poor  quality  mortgages  that 
undermined  the  U.S.  financial  system.  WaMu  had  held  itself  out  as  a  prudent  lender,  but  in 
reality,  the  bank  turned  increasingly  to  higher  risk  loans.  Its  fixed  rate  mortgage  originations  fell 
from  64%  of  its  loan  originations  in  2003,  to  25%  in  2006,  while  subprime,  Option  ARM,  and 
home  equity  originations  jumped  from  19%  of  the  originations  to  55%.  Using  primarily  loans 
from  its  subprime  lender,  Long  Beach  Mortgage  Corporation,  WaMu's  subprime  securitizations 
grew  sixfold,  increasing  from  about  $4.5  billion  in  2003,  to  $29  billion  in  securitizations  in  2006. 
From  2000  to  2007,  WaMu  and  Long  Beach  together  securitized  at  least  $77  billion  in  subprime 
loans.  WaMu  also  increased  its  origination  of  Option  ARMs,  its  flagship  product,  which  from 
2003  to  2007,  represented  as  much  as  half  of  all  of  WaMu's  loan  originations.  In  2006  alone, 
Washington  Mutual  originated  more  than  $42.6  billion  in  Option  ARM  loans  and  sold  or 
securitized  at  least  $115  billion,  including  sales  to  the  Federal  National  Mortgage  Association 
(Fannie  Mae)  and  Federal  Home  Loan  Mortgage  Corporation  (Freddie  Mac).  In  addition,  WaMu 
dramatically  increased  its  origination  and  securitization  of  home  equity  loan  products.  By  2007, 


105  "Saying  Yes,  WaMu  Built  Empire  on  Shaky  Loans,"  New  York  Times  (12/27/2008) 

http://www.nytimes.com/2008/12/28/business/28wamu. html?_r=l  (quoting  Mr.  Killinger:  "We  hope  to  do  to  this 
industry  what  Wal-Mart  did  to  theirs,  Starbucks  did  to  theirs,  Costco  did  to  theirs  and  Lowe's-Home  Depot  did  to 
their  industry.  And  I  think  if  we've  done  our  job,  five  years  from  now  you're  not  going  to  call  us  a  bank."). 
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home  equity  loans  made  up  $63.5  billion  or  27%  of  its  home  loan  portfolio,  a  130%  increase 
from  2003. 

At  the  same  time  that  WaMu  was  implementing  its  High  Risk  Lending  Strategy,  WaMu 
and  Long  Beach  engaged  in  a  host  of  shoddy  lending  practices  that  contributed  to  a  mortgage 
time  bomb.  Those  practices  included  qualifying  high  risk  borrowers  for  larger  loans  than  they 
could  afford;  steering  borrowers  to  higher  risk  loans;  accepting  loan  applications  without 
verifying  the  borrower's  income;  using  loans  with  teaser  rates  that  could  lead  to  payment  shock 
when  higher  interest  rates  took  effect  later  on;  promoting  negatively  amortizing  loans  in  which 
many  borrowers  increased  rather  than  paid  down  their  debt;  and  authorizing  loans  with  multiple 
layers  of  risk.  In  addition,  WaMu  and  Long  Beach  failed  to  enforce  compliance  with  their 
lending  standards;  allowed  excessive  loan  error  and  exception  rates;  exercised  weak  oversight 
over  the  third  party  mortgage  brokers  who  supplied  half  or  more  of  their  loans;  and  tolerated  the 
issuance  of  loans  with  fraudulent  or  erroneous  borrower  information.  They  also  designed 
compensation  incentives  that  rewarded  loan  personnel  for  issuing  a  large  volume  of  higher  risk 
loans,  valuing  speed  and  volume  over  loan  quality. 

WaMu's  combination  of  high  risk  loans,  shoddy  lending  practices,  and  weak  oversight 
produced  hundreds  of  billions  of  dollars  of  poor  quality  loans  that  incurred  early  payment 
defaults,  high  rates  of  delinquency,  and  fraud.  Long  Beach  mortgages  experienced  some  of  the 
highest  rates  of  foreclosure  in  the  industry  and  their  securitizations  were  among  the  worst 
performing.  Senior  WaMu  executives  described  Long  Beach  as  "terrible"  and  "a  mess,"  with 
default  rates  that  were  "ugly."  WaMu's  high  risk  lending  operation  was  also  problem-plagued. 
WaMu  management  knew  of  evidence  of  deficient  lending  practices,  as  seen  in  internal  emails, 
audit  reports,  and  reviews.  Internal  reviews  of  WaMu's  loan  centers,  for  example,  described 
"extensive  fraud"  from  employees  "willfully"  circumventing  bank  policy.  An  internal  review 
found  controls  to  stop  fraudulent  loans  from  being  sold  to  investors  were  "ineffective."  On  at 
least  one  occasion,  senior  managers  knowingly  sold  delinquency-prone  loans  to  investors.  Aside 
from  Long  Beach,  WaMu's  President  Steve  Rotella  described  WaMu's  prime  home  loan 
business  as  the  "worst  managed  business"  he  had  seen  in  his  career. 

Documents  obtained  by  the  Subcommittee  reveal  that  WaMu  launched  its  High  Risk 
Lending  Strategy  primarily  because  higher  risk  loans  and  mortgage  backed  securities  could  be 
sold  for  higher  prices  on  Wall  Street.  They  garnered  higher  prices,  because  higher  risk  meant 
they  paid  a  higher  coupon  rate  than  other  comparably  rated  securities,  and  investors  paid  a  higher 
price  to  buy  them.  Selling  or  securitizing  the  loans  also  removed  them  from  WaMu's  books  and 
appeared  to  insulate  the  bank  from  risk. 

From  2004  to  2008,  WaMu  originated  a  huge  number  of  poor  quality  mortgages,  most  of 
which  were  then  resold  to  investment  banks  and  other  investors  hungry  for  mortgage  backed 
securities.  For  a  period  of  time,  demand  for  these  securities  was  so  great  that  WaMu  formed  its 
own  securitization  arm  on  Wall  Street.  Over  a  period  of  five  years,  WaMu  and  Long  Beach 
churned  out  a  steady  stream  of  high  risk,  poor  quality  loans  and  mortgage  backed  securities  that 
later  defaulted  at  record  rates.  Once  a  prudent  regional  mortgage  lender,  Washington  Mutual 
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tried — and  ultimately  failed — to  use  the  profits  from  poor  quality  loans  as  a  stepping  stone  to 
becoming  a  major  Wall  Street  player. 

Washington  Mutual  was  far  from  the  only  lender  that  sold  poor  quality  mortgages  and 
mortgage  backed  securities  that  undermined  U.S.  financial  markets.  The  Subcommittee 
investigation  indicates  that  Washington  Mutual  was  emblematic  of  a  host  of  financial  institutions 
that  knowingly  originated,  sold,  and  securitized  billions  of  dollars  in  high  risk,  poor  quality  home 
loans.  These  lenders  were  not  the  victims  of  the  financial  crisis;  the  high  risk  loans  they  issued 
became  the  fuel  that  ignited  the  financial  crisis. 

A.  Subcommittee  Investigation  and  Findings  of  Fact 

As  part  of  its  investigation  into  high  risk  lending  and  the  Washington  Mutual  case  study, 
the  Subcommittee  collected  millions  of  pages  of  documents  from  Washington  Mutual,  JPMorgan 
Chase,  OTS,  the  FDIC,  eAppraiselT,  Lenders  Service  Inc.,  Moody's,  Standard  &  Poor's,  various 
investment  banks,  Fannie  Mae,  Freddie  Mac,  and  others.  The  documents  included  email, 
correspondence,  internal  memoranda,  reports,  legal  pleadings,  financial  analysis,  prospectuses, 
and  more.  The  Subcommittee  also  conducted  more  than  30  interviews  with  former  WaMu 
employees  and  regulatory  officials.  The  Subcommittee  also  spoke  with  personnel  from  the 
Offices  of  the  Inspector  General  at  the  Department  of  Treasury  and  the  FDIC,  who  were  engaged 
in  a  joint  review  of  WaMu's  regulatory  oversight  and  the  events  leading  to  its  demise.  In 
addition,  the  Subcommittee  spoke  with  nearly  a  dozen  experts  on  a  variety  of  banking, 
accounting,  regulatory,  and  legal  issues.  On  April  13,  2010,  the  Subcommittee  held  a  hearing 
which  took  testimony  from  former  WaMu  officials  and  released  86  exhibits.106 

In  connection  with  the  hearing,  the  Subcommittee  released  a  joint  memorandum  from 
Chairman  Carl  Levin  and  Ranking  Member  Tom  Coburn  summarizing  the  investigation  to  date 
into  Washington  Mutual  and  the  role  of  high  risk  home  loans  in  the  financial  crisis.  The 
memorandum  contained  the  following  findings  of  fact,  which  this  Report  reaffirms. 

1.  High  Risk  Lending  Strategy.  Washington  Mutual  ("WaMu")  executives  embarked 
upon  a  High  Risk  Lending  Strategy  and  increased  sales  of  high  risk  home  loans  to 
Wall  Street,  because  they  projected  that  high  risk  home  loans,  which  generally 
charged  higher  rates  of  interest,  would  be  more  profitable  for  the  bank  than  low  risk 
home  loans. 

2.  Shoddy  Lending  Practices.  WaMu  and  its  affiliate,  Long  Beach  Mortgage 
Company  ("Long  Beach"),  used  shoddy  lending  practices  riddled  with  credit, 
compliance,  and  operational  deficiencies  to  make  tens  of  thousands  of  high  risk  home 
loans  that  too  often  contained  excessive  risk,  fraudulent  information,  or  errors. 


106 


Wall  Street  and  the  Financial  Crisis:  The  Role  of  High  Risk  Loans,"  before  the  U.S.  Senate  Permanent 
Subcommittee  on  Investigations,  S.Hrg.  111-67  (April  13,  2010)  (hereinafter  "April  13,  2010  Subcommittee 
Hearing"). 
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3.  Steering  Borrowers  to  High  Risk  Loans.  WaMu  and  Long  Beach  too  often  steered 
borrowers  into  home  loans  they  could  not  afford,  allowing  and  encouraging  them  to 
make  low  initial  payments  that  would  be  followed  by  much  higher  payments,  and 
presumed  that  rising  home  prices  would  enable  those  borrowers  to  refinance  their 
loans  or  sell  their  homes  before  the  payments  shot  up. 

4.  Polluting  the  Financial  System.  WaMu  and  Long  Beach  securitized  over  $77 
billion  in  subprime  home  loans  and  billions  more  in  other  high  risk  home  loans,  used 
Wall  Street  firms  to  sell  the  securities  to  investors  worldwide,  and  polluted  the 
financial  system  with  mortgage  backed  securities  which  later  incurred  high  rates  of 
delinquency  and  loss. 

5.  Securitizing  Delinquency-Prone  and  Fraudulent  Loans.  At  times,  WaMu  selected 
and  securitized  loans  that  it  had  identified  as  likely  to  go  delinquent,  without 
disclosing  its  analysis  to  investors  who  bought  the  securities,  and  also  securitized 
loans  tainted  by  fraudulent  information,  without  notifying  purchasers  of  the  fraud  that 
was  discovered. 

6.  Destructive  Compensation.  WaMu's  compensation  system  rewarded  loan  officers 
and  loan  processors  for  originating  large  volumes  of  high  risk  loans,  paid  extra  to 
loan  officers  who  overcharged  borrowers  or  added  stiff  prepayment  penalties,  and 
gave  executives  millions  of  dollars  even  when  its  High  Risk  Lending  Strategy  placed 
the  bank  in  financial  jeopardy. 

B.  Background 

Washington  Mutual  Bank  was  a  federally  chartered  thrift  whose  primary  federal  regulator 
was  the  Office  of  Thrift  Supervision  (OTS).  As  an  insured  depository  institution,  it  was  also 
overseen  by  the  Federal  Deposit  Insurance  Corporation  (FDIC).  Washington  Mutual  was  a  full 
service  consumer  and  business  bank.  This  Report  focuses  only  on  WaMu's  home  lending  and 
securitization  business.  As  part  of  that  business,  WaMu  originated  home  loans,  acquired  home 
loans  for  investment  and  securitization,  sold  pools  of  loans,  and  also  securitized  pools  of  home 
loans  that  it  had  originated  or  acquired.  It  was  also  a  leading  servicer  of  residential  mortgages. 

(1)  Major  Business  Lines  and  Key  Personnel 

From  2004  to  2008,  WaMu  had  four  major  business  lines.107  The  Home  Loans  Group 
handled  WaMu's  home  mortgage  originations,  securitizations,  and  servicing  operations.  The 
Commercial  Group  handled  apartment  buildings  and  other  commercial  properties.  The  Retail 
Banking  Group  provided  retail  banking  services  to  consumers  and  businesses  across  the  country. 
The  Card  Services  Group  handled  a  credit  card  business  purchased  from  Providian  Financial 
Corporation. 


107  9/25/2008  "OTS  Fact  Sheet  on  Washington  Mutual  Bank,"  Dochow_Darrel-00076154_001. 
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For  most  of  the  five-year  period  reviewed  by  the  Subcommittee,  WaMu  was  led  by  its 
longtime  Chairman  of  the  Board  and  Chief  Executive  Officer  (CEO)  Kerry  Killinger  who  joined 
the  bank  in  1982,  became  bank  president  in  1988,  and  was  appointed  CEO  in  1990.  Mr. 
Killinger  was  the  moving  force  behind  WaMu's  acquisitions  and  growth  strategy  during  the 
1990s,  and  made  the  fateful  decision  to  embark  upon  its  High  Risk  Lending  Strategy  in  2005. 
Mr.  Killinger  stepped  down  as  Chairman  of  the  Board  in  June  2008,  after  shareholders  opposed 
having  the  same  person  occupy  the  bank's  two  top  positions.  He  was  dismissed  from  the  bank 
on  September  8,  2008,  the  same  day  WaMu  was  required  by  its  regulator,  OTS,  to  sign  a  public 
Memorandum  of  Understanding  to  address  its  lending  and  securitization  deficiencies.  Two 
weeks  later  the  bank  failed. 

Other  key  members  of  the  bank's  senior  management  included  President  Steve  Rotella 
who  joined  the  bank  in  January  2005;  Chief  Financial  Officer  Tom  Casey;  President  of  the  Home 
Loans  Division  David  Schneider  who  joined  the  bank  in  July  2005;  and  General  Counsel  Faye 
Chapman.  David  Beck  served  as  Executive  Vice  President  in  charge  of  the  bank's  Capital 
Markets  Division,  oversaw  its  securitization  efforts,  and  reported  to  the  head  of  Home  Loans. 
Anthony  Meola  headed  up  the  Home  Loans  Sales  effort.  Jim  Vanasek  was  WaMu's  Chief  Credit 
Officer  from  1999  until  2004,  and  was  then  appointed  its  Chief  Risk  Officer,  a  new  position, 
from  2004-2005.  After  Mr.  Vanasek's  retirement,  Ronald  Cathcart  took  his  place  as  Chief  Risk 
Officer,  and  headed  the  bank's  newly  organized  Enterprise  Risk  Management  Division,  serving 
in  that  post  from  2005  to  2007. 

(2)  Loan  Origination  Channels 

WaMu  was  one  of  the  largest  mortgage  originators  in  the  United  States. 108  It  originated 
and  acquired  residential  mortgages  through  several  methods,  which  it  referred  to  as  loan 
origination  channels.  WaMu  referred  to  them  as  its  retail,  wholesale,  subprime,  correspondent, 
and  conduit  channels. 

Retail  Channel.  In  WaMu's  parlance,  "retail  channel"  loans  were  loans  originated  by 
WaMu  employees,  typically  loan  officers  or  sales  associates  operating  out  of  WaMu  branded 
loan  centers.  The  prospective  borrower  typically  communicated  directly  with  the  WaMu  loan 
officer,  who  was  often  called  a  "loan  consultant."  WaMu  considered  all  retail  channel  loans  to 
be  "prime"  loans,  regardless  of  the  characteristics  of  the  loan  or  the  creditworthiness  of  the 
borrower,  and  sometimes  referred  to  the  retail  channel  as  the  "prime"  channel.  The  retail 
channel  originated  significant  numbers  of  Option  ARM  loans,  which  WaMu  treated  as  prime 
loans,  despite  their  inherent  risks.  According  to  the  Inspectors  General  of  the  U.S.  Treasury 
Department  and  the  FDIC,  who  prepared  a  report  on  WaMu's  failure  (hereinafter  "IG  Report"), 
"Option  ARMs  represented  as  much  as  half  of  all  loan  originations  from  2003  to  2007  and 
approximately  $59  billion,  or  47  percent,  of  the  home  loans  on  WaMu's  balance  sheet  at  the  end 


108  See,  e.g.,  "Mortgage  Lender  Rankings  by  Residential  Originations,"  charts  prepared  by  MortgageDaily.com 
(indicating  WaMu  was  one  of  the  top  three  issuers  of  U.S.  residential  mortgages  from  2003  to  2005);  "Washington 
Mutual  to  Acquire  PNC's  Residential  Mortgage  Business,"  Business  Wire  (10/2/2000), 
http://findarticles.eom/p/articles/mi_m0EIN/is_2000_Oct_2/ai_65635032. 
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of  2007." 109  The  retail  channel  was  also  used  to  originate  substantial  numbers  of  home  equity 
loans  and  home  equity  lines  of  credit. 

Wholesale  Channel.  According  to  WaMu,  its  "wholesale  channel"  loans  were  loans  that 
the  bank  acquired  from  third  party  mortgage  brokers.  These  brokers,  who  were  not  WaMu 
employees,  located  borrowers  interested  in  purchasing  a  home  or  refinancing  an  existing 
mortgage,  and  explained  available  loans  that  could  be  underwritten  by  WaMu.  The  borrower's 
primary,  and  sometimes  sole,  contact  was  with  the  mortgage  broker.  The  mortgage  broker 
would  then  provide  the  borrower's  information  to  a  WaMu  loan  officer  who  would  determine 
whether  the  bank  would  finance  the  loan.  If  the  bank  decided  to  finance  the  loan,  the  broker 
would  receive  a  commission  for  its  efforts.  Third  party  mortgage  brokers  typically  received  little 
guidance  or  training  from  WaMu,  aside  from  receiving  daily  "rate  sheets"  explaining  the  terms 
of  the  loans  that  WaMu  was  willing  to  accept  and  the  available  commissions.  WaMu  treated 
wholesale  loans  issued  under  the  WaMu  brand  as  prime  loans. 

Subprime  Channel.  WaMu  also  originated  wholesale  loans  through  its  subprime 
affiliate  and  later  subsidiary,  Long  Beach  Mortgage  Company  ("Long  Beach").  Long  Beach  was 
a  purely  wholesale  lender,  and  employed  no  loan  officers  that  worked  directly  with  borrowers. 
Instead,  its  account  executives  developed  relationships  with  third  party  mortgage  brokers  who 
brought  prospective  loans  to  the  company,  and  if  Long  Beach  accepted  those  loans,  received  a 
commission  for  their  efforts.  WaMu  typically  referred  to  Long  Beach  as  its  "subprime  channel." 
Later,  in  2007,  when  the  bank  decided  to  eliminate  Long  Beach  as  a  separate  entity,  it  rebranded 
Long  Beach  as  its  "Wholesale  Specialty  Lending"  channel. 

At  times,  WaMu  also  acquired  subprime  loans  through  "correspondent"  or  "conduit" 
channels,  which  it  used  to  purchase  closed  loans — loans  that  had  already  been  financed — from 
other  lenders  for  investment  or  securitization.  For  example,  WaMu  at  times  operated  a 
correspondent  channel  that  it  referred  to  as  "Specialty  Mortgage  Finance"  and  used  to  purchase 
subprime  loans  from  other  lenders,  especially  Ameriquest,  for  inclusion  in  its  investment 
portfolio.  In  addition,  in  2005,  its  New  York  securitization  arm,  Washington  Mutual  Capital 
Corporation,  established  a  "subprime  conduit"  to  purchase  closed  subprime  loans  in  bulk  from 
other  lenders  for  use  in  securitizations.  At  the  end  of  2006,  WaMu  reported  that  its  investment 
portfolio  included  $4  billion  in  subprime  loans  from  Long  Beach  and  about  $16  billion  in 
subprime  loans  from  other  parties.110 

Other  Channels.  At  times,  WaMu  also  originated  or  acquired  loans  in  other  ways.  Its 
"Consumer  Direct"  channel,  for  example,  originated  loans  over  the  phone  or  internet;  borrowers 
did  not  need  to  meet  in  person  with  a  WaMu  loan  officer.  In  addition,  in  2004,  Washington 
Mutual  Capital  Corporation  (WCC)  set  up  a  conduit  to  purchase  closed  Alt  A  loans  in  bulk  from 


109  4/2010  "Evaluation  of  Federal  Regulatory  Oversight  of  Washington  Mutual  Bank,"  report  prepared  by  the 
Offices  of  Inspector  General  at  the  Department  of  the  Treasury  and  Federal  Deposit  Insurance  Corporation,  Hearing 
Exhibit  4/16-82  (hereinafter  "IG  Report"). 

110  See  3/1/2007  Washington  Mutual  Inc.  10-K  filing  with  the  SEC,  at  56. 
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other  lenders  and  use  them  in  securitizations.  WCC  shut  down  both  the  Alt  A  and  subprime 
conduits  in  April  2008,  after  it  became  too  difficult  to  find  buyers  for  new  securitizations. 


in 


The  Treasury  and  the  FDIC  IG  report  examining  the  failure  of  WaMu  found  that,  from 
2003  to  2007,  the  bulk  of  its  residential  loans — from  48%  to  70% — came  from  third  party 
lenders  and  brokers.112  That  report  also  determined  that,  in  2007,  WaMu  had  14  full-time 
employees  overseeing  34,000  third  party  brokers  doing  business  with  the  bank  nationwide,  and 
criticized  the  Bank's  oversight  and  staffing  effort.113 

(3)    Long  Beach 

WaMu  had  traditionally  originated  mortgages  to  well  qualified  prime  borrowers.  But  in 
1999,  WaMu  bought  Long  Beach  Mortgage  Company,114  which  was  exclusively  a  subprime 
lender  to  borrowers  whose  credit  histories  did  not  support  their  getting  a  traditional  mortgage.115 
Long  Beach  was  located  in  Anaheim,  California,  had  a  network  of  loan  centers  across  the 
country,  and  at  its  height  had  as  many  as  1,000  employees. 

Long  Beach  made  loans  for  the  express  purpose  of  securitizing  them  and  profiting  from 
the  gain  on  sale;  it  did  not  hold  loans  for  its  own  investment.  It  had  no  loan  officers  of  its  own, 
but  relied  entirely  on  third  party  mortgage  brokers  bringing  proposed  subprime  loans  to  its 
doors.  In  2000,  the  year  after  it  was  purchased  by  WaMu,  Long  Beach  made  and  securitized 
approximately  $2.5  billion  in  home  loans.    By  2006,  its  loan  operations  had  increased  more  than 
tenfold,  and  Long  Beach  securitized  nearly  $30  billion  in  subprime  home  loans  and  sold  the 
securities  to  investors.116 

Long  Beach's  most  common  subprime  loans  were  short  term,  hybrid  adjustable  rate 
mortgages,  known  as  "2/28,"  "3/27,"  or  "5/25"  loans.  These  30-year  mortgages  typically  had  a 
low  fixed  "teaser"  rate,  which  then  reset  to  a  higher  floating  rate  after  two  years  for  the  2/28, 
three  years  for  the  3/27,  or  five  years  for  the  5/25. 117  Long  Beach  typically  qualified  borrowers 
according  to  whether  they  could  afford  to  pay  the  initial,  low  interest  rate  rather  than  the  later, 


See  6/11/2007  chart  entitled,  "Capital  Markets  Division  Growth,"  JPM_WM03409858,  Hearing  Exhibit  4/13- 
47c. 

112  See  prepared  statement  of  Treasury  IG  Eric  Thorson,  "Wall  Street  and  the  Financial  Crisis:  Role  of  the 
Regulators,"  before  the  U.S.  Senate  Permanent  Subcommittee  on  Investigations,  S.Hrg.  111-672  (April  16,  2010) 
(hereinafter  "April  16,  2010  Subcommittee  Hearing"),  at  5. 

113  4/2010  IG  Report,  at  11,  Hearing  Exhibit  4/16-82. 

114  Washington  Mutual  Inc.  actually  purchased  Long  Beach  Financial  Corporation,  the  parent  of  Long  Beach 
Mortgage  Corporation,  for  about  $350  million. 

115 12/21/2005  OTS  internal  memorandum  from  OTS  examiners  to  Darrel  Dochow,  OTSWMS06-007  0001009, 
Hearing  Exhibit  4/16-31  ("LBMC  was  acquired...  as  a  vehicle  for  WMI  to  access  the  subprime  loan  market. 
LBMC's  core  business  is  the  origination  of  subprime  mortgage  loans  through  a  nationwide  network  of  mortgage 
brokers."). 

116  "Securitizations  of  Washington  Mutual  Subprime  Home  Loans,"  chart  prepared  by  the  Subcommittee,  Hearing 
Exhibit  4/13-lc. 

117  For  more  information  about  these  types  of  loans,  see  Chapter  II. 
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higher  interest  rate.118  For  "interest-only"  loans,  monthly  loan  payments  were  calculated  to 
cover  only  the  interest  due  on  the  loan  and  not  any  principal.  After  the  fixed  interest  rate  period 
expired,  the  monthly  payment  was  typically  recalculated  to  pay  off  the  entire  remaining  loan 
within  the  remaining  loan  period  at  the  higher  floating  rate.  Unless  borrowers  could  refinance, 
the  suddenly  increased  monthly  payments  caused  some  borrowers  to  experience  "payment 
shock"  and  default  on  their  loans. 

From  1999  to  2006,  Long  Beach  operated  as  a  subsidiary  of  Washington  Mutual  Inc.,  the 
parent  of  Washington  Mutual  Bank.  Long  Beach's  loans  repeatedly  experienced  early  payment 
defaults,  high  delinquency  rates,  and  losses,  and  its  securitizations  were  among  the  worst 
performing  in  the  market.119  In  2006,  in  a  bid  to  strengthen  Long  Beach's  performance,  WaMu 
received  permission  from  its  regulator,  OTS,  to  purchase  the  company  from  its  parent  and  make 
it  a  wholly  owned  subsidiary  of  the  bank.  WaMu  installed  new  management,  required  the  head 
of  Long  Beach  to  report  to  its  Home  Loans  Division  President,  and  promised  OTS  that  it  would 
improve  Long  Beach.  When  Long  Beach's  loans  continued  to  perform  poorly,  in  June  2007, 
WaMu  shut  down  Long  Beach  as  a  separate  entity,  and  took  over  its  subprime  lending 
operations,  rebranding  Long  Beach  as  its  "Wholesale  Specialty  Lending"  channel.  WaMu 
continued  to  issue  and  securitize  subprime  loans.  After  the  subprime  market  essentially  shut 
down  a  few  months  later  in  September  2007,  WaMu  ended  all  of  its  subprime  lending. 

From  2000  to  2007,  Long  Beach  and  WaMu  together  securitized  tens  of  billions  of 
dollars  in  subprime  loans,  creating  mortgage  backed  securities  that  frequently  received  AAA  or 
other  investment  grade  credit  ratings.  12°  Although  AAA  securities  are  supposed  to  be  very  safe 
investments  with  low  default  rates  of  one  to  two  percent,  of  the  75  Long  Beach  mortgage  backed 
security  tranches  rated  AAA  by  Standard  and  Poor's  in  2006,  all  75  have  been  downgraded  to 
junk  status,  defaulted,  or  been  withdrawn.121  In  most  of  the  2006  Long  Beach  securitizations, 
the  underlying  loans  have  delinquency  rates  of  50%  or  more. 122 

(4)  Securitization 

Washington  Mutual  depended  on  the  securitization  process  to  generate  profit,  manage 
risk,  and  obtain  capital  to  originate  new  loans.  Washington  Mutual  and  Long  Beach  sold  or 
securitized  most  of  the  subprime  home  loans  they  acquired.  Initially,  Washington  Mutual  kept 
most  of  its  Option  ARMs  in  its  proprietary  investment  portfolio,  but  eventually  began  selling  or 
securitizing  those  loans  as  well.  From  2000  to  2007,  Washington  Mutual  and  Long  Beach 


118  See  April  13,  2010  Subcommittee  Hearing  at  50. 

119  See  4/14/2005  email  exchange  between  OTS  examiners,  "Fitch  -  LBMC  Review,"  Hearing  Exhibit  4/13-8a 
(discussing  findings  by  Fitch,  a  credit  rating  agency,  highlighting  poor  performance  of  Long  Beach  securities). 

120  "Securitizations  of  Washington  Mutual  Subprime  Home  Loans,"  chart  prepared  by  the  Subcommittee,  Hearing 
Exhibit  4/13-lc. 

121  See  Standard  and  Poor's  data  at  www.globalcreditportal.com. 

122 

See,  e.g.,  wamusecurities.com  (subscription  website  maintained  by  JPMorgan  Chase  with  data  on  Long  Beach 
and  WaMu  mortgage  backed  securities  showing,  as  of  March  2011,  delinquency  rates  for  particular  mortgage 
backed  securities,  including  LBMLT  2006-1  -  58.44%;  LBMLT  2006-6  -  60.06%;  and  LBMLT  2005-11  - 
54.32%). 
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securitized  at  least  $77  billion  in  subprime  home  loans.  Washington  Mutual  sold  or  securitized 
at  least  $115  billion  of  Option  ARM  loans,  as  well  as  billions  more  of  other  types  of  high  risk 
loans,  including  hybrid  adjustable  rate  mortgages,  Alt  A,  and  home  equity  loans. 

When  Washington  Mutual  began  securitizing  its  loans,  it  was  dependent  upon  investment 
banks  to  help  underwrite  and  sell  its  securitizations.  In  order  to  have  greater  control  of  the 
securitization  process  and  to  keep  securitization  underwriting  fees  in  house,  rather  than  paying 
them  to  investment  banks,  WaMu  acquired  a  company  able  to  handle  securitizations  and 
renamed  it  Washington  Mutual  Capital  Corporation  (WCC),  which  became  a  wholly  owned 
subsidiary  of  the  bank. 123  WCC  was  a  registered  broker-dealer  and  began  to  act  as  an 
underwriter  of  WaMu  and  Long  Beach  securitizations.124   WCC  worked  with  two  other  bank 
subsidiaries,  Washington  Mutual  Mortgage  Securities  Corp.  and  Washington  Mutual  Asset 
Acceptance  Corp.,  that  provided  warehousing  for  WaMu  loans  before  they  were  securitized. 
WCC  helped  to  assemble  RMBS  pools  and  sell  the  resulting  RMBS  securities  to  investors.  At 
first  it  worked  with  other  investment  banks;  later  it  became  the  sole  underwriter  of  some  WaMu 
securitizations. 

WCC  was  initially  based  in  Seattle  with  30  to  40  employees.125  In  2004,  it  moved  its 
headquarters  to  Manhattan.126  At  the  height  of  WCC  operations,  right  before  the  collapse  of  the 
securitization  market,  WCC  had  over  200  employees  and  offices  in  Seattle,  New  York,  Los 
Angeles,  and  Chicago,  with  the  majority  of  its  personnel  in  New  York.127  WCC  closed  its  doors 
in  December  2007,  after  the  securitization  markets  collapsed. 

(5)  Overview  of  WaMu's  Rise  and  Fall 

Washington  Mutual  Bank  (WaMu)  was  a  wholly  owned  subsidiary  of  its  parent  holding 
company,  Washington  Mutual  Inc.128  From  1996  to  2002,  WaMu  acquired  over  a  dozen  other 
financial  institutions,  including  American  Savings  Bank,  Great  Western  Bank,  Fleet  Mortgage 
Corporation,  Dime  Bancorp,  PNC  Mortgage,  and  Long  Beach,  expanding  to  become  the  nation's 
largest  thrift  and  sixth  largest  bank.  WaMu  also  became  one  of  the  largest  issuers  of  home  loans 
in  the  country.  Washington  Mutual  kept  a  portion  of  those  loans  for  its  own  investment 
portfolio,  and  sold  the  rest  either  to  Wall  Street  investors,  usually  after  securitizing  them,  or  to 
Fannie  Mae  or  Freddie  Mac.  From  2001  to  2007,  Washington  Mutual  sold  approximately  $430 
billion  in  loans  to  Fannie  Mae  and  Freddie  Mac,  representing  nearly  a  quarter  of  its  loan 
production  during  those  years. 


123See  6/11/2007  chart  entitled,  "Capital  Markets  Division  Growth,"  JPM_WM03409858,  Hearing  Exhibit  4/13-47c. 

124  Prepared  statement  of  David  Beck,  April  13,  2010  Subcommittee  Hearing  at  2. 

125  Subcommittee  interview  of  David  Beck  (3/2/2010). 

126  Id. 

127  Id. 

128  9/25/2008  "OTS  Fact  Sheet  on  Washington  Mutual  Bank,"  Dochow_Darrel-00076154_001,  at  002.  Washington 
Mutual  Inc.  also  owned  a  second,  much  smaller  thrift,  Washington  Mutual  Bank,  FSB.  Id. 
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In  2006,  WaMu  took  several  major  actions  that  reduced  the  size  of  its  Home  Loans 
Group.  It  sold  $140  billion  in  mortgage  servicing  rights  to  Wells  Fargo;  sold  a  $22  billion 
portfolio  of  home  loans  and  other  securities;  and  reduced  its  workforce  significantly. 129 

In  July  2007,  after  the  Bear  Stearns  hedge  funds  collapsed  and  the  credit  rating  agencies 
downgraded  the  ratings  of  hundreds  of  mortgaged  backed  securities,  including  over  40  Long 
Beach  securities,  the  secondary  market  for  subprime  loans  dried  up.  In  September  2007,  due  to 
the  difficulty  of  finding  investors  willing  to  purchase  subprime  loans  or  mortgage  backed 
securities,  Washington  Mutual  discontinued  its  subprime  lending.  It  also  became  increasingly 
difficult  for  Washington  Mutual  to  sell  other  types  of  high  risk  loans  and  related  mortgage 
backed  securities,  including  its  Option  ARMs  and  home  equity  products.  Instead,  WaMu 
retained  these  loans  in  its  portfolios.  By  the  end  of  the  year,  as  the  value  of  its  loans  and 
mortgage  backed  securities  continued  to  drop,  Washington  Mutual  began  to  incur  significant 
losses,  reporting  a  $1  billion  loss  in  the  fourth  quarter  of  2007,  and  another  $1  billion  loss  in  the 
first  quarter  of  2008. 

In  February  2008,  based  upon  increasing  deterioration  in  the  bank's  asset  quality, 
earnings,  and  liquidity,  OTS  and  the  FDIC  lowered  the  bank's  safety  and  soundness  rating  to  a  3 
on  a  scale  of  1  to  5,  signaling  it  was  a  troubled  institution.130  In  March  2008,  at  the  request  of 
OTS  and  the  FDIC,  Washington  Mutual  allowed  several  potential  buyers  of  the  bank  to  review 
its  financial  information.131  JPMorgan  Chase  followed  with  a  purchase  offer  that  WaMu 
declined.132  Instead,  in  April  2008,  Washington  Mutual's  parent  holding  company  raised  $7 
billion  in  new  capital  and  provided  $3  billion  of  those  funds  to  the  bank. 133  By  June,  the  bank 
had  shut  down  its  wholesale  lending  channel.134  It  also  closed  over  180  loan  centers  and 
terminated  3,000  employees.135  In  addition,  WaMu  reduced  its  dividend  to  shareholders.136 

In  July  2008,  a  $30  billion  subprime  mortgage  lender,  IndyMac,  failed  and  was  placed 
into  receivership  by  the  government.  In  response,  depositors  became  concerned  about 
Washington  Mutual  and  withdrew  over  $10  billion  in  deposits,  putting  pressure  on  the  bank's 
liquidity.  After  the  bank  disclosed  a  $3.2  billion  loss  for  the  second  quarter,  its  stock  price 
continued  to  drop,  and  more  deposits  left. 


129  Subcommittee  interview  of  Steve  Rotella  (2/24/2010).  See  also  3/1/2007  Washington  Mutual  Inc.  10-K  filing 
with  the  SEC,  at  1  (Washington  Mutual  reduced  its  workforce  from  60,789  to  49,824  from  December  31,  2005  to 
December  31,  2006.);  "Washington  Mutual  to  cut  2,500  jobs,"  MarketWatch  (2/15/2006),  available  at 
http://www.marketwatch.com/story/washington-mutual-cutting-2500-mortgage-jobs. 

130  See  2/27/2008  letter  from  Kerry  Killinger  to  Washington  Mutual  Board  of  Directors,  Hearing  Exhibit  4/16-41. 

131  Subcommittee  interviews  of  WaMu  Chief  Financial  Officer  Tom  Casey  (2/20/2010);  and  OTS  West  Region 
Office  Director  Darrel  Dochow  (3/3/2010);  4/2010  "Washington  Mutual  Regulators  Timeline,"  prepared  by  the 
Subcommittee,  Hearing  Exhibit  4/16-lj. 

132  Subcommittee  interview  of  Tom  Casey  (2/20/2010). 

133  4/2010  "Washington  Mutual  Regulators  Timeline,"  prepared  by  the  Subcommittee,  Hearing  Exhibit  4/16-lj. 

134  See  2/27/2008  letter  from  Kerry  Killinger  to  Washington  Mutual  Board  of  Directors,  Hearing  Exhibit  4/16-41. 

135  "Washington  Mutual  to  Take  Writedown,  Slash  Dividend,"  Bloomberg  (12/10/2007),  available  at 
http://www.bloomberg.com/apps/news?pid=newsarchive&sid=aNUz6NmbYZCQ. 

136  Id. 
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On  September  8,  2008,  Washington  Mutual  signed  a  public  Memorandum  of 
Understanding  that  it  had  negotiated  with  OTS  and  the  FDIC  to  address  the  problems  affecting 
the  bank.  Longtime  CEO  Kerry  Killinger  was  forced  to  leave  the  bank,  accepting  a  $15  million 
severance  payment. 13y  Allen  Fishman  was  appointed  his  replacement. 

On  September  15,  2008,  Lehman  Brothers  declared  bankruptcy.  Three  days  later,  on 
September  18,  OTS  and  the  FDIC  lowered  Washington  Mutual's  rating  to  a  "4,"  indicating  that  a 
bank  failure  was  a  possibility.  The  credit  rating  agencies  also  downgraded  the  credit  ratings  of 
the  bank  and  its  parent  holding  company.  Over  the  span  of  eight  days  starting  on  September  15, 
nearly  $17  billion  in  deposits  left  the  bank.  At  that  time,  the  Deposit  Insurance  Fund  contained 
about  $45  billion,  an  amount  which  could  have  been  exhausted  by  the  failure  of  a  $300  billion 
institution  like  Washington  Mutual.  As  the  financial  crisis  worsened  each  day,  regulatory 
concerns  about  the  bank's  liquidity  and  viability  intensified. 

Because  of  its  liquidity  problems  and  poor  quality  assets,  OTS  and  the  FDIC  decided  to 
close  the  bank.  Unable  to  wait  for  a  Friday,  the  day  on  which  most  banks  are  closed,  the 
agencies  acted  on  a  Thursday,  September  25,  2008,  which  was  also  the  119th  anniversary  of 
WaMu's  founding.  That  day,  OTS  seized  Washington  Mutual  Bank,  placed  it  into  receivership, 
and  appointed  the  FDIC  as  the  receiver.  The  FDIC  facilitated  its  immediate  sale  to  JPMorgan 
Chase  for  $1.9  billion.  The  sale  eliminated  the  need  to  draw  upon  the  Deposit  Insurance  Fund. 
WaMu's  parent,  Washington  Mutual,  Inc.,  declared  bankruptcy  soon  after. 

C.    High  Risk  Lending  Strategy 

In  2004,  Washington  Mutual  ramped  up  high  risk  home  loan  originations  to  borrowers 
that  had  not  traditionally  qualified  for  them.  The  following  year,  Washington  Mutual  adopted  a 
high  risk  strategy  to  issue  high  risk  mortgages,  and  then  mitigate  some  of  that  risk  by  selling  or 
securitizing  many  of  the  loans.  When  housing  prices  stopped  climbing  in  late  2006,  a  large 
number  of  those  risky  loans  began  incurring  extraordinary  rates  of  delinquency  as  did  the 
securities  that  relied  on  those  loans  for  cash  flow.  In  2007,  the  problems  with  WaMu's  High 
Risk  Lending  Strategy  worsened,  as  delinquencies  increased,  the  securitization  market  dried  up, 
and  the  bank  was  unable  to  find  buyers  for  its  high  risk  loans  or  related  securities. 

The  formal  initiation  of  WaMu's  High  Risk  Lending  Strategy  can  be  dated  to  January 
2005,  when  a  specific  proposal  was  presented  to  the  WaMu  Board  of  Directors  for  approval.138 
WaMu  adopted  this  strategy  because  its  executives  calculated  that  high  risk  home  loans  were 
more  profitable  than  low  risk  loans,  not  only  because  the  bank  could  charge  borrowers  higher 
interest  rates  and  fees,  but  also  because  higher  risk  loans  received  higher  prices  when  securitized 
and  sold  to  investors.  They  garnered  higher  prices  because,  due  to  their  higher  risk,  the 
securities  paid  a  higher  coupon  rate  than  other  comparably  rated  securities. 


137  "Washington  Mutual  CEO  Kerry  Killinger:  $100  Million  in  Compensation,  2003-2008,"  chart  prepared  by  the 
Subcommittee,  Hearing  Exhibit  4/13-lh. 

138  See  1/2005  "Higher  Risk  Lending  Strategy  'Asset  Allocation  Initiative,'"  submitted  to  Washington  Mutual  Board 
of  Directors  Finance  Committee  Discussion,  JPM_WM00302975-93,  Hearing  Exhibit  4/13-2a. 
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Over  a  five-year  period  from  2003  to  2008,  Washington  Mutual  Bank  shifted  its  loan 
originations  from  primarily  traditional  30-year  fixed  and  government  backed  loans  to  primarily 
higher  risk  home  loans.  This  shift  included  increased  subprime  loan  activity  at  Long  Beach, 
more  subprime  loans  purchased  through  its  Specialty  Mortgage  Finance  correspondent  channel, 
and  more  bulk  purchases  of  subprime  loans  through  its  conduit  channel  for  use  in  securitizations. 
WaMu  also  increased  its  originations  and  acquisitions  of  Option  ARM,  Alt  A,  and  home  equity 
loans.  While  the  shift  began  earlier,  the  strategic  decision  to  move  toward  higher  risk  loans  was 
not  fully  articulated  to  regulators  or  the  Board  of  Directors  until  the  end  of  2004  and  the 
beginning  of  2005. 139 

In  about  three  years,  from  2005  to  2007,  WaMu  issued  hundreds  of  billions  of  higher  risk 
loans,  including  $49  billion  in  subprime  loans140  and  $59  billion  in  Option  ARMs.141  Data 
compiled  by  the  Treasury  and  the  FDIC  Inspectors  General  showed  that,  by  the  end  of  2007, 
Option  ARMs  constituted  about  47%  of  all  home  loans  on  WaMu's  balance  sheet  and  home 
equity  loans  made  up  $63.5  billion  or  27%  of  its  home  loan  portfolio,  a  130%  increase  from 
2003. 142  According  to  an  August  2006  internal  WaMu  presentation  on  Option  ARM  credit  risk, 
from  1999  until  2006,  Option  ARM  borrowers  selected  the  minimum  monthly  payment  more 
than  95%  of  the  time.143  The  data  also  showed  that  at  the  end  of  2007,  84%  of  the  total  value  of 
the  Option  ARMs  was  negatively  amortizing,  meaning  that  the  borrowers  were  going  into  deeper 
debt  rather  than  paying  off  their  loan  balances.144  In  addition,  by  the  end  of  2007,  stated  income 
loans — loans  in  which  the  bank  had  not  verified  the  borrower's  income — represented  73%  of 
WaMu's  Option  ARMs,  50%  of  its  subprime  loans,  and  90%  of  its  home  equity  loans.145  WaMu 
also  originated  numerous  loans  with  high  loan-to-value  (LTV)  ratios,  in  which  the  loan  amount 
exceeded  80%  of  the  value  of  the  underlying  property.  The  Treasury  and  the  FDIC  Inspectors 
General  determined,  for  example,  that  44%  of  WaMu's  subprime  loans  and  35%  of  its  home 
equity  loans  had  LTV  ratios  in  excess  of  80%. 146  Still  another  problem  was  that  WaMu  had  high 
geographic  concentrations  of  its  home  loans  in  California  and  Florida,  states  that  ended  up 
suffering  above-average  home  value  depreciation. 147 


139  See,  e.g.,  12/21/2004  "Asset  Allocation  Initiative:  Higher  Risk  Lending  Strategy  and  Increased  Credit  Risk 
Management,"  Washington  Mutual  Board  of  Directors  Discussion,  JPM_WM 04107995-8008,  Hearing  Exhibit  4/13- 
2b;  1/2005  "Higher  Risk  Lending  Strategy  'Asset  Allocation  Initiative,'"  submitted  to  Washington  Mutual  Board  of 
Directors  Finance  Committee  Discussion,  JPM_WM00302975-93,  Hearing  Exhibit  4/13-2a. 

140  "Securitizations  of  Washington  Mutual  Subprime  Home  Loans,"  chart  prepared  by  the  Subcommittee,  Hearing 
Exhibit  4/13-lc. 

141  4/2010  IG  Report,  at  9,  Hearing  Exhibit  4/16-82. 

142  Id.  at  9-10. 

143  See  8/2006  Washington  Mutual  internal  report,  "Option  ARM  Credit  Risk,"  chart  entitled,  "Borrower-Selected 
Payment  Behavior,"  at  7,  Hearing  Exhibit  4/13-37.  The  WaMu  report  also  stated:  "Almost  all  Option  ARM 
borrowers  select  the  minimum  payment  every  month  with  very  high  persistency,  regardless  of  changes  in  the  interest 
rates  or  payment  adjustments."  Id.  at  2. 

144  4/2010  IG  Report,  at  9,  Hearing  Exhibit  4/16-82. 

145  Id.  at  10. 

146  Id. 

147  Id.  at  11. 
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(1)  Strategic  Direction 

In  2004,  WaMu  set  the  stage  for  its  High  Risk  Lending  Strategy  by  formally  adopting 
aggressive  financial  targets  for  the  upcoming  five-year  time  period.  The  new  earnings  targets 
created  pressure  for  the  bank  to  shift  from  its  more  conservative  practices  towards  practices  that 
carried  more  risk.  Mr.  Killinger  described  those  targets  in  a  June  2004  "Strategic  Direction" 
memorandum  to  WaMu's  Board  of  Directors:  "Our  primary  financial  targets  for  the  next  five 
years  will  be  to  achieve  an  average  ROE  [Return  on  Equity]  of  at  least  18%,  and  average  EPS 
[Earnings  Per  Share]  growth  of  at  least  13%." 148  In  his  memorandum  to  the  Board,  Mr.  Killinger 
predicted  continuing  growth  opportunities  for  the  bank: 

"In  a  consolidating  industry,  it  is  appropriate  to  continually  assess  if  shareholder  value 
creation  is  best  achieved  by  selling  for  a  short-term  change  of  control  premium  or  to 
continue  to  build  long-term  value  as  an  independent  company.  We  believe  remaining  an 
independent  company  is  appropriate  at  this  time  because  of  substantial  growth 
opportunities  we  see  ahead.  We  are  especially  encouraged  with  growth  prospects  for  our 
consumer  banking  group.  We  would  also  note  that  our  stock  is  currently  trading  at  a 
price  which  we  believe  is  substantially  below  the  intrinsic  value  of  our  unique  franchise. 
This  makes  it  even  more  important  to  stay  focused  on  building  long-term  shareholder 
value,  diligently  protecting  our  shareholders  from  inadequate  unsolicited  takeover 
proposals  and  maintaining  our  long  held  position  of  remaining  an  independent 
company."149 

Mr.  Killinger  identified  residential  nonprime  and  adjustable  rate  mortgage  loans  as  one  of  the 
primary  bank  businesses  driving  balance  sheet  growth.150  Mr.  Killinger  also  stated  in  the 
memorandum:  "Wholesale  and  correspondent  will  be  nationwide  and  retooled  to  deliver  higher 
margin  products."151 

(2)  Approval  of  Strategy 

After  2002,  Washington  Mutual  stopped  acquiring  lenders  specializing  in  residential 
mortgages,152  and  embarked  upon  a  new  strategy  to  push  the  company's  growth,  focused  on 
increasing  its  issuance  and  purchase  of  higher  risk  home  loans.  OTS  took  note  of  this  strategy  in 
WaMu's  2004  Report  on  Examination: 


148  6/1/2004  Washington  Mutual  memorandum  from  Kerry  Killinger  to  the  Board  of  Directors,  "Strategic 
Direction,"  JPM_WM05385579  at  581. 

149  Id.  at  582. 

150  Id. 

151  Id.  at  585. 

152  The  only  new  lender  that  Washington  Mutual  acquired  after  2004  was  Commercial  Capital  Bancorp  in  2006. 
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"Management  provided  us  with  a  copy  of  the  framework  for  WMFs  5-year  (2005-2009) 
strategic  plan  [which]  contemplates  asset  growth  of  at  least  10%  a  year,  with  assets 
increasing  to  near  $500  billion  by  2009." 153 

OTS  directed  the  bank  to  spell  out  its  new  lending  strategy  in  a  written  document  that  had  to  be 
presented  to  and  gain  approval  by  the  WaMu  Board  of  Directors. 


154 


In  response,  in  January  2005,  WaMu  management  developed  a  document  entitled, 
"Higher  Risk  Lending  Strategy"  and  presented  it  to  its  Board  of  Directors  for  approval  to  shift 
the  bank's  focus  from  originating  low  risk  fixed  rate  and  government  backed  loans  to  higher  risk 
subprime,  home  equity,  and  Option  ARM  loans.155  The  Strategy  disclosed  that  WaMu  planned 
to  increase  both  its  issuance  of  higher  risk  loans  and  its  offering  of  loans  to  higher  risk 
borrowers.  The  explicit  reasoning  for  the  shift  was  the  increased  profitability  of  the  higher  risk 
loans,  measured  by  actual  bank  data  showing  that  those  loans  produced  a  higher  "gain  on  sale" 
or  profit  for  the  bank  compared  to  lower  risk  loans.  For  example,  one  chart  supporting  the 
Strategy  showed  that  selling  subprime  loans  garnered  more  than  eight  times  the  gain  on  sale  as 
government  backed  loans.156 

The  WaMu  submission  to  the  Board  noted  that,  in  order  for  the  plan  to  be  successful, 
WaMu  would  need  to  carefully  manage  its  residential  mortgage  business  as  well  as  its  credit  risk, 
meaning  the  risk  that  borrowers  would  not  repay  the  higher  risk  loans.157  During  the  Board's 
discussion  of  the  strategy,  credit  officers  noted  that  losses  would  likely  lag  by  several  years.158 
These  documents  show  that  WaMu  knew  that,  even  if  loan  losses  did  not  immediately  come  to 
pass  after  initiating  the  High  Risk  Lending  Strategy,  it  did  not  mean  the  strategy  was  free  of 
problems. 


153  See  3/15/2004  OTS  Report  of  Examination,  at  OTSWMS04-0000001509,  Hearing  Exhibit  4/16-94  [Sealed 
Exhibit]. 

154  6/30/2004  OTS  Memo  to  Lawrence  Carter  from  Zalka  Ancely,  OTSWME04-0000005357  at  61  ("Joint  Memo  #9 
-  Subprime  Lending  Strategy");  3/15/2004  OTS  Report  of  Examination,  at  OTSWMS04-0000001483,  Hearing 
Exhibit  4/16-94  [Sealed  Exhibit].  See  also  1/2005  "Higher  Risk  Lending  Strategy  Presentation,"  submitted  to 
Washington  Mutual  Board  of  Directors,  at  JPM_WM00302978,  Hearing  Exhibit  4/13-2a  ("As  we  implement  our 
Strategic  Plan,  we  need  to  address  OTS/FDIC  2004  Safety  and  Soundness  Exam  Joint  Memos  8  &  9  .  .  .  Joint  Memo 
9:  Develop  and  present  a  SubPrime/Higher  Risk  Lending  Strategy  to  the  Board."). 

155  J/2005  "Higher  Risk  Lending  Strategy  Presentation,"  submitted  to  Washington  Mutual  Board  of  Directors,  at 
JPM_WM00302978,  Hearing  Exhibit  4/13-2a;  see  also  4/2010  "WaMu  Product  Originations  and  Purchases  by 
Percentage  -  2003-2007,"  chart  prepared  by  the  Subcommittee,  Hearing  Exhibit  4/13-li. 

156  4/18/2006  Washington  Mutual  Home  Loans  Discussion  Board  of  Directors  Meeting,  at  JPM_WM00690894, 
Hearing  Exhibit  4/13-3  (see  chart  showing  gain  on  sale  for  government  loans  was  13;  for  30-year,  fixed  rate  loans 
was  19;  for  option  loans  was  109;  for  home  equity  loans  was  113;  and  for  subprime  loans  was  150.). 

157  See  4/18/2006  Washington  Mutual  Home  Loans  Discussion  Board  of  Directors  Meeting,  at  JPM_WM00690899, 
Hearing  Exhibit  4/13-3  (acknowledging  that  the  risks  of  the  High  Risk  Lending  Strategy  included  managing  credit 
risk,  implementing  lending  technology  and  enacting  organizational  changes). 

158 1/18/2005  Washington  Mutual  Inc.  Washington  Mutual  Bank  FA  Finance  Committee  Minutes, 
JPM_WM06293964;  see  also  1/2005  "Higher  Risk  Lending  Strategy  Presentation,"  submitted  to  Washington 
Mutual  Board  of  Directors,  at  JPM_WM00302987,  Hearing  Exhibit  4/13-2a  ("Lags  in  Effects  of  Expansion,"  chart 
showing  peak  loss  rates  in  2007). 
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(3)  Definition  of  High  Risk  Lending 

As  part  of  the  2005  presentation  to  the  Board  of  Directors  outlining  the  strategy,  OTS 
recommended  that  WaMu  define  higher  risk  lending.159  The  January  2005  presentation 
contained  a  slide  defining  "Higher  Risk  Lending": 

"For  the  purpose  of  establishing  concentration  limits,  Higher  Risk  Lending 
strategies  will  be  implemented  in  a  'phased'  approach.  Later  in  2005  an 
expanded  definition  of  Higher  Risk  Lending — encapsulating  multiple  risk 
layering  and  expanded  underwriting  criteria — and  its  corresponding 
concentration  limit — will  be  presented  for  Board  approval. 

"The  initial  definition  is  'Consumer  Loans  to  Higher  Risk  Borrowers', 
which  at  11/30/04  totaled  $32  Billion  or  151%  of  total  risk-based  capital, 
comprised  of: 

-Subprime  loans,  or  all  loans  originated  by  Long  Beach  Mortgage 
or  purchased  through  our  Specialty  Mortgage  Finance  program 

-SFR  [Single  Family  Residential]  and  Consumer  Loans  to 


Borrowers  with  low  credit  scores  at  origination." 


160 


A  footnote  on  the  slide  defined  "low  credit  scores"  as  less  than  a  620  FICO  score  for  first  lien 
single  family  residence  mortgages,  home  equity  loans,  and  home  equity  lines  of  credit.  It 
defined  low  credit  scores  as  less  than  660  for  second  lien  home  equity  loans  (HEL)  and  lines  of 
credit  (HELOC),  and  other  consumer  loans.161 

While  the  January  2005  presentation  promised  to  present  a  fuller  definition  of  higher  risk 
loans  for  Board  approval  at  some  future  date,  a  more  complete  definition  had  already  been 
provided  to  the  Board  a  few  weeks  earlier  in  a  December  21,  2004  presentation  entitled,  "Asset 
Allocation  Initiative:  Higher  Risk  Lending  Strategy  and  Increased  Credit  Risk  Management."162 
This  presentation  contained  the  same  basic  definition  of  higher  risk  borrowers,  but  also  provided 
a  definition  of  higher  risk  loans. 

Higher  risk  loans  were  defined  as  single  family  residence  mortgages  with  a  loan-to-value 
(LTV)  ratio  of  equal  to  or  greater  than  90%  if  not  credit  enhanced,  or  a  combined-loan-to-value 


159  6/30/2004  OTS  Memo  to  Lawrence  Carter  from  Zalka  Ancely  ("Joint  Memo  #8  -  Loans  to  'Higher-Risk 
Borrowers'"),  OTSWME04-0000005357  at  61. 

160  J/2005  "Higher  Risk  Lending  Strategy  Presentation,"  submitted  to  Washington  Mutual  Board  of  Directors,  at 
JPM_WM00302979,  Hearing  Exhibit  4/13-2a. 

161  Id.  at  JPM_WM00302979. 

162  22/21/2004  "Asset  Allocation  Initiative:  Higher  Risk  Lending  Strategy  and  Increased  Credit  Risk  Management," 
Washington  Mutual  Board  of  Directors  Presentation,  at  JPM_WM04107995-8008,  Hearing  Exhibit  4/13-2b. 
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(CLTV)  ratio  of  95%.  These  numbers  are  a  notable  departure  from  the  80%  LTV  ratio 
traditionally  required  for  a  prime  loan.163  For  home  equity  loans  and  lines  of  credit,  WaMu 
considered  a  first  lien  to  be  high  risk  if  it  had  a  greater  than  90%  LTV  ratio,  and  considered  a 
second  lien  to  be  high  risk  if  had  a  greater  than  80%  CLTV  ratio. 


164 


The  December  2004  presentation  also  defined  higher  risk  lending  on  the  basis  of 
expanded  underwriting  criteria  and  multiple  risk  layering: 

"Expanded  Criteria 

-'No  Income'  loan  documentation  type 
-All  Manufactured  Housing  loans  . . . 

Multiple  Risk  Layering  in  SF[R]  and  1st  lien  HEL/HELOC  loans 

-Higher  A-  credit  score  or  lacking  LTV  as  strong  compensating  factor  and 
-An  additional  risk  factor  from  at  least  three  of  the  following: 

-Higher  uncertainty  about  ability  to  pay  or  'stated  income' 

documentation  type 

-higher  uncertainty  about  willingness  to  pay  or  collateral  value"165 

This  document  indicates  that  WaMu  considered  a  mortgage  to  be  higher  risk  if  it  lacked 
documentation  regarding  the  borrower's  income,  described  as  a  "no  income"  or  "stated  income" 
loan. 

WaMu  held  billions  of  dollars  in  loans  on  its  balance  sheet. 166  Those  assets  fluctuated  in 
value  based  on  the  changes  in  the  interest  rate.  Fixed  rate  loans,  in  particular,  incurred 
significant  interest  rate  risk,  because  on  a  30-year  fixed  rate  mortgage,  for  example,  WaMu 
agreed  to  receive  interest  payments  at  a  certain  rate  for  30  years,  but  if  the  prevailing  interest  rate 
went  up,  WaMu's  cost  of  money  increased  and  the  relative  value  of  the  fixed  mortgages  on  its 
balance  sheet  went  down.  WaMu  used  various  strategies  to  hedge  its  interest  rate  risk.  One  way 
to  incur  less  interest  rate  risk  was  for  WaMu  to  hold  loans  with  variable  interest  rates,  such  as 
Hybrid  ARMs  typical  of  WaMu's  subprime  lending,  or  Option  ARMs,  WaMu's  flagship  "prime" 
product.  These  adjustable  rate  mortgages  paid  interest  rates  that,  after  the  initial  fixed  rate  period 
expired,  were  typically  pegged  to  the  Cost  of  Funds  Index  (COFI)  or  the  Monthly  Treasury 
Average  (MTA),  two  common  measures  of  prevailing  interest  rates. 


163  See,  e.g.,  10/8/1999  "Interagency  Guidance  on  High  LTV  Residential  Real  Estate  Lending," 
http://www.federalreserve.gov/boarddocs/srletters/1993/SR9301.htm,  and  discussion  of  high  LTV  loans  in  section 
D(2)(b),  below. 

164  22/21/2004  "Asset  Allocation  Initiative:  Higher  Risk  Lending  Strategy  and  Increased  Credit  Risk  Management," 
Washington  Mutual  Board  of  Directors  Presentation,  JPM_WM04107995-8008  at  7999,  Hearing  Exhibit  4/13-2b. 

165  Id.  This  slide  lists  only  the  two  additional  risk  factors  quoted,  despite  referring  to  "at  least  three  of  the 
following." 

166  See  9/25/2008  "OTS  Fact  Sheet  on  Washington  Mutual  Bank,"  Dochow_Darrel-00076154_001  ("Loans  held: 
$118.9  billion  in  single-family  loans  held  for  investment  -  this  includes  $52.9  billion  in  payment  option  ARMs  and 
$16.05  billion  in  subprime  mortgage  loans"). 
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(4)  Gain  on  Sale 

WaMu's  internal  documents  indicate  that  the  primary  motivation  behind  its  High  Risk 
Lending  Strategy  was  the  superior  "gain  on  sale"  profits  generated  by  high  risk  loans. 167 
Washington  Mutual  management  had  calculated  that  higher  risk  loans  were  more  profitable 
when  sold  or  securitized.  Prior  to  sale,  higher  risk  loans  also  produced  greater  short  term  profits, 
because  the  bank  typically  charged  the  borrowers  a  higher  rate  of  interest  and  higher  fees. 

Higher  risk  home  loans  placed  for  sale  were  more  profitable  for  WaMu,  because  of  the 
higher  price  that  Wall  Street  underwriters  and  investors  were  willing  to  pay  for  them.  The  profit 
that  WaMu  obtained  by  selling  or  securitizing  a  loan  was  known  as  the  "gain  on  sale."  Gain  on 
sale  figures  for  the  loans  produced  by  the  bank  were  analyzed  and  presented  to  the  WaMu  Board 
of  Directors.  On  April  18,  2006,  David  Schneider,  the  President  of  WaMu  Home  Loans  division, 
provided  the  Board  of  Directors  a  confidential  presentation  entitled,  "Home  Loans 
Discussion."168  The  third  slide  in  the  presentation  was  entitled,  "Home  Loans  Strategic 
Positioning,"  and  stated:  "Home  Loans  is  accelerating  significant  business  model  changes  to 
achieve  consistent,  long  term  financial  objectives."169  Beneath  this  heading  the  first  listed 
objective  was:  "Shift  from  low-margin  business  to  high-margin  products,"170  meaning  from  less 
profitable  to  more  profitable  loan  products.  The  next  slide  in  the  presentation  was  entitled: 
"Shift  to  Higher  Margin  Products,"  and  elaborated  on  that  objective.  The  slide  listed  the  actual 
gain  on  sale  obtained  by  the  bank,  in  2005,  for  each  type  of  loan  WaMu  offered,  providing  the 
"basis  points"  (bps)  that  each  type  of  loan  fetched  on  Wall  Street: 

2005  WaMu  Gain  on  Sale 
Margin  by  Product 


in  bps171 

Government 

Fixed 

Hybrid/ARM 

13 
19 
25 

Alt  A 

Option  ARM 
Home  Equity 
Subprime 

40 
109 

113 
150 

167 1/18/2005  Washington  Mutual  Inc.  Washington  Mutual  Bank  FA  Finance  Committee  Minutes  at 
JPM_WM06293964;  see  also  1/2005  "Higher  Risk  Lending  Strategy  Presentation,"  submitted  to  Washington 
Mutual  Board  of  Directors,  at  JPM_WM00302977,  Hearing  Exhibit  4/13-2a 

168  4/18/2006  "Home  Loans  Discussion  Board  of  Directors  Meeting,"  WaMu  presentation,  JPM_WM00690890-901, 
Hearing  Exhibit  4/13-3. 

169  Id.  at  893  [emphasis  in  original  removed]. 

170  Id. 

171  Id.  at  894  [formatting  as  in  the  original]. 
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Mr.  Schneider  told  the  Subcommittee  that  the  numbers  listed  on  the  chart  were  not 
projections,  but  the  numbers  generated  from  actual,  historical  loan  data.172  As  the  chart  makes 
clear,  the  least  profitable  loans  for  WaMu  were  government  backed  and  fixed  rate  loans.  Those 
loans  were  typically  purchased  by  government  sponsored  enterprises  (GSEs)  like  Fannie  Mae, 
Freddie  Mac,  and  Ginnie  Mae  which  paid  relatively  low  prices  for  them.  Instead  of  focusing  on 
those  low  margin  loans,  WaMu's  management  looked  to  make  profits  elsewhere,  and  elected  to 
focus  on  the  most  profitable  loans,  which  were  the  Option  ARM,  home  equity,  and  subprime 
loans.  In  2005,  subprime  loans,  with  150  basis  points,  were  eight  times  more  profitable  than  a 
fixed  rate  loan  at  19  basis  points  and  more  than  10  times  as  profitable  as  government  backed 
loans. 

The  gain  on  sale  data  WaMu  collected  drove  not  only  WaMu's  decision  to  focus  on 
higher  risk  home  loans,  but  also  how  the  bank  priced  those  loans  for  borrowers.  In  determining 
how  much  it  would  charge  for  a  loan,  the  bank  calculated  first  what  price  the  loan  would  obtain 
on  Wall  Street.  As  Mr.  Beck  explained  in  his  testimony  before  the  Subcommittee: 

"Because  WaMu's  capital  markets  organization  was  engaged  in  the  secondary  mortgage 
market,  it  had  ready  access  to  information  regarding  how  the  market  priced  loan 
products.  Therefore  my  team  helped  determine  the  initial  prices  at  which  WaMu  could 
offer  loans  by  beginning  with  the  applicable  market  prices  for  private  or  agency-backed 
mortgage  securities  and  adding  the  various  costs  WaMu  incurred  in  the  origination,  sale, 
and  servicing  of  home  loans."173 

(5)  Acknowledging  Unsustainable  Housing  Price  Increases 

In  2004,  before  WaMu  implemented  its  High  Risk  Lending  Strategy,  the  Chief  Risk 
Officer  Jim  Vanasek  expressed  internally  concern  about  the  unsustainable  rise  in  housing  prices, 
loosening  lending  standards,  and  the  possible  consequences.  On  September  2,  2004,  just  months 
before  the  formal  presentation  of  the  High  Risk  Lending  Strategy  to  the  Board  of  Directors,  Mr. 
Vanasek  circulated  a  prescient  memorandum  to  WaMu's  mortgage  underwriting  and  appraisal 
staff,  warning  of  a  bubble  in  housing  prices  and  encouraging  tighter  underwriting.  The 
memorandum  also  captured  a  sense  of  the  turmoil  and  pressure  at  WaMu.  Under  the  subject 
heading,  "Perspective,"  Mr.  Vanasek  wrote: 

"I  want  to  share  just  a  few  thoughts  with  all  of  you  as  we  begin  the  month  of  September. 
Clearly  you  have  gone  through  a  difficult  period  of  time  with  all  of  the  changes  in  the 
mortgage  area  of  the  bank.  Staff  cuts  and  recent  defections  have  only  added  to  the  stress. 
Mark  Hillis  [a  Senior  Risk  Officer]  and  I  are  painfully  aware  of  the  toll  that  this  has  taken 
on  some  of  you  and  have  felt  it  is  important  to  tell  you  that  we  recognize  it  has  been  and 
continues  to  be  difficult. 


172 


Subcommittee  interview  of  David  Schneider  (2/16/2010). 


173  April  13,  2010  Subcommittee  Hearing  at  53. 


66 

"In  the  midst  of  all  this  change  and  stress,  patience  is  growing  thin.  We  understand  that. 
We  also  know  that  loan  originators  are  pushing  very  hard  for  deals.  But  we  need  to  put 
all  of  this  in  perspective. 

"At  this  point  in  the  mortgage  cycle  with  prices  having  increased  far  beyond  the  rate  of 
increase  in  personal  incomes,  there  clearly  comes  a  time  when  prices  must  slow  down  or 
perhaps  even  decline.  There  have  been  so  many  warnings  of  a  Housing  Bubble  that  we 
all  tend  now  to  ignore  them  because  thus  far  it  has  not  happened.  I  am  not  in  the  business 
of  forecasting,  but  I  have  a  healthy  respect  for  the  underlying  data  which  says  ultimately 
this  environment  is  no  longer  sustainable.  Therefore  I  would  conclude  that  now  is  not  the 
time  to  be  pushing  appraisal  values.  If  anything  we  should  be  a  bit  more  conservative 
across  the  board.  Kerry  Killinger  and  Bill  Longbrake  [a  Vice  Chair  of  WaMu]  have  both 
expressed  renewed  concern  over  this  issue. 

"This  is  a  point  where  we  should  be  much  more  careful  about  exceptions.  It  is  highly 
questionable  as  to  how  strong  this  economy  may  be;  there  is  clearly  no  consensus  on 
Wall  Street.  If  the  economy  stalls,  the  combination  of  low  FICOs,  high  LTVs  and 
inordinate  numbers  of  exceptions  will  come  back  to  haunt  us."174 

Mr.  Vanasek  was  the  senior-most  risk  officer  at  WaMu,  and  had  frequent  interactions  with  Mr. 
Killinger  and  the  Board  of  Directors.  While  his  concerns  may  have  been  heard,  they  were  not 
heeded. 

Mr.  Vanasek  told  the  Subcommittee  that,  because  of  his  predictions  of  a  collapse  in  the 
housing  market,  he  earned  the  derisive  nickname  "Dr.  Doom."175  But  evidence  of  a  housing 
bubble  was  overwhelming  by  2005.  Over  the  prior  ten  years,  housing  prices  had  skyrocketed  in 
an  unprecedented  fashion,  as  the  following  chart  prepared  by  Paulson  &  Co.  Inc.,  based  on  data 
from  the  Bureau  of  Economic  Analysis  and  the  Office  of  Federal  Housing  Enterprise  Oversight, 
demonstrates. 176 


174  9/2/2004  Washington  Mutual  memorandum  from  Jim  Vanasek,  "Perspective,"  Hearing  Exhibit  4/13-78b. 

175  Subcommittee  interview  of  Jim  Vanasek  (12/18/2009). 

176  "Estimation  of  Housing  Bubble,"  PSI-Paulson&Co-02-00003,  Hearing  Exhibit  4/13- lj. 


67 


ESTIMATION  OF  HOUSING  BUBBLE:  Comparison  of  Recent  Appreciation  vs.  Historical  Trends 
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Mr.  Vanasek  shared  his  concerns  with  Mr.  Killinger.  At  the  Subcommittee's  hearing, 
Mr.  Killinger  testified:  "Now,  beginning  in  2005,  2  years  before  the  financial  crisis  hit,  I  was 
publicly  and  repeatedly  warning  of  the  risks  of  a  potential  housing  downturn."177  In  March 
2005,  he  engaged  in  an  email  exchange  with  Mr.  Vanasek,  in  which  both  agreed  the  United 
States  was  in  the  midst  of  a  housing  bubble.  On  March,  10,  2005,  Mr.  Vanasek  emailed  Mr. 
Killinger  about  many  of  the  issues  facing  his  risk  management  team,  concluding: 

"My  group  is  working  as  hard  as  I  can  reasonably  ask  any  group  to  work  and  in  several 
cases  they  are  stretched  to  the  absolute  limit.  Any  words  of  support  and  appreciation 
would  be  very  helpful  to  the  morale  of  the  group.  These  folks  have  stepped  up  to  fixing 
any  number  of  issues  this  year,  many  not  at  all  of  their  own  making."178 

Mr.  Killinger  replied: 

"Thanks  Jim.  Overall,  it  appears  we  are  making  some  good  progress.  Hopefully,  the 
Regulators  will  agree  that  we  are  making  some  progress.  I  suspect  the  toughest  thing  for 
us  will  be  to  navigate  through  a  period  of  high  home  prices,  increased  competitive 
conditions  for  reduced  underwriting  standards,  and  our  need  to  grow  the  balance  sheet.  I 


177  April  13,  2010  Subcommittee  Hearing  at  85. 

178  3/2005  WaMu  internal  email  chain,  Hearing  Exhibit  4/13-78. 
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have  never  seen  such  a  high  risk  housing  market  as  market  after  market  thinks  they  are 
unique  and  for  whatever  reason  are  not  likely  to  experience  price  declines.  This  typically 
signifies  a  bubble." 

Mr.  Vanasek  agreed: 

"I  could  not  agree  more.  All  the  classic  signs  are  there  and  the  likely  outcome  is 
probably  not  great.  We  would  all  like  to  think  the  air  can  come  out  of  the  balloon  slowly 
but  history  would  not  lean  you  in  that  direction.  Over  the  next  month  or  so  I  am  going  to 
work  hard  on  what  I  hope  can  be  a  lasting  mechanism  (legacy)  for  determining  how 
much  risk  we  can  afford  to  take 

Despite  Mr.  Killinger's  awareness  that  housing  prices  were  unsustainable,  could  drop  suddenly, 
and  could  make  it  difficult  for  borrowers  to  refinance  or  sell  their  homes,  Mr.  Killinger 
continued  to  push  forward  with  WaMu's  High  Risk  Lending  Strategy. 


(6)  Execution  of  the  High  Risk  Lending  Strategy 


179 


WaMu  formally  adopted  the  High  Risk  Lending  Strategy  in  January  2005.       Over  the 
following  two  years,  management  significantly  shifted  the  bank's  loan  originations  towards 
riskier  loans  as  called  for  in  the  plan,  but  had  to  slow  down  the  pace  of  implementation  in  the 
face  of  worsening  market  conditions.  In  retrospect,  WaMu  executives  tried  to  portray  their 
inability  to  fully  execute  the  plan  as  a  strategic  choice  rather  than  the  result  of  a  failed  strategy. 
For  example,  Mr.  Killinger  testified  at  the  Subcommittee  hearing  that  the  bank's  High  Risk 
Lending  Strategy  was  only  contemplated,  but  not  really  executed: 

"First,  we  had  an  adjustment  in  our  strategy  that  started  in  about  2004  to  gradually 
increase  the  amount  of  home  equity,  subprime,  commercial  real  estate,  and  multi-family 
loans  that  we  could  hold  on  the  balance  sheet.  We  had  that  long-term  strategy,  but ...  we 
quickly  determined  that  the  housing  market  was  increasing  in  its  risk,  and  we  put  most  of 
those  strategies  for  expansion  on  hold."180 

Mr.  Killinger's  claim  that  the  High  Risk  Lending  Strategy  was  put  "on  hold"  is  contradicted, 
however,  by  WaMu's  SEC  filings,  its  internal  documents,  and  the  testimony  of  other  WaMu 
executives. 

Washington  Mutual' s  SEC  filings  contain  loan  origination  and  acquisition  data  showing 
that  the  bank  did  implement  its  High  Risk  Lending  Strategy.  Although  rising  defaults  and  the 
2007  collapse  of  the  subprime  secondary  market  prevented  WaMu  from  fully  executing  its  plans, 
WaMu  dramatically  shifted  the  composition  of  the  loans  it  originated  and  purchased,  nearly 


179  See  3/13/2006  OTS  Report  of  Examination,  at  OTSWMS06-008  0001677,  Hearing  Exhibit  4/16-94  [Sealed 
Exhibit]. 

180  April  13,  2010  Subcommittee  Hearing  at  88. 
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doubling  the  percentage  of  higher  risk  home  loans  from  36%  to  67%.  The  following  chart, 
prepared  by  the  Subcommittee  using  data  from  WaMu's  SEC  filings,  demonstrates  the  shift 
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WAMU  PRODUCT  ORIGINATIONS  AND  PURCHASES  BY  PERCENTAGE  -  2003-2007 
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In  2003,  64%  of  WaMu's  mortgage  originations  and  purchases  were  fixed  rate  loans,  and 
only  19%  were  subprime,  Option  ARM,  or  home  equity  loans.  In  2004,  31%  of  WaMu's 
mortgage  originations  and  purchases  were  fixed  rate  loans,  and  55%  were  subprime,  Option 
ARM,  or  home  equity  loans.  In  2005,  31%  of  WaMu's  mortgage  originations  and  purchases 
were  fixed  rate  loans,  and  56%  were  subprime,  Option  ARM,  or  equity  loans.  By  2006,  only 
25%  of  WaMu's  mortgage  originations  and  purchases  were  fixed  rate  loans,  and  55%  were 
subprime,  Option  ARM,  or  home  equity  loans.182  Even  after  market  forces  began  taking  their 
toll  in  2007,  and  WaMu  ended  all  subprime  lending  in  the  fall  of  that  year,  its  higher  risk 
originations  and  purchases  at  47%  were  double  its  fixed  rate  loans  at  23%. 183 


4/2010  "WaMu  Product  Originations  and  Purchases  by  Percentage  -  2003-2007,"  chart  prepared  by  the 
Subcommittee,  Hearing  Exhibit  4/13-li. 

182  Id. 

183  Id. 
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Mr.  Killinger's  annual  "Strategic  Direction"  memoranda  to  the  Board  in  2005,  2006,  and 
2007,  also  contradict  his  testimony  that  the  strategy  of  expanding  high  risk  lending  was  put  on 
hold.  On  the  first  page  of  his  2005  memorandum,  Mr.  Killinger  wrote:  "We  continue  to  see 
excellent  long-term  growth  opportunities  for  our  key  business  lines  of  retail  banking,  mortgage 
banking,  multi-family  lending  and  sub-prime  residential  lending."184  Rather  than  hold  back  on 
WaMu's  stated  strategy  of  risk  expansion,  Mr.  Killinger  told  the  Board  that  WaMu  should 
accelerate  it: 

"In  order  to  reduce  the  impact  of  interest  rate  changes  on  our  business,  we  have 
accelerated  development  of  Alt- A,  government  and  sub-prime  loan  products,  as  well  as 
hybrid  ARMs  and  other  prime  products,  specifically  for  delivery  through  retail, 
wholesale  and  correspondent  channels."185 

The  2005  strategic  direction  memorandum  also  targeted  Long  Beach  for  expansion: 

"Long  Beach  is  expected  to  originate  $30  billion  of  loans  this  year,  growing  to  $36 
billion  in  2006.  To  facilitate  this  growth,  we  plan  to  increase  account  managers  by  100. 
We  expect  Long  Beach  to  have  5%  of  the  sub-prime  market  in  2005,  growing  to  [a]  6% 
share  in  2006." 186 

Despite  warning  against  unsustainable  housing  prices  in  March  2005,  Mr.  Killinger's 
2006  "Strategic  Direction"  memorandum  to  the  Board  put  even  more  emphasis  on  growth  than 
the  2005  memorandum.  After  reviewing  the  financial  targets  set  in  the  five-year  plan  adopted  in 
2004,  Mr.  Killinger  wrote:  "To  achieve  these  targets,  we  developed  aggressive  business  plans 
around  the  themes  of  growth,  productivity,  innovation,  risk  management  and  people 
development."187  His  memorandum  expressed  no  hesitation  or  qualification  as  to  whether  the 
high  risk  home  lending  strategy  was  still  operative  in  2006.  The  memorandum  stated: 

"Finally,  our  Home  Loan  Group  should  complete  its  repositioning  within  the  next  twelve 
months  and  it  should  then  be  in  position  to  grow  its  market  share  of  Option  ARM,  home 
equity,  sub  prime  and  Alt.  A  loans.  We  should  be  able  to  increase  our  share  of  these 
categories  to  over  10%."188 

Contrary  to  Mr.  Killinger's  hearing  testimony,  the  2006  memorandum  indicates  an  expansion  of 
WaMu's  high  risk  home  lending,  rather  than  any  curtailment: 

"We  are  refining  our  home  loans  business  model  to  significantly  curtail  low  margin 
Government  and  conventional  fixed  rate  originations  and  servicing,  and  to  significantly 


184  6/1/2005  Washington  Mutual  memorandum  from  Kerry  Killinger  to  the  Board  of  Directors,  "Strategic 
Direction,"  JPMC/WM  -  0636-49  at  36,  Hearing  Exhibit  4/13-6c. 

185  Id.  at  644. 

186  Id.  at  646. 

187  6/6/2006  Washington  Mutual  memorandum  from  Kerry  Killinger  to  the  Board  of  Directors,  "Strategic 
Direction,"  JPM_00808312-324  at  314,  Hearing  Exhibit  4/13-6d. 

188  Id.  at  315  [emphasis  in  original  removed]. 


71 

increase  our  origination  and  servicing  of  high  margin  home  equity,  Alt.  A,  sub  prime  and 
option  ARMs.  Action  steps  include  merging  Longbeach  sub  prime  and  the  prime 
business  under  common  management,  merging  correspondent  activities  into  our 
correspondent  channel,  getting  out  of  Government  lending,  curtailing  conventional  fixed 
rate  production,  expanding  distribution  of  targeted  high  margin  products  through  all 
distribution  channels  and  potentially  selling  MSRs  [Mortgage  Servicing  Rights]  of  low 
margin  products.  We  expect  these  actions  to  result  in  significantly  higher  profitability 
and  lower  volatility  over  time."189 

The  April  16,  2006  "Home  Loans  Discussion"  presentation  by  Home  Loans  President 
David  Schneider,  discussed  above,  also  confirms  WaMu's  ongoing  efforts  to  shift  its  loan 
business  toward  high  risk  lending.  Page  four  of  that  presentation,  entitled,  "Shift  to  Higher 
Margin  Products,"  shows  two  pie  charts  under  the  heading,  "WaMu  Volume  by  Product."190 
One  chart  depicts  loan  volume  for  2005,  and  the  second  chart  depicts  projected  loan  volume  for 
2008: 


WaMu  Volume  By  Product 
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These  charts  demonstrate  WaMu's  intention  to  increase  its  loan  originations  over  three 
years  by  almost  $30  billion,  focusing  on  increases  in  high  risk  loan  products.  Subprime 
originations,  for  example,  were  expected  to  grow  from  $34  billion  in  2005  to  $70  billion  in  2008; 
Alt  A  originations  were  projected  to  grow  from  $1  billion  in  2005  to  $24  billion  in  2008;  and 


ibs  Id.  at  319. 

190  4/18/2006  "Home  Loans  Discussion  Board  of  Directors  Meeting,"  WaMu  PowerPoint  presentation, 
JPM_WM00690890-901  at  894,  Hearing  Exhibit  4/13-3. 

191  Id.  [formatted  for  clarity]. 
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Home  Equity  originations  were  projected  to  grow  from  $4  billion  in  2005  to  $30  billion  in  2008. 
On  the  other  hand,  WaMu's  low  risk  originations  were  expected  to  be  curtailed  dramatically. 
Government  backed  loan  originations,  which  totaled  $8  billion  in  2005,  were  projected  to  be 
eliminated  by  2008.  Fixed  rate  loan  originations  were  projected  to  decline  from  $69  billion  in 
2005  to  $4  billion  in  2008. 

The  2007  "Strategic  Direction"  memorandum  to  the  Board  is  dated  June  18,  2007,  well 
after  U.S.  housing  prices  had  begun  to  decline,  as  Mr.  Killinger  acknowledged: 

"For  the  past  two  years,  we  have  been  predicting  the  bursting  of  the  housing  bubble  and 
the  likelihood  of  a  slowing  housing  market.  This  scenario  has  now  turned  into  a  reality. 
Housing  prices  are  declining  in  many  areas  of  the  country  and  sales  are  rapidly  slowing. 
This  is  leading  to  an  increase  in  delinquencies  and  loan  losses.  The  sub-prime  market 
was  especially  rocked  as  many  sub-prime  borrowers  bought  houses  at  the  peak  of  the 
cycle  and  now  find  their  houses  are  worth  less  and  they  are  having  difficulties  refinancing 
their  initial  low-rate  loans."192 

While  the  memorandum's  section  on  home  loan  strategy  no  longer  focused  on  overall  growth,  it 
continued  to  push  the  shift  to  high  risk  lending,  despite  problems  in  the  subprime  market: 

"Home  Loans  is  a  large  and  important  business,  but  at  this  point  in  the  cycle,  it  is 
unprofitable.  The  key  strategy  for  2008  is  to  execute  on  the  revised  strategy  adopted  in 
2006.  . . .  We  need  to  optimize  the  sub-prime  and  prime  distribution  channels  with 
particular  emphasis  on  growing  the  retail  banking,  home  loan  center  and  consumer  direct 
channels.  We  also  expect  to  portfolio  more  of  Home  Loans'  originations  in  2008, 
including  the  new  Mortgage  Plus  product.  We  will  continue  to  emphasize  higher-risk 
adjusted  return  products  such  as  home  equity,  sub-prime  first  mortgages,  Alt  A 
mortgages  and  proprietary  products  such  as  Mortgage  Plus."193 

The  testimony  of  other  WaMu  executives  further  confirms  the  bank's  implementation  of 
its  High  Risk  Lending  Strategy.  Ronald  Cathcart,  who  joined  WaMu  in  2006,  to  become  the 
company's  Chief  Risk  Officer,  testified: 

"The  company's  strategic  plan  to  shift  its  portfolios  towards  higher  margin  products  was 
already  underway  when  I  arrived  at  WaMu.  Basically,  this  strategy  involved  moving 
away  from  traditional  mortgage  lending  into  alternative  lending  programs  involving 
adjustable-rate  mortgages  as  well  as  into  subprime  products.  The  strategic  shift  to 
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6/18/2007  Washington  Mutual  memorandum  from  Kerry  Killinger  to  the  Board  of  Directors,  "Strategic 
Direction,"  JPM_WM03227058-67  at  60,  Hearing  Exhibit  4/13-6a. 

193  Id.  at  66  [emphasis  in  original  removed].  See  also  1/2007  Washington  Mutual  presentation,  "Subprime  Mortgage 
Program,"  JPM_WM02551400,  Hearing  Exhibit  4/13-5  (informing  potential  investors  in  its  subprime  RMBS 
securities  that:  "WaMu  is  focusing  on  higher  margin  products"). 
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higher-margin  products  resulted  in  the  bank  taking  on  a  higher  degree  of  credit  risk 
because  there  was  a  greater  chance  that  borrowers  would  default/ 


,194 


Likewise,  Steven  Rotella,  WaMu's  President  and  Chief  Operating  Officer,  who  began  with  the 
bank  in  January  2005,  testified  before  the  Subcommittee: 

"In  particular,  I  want  to  be  very  clear  on  the  topic  of  high-risk  lending,  this 
Subcommittee's  focus  today.  High-risk  mortgage  lending  in  WaMu's  case,  primarily 
Option  ARMs  and  subprime  loans  through  Long  Beach  Mortgage,  a  subsidiary  of  WaMu, 
were  expanded  and  accelerated  at  explosive  rates  starting  in  the  early  2000s,  prior  to  my 
hiring  in  2005. ...  In  2004  alone,  the  year  before  I  joined,  Option  ARMs  were  up  124 
[percent],  and  subprime  lending  was  up  52  percent."195 

In  his  testimony,  Mr.  Rotella  took  credit  for  curtailing  WaMu's  growth  and  high  risk 
lending.196  Mr.  Rotella' s  own  emails,  however,  show  that  he  supported  the  High  Risk  Lending 
Strategy.  On  October  15,  2005,  Mr.  Rotella  emailed  Mr.  Killinger  about  WaMu's  2006  strategic 
plan:  "I  think  our  focus  needs  to  be  on  organic  growth  of  home  eq,  and  subprime,  and  greater 
utilization  of  [the  Home  Loans  division]  as  we  know  it  today  to  facilitate  that  at  lower 
acquisition  costs  and  greater  efficiency."197 

Mr.  Killinger  replied  by  email  the  next  day:  "Regarding  Longbeach,  I  think  there  is  a 
good  opportunity  to  be  a  low  cost  provider  and  gain  significant  share  when  the  industry 
implodes."198  Responding  to  Mr.  Rotella's  ideas  about  the  Home  Loans  division,  Mr.  Killinger 
wrote:  "It  makes  sense  to  leverage  the  home  loans  distribution  channels  with  home  equity,  sub 
prime,  and  alt.  A."199  In  this  late  2005  email  exchange,  WaMu's  two  senior-most  executives 
contemplate  reducing  prime  lending,  not  subprime.  Mr.  Killinger  wrote:  "If  we  can't  make  a 
shift  in  our  business  model,  we  might  be  better  off  exiting  the  prime  space."200 

Mr.  Rotella  replied  to  Mr.  Killinger's  email  later  on  October  16,  2005.  He  continued  to 
emphasize  the  importance  of  focusing  on  high  risk  lending,  referring  to  his  previous  experience 
as  a  mortgage  banker  at  JPMorgan  Chase: 

"We  did  these  kinds  of  analyses  all  the  time  at  Chase  which  led  us  to  run  as  fast  as  we 
could  into  home  eq,  alt  a,  subprime  (our  investment  banking  brethren  stopped  us  from 
going  too  far  here).  We  viewed  prime  as  a  source  of  scale  benefits  in  servicing  for  the 
other  areas  and  a  conduit  of  higher  margin  product  and  aimed  to  hold  our  prime  servicing 
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April  13,  2010  Subcommittee  Hearing  at  18-19. 


195  Id.  at  83. 

196  See  id.,  e.g.,  at  83-84. 

197 10/15/2005-10/16/2005  email  from  Steve  Rotella  to  Kerry  Killinger,  JPM_WM00665373-75. 

198  Id.  at  JPM_WM00665374. 

199  Id. 

200  Id. 
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flat  to  down.  I  feel  strongly  that  where  we  need  to  land  is  a  new  home  loan  unit  that 
includes  prime,  heq,  and  subprime.  It  is  a  far  superior  model. : 


,201 


In  July  2008,  just  two  months  before  the  collapse  of  WaMu,  Home  Loans  President 
David  Schneider  prepared  an  internal  presentation  entitled,  "Home  Loans  Story,  External  & 
Internal  Views."202  The  presentation  was  retrospective,  providing  timelines  of  WaMu's  major 
strategy,  policy,  and  personnel  changes.  The  first  substantive  page  of  the  presentation  bears  the 
heading,  "Three  fundamental  business  shifts  occurred  in  Home  Loans  this  millennium  which 
shaped  its  performance  and  position  in  a  volatile  competitive  landscape": 

"2001  to  2005 


'Mono-line'  business  model  focused  on  generating  high  volume  of  low-margin,  prime 
products  .... 

2006 

Targeted  production  franchise  toward  higher  margin  products  to  become  a  market  leader 
in  specific  product  segments. ... 

2007  &  Beyond 

Subprime  mortgage  implosion  fuels  credit  and  liquidity  crisis  and  the  non-agency 
secondary  market  disappears[.]" 

Mr.  Scheider's  retrospective  presentation  of  the  changes  that  occurred  at  WaMu  is 
unambiguous:  by  2006,  WaMu  had  "targeted  production  franchise  toward  higher  margin 
products."203  According  to  the  same  presentation,  that  model  change  also  lowered  earnings 
volatility  for  WaMu  by  lessening  exposure  to  Mortgage  Servicing  Rights.204  Later  slides  provide 
more  detail.  A  quarterly  timeline  is  presented  with  the  heading:  "In  an  environment  of  internal 
and  external  large-scale  change,  Home  Loans  took  bold  actions  to  redefine  its  business  into  a 
sustainable  model."  In  the  strategy  section  for  the  second  quarter  of  2006,  Mr.  Schneider  wrote: 
"New  business  model,  high  margin  products."205 

Despite  warnings  by  some  within  its  management  about  the  unsustainable  housing  price 
bubble,  WaMu  pursued  a  High  Risk  Lending  Strategy  to  generate  short  term  profits  from  the 
favorable  gain-on-sale  margins  offered  by  Wall  Street  for  high  risk  loans  and  securitizations,  for 
which  the  credit  rating  agencies  continued  to  award  AAA  ratings.  To  succeed,  the  strategy  was 
premised  upon  borrowers  being  able  to  refinance  or  sell  their  homes  to  pay  off  their  loans  in  the 
event  of  a  default.  Stagnant  or  declining  house  prices  made  refinancing  and  home  sales  more 
difficult. 


201  Id.  at  JPM_WM00665373. 


202  y/2008  "Home  Loans  Story,  External  &  Internal  Views,"  Washington  Mutual  PowerPoint  presentation,  Hearing 
Exhibit  4/13-80. 

203  Id.  at  1. 

204  Id. 

205  Id.  at  4. 
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Effective  implementation  of  the  High  Risk  Lending  Strategy  also  required  robust  risk 
management.  But  while  WaMu  was  incurring  significantly  more  credit  risk  than  it  had  in  the 
past,  risk  managers  were  marginalized,  undermined,  and  subordinated  to  WaMu's  business  units. 
As  a  result,  when  credit  risk  management  was  most  needed,  WaMu  found  itself  lacking  in 
effective  risk  management  and  oversight. 

D.  Shoddy  Lending  Practices 

At  the  same  time  they  increased  their  higher  risk  lending,  WaMu  and  Long  Beach 
engaged  in  a  host  of  poor  lending  practices  that  produced  billions  of  dollars  in  poor  quality  loans. 
Those  practices  included  offering  high  risk  borrowers  large  loans;  steering  borrowers  to  higher 
risk  loans;  accepting  loan  applications  without  verifying  the  borrower's  income;  using  loans  with 
low  teaser  rates  to  entice  borrowers  to  take  out  larger  loans;  promoting  negative  amortization 
loans  which  led  to  many  borrowers  increasing  rather  than  paying  down  their  debt  over  time;  and 
authorizing  loans  with  multiple  layers  of  risk.  WaMu  and  Long  Beach  also  exercised  weak 
oversight  over  their  loan  personnel  and  third  party  mortgage  brokers,  and  tolerated  the  issuance 
of  loans  with  fraudulent  or  erroneous  borrower  information. 

(1)  Long  Beach 

Throughout  the  period  reviewed  by  the  Subcommittee,  from  2004  until  its  demise  in 
September  2007,  Long  Beach  was  plagued  with  problems.  Long  Beach  was  one  of  the  largest 
subprime  lenders  in  the  United  States,206  but  it  did  not  have  any  of  its  own  loan  officers.  Long 
Beach  operated  exclusively  as  a  "wholesale  lender,"  meaning  all  of  the  loans  it  issued  were 
obtained  from  third  party  mortgage  brokers  who  had  brought  loans  to  the  company  to  be 
financed.  Long  Beach  "account  executives"  solicited  and  originated  the  mortgages  that  were 
initiated  by  mortgage  brokers  working  directly  with  borrowers.  Long  Beach  account  executives 
were  paid  according  to  the  volume  of  loans  they  originated,  with  little  heed  paid  to  loan  quality. 

Throughout  the  period  reviewed  by  the  Subcommittee,  Long  Beach's  subprime  home 
loans  and  mortgage  backed  securities  were  among  the  worst  performing  in  the  subprime 
industry.  Its  loans  repeatedly  experienced  early  payment  defaults,  its  securities  had  among  the 
highest  delinquencies  in  the  market,  and  its  unexpected  losses  and  repurchase  demands  damaged 
its  parent  corporation's  financial  results.  Internal  documentation  from  WaMu  shows  that  senior 
management  at  the  bank  was  fully  aware  of  Long  Beach's  shoddy  lending  practices,  but  failed  to 
correct  them. 

2003  Halt  in  Securitizations.  For  a  brief  period  in  2003,  Long  Beach  was  required  by 
WaMu  lawyers  to  stop  all  securitizations  until  significant  performance  problems  were  remedied. 
While  the  problems  were  addressed  and  securitizations  later  resumed,  many  of  the  issues 
returned  and  lingered  for  several  years. 


206  See  1/2007  Washington  Mutual  Presentation,  "Subprime  Mortgage  Program,"  Hearing  Exhibit  4/13-5  (slide 
showing  Long  Beach  Annual  Origination  Volume). 


76 

The  problems  with  Long  Beach's  loans  and  securitizations  predated  the  company's 
purchase  by  WaMu  in  1999,  but  continued  after  the  purchase.  An  internal  email  at  WaMu's 
primary  federal  regulator,  the  Office  of  Thrift  Supervision  (OTS),  observed  the  following  with 
respect  to  Long  Beach's  mortgage  backed  securities: 

"Performance  data  for  2003  and  2004  vintages  appear  to  approximate  industry  average 
while  issues  prior  to  2003  have  horrible  performance.  LBMC  finished  in  the  top  12  worst 
annualized  NCLs  [net  credit  losses]  in  1997  and  1999  thru  2003.  LBMC  nailed  down  the 
worst  spot  at  top  loser. . .  in  2000  and  placed  3rd  in  2001."207 

In  2003,  Long  Beach's  performance  deteriorated  to  the  point  that  WaMu's  legal 
department  put  a  stop  to  all  Long  Beach  securitizations  until  the  company  improved  its 
operations.208  An  internal  review  of  Long  Beach's  first  quarter  2003  lending  "concluded  that 
40%  (109  of  271)  of  loans  reviewed  were  considered  unacceptable  due  to  one  or  more  critical 
errors."209  According  to  a  2003  joint  report  issued  by  regulators  from  the  FDIC  and  Washington 
State:  "This  raised  concerns  over  LBMC's  ability  to  meet  the  representations  and  warranty's 
made  to  facilitate  sales  of  loan  securitizations,  and  management  halted  securitization  activity."210 
A  Long  Beach  corporate  credit  review  in  August  2003  confirmed  that  "credit  management  and 
portfolio  oversight  practices  were  unsatisfactory."211 

As  a  result  of  the  halt  in  securitizations,  Long  Beach  had  to  hold  loans  on  its  warehouse 
balance  sheet,  which  increased  by  approximately  $1  billion  per  month  and  reached  nearly  $5 
billion  by  the  end  of  November  2003.  Long  Beach  had  to  borrow  money  from  WaMu  and  other 
creditors  to  finance  the  surge.212  The  joint  visitation  report  noted  that  unless  Long  Beach 
executed  a  $3  billion  securitization  by  January  2004,  "liquidity  will  be  strained."213  WaMu 
initiated  a  review  of  Long  Beach  led  by  its  General  Counsel  Faye  Chapman.214  Her  team 
evaluated  the  loans  that  had  accumulated  during  the  halt  in  securitizations.  The  joint  visitation 
report  noted  that  of  4,000  Long  Beach  loans  reviewed  by  WaMu  by  the  end  of  November  2003, 
less  than  one  quarter,  about  950,  could  be  sold  to  investors,  another  800  were  unsaleable,  and  the 
rest — over  half  of  the  loans — had  deficiencies  that  had  to  be  remediated  before  a  sale  could  take 
place.215 


207  4/2005  OTS  internal  email,  Hearing  Exhibit  4/13-8(a). 

208  Subcommittee  interview  of  Faye  Chapman,  WaMu  General  Counsel  (2/9/2010).  See  also  12/21/2005  OTS 
memorandum,  "Long  Beach  Mortgage  Corporation  (LBMC),"  OTSWMS06-007  0001010,  Hearing  Exhibit  4/16-31. 
209 1/13/2004  report  on  "Joint  Visitation  Dated  October  14,  2003,"  jointly  prepared  by  the  FDIC  and  the  State  of 
Washington  Department  of  Financial  Institutions,  FDIC-E_00102515,  at  3,  Hearing  Exhibit  4/13-8b  (citing  a  Long 
Beach  quality  assurance  report). 

210  Id. 

211  Id.  (citing  a  Long  Beach  Corporate  Credit  Review  report). 
212Id. 

213  Id. 

214  Subcommittee  interview  of  Fay  Chapman  (2/9/2010). 

215 1/13/2004  report  on  "Joint  Visitation  Dated  October  14,  2003,"  jointly  prepared  by  the  FDIC  and  the  State  of 
Washington  Department  of  Financial  Institutions,  FDIC-E_00102515,  at  3,  Hearing  Exhibit  4/13-8b. 
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After  a  short  hiatus,  WaMu  allowed  Long  Beach  to  resume  securitizing  subprime  loans  in 


2004.       An  internal  WaMu  memorandum,  later  prepared  by  a  WaMu  risk  officer  who  had  been 
asked  to  review  Long  Beach  in  2004,  recalled  significant  problems: 

"You've  asked  for  a  chronological  recap  of  ERM  [Enterprise  Risk  Management]  market 
risk  involvement  with  Longbeach  and  the  sub  prime  conduit.  . . .  [In]  2004:  I  conducted 
an  informal  but  fairly  intensive  market  risk  audit  of  Longbeach  ....  The  climate  was  very 
adversarial.  . . .  We  found  a  total  mess."217 

A  November  2004  email  exchange  between  two  WaMu  risk  officers  provides  a  sense  that 
poor  quality  loans  were  still  a  problem.  The  first  WaMu  risk  officer  wrote: 

"Just  a  heads-up  that  you  may  be  getting  some  outreach  from  Carroll  Moseley  (or 
perhaps  someone  higher  up  in  the  chain)  at  Long  Beach  regarding  their  interest  in 
exploring  the  transfer  of  ...  a  small  amount  (maybe  $10-20mm  in  UPB  [unpaid  principal 
balance])  of  Piggieback  'seconds'  (our  favorite  toxic  combo  of  low  FICO  borrower  and 
HLTV  loan)  from  HFS  [hold  for  sale  portfolio]  to  HFI  [hold  for  investment  portfolio]. 

"As  Carroll  described  the  situation,  these  are  of  such  dubious  credit  quality  that  they 
can't  possibly  be  sold  for  anything  close  to  their  'value'  if  we  held  on  to  them.  ...  I  urged 
him  to  reach  out  to  you  directly  on  these  questions.  (E.g.,  it's  entirely  possible  we  might 
want  to  make  a  business  decision  to  keep  a  small  amount  of  this  crap  on  our  books  if  it 
was  already  written  down  to  near  zero,  but  we  would  want  all  parties  to  be  clear  that  no 
precedent  was  being  set  for  the  product  as  a  whole,  etc.,  etc.)."218 

The  second  risk  officer  sent  the  email  to  the  head  of  Long  Beach,  with  the  comment,  "I  think  it 
would  be  prudent  for  us  to  just  sell  all  of  these  loans." 

2005  Early  Payment  Defaults.  Early  in  2005,  a  number  of  Long  Beach  loans 
experienced  "early  payment  defaults,"  meaning  that  the  borrower  failed  to  make  a  payment  on 
the  loan  within  three  months  of  the  loan  being  sold  to  investors.  That  a  loan  would  default  so 
soon  after  origination  typically  indicates  that  there  was  a  problem  in  the  underwriting  process. 
Investors  who  bought  EPD  loans  often  demanded  that  Long  Beach  repurchase  them,  invoking 
the  representations  and  warranties  clause  in  the  loan  sales  agreements. 


216  Subcommittee  interview  of  Fay  Chapman  (2/9/2010).  See  also  12/21/2005  OTS  memorandum,  "Long  Beach 
Mortgage  Corporation  (LBMC),"  OTSWMS06-007  0001010,  Hearing  Exhibit  4/16-31  ("In  2003,  adverse  internal 
reviews  of  LBMC  operations  led  to  a  decision  to  temporarily  cease  securitization  activity.  WMU's  Legal 
Department  then  led  a  special  review  of  all  loans  in  LBMC's  pipeline  and  held-for-sale  warehouse  in  order  to  ensure 
file  documentation  adequately  supported  securitization  representations  and  warranties  and  that  WMI  was  not 
exposed  to  a  potentially  significant  contingent  liability.  Securitization  activity  was  reinstated  in  early  2004  after  the 
Legal  Department  concluded  there  was  not  a  significant  liability  issue."). 

217  Undated  memorandum  from  Dave  Griffith  to  Michelle  McCarthy,  "Sub  Prime  Chronology,"  likely  prepared  in 
early  2007,  JPM_WM02095572. 

218 11/24/2004  email  from  Michael  Smith  to  Mark  Hillis  and  others,  "LBMC  Transfer  of  Piggiebacks  from  HFS  to 
HFI,"  JPM_WM01407692. 
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To  analyze  what  happened,  WaMu  conducted  a  "post  mortem"  review  of  213  Long 
Beach  loans  that  experienced  first  payment  defaults  in  March,  April,  and  May  of  2005. 219  The 
review  found  that  many  early  defaults  were  not  only  preventable,  but  that  in  some  instances 
fraud  should  have  been  easily  detected  from  the  presence  of  "White  Out"  on  an  application  or  a 
borrower  having  two  different  signatures: 

"First  Payment  Defaults  (FPD's)  are  preventable  and  /  or  detectable  in  nearly  all  cases 
(~99%)[.]  Most  FPD  cases  (60%)  are  failure  of  current  control  effectiveness[.]  . . .  High 
incident  rate  of  potential  fraud  among  FPD  cases[.]  . . .  All  roles  in  the  origination  process 
need  to  sharpen  watch  for  misrepresentation  and  fraud[.]  . . .  Underwriting  guidelines  are 
not  consistently  followed  and  conditions  are  not  consistently  or  effectively  met[.]  . . . 
Underwriters  are  not  consistently  recognizing  non-arm's  length  transactions  and/or 
underwriting  associated  risk  effectively[.]  . . .  Credit  Policy  does  not  adequately  address 
certain  key  risk  elements  in  layered  high  risk  transactions[.]  . . . 

"66%  of  reviewed  FPD  cases  had  significant  variances  in  the  file[.]  . . .  Stated  Income 
should  be  reviewed  more  closely  ([fraud]  incidence  rate  of  35%)  ....  Signatures  should 
be  checked  -  14%  Borrowers  signature  vary[.]  Altered  documents  are  usually  detectable 
-5%  White-out  on  documentation[.]  . . .  92%  of  the  Purchases  reviewed  are  100%  CLTV 
[combined  loan-to-value] [.]  ...  52%  are  Stated  Income."220 

A  subsequent  review  conducted  by  WaMu's  General  Auditor  of  the  "root  causes"  of  the 
Long  Beach  loans  with  early  payment  defaults  pointed  not  only  to  lax  lending  standards  and  a 
lack  of  fraud  controls,  but  also  to  "a  push  to  increase  loan  volume": 

"In  2004,  LBMC  [Long  Beach]  relaxed  underwriting  guidelines  and  executed  loan  sales 
with  provisions  fundamentally  different  from  previous  securitizations.  These  changes, 
coupled  with  breakdowns  in  manual  underwriting  processes,  were  the  primary  drivers  for 
the  increase  in  repurchase  volume.  The  shift  to  whole  loan  sales,  including  the  EPD 
provision,  brought  to  the  surface  the  impact  of  relaxed  credit  guidelines,  breakdowns  in 
manual  underwriting  processes,  and  inexperienced  subprime  personnel.  These  factors, 
coupled  with  a  push  to  increase  loan  volume  and  the  lack  of  an  automated  fraud 
monitoring  tool,  exacerbated  the  deterioration  in  loan  quality."221 

Due  to  the  early  payment  defaults,  Long  Beach  was  forced  to  repurchase  loans  totaling 
nearly  $837  million  in  unpaid  principal,  and  incurred  a  net  loss  of  about  $107  million.222  This 


219 11/1/2005  "LBMC  Post  Mortem  -  Early  Findings  Read  Out,"  prepared  by  WaMu,  JPM_WM03737297,  Hearing 
Exhibit  4/13-9. 

220  Id. 

221  4/17/2006  WaMu  memorandum  to  the  Washington  Mutual  Inc.  and  WaMu  Board  of  Directors'  Audit 
Committee,  "Long  Beach  Mortgage  Company  -  Repurchase  Reserve  Root  Cause  Analysis,"  prepared  by  WaMu 
General  Auditor,  JPM_WM02533760-61,  Hearing  Exhibit  4/13-10. 

22  Id.  (Long  Beach  "experienced  a  dramatic  increase  in  EPD's  [early  payment  defaults],  during  the  third  quarter  of 
2005  [which]  ...  led  to  a  large  volume  of  required  loan  repurchases.  The  unpaid  principal  balance  repurchased  as  a 
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loss  overwhelmed  Long  Beach's  repurchase  reserves,  leading  to  a  reserve  shortfall  of  nearly  $75 
million.223  Due  to  its  insufficient  loss  reserves,  its  outside  auditor,  Deloitte  and  Touche,  cited 
Long  Beach  for  a  serious  deficiency  in  its  financial  reporting.224  These  unexpected  repurchases 
were  significant  enough  that  Washington  Mutual  Inc.,  Long  Beach's  parent  company,  made 
special  mention  of  them  in  its  2005  10-K  filing: 

"In  2004  and  2005,  the  Company's  Long  Beach  Mortgage  Company  subsidiary  engaged 
in  whole  loan  sale  transactions  of  originated  subprime  loans  in  which  it  agreed  to 
repurchase  from  the  investor  each  'early  payment  default'  loan  at  a  price  equal  to  the 
loan's  face  value  plus  the  amount  of  any  premium  paid  by  the  investor.  An  early 
payment  default  occurs  when  the  borrower  fails  to  make  the  first  post-sale  payment  due 
on  the  loan  by  a  contractually  specified  date.  Usually  when  such  an  event  occurs,  the  fair 
value  of  the  loan  at  the  time  of  its  repurchase  is  lower  than  the  face  value.  In  the  fourth 
quarter  of  2005,  the  Company  experienced  increased  incidents  of  repurchases  of  early 
payment  default  loans  sold  by  Long  Beach  Mortgage  Company  and  this  trend  is  expected 
to  continue  in  the  first  part  of  2006. 225 

In  addition  to  the  early  payment  default  problem,  a  September  2005  WaMu  audit 
observed  that  at  Long  Beach,  policies  designed  to  mitigate  the  risk  of  predatory  lending  practices 
were  not  always  followed.  The  audit  report  stated:  "In  24  of  27  (88%)  of  the  refinance 
transactions  reviewed,  policies  established  to  preclude  origination  of  loans  providing  no  net 
tangible  benefit  to  the  borrower  were  not  followed."226  In  addition,  in  8  out  of  10  of  the  newly 
issued  refinance  loans  that  WaMu  reviewed,  Long  Beach  had  not  followed  procedures  designed 
to  detect  "loan  flipping,"  an  industry  term  used  to  describe  the  practice  of  unscrupulous  brokers 
or  lenders  quickly  or  repeatedly  refinancing  a  borrower's  loan  to  reap  fees  and  profits  but 
provide  no  benefit  to  the  borrower.227 

2006  Purchase  of  Long  Beach.  In  response  to  all  the  problems  at  Long  Beach,  at  the 
end  of  2005,  WaMu  fired  Long  Beach's  senior  management  and  moved  the  company  under  the 
direct  supervision  of  the  President  of  WaMu's  Home  Loans  Division,  David  Schneider.228 
Washington  Mutual  promised  its  regulator,  OTS,  that  Long  Beach  would  improve.229  The  bank 
also  filed  a  formal  application,  requiring  OTS  approval,  to  purchase  Long  Beach  from  its  parent 
company,  so  that  it  would  become  a  wholly  owned  subsidiary  of  the  bank.230  WaMu  told  OTS 
that  making  Long  Beach  a  subsidiary  would  give  the  bank  greater  control  over  Long  Beach's 


result  of  the  EPD  provision  for  the  year  ended  December  31,  2005  was  $837.3  million.  The  net  loss  from  these 
repurchases  was  approximately  $107  million."). 

223  Id. 

224  Id. 

225  Washington  Mutual  Inc.  2005  10-K  filing  with  the  SEC. 

226  9/21/2005  WaMu  audit  of  Long  Beach,  JPM_WM04656627. 

227  Id. 

228  Subcommittee  interview  of  David  Schneider  (2/17/2010). 

229  See,  e.g.,  12/21/2005  OTS  memorandum,  "Long  Beach  Mortgage  Corporation  (LBMC),"  OTSWMS06-007 
0001009,  Hearing  Exhibit  4/16-31. 

230  Id.  at  OTSWMS06-007  0001009  (stating  WaMu  filed  a  12/12/2005  application  to  acquire  Long  Beach). 
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operations  and  allow  it  to  strengthen  Long  Beach's  lending  practices  and  risk  management,  as 
well  as  reduce  funding  costs  and  administrative  expenses.231  In  addition,  WaMu  proposed  that  it 
replace  its  current  "Specialty  Mortgage  Finance"  program,  which  involved  purchasing  subprime 
loans  for  its  portfolio  primarily  from  Ameriquest,  with  a  similar  loan  portfolio  provided  by  Long 
Beach.232  OTS  had  expressed  a  number  of  concerns  about  Long  Beach  in  connection  with  the 
purchase  request,233  but  in  December  2005,  after  obtaining  commitments  from  WaMu  to 
strengthen  Long  Beach's  lending  and  risk  management  practices,  OTS  agreed  to  the  purchase.234 
The  actual  purchase  date  was  March  1,  2006. 235 

Immediately  after  the  purchase  in  April  2006,  after  reviewing  Long  Beach's 
operations,  WaMu  President  Rotella  sent  an  email  to  WaMu  CEO  Killinger  warning 
about  the  extent  of  the  problems:  "  [Delinquencies  are  up  140%  and  foreclosures  close  to 
70%.  . . .  First  payment  defaults  are  way  up  and  the  2005  vintage  is  way  up  relative  to 
previous  years.  It  is  ugly."236  Mr.  Rotella,  however,  expressed  hope  that  operations 
would  improve: 

"Early  changes  by  the  new  team  from  HL  [Home  Loans],  who  have  deep 
subprime  experience,  indicate  a  solid  opportunity  to  mitigate  some  of  this.  I 
would  expect  to  see  this  emerge  in  3  to  6  months.  That  said,  much  of  the  paper 
we  originated  in  the  05  growth  spurt  was  low  quality.  ...  I  have  the  utmost 
confidence  in  the  team  overseeing  this  now  and  no  doubt  this  unit  will  be  more 
productive  and  better  controlled,  but  I  figured  you  should  know  this  is  not  a  pretty 
picture  right  now.  We  are  all  over  it,  but  as  we  saw  with  repurchases,  there  was  a 
lot  of  junk  coming  in." 

Despite  the  new  management  and  direct  oversight  by  WaMu's  Home  Loans  Division, 
Long  Beach  continued  to  perform  poorly.  Five  months  later,  expected  improvements  had  not 
materialized.  In  September  2006,  Mr.  Rotella  sent  another  email  to  Mr.  Killinger  stating  that 
Long  Beach  was  still  "terrible": 

"[Long  Beach]  is  terrible,  in  fact  negative  right  now.  . . .  We  are  being  killed  by  the 
lingering  movement  of  EPDs  [early  payment  defaults]  and  other  credit  related  issues  .... 
[W]e  are  cleaning  up  a  mess.  Repurchases,  EPDs,  manual  underwriting,  very  weak 
servicing/collections  practices  and  a  weak  staff.  Other  than  that,  well  you  get  the 
picture."237 


231  Id.  at  OTSWMS06-007  0001010. 

232  Id.  at  OTSWMS06-007  0001011. 

233  See,  e.g.,  6/3/2005  OTS  internal  memorandum  by  OTS  examiner  to  OTS  Deputy  Regional  Director,  at 
OTSWMS06-007  0002683,  Hearing  Exhibit  4/16-28. 

234  See  12/21/2005  OTS  memorandum,  "Long  Beach  Mortgage  Corporation  (LBMC),"  OTSWMS06-007  0001009, 


Hearing  Exhibit  4/16-31. 


235  , 
23b 


237 


'Washington  Mutual  Regulators  Timeline,"  chart  prepared  by  the  Subcommittee,  Hearing  Exhibit  4/16-lj. 
4/27/2006  email  from  Steve  Rotella  to  Kerry  Killinger,  JPM_WM05380911,  Hearing  Exhibit  4/13-11. 
9/14/2006  WaMu  internal  email,  Hearing  Exhibit  4/13-12. 
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Again,  he  expressed  hope  that  the  situation  would  improve:  "The  good  news  is  David  and  his 
team  are  pros  and  are  all  over  it."238  Two  months  later,  in  November  2006,  however,  the  head  of 
WaMu  Capital  Markets  in  New  York,  David  Beck,  relayed  even  more  bad  news  to  Mr. 
Schneider,  the  Home  Loans  President:  "LBMC  [Long  Beach]  paper  is  among  the  worst 
performing  in  the  mkt  [market]  in  2006. "239 

Despite  the  additional  focus  on  improving  its  lending  operations  throughout  2006,  Long 
Beach  was  once  again  flooded  with  repurchase  requests.  According  to  a  memorandum  later 
written  by  an  FDIC  examination  specialist,  "[d]uring  2006,  more  than  5,200  LBMC  loans  were 
repurchased,  totaling  $875.3  million."240  Even  though,  in  January  2006,  the  bank  had  ceased 
executing  whole  loan  sales  which  allowed  an  automatic  repurchase  in  the  event  of  an  EPD,  46% 
of  the  repurchase  volume  was  as  a  result  of  EPDs.  Further,  43%  of  the  repurchase  volume 
resulted  from  first  payment  defaults  (FPDs)  in  which  the  borrower  missed  making  the  first 
payment  on  the  loan  after  it  was  sold.241  Another  10%  of  the  repurchases  resulted  from 
violations  related  to  representation  and  warranties  (R&W)  not  included  in  the  EPD  or  FPD 
numbers,  meaning  the  violations  were  identified  only  later  in  the  life  of  the  loan. 

R&W  repurchases  generally  pose  a  challenge  for  a  bank's  loss  reserves,  because  the 
potential  liability — the  repurchase  request — continues  for  the  life  of  the  loan.  The  FDIC 
memorandum  observed: 

"Management  claims  that  R&W  provisions  are  industry  standard  and  indeed  they  may  be. 
However,  I  still  found  that  the  Mortgage  Loan  Purchase  Agreement  contains  some 
representations  and  warranties  worth  noting.  For  example,  not  only  must  the  loans  be 
'underwritten  in  accordance  with  the  seller's  underwriting  guideline,'  but  the 
'origination,  underwriting,  and  collection  practices  used  by  the  seller  with  respect  to  each 
mortgage  loan  have  been  in  all  material  respects  legal,  proper,  prudent,  and  customary  in 
the  subprime  mortgage  business.'  This  provision  elevates  the  potential  that  investors  can 
put  back  a  problem  loan  years  after  origination  and  not  only  must  the  loan  have  been 
underwritten  in  line  with  bank  guidelines  but  must  also  have  been  underwritten  in 
accordance  with  what  is  customary  with  other  subprime  lenders."242 

R&W  repurchase  requests  and  loss  reserves  continued  to  be  an  issue  at  Long  Beach.  The 
fourth  quarter  of  2006  saw  another  spike  in  R&W  repurchase  requests,  and  in  December  the 
required  amount  of  R&W  loss  reserves  jumped  from  $18  million  to  $76  million.243 


238  id. 

239 11/7/2oo6  WaMu  internal  email,  Hearing  Exhibit  4/13-50. 

240  See  6/5/2007  memorandum  by  Christopher  Hovik,  Examination  Specialist,  sent  to  FDIC  Dedicated  Examiner 
Steve  Funaro,  "WaMu  -  Long  Beach  Mortgage  Company  (LMC)  Repurchases,"  at  1,  FDIC_WAMU_000012348, 
Hearing  Exhibit  4/13-13b. 

241  Id. 

242  Id. 

243  Id.  at  3. 


82 

On  December  22,  2006,  the  FDIC  Dedicated  Examiner  at  WaMu,  Steve  Funaro,  sent  an 
email  to  Mr.  Schneider,  the  Home  Loans  President,  raising  questions  about  the  unexpected  loan 
defaults  and  repurchase  demands.  He  wrote  that  Long  Beach  had  the  "[s]ame  issues  as  FPD  last 
quarter  . . .  Current  forecast  of  35  to  50m  [million]  risk."  His  email  also  noted  potentially 
insufficient  loss  reserves  related  to  WaMu's  own  subprime  conduit  that  purchased  subprime 
loans  from  other  lenders  and  mortgage  brokers,  some  of  which  were  going  out  of  business  and 
would  be  unable  to  shoulder  any  liability  for  defaulting  loans.  His  email  noted  forecasts  of  early 
payment  defaults  totaling  $15.6  million  and  loan  delinquencies  totaling  $10.7  million,  in  addition 
to  other  problems,  and  asked:  "Why  the  miss?  . . .  Who  is  accountable?"244 

Mr.  Schneider  forwarded  the  email  to  his  team  and  expressed  frustration  at  Long  Beach's 
continuing  problems: 

"Short  story  is  this  is  not  good.  . . .  There  is  [a]  growing  potential  issue  around  Long 
Beach  repurchases  ....  [W]e  have  a  large  potential  risk  from  what  appears  to  be  a  recent 
increase  in  repurchase  requests.  . . .  We  are  all  rapidly  losing  credibility  as  a  management 
team."245 

Performance  in  2007  Worsens.  The  following  year,  2007,  was  no  better  as  the 
performance  of  WaMu's  loan  portfolio  continued  to  deteriorate.  WaMu's  chief  risk  officer,  Ron 
Cathcart,  asked  WaMu's  Corporate  Credit  Review  team  to  assess  the  quality  of  Long  Beach 
loans  and  RMBS  securities  in  light  of  the  slowdown  and  decline  in  home  prices  in  some  areas.246 
In  January  2007,  he  forwarded  an  email  with  the  results  of  the  review,  which  identified  "key  risk 
issues"  related  to  recent  loans  and  described  deteriorating  loan  performance  at  Long  Beach.  The 
"top  five  priority  issues"  were: 

"Appraisal  deficiencies  that  could  impact  value  and  were  not  addressed[;] 
Material  misrepresentations  relating  to  credit  evaluation  were  confirmed[;] 
Legal  documents  were  missing  or  contained  errors  or  discrepancies[;] 
Credit  evaluation  or  loan  decision  errors[;  and] 
Required  credit  documentation  was  insufficient  or  missing  from  the  file."247 

The  review  also  found:  "[Deterioration  was  accelerating  in  recent  vintages  with  each  vintage 
since  2002  having  performed  worse  than  the  prior  vintage."  Mr.  Cathcart  also  expressed  concern 
that  problems  were  not  being  reported  to  senior  management.  He  wrote:  "Long  Beach 
represents  a  real  problem  for  WaMu.  ...  I  am  concerned  that  Credit  Review  may  seem  to  have 
been  standing  on  the  sidelines  while  problems  continue.  For  instance,  why  have  Cathcart, 
Schneider,  Rotella  and  Killinger  received  NO  report  on  any  of  this?"248 


244  12/22/2006  email  from  Steve  Funaro  to  David  Schneider,  Hearing  Exhibit  4/13-13a. 
245 12/2006  WaMu  internal  email,  Hearing  Exhibit  4/13-13a. 

246  12/7/2006  email  from  Ron  Cathcart  to  his  colleagues,  Hearing  Exhibit  4/13-15. 

247  1/2/2007  email  from  Ron  Cathcart  to  Cory  Gunderson,  Hearing  Exhibit  4/13-16. 

248  Id. 
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In  February  2007,  WaMu  senior  managers  discussed  "how  best  to  dispose"  of  $433 
million  in  Long  Beach  performing  second  lien  loans,  due  to  "disarray"  in  the  securitization 
market.249  David  Beck,  head  of  WaMu's  Wall  Street  operation,  wrote  that  securitizing  the  loans 
was  "not  a  viable  exit  strategy"  and  noted: 

"Investors  are  suffering  greater  than  expected  losses  from  subprime  in  general  as  well  as 
subprime  2nd  lien  transactions.  As  you  know,  they  are  challenging  our  underwriting 
representations  and  warrants.  Long  Beach  was  able  to  securitize  2nd  liens  once  in  2006 
in  May.  We  sold  the  BBB-  bonds  to  investors  at  Libor  +260.  To  date,  that  transaction 
has  already  experienced  7%  foreclosures."250 

WaMu  CEO  Killinger  complained  privately  to  President  Steve  Rotella: 

"Is  this  basically  saying  that  we  are  going  to  lose  15  [percent]  on  over  $400  million  of 
this  product  or  60  million.  That  is  a  pretty  bad  hit  that  reflects  poorly  on  credit  and  others 
responsibility  for  buying  this  stuff.  Is  this  showing  up  in  hits  to  compensation  or 
personnel  changes."251 

WaMu  President  Rotella  responded: 

"This  is  second  lien  product  originated  7-10  months  ago  from  Long  Beach.  ...  In  2006 
Beck's  team  started  sprinkling  seconds  in  deals  as  they  could.  And,  we  now  have  the  % 
down  to  the  low  single  digits,  so  that  we  can  sell  all  into  our  deals  (assuming  the  market 
doesn't  get  even  worse)." 

He  continued:  "In  terms  of  folks  losing  their  jobs,  the  people  largely  responsible  for  bringing  us 
this  stuff  are  gone,  the  senior  management  of  LB.: 


,252 


Also  in  February  2007,  early  payment  defaults  again  ticked  up.  A  review  of  the  first 
quarter  of  2007  found:  "First  payment  defaults  (FPDs)  rose  to  1.96%  in  March  but  are  projected 
to  fall  back  to  1.87%  in  April  based  on  payments  received  through  May  5th."253  it  also  reported 
that  the  findings  from  a  "deep  dive  into  February  FPDs  revealed"  that  many  of  the  problems 
could  have  been  eliminated  had  existing  guidelines  been  followed: 

"The  root  cause  of  over  70%  of  FPDs  involved  operational  issues  such  as  missed  fraud 
flags,  underwriting  errors,  and  condition  clearing  errors.  This  finding  indicates  there  may 
be  opportunities  to  improve  performance  without  further  restricting  underwriting 
guidelines."254 


249 


2/2007  email  chain  among  WaMu  personnel,  JPM_WM00673101-03,  Hearing  Exhibit  4/13-17. 


250  Id.  at  JPM_WM00673103. 

251  Id.  at  JPM_WM00673101. 

252  Id. 

253  "Quarterly  Credit  Risk  Review  SubPrime,"  prepared  by  WaMu  Home  Loans  Risk  Management  (1st  Quarter, 
2007),  Hearing  Exhibit  4/13-18. 

254  Id. 
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In  June  2007,  WaMu  decided  to  discontinue  Long  Beach  as  a  separate  entity,  and  instead 
placed  its  subprime  lending  operations  in  a  new  WaMu  division  called  "Wholesale  Specialty 
Lending."  That  division  continued  to  purchase  subprime  loans  and  issue  subprime 
securitizations. 

Some  months  later,  an  internal  WaMu  review  assessed  "the  effectiveness  of  the  action 
plans  developed  and  implemented  by  Home  Loans  to  address"  the  first  payment  default  problem 
in  the  Wholesale  Specialty  Lending  division.255  After  reviewing  187  FPD  loans  from  November 
2006  through  March  2007,  the  review  found: 

"The  overall  system  of  credit  risk  management  activities  and  process  has  major 
weaknesses  resulting  in  unacceptable  level  of  credit  risk.  Exposure  is  considerable  and 
immediate  corrective  action  is  essential  in  order  to  limit  or  avoid  considerable  losses, 
reputation  damage,  or  financial  statement  errors."256 

In  particular,  the  review  found: 

"Ineffectiveness  of  fraud  detection  tools  -  132  of  the  187  (71%)  files  were  reviewed  . . . 
for  fraud.  [The  review]  confirmed  fraud  on  115  [and  17  were]  ...  'highly  suspect'.  ... 
Credit  weakness  and  underwriting  deficiencies  is  a  repeat  finding  ....  80  of  the  112 
(71%)  stated  income  loans  were  identified  for  lack  of  reasonableness  of  income[.]  133 
(71%)  had  credit  evaluation  or  loan  decision  errors  ....  58  (31%)  had  appraisal 
discrepancies  or  issues  that  raised  concerns  that  the  value  was  not  supported."257 

July  2007  was  a  critical  moment  not  only  for  WaMu,  but  also  for  the  broader  market  for 
mortgage  securities.  In  that  month,  Moody's  and  S&P  downgraded  the  ratings  of  hundreds  of 
RMBS  and  CDO  securities,  including  40  Long  Beach  subprime  securities.258  The  mass 
downgrades  caused  many  investors  to  immediately  stop  buying  subprime  RMBS  securities,  and 
the  securities  plummeted  in  value.  Wall  Street  firms  were  increasingly  unable  to  find  investors 
for  new  subprime  RMBS  securitizations. 

In  August  2007,  WaMu's  internal  audit  department  released  a  lengthy  audit  report 
criticizing  Long  Beach's  poor  loan  origination  and  underwriting  practices.259  By  that 
time,  Long  Beach  had  been  rebranded  as  WaMu's  Wholesale  Specialty  Lending  division, 
the  subprime  market  had  collapsed,  and  subprime  loans  were  no  longer  marketable.  The 
audit  report  nevertheless  provided  a  detailed  and  negative  review  of  its  operations: 


255  9/28/2007  "Wholesale  Specialty  Lending-FPD,"  WaMu  Corporate  Credit  Review,  JPM_WM04013925,  Hearing 
Exhibit  4/13-21. 

256  Id.  at  2. 

257  Id.  at  3. 

258  7/10/2007-7/12/2007  excerpts  from  Standard  &  Poor's  and  Moody's  Downgrades,  Hearing  Exhibit  4/23-99. 

259  8/20/2007  "Long  Beach  Mortgage  Loan  Origination  &  Underwriting,"  WaMu  audit  report,  JPM_WM02548939, 
Hearing  Exhibit  4/13-19 
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"[T]he  overall  system  of  risk  management  and  internal  controls  has  deficiencies  related  to 
multiple,  critical  origination  and  underwriting  processes  ....  These  deficiencies  require 
immediate  effective  corrective  action  to  limit  continued  exposure  to  losses.  . . .  Repeat 
Issue  -  Underwriting  guidelines  established  to  mitigate  the  risk  of  unsound  underwriting 
decisions  are  not  always  followed  ....  Improvements  in  controls  designed  to  ensure 
adherence  to  Exception  Oversight  Policy  and  Procedures  is  required  ....  [Ajccurate 
reporting  and  tracking  of  exceptions  to  policy  does  not  exist."260 

In  response,  Mr.  Rotella  wrote  to  WaMu's  General  Auditor:  "This  seems  to  me  to  be  the 
ultimate  in  bayonetting  the  wounded,  if  not  the  dead. 


,261 


Subprime  Lending  Ends.  In  September  2007,  with  investors  no  longer  interested  in 
buying  subprime  loans  or  securitizations,  WaMu  shut  down  all  of  its  subprime  operations.262 
During  the  prior  year,  which  was  their  peak,  Long  Beach  and  WaMu  had  securitized  $29  billion 
in  subprime  loans;  by  2007,  due  to  the  collapse  of  the  subprime  secondary  market,  WaMu's 
volume  for  the  year  dropped  to  $5.5  billion.  Altogether,  from  2000  to  2007,  Long  Beach  and 
WaMu  had  securitized  at  least  $77  billion  in  subprime  loans.263 

When  asked  about  Long  Beach  at  the  Subcommittee's  hearing,  all  of  the  WaMu  former 
managers  who  testified  remembered  its  operations  as  being  problematic,  and  could  not  explain 
why  WaMu  failed  to  strengthen  its  operations.  Mr.  Vanasek,  former  Chief  Risk  Officer,  testified 
that  Long  Beach  did  not  have  an  effective  risk  management  regime  when  he  arrived  at  WaMu  in 
1999,  and  that  it  had  not  developed  an  effective  risk  management  regime  by  the  time  he  retired  at 
the  end  of  2005. 264  Likewise,  Mr.  Cathcart,  who  replaced  Mr.  Vanasek  as  Chief  Risk  Officer, 
testified  that  Long  Beach  never  developed  effective  risk  management  during  the  course  of  his 
tenure.265 

At  the  April  13  Subcommittee  hearing,  Senator  Levin  asked  Mr.  Vanasek:  "Is  it  fair  to 
say  that  WaMu  is  not  particularly  worried  about  the  risk  associated  with  Long  Beach  subprime 
mortgages  because  it  sold  those  loans  and  passed  the  risk  on  to  investors?"  Mr.  Vanasek  replied: 
"Yes,  I  would  say  that  was  a  fair  characterization."266 

Home  Loans  President  David  Schneider,  who  had  direct  responsibility  for  addressing  the 
problems  at  Long  Beach,  testified  that  he  tried  to  improve  Long  Beach,  but  "ultimately  decided 
. . .  Long  Beach  was  an  operation  that  we  should  shut  down."267  WaMu  President  Steve  Rotella 
also  acknowledged  the  inability  of  WaMu  management  to  resolve  the  problems  at  Long  Beach: 


260  Id.  at  JPM_WM02548940-41. 


261  8/21/2007  email  from  Steve  Rotella  to  Randy  Melby,  JPM_WM04859837,  Hearing  Exhibit  4/13-20. 

262  "Washington  Mutual  Regulators  Timeline,"  chart  prepared  by  the  Subcommittee,  Hearing  Exhibit  4/16- lj. 

263  "Securitizations  of  Washington  Mutual  Subprime  Home  Loans,"  chart  prepared  by  the  Subcommittee,  Hearing 
Exhibit  4/13-lc. 

264  April  13,  2010  Subcommittee  Hearing  at  22. 
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"We  did  bring  the  volume  in  Long  Beach  down  substantially  every  quarter  starting  in  the 
first  quarter  of  2006.  As  we  went  through  that  process,  it  became  increasingly  clear,  as  I 
have  indicated  in  here,  that  the  problems  in  Long  Beach  were  deep  and  the  only  way  we 
could  address  those  were  to  continue  to  cut  back  volume  and  ultimately  shut  it  down."268 

Community  Impact.  Long  Beach's  poor  quality  loans  not  only  proved  unprofitable  for 
many  investors,  they  were  often  devastating  for  the  borrowers  and  their  communities.  Mr. 
Killinger  testified  at  the  Subcommittee  hearing  that  WaMu,  "entered  the  subprime  business  with 
our  purchase  of  Long  Beach  Mortgage  in  1999  to  better  serve  an  underserved  market."269  But 
the  unfortunate  result  of  many  Long  Beach  loans  was  that  they  left  communities  reeling  from 
widespread  foreclosures  and  lost  homes. 

In  November  2008,  the  Office  of  the  Comptroller  of  the  Currency  (OCC)  which  oversees 
all  nationally  chartered  banks,  identified  the  ten  metropolitan  areas  across  the  United  States  with 
the  highest  rates  of  foreclosure  for  subprime  and  Alt  A  mortgages  originated  from  2005  through 
2007. 270  Those  ten  areas  were,  in  order:  Detroit,  Cleveland,  Stockton,  Sacramento, 
Riverside/San  Bernardino,  Memphis,  Miami/Fort  Lauderdale,  Bakersfield,  Denver,  and  Las 
Vegas.  The  OCC  then  identified  the  lenders  with  the  highest  foreclosure  rates  in  each  of  those 
devastated  cities.  Long  Beach  had  the  worst  foreclosure  rate  in  four  of  those  areas,  and  was  near 
the  worst  in  five  more,  with  the  lone  exception  being  Las  Vegas.  The  OCC  data  also  showed 
that,  overall  in  the  ten  metropolitan  areas,  Long  Beach  mortgages  had  the  second  worst 
foreclosure  rate  of  all  the  lenders  reviewed,  with  over  11,700  foreclosures  at  the  time  of  the 
report.  Only  New  Century  was  worse. 

(2)  WaMu  Retail  Lending 

Washington  Mutual' s  problems  were  not  confined  to  its  subprime  operations;  they  also 
affected  its  retail  operations.  WaMu  loosened  underwriting  standards  as  part  of  its  High  Risk 
Lending  Strategy,  and  received  repeated  criticisms  from  its  regulators,  as  outlined  in  the  next 
chapter,  for  weak  underwriting  standards,  risk  layering,  excessive  loan  error  and  exception  rates, 
appraisal  problems,  and  loan  fraud.  In  August  of  2007,  more  than  a  year  before  the  collapse  of 
the  bank,  WaMu's  President  Steve  Rotella  emailed  CEO  Kerry  Killinger  saying  that,  aside  from 
Long  Beach,  WaMu's  prime  home  loan  business  "was  the  worst  managed  business  I  had  seen  in 

271 

my  career." 

(a)  Inadequate  Systems  and  Weak  Oversight 

One  reason  for  WaMu's  poor  lending  practices  was  its  failure  to  adequately  monitor  the 
hundreds  of  billions  of  dollars  of  residential  loans  being  issued  each  year  by  its  own  loan 
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personnel.  From  1990  until  2002,  WaMu  acquired  more  than  20  new  banks  and  mortgage 
companies,  including  American  Savings  Bank,  Great  Western  Bank,  Fleet  Mortgage 
Corporation,  Dime  Bancorp,  PNC  Mortgage,  and  Long  Beach.  WaMu  struggled  to  integrate 
dozens  of  lending  platforms,  information  technology  systems,  staffs,  and  policies,  whose 
inconsistencies  and  gaps  exposed  the  bank  to  loan  errors  and  fraud. 

To  address  the  problem,  WaMu  invested  millions  of  dollars  in  a  technology  program 
called  Optis,  which  WaMu  President  Rotella  described  in  the  end  as  "a  complete  failure"  that  the 
bank  "had  to  write  off"  and  abandon.272  In  2004,  an  OTS  Report  of  Examination  (ROE),  which 
was  given  to  the  bank's  Board  of  Directors,  included  this  observation: 

"Our  review  disclosed  that  past  rapid  growth  through  acquisition  and  unprecedented 
mortgage  refinance  activity  placed  significant  operational  strain  on  [Washington  Mutual] 
during  the  early  part  of  the  review  period.  Beginning  in  the  second  half  of  2003,  market 
conditions  deteriorated,  and  the  failure  of  [Washington  Mutual]  to  fully  integrate  past 
mortgage  banking  acquisitions,  address  operational  issues,  and  realize  expectations  from 
certain  major  IT  initiatives  exposed  the  institution's  infrastructure  weaknesses  and  began 
to  negatively  impact  operating  results."273 

The  records  reviewed  by  the  Subcommittee  showed  that,  from  2004  until  its  shuttering  in  2008, 
WaMu  constantly  struggled  with  information  technology  issues  that  limited  its  ability  to  monitor 
loan  errors,  exception  rates,  and  indicators  of  loan  fraud. 

From  2004  to  2008,  WaMu's  regulators  also  repeatedly  criticized  WaMu's  failure  to 
exercise  sufficient  oversight  of  its  loan  personnel  to  reduce  excessive  loan  error  and  exception 
rates  that  allowed  the  issuance  of  loans  in  violation  of  WaMu's  credit  standards.274  In  2004, 
Craig  Chapman,  then  the  President  of  WaMu  Home  Loans,  visited  a  number  of  the  bank's  loan 
centers  around  the  country.  Lawrence  Carter,  then  OTS  Examiner-in-Charge  at  WaMu,  spoke 
with  Mr.  Chapman  about  what  he  found.  Recalling  that  conversation  in  a  later  email,  Mr.  Carter 
wrote: 

"Craig  has  been  going  around  the  country  visiting  home  lending  and  fulfillment  offices. 
His  view  is  that  band-aids  have  been  used  to  address  past  issues  and  that  there  is  a 
fundamental  absence  of  process."275 

The  regulators'  examination  reports  on  WaMu  indicate  that  its  oversight  efforts  remained 
weak.  In  February  2005,  OTS  stated  that  WaMu's  loan  underwriting  "has  been  an  area  of 


272  Subcommittee  interview  of  Steve  Rotella  (2/24/2010). 

273  See  3/15/2004  OTS  Report  of  Examination,  at  OTSWMS04-0000001482,  Hearing  Exhibit  4/16-94  [Sealed 
Exhibit].  See  also,  e.g.,  12/17/2004  email  exchange  among  WaMu  executives,  "Risks/Costs  to  Moving  GSE  Share 
to  FH,"  JPM_WM05501400,  Hearing  Exhibit  4/16-88  (noting  that  Fannie  Mae  "is  well  aware  of  our  data  integrity 
issues  (miscoding  which  results  in  misdeliveries,  expensive  and  time  consuming  data  reconciliations),  and  has  been 
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274  See,  e.g.,  OTS  examination  reports  cited  in  Chapter  IV,  below. 

275  8/13/2004  email  from  Lawrence  Carter  to  Michal  Finn,  Finn_Michael-00005331. 
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concern  for  several  exams."276  In  June  2005,  OTS  expressed  concern  about  the  bank's 
underwriting  exceptions  and  policy  compliance.277  In  August  of  the  same  year,  the  OTS  Report 
of  Examination  stated  that,  "the  level  of  deficiencies,  if  left  unchecked,  could  erode  the  credit 
quality  of  the  portfolio,"  and  specifically  drew  attention  to  WaMu  concentrations  in  higher  risk 
loans  that  were  a  direct  result  of  its  High  Risk  Lending  Strategy.278  2006  was  no  better.  OTS 
repeatedly  criticized  the  level  of  underwriting  exceptions  and  errors.279 

Another  problem  was  the  weak  role  played  by  WaMu's  compliance  department.  In 
March  2007,  an  OTS  examiner  noted  that  WaMu  had  just  hired  its  "ninth  compliance  leader 
since  2000,"  and  that  its  "compliance  management  program  has  suffered  from  a  lack  of  steady, 
consistent  leadership."  The  examiner  added:  "The  Board  of  Directors  should  commission  an 
evaluation  of  why  smart,  successful,  effective  managers  can't  succeed  in  this  position.  . . . 
(HINT:  It  has  to  do  with  top  management  not  buying  into  the  importance  of  compliance  and  turf 
warfare  and  Kerry  [Killinger]  not  liking  bad  news.)"280 

Still  another  problem  was  that  WaMu  failed  to  devote  sufficient  resources  to  overseeing 
the  many  loans  it  acquired  from  third  party  lenders  and  mortgage  brokers.  The  2010  Treasury 
and  FDIC  IG  report  found  that,  from  2003  to  2007,  a  substantial  portion  of  WaMu's  residential 
loans — from  48%  to  70% — came  from  third  party  lenders  and  brokers.281  The  IG  report  also 
found: 

"The  financial  incentive  to  use  wholesale  loan  channels  for  production  was  significant. 
According  to  an  April  2006  internal  presentation  to  the  WaMu  Board,  it  cost  WaMu 
about  66  percent  less  to  close  a  wholesale  loan  ($1,809  per  loan)  than  it  did  to  close  a 
retail  loan  ($5,273).  Thus,  WaMu  was  able  to  reduce  its  cost  of  operations  through  the 
use  of  third-party  originators  but  had  far  less  oversight  over  the  quality  of 
originations."282 

During  its  last  five  years,  WaMu  accepted  loans  from  tens  of  thousands  of  third  party 
brokers  and  lenders  across  the  country,  not  only  through  its  wholesale  and  correspondent 
channels,  but  also  through  its  securitization  conduits  that  bought  Alt  A  and  subprime  loans  in 
bulk.  Evidence  gathered  by  the  Subcommittee  from  OTS  examination  reports,  WaMu  internal 


276  2/7/2005  OTS  Letter  to  Washington  Mutual  Board  of  Directors  on  Matters  Requiring  Board  Attention, 
OTSWMEF-0000047591,  Hearing  Exhibit  4/16-94  [Sealed  Exhibit].  See  the  Regulator  Chapter  of  this  Report  for 
more  information. 

277  6/3/2005  OTS  Findings  Memorandum,  "Single  Family  Residential  Home  Loan  review,"  OTSWME05-004 
0000392,  Hearing  Exhibit  4/16-26.  For  more  information,  see  Chapter  IV,  below. 

278  3/14/2005  OTS  Report  of  Examination,  OTSWMS05-004  0001794,  Hearing  Exhibit  4/16-94  [Sealed  Exhibit]. 
(Examination  findings  were  issued  to  WaMu  on  August  28,  2005.) 
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0001299,  Hearing  Exhibit  4/16-33;  and  8/29/2006  OTS  Report  of  Examination,  OTSWMS06-008  0001690,  Hearing 
Exhibit  4/16-94  [Sealed  Exhibit]. 

280  5/31/2007  Draft  OTS  Findings  Memorandum,  "Compliance  Management  Program,"  Franklin_Benjamin- 
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documents,  and  oral  testimony  shows  that  WaMu  exercised  weak  oversight  over  the  thousands  of 
brokers  submitting  loans.  For  example,  a  2003  OTS  report  concluded  that  WaMu's  "annual 
review  and  monitoring  process  for  wholesale  mortgage  brokers  was  inadequate,  as  management 
did  not  consider  key  performance  indicators  such  as  delinquency  rates  and  fraud  incidents."283  A 
2003  WaMu  quality  assurance  review  found  an  "error  rate  of  29  percent  for  wholesale  mortgage 
loans,  more  than  triple  the  acceptable  error  rate  of  8  percent  established  by  WaMu."284  A  2004 
OTS  examination  noted  that  20,000  brokers  and  lenders  had  submitted  loans  to  WaMu  for 
approval  during  the  year,  a  volume  that  was  "challenging  to  manage."285  A  2005  internal  WaMu 
investigation  of  two  high  volume  loan  centers  in  Southern  California  that  accepted  loans  from 
brokers  found  that  "78%  of  the  funded  retail  broker  loans  reviewed  were  found  to  contain 
fraud."286  A  2006  internal  WaMu  inquiry  into  why  loans  purchased  through  its  subprime 
conduit  were  experiencing  high  delinquency  rates  found  the  bank  had  securitized  broker  loans 
that  were  delinquent,  not  underwritten  to  standards,  and  suffering  from  "lower  credit  quality. 


,287 


OTS  examinations  in  2006  and  2007  also  identified  deficiencies  in  WaMu's  oversight 
efforts.288  For  example,  a  2007  OTS  memorandum  found  that,  in  2007,  Washington  Mutual  had 
only  14  full-time  employees  overseeing  more  than  34,000  third  party  brokers  submitting  loans  to 
the  bank  for  approval,289  which  meant  that  each  WaMu  employee  oversaw  more  than  2,400 
brokers.  The  OTS  examination  not  only  questioned  the  staffing  level,  but  also  criticized  the 
scorecard  WaMu  used  to  rate  the  mortgage  brokers,  which  did  not  include  the  rates  at  which 
significant  lending  or  documentation  deficiencies  were  attributed  to  the  broker,  the  rate  at  which 
the  broker's  loans  were  denied  or  produced  unsaleable  loans,  or  any  indication  of  whether  the 
broker  was  included  on  industry  watch  lists  for  prior  or  suspected  misconduct. 

In  2006,  federal  regulators  issued  Interagency  Guidance  on  Nontraditional  Mortgage 
Product  Risks  (NTM  Guidance)  providing  standards  on  how  banks  "can  offer  nontraditional 
mortgage  products  in  a  safe  and  sound  manner."290  It  focused,  in  part,  on  the  need  for  banks  to 
"have  strong  systems  and  controls  in  place  for  establishing  and  maintaining  relationships"  with 
third  party  lenders  and  brokers  submitting  high  risk  loans  for  approval.  It  instructed  banks  to 
monitor  the  quality  of  the  submitted  loans  to  detect  problems  such  as  "early  payment  defaults, 
incomplete  documentation,  and  fraud."  If  problems  arose,  the  NTM  Guidance  directed  banks  to 
"take  immediate  action": 
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90 

"Oversight  of  third  party  brokers  and  correspondents  who  originate  nontraditional 
mortgage  loans  should  involve  monitoring  the  quality  of  originations  so  that  they  reflect 
the  institution's  lending  standards  and  compliance  with  applicable  laws  and  regulations. 
...  If  appraisal,  loan  documentation,  credit  problems  or  consumer  complaints  are 
discovered,  the  institution  should  take  immediate  action."291 

WaMu  did,  at  times,  exercise  oversight  of  its  third  party  brokers.  A  2006  credit  review  of 
its  subprime  loans,  for  example,  showed  that  Long  Beach — which  by  then  reported  to  the  WaMu 
Home  Loans  Division — had  terminated  relationships  with  ten  brokers  in  2006,  primarily  because 
their  loans  had  experienced  high  rates  of  first  payment  defaults  requiring  Long  Beach  to 
repurchase  them  at  significant  expense.292  But  terminating  those  ten  brokers  was  not  enough  to 
cure  the  many  problems  with  the  third  party  loans  WaMu  acquired.  The  report  also  noted  that,  in 
2006,  apparently  for  the  first  time,  Long  Beach  had  introduced  "collateral  and  broker  risk"  into 
its  underwriting  process.293 

WaMu  closed  down  its  wholesale  and  subprime  channels  in  2007,  and  its  Alt  A  and 
subprime  securitization  conduits  in  2008. 

(b)  Risk  Layering 

During  the  five-year  period  reviewed  by  the  Subcommittee,  from  2004  to  2008,  WaMu 
issued  many  loans  with  multiple  higher  risk  features,  a  practice  known  as  "risk  layering."  At  the 
April  13  Subcommittee  hearing,  Mr.  Vanasek,  its  Chief  Risk  Officer  from  2004  to  2005,  testified 
about  the  dangers  of  this  practice: 

"It  was  the  layering  of  risk  brought  about  by  these  incremental  changes  that  so  altered  the 
underlying  credit  quality  of  mortgage  lending  which  became  painfully  evident  once 
housing  prices  peaked  and  began  to  decline.  Some  may  characterize  the  events  that  took 
place  as  a  'perfect  storm,'  but  I  would  describe  it  as  an  inevitable  consequence  of 
consistently  adding  risk  to  the  portfolio  in  a  period  of  inflated  housing  price 
appreciation."294 

Stated  Income  Loans.  One  common  risk  layering  practice  at  WaMu  was  to  allow 
borrowers  to  "state"  the  amount  of  their  annual  income  in  their  loan  applications  without  any 
direct  documentation  or  verification  by  the  bank.    Data  compiled  by  the  Treasury  and  the  FDIC 
IG  report  showed  that,  by  the  end  of  2007,  50%  of  WaMu's  subprime  loans,  73%  of  its  Option 
ARMs,  and  90%  of  its  home  equity  loans  were  stated  income  loans.295  The  bank's  acceptance  of 
unverified  income  information  came  on  top  of  its  use  of  loans  with  other  high  risk  features,  such 
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as  borrowers  with  low  credit  scores  or  the  use  of  low  initial  teaser  interest  rates  followed  by 
much  higher  rates. 

Stated  income  loans  were  originally  developed  to  assist  self  employed  individuals  that 
had  good  credit  and  high  net  worth  to  obtain  loans  they  could  afford.  But  from  2004  to  2008, 
stated  income  loans  became  much  more  widespread,  including  with  respect  to  a  wide  variety  of 
high  risk  loans.296  Mr.  Cathcart  testified  at  the  Subcommittee  hearing: 

"[Stated  income  loans]  originated  as  a  product  for  self-employed  individuals  who  didn't 
have  pay  stubs  and  whose  financial  statements  didn't  necessarily  reflect  what  they  made. 
It  was  intended  to  be  available  for  only  the  most  creditworthy  borrowers  and  it  was 
supposed  to  be  tested  for  reasonableness  so  that  a  person  who  said  that  they  were  a  waiter 
or  a  lower-paid  individual  couldn't  say  that  they  had  an  income  of  $100,000. 

"I  think  that  the  standards  eroded  over  time.  At  least  I  have  become  aware,  reading  all 
that  has  happened  . . .  standards  eroded  over  time  and  that  it  became  a  competitive  tool 
that  was  used  by  banks  to  gather  business,  so  that  if  a  loan  consultant  could  send  his  loan 
to  Bank  A  or  Bank  B,  the  consultant  would  say,  well,  why  don't  you  go  to  Bank  B?  You 
don't  have  to  state  your  income. 

"I  do  think,  thinking  it  through,  that  there  was  a  certain  amount  of  coaxing  that  was 
possible  between  the  loan  consultant  and  the  individual,  which  would  be  something 
which  would  be  invisible  to  a  bank  that  received  the  application  and  the  only  test  for  that 
would  be  reasonableness,  which  as  you  have  heard  there  were  some  issues  within  the 
portfolio."297 

WaMu  required  its  loan  personnel  to  determine  whether  a  loan  applicant's  stated  income 
was  reasonable,  but  evidence  obtained  by  the  Subcommittee  indicates  that  requirement  was  not 
effectively  implemented.  A  2008  press  report  about  a  WaMu  stated  income  loan  is  illustrative: 

"As  a  supervisor  at  a  Washington  Mutual  mortgage  processing  center,  John  D.  Parsons 
was  accustomed  to  seeing  baby  sitters  claiming  salaries  worthy  of  college  presidents,  and 
schoolteachers  with  incomes  rivaling  stockbrokers.  He  rarely  questioned  them.  A  real 
estate  frenzy  was  under  way  and  WaMu,  as  his  bank  was  known,  was  all  about  saying 
yes. 

"Yet  even  by  WaMu's  relaxed  standards,  one  mortgage  four  years  ago  raised  eyebrows. 
The  borrower  was  claiming  a  six-figure  income  and  an  unusual  profession:  mariachi 
singer. 


296  See,  e.g.,  NTM  Guidance  at  58614  ("Institutions  increasingly  rely  on  reduced  documentation,  particularly 
unverified  income,  to  qualify  borrowers  for  nontraditional  mortgage  loans.").  The  NTM  Guidance  directed  banks  to 
use  stated  income  loans  "with  caution,"  but  did  not  prohibit  them  or  even  issue  guidance  limiting  their  use.  Id.  at 
58611,  58614. 

297  April  13,  2010  Subcommittee  Hearing  at  41. 
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"Mr.  Parsons  could  not  verify  the  singer's  income,  so  he  had  him  photographed  in  front 
of  his  home  dressed  in  his  mariachi  outfit.  The  photo  went  into  a  WaMu  file. 
Approved."298 

Instead  of  verifying  borrower  income,  WaMu  loan  personnel  apparently  focused  instead 
on  borrower  credit  scores,  as  a  proxy  measure  of  a  borrower's  creditworthiness.  The  problem 
with  this  approach,  however,  was  that  a  person  could  have  a  high  credit  score — reflecting  the 
fact  that  they  paid  their  bills  on  time — and  still  have  an  income  that  was  insufficient  to  support 
the  mortgage  amount  being  requested. 

High  LTV  Ratios.  A  second  risk-layering  practice  at  WaMu  involved  loan-to-value 
(LTV)  ratios.  LTV  ratios  are  a  critical  risk  management  tool,  because  they  compare  the  loan 
amount  to  the  estimated  dollar  value  of  the  property.  If  an  LTV  ratio  is  too  high  and  the 
borrower  defaults,  the  sale  of  the  property  may  not  produce  sufficient  proceeds  to  pay  off  the 
loan.  In  interagency  guidance,  federal  banking  regulators  noted  that  banks  should  generally 
avoid  issuing  loans  with  LTV  ratios  over  80%,  and  directed  banks  to  ensure  that  loans  with  LTV 
ratios  of  90%  or  more  have  additional  credit  support  such  as  mortgage  insurance  or  added 
collateral.299  The  Treasury  and  the  FDIC  IG  report  found  that  WaMu  held  a  "significant 
percentage"  of  home  loans  in  which  the  LTV  ratios  exceeded  80%.300 

These  loans  were  the  result  of  explicit  WaMu  policies  allowing  high  LTV  ratios  to  be 
used  in  loans  that  already  had  other  high  risk  features.  In  February  2005,  for  example,  WaMu  set 
up  automated  loan  approval  parameters  to  approve  loans  with  a  90%  LTV  in  Option  ARM  and 
interest-only  loans  providing  financing  of  up  to  $1  million.301  Still  another  layer  of  risk  was 
added  to  these  loans  by  permitting  the  borrowers  to  have  credit  scores  as  low  as  620. 

The  Treasury  and  the  FDIC  IG  report  determined  that  44%  of  WaMu's  subprime  loans 
and  35%  of  its  home  equity  loans  had  LTV  ratios  in  excess  of  80%. 302  These  loans  resulted  in 
part  from  a  2006  WaMu  decision  to  combine  home  equity  loans  bearing  high  LTV  ratios  with 
borrowers  bearing  low  credit  scores.  That  initiative  was  discussed  in  a  June  2006  email  sent  to 
Mr.  Rotella,  after  he  inquired  about  the  project.  He  was  informed: 


298  "Saying  Yes,  WaMu  Built  Empire  on  Shaky  Loans,"  New  York  Times  (12/27/08).  When  asked  about  this  press 
report,  WaMu  told  the  Subcommittee  that  it  had  no  record  of  this  loan,  but  could  not  deny  that  the  incident  took 
place  as  reported.  See  also,  in  the  following  subsection,  a  WaMu  loan  issued  to  a  "Sign  Designer"  who  claimed 
earnings  of  $34,000  per  month. 

299  See  10/8/1999  "Interagency  Guidance  on  High  LTV  Residential  Real  Estate  Lending," 
http://www.federalreserve.gov/boarddocs/srletters/1993/SR9301.htm. 

300  4/2010  IG  Report,  at  10,  Hearing  Exhibit  4/16-82. 

301  2/2005  email  chain  between  Timothy  Bates,  Tony  Meola,  Mr.  Rotella  and  others,  JPM_WM00616783-84. 

302  4/2010  IG  Report,  at  10,  Hearing  Exhibit  4/16-82.  See  also  3/1/2007  Washington  Mutual  Inc.  10-K  filing  with 
the  SEC,  at  52  (showing  that,  as  of  12/31/2006,  WaMu  held  $7.4  billion  in  home  mortgages  without  private 
mortgage  insurance  or  government  guarantees  with  LTV  ratios  in  excess  of  80%,  and  $15  billion  in  home  equity 
loans  and  lines  of  credit  with  LTV  ratios  in  excess  of  80%). 
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"$4  billion  home  equity  investment  program  [was]  approved  . . .  last  Friday.  High  CLTVs 
[Combined  Loan-to-Value  ratios]  (up  to  100%)  and  lower  FICOs  (down  to  600) 
permitted  with  some  concentration  limits."303 

In  order  to  issue  these  loans  as  soon  as  possible  in  2006,  WaMu  set  up  an  underwriting  team  to 
provide  "manual"  approvals  outside  of  its  automated  systems: 

"Our  team  is  currently  focused  on  several  HE  [Home  Equity]  modeling  initiatives  to 
include  higher  risk  lending  ....  [W]e  are  adjusting  our  decision  engine  rules  for  a  July 
roll  out  to  allow  for  580-620  [FICO  scores]  and  LT  80%  CLTV  [combined  loan-to-value] 
loans  to  be  referred  to  a  manual  'sub-prime'  underwriting  team  that  we  are  putting  in 
place.  . . .  [W]e  see  this  580-620  segment  as  the  biggest  opportunity  where  we  aren't 
lending  today."304 

Also  in  2006,  WaMu  began  issuing  so-called  "80/20  loans,"  in  which  a  package  of  two 
loans  are  issued  together,  imposing  an  80%  LTV  first  lien  and  a  20%  LTV  second  lien  on  the 
property,  for  a  total  combined  LTV  (CLTV)  of  100%. 305  Loans  that  provide  financing  for  100% 
of  a  property's  value  are  extremely  high  risk,  because  the  borrower  has  no  equity  in  the  property, 
the  borrower  can  stop  payments  on  the  loan  without  losing  a  personal  investment,  and  a 
subsequent  home  sale  may  not  produce  sufficient  funds  to  pay  off  the  debt.306  Yet  in  2006, 
Home  Loans  Division  President  David  Schneider  approved  issuing  80/20  loans  despite  the  risk 
and  despite  the  fact  that  WaMu's  automatic  underwriting  system  was  not  equipped  to  accept 
them,  and  loan  officers  initially  had  to  use  a  manual  system  to  issue  the  loans.307 

Using  Low  Interest  Rates  to  Qualify  Borrowers.  A  third  risk  layering  practice  at 
WaMu  was  allowing  loan  officers  to  qualify  prospective  borrowers  for  short  term  hybrid  ARMs 
or  Option  ARMs  based  upon  only  the  initial  low  rate  and  not  the  higher  interest  rate  that  would 
take  effect  later  on.  In  a  filing  with  the  SEC,  for  example,  Washington  Mutual  Inc.  wrote  that  its 
"underwriting  guidelines"  allowed  "borrowers  with  hybrid  adjustable-rate  home  loans  . . .  where 
the  initial  interest  rate  is  fixed  for  2  to  5  years"  to  be  "qualified  at  the  payment  associated  with 
the  fixed  interest  rate  charged  in  the  initial  contractual  period."308  In  addition,  in  2005,  WaMu 
personnel  informed  OTS  that,  since  2004,  the  bank  had  not  been  qualifying  its  Option  ARM 


303  6/13/2006  email  from  Cheryl  Feltgen  to  David  Schneider  who  forwarded  it  to  Steve  Rotella, 
JPM_WM01311922-23. 

304  6/14/2006  email  from  Mark  Hillis  to  Cheryl  Feltgen,  included  in  a  longer  email  chain  involving  Mr.  Rotella  and 
Mr.  Schneider,  among  others,  JPM_WM01311922. 

305  See,  e.g.,  6/2006  email  chain  between  Mr.  Rotella,  Mr.  Schneider,  Mr.  Hillis,  and  Ms.  Feltgen, 
JPM_WM01311922-23. 

306  See  NTM  Guidance  at  58614.  See  also  SEC  v.  Mozilo,  Case  No.  CV09-03994  (USDC  CD  Calif.),  Complaint 
(June  4,  2009),  at  H  50  (quoting  an  email  by  Countrywide  CEO  Angelo  Mozilo  who,  when  discussing  the  80/20 
loans  being  issued  by  his  bank,  wrote:  "In  all  my  years  in  the  business  I  have  never  seen  a  more  toxic  pr[o]duct."). 

307  Id.;  Subcommittee  interview  of  Cheryl  Feltgen  (2/6/2010).  2/2006  WaMu  internal  email  chain,  "FW:  80/20," 
JPM_WM03960778.  See  also  3/19/2007  email  from  Ron  Cathcart  to  David  Schneider,  JPM_WM02571598, 
Hearing  Exhibit  4/16-75  (indicating  WaMu  issued  loans  with  CLTVs  in  excess  of  95%  until  ending  the  practice  in 
March  2007). 

308  See  3/1/2007  Washington  Mutual  Inc.  10-K  filing  with  the  SEC  at  56. 
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borrowers  using  the  "fully  indexed  rate."309  Instead,  WaMu  was  using  a  lower  "administrative" 
rate  that  was  "significantly  less  than  the  fully  indexed  rate."310 

Borrowers,  loan  officers,  and  WaMu  executives  often  assumed  that  hybrid  and  Option 
ARMs  could  be  refinanced  before  the  payments  reset  to  higher  levels — an  expectation  that 
eventually  proved  to  be  unfounded.  In  a  November  30,  2007  email  discussing  loan 
modifications  from  Mr.  Schneider  to  Mr.  Killinger,  Mr.  Rotella  and  other  senior  executives,  Mr. 
Schneider  described  WaMu's  faulty  assumptions  about  the  "start  rate"  and  life  span  of  these 
loans: 

"I  also  think  it  is  clear  that  the  economic  benefit  of  providing  modifications  for  these 
borrowers  is  compelling  for  the  following  reasons: 

-  None  of  these  borrowers  ever  expected  that  they  would  have  to  pay  at  a  rate 
greater  than  the  start  rate.  In  fact,  for  the  most  part  they  were  qualified  at  the  start 
rate 

-  We  need  to  provide  incentive  to  these  borrowers  to  maintain  the  home  - 
especially  if  the  home  value  has  declined 

-  When  we  booked  these  loans,  we  anticipated  an  average  life  of  2  years  and 
never  really  anticipated  the  rate  adjustments. .  .."311 

Qualifying  borrowers  using  the  lower  initial  interest  rate  enabled  banks  to  qualify  more 
borrowers  for  those  loans  and  enabled  them  to  issue  loans  for  larger  amounts.  Concerned  that 
more  banks  were  beginning  to  use  this  risky  practice,  federal  banking  regulators  addressed  it  in 
the  October  2006  NTM  Guidance,  which  cautioned  banks  to  use  the  fully  indexed  rate  when 
qualifying  borrowers  for  a  loan,  including  loans  with  lower  initial  teaser  rates.312  In  addition,  the 
Guidance  provided  that  for  negatively  amortizing  loans,  banks  should  consider  not  only  the 
"initial  loan  amount"  but  also  "any  balance  increase  that  may  accrue  from  the  negative 
amortization  provision."313  After  the  NTM  Guidance  was  issued,  a  WaMu  analyst  calculated 
that  applying  the  new  requirement  to  all  of  its  loans  would  cause  a  33%  drop  in  its  loan  volume 
due  to  borrowers  who  would  no  longer  qualify  for  its  loans: 

"Implementing  the  NTM  change  for  Purchase  only  drops  additional  2.5%  of  volume  ...  If 
we  implement  the  NTM  changes  to  all  loans,  then  we'll  see  additional  drop  of  33%  of 
volume."314 


309  9/15/2005  email  from  Darrel  Dochow  to  OTS  Examiner-In-Charge  at  WaMu,  OTSWMS05-002  0000537, 
Hearing  Exhibit  4/16-6.  The  "fully  indexed  rate"  is  the  prevailing  interest  rate  in  the  published  index  to  which  an 
adjustable  rate  mortgage  is  tied,  plus  the  additional  percentage  points  that  the  lender  adds  to  the  index  value  to 
calculate  the  loan's  interest  rate.  See  NTM  Guidance  at  58614,  n.5. 

310  Id. 

311 11/30/2007  email  from  David  Schneider  to  John  McMurray,  Kerry  Killinger  and  others,  JPM_WM05382127-28. 

312  NTM  Guidance  at  58614. 

313  Id. 

314  3/19/2007  email  from  Ron  Cathcart  to  David  Schneider,  JPM_WM02571598,  Hearing  Exhibit  4/16-75. 
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In  response  to  this  information,  WaMu's  chief  risk  officer  wrote  that  the  impact  on  the  bank 
"argues  in  favor  of  holding  off  on  implementation  until  required  to  act  for  public  relations  ...  or 
regulatory  reasons." 

Because  OTS  gave  the  bank  more  than  six  months  to  come  into  compliance  with  the 
NTM  Guidance,  WaMu  continued  qualifying  high  risk  borrowers  using  the  lower  interest  rate, 
originating  billions  of  dollars  in  new  loans  that  would  later  suffer  significant  losses. 

WaMu's  risk-layering  practices  went  beyond  its  use  of  stated  income  loans,  high  LTV 
ratios,  and  the  qualification  of  borrowers  using  low  initial  interest  rates.  The  bank  also  allowed 
its  loan  officers  to  issue  large  volumes  of  high  risk  loans  to  borrowers  who  did  not  occupy  the 
homes  they  were  purchasing  or  had  large  debt-to-income  ratios.315  On  top  of  those  risks,  WaMu 
concentrated  its  loans  in  a  small  number  of  states,  especially  California  and  Florida,  increasing 
the  risk  that  a  downturn  in  those  states  would  have  a  disproportionate  impact  upon  the 
delinquency  rates  of  its  already  high  risk  loans. 

At  one  point  in  2004,  Mr.  Vanasek  made  a  direct  appeal  to  WaMu  CEO  Killinger,  urging 
him  to  scale  back  the  high  risk  lending  practices  that  were  beginning  to  dominate  not  only 
WaMu,  but  the  U.S.  mortgage  market  as  a  whole.  Despite  his  efforts,  he  received  no  response: 

"As  the  market  deteriorated,  in  2004, 1  went  to  the  Chairman  and  CEO  with  a  proposal 
and  a  very  strong  personal  appeal  to  publish  a  full-page  ad  in  the  Wall  Street  Journal 
disavowing  many  of  the  then-current  industry  underwriting  practices,  such  as  100  percent 
loan-to-value  subprime  loans,  and  thereby  adopt  what  I  termed  responsible  lending 
practices.  I  acknowledged  that  in  so  doing  the  company  would  give  up  a  degree  of 
market  share  and  lose  some  of  the  originators  to  the  competition,  but  I  believed  that 
Washington  Mutual  needed  to  take  an  industry-leading  position  against  deteriorating 
underwriting  standards  and  products  that  were  not  in  the  best  interests  of  the  industry,  the 
bank,  or  the  consumers.  There  was,  unfortunately,  never  any  further  discussion  or 
response  to  the  recommendation."316 

(c)  Loan  Fraud 

Perhaps  the  clearest  evidence  of  WaMu's  shoddy  lending  practices  came  when  senior 
management  was  informed  of  loans  containing  fraudulent  information,  but  then  did  little  to  stop 
the  fraud. 


315  See,  e.g.,  OTS  document,  "Hybrid  ARM  Lending  Survey"  (regarding  WaMu),  undated  but  the  OTS  Examiner-in- 
Charge  estimated  it  was  prepared  in  March  or  mid-2007,  JPM_WM03190673  ("For  Subprime  currently  up  to  100% 
LTV/CLTV  with  50%  DTI  is  allowed  for  full  Doc  depending  on  FICO  score.  Up  to  95%  LTV/CLTV  is  allowed 
with  50%  DTI  for  Stated  Doc  depending  on  FICO  score.  ...  For  No  Income  Verification,  No  Income  No  Ratio,  and 
No  Income  No  Asset  only  up  to  95%  LTV/CLTV  is  allowed."). 

316  April  13,  2010  Subcommittee  Hearing  at  17. 
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Downey  and  Montebello  Fraud  Investigations.  The  most  significant  example  involves 
an  internal  WaMu  investigation  that,  in  2005,  uncovered  substantial  evidence  of  loan  fraud 
involving  two  top  producing  loan  offices  in  Southern  California.  WaMu  management  was 
presented  with  the  findings,  but  failed  to  respond,  leading  to  the  same  fraud  allegations  erupting 
again  in  2007.  According  to  the  WaMu  Home  Loans  Credit  Risk  Mitigation  Team  that 
conducted  the  2005  internal  investigation,  it  was  initiated  in  response  to  "a  sustained  history  of 
confirmed  fraud  findings  over  the  past  three  years"  involving  the  two  offices,  known  as  Downey 
and  Montebello.317  Each  office  was  located  in  a  low-income  area  of  Los  Angeles  and  headed  by 
a  loan  officer  who  had  won  repeated  WaMu  awards  for  high  volume  loan  production. 

To  conduct  its  inquiry,  the  WaMu  Risk  Mitigation  Team  reviewed  all  of  the  loans 
produced  by  the  two  offices  over  a  two-month  period  from  August  to  September  2005,  which 
totaled  751  loans.  Analysts  scored  the  loans  using  a  standard  electronic  fraud  detection  program, 
and  then  reviewed  all  of  the  loans  flagged  for  possible  fraud,  as  well  as  ten  percent  of  the 
remaining  loans.318  A  November  2005  memorandum  summarizing  the  review  stated  that  it 
found  an  "extensive  level  of  loan  fraud"  caused  primarily  by  employees  circumventing  bank 
policies: 

"[A]n  extensive  level  of  loan  fraud  exists  in  the  Emerging  Markets  [loan  processing 
centers],  virtually  all  of  it  stemming  from  employees  in  these  areas  circumventing  bank 
policy  surrounding  loan  verification  and  review.  Of  the  129  detailed  loan  review[s]  . . . 
conducted  to  date,  42%  of  the  loans  reviewed  contained  suspect  activity  or  fraud, 
virtually  all  of  it  attributable  to  some  sort  of  employee  malfeasance  or  failure  to  execute 
company  policy.  In  terms  of  employee  activity  enabling  this  perpetration  of  fraud,  the 
following  categories  of  activity  appeared  most  frequently:  inconsistent  application  of 
credit  policy,  errors  or  negligence,  process  design  flaws,  intentional  circumvention  of 
established  processes,  and  overriding  automated  decisioning  recommendations.  . . . 
Based  on  the  consistent  and  pervasive  pattern  of  activity  among  these  employees,  we  are 
recommending  firm  action  be  taken  to  address  these  particular  willful  behaviors  on  the 
part  of  the  employees  named."319 

A  presentation  prepared  for  WaMu  management  provided  additional  detail.320  It  stated 
that,  out  of  the  751  loans  produced,  the  Risk  Mitigation  Team  had  selected  180  loans  for  detailed 
review,  of  which  129  had  been  completed.321  It  stated  that  42%  of  the  reviewed  loans  had 
"contained  excessive  levels  of  fraud  related  to  loan  qualifying  data."322  It  also  stated  that  the 
fraud  findings  did  not  differ  between  loans  originated  by  WaMu's  own  loan  officers  and  loans 


317 11/17/2005  WaMu  internal  memorandum,  "So.  CA  Emerging  Markets  Targeted  Loan  Review  Results," 
JPM_WM01083051,  Hearing  Exhibit  4/13-22a. 

318  Id. 

319  Id. 

320 11/16/2005  "Retail  Fraud  Risk  Overview,"  prepared  by  Credit  Risk  Management,  JPM_WM02481934,  Hearing 
Exhibit  4/13-22b. 

321  Id.  at  JPM_WM02481940. 

322  Id.  at  JPM  WM02481936. 
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originated  by  third  party  brokers  and  brought  to  the  loan  centers.323  The  presentation  also  stated 
that  the  fraud  uncovered  by  the  review  was  found  to  be  "preventable  with  improved  processes 
and  controls." 

The  presentation  indicated  that  the  loan  fraud  involved  primarily  "misrepresentation  of 
loan  qualifying  data,"  including  misrepresentations  of  income  and  employment,  false  credit 
letters  and  appraisal  issues.324  The  presentation  included  a  few  examples  of  misrepresentations, 
including: 

"Loan  #0694256827[:]  Misrepresentation  [of]  the  borrower's  identification  and 
qualifying  information  were  confirmed  in  every  aspect  of  this  file,  including:  -  Income  - 
SSN  -  Assets  -  Alternative  credit  reference  letters  -  Possible  Strawbuyer  or  Fictitious 
borrower[.]  The  credit  package  was  found  to  be  completely  fabricated.  Throughout  the 
process,  red  flags  were  over-looked,  process  requirements  were  waived,  and  exceptions 
to  policy  were  granted."325 

The  presentation  noted  that  the  loan  delinquency  rate  for  Luis  Fragoso,  the  loan  officer 
heading  the  Montebello  loan  office,  was  "289%  worse  than  the  delinquency  performance  for  the 
entire  open/active  retail  channel  book  of  business,"  while  the  delinquency  rate  for  Thomas 
Ramirez,  the  loan  officer  heading  the  Downey  loan  office  was  157%  worse.326  The  message 
from  the  Risk  Mitigation  Team  was  clear  that  the  two  head  loan  officers  were  willfully  flouting 
bank  policy,  issuing  poor  quality  loans,  and  needed  to  be  the  subject  of  "firm  action"  by  the 
bank. 

Three  months  prior  to  its  formal  presentation  on  the  fraud,  the  Risk  Mitigation  Team 
supplied  a  lengthy  email  with  its  fraud  findings  to  colleagues  in  the  credit  risk  department.  The 
August  2005  email  provided  spreadsheets  containing  data  collected  on  the  loans  from  the  two 
offices  as  well  as  figures  about  the  types  of  loans  reviewed  and  fraud  found.327  Among  other 
information,  it  indicated  that  at  the  Downey  office,  83  loans  had  been  reviewed,  including  28 
originated  by  the  WaMu  loan  officer  Thomas  Ramirez,  and  54  submitted  to  him  by  third  party 
brokers;  while  at  the  Montebello  office,  48  loans  had  been  reviewed,  including  19  originated  by 
the  WaMu  loan  officer  Luis  Fragoso  and  29  submitted  to  him  by  third  party  brokers.  The  email 
was  forwarded  by  a  credit  risk  officer  to  WaMu's  Chief  Risk  Officer  Jim  Vanasek,  with  the 
following  comment: 

"As  you  requested  in  our  Enterprise  Fraud  Committee  meeting  last  Friday,  the  attached 
email  contains  a  high-level  summary  of  the  investigations  the  Home  Loans  Risk  Mit  team 
has  conducted  on  [the  two  offices]  over  the  past  year  and  a  half,  based  on  loans  that  were 
referred  to  them.  ...  As  you  can  see,  among  the  referred  cases  there  is  an  extremely  high 


323  Id.  at  JPM_WM02481936. 

324  Id.  at  JPM_WM02481938. 

325  Id.  at  JPM_WM02481943. 

326  Id.  at  JPM  WM02481948. 


327  8/29/2005  email  from  Jill  Simons  to  Tim  Bates,  JPM_WM04026076-77,  Hearing  Exhibit  4/13-23b. 
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incidence  of  confirmed  fraud  (58%  for  Ramirez,  83%  for  Fragoso)  ....  [Additional 
analysis]  will  allow  us  to  substantially  validate  what  we  suspect,  which  is  that  the 
incidence  of  fraud  in  this  area  is  greater  than  with  other  producers."328 

At  the  Subcommittee  hearing,  Mr.  Vanasek  agreed  these  were  "eye  popping"  rates  of  fraud. 329 

On  November  18,  2005,  Cheryl  Feltgen,  the  Home  Loans  Chief  Credit  Officer,  "had  a 
very  quick  meeting"  with  Home  Loans  President  David  Schneider,  the  head  of  Home  Loans 
sales  Tony  Meola,  and  others  in  which  she  reviewed  the  memorandum  and  presentation  on  the 
fraud  investigation.330  After  the  meeting,  she  sent  an  email  to  the  Risk  Mitigation  Team  stating: 
"The  good  news  is  that  people  are  taking  this  very  seriously.  They  requested  some  additional 
information  that  will  aid  in  making  some  decisions  on  the  right  course  of  action."331  She  asked 
the  Risk  Mitigation  Team  to  prepare  a  new  spreadsheet  with  the  loan  information,  which  the 
team  did  over  the  weekend  in  anticipation  of  a  Monday  meeting. 

The  trail  of  documentation  in  2005  about  the  fraud  investigation  ends  there.  Despite  the 
year-long  effort  put  into  the  investigation,  the  written  materials  prepared,  the  meetings  held,  and 
fraud  rates  in  excess  of  58%  and  83%  at  the  Downey  and  Montebello  offices,  no  discernable 
actions  were  taken  by  WaMu  management  to  address  the  fraud  problem  in  those  two  offices.  No 
one  was  fired  or  disciplined  for  routinely  violating  bank  policy,  no  anti-fraud  program  was 
installed,  no  notice  of  the  problem  was  sent  to  the  bank's  regulators,  and  no  investors  who 
purchased  RMBS  securities  containing  loans  from  those  offices  were  alerted  to  the  fraud 
problem  underlying  their  high  delinquency  rates.  Mr.  Vanasek  retired  from  the  bank  in 
December  2005,  and  the  new  Chief  Risk  Officer  Ron  Cathcart  was  never  told  about  the  fraud 
investigation.  Senior  personnel,  including  Mr.  Schneider,  Mr.  Meola,  and  Ms.  Feltgen,  failed  to 
follow  up  on  the  matter. 

Over  the  next  two  years,  the  Downey  and  Montebello  head  loan  officers,  Mr.  Ramizez 
and  Mr.  Fragoso,  continued  to  issue  high  volumes  of  loans332  and  continued  to  win  awards  for 
their  loan  productivity,  including  winning  trips  to  Hawaii  as  members  of  WaMu's  "President's 
Club."  One  of  the  loan  officers  even  suggested  to  bank  President  Steve  Rotella  ways  to  further 
relax  bank  lending  standards.333 

In  June  2007,  however,  the  fraud  problem  erupted  again.  That  month,  AIG,  which 
provided  mortgage  insurance  for  some  of  WaMu's  residential  mortgages,  contacted  the  bank 
with  concerns  about  material  misrepresentations  and  fraudulent  documents  included  in 


328  8/30/2005  email  from  Tim  Bates  to  Jim  Vanasek  and  others,  JPM_WM04026075,  Hearing  Exhibit  4/13-23b. 

329  April  13,  2010  Subcommittee  Hearing  at  28. 

330  11/18/2005  email  from  Cheryl  Feltgen  to  Nancy  Gonseth  on  the  Risk  Mitigation  Team  and  Tim  Bates, 
JPM_WM03535695,  Hearing  Exhibit  4/13-23a. 
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332  At  the  Subcommittee's  hearing,  Mr.  Vanasek  testified  that  as  much  as  $1  billion  in  loans  originated  out  of  these 
two  offices  per  year.  April  13,  2010  Subcommittee  Hearing  at  27. 

333  See,  e.g.,  3/2006  WaMu  email  chain,  JPM_WM03985880-83. 
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mortgages  being  issued  by  Mr.  Fragoso,  the  loan  officer  heading  the  Montebello  office.334  When 
no  one  responded  to  its  concerns,  in  September  2007,  AIG  filed  a  Suspected  Fraud  Claim  with 
the  California  Department  of  Insurance  which,  in  turn,  notified  OTS  of  the  problem.335  The  OTS 
Examiner-in-Charge  at  WaMu  at  the  time,  Benjamin  Franklin,  asked  the  bank  to  conduct  an 
investigation  into  the  matter.336  WaMu's  legal  department  asked  the  WaMu  Corporate  Fraud 
Investigation  (CFI)  group  and  the  Audit  department  to  conduct  a  joint  inquiry. 

Seven  months  later,  in  April  2008,  CFI  and  the  Audit  department  issued  a  12-page 
memorandum  with  their  findings.337  The  memorandum  not  only  confirmed  the  presence  of  fraud 
in  the  Montebello  office,  citing  a  loan  file  review  that  found  a  fraud  rate  of  62%,  it  also 
uncovered  the  2005  investigation  that  had  identified  the  problem  two  years  earlier,  but  was 
ignored  by  management.  The  2008  memorandum  stated: 

"In  2005,  HL  [Home  Loans]  Risk  Mitigation  provided  Senior  HL  Management  with  an 
assessment  of  fraud  and  loan  performance  in  the  Retail  Broker  Program  and  two 
Southern  California  Emerging  Markets  [loan  centers]  for  the  period  of  September  2003 
through  August  2005.  This  assessment  identified  excessive  levels  of  fraud  related  to  loan 
qualifying  data  ....  It  also  highlighted  the  Downey  and  Montebello  [loan  centers]  as  the 
primary  contributors  of  these  fraudulent  loan  documents  based  upon  volume  and 
articulated  strategies  to  mitigate  fraud.  The  report  also  stated  that  delinquency 
performance  on  these  [loan  centers]  . . .  were  significantly  worse  that  the  delinquency 
performance  for  the  entire  open/active  retail  channel  book  of  business.  In  2007,  HL  Risk 
Mitigation  mirrored  their  2005  review  with  a  smaller  sample  of  loans  and  found  that,  for 
the  September  and  October  2007  sampled  time  period,  the  volume  of  misrepresentation 
and  suspected  loan  fraud  continued  to  be  high  for  this  [loan  center]  (62%  of  the  sampled 
loans)."338 

Examples  of  fraudulent  loan  information  uncovered  in  the  2007  review  included  falsified  income 
documents,  unreasonable  income  for  the  stated  profession,  false  residency  claims,  inflated 
appraisal  values,  failure  of  the  loan  to  meet  bank  guidelines,  suspect  social  security  numbers, 
misrepresented  assets,  and  falsified  credit  information.339 

The  memorandum  found  that,  in  2005,  the  WaMu  Risk  Mitigation  Team  had  reported  its 
findings  to  several  WaMu  managers  whom  it  "felt  were  very  aware  of  high  volumes  of  fraud"  in 
the  loans  issued  by  the  two  loan  officers.340  The  memorandum  reported  that  one  individual 
believed  that  David  Schneider  "was  made  aware  of  these  findings"  and  wanted  Risk  Mitigation 


334  4/4/2008  WaMu  Memorandum  of  Results,  "AIG/UG  and  OTS  Allegation  of  Loan  Frauds  Originated  by  [name 
redacted],"  at  1,  Hearing  Exhibit  4/13-24. 
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336  Subcommittee  interview  of  Benjamin  Franklin  (2/18/2010). 

337  4/4/2008  WaMu  Memorandum  of  Results,  "AIG/UG  and  OTS  Allegation  of  Loan  Frauds  Originated  by  [name 
redacted],"  at  1,  Hearing  Exhibit  4/13-24. 

338  Id.  at  2. 

339  Id.  at  3. 
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to  "monitor  the  situation."341  But  no  one  knew  "of  additional  monitoring  that  was  done,  or 
efforts  to  bring  additional  attention  to"  the  fraudulent  loans  from  the  Downey  and  Montebello 
offices.  The  memorandum  also  noted  that  no  personnel  action  had  been  taken  against  either  of 
the  loan  officers  heading  the  two  offices.342  David  Schneider  was  interviewed  and  "recalled 
little  about  the  2005  fraud  findings  or  actions  taken  to  address  them."343  He  "thought  the  matter 
was  handled  or  resolved."  The  WaMu  memorandum  concluded: 

"Outside  of  training  sessions  ...  in  late  2005,  there  was  little  evidence  that  any  of  the 
recommended  strategies  were  followed  or  that  recommendations  were  operationalized. 
There  were  no  targeted  reviews  conducted  ...  on  the  Downey  or  Montebello  loan 
portfolios  between  2005  and  the  actions  taken  in  December  2007." 344 

After  the  memorandum  was  issued,  WaMu  initially  resisted  providing  a  copy  to  OTS, 
claiming  it  was  protected  by  attorney-client  privilege.345  The  OTS  Examiner-in-Charge 
Benjamin  Franklin  told  the  Subcommittee  that  he  insisted  on  seeing  the  memorandum.  After 
finally  receiving  it  and  reading  about  the  substantial  loan  fraud  occurring  at  the  two  loan  offices 
since  2005,  he  told  the  Subcommittee  that  it  was  "the  last  straw"  that  ended  his  confidence  that 
he  could  rely  on  WaMu  to  combat  fraudulent  practices  within  its  own  ranks. 

The  2008  WaMu  memorandum  and  a  subsequent  OTS  examination  memorandum346 
included  a  number  of  recommendations  to  address  the  fraud  problem  at  the  Downey  and 
Montebello  offices.  The  recommendations  in  the  WaMu  memorandum  included  actions  to 
"[djetermine  appropriate  disciplinary  actions  for  employees";  "[ejnhance  Code  of  Conduct 
training  to  stress  each  employee's  role  as  a  corporate  steward  and  the  consequences  for  passively 
facilitating  the  placement  of  loans  into  the  origination  process  that  could  be  suspect";  enhance 
WaMu  compensation  incentives  "to  support  loan  quality";  and  determine  if  further  analysis  was 
required  of  the  loans  originated  by  the  Montebello  office  or  "the  broader  loan  population  (bank 
owned  and  securitized)"  including  "if  actions  are  needed  to  address  put  backs  or  sales  to 
investors  of  loans  that  contain  misrepresentation[s]  or  other  fraud  findings."347 

By  the  time  WaMu  issued  the  April  2008  memorandum  on  the  Downey  and  Montebello 
fraud  problem,  however,  the  bank  was  already  experiencing  serious  liquidity  problems  and  was 
cutting  back  on  its  loan  operations  and  personnel.  On  April  30,  2008,  WaMu  put  an  end  to  its 
wholesale  loan  channel  which  had  accepted  loans  from  third  party  mortgage  brokers,  closed  186 
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stand-alone  loan  centers,  and  reduced  its  workforce  by  3,000. 348  The  Downey  and  Montebello 
offices  were  closed  as  part  of  that  larger  effort.  The  two  loan  officers  heading  those  offices  left 
the  bank  and  found  other  jobs  in  the  mortgage  industry  that  involve  making  loans  to  borrowers. 

Other  Fraud  Problems.  The  loan  fraud  problems  at  the  Downey  and  Montebello  offices 
were  not  the  only  fraud  problems  plaguing  WaMu.  The  Subcommittee  uncovered  three 
additional  examples  that  demonstrate  the  problem  was  not  isolated. 

The  first  example  involves  the  Westlake  Village  loan  office  outside  of  Los  Angeles.  On 
April  1,  2008,  WaMu's  Risk  Mitigation  Team  sent  thirteen  home  loans  with  early  payment 
defaults  to  the  WaMu  Corporate  Fraud  Investigations  (CFI)  group  for  further  examination.349 
All  thirteen,  whose  unpaid  loan  balances  totaled  about  $14.3  million,  had  been  issued  in  2007,  by 
the  Westlake  Village  loan  office  which  was  one  of  WaMu's  top  loan  producers.  Two  loan 
officers,  Chris  O'Brien  and  Brian  Minkow,  who  worked  in  tandem,  had  won  multiple  awards  for 
their  loan  production  and  had  a  team  of  14  sales  associates  assisting  them.350  CFI  reviewed  the 
referred  loans  which  contained  a  variety  of  fraud  indicators,  including  "fabricated  asset 
statements,  altered  statements,  income  misrepresentation  and  one  altered  statement  that  is 
believed  to  have  been  used  in  two  separate  loans."351  CFI  then  interviewed  the  loan  officers, 
sales  associates,  and  personnel  at  the  WaMu  "loan  fulfillment  center"  (LFC)  that  processed 
Westlake  Village  loan  applications. 

In  one  egregious  example  of  document  "manufacturing,"  a  sales  associate  confessed  that 
if  "it  was  too  late  to  call  the  borrower,"  the  "sales  associates  would  take  [bank]  statements  from 
other  [loan]  files  and  cut  and  paste  the  current  borrower's  name  and  address"  onto  the  old  bank 
statements.352  The  same  sales  associate  "admitted  that  during  that  crunch  time  some  of  the 
Associates  would  'manufacture'  asset  statements  from  previous  loan  docs,"  because  end-of- 
month  loans  would  often  get  funded  without  full  documentation.  The  pressure  to  get  the 
necessary  documentation  was  "tremendous"  and  they  had  been  told  to  get  the  loans  funded  "with 
whatever  it  took."353 

The  LFC  loan  processor  in  charge  of  handling  Westlake  Village's  loan  applications  was 
fired,  as  was  the  sales  associate  who  confessed  to  manufacturing  false  documents.  The  rest  of 
the  employees  were  also  let  go,  when  the  office  itself  was  closed  on  April  30,  2008,  in 


348  Subcommittee  interview  of  Brian  Minkow  (2/16/2010);  5/27/2008  "Internal  Investigative  Report"  on  Westlake 
Home  Loan  Center,  JPM_WM03171384,  Hearing  Exhibit  4/13-31.  See  also  "Washington  Mutual  Exits  Wholesale 
Lending  Business,  Will  Close  Home-Loan  Centers,"  Mercury  News,  4/7/2008, 
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connection  with  WaMu's  reorganization  and  downsizing.  One  of  the  loan  officers  who  headed 
the  office  told  the  Subcommittee,  however,  that  he  had  been  offered  another  job  within  the  bank, 
but  declined  it  due  to  lower  compensation.354  He  went  on  to  work  in  the  mortgage  industry 
arranging  residential  loans. 

The  second  example  involves  25  Home  Equity  Lines  of  Credit  (HELOCs)  totaling  $8.5 
million  that  were  originated  in  2008  by  a  WaMu  loan  officer  at  the  Sunnyvale  loan  office  in 
California.  Before  all  of  the  loans  were  funded,  they  were  referred  to  the  Risk  Mitigation  Team 
because  of  fraud  indicators.  On  May  1,  2008,  the  loan  files  were  sent  on  to  the  CFI  group  for 
further  inquiry.  An  internal  document  summarizing  the  CFI  investigation  stated: 

"The  review  found  that  the  borrowers  indicated  they  owned  the  property  free  and  clear 
when  in  fact  existing  liens  were  noted  on  the  properties.  The  properties  are  located  in 
California,  Arizona  and  Washington.  . . .  WaMu  used  . . .  Abbreviated  Title  reports  [that] 
...  do  not  provide  existing  lien  information  on  the  subject  property."355 

Of  the  25  loan  applications,  22  were  ultimately  terminated  or  declined.  The  employee  involved 
in  originating  the  loans  was  terminated  as  part  of  the  April  30,  2008  reorganization. 

The  third  example  involves  a  review  of  2006  and  2007  WaMu  loans  conducted  by  Radian 
Guaranty  Inc.,  a  company  which  provided  mortgage  insurance  for  those  loans.356  Radian's 
objectives  were  to  test  WaMu's  "compliance  with  Radian's  underwriting  guidelines  and  eligible 
loan  criteria,"  assess  the  quality  of  WaMu's  underwriting  decisions,  "rate  the  risk  of  the 
individual  loans  insured,"  and  identify  any  errors  in  the  loan  data  transmitted  to  Radian.357  The 
review  looked  at  a  random  selection  of  133  loans  and  found  enough  problems  to  give  WaMu  an 
overall  rating  of  "unacceptable."358 

The  Radian  review  identified  a  number  of  problems  in  the  loan  files  it  deemed  ineligible 
for  insurance.  In  one,  WaMu  issued  a  $484,500  loan  to  a  "Sign  Designer"  who  claimed  to  be 
making  $34,000  in  income  every  month.359  The  Radian  review  observed:  "Borrower's  stated 
monthly  income  of  $34,000  does  not  appear  reasonable  for  a  'Sign  Designer.'"  The  review  also 
noted  several  high  risk  elements  in  the  loan,  which  was  an  85%  LTV  loan  given  to  a  borrower 
with  a  689  credit  score  who  used  the  loan  to  refinance  an  existing  loan  and  "cash-out"  the  equity 
in  the  house.    The  review  noted  that  the  borrower  received  $203,000  at  the  loan  closing.  In 
addition,  the  review  stated  that  WaMu  had  appraised  the  house  at  $575,000,  but  an  automated 
appraisal  verification  program  assigned  the  house  a  probable  value  of  only  $321,000,  less  than 
the  amount  of  the  loan. 


354  Subcommittee  interview  of  Brian  Minkow  (2/16/2010). 
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Extent  of  Fraud.  At  the  Subcommittee  hearing,  when  asked  about  these  matters,  Mr. 
Vanasek,  WaMu's  Chief  Risk  Officer  from  2004  to  2005,  attributed  the  loan  fraud  to 
compensation  incentives  that  rewarded  loan  personnel  and  mortgage  brokers  according  to  the 
volume  of  loans  they  processed  rather  than  the  quality  of  the  loans  they  produced: 

"Because  of  the  compensation  systems  rewarding  volume  versus  quality  and  the 
independent  structure  of  the  originators,  I  am  confident  at  times  borrowers  were  coached 
to  fill  out  applications  with  overstated  incomes  or  net  worth  to  meet  the  minimum 
underwriting  requirements.  Catching  this  kind  of  fraud  was  difficult  at  best  and  required 
the  support  of  line  management.  Not  surprisingly,  loan  originators  constantly  threatened 
to  quit  and  to  go  to  Countrywide  or  elsewhere  if  the  loan  applications  were  not 
approved."360 

When  asked  by  Senator  Coburn  if  he  thought  the  type  of  fraud  at  the  Downey  and  Montebello 
loan  offices  extended  beyond  those  two  offices,  Mr.  Vanasek  replied:  "Yes,  Senator. : 


,361 


Another  sobering  internal  WaMu  report,  issued  in  September  2008,  a  few  weeks  before 
the  bank's  failure,  found  that  loans  marked  as  containing  fraudulent  information  had  nevertheless 
been  securitized  and  sold  to  investors.  The  report  blamed  ineffective  controls  that  had  "existed 
for  some  time": 

"The  controls  that  are  intended  to  prevent  the  sale  of  loans  that  have  been  confirmed  by 
Risk  Mitigation  to  contain  misrepresentations  or  fraud  are  not  currently  effective.  There 
is  not  a  systematic  process  to  prevent  a  loan  in  the  Risk  Mitigation  Inventory  and/or 
confirmed  to  contain  suspicious  activity  from  being  sold  to  an  investor.  ...    Of  the  25 
loans  tested,  11  reflected  a  sale  date  after  the  completion  of  the  investigation  which 
confirmed  fraud.  There  is  evidence  that  this  control  weakness  has  existed  for  some 
time."362 

Loans  not  meeting  the  bank's  credit  standards,  deliberate  risk  layering,  sales  associates 
manufacturing  documents,  offices  issuing  loans  in  which  58%,  62%,  or  83%  contained  evidence 
of  loan  fraud,  and  selling  fraudulent  loans  to  investors  are  evidence  of  deep  seated  problems  that 
existed  within  WaMu's  lending  practices.  Equally  disturbing  is  evidence  that  when  WaMu 
senior  managers  were  confronted  with  evidence  of  substantial  loan  fraud,  they  failed  to  take 
corrective  action.  WaMu's  failure  to  strengthen  its  lending  practices,  even  when  problems  were 
identified,  is  emblematic  of  how  lenders  and  mortgage  brokers  produced  billions  of  dollars  in 
high  risk,  poor  quality  home  loans  that  contributed  to  the  financial  crisis. 


360  April  13,  2010  Subcommittee  Hearing  at  17. 


361  Id.  at  30. 

362  9/8/2008  "WaMu  Risk  Mitigation  and  Mortgage  Fraud  2008  Targeted  Review,"  JPM_WM00312502,  Hearing 
Exhibit  4/13-34. 
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(d)  Steering  Borrowers  to  High  Risk  Option  ARMs 

In  addition  to  subprime  loans,  Washington  Mutual  made  a  variety  of  high  risk  loans  to 
"prime"  borrowers,  including  its  flagship  product,  the  Option  Adjustable  Rate  Mortgage 
("Option  ARM").  Washington  Mutual's  Option  ARMs  typically  offered  borrowers  an  initial 
teaser  rate,  sometimes  as  low  as  1%  for  the  first  month,  which  later  adjusted  to  a  much  higher 
floating  interest  rate  linked  to  an  index,  but  gave  borrowers  the  choice  each  month  of  paying  a 
higher  or  lower  amount.  These  loans  were  called  "Option"  ARMs,  because  borrowers  were 
typically  given  four  options:  (1)  paying  the  fully  amortizing  amount  needed  to  pay  off  the  loan 
in  30  years;  (2)  paying  an  even  higher  amount  to  pay  off  the  loan  in  15  years;  (3)  paying  only  the 
interest  owed  that  month  and  no  principal;  or  (4)  making  a  "minimum  payment"  that  covered 
only  a  portion  of  the  interest  owed  and  none  of  the  principal.363  If  the  borrower  selected  the 
minimum  payment  option,  unpaid  interest  would  be  added  to  the  loan  principal.  If  the  borrower 
repeatedly  selected  the  minimum  payment,  the  loan  principal  would  increase  rather  than  decrease 
over  time,  creating  a  negatively  amortizing  loan. 

Negative  amortization  created  additional  credit  risk  for  WaMu  and  posed  a  challenge  to 
risk  managers.  At  the  April  13  Subcommittee  hearing,  Mr.  Vanasek  testified: 

"We  had  concerns  from  the  standpoint  of  negative  amortization  that  was  accumulating 
and  we  had  been  reassured  that  in  the  past,  borrowers  would  negatively  amortize  during 
difficult  times  and  then  make  up  for  the  lost  payments  in  good  times.  But  the  percentage 
and  the  potential  percentage  for  negative  amortization  was  very  large,  and,  of  course  the 
attendant  payment  shock  was  also  very  large,  which  was  a  concern  to  credit."364 

Few  executives  at  WaMu  shared  Mr.  Vansek's  concern  about  the  Option  ARM.  To  the  extent 
that  risk  managers  expressed  concern,  it  was  outweighed  by  the  product's  favorable  gain-on- 
sale  margin. 

As  part  of  its  High  Risk  Lending  Strategy,  WaMu  determined  to  increase  its  issuance  of 
its  Option  ARM  loans.  To  do  that,  WaMu  had  to  convince  customers  to  forego  a  simple,  low 
risk  conventional  loan  in  favor  of  the  complex  and  higher  risk  Option  ARM.  In  late  2003, 
WaMu  conducted  two  focus  group  studies  to  "explore  ways  to  increase  sales  of  Option  ARMs, 
Washington  Mutual's  most  profitable  mortgage  loan  products."365  The  first  focus  group 
examined  the  views  of  WaMu  loan  consultants  and  third  party  mortgage  brokers.  The  second 
focus  group  examined  the  views  of  WaMu  Option  ARM  customers. 

The  report  following  the  first  focus  group  with  WaMu  loan  consultants  and  mortgage 
brokers  identified  a  number  of  impediments  to  selling  Option  ARMs.  It  noted  that  Option  ARM 


363  See  8/2006  "Option  ARM  Credit  Risk,"  WaMu  presentation,  at  3,  Hearing  Exhibit  4/13-37;  10/17/2006  "Option 
ARM"  draft  presentation  to  the  WaMu  Board  of  Directors,  JPM_WM02549027,  Hearing  Exhibit  4/13-38. 

364  April  13,  2010  Subcommittee  Hearing  at  49. 

365  9/17/2003  "Option  ARM  Focus  Groups  -  Phase  II,  WaMu  Option  ARM  Customers,"  WaMu  research  report,  at 
3,  Hearing  Exhibit  4/13-35. 
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loans  had  to  be  "sold"  to  customers  asking  for  a  30-year  fixed  loan,  and  training  was  needed  to 
overcome  the  feeling  of  "many"  WaMu  loan  consultants  that  Option  ARMs  were  "bad"  for  their 
customers.  The  report  also  recommended  increasing  commissions  so  salespersons  would  take 
the  "hour"  needed  to  sell  an  Option  ARM,  and  increasing  loan  processing  times  so  salespersons 
and  brokers  were  not  inconvenienced.  The  report  stated  in  part: 

"Option  ARMs  are  sold  to  customers  and  few  walk  through  the  door  and  ask  for  them.  ... 

If  salespeople  don't  understand  Option  ARMs,  they  won't  sell  them.  Many  felt  that  more 
training  would  be  needed  to  better  educate  salespeople  about  this  type  of  loan,  and  to 
change  the  mindset  of  current  Loan  Consultants.  Some  felt  there  were  many  within 
Washington  Mutual  who  simply  felt  these  loans  were  'bad'  for  customers,  probably  from 
a  lack  of  understanding  the  product  and  how  it  could  benefit  customers.  ... 

It  is  critical  that  salespeople  fully  understand  a  customer's  financial  situation  and 
motivation  for  the  loan.  By  taking  into  account  these  factors,  they  can  recommend  the 
loan  that  will  best  fit  their  customers'  needs.  Given  today's  low  interest  rate 
environment,  it  can  be  challenging  to  get  salespeople  to  take  the  time  to  do  this. 
Currently  it  is  easier  to  give  customers  what  they  ask  for  (a  30  year  fixed  loan)  than  to 
sell  them  an  Option  ARM.  They  can  take  20  minutes  and  sell  a  30  fixed-rate  loan,  or 
spend  an  hour  trying  to  sell  an  Option  ARM. 

Commission  caps  make  it  unappealing  for  Mortgage  Brokers  to  sell  Washington  Mutual 
Option  ARMs.  Most  would  not  sell  loans  to  customers  with  prepayment  penalties,  and 
given  the  low  commission  rate  for  selling  them  without  the  prepayment  penalty,  many 
simply  go  to  another  company  or  product  where  they  can  make  more  money. 

Slow  ARM  processing  times  (up  to  90  days)  can  cause  Mortgage  Brokers  to  take 
business  elsewhere. . . 

Improving  collateral  would  help  salespeople  better  explain  Option  ARMs  to  customers 
and  take  away  some  of  the  mystery.  . . .  They  also  would  like  improved  brochures  which 
talk  to  the  customer  in  simple,  easy  to  understand  terms  about  features  and  benefits. 
They  liked  the  current  sample  statements  they  are  provided."366 

The  second  focus  group  with  existing  Option  ARM  customers  showed  they  were  also 
unenthusiastic  about  the  product.  The  focus  group  report  stated: 

"In  general,  people  do  not  seem  to  have  a  good  understanding  of  their  mortgage  and  its 
terms.  What  understanding  they  do  have  is  framed  by  the  concept  of  a  30-year  fixed 
mortgage.  Option  ARMs  are  very  complicated  and  need  to  be  explained  in  simple,  easy 


366 


8/14/2003  "Option  ARM  Focus  Groups  -  Phase  I,  WaMu  Loan  Consultants  and  Mortgage  Brokers,"  WaMu 


research  report,  at  3,  Hearing  Exhibit  4/13-36  [emphasis  in  original]. 
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to  understand  terms,  prospective  borrowers  need  to  be  educated  about  the  loan  -  this  is 
not  a  product  that  sells  itself/ 


,367 


The  focus  group  identified  several  reasons  that  borrowers  were  leery  of  Option  ARMs 
and  suggested  ways  to  address  the  unease:  "Helping  prospective  borrowers  understand  payment 
and  interest  rate  caps  may  mitigate  fears  of  wild  monthly  payment  swings  ....  Similarly,  fears 
about  negative  amortization,  a  concept  also  not  very  well  understood  by  the  participants,  could 
be  reduced  or  eliminated  by  showing  how  much  residential  properties  in  the  local  market  have 
appreciated  over  time."368 

The  main  findings  of  the  focus  group  included: 

"Few  participants  fully  understood  the  Option  ARM  and  its  key  benefits.  A  number  of 
them  were  not  familiar  with  the  payment  options  or  how  they  could  be  used.  . . . 
Additionally,  most  did  not  understand  how  their  interest  rate  was  derived,  how  often  their 
payments  would  change,  and  what,  if  any,  were  the  interest  and/or  payment  caps. 

"Perhaps  the  best  selling  point  for  the  Option  ARM  loan  was  being  shown  how  much 
lower  their  monthly  payment  would  be  by  choosing  an  Option  ARM  versus  a  fixed-rate 
loan. 

"Many  participants  did  not  know  what  happened  to  their  loan  at  the  end  of  the  fixed 
interest  rate  period.  Most  of  them  assumed  they  would  have  to  sell  or  refinance  because 
of  a  potential  balloon  payment  or  a  steep  jump  in  their  payments.  Because  of  these 
misperceptions,  most  participants  expect  to  refinance  their  loans  within  the  next  three  to 
five  years."369 

To  increase  Option  ARM  sales,  WaMu  increased  the  compensation  paid  to  its  loan 
personnel  and  outside  mortgage  brokers  for  the  loans.370  The  bank  also  qualified  borrowers  for 
Option  ARMs  by  using  a  monthly  payment  amount  that  was  less  than  what  the  borrower  would 
likely  pay  once  the  loan  recast.371 

The  Option  ARM  was  also  frequently  featured  in  sales  promotion  efforts  communicated 
to  loan  officers  through  WaMu's  internal  alert  email  system  known  as,  "e-Flash."  For  example, 
a  June  5,  2006  e-Flash  from  Steve  Stein,  the  Director  of  Retail  Lending  in  the  Home  Loans 
division,  to  the  entire  retail  sales  team  announced: 


367  9/17/2003  "Option  ARM  Focus  Groups  -  Phase  II,  WaMu  Option  ARM  Customers,"  WaMu  research  report,  at 
4,  Hearing  Exhibit  4/13-35. 

368  Id. 

369  Id.  at  5  [emphasis  in  original]. 

370  Subcommittee  interview  of  David  Schneider  (2/17/2010). 

371  See  April  13,  2010  Subcommittee  Hearing  at  50. 
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"We  are  beginning  to  focus  on  higher-margin  products  like  our  flagship  product,  the 
Option  ARM.  This  is  a  fantastic  product  for  almost  any  borrower.  To  help  our  sales 
force  feel  more  comfortable  with  selling  the  Option  ARM  to  a  wide  variety  of  borrowers, 
we  are  rolling  out  a  comprehensive  skills  assessment  and  training  initiative.  ...  This 
initiative  is  not  about  selling  the  Option  ARM  to  everyone.  We  will  always  stay  true  to 
our  values  and  provide  the  right  loan  for  every  customer.  . . .  Through  the  skills 
assessment,  training,  role  playing  and  a  best-practices  selling  tips  video,  I  think  this  retail 
sales  team  will  be  unstoppable  with  the  Option  ARM.  . . .  The  Option  ARM  is  our 
product  and  we  can  sell  it  better  than  anyone.  I  have  great  confidence  that  we'll  improve 
our  Option  ARM  market  share  quickly,  like  the  experts  that  we  are."372 

One  month  later,  Mr.  Stein  announced  increased  compensation  incentives  for  selling 
Option  ARMs.  In  another  e-Flash  to  the  entire  retail  sales  team,  Mr.  Stein  wrote: 

"You've  seen  and  heard  a  lot  recently  about  our  refined  business  model  and  focus  on 
higher  margin  products,  especially  Option  ARMs.  To  further  drive  this  focus,  I'm 
pleased  to  announce  the  2006  Option  ARM  Blitz  -  Quarterly  Incentive  Campaign.  This 
will  allow  eligible  Loan  Consultants  to  earn  5  additional  basis  points  on  all  Option  ARM 
volume  funded  during  the  3rd  quarter  2006."373 

Under  the  rules  of  the  Option  ARM  Blitz,  loan  consultants  who  increased  the  percentage  of 
Option  ARMs  they  sold  by  at  least  10%  would  receive  an  additional  bonus.  In  August  2006,  an 
e-Flash  announced  that  the  underwriting  guidelines  for  Option  ARMs  had  been  loosened, 
allowing  higher  loan  amounts  for  "condos  and  co-ops"  and  greater  loan-to-value  ratios  for  "low- 
doc"  second  home  mortgages. 374  Also  in  August,  an  e-Flash  announced  that  the  "Option  ARM 
Sales  Mastery  Program"  that  was  launched  in  June,  would  now  become  part  of  the  mandatory 
loan  originator  training  curricula.375 

In  September  2006,  WaMu  introduced  pricing  incentives  for  Option  ARMs  in  the 
consumer  direct  channel  which  waived  all  closing  costs  for  Option  ARMs  except  for  an  appraisal 
deposit.376  In  the  fourth  quarter  of  2006,  the  consumer  direct  channel  also  held  a  contest  called 
the  "Fall  Kickoff  Contest."  For  each  of  the  13  weeks  in  the  quarter,  the  loan  consultant  who 
scored  the  most  points  would  receive  a  $100  gift  card.  An  Option  ARM  sale  was  a  "touchdown" 
and  worth  seven  points;  jumbo-fixed,  equity,  and  nonprime  mortgages  were  only  "field  goals" 
worth  three  points.  At  the  end  of  the  quarter  the  top  five  point  winners  were  awarded  with  a 
$1,000  gift  card.377  In  addition,  from  November  2006  through  January  2007,  e-Flashes  sent  to 


372  6/5/2006  "e-Flash"  from  Steve  Stein  to  Retail  Production  Sales,  JPM_WM03246053. 

373  7/3/2006  "e-Flash"  from  Steve  Stein  to  Retail  Production  Sales,  JPM_WM04471136-37. 

374  8/17/2006  "e-Flash"  from  Steve  Stein,  Arlene  Hyde,  and  John  Schleck  to  Production  and  Operations, 
JPM_WM03277786-87. 

375  8/18/2006  "e-Flash"  from  Allen  Myers  to  Retail  Production  Sales  Managers,  JPM_WM03277758. 

376  8/31/2006  "e-Flash"  from  Mary  Ann  Kovach  to  Consumer  Direct,  JPM_WM03077747. 

377 10/12/2006  "e-Flash"  from  Mary  Ann  Kovach  to  Consumer  Direct,  JPM_WM03627448-49. 
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consumer  direct  originators  promoted  Option  ARM  sales  specials  offering  $1,000  off  closing 
costs  for  loans  under  $300,000  and  a  waiver  of  all  fees  for  loans  greater  than  $300,000 


378 


Judging  by  sales  of  Option  ARMs  in  2004,  after  the  completion  of  the  focus  groups, 
WaMu's  strategy  to  push  sales  of  Option  ARM  loans  was  successful.  In  2003,  WaMu  originated 
$30.1  billion  in  Option  ARMs;  in  2004  WaMu  more  than  doubled  its  Option  ARM  originations 
to  $67.5  billion.  Although  sales  of  Option  ARMs  declined  thereafter  because  of  challenges  in 
the  market,  in  2006,  WaMu  still  originated  $42.6  billion  in  Option  ARMs.  According  to  its 
internal  documents,  by  2006,  Washington  Mutual  was  the  second  largest  Option  ARM  originator 

i  379 

in  the  country. 

As  WaMu's  Option  ARM  portfolio  grew,  and  as  the  wider  economy  worsened,  the 
prevalence  of  negative  amortization  in  the  Option  ARMs  increased.  While  WaMu  risk  managers 
viewed  negative  amortization  as  a  liability,  WaMu  accountants,  following  generally  accepted 
accounting  practices,  treated  negative  amortization  as  an  asset.    In  2003,  WaMu  recognized  $7 
million  in  earnings  from  deferred  interest  due  to  negative  amortization.380    By  2006,  capitalized 
interest  recognized  in  earnings  that  resulted  from  negative  amortization  surpassed  $1  billion;  by 
2007  it  exceeded  $1.4  billion.381  In  other  words,  as  WaMu  customers  stopped  paying  down  their 
mortgages,  WaMu  booked  billions  of  dollars  in  earnings  from  the  increasing  unpaid  balances. 
By  another  measure,  in  2003,  $959  million  in  Option  ARM  loans  that  WaMu  held  in  its 
investment  portfolio  experienced  negative  amortization;  in  2007,  the  figure  was  more  than  $48 
billion.382 

According  to  data  compiled  by  the  Treasury  and  the  FDIC  Inspectors  General,  in  2005, 
WaMu  borrowers  selected  the  minimum  monthly  payment  option  for  56%  of  the  value  of  the 
Option  ARM  loans  in  its  investment  portfolio.    By  the  end  of  2007,  84%  of  the  total  value  of  the 
Option  ARMs  in  WaMu's  investment  portfolio  was  negatively  amortizing.383    To  avoid  having 
their  loans  recast  at  a  higher  interest  rate,  Option  ARM  borrowers  typically  refinanced  the 
outstanding  loan  balance.  Some  borrowers  chose  to  refinance  every  year  or  two.384   The 
Treasury  and  the  FDIC  IG  report  determined  that  a  significant  portion  of  Washington  Mutual's 
Option  ARM  business  consisted  of  refinancing  existing  loans.385 

One  WaMu  loan  officer,  Brian  Minkow,  told  the  Subcommittee  that  he  expected  the  vast 
majority  of  Option  ARMs  borrowers  to  sell  or  refinance  their  homes  before  their  payments 
increased.386  As  long  as  home  prices  were  appreciating,  most  borrowers  were  able  to  refinance  if 


378  See,  e.g.,  11/13/2006  "e-Flash"  from  Mary  Ann  Kovack  to  Consumer  Direct,  JPM_WM03077089-90. 

379  20Q7  «Home  Loans  prociuct  Strategy,"  WaMu  presentation  at  JPM_WM03097203,  Hearing  Exhibit  4/13-60a 
(only  Countrywide  ranked  higher). 

380  2005  Washington  Mutual  Inc.  10-K  filing  with  the  SEC  at  27. 

381  Id. 

382  Id.  at  55;  3/2007  Washington  Mutual  Inc.  10-K  filing  with  the  SEC  at  57. 

383  4/2010  IG  Report,  at  9,  Hearing  Exhibit  4/16-82. 

384  Subcommittee  interview  of  Brian  Minkow  (2/16/2010). 

385  4/2010  IG  Report,  Hearing  Exhibit  4/16-82. 

386  Subcommittee  interview  of  Brian  Minkow  (2/16/2010). 
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they  chose  to.  According  to  Mr.  Minkow,  who  was  one  of  WaMu's  top  loan  consultants  and  in 
some  years  originated  more  than  $1  billion  in  loans,  80%  of  his  business  was  in  Option  ARMs, 
and  70%  of  his  business  consisted  of  refinances.387  Once  housing  prices  stopped  rising, 
however,  refinancing  became  difficult.  At  recast,  many  people  found  themselves  in  homes  they 
could  not  afford,  and  began  defaulting  in  record  numbers. 

WaMu  was  one  of  the  largest  originators  of  Option  ARMs  in  the  country.  In  2006  alone, 
WaMu  securitized  or  sold  $115  billion  in  Option  ARMs.388  Like  Long  Beach  securitizations, 
WaMu  Option  ARM  securitizations  performed  badly  starting  in  2006,  with  loan  delinquency 
rates  between  30  and  50%,  and  rising.389 

(e)  Marginalization  of  WaMu  Risk  Managers 

WaMu  knowingly  implemented  a  High  Risk  Lending  Strategy,  but  failed  to  establish  a 
corresponding  system  for  risk  management.  Instead,  it  marginalized  risk  managers  who  warned 
about  and  attempted  to  limit  the  risk  associated  with  the  high  risk  strategy. 

At  the  time  it  formally  adopted  its  High  Risk  Lending  Strategy,  WaMu  executives 
acknowledged  the  importance  of  managing  the  risks  it  created.  For  example,  the  January  2005 
"Higher  Risk  Lending  Strategy  'Asset  Allocation  Initiative'"  presentation  to  the  Board  of 
Directors  Finance  Committee  stated  in  its  overview: 

"In  order  to  generate  more  sustainable,  consistent,  higher  margins  within  Washington 
Mutual,  the  2005  Strategic  Plan  calls  for  a  shift  in  our  mix  of  business,  increasing  our 
Credit  Risk  tolerance  while  continuing  to  mitigate  our  Market  and  Operational  Risk 
positions. 

"The  Corporate  Credit  Risk  Management  Department  has  been  tasked,  in  conjunction 
with  the  Business  Units,  to  develop  a  framework  for  the  execution  of  this  strategy.    Our 
numerous  activities  include: 

-Selecting  best  available  credit  loss  models 

-Developing  analytical  framework  foundation 

-Identifying  key  strategy  components  per  Regulatory  Guidance  documents 

"A  strong  governance  process  will  be  important  as  peak  loss  rates  associated  with  this 
higher  risk  lending  strategy  will  occur  with  a  several  year  lag  and  the  correlation  between 
high  risk  loan  products  is  important.  For  these  reasons,  the  Credit  Department  will  pro- 


387  id. 

388 10/17/2006  "Option  ARM"  draft  presentation  to  the  WaMu  Board  of  Directors,  JPM_WM02549027,  Hearing 
Exhibit  4/13-38,  chart  at  2. 

389  See  wamusecurities.com  (subscription  website  maintained  by  JPMorgan  Chase  with  data  on  Long  Beach  and 
WaMu  mortgage  backed  securities  showing,  as  of  January  2011,  delinquency  rates  for  particular  mortgage  backed 
securities,  including  WMALT  2006  OA-3  -  57.87%  and  WAMU  2007-OA4  -  48.43%). 
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actively  review  and  manage  the  implementation  of  the  Strategic  Plan  and  provide 
quarterly  feedback  and  recommendations  to  the  Executive  Committee  and  timely 
reporting  to  the  Board."390 

The  robust  risk  management  system  contemplated  by  in  the  January  2005  memorandum, 
which  was  critical  to  the  success  of  the  High  Risk  Lending  Strategy,  was  never  meaningfully 
implemented.  To  the  contrary,  risk  managers  were  marginalized,  undermined,  and  often  ignored. 
As  former  Chief  Risk  Manager  Jim  Vanasek  testified  at  the  April  13  Subcommittee  hearing: 

"I  made  repeated  efforts  to  cap  the  percentage  of  high-risk  and  subprime  loans  in  the 
portfolio.  Similarly,  I  put  a  moratorium  on  non-owner-occupied  loans  when  the 
percentage  of  these  assets  grew  excessively  due  to  speculation  in  the  housing  market.  I 
attempted  to  limit  the  number  of  stated  income  loans,  loans  made  without  verification  of 
income.  But  without  solid  executive  management  support,  it  was  questionable  how 
effective  any  of  these  efforts  proved  to  be."391 

Later  in  the  hearing,  Mr.  Vanasek  had  the  following  exchange  with  Senator  Coburn: 

Senator  Coburn:  Did  you  ever  step  in  and  try  to  get  people  to  take  a  more  conservative 
approach  at  WaMu? 

Mr.  Vanasek:  Constantly. 

Senator  Coburn:  Were  you  listened  to? 

Mr.  Vanasek:  Very  seldom. 

Senator  Coburn:  [Had]  you  ever  felt  that  your  opinions  were  unwelcomed,  and  could  you 
be  specific? 

Mr.  Vanasek:  Yes.  I  used  to  use  a  phrase.  It  was  a  bit  of  humor  or  attempted  humor.  I 
used  to  say  the  world  was  a  very  dark  and  ugly  place  in  reference  to  subprime  loans.  I 
cautioned  about  subprime  loans  consistently. 392 

Mr.  Vanasek's  description  of  his  efforts  is  supported  by  contemporaneous  internal 
documents.  In  a  February  24,  2005  memorandum  to  the  Executive  Committee  with  the  subject 
heading,  "Critical  Pending  Decisions,"  for  example,  Mr.  Vanasek  cautioned  against  expanding 
WaMu's  "risk  appetite": 


390  2/2005  "Higher  Risk  Lending  Strategy  'Asset  Allocation  Initiative,'"  Washington  Mutual  Board  of  Directors 
Finance  Committee  Discussion,  JPM_WM00302975,  Hearing  Exhibit  4/13-2a  [emphasis  in  original]. 

391  April  13,  2010  Subcommittee  Hearing  at  17. 

392  Id.  at  32. 
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"My  credit  team  and  I  fear  that  we  are  considering  expanding  our  risk  appetite  at  exactly 
the  wrong  point  and  potentially  walking  straight  into  a  regulatory  challenge  and  criticism 
from  both  the  Street  and  the  Board.  Said  another  way  I  fear  that  the  timing  of  further 
expansion  into  higher  risk  lending  beyond  what  was  contemplated  in  the  '05  Plan  and 
most  especially  certain  new  products  being  considered  is  ill-timed  given  the  overheated 
market  and  the  risk  [of]  higher  interest  rates. ... 

So  we  come  down  to  the  basic  question,  is  this  the  time  to  expand  beyond  the  '05  Plan 
and/or  to  expand  into  new  categories  of  higher  risk  assets?  For  my  part  I  think  not.  We 
still  need  to  complete  EDE  [Enterprise  Decision  Engine,  an  automated  underwriting 
system],  reduce  policy  exception  levels,  improve  the  pricing  models,  build  our  sub-prime 
collection  capability,  improve  our  modeling  etc.  We  need  to  listen  to  our  instincts  about 
the  overheated  housing  market  and  the  likely  outcome  in  our  primary  markets.  We  need 
to  build  further  credibility  with  the  regulators  about  the  control  exercised  over  our  SFR 
underwriting  and  sub-prime  underwriting  particularly  in  LBMC."393 

Mr.  Vanasek  retired  in  December  2005,  in  part,  because  the  management  support  for  his 
risk  policies  and  culture  was  lacking.394  When  Mr.  Vanasek  left  WaMu,  the  company  lost  one  of 
the  few  senior  officers  urging  caution  regarding  the  high  risk  lending  that  came  to  dominate  the 
bank.  After  his  departure,  many  of  his  risk  management  policies  were  ignored  or  discarded.  For 
example,  by  the  end  of  2007,  stated  income  loans  represented  73%  of  WaMu's  Option  ARMs, 
50%  of  its  subprime  loans,  and  90%  of  its  home  equity  loans.395 

Ronald  Cathcart  was  hired  in  December  2005  to  replace  Mr.  Vanasek,  and  became  the 
Chief  Enterprise  Risk  Officer.  He  had  most  recently  been  the  Chief  Risk  Officer  for  Canadian 
Imperial  Bank  of  Commerce's  retail  bank.396  Although  the  High  Risk  Lending  Strategy  was 
well  underway,  after  Mr.  Vanasek's  departure,  risk  management  was  in  turmoil.  Mr.  Cathcart 
testified  at  the  Subcommittee  hearing:  "When  I  arrived  at  WaMu,  I  inherited  a  Risk  Department 
that  was  isolated  from  the  rest  of  the  bank  and  was  struggling  to  be  effective  at  a  time  when  the 
mortgage  industry  was  experiencing  unprecedented  demand  for  residential  mortgage  assets."  In 
early  2006,  the  bank  reorganized  WaMu's  risk  management.397  Under  the  new  system,  much  of 
the  risk  management  was  subordinated  to  the  WaMu  business  divisions,  with  each  business 
division's  Chief  Risk  Officer  reporting  to  two  bosses,  Mr.  Cathcart  and  the  head  of  the  business 
unit  to  which  the  Risk  Officer  was  assigned.  WaMu  referred  to  this  system  of  reporting  as  a 
"Double-Double."398 


393  2/24/2005  Washington  Mutual  memorandum  from  Jim  Vanasek  to  the  Executive  Committee,  "Critical  Pending 
Decisions,"  JPM_WM01265462-64. 

394  Subcommittee  interview  of  Jim  Vanasek  (12/18/2009  and  1/19/2010). 

395  4/2010  IG  Report,  at  10,  Hearing  Exhibit  4/16-82. 

396  Subcommittee  interview  of  Ronald  Cathcart  (2/23/2010). 

397  Id. 

398  Id.;  Subcommittee  interviews  of  David  Schneider  (2/17/2010)  and  Cheryl  Feltgen  (2/6/2010). 
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Cheryl  Feltgen,  for  example,  was  the  Chief  Risk  Officer  for  the  Home  Loans  division. 
She  reported  both  to  Mr.  Cathcart  and  to  Mr.  Schneider,  the  Home  Loans  President,  setting  up  a 
tension  between  the  two.399  Mr.  Schneider  had  hired  Ms.  Feltgen  from  Citi  Mortgage,  where  she 
had  been  the  Chief  Marketing  Officer,  not  a  risk  manager.  Mr.  Cathcart  told  the  Subcommittee 
that  he  would  not  have  hired  her  for  the  role,  because  of  her  lack  of  risk  management 
experience.400 

Ms.  Feltgen  told  the  Subcommittee  that,  although  she  was  the  Home  Loans  Chief  Risk 
Officer,  she  also  had  responsibility  to  meet  business  goals.  She  indicated  that  she  did  not  see  her 
role  as  one  of  risk  minimization,  but  rather  of  risk  optimization.401  Her  2007  performance 
evaluation  reflected  her  dual  responsibilities,  but  clearly  subordinated  her  risk  management 
duties  to  the  achievement  of  business  growth  objectives.  For  example,  the  evaluation  identified  a 
series  of  goals  and  assigned  each  a  percentage  weighting  to  determine  their  precedence.  Instead 
of  assigning  priority  to  her  performance  in  the  area  of  managing  risk,  Ms.  Feltgen's  number  one 
performance  goal  for  2007  was  "GROWTH"  in  home  loans,  given  a  weighting  of  35%,  followed 
by  "RISK  MANAGEMENT,"  given  a  weighting  of  only  25%. 402  Her  performance  review  even 
listed  specific  sales  targets: 

"Employee  Goals 

GROWTH  35% 

1.  Achieve  Net  Income  -  $340  MM  for  2007 

2.  HL  [Home  Loan]  Product  Sales  (Inch  Conduit) 

1.  Home  Equity  -  $18B 

2.  Subprime  -  $32B 

3.  Option  ARM  -  $33B 

4.  Alt  A  -  $10B 

3.  Customer  Satisfaction  (Total  HL)  -  55%"403 

By  conditioning  her  evaluation  on  whether  her  division  hit  pre-determined  sales  figures,  the 
performance  evaluation  made  her  compensation  more  dependent  upon  the  Home  Loans  division 
hitting  revenue  growth  and  product  sales  than  upon  her  contributions  to  risk  management. 

Further  complicating  matters  were  Ms.  Feltgen's  two  supervisors.  In  an  interview,  Ms. 
Feltgen  stated  that  Ron  Cathcart,  her  supervisor  on  risk  matters,  was  "not  well  respected"  and 
did  not  have  "a  strong  voice."  404  On  the  other  hand,  she  described  David  Schneider,  her 


399  See  April  13,  2010  Subcommittee  Hearing  at  34;  Subcommittee  interviews  of  Mr.  Cathcart  (2/23/2010),  Mr. 
Schneider  (2/17/2010),  and  Ms.  Feltgen  (2/6/2010). 

400  Subcommittee  interview  of  Ronald  Cathcart  (2/23/2010). 

401  Subcommittee  interview  of  Cheryl  Feltgen  (2/6/2010). 

402  "Performance  Review  Form:  Leadership,"  Hearing  Exhibit  4/13-64  (the  form  is  not  dated,  but  Ms.  Feltgen 
confirmed  that  it  is  the  2007  review). 

403  Id. 

404  Subcommittee  interview  of  Cheryl  Feltgen  (2/6/2010). 
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supervisor  on  loan  origination  matters,  as  having  a  strong  voice  and  acting  more  as  her  boss. 
This  arrangement  again  de-emphasized  the  importance  of  her  risk  duties. 

Ms.  Feltgen's  dedication  to  the  growth  of  the  Home  Loans  business  is  apparent  in  her 
communications  with  her  staff.  For  example,  on  December  26,  2006,  she  sent  a  year-end  email 
to  her  staff.  Under  the  subject  line,  "Year-End  2006  Message  for  the  Home  Loans  Risk 
Management  Team,"  Ms.  Feltgen  wrote: 

"As  we  approach  the  close  of  2006,  it  is  fitting  to  reflect  on  the  challenges  and 
accomplishments  of  this  past  year  and  to  look  forward  to  2007  and  beyond.  Earlier  this 
year  David  Schneider  and  the  leadership  team  of  Home  Loans  articulated  a  new  business 
strategy  that  included:  (1)  a  shift  to  higher  margin  products  (Alt-A,  subprime  and  home 
equity);  (2)  reducing  market  risk. . .  and  taking  on  more  credit  risk  and  (3)  aggressively 
attacking  the  cost  structure.  We  have  made  great  strides  as  a  business  on  all  of  those 
fronts  and  you  have  all  been  a  part  of  those  accomplishments.  You  have  partnered 
successfully  with  the  business  units  of  Home  Loans  in  pursuit  of  our  collective  goal  to 
drive  profitable  growth  with  the  right  balance  of  risk  and  return."405 

The  email  continued  with  a  list  of  "accomplishments  of  the  Home  Loans  Risk 
Management  Team  in  support  of  business  goals,"  that  included  the  following  accomplishment: 
"Our  appetite  for  credit  risk  was  invigorated  with  the  expansion  of  credit  guidelines  for  various 
product  segments  including  the  620  to  680  FICO,  low  docs  and  also  for  home  equity."406  The 
email  continued  with  Ms.  Feltgen  stating  her  commitment  to  the  High  Risk  Lending  Strategy  and 
emphasizing  revenue  and  sales  despite  an  acknowledgement  of  the  worsening  condition  of  the 
mortgage  market: 

"The  year  2007  will  be  another  challenging  year  for  the  mortgage  industry  with  mortgage 
origination  volumes  down,  the  inverted  yield  curve  putting  pressure  on  profitability  and 
gain  on  sale  margins  at  lower  level  than  prior  years.  The  focus  on  the  three  key  elements 
of  our  2006  strategy  remains  important:  shift  to  higher  margin  products,  reduce  market 
risk  and  increase  credit  risk  and  attack  the  cost  structure.  ...  In  2007,  we  must  find  new 
ways  to  grow  our  revenue.  Home  Loans  Risk  Management  has  an  important  role  to  play 
in  that  effort. 


,407 


"David  Schneider  has  encouraged  us  to  'BE  BOLD'....  Recognize  that  'we  are  all  in 
sales'  passionately  focused  on  delivering  great  products  and  service  to  our  customers.' 

Ms.  Feltgen's  year-end  bonus  was  based  upon  her  performance  review.408  According  to 
Mr.  Cathcart,  in  2007,  the  bank  made  bonus  distributions  more  dependent  on  the  performance  of 


405  1/3/2007  email  from  Cheryl  Feltgen,  "Year-End  2006  Message  for  the  Home  Loans  Risk  Management  Team,' 
Hearing  Exhibit  4/13-73. 

406  Id. 

407  Id. 

408  Subcommittee  Interview  of  Ronald  Cathcart  (2/23/2010). 
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each  business  line,  rather  than  the  performance  of  the  bank  as  a  whole,  which  largely  removed 
his  control  over  compensation  of  his  risk  managers.  Mr.  Cathcart  told  the  Subcommittee  that  he 
disagreed  with  this  change  because  it  made  his  risk  managers,  who  reported  to  him  and  to  the 
heads  of  the  business  units,  more  beholden  to  the  business  heads.  Mr.  Cathcart  said  he 
approached  the  head  of  Human  Resources,  and  strongly  objected  to  the  change,  but  was  told  to 
take  it  up  with  Mr.  Killinger.  Mr.  Cathcart  told  the  Subcommittee  that  he  voiced  his  objection  to 
Mr.  Killinger,  but  Mr.  Killinger  told  him  to  talk  to  Mr.  Rotella.  He  said  that  he  took  his 
objection  to  Mr.  Rotella,  but  was  unsuccessful  at  preventing  the  policy  change. 

Mr.  Cathcart  told  the  Subcommittee  that  this  change  created  further  separation  between 
him  and  his  risk  managers,  and  compromised  the  independence  of  risk  management.409  He 
testified  at  the  Subcommittee  hearing: 

Mr.  Cathcart:  The  chairman  adopted  a  policy  of  what  he  called  double  reporting,  and  in 
the  case  of  the  Chief  Risk  Officers,  although  it  was  my  preference  to  have  them  reporting 
directly  to  me,  I  shared  that  reporting  relationship  with  the  heads  of  the  businesses  so  that 
clearly  any  of  the  Chief  Risk  Officers  reporting  to  me  had  a  direct  line  to  management 
apart  from  me. 

Senator  Coburn:  And  was  that  a  negative  or  a  positive  in  terms  to  the  ultimate  outcome 
in  your  view? 

Mr.  Cathcart:  It  depended  very  much  on  the  business  unit  and  on  the  individual  who  was 
put  in  that  double  situation.  I  would  say  that  in  the  case  of  home  loans,  it  was  not 
satisfactory  because  the  Chief  Risk  Officer  of  that  business  favored  the  reporting 
relationship  to  the  business  rather  than  to  risk.410 

The  subordination  of  risk  management  to  sales  was  apparent  at  WaMu  in  many  other 
ways  as  well.  Tony  Meola,  the  head  of  home  loans  sales,  reported  directly  to  David  Schneider. 
He  had  direct  access  to  Mr.  Schneider  and  often  pushed  for  more  lenient  lending  standards. 
According  to  Ms.  Feltgen,  the  sales  people  always  wanted  more  lenient  standards  and  more 
mortgage  products,  and  Mr.  Meola  advocated  for  them.411 

One  example  was  the  80/20  loan,  which  consisted  of  a  package  of  two  loans  issued 
together,  an  80%  LTV  first  lien  and  a  20%  LTV  second  lien,  for  a  total  CLTV  of  100%.  Ms. 
Feltgen  said  she  was  nervous  about  the  product,  as  a  100%  CLTV  was  obviously  very  risky. 
WaMu's  automatic  underwriting  system  was  not  set  up  to  accept  such  loans,  but  Mr.  Meola 
wanted  permission  to  "side  step"  the  systems  issue.412  Mr.  Schneider  approved  the  product,  and 
Ms.  Feltgen  ultimately  signed  off  on  it.  She  told  the  Subcommittee  that  it  was  a  high  risk 


409  id. 

410  April  13,  2010  Subcommittee  Hearing  at  34. 

411  Subcommittee  Interview  of  Cheryl  Feltgen  (2/6/2010). 

412  See  2/2006  WaMu  internal  email  chain,  "FW:  80/20,"  JPM_WM03960778. 
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product,  but  was  priced  accordingly,  and  that  it  might  have  been  successful  if  housing  prices  had 
not  declined.413 

When  the  housing  market  began  to  collapse,  a  time  in  which  prudent  risk  management 
became  even  more  critical,  Mr.  Cathcart,  the  Chief  Enterprise  Risk  Manager,  was  accorded  even 
less  deference  and  authority.  Mr.  Cathcart  testified  at  the  April  13th  hearing: 

"Financial  conditions. . .  deteriorated  further  in  2007  and  2008.  As  head  of  risk,  I  began 
to  be  excluded  from  key  management  decisions.  By  February  2008, 1  had  been  so  fully 
isolated  that  I  initiated  a  meeting  with  the  Director,  where  I  advised  that  I  was  being 
marginalized  by  senior  management  to  the  point  that  I  was  no  longer  able  to  discharge 
my  responsibilities  as  Chief  Enterprise  Risk  Officer  of  WaMu.  Within  several  weeks,  I 
was  terminated  by  the  Chairman."414 

During  his  interview  with  the  Subcommittee  Mr.  Cathcart  provided  additional  detail 
about  his  marginalization  by  senior  management.415  He  said  that  he  initially  had  extensive 
interaction  with  the  WaMu  Board  of  Directors  and  presented  to  the  full  Board  every  six  months. 
According  to  Mr.  Cathcart,  he  attended  all  of  the  Board  meetings  until  the  end  of  2007  or  the 
beginning  of  2008,  at  which  time  he  was  no  longer  invited.  Mr.  Cathcart  felt  he  was  excluded 
from  Board  meetings  and  calls  with  investment  bankers  because  he  was  forthright  about 
WaMu's  mortgage  loss  rates,  whereas  senior  management  used  older,  more  favorable  numbers. 
According  to  Mr.  Cathcart,  during  one  of  the  last  Board  meetings  he  attended,  after  a 
presentation  on  expected  mortgage  losses,  he  interjected  that  the  loan  loss  data  being  presented 
were  already  out  of  date,  and  the  real  figures  would  be  much  worse.  He  also  recalled  speaking 
up  in  a  2007  conference  call  with  investment  bankers  to  correct  an  overly  optimistic  loss  figure. 
According  to  Mr.  Cathcart,  he  was  chastised  for  his  corrections  by  WaMu  management  and  told 
to  leave  the  credit  discussions  to  another  senior  manager. 

Mr.  Cathcart  told  the  Subcommittee  that  regulators  were  also  given  out-of-date  loss 
projections  as  the  situation  worsened,  because  Mr.  Killinger  and  Mr.  Rotella  wanted  to  prevent  a 
negative  reaction.  Mr.  Cathcart  said  that  the  loss  rates  were  increasing  every  week,  and  the 
regulators  were  being  provided  with  three-week  old  information.  Mr.  Cathcart  told  the 
Subcommittee  that  in  February  or  March  2008,  he  discovered  that  Mr.  Killinger  had  provided  the 
Director  of  OTS,  John  Reich,  with  out-of-date  loss  rates.  Mr.  Cathcart  said  that  he  called  a 
meeting  with  Mr.  Dochow,  head  of  the  OTS  West  Regional  Office,  and  provided  him  with  the 
current  numbers.  Mr.  Cathcart  said  that  Mr.  Killinger  found  out  about  the  meeting  and  was 
upset.  In  April,  Mr  Killinger  fired  Mr.  Cathcart. 


413  Subcommittee  Interview  of  Cheryl  Feltgen  (2/6/2010).   See  also  2/2006  WaMu  internal  email  chain,  "FW: 
80/20,"  JPM_WM03960778. 

414  April  13,  2010  Subcommittee  Hearing  at  19. 

415  Subcommittee  interview  of  Ronald  Cathcart  (2/23/2010). 
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E.  Polluting  the  Financial  System 

Washington  Mutual,  as  the  nation's  largest  thrift,  was  a  leading  issuer  of  home  loans. 
When  many  of  those  loans  began  to  go  bad,  they  caused  significant  damage  to  the  financial 
system. 

Washington  Mutual  originated  or  acquired  billions  of  dollars  of  home  loans  through 
multiple  channels,  including  loans  originated  by  its  own  loan  officers,  loans  brought  to  the  bank 
by  third  party  mortgage  brokers,  and  loans  purchased  in  bulk  from  other  lenders  or  firms.  Its 
subprime  lender,  Long  Beach,  originated  billions  of  dollars  in  home  loans  brought  to  it  by  third 
party  mortgage  brokers  across  the  country.  According  to  a  2007  WaMu  presentation,  by  2006, 
Washington  Mutual  was  the  second  largest  nonagency  issuer  of  mortgage  backed  securities  in 
the  United  States,  behind  Countrywide.416 

Washington  Mutual  and  Long  Beach  sold  or  securitized  the  vast  majority  of  their 
subprime  home  loans.  Initially,  Washington  Mutual  kept  most  of  its  Option  ARMs  in  its 
proprietary  investment  portfolio,  but  eventually  began  selling  or  securitizing  those  loans  as  well. 
With  respect  to  other  loans,  such  as  fixed  rate  30-year,  Alt  A,  home  equity,  and  jumbo  loans, 
WaMu  kept  a  portion  for  its  own  investment  portfolio,  and  sold  the  rest  either  to  Wall  Street 
investors,  usually  after  securitizing  them,  or  to  Fannie  Mae  or  Freddie  Mac. 

By  securitizing  billions  of  dollars  in  poor  quality  loans,  WaMu  and  Long  Beach  were 
able  to  decrease  their  risk  exposure  while  passing  along  risk  to  others  in  the  financial  system. 
They  polluted  the  financial  system  with  mortgage  backed  securities  which  later  incurred  high 
rates  of  delinquency  and  loss.    At  times,  WaMu  securitized  loans  that  it  had  identified  as  likely 
to  go  delinquent,  without  disclosing  its  analysis  to  investors  to  whom  it  sold  the  securities,  and 
also  securitized  loans  tainted  by  fraudulent  information,  without  notifying  purchasers  of  the 
fraud  that  was  discovered  and  known  to  the  bank. 

(1)  WaMu  and  Long  Beach  Securitizations 

From  2000  to  2007,  Washington  Mutual  and  Long  Beach  securitized  at  least  $77  billion 
in  subprime  and  home  equity  loans.417  WaMu  also  sold  or  securitized  at  least  $115  billion  in 
Option  ARM  loans.418  Between  2000  and  2008,  Washington  Mutual  sold  over  $500  billion  in 
loans  to  Fannie  Mae  and  Freddie  Mac,  accounting  for  more  than  a  quarter  of  every  dollar  in 
loans  WaMu  originated.419 


416  See  6/11/2007  chart  entitled,  "Rate  of  Growth  Exceeds  the  Industry,"  JPM_WM03409860,  Hearing  Exhibit  4/13- 
47c. 

417  6/2008  "WaMu  Wholesale  Specialty  Lending  Securitization  Performance  Summary,"  JPM_WM02678980, 
Hearing  Exhibit  4/13-45. 

418 10/17/2006  "Option  ARM"  draft  presentation  to  the  WaMu  Board  of  Directors,  JPM_WM02549027,  Hearing 
Exhibit  4/13-38  (see  chart  at  2).  See  also  8/2006  "Option  ARM  Credit  Risk,"  WaMu  presentation,  at 
JPM_WM002 12644,  Hearing  Exhibit  4/13-37  (see  chart  at  5). 
419  See  chart  in  section  E(4),  below,  using  loan  data  from  Inside  Mortgage  Finance. 
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According  to  a  2007  WaMu  presentation  at  a  securities  investor  meeting  in  New  York,  in 
2004,  WaMu  issued  $37.2  billion  in  RMBS  securitizations  and  was  the  sixth  largest  RMBS 
issuer  in  the  United  States.420  In  2005,  it  doubled  its  production,  issuing  $73.8  billion  in 
securitizations,  and  became  the  third  largest  issuer.  In  2006,  it  issued  $72.8  billion  and  was  the 
second  largest  issuer,  behind  Countrywide.421 

WaMu  and  Long  Beach's  securitizations  produced  only  RMBS  securities.  Although 
WaMu  considered  issuing  CDO  securities  as  well,  it  never  did  so.422  From  2004  to  2006,  WaMu 
and  Long  Beach  securitized  dozens  of  pools  of  prime,  subprime,  Alt  A,  second  lien,  home 
equity,  and  Option  ARM  loans.423  WaMu  and  Long  Beach  also  sold  "scratch  and  dent"  pools  of 
nonperforming  loans,  including  nonperforming  primary  mortgages,  second  lien,  and  Option 
ARMs.424       ^  ' 

At  first,  Washington  Mutual  worked  with  Wall  Street  firms  to  securitize  its  home  loans, 
but  later  built  up  its  own  securitization  arm,  Washington  Mutual  Capital  Corporation  (WCC), 
which  gradually  took  over  the  securitization  of  both  WaMu  and  Long  Beach  loans.  WCC  was  a 
private  Washington  State  corporation  that  WaMu  acquired  from  another  bank  in  2001,  and 
renamed.425  WCC  became  a  wholly  owned  subsidiary  of  Washington  Mutual  Bank.  In  July 
2002,  WaMu  announced  that  WCC  would  act  as  an  institutional  broker-dealer  handling  RMBS 
securities  and  would  work  with  Wall  Street  investment  banks  to  market  and  sell  WaMu  and 
Long  Beach  RMBS  securities.426 

WCC  was  initially  based  in  Seattle,  and  by  2003,  had  between  30  and  40  employees.427 
In  2004,  due  to  increasing  securitizations,  WaMu  decided  to  move  the  headquarters  of  WCC  to 
Manhattan.428  In  2004,  for  the  first  time,  WCC  acted  as  the  lead  manager  of  a  WaMu 
securitization.  That  same  year,  WCC  initiated  a  "conduit  program"  to  buy  Alt  A  and  subprime 
loans  in  bulk  for  securitization.429  WCC  issued  its  first  Alt  A  securitization  in  2005,  and  its  first 
subprime  securitization  in  2006. 430  It  also  conducted  whole  loan  sales  and  credit  card 


420  See  6/11/2007  chart  entitled,  "Rate  of  Growth  Exceeds  the  Industry,"  JPM_WM03409860,  Hearing  Exhibit  4/13- 
47c. 

421  Id.  WaMu  attributed  its  rapid  rise  in  the  issuer  rankings  over  the  three-year  period  to  its  establishment  of  a 
Conduit  Program,  which  began  buying  loans  in  bulk  in  2004.  Id. 

422  See  12/15/2006  Enterprise  Risk  Management  Committee,  JPM_WM02656967.  See  also  10/25/2006  Asset- 
Liability  Management  Committee  Meeting  Agenda,  JPM_WM02406624. 

423  See  6/2008  "WaMu  Wholesale  Specialty  Lending  Securitization  Performance  Summary,"  JPM_WM02678980, 
Hearing  Exhibits  4/13-45  and  46;  6/11/2007  chart  entitled,  "WaMu  Capital  Corp  Sole/Lead  Underwriter," 
JPM_WM03409861,  Hearing  Exhibit  4/13-47c. 

424  See,  e.g.,  undated  "List  of  WaMu-Goldman  Loans  Sales  and  Securitizations,"  Hearing  Exhibit  4/13-4 7b;  2/2007 
internal  WaMu  email  chain,  JPM_WM00652762. 

425  See  6/11/2007  chart  entitled,  "Capital  Markets  Division  Growth,"  JPM_WM03409858,  Hearing  Exhibit  4/13- 
47c. 

426  Id. 

427  Subcommittee  interview  of  David  Beck  (3/2/2010). 

428  Id. 

429  See  6/11/2007  chart  entitled,  "Capital  Markets  Division  Growth,"  JPM_WM03409858,  Hearing  Exhibit  4/13- 
47c. 

430  Id. 
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securitizations.431  At  its  peak,  right  before  the  collapse  of  the  subprime  securitization  market, 
WCC  had  over  200  employees  and  offices  in  Seattle,  New  York,  Los  Angeles,  and  Chicago.  The 
majority  of  WCC  employees  were  based  in  New  York.432  WCC  was  headed  by  Tim  Maimone, 
WCC  President,  who  reported  to  David  Beck,  Executive  Vice  President  in  charge  of  WaMu's 
Capital  Markets  Division.  Mr.  Beck  reported  to  the  President  of  WaMu's  Home  Loans  Division, 
David  Schneider.433 

At  the  Subcommittee  hearing  on  April  13,  2010,  Mr.  Beck  explained  the  role  of  WCC  in 
WaMu  and  Long  Beach  securitizations  as  follows: 

"WaMu  Capital  Corp.  acted  as  an  underwriter  of  securitization  transactions  generally 
involving  Washington  Mutual  Mortgage  Securities  Corp.  or  WaMu  Asset  Acceptance 
Corp.  Generally,  one  of  the  two  entities  would  sell  loans  into  a  securitization  trust  in 
exchange  for  securities  backed  by  the  loans  in  question,  and  WaMu  Capital  Corp.  would 
then  underwrite  the  securities  consistent  with  industry  standards.  As  an  underwriter, 
WaMu  Capital  Corp.  sold  mortgage-backed  securities  to  a  wide  variety  of  institutional 
investors. 

WCC  sold  WaMu  and  Long  Beach  loans  and  RMBS  securities  to  insurance  companies,  pension 
funds,  hedge  funds,  other  banks,  and  investment  banks.435  It  also  sold  WaMu  loans  to  Fannie 
Mae  and  Freddie  Mac.  WCC  personnel  marketed  WaMu  and  Long  Beach  loans  both  in  the 
United  States  and  abroad. 

Before  WCC  was  able  to  act  as  a  sole  underwriter,  WaMu  and  Long  Beach  worked  with 
a  variety  of  investment  banks  to  arrange,  underwrite,  and  sell  its  RMBS  securitizations,  including 
Bank  of  America,  Credit  Suisse,  Deutsche  Bank,  Goldman  Sachs,  Lehman  Brothers,  Merrill 
Lynch,  Royal  Bank  of  Scotland,  and  UBS.  To  securitize  its  loans,  WaMu  typically  assembled 
and  sold  a  pool  of  loans  to  a  qualifying  special-purpose  entity  (QSPE)  that  it  established  for  that 
purpose,  typically  a  trust.436  The  QSPE  then  issued  RMBS  securities  secured  by  future  cash 
flows  from  the  loan  pool.  Next,  the  QSPE — working  with  WCC  and  usually  an  investment 
bank — sold  the  RMBS  securities  to  investors,  and  used  the  sale  proceeds  to  repay  WaMu  for  the 


431  id. 

432  Subcommittee  interview  of  David  Beck  (3/2/2010). 

433  Id. 

434  April  13,  2010  Subcommittee  Hearing  at  53.  Washington  Mutual  Mortgage  Securities  Corp.  (WMMSC)  and 
WaMu  Asset  Acceptance  Corp.  (WAAC)  served  as  warehouse  entities  that  held  WaMu  loans  intended  for  later 
securitization.  Mr.  Beck  explained  in  his  prepared  statement:  "WMMSC  and  WAAC  purchased  loans  from  WaMu, 
and  from  other  mortgage  originators,  and  held  the  loans  until  they  were  sold  into  the  secondary  market.  WCC  was  a 
registered  broker-dealer  and  acted  as  an  underwriter  of  securitization  deals  for  a  period  of  time  beginning  in  2004 
and  ending  in  the  middle  of  2007.  In  addition  to  buying  and  selling  mortgage  loans,  WMMSC  acted  as  a  'master 
servicer'  of  securitizations.  The  master  servicer  collects  and  aggregates  the  payments  made  on  loans  in  a  securitized 
pool  and  forwards  those  payments  to  the  Trustee  who,  in  turn,  distributes  those  payments  to  the  holders  of  the 
securities  backed  by  that  loan  pool."  Id.  at  163. 

435  See  6/11/2007  chart  entitled,  "Origination  Through  Distribution,"  JPM_WM03409859,  Hearing  Exhibit  4/13- 
47c;  Subcommittee  interview  of  David  Beck  (3/2/2010). 

436  See  3/2007  Washington  Mutual  Inc.  10-K  filing  with  the  SEC,  at  45  (describing  securitization  process). 
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cost  of  the  loan  pool.  Washington  Mutual  Inc.  generally  retained  the  right  to  service  the  loans. 
WaMu  or  Long  Beach  might  also  retain  a  senior,  subordinated,  residual,  or  other  interest  in  the 
loan  pool. 

The  following  two  diagrams  created  for  a  2005  Long  Beach  securitization,  LBMC  2005- 
2,  demonstrate  the  complex  structures  created  to  issue  the  RMBS  securities,  as  well  as  the 
"waterfall"  constructed  to  determine  how  the  mortgage  payments  being  made  into  the 
securitization  pool  would  be  used.437 


437  See  "LBMC  2005-2  Structure"  and  "LBMC  2005-2  Cash  Flow  Waterfall,"  FDIC_WAMU_000012358-59, 
Hearing  Exhibit  47a. 
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LBMC  2005-2  Cash  Flow  Waterfall 
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In  that  particular  securitization,  Goldman  Sachs  served  as  the  lead  underwriter,  WCC  served  as 
the  securities  dealer,  Deutsche  Bank  served  as  the  trustee  of  the  trust  set  up  to  hold  the  securities, 
and  Long  Beach  served  as  the  mortgage  servicer. 

Another  document,  prepared  by  Goldman  Sachs,  shows  the  variety  of  relationships  that 
WaMu  engaged  in  as  part  of  its  securitization  efforts.438  That  document,  which  consists  of  a  list 
of  various  loan  pools  and  related  matters,  shows  that  WaMu  worked  with  Goldman  Sachs  to 
make  whole  loan  sales;  securitize  loans  insured  by  the  Federal  Home  Administration  or  Veterans 
Administration;  and  securitize  prime,  subprime,  Alt  A,  second  lien,  and  scratch  and  dent 
nonperforming  loans.  It  also  shows  that  Goldman  Sachs  asked  WaMu  and  Long  Beach  to 
repurchase  more  than  $19.7  million  in  loans  it  had  purchased  from  the  bank.439 

Goldman  Sachs  handled  a  number  of  securitizations  for  Long  Beach.  At  one  point  in 
2006,  Goldman  Sachs  made  a  pitch  to  also  handle  loans  issued  by  WaMu.  One  Goldman  Sachs 
broker  explained  to  a  colleague  in  an  email:  "They  have  possibly  the  largest  subprime  portfolio 
on  the  planet."440 

(2)  Deficient  Securitization  Practices 

Over  the  years,  both  Long  Beach  and  Washington  Mutual  were  repeatedly  criticized  by 
the  bank's  internal  auditors  and  reviewers,  as  well  as  its  regulators,  OTS  and  the  FDIC,  for 
deficient  lending  and  securitization  practices.  Their  mortgage  backed  securities  were  among  the 
worst  performing  in  the  marketplace  due  to  poor  quality  loans  that  incurred  early  payment 
defaults,  fraud,  and  high  delinquency  rates. 

Long  Beach  Securitizations.  In  April  2005,  an  internal  email  sent  by  an  OTS  regulator 
recounted  eight  years  of  abysmal  performance  by  Long  Beach  securities,  noting  that  loan 
delinquencies  and  losses  occurred  in  pools  containing  both  fixed  rate  and  adjustable  rate 
mortgages: 

"[Securitizations]  prior  to  2003  have  horrible  performance....  For  FRM  [fixed  rate 
mortgage]  losses,  LBMC  finished  in  the  top  12  worst  annual  NCLs  [net  credit  losses]  in 
1997  and  1999  thru  2003.  LBMC  nailed  down  the  number  1  spot  as  top  loser  with  an 
NCL  of  14.1%  in  2000  and  placed  3rd  in  2001  with  10.5%  ....  For  ARM  losses,  LBMC 
really  outdid  themselves  with  finishes  as  one  of  the  top  4  worst  performers  for  1999  thru 
2003.  For  specific  ARM  deals,  LBMC  made  the  top  10  worst  deal  list  from  2000  thru 
2002.  LBMC  had  an  extraordinary  year  in  2001  when  their  securitizations  had  4  of  the 
top  6  worst  NCLs  (range:  11.2%  to  13.2%). 


438 


Undated  "List  of  WaMu-Goldman  Loans  Sales  and  Securitizations,"  Hearing  Exhibit  4/13-4 7b. 


439  Id. 

440  3/24/2005  email  from  Kevin  Gasvoda  of  Goldman  Sachs  to  Christopher  Gething,  others,  Hearing  Exhibit  4/27- 
167b. 
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"Although  underwriting  changes  were  made  from  2002  thru  2004,  the  older  issues  are 
still  dragging  down  overall  performance.  Despite  having  only  8%  of  UPB  [unpaid 
balances]  in  1st  lien  FRM  pools  prior  to  2002  and  only  14.3%  in  2002  jr.  lien  pools, 
LBMC  still  had  third  worst  delinquencies  and  NCLs  for  most  of  [the]  period  graphed 
from  11/02  thru  2/05  and  was  2nd  worst  in  NCLs  in  2005  out  of  10  issuers  graphed.  ...  At 
2/05,  LBMC  was  #1  with  a  12%  delinquency  rate.  Industry  was  around  8.25%.  At  3/05, 
LBMC  had  a  historical  NCL  rate  of  2%  smoking  their  closest  competitor  by  70bp  and 
tripling  the  industry  average."441 

This  email,  which  is  based  upon  a  2005  Fitch  analysis  of  Long  Beach,  shows  that, 
from  1997  to  March  2005,  due  to  loan  delinquencies  and  losses,  Long  Beach  securities 
were  among  the  very  worst  performing  in  the  entire  subprime  industry.442 

Long  Beach's  performance  did  not  improve  after  2005.  In  April  2006,  for 
example,  Nomura  Securities  issued  an  analysis  of  the  ABX  Index  that  tracked  a  basket  of 
20  subprime  RMBS  securities  and  identified  Long  Beach  as  the  worst  performer: 

"Long  Beach  Mortgage  Loan  Trust  appears  to  be  the  poorest  performing  issuer,  with  its 
three  deals  averaging  15.67%  in  60+  day  delinquency  and  12.75%  in  90+  day 
delinquency.  Unsurprisingly,  all  three  deals  issued  by  LBMLT  have  exceeded  their 
delinquency  trigger  limits."443 

In  November  2006,  while  attending  the  Asset  Backed  Securities  East  Conference 
for  the  securitization  industry,  the  head  of  WaMu's  Capital  Markets  Division,  David 
Beck,  emailed  WaMu's  Home  Loans  President,  David  Schneider,  that  with  respect  to 
RMBS  securities  carrying  noninvestment  grade  ratings,  "LBMC  [Long  Beach]  paper  is 
among  the  worst  performing  paper  in  the  mkt  [market]  in  2006.  Subordinate  buyers  want 

,,444 

answers. 

In  March  2007,  an  analysis  by  JPMorgan  Chase  again  singled  out  Long  Beach  securities 
for  having  the  worst  delinquency  rates  among  the  subprime  securities  tracked  by  the  ABX  Index: 

"Washington  Mutual  Inc.'s  subprime  bonds  are  suffering  from  some  of  the  worst  rates  of 
delinquency  among  securities  in  benchmark  indexes,  according  to  JPMorgan  Chase  & 
Co.  research.  . . .  Delinquencies  of  60  days  or  more  on  loans  supporting  WaMu's  Long 
Beach  LBMLT  2006-1  issue  jumped  ...  to  19.44  percent ...  the  highest  among  the  20 


441 


4/14/2005  email  from  Steve  Blelik  to  David  Henry,  "Fitch  -  LBMC  Review,"  Hearing  Exhibit  4/13-8a. 


442  Id. 

443  4/19/2006  "ABX  Index  -  The  Constituent  Breakdown,"  prepared  by  Nomura  Securities  International  Inc., 
http://www.scribd.com/doc/19606903/Nomura-ABX-Index-The-Constituent-Breakdown. 

444  11/7/2006  email  from  David  Beck  to  David  Schneider,  Hearing  Exhibit  4/13-50.  See  also  4/19/2006  "ABX 
Index  -  The  Constituent  Breakdown,"  prepared  by  Nomura  Securities  International  Inc., 
http://www.scribd.com/doc/19606903/Nomura-ABX-Index-The-Constituent-Breakdown. 
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bonds  in  the  widely  watched  ABX-HE  06-2  index  of  bonds  backed  by  residential  loans  to 
risky  borrowers. : 


,445 


In  July  2007,  Moody's  and  S&P  downgraded  the  credit  ratings  of  hundreds  of  subprime 
RMBS  and  CDO  securities,  due  to  rising  mortgage  delinquencies  and  defaults.  Included  were 
approximately  40  Long  Beach  securities.446  A  July  12,  2007  presentation  prepared  by  Moody's 
to  explain  its  ratings  action  shows  that  Long  Beach  was  responsible  for  only  6%  of  all  the 
subprime  RMBS  securities  issued  in  2006,  but  received  14%  of  the  subprime  RMBS  ratings 
downgrades  that  day.447  Only  Fremont  had  a  worse  ratio. 

Over  time,  even  AAA  rated  Long  Beach  securities  performed  terribly.  Of  the  75  Long 
Beach  mortgage  backed  security  tranches  rated  AAA  by  Standard  and  Poor's  in  2006,  all  75 
have  been  downgraded  to  junk  status,  defaulted,  or  been  withdrawn.448  In  most  of  the  2006 
Long  Beach  securitizations,  the  underlying  loans  have  delinquency  rates  of  50%  or  more.449 

The  problems  were  not  confined  to  Long  Beach  loans.  In  early  2008,  for  example,  an 
investment  adviser  posted  information  on  his  personal  blog  about  a  WaMu-sponsored  RMBS 
securitization  known  as  WMALT  2007-OC1.  Formed  in  May  2007,  this  pool  contained  about 
1,700  Alt  A  loans  with  a  total  outstanding  balance  of  about  $515  million.  WaMu  was  the  sole 
underwriter.  The  credit  rating  agencies  gave  AAA  and  other  investment  grade  ratings  to  more 
than  92%  of  the  securitization,  but  within  eight  months,  15%  of  the  pool  was  in  foreclosure.  The 
posting  suggested  that  the  poor  performance  of  WaMu  securities  was  systemic. 

When  informed  by  David  Schneider  of  the  complaint  about  the  negative  publicity 
surrounding  the  pool,  David  Beck  responded: 

"Yes  (ughh!)  we  are  doing  some  peer  group  performance  and  looking  at  the  servicing 
data  . . .  and  putting  together  an  analysis.  . . .  The  collateral  is  full  of  limited  doc  layered 
risk  alt  a  paper  and  at  least  half  is  TPO  [third  party  originated].  The  performance  is  not 
great  but  my  opinion  is  not  a  WaMu  specific  issue."450 


445  "WaMu  subprime  ABS  delinquencies  top  ABX  components,"  Reuters  (3/27/2007),  Hearing  Exhibit  4/13-52. 

446  7/10/2007-7/12/2007  excerpts  from  Standard  &  Poor's  and  Moody's  Downgrades,  Hearing  Exhibit  4/23-99. 

447  7/12/2007  "Moody's  Structured  Finance  Teleconference  and  Web  Cast:  RMBS  and  CDO  Rating  Actions," 
MOODYS-PSI2010-0046902,  Hearing  Exhibit  4/23-106. 

448  See  Standard  and  Poor's  data  at  www.globalcreditportal.com. 

449  See,  e.g.,  wamusecurities.com  (subscription  website  maintained  by  JPMorgan  Chase  with  data  on  Long  Beach 
and  WaMu  mortgage  backed  securities  showing,  as  of  March  2011,  delinquency  rates  for  particular  mortgage 
backed  securities,  including  LBMLT  2006-1  -  58.44%;  LBMLT  2006-6  -  60.06%;  and  LBMLT  2005-11  - 
54.32%). 

450  2/2/20O8  email  from  David  Beck  to  David  Schneider  and  others,  JPM_WM02445758,  Hearing  Exhibit  4/13-51. 
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Home  Loans  President  David  Schneider  replied:  "Ok  -  thanks  ....  Are  we  sure  there  isn't  a 
reporting  issue?"  Today,  those  securities  have  all  been  downgraded  to  junk  status  and  more  than 
half  of  the  underlying  loans  are  delinquent  or  in  foreclosure.451 

Despite  their  poor  performance,  it  is  unclear  that  any  investment  bank  refused  to  do 
business  with  either  Long  Beach  or  WaMu.  As  long  as  investors  expressed  interest  in 
purchasing  the  securities,  banks  continued  selling  them  until  the  entire  subprime  market 
collapsed.  Before  the  market  collapsed,  WaMu  earned  hundreds  of  millions  of  dollars  a  year 
from  its  home  loans  sales  and  securitizations.452 

Securitizing  Fraudulent  Loans.  WaMu  and  Long  Beach  securitized  not  just  poor 
quality  loans,  but  also  loans  that  its  own  personnel  had  flagged  as  containing  fraudulent 
information.  That  fraudulent  information  included,  for  example,  misrepresentations  of  the 
borrower's  income  and  of  the  appraised  value  of  the  mortgaged  property.  In  September  2008, 
WaMu's  Corporate  Credit  Review  team  released  a  report  which  found  that  internal  controls 
intended  to  prevent  the  sale  of  fraudulent  loans  to  investors  were  ineffective: 

"The  controls  that  are  intended  to  prevent  the  sale  of  loans  that  have  been  confirmed  by 
Risk  Mitigation  to  contain  misrepresentations  or  fraud  are  not  currently  effective.  There 
is  not  a  systematic  process  to  prevent  a  loan  in  the  Risk  Mitigation  Inventory  and/or 
confirmed  to  contain  suspicious  activity  from  being  sold  to  an  investor.  ...    Of  the  25 
loans  tested,  11  reflected  a  sale  date  after  the  completion  of  the  investigation  which 
confirmed  fraud.  There  is  evidence  that  this  control  weakness  has  existed  for  some 
time."453 

In  other  words,  even  loans  marked  with  a  red  flag  indicating  fraud  were  being  sold  to  investors. 
The  review  identified  several  factors  contributing  to  the  problem,  including  insufficient  resources 
devoted  to  anti-fraud  work,  an  absence  of  automated  procedures  to  alert  personnel  to  fraud 
indicators,  and  inadequate  training  on  fraud  awareness  and  prevention.  The  2008  review 
warned:  "Exposure  is  considerable  and  immediate  corrective  action  is  essential  in  order  to  limit 
or  avoid  considerable  losses,  reputation  damage,  or  financial  statement  errors."454 

(3)  Securitizing  Delinquency-Prone  Loans 

The  Subcommittee  uncovered  an  instance  in  2007  in  which  WaMu  securitized  certain 
types  of  loans  that  it  had  identified  as  most  likely  to  go  delinquent,  but  did  not  disclose  its 
analysis  to  investors  who  bought  the  securities.  Investors  who  purchased  these  securities  without 
the  benefit  of  that  analysis  quickly  saw  the  value  of  their  purchases  fall. 


451  As  of  December  2010,  the  total  loan  delinquency  rate  of  the  WMALT  2007-OC1  series  was  57.37%.  See 
wamusecurities.com. 

452 


453 


See  3/1/2007  Washington  Mutual  Inc.  10-K  filing  with  the  SEC,  at  82,  87. 

9/8/2008  "Risk  Mitigation  and  Mortgage  Fraud  2008  Targeted  Review,"  WaMu  Corporate  Credit  Review, 


JPM_WM00312502,  Hearing  Exhibit  4/13-34. 
454  Id. 
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WaMu  securitization  agreements  prohibited  the  bank  from  using  an  "adverse  selection" 
process  when  including  loans  within  a  securitized  pool.  On  March  22,  2007,  WaMu  filed  a 
prospectus  for  WMALT  Series  2007-OA3,  in  which  Washington  Mutual  Bank  and  Washington 
Mutual  Mortgage  Securities  Corp.  co-sponsored  a  securitization  of  a  $2.3  billion  pool  of  Option 
ARM  loans.  In  the  section  entitled,  "Representations  and  Warranties  Regarding  the  Mortgage 
Loans,"  the  prospectus  stated: 

"Washington  Mutual  Mortgage  Securities  Corp.  and  Washington  Mutual  Bank,  as 
applicable,  used  no  adverse  selection  procedures  in  selecting  the  mortgage  loans  from 
among  the  outstanding  adjustable  rate  conventional  mortgage  loans  owned  by  it  which 
were  available  for  sale  and  as  to  which  the  representations  and  warranties  in  the  mortgage 
loan  sale  agreement  could  be  made."455 

On  the  following  page  of  the  prospectus,  under  the  section  heading,  "Criteria  for 
Selection  of  Mortgage  Loans,"  it  stated: 

"Each  co-sponsor  selected  the  mortgage  loans  it  sold  to  the  depositor  from  among  its 
portfolio  of  mortgage  loans  held  for  sale  based  on  a  variety  of  considerations,  including 
type  of  mortgage  loan,  geographic  concentration,  range  of  mortgage  interest  rates, 
principle  balance,  credit  scores  and  other  characteristics  described  in  Appendix  B  to  this 
prospectus  supplement,  and  taking  into  account  investor  preferences  and  the  depositor's 
objective  of  obtaining  the  most  favorable  combination  of  ratings  on  the  certificates."456 

WaMu  emails  and  memoranda  obtained  by  the  Subcommittee  indicate  that,  prior  to 
assembling  the  loan  pool  used  in  the  WMALT  2007-OA3  securitization,  WaMu  identified 
delinquency-prone  Option  ARM  mortgages  in  its  "Held  for  Investment"  loan  portfolio  and 
transferred  those  loans  to  its  portfolio  of  mortgages  available  for  sale  or  securitization.  WaMu 
then  used  its  "Held  for  Sale"  loan  portfolio  to  select  the  loans  for  the  loan  pool  used  in  the 
WMALT  2007-OA3  securitization.    The  prospectus  provides  a  list  of  criteria  used  to  select  the 
loans  in  the  WMALT  2007-OA3  loan  pool,  but  omits  any  mention  of  the  fact  that  some  of  the 
loans  were  selected  using  statistical  analysis  designed  to  identify  Option  ARM  loans  likely  to  go 
delinquent  quickly.  The  internal  emails  demonstrate  that  WaMu  selected  delinquency-prone 
loans  for  sale  in  order  to  move  risk  from  the  bank's  books  to  the  investors  in  WaMu  securities, 
and  profit  from  its  internal  analysis,  which  was  not  available  to  the  market. 

On  Thursday,  September  14,  2006,  John  Drastal,  then  Senior  Managing  Director  of 
WCC,  sent  David  Beck,  head  of  WaMu's  Capital  Markets  Division,  with  copies  to  others,  an 
email  regarding  "Tom  Casey  visit,"  with  the  importance  marked  "high."  Tom  Casey  was  then 
the  Chief  Financial  Officer  of  Washington  Mutual  Bank.  In  the  email  Mr.  Drastal  relayed  Mr. 
Casey's  concern  about  WaMu's  exposure  to  Option  ARM  loans: 


455  3/22/2007  WaMu  Prospectus  Supplement,  "Washington  Mutual  Mortgage  Pass-Through  Certificates,  WMALT 
Series  2007-OA3,"  at  S-102,  Hearing  Exhibit  4/13-86b. 

456  Id.  at  S-103. 
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"David, 

"Tom  just  stopped  by  after  the  Lehman  investor  conference.  He  says  equity  investors  are 
totally  freaking  about  housing  now.  He  asked  how  we  could  prepare  for  this.  A  few 
items.... 

"2.  On  the  portfolio  side,  he  asked  about  exposure  on  option  ARMs.  We  talked  about 
looking  to  potentially  sell  '06  production  Option  ARMs  in  portfolio.  He  even  said 
looking  at  this  quarter.  I  don't  think  that  this  is  possible  but  we  should  look  at  what  the 
credit  composition  of  this  product  is  and  see  if  we  can  sell  quickly  if  it's  the  right  thing  to 
do  (see  Nagle's  message).  He  doesn't  for[e]see  a  tainting  issue  if  we  are  doing  it  for 
credit  issues.  Youyi,  can  you  get  me  a  collateral  strat  from  the  portfolio?"457 

Three  months  later,  on  Wednesday,  February  14,  2007,  a  WaMu  portfolio  analyst  and 
trader,  Michael  Liu,  sent  an  email  to  a  senior  official  in  WaMu's  portfolio  management 
department,  Richard  W.  Ellson,  with  the  subject  line:  "Option  ARM  MTA  and  Option  ARM 
MTA  Delinquency."  The  email  included  the  abbreviations  "MTA,"  which  stands  for  "Monthly 
Treasury  Average,"  and  "PPD,"  which  stands  for  "Payment  Past  Due."  The  email  provided  a 
description  of  Option  ARM  loans  in  WaMu's  investment  portfolio  that  were  delinquent  in  the 
fourth  quarter  of  2006: 

"Hi  Rick, 

"Attached  is  the  spreadsheet  with  the  total  Option  ARM  MTA  ...  and  Option  ARM  MTA 
>=1  PPD  summary.  Some  points  for  the  Option  ARM  MTA  >=1PPD: 

•  $105mm  in  Nonaccrual  is  between  FICO  501-540. 

•  $222mm  in  Nonaccrual  between  LTV  61-80. 

•  CA  [California]  represents  the  greatest  amount  of  Delinquency  (1PPD,  2PPD, 
3PPD,  nonaccrual) [.] 

•  Loans  originated  in  2004  and  2005  represent  the  highest  amount  of  3  PPD  and 
nonaccrual  [,]"458 

On  the  same  day,  Mr.  Ellson  forwarded  the  email  to  the  Division  Executive  for  Portfolio 
Management  and  Research,  Youyi  Chen,  with  the  following  comments: 

"Youyi  -  attached  is  a  description  of  the  Option  ARMs  that  were  delinquent  in  the 
2006q4  [fourth  quarter].  You  can  see  that  it  is  very  much  a  function  of  FICOs  and  Low 
Doc  loans.  We  are  in  the  process  of  updating  the  optimum  pricing  matrix.  Mike  did  the 
work.  Your  comments  are  appreciated."459 


437 


9/14/2006  email  from  John  Drastal  to  David  Beck,  with  Youyi  Chen  and  Doug  Potolsky  copied,  "Tom  Casey 
visit,"  Hearing  Exhibit  4/13-40a. 
'"  2/2007  WaMu  internal  email  chain,  Hearing  Exhibit  4/13-40b. 


459  Id. 
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Mr.  Chen,  in  turn,  forwarded  the  email  to  the  head  of  WaMu's  Capital  Markets  Division, 
David  Beck.  Mr.  Chen's  introductory  comments  indicated  that  the  research  had  been  performed 
in  response  to  a  question  from  WaMu  Home  Loans  President  David  Schneider  and  was  intended 
to  identify  criteria  for  the  loans  driving  delinquencies  in  the  Option  ARM  portfolio: 

"This  answers  partially  [David]  Schneider's  questions  on  break  down  of  the  option  arm 
delinquencies. 

"The  details  (1PPD  tab)  shows  Low  fico,  low  doc,  and  newer  vintages  are  where  most  of 


the  delinquency  comes  from,  not  a  surprise."460 

On  the  same  day,  February  14,  Mr.  Beck  forwarded  the  entire  email  chain  to  David 
Schneider  and  WaMu  Home  Loans  Risk  Officer  Cheryl  Feltgen,  adding  his  own  view: 

"Please  review.  The  performance  of  newly  minted  option  arm  loans  is  causing  us 
problems.  Cheryl  can  validate  but  my  view  is  our  alt  a  (high  margin)  option  arms  [are] 
not  performing  well. 

"We  should  address  selling  1Q  [first  quarter]  as  soon  as  we  can  before  we  loose  [sic]  the 
oppty.  We  should  have  a  figure  out  how  to  get  this  feedback  to  underwriting  and 
fulfillment."461 

Mr.  Beck's  message  indicated  that  recently  issued  Option  ARM  loans  were  not 
performing  well,  and  suggested  selling  them  before  the  bank  lost  the  opportunity.  WaMu  would 
lose  the  opportunity  to  sell  those  loans  if,  for  example,  they  went  delinquent,  or  if  the  market 
realized  what  WaMu  analysts  had  already  determined  about  their  likelihood  of  going  delinquent. 
Mr.  Beck's  email  proposed  selling  the  loans  during  the  first  quarter  of  the  year,  already  six 
weeks  underway,  and  "as  soon  as  we  can." 

Four  days  later,  on  Sunday,  February  18,  Mr.  Schneider  replied  to  the  email  chain  by 
requesting  Ms.  Feltgen' s  thoughts.  Later  that  day,  Ms.  Feltgen  responded  with  additional 
analysis  and  an  offer  to  help  further  analyze  the  Option  ARM  delinquencies: 

"The  results  described  below  are  similar  to  what  my  team  has  been  observing. 
California,  Option  ARMs,  large  loan  size  ($1  to  $2.5  million)  have  been  the  fastest 
increasing  delinquency  rates  in  the  SFR  [Single  Family  Residence]  portfolio.  Although 
the  low  FICO  loans  have  . . .  higher  absolute  delinquency  rates,  the  higher  FICOs  have 
been  increasing  at  a  faster  pace  than  the  low  FICOs.  Our  California  concentration  is 
getting  close  to  50%  and  many  submarkets  within  California  actually  have  declining 
house  prices  according  to  the  most  recent  OFHEO  [Office  of  Federal  Housing  Enterprise 
Oversight]  data  from  third  quarter  of  2006.  There  is  a  meltdown  in  the  subprime  market 
which  is  creating  a  'flight  to  quality'.  I  was  talking  to  Robert  Williams  just  after  his 

460  id. 

461  id. 
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return  from  the  Asia  trip  where  he  and  Alan  Magleby  talked  to  potential  investors  for 
upcoming  covered  bond  deals  backed  by  our  mortgages.  There  is  still  strong  interest 
around  the  world  in  USA  residential  mortgages.  Gain  on  sale  margins  for  Option  ARMs 
are  attractive.  This  seems  to  me  to  be  a  great  time  to  sell  as  many  Option  ARMs  as  we 
possibly  can.  Kerry  Killinger  was  certainly  encouraging  us  to  think  seriously  about  it  at 
the  MBR  [Monthly  Business  Review]  last  week.  What  can  I  do  to  help?  David,  would 
your  team  like  any  help  on  determining  the  impact  of  selling  certain  groupings  of  Option 
ARMs  on  overall  delinquencies?  Let  me  know  where  we  can  help.  Thanks."462 

As  Chief  Risk  Officer  in  WaMu's  Home  Loans  division,  Ms.  Feltgen  pointed  out  some 
counterintuitive  features  of  the  latest  delinquencies,  noting  that  the  fastest  increases  in 
delinquencies  occurred  in  large  loans  and  loans  with  high  FICO  scores.  She  also  noted  that  the 
subprime  meltdown  had  led  to  a  "flight  to  quality,"  and  that  foreign  investors  still  had  a  strong 
interest  in  U.S.  residential  mortgages,  suggesting  that  WaMu  might  be  able  to  sell  its  likely-to-go 
delinquent  Option  ARMs  to  those  foreign  investors.  From  her  perspective  as  a  risk  manager,  she 
urged  selling  "as  many  Option  ARMs  as  we  can." 

Her  email  also  indicated  that  the  topic  of  selling  more  Option  ARMs  had  come  up  during 
the  prior  week  at  the  monthly  business  review  meeting,  in  which  WaMu  CEO  Killinger 
expressed  interest  in  exploring  the  idea.463  Finally,  Ms.  Feltgen  offered  help  in  analyzing  the 
impact  of  selling  "certain  groupings  of  Options  ARMs"  on  overall  delinquencies.  Removing 
those  problematic  loans  from  the  larger  pool  of  Option  ARM  loans  in  the  bank's  investment 
portfolio  would  reduce  loan  delinquencies  otherwise  affecting  the  value  of  the  portfolio  as  a 
whole. 

Mr.  Schneider  sent  a  second  email  at  11:00  at  night  that  same  Sunday  providing 
instructions  for  moving  forward: 

"Let[']s  do  the  following: 

1.  db  [David  Beck]  -  please  select  the  potential  sample  portfolios  -  along  the  lines  we 
discussed  at  the  mbr  [Monthly  Business  Review] 

2.  cf  [Cheryl  Feltgen]  -  please  run  credit  scenarios 

3.  db  -  coordinate  with  finance  on  buy/sell  analysis 

4.  db/cf  -  recommendation"464 

On  Tuesday  morning,  February  20,  2007,  Mr.  Beck  replied  with  additional  analysis: 
"Here's  how  I  see  this  going. 


462  id. 

463  At  the  end  of  2006,  WaMu  held  about  $63.5  billion  in  Option  ARM  mortgages,  then  comprising  about  28%  of  its 
investment  portfolio.  See  3/2007  Washington  Mutual  Inc.  10-K  filing  with  the  SEC,  at  52. 

464  2/2007  WaMu  internal  email  chain,  Hearing  Exhibit  4/13-40b. 
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"From  the  MBR  [Monthly  Business  Review],  my  notes  indicate  two  portfolios  we 
discussed  for  sale;  the  2007  high  margin  production  (Jan  and  Feb  so  far)  and  the  seasoned 
COFI  book.465 

"I  will  supply  to  Cheryl  the  loan  level  detail  on  both  pools  and  the  pricing  assumptions 
for  losses.  Cheryl,  you  need  to  run  scenario  analysis  and  on  losses  versus  pricing  AND 
reserving  assumptions.  I  can  supply  pricing  assumptions  but  would  like  you  to  pull  the 
ALLL  [Allowance  for  Loan  and  Lease  Losses]  against  these  pools."466 

Later  that  day,  Ms.  Feltgen  forwarded  the  email  chain  to  her  team,  changing  the  subject 
line  to  read:  "URGENT  NEED  TO  GET  SOME  WORK  DONE  IN  THE  NEXT  COUPLE 
DAYS:  Option  ARM  MTA  and  Option  ARM  MTA  Delinquency."  Clearly,  time  was  of  the 
essence: 

"See  the  attached  string  of  emails.  We  are  contemplating  selling  a  larger  portion  of  our 
Option  ARMs  than  we  have  in  the  recent  past.  Gain  on  sale  is  attractive  and  this  could  be 
a  way  to  address  California  concentration,  rising  delinquencies,  falling  house  prices  in 
California  with  a  favorable  arbitrage  given  that  the  market  seems  not  to  be  yet 
discounting  a  lot  for  those  factors.  David  Schneider  has  set  a  meeting  for  Friday  morning 
with  David  Beck  and  me  to  hear  our  conclusions  and  recommendations.  See  the 
comments  below  about  the  information  that  we  need  to  provide  for  this  analysis.  We  will 
get  the  pools  by  tomorrow  at  the  latest.  We  will  need  to  coordinate  with  Joe  Mattey  and 
get  input  from  him  in  order  to  make  a  judgment  regarding  the  ALLL  impact.  ... 

"In  addition  to  the  specific  information  that  David  Beck  asks  for,  I  would  like  your  input 
on  portions  of  the  Option  ARM  portfolio  that  we  should  be  considering  selling.  We  may 
have  a  different  view  than  David  Beck's  team  as  to  the  most  desirable  to  sell  and  we 
should  provide  that  input.  Our  suggestion,  for  instance,  might  include  loans  in  California 
markets  where  housing  prices  are  declining.  There  may  be  other  factors. 

"I  will  need  to  get  from  you  by  Thursday,  February  22  end  of  day  a  summary  of  our 
conclusions  and  recommendations."467 


465  Option  ARMs  were  considered  a  "high  margin"  product  within  WaMu,  because  they  produced  a  relatively  high 
gain  on  sale  when  sold.   See  4/18/2006  Washington  Mutual  Home  Loans  Discussion  Board  of  Directors  Meeting,  at 
JPM_WM00690894,  Hearing  Exhibit  4/13-3  (chart  showing  gain  on  sale  margin  by  product).  "COFI"  stands  for 
"Cost  of  Funds  Index"  which  is  an  index  used  to  set  variable  interest  rates.  "Seasoned"  means  the  loans  are  older 
production. 

466  2/2007  WaMu  internal  email  chain,  Hearing  Exhibit  4/13-40b. 

467  Id. 
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A  WaMu  risk  analyst,  Robert  Shaw,  replied  the  same  day  and  identified  eight  specific 
factors  that  were  driving  delinquencies  in  the  Option  ARM  portfolio: 

"Cheryl, 

"I  reviewed  the  HFI  [Hold  for  Investment]  prime  loan  characteristics  that  contributed  to 
rising  60+  delinquency  rates468  between  1/06  - 1/07  [January  6  and  7].  The  results  of  this 
analysis  show  that  seven  combined  factors  contain  $8.3  billion  HFI  Option  ARM 
balances  which  experienced  above-average  increases  in  the  60+  delinquency  rate  during 
the  last  12  months  (a  821%  increase,  or  10  times  faster  than  the  average  increase  of  79%). 
I  recommend  that  we  select  loans  with  some  or  all  of  these  characteristics  to  develop  a 
HFS  [Hold  for  Sale]  pool. 

"Below,  I  have  listed  the  factors  (layered),  their  percentage  change  in  60+  delinquency 
rate  over  the  last  12  months,  and  HFI  balances  as  of  January  2007. 469 

"1)  HFI  Option  ARMs  -  79%  increase  (.56%  to  1.0%),  $60.6  billion 

2)  Above  +  Vintages  2004-2007  -  179%  increase  (.33%  to  .92%),  $47.8  billion 

3)  Above  +  CA  -  312%  increase  (.16  to  .66%),  $23.7  billion 

4)  Above  +  NY/NJ/CT  -  254%  increase  (.21  to  .76%),  $29.3  billion 

5)  Above  +  $351k-lmil  -  460%  increase  (.12  to  .70%),  $17.2  billion 

6)  Above  +  FICO  700-739  -  1197%  increase  (.03%  to  .40%),  $4.2  billion 

7)  Above  +  FICO  780+  -  1484%  increase  (.02%  to  .38%),  $5.2  billion 

8)  Above  +  FICO  620-659  -  821%  increase  (.07  to  .67%),  $8.3  billion[.]"470 

Essentially,  the  eight  factors  identified  Option  ARMs  that  were  in  certain  states,  like  California, 
had  certain  FICO  scores  or  certain  loan  amounts,  or  were  issued  during  the  period  2004-2007. 

Later  that  same  day,  Ms.  Feltgen  forwarded  Mr.  Shaw's  email  to  Mr.  Beck,  Mr.  Chen, 
and  Mr.  Ellson.  Her  email  carried  the  subject  line:  "Some  thoughts  on  target  population  for 
potential  Option  ARM  MTA  loan  sale."  She  wrote: 

"David,  Youyi  and  Rick: 

"My  team  and  I  look  forward  to  receiving  the  loan  level  detail  on  the  pools  of  Option 
ARMs  we  are  considering  for  sale.  I  thought  it  might  be  helpful  insight  to  see  the 
information  Bob  Shaw  provides  below  about  the  components  of  the  portfolio  that  have 
been  the  largest  contributors  to  delinquency  in  recent  times.  I  know  this  is  mostly  an 
exercise  about  gain  on  sale,  but  we  might  also  be  able  to  accomplish  the  other  purpose  of 
reducing  risk  and  delinquency  at  the  same  time.  Talk  to  you  soon."471 


468 
469 


470 
471 


A  "60+  delinquency  rate"  applies  to  loans  in  which  a  payment  is  late  by  60  days  or  more. 

2/2007  WaMu  internal  email  chain,  Hearing  Exhibit  4/13-40b. 

2/20/2007  email  from  Robert  Shaw  to  Cheryl  Feltgen,  Hearing  Exhibit  4/13-41. 

2/20/2007  email  from  Cheryl  Feltgen  to  David  Beck,  Youyi  Chen,  and  Richard  Ellson,  Hearing  Exhibit  4/13-41. 
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A  week  later,  on  Sunday,  February  25,  2007,  Mr.  Beck  sent  an  email  with  the  subject 
heading,  "HFI  Option  Arms  redirect  to  HFS,"  to  much  of  WaMu's  top  management,  including 
Mr.  Schneider,  Mr.  Rotella,  Mr.  Casey,  as  well  as  the  FDIC  Examiner-In-Charge  Steve  Funaro, 
and  others.  The  email  indicated  that  a  decision  had  been  made  to  sell  $3  billion  in  recent  Option 
ARM  loans,  with  as  many  as  possible  to  be  sold  before  the  end  of  the  quarter,  which  was  four 
weeks  away: 

"David  [Schneider]  and  I  spoke  today.  He's  instructed  me  to  take  actions  to  sell  all 
marketable  Option  Arms  that  we  intend  to  transfer  to  portfolio  in  lQ[first  quarter],  2007. 
That  amounts  to  roughly  3B  [$3  billion]  option  arms  availab[l]e  for  sale.  I  would  like  to 
get  these  loans  into  HFS  [the  Hold  for  Sale  portfolio]  immediately  so  that  [I]  can  sell  as 
many  as  possible  in  Ql. 

"John  [Drastal],  we  are  only  targeting  to  sell  Option  Arms  destined  for  portfolio  since 
year  end  at  this  point.  I'll  need  direction  from  you  on  any  special  accounting  concerns  or 
documentation  you  will  need  to  get  these  loans  in  the  warehouse  without  tainting  the  HFI 
[Hold  for  Investment]  book.472 

"Michelle,  I  believe  this  action  requires  MRC  [Market  Risk  Committee]  approval.  Please 
advise. 

"This  week  I'll  work  to  get  the  necessary  governance  sign  offs  in  place.  Cheryl,  please 
direct  me  on  what  form  the  approval  request  should  take  and  what  committees  should 
review  and  authorize  the  request.  I  can  pull  all  of  the  data. 

"We  continue  to  work  with  Cheryl  and  the  credit  risk  team  to  analyze  emerging  credit 
risks  in  our  prime  portfolio  and  recommend  actions  to  mitigate  them. 

"Thanks  for  your  help, 
DJB"473 

Two  days  later,  on  Tuesday,  February  27,  2007,  Mr.  Chen  sent  an  email  with  the  subject 
line,  "HFI  selection  criteria  changes,"  to  Michelle  McCarthy,  who  was  head  of  WaMu's  Market 
Risk  Management  department474  as  well  as  chair  of  both  its  Market  Risk  Committee  and  Asset 
Liability  Committee.475  The  email  was  copied  to  Mr.  Beck,  Ms.  Feltgen  and  others,  and  showed 
that  the  implementation  of  the  plan  was  underway: 


472  Loans  in  a  bank's  Hold  for  Investment  portfolio  receive  different  accounting  treatment  than  loans  in  the  bank's 
Hold  for  Sale  portfolio,  and  generally  accepted  accounting  principles  (GAAP)  frown  upon  frequent  transfers 
between  the  two  portfolios.  The  GAAP  principles  were  a  key  reason  for  Mr.  Beck's  instruction  that  the  transfer  of 
the  Option  ARM  loans  from  WaMu's  HFI  to  HFS  portfolios  proceed  "without  tainting  the  HFI  book." 

473  2/25/2007  email  from  David  Beck  to  himself,  David  Schneider,  Steve  Rotella,  Ron  Cathcart,  Tom  Casey,  Cheryl 
Feltgen,  others,  Hearing  Exhibit  4/13-42b. 

474  12/28/2007  WaMu  internal  report,  "Disclosure  Management,"  JPM_WM02414318. 

475  3/9/2007  WaMu  Market  Risk  Committee  Meeting  Minutes,  Hearing  Exhibit  4/13-43. 
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"After  careful  review  with  David  and  the  teams,  David  suggested  me  to  make  the 
following  recommendations  to  MRC  [Market  Risk  Committee]  on  the  existing  prime 
HFI/HFS  selection  criteria 

"1.  Effective  March  7th  2007,  modify  the  portfolio  option  ARM  and  COFI  ARM 
retention  criteria  (see  attached  'existing  HFI  descriptions',  'section  1.01  to  1.11  and 
section  2.01  to  2.08')  to  include  only  following  loans  for  the  portfolio  (HFI) 

a.  Super  jumbo  of  size  greater  or  equal  to  $  3  MM  (Risk  based  pricing  applied, 
but  difficult  to  sale) 

b.  Advantage  90  (high  LTV  loans  without  MI,  very  little  production  as  80/10/10 
gets  popularity) 

c.  Foreign  Nationals  (Risk  based  pricing  applied,  but  difficult  to  sale  due  to  FICO 
problems) 

d.  FICO  less  than  620,  except  employee  loans  in  which  case  FICO  can  be  re- 
stated after  closing. 

e.  3-4  units  (excessive  S  &  P  level  hit  calls  for  portfolio  execution) 

"2.        Further  more,  we  would  like  to  request,  transferring  from  HFI  to  HFS,  all  the 
MTA  option  ARMs  and  COFI  ARMs,  funded  or  locked  between  January  1st,  2007  to 
Mach  [sic]  7th,  2007,  and  DO  NOT  fit  the  criteria  listed  above,  and  DO  NOT  fit  the 

criteria  section  3.02  to  4.07  in  the  attached  'existing  HFI  descriptions') 

"As  a  result  of  this  change,  we  expected  to  securitize  and  settle  about  $  2  billion  more 
option/COFI  ARMs  in  Ql-07  (mostly  margin  greater  than  295),  and  going  forward  $  1 
billion  per  month  potential  incremental  volume  into  HFS.  For  your  information,  the 
impact  to  gain  on  sale  for  the  year  is  estimated  to  be  about  $180  MM  pretax  based  on 
current  market,  and  the  impacts  to  2007  portfolio  Nil  is  estimated  to  be  about  -  $  80  MM 
pretax. 

"Also  included  in  the  attachment,  is  a  pool  of  $1.3  billion  option/COFI  ARMs  funded  to 
portfolio  between  January  1st  and  February  22nd  that  will  be  re-classified  as  HFS  based 
on  the  above  recommendations.  We  understand  that  this  population  of  loans  will  be 
growing  from  now  to  March  7th  until  the  portfolio  selection  criteria  are  officially 
modified. 

"We  expected  to  start  marketing  the  deal  on  March  12th,  your  prompt  response  will  be 
greatly  appreciated  as  the  TSG  [Technology  Solutions  Group]  and  QRM  [Quantitative 
Risk  Management]  teams  also  need  time  to  implement  the  coding  changes."476 


476 


2/27/2007  email  from  Youyi  Chen  to  Michelle  McCarthy,  with  copies  to  David  Beck,  Cheryl  Feltgen,  Steve 


Fortunato,  and  others,  "HFI  selection  criteria  changes,"  Hearing  Exhibit  4/13-42a  [emphasis  in  original]. 
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This  email  proposed  several  significant  changes  to  WaMu's  treatment  of  its  Option 
ARMs.  First,  WaMu  decided  to  require  most  of  its  Option  ARMs  to  go  directly  into  its  Hold  for 
Sale  portfolio  instead  of  going  into  its  Held  for  Investment  portfolio.  In  light  of  its  analysis  that 
Option  ARM  loans  were  rapidly  deteriorating,  the  bank  no  longer  wanted  to  treat  them  as 
investments  it  would  keep,  but  immediately  sell  them.  Second,  the  only  Option  ARMs  that  it 
would  automatically  direct  into  its  investment  portfolio  were  those  that  the  bank  considered  to  be 
so  obviously  of  poor  quality  that  they  were  "non-salable,"  according  to  another  internal  email.477 
Third,  WaMu  proposed  transferring  all  Option  ARM  loans  originated  in  2007  from  the 
investment  portfolio  to  the  sale  portfolio.  Since  these  three  changes  in  how  WaMu  would  treat 
its  Option  ARMs  had  compliance,  accounting,  and  tax  consequences,  they  had  to  be  approved  by 
the  Market  Risk  Committee.  That  Committee  was  composed  of  senior  risk  officers  throughout 
the  bank  as  well  as  senior  managers  in  the  bank's  finance,  treasury,  and  portfolio  management 
departments.  The  email  indicated  that  the  changes  needed  to  be  implemented  within  about  a 
week  so  that  marketing  of  some  of  the  Option  ARMs  could  begin  by  March  12. 

On  March  9,  2007  the  Market  Risk  Committee  met  and  approved  the  Option  ARM 
proposal.  The  minutes  of  that  meeting  describe  the  changes  that  had  been  proposed: 

"-  Change  the  Held  for  Investment  (HFI)  ARM  and  COFI  ARM  retention  criteria  to 
include  only  the  following  loans  for  HFI  effective  March  12,  2007;  Super  jumbo  >  $3.0 
million,  Advantage  90,  Foreign  Nationals,  FICO  <  620  except  employee  loans  in  which 
case  FICO  can  be  re-stated  after  closing,  and  3  to  4  units. 

-  Increase  Prime  Option  ARM's  (including  Second  Liens)  from  $26.0  billion  to  $37.0 
billion. 

-  Transfer  up  to  $3.0  billion  of  saleable  Option  ARM  and  COFI  ARM  loans  originated 
between  January  1,  2007  and  March  12,  2007  from  HFI  to  HFS  (excluding  HFI  loans 
described  above)."478 

The  minutes  also  recorded  an  exchange  between  Ms.  McCarthy  and  another  Committee 
member,  Mr.  Woods,  who  was  the  Chief  Financial  Officer  of  WaMu's  Home  Loans  division: 

"A  second  part  of  the  proposal  requests  approval  to  transfer  up  to  $3.0  billion  of  saleable 
Option  ARM  and  COFI  ARM  loans  originated  since  January  1,  2007  from  HFI  to  Held 
for  Sale  (HFS).  In  response  to  a  question  from  Mr.  Woods,  Ms.  McCarthy  explained  that 
there  are  other  Option  ARM  loans  not  included  in  the  criteria  that  we  are  retaining  in 
portfolio.  Ms.  McCarthy  noted  that  Ms.  Feltgen  ha[d]  reviewed  and  approved  this 
proposal.  Mr.  Woods  noted  that  Deloitte  has  reviewed  the  proposal  as  well."479 


477  2/27/2007  email  from  Youyi  Chen  to  David  Griffith,  "Option  ARM,"  JPM_WM03117796  ("David,  we  sell  all 
295+  margin  and  other  OA  and  COFI,  and  KEEP  the  4  categories  going  forward  due  mostly  to  non-salable 
reasons."). 

478  3/9/2007  WaMu  Market  Risk  Committee  Meeting  Minutes,  Hearing  Exhibit  4/13-43. 

479  Id. 
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This  exchange  acknowledges  that  not  all  of  the  saleable  Option  ARM  loans  were  diverted  from 
the  HFI  to  the  HFS  portfolio.  WaMu  chose  to  keep  some  Option  ARMs  and  make  other  Option 
ARMs  available  for  sale.  The  internal  WaMu  documents  and  communications  reviewed  by  the 
Subcommittee  strongly  suggest  that  the  decision  to  transfer  the  most  recently  originated  Option 
ARMs  from  the  Held-for-Investment  portfolio  to  the  Held-for-Sale  portfolio  was  part  of  an  effort 
to  sell  loans  thought  to  be  prone  to  delinquency,  before  they  became  delinquent.  None  of  the 
hearing  witnesses  recalled  how  these  loans  were  specifically  selected  for  securitization,  nor  did 
any  deny  that  they  may  have  been  selected  for  their  propensity  toward  delinquency.480 

The  Subcommittee  investigation  determined  that  WaMu  carried  out  the  plan  as  approved, 
and  transferred  at  least  $1.5  billion  Option  ARMs  originated  in  the  first  quarter  of  2007,  from  the 
HFI  to  HFS  portfolio.  Of  these  loans,  about  1,900  with  a  total  value  of  a  little  over  $1  billion 
were  assembled  into  a  pool  and  used  in  the  WMALT  2007-OA3  securitization  in  March  2007. 481 
WMALT  2007-OA3  securities  were  issued  with  WaMu  as  the  sole  underwriter  and  sold  to 

482 

investors. 

None  of  the  materials  associated  with  the  sale  of  the  WMALT  2007-OA3  securities 
informed  investors  of  the  process  used  to  select  the  delinquency-prone  Option  ARMs  from 
WaMu's  investment  portfolio  and  include  them  in  the  securitization.483  Nor  did  WaMu  inform 
investors  of  the  internal  analysis  it  performed  to  identify  the  delinquency-prone  loans.  Senator 
Levin  questioned  Mr.  Beck  about  this  point  at  the  April  13  Subcommittee  hearing: 

Senator  Levin.  When  you  said  that  investors  were  told  of  the  characteristics  of 
loans,  they  were  told  of  all  the  characteristics  of  loans.  Did  they  know,  were  they 
informed  that  loans  with  those  or  some  of  those  characteristics  had  a  greater 
propensity  towards  delinquency  in  WaMu's  analysis?  Were  they  told  that? 

Mr.  Beck.  They  were  not  told  of  the  WaMu  analysis.484 

Predictably,  the  securitization  performed  badly.  Approximately  87%  of  the  securities 
received  AAA  ratings.485  Within  9  months,  by  January  2008,  those  ratings  began  to  be 
downgraded.486   As  of  February  2010,  more  than  half  of  the  loans  in  WMALT  Series  2007-OA3 


480  Mr.  Schneider  and  Mr.  Beck  were  asked  about  this  matter  at  the  hearing.  See  April  13,  2010  Subcommittee 
Hearing  at  75-82. 

481  4/10/2010  Subcommittee  email  from  Brent  Mcintosh,  Sullivan  &  Cromwell  LLP,  Counsel  for  JPMorgan  Chase 
[Sealed  Exhibit]. 

482  3/22/2007  WaMu  Prospectus  Supplement,  "Washington  Mutual  Mortgage  Pass-Through  Certificates,  WMALT 
Series  2007-OA3,"  at  S-102,  Hearing  Exhibit  4/13-86b. 

483  See,  e.g.,  id.  See  also  April  13,  2010  Subcommittee  Hearing  at  80. 

484  April  13,  2010  Subcommittee  Hearing  at  82. 

485  4/11/2007  "New  Issue:  Washington  Mutual  Mortgage  Pass-Through  Certificates  WMALT  Series  2007-OA3 
Trust,"  S&P's  Global  Credit  Portal,  www.globalcreditportal.com. 

486  See  1/14/2008  "Moody's  takes  negative  rating  actions  on  certain  WaMu  Option  Arm  deals  issued  in  2007," 
Moody's,  http://www.moodys.com/viewresearchdoc.aspx?lang=en&cy=global&docid=PR_147683. 
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were  delinquent,  and  more  than  a  quarter  were  in  foreclosure.487  All  of  the  investment  grade 
ratings  have  been  downgraded  to  junk  status,  and  the  investors  have  incurred  substantial  losses. 

(4)  WaMu  Loan  Sales  to  Fannie  Mae  and  Freddie  Mac 

Washington  Mutual  had  longstanding  relationships  with  a  number  of  government 
sponsored  enterprises  (GSEs),  including  the  Federal  National  Mortgage  Association  (Fannie 
Mae)  and  Federal  Home  Loan  Mortgage  Corporation  (Freddie  Mac).488  Between  2000  and 
2008,  Washington  Mutual  sold  over  $500  billion  in  loans  to  Fannie  Mae  and  Freddie  Mac, 
accounting  for  more  than  a  quarter  of  every  dollar  in  loans  WaMu  originated.489  While  the 
majority  of  those  loans  involved  lower  risk,  fixed  rate  mortgages,  WaMu  also  sold  Fannie  and 
Freddie  billions  of  dollars  in  higher  risk  Option  ARMs. 

Relationships  with  Fannie  and  Freddie.  Fannie  Mae  and  Freddie  Mac  purchase 
residential  mortgages  that  meet  specified  underwriting  standards  and  fall  below  a  specified  dollar 
threshold,  so-called  "conforming  loans."  They  often  enter  into  multi-year  contracts  with  large 
mortgage  issuers  to  purchase  an  agreed-upon  volume  of  conforming  loans  at  agreed-upon  rates. 
Prior  to  2005,  Washington  Mutual  sold  most  of  its  conforming  loans  to  Fannie  Mae,  with 
relatively  little  business  going  to  Freddie  Mac.490  From  at  least  1999  through  2004,  WaMu  sold 
those  loans  to  Fannie  Mae  through  a  long  term  "Alliance  Agreement,"491  that  resulted  in  its 
providing  more  than  85%  of  its  conforming  loans  to  Fannie  Mae.492  In  2004,  WaMu  calculated 

,493 


that  it  "contributed  15%  of  Fannie  Mae's  2003  mortgage  business,"  and  was  "Fannie  Mae's 
2nd  largest  provider  of  business  (behind  Countrywide)."494  Among  the  advantages  that  WaMu 
believed  it  gained  from  its  relationship  with  Fannie  Mae  were  help  with  balance  sheet 


487  "Select  Delinquency  and  Loss  Data  for  Washington  Mutual  Securitizations,"  chart  prepared  by  the 
Subcommittee,  Hearing  Exhibit  4/13-lg. 

488  See  9/29/2005  "GSE  Forum,"  internal  presentation  prepared  by  WaMu,  Hearing  Exhibit  4/16-91  at 
JPM_WM02575608.  As  mentioned  earlier,  GSEs  are  Congressionally  chartered,  nongovernment  owned  financial 
institutions  created  for  public  policy  purposes.  At  the  time  of  the  financial  crisis,  the  GSEs  included  Fannie  Mae, 
Freddie  Mac,  the  Government  National  Mortgage  Association  (Ginnie  Mae),  and  the  Federal  Home  Loan  Bank 
System  (FHLBS),  all  of  which  were  created  by  Congress  to  strengthen  the  availability  of  capital  for  home  mortgage 
financing. 

489  See  chart,  below,  using  loan  data  from  Inside  Mortgage  Finance. 

490  See  4/12/2004  "Pre-Meeting  for  Fannie  Mae,"  internal  presentation  prepared  by  WaMu,  at  JPM_WM02405463, 
Hearing  Exhibit  4/16-86  ("At  current  level,  alternative  executions,  e.g.,  Freddie  Mac,  FHLB,  and  private  investors, 
do  not  win  a  significant  level  of  business."). 

491  See  4/12/2004  "Pre-Meeting  for  Fannie  Mae,"  internal  presentation  prepared  by  WaMu,  at  JPM_WM02405462, 
Hearing  Exhibit  4/16-86  (chart  entitled,  "Timeline  of  the  Alliance  Agreement"). 

492  See  4/12/2004  "Pre-Meeting  for  Fannie  Mae,"  internal  presentation  prepared  by  WaMu,  at  JPM_WM02405461, 
Hearing  Exhibit  4/16-86  ("Under  this  Alliance  Agreement  with  Fannie  Mae,  WaMu  has  agreed  to  deliver  no  less 
than  75%  of  eligible,  conforming  loans  to  Fannie  Mae.");  2/23/2005  email  exchange  between  David  Beck  and 
WaMu  executives,  Hearing  Exhibit  4/16-85  ("5  years  of  85%+  share  with  Fannie"). 

493  4/12/2004  "Pre-Meeting  for  Fannie  Mae,"  internal  presentation  prepared  by  WaMu,  at  JPM_WM02405459, 
Hearing  Exhibit  4/16-86. 

494  Id.  at  JPM_WM02405467,  Subcommittee  Hearing  Exhibit  4/16-86. 
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management,  underwriting  guidance,  and  support  for  WaMu's  Community  Reinvestment  Act 
initiatives.495 

The  following  slide,  created  by  Washington  Mutual  in  March  2004,  provides  an  overview 
of  the  GSEs'  impact  on  the  mortgage  market  at  the  time  as  well  as  the  status  of  WaMu's 
relationship  with  Fannie  Mae  in  early  2004. 496 


I  Washington  Mutual 


GSE  s  Impact  in  the  Market 


Total  Single  Family  originations  were  $3  76  trillion  In  2009. 

Combined  new  business  activity  of  Fannie  Mac  and  Freddie  Mac 
combined  (including  MBS  securitizations  and  purchases)  were  £2.25 
trillion  in  2003  -  or  59.3%  of  market  originations. 

Fannie  Mae  was  responsible  for  £&%  of  the  GSE's  new  business 
activity  in  2003. 

WaMu  contnbutcd  15%  of  Fannie  Mac's  2003  mortgage  purchases. 

GSEs  dominate  Ihe  automated  underwriting  decisioning  technology 
through  LP  and  DU. 

Credit  guidelines  for  the  market,  in  general,  fallow  the  GSE's  lead. 


495  Id.  at  JPM_WM02405461,  Subcommittee  Hearing  Exhibit  4/16-86.  The  Community  Reinvestment  Act  (CRA) 
was  passed  by  Congress  to  encourage  banks  to  make  loans  in  low-  and  moderate-income  neighborhoods.  See 
website  of  the  Federal  Financial  Institutions  Examination  Council,  "Community  Reinvestment  Act," 
http://www.ffiec.gov/cra/history.htm.  Regulators,  including  the  Office  of  Thrift  Supervision,  periodically  reviewed 
banks'  CRA  activities  and  took  them  into  account  if  a  bank  applied  for  deposit  facilities  or  a  merger  or  acquisition. 
Id.  A  2005  presentation  prepared  by  WaMu  stated  that  its  relationship  with  Freddie  Mac  helped  the  bank  meet  its 
CRA  goals  by  purchasing  more  than  $10  billion  in  qualifying  loans.   See  9/29/2005  "GSE  Forum,"  presentation 
prepared  by  WaMu  Capital  Markets,  at  JPM_WM02575611,  Hearing  Exhibit  4/16-91.  Between  1991  and  2006, 
WaMu  was  evaluated  20  times  by  OTS  and  the  FDIC,  achieving  the  highest  possible  CRA  rating  of  "Outstanding" 
in  each  evaluation.  See  website  of  the  Federal  Financial  Institutions  Examination  Council,  ratings  search  for 
"Washington  Mutual,"  http://www.ffiec.gov/craratings/default.aspx.  Regulations  state  that  an  "outstanding" 
institution  is  one  that  not  only  meets  the  needs  of  its  surrounding  community,  but  utilizes  "innovative  or  flexible 
lending  practices."  See  12  C.F.R.  345,  Appendix  A,  http://www.fdic.gov/regulations/laws/rules/2000- 
6600.html#fdic2000appendixatopart345. 

496  Id.  at  JPM_WM02405459,  Subcommittee  Hearing  Exhibit  4/16-86. 
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Despite  Fannie  Mae's  long  history  with  WaMu,  in  2005,  the  bank  made  a  major  change 
and  shifted  the  majority  of  its  conforming  loan  business  to  Freddie  Mac.  WaMu  made  the 
change  in  part  because  its  long  term  contract  with  Fannie  Mae  was  up  for  renegotiation,497  and 
Freddie  Mac  offered  better  terms.  According  to  WaMu,  Freddie  Mac  had  purchased  $6  billion 
of  its  Option  ARM  loans  in  2004,  without  a  contract  in  place,  and  WaMu  wanted  to  sell  more  of 
those  loans.498  WaMu  conducted  detailed  negotiations  with  both  firms  that  lasted  more  than  six 
months.499  Internally,  it  considered  a  number  of  issues  related  to  switching  the  majority  of  its 
conforming  loans  to  Freddie  Mac.500  The  deciding  factor  was  Freddie  Mac's  offer  to  purchase 
100%  of  WaMu's  conforming  Option  ARM  mortgages  which  were  among  the  bank's  most 
profitable  loans.501  In  January  2005,  in  a  document  comparing  the  proposals  from  Fannie  and 
Freddie,  WaMu  wrote: 

"The  Freddie  Mac  Business  Relationship  [proposal]  dated  12/21/2004  establishes  another 
execution  opportunity  that  diversifies  WaMu's  execution  risk  and  confers  material 
financial  benefits  for  the  Option  ARM  product.  The  key  to  the  Freddie  proposal  is  that  it 
provides  significant  liquidity  for  our  Option  ARM  originations,  with  more  advantageous 
credit  parameters,  competitive  g-fees  and  preferred  access  to  their  balance  sheet  relative 
to  our  current  agreement  with  Fannie.  Fannie  has  made  it  very  clear  to  us  that  we  should 
not  expect  to  retain  the  same  pricing  and  credit  parameters  for  Option  ARMs  in  our  2005 
pricing  agreement  that  we  have  enjoyed  during  2004.  For  fixed  rate  loans  and  hybrids,  g- 
fe[e]s  adjusted  for  MAP  Pricing  and  credit  parameters  are  roughly  equivalent  to  the 
Fannie  Agreement."502 


497  See  4/12/2004  "Pre-Meeting  for  Fannie  Mae,"  internal  presentation  prepared  by  WaMu,  at  JPM_WM02405468, 
Hearing  Exhibit  4/16-86. 

498  See,  e.g.,  2/23/2005  email  exchange  between  David  Beck  and  WaMu  executives,  Hearing  Exhibit  4/16-85 
(reporting  that  Freddie  Mac  was  "very  aggressive  in  2004  buying  6B  of  option  arm  without  a  share  agreement  in 
place."). 

499  See,  e.g.,  4/12/2004  "Pre-Meeting  for  Fannie  Mae,"  internal  presentation  prepared  by  WaMu,  Hearing  Exhibit 
4/16-86;  12/17/2004  email  exchange  among  WaMu  executives,  "Risks/Costs  to  Moving  GSE  Share  to  FH  [Freddie 
Mac],"  JPM_WM05501399,  Hearing  Exhibit  4/16-88;  1/5/2005  "Business  Relationship  Proposal  Issues,"  document 
prepared  by  WaMu,  Hearing  Exhibit  4/16-90  (describing  multiple  issues  negotiated  with  both  firms); 

2/23/2005  email  exchange  between  David  Beck  and  WaMu  executives,  Hearing  Exhibit  4/16-85  (David  Beck  wrote: 
"Fannie  negotiated  hard  for  our  business  especially  in  the  11*  hour."  CEO  Killinger  responded:  "Good  work 
David.  It  appears  we  got  a  good  economic  outcome  and  haven't  burnt  any  bridges  for  the  future."). 

500  See  12/17/2004  email  exchange  among  WaMu  executives,  "Risks/Costs  to  Moving  GSE  Share  to  FH  [Freddie 
Mac],"  at  JPM_WM05501401,  Hearing  Exhibit  4/16-88  (listing  multiple  issues  including  whether  Fannie  Mae 
would  "be  less  supportative  [sic]  of  using  their  balance  sheet  to  support  our  quarter-end  liquidity  needs"). 

501  Id.  at  JPM_WM05501399  (describing  Fannie  Mae's  offer  to  purchase  two-thirds  of  WaMu's  Option  ARM 
production);  2/23/2005  email  exchange  between  David  Beck  and  WaMu  executives,  Hearing  Exhibit  4/16-85  ("I 
reviewed  the  most  recent  proposals  from  Freddie  and  Fannie  today  with  Steve.  We  agreed  that  the  Freddie  65% 
minimum  share  (100%  of  option  arms)  proposal  offers  us  between  26MM  and  37MM  of  benefit  depending  on 
volume...  39%  of  our  2005  home  loans  gain  on  sale  comes  from  conforming  option  arm  sales.  FH  [Freddie  Mac] 
stepped  up  with  2  IB  of  committed  balance  sheet  and  aggressive  forward  pricing  for  OA  [Option  ARMs]  that  result 
in  the  financial  benefit  over  FN  [Fannie  Mae].").  WaMu  originated  both  conforming  and  nonconforming  Option 
ARMs,  depending  upon  whether  the  loan  exceeded  the  GSEs'  dollar  limit  for  the  loans  they  would  purchase. 

502 1/5/2005  "Business  Relationship  Proposal  Issues,"  document  prepared  by  WaMu,  Hearing  Exhibit  4/16-90. 
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In  April  2004,  at  the  conclusion  of  its  negotiations  with  Fannie  and  Freddie,  WaMu 
entered  into  a  one-year  contract  with  Freddie  Mac,  switching  the  lion's  share  of  the  bank's 
conforming  loans  to  that  company  and  away  from  Fannie  Mae.503  According  to  WaMu,  Freddie 
Mac's  share  of  its  conforming  loans  "went  from  20%  in  Ql  [first  quarter  of  2005]  to  81%  in  Q2 
[second  quarter  of  2005]. "504  WaMu  reported  internally  that,  as  a  result  of  the  new  contract,  it 
became  the  second  largest  seller  of  mortgages  to  Freddie  Mac  behind  Wells  Fargo,  and  that 
"[f]orty  percent  of  FRE's  [Freddie  Mac's]  portfolio  growth  in  '05  can  be  attributed  to  WM's  $8 
billion  sale  of  option  ARMS."505 

As  the  2005  contract's  expiration  date  neared,  WaMu  developed  a  list  of  issues  to  be 
negotiated  with  Freddie  Mac  for  a  new  contract,  noting  that  Freddie  Mac  "does  not  want  to  be  a 
'one-year'  wonder."506  WaMu  also  observed  that  "FRE  is  not  likely  to  outbid  FNM  by  such  a 
wide  margin  on  option  ARMS  like  in  the  current  contract."507  In  a  list  of  "asks  ...  to  cement  our 
relationship"  with  Freddie  Mac,  WaMu  indicated,  among  other  issues,  that  it  would  press 
Freddie  Mac  to  buy  more  subprime  and  "lower  quality  loans": 

■  "Credit... 

•  WM  [WaMu]  wants  FRE  [Freddie  Mac]  to  expand  the  eligibility  of  lower 
quality  loans  to  ensure  WM  is  'market  competitive'.  . . . 

■  Non-prime 

•  Potential  securitization  of  SMF  [Specialty  Mortgage  Finance]  assets  ($1.5  - 
$10  bil)  that  will  create  liquidity  for  WM  and  create  a  positive  affordability 
profile  for  FRE; 

•  Expansion  of  credit  profile  into  subprime;  (Keith  Johnson  wants  to  keep  this 
point  very  general);  . . . 

■  Liquidity  -  we  want  to  understand  how  we  can  best  help  the  FRE  portfolio 
w/Product. 

•  Longer  term  portfolio  commitment  on  option  ARMS; 

•  Broader  deliverability  guidelines  w/respect  to  option  ARMs."508 

WaMu  wrote  that  it  also  expected  Freddie  Mac  to  discuss  trends  related  to  accepting  "lower 
documentation  standards."509 

In  April  2006,  WaMu  signed  a  new,  two-year  contract  with  Freddie  Mac,  again  agreeing 
to  sell  the  majority  of  its  conforming  loans  to  that  company.510  WaMu  President  Steve  Rotella 


503  See  7/5/2006  "Freddie  Mac  -WaMu  Meeting,"  document  prepared  by  WaMu,  JPM_WM03200453,  Hearing 
Exhibit  4/16-87  ("WM  executed  a  majority  share  arrangement  w/FRE  [Freddie  Mac],  effective  4/1/05  thru  3/31/06; 
included  in  that  arrangement  was  a  market-leading  opportunity  to  sell  up  to  $21  billion  of  option  ARMs  to  the  FRE 
portfolio."). 

504  Id. 

505  Id. 

506  Id. 

507  Id.  at  JPM_WM03200453. 

508  Id.  at  JPM_WM03200452-453  [italics  in  original  omitted]. 

509  Id.  at  JPM  WM03200454. 
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wrote:  "Congratulations  to  the  team  for  getting  this  done  and  with  terrific  results  for  the 
company."511  In  a  document  describing  the  "highlights"  of  the  new  agreement,  a  Wamu 
employee  wrote: 

"Aligns  WM  with  the  stronger  GSE  over  the  next  12-18  months;  we  fully  expect  once 
FNM  [Fannie  Mae]  gets  its  financial  house  in  order  to  become  a  very  aggressive 
competitor  -  just  when  this  contract  is  coming  up  for  renewal."512 

WaMu's  reference  to  the  "stronger  GSE"  was  in  response  to  accounting  scandals  that, 
over  the  prior  year,  had  weakened  both  Freddie  Mac  and  Fannie  Mae.  In  2003,  Freddie  Mac 
announced  that  it  had  misstated  its  earnings  by  at  least  $4.5  billion,  mostly  by  under-reporting  its 
earnings  in  order  to  smooth  the  volatility  of  its  quarterly  earnings  reports,  and  would  be  restating 
its  earnings  for  the  prior  three  years.513  Later  that  year,  Freddie  Mac  paid  a  $125  million  civil 
fine  to  settle  civil  charges  of  accounting  fraud  brought  by  its  regulator,  the  Office  of  Federal 
Housing  Enterprise  Oversight  (OFHEO).514  In  September  2004,  OFEHO  issued  a  report  finding 
that  Fannie  Mae  had  also  violated  accounting  rules  to  smooth  its  earnings  reports.515  Fannie  Mae 
later  filed  a  $6.3  billion  restatement  of  earnings  and  paid  a  $400  million  fine.516  Both  GSEs  also 
changed  their  senior  management. 

When  asked  at  the  Subcommittee  hearing  to  define  Washington  Mutual's  relationship 
with  Fannie  Mae  and  Freddie  Mac,  Mr.  Rotella  provided  the  following  response: 

"Well,  like  all  big  mortgage  lenders,  Senator,  Fannie  Mae  and  Freddie  Mac  were 
important ....  [Tjhere  was  a  substantial  amount  of  production  that  was  sold  off  to  either 
Fannie  or  Freddie. ...  [A]ny  mortgage  lender  that  is  in  the  mortgage  business,  given  the 
government  advantages  and  the  duopoly  that  Fannie  and  Freddie  had,  needed  to  do 
business  with  them.  It  would  be  very  difficult  to  be  a  mortgage  player  without  them."517 


510 


See  4/28/2006  email  exchange  between  WaMu  executives,  JPM_WM02521921,  Hearing  Exhibit  4/16-89 


(celebrating  contract  that  "David  Schneider  signed  today"). 


511  Id. 

512  Id. 

513  See  "Freddie  Mac  Raises  its  Estimate  of  Errors,"  Associated  Press  (9/26/2003). 

514  See  "Freddie  to  Settle  with  Fat  Civil  Fine,"  Associated  Press  (12/11/2003).  In  2007,  Freddie  Mac  paid  an 
additional  $50  million  civil  fine  to  the  SEC  to  settle  civil  charges  of  securities  fraud,  without  admitting  or  denying 
wrongdoing.  "Freddie  Mac  to  Pay  $50  million,"  Associated  Press  (9/28/2007). 

515  9/17/2004  Office  of  Federal  Housing  Enterprise  Oversight  Report  of  Findings  to  Date,  "Special  Examination  of 
Fannie  Mae,"  available  at  http://www.fhfa.gov/Preview- 
FHFAWWW/webfiles/748/FNMfindingstodatel7sept04.pdf. 

516  See  2004  10-K  filing  with  the  SEC.  Fannie  Mae  paid  the  $400  million  civil  fine  in  May  2006,  to  settle 
accounting  fraud  charges  brought  by  OFHEO  and  SEC.  See  also  "Fannie  Settles  Fraud  Charges,"  National 
Mortgage  News  (5/29/2006). 

517  April  13,  2010  Subcommittee  Hearing  at  105,  Senator  Coburn  question  to  Mr.  Rotella. 
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Loan  Sales  to  Fannie  and  Freddie.  During  the  years  examined  by  the  Subcommittee, 
WaMu  sold  a  variety  of  loans  to  both  Fannie  Mae  and  Freddie  Mac,  including  15,  20,  and  30- 
year  fixed  rate  mortgages;  Option  ARMs;  interest-only  ARMs;  and  hybrid  ARMs.518 

A  September  2005  chart  prepared  by  WaMu,  identifying  the  loans  it  sold  to  Fannie  Mae 
and  Freddie  Mac  during  the  first  part  of  that  year,  details  the  types  and  volumes  of  loans 
involved.519  The  chart  showed,  for  example,  that  the  largest  category  of  loans  that  WaMu  sold  to 
Fannie  and  Freddie  at  that  point  in  2005  was  fixed  rate  loans,  which  together  totaled  nearly 
140,000  loans  with  a  collective,  total  loan  amount  of  about  $24.3  billion.520  The  next  largest 
category  of  loans  was  Option  ARMs,  which  WaMu  sold  only  to  Freddie  Mac  and  which 
consisted  of  35,421  loans  with  a  total  loan  amount  of  about  $7.9  billion.521  The  third  largest 
category  was  interest-only  ARMs,  totaling  about  8,400  loans  with  a  total  loan  amount  of  about 
$2  billion.522  The  fourth  largest  category  was  hybrid  ARMs,  totaling  6,500  loans  with  a  total 
loan  amount  of  about  $1.4  billion.523    WaMu  also  sold  other  loans  to  Fannie  and  Freddie  which 
included  6,020  loans  of  various  types  bearing  a  total  loan  amount  of  about  $2  billion.524 

The  chart  showed  that,  altogether  by  September  2005,  WaMu  had  sold  Fannie  and 
Freddie  about  196,000  loans  with  a  total  loan  amount  of  $36.5  billion.525  About  70%  were  fixed 
rate  loans;526  about  20%  were  Option  ARMs;527  and  other  types  of  loans  made  up  the  final  10%. 
In  addition  to  those  single  family  mortgages,  WaMu  had  an  active  business  with  Fannie  and 
Freddie  regarding  loans  related  to  multifamily  apartment  buildings.528  The  2005  loan  data 
indicates  that  WaMu  sold  twice  as  many  loans  to  Fannie  and  Freddie  as  it  did  to  all  other  buyers 
combined.529  Most  of  those  loans  were  fixed  rate  mortgages,  but  they  also  included  the  higher 


518  See  9/29/2005  "GSE  Forum,"  internal  presentation  prepared  by  WaMu,  at  JPM_WM02575611,  Hearing  Exhibit 
4/16-91  (chart  entitled,  "WaMu's  Deliveries  -  Contract  to  Date  2005").  For  more  information  on  these  types  of 
loans,  see  Chapter  II,  above.  WaMu  did  not  sell  loans  directly  to  Ginnie  Mae  which,  instead,  guaranteed  certain 
government  backed  mortgages  when  they  were  securitized  by  one  of  its  approved  securitizers.  The  WaMu  chart 
showed  that,  in  2005,  WaMu  originated  35,291  loans  with  a  total  loan  amount  of  about  $4.6  billion  that  were 
securitized  with  Ginnie  Mae  guarantees.  Id. 

519  Id. 

520  Id.  The  WaMu  chart  showed  that  WaMu  sold  31,460  fixed  rate  loans  with  a  total  loan  amount  of  about  $5.2 
billion  to  Fannie  Mae,  and  108,246  loans  with  a  total  loan  amount  of  about  $19.1  billion  to  Freddie  Mac. 

521  Id. 

522  Id.  The  WaMu  chart  showed  that  WaMu  sold  5,350  interest-only  ARMs  with  a  total  loan  amount  of  about  $1.3 
billion  to  Fannie  Mae,  and  3,016  interest-only  ARMs  with  a  total  loan  amount  of  $724  million  to  Freddie  Mac. 

523  Id.  The  WaMu  chart  showed  that  WaMu  sold  3,250  hybrid  ARMs  with  with  a  total  loan  amount  of  nearly  $700 
million  to  Fannie  Mae,  and  3,303  hybrid  ARMs  with  a  total  loan  amount  of  nearly  $700  million  to  Freddie  Mac. 

524  Id.  See  chart  for  more  detail. 

525  Id.  The  chart  showed  that,  altogether,  WaMu  sold  about  45,000  loans  with  a  total  loan  amount  of  $7.9  billion  to 
Fannie  Mae  and  151,000  loans  with  a  total  loan  amount  of  about  $28.6  billion  to  Freddie  Mac. 

526  By  loan  number,  the  percentage  is  71%;  by  loan  amount,  the  percentage  is  67%. 

527  By  loan  number,  the  percentage  is  18%;  by  loan  amount,  the  percentage  is  22%. 

528  See,  e.g.,  4/12/2004  "Pre-Meeting  for  Fannie  Mae,"  internal  presentation  prepared  by  WaMu,  at 
JPM_WM02405461,  JPM_WM02405467,  Hearing  Exhibit  4/16-86  (chart  entitled,  "Overview  of  the  Alliance,"  and 
"WaMu  was  responsible  for  34.7%  of  Fannie  Mae's  Multifamily  business"). 

529  See  9/29/2005  "GSE  Forum,"  internal  presentation  prepared  by  WaMu,  at  JPM_WM02575611,  Hearing  Exhibit 
4/16-91  (chart  entitled,  "WaMu's  Deliveries  -  Contract  to  Date  2005").  During  the  same  time  period  in  2005, 
WaMu  sold  about  99,000  loans  with  a  total  loan  amount  of  about  $35  billion  to  buyers  other  than  Fannie  and 
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risk  Option  ARMs.  In  2005,  for  example,  WaMu  sold  three  times  as  many  Option  ARMs  to 
Freddie  Mac  than  to  all  of  its  other  buyers  combined.530 

The  amount  and  variety  of  the  loans  that  WaMu  sold  to  the  GSEs  fluctuated  over  time. 
For  example,  the  following  chart,  which  is  taken  from  data  compiled  by  Inside  Mortgage 
Finance,  presents  the  total  dollar  volume  of  loans  sold  by  WaMu  to  Fannie  and  Freddie  from 
2000  until  2008  when  WaMu  was  sold,  as  well  as  the  percentage  those  loans  represented 
compared  to  WaMu's  total  loan  originations.531 


Year 

Sold  to  Freddie  Mac 
(in  billions) 

Sold  to  Fannie  Mae 
(in  billions) 

Percent  of  Total  WaMu 
Originations  Sold  to  GSEs 

2000 

$         0 

$      7.1 

14% 

2001 

$      1.4 

$    35.3 

20% 

2002 

$      0.2 

$    95.7 

29% 

2003 

$      2.2 

$  174.3 

40% 

2004 

$      1.1 

$    25.9 

10% 

2005 

$    34.6 

$    20.3 

20% 

2006 

$    32.3 

$    11.2 

23% 

2007 

$    31.8 

$      8.2 

29% 

2008 

$    20.8 

$      2.1 

70% 

TOTAL 

$  124.4 

$  380.1 

27.3% 

Source:  Inside  Mortgage  Finance 

The  data  indicates  that,  in  total,  WaMu  sold  more  than  half  a  trillion  dollars  in  loans  to  the  two 
GSEs  in  the  nine  years  leading  up  to  the  bank's  collapse,  accounting  for  more  than  a  quarter  of 
all  of  the  loans  WaMu  originated. 

The  documents  obtained  by  the  Subcommittee  indicate  that,  from  2004  to  2008,  Fannie 
Mae  and  Freddie  Mac  competed  to  purchase  billions  of  dollars  in  WaMu's  residential  mortgage 
loans,  and  WaMu  used  that  competition  to  negotiate  better  terms  for  its  loan  sales.  Twice  during 
that  period,  WaMu  successfully  played  one  GSE  off  the  other  to  sell  more  high  risk  Option 
ARM  loans  under  better  terms  to  Freddie  Mac. 


Freddie.  The  two  largest  categories  of  loans  sold  to  buyers  other  than  Fannie  or  Freddie  were  jumbo  loans  (43,758 
loans  with  a  total  loan  amount  of  $26.9  billion)  and  government  backed  loans  sold  to  Ginnie  Mae  (35,291  loans  with 
a  total  loan  amount  of  $4.6  billion).  Id. 

530  Id.  The  chart  indicates  that  WaMu  sold  over  17,000  loans  with  a  total  loan  amount  of  nearly  $4  billion  to  Freddie 
Mac,  but  only  5,841  Option  ARMs  with  a  total  loan  amount  of  $1.2  billion  to  all  other  buyers.  It  is  possible, 
however,  that  the  data  on  Option  ARMs  sold  to  other  buyers  is  understated  if  some  portion  of  the  loans  categorized 
on  the  chart  as  "jumbo"  loans  were,  in  fact,  also  Option  ARMs.  See,  e.g.,  Id.  at  JPM_WM02575611,  Hearing 
Exhibit  4/16-91  (interpretive  note  below  chart);  8/2006  WaMu  chart  entitled,  "WaMu  Originations  Product  Mix,"  at 
JPM_WM002 12644,  Hearing  Exhibit  4/13-37  (showing  that  WaMu  used  Option  ARMs  in  both  conforming  and 
jumbo  loans).  In  addition  to  selling  Option  ARMs  to  Freddie  Mac  and  others,  WaMu  kept  a  portion  of  the  Option 
ARMs  it  originated  in  its  investment  portfolio  and  securitized  still  others. 

531  "Historical  Data  from  Inside  Mortgage  Finance,  Inside  Mortgage  Finance,  www.imfpubs.com/data. 
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F.  Destructive  Compensation  Practices 

Washington  Mutual  and  Long  Beach's  compensation  practices  contributed  to  and 
deepened  its  high  risk  lending  practices.  Loan  officers  and  processors  were  paid  primarily  on 
volume,  not  primarily  on  the  quality  of  their  loans,  and  were  paid  more  for  issuing  higher  risk 
loans.  Loan  officers  and  mortgage  brokers  were  also  paid  more  when  they  got  borrowers  to  pay 
higher  interest  rates,  even  if  the  borrower  qualified  for  a  lower  rate — a  practice  that  enriched 
WaMu  in  the  short  term,  but  made  defaults  more  likely  down  the  road.  Troubling  compensation 
practices  went  right  to  the  top.  In  2008,  when  he  was  asked  to  leave  the  bank  that  failed  under 
his  management,  CEO  Kerry  Killinger  received  a  severance  payment  of  $15  million.532 

(1)  Sales  Culture 

WaMu's  compensation  policies  were  rooted  in  the  bank  culture  that  put  loan  sales  ahead 
of  loan  quality.  As  early  as  2004,  OTS  expressed  concern  about  WaMu's  sales  culture:  "The 
overt  causes  for  past  underwriting  concerns  were  many,  but  included:  (1)  A  sales  culture 
focused  heavily  on  market  share  via  loan  production,  (2)  extremely  high  lending  volumes."533  In 
early  2005,  WaMu's  Chief  Credit  Officer  complained  to  Mr.  Rotella  that:  "[a]ny  attempts  to 
enforce  [a]  more  disciplined  underwriting  approach  were  continuously  thwarted  by  an 
aggressive,  and  often  times  abusive  group  of  Sales  employees  within  the  organization."534  The 
aggressiveness  of  the  sales  team  toward  underwriters  was,  in  his  words,  "infectious  and 
dangerous."535 

In  late  2006,  as  home  mortgage  delinquency  rates  began  to  accelerate  and  threaten  the 
viability  of  WaMu's  High  Risk  Lending  Strategy,  Home  Loans  President  David  Schneider 
presided  over  a  "town  hall"  meeting  to  rally  thousands  of  Seattle  based  employees  of  the  WaMu 
Home  Loans  Group.536  At  the  meeting,  Mr.  Schneider  made  a  presentation,  not  just  to  WaMu's 
sales  force,  but  also  to  the  thousands  of  risk  management,  finance,  and  technology  staff  in 


532  See  "Washington  Mutual  CEO  Kerry  Killinger:  $100  Million  in  Compensation,  2003-2008,"  chart  prepared  by 
the  Subcommittee,  Hearing  Exhibit  4/13-lh. 

533  5/12/2004  OTS  Safety  &  Soundness  Examination  Memo  5,  "SFR  Loan  Origination  Quality,"  at  1,  Hearing 
Exhibit  4/16-17. 

534  Undated  draft  WaMu  memorandum,  "Historical  Perspective  HL  -  Underwriting:  Providing  a  Context  for  Current 
Conditions,  and  Future  Opportunities,"  JPM_WM00783315  (a  legal  pleading  states  this  draft  memorandum  was 
prepared  for  Mr.  Rotella  by  WaMu's  Chief  Credit  Officer  in  or  about  February  or  March  2005;  FDIC  v.  Killinger, 
Case  No.  2:2011cv00459  (W.D.  Wash.),  Complaint  (March  16,  2011),  at  H  35). 

535  Undated  draft  WaMu  memorandum,  "Historical  Perspective  HL  -  Underwriting:  Providing  a  Context  for  Current 
Conditions,  and  Future  Opportunities,"  JPM_WM00783315,  at  JPM_WM00783322. 

536  Mr.  Schneider  told  the  Subcommittee  that  this  meeting  was  held  in  early  2007,  but  Ms.  Feltgen's  end  of  2006 
email  to  her  staff  quotes  Mr.  Schneider's  language  from  this  presentation.  1/3/2007  email  from  Ron  Cathcart  to 
Cheryl  Feltgen,  Hearing  Exhibit  4/13-73. 
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,538 


attendance.       The  title  and  theme  of  his  presentation  was:  "Be  Bold."       One  slide 
demonstrates  the  importance  and  pervasiveness  of  the  sales  culture  at  WaMu:539 


When  asked  about  this  presentation,  Mr.  Schneider  told  the  Subcommittee  it  was  an  appropriate 
message,  even  for  WaMu's  risk  managers.540 

The  sales  culture  was  also  promoted  through  WaMu's  "President's  Club,"  which 
sponsored  an  annual  all-expense-paid  gala  and  retreat  in  an  exotic  locale,  such  as  Hawaii  or  the 
Bahamas,  where  the  top  producing  loan  officers  were  feted  and  lavished  with  gifts  and 
plaudits.541  Only  a  limited  number  of  top  producing  loan  officers  were  made  members  of  the 
club,  and  the  President's  Club  trips  were  used  to  incentivize  sales  volume.  Loan  officers  were 
encouraged  to  look  up  their  sales  rankings  on  the  company's  intranet  to  see  if  they  would  qualify 
for  a  trip. 

In  November  2006,  as  subprime  mortgages  began  to  incur  delinquencies,  Mr.  Schneider 
sent  a  letter  about  the  President's  Club  to  WaMu  loan  consultants.  Under  a  photo  of  the  Grand 
Hyatt  Kauai  in  Hawaii  and  the  banner  headline,  "President's  Club  -  Take  the  Lead!,"  Mr. 
Schneider  wrote: 


Subcommittee  interview  of  David  Schneider  (2/17/2010). 

538  "Way2Go,  Be  Bold!,"  WaMu  presentation  prepared  by  David  Schneider,  Home  Loans  President,  at  28,  Hearing 
Exhibit  4/13-4. 

539  Id.  at  30  [recreated  by  the  Subcommittee  staff  from  an  image]. 

540  Subcommittee  interview  of  David  Schneider  (2/17/2010). 

541  Subcommittee  interviews  of  Brian  Minkow  (2/16/2010),  David  Schneider  (2/17/2010),  and  Kerry  Killinger 
(2/5/2010). 
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"I  attended  WaMu's  President's  Club  last  year  for  the  first  time  and  had  an  awesome 
time  getting  to  know  the  stars  of  our  sales  force.  You  work  hard,  but  you  know  how  to 
have  a  good  time  too. ... 

"At  the  first-class  awards  dinner,  I  looked  around  the  room  and  felt  honored  to  be  with  so 
many  talented  people.  Congratulations  to  those  of  you  who  were  repeat  President's  Club 
honorees.  Of  those  of  you  who  have  not  yet  reached  the  President's  Club,  I  want  each 
and  every  one  of  you  to  believe  you  have  the  potential  to  achieve  this  great  reward. 
"Now  is  the  time  to  really  kick  it  into  high  gear  and  drive  for  attending  this  awesome 
event!  Rankings  are  updated  and  posted  monthly  on  the  DashBoards  (under  reports)  and 
on  WaMu.net:  President's  Club  Rankings.  Where  do  you  rank?  What  can  you  do  to  take 
your  business  [to]  the  next  level?  Your  management  team  is  here  to  help."542 

At  the  April  13  Subcommittee  hearing,  Mr.  Schneider  testified: 

"As  housing  prices  peaked,  the  economy  softened,  and  credit  markets  tightened,  WaMu 
adopted  increasingly  conservative  credit  policies  and  moved  away  from  loan  products 
with  greater  credit  risk.  ...  During  my  time  at  WaMu,  we  reduced  and  then  entirely 
stopped  making  Alt  A  loans  and  Option  ARM  loans."543 

However,  his  November  2006  letter  to  WaMu  loan  consultants  showed  no  reticence  about  the 
High  Risk  Lending  Strategy.  The  letter  went  on  to  say: 

"As  you  know,  growth  is  a  key  area  of  focus  for  WaMu  and  Home  Loans.  I  am 
extremely  proud  of  the  achievements  in  Production  so  far  this  year — and  I  know  it's  been 
tough.  I'm  especially  pleased  with  your  ability  to  change  with  the  market  and 
responsibly  sell  more  higher-margin  products — Option  ARM,  Home  Equity,  Non-prime, 
and  Alt  A.  I  also  know  that  you — truly  the  best  sales  team  in  the  industry — are  up  to  the 
challenge  of  doing  even  more  by  year  end.  ... 

"I  hope  to  see  you  in  Kauai!"544 

The  2005  President's  Club  retreat  had  taken  place  in  Maui.  The  awards  night  was  hosted 
by  Magic  Johnson.  An  excerpt  of  the  script  from  the  evening  gives  a  sense  of  the  proceedings: 

"VOICE-OVER  ANNOUNCER 

Good  evening  ladies  and  gentleman  and  welcome  to  your  President's  Club  2005 
Awards  Night  program! 

Please  welcome  the  host  of  President's  Club,  the  President  of  the  Washington 
Mutual  Home  Loans  Group,  Mr.  David  Schneider! 


542 11/2006  "President's  Club  -  Take  the  Lead!,"  WaMu  Home  Loans  flier,  Hearing  Exhibit  4/13-62. 

543  Prepared  statement  of  David  Schneider,  April  13,  2010  Subcommittee  Hearing. 

544  11/2006  "President's  Club  -  Take  the  Lead!,"  WaMu  Home  Loans  flier,  Hearing  Exhibit  4/13-62. 
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WALK-UP  MUSIC 

FOR  DAVID  SCHNEIDER 

DAVID  SCHNEIDER 

Thank  you  ladies  and  gentlemen,  and  welcome  to  this  very  special  Awards 
Evening. 

Wow,  could  you  feel  the  energy  and  excitement  tonight  out  on  the  Red  Carpet?! 
Talk  about  star  power! 

And  it  was  great  fun  to  learn  so  much  more  about  some  of  you  during  the 
interviews  . . .  and  at  the  bar. 

But  don't  worry.  I'm  told  that  the  age-old  tradition  here  at  Washington  Mutual  is, 
'What  happens  at  President's  Club  stays  at  President's  Club.'  And  who  am  I  to 
mess  with  tradition? 

Tonight  we  are  gathered  together  to  pay  the  highest  respects  and  honors  to  those 
who  deserve  them  the  most,  the  President's  Club  Class  of  2005.  . . . 

And  of  course  I  want  to  pay  special  homage  to  all  of  you  astonishing  returning 
champions  of  President's  Club.  You  multiple  award-winning  superstars  clearly 
lead  our  entire  industry  as  the  standard  others  can  only  attempt  to  match.  You 
folks  really  do  make  this  feel  like  the  academy  awards  tonight  because 
everywhere  I  turn  I  see  another  star  of  another  box  office  sensation."545 

This  2005  awards  ceremony  was  attended  by  WaMu  loan  officers  Luis  Fragoso  and  Thomas 
Ramirez  at  the  same  time  they  were  under  investigation  for  fraud.  Both  were  members  of  the 
President's  Club  in  2005  and  2006. 

When  asked  about  the  sales  culture  at  the  bank,  Mr.  Vanasek  testified  at  the  hearing  that 
he  tried  in  vain  to  counter  it.  He  recalled  one  occasion  at  an  annual  management  retreat  in  2004, 
in  which  the  bank  was  promoting  a  new  advertising  slogan  called,  "The  Power  of  Yes": 

"I  stood  in  front  of  thousands  of  senior  Washington  Mutual  managers  and  executives  in 
an  annual  management  retreat  in  2004  and  countered  the  senior  executive  ahead  of  me  on 
the  program  who  was  rallying  the  troops  with  the  company's  advertising  line,  'The  power 
of  yes.'  The  implication  of  that  statement  was  that  Washington  Mutual  would  find  some 
way  to  make  a  loan.  The  tag  line  symbolized  the  management  attitude  about  mortgage 
lending  more  clearly  than  anything  I  can  tell  you. 


545 


2005  "President's  Club  2005  -  Maui,  Awards  Night  Show  Script,"  Washington  Mutual,  Home  Loans  Group, 


Hearing  Exhibit  4/13-63a. 
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"Because  I  believed  this  sent  the  wrong  message  to  the  loan  originators,  I  felt  compelled 
to  counter  the  prior  speaker  by  saying  to  the  thousands  present  that  the  power  of  yes 
absolutely  needed  to  be  balanced  by  the  wisdom  of  no.  This  was  highly  unusual  for  a 
member  of  the  management  team  to  do,  especially  in  such  a  forum.  In  fact,  it  was  so  far 
out  of  the  norm  for  meetings  of  this  type  that  many  considered  my  statement  exceedingly 
risky  from  a  career  perspective."546 

The  President's  Club  annual  trip  was  the  pinnacle  of  WaMu  awards  to  its  top  producing 
loan  consultants.  One  loan  consultant  interviewed  by  the  Subcommittee  described  it  as  an 
incredible  experience,  with  first  class  airfare,  daily  gifts,  lavish  food,  and  top  entertainment  for 
both  employees  and  their  spouses.547  It  was  also  an  opportunity  to  meet  WaMu's  top  executives, 
including  Mr.  Killinger,  Mr.  Rotella,  and  Mr.  Schneider.  It  sent  a  powerful  message  about  the 
priority  that  WaMu  placed  on  loan  volume  and  sales  of  higher  risk  loans. 

(2)  Paying  for  Speed  and  Volume 

The  Long  Beach  and  Washington  Mutual  compensation  systems  encouraged  high 
volumes  of  risky  loans  but  provided  little  or  no  incentive  to  ensure  high  quality  loans  that 
complied  with  the  bank's  credit  requirements.  WaMu  loan  officers  or  their  sales  associates 
typically  interacted  directly  with  customers  interested  in  obtaining  loans.  Some  also  were 
allowed  to  accept  loans  brought  to  them  by  third  party  lenders  or  mortgage  brokers.  Long  Beach 
account  executives  dealt  only  with  third  party  lenders  or  mortgage  brokers;  they  did  not  deal 
directly  with  customers.  After  reaching  agreement  on  a  loan,  the  WaMu  or  Long  Beach  loan 
officers  or  executives  completed  the  loan  application  and  sent  it  to  a  loan  processing  center 
where  the  application  was  reviewed  by  an  underwriter  and,  if  approved,  underwent  further 
processing  and  brought  to  a  loan  closing. 

Long  Beach  and  Washington  Mutual  loan  officers  received  more  money  per  loan  for 
originating  higher  risk  loans  and  for  exceeding  established  loan  targets.  Loan  processing 
personnel  were  compensated  according  to  the  speed  and  number  of  the  loans  they  processed. 
Loan  officers  and  their  sales  associates  received  still  more  compensation  if  they  charged 
borrowers  higher  interest  rates  or  points  than  required  in  bank  rate  sheets  specifying  loan  prices, 
or  included  prepayment  penalties  in  the  loan  agreements.  That  added  compensation  created 
incentives  to  increase  loan  profitability,  but  not  loan  quality.  A  2008  OTS  review  elaborated: 

"[T]he  review  defines  an  origination  culture  focused  more  heavily  on  production  volume 
rather  than  quality.  An  example  of  this  was  a  finding  that  production  personnel  were 
allowed  to  participate  in  aspects  of  the  income,  employment,  or  asset  verification  process, 
a  clear  conflict  of  interest.  . . .    Prior  OTS  examinations  have  raised  similar  issues 


34!- 


April  13,  2010  Subcommittee  Hearing  at  16-17. 


547  Subcommittee  interview  of  Brian  Minkow  (2/16/2010). 
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including  the  need  to  implement  incentive  compensation  programs  to  place  greater 
emphasis  on  loan  quality."548 

(a)  Long  Beach  Account  Executives 

Despite  the  years  of  internal  and  external  audits  that  found  a  lack  of  internal  controls  at 
Long  Beach  that  led  to  some  of  the  worst  rates  of  loan  delinquency  in  the  subprime  industry, 
Long  Beach  continued  to  incentivize  production  volume  over  sound  lending.  The  Subcommittee 
obtained  a  presentation  of  the  Long  Beach  2004  Incentive  Plan.549  The  plan  outlines  four 
compensation  tiers  based  on  volume,  creating  a  system  where  the  largest  producers  not  only 
make  more  money  by  issuing  more  loans,  but  rather,  as  producers  climb  more  of  the  tiers,  they 
earn  a  higher  rate  of  commission  as  well.  Tier  1  Long  Beach  account  executives,  those  who 
closed  1-6  loans  or  funded  up  to  $899,000  in  loans  per  month,  received  40  basis  points  (bps) 
commission  for  each  broker  sourced  loan.550  Tier  2  Long  Beach  account  executives,  those  who 
closed  7-12  loans  or  funded  between  $900,000  and  $2,499,999  in  loans  per  month,  received  50 
bps  commission  for  each  broker  sourced  loan  plus  $30  per  loan  in  additional  compensation.  Tier 
3  Long  Beach  account  executives,  those  who  closed  13-26  loans  or  funded  between  $2,500,000 
and  $4,999,999  in  loans  per  month,  received  55  bps  commission  for  each  broker  sourced  loan 
plus  $30  additional  per  loan.  Tier  4  Long  Beach  account  executives,  those  who  closed  more  than 
26  loans  or  funded  more  than  $5,000,000  in  loans  per  month,  received  60  bps  commission  for 
each  broker  sourced  loan.551 

The  2004  Long  Beach  Incentive  Plan  also  introduced  a  contingent  compensation  program 
called,  "Long  Term  Cash  Incentive  Program,"  which  provided  bonuses  tied  to  the  performance 
of  WaMu  stock  and  could  be  converted  to  cash  over  a  three-year  period.  Top  producing  Long 
Beach  account  executives  received  the  Long  Term  Cash  Incentive  bonus  calculated  as  a  small 
percentage  of  overall  volume.  Like  the  tier  system,  as  volume  increased  so  did  the  percentage 
used  to  calculate  the  bonus.  Account  executives  ranked  in  the  top  25%  in  volume  received  a  five 
bps  bonus  on  their  total  production,  account  executives  in  the  top  15%  received  a  7.5  bps  bonus, 
and  account  executives  in  the  top  5%  received  a  10  bps  bonus.  These  bonuses  could  add  up  to 
tens  of  thousands,  if  not  hundreds  of  thousands  of  dollars.552 

In  addition,  in  2004,  the  top  40  Long  Beach  account  executives  were  rewarded  with  a  trip 
to  the  President's  Club.  Long  Beach  used  a  point  system  to  calculate  the  top  account  executives 
for  this  purpose.  Three  points  were  awarded  for  each  loan  unit  funded  for  first  mortgages,  two 


548  6/19/2008  OTS  Findings  Memorandum,  "Loan  Fraud  Investigation,"  JPM_WM02448184,  Hearing  Exhibit  4/13- 
25. 

549  Documents  regarding  Long  Beach  compensation,  Hearing  Exhibit  4/13-59a. 

550  Id.  The  "units"  referred  to  in  the  document  are  "loans."  Subcommittee  interview  of  Brian  Minkow  (2/16/2010). 
By  awarding  "basis  points"  the  compensation  system  ensured  that  the  account  executives  got  a  percentage  of  the 
loan  amounts  that  they  successfully  issued  after  receiving  loan  information  from  a  broker,  incentivizing  them  to 
maximize  the  dollar  amount  of  the  loans  they  issued.  Some  were  also  paid  a  per  loan  fee,  incentivizing  them  to  sell 
as  many  loans  as  possible. 

551  Id. 

552  Id. 
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points  were  awarded  for  each  purchase  unit  funded  (as  opposed  to  a  refinance),  and  two  points 
were  awarded  for  each  $100,000  funded.  The  point  system  created  a  competition  that  focused 
primarily  on  volume.  The  2004  incentive  plan  makes  no  reference  to  loan  quality.553 

Long  Beach  regularly  made  changes  to  the  compensation  plan,  but  the  basic  volume 
incentives  remained.  In  the  2007  incentive  plan,  which  took  effect  after  the  collapse  of  the 
subprime  market,  the  volume  requirements  were  even  greater  than  2004  requirements.    In  2007, 
the  Tier  1  represented  1-9  qualified  loans  and  up  to  $1,499,999  funded;  Tier  2  was  10-13 
qualified  loans  and  between  $1,500,000  and  $2,399,000  funded;  Tier  3  was  14-35  qualified  loans 
and  between  $2,400,000  and  $5,999,999  funded;  Tier  4  was  36  or  more  loans  and  $6,000,000  or 
more  funded.554 

(b)  WaMu  Loan  Consultants 

Like  Long  Beach,  at  WaMu  loan  officers  were  compensated  for  the  volume  of  loans 
closed  and  loan  processors  were  compensated  for  speed  of  loan  closing  rather  than  a  more 
balanced  scorecard  of  timeliness  and  loan  quality.  According  to  the  findings  and 
recommendations  from  an  April  2008  internal  investigation  into  allegations  of  loan  fraud  at 
WaMu: 

"A  design  weakness  here  is  that  the  loan  consultants  are  allowed  to 
communicate  minimal  loan  requirements  and  obtain  various  verification 
documents  from  the  borrower  that  [are]  need[ed]  to  prove  income, 
employment  and  assets.  Since  the  loan  consultant  is  also  more  intimately 
familiar  with  our  documentation  requirements  and  approval  criteria,  the 
temptation  to  advise  the  borrower  on  means  and  methods  to  game  the 
system  may  occur.  Our  compensation  and  reward  structure  is  heavily 
tilted  for  these  employees  toward  production  of  closed  loans."555 

An  undated  presentation  obtained  by  the  Subcommittee  entitled,  "Home  Loans  Product 
Strategy,  Strategy  and  Business  Initiatives  Update,"  outlines  WaMu's  2007  Home  Loans 
Strategy  and  shows  the  decisive  role  that  compensation  played,  while  providing  still  more 
evidence  of  WaMu's  efforts  to  execute  its  High  Risk  Lending  Strategy: 


"2007  Product  Strategy 

Product  strategy  designed  to  drive  profitability  and  growth 

-Driving  growth  in  higher  margin  products  (Option  ARM,  Alt  A, 
Home  Equity,  Subprime)  . . . 


553  Id. 

554  Documents  regarding  Long  Beach  compensation,  Hearing  Exhibit  4/13-59b. 

555  4/4/2008  WaMu  Memorandum  of  Results,  "AIG/UG  and  OTS  Allegation  of  Loan  Frauds  Originated  by  [name 
redacted],"  at  11,  Hearing  Exhibit  4/13-24. 
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-Recruit  and  leverage  seasoned  Option  ARM  sales  force,  refresh 
existing  training  including  top  performer  peer  guidance 

-Maintain  a  compensation  structure  that  supports  the  high  margin 
product  strategy"556 

The  presentation  goes  on  to  explain  the  Retail  Loan  Consultant  incentive  plan:  "Incentive  Tiers 
reward  high  margin  products  . . .  such  as  the  Option  ARM,  Non-Prime  referrals  and  Home  Equity 
Loans  ....  WaMu  also  provides  a  15  bps  'kicker'  for  selling  3  year  prepayment  penalties."557 

In  order  to  promote  high  risk,  high  margin  products,  WaMu  paid  its  loan  consultants 
more  to  sell  them.  WaMu  divided  its  products  into  four  categories:  "W,"  "A,"  "M,"  and  "U." 
WaMu  paid  the  highest  commissions  for  "W"  category  products,  and  in  general,  commissions 
decreased  though  the  other  categories.  "W"  products  included  new  Option  ARMs,  "Non-prime" 
referrals,  and  home  equity  loans.  "A"  products  included  Option  ARM  refinancings,  new  hybrid 
ARMs,  new  Alt  A  loans,  and  new  fixed  rate  loans.  Like  Long  Beach,  WaMu  also  created  four 
compensation  tiers  with  increasing  commissions  based  on  volume.  The  tiers  were  called: 
"Bronze,"  "Silver,"  "Gold,"  and  "Platinum."558  Even  in  2007,  WaMu's  compensation  plan 
continued  to  incentivize  volume  and  high  risk  mortgage  products. 

In  2007,  WaMu  also  adopted  a  plan  to  pay  "overages,"  essentially  a  payment  to  loan 
officers  who  managed  to  sells  mortgages  to  clients  with  higher  rates  of  interest  than  the  clients 
qualified  for  or  were  called  for  in  WaMu's  daily  rate  sheets.  The  plan  stated: 

"Overages  . . .  [give  a]  Loan  Consultant  [the]  [ajbility  to  increase  compensation  [and] 
[e]nhance  compensation/incentive  for  Sales  Management ....  Major  national  competitors 
have  a  similar  plan  in  place  in  the  market.  "559 

Under  the  2007  plan,  if  a  loan  officer  sold  a  loan  that  charged  a  higher  rate  of  interest  than 
WaMu  would  have  accepted  according  to  its  rate  sheet,  WaMu  would  split  the  additional  profit 
with  the  loan  officer.560  This  compensation  practice,  often  referred  to  as  awarding  "yield  spread 
premiums,"  has  been  barred  by  the  Dodd-Frank  Act  implementing  financial  reforms.561 


556  2007  WaMu  Home  Loans  Product  Strategy,  "Strategy  and  Business  Initiatives  Update,"  JPM_WM03097217, 
Hearing  Exhibit  4/13-60a  [emphasis  in  original]. 

557  Id. 

558  Id. 

559 12/6/2006  WaMu  Home  Loan  Credit  Risk  F2F,  JPM_WM02583396-98,  Hearing  Exhibit  4/13-60b  (The  proposal 
to  pay  overages  ,  adopted  in  2007,  increased  compensation  for  loan  officers  who  sold  loans  with  a  higher  interest 
rate  or  more  points  than  required  on  WaMu's  daily  rate  sheet.) 

560  Subcommittee  interview  of  David  Schneider  (2/17/2010). 

561  Section  1403  of  the  Dodd-Frank  Act  (prohibiting  "steering  incentives"). 
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(c)  Loan  Processors  and  Quality  Assurance  Controllers 

At  Long  Beach  and  WaMu,  volume  incentives  were  not  limited  to  the  sales  people.  Back 
office  loan  processors  and  quality  control  personnel  were  also  compensated  for  volume.  While 
WaMu  executives  and  senior  managers  told  the  Subcommittee  that  quality  control  was 
emphasized  and  considered  as  part  of  employee  compensation,  the  back  office  staff  said 
otherwise.562  Diane  Kosch  worked  as  a  Quality  Assurance  Controller  in  a  Long  Beach  Loan 
Fulfillment  Center  (LFC)  in  Dublin,  California,  east  of  San  Francisco  Bay.  She  told  the 
Subcommittee  that  the  pressure  to  keep  up  with  the  loan  volume  was  enormous.  Each  month  the 
LFC  would  set  volume  goals,  measured  in  dollar  value  and  the  number  of  loans  funded.  At  the 
end  of  each  month  the  pressure  to  meet  those  goals  intensified.  Ms.  Kosch  said  that  at  month's 
end,  she  sometimes  worked  from  6:00  a.m.  until  midnight  reviewing  loan  files.  Monthly  rallies 
were  held,  and  prizes  were  awarded  to  the  underwriters  and  loan  processors  who  had  funded  the 
most  loans.563 

Documents  obtained  by  the  Subcommittee  confirm  Ms.  Kosch's  recollections.  A 
September  2004  email  sent  to  all  Dublin  LFC  employees  with  the  subject  line,  "Daily 
Productivity  -  Dublin,"  by  the  area  manager  uses  creative  formatting  to  express  enthusiasm: 

"Less  than  1  week  and  we  have  a  long  way  to  go  to  hit  our  440M! 
including  today,  we  have  4  days  of  fundings  to  end  the  Quarter 
with  a  bang!  With  all  the  new  UW  changes,  we  will  be  swamped 
next  month,  so  don't  hold  any  back! 

4  days it's  time  for  the  mad  dash  to  the  finish  line!  Who  is  in 

the  running 

Loan  Set  Up  -  Phuong  is  pulling  away  with  another  18  files  set 
up  yesterday  for  275  MTD!  2nd  place  is  held  by  Jean  with 
243. .  .can  you  catch  Phuong?  Get  ready  Set  Up  -  come  October, 
it's  going  to  get  a  little  crazy! 

Underwriting  -  Michelle  did  it!  She  broke  the  200  mark  with  4 
days  left  to  go!  Nice  job  Michelle!  2nd  place  is  held  by  Andre 
with  176  for  the  month!  Way  to  go  Andre!  Four  other  UW's  had 
solid  performances  for  the  day  as  well  including  Mikhail  with  15[ 
Jason  and  Chioke  with  11  and  June  with  10  -  The  double  digit 
club!"564 


562 


Subcommittee  interview  of  Mark  Brown  (2/19/2010).  Mr.  Brown,  WaMu  National  Underwriting  Director,  told 


the  Subcommittee  that  incentives  for  loan  processors  were  based  on  quality  standards  and  monthly  volume. 


563 


Subcommittee  interview  of  Diane  Kosch  (2/18/2010). 
9/2004  Long  Beach  processing  center  internal  email,  ¥ 
Underwriting  or  Underwriter,  and  "SLC"  stands  for  Senior  Loan  Coordinator. 


564  9/2004  Long  Beach  processing  center  internal  email,  Hearing  Exhibit  4/13-61.  In  the  email,  "UW"  stands  for 
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Ms.  Kosch  told  the  Subcommittee  that  from  late  2005  until  early  2007,  loan  volume 
increased  and  loan  quality  remained  very  poor.  She  said  that  just  about  every  loan  she  reviewed 
was  a  stated  income  loan,  sloppy,  or  appeared  potentially  fraudulent.  Yet  she  was  not  given  the 
resources  or  support  to  properly  review  each  loan.  Ms.  Kosch  said  that  she  was  told  by  a  Quality 
Control  manager  that  she  should  spend  15  minutes  on  each  file,  which  she  felt  was  insufficient. 
Yet,  because  Quality  Assurance  Controllers  received  a  bonus  on  the  basis  of  the  number  of  loans 
they  reviewed,  she  said  some  of  her  colleagues  spent  only  ten  minutes  on  each  file.565 

Ms.  Kosch  found  that  often,  when  she  tried  to  stop  the  approval  of  a  loan  that  did  not 
meet  quality  standards,  it  would  be  referred  to  management  and  approved  anyway.  She  said 
good  Quality  Assurance  Controllers  were  treated  like  "black  sheep,"  and  hated  because  they  got 
in  the  way  of  volume  bonuses.  She  said  certain  brokers  were  identified  as  "elite,"  and  the  Dublin 
LFC  employees  were  told  to,  "take  care  of  them."  Ms.  Kosch  even  suspected  some  underwriters 
were  getting  kickbacks,  in  part,  because  of  the  clothes  they  wore  and  cars  they  drove,  which  she 
believed  would  have  been  unaffordable  to  even  the  top  back  office  employees.  She  reported  her 
suspicions  to  her  supervisor,  but  she  was  not  aware  of  any  action  taken  as  a  result. 

As  it  turns  out,  Ms.  Kosch' s  concerns  about  fraud  were  not  unfounded.  The  Daily 
Productivity  email  quoted  above  also  lauds  the  work  of  a  Senior  Loan  Coordinator  (SLC)  named 
John  Ngo: 

"SLC  -  This  one  is  still  tight  with  Sandy  holding  on  to  the  first  place  slot!  Sandy 
funded  4  more  on  Friday  for  a  MTD  total  of  46!  2nd  place  is  John  Ngo  with  4  fundings 
on  Friday  and  44  MTD  -  only  2  back!" 

About  a  year  after  this  email  was  sent,  the  FBI  began  to  question  Mr.  Ngo  about  a  scheme  to  buy 
houses  in  Stockton,  California  with  fake  documents  and  stolen  identities.  According  to  court 
records,  the  FBI  had  uncovered  documents  that  showed  Mr.  Ngo  had  received  more  than 
$100,000  in  payments  from  a  mortgage  broker,  allegedly  bribes  to  approve  bad  loans.  Mr.  Ngo's 
estranged  wife  told  the  FBI  that  she  didn't  know  how  he  could  afford  their  $1.4  million  home  for 
which  he  made  a  down  payment  of  $350,000.    At  the  time,  his  salary  at  Long  Beach  was 
$54,000. 566 

Mr.  Ngo  later  pled  guilty  to  perjury  and  agreed  to  testify  against  his  Long  Beach  sales 
associate,  Joel  Blanford.  Long  Beach  paid  Mr.  Blanford  more  than  $1  million  in  commissions 
each  year  from  2003-2005.  According  to  the  Department  of  Justice: 

"NGO  admitted  in  his  plea  agreement  that  most  of  the  payments  were  to  ensure 
that  fraudulent  loan  applications  were  processed  and  funded.  NGO  also  admitted 
he  received  payments  from  Long  Beach  Mortgage  sales  representatives  to  push 
applications  through  the  funding  process.  He  knew  many  of  these  applications 


565  Subcommittee  interview  of  Diane  Kosch  (2/18/2010). 

566  «^.  jQp  sUDprime  Mortgage  Lender,  Policies  Were  an  Invitation  to  Fraud,"  Huffington  Post  Investigative  Fund 
(12/21/2009),  http://www.huffingtonpost.com/2009/12/21/at-long-beach-mortgage-a_n_399295.html. 
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were  fraudulent,  and  he  and  others  took  steps  to  'fix'  applications  by  creating 
false  documents  or  adding  false  information  to  the  applications  or  the  loan 
file."567 

(3)  WaMu  Executive  Compensation 

Questionable  compensation  practices  did  not  stop  in  the  loan  offices,  but  went  all  the  way 
to  the  top  of  the  company.  WaMu's  CEO  received  millions  of  dollars  in  pay,  even  when  his  high 
risk  loan  strategy  began  unraveling,  even  when  the  bank  began  to  falter,  and  even  when  he  was 
asked  to  leave  his  post.  From  2003  to  2007,  Mr.  Killinger  was  paid  between  $11  million  and  $20 
million  each  year  in  cash,  stock,  and  stock  options.  In  addition,  WaMu  provided  him  with  four 
retirement  plans,  a  deferred  bonus  plan,  and  a  separate  deferred  compensation  plan.  In  2008, 
when  he  was  asked  to  leave  to  leave  the  bank,  Mr.  Killinger  was  paid  $25  million,  including  $15 
million  in  severance  pay.  Altogether,  from  2003  to  2008,  Washington  Mutual  paid  Mr.  Killinger 
nearly  $100  million,  on  top  of  multi-million-dollar  corporate  retirement  benefits.568 

As  WaMu  began  losing  billions  of  dollars  due  to  the  declining  value  of  its  loans  and 
mortgage  backed  securities,  top  management  paid  significant  attention  to  ensuring  that  they 
would  be  well  compensated  despite  the  crisis.  In  January  2008,  Mr.  Killinger  sent  Mr.  Rotella  an 
email  with  the  subject  "comp,"  seeking  input  on  formulating  compensation  recommendations  for 
the  Board  of  Directors'  Human  Resources  Committee.  The  email  discussed  compensation  for 
WaMu's  top  executives.  Mr  Killinger  wrote:  "Our  current  thinking  is  to  recommend  that  equity 
grants  be  in  options  this  year.  ...  I  am  considering  an  additional  restricted  stock  grant  which 
would  help  a  bit  on  retention  and  to  help  offset  the  low  bonus  for  2007."  569 

Mr.  Rotella  responded  that  he  thought  WaMu  executives  would  want  more  of  their 
bonuses  in  cash: 

"[T]he  feeling  people  will  have  about  this  is  tied  to  the  level  of  pain  on  the  cash  bonus 
side  ....  Unfortunately  more  than  a  few  feel  that  our  stock  price  will  not  easily  recover, 
that  it  is  highly  dependent  on  housing  and  credit  and  they  can't  influence  that  at  all.  This 
will  come  on  the  heels  of  what  will  be  a  terrible  fourth  qtr,  and  likely  very  poor  results  in 
the  first  half  along  with  continued  bad  news  in  the  environment.  So  we  will  have  some 
people  thinking,  'this  is  nice  but  I  don't  see  the  upside  in  a  time  frame  that  works.'  Also, 
as  you  know  folks  feel  very  burned  by  the  way  their  paper  was  tied  to  performance 
targets  that  they  now  see  as  unrealistic  and  tied  to  housing  and  have  a  jaundiced  view  of 
paper.  . . .  People  want  more  certainty  now  with  some  leverage,  not  a  high  dose  of 
leverage  with  low  cash."570 


567  6/19/2008  Department  of  Justice  press  release,  "Federal  Authorities  Announce  Significant  Regional  Federal 
Mortgage  Fraud  Investigations  and  Prosecutions  Coinciding  with  Nationwide  'Operation  Malicious  Mortgage' 
Takedown,"  http://sacramento.fbi.gov/dojpressrel/pressrel08/sc061908a.htm. 

568  "Washington  Mutual  CEO  Kerry  Killinger:  $100  Million  in  Compensation,  2003-2008,"  chart  prepared  by  the 
Subcommittee,  Hearing  Exhibit  4/13-lh. 

569 1/3/2008  email  chain  between  Kerry  Killinger  and  Steve  Rotella,  JPM_WM01335818,  Hearing  Exhibit  4/13-65. 
570  Id. 
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Mr.  Killinger  replied:  "In  short,  the  success  of  the  comp  program  is  up  to  you  and  me.  I  think 
we  are  putting  the  right  economics  and  opportunities  on  the  table.  But  we  have  to  convince  our 
folks  that  they  will  all  make  a  lot  of  money  by  being  with  WaMu."571 

In  February  2008,  the  Human  Resources  Committee  approved  a  bonus  plan  for  executive 
officers  that  tried  to  shield  the  executive  bonuses  from  any  impact  caused  by  WaMu's  mounting 
mortgage  losses.  The  Committee  established  a  formula  consisting  of  four  weighted  performance 
measures,  but  took  steps  to  exclude  mortgage  losses.  The  first  performance  measure,  for 
example,  set  a  goal  for  WaMu's  2008  net  operating  profit,  but  adjusted  the  profit  calculation  to 
exclude:  "(i)  loan  loss  provisions  other  than  related  to  our  credit  card  business  and  (ii)  expenses 
related  to  foreclosed  real  estate  assets."572  The  second  performance  measure  set  a  target  limiting 
WaMu's  2008  noninterest  expense,  but  excluded  expenses  related  to:  "(i)  business  resizing  or 
restructuring  and  (ii)  foreclosed  real  estate  assets."573 

WaMu  filed  its  executive  compensation  plan  with  the  SEC,  as  required.  The  exclusion  of 
mortgage  related  losses  and  expenses  in  the  plan  attracted  notice  from  shareholders  and  the 
press.  One  March  5,  2008  article  entitled,  "WaMu  Board  Shields  Executives'  Bonuses," 
reported:  "The  board  of  Washington  Mutual  Inc.  has  set  compensation  targets  for  top  executives 
that  will  exclude  some  costs  tied  to  mortgage  losses  and  foreclosures  when  cash  bonuses  are 
calculated  this  year."574  WaMu  emplo 
Investors  and  analysts  raised  concerns. 


calculated  this  year."574  WaMu  employees  circulated  the  article  through  company  email.575 


Mr.  Killinger  sought  to  respond  to  the  controversy  in  a  way  that  would  placate  investors 
without  alienating  executives.  His  solution  was  to  eliminate  bonuses  for  the  top  five  executives, 
and  make  cash  payments  to  the  other  executives,  without  making  that  fact  public.  In  July,  Mr. 
Killinger  emailed  Steve  Frank,  the  Chairman  of  the  Board  of  Directors,  with  his  proposal: 

"We  would  like  to  have  the  HR  [Human  Resources]  committee  approve  excluding  the 
exec  com  [Executive  Committee]  from  the  2008  bonus  and  to  approve  the  cash  retention 
grants  to  the  non  NEOs  [Named  Executive  Officers].  This  would  allow  me  to  respond  to 
questions  next  week  regarding  the  bonus  plan  on  the  analyst  call.  And  it  would  help  calm 
down  some  of  the  EC  [Executive  Committee]  members."576 

In  other  words,  WaMu  would  announce  publicly  that  none  of  the  Executive  Committee  members 
would  receive  bonuses  in  2008,  while  quietly  paying  "retention  grants"  rather  than  "bonuses"  to 
the  next  tier  of  executives.  Mr.  Frank  replied,  "Sounds  OK  to  me."  Mr.  Killinger  followed  up 
with  the  explanation:  "We  would  disclose  the  exclusion  of  EC  [Executive  Committee]  members 
from  the  bonus  plan.  There  would  be  no  disclosure  of  the  retention  cash  payments.  Option 


571  id. 

572  2/28/2008  email  from  David  Schneider,  "FW:  2008  Leadership  Bonus,"  JPM_WM02446549. 

573  Id. 

574  "WaMu  Board  Shields  Executives'  Bonuses,"  Wall  Street  Journal  (3/5/2008),  Hearing  Exhibit  4/13-67. 

575  Id. 

576  7/16/2008  email  from  Kerry  Killinger,  JPM_WM0 1240 144,  Hearing  Exhibit  4/13-66. 
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grants  would  be  held  off  until  whenever  other  comp.  actions  were  done."577  At  WaMu's  annual 
meeting  with  shareholders,  the  Board  indicated  that  it  had  "reversed"  the  decision  to  exclude 
mortgage  losses  when  calculating  executive  bonuses  and  made  no  mention  of  the  cash  retention 
payments  planned  for  some  executives.578 

When  WaMu  failed,  shareholders  lost  all  of  their  investments.  Yet  in  the  waning  days  of 
the  company,  top  executives  were  still  well  taken  care  of.  On  September  8,  2008,  Mr.  Killinger 
walked  away  with  $25  million,  including  $15  million  in  severance  pay.  His  replacement,  Allen 
Fishman,  received  a  $7.5  million  signing  bonus  for  taking  over  the  reins  from  Mr.  Killinger  in 
September  2008. 579  Eighteen  days  later,  WaMu  failed,  and  Mr.  Fishman  was  out  of  a  job. 
According  to  his  contract,  he  was  eligible  for  about  $11  million  in  severance  pay  when  the  bank 
failed.580  It  is  unclear  how  much  of  the  severance  he  received. 

G.  Preventing  High  Risk  Lending 

Washington  Mutual  was  a  $300  billion,  120-year-old  financial  institution  that  was 
destroyed  by  high  risk  lending  practices.  By  2007,  stated  income  loans — loans  in  which 
Washington  Mutual  made  no  effort  to  verify  the  borrower's  income  or  assets — made  up  50%  of 
its  subprime  loans,  73%  of  its  Option  ARMs,  and  90%  of  its  home  equity  loans.  Nearly  half  of 
its  loans  were  Option  ARMs  of  which  95%  of  the  borrowers  were  making  minimum  payments 
and  84%  were  negatively  amortizing.  Numerous  loans  had  loan-to-value  ratios  of  over  80%,  and 
some  provided  100%  financing.  Loans  issued  by  two  high  volume  loan  offices  in  the  Los 
Angeles  area  were  found  to  have  loan  fraud  rates  of  58,  62,  and  even  83%.  Loan  officer  sales 
assistants  were  manufacturing  borrower  documentation.  The  bank's  issuance  of  hundreds  of 
billions  of  dollars  in  high  risk,  poor  quality  loans  not  only  destroyed  confidence  in  the  bank,  but 
also  undermined  the  U.S.  financial  system. 

The  consequences  of  WaMu's  High  Risk  Lending  Strategy  and  the  proliferation  of  its 
RMBS  structured  finance  products  incorporating  high  risk,  poor  quality  loans  provide  critical 
lessons  that  need  to  be  learned  to  protect  the  U.S.  financial  system  from  similar  financial 
disasters.  A  number  of  developments  over  the  past  two  years  hold  promise  in  helping  to  address 
many  of  the  problems  identified  in  the  Washington  Mutual  case  history. 

(1)  New  Developments 

The  Dodd-Frank  Wall  Street  Reform  and  Consumer  Protection  Act  (Dodd-Frank  Act), 
P.L.  111-203,  which  the  President  signed  into  law  on  July  21,  2010,  contains  a  number  of 
changes  in  law  that  will  be  implemented  over  the  course  of  2011.  The  Dodd-Frank  changes 


577  7/16/2008  email  from  Kerry  Killinger,  JPM_WM0 1240 144,  Hearing  Exhibit  4/13-66. 

578  See,  e.g.,  "Shareholders  Score  at  WaMu,"  Bloomberg  BusinessWeek  (4/15/2008)  ("And  perhaps  most  notable: 
WaMu  reversed  a  much-criticized  decision  to  leave  out  the  company's  mortgage  related  losses  when  calculating 
profits  that  determine  executive  bonuses  for  the  year  ahead."). 

579  "WaMu  Creditors  could  Challenge  Payments  to  Killinger,  Others,"  Seattle  Times  (10/1/2008),  Hearing  Exhibit 
4/13-68. 

580  "WaMu  CEO:  3  Weeks  Work,  $18M,"  CNNMoney.com  (9/26/2008). 
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include  banning  stated  income  loans;  restricting  negative  amortization  loans;  requiring  lenders  to 
retain  an  interest  in  high  risk  loan  pools  that  they  sell  or  securitize;  prohibiting  lenders  from 
steering  borrowers  to  poor  quality,  high  risk  loans;  and  re-evaluating  the  role  of  high  risk, 
structured  finance  products  in  bank  portfolios. 

Ban  on  Stated  Income  Loans.  Multiple  witnesses  at  the  Subcommittee's  April  16,  2010 
hearing  on  the  role  of  bank  regulators  expressed  support  for  banning  stated  income  loans.  The 
FDIC  Chairman  Sheila  Bair  testified:  "We  are  opposed  to  stated  income.  . . .  We  think  you 
should  document  income."581  When  asked  for  his  opinion  of  stated  income  loans,  the  FDIC 
Inspector  General  Jon  Rymer  responded:  "I  do  not  think  they  should  be  allowed,"582  stressing 
the  fraud  risk:  "I  really  can  see  no  practical  reason  from  a  banker's  perspective  or  a  lender's 
perspective  to  encourage  that.  . . .  That  is  just,  to  me,  an  opportunity  to  essentially  encourage 
fraud."  583  Treasury  Inspector  General  Eric  Thorson  also  criticized  stated  income  loans, 
explaining:  "[T]he  problem  is,  you  can't  assess  the  strength  of  the  borrower  and  that  has  got  to 
be  at  the  foundation  of  underwriting,  risk  assessment,  risk  management."584  Even  the  former 
head  of  OTS  called  stated  income  loans  an  "anathema"  and  expressed  regret  that  OTS  had 
allowed  them.585 

The  Dodd-Frank  Act  essentially  bans  stated  income  loans  by  establishing  minimum 
standards  for  residential  mortgages  in  Title  XIV  of  the  law.    Section  1411  establishes  a  new 
Section  129C  of  the  Truth  in  Lending  Act  (TILA)  prohibiting  lenders  from  issuing  a  residential 
mortgage  without  first  conducting  a  "good  faith  and  reasonable"  determination,  based  upon 
"verified  and  documented  information,"  that  a  borrower  has  a  "reasonable  ability  to  repay  the 
loan"  and  all  applicable  taxes,  insurance,  and  assessments.  Subsection  129C(a)(4)  states  the 
lender  "shall  verify"  the  borrower's  income  and  assets  by  reviewing  the  borrower's  W-2  tax 
form,  tax  returns,  payroll  receipts,  financial  institution  records,  or  "other  third-party  documents 
that  provide  reasonably  reliable  evidence"  of  the  borrower's  income  or  assets.  In  addition, 
Section  1412  of  the  Dodd-Frank  Act  adds  a  new  Subsection  129C(b)  to  TILA  establishing  a  new 
category  of  "qualified  mortgages"  eligible  for  more  favorable  treatment  under  federal  law.  It 
states  that,  in  all  "qualified  mortgages,"  the  "income  and  financial  resources"  of  the  borrower 
must  be  "verified  and  documented." 

These  statutory  requirements,  by  prohibiting  lenders  from  issuing  a  residential  mortgage 
without  first  verifying  the  borrower's  income  and  assets,  essentially  put  an  end  to  stated  income 
loans.586 


581  April  16,  2010  Subcommittee  Hearing  at  88. 

582  Id.  at  27. 

583  Id.  at  15. 

584  Id.  at  15. 

585  Id.  at  42,  142. 


586  The  Federal  Reserve  is  charged  with  issuing  regulations  to  implement  Section  1411.  Federal  Reserve  regulations 
issued  in  July  2008,  under  the  authority  of  the  Home  Ownership  and  Equity  Protection  Act  (HOEPA)  of  1994, 
which  took  effect  in  October  2009,  already  require  lenders  issuing  certain  high  cost  mortgages  to  verify  a  borrower's 
ability  to  repay  the  loan.  73  Fed.  Reg.  147,  at  44543  (7/30/2008).  Since  the  Dodd-Frank  Act  applies  to  all  types  of 
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Restrictions  on  Negative  Amortization  Loans.  Witnesses  at  the  Subcommittee's  April 
16  hearing  also  criticized  WaMu's  heavy  reliance  on  Option  ARM  loans.  These  loans  provided 
borrowers  with  a  low  initial  interest  rate,  which  was  followed  at  a  later  time  by  a  higher  variable 
rate.  Borrowers  were  generally  qualified  for  the  loans  by  assuming  they  would  pay  the  lower 
rather  than  the  higher  rate.  In  addition,  borrowers  were  allowed  to  select  one  of  four  types  of 
monthly  payments,  including  a  "minimum  payment"  that  was  less  than  the  interest  and  principal 
owed  on  the  loan.  If  the  borrower  selected  the  minimum  payment,  the  unpaid  interest  was  added 
to  the  unpaid  loan  principal,  which  meant  that  the  loan  debt  could  increase  rather  than  decrease 
over  time,  resulting  in  negative  amortization. 

At  the  Subcommittee  hearing,  the  FDIC  Inspector  General  Jon  Rymer  warned  that 
negative  amortization  loans  are  "extraordinarily  risky"  for  both  borrowers  and  banks.587  The 
FDIC  Chairman  Sheila  Bair  testified: 

"We  are  opposed  to  teaser  rate  underwriting.  You  need  to  underwrite  at  the  fully  indexed 
rate.  You  should  document  the  customer's  ability  to  repay,  not  just  the  initial 
introductory  rate,  but  if  it  is  an  adjustable  product,  when  it  resets,  as  well."588 

The  Dodd-Frank  Act  does  not  ban  negatively  amortizing  loans,  but  does  impose  new 
restrictions  on  them.  Section  1411  amends  TILA  by  adding  a  new  Section  129C(6)  that  requires, 
for  any  residential  mortgage  that  allows  a  borrower  "to  defer  the  repayment  of  any  principal  or 
interest,"  that  the  lender  vet  potential  borrowers  based  upon  the  borrower's  ability  to  make 
monthly  loan  payments  on  a  fully  amortizing  schedule — meaning  a  schedule  in  which  the  loan 
would  be  fully  repaid  by  the  end  of  the  loan  period — instead  of  evaluating  the  borrower's  ability 
to  make  payments  at  an  initial  teaser  rate  or  in  some  amount  that  is  less  than  the  amount  required 
at  a  fully  amortized  rate.  The  law  also  requires  the  lender,  when  qualifying  a  borrower,  to  "take 
into  consideration  any  balance  increase  that  may  accrue  from  any  negative  amortization 
provision."  This  provision  essentially  codifies  the  provisions  in  the  2006  Nontraditional 
Mortgage  Guidance  regarding  qualification  of  borrowers  for  negatively  amortizing  loans. 

In  addition,  Section  1414  of  the  Dodd-Frank  Act  adds  a  new  Section  129C(c)  to  TILA 
prohibiting  lenders  from  issuing  a  mortgage  with  negative  amortization  without  providing  certain 
disclosures  to  the  borrower  prior  to  the  loan.  The  lender  is  required  to  provide  the  borrower  with 
an  explanation  of  negative  amortization  in  a  manner  prescribed  by  regulation  as  well  as  describe 
its  impact,  for  example,  how  it  can  lead  to  an  increase  in  the  loan's  outstanding  principal 
balance.  In  the  case  of  a  first-time  home  buyer,  the  lender  must  also  obtain  documentation  that 
the  home  buyer  received  homeownership  counseling  from  a  HUD-certified  organization  or 
counselor.  Finally,  Section  1412  of  the  Dodd-Frank  Act,  establishing  the  new  favored  category 
of  "qualified  mortgages,"  states  those  mortgages  cannot  negatively  amortize. 


mortgage  loans,  the  Federal  Reserve  is  expected  to  issue  revised  regulations  during  2011,  expanding  the  verification 
requirement  to  all  mortgage  loans. 

587  April  16,  2010  Subcommittee  Hearing  at  16. 

588  Id.  at  88. 
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Together,  these  borrower  qualification  and  disclosure  requirements,  if  well  implemented, 
should  reduce,  although  not  eliminate,  the  issuance  of  negative  amortization  mortgages. 

Risk  Retention.  One  of  the  root  causes  of  the  financial  crisis  was  the  ability  of  lenders 
like  Washington  Mutual  to  securitize  billions  of  dollars  in  high  risk,  poor  quality  loans,  sell  the 
resulting  securities  to  investors,  and  then  walk  away  from  the  risky  loans  it  created.  At  the  April 
16  Subcommittee  hearing,  the  FDIC  Chairman  Bair  testified: 

"[W]e  support  legislation  to  require  that  issuers  of  mortgage  securitizations  retain  some 
'skin  in  the  game'  to  provide  added  discipline  for  underwriting  quality.  In  fact,  the  FDIC 
Board  will  consider  ...  a  proposal  to  require  insured  banks  to  retain  a  portion  of  the  credit 
risk  of  any  securitizations  that  they  sponsor."589 

Section  941(b)  of  the  Dodd-Frank  Act  adds  a  new  section  15G  to  the  Securities  Exchange 
Act  of  1934  to  require  the  federal  banking  agencies,  SEC,  Department  of  Housing  and  Urban 
Development,  and  Federal  Housing  Finance  Agency  jointly  to  prescribe  regulations  to  "require 
any  securitizer  to  retain  an  economic  interest  in  a  portion  of  the  credit  risk  for  any  residential 
mortgage  asset  that  the  securitizer,  through  the  issuance  of  an  asset-backed  security,  transfers, 
sells,  or  conveys  to  a  third  party."590  The  retained  economic  interest  must  be  "not  less  than  5 
percent  of  the  credit  risk"  of  the  assets  backing  the  security,  with  an  exception  made  for 
"qualified  residential  mortgages,"  to  be  further  defined  by  the  regulators.  The  regulators  issued  a 
proposed  rule  early  in  2011,  which  is  currently  the  subject  of  a  public  comment  period. 

In  the  meantime,  the  FDIC  has  issued  a  new  regulation,  effective  September  30,  2010, 
that  imposes  a  range  of  disclosure,  risk  retention,  and  other  obligations  on  all  insured  banks  that 
issue  asset  backed  securitizations.591  One  of  the  provisions  imposes  a  5%  risk  retention 
requirement  on  all  asset  backed  securitizations  issued  by  an  insured  bank,  whether  backed  by 
mortgages  or  other  assets.  The  provision  states  that  the  bank  sponsoring  the  securitization  must: 

"retain  an  economic  interest  in  a  material  portion,  defined  as  not  less  than  five  (5) 
percent,  of  the  credit  risk  of  the  financial  assets.  This  retained  interest  may  be  either  in 
the  form  of  an  interest  of  not  less  than  five  (5)  percent  in  each  of  the  credit  tranches  sold 
or  transferred  to  the  investors  or  in  a  representative  sample  of  the  securitized  financial 
assets  equal  to  not  less  than  five  (5)  percent  of  the  principal  amount  of  the  financial  assets 
at  transfer.  This  retained  interest  may  not  be  sold  or  pledged  or  hedged,  except  for  the 
hedging  of  interest  rate  or  currency  risk,  during  the  term  of  the  securitization."592 


The  provision  also  states  that  this  risk  retention  requirement  applies  only  until  the  "effective 


589  Id.  at  81. 

590  Section  941(b)  also  imposes  risk  retention  requirements  on  other  types  of  asset  backed  securities  and 


collateralized  debt  obligations. 

591 12  CFR  §  360.6. 

592 12  CFR  §  360.6(b)(5)(i). 
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date"  of  the  regulations  to  be  issued  under  Section  941  of  the  Dodd-Frank  Act. 

The  FDIC  risk  retention  requirement,  followed  by  the  risk  retention  requirement  to  be 
developed  under  the  Dodd-Frank  Act,  should,  if  well  implemented,  end  the  ability  of  banks  to 
magnify  risk  through  issuing  asset  backed  securities  and  then  walking  away  from  that  risk. 
Instead,  banks  will  be  required  to  keep  "skin  in  the  game"  until  each  securitization  concludes. 

Ban  on  Steering.  The  Washington  Mutual  case  history  also  exposed  another  problem: 
compensation  incentives  that  encouraged  loan  officers  and  mortgage  brokers  to  steer  borrowers 
to  higher  risk  loans.  Compensation  incentives  called  "overages"  at  WaMu  and  "yield  spread 
premiums"  at  other  financial  institutions  also  encouraged  loan  officers  and  mortgage  brokers  to 
charge  borrowers  higher  interest  rates  and  points  than  the  bank  would  accept,  so  that  the  loan 
officer  or  mortgage  banker  could  split  the  extra  money  taken  from  the  borrower  with  the  bank. 

To  ban  these  compensation  incentives,  Section  1403  of  the  Dodd-Frank  Act  creates  a  new 
Section  129B(c)  in  TILA  prohibiting  the  payment  of  any  steering  incentives,  including  yield 
spread  premiums.  It  states:  "no  mortgage  originator  shall  receive  from  any  person  and  no  person 
shall  pay  to  a  mortgage  originator,  directly  or  indirectly,  compensation  that  varies  based  on  the 
terms  of  loan  (other  than  the  amount  of  the  principal)."  It  also  states  explicitly  that  no  provision 
of  the  section  should  be  construed  as  "permitting  any  yield  spread  premium  or  other  similar 
compensation."  In  addition,  it  directs  the  Federal  Reserve  to  issue  regulations  to  prohibit  a  range 
of  abusive  and  unfair  mortgage  related  practices,  including  prohibiting  lenders  and  brokers  from 
steering  borrowers  to  mortgages  for  which  they  lack  a  reasonable  ability  to  repay. 

The  Dodd-Frank  provisions  were  enacted  into  law  shortly  before  the  Federal  Reserve,  in 
September  2010,  promulgated  new  regulations  prohibiting  a  number  of  unfair  or  abusive  lending 
practices,  including  certain  payments  to  mortgage  originators. 593  In  its  notice,  the  Federal 
Reserve  noted  that  its  new  regulations  prohibit  many  of  the  same  practices  banned  in  Section 
1403  of  the  Dodd  Frank  Act,  but  that  it  will  fully  implement  the  new  Dodd-Frank  measures  in  a 
future  rulemaking.594 

High  Risk  Loans.  Still  another  problem  exposed  by  the  Washington  Mutual  case  history 
is  the  fact  that,  in  the  years  leading  up  to  the  financial  crisis,  many  U.S.  insured  banks  held 
highly  risky  loans  and  securities  in  their  investment  and  sale  portfolios.  When  those  loans  and 
securities  lost  value  in  2007,  many  banks  had  to  declare  multi-billion-dollar  losses  that  triggered 
shareholder  flight  and  liquidity  runs. 

Section  620  of  the  Dodd-Frank  Act  requires  the  federal  banking  regulators,  within  18 
months,  to  prepare  a  report  identifying  the  activities  and  investments  that  insured  banks  and  their 
affiliates  are  allowed  to  engage  in  under  federal  and  state  law,  regulation,  order,  and  guidance, 
and  analyzing  the  risks  associated  with  those  activities  and  investments.  The  federal  banking 
agencies  are  also  asked  to  make  recommendations  on  whether  each  allowed  activity  or 

593  75  Fed.  Reg.  185  (9/24/2010). 

594  Id.  at  58509. 
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investment  is  appropriate,  could  negatively  affect  the  safety  and  soundness  of  the  banking  entity 
or  the  U.S.  financial  system,  and  should  be  restricted  to  reduce  risk. 

(2)    Recommendations 

To  further  strengthen  standards  and  controls  needed  to  prevent  high  risk  lending  and 
safeguard  the  Deposit  Insurance  Fund,  this  Report  makes  the  following  recommendations. 

1.  Ensure  "Qualified  Mortgages"  Are  Low  Risk.  Federal  regulators  should  use  their 
regulatory  authority  to  ensure  that  all  mortgages  deemed  to  be  "qualified  residential 
mortgages"  have  a  low  risk  of  delinquency  or  default. 

2.  Require  Meaningful  Risk  Retention.  Federal  regulators  should  issue  a  strong  risk 
retention  requirement  under  Section  941  by  requiring  the  retention  of  not  less  than  a 
5%  credit  risk  in  each,  or  a  representative  sample  of,  an  asset  backed  securitization's 
tranches,  and  by  barring  a  hedging  offset  for  a  reasonable  but  limited  period  of  time. 

3.  Safeguard  Against  High  Risk  Products.  Federal  banking  regulators  should 
safeguard  taxpayer  dollars  by  requiring  banks  with  high  risk  structured  finance 
products,  including  complex  products  with  little  or  no  reliable  performance  data,  to 
meet  conservative  loss  reserve,  liquidity,  and  capital  requirements. 

4.  Require  Greater  Reserves  for  Negative  Amortization  Loans.  Federal  banking 
regulators  should  use  their  regulatory  authority  to  require  banks  issuing  negatively 
amortizing  loans  that  allow  borrowers  to  defer  payments  of  interest  and  principal,  to 
maintain  more  conservative  loss,  liquidity,  and  capital  reserves. 

5.  Safeguard  Bank  Investment  Portfolios.  Federal  banking  regulators  should  use  the 
Section  620  banking  activities  study  to  identify  high  risk  structured  finance  products 
and  impose  a  reasonable  limit  on  the  amount  of  such  high  risk  products  that  can  be 
included  in  a  bank's  investment  portfolio. 
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IV.      REGULATORY  FAILURE: 

CASE  STUDY  OF  THE  OFFICE  OF  THRIFT  SUPERVISION 

Washington  Mutual  Bank  (WaMu),  with  more  than  $300  billion  in  assets,  $188  billion  in 
deposits,  over  2,300  branches  in  15  states,  and  43,000  employees,  was  by  late  2008  the  largest 
thrift  under  the  supervision  of  the  Office  of  Thrift  Supervision  (OTS)  and  among  the  eight 
largest  financial  institutions  insured  by  the  Federal  Deposit  Insurance  Corporation  (FDIC).  The 
bank's  collapse  in  September  2008  came  on  the  heels  of  the  Lehman  Brothers  bankruptcy  filing, 
accelerating  the  unraveling  of  the  financial  markets.  WaMu's  collapse  also  marked  one  of  the 
most  spectacular  failures  of  federal  bank  regulators  in  recent  history. 

In  2007,  many  of  WaMu's  home  loans,  especially  those  with  the  highest  risk  profile, 
began  experiencing  increased  rates  of  delinquency,  default,  and  loss.  After  the  subprime 
mortgage  backed  securities  market  collapsed  in  September  2007,  Washington  Mutual  was  unable 
to  sell  or  securitize  subprime  loans  and  its  loan  portfolio  began  falling  in  value.  By  the  fourth 
quarter  of  2007,  the  bank  recorded  a  loss  of  $1  billion,  and  then  in  the  first  half  of  2008,  WaMu 
lost  $4.2  billion  more.  WaMu's  stock  price  plummeted  against  the  backdrop  of  these  losses  and 
a  worsening  financial  crisis  elsewhere  on  Wall  Street,  which  was  witnessing  the  forced  sales  of 
Countrywide  Financial  Corporation  and  Bear  Stearns,  the  government  takeover  of  IndyMac, 
Fannie  Mae  and  Freddie  Mac,  the  bankruptcy  of  Lehman  Brothers,  the  taxpayer  bailout  of  AIG, 
and  the  conversion  of  Goldman  Sachs  and  Morgan  Stanley  into  bank  holding  companies.  From 
2007  to  2008,  WaMu's  depositors  withdrew  a  total  of  over  $26  billion  in  deposits  from  the  bank, 
triggering  a  liquidity  crisis.  On  September  25,  2008,  OTS  placed  Washington  Mutual  Bank  into 
receivership,  and  the  FDIC,  as  receiver,  immediately  sold  it  to  JPMorgan  Chase  for  $1.9  billion. 
Had  the  sale  not  gone  through,  Washington  Mutual's  failure  could  have  exhausted  the  FDIC's 
entire  $45  billion  Deposit  Insurance  Fund. 

OTS  records  show  that,  during  the  five  years  prior  to  its  collapse,  OTS  examiners 
repeatedly  identified  significant  problems  with  Washington  Mutual's  lending  practices,  risk 
management,  and  asset  quality,  and  requested  corrective  action.  Year  after  year,  WaMu 
promised  to  correct  the  identified  problems,  but  failed  to  do  so.  OTS,  in  turn,  failed  to  respond 
with  meaningful  enforcement  action,  choosing  instead  to  continue  giving  the  bank  inflated 
ratings  for  safety  and  soundness.  Until  shortly  before  the  thrift's  failure  in  2008,  OTS  regularly 
gave  WaMu  a  CAMELS  rating  of  "2"  out  of  "5,"  which  signaled  to  the  bank  and  other  regulators 
that  WaMu  was  fundamentally  sound. 

Federal  bank  regulators  are  charged  with  ensuring  that  U.S.  financial  institutions  operate 
in  a  safe  and  sound  manner.  However,  in  the  years  leading  up  to  the  financial  crisis,  OTS  failed 
to  prevent  Washington  Mutual's  increasing  use  of  high  risk  lending  practices  and  its  origination 
and  sale  of  tens  of  billions  of  dollars  in  poor  quality  home  loans.  The  agency's  failure  to 
adequately  monitor  and  regulate  WaMu's  high  risk  lending  stemmed  in  part  from  an  OTS 
regulatory  culture  that  viewed  its  thrifts  as  "constituents,"  relied  on  them  to  correct  the  problems 
identified  by  OTS  with  minimal  regulatory  intervention,  and  expressed  reluctance  to  interfere 
with  even  unsound  lending  and  securitization  practices.  OTS  displayed  an  unusual  amount  of 
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deference  to  WaMu's  management,  choosing  to  rely  on  the  bank  to  police  itself.  The  reasoning 
appeared  to  be  that  if  OTS  examiners  simply  identified  the  problems  at  the  bank,  OTS  could  then 
rely  on  WaMu's  assurances  that  problems  were  corrected,  with  little  need  for  tough  enforcement 
actions.  It  was  a  regulatory  approach  with  disastrous  results. 

Over  the  five-year  period  reviewed  by  the  Subcommittee,  OTS  examiners  identified  over 
500  serious  deficiencies  in  WaMu  operations.  Yet  OTS  did  not  once,  from  2004  to  2008,  take  a 
public  enforcement  action  against  Washington  Mutual,  even  when  the  bank  failed  to  correct 
major  problems.  Only  in  late  2008,  as  the  bank  incurred  mounting  losses,  did  OTS  finally  take 
two  informal,  nonpublic  enforcement  actions,  requiring  WaMu  to  agree  to  a  Board  Resolution  in 
March  and  a  Memorandum  of  Understanding  in  September,  but  neither  action  was  sufficient  to 
prevent  the  bank's  failure.  OTS  officials  resisted  calls  by  the  FDIC,  the  bank's  backup  regulator, 
for  stronger  measures  and  even  impeded  FDIC  oversight  efforts  at  the  bank.  Hindered  by  a 
culture  of  deference  to  management,  demoralized  examiners,  and  agency  infighting,  OTS 
officials  allowed  the  bank's  short  term  profits  to  excuse  its  risky  practices  and  failed  to  evaluate 
the  bank's  actions  in  the  context  of  the  U.S.  financial  system  as  a  whole. 

OTS  not  only  failed  to  prevent  Washington  Mutual  from  engaging  in  unsafe  and  unsound 
lending  practices,  it  gave  its  tacit  approval  and  allowed  high  risk  loans  to  proliferate.  As  long  as 
Washington  Mutual  was  able  to  sell  off  its  risky  loans,  neither  OTS  nor  the  FDIC  expressed 
concerns  about  the  impact  of  those  loans  elsewhere.  By  not  sounding  the  alarm,  OTS  and  the 
FDIC  enabled  WaMu  to  construct  a  multi-billion-dollar  investment  portfolio  of  high  risk 
mortgage  assets,  and  also  permitted  WaMu  to  sell  hundreds  of  billions  of  dollars  in  high  risk, 
poor  quality  loans  and  securities  to  other  financial  institutions  and  investors  in  the  United  States 
and  around  the  world.  Similar  regulatory  failings  by  OTS,  the  FDIC,  and  other  agencies 
involving  other  lenders  repeated  these  problems  on  a  broad  scale.  The  result  was  a  mortgage 
market  saturated  with  risky  loans,  and  financial  institutions  that  were  supposed  to  hold 
predominantly  safe  investments  but  instead  held  portfolios  rife  with  high  risk,  poor  quality 
mortgages.  When  those  loans  began  defaulting  in  record  numbers  and  mortgage  related 
securities  plummeted  in  value,  financial  institutions  around  the  globe  suffered  hundreds  of 
billions  of  dollars  in  losses,  triggering  an  economic  disaster.  The  regulatory  failures  that  set  the 
stage  for  these  losses  were  a  proximate  cause  of  the  financial  crisis. 

A.  Subcommittee  Investigation  and  Findings  of  Fact 

To  analyze  regulatory  oversight  of  Washington  Mutual,  the  Subcommittee  subpoenaed 
documents  from  OTS,  the  FDIC,  and  WaMu,  including  bank  examination  reports,  legal 
pleadings,  reports,  internal  memoranda,  correspondence,  and  email.  The  Subcommittee  also 
conducted  over  two  dozen  interviews  with  OTS,  FDIC,  and  WaMu  personnel,  including  the 
FDIC  Chairman,  OTS  Director,  OTS  and  the  FDIC  senior  examiners  assigned  to  Washington 
Mutual,  and  senior  WaMu  executives.  The  Subcommittee  also  spoke  with  personnel  from  the 
Offices  of  the  Inspector  General  (IG)  at  the  FDIC  and  the  Department  of  Treasury,  who  were 
engaged  in  a  joint  review  of  WaMu's  failure.  In  addition,  the  Subcommittee  spoke  with  nearly  a 
dozen  experts  on  a  variety  of  banking,  accounting,  regulatory,  and  legal  issues.  On  April  16, 
2010,  the  Subcommittee  held  a  hearing  at  which  OTS,  the  FDIC,  and  IG  officials  provided 
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testimony;  released  92  hearing  exhibits;  and  released  the  FDIC  and  Treasury  IGs'  joint  report  on 
Washington  Mutual. 
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In  connection  with  the  hearing,  the  Subcommittee  released  a  joint  memorandum  from 
Chairman  Levin  and  Ranking  Member  Coburn  summarizing  the  investigation  to  date  into  the 
role  of  the  regulators  overseeing  WaMu.  That  memorandum  stated: 

"Federal  bank  regulators  are  supposed  to  ensure  the  safety  and  soundness  of  individual 
U.S.  financial  institutions  and,  by  extension,  the  U.S.  banking  system.  Washington 
Mutual  was  just  one  of  many  financial  institutions  that  federal  banking  regulators  allowed 
to  engage  in  such  high  risk  home  loan  lending  practices  that  they  resulted  in  bank  failure 
and  damage  to  financial  markets.  The  ineffective  role  of  bank  regulators  was  a  major 
contributor  to  the  2008  financial  crisis  that  continues  to  afflict  the  U.S.  and  world 
economy  today." 

On  March  16,  2011,  the  FDIC  sued  the  three  top  former  executives  of  Washington 
Mutual  for  pursuing  a  high  risk  lending  strategy  without  sufficient  risk  management  practices 
and  despite  their  knowledge  of  a  weakening  housing  market.596  The  FDIC  complaint  states: 

"Chief  Executive  Officer  Kerry  K.  Killinger  ("Killinger"),  Chief  Operating 
Officer  Stephen  J.  Rotella  ("Rotella"),  and  Home  Loans  President  David  C.  Schneider 
("Schneider")  caused  Washington  Mutual  Bank  ("WaMu"  or  "the  Bank")  to  take  extreme 
and  historically  unprecedented  risks  with  WaMu's  held-for-investment  home  loans 
portfolio.  They  focused  on  short  term  gains  to  increase  their  own  compensation,  with 
reckless  disregard  for  WaMu's  longer  term  safety  and  soundness.  Their  negligence,  gross 
negligence  and  breaches  of  fiduciary  duty  caused  WaMu  to  lose  billions  of  dollars.  The 
FDIC  brings  this  Complaint  to  hold  these  three  highly  paid  senior  executives,  who  were 
chiefly  responsible  for  WaMu's  higher  risk  home  lending  program,  accountable  for  the 
resulting  losses." 


595  See  "Wall  Street  and  the  Financial  Crisis:  Role  of  the  Regulators,"  before  the  U.S.  Senate  Permanent 
Subcommittee  on  Investigations,  S.Hrg.  111-672  (April  16,  2010)  (hereinafter  "April  16,  2010  Subcommittee 
Hearing"). 

596  The  Federal  Deposit  Insurance  Corporation  v.  Kerry  K.  Killinger,  Stephen  J.  Rotella,  David  C.  Schneider,  et  al., 
Case  No.  2:ll-CV-00459  (W.D.  Wash.),  Complaint  (March  16,  2011),  at 

http://graphics8.nytimes.com/packages/pdf/business/conf ormedcomplaint.pdf  (hereinafter  "FDIC  Complaint 
Against  WaMu  Executives"). 
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The  Levin-Coburn  memorandum  contained  joint  findings  of  fact  regarding  the  role  of 
federal  regulators  in  the  Washington  Mutual  case  history.  Those  findings  of  fact,  which  this 
Report  reaffirms,  are  as  follows. 

1.  Largest  U.S.  Bank  Failure.  From  2003  to  2008,  OTS  repeatedly  identified 
significant  problems  with  Washington  Mutual's  lending  practices,  risk  management, 
and  asset  quality,  but  failed  to  force  adequate  corrective  action,  resulting  in  the  largest 
bank  failure  in  U.S.  history. 

2.  Shoddy  Lending  and  Securitization  Practices.  OTS  allowed  Washington  Mutual 
and  its  affiliate  Long  Beach  Mortgage  Company  to  engage  year  after  year  in  shoddy 
lending  and  securitization  practices,  failing  to  take  enforcement  action  to  stop  its 
origination  and  sale  of  loans  with  fraudulent  borrower  information,  appraisal 
problems,  errors,  and  notoriously  high  rates  of  delinquency  and  loss. 

3.  Unsafe  Option  ARM  Loans.  OTS  allowed  Washington  Mutual  to  originate 
hundreds  of  billions  of  dollars  in  high  risk  Option  Adjustable  Rate  Mortgages, 
knowing  that  the  bank  used  unsafe  and  unsound  teaser  rates,  qualified  borrowers 
using  unrealistically  low  loan  payments,  permitted  borrowers  to  make  minimum 
payments  resulting  in  negatively  amortizing  loans  (i.e.,  loans  with  increasing 
principal),  relied  on  rising  house  prices  and  refinancing  to  avoid  payment  shock  and 
loan  defaults,  and  had  no  realistic  data  to  calculate  loan  losses  in  markets  with  flat  or 
declining  house  prices. 

4.  Short  Term  Profits  Over  Long  Term  Fundamentals.  OTS  abdicated  its 
responsibility  to  ensure  the  long  term  safety  and  soundness  of  Washington  Mutual  by 
concluding  that  short  term  profits  obtained  by  the  bank  precluded  enforcement  action 
to  stop  the  bank's  use  of  shoddy  lending  and  securitization  practices  and  unsafe  and 
unsound  loans. 

5.  Impeding  FDIC  Oversight.  OTS  impeded  FDIC  oversight  of  Washington  Mutual 
by  blocking  its  access  to  bank  data,  refusing  to  allow  it  to  participate  in  bank 
examinations,  rejecting  requests  to  review  bank  loan  files,  and  resisting  the  FDIC 
recommendations  for  stronger  enforcement  action. 

6.  FDIC  Shortfalls.  The  FDIC,  the  backup  regulator  of  Washington  Mutual,  was 
unable  to  conduct  the  analysis  it  wanted  to  evaluate  the  risk  posed  by  the  bank  to  the 
Deposit  Insurance  Fund,  did  not  prevail  against  unreasonable  actions  taken  by  OTS  to 
limit  its  examination  authority,  and  did  not  initiate  its  own  enforcement  action  against 
the  bank  in  light  of  ongoing  opposition  by  the  primary  federal  bank  regulators  to 
FDIC  enforcement  authority. 

7.  Recommendations  Over  Enforceable  Requirements.  Federal  bank  regulators 
undermined  efforts  to  end  unsafe  and  unsound  mortgage  practices  at  U.S.  banks  by 
issuing  guidance  instead  of  enforceable  regulations  limiting  those  practices,  failing  to 
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prohibit  many  high  risk  mortgage  practices,  and  failing  to  set  clear  deadlines  for  bank 
compliance. 

8.  Failure  to  Recognize  Systemic  Risk.  OTS  and  the  FDIC  allowed  Washington 
Mutual  and  Long  Beach  to  reduce  their  own  risk  by  selling  hundreds  of  billions  of 
dollars  of  high  risk  mortgage  backed  securities  that  polluted  the  financial  system  with 
poorly  performing  loans,  undermined  investor  confidence  in  the  secondary  mortgage 
market,  and  contributed  to  massive  credit  rating  downgrades,  investor  losses, 
disrupted  markets,  and  the  U.S.  financial  crisis. 

9.  Ineffective  and  Demoralized  Regulatory  Culture.  The  Washington  Mutual  case 
history  exposes  the  regulatory  culture  at  OTS  in  which  bank  examiners  are  frustrated 
and  demoralized  by  their  inability  to  stop  unsafe  and  unsound  practices,  in  which 
their  supervisors  are  reluctant  to  use  formal  enforcement  actions  even  after  years  of 
serious  bank  deficiencies,  and  in  which  regulators  treat  the  banks  they  oversee  as 
constituents  rather  than  arms-length  regulated  entities. 

B.  Background 

At  the  time  of  its  collapse,  Washington  Mutual  Savings  Bank  was  a  federally  chartered  thrift 
with  over  $188  billion  in  federal  insured  deposits.  Its  primary  federal  regulator  was  OTS.  Due 
to  its  status  as  an  insured  depository  institution,  it  was  also  overseen  by  the  FDIC. 

(1)  Office  of  Thrift  Supervision 

The  Office  of  Thrift  Supervision  was  created  in  1989,  in  response  to  the  savings  and  loan 
crisis,  to  charter  and  regulate  the  thrift  industry.597  Thrifts  are  required  by  their  charters  to  hold 
most  of  their  assets  in  mortgage  lending,  and  have  traditionally  focused  on  the  issuance  of  home 
loans.598    OTS  was  part  of  the  U.S.  Department  of  the  Treasury  and  headed  by  a  presidentially 
appointed  director.  Like  other  bank  regulators,  OTS  was  charged  with  ensuring  the  safety  and 
soundness  of  the  financial  institutions  it  oversaw.  Its  operations  were  funded  through 
semiannual  fees  assessed  on  the  institutions  it  regulated,  with  the  fee  amount  based  on  the  size, 
condition,  and  complexity  of  each  institution's  portfolio.  Washington  Mutual  was  the  largest 
thrift  overseen  by  OTS  and,  from  2003  to  2008,  paid  at  least  $30  million  in  fees  annually  to  the 
agency,  which  comprised  12-15%  of  all  OTS  revenue.599 


597  Twenty  years  after  its  establishment,  OTS  was  abolished  by  the  Dodd-Frank  Wall  Street  Reform  and  Consumer 
Protection  Act,  P.L.  111-203,  (Dodd-Frank  Act)  which  has  transferred  the  agency's  responsibilities  to  the  Office  of 
the  Comptroller  of  the  Currency  (OCC),  and  directed  the  agency  to  cease  all  operations  by  2012.  This  Report 
focuses  on  OTS  during  the  time  period  2004  through  2008. 

598 

6/19/2002  OTS  Regulatory  Bulletin,  "Thrift  Activities  Regulatory  Handbook  Update"  (some  educational  loans, 
SBLs,  and  credit  card  loans  also  count  towards  qualifying  as  a  thrift),  http://files.ots.treas.gov/74081.pdf. 
599  See  April  16,  2010  Subcommittee  Hearing  at  11  (testimony  of  Treasury  IG  Eric  Thorson). 
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In  2009,  OTS  oversaw  about  765  thrift-chartered  institutions.600  OTS  supervised  its 
thrifts  through  four  regional  offices,  each  led  by  a  Regional  Director,  Deputy  Director,  and 
Assistant  Director.  Regional  offices  assigned  an  Examiner-in-Charge  to  each  thrift  in  its 
jurisdiction,  along  with  other  supporting  examination  personnel.  Approximately  three-quarters 
of  the  OTS  workforce  reported  to  its  four  regional  offices,  while  the  remaining  quarter  worked  at 
OTS  headquarters  in  Washington,  D.C.  Washington  Mutual,  whose  headquarters  were  located  in 
Seattle,  was  supervised  by  the  Western  Region  Office  which,  through  the  end  of  2008,  was  based 
in  Daly  City,  California. 

During  the  years  reviewed  by  the  Subcommittee,  the  OTS  Executive  Director  was  John 
Reich;  the  Deputy  Director  was  Scott  Polakoff;  the  Western  Region  Office  Director  was  Michael 
Finn  and  later  Darrel  Dochow;  and  the  Examiners-in-Charge  at  WaMu  were  Lawrence  Carter 
and  later  Benjamin  Franklin. 

(2)  Federal  Deposit  Insurance  Corporation 

WaMu's  secondary  federal  regulator  was  the  FDIC.  The  FDIC's  mission  is  to  maintain 
stability  and  public  confidence  in  the  nation's  financial  system  by  insuring  deposits,  examining 
and  supervising  financial  institutions  for  safety  and  soundness  and  consumer  protection,  and 
managing  failed  institutions  placed  into  receivership.601  The  FDIC  administers  the  Deposit 
Insurance  Fund,  which  is  the  primary  mechanism  used  to  protect  covered  deposits  at  U.S. 
financial  institutions  from  loss.  The  Deposit  Insurance  Fund  is  financed  through  fees  assessed 
on  the  insured  institutions,  with  assessments  based  on  the  amount  of  deposits  requiring 
insurance,  the  amount  of  assets  at  each  institution,  and  the  degree  of  risk  posed  by  each 
institution  to  the  insurance  fund. 

To  minimize  withdrawals  from  the  Deposit  Insurance  Fund,  the  FDIC  is  assigned  backup 
supervisory  authority  over  approximately  3,000  federally  insured  depository  institutions  whose 
primary  regulators  are  the  Federal  Reserve,  OCC,  and,  until  recently,  OTS.  Among  other 
measures,  the  FDIC  is  authorized  to  conduct  a  "special  examination"  of  any  insured  institution 
"to  determine  the  condition  of  such  depository  institution  for  insurance  purposes."602  To 
facilitate  and  coordinate  its  oversight  obligations  with  those  of  the  primary  bank  regulators  and 
ensure  it  is  able  to  protect  the  Deposit  Insurance  Fund,  the  FDIC  has  entered  into  an  inter-agency 
agreement  with  the  primary  bank  regulators.603  The  2002  version  of  that  agreement,  which  was 
in  effect  until  2010,  stated  that  the  FDIC  was  authorized  to  request  to  participate  in  examinations 
of  large  institutions  or  higher  risk  financial  institutions,  recommend  enforcement  actions  to  be 
taken  by  the  primary  regulator,  and  if  the  primary  regulator  failed  to  act,  take  its  own 
enforcement  action  with  respect  to  an  insured  institution. 


600  2009  OTS  Annual  Report,  "Agency  Profile,"  http://www.ots.treas.gov/_files/482096.pdf. 

601  See  "FDIC  Mission,  Vision,  and  Values,"  http://www.fdic.gov/about/mission/index.html. 
602 12  U.S.C.  §  1820(b)(3). 

603  The  interagency  agreement  is  entitled,  "Coordination  of  Expanded  Supervisory  Information  Sharing  and  Special 
Examinations."  During  the  time  period  of  the  Subcommittee's  investigation,  the  2002  version  of  the  interagency 
agreement,  signed  by  the  FDIC,  Federal  Reserve,  OCC,  and  OTS,  was  in  effect.  In  July  2010,  the  federal  financial 
regulators  agreed  to  adopt  a  stronger  version,  discussed  later  in  this  Report. 
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For  the  eight  largest  insured  institutions  at  the  time,  the  FDIC  assigned  at  least  one 
Dedicated  Examiner  to  work  on-site  at  the  institution.  The  examiner's  obligation  is  to  evaluate 
the  institution's  risk  to  the  Deposit  Insurance  Fund  and  work  with  the  primary  regulator  to  lower 
that  risk.  During  the  period  covered  by  this  Report,  Washington  Mutual  was  one  of  the  eight  and 
had  an  FDIC-assigned  Dedicated  Examiner  who  worked  with  OTS  examiners  to  oversee  the 
bank. 

During  the  years  examined  by  the  Subcommittee,  the  FDIC  Chairman  was  Sheila  Bair; 
the  Acting  Deputy  Director  for  the  FDIC's  Division  of  Supervision  and  Consumer  Protection's 
Complex  Financial  Institution  Branch  was  John  Corston;  in  the  San  Francisco  Region,  the 
Director  was  John  Carter  and  later  Stan  Ivie,  and  the  Assistant  Director  was  George  Doerr.  At 
WaMu,  the  FDIC's  Dedicated  Examiner  was  Stephen  Funaro. 

(3)  Examination  Process 

The  stated  mission  of  OTS  was  "[t]o  supervise  savings  associations  and  their  holding 
companies  in  order  to  maintain  their  safety  and  soundness  and  compliance  with  consumer  laws, 
and  to  encourage  a  competitive  industry  that  meets  America's  financial  services  needs."  The 
OTS  Examination  Handbook  required  "[pjroactive  regulatory  supervision"  with  a  focus  on 
evaluation  of  "future  needs  and  potential  risks  to  ensure  the  success  of  the  thrift  system  in  the 
long  term."604  OTS,  like  other  bank  regulators,  had  special  access  to  the  financial  information  of 
the  thrifts  under  its  regulation,  which  was  otherwise  kept  confidential  from  the  market  and  other 
parties. 

To  carry  out  its  mission,  OTS  traditionally  conducted  an  examination  of  each  of  the 
thrifts  within  its  jurisdiction  every  12  to  18  months  and  provided  the  results  in  a  Report  of 
Examination  ("ROE").  In  2006,  OTS  initiated  a  "continuous  exam"  program  for  its  largest 
thrifts,  requiring  its  examiners  to  conduct  a  series  of  specialized  examinations  during  the  year 
with  the  results  from  all  of  those  examinations  included  in  an  annual  ROE.  The  Examiner-in- 
Charge  led  the  examination  activities  which  were  organized  around  the  CAMELS  rating  system 
used  by  all  federal  bank  regulators.  The  CAMELS  rating  system  evaluates  a  bank's:  (C)  capital 
adequacy,  (A)  asset  quality,  (M)  management,  (E)  earnings,  (L)  liquidity,  and  (S)  sensitivity  to 
market  risk.  A  CAMELS  rating  of  1  is  the  best  rating,  while  5  is  the  worst.  In  the  annual  ROE, 
OTS  provided  its  thrifts  with  an  evaluation  and  rating  for  each  CAMELS  component,  as  well  as 
an  overall  composite  rating  on  the  bank's  safety  and  soundness.605 

At  Washington  Mutual,  OTS  examiners  conducted  both  on-site  and  off-site  activities  to 
review  bank  operations,  and  maintained  frequent  communication  with  bank  management  through 
emails,  telephone  conferences,  and  meetings.  During  certain  periods  of  the  year,  OTS  examiners 


604  2004  OTS  Examination  Handbook,  Section  010.2,  OTSWMEF-0000031969,  Hearing  Exhibit  4/16-2. 

605  A  1  composite  rating  in  the  CAMELS  system  means  "sound  in  every  respect";  a  2  rating  means  "fundamentally 
sound";  a  3  rating  means  "exhibits  some  degree  of  supervisory  concern  in  one  or  more  of  the  component  areas";  a  4 
rating  means  "generally  exhibits  unsafe  and  unsound  practices  or  conditions";  and  a  5  rating  means  "exhibits 
extremely  unsafe  and  unsound  practices  or  conditions"  and  is  of  "greatest  supervisory  concern."  See  chart  in  the 
prepared  statement  of  Treasury  IG  Eric  Thorson  at  7,  reprinted  in  April  16,  2010  Subcommittee  Hearing  at  107. 
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had  temporary  offices  at  Washington  Mutual  for  accessing  bank  information,  collecting  data 
from  bank  employees,  performing  analyses,  and  conducting  other  exam  activities.  Washington 
Mutual  formed  a  Regulatory  Relations  office  charged  with  overseeing  its  interactions  and 
managing  its  relationships  with  personnel  at  OTS,  the  FDIC,  and  other  regulators. 

During  the  year,  OTS  examiners  issued  "findings  memoranda,"  which  set  forth  particular 
examination  findings,  and  required  a  written  response  and  corrective  action  plan  from  WaMu 
management.  The  memoranda  contained  three  types  of  findings.  The  least  severe  was  an 
"observation,"  defined  as  a  "weakness  identified  that  is  not  of  regulatory  concern,  but  which  may 
improve  the  bank's  operating  effectiveness  if  addressed.  . . .  Observations  may  or  may  not  be 
reviewed  during  subsequent  examinations."  The  next  level  of  finding  was  a  "recommendation," 
defined  as  a  "secondary  concern  requiring  corrective  action.  . . .  They  may  be  included  in  the 
Report  of  Examination  ...  Management's  actions  to  address  Recommendations  are  reviewed  at 
subsequent  or  follow-up  examinations."  The  most  severe  type  of  finding  was  a  "criticism," 
defined  as  a  "primary  concern  requiring  corrective  action  . . .  often  summarized  in  the  'Matters 
Requiring  Board  Attention'  . . .  section  of  the  Report  of  Examination.  . . .  They  are  subject  to 
formal  follow-up  by  examiners  and,  if  left  uncorrected,  may  result  in  stronger  action."606 

The  most  serious  OTS  examination  findings  were  elevated  to  Washington  Mutual  Bank's 
Board  of  Directors  by  designating  them  as  a  "Matter  Requiring  Board  Attention"  (MRBA). 
MRBAs  were  set  forth  in  the  ROE  and  presented  to  the  Board  in  an  annual  meeting  attended  by 
OTS  and  FDIC  personnel.  Washington  Mutual  tracked  OTS  findings,  along  with  its  own 
responses,  through  an  internal  system  called  Enterprise  Risk  Issue  Control  System  (ERICS). 
ERICS  was  intended  to  help  WaMu  manage  its  relationship  with  its  regulators  by  storing  the 
regulators'  findings  in  one  central  location.  In  one  of  its  more  unusual  discoveries,  the 
Subcommittee  learned  that  OTS  also  came  to  rely  largely  on  ERICS  to  track  its  dealings  with 
WaMu.  OTS'  reliance  on  WaMu's  tracking  system  was  a  unique  departure  from  its  usual 
practice  of  separately  tracking  the  status  of  its  past  examination  findings  and  a  bank's 
responses.607 

The  FDIC  also  participated  in  the  examinations  of  Washington  Mutual.  Because  WaMu 
was  one  of  the  eight  largest  insured  banks  in  the  country,  the  FDIC  assigned  a  full-time 
Dedicated  Examiner  to  oversee  its  operations.  Typically,  the  FDIC  examiners  worked  with  the 
primary  regulator  and  participated  in  or  relied  upon  the  examinations  scheduled  by  that  regulator, 
rather  than  initiating  separate  FDIC  examinations.  At  least  once  per  year,  the  FDIC  examiner 
performed  an  evaluation  of  the  institution's  risk  to  the  Deposit  Insurance  Fund,  typically  relying 
primarily  on  the  annual  Report  on  Examination  (ROE)  issued  by  the  primary  regulator  and  the 
ROE's  individual  and  composite  CAMELS  ratings  for  the  institution.  After  reviewing  the  ROE 
as  well  as  other  examination  and  financial  information,  the  FDIC  examiner  reviewed  the 
CAMELS  ratings  for  WaMu  to  ensure  they  were  appropriate. 


606  Descriptions  of  these  terms  appeared  in  OTS  findings  memoranda.  See,  e.g.,  6/19/2008  OTS  Findings 
Memorandum  of  Washington  Mutual  Bank,  at  Bisset_John-00046124_002,  Hearing  Exhibit  4/16-12a. 

607  See  April  16,  2010  Subcommittee  Hearing  at  21  (information  supplied  by  Treasury  IG  Thorson  for  the  record). 
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In  addition,  for  institutions  with  assets  of  $10  billion  or  more,  the  FDIC  had  established  a 
Large  Insured  Depository  Institutions  ("LIDI")  Program  to  assess  and  report  on  emerging  risks 
that  may  pose  a  threat  to  the  Deposit  Insurance  Fund.  Under  that  program,  the  FDIC  Dedicated 
Examiner  and  other  FDIC  regional  case  managers  performed  ongoing  analysis  of  emerging  risks 
within  each  covered  institution  and  assigned  it  a  quarterly  risk  rating,  using  a  scale  of  A  to  E, 
with  A  being  the  best  rating  and  E  the  worst.  In  addition,  senior  FDIC  analysts  within  the 
Complex  Financial  Institutions  Branch  analyzed  specific  bank  risks  and  developed  supervisory 
strategies.  If  the  FDIC  viewed  an  institution  as  imposing  an  increasing  risk  to  the  Deposit 
Insurance  Fund,  it  could  perform  one  or  more  "special  examinations"  to  take  a  closer  look. 

C.  Washington  Mutual  Examination  History 

For  the  five-year  period,  from  2004  to  2008,  OTS  repeatedly  identified  significant 
problems  with  Washington  Mutual' s  lending  practices,  risk  management,  appraisal  procedures, 
and  issued  securities,  and  requested  corrective  action.  WaMu  promised  to  correct  the  identified 
deficiencies,  but  failed  to  do  so.  OTS  failed,  in  turn,  to  take  enforcement  action  to  ensure  the 
corrections  were  made,  until  the  bank  began  losing  billions  of  dollars.  OTS  also  resisted  and  at 
times  impeded  FDIC  examination  efforts  at  Washington  Mutual. 

(1)  Regulatory  Challenges  Related  to  Washington  Mutual 

Washington  Mutual  was  a  larger  and  more  complex  financial  institution  than  any  other 
thrift  overseen  by  OTS,  and  presented  numerous  regulatory  challenges.  By  2007,  Washington 
Mutual  had  over  $300  billion  in  assets,  43,000  employees,  and  over  2,300  branches  in  15  states, 
including  a  securitization  office  on  Wall  Street,  a  massive  loan  portfolio,  and  several  lines  of 
business,  including  home  loans,  credit  cards,  and  commercial  real  estate. 

Integration  Issues.  During  the  1990s,  as  described  in  the  prior  chapter,  WaMu 
embarked  upon  a  strategy  of  growth  through  acquisition  of  smaller  institutions,  and  over  time 
became  one  of  the  largest  mortgage  lenders  in  the  United  States.  One  consequence  of  its 
acquisition  strategy  was  that  WaMu  struggled  with  the  logistical  and  managerial  challenges  of 
integrating  a  variety  of  lending  platforms,  information  technology  systems,  staff,  and  policies 
into  one  system. 

OTS  was  concerned  about  and  critical  of  WaMu's  integration  efforts.  In  a  2004  Report 
on  Examination  (ROE),  OTS  wrote: 

"Our  review  disclosed  that  past  rapid  growth  through  acquisition  and  unprecedented 
mortgage  refinance  activity  placed  significant  operational  strain  on  [Washington  Mutual] 
during  the  early  part  of  the  review  period.  Beginning  in  the  second  half  of  2003,  market 
conditions  deteriorated,  and  the  failure  of  [Washington  Mutual]  to  fully  integrate  past 
mortgage  banking  acquisitions,  address  operational  issues,  and  realize  expectations  from 
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certain  major  IT  initiatives  exposed  the  institution's  infrastructure  weaknesses  and  began 
to  negatively  impact  operating  results. : 


,608 


Long  Beach.  One  of  WaMu's  acquisitions,  in  1999,  was  Long  Beach  Mortgage 
Company  (Long  Beach),  a  subprime  lender  that  became  a  source  of  significant  management, 
asset  quality,  and  risk  problems.  Long  Beach's  headquarters  were  located  in  Long  Beach, 
California,  but  as  a  subsidiary  of  Washington  Mutual  Inc.,  the  parent  holding  company  of 
Washington  Mutual  Bank,  it  was  subject  to  regulation  by  the  State  of  Washington  Department  of 
Financial  Institutions  and  the  FDIC.  Long  Beach's  business  model  was  to  purchase  subprime 
loans  from  third  party  mortgage  brokers  and  lenders  and  then  sell  or  securitize  the  loans  for  sale 
to  investors. 

For  the  first  seven  years,  from  1999  to  2006,  OTS  had  no  direct  jurisdiction  over  Long 
Beach,  since  it  was  a  subsidiary  of  WaMu's  parent  holding  company,  but  not  a  subsidiary  of  the 
bank  itself.  OTS  was  limited  to  reviewing  Long  Beach  indirectly  by  examining  its  effect  on  the 
holding  company  and  WaMu.  In  late  2003,  OTS  examiners  took  greater  notice  of  Long  Beach 
after  WaMu's  legal  department  halted  Long  Beach's  securitizations  while  it  helped  the  company 
strengthen  its  internal  controls.  As  many  as  4,000  Long  Beach  loans  were  of  such  poor  quality 
that  three  quarters  of  them  could  not  be  sold  to  investors.  In  2005,  Long  Beach  experienced  a 
surge  in  early  payment  defaults,  was  forced  to  repurchase  a  significant  number  of  loans,  lost  over 
$107  million,  and  overwhelmed  its  loss  reserves.  Washington  Mutual  requested  permission  to 
make  Long  Beach  a  division  of  the  bank,  so  that  it  could  assert  greater  control  over  Long 
Beach's  operations,  and  in  March  2006,  OTS  approved  the  purchase  with  conditions.  In  2006, 
Long  Beach  experienced  another  surge  of  early  payment  defaults  and  was  forced  to  repurchase 
additional  loans.  When  Long  Beach  loans  continued  to  have  problems  in  2007,  Washington 
Mutual  eliminated  Long  Beach  as  a  separate  operation  and  rebranded  it  as  a  Washington  Mutual 
"Wholesale  Specialty  Lending"  division.  In  August  2007,  after  the  collapse  of  the  subprime 
secondary  market,  WaMu  stopped  offering  subprime  loans  and  discontinued  the  last  vestiges  of 
the  Long  Beach  operation. 

High  Risk  Lending.  In  2004,  Washington  Mutual  shifted  its  strategy  toward  the 
issuance  and  purchase  of  higher  risk  home  loans.  OTS  took  note  of  the  strategic  shift  in  WaMu's 
2004  ROE: 

"Management  provided  us  with  a  copy  of  the  framework  for  WMI's  5-year  (2005-2009) 
strategic  plan  [which]  contemplates  asset  growth  of  at  least  10%  a  year,  with  assets 
increasing  to  near  $500  billion  by  2009."609 


M)H 


See  3/15/2004  OTS  Report  of  Examination,  at  OTSWMS04-0000001482,  Hearing  Exhibit  4/16-94  [Sealed 
Exhibit].  See  also,  e.g.,  12/17/2004  email  exchange  among  WaMu  executives,  "Risks/Costs  to  Moving  GSE  Share 
to  FH,"  JPM_WM05501400,  Hearing  Exhibit  4/16-88  (noting  that  Fannie  Mae  "is  well  aware  of  our  data  integrity 
issues  (miscoding  which  results  in  misdeliveries,  expensive  and  time  consuming  data  reconciliations),  and  has  been 
exceedingly  patient."). 

609  See  3/15/2004  OTS  Report  of  Examination,  at  OTSWMS04-0000001509,  Hearing  Exhibit  4/16-94  [Sealed 
Exhibit]. 
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OTS  recommended,  and  the  bank  agreed,  to  spell  out  its  new  lending  strategy  in  a  written 
document  that  had  to  be  approved  by  the  WaMu  Board  of  Directors 


610 


The  result  was  the  bank's  January  2005  High  Risk  Lending  Strategy,  discussed  in  the 
prior  chapter,  in  which  WaMu  management  obtained  the  approval  of  its  Board  to  shift  its  focus 
from  originating  lower  risk  fixed  rate  and  government  backed  loans  to  higher  risk  subprime, 
home  equity,  and  Option  ARM  loans.611  The  High  Risk  Lending  Strategy  also  outlined  WaMu's 
plans  to  increase  its  issuance  of  higher  risk  loans  to  borrowers  with  a  higher  risk  profile.  The 
purpose  of  the  shift  was  to  maximize  profits  by  originating  loans  with  the  highest  profit  margins, 
which  were  usually  the  highest  risk  loans.  According  to  actual  loan  data  analyzed  by  WaMu, 
higher  risk  loans,  such  as  subprime,  Option  ARM,  and  home  equity  loans,  produced  a  higher 
"gain  on  sale"  or  profit  for  the  bank  compared  to  lower  risk  loans.  For  example,  a  presentation 
supporting  the  High  Risk  Lending  Strategy  indicated  that  selling  subprime  loans  garnered  more 
than  eight  times  the  gain  on  sale  as  government  backed  loans.612 

The  WaMu  submission  to  the  Board  noted  that,  in  order  for  the  plan  to  be  successful, 
WaMu  would  need  to  carefully  manage  its  residential  mortgage  business  as  well  as  its  credit  risk, 
meaning  the  risk  that  borrowers  would  not  repay  the  higher  risk  loans.613  During  the  Board's 
discussion  of  the  strategy,  credit  officers  noted  that  losses  would  likely  lag  by  several  years.614 
WaMu  executives  knew  that  even  if  loan  losses  did  not  immediately  materialize,  the  strategy 
presented  potentially  significant  risks  down  the  road.  OTS  did  not  object  to  the  High  Risk 
Lending  Strategy,  even  though  OTS  noted  that  the  bank's  five-year  plan  did  not  articulate  a 
robust  plan  for  managing  the  increased  risk.615 


610  6/30/2004  OTS  Memo  to  Lawrence  Carter  from  Zalka  Ancely,  OTSWME04-0000005357  at  61  ("Joint  Memo  #9 
-  Subprime  Lending  Strategy");  3/15/2004  OTS  Report  of  Examination,  at  OTSWMS04-0000001483  [Sealed 
Exhibit].  See  also  1/2005  "Higher  Risk  Lending  Strategy  Presentation,"  submitted  to  Washington  Mutual  Board  of 
Directors,  at  JPM_WM00302978,  Hearing  Exhibit  4/13-2a  ("As  we  implement  our  Strategic  Plan,  we  need  to 
address  OTS/FDIC  2004  Safety  and  Soundness  Exam  Joint  Memos  8  &  9  .  .  .  Joint  Memo  9:  Develop  and  present  a 
SubPrime/Higher  Risk  Lending  Strategy  to  the  Board."). 

611 1/2005  "Higher  Risk  Lending  Strategy  Presentation,"  submitted  to  Washington  Mutual  Board  of  Directors,  at 
JPM_WM00302978,  Hearing  Exhibit  4/13-2a;  see  also  "WaMu  Product  Originations  and  Purchases  by  Percentage  - 
2003-2007,"  chart  prepared  by  the  Subcommittee,  Hearing  Exhibit  4/13-li. 

612  4/18/2006  Washington  Mutual  Home  Loans  Discussion  Board  of  Directors  Meeting,  at  JPM_WM00690894, 
Hearing  Exhibit  4/13-3  (see  chart  showing  gain  on  sale  for  government  loans  was  13  basis  points  (bps);  for  30-year, 
fixed  rate  loans  was  19  bps;  for  Option  ARMs  was  109  bps;  for  home  equity  loans  was  113  bps;  and  for  subprime 
loans  was  150  bps.) 

613  The  Home  Loans  presentation  to  the  Board  acknowledged  that  risks  of  the  High  Risk  Lending  Strategy  included 
managing  credit  risk,  implementing  lending  technology  and  enacting  organizational  changes.  4/18/2006 
Washington  Mutual  Home  Loans  Discussion  Board  of  Directors  Meeting,  at  JPM_WM00690899,  Hearing  Exhibit 
4/13-3. 

614  1/18/2005  Washington  Mutual  Inc.  Washington  Mutual  Bank  FA  Finance  Committee  Minutes, 
JPM_WM06293964-68  at  67;  see  also  1/2005  Washington  Mutual,  Higher  Risk  Lending  Strategy  Presentation,  at 
JPM_WM00302987,  Hearing  Exhibit  4/13-2a  (chart  showing  peak  loss  rates  in  2007). 

615  See  3/15/2004  OTS  Report  of  Examination,  at  OTSWMS04-0000001509,  Hearing  Exhibit  4/16-94  [Sealed 
Exhibit]. 
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Even  before  it  received  formal  Board  approval,  Washington  Mutual  had  begun  shifting 
its  loan  originations  toward  higher  risk  loans.  By  2007,  rising  defaults  and  the  collapse  of  the 
subprime  secondary  market  prevented  WaMu  from  fully  implementing  its  plans,  but  it  did  have 
time  to  shift  the  composition  of  the  loans  it  originated  and  purchased,  increasing  the  percentage 
of  higher  risk  home  loans  from  at  least  19%  in  2003,  to  over  47%  in  2007. 616 


Home    ____ 
Equity    2003 


2007 


Subprime 
5% 


Over  the  course  of  nearly  three  years,  from  2005  to  2007,  WaMu  issued  and  securitized 
hundreds  of  billions  of  high  risk  loans,  including  $49  billion  in  subprime  loans617  and  $59  billion 
in  Option  ARMs.618  Data  compiled  by  the  Treasury  and  the  FDIC  Inspectors  General  showed 
that,  by  the  end  of  2007,  Option  ARMs  constituted  about  47%  of  all  home  loans  on  WaMu's 
balance  sheet,  of  which  about  56%  of  the  borrowers  were  making  the  minimum  payment 
amounts.619  The  data  also  showed  that  84%  of  the  total  value  of  the  Option  ARMs  was 
negatively  amortizing,  meaning  that  the  borrowers  were  going  into  deeper  debt  rather  than 
paying  off  their  loan  balances.620  In  addition,  by  the  end  of  2007,  stated  income  loans  -  loans  in 
which  the  bank  had  not  verified  the  borrower's  income  -  represented  73%  of  WaMu's  Option 


"WaMu  Product  Originations  and  Purchases  by  Percentage  -  2003-2007,"  chart  prepared  by  the  Subcommittee, 
Hearing  Exhibit  4/13-li. 

617  "Securitizations  of  Washington  Mutual  and  Long  Beach  Subprime  Home  Loans,"  chart  prepared  by  the 
Subcommittee,  Hearing  Exhibit  4/13-lc. 

618  4/2010  "Evaluation  of  Federal  Regulatory  Oversight  of  Washington  Mutual  Bank,"  report  prepared  by  the 
Offices  of  Inspector  General  at  the  Department  of  the  Treasury  and  Federal  Deposit  Insurance  Corporation 
(hereinafter  "Treasury  and  FDIC  IG  Report"),  at  9,  Hearing  Exhibit  4/16-82. 

619  Id.  An  August  2006  WaMu  internal  presentation  indicated  that  over  95%  of  its  Option  ARM  borrowers  were 
making  minimum  payments.  See  8/2006  chart,  "Borrower-Selected  Payment  Behavior,"  in  WaMu  internal 
presentation  entitled,  "Option  ARM  Credit  Risk,"  JPM_WM002 12646,  Hearing  Exhibit  4/13-37. 

620  See  Treasury  and  FDIC  IG  Report,  at  9,  Hearing  Exhibit  4/16-82. 
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ARMs,  50%  of  its  subprime  loans,  and  90%  of  its  home  equity  loans.621  WaMu  also  originated 
numerous  loans  with  high  loan-to-value  (LTV)  ratios,  in  which  the  loan  amount  exceeded  80% 
of  the  value  of  the  underlying  property.  The  Inspectors  General  determined,  for  example,  that 
44%  of  WaMu's  subprime  loans  and  35%  of  its  home  equity  loans  had  LTV  ratios  in  excess  of 
80%. 622  Still  another  problem  was  that  WaMu  had  high  concentrations  of  its  home  loans  in 
California  and  Florida,  states  that  ultimately  suffered  above-average  home  value  depreciation.623 

WaMu  issued  loans  through  its  own  retail  loan  offices,  through  Long  Beach,  which 
issued  subprime  loans  initiated  by  third  party  mortgage  brokers,  and  through  correspondent  and 
conduit  programs  in  which  the  bank  purchased  loans  from  third  parties.  The  Treasury  and  the 
FDIC  Inspectors  General  observed  that,  from  2003  to  2007,  48  to  70%  of  WaMu's  residential 
mortgages  came  from  third  party  mortgage  brokers,  and  that  only  14  WaMu  employees  were 
responsible  for  overseeing  more  than  34,000  third  party  brokers,  requiring  each  WaMu  employee 
to  oversee  more  than  2,400  third  party  brokers.624 

When  the  subprime  market  collapsed  in  July  2007,  Washington  Mutual  was  left  holding  a 
portfolio  saturated  with  high  risk,  poorly  performing  loans.  Prior  to  the  collapse,  WaMu  had 
sold  or  securitized  the  majority  of  the  loans  it  had  originated  or  purchased,  undermining  the  U.S. 
home  loan  mortgage  market  with  hundreds  of  billions  of  dollars  in  high  risk,  poor  quality  loans. 
OTS  documentation  shows  that  WaMu's  regulators  saw  what  was  happening,  identified  the 
problems,  but  then  took  no  enforcement  actions  to  protect  either  Washington  Mutual  or  the  U.S. 
financial  system  from  the  bank's  shoddy  lending  practices. 

(2)  Overview  of  Washington  Mutual's  Ratings  History  and  Closure 

An  overview  of  Washington  Mutual's  ratings  history  shows  how  OTS  and  the  FDIC  were 
required  to  work  together  to  oversee  Washington  Mutual,  which  the  two  agencies  did  with 
varying  levels  of  success.  At  times,  the  relationship  was  productive  and  useful,  while  at  others 
they  found  themselves  bitterly  at  odds  over  how  to  proceed.  As  Washington  Mutual's  problems 
intensified,  the  working  relationship  between  OTS  and  the  FDIC  grew  more  dysfunctional. 

From  2004  to  2006,  Washington  Mutual  was  a  profitable  bank  and  enjoyed  a  2  CAMELS 
rating  from  both  agencies,  signifying  it  was  a  fundamentally  sound  institution.  In  late  2006,  as 
housing  prices  began  to  level  off  for  the  first  time  in  years,  subprime  loans  began  to  experience 
delinquencies  and  defaults.  In  part  because  borrowers  were  unable  to  refinance  their  loans,  those 
delinquencies  and  defaults  accelerated  in  2007.  The  poorly  performing  loans  began  to  affect  the 
payments  supporting  subprime  mortgage  backed  securities,  which  began  to  incur  losses.  In  July 
2007,  the  subprime  market  was  performing  so  poorly  that  the  major  credit  rating  agencies 
suddenly  downgraded  hundreds  of  subprime  mortgage  backed  securities,  including  over  40 
issued  by  Long  Beach.  The  subprime  market  slowed  and  then  collapsed,  and  Washington 
Mutual  was  suddenly  left  with  billions  of  dollars  in  unmarketable  subprime  loans  and  securities 


621  Id.  at  10. 

622  Id. 

623  Id.  at  11. 

624  See  Thorson  prepared  statement,  at  5,  April  16,  2010  Subcommittee  Hearing  at  105. 


174 

that  were  plummeting  in  value.  WaMu  stopped  issuing  subprime  loans.  In  the  fourth  quarter  of 
2007,  WaMu  reported  a  $1  billion  loss. 

As  housing  prices  slowed  and  even  began  declining  in  some  parts  of  the  country,  high 
risk  prime  loans,  including  hybrid  adjustable  rate  mortgages,  Alt  A,  and  Option  ARMs,  also 
began  incurring  delinquencies  and  defaults.625  By  March  2008,  the  total  delinquency  rate  for 
prime/ Alt  A  loans  underlying  WaMu  and  Long  Beach  securitizations  was  8.57%,  more  than 
twice  the  industry  average.626  In  2008,  WaMu  did  not  issue  any  new  high  risk,  nonconforming 
mortgage  securitizations  due  to,  in  the  words  of  OTS,  "continued  market  illiquidity,  deterioration 
in  the  financial  condition  of  the  market,  and  the  poor  performance  of  WaMu's  outstanding 
securitizations."627 

In  the  first  quarter  of  2008,  WaMu  continued  to  incur  losses  as  the  value  of  its  loan 
portfolio  and  mortgage  backed  securities  continued  to  drop.  In  February  2008,  OTS  downgraded 
Washington  Mutual  for  the  first  time,  changing  its  CAMELS  rating  from  a  2  to  a  3,  signifying 
that  the  bank  was  in  trouble.  Unfortunately,  OTS  did  not  follow  up  with  a  suitable  enforcement 
action.  Consistent  with  its  own  practice,  OTS  should  have  required  WaMu  to  enter  into  a  public 
Memorandum  of  Understanding  specifying  the  measures  WaMu  would  take  to  remedy  its 
problems.  Instead,  in  March,  OTS  allowed  WaMu  to  issue  a  nonpublic  Board  Resolution  in 
which  the  WaMu  Board  generally  promised  to  address  various  problems,  but  did  not  identify  any 
specific  actions  or  deadlines.628 

Also  in  March  2008,  at  the  urging  of  the  FDIC,  OTS  required  Washington  Mutual  to 
allow  potential  buyers  of  the  bank  to  conduct  due  diligence  of  its  assets  and  operations.629 
Several  institutions  participated,  and  JPMorgan  Chase  made  an  offer  to  buy  the  bank  which 
Washington  Mutual  turned  down.  By  the  end  of  the  first  quarter  of  2008,  Washington  Mutual 
had  lost  another  $1  billion.  In  April  2008,  to  reassure  the  market  and  its  depositors,  the  holding 
company  raised  additional  capital  of  $7  billion  from  the  private  sector  and  provided  $3  billion  of 
those  funds  to  the  bank.  But  by  the  end  of  the  second  quarter,  WaMu  lost  another  $3.2  billion. 
Its  stock  price  plummeted,  and  depositors  began  withdrawing  substantial  sums  from  the  bank. 

In  June  2008,  as  a  result  of  the  bank's  financial  and  deposit  losses,  the  FDIC  downgraded 
WaMu  to  its  lowest  internal  LIDI  rating,  an  E,  indicating  "serious  concern"  that  the  bank  would 


625  WaMu's  Chief  Credit  Officer  informed  the  Board  of  Directors  that  WaMu  was  "heavily  concentrated"  in 
residential  mortgages  and  high  risk  products  as  well  as  in  "highly  stressed"  geographic  markets,  which  negatively 
affected  WaMu's  portfolio  performance.  See  2/25/2008  Credit  Risk  Overview  Report  to  the  Board  of  Directors, 
prepared  by  John  McMurray,  WaMu  Chief  Credit  Officer,  JPM_WM02548447,  at  28-29.  He  reported  that  WaMu's 
mortgages  were  1366%  of  its  common  tangible  equity,  the  highest  percentage  of  any  of  the  top  20  banks.  He  also 
informed  the  Board  that  the  bank's  residential  mortgages  "performed  very  poorly"  and  WaMu  had  "generally 
retained  higher  risk  products  (e.g.,  Option  ARMS,  2n  Liens,  Subprime,  Low  Doc)." 

626  QTS  Fact  sheet  12)  <<SecuritizationS;»  Dochow_Darrel-00001364_001. 

627  Id. 

628  3/17/2008  letter  from  Kerry  Killinger  to  Darrel  Dochow  with  enclosed  Board  Resolution,  OTSWMS08-015 
0001216.  See  also  Treasury  and  FDIC  IG  Report  at  31. 

629  Subcommittee  interviews  of  WaMu  Chief  Financial  Officer  Tom  Casey  (2/20/2010);  WaMu  Controller  Melissa 
Ballenger  (2/14/2010);  and  OTS  Western  Region  Office  Director  Darrel  Dochow  (3/3/2010);  4/2010  "Washington 
Mutual  Regulators  Timeline,"  prepared  by  the  Subcommittee,  Hearing  Exhibit  4/16-lj. 
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cause  a  loss  to  the  Deposit  Insurance  Fund.  It  also  initiated  a  special  insurance  examination  of 
WaMu,  which  it  conducted  concurrently  with  ongoing  OTS  examination  efforts 


630 


Other  financial  institutions  were  also  failing,  compounding  the  concern  of  those  who 
worried  whether  the  Deposit  Insurance  Fund  had  sufficient  funds.  In  July  2008,  IndyMac  Bank, 
another  thrift  with  high  risk  loans,  failed  and  was  taken  over  by  the  FDIC.631  In  response, 
Washington  Mutual  depositors  began  to  withdraw  more  funds  from  the  bank,  eventually 
removing  over  $10  billion.632  The  Federal  Home  Loan  Bank  of  San  Francisco  also  began  to 
limit  WaMu's  borrowing,  further  straining  its  liquidity.633  The  parent  holding  company  supplied 
an  additional  $2  billion  in  capital  to  the  bank. 

In  the  final  three  months  before  WaMu's  collapse,  tensions  increased  further  between 
OTS  and  the  FDIC  as  they  disagreed  on  the  course  of  action.  On  July  3,  2008,  the  head  of  OTS 
sent  an  email  to  the  CEO  of  WaMu  informing  him  that  the  agency  had  decided  to  require  the 
bank  to  issue  a  nonpublic  Memorandum  of  Understanding  (MOU).634  On  July  15,  OTS  and  the 
FDIC  met  with  the  WaMu  Board  of  Directors  to  discuss  the  latest  examination  findings  and 
formally  advise  the  Board  of  the  OTS  decision  to  require  the  MOU.  On  July  21,  2008,  the  FDIC 
sent  a  letter  to  OTS  urging  it  to  take  tough  supervisory  action  in  the  MOU,  including  by 
requiring  WaMu  to  increase  its  loan  loss  reserves,  begin  providing  regular  financial  updates,  and 
raise  an  additional  $5  billion  in  capital.635  OTS  rejected  the  FDIC's  advice.636  On  July  31,  2008, 
both  OTS  and  FDIC  officials  met  with  WaMu's  Board.  An  FDIC  official  suggested  at  the  Board 
meeting  that  WaMu  look  for  a  strategic  partner  to  buy  or  invest  in  the  bank;  OTS  expressed 
anger  that  the  FDIC  had  raised  the  issue  without  first  clearing  it  with  OTS.637 

On  August  1,  2008,  the  FDIC  informed  OTS  that  it  thought  WaMu  should  be 
downgraded  to  a  4  CAMELS  rating,  signaling  it  was  a  troubled  bank  exhibiting  unsafe  and 
unsound  practices.638  OTS  strongly  disagreed.639  Also  on  August  1,  OTS  provided  WaMu  with 
the  proposed  MOU.  The  proposed  MOU  would  require  the  bank  to  correct  lending  and  risk 
management  deficiencies  identified  in  a  June  30  examination  report,  develop  a  capital 
contingency  plan  (rather  than,  as  the  FDIC  originally  urged,  raise  additional  capital),  submit  a  3- 
year  business  plan,  and  engage  a  consultant  to  review  its  underwriting,  risk  management, 


630  See  7/21/2008  letter  from  FDIC  to  OTS,  FDIC_WAMU_000001730,  Hearing  Exhibit  4/16-59. 

631  For  more  information  on  IndyMac  Bank,  see  section  E(2),  below. 

632  See  undated  charts  prepared  by  FDIC  on  "Daily  Retail  Deposit  Change,"  FDIC-PSI-01-000009. 

633  See,  e.g.,  12/1/2008  "WaMu  Bank  Supervisory  Timeline,"  prepared  by  OTS  Examiner-in-Charge  Benjamin 
Franklin,  at  Franklin_Benjamin-00035756_001,  at  032  (7/22/2008  entry:  "Although  they  have  $60  billion  in 
borrowing  capacity,  the  FHLB  is  not  in  a  position  to  fund  more  than  about  $4  to  $5  billion  a  week").  See  also  FDIC 
LIDI  Report  for  the  Second  Quarter  of  2008,  at  FDIC_WAMU_000014991  [Sealed  Exhibit]. 

634  7/3/2008  email  from  John  Reich  to  Kerry  Killinger,  "MOU  vs.  Board  Resolution,"  Hearing  Exhibit  4/16-44. 

635  7/2i/2008  letter  from  FDIC  to  OTS,  FDIC_WAMU_000001730,  Hearing  Exhibit  4/16-59. 

636  7/22/2008  letter  from  OTS  to  FDIC,  OTSWMS08-015  0001312,  Hearing  Exhibit  4/16-60. 

637  See  8/1/2008  email  exchange  among  FDIC  colleagues,  FDIC-EM_00246958,  Hearing  Exhibit  4/16-64. 

638  8/1/2008  email  exchange  among  OTS  officials,  Hearing  Exhibit  4/16-62.  The  FDIC  had  performed  a  capital 
analysis  earlier  in  the  summer  and  had  been  pushing  for  a  downgrade  for  weeks.   See  7/21/2008  letter  from  FDIC  to 
OTS,  FDIC_WAMU_000001730,  Hearing  Exhibit  4/16-59. 

639  8/1/2008  email  from  OTS  Director  John  Reich  to  FDIC  Chairman  Sheila  Bair,  Hearing  Exhibit  416-63. 
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management,  and  board  oversight.  On  August  4,  WaMu  asked  OTS  to  drop  the  requirement  that 
the  consultant  review  the  Board's  oversight  efforts,  and  OTS  agreed. 

On  August  6,  the  FDIC  Chairman  asked  the  OTS  Director  to  discuss  contingency  plans 
for  an  emergency  closure  of  the  bank.  The  OTS  Director  reacted  negatively  and  sent  an  email 
criticizing  the  FDIC  Chairman  for  acting  as  if  it  were  the  primary  regulator  of  the  bank.640  As 
the  agencies  argued  amongst  themselves,  the  bank's  condition  continued  to  deteriorate. 

By  August  25,  OTS  and  WaMu  reached  agreement  on  the  terms  of  the  MOU,  but  it  was 
not  actually  signed  until  September  7,  2008. 641  Apart  from  the  capitalization  plan,  OTS  Deputy 
Director  Scott  Polakoff  described  the  final  MOU  as  a  "benign  supervisory  document," 
meaning  it  would  not  bring  about  meaningful  change  at  WaMu 


642 


643 


On  September  10,  2008,  the  FDIC  Chairman,  Sheila  Bair,  informed  WaMu  that  there  was 
a  ratings  disagreement  between  the  FDIC  and  OTS,  and  that  the  FDIC  was  likely  to  downgrade 
WaMu  to  a  4.  When  she  informed  the  OTS  Director,  John  Reich,  of  her  conversation  with 
WaMu,  he  sent  an  internal  email  to  his  deputy,  Scott  Polakoff,  venting  his  frustration  that  she 
had  not  discussed  the  matter  with  him  first  and  allowed  OTS  to  break  the  news  to  the  bank:  "I 
cannot  believe  the  continuing  audacity  of  this  woman."644 

Six  days  later,  on  September  16,  2008,  Lehman  Brothers  declared  bankruptcy,  triggering 
another  run  on  Washington  Mutual.  Over  the  next  eight  days,  depositors  pulled  $17  billion  in 
cash  from  WaMu's  coffers,  leading  to  a  second  liquidity  crisis.645  On  September  18,  the  FDIC 
downgraded  the  bank  to  a  4  rating,  and  OTS  agreed  to  the  lower  rating.  Within  days,  because  of 
the  bank's  accelerating  liquidity  problems,  portfolio  losses,  share  price  decline,  and  other 
problems,  OTS  and  the  FDIC  decided  they  had  to  close  the  bank.646 

Due  to  the  bank's  worsening  liquidity  crisis,  the  regulators  abandoned  their  customary 
practice  of  waiting  until  markets  closed  on  Friday,  and  on  Thursday,  September  25,  2008,  OTS 
closed  Washington  Mutual  Bank  and  appointed  the  FDIC  as  receiver.  The  FDIC  immediately 
sold  the  bank  to  JPMorgan  Chase  for  $1.9  billion.  If  the  sale  had  not  gone  through,  Washington 
Mutual' s  $300  billion  failure  might  have  exhausted  the  entire  $45  billion  Deposit  Insurance 
Fund. 


640  See  8/6/2008  email  from  John  Reich,  OTS  Director,  to  Sheila  Bair,  FDIC  Chairman,  "Re:  W,"  FDIC- 
EM_00110089,  Hearing  Exhibit  4/16-66. 

641  9/11/2008  OTS  document,  "WaMu  Ratings,"  Hearing  Exhibit  4/16-48. 

642  7/28/2008  email  from  OTS  Deputy  Director  Scott  Polakoff  to  Timothy  Ward,  "Re:  WAMU  MOU," 
Polakoff_Scott-00060660_001,  Hearing  Exhibit  4/16-45. 

643  Subcommittee  interview  of  Tim  Ward,  OTS  Deputy  Director  of  Examinations,  Supervision  and  Consumer 
Protection  (2/12/2010). 

644  9/10/2008  email  from  OTS  Director  John  Reich  to  OTS  Deputy  Director  Scott  Polakoff,  Polakoff_Scott- 
00065461_001,  Hearing  Exhibit  4/16-68. 

645  See  undated  charts  prepared  by  FDIC  on  "Daily  Retail  Deposit  Change,"  FDIC-PSI-01-000009. 

646  See  IG  Report  at  13. 
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(3)  OTS  Identification  of  WaMu  Deficiencies 

During  the  five-year  period  reviewed  by  the  Subcommittee,  from  2004  through  2008, 
OTS  examiners  identified  over  500  serious  deficiencies  in  Washington  Mutual's  lending,  risk 
management,  and  appraisal  practices.647  OTS  examiners  also  criticized  the  poor  quality  loans 
and  mortgage  backed  securities  issued  by  Long  Beach,  and  received  FDIC  warnings  regarding 
the  bank's  high  risk  activities.  When  WaMu  failed  in  2008,  it  was  not  a  case  of  hidden  problems 
coming  to  light;  the  bank's  examiners  were  well  aware  of  and  had  documented  the  bank's  high 
risk,  poor  quality  loans  and  deficient  lending  practices. 

(a)  Deficiencies  in  Lending  Standards 

From  2004  to  2008,  OTS  Findings  Memoranda  and  annual  Reports  of  Examination 
(ROE)  repeatedly  identified  deficiencies  in  WaMu's  lending  standards  and  practices.  Lending 
standards,  also  called  "underwriting"  standards,  determine  the  types  of  loans  that  a  loan  officer 
may  offer  or  purchase  from  a  third  party  mortgage  broker.  These  standards  determine,  for 
example,  whether  the  loan  officer  may  issue  a  "stated  income"  loan  without  verifying  the 
borrower's  professed  income,  issue  a  loan  to  a  borrower  with  a  low  FICO  score,  or  issue  a  loan 
providing  90%  or  even  100%  of  the  appraised  value  of  the  property  being  purchased. 

When  regulators  criticize  a  bank's  lending  or  "underwriting"  standards  as  weak  or 
unsatisfactory,  they  are  expressing  concern  that  the  bank  is  setting  its  standards  too  low,  issuing 
risky  loans  that  may  not  be  repaid,  and  opening  up  the  bank  to  later  losses  that  could  endanger  its 
safety  and  soundness.  When  they  criticize  a  bank  for  excessively  high  lending  or  underwriting 
"errors,"  regulators  are  expressing  concern  that  the  bank's  loan  officers  are  failing  to  comply 
with  the  bank's  standards,  such  as  by  issuing  a  loan  that  finances  90%  of  a  property's  appraised 
value  when  the  bank's  lending  standards  prohibit  issuing  loans  that  finance  more  than  80%  of  the 
appraised  value. 

In  addition  to  errors,  regulators  may  express  concern  about  the  extent  to  which  a  bank 
allows  its  loan  officers  to  make  "exceptions"  to  its  lending  standards  and  issue  a  loan  that  does 
not  comply  with  some  aspects  of  its  lending  standards.  Exceptions  that  are  routinely  approved 
can  undermine  the  effectiveness  of  a  bank's  formal  lending  standards.  Another  common 
problem  is  inadequate  loan  documentation  indicating  whether  or  not  a  particular  loan  complies 
with  the  bank's  lending  standards,  such  as  loan  files  that  do  not  include  a  property's  appraised 
value,  the  source  of  the  borrower's  income,  or  key  analytics  such  as  the  loan-to-value  or  debt-to- 
income  ratios.  In  the  case  of  Washington  Mutual,  from  2004  to  2008,  OTS  examiners  routinely 
found  all  four  sets  of  problems:  weak  standards,  high  error  and  exception  rates,  and  poor  loan 
documentation. 

2004  Lending  Deficiencies.  In  2004,  OTS  examiners  identified  a  variety  of  problems 
with  WaMu's  lending  standards.  In  May  of  that  year,  an  OTS  Findings  Memorandum  stated: 


647  See  IG  Report  at  28. 
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"Several  of  our  recent  examinations  concluded  that  the  Bank's  single  family  loan 
underwriting  was  less  than  satisfactory  due  to  excessive  errors  in  the  underwriting 
process,  loan  document  preparation,  and  in  associated  activities."648 

After  reviewing  an  OTS  examination  of  a  loan  sample,  the  FDIC  examiner  wrote  that  the  loans: 

"reflected  inconsistencies  with  underwriting  and  documentation  practices,  particularly  in 
the  brokered  channel.  Additionally,  examiners  noted  that  Washington  Mutual's  SFR 
[Single  Family  Residential]  portfolio  has  an  elevated  level  of  risk  to  a  significant  volume 
of  potential  negative  amortization  loans,  high  delinquency  and  exception  rates,  and  a 
substantial  volume  of  loans  with  higher  risk  characteristics,  such  as  low  FICO  scores."649 

A  few  months  later,  in  September,  an  OTS  review  of  a  sample  of  2003  WaMu  loans 
found  "critical  error  rates  as  high  as  57.3%": 

"[Residential  Quality  Assurance] 's  review  of  2003  originations  disclosed  critical  error 
rates  as  high  as  57.3  percent  of  certain  loan  samples,  thereby  indicating  that  SFR  [Single 
Family  Residential]  underwriting  still  requires  much  improvement.  While  this  group  has 
appropriately  identified  underwriting  deficiencies,  it  has  not  been  as  successful  in 
effecting  change."650 

The  same  OTS  Report  of  Examination  observed  that  one  of  the  three  causes  of  underwriting 
deficiencies  was  "a  sales  culture  focused  on  building  market  share."  It  also  stated: 

"Notwithstanding  satisfactory  asset  quality  overall,  some  areas  still  require  focused 
management  and  Board  attention.  Most  important  is  the  need  to  address  weaknesses  in 
single-family  residential  (SFR)  underwriting,  which  is  an  ongoing  issue  from  prior 
exams."651 

The  OTS  ROE  concluded:  "Underwriting  of  SFR  loans  remains  less  than  satisfactory."652 

The  next  month,  when  OTS  conducted  a  field  visit  to  follow  up  on  some  of  the  problems 
identified  earlier,  it  concluded: 

"The  level  of  SFR  [Single  Family  Residential]  underwriting  exceptions  in  our  samples 
has  been  an  ongoing  examination  issue  for  several  years  and  one  that  management  has 
found  difficult  to  address.  The  institution  instituted  a  major  organizational/staffing 
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5/12/2004  OTS  Memo  5,  "SFR  Loan  Origination  Quality,"  OTSWME04-0000004883. 

5/20/2004  FDIC-DFI  Memo  3,  "Single  Family  Residential  Review,"  OTSWME04-0000004889. 

9/13/2004  OTS  Report  of  Examination,  at  OTSWMS04-0000001498,  Hearing  Exhibit  4/16-94  [Sealed  Exhibit]. 

9/13/2004  OTS  Report  of  Examination,  at  OTSWMS04-0000001492,  Hearing  Exhibit  4/16-94  [Sealed  Exhibit]. 

9/13/2004  OTS  Report  of  Examination,  at  OTSWMS04-0000001497,  Hearing  Exhibit  4/16-94  [Sealed  Exhibit]. 
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realignment  in  September  2003  and  has  continued  to  make  additional  adjustments  since 
that  time  to  address  accumulating  control  issues." 


653 


2005  Lending  Deficiencies.  In  early  2005,  OTS  elevated  the  problems  with  the  bank's 
lending  standards  to  the  attention  of  the  WaMu  Board  of  Directors.  In  a  letter  to  the  Board,  OTS 
wrote: 

"SFR  Loan  Underwriting  -  This  has  been  an  area  of  concern  for  several  exams.  As 
management  continues  to  make  change  in  organization,  staffing,  and  structure  related  to 
SFR  loan  underwriting,  delays  in  meeting  target  dates  become  inevitable.  The  board 
should  closely  monitor  these  delays  to  ensure  they  do  not  become  protracted."654 

OTS  officials  attended  a  Board  meeting  to  address  this  and  other  concerns.  Yet  a  few  months 
later,  in  June,  an  OTS  examiner  wrote:  "We  continue  to  have  concerns  regarding  the  number  of 
underwriting  exceptions  and  with  issues  that  evidence  lack  of  compliance  with  Bank  policy."655 
The  examination  findings  memorandum  also  noted  that,  while  WaMu  tried  to  make  changes, 
those  changes  produced  "only  limited  success"  and  loan  underwriting  remained  "less  than 
satisfactory."656 

In  August  2005,  the  OTS  ROE  for  the  year  indicated  that  the  lending  standards  problem 
had  not  been  resolved: 

"[W]e  remain  concerned  with  the  number  of  underwriting  exceptions  and  with  issues  that 
evidence  lack  of  compliance  with  bank  policy  ....  [T]he  level  of  deficiencies,  if  left 
unchecked,  could  erode  the  credit  quality  of  the  portfolio.  Our  concerns  are  increased 
with  the  risk  profile  of  the  portfolio  is  considered,  including  concentrations  in  Option 
ARM  loans  to  higher-risk  borrowers,  in  low  and  limited  documentation  loans,  and  loans 
with  subprime  or  higher-risk  characteristics.  We  are  concerned  further  that  the  current 
market  environment  is  masking  potentially  higher  credit  risk."657 

2006  Lending  Deficiencies.  The  same  problems  continued  into  2006.  In  March  2006, 
OTS  issued  the  same  strong  warning  about  WaMu's  loan  portfolio  that  it  had  provided  in  August 
2005: 

"We  believe  the  level  of  delinquencies,  if  left  unchecked,  could  erode  the  credit  quality  of 
the  portfolio.  Our  concerns  are  increased  when  the  risk  profile  of  the  portfolio  is 
considered,  including  concentrations  in  Option  ARMS  to  higher-risk  borrowers,  in  low 
and  limited  documentation  loans,  and  loans  with  subprime  or  higher-risk  characteristics. 
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10/18/2004  OTS  Field  Visit  Report  of  Examination,  at  OTSWMEF-0000047576-78,  Hearing  Exhibit  4/16-94 


[Sealed  Exhibit]. 

654  2/7/2005  OTS  Letter  to  Washington  Mutual  Board  of  Directors  on  Matters  Requiring  Board  Attention, 
OTSWMEF-0000047591  [Sealed  Exhibit]. 

655  6/3/2005  OTS  Findings  Memorandum,  "Single  Family  Residential  Home  Loan  Review,"  OTSWME05-004 
0000392,  Hearing  Exhibit  4/16-26. 

656  Id.  at  OTSWME05-004  0000392. 

657  8/29/2005  OTS  Report  of  Examination,  at  OTSWMS05-004  0001794,  Hearing  Exhibit  4/16-94  [Sealed  Exhibit]. 
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We  are  concerned  further  that  the  current  market  environment  is  masking  potentially 
higher  credit  risk."658 

Two  months  later,  in  May  2006,  an  OTS  examiner  wrote: 

"During  the  prior  examination,  we  noted  numerous  instances  of  underwriters  exceeding 
underwriting  guidelines,  errors  in  income  calculations,  errors  in  debt-to-income  (DTI) 
calculations,  lack  of  sufficient  mitigating  factors  for  credit-quality  related  issues,  and 

insufficient  title  insurance  coverage  on  negative  amortization  loans [Underwriting 

errors  []  continue  to  require  management's  attention."659 

While  OTS  was  documenting  its  concerns,  however,  it  is  apparent  in  hindsight  that  the 
agency  tempered  its  criticism.  The  OTS  examiner  who  authored  the  memo  found  that  in  his 
review,  none  of  the  negatively  amortizing  loans  he  analyzed  for  safety  and  soundness  carried  an 
"exception,"  meaning  it  "probably  should  not  have  been  made."660  Many  of  the  loans  made  in 
this  time  period  would  later  default. 

Another  OTS  Findings  Memorandum  the  same  month  concluded:  "Overall,  we 
concluded  that  the  number  and  severity  of  underwriting  errors  noted  remain  at  higher  than 
acceptable  levels."661 

The  2006  OTS  ROE  for  the  year  concluded: 

"Subprime  underwriting  practices  remain  less  than  satisfactory.  . . .  [T]he  number  and 
severity  of  underwriting  exceptions  and  errors  remain  at  higher  than  acceptable  levels. . . 
.    The  findings  of  this  judgmental  sample  are  of  particular  concern  since  loans  with  risk 
layering  . . .  should  reflect  more,  rather  than  less,  stringent  underwriting."662 

2007  Lending  Deficiencies.  In  2007,  the  problems  with  WaMu's  lending  standards  were 
no  better,  and  the  acceleration  of  high  risk  loan  delinquencies  and  defaults  threatened  serious 
consequences. 

By  July  2007,  the  major  credit  rating  agencies  had  begun  mass  ratings  downgrades  of 
hundreds  of  mortgage  backed  securities,  the  subprime  secondary  market  froze,  and  WaMu  was 
left  holding  billions  of  dollars  worth  of  suddenly  unmarketable  subprime  and  other  high  risk 
loans.  In  September,  the  OTS  ROE  for  the  year  concluded: 

"Underwriting  policies,  procedures,  and  practices  were  in  need  of  improvement, 
particularly  with  respect  to  stated  income  lending.  Based  on  our  current  findings,  and  the 


658  3/14/2006  OTS  Report  of  Examination,  at  19,  OTSWMEF-0000047030,  Hearing  Exhibit  4/16-94  [Sealed 
Exhibit]. 

659  5/23/2006  OTS  Findings  Memorandum,  "Home  Loan  Underwriting,"  OTSWMS06-008  0001299,  Hearing 
Exhibit  4/16-33. 

660  Id. 

661  5/25/2006  OTS  Findings  Memorandum,  "Loan  Underwriting  Review  -  Long  Beach  Mortgage,"  OTSWMS06- 
008  0001243,  Hearing  Exhibit  4/16-35. 

662  8/26/2006  OTS  Report  of  Examination,  at  OTSWMS06-008  0001680,  Hearing  Exhibit  4/16-94  [Sealed  Exhibit]. 
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fact  that  a  number  of  similar  concerns  were  raised  at  prior  examinations,  we  concluded 
that  too  much  emphasis  was  placed  on  loan  production,  often  at  the  expense  of  loan 
quality."663 

The  ROE  also  reported  on  an  unsatisfactory  review  of  loans  that  had  been  originated  by  Long 
Beach  and  warned  that,  if  the  problems  were  not  promptly  corrected,  "heightened  supervisory 
action  would  be  taken": 

"Based  on  our  review  of  75  subprime  loans  originated  by  [Long  Beach],  we  concluded 
that  subprime  underwriting  practices  remain  less  than  satisfactory  ....    Given  that  this  is 
a  repeat  concern  and  MRBA  [Matter  Requiring  Board  Attention],  we  informed 
management  that  underwriting  must  be  promptly  corrected,  or  heightened  supervisory 
action  would  be  taken,  including  limiting  the  Bank's  ability  to  continue  SFR  subprime 
underwriting."664 

In  the  fourth  quarter  of  2007,  WaMu's  loan  portfolio  lost  $1  billion  in  value.  Despite  that 
loss,  and  the  strong  language  in  the  2007  examinations,  OTS  took  no  enforcement  action  against 
the  bank  that  would  result  in  WaMu's  tightening  its  lending  standards  or  strengthening 
compliance  with  the  standards  it  had. 

2008  Lending  Deficiencies.  In  the  first  six  months  of  2008,  WaMu  continued  to  incur 
billions  of  dollars  in  losses,  as  its  high  risk  loan  portfolio  lost  value  and  its  share  price  fell.  In 
July  2008,  about  two  months  before  the  bank  failed,  OTS  met  with  the  WaMu  Board  of  Directors 
to  discuss,  among  other  matters,  the  bank's  deficient  lending  standards.  While  the  presentation 
to  the  Board  reiterated  the  concerns  from  past  years,  it  failed  to  convey  a  sense  of  urgency  to  a 
bank  on  the  verge  of  collapse.  Instead,  the  presentation  focused  on  long  term  corrective  action 
that  WaMu  should  take.  The  OTS  written  presentation  to  the  Board  included  the  following: 

"High  SFR  [Single  Family  Residential]  losses  due  in  part  to  downturn  in  real  estate 
market  but  exacerbated  by:  geographic  concentrations[,]  risk  layering[,]  liberal 
underwriting  policy[,]  poor  underwriting.  . . .  Discontinuing  higher  risk  lending  and 
tightened  underwriting  policy  should  improve  asset  quality;  however,  actions  should  have 
been  taken  sooner.  . . . 

Significant  underwriting  and  process  weaknesses  noted  again  in  the  Home  Loans 
Group[.]  ...  Reducing  higher  risk  lending  products  and  practices  should  have  been  done 
sooner."665 

Failure  to  Correct  Deficient  Lending  Practices.  In  various  reports  for  nearly  five 
consecutive  years,  OTS  criticized  WaMu's  lending  standards,  error  and  exception  rates,  and  loan 
documentation,  and  directed  the  bank  to  improve  its  performance.  When  WaMu  failed  to 
improve  during  that  span,  OTS  failed  to  take  action,  such  as  requiring  a  board  resolution, 


663  9/18/2007  OTS  Report  of  Examination,  at  OTSWMEF-0000046679,  Hearing  Exhibit  4/16-94  [Sealed  Exhibit]. 

664  9/18/2007  OTS  Report  of  Examination,  at  OTSWMEF-0000047146,  Hearing  Exhibit  4/16-94  [Sealed  Exhibit]. 

665  7/15/2008  OTS  Presentation  to  WaMu  Board  of  Directors  based  on  Comprehensive  Examinations, 
Polakoff_Scott-00061303_007,  012,  027,  Hearing  Exhibit  4/16-12b. 
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memorandum  of  understanding,  or  cease  and  desist  order  compelling  WaMu  to  tighten  its 
lending  standards  and  increase  oversight  of  its  loan  officers  to  reduce  underwriting  error  and 
exception  rates  and  improve  loan  documentation.  The  result  was  that  WaMu  originated  or 
purchased  hundreds  of  billions  of  dollars  of  high  risk  loans,  including  stated  income  loans 
without  verification  of  the  borrower's  assets  or  ability  to  repay  the  loan;  loans  with  low  FICO 
scores  and  high  loan-to-value  ratios;  loans  that  required  interest-only  payments;  and  loan 
payments  that  did  not  cover  even  the  interest  owed,  much  less  the  principal. 

(b)  Deficiencies  in  Risk  Management 

Over  the  same  five-year  period,  from  2004  to  2008,  in  addition  to  identifying  deficiencies 
associated  with  WaMu's  lending  practices,  OTS  repeatedly  identified  problems  with  WaMu's 
risk  management  practices.  Risk  management  involves  identifying,  evaluating,  and  mitigating 
the  risks  that  threaten  the  safety,  soundness,  and  profitability  of  an  institution.  At  thrifts,  the 
primary  risk  issues  include  setting  lending  standards  that  will  produce  profitable  loans,  enforcing 
those  standards,  evaluating  the  loan  portfolio,  identifying  home  loans  that  may  default, 
establishing  adequate  reserves  to  cover  potential  losses,  and  advising  on  measures  to  lower  the 
identified  risks.  When  regulators  criticize  a  bank's  risk  management  practices  as  weak  or 
unsatisfactory,  they  are  expressing  concern  that  the  bank  is  failing  to  identify  the  types  of  risk 
that  threaten  the  bank's  safety  and  soundness  and  failing  to  take  actions  to  reduce  and  manage 
those  risks. 

Within  WaMu,  from  2004-2005,  oversight  of  risk  management  practices  was  assigned  to 
a  Chief  Risk  Officer.  In  2006,  it  was  assigned  to  an  Enterprise  Risk  Management  (ERM) 
Department  headed  by  a  Chief  Enterprise  Risk  Officer.  ERM  employees  reported,  not  only  to 
the  department,  but  also  to  particular  lines  of  business  such  as  the  WaMu  Home  Loans  Division, 
and  reported  both  to  the  Chief  Risk  Officer  and  to  the  head  of  the  business  line,  such  as  the 
president  of  the  Home  Loans  Division.  WaMu  referred  to  this  system  of  reporting  as  a  "Double- 
Double."666 

As  with  the  bank's  poor  lending  standards,  OTS  allowed  ongoing  risk  management 
problems  to  fester  without  taking  enforcement  action.  From  2004  to  2008,  OTS  explicitly  and 
repeatedly  alerted  the  WaMu  Board  of  Directors  to  the  need  to  strengthen  the  bank's  risk 
management  practices. 

2004  Risk  Management  Deficiencies.  In  2004,  prior  to  the  bank's  adoption  of  its  High 
Risk  Lending  Strategy,  OTS  expressed  concern  about  the  bank's  risk  management  practices, 
highlighted  the  issue  in  the  annual  ROE,  and  brought  it  to  the  attention  of  the  WaMu  Board  of 
Directors.  The  2004  ROE  stated: 


666  Subcommittee  interviews  of  Ronald  Cathcart  (2/23/2010),  David  Schneider  (2/17/2010),  and  Cheryl  Feltgen 
(2/6/2010). 
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"Board  oversight  and  management  performance  has  been  satisfactory  . . .  but . . .  increased 
operational  risks  warrant  prompt  attention.  These  issues  limit  the  institution's  flexibility 
and  may  threaten  its  ability  to  remain  competitive  and  independent."667 

At  another  point,  the  ROE  warned:  "Ensure  cost-cutting  measures  are  not  impacting  critical  risk 
management  areas."668 

Another  OTS  examination  that  focused  on  WaMu's  holding  company  identified  multiple 
risks  associated  with  Long  Beach:  "[Pjrimary  risks  associated  with  Long  Beach  Mortgage 
Company  remain  regulatory  risk,  reputation  risk,  and  liquidity  of  the  secondary  market  in 
subprime  loans."669 

Its  concern  about  WaMu's  risk  management  practices  prompted,  in  part,  OTS' 
requirement  that  WaMu  commit  its  high  risk  lending  strategy  to  paper  and  gain  explicit  approval 
from  the  Board  of  Directors. 

2005  Risk  Management  Deficiencies.  In  2005,  after  adoption  of  the  High  Risk  Lending 
Strategy,  OTS  again  highlighted  risk  management  issues  in  its  examination  reports  and  again 
brought  the  matter  to  the  attention  of  WaMu's  Board  of  Directors. 

In  March  2005,  OTS  observed  that  WaMu's  five-year  strategy,  which  increased  credit 
risk  for  the  bank,  did  not  "clearly  articulate  the  need  to  first  focus  on  addressing  the  various 
operational  challenges  before  embarking  on  new  and  potentially  more  risky  growth 
initiatives."670  OTS  also  wrote:  "We  discussed  the  lack  of  a  clear  focus  in  the  plan  on  resolving 
operational  challenges  with  CEO  Killinger  and  the  Board."671  OTS  continued  to  express 
concerns  about  the  bank's  weak  risk  management  practices  for  the  rest  of  the  year,  yet  took  no 
concrete  enforcement  action  to  compel  the  bank  to  address  the  issue.  In  June  2005,  OTS 
described  risk  management  weaknesses  within  WaMu's  Corporate  Risk  Oversight  group,  a  sub- 
group within  the  ERM  Department  responsible  for  evaluating  credit  and  compliance  risk.  OTS 
wrote  that  it  had  deemed  its  comments  as  "criticisms"  of  the  bank,  because  of  the  significance  of 
the  risk  management  function  in  addressing  ongoing  problems  with  the  bank's  lending  standards 
and  loan  error  rates: 

"Most  of  the  findings  are  considered  'criticisms'  due  to  the  overall  significance  of  CRO 
[Corporate  Risk  Oversight]  activities  and  the  fact  that  we  have  had  concerns  with  quality 
assurance  and  underwriting  processes  within  home  lending  for  several  years."672 

In  August  2005,  in  its  annual  Report  on  Examination,  OTS  urged  the  WaMu  Board  to 
obtain  progress  reports  from  the  ERM  Department  and  ensure  it  had  sufficient  resources  to 


667  9/13/2004  OTS  Report  of  Examination,  at  OTSWMS04-0000001504,  Hearing  Exhibit  4/16-94  [Sealed  Exhibit]. 

668  Id.  at  OTSWMS04-000001488. 

669  4/5/2004  OTS  Report  of  Examination,  at  OTSWMEF-0000047477,  Hearing  Exhibit  4/16-94  [Sealed  Exhibit]. 

670  3/15/2004  OTS  Report  of  Examination,  at  OTSWMS04-0000001509,  Hearing  Exhibit  4/16-94  [Sealed  Exhibit]. 

671  Id. 

672  6/1/2005  OTS  Findings  Memorandum,  "Corporate  Risk  Oversight,"  OTSWMS05-005  0002046,  Hearing  Exhibit 
4/16-23. 


184 

become  an  effective  counterweight  to  the  increased  risk-taking  entailed  in  the  High  Risk  Lending 
Strategy: 

"Monitor  and  obtain  reports  from  management  on  status  of  [Enterprise  Risk 
Management]  in  terms  of  effectiveness  and  resource  adequacy.  . . .  ERM  provides  an 
important  check  and  balance  on  the  company's  profit-oriented  units  and  warrants 
ongoing  strong  Board  commitment  given  the  institution's  current  strategic  direction."673 

The  same  ROE  noted  that  the  bank  did  not  have  effective  procedures  in  place  to  evaluate  the 
many  exceptions  being  granted  to  allow  loan  officers  to  issue  loans  that  failed  to  comply  with  the 
bank's  lending  standards,  and  urged  attention  to  the  risks  being  established: 

"Until  full  exception  data  collection,  reporting,  and  follow-up  processes  are  in  place  and 
stabilized,  senior  management  and  the  Board  cannot  fully  assess  whether  quality 
assurance  processes  are  having  a  meaningful  impact  on  line  activities,  including  loan 
underwriting.  We  are  particularly  concerned  with  the  establishment  of  good  quality 
assurance  process  for  SFR  underwriting,  which  has  been  an  issue  for  the  past  several 
examinations."674 

A  follow-up  field  examination,  conducted  in  September  2005,  stated: 

"We  criticized  the  lack  of  Trend  and  Dashboard  Report  to  senior  management  and  the 
board,  without  which  it  is  impossible  to  determine  whether  line  functions  are  performing 
acceptably  and,  more  specifically,  whether  the  quality  assurance  process  is  having  a 
meaningful  impact  on  improving  loan  underwriting."675 

2006  Risk  Management  Deficiencies.  In  2006,  OTS  again  expressed  concern  about 
WaMu's  risk  management  practices,  but  took  no  further  steps  to  compel  improvements.  The 
annual  ROE  urged  the  Board  of  Directors  to: 

"[cjontinue  to  monitor  and  obtain  reports  from  management  on  the  status  of  ERM  to 
ensure  its  effectiveness  and  adequacy  of  resources.  . . .  ERM  should  provide  an 
important  check  and  balance  on  profit-oriented  units  . . .  particularly  given  the  bank's 
current  strategy  involving  increased  credit  risk."  676 

The  2006  ROE  also  commented  that:  "[w]ithin  ERM,  fraud  risk  management  at  the  enterprise 
level  is  in  the  early  stage  of  development.  . . .  Currently,  fraud  management  is  decentralized  and 
does  not  provide  a  streamlined  process  to  effectively  track  fraud  events  across  all  business  lines. 
In  addition,  consistent  fraud  reporting  capabilities  are  not  in  place  to  consolidate  data  for 
analysis,  reporting,  and  risk  management  at  the  enterprise  level."677 


673  8/29/2005  OTS  Report  of  Examination,  at  OTSWMS05-003  0001783,  Hearing  Exhibit  4/16-94  [Sealed  Exhibit]. 

674  Id.  at  OTSWMS05-004  0001792. 

675 10/3/2005  OTS  Field  Visit  Report  of  Examination,  at  OTSWMEF-0000047602,  Hearing  Exhibit  4/16-94  [Sealed 
Exhibit]. 

676  8/29/2006  OTS  Report  of  Examination,  at  OTSWMS06-008  0001671,  Hearing  Exhibit  4/16-94  [Sealed  Exhibit]. 

677  Id.  at  OTSWMS06-008  0001687,  91. 
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2007  Risk  Management  Deficiencies.  In  2007,  as  high  risk  loan  delinquencies  and 
defaults  accelerated  and  WaMu  began  to  incur  losses,  OTS  examiners  used  harsher  language  to 
describe  the  deficiencies  in  WaMu's  risk  management  practices,  criticizing  the  bank's  failure  to 
institute  stronger  risk  controls  and  procedures  at  an  earlier  date,  as  recommended. 

In  June  2007,  for  example,  OTS  examiners  completed  a  review  critical  of  WaMu 
procedures  to  oversee  the  loans  it  purchased  from  third  party  mortgage  brokers.678  From  2003  to 
2007,  48  to  70%  of  WaMu's  loans  were  purchased  from  third  parties.679  An  OTS  memorandum 
noted  that  Washington  Mutual  had  only  14  full-time  employees  overseeing  more  than  34,000 
third  party  brokers  submitting  loans  to  the  bank  for  approval.  OTS  also  criticized  the  scorecard 
used  to  rate  those  brokers  which,  among  other  problems,  did  not  include  the  rate  at  which 
significant  lending  or  documentation  deficiencies  were  attributed  to  the  broker,  the  rate  at  which 
its  loans  were  denied  or  produced  unsaleable  loans,  or  an  indication  of  whether  the  broker  was 
included  in  industry  watchlists  for  misconduct.  After  describing  these  and  other  problems,  rather 
than  lower  WaMu's  safety  and  soundness  scores  for  its  poor  oversight,  however,  the  OTS 
memorandum  made  only  the  following  observation:  "Given  the  . . .  increase  in  fraud,  early 
payment  defaults,  first  payment  defaults,  subprime  delinquencies,  etc.,  management  should  re- 
assess the  adequacy  of  staffing."680  WaMu  management  agreed  with  the  finding,  but  provided 
no  corrective  action  plan,  stating  only  that  "[sjtaffing  needs  are  evaluated  continually  and 
adjusted  as  necessary."681 

In  the  September  2007  annual  ROE,  OTS  wrote: 

"Risk  management  practices  in  the  HLG  (Home  Loans  Group)  during  most  of  the  review 
period  were  inadequate  ....  We  believe  that  there  were  sufficient  negative  credit  trends 
that  should  have  elicited  more  aggressive  action  by  management  with  respect  to  limiting 
credit  exposure.  In  particular,  as  previously  noted,  the  risk  misrepresentation  in  stated 
income  loans  has  been  generally  reported  for  some  time.  This  information  should  have 
led  management  to  better  assess  the  prudence  of  stated  income  lending  and  curtail  riskier 
products  well  before  we  indicated  during  this  examination  that  we  would  limit  the  Bank's 
ability  to  continue  such  lending."  682 

The  ROE  also  faulted  management  and  Board  inaction: 

"Board  oversight  and  management's  performance  was  less  than  satisfactory.  . . . 
Contributing  factors  should  have  been  more  proactively  managed  by  the  Board  and 
management.  The  most  significant  of  these  factors  include  Matters  Requiring  Board 


678  6/7/2007  OTS  Asset  Quality  Memo  11,  "Broker  Credit  Administration,"  Hedger_Ann-00027930_001,  Hearing 
Exhibit  4/16-10. 

679  Prepared  statement  of  Treasury  IG  Thorson,  April  16,  2010  Subcommittee  Hearing,  at  5. 

680  6/7/2007  OTS  Asset  Quality  Memo  11,  "Broker  Credit  Administration,"  Hedger_Ann-00027930_001,  Hearing 
Exhibit  4/16-10. 

681  Id.  at  011. 

682  9/18/2007  OTS  Report  of  Examination,  at  OTSWMEF-0000046681,  Hearing  Exhibit  4/16-94  [Sealed  Exhibit]. 
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Attention  that  were  noted  in  prior  examinations  but  were  not  adequately  addressed, 
including  ...  an  ERM  function  that  was  not  fully  effectived 


,683 


The  ROE  concluded:  "The  ERM  function  has  been  less  than  effective  for  some  time.  . . .  ERM 
has  not  matured  in  a  timely  manner  and  other  ERM  functions  have  been  generally 
ineffective."684 

A  separate  OTS  examination  of  WaMu's  compliance  function  observed  that  WaMu  had 
hired  nine  different  compliance  officers  in  the  past  seven  years,  and  that  "[tjhis  amount  of 
turnover  is  very  unusual  for  an  institution  of  this  size  and  is  a  cause  for  concern."685 

Despite  these  harsh  assessments  in  2007,  OTS  again  refrained  from  taking  any 
enforcement  action  against  the  bank  such  as  developing  a  nonpublic  Memorandum  of 
Understanding  or  a  public  Cease  and  Desist  Order  with  concrete  plans  for  strengthening  WaMu's 
risk  management  efforts. 

2008  Risk  Management  Deficiencies.  In  2008,  as  WaMu  continued  to  post  billions  of 
dollars  in  losses,  OTS  continued  to  express  concerns  about  its  risk  management  practices.  In 
February  2008,  OTS  downgraded  WaMu  to  a  3  CAMELS  rating  and  required  the  bank  to  issue  a 
Board  Resolution  committing  to  certain  strategic  initiatives  including  "a  more  disciplined 
framework  for  the  identification  and  management  of  compliance  risks."686 

In  June  2008,  OTS  issued  a  Findings  Memorandum  reacting  to  a  WaMu  internal  review 
that  found  significant  levels  of  loan  fraud  at  a  particular  loan  office,  and  expressed  concern  "as  to 
whether  similar  conditions  are  systemic  throughout  the  organization."687  The  memorandum 
noted  that  "a  formalized  process  did  not  exist  to  identify,  monitor,  resolve,  and  escalate  third 
party  complaints"  about  loan  fraud,  expressed  concern  about  "an  origination  culture  focused 
more  heavily  on  production  volume  rather  than  quality";  noted  that  the  WaMu  review  had  found 
the  "loan  origination  process  did  not  mitigate  misrepresentation/fraud";  and  described  the  "need 
to  implement  incentive  compensation  programs  to  place  greater  emphasis  on  loan  quality." 

As  referenced  above,  in  July  2008,  two  months  before  the  bank's  failure,  OTS  made  a 
presentation  to  the  WaMu  Board  which,  among  other  problems,  criticized  its  risk  management 
efforts: 

"An  adequate  [Enterprise  Risk  Management]  function  still  does  not  exist  although  this 
has  been  an  MRBA  [Matter  Requiring  Board  Attention]  for  some  time.  Critical  as  a 
check  and  balance  for  profit  oriented  units[.]  Necessary  to  ensure  that  critical  risks  are 


683  Id.  at  OTSWMEF-0000046690. 

684  Id.  at  OTSWMEF-0000046691. 

685  5/31/2007  Draft  OTS  Findings  Memorandum,  "Compliance  Management  Program,"  Franklin_Benjamin- 
00020408_001,  Hearing  Exhibit  4/16-9. 

686  3/11/2008  WaMu  presentation,  "Summary  of  Management's  Action  to  Address  OTS  Concerns," 
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OTSWMS08-015  0001216  (committing  to  initiatives  outlined  by  management). 

687  6/19/2008  OTS  Asset  Quality  Memo  22,  Bisset_John-00046124_002,  Hearing  Exhibit  4/16-12a. 
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identified,  measured,  monitored  and  communicate d[.]  Even  more  critical  given  increased 
credit,  market,  and  operational  risk."688 

Failure  to  Correct  Poor  Risk  Management.  By  neglecting  to  exercise  its  enforcement 
authority,  OTS  chronicled  WaMu's  inadequate  risk  management  practices  over  a  period  of  years, 
but  ultimately  failed  to  change  its  course  of  action.  During  a  hearing  of  the  Subcommittee,  the 
Department  of  the  Treasury  Inspector  General,  Eric  Thorson,  whose  office  conducted  an  in-depth 
review  of  WaMu's  regulatory  oversight,  testified: 

"Issues  related  to  poor  underwriting  and  weak  risk  controls  were  noted  as  far  back 
as  2003,  but  the  problem  was  OTS  did  not  ensure  that  WaMu  ever  corrected  those 
weaknesses.  We  had  a  hard  time  understanding  why  OTS  would  allow  these 
satisfactory  ratings  to  continue  given  that,  over  the  years,  they  found  the  same 
things  over  and  over."689 

(c)  Deficiencies  in  Home  Appraisals 

Still  another  area  in  which  OTS  failed  to  take  appropriate  enforcement  action  involves 
WaMu's  appraisal  practices.  OTS  failed  to  act  even  after  other  government  entities  accused 
WaMu  of  systematically  inflating  property  values  to  justify  larger  and  more  risky  home  loans. 

Appraisals  provide  estimated  dollar  valuations  of  property  by  independent  experts.  They 
play  a  key  role  in  the  mortgage  lending  process,  because  a  property's  appraised  value  is  used  to 
determine  whether  the  property  provides  sufficient  collateral  to  support  a  loan.  Lending 
standards  at  most  banks  require  loans  to  meet,  for  example,  certain  loan-to-value  (LTV)  ratios  to 
ensure  that,  in  the  event  of  a  default,  the  property  can  be  sold  and  the  proceeds  used  to  pay  off 
any  outstanding  debt. 

From  2004  to  mid-2006,  WaMu  conducted  its  own  property  appraisals  as  part  of  the  loan 
approval  process.  During  that  period,  OTS  repeatedly  expressed  concerns  about  WaMu's 
appraisal  efforts.690  In  May  2005,  OTS  criticized  WaMu  -  the  most  severe  type  of  finding  - 
regarding  its  practice  of  allowing  sellers  to  estimate  the  value  of  their  property.  OTS  directed 
WaMu  to  stop  including  an  Owner's  Estimate  of  Value  in  documents  sent  to  appraisers  since  it 
biased  the  review;  this  criticism  had  been  repeatedly  noted  in  prior  examinations,  yet  WaMu  did 
not  satisfactorily  address  it  until  the  end  of  2005. 691  A  second  finding  criticized  WaMu's  use  of 
automated  appraisal  software,  noting  "significant  technical  document  weaknesses."692  OTS 
ultimately  determined  that  none  of  WaMu's  automated  appraisals  complied  with  standard 
appraisal  practices  and  some  even  had  "highly  questionable  value  conclusions."693  Despite  this 


7/15/2008  OTS  presentation  to  WaMu  Board  of  Directors  based  on  Comprehensive  Examinations, 
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dramatic  criticism,  OTS  found  in  the  next  year's  examination  that  WaMu  had  continued  to  use 
noncompliant  automated  appraisals.694  Before  any  enforcement  action  was  taken,  WaMu 
management  agreed  to  cease  using  automated  appraisals  by  October  2006. 

To  address  the  issue,  WaMu  decided  in  mid-2006  to  outsource  its  appraisal  function  to 
two  vendors:  eAppraiselT  and  Lender  Service  Incorporated  (LSI).695  Calling  the  move  "Project 
Cornerstone,"  WaMu  fired  all  of  its  residential  staff  appraisers,  reducing  a  staff  of  about  400  to 
30,696  and  eAppraiselT  and  LSI  were  tasked  with  conducting  appraisals  of  homes  purchased  with 
WaMu  loans.697  WaMu  assigned  oversight  of  the  outside  appraisals  to  a  new  Appraisal  Business 
Oversight  (ABO)  group,  a  unit  within  the  WaMu  Home  Loans  Risk  Management  division. 

The  Decision  to  Outsource.  WaMu's  decision  to  outsource  the  appraisal  function 
received  minimal  attention  from  OTS.  Documentation  obtained  by  the  Subcommittee  indicates 
only  a  few  meetings  took  place  between  OTS  examiners  and  the  WaMu  staff  tasked  with  the 
outsourcing.  During  a  Subcommittee  interview,  the  key  OTS  appraisal  expert,  Bruce  Thorvig, 
explained  that  it  was  his  first  time  supervising  a  large  institution  that  decided  to  outsource  the 
appraisal  function.698  Though  the  bank  had  repeatedly  delayed  taking  action  or  failed  to  respond 
to  OTS  recommendations  and  criticisms  in  the  appraisal  area  in  the  past,  the  OTS  appraisal 
expert  told  the  Subcommittee  that  he  saw  nothing  to  indicate  that  WaMu  management  could  not 
competently  handle  a  large  appraisal  outsourcing  project  of  this  scale.699  In  one  of  the  few 
meetings  that  did  occur  between  WaMu  and  OTS  staff  on  appraisal  issues,  the  bank's 
management  came  away  with  what  they  thought  was  full  OTS  approval  for  the  outsourcing 
project,700  though  OTS'  appraisal  expert  disputed  that  he  was  even  in  a  position  to  grant  approval 
and  was  instead  simply  receiving  notification  of  WaMu's  plans.701 

Appraisal  Problems.  Problems  began  almost  immediately  after  WaMu  outsourced  the 
appraisal  function.  Whether  appraisals  are  conducted  internally  by  the  bank  or  through  a  vendor, 
the  bank  must  take  responsibility  for  establishing  a  standard  process  to  ensure  accurate,  unbiased 
home  appraisal  values.  One,  for  example,  was  a  repeat  problem  from  when  WaMu  did  its  own 
appraisals:  "WaMu  allowed  a  homeowner's  estimate  of  the  value  of  the  home  to  be  included  on 
the  form  sent  from  WaMu  to  third  party  appraisers,  thereby  biasing  the  appraiser's  evaluation" 
toward  a  higher  home  value,  in  violation  of  standard  residential  appraisal  methods.702  A 
seasoned  appraisal  compliance  manager,  who  oversaw  WaMu  as  an  FDIC  examiner  prior  to 
coming  to  work  for  the  bank,  drafted  a  February  2007  Residential  Appraisal  Department  Review 
which  included  a  long  list  of  issues.  Problems  included:  "undefined"  appraisal  standards  and 
processes;  "loosely  defined"  vendor  management;  "unreasonable  and  imprudent  sales  force 


694  5/23/2006  OTS  Memo  2,  "Safety  and  Soundness  Examination,"  at  OTSWME06-039  0000205. 

695  Undated  OTS  internal  memo,  OTSWMSP-00000001936-51  at  39  [Sealed  Exhibit]. 

696  Undated  OTS  internal  memo,  OTSWMEN-0000015926-31  at  28  [Sealed  Exhibit]. 

697  Undated  OTS  internal  memo,  OTSWMSP-00000001936-51  at  39  [Sealed  Exhibit]. 

698  Subcommittee  Interview  of  Bruce  Thorvig  (2/24/2010). 

699  Id. 

700  5/22/2006  WaMu  internal  email,  OTSWMEN-0000020983. 

701  Subcommittee  Interview  of  Bruce  Thorvig  (2/24/2010). 

702  IG  Report,  at  11,  Hearing  Exhibit  4/16-82. 
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influence  over  the  appraisal  function;"  and  a  "broken"  third  party  appraisal  risk  control  process 
that  "may  be  contributing  to  the  increasing  incidence  of  mortgage  fraud." 


703 


These  problems  continued  without  resolution  or  enforcement  action  from  OTS 
throughout  2007.  In  an  April  2007  memorandum,  OTS  detailed  its  concerns,  both  old  and  new, 
with  WaMu's  appraisal  operations.  OTS  found  that  WaMu  had  failed  to  update  and  revise  its 
appraisal  manual  after  outsourcing,  which  put  the  bank  at  risk  of  regulatory  violations.  In 
addition,  an  OTS  review  of  54  WaMu  appraisals  identified  a  number  of  concerns: 

"Primary  appraisal  issues  (red  flags  requiring  attention  by  the  underwriter  or  review 
appraiser)  included  seller  paid  closing  costs  and  concession,  misstatements/ 
contradictions,  inadequate/incomplete  explanations  and  support  for  the  value  conclusion, 
reconciliation  of  the  sales  comparison  approach,  and  weakness  in  the  appraisal  review 
process."704 

Despite  the  extent  of  these  concerns,  OTS  issued  a  "recommendation"  to  the  bank  that  it  address 
the  identified  problems,  rather  than  the  stronger  "criticism"  which  would  have  elevated  the  issue 
to  the  bank's  senior  management  or  Board  of  Directors.705 

Attorney  General  Complaint.  On  November  1,  2007,  the  New  York  Attorney  General 
issued  a  complaint  against  WaMu's  appraisal  vendors,  LSI  and  eAppraiselT,  alleging  fraud  and 
collusion  with  WaMu  to  systematically  inflate  real  estate  values.706  The  complaint  stated  in  part: 

"[Fjirst  American  and  eAppraiselT  have  abdicated  their  role  in  providing  'third-party, 
unbiased  valuations'  for  eAppraiselT's  largest  client,  WaMu.  Instead,  eAppraiselT 
improperly  allows  WaMu's  loan  production  staff  to  hand-pick  appraisers  who  bring  in 
appraisal  values  high  enough  to  permit  WaMu's  loans  to  close,  and  improperly  permits 
WaMu  to  pressure  eAppraiselT  appraisers  to  change  appraisal  values  that  are  too  low  to 
permit  loans  to  close."707 

Though  OTS  had  been  aware  of  the  Attorney  General's  investigation  in  May  2007,  it 
took  no  action  until  after  the  Attorney  General  issued  the  complaint.  Even  then,  OTS  did  not 
initiate  its  own  investigation  until  after  an  internal  WaMu  investigation  was  already  underway. 
The  OTS  Western  Region  Director  advised:  "I  believe  OTS  needs  to  open  up  its  own  special 
investigation.  WaMu  started  their  own  special  investigation  a  few  days  ago  when  this  broke."708 


703  2/21/2007  draft  internal  WaMu  report,  "Residential  Appraisal  Department  Review,"  OTSWMEN-0000000274 
(drafted  by  Mark  Swift). 

704  4/5/2007  OTS  Asset  Quality  Memo  2,  OTSWME07-067  0001082. 

705  Id. 

706  n/i/2007  New  York  Attorney  General  press  release, 

http://www.ag.ny.gov/media_center/2007/nov/novla_07.html.  Both  companies  appraised  property  in  New  York, 
which  provided  jurisdiction  for  the  complaint. 

707  New  York  v.  First  American  Corporation,  et  al.,  (N.Y.  Sup.),  Complaint  (November  1,  2007),  at  3. 

708  11/7/2007  email  from  Darrel  Dochow  to  Benjamin  Franklin,  Randy  Thomas,  others,  OTSWMS07-011  0001294. 
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It  took  nearly  a  month  for  OTS  to  launch  its  own  investigation  into  the  allegations  set  out 
in  the  New  York  Attorney  General's  complaint.709  In  November  2007,  when  the  director  of 
OTS,  John  Reich,  was  presented  with  his  agency's  investigation  plan,  he  responded: 

"This  appears  to  be  a  comprehensive  (and  impressive)  review  schedule.  It  doesn't 
appear,  on  the  surface  anyway,  to  leverage  off  of  WaMu's  own  review.  Do  you 
think  we  might  be  totally  reinventing  the  wheel  and  possibly  taking  too  long  to 
complete  our  review?"710 

Despite  his  concerns  about  how  long  the  planned  investigation  might  take,  the  OTS  investigation 
proceeded  as  proposed.  It  took  over  10  months,  until  September  2008,  for  OTS  to  gather, 
analyze,  and  reach  conclusions  about  WaMu's  appraisal  practices. 

The  OTS  investigation  uncovered  many  instances  of  improper  appraisals.  After 
reviewing  225  loan  files,  the  OTS  appraisal  expert  found  that  "[njumerous  instances  were 
identified  where,  because  of  undue  influence  on  the  appraiser,  values  were  increased  without 
supporting  documentation."711  OTS  also  found  that  WaMu  had  violated  the  agency's  appraisal 
regulations  by  failing  to  comply  with  appraisal  independence  procedures  after  they  outsourced 
the  function.712  The  OTS  investigation  concluded  that  WaMu's  appraisal  practices  constituted 
"unsafe  or  unsound  banking  practices."713  The  OTS  investigation  also  concluded  that  WaMu 
was  not  in  compliance  with  the  Uniform  Standards  of  Professional  Appraisal  Practice  and  other 
minimum  appraisal  standards. 714 

Failure  to  Correct  Appraisal  Deficiencies.  Shortly  before  WaMu  was  sold,  OTS'  staff 
prepared  a  draft  recommendation  that  the  agency  issue  a  cease  and  desist  order  to  bar  the  bank 
from  engaging  in  any  activity  that  would  lead  to  further  violation  of  the  appraisal  regulations. 715 
A  cease  and  desist  order  would  have  been  the  first  public  enforcement  action  against  WaMu 
regarding  its  lending  practices.  Ultimately,  the  legal  staff  submitted  the  memorandum  to  OTS' 
Deputy  Director  and  Chief  Counsel  on  October  3,  2008,  more  than  a  week  after  the  bank 
collapsed  and  was  sold. 716  By  this  point,  the  recommendation  was  too  late  and  the  issue  was 
moot. 


709  See  undated  OTS  internal  memo  to  John  Bowman,  OTSWMSP-0000001936  [Sealed  Exhibit]. 

7101 1/16/2007  email  from  OTS  Director  John  Reich  to  OTS  Operations  Director  Scott  Polakoff,  Reich_John- 

00040045_001. 

711  7/28/2008  Draft  Memo  to  Hugo  Zia  from  Bruce  Thorvig,  OTSWMEN-0000015851  [Sealed  Exhibit]. 

712  See  12  CFR  Part  564. 

713  Undated  OTS  internal  memo,  OTSWMSP-00000001936-51  at  47  [Sealed  Exhibit]. 

714  Id.  at  37  [Sealed  Exhibit].  The  Subcommittee  found  no  evidence  that  anyone  in  OTS  senior  management 


disputed  the  conclusions  of  the  investigation, 
"id. 
OTS  internal  document,  OTS  Enforcement  Status  of  Formal  Investigations,  Quigley_Lori-00231631_001. 


715  Id 
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(d)  Deficiencies  Related  to  Long  Beach 

In  1999,  WaMu's  parent  holding  company,  Washington  Mutual  Inc.,  purchased  Long 
Beach  Mortgage  Company  (Long  Beach).  Long  Beach's  business  model  was  to  issue  subprime 
loans  initiated  by  third  party  mortgage  lenders  and  brokers  and  then  sell  or  package  those  loans 
into  mortgage  backed  securities  for  sale  to  Wall  Street  firms.  Beginning  in  1999,  Washington 
Mutual  Bank  worked  closely  with  Long  Beach  to  sell  or  securitize  its  subprime  loans  and 
exercised  oversight  over  its  lending  and  securitization  operations.  Because  Long  Beach  was  a 
subsidiary  of  Washington  Mutual  Inc.,  the  holding  company,  however,  and  not  a  subsidiary  of 
Washington  Mutual  Bank,  OTS  did  not  have  direct  regulatory  authority  over  the  company,  but 
could  review  its  operations  to  the  extent  they  affected  the  holding  company  or  the  bank  itself. 

OTS  was  aware  of  ongoing  problems  with  Long  Beach's  management,  lending  and  risk 
standards,  and  issuance  of  poor  quality  loans  and  mortgage  backed  securities.  OTS  reported,  for 
example,  that  Long  Beach's  "early  operations  as  a  subsidiary  of  [Washington  Mutual  Inc.]  were 
characterized  by  a  number  of  weaknesses"  including  "loan  servicing  weaknesses,  documentation 
exceptions,  high  delinquencies,  and  concerns  regarding  compliance  with  securitization-related 
representations  and  warranties."717  OTS  also  reported  that,  in  2003,  "adverse  internal  reviews  of 
[Long  Beach]  operations  led  to  a  decision  to  temporarily  cease  securitization  activity"  until  a 
"special  review"  by  the  WaMu  legal  department  ensured  that  file  documentation  "adequately 
supported  securitization  representations  and  warranties"  made  by  Long  Beach.718  OTS  was 
aware  of  an  examination  report  issued  by  a  state  regulator  and  the  FDIC  after  a  review  of  2003 
Long  Beach  loans,  which  provides  a  sense  of  the  extent  of  problems  with  those  loans  at  the  time: 

"An  internal  residential  quality  assurance  (RQA)  report  for  [Long  Beach] 's  first  quarter 
2003  . . .  concluded  that  40%  (109  of  271)  of  loans  reviewed  were  considered 
unacceptable  due  to  one  or  more  critical  errors.  This  raised  concerns  over  [Long 
Beach] 's  ability  to  meet  the  representations  and  warranty's  made  to  facilitate  sales  of 
loan  securitizations,  and  management  halted  securitization  activity.  A  separate  credit 
review  report . . .  disclosed  that  [Long  Beach] 's  credit  management  and  portfolio 
oversight  practices  were  unsatisfactory.  . . .  Approximately  4,000  of  the  13,000  loans  in 
the  warehouse  had  been  reviewed  ...  of  these,  approximately  950  were  deemed  saleable, 
800  were  deemed  unsaleable,  and  the  remainder  contained  deficiencies  requiring 
remediation  prior  to  sale.  ...  [0]f  4,500  securitized  loans  eligible  for  foreclosure,  10% 
could  not  be  foreclosed  due  to  documentation  issues."719 

Despite  these  severe  underwriting  and  operational  problems,  Long  Beach  resumed 
securitization  of  its  subprime  loans  in  2004.  In  April  2005,  OTS  examiners  circulated  an  internal 
email  commenting  on  the  poor  quality  of  Long  Beach  loans  and  mortgage  backed  securities 
compared  to  its  peers: 


717 12/21/2005  OTS  internal  memorandum  by  OTS  examiners  to  OTS  Deputy  Regional  Director,  OTSWMS06-007 

0001010,  Hearing  Exhibit  4/16-31. 

718  Id. 

719 1/13/2004  FDIC-Washington  State  joint  visitation  report,  FDIC-EM_00102515-20,  Hearing  Exhibit  4/13-8b. 

OTS  held  a  copy  of  this  report  in  its  files,  OTSWME04-0000029592. 
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"Performance  data  for  2003  and  2004  vintages  appear  to  approximate  industry  average 
while  issues  prior  to  2003  have  horrible  performance.  . . .  [Long  Beach]  finished  in  the 
top  12  worst  annualized  [Net  Credit  Losses]  in  1997  and  1999  thru  2003.  [Long  Beach 
nailed  down  the  number  1  spot  as  top  loser  with  an  [Net  Credit  Loss]  of  14.1%  in  2000 
and  placed  3rd  in  2001  with  10.5%.  . . .  For  ARM  [adjustable  rate  mortgage]  losses,  [Long 
Beach]  really  outdid  themselves  with  finishes  as  one  of  the  top  4  worst  performers  from 
1999  through  2003.  For  specific  ARM  deals,  [Long  Beach]  made  the  top  10  worst  deal 
list  from  2000  thru  2002.  . . .  Although  underwriting  changes  were  made  from  2002  thru 
2004,  the  older  issues  are  still  dragging  down  overall  performance.  ...  At  2/05,  [Long 
Beach]  was  #1  with  a  12%  delinquency  rate.  Industry  was  around  8.25%." 720 

Six  months  later,  after  conducting  a  field  visit,  an  OTS  examiner  wrote:  "Older  securitizations 
of  [Long  Beach]  continue  to  have  some  issues  due  to  previously  known  underwriting  issues  in 
some  vintages.  The  deterioration  in  these  older  securitizations  is  not  unexpected."721 

Purchase  of  Long  Beach.  In  2005,  Washington  Mutual  Bank  proposed  purchasing  Long 
Beach  from  its  holding  company  so  that  Long  Beach  would  become  a  wholly  owned  subsidiary 
of  the  bank.  In  making  the  case  for  the  purchase,  which  required  OTS  approval,  WaMu 
contended  that  making  Long  Beach  a  subsidiary  would  give  the  bank  greater  control  over  Long 
Beach's  operations  and  allow  it  to  strengthen  Long  Beach's  lending  practices  and  risk 
management,  as  well  as  reduce  funding  costs  and  administrative  expenses.  In  addition,  WaMu 
proposed  that  it  could  replace  its  current  "Specialty  Mortgage  Finance"  program,  which  involved 
purchasing  subprime  loans  for  its  portfolio  primarily  from  Ameriquest,  with  a  similar  loan 
portfolio  provided  by  Long  Beach.722 

In  June  2005,  an  OTS  examiner  expressed  concerns  about  the  purchase  in  an  internal 
memorandum  to  OTS  regional  management  and  recommended  that  the  purchase  be  conditioned 
on  operational  improvements: 

"At  the  start  of  this  examination,  it  was  our  intent  to  perform  a  review  of  the  operation  of 
[Long  Beach]  with  the  expectation  that  [Washington  Mutual  Inc.]  or  the  bank  would  be 
requesting  approval  to  move  [Long  Beach]  as  an  operating  subsidiary  of  the  bank.  Such 
a  move  would  obviously  place  the  heightened  risks  of  a  subprime  lending  operation 
directly  within  the  regulated  institution  structure.  Because  of  the  high  profile  nature  of 
the  business  of  [Long  Beach]  and  its  problematic  history,  we  believe  that  any  and  all 
concerns  regarding  the  subprime  operation  need  to  be  fully  addressed  prior  to  any 
move."723 


720 
721 


4/14/2005  OTS  internal  email,  OTSWME05-012  0000806,  Hearing  Exhibit  4/16-19. 

10/3/2005  OTS  Holding  Company  Field  Visit  Report  of  Examination,  at  OTSWMS06-010  00002532,  Hearing 


Exhibit  4/16-94  [Sealed  Exhibit]. 

722  See  12/21/2005  OTS  internal  n 
OTSWMS06-007  0001011,  Hearing  Exhibit  4/16-31. 

723  6/3/2005  OTS  memorandum  from  Rich  Kuczek  to 
Review,"  OTSWMS06-007  0002683,  Hearing  Exhibit  4/16-28. 


22  See  12/21/2005  OTS  internal  memorandum  by  OTS  examiners  to  OTS  Deputy  Regional  Director,  at 
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723  6/3/2005  OTS  memorandum  from  Rich  Kuczek  to  Darrel  Dochow,  "Long  Beach  Mortgage  Corporation  (LBMC) 


193 

The  memorandum  identified  several  matters  that  required  resolution  prior  to  a  WaMu  purchase 
of  Long  Beach,  including  the  establishment  of  pre-  and  post-funding  loan  quality  reviews  that 
were  already  in  place  at  the  bank.  The  memorandum  also  stated  that  Long  Beach  management 
had  "worked  diligently  to  improve  its  operation  and  correct  significant  deficiencies  . . .  reported 
in  prior  years,"  and  observed,  "there  is  definitely  a  new  attitude  and  culture."724 

OTS  continued  to  review  Long  Beach's  lending  practices  and  found  additional 
deficiencies  throughout  the  year.  Those  deficiencies  included  errors  in  loan  calculations  of  debt- 
to-income  ratios,  lack  of  documentation  to  support  the  reasonableness  of  borrower  income  on 
stated  income  loans,  and  lack  of  explanation  of  a  borrower's  ability  to  handle  payment  shock  on 
loans  with  rising  interest  rates.725  OTS  also  determined  that  Long  Beach's  newly  created 
portfolio  of  subprime  loans  "had  attributes  that  could  result  in  higher  risk"  than  WaMu's  existing 
subprime  loan  portfolio.726 

Nevertheless,  in  December  2005,  OTS  examiners  wrote  that,  even  though  Long  Beach 
was  "engaged  in  a  high-risk  lending  activity  and  we  are  not  yet  fully  satisfied  with  its  practices," 
they  recommended  approving  WaMu's  purchase  of  the  company  with  certain  conditions.72 
Those  conditions  included  WaMu's  reconsidering  its  high  risk  lending  concentration  limits, 
including  "stated  income  loans  with  low  FICOs  and  high  LTV  ratios";  WaMu's  assurance  that 
Long  Beach  would  comply  with  certain  loan  guidance;  a  WaMu  commitment  to  continue  to 
bring  down  its  loan  exception  and  error  rates;  and  a  WaMu  commitment  to  ensure  its  Enterprise 
Risk  Management  division  would  provide  a  "countervailing  balance"  to  "imprudent"  desires  to 
expand  Long  Beach's  subprime  lending.728 

About  the  same  time  as  this  memorandum  was  completed,  OTS  learned  that,  during  the 
fourth  quarter  of  2005,  Long  Beach  had  been  required  to  repurchase  tens  of  millions  of  dollars  of 
loans  it  had  sold  to  third  parties  due  to  early  payment  defaults.729  By  December,  this  unexpected 
wave  of  repurchases  had  overwhelmed  Long  Beach's  repurchase  reserves,  leading  to  a  reserve 
shortfall  of  nearly  $75  million.  Altogether  in  the  second  half  of  2005,  Long  Beach  had  to 
repurchase  loans  with  about  $837  million  in  unpaid  principal,  and  incurred  a  net  loss  of  about 


724  Id.  See  also  5/19/2005  OTS  email,  "LBMC  Fair  Lending,"  OTSWMS05-005  0002002,  Hearing  Exhibit  4/16-20 
("I  would  not ...  feel  comfortable  with  their  moving  [Long  Beach]  under  the  thrift  without  some  conditions"). 

725  See  12/21/2005  OTS  internal  memorandum  by  OTS  examiners  to  OTS  Deputy  Regional  Director  Darrel 
Dochow,  OTSWMS06-007  0001009-16,  Hearing  Exhibit  4/16-31. 

726  Id.  at  OTSWMS06-007  0001011. 

27  See  12/21/2005  OTS  internal  memorandum  by  OTS  examiners  to  OTS  Deputy  Regional  Director  Darrel 
Dochow,  OTSWMS06-007  0001009-16,  Hearing  Exhibit  4/16-31. 

728  Id.  at  OTSWMS06-007  0001015-16. 

729  See  10/3/2005  OTS  Report  of  Examination,  OTSWMS06-010  0002530,  Hearing  Exhibit  4/16-94  [Sealed 
Exhibit]  (noting  that,  after  a  field  visit  to  Long  Beach  that  concluded  in  December  2005,  OTS  learned  that  loan 
repurchases  had  surged:  "Subsequent  to  our  on-site  field  visit,  management  informed  us  that  loan  repurchases  had 
increased  considerably.   . . .  Management  indicated  that  approximately  $0.6  billion  in  loans  were  repurchased  during 
the  fourth  quarter  of  2005  out  of  approximately  $13.2  billion  in  total  whole  loan  sales.  The  gross  financial  impact  at 
December  31,  2005,  was  $72.3  million.");  1/20/2006  email  from  Darrel  Dochow  to  Michael  Finn  and  others,  with 
chart,  OTSWMS06-007  0001020  to  1021  (describing  Long  Beach  repurchases). 
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$107  million.730  In  response,  its  auditor,  Deloitte  and  Touche,  cited  Long  Beach  for  a 
Significant  Deficiency  in  its  financial  reporting.  Despite  the  sudden  evidence  of  Long  Beach's 
poor  quality  loans,  inadequate  repurchase  reserves,  and  negative  earnings  impact  on  its  parent 
company,  Washington  Mutual  Inc.,  OTS  approved  the  bank's  application  to  purchase  Long 
Beach.  OTS  explained  its  decision  to  the  Subcommittee  by  contending  that  the  change  in  status 
gave  WaMu  more  control  over  Long  Beach  to  ensure  its  improvement.731 

WaMu  ultimately  purchased  Long  Beach  on  March  1,  2006. 732  After  the  purchase,  Long 
Beach's  practices  did  not  improve,  but  continued  to  exhibit  numerous  problems,  as  described  in 
the  prior  chapter.  A  May  2006  OTS  examination  of  Long  Beach  loans  concluded,  for  example, 
"that  the  number  and  severity  of  underwriting  errors  noted  remain  at  higher  than  acceptable 
levels."733  In  a  June  2006  internal  email  to  his  colleagues,  the  OTS  Regional  Deputy  Director 
wrote: 

"We  gave  them  the  benefit  of  doubt  based  on  commitments  and  some  progress  when  we 
allowed  them  to  bring  [Long  Beach]  into  the  bank,  but ...  we  have  the  same  type  of 
concerns  remaining  6  months  later."734 

In  the  annual  2006  ROE  and  again  in  the  annual  2007  ROE,  OTS  found  that  Long 
Beach's  lending  practices  "remain[ed]  less  than  satisfactory."735  At  a  hearing  of  the 
Subcommittee  on  April  13,  2010,  WaMu's  chief  credit  risk  officers  from  2004  to  2008  uniformly 
condemned  Long  Beach's  poor  performance  and  testified  that  it  had  never  developed  an 
effective  risk  management  system.736 


730  See  4/17/2006  memorandum  by  WaMu  General  Auditor  to  Board  of  Directors'  Audit  Committees  of  Washington 
Mutual  Inc.  and  Washington  Mutual  Bank,  "Long  Beach  Repurchase  Reserve  Root  Cause  Analysis," 
JPM_WM02533760,  Hearing  Exhibit  4/13-10  (Long  Beach  "experienced  a  dramatic  increase  in  EPD's  [early 
payment  defaults],  during  the  third  quarter  of  2005  [which]  ...  led  to  a  large  volume  of  required  loan  repurchases. 
The  unpaid  principal  balance  repurchased  as  a  result  of  the  EPD  provision  for  the  year  ended  December  31,  2005 
was  $837.3  million.  The  net  loss  from  these  repurchases  was  approximately  $107  million."). 

731  Subcommittee  interview  of  Benjamin  Franklin  (2/18/2010). 

32  See  "Washington  Mutual  Regulators  Timeline,"  chart  prepared  by  the  Subcommittee,  Hearing  Exhibit  4/16- lj. 

733  5/25/2006  OTS  Findings  Memorandum,  "Loan  Underwriting  Review  -  Long  Beach  Mortgage,"  OTSWMS06- 
008  0001243,  Hearing  Exhibit  4/16-35.  See  also  1/20/2006  email  from  Darrel  Dochow  to  Michael  Finn,  et  al., 
"LBMC  EDP  Impact,"  OTSWMS06-007  0001020  (emphasis  added). 

734  6/9/2006  email  from  Darrel  Dochow  to  Richard  Kuczek,  Lawrence  Carter,  and  Benjamin  Franklin,  "Findings 
Memos,"  OTSWMS06-008  0001253,  Hearing  Exhibit  4/16-36. 

735  8/29/2006  OTS  Report  of  Examination,  at  OTSWMS06-008  0001680,  Hearing  Exhibit  4/16-94  [Sealed  Exhibit]; 
9/18/2007  OTS  Report  of  Examination,  OTSWMEF-0000047146,  Hearing  Exhibit  4/16-94  ("Based  on  our  review 
of  75  subprime  loans  originated  by  LBMC,  we  concluded  that  subprime  underwriting  practices  remain  less  than 
satisfactory  ....    Given  that  this  is  a  repeat  concern  and  MRBA,  we  informed  management  that  underwriting  must 
be  promptly  corrected,  or  heightened  supervisory  action  would  be  taken,  including  limiting  the  Bank's  ability  to 
continue  SFR  subprime  underwriting.")  [Sealed  Exhibit]. 

736  April  13,  2010  Subcommittee  Hearing  at  22. 
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(e)  Over  500  Deficiencies  in  5  Years 

As  part  of  their  review  of  Washington  Mutual,  the  Treasury  and  the  FDIC  Inspectors 
General  determined  that,  over  a  five-year  period,  2004-2008,  OTS  examiners  identified  a  total  of 
over  540  criticisms,  observations,  and  recommendations  related  to  WaMu  operations.737  At  the 
Subcommittee  hearing,  when  asked  whether  those  540  findings  constituted  "serious  criticisms" 
of  the  bank,  Treasury  IG  Eric  Thorson  responded:  "Absolutely."738  The  FDIC  Inspector 
General,  Jon  Rymer,  agreed: 

"[T]he  examiners,  from  what  I  have  seen  here,  were  pointing  out  the  problems, 
underwriting  problems,  riskier  products,  concentrations,  distributions,  and  markets  that 
may  display  more  risk  -  they  were  all  significant  problems  and  they  were  identified.  At 
the  end  of  the  day,  though,  I  don't  think  forceful  enough  action  was  taken."739 

As  WaMu  accumulated  hundreds  of  infractions  from  OTS,  longstanding  problems  with 
asset  quality  in  the  bank's  portfolio  continued.  While  some  observers  have  blamed  WaMu's 
failure  on  its  liquidity  troubles  in  late  2008,  years  of  unresolved  problems  festered  below  the 
surface. 

The  consequences  of  WaMu's  failure  to  address  its  underwriting  problems,  risk 
concentrations,  risk  layering,  and  other  problems  were  exponential  increases  in  its  loss  rates. 
The  FDIC  later  calculated  the  loss  rates  for  several  WaMu  products.  In  WaMu's  held-for- 
investment  Option  ARM  portfolio,  delinquency  rates  nearly  doubled  every  year,  rising  from 
0.48%  at  the  end  of  2005  to  0.90%  a  year  later,  to  2.63%  at  year  end  2007,  and  up  to  4.63%  by 
June  30,  2008. 740  In  its  subprime  portfolio,  its  delinquency  rate  increased  from  7.39%  in  2005  to 
25.20%  in  June  2008. 741  The  delinquency  rate  in  its  HELOC  portfolio  rose  from  0.58%  in  2005 
to  4.00%  in  June  2008.742  As  a  result,  net  charge-offs  for  WaMu's  Option  ARM  portfolio  rose 
from  $15  million  at  year  end  2005  to  $37  million  in  2006,  to  $147  million  in  2007,  and  to  $777 
million  by  June  2008. 743  HELOC  net  charge-offs  likewise  increased,  rising  from  $21  million  in 
2005,  to  $23  million  in  2006,  to  $424  million  in  2007,  and  to  $1.19  billion  by  June  2008. 744 
Subprime  net  charge-offs  expanded  even  more  rapidly,  rising  from  $47  million  in  2005,  to  $134 
million  in  2006,  to  $550  million  in  2007,  and  $956  million  by  June  2008. 745  To  account  for 
these  losses,  WaMu's  loss  provisions  jumped  from  $218  million  in  2006  to  over  $2  billion  in 
2007,  and  an  additional  $6  billion  by  June  2008. 746 


737  Id.  at  20.   See  also  IG  Report  at  28. 

738  April  16,  2010  Subcommittee  Hearing  at  17. 

739  Id.  at  18. 

740  See  FDIC  Complaint  Against  WaMu  Executives  at  H  79. 

741  Id. 

742  Id. 

743  Id.  at  H  81. 

744  Id. 

745  Id. 

746  Id.  at  H  82. 
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The  joint  report  of  the  Treasury  and  the  FDIC  Inspectors  General  specifically  identified 
WaMu's  poor  quality  loans  and  poor  risk  management  practices  as  the  real  cause  of  its  failure, 
rather  than  the  liquidity  crisis  that  hit  the  bank  in  2008. 74y  During  the  Subcommittee's  hearing, 
when  asked  why  WaMu  failed,  a  senior  FDIC  official  put  it  this  way:  "Asset  quality.  Weak 
asset  quality.  It  brought  on  the  liquidity  problems."748  He  explained: 

"If  you  have  strong  asset  quality,  you  will  not  have  liquidity  issues  because  your  assets  - 
you  can  borrow  either  against  them  or  you  can  sell  them.  If  you  have  weak  asset  quality, 
then  you  are  going  to  have  liquidity  issues  at  some  point."749 

(4)  OTS  Turf  War  Against  the  FDIC 

As  WaMu  approached  the  end,  tensions  between  OTS  and  the  FDIC  that  had  built  up 
over  two  years  evolved  into  a  turf  war.  OTS  examination  and  regional  officials  began  to  express 
distrust  of  their  FDIC  counterparts.  The  conflict  was  elevated  to  the  top  leaders  of  both  agencies, 
who  came  to  take  different  views  of  what  to  do  with  WaMu  -  the  FDIC  becoming  more 
aggressive  and  OTS  becoming  more  protective.  When  the  bank's  imminent  collapse  was  no 
longer  a  question,  the  result  was  a  hasty  seizure  and  sale.  Had  the  two  government  agencies 
acted  in  concert,  rather  than  as  adversaries,  it  is  likely  that  WaMu's  problems  would  have  been 
resolved  earlier  and  with  less  collateral  damage.  During  an  interview,  the  chairman  of  the  FDIC, 
Sheila  Bair,  stated  pointedly  that  WaMu  "could  have  sold  themselves  in  July  if  they  had 
tried."750  The  same  outcome  was  not  accomplished  until  two  months  later  in  September  when  no 
other  options  remained,  and  OTS  worked  with  the  FDIC  to  make  it  happen. 

As  mentioned  earlier,  OTS  was  the  primary,  but  not  the  only,  federal  bank  regulator  that 
oversaw  Washington  Mutual.  Since  WaMu  was  also  an  insured  institution,  the  FDIC  served  as  a 
backup  examiner  responsible  for  evaluating  the  risk  that  the  bank  posed  to  the  Deposit  Insurance 
Fund.  Because  WaMu  was  one  of  the  eight  largest  insured  institutions  in  the  country,  the  FDIC 
had  assigned  a  Dedicated  Examiner  whose  full  time  responsibility  was  to  determine  whether  the 
bank  was  operating  in  a  safe  and  sound  manner.  The  FDIC  Examiner  reviewed  all  OTS  ROEs 
and  examination  findings,  participated  on  many  occasions  in  OTS  examinations,  and  reviewed 
bank  documents.  The  FDIC  reviewed  the  CAMELS  ratings  for  the  bank,  as  well  as  LIDI  ratings 
under  its  Large  Insured  Depository  Institutions  Program. 

For  many  years,  FDIC  examiners  worked  cooperatively  with  OTS  examiners  to  conduct 
oversight  of  WaMu.  But  beginning  in  2006,  OTS  management  expressed  increasing  reluctance 
to  allow  FDIC  examiners  to  participate  in  WaMu  examinations  and  review  bank  documents. 
Claiming  that  joint  efforts  created  confusion  about  which  agency  was  WaMu's  primary 


747 IG  Report  at  8. 

748  April  16,  2010  Subcommittee  Hearing  at  76.  John  Corston  was  the  Acting  Deputy  Director  of  the  FDIC's 


Division  of  Supervision  and  Consumer  Protection,  Complex  Financial  Institution  Branch, 
"id. 
Subcommittee  interview  of  Sheila  Bair  (4/5/2010). 


749  Id 
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regulator,751  OTS  officials  employed  a  variety  of  tactics  to  limit  the  FDIC  oversight  of  the  bank, 
including  restricting  its  physical  access  to  office  space  at  the  bank,  its  participation  in  bank 
examinations,  and  its  access  to  loan  files.  In  addition,  as  the  FDIC  began  to  express  greater 
concern  about  the  bank's  viability,  recommend  ratings  downgrades,  and  urge  enforcement 
action,  OTS  officials  displayed  increasing  resistance  to  its  advice.  In  the  end,  OTS  not  only 
undermined  years  of  cooperative  oversight  efforts,  but  at  times  actively  impeded  FDIC  oversight 
of  one  of  the  largest  insured  banks  in  the  country. 

Resisting  FDIC  Advice.  During  the  period  2004-2008,  internal  FDIC  evaluations  of 
Washington  Mutual  were  consistently  more  negative  than  those  of  OTS,  at  times  creating  friction 
between  the  two  agencies.  OTS  also  resisted  the  FDIC's  advice  to  subject  WaMu  to  stronger 
enforcement  actions,  downgrade  its  CAMELS  rating,  and  solicit  buyers  for  the  bank. 

As  early  as  2005,  the  FDIC  examination  team  expressed  concerns  about  WaMu's  high 
risk  lending  strategy,  even  though  the  bank's  management  expressed  confidence  that  the  risks 
were  manageable.  In  an  internal  memorandum,  for  example,  the  FDIC  team  identified  multiple 
negative  impacts  on  WaMu's  loan  portfolio  if  housing  prices  were  to  stop  climbing.  The 
memorandum  stated  in  part: 

"Washington  Mutual  Bank's  (WMB)  single-family  residential  (SRF)  loan  portfolio  has 
embedded  risk  factors  that  increase  exposure  to  a  widespread  decline  in  housing  prices. 
The  overall  level  of  risk  is  moderate,  but  increasing.  ...  A  general  decline  in  housing 
prices  would  adversely  impact:  a)  The  SRF  loan  portfolio;  b)  The  home  equity  loan 
portfolio;  and  c)  Mortgage  banking  revenue.  ...  In  January  2005,  management  developed 
a  higher-risk  lending  (HRL)  strategy  and  defined  company-wide  higher-risk  loans  as  . . . 
sub  prime  loans  . . .  SFR  loans  with  FICO  scores  below  620,  . . .  consumer  loans  with 
FICO  scores  below  660,  and  . . .  [the]  Long  Beach  . . .  portfolio.  Management  intends  to 
expand  the  HRL  definition  and  layer  additional  risk  characteristics  in  the  future.  . . . 
Management  acknowledges  the  risks  posed  by  current  market  conditions  and  recognizes 
that  a  potential  decline  in  housing  prices  is  a  distinct  possibility.  Management  believes, 
however  that  the  impact  on  WMB  would  be  manageable,  since  the  riskiest  segments  of 
production  are  sold  to  investors,  and  that  these  investors  will  bear  the  brunt  of  a  bursting 
housing  bubble."752 


751  See,  e.g.,  April  16,  2010  Subcommittee  Hearing  at  61  (testimony  of  OTS  Director  Reich:  "[F]irst  of  all,  the 
primary  regulator  is  the  primary  Federal  regulator,  and  when  another  regulator  enters  the  premises,  when  the  FDIC 
enters  the  premises,  confusion  develops  about  who  is  the  primary  regulator,  who  really  is  calling  the  shots,  and  who 
do  we  report  to,  which  agency.") 

752  Undated  draft  memorandum  from  the  WaMu  examination  team  at  the  FDIC  to  the  FDIC  Section  Chief  for  Large 
Banks,  FDIC-EM_00251205-10,  Hearing  Exhibit  4/16-51a  (likely  mid-2005).  In  an  interview,  when  shown  the 
draft  memorandum,  FDIC  Assistant  Regional  Director  George  Doerr,  who  was  a  member  of  the  WaMu  examination 
team,  told  the  Subcommittee  that  this  type  of  analysis  was  prepared  for  a  select  group  of  mortgage  lenders,  including 
WaMu,  to  understand  where  the  mortgage  market  was  headed  and  how  it  would  affect  those  insured  thrifts.  He  did 
not  have  a  copy  of  the  final  version  of  the  memorandum,  but  said  the  FDIC's  analysis  was  discussed  with  OTS. 
Subcommittee  interview  of  George  Doerr  (3/30/2010). 


198 

In  mid-2005,  an  internal  FDIC  memorandum  discussed  the  increased  risk  associated  with 
the  new  types  of  higher  risk  mortgage  loans  being  issued  in  the  U.S.  housing  market: 

"Despite  the  favorable  history,  we  believe  recent  lending  practices  and  buyer 
behavior  have  elevated  the  risk  of  residential  lending.  Concerns  are  compounded 
by  significantly  increased  investor  activity  and  new  loan  products  that  allow  less 
creditworthy  borrowers  to  obtain  mortgages.  The  new  loan  products  of  most 
concern  include  Option  Adjustment  Rate  Mortgage  (ARM)  Loans,  Interest  Only 
(IO)  Loans,  and  Piggyback  Home  Equity  Loans."753 

WaMu  offered  all  three  types  of  loans,  in  addition  to  subprime  loans  through  Long 
Beach. 

In  2007,  an  FDIC  memorandum  again  identified  WaMu's  high  risk  home  loans  as 
its  "primary  risk,"  singling  out  both  its  subprime  and  Option  ARM  loans: 

"SFR  [Single  Family  Residential  loan]  credit  risk  remains  the  primary  risk.  The 
bank  has  geographic  concentrations,  moderate  exposure  to  subprime  assets,  and 
significant  exposure  to  mortgage  products  with  potential  for  payment  shock.  . . . 
The  bank's  credit  culture  emphasized  home  price  appreciation  and  the  ability  to 
perpetually  refinance.  ...  In  the  past,  the  bank  relied  on  quarterly  sales  of 
delinquent  residential  loans  to  manage  its  non  performing  assets.  The  bank's 
underwriting  standards  were  lax  as  management  originated  loans  under  an 
originate  to  sell  model.  When  the  originate  to  sell  model  collapsed  in  July  2007 
for  private  and  subprime  loans,  management  was  no  longer  able  to  sell  non 
performing  assets.  Consequently,  non  performing  assets  are  now  mounting,  and 
the  bank's  credit  risk  mitigation  strategy  is  no  longer  effective."754 

From  2004  to  2008,  the  FDIC  assigned  LIDI  ratings  to  WaMu  that  indicated  a  higher 
degree  of  risk  at  the  bank  than  portrayed  by  the  bank's  CAMELS  ratings.  LIDI  ratings  are 
intended  to  convey  the  degree  of  risk  that  a  bank  might  cause  loss  to  the  Deposit  Insurance  Fund, 
with  A  being  the  best  rating  and  E  the  worst.755  The  FDIC  IG  explained  the  difference  between 
LIDI  and  CAMELS  ratings  as  follows:  "LIDI  ratings  consider  future  risks  at  an  institution, 
where  CAMELS  rating,  in  practice,  are  more  point-in-time  measures  of  performance."756  As 


753  7/5/2005  memorandum  from  FDIC  Associate  Director  John  H.  Corston  to  FDIC  Associate  Director  Michael 
Zamorski,  "Insured  Institutions'  Exposures  to  a  Housing  Slowdown,"  FDIC_WAMU_000015114,  Hearing  Exhibit 
4/16-51b. 

754  FDIC  Washington  Mutual  Bank  LIDI  Report,  Q307,  FDIC_WAMU_000014851,  Hearing  Exhibit  4/16-94 
[Sealed  Exhibit]. 

755  An  A  rating  indicates  a  "low  risk"  of  concern  that  an  institution  will  cause  a  loss  to  the  Deposit  Insurance  Fund,  a 
B  rating  indicates  an  "ordinary  level  of  concern,"  a  C  rating  indicates  a  "more  than  an  ordinary  level  of  concern,"  a 
D  rating  conveys  a  "high  level  of  concern,"  and  an  E  rating  conveys  "serious  concerns."  See  prepared  statement  of 
FDIC  IG  Rymer  at  5  (chart  showing  FDIC  LIDI  ratings  descriptions),  April  16,  2010  Subcommittee  Hearing,  at  124 
(showing  FDIC  LIDI  ratings  description). 

756  Id. 
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early  as  2004,  the  FDIC  viewed  WaMu  as  having  higher  levels  of  risk  than  indicated  by  its 
CAMELS  ratings.  This  chart  shows  the  comparable  ratings  over  time: 


WaMu  CAMELS  and  LIDI  Ratings,  2004-2008 
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Assessment 
Period 

CAMELS 
Composite  Rating 

LIDI 
Rating 

January  2004 

2 

B 

July  2004 

2 

B/C 

January  2005 

2 

B/C 

July  2005 

2 

B/C 

January  2006 

2 

B/C 

July  2006 

2 

B/C 

March  2007 

2 

B/C 

June  2007 

2 

C 

September  2007 

2 

c 

December  2007 

2 

c 

March  2008 

3 

D 

June  2008 

3 

E 

September  2008 

4 

E 

FDIC  IG  Rymer  explained  that  the  B/C  rating  meant  that  the  FDIC  viewed  WaMu  as  posing  a 
"somewhat  more  than  ordinary  risk"  to  the  Deposit  Insurance  Fund,  the  C  rating  meant  it  "posed 
more  than  an  ordinary  risk,"  D  meant  the  FDIC  had  "a  high  level  of  concern,"  and  E  meant  that 
the  FDIC  had  "serious  concerns"  that  WaMu  would  cause  a  loss  to  the  Fund.758 


Despite  assigning  lower  LIDI  ratings  to  the  bank,  indicating  the  increasing  risk  it  posed 
to  the  Deposit  Insurance  Fund,  the  FDIC  -  like  OTS  -  continued  to  support  a  2  CAMELS  rating 
throughout  2007.  The  result  of  both  regulators  delaying  a  downgrade  in  WaMu's  rating  had  a 
direct  impact  on  FDIC  operations.  According  to  the  FDIC  Inspector  General,  WaMu's 
CAMELS  rating  of  2  prevented  the  FDIC  from  charging  higher  premiums  for  the  Deposit 
Insurance  Fund  until  February  2008,  when  its  rating  was  dropped  to  a  3. 759  Higher  premiums  are 
one  of  the  tools  used  by  the  FDIC  to  signal  to  financial  institutions  that  they  should  better  control 
their  risk.  Unfortunately,  in  this  case,  that  tool  was  not  available  in  2005,  2006,  or  2007. 

OTS  downgraded  the  bank  to  a  3  CAMELS  rating  in  February  2008,  after  WaMu 
incurred  substantial  losses.  OTS  also  required  WaMu  to  issue  a  nonpublic  Board  Resolution 
making  general  commitments  to  strengthen  its  operations.  The  FDIC  undertook  a  special 
insurance  examination  of  the  bank,  analyzed  its  capital,  and  concluded  that  the  bank  should  raise 


See  prepared  statement  of  FDIC  IG  Rymer  at  6  (chart  showing  WaMu  ratings  and  insurance  assessments),  April 
16,  2010  Subcommittee  Hearing  at  125. 

758  Id. 

759  Prepared  statement  of  FDIC  IG  Rymer  at  6-7,  April  16,  2010  Subcommittee  Hearing,  at  125-26.   See  also  IG 
Report  at  40-42. 
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additional  capital.760  The  FDIC  staff  attempted  to  engage  OTS  staff  in  discussions  about 
increasing  the  bank's  capital  and  downgrading  its  CAMELS  ratings,  but  OTS  was  not 
persuaded. 


761 


In  July  2008,  tensions  between  the  FDIC  and  OTS  flared  after  the  FDIC  sent  a  letter  to 
OTS  urging  it  to  take  additional  enforcement  action:  "As  we  discussed,  we  believe  that 
[WaMu's]  financial  condition  will  continue  to  deteriorate  unless  prompt  and  effective 
supervisory  action  is  taken."762  The  letter  urged  OTS  to  impose  a  "corrective  program"  that 
included  requiring  the  bank  to  raise  $5  billion  in  additional  capital  and  provide  quarterly  reports 
on  its  financial  condition.  OTS  not  only  rejected  that  advice,  but  also  expressed  the  hope  that  the 
FDIC  would  refrain  from  future  "unexpected  letter  exchanges."763  In  a  separate  email,  Scott 
Polakoff,  a  senior  OTS  official  called  the  FDIC  letter  "inappropriate  and  disingenuous": 

"I  have  read  the  attached  letter  from  the  FDIC  regarding  supervision  of  Wamu  and  am 
once  again  disappointed  that  the  FDIC  has  confused  its  role  as  insurer  with  the  role  of  the 
Primary  Federal  Regulator.  Its  letter  is  both  inappropriate  and  disingenuous.  I  would 
like  to  see  our  response  to  the  FDIC,  which  I  assume  will  remind  it  that  we,  as  the  PFR, 
will  continue  to  effectively  supervise  the  entity  and  will  continue  to  consider  the  FDIC's 
views."764 

Two  weeks  later,  on  July  31,  both  OTS  and  the  FDIC  met  with  the  WaMu  Board  of 
Directors  to  discuss  the  bank's  problems.  At  that  meeting,  the  FDIC  Dedicated  Examiner 
suggested  that  the  bank  look  for  a  "strategic  partner"  who  could  buy  or  invest  in  the  bank.  The 
OTS  director,  John  Reich,  later  expressed  anger  at  the  FDIC  for  failing  to  clear  that  suggestion 
first  with  OTS  as  the  bank's  primary  regulator.  An  FDIC  examiner  wrote  to  his  colleagues: 

"Major  ill  will  at  WAMU  meeting  yesterday  caused  by  FDIC  suggestion  in  front  of 
WAMU  management  that  they  find  a  strategic  partner.  [OTS  Director]  Reich  reportedly 
indicated  that  was  totally  inappropriate  and  that  type  of  conversation  should  have 
occurred  amongst  regulatory  agencies  before  it  was  openly  discussed  with 
management."765 

The  next  day,  on  August  1,  2008,  due  to  WaMu's  increasing  financial  and  deposit  losses, 
the  FDIC  Chairman,  Sheila  Bair,  suggested  that  the  bank's  condition  merited  a  downgrade  in  its 
CAMELS  rating  to  a  4,  signaling  a  troubled  bank.766  The  head  of  OTS  sent  an  email  to  the  head 
of  the  FDIC  responding  that  "rating  WaMu  a  4  would  be  a  big  error": 

"In  my  view  rating  WaMu  a  4  would  be  a  big  error  in  judging  the  facts  in  this  situation. 
It  would  appear  to  be  a  rating  resulting  from  fear  and  not  a  rating  based  on  the  condition 


760  See  7/21/2008  letter  from  FDIC  to  OTS,  FDIC_WAMU_000001730,  Hearing  Exhibit  4/16-59. 

761  Subcommittee  interview  of  Steve  Funaro  (3/18/2010). 

762  7/21/2008  letter  from  the  FDIC  to  OTS,  FDIC_WAMU_000001730,  Hearing  Exhibit  4/16-59. 

763  y/22/2008  letter  from  OTS  to  the  FDIC,  OTSWMS08-015  0001312,  Hearing  Exhibit  4/16-60. 

764  7/22/2008  email  from  OTS  Deputy  Director  Scott  Polakoff  to  OTS  colleagues,  Hearing  Exhibit  4/16-59. 

765  8/1/2008  email  from  David  Promani  to  FDIC  colleagues,  FDIC-EM_00246958,  Hearing  Exhibit  4/16-64. 

766  See  8/1/2008,  email  from  Darrell  Dochow  to  OTS  senior  officials,  Hearing  Exhibit  4/16-62. 
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of  the  institution.  WaMu  has  both  the  capital  and  the  liquidity  to  justify  a  3  rating.  It 
seems  based  on  email  exchanges  which  have  taken  place  that  FDIC  supervisory  staff  in 
San  Francisco  is  under  pressure  by  the  fear  in  Washington  to  downgrade  this  institution. 
. . .  [Pjrior  to  such  action  I  would  request  a[n  FDIC]  Board  meeting  to  consider  the  proper 
rating  on  this  institution."767 

The  FDIC  Chairman  responded:  "We  will  follow  the  appropriate  procedures  if  the  staff  cannot 
agree."768 

A  few  days  later,  Ms.  Bair  sent  an  email  to  Mr.  Reich  requesting  a  discussion  of 
"contingency  planning"  for  WaMu,  including  making  "discrete  inquiries"  to  determine  whether 
any  institution  would  be  willing  to  buy  the  bank.  The  OTS  Director  responded  with  a  lengthy 
email  criticizing  the  request  and  stating  in  part: 

"I  do  not  under  any  circumstances  want  to  discuss  this  on  Friday's  conference  call ....  I 
should  not  have  to  remind  you  the  FDIC  has  no  role  until  the  PFR  [Primary  Federal 
Regulator]  (i.e.  the  OTS)  rules  on  solvency  ....  You  personally,  and  the  FDIC  as  an 
agency,  would  likely  create  added  instability  if  you  pursue  what  I  strongly  believe  would 
be  a  precipitous  and  unprecedented  action.  ...  It  seems  as  though  the  FDIC  is  behaving  as 
some  sort  of  super-regulator  -  which  you  and  it  are  not."769 

In  September  2008,  Ms.  Bair  informed  WaMu  that  there  was  a  likely  ratings 
disagreement  between  the  FDIC  and  OTS,  and  that  the  FDIC  intended  to  lower  the  bank's  rating 
to  a  4.  After  the  FDIC  Chairman  informed  the  OTS  Director  by  email  of  her  conversation  with 
WaMu,  Mr.  Reich  forwarded  the  exchange  to  his  OTS  Deputy  Director,  upset  that  she  had  not 
come  to  him  first  with  that  information:  "I  cannot  believe  the  continuing  audacity  of  this 
woman."770  Two  weeks  later,  the  bank  failed. 

Restricting  Office  Space  and  Information.  Throughout  the  period  examined  by  the 
Subcommittee,  OTS  not  only  rebuffed  the  FDIC's  analysis  and  advice,  it  began  to  actively 
impede  FDIC  oversight  efforts  at  WaMu.  OTS  even  went  so  far  as  to  limit  the  FDIC's  physical 
access  to  office  space,  as  well  as  to  needed  information,  at  WaMu's  new  headquarters.  Prior  to 
2006,  OTS  had  always  provided  the  FDIC  examiners  with  space  in  its  on-site  offices  at  the  bank, 
making  it  easy  for  FDIC  examiners  to  participate  in  OTS  examinations.  In  the  summer  of  2006, 
however,  following  WaMu's  move  to  a  new  headquarters  in  Seattle,  OTS  did  not  provide  any  of 
its  desks  for  the  FDIC  examiners.  OTS  also  restricted  the  FDIC's  access  to  an  important 
database  that  all  examiners  used  to  review  WaMu  documents,  referred  to  as  the  "examiner's 
library."  From  July  until  November  2006,  a  period  of  about  four  months,  the  FDIC  examiners 
were  denied  access  to  both  office  space  on  the  bank's  premises  and  the  examiner's  library.  The 


767  8/1/2008  email  from  OTS  Director  John  Reich  to  FDIC  Chairman  Sheila  Bair,  Hearing  Exhibit  416-63. 

768  Id. 

769  8/6/2008  email  from  OTS  Director  John  Reich  to  FDIC  Chairman  Sheila  Bair,  "Re:  W,"  FDIC-EM_001 10089, 
Hearing  Exhibit  4/16-66. 

770  9/10/2008  email  from  OTS  Director  John  Reich  to  OTS  Deputy  Director  Scott  Polakoff,  Polakoff_Scott- 
00065461_001,  Hearing  Exhibit  4/16-68. 


202 

FDIC  had  to  make  multiple  requests,  taking  the  issue  up  through  the  OTS  hierarchy  in 
Washington,  D.C.  headquarters,  to  regain  the  access  it  had  enjoyed  for  years  at  WaMu. 

In  an  October  2006  email  to  the  FDIC  Assistant  Regional  Director,  George  Doerr,  the 
FDIC  Dedicated  Examiner  at  WaMu,  described  in  exasperation  how  he  had  been  promised 
permanent  space  at  the  bank,  but  still  did  not  have  it.  Demonstrating  how  poisoned  the 
relationship  was  at  that  point,  the  FDIC  examiner  blamed  the  lack  of  cooperation  on  "stalling 
tactics  and  misrepresentations:" 

"Our  issue  is  with  OTS  management  (Finn  and  Dochow)  and  how  they  have  apparently 
mislead  RD  [Regional  Director]  Carter,  DRD  [Deputy  Regional  Director]  Villalba,  you, 
and  me.  This  regards  space  for  the  dedicated  examiner  and  access  to  information  ....  I 
met  with  OTS  examiners  yesterday  and  they  have  not  made  arrangements  for  permanent 
space  for  me  at  the  new  location  and  protocols  for  information  sharing  have  not  been 
developed  ....  In  July  RD  Carter  [from  FDIC]  talked  with  Finn  [from  OTS]  and  he 
agreed  to  space  and  access.  On  8/17  you  and  DRD  Villalba  had  a  telephone  conversation 
with  Dochow  and  he  agreed  it  was  not  necessary  to  fix  what  was  not  broken  and  he 
promised  access  to  space  and  information.  On  9/15  I  met  with  Dochow  and  he  agreed  to 
space  and  information  sharing  ....  I  am  prepared  for  more  of  Dochow's  stalling  tactics 
and  misrepresentations."771 

Mr.  Doerr  forwarded  the  "info  about  OTS  denying  us  space  and  access  to  information"  to  other 
FDIC  officials  stating:  "The  situation  has  gone  from  bad  to  worse." 


772 


At  the  Subcommittee  hearing,  when  asked  why  OTS  took  four  months  to  restore  FDIC 
access  to  office  space  and  WaMu  documents,  Mr.  Doerr  of  the  FDIC  responded: 

Mr.  Doerr:  I  can't  explain  what  the  reason  was.  I  personally  think  they  didn't  want  us 
there.  I  mean,  we  were  denied  physical  access  and  the  access  to  this  examiner  library  . . . 
of  electronic  materials  that  WaMu  puts  together  for  the  regulators  ....  [Y]ou  shouldn't 
have  to  go  4  months  without  having  to  have  that.  . . . 

Senator  Levin:  And  it  was  essential  that  Mr.  Funaro  [the  FDIC  Dedicated  Examiner] 
have  access  to  that  library  in  order  to  get  information  about  the  Washington  Mutual? 

Mr.  Doerr:  Absolutely.773 

By  November  2006,  when  OTS  relented  and  provided  desk  space  and  database  access  to 
the  FDIC  Dedicated  Examiner,  it  did  little  to  ameliorate  the  situation.  Its  actions  contributed  to  a 


771 10/13/2006  email  chain  from  Vanessa  Villalba  to  J.  George  Doerr,  John  F.  Carter,  and  John  H.  Corston,  "Re: 
wamu  quarterly,"  FDIC_WAMU_000014449,  Hearing  Exhibit  4/16-53.  See  also  9/6/2006  FDIC  internal  email 
chain,  "OTS  re:  WAMU,"  FDIC-EM_00252239,  Hearing  Exhibit  4/16-51c  ("He  absolutely  agreed  you'd  have 
access  to  the  Examiner  Library.  And  he  hasn't  arranged  that."). 

772  Id. 

773  April  16,  2010  Subcommittee  Hearing  at  72-73. 
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worsening  relationship  between  the  two  agencies,  impeded  FDIC  oversight  efforts,  and 
weakened  oversight  of  WaMu's  activities 


774 


Restricting  FDIC  Examinations.  At  the  same  time  OTS  was  withholding  office  space 
and  database  access  from  the  FDIC  examination  team,  it  also,  for  the  first  time,  refused  an  FDIC 
request  to  participate  in  an  OTS  examination  of  WaMu. 

Although  the  FDIC  has  a  broad  statutory  right  to  participate  in  examinations  of  insured 
depository  institutions,775  it  had  agreed  to  spell  out  how  it  would  exercise  that  statutory  authority 
in  a  2002  Interagency  Agreement  with  the  Federal  Reserve,  OCC,  and  OTS.776  The  Interagency 
Agreement  authorized  the  FDIC  to  conduct  "special  examinations"  of  insured  institutions  that 
"represent  a  heightened  risk"  to  the  Deposit  Insurance  Fund,  defined  as  institutions  with  a  3,  4, 
or  5  rating  on  the  CAMELS  scale  or  which  were  "undercapitalized  as  defined  under  Prompt 
Corrective  Action"  standards.777  Other  FDIC  bank  examinations  had  to  be  authorized  by  the 
primary  regulator.  Prior  to  2006,  OTS  had  routinely  authorized  joint  OTS-FDIC  examinations 
without  regard  to  the  CAMELS  ratings,  but  in  January  2006,  OTS  suddenly  changed  its  policy. 
The  change  was  signaled  in  an  email  sent  by  a  senior  OTS  official  to  his  colleagues: 

"The  message  was  crystal  clear  today.  Absolutely  no  FDIC  participation  on  any  OTS  1 
and  2  rated  exams. . . .  We  should  also  deny  FDIC  requests  to  participate  on  HC  [holding 
company]  or  affiliate  exams. 

Permission  for  FDIC  to  join  us  on  WaMu  . . .  will  stand  for  now,  but  they  should  not  be 
[in]  direct  contact  with  thrift  management  or  be  requesting  info  directly  from  the 
thrift."778 

This  email  signaled  the  beginning  of  a  much  more  restrictive  policy  toward  the  FDIC 
participation  in  OTS  examinations,  even  though  in  January  2006,  OTS  indicated  it  would  allow 
an  exception  for  the  FDIC  examiners  to  continue  participating  in  its  scheduled  examination  of 
WaMu.  The  reasons  for  this  change  in  policy  were  never  made  clear,  but  in  several  interviews, 
OTS  and  FDIC  officials  attributed  it  to  certain  senior  OTS  officials  who  were  reluctant  to  share 
thrift  oversight  responsibilities  with  the  FDIC. 

In  August  2006,  the  FDIC  made  what  it  viewed  as  a  routine  request  to  join  in  the  next 
OTS  examination  of  WaMu,  which  was  designed  to  focus,  in  part,  on  WaMu's  subprime  lending. 
To  the  surprise  and  consternation  of  the  FDIC,  the  OTS  Regional  Director  Michael  Finn  sent  a 
letter  denying  the  request  and  stating  that  OTS  would  instead  "share  our  exam  findings  with  the 


774  See  also  IG  Report  at  42-45  ("It  appears  that  2006  was  a  turning  point  in  the  relationship  between  FDIC  and  OTS 
in  terms  of  information  sharing  that  carried  through  to  2008."). 

775  See  12  U.S.C.  §  1820(b)(3). 

776  See  "Coordination  of  Expanded  Supervisory  Information  Sharing  and  Special  Examinations,"  PSI-FDIC-10- 
0001. 

777Id. 

778 1/24/2006  email  from  OTS  senior  official  Michael  Finn  to  Edwin  Chow  and  Darrel  Dochow,  OTSWM06-006 

0000129,  Hearing  Exhibit  4/16-49. 
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FDIC,  as  we  have  in  the  past."779  Mr.  Finn  wrote  that  because  WaMu's  CAMELS  rating  was  a  2 
and  FDIC  had  not  shown  "any  concerns  regarding  our  past  or  planned  examination  activities, 
and  our  continued  commitment  to  share  all  appropriate  information,  the  FDIC  has  not  shown  the 
regulatory  need  to  participate  in  the  upcoming  Washington  Mutual  examination." 

After  discussing  the  Finn  letter  in  an  internal  email,  the  FDIC  Assistant  Regional 
Director,  George  Doerr,  wrote  to  his  colleagues: 

"Obviously,  we  have  a  major  problem  here.  OTS  is  taking  the  approach  we  need  to 
establish  a  'regulatory  need  to  participate'  on  an  exam,  and  that  the  basis  would  have  to 
be  disagreement  on  exam  findings.  Mr.  Finn  is  totally  missing  the  point  on  our  need  for 
timely  accurate  information  to  properly  categorize  WAMU  for  deposit  insurance 
premium  purposes,  more  so  now  than  ever  in  the  past."780 

In  October  2006,  John  Carter  with  the  FDIC  sent  Michael  Finn  of  OTS  a  letter  repeating 
the  FDIC's  request  to  participate  in  the  WaMu  examination: 

"I  have  received  your  response  to  our  August  14  2006  letter  in  which  we  request 
permission  to  participate  in  aspects  of  the  upcoming  examination  of  Washington  Mutual 
Bank.  Regarding  your  reasoning  for  rejecting  our  participation  in  these  target  reviews, 
you  are  correct  that  our  request  is  not  predicated  on  any  current  disagreement  related  to 
examination  findings  or  concerns  regarding  supervisory  activities  at  Washington  Mutual. 
Such  criteria  are  not  prerequisite  for  requesting  -  or  for  the  OTS  granting  -  FDIC  staff 
participation  in  target  examination  activities. 

As  you  are  aware,  the  FDIC  and  the  OTS  have  a  long,  cooperative,  and  productive 
working  relationship  with  respect  to  the  examination  of  Washington  Mutual  Bank,  which 
we  hope  to  continue.  Past  experience  has  proven  that  our  participation  in  targeted 
reviews  is  beneficial  to  our  respective  Agencies,  as  well  as  to  the  Bank.  . . .  The  2002 
Agreement  clearly  allows  for  FDIC  staff  participation  in  examination  activities  to 
evaluate  the  risk  of  a  particular  banking  activity  to  the  deposit  insurance  fund. 

Washington  Mutual  Bank  is  very  large  insured  financial  institution,  and  in  our  view 
participation  on  the  upcoming  targeted  reviews  is  necessary  to  fulfill  our  responsibilities 
to  protect  the  deposit  insurance  fund."781 

On  November  10,  2006,  Mr.  Finn  responded  with  a  letter  that,  again,  refused  to  allow  the 
FDIC  to  participate  in  the  WaMu  examination: 

"OTS  does  not  seek  to  have  FDIC  staff  actively  participate  in  our  examination  activities 
and  conclusions  at  Washington  Mutual.  We  do  understand  your  need  for  access  to 


779 


9/6/2006  FDIC  internal  email  chain,  "OTS  re:  WAMU,"  FDIC-EM_00252239-40,  Hearing  Exhibit  4/16-51c. 


780  Id.  at  FDIC-EM_00252240. 

781 10/6/2006  letter  from  FDIC  senior  official  John  Carter  to  OTS  senior  official  Michael  Finn, 

FDIC_WAMU_0000 14445-46,  Hearing  Exhibit  4/16-52a. 
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examination  information  and  your  need  to  meet  with  OTS  staff  to  discuss  our  supervisory 
activities  at  Washington  Mutual.  To  facilitate  this  information  sharing  and  discussions, 
we  have  agreed  to  allow  your  Dedicated  Examiner  ...  to  conduct  his  FDIC  risk 
assessment  activities  on  site  at  Washington  Mutual  when  our  examination  team  is  on  site. 
All  FDIC  requests  for  information  should  continue  to  be  funneled  through  our  examiner- 
in-charge."782 

The  OTS  letter  also  restricted  the  ability  of  the  FDIC  to  place  more  than  one  examiner  on  site  at 
WaMu,  even  though  the  bank,  with  $300  billion  in  assets,  was  one  of  the  largest  insured 
institutions  in  the  country  and  was  engaged  in  a  high  risk  lending  strategy: 

"We  also  understand  that  the  FDIC  may  occasionally  request  OTS  permission  to  have 
FDIC  examination  staff  assist  [its  Dedicated  Examiner]  on  site  at  Washington  Mutual  in 
his  risk  assessment  activities.  We  will  consider  these  limited  requests  to  send  additional 
FDIC  staff  to  Washington  Mutual  on  a  case-by-case  basis."783 

Despite  the  negative  tone  of  the  OTS  letter,  the  FDIC  persisted  in  its  request,  and  OTS 
eventually  allowed  the  FDIC  examiners  to  participate  in  some  WaMu  examinations  in  2006  and 
2007,  though  it  continued  to  press  the  FDIC  to  limit  its  requests  and  personnel.784 

During  the  Subcommittee  hearing,  the  FDIC  staff  described  their  surprise  at  the  new  OTS 
policy  and  frustration  at  its  seemingly  circular  reasoning  -  that  the  FDIC  needed  to  specify  a 
"basis"  and  "disagreement"  with  OTS  to  justify  joining  an  OTS  examination,  but  the  FDIC  was 
also  barred  from  participating  in  the  very  examinations  that  could  develop  that  basis  and 
disagreement. 785 

Restricting  Access  to  Loan  Files.  Even  after  OTS  reluctantly  allowed  the  FDIC  to 
participate  in  some  OTS  examinations,  it  held  firm  in  its  refusal  to  allow  the  FDIC  to  directly 
review  WaMu  loan  files,  insisting  that  the  FDIC  instead  rely  on  the  findings  and  conclusions  of 
OTS  examiners  who  conducted  the  loan  file  reviews. 

In  September  2006,  when  OTS  first  refused  to  give  the  FDIC  direct  access  to  WaMu  loan 
files,  an  FDIC  senior  official  commented:  "The  OTS  must  really  be  afraid  of  what  we  might 
come  across,  but  bottom  line  is  we  need  access  to  the  information."786  The  FDIC  explained  to 
the  Subcommittee  that  it  needed  direct  access  to  the  loan  files  to  assess  the  higher  risk  loans 
WaMu  was  issuing,  both  to  evaluate  what  insurance  fees  should  be  imposed  on  Washington 
Mutual  and  to  assess  the  extent  of  any  threat  to  the  Deposit  Insurance  Fund. 


782 11/10/2006  letter  from  OTS  senior  official  Michael  Finn  to  FDIC  Regional  Director  John  Carter,  OTSWMS06- 
008  0001827,  Hearing  Exhibit  4/16-52b. 

783  Id. 

784  See,  e.g.,  1/22/2007  letter  from  Michael  Finn  to  John  Carter,  Hearing  Exhibit  4/16-52d. 

785  See,  e.g.,  April  16,  2010  Subcommittee  Hearing  at  73-74. 

786  9/7/2006  email  from  FDIC  senior  official  John  Carter  to  George  Doerr,  FDIC-EM_00252239,  Hearing  Exhibit 
4/16-51C. 
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In  February  2007,  OTS  refused  an  FDIC  request  to  review  WaMu  loan  files  to  evaluate 
the  bank's  compliance  with  recently  issued  federal  guidance  on  how  to  handle  nontraditional 
mortgages,  such  as  subprime,  stated  income,  and  negatively  amortizing  loans.  Even  though 
Washington  Mutual  was  issuing  exactly  those  types  of  loans  under  its  High  Risk  Lending 
Strategy,  OTS  indicated  that  it  did  not  plan  to  evaluate  WaMu's  compliance  with  the  guidance 
and  did  not  want  the  FDIC  to  perform  that  evaluation  either.  In  a  February  email,  the  FDIC 
Dedicated  Examiner  at  WaMu  informed  the  FDIC  Assistant  Regional  Director:  "OTS  is 
restricting  FDIC  on  the  current  examination  in  the  SFR  [single  family  residential  loan]  review 
segment.  OTS  will  not  allow  us  to  review  SFR  loan  files."787  The  Assistant  Regional  Director 
relayed  the  development  to  the  Regional  Director:  "John,  here  we  go  again.  . . .  OTS  wants  to 
draw  a  distinction  between  loan  file  review  as  an  examination  activity  (that  they  object  to)  vs. 
risk  assessment  (which  they  do  not  object  to).  I  don't  fathom  the  distinction."788 

Two  months  later,  in  April  2007,  the  FDIC  continued  to  press  for  permission  to  review 
WaMu  loan  files.  The  FDIC  Assistant  Regional  Deputy  wrote  in  an  email  to  a  colleague: 

"[OTS  Regional  Director]  Finn  pushed  back  on  his  previous  approval  of  our  participation 
in  the  2007  exam  targets,  specifically  as  to  our  ability  to  work  loan  files  alongside  OTS 
examiner,  and  we  were  particularly  interested  in  WAMU's  compliance  with 
nontraditional  mortgage  guidance. ...  Mr.  Finn  and  his  examiner,  Ben  Franklin,  stated  that 
OTS  did  not  intend  to  look  at  files  for  purposes  of  testing  nontraditional  mortgage 
guidance  until  after  the  bank  made  a  few  changes  they  had  agreed  to.  I  asked  if  we  could 
then  join  the  file  review  whenever  ots  did  look  at  this,  and  he  said,  'No.'"789 

At  the  Subcommittee  hearing,  when  asked  about  these  incidents,  the  FDIC  Chairman 
Sheila  Bair  testified: 

"[I]n  2005  ...  OTS  management  determined  that  FDIC  should  not  actively  participate  in 
OTS  examinations  at  WaMu,  citing  the  2002  interagency  agreement.  In  subsequent 
years,  FDIC  faced  repeated  resistance  to  its  efforts  to  fully  participate  in  examinations  of 
WaMu.  Even  as  late  as  2008,  as  problems  at  WaMu  were  becoming  more  apparent,  OTS 
management  sought  to  limit  the  number  of  FDIC  examiners  involved  in  the  examination 
and  did  not  permit  the  FDIC  to  review  loan  files."790 

Both  the  Treasury  and  the  FDIC  Inspectors  General  were  critical  of  OTS'  actions.  In  response  to 
a  question  about  "[w]hether  or  not  OTS  should  have  allowed  the  FDIC  to  help"  with  the 
examinations  of  WaMu,  FDIC  IG  Rymer  responded: 

"[I]t  is  clear  to  me  that  they  [OTS]  should  have.  . . .  [T]hey  [the  FDIC]  had  concerns  and 
those  concerns  were  principally  driven  by  its  own  LIDI  analysis.  . . .  [T]here  is  no 
question  in  my  mind  that  the  FDIC's  request  for  back-up  authority,  simply  given  the 
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2/6/2007  email  from  Stephen  Funaro  to  George  Doerr,  Hearing  Exhibit  4/16-55. 

2/6/2007  email  from  George  Doerr  to  John  Carter  and  others,  Hearing  Exhibit  4/16-55. 

4/30/2007  email  from  George  Doerr  to  David  Collins,  FDIC_WAMU  000014457,  Hearing  Exhibit  4/16-57. 

April  16,  2010  Subcommittee  Hearing  at  80-81  (testimony  of  Sheila  Bair). 
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sheer  size  of  WaMu,  was,  to  me,  enough  reason  for  FDIC  to  ask  for  back-up 
authority."791 

Treasury  IG  Thorson  agreed: 

"I  agree  with  Mr.  Rymer.  . . .  [T]he  sheer  size  of  the  bank  would  say  that  there  should  be 
a  maximum  of  cooperation,  not  to  mention  the  fact  that  it  is  dictated  by  statute,  as  well. 
. . .  [A]s  a  matter  of  policy,  I  think  they  [OTS]  should  have  allowed  that.  No  matter  what 
their  reasoning  was,  as  a  matter  of  policy,  they  should  have,  yes."792 

OTS  Turf  War.  At  the  Subcommittee  hearing,  John  Reich,  the  OTS  Director,  was  asked 
about  the  friction  between  the  two  agencies.  In  response  to  a  question  about  the  August  2008 
email  in  which  he  wrote  that  the  FDIC  had  "no  role"  at  WaMu  until  OTS  "rules  on  solvency,"793 
Mr.  Reich  stressed  that  the  key  point  he  was  trying  to  convey  was  that  OTS  was  WaMu's 
primary  federal  regulator: 

Mr.  Reich:  I  think  basically  and  fundamentally  it  was  who  was  the  primary  Federal 
regulator. 

Senator  Levin:  It  was  turf,  in  a  word. 

Mr.  Reich:  I  think  OTS  had  the  responsibility  as  the  primary  Federal  regulator. 

Senator  Levin:  Turf. 

Mr.  Reich:  We  had  the  statutory  responsibility. 

Senator  Levin:  Instead  of  going  at  this  as  partners  - 

Mr.  Reich:  I  have  more  than  most  -  an  understanding  of  the  role  of  the  FDIC  and  their 


need  to  participate.  I  have  been  there. 


,794 


The  evidence  shows  that  OTS  senior  officials  not  only  resisted,  but  resented  the  FDIC 
participation  in  the  oversight  of  Washington  Mutual  Bank  and  deliberately  took  actions  that 
limited  the  FDIC  oversight,  even  in  the  face  of  a  deteriorating  $300  billion  institution  whose 
failure  could  have  exhausted  the  entire  Deposit  Insurance  Fund.  After  contrasting  OTS'  hard- 
edged  treatment  of  the  FDIC  with  the  collaborative  approach  it  took  towards  WaMu,  Senator 
Levin  observed: 

"About  the  only  time  OTS  showed  backbone  was  against  another  agency's  moving,  in 
your  view,  into  your  turf.  Boy,  that  really  got  your  dander  up.  That  got  your  blood 
pressure  up.  I  do  not  see  your  blood  pressure  getting  up  against  a  bank  which  is  engaged 
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April  16,  2010  Subcommittee  Hearing  at  34. 


792  Id.  at  35. 

793  See  8/6/2008  email  from  OTS  Director  John  Reich  to  FDIC  Chairman  Sheila  Bair,  "Re:  W,"  FDIC- 
EM_00110089,  Hearing  Exhibit  4/16-66  ("I  should  not  have  to  remind  you  the  FDIC  has  no  role  until  the  PFR 
[Primary  Federal  Regulator]  (i.e.  the  OTS)  rules  on  solvency."). 

794  April  16,  2010  Subcommittee  Hearing  at  64. 
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in  the  kind  of  dangerous  practices  that  the  bank  engaged  in,  dangerous  to  their  solvency, 
dangerous  to  their  investors,  dangerous  to  their  depositors,  dangerous  to  this 
economy." 

Because  OTS  has  been  abolished,  its  turf  war  with  the  FDIC  is  over.  But  witnesses  from 
the  FDIC  told  the  Subcommittee  that  the  remaining  banking  regulators  also  sometimes  resist  its 
participation  in  bank  oversight.  In  particular,  a  senior  FDIC  official  told  the  Subcommittee  that, 
although  the  FDIC  has  the  statutory  authority  to  take  an  enforcement  action  against  a  bank,  the 
FDIC  has  never  used  that  authority  because  the  other  regulators  would  view  it  as  "an  act  of  war." 
The  WaMu  case  history  demonstrates  how  important  it  is  for  our  federal  regulators  to  view  each 
other  as  partners  rather  than  adversaries  in  the  effort  to  ensure  the  safety  and  soundness  of  U.S. 
financial  institutions. 

D.  Regulatory  Failures 

In  a  market  economy,  the  purpose  of  regulation  within  the  financial  markets  is  to  provide 
a  level  playing  field  that  works  for  everyone  involved,  from  the  financial  institutions,  to  the 
investors,  to  the  consumers  and  businesses  that  rely  on  well  functioning  financial  systems.  When 
financial  regulators  fail  to  enforce  the  rules  in  an  effective  and  even  handed  manner,  they  not 
only  tilt  the  playing  field  in  favor  of  some  and  not  others,  but  also  risk  creating  systemic 
problems  that  can  damage  the  markets  and  even  the  entire  economy. 

At  the  April  16,  2010  hearing  of  the  Subcommittee,  Senator  Coburn  had  the  following 
exchange  with  Inspectors  General  Thorson  and  Rymer,  which  explains  in  part  why  OTS  failed  as 
a  regulator  to  address  WaMu's  harmful  lending  policies: 

Senator  Coburn:  As  I  sat  here  and  listened  to  both  the  opening  statement  of  the  Chairman 
and  to  your  statements,  I  come  to  the  conclusion  that  actually  investors  would  have  been 
better  off  had  there  been  no  OTS  because,  in  essence,  the  investors  could  not  get  behind 
the  scene  to  see  what  was  essentially  misled  by  OTS  because  they  had  faith  the  regulators 
were  not  finding  any  problems,  when,  in  fact,  the  record  shows  there  are  tons  of 
problems,  just  there  was  no  action  taken  on  it. ...  I  mean,  we  had  people  continually 
investing  in  this  business  on  the  basis — as  a  matter  of  fact,  they  raised  an  additional  $7 
billion  before  they  collapsed,  on  the  basis  that  OTS  said  everything  was  fine,  when,  in 
fact,  OTS  knew  everything  was  not  fine  and  was  not  getting  it  changed.  Would  you 
agree  with  that  statement  or  not? 

Mr.  Thorson:  Yes,  sir.  I  think  ...  basically  assigning  a  'satisfactory'  rating  when 
conditions  are  not  is  contradictory  to  the  very  purpose  for  which  regulators  use  a  rating 
system.  I  think  that  is  what  you  are  saying. 

Senator  Coburn:  Any  comments  on  that  Mr.  Rymer? 

Mr.  Rymer:  I  would  agree  with  Mr.  Thorson.  ... 

795  Id.  at  66. 
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Senator  Coburn:  [To  Mr.  Thorson]  By  your  statement,  it  would  imply  almost  that  OTS  is 
an  enabler  of  this  effort  rather  than  an  enabler  of  making  sure  that  the  American  people's 
taxpayer  dollars  and  the  trust  in  institutions  that  are  supposed  to  be  regulated  by  an 
agency  of  the  Federal  Government  can  be  trusted. 

Mr.  Thorson:  Right. 

In  trying  to  understand  why  OTS  failed  to  make  use  of  its  enforcement  tools  to  compel 
WaMu  to  operate  in  a  safe  and  sound  manner,  the  Subcommittee  investigation  has  identified 
factors  that  have  resonance  not  only  in  the  recent  financial  crisis,  but  are  critical  for  regulators 
and  policymakers  to  address  in  order  to  avoid  future  financial  disasters  as  well. 

(1)  OTS'  Failed  Oversight  of  WaMu 

During  the  five-year  period  of  the  Subcommittee's  inquiry,  from  2004  to  2008,  OTS 
identified  over  500  serious  operational  deficiencies  at  WaMu  and  Long  Beach.  At  WaMu,  the 
problems  included  weak  lending  standards,  high  loan  exception  and  error  rates,  noncompliance 
with  bank  loan  policy,  weak  risk  management,  poor  appraisal  practices,  and  poor  quality  loans. 
At  Long  Beach,  OTS  identified  many  of  the  same  problems  and  added  on  top  of  those,  weak 
management,  poor  quality  mortgage  backed  securities,  and  inadequate  repurchase  reserves.  The 
problems  are  described  in  examination  report  after  examination  report,  and  OTS  raised  many  of 
the  same  concerns,  in  writing  and  in  person,  with  WaMu's  Board  of  Directors. 

But  for  all  those  years,  OTS  did  little  beyond  describing  the  problems  and  asking  bank 
executives  to  make  improvements.  When  the  reforms  failed  to  materialize,  the  problems 
continued,  and  the  risk  increased,  OTS  stood  on  the  sidelines.  Subcommittee  interviews  found 
that,  until  2008,  OTS  regulators  never  even  held  internal  discussions  about  taking  an 
enforcement  action  against  the  bank.  In  2008,  in  the  face  of  mounting  losses,  OTS  took  two 
informal,  nonpublic  enforcement  actions,  which  contained  few  mandatory  measures  or  deadlines 
and  were  together  insufficient  to  save  the  bank. 

In  trying  to  understand  the  agency's  years  of  inaction,  the  Subcommittee's  investigation 
concluded  that  the  lack  of  enforcement  reflected  an  OTS  culture  of  deference  to  bank 
management,  demoralized  examiners  whose  oversight  efforts  were  unsupported  by  their 
supervisors,  and  a  narrow  regulatory  focus  that  allowed  short  term  profits  to  excuse  high  risk 
activities  and  disregarded  systemic  risk.  Inflated  CAMELS  ratings  may  have  further  reduced  the 
pressure  to  act,  while  conflicts  of  interest  may  have  also  tempered  OTS'  willingness  to  take 
tough  enforcement  action  against  WaMu. 

(a)  Deference  to  Management 

Part  of  the  reason  that  OTS  declined  to  take  enforcement  action  against  Washington 
Mutual  was  a  posture  of  deference  to  the  management  of  the  institutions  it  regulated.  Ronald 
Cathcart,  WaMu's  chief  enterprise  risk  officer  from  2006-2008,  described  OTS  as  essentially 
believing  in  "self-regulation": 
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"I ...  have  actually  operated  in  banks  under  three  regulators,  in  Canada  under  the  Office 
of  the  Supervisor  of  Financial  Institutions,  at  Bank  One  under  the  OCC,  and  then  at 
Washington  Mutual  under  the  OTS[.]  . . .  [T]he  approach  that  the  OTS  took  was  much 
more  light-handed  than  I  was  used  to.  It  seemed  as  if  the  regulator  was  prepared  to  allow 
the  bank  to  work  through  its  problems  and  had  a  higher  degree  of  tolerance  that  I  had  . . . 
seen  with  the  other  two  regulators.  ...  I  would  say  that  the  OTS  did  believe  in  self- 
regulation."796 

A  former  OTS  regulator  who  later  took  a  job  with  WaMu,  was  quoted  in  a  press  report  as  saying 
that  OTS  provided  "by  far  the  softest"  oversight  of  any  federal  bank  regulator. 
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Evidence  of  OTS'  unusually  deferential  approach  can  be  found  in  its  internal  documents, 
starting  at  the  top.  In  a  May  2007  email,  for  example,  cancelling  lunch  with  a  colleague  so  he 
could  instead  have  lunch  with  WaMu's  CEO,  Kerry  Killinger,  OTS  Director,  John  Reich, 
described  the  bank  as  "my  largest  constituent."798  At  the  Subcommittee  hearing,  Mr.  Reich 
defended  using  the  term,  testifying  that  referring  to  others  as  constituents  was  a  "habit"  he  had 
picked  up  while  working  on  Capitol  Hill.799  One  Senator  pointed  out  that  OTS'  true  constituents 
were  not  the  banks  it  regulated,  but  "the  American  people  it  was  supposed  to  protect  from  unsafe 
and  unsound  banking  practices."800 

On  another  occasion  in  July  2008,  Mr.  Reich  sent  an  email  to  Mr.  Killinger  informing 
him  that  OTS  had  decided  to  issue  a  Memorandum  of  Understanding  (MOU)  to  address  issues  of 
concern  at  the  bank.  In  the  email,  the  OTS  Director  apologized  twice  for  his  method  of 
communication,  but  also  sounded  a  note  of  regret  for  his  decision  to  take  a  tougher  approach: 

"Kerry, 

I'm  sorry  to  communicate  by  email  -  I've  left  a  couple  of  messages  on  your  office  phone, 
but  I'm  guessing  you  may  be  off  for  a  long  weekend. 

I've  been  wrestling  with  the  issue  of  an  MOU  versus  a  Board  Resolution  as  a  result  of 
our  conversation  in  my  office  last  week.  And  I've  decided  that  an  MOU  is  the  right 
approach  for  OTS  to  do  in  this  situation  .... 

We  almost  always  do  an  MOU  for  3-rated  institutions,  and  if  someone  were  looking  over 
our  shoulders,  they  would  probably  be  surprised  we  don't  already  have  one  in  place.  . . . 

So  as  much  as  I  would  like  to  be  able  to  say  a  Board  Resolution  is  the  appropriate 
regulatory  response,  I  don't  really  believe  it  is.  I  do  believe  we  need  to  do  an  MOU.  We 


796  April  13,  2010  Subcommittee  Hearing,  at  39-40  (Testimony  of  Ronald  J.  Cathcart,  former  WaMu  Chief 
Enterprise  Risk  Officer,  2006-2008). 

797  "Lax  Regulators  Helped  Doom  Washington  Mutual,"  Associated  Press  (4/16/2010). 

798  5/2/2007  email  from  OTS  Director  John  Reich  to  Shelley  Hymes,  "Re:  Lunch  Friday,"  Reich_John- 
00025837_001,  Hearing  Exhibit  4/16-78. 

799  April  16,  2010  Subcommittee  Hearing  at  36. 

800  Id.  at  5  (opening  statement  of  Senator  Levin). 
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don't  consider  it  a  disclosable  event,  and  we  also  think  the  investment  community  won't 
be  surprised  if  they  learn  of  it,  and  would  probably  only  be  surprised  to  learn  one  didn't 
already  exist. 

Again,  I'm  sorry  to  communicate  this  decision  by  email,  but  I'm  scheduled  to  be  out  of 
the  office  next  week  myself  and  wanted  you  to  have  this  information. 

Best  regard,  Kerry, 

John"801 

The  email  does  not  convey  a  message  from  an  arms-length  regulator  concerned  about  a 
failing  bank.  To  the  contrary,  the  email  conveys  a  sense  of  familiarity  and  discloses  that  the 
head  of  OTS  knew  his  agency  had  already  been  providing  preferential  treatment  to  the  bank  by 
failing  to  impose  an  MOU  after  its  downgrade  to  a  3  rating  five  months  earlier,  in  February 
2008.  Mr.  Reich  stated  that  others  "looking  over  our  shoulders  . . .  would  probably  be  surprised" 
an  MOU  was  not  already  in  place  at  WaMu. 

When  asked  about  this  email  at  the  Subcommittee  hearing,  the  Treasury  and  the  FDIC 
Inspectors  General  both  expressed  discomfort  with  its  language  and  tone: 

Mr.  Thorson:  Again,  he  sort  of  apologizes  in  the  previous  document  that  this  could 
become  known.  This  gets  right  to  the  heart  of  what  you  were  talking  about,  the  culture. 
. . .  [Tjhere  is  not  an  acceptance  of  the  fact  that  a  strong  regulatory  control  helps  them. 

Senator  Levin:  This  is  far  too  cozy? 

Mr.  Thorson:  Absolutely,  as  far  as  I  am  concerned,  yes. 

Senator  Levin:  Mr.  Rymer,  do  you  have  any  reaction  to  this? 

Mr.  Rymer:  It  does  indicate  a  level  of  familiarity  that  makes  me  uncomfortable.802 

Equally  telling  is  the  fact  that,  even  after  sending  the  email,  OTS  delayed  imposing  the  MOU  on 
WaMu  for  another  two  months,  waiting  until  September  2008,  just  three  weeks  before  the  bank's 
failure.803 

Like  the  head  of  the  agency,  OTS  examiners  also  took  a  deferential  approach  to  WaMu. 
In  a  January  2006  email  discussing  WaMu's  desire  to  purchase  Long  Beach,  for  example,  the 
OTS  Examiner-in-Charge  indicated  that,  rather  than  insist  the  bank  clean  up  Long  Beach 


801  7/3/2008  email  from  OTS  Director  John  Reich  to  WaMu  CEO  Kerry  Killinger,  OTSWMS08-014  0000912-13, 
Hearing  Exhibit  4/16-44. 

802  April  16,  2010  Subcommittee  Hearing  at  34. 

803  See  also  id.  at  46  (When  asked  why  OTS  took  so  long  to  complete  the  MOU,  former  OTS  Director  John  Reich 
testified:  "I  don't  know,  to  tell  you  the  truth.  I  do  not  know  why  it  took  so  long  to  implement  the  MOU.  ...  I  regret 
[the]  ...  delay."). 
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problems  before  the  purchase,  OTS  would  have  to  rely  on  its  "relationship"  with  WaMu  to  get 
the  job  done: 

"The  letter  [from  WaMu]  seems  okay.  They  obviously  want  to  leave  it  a  little  squishy,  of 
course,  on  the  growth  plans,  but  at  least  they  make  a  firm  commitment  to  clean  up  the 
underwriting  issues.  At  some  level,  it  seems  we  have  to  rely  on  our  relationship  and  their 
understanding  that  we  are  not  comfortable  with  current  underwriting  practices  and  don't 
want  them  [Long  Beach]  to  grow  significantly  without  having  the  practices  cleaned  up 
first."804 

On  another  occasion  in  June  2006,  the  same  OTS  Examiner-in-Charge  sent  a  lengthy 
email  to  his  Regional  Director  discussing  plans  for  the  annual  WaMu  Report  on  Examination 
(ROE).  His  email  expressed  concern  about  losing  credibility  with  the  bank  if  OTS  pressed  too 
hard  on  certain  reforms,  twice  noted  the  bank's  size  and  complexity,  and  stressed  that  the  bank 
was  making  progress  in  fixing  identified  problems: 

"[W]e  still  have  some  strong  feelings  on  some  items  that  I'd  like  to  'push  back'  . . .  some 
on.  Generally  we  feel  that  we  are  quite  balanced  and  do  not  have  any  gloves  on  in  our 
approach  to  our  findings  and  conclusions  at  WAMU.  We  have  some  concern  that  if  we 
press  forward  with  some  things  ...  we  may  run  the  risk  of  losing  some  credibility  in 
terms  of  understanding  the  size  and  complexity  of  their  business  and  looking  as  though 
we  do  not  have  a  balanced  perspective.  My  own  fear  is  that  we  may  not  have  done 
enough  to  communicate  to  you  [the  Regional  Director]  why  we  feel  that  the  few  negative 
things  we  have  brought  up  through  findings  memos  and  meetings,  while  important  to 
keep  in  front  of  management,  are  not  so  serious  they  wipe  out  all  the  right  things  the 
institution  is  doing  in  all  those  areas  we  reviewed  and  did  not  have  any  issues,  nor  should 
they  negate  the  ongoing  good  progress  in  making  improvements  in  a  manner  that  seems 
reasonable  given  the  size,  complexity,  and  status  of  the  institution."805 

The  Examiner-in-Charge  then  listed  three  areas  of  concern,  problems  at  Long  Beach 
which  he  seemed  to  downplay,  the  need  to  limit  the  number  of  corrective  actions  listed  in  the 
ROE,  and  the  need  to  review  how  OTS  cited  the  bank  for  compliance  violations.  In  the  Long 
Beach  discussion,  he  wrote  that  improvements  "will  take  time  because  of  size  and  complexity 
....  We  don't  feel  demanding  more  than  providing  us  with  an  acceptable  action  plan  with 
realistic  timelines  is  appropriate  or  necessary  at  this  time."  On  the  corrective  actions,  he  wrote 
that  the  list  had  to  be  limited  or  "more  important  findings  will  get  lost.  . . .  We  feel  strongly  that 
we  should  not  cite  all  findings  and  corrective  actions  within  the  body  of  the  ROE  . . .  [which]  is 
already  not  getting  read  I  believe."  He  also  expressed  concern  that  OTS  was  "starting  to  'over- 
meeting'  the  institution"  and  suggested  that  "the  exit  meeting"  with  the  bank  to  discuss  the  ROE 
findings  had  "become  almost  unnecessary." 


804  1/27/2006  email  from  Lawrence  Carter  to  Darrel  Dochow,  OTSWMS06-008  0001082,  Hearing  Exhibit  4/16-32. 

805  6/15/2006  email  from  Lawrence  Carter  to  Darrel  Dochow,  Dochow_Darrel-00022908_001,  Hearing  Exhibit 

4/16-7. 
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After  urging  patience  on  WaMu  reforms,  suggesting  a  limit  on  the  corrective  actions 
listed  in  the  ROE,  and  recommending  fewer  meetings  with  WaMu  management,  the  curious  final 
line  in  the  email  is:  "My  management  class  this  week  has  made  me  feel  empowered!  Can  you 
tell?  Please  don't  fire  me!" 

Additional  evidence  of  OTS  deference  is  its  reliance  on  WaMu  to  track  its  own 
compliance  with  OTS  findings  calling  for  corrective  action.  At  all  other  thrifts,  OTS  tracked  the 
extent  to  which  the  thrift  implemented  OTS  findings,  using  its  own  systems.  But  at  WaMu,  OTS 
did  not  keep  its  own  records,  but  relied  on  WaMu's  Enterprise  Risk  Issue  Control  System 
(ERICS).  The  Treasury  and  the  FDIC  Inspectors  General  criticized  this  arrangement,  noting  that 
they  were  unable  to  use  WaMu's  system  to  determine  the  status  of  multiple  OTS  findings.806  In 
addition,  they  noted  that,  in  2006,  ERICS  discontinued  its  practice  of  identifying  "repeat 
findings,"  making  it  difficult  to  identify  and  track  those  findings.807  Their  report  explicitly 
recommends  against  OTS'  relying  on  a  bank's  systems  in  the  future  to  track  compliance. 

Finally,  the  actual  language  used  by  OTS  in  its  reports  and  memoranda  that  described 
deficiencies  demonstrated  a  passive  approach  to  dealing  with  management.  Common  phrases 
noted  that  the  bank's  practices  were  "less  than  satisfactory,"  error  rates  were  at  "higher  than 
acceptable  levels,"  and  "management's  actions  did  not  improve  underwriting  to  a  satisfactory 
level."  OTS  reports  rarely  used  more  assertive  language  that,  for  example,  called  the  bank's 
efforts  unsatisfactory,  inadequate,  or  ineffective.  An  exchange  at  the  Subcommittee  hearing 
between  Senator  Levin  and  the  OTS  Examiner-in-Charge  at  WaMu  from  2004  to  2006, 
Lawrence  Carter,  captured  the  issue: 

"Mr.  Carter:  I  think  that  what  I  said  here  is  that  we  could  not  conclude  that  their  progress 
was  wholly  inadequate,  because  they  did  make  some  progress. 

Senator  Levin:  . . .  Can  you  use  the  words,  'Folks,  your  progress  was  inadequate?'  Are 
you  able  to  tell  them  that? 

Mr.  Carter:  For  their  progress  on  this  specific  action  plan,  I  did  not  conclude  we  could 
tell  them  that. 

Senator  Levin:  That  it  was  inadequate? 

Mr.  Carter:  That  is  right. 

Senator  Levin:  You  could  tell  them  it  was  not  wholly  adequate. 

Mr.  Carter:  Yes. 

Senator  Levin:  But  not  inadequate. 

Mr.  Carter:  I  do  not  think  I  could  say  it  was  wholly  inadequate. 
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See,  e.g.,  IG  Report  at  30. 


807  See  Thorson  prepared  statement,  April  16,  2010  Subcommittee  Hearing  at  12. 


214 

Senator  Levin:  I  did  not  use  the  word  'wholly.'  You  could  tell  them  it  was  not  wholly 
adequate,  but  you  could  not  tell  them  it  was  inadequate.  That  is  what  you  are  telling  us. 

Mr.  Carter:  Yes. 

Senator  Levin:  That  is  the  kind  of  bureaucratic  speech  which  I  think  sends  the  message 
to  people  you  regulate  that,  hey,  folks,  you  are  making  progress,  instead  of  telling  them  it 
is  inadequate."808 

At  times,  WaMu  took  advantage  of  its  special  relationship  with  OTS  and  lobbied  for 
leniency.  In  one  instance  from  May  2006,  a  WaMu  official  from  the  Regulatory  Relations 
division  sent  an  email  to  his  colleagues  stating  that  he  was  able  to  convince  the  agency  to  reduce 
an  audit  "criticism"  to  the  less  serious  category  of  a  "recommendation":    "OTS  confirmed  today 
that  they  will  re-issue  this  memo  without  the  'Criticism.'  It  will  be  a  'Recommendation.'"809  His 
colleague  forwarded  the  email  to  bank  executives  noting:  "Good  news  -  John  was  able  to  get  the 
OTS  to  see  the  light  and  revise  the  Underwriting  rating  to  a  Recommendation."810 

A  more  serious  incident  involved  WaMu's  2005  discovery,  after  almost  a  year-long 
investigation  by  an  internal  Home  Loans  Risk  Mitigation  Team,  of  substantial  loan  fraud  taking 
place  at  two  high  volume  loan  offices  in  California,  known  as  Downey  and  Montebello.  The 
WaMu  investigators  found  that  83%  of  the  loans  reviewed  from  the  Downey  office  and  58%  of 
the  loans  reviewed  from  the  Montebello  office  contained  fraudulent  information,  either  with 
respect  to  the  borrower  or  the  appraised  value  of  the  property.  The  investigators  wrote  up  their 
findings  and  presented  them  to  WaMu's  Chief  Risk  Officer  and  the  President  of  Home  Loans.811 
No  one,  however,  informed  OTS,  and  WaMu  took  no  action  to  stop  the  fraudulent  loans. 

Two  years  later,  in  2007,  after  a  mortgage  insurer  refused  to  insure  any  more  loans  issued 
by  the  lead  loan  officer  in  the  Montebello  office,  OTS  directed  WaMu  to  investigate  the  matter. 
WaMu's  internal  auditors  launched  an  investigation,  confirmed  the  loan  fraud  problem  at  the 
Montebello  office,  and  also  uncovered  the  2005  investigation  whose  fraud  findings  had  been 
ignored.  WaMu  took  until  April  2008  to  produce  a  report  documenting  its  findings.812  WaMu 
also  initially  resisted  providing  the  report  to  OTS,  claiming  it  was  protected  by  attorney-client 
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'  April  16,  2010  Subcommittee  Hearing  at  60-61. 
5/30/2006  email  from  John  Robinson,  WaMu  VP  of  Regulatory  Relations,  to  colleagues,  JPM_WM02619435. 


Hearing  Exhibit  4/16-34. 

810  5/30/2006  email  from  Wayne  Pollack,  WaMu  SVP,  to  David  Schneider,  et  al,  JPM_WM02619434,  Hearing 
Exhibit  4/16-34. 

811  See  11/17/2005  WaMu  internal  memorandum,  "re  So.  CA  Emerging  Markets  Targeting  Loan  Review  Results," 
JPM_WM01083051,  Hearing  Exhibit  4/13-22a;  11/16/2005  WaMu  internal  PowerPoint  presentation,  "Retail  Fraud 
Risk  Overview,"  JPM_WM0248 1934-49,  Hearing  Exhibit  4/13-22b;  11/19/2005  email  from  Cheryl  Feltgen  to 
colleagues,  "Re:  Retail  Fraud  Risk  Overview,"  JPM_WM03535694-95,  Hearing  Exhibit  4/13-23a;  8/29/2005  email 
from  Jill  Simons  to  Timothy  Bates,  "Risk  Mit  Loan  review  data  'Confidential,'"  JPM_WM04026076-77,  Hearing 
Exhibit  4/13-23b. 

812  4/4/2008  WaMu  internal  memorandum,  from  June  Thoreson-Rogers,  Corporate  Fraud  Investigations,  and 
Michele  Snyer,  Deputy  General  Auditor,  to  Stewart  Landefeld,  Acting  Chief  Legal  Officer,  and  others,  Hearing 
Exhibit  4/13-24. 
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privilege.813  The  OTS  Examiner-in-Charge  at  the  time  told  the  Subcommittee  that  he  insisted  on 
seeing  the  report.  After  finally  receiving  it  and  reading  about  the  substantial  loan  fraud  occurring 
at  the  two  loan  offices  since  2005,  he  told  the  Subcommittee  that  it  was  "the  last  straw"  that 
ended  his  confidence  that  he  could  rely  on  WaMu  to  combat  fraudulent  practices  within  its  own 
ranks. 

OTS'  deference  to  WaMu  management  appeared  to  be  the  result  of  a  deliberate  posture 
of  reliance  on  the  bank  to  take  the  steps  needed  to  ensure  that  its  personnel  were  engaged  in  safe 
and  sound  practices.  The  reasoning  appeared  to  be  that  if  OTS  examiners  simply  identified  the 
problems  at  the  bank,  OTS  could  then  rely  on  WaMu's  own  self  interest,  competence,  and 
discipline  to  ensure  the  problems  were  corrected,  with  no  need  for  tough  enforcement  action.  It 
was  a  regulatory  approach  with  disastrous  results.  While  OTS  may  have  hoped  that  it  could 
accomplish  its  regulatory  responsibilities  by  simply  identifying  problems  without  the  threat  of 
enforcement  action,  that  approach  proved  ineffective. 

(b)  Demoralized  Examiners 

For  five  years,  OTS  examiners  identified  serious  problems  with  WaMu's  lending 
practices  and  risk  management,  but  OTS  senior  officials  failed  to  support  their  efforts  by  using 
the  agency's  enforcement  tools  to  compel  the  bank  to  correct  the  identified  problems.  WaMu's 
chief  risk  officer  from  2004  to  2005,  James  Vanasek,  remarked  at  the  Subcommittee  hearing  on 
how  OTS  examiners  seemed  to  receive  little  support  from  more  senior  officials  in  terms  of 
enforcement: 

"[T]he  OTS  Examiner-in-Charge  during  the  period  time  in  which  I  was  involved  . . .  did 
an  excellent  job  of  finding  and  raising  the  issues.  Likewise,  I  found  good  performance 
from  ...  the  FDIC  Examiner-in-Charge.  . . .  What  I  cannot  explain  is  why  the  superiors 
in  the  agencies  didn't  take  a  tougher  tone  with  the  banks  given  the  degree  of  . . .  negative 
findings.  My  experience  with  the  OTS,  versus  with  the  OCC,  was  completely  different. 
So  there  seemed  to  be  a  tolerance  there  or  a  political  influence  on  senior  management  of 
those  agencies  that  prevent  them  from  taking  a  more  active  stance.  By  a  more  active 
stance,  I  mean  putting  the  banks  under  letters  of  agreement  and  forcing  change."814 

Internal  OTS  documents  and  emails  indicate  that  the  result  was  a  cadre  of  OTS  examiners  who 
were  skeptical  of  their  ability  to  effect  meaningful  change  at  WaMu,  who  were  too  often 
rebuffed  by  their  own  management  when  they  tried  to  reduce  risk  or  strengthen  bank  controls, 
and  whose  leaders  worked  to  weaken  rather  than  strengthen  the  standards  used  by  examiners  to 
hold  banks  accountable. 


813  Subcommittee  interview  of  OTS  Examiner-in-Charge  Benjamin  Franklin  (2/17/2010). 

814  April  13,  2010  Subcommittee  Hearing  at  39  (testimony  of  James  G.  Vanasek,  former  WaMu  Chief  Risk  Officer, 
2004-2005). 
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Low  Expectations.  The  documents  show  that  OTS  examiners  had  low  expectations  that 
WaMu  would  actually  implement  recommended  changes  at  the  bank.  Ultimately,  OTS 
examiners  adapted  to  the  situation,  they  gave  up  trying  to  make  the  bank  act  more  quickly,  and 
WaMu  was  able  to  delay  needed  changes  for  long  periods  of  time  if  it  wished. 

In  2003,  for  example,  one  OTS  examiner  wrote  to  the  Examiner-in-Charge: 

"It  is  clear  from  my  experience  that  changes  seem  to  progress  slowly  at  WaMu  so  I  don't 
know  if  we  can  expect  faster  progress  ....  If  any  target  is  missed,  as  happens  at  WaMu, 
then  we  may  not  be  in  a  position  to  determine  the  effectiveness  of  the  corrective 
actions."815 

In  2005,  another  OTS  examiner  wrote:  "They  agree  to  take  all  action  required  to  correct  the 
problem.  The  Target  Completion  Dates  are  not  real  timely  but  fine  for  WaMu."816 

Other  examiners  were  more  critical.  In  2007,  for  example,  one  OTS  examiner  wrote: 

"Regulatory  Relations  [the  WaMu  office  established  to  work  with  regulators]  is  a  joke. 
The  purpose  of  this  group  seems  to  be  how  can  we  give  the  regulators  the  bare  minimum 
without  them  raising  a  fuss."817 

The  examiner  also  wrote: 

"WaMu's  compliance  management  program  has  suffered  from  a  lack  of  steady, 
consistent  leadership.  Dick  Stevenson,  who  took  over  as  Chief  Compliance  Officer  on 
March  2,  2007,  is  the  bank's  ninth  compliance  leader  since  2000.  . . .  The  OTS  is  very 
concerned  that  this  lack  of  consistent,  stable  leadership  leaves  the  program  vulnerable. 
This  amount  of  turnover  is  very  unusual  for  an  institution  of  this  size  and  is  a  cause  for 
concern.  The  Board  of  Directors  should  commission  an  evaluation  of  why  smart, 
successful,  effective  managers  can't  succeed  in  this  position.  If  you  would  like  my 
opinion,  just  ask.  (HINT:  It  has  to  do  with  top  management  not  buying  into  the 
importance  of  compliance  and  turf  warfare  and  Kerry  [Killinger]  not  liking  bad 
news.)"818 

In  an  interview,  OTS  examiner  Benjamin  Franklin,  who  worked  at  the  agency  for  24 
years,  told  the  Subcommittee  that  the  thrifts  he  oversaw  generally  did  not  "collaborate"  with  the 
agency  but  would  "fight"  OTS  reviews  and  resist  OTS  recommendations.  He  said  that  at  WaMu, 


815  6/27/2003  email  from  Dennis  Fitzgerald,  OTS  Examiner,  to  Lawrence  Carter,  OTSWEM04-0000006748, 
Hearing  Exhibit  4/16-15. 

816  6/8/2005  email  from  Verlin  Campbell,  OTS  Examiner,  to  Zalka  Ancely,  OTS  Examiner,  OTSWME05-003 
0000634,  Hearing  Exhibit  4/16-29. 

817 


5/31/2007  Draft  Compliance  Memo  from  Susie  Clark,  OTS  Compliance  Specialist,  Franklin_Benjamin- 


00020408_002,  Hearing  Exhibit  4/16-9. 

818  Id.  at  Franklin_Benjamin-00020408_001. 
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"for  the  most  part"  OTS  examiners  were  "butting  heads"  with  bank  personnel  and  it  was  difficult 
to  effect  change 


819 


Weak  Standards.  The  documents  show  that  the  OTS  examiners  were  also  frustrated  by 
the  agency's  weak  standards,  which  made  it  difficult  to  cite  WaMu  for  violations  or  require  the 
bank  to  strengthen  its  operations. 

In  2007,  for  example,  an  examiner  critical  of  WaMu's  compliance  procedures  wanted  to 
downgrade  the  bank's  compliance  rating  from  2  to  3,  but  told  the  OTS  Examiner-in-Charge  that, 
due  to  the  lack  of  standards  on  compliance  matters,  she  didn't  believe  she  could  win  a  battle  with 
the  bank: 

"I'm  not  up  for  the  fight  or  the  blood  pressure  problems.  ...  It  doesn't  matter  that  we  are 
right,  what  matters  is  how  it  is  framed.  . . .  They  [Washington  Mutual]  aren't  interested 
in  our  'opinions'  of  the  [compliance]  program.  They  want  black  and  white,  violations  or 
not.  . . .  [0]ur  training  always  emphasizes  'Best  Practices'  but  when  it  comes  down  to  it, 
we  don't  have  the  resources  to  show  the  risk."820 

At  another  point,  when  discussing  standards  for  calculating  acceptable  loan  error  rates,  an 
OTS  examiner  wrote: 

"We  will  need  additional  discussion  of  acceptable  error  rates  and  how  we  view  their 
[WaMu's]  standard.  . . .  [A]  2.5  percent  error  rate  would  mean  that  approximate [ly] 
$600.0  million  could  be  originated  and  be  within  acceptable  guidelines.  A  20.0  percent 
medium  error  rate  means  that  $4.8  billion  of  loans  with  these  types  of  errors  could  be 
originated  without  a  criticism.  The  latter  seem[s]  especially  high  when  you  consider  that 
their  medium  criteria  includes  loans  that  we  don't  think  should  be  made."821 

The  OTS  Examiner-in-Charge  responded  with  a  lengthy  email  criticizing  outdated,  unclear  OTS 
standards  on  the  acceptable  loan  error  rate  for  a  portfolio  of  subprime  loans: 

"Unfortunately,  our  sampling  standards  are  10  years  old  and  we  have  no  standards  of 
acceptance  really.  It  depends  on  our  own  comfort  levels,  which  differ.  . . .  Moreover,  our 
guidance  requires  that  an  exception  be  SIGNIFICANT,  which  ...  we  have  over  time 
interpreted  as  loans  that  should  not  have  been  made.  . . .  While  we  may  (and  have) 
questioned  the  reasonableness  of  these  standards,  they  are  all  we  have  at  this  time.  If  our 
tolerance  for  some  reason  is  now  a  lot  lower  than  our  handbook  standards,  it  would  be 
nice  to  have  this  clarified.  I  have  always  used  these  standards  as  rough  benchmarks  and 
not  absolutes  myself,  upping  my  expectations  for  higher  risk  portfolios.  ...  It  would  be 
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Subcommittee  interview  of  Benjamin  Franklin  (2/17/2010). 

6/3/2007  email  from  OTS  examiner  Mary  Clark  to  Examiner-in-Charge  Benjamin  Franklin,  "Compliance 


Rating,"  OTSWMS07-013  0002576,  Hearing  Exhibit  4/16-39. 
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11/21/2005  email  exchange  between  OTS  examiner  Benjamin  Franklin  and  Examiner-in-Charge  Lawrence 


Carter  and  others,  OTSEMS05-004  0001911-12,  Hearing  Exhibit  4/16-30. 
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nice  if  they  [higher  risk  loan  portfolios]  could  meet  even  higher  expectations,  but  that 
would  require  us  to  agree  on  what  the  standard  should  be. 


,822 


At  another  point,  the  same  Examiner-in-Charge  wrote  a  long  email  discussing  issues 
related  to  a  decision  by  WaMu  to  qualify  borrowers  for  adjustable  rate  mortgages  using  an 
interest  rate  that  was  less  than  the  highest  rate  that  could  be  charged  under  the  loan.  He 
complained  that  it  was  difficult  to  force  WaMu  to  comply  with  the  OTS  "policy  of  underwriting 
at  or  near  the  fully  indexed  rate,"  when  "in  terms  of  policy,  I  am  not  sure  we  have  ever  had  a 
really  hard  rule  that  institutions  MUST  underwrite  to  the  fully  indexed  rate."823  He  also  noted 
that  OTS  sometimes  made  an  exception  to  that  rule  for  loans  held  for  sale. 

NTM  Guidance.  While  some  OTS  examiners  were  complaining  about  the  agency's 
weak  standards,  other  OTS  officials  worked  to  ensure  that  new  standards  being  developed  for 
high  risk  mortgages  would  not  restrain  WaMu's  lending  practices.  The  effort  began  in  2006  with 
an  aim  to  address  concerns  about  lax  lending  standards  and  the  risks  posed  by  subprime, 
negatively  amortizing,  and  other  exotic  home  loans.  The  federal  banking  agencies  convened  a 
joint  effort  to  reduce  the  risk  associated  with  those  mortgages  by  issuing  interagency  guidance 
for  "nontraditional  mortgage"  products  ("NTM  Guidance").  Washington  Mutual  filed  public 
comments  on  the  proposed  NTM  Guidance  and  argued  that  Option  ARM  and  Interest-Only  loans 
were  "considered  more  safe  and  sound  for  portfolio  lenders  than  many  fixed  rate  mortgages,"  so 
regulators  should  "not  discourage  lenders  from  offering  these  products."824  It  also  stated  that 
calculating  a  potential  borrower's  "DTI  [debt-to-income  ratio]  based  on  the  potential  payment 
shock  from  negative  amortization  would  be  highly  speculative"  and  "inappropriate  to  use  in 
lending  decisions."825  During  subsequent  negotiations  to  finalize  that  guidance,  OTS  argued  for 
less  stringent  lending  standards  than  other  regulators  were  advocating  and  bolstered  its  points 
using  data  supplied  by  Washington  Mutual.826 

In  one  July  2006  email,  for  example,  an  OTS  official  expressed  the  view  that  early 
versions  of  the  new  guidance  focused  too  much  on  negative  amortization  loans,  which  were 
popular  with  several  thrifts  and  at  WaMu  in  particular,  and  failed  to  also  look  closely  at  other 
high  risk  lending  products  more  common  elsewhere.827  He  also  wrote  that  OTS  needed  to 
address  this  issue  and  "should  consider  going  on  the  offensive,  rather  than  defensive  to  refute  the 
OCC's  positions"  on  negatively  amortizing  loans,  defending  the  loans  using  WaMu  Option 
ARM  loan  data.828  In  August,  several  OTS  officials  discussed  over  email  how  to  prevent  the 


822  Id. 

823  9/15/2005  email  from  OTS  Examiner-in-Charge  Lawrence  Carter  to  OTS  Western  Region  Deputy  Director 
Darrel  Dochow,  OTSWMS05-002  0000535,  Hearing  Exhibit  4/16-6. 

824  3/29/2006  letter  from  Washington  Mutual  Home  Loans  President  David  C.  Schneider  to  OTS  Chief  Counsel, 
Proposed  Guidance  -  Interagency  Guidance  on  Nontraditional  Mortgage  Products  70  Fed.  Reg.  77249, 
JPM_WM04473292. 

825  Id.  at  JPM_WM04473298. 

826  Subcommittee  interviews  of  Sheila  Bair  (4/5/2010)  and  George  Doerr  (3/30/2010).  The  Subcommittee  was  told 
that  OTS  was  the  "most  sympathetic  to  industry"  concerns  of  the  participating  agencies  and  was  especially 
protective  of  Option  ARMs. 

827  7/27/2006  email  from  Steven  Gregovich  to  Grovetta  Gardineer  and  others,  "NTM  Open  Issues,"  OSWMS06-008 
0001491-495,  Hearing  Exhibit  4/16-71. 

828  Id. 
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proposed  restrictions  on  negatively  amortizing  loans  from  going  farther  than  they  believed 
necessary,  noting  in  part  the  "profitable  secondary  market"  for  Option  ARMs  and  the  fact  that 
"hybrid  IO  [interest  only]  ARMs  are  a  huge  product  for  Wamu."  One  OTS  official  wrote: 

"We  have  dealt  with  this  product  [negatively  amortizing  loans]  longer  than  any  other 
regulator  and  have  a  strong  understanding  of  best  practices.  I  just  don't  see  us  taking  a 
back  seat  on  guidance  that  is  so  innate  to  the  thrift  industry."829 

OTS  officials  argued  variously  that  the  new  proposal  would  wrongly  put  the  focus  on 
"products"  instead  of  "underwriting,"  as  well  as  that  it  would  hurt  the  business  of  large  thrifts 
likeWaMu.830 

The  NTM  Guidance  was  finally  issued  on  October  4,  2006. 831  The  final  version  did  not 
fully  reflect  the  recommendations  of  OTS  on  negatively  amortizing  loans.  Among  other  matters, 
it  called  on  banks  to: 

•  evaluate  a  borrower's  ability  to  fully  repay  a  prospective  loan,  including  any  balance 
increase  from  negative  amortization; 

•  qualify  borrowers  using  the  higher  interest  rate  that  would  apply  after  any  teaser  or 
introductory  interest  rate; 

•  avoid  loans  whose  repayment  was  dependent  solely  upon  the  value  of  the  collateral  or 
the  borrower's  ability  to  refinance  the  loan;  and 

•  implement  strong  quality  control  and  risk  mitigation  procedures  for  loans  containing 
layers  of  risk,  including  loans  with  no  documentation  requirements,  no  verification  of 
the  borrower's  income  or  assets,  or  high  loan-to-value  ratios. 

The  Guidance  also  called  for  capital  levels  commensurate  with  risk  and  adequate  allowances  for 
loan  losses. 

The  Guidance  was  not  promulgated  as  a  bank  regulation  that  could  be  enforced  in  court, 
and  it  contained  no  explicit  deadline  for  compliance.  Instead,  it  provided  policies  and  procedures 
that  regulators  could  use  as  benchmarks  during  examinations.  Agencies  could  penalize 
noncompliance  with  the  standards  through  lower  CAMELS  ratings  or  enforcement  actions. 
FDIC  officials  told  the  Subcommittee  that  the  FDIC  expected  banks  to  come  into  immediate 


829  8/14/2006  email  from  Kurt  Kirch  to  David  Henry  and  Steven  Gregovich,  "Latest  AMP  Guidance,"  Hearing 
Exhibit  4/16-72. 

830  7/27/2006  email  from  Steven  Gregovich  to  Grovetta  Gardineer,  et  al,  "NTM  Open  Issues,"  OSWMS06-008 
0001491-495,  Hearing  Exhibit  4/16-71. 

831 10/4/2006  "Interagency  Guidance  on  Nontraditional  Mortgage  Product  Risks,"  (NTM  Guidance),  71  Fed.  Reg. 
192  at  58609. 
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compliance  with  the  Guidance,  and  that  no  agency  should  have  been  telling  a  bank  that  it  did  not 
have  to  comply  with  the  new  standards. 


832 


A  few  days  after  the  NTM  Guidance  went  into  effect,  WaMu  officials  met  with  OTS 
about  implementation  and  reported  back  that  OTS  had  indicated  that  compliance  was  something 
institutions  "should"  do,  not  something  they  "must"  do.833  According  to  a  written  summary  by 
WaMu  of  its  October  12,  2006  meeting  with  OTS  to  discuss  the  new  rules,  OTS  told  the  bank 
that  it  "view[ed]  the  guidance  as  flexible"  and  "specifically  pointed  out  that  the  language  in  the 
guidance  says  'should'  vs.  'must'  in  most  cases  and  they  [were]  looking  to  WaMu  to  establish 
our  position  on  how  the  guidance  impacts  our  business  processes."834 

In  2007,  OTS  conducted  a  review  of  WaMu's  Option  ARM  activities  and  compliance 
efforts  and  found  that  three  months  after  the  NTM  Guidance  had  become  effective,  the  bank  was 
not  yet  complying  with  the  new  standards  when  issuing  Option  ARMs.835  The  OTS  review 
noted  that  as  of  January  31,  2007,  the  bank  had  a  total  of  $62  billion  in  outstanding  Option 
ARMs  in  its  investment  portfolio,  of  which  80%  were  negatively  amortizing.836  The  review 
stated  that,  as  of  December  31,  2006,  WaMu  was  not  in  compliance  with  the  NTM  Guidance, 
because  it  continued  not  to  consider  potential  negative  amortization  amounts  when  qualifying 
borrowers  for  Option  ARMs;  placed  too  much  reliance  on  FICO  scores  instead  of  income 
verification  to  qualify  borrowers  for  nontraditional  mortgages;  failed  to  consider  amortizing 
payments  or  payment  shocks  when  qualifying  borrowers  for  interest  only  loans;  and  placed  too 
much  reliance  on  collateral,  rather  than  borrower  income,  as  the  primary  repayment  source  in  the 
event  of  a  loan  default.837  The  review  contained  no  recommendations  for  actions  to  ensure 
WaMu  changed  its  procedures. 

In  April  2007,  the  FDIC  asked  OTS  for  permission  to  conduct  its  own  review  of  WaMu 
loan  files  to  evaluate  the  bank's  compliance  with  the  NTM  Guidance.838  OTS  refused,  however, 
to  provide  the  FDIC  with  access  to  the  relevant  loan  files  and  effectively  blocked  the  review.839 
The  FDIC  Assistant  Regional  Director  George  Doerr  told  the  Subcommittee  that  when  he 


832  Subcommittee  interviews  of  Sheila  Bair  (4/5/2010)  and  George  Doerr  (3/30/2010). 

833  See  10/2006  OTS  Meeting,  "Washington  Mutual  Alternative  Mortgage  Guidance  Implementation  Plan," 
JPM_WM02549033,  Hearing  Exhibit  4/16-73. 

834  Id.  at  JPM_WM02549037.  Subcommittee  interview  of  Darrel  Dochow  (3/3/2010)  (indicating  that  the  NTM 
Guidance  used  "should"  instead  of  "must"  to  avoid  being  a  "one-size-fits-afl"  set  of  requirements).  See  also 
Subcommittee  interview  of  John  Bowman  (4/6/2010)  (indicating  that  guidance  is  not  enforceable  and  that  giving 
banks  more  time  to  comply  was  a  reasonable  approach). 

835  See  undated  OTS  document,  "Option  ARM  Neg  Am  Review  Workprogram  212A(1)  &  Nontraditional  Mortgage 
Guidance  Review,"  OTSWMEF-0000009888,  Hearing  Exhibit  4/16-74.  The  document  quotes  Option  ARM  data 
from  March  31,  2007,  indicating  that  the  document  was  prepared  after  that  date. 

836  Id.  at  OTSWMEF-0000009890. 

837  Id.  at  OTSWMEF-0000009893-94. 

838  See,  e.g.,  4/30/2007  email  from  FDIC  Western  Region  Assistant  Director  George  Doerr  to  FDIC  official  David 
Collins,  FDIC_WAMU  000014457,  Hearing  Exhibit  4/16-57. 

839  See  April  16,  2010  Subcommittee  Hearing  at  33  (Testimony  of  FDIC  IG  John  Rymer:  "OTS  did  grant  FDIC 
greater  access  at  WaMu,  but  limited  FDIC's  review  of  WaMu's  residential  loan  files.  The  FDIC  wanted  to  review 
these  files  to  assess  underwriting  and  WaMu's  compliance  with  the  Non-Traditional  Mortgage  Guidance.");  See  also 
April  16,  2010  Subcommittee  Hearing  at  187  (Testimony  of  George  Doerr,  FDIC). 


221 

contacted  OTS  official  Mike  Finn  about  the  FDIC's  request  to  review  WaMu  loan  files  to  test 
NTM  compliance,  Mr.  Finn  said  that  OTS  was  giving  its  institutions  more  time  to  comply  with 
the  guidance,  even  though  it  had  taken  effect  more  than  six  months  earlier.840  The  FDIC 
Chairman  Sheila  Bair  told  the  Subcommittee  that  the  FDIC  had  not  known  until  then  that  OTS 
was  allowing  institutions  to  delay  compliance  with  the  NTM  Guidance  and  were  "surprised"  by 
the  agency's  actions.  She  said  that  normally,  if  an  institution  needs  more  time  to  comply  with 
new  standards,  a  regulator  required  it  to  provide  a  written  plan  with  milestones  for  achieving 
compliance.841 

Documents  uncovered  by  the  Subcommittee  show  how  WaMu  took  advantage  of  the 
delay  to  continue  its  high  risk  lending  practices.  The  NTM  Guidance  directed  banks,  for 
example,  to  evaluate  a  borrower's  ability  to  repay  a  mortgage  using  the  highest  interest  rate  that 
would  be  charged  under  the  loan  and  the  fully  amortized  payment  amount  rather  than  any 
smaller  or  minimum  payment  amount.  After  determining  that  those  new  requirements  could  lead 
to  a  33%  drop  in  Option  ARM  loan  volume  due  to  borrowers  who  would  no  longer  qualify  for 
the  loans,  WaMu's  Chief  Enterprise  Risk  Officer,  Ron  Cathcart,  advised  "holding  off  on 
implementation  until  required  to  act  for  public  relations  (CFC  [Countrywide]  announces 
unexpectedly)  or  regulatory  reasons."842  When  he  made  that  suggestion  in  March  2007,  OTS 
had  already  allowed  Washington  Mutual  to  delay  its  compliance  with  the  Guidance  for  six 
months,  resulting  in  the  bank's  originating  billions  of  dollars  in  new  Option  ARM  loans  that 
would  later  suffer  significant  losses.843  Instead  of  using  the  NTM  Guidance  as  an  opportunity  to 
strengthen  WaMu's  lending  standards  and  reduce  its  loan  risk,  OTS  chose  to  delay  its 
implementation. 

In  addition,  in  May  2007,  when  an  OTS  official  attempted  to  stop  WaMu  from  issuing 
mortgages  without  verifying  borrower  incomes,  relying  on  the  NTM  Guidance  and  other  rules  as 
justification,  OTS  senior  management  rebuffed  the  official's  efforts.  Instead,  OTS  senior 
managers  interpreted  its  standards  as  allowing  thrifts  to  continue  issuing  "stated  income  loans," 
also  called  "No  Income  No  Asset"  (NINA)  or  "no  doc"  loans,  because  they  permitted  lenders  to 
provide  credit  without  verifying  the  borrower's  income  or  assets.  On  May  15,  2007,  after 
reviewing  a  summary  of  WaMu's  loans,  an  OTS  official  in  Washington,  Bill  Magrini,  sent  an 
email  to  the  OTS  Examiner-in-Charge  with  responsibility  for  WaMu  stating: 

"I  note  that  WAMU  makes  a  significant  amount  of  No-doc  loans.  OTS  policy  states  that 
no-doc  loans  are  unsafe  and  unsound.  I  assume  they  mean  no  doc  regarding  NINA  or  no 
income-no  asset  loans. 


840 
841 


Subcommittee  interview  of  George  Doerr  (3/30/2010). 
Subcommittee  interview  of  Sheila  Bair  (4/5/2010). 


842  3/19/2007  email  from  Ron  Cathcart  to  David  Schneider,  JPM_WM02571598,  Hearing  Exhibit  4/16-75. 

843  See  wamusecurities.com.  (subscription  website  maintained  by  JPMorgan  Chase  with  data  on  Long  Beach  and 
WaMu  mortgage  backed  securities  showing,  as  of  January  2011,  delinquency  rates  for  particular  mortgage  backed 
securities,  including  WMALT  2006  OA-3  -  57.87%). 
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Without  even  asking  for  income  or  assets/liabilities,  the  loans  are  collateral-dependent. 
This  is  imprudent . . .  [T]he  interagency  NTM  Guidance  states  specifically  that  collateral 
dependent  loans  are  unsafe  and  unsound.  . . . 

Does  WAMU  have  any  plans  to  amend  its  policies  per  no  doc  loans?"844 

The  Examiner-in-Charge,  Benjamin  Franklin,  relayed  the  inquiry  to  the  then  Director  of 
the  OTS  Western  Region  Office,  Darrel  Dochow,  and  stated  that,  while  WaMu  had  not  issued 
"true  NINAs"  in  the  past,  the  bank  had  begun  "doing  NINA's  in  2006  through  their  conduit 
program.  As  such,  all  these  loans  are  held  for  sale."  He  estimated  WaMu  then  had  about  $90 
million  of  NINA  loans  held  for  sale,  had  originated  about  $600  million  in  2006,  and  would 
originate  the  same  amount  again  in  2007. 845 

Mr.  Dochow  responded  that  he  was  already  in  regular  contact  with  OTS  officials  in 
Washington  about  WaMu  and  "there  is  no  need  to  duplicate  with  Bill  Magrini  as  far  as  I 
know."846  Later  the  same  day,  Mr.  Dochow  wrote: 

"I  am  being  told  that  Bill's  views  may  not  necessarily  represent  OTS  policy  in  these 
matters.  I  value  Bill's  input,  but  we  should  be  careful  about  relaying  his  views  to  others 
as  being  OTS  policy,  absent  collaborating  written  guidance.  [His]  views  ...  are 
somewhat  inconsistent  with  NTM  guidance  and  industry  practice.  I  also  understand 
Grovetta  [another  OTS  official]  promised  to  clarify  section  212  of  the  handbook  in 
several  areas  as  a  result  of  the  NTM  roundtable  discussion  in  Wash  DC  last  month."847 

That  same  day,  another  OTS  official,  Mark  Reiley,  sent  an  email  indicating  his  belief  that 
sections  of  the  OTS  handbook  barred  WaMu  from  issuing  NINA  loans,  even  when  those  loans 
were  originated  for  sale  to  Wall  Street: 

"The  Handbook  guidance  Section  212  states  that  no-doc  loans  (NINAs)  are  unsafe  and 
unsound  loans  (Pg.  212.7).  Furthermore,  even  if  the  no-doc  (NINA)  loans  are  originated 
and  held  for  sale  the  guidance  indicates  (pg.  212.8)  the  association  must  use  prudent 
underwriting  and  documentation  standards  and  we  have  already  concluded  they  are 
unsafe  and  unsound.  Even  if  the  institution  holds  the  loans  for  a  short  period  of  time.  . . . 
[T]his  is  a  hot  topic  in  DC  and  we  are  getting  a  significant  amount  of  push  back  from  the 


844  See  5/15/2007  email  from  OTS  Examiner-in-Charge  Benjamin  Franklin  to  OTS  Western  Region  Director  Darrel 
Dochow,  Franklin_Benjamin-00020449_001,  Hearing  Exhibit  4/16-79  (quoting  email  from  Bill  Magrini).  See  also 
3/27/2007  email  from  OTS  official  Bill  Magrini  to  OTS  colleagues,  Quigley_Lori-00110324,  Hearing  Exhibit  4/16- 
76  ("I  noted  that  several  of  our  institutions  make  NINA  loans.  That,  in  my  humble  opinion  is  collateral  dependent 
lending  and  deemed  unsafe  and  unsound  by  all  the  agencies.   ...  It  is  not  at  all  surprising  that  delinquencies  are  up, 
even  among  Alt-A.  In  my  opinion,  credit  standards  have  gone  too  low.").  See  also  undated  OTS  document, 
"Option  ARM  Neg  Am  Review  Workprogram  212A(1)  &  Nontraditional  Mortgage  Guidance  Review,"  at 
OTSWMEF-0000009891,  Hearing  Exhibit  4/16-74  (determining  that  73%  of  the  Option  ARMs  in  WaMu's  portfolio 
were  "low  doc"  loans). 

845  5/16/2007  email  from  OTS  Western  Region  Director  Darrel  Dochow  to  OTS  Examiner-in-Charge  Benjamin 
Franklin,  Franklin_Benjamin-00020449_001,  Hearing  Exhibit  4/16-79. 

846  Id. 

847  Id. 
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industry.  ...  At  this  point  I  don't  think  a  memo  is  the  best  avenue,  I  think  we  need  to 
request  in  writing  that  WAMU  respond  to  us  on  how  the  NINA's  comply  with  the 
handbook  guidance?" 

The  WaMu  Examiner-in-Charge,  Benjamin  Franklin,  responded: 

"I  didn't  intend  to  send  a  memo  until  I  got  a  blessing  from  [the  Western  Region  Director] 
or  DC  on  what  our  official  policy  is  on  this.  . . .  [Mjany  of  our  larger  institutions  now  do 
NINAs  (including  Countrywide) ....  Apparently  [OTS  policy  official]  Bill  Magrini  is  the 
lone  ranger  in  his  view  that  NINA's  are  imprudent.  West  region  position  seems  to  be  that 
FICO,  appraisal,  and  other  documentation  ...  is  sufficient  to  assess  the  borrower's  ability 
to  repay  in  all  but  subprime  loans.  While  I  probably  fall  more  into  the  Magrini  camp 
(until  we  get  empirical  data  to  support  NINAs  are  not  imprudent)  we  will  just  document 
our  findings  . . .  until  the  'official'  policy  on  this  has  been  worked  out."848 

A  year  later,  in  October  2008,  after  WaMu's  failure,  the  same  Examiner-in-Charge, 
Benjamin  Franklin,  wrote  to  a  colleague: 

"[N]ot  one  regulatory  agency  had  a  rule  or  guideline  saying  you  couldn't  do  stated 
income  lending,  even  to  this  day.  That,  I  find  incredible.  We  criticized  stated  income 
lending  at  WaMu  but  they  never  got  it  completely  fixed.  . . .  [I]n  hindsight,  I'm 
convinced  that  it  is  just  a  flawed  product  that  can't  be  fixed  and  never  should  have  been 
allowed  in  the  first  place.  How  do  you  really  assess  underwriting  adequacy  when  you 
allow  the  borrower  to  tell  you  what  he  makes  without  verification.  We  used  to  have 
documentation  requirements  for  underwriting  in  the  regs,  but  when  those  were  taken  out, 
the  industry  slowly  migrated  to  an  anything  goes  that  got  us  into  this  mess.  . . .  When  I 
told  Scott  Polakoff  [OTS  Deputy  Director]  that  stated  income  subprime  should  not  be 
made  under  any  circumstance,  I  was  corrected  by  Mike  Finn  [OTS  Western  Region  head] 
that  that  was  not  the  West  Region's  position.  I  rest  my  case."849 

Data  compiled  by  the  Treasury  and  FDIC  Inspectors  General  shows  that,  by  the  end  of 
2007,  stated  income  loans  -  loans  in  which  the  bank  did  not  verify  the  borrower's  income  - 
represented  50%  of  WaMu's  subprime  loans,  73%  of  its  Option  ARMs,  and  90%  of  its  home 
equity  loans.850  At  the  Subcommittee  hearing,  virtually  every  witness  condemned  stated  income 
loans  as  unsafe  and  unsound.851  OTS  Director  John  Reich  testified  that  he  regretted  not  doing 
more  to  prevent  supervised  thrifts  from  issuing  stated  income  loans.852 

Subcommittee  interviews  with  OTS  examiners  who  worked  at  WaMu  found  those 
examiners  to  be  demoralized  and  frustrated  at  their  inability  to  effect  change  at  the  bank.  They 


848  id. 

849 10/7/2008  email  exchange  between  OTS  Examiner-in-Charge  Benjamin  Franklin  and  OTS  examiner  Thomas 
Constantine,  "West  Region  Update,"  Franklin_Benjamin-00034415_001,  Hearing  Exhibit  4/16-14. 

850  4/2010  "Evaluation  of  Federal  Regulatory  Oversight  of  Washington  Mutual  Bank,"  prepared  by  the  Offices  of 
Inspector  General  at  the  Department  of  the  Treasury  and  Federal  Deposit  Insurance  Corporation,  at  10,  Hearing 
Exhibit  4/16-82. 

851  See,  e.g.,  April  16,  2010  Subcommittee  Hearing  at  14-15,  41-42. 

852  Id.  at  42  ("In  hindsight,  I  regret  it."). 
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had  identified  serious  deficiencies  at  the  bank  year  after  year,  with  no  enforcement 
consequences;  some  tried  to  interpret  OTS  standards  in  ways  that  would  reduce  risk,  only  to  be 
rebuffed  by  their  leaders;  and  others  were  told  that  the  NTM  Guidance  being  enforced  by  other 
agencies  did  not  have  standards  that  could  be  enforced  by  OTS  examiners.  Days  after  WaMu's 
failure,  one  OTS  examiner  had  this  to  say  about  OTS  leadership: 

"My  examination  history  here  is  filled  with  the  editing  and  removal  of  my  comments  as 
well  as  predictions  (that  turned  out  to  be  true)  by  EICs  [Examiners-in-Charge].  No 
system  in  place  to  keep  that  from  happening.  Instead  we  put  whitewashers  and  scaredity 
cats  in  charge  of  the  most  problematic  shops.  I  don't  know  what  happened  to  you  at 
WAMU,  but  I  was  critical  of  their  accounting  at  Card  Services  and  the  AP.  Fortunately,  I 
think  I  made  the  'don't  let  him  come  back  here'  list.  . . .  [Ojur  leadership  screwed  us  and 
can't  acknowledge  it.  They  should  resign."853 

(c)  Narrow  Regulatory  Focus 

In  addition  to  a  policy  of  deference  to  management,  weak  standards,  and  demoralized 
examiners,  OTS  employed  an  overly  narrow  regulatory  focus  that  allowed  WaMu's  short  term 
profits  to  excuse  its  risky  practices  and  that  ignored  systemic  risk.  For  a  time,  its  short  term 
profits  masked  the  problems  at  Washington  Mutual,  and  regulators  allowed  practices  which  they 
knew  to  be  risky  and  problematic  to  continue.  Because  it  mishandled  its  responsibilities,  OTS 
gave  the  illusion  to  investors,  economists,  policy  makers,  and  others  that  the  bank  was  sound, 
when  in  reality,  it  was  just  the  opposite.  Unfortunately,  the  truth  of  the  matter  was  not  revealed 
until  it  was  too  late,  and  the  bank  collapsed. 

Using  Short  Term  Profits  to  Excuse  Risk.  OTS  justified  not  taking  enforcement  action 
against  WaMu  in  part  by  pointing  to  Washington  Mutual' s  profits  and  low  loss  rates  during  the 
height  of  the  mortgage  boom,  claiming  they  made  it  difficult  to  require  the  bank  to  reduce  the 
risks  threatening  its  safety  and  soundness.  In  2005,  when  faced  with  underwriting  problems  at 
WaMu,  the  OTS  Examiner-in-Charge  put  it  this  way: 

"It  has  been  hard  for  us  to  justify  doing  much  more  than  constantly  nagging  (okay, 
'chastising')  through  ROE  [Reports  of  Examination]  and  meetings,  since  they  [WaMu] 
have  not  been  really  adversely  impacted  in  terms  of  losses.  It  has  been  getting  better  and 
has  not  recently  been  bad  enough  to  warrant  any  ratings  downgrade."854 

The  OTS  Handbook  was  explicit,  however,  in  stating  that  profits  should  not  be  used  to 
overlook  or  excuse  high  risk  activities: 


853  20/7/2008  emails  from  OTS  examiner  Thomas  Constantine  to  OTS  Examiner-in-Charge  Benjamin  Franklin, 
"West  Region  Update,"  Franklin_Benjamin-00034415_002,  Hearing  Exhibit  4/16-14. 

854  9/15/2005  email  from  Examiner-in-Charge  Lawrence  Carter  to  Western  Region  Deputy  Director  Darrel  Dochow, 
OTSWMS05-002  0000535,  Hearing  Exhibit  4/16-6. 
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"If  an  association  has  high  exposure  to  credit  risk,  it  is  not  sufficient  to  demonstrate  that 
the  loans  are  profitable  or  that  the  association  has  not  experienced  insignificant  losses  in 
the  near  term."855 

But  in  the  case  of  Washington  Mutual,  profits  did  make  a  difference.  At  the 
Subcommittee  hearing,  when  asked  by  Senator  Kaufman  to  identify  one  or  two  reasons  why  no 
regulatory  action  was  taken  against  WaMu,  the  FDIC  IG  Jon  Rymer  testified  as  follows: 

"[L]et  me  start  by  saying  I  think  the  problem  in  2005,  2006,  and  into  2007,  the  problem 
was  the  bank  was  profitable.  I  think  there  was  a  great  reluctance  to  [take  action],  even 
though  problems  were  there  in  underwriting,  the  product  mix,  the  distribution  process, 
the  origination  process,  all  in  my  view  extraordinarily  risky  ....  [T]he  people  in  [agency] 
leadership  positions  have  to  be  willing  to  make  the  tough  calls  and  be  experienced 
enough  to  know  that  today's  risky  practices  may  show  today  profitability,  but  to  explain 
to  management  and  enforce  with  regulatory  action  that  risky  profitability  is  going  to  have 
a  cost.  It  either  has  a  cost  in  control  processes  an  institution  would  have  to  invest  in  now, 
or  it  is  going  to  have  a  cost  ultimately  to  the  bank's  profitability  and  perhaps  eventually 
to  the  Deposit  Insurance  Fund."856 

In  his  prepared  statement,  the  Treasury  Inspector  General,  Eric  Thorson,  noted 
that  OTS  examiners  told  his  staff  they  did  not  lower  WaMu's  CAMELS  ratings  because 
"even  though  underwriting  and  risk  management  practices  were  less  than  satisfactory, 
WaMu  was  making  money  and  loans  were  performing."857 

This  problem  was  not  isolated  within  OTS,  however,  but  applied  to  other  regulatory 
agencies  as  well.  The  FDIC  Inspector  General  noted,  for  example,  that  the  bank's  profitability 
also  tempered  the  FDIC  views  of  the  bank.  He  explained  that,  prior  to  2008,  the  FDIC  did  not 
challenge  WaMu's  2  CAMELS  ratings,  because  "the  risks  in  WaMu's  portfolio  had  not 
manifested  themselves  as  losses  and  nonperforming  loans,  and  therefore  did  not  impact  WaMu's 
financial  statements."858  At  the  same  time,  an  internal  FDIC  analysis  of  the  bank  identified  a 
long  list  of  "embedded  risk  factors"  in  WaMu's  home  loans  that,  despite  the  bank's  profitability, 
exposed  the  bank  to  losses  in  the  event  of  "a  widespread  decline  in  housing  prices."859 

In  the  financial  industry,  high  risk  activities  are  undertaken  by  financial  institutions  to 
earn  higher  marginal  returns.  The  role  of  the  regulator  is  to  enforce  rules  that  ensure  the  risks  an 
institution  undertakes  do  not  unfairly  transfer  that  risk  to  others  or  threaten  the  safety  and 
soundness  of  the  economy,  despite  any  short  term  profits.  In  the  case  of  the  FDIC,  the  judgment 


855 11/2004  Office  of  Thrift  Supervision  Examination  Handbook,  at  070.8,  OTSWMEF-0000032053;  2/2011  Office 
of  Thrift  Supervision  Examination  Handbook,  at  070.9,  http://www.ots.treas.gov/_files/422008.pdf  (quote  is  the 
same  in  updated  version  of  handbook).  See  also  April  16,  2010  Subcommittee  Hearing  at  19  (testimony  of  FDIC  and 
Treasury  Inspectors  General). 

856  April  16,  2010  Subcommittee  Hearing  at  24-26. 

857  Thorson  prepared  statement  at  10,  April  16,  2010  Subcommittee  Hearing  at  110. 

858  Rymer  prepared  statement  at  10,  April  16,  2010  Subcommittee  Hearing  at  129. 

859  Undated  draft  memorandum  from  the  WaMu  examination  team  at  the  FDIC  to  the  FDIC  Section  Chief  for  Large 
Banks,  FDIC-EM_00251205-10,  Hearing  Exhibit  4/16-51a  (likely  mid-2005). 
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includes  whether  the  risk  threatens  loss  to  the  Deposit  Insurance  Fund.  Any  firm  that  decides  to 
take  a  risk  should  be  the  only  firm,  along  with  its  investors,  to  bear  the  brunt  of  the  problem  if  it 
turns  out  to  have  been  a  mistake.  Regulators  that,  when  faced  with  short  term  profits,  stop 
evaluating  or  downplay  attendant  risks  that  could  produce  later  losses  fail  in  their  obligation  to 
ensure  the  safety  and  soundness  of  the  financial  institutions  they  are  regulating.  In  the  case  of 
WaMu,  both  OTS  and  the  FDIC  allowed  the  bank's  success  in  the  short  term  to  paper  over  its 
underlying  problems. 

In  October  2008,  after  Washington  Mutual  failed,  the  OTS  Examiner-in-Charge  at  the 
bank,  Benjamin  Franklin,  deplored  OTS'  failure  to  prevent  its  thrifts  from  engaging  in  high  risk 
lending  because  "the  losses  were  slow  in  coming": 

"You  know,  I  think  that  once  we  (pretty  much  all  the  regulators)  acquiesced  that  stated 
income  lending  was  a  reasonable  thing,  and  then  compounded  that  with  the  sheer  insanity 
of  stated  income,  subprime,  100%  CLTV  [Combined  Loan-to-Value],  lending,  we  were 
on  the  figurative  bridge  to  nowhere.  Even  those  of  us  that  were  early  opponents  let 
ourselves  be  swayed  somewhat  by  those  that  accused  us  of  being  'chicken  little'  because 
the  losses  were  slow  in  coming,  and  let[']s  not  forget  the  mantra  that  'our  shops  have  to 
make  these  loans  in  order  to  be  competitive'.  I  will  never  be  talked  out  of  something  I 
know  to  be  fundamentally  wrong  ever  again!!"860 

Failure  to  Consider  Financial  System  Impacts.  A  related  failing  was  that  OTS  took  a 
narrow  view  of  its  regulatory  responsibilities,  evaluating  each  thrift  as  an  individual  institution 
without  evaluating  the  effect  of  thrift  practices  on  the  financial  system  as  a  whole.  The  U.S. 
Government  Accountability  Office,  in  a  2009  evaluation  of  how  OTS  and  other  federal  financial 
regulators  oversaw  risk  management  practices,  concluded  that  none  of  the  regulators  took  a 
systemic  view  of  factors  that  could  harm  the  financial  system: 

"Even  when  regulators  perform  horizontal  examinations  across  institutions  in  areas  such 
as  stress  testing,  credit  risk  practices,  and  the  risks  of  structured  mortgage  products,  they 
do  not  consistently  use  the  results  to  identify  potential  system  risks."861 

Evidence  of  this  narrow  regulatory  focus  includes  the  fact  that  OTS  examiners  carefully 
evaluated  risk  factors  affecting  home  loans  that  WaMu  kept  on  its  books  in  a  portfolio  of  loans 
held  for  investment,  but  paid  less  attention  to  the  bank's  portfolio  of  loans  held  for  sale.  OTS 
apparently  reasoned  that  the  loans  held  for  sale  would  soon  be  off  WaMu's  books  so  that  little 
analysis  was  necessary.  From  2000  to  2007,  WaMu  securitized  about  $77  billion  in  subprime 


10/7/2008  email  from  OTS  Examiner-in-Charge  Benjamin  Franklin  to  OTS  Examiner  Thomas  Constantine, 
Franklin_Benjamin-00034415,  Hearing  Exhibit  4/16-14. 

861  3/18/2009  Government  Accountability  Office,  "Review  of  Regulators'  Oversight  of  Risk  Management  Systems 
at  a  Limited  Number  of  Large,  Complex  Financial  Institutions,"  Testimony  of  Orice  M.  Williams,  Hearing  Exhibit 
4/16-83  (GAO  reviewed  risk  management  practices  of  OTS,  as  well  as  the  Federal  Reserve,  the  Office  of  the 
Comptroller  of  the  Currency,  the  SEC,  and  self-regulatory  organizations.). 
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loans,  mostly  from  Long  Beach,  as  well  as  about  $115  billion  in  Option  ARM  loans.862  Internal 
documents  indicate  that  OTS  did  not  consider  the  problems  that  could  result  from  widespread 
defaults  of  poorly  underwritten  mortgage  securities  from  WaMu  and  other  thrifts. 

Numerous  documents  show  that  OTS  and  the  FDIC  were,  in  fact,  aware  that  WaMu  was 
issuing  high  risk  loans  that  led  to  poor  quality  securitizations: 

2005  OTS  email  describing  poor  quality  Long  Beach  mortgage  backed  securities: 
"Performance  data  for  2003  and  2004  vintages  appear  to  approximate  industry  average 
while  issues  [of  securities]  prior  to  2003  have  horrible  performance. ...  [Long  Beach] 
finished  in  the  top  12  worst  annualized  [net  credit  losses]  in  1997  and  1999  thru  2003.  . . . 
At  2/05,  [Long  Beach]  was  #1  with  a  12%  delinquency  rate.  Industry  was  around 
8.25%."863 

2005  FDIC  analysis  of  WaMu  high  risk  loans:  "Management  acknowledges  the  risks 
posed  by  current  market  conditions  and  recognizes  that  a  potential  decline  in  housing 
prices  is  a  distinct  possibility.  Management  believes,  however  that  the  impact  on 
[WaMu]  would  be  manageable,  since  the  riskiest  segments  of  production  are  sold  to 
investors,  and  that  these  investors  will  bear  the  brunt  of  a  bursting  housing  bubble."864 

2005  OTS  email  discussing  allowing  lower  standards  for  loans  held  for  sale:  "[L]oans 
held  for  sale  could  be  underwritten  to  secondary  market  standards  ....  I  believe  we  would 
still  find  that  secondary  market  requirements  are  more  lax  than  our  policy  on 
underwriting  to  fully  indexed  rates.  . . .  [I]f  you  allow  them  [WaMu]  the  exception  for 
loans  held  for  sale  . . .  they  probably  do  not  have  a  ton  of  loans  that  fall  far  outside  our 
policy  guidance."865 

2006  OTS  email  discussing  Long  Beach  loans  that  had  to  be  repurchased  from  buyers: 
"The  primary  reasons  for  the  problem  were  . . .  [g]eneral  lower  quality  2005  production 
due  to  economy  and  lowered  standards  ....  The  $4,749  billion  in  loans  on  [Long  Beach] 
books  at  12/31/05  are  largely  comprised  of  the  same  2005  vintage  production  that  was 
sold  in  the  whole  loan  sales  and  are  now  subject  to  the  increased  repurchases.  . . . 
Management  is  balancing  the  probability  that  these  loans  will  perform  worse  than 
expected  and  priced  for,  versus  the  increased  income  they  generate  ...  in  considering 
whether  to  [sell]  some  or  all  of  the  portfolio."866 


862  "Securitizations  of  Washington  Mutual  and  Long  Beach  Subprime  Home  Loans,"  chart  prepared  by  the 
Subcommittee,  Hearing  Exhibit  4/13-lc;  10/17/2006  "Option  ARM"  draft  presentation  to  the  WaMu  Board  of 
Directors,  JPM_WM02549027,  chart  at  2,  Hearing  Exhibit  4/13-38. 

863  4/14/2005  email  from  OTS  examiner  to  colleagues,  OTSWME05-0120000806,  Hearing  Exhibit  4/13-8a. 

864  Undated  draft  memorandum  from  WaMu  examination  team  to  the  FDIC  Section  Chief  for  Large  Banks,  FDIC- 
EM_00251205-10,  Hearing  Exhibit  4/16-51a  (likely  mid-2005). 

865  9/16/2005  email  from  OTS  Examiner-in-Charge  at  WaMu,  OTSWMS05-002  0000535,  Hearing  Exhibit  4/16-6. 

866  1/20/2006  email  from  Darrel  Dochow  to  Michael  Finn  and  others,  OTSWMS06-007  0001020. 
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2008  OTS  email  after  WaMu's  failure:  "We  were  satisfied  that  the  loans  were  originated 
for  sale.  SEC  and  FED  [were]  asleep  at  the  switch  with  the  securitization  and 
repackaging  of  the  cash  flows,  irrespective  of  who  they  were  selling  to."867 

2005  WaMu  audit  of  Loan  Sales  and  Securitization  planned  no  further  audit  for  three 
years.  In  March  2007,  OTS  informally  suggested  that  more  frequent  audits  would  be 
appropriate  given  the  high  volume  and  high  risk  nature  of  WaMu's  securitization  activity 
and  "data  integrity  issues  surrounding  the  creation  of  securitization  trusts,  resulting  in 
loan  repurchases  from  those  trusts."868  OTS  was  two  years  too  late,  however;  the 
secondary  market  for  subprime  securities  collapsed  four  months  later. 

Neither  OTS  nor  the  FDIC  saw  preventing  WaMu's  sale  of  high  risk  mortgages  into  U.S. 
securitization  markets  as  part  of  its  regulatory  responsibilities. 

(d)  Inflated  CAMELS  Ratings 

Still  another  possible  explanation  for  OTS'  inaction  may  have  been  the  overly  positive 
CAMELS  ratings  it  assigned  WaMu.  From  2004  until  early  2008,  WaMu  held  a  2  rating,  which 
meant  that  it  was  "fundamentally  sound,"  had  "satisfactory  risk  management,"  and  had  "only 
moderate  weaknesses  that  [were]  within  the  board's  and  management's  capability  and 
willingness  to  correct."869  A  lower  CAMELS  rating  would  have  represented  one  of  the  strongest 
actions  that  OTS  and  the  FDIC  could  have  taken,  because  it  would  have  required  changes  from 
WaMu. 

Both  the  Treasury  and  the  FDIC  Inspector  General  criticized  the  assignment  of  the  2 
ratings  as  inaccurate  and  inappropriate,  highlighting  how  those  inflated  ratings  masked  the  true 
problems.870  Treasury  IG  Thorson  focused  in  particular  on  the  2  rating  assigned  to  WaMu's  high 
risk  home  loans: 

"[W]e  find  it  difficult  to  understand  how  OTS  could  assign  WaMu  a  satisfactory  asset 
quality  2-rating  for  so  long.  Assigning  a  satisfactory  rating  when  conditions  are  not 
satisfactory  sends  a  mixed  and  inappropriate  supervisory  message  to  the  institution 
and  its  board.  It  is  also  contrary  to  the  very  purpose  for  which  regulators  use  the 
CAMELS  rating  system."871 

Inspector  General  Thorson  also  criticized  the  2  rating  assigned  to  WaMu's  management, 
which  signaled  "satisfactory  performance  by  management  and  the  Board  of  Directors  and 


867 10/7/2008  email  from  OTS  examiner  Thomas  Constantine  to  OTS  colleague  Benjamin  Franklin, 
Franklin_Benjamin-00034415_001,  Hearing  Exhibit  4/16-14. 

868  See  3/5/2007  WAMU  Examination  "Review  of  Securitization,"  OTSWME07-075  0000780-791  at  789  (data 
gathered  from  WaMu's  Market  Risk  Committee  minutes,  Dec.  2006  and  Jan.  2007). 

869  Thorson  prepared  statement  at  7,  April  16,  2010  Subcommittee  Hearing  at  107. 

870  See,  e.g.,  Treasury  and  FDIC  IG  Report  at  16. 

871  Thorson  prepared  statement  at  10,  April  16,  2010  Subcommittee  Hearing  at  110.  See  also  id.  at  8,  April  16,  2010 
Subcommittee  Hearing  at  108. 
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satisfactory  risk  management  practices."872  He  noted  that  OTS  gave  management  this  positive 
rating  until  June  2008,  despite  the  bank's  ongoing  failure  to  correct  the  many  deficiencies 
identified  by  OTS  examiners  and  the  fact  that  management  problems  at  WaMu  were 
longstanding.  At  the  Subcommittee  hearing,  the  FDIC  Inspector  General  Rymer  also  criticized 
the  2  rating  assigned  to  WaMu's  management: 

"[T]he  management  piece  should  be,  in  my  view,  downgraded  if  management  has  not 
demonstrated  that  it  has  built  the  adequate  systems  and  control  processes  and 
governance  processes  to  help  manage  problems  when  they  eventually  do  occur  in 
assets.  ...  I  find  it  difficult  to  understand  why  the  management  rating  at  a  minimum 
was  not  lowered  much  earlier  on."873 

The  FDIC  Inspector  General  also  noted  that,  from  2004  to  2008,  the  FDIC  had  assigned 
LIDI  ratings  to  WaMu  that  indicated  a  higher  degree  of  risk  at  the  bank  than  portrayed  by  the 
bank's  CAMELS  ratings.  He  observed  that  LIDI  ratings,  which  are  intended  to  convey  the 
degree  of  risk  that  a  bank  might  cause  loss  to  the  Deposit  Insurance  Fund,  are  designed  to  be 
more  forward-looking  and  incorporate  consideration  of  future  risks  to  a  bank,  as  compared  to 
CAMELS  ratings,  which  are  designed  to  convey  the  state  of  an  institution  at  a  particular  point  in 
time.874 

WaMu  kept  its  2  rating  despite  the  five-year  litany  of  lending,  risk  management, 
appraisal,  and  Long  Beach  deficiencies  identified  by  OTS  examiners  from  2004  to  2008.  It  was 
only  in  February  2008,  after  the  bank  began  to  incur  substantial  losses,  that  OTS  downgraded  the 
bank  to  a  3.  When  the  FDIC  urged  a  further  downgrade  to  a  4  rating  in  the  summer  of  2008, 
OTS  disagreed.  In  September  2008,  however,  while  still  resisting  the  ratings  downgrade,  OTS 
acknowledged  internally  that  WaMu's  poor  quality  loans  and  poor  risk  management  were  the 
source  of  its  problems: 

"The  bank's  overall  unsatisfactory  condition  is  primarily  the  result  of  the  poor 
asset  quality  and  operating  performance  in  the  bank's  major  Home  Loans 
Group  area  of  business.  . . .  The  deteriorating  asset  quality  in  the  Home  Loans 
Group  is  accompanied  by  inadequacies  in  risk  management,  internal  controls, 
and  oversight  that  made  more  vulnerable  to  the  current  housing  and  economic 
downturn.  The  examination  criticized  past  liberal  home  loan  underwriting 
practices  and  concentrated  delivery  of  nontraditional  mortgage  products  to 
higher  risk  geographic  markets."875 

It  was  only  on  September  18,  2008,  after  the  bank  began  to  run  out  of  the  cash  needed  to 
conduct  its  affairs  and  the  FDIC  independently  downgraded  the  bank  to  a  4,  that  OTS 
finally  agreed  to  the  downgrade.  One  week  later,  OTS  placed  the  bank  into  receivership. 


872  See  Thorson  prepared  statement  at  11,  April  16,  2010  Subcommittee  Hearing  at  111. 

873  April  16,  2010  Subcommittee  Hearing  at  24-26. 

874  See,  e.g.,  Rymer  prepared  statement  at  5. 

875  9/11/2008  OTS  document,  "WaMu  Ratings  of  3/343432,"  Polakoff_Scott-00065325,  Hearing  Exhibit  4/16-48. 
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Hindsight  establishes  that  the  CAMELS  ratings  assigned  to  Washington  Mutual 
Bank  were  inflated.  Whether  the  ratings  inflation  was  attributable  to  the  OTS  culture  of 
deference  to  management,  examiners  who  were  too  intimidated  to  downgrade  the 
agency's  largest  institution,  an  overly  narrow  regulatory  focus  that  was  blinded  by 
WaMu's  short  term  profits  and  ignored  systemic  risk,  or  an  absence  of  forward-looking 
risk  analysis,  the  WaMu  collapse  suggests  that  the  CAMELS  rating  system  did  not  work 
as  it  should. 

(e)  Fee  Issues 

During  the  investigation,  when  asked  why  OTS  senior  officials  were  not  tougher  on 
Washington  Mutual  Bank,  several  persons  brought  up  the  issue  of  fees  -  that  WaMu  supplied 
$30  million  or  nearly  15%  of  the  fees  per  year  that  paid  for  OTS'  operating  expenses.  WaMu's 
former  Chief  Risk  Officer  James  Vanasek  offered  this  speculation: 

"I  think  you  have  to  look  at  the  fact  that  Washington  Mutual  made  up  a  substantial 
portion  of  the  assets  of  the  OTS  and  one  wonders  if  the  continuation  of  the  agency  would 
have  existed  had  Washington  Mutual  failed."876 

The  issue  was  also  raised  by  Treasury  IG  Thorson  who  warned  that  OTS  should  have  been  "very 
clear  from  top  to  bottom"  that  WaMu's  payment  of  $30  million  in  fees  per  year  to  OTS  was  "not 
a  factor.  It  just  [was]  not."877 

The  OCC  and  OTS  are  the  only  federal  banking  regulators  reliant  on  fees  paid  by  their 
regulated  entities  to  fund  their  operations.  At  OTS,  Washington  Mutual  was  far  larger  than  any 
other  thrift  overseen  by  the  agency  and  was  a  far  larger  and  more  important  contributor  to  the 
agency's  budget.  It  is  possible  that  the  agency's  oversight  was  tempered  by  recognition  of  the 
thrift's  unique  importance  to  the  agency's  finances  and  a  concern  that  tough  regulation  might 
cause  WaMu  to  convert  its  charter  and  switch  to  a  different  regulator.  Its  dependence  on  WaMu 
fees  may  have  given  OTS  the  incentive  to  avoid  subjecting  WaMu  to  regulatory  enforcement 
actions  and  ultimately  compromised  its  judgments. 

Conclusion.  WaMu  is  the  largest  bank  failure  in  the  history  of  the  United  States.  When 
OTS  seized  it,  WaMu  had  $307  billion  in  assets.  By  comparison,  the  next  largest  U.S.  bank 
failure  was  Continental  Illinois,  which  had  $40  billion  in  assets  when  it  collapsed  in  1984.  OTS' 
failure  to  act  allowed  Washington  Mutual  to  engage  in  unsafe  and  unsound  practices  that  cost 
borrowers  their  homes,  led  to  a  loss  of  confidence  in  the  bank,  and  sent  hundreds  of  billions  of 
dollars  of  toxic  mortgages  into  the  financial  system  with  its  resulting  impact  on  financial  markets 
at  large.  Even  more  sobering  is  the  fact  that  WaMu's  failure  was  large  enough  that,  if  the  bank 
had  not  been  purchased  by  JPMorgan  Chase,  it  could  have  exhausted  the  entire  Deposit 
Insurance  Fund  which  then  contained  about  $45  billion.  Exhausting  the  Deposit  Insurance  Fund 


876  April  13,  2010  Subcommittee  Hearing  at  40  (Testimony  of  James  Vanasek). 

877  See  April  16,  2010  Subcommittee  Hearing  at  25. 
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could  have  triggered  additional  panic  and  loss  of  confidence  in  the  U.S.  banking  system  and 
financial  markets. 

(2)   Other  Regulatory  Failures 

Washington  Mutual  was  not  the  only  failed  thrift  overseen  by  OTS.  In  2008,  OTS  closed 
the  doors  of  five  thrifts  with  combined  assets  of  $354  billion.878  Another  seven  thrifts  holding 
collective  assets  of  $350  billion  were  sold  or  declared  bankruptcy.879  Virtually  all  of  these  thrifts 
conducted  high  risk  lending,  accumulated  portfolios  with  high  risk  assets,  and  sold  high  risk, 
poor  quality  mortgages  to  other  financial  institutions  and  investors.  At  the  Subcommittee 
hearing,  the  Treasury  Inspector  General  testified  that,  after  completing  17  reviews  and  working 
on  another  33  reviews  of  a  variety  of  failed  financial  institutions,  he  could  say  that  OTS'  lack  of 
enforcement  action  was  "not  unique  to  WaMu"  and  lax  enforcement  by  the  relevant  federal 
banking  regulator  was  "not  unique  to  OTS."880 

Mortgage  lenders  other  than  banks  also  failed.  Many  of  these  mortgage  lenders  had 
operated  as  private  firms,  rather  than  as  depository  institutions,  and  were  not  overseen  by  any 
federal  or  state  bank  regulator.  Some  were  overseen  by  the  SEC;  others  were  not  overseen  by 
any  federal  financial  regulator.  Some  became  large  companies  handling  billions  of  dollars  in 
residential  loans  annually,  yet  operated  under  minimal  and  ineffective  regulatory  oversight. 
When  residential  loans  began  to  default  in  late  2006,  and  the  subprime  securitization  market 
dried  up  in  2007,  these  firms  were  unable  to  sell  their  loans,  developed  liquidity  problems,  and 
went  out  of  business.  Together,  these  failed  mortgage  lenders,  like  the  failed  thrifts,  contributed 
to  systemic  risk  that  damaged  the  U.S.  banking  system,  U.S.  financial  markets,  and  the  U.S. 
economy  as  a  whole. 

(a)  Countrywide 

Countrywide  Financial  Corporation,  now  a  division  of  Bank  of  America  and  known  as 
Bank  of  America  Home  Loans,  was  formerly  the  largest  independent  mortgage  lender  in  the 
United  States  and  one  of  the  most  prolific  issuers  of  subprime  mortgages.881  For  a  number  of 
years,  Countrywide  operated  as  a  national  bank  under  the  OCC.  In  March  2007,  it  converted  to  a 
thrift  charter  and  operated  for  its  last  18  months  under  the  regulatory  supervision  of  OTS.882  At 
its  height,  Countrywide  had  approximately  $200  billion  in  assets,  62,000  employees,  and  issued 
in  excess  of  $400  billion  in  residential  mortgages  each  year.  In  2008,  Countrywide  originated 


1/2009  Center  for  Responsible  Lending  report,  "The  Second  S&L  Scandal,"  at  1,  Hearing  Exhibit  4/16-84. 

879  Id. 

880  April  16,  2010  Subcommittee  Hearing  at  18  (Testimony  of  Treasury  IG  Thorson).  The  Treasury  IG  also 
reviewed,  for  example,  failed  banks  overseen  by  the  OCC. 

881  See,  e.g.,  "Mortgage  Lender  Rankings  by  Residential  Originations,"  charts  prepared  by  MortgageDaily.com, 
http://www.mortgagedaily.com/MortgageLenderRanking.asp  (indicating  Countrywide  was  one  of  the  top  three 
issuers  of  U.S.  residential  mortgages  from  2003  to  2008);  "A  Mortgage  Crisis  Begins  to  Spiral,  and  the  Casualties 
Mount,"  New  York  Times  (3/5/2007). 

882  3/5/2007  OTS  press  release,  "OTS  Approves  Countrywide  Application," 
http://www.ots.treas.gov/_files/777014.html. 
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nearly  20%  of  all  mortgages  in  the  United  States.883  But  in  August  2008,  after  the  collapse  of  the 
subprime  secondary  market,  Countrywide  could  no  longer  sell  or  securitize  its  subprime  loans 
and  was  unable  to  obtain  replacement  financing,  forcing  the  bank  into  a  liquidity  crisis.884  By 
the  end  of  the  summer  of  2008,  it  would  have  declared  bankruptcy,  but  for  its  sale  to  Bank  of 
America  for  $2.8  billion.885 

Neither  the  OCC  nor  OTS  ever  filed  a  public  enforcement  action  against  the  bank.  In 
June  2009,  the  SEC  filed  suit  against  the  three  most  senior  Countrywide  executives,  the  chief 
executive  officer,  the  chief  operating  officer  and  president,  and  the  chief  financial  officer, 
charging  them  with  fraudulently  misleading  investors  by  representing  that  Countrywide  had 
issued  loans  primarily  to  "prime"  or  low  risk  borrowers,  when  it  had  actually  written 
increasingly  risky  loans  that  senior  executives  knew  would  result  in  substantial  defaults  and 
delinquencies.886  In  addition,  the  SEC  charged  that  CEO  Angelo  Mozilo  had  violated  his  federal 
disclosure  obligations  and  engaged  in  insider  trading.887 

The  SEC  complaint  detailed  the  bank's  increasingly  risky  underwriting  and  lending 
practices  from  2005  to  2007,  including  its  use  of  stated  income  loans,  loan-to-value  ratios  in 
excess  of  95%,  loans  to  borrowers  with  low  FICO  scores,  frequent  use  of  loan  exceptions,  and 
willingness  to  match  the  loan  terms  of  any  competitor.  Like  WaMu,  from  2003  to  2007,  the 
bank  switched  from  issuing  primarily  low  risk,  30-year  loans,  to  subprime  and  other  high  risk 
mortgages.888 

The  complaint  also  described  how  Mr.  Mozilo  was  internally  alarmed  and  critical  of  the 
increased  credit  risks  that  Countrywide  was  incurring,  while  at  the  same  time  telling  investors 
that  the  bank  was  more  prudent  than  its  competitors.889  The  SEC  complaint  cited,  for  example, 
an  April  2006  email  from  Mr.  Mozilo  discussing  Countrywide's  issuance  of  subprime  80/20 
loans,  which  are  loans  that  have  no  down  payment  and  are  comprised  of  a  first  loan  for  80%  of 
the  home's  value  and  a  second  loan  for  the  remaining  20%  of  the  value,  resulting  in  a  loan-to- 
value  ratio  of  100%.  Mr.  Mozilo  wrote:  "In  all  my  years  in  the  business  I  have  never  seen  a 
more  toxic  pr[o]duct."890  In  another  email  that  same  month,  after  being  informed  that  most 
borrowers  were  making  the  minimum  payments  allowed  on  Option  ARM  loans,  Mr.  Mozilo 
wrote:  "Since  over  70%  have  opted  to  make  the  lower  payment  it  appears  it  is  just  a  matter  of 
time  that  we  will  be  faced  with  much  higher  resets  and  therefore  much  higher  delinquencies."891 


OCC,  "Annual  Report:  Fiscal  Year  2009,"  http://www.occ.gov/static/publications/annrpt/2009AnnualReport.pdf. 

884  See,  e.g.,  SEC  v.  Mozilo,  Case  No.  CV09-03994  (USDC  CD  Calif.),  Complaint  (June  4,  2009),  at  ffll  102-104 
(hereinafter  "SEC  Complaint  against  Countrywide  Executives"). 

885  "Countrywide  Financial  Corporation,"  New  York  Times  (10/15/2010). 

886  SEC  Complaint  against  Countrywide  Executives. 

887  Id. 

888  See,  e.g.,  SEC  Complaint  against  Countrywide  Executives,  at  1fl|  17-19. 

889  See,  e.g.,  id.  at  ffll  6-7. 

890  Id.  at  150. 

891  Id.  at  H  63. 
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Later  he  warned  that  the  bank  was  "flying  blind"  on  the  ultimate  delinquency  rate  and  should 
consider  selling  the  loans.892  The  SEC  complaint  also  stated: 

"Mozilo  went  on  to  write  that  he  had  'personally  observed  a  serious  lack  of  compliance 
within  our  origination  system  as  it  relates  to  documentation  and  generally  a  deterioration 
in  the  quality  of  loans  originated  versus  the  pricing  of  those  loan[s].'  Mozilo  noted  that, 
Tn  my  conversations  with  Sambol  [Countrywide's  chief  operating  officer]  he  calls  the 
100%  sub  prime  seconds  as  the  'milk'  of  the  business.  Frankly,  I  consider  that  product 
line  to  be  the  poison  of  ours."893 

On  October  15,  2010,  the  SEC  announced  a  record  settlement  with  the  three  Countrywide 
executives.894  Mr.  Mozilo  agreed  to  pay  $22.5  million  to  settle  the  disclosure  fraud  allegations 
and  $45  million  to  settle  the  insider  trading  allegations,  bringing  his  total  settlement  to  $67.5 
million.895  He  also  agreed  to  be  permanently  barred  from  serving  as  an  officer  or  director  of  a 
publicly  traded  corporation.  Countrywide's  former  chief  operating  officer  paid  $5.5  million  and 
agreed  to  a  three-year  bar.  The  chief  financial  officer  paid  $130,000  and  agreed  to  a  one-year 
bar  on  practicing  before  the  SEC. 

In  June  2010,  in  a  case  brought  by  the  Federal  Trade  Commission,  Countrywide  agreed  to 
pay  penalties  of  $108  million  for  charging  inflated  mortgage  servicing  fees  to  homeowners  in 
delinquency,  including  excessive  fees  to  inspect  property  or  mow  lawns  for  people  struggling  to 
keep  their  homes.896  In  August  2010,  Countrywide  and  some  former  executives  agreed  to  pay 
$600  million  to  setde  several  class  action  lawsuits.897 

(b)  IndyMac 

IndyMac  Bank  was  established  in  1985  by  Countrywide  co-founders  Angelo  Mozilo  and 
David  Loeb.  While  its  lines  of  business  changed  over  time,  in  2000,  it  became  a  chartered  thrift 
overseen  by  OTS,  and  grew  to  become  the  country's  ninth-largest  originator  of  residential 
mortgage  loans.898  IndyMac  specialized  in  two  types  of  high  risk  home  loans,  Alt  A  loans  which 
did  not  require  verification  or  documentation  of  the  borrower's  income,  assets  or  employment; 
and  Option  ARM  loans  which  allowed  borrowers  to  pay  less  than  the  fully  amortized  cost  of  the 
mortgage.  From  2004  to  2006,  Option  ARMs  made  up  75%  of  IndyMac' s  home  loans  and,  in 
2006,  IndyMac  allowed  75%  of  its  Option  ARM  borrowers  to  make  only  the  minimum  payment 


892  Id.  at  H  68-69. 

893  Id.  at  H  49. 

894  10/15/2010  SEC  Press  Release,  "Former  Countrywide  CEO  Angelo  Mozilo  to  Pay  SEC's  Largest-Ever  Financial 
Penalty  Against  a  Public  Company's  Senior  Executive,"  http://www.sec.gov/news/press/2010/2010-197.htm. 
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896  6/7/2010  U.S.  Federal  Trade  Commission  press  release,  "Countrywide  Will  Pay  $108  Million  for  Overcharging 
Struggling  Homeowners;  Loan  Servicer  Inflated  Fees,  Mishandled  Loans  of  Borrowers  in  Bankruptcy," 
http://www.ftc.gov/opa/2010/06/countrywide.shtm. 

897  See,  e.g.,  "$600  Million  Countrywide  Settlement,"  Associated  Press  (8/3/2010). 

898  2/26/2009  Office  of  Inspector  General,  Dept.  of  the  Treasury  Audit  Report,  "Safety  and  Soundness:  Material 
Loss  Review  of  IndyMac  Bank,"  at  40,  http://www.treasury.gov/about/organizational- 
structure/ig/Documents/oig09032.pdf  (hereinafter  "IG  Report  on  IndyMac  Bank"). 
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required  by  the  loan,  triggering  negative  amortization.  In  addition  to  originating  loans,  IndyMac 
packaged  them  into  securities  and  sold  them  on  the  secondary  market. 
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In  July  2007,  after  the  credit  rating  agencies  downgraded  the  ratings  on  most  subprime 
mortgage  backed  securities  and  the  subprime  secondary  market  collapsed,  IndyMac  -  like 
WaMu  -  was  left  holding  a  large  inventory  of  poor  quality  mortgage  loans  it  could  not  sell.  As 
delinquencies  increased  and  the  value  of  the  mortgages  fell,  IndyMac  incurred  substantial  losses, 
and  its  depositors  began  withdrawing  funds.  The  withdrawals  continued  throughout  2007  and 
into  2008,  eventually  reaching  $1.55  billion  and  triggering  a  liquidity  crisis  at  the  bank.900    In 
July  2008,  IndyMac  collapsed  and  was  seized  by  the  FDIC,  which  had  to  pay  more  than  $10 
billion  from  the  Deposit  Insurance  Fund  to  protect  insured  deposits  and  pay  related  expenses.901 

As  it  did  with  WaMu,  OTS  gave  IndyMac  high  CAMELS  ratings  until  shortly  before  the 
thrift's  failure,  despite  the  fact  that  OTS  had  identified  numerous  problems  with  IndyMac' s 
subprime  mortgage  business  practices.902  Those  problems  included  adopting  an  overly  narrow 
definition  of  "subprime,"  so  that  IndyMac  could  maintain  a  lower  level  of  capital  reserves;903 
poor  underwriting  and  sloppy  property  appraisal  practices;904  and  improper  risk  mitigation.905 
Neither  OTS  nor  the  FDIC  ever  took  a  public  enforcement  action  against  the  bank. 

After  IndyMac's  failure,  the  Treasury  Inspector  General  conducted  a  review  and  issued  a 
report  evaluating  OTS'  oversight  efforts.906  The  report  attributed  IndyMac's  collapse  to  its 
strategy  of  rapid  growth;  originating  and  securitizing  nontraditional,  high  risk  loans;  lack  of 
verification  of  borrowers'  income  or  assets;  lax  underwriting;  and  reliance  on  high  interest  loans 
for  its  own  operations.907  The  Treasury  IG  found  that  OTS  was  aware  of  IndyMac's  problems, 
but  did  not  take  sufficient  enforcement  action  to  correct  them.908  According  to  the  Inspector 
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906  Id.  In  addition  to  the  Material  Loss  Review,  the  Treasury  Inspector  General  investigated  OTS'  conduct  in 
permitting  thrifts,  including  IndyMac  to  backdate  certain  capital  infusions.  See  12/22/2008  Office  of  the  Inspector 
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srv/business/documents/Indymac_Thorson_122308pdf.pdf?sid=ST2008122202386.  Darrel  Dochow  was  removed 
from  his  position  as  Director  of  the  OTS  West  Division  for  having  allowed  IndyMac  to  backdate  a  capital 
contribution  of  $18  million,  which  made  it  appear  stronger  than  it  really  was  in  the  relevant  financial  statement. 
Then  Acting  OTS  Director  Scott  Polakoff  was  also  placed  on  leave  during  the  backdating  investigation,  but  he 
disputed  that  he  directed  anyone  to  allow  backdated  capital  injections  and  asserted  that  the  real  impetus  for  his  being 
placed  on  leave  was  his  Congressional  testimony  critical  of  the  agency's  conduct  related  to  AIG.   Subcommittee 
interview  of  Scott  Polakoff  (3/16/10). 

907  3/31/2009  Office  of  the  Inspector  General,  Dept.  of  the  Treasury,  "Semiannual  Report  to  Congress,"  at  15, 
http://www.treasury.gov/about/organizational-structure/ig/Documents/sar042009.pdf. 
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General,  OTS  typically  relied  on  the  "cooperation  of  IndyMac  management  to  obtain  needed 
improvements"  -  which  was  usually  not  forthcoming  -  to  remedy  identified  problems 
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In  February  2011,  the  SEC  charged  three  former  senior  IndyMac  executives  with 
securities  fraud  for  misleading  investors  about  the  company's  deteriorating  financial 
condition.910  The  SEC  alleged  that  the  former  CEO  and  two  former  CFOs  participated  in  the 
filing  of  false  and  misleading  disclosures  about  the  financial  stability  of  IndyMac  and  its  main 
subsidiary,  IndyMac  Bank  F.S.B.  One  of  the  executives  -  S.  Blair  Abernathy,  former  CFO  -  has 
agreed  to  settle  the  SEC's  charges  without  admitting  or  denying  the  allegations  for 
approximately  $125,000.  The  SEC's  complaint  against  former  CEO  Michael  W.  Perry  and 
former  CFO  A.  Scott  Keys  seeks,  among  other  things,  disgorgement,  financial  penalties,  and  a 
bar  on  their  acting  as  an  officer  or  director  of  a  publicly  traded  corporation.911 

IndyMac  was  the  third-largest  bank  failure  in  U.S.  history  and  the  largest  collapse  of  a 
FDIC-insured  depository  institution  since  1984. 912  At  the  time  of  its  collapse,  IndyMac  had  $32 
billion  in  assets  and  $19  billion  in  deposits,  of  which  approximately  $18  billion  were  insured  by 
the  FDIC.913  IndyMac's  failure  cost  the  FDIC  $10.7  billion,914  a  figure  which,  at  the  time, 
represented  over  10%  of  the  federal  Deposit  Insurance  Fund.915 

(c)  New  Century 

New  Century  Financial  Corporation  is  an  example  of  a  failed  mortgage  lender  that 
operated  largely  without  federal  or  state  oversight,  other  than  as  a  publicly  traded  corporation 
overseen  by  the  SEC.  New  Century  originated,  purchased,  sold,  and  serviced  billions  of  dollars 
in  subprime  residential  mortgages,  operating  not  as  a  bank  or  thrift,  but  first  as  a  private 
corporation,  then  as  a  publicly  traded  corporation,  and  finally,  beginning  in  2004,  as  a  publicly 
traded  Real  Estate  Investment  Trust  (REIT).916  By  2007,  New  Century  had  approximately  7,200 
employees,  offices  across  the  country,  and  a  loan  production  volume  of  $51.6  billion,  making  it 
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the  second  largest  subprime  lender  in  the  country.917  Because  it  did  not  accept  deposits  or  have 
insured  accounts,  it  was  not  overseen  by  any  federal  or  state  bank  regulator. 

In  2007,  after  the  company  announced  its  intent  to  restate  its  2006  financial  results, 
investors  lost  confidence  in  the  company,  its  stock  plummeted,  and  New  Century  collapsed.  In 
April  2007,  it  filed  for  bankruptcy.918  In  February  2008,  the  bankruptcy  examiner  released  a 
detailed  report  that  found  New  Century  was  responsible  for  "significant  improper  and  imprudent 
practices  related  to  its  loan  originations,  operations,  accounting  and  financial  reporting 
processes."919  Like  WaMu,  New  Century  had  engaged  in  a  number  of  harmful  mortgage 
practices,  including  "increasing  loan  originations,  without  due  regard  to  the  risks  associated  with 
that  business  strategy";  risk  layering  in  which  it  issued  high  risk  loans  to  high  risk  borrowers, 
including  originating  in  excess  of  40%  of  its  loans  on  a  stated  income  basis;  allowing  multiple 
exceptions  to  underwriting  standards;  and  utilizing  poor  risk  management  practices  that  relied  on 
the  company's  selling  or  securitizing  its  high  risk  mortgages  rather  than  retaining  them. 

After  New  Century's  bankruptcy,  a  2007  class  action  complaint  was  filed  by  the  New 
York  State  Teachers'  Retirement  System  and  others  alleging  that  New  Century  executives  had 
violated  federal  securities  laws  and  committed  fraud.920  Among  other  matters,  the  complaint 
alleged  that  the  company  sold  poor  quality  loans  that  incurred  early  payment  defaults,  received 
numerous  demands  from  third  party  buyers  of  the  loans  to  repurchase  them,  and  built  up  a  huge 
backlog  of  hundreds  of  millions  of  dollars  in  repurchase  requests  that  the  company  deliberately 
delayed  paying  to  make  its  2005  and  2006  financial  results  appear  better  than  they  actually 
were.921  The  complaint  also  alleged  that  New  Century  issued  loans  using  lax  underwriting 
standards  to  maximize  loan  production,922  and  "routinely  and  increasingly  lent  money  to  people 
who  were  unable  to  repay  the  debt  shortly  after  the  loans  were  closed."923  The  suit  took  note  of  a 
news  article  stating:  "Loans  made  by  New  Century,  which  filed  for  bankruptcy  protection  in 
March,  have  some  of  the  highest  default  rates  in  the  industry."924 

In  December  2009,  the  SEC  filed  a  civil  complaint  charging  three  former  New  Century 
executives,  the  CEO,  CFO,  and  controller,  with  fraudulent  accounting  that  misled  investors  about 
the  company's  finances.925  The  SEC  alleged  that,  while  the  company's  financial  disclosures 
painted  a  picture  that  the  company's  performance  exceeded  that  of  its  peers,  its  executives  had 
failed  to  disclose  material  negative  information,  such  as  significant  increases  in  its  loans'  early 


917  In  re  New  Century  TRS  Holdings.  Inc..  Case  No.  07-10416  (KJC)  (US  Bankruptcy  Court,  Del),  2/29/2008  Final 
Report  of  Michael  J.  Missal,  Bankruptcy  Court  Examiner,  at  2, 

http://graphics8.nytimes.com/packages/pdf/business/Final_Report_New_Century.pdf  (hereinafter  "New  Century 
Bankruptcy  Report").  See  also  New  Century  Class  Action  Complaint  at  H  59-60. 

918  In  re  New  Century  TRS  Holdings.  Inc..  Case  No.  07-10416  (KJC)  (US  Bankruptcy  Court,  Del.). 

919  New  Century  Bankruptcy  Report. 

920  New  Century  Class  Action  Complaint. 


921 

Id.  at  Iffl  75-79. 

922 

Id. 

at  H  112. 

See 

also  HI  126-130. 

921 

Id. 

at  H  113. 

See 

also  1111 114-116. 

924 

Id. 

at  H  123. 

925  SEC  Complaint  against  New  Century  Executives;  See  also  12/7/2009  SEC  Press  Release,  "SEC  Charges  Former 
Offices  of  Subprime  Lender  New  Century  With  Fraud." 
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payment  defaults  and  a  backlog  of  loan  repurchases,  which  had  the  effect  of  materially 
overstating  the  company's  financial  results.  The  SEC  complaint  also  stated  that,  although  New 
Century  had  represented  itself  as  a  prudent  subprime  lender,  it  "soon  became  evident  that  its 
lending  practices,  far  from  being  'responsible,'  were  the  recipe  for  financial  disaster."926  The 
complaint  detailed  a  number  of  high  risk  lending  practices,  including  the  issuance  of  interest 
only  loans;  80/20  loans  with  loan-to-value  ratios  of  100%;  and  stated  income  loans  in  which  the 
borrower's  income  and  assets  were  unverified.927  The  complaint  charged  the  New  Century 
executives  with  downplaying  the  riskiness  of  the  company's  loans  and  concealing  their  high 
delinquency  rates. 

In  July  2010,  the  three  former  New  Century  executives  settled  the  SEC  complaint  for 
about  $1.5  million,  without  admitting  or  denying  wrongdoing.928  Each  also  agreed  to  be  barred 
from  serving  as  an  officer  or  director  of  any  publicly  traded  corporation  for  five  years.  A  larger 
group  of  about  a  dozen  former  New  Century  officers  and  directors  settled  several  class  action 
and  other  shareholder  lawsuits  for  $88.5  million.929 

In  2007,  New  Century  reported  publicly  that  it  was  under  criminal  investigation  by  the 
U.S.  Attorney's  Office  for  the  Central  District  of  California,  but  no  indictment  of  the  company  or 
any  executive  has  been  filed.930 

(d)  Fremont 

Fremont  Investment  &  Loan  was  once  the  fifth  largest  subprime  mortgage  lender  in  the 
United  States.931  At  its  peak  in  2006,  it  had  $13  billion  in  assets,  3,500  employees,  and  nearly 
two  dozen  offices.932  Fremont  Investment  &  Loan  was  neither  a  bank  nor  a  thrift,  but  an 
"industrial  loan  company"  that  issued  loans  and  held  insured  deposits.933  It  was  owned  by 
Fremont  General  Credit  Corporation  which  was  owned,  in  turn,  by  Fremont  General 
Corporation.  In  2007,  the  bank  was  the  subject  of  an  FDIC  cease  and  desist  order  which 
identified  multiple  problems  with  its  operations  and  ordered  the  bank  to  cease  its  subprime 
lending.934  In  2008,  due  to  insufficient  capital,  the  FDIC  ordered  Fremont  General  Corporation 
to  either  recapitalize  the  bank  or  sell  it.  The  bank  was  then  sold  to  CapitalSource,  Inc.935  In  June 


926  SEC  Complaint  against  New  Century  Executives  at  3. 

927  See,  e.g.,  SEC  Complaint  against  New  Century  Executives  at  1fi|  24-32. 

928  See  7/30/2010  SEC  Litigation  Release  No.  21609,  "SEC  Settles  With  Former  Officers  of  Subprime  Lender  New 
Century,  "  http:www.sec.gov/litigation/litreleases/2010/lr21609.htm. 

929  See,  e.g.,  "New  Century  Ex-leaders  to  Pay  $90  Million  in  Settlements,"  Los  Angeles  Times  (7/31/2010). 

930  See  3/12/2007  New  Century  Financial  Corporation  Form  8-K,  Item  8.01. 

931  "Fremont  Ordered  by  FDIC  to  Find  Buyer;  Curbs  Imposed,"  Bloomberg  (3/28/2010), 
http://www.bloomberg.com/apps/news?pid=newsarchive&sid=atIgi9otRZ3k. 

932  3/2006  Fremont  General  Corporation  Form  10-K  filed  with  the  SEC. 

933  Id. 

934  In  re  Fremont  Investment  &  Loan,  Order  to  Cease  and  Desist,  Docket  No.  FDIC-07-035b  (March  7,  2007) 
(hereinafter  "Fremont  Cease  and  Desist  Order"). 

935  In  re  Fremont  Investment  &  Loan,  Supervisory  Prompt  Corrective  Action  Directive,  Docket  No.  FDIC-08-069 
PCAS  (March  26,  2008);  "CapitalSource,  Inc.,"  Hoover's  Company  Records.  See  also  "CapitalSource  to  Acquire 
Fremont's  Retail  Arm,"  New  York  Times  (4/14/2008). 
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2008,  Fremont  General  Corporation  declared  bankruptcy  under  Chapter  11  and  has  since 
reorganized  as  Signature  Group  Holdings,  Inc 


936 


As  a  California  based  industrial  loan  company,  Fremont  Investment  &  Loan  was 
overseen  by  the  California  Department  of  Financial  Institutions,  a  state  bank  regulator.  Since  it 
had  deposits  that  were  federally  insured,  Fremont  was  also  regulated  by  the  FDIC.937  The  March 
2007  FDIC  cease  and  desist  order  required  the  bank  to  end  its  subprime  lending  business,  due  to 
"unsafe  and  unsound  banking  practices  and  violations  of  law,"  including  operating  with  "a  large 
volume  of  poor  quality  loans";  "unsatisfactory  lending  practices";  "excessive  risk";  and 
inadequate  capital.938  The  FDIC  also  determined  that  the  bank  lacked  effective  risk  management 
practices,  lacked  adequate  mortgage  underwriting  criteria,  and  was  "approving  loans  with  loan- 
to-value  ratios  approaching  or  exceeding  100  percent  of  the  value  of  the  collateral."939 

Many  of  the  specific  practices  cited  in  the  cease  and  desist  order  mirror  the  FDIC  and 
OTS  criticisms  of  WaMu.  For  example,  the  FDIC  determined  that  Fremont  was  "marketing  and 
extending  adjustable-rate  mortgage  ('ARM')  products  to  subprime  borrowers  in  an  unsafe  and 
unsound  manner  that  greatly  increase[d]  the  risk  that  borrowers  will  default";  "qualifying 
borrowers  for  loans  with  low  initial  payments  based  on  an  introductory  or  'start'  rate  that  will 
expire  after  an  initial  period";  "approving  borrowers  without  considering  appropriate 
documentation  and/or  verification  of  the  their  income";  and  issuing  loans  with  "features  likely  to 
require  frequent  refinancing  to  maintain  an  affordable  monthly  payment  and/or  to  avoid 
foreclosure."940  Fremont  later  reported  receiving  default  notices  on  $3.15  billion  in  subprime 
mortgages  it  had  sold  to  investors.941 

One  year  later,  in  March  2008,  the  FDIC  filed  another  public  enforcement  action  against 
the  bank,  for  failing  to  provide  an  acceptable  capital  restoration  plan  or  obtaining  sufficient 
capital,  and  ordered  the  bank's  parent  company  to  either  adequately  capitalize  the  bank  within  60 
days  or  sell  it.942  The  bank  was  then  sold  to  CapitalSource,  Inc. 

The  FDIC  took  action  against  Fremont  much  earlier  -  in  March  2007  -  than  other 
regulators  did  with  respect  to  other  financial  institutions,  including  OTS'  nonpublic  enforcement 
actions  against  WaMu  in  March  and  September  2008;  the  FDIC's  seizure  of  IndyMac  in  July 
2008;  the  SEC's  action  against  Countrywide  in  June  2009;  and  the  SEC's  action  against  New 


936  In  re  Fremont  General  Corporation,  Case  No.  8:08-bk-13421-ES  (US  Bankruptcy  Court,  CD  Calif.),  First  Status 
Report  (July  30,  2010)  (included  in  7/30/2010  Fremont  General  Corporation  8K  filing  with  the  SEC). 

937  2006  Fremont  10-K  Statement  with  the  SEC. 

938  Fremont  Cease  and  Desist  Order  at  1-3.  See  also  3/7/2007  FDIC  press  release,  "FDIC  Issues  Cease  and  Desist 
Order  Against  Fremont  Investment  &  Loan,  Brea,  California,  and  its  Parents." 

939  Fremont  Cease  and  Desist  Order  at  2-4. 

940  T j       .   0 

Id.  at  3. 

941  See  3/4/2008  Fremont  General  Corporation  press  release,  "Fremont  General  Corporation  Announces  Receipt  of 
Notice  of  Covenant  Default  With  Respect  to  Guaranties  Issued  in  Connection  With  Certain  Prior  Residential  Sub- 
Prime  Loan  Sale  Transactions,"  http://media.corporate-ir.net/media_files/irol/10/106265/08-03- 
04N%20FGCAnnouncesDefaultNoticewithRRELoanTransactions.pdf.  See  also  "CapitalSource  to  Acquire 
Fremont's  Retail  Arm,"  New  York  Times  (4/14/2008). 

942  In  re  Fremont  Investment  &  Loan,  Supervisory  Prompt  Corrective  Action  Directive,  Docket  No.  FDIC-08-069 
PCAS  (  March  26,  2008). 
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Century  in  December  2009.  By  putting  an  early  end  to  Fremont's  subprime  lending,  the  FDIC 
stopped  it  from  selling  additional  poor  quality  mortgage  backed  securities  into  U.S.  securitization 
markets. 

In  November  2008,  the  OCC  researched  the  ten  metropolitan  areas  with  the  highest 
foreclosure  rates  and  identified  the  ten  lenders  in  each  area  with  the  most  foreclosed  loans;  Long 
Beach,  Countrywide,  IndyMac,  New  Century,  and  Fremont  all  made  the  list  of  the  "Worst  Ten  in 
the  Worst  Ten."943  Moody's,  the  credit  rating  agency,  later  calculated  that,  in  2006  alone,  Long 
Beach,  New  Century,  and  Fremont  were  responsible  for  24%  of  the  residential  subprime 
mortgage  backed  securities  issued,  but  50%  of  the  subsequent  credit  rating  downgrades  of  those 
securities.944  The  fact  is  that  each  of  these  lenders  issued  billions  of  dollars  in  high  risk,  poor 
quality  home  loans.  By  allowing  these  lenders,  for  years,  to  sell  and  securitize  billions  of  dollars 
in  poor  quality,  high  risk  home  loans,  regulators  permitted  them  to  contaminate  the  secondary 
market  and  introduce  systemic  risk  throughout  the  U.S.  financial  system. 

E.  Preventing  Regulatory  Failures 

Regulators  stood  on  the  sidelines  as  U.S.  mortgage  lenders  introduced  increasingly  high 
risk  mortgage  products  into  the  U.S.  mortgage  market.  Stated  income  loans,  NINA  loans,  and 
so-called  "liar  loans"  were  issued  without  verifying  the  borrower's  income  or  assets.  Alt  A  loans 
also  had  reduced  documentation  requirements.  Interest-only  loans,  Option  ARMs,  and  hybrid 
ARMs  involved  charging  low  introductory  interest  rates  on  loans  that  could  be  refinanced  before 
much  higher  interest  rates  took  effect.  Negative  amortization  loans  -  loans  that  became  bigger 
rather  than  smaller  over  time  -  became  commonplace.  Home  equity  loans  and  lines  of  credit, 
piggybacks  and  silent  seconds,  100%  financing  -  all  involved  loans  that  required  the  borrower  to 
make  virtually  no  down  payment  or  equity  investment  in  the  property,  relying  instead  on  the 
value  of  the  property  to  ensure  repayment  of  the  loan.  All  of  these  loans  involved  higher  risks 
than  the  30-year  and  15-year  fixed  rate  mortgages  that  dominated  the  U.S.  mortgage  market  prior 
to  2004.  When  property  values  stopped  climbing  in  late  2006,  these  higher  risk  loans  began 
incurring  delinquencies,  losses,  and  defaults  at  record  rates. 

A  number  of  new  developments  have  occurred  in  the  past  several  years  to  address  the 
problems  highlighted  throughout  this  Report. 

(1)  New  Developments 

The  Dodd-Frank  Wall  Street  Reform  and  Consumer  Protection  Act  (Dodd-Frank  Act), 
which  the  President  signed  into  law  on  July  21,  2010,  contains  many  changes  in  the  law  that  will 
be  implemented  over  the  next  year.  The  Dodd-Frank  changes  include  abolishing  OTS,  banning 
stated  income  loans,  and  restricting  negative  amortization  loans.  Other  developments  include  a 
revised  interagency  agreement  strengthening  the  FDIC's  ability  to  conduct  examinations  of 


943  See  11/13/2008  "Worst  Ten  in  the  Worst  Ten,"  document  prepared  by  the  OCC,  Hearing  Exhibit  4/13-58. 

944  7/12/2007  "Moody's  Structured  Finance  Teleconference  and  Web  Cast:  RMBS  and  CDO  Rating  Actions," 
prepared  by  Moody's  Investors  Service,  Hearing  Exhibit  4/23-106. 
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insured  depository  institutions  and  a  new  FDIC  deposit  insurance  pricing  system  that  requires 
higher  risk  institutions  to  pay  higher  insurance  fees. 

OTS  Abolished.  One  significant  new  change  brought  about  by  the  Dodd-Frank  Act  is 
the  abolishment  of  the  Office  of  Thrift  Supervision.  Title  III  of  the  Dodd-Frank  Act  reassigned 
OTS'  duties  and  personnel  to  other  agencies,  primarily  the  Office  of  the  Comptroller  of  the 
Currency  (OCC).945  Although  some  OTS  officials  claim  the  law  intended  OTS  to  be  a  merger 
partner  with  the  OCC,  the  statute  is  clear  in  its  intent  to  abolish  OTS,  rather  than  effect  a  merger 
of  equals. 

Revised  Interagency  Agreement.  A  second  important  change  is  that  the  interagency 
agreement  that  guides  when  the  FDIC  can  examine  an  insured  institution  was  altered  to  give  the 
FDIC  increased  authority.  Under  federal  law,  the  FDIC  can  conduct  an  examination  of  an 
insured  depository  institution  "whenever  the  [FDIC]  Board  of  Directors  determines  a  special 
examination  ...  is  necessary  to  determine  the  condition  of  such  depository  institution  for 
insurance  purposes."946  Despite  this  broad  statutory  grant  of  examination  authority,  in  2002,  the 
FDIC  agreed  to  limit  the  circumstances  in  which  it  would  examine  banks  subject  to  regulation  by 
another  agency.  The  resulting  interagency  agreement  essentially  required  the  FDIC  to  establish 
that  an  institution  was  at  "heightened  risk"  of  causing  loss  to  the  Deposit  Insurance  Fund  before 
the  FDIC  could  compel  another  banking  regulator  to  allow  the  FDIC  to  participate  in  an 
examination  of  its  operations.  OTS  used  that  agreement  to  impede  the  FDIC's  participation  in 
examinations  of  WaMu. 

In  2010,  the  FDIC  renegotiated  that  agreement  with  the  other  financial  regulators,  and 
they  signed  a  revised  version  that  will  facilitate  more  cooperation  on  a  less  bureaucratic  and 
more  timely  basis.947  Compared  to  the  2002  version,  the  revised  agreement  explicidy  provides 
for  special  examinations  of  a  broader  scope  of  insured  depository  institutions.  It  also  streamlined 
the  process  for  resolving  differences  in  CAMELS  ratings  between  financial  regulators.  In  the 
case  of  WaMu,  this  new  process  would  have  helped  facilitate  a  quicker  response  to  WaMu's 
deteriorating  condition.  Additionally,  the  new  agreement  establishes  a  continuous  on-site  FDIC 
presence,  with  five  or  more  examiners,  at  certain  large  institutions,  including  those  that  receive 
ratings  under  the  FDIC's  Large  Insured  Depository  Institutions  Program.  This  new  provision 
ensures  the  FDIC  has  consistent  access  to  information  about  big  banks  that,  by  virtue  of  their 
size,  pose  the  most  risk  to  the  Deposit  Insurance  Fund.  Finally,  after  first  discussing  it  with  the 
primary  federal  regulator,  the  FDIC  is  permitted  to  gather  information  directly  from  financial 
institutions.  These  provisions  will  help  ensure  that  the  FDIC  can  obtain  the  information  needed 
to  safeguard  the  Deposit  Insurance  Fund. 


945  See,  e.g.,  Section  312  of  the  Dodd-Frank  Act. 


946  12  U.S.C.  §  1820(b)(3). 

947  9/17/2010  letter  from  FDIC  Chairman  Sheila  C.  Bair  to  the  Subcommittee,  PSI-FDIC-13-000001  ("Enclosed 
please  find  a  signed  copy  of  a  revised  and  much-strengthened  memorandum  of  understanding  among  the  FDIC  and 
other  bank  regulators  which  will  greatly  enhance  our  ability  to  continually  access  and  monitor  information  related  to 
our  risks  as  deposit  insurer.  I  believe  this  is  a  very  strong  agreement  and  one  which  we  accomplished  due  in  no 
small  part  to  the  work  of  your  Subcommittee  in  identifying  weaknesses  in  the  supervisory  processes  leading  up  to 
the  failure  of  Washington  Mutual."). 
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Risk  Factors  in  Insurance  Fees.  Under  a  new  FDIC  deposit  insurance  pricing  system 
that  takes  effect  in  2011,  large  depository  institutions  with  higher  risk  activities  will  be  required 
to  pay  higher  fees  into  the  Deposit  Insurance  Fund.948  This  new  assessment  system  is  designed 
to  "better  capture  risk  at  the  time  large  institutions  assume  the  risk,  to  better  differentiate  among 
institutions  for  risk  and  take  a  more  forward-looking  view  of  risk,  [and]  to  better  take  into 
account  the  losses  that  the  FDIC  may  incur  if  such  an  insured  depository  institution  fails."949  It 
is  the  product  of  both  past  FDIC  revisions  and  changes  to  the  insurance  fund  assessment  system 
made  by  the  Dodd-Frank  Act.950  It  is  intended  to  impose  higher  assessments  on  large  banks 
"with  high-risk  asset  concentrations,  less  stable  balance  sheet  liquidity,  or  potentially  higher  loss 
severity  in  the  event  of  failure,"  and  impose  those  higher  assessments  when  the  banks  "assume 
these  risks  rather  than  when  conditions  deteriorate."951  Under  this  new  system,  banks  with 
higher  risk  activities  will  be  assessed  higher  fees,  not  only  to  safeguard  the  insurance  fund  and 
allocate  insurance  costs  more  fairly,  but  also  to  help  discourage  high  risk  activities. 

Financial  Stability  Oversight  Council.  The  Dodd-Frank  Act  has  also  established  a  new 
intra-governmental  council,  the  Financial  Stability  Oversight  Council  (FSOC),  to  identify 
systemic  risks  and  respond  to  emerging  threats  to  the  stability  of  the  U.S.  financial  system.952 
The  council  is  comprised  of  ten  existing  regulators  in  the  financial  services  sector,  including  the 
Chairman  of  the  Federal  Reserve  Board  of  Governors,  the  Chairman  of  the  FDIC,  and  the 
Comptroller  of  the  Currency,  and  is  chaired  by  the  Secretary  of  the  Treasury.  This  Council  is 
intended  to  ensure  that  U.S.  financial  regulators  consider  the  safety  and  soundness  of  not  only 
individual  financial  institutions,  but  also  of  U.S.  financial  markets  and  systems  as  a  whole. 

(2)    Recommendations 

To  further  strengthen  oversight  of  financial  institutions  to  reduce  risk,  protect  U.S. 
financial  markets  and  the  economy,  and  safeguard  the  Deposit  Insurance  Fund,  this  Report 
makes  the  following  recommendations. 

1.  Complete  OTS  Dismantling.  The  Office  of  the  Comptroller  of  the  Currency  (OCC) 
should  complete  the  dismantling  of  the  Office  of  Thrift  Supervision  (OTS),  despite 
attempts  by  some  OTS  officials  to  preserve  the  agency's  identity  and  influence  within 
the  OCC. 

2.  Strengthen  Enforcement.  Federal  banking  regulators  should  conduct  a  review  of 
their  major  financial  institutions  to  identify  those  with  ongoing,  serious  deficiencies, 
and  review  their  enforcement  approach  to  those  institutions  to  eliminate  any  policy  of 
deference  to  bank  management,  inflated  CAMELS  ratings,  or  use  of  short  term  profits 
to  excuse  high  risk  activities. 


948 


See  2/7/2011  FDIC  Final  Rule  of  Assessments,  Dividends,  Assessment  Base  and  Large  Bank  Pricing,  RIN  3064. 


949  Id. 

950  See  Sections  331,  332  and  334  of  the  Dodd-Frank  Act. 

951 


2/7/2011  FDIC  press  release,  "FDIC  Approves  Final  Rule  of  Assessments,  Dividends,  Assessment  Base  and 
Large  Bank  Pricing,"  http://www.fdic.gov/news/news/press/2011/prll028.html. 

952  See  Title  I,  Subtitle  A,  of  the  Dodd-Frank  Act  establishing  the  Financial  Stability  Oversight  Council,  including 
Section  112(a)  which  provides  its  purposes  and  duties. 
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Strengthen  CAMELS  Ratings.  Federal  banking  regulators  should  undertake  a 
comprehensive  review  of  the  CAMELS  ratings  system  to  produce  ratings  that  signal 
whether  an  institution  is  expected  operate  in  a  safe  and  sound  manner  over  a  specified 
period  of  time,  asset  quality  ratings  that  reflect  embedded  risks  rather  than  short  term 
profits,  management  ratings  that  reflect  any  ongoing  failure  to  correct  identified 
deficiencies,  and  composite  ratings  that  discourage  systemic  risks. 

Evaluate  Impacts  of  High  Risk  Lending.  The  Financial  Stability  Oversight  Council 
should  undertake  a  study  to  identify  high  risk  lending  practices  at  financial 
institutions,  and  evaluate  the  nature  and  significance  of  the  impacts  that  these 
practices  may  have  on  U.S.  financial  systems  as  a  whole. 
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V.   INFLATED  CREDIT  RATINGS: 

CASE  STUDY  OF  MOODY'S  AND  STANDARD  &  POOR'S 

Moody's  Investors  Service,  Inc.  (Moody's)  and  Standard  &  Poor's  Financial  Services 
LLC  (S&P),  the  two  largest  credit  rating  agencies  (CRAs)  in  the  United  States,  issued  the  AAA 
ratings  that  made  residential  mortgage  backed  securities  (RMBS)  and  collateralized  debt 
obligations  (CDOs)  seem  like  safe  investments,  helped  build  an  active  market  for  those 
securities,  and  then,  beginning  in  July  2007,  downgraded  the  vast  majority  of  those  AAA  ratings 
to  junk  status.953  The  July  mass  downgrades  sent  the  value  of  mortgage  related  securities 
plummeting,  precipitated  the  collapse  of  the  RMBS  and  CDO  secondary  markets,  and  perhaps 
more  than  any  other  single  event  triggered  the  financial  crisis. 

In  the  months  and  years  of  buildup  to  the  financial  crisis,  warnings  about  the  massive 
problems  in  the  mortgage  industry  were  not  adequately  addressed  within  the  ratings  industry.  By 
the  time  the  rating  agencies  admitted  their  AAA  ratings  were  inaccurate,  it  took  the  form  of  a 
massive  ratings  correction  that  was  unprecedented  in  U.S.  financial  markets.  The  result  was  an 
economic  earthquake  from  which  the  aftershocks  continue  today. 

Between  2004  and  2007,  taking  in  increasing  revenue  from  Wall  Street  firms,  Moody's 
and  S&P  issued  investment  grade  credit  ratings  for  the  vast  majority  of  the  RMBS  and  CDO 
securities  issued  in  the  United  States,  deeming  them  safe  investments  even  though  many  relied 
on  subprime  and  other  high  risk  home  loans.  In  late  2006,  high  risk  mortgages  began  to  go 
delinquent  at  an  alarming  rate.  Despite  signs  of  a  deteriorating  mortgage  market,  Moody's  and 
S&P  continued  for  six  months  to  issue  investment  grade  ratings  for  numerous  subprime  RMBS 
and  CDO  securities.  In  July  2007,  as  mortgage  defaults  intensified  and  subprime  RMBS  and 
CDO  securities  began  incurring  losses,  both  companies  abruptly  reversed  course  and  began 
downgrading  at  record  numbers  hundreds  and  then  thousands  of  their  RMBS  and  CDO  ratings, 
some  less  than  a  year  old.  Investors  like  banks,  pension  funds,  and  insurance  companies  were 
suddenly  forced  to  sell  off  their  RMBS  and  CDO  holdings,  because  they  had  lost  their 
investment  grade  status.  RMBS  and  CDO  securities  held  by  financial  firms  lost  much  of  their 
value,  and  new  securitizations  were  unable  to  find  investors.  The  subprime  RMBS  market 
initially  froze  and  then  collapsed,  leaving  investors  and  financial  firms  around  the  world  holding 
unmarketable  subprime  RMBS  securities  plummeting  in  value.  A  few  months  later,  the  CDO 
market  collapsed  as  well. 

Traditionally,  investments  holding  AAA  ratings  have  had  a  less  than  1%  probability  of 
incurring  defaults.  But  in  the  financial  crisis,  the  vast  majority  of  RMBS  and  CDO  securities 
with  AAA  ratings  incurred  substantial  losses;  some  failed  outright.  Investors  and  financial 
institutions  holding  those  AAA  securities  lost  significant  value.  Those  widespread  losses  led,  in 
turn,  to  a  loss  of  investor  confidence  in  the  value  of  the  AAA  rating,  in  the  holdings  of  major 
U.S.  financial  institutions,  and  even  in  the  viability  of  U.S.  financial  markets.  Inaccurate  AAA 


953  S&P  issues  ratings  using  the  "AAA"  designation;  Moody's  equivalent  rating  is  "Aaa."  For  ease  of  reference,  this 
Report  will  refer  to  both  ratings  as  "AAA." 
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credit  ratings  introduced  systemic  risk  into  the  U.S.  financial  system  and  constituted  a  key  cause 
of  the  financial  crisis. 

The  Subcommittee's  investigation  uncovered  a  host  of  factors  responsible  for  the 
inaccurate  credit  ratings  issued  by  Moody's  and  S&P.  One  significant  cause  was  the  inherent 
conflict  of  interest  arising  from  the  system  used  to  pay  for  credit  ratings.  Credit  rating  agencies 
were  paid  by  the  Wall  Street  firms  that  sought  their  ratings  and  profited  from  the  financial 
products  being  rated.  The  rating  companies  were  dependent  upon  those  Wall  Street  firms  to 
bring  them  business  and  were  vulnerable  to  threats  that  the  firms  would  take  their  business 
elsewhere  if  they  did  not  get  the  ratings  they  wanted.  Rating  standards  weakened  as  each  credit 
rating  agency  competed  to  provide  the  most  favorable  rating  to  win  business  and  greater  market 
share.  The  result  was  a  race  to  the  bottom. 

Additional  factors  responsible  for  the  inaccurate  ratings  include  rating  models  that  failed 
to  include  relevant  mortgage  performance  data,  unclear  and  subjective  criteria  used  to  produce 
ratings,  a  failure  to  apply  updated  rating  models  to  existing  rated  transactions,  and  a  failure  to 
provide  adequate  staffing  to  perform  rating  and  surveillance  services,  despite  record  revenues. 
Compounding  these  problems  were  federal  regulations  that  required  the  purchase  of  investment 
grade  securities  by  banks  and  others,  thereby  creating  pressure  on  the  credit  rating  agencies  to 
issue  investment  grade  ratings.  Still  another  factor  were  the  Securities  and  Exchange 
Commission's  (SEC)  regulations  which  required  use  of  credit  ratings  by  Nationally  Recognized 
Statistical  Rating  Organizations  (NRSRO)  for  various  purposes  but,  until  recently,  resulted  in 
only  three  NRSROs,  thereby  limiting  competition.954 

Evidence  gathered  by  the  Subcommittee  shows  that  credit  rating  agencies  were  aware  of 
problems  in  the  mortgage  market,  including  an  unsustainable  rise  in  housing  prices,  the  high  risk 
nature  of  the  loans  being  issued,  lax  lending  standards,  and  rampant  mortgage  fraud.  Instead  of 
using  this  information  to  temper  their  ratings,  the  firms  continued  to  issue  a  high  volume  of 
investment  grade  ratings  for  mortgage  backed  securities.  If  the  credit  rating  agencies  had  issued 
ratings  that  accurately  exposed  the  increasing  risk  in  the  RMBS  and  CDO  markets  and 
appropriately  adjusted  existing  ratings  in  those  markets,  they  might  have  discouraged  investors 
from  purchasing  high  risk  RMBS  and  CDO  securities,  slowed  the  pace  of  securitizations,  and  as 
a  result  reduced  their  own  profits.  It  was  not  in  the  short  term  economic  self  interest  of  either 
Moody's  or  S&P  to  provide  accurate  credit  ratings  for  high  risk  RMBS  and  CDO  securities, 
because  doing  so  would  have  hurt  their  own  revenues.  Instead,  the  credit  rating  agencies'  profits 
became  increasingly  reliant  on  the  fees  generated  by  issuing  a  large  volume  of  investment  grade 
ratings. 


954  See,  e.g.,  1/2003  "Report  on  the  Role  and  Function  of  Credit  Rating  Agencies  in  the  Operation  of  the  Securities 
Markets,"  prepared  by  the  SEC,  at  5-6  (explaining  how  the  SEC  came  to  rely  on  NRSRO  credit  ratings);  9/3/2009 
"Credit  Rating  Agencies  and  Their  Regulation,"  report  prepared  by  the  Congressional  Research  Service,  Report  No. 
R40613  (revised  report  issued  4/9/2010)  (finding  that,  prior  to  the  2006  Credit  Rating  Agency  Reform  Act,  "[t]he 
SEC  never  defined  the  term  NRSRO  or  specified  how  a  CRA  might  become  one.  Its  approach  has  been  described  as 
essentially  one  of  'we  know-it-when-we-see-it.'  The  resulting  limited  growth  in  the  pool  of  NRSROs  was  widely 
believed  to  have  helped  to  further  entrench  the  three  dominant  CRAs:  by  some  accounts,  they  have  about  98%  of 
total  ratings  and  collect  90%  of  total  rating  revenue."  9/3/2009  version  of  the  report  at  2-3). 
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Looking  back  after  the  first  shock  of  the  crisis,  one  Moody's  managing  director  offered 
this  critical  self  analysis: 

"[W]hy  didn't  we  envision  that  credit  would  tighten  after  being  loose,  and  housing  prices 
would  fall  after  rising,  after  all  most  economic  events  are  cyclical  and  bubbles  inevitably 
burst.  Combined,  these  errors  make  us  look  either  incompetent  at  credit  analysis,  or  like 
we  sold  our  soul  to  the  devil  for  revenue,  or  a  little  bit  of  both."955 

A.  Subcommittee  Investigation  and  Findings  of  Fact 

For  more  than  one  year,  the  Subcommittee  conducted  an  in-depth  investigation  of  the  role 
of  credit  rating  agencies  in  the  financial  crisis,  using  as  case  histories  Moody's  and  S&P.  The 
Subcommittee  subpoenaed  and  reviewed  hundreds  of  thousands  of  documents  from  both 
companies  including  reports,  analyses,  memoranda,  correspondence,  and  email,  as  well  as 
documents  from  a  number  of  financial  institutions  that  obtained  ratings  for  RMBS  and  CDO 
securities.  The  Subcommittee  also  collected  and  reviewed  documents  from  the  SEC  and  reports 
produced  by  academics  and  government  agencies  on  credit  rating  issues.  In  addition,  the 
Subcommittee  conducted  nearly  two  dozen  interviews  with  current  and  former  Moody's  and 
S&P  executives,  managers,  and  analysts,  and  consulted  with  credit  rating  experts  from  the  SEC, 
Federal  Reserve,  academia,  and  industry.  On  April  23,  2010,  the  Subcommittee  held  a  hearing 
and  released  100  hearing  exhibits.956 

In  connection  with  the  hearing,  the  Subcommittee  released  a  joint  memorandum  from 
Chairman  Levin  and  Ranking  Member  Coburn  summarizing  the  investigation  into  the  credit 
rating  agencies  and  the  problems  with  the  credit  ratings  assigned  to  RMBS  and  CDO  securities. 
The  memorandum  contained  joint  findings  regarding  the  role  of  the  credit  rating  agencies  in  the 
Moody's  and  S&P  case  histories,  which  this  Report  reaffirms.  The  findings  of  fact  are  as 
follows. 

1.  Inaccurate  Rating  Models.  From  2004  to  2007,  Moody's  and  S&P  used  credit 
rating  models  with  data  that  was  inadequate  to  predict  how  high  risk  residential 
mortgages,  such  as  subprime,  interest  only,  and  option  adjustable  rate  mortgages, 
would  perform. 

2.  Competitive  Pressures.  Competitive  pressures,  including  the  drive  for  market  share 
and  need  to  accommodate  investment  bankers  bringing  in  business,  affected  the  credit 
ratings  issued  by  Moody's  and  S&P. 

3.  Failure  to  Re-evaluate.  By  2006,  Moody's  and  S&P  knew  their  ratings  of  RMBS 
and  CDOs  were  inaccurate,  revised  their  rating  models  to  produce  more  accurate 
ratings,  but  then  failed  to  use  the  revised  model  to  re-evaluate  existing  RMBS  and 


955 


9/2007  anonymous  Moody's  Managing  Director  after  a  Moody's  Town  Hall  meeting  on  the  financial  crisis,  at 


763,  Hearing  Exhibit  4/23-98. 


956  , 


'Wall  Street  and  the  Financial  Crisis:  The  Role  of  Credit  Rating  Agencies,"  before  the  U.S.  Senate  Permanent 
Subcommittee  on  Investigations,  S.Hrg.  11-673  (4/23/2010)  (hereinafter  "April  23,  2010  Subcommittee  Hearing"). 
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CDO  securities,  delaying  thousands  of  rating  downgrades  and  allowing  those 
securities  to  carry  inflated  ratings  that  could  mislead  investors. 

4.  Failure  to  Factor  in  Fraud,  Laxity,  or  Housing  Bubble.  From  2004  to  2007, 
Moody's  and  S&P  knew  of  increased  credit  risks  due  to  mortgage  fraud,  lax 
underwriting  standards,  and  unsustainable  housing  price  appreciation,  but  failed 
adequately  to  incorporate  those  factors  into  their  credit  rating  models. 

5.  Inadequate  Resources.  Despite  record  profits  from  2004  to  2007,  Moody's  and 
S&P  failed  to  assign  sufficient  resources  to  adequately  rate  new  products  and  test  the 
accuracy  of  existing  ratings. 

6.  Mass  Downgrades  Shocked  Market.  Mass  downgrades  by  Moody's  and  S&P, 
including  downgrades  of  hundreds  of  subprime  RMBS  over  a  few  days  in  July  2007, 
downgrades  by  Moody's  of  CDOs  in  October  2007,  and  actions  taken  (including 
downgrading  and  placing  securities  on  credit  watch  with  negative  implications)  by 
S&P  on  over  6,300  RMBS  and  1,900  CDOs  on  one  day  in  January  2008,  shocked  the 
financial  markets,  helped  cause  the  collapse  of  the  subprime  secondary  market, 
triggered  sales  of  assets  that  had  lost  investment  grade  status,  and  damaged  holdings 
of  financial  firms  worldwide,  contributing  to  the  financial  crisis. 

7.  Failed  Ratings.  Moody's  and  S&P  each  rated  more  than  10,000  RMBS  securities 
from  2006  to  2007,  downgraded  a  substantial  number  within  a  year,  and,  by  2010, 
had  downgraded  many  AAA  ratings  to  junk  status. 

8.  Statutory  Bar.  The  SEC  is  barred  by  statute  from  conducting  needed  oversight  into 
the  substance,  procedures,  and  methodologies  of  the  credit  rating  models. 

9.  Legal  Pressure  for  AAA  Ratings.  Legal  requirements  that  some  regulated  entities, 
such  as  banks,  broker-dealers,  insurance  companies,  pension  funds,  and  others,  hold 
assets  with  AAA  or  investment  grade  credit  ratings,  created  pressure  on  credit  rating 
agencies  to  issue  inflated  ratings  making  assets  eligible  for  purchase  by  those  entities. 

B.  Background 

(1)  Credit  Ratings  Generally 

Credit  ratings,  which  first  gained  prominence  in  the  late  1800s,  are  supposed  to  provide 
independent  assessments  of  the  creditworthiness  of  particular  financial  instruments,  such  as  a 
corporate  bond,  mortgage  backed  security,  or  CDO.  Essentially,  credit  ratings  predict  the 
likelihood  that  a  debt  will  be  repaid.957 


957  9/3/2009  "Credit  Rating  Agencies  and  Their  Regulation,"  report  prepared  by  the  Congressional  Research  Service, 
Report  No.  R40613  (revised  report  issued  4/9/2010). 
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The  United  States  has  three  major  credit  rating  agencies:  Moody's,  S&P,  and  Fitch 
Rating  Ltd.,  each  of  which  is  a  NRSRO.  By  some  accounts,  these  three  firms  issue  about  98%  of 
total  credit  ratings  and  collect  90%  of  total  credit  rating  revenue.958 

Paying  for  Ratings.  Prior  to  the  1929  crash,  credit  rating  agencies  made  money  by 
charging  subscription  fees  to  investors  who  were  considering  investing  in  the  financial 
instruments  being  rated.  This  method  of  payment  was  known  as  the  "subscriber-pays"  model. 
Following  the  1929  crash,  the  credit  rating  agencies  fell  out  of  favor.  As  one  academic  expert 
has  explained: 

"Investors  were  no  longer  very  interested  in  purchasing  ratings,  particularly  given  the 
agencies'  poor  track  record  in  anticipating  the  sharp  drop  in  bond  values  beginning  in  late 
1929.  . . .  The  rating  business  remained  stagnant  for  decades."959 

In  1970,  the  credit  rating  agencies  changed  to  an  "issuer-pays"  model  and  have  used  it  since.960 
In  this  model,  the  party  seeking  to  issue  a  financial  instrument,  such  as  a  bond  or  security,  pays 
the  credit  rating  agency  to  analyze  the  credit  risk  and  assign  a  credit  rating  to  the  financial 
instrument. 

Credit  Ratings.  Credit  ratings  use  a  scale  of  letter  grades,  from  AAA  to  C,  with  AAA 
ratings  designating  the  safest  investments  and  the  other  grades  designating  investments  at  greater 
risk  of  default.961  Investments  with  AAA  ratings  have  historically  had  low  default  rates.  For 
example,  S&P  reported  that  its  cumulative  RMBS  default  rate  by  original  rating  class  (through 
September  15,  2007)  was  0.04%  for  AAA  initial  ratings  and  1.09%  for  BBB.962  Financial 
instruments  bearing  AAA  through  BBB-  ratings  are  generally  called  "investment  grade,"  while 
those  with  ratings  below  BBB-  (or  Baa3)  are  referred  to  as  "below  investment  grade"  or 
sometimes  as  "junk"  investments.  Financial  instruments  that  default  receive  a  D  rating  from 
S&P,  but  no  rating  at  all  by  Moody's. 


958  id. 

959  "How  and  Why  Credit  Rating  Agencies  Are  Not  Like  Other  Gatekeepers,"  Frank  Partnoy,  University  of  San 
Diego  Law  School  Legal  Studies  Research  Paper  Series  (5/2006),  at  63. 

960  9/3/2009  "Credit  Rating  Agencies  and  Their  Regulation,"  report  prepared  by  the  Congressional  Research  Service, 
Report  No.  R40613  (revised  report  issued  4/9/2010).  A  few  small  credit  rating  agencies  use  the  "subscriber-pays" 
model.  However,  99%  of  outstanding  credit  ratings  are  issued  by  agencies  using  the  "issuer-pays"  model.   1/2011 
"Annual  Report  on  Nationally  Recognized  Statistical  Rating  Organizations,"  report  prepared  by  the  SEC,  at  6. 

961  The  Moody's  rating  system  is  similar  in  concept  but  with  a  slightly  different  naming  convention.  For  example  its 
top  rating  scale  is  Aaa,  Aal,  Aa2,  Aa3,  Al,  A2,  A3. 

962  Prepared  statement  of  Vickie  A.  Tillman,  Executive  Vice  President,  Standard  &  Poor's  Credit  Market  Services, 
"The  Role  of  Credit  Rating  Agencies  in  the  Structured  Finance  Market,"  before  U.S.  House  of  Representatives 
Subcommittee  on  Capital  Markets,  Insurance  and  Government  Sponsored  Enterprises,  Cong.Hrg.  110-62 
(9/27/2007),  S&P  SEN-PSI  0001945-71,  at  51.  See  also  1/2007  S&P  document,  "Annual  2006  Global  Corporate 
Default  Study  and  Ratings  Transitions." 
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Investors  often  rely  on  credit  ratings  to  gauge  the  safety  of  a  particular  investment.  A 
former  senior  credit  analyst  at  Moody's  explained  that  investors  use  ratings  to: 

"satisfy  any  number  of  possible  needs:  institutional  investors  such  as  insurance 
companies  and  pension  funds  may  have  portfolio  guidelines  or  requirements,  investment 
fund  portfolio  managers  may  have  risk-based  capital  requirements  or  investment 
committee  requirements.  And  of  course,  private  investors  lacking  the  resources  to  do 
separate  analysis  may  use  the  published  ratings  as  their  principal  determinant  of  the  risk 
of  the  investment."963 

Legal  Requirements.  Some  state  and  federal  laws  restrict  the  amount  of  below 
investment  grade  bonds  that  certain  investors  can  hold,  such  as  pension  funds,  insurance 
companies,  and  banks.  Banks,  for  example,  are  limited  by  law  in  the  amount  of  non-investment 
grade  bonds  they  can  hold,  and  are  sometimes  required  to  post  additional  capital  for  those  higher 
risk  instruments.964  Broker-dealers  and  money  market  funds  that  register  with  the  SEC  operate 
under  similar  restrictions.965  The  rationale  behind  these  legal  requirements  is  to  require  or 
provide  economic  incentives  for  banks  and  other  financial  institutions  to  purchase  investments 
that  have  been  identified  as  liquid  and  "safe"  by  an  independent  third  party  with  a  high  level  of 
market  expertise,  such  as  a  credit  rating  agency.  Because  so  many  federal  and  state  statutes  and 
regulations  require  the  purchase  of  investment  grade  ratings,  issuers  of  securities  and  other 
instruments  work  hard  to  obtain  favorable  credit  ratings  to  ensure  regulated  financial  institutions 
can  buy  their  products.  As  a  result,  those  legal  requirements  not  only  increased  the  demand  for 
investment  grade  ratings,  but  also  created  pressure  on  credit  rating  agencies  to  issue  top  ratings 
in  order  to  make  the  rated  products  eligible  for  purchase  by  regulated  financial  institutions.  The 
legal  requirements  also  generated  more  work  and  greater  profits  for  the  credit  rating  agencies. 

CRA  Oversight  and  Accountability.  The  credit  rating  agencies  are  currently  subject  to 
regulation  by  the  SEC.  In  September  2006,  Congress  enacted  the  Credit  Rating  Agency  Reform 
Act,  P.L.  109-291,  to  require  SEC  oversight  of  the  credit  rating  industry.  Among  other 
provisions,  the  law  charged  the  SEC  with  designating  NRSROs  and  defined  that  term  for  the  first 
time.  By  2008,  the  SEC  had  granted  NRSRO  status  to  ten  credit  rating  agencies  (CRA).966  The 


963  Prepared  statement  of  Richard  Michalek,  Former  VP/Senior  Credit  Officer,  Moody's  Investors  Service,  April  23, 
2010  Subcommittee  Hearing,  at  2  (hereinafter  "Michalek  prepared  statement").  See  also  8/29/2006  email  from  Greg 
Lippmann,  (Deutsche  Bank),  to  Paolo  Pellegrini  (Paulson  &  Co.)  and  others,  DBSI_PSI_EMAIL01625848  at  52 
("Since  a  CDO  without  a  triple-A-rated  senior  tranche  would  be  unmarketable,  their  imprimatur  is 
indispensable.");ll/13/2007  email  from  Ralph  Silva  (Goldman  Sachs),  GS  MBS-E-010023525,  Tri-Lateral 
Combined  Comments  Attachment,  GS  MBS-E-01035693-715,  at  713  ("Investors  in  subprime  related  securities, 
especially  higher  rated  bonds,  have  historically  relied  significantly  on  bond  ratings  particularly  when  securities  are 
purchased  by  structured  investing  vehicles.");  M&T  Bank  Corporation  v.  Gemstone  CDO  VII,  Ltd.,  Index  No. 
200800764  (NY.  Sup.),  Complaint,  (June  16,  2008)  at  12. 

964  See,  e.g.,  Section  28  (d)  and  (e)  of  the  Federal  Deposit  Insurance  Act,  codified  at  12  U.S.C.  §  1831e(d)-(e). 

965  See,  e.g.,  Rule  15c3-l  of  the  Securities  Exchange  Act  of  1934  (allowing  broker-dealers  to  avoid  "haircuts"  for  net 
capital  requirements  provided  they  hold  instruments  with  investment  grade  credit  ratings);  and  Rule  2a-7  of  the 
Investment  Company  Act  of  1940  (limiting  money  market  funds  to  investments  in  "high  quality"  securities). 

966  The  ten  NRSROs  are  Moody's;  Standard  &  Poor's;  Fitch;  A.M.  Best  Company,  Inc.;  DBRS  Ltd.;  Egan-Jones 
Rating  Company;  Japan  Credit  Rating  Agency,  Ltd.;  LACE  Financial  Corp.;  Rating  and  Investment  Information, 
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Act  also  directed  the  SEC  to  conduct  examinations  of  the  CRAs,  while  at  the  same  time 
prohibiting  the  SEC  from  regulating  the  substance,  criteria,  or  methodologies  used  in  credit 
rating  models.967 

Prior  to  the  2006  Reform  Act,  CRAs  had  been  subject  to  uneven  or  limited  regulatory 
oversight  by  state  and  federal  agencies.  The  SEC  had  developed  the  NRSRO  system,  for 
example,  but  had  no  clear  statutory  basis  for  establishing  that  system  or  exercising  regulatory 
authority  over  the  credit  rating  agencies.  Because  the  requirements  for  the  NRSRO  designation 
were  not  defined  in  law,  the  SEC  had  designated  only  three  rating  agencies,  limiting  competition. 
No  government  agency  conducted  routine  examinations  of  the  credit  rating  agencies  or  the 
procedures  they  used  to  rate  financial  products. 

In  addition,  private  investors  have  generally  been  unable  to  hold  CRAs  accountable  for 
poor  quality  ratings  or  other  malfeasance  through  civil  lawsuits.968  The  CRAs  have  successfully 
won  dismissal  of  investor  lawsuits,  claiming  that  they  are  in  the  financial  publishing  business 
and  their  opinions  are  protected  under  the  First  Amendment.969  In  addition,  the  CRAs  have 
attempted  to  avoid  any  legal  liability  for  their  ratings  by  making  disclaimers  to  investors  who 
potentially  may  rely  on  their  opinions.  For  example,  S&P's  disclaimer  reads  as  follows: 

"Standard  &  Poor's  Ratings 

Analytic  services  provided  by  Standard  &  Poor's  Ratings  Services  ("Ratings  Services") 
are  the  result  of  separate  activities  designed  to  preserve  the  independence  and  objectivity 
of  ratings  opinions.  The  credit  ratings  and  observations  contained  herein  are  solely 
statements  of  opinion  and  not  statements  of  fact  or  recommendations  to  purchase,  hold, 
or  sell  any  securities  or  make  any  other  investment  decisions.  Accordingly,  any  user  of 
the  information  contained  herein  should  not  rely  on  any  credit  rating  or  other  opinion 
contained  herein  in  making  any  investment  decision.  Ratings  are  based  on  information 
received  by  Ratings  Services.  „."970 

RMBS  and  CDO  Ratings.  Over  the  last  ten  years,  Wall  Street  firms  have  devised  ever 
more  complex  financial  instruments  for  sale  to  investors,  including  the  RMBS  and  CDO 
securities  that  played  a  key  role  in  the  financial  crisis.  Because  of  the  complexity  of  the 
instruments,  investors  often  relied  heavily  on  credit  ratings  to  determine  whether  they  could  or 
should  buy  the  products.  For  a  fee,  Wall  Street  firms  helped  design  the  RMBS  and  CDO 
securities,  worked  with  the  credit  rating  agencies  to  obtain  ratings,  and  sold  the  securities  to 
investors  like  pension  funds,  insurance  companies,  university  endowments,  municipalities,  and 


Inc.;  and  Realpoint  LLC.  9/25/2008  "Credit  Rating  Agencies  -  NRSROs,"  SEC,  available  at 
http://www.sec.gov/answers/nrsro.htm. 

967  See  Sections  15E(c)(2)  and  17(a)(1)  of  the  Securities  Exchange  Act  of  1934,  as  amended  by  the  Credit  Rating 
Agency  Reform  Act  of  2006,  codified  at  15  U.S.C  §  78o-7(c)(2)  and  §  78q(a)(l). 

968  "How  and  Why  Credit  Rating  Agencies  Are  Not  Like  Other  Gatekeepers,"  Frank  Partnoy,  University  of  San 
Diego  Law  School  Legal  Studies  Research  Paper  Series  (5/2006),  at  61. 

969  Id. 

970  Standard  &  Poor's  ClassicDirect  website,  https://www.eclassicdirect.com/NASApp/cotw/CotwLogin.jsp. 
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hedge  funds.971  Without  investment  grade  ratings,  Wall  Street  firms  would  have  had  a  much 
more  difficult  time  selling  these  products  to  investors,  because  each  investor  would  have  had  to 
perform  its  own  due  diligence  review  of  the  financial  instrument.  Credit  ratings  simplified  the 
review  and  enhanced  the  sales.  Here's  how  one  federal  bank  regulatory  handbook  put  it: 

"The  rating  agencies  perform  a  critical  role  in  structured  finance  -  evaluating  the  credit 
quality  of  the  transactions.  Such  agencies  are  considered  credible  because  they  possess 
the  expertise  to  evaluate  various  underlying  asset  types,  and  because  they  do  not  have  a 
financial  interest  in  a  security's  cost  or  yield.  Ratings  are  important  because  investors 
generally  accept  ratings  by  the  major  public  rating  agencies  in  lieu  of  conducting  a  due 
diligence  investigation  of  the  underlying  assets  and  the  servicer."972 

In  addition  to  making  structured  finance  products  easier  to  sell  to  investors,  Wall  Street 
firms  used  financial  engineering  to  create  high  risk  assets  that  were  given  AAA  ratings  -  ratings 
which  are  normally  reserved  for  ultra-safe  investments  with  low  rates  of  return.  Firms  combined 
high  risk  assets,  such  as  the  BBB  tranches  from  subprime  mortgage  backed  securities  paying  a 
relatively  high  rate  of  return,  in  a  new  financial  instrument,  such  as  a  CDO,  that  issued  securities 
with  AAA  ratings  and  were  purportedly  safe  investments.  Higher  rates  of  return,  combined  with 
AAA  ratings,  made  subprime  RMBS  and  related  CDO  securities  especially  attractive 
investments. 

(2)  The  Rating  Process 

Prior  to  the  massive  ratings  downgrade  in  mid-2007,  the  RMBS  and  CDO  rating  process 
followed  a  generally  well-defined  pattern.  It  began  with  the  firm  designing  the  securitization  - 
the  arranger  -  sending  a  detailed  proposal  to  the  credit  rating  agency.  The  proposal  contained 
information  on  the  mortgage  pools  involved  and  how  the  security  would  be  structured.  The 
rating  agency  examined  the  proposal  and  provided  comments  and  suggestions,  before  ultimately 
agreeing  to  run  the  securitization  through  one  of  its  models.  The  results  from  the  model  were 
used  by  a  rating  committee  within  the  agency  to  determine  a  final  rating,  which  was  then 
published. 

Arrangers.  For  RMBS,  the  "arranger"  -  typically  an  investment  bank  -  initiated  the 
rating  process  by  sending  to  the  credit  rating  agency  information  about  a  prospective  RMBS  and 
data  about  the  mortgage  loans  included  in  the  prospective  pool.  The  data  typically  identified  the 
characteristics  of  each  mortgage  in  the  pool  including:  the  principal  amount,  geographic  location 
of  the  property,  FICO  score,  loan  to  value  ratio  of  the  property,  and  type  of  loan.  In  the  case  of  a 
CDO,  the  process  also  included  a  review  of  the  underlying  assets,  but  was  based  primarily  on  the 
ratings  those  assets  had  already  received. 


971  See  9/2009  "The  Financial  Crisis  of  2007-2009:  Causes  and  Circumstances,"  report  prepared  by  the  Task  Force 
on  the  Cause  of  the  Financial  Crisis,  Banking  Law  Committee,  Section  of  Business  Law,  American  Bar  Association 
(This  report  was  prepared  by  a  subgroup  of  the  Banking  Law  Committee  and  did  not  represent  the  official  position 
of  the  Committee  or  the  Association). 

972  11/1997  Comptroller  of  the  Currency  Administrator  of  National  Banks  Comptroller's  Handbook,  "Asset 
Securitization,"  at  11. 
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In  addition  to  data  on  the  assets,  the  arranger  provided  a  proposed  capital  structure  for  the 
financial  instrument,  identifying,  for  example,  how  many  tranches  would  be  created,  how  the 
revenues  being  paid  into  the  RMBS  or  CDO  would  be  divided  up  among  those  tranches,  and 
how  many  of  the  tranches  were  designed  to  receive  investment  grade  ratings.  The  arranger  also 
identified  one  or  more  "credit  enhancements"  for  the  pool  to  create  a  financial  cushion  that 
would  protect  the  designated  investment  grade  tranches  from  expected  losses.973 

Credit  Enhancements.  Arrangers  used  a  variety  of  credit  enhancements.  The  most 
common  was  "subordination"  in  which  the  arranger  "creates  a  hierarchy  of  loss  absorption 
among  the  tranche  securities."974  To  create  that  hierarchy,  the  arranger  placed  the  pool's 
tranches  in  an  order,  with  the  lowest  tranche  required  to  absorb  any  losses  first,  before  the  next 
highest  tranche.  Losses  might  occur,  for  example,  if  borrowers  defaulted  on  their  mortgages  and 
stopped  making  mortgage  payments  into  the  pool.  Lower  level  tranches  most  at  risk  of  having  to 
absorb  losses  typically  received  noninvestment  grade  ratings  from  the  credit  rating  agencies, 
while  the  higher  level  tranches  that  were  protected  from  loss  typically  received  investment  grade 
ratings.  One  key  task  for  both  the  arrangers  and  the  credit  rating  agencies  was  to  calculate  the 
amount  of  "subordination"  required  to  ensure  that  the  higher  tranches  in  a  pool  were  protected 
from  loss  and  could  be  given  AAA  or  other  investment  grade  ratings. 

A  second  common  form  of  credit  enhancement  was  "over-collateralization."  In  this 
credit  enhancement,  the  arranger  ensured  that  the  revenues  expected  to  be  produced  by  the  assets 
in  a  pool  exceeded  the  revenues  designated  to  be  paid  out  to  each  of  the  tranches.  That  excess 
amount  provided  a  financial  cushion  for  the  pool  and  was  used  to  create  an  "equity"  tranche, 
which  was  the  first  tranche  in  the  pool  to  absorb  losses  if  the  expected  payments  into  the  pool 
were  reduced.  This  equity  tranche  was  subordinate  to  all  the  other  tranches  in  the  pool  and  did 
not  receive  any  credit  rating.  The  larger  the  excess,  the  larger  the  equity  tranche,  and  the  larger 
the  cushion  created  to  absorb  losses  and  protect  the  more  senior  tranches  in  the  pool.  In  some 
pools,  the  equity  tranche  was  also  designed  to  pay  a  relatively  higher  rate  of  return  to  the  party  or 
parties  who  held  that  tranche  due  to  its  higher  risk. 

Still  another  common  form  of  credit  enhancement  was  the  creation  of  "excess  spread," 
which  involved  designating  an  amount  of  revenue  to  pay  the  pool's  monthly  expenses  and  other 
liabilities,  but  ensuring  that  the  amount  was  slightly  more  than  what  was  likely  needed  for  that 
purpose.  Any  funds  not  actually  spent  on  expenses  would  provide  an  additional  financial 
cushion  to  absorb  losses,  if  necessary. 

Credit  Rating  Models.  After  the  arranger  submitted  the  pool  information,  proposed 
capital  structure,  and  proposed  credit  enhancements  to  the  CRA,  a  CRA  analyst  was  assigned  to 
evaluate  the  proposed  financial  instrument.  The  first  step  that  most  CRA  analysts  took  was  to 
use  a  credit  rating  model  to  evaluate  the  rate  of  probable  defaults  or  expected  losses  from  the 


973  See,  e.g.,  7/2008  "Summary  Report  of  Issues  Identified  in  the  Commission  Staff's  Examination  of  Select  Credit 
Rating  Agencies,"  report  prepared  by  the  SEC,  at  6-10. 
Id.  at  6. 
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asset  pool.  Credit  rating  models  are  mathematical  constructs  that  analyze  a  large  number  of  data 
points  related  to  the  likelihood  of  an  asset  defaulting.  RMBS  rating  models  typically  use 
statistical  analyses  of  past  mortgage  performance  data  to  calculate  expected  RMBS  default  rates 
and  losses.  In  contrast,  rather  than  statistics,  CDO  models  use  assumptions  to  build  simulations 
that  can  be  used  to  project  likely  CDO  defaults  and  losses. 

The  major  RMBS  credit  rating  model  at  Moody's  was  called  the  Mortgage  Metrics 
Model  (M3),  while  the  S&P  model  was  called  the  Loan  Evaluation  and  Estimate  of  Loss  System 
(LEVELS).  Both  models  used  large  amounts  of  statistical  data  related  to  the  performance  of 
residential  mortgages  over  time  to  develop  criteria  to  analyze  and  rate  submitted  mortgage  pools. 
CRA  analysts  relied  on  these  quantitative  models  to  predict  expected  loss  (Moody's)  or  the 
probability  of  default  (S&P)  for  a  pool  of  residential  loans. 

To  derive  the  default  or  loss  rate  for  an  RMBS  pool  of  residential  mortgages,  the  CRA 
analyst  typically  fed  a  "loan  tape"  -  most  commonly  a  spreadsheet  provided  by  the  arranger  with 
details  on  each  loan  -  into  the  credit  rating  model.  The  rating  model  then  automatically  assessed 
the  expected  credit  performance  of  each  loan  in  the  pool  and  aggregated  that  information.  To 
perform  this  function,  the  model  selected  certain  data  points  from  the  loan  tape,  such  as  borrower 
credit  scores  or  loan-to-value  ratios,  and  compared  that  information  to  past  mortgage  data  using 
various  assumptions,  to  determine  the  likely  "frequency  of  foreclosure"  and  "loss  severity"  for 
the  particular  types  of  mortgages  under  consideration.  It  then  projected  the  level  of  "credit 
enhancement,"  or  cushion  needed  to  protect  investment  grade  tranches  from  loss. 

For  riskier  loans,  the  model  required  a  larger  cushion  to  protect  investment  grade  tranches 
from  losses.  For  example,  the  model  might  project  that  30%  of  the  pool's  incoming  revenue 
would  need  to  be  set  aside  to  ensure  that  the  remaining  70%  of  incoming  revenues  would  be 
protected  from  any  losses.  Tranches  representing  the  70%  of  the  incoming  revenues  could  then 
receive  AAA  ratings,  while  the  remaining  30%  of  incoming  revenues  could  be  assigned  to 
support  the  payment  of  expenses,  an  equity  tranche,  or  one  or  more  of  the  subordinated  tranches. 

In  addition  to  using  quantitative  models,  Moody's  analysts  also  took  into  account 
qualitative  factors  in  their  analysis  of  expected  default  and  loss  rates.  For  example,  Moody's 
analysts  considered  the  quality  of  the  originators  and  servicers  of  the  loans  included  in  a  pool. 
Originators  known  for  issuing  poor  quality  loans  or  servicers  known  for  providing  poor  quality 
servicing  could  decrease  the  loss  levels  calculated  for  a  pool  by  a  significant  degree,  up  to  a  total 
of  20%. 975  Moody's  only  began  incorporating  that  type  of  analysis  into  its  M3  ratings  process  in 
December  2006,  only  six  months  before  the  mass  downgrades  began.976  In  contrast,  S&P 


975  See  2008  SEC  Examination  Report  for  Moody's  Investor  Services  Inc.,  PSI-SEC  (Moodys  Exam  Report)-14- 
0001-16,  at  2-3,  footnote  5. 

976  Id.  See  also  7/2008  "Summary  Report  of  Issues  Identified  in  the  Commission  Staff's  Examination  of  Select 
Credit  Rating  Agencies,"  report  prepared  by  the  Securities  and  Exchange  Commission,  at  35,  n.70. 
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analysts  did  not  conduct  this  type  of  analysis  of  mortgage  originators  and  servicers  during  the 
time  period  examined  in  this  Report. 


977 


Credit  Analysis.  After  obtaining  the  model's  projections  for  the  cushion  or 
subordination  needed  to  protect  the  pool's  investment  grade  tranches  from  loss,  the  CRA  analyst 
compared  that  projection  to  the  tranches  and  credit  enhancements  actually  proposed  for  the 
particular  pool  to  evaluate  their  sufficiency. 

In  addition  to  evaluating  an  RMBS  pool's  expected  default  and  loss  rates,  credit 
enhancements,  and  capital  structure,  CRA  analysts  conducted  a  cash  flow  analysis  of  the  interest 
and  principal  payments  to  be  made  into  the  proposed  pool  to  determine  that  the  revenue 
generated  would  be  sufficient  to  pay  the  rates  of  return  projected  for  each  proposed  tranche. 
CRA  analysts  also  reviewed  the  proposed  legal  structure  of  the  financial  instrument  to 
understand  how  it  worked  and  how  revenues  and  losses  would  be  allocated.  Some  RMBS  and 
CDO  transactions  included  complex  "waterfalls"  that  allocated  projected  revenues  and  expected 
losses  among  an  array  of  expenses,  tranches,  and  parties.  The  CRA  analyst  was  expected  to 
evaluate  whether  the  projected  revenues  were  sufficient  for  the  designated  purposes.  The  CRA 
review  also  included  a  legal  analysis  "ensuring  that  there  was  no  structural  risk  presented  due  to 
a  failure  to  fulfill  minimally  necessary  legal  requirements  . . .  and  confirming  that  the  deal 
documentation  accurately  and  faithfully  described  the  structure  modeled  by  the  Quant 
[quantitative  analyst]."978 

The  process  for  assigning  credit  ratings  to  cash  CDOs  followed  a  similar  path.  CRA 
analysts  used  CDO  rating  models  to  predict  the  CDO's  expected  defaults  and  losses.  However, 
unlike  RMBS  statistical  models  that  used  past  performance  data  to  predict  RMBS  default  and 
loss  rates,  the  CDO  models  relied  primarily  on  the  underlying  ratings  of  the  assets  as  well  as  on  a 
set  of  assumptions,  such  as  asset  correlation,  and  ran  multiple  simulations  to  predict  how  the 
CDO  pool  would  perform.  The  CDO  simulation  model  at  Moody's  was  called  "CDOROM," 
while  the  S&P  CDO  model  was  called  the  "CDO  Evaluator,"  which  was  repeatedly  updated, 
eventually  to  "Evaluator  3"  or  "E3."  Both  companies'  CDO  models  analyzed  the  likely  rates  of 
loss  for  assets  within  a  particular  CDO,  but  neither  model  re-analyzed  any  underlying  RMBS 
securities  included  within  a  CDO.  Instead,  both  models  simply  relied  on  the  credit  rating  already 
assigned  to  those  securities.979 


977  In  November  2008,  after  the  time  period  examined  in  this  Report,  S&P  published  enhanced  criteria 
requiring  the  quality  of  mortgage  originators  and  their  underwriting  processes  to  be  factored  into  its 
RMBS  rating  analyses.  6/24/2010  supplemental  letter  from  S&P  to  the  Subcommittee,  Hearing  Exhibit 
4/23-108,  Exhibit  W,  11/25/2008  "Standard  &Poor's  Enhanced  Mortgage  Originator  and  Underwriting 
Review  Criteria  for  U.S.  RMBS." 

978  Michalek  prepared  statement,  at  4. 

979  Synthetic  CDOs,  on  the  other  hand,  involved  a  different  type  of  credit  analysis.  Unlike  RMBS  and  cash  CDOs, 
synthetic  CDOs  do  not  contain  any  cash  producing  assets,  but  simply  reference  them.  The  revenues  paid  into 
synthetic  CDOs  do  not  come  from  mortgages  or  other  assets,  but  from  counterparties  betting  that  the  referenced 
assets  will  lose  value  or  suffer  a  specified  credit  event. 
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After  calculating  the  CDO's  default  and  loss  rates  and  the  cushion  or  subordination 
needed  to  protect  the  pool's  investment  grade  tranches  from  loss,  the  CRA  analyst  examined  the 
CDO's  capital  structure,  credit  enhancements,  cash  flow,  and  legal  structure,  in  the  same  manner 
as  for  an  RMBS  pool. 

Evidence  gathered  by  the  Subcommittee  indicates  that  it  was  common  for  a  CRA  analyst 
to  speak  with  the  arranger  or  issuer  of  an  RMBS  or  CDO  to  gather  additional  information  and 
discuss  how  a  proposed  financial  instrument  would  work.  Among  other  tasks,  the  analyst 
worked  with  the  arranger  or  issuer  to  evaluate  the  cash  flows,  the  number  and  size  of  the 
tranches,  the  size  and  nature  of  the  credit  enhancements,  and  the  rating  each  tranche  would 
receive.  Documents  obtained  by  the  Subcommittee  show  that  CRA  analysts  and  investment 
bankers  often  negotiated  over  how  specific  deal  attributes  would  affect  the  credit  ratings  of 
particular  tranches. 

Rating  Recommendations.  After  completing  analysis  of  a  proposed  financial 
instrument,  the  CRA  analyst  developed  a  rating  recommendation  for  each  proposed  RMBS  or 
CDO  tranche  that  would  be  used  to  issue  securities,  and  presented  the  recommended  ratings 
internally  to  a  rating  committee  composed  of  other  analysts  and  managers  within  the  credit  rating 
agency.  The  rating  committee  reviewed  and  then  voted  on  the  analyst's  recommendations.  Once 
the  committee  approved  the  ratings,  a  rating  committee  memorandum  was  prepared 
memorializing  the  actions  taken,  and  the  ratings  were  provided  to  the  arranger.  If  the  arranger 
indicated  that  the  issuer  accepted  the  ratings,  the  credit  rating  agency  made  the  ratings  available 
publicly.  If  dissatisfied,  the  arranger  could  appeal  a  ratings  decision.980  The  entire  rating 
process  typically  took  several  weeks,  sometimes  longer  for  novel  or  complex  transactions. 

RMBS  and  CDO  Groups.  Moody's  and  S&P  had  separate  groups  and  analysts 
responsible  for  rating  RMBS  and  CDOs.  In  2007,  Moody's  RMBS  ratings  were  issued  by  the 
RMBS  Group,  which  had  about  25  analysts,  while  it  had  about  50  derivatives  analysts  in  its 
Derivatives  Group,  whose  responsibilities  included  rating  CDOs.981  Each  group  responsible  for 
rating  these  products  was  headed  by  a  Team  Managing  Director  who  reported  to  a  Group 
Managing  Director.  Both  the  RMBS  Group  and  the  Derivatives  Group  were  housed  in  the 
Structured  Finance  Group.  The  setup  was  similar  at  S&P.  At  S&P,  RMBS  ratings  were  issued 
by  the  RMBS  Group,  which  had  about  90  analysts  in  2007,  while  CDO  ratings  were  issued  by 
the  Global  CDO  Group,  with  about  85  analysts.982    Each  group  was  headed  by  a  Managing 
Director,  and  housed  in  the  Structured  Finance  Ratings  Group  which  was  headed  by  a  Senior 
Managing  Director. 

During  the  years  reviewed  by  the  Subcommittee,  at  Moody's,  the  CEO  and  Chairman  of 
the  Board  was  Raymond  W.  McDaniel,  Jr.;  the  Senior  Managing  Director  of  the  Structured 


980  y/2008  "Summary  Report  of  Issues  Identified  in  the  Commission  Staff's  Examination  of  Select  Credit  Rating 
Agencies,"  report  prepared  by  the  Securities  and  Exchange  Commission,  at  9. 

981  3/11/2008  compliance  letter  from  Moody's  to  SEC,  SEC_OCIE_CRA_011212;  SEC_OCIE_CRA_011214;  and 
SEC_OCIE_CRA_011217. 

982  3/14/2008  compliance  letter  from  S&P  to  SEC,  SEC_OCIE_CRA_011218-59,  at  32-34,  and  at  43-44. 
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Finance  Group  was  Brian  Clarkson;  the  head  of  the  RMBS  Group  was  Pramila  Gupta;  and  the 
heads  of  the  Derivatives  CDO  analysts  were  Gus  Harris  and  Yuri  Yoshizawa.  At  S&P,  the 
President  was  Kathleen  A.  Corbet;  the  Senior  Managing  Director  of  the  Structured  Finance 
Ratings  Group  was  Joanne  Rose;  the  head  of  the  RMBS  Group  was  Frank  Raiter  and  then  Susan 
Barnes;  and  the  head  of  the  Global  CDO  Group  was  Richard  Gugliada. 

Surveillance.  Following  an  initial  credit  rating,  both  Moody's  and  S&P  conducted 
ongoing  surveillance  of  all  rated  securities  to  evaluate  a  product's  ongoing  credit  risk  and  to 
determine  whether  its  credit  rating  should  be  affirmed,  upgraded,  or  downgraded  over  the  life  of 
the  security.  Both  used  automated  surveillance  tools  that,  on  a  monthly  basis,  flagged  securities 
whose  performance  indicated  their  rating  might  need  to  be  adjusted  to  reflect  the  current  risk  of 
default  or  loss.  Surveillance  analysts  investigated  the  flagged  securities  and  presented 
recommendations  for  rating  changes  to  a  ratings  committee.  Within  both  the  RMBS  and 
Derivatives  Groups,  in  2007,  Moody's  had  15  RMBS  surveillance  analysts  and  24  derivatives 
surveillance  analysts,  respectively.983  S&P  maintained  a  Structured  Finance  Surveillance  Group 
that  included  an  RMBS  Surveillance  Group  and  a  CDO  Surveillance  Group,  with  about  20 
analysts  in  each  group  in  2007. 984  Each  of  these  groups  was  headed  by  a  Managing  Director 
who  reported  to  the  head  of  the  Structured  Finance  Group.  The  Managing  Director  for  Moody's 
surveillance  analysts  was  Nicolas  Weill.  At  S&P,  the  Managing  Director  of  the  Structured 
Finance  Surveillance  Group  was  Peter  D'Erchia. 

Meaning  of  Ratings.  The  purpose  of  a  credit  rating,  whether  stated  at  first  issuance  or 
after  surveillance,  is  to  forecast  a  security's  probability  of  default  (S&P)  or  expected  loss 
(Moody's).  If  the  security  has  an  extremely  low  likelihood  of  default,  credit  rating  agencies 
grant  it  AAA  status.  For  securities  with  a  higher  probability  of  default,  they  provide  lower  credit 
ratings. 

When  asked  about  the  meaning  of  an  AAA  rating,  Moody's  CEO  Raymond  McDaniel 
explained  that  it  represented  the  safest  type  of  investment  and  had  the  same  significance  across 
various  types  of  financial  products.985  While  all  credit  rating  agencies  leave  room  for  error  by 
designing  procedures  to  downgrade  or  upgrade  ratings  over  time,  Moody's  and  S&P  told  the 
Subcommittee  that  their  ratings  are  designed  to  take  into  account  future  performance.  Prior  to 
the  financial  crisis,  the  numbers  of  downgrades  and  upgrades  for  structured  finance  ratings  were 
substantially  lower.986 


983  3/11/2008  compliance  letter  from  Moody's  to  SEC,  SEC_OCIE_CRA_011212;  SEC_OCIE_CRA_011214;  and 
SEC_OCIE_CRA_011217. 

984  3/14/2008  compliance  letter  from  S&P  to  SEC,  SEC_OCIE_CRA_0112 18-59,  at  48-49,  and  at  56-57. 

985  Subcommittee  interview  of  Raymond  McDaniel  (4/6/2010). 

986  See,  e.g.,  3/26/2010  "Fitch  Ratings  Global  Structured  Finance  2009  Transition  and  Default  Study,"  prepared  by 
Fitch. 
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(3)    Record  Revenues 

From  2004  to  2007,  Moody's  and  S&P  produced  a  record  number  of  ratings  and  a  record 
amount  of  revenues  in  structured  finance,  primarily  because  of  RMBS  and  CDO  ratings.  A  2008 
S&P  submission  to  the  SEC  indicates,  for  example,  that  from  2004  to  2007,  S&P  issued  more 
than  5,500  RMBS  ratings  and  more  than  835  mortgage  related  CDO  ratings.987  The  number  of 
ratings  it  issued  increased  each  year,  going  from  approximately  700  RMBS  ratings  in  2002,  to 
more  than  1,600  in  2006.  Its  mortgage  related  CDO  ratings  increased  tenfold,  going  from  34  in 
2002,  to  over  340  in  2006. 988  Moody's  experienced  similar  growth.  According  to  a  2008 
Moody's  submission  to  the  SEC,  from  2004  to  2007,  it  issued  over  4,000  RMBS  ratings  and  over 
870  CDO  ratings.989  Moody's  also  increased  the  ratings  it  issued  each  year,  going  from 
approximately  540  RMBS  and  45  CDO  ratings  in  2002,  to  more  than  1,200  RMBS  and  360  CDO 
ratings  in  2006. "° 

Both  companies  charged  substantial  fees  to  rate  a  product.  To  obtain  an  RMBS  or  CDO 
rating  during  the  height  of  the  market,  for  example,  S&P  charged  issuers  generally  from  $40,000 
to  $135,000  to  rate  tranches  of  an  RMBS  and  from  $30,000  to  $750,000  to  rate  the  tranches  of  a 
CDO.991  Surveillance  fees,  which  may  be  imposed  at  the  initial  rating  or  annually,  ranged 
generally  from  $5,000  to  $50,000  for  these  mortgage  backed  securities.992 

Revenues  increased  dramatically  over  time  as  well.  Moody's  gross  revenues  from 
RMBS  and  CDO  ratings  more  than  tripled  in  five  years,  from  over  $61  million  in  2002,  to  over 
$260  million  in  2006. "3  S&P's  revenue  increased  even  more.  In  2002,  S&P's  gross  revenue  for 
RMBS  and  mortgage  related  CDO  ratings  was  over  $64  million  and  increased  to  over  $265 
million  in  2006. "4  In  that  same  period,  revenues  from  S&P's  structured  finance  group  tripled 
from  about  $184  million  in  2002  to  over  $561  million  in  2007.995  In  2002,  structured  finance 
ratings  contributed  36%  to  S&P's  bottom  line;  in  2007,  it  made  up  49%  of  all  S&P  revenues 


987  3/14/2008  compliance  letter  from  S&P  to  SEC,  SEC_OCIE_CRA_011218-59,  at  20.  These  numbers  represent 
the  RMBS  or  CDO  pools  that  were  presented  to  S&P  which  then  issued  ratings  for  multiple  tranches  per  RMBS  or 
CDO  pool. 

988  Id. 

989  3/11/2008  compliance  letter  from  Moody's  to  SEC,  SEC_OCIE_CRA_011212  and  SEC_OCIE_CRA_011214. 
These  numbers  represent  the  RMBS  or  CDO  pools  that  were  presented  to  Moody's  which  then  issued  ratings  for 
multiple  tranches  per  RMBS  or  CDO  pool.  The  data  Moody's  provided  to  the  SEC  on  CDOs  represented  ABS 
CDOs,  some  of  which  may  not  be  mortgage  related.  However,  by  2004,  most,  but  not  all,  CDOs  relied  primarily  on 
mortgage  related  assets  such  as  RMBS  securities.  Subcommittee  interview  of  Gary  Witt,  former  Managing  Director 
of  Moody's  RMBS  Group  (10/29/2009). 

990  Id. 

991  See,  e.g.,  "U.S.  Structured  Ratings  Fee  Schedule  Residential  Mortgage-Backed  Financings  and  Residential 
Servicer  Evaluations,"  prepared  by  S&P,  S&P-PSI  0000028-35;  and  "U.S.  Structured  Ratings  Fee  Schedule 
Collateralized  Debt  Obligations  Amended  3/7/2007,"  prepared  by  S&P,  S&P-PSI  0000036-50. 

992Id. 

993  3/11/2008  compliance  letter  from  Moody's  to  SEC,  SEC_OCIE_CRA_011212  and  SEC_OCIE_CRA_011214. 
The  2002  figure  does  not  include  gross  revenue  from  CDO  ratings  as  this  figure  was  not  readily  available  due  to  the 
transition  of  Moody's  accounting  systems. 

994  3/14/2008  compliance  letter  from  S&P  to  SEC,  SEC_OCIE_CRA_011218-59,  at  18-19. 

995  Id.  at  19. 
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from  ratings.996  In  addition,  from  2000  to  2007,  operating  margins  at  the  CRAs  averaged 
53%.  "7  Altogether,  revenues  from  the  three  leading  credit  rating  agencies  more  than  doubled 
from  nearly  $3  billion  in  2002  to  over  $6  billion  in  2007. "8 

Both  companies  also  saw  their  share  prices  shoot  up.  The  chart  below  reflects  the 
significant  price  increase  that  Moody's  shares  experienced  as  a  result  of  increased  revenues 
during  the  years  of  explosive  growth  in  the  ratings  of  both  RMBS  and  CDOs.999  Moody's 
percentage  gain  in  share  price  far  outpaced  the  major  investment  banks  on  Wall  Street  from  2002 
to  2006. 


996  Id.  at  19. 

997  "Debt  Watchdogs:  Tamed  or  Caught  Napping?"  New  York  Times  (12/7/2008).  The  operating  margin  is  a  ratio 
used  to  measure  a  company's  operating  efficiency  and  is  calculated  by  dividing  operating  income  by  net  sales. 

998  "Revenue  0f  the  Three  Credit  Rating  Agencies:  2002-2007,"  chart  prepared  by  Subcommittee  using  data  from 
thismatter.com/money,  Hearing  Exhibit  4/23-lg. 

999  , 


How  and  Why  Credit  Rating  Agencies  Are  Not  Like  Other  Gatekeepers,"  Frank  Partnoy,  University  of  San 


Diego  Law  School  Legal  Studies  Research  Paper  Series  (5/2006),  at  67. 
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HOW  CREDIT   RATING   AGENCIES    DIFFER   FROM    OTHER   GATEKEEPERS      6j 


Figure  3- 1  •    Change  in  Moody's  Share  Price  versus  S&'P  500 
versus  Major  Investment  Banks 

Percent  changea 
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Source:  http://finance.yahoo.com 
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Standard  &  Poor's  is  a  division  of  The  McGraw-Hill  Companies  (NYSE:  MHP),  whose  share 
price  also  increased  significantly  during  this  time  period. 


1000 


Top  CRA  executives  received  millions  of  dollars  each  year  in  compensation.  Moody's 
CEO,  Raymond  McDaniel,  for  example,  earned  more  than  $8  million  in  total  compensation  in 
2006. 1001  Brian  Clarkson,  the  head  of  Moody's  structured  finance  group,  received  $3.8  million 
in  total  compensation  in  the  same  year.1002  Upper  and  middle  managers  also  did  well.  Moody's 
managing  directors  made  between  $385,000  to  about  $460,000  in  compensation  in  2007,  before 


'  See  "The  McGraw-Hill  Companies,  Inc.,"  Google  Finance,  http://www.google.com/finance?q=mcgraw+hill. 
3/19/2008  Moody's  2008  Proxy  Statement,  "Summary  Compensation  Table." 
Id. 
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stock  options.  Including  stock  options,  their  total  compensation  ranged  from  almost  $700,000  to 
over  $930,000. 1003  S&P  managers  received  similar  compensation.1004 

C.  Mass  Credit  Rating  Downgrades 

In  the  years  leading  up  to  the  financial  crisis,  Moody's  and  S&P  together  issued 
investment  grade  ratings  for  tens  of  thousands  of  RMBS  and  CDO  securities,  earning  substantial 
sums  for  issuing  these  ratings.  In  mid-2007,  however,  both  credit  rating  agencies  suddenly 
reversed  course  and  began  downgrading  hundreds,  then  thousands  of  RMBS  and  CDO  ratings. 
These  mass  downgrades  shocked  the  financial  markets,  contributed  to  the  collapse  of  the 
subprime  RMBS  and  CDO  secondary  markets,  triggered  sales  of  assets  that  had  lost  investment 
grade  status,  and  damaged  holdings  of  financial  firms  worldwide.  Perhaps  more  than  any  other 
single  event,  the  sudden  mass  downgrades  of  RMBS  and  CDO  ratings  were  the  immediate 
trigger  for  the  financial  crisis. 

To  understand  why  the  credit  rating  agencies  suddenly  reversed  course  and  how  their 
RMBS  and  CDO  ratings  downgrades  impacted  the  financial  markets,  it  is  useful  to  review  trends 
in  the  housing  and  mortgage  backed  security  markets  in  the  years  leading  up  to  the  crisis. 

(1)  Increasing  High  Risk  Loans  and  Unaffordable  Housing 

The  years  prior  to  the  financial  crisis  saw  increasing  numbers  of  borrowers  buying  not 
only  more  homes  than  usual,  but  higher  priced  homes,  requiring  larger  and  more  frequent  loans 
that  were  constantly  refinanced.  By  2005,  about  69%  of  Americans  had  purchased  homes,  the 
largest  percentage  in  American  history.1005  In  the  five-year  period  running  up  to  2006,  the 
median  home  price,  adjusted  for  inflation,  increased  50  percent.1006    The  pace  of  home  price 
appreciation  was  on  an  unsustainable  trajectory,  as  is  illustrated  by  the  chart  below.1007 


1003  4/27/2007  email  from  Yuri  Yoshizawa  to  Noel  Kirnon,  PSI-MOODYS-RFN-000044  (Attachment,  PSI- 
MOODYS-RFN-000045). 

1004  See  S&P's  "Global  Compensation  Guidelines  2007/2008,"  S&P-SEC  067708,  067733,  067740,  and  067747. 

1005  See  3/1/2006  "Housing  Vacancies  and  Homeownership  Annual  Statistics:  2005,"  U.S.  Census  Bureau. 

1006  "Housing  Bubble  Trouble,"  The  Weekly  Standard  (4/10/2006). 

1007  j/25/2010,  "Estimation  of  Housing  Bubble:  Comparison  of  Recent  Appreciation  vs.  Historical  Trends,"  chart 
prepared  by  Paulson  &  Co.  Inc.,  Hearing  Exhibit  4/23-lj. 
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ESTIMATION  OF  HOUSING  BUBBLE;  Comparison  of  Recent  Appreciation  vs.  Historical  Trends 

Real  Home  Price  Index  (1975  =  100) 


■  7. 6%  — |  CAGR 


Source:  Office  cf  Federal  Housing  Enterprise  Oversight,  Bureau  oFEeonunik  Analysis 
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Subprime  lending  fueled  the  overall  growth  in  housing  demand  and  housing  price 
increases  that  began  in  the  late  1990s  and  ran  through  mid-2006.1008  "Between  2000  and  2007, 
backers  of  subprime  mortgage-backed  securities  -  primarily  Wall  Street  and  European 
investment  banks  -  underwrote  $2.1  trillion  worth  of  [subprime  mortgage  backed  securities] 
business,  according  to  data  from  trade  publication  Inside  Mortgage  Finance."1009  By  2006, 
subprime  lending  made  up  13.5%  of  mortgage  lending  in  the  United  States,  a  fivefold  increase 
from  2001. 101°    The  graph  below  reflects  the  unprecedented  growth  in  subprime  mortgages 
between  2003  and  2006. lon 


1008  See  3/2009  U.S.  Department  of  Housing  and  Urban  Development  Interim  Report  to  Congress,  "Root  Causes  of 
the  Foreclosure  Crisis,"  at  36.  See  also  "A  Brief  History  of  Credit  Rating  Agencies:  How  Financial  Regulation 
Entrenched  this  Industry's  Role  in  the  Subprime  Mortgage  Debacle  of  2007  -  2008,"  Mercatus  on  Policy  (10/2009), 
at  2. 

1009  «The  RoQts  of  the  Financiai  crisis:  Who  is  to  Blame?"  The  Center  for  Public  Integrity  (5/6/2009), 
http://www.publicintegrity.org/investigations/economic_meltdown/articles/entry/1286. 

ioio  3/2009  U.S.  Department  of  Housing  and  Urban  Development  Interim  Report  to  Congress,  "Root  Causes  of  the 
Foreclosure  Crisis,"  at  7. 

1011 1/25/2010,  "Mortgage  Subprime  Origination,"  chart  prepared  by  Paulson  &  Co.  Inc.,  PSI-Paulson&Co-02-0001- 
21,  at  4. 
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MORTGAGE  SUBPRIME  ORIGINATION 
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To  enable  subprime  borrowers  to  buy  homes  that  they  would  not  traditionally  qualify  for, 
lenders  began  using  exotic  mortgage  products  that  reduced  or  eliminated  the  need  for  large  down 
payments  and  allowed  monthly  mortgage  payments  that  reflected  less  than  the  fully  amortized 
cost  of  the  loan.  For  example,  some  types  of  mortgages  allowed  borrowers  to  obtain  loans  for 
100%  of  the  cost  of  a  house;  make  monthly  payments  that  covered  only  the  interest  owed  on  the 
loan;  or  pay  artificially  low  initial  interest  rates  on  loans  that  could  be  refinanced  before  higher 
interest  rates  took  effect.  In  2006,  Barron's  reported  that  first-time  home  buyers  put  no  money 
down  43%  of  the  time  in  2005;  interest  only  loans  made  up  approximately  33%  of  new 
mortgages  and  home  equity  loans  in  2005,  up  from  0.6%  in  2000;  by  2005,  15%  of  borrowers 
owed  at  least  10%  more  than  their  home  was  worth;  and  more  than  $2.5  trillion  in  adjustable  rate 
mortgages  were  due  to  reset  to  higher  interest  rates  in  2006  and  2007. 1012 

These  new  mortgage  products  were  not  confined  to  subprime  borrowers;  they  were  also 
offered  to  prime  borrowers  who  used  them  to  purchase  expensive  homes.  Many  borrowers  also 
used  them  to  refinance  their  homes  and  take  out  cash  against  their  homes'  increased  value. 
Lenders  also  increased  their  issuance  of  home  equity  loans  and  lines  of  credit  that  offered  low 


"The  No-Money-Down  Disaster,"  Barron's  (8/21/2006). 
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initial  interest  rates  or  interest-only  features,  often  taking  a  second  lien  on  an  already  mortgaged 


home. 


1013 


Subprime  loans,  Alt  A  mortgages  that  required  little  or  no  documentation,  and  home 
equity  loans  all  posed  a  greater  risk  of  default  than  traditional  30-year,  fixed  rate  mortgages.  By 
2006,  the  combined  market  share  of  these  higher  risk  home  loans  totaled  nearly  50%  of  all 
mortgage  originations.1014 

At  the  same  time  housing  prices  and  high  risk  loans  were  increasing,  the  National 
Association  of  Realtors'  housing  affordability  index  showed  that,  by  2006,  housing  had  become 
less  affordable  than  at  any  point  in  the  previous  20  years,  as  presented  in  the  graph  below. 1015 
The  "affordability  index"  measures  how  easy  it  is  for  a  typical  family  to  afford  a  typical 
mortgage.  Higher  numbers  mean  that  homes  are  more  affordable,  while  lower  numbers  mean 
that  homes  are  generally  less  affordable. 

Figure  2.  Housing  Affordability  Index,  I  986-2006 
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Source:  National  Association  of  Realtors. 

Notes:  Affordability  index  is  based  on  median  house  prices,  median  family  income,  and  mortgage  rates,  using  a 
composite  of  fixed  and  adjustable  mortgage  rates.  The  index  def  nes  higher  values  as  more  affordable. 

By  the  end  of  2006,  the  concentration  of  higher  risk  loans  for  less  affordable  homes  had  set  the 
stage  for  an  unprecedented  number  of  credit  rating  downgrades  on  mortgage  related  securities. 


3/2009  U.S.  Department  of  Housing  and  Urban  Development  Interim  Report  to  Congress,  "Root  Causes  of  the 
Foreclosure  Crisis,"  at  8. 
1014  Id. 

tois  21/7/2007  "Would  a  Housing  Crash  Cause  a  Recession?"  report  prepared  by  the  Congressional  Research 
Service,  at  3-4. 
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(2)  Mass  Downgrades 

Although  ratings  downgrades  for  investment  grade  securities  are  supposed  to  be 
relatively  infrequent,  in  2007,  they  took  place  on  a  massive  scale  that  was  unprecedented  in  U.S. 
financial  markets.  Beginning  in  July  2007,  Moody's  and  S&P  downgraded  hundreds  and  then 
thousands  of  RMBS  and  CDO  ratings,  causing  the  rated  securities  to  lose  value  and  become 
much  more  difficult  to  sell,  and  leading  to  the  subsequent  collapse  of  the  RMBS  and  CDO 
secondary  markets.  The  massive  downgrades  made  it  clear  that  the  original  ratings  were  not 
only  deeply  flawed,  but  the  U.S.  mortgage  market  was  much  riskier  than  previously  portrayed. 

Housing  prices  peaked  in  2006.  In  late  2006,  as  the  increase  in  housing  prices  slowed  or 
leveled  out,  refinancing  became  more  difficult,  and  delinquencies  in  subprime  residential 
mortgages  began  to  multiply.  By  January  2007,  nearly  10%  of  all  subprime  loans  were 
delinquent,  a  68%  increase  from  January  2006. 1016  Housing  prices  then  began  to  decline, 
exposing  more  borrowers  who  had  purchased  homes  that  they  could  not  afford  and  could  no 
longer  refinance.  Subprime  lenders  also  began  to  close  their  doors,  which  the  U.S.  Department 
of  Housing  and  Urban  Development  marked  as  the  beginning  of  economic  trouble: 

"Arguably,  the  first  tremors  of  the  national  mortgage  crisis  were  felt  in  early  December 
2006  when  two  sizeable  subprime  lenders,  Ownit  Mortgage  Solutions  and  Sebring 
Capital,  failed.  The  Wall  Street  Journal  described  the  closing  of  these  firms  as  'sending 
shock  waves'  through  the  mortgage-bond  market.  . .  .By  late  February  2007  when  the 
number  of  subprime  lenders  shuttering  their  doors  had  reached  22,  one  of  the  first 
headlines  announcing  the  onset  of  a  'mortgage  crisis'  appeared  in  the  Daily  Telegraph  of 
London."1017 

During  the  first  half  of  2007,  despite  the  news  of  failing  subprime  lenders  and  increasing 
subprime  mortgage  defaults,  Moody's  and  S&P  continued  to  issue  AAA  credit  ratings  for  a  large 
number  of  RMBS  and  CDO  securities.  In  the  first  week  of  July  2007  alone,  S&P  issued  over 
1,500  new  RMBS  ratings,  a  number  that  almost  equaled  the  average  number  of  RMBS  ratings  it 
issued  in  each  of  the  preceding  three  months.1018  From  July  5  to  July  11,  2007,  Moody's  issued 
approximately  675  new  RMBS  ratings,  nearly  double  its  weekly  average  in  the  prior  month.1019 
The  timing  of  this  surge  of  new  ratings  on  the  eve  of  the  mass  downgrades  is  troubling,  and 
raises  serious  questions  about  whether  S&P  and  Moody's  quickly  pushed  these  ratings  through 
to  avoid  losing  revenues  before  the  mass  downgrades  began. 


ioi6  2/25/2010  "60  Day+Delinquency  and  Foreclosure,"  chart  prepared  by  Paulson  &  Co.  Inc.,  PSI-Paulson&Co-02- 
0001-21,  at  15.  Subcommittee  interview  of  Sihan  Shu  (2/24/2010). 

1017  3/2009  U.S.  Department  of  Housing  and  Urban  Development  Interim  Report  to  Congress,  "Root  Causes  of  the 
Foreclosure  Crisis,"  at  2  [citations  omitted]. 

1018  6/24/2010  supplemental  response  from  S&P  to  the  Subcommittee,  at  12,  Hearing  Exhibit  4/23-108. 

1019  Data  compiled  by  the  Subcommittee  using  6/14/2007  "Structured  Finance  New  Ratings:  May  28,  2007  through 
June  13,  2007,"  Moody's;  6/28/2007  "Structured  Finance  New  Ratings:  June  11,  2007  through  June  27,  2007," 
Moody's;   7/5/2007  "Structured  Finance  New  Ratings:  June  18,  2007  through  July  4,  2007,"  Moody's;  and 
7/12/2007  "Structured  Finance  New  Ratings:  June  25,  2007  through  July  11,  2007,"  Moody's. 
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In  the  second  week  of  July  2007,  S&P  and  Moody's  initiated  the  first  of  several  mass 
rating  downgrades,  shocking  the  financial  markets.  On  July  10,  S&P  placed  on  credit  watch,  the 
ratings  of  612  subprime  RMBS  with  an  original  value  of  $7.35  billion,1020  and  two  days  later 
downgraded  498  of  these  securities.1021  On  July  10,  Moody's  downgraded  399  subprime  RMBS 
with  an  original  value  of  $5.2  billion.1022  By  the  end  of  July,  S&P  had  downgraded  more  than 
1,000  RMBS  and  almost  100  CDO  securities.1023  This  volume  of  rating  downgrades  was 
unprecedented  in  U.S.  financial  markets. 

The  downgrades  created  significant  turmoil  in  the  securitization  markets,  as  investors 
were  required  to  sell  off  RMBS  and  CDO  securities  that  had  lost  their  investment  grade  status, 
RMBS  and  CDO  securities  in  the  investment  portfolios  of  financial  firms  lost  much  of  their 
value,  and  new  securitizations  were  unable  to  find  investors.  The  subprime  RMBS  secondary 
market  initially  froze  and  then  collapsed,  leaving  financial  firms  around  the  world  holding 
suddenly  unmarketable  subprime  RMBS  securities  that  were  plummeting  in  value.1024 

Neither  Moody's  nor  S&P  produced  any  meaningful  contemporaneous  documentation 
explaining  their  decisions  to  issue  mass  downgrades  in  July  2007,  disclosing  how  the  mass 
downgrades  by  the  two  companies  happened  to  occur  two  days  apart,  or  analyzing  the  possible 
impact  of  their  actions  on  the  financial  markets.  When  Moody's  CEO,  Raymond  McDaniel,  was 
asked  about  the  July  downgrades,  he  indicated  that  he  could  not  recall  any  aspect  of  the  decision- 
making process.1025  He  told  the  Subcommittee  that  he  was  merely  informed  that  the  downgrades 
would  occur,  but  was  not  personally  involved  in  the  decision. 1026 


1020  6/24/2010  supplemental  response  from  S&P  to  the  Subcommittee,  Exhibit  H,  Hearing  Exhibit  4/23-108 
(7/11/2007  "S&PCORRECT:  612  U.S.  Subprime  RMBS  Classes  Put  On  Watch  Neg;  Methodology  Revisions 
Announced,"  S&P  RatingsDirect  (correcting  the  original  version  issued  on  7/10/2007)). 

1021  6/24/2010  supplemental  response  from  S&P  to  the  Subcommittee,  Exhibit  I,  Hearing  Exhibit  4/23-108 
(7/12/2007  "Various  U.S.  First-Lien  Subprime  RMBS  Classes  Downgraded,"  S&P's  RatingsDirect). 

1022  7/30/2010  supplemental  response  from  Moody's  to  the  Subcommittee,  Hearing  Exhibit  4/23-106  (7/12/2007 
Moody's  Structured  Finance  Teleconference  and  Web  Cast,  "RMBS  and  CDO  Rating  Actions,"  at  MOODYS- 
PSI2010-0046899-900).  The  $5.2  billion  also  included  the  original  value  of  32  tranches  that  were  put  on  review  for 
possible  downgrade  that  same  day. 

1023  5/24/20IO  supplemental  response  from  S&P  to  the  Subcommittee,  at  3,  6,  Hearing  Exhibit  4/23-108.  According 
to  this  letter,  the  July  downgrades  were  not  the  first  to  take  place  during  2007.  The  letter  reports  that,  altogether  in 
the  first  six  months  of  2007,  S&P  downgraded  739  RMBS  and  25  CDOs.  These  downgrades,  however,  took  place 
on  multiple  days  over  a  six-month  period.    Prior  to  July,  Moody's  had  downgraded  approximately  480  RMBS 
during  the  first  six  months  of  2007  (this  figure  was  calculated  by  the  Subcommittee  based  on  information  from 
Moody's  "Structured  Finance:  Changes  &  Confirmations"  reports  for  that  time  period). 

1024  See  3/19/2007  "Subprime  Mortgages:  Primer  on  Current  Lending  and  Foreclosure  Issues,"  report  prepared  by 
the  Congressional  Research  Service,  Report  No.  RL33930;  5/2008  "The  Subprime  Lending  Crisis:  Causes  and 
Effects  of  the  Mortgage  Meltdown,"  report  prepared  by  CCH,  at  13. 

1025  Subcommittee  interview  of  Ray  McDaniel  (4/6/2010). 

1026  Id.  At  S&P,  no  emails  were  produced  that  explained  the  decision-making  process,  but  a  few  indicated  that,  prior 
to  the  mass  downgrades,  the  RMBS  Group  was  required  to  make  a  presentation  to  the  chief  executive  of  its  parent 
company  about  "how  we  rated  the  deals  and  are  preparing  to  deal  with  the  fallout  (downgrades)."  3/18/2007  email 
from  Michael  Gutierrez  to  William  LeRoy,  Hearing  Exhibit  4/23-52a;  3/2007  S&P  internal  email  chain,  "Pre- 
empting bad  press  on  the  subprime  situation,"  Hearing  Exhibit  4/23-52c. 
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Although  neither  Moody's  nor  S&P  produced  documentation  on  its  internal  decision- 
making process  related  to  the  mass  downgrades,  one  bank,  UBS,  produced  an  email  in 
connection  with  a  court  case  indicating  that  Moody's  was  meeting  with  a  series  of  investment 
banks  to  discuss  the  upcoming  downgrades.  In  an  email  dated  July  5,  2007,  five  days  before  the 
mass  downgrades  began,  a  UBS  banker  sent  an  email  to  a  colleague  about  a  meeting  with 
Moody's: 

"I  just  got  off  the  phone  with  David  Oman  ....  Apparently  they're  meeting  w/  Moodys  to 
discuss  impacts  of  ABS  subprime  downgrades,  etc.  Has  he  been  in  contact  with  the 
[UBS]  Desk?  It  sounds  like  Moodys  is  trying  to  figure  out  when  to  start  downgrading, 
and  how  much  damage  they're  going  to  cause  -  they're  meeting  with  various  investment 
banks."1027 

It  is  unclear  how  much  notice  Moody's  or  S&P  provided  to  investment  banks  regarding  their 
planned  actions. 

One  senior  executive  at  S&P,  Ian  Bell,  the  head  of  European  structured  finance  ratings, 
provided  his  own  views  in  a  post-mortem  analysis  a  few  days  after  the  initial  downgrades.  He 
expressed  frustration  and  concern  that  S&P  had  mishandled  its  public  explanation  of  the  mass 
downgrades,  writing: 

"[Ojne  aspect  of  our  handling  of  the  subprime  that  really  concerns  me  is  what  I 
see  as  our  arrogance  in  our  messaging.  Maybe  it  is  because  I  am  away  from  the 
center  of  the  action  and  so  have  more  of  an  'outsider's'  point  of  view.  . . . 

I  listened  to  the  telecon  TWICE.  That  guy  [who  asked  a  question  about  the 
timing  of  the  mass  downgrades]  was  not  a  'jerk'.  He  asked  an  entirely  legitimate 
question  that  we  should  have  anticipated.  He  then  got  upset  when  we  totally 
fluffed  our  answer.  We  did  sound  like  the  Nixon  White  House.  Instead  of 
dismissing  people  like  him  or  assuming  some  dark  motive  on  their  part,  we  should 
ask  ourselves  how  we  could  have  so  mishandled  the  answer  to  such  an  obvious 
question. 

I  have  thought  for  awhile  now  that  if  this  company  suffers  from  an  Arthur 
Andersen  event,  we  will  not  be  brought  down  by  a  lack  of  ethics  as  I  have  never 
seen  an  organisation  more  ethical,  nor  will  it  be  by  greed  as  this  plays  so  little  role 
in  our  motivations;  it  will  be  arrogance."1028 

In  August  2007,  Eric  Kolchinsky,  a  managing  director  of  Moody's  CDO  analysts,  sent  an 
urgent  email  to  his  superiors  about  the  pressures  to  rate  still  more  new  CDOs  in  the  midst  of  the 
mass  downgrades: 


1027  7/5/2007  email  from  David  Goldsteen  (UBS)  to  Dayna  Corlito  (UBS),  "ABS  Subprime  &  Moody's 
downgrades,"  UBS-CT  021485,  Hearing  Exhibit  4/23-94o. 

1028  7/13/2007  internal  S&P  email  from  Ian  Bell  to  Tom  Gillis  and  Joanne  Rose,  Hearing  Exhibit  4/23-54a. 
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"[E]ach  of  our  current  deals  is  in  crisis  mode.  This  is  compounded  by  the  fact  that  we 
have  introduced  new  criteria  for  ABS  CDOs.  Our  changes  are  a  response  to  the  fact  that 
we  are  already  putting  deals  closed  in  the  spring  on  watch  for  downgrade.  This  is 
unacceptable  and  we  cannot  rate  the  new  deals  in  the  same  away  [sic]  we  have  done 
before.  ...  [B]ankers  are  under  enormous  pressure  to  turn  their  warehouses  into  CDO 
notes."1029 

Both  Moody's  and  S&P  continued  to  rate  new  CDO  securities  despite  their  companies' 
accelerating  downgrades. 

In  October  2007,  Moody's  began  downgrading  CDOs  on  a  daily  basis,  using  the  month  to 
downgrade  more  than  270  CDO  securities  with  an  original  value  of  $10  billion.1030  In  December 
2007,  Moody's  downgraded  another  $14  billion  in  CDOs,  and  placed  another  $105  billion  on 
credit  watch.  Moody's  calculated  that,  overall  in  2007,  "8725  ratings  from  2116  deals  were 
downgraded  and  1954  ratings  from  732  deals  were  upgraded,"  which  means  it  issued  four  times 
as  many  downgrades  as  upgrades.1031  S&P  calculated  that,  during  the  second  half  of  2007,  it 

1032 

downgraded  over  9,000  RMBS  ratings. 

The  downgrades  continued  into  2008.  On  January  30,  2008,  S&P  took  action  on  over 
6,300  subprime  RMBS  securities  and  over  1,900  CDO  securities — meaning  it  either  downgraded 
their  ratings  or  placed  the  securities  on  credit  watch  with  negative  implications.  The  affected 
RMBS  and  CDO  securities  represented  issuance  amounts  of  approximately  $270.1  billion  and 
$263.9  billion,  respectively.1033 

The  rating  downgrades  affected  a  wide  range  of  RMBS  and  CDO  securities.  Some  of  the 
downgraded  securities  had  been  rated  years  earlier;  others  had  received  AAA  ratings  less  than  12 
months  before.  For  example,  in  April  2007,  both  Moody's  and  S&P  gave  AAA  ratings  to  three 
tranches  of  approximately  $1.5  billion  in  a  cash  CDO  known  as  Vertical  ABS  CDO  2007-1.  Six 
months  later,  the  majority  of  the  CDO's  tranches  were  downgraded  to  junk  status;  in  2008,  the 
CDO's  ratings  were  withdrawn,  it  assets  were  liquidated,  and  the  AAA  rated  securities  became 
worthless.  In  another  case,  in  February  and  March  2007,  Moody's  and  S&P  gave  AAA  ratings 
to  5  tranches  of  about  a  $1  billion  RMBS  securitization  known  as  GSAMP  Trust  2007-FM2.  In 
late  2007,  both  credit  rating  agencies  began  downgrading  the  securities;  by  2008,  they  began 


1029  8/22/2007  email  from  Moody's  Eric  Kolchinsky,  "Deal  Management,"  Hearing  Exhibit  4/23-42. 

1030  7/30/20IO  supplemental  response  from  Moody's  to  the  Subcommittee,  at  9,  Hearing  Exhibit  4/23-106.  In  an 
email  sent  in  the  midst  of  these  CDO  downgrades,  one  Moody's  analyst  commented  to  a  colleague:  "You're  right 
about  CDOs  as  WMD  -  but  it's  only  CDOs  backed  by  subprime  that  are  WMD."   11/27/2007  email  from  William 
May  to  Deepali  Advani,  Hearing  Exhibit  4/23-58. 

1031  2/20O8  "Structured  Finance  Ratings  Transitions,  1983-2007,"  Credit  Policy  Special  Comment  prepared  by 
Moody's,  at  4. 

1032  6/24/2010  supplemental  response  from  S&P  to  the  Subcommittee,  at  6,  Hearing  Exhibit  4/23-108. 

1033  6/24/2010  supplemental  response  from  S&P  to  the  Subcommittee,  Exhibit  N,  Hearing  Exhibit  4/23-108 
(1/30/2008  "S&P  Takes  Action  on  6,389  U.S.  Subprime  RMBS  Ratings  and  1,953  CDO  Ratings,"  S&P's 
RatingsDirect). 
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downgrading  the  AAA  rated  securities,  and  by  August  2009  S&P  had  downgraded  all  its 
tranches  to  noninvestment  grade  or  junk  status. 

One  more  striking  example  involved  a  $1.6  billion  hybrid  CDO  known  as  Delphinus 
CDO  2007-1,  Ltd.,  which  was  downgraded  a  few  months  after  its  rating  was  issued.  Moody's 
gave  AAA  ratings  to  seven  of  its  tranches  and  S&P  to  six  tranches  in  July  and  August  2007, 
respectively,  but  began  downgrading  its  securities  by  the  end  of  the  year,  and  by  the  end  of  2008, 
had  fully  downgraded  its  AAA  rated  securities  to  junk  status.1034 

Analysts  have  determined  that,  by  2010,  over  90%  of  subprime  RMBS  securities  issued 
in  2006  and  2007  and  originally  rated  AAA  had  been  downgraded  to  junk  status  by  Moody's  and 
S&P.1035 

Percent  of  the  Original  AAA  Universe 
Currently  Rated  Below  Investment  Grade 


Vintage 

Prime 
Fixed 

Prime 
ARM 

Alt-A 
Fixed 

Alt-A 
ARM 

Option 
ARM 

Subprime 

2004 

3% 

9% 

10% 

17% 

50% 

11% 

2005 

39% 

58% 

73% 

81% 

76% 

53% 

2006 

81% 

90% 

96% 

98% 

97% 

93% 

2007 

92% 

90% 

98% 

96% 

97% 

91% 

Source:  BlackRock  Solutions  as  of  February  8,  2010. 

Prepared  by  the  U.S.  Senate  Permanent  Subcommittee  on  Investigations,  April  2010. 

D.  Ratings  Deficiencies 


The  Subcommittee's  investigation  uncovered  a  host  of  factors  responsible  for  the 
inaccurate  credit  ratings  assigned  by  Moody's  and  S&P  to  RMBS  and  CDO  securities.  Those 
factors  include  the  drive  for  market  share,  pressure  from  investment  banks  to  inflate  ratings, 
inaccurate  rating  models,  and  inadequate  rating  and  surveillance  resources.  In  addition,  federal 
regulations  that  limited  certain  financial  institutions  to  the  purchase  of  investment  grade  financial 
instruments  encouraged  investment  banks  and  investors  to  pursue  and  credit  rating  agencies  to 
provide  those  top  ratings.  All  these  factors  played  out  against  the  backdrop  of  an  ongoing 
conflict  of  interest  that  arose  from  how  the  credit  rating  agencies  earned  their  income.  If  the 


For  more  details  about  these  three  examples,  see  "Fact  Sheet  for  Three  Examples  of  Failed  AAA  Ratings," 
prepared  by  the  Subcommittee  based  on  information  from  S&P  and  Moody's  websites. 

1035  See  "Percent  of  the  Original  AAA  Universe  Currently  Rated  Below  Investment  Grade,"  chart  prepared  by  the 
Subcommittee  using  data  from  BlackRock  Solutions,  Hearing  Exhibit  4/23-li.  See  also  3/2008  "Understanding  the 
Securitization  of  Subprime  Mortgage  Credit,"  report  prepared  by  Federal  Reserve  Bank  of  New  York  staff,  no.  318, 
at  58  and  table  31  ("92  percent  of  lst-lien  subprime  deals  originated  in  2006  as  well  as  ...  91.8  percent  of  2n  -lien 
deals  originated  in  2006  have  been  downgraded.").  See  also  "Regulatory  Use  of  Credit  Ratings:  How  it  Impacts  the 
Behavior  of  Market  Constituents,"  University  of  Westminster  -  School  of  Law  International  Finance  Review 
(2/2009),  at  65-104  (citations  omitted)  ("As  of  February  2008,  Moody's  had  downgraded  at  least  one  tranche  of 
94.2%  of  the  subprime  RMBS  issues  it  rated  in  2006,  including  100%  of  the  2006  RMBS  backed  by  second-lien 
loans,  and  76.9%  of  the  issues  rated  in  2007.  In  its  rating  transition  report,  S&P  wrote  that  it  had  downgraded 
44.3%  of  the  subprime  tranches  it  rated  between  the  first  quarter  of  2005  and  the  third  quarter  of  2007.") 


268 

credit  rating  agencies  had  issued  ratings  that  accurately  exposed  the  increasing  risk  in  the  RMBS 
and  CDO  markets,  they  may  have  discouraged  investors  from  purchasing  those  securities, 
slowed  the  pace  of  securitizations,  and  as  a  result  reduced  their  own  profits.  It  was  not  in  the 
short  term  economic  self-interest  of  either  Moody's  or  S&P  to  provide  accurate  credit  risk 
ratings  for  high  risk  RMBS  and  CDO  securities. 

(1)  Awareness  of  Increasing  Credit  Risks 

The  evidence  shows  that  analysts  within  Moody's  and  S&P  were  aware  of  the  increasing 
risks  in  the  mortgage  market  in  the  years  leading  up  to  the  financial  crisis,  including  higher  risk 
mortgage  products,  increasingly  lax  lending  standards,  poor  quality  loans,  unsustainable  housing 
prices,  and  increasing  mortgage  fraud.  Yet  for  years,  neither  credit  rating  agency  heeded 
warnings  -  even  their  own  -  about  the  need  to  adjust  their  processes  to  accurately  reflect  the 
increasing  credit  risk. 

Moody's  and  S&P  began  issuing  public  warnings  about  problems  in  the  mortgage  market 
as  early  as  2003,  yet  continued  to  issue  inflated  ratings  for  RMBS  and  CDO  securities  before 
abruptly  reversing  course  in  July  2007.  Moody's  CEO  testified  before  the  House  Committee  on 
Oversight  and  Government  Reform,  for  example,  that  Moody's  had  been  warning  the  market 
continuously  since  2003,  about  the  deterioration  in  lending  standards  and  inflated  housing  prices. 

"Beginning  in  July  2003,  we  published  warnings  about  the  increased  risks  we  saw  and 
took  action  to  adjust  our  assumptions  for  the  portions  of  the  residential  mortgage  backed 
securities  ("RMBS")  market  that  we  were  asked  to  rate."1036 

Both  S&P  and  Moody's  published  a  number  of  articles  indicating  the  potential  for  deterioration 
in  RMBS  performance.1037  For  example,  in  September  2005,  S&P  published  a  report  entitled, 
"Who  Will  Be  Left  Holding  the  Bag?"  The  report  contained  this  strong  warning: 

"It's  a  question  that  comes  to  mind  whenever  one  price  increase  after  another  -  say,  for 
ridiculously  expensive  homes  -  leaves  each  succeeding  buyer  out  on  the  end  of  a  longer 


103SPrepared  statement  of  Raymond  W.  McDaniel,  Moody's  Chairman  and  Chief  Executive  Officer,  "Credit  Rating 
Agencies  and  the  Financial  Crisis,"  before  the  U.S.  House  of  Representatives  Committee  on  Oversight  and 
Government  Reform,  Cong.Hrg.  110-155  (10/22/2008),  at  1  (hereinafter  "10/22/2008  McDaniel  prepared 
statement"). 

1037  See,  e.g.,  6/24/2010  supplemental  response  from  S&P  to  the  Subcommittee,  Hearing  Exhibit  4/23-108 
(4/20/2005  Subprime  Lenders:  Basking  in  the  Glow  of  A  Still-Benign  Economy,  but  Clouds  Forming  on  the 
Horizon"  S&P;  9/13/2005  "Simulated  Housing  Market  Decline  Reveals  Defaults  Only  in  Lowest-Rated  U.S.  RMBS 
Transactions,"  S&P;  and  1/19/2006  "U.S.  RMBS  Market  Still  Robust,  But  Risks  Are  Increasing  and  Growth 
Drivers  Are  Softening"  S&P).  "Housing  Market  Downturn  in  Full  Swing,"  Moody's  Economy.com  (10/4/2006); 
1/18/2007  "Special  Report:  Early  Defaults  Rise  in  Mortgage  Securitization,"  Moody's  ;  and  9/21/2007  "Special 
Report:  Moody's  Subprime  Mortgage  Servicer  Survey  on  Loan  Modifications,"  Moody's.  See  10/22/2008 
McDaniel  prepared  statement  at  13-14.  In  addition,  in  March  2007  Moody's  warned  of  the  possible  effect  that 
downgrades  of  subprime  mortgage  backed  securities  might  have  on  its  structured  finance  CDOs.  See  3/2007  "The 
Impact  of  Subprime  Residential  Mortgage-Backed  Securities  on  Moody's-Rated  Structured  Finance  CDOs:  A 
Preliminary  Review,"  Moody's. 
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and  longer  limb:  When  the  limb  finally  breaks,  who's  going  to  get  hurt?  In  the  red-hot 
U.S.  housing  market,  that's  no  longer  a  theoretical  riddle.  Investors  are  starting  to  ask 
which  real  estate  vehicles  carry  the  most  risk  -  and  if  mortgage  defaults  surge,  who  will 
end  up  suffering  the  most."1038 

Internal  Moody's  and  S&P  emails  further  demonstrate  that  senior  management  and 
ratings  personnel  were  aware  of  the  deteriorating  mortgage  market  and  increasing  credit  risk.  In 
June  2005,  for  example,  an  outside  mortgage  broker  who  had  seen  the  head  of  S&P's  RMBS 
Group,  Susan  Barnes,  on  a  television  program  sent  her  an  email  warning  about  the  "seeds  of 
destruction"  in  the  financial  markets.  He  noted  that  no  one  at  the  time  seemed  interested  in 
fixing  the  looming  problems: 

"I  have  contacted  the  OTS,  FDIC  and  others  and  my  concerns  are  not  addressed.  I  have 
been  a  mortgage  broker  for  the  past  13  years  and  I  have  never  seen  such  a  lack  of 
attention  to  loan  risk.  I  am  confident  our  present  housing  bubble  is  not  from  supply  and 
demand  of  housing,  but  from  money  supply.  In  my  professional  opinion  the  biggest 
perpetrator  is  Washington  Mutual.  1)  No  income  documentation  loans.  2)  Option  ARMS 
(negative  amortization) ...  5)  100%  financing  loans.  I  have  seen  instances  where  WAMU 
approved  buyers  for  purchase  loans;  where  the  fully  indexed  interest  only  payments 
represented  100%  of  borrower's  gross  monthly  income.  We  need  to  stop  this 
madness!!!"1039 

Several  email  chains  among  S&P  employees  in  the  Servicer  Evaluation  Group  in 
Structured  Finance  demonstrate  a  clear  awareness  of  mortgage  market  problems.  One  from 
September  2006,  for  example,  with  the  subject  line  "Nightmare  Mortgages,"  contains  an 
exchange  with  startling  frankness  and  foresight.  One  S&P  employee  circulated  an  article  on 
mortgage  problems,  stating:  "Interesting  Business  Week  article  on  Option  ARMs,  quoting 
anecdotes  involving  some  of  our  favorite  servicers."  Another  responded:  "This  is  frightening.  It 
wreaks  of  greed,  unregulated  brokers,  and  'not  so  prudent'  lenders."1040  Another  employee 
commenting  on  the  same  article  said:  "I'm  surprised  the  OCC  and  FDIC  doesn't  come 
downharder  [sic]  on  these  guys  -  this  is  like  another  banking  crisis  potentially  looming!  i"1041 

Another  email  chain  that  same  month  shows  that  at  least  some  employees  understood  the 
significance  of  problems  within  the  mortgage  market  nine  months  before  the  mass  downgrades 
began.  One  S&P  employee  wrote:  "I  think  [a  circulated  article  is]  telling  us  that  underwriting 
fraud;  appraisal  fraud  and  the  general  appetite  for  new  product  among  originators  is  resulting  in 
loans  being  made  that  shouldn't  be  made.  . . .  [I]f  [Eliot]  Spitzer  [then-New  York  Attorney 
General]  could  prove  coercion  this  could  be  a  RICO  offense!"  A  colleague  responded  that  the 


loss  "Economic  Research:  Who  Will  be  Left  Holding  the  Bag?"  S&P's  RatingsDirect  (9/12/2005). 

1039  y/22/2005  email  from  Michael  Blomquist  (Resource  Realty)  to  Susan  Barnes  (S&P),  "Washington  Mutual," 
Hearing  Exhibit  4/23-45. 

1040  9/2/20O6  email  from  Robert  Mackey  to  Richard  Koch,  "Nightmare  Mortgages,"  Hearing  Exhibit  4/23-46a. 

1041  9/5/2006  email  from  Michael  Gutierrez  to  Richard  Koch  and  Edward  Highland,  "RE:  Nightmare  Mortgages," 
Hearing  Exhibit  4/23-46b. 
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head  of  the  S&P  Surveillance  Group  "told  me  that  broken  down  to  loan  level  what  she  is  seeing 
in  losses  is  as  bad  as  high  40's  -  low  50%  I'd  love  to  be  able  to  publish  a  commentary  with  this 
data  but  maybe  too  much  of  a  powder  keg."1042 

In  a  third  email  chain  from  August  2006,  commenting  on  an  article  about  problems  in  the 
mortgage  market,  a  director  in  the  S&P  Servicer  Evaluation  Group  wrote:  "I'm  not  surprised; 
there  has  been  rampant  appraisal  and  underwriting  fraud  in  the  industry  for  quite  some  time  as 
pressure  has  mounted  to  feed  the  origination  machine."1043  Another  S&P  director  in  the  same 
group  wrote  in  an  October  2006  internal  email  about  a  news  article  entitled,  "More  Home  Loans 
Go  Sour  -  Though  New  Data  Show  Rising  Delinquencies,  Lenders  Continue  to  Loosen 
Mortgage  Standards":  "Pretty  grim  news  as  we  suspected  -  note  also  the  'mailing  in  the  keys 
and  walking  away'  epidemic  has  begun  -  I  think  things  are  going  to  get  mighty  ugly  next 
year!"1044  Still  another  S&P  email  the  same  month  circulated  an  article  entitled,  "Home  Prices 
Keep  Sliding;  Buyers  Sit  Tight,"  and  remarked:  "[Jjust  curious.. .are  there  ever  any  positive 
repo[r]ts  on  the  housing  market?"1045 

An  email  among  several  S&P  employees  a  few  months  later  circulated  an  article  entitled, 
"The  Mortgage  Mess  Spreads"  with  one  person  noting  ominously:  "This  is  like  watching  a 
hurricane  from  FL  [Florida]  moving  up  the  coast  slowly  towards  us.  Not  sure  if  we  will  get  hit 
in  full  or  get  trounced  a  bit  or  escape  without  severe  damage..."1046 

Government  Warnings.    At  the  same  time  the  credit  rating  agencies  were  publishing 
reports  and  circulating  articles  internally  about  the  deteriorating  mortgage  market,  several 
government  agencies  issued  public  warnings  about  lax  lending  standards  and  increasing 
mortgage  fraud.  A  2004  quarterly  report  by  the  FDIC,  for  example,  sounded  an  alarm  over  the 
likelihood  of  more  high  risk  loan  delinquencies: 

"[I]t  is  unlikely  that  home  prices  are  poised  to  plunge  nationwide,  even  when  mortgage 
rates  rise  ....  The  greater  risk  to  insured  institutions  is  the  potential  for  increased  credit 
delinquencies  and  losses  among  highly  leveraged,  subprime,  and  ARM  borrowers.  These 


1042 


9/29/2006  email  from  Michael  Gutierrez,  Director  at  S&P,  PSI-S&P-RFN-000029. 


1043  8/7/2006  email  from  Richard  Koch,  Director  at  S&P,  Hearing  Exhibit  4/23-ld. 

1044  10/20/2006  email  from  Michael  Gutierrez  to  Richard  Koch  and  others,  Hearing  Exhibit  4/23-47. 
1045 10/26/2006  email  from  Ernestine  Warner  to  Robert  Pollsen,  Hearing  Exhibit  4/23-48. 

1046  3/9/2007  email  from  KP  Rajan,  Hearing  Exhibit  4/23-51.  See  also  2/14/2006  email  from  Robert  Pollsen,  PSI- 
S&P-RFN-000038  (forwarding  "Coming  Home  to  Roost,"  Barron's  (2/13/2006),  which  includes  the  sentences  "The 
red-hot  U.S.  housing  market  may  be  fast  approaching  its  date  with  destiny  ....  much  anxiety  is  being  focused  on  a 
looming  'reset  problem.'");  see  also  3/25/2007  S&P  internal  email  chain,  PSI-S&P-RFN-000006  (forwarding 
"Slow-Motion  Train  Wreck  Picks  Up  Speed,"  Barron's  (3/26/2007)).  3/26/2007  Moody's  internal  email,  PSI-S&P- 
RFN-000003  (forwarding  "Slow-Motion  Train  Wreck  Picks  Up  Speed,"  Barron's  (3/26/2007));  10/19/2006 
Moody's  internal  email,  PSI-MOODYS-RFN-000009  (forwarding  "More  Home  Loans  Go  Sour— Though  New 
Data  Show  Rising  Delinquencies,  Lenders  Continue  to  Loosen  Mortgage  Standards,"  The  Wall  Street  Journal 
(10/19/2006));  9/6/2006  Moody's  internal  email,  PSI-MOODYS-RFN-000001  (forwarding  "The  No-Money-Down 
Disaster."  Barron's  (8/21/2006)). 
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high-risk  segments  of  mortgage  lending  may  drive  overall  mortgage  loss  rates  higher  if 
home  prices  decline  or  interest  rates  rise; 


,1047 


In  2005,  in  its  11th  Annual  Survey  on  Credit  Underwriting  Practices,  the  Office  of  the 
Comptroller  of  the  Currency  (OCC),  which  oversees  nationally  chartered  banks,  described  a 
significant  lowering  of  retail  lending  standards,  noting  it  was  the  first  time  in  the  survey's  history 
that  a  net  lowering  of  retail  lending  practices  had  been  observed.  The  OCC  wrote: 

"Retail  lending  has  undergone  a  dramatic  transformation  in  recent  years  as  banks  have 
aggressively  moved  into  the  retail  arena  to  solidify  market  positions  and  gain  market 
share.  Higher  credit  limits  and  loan-to-value  ratios,  lower  credit  scores,  lower  minimum 
payments,  more  revolving  debt,  less  documentation  and  verification,  and  lengthening 
amortizations  -  have  introduced  more  risk  to  retail  portfolios."1048 

Starting  in  2004,  federal  law  enforcement  agencies  also  issued  multiple  warnings  about 
fraud  in  the  mortgage  marketplace.  For  example,  the  Federal  Bureau  of  Investigation  (FBI) 
made  national  headlines  when  it  warned  that  mortgage  fraud  had  the  potential  to  be  a  national 
epidemic,1049  and  issued  a  2004  report  describing  how  mortgage  fraud  was  becoming  more 
prevalent.  The  report  noted:  "Criminal  activity  has  become  more  complex  and  loan  frauds  are 
expanding  to  multitransactional  frauds  involving  groups  of  people  from  top  management  to 
industry  professionals  who  assist  in  the  loan  application  process."1050  The  FBI  also  testified 
about  the  problem  before  Congress: 

"The  potential  impact  of  mortgage  fraud  on  financial  institutions  and  the  stock  market  is 
clear.  If  fraudulent  practices  become  systemic  within  the  mortgage  industry  and 
mortgage  fraud  is  allowed  to  become  unrestrained,  it  will  ultimately  place  financial 
institutions  at  risk  and  have  adverse  effects  on  the  stock  market."1051 

In  2006,  the  FBI  reported  that  the  number  of  Suspicious  Activity  Reports  describing  mortgage 
fraud  had  risen  significantly  since  2001. 1052 


1047  "Housing  Bubble  Concerns  and  the  Outlook  for  Mortgage  Credit  Quality,"  FDIC  Outlook  (Spring  2004), 
available  at  http://www.fdic.gov/bank/analytical/regional/ro20041q/na/infocus.html. 

1048  g/2005  "Survey  of  Credit  Underwriting  Practices,"  report  prepared  by  the  Office  of  the  Comptroller  of  the 
Currency,  at  6,  available  at  http://www.occ.gov/publications/publications-by-type/survey-credit-underwriting/pub- 
survey-cred-under-2005.pdf. 

1049  «FBI.  Mortgage  Fraud  Becoming  an  'Epidemic,'"  USA  Today  (9/17/2004). 

1050  pY  2004  "Financial  Institution  Fraud  and  Failure  Report,"  prepared  by  the  Federal  Bureau  of  Investigation, 
available  at  http://www.fbi.gov/stats-services/publications/fiff_04. 

1051  Prepared  statement  of  Chris  Swecker,  Assistant  Director  of  the  Criminal  Investigative  Division,  Federal  Bureau 
of  Investigation,  "Mortgage  Fraud  and  Its  Impact  on  Mortgage  Lenders,"  before  the  U.S.  House  of  Representatives 
Financial  Services  Subcommittee  on  Housing  and  Community  Opportunity,  Cong.Hrg.  108-116  (10/7/2004),  at  2. 

1052  "Financial  Crimes  Report  to  the  Public:  Fiscal  Year  2006,  October  1,  2005  -  September  30,  2006,"  prepared  by 
the  Federal  Bureau  of  Investigation,  available  at  http://www.fbi.gov/stats- 
services/publications/fcs_report2006/financial-crimes-report-to-the-public-2006-pdf/view. 
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The  FBI's  fraud  warnings  were  repeated  by  industry  analysts.  The  Mortgage  Bankers 
Association's  Mortgage  Asset  Research  Institute  (MARI),  for  example,  had  been  reporting 
increasing  fraud  in  mortgages  for  years.  In  April  2007,  MARI  reported  a  30%  increase  in  2006 
in  loans  with  suspected  mortgage  fraud.  The  report  also  noted  that  while  55%  of  overall  fraud 
incidents  reported  to  MARI  involved  loan  application  fraud,  the  percentage  of  subprime  loans 
with  loan  application  fraud  was  even  higher  at  65%. 1053 

Press  Reports.  Warnings  in  the  national  press  concerning  the  threat  posed  by 
deteriorating  mortgages  and  unsustainable  housing  prices  were  also  prevalent.  A  University  of 
Florida  website  has  collected  dozens  of  these  articles,  many  of  which  were  published  in  2005. 
The  headlines  include:  "Fed  Debates  Pricking  the  U.S.  Housing  'Bubble',"  New  York  Times, 
May  31,  2005;  "Yale  Professor  Predicts  Housing  'Bubble'  Will  Burst,"  NPR,  June  3,  2005; 
"Cover  Story:  Bubble  Bath  of  Doom"  [warning  of  overheated  real  estate  market],  Washington 
Post,  July  4,  2005;  "Housing  Affordability  Hits  14- Year  Low,"  The  Wall  Street  Journal, 
December  22,  2005;  "Foreclosure  Rates  Rise  Across  the  U.S.,"  NPR,  May  30,  2006;  "For  Sale 
Signs  Multiply  Across  U.S.,"  The  Wall  Street  Journal,  July  20,  2006;  and  "Housing  Gets  Ugly," 
New  York  Times,  August  25,  2006. 1054 

Had  Moody's  and  S&P  heeded  their  own  warnings  as  well  as  the  warnings  in  government 
reports  and  the  national  press,  they  might  have  issued  more  conservative,  including  fewer  AAA, 
ratings  for  RMBS  and  CDO  securities  from  2005  to  2007;  required  additional  credit 
enhancements  earlier;  and  issued  ratings  downgrades  earlier  and  with  greater  frequency, 
gradually  letting  the  air  out  of  the  housing  bubble  instead  of  puncturing  it  with  the  mass 
downgrades  that  began  in  July  2007.  The  problem,  however,  was  that  neither  company  had  a 
financial  incentive  to  assign  tougher  credit  ratings  to  the  very  securities  that  for  a  short  while 
increased  their  revenues,  boosted  their  stock  prices,  and  expanded  their  executive  compensation. 
Instead,  ongoing  conflicts  of  interest,  inaccurate  credit  rating  models,  and  inadequate  rating  and 
surveillance  resources  made  it  possible  for  Moody's  and  S&P  to  ignore  their  own  warnings  about 
the  U.S.  mortgage  market.  In  the  longer  run,  these  decisions  cost  both  companies  dearly. 
Between  January  2007  and  January  2009,  the  stock  price  for  both  The  McGraw-Hill  Companies 
(S&P's  parent  company)  and  Moody's  fell  nearly  70%,  and  neither  share  price  has  fully 
recovered. 

(2)  CRA  Conflicts  of  Interest 

In  transitioning  from  the  fact  that  the  rating  agencies  issued  inaccurate  ratings  to  the 
question  of  why  they  did,  one  of  the  primary  issues  is  the  conflicts  of  interest  inherent  in  the 
"issuer-pays"  model.  Under  this  system,  the  firm  interested  in  profiting  from  an  RMBS  or  CDO 
security  is  required  to  pay  for  the  credit  rating  needed  to  sell  the  security.  Moreover,  it  requires 
the  credit  rating  agencies  to  obtain  business  from  the  very  companies  paying  for  their  rating 


1053  4/2007  "Ninth  Periodic  Mortgage  Fraud  Case  Report  to  Mortgage  Bankers  Association,"  prepared  by  the 
Mortgage  Asset  Research  Institute,  LLC,  at  10. 

1054  "gusjness  Library  -  The  Housing  Bubble,"  University  of  Florida  George  A.  Smathers  Libraries, 
http://www.uflib.ufl.edu/cm/business/cases/housing_bubble.htm. 
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judgment.  The  result  is  a  system  that  creates  strong  incentives  for  the  rating  agencies  to  inflate 
their  ratings  to  attract  business,  and  for  the  issuers  and  arrangers  of  the  securities  to  engage  in 
"ratings  shopping"  to  obtain  the  highest  ratings  for  their  financial  products. 

The  conflict  of  interest  inherent  in  an  issuer-pay  setup  is  clear:  rating  agencies  are 
incentivized  to  offer  the  highest  ratings,  as  opposed  to  offering  the  most  accurate  ratings,  in  order 
to  attract  business.  It  is  much  like  a  person  trying  to  sell  a  home  and  hiring  a  third-party 
appraiser  to  make  sure  it  is  worth  the  price.  Only,  with  the  credit  rating  agencies,  it  is  the  seller 
who  hires  the  appraiser  on  behalf  of  the  buyer  -  the  result  is  a  misalignment  of  interests.  This 
system,  currently  permitted  by  the  SEC,  underlies  the  "issuers-pay"  model. 

The  credit  rating  agencies  assured  Congress  and  the  investing  public  that  they  could 
"manage"  these  conflicts,  but  the  evidence  indicates  that  the  drive  for  market  share  and 
increasing  revenues,  ratings  shopping,  and  investment  bank  pressures  have  undermined  the 
ratings  process  and  the  quality  of  the  ratings  themselves.  Multiple  former  Moody's  and  S&P 
employees  told  the  Subcommittee  that,  in  the  years  leading  up  to  the  financial  crisis,  gaining 
market  share,  increasing  revenues,  and  pleasing  investment  bankers  bringing  business  to  the  firm 
assumed  a  higher  priority  than  issuing  accurate  RMBS  and  CDO  credit  ratings. 

(a)    Drive  for  Market  Share 

Prior  to  the  explosive  growth  in  revenues  generated  from  the  ratings  of  mortgage  backed 
securities,  the  credit  rating  agencies  had  a  reputation  for  exercising  independent  judgment  and 
taking  pride  in  requiring  the  information  and  performing  the  analysis  needed  to  issue  accurate 
credit  ratings.    A  journalist  captured  the  rating  agency  culture  in  a  1995  article  when  she  wrote: 
"Ask  a  [company's]  treasurer  for  his  opinion  of  rating  agencies,  and  he'll  probably  rank  them 
somewhere  between  a  trip  to  the  dentist  and  an  IRS  audit.  You  can't  control  them,  and  you  can't 
escape  them."1055 

But  a  number  of  analysts  who  worked  for  Moody's  during  the  1990s  and  into  the  new 
decade  told  the  Subcommittee  that  a  major  cultural  shift  took  place  at  the  company  around  2000. 
They  told  the  Subcommittee  that,  prior  to  2000,  Moody's  was  academically  oriented  and 
conservative  in  its  issuance  of  ratings.  That  changed,  according  to  those  interviewed,  with  the 
rise  of  Brian  Clarkson  who  worked  at  Moody's  from  1990  to  2008,  and  rose  from  Group 
Managing  Director  of  the  Global  Asset  Backed  Finance  Group  to  President  and  Chief  Operating 
Officer  of  Moody's.  These  employees  indicated  that  during  Mr.  Clarkson's  tenure  Moody's 
began  to  focus  less  on  striving  for  accurate  credit  ratings,  and  more  on  increasing  market  share 
and  "servicing  the  client,"  who  was  identified  as  the  investment  banks  that  brought  business  to 
the  firm. 

This  testimonial  evidence  that  increasing  revenues  gained  importance  is  corroborated  by 
documents  obtained  by  the  Subcommittee  during  the  course  of  its  investigation.  For  example,  in 
a  March  2000  email,  the  head  of  Moody's  Structured  Finance  Group  in  Paris  wrote  that  she  was 


1055  «Rating  tne  Rating  Agencies,"  Treasury  and  Risk  Management  (7/1995). 
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leaving  the  firm,  because  she  was  uncomfortable  with  "the  lack  of  a  strategy  I  can  clearly 
understand,  other  than  maximize  the  market  share  and  the  gross  margin  with  insufficient 
resources."1056  A  2002  Moody's  survey  of  the  Structured  Finance  Group  (SFG)  also  documents 
the  shift,  finding  that  most  employees  who  responded  to  the  survey  indicated  that  SFG  business 
objectives  included:  generating  increased  revenue;  increasing  market  share;  fostering  good 
relationships  with  issuers  and  investors;  and  delivering  high  quality  ratings  and  research. 
According  to  the  survey  results:  "When  asked  about  how  business  objectives  were  translated 
into  day-to-day  work,  most  agreed  that  writing  deals  was  paramount,  while  writing  research  and 
developing  new  products  and  services  received  less  emphasis.  Most  agreed  that  there  was  a 
strong  emphasis  on  relationships  with  issuers  and  investment  bankers."1057 

A  2003  email  sent  by  Mr.  Clarkson  to  one  of  his  senior  managers  about  the  performance 
of  the  Structured  Finance  Real  Estate  and  Derivatives  Group  further  demonstrates  the  firm's 
emphasis  on  market  share.  Mr.  Clarkson  wrote: 

"Noel  and  his  team  handled  the  increase  and  met  or  exceeded  almost  every  financial  and 
market  share  objective  and  goal  for  his  Group.  ...  Through  November  total  revenue  for 
Noel's  Group  has  grown  16%  compared  with  budgeted  growth  of  10%  with  CMBS 
[Commercial  Mortgage  Backed  Securities]  up  19%  and  Derivatives  up  14%.  This  was 
achieved  by  taking  advantage  of  increased  CMBS  issuance  volumes  and  by  meeting  or 
slightly  exceeding  market  share  objectives  for  the  Group.  The  Derivatives  team  has 
achieved  a  year  to  date  96%  market  share  compared  to  a  target  share  of  95%.  This  is 
down  approximately  2%  from  2002  primarily  due  to  not  rating  Insurance  TRUP  CDO's 
and  rating  less  subordinated  tranches.  Noel's  team  is  considering  whether  we  need  to 
refine  our  approach  to  these  securities.  The  CMBS  team  was  able  to  meet  their  target 
share  of  75%.  However  this  was  down  from  84%  market  share  in  2002  primarily  due  to 
competitor's  [sic]  easing  their  standards  to  capture  share."1058 

This  performance  analysis  notes  that  the  team  being  reviewed  put  up  a  strong  performance 
despite  competitors  "easing  their  standards  to  capture  [market]  share."  It  also  notes  that  for 
certain  CDOs  and  "less  subordinated  tranches,"  Moody's  might  "need  to  refine  our  approach." 
The  clear  emphasis  of  the  analysis  is  increasing  revenues  and  meeting  "market  share  objectives," 
and  appears  silent  with  regard  to  issuing  accurate  ratings. 

One  former  Moody's  senior  vice  president,  Mark  Froeba,  told  the  Subcommittee  that  Mr. 
Clarkson  used  fear  and  intimidation  tactics  to  make  analysts  spend  less  time  on  the  ratings 
process  and  work  more  cooperatively  with  investment  bankers.1059  At  the  Subcommittee 
hearing,  another  former  Moody's  senior  analyst,  Richard  Michalek,  described  a  meeting  that  he 


1056  3/19/2000  email  from  Catherine  Gerst  to  Debra  Perry,  Moody's  Chief  Administrative  Officer,  PSI-MOODYS- 
RFN-000039. 

1057 


1058 


5/2/2002  Moody's  SFG  2002  Associate  Survey,  prepared  by  Metrus  Group,  at  4,  Hearing  Exhibit  4/23-92a. 
12/1/2003  email  from  Brian  Clarkson  to  Noel  Kirnon,  Managing  Director  of  Real  Estate  and  Derivatives  Group, 


Hearing  Exhibit  4/23-15. 

1059  Subcommittee  intervii 

by  request  to  the  Financial  Crisis  Inquiry  Commission. 


1059  Subcommittee  interview  of  Mark  Froeba  (10/27/2010).  See  also  6/2/2010  statement  of  Mark  Froeba  submitted 
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had  with  Mr.  Clarkson  shortly  after  he  was  promoted  to  head  of  the  Structured  Finance  Group. 
Mr.  Michalek  stated: 

"In  my  'discussion,'  I  was  told  that  he  [Mr.  Clarkson]  had  met  with  the  investment  banks 
to  learn  how  our  Group  was  working  with  the  various  clients  and  whether  there  were  any 
analysts  who  were  either  particularly  difficult  or  particularly  valuable.  I  was  named  ...  as 
two  of  the  more  'difficult'  analysts  who  had  a  reputation  for  making  'too  many' 
comments  on  the  deal  documentation. 

The  conversation  was  quite  uncomfortable,  and  it  didn't  improve  when  he  described  how 
he  had  previously  had  to  fire  [another  analyst],  a  former  leader  of  the  Asset-Backed 
group  who  he  otherwise  considered  a  'good  guy.'  He  described  how,  because  of  the 
numerous  complaints  he  had  received  about  [that  analyst's]  extreme  conservatism, 
rigidity  and  insensitivity  to  client  perspective,  he  was  left  with  no  choice.  ...  He  then 
asked  me  to  convince  him  why  he  shouldn't  fire  me.  . . .  [T]he  primary  message  of  the 
conversation  was  plain:  further  complaints  from  the  'customers'  would  very  likely 
abruptly  end  my  career  at  Moody's."1060 

Several  former  Moody's  employees  have  testified  that  Moody's  employees  were  fired 
when  they  challenged  senior  management  with  a  more  conservative  approach  to  rating  RMBS 
and  CDO  securities.  According  to  Mr.  Froeba: 

"[T]he  fear  was  real,  not  rare  and  not  at  all  healthy.  You  began  to  hear  of  analysts,  even 
whole  groups  of  analysts,  at  Moody's  who  had  lost  their  jobs  because  they  were  doing 
their  jobs,  identifying  risks  and  describing  them  accurately."1061 

A  former  Managing  Director,  Eric  Kolchinsky,  one  of  the  senior  managers  in  charge  of  the 
business  line  which  rated  subprime  backed  CDOs  at  Moody's  stated: 

"Managers  of  rating  groups  were  expected  by  their  supervisors  and  ultimately  the  Board 
of  Directors  of  Moody's  to  build,  or  at  least  maintain,  market  share.  It  was  an  unspoken 
understanding  that  loss  of  market  share  would  cause  a  manager  to  lose  his  or  her  job."1062 

He  described  how  market  share  concerns  were  addressed: 

"Senior  management  would  periodically  distribute  emails  detailing  their  departments' 
market  share.  These  emails  were  limited  to  Managing  Directors  only.  Even  if  the  market 
share  dropped  by  a  few  percentage  points,  managers  would  be  expected  to  justify 


1060 
1061 


1062 


Michalek  prepared  statement,  at  13-14. 

6/2/2010  statement  of  Mark  Froeba,  submitted  by  request  to  the  Financial  Crisis  Inquiry  Commission,  at  4. 

Prepared  Statement  of  Eric  Kolchinsky,  Former  Managing  Director  at  Moody's  Investor  Service,  April  23,  2010 


Subcommittee  Hearing,  at  1. 
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'missing'  the  deals  which  were  not  rated.  Colleagues  have  described  enormous  pressure 
from  their  superiors  when  their  market  share  dipped." 


1063 


A  Moody's  email  sent  in  early  October  2007  to  Managing  Directors  of  the  CDO  Group 
illustrates  the  intense  pressure  placed  on  CDO  analysts  to  retain  or  increase  market  share,  even  in 
the  midst  of  the  onset  of  the  financial  crisis. 1064  This  email  reported  that  for  CDOs: 

"Market  share  by  deal  count  [had]  dropped  to  94%,  though  by  volume  it's  97%.  It's 
lower  than  the  98+%  in  prior  quarters.  Any  reason  for  concern,  are  issuers  being  more 
selective  to  control  costs  (is  Fitch  cheaper?)  or  is  it  an  aberration[?]"1065 

This  email  was  sent  during  the  same  period  when  Moody's  began  downgrading  CDOs  on  a  daily 
basis,  eventually  downgrading  almost  1,500  CDO  securities  with  an  original  value  likely  in  the 
tens  of  billions  in  the  last  three  months  of  2007  alone.  Despite  the  internal  recognition  at 
Moody's  that  previously  rated  CDOs  were  at  substantial  risk  for  downgrades,  the  email  shows 
management  pressing  the  CDO  Managing  Directors  about  losing  a  few  points  of  market  share  in 
the  middle  of  an  accelerating  ratings  disaster. 

The  drive  for  market  share  was  similarly  emphasized  at  S&P.  One  former  S&P 
Managing  Director  in  charge  of  the  RMBS  Ratings  Group  described  it  as  follows: 

"By  2004  the  structured  finance  department  at  S&P  was  a  major  source  of  revenue  and 
profit  for  the  parent  company,  McGraw-Hill.  Focus  was  directed  at  collecting  market 
share  and  revenue  data  on  a  monthly  basis  from  the  various  structured  finance  rating 
groups  and  forwarded  to  the  finance  staff  at  S&P."1066 

Numerous  internal  emails  illustrate  not  only  S&P's  drive  to  maintain  or  increase  market  share, 
but  also  how  that  pressure  negatively  impacted  the  ratings  process,  placing  revenue  concerns 
ahead  of  ratings  quality.  For  example,  in  a  2004  email,  S&P  management  discussed  the 
possibility  of  changing  its  CDO  ratings  criteria  in  response  to  an  "ongoing  threat  of  losing 
deals": 

"We  are  meeting  with  your  group  this  week  to  discuss  adjusting  criteria  for  rating 
CDOs  of  real  estate  assets  this  week  because  of  the  ongoing  threat  of  losing 
deals."1067 


1063  Id.  at  2. 

1064  iq/5/2007  email  from  Sunil  Surana  to  Yuri  Yoshizawa,  and  others,  "RE:  3Q  Market  Coverage-CDO,"  Hearing 
Exhibit  4/23-24a. 

1065  Id. 

1066  Prepared  statement  of  Frank  Raiter,  Former  Managing  Director  at  S&P,  April  23,  2010  Subcommittee  Hearing, 
at  5. 

we?  8/17/2004  email  from  S&P  manager,  "RE:  SF  CIA:  CDO  methodology  invokes  reactions,"  Hearing  Exhibit 
4/23-3  [emphasis  in  the  original]. 
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On  another  occasion,  in  response  to  a  2005  email  stating  that  S&P's  ratings  model 
needed  to  be  adjusted  to  account  for  the  higher  risks  associated  with  subprime  loans,  a  director  in 
RMBS  research,  Frank  Parisi,  wrote  that  S&P  could  have  released  a  different  ratings  model, 
LEVELS  6.0,  months  ago  "if  we  didn't  have  to  massage  the  sub-prime  and  Alt-A  numbers  to 
preserve  market  share."1068  This  same  director  wrote  in  an  email  a  month  later:  "Screwing  with 
criteria  to  'get  the  deal'  is  putting  the  entire  S&P  franchise  at  risk  -  it's  a  bad  idea."1069 

A  2004  email  chain  among  members  of  the  S&P  Analytical  Policy  Board,  which  set 
standards  to  ensure  integrity  for  the  ratings  process,  provides  additional  evidence  of  how  market 
share  concerns  affected  the  credit  ratings  process.  In  that  chain  of  emails,  a  senior  S&P 
manager,  Gale  Scott,  openly  expressed  concern  about  how  a  criteria  change  could  impact  market 
share  and  cause  S&P  to  lose  business.  Ms.  Scott  wrote:  "I  am  trying  to  ascertain  whether  we 
can  determine  at  this  point  if  we  will  suffer  any  loss  of  business  because  of  our  decision  and  if 
so,  how  much?  We  should  have  an  effective  way  of  measuring  the  impact  of  our  decision  over 
time."1070  After  a  colleague  reassured  her  that  he  did  not  believe  it  would  cause  a  loss  of 
business,  she  reiterated  her  concerns,  noting,  "I  think  the  criteria  process  must  include 
appropriate  testing  and  feedback  from  the  marketplace." 

On  another  occasion,  an  August  2006  email  reveals  the  frustration  that  at  least  one  S&P 
employee  in  the  Servicer  Evaluation  Group  felt  about  the  dependence  of  his  employer  on  the 
issuers  of  structured  finance  products,  going  so  far  as  to  describe  the  rating  agencies  as  having  "a 
kind  of  Stockholm  syndrome"  -  the  phenomenon  in  which  a  captive  begins  to  identify  with  the 
captor: 


"They've  become  so  beholden  to  their  top  issuers  for  revenue  they  have  all  developed  a 
kind  of  Stockholm  syndrome  which  they  mistakenly  tag  as  Customer  Value  creation.1 


,1071 


In  October  2007,  Moody's  Chief  Credit  Officer  explicitly  raised  concerns  at  the  highest 
levels  of  the  firm  that  it  was  losing  market  share  "[w]ith  the  loosening  of  the  traditional  duopoly'' 
between  Moody's  and  S&P,  noting  that  Fitch  was  becoming  an  "acceptable  substitute."1072  In  a 
memorandum  entitled,  "Credit  Policy  issues  at  Moody's  suggested  by  the  subprime/liquidity 
crisis,"  the  author  set  out  to  answer  the  question,  "how  do  rating  agencies  compete?"  1073  The 
candid  reflection  noted  that  in  an  ideal  situation  "ratings  quality"  would  be  paramount,  but  the 
need  to  maintain,  and  even  increase,  market  share,  coupled  with  pressures  exerted  by  the 
companies  seeking  credit  ratings,  were  also  affecting  the  quality  of  its  ratings.  Moody's  Chief 
Credit  Officer  wrote  the  following  lament: 


1068  3/23/2005  email  from  Frank  Parisi  to  Thomas  Warrack,  and  others,  Hearing  Exhibit  4/23-5. 

1069  g/14/2005  email  from  Frank  Parisi  to  Frank  Bruzese,  and  others,  Hearing  Exhibit  4/23-6. 

1070  11/9/2004  email  from  Gale  Scott  to  Perry  Inglis,  Hearing  Exhibit  4/23-4. 

1071  8/8/2006  email  from  Michael  Gutierrez  to  Richard  Koch,  "RE:  Loss  Severity  vs  gross/net  proceeds,"  Hearing 
Exhibit  4/23-14. 

1072 10/21/2007  Moody's  internal  email,  Hearing  Exhibit  4/23-24b.  Although  this  email  is  addressed  to  and  from  the 
CEO,  the  Chief  Credit  Officer  told  the  Subcommittee  that  he  wrote  the  memorandum  attached  to  the  email. 
Subcommittee  interview  of  Andy  Kimball  (4/15/2010). 
1073  Id. 
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"Analysts  and  MDs  [Managing  Directors]  are  continually  'pitched'  by  bankers,  issuers, 
investors  -  all  with  reasonable  arguments  -  whose  views  can  color  credit  judgment, 
sometimes  improving  it,  other  times  degrading  it  (we  'drink  the  kool-aid').  Coupled  with 
strong  internal  emphasis  on  market  share  &  margin  focus,  this  does  constitute  a  'risk'  to 
ratings  quality."1074 

By  the  time  his  memorandum  was  written,  both  Moody's  and  S&P  were  already  issuing 
thousands  of  RMBS  and  CDO  rating  downgrades,  admitting  that  their  prior  investment  grade 
ratings  had  not  accurately  reflected  the  risk  that  these  investments  would  fail. 

(b)  Investment  Bank  Pressure 

At  the  same  time  Moody's  and  S&P  were  pressuring  their  RMBS  and  CDO  analysts  to 
increase  market  share  and  revenues,  the  investment  banks  responsible  for  bringing  RMBS  and 
CDO  business  to  the  firms  were  pressuring  those  same  analysts  to  ease  rating  standards.  Former 
Moody's  and  S&P  analysts  and  managers  interviewed  by  the  Subcommittee  described,  for 
example,  how  investment  bankers  pressured  them  to  get  their  deals  done  quickly,  increase  the 
size  of  the  tranches  that  received  AAA  ratings,  and  reduce  the  credit  enhancements  protecting 
the  AAA  tranches  from  loss.  They  also  pressed  the  CRA  analysts  and  managers  to  ignore  a  host 
of  factors  that  could  be  seen  as  increasing  credit  risk.  Sometimes  described  as  "ratings 
shopping,"  the  analysts  described  how  some  investment  bankers  threatened  to  take  their  business 
to  another  credit  rating  agency  if  they  did  not  get  the  favorable  treatment  they  wanted.  The 
evidence  collected  by  the  Subcommittee  indicates  that  the  pressure  exerted  by  investment  banks 
frequently  impacted  the  ratings  process,  enabling  the  banks  to  obtain  more  favorable  treatment 
than  they  otherwise  would  have  received. 

The  type  of  blatant  pressure  exerted  by  some  investment  bankers  is  captured  in  a  2006 
email  in  which  a  UBS  banker  warned  an  S&P  senior  manager  not  to  use  a  new,  more 
conservative  rating  model  for  CDOs.  He  wrote: 

"[Hjeard  you  guys  are  revising  your  residential  mbs  [mortgage  backed  security]  rating 
methodology  -  getting  very  punitive  on  silent  seconds.  [H]eard  your  ratings  could  be  5 
notches  back  of  [Moody's]  equivalent.  [G]onna  kill  your  residential]  biz.  [M]ay  force 
us  to  do  moodyfitch  only  cdos!"1075 

When  asked  by  his  colleague  about  the  change  in  the  model,  an  S&P  senior  manager,  Thomas 
Warrack,  noted  that  the  new  model  "took  a  more  conservative  approach"  that  would  result  in 
"raising  our  credit  support  requirements  going  forward,"  but  Mr.  Warrack  was  also  quick  to  add: 
"We  certainly  did  [not]  intend  to  do  anything  to  bump  us  off  a  significant  amount  of  deals."1076 


1074  id. 

1075  5/3/2006  email  from  Robert  Morelli  (UBS)  to  Peter  Kambeseles  (S&P),  Hearing  Exhibit  4/23-11. 

1076  Id. 
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In  another  instance  in  May  2007,  an  S&P  analyst  reported  to  her  colleagues  about 
attempting  to  apply  a  default  stress  test  to  a  CDO  transaction  proposed  by  Lehman  Brothers.  She 
wrote: 

"[Tjhey  claim  that  their  competitor  investment  banks  are  currently  doing  loads  of  deals 
that  are  static  in  the  US  and  where  no  such  stress  is  applied.  . . .  [W]e'd  initially 
calculated  some  way  of  coming  up  with  the  stresses,  by  assuming  the  lowest  rated  assets 
default  first ....  [Tjhey  claim  that  once  they  have  priced  the  whole  thing,  it  is  possible 
that  the  spreads  would  change  ....  We  suggested  that  it  was  up  to  them  to  build  up  some 
cushion  at  the  time  they  price,  but  they  say  this  will  always  make  their  structures 
uneconomic  and  is  basically  unmanageable  =>  I  understand  that  to  mean  they  would  not 
take  us  on  their  deals."1077 

Her  supervisor  responded  in  part:  "I  would  recommend  we  do  something.  Unless  we  have  too 
many  deals  in  US  where  this  could  hurt." 

On  still  another  occasion  in  2004,  several  S&P  employees  discussed  the  pressure  to  make 
their  ratings  profitable  rather  than  just  accurate,  especially  when  their  competitor  employed 
lower  rating  standards: 

"We  just  lost  a  huge  Mizuho  RMBS  deal  to  Moody's  due  to  a  huge  difference  in  the 
required  credit  support  level.  It's  a  deal  that  six  analysts  worked  through  Golden  Week 
so  it  especially  hurts.  What  we  found  from  the  arranger  was  that  our  support  level  was  at 
least  10%  higher  than  Moody's.  . . .  Losing  one  or  even  several  deals  due  to  criteria 
issues,  but  this  is  so  significant  that  it  could  have  an  impact  in  the  future  deals.  There's 
no  way  we  can  get  back  on  this  one  but  we  need  to  address  this  now  in  preparation  for  the 
future  deals."1078 

Other  emails  illustrate  the  difficulty  of  upgrading  the  ratings  models,  because  of  the 
potential  disruption  to  securitizations  in  the  process  of  being  rated.  Some  investment  banks 
applied  various  types  of  pressure  to  maintain  the  status  quo,  despite  the  fact  that  the  newer 
models  were  considered  more  accurate.  In  a  February  2006  email  to  an  S&P  analyst,  for 
example,  an  investment  banker  from  Citigroup  wrote: 

"I  am  VERY  concerned  about  this  E3  [new  CDO  rating  model].  If  our  current 
struc[ture],  which  we  have  been  marketing  to  investors  . . .  doesn't  work  under  the  new 
assumptions,  this  will  not  be  good.  Happy  to  comply,  if  we  pass,  but  will  ask  for  an 
exception  if  we  fail."1079 


1077 
1078 


5/23/2007  email  from  Claire  Robert  to  Lapo  Guadagnuolo,  and  others,  Hearing  Exhibit  4/23-31. 

5/25/2004  email  from  Yu-Tsung  Chang  to  Joanne  Rose  and  Pat  Jordan,  "Competition  with  Moody's,"  Hearing 


Exhibit  4/23-2. 

1079  2/16/2006  email  from  Edward  Tang  (Citigroup)  to  Lina  Kharnak  (S&P),  Hearing  Exhibit  4/23-8. 
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In  another  instance  from  May  2005,  an  investment  banker  from  Nomura  in  the  middle  of 
finalizing  a  securitization  raised  concerns  that  S&P  was  not  only  failing  to  provide  the  desired 
rating,  but  that  a  new  model  could  make  the  situation  worse.  He  wrote: 

"My  desire  is  to  keep  S&P  on  all  of  my  deals.  I  would  rather  not  drop  S&P  from  the 
upcoming  deal,  particularly  if  it  ends  up  being  for  only  a  single  deal  until  the  new  model 
is  in  place.  Can  you  please  review  the  approval  process  on  this  deal?"1080 

Initially  hesitant,  S&P  analysts  ultimately  decided  to  recommend  approval  of  the  deal  in  line 
with  the  banker's  proposal. 

The  same  pressure  was  applied  to  Moody's  analysts.  In  an  April  2007  email,  for 
example,  a  SunTrust  Bank  employee  told  Moody's: 

"SunTrust  is  disconcerted  by  the  dramatic  increase  in  Moody's  loss  coverage  levels  given 
initial  indications.  . . .  Our  entire  team  is  extremely  concerned. ...  Each  of  the  other 
agencies  reduced  their  initial  levels,  and  the  material  divergence  between  Moody's  levels 
and  the  other  agencies  seems  unreasonable  and  unwarranted  given  our  superior  collateral 
and  minimal  tail  risk."1081 

On  another  occasion  in  March  2007,  a  Moody's  analyst  emailed  a  colleague  about 
problems  she  was  having  with  someone  at  Deutsche  Bank  after  Moody's  suggested  adjustments 
to  the  deal:  "[The  Deutsche  Bank  investment  banker]  is  pushing  back  dearly  saying  that  the  deal 
has  been  marketed  already  and  that  we  came  back  'too  late'  with  this  discovery  ....  She  claims 
it's  hard  for  them  to  change  the  structure  at  this  point."1082 

Special  Treatment.  Documents  obtained  by  the  Subcommittee  indicate  that  investment 
bankers  who  complained  about  rating  methodologies,  criteria,  or  decisions  were  often  able  to 
obtain  exceptions  or  other  favorable  treatment.  In  many  instances,  the  decisions  made  by  the 
credit  rating  agencies  appeared  to  cross  over  from  the  healthy  give  and  take  involved  in  complex 
analysis  to  concessions  made  to  prevent  the  loss  of  business.  While  the  former  facilitates 
efficient  transactions,  the  second  distorts  the  market  and  hurts  investors. 

In  a  February  2007  email  directed  to  Moody's,  for  example,  a  Chase  investment  banker 
complained  that  a  transaction  would  receive  a  significantly  lower  rating  than  the  same  product 
was  slated  to  receive  from  another  rating  agency:  "There's  going  to  be  a  three  notch  difference 
when  we  print  the  deal  if  it  goes  out  as  is.  I'm  already  having  agita  about  the  investor  calls  I'm 
going  to  get."  Upon  conferring  with  a  colleague,  the  Moody's  manager  informed  the  banker  that 
Moody's  was  able  to  make  some  changes  after  all:  "I  spoke  to  Osmin  earlier  and  confirmed  that 


1080  5/6/2005  email  from  Robert  Gartner  (Nomura)  to  Thomas  Warrack  (S&P),  PSI-S&P-RFN-000024-28,  at  28. 
io8i  4/12/2007  email  from  Patrick  DellaValle  (SunTrust)  to  David  Teicher  (Moody's),  and  others,  PSI-MOODYS- 
RFN-000032. 

1082 


3/8/2007  email  from  Karen  Ramallo  to  Yakov  Krayn,  Hearing  Exhibit  4/23-22. 
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Jason  is  looking  into  some  adjustments  to  his  [Moody's]  methodology  that  should  be  a  benefit  to 
you  folks. 


,1083 


In  another  instance,  a  difference  of  opinion  arose  between  Moody's  and  UBS  over  how  to 
rate  a  UBS  transaction  known  as  Lancer  II.  One  senior  Moody's  analyst  wrote  to  her  colleagues 
that,  given  the  "time  line  for  closing"  the  deal,  they  should  side  with  the  investment  bank:  "I 
agree  that  what  the  [Moody's  rating]  committee  was  asking  is  reasonable,  but  given  the  other 
modeling  related  issues  and  the  time  line  for  closing,  I  propose  we  let  them  go  with  the  CDS  Cp 
criteria  for  this  deal."1084 

S&P  made  similar  concessions  while  rating  three  deals  for  Bear  Stearns  in  2006.  An 
analyst  wrote: 

"Bear  Stearns  is  currently  closing  three  deals  this  month  which  ha[ve]  40  year  mortgages 
(negam)  ....  There  was  some  discrepancy  in  that  they  were  giving  some  more  credit  to 
recoveries  than  we  would  like  to  see.  . . .  [I]t  was  agreed  that  for  the  deals  this  month  we 
were  OK  and  they  would  address  this  issue  for  deals  going  forward."1085 

While  the  rating  process  involved  some  level  of  subjective  discretion,  these  electronic 
communications  make  it  clear  that  in  many  cases,  close  calls  were  made  in  favor  of  the  customer. 

An  exception  made  one  time  often  turned  into  further  exceptions  down  the  road.  In 
August  2006,  for  example,  an  investment  banker  from  Morgan  Stanley  tried  to  leverage  past 
exceptions  into  a  new  one,  couching  his  request  in  the  context  of  prior  deals: 

"When  you  went  from  [model]  2.4  to  3.0,  there  was  a  period  of  time  where  you  would 
rate  on  either  model.  I  am  asking  for  a  similar  'dual  option'  window  for  a  short  period.  I 
do  not  think  this  is  unreasonable." 

A  frustrated  S&P  manager  resisted,  saying:  "You  want  this  to  be  a  commodity  relationship  and 
this  is  EXACTLY  what  you  get."    But  even  in  the  midst  of  his  defense,  the  same  S&P  manager 
reminded  the  banker  how  often  he  had  granted  exceptions  in  other  transactions:  "How  many 
times  have  I  accommodated  you  on  tight  deals?  Neer,  Hill,  Yoo,  Garzia,  Nager,  May,  Miteva, 
Benson,  Erdman  all  think  I  am  helpful,  no?"1086 


loss  2/20/2007  email  from  Mark  DiRienz  (Moody's)  to  Robert  Miller  (Chase),  PSI-MOODYS-RFN-000031.  See 

also  4/27/2006  email  from  Karen  Ramallo  to  Wioletta  Frankowicz  and  others,  Hearing  Exhibit  4/23-18  ("For 

previous  synthetic  deals  this  wasn't  as  much  of  an  issue  since  the  ARM  %  wasn't  as  high,  and  ...  at  this  point,  I 

would  feel  comfortable  keeping  the  previously  committed  levels  since  such  a  large  adjustment  would  be  hard  to 

explain  to  Bear  ....  So  unless  anybody  objects,  Joe  and  I  will  tell  Bear  that  the  levels  stand  where  they  were 

previously."). 

1084  5/23/2007  email  from  Yvonne  Fu  to  Arnaud  Lasseron,  PSI-MOODYS-RFN-000013. 

loss  2/23/2006  email  from  Errol  Arne  to  Martin  Kennedy,  and  others,  "Request  for  prioritization,"  PSI-S&P-RFN- 

000032. 

1086  8/1/2006  email  from  Elwyn  Wong  (S&P)  to  Shawn  Stoval  (Morgan  Stanley)  and  Belinda  Ghetti  (S&P),  Hearing 

Exhibit  4/23-13. 
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Some  rating  analysts  who  granted  exceptions  to  firm  policies,  and  then  tried  to  limit  those 
exceptions  in  future  deals,  found  it  difficult  to  do.  In  June  2007,  for  example,  a  Moody's  analyst 
agreed  to  an  exception,  while  warning  that  no  exceptions  would  be  made  in  future  transactions: 

"This  is  an  issue  we  feel  strongly  about  and  it  is  a  published  Moody's  criteria.  We  are 
making  an  exception  for  this  deal  only.  . . .  Going  forward  this  has  to  be  effective  date 
level.  I  would  urge  you  to  let  your  colleagues  know  as  well  since  we  will  not  be  in  a 
position  to  give  in  on  this  issue  in  future  deals."1087 

A  similar  scenario  played  out  at  S&P.  A  Goldman  Sachs  banker  strongly  objected  to  a 
rating  decision  on  a  CDO  called  Abacus  2006-12: 

"I  would  add  that  this  scenario  is  very  different  from  an  optional  redemption  as  you  point 
out  below  since  the  optional  redemption  is  at  Goldman's  option  and  a  stated  maturity  is 
not.  We  therefore  cannot  settle  for  the  most  conservative  alternative  as  I  believe  you  are 
suggesting." 

The  S&P  director  pushed  back,  saying  that  what  Goldman  wanted  was  "a  significant  departure 
from  our  current  criteria,"  but  then  suggested  an  exception  could  be  made  if  it  were  limited  to  the 
CDO  at  hand  and  did  not  apply  to  future  transactions: 

"As  you  point  out,  it  is  a  conservative  position  for  S&P  to  take,  but  it  is  one  we've  taken 
with  all  Dealers.  Since  time  is  of  the  essence,  this  may  be  another  issue  that  we  table  for 
2006-12  [the  CDO  under  consideration],  but  would  have  to  be  addressed  in  future 

trades."1088 

But  a  Moody's  analyst  showed  how  difficult  it  was  to  allow  an  exception  once  and 
demand  different  conduct  in  the  future: 

"I  am  worried  that  we  are  not  able  to  give  these  complicated  deals  the  attention  they 
really  deserve,  and  that  they  [Credit  Suisse]  are  taking  advantage  of  the  'light'  review  and 
the  growing  sense  of  'precedent'. 

As  for  the  precedential  effects,  we  had  indicated  that  some  of  the  'fixes'  we  agreed  to  in 
Qian's  deal  were  'for  this  deal  only'  . . .  When  I  asked  Roland  if  they  had  given  further 
thought  to  a  more  robust  approach,  he  said  (unsurprisingly)  that  they  had  no  success  and 
could  we  please  accept  the  same  [stopgap]  measure  for  this  deal."1089 


1087  6/28/2007  email  from  Pooja  Bharwani  (Moody's)  to  Frank  Li  (Citigroup),  and  others,  PSI-MOODYS-RFN- 
000019. 

1088  4/23/2006  email  from  Chris  Meyer  (S&P)  to  Geoffrey  Williams  and  David  Gerst  (Goldman  Sachs),  and  others, 
PSI-S&P-RFN-000002.  See  also  5/1/2006  email  from  Matthew  Bieber  (Goldman  Sachs)  to  Malik  Rashid  (S&P), 
and  others,  PSI-S&P-RFN-000008-11,  at  9  ("GS  has  not  agreed  to  this  hold  back  provision  in  any  of  our  previous 
transactions  (including  the  ABACUS  deal  that  just  closed  last  week)  -  and  we  cannot  agree  to  it  in  this  deal."). 

1089  5/1/2oo6  email  from  Richard  Michalek  to  Yuri  Yoshizawa,  Hearing  Exhibit  4/23-19;  see  also  5/23/2007  email 
from  Eric  Kolchinsky  to  Yuri  Yoshizawa  and  Yvonne  Fu,  PSI-MOODYS-RFN-000011  ("In  that  case,  should  we 
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Linking  a  Rating  to  a  Fee.  On  at  least  one  occasion,  an  investment  bank  seeking  a 
credit  rating  attempted  to  link  the  ratings  it  would  receive  with  the  amount  of  fees  it  would  pay. 
In  June  2007,  Merrill  Lynch  was  seeking  a  rating  from  Moody's  for  a  CDO  known  as  Belden 
Point.1090  Moody's  agreed  to  rate  the  CDO,  but  only  for  a  higher  than  usual  fee  using  a 
"complex  CDO  fee  schedule."1091  Merrill  Lynch  responded:  "[N]o  one  here  has  ever  heard  or 
seen  this  fee  structure  applied  for  any  deal  in  the  past.  Could  you  point  us  to  a  precedent  deal 
where  we  have  approved  this?"1092  Moody's  replied: 

"[W]e  do  not  view  this  transaction  as  a  standard  CDO  transaction  and  the  rating  process 
so  far  has  already  shown  that  the  analysis  for  this  deal  is  far  more  involved  and  will 
continue  to  be  so.  We  have  spent  significant  amount  of  resource [s]  on  this  deal  and  it 
will  be  difficult  for  us  to  continue  with  this  process  if  we  do  not  have  an  agreement  on  the 
fee  issue."1093 

The  next  day,  Merrill  Lynch  wrote: 

"We  are  okay  with  the  revised  fee  schedule  for  this  transaction.  We  are  agreeing  to  this 
under  the  assumption  that  this  will  not  be  a  precedent  for  any  future  deals  and  that  you 
will  work  with  us  further  on  this  transaction  to  try  and  get  to  some  middle  ground  with 
respect  to  the  ratings."1094 

Moody's  responded: 

"We  agree  that  this  will  not  be  a  precedent  for  future  deals  by  default  and  we  will  discuss 
with  you  on  a  case  by  case  basis  if  [the]  Complex  CDO  rating  application  should  be 
applied  to  future  deals.  We  will  certainly  continue  working  with  you  on  this  transaction, 
but  analytical  discussions/outcomes  should  be  independent  of  any  fee  discussions."1095 

Vertical  CDO.  A  transaction  known  as  Vertical  ABS  CDO  2007-1  helps  illustrate  how 
imbalanced  the  relationship  between  investment  bankers  and  rating  analysts  became.  In 
connection  with  that  CDO,  an  investment  banker  from  UBS  failed  to  cooperate  with  S&P  rating 
analysts  requesting  information  to  analyze  the  transaction. 

On  March  30,  2007,  an  S&P  analyst  wrote  that  UBS  wanted  to  close  the  deal  in  ten  days, 
but  was  not  providing  the  information  S&P  needed: 

exclude  any  mention  of  the  one  notch  rule  from  the  general  communication?  Instead,  we  should  give  comm[ittee] 
chairs  the  discretion  to  apply  the  rule  as  they  see  fit.  In  this  way,  there  is  less  of  a  chance  of  it  getting  back  to  the 
bankers  as  a  'general  rule'.  They  are  more  likely  to  know  it  as  something  that  only  applies,  as  a  concession,  on  the 
deal  that  they  are  working  on."). 

1090  See  6/11/2007  email  exchange  between  Merrill  Lynch  and  Moody's,  Hearing  Exhibit  4/23-23. 

1091  Id. 

1092  Id. 

1093  Id. 

1094  Id. 

1095  6/12/2007  email  from  Moody's  to  Merrill  Lynch,  Hearing  Exhibit  4/23-23  Addendum. 
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"Sarah  and  I  have  been  working  with  James  Yao  from  UBS  but  we  have  not  been  getting 
cooperation  from  him.  He  has  told  me  that  I  am  jeopardizing  the  deal.  ...  This  is  the 
third  time  that  he  refuses  to  model  the  cashflow  according  to  the  Indenture  and 
Criteria."1096 

A  few  days  later,  in  an  April  5,  2007  instant  message,  one  S&P  analyst  wrote:  "[W]hat 
happened?  ...  [I]  heard  some  fury."  His  colleague  responded  that  it  was  Mr.  Yao,  the  UBS 
banker.1097  Later  the  same  day,  an  S&P  manager  wrote  that  the  three  analysts: 

"[W]ould  like  to  give  us  a  heads-up  with  respect  to  the  lack  of 
responsiveness/cooperation  from  UBS  ...  on  Vertical  2007-1.  There  seems  to  be  a 
general  lack  of  interest  to  work  WITH  us,  incorporate  our  comments,  or  modeling  to  our 
criteria.  Based  on  their  collective  difficult  experience  so  far,  our  analysts  estimate  a 
smooth  closing  is  unlikely.  (The  behavior  is  not  limited  to  this  deal  either.)"  1098 

An  S&P  senior  director  responded: 

"Vertical  is  politically  closely  tied  to  B  of  A  -  and  is  mostly  a  marketing  shop  -  helping 
to  take  risk  off  books  of  B  o  A.  Don't  see  why  we  have  to  tolerate  lack  of  cooperation. 
Deals  likely  not  to  perform."1099 

Despite  the  uncooperative  investment  banker  and  prediction  that  the  CDO  was  unlikely  to 
perform,  S&P  analysts  continued  to  work  hard  on  the  rating.  One  of  the  analysts  sent  an  email  to 
her  colleagues  describing  their  efforts  to  get  the  CDO  to  pass  tests  for  issuing  investment  grade 
ratings: 

"Just  wanted  to  let  you  know  that  this  deal  is  closing  and  going  Effective  next  Tuesday, 
but  our  rated  Equity  tranche  (BBB)  is  failing  in  our  cashflow  modeling. 

"Sarah  tried  a  lot  of  ways  to  have  the  model  passed.  Unfortunately  we  are  still  failing  by 
lbp  [basis  point],  without  any  stress  runs  and  without  modeling  certain  fees  (anticipated 
to  be  minimal). 

"In  addition,  we  already  incorporated  the  actual  ramped  up  portfolio,  and  not  a 


hypothetical  one,  for  this  exercise." 


1100 


After  another  day  of  work,  the  analyst  reported  she  had  found  a  "mistake"  that,  when 
corrected,  would  allow  Vertical  to  get  the  desired  investment  grade  credit  ratings: 


1096  3/30/2007  email  from  Lois  Cheng,  "Vertical  ABS  CDO  2007-1,  Ltd.  UBS,"  Hearing  Exhibit  4/23-94c. 

1097  4/5/2007  instant  message  exchange  between  Brian  Trant  and  Shannon  Mooney,  Hearing  Exhibit  4/23-94a. 

1098  4/5/2007  email  from  Bujiang  Hu  to  Peter  Kambeseles,  and  others,  Hearing  Exhibit  4/23-94b  [emphasis  in  the 
original]. 

1099  4/5/2007  email  from  James  Halprin  to  Bujiang  Hu  and  others,  Hearing  Exhibit  4/23-94b. 

1100  4/5/2007  email  from  Lois  Cheng  to  Brian  O'Keefe  and  Peter  Kambeseles,  and  others,  Hearing  Exhibit  4/23-94c. 
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"Just  wanted  to  update  you  guys  on  Vertical.  The  model  is  passing  now.  We  found  a 
mistake  in  the  waterfall  modeling  that  was  more  punitive  than  necessary.  James  Yao  [the 
UBS  investment  banker]  has  been  notified  and  is  probably  having  a  chuckle  at  our 
expense.  I  still  feel  that  his  attitude  toward  our  rating  process  and  our  team  still  needs  to 
be  addressed  in  some  way.: 


,1101 


These  emails  show  S&P  analysts  expending  great  effort  to  provide  favorable  ratings  to  the  UBS 
CDO,  despite  concerns  about  its  creditworthiness.1102 

On  April  10,  2007,  just  three  months  before  the  July  2007  mass  downgrades  of  subprime 
RMBS,  S&P  issued  ratings  for  the  Vertical  securitization.  All  but  one  of  the  nine  tranches  were 
given  investment  grade  ratings,  with  the  top  three  receiving  AAA.  Moody's  issued  similar 
ratings.1103 

Four  months  later  in  August  2007,  all  but  the  top  three  tranches  were  put  on  credit 
watch.1104   Two  months  after  that,  in  October,  Moody's  downgraded  all  but  one  of  the  Vertical 
securities  to  junk  status.1105  In  2008,  the  CDO  was  liquidated.1106  The  chart  below  shows  how 
the  various  tranches  were  originally  rated  by  S&P,  only  to  be  downgraded  to  a  D — the  rating 
given  to  securities  in  default. 


COLLATERAL  TYPE 

RATING 

ORIGINAL 

11/1/2007 

1/31/2010 

829994 

Vertical  ABS  CDO  2007-1 ,  I  Hi 

CDO.HYB.MZ.CDO.OF.ABS 

4/*  O/20O7 

AAA 

AAA 

"— D— 

829994 

Vertical  ABS  CDO  2007-1 ,  Lid 

CDO.HYB.MZ.CDO.OF.ABS 

4/10/2007 

AAA 

AAA 

D 

829994 

Vertical  ABS  CDO  2007-1 ,  Ltd 

Cr>O.HYR.M7.Cna.OF.ABS 

4/1 0/20  07 

AAA 

AAA 

n 

829994 

Vertical  ABS  CDO  2007-1 .  Ltd 

CDO.HYB.MZCDO.OF  ABS 

4/1 0/20  07 

AA 

AA 

n 

829994 

Vertical  ABS  CDO  2007-1 .  Ltd 

CDO.HYB.MZ.CDO.OF.ABS 

4/1 0/20  07 

A 

A 

D 

829994 

Wr1lr3llAHS(:i)C);TO/-1.l  Id 

CD0.-VBA1Z.C30.CFABS 

4/1 0/20  07 

EBB 

3B3 

D 

829994 

Vertical  AUK  CI  )0  7iH.V-1.  I  Id 

CDO.HYB.MZ.CDO.OF.ABS 

4/1 0/20  07 

BBB- 

BBB- 

D 

829994 

Vertical  ABS  "DC  2'.'C7  1,  Lid 

CDO.HYB.MZ.CDO.OF.ABS 

4/1 0/20  07 

BB 

BB 

D 

829994 

Vertical  ABS  CDO  2007  1 ,  Lid 

c:ik;    -i;  \.i/r.:.:o<:i  auk 

4/10/2007 

BBB- 

BBB- 

D 

4/6/2007  email  from  Lois  Cheng  to  Brian  O'Keefe  and  Peter  Kambeseles,  and  others,  Hearing  Exhibit  4/23-94c. 

1102  For  a  similar  situation  involving  an  RMBS,  see  2/8/2006  email  exchange  among  S&P  analysts,  "EMC 
Compares,"  PSI-SP-000362,  Hearing  Exhibit  4/23-7  (describing  how  an  analyst  worked  to  find  a  way  to  reduce  the 
size  of  the  cushion  that  an  RMBS  had  to  set  aside  to  protect  its  investment  grade  tranches  from  loss,  and  found  that 
changing  the  way  first  loan  payment  dates  were  reported  in  LEVELS  would  produce  a  slight  reduction;  a  colleague 
responded:  "I  don't  think  this  is  enough  to  satisfy  them.  What's  the  next  step?"). 

1103  4/2007  Moody's  internal  memorandum  from  Saiyid  Islam  and  Peter  Hallenbeck  to  the  Derivatives  Rating 
Committee,  Hearing  Exhibit  4/23-94d.  Moody's  gave  investment  grade  ratings  to  seven  of  the  eight  tranches  it 
rated,  including  AAA  ratings  to  the  top  three  tranches. 

1104  Moody's  downgrade  of  Vertical  ABS  CDO  2007-1,  Hearing  Exhibit  4/23-94k. 

1105  Id.;  10/25/2007  "Moody's  Downgrades  Vertical  ABS  CDO  2007-1  Notes;  Further  Downgrades  Possible," 
Moody's;  1/14/2008  and  6/23/2008  "Moody's  downgrades  ratings  of  Notes  issued  by  Vertical  ABS  CDO  2007-1, 
Ltd.,"  Moody's;  9/11/2008  "Moody's  withdraws  ratings  of  Notes  issued  by  34  ABS  CDOs,"  Moody's.  Moody's 
downgraded  all  but  the  super  senior  Vertical  tranche  to  junk  status  in  October  2007,  just  six  months  after  giving 
investment  grade  ratings  to  seven  of  the  eight  tranches  it  rated.  See  10/24/2007  email  from  Jonathan  Polansky  to 
Moody's  colleagues,  Hearing  Exhibit  4/23-94L  S&P  followed  suit  on  November  14,  2007,  downgrading  all  but  two 
of  Vertical's  tranches,  with  five  falling  to  junk  status.   11/14/2007  "112  Ratings  Lowered  on  21  U.S.  Cash  Flow, 
Hybrid  CDOs  of  ABS;  $4.689B  In  Securities  Affected,"  S&P. 

1106  9/11/2008  "Moody's  Withdraws  Ratings  of  Notes  Issued  by  34  ABS  CDOs,"  Moody's. 


286 

One  of  the  purchasers  of  Vertical  securities,  a  hedge  fund  called  Pursuit  Partners,  sued 
UBS,  S&P,  and  Moody's  over  the  quick  default.  Both  credit  rating  agencies  filed  successful 
motions  to  be  dismissed  from  the  lawsuit,  but  the  court  ordered  UBS  to  set  aside  $35  million  for 
a  possible  award  to  the  investor.  The  investor  had  found  internal  UBS  emails  calling  the 
investment  grade  Vertical  securities  "crap."1107 

Barring  Analysts.  Rating  analysts  who  insisted  on  obtaining  detailed  information  about 
transactions  sometimes  became  unpopular  with  investment  bankers  who  pressured  the  analysts' 
directors  to  have  them  barred  from  rating  their  deals.  One  Moody's  analyst,  Richard  Michalek, 
testified  before  the  Subcommittee  that  he  was  prohibited  from  working  on  RMBS  transactions 
for  several  banks  because  he  scrutinized  deals  too  closely.  He  stated: 

"During  my  tenure  at  Moody's,  I  was  explicitly  told  that  I  was  'not  welcome'  on  deals 
structured  by  certain  banks.  ...  I  was  told  by  my  then-current  managing  director  in  2001 
that  I  was  'asked  to  be  replaced'  on  future  deals  by  . . .  CSFB  [Credit  Suisse  First  Boston], 
and  then  at  Merrill  Lynch.  Years  later,  I  was  told  by  a  different  managing  director  that  a 
CDO  team  leader  at  Goldman  Sachs  also  asked,  while  praising  the  thoroughness  of  my 
work,  that  after  four  transactions  he  would  prefer  another  lawyer  be  given  an  opportunity 
to  work  on  his  deals."1108 

This  analyst's  claim  was  corroborated  by  the  Moody's  Managing  Director  who  was  his  superior 
at  the  time.1109 

At  the  Subcommittee's  April  23  hearing,  Yuri  Yoshizawa,  the  Senior  Managing  Director 
of  Moody's  Derivatives  Group  testified  that  the  relationship  between  CDO  analysts  and 
investment  banks  "could  get  very  contentious  and  very  abusive."1110  She  testified  that  she  did 
get  complaints  from  investment  banks  who  wanted  analysts  removed  from  conducting  their 
ratings,  because  they  were  unhappy  with  those  analysts.  She  testified  that  "[tjhere  was  always 
pressure  from  banks,  including  [removing  analysts  from  transactions]."1111  She  stated  that  she 
did,  in  fact,  remove  analysts  from  rating  certain  banks'  transactions,  but  claimed  she  did  so  to 
protect  the  analysts  from  abuse  rather  than  to  appease  the  complaining  bank.1112  When  asked 
whether  she  ever  protected  her  analysts  by  instead  banning  the  abusive  bank  employee  from 
Moody's  interactions,  she  could  not  recall  taking  that  action. 


1107  8/28/2007  email  from  Evan  Malik  (UBS)  to  Hugh  Corcoran  (UBS)  regarding  Pursuit  Partners'  purchase  of 
Vertical  securities,  Hearing  Exhibit  4/23-94n. 

1108  Michalek  prepared  statement  at  16. 

1109  Prepared  statement  of  Gary  Witt,  Former  Managing  Director,  Moody's  Investors  Service,  submitted  by  request 
to  the  Financial  Crisis  Inquiry  Commission  (6/2/2010)  at  6-7. 

1110  April  23,  2010  Subcommittee  Hearing  at  64.  Employees  from  both  Moody's  and  S&P  confirmed  this  abusive 
conduct  in  interviews  with  the  Subcommittee,  which  was  also  corroborated  in  emails.  Subcommittee  interviews  of 
Richard  Michalek  (1/18/2010)  and  Eric  Kolchinsky  (10/7/2009).  See  also,  e.g.,  4/6/2007  email  from  Lois  Cheng  to 
Brian  O'Keefe  and  Peter  Kambeseles,  and  others,  Hearing  Exhibit  4/23-94c. 

1111  April  23,  2010  Subcommittee  Hearing  at  65. 

1112  Id.  at  64,  66. 
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Ratings  Shopping.  It  is  not  surprising  that  credit  rating  agencies  at  times  gave  into 
pressure  from  the  investment  banks  and  accorded  them  undue  influence  in  the  ratings  process. 
The  rating  companies  were  directly  dependent  upon  investment  bankers  to  bring  them  business 
and  were  vulnerable  to  threats  that  the  investment  bankers  would  take  their  business  elsewhere  if 
they  did  not  get  the  ratings  they  wanted.  Moody's  Chief  Credit  Officer  told  the  Subcommittee 
staff  that  ratings  shopping,  the  practice  in  which  investment  banks  chose  the  credit  rating  agency 
offering  the  highest  rating  for  a  proposed  transaction,  was  commonplace  prior  to  2008. 1113 

Ratings  shopping  inevitably  weakens  standards  as  each  credit  rating  agency  seeks  to 
provide  the  most  favorable  rating  to  win  business.  It  is  a  conflict  of  interest  problem  that  results 
in  a  race  to  the  bottom  -  with  every  credit  rating  agency  competing  to  produce  credit  ratings  to 
please  its  paying  clients.  Moody's  CEO  described  the  problem  this  way:  "What  happened  in  '04 
and  '05  with  respect  to  subordinated  tranches  is  that  our  competition,  Fitch  and  S&P,  went  nuts. 
Everything  was  investment  grade.  It  didn't  really  matter."1114 

All  of  the  witnesses  who  were  questioned  about  ratings  shopping  during  the 
Subcommittee's  hearing  confirmed  its  existence: 

Senator  Levin:  Ms.  Yoshizawa  [Senior  Managing  Director,  Moody's  Derivatives 
Group],  we  were  advised  by  Moody's  Chief  Credit  Officer  that  it  was  common 
knowledge  that  ratings  shopping  occurred  in  structured  finance.  In  other  words, 
investment  bankers  sought  ratings  from  credit  rating  agencies  who  would  give  them  their 
highest  ratings.  Would  you  agree  with  that? 

Ms.  Yoshizawa:  I  agree  that  credit  shopping  does  exist,  yes. 

Senator  Levin:  Ms.  Barnes  [Managing  Director,  S&P  RMBS  Group],  would  you  agree 
that  the  same  thing  existed  in  your  area? 

Ms.  Barnes:  Yes,  Mr.  Chairman.1115 

Moody's  CEO,  Ray  McDaniel  echoed  this  concern  during  the  hearing: 

Senator  Levin:  There  are  a  lot  of  interesting  things  there  that  your  Chief  Credit  Officer, 
Mr.  Kimball,  wrote  in  October  of  2007  ....  One  of  the  things  he  wrote,  and  this  is  under 
market  share,  he  says  in  paragraph  five,  'Ideally,  competition  would  be  primarily  on  the 
basis  of  ratings  quality'  -  that  is  ideally  -  'with  a  second  component  of  price  and  a  third 


1113  Subcommittee  interview  of  Andy  Kimball  (4/15/2010).   See  also  2007  Moody's  draft  "2007  Operating  Plan: 
Public  Finance,  Global  Structured  Finance  and  Investor  Services,"  prepared  by  Brian  Clarkson,  MIS-OCIE-RMBS- 
0419014-53,  at  25.  In  a  draft  presentation  Clarkson  wrote:  "Challenges  for  2007  ...  Competitive  issues  (ex.  Rating 
inflation,  successful  rating  shopping  ....)."  He  also  noted  in  the  presentation  "increased  'rating  shopping'  by  market 
participants." 

1114  9/10/2007  Transcript  of  Raymond  McDaniel  at  Moody's  MD  Town  Hall  Meeting,  at  63,  Hearing  Exhibit  4/23- 
98. 

1115  April  23,  2010  Subcommittee  Hearing  at  66-67. 
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component  of  service.  Unfortunately,  of  the  three  competitive  factors,  rating  quality  is 
proving  the  least  powerful.'  ...  'It  turns  out  that  ratings  quality  has  surprisingly  few 
friends;  issuers  want  high  ratings;  investors  don't  want  rating  downgrades;  short-sighted 
bankers  labor  short-sightedly  to  game  the  rating  agencies  for  a  few  extra  basis  points  on 
execution.'  Would  you  agree  with  that? 

Mr.  McDaniel:  In  this  section,  he  is  talking  about  the  issue  of  rating  shopping,  and  I 
agree  that  that  existed  then  and  exists  now.1116 

(3)  Inaccurate  Models 

The  conflict  of  interest  problem  was  not  the  only  reason  that  Moody's  and  S&P  issued 
inaccurate  RMBS  and  CDO  credit  ratings.  Another  problem  was  that  the  credit  rating  models 
they  used  were  flawed.  Over  time,  from  2004  to  2006,  S&P  and  Moody's  revised  their  rating 
models,  but  never  enough  to  produce  accurate  forecasts  of  the  coming  wave  of  mortgage 
delinquencies  and  defaults.  Key  problems  included  inadequate  performance  data  for  the  higher 
risk  mortgages  flooding  the  mortgage  markets  and  inadequate  correlation  factors. 

In  addition,  the  companies  failed  to  provide  their  ratings  personnel  with  clear,  consistent, 
and  comprehensive  criteria  to  evaluate  complex  structured  finance  deals.  The  absence  of 
effective  criteria  was  particularly  problematic,  because  the  ratings  models  did  not  conclusively 
determine  the  ratings  for  particular  transactions.  Instead,  modeling  results  could  be  altered  by 
the  subjective  judgment  of  analysts  and  their  supervisors.  This  subjective  factor,  while 
unavoidable  due  to  the  complexity  and  novelty  of  the  transactions  being  rated,  rendered  the 
process  vulnerable  to  improper  influence  and  inflated  ratings. 

(a)  Inadequate  Data 

CRA  analysts  relied  on  their  firm's  quantitative  rating  models  to  calculate  the  probable 
default  and  loss  rates  for  particular  pools  of  assets.  These  models  were  handicapped,  however, 
by  a  lack  of  relevant  performance  data  for  the  high  risk  residential  mortgages  supporting  most 
RMBS  and  CDO  securities,  by  a  lack  of  mortgage  performance  data  in  an  era  of  stagnating  or 
declining  housing  prices,  by  the  credit  rating  agencies'  unwillingness  to  devote  sufficient 
resources  to  update  their  models,  and  by  the  failure  of  the  models  to  incorporate  accurate 
correlation  assumptions  predicting  how  defaulting  mortgages  might  affect  other  mortgages. 

Lack  of  High  Risk  Mortgage  Performance  Data.  The  CRA  models  failed,  in  part, 
because  they  relied  on  historical  data  to  predict  how  RMBS  securities  would  behave,  and  the 
models  did  not  use  adequate  performance  data  in  the  development  of  criteria  to  rate  subprime 
and  other  high  risk  mortgages  that  proliferated  in  the  housing  market  in  the  years  leading  up  to 
the  financial  crisis.  From  2004  through  2007,  many  RMBS  and  CDO  securities  were  comprised 
of  residential  mortgages  that  were  not  like  those  that  had  been  modeled  in  the  past.  As  one  S&P 
email  observed: 


1116  April  23,  2010  Subcommittee  Hearing  at  100-101. 
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"[T]he  assumptions  and  the  historical  data  used  [in  the  models]  . . .  never  included  the 
performance  of  these  types  of  residential  mortgage  loans  ....  The  data  was  gathered  and 
computed  during  a  time  when  loans  with  over  100%  LTV  or  no  stated  income  were 
rare."1117 

In  contrast  to  decades  of  actual  performance  data  for  30-year  mortgages  with  fixed  interest  rates, 
the  new  subprime,  high  risk  products  had  little  to  no  track  record  to  predict  their  rates  of  default. 
In  fact,  Moody's  RMBS  rating  model  was  not  even  used  to  rate  subprime  mortgages  until 
December  2006;  prior  to  that  time,  Moody's  used  a  system  of  "benchmarking"  in  which  it  rated  a 
subprime  mortgage  pool  by  comparing  it  to  other  subprime  pools  Moody's  had  already  rated.1118 

Lack  of  Data  During  Era  of  Stagnant  or  Falling  Home  Prices.  In  addition,  the 
models  operated  with  subprime  data  for  mortgages  that  had  not  been  exposed  to  stagnant  or 
falling  housing  prices.  As  one  February  2007  presentation  from  a  Deutsche  Bank  investment 
banker  explained,  the  models  used  to  calculate  "subprime  mortgage  lending  criteria  and  bond 
subordination  levels  are  based  largely  on  performance  experience  that  was  mostly  accumulated 
since  the  mid-1990s,  when  the  nation's  housing  market  has  been  booming."1119  A  former 
managing  director  in  Moody's  Structured  Finance  Group  put  it  this  way:  "[I]t  was  'like 
observing  100  years  of  weather  in  Antarctica  to  forecast  the  weather  in  Hawaii."1120  In 
September  2007,  after  the  crisis  had  begun,  an  S&P  executive  testified  before  Congress  that: 

"[W]e  are  fully  aware  that,  for  all  our  reliance  on  our  analysis  of  historically  rooted  data 
that  sometimes  went  as  far  back  as  the  Great  Depression,  some  of  that  data  has  proved  no 
longer  to  be  as  useful  or  reliable  as  it  has  historically  been."1121 

The  absence  of  relevant  data  for  use  in  RMBS  modeling  left  the  credit  rating  agencies 
unable  to  accurately  predict  mortgage  default  and  loss  rates  when  housing  prices  stopped 
climbing.  The  absence  of  relevant  performance  data  for  high  risk  mortgage  products  in  an  era  of 
stagnant  or  declining  housing  prices  impacted  the  rating  of  not  only  RMBS  transactions,  but  also 
CDOs,  which  typically  included  RMBS  securities  and  relied  heavily  on  RMBS  credit  ratings. 

Lack  of  Investment.  One  reason  that  Moody's  and  S&P  lacked  relevant  loan 
performance  data  for  their  RMBS  models  was  not  simply  that  the  data  was  difficult  to  obtain,  but 


1117  9/30/2007  email  from  Belinda  Ghetti  to  David  Tesher,  and  others,  Hearing  Exhibit  4/23-33. 

1118  See  2008  SEC  Examination  Report  for  Moody's  Investor  Services  Inc.,  PSI-SEC  (Moodys  Exam  Report)-14- 
0001-16,  at  3. 

iii9  2/2007  "Shorting  Home  Equity  Mezzanine  Tranches,"  Deutsche  Bank  Securities  Inc., 

DBSI_PSI_EMAIL01988773-845,  at  776.  See  also  6/4/2007  FDIC  memorandum  from  Daniel  Nuxoll  to  Stephen 
Funaro,  "ALLL  Modeling  at  Washington  Mutual,"  FDIC_WAMU_000003743-52,  at  47  ("Virtually  none  of  the  data 
is  drawn  from  an  episode  of  severe  house  price  depreciation.  Even  introductory  statistics  textbooks  caution  against 
drawing  conclusions  about  possibilities  that  are  outside  the  data.  A  model  based  on  data  from  a  relatively  benign 
period  in  the  housing  market  cannot  produce  reliable  inferences  about  the  effects  of  a  housing  price  collapse."). 

1120  "Triple-A  Failure,"  New  York  Times  (4/27/2008). 

1121  Prepared  statement  of  Vickie  Tillman,  S&P  Executive  Vice  President,  "The  Role  of  Credit  Rating  Agencies  in 
the  Structured  Finance  Market,"  before  U.S.  House  of  Representatives  Subcommittee  on  Capital  Markets,  Insurance 
and  Government  Sponsored  Enterprises,  Cong.Hrg.  110-62  (9/27/2007),  S&P  SEN-PSI  0001945-71,  at  46-47. 
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that  both  companies  were  reluctant  to  devote  the  resources  needed  to  improve  their  modeling, 
despite  soaring  revenues. 

Moody's  senior  managers  even  expressed  skepticism  about  whether  new  loan  data  was 
needed  and,  in  fact,  generally  did  not  purchase  new  loan  data  for  a  four-year  period,  from  2002 
to  2006. 1122  In  a  2000  internal  email  exchange,  the  head  of  Moody's  Structured  Finance  Group 
at  the  time,  Brian  Clarkson,  wrote  the  following  regarding  the  purchasing  of  data  for  Moody's 
RMBS  model: 

"I  have  a  wild  thought  also  -  let[']s  not  even  consider  BUYING  anymore  data,  programs, 
software  or  companies  until  we  figure  out  what  we  have  and  what  we  intend  to  do  with 
what  we  have.  From  what  I  have  heard  and  read  so  far  we  have  approaches  (MBS, 
Tranching  and  Spread)  few  use  or  understand  (let  alone  being  able  to  explain  it  to  the 
outside)  and  new  data  that  we  are  unable  to  use.  We  want  more  data  when  most  of  the 
time  we  rate  MBS  deals  using  arbitrary  rule  of  thumb?! !  . . . 

"I  suggest  we  spend  less  time  asking  for  more  data  and  software  (I  have  not  seen 
anything  that  sets  forth  the  gains  in  revenue  from  such  spending  —  it  is  easy  to  ask  for  $$ 
—  much  harder  to  justify  it  against  competing  projects)  and  more  time  figuring  out  how  to 
utilize  what  we  have  by  way  of  good  analysis,  a  solid  approach  to  this  market  a  proper 
staffing  model."1123 

In  response  to  Brian  Clarkson's  email,  a  managing  director  wrote: 

"As  you  know,  I  don't  think  we  need  to  spend  a  lot  of  $  or  resources  to  improve  the 
model  from  an  analytic  perspective;  but  I'd  need  to  defer  to  people  more  in  the  loop 
(looks  like  you're  that  person)  on  whether  the  marketing  component  mandates  some 
announcement  of  model  and  data  improvement.  . . . 

Make  sure  you  talk  to  Noel  and  maybe  Fons  about  the  decision  to  buy  the  data;  I  was 
invited  to  the  original  meeting  so  that  the  powers  that  be  (at  the  time)  could  understand 
the  data  originally  used.  I  felt  that  the  arguments  for  buying  the  data  and  re-inventing  the 
model  were  not  persuasive  ....  The  most  convincing  argument  for  buying  the  data  was 
that  it  would  be  a  cornerstone  for  marketing,  that  S&P  touted  the  size  of  their  database  as 
a  competitive  advantage  and  that  this  was  why  they  had  the  market  share  advantage."1124 

Moody's  advised  the  Subcommittee  that,  in  fact,  it  generally  did  not  obtain  any  new  loan 
data  for  its  RMBS  model  development  for  four  years,  from  2002  until  2006,  although  it 
continued  to  improve  its  RMBS  model  in  other  ways.1125  In  2005,  a  Moody's  employee  survey 


1122  2/24/2011  Response  from  Moody's  to  Subcommittee  questions.  The  Subcommittee  asked  Moody's  to  provide 

information  on  any  new  data  it  had  received  or  purchased  for  its  models  from  2002  to  2007. 

1123 11/3/2000  email  from  Brian  Clarkson  to  David  Zhai  and  others,  PSI-MOODYS-RFN-000007. 

1124  11/13/2000  email  from  Jay  Siegel  to  Brian  Clarkson,  PSI-MOODYS-RFN-000007. 

ii25  2/17/2011  and  2/24/2011  Responses  from  Moody's  to  Subcommittee  questions. 
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found  that  the  company's  employees  felt  that  Moody's  should  have  been  spending  more 
resources  on  improving  its  models.1126  In  2006,  Moody's  obtained  new  loan  level  data  for  use  in 
its  new  subprime  model,  M3  Subprime. 


1127 


In  contrast  to  Moody's,  S&P  did  purchase  new  loan  data  on  several  occasions  from  2002 
to  2006,  but  told  the  Subcommittee  that  this  data  did  not  provide  meaningful  results  that  could  be 
used  in  its  RMBS  model  prior  to  2006. 1128  In  2002,  for  example,  S&P  said  that  it  purchased  data 
on  approximately  640,000  loans,  including  ARM  and  hybrid  loans.  S&P  told  the  Subcommittee 
that  it  developed  an  equation  from  that  data  set  which  predicted  a  lower  default  rate  for  ARM 
and  hybrid  loans  than  for  fixed  rate  loans.  S&P  considered  this  counter-intuitive  and  chose  not 
to  incorporate  it  into  its  model.1129  In  2005,  S&P  purchased  data  on  another  2.9  million  loans 
that  included  first  and  second  liens  for  prime,  subprime,  Alt  A,  high  LTV,  and  home  equity 
loans.1130  S&P  claimed  that  it  made  "concerted  efforts  to  analyze"  this  data,  "both  by  employing 
external  consultants  and  dedicating  resources  within  Standard  &  Poor's  to  analyze  the  data  for 
criteria  development."1131 

Contrary  to  S&P's  claim,  the  former  head  of  the  S&P  RMBS  Ratings  Group,  Frank 
Raiter,  who  worked  at  S&P  until  2005,  told  the  Subcommittee  that  management  did  not  provide 
him  with  sufficient  resources  to  analyze  the  data  and  develop  improved  criteria  for  the  RMBS 
model.1132  Mr.  Raiter  told  the  Subcommittee  that  he  personally  informed  S&P's  senior 
management  about  the  need  to  update  S&P's  model  with  better  loan  data  several  years  before  the 
crisis.1133  Mr.  Raiter  also  testified  that  the  "analysts  at  S&P  had  developed  better  methods  for 
determining  default  which  did  capture  some  of  the  variations  among  products  that  were  to 
become  evident  at  the  advent  of  the  crisis,"1134  but  those  methods  were  not  incorporated  into  the 
RMBS  model  before  he  left  in  2005.    Mr.  Raiter  said  that  "[i]t  is  my  opinion  that  had  these 
models  been  implemented  we  would  have  had  an  earlier  warning  about  the  performance  of  many 
of  the  new  products  that  subsequently  lead  [sic]  to  such  substantial  losses."1135 


1126  4/7/2006  "Moody's  Investor  Service,  BES-2005:  Presentation  to  Derivatives  Team,"  Hearing  Exhibit  4/23-92b. 

1127  2/24/2011  Response  from  Moody's  to  Subcommittee  questions.  Moody's  also  advised  the  Subcommittee  that  it 
"generally  receives,  as  part  of  the  surveillance  process,  updated  loan  performance  statistics  on  a  monthly  basis  for 
the  collateral  pools  of  the  transactions  it  has  rated."  Moody's  told  the  Subcommittee  that  its  surveillance  data 
tracked  the  deterioration  in  the  RMBS  market,  and  its  rating  committee  members  were  able  to  incorporate  that 
information  into  their  rating  considerations.  2/17/2011  Response  from  Moody's  to  Subcommittee  questions. 

ii28  2/10/2011  Response  from  S&P  to  Subcommittee  questions. 

1129  Id. 

1130  Id. 

1131  Id.  S&P  also  told  the  Subcommittee  that,  between  2001  and  2008,  it  updated  its  RMBS  model  multiple  times, 
using  other  types  of  data  and  analytical  improvements.  2/2010  Standard  &  Poor's  Presentation  on  LEVELS,  PSI- 
Standard&Poor's-04-0001-0025,  at  6. 

1132  Subcommittee  interviews  of  Frank  Raiter  (7/15/2009  and  4/8/2010). 

1133  Id.  See  also  prepared  statement  of  Frank  Raiter,  "Credit  Rating  Agencies  and  the  Financial  Crisis,"  before  the 
U.S.  House  of  Representatives  Committee  on  Oversight  and  Government  Reform,  Cong.Hrg.  110-155  (10/22/2008), 
at  5. 

1134  Prepared  statement  of  Frank  Raiter,  "Credit  Rating  Agencies  and  the  Financial  Crisis,"  before  the  U.S.  House  of 
Representatives  Committee  on  Oversight  and  Government  Reform,  Cong.Hrg.  110-155  (10/22/2008),  at  5-6. 

1135  Id. 
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According  to  Mr.  Raiter,  even  though  S&P  revenues  had  increased  dramatically  and  were 
generated  in  large  part  by  the  RMBS  Group,  senior  management  had  no  interest  in  committing 
the  resources  needed  to  update  the  RMBS  model  with  improved  criteria  from  the  new  loan  data. 
Mr.  Raiter  said  that  S&P  did  not  spend  sufficient  money  on  better  analytics,  because  S&P 
already  dominated  the  RMBS  ratings  market:  "[T]he  RMBS  group  enjoyed  the  largest  ratings 
market  share  among  the  three  major  rating  agencies  (often  92%  or  better),  and  improving  the 
model  would  not  add  to  S&P's  revenues."1136 

Poor  Correlation  Risk  Assumptions.  In  addition  to  using  inadequate  loan  performance 
data,  the  S&P  and  Moody's  credit  rating  models  also  incorporated  inadequate  assumptions  about 
the  correlative  risk  of  mortgage  backed  securities.  Correlative  risk  measures  the  likelihood  of 
multiple  negative  events  happening  simultaneously,  such  as  the  likelihood  of  RMBS  assets 
defaulting  together.  It  examines  the  likelihood,  for  example,  that  two  houses  in  the  same 
neighborhood  will  default  together  compared  to  two  houses  in  different  states.  If  the 
neighborhood  houses  are  more  likely  to  default  together,  they  would  have  a  higher  correlation 
risk  than  the  houses  in  different  states. 

The  former  head  of  S&P's  Global  CDO  Group,  Richard  Gugliada,  told  the  Subcommittee 
that  the  inaccurate  RMBS  and  CDO  ratings  issued  by  his  company  were  due,  in  part,  to  wrong 
assumptions  in  the  S&P  models  about  correlative  risk.1137  Mr.  Gugliada  explained  that,  because 
CDOs  held  fewer  assets  than  RMBS,  statistical  analysis  was  less  helpful,  and  the  modeling 
instead  required  use  of  significant  performance  assumptions,  including  on  correlative  risk.  He 
explained  that  the  primary  S&P  CDO  model,  the  "CDO  Evaluator,"  ran  100,000  simulations  to 
determine  how  a  pool  would  perform.  These  simulations  ran  on  a  set  of  assumptions  that  took 
the  place  of  historical  performance  data,  according  to  Mr.  Gugliada,  and  included  assumptions 
on  the  probability  of  default  and  the  correlation  between  assets  if  one  or  more  assets  began  to 
default.  He  said  that  S&P  believed  that  RMBS  assets  were  more  likely  to  default  together  than, 
for  example,  corporate  bonds  held  in  a  CDO.  He  said  that  S&P  had  set  the  probability  of 
corporate  correlated  defaults  at  30  out  of  100,  and  set  the  probability  of  RMBS  correlated 
defaults  at  40  out  of  100.  He  said  that  the  financial  crisis  has  now  shown  that  the  RMBS 
correlative  assumptions  were  far  too  low  and  should  have  been  set  closer  to  80  or  90  out  of 
100.1138 

On  one  occasion  in  2006,  an  outside  party  also  highlighted  a  problem  with  the  S&P 
model's  consideration  of  correlative  risk.  On  March  20,  2006,  a  senior  managing  director  at 
Aladdin  Capital  Management,  LLC  sent  an  email  to  S&P  expressing  concern  about  a  later 
version  of  its  CDO  model,  Evaluator  3: 

"Thanks  for  a  terrific  presentation  at  the  UBS  conference.  I  mentioned  to  you  a  possible 
error  in  the  new  Evaluator  3.0  assumptions: 


1136  t  j       t  c 

Id.  at  6. 

1137  Subcommittee  interview  of  Richard  Gugliada,  Former  Head  of  S&P's  CDO  Ratings  Group  (10/9/2009). 

1138  Id. 
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Two  companies  in  the  same  Region  belonging  to  two  different  local  Sectors  are  assumed 
to  be  correlated  (by  5%),  while  if  they  belong  to  the  same  local  Sector  then  they  are 
uncorrelated. 

I  think  you  probably  didn't  mean  that."1139 

Apparently,  this  problem  with  the  model  had  already  been  identified  within  S&P.  Two  S&P 
employees  discussed  the  problem  on  the  same  email,  with  one  saying: 

"I  have  already  brought  this  issue  up  and  it  was  decided  that  it  would  be  changed  in  the 
future,  the  next  time  we  update  the  criteria.  . . .  [T]he  correlation  matrix  is  inconsistent." 

Despite  this  clear  problem  resulting  in  the  understatement  of  correlative  risk  for  assets  in  the 
same  region,  S&P  in  this  instance  did  not  immediately  take  the  steps  needed  to  repair  its  CDO 
model. 

At  Moody's,  a  former  Managing  Director  of  the  CDO  Group,  Gary  Witt,  observed  a 
different  set  of  correlation  problems  with  Moody's  CDO  model.  Mr.  Witt,  who  was  responsible 
for  managing  Moody's  CDO  analysts  as  well  as  its  CDO  modeling,  told  the  Subcommittee  that 
he  had  become  uncomfortable  with  the  lack  of  correlation  built  into  the  company's 
methodology.1140  According  to  Mr.  Witt,  Moody's  model,  which  then  used  the  "Binomial 
Expansion  Technique  (BET),"  addressed  correlation  by  having  a  diversity  score  at  a  time  when 
CDOs  had  diverse  assets  such  as  credit  cards  or  aircraft  lease  revenues,  in  addition  to  RMBS 
securities.  By  2004,  however,  Mr.  Witt  said  that  most  CDOs  contained  primarily  RMBS  assets, 
lacked  diversity,  and  made  little  use  of  the  diversity  score. 

Mr.  Witt  told  the  Subcommittee  that,  from  2004  to  2005,  he  worked  on  modifying  the 
BET  model  to  improve  its  consideration  of  correlation  factors.  According  to  Mr.  Witt,  modeling 
changes  like  the  one  he  worked  on  had  to  be  done  on  an  employee's  own  time  -  late  nights  and 
weekends  -  because  there  was  no  time  during  the  work  week  due  to  the  volume  of  deals.  Indeed, 
during  his  eighteen  month  tenure  as  a  Managing  Director  in  the  CDO  Group,  Mr.  Witt  "spent  a 
huge  amount  of  time  working  on  methodology  because  the  ABS  CDO  market  especially  was  in 
transition  from  multi-sector  to  single  sector  transactions  [RMBS]"  which  he  felt  necessitated  an 
update  of  Moody's  model.1141  Mr.  Witt  indicated  that,  in  June  2005,  Moody's  CDO  model  was 
changed  to  incorporate  part  of  his  suggested  improvements,  but  did  not  go  as  far  as  he  had 
proposed.  When  asked  about  this  2005  decision,  Mr.  Witt  indicated  that  he  did  not  feel  that 
Moody's  was  getting  the  ratings  wrong  for  CDOs  with  RMBS  assets,  but  he  did  "think  that  we 
[Moody's]  were  not  allocating  nearly  enough  resources  to  get  the  ratings  right."1142 


1139  3/20/2006  email  from  Isaac  Efrat  (Aladdin  Capital  Management  LLC)  to  David  Tesher  (S&P),  Hearing  Exhibit 
4/23-26  [emphasis  in  original]. 

1140  Subcommittee  interview  of  Gary  Witt,  Former  Managing  Director,  Moody's  Investors  Service  (10/29/2009). 

1141  6/2/2010  Statement  of  Gary  Witt,  Former  Managing  Director,  Moody's  Investors  Service,  submitted  by  request 
to  the  Financial  Crisis  Inquiry  Commission,  at  11. 

1142  Id.  at  21. 
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The  lack  of  performance  data  for  high  risk  residential  mortgage  products,  the  lack  of 
mortgage  performance  data  in  an  era  of  stagnating  or  declining  housing  prices,  the  failure  to 
expend  resources  to  improve  their  model  analytics,  and  incorrect  correlation  assumptions  meant 
that  the  RMBS  and  CDO  models  used  by  Moody's  and  S&P  were  out  of  date,  technically 
deficient,  and  could  not  provide  accurate  default  and  loss  predictions  to  support  the  credit  ratings 
being  issued.  Yet  Moody's  and  S&P  analysts  told  the  Subcommittee  that  their  analysts  relied 
heavily  on  their  model  outputs  to  project  the  default  and  loss  rates  for  RMBS  and  CDO  pools 
and  rate  RMBS  and  CDO  securities. 

(b)  Unclear  and  Subjective  Ratings  Process 

Obtaining  expected  default  and  loss  analysis  from  the  Moody's  and  S&P  credit  rating 
models  was  only  one  aspect  of  the  work  performed  by  RMBS  and  CDO  analysts.  Equally 
important  was  their  effort  to  analyze  a  proposed  transaction's  legal  structure,  cash  flow, 
allocation  of  revenues,  the  size  and  nature  of  its  tranches,  and  its  credit  enhancements. 
Analyzing  each  of  these  elements  involved  often  complex  judgments  about  how  a  transaction 
would  work  and  what  impact  various  factors  would  have  on  credit  risk.  Although  both  Moody's 
and  S&P  published  a  number  of  criteria,  methodologies,  and  guidance  on  how  to  handle  a  variety 
of  credit  risk  factors,  the  novelty  and  complexity  of  the  RMBS  and  CDO  transactions,  the 
volume  and  speed  of  the  ratings  process,  and  inconsistent  applications  of  the  various  rules,  meant 
that  CRA  analysts  were  continuously  faced  with  issues  that  were  difficult  to  resolve  about  how 
to  analyze  a  transaction  and  apply  the  company's  standards.  Evidence  obtained  by  the 
Subcommittee  indicates  that,  at  times,  ratings  personnel  acted  with  limited  guidance,  unclear 
criteria,  and  a  limited  understanding  of  the  complex  deals  they  were  asked  to  rate. 

Many  documents  obtained  by  the  Subcommittee  disclosed  confusion  and  a  high  level  of 
frustration  from  RMBS  and  CDO  analysts  about  how  to  handle  ratings  issues  and  how  the 
ratings  process  actually  worked.  In  May  2007,  for  example,  one  S&P  employee  wrote:  "[N]o 
body  gives  a  straight  answer  about  anything  around  here  ....  [H]ow  about  we  come  out  with  new 
[criteria]  or  a  new  stress  and  ac[tu]ally  have  clear  cut  parameters  on  what  the  hell  we  are 
supposed  to  do."1143  Two  years  earlier,  in  May  2005,  an  S&P  analyst  complaining  about  a  rating 
decision  wrote: 

"Chui  told  me  that  while  the  three  of  us  voted  'no',  in  writing,  that  there  were  4  other 
'yes'  votes.  . . .  [Tjhis  is  a  great  example  of  how  the  criteria  process  is  NOT  supposed  to 
work.  Being  out-voted  is  one  thing  (and  a  good  thing,  in  my  view),  but  being  out-voted 
by  mystery  voters  with  no  'logic  trail'  to  refer  to  is  another.  ...  Again,  this  is  exactly  the 
kind  of  backroom  decision-making  that  leads  to  inconsistent  criteria,  confused  analysts, 
and  pissed-off  clients."1144 


1143  5/8/2007  instant  message  exchange  between  Shannon  Mooney  and  Andrew  Loken,  Hearing  Exhibit  4/23-30b. 

1144  5/12/2005  email  from  Michael  Drexler  to  Kenneth  Cheng  and  others,  Hearing  Exhibit  4/23-10c.  In  a  similar 
email,  S&P  employees  discuss  questionable  and  inconsistent  application  of  criteria.  8/7/2007  email  from  Andrew 
Loken  to  Shannon  Mooney,  Hearing  Exhibit  4/23-96a  ("Back  in  May,  the  deal  had  2  assets  default,  which  caused  it 
to  fail.  We  tried  some  things,  and  it  never  passed  anything  I  ran.  Next  thing  I  know,  I'm  told  that  because  it  had 
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When  asked  by  the  SEC  to  compile  a  list  of  its  rating  criteria  in  2007,  S&P  was  unable  to 
identify  all  of  its  criteria  for  making  rating  decisions.  The  head  of  criteria  for  the  structured 
finance  department,  for  example,  who  was  tasked  with  gathering  information  for  the  SEC,  wrote 
in  an  email  to  colleagues: 

"[Ojur  published  criteria  as  it  currently  stands  is  a  bit  too  unwieldy  and  all  over  the  map 
in  terms  of  being  current  or  comprehensive.  ...  [Ojur  SF  [Structured  Finance]  rating 
approach  is  inherently  flexible  and  subjective,  while  much  of  our  written  criteria  is 
detailed  and  prescriptive.  Doing  a  complete  inventory  of  our  criteria  and  documenting  all 
of  the  areas  where  it  is  out  of  date  or  inaccurate  would  appear  to  be  a  huge  job  „.."1145 

The  confused  and  subjective  state  of  S&P  criteria,  including  when  the  criteria  had  to  be 
applied,  is  also  evident  in  a  May  2007  email  sent  by  an  S&P  senior  director  to  colleagues 
discussing  whether  to  apply  a  default  stress  test  to  certain  CDOs: 

"[T]he  cash-flow  criteria  from  2004  (see  below),  actually  states  [using  a  default  stress  test 
when  additional  concerns  about  the  CDO  are  raised]  ...  in  the  usual  vague  S&P's  way  .... 
Still,  consistency  is  key  for  me  and  if  we  decide  we  do  not  need  that,  fine  but  I  would 
recommend  we  do  something.  Unless  we  have  too  many  deals  in  [the]  US  where  this 
could  hurt."1146 

Moody's  ratings  criteria  were  equally  subjective,  changeable,  and  inconsistent.  In  an 
October  2007  internal  email,  for  example,  Moody's  Chief  Risk  Officer  wrote: 

"Methodologies  &  criteria  are  published  and  thus  put  boundaries  on  rating  committee 
discretion.  (However,  there  is  usually  plenty  of  latitude  within  those  boundaries  to 
register  market  influence.)"1147 

Another  factor  was  that  ratings  analysts  were  also  under  constant  pressure  to  quickly 
analyze  and  rate  complex  RMBS  and  CDO  transactions.  To  enable  RMBS  or  CDO  transactions 
to  meet  projected  closing  dates,  it  was  not  uncommon,  as  shown  above,  for  CRA  analysts  to 
grant  exceptions  to  established  methodologies  and  criteria,  put  off  analysis  of  complex  issues  to 
later  transactions,  and  create  precedents  that  investment  banks  invoked  in  subsequent 

gone  effective  already,  it  was  surveillance's  responsibility,  and  I  never  heard  about  it  again.  Anyway,  because  of 
that,  I  never  created  a  new  monitor."). 

1145  3/14/2007  email  from  Calvin  Wong  to  Tom  Gillis,  Hearing  Exhibit  4/23-29.   See  also  2008  SEC  Examination 
Report  for  Standard  and  Poor's  Ratings  Services,  Inc.,  PSI-SEC  (S&P  Exam  Report)-14-0001-24,  at  6-7  ("[C]ertain 
significant  aspects  of  the  rating  processes  and  the  methodologies  used  to  rate  RMBS  and  CDOs  were  not  always 
disclosed,  or  were  not  fully  disclosed  ....   [S]everal  communications  by  S&P  employees  to  outside  parties  related  to 
the  application  of  unpublished  criteria,  such  as  'not  all  our  criteria  is  published.  [F]or  example,  we  have  no 
published  criteria  on  hybrid  deals,  which  doesn't  mean  that  we  have  no  criteria,'"  citing  an  8/2006  email  from  the 
S&P  Director  of  the  Analytical  Pool  for  the  Global  CDO  Group.). 

1146  5/24/2007  email  from  Lapo  Guadagnuolo  to  Belinda  Ghetti,  and  others,  Hearing  Exhibit  4/23-31. 

1147 10/21/2007  Moody's  internal  email,  Hearing  Exhibit  4/23-24b.  Although  this  email  is  addressed  to  and  from  the 
CEO,  the  Chief  Credit  Officer  told  the  Subcommittee  that  he  wrote  the  memorandum  attached  to  the  email. 
Subcommittee  interview  of  Andy  Kimball  (4/15/2010). 
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securitizations.  CRA  analysts  were  then  compelled  to  decide  whether  to  follow  an  earlier 
exception,  revert  to  the  published  methodology  and  criteria,  or  devise  still  another  compromise. 
The  result  was  additional  confusion  over  how  to  rate  complex  RMBS  and  CDO  securities. 

Publication  of  the  CRAs'  ratings  methodologies  and  criteria  was  also  inconsistent. 
According  to  an  October  2006  email  sent  by  an  investment  banker  at  Morgan  Stanley  to  an 
analyst  at  Moody's,  for  example,  key  methodology  changes  had  not  been  made  public:  "Our 
problem  here  is  that  nobody  has  told  us  about  the  changes  that  we  are  later  expected  to  adhere  to. 
Since  there  is  no  published  criteria  outlining  the  change  in  methodology  how  are  we  supposed  to 
find  out  about  it?"1148  On  another  occasion,  a  Moody's  analyst  sought  guidance  from  senior 
managers  because  of  the  lack  of  consistency  in  applying  certain  criteria.  He  wrote:  "Over  time, 
different  chairs  have  been  giving  different  guidelines  at  different  point[s]  of  time  on  how  much 
over-enhancement  we  need  for  a  bond  to  be  notched  up  to  Aaa."1149  In  a  November  2007  email, 
another  senior  executive  described  the  criteria  problem  this  way:  "It  seems,  though,  that  the 
more  of  the  ad  hoc  rules  we  add,  the  further  away  from  the  data  and  models  we  move  and  the 
closer  we  move  to  building  models  that  ape  analysts  expectations,  no?"1150 

The  rating  agency  models  were  called  by  some  the  "black  box,"  because  they  were 
difficult  to  understand  and  not  always  predictable.  Issuers  and  investors  alike  vented  frustrations 
toward  the  black  box  and  that  they  had  to  base  their  decisions  on  a  computer  program  few 
understood  or  could  replicate.  This  email  from  June  20,  2006,  recounts  the  conversation  one 
Moody's  employee  had  with  another  over  frustrations  they  had  heard  from  an  outside  issuer. 

"Managers  are  tired  of  large  'grids.'  They  would  rather  prefer  a  model  based  test  like 
what  S&P  and  Fitch  do.  Pascale  disagrees  with  these  managers.  As  a  wrapper,  she  hates 
that  the  credit  quality  of  what  she  wraps  is  linked  to  a  black  box.  Also,  she  hates  the  fact 
that  the  black  box  can  change  from  time  to  time.1151 

A  January  2007  email  from  BlackRock  to  S&P  (and  other  rating  agencies)  also  complained 
about  the  "black  box"  problem: 

"What  steps  are  you  taking  to  better  communicate  and  comfort  investors  about  your 
ratings  process?  In  other  w[o]rds,  how  do  we  break  the  'black  box'  that  determines 
enhancement  levels?"1152 


1148 


10/19/2006  email  from  Graham  Jones  (Morgan  Stanley)  to  Yuri  Yoshizawa  (Moody's)  and  others,  Hearing 
Exhibit  4/23-37.  See  2008  SEC  Examination  Report  for  Moody's  Investor  Services  Inc.,  PSI-SEC  (Moodys  Exam 
Report)-14-0001-16,  at  5  ("[C]ertain  significant  aspects  of  the  rating  processes  and  the  methodologies  used  to  rate 
RMBS  and  CDOs  were  not  always  disclosed,  or  were  not  fully  disclosed  ...."). 
1149  6/28/2007  email  from  Yi  Zhang  to  Warren  Kornfeld  and  others,  Hearing  Exhibit  4/23-39. 
ii5o  11/28/2007  email  from  Roger  Stein  to  Andrew  Kimball  and  Michael  Kanef,  Hearing  Exhibit  4/23-44. 

1151  6/20/2006  email  from  Paul  Mazataud  to  Noel  Kirnon,  MIS-OCIE-RMBS-0035460  [emphasis  in  original]. 

1152  1/16/2007  email  from  Kishore  Yalamanchili  (BlackRock)  to  Scott  Mason  (S&P),  Glenn  Costello  (Fitch 
Ratings),  and  others,  PSI-S&P-RFN-000044. 
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At  times,  some  CRA  analysts  openly  questioned  their  ability  to  rate  some  complex 
securities.  In  a  December  2006  email  chain  regarding  a  synthetic  CDO  squared,  for  example, 
S&P  analysts  appeared  challenged  by  a  modeling  problem  and  questioned  their  ability  to  rate  the 
product.  One  analyst  wrote:  "Rating  agencies  continue  to  create  and  [sic]  even  bigger  monster  - 
-  the  CDO  market.  Let's  hope  we  are  all  wealthy  and  retired  by  the  time  this  house  of  cards 
falters."1153  In  an  email  written  in  a  similar  vein,  an  S&P  manager  preparing  for  a  presentation 
wrote  to  her  colleagues:  "Can  anyone  give  me  a  crash  course  on  the  'hidden  risks  in  CDO's  of 
RMBS'?"1154  In  an  April  2007  instant  message,  an  S&P  analyst  offered  this  cynical  comment: 
"[W]e  rate  every  deal[.]  [I]t  could  be  structured  by  cows  and  we  would  rate  it."1155 

(4)  Failure  to  Retest  After  Model  Changes 

Another  key  factor  that  contributed  to  inaccurate  credit  ratings  was  the  failure  of 
Moody's  and  S&P  to  retest  outstanding  RMBS  and  CDO  securities  after  improvements  were 
made  to  their  credit  rating  models.  These  model  improvements  generally  did  not  derive  from 
data  on  new  types  of  high  risk  mortgages,  but  were  intended  to  improve  the  models'  predictive 
capability, 1156  but  even  after  they  were  made,  CRA  analysts  failed  to  utilize  them  to  downgrade 
artificially  high  RMBS  and  CDO  credit  ratings. 

Key  model  adjustments  were  made  in  2006  to  both  the  RMBS  and  CDO  models  to 
improve  their  ability  to  predict  expected  default  and  loss  rates  for  higher  risk  mortgages.  Both 
Moody's  and  S&P  decided  to  apply  the  revised  models  to  rate  new  RMBS  and  CDO 
transactions,  but  not  to  retest  outstanding  subprime  RMBS  and  CDO  securities,  even  though 
many  of  those  securities  contained  the  same  types  of  mortgages  and  risks  that  the  models  were 
recalibrated  to  evaluate.  Had  they  retested  the  existing  RMBS  and  CDO  securities  and  issued 
appropriate  rating  downgrades  starting  in  2006,  the  CRAs  could  have  signaled  investors  about 
the  increasing  risk  in  the  mortgage  market,  possibly  dampened  the  rate  of  securitizations,  and 
possibly  reduced  the  impact  of  the  financial  crisis. 

Surveillance  Obligations.  Both  Moody's  and  S&P  were  obligated  by  contract  to 
conduct  ongoing  surveillance  of  the  RMBS  and  CDO  securities  they  rated  to  ensure  the  ratings 
remained  valid  over  the  life  of  the  rated  securities.  In  fact,  both  companies  charged  annual 
surveillance  fees  to  the  issuers  of  the  securities  to  pay  for  the  surveillance  costs,  and  each  had 
established  a  separate  division  to  carry  out  surveillance  duties.  Due  to  the  huge  numbers  of 
RMBS  and  CDO  securities  issued  in  the  years  leading  up  to  the  financial  crisis,  those 
surveillance  divisions  were  responsible  for  reviewing  tens  of  thousands  of  securities.  The  issue 
of  whether  to  retest  the  outstanding  securities  using  the  revised  credit  rating  models  was,  thus,  a 
significant  issue  affecting  numerous  securities  and  substantial  company  resources. 


1153  12/15/2006  email  from  Chris  Meyer  to  Belinda  Ghetti  and  Nicole  Billick,  Hearing  Exhibit  4/23-27. 
ii54  2/17/2007  email  from  Monica  Perelmuter  to  Kyle  Beauchamp,  and  others,  Hearing  Exhibit  4/23-28. 

1155  4/5/2007  instant  message  exchange  between  Shannon  Mooney  and  Rahul  Dilip  Shah,  Hearing  Exhibit  4/23-30a. 

1156  These  model  improvements  still  significantly  underestimated  subprime  risk  as  is  evidenced  by  the  sheer  number 
of  downgrades  that  occurred  after  the  model  improvements  for  securities  issued  in  2006  and  2007. 
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Increased  Loss  Protection.  In  July  2006,  S&P  made  significant  adjustments  to  its 
subprime  RMBS  model.  S&P  had  determined  that,  to  avoid  an  increasing  risk  of  default, 
subprime  RMBS  securities  required  additional  credit  enhancements  that  would  provide  40% 
more  protection  to  keep  the  investment  grade  securities  from  experiencing  losses.1157  Moody's 
made  similar  adjustments  to  its  RMBS  model  around  the  same  time,  settling  on  parameters  that 
required  30%  more  loss  protection.  As  Moody's  explained  to  the  Senate  Banking  Committee  in 
September  2007: 

"In  response  to  the  increase  in  the  riskiness  of  loans  made  during  the  last  few  years  and 
the  changing  economic  environment,  Moody's  steadily  increased  its  loss  expectations 
and  subsequent  levels  of  credit  protection  on  pools  of  subprime  loans.  Our  loss 
expectations  and  enhancement  levels  rose  by  about  30%  over  the  2003  to  2006  time 
period,  and  as  a  result,  bonds  issued  in  2006  and  rated  by  Moody's  had  more  credit 
protection  than  bonds  issued  in  earlier  years."1158 

The  determination  that  RMBS  pools  required  30-40%  more  credit  enhancements  to 
protect  higher  rated  tranches  from  loss  reflected  calculations  by  the  updated  CRA  models  that 
these  asset  pools  were  exposed  to  significantly  more  risk  of  delinquencies  and  defaults. 
Requiring  increased  loss  protection  meant  that  Moody's  and  S&P  analysts  had  to  require  more 
revenues  to  be  set  aside  in  each  pool  to  provide  AAA  ratings  greater  protection  than  before  the 
model  adjustments.  Requiring  increased  loss  protection  also  meant  RMBS  pools  would  have  a 
smaller  pool  of  AAA  securities  to  sell  to  investors.  That  meant,  in  turn,  that  RMBS  pools  would 
produce  fewer  profits  for  issuers  and  arrangers.  Requiring  increased  loss  protection  had  a  similar 
impact  on  CDOs  that  included  RMBS  assets. 

Retesting  RMBS  Securities.  Even  though  S&P  and  Moody's  had  independently  revised 
their  RMBS  models  and,  by  2006,  determined  that  additional  credit  enhancements  of  30-40% 
were  needed  to  protect  investment  grade  tranches  from  loss,  in  2006  and  the  first  half  of  2007, 
neither  company  used  its  revised  models  to  evaluate  existing  rated  subprime  RMBS  securities  as 
part  of  its  surveillance  efforts.1159  Instead  S&P,  for  example,  sent  out  a  June  2006  email 
announcing  that  no  retests  would  be  done: 


1157  3/19/2007  "Structured  Finance  Ratings  -  Overview  and  Impact  of  the  Residential  Subprime  Market,"  S&P 
Monthly  Review  Meeting,  at  S&P  SEC-PSI  0001473,  Hearing  Exhibit  4/23-52b. 

1158  Prepared  statement  of  Michael  Kanef,  Group  Managing  Director  of  Moody's  Asset  Backed  Finance  Rating 
Group,  "The  Role  and  Impact  of  Credit  Rating  Agencies  on  the  Subprime  Credit  Markets,"  before  the  U.S.  Senate 
Committee  on  Banking,  Housing,  and  Urban  Affairs,  S.Hrg.  110-931  (9/26/2007),  at  17. 

1159  6/2006  S&P  internal  email  exchange,  Hearing  Exhibit  4/23-72;  and  3/31/2008  Moody's  Structured  Finance 
Credit  Committee  Meeting  Notes,  Hearing  Exhibit  4/23-80.  See  also  7/16/2007  Moody's  email  from  Joseph  Snailer 
to  Qingyu  Liu,  and  others,  PSI-MOODYS-RFN-000029  (when  an  analyst  sought  guidance  on  whether  to  use  the 
new  or  old  methodology  for  testing  unrated  tranches  of  outstanding  deals,  she  was  advised:  "The  ratings  you  are 
generating  should  reflect  what  we  would  have  rated  the  deals  when  they  were  issued  knowing  what  we  knew  then 
and  using  the  methodology  in  effect  then  (ie,  using  the  OC  model  we  built  then.");  6/1/2007  email  from  Moody's 
Senior  Director  in  Structured  Finance,  "RE:  Financial  Times  inquiry  on  transparency  of  assumptions,"  MIS-OCIE- 
RMBS-0364942-46,  at  43. 
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"Simply  put  -  although  the  RMBS  Group  does  not  'grandfather'  existing  deals,  there  is 
not  an  absolute  and  direct  link  between  changes  to  our  new  ratings  models  and 
subsequent  rating  actions  taken  by  the  RMBS  Surveillance  Group.  As  a  result,  there  will 
not  be  wholesale  rating  actions  taken  in  July  or  shortly  thereafter  on  outstanding  RMBS 
transactions,  absent  a  deterioration  in  performance  and  projected  credit  support  on  any 
individual  transaction."1160 

Moody's  and  S&P  each  advised  the  Subcommittee  that  it  had  decided  not  to  retest  any 
existing  rated  RMBS  securities,  because  it  felt  that  actual  performance  data  for  the  pools  in 
question  would  provide  a  better  indicator  of  future  defaults  and  loss  than  application  of  its 
statistical  model.  But  actual  loan  performance  data  for  the  subprime  mortgages  in  the  pools  -  the 
fact  that,  for  example,  timely  loan  payments  had  been  made  in  the  past  on  most  of  those  loans  - 
provided  an  incomplete  picture  regarding  whether  those  payments  would  continue  to  be  made 
after  home  prices  stopped  climbing,  refinancings  became  difficult,  and  higher  interest  rates  took 
effect  in  many  of  the  mortgages.  By  focusing  only  on  actual  past  performance,  the  ratings 
ignored  foreseeable  problems  and  gave  investors  false  assurances  about  the  creditworthiness  of 
the  RMBS  and  CDO  securities. 

Some  CRA  employees  expressed  concern  about  the  limitations  placed  on  their  ability  to 
alter  ratings  to  reflect  expected  performance  of  the  rated  securities.  In  a  July  2007  email  just 
before  the  mass  ratings  downgrades  began,  for  example,  an  S&P  senior  executive  raised 
concerns  about  these  to  the  head  of  the  RMBS  Surveillance  Group  as  follows: 

"Overall,  our  ratings  should  be  based  on  our  expectations  of  performance,  not 
solely  the  month  to  month  performance  record,  which  will  only  be  backward 
looking. ...  Up  to  this  point,  Surveillance  has  been  'limited'  in  when  we  can 
downgrade  a  rating  (only  after  it  has  experienced  realized  losses),  how  far  we  can 
adjust  the  rating  (no  more  than  3  notches  at  a  time  is  preferred),  and  how  high  up 
the  capital  structure  we  can  go  (not  downgrading  higher  rated  classes,  if  they 
'pass'  our  stressed  cash  flow  runs)."1161 

In  addition,  many  of  the  RMBS  loans  were  less  than  a  year  old,  making  any  performance 
data  less  significant  and  difficult  to  analyze.  In  others  words,  the  loans  were  too 
unseasoned  or  new  to  offer  any  real  predictive  performance  value. 


ii6o  g/23/2006  email  from  Thomas  Warrack  to  Pat  Jordan  and  Rosario  Buendia,  Hearing  Exhibit  4/23-72  [emphasis 
in  original].  Despite  this  2006  email,  the  former  head  of  S&P's  RMBS  Group,  Frank  Raiter,  told  a  House 
Committee:  "At  S&P,  there  was  an  ongoing,  often  heated  discussion  that  using  the  ratings  model  in  surveillance 
would  allow  for  re-rating  every  deal  monthly  and  provide  significantly  improved  measures  of  current  and  future 
performance."  Prepared  statement  of  Frank  L.  Raiter,  "Credit  Rating  Agencies  and  the  Financial  Crisis,"  before  the 
U.S.  House  of  Representatives  Committee  on  Oversight  and  Government  Reform,  Cong.Hrg.  110-155  (10/22/2008), 
at  7. 

ii6i  7/3/2007  S&P  email  from  Cliff  Griep  to  Ernestine  Warner  and  Stephen  Anderberg,  Hearing  Exhibit  4/23-32 
[emphasis  in  original]. 
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Some  internal  S&P  emails  suggest  alternative  explanations  for  the  decision  not  to  retest. 
In  October  2005,  for  example,  an  S&P  analytic  manager  in  the  Structured  Finance  Ratings  Group 
sent  an  email  to  his  colleagues  asking:  "How  do  we  handle  existing  deals  especially  if  there  are 
material  changes  [to  a  model]  that  can  cause  existing  ratings  to  change?"  His  email  then  laid  out 
what  he  believed  was  S&P's  position  at  that  time: 

"I  think  the  history  has  been  to  only  re-review  a  deal  under  new  assumptions/criteria 
when  the  deal  is  flagged  for  some  performance  reason.  I  do  not  know  of  a  situation 
where  there  were  wholesale  changes  to  existing  ratings  when  the  primary  group 
changed  assumptions  or  even  instituted  new  criteria.  The  two  major  reasons  why  we 
have  taken  the  approach  is  (i)  lack  of  sufficient  personnel  resources  and  (ii)  not 
having  the  same  models/information  available  for  surveillance  to  relook  at  an  existing 
deal  with  the  new  assumptions  (i.e.  no  cash  flow  models  for  a  number  of  assets).  The 
third  reason  is  concerns  of  how  disruptive  wholesale  rating  changes,  based  on  a 
criteria  change,  can  be  to  the  market. 

CDO  is  currently]  debating  the  issue  and  appropriate  approach  as  they  change  the 


methodology." 
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This  email  suggests  the  reason  retesting  did  not  occur  was,  not  because  S&P  thought 
actual  performance  data  would  produce  more  accurate  ratings  for  existing  pools,  but  because 
S&P  did  not  have  the  resources  to  retest,  and  lower  ratings  on  existing  deals  might  have 
disrupted  the  marketplace,  upsetting  investment  banks  and  investors.  Several  S&P  managers  and 
analysts  confirmed  in  Subcommittee  interviews  that  these  were  the  real  reasons  for  the  decision 
not  to  retest  existing  RMBS  securities.1163  Moody's  documents  also  suggest  that  resource 
constraints  may  lay  behind  its  decision  not  to  retest.1164 

The  Subcommittee  also  found  evidence  suggesting  that  investment  banks  may  have 
rushed  to  have  deals  rated  before  the  CRAs  implemented  more  stringent  revised  models.  In  an 
attempt  to  explain  why  one  RMBS  security  from  the  same  vintage  and  originator  was  pricing 
better  than  another,  a  CDO  trader  wrote: 

"Only  reasons  I  can  think  for  my  guys  showing  you  a  tighter  level  is  that  we  are  very 
short  this  one  and  that  the  June  06  deals  have  a  taint  that  earlier  months  don[']t  due  to  the 
theory  that  late  June  deals  were  crammed  with  bad  stuff  in  order  to  beat  the  S  &  P 
[model]  revisions.1165 


10/6/2005  email  from  Roy  Chun,  Hearing  Exhibit  4/23-62. 
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1163  Prepared  statement  of  Frank  Raiter,  Former  Managing  Director  at  Standard  &  Poor's,  April  23,  2010 
Subcommittee  Hearing,  at  2;  and  Subcommittee  interviews  of  S&P  confidential  sources  (2/24/2010)  and  (4/9/2010). 

1164  See,  e.g.,  3/31/2008  Moody's  Structured  Finance  Credit  Committee  Meeting  Notes,  Hearing  Exhibit  4/23-80 
("Currently,  following  a  methodology  change,  Moody's  does  not  re-evaluate  every  outstanding,  affected  rating. 
Instead,  it  reviews  only  those  obligations  that  it  considers  most  prone  to  multi-notch  rating  changes,  in  light  of  the 
revised  rating  approach.  This  decision  to  selectively  review  certain  ratings  is  made  due  to  resource  constraints."). 
ii65  jo/20/2006  email  from  Greg  Lippmann  (Deutsche  Bank)  to  Craig  Carlozzi  (Mast  Capital), 

DBSI  PSI  EMAIL01774820. 
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Retesting  CDO  Securities.  The  debate  over  retesting  existing  CDO  securities  followed 
a  similar  path  to  the  debate  over  retesting  RMBS  securities.  The  CDO  Group  at  S&P  first  faced 
the  retest  question  in  the  summer  of  2005,  when  it  made  a  major  change  to  its  CDO  model,  then 
Evaluator  3  (E3). 1166  The  S&P  CDO  Group  appeared  ready  to  announce  and  implement  the 
improved  model  that  summer,  but  then  took  more  than  a  year  to  implement  it  as  the  group 
struggled  to  rationalize  why  it  would  not  retest  existing  CDO  securities  with  the  improved 
assumptions.1167  Internal  S&P  emails  indicate  that  the  primary  considerations  were,  again, 
resource  limitations  and  possible  disruption  to  the  CDO  market,  rather  than  concerns  over 
accuracy.  For  instance,  in  a  June  2005  email  sent  to  an  S&P  senior  executive,  the  head  of  the 
CDO  Group  wrote: 

"The  overarching  issue  at  this  point  is  what  to  do  with  currently  rated  transactions  if  we 
do  release  a  new  version  of  Evaluator.  Some  of  [us]  believe  for  both  logistical  and 
market  reasons  that  the  existing  deals  should  mainly  be  'grand  fathered'.  Others  believe 
that  we  should  run  all  deals  using  the  new  Evaluator.  The  problem  with  running  all  deals 
using  E3  is  twofold:  we  don't  have  the  model  or  resource  capacity  to  do  so,  nor  do  we  all 
believe  that  even  if  we  did  have  the  capability,  it  would  be  the  responsible  thing  to  do  to 
the  market."1168 

Several  months  later  the  S&P  CDO  Ratings  Group  was  still  deliberating  the  issue.  In 
November  2005,  an  investment  banker  at  Morgan  Stanley  who  had  concerns  about  whether  E3 
would  be  used  to  retest  existing  deals  and  those  in  the  pipeline  expressed  frustration  at  the  delay: 

"We  are  in  a  bit  of  a  pickle  here.  My  legal  staff  is  not  letting  me  send  anything  out  to  any 
investor  on  anything  with  an  S&P  rating  right  now.  We  are  waiting  for  you  to  tell  us  . . . 
that  you  approve  the  disclaimer  or  are  grandfathering  [not  retesting  with  E3]  our  existing 
and  pipeline  deals.  My  business  is  on  'pause'  right  now."1169 

One  S&P  senior  manager,  frustrated  by  an  inability  to  get  an  answer  on  the  retesting  issue,  sent 
an  email  to  a  colleague  complaining:  "Lord  help  our  f**king  scam  ....  this  has  to  be  the  stupidest 
place  I  have  worked  at."1170 


1166  The  CDO  models  were  simulation  models  dependent  upon  past  credit  ratings  for  the  assets  they  included  plus 

various  performance  and  correlation  assumptions.  See  earlier  discussion  of  these  models. 

lie?  7/12/2005  S&P  internal  email,  "Delay  in  Evaluator  3.0  incorporation  in  EOD/CDOi  platform,"  PSI-S&P-RFN- 

000017. 

lies  6/2i/2005  email  from  Pat  Jordan  to  Cliff  Griep,  "RE:  new  CDO  criteria,"  Hearing  Exhibit  4/23-60.  See  also 

3/21/2006  email  from  an  S&P  senior  official,  Hearing  Exhibit  4/23-71.  ("FYI.  Just  sat  on  a  panel  with  Frderic 

Drevon,  my  opposite  number  at  Moody's  who  fielded  a  question  on  what  happens  to  old  transactions  when  there  is  a 

change  to  rating  methodologie[s].  The  official  Moody's  line  is  that  there  is  no  'grandfathering'  and  that  old 

transactions  are  reviewed  using  the  new  criteria.  However,  the  'truth  is  that  we  do  not  have  the  resources  to  review 

thousands  of  transactions,  so  we  focus  on  those  that  we  feel  are  more  at  risk.'"). 

ii69  11/23/2005  email  from  Brian  Neer  (Morgan  Stanley)  to  Elwyn  Wong  (S&P),  Hearing  Exhibit  4/23-64. 

1170  11/23/2005  email  from  Elwyn  Wong  to  Andrea  Bryan,  Hearing  Exhibit  4/23-64. 
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In  May  2006,  S&P  circulated  a  draft  policy  setting  up  what  seemed  to  be  an  informal 
screening  process  "prior  to  transition  date"  to  see  how  existing  CDOs  would  be  affected  by  the 
revised  CDO  model.  The  draft  offered  a  convoluted  approach  in  an  apparent  attempt  to  avoid 
retesting  all  existing  CDOs,  which  included  allowing  the  use  of  the  prior  "E2"  model  and  review 
"by  a  special  E3  committee."  The  draft  policy  read  in  part  as  follows: 

"      ***PRIVILEGED  AND  CONFIDENTIAL  -  S&P  DISCUSSION  PURPOSES  ONLY*** 

Prior  to  Transition  Date  (in  preparation  for  final  implementation  of  E3  for  cash 
CDOs): 

•  A  large  majority  of  the  pre-  E3  cash  flow  CDOs  will  be  run  through  E3  in  batch 
processes  to  see  how  the  ratings  look  within  the  new  model . . . 

•  Ratings  falling  more  than  3  notches  +/-  from  the  current  tranche  rating  in  the 
batch  process  will  be  reviewed  in  detail  for  any  modeling,  data,  performance  or 
other  issues 

•  If  any  transactions  are  found  to  be  passing/failing  E3  by  more  than  3  notches  due 
to  performance  reasons  they  will  be  handled  through  the  regular  surveillance 
process  to  see  if  the  ratings  are  stable  under  current  criteria  (i.e.,  if  they  pass 
E2.4.3  using  current  cash  flow  assumptions  the  ratings  will  remain  unchanged) 

•  If  any  transactions  are  found  to  be  passing/failing  E3  by  more  than  3  notches  due 
to  a  model  gap  between  E2.4.3  and  E3,  they  will  be  reviewed  by  a  special  E3 
committee  „.."1171 

It  is  unclear  whether  this  screening  actually  took  place. 

Questions  continued  to  be  raised  internally  at  S&P  about  the  retesting  issue.  In  March 
2007,  almost  a  year  after  the  change  was  made  in  the  CDO  model,  an  S&P  senior  executive 
wrote  to  the  Chief  Criteria  Officer  in  the  structured  finance  department: 

"Why  did  the  criteria  change  made  in  mid  2006  not  impact  any  outstanding  transactions 
at  the  time  we  changed  it,  especially  given  the  magnitude  of  the  change  we  are 
highlighting  in  the  article?  Should  we  apply  the  new  criteria  now,  given  what  we  now 
know?  If  we  did,  what  would  be  the  impact?"1172 

In  July  2007,  the  same  senior  executive  raised  the  issue  again  in  an  email  asking  the  S&P 
Analytic  Policy  Board  to  address  the  alignment  of  surveillance  methodology  and  new  model 
changes  at  a  "special  meeting."1173  But  by  then,  residential  mortgages  were  already  defaulting  in 
record  numbers,  and  the  mass  downgrades  of  RMBS  and  CDO  ratings  had  begun. 


1171  5/19/2006  email  from  Stephen  Anderberg  to  Pat  Jordan,  David  Tesher,  and  others,  PSI-S&P-RFN-000021 
[emphasis  in  original]. 

1172  3/12/2007  email  from  Cliff  Griep  to  Tom  Gillis,  and  others,  PSI-S&P-RFN-000015. 

1173  7/15/2007  email  from  Tom  Gillis  to  Valencia  Daniels,  "Special  APB  meeting,"  Hearing  Exhibit  4/23-74. 
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Consequences  for  Investors.  During  the  April  23  Subcommittee  hearing,  credit  ratings 
expert,  Professor  Arturo  Cifuentes,  explained  to  the  Subcommittee  the  importance  of  retesting 
existing  rated  deals  when  there  is  a  model  change. 

Senator  Levin:  If  a  ratings  model  changes  its  assumptions  or  criteria,  for  instance,  if  it 
becomes  materially  more  conservative,  how  important  is  it  that  the  credit  rating  agency 
use  the  new  assumptions  or  criteria  to  re-test  or  re-evaluate  securities  that  are  under 
surveillance? 

Mr.  Cifuentes:  Well,  it  is  very  important  for  two  reasons:  Because  if  you  do  not  do  that, 
you  are  basically  creating  two  classes  of  securities,  a  low  class  and  an  upper  class,  and 
that  creates  a  discrepancy  in  the  market.  At  the  same  time,  you  are  not  being  fair  because 
you  are  giving  an  inflated  rating  then  to  a  security  or  you  are  not  communicating  to  the 
market  that  the  ratings  given  before  were  of  a  different  class. 1174 

Moody's  and  S&P  updated  their  RMBS  and  CDO  models  with  more  conservative  criteria 
in  2006,  but  then  used  the  revised  models  to  evaluate  only  new  RMBS  and  CDO  transactions, 
bypassing  the  existing  RMBS  and  CDO  securities  that  could  have  benefited  from  the  new  credit 
analysis.  Even  with  respect  to  the  new  RMBS  and  CDOs,  investment  banks  sought  to  delay  use 
of  the  revised  models  that  required  additional  credit  enhancements  to  protect  investment  grade 
tranches  from  loss.  For  example,  in  May  2007,  Morgan  Stanley  sent  an  email  to  a  Moody's 
Managing  Director  with  the  following: 

"Thanks  again  for  your  help  (and  Mark's)  in  getting  Morgan  Stanley  up-to-speed  with 
your  new  methodology.  As  we  discussed  last  Friday,  please  find  below  a  list  of 
transactions  with  which  Morgan  Stanley  is  significantly  engaged  already  (assets  in 
warehouses,  some  liabilities  placed).  We  appreciate  your  willingness  to  grandfather 
these  transactions  [under]  Moody's  old  methodology."1175 

When  asked  about  the  failure  of  Moody's  and  S&P  to  retest  existing  securities  after  their 
model  updates  in  2006,  the  global  head  trader  for  CDOs  from  Deutsche  Bank  told  the 
Subcommittee  that  he  believed  the  credit  rating  agencies  did  not  retest  them,  because  to  do  so 
would  have  meant  significant  downgrades  and  "they  did  not  want  to  upset  the  apple  cart."1176 
Instead,  the  credit  rating  agencies  waited  until  2007,  when  the  high  risk  mortgages  underlying 
the  outstanding  RMBS  and  CDO  securities  incurred  record  delinquencies  and  defaults  and  then, 
based  upon  the  actual  loan  performance,  instituted  mass  ratings  downgrades.  Those  sudden  mass 
downgrades  caught  many  financial  institutions  and  other  investors  by  surprise,  leaving  them  with 


1174  April  23,  2010  Subcommittee  Hearing  at  35. 


1175  5/2/2007  email  from  Zach  Buchwald  (Morgan  Stanley  Executive  Director)  to  William  May  (Moody's  Managing 
Director),  and  others,  Hearing  Exhibit  4/23-76.   See  also  4/11/2007  email  from  Moody's  Managing  Director  to 
Calyon,  PSI-MOODYS-RFN-000040. 

1176  Subcommittee  interview  of  Greg  Lippmann,  Former  Managing  Director  and  Global  Head  of  Trading  of  CDOs 
for  Deutsche  Bank  (10/18/2010).  Mr.  Lippmann  said  he  thought  the  agencies'  decision  not  to  retest  existing 
securities  was  "ridiculous." 
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billions  of  dollars  of  suddenly  unmarketable  securities.  The  RMBS  secondary  market  collapsed 
soon  after,  and  the  CDO  secondary  market  followed. 

(5)  Inadequate  Resources 

In  addition  to  operating  with  conflicts  of  interest,  models  containing  inadequate 
performance  data,  subjective  and  inconsistent  rating  criteria,  and  a  policy  against  using  improved 
models  to  retest  outstanding  RMBS  and  CDO  securities,  despite  the  increasing  numbers  of 
ratings  issued  each  year  and  record  revenues  as  a  result,  neither  Moody's  nor  S&P  hired 
sufficient  staff  or  devoted  sufficient  resources  to  ensure  that  the  initial  rating  process  and  the 
subsequent  surveillance  process  produced  accurate  credit  ratings. 

Instead,  both  Moody's  and  S&P  forced  their  staffs  to  churn  out  new  ratings  and  conduct 
required  surveillance  with  limited  resources.  Over  time,  the  credit  rating  agencies'  profits 
became  increasingly  connected  to  issuing  a  high  volume  of  ratings.  By  not  devoting  sufficient 
resources  to  handle  the  high  volume  of  ratings,  the  strain  on  resources  negatively  impacted  the 
quality  of  the  ratings  and  their  surveillance. 

High  Speed  Ratings.  From  2000  to  2007,  Moody's  and  S&P  issued  record  numbers  of 
RMBS  and  CDO  ratings.  Each  year  the  number  of  ratings  issued  by  each  firm  increased. 
According  to  SEC  examinations  of  the  firms,  from  2002  to  2006,  "the  volume  of  RMBS  deals 
rated  by  Moody's  increased  by  137%,  and  the  number  of  CDO  deals  . . .  increased  by  700%. "1177 
At  S&P,  the  SEC  determined  that  over  the  same  time  period,  "the  volume  of  RMBS  deals  rated 
by  S&P  increased  by  130%,  and  the  number  of  CDO  deals  . . .  increased  by  over  900%." 1178    In 
addition  to  the  rapid  growth  in  numbers,  the  transactions  themselves  grew  in  complexity, 
requiring  more  time  and  talent  to  analyze. 

The  former  head  of  the  S&P  RMBS  Group,  Frank  Raiter,  described  the  tension  between 
profits  and  resources  this  way:  "Management  wanted  increased  revenues  and  profit  while 
analysts  wanted  more  staff,  data  and  IT  support  which  increased  expenses  and  obviously  reduced 
profit."1179 

Moody's  CEO,  Ray  McDaniel,  readily  acknowledged  during  the  Subcommittee's  April 
23  hearing  that  resources  were  stressed  and  that  Moody's  was  short  staffed.1180  He  testified: 
"People  were  working  longer  hours  than  we  wanted  them  to,  working  more  days  of  the  week 
than  we  wanted  them  to."  He  continued:  "It  was  not  for  lack  of  having  open  positions,  but  with 


1177  2008  SEC  Examination  Report  for  Moody's  Investor  Services  Inc.,  PSI-SEC  (Moodys  Exam  Report)-14-0001- 
16,  at  4. 

ii78  2008  SEC  Examination  Report  for  Standard  and  Poor's  Ratings  Services,  Inc.,  PSI-SEC  (S&P  Exam  Report)- 
14-0001-24,  at  3. 

1179  Prepared  statement  of  Frank  Raiter,  Former  Managing  Director  at  Standard  &  Poor's,  April  23,  2010 
Subcommittee  Hearing,  at  1-2. 

1180  April  23,  2010  Subcommittee  Hearing  at  96-97. 
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the  pace  at  which  the  market  was  growing,  it  was  difficult  to  fill  positions  as  quickly  as  we 
would  have  liked."1181 

Moody's  staff,  however,  had  raised  concerns  about  personnel  shortages  impacting  their 
work  quality  as  early  as  2002.    A  2002  survey  of  the  Structured  Finance  Group  staff  reported, 
for  example: 

"[Tjhere  is  some  concern  about  workload  and  its  impact  on  operating  effectiveness.    . . . 
Most  acknowledge  that  Moody's  intends  to  run  lean,  but  there  is  some  question  of 
whether  effectiveness  is  compromised  by  the  current  deployment  of  staff."1182 

Similar  concerns  were  expressed  three  years  later  in  a  2005  employee  survey: 

"We  are  over  worked.  Too  many  demands  are  placed  on  us  for  administrative]  tasks  ... 
and  are  detracting  from  primary  workflow  ....  We  need  better  technology  to  meet  the 
demand  of  running  increasingly  sophisticated  models."1183 

In  2006,  Moody's  analyst  Richard  Michalek  worried  that  investment  bankers  were  taking 
advantage  of  the  fact  that  analysts  did  not  have  the  time  to  understand  complex  deals.  He  wrote: 

"I  am  worried  that  we  are  not  able  to  give  these  complicated  deals  the  attention  they 
really  deserve,  and  that  they  (CS)  [Credit  Suisse]  are  taking  advantage  of  the  'light' 
review  and  the  growing  sense  of  'precedent'."1184 

Moody's  managers  and  analysts  interviewed  by  the  Subcommittee  stated  that  staff 
shortages  impacted  how  much  time  could  be  spent  analyzing  a  transaction.  One  analyst 
responsible  for  rating  CDOs  told  the  Subcommittee  that,  during  the  height  of  the  boom,  Moody's 
analysts  didn't  have  time  to  understand  the  complex  deals  being  rated  and  had  to  set  priorities  on 
what  issues  would  be  examined: 

"When  I  joined  the  [CDO]  Group  in  1999  there  were  seven  lawyers  and  the  Group  rated 
something  on  the  order  of  40  -  60  transactions  annually.  In  2006,  the  Group  rated  over 
600  transactions,  using  the  resources  of  approximately  12  lawyers.  The  hyper-growth 
years  from  the  second  half  of  2004  through  2006  represented  a  steady  and  constant 
adjustment  to  the  amount  of  time  that  could  be  allotted  to  any  particular  deal's  analysis, 
and  with  that  adjustment,  a  constant  re-ordering  of  the  priority  assigned  to  the  issues  to  be 
raised  at  rating  Committees."1185 


1181  Id.  at  97. 

1182  5/2/2002  "Moody's  SFG  2002  Associate  Survey:  Highlights  of  Focus  Groups  and  Interviews,"  Hearing  Exhibit 
4/23-92a  at  6. 

ii83  4/7/2006  "Moody's  Investor  Service,  BES-2005:  Presentation  to  Derivatives  Team,"  Hearing  Exhibit  4/23-92b. 

1184  5/1/2006  email  from  Richard  Michalek  to  Yuri  Yoshizawa,  Hearing  Exhibit  4/23-19. 

1185  Michalek  prepared  statement  at  20,  n.29. 
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A  Moody's  managing  director  responsible  for  supervising  CDO  analysts  put  it  this  way  in  a  2007 
email:  "Unfortunately,  our  analysts  are  o[v]erwhelmed..."1186  Moody's  CEO  testified  at  the 


1187 


Subcommittee's  hearing  "[w]e  had  stress  on  our  resources  in  this  period,  absolutely." 
Senator  Levin  asked  him  if  Moody's  was  profitable  at  the  time,  and  he  responded  "[w]e  were 
profitable,  yes." 


1188 


S&P  also  experienced  significant  resource  shortages.  In  2004,  for  example,  a  managing 
director  in  the  RMBS  Group  wrote  a  lengthy  email  about  the  resource  problems  impacting  credit 
analysis: 

"I  am  trying  to  put  my  hat  on  not  only  for  ABS/RMBS  but  for  the  department  and  be 
helpful  but  feel  that  it  is  necessary  to  re-iterate  that  there  is  a  shortage  in  resources  in 
RMBS.  If  I  did  not  convey  this  to  each  of  you  I  would  be  doing  a  disservice  to  each  of 
you  and  the  department.  As  an  update,  December  is  going  to  be  our  busiest  month  ever 
in  RMBS.  I  am  also  concerned  that  there  is  a  perception  that  we  have  been  getting  all  the 
work  done  up  until  now  and  therefore  can  continue  to  do  so. 

"We  ran  our  Staffing  model  assuming  the  analysts  are  working  60  hours  a  week  and  we 
are  short  resources.  We  could  talk  about  the  assumptions  and  make  modifications  but  the 
results  would  be  similar.  The  analysts  on  average  are  working  longer  than  this  and  we 
are  burning  them  out.  We  have  had  a  couple  of  resignations  and  expect  more.  It  has 
come  to  my  attention  in  the  last  couple  of  days  that  we  have  a  number  of  staff  members 
that  are  experiencing  health  issues." 

A  May  2006  internal  email  from  an  S&P  senior  manager  in  the  Structured  Finance  Real 
Estate  Ratings  Group  expressed  similar  concerns: 

"We  spend  most  of  our  time  keeping  each  other  and  our  staff  calm.  Tensions  are  high. 
Just  too  much  work,  not  enough  people,  pressure  from  company,  quite  a  bit  of  turnover 
and  no  coordination  of  the  non-deal  'stuff  they  want  us  and  our  staff  to  do  „.."1190 

The  head  of  the  S&P  CDO  Ratings  Group  sent  a  2006  email  to  the  head  of  the  Structured 
Finance  Department  to  make  a  similar  point.  She  wrote: 

"While  I  realize  that  our  revenues  and  client  service  numbers  don't  indicate  any  ill 
[e]ffects  from  our  severe  understaffing  situation,  I  am  more  concerned  than  ever  that  we 
are  on  a  downward  spiral  of  morale,  analytical  leadership/quality  and  client  service."1191 


1186 
1187 


5/23/2007  email  from  Eric  Kolchinsky  to  Yvonne  Fu  and  Yuri  Yoshizawa,  Hearing  Exhibit  4/23-91. 
April  23,  2010  Subcommittee  Hearing  at  97. 


1188  Id. 

nag  12/3/2004  email  from  Gail  McDermott  to  Abe  Losice  and  Pat  Jordan,  PSI-S&P-RFN-000034. 

1190  5/2/2006  email  from  Gale  Scott  to  Diane  Cory,  "RE:  Change  in  scheduling/Coaching  sessions/Other  stuff,"  PSI- 
S&P-RFN-000012. 

1191  10/31/2006  S&P  internal  email,  "A  CDO  Director  resignation,"  PSI-S&P-RFN-000001. 
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Some  of  the  groups  came  up  with  creative  ways  to  address  their  staffing  shortages.  For 
example,  the  head  of  the  S&P  RMBS  Ratings  Group  between  2005  and  2007,  Susan  Barnes, 
advised  the  Subcommittee  that  her  group  regularly  borrowed  staff  from  the  S&P  Surveillance 
Group  to  assist  with  new  ratings.    She  said  that  almost  half  the  surveillance  staff  provided 
assistance  on  issuing  new  ratings  during  her  tenure,  and  estimated  that  each  person  in  the 
surveillance  group  might  have  contributed  up  to  25%  of  his  or  her  time  to  issuing  new 

1 192 

ratings. 

The  Subcommittee  investigation  discovered  a  cadre  of  professional  RMBS  and  CDO 
rating  analysts  who  were  rushed,  overworked,  and  demoralized.  They  were  asked  to  evaluate 
increasing  numbers  of  increasingly  complex  financial  instruments  at  high  speed,  using  out-of- 
date  rating  models  and  unclear  ratings  criteria,  while  acting  under  pressure  from  management  to 
increase  market  share  and  revenues  and  pressure  from  investment  banks  to  ignore  credit  risk. 
These  analysts  were  short  staffed  even  as  their  employers  collected  record  revenues. 

Resource-Starved  Surveillance.  Resource  shortages  also  impacted  the  ability  of  the 
credit  rating  agencies  to  conduct  surveillance  on  outstanding  rated  RMBS  and  CDO  securities  to 
evaluate  their  credit  risk.  The  credit  rating  agencies  were  contractually  obligated  to  monitor  the 
accuracy  of  the  ratings  they  issued  over  the  life  of  the  rated  transactions.  CRA  surveillance 
analysts  were  supposed  to  evaluate  each  rating  on  an  ongoing  basis  to  determine  whether  the 
rating  should  be  affirmed,  upgraded,  or  downgraded.  To  support  this  analysis,  both  companies 
collected  substantial  annual  surveillance  fees  from  the  issuers  of  the  financial  instruments  they 
rated,  and  set  up  surveillance  groups  to  review  the  ratings.  In  the  case  of  RMBS  and  CDO 
securities,  the  Subcommittee  investigation  found  evidence  that  these  surveillance  groups  may 
have  lacked  the  resources  to  properly  monitor  the  thousands  of  rated  products. 

At  Moody's,  for  example,  a  2007  email  disclosed  that  about  26  surveillance  analysts 
were  responsible  for  tracking  over  13,000  rated  CDO  securities: 

"Thanks  for  sharing  the  draft  of  the  CDO  surveillance  piece  you're  planning  to  publish 
later  this  week.  ...  In  the  section  about  your  CDO  surveillance  infrastructure,  we  were 
struck  by  the  data  point  about  the  26  professionals  who  are  dedicated  to  monitoring  CDO 
ratings.  While  this  is,  no  doubt,  a  strong  team,  we  wanted  to  at  least  raise  the  question 
about  whether  the  company's  critics  could  twist  that  number  -  e.g.,  by  comparing  it  to  the 
13,000+  CDOs  you're  monitoring  -  and  once  again  question  if  you  have  adequate 
resources  to  do  your  job  effectively.  Given  that  potential  risk,  we  thought  you  might 
consider  removing  any  specific  reference  to  the  number  of  people  on  the  CDO 
surveillance  team."1193 

The  evidence  of  surveillance  shortages  at  S&P  was  particularly  telling.  Although  during 
an  interview  with  the  Subcommittee,  the  head  of  S&P's  RMBS  Surveillance  Group  from  2001  to 
2008,  Ernestine  Warner,  said  she  had  adequate  resources  to  conduct  surveillance  of  rated  RMBS 


1192  Subcommittee  interview  of  Susan  Barnes  (3/18/2010). 

1193  7/9/2007  email  to  Yuri  Yoshizawa,  "FW:  CDO  Surveillance  Note  7_071.doc,"  PSI-MOODYS-RFN-000022. 
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securities  during  her  tenure,  her  emails  indicate  otherwise.1194  In  emails  sent  over  a  two-year 
period,  she  repeatedly  described  and  complained  about  a  lack  of  resources  that  was  impeding  her 
group's  ability  to  complete  its  work.  In  the  spring  of  2006,  she  emailed  her  colleague  about  her 
growing  anxiety: 

"RMBS  has  an  all  time  high  of  5900  transactions.  Each  time  I  consider  what  my  group  is 
faced  with,  I  become  more  and  more  anxious.  The  situation  with  Lai  [a  surveillance 
analyst],  being  off  line  or  out  of  the  group,  is  having  a  huge  impact."1195 

In  June  2006,  she  wrote  that  the  problems  were  not  getting  better: 

"It  really  feels  like  I  am  repeating  myself  when  it  comes  to  completing  a  very  simple 
project  and  addressing  some  of  the  other  surveillance  needs.  . . .  The  inability  to  make  a 
decision  about  how  the  project  is  going  to  be  resourced  is  causing  undue  stress.  I  have 
talked  to  you  and  Peter  [D'Erchia,  head  of  global  structured  finance  surveillance,]  about 
each  of  the  issues  below  and  at  this  point  I  am  not  sure  what  else  you  need  from  me.  . . . 

To  rehash  the  points  below: 

In  addition  to  the  project  above  that  involves  some  863  deals,  I  have  a  back  log  of  deals 
that  are  out  of  date  with  regard  to  ratings.  . . .  We  recognize  that  I  am  still 
understaffed  with  these  two  additional  bodies.  . . .  [W]e  may  be  falling  further  behind  at 
the  rate  the  deals  are  closing.  If  we  do  not  agree  on  the  actual  number,  certainly  we  can 
agree  that  I  need  more  recourse  if  I  am  ever  going  to  be  near  compliance."1196 

In  December  2006,  she  wrote: 

"In  light  of  the  current  state  of  residential  mortgage  performance,  especially  sub-prime,  I 
think  it  would  be  very  beneficial  for  the  RMBS  surveillance  team  to  have  the  work  being 
done  by  the  temps  to  continue.  It  is  still  very  important  that  performance  data  is  loaded 
on  a  timely  basis  as  this  has  an  impact  on  our  exception  reports.  Currently,  there  are 
nearly  1,000  deals  with  data  loads  aged  beyond  one  month."1197 

In  February  2007,  she  expressed  concerns  about  having  adequate  resources  to  address 
potential  downgrades  in  RMBS: 

"I  talked  to  Tommy  yesterday  and  he  thinks  that  the  [RMBS]  ratings  are  not  going  to 
hold  through  2007.  He  asked  me  to  begin  discussing  taking  rating  actions  earlier  on  the 


1194 


During  an  interview,  the  head  of  RMBS  surveillance  advised  that  she  believed  she  was  adequately  resourced  and 
prioritized  her  review  of  outstanding  securities  by  focusing  on  2006  and  2007  vintages  that  had  performance 
problems.  Subcommittee  interview  of  Ernestine  Warner  (3/11/2010). 

ii95  4/28/20O6  email  from  Ernestine  Warner  to  Roy  Chun,  and  others,  Hearing  Exhibit  4/23-82. 
1196  6/1/2006  emails  from  Ernestine  Warner  to  Roy  Chun,  Hearing  Exhibit  4/23-83. 
ii97 12/20/2006  email  from  Ernestine  Warner  to  Gail  Houston,  Roy  Chun,  others,  Hearing  Exhibit  4/23-84. 
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poor  performing  deals.  I  have  been  thinking  about  this  for  much  of  the  night.  We  do  not 
have  the  resources  to  support  what  we  are  doing  now.  A  new  process,  without  the  right 
support,  would  be  overwhelming. ...  My  group  is  under  serious  pressure  to  respond  to  the 
burgeoning  poor  performance  of  sub-prime  deals.  ...  we  are  really  falling  behind.  ...  I  am 
seeing  evidence  that  I  really  need  to  add  staff  to  keep  up  with  what  is  going  on  with  sub 
prime  and  mortgage  performance  in  general,  NOW."1198 

In  April  2007,  a  managing  director  at  S&P  in  the  Structured  Finance  Group  wrote  an 
email  confirming  the  staffing  shortages  in  the  RMBS  Surveillance  Group: 

"We  have  worked  together  with  Ernestine  Warner  (EW)  to  produce  a  staffing  model  for 
RMBS  Surveillance  (R-Surv).  It  is  intended  to  measure  the  staffing  needed  for  detailed 
surveillance  of  the  2006  vintage  and  also  everything  issued  prior  to  that.  This  model 
shows  that  the  R-Surv  staff  is  short  by  7  FTE  [Full  Time  Employees]  -  about  3  Directors, 
2  AD's,  and  2  Associates.  The  model  suggests  that  the  current  staff  may  have  been  right 
sized  if  we  excluded  coverage  of  the  2006  vintage,  but  was  under  titled  lacking  sufficient 
seniority,  skill,  and  experience."1199 

The  global  head  of  the  S&P  Structured  Finance  Surveillance  Group,  Peter  D'Erchia,  told 
the  Subcommittee  that,  in  late  2006,  he  expressed  concerns  to  senior  management  about 
surveillance  resources  and  the  need  to  downgrade  subprime  in  more  significant  numbers  in  light 
of  the  deteriorating  subprime  market.1200  According  to  Mr.  D'Erchia,  the  executive  managing 
director  of  the  Global  Structured  Finance  Ratings  Group,  Joanne  Rose,  disagreed  with  him  about 
the  need  to  issue  significantly  more  downgrades  in  subprime  RMBS  and  this  disagreement 
continued  into  the  next  year.    He  also  told  the  Subcommittee  that  after  this  disagreement  with 
her,  he  received  a  disappointing  2007  performance  evaluation.  He  wrote  the  following  in  the 
employee  comment  section  of  his  evaluation: 

"Even  more  offensive  -  and  flatly  wrong  -  is  the  statement  that  I  am  not  working  for  a 
good  outcome  for  S&P.  That  is  all  I  am  working  towards  and  have  been  for  26  years.  It 
is  hard  to  respond  to  such  comments,  which  I  think  reflect  Joanne's  [Rose]  personal 
feelings  arising  from  our  disagreement  over  subprime  debt  deterioration,  not  professional 
assessment.  . . .  Such  comments,  and  others  like  it,  suggest  to  me  that  this  year-end 
appraisal,  in  contrast  to  the  mid-year  appraisal,  has  more  to  do  with  our  differences  over 
subprime  deterioration  than  an  objective  assessment  of  my  overall  performance."1201 

In  2008,  Mr.  D'Erchia  was  removed  from  his  surveillance  position,  where  he  oversaw 
more  than  314  employees,  as  part  of  a  reduction  in  force.  He  was  subsequently  rehired  as  a 
managing  director  in  U.S.  Public  Finance  at  S&P,  a  position  without  staff  to  supervise. 


ii98  2/3/2007  email  from  Ernestine  Warner  to  Peter  D'Erchia,  Hearing  Exhibit  4/23-86  [emphasis  in  original]. 

1199  4/24/2007  email  from  Abe  Losice  to  Susan  Barnes,  "Staffing  for  RMBS  Surveillance,"  Hearing  Exhibit  4/23-88. 

1200  Subcommittee  interview  of  Peter  D'Erchia  (4/13/2010). 

1201  2007  Performance  Evaluation  for  Peter  D'Erchia,  S&P  SEN-PSI  0007442;  See  also  April  23,  2010 
Subcommittee  Hearing  at  74-75. 
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Similarly,  Ernestine  Warner,  the  head  of  RMBS  Surveillance,  lost  her  managerial  position  and 
was  reassigned  to  investor  relations  in  the  Structured  Finance  Group. 

On  July  10,  2007,  amid  record  mortgage  defaults,  S&P  abruptly  began  downgrading  its 
outstanding  RMBS  and  CDO  ratings.  In  July  alone,  it  downgraded  the  ratings  of  more  than 
1,000  RMBS  and  100  CDO  securities.  Both  credit  rating  agencies  continued  to  issue  significant 
downgrades  throughout  the  remainder  of  2007.  On  January  30,  2008,  S&P  took  action  on  over 
8,200  RMBS  and  CDO  ratings  -  meaning  it  either  downgraded  their  ratings  or  placed  the 
securities  on  credit  watch  with  negative  implications.  These  and  other  downgrades,  matched  by 
equally  substantial  numbers  at  Moody's,  paint  a  picture  of  CRA  surveillance  teams  acting  at  top 
speed  in  overwhelming  circumstances  to  correct  thousands  of  inaccurate  RMBS  and  CDO 
ratings.  When  asked  to  produce  contemporaneous  decision-making  documents  indicating  how 
and  when  the  ratings  were  selected  for  downgrade,  neither  S&P  nor  Moody's  produced 
meaningful  documentation.  The  facts  suggest  that  CRA  surveillance  analysts  with  already 
substantial  responsibilities  and  limited  resources  were  forced  to  go  into  overdrive  to  clean  up 
ratings  that  could  not  "hold." 

(6)    Mortgage  Fraud 

A  final  factor  that  contributed  to  inaccurate  credit  ratings  involves  mortgage  fraud. 
Although  the  credit  rating  agencies  were  clearly  aware  of  increased  levels  of  mortgage  fraud, 
they  did  not  factor  that  credit  risk  into  their  quantitative  models  or  adequately  factor  it  into  their 
qualitative  analyses.  The  absence  of  that  credit  risk  meant  that  the  credit  enhancements  they 
required  were  insufficient,  the  tranches  bearing  AAA  ratings  were  too  large,  and  the  ratings  they 
issued  were  too  optimistic. 

Reports  of  mortgage  fraud  were  frequent  and  mounted  yearly  prior  to  the  financial  crisis. 
As  noted  above,  as  early  as  2004,  the  FBI  began  issuing  reports  on  increased  mortgage  fraud.1202 
The  FBI  was  also  quoted  in  Congressional  testimony  and  in  the  popular  press  about  the  mortgage 
fraud  problem.  CNN  reported  that  "[rjampant  fraud  in  the  mortgage  industry  has  increased  so 
sharply  that  the  FBI  warned  Friday  of  an  'epidemic'  of  financial  crimes  which,  if  not  curtailed, 
could  become  'the  next  S&L  crisis.'"1203  In  2006,  the  FBI  reported  that  the  number  of 
Suspicious  Activity  Reports  on  mortgage  fraud  had  increased  sixfold,  from  about  6,800  in  2002, 
to  about  36,800  in  2006,  while  pending  mortgage  fraud  cases  nearly  doubled  from  436  in  FY 
2003  to  818  in  FY  2006. 1204  The  Mortgage  Asset  Research  Institute,  LLC  (MARI)  also  reported 
increasing  mortgage  fraud  over  several  years,  including  a  30%  increase  in  2006  alone. 1205 


1202  py  2004  "Financial  Institution  Fraud  and  Failure  Report,"  prepared  by  the  Federal  Bureau  of  Investigation, 
available  at  http://www.fbi.gov/stats-services/publications/fiff_04. 

1203  «pBI  warns  0f  mortgage  fraucj  'epidemic',"  CNN.com  (9/17/2004),  http://articles.cnn.com/2004-09- 
17/justice/mortgage.fraud_l_mortgage-fraud-mortgage-industry-s-l-crisis?_s=PM:LAW. 

1204  "Financial  Crimes  Report  to  the  Public:  Fiscal  Year  2006,  October  1,  2005  -  September  30,  2006,"  prepared  by 
the  Federal  Bureau  of  Investigation,  available  at  http://www.fbi.gov/stats- 
services/publications/fcs_report2006/financial-crimes-report-to-the-public-2006-pdf/view. 

1205  4/2007  "Ninth  Periodic  Mortgage  Fraud  Case  Report  to  Mortgage  Bankers  Association,"  prepared  by  Mortgage 
Asset  Research  Institute,  LLC. 
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Published  reports,  as  well  as  internal  emails,  demonstrate  that  analysts  within  both 
Moody's  and  S&P  were  aware  of  the  serious  mortgage  fraud  problem  in  the  industry.1206 
Despite  being  on  notice  about  the  problem  and  despite  assertions  about  the  importance  of  loan 
data  quality  in  the  ratings  process  for  structured  finance  securities,1207  neither  Moody's  nor  S&P 
established  procedures  to  account  for  the  possibility  of  fraud  in  its  ratings  process.  For  example, 
neither  company  took  any  steps  to  ensure  that  the  loan  data  provided  for  specific  RMBS  loan 
pools  had  been  reviewed  for  accuracy.1208  The  former  head  of  S&P's  RMBS  Group,  Frank 
Raiter,  stated  in  his  prepared  testimony  for  the  Subcommittee  hearing  that  the  S&P  rating 
process  did  not  include  any  "due  diligence"  review  of  the  loan  tape  or  any  requirement  for  the 
provider  of  the  loan  tape  to  certify  its  accuracy.  He  stated:  "We  were  discouraged  from  even 
using  the  term  'due  diligence'  as  it  was  believed  to  expose  S&P  to  liability."1209  Fraud  was  also 
not  factored  into  the  RMBS  or  CDO  quantitative  models.1210 

Yet  when  Moody's  and  S&P  initiated  the  mass  downgrades  of  RMBS  and  CDO 
securities  in  July  2007,  they  directed  some  of  the  blame  for  the  rating  errors  on  the  volume  of 
mortgage  fraud.  On  July  10,  2007,  when  S&P  announced  that  it  was  placing  612  U.S.  subprime 
RMBS  on  negative  credit  watch,  S&P  noted  the  high  incidence  of  fraud  reported  by  MARI, 
"misrepresentations  on  credit  reports,"  and  that  "[djata  quality  concerning  some  of  the  borrower 
and  loan  characteristics  provided  during  the  rating  process  [had]  also  come  under  question."  12n 
In  October  2007,  the  CEO  of  Fitch  Ratings,  another  ratings  firm,  said  in  an  interview  that  "the 
blame  may  lie  with  fraudulent  lending  practices,  not  his  industry."1212  Moody's  made  similar 
observations.  In  2008,  Moody's  CEO  Ray  McDaniel  told  a  panel  at  the  World  Economic 
Forum: 

"In  hindsight,  it  is  pretty  clear  that  there  was  a  failure  in  some  key  assumptions  that  were 
supporting  our  analytics  and  our  models.  . . .  [One  reason  for  the  failure  was  that  the] 


1206  See,  e.g.,  9/2/2006  email  chain  between  Richard  Koch,  Robert  Mackey,  and  Michael  Gutierrez,  "Nightmare 
Mortgages,"  Hearing  Exhibit  4/23-46a;  9/5/2006  email  chain  between  Edward  Highland,  Michael  Gutierrez,  and 
Richard  Koch,  "Nightmare  Mortgages,"  Hearing  Exhibit  4/23-46b;  and  9/29/2006  email  from  Michael  Gutierrez, 
Director  of  S&P,  PSI-S&P-RFN-000029. 

1207  See,  e.g.,  6/24/2010  supplemental  response  from  S&P  to  the  Subcommittee,  Exhibit  H,  Hearing  Exhibit  4/23- 
108  (7/11/2007  "S&PCORRECT:  612  U.S.  Subprime  RMBS  Classes  Put  On  Watch  Neg;  Methodology  Revisions 
Announced,"  S&P's  RatingsDirect  (correcting  the  original  version  issued  on  7/10/2007)). 

1208  See,  e.g.,  2008  SEC  Examination  Report  for  Moody's  Investor  Services  Inc.,  PSI-SEC  (Moodys  Exam  Report)- 
14-0001-16,  at  7;  and  2008  SEC  Examination  Report  for  Standard  and  Poor's  Ratings  Services,  Inc.,  PSI-SEC  (S&P 
Exam  Report)- 14-000 1-24,  at  11  (finding  with  respect  to  each  credit  rating  agency  that  it  "did  not  engage  in  any  due 
diligence  or  otherwise  seek  to  verify  the  accuracy  and  quality  of  the  loan  data  underlying  the  RMBS  pools  it  rated"). 

1209  Prepared  statement  of  Frank  Raiter,  Former  Managing  Director  at  Standard  &  Poor's,  April  23,  2010 
Subcommittee  Hearing,  at  3. 

1210  Subcommittee  interviews  of  Susan  Barnes  (3/18/2010)  and  Richard  Gugliada  (10/9/2009). 

1211  6/24/2010  supplemental  response  from  S&P  to  the  Subcommittee,  Exhibit  H,  Hearing  Exhibit  4/23-108 
(7/11/2007  "S&PCORRECT:  612  U.S.  Subprime  RMBS  Classes  Put  On  Watch  Neg;  Methodology  Revisions 
Announced,"  S&P's  RatingsDirect  (correcting  the  original  version  issued  on  7/10/2007)). 

1212 10/12/2007  Moody's  internal  email,  PSI-MOODYS-RFN-000035  (citing  "Fitch  CEO  says  fraudulent  lending 
practices  may  have  contributed  to  problems  with  ratings,"  Associated  Press,  and  noting:  "After  S&P,  Fitch  is  now 
blaming  fraud  for  the  impact  on  RMBS,  at  least  partially."). 
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'information  quality'  [given  to  Moody's,]  both  the  complete [ness]  and  veracity,  was 
deteriorating/ 


,1213 


In  2007,  Fitch  Ratings  decided  to  conduct  a  review  of  some  mortgage  loan  files  to 
evaluate  the  impact  of  poor  lending  standards  on  loan  quality.  On  November  28,  2007,  Fitch 
issued  a  report  entitled,  "The  Impact  of  Poor  Underwriting  Practices  and  Fraud  in  Subprime 
RMBS  Performance."  After  reviewing  a  "sample  of  45  subprime  loans,  targeting  high  CLTV 
[combined  loan  to  value]  [and]  stated  documentation  loans,  including  many  with  early  missed 
payments,"  Fitch  reported  that  it  decided  to  summarize  information  about  the  impact  of  fraud,  as 
well  as  lax  lending  standards,  on  the  mortgages.  Fitch  explained:  "[t]he  result  of  the  analysis 
was  disconcerting  at  best,  as  there  was  the  appearance  of  fraud  or  misrepresentation  in  almost 
every  file."1214 

To  address  concerns  about  fraud  and  lax  underwriting  standards  generally,  S&P 
considered  a  potential  policy  change  in  November  2007  that  would  give  an  evaluation  of  the 
quality  of  services  provided  by  third  parties  more  influence  in  the  ratings  process.  An  S&P 
managing  director  wrote: 

"We  believe  our  analytical  process  and  rating  opinions  will  be  enhanced  by  an  increased 
focus  on  the  role  third  parties  can  play  in  influencing  loan  default  and  loss  performance. 
. . .  [W]e'd  like  to  set  up  meetings  where  specific  mortgage  originators,  investment  banks 
and  mortgage  servicers  are  discussed.  We  would  like  to  use  these  meetings  to  share  ideas 
with  a  goal  of  determining  whether  loss  estimates  should  be  altered  based  upon  your 
collective  input."1215 

An  S&P  employee  who  received  this  announcement  wrote  to  a  colleague:  "Should  have  been 
doing  this  all  along." 


1216 


S&P  later  decided  that  its  analysts  would  also  review  specific  loan  originators  that 
supplied  loans  for  the  pool.  Loans  issued  by  originators  with  a  reputation  for  issuing  poor 
quality  loans,  including  loans  marked  by  fraud,  would  be  considered  a  greater  credit  risk  and 
ratings  for  the  pool  containing  the  loans  would  reflect  that  risk.  S&P  finalized  that  policy  in 
November  2008. 1217  As  part  of  its  ratings  analysis,  S&P  now  ranks  mortgage  originators  based 
on  the  past  historical  performance  of  their  loans  and  factors  the  assessment  of  the  originator  into 
credit  enhancement  levels  for  RMBS.1218 


1213  "Moody's:  They  Lied  to  Us,"  New  York  Times  (1/25/2008), 
http://norris.blogs.nytimes.com/2008/01/25/moodys-they-lied-to-us/. 

1214  11/28/2007  "The  Impact  of  Poor  Underwriting  Practices  and  Fraud  in  Subprime  RMBS  Performance,"  report 
prepared  by  Fitch  Ratings,  at  4,  Hearing  Exhibit  4/23-100. 

1215 11/15/2007  email  from  Thomas  Warrack  to  Michael  Gutierrez,  and  others,  Hearing  Exhibit  4/23-34. 

1216  11/15/2007  email  from  Robert  Mackey  to  Michael  Gutierrez,  and  others,  Hearing  Exhibit  4/23-34. 

1217  6/24/2010  supplemental  letter  from  S&P  to  the  Subcommittee,  Exhibit  W,  Hearing  Exhibit  4/23-108 
(11/25/2008  "Standard  &  Poor's  Enhanced  Mortgage  Originator  and  Underwriting  Review  Criteria  for  U.S. 
RMBS,"  S&P's  RatingsDirect). 

1218  Id. 
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In  September  2007,  Moody's  solicited  industry  feedback  on  proposed  enhancements  to 
its  evaluation  of  nonprime  RMBS  securitizations,  including  the  need  for  third-party  due 
diligence  reviews  of  the  loans  in  a  securitization.  Moody's  wrote:  "To  improve  the  accuracy  of 
loan  information  upon  which  it  relies,  Moody's  will  look  for  additional  oversight  by  a  qualified 
third  party."1219  In  November  2008,  Moody's  issued  a  report  detailing  its  enhanced  approach  to 
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RMBS  originator  assessments. 

E.  Preventing  Inflated  Credit  Ratings 

Weak  credit  rating  agency  performance  has  long  been  a  source  of  concern  to  financial 
regulators.  Many  investors  rely  on  credit  ratings  to  identify  "safe"  investments.  Many  regulated 
financial  institutions,  including  banks,  broker-dealers,  insurance  companies,  pension  funds, 
mutual  funds,  money  market  funds,  and  others  have  been  required  to  operate  under  restrictions 
related  to  their  purchase  of  "investment  grade"  versus  "noninvestment  grade"  financial 
instruments.  When  credit  agencies  issue  inaccurate  credit  ratings,  both  retail  investors  and 
regulated  financial  institutions  may  mistakenly  purchase  financial  instruments  that  are  riskier 
than  they  intended  or  are  permitted  to  buy.  The  recent  financial  crisis  has  demonstrated  how  the 
unintended  purchase  of  high  risk  financial  products  by  multiple  investors  and  financial 
institutions  can  create  systemic  risk  and  endanger,  not  only  U.S.  financial  markets,  but  the  entire 
U.S.  economy. 

(1)    Past  Credit  Rating  Agency  Oversight 

Even  before  the  recent  financial  crisis,  the  SEC  and  Congress  had  been  reviewing  the 
need  for  increased  regulatory  oversight  of  the  credit  rating  industry.  In  1994,  for  example,  the 
SEC  "issued  a  Concept  Release  soliciting  public  comment  on  the  appropriate  role  of  ratings  in 
the  federal  securities  laws,  and  the  need  to  establish  formal  procedures  for  recognizing  and 
monitoring  the  activities  of  [credit  rating  agencies]."1221 

In  2002,  the  Senate  Committee  on  Governmental  Affairs  examined  the  collapse  of  the 
Enron  Corporation,  focusing  in  part  on  how  the  credit  rating  agencies  assigned  investment  grade 
credit  ratings  to  the  company  "until  a  mere  four  days  before  Enron  declared  bankruptcy."1222 
The  Committee  issued  a  report  finding,  among  other  things,  that  the  credit  rating  agencies: 


1219  "Moody's  Proposes  Enhancements  to  Non-Prime  RMBS  Securitization,"  Moody's  (9/25/2007). 

1220  "jy[oocjy's  Enhanced  Approach  to  Originator  Assessments  for  U.S.  Residential  Mortgage  Backed  Securities 
(RMBS),"  Moody's,  Hearing  Exhibit  4/23-106  (originally  issued  11/24/2008  but  due  to  minor  changes  was 
republished  on  10/5/2009). 

1221 1/2003  "Report  on  the  Role  and  Function  of  Credit  Rating  Agencies  in  the  Operation  of  the  Securities  Markets,' 
prepared  by  the  SEC,  at  5. 

1222 10/8/2002  "Financial  Oversight  of  Enron:  The  SEC  and  Private-Sector  Watchdogs,"  prepared  by  the  U.S. 
Senate  Committee  on  Governmental  Affairs,  at  6.  See  also  "Rating  the  Raters:  Enron  and  the  Credit  Rating 
Agencies,"  before  the  U.S.  Senate  Committee  on  Governmental  Affairs,  S.Hrg.  107-471  (3/20/2002).  The 
Committee  has  since  been  renamed  as  the  Committee  on  Homeland  Security  and  Governmental  Affairs. 
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"failed  to  detect  Enron's  problems  -  or  take  sufficiently  seriously  the  problems  they  were 
aware  of  -  until  it  was  too  late  because  they  did  not  exercise  the  proper  diligence.  . . . 
[T]he  agencies  did  not  perform  a  thorough  analysis  of  Enron's  public  filings;  did  not  pay 
appropriate  attention  to  allegations  of  financial  fraud;  and  repeatedly  took  company 
officials  at  their  word  . . .  despite  indications  that  the  company  had  misled  the  rating 
agencies  in  the  past."1223 

The  report  also  found  the  credit  rating  "analysts  [did]  not  view  themselves  as  accountable  for 
their  actions,"  since  the  rating  agencies  were  subject  to  little  regulation  or  oversight,  and  their 
liability  for  poor  quality  ratings  was  limited  by  regulatory  exemptions  and  First  Amendment 
protections.1224  The  report  recommended  "increased  oversight  for  these  rating  agencies  in  order 
to  ensure  that  the  public's  trust  in  these  firms  is  well-placed."1225 

In  2002,  the  Sarbanes-Oxley  Act  required  the  SEC  to  conduct  a  study  into  the  role  of 
credit  rating  agencies  in  the  securities  markets,  including  any  barriers  to  accurately  evaluating 
the  financial  condition  of  the  issuers  of  securities  they  rate. 1226  In  response,  the  SEC  initiated  an 
in-depth  study  of  the  credit  rating  industry  and  released  its  findings  in  a  2003  report.  The  SEC's 
oversight  efforts  "included  informal  discussions  with  credit  rating  agencies  and  market 
participants,  formal  examinations  of  credit  rating  agencies,  and  public  hearings,  where  market 
participants  were  given  the  opportunity  to  offer  their  views  on  credit  rating  agencies  and  their 
role  in  the  capital  markets."122 '  The  report  expressed  a  number  of  concerns  about  CRA 
operations,  including  "potential  conflicts  of  interest  caused  by  the  [issuer-pays  model]."1228 

The  Credit  Rating  Agency  Reform  Act,  which  was  signed  into  law  in  September  2006, 
was  designed  to  address  some  of  the  shortcomings  identified  by  Congress  and  the  SEC.  The  Act 
made  it  clear  that  the  SEC  had  jurisdiction  to  conduct  oversight  of  the  credit  rating  industry,  and 
formally  charged  the  agency  with  designating  companies  as  NRSROs.122 '  The  statute  also 
required  NRSROs  to  meet  certain  criteria  before  registering  with  the  SEC.  In  addition,  the 
statute  instructed  the  SEC  to  promulgate  regulations  requiring  NRSROs  to  establish  policies  and 
procedures  to  prevent  the  misuse  of  nonpublic  information  and  to  disclose  and  manage  conflicts 
of  interest.1230  Those  regulations  were  designed  to  take  effect  in  September  2007. 

In  the  summer  of  2007,  after  the  mass  downgrades  of  RMBS  and  CDO  ratings  had  begun 
and  as  the  financial  crisis  began  to  intensify,  the  SEC  initiated  its  first  examinations  of  the  major 


1223 10/8/2002  "Financial  Oversight  of  Enron:  The  SEC  and  Private-Sector  Watchdogs,"  prepared  by  the  U.S. 
Senate  Committee  on  Governmental  Affairs,  at  6,  108. 

1224  Id.  at  122. 

1225  Id.  at  6. 

1226  Section  702  of  the  Sarbanes-Oxley  Act  of  2002. 

1227 1/2003  "Report  on  the  Role  and  Function  of  Credit  Rating  Agencies  in  the  Operation  of  the  Securities  Markets,' 
prepared  by  the  SEC,  at  4. 

1228  Id.  at  19. 

1229  9/3/2009  "Credit  Rating  Agencies  and  Their  Regulation,"  report  prepared  by  the  Congressional  Research 
Service,  Report  No.  R40613  (revised  report  issued  4/9/2010). 

1230  Id. 
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credit  rating  agencies.  According  to  the  SEC,  "[t]he  purpose  of  the  examinations  was  to  develop 
an  understanding  of  the  practices  of  the  rating  agencies  surrounding  the  rating  of  RMBS  and 
CDOs."1231  The  examinations  reviewed  CRA  practices  from  January  2004  to  December  2007. 
In  2008,  the  SEC  issued  a  report  summarizing  its  findings.  The  report  found  that  "there  was  a 
substantial  increase  in  the  number  and  in  the  complexity  of  RMBS  and  CDO  deals,"  "significant 
aspects  of  the  ratings  process  were  not  always  disclosed,"  the  ratings  policies  and  procedures 
were  not  fully  documented,  "the  surveillance  processes  used  by  the  rating  agencies  appear  to 
have  been  less  robust  than  the  processes  used  for  initial  ratings,"  and  the  "rating  agencies' 
internal  audit  processes  varied  significantly."1232  In  addition,  the  report  raised  a  number  of 
conflict  of  interest  issues  that  influenced  the  ratings  process,  noted  that  the  rating  agencies  failed 
to  verify  the  accuracy  or  quality  of  the  loan  data  used  to  derive  their  ratings,  and  raised  questions 
about  the  factors  that  were  or  were  not  used  to  derive  the  credit  ratings.1233 

(2)  New  Developments 

Although  the  Credit  Rating  Agency  Reform  Act  of  2006  strengthened  oversight  of  the 
credit  rating  agencies,  Congress  passed  further  reforms  in  response  to  the  financial  crisis  to 
address  weaknesses  in  regulatory  oversight  of  the  credit  rating  industry.  The  Dodd-Frank  Act 
dedicated  an  entire  subtitle  to  those  credit  rating  reforms  which  substantially  broadened  the 
powers  of  the  SEC  to  oversee  and  regulate  the  credit  rating  industry  and  explicitly  allowed 
investors,  for  the  first  time,  to  file  civil  suits  against  credit  rating  agencies.1234  The  major 
reforms  include  the  following: 

a.  establishment  of  a  new  SEC  Office  of  Credit  Ratings  charged  with  overseeing  the 
credit  rating  industry,  including  by  conducting  at  least  annual  NRSRO  examinations 
whose  reports  must  be  made  public; 

b.  SEC  authority  to  discipline,  fine,  and  deregister  a  credit  rating  agency  and  associated 
personnel  for  violating  the  law; 

c.  SEC  authority  to  deregister  a  credit  rating  agency  for  issuing  poor  ratings; 

d.  authority  for  investors  to  file  private  causes  of  action  against  credit  rating  agencies 
that  knowingly  or  recklessly  fail  to  conduct  a  reasonable  investigation  of  a  rated 
product; 

e.  requirements  for  credit  rating  agencies  to  establish  internal  controls  to  ensure  high 
quality  ratings  and  disclose  information  about  their  rating  methodologies  and  about 
each  issued  rating; 


1231 


7/2008  "Summary  Report  of  Issues  Identified  in  the  Commission  Staff's  Examinations  of  Select  Credit  Rating 
Agencies,"  prepared  by  the  SEC,  at  1.  The  CRAs  examined  by  the  SEC  were  not  formally  subject  to  the  Credit 
Rating  Agency  Reform  Act  of  2006  or  its  implementing  SEC  regulations  until  September  2007. 

1232  Id.  at  1-2. 

1233  Id.  at  14,  17-18,  23-29,  31-37. 

1234  See  Title  IX,  Subtitle  C  -  Improvements  to  the  Regulation  of  Credit  Rating  Agencies  of  the  Dodd-Frank  Act. 
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f.  amendments  to  federal  statutes  removing  references  to  credit  ratings  and  credit  rating 
agencies  in  order  to  reduce  reliance  on  ratings; 

g.  a  GAO  study  to  evaluate  alternative  compensation  models  for  ratings  that  would 
create  financial  incentives  to  issue  more  accurate  ratings;  and 

h.     an  SEC  study  of  the  conflicts  of  interest  affecting  ratings  of  structured  finance 
products,  followed  by  the  mandatory  development  of  a  plan  to  reduce  ratings 
shopping.1235 

The  Act  stated  that  these  reforms  were  needed,  "[bjecause  of  the  systemic  importance  of 
credit  ratings  and  the  reliance  placed  on  credit  ratings  by  individual  and  institutional  investors 
and  financial  regulators,"  and  because  "credit  rating  agencies  are  central  to  capital  formation, 
investor  confidence,  and  the  efficient  performance  of  the  United  States  economy."1236 

(3)  Recommendations 

To  further  strengthen  the  accuracy  of  credit  ratings  and  reduce  systemic  risk,  this  Report 
makes  the  following  recommendations. 

1.  Rank  Credit  Rating  Agencies  by  Accuracy.  The  SEC  should  use  its  regulatory 
authority  to  rank  the  Nationally  Recognized  Statistical  Rating  Organizations  in  terms 
of  performance,  in  particular  the  accuracy  of  their  ratings. 

2.  Help  Investors  Hold  CRAs  Accountable.  The  SEC  should  use  its  regulatory 
authority  to  facilitate  the  ability  of  investors  to  hold  credit  rating  agencies  accountable 
in  civil  lawsuits  for  inflated  credit  ratings,  when  a  credit  rating  agency  knowingly  or 
recklessly  fails  to  conduct  a  reasonable  investigation  of  the  rated  security. 

3.  Strengthen  CRA  Operations.  The  SEC  should  use  its  inspection,  examination,  and 
regulatory  authority  to  ensure  credit  rating  agencies  institute  internal  controls,  credit 
rating  methodologies,  and  employee  conflict  of  interest  safeguards  that  advance 
rating  accuracy. 

4.  Ensure  CRAs  Recognize  Risk.  The  SEC  should  use  its  inspection,  examination,  and 
regulatory  authority  to  ensure  credit  rating  agencies  assign  higher  risk  to  financial 
instruments  whose  performance  cannot  be  reliably  predicted  due  to  their  novelty  or 
complexity,  or  that  rely  on  assets  from  parties  with  a  record  for  issuing  poor  quality 
assets. 


1235  , 


See  id.  at  §§  931-939H;  "Conference  report  to  accompany  H.R.  4173,"  Cong.  Report  No.  111-517  (June  29, 
2010). 
1236  See  Section  931  of  the  Dodd-Frank  Act. 
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Strengthen  Disclosure.  The  SEC  should  exercise  its  authority  under  the  new  Section 
78o-7(s)  of  Title  15  to  ensure  that  the  credit  rating  agencies  complete  the  required 
new  ratings  forms  by  the  end  of  the  year  and  that  the  new  forms  provide 
comprehensible,  consistent,  and  useful  ratings  information  to  investors,  including  by 
testing  the  proposed  forms  with  actual  investors. 

Reduce  Ratings  Reliance.  Federal  regulators  should  reduce  the  federal  government's 
reliance  on  privately  issued  credit  ratings. 
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VI.    INVESTMENT  BANK  ABUSES: 

CASE  STUDY  OF  GOLDMAN  SACHS  AND  DEUTSCHE  BANK 

A  key  factor  in  the  recent  financial  crisis  was  the  role  played  by  complex  financial 
instruments,  often  referred  to  as  structured  finance  products,  such  as  residential  mortgage  backed 
securities  (RMBS),  collateralized  debt  obligations  (CDOs),  and  credit  default  swaps  (CDS), 
including  CDS  contracts  linked  to  the  ABX  Index.  These  financial  products  were  envisioned, 
engineered,  sold,  and  traded  by  major  U.S.  investment  banks. 

From  2004  to  2008,  U.S.  financial  institutions  issued  nearly  $2.5  trillion  in  RMBS 
securities  and  over  $1.4  trillion  in  CDOs  securitizing  primarily  mortgage  related  products.1237 
Investment  banks  charged  fees  ranging  from  $1  to  $8  million  to  act  as  the  underwriter  of  an 
RMBS  securitization,1238  and  from  $5  to  $10  million  to  act  as  the  placement  agent  for  a  CDO 
securitization.1239  Those  fees  contributed  substantial  revenues  to  the  investment  banks  which  set 
up  structured  finance  groups,  and  a  variety  of  RMBS  and  CDO  origination  and  trading  desks 
within  those  groups,  to  handle  mortgage  related  securitizations.  Investment  banks  placed  these 
securities  with  investors  around  the  world,  and  helped  develop  a  secondary  market  where  private 
RMBS  and  CDO  securities  could  be  bought  and  sold.  The  investment  banks'  trading  desks 
participated  in  those  secondary  markets,  buying  and  selling  RMBS  and  CDO  securities  either  for 
their  customers  or  for  themselves. 

Some  of  these  financial  products  allowed  investors  to  profit,  not  only  from  the  success  of 
an  RMBS  or  CDO  securitization,  but  also  from  its  failure.  CDS  contracts,  for  example,  allowed 
counterparties  to  wager  on  the  rise  or  fall  in  the  value  of  a  specific  RMBS  security  or  on  a 
collection  of  RMBS  and  other  assets  contained  or  referenced  in  a  CDO.  Major  investment  banks 
also  developed  standardized  CDS  contracts  that  could  be  traded  on  a  secondary  market.  In 


3/4/201 1  "U.S.  Mortgage-Related  Securities  Issuance"  and  1/1/201 1  "Global  CDO  Issuance,"  charts  prepared 
by  Securities  Industry  and  Financial  Markets  Association,  www.sifma.org/research/statistics.aspx.   The  RMBS  total 
does  not  include  about  $6.6  trillion  in  RMBS  securities  issued  by  government  sponsored  enterprises  like  Fannie  Mae 
and  Freddie  Mac. 

See,  e.g.,  2/201 1  chart,  "Goldman  Sachs  Expected  Profit  from  RMBS  Securitizations,"  prepared  by  the  U.S. 
Senate  Permanent  Subcommittee  on  Investigations  using  Goldman-produced  documents  for  securitizations  from 
2005-2007  (underlying  documents  retained  in  Subcommittee  file);  3/21/201 1  letter  from  Deutsche  Bank  counsel, 
PSI-Deutsche_Bank-32-0001. 

1239   See  "Banks'  Self-Dealing  Super-Charged  Financial  Crisis,"  ProPublica  (8/26/2010), 

http://www.propublica.org/article/banks-self-dealing-super-charged-financial-crisis  ("A  typical  CDO  could  net  the 
bank  that  created  it  between  $5  million  and  $10  million  -  about  half  of  which  usually  ended  up  as  employee  bonuses. 
Indeed,  Wall  Street  awarded  record  bonuses  in  2006,  a  hefty  chunk  of  which  came  from  the  CDO  business.").   Fee 
information  obtained  by  the  Subcommittee  is  consistent  with  this  range  of  CDO  fees.   For  example,  Deutsche  Bank 
received  nearly  $5  million  in  fees  for  Gemstone  7,  and  the  head  of  its  CDO  Group  said  that  Deutsche  Bank  received 
typically  between  $5  and  10  million  in  fees,  while  Goldman  Sachs  charged  a  range  of  $5  to  $30  million  in  fees  for 
Camber  7,  Fort  Denison,  and  the  Hudson  Mezzanine  1  and  2  CDOs.    12/20/2006  Gemstone  7  Securitization  Credit 
Report,  DB_PSI_00237655-71  and  3/15/2007  Gemstone  CDO  VII  Ltd.  Closing  Memorandum,  DB_PSI_00133536- 
41;  Subcommittee  interview  of  Michael  Lamont  (9/29/2010);  and  Goldman  Sachs  response  to  Subcommittee  QFRs 
atPSI-QFR-GS0249. 
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addition,  they  established  the  ABX  Index  which  allowed  counterparties  to  wager  on  the  rise  or 
fall  in  the  value  of  a  basket  of  subprime  RMBS  securities,  and  which  could  be  used  to  reflect  the 
state  of  the  subprime  mortgage  market  as  a  whole. 

Investment  banks  sometimes  matched  up  parties  who  wanted  to  take  opposite  sides  in  a 
structured  finance  transaction,  and  other  times  took  one  or  the  other  side  of  a  transaction  to 
accommodate  a  client.  At  still  other  times,  investment  banks  used  these  financial  instruments  to 
make  their  own  proprietary  wagers.  In  extreme  cases,  some  investments  banks  set  up  structured 
finance  transactions  which  enabled  them  to  profit  at  the  expense  of  their  clients. 

Two  case  studies,  involving  Goldman  Sachs  and  Deutsche  Bank,  illustrate  a  variety  of 
troubling  and  sometimes  abusive  practices  involving  the  origination  or  use  of  RMBS,  CDO, 
CDS,  and  ABX  financial  instruments.  Those  practices  included  at  times  constructing  RMBS  or 
CDOs  with  assets  that  senior  employees  within  the  investment  banks  knew  were  of  poor  quality; 
underwriting  securitizations  for  lenders  known  within  the  industry  for  issuing  high  risk,  poor 
quality  mortgages  or  RMBS  securities;  selling  RMBS  or  CDO  securities  without  full  disclosure 
of  the  investment  bank's  own  adverse  interests;  and  causing  investors  to  whom  they  sold  the 
securities  to  incur  substantial  losses. 

In  the  case  of  Goldman  Sachs,  the  practices  included  exploiting  conflicts  of  interest  with 
the  firm's  clients.  For  example,  Goldman  used  CDS  and  ABX  contracts  to  place  billions  of 
dollars  of  bets  that  specific  RMBS  securities,  baskets  of  RMBS  securities,  or  collections  of  assets 
in  CDOs  would  fall  in  value,  while  at  the  same  time  convincing  customers  to  invest  in  new 
RMBS  and  CDO  securities.  In  one  instance,  Goldman  took  the  entire  short  side  of  a  $2  billion 
CDO  known  as  Hudson  1,  selected  assets  for  the  CDO  to  transfer  risk  from  Goldman's  own 
holdings,  allowed  investors  to  buy  the  CDO  securities  without  fully  disclosing  its  own  short 
position,  and  when  the  CDO  lost  value,  made  a  $1.7  billion  gain  at  the  expense  of  the  clients  to 
whom  it  had  sold  the  securities.  While  Goldman  Sachs  sometimes  told  customers  that  it  might 
take  an  adverse  investment  position  to  the  RMBS  or  CDO  securities  it  was  selling  them, 
Goldman  did  not  disclose  that,  in  fact,  it  already  had  significant  proprietary  investments  that 
would  pay  off  if  the  particular  security  it  was  selling  or  if  RMBS  and  CDO  securities  in  general 
fell  in  value.  In  another  instance,  Goldman  marketed  a  CDO  known  as  Abacus  2007- AC  1  to 
clients  without  disclosing  that  it  had  allowed  the  sole  short  party  in  the  CDO,  a  hedge  fund,  to 
play  a  major  role  in  selecting  the  assets.  The  Abacus  securities  quickly  lost  value,  and  the  three 
long  investors  together  lost  $  1  billion,  while  the  hedge  fund  profited  by  about  the  same  amount. 
In  still  other  instances,  Goldman  took  on  the  role  of  a  collateral  put  provider  or  liquidation  agent 
in  a  CDO,  and  leveraged  that  role  to  obtain  added  financial  benefits  to  the  fiscal  detriment  of  the 
clients  to  whom  it  sold  the  CDO  securities. 

In  the  case  of  Deutsche  Bank,  during  2006  and  2007,  the  bank's  top  CDO  trader,  Greg 
Lippmann,  repeatedly  warned  and  advised  his  Deutsche  Bank  colleagues  and  some  of  his  clients 
seeking  to  buy  short  positions  about  the  poor  quality  of  the  RMBS  securities  underlying  many 
CDOs,  describing  some  of  those  securities  as  "crap"  and  "pigs."  At  one  point,  Mr.  Lippmann 
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was  asked  to  buy  a  specific  CDO  security  and  responded  that  it  "rarely  trades,"  but  he  "would 
take  it  and  try  to  dupe  someone"  into  buying  it.  He  also  disparaged  RMBS  securities  that,  at  the 
same  time,  were  being  included  in  Gemstone  7,  a  CDO  being  assembled  by  the  bank  for  sale  to 
investors.  Gemstone  7  included  or  referenced  115  RMBS  securities,  many  of  which  carried 
BBB,  BBB-,  or  even  BB  credit  ratings,  making  them  among  the  highest  risk  RMBS  securities 
sold  to  the  public,  yet  received  AAA  ratings  for  its  top  three  tranches.  Deutsche  Bank  sold  $700 
million  in  Gemstone  securities  to  eight  investors  who  saw  their  investments  rapidly  incur 
delinquencies,  rating  downgrades,  and  losses.  Mr.  Lippmann  at  times  referred  to  the  industry's 
ongoing  CDO  marketing  efforts  as  a  "CDO  machine"  or  "ponzi  scheme,"  and  predicted  that  the 
U.S.  mortgage  market  as  a  whole  would  eventually  plummet  in  value.  Deutsche  Bank's  senior 
management  disagreed  with  his  negative  views,  and  used  the  bank's  own  funds  to  make  large 
proprietary  investments  in  mortgage  related  securities  that,  in  2007,  had  a  notional  or  face  value 
of  $128  billion  and  a  market  value  of  more  than  $25  billion.  At  the  same  time,  Deutsche  Bank 
allowed  Mr.  Lippmann  to  develop  for  the  bank  a  $5  billion  proprietary  short  position  in  the 
RMBS  market,  which  it  later  cashed  in  for  a  profit  of  approximately  $1.5  billion.  Despite  that 
gain,  in  2007,  due  to  its  substantial  long  investments,  Deutsche  Bank  incurred  an  overall  loss  of 
about  $4.5  billion  from  its  mortgage  related  proprietary  investments. 

The  two  case  studies  illustrate  how  investment  banks  engaged  in  high  intensity  sales 
efforts  to  market  new  CDOs  in  2007,  even  as  U.S.  mortgage  delinquencies  climbed,  RMBS 
securities  incurred  losses,  the  U.S.  mortgage  market  as  a  whole  deteriorated,  and  investors  lost 
confidence.  They  demonstrate  how  these  investment  banks  benefitted  from  structured  finance 
fees,  and  had  little  incentive  to  stop  producing  and  selling  high  risk,  poor  quality  structured 
finance  products.  They  also  illustrate  how  the  development  of  complex  structured  finance 
products,  such  as  synthetic  CDOs  and  naked  credit  default  swaps,  amplified  market  risk  by 
allowing  investors  with  no  ownership  interest  in  the  "reference  obligations"  to  place  unlimited 
side  bets  on  their  performance.  Finally,  the  two  case  histories  demonstrate  how  proprietary 
trading  led  to  dramatic  losses  in  the  case  of  Deutsche  Bank  and  to  conflicts  of  interest  in  the  case 
of  Goldman  Sachs. 

Investment  banks  were  a  major  driving  force  behind  the  structured  finance  products  that 
provided  a  steady  stream  of  funding  for  lenders  to  originate  high  risk,  poor  quality  loans  and  that 
magnified  risk  throughout  the  U.S.  financial  system.  The  investment  banks  that  engineered,  sold, 
traded,  and  profited  from  mortgage  related  structured  finance  products  were  a  major  cause  of  the 
financial  crisis. 
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A.  Background 

(1)  Investment  Banks  In  General 

Historically,  investment  banks  helped  raise  capital  for  business  and  other  endeavors  by 
helping  to  design,  finance,  and  sell  financial  products  like  stocks  or  bonds.  When  a  corporation 
needed  capital  to  fund  a  large  construction  project,  for  example,  it  often  hired  an  investment  bank 
either  to  arrange  a  bank  loan  or  to  raise  capital  by  designing,  financing,  and  marketing  an  issue  of 
shares  or  corporate  bonds  for  sale  to  investors.  Investment  banks  performed  these  services  in 
exchange  for  fees. 

Today,  investment  banks  also  participate  in  a  wide  range  of  other  financial  activities, 
including  providing  broker-dealer  and  investment  advisory  services,  and  trading  commodities 
and  derivatives.  Investment  banks  also  often  engage  in  proprietary  trading,  meaning  trading  with 
their  own  money  and  not  on  behalf  of  a  customer.  Many  investment  banks  are  structured  today 
as  affiliates  of  one  or  more  banks. 

Under  the  Glass-Steagall  Act  of  1933,  certain  types  of  financial  institutions  had  been 
prohibited  from  commingling  their  services.  For  example,  with  limited  exceptions,  only  broker- 
dealers  could  provide  brokerage  services;  only  banks  could  offer  banking;  and  only  insurers 
could  offer  insurance.  Each  financial  sector  had  its  own  primary  regulator  who  was  generally 
prohibited  from  regulating  services  outside  of  its  jurisdiction.1240  Glass-Steagall  also  contained 
prohibitions  against  proprietary  trading.1241  One  reason  for  keeping  the  sectors  separate  was  to 
ensure  that  banks  with  federally  insured  deposits  did  not  engage  in  the  type  of  high  risk  activities 
that  might  be  the  bread  and  butter  of  a  broker-dealer  or  commodities  trader.  Another  reason  was 
to  avoid  the  conflicts  of  interest  that  might  arise,  for  example,  from  a  financial  institution 
pressuring  its  clients  to  obtain  all  of  its  financial  services  from  the  same  firm.  A  third  reason  was 
to  avoid  the  conflicts  of  interest  that  arise  when  a  financial  institution  is  allowed  to  act  for  its 
own  benefit  in  a  proprietary  capacity,  while  at  the  same  time  acting  on  behalf  of  customers  in  an 
agency  or  fiduciary  capacity. 

Glass-Steagall  was  repealed  in  1999,  after  which  the  barriers  between  banks,  broker- 
dealers,  and  insurance  firms  fell.  U.S.  financial  institutions  not  only  began  offering  a  mix  of 
financial  services,  but  also  intensified  their  proprietary  trading  activities.  The  resulting  changes 
in  the  way  financial  institutions  were  organized  and  operated  made  it  more  difficult  for  regulators 
to  distinguish  between  activities  intended  to  benefit  customers  versus  the  financial  institution 
itself.  The  expanded  set  of  financial  services  investment  banks  were  allowed  to  offer  also 
contributed  to  the  multiple  and  significant  conflicts  of  interest  that  arose  between  some 
investment  banks  and  their  clients  during  the  financial  crisis. 


Federal  law  has  never  established  a  "super-regulator"  with  jurisdiction  to  police  compliance  and  conduct  across 
banking,  brokerage,  investment  advisory,  and  insurance  sectors,  and  that  remains  the  case  today. 
1241    See  Section  16  of  the  Banking  Act  of  1933,  Pub.  L. 73-66  (also  known  as  the  Glass-Steagall  Act). 
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(2)  Roles  and  Duties  of  an  Investment  Bank: 

Market  Maker,  Underwriter,  Placement  Agent,  Broker-Dealer 

Investment  banks  typically  play  a  variety  of  significant  roles  when  dealing  with  their 
clients,  including  that  of  market  maker,  underwriter,  placement  agent,  and  broker-dealer.  Each 
role  brings  different  legal  obligations  under  federal  securities  law. 

Market  Maker.    A  "market  maker"  is  typically  a  dealer  in  financial  instruments  that 
stands  ready  to  buy  and  sell  for  its  own  account  a  particular  financial  instrument  on  a  regular  and 
continuous  basis  at  a  publicly  quoted  price.1242  A  major  responsibility  of  a  market  maker  is 
filling  orders  on  behalf  of  customers.  Market  markers  do  not  solicit  customers;  instead  they 
maintain  buy  and  sell  quotes  in  a  public  setting,  demonstrating  their  readiness  to  either  buy  or 
sell  the  specified  security,  and  customers  come  to  them.  For  example,  a  market  maker  in  a 
particular  stock  typically  posts  the  prices  at  which  it  is  willing  to  buy  or  sell  that  stock,  attracting 
customers  based  on  the  competitiveness  of  its  prices.  This  activity  by  market  makers  helps 
provide  liquidity  and  efficiency  in  the  trading  market  for  the  security.1243  It  is  common  for  a 
particular  security  to  have  multiple  market  makers  who  competitively  quote  the  security. 

Market  makers  generally  use  the  same  inventory  of  assets  to  carry  out  both  their  market- 
making  and  proprietary  trading  activities.  Market  makers  are  allowed,  in  certain  circumstances 
specified  by  the  SEC,  to  sell  securities  short  in  situations  to  satisfy  market  demand  when  they  do 
not  have  the  securities  in  their  inventory  in  order  to  provide  liquidity.  Market  makers  have  among 
the  most  narrow  disclosure  obligations  under  federal  securities  law,  since  they  do  not  actively 
solicit  clients  or  make  investment  recommendations  to  them.  Their  disclosure  obligations  are 
generally  limited  to  providing  fair  and  accurate  information  related  to  the  execution  of  a  particular 
trade.1244  Market  makers  are  also  subject  to  the  securities  laws'  prohibitions  against  fraud  and 
market  manipulation.  In  addition,  they  are  subject  to  legal  requirements  relating  to  the  handling 
of  customer  orders,  for  example  using  best  execution  efforts  when  placing  a  client's  buy  or  sell 
order.1245 

Underwriter  and  Placement  Agent.  If  an  investment  bank  agrees  to  act  as  an 
"underwriter"  for  the  issuance  of  a  new  security  to  the  public,  such  as  an  RMBS,  it  typically 


Section  3(a)(38)  of  the  Securities  Exchange  Act  of  1934  states:   "The  term  "market  maker"  means  any  specialist 
permitted  to  act  as  a  dealer,  any  dealer  acting  in  the  capacity  of  block  positioner,  and  any  dealer  who,  with  respect  to 
a  security,  holds  himself  out  (by  entering  quotations  in  an  inter-dealer  communications  system  or  otherwise)  as  being 
willing  to  buy  and  sell  such  security  for  his  own  account  on  a  regular  or  continuous  basis."   See  also  SEC  website, 
http://www.sec.gov/answers/mktmaker.htm;  FINRA  website,  FAQs,  "What  Does  a  Market  Maker  Do?" 
http://finra.atgnow.com/finra/categoryBrowse.do. 

See  SEC  website,  http://www.sec.gov/answers/mktmaker.htm;  FINRA  website,  FAQs,  "What  Does  a  Market 
Maker  Do?"  http://finra.atgnow.com/finra/categoryBrowse.do. 

1/201 1  "Study  on  Investment  Advisers  and  Broker-Dealers,"  study  conducted  by  the  U.S.  Securities  and 
Exchange  Commission,  at  55,  http://www.sec.gov/news/studies/201 1/9 13 studyfinal.pdf. 
1245  See  Responses  to  Questions  for  the  Record  from  Goldman  Sachs  at  PSIQFRGS0046. 
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purchases  the  securities  from  the  issuer,  holds  them  on  its  books,  conducts  the  public  offering,  and 
bears  the  financial  risk  until  the  securities  are  sold  to  the  public.  By  law,  securities  sold  to  the 
public  must  be  registered  with  the  SEC.  Underwriters  help  issuers  prepare  and  file  the  registration 
statements  filed  with  the  SEC,  which  explain  to  potential  investors  the  purpose  of  a  proposed 
public  offering,  the  issuer's  operations  and  management,  key  financial  data,  and  other  important 
facts.  Any  offering  document,  or  prospectus,  given  to  the  investing  public  in  connection  with  a 
registered  security  must  also  be  filed  with  the  SEC. 

If  a  security  is  not  offered  to  the  general  public,  it  can  still  be  offered  to  investors  through 
a  "private  placement."  Investment  banks  often  act  as  the  "placement  agent,"  performing 
intermediary  services  between  those  seeking  to  raise  money  and  investors.  Placement  agents 
often  help  issuers  design  the  securities,  produce  the  offering  materials,  and  market  the  new 
securities  to  investors.  Offering  documents  in  connection  with  private  placements  are  exempt 
from  SEC  registration  and  are  not  filed  with  the  SEC. 

In  the  years  leading  up  to  the  financial  crisis,  RMBS  securities  were  registered  with  the 
SEC,  while  CDOs  were  sold  to  investors  through  private  placements.  Both  of  these  securities 
were  also  traded  in  a  secondary  market  by  market  makers.  Investment  banks  sold  both  types  of 
securities  primarily  to  large  institutional  investors,  such  as  other  banks,  pension  funds,  insurance 
companies,  municipalities,  university  endowments,  and  hedge  funds. 

Whether  acting  as  an  underwriter  or  placement  agent,  a  major  part  of  the  investment 
bank's  responsibility  is  to  solicit  customers  to  buy  the  new  securities  being  offered.  Under  the 
securities  laws,  investment  banks  that  act  as  an  underwriter  or  placement  agent  for  new  securities 
are  liable  for  any  material  misrepresentation  or  omission  of  a  material  fact  made  in  connection 
with  a  solicitation  or  sale  of  those  securities  to  investors.1246 

The  obligation  of  an  underwriter  and  placement  agent  to  disclose  material  facts  to  every 
investor  it  solicits  comes  from  two  sources:  the  duties  as  an  underwriter  specifically,  and  the 
duties  as  a  broker-dealer  generally.  With  respect  to  duties  relating  to  being  an  underwriter,  the 
U.S.  Court  of  Appeals  for  the  First  Circuit  observed  that  underwriters  have  a  "unique  position"  in 
the  securities  industry: 


1246  See  Sections  11  and  12  of  Securities  Act  of  1933.  See  also  Rule  10b-5  of  the  Securities  Exchange  Act  of  1934. 
See  also,  e.g.,  SEC  v.  Capital  Gains  Research  Bureau,  Inc.,  375  U.S.  180,  201  (1963)  ("Experience  has  shown  that 
disclosure  in  such  situations,  while  not  onerous  to  the  advisor,  is  needed  to  preserve  the  climate  of  fair  dealing  which 
is  so  essential  to  maintain  public  confidence  in  the  securities  industry  and  to  preserve  the  economic  health  of  the 
country.").   See  also  SEC  Study  on  Investment  Advisers  and  Broker-Dealers  at  51  (citations  omitted)  ("Under  the  so- 
called  'shingle'  theory  ... ,  a  broker-dealer  makes  an  implicit  representation  to  those  persons  with  whom  it  transacts 
business  that  it  will  deal  fairly  with  them,  consistent  with  the  standards  of  the  profession.  ...    Actions  taken  by  the 
broker-dealer  that  are  not  fair  to  the  customer  must  be  disclosed  in  order  to  make  this  implied  representation  of 
fairness  not  misleading."). 
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"[T]he  relationship  between  the  underwriter  and  its  customer  implicitly  involves  a 
favorable  recommendation  of  the  issued  security.   . . .  Although  the  underwriter  cannot  be 
a  guarantor  of  the  soundness  of  any  issue,  he  may  not  give  it  his  implied  stamp  of  approval 
without  having  a  reasonable  basis  for  concluding  that  the  issue  is  sound."1247 

In  addition,  Section  1 1  of  the  Securities  Act  of  1933  makes  underwriters  liable  to  any 
investor  in  any  registered  security  if  any  part  of  the  registration  statement  "contained  an  untrue 
statement  of  a  material  fact  or  omitted  to  state  a  material  fact  required  to  be  stated  therein  or 
necessary  to  make  the  statements  therein  not  misleading."1248 

Broker-Dealer.  Broker-dealers  also  have  affirmative  disclosure  obligations  to  their 
clients.  With  respect  to  the  duties  of  a  broker-dealer,  the  SEC  has  held: 

"[W]hen  a  securities  dealer  recommends  a  stock  to  a  customer,  it  is  not  only  obligated  to 
avoid  affirmative  misstatements,  but  also  must  disclose  material  adverse  facts  to  which  it 
is  aware.  That  includes  disclosure  of 'adverse  interests'  such  as  'economic  self  interest' 
that  could  have  influenced  its  recommendation."1249 

To  help  broker-dealers  understand  when  they  are  obligated  to  disclose  material  adverse 
facts  to  investors,  the  Financial  Industry  Regulatory  Authority  (FINRA)  has  further  defined  the 
term  "recommendation": 

"[A]  broad  range  of  circumstances  may  cause  a  transaction  to  be  considered 
recommended,  and  this  determination  does  not  depend  on  the  classification  of  the 
transaction  by  a  particular  member  as  'solicited'  or  'unsolicited.'  In  particular  a 
transaction  will  be  considered  to  be  recommended  when  the  member  or  its  associated 
person  brings  a  specific  security  to  the  attention  of  the  customer  through  any  means, 
including,  but  not  limited  to,  direct  telephone  communication,  the  delivery  of  promotional 
material  through  the  mail,  or  the  transmission  of  electronic  messages."1250 

There  is  no  indication  in  any  law  or  regulation  that  the  obligation  to  disclose  material 
adverse  facts  is  diminished  or  waived  in  relation  to  the  level  of  sophistication  of  the  potential 
investor.1251 


1247  SEC  v.  Tambone,  550  F.3d  106  (1st  Cir.  2008)  [citations  omitted]. 

1248  Section  1 1  of  the  Securities  Act  of  1933,  codified  at  15  U.S.C.  §  77a. 

1249  In  the  Matter  of  Richmark  Capital  Corporation,  Securities  Exchange  Act  Rel.  No.  48758  (Nov.  7,  2003)  (citing 
Chasins  v.  Smith  Barney  &  Co.,  Inc.,  438  F.3d  1167,  1172  (2d  Cir.  1970)  ("The  investor...  must  be  permitted  to 
evaluate  overlapping  motivations  through  appropriate  disclosures,  especially  where  one  motivation  is  economic  self- 
interest")). 

1250  FINRA  Notice  No.  96-60. 

1251  See  FINRA  Rules  2210(d)(1)(A)  and  221 1(a)(3)  and  (d)(1)  (by  rule  all  institutional  sales  material  and 
correspondence  may  not  "omit  any  material  fact  or  qualification  if  the  omission,  in  the  light  of  the  context  of  the 
material  presented,  would  cause  the  communications  to  be  misleading.").   See  also  FINRA  Rule  2310  and  IM-2310- 
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(3)  Structured  Finance  Products 

Over  time,  investment  banks  have  devised,  marketed,  and  sold  increasingly  complex 
financial  instruments  to  investors,  often  referred  to  as  "structured  finance"  products.  These 
products  include  residential  mortgage  backed  securities  (RMBS),  collateralized  debt  obligations 
(CDOs),  and  credit  default  swaps  (CDS),  including  CDS  contracts  linked  to  the  ABX  Index,  all  of 
which  played  a  central  role  in  the  financial  crisis. 

RMBS  and  CDO  Securities.  RMBS  and  CDO  securities  are  two  common  types  of 
structured  finance  products.  RMBS  securities  contain  pools  of  mortgage  loans,  while  CDOs 
contain  or  reference  pools  of  RMBS  securities  and  other  assets.  RMBS  concentrate  risk  by 
including  thousands  of  subprime  and  other  high  risk  home  loans,  with  similar  characteristics  and 
risks,  in  a  single  financial  instrument.  Mortgage  related  CDOs  concentrate  risk  even  more  by 
including  hundreds  or  thousands  of  RMBS  securities,  with  similar  characteristics  and  risks,  in  a 
single  financial  instrument.  In  addition,  while  some  CDOs  included  only  AAA  rated  RMBS 
securities,  others  known  as  "mezzanine"  CDOs  contained  RMBS  securities  that  carried  the  riskier 
BBB,  BBB-,  and  even  BB  credit  ratings  and  were  more  susceptible  to  losses  if  the  underlying 
mortgages  began  to  incur  delinquencies  or  defaults. 

Some  investment  banks  went  a  step  farther  and  assembled  CDO  securities  into  pools  and 
resecuritized  them  as  so-called  "CDO  squared"  instruments,  which  further  concentrated  the  risk  in 
the  underlying  CDOs.1252    Some  investment  banks  also  assembled  "synthetic  CDOs,"  which  did 
not  contain  any  actual  RMBS  securities  or  other  assets,  but  merely  referenced  them.  Some 
devised  "hybrid  CDOs,"  which  contained  a  mix  of  cash  and  synthetic  assets. 

The  securitization  process  generated  billions  of  dollars  in  funds  that  allowed  investment 
banks  to  supply  financing  to  lenders  to  issue  still  more  high  risk  mortgages  and  securities,  which 
investment  banks  and  others  then  sold  or  securitized  in  exchange  for  still  more  fees.  This  cycle 
was  repeated  again  and  again,  introducing  more  and  more  risk  to  a  wider  and  wider  range  of 
investors. 

Credit  Default  Swaps.  Some  investment  banks  modified  still  another  structured  finance 
product,  a  derivative  known  as  a  credit  default  swap  (CDS),  for  use  in  the  mortgage  market. 
Much  like  an  insurance  contract,  a  CDS  is  a  contract  between  two  parties  in  which  one  party 
guarantees  payment  to  the  other  if  the  assets  referenced  in  the  contract  lose  value  or  experience  a 
negative  credit  event.  The  party  selling  the  insurance  is  referred  to  as  the  "long"  party,  since  it 
profits  if  the  referenced  asset  performs  well.  The  party  buying  the  insurance  protection  is  referred 
to  as  the  "short"  party  because  it  profits  if  the  referenced  asset  to  perform  poorly. 


3  (suitability  obligation  to  institutional  customers) 
1252  CDO  squared  tran 
use  the  term  "CDOA2. 


CDO  squared  transactions  will  generally  be  referred  to  in  this  Report  as  "CDO2."   Some  Goldman  materials  also 
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The  short  party,  or  CDS  buyer,  typically  pays  periodic  premiums,  similar  to  insurance 
premiums,  to  the  long  party  or  CDS  seller,  who  has  guaranteed  the  referenced  assets  against  a  loss 
in  value  or  a  negative  credit  event  such  as  a  credit  rating  downgrade,  default,  or  bankruptcy.  If  the 
loss  or  negative  credit  event  occurs,  the  CDS  seller  is  required  to  pay  an  agreed  upon  amount  to 
the  CDS  buyer.  Many  CDS  contracts  also  tracked  the  changing  value  of  the  referenced  assets 
over  time,  and  required  the  long  and  short  parties  to  post  cash  collateral  with  each  other  to  secure 
payment  of  their  respective  contractual  obligations. 

CDS  contracts  that  reference  a  single,  specific  security  or  bond  for  protection  against  a 
loss  in  value  or  negative  credit  event  have  become  known  as  "single  name"  CDS  contracts.  Other 
CDS  contracts  have  been  designed  to  protect  a  broader  basket  of  securities,  bonds,  or  other  assets. 

By  2005,  investment  banks  had  standardized  CDS  contracts  that  referred  to  a  "single 
name"  RMBS  or  CDO  security.  Some  investment  banks  and  investors,  which  held  large 
inventories  of  RMBS  and  CDO  securities,  purchased  those  single  name  CDS  contracts  as  a  hedge 
against  possible  losses  in  the  value  of  their  holdings.  Other  investors,  including  investment  banks, 
began  to  purchase  single  name  CDS  contracts,  not  as  a  hedge  to  offset  losses  from  the  RMBS  or 
CDO  securities  they  owned,  but  as  a  way  to  profit  from  particular  RMBS  or  CDO  securities  they 
predicted  would  lose  value  or  fail.  CDS  contracts  that  paid  off  on  securities  that  were  not  owned 
by  the  CDS  buyer  became  known  as  "naked  credit  default  swaps."  Naked  CDS  contracts  enabled 
investors  to  bet  against  mortgage  related  assets,  using  the  minimal  capital  needed  to  make  the 
periodic  premium  payments  and  collateral  calls  required  by  a  CDS  contract. 

The  key  significance  of  the  CDS  product  for  the  mortgage  market  was  that  it  offered  an 
alternative  to  investing  in  RMBS  and  CDO  securities  that  would  perform  well.  Single  name  CDS 
contracts  instead  enabled  investors  to  place  their  dollars  in  financial  instruments  that  would  pay 
off  if  specific  RMBS  or  CDO  securities  lost  value  or  failed. 

ABX  Index.  In  January  2006,  a  consortium  of  investment  banks,  led  by  Goldman  Sachs 
and  Deutsche  Bank,  launched  still  another  type  of  structured  finance  product,  linked  to  a  newly 
created  "ABX  Index,"  to  enable  investors  to  bet  on  multiple  subprime  RMBS  securities  at  once. 
The  ABX  Index  was  administered  by  a  private  company  called  the  Markit  Group  and  consisted  of 
five  separate  indices,  each  of  which  tracked  the  performance  of  a  different  basket  of  20  designated 
subprime  RMBS  securities.1253  The  values  of  the  securities  in  each  basket  were  aggregated  into  a 
single  composite  value  that  rose  and  fell  over  time.  Investors  could  then  arrange,  through  a 
broker-dealer,  to  enter  into  a  CDS  contract  with  another  party  using  the  ABX  basket  of  subprime 
RMBS  securities  as  the  "reference  obligation"  and  the  relevant  ABX  Index  value  as  the  agreed 


Each  of  the  five  indices  tracked  a  different  basket  of  subprime  RMBS  securities.  One  index  tracked  a  basket  of 
20  AAA  rated  RMBS  securities;  the  second  a  basket  of  AA  rated  RMBS  securities;  and  the  remaining  indices 
tracked  baskets  of  A,  BBB,  and  BBB-  rated  RMBS  securities.   Every  six  months,  a  new  set  of  RMBS  securities  was 
selected  for  each  index.    See  3/2008  Federal  Reserve  Bank  of  New  York  Staff  Report  No.  318,  "Understanding  the 
Securitization  of  Subprime  Mortgage  Credit,"  at  26.   Markit  Group  Ltd.  administered  the  ABX  Index  which  issued 
indices  in  2006  and  2007,  but  has  not  issued  any  new  indices  since  then. 
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upon  value  of  that  basket.  For  a  fee,  investors  could  take  either  the  "long"  position,  betting  on  the 
rise  of  the  index,  or  the  "short"  position,  betting  on  the  fall  of  the  index,  without  having  to 
physically  purchase  or  hold  any  of  the  referenced  securities  or  raise  the  capital  needed  to  pay  for 
the  full  face  value  of  those  referenced  securities.  The  index  also  used  standardized  CDS  contracts 
that  remained  in  effect  for  a  standard  period  of  time,  making  it  easier  for  investors  to  participate  in 
the  market,  and  buy  and  sell  ABX-linked  CDS  contracts. 

The  ABX  Index  allowed  investors  to  place  unlimited  bets  on  the  performance  of  one  or 
more  of  the  subprime  RMBS  baskets.  It  also  made  it  easier  and  cheaper  for  investors,  including 
some  investment  banks,  to  short  the  subprime  mortgage  market  in  bulk.1254  Investment  banks  not 
only  helped  establish  the  ABX  Index,  they  encouraged  their  clients  to  enter  into  CDS  contracts 
based  upon  the  ABX  Index,  and  used  it  themselves  to  bet  on  the  mortgage  market  as  a  whole. 
The  ABX  Index  expanded  the  risks  inherent  in  the  subprime  mortgage  market  by  providing 
investors  with  a  way  to  make  unlimited  investments  in  RMBS  securities. 

Synthetic  CDOs.  By  mid-2006,  there  was  a  large  demand  for  RMBS  and  CDO  securities 
as  well  as  a  growing  demand  for  CDS  contracts  to  short  the  mortgage  market.  To  meet  this 
demand,  investment  banks  and  others  began  to  make  greater  use  of  synthetic  CDOs,  which  could 
be  assembled  more  quickly,  since  they  did  not  require  the  CDO  arranger  to  find  and  purchase 
actual  RMBS  securities  or  other  assets.  The  increasing  use  of  synthetic  CDOs  injected  even 
greater  risk  into  the  mortgage  market  by  enabling  investors  to  make  unlimited  wagers  on  various 
groups  of  mortgage  related  assets  and,  if  those  assets  performed  poorly,  expanding  the  number  of 
investors  who  would  realize  losses. 

Synthetic  CDOs  did  not  depend  upon  actual  RMBS  securities  or  other  assets  to  bring  in 
cash  to  pay  investors.  Instead,  the  CDO  simply  developed  a  list  of  existing  RMBS  or  CDO 
securities  or  other  assets  that  would  be  used  as  its  "reference  obligations."  The  parties  to  the  CDO 
were  not  required  to  possess  an  ownership  interest  in  any  of  those  reference  obligations;  the  CDO 
simply  tracked  their  performance  over  time.  The  performance  of  the  underlying  reference 
obligations,  in  the  aggregate,  determined  the  performance  of  the  synthetic  CDO. 

The  synthetic  CDO  made  or  lost  money  for  its  investors  by  establishing  a  contractual 
agreement  that  they  would  make  payments  to  each  other,  based  upon  the  aggregate  performance 
of  the  underlying  referenced  assets,  using  CDS  contracts.  The  "short"  party  essentially  agreed  to 
make  periodic  payments,  similar  to  insurance  premiums,  to  the  other  party  in  exchange  for  an 
agreement  that  the  "long"  party  would  pay  the  full  face  value  of  the  synthetic  CDO  if  the 
underlying  assets  lost  value  or  experienced  a  defined  credit  event  such  as  a  ratings  downgrade.  In 
essence,  then,  the  synthetic  CDO  set  up  a  wager  in  which  the  short  party  bet  that  its  underlying 
assets  would  perform  poorly,  while  the  long  party  bet  that  they  would  perform  well. 


Subcommittee  Interview  of  Joshua  Birnbaum  (4/22/2010);  Subcommittee  Interview  of  Rajiv  Kamilla 
(10/12/2010). 
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Synthetic  CDOs  provided  still  another  vehicle  for  investors  looking  to  short  the  mortgage 
market  in  bulk.  The  synthetic  CDO  typically  referenced  a  variety  of  RMBS  securities.  One  or 
more  investors  could  then  take  the  "short"  position  and  wager  that  the  referenced  securities  as  a 
whole  would  fall  in  value  or  otherwise  perform  poorly.  Synthetic  CDOs  became  a  way  for 
investors  to  short  multiple  specific  RMBS  securities  that  they  expected  to  incur  delinquencies, 
defaults,  and  losses. 

Synthetic  CDOs  magnified  the  risk  in  the  mortgage  market,  because  arrangers  had  no  limit 
on  the  number  of  synthetic  CDOs  they  could  create.  In  addition,  multiple  synthetic  CDOs  could 
reference  the  same  RMBS  and  CDO  securities  in  various  combinations,  and  sell  financial 
instruments  dependent  upon  the  same  sets  of  high  risk,  poor  quality  loans  over  and  over  again  to 
various  investors.  Since  every  synthetic  CDO  had  to  have  a  "short"  party  betting  on  the  failure  of 
the  referenced  assets,  at  least  some  poor  quality  RMBS  and  CDO  securities  could  be  included  in 
each  transaction  to  attract  those  investors.  When  some  of  the  high  risk,  poor  quality  loans  later 
incurred  delinquencies  or  defaults,  they  caused  losses,  not  in  a  single  RMBS,  but  in  multiple  cash, 
synthetic,  and  hybrid  CDOs  whose  securities  had  been  sold  to  a  wide  circle  of  investors.1255 

Conflicts  of  Interest.  Investment  banks  that  designed,  obtained  credit  ratings  for, 
underwrote,  sold,  managed,  and  serviced  CDO  securities,  made  money  from  the  fees  they  charged 
for  these  and  other  services.  Investment  banks  reportedly  netted  from  $5  to  $10  million  in  fees 
per  CDO.1256    Some  also  constructed  CDOs  to  transfer  the  financial  risk  of  poorly  performing 
RMBS  and  CDO  securities  from  their  own  holdings  to  the  investors  they  were  soliciting  to  buy 
the  CDO  securities.1257  By  selling  the  CDO  securities  to  investors,  the  investment  banks  profited 
not  only  from  the  CDO  sales,  but  also  eliminated  possible  losses  from  the  assets  removed  from 
their  warehouse  accounts.  In  some  instances,  unbeknownst  to  the  customers  and  investors,  the 
investment  banks  that  sold  them  CDO  securities  bet  against  those  instruments  by  taking  short 
positions  through  single  name  CDS  contracts.  Some  even  took  the  short  side  of  the  CDO  they 


See,  e.g.,  "Senate's  Goldman  Probe  Shows  Toxic  Magnification,"  Wall  Street  Journal  (5/2/2010)  (showing  how 
a  single  $38  million  subprime  RMBS,  created  in  June  2006,  was  included  in  30  CDOs  and,  by  2008,  had  caused 
$280  million  in  losses  to  investors). 

1256   See  "Banks'  Self-Dealing  Super-Charged  Financial  Crisis,"  ProPublica  (8/26/2010), 

http://www.propublica.org/article/banks-self-dealing-super-charged-financial-crisis  ("A  typical  CDO  could  net  the 
bank  that  created  it  between  $5  million  and  $10  million  -  about  half  of  which  usually  ended  up  as  employee  bonuses. 
Indeed,  Wall  Street  awarded  record  bonuses  in  2006,  a  hefty  chunk  of  which  came  from  the  CDO  business.").   Fee 
information  obtained  by  the  Subcommittee  is  consistent  with  this  range  of  CDO  fees.   For  example,  Deutsche  Bank 
received  nearly  $5  million  in  fees  for  Gemstone  7,  and  the  head  of  its  CDO  group  said  that  Deutsche  bank  received 
typically  between  $5  and  10  million  in  fees,  while  Goldman  Sachs  charged  a  range  of  $5  to  $30  million  in  fees  for 
Camber  7,  Fort  Denison,  and  the  Hudson  Mezzanine  1  and  2  CDOs.    12/20/2006  Gemstone  7  Securitization  Credit 
Report,  DB_PSI_00237655-71  and  3/15/2007  Gemstone  CDO  VII  Ltd.  Closing  Memorandum,  DB_PSI_00133536- 
41;  Subcommittee  interview  of  Michael  Lamont  (9/29/2010);  and  Goldman  Sachs  response  to  Subcommittee  QFRs 
atPSI-QFR-GS0249. 

See,  e.g.,  discussion  of  the  Hudson  CDO,  below;  Subcommittee  interview  of  Daniel  Sparks  (4/15/10)  (Goldman 
tried  selling  subprime  loans  but  could  not;  it  was  easier  and  more  efficient  to  securitize  them  and  then  sell  the 
securitized  product  to  transfer  loans  in  bulk;  it  was  also  easier  to  sell  CDOs  than  individual  underlying  positions). 
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constructed,  and  profited  when  the  referenced  assets  lost  value,  and  the  investors  to  whom  they 
had  sold  the  long  side  of  the  CDO  were  required  to  make  substantial  payments  to  the  CDO. 

The  following  two  case  studies  examine  how  two  investment  banks  active  in  the  U.S. 
mortgage  market  constructed,  marketed,  and  sold  RMBS  and  CDO  securities;  how  their  activities 
magnified  risk  in  the  mortgage  market;  and  how  conflicts  of  interest  negatively  impacted  investors 
and  contributed  to  the  financial  crisis.  The  Deutsche  Bank  case  history  provides  an  insider's  view 
of  what  one  senior  CDO  trader  described  as  Wall  Street's  "CDO  machine."  It  reveals  the  trader's 
negative  view  of  the  mortgage  market  in  general,  the  poor  quality  RMBS  assets  placed  in  a  CDO 
that  Deutsche  Bank  marketed  to  clients,  and  the  fees  that  made  it  difficult  for  investment  banks 
like  Deutsche  Bank  to  stop  selling  CDOs.  The  Goldman  Sachs  case  history  shows  how  one 
investment  bank  was  able  to  profit  from  the  collapse  of  the  mortgage  market,  and  ignored 
substantial  conflicts  of  interest  to  profit  at  the  expense  of  its  clients  in  the  sale  of  RMBS  and  CDO 
securities. 


330 

B.  Running  the  CDO  Machine: 
Case  Study  of  Deutsche  Bank 

This  case  history  examines  the  role  of  Deutsche  Bank  USA  in  the  design,  marketing,  and 
sale  of  collateralized  debt  obligations  (CDOs)  that  incorporated  or  referenced  residential 
mortgage  backed  securities  (RMBS). 

From  2004  to  2008,  U.S.  financial  institutions  issued  over  $1.4  trillion  worth  of  CDO 
securities.  At  first,  this  complex  structured  finance  product  proved  highly  profitable  for 
investment  banks  which  established  CDO  departments  and  trading  desks  to  create  and  market  the 
securities.  By  early  2007,  however,  due  to  declining  housing  prices,  accelerating  mortgage 
delinquencies,  and  RMBS  losses,  investor  interest  in  CDOs  began  to  drop  off  sharply.  In  July 
2007,  the  major  credit  rating  agencies  began  lowering  credit  ratings  for  many  CDO  securities,  at 
times  eliminating  the  investment  grade  ratings  that  had  supported  CDO  sales.  Despite  waning 
investor  interest,  U.S.  investment  banks  continued  to  issue  new  mortgage  related  CDOs 
throughout  2007,  in  an  apparent  effort  to  sustain  their  fees  and  CDO  departments.  Some 
investment  banks  supported  the  CDO  market  by  purchasing  existing  CDO  securities  for 
inclusion  in  new,  even  more  complex  CDOs,  seeking  customers  in  Europe  and  Asia,  or  retaining 
risky  CDO  securities  on  their  own  books. 

Deutsche  Bank  was  a  major  player  in  the  CDO  market,  both  in  creating  new  CDO  issues 
and  trading  these  securities  in  the  secondary  market.  Deutsche  Bank's  top  global  CDO  trader, 
Greg  Lippmann,  began  to  express  concerns  that  the  CDO  market  was  unsustainable.  By  the 
middle  of  2006,  Mr.  Lippmann  repeatedly  warned  and  advised  his  Deutsche  Bank  colleagues  and 
some  of  his  clients  seeking  to  buy  short  positions  about  the  poor  quality  of  the  assets  underlying 
many  CDOs.  He  described  some  of  those  assets  as  "crap"  and  "pigs,"  and  predicted  the  assets 
and  the  CDO  securities  would  lose  value. 

At  one  point,  Mr.  Lippmann  was  asked  to  buy  a  specific  CDO  security  and  responded 
that  it  "rarely  trades,"  but  he  "would  take  it  and  try  to  dupe  someone"  into  buying  it.  He  also  at 
times  referred  to  the  industry's  ongoing  CDO  marketing  efforts  as  a  "CDO  machine"  or  "ponzi 
scheme."  Deutsche  Bank's  senior  management  disagreed  with  his  negative  views,  and  used  the 
bank's  own  funds  to  make  large  proprietary  investments  in  mortgage  related  securities  that,  in 
2007,  had  a  notional  or  face  value  of  $128  billion  and  a  market  value  of  more  than  $25  billion. 

Despite  disagreeing  with  his  negative  views  on  the  mortgage  market,  Deutsche  Bank 
allowed  Mr.  Lippmann,  in  2005,  to  develop  a  large  proprietary  short  position  for  the  bank  in  the 
RMBS  market.  Since  carrying  that  short  position  required  the  bank  to  pay  millions  of  dollars  in 
premiums,  senior  management  also  required  Mr.  Lippmann  to  defray  or  eliminate  those  costs  by 
convincing  others  to  take  short  positions  in  the  mortgage  market,  thereby  generating  fees  for  the 
bank  from  arranging  those  shorts.  In  2006,  Mr.  Lippmann  generated  an  estimated  $200  million 
in  fees  by  encouraging  his  clients,  such  as  hedge  funds,  to  buy  short  positions.  Simultaneously, 
Mr.  Lippmann  increased  the  size  of  the  bank's  short  position  by  taking  the  short  side  of  credit 
default  swaps  (CDS)  referencing  individual  RMBS  securities,  an  investment  strategy  often 
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referred  to  as  investing  in  "single  name  CDS"  contracts.  Over  a  two-year  period  from  2005  to 
2007,  Mr.  Lippmann  built  a  massive  short  position  in  single  name  CDS  contracts  totaling  $5 
billion.  From  2007  to  2008,  at  the  direction  of  the  bank's  senior  management,  he  cashed  in  that 
position,  generating  a  profit  for  his  trading  desk  of  approximately  $1.5  billion,  which  he  claims 
made  more  money  on  a  single  position  than  any  other  trade  had  ever  made  for  Deutsche  Bank  in 
its  history.  Despite  that  gain,  due  to  its  substantial  long  investments,  Deutsche  Bank  incurred  an 
overall  loss  of  about  $4.5  billion  from  its  mortgage  related  proprietary  investments.1258 

To  understand  how  Deutsche  Bank  continued  to  issue  and  market  CDO  securities  even  as 
the  market  for  mortgage  related  securities  began  collapsing,  the  Subcommittee  examined  a 
specific  CDO  in  detail,  called  Gemstone  CDO  VII  Ltd.  (Gemstone  7).  In  October  2006, 
Deutsche  Bank  began  assisting  in  the  gathering  of  assets  for  Gemstone  7,  which  issued  its 
securities  in  March  2007.   It  was  the  last  in  a  series  of  CDOs  sponsored  by  HBK  Capital 
Management  (HBK),  a  large  hedge  fund  which  acted  as  the  collateral  manager  for  the  CDO. 
Deutsche  Bank  made  $4.7  million  in  fees  from  the  deal,  while  HBK  was  slated  to  receive  $3.3 
million.  It  was  not  the  last  CDO  issued  by  Deutsche  Bank.  Even  after  Gemstone  7  was  issued  in 
March  of  2007,  Deutsche  Bank  issued  9  additional  CDOs. 

Gemstone  7  was  a  hybrid  CDO  containing  or  referencing  a  variety  of  high  risk,  subprime 
RMBS  securities  initially  valued  at  $1.1  billion  when  issued.  Deutsche  Bank's  head  global 
trader,  Mr.  Lippmann,  recognized  that  these  RMBS  securities  were  high  risk  and  likely  to  lose 
value,  but  did  not  object  to  their  inclusion  in  Gemstone  7.  Deutsche  Bank,  the  sole  placement 
agent,  marketed  the  initial  offering  of  Gemstone  7  in  the  first  quarter  of  2007.  Its  top  tranches 
received  AAA  ratings  from  Standard  &  Poor's  and  Moody's,  despite  signs  that  the  CDO  market 
was  failing  and  the  CDO  itself  contained  many  poor  quality  assets. 

Nearly  a  third  of  Gemstone 's  assets  consisted  of  high  risk  subprime  loans  originated  by 
Fremont,  Long  Beach,  and  New  Century,  three  lenders  known  at  the  time  within  the  financial 
industry  for  issuing  poor  quality  loans  and  RMBS  securities.  Although  HBK  directed  the 
selection  of  assets  for  Gemstone  7,  Mr.  Lippmann' s  CDO  Trading  Desk  was  involved  in  the 
process  and  did  not  object  to  including  certain  RMBS  securities  in  Gemstone  7,  even  though  Mr. 
Lippmann  was  simultaneously  referring  to  them  as  "crap"  or  "pigs."  Mr.  Lippmann  was  also  at 
the  same  time  advising  some  of  his  clients  to  short  some  of  those  same  RMBS  securities.  In 
addition,  Deutsche  Bank  sold  five  RMBS  securities  directly  from  its  inventory  to  Gemstone  7, 
several  of  which  were  also  contemporaneously  disparaged  by  Mr.  Lippmann. 

The  Deutsche  Bank  sales  force  aggressively  sought  purchasers  for  the  CDO  securities, 
while  certain  executives  expressed  concerns  about  the  financial  risk  of  retaining  Gemstone  7 
assets  as  the  market  was  deteriorating  in  early  2007.  In  its  struggle  to  sell  Gemstone  7,  Deutsche 
Bank  motivated  its  sales  force  with  special  financial  incentives,  and  sought  out  buyers  in  Europe 
and  Asia  because  the  U.S.  market  had  dried  up.  Deutsche  Bank  also  talked  of  providing  HBK's 
marks,  instead  of  its  own,  to  clients  asking  about  the  value  of  Gemstone  7's  assets,  since  HBK's 


1258  Subcommittee  interview  of  Greg  Lippmann  (10/18/2010);  Net  Revenues  from  ABS  Products  Backed  by  U.S. 
Residential  Mortgages,  DB_PSI_C00000003. 
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marks  showed  the  CDO's  assets  performing  better.  Deutsche  Bank  was  ultimately  unable  to  sell 
$400  million,  or  36%,  of  the  Gemstone  7  securities,  and  agreed  with  HBK  to  split  the  unsold 
securities,  each  taking  $200  million  onto  its  own  books.    Deutsche  Bank  did  not  disclose  to  the 
eight  investors  whom  it  had  solicited  and  convinced  to  buy  Gemstone  7,  that  its  global  head 
trader  of  CDOs  had  an  extremely  negative  view  of  a  third  of  the  assets  in  the  CDO  or  that  the 
bank's  internal  valuations  showed  that  the  assets  had  lost  over  $19  million  in  value  since 
purchased. 1259 

Gemstone  7  also  demonstrated  how  CDOs  magnified  risk  by  including  or  referencing 
within  itself  115  different  RMBS  securities  containing  thousands  of  high  risk,  poor  quality 
subprime  loans.  Many  of  those  RMBS  securities  carried  BB  ratings,  which  are  non-investment 
grade  credit  ratings  and  were  among  the  highest  risk  securities  in  the  CDO.  Gemstone  7  also 
included  CDO  securities  that,  in  themselves,  concentrated  the  risk  of  their  underlying  assets. 
Over  75%  of  Gemstone 's  assets  consisted  of  RMBS  securities  with  ratings  of  BBB  or  lower, 
including  approximately  33%  with  non-investment  grade  ratings,  yet  Gemstone 's  top  three 
tranches  were  given  AAA  ratings  by  the  credit  rating  agencies.  The  next  three  tranches  were 
given  investment  grade  ratings  as  well.  Those  investment  grade  ratings  enabled  investors  like 
pension  funds,  insurance  companies,  university  endowments,  and  municipalities,  some  of  which 
were  required  by  law,  regulation,  or  their  investment  plans  to  put  their  funds  in  safe  investments, 
to  consider  buying  Gemstone  securities.  Eight  investors  actually  purchased  them.  Within  eight 
months,  the  Gemstone  securities  began  incurring  rating  downgrades.  By  July  2008,  all  seven 
tranches  in  the  CDO  had  been  downgraded  to  junk  status,  and  the  long  investors  were  almost 
completely  wiped  out.  Today,  the  Gemstone  7  securities  are  nearly  worthless. 

Deutsche  Bank  was,  in  Mr.  Lippmann's  words,  part  of  a  "CDO  machine"  run  by 
investment  banks  that  produced  hundreds  of  billions  of  high  risk  CDO  securities.  Because  the 
fees  to  design  and  market  CDOs  ranged  from  $5  to  $10  million  per  CDO,  investment  bankers 
had  a  strong  financial  incentive  to  continue  issuing  them,  even  in  the  face  of  waning  investor 
interest  and  poor  quality  assets,  since  reduced  CDO  activity  would  have  led  to  less  income  for 
structured  finance  units,  smaller  bonuses  for  executives,  and  even  the  disappearance  of  CDO 
departments,  which  is  eventually  what  occurred.  The  Deutsche  Bank  case  history  provides  a 
cautionary  tale  for  both  market  participants  and  regulators  about  how  complex  structured  finance 
products  gain  advocates  within  an  organization  committed  to  pushing  the  products  through  the 
pipeline  to  maintain  revenues  and  jobs,  regardless  of  the  financial  risks  or  possible  impact  on  the 
marketplace. 


1259  See  Sections  11  and  12  of  Securities  Act  of  1933.  See  also  Rule  10b-5  of  the  Securities  Exchange  Act  of  1934. 
For  a  more  detailed  discussion  of  the  legal  obligations  of  underwriters,  placement  agents,  and  broker-dealers,  see 
Section  C(6)  on  conflicts  of  interest  analysis,  below. 
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(1)  Subcommittee  Investigation  and  Findings  of  Fact 

As  part  of  its  investigation  into  the  CDO  market  and  the  Deutsche  Bank  case  study,  the 
Subcommittee  collected  and  reviewed  hundreds  of  thousands  of  Deutsche  Bank  documents 
including  reports,  analyses,  memoranda,  correspondence,  transcripts,  spreadsheets,  and  email. 
The  Subcommittee  also  collected  and  reviewed  documents  from  HBK  Capital  Management, 
several  financial  institutions  that  purchased  Deutsche  Bank  CDO  securities,  and  the  Securities 
and  Exchange  Commission  (SEC).  In  addition,  the  Subcommittee  conducted  14  interviews, 
including  interviews  with  current  and  former  Deutsche  Bank  and  HBK  executives,  managers, 
sales  representatives,  and  traders;  spoke  with  personnel  from  the  financial  institutions  that 
invested  in  Gemstone  7;  and  consulted  with  a  number  of  experts  from  the  SEC,  academia,  and 
industry. 

Based  upon  the  Subcommittee's  review,  the  Report  makes  the  following  findings  of  fact. 

1.  CDO  Machine.  From  late  2006  through  2007,  despite  increasing  mortgage 
delinquencies,  RMBS  losses,  and  investor  flight  from  the  U.S.  mortgage  market,  U.S. 
investment  banks  continued  to  issue  new  CDOs,  including  Deutsche  Bank  which 
issued  15  new  CDOs  securitizing  nearly  $11.5  billion  of  primarily  mortgage  related 
assets  from  December  2006  to  December  2007. 

2.  Fee  Incentives.  Because  the  fees  charged  to  design  and  market  CDOs  were  in  the 
range  of  $5  to  $10  million  per  CDO,  investment  banks  had  strong  incentives  to 
continue  issuing  CDOs  despite  increasing  risks  and  waning  investor  interest,  since 
reduced  CDO  activity  meant  less  revenues  for  structured  finance  units  and  even  the 
disappearance  of  CDO  departments  and  trading  desks,  which  is  eventually  what 
occurred. 

3.  Deutsche  Bank's  $5  Billion  Short.  Although  Deutsche  Bank  as  a  whole  and  through 
an  affiliated  hedge  fund,  Winchester  Capital,  made  proprietary  investments  in  long 
mortgage  related  assets,  the  bank  also  permitted  its  head  CDO  trader  to  make  a  $5 
billion  short  investment  that  bet  against  the  mortgage  market  and  produced  bank 
profits  totaling  approximately  $1.5  billion. 

4.  Proprietary  Loss.  By  2007,  Deutsche  Bank,  through  its  mortgage  department  and  an 
affiliated  hedge  fund,  had  substantial  proprietary  holdings  in  the  mortgage  market, 
including  more  than  $25  billion  in  long  investments  and  a  $5  billion  short  position, 
which  together  resulted  in  2007  losses  to  the  bank  of  about  $4.5  billion. 

5.  Gemstone  7.  In  the  face  of  a  deteriorating  market,  Deutsche  Bank  aggressively  sold 
a  $1.1  billion  CDO,  Gemstone  7,  which  included  RMBS  securities  that  the  bank's  top 
CDO  trader  had  disparaged  as  "crap"  and  "pigs,"  and  which  produced  $1.1  billion  of 
high  risk,  poor  quality  securities  that  are  now  virtually  worthless. 
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(2)  Deutsche  Bank  Background 


CDOs  In  General.  According  to  the  Securities  Industry  and  Financial  Markets 
Association,  $1.4  trillion  worth  of  CDOs  were  issued  in  the  United  States  from  2004  through  the 
end  of  2007. 1260  The  following  chart  depicts  the  dramatic  rise  and  fall  of  the  U.S.  CDO  market 
over  the  last  ten  years,  with  total  CDO  issuance  reaching  its  peak  in  2006  at  $520  billion,  and 
then  falling  to  a  low  of  $4  billion  in  2009. 1261 

Total  Annual  CDO  Issuance 
2000-2009 


Year 

Total  CDO  Issuance 
($  in  billions) 

2000 

67.99 

2001 

78.45 

2002 

83.07 

2003 

86.63 

2004 

157.82 

2005 

251.27 

2006 

520.64 

2007 

481.60 

2008 

61.89 

2009 

4.34 

In  2006  and  2007,  investment  banks  created  around  half  a  trillion  dollars  in  CDO 
securities  each  year,  even  as  U.S.  housing  prices  began  to  stagnate  and  decline,  subprime 
mortgages  began  to  default  at  record  rates,  and  RMBS  securities  began  to  incur  dramatic  losses. 
By  the  middle  of  2007,  due  to  the  increasing  risks,  U.S.  institutional  investors  like  pension  funds, 
hedge  funds,  and  others  began  to  purchase  fewer  CDO  securities,  and  investment  banks  turned 
their  attention  increasingly  to  European  and  Asian  investors  as  well  as  the  issuers  of  new  CDOs 
who  became  the  primary  buyers  of  CDO  securities.1262  In  2007,  U.S.  investment  banks  kept 
issuing  and  selling  CDOs  despite  slowed  sales,  which  meant  that  investment  banks  had  to  retain 
an  increasing  portion  of  the  unsold  assets  on  their  own  balance  sheets.1263 


10/15/2010  "Global  CDO  Issuance,"  Securities  Industry  and  Financial  Markets  Association, 
http://www.sifma.org/research/statistics.aspx. 

1261  Chart  prepared  by  the  Subcommittee  using  data  from  10/15/2010  "Global  CDO  Issuance,"  Securities  Industry 
and  Financial  Markets  Association,  http://www.sifma.org/research/statistics.aspx.  By  2004,  most,  but  not  all,  CDOs 
relied  primarily  on  mortgage  related  assets  such  as  RMBS  securities.  Subcommittee  interview  of  Gary  Witt,  former 
Managing  Director  of  Moody's  RMBS  Group  (10/29/2009). 

1262  See  7/12/2007  email  from  Michael  Lamont  to  Boaz  Weinstein  at  Deutsche  Bank,  DBSI_01201843;  "Banks' 
Self-Dealing  Super  Charged  Financial  Crisis,"  ProPublica  (8/26/2010),  http://www.propublica.org/article/banks- 
self-dealing-super-charged-financial-crisis;  and  "Mortgage-Bond  Pioneer  Dislikes  What  He  Sees,"  Wall  Street 
Journal  (2/24/2007). 

1263  "Banks'  Self-Dealing  Super  Charged  Financial  Crisis,"  ProPublica  (8/26/2010). 
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The  credit  rating  agencies  marked  a  "sea  change"  in  the  CDO  market  in  2007,  in  which 
investment  banks  issued  CDOs  at  near  record  levels  in  the  first  half  of  the  year,  but  then  sharply 
reined  in  their  efforts  after  the  mass  rating  downgrades  of  RMBS  and  CDO  securities  began  in 
July  2007: 

"[The  CDO]  market  in  the  U.S.  was  very  active  in  terms  of  issuance  throughout  the  first 
half  of  2007.  . . .  The  year  2007  saw  a  sea  change  for  the  CDO  market.  Moody's  rated 
more  than  100  SF  [structured  finance]  CDO  transactions  in  each  of  the  first  two  quarters, 
but  the  number  fell  sharply  to  40  in  the  third  quarter  and  to  just  eight  in  the  fourth  quarter 
as  the  sheer  speed  and  magnitude  of  the  subprime  mortgage  fallout  significantly 
weakened  investors'  confidence."1264 

In  the  years  leading  up  to  the  financial  crisis,  the  typical  size  of  a  CDO  deal  was  between 
$1  and  $1.5  billion,1265  and  generated  large  fees  for  investment  banks  in  the  range  of  $5  to  $10 
million  per  CDO.1266  To  handle  these  transactions,  a  number  of  large  investment  banks 
established  CDO  departments  and  trading  desks  charged  with  designing,  underwriting,  selling,  or 
trading  CDO  securities.  The  CDO  origination  desks  typically  worked  with  the  investment 
banks'  structured  finance  sales  forces  to  sell  the  resulting  CDO  securities.  This  structure  meant 
that  stopping  the  issuance  of  CDO  securities  would  require  the  investment  banks  to  lose  out  on 
the  fees,  prestige,  and  market  share  tied  to  CDO  sales.  In  addition,  whole  CDO  departments, 
with  their  dedicated  bankers,  traders,  and  supervisors,  would  have  to  disappear,  which  is 
eventually  what  happened  after  the  CDO  market  crashed. 

CDOs  at  Deutsche  Bank.  From  2004  to  2008,  Deutsche  Bank  issued  47  asset  backed 
CDOs  for  a  total  securitization  of  $32.2  billion.1267  According  to  analysts,  in  both  2006  and 
2007,  Deutsche  Bank  ranked  fourth  globally  in  issuing  asset  backed  CDOs,  behind  Merrill 
Lynch,  JPMorgan  Chase,  and  Citigroup.1268 

1264  Moody's  2008  Global  CDO  Review  (3/3/2008). 

1265  "Wall  Street's  money  machine  breaks  down,"  CNNMoney.com  (11/12/2007), 
http://money.cnn.com/magazines/fortune/fortune_archive/2007/ll/26/101232838/index.htm. 

1266  See  "Banks'  Self-Dealing  Super-Charged  Financial  Crisis,"  ProPublica  (8/26/2010), 

http://www.propublica.org/article/banks-self-dealing-super-charged-financial-crisis  ("A  typical  CDO  could  net  the 
bank  that  created  it  between  $5  million  and  $10  million  -  about  half  of  which  usually  ended  up  as  employee 
bonuses.  Indeed,  Wall  Street  awarded  record  bonuses  in  2006,  a  hefty  chunk  of  which  came  from  the  CDO 
business.").  Fee  information  obtained  by  the  Subcommittee  is  consistent  with  this  range  of  CDO  fees.  For  example, 
Deutsche  Bank  received  nearly  $5  million  in  fees  for  Gemstone  7,  and  the  head  of  its  CDO  Group  said  that  Deutsche 
bank  received  typically  between  $5  and  10  million  in  fees  per  CDO,  while  Goldman  Sachs  charged  a  range  of  $5  to 
$30  million  in  fees  for  its  Camber  7,  Fort  Denison,  and  Hudson  Mezzanine  1  and  2  CDOs.  12/20/2006  Gemstone  7 
Securitization  Credit  Report,  DB_PSI_00237655-71;  undated  Gemstone  7  Securitization  Credit  Report, 
MTSS000011-13;  3/15/2007  Gemstone  CDO  VII  Ltd.  Closing  Memorandum,  DB_PSI_00133536-41; 
Subcommittee  interview  of  Michael  Lamont  (Deutsche  Bank)  (9/29/2010);  3/21/2011  letter  from  Deutsche  Bank's 
counsel  to  the  Subcommittee,  PSI-Deutsche_Bank-0001-04;  Goldman  Sachs  response  to  Subcommittee  QFRs  at 
PSI-QFR-GS0249. 

1267  Chart,  ABS  CDOs  Issued  by  DBSI  (between  2004  and  2008),  PSI-Deutsche_Bank-02-0005-23. 

1268  See  "Global  ABS  CDO  Issuance"  chart,  Reuters  (4/20/2010), 
http://graphics.thomsonreuters.com/10/04/GLB_GCDOV0410.gif;  "Banks  in  Talks  to  End  Bond  Probe,"  Wall  Street 


336 

At  Deutsche  Bank,  five  different  parts  of  the  Securitized  Product  Group  played  key  roles 
in  its  CDO  business.  They  were  the  CDO  Group  (North  America);  the  CDO  sales  force, 
formally  called  Securitized  Products;  the  CDO  Syndication  Desk  which  helped  promote  and 
track  CDO  sales;  the  mortgage  department;  and  the  CDO  Trading  Desk,  formally  called  ABS 
(Asset  Backed  Security)  Trading,  CDO  Trading,  and  ABS  Correlation  Trading. 

The  CDO  Group  had  two  co-heads,  Michael  Lamont  and  Michael  Herzig,  and 
approximately  20  employees.  The  heads  of  the  group  reported  to  Richard  D'Albert,  Global  Head 
of  Deutsche  Bank's  Securitized  Product  Group.  The  CDO  Group  designed  and  structured  the 
bank's  CDOs,  analyzed  the  assets  that  went  into  the  CDOs,  monitored  the  purchasing  and 
warehousing  of  those  assets,  obtained  CDO  credit  ratings,  prepared  CDO  legal  documentation, 
acted  as  the  CDO  underwriter  or  placement  agent  on  behalf  of  Deutsche  Bank,  and  oversaw  the 
issuance  of  the  CDO  securities.1269 

The  CDO  sales  force  sold  the  resulting  CDO  securities  for  Deutsche  Bank.  It  received 
assistance  from  the  CDO  Syndication,  sometimes  called  the  "syndicate,"  which  helped  promote 
the  deals  with  investors  and  tracked  CDO  sales.  The  CDO  sales  force  was  headed  by  Sean 
Whelan  and  Michael  Jones.  They  reported  to  Munir  D'auhajre,  overall  head  of  sales,  who 
reported,  in  turn,  to  Fred  Brettschneider,  the  head  of  the  Institutional  Client  Group  of  Deutsche 
Bank  Americas.  The  CDO  sales  force  had  approximately  20  employees.  In  the  United  States, 
the  CDO  Syndication  had  about  seven  employees,  and  was  headed  by  Anthony  Pawlowski,  who 
reported  to  Mr.  Lamont  and  Mr.  Herzig,  who  headed  the  CDO  Group. 

The  Deutsche  Bank  mortgage  department  was  responsible  for  purchasing  residential 
mortgages  from  a  variety  of  sources,  warehousing  those  mortgages,  and  securitizing  the 
mortgages  into  RMBS  securities  for  which  Deutsche  Bank  acted  as  the  underwriter  or  placement 
agent.  Some  of  those  RMBS  securities  were  later  included  or  referenced  in  CDOs  issued  by  the 
bank. 

The  CDO  Trading  Desk  was  headed  by  Greg  Lippmann,  who  served  as  global  head  of 
Deutsche  Bank's  CDO,  ABS,  and  ABS  Correlation  Trading  Desks.1270  Those  desks  were 
responsible  for  trading  a  variety  of  RMBS,  CDO,  and  other  asset  backed  securities  on  the 
secondary  market.  Mr.  Lippmann  had  a  staff  of  approximately  30  employees,  20  in  the  United 
States  and  10  in  London.  Like  the  head  of  the  CDO  Group,  Mr.  Lippmann  reported  to  Mr. 
D'Albert,  the  head  of  the  bank's  Securitized  Product  Group.  Mr.  Lippmann  was  also  the  head  of 


Journal  (12/2/2010). 

http://online.wsj.com/article/SB10001424052748704594804575649170454587534.html7KE  YWORDS=Banks+in+ 
Talks+to+End+Bond+Probe.  See  also  10/2006,  "CDO  Primary  Update  Progress  Report,"  prepared  by  Deutsche 
Bank,  DBSI_PSI_EMAIL03970167-72,  at  68  (ranking  Deutsche  Bank  as  third  in  CDO  issuances  as  of  October 
2006). 

1269  Subcommittee  interview  of  Michael  Lamont  (9/29/2010). 

1270  Organizational  Chart  for  Deutsche  Bank  Global  CDO  Group,  DB_PSI_C00000001. 
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risk  management  for  all  new  issue  CDOs  and  described  himself  as  "involved  in  underwriting, 
structuring,  marketing  and  hedging  our  warehouse  risk  for  new  issue  cdos. 


,1271 


The  CDO  Trading  Desk  conducted  trades  for  both  clients  and  other  Deutsche  Bank 
entities.  It  was  further  divided  into  three  trading  desks,  designated  the  CDO,  ABS,  and  ABS 
Correlation  Desks.  Each  traded  certain  structured  finance  products,  tracked  relevant  market 
news  and  developed  expertise  in  its  assigned  products,  and  served  as  a  source  of  asset  and 
market  information  for  other  branches  of  Deutsche  Bank.  The  CDO  Desk  focused  on  buying  and 
selling  CDO  securities;  the  ABS  Desk  concentrated  on  trading  RMBS  and  other  asset  backed 
securities  as  well  as  short  trading  strategies  involving  credit  default  swap  (CDS)  contracts  in 
single  name  RMBS;  and  the  ABS  Correlation  Desk  acted  primarily  in  a  market  making  capacity 
for  Deutsche  Bank  clients,  trading  both  long  and  short  RMBS  and  CDO  securities  and  CDS 
contracts  with  the  objective  of  taking  offsetting  positions  that  minimized  the  bank's  risk.127 ' 

Mr.  Lippmann  was  well  known  in  the  CDO  marketplace  as  a  trader.  He  had  joined 
Deutsche  Bank  in  2000,  after  a  stint  at  Credit  Suisse  trading  bonds.  One  publication  noted  that 
Mr.  Lippmann  "made  his  name  with  big  bets  on  a  housing  bust,"  continuing:  "Mr.  Lippmann 
emerged  as  a  Cassandra  of  the  financial  crisis,  spotting  cracks  in  the  mortgage  market  as  early  as 
2006.  His  warnings  helped  Deutsche  brace  for  the  crisis.  He  also  helped  investors  —  and 
himself  —  land  huge  profits  as  big  bets  that  the  housing  market  would  collapse  materialized."1273 

(3)  Deutsche  Bank's  $5  Billion  Short 

In  2006  and  2007,  Deutsche  Bank's  top  CDO  trader,  Greg  Lippmann,  repeatedly  warned 
his  Deutsche  Bank  colleagues  and  some  clients  outside  of  the  bank  about  the  poor  quality  of  the 
assets  underlying  many  RMBS  and  CDO  securities.    Although  senior  management  within  the 
bank  did  not  agree  with  his  views,  they  allowed  Mr.  Lippmann,  in  2005,  to  establish  a  large  short 
position  on  behalf  of  the  bank,  essentially  betting  that  mortgage  related  securities  would  fall  in 
value.  From  2005  to  2007,  Mr.  Lippmann  built  that  position  into  a  $5  billion  short. 

(a)  Lippmann's  Negative  Views  of  Mortgage  Related  Assets 

Emails  produced  to  the  Subcommittee  provide  repeated  examples  of  Mr.  Lippmann's 
negative  views  of  mortgage  related  assets,  particularly  those  involving  subprime  mortgages.  At 
times,  he  expressed  his  views  to  colleagues  within  the  bank;  at  other  times  he  expressed  them  in 
connection  with  advising  a  client  to  bet  against  an  RMBS  security  by  taking  a  short  position.  At 
times,  Mr.  Lippmann  recommended  that  his  clients  short  poor  quality  RMBS  assets,  even  while 
his  trading  desk  was  participating  in  a  selection  process  that  included  those  same  assets  in 


1271  7/14/2006  email  from  Greg  Lippmann  to  Melissa  Goldsmith  at  Deutsche  Bank,  DBSI_PSI_EMAIL01400135- 
37. 

1272  Subcommittee  interview  of  Greg  Lippmann  (10/18/2010). 

1273  "Lippmanrl)  Deutsche  Trader,  Steps  Down,"  New  York  Times  (4/21/2010), 

http://dealbook.nytimes.com/2010/04/21/lippmann-deutsche-trader-steps-down/.  See  also  Michael  Lewis,  The  Big 
Short  (2010),  at  64. 
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Gemstone  7.  The  following  emails  by  Mr.  Lippmann,  written  during  2006  and  2007,  provide 
examples  of  his  negative  views. 


• 


Emails  regarding  LBMLT  2004-3  M8,  a  subprime  RMBS  security  issued  by  Long 


1274 


• 


Beach:  "[T]his  bond  blows."lz/4  (2/24/2006) 

Email  providing  Deutsche  Bank  trader  his  opinion  regarding  RMBS  shelves: 
["[Yjikes  didn't  see  that[.]  . . .  [Hjalf  of  these  are  crap  and  rest  are  ok[.]  . .  .[C]rap-heat 
pchltsailtmts."1275  (4/5/2006) 

•  Email  advising  an  investment  banker  at  JPMorgan  Chase  regarding  subprime  RMBS 
securities  issued  by  Aegis  Asset  Backed  Securities  Trust  ("aabst"),  Bay  View 
Financial  Acquisition  Trust  ("bayv"),  Home  Equity  Mortgage  Loan  Asset  Based 
Trust  ("inabs"),  Park  Place  Securities  Inc.  ("ppsi"),  and  Structured  Asset  Investment 
Loan  ("sail"):  "This  is  a  good  pool  for  you  because  it  has  a  fair  number  of  weak 
names  but  not  so  many  that  investors  should  balk  (I  wouldn't  add  more  of  these)  and 
also  has  only  a  few  names  that  are  very  good."1276  (6/23/2006) 

•  Email  advising  an  investment  banker  at  Oppenheimer  Funds:  "[Y]ou  can  certainly 
build  a  portfolio  by  picking  only  bad  names  and  you  have  largely  done  that  as  Rase 
ahl  is  considered  bad  as  is  Fremont  (bsabs  fr,  fhlt,  jpmac  fre,  sabr  fr,  nheli  fm  deals) 
ace,  arsi  and  lbmlt."1277  Mr.  Lippmann  listed  ACE  Securities  Corp.  as  a  "bad  name" 
even  though  it  was  created  by  and  associated  with  Deutsche  Bank  itself. 1278 
(8/4/2006) 


1274  2/24/2006  emails  between  Greg  Lippmann  and  Rocky  Kurita  at  Deutsche  Bank,  DBSI_PSI_EMAIL00966290. 
Mr.  Lippmann's  negative  comments  did  not  begin  in  2006;  as  early  as  May  2005,  he  wrote  that  the  "real  money 
flows  are  buying  protection."  5/11/2005  email  from  Greg  Lippmann  to  Rocky  Kurita  at  Deutsche  Bank, 
DBSI_PSI_EMAIL00048683. 

1275  4/5/2006  email  from  Greg  Lippmann  to  Deutsche  Bank  employee,  DBSI_PSI_EMAIL01073270.    The 
acronyms  in  the  email  refer  to  the  following  lenders:  Home  Equity  Asset  Trust  ("heat"),  People's  Choice  Home 
Loan  Securities  Trust  ("pchlt"),  Structured  Asset  Investment  Loan  ("sail"),  and  Terwin  Mortgage  Trust  ("tmts"). 

1276  6/23/2006  email  from  Greg  Lippmann  to  Derek  Kaufman  at  JPMorgan,  DBSI_PSI_EMAIL01344930-33. 

1277  8/4/2006  email  from  Greg  Lippmann  to  Michelle  Borre  at  Oppenheimer  Funds,  DBSI_PSI_EMAIL01528941- 
43.  The  acronyms  in  the  email  refer  to  the  following  lenders:  Residential  Asset  Securities  Corp.  ("Rase"),  American 
Home  Loans  ("ahl"),  Fremont  ("fr,"  "fre,"  "fm,"  and  "fhlt"),  Bear  Stearns  Asset  Backed  Securities  (bsabs), 
JPMorgan  Acquisition  Trust  ("jpmac"),  Securitized  Asset  Backed  Receivables  Trust  ("sabr"),  Nomura  Home  Equity 
Loan,  Inc.  ("nheli"),  ACE  Securities  Corp.  ("ace"),  Argent  Securities  Inc.  ("arsi"),  and  Long  Beach  Mortgage  Trust 
("lbmlt"). 

1278  Subcommittee  interview  of  Greg  Lippmann  (10/18/2010);  Subcommittee  interview  with  Deutsche  Bank's 
counsel  (3/7/2011);  3/21/2011  letter  from  Deutsche  Bank's  counsel  to  the  Subcommittee  (ACE  is  one  of  "Deutsche 
Bank's  own  shelf  offerings."),  PSI-Deutsche_Bank-32-0001-04.  See  also  3/2/2011  letter  from  Deutsche  Bank's 
counsel  to  the  Subcommittee  ("Deutsche  Bank  has  no  ownership  interest  in  ACE  Securities  Corp.  ('ACE').  All 
shares  of  ACE  are  held  by  Altamont  Holdings  Corp,  a  Delaware  corporation.  Deutsche  Bank  Securities,  Inc. 
('DBSI'),  however,  is  an  administrative  agent  for  ACE  and  in  that  role  has  authority  to  act  on  behalf  of  ACE  in 
connection  with  offerings  of  asset-backed  securities,  including  RMBS  offerings.  ...  Deutsche  Bank  hired  the 
AMACAR  Group,  LLC  ('AMACAR')  to  assist  in  the  creation  of  ACE  to  act  as  a  registrant  and  depositor  in 


• 


• 


• 
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Email  to  co-head  of  the  Deutsche  Bank  CDO  Group  and  to  Global  Head  of  Deutsche 
Bank's  Securitized  Product  Group:  "I  was  going  to  reject  this  [long  purchase  of  a 
synthetic  CDO]  because  it  seems  to  be  a  pig  cdo  position  dump  60A  but  then  I  noticed 

Winchester  [Deutsche  Bank  affiliated  hedge  fund]  is  the  portfolio  selector any 

idea???"1279  (8/4/2006) 

Email  responding  to  a  hedge  fund  trader  at  Spinnaker  Capital  asking  about  a 
subprime  RMBS  security  issued  by  Credit  Based  Asset  Servicing  and  Securitization, 
LLC  ("cbass"):  "That  said  I  can  probably  short  this  name  to  some  CDO  fool."1280 
(8/30/2006) 

Email  responding  to  a  hedge  fund  trader  at  Spinnaker  Capital  asking  about  MABS 
2006-FRE1,  a  subprime  RMBS  security  that  contained  Fremont  loans  and  was  issued 
by  Mortgage  Asset  Securitization  Transactions  Asset-Backed  Securities  Trust:  "This 
kind  of  stuff  rarely  trades  in  the  synthetic  market  and  will  be  tough  for  us  to  cover  i.e. 
short  to  a  CDO  fool.  That  said  if  u  gave  us  an  order  at  260  we  would  take  it  and  try 
to  dupe  someone."1281  (9/1/2006) 

Email  describing  MABS  2006-FRE1,  a  subprime  RMBS  security  that  contained 
Fremont  loans  and  was  issued  by  Mortgage  Asset  Securitization  Transactions  Asset- 
Backed  Securities  Trust,  as  a  "crap  bond."1282  (9/01/2006) 

•  Email  describing  MSHEL  2006-1  B3,  an  RMBS  security  issued  by  Morgan  Stanley 
as  "crap  we  shorted";  referring  to  GSAMP  2006-HE3  M9,  an  RMBS  security  issued 
by  Goldman  Sachs,  as  "this  bond  sucks  but  we  are  short  20MM";  and  noting  with 
regard  to  ACE,  which  was  created  by  and  associated  with  Deutsche  Bank,  that  "ace  is 
generally  horrible."1283  (9/21/2006) 

•  Email  responding  to  a  hedge  fund  trader  at  Mast  Capital:  "Long  Beach  is  one  of  the 
weakest  names  in  the  market."1284  (10/20/2006) 

•  Email  to  a  client  selecting  bonds  to  short:  "u  have  picked  some  crap  right  away  so  u 
have  figured  it  out."1285  (12/04/2006) 

connection  with  RMBS  offerings  sponsored  and/or  underwritten  by  Deutsche  Bank."),  PSI-DeutscheBank-31-0004- 
06. 

1279  8/23/2006  email  from  Greg  Lippmann  to  Michael  Lamont  and  Richard  D' Albert,  DBSI_PSI_EMAIL01605465. 

1280  8/30/2006  email  from  Greg  Lippmann  to  Bradley  Wickens  at  Spinnaker  Capital,  DBSI_PSI_EMAIL01634802. 

1281  9/1/2006  email  from  Greg  Lippmann  to  Bradley  Wickens  at  Spinnaker  Capital,  DBSI_PSI_EMAIL02228884. 

1282  9/1/2006  email  from  Greg  Lippmann  to  Bradley  Wickens  at  Spinnaker  Capital,  DBSI_PSI_EMAIL01645016. 

1283  9/21/20O6  email  from  Greg  Lippmann  to  Deutsche  Bank  employee,  DBSI_PSI_EMAIL01689001-02.  In  an 
October  2006  email,  a  Deutsche  Bank  employee  wrote  to  Mr.  Lippmann  and  others  that  a  number  of  RMBS  such  as 
LBMLT,  HEAT,  INABS,  AMSI/ARSI,  RAMP/RASC,  and  CWL  "would  be  impossible  to  sell  to  the  public"  due  to 
their  poor  quality.   10/2/2006  email  from  Axel  Kunde  at  Deutsche  Bank  to  Sean  Whelan  with  copy  to  Mr. 
Lippmann,  DBSI_PSI_EMAIL02255361. 

1284  10/20/2006  email  from  Greg  Lippmann  to  Craig  Carlozzi  at  Mast  Capital,  DBSI_PSI_EMAIL01774820-21. 
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Email  regarding  GSAMP  06-NC2  M8,  an  RMBS  security  that  contained  New 

Century  loar 

(12/8/2006) 


Century  loans  and  was  issued  by  Goldman  Sachs:  "[Tjhis  is  an  absolute  pig."1286 


• 


Email  describing  ABSHE  2006-HE1  M7,  a  subprime  RMBS  security  issued  by  Asset 
Backed  Securities  Corporation  Home  Equity  Loan  Trust,  as  a  "crap  deal";  and 
describing  ACE  2006  HE2  M7,  a  subprime  RMBS  securitization  issued  by  ACE 
Securities  Corp.,  as:  "[D]eal  is  a  pig!"1287  (3/1/2007) 

When  asked  about  these  emails,  Mr.  Lippmann  told  the  Subcommittee  that  he  generally 
thought  all  assets  in  CDOs  were  weak,  and  that  his  descriptions  were  often  a  form  of  posturing 
while  negotiating  prices  with  his  clients.  In  a  number  of  cases,  however,  Mr.  Lippmann  was 
assisting  his  clients  in  devising  short  strategies  or  communicating  with  Deutsche  Bank 
colleagues,  rather  than  negotiating  with  clients  over  prices.  As  will  be  seen  later  in  this  Report, 
some  of  the  RMBS  securities  he  criticized  were,  at  virtually  the  same  time,  being  included  by  his 
trading  desk  in  Gemstone  7,  which  was  later  sold  by  Deutsche  Bank's  CDO  Group. 

In  addition  to  disparaging  individual  RMBS  securities,  Mr.  Lippmann  expressed  repeated 
negative  views  about  the  CDO  market  as  a  whole.  At  times  during  2006  and  2007,  he  referred  to 
CDO  underwriting  activity  by  investment  banks  as  the  workings  of  a  "CDO  machine"  or  "ponzi 
scheme."1288  In  June  2006,  for  example,  a  year  before  CDO  credit  ratings  began  to  be 
downgraded  en  masse,  Mr.  Lippmann  sent  an  email  to  a  hedge  fund  trader  warning  about  the 
state  of  the  CDO  market:  "[Sjtuff  is  flat  b/c  [because]  the  cdo  machine  has  not  slowed  but  I  am 
fielding  2-4  new  guys  a  day  that  are  kicking  the  tires  so  we  probably  don't  go  tighter."  1289  A 
few  months  later,  in  August  2006,  Mr.  Lippmann  wrote  about  the  coming  market  crash:  "I  don't 
care  what  some  trained  seal  bull  market  research  person  says  this  stuff  has  a  real  chance  of 
massively  blowing  up."1290 

When  asked  about  his  comments,  Mr.  Lippmann  told  the  Subcommittee  that  the  CDO 
market  was  not  really  a  ponzi  scheme,  because  people  did  receive  an  investment  return,  and 
asserted  that  he  had  used  the  term  because  he  was  "grasping  at  things"  to  prove  he  was  right  in 
his  short  position.1291  Mr.  Lippmann  also  told  the  Subcommittee  that  that  while  he  knew  that  the 
major  credit  rating  agencies  had  given  AAA  ratings  to  an  unusually  large  number  of  RMBS  and 
CDO  securities  and  most  people  believed  in  the  ratings,  he  did  not.  He  also  told  the 

1285 12/4/2006  email  from  Greg  Lippmann  to  Mark  Lee  at  Contrarian  Capital,  DBSI_PSI_EMAIL01866336.  The 
acronyms  in  the  email  refer  to  the  following  lenders:  Bear  Stearns  Asset  Backed  Securities  ("bsabs"),  Option  One 
Mortgage  Loan  Trust  ("omit"),  and  Ameriquest  Mortgage  Securities,  Inc.  ("amsi"). 

1286  12/8/2006  email  from  Greg  Lippmann  to  Peter  Faulkner  at  PSAM  LLC,  DBSI_PSI_EMAIL01882188. 

1287  3/1/2007  email  from  Greg  Lippmann  to  Joris  Hoedemaekers  at  Oasis  Capital  UK,  DBSI_PSI_EMAIL02033845. 

1288  In  the  1920s,  Charles  Ponzi  defrauded  thousands  of  investors  in  a  speculation  scheme  that  "involves  the  payment 
of  purported  returns  to  existing  investors  from  funds  contributed  by  new  investors."  "Ponzi  Schemes  -  Frequently 
Asked  Questions,"  SEC,  http://www.sec.gov/answers/ponzi.htm. 

1289  6/8/2006  email  from  Greg  Lippmann  to  Bradley  Wickens  at  Spinnaker  Capital,  DBSI_PSI_EMAIL01282551. 

1290  8/29/2006  email  from  Greg  Lippmann  to  Bradley  Wickens  at  Spinnaker  Capital,  DBSI_PSI_EMAIL01628496. 

1291  Subcommittee  interview  of  Greg  Lippmann  (10/18/2010). 
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Subcommittee  that  he  "told  his  views  to  anyone  who  would  listen"  but  most  CDO  investors 
disagreed  with  him. 


1292 


In  March  2007,  Mr.  Lippmann  again  expressed  his  view  that  mortgage  related  assets 
were  "blowing  up": 

"I  remain  firm  in  my  belief  that  these  are  blowing  up  whether  people  like  it  or  not  and 
that  hpa  [housing  price  appreciation]  is  far  less  relevant  than  these  bulls  think.  Can't 
blame  them  because  if  this  blows  up  lots  of  people  lose  their  jobs  so  they  must  deny  in 
hope  that  that  will  help  prevent  the  collapse.  At  this  price  I'm  nearly  just  as  short  as  I've 
ever  been."1293 

(b)  Building  and  Cashing  in  the  $5  Billion  Short 

Mr.  Lippmann  did  not  just  express  negative  views  of  RMBS  and  CDO  securities  to  his 
colleagues  and  clients,  he  also  acquired  a  significant  short  position  on  those  assets  on  behalf  of 
Deutsche  Bank.  Despite  the  views  of  virtually  all  other  senior  executives  at  the  bank  that  RMBS 
and  CDO  securities  would  gain  in  value  over  time,  Mr.  Lippmann  convinced  the  bank  to  allow 
him  to  initiate  and  build  a  substantial  proprietary  short  position  that  would  pay  off  only  if 
mortgage  related  securities  lost  value. 

Initiating  the  Short  Position.  In  2005,  Deutsche  Bank  was  heavily  invested  in  the  U.S. 
mortgage  market  and,  by  2007,  had  accumulated  a  long  position  in  mortgage  related  assets  that, 
according  to  Deutsche  Bank,  had  a  notional  or  face  value  of  $128  billion  and  a  market  value  of 
more  than  $25  billion.1294  These  positions  had  been  accumulated  and  were  held  primarily  by  the 
Deutsche  Bank  mortgage  department,  the  ABS  Trading  Desk,  and  a  Deutsche  Bank  affiliated 
hedge  fund,  Winchester  Capital,  which  was  based  in  London.1295 

Mr.  Lippmann  told  the  Subcommittee  that,  despite  the  bank's  positive  view  of  the 
mortgage  market,  in  the  fall  of  2005,  he  requested  permission  to  establish  a  proprietary  trading 


1292  Subcommittee  interview  of  Greg  Lippmann  (10/18/2010). 

1293  3/4/2007  email  from  Greg  Lippmann  to  Harvey  Allon  at  Braddock  Financial,  DBSI_PSI_EMAIL02041351-53. 
On  June  23,  2007,  Mr.  Lippmann  wrote  to  a  Deutsche  Bank  colleague,  "Yup  this  is  the  beginning  of  phase  2  (the 
bulls  still  can't  see  it),  sales  by  the  longs  and  how  do  you  think  the  foreign  banks  will  feel  when  they  see  that  the 
true  mark  for  what  they  have  is  . . .  this  could  be  the  end  of  the  cdo  biz."  6/23/2007  email  from  Greg  Lippmann  to 
Michael  George,  DBSI_PSI_EMAIL02584591. 

1294  According  to  Deutsche  Bank,  as  of  March  31,  2007,  it  held  a  total  long  position  in  mortgage  related  securities 
whose  notional  or  face  value  totaled  $127.8  billion,  including  $4.3  billion  at  "ABS  Correlation  London";  $5  billion 
at  "CDO  Primary  Issue/New  York";  $102  billion  at  "RMBS/New  York";  $7.6  billion  at  "SPG-Asset  Finance/New 
York";  and  $8.9  billion  at  "Winchester  Capital/London."  3/2/2011  letter  from  Deutsche  Bank's  counsel  to  the 
Subcommittee,  PSI-DeutscheBank-31-0004-06.  The  market  value  of  those  positions  was  substantially  lower.  For 
example,  according  to  Deutsche  Bank,  the  $102  billion  long  investment  held  by  its  RMBS/New  York  office  had  a 
market  value  of  about  $24  billion.  3/21/2011  letter  from  Deutsche  Bank's  counsel  to  the  Subcommittee,  PSI- 
Deutsche_Bank-32-0001-04. 

1295  Id. 
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position  that  would  short  RMBS  securities.1296  He  explained  that  he  made  this  request  after 
reviewing  data  he  received  from  a  Deutsche  Bank  quantitative  analyst,  Eugene  Xu.  He  said  that 
this  data  showed  that,  in  regions  of  the  United  States  where  housing  prices  had  increased  by 
13%,  the  default  rates  for  subprime  mortgages  had  increased  to  7%.1297  At  the  same  time,  he 
said,  in  other  regions  where  housing  prices  had  increased  only  4%,  the  subprime  mortgage 
default  rates  had  quadrupled  to  28%. 1298  Mr.  Lippmann  explained  that  he  had  concluded  that 
even  a  moderate  slow  down  in  rising  housing  prices  would  result  in  significant  subprime 
mortgage  defaults,  that  there  was  considerable  correlation  among  these  subprime  mortgages,  and 
that  the  defaults  would  affect  BBB  rated  RMBS  securities.  Mr.  Lippmann  stressed  that  his 
negative  view  of  RMBS  securities  was  based  primarily  on  his  view  that  moderating  home  prices 
would  cause  subprime  mortgage  defaults  and  was  not  dependent  upon  the  quality  of  the 
subprime  loans.1299 

In  the  fall  of  2005,  Mr.  Lippmann  said  that  he  approached  his  supervisor  Richard 
D'Albert,  Global  Head  of  the  Structured  Products  Group,  for  permission  to  enter  into  CDS 
agreements  to  short  RMBS  securities  totaling  $1  billion.1300  He  said  that  he  explained  at  the  time 
that  a  cost  benefit  analysis  favored  a  short  RMBS  position,  because  the  bank  would  pay  a 
relatively  small  amount  of  CDS  premiums  per  year  in  exchange  for  a  potentially  huge  payout. 
Mr.  Lippmann  said  that  he  estimated  at  the  time  that,  when  the  costs  were  compared  to  the 
potential  payout  if  the  BBB  securities  defaulted,  the  proposed  short  position  offered  a  potential 
payout  ratio  of  8  to  1. 

Mr.  Lippmann  also  developed  a  presentation  supporting  his  position  entitled,  "Shorting 
Home  Equity  Mezzanine  Tranches."  It  made  the  following  points: 


• 


"Over  50%  of  outstanding  subprime  mortgages  are  located  in  MSAs  [metropolitan 
statistical  areas]  with  double  digit  5  year  average  of  annual  home  price  growth  rates. 

•     There  is  a  strong  negative  correlation  between  home  price  appreciation  and  loss 
severity. 


• 


Default  of  subprime  mortgages  are  also  strongly  negatively  correlated  with  home 
price  growth  rates. 


1296 


Subcommittee  interview  of  Greg  Lippmann  (10/18/2010).  When  asked  if  the  position  was  a  proprietary 
investment  by  the  bank,  Mr.  Lippmann  told  the  Subcommittee  that  it  was.  Id.  Deutsche  Bank  acknowledges  in  a 
20-F  filing  with  the  U.S.  Securities  and  Exchange  Commission  that  it  conducts  proprietary  trading,  in  addition  to 
trading  activity  that  facilitates  customer  business.  Deutsche  Bank  stated  that  it  trades  for  its  own  account  (i.e.,  uses 
its  capital)  to  exploit  market  opportunities.  See  Deutsche  Bank  Aktiengesellschaft's  Form  20-F  filed  with  the 
Securities  and  Exchange  Commission  on  March  26,  2008,  at  24. 
1297  Subcommittee  interview  of  Greg  Lippmann  (10/18/2010). 


1299  Id. 

1300  Id. 


Subcommittee  interview  of  Greg  Lippmann  (10/18/2010). 
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Nearly  $440  billion  subprime  mortgages  will  experience  payment  shocks  in  the  next  3 
years. 

Products  that  may  be  riskier  than  traditional  home  equity/subprime  mortgages  have 
become  popular." 


1301 


Mr.  Lippmann  told  the  Subcommittee  that  Mr.  D'Albert  approved  his  taking  the  short 
position  in  or  around  November  2005,  but  said  the  trade  was  so  big  and  controversial  that  Mr. 
Lippmann  also  had  to  get  the  approval  of  Rajeev  Misra,  Global  Head  of  Credit  Trading, 
Securitization  and  Commodities,  who  was  based  in  London.1302  Mr.  Lippmann  said  that,  in  or 
around  November  2005,  Mr.  Misra  reluctantly  gave  his  approval  for  the  short  position,  even 
though  Mr.  Misra  believed  mortgage  related  securities  would  continue  to  increase  in  value  over 
time. 

Building  the  Short  Position.  Mr.  Lippmann  told  the  Subcommittee  that  he  used  some 
existing  short  positions  that  had  been  undertaken  as  hedges  to  begin  building  his  position.1303  He 
said  that,  throughout  2006,  he  gradually  accumulated  a  larger  short  position,  which  eventually 
reached  $2  billion.  According  to  Mr.  Lippmann,  Deutsche  Bank  senior  management  reluctantly 
went  along.1304  He  told  the  Subcommittee  that,  at  one  point  in  2006,  Boaz  Weinstein,  who 
reported  to  Mr.  Misra,  told  him  that  the  carrying  costs  of  his  position,  which  required  the  bank  to 
pay  insurance-like  premiums  to  support  the  $2  billion  short  position,  had  become  so  large  that  he 
had  to  find  a  way  to  pay  for  them.  According  to  Mr.  Lippmann,  the  bank's  senior  management 
asked  him  to  persuade  them  that  he  was  right  by  demonstrating  that  others  were  willing  to 
"short"  the  market  as  well.  Mr.  Lippmann  told  the  Subcommittee  he  was  then  motivated  to 
convince  his  clients  that  they  ought  to  short  the  mortgage  market,  arrange  the  shorts  for  them, 
and  make  enough  in  fees  from  those  transactions  to  pay  for  the  costs  of  his  multi-billion-dollar 
short.1305 

Mr.  Lippmann  told  the  Subcommittee  that  he  spent  much  of  2006  pitching  his  clients  to 
short  the  mortgage  market.  He  said  that  he  often  made  presentations  to  prospective  clients 
sharing  with  them  his  "strategy  on  how  to  cash  in  on  a  slowing  housing  market."1306  He  said 
that,  in  early  2006,  he  expended  approximately  200  hours  trying  to  convince  AIG  to  short  single 
name  RMBS,  but  was  unsuccessful.  He  told  the  Subcommittee  that  he  also  believed  that  his 
presentations  helped  convince  AIG  to  stop  buying  RMBS  and  CDO  securities  and  stop  selling 
CDS  protection  for  those  deals.  In  an  August  2006  email,  Mr.  Lippmann  wrote:  "In  05  for  a 
time,  we  sold  EVERY  single  one  to  AIG.  They  stepped  out  of  the  market  in  March  of  06  after 
speaking  with  me  and  our  research  people  (and  I  don't  doubt  other  dealers)."1307  Mr.  Lippmann 


1301  g/2005  "Shorting  Home  Equity  Mezzanine  Tranches,  A  Strategy  to  Cash  in  on  a  Slowing  Housing  Market," 
DBSI_PSI_EMAIL00502892-29. 

1302  Subcommittee  interview  of  Greg  Lippmann  (10/18/2010). 

1303  Id. 

1304  Id. 

1305  Id. 

1306  w 

1307  8/26/2006  email  from  Greg  Lippmann  to  Richard  Axilrod  at  Moore  Capital,  DBSI_PSI_EMAIL01618236. 
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told  the  Subcommittee  that  Mr.  Lamont,  who  co-led  Deutsche  Bank's  CDO  Group,  was  not 
pleased  that  Mr.  Lippmann  had  convinced  AIG,  a  very  large  purchaser  of  long  interest  in  RMBS 
and  CDO  securities,  to  stop  buying  them. 

The  documents  indicate  that  Mr.  Lippmann  and  his  trading  team  were  aware  at  the  time 
that  the  CDO  Trading  Desk  was  expected  to  promote  rather  than  discourage  client  interest  in 
purchasing  Deutsche  Bank's  CDO  securities.  One  of  Mr.  Lippmann's  top  traders,  Rocky  Kurita, 
put  it  this  way  in  mid-2005:  "[W]e  have  to  make  money.  Customer  happiness  is  a  secondary 
goal  but  we  cannot  lose  sight  of  the  trading  desk[']s  other  role  of  supporting  new  issue  and  the 
customer  franchise."1308  In  a  2007  email  to  a  client,  Mr.  Lippmann  wrote:  "[Pjlease  please  do 
not  forward  these  emails  outside  of  your  firm.  ...  I  do  not  want  to  be  blamed  by  the  new  issue 
people  for  destroying  their  business."1309 

Although  Mr.  Lippmann  was  unsuccessful  in  convincing  AIG  to  short  RMBS  and  CDO 
securities,  he  did  convince  some  of  his  other  clients,  usually  hedge  funds,  to  undertake  such 
shorts,  primarily  by  purchasing  single  name  CDS  contracts  referencing  specific  RMBS 
securities.  Those  trades  generated  substantial  sums  for  the  ABS  Correlation  Trading  Desk  which 
acted  as  a  market  maker  in  the  CDS  market  for  those  clients.  Mr.  Lippmann  told  the 
Subcommittee  that  the  shorts  executed  by  his  clients  ultimately  generated  about  $200  million  in 
revenues  for  his  desk  in  2006. 1310 

Defending  the  Short.  According  to  Mr.  Lippmann,  in  December  2006,  he  met  in 
London  with  a  senior  bank  official,  Anshu  Jain,  Head  of  Global  Markets  at  Deutsche  Bank,  and 
suggested  that  Deutsche  Bank's  long  positions  in  mortgage  related  securities  created  too  much 
exposure  for  the  bank  and  should  be  reduced.1311  Mr.  Lippmann  recommended  that  the  bank 
hedge  its  risk  using  his  short  strategy.  His  suggestion  was  not  acted  upon,  but  as  the  market 
grew  more  volatile  in  late  2006  and  early  2007,  Mr.  Lippmann's  short  position  began  to  gain  in 
value  and  caught  the  attention  of  senior  management  at  the  bank. 

Mr.  Lippmann  told  the  Subcommittee  that,  in  January  2007,  he  met  with  Mr.  Jain,  Mr. 
Misra,  and  Mr.  D'Albert  at  a  hotel  in  Lisbon,  where  all  three  again  challenged  him  to  defend  his 
short  position  by  noting  that  it  had  required  him  to  pay  out  $20  million  in  CDS  premiums  during 
2006. 1312  Mr.  Lippmann  told  the  Subcommittee  that  he  countered  by  pointing  out,  while  he  had 
paid  out  $20  million,  his  desk  made  $200  million  from  trading  in  RMBS  and  CDO  shorts  for  his 
clients.  He  said  that  the  three  concluded  he  could  keep  his  short  position.1313  According  to  Mr. 
Lippmann,  in  February  2007,  Mr.  Jain  met  with  him  again  to  discuss  whether  or  not  to  keep  his 
short  position,  because  it  had  gained  in  value  and  Deutsche  Bank  could  cash  in  the  position  and 


1308  5/12/2005  email  from  Rocky  Kurita  to  Greg  Lippmann,  DBSI_PSI_EMAIL00054826. 

1309  2/1/2007  email  from  Greg  Lippmann  to  Wyck  Brown  at  Braddock  Financial,  DBSI_PSI_EMAIL01969867. 

1310  Subcommittee  interview  of  Greg  Lippmann  (10/18/2010). 

1311  Subcommittee  interview  of  Greg  Lippmann  (10/18/2010). 

1312  Subcommittee  interview  of  Greg  Lippmann  (10/18/2010). 

1313  Subcommittee  interview  of  Greg  Lippmann  (10/18/2010). 
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take  the  profits  at  that  time.  Mr.  Lippmann  said  that  the  result  of  the  meeting  was  that,  once 
again,  his  position  was  left  in  place. 

While  defending  his  position  within  the  bank,  Mr.  Lippmann  continued  to  speak  with  his 
outside  clients  about  his  negative  views  of  the  market,  continued  to  make  presentations  to 
potential  clients  about  shorting  the  market,1314  and  continued  to  execute  shorts  for  them,  while 
building  his  desk's  proprietary  short  position. 

According  to  Mr.  Lippmann,  in  late  February  or  early  March  2007,  as  the  ABX  Index 
showed  subprime  RMBS  securities  losing  value  and  subprime  mortgages  continued  incurring 
delinquencies  at  record  rates,  an  ad  hoc  meeting  of  Deutsche  Bank's  executive  committee  took 
place  in  London  to  discuss  the  bank's  risk  exposure  in  mortgage  related  securities.  According  to 
Mr.  Lippmann,  he  happened  to  be  in  London  at  the  time  and  was  invited  to  attend.  He  estimated 
that  ten  to  twelve  persons  were  at  the  meeting  in  person,  and  another  two  to  four  persons 
participated  by  telephone.  He  said  that,  at  the  meeting,  Deutsche  Bank  executives  discussed 
whether  the  recent  market  volatility  reflected  short  term  or  longer  term  trends  and  whether  the 
bank  should  make  any  changes  in  its  holdings.1315  At  that  time,  Mr.  Lippmann  held  the  only 
large  short  position  on  behalf  of  the  bank,  then  about  $4  to  5  billion  in  size.1316  In  contrast,  the 
Deutsche  Bank  mortgage  group  held  $102  billion  in  long  RMBS  and  CDO  securities,  and 
Winchester  Capital,  Deutsche  Bank's  hedge  fund  affiliate,  held  a  net  long  position  of  $8.9 
billion.1317  Mr.  Lippmann  told  the  Subcommittee  that  he  was  the  only  person  at  the  meeting  who 
argued  for  the  bank  to  increase  its  short  position.1318 

At  the  time  of  the  London  meeting,  Mr.  Lippmann's  position  was  showing  a  significant 
profit.  Mr.  Misra  brought  up  the  alternative  of  cashing  in  his  position  while  RMBS  prices  were 
down,  because  he  thought  prices  were  in  a  short  term  dip  and  the  profits  might  disappear  later 
on.  Mr.  Lippmann  contended  that  the  bank  should  not  only  keep  his  short  position,  but  increase 
it,  but  more  senior  voices  disagreed  with  him.  He  told  the  Subcommittee  that  the  decision  at  the 
end  of  the  meeting  was  for  all  parties  to  keep  their  positions  unchanged,  including  Mr. 
Lippmann.1319 

Cashing  In  the  Short.  In  July  2007,  the  major  credit  rating  agencies  began  issuing 
downgrades  of  RMBS  and  CDO  securities,  in  particular  those  that  incorporated  or  referenced 
subprime  mortgages.  The  value  of  those  securities  began  to  plummet.  By  the  end  of  the  summer 
of  2007,  Deutsche  Bank  initiated  efforts  to  sell  off  the  long  positions  held  by  Winchester  Capital 
and  other  Deutsche  Bank  entities,  reflecting  a  shift  in  the  bank's  strategy,  but  its  sales  force  had 


1314  See,  e.g.,  2/2007  presentation,  "Shorting  Home  Equity  Mezzanine  Tranches,"  prepared  by  Mr.  Lippmann, 
DBSI_PSI_EMAIL01988773-845. 

1315  , 


1316 


Subcommittee  interview  of  Greg  Lippmann  (10/18/2010). 

2/23/2007  email  from  Greg  Lippmann  to  Anshu  Jain,  DBSI_PSI_EMAIL02383117-18. 


117  3/2/2011  letter  from  Deutsche  Bank's  counsel  to  the  Subcommittee,  PSI-DeutscheBank-31-0004-06. 


1318 


1319  Id. 


Subcommittee  interview  of  Greg  Lippmann  (10/18/2010). 
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difficulty  due  to  the  lack  of  customers  willing  to  buy  long.1320    During  2007  and  2008,  at  the 
direction  of  senior  management,  Mr.  Lippmann  gradually  cashed  in  his  short  position,  obtaining 
a  total  return  of  about  $1.5  billion,  which  Mr.  Lippmann  told  the  Subcommittee  he  believes  was 
the  largest  profit  obtained  from  a  single  position  in  Deutsche  Bank  history.1321 

Despite  the  gain  from  Mr.  Lippmann's  short  position,  Deutsche  Bank  told  the 
Subcommittee  that,  overall  in  2007,  it  had  a  long  position  in  mortgage  related  holdings,  with  a 
face  value  of  about  $128  billion  and  a  market  value  of  more  than  $25  billion.  Deutsche  Bank 
told  the  Subcommittee  that,  despite  the  size  of  these  holdings  and  their  declining  value,  it  lost 
only  about  $4.5  billion  on  those  mortgage  related  holdings  for  the  year.1322  Deutsche  Bank  also 
filed  a  2007  annual  report  with  the  SEC  claiming  a  2007  profit  of  €7.2  billion.1323  When  asked 
why  its  large  long  position  in  mortgage  holdings  did  not  lose  more  value,  Deutsche  Bank  told  the 
Subcommittee  that  it  had  placed  large  hedges,  using  U.S.  Treasury  bonds,  which  reduced  its 
losses.1324 

(4)  The  "CDO  Machine" 

From  2006  to  2007,  Mr.  Lippmann  repeatedly  cautioned  his  colleagues  and  clients  that 
the  mortgage  market  was  headed  for  a  downfall,  convinced  a  number  of  his  clients  to  short 
RMBS  and  CDO  securities,  and  built  his  $5  billion  short  position  on  behalf  of  Deutsche  Bank. 
Meanwhile,  the  "CDO  machine,"  as  he  described  it,  continued  issuing  new  CDO  securities 
through  the  end  of  2007.  The  reasons  for  this  continuing  CDO  activity,  despite  a  deteriorating 
mortgage  market  and  waning  investor  interest,  are  key  to  understanding  how  these  complex,  high 
risk,  structured  finance  products  ended  up  in  multiple  financial  portfolios  throughout  the  U.S. 
financial  system. 

Mr.  Lippmann  was  frequently  asked  why,  given  his  negative  views,  the  CDO  market  was 
continuing  to  operate.  He  pointed  to  investment  bank  fees,  prestige,  and  pressure  to  preserve  the 
CDO  jobs  involved.  In  August  2006,  for  example,  Mr.  Lippmann  wrote: 


1320  Subcommittee  interview  of  Jordan  Milman  (10/22/2010).  Mr.  Milman,  one  of  Mr.  Lippmann's  top  traders, 
stated  that  the  market  first  weakened  in  February  2007,  stabilized  until  June  or  July  2007,  and  then  it  was  a  "one 
way  train"  down  from  then  through  2008.  Id. 

1321  Subcommittee  interview  of  Greg  Lippmann  (10/18/2010).  See  Net  Revenues  from  ABS  Products  Backed  by 
U.S.  Residential  Mortgages,  DB_PSI_C00000003. 

1322  According  to  a  chart  prepared  by  Deutsche  Bank  for  the  Subcommittee,  in  2007  and  2008,  its  RMBS  holdings 
lost  about  $3.4  billion;  the  CDO  Group  lost  about  $1.0  billion;  Winchester  Capital  lost  about  $1.1  billion;  and  two 
other  trading  desks  lost  nearly  $650  million.  These  losses  were  offset  by  the  $1.5  billion  gain  from  the  bank's  short 
position,  for  total  mortgage  related  losses  of  about  $4.5  billion.  Net  Revenues  from  ABS  Products  Backed  by  U.S. 
Residential  Mortgages,  DB_PSI_C00000003. 

1323  Deutsche  Bank  stated  in  its  annual  report  filed  with  the  SEC  that  it  ended  2007  in  the  black,  due  to  gains  in  other 
areas  of  the  bank,  including  its  Corporate  and  Investment  Bank  which  reported  a  pre-tax  profit  of  €5.1  billion  and  its 
Private  Clients  and  Asset  Management  division  which  reported  a  pre-tax  profit  of  €2.1  billion.  See  Deutsche  Bank's 
2007  annual  report  filed  with  the  SEC,  in  particular  the  Executive  Summary  of  Deutsche  Bank's  Annual  Report  and 
the  letter  from  the  Chairman  of  the  Board. 

1324  Subcommittee  interview  with  Deutsche  Bank's  counsel  (3/7/2011).  See  also  3/21/2011  letter  and  accompanying 
chart  from  Deutsche  Bank's  counsel  to  the  Subcommittee,  PSI-Deutsche_Bank-32-0001-04. 
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"Why  have  we  done  this?  It  is  not  without  reluctance  and  we  are  looking  for  ways  to  get 
out  of  this  risk,  but  for  now  the  view  has  been,  we  like  the  fees  and  the  league  table  credit 
(and  dammit  we  have  a  budget  to  make)."1325 

In  January  2007,  after  a  trader  asked  Mr.  Lippmann  why  the  CDO  market  hadn't  imploded,  Mr. 
Lippmann  responded:  "league  table,  fees,  never  has  one  blown  up  yet."1326  The  reference  to 
"league  table  credit"  indicates  that  investment  banks  considered  it  prestigious  to  be  listed  as  the 
leading  producer  of  a  complex  structured  finance  product  like  CDOs,  and  used  their  standing  in 
the  tables  that  tracked  total  origination  numbers  as  a  way  of  burnishing  their  reputations, 
attracting  top  talent,  and  generating  new  business.  An  October  2006  "Progress  Report"  on  its 
CDO  business,  for  example,  which  was  prepared  internally  by  the  bank,  included  a  slide  entitled, 
"CDO  Primary  Revenue  Forecast  and  League  Tables,"  in  which  a  chart  ranked  Deutsche  Bank 
third  in  CDO  issuance,  behind  Merrill  Lynch  and  Citigroup.1327  The  slide  indicated  that 
Deutsche  Bank  had  completed  38  CDOs  to  date,  had  a  7%  share  of  the  CDO  market,  and 
"expected  to  close  50  deals  by  year  end,"  with  the  "pipeline  for  Ql  and  Q2  2007  building."  The 
final  page  of  the  presentation,  providing  a  chart  listing  the  top  20  Deutsche  Bank  CDO 
salespersons  by  region,  together  with  their  individual  sales  credits,  identifies  some  of  the  bank 
personnel  invested  in  the  continuation  of  the  CDO  business. 

On  the  issue  of  fees,  the  head  of  Deutsche  Bank's  CDO  Group  Michael  Lamont  told  the 
Subcommittee  that  he  estimated  the  bank  received  40-200  basis  points  for  each  CDO  created, 
depending  upon  the  complexity  of  the  CDO. 1328  He  indicated  those  fees  translated  into  about  $5 
to  $10  million  per  CDO.1329  When  asked  what  he  meant  by  saying  "we  have  a  budget  to  make," 
Mr.  Lippmann  explained  that  new  CDO  deals  had  to  be  completed  continuously  to  produce  the 
revenues  needed  to  support  the  budgets  of  the  CDO  desks  and  departments  involved  with  their 
creation. 


1325  8/26/2006  email  from  Greg  Lippmann  to  Richard  Axilrod  at  Moore  Capital,  DBSI_PSI_EMAIL01618236-42. 
On  August  1,  2006,  Mr.  Lippmann  wrote  to  Mr.  Milman,  "who  has  all  this  crap  and  let  me  know  which  ones  to  look 
at  looks  like  a  lot  of  crappy  deals."  8/1/2006  email  from  Greg  Lippmann  to  Jordan  Milman, 
DBSI_PSI_EMAIL01510643.  Mr.  Lippmann's  negative  views  were  shared  by  his  traders.  In  an  email  originally 
sent  by  one  of  the  traders  on  his  desk,  Rocky  Kurita,  the  CDO  business  is  set  to  a  song,  "CDO  Oh  Baby,"  by  Vanilla 
Ice  with  the  following  lyrics:  "Yo  vip  let's  kick  it!  CDO  oh  baby,  CDO  oh  baby.  All  right,  stop,  collaborate  and 
listen.  Spreads  are  wide  with  a  technical  invasion.  Home  Eq  Subs  were  trading  so  tightly.  Until  Hedge  Funds  Bot 
Protection  daily  and  nightly.  Will  they  stop?  Yo  I  don't  know.  Turn  up  the  Arb  and  let's  go.  To  the  extreme  Macro 
Funds  do  damage  like  a  vandal.  Now,  BBs  are  trading  with  a  new  handle.  Print,  even  if  the  housing  bubble  looms. 
There  are  never  ends  to  real  estate  booms.  If  there  is  a  problem,  yo,  we'll  solve  it.  Check  out  the  spreads  while  my 
structurer  revolves  it.  CDO  oh  baby,  CDO  oh  baby."  11/8/2005  email  from  Jordan  Milman  to  Greg  Lippmann, 
DBSI_PSI_EMAIL00686597-601  (forwarding  an  11/8/2005  email  from  Rocky  Kurita  at  Deutsche  Bank). 

1326  1/5/2007  email  from  Greg  Lippmann  to  Chris  Madison  at  Mast  Capital,  DBSI_PSI_EMAIL02333467-68. 
1327 10/2006,  "CDO  Primary  Update  Progress  Report,"  DBSI_PSI_EMAIL03970167-72,  at  68. 

1328  Subcommittee  interview  of  Michael  Lamont  (9/29/2010). 

1329  Id. 

1330  Subcommittee  interview  of  Greg  Lippmann  (10/18/2010). 
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A  similar  view  as  to  why  the  CDO  business  continued  to  operate  despite  increasing 
market  risk  was  expressed  by  a  former  executive  at  the  hedge  fund  Paulson  &  Co.  in  a  January 
2007  email  exchange  with  another  investor.  The  Paulson  executive  wrote: 

"It  is  true  that  the  market  is  not  pricing  the  subprime  RMBS  wipeout  scenario.  In  my 
opinion  this  situation  is  due  to  the  fact  that  rating  agencies,  CDO  managers  and 
underwriters  have  all  the  incentives  to  keep  the  game  going,  while  'real  money'  investors 
have  neither  the  analytic  tools  nor  the  institutional  framework  to  take  action  before  the 
losses  that  one  could  anticipate  based  [on]  the  'news'  available  everywhere  are  actually 
realized."1331 

At  the  end  of  September  2006,  the  head  of  Deutsche  Bank's  sales  force,  Sean  Whelan, 
wrote  to  Mr.  Lippmann  expressing  concern  that  some  CDO  tranches  were  getting  increasingly 
difficult  to  sell:  "[T]he  equity  and  the  AAA  were  the  parts  we  found  difficult  to  place."1332  Mr. 
Lippmann  told  the  Subcommittee  that  once  firms  could  not  sell  an  entire  CDO  to  investors,  it 
was  a  warning  that  the  market  was  waning,  and  the  investment  banks  should  have  stopped 
structuring  new  ones.1333  Instead  of  getting  out  of  the  CDO  business,  however,  he  said,  a  new 
source  of  CDO  demand  was  found  -  when  new  CDOs  started  buying  old  CDO  securities  to 
include  in  their  assets.  One  media  report  explained  how  this  worked: 

"As  the  housing  boom  began  to  slow  in  mid-2006,  investors  became  skittish  about  the 
riskier  parts  of  those  investments.  So  the  banks  created  -  and  ultimately  provided  most 
of  the  money  for  -  new  CDOs.  Those  new  CDOs  bought  the  hard-to-sell  pieces  of  the 
original  CDOs.  The  result  was  a  daisy  chain  that  solved  one  problem  but  created  another: 
Each  new  CDO  had  its  own  risky  pieces.  Banks  created  yet  other  CDOs  to  buy 
those."1334 

Research  conducted  by  Thetica  Systems,  at  the  request  of  ProPublica,  found  that  in  the 
last  years  before  the  financial  crisis,  CDOs  had  become  the  dominant  purchaser  of  high  risk 
CDO  securities,  largely  replacing  real  money  investors  like  pension  funds,  insurance  companies, 
and  hedge  funds.  The  CDO  market  analysis  found  that,  by  2007,  67%  of  the  high  risk  mezzanine 
CDO  securities  had  been  purchased  by  other  CDOs,  up  from  36%  in  2004. 1335 


1331 1/14/2007  email  from  Paolo  Pellegrini  at  Paulson  to  Ananth  Krishnamurthy  at  3a  Investors,  PAULSON 
ABACUS  0234459. 

1332  9/27/2006  email  from  Sean  Whelan  to  Greg  Lippmann,  DBSI_PSI_EMAIL02255361-63. 

1333  Subcommittee  interview  of  Greg  Lippmann  (10/18/2010).  Mr.  Lippmann  told  the  Subcommittee  that  he  thought 
Mr.  Lamont's  CDO  Group  at  Deutsche  Bank  had  too  many  CDOs  in  the  pipeline  in  the  spring  of  2007,  when  it 
could  not  sell  all  of  its  CDO  securities.  He  reported  that  he  told  Mr.  Lamont  that  defaults  would  increase. 

1334  "Banks'  Self-Dealing  Super  Charged  Financial  Crisis,"  ProPublica.  (8/26/2010), 
http://www.propublica.org/article/banks-self-dealing-super-charged-financial-crisis. 

1335  jj    propUD]|ca  even  found  that,  from  2006  to  2007,  nearly  half  of  all  the  CDOs  sponsored  by  Merrill  Lynch 
bought  significant  portions  of  other  Merrill  CDOs. 
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Mr.  Lippmann  told  the  Subcommittee  that  he  considered  it  a  "shady"  practice  when,  in 
2006,  difficult-to-sell  BBB  CDO  tranches  began  to  be  placed  in  new  CDOs.1336  In  a  June  2007 
email  to  Mr.  Lippmann,  Richard  Kim,  a  Deutsche  Bank  Managing  Director,  described  placing 
unsold  CDO  tranches  into  a  new  CDO  to  be  sold  to  investors  as  a  "CD02  balance  sheet 
dump."1337 

In  addition  to  placing  unsold  CDO  securities  in  newly  issued  CDOs,  investment  banks 
turned  increasingly  to  non-U.S.  investors  to  keep  the  CDO  machine  going.  In  August  2006,  Mr. 
Lippmann  noted  that  European  and  Asian  banks  were  being  targeted  to  buy  CDOs: 

"Hear  what  you  are  saying  and  in  a  normal  market  your  logic  would  be  inarguable,  but 
the  demand  for  this  crap  is  virtually  entirely  technically  driven,  all  cdos.  And  each 
person  at  the  cdo  table  thinks  someone  else  is  the  fool-  cdo  equity,  ostensibly  only  two 
buyers  one  mutual  fund  in  Australia,  and  one  hedge  fund  in  Chicago,  who  is  actually 
putting  on  a  bearish  correlation  trade:  bbb  sold  mostly  ponzi-like  to  other  cdos  with 
limited  distribution  in  Europe.  AA  and  Junior  AAA  sold  mostly  to  high  grade  cdos  and 
to  a  certain  extent  European  and  Asian  banks  and  lastly  the  senior  AAA,  this  may 
ultimately  break  the  cdo  market."1338 

In  a  December  2006  email,  Mr.  Lippmann  wrote  to  a  client:  "[W]ho  owns  the  cdos... insurance 
company  and  german  and  asian  banks. .  .and  high  grade  cdos  (can  you  say  ponzi  scheme)[?]" 
In  early  2007,  he  wrote: 

"[T]he  other  side  is  all  cdos.. so  it  is  the  cdo  investors  who  r  on  the  other  side  who  buys  cdos: 
aaa-reinsurance,  ws  [Wall  Street]  conduits,  European  and  Asian  banks,  aa-high  grade  cdos, 
European  and  Asian  banks  and  insurers.. some  US  insurers,  bbb  other  mezz  [mezzanine]  abs 
[asset-backed  security]  cdos  (i.e.  ponzi  scheme),  European  banks  and  insurers,  equity  some  US 
hedge  funds,  Asian  insurance  companies,  Australian  and  Japanese  retail  investors  through 
mutual  funds."  1340 

In  February  2007,  when  an  investor  wrote  to  Mr.  Lippmann  inquiring  about  the  status  of 
the  "CDO  machine,"  Mr.  Lippmann  responded:  "[G]etting  slower  but  not  dead  yet[.]  . . .  2-5 
ramping  a  day  instead  of  10-15[.]   . . .   [H]earing  of  many  investors  in  asia  especially  shutting 
down  . . .  but  the  window  is  not  completely  shut  yet."1341  Deutsche  Bank  emails  demonstrate 
that,  in  2007,  like  other  investment  banks,  it  was  actively  trying  to  sell  CDOs  in  Asia.1342 


1339 


1336  Subcommittee  interview  of  Greg  Lippmann  (10/18/2010). 

1337  6/14/2007  email  from  Richard  Kim  at  Deutsche  Bank  to  Greg  Lippmann,  DBSI_PSI_EMAIL02202920. 

1338  8/26/2006  email  from  Greg  Lippmann  to  Richard  Axilrod  at  Moore  Capital,  DBSI_PSI_EMAIL01618236. 

1339  12/4/2006  email  from  Greg  Lippmann  to  Deutsche  Bank  employee,  DBSI_PSI_EMAIL01867147-49. 

1340  2/27/2007  email  from  Greg  Lippmann  to  Fabrizio  Wittenburg  at  Deutsche  Bank,  DBSI_PSI_EMAIL02027053- 
55. 

1341  2/20/2007  email  from  Greg  Lippmann  to  David  Homan  at  Moore  Capital,  DBSI_PSI_EMAIL02006853-54. 

1342  See,  e.g.,  "I  would  like  these  guys  to  push  Asia  sales  on  this...,  but  also  as  Ilinca  said,  the  question  arises  why 
weren't  they  working  on  this  thus  far?"  2/21/2007  email  from  Abhayad  Kamat  at  Deutsche  Bank  to  Michael 
Lamont  and  others  at  Deutsche  Bank,  DBSI_PSI_EMAIL04056326-36. 


350 

Mr.  Lippmann  had  an  unrelentingly  negative  view  of  the  RMBS  and  CDO  securities  he 
traded.  He  believed  the  securities  would  ultimately  lose  value,  but  he  also  believed  investment 
banks  would  do  all  they  could  to  sustain  the  CDO  market  for  as  long  as  possible  due  to  the  CDO 
fees,  prestige,  market  share,  and  jobs  at  stake. 

(5)  Gemstone 

To  understand  how  one  investment  bank,  Deutsche  Bank,  continued  to  develop  and 
aggressively  solicit  its  clients  to  purchase  CDO  securities  even  as  mortgage  related  securities  lost 
value  and  the  CDO  market  began  collapsing,  the  Subcommittee  examined  in  detail  Gemstone  7, 
a  $1.1  billion  CDO.  Gemstone  7  was  assembled  and  marketed  by  Deutsche  Bank,  as  sole 
placement  agent,  from  October  2006  to  March  2007. 1343  Gemstone  7  was  the  last  in  a  series  of 
CDOs  sponsored  by  HBK  Capital  Management  (HBK),  a  large  hedge  fund.1344 

Deutsche  Bank  issued  the  Gemstone  7  securities  in  March  2007.  Six  out  of  Gemstone' s 
seven  tranches  received  investment  grade  ratings,  including  AAA  ratings  for  the  top  three 
tranches.  Two  months  later,  in  July  2007,  the  major  credit  rating  agencies  issued  mass  rating 
downgrades  of  RMBS  and  CDO  securities,  including  19  of  the  115  RMBS  securities  included  or 
referenced  in  Gemstone  7.  In  November  2007,  the  credit  rating  agencies  began  to  downgrade  the 
Gemstone  7  securities.  Today,  all  seven  tranches  have  been  downgraded  to  junk  status,  and  the 
Gemstone  7  securities  are  nearly  worthless. 

(a)  Background  on  Gemstone 

Gemstone  7  was  a  $1.1  billion  hybrid  CDO  whose  assets  consisted  predominantly  of  high 
risk  subprime  RMBS  securities.  Nearly  90%  of  its  assets  were  mid  and  subprime  RMBS 
securities  with  33%  carrying  non-investment  grade  ratings.1345  Of  the  remaining  assets,  4.5% 
were  CDO  securities;  3.3%  were  commercial  mortgage  backed  securities;  and  3.5%  were 
securities  backed  by  pools  of  student  loans.1346   When  the  deal  closed  in  March  2007,  Gemstone 
7  had  about  $476  million  in  cash  RMBS  assets  as  well  as  $625  million  in  synthetic  assets.1347 
Gemstone  7  was  constructed  as  a  "partially  static"  CDO,  meaning  that  while  some  of  its  assets 
were  set  and  could  not  change,  others  could  be  replaced  by  the  collateral  manager,  HBK. 


1343  In  the  Gemstone  7  offering  circular,  Deutsche  Bank  is  described  as  the  placement  agent:  "The  Notes  purchased 
by  the  Initial  Purchaser,  if  any,  will  be  privately  placed  with  eligible  investors  by  the  Initial  Purchaser"  where  the 
Initial  Purchaser  was  Deutsche  Bank.  Gemstone  7  Offering  Circular,  GEM7-00000427-816  at  GEM7-00000640.  In 
contrast,  other  documents  produced  by  Deutsche  Bank  indicate  that  the  bank  was  acting  as  an  underwriter  in  the 
Gemstone  7  transaction.  See,  e.g.,  12/20/2006  Gemstone  7  Securitization  Credit  Report,  DB_PSI_00237655-71  and 
undated  Gemstone  7  Securitization  Credit  Report,  MTSS000011-13.  For  ease  of  reference  but  without  making  a 
judgment  on  the  matter,  this  Report  uses  the  term  "placement  agent"  when  describing  Deutsche  Bank's  role  in 
Gemstone  7. 

1344  Subcommittee  interview  of  HBK  Managing  Director  Jamiel  Akhtar  (9/15/2010). 

1345  rpne  intended  portfolio  composition  of  Gemstone  7  was  disclosed  to  investors  in  a  Debt  Investor  Presentation. 
See  2/2007  Gemstone  7  Debt  Investor  Presentation,  GEM7-00001687-1747  at  1695. 

1346  Id.  at  1691. 

1347  9/14/2010  Gemstone  7  Asset  Chart,  PSI-Deutsche  Bank-17-Gemstone7-0001-03. 
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HBK  is  a  Dallas  based  hedge  fund  that  was  founded  in  October  1991,  and  by  2007, 
managed  approximately  $12  billion  in  capital.1348  According  to  HBK,  its  Structured  Products 
Group,  one  of  its  21  business  units,  was  "one  of  the  leading  purchasers  and  long-term  investors 
in  credit  sensitive  mortgages  ...  including  RMBS  and  ABS,  a  component  in  HBK's  overall 
strategy  since  2002." 1349  Deutsche  Bank  told  the  Subcommittee  that  HBK  had  a  reputation  as  a 
competent  manager  of  mortgage  related  assets.1350  HBK  had  acted  as  the  collateral  manager  for 
seven  previous  CDO  deals  (six  named  Gemstone),  choosing  to  alternate  the  mandate  for  the 
deals  between  Lehman  Brothers  and  Deutsche  Bank. 

In  October  2006,  HBK  retained  Deutsche  Bank  to  act  as  the  placement  agent  for 
Gemstone  7.    Under  the  agreement,  HBK  was  to  receive  30  basis  points,  or  0.3%,  per  year  of  the 
notional  amount  of  Gemstone  7  (approximately  $3.3  million)  in  return  for  serving  as  the 
collateral  manager.  Deutsche  Bank  was  slated  to  receive  $6.79  million  in  "underwriting  fees," 
but  because  the  deal  did  not  sell  completely,  Deutsche  Bank  ultimately  received  a  lesser  amount 
of  $4.7  million.1351 

On  October  25,  2006,  HBK  and  Deutsche  Bank  signed  an  agreement  outlining  the  terms 
of  Gemstone  7.  HBK  told  the  Subcommittee: 

"The  collateral  purchased  under  the  warehouse  arrangement  was  selected  by  HBK  and 
subject  to  Deutsche  Bank's  right  of  approval.  The  warehouse  documents  originally 
contemplated  a  total  collateral  pool  of  $750  million,  which  was  increased  to  $1.1  billion 
in  late  December  2006." 1352 

On  October  24,  2006,  Deutsche  Bank  opened  a  warehouse  account  to  store  the  assets  that  would 
serve  as  the  collateral  for  the  CDO  when  it  closed. 1353  Deutsche  Bank  and  HBK  shared  the  risk 


1348  1/2007  Gemstone  7  Debt  Investor  Presentation,  at  17,  DBSI_PSI_EMAIL01980000-60. 

1349  Id. 

1350  Subcommittee  interview  of  Sean  Whelan,  co-head  of  Deutsche  Bank  sales  force  (9/22/2010). 

1351  See  12/20/2006  Gemstone  7  Securitization  Credit  Report,  DB_PSI_00237655-71;  undated  Gemstone  7 
Securitization  Credit  Report,  MTSS000011-13;  3/15/2007  Gemstone  CDO  VII  Ltd.  Closing  Memorandum, 
DB_PSI_00133536-41.  According  to  the  Gemstone  Offering  Circular,  HBK  was  to  receive  "0.30%  per  annum  on 
the  Quarterly  Amount  payable  in  arrears  on  each  distribution  date."  3/15/2007  Offering  Circular  for  Gemstone 
CDO  VII,  Ltd.,  GEM7-00000427-816,  "The  Management  Agreement,"  at  168.  As  opposed  to  an  upfront  fee,  which 
Deutsche  Bank  received,  the  fee  to  HBK  was  paid  quarterly.  Thus,  0.30%  of  $1.1  billion  translates  to  a  fee  of 
approximately  $3.3  million  for  HBK.  See  7/11/2007  email  from  Chehao  Lu  at  Deutsche  Bank  to  Marco  Lukesch  at 
HBK,  GEM7-00003568.   See  also  email  noting  HBK's  quarterly  collateral  management  fee  of  $826,067.88  as  of 
September  11,  2007.  9/11/2007  email  from  Eric  Martel  at  HBK  to  Jamiel  Akhtar  at  HBK,  GEM7-00006900. 

1352  8/20/2010  letter  from  HBK's  counsel  to  the  Subcommittee,  at  2. 

1353  See  chart,  "Assets  Purchased  by  Gemstone  VII  CDO  during  Warehouse  Period,"  GEM7-00001831-33  (showing 
assets  purchased  during  the  warehouse  period).  According  to  Credit  magazine,  "The  financial  press  will  often  make 
its  first  mention  of  a  'new'  CDO  on  or  around  the  time  of  its  closing  -  with  the  closing  date  generally  the  day  on 
which  the  CDO  issues  tranches  of  debt  and  equity  to  investors.  Prior  to  that  day,  however,  there  will  have  been  a  so- 
called  pre-closing  or  'warehousing'  period,  typically  lasting  between  three  and  six  months.  During  that  period  the 
asset  manager  will  have  acquired  (or  'warehoused')  assets  to  act  as  collateral  for  the  securities  to  be  issued  by  the 
CDO  ...  on  the  closing  day."  See  "CDO  Guide:  recovery  rates,"  Credit  (May  2004), 
http://db.riskwaters.com/public/showPage.htmi?page=133193. 
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for  any  change  in  value  of  the  warehoused  assets  if  the  deal  failed  to  close.  Pursuant  to  the  risk 
sharing  agreement,  if  the  deal  failed  to  close,  HBK  would  incur  the  risk  for  the  first  $80  million 
in  losses,  and  Deutsche  Bank  would  bear  the  remaining  risk. 1354 

Deutsche  Bank  CDO  Group.  Several  departments  and  desks  at  Deutsche  Bank  were 
involved  in  designing,  marketing,  and  selling  the  Gemstone  7  securities.  The  CDO  Group,  co- 
headed  by  Michael  Lamont  and  Michael  Herzig,  was  responsible  for  designing  its  structure, 
monitoring  the  purchasing  and  warehousing  of  its  assets,  obtaining  its  credit  ratings,  preparing 
the  legal  documentation,  establishing  its  administrative  structure,  obtaining  underwriting 
approval  of  the  deal,  designing  the  marketing  materials,  and  overseeing  the  issuance  of  the  CDO 
securities.1355  Abhayad  Kamat  within  the  CDO  Group  was  assigned  lead  responsibility  for 
structuring  Gemstone  7.1356  The  CDO  Trading  Desk,  headed  by  Greg  Lippmann,  participated  in 
the  CDO  approval  process  once  HBK  selected  assets.  The  CDO  sales  force,  headed  by  Sean 
Whelan  and  Michael  Jones,  was  responsible  for  selling  the  Gemstone  7  CDO  securities. 

To  issue  the  CDO  securities,  Deutsche  Bank  established  an  offshore  corporation  in  the 
Cayman  Islands  called  Gemstone  CDO  VII,  Ltd.1357  To  administer  the  corporation,  Deutsche 
Bank  appointed  its  Cayman  Island  affiliate,  Deutsche  Bank  Cayman,  which  is  a  licensed  trust 
company.1358  As  administrator,  Deutsche  Bank  Cayman  provided  Gemstone  7  with  the 
administrative  services  needed  to  operate  the  CDO  securitization,  including  but  not  limited  to, 
providing  office  facilities  and  secretarial  staff,  maintaining  the  books  and  records  required  by 
Cayman  law,  naming  at  least  two  Cayman  directors,  and  acting  as  the  Share  Registrar  for 
Gemstone  shares.1359 

HBK's  Long  Investment  in  Gemstone.  HBK  routinely  purchased  the  equity 
tranche, 1360  also  known  as  the  residual  interest,  in  all  of  its  Gemstone  deals,  including  Gemstone 
y  i36i  y[QK  told  investors  in  its  sales  presentation  that  "HBK  has  retained  100%  of  the  equity 


1354  12/20/2006  Gemstone  7  Securitization  Credit  Report,  DB_PSI_00237655-71. 

1355  Subcommittee  interview  of  Michael  Lamont  (9/29/2010). 

1356  Subcommittee  interview  of  Abhayad  Kamat  (10/8/2010). 

1357  Gemstone  CDO  VII  Ltd.  Certificate  of  Incorporation  and  Memorandum  and  Articles  of  Association  of 
Gemstone  CDO  VII  Ltd.,  DB_PSI_00236844. 

1358  Deutsche  Bank  International  Limited  is  a  wholly  owned  subsidiary  of  Deutsche  Bank  AG.  It  currently  has 
several  offices  around  the  world,  including  one  in  the  Cayman  Islands,  Deutsche  Bank  (Cayman)  Limited  ("DB 
Cayman"),  that  was  opened  in  1983.  "Deutsche  Bank  International  Ltd.,"  Bloomberg  Businessweek, 
http://investing.businessweek. com/research/stocks/private/snapshot. asp?privcapld=884191;  "Deutsche  Bank  in  the 
Cayman  Islands,"  Deutsche  Bank,  http://www.dboffshore.com/page.php?title=cayman_islands.  DB  Cayman  is  a 
licensed  trust  company  incorporated  in  the  Cayman  Islands.  Preference  Share  Paying  Agency  Agreement,  GEM7- 
00001089-1030,  at  1092. 

1359  Amended  and  Restated  Administrative  Agreement,  GEM7-00001223-31;  Preference  Share  Paying  Agency 
Agreement,  GEM7-00001089-1130  at  1095-96. 

1360  An  equity  tranche  is  the  tranche  in  an  RMBS  or  CDO  structure  that  is  designed  to  be  the  first  to  incur  any  losses 
from  the  securitization.   Since  it  is  expected  to  incur  at  least  some  level  of  losses,  the  equity  tranche  is  usually  not 
given  a  credit  rating  and  is  often  retained  by  the  originator  of  the  securitization.  See  American  Banker  definition, 
http://www.americanbanker.eom/glossary/e.html. 

1361  According  to  HBK,  "HBK's  investment  process  integrates  expertise  in  capital  markets,  structural  analysis, 
collateral  and  loan  level  analysis,  due  diligence,  and  in  house  surveillance.  HBK  is  seen  as  not  as  a  trader  but  as  a 
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from  CDO  transactions  resulting  in  strong  alignment  of  interests  between  HBK  and 
investors."1362  According  to  Kevin  Jenks,  HBK's  collateral  manager,  HBK  had  a  "buy  and  hold" 
approach  to  all  of  its  Gemstone  CDOs.1363  HBK  also  told  the  Subcommittee  that  it  participated 
in  Gemstone  7  with  "the  objective  of  obtaining  long  exposure  to  the  CDO's  collateral,  on  a 
leveraged  basis,  through  ownership  of  the  Residual  interest. 


,1364 


HBK  deals  were  known  for  containing  above  average  concentrations  of  BB  or  lower 
rated  assets,  but  HBK  prided  itself  on  its  ability  to  run  in-depth  analysis  and  accurate  stress  tests 
on  assets  it  selected  for  its  CDOs.1365  HBK  expected  to  receive  a  15%  return  on  its  investment  in 
the  equity  tranche. 1366  In  its  investor  presentation,  HBK  stated:  "The  firm  strives  to  provide 
superior  risk-adjusted  rates  of  return  with  relatively  low  volatility  and  relatively  low  correlation 
to  most  major  market  indices."1367  HBK's  presentation  also  claimed  that,  as  of  January  2007,  it 
had  only  three  downgrades  in  its  asset  backed  security  portfolio,  and  that  its  upgrade  to 
downgrade  ratio  was  23  to  3.1368  Investor  M&T  Bank,  who  later  purchased  Gemstone  7 
securities,  told  the  Subcommittee  that  it  had  relied  on  HBK's  assertions  when  choosing  what  it 
thought  was  an  investment  with  "minimal  risk."1369 

HBK  informed  the  Subcommittee  that  it  had  never  shorted  any  of  the  assets  in  its  seven 
Gemstone  CDOs,  that  its  CDO  trade  book  was  evenly  matched  with  long  and  short  CDO  assets 
during  the  2006-2007  period,1370  and  that  it  lost  over  $700  million  in  its  Structured  Credit 
business  unit  during  2007. 1371 

(b)  Gemstone  Asset  Selection 

As  the  collateral  manager,  HBK  selected  the  assets  for  Gemstone  7,  subject  to  approval 
by  Deutsche  Bank's  structuring  and  trading  groups  before  each  asset  could  be  placed  in  the 
Deutsche  Bank  warehouse  account  for  the  CDO.1372  According  to  HBK  and  Deutsche  Bank 

vigilant  investor  that  maximizes  value  through  intensive  analysis  and  surveillance."  1/2007  Gemstone  7  Debt 

Investor  Presentation,  DBSI_PSI_EMAIL01980000-60  at  23. 

1362  Id. 

1363Subcommittee  interview  of  Kevin  Jenks  (10/13/2010).  Also  see  1/2007  Gemstone  7  Debt  Investor  Presentation, 

DBSI_PSI_EMAIL01980000-60  at  25. 

1364  8/20/2010  letter  from  HBK's  counsel  to  the  Subcommittee. 

1365  Subcommittee  interview  of  Abhayad  Kamat  (10/8/2010).  Mr.  Kamat  was  the  individual  at  Deutsche  Bank  who 
was  primarily  responsible  for  structuring  Gemstone  7. 

1366  Subcommittee  interview  of  Jamiel  Akhtar  (9/15/2010). 

1367 1/2007  Gemstone  7  Debt  Investor  Presentation,  DBSI_PSI_EMAIL0 1980000-60  at  17. 

1368  Id.  at  25. 

1369  Subcommittee  interview  of  M&T  (9/20/2010). 

1370  According  to  HBK,  "HBK  never  had  a  short  position  in  any  securities  issued  by  the  Gemstone  7  CDO."  HBK 
also  told  the  Subcommittee  staff  that  it  had  approximately  $350  million  of  long  exposure  in  Gemstone  7  and  another 
$800  million  of  "additional  long  exposure  to  the  same  assets  underlying  collateral  outside  the  CDO."  8/20/2010 
letter  from  HBK's  counsel  to  the  Subcommittee.  HBK  told  the  Subcommittee  that  it  did  at  times  take  short 
positions  in  certain  mortgage  backed  securities  unrelated  to  the  Gemstone  transactions. 

1371  8/20/2010  letter  from  HBK's  counsel  to  the  Subcommittee,  and  exhibit  to  letter,  HBK's  exposure  to  Gemstone 
VII  Notes,  GEM7-00000001-10. 

1372  Subcommittee  interview  of  Abhayad  Kamat  (10/8/2010). 
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personnel,  the  approval  process  worked  in  the  following  manner.  First,  HBK  identified  the 
RMBS,  CDO,  and  other  securities  it  wanted  to  include  or  reference  in  the  CDO.  HBK  then  sent 
an  email  to  Mr.  Lippmann  or  his  traders  at  Deutsche  Bank  requesting  that  the  identified  assets  be 
placed  in  the  warehouse  account  for  Gemstone  7.  Deutsche  Bank  traders,  sometimes  in 
consultation  with  Mr.  Lamont's  structuring  group,  would  then  either  approve  or  voice  concerns 
regarding  the  proposed  assets.  If  they  had  concerns,  the  traders  would  work  with  HBK  personnel 
to  resolve  them.  For  example,  on  January  9,  2007,  HBK's  Jason  Lowry  sent  an  email  to  Mr. 
Lippmann  and  his  trader,  Jordan  Milman,  with  a  list  of  RMBS  securities  proposed  for  inclusion 
in  Gemstone  7,  and  asked:  "This  is  the  last  BB  list  for  approval.  Could  you  take  a  look?"  On 
the  same  day,  Mr.  Milman  wrote  back:  "approved  contingent  upon  first  pay  defaults  getting 
bought  back  on  the  2  heat  bonds."1373 

Although  the  Gemstone  7  offering  circular  did  not  describe  Deutsche  Bank's  role  in  the 
asset  selection  process,  the  private  engagement  agreement  between  HBK  and  Deutsche  Bank 
did.1374  According  to  the  terms  of  the  engagement  agreement,  Deutsche  Bank  agreed  to  provide, 
among  other  items,  the  following  service:  "advising  the  Issuer  [Gemstone  7]  and  the  Company 
[HBK]  on  the  selection  and  acquisition  of  the  Underlying  Assets"  and  "the  scope  of  due 
diligence  for  the  Underlying  Assets."1375  Under  both  the  engagement  agreement  and  a  separate 
risk  sharing  agreement,  Deutsche  Bank  also  had  the  right  to  reject  assets  selected  by  HBK  for  the 
Gemstone  warehouse  account.1376  When  asked  about  Deutsche  Bank's  obligations  under  these 
agreements,  Mr.  Lippmann  told  the  Subcommittee  that  he  viewed  Deutsche  Bank  as  having  an 
obligation  to  the  entity,  Gemstone  7,  to  price  the  assets  accurately  as  they  were  purchased,  which 
included  comparing  the  price  of  each  security  or  CDS  contract  on  the  date  it  went  into  the 
warehouse  account  to  its  market  price  and  ensuring  that  the  CDO  did  not  overpay  for  the  assets  it 
purchased.1377  Mr.  Lippmann's  trader,  Mr.  Milman,  and  Mr.  Kamat,  of  Mr.  Lamont's  CDO 
Group,  agreed  with  that  assessment. 1378  All  three  also  stated  that  the  engagement  agreement  did 
not  require  Deutsche  Bank  to  analyze  the  quality  of  the  assets  being  purchased  or  how  those 
assets  were  expected  to  perform. 

On  the  other  hand,  documents  reviewed  by  the  Subcommittee  indicate,  in  at  least  a  few 
instances,  that  Deutsche  Bank  personnel  voiced  concerns  about  an  RMBS  security  being  placed 
in  the  deal  due  to  performance  concerns  in  addition  to  price.  For  example,  Mr.  Kamat,  who  also 
assisted  Mr.  Lippmann's  trading  desks,  wrote  to  Mr.  Jenks  about  the  quality  of  an  asset  being 


1373  See,  e.g.,  1/9/2007  email  from  Jason  Lowry  to  Greg  Lippmann,  GEM7-00002154;  and  12/11/2006  email  from 
Greg  Lippmann  to  Kevin  Jenks,  GEM7-00002805.  The  term  "heat"  refers  to  an  RMBS  security  issued  by  Home 
Equity  Asset  Trust. 

1374  The  Gemstone  7  offering  circular  states  that  with  regard  to  the  purchase  of  underlying  assets:  "The  Issuer 
[Gemstone  7]  will  acquire  Underlying  Assets  from  a  warehouse  facility  (the  'Warehouse  Facility')  provided  by  an 
affiliate  of  DBSI  [Deutsche  Bank  Securities,  Inc.],  which  provides  for  the  purchase  of  Asset-Backed  Securities  at  the 
direction  of  the  Collateral  Manager  [HBK]  on  behalf  of  the  Issuer  prior  to  the  Closing  Date."  Gemstone  7  Offering 
Circular,  GEM7-00000427-816  at  494. 

1375 10/25/2006  signed  letter  agreement  between  HBK  and  Deutsche  Bank,  GEM7-00000071-89  at  72. 

1376  10/25/2006  signed  letter  agreement  between  HBK  and  Deutsche  Bank,  GEM7-00000071-89  at  72;  and 
10/24/2006  Risk  Sharing  Agreement,  GEM7-00000090-99  at  91. 

1377  Subcommittee  interview  of  Greg  Lippmann  (10/18/2010). 

1378  Subcommittee  interview  of  Jordan  Milman  (10/22/2010)  and  Abhayad  Kamat  (10/8/2010). 
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considered  for  Gemstone  7.  Mr.  Kamat  wrote:  "MLMI  2005-HE1  B3  [is]  on  credit  watch  -  do 
you  want  to  move  this  out  of  the  portfolio  -  investors  might  question/resist[.]"  Mr.  Jenks 
responded:  "[N]o  let's  leave  it  in[.]"1379 

On  another  occasion,  Mr.  Jenks  from  HBK  exchanged  several  emails  with  Mr.  Lippmann 
about  several  RMBS  securities  that  Mr.  Jenks  wanted  to  include  in  the  Gemstone  7  warehouse 
account.  Mr.  Jenks  sent  the  list  to  Mr.  Lippmann  and  wrote:  "please  approve."  Mr.  Lippmann 
responded:  "ok  approved  but  would  like  to  lower  these  2  pts  each  given  recent  press  on  fhlt  and 
significant  widening  in  the  baa3  cds.  Is  that  cool?"  The  term  "fhlt"  referred  to  RMBS  securities 
issued  by  Fremont;  by  saying  he  wanted  to  "lower  these  2  pts,"  Mr.  Lippman  indicated  he 
wanted  to  assign  them  a  lower  value  for  warehouse  purposes.  Mr.  Jenks  replied:  "Greg, 
Fremont  overall  is  really  not  trading  badly  just  the  ones  on  downgrade  watch,"  to  which  Mr. 
Lippmann  responded:  "we  have  seen  the  fhlt  05-d  bbb-trade  wide  ....  please  work  with  me  on 
this.  ...  I  am  trying  to  work  with  you."  Mr.  Jenks  replied: 

"Greg,  I  have  been  trying  to  work  with  you.  Doing  trades  just  with  you  and  not  on  bid 
lists.  But  we  play  in  the  higher  quality  part  of  the  market,  I  really  expected  you  to 
approve  the  list  as  is.  We  still  have  several  hundred  million  of  bonds  to  do  in  cds  form  to 
do  [sic]."1380 

This  exchange  shows  that  Mr.  Lippmann  was  cognizant  of  the  quality  of  the  assets  being 
included  in  the  CDO,  and  pushed  for  lower  prices  when  he  thought  the  assets  were  of  poor 
quality. 

HBK  told  the  Subcommittee  that  it  selected  good  quality  bonds  using  a  very  complex 
model  to  analyze  them.1381  It  told  investors  that  it  "analyze[d]  every  bond  in  the  market, 
providing  for  a  vast  range  of  data  ....  [F]rom  this  data,  trends  can  be  observed  early  regarding 
the  bonds  themselves  as  well  as  the  general  economy  and  the  implications  on  future 
issuance."1382    HBK  provided  this  description  for  the  Subcommittee  regarding  the  tools  it  used  in 
the  asset  selection  process: 

"HBK  used  a  statistically  driven  mortgage  behavior  model  to  help  make  trading  decisions 
and  select  assets  for  inclusion  in  the  Gemstone  VII  CDO.  Three  separate  database  tools 
were  utilized  in  this  process.  First,  HBK  licensed  a  commercial  database  called  LP 
Database,  which  contained  detailed  information  and  performance  history  for  millions  of 
non-agency  mortgages.  The  LP  Database  was  a  robust  dataset  comprising  close  to  80% 
of  the  market,  back  to  the  1996  vintage.  Utilizing  the  data  acquired  from  the  LP 


1379 
1380 


1381 


1/5/2007  email  from  Abhayad  Kamat  to  Kevin  Jenks,  GEM7-00001977. 

12/8/2006  and  12/11/2006  emails  between  Mr.  Lippmann  and  Mr.  Jenks,  DBSI_PSI_EMAIL01886779-80. 


See  1/2007  Gemstone  7  Debt  Investor  Presentation,  DBSI_PSI_EMAIL01980000-60  ("HBK's  investment 
model  utilizes  proprietary  default,  prepay  and  severity  loan  level  models  to  make  investments  in  the  residential 
market.  ...  Transaction  performance  is  tracked  monthly  via  trustee  surveillance  reports  and  ongoing  loan  level 
information  to  monitor  and  analyze  parameters  such  as  collateral  yields,  delinquency  and  default  trends,  recoveries, 
prepayments,  and  available  credit  enhancement."). 
1382  Id.  at  42. 
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Database,  HBK  then  developed  a  proprietary  system  called  the  Loss  Model  that 
forecasted  the  likelihood  of  default,  prepayment,  delinquency,  or  timely  payment  for  an 
individual  mortgage  monthly  over  a  ten-year  time  horizon.  The  Loss  Model  made  these 
forecasts  based  on  a  series  of  50  loan  characteristics,  including  whether  the  mortgage  was 
a  first  or  second  lien  mortgage,  the  type  of  mortgage  (e.g.,  fixed  or  ARM),  its  geographic 
location,  FICO  score,  loan-to-value  ratio,  and  level  of  documentation,  and  projections  of 
home  price  appreciation  and  unemployment  rates. 

Finally,  HBK  merged  the  information  from  the  Loss  Model  into  a  Bond  Evaluation 
Engine,  which  was  based  on  software  licensed  from  Intex  Solutions.  The  Bond 
Evaluation  Engine  provided  information  that  assisted  HBK  traders  in  pricing  mortgage 
bonds  and  evaluating  how  the  bonds  might  perform  under  certain  stresses.  . . .  This 
portion  of  the  analysis  focused  on  the  structure  and  enhancements  of  the  RMBS  and  how 
those  structures  would  contribute  to  bond  performance."1383 

Mr.  Jenks  of  HBK  told  the  Subcommittee  that  HBK  "never  had  a  bond  that  we  thought 
was  bad  that  was  put  in  a  CDO."1384  Mr.  Jenks  also  told  the  Subcommittee  that  he  had  frequent 
conversations  with  Mr.  Lippmann,  was  aware  of  his  "negative  housing  view,"  but  disagreed  with 
the  magnitude  of  Mr.  Lippmann's  negative  views.1385  Mr.  Lippmann  told  the  Subcommittee  that 
although  he  occasionally  suggested  bonds  to  Mr.  Jenks  for  Gemstone  7,  and  Mr.  Jenks  at  times 
purchased  them,  Mr.  Jenks  had  strong  views  on  the  assets  that  should  be  included  in  the  CDO 
and  was  not  required  to  listen  to  him.  HBK  and  Deutsche  Bank  emails  confirm  that  Mr. 
Lippmann  or  his  traders  offered  at  times  to  sell  certain  bonds  to  HBK,  which  occasionally 
purchased  them. 1386  Deutsche  Bank  sold  five  bonds  from  its  inventory,  with  a  value  of  more 
than  $27  million,  to  HBK  for  inclusion  in  Gemstone  7.1387  According  to  Mr.  Lamont,  his  CDO 
Group  was  "agnostic"  towards  the  quality  of  the  assets  that  HBK  purchased  for  Gemstone  7,  and 
told  the  Subcommittee  that  investors  had  relied  on  HBK,  the  collateral  manager,  to  analyze  their 
quality.1388  Mr.  Lamont  said  that  the  role  of  the  CDO  Group  was,  not  to  select  the  CDO's  assets, 
but  to  structure  the  deal  and  then  use  models  to  conduct  stress  tests  on  it.1389 


1383  jo/12/2010  letter  from  HBK's  counsel  to  the  Subcommittee. 

1384  Subcommittee  interview  of  Kevin  Jenks  (10/13/2010). 

1385  Id. 

1386  See,  e.g.,  12/8/2006  email  from  Greg  Lippmann  to  Kevin  Jenks,  DBSI_PSI_EMAIL01883072  (discussing  trade 
they  agreed  to).  See  also  2/23/2007  email  from  Jordan  Milman  to  Greg  Lippmann,  DBSI_PSI_EMAIL02022054 
("I'd  rather  just  have  Ilinca  show  hbk,  he  loves  bonds  like  this."). 

1387  Assets  Purchased  by  Gemstone  VII  CDO  during  Warehouse  Period,  GEM7-00001831-33. 

1388  Subcommittee  interview  of  Michael  Lamont  (9/29/2010).  Kamat  also  agreed  that  Deutsche  Bank  was  agnostic 
with  regard  to  the  quality  of  the  assets.  Subcommittee  interview  of  Abhayad  Kamat  (10/8/2010). 

1389  Subcommittee  interview  of  Michael  Lamont  (9/29/2010). 
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(c)  Gemstone  Risks  and  Poor  Quality  Assets 

Gemstone  7's  assets  were  assembled  in  late  2006  and  early  2007,  when  the  mortgage 
market  was  deteriorating  and  subprime  mortgages  were  experiencing  record  delinquency  rates. 
The  CDO  posed  a  host  of  risks  due  to  both  the  state  of  the  market  and  the  poor  quality  of  many 
of  its  underlying  assets. 

Credit  Report.  In  December  2006,  Mr.  Lamont's  CDO  Group  prepared  a  Credit  Report 
for  Deutsche  Bank's  credit  risk  management  group  to  obtain  internal  approval  for  the 
securitization  of  Gemstone  7. 1390  The  Credit  Report  noted  the  following  business  risks  for 
Deutsche  Bank  regarding  Gemstone  7,  including  the  possibility  that  the  bank  would  be  unable  to 
sell  $400  million  of  the  Gemstone  securities,  which  carried  "significant"  risk: 

•  "The  portfolio  is  concentrated  on  RMBS  obligations,  with  67.6%,  20.2%  and  1.9%  of 
the  RMBS  exposure  represented  by  2005,  2006,  and  2007  vintages,  respectively, 
which  results  in  significant  vintage  risk." 

•  "RMBS  accounts  for  ~90.0%  of  the  initial  collateral  portfolio." 


• 


"All  unsold  tranches  have  been  taken  back  by  HBK  except  for  the  Class  A- IB 
($400mm).  Currently,  we  are  working  with  [redacted]  to  see  if  they  will  be  interested 
in  taking  the  tranche.  The  plan  for  distribution  if  [redacted]  decides  not  to  take  the 
tranche,  will  be  a  senior  sequential  repack.  The  Class  A- IB  will  be  broken  into  two 
tranches.  DB  will  take  the  senior  part  (Class  A-lB(i)  $200mm)  and  HBK  will  take 
the  bottom  part  (Class  A-lB(i)  $200mm).  Once  the  repack  is  setup,  then  DB  will  try 
to  syndicate  the  Class  A-lB(i)."  1391 

The  business  risks  described  in  the  internal  Deutsche  Bank  credit  report  relating  to 
"significant  vintage  risk"  for  the  2005,  2006,  and  2007  vintage  RMBS  securities  1392were  not 
disclosed  in  the  Gemstone  7  offering  materials  given  to  investors.  Although  the  March  15,  2007 
Offering  Circular  contained  a  "Risk  Factor"  section  describing  multiple  risks  associated  with  an 
investment  in  Gemstone  7,  including  those  associated  with  residential  asset  backed  securities,  the 
Offering  Circular  was  silent  with  respect  to  the  above  risks  identified  in  the  Credit  Report,  which 
were  highlighted  for  Deutsche  Bank  management. 


1390  Id.  See  undated  Gemstone  7  Securitization  Credit  Report,  MTSS000011-13  and  12/20/2006  Gemstone  7 
Securitization  Credit  Report,  DB_PSI_00237655-71.  The  12/20/2006  Credit  Report  appears  to  be  an  earlier  version 
of  the  document. 

1391  Gemstone  7  Securitization  Credit  Report,  MTSS000011-13. 

1392  Id. 
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The  Offering  Circular  did,  however,  describe  in  detail  a  number  of  significant  risks 
associated  with  RMBS  securities.  For  example,  it  stated: 

•  "The  risk  of  losses  on  residential  mortgage  loans  is  particularly  relevant  now.  While 
there  is  always  a  risk  of  defaults  or  delinquencies  in  payment,  recently  losses  on 
residential  mortgage  loans  have  been  increasing  and  may  continue  to  increase  in  the 
future.  The  losses  have  been  most  significant  in  respect  of  subprime  mortgage  loans 
but  all  are  affected. 

•  A  number  of  factors  are  contributing  to  the  increase  in  losses.  Residential  property 
values  that  increased  for  many  years  are  now  declining.  . . .  Declining  property  values 
also  exacerbate  the  losses  due  to  a  failure  to  apply  adequate  standards  to  potential 
borrowers.  Failures  to  properly  screen  borrowers  may  include  failures  to  do  adequate 
due  diligence  on  a  borrower  (including  employment  and  income  history)  or  the 
relevant  property  (including  valuation)  or  failures  to  follow  predatory  lending  and  the 
other  borrower-protection  statutes.  Increases  in  interest  rates  may  also  contribute  to 
higher  rates  of  loss. ... 


• 


The  increase  in  delinquencies  and  defaults  has  contributed  to  a  declining  market  for 
mortgage  loans.  The  declining  market  has,  in  turn,  seriously  impacted  mortgage 
originators  and  servicers.  . . .  The  financial  difficulties  of  servicers  in  particular  are 
likely  to  result  in  losses  in  respect  of  securities  backed  by  residential  mortgage  loans. 
...  At  any  one  time,  the  portfolio  of  Residential  ABS  Securities  may  be  backed  by 
residential  loans  with  disproportionately  large  aggregate  principal  amounts  secured 
by  properties  in  only  a  few  states  or  regions."1393 

These  disclosures  demonstrate  that  both  HBK  and  Deutsche  Bank  were  well  aware  of  the 
deteriorating  mortgage  market  and  increased  risks  associated  with  RMBS  and  CDO  securities, 
even  as  they  were  marketing  the  Gemstone  7  securities  and  claiming  HBK  had  applied  careful 
analysis  in  the  asset  selection  process  to  ensure  good  quality  CDO  securities. 

Long  Beach-Fremont-New  Century  Bonds.  A  substantial  portion  of  the  cash  and 
synthetic  assets  included  in  Gemstone  7,  30%  in  all,  involved  subprime  residential  mortgages 
issued  by  three  subprime  lenders,  Long  Beach,  Fremont,  and  New  Century,  all  known  for  issuing 
poor  quality  loans  and  securities.1394  Loans  by  these  lenders  were  among  the  first  to  collapse. 
According  to  Moody's,  these  three  originators,  plus  WMC  Corporation,  accounted  for  31%  of 


1393  3/15/2007  Offering  Circular  for  Gemstone  CDO  VII,  Ltd.,  GEM7-00000427-816  at  483-84.    While  an  earlier 
offering  circular  for  Gemstone  7,  dated  February  14,  2007,  identifies  some  risks  associated  with  the  CDO,  the  March 
offering  circular  contains  additional  language,  quoted  above,  on  the  risks  associated  with  the  deteriorating  mortgage 
market.  2/14/2007  Offering  Circular  for  Gemstone  CDO  VII,  Ltd.,  PSI-M&T_Bank-02-0001-370. 

1394  For  more  information  on  these  three  lenders,  see  sections  D(3)(d)  and  E(2)(c)-(d)  of  Chapter  IV.  Mr.  Jenks  of 
HBK  told  the  Subcommittee  that  he  saw  data  showing  that  Long  Beach  and  Fremont  were  poor  performers,  but  he 
thought  the  performance  varied  depending  upon  the  tranche,  and  he  believed  he  could  pick  the  better  tranches.  He 
thought  he  could  buy  low,  structure  the  deal  well,  and  make  money.  Subcommittee  interview  of  Kevin  Jenks 
(10/13/2010). 


359 

the  subprime  RMBS  securities  issued  in  2006,  but  63%  of  the  rating  downgrades  issued  in  the 
second  week  of  July  2007,  when  the  mass  rating  downgrades  began. 


1395 


During  the  period  when  securities  were  being  assembled  for  the  Gemstone  7  warehouse 
in  late  2006  and  early  2007,  Mr.  Lippmann  frequently  disparaged  many  of  the  same  assets  he  and 
his  traders  allowed  to  be  included  in  Gemstone  7.  About  $27  million  of  these  assets  came  from 
Deutsche  Bank's  own  inventory.  In  emails  to  colleagues  and  his  clients,  Mr.  Lippmann  used 
words  like  "crap"  and  "pig"  to  describe  the  assets.  Mr.  Lippmann  brought  some  of  the  assets  of 
Gemstone  7  to  the  attention  of  some  of  his  clients  that  shorted  these  assets. 1396 

On  October  20,  2006,  for  example,  one  of  Mr.  Lippmann' s  clients  sent  him  an  email 
seeking  advice  about  certain  subprime  bonds  issued  by  Long  Beach  Mortgage  Loan  and  Trust 
(LBMLT)  and  other  originators.  Mr.  Lippmann  responded: 

"LBMLT-06-5  M9-375.  Long  Beach  is  one  of  the  weakest  names  in  the  market.  We 
shorted  this  bond  to  a  CDO  in  the  mid-300s  on  October  13[.]  Deal  was  done  before  S&P 
changed  their  criteria  on  July  1.  Lots  of  40  year  mortgages  ....  Less  than  half  the  loans 
have  full  documentation  and  10%  are  investor  properties.  This  is  a  real  pig. 

LBMLT  -06-2  M9  350.  See  above  on  Long  Beach.  This  one  is  already  performing 
poorly  with  substantial  delinquencies  ....  Further  the  FICO  is  less  than  the  06-05  and 
there  are  fewer  full  doc  loans.  This  seems  a  better  short  than  the  06-5.  Only  reason  I  can 
think  for  my  guys  showing  you  a  tighter  level  is  that  we  are  short  this  one  and  that  the 
June  06  deals  have  a  taint  that  earlier  months  don[']t  due  to  the  theory  that  late  June  deals 
were  crammed  with  bad  stuff  in  order  to  beat  the  S  &  P  revisions."1397 

Despite  these  negative  views  of  Long  Beach,  Mr.  Lippmann's  group  raised  no  concerns 
when  $25  million  in  LBMLT  2006-5  M9  securities  was  purchased  by  HBK  for  Gemstone  7's 
warehouse  account,  $20  million  of  which  was  purchased  on  October  24,  2006,  four  days  after 
Mr.  Lippmann's  email.  Altogether,  a  total  of  $79.5  million  in  Long  Beach  bonds  went  into 
Gemstone  7.1398 

Mr.  Lippmann  had  similar  negative  views  of  RMBS  securities  containing  subprime  loans 
originated  by  Fremont,  yet  his  group  did  not  object  to  including  Fremont  securities  in  Gemstone 
7.     For  instance,  on  December  6,  2006,  Mr.  Lippmann's  traders  did  not  object  to  including  $20 
million  of  an  RMBS  known  as  SABR  2005-FR4  B3  for  Gemstone  7,  which  contained  Fremont 
loans.1399  One  week  earlier,  on  November  29,  2006,  when  asked  by  a  bank  colleague  about  the 


1395  7/12/2007  Moody's  Structured  Finance  Teleconference  and  Web  Cast:  RMBS  and  CDO  Rating  Actions,  at 
Moody's  SI  2010-0046902,  Hearing  Exhibit  4/23-106. 

1396  Subcommittee  interview  of  counsel  for  Deutsche  Bank  (2/1/2011). 

1397 10/20/2006  email  from  Greg  Lippmann  to  Craig  Carlozzi  at  Mast  Capital,  DBSI_PSI_EMAIL01774820-21. 

1398  9/14/2010  Gemstone  7  Asset  Chart,  PSI-DeutscheBank-17-Gemstone7-0001-03. 

1399  jd_ 
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same  RMBS  security,  Mr.  Lippmann  labeled  it  a  "pig."1400  Two  days  later,  on  December  1, 
2006,  Mr.  Lippmann  declared  in  an  email  to  a  client  that  the  security  was  "blowing  up."1401 

In  addition,  on  November  29,  2006,  Mr.  Lippmann  called  still  another  RMBS  security 
with  Fremont  loans,  FHLT  2005-A  M9,  a  "pig."1402  Yet  a  month  earlier,  on  October  30,  2006, 
approximately  $1  million  of  FHLT  2005-A  M9  had  been  purchased  for  Gemstone  7,  with  no 
objection  from  Mr.  Lippmann's  trading  desk. 


1403 


Mr.  Lippmann  made  similar  negative  remarks  about  RMBS  securities  containing 
subprime  loans  originated  by  New  Century.  On  November  28,  2006,  Mr.  Lippmann  wrote: 
"MABS  2005-NC2  M9  ...  huge  payment  shock  coming."1404  Yet  six  weeks  later,  on  January  17, 
2007,  $10  million  of  this  exact  asset,  MABS  2005-NC2  M9,  was  purchased  by  Gemstone  7, 
without  objection  from  Mr.  Lippmann's  traders.1405  On  December  8,  2006,  Mr.  Lippmann  wrote 
about  another  New  Century  security  underwritten  by  Goldman  Sachs:  "GSAMP  06-nc2  m8  this 
is  an  absolute  pig."1406  Although  Gemstone  7  did  not  purchase  the  M8  securities,  it  did  purchase 
a  total  of  $30  million  in  GSAMP  2006-NC2  M9  securities  -  from  a  lower  tranche  in  the  same 
securitization  with  less  subordination.  It  purchased  those  securities  over  a  month-long  period, 
with  $10  million  of  the  securities  on  November  13,  2006;  another  $10  million  on  December  8, 
2006;  and  still  another  $10  million  on  December  21,  2006. 140y  In  addition,  on  December  18, 
2006,  Gemstone  7  purchased  $8.8  million  worth  of  a  similar  security,  GSAMP  2006-NC2 

rty  1408 

Mr.  Lippmann  was  equally  critical  of  New  Century  loans  securitized  by  ACE,  an  entity 
created  by  and  associated  with  Deutsche  Bank.  On  September  21,  2006,  for  example,  when 
asked  by  a  Deutsche  Bank  salesperson  for  his  opinion  of  ACE  2006-NC1  M9,  an  RMBS  issued 
by  ACE  with  New  Century  subprime  loans,  Mr.  Lippmann  responded  that  ACE  was  "generally 
horrible."1409  On  March  2,  2007,  a  client  sent  an  email  to  Mr.  Lippmann  stating:  "[Tjhey  are 


1400  With  regard  to  the  asset,  Mr.  Lippmann  wrote:  "pig  probably  a  400-525  market."   11/29/2006  email  from  Greg 
Lippmann  to  Francis  Blair  at  Deutsche  Bank,  DBSI_PSI_EMAIL01853153. 

1401  See  12/1/2006  email  from  Greg  Lippmann  to  Tyler  Duncan  at  Wayzata  Investment  Partners, 
DBSI_PSI_EMAIL01864446  (Mr.  Lippmann  wrote:  "sabr  05-fr4  b3  another  Fremont  blowing  up  we  traded  in 
august  at  260").  Later  in  January  2007,  Greg  Lippmann  wrote:  "SABR  Fr  [Fremont]  blows."   1/25/2007  email  from 
Greg  Lippmann  to  Mark  Lee  at  Contrarian  Capital,  DBSI_PSI_EMAIL01961580. 

1402  21/29/2006  email  from  Greg  Lippmann  to  Jashin  Patel  at  Deutsche  Bank,  "Where  is  this  pig  marked?," 
DBSI_PSI_EMAIL01854608. 

1403  9/14/2010  Gemstone  7  Asset  Chart,  PSI-DeutscheBank-17-Gemstone7-0001-03. 

1404  11/28/2006  email  from  Greg  Lippmann  to  Rocky  Kurita,  DBSI_PSI_EMAIL01846000. 

1405  See  9/14/2010  Gemstone  7  Asset  Chart,  PSI-DeutscheBank-17-Gemstone7-0001-03. 

1406  12/8/2006  email  from  Greg  Lippmann  to  Peter  Faulkner  at  PSAM,  LLC,  DBSI_PSI_EMAIL01882188. 

1407  See  9/14/2010  Gemstone  7  Asset  Chart,  PSI-DeutscheBank-17-Gemstone7-0001-03. 

1408  Id. 

1409  9/2i/2006  email  from  Greg  Lippmann  to  Melissa  Goldsmith  at  Deutsche  Bank,  DBSI_PSI_EMAIL01689001- 
02.  Mr.  Lippmann  confirmed  to  the  Subcommittee  that  he  believed  ACE  was  "horrible."  Subcommittee  interview 
of  Greg  Lippmann  (10/18/2010).    On  May  19,  2006,  Mr.  Lippmann  wrote  to  a  Deutsche  Bank  colleague,  "We 
traded  that  ACE  piece  of  crap  with  Ike  at  380."  5/19/2006  email  from  Greg  Lippmann  to  Rocky  Kurita  at  Deutsche 
Bank,  DBSI_PSI_EMAIL0120552.  On  May  29,  2007,  Mr.  Lippmann  wrote  with  regard  to  ACE  2006-ASP3  M7, 
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claiming  that  DB  [Deutsche  Bank]  was  one  of  the  last  ones  to  tighten  standards  on  buying  loans 
to  securitize.  [Y]ou  were  right  -  ACE  is  crap."  Mr.  Lippmann  responded:  "INDEED  ...  IT 
jg  „i4io  yet  on  December  19,  2006,  Mr.  Lippmann's  traders  did  not  object  to  the  purchase  of  $10 
million  of  ACE  2006-NC1  M9  for  Gemstone  7. 14n 

Mr.  Lippmann  also  had  negative  opinions  about  other  securities  purchased  for  Gemstone 
7.    On  March  1,  2007,  for  example,  Mr.  Lippmann  wrote  that  ABSHE  2006-HE1  M7  was 
"crap."1412  But  $5  million  of  this  same  security  had  been  purchased  three  months  earlier  by 
Gemstone  7,  on  November  16,  2006,  without  objection  from  Mr.  Lippmann's  trading  desk.1413 
In  still  another  instance,  on  March  19,  2007,  Mr.  Milman  described  FFML  2006-FF13  as  "a 
piece  of  crap."1414  Yet  over  the  prior  five  months,  the  Lippmann  trading  desk  had  approved  the 
purchase  of  a  total  of  $38.5  million  of  this  exact  bond,  FFML  2006-FF13,  for  inclusion  in 
Gemstone  7:  $11.7  million  of  the  class  Bl  securities  on  October  30,  2006;  $16.2  million  of  the 
class  B2  securities  on  November  17,  2006  and  January  9,  2007;  and  $10.6  million  of  the  class 
M9  securities  on  March  15,  2007. 1415 

Securities  from  Deutsche  Bank's  Inventory.  Gemstone  7  purchased  five  securities 
totaling  $27  million  directly  from  Deutsche  Bank's  inventory.1416  Mr.  Lippmann,  and  his  trader 
Jordan  Milman,  shared  negative  views  of  one  of  the  bonds,  ACE  2006-HE1  M10,  a  security  in 
which  over  75%  of  the  loans  had  been  originated  by  Fremont.1417  In  an  instant  message 
conversation  in  December  2006,  Mr.  Lippmann  asked  Mr.  Milman  his  thoughts  on  ACE  2006- 
HE1  M10.  Mr.  Lippmann  asked:  "DOESNT  THIS  DEAL  BLOW,"  to  which  Mr.  Milman 
replied:  "yes  it  blows  I  am  seeing  20-40%  writedowns."1418  Not  only  did  HBK  include  $10 
million  of  this  asset  in  the  Gemstone  7  warehouse  account,  HBK  purchased  it  from  Deutsche 
Bank  that  same  month  through  one  of  Mr.  Lippmann's  traders.1419  Thus,  Deutsche  Bank 
allowed  Gemstone  7  to  acquire  a  $10  million  asset  that  its  traders  believed  would  perform 
poorly,  and  effectively  removed  the  financial  risk  of  this  asset  from  its  own  inventory,  shifting  it 
to  its  customers. 

"this  stinks  though  I  didn't  mention  it."  5/29/2007  email  from  Greg  Lippmann  to  Danielle  Pluthero  at  Deutsche 
Bank,  DBSI_PSI_EMAIL02532365. 

1410  3/2/2007  email  from  Greg  Lippmann  to  Clark  Baker  at  Harbinger  Capital,  DBSI_PSI_EMAIL02038599. 

1411  9/14/2010  Gemstone  7  Asset  Chart,  PSI-DeutscheBank-17-Gemstone7-0001-03. 

1412  3/1/2007  email  from  Greg  Lippmann  to  Joris  Hoedemaekers  at  Oasis  Capital,  DBSI_PSI_EMAIL02033845. 

1413  9/14/2010  Gemstone  7  Asset  Chart,  PSI-DeutscheBank-17-Gemstone7-0001-03. 

1414  3/19/2007  email  from  Jordan  Milman  to  Greg  Lippmann,  DBSI_PSI_EMAIL02412084. 

1415  9/14/2010  Gemstone  7  Asset  Chart,  PSI-Deutsche  Bank-17-Gemstone7-0001-03. 

1416  These  five  securities  were:  (1)  ACE  2006-HE1  M10,  (2)  Securitized  Asset  Backed  Receivables  (SABR)  2005- 
OP1  B4,  (3)  Ameriquest  Mortgage  Securities  Inc.  (AMSI)  2005-R11  M10,  (4)  Deutsche  Bank  Alt-A  Securities,  Inc. 
(DBALT)  2006-AR6  M10,  and  (5)  First  Franklin  Mtg  Loan  Asset  Backed  Certificate  (FFML)  2005-1  B4.  See 
Assets  Purchased  by  Gemstone  VII  CDO  during  Warehouse  Period,  GEM7-00001831-33.  See  also  9/14/2010 
Gemstone  7  Asset  Chart,  PSI-Deutsche  Bank-17-Gemstone7-0001-03. 

1417  9/14/2010  Gemstone  7  Asset  Chart,  PSI-Deutsche  Bank-17-Gemstone7-0001-03. 

wis  22/1/2006  instant  message  conversation  between  Greg  Lippmann  and  Jordan  Milman, 

DBSI_PSI_EMAIL01863636. 

1419  22/19/2006  email  from  Jason  Lowry  at  HBK  to  Greg  Lippmann  and  others  at  Deutsche  Bank, 

DBSI_PSI_EMAIL01910568;  12/19/2006  email  from  Greg  Lippmann  to  Jordan  Milman  and  others  at  Deutsche 

Bank,  DBSI_PSI_EMAIL01910580. 
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Mr.  Lippmann  expressed  a  negative  outlook  for  other  assets  as  well,  including  SABR 
2005-OP1,  that  was  taken  from  Deutsche  Bank's  inventory  and  sold  to  Gemstone  7.  On  August 
26,  2006,  Mr.  Lippmann  wrote  to  a  client  about  more  securities  "blowing  up,"  including  SABR 
2005-OP1: 

"I  am  encouraged  that  in  spite  of  the  virility  of  the  cdo  bid,  there  are  numerous  examples 
of  bonds  blowing  up  . . .  the  tripling  of  serious  delinq  [delinquencies]  in  sabr  05-opl  to 
over  6.5%  since  feb  even  though  the  avg  [average]  mortgage  age  is  now  only  21  months 
i.e.  hasn't  reset  yet ... .  What  I'm  saying  is  there  is  plenty  of  fundamental  evidence  that 
bonds  are  blowing  up  even  as  the  new  issue  and  index  market  are  remaining 
buoyant."1420 

On  December  12,  2006,  with  no  objection  from  Mr.  Lippmann's  desk,  Gemstone  7  purchased 
$5.5  million  of  SABR  2005-OP1  B4  from  Deutsche  Bank,  the  same  asset  that  he  had  described 
months  earlier  as  incurring  "serious  delinquencies."1421 

A  third  example  involved  securities  issued  by  Ameriquest  Mortgage  Securities  Inc. 
(AMSI),  which  Gemstone  purchased  from  Deutsche  Bank's  inventory.  On  April  6,  2006,  Mr. 
Lippmann  called  AMSI  2005-R7  M8  a  "crap  name."1422  In  a  June  16,  2006  email,  Mr.  Lippmann 
called  AMSI  generally  a  "weakish  name."1423  On  December  12,  2006,  Gemstone  7  purchased  $5 
million  of  another  RMBS,  AMSI  2005-R11  M10,  with  no  objection  from  the  Lippmann  trading 
desk.1424 

In  still  another  instance,  Deutsche  Bank  praised  its  sales  force  for  placing  a  security  it 
was  having  difficulty  selling  as  the  underwriter,  Deutsche  Alt-A  Securities  Inc.  (DBALT)  2006- 
AR6,  in  Gemstone  7.  On  November  17,  2006,  the  Deutsche  Bank  Option  Arms  Desk  sent  the 
following  email,  "The  Arms  Desk  would  like  to  express  its  sincere  appreciation  to  the  sales  force 
for  an  outstanding  job  in  helping  us  place  the  bonds  off  DBALT  06-AR6.  Thanks  a  lot!!"1425 
Less  than  two  weeks  later,  on  November  29,  2006,  a  member  of  the  Deutsche  Bank  sales  force 
wrote:  "Some  success  in  CMO  [collateralized  mortgage  obligation]  land  today:  Sold  9  mm 
[million]  DBALT  06-AR6  M10  (Ba2/BBB-)  to  HBK.  This  class  was  never  sold  in  the  new  issue 


1420  8/26/2006  email  from  Greg  Lippmann  to  Richard  Axilrod,  DBSI_PSI_EMAIL01618236. 

1421  Assets  Purchased  by  Gemstone  VII  CDO  during  Warehouse  Period,  GEM7-00001831-33. 

1422  4/6/2006  email  from  Greg  Lippmann  to  himself,  DBSI_PSI_EMAIL01075218. 

1423  6/16/2006  email  from  Greg  Lippmann  to  Rocky  Kurita,  DBSI_PSI_EMAIL01314036. 

1424  Assets  Purchased  by  Gemstone  VII  CDO  during  Warehouse  Period.  GEM7-00001831-33. 

1425 11/17/2006  email  from  Deutsche  Arms  to  Deutsche  Bank  employees,  DBSI_PSI_EMAIL01831021;  11/14/2006 
email  from  Deutsche  Arms  to  Deutsche  Bank  employees,  DBSI_PSI_EMAIL01822045.  DBALT  was  "one  of 
Deutsche  Bank's  own  shelf  offerings."  3/21/2011  letter  from  Deutsche  Bank's  counsel  to  the  Subcommittee,  PSI- 
Deutsche  Bank-32-0001-04. 
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marketing."  1426  HBK  records  indicate  that,  the  next  day,  it  agreed  to  purchase  $8.8  million  of 
DBALT  2006-AR6  M10.1427 

Many  investors  would  likely  have  found  the  negative  views  of  Mr.  Lippmann,  Deutsche 
Bank's  top  CDO  trader,  important  to  their  decision  as  to  whether  or  not  to  buy  Gemstone  7,  but 
his  views,  as  described  above,  were  not  disclosed  to  them.  At  the  time,  the  traders  on  his  desk  as 
well  as  other  Deutsche  Bank  CDO  personnel  knew  that  many  clients  valued  and  relied  on  Mr. 
Lippmann's  opinion  when  making  investment  decisions,  yet  did  not  disclose  his  views  of  the 
specific  assets  included  in  Gemstone  7. 1428  M&T  Bank  told  the  Subcommittee  that  had  it  known 
about  Mr.  Lippmann's  views,  it  might  have  "thought  twice"  before  purchasing  Gemstone  7 

•    •         1429 

securities. 

(d)  Gemstone  Sales  Effort 

Deutsche  Bank  began  aggressively  marketing  Gemstone  7  to  investors  beginning  in 
January  2007. 1430  The  bank  communicated  with  potential  investors  about  Gemstone  7  in  a 
variety  of  ways,  including  through  emails,  telephone  calls,  face  to  face  meetings,  and  at 
conferences.  Deutsche  Bank  personnel  also  went  on  what  they  called  "road  shows"  to  cities 
around  the  world,  to  meet  investors  and  pitch  the  CDO  to  them.1431  Sean  Whelan,  co-head  of  the 
Deutsche  Bank  CDO  sales  force,  and  Ilinca  Bogza,  a  vice  president  in  the  Deutsche  Bank 
syndicate  group,  worked  to  market  Gemstone  7  to  investors,  including  by  scheduling  road  shows 
and  personal  meetings  with  potential  investors. 

Investors  were  typically  shown  a  "Debt  Investor  Presentation"  that  had  been  prepared  by 
HBK  and  Deutsche  Bank.1432  That  presentation  provided  an  overview  of  the  transaction,  a 
description  of  HBK's  organization,  and  its  investment  strategy.  The  presentation  highlighted 
investment  considerations,  including  HBK's  expertise  in  the  capital  markets,  how  its  structured 
products  exhibit  relatively  stable  performance,  and  their  low  default  history.  The  presentation 
also  contained  a  description  of  HBK's  analytical  systems  and  surveillance  capabilities,  and 
included  an  appendix  describing  the  risk  factors  for  the  deal.  HBK  told  the  Subcommittee  that 
its  employees  attended  investor  meetings,  and  were  at  times  called  upon  to  answer  questions,  but 
did  not  always  participate  in  the  Gemstone  7  sales  efforts  which  were  led  by  Deutsche  Bank. 


1426  11/29/2006  email  from  Larry  Pike  to  Eleanny  Pichardo  and  others,  DB_PSI_01731794. 

1427 11/30/2006  email  from  Jason  Lowry  at  HBK  to  Abhayad  Kamat  and  others,  GEM7-00005480.  See  also  Assets 

Purchased  by  Gemstone  VII  CDO  during  Warehouse  Period,  GEM7-00001831-33. 

1428  See  7/6/2006  email  from  Axel  Kunde  to  Greg  Lippmann,  DBSI_PSI_EMAIL01374694  ("If  you  tell  the  sales 
guy  the  bond  is  really  bad  his  investor  will  use  that  as  an  argument  against  us  and  demand  we  buy  back  his  note, 
because  he  trusted  DB  [Deutsche  Bank]  to  pick  a  good  portfolio  etc,  etc."). 

1429  Subcommittee  Interview  of  M&T  (9/20/2010). 

1430  See,  e.g.,  1/25/2007  Deutsche  Bank  internal  email  chain,  DB_PSI_00346491-99,  at  99. 

1431  Subcommittee  interview  of  Sean  Whelan  (9/22/2010). 

1432  See,  e.g.,  1/2007  Gemstone  7  Debt  Investor  Presentation,  DBSI_PSI_EMAIL0 1980000-60  and  2/8/2007 
Gemstone  7  Debt  Investor  Presentation,  GEM7-00001687-1747. 

1433  Subcommittee  interview  of  Kevin  Jenks  (10/13/2010). 
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One  Gemstone  investor,  M&T  Bank,  told  the  Subcommittee  that,  after  observing  a 
presentation  made  by  Mr.  Jenks  and  receiving  Deutsche  Bank's  assurances  in  connection  with  its 
solicitation  efforts,  it  believed  that  Gemstone  7  securities  posed  minimal  investment  risk.1434 
According  to  the  transcript  of  a  telephone  call  on  February  5,  2007,  Sean  Whelan  of  Deutsche 
Bank's  sales  force  pitched  the  Gemstone  7  deal  to  M&T  Bank  and  stated  in  part:  "If  you 
indicate  early,  like  Gemstone  deals  go  very  well,  and  this  deal  will  all  go  very  well  and  it  will  get 
oversubscribed."1435  The  following  day,  February  6,  2007,  Mr.  Whelan  again  pitched  the  deal  to 
M&T  and  stated  that  Gemstone  7  "was  like  a  lay  up."1436  When  asked  about  these  comments, 
Mr.  Whelan  told  the  Subcommittee  that  what  he  meant  was  that  working  with  a  quality  hedge 
fund  like  HBK  was  a  "lay  up,"  not  that  the  Gemstone  7  deal  itself  was  a  "lay  up."1437  With 
regards  to  his  comment  about  oversubscription,  he  said  he  was  referring  to  the  tranches  that 
M&T  Bank  was  considering  purchasing,  which  ultimately  were  fully  subscribed. 1438 

In  early  2007,  as  the  closing  date  for  Gemstone  7  neared,  the  Deutsche  Bank  sales  force 
was  having  difficulty  getting  commitments  from  investors  to  buy  Gemstone  securities.  Many 
investors  who  were  solicited  declined  to  invest  because  of  concerns  about  the  high  concentration 
in  subprime  RMBS  with  BBB  or  BB  ratings.1439  In  the  beginning  of  2007,  there  was  a  general 
lack  of  buyer  interest  in  mortgage  related  securities  in  the  United  States,  other  than  from  new 
CDOs  purchasing  CDO  securities  from  prior  deals.  It  was  not  the  first  time,  however,  that  a 
Gemstone  deal  involving  Deutsche  Bank  and  HBK  could  not  be  fully  sold.  HBK  had 
conditioned  Deutsche  Bank's  participation  in  Gemstone  7  on  its  purchasing  unsold  securities 
from  Gemstone  4  and  5,  BB  rated  securities  that  HBK  still  had  on  its  books  for  $13.1  million.  In 
an  email  sent  to  a  colleague,  an  HBK  Managing  Director  Jamiel  Akhtar  wrote: 

"As  a  condition  for  receiving  the  underwriting  mandate,  Kevin  [Jenks]  and  I  insisted  that 
DB  [Deutsche  Bank]  buy  from  us  the  $13.  lmm  of  BB  rated  CDO  liabilities  HBK 
retained  on  its  own  books  from  Gemstone  IV  and  V.  This  was  a  fairly  sharp-elbowed 
tactic  on  our  part,  as  the  BB  bonds  are  the  worst  part  of  the  capital  structure,  but  I  felt  like 
we  should  be  sharp-elbowed  with  DB  right  now."1440 

The  head  of  Deutsche  Bank's  CDO  Group,  Michael  Lamont,  sent  an  email  to  the  CDO 
Group  banker  assigned  lead  responsibility  for  structuring  Gemstone  7,  acknowledging  the  risk 
the  bank  took  on  by  purchasing  the  earlier  unsold  securities,  but  also  noting  the  "nice"  fee  being 
paid  to  the  bank:  "[T]hat  is  part  of  the  risk  we  took  when  we  were  awarded  the  mandate  and  we 
are  still  making  a  nice  all  in  fee."1441  When  Deutsche  Bank  told  HBK  that  it  intended  to  resell 
the  Gemstone  4  and  5  securities,  the  HBK  official  indicated  it  was  "ok  with  that  as  long  as  it  is 


1434  Subcommittee  interview  of  M&T  (9/20/2010). 


1435  2/5/2007  telephone  transcript  between  Sean  Whelan  and  Alex  Craig  of  M&T,  MTSS000920-25,  at  22. 

1436  2/6/2007  telephone  transcript  between  Sean  Whelan,  and  Alex  Craig  and  David  Borchard  of  M&T, 
MTSS000929-31,  at  31. 

1437  Subcommittee  interview  of  Sean  Whelan  (9/22/2010). 

1438  Id. 

1439  See  spreadsheet  containing  potential  investor  feedback  regarding  Gemstone  7,  DBSI_PSI00117568. 

1440  10/5/2006  email  from  Jamiel  Akhtar  at  HBK  to  Jon  Mosle  at  HBK,  GEM7-00006353. 

1441  2/8/2007  email  from  Michael  Lamont  to  Abhayad  Kamat,  DBSI_PSI_EMAIL040452 19-24. 
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not  blasted  out  to  everyone  so  as  not  to  affect  his  current  deal  [Gemstone  7]  in  the  market."1442 
Deutsche  Bank  and  HBK  did  not  disclose  in  the  Gemstone  7  offering  materials  both  the  bank's 
purchase  of  the  Gemstone  4  and  5  securities  as  a  precondition  to  the  deal  and  the  bank's  plan  to 
sell  the  Gemstone  4  and  5  securities  contemporaneously  with  the  Gemstone  7  securities. 

Struggle  to  Sell  Gemstone.  Evidence  obtained  by  the  Subcommittee  shows  that  both 
HBK  and  Deutsche  Bank  were  concerned  about  their  exposure  should  Gemstone  7  not  be  fully 
subscribed  and  worked  hard  to  sell  the  deal  in  the  face  of  U.S.  investor  disinterest.1443 
According  to  the  terms  of  the  Gemstone  deal,  if  the  securities  were  not  fully  sold,  the  risk  of  the 
first  $80  million  in  losses  would  fall  on  HBK,  while  all  remaining  losses  would  fall  on  Deutsche 
Bank.1444  On  February  27,  2007,  Mr.  Kamat  of  Deutsche  Bank  wrote  to  Mr.  Jenks  of  HBK 
about  selling  the  Gemstone  4  and  5  securities  and  brought  up  the  CDO  Group's  need  to  reduce 
risk:  "[W]e  are  trying  to  reduce  our  exposure  right  now  given  internal  very  senior  mgmt  review 
of  our  business."  Mr.  Jenks  responded:  "We  are  also  trying  to  reduce  exposure."1445 

In  January  2007,  Michael  Lamont,  head  of  Deutsche  Bank's  CDO  Group,  and  Mr.  Jenks, 
the  HBK  collateral  manager,  discussed  the  urgency  of  selling  Gemstone  7  in  the  face  of  a 
deteriorating  market.  On  January  9,  2007,  Mr.  Jenks  wrote  to  Mr.  Lamont:  "[W]ith  this  market 
this  way  and  probably  going  to  get  worse  we  would  like  to  really  move  on  the  cdo.  Please 
allocate  the  resources  to  expedite  this."  Four  minutes  later  Mr.  Lamont  responded:  "[W]e  are 
focused  on  this  as  well.  We  don't  have  a  deal  in  the  market  and  you  will  be  first."1446 

Several  developments  in  early  2007  signaled  problems  in  the  mortgage  industry.  On 
January  29,  2007,  subprime  lender  Fremont  Investment  &  Loan  announced  that  it  had  "severed 
ties"  with  8,000  brokers  whose  loans  had  high  delinquency  rates.1447  The  following  week  on 
February  7,  2007,  New  Century,  another  major  subprime  lender,  disclosed  in  a  conference  call 
with  investors  that  "the  level  of  early-payment  defaults  and  loan  repurchases  [had]  led  to  tighter 
underwriting  guidelines,"  that  its  nonprime  loan  production  would  be  declining,  and  that  it  would 
be  restating  its  earnings.1448  An  additional  warning  to  the  market  that  occurred  as  Gemstone  was 
being  marketed  to  investors  was  the  plunge  in  the  ABX  Index  that  tracked  the  value  of  subprime 
RMBS  securities.  In  February  2007,  the  ABX  Index  fell  from  a  high  of  $0.90  early  in  the  month 


1442  Id.  at  24. 

1443  Subcommittee  interview  of  Kevin  Jenks  (10/13/2010).  Mr.  Jenks  recalled  that  there  were  more  non  U.S. 
investors  in  CDOs  in  2007,  but  he  believed  that  was  because  there  was  not  much  of  a  CDO  market  in  Europe. 
Subcommittee  interview  of  Kevin  Jenks  (10/13/2010).    Mr.  Whelan  told  the  Subcommittee  that  in  2006  and  2007, 
CDO  subscription  was  "spotty."  Subcommittee  interview  of  Sean  Whelan  (9/22/2010). 

1444  12/20/2006  Gemstone  7  Securitization  Credit  Report,  DB_PSI_00237655-71. 

1445  2/27/2007  email  between  Abhayad  Kamat  and  Kevin  Jenks,  DB_PSI_00421609  (discussing  potential  exposure 
due  to  purchase  of  earlier  Gemstone  4  and  5  tranches  in  Gemstone  7). 

1446  1/9/2007  email  chain  between  Michael  Lamont  and  Kevin  Jenks,  GEM7-00002156. 

1447  2/1/2007  S&P  internal  email,  "Defaults  cause  Fremont  to  end  ties  to  8,000  brokers,"  Hearing  Exhibit  4/23-93d. 

1448  «New  centurv  plunges  on  loan  production,"  MarketWatch  (2/8/2007),  http://www.marketwatch.com/story/new- 
centurys-shares-punished-over-loan-production-warning.  On  the  day  before  the  New  Century  conference  call, 
Deutsche  Bank  received  a  request  from  HBK  to  approve  a  New  Century  asset  purchase  for  the  Gemstone  7  deal  and 
approved  this  request  on  February  9.  See  2/9/2007  email  from  Jordan  Milman  to  Ashley  Bonilla  at  HBK, 

DB  PSI  00845552. 


366 

to  $0.69  by  the  end  of  the  month,  indicating  a  drop  of  more  than  23%  in  the  value  of  subprime 
RMBS  securities.1449  These  and  other  events  affected  both  the  RMBS  and  CDO  markets,  since 
so  many  CDOs  included  or  referenced  subprime  RMBS  securities. 

Emails  reviewed  by  the  Subcommittee  show  that  CDO  personnel  at  Deutsche  Bank  were 
well  aware  of  the  worsening  CDO  market  and  were  rushing  to  sell  Gemstone  7  before  the  market 
collapsed.  On  February  7,  2007,  Mr.  Lippmann,  reacting  to  the  New  Century  developments, 
raised  concerns  with  Mr.  Lamont  about  the  ability  of  Deutsche  Bank  to  continue  to  sell  CDO 
securities:  "I  was  calling  about  warehouse  marks  and  distribution  risk  b/c  [because]  hearing 
rumors  about  other  dealers  having  big  trouble  placing  this  stuff."1450  The  next  day,  February  8, 
2007,  Mr.  Lamont  told  Abhayad  Kamat,  the  CDO  Group  employee  structuring  Gemstone  7: 
"[R]egardless  we  need  to  sell  it  [Gemstone  7]  now  while  we  still  can."1451  The  same  day,  Mr. 
Lamont  wrote  to  Mr.  Jenks  at  HBK:  "Keep  your  fingers  crossed  but  I  think  we  will  price  this 
just  before  the  market  falls  off  a  cliff."1452  The  next  day,  February  9,  2007,  Ilinca  Bogza,  of  the 
Deutsche  Bank  syndicate  group,  wrote  to  Mr.  Lamont:  "Jenks  just  called  me.  ...  He  is 
frightened  that  accounts  will  pull  their  orders  given  the  widening  in  abx  today.  ...  He 
mentioned  he  was  going  to  give  you  a  call.  He  is  very  nervous."1453 

On  February  13,  2007,  the  head  of  Deutsche  Bank's  syndicate  group,  Anthony 
Pawlowski,  wrote  to  Mr.  Lamont:  "I  am  not  sure  how  to  push  guys  upstairs  without  having  them 
crack.  Everyone  wants  to  price  this  deal  asap  (Sean  Whelan  [co-head  of  Deutsche  Bank's  CDO 
sales  force]  is  pushing  for  Friday  to  lock  up  his  guys  on  the  AAA  and  AA)[.]  Let  me  know."1454 
A  week  later,  on  February  20,  2007,  Mr.  Lamont  wrote  to  Deutsche  Bank  syndicate  to  ask: 

"[Ojn  our  managed  mezz[anine]  abs  [asset  backed  security]  CDOs  last  year  what  was  the 
split  by  risk  tranche  across  deals  between  real  money  and  cdo  warehouses.  The  street 
may  be  pulling  back  so  this  would  be  good  info  to  have  as  we  think  about  how  we  are 
going  to  place  risk."1455 


1449  On  Feb.  23,  2007,  MarketWatch  announced:  "The  ABX. HE  index  that  tracks  CDS  on  the  riskiest  subprime 
loans,  rated  BBB-,  that  were  sold  in  the  second  half  of  2006  fell  to  $0.69  on  Friday,  according  to  Markit.com,  which 
administers  the  indexes.  That's  down  from  $0.72  on  Thursday  and  $0.79  at  the  beginning  of  the  week.  In  early 
February,  this  index  was  above  90."  "Subprime  mortgage  derivatives  index  plunges;  Bankruptcies,  losses  in 
subprime  home  loan  industry  spark  drop,"  MarketWatch  (2/23/2007),  http://www.marketwatch.com/story/index-of- 
subprime-mortgage-derivatives-plunges-on-sector-woes. 

1450  2/7/2007  email  from  Greg  Lippmann  to  Michael  Lamont,  DBSI_PSI_EMAIL02366193-96,  at  94.  When  Mr. 
Lamont  heard  about  the  New  Century  developments  he  wrote:  "yikes.  I  think  we  will  stay  short  a  while."  2/7/2007 
email  from  Michael  Lamont  to  Greg  Lippmann,  DBSI_PSI_EMAIL02366194. 

i45i  2/8/2007  email  from  Michael  Lamont  to  Abhayad  Kamat,  DBSI_PSI_EMAIL04045219-24. 

1452  2/8/2007  email  from  Michael  Lamont  to  Kevin  Jenks,  DBSI_PSI_EMAIL04045360. 

1453  2/9/2007  email  from  Ilinca  Bogza  to  Michael  Lamont,  DBSI_PSI_EMAIL04047421-23. 

1454  2/13/2007  email  from  Anthony  Pawlowski  at  Deutsche  Bank  to  Michael  Lamont,  DBSI_PSI_EMAIL04049521. 

1455  2/20/2007  email  from  Michael  Lamont  to  Ilinca  Bogza,  DBSI_PSI_EMAIL04054492.  On  February  20,  2007,  a 
client  of  Mr.  Lippmann's  who  was  looking  to  short  more  RMBS  commented  in  an  email  to  him  about  the  negative 
news  concerning  Novastar  Financial  Inc.,  which  announced  losses  that  day.  His  client  described  the  situation  in  the 
market  "like  the  plague."  2/20/2007  email  from  Steven  Eisman  at  Frontpoint  Partners  to  Greg  Lippmann, 

DBSI  PSI  EMAIL02008182. 


367 

In  one  odd  instance,  Ms.  Bogza,  from  the  CDO  syndicate,  sent  an  email  to  the  Deutsche 
Bank  sales  force  suggesting  that  Gemstone  7  was  experiencing  greater  investor  interest  than  it 
really  was.  The  February  20,  2007  email  by  Ms.  Bogza  stated  that  the  bank  had  received  an 
"indication  of  [investor]  interest"  in  75%  of  the  BBB  securities  in  Gemstone  7. 1456  After 
receiving  this  email,  Mr.  Lippmann  wrote  to  Ms.  Bogza:  "[W]ow  that  much  interest  in  the  bbb? 
Is  that  real??  We  would  take  as  much  as  you  can  oversell."1457  Ms.  Bogza  responded:  "no,  that 
is  definitely  not  real ....  it  is  at  50%;  can't  oversell  any  tranche  to  be  honest,"  to  which  Mr. 
Lippmann  responded:  "very  sneaky/ 


,1458 


In  late  February,  as  the  market  continued  to  deteriorate,  Deutsche  Bank  attempted  to 
motivate  its  employees  to  sell  Gemstone  7  by  providing  special  incentives  to  its  sales  force  for 
selling  the  deal.  On  February  21,  2007,  Mr.  Kamat  wrote  to  Ms.  Bogza:  "[W]e  need  help  on 
selling  the  As  and  BBBs  in  the  Gemstone  CDO  7  transaction  -  we  have  nearly  50%  unsold  on 
both  tranches  in  the  transaction."1459  In  another  email  the  same  day,  he  wrote:  "[Sjhould  we 
offer  more  PCs  for  Gemstone  7  CDO  given  the  market?"1460  "PCs"  refers  to  Production  Credits, 
which  were  used  to  boost  a  salesperson's  compensation  including  through  an  end-of-year  bonus. 
Later  the  same  night,  Mr.  Kamat  sent  an  email  to  the  co-head  of  the  CDO  Group  seeking  to 
increase  the  Production  Credits  that  could  be  awarded  for  selling  Gemstone  7:  "[Djouble  digit 
PCs?    I  guess  my  original  offer  of  300  on  single-As  and  600  on  triple-Bs  is  too  low  . . .  what  can 
we  offer?"1461 

Showing  Investors  Higher  Marks.  As  the  value  of  mortgage  related  assets  grew  more 
volatile,  some  potential  investors  in  Gemstone  7  inquired  about  the  mark  to  market  (MTM)  value 
of  the  CDO's  underlying  assets.  MTM  is  a  valuation  method  by  which  the  current  value  of  an 
asset  is  recorded  on  a  firm's  books  at  the  price  it  would  sell  in  the  marketplace  on  the  day  it  is 
marked.  Investors  at  times  inquire  about  MTM  values  to  determine  if  the  underlying  assets  of  a 
CDO  have  dropped  in  value  since  their  inclusion  in  the  warehouse  account.  Traders  who  closely 
follow  buy  and  sell  activity  for  a  particular  class  of  assets  are  generally  best  able  to  provide  the 
most  accurate  current  valuation.  At  Deutsche  Bank,  the  CDO  Trading  Desk  marked  the  value  of 
assets  monthly  as  a  service  to  its  clients  and  at  times  provided  this  service  to  HBK  for  the  assets 
underlying  Gemstone  7.1462  HBK  also  prepared  its  own  internal  marks  valuing  Gemstone 's 
assets.  According  to  both  Deutsche  Bank  and  HBK,  assigning  a  mark  is  a  very  complicated 
process  that  involves  credit  analysis  of  the  securities  at  issue.  Both  explained  it  was  not  unusual 
for  different  entities  to  mark  an  asset  differently. 1463 


i45s  2/20/2007  email  from  Ilinca  Bogza  to  sales  force,  DBSI_PSI_EMAIL02007608. 

1457  2/20/2007  email  from  Greg  Lippmann  to  Ilinca  Bogza,  DBSI_PSI_EMAIL02007608. 

1458  2/20/2007  email  between  Greg  Lippmann  and  Ilinca  Bogza,  DBSI_PSI_EMAIL02007794. 

1459  2/21/2007  email  from  Abhayad  Kamat  to  Ilinca  Bogza,  DBSI_PSI_EMAIL04055827. 

1460  Id. 

i46i  2/21/2007  email  from  Abhayad  Kamat  at  Deutsche  Bank  to  Michael  Lamont  and  others  at  Deutsche  Bank, 
DBSI_PSI_EMAIL04056326-36. 

1462  3/27/2007  email  from  Richard  Leclezio  at  Deutsche  Bank  to  Jordan  Milman  noting  that  HBK  has  requested 
marks  from  Deutsche  Bank,  DB_PSI_00423053-61. 

1463  Subcommittee  interview  of  Jordan  Milman  (10/22/2010).  Subcommittee  interview  of  Kevin  Jenks  (10/13/2010). 
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During  the  marketing  phase  of  Gemstone  7,  documents  indicate  several  potential 
investors  asked  Deutsche  Bank  to  provide  MTM  values  for  the  underlying  assets  in  the  CDO.  In 
response,  those  potential  investors  were  given  HBK's  marks,  rather  than  the  generally  lower 
valuations  assigned  to  the  assets  by  Deutsche  Bank's  CDO  Trading  Desk.    On  January  23,  2007, 
Mr.  Kamat  sent  an  email  to  HBK  explaining  that  some  potential  investors  had  requested  marks 
for  the  Gemstone  7  assets: 

"Some  investors  are  asking  for  current  marks  on  the  Gemstone  7  CDO  portfolio.    The 
attached  file  has  the  purchase  price  and  the  current  marks  that  we  got  from  our  desk. 
There  are  many  bonds  where  the  price  difference  between  purchase  price  and  current 
mark  is  more  than  4%  ....  I  have  asked  Jordan  [Milman,  a  Deutsche  Bank  trader]  to 
review  the  marks  but  it  would  be  great  if  you  could  have  someone  at  HBK  review  also  to 
check  if  the  current  marks  seem  correct.  It  seems  as  if  the  entire  portfolio  price  has 
dropped  since  purchase  by  1.74%  which  does  not  show  well  to  investors."1464 

Before  he  heard  back  from  HBK,  Mr.  Kamat  sent  a  very  similar  request  to  Mr.  Milman  to 
review  the  marks  to  verify  them.  He  wrote: 

"There  are  many  [Gemstone  7]  bonds  where  the  price  difference  between  purchase  price 
and  the  current  mark  is  more  than  4%  ....  Before  we  send  these  over  to  CDO  investors, 
pis  could  you  review  to  check  if  the  current  marks  are  correct.  It  seems  as  if  the  entire 
portfolio  price  has  dropped  since  purchase  by  1.74%  which  does  not  show  well  to 
investors."1465 

The  next  day,  a  Deutsche  Bank  trader  verified  the  marks:  "I  checked  the  names  that  Abhayad 
[Kamat]  highlighted  [and]  most  are  marked  within  the  recent  color[.]  [T]here  are  4  which  should 
be  tightened."1466 

On  January  23,  2007,  Mr.  Kamat  learned  that  HBK's  marks  showed  a  loss  of  0.9%  or 
$9.4  million  in  the  Gemstone  7  portfolio,  while  Deutsche  Bank's  marks  showed  a  greater  loss  of 
1.7%  or  $19  million.1467  On  January  24,  2007,  Mr.  Kamat  directed  Deutsche  Bank's  syndicate 
group  to  share  HBK's  marks  with  investors  instead  of  Deutsche  Bank's.  He  wrote:  "[F]or 
investors  who  have  asked  for  current  marks  on  the  Gemstone  CDO  7  portfolio,  tell  them:  HBK 
says  that  the  overall  current  portfolio  is  down  USD  9  million."1468 

A  couple  weeks  later,  a  question  arose  about  using  Deutsche  Bank  marks  for  Gemstone  7. 
On  February  7,  2007,  Ms.  Bogza  from  the  syndicate  group  wrote  to  Mr.  Kamat:  "Why  can  we 


1464  1/23/2007  email  from  Abhayad  Kamat  to  HBK,  GEM7-00003101.  This  document  has  HBK  showing  a  loss  of 

$9.4  million  in  the  value  of  the  Gemstone  assets,  whereas  Deutsche  Bank  showed  a  loss  of  $19  million.   In 

interviews  with  the  Subcommittee,  both  Mr.  Milman  and  Mr.  Lippmann  said  that  a  1.74%  drop  would  not  have 

concerned  them  because  of  the  relative  small  dollars  involved  compared  to  the  $1.1  billion  deal. 

1465 1/23/2007  email  from  Abhayad  Kamat  to  Jordan  Milman,  DB_PSI_00465462. 

i486  1/24/2007  email  from  Jashin  Patel  to  Jordan  Milman,  DB_PSI_00843917. 

1467 1/23/2007  email  from  Abhayad  Kamat  to  HBK,  GEM7-00003101. 

1468  1/2 4/2007  email  from  Abhayad  Kamat  to  Chehao  Lu  and  others  at  Deutsche  Bank,  DB_PSI_00741750-52. 
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not  show  a  priced  [marked]  portfolio??  We  need  to  show  this  [to  investors]."    Mr.  Kamat 
responded:  "[T]he  marks  we  got  from  Jordan  are  too  low  . . .  and  it  will  take  quite  some  time  if 
we  try  to  take  on  an  exercise  where  we  try  to  get  kevin  and  Jordan  to  agree  on  the  correct 
marks."1469  Mr.  Kamat  wrote  to  another  colleague  later  that  day:  "[U]se  this  for  the  current 
prices  to  be  sent  to  investors,  but  please  note  to  investors  that  this  is  from  HBK."1470    HBK  also 
appeared  to  want  to  show  higher  marks  to  investors.  When  Mr.  Kamat  emailed  Mr.  Jenks 
seeking  marks  for  the  Gemstone  7  portfolio  on  February  7,  Mr.  Jenks  sent  an  internal  email  to  an 
HBK  assistant  trader.  Mr.  Jenks  wrote:  "Need  line  item  marks  for  cdo  portfolio[.]  use  dec  or  jan 
depending  on  which  is  better[.]1471 

When  asked  about  these  documents,  Mr.  Kamat  stated  that  he  advised  using  HBK's 
marks  instead  of  Deutsche  Bank's  marks,  because  HBK's  marks  were  better  due  to  the  collateral 
manager's  familiarity  with  the  assets.1472  However,  Deutsche  Bank's  trading  desk  was  one  of 
the  biggest  traders  in  RMBS  and  CDOs  on  Wall  Street,  making  it  unlikely  that  the  desk  could  not 
adequately  price  the  assets  that  it  traded.  Deutsche  Bank  also  chose  not  to  share  both  sets  of 
marks  with  investors;  it  shared  only  the  HBK  marks  showing  higher  asset  values. 

When  HBK  was  asked  about  this  matter,  Mr.  Jenks  told  the  Subcommittee  that  he  did  not 
authorize  Deutsche  Bank  to  give  out  HBK's  marks  to  investors  and  would  be  "surprised"  if 
Deutsche  Bank  had  given  out  HBK's  marks.1473  Mr.  Jenks  only  recalled  one  time  when  an 
investor  asked  Deutsche  Bank  for  Gemstone  7  marks.  When  the  Subcommittee  asked  several  of 
the  investors  who  ultimately  purchased  Gemstone  securities  if  they  had  asked  for  marks  showing 
the  current  value  of  the  underlying  assets,  M&T  Bank  told  the  Subcommittee  that  it  did  not  know 
to  ask  for  marks.1474  Standard  Chartered,  Wachovia,  and  Commerzbank  told  the  Subcommittee 
that  they  did  not  ask  for  the  marks  and  it  would  have  been  unusual  for  them  to  do  so.  Eight  days 
before  the  Gemstone  CDO  closed  and  its  securities  issued,  HBK  estimated  that  its  portfolio 
marks  were  down  approximately  $30  million. 1475 

$400  Million  of  Unsold  Securities.  The  mortgage  market  continued  to  worsen  in  March 
as  Deutsche  Bank  continued  to  market  the  Gemstone  securities.  On  March  8,  2007,  one  week 
before  the  Gemstone  7  deal  closed,  New  Century  -  the  subprime  lender  whose  RMBS  securities 
made  up  part  of  Gemstone  -  filed  an  8-K  with  the  SEC  which  said:  "The  Company  has  only 
been  able  to  fund  a  portion  of  its  loans  this  week.  In  addition,  its  capacity  to  fund  new 
originations  is  substantially  limited  due  to  its  lenders'  restrictions  or  refusals  to  allow  the 
Company  to  access  their  financing  arrangements."1476  New  Century's  financial  troubles  were 


1469  2/7/2007  emails  between  Abhayad  Kamat  and  Ilinca  Bogza,  DB_PSI_00434692-96. 

1470  2/7/2007  email  from  Abhayad  Kamat  to  Chehao  Lu,  DB_PSI_00711486. 

1471  2/7/2007  email  from  Kevin  Jenks  to  Jason  Lowry,  GEM7-00003084. 

1472  Subcommittee  interview  of  Abhayad  Kamat  (10/8/2010). 

1473  Subcommittee  interview  of  Kevin  Jenks  (10/13/2010). 

1474  Subcommittee  interview  of  M&T  (9/20/2010). 

1475  3/7/2007  email  from  Kevin  Jenks  to  Abhayad  Kamat,  GEM7-00001958. 

1476  3/8/2007  New  Century  Financial  Corporation  8-K  filing  with  the  SEC.  Even  senior  Deutsche  Bank  management 
was  aware  of  the  problems  involving  New  Century  and  Fremont  during  this  time  period.  On  March  2,  2007,  Mr. 
Lippmann  sent  an  email  to  Mr.  Misra,  copying  Mr.  D'Albert,  with  a  subject  line:  "Fremont  Shut  Down  Sub-Prime 
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prominently  reported  in  the  financial  press  on  March  11,  2007. 1477  On  March  15,  2007,  the  day 
Gemstone  7  closed,  Bear  Stearns  said  that  "residential  mortgage-related  revenue  decreased  from 
the  prior  year  period,  reflecting  weakness  in  the  U.S.  residential  mortgage-backed  securities 
market.  . . .  New  Century  Financial  Corp.,  which  had  been  a  major  provider  of  loans  to  people 
with  risky  credit,  said  it  has  lost  support  from  its  financial  backers  and  is  being  delisted  from  the 
NYSE."1478  New  Century  comprised  15%  of  Gemstone  7. 

Ultimately  $400  million  of  Gemstone  7  was  unsold.  Although  not  contractually 
obligated  to  do  so,  Deutsche  Bank  agreed  to  split  the  unsold  $400  million  of  Gemstone  7 
securities  between  itself  and  HBK. 1479  Meetings  concerning  taking  back  the  $400  million  were 
held  at  the  highest  levels  of  both  Deutsche  Bank  and  HBK.1480  As  Mr.  Lippmann  put  it:  "[W]e 
don't  have  much  choice  . . .  either  we  repo  for  them  or  we  take  it  down."1481 

Deutsche  Bank  and  HBK  were  unable  to  sell  36%  of  the  securities  and  instead  kept  those 
securities  on  their  books.  Mr.  Jenks  of  HBK  told  the  Subcommittee  that  he  always  wanted  to 
know  if  unsold  portions  of  a  CDO  he  was  interested  in  investing  in  would  be  bought  back  by  the 


business"  that  contained  a  number  of  negative  news  headlines  concerning  New  Century  including,  "New  Century 
says  U.S.  attorney  conducting  criminal  probe  ...  New  Century  says  NYSE  reviewing  transactions  in  its  securities  ... 
New  Century  says  SEC  requested  meeting  on  restatement."  The  next  day  Mr.  Misra  replied  to  Mr.  Lippmann, 
"Well,  no  regrets.  Let's  hold  tight  on  our  shorts  now.  It  will  be  a  bumpy  market  to  market  ride  but  we  will  prevail." 
3/2/2007  and  3/3/2007  email  chain  between  Mr.  Lippmann  and  Mr.  Misra,  DBSI_PSI_EMAIL02392659-61. 

1477  See,  e.g.,  "Crisis  Looms  In  Market  for  Mortgages,"  The  New  York  Times  (3/11/2007), 
http://www.nytimes.com/2007/03/ll/business/llmortgage.html.   ("On  March  1,  a  Wall  Street  analyst  at  Bear 
Stearns  wrote  an  upbeat  report  on  a  company  that  specializes  in  making  mortgages  to  cash-poor  homebuyers.  The 
company,  New  Century  Financial,  had  already  disclosed  that  a  growing  number  of  borrowers  were  defaulting,  and 
its  stock,  at  around  $15,  had  lost  half  its  value  in  three  weeks.  What  happened  next  seems  all  too  familiar  to 
investors  who  bought  technology  stocks  in  2000  at  the  breathless  urging  of  Wall  Street  analysts.  Last  week,  New 
Century  said  it  would  stop  making  loans  and  needed  emergency  financing  to  survive.  The  stock  collapsed  to 
$3.21.") 

1478  "Bear  Stearns  1Q  profit  rises  8  percent  on  strong  results  in  bonds,  credit,"  Associated  Press  Financial  Wire 
(3/15/2007).  Also  see  "New  Century  Understated  Debt;  Faces  SEC  Probe,  Stock  Delisting,"  Associated  Press 
(3/13/2007), 

http://www.cnbc.com/id/17590171/New_Century_Understated_Debt_Faces_SEC_Probe_Stock_Delisting;  "New 
Century  Subpoenaed,  Faces  Delisting,"  Washington  Post  (3/13/2007), 
http://www.washingtonpost.com/wp-dyn/content/article/2007/03/13/AR2007031300603.html. 

1479  On  3/14/2007,  Fred  Brettschneider,  head  of  Deutsche  Bank  institutional  sales,  wrote:  "We  believe  that  we  have 
reached  an  acceptable  compromise  with  HBK.  We  will  be  restructuring  the  unsold  mezz  AAA  and  we  will 
underwrite  the  senior  portion  leaving  them  [HBK]  with  the  junior  piece."  3/14/2007  email  from  Fred  Brettschneider 
to  Anshu  Jain  and  others,  DBSI_PSI_EMAIL02064810-12.  On  3/27/2007,  Larry  Pike  of  Deutsche  Bank  wrote  with 
regard  to  Gemstone  7,  "400mm  of  the  unsold  bonds  were  a  middle  (mezz)  AAA  class  that  were  expected  to  be 
purchased  by  an  investor  who  backed  out  at  a  late  stage  due  to  a  deteriorating  market.  HBK  was  upset  about  this 
and  wanted  DB  to  take  these  bonds  down,  threatening  to  curtail  business  globally  with  HBK  if  we  didn't." 
3/27/2007  email  from  Larry  Pike  to  Sean  Whelan  and  others,  DB_PSI_00859611. 

1480  Subcommittee  interview  of  Michael  Lamont  (9/29/2010). 

1481  Apparently,  Mr.  Lippmann  was  explaining  that  either  Deutsche  Bank  could  "repo"  or  loan  money  to  HBK  in 
order  for  HBK  to  purchase  the  unsold  Gemstone  7  securities  or  Deutsche  Bank  would  have  to  "take  it  down"  - 
either  purchase  the  securities  itself  or  liquidate  the  CDO.  2/20/2007  email  from  Greg  Lippmann  to  Rich  Rizzo  at 
Deutsche  Bank,  DBSI_PSI_EMAIL02377303. 
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1482 


underwriter,  but  he  did  not  know  if  everyone  asked  about  this.         M&T  Bank  told  the 
Subcommittee  that  it  would  have  been  useful  information,  though  it  would  have  been  more 
concerned  if  the  tranches  it  was  purchasing  were  not  fully  subscribed. 1483 


(e)  Gemstone  Losses 

Gemstone  7  closed  on  March  15,  2007,  and  received  credit  ratings  from  S&P  and 
Moody's  on  the  same  day.1484  The  top  three  tranches,  representing  73%  of  the  value  of  the 
CDO,  received  AAA  ratings.  The  next  three  tranches  received  investment  grade  ratings  of  AA, 
A,  and  BBB.1485  The  CDO  received  these  ratings  even  though  one  third  of  its  underlying  assets 
carried  non-investment  grade  ratings. 

Eight  months  later,  in  November  2007,  five  of  its  seven  tranches  were  downgraded, 
including  one  of  its  AAA  rated  tranches.  By  July  2008,  all  seven  tranches  had  been  downgraded 
to  junk  status,  and  the  Gemstone  securities  were  nearly  worthless.  This  chart,  using  S&P  data, 
displays  the  downgrades.1486 

Gemstone  VII  Ratings  by  Tranche 


Tranche 

Initial  Rating:  Date 

1st  Downgrade:  Date 

2nd  Downgrade:  Date 

3rd  Downgrade:  Date 

Class  A-la 

AAA:  March  15,  2007 

A+:  Feb.  5,  2008 

BB+:  July  11,  2008 

CC:  August  19,  2009 

Class  A-lb 

AAA:  March  15,  2007 

B-:  Feb.  5,  2008 

CC:  July  11,  2008 

n/a 

Class  A-2 

AAA:  March  15,  2007 

AA-:  Nov.  21,  2007 

CCC-:  Feb.  5,  2008 

CC:  July  11,  2008 

Class  B 

AA:  March  15,  2007 

BBB:  Nov.  21,  2007 

CC:  Feb.  5,  2008 

n/a 

Class  C 

A:  March  15,  2007 

B-:  Nov.  21,  2007 

CC:  Feb.  5,  2008 

n/a 

Class  D 

BBB:  March  15,  2007 

CCC+:  Nov.  21,  2007 

CC:  Feb.  5,  2008 

n/a 

Class  E 

BB+:  March  15,  2007 

CCC:  Nov.  21,  2007 

CC:  Feb.  5,  2008 

n/a 

Preference 
Shares 

Not  rated 

Source:  S&P 


Investors  contacted  by  the  Subcommittee  reported  that  they  had  lost  all  or  most  of  their 
investments.  In  June  2008,  M&T  Bank  wrote  down  the  value  of  its  Gemstone  7  securities  to 


Subcommittee  interview  of  Kevin  Jenks  (10/13/2010). 

1483  Subcommittee  interview  of  M&T  (9/20/2010).  In  addition,  Standard  Chartered  reported  that  it  didn't  know  that 
a  portion  of  the  CDO  was  unsold,  and  that  it  would  have  been  information  worth  knowing  but  that  it  wouldn't  have 
ultimately  impacted  its  decision  to  invest  in  Gemstone  7.  Subcommittee  interview  of  counsel  for  Standard 
Chartered  (10/14/2010). 

1484  3/15/2007  letter  from  S&P  to  Gemstone  CDO  VII  Ltd,  GEM7-00001658-61;  3/15/2007  letter  from  Moody's  to 
Gemstone  CDO  VII  Ltd.,  GEM7-00001657. 

1485  Qemstone  7  ratings  from  S&P's  RatingsDirect  on  the  Global  Credit  Portal, 
https://www.globalcreditportal.com/ratingsdirect/Login.do,  with  subscription. 

1486  Chart  prepared  by  the  Subcommittee  using  data  from  S&P's  RatingsDirect  on  the  Global  Credit  Portal, 
https://www.globalcreditportal.com/ratingsdirect/Login.do,  with  subscription. 
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about  2%  of  their  original  value  -  from  $82  million  to  $1.87  million.1487  Wachovia  Bank  told 
the  Subcommittee  that  its  $40  million  investment  in  Gemstone  paid  out  approximately  $3  million 
from  2007-2010,  but  is  currently  worth  nothing.1488  Standard  Chartered  Bank  told  the 
Subcommittee  that,  in  2008,  it  liquidated  its  Gemstone  investment  and  received  approximately 
25-30%  of  its  initial  $224  million  investment.1489  Commerzbank  told  the  Subcommittee  that  its 
initial  $16  million  investment  in  Gemstone  is  currently  worth  nothing.1490 

(6)  Other  Deutsche  Bank  CDOs 

Gemstone  7  was  only  one  of  many  CDOs  that  Deutsche  Bank  assembled  and  underwrote 
as  the  mortgage  market  deteriorated  in  2007.  From  December  2006  through  December  2007, 
Deutsche  Bank  issued  15  new  CDOs  with  assets  totaling  $11.5  billion.1491  The  Subcommittee 
did  not  examine  these  CDOs,  but  a  brief  discussion  of  a  few  shows  that  the  bank's  issuance  of 
high  risk  mortgage  related  assets  was  not  confined  to  Gemstone  7. 

Magnetar  CDOs.  Magnetar  is  a  Chicago  based  hedge  fund  that,  according  to  press 
reports,  worked  with  several  financial  institutions  to  create  CDOs  with  riskier  assets  and  then  bet 
on  those  CDOs  to  fail.1492  Deutsche  Bank  underwrote  one  of  those  CDOs  and  served  as  trustee 
for  two  other  Magnetar  CDOs. 

According  to  press  reports,  Magnetar's  investment  strategy  was  to  purchase  the  riskiest 
portion  of  a  CDO  -  the  equity  -  and,  at  the  same  time,  to  purchase  short  positions  on  other 
tranches  of  the  same  CDO.1493  Thus,  Magnetar  would  receive  a  large  return  on  the  equity  if  the 
security  did  well,  but  would  also  receive  a  substantial  payment  from  its  short  positions  if  the 
securities  lost  value.  This  strategy  was  dubbed  by  some  as  the  "Magnetar  Trade."  It  apparently 
generated  large  profits  for  Magnetar.  By  the  end  of  2007,  when  the  market  was  in  turmoil, 
Magnetar's  Constellation  Fund  was  up  76%  and  its  Capital  Fund  was  up  26%. 1494 

Mr.  Lippmann  disapproved  of  the  Magnetar  CDOs.1495  In  August  2006,  when  an 
investor  asked  Mr.  Lippmann  about  Magnetar,  he  responded  that  it  was  a  "Chicago  based  hedge 


1487  M&T  Bank  Corporation  v.  Gemstone  CDO  VII.  (N.Y.  Sup.),  Complaint  (June  16,  2008),  DB_PSI_00000027- 
79,  at  H  52.  For  a  list  of  customers  and  their  allocations  of  Gemstone  7,  see  Gemstone  VII  Summary, 
DB_PSI_00711305. 

1488  11/19/2010,  11/23/2010  emails  from  counsel  of  Wachovia  to  Subcommittee  staff. 

1489  Subcommittee  interview  of  counsel  of  Standard  Chartered  (11/23/2010). 

1490  22/7/2010  email  from  counsel  of  Commerzbank  to  Subcommittee  staff. 

1491  ABS  CDOs  Issued  by  DBSI  (between  2004  and  2008),  PSI-Deutsche_Bank-02-0005-23. 

1492  See,  e.g.,  "The  Magnetar  Trade:  How  One  Hedge  Fund  Helped  Keep  the  Bubble  Going,"  ProPublica  (4/9/2010), 
http://www.propublica.org/article/the-magnetar-trade-how-one-hedge-fund-helped-keep-the-housing-bubble-going. 

1493  Id. 

1494  "Magnetar's  Exit:  A  Deal  So  Bad  Even  a  Credit-Rating  Agency  Balked,"  ProPublica  (4/9/2010), 
http://www.propublica.org/article/magnetars-exit-a-deal-so-bad-even-a-credit-rating-agency-balked. 

1495  Subcommittee  interview  of  Greg  Lippmann  (10/18/2010). 
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fund  that  is  buying  tons  of  cdo  equity  and  shorting  the  single  names  ....  [Tjhey  are  buying  equity 
and  shorting  the  single  names  ...  a  bit  devious. 


,1496 


In  May  2006,  Magnetar  created  its  first  CDO,  Orion  2006-1  Ltd,  a  $1.3  billion  hybrid 


1497 


CDO  with  cash  and  synthetic  assets.         The  CDO  closed  on  May  26,  2006,  and  was 


1498 


underwritten  by  Calyon  and  managed  by  NIBC  Credit  Management,  Inc.         Deutsche  Bank's 


1499 


Special  Situations  Group  purchased  equity  in  Orion,  and  helped  create  the  CDO.        A  Deutsche 
Bank  employee,  Michael  Henriques,  who  worked  on  Orion  as  managing  director  of  the  Special 
Situations  Group,  left  Deutsche  Bank  and  ultimately  went  to  work  for  Magnetar. 
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Although  Orion  received  investment  grade  ratings  from  Fitch  and  Moody's  in  June 


1501 


2006,       a  little  over  a  year  later,  on  August  21,  2007,  Fitch  issued  the  first  of  several  rating 


1502 


downgrades.        In  November  2007,  Moody's  downgraded  the  Class  A  notes  six  notches  and  the 


Class  B  notes  seven  notches.1503  By  May  2008,  every  class  of  Orion's  securities  had  been 
downgraded  to  junk  status.1504 

START  CDOs.  Deutsche  Bank  also  underwrote  six  START  CDOs  with  a  combined 
value  of  $5.25  billion  from  June  2005  to  December  2006. 1505  In  one  of  the  deals,  Deutsche  Bank 
worked  with  Elliot  Advisors,  a  hedge  fund  that  bought  the  equity  tranche  in  the  CDO  and 


1496  8/23/2006  email  from  Jeremy  Coon  at  Passport  Management  to  Greg  Lippmann,  DBSI_PSI_EMAIL01603121. 
In  another  email,  when  asked  how  Magnetar  distorted  the  market,  Mr.  Lippmann  responded,  "easy  but  lengthy 
answer  get  him  on  the  phone  and  call  me."  8/31/2006  email  from  Warren  Dowd  at  Deutsche  Bank  to  Greg 
Lippmann,  DBSI_PSI_EMAIL01641089. 

1497  See  Loreley  Financing  v.  Credit  Agricole  Corporate  and  Investment  Bank,  (N.Y.  Sup.),  (10/29/2010).  Orion 
2006-1  is  one  of  two  Magnetar  CDOs  that  are  the  subjects  of  this  lawsuit  filed  by  Loreley  Financing,  a  European- 
based  investment  fund,  and  Credit  Agricole,  a  French  bank.   See  also  "Magnetar  Deals  at  Center  of  New  Lawsuit," 
ProPublica  (10/25/2010),  http://www.propublica.org/article/magnetar-deals-at-center-of-new-lawsuit. 

1498  See  Loreley  Financing  v.  Credit  Agricole  Corporate  and  Investment  Bank,  (N.Y,  Sup.),  (10/29/2010)  (alleging 
Calyon  permitted  Magnetar  to  select  poor  assets  for  the  two  Magnetar  CDOs  and  fraudulently  induced  investors  to 
purchase  the  securities). 

1499  "Magnetar  Gets  Started,"  ProPublica  (4/9/2010),  http://www.propublica.org/article/magnetar-gets-started; 
Loreley  Financing  v.  Credit  Agricole  Corporate  and  Investment  Bank,  (N.Y.  Sup.),  (10/29/2010). 

1500  Loreley  Financing  v.  Credit  Agricole  Corporate  and  Investment  Bank,  (N.Y.  Sup.),  (10/29/2010). 

1501  "Fitch  Rates  Orion  2006-1,  Ltd./LLC,"  BusinessWire  (5/26/2006), 

http://www.thefreelibrary.com/Fitch+Rates+Orion+2006-l,+Ltd.%2FLLC.-a0146274727;  6/9/2006  "$292.5 
Million  of  Debt  Securities  Rated,  $936  Million  of  Senior  Credit  Swap  Risk  Rated,"  Moody's, 
http://v3.moodys.com/viewresearchdoc.aspx?docid=PR_109282. 

1502  Fitch  downgraded  the  CDO's  Class  A  notes  from  AAA  to  AA,  the  Class  B  notes  from  AA  to  A-,  the  Class  C 
notes  from  A  to  BB,  and  the  Class  D  notes  from  BBB  to  B+.  "Fitch  Downgrades  $289MM  of  Orion  2006-1,  Ltd.," 
BusinessWire  (8/21/2007),  http://www.highbeam.com/doc/lGl-167859601.html. 

1503  11/1/2oo7  "Moody's  takes  neg  action  on  Orion  2006-1,"  Moody's, 
http://v3.moodys.com/viewresearchdoc.aspx?docid=PR_143474. 

1504  20/28/2010  "Moody's  lowers  ratings  of  95  Notes  issued  by  56  structured  finance  CDO  transactions,"  Moody's, 
http://v3.moodys.com/viewresearchdoc.aspx?docid=PR_208444. 

1505  They  included  Static  Residential  2005-A  for  $1  billion;  Static  Residential  2005-B  for  $1  billion;  Static 
Residential  2005-C  for  $500  million;  Static  Residential  2006-A  for  $1  billion;  Static  Residential  2006-B  for  $1 
billion;  and  Static  Residential  2006-C  for  $750  million.  Chart,  ABS  CDOs  Issued  by  DBSI  (between  2004  and 
2008),  PSI-Deutsche_Bank-02-0005-23. 
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simultaneously  bought  CDS  protection  against  the  entire  structure,  essentially  shorting  the  deal 
and  betting  that  the  value  of  its  assets  would  fall.1506  On  four  of  the  deals,  Deutsche  Bank 
worked  with  Paulson  Advisors,  a  hedge  fund  that  bought  the  equity  tranche  and  apparently 
shorted  the  rest  of  the  CDO,  while  Deutsche  Bank  sold  the  rest  of  the  securities.1507  An  internal 
Deutsche  Bank  email  explained  one  of  the  2005  START  CDOs  as  follows: 


"The  $1  billion  START  2005-B  trade  was  backed  by  a  static  pool  of  CDS  on  mezzanine 
RMBS  for  Paulson  Advisors  ($4  bin  risk  arb  hedge  fund).  Paulson  retained  the  bottom 
6%  of  the  trade  and  we  sold  the  rest  of  the  capital  structure.  Paulson,  who  came  to  us 
with  the  strong  desire  to  short  the  U.S.  housing  market,  wrote  CDS  on  underlying  ABS 
(over  100  names)  to  DB  [Deutsche  Bank]  and  DB  intermediated  them  into  the  deal."1508 

Mr.  Lamont  told  the  Subcommittee  that  Mr.  Paulson  shorted  the  START  deals,  and  he 
believed  investors  were  aware  of  that  fact.  Mr.  Lamont  told  the  Subcommittee  that 
Mr.  Lippmann's  ABS  desk  shorted  all  of  the  START  CDOs  as  an  intermediary  and  this  was 
confirmed  by  Mr.  Lippmann.  In  an  email  discussing  START  with  a  Deutsche  Bank  colleague, 
Mr.  Lippmann  advised  him  to  buy  protection  for  the  bank  against  START.  He  wrote:  "Start  is 
crap  you  should  short  because  I  bet  we'll  have  to  . . .  buyback  cash  ones  next  year."1509 

Mr.  Lippmann  told  the  Subcommittee  that  Deutsche  Bank  ended  up  losing  a  great  deal  of 
money  on  the  START  deals.  One  Deutsche  Bank  employee  wrote  to  Mr.  Lippmann  regarding 
one  of  the  deals  in  June  2007:  "This  along  with  our  remaining  held  inventory  if  we  can't  sell 
away  we  repack  into  a  CDO  2  balance  sheet  dump  later  this  summer.  Worst  case  we  hold  it  but 
it  is  probably  the  lesser  of  two  evils  (the  greater  evil  being  our  held  START  position)."1510 

(7)  Analysis 

Deutsche  Bank  was  the  fourth  largest  issuer  of  CDOs  in  the  United  States.  It  continued 
to  issue  CDOs  after  mortgages  began  losing  money  at  record  rates,  investor  interest  waned,  and 
its  most  senior  CDO  trader  concluded  that  the  mortgage  market  in  general  and  the  specific 
RMBS  securities  being  included  in  the  bank's  own  CDOs  were  going  to  lose  value.  Mr. 
Lippmann  derided  specific  RMBS  securities  and  advised  his  clients  to  short  them,  at  the  same 
time  his  desk  was  allowing  the  very  same  securities  to  be  included  or  referenced  in  Gemstone  7, 
a  CDO  that  the  bank  was  assembling  for  sale  to  its  clients.  In  fact,  the  bank  was  selling  some 
assets  that  Mr.  Lippmann  believed  contained  "crap."  While  the  Gemstone  CDO  was  constructed 
and  marketed  by  the  bank's  CDO  Desk,  which  is  separate  from  the  trading  desk  controlled  by 
Mr.  Lippmann,  both  desks  knew  of  Mr.  Lippmann's  negative  views.  The  bank  managed  to  sell 
$700  million  in  Gemstone  7  securities  which  then  failed  within  months,  leaving  the  bank's 
clients  with  worthless  investments. 


1506  Subcommittee  interview  of  Michael  Lamont  (9/29/2010). 

1507  Subcommittee  interview  of  Greg  Lippmann  (10/18/2010). 

1508  10/10/2005  email  from  Michael  Raynes  at  Deutsche  Bank  to  Greg  Lippmann,  DBSI_PSI_EMAIL00574452. 

1509  12/i4/2006  email  from  Greg  Lippmann  to  Taranjit  Sabharwal  at  Deutsche  Bank,  DBSI_PSI_EMAIL01895617. 

1510  6/14/2007  email  from  Richard  Kim  at  Deutsche  Bank  to  Greg  Lippmann,  DBSI_PSI_EMAIL02202920. 
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$700  million  in  Gemstone  7  securities  which  then  failed  within  months,  leaving  the  bank's 
clients  with  worthless  investments. 

This  case  history  raises  several  concerns.  The  first  is  that  Deutsche  Bank  allowed  the 
inclusion  of  Gemstone  7  assets  which  its  most  senior  CDO  trader  was  asked  to  review  and  saw 
as  likely  to  lose  value.  Second,  the  bank  sold  poor  quality  assets  from  its  own  inventory  to  the 
CDO.  Third,  the  bank  aggressively  marketed  the  CDO  securities  to  clients  despite  the  negative 
views  of  its  most  senior  CDO  trader,  falling  values,  and  the  deteriorating  market.  Fourth,  the 
bank  failed  to  inform  potential  investors  of  Mr.  Lippmann's  negative  views  of  the  underlying 
assets  and  its  inability  to  sell  over  a  third  of  Gemstone's  securities.  Each  of  these  issues  focuses 
on  the  poor  quality  of  the  financial  product  that  Deutsche  Bank  helped  assemble  and  sell.  Still 
another  concern  raised  by  this  case  history  is  the  fact  that  the  bank  made  large  proprietary 
investments  in  the  mortgage  market  that  resulted  in  multi-billion-dollar  losses  -  losses  that,  in 
this  instance,  did  not  require  taxpayer  relief  but,  due  to  their  size,  could  have  caused  material 
damage  to  both  U.S.  investors  and  the  U.S.  economy. 
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C.  Failing  to  Manage  Conflicts  of  Interest: 
Case  Study  of  Goldman  Sachs 

The  Goldman  Sachs  case  study  shows  how  one  investment  bank  profited  from  the 
collapse  of  the  mortgage  market  and  engaged  in  troubling  and  sometimes  abusive  practices  that 
raise  multiple  conflict  of  interest  concerns.  The  first  part  of  this  case  study  shows  how  Goldman 
used  structured  finance  products,  including  CDO,  CDS,  and  ABX  instruments,  to  take  a 
proprietary  net  short  position  against  the  subprime  mortgage  market.  Reaching  its  peak  at  $13.9 
billion,  Goldman's  net  short  investments  realized  record  gains  for  the  Structured  Products  Group 
in  2007  of  over  $3.7  billion  which,  when  combined  with  other  mortgage  losses,  resulted  in 
overall  net  revenues  for  Goldman's  Mortgage  Department  of  $1.2  billion.  The  second  half  of  the 
case  study  shows  how  Goldman  engaged  in  securitization  practices  that  magnified  risk  in  the 
market  by  selling  high  risk,  poor  quality  mortgage  products  to  investors  around  the  world.  The 
Hudson,  Anderson,  Timberwolf,  and  Abacus  CDOs  show  how  Goldman  used  these  financial 
instruments  to  transfer  risk  associated  with  its  high  risk  assets,  assist  a  favored  client  make  a  $1 
billion  gain,  and  profit  at  the  direct  expense  of  the  clients  that  invested  in  the  Goldman  CDOs.  In 
addition,  the  case  study  shows  how  conflicts  of  interest  related  to  proprietary  investments  led 
Goldman  to  conceal  its  adverse  financial  interests  from  potential  investors,  sell  investors  poor 
quality  investments,  and  place  its  financial  interests  before  those  of  its  clients. 

(1)  Subcommittee  Investigation  and  Findings  of  Fact 

During  the  course  of  its  investigation  into  the  Goldman  Sachs  case  study,  the 
Subcommittee  issued  13  document  subpoenas  as  well  as  multiple  document  request  letters  to 
financial  institutions,  government  agencies,  hedge  funds,  due  diligence  firms,  insurance 
companies,  individuals,  and  others.  The  Subcommittee  obtained  tens  of  millions  of  pages  of 
documents,  including  internal  reports,  memoranda,  correspondence,  spreadsheets,  and  email. 
The  Subcommittee  conducted  over  55  interviews  and  one  deposition,  including  interviews  with  a 
variety  of  senior  executives  and  Mortgage  Department  personnel  at  Goldman  Sachs.  The 
Subcommittee  also  spoke  with  agency  officials,  law  enforcement,  and  industry  and  academic 
experts  in  financial  products  and  securities  law.  On  April  27,  2010,  the  Subcommittee  held  a 
hearing  which  took  testimony  from  Goldman  senior  executives  and  current  and  former 
employees  of  its  Mortgage  Department,  and  released  173  hearing  exhibits.1511  After  that  hearing, 
the  Subcommittee  gathered  additional  information  in  post-hearing  interviews  and  through  post- 
hearing  questions  for  the  record.1512 


"Wall  Street  and  the  Financial  Crisis:  The  Role  of  Investment  Banks,"  before  the  U.S.  Senate  Permanent 
Subcommittee  on  Investigations,  S.Hrg.  11 1-674  (4/27/2010)  (hereinafter  "April  27,  2010  Subcommittee  Hearing"). 

See,  e.g.,  Responses  to  Questions  for  the  Record  from  Goldman  Sachs,  including  Lloyd  C.  Blankfein;  David  A. 
Viniar;  Craig  W.  Broderick;  Daniel  L.  Sparks;  Michael  J.  Swenson;  Joshua  S.  Birnbaum;  and  Fabrice  P.  Tourre, 
PSI_QFR_GS0001-548  [Redacted].   Unredacted  version  maintained  in  the  files  of  the  Subcommittee  [Sealed 
Exhibit].   (Hereinafter  referred  to  as  "Response  to  Subcommittee  QFR.") 
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In  connection  with  the  hearing,  the  Subcommittee  released  a  joint  memorandum  from 
Chairman  Levin  and  Ranking  Member  Coburn  summarizing  the  investigation  to  date  into  the 
role  of  the  investment  banks  in  the  financial  crisis.    The  memorandum  contained  the  following 
findings  of  fact,  which  this  Report  reaffirms,  regarding  the  Goldman  Sachs  case  study. 

1.  Securitizing  High  Risk  Mortgages.  From  2004  to  2007,  in  exchange  for  lucrative 
fees,  Goldman  Sachs  helped  lenders  like  Long  Beach,  Fremont,  and  New  Century, 
securitize  high  risk,  poor  quality  loans,  obtain  favorable  credit  ratings  for  the  resulting 
residential  mortgage  backed  securities  (RMBS),  and  sell  the  RMBS  securities  to 
investors,  pushing  billions  of  dollars  of  risky  mortgages  into  the  financial  system. 

2.  Magnifying  Risk.  Goldman  Sachs  magnified  the  impact  of  toxic  mortgages  on 
financial  markets  by  re-securitizing  RMBS  securities  in  collateralized  debt  obligations 
(CDOs),  referencing  them  in  synthetic  CDOs,  selling  the  CDO  securities  to  investors, 
and  using  credit  default  swaps  and  index  trading  to  profit  from  the  failure  of  the  same 
RMBS  and  CDO  securities  it  sold. 

3.  Shorting  the  Mortgage  Market.  As  high  risk  mortgage  delinquencies  increased,  and 
RMBS  and  CDO  securities  began  to  lose  value,  Goldman  Sachs  took  a  net  short 
position  on  the  mortgage  market,  remaining  net  short  throughout  2007,  and  cashed  in 
very  large  short  positions,  generating  billions  of  dollars  in  gain. 

4.  Conflict  Between  Client  Interests  and  Proprietary  Trading.  In  2007,  Goldman 
Sachs  went  beyond  its  role  as  market  maker  for  clients  seeking  to  buy  or  sell 
mortgage  related  securities,  traded  billions  of  dollars  in  mortgage  related  assets  for  the 
benefit  of  the  firm  without  disclosing  its  proprietary  positions  to  clients,  and 
instructed  its  sales  force  to  sell  mortgage  related  assets,  including  high  risk  RMBS 
and  CDO  securities  that  Goldman  Sachs  wanted  to  get  off  its  books,  and  utilizing  key 
roles  in  CDO  transactions  to  promote  its  own  interests  at  the  expense  of  investors, 
creating  a  conflict  between  the  firm's  proprietary  interests  and  the  interests  of  its 
clients. 

5.  Abacus  Transaction.  Goldman  Sachs  structured,  underwrote,  and  sold  a  synthetic 
CDO  called  Abacus  2007-AC1,  did  not  disclose  to  the  Moody's  analyst  overseeing 
the  rating  of  the  CDO  that  a  hedge  fund  client  taking  a  short  position  in  the  CDO  had 
helped  to  select  the  referenced  assets,  and  also  did  not  disclose  that  fact  to  other 
investors. 

6.  Using  Naked  Credit  Default  Swaps.  Goldman  Sachs  used  credit  default  swaps 
(CDS)  on  assets  it  did  not  own  to  bet  against  the  mortgage  market  through  single 
name  and  index  CDS  transactions,  generating  substantial  revenues  in  the  process. 


378 
(2)  Goldman  Sachs  Background 

Goldman  Sachs  was  established  in  1869  as  an  investment  bank.1513  Originally  a  private 
partnership,  in  1999,  it  became  a  publicly  traded  corporation.  In  2008,  it  converted  to  a  bank 
holding  company.  Its  headquarters  are  located  in  New  York  City,  and  the  firm  manages  about 
$870  billion  in  assets.1514  Goldman  employs  about  14,000  employees  in  the  United  States  and 
32,500  worldwide.  In  2007,  it  reported  net  revenues  of  $1 1.6  billion,  of  which  $3.7  billion  was 
generated  by  the  Structured  Products  Group  in  the  Mortgage  Department,  primarily  as  a  result  of 
its  subprime  investment  activities.1515 

Unlike  other  Wall  Street  banks,  Goldman  has  no  retail  banking  operations.  It  does  not 
accept  deposits  from,  nor  lend  to,  retail  customers,  nor  does  its  broker-dealer  provide  advice  to  or 
execute  trades  on  behalf  of  retail  customers.  Goldman  provides  services  only  to  so-called 
"sophisticated"  institutional  investors,  generally  large  corporations,  financial  services  firms, 
pension  funds,  hedge  funds,  and  a  few  very  wealthy  individuals.1516 

For  most  of  its  history,  Goldman  operated  exclusively  as  an  investment  bank,  providing 
investment  advice  to  corporate  clients,  arranging  and  executing  mergers  and  acquisitions,  and 
arranging  financing  for  customers  through  stock  and  bond  offerings.  After  the  1999  repeal  of  the 
Glass-Steagall  Act,  which  had  restricted  the  activities  that  could  be  engaged  in  by  investment 
banks,  Goldman  expanded  its  operations.1517 

Over  the  last  ten  years,  traditional  investment  banking  activities  have  become  a  small 
percentage  of  Goldman's  business.  Goldman  has  instead  become  primarily  a  Wall  Street  trading 
house,  providing  broker-dealer  services  to  institutional  customers,  acting  as  a  prime  broker  to 
hedge  funds,1518  structuring  and  financing  deals  for  customers  from  its  own  capital,  and 
conducting  proprietary  trading  activities  for  its  own  benefit.  In  the  years  leading  up  to  the 
financial  crisis,  Goldman  became  an  active  investor  and  participant  in  the  deals  and  transactions 
that  it  was  handling  for  clients  as  well  as  selling  to  investors.1519 


The  background  information  about  Goldman  in  this  section  was  taken  from  several  sources.    See  "Profile, 
Goldman  Sachs,"  Reuters.com;  "Profile,  The  Goldman  Sachs  Group,  Inc.,"  Hoovers.com;  4/19/2010,  "A  Brief 
History  of  Goldman  Sachs  -  Timeline,"  Wall  Street  Journal;  1/2010,  "The  Bank  Job,"  Vanity  Fair  (written  with 
cooperation  of  Goldman  Sachs). 

During  2006  and  2007,  Goldman's  headquarters  were  at  85  Broad  Street  in  Manhattan.   In  2010,  the  firm  moved 
its  headquarters  to  200  West  Street  in  Manhattan.    See  "Morgan  Stanley  May  Lease  Old  Goldman  Sachs  Building," 
Bloomberg  (10/18/2010). 

1515  See  Goldman  Sachs  Form  10-K  for  the  fiscal  year  ending  Nov.  30,  2007,  filed  with  the  SEC  on  1/28/2008,  at  64; 
1 1/30/2007  "SPG  Trading  Mortgages  Weekly  Metrics  30-November-2007,"  GS  MBS-E-015646485. 

1516  See  supra  note  1513. 

1517  Id. 

"Prime  brokers"  are  generally  large  broker-dealers  that  provide  a  special  set  of  services  to  special  clients, 
including  securities  lending,  leveraged  trade  execution,  and  cash  management.   See  definition  of  "prime  brokerage" 
at  Investopedia.com. 
1519  See  supra  note  1513. 
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Goldman  Sachs  Mortgage  Department.  In  2006  and  2007,  the  time  period  reviewed  by 
the  Subcommittee,  the  most  senior  Goldman  executives  were  the  Chairman  of  the  Board  and 
Chief  Executive  Officer  Lloyd  Blankfein;  Chief  Operating  Officer  and  Co-President  Gary  Cohn; 
Co-President  Jon  Winkelried;  and  Chief  Financial  Officer  David  Viniar.  Goldman's  Chief  Risk 
Officer,  Craig  Broderick,  was  head  of  the  Market  Risk  Management  &  Analysis  area  of  the  firm, 
which  monitored  and  measured  risk  for  the  firm  as  a  whole  and  for  each  business  unit. 
Goldman's  Treasurer,  Sarah  Smith,  was  in  charge  of  the  Controllers  area  of  the  firm,  which  was 
responsible  for  financial  accounting,  profit  and  loss  statements,  customer  credit,  collateral/margin 
matters,  and  position  valuation  verification.1520 

In  2006  and  2007,  Goldman  Sachs'  operating  activities  were  divided  into  three  segments: 
Investment  Banking,  Trading  and  Principal  Investments,  and  Asset  Management  and  Securities 
Services.1521  The  Trading  and  Principal  Investments  Segment  was  divided  into  three  businesses: 
Fixed  Income,  Currency  and  Commodities  (FICC);  Equities;  and  Principal  Investments.1522  FICC 
had  five  principal  businesses:  commodities;  credit  products;  currencies;  interest  rate  products; 
and  mortgage  related  securities  and  loan  products  and  other  asset  backed  instruments.1523 

In  its  mortgage  business,  Goldman  Sachs  acted  as  a  market  maker,  underwriter, 
placement  agent,  and  proprietary  trader  in  residential  and  commercial  mortgage  related  securities, 
loan  products,  and  other  asset  backed  and  derivative  products.1524  The  Mortgage  Department  was 
responsible  for  buying  and  selling  virtually  all  of  the  firm's  mortgage  related  assets.  It 
originated  and  invested  in  residential  and  commercial  mortgage  backed  securities;  developed, 
traded,  and  marketed  structured  products  and  derivatives  backed  by  mortgages;  and  traded 
mortgage  market  products  on  exchanges.1525 

In  2006  and  2007,  the  head  of  the  Mortgage  Department  was  Daniel  Sparks.  Goldman 
Co-Presidents  Gary  Cohn  and  Jon  Winkelried,  as  well  as  CFO  David  Viniar,  had  been  involved 
in  Mr.  Sparks'  earlier  career  at  Goldman,  and  he  maintained  frequent,  direct  contact  with  them 
regarding  the  Mortgage  Department.1526  In  2006,  Mr.  Sparks  formally  reported  first  to  Jonathan 
Sobel,  who  had  run  the  Mortgage  Department  prior  to  Mr.  Sparks.1527  He  next  reported  to 
Richard  Ruzika,  who  was  then  co-head  of  Commodities.1528  In  late  2006,  Mr.  Sparks  began 
reporting  directly  to  Thomas  Montag,  who  was  co-head  of  Global  Securities  for  the  Americas, 
which  included  both  the  FICC  Division  and  the  Equities  Division.1529  In  mid-2007,  Mr.  Sparks 


1520  Subcommittee  interview  of  David  Viniar  (4/13/2010);  Craig  Broderick  (4/9/2010);  and  Daniel  Sparks 
(4/15/2010). 

1521  2/6/2007  Goldman  Sachs  Form  10-K  filing  with  the  SEC. 

1522  Id. 

1523  Id. 

1524  Id. 

1525  Id. 

Subcommittee  interview  of  Daniel  Sparks  (4/15/10). 

1527  Id. 

1528  Id. 

1529  Id. 
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began  reporting  to  Donald  Mullen,  who  was  head  of  U.S.  Credit  Sales  &  Trading,  and  Mr. 
Mullen  in  turn  reported  to  Mr.  Montag.1530 

The  Mortgage  Department  was  divided  into  seven  different  desks:  (1)  the  Residential 
Whole  Loan  Trading  Desk;  (2)  the  Structured  Product  Group  (SPG)  Trading  Desk;  (3)  the  CDO 
Origination  Desk,  which  also  handled  collateralized  loan  obligations  (CLOs);  (4)  the  Structured 
Product  Syndicate  and  Asset  Backed  Security  (ABS)  Finance  Desk;  (5)  the  Collateralized 
Mortgage  Obligations  (CMO)  and  Derivatives  Desk;  (6)  the  Advisory  Group  Desk;  and  (7)  the 
Commercial  Real  Estate  Loan  Trading  Desk.1531 

The  Residential  Whole  Loan  Trading  Desk  was  headed  by  Kevin  Gasvoda.1532  It  bought 
packages  of  residential  whole  loans;  issued  RMBS  securities  in  the  subprime,  Alt  A  and  prime 
categories;  originated  residential  and  commercial  mortgages;  and  gave  lines  of  credit  to  certain 
selected  mortgage  lenders  in  exchange  for  direct  access  to  pools  of  mortgages  they  originated,  in 
so-called  "conduit"  arrangements.1533 

The  SPG  Trading  Desk  was  headed  by  Michael  Swenson.1534  It  was  further  subdivided 
into  three  different  desks:  the  ABS  Desk,  the  Correlation  Trading  Desk,  and  the  Commercial 
Mortgage  Backed  Securities  (CMBS)  Desk.  The  ABS  Desk  was  also  headed  by  Michael 
Swenson  and  traded  mainly  synthetic  asset  backed  securities,  particularly  RMBS  and  CDO 
securities  and  single  name  CDS  contracts  related  to  RMBS  and  CDOs.  The  ABS  Desk  also  had 
an  important  sub-desk  called  the  ABX  Trading  Desk,  which  was  headed  by  Joshua  Birnbaum, 
and  traded  synthetic  mortgage  backed  securities  based  on  the  ABX  Index.  The  Correlation 
Trading  Desk  was  headed  by  Jonathan  Egol.  It  structured,  marketed,  and  traded  complex 
synthetic  structured  finance  products,  including  a  series  of  23  CDOs  known  as  Abacus.1535  The 
CMBS  Desk  was  headed  by  David  Lehman  and  traded  commercial  mortgage  backed  securities. 
With  the  exception  of  the  Correlation  Desk,  the  SPG  Trading  Desk  was  primarily  devoted  to 
"secondary  trading,"  meaning  the  buying  and  selling  of  pre-existing  asset  backed  securities.  The 
SPG  Trading  Desk  was  also  sometimes  referred  to  as  the  "Mortgage  Secondary  Trading  Desk." 


l\;o 


Id. 


1531  "North  America  Mortgages,"  chart  prepared  by  Goldman  Sachs,  GS  MBS -E-00781 8849  (showing  organization 
of  Mortgage  Department). 

1532  Id. 

1533  See,  e.g.,  6/27/2006  email  from  Brian  O'Brien  to  John  Cassidy,  "Conduit  Sellers  and  u'writing  guides,"  GS 
MBS-E-004060914. 

1534  Subcommittee  interview  of  Michael  Swenson  (4/16/2010). 

1535  4/22/2OIO  Goldman  Sachs  Form  8-K  filing  with  the  SEC.   Of  the  23  Abacus  CDOs,  16  contained  primarily 
mortgage  related  assets. 
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The  CDO  Origination  Desk  was  headed  by  Peter  Ostrem.1536  This  desk  structured  and 
originated  most  of  Goldman's  CDOs  and  CLOs,  excluding  Abacus.  The  CDO  Desk  was 
primarily  an  underwriting  desk  that  arranged  for  the  issuance  of  new  securities  which  had  not  yet 
been  sold  in  the  marketplace.  Because  of  its  underwriting  focus,  the  CDO  Desk's  activities 
required  a  higher  level  of  disclosure  to  customers  regarding  newly  issued  securities  than  was 
ordinarily  required  of  a  secondary  trading  desk,  which  buys  and  sells  only  pre-existing 
securities.1537  Goldman  maintained  an  inventory  of  RMBS  and  CDO  securities  to  carry  out 
activities  for  its  clients  and  proprietary  trading  for  the  firm. 

The  Structured  Product  (SP)  Syndicate  and  ABS  Finance  Desk  was  headed  by  Bunty 
Bohra  and  Curtis  Probst.1538  This  desk  was  often  referred  to  simply  as  the  "Syndicate."  It 
coordinated  Goldman's  sales  efforts  and  the  issuance  of  different  securities  across  different 
desks. 

In  the  middle  of  2007,  the  Mortgage  Department  was  restructured.  One  key  change  was 
that  the  CDO  Origination  Desk  was  moved  into  the  secondary  trading  area  under  the  SPG 
Trading  Desk.  Mr.  Lehman  was  designated  as  head  of  the  CDO  Origination  Desk,  with 
assistance  from  Mr.  Swenson.1539  As  a  result,  the  SPG  Trading  Desk  had  responsibility  for 
selling  new  Goldman-originated  CDO  securities  as  well  as  engaging  in  secondary  trading  of  pre- 
existing CDOs  and  RMBS  securities,  related  credit  default  swaps  (CDS),  ABX  trading, 
correlation  trading,  property  derivatives,  CMBS,  and  other  asset  backed  securities.1540 

In  2006  and  2007,  the  Residential  Whole  Loan  Trading  Desk  underwrote  93  RMBS 
worth  $72  billion.1541  The  CDO  Origination  Desk  acted  as  a  placement  agent  and  underwrote 
approximately  27  mortgage  based  CDOs  worth  $28  billion.1542  Of  the  27  CDOs,  84%  were 
hybrid  CDOs,  15%  were  synthetic,  and  only  about  1%  were  cash  CDOs  with  physical  assets.1543 
The  mortgage-based  CDOs  included  8  CDOs  on  the  Abacus  platform,  with  $5  billion  in  issued 
securities;1544  a  $2  billion  synthetic  CDO  known  as  Hudson  Mezzanine  2006-1;  a  $300  million 
synthetic  CDO  known  as  Anderson  Mezzanine  2007-1;  and  $1  billion  hybrid  CDO  known  as 
Timberwolf  I. 


1536  "North  America  Mortgages,"  chart  prepared  by  Goldman,  GS  MBS -E-0078 18849  (showing  organization  of 
Mortgage  Department).   In  2006,  Mr.  Ostrem  co-headed  the  CDO  Origination  Desk  with  David  Rosenblum,  who 
was  primarily  involved  in  the  CLO  aspects  of  the  desk's  activities.   Mr.  Rosenblum  was  in  the  process  of  leaving  the 
Mortgage  Department  for  a  position  in  the  Credit  business  in  late  2006,  though  he  continued  to  have  some 
responsibilities  with  respect  to  the  CDO  Origination  Desk. 

1537  See  discussion  of  the  disclosure  obligations  of  broker-dealers,  underwriters,  and  placement  agents,  above.  The 
Correlation  Trading  Desk,  which  also  arranged  for  the  issuance  of  new  CDOs  had  the  same  obligations  as  the  CDO 
desk  when  issuing  a  new  CDO. 

1538  "North  America  Mortgages,"  chart  prepared  by  Goldman,  GS  MBS -E-0078 18849  (showing  organization  of 
Mortgage  Department). 

1539  "Mortgages  Organizational  Structure,"  chart  prepared  by  Goldman  Sachs,  GS  MBS-E-010872812. 

1540  Id. 

1541  Undated  chart  prepared  by  Goldman  for  the  Subcommittee,  GS-PSI-00172. 

1542  Undated  chart  prepared  by  Goldman  for  the  Subcommittee,  GS  MBS  0000021 129  and  GS  MBS  0000004276. 

1543  Id. 

1544  Id. 
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(3)  Overview  of  Goldman  Sachs  Case  Study 

This  Report  looks  at  two  activities  undertaken  by  Goldman  in  2006  and  2007.  The  first  is 
Goldman's  intensive  effort,  beginning  in  December  2006  and  continuing  through  2007,  to  profit 
from  the  subprime  mortgage  market  collapse,  particularly  by  shorting  subprime  mortgage  assets. 
The  second  is  how,  in  2006  and  2007,  Goldman  used  mortgage  related  CDOs  to  unload  the  risk 
associated  with  its  faltering  high  risk  mortgage  assets  onto  clients,  help  a  favored  client  make  a 
$1  billion  gain,  and  profit  from  the  failure  of  the  very  CDO  securities  it  sold  to  its  clients. 

These  activities  raise  questions  related  to  Goldman's  compliance  with  its  obligations  to 
provide  suitable  investment  recommendations  to  its  clients  and  disclose  its  material  adverse 
interests  to  potential  investors.  They  also  raise  questions  about  whether  some  of  Goldman's 
incomplete  disclosures  were  deceptive,  and  whether  some  of  its  activities  generated  conflicts  of 
interest  in  which  Goldman  placed  its  financial  interests  before  those  of  its  clients.  They  also 
raise  questions  about  the  high  risk  nature  of  some  structured  finance  products  and  their  role  in 
U.S.  financial  markets. 

(a)  Overview  of  How  Goldman  Shorted  the  Subprime  Mortgage  Market 

Beginning  in  December  2006  and  continuing  through  2007,  Goldman  twice  built  and 
profited  from  large  net  short  positions  in  mortgage  related  securities,  generating  billions  of 
dollars  in  gross  revenues  for  the  Mortgage  Department.  Its  first  net  short  peaked  at  about  $10 
billion  in  February  2007,  and  the  Mortgage  Department  as  a  whole  generated  first  quarter 
revenues  of  about  $368  million,  after  deducting  losses  and  writedowns  on  subprime  loan  and 
warehouse  inventory.1545  The  second  net  short,  referred  to  by  Goldman  Chief  Financial  Officer 
David  Viniar  as  "the  big  short,"1546  peaked  in  June  at  $13.9  billion.  As  a  result  of  this  net  short, 
the  SPG  Trading  Desk  generated  third  quarter  revenues  of  about  $2.8  billion,  which  were  offset 
by  losses  on  other  mortgage  desks,  but  still  left  the  Mortgage  Department  with  more  than  $741 
million  in  profits.1547  Altogether  in  2007,  Goldman's  net  short  positions  from  derivatives 
generated  net  revenues  of  $3.7  billion.1548  These  positions  were  so  large  and  risky  that  the 
Mortgage  Department  repeatedly  breached  its  risk  limits,  and  Goldman's  senior  management 
responded  by  repeatedly  giving  the  Mortgage  Department  new  and  higher  temporary  risk  limits 
to  accommodate  its  trading.1549  At  one  point  in  2007,  Goldman's  Value-at-Risk  measure 


1545  See  net  short  chart  prepared  by  the  Subcommittee,  below;  9/17/2007  Presentation  to  GS  Board  of  Directors, 
Residential  Mortgage  Business  at  5,  GS  MBS-E-001793845,  Hearing  Exhibit  4/27-41;  3/10/2007  email  to  Daniel 
Sparks,  "Mortgage  Presentation  to  the  board,"  GS  MBS-E-013323395,   Hearing  Exhibit  4/27-17. 

1546  7/25/2007  email  from  Mr.  Viniar  to  Mr.  Cohn,  "Private  &  Confidential:  FICC  Financial  Package  07/25/07,"  GS 
MBS-E-009861799,  Hearing  Exhibit  4/27-26. 

1547  10/2007  Global  Mortgages,  Business  Unit  Townhall  at  4-5,  GS  MBS-E-013703463,  Hearing  Exhibit  4/27-47. 

1548  4Q07  Fact  Sheet  prepared  for  David  Viniar,  GS  MBS-E-009724276,  Hearing  Exhibit  4/27-159. 

1549  See  discussion  of  risk  limits,  VAR  measurements,  and  risk  reports,  below. 
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indicated  that  the  Mortgage  Department  was  contributing  54%  of  the  firm's  total  market  risk, 
even  though  it  ordinarily  contributed  only  about  2%  of  its  total  net  revenues.1550 

To  build  its  net  short  positions,  Goldman's  Mortgage  Department  personnel  used 
structured  finance  products  to  engage  in  multiple,  complex  transactions.  Its  efforts  included 
selling  high  risk  loans,  RMBS,  CDO,  ABX,  and  other  mortgage  related  assets  from  its  inventory 
and  warehouse  accounts;  shorting  RMBS  and  CDO  securities,  either  by  shorting  the  assets 
themselves  or  by  taking  the  short  side  of  CDS  contracts  that  referenced  them,  in  order  to  profit 
from  their  fall  in  value;  and  shorting  multiple  other  mortgage  backed  assets  simultaneously, 
including  different  tranches  of  the  ABX  Index,  tranches  of  CDOs,  and  CDS  contracts  on  such 
assets.  To  lock  in  its  profits  after  the  short  assets  fell  in  value,  Goldman  often  entered  into 
offsetting  CDS  contracts  to  "cover  its  shorts,"  as  explained  below.  Senior  Goldman  executives 
directed  and  monitored  these  activities. 

The  evidence  reviewed  by  the  Subcommittee  shows  that  some  of  the  transactions  leading 
to  Goldman's  short  positions  were  undertaken  to  advance  Goldman's  own  proprietary  financial 
interests  and  not  as  a  function  of  its  market  making  role  to  assist  clients  in  buying  or  selling 
assets.  In  the  end,  Goldman  profited  from  the  failure  of  many  of  the  RMBS  and  CDO  securities 
it  had  underwritten  and  sold.  As  Goldman  CEO  Lloyd  Blankfein  explained  in  an  internal  email 
to  his  colleagues  in  November  2007:  "Of  course  we  didn't  dodge  the  mortgage  mess.  We  lost 
money,  then  made  more  than  we  lost  because  of  shorts."1551 

Covering  Shorts  to  Lock  In  Profits.  To  understand  how  Goldman  profited  from  its 
short  positions,  it  is  important  to  understand  references  in  its  internal  documents  to  "covering"  or 
"monetizing"  its  shorts.  When  Goldman  built  its  short  positions,  it  generally  used  CDS  contracts 
to  short  a  variety  of  mortgage  related  securities,  including  individual  RMBS  and  CDO  securities 
and  baskets  of  20  RMBS  securities  identified  in  the  ABX  indices.  Goldman's  shorts  then  gained 
or  lost  value  over  time,  depending  upon  how  the  underlying  referenced  assets  performed  during 
the  same  period. 

Most  CDS  contracts  expire  after  a  specified  number  of  years.  As  explained  earlier, 
during  the  covered  period,  the  short  party  makes  periodic  premium  payments  to  the  opposing 
long  party  in  the  CDO.  The  short  party  is  essentially  betting  that  a  "credit  event"  will  take  place 
during  the  covered  period  that  will  result  in  the  long  party  having  to  provide  it  with  a  large 


1550  Id.  "Value-at-Risk"  or  VAR  is  a  key  risk  measurement  system  used  by  Goldman.   At  a  95%  confidence  level, 
VAR  represents  the  dollar  amount  a  business  unit  could  expect  to  lose  once  every  20  trading  days  or  about  once  per 
month.   Subcommittee  interview  of  Craig  Broderick  (4/9/2010).    See  also  Philippe  Jorion,  "Value  at  Risk:  The  New 
Benchmark  for  Managing  Financial  Risk,"  at  20  (3d  ed.  2007). 

1551  11/18/2007  email  from  Lloyd  Blankfein,  "RE:  NYT,"  GS  MBS-E-009696333,  Hearing  Exhibit  4/27-52. 
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payment  that  outweighs  the  cost  of  the  short  party's  premium  payments.1552  However,  the  short 
party  does  not  have  to  wait  for  a  credit  event  in  order  to  realize  a  gain  on  its  CDS  contract. 

One  possible  alternative  is  for  the  short  party  simply  to  sell  its  short  position  to  another 
party  for  a  profit.  If,  however,  the  short  party  does  not  want  to  sell  or  has  no  ready  buyer,  the 
short  party  can  still  lock  in  a  gain  by  entering  into  a  second,  offsetting  CDS  contract  in  which  it 
takes  the  long  position  on  an  offsetting  asset,  an  action  often  referred  to  as  "covering  the  short." 

In  practice,  there  were  several  different,  technical  methods  for  a  party  to  cover  its  short 
positions.  The  simplest  example  is  if  the  short  party  bought  a  $100,000  CDS  contract  whose 
reference  asset  is  a  single  RMBS  security.  Suppose  after  one  month  the  RMBS  security  performs 
so  poorly  that  the  market  value  of  the  short  position  increases  to  $150,000.  If  the  short  party 
wanted  to  lock  in  the  $50,000  gain,  it  could  do  so  simply  by  entering  into  a  new  offsetting  CDS 
contract,  referencing  the  same  RMBS  security,  in  which  it  takes  the  long  position  with  a  new 
party  who  takes  the  short  position  at  the  new  higher  market  value  of  $150,000.  The  result  would 
be  that  the  original  short  party  would  own  a  short  position  and  a  long  position  that  offset  each 
other,  and  would  lock  in  the  $50,000  difference  in  value  as  profit. 

During  2007,  Goldman  executives  repeatedly  directed  the  Mortgage  Department  to 
"cover  its  shorts"  and  lock  in  the  gains  from  the  increased  value  of  its  short  positions.  When  it 
covered  its  short  positions  by  entering  into  offsetting  contracts,  the  Mortgage  Department 
simultaneously  "monetized"  its  short  positions  -  recorded  the  locked  in  profit.  That  is  because, 
when  it  covered  a  short  by  entering  into  an  offsetting  contract,  the  Mortgage  Department's 
general  practice  was  to  record  a  profit  on  its  books  equal  to  the  gain  on  the  original  short 
position.  Because  the  original  purchase  price  of  the  CDS  was  known  and  fixed,  and  the  new 
higher  price  obtained  in  the  offsetting  transaction  was  known  and  fixed,  the  Mortgage 
Department  was  able  to  capture  the  difference  between  the  two  prices  as  profit. 

Going  Past  Home:  The  First  Net  Short.  Because  Goldman's  activities  were  so  varied 
and  complex  during  the  period  reviewed,  this  overview  provides  a  brief  summary  of  the  key 
events  detailed  in  the  following  sections.  The  review  begins  in  mid  to  late  2006,  when  Goldman 
realized  that  the  market  for  subprime  mortgage  backed  securities  was  beginning  to  decline,  and 
the  large  long  positions  it  held  in  ABX  assets,  loans,  RMBS  and  CDO  securities,  and  other 
mortgage  related  assets  began  to  pose  a  disproportionate  risk  to  both  the  Mortgage  Department 
and  the  firm.1553  In  October  2006,  the  Mortgage  Department  designed  a  synthetic  CDO  called 


1552  Under  standard  CDS  contracts  designed  by  the  International  Swaps  and  Derivatives  Association  (ISDA),  a  credit 
event  is  defined  as  a  (1)  bankruptcy;  (2)  failure  to  pay;  (3)  restructuring;  (4)  repudiation  of  or  moratorium  on 
payment  in  the  event  of  an  authorized  government  intervention;  or  (5)  an  acceleration  of  an  obligation.   Another 
common  credit  event  is  incurring  a  credit  rating  loss. 

1553  See,  e.g.,  10/17/2006-10/18/2006  email  from  Tom  Montag  to  Daniel  Sparks,  "3  things,"   GS  MBS-E- 
010917469  (acquisition  of  a  large  net  long  position  described  as  "slipping]  up  a  bit").   In  an  email  to  Goldman  Co- 
President  Gary  Cohn,  Richard  Ruzika  criticized  the  accumulation  of  the  large  net  long  position:   "You  know  and  I 
know  this  position  was  allowed  to  get  too  big  -  for  the  liquidity  in  the  market,  our  infrastructure,  and  the  ability  of 
our  traders.   That  statement  would  be  the  same  even  if  we  had  gotten  the  market  direction  correct  -  although  the 
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Hudson  Mezzanine  2006-1,  which  included  over  $1.2  billion  of  long  positions  on  CDS  contracts 
to  offset  risk  associated  with  ABX  assets  in  Goldman's  own  inventory  and  another  $800  million 
in  single  name  CDS  contracts  referencing  subprime  RMBS  securities  that  Goldman  wanted  to 
short;  the  Mortgage  Department  then  sold  the  Hudson  securities  to  its  clients.1554  While  this 
CDO  transferred  $1.2  billion  of  subprime  risk  from  Goldman's  inventory  to  its  clients  and  gave 
Goldman  an  opportunity  to  short  another  $800  million  in  RMBS  securities  it  thought  would 
perform  poorly,  the  Mortgage  Department  still  held  billions  of  dollars  of  long  positions  in 
subprime  mortgage  related  assets,  primarily  in  ABX  index  assets.1555 

On  December  14,  2006,  as  Goldman's  mortgage  related  assets  continued  to  lose  value, 
Goldman's  Chief  Financial  Officer,  David  Viniar,  held  a  meeting  with  key  Mortgage  Department 
personnel  and  issued  instructions  for  the  Department  to  "get  closer  to  home."1556  By  "closer  to 
home,"  Mr.  Viniar  meant  for  the  Mortgage  Department  to  assume  a  more  neutral  risk  position, 
one  that  was  neither  substantially  long  nor  short,  but  actions  taken  by  the  Mortgage  Department 
in  response  to  his  instructions  quickly  shot  past  "home,"  resulting  in  Goldman's  first  large  net 
short  position  in  February  2007. 1557 

The  actions  taken  by  the  Mortgage  Department  included  selling  outright  from  its 
inventory  large  numbers  of  subprime  RMBS,  CDO,  and  ABX  assets,  even  at  a  loss,  while 
simultaneously  buying  CDS  contracts  to  hedge  the  long  assets  remaining  in  its  inventory.  The 
Mortgage  Department  also  halted  new  RMBS  securitizations,  began  emptying  its  RMBS 
warehouse  accounts,  and  generally  stopped  purchasing  new  assets  for  its  CDO  warehouse 
accounts.  It  also  purchased  the  short  side  of  CDS  contracts  referencing  the  ABX  index  for  a 
basket  of  AAA  rated  subprime  residential  loans,  as  a  kind  of  "disaster  insurance"  in  the  event 
that  even  AAA  rated  mortgages  started  defaulting. 

Within  about  a  month  of  the  "closer  to  home"  meeting,  in  January  2007,  the  Mortgage 
Department  had  largely  eliminated  or  offset  Goldman's  long  positions  on  subprime  mortgage 
related  assets.  The  Mortgage  Department  then  started  to  build  a  multi-billion-dollar  short 
position  to  enable  the  firm  to  profit  from  the  subprime  RMBS  and  CDO  securities  starting  to  lose 
value.  By  the  end  of  the  first  quarter  of  2007,  the  Mortgage  Department  had  swung  from  a  $6 
billion  net  long  position  in  December  2006,  to  a  $10  billion  net  short  position  in  late  February 


vultures  wouldn't  be  circling.   You  also  know  that  we  probably  would  have  gotten  the  position  correct  had  1  been 
involved  a  year  ago  -  I  probably  would  have  gotten  short  to  protect  our  warehouse  and  general  hedge  against  the 
business  given  our  outlook  in  the  space."   2/5/2007  email  from  Richard  Ruzika  to  Gary  Cohn,  "Are  you  living 
Morgatages?  [sic],"  GS  MBS-E-016165784. 

1554  For  more  information  about  the  Hudson  CDO,  see  below. 

1555  See,  e.g.,  12/7/2006  email  from  Tom  Montag,  GS  MBS-E-009756572  ("I  don't  think  we  should  panic  regarding 
ABX  holdings"). 

1556  12/14/2006  email  from  Daniel  Sparks,  "Subprime  risk  meeting  with  Viniar/McMahon  Summary,"  GS  MBS-E- 
009726498,  Hearing  Exhibit  4/27-3. 

1557  Subcommittee  interview  of  David  Viniar  (4/13/2010). 
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2007,  a  $16  billion  reversal.1558  A  senior  Goldman  executive  later  described  a  net  short  position 
of  $3  billion  in  subprime  mortgage  backed  securities  as  "huge  and  outsized."1559  But  Goldman's 
net  short  position  in  February  2007  was  $10  billion  -  more  than  triple  that  size. 

In  late  February,  Goldman's  Operating  Committee,  a  subcommittee  of  its  Firmwide  Risk 
Committee,  became  concerned  about  the  size  of  the  $10  billion  net  short  position.  The  Firmwide 
Risk  Committee  (FWRC)  was  co-chaired  by  Mr.  Viniar,  and  Messrs.  Cohn  and  Blankfein 
regularly  attended  its  meetings.1560  The  concern  arose,  in  part,  because  the  $10  billion  net  short 
position  had  dramatically  increased  the  Mortgage  Department's  Value-at-Risk  or  "VAR,"  the 
primary  measure  Goldman  used  to  compute  its  risk.  The  Committee  ordered  the  Department  to 
lock  in  its  profits  by  "covering  its  shorts,"  as  explained  above.  The  Mortgage  Department 
complied  by  covering  most,  but  not  all,  of  the  $10  billion  net  short  and  brought  down  its  VAR.  It 
then  maintained  a  relatively  lower  risk  profile  from  March  through  May  2007. 

Attempted  Short  Squeeze.  In  May  2007,  the  Mortgage  Department's  Asset  Backed 
Security  (ABS)  Trading  Desk  attempted  a  "short  squeeze"  of  the  CDS  market  that  was  intended 
to  compel  other  market  participants  to  sell  their  short  positions  at  artificially  low  prices.1561 
Goldman's  ABS  Desk  was  still  in  the  process  of  covering  the  Mortgage  Department's  shorts  by 
offering  CDS  contracts  in  which  Goldman  took  the  long  side.  The  ABS  Desk  devised  a  plan  in 
which  it  would  offer  those  CDS  contracts  to  short  parties  at  lower  and  lower  prices,  in  an  effort 
to  drive  down  the  overall  market  price  of  the  shorts.  As  prices  fell,  Goldman's  expectation  was 
that  other  short  parties  would  begin  to  sell  their  short  positions,  in  order  to  avoid  having  to  sell  at 
still  lower  prices.  The  ABS  Desk  planned  to  buy  up  those  short  positions  at  the  artificially  low 
prices  it  had  caused,  thereby  rebuilding  its  own  net  short  position  at  a  lower  cost.1562  The  ABS 
Desk  initiated  its  plan,  and  during  the  same  period  Goldman  customers  protested  the  lower 
values  assigned  by  Goldman  to  their  short  positions  as  out  of  line  with  the  market.  Despite  the 
lower  prices,  the  parties  who  already  held  short  positions  generally  kept  them  and  did  not  try  to 
sell  them.  In  June,  after  learning  that  two  Bear  Stearns  hedge  funds  specializing  in  subprime 
mortgage  assets  might  collapse,  the  ABS  Desk  abandoned  its  short  squeeze  effort  and 
recommenced  buying  short  positions  at  the  prevailing  market  prices. 

The  Big  Short.  In  mid- June  2007,  the  two  Bear  Stearns  hedge  funds  did  collapse, 
triggering  another  steep  decline  in  the  value  of  subprime  mortgage  assets.  In  response,  Goldman 
immediately  went  short  again,  to  profit  from  the  falling  prices.  Within  two  weeks,  Goldman  had 
massed  a  large  number  of  CDS  contracts  shorting  a  variety  of  subprime  mortgage  assets.  On 


1558  3/10/2007  email  to  Daniel  Sparks,  "Mortgage  Presentation  to  the  board,"  GS  MBS-E-013323395,  Hearing 
Exhibit  4/27-17.    12/13/2006  Goldman  email,  "Subprime  Mortgage  Risk,"  Hearing  Exhibit  4/27-2. 

1559  8/23/2007  email  from  Tom  Montag,  "Current  Outstanding  Notional  SN  ames,"  GS  MBS-E-010621231. 

1560  11/13/2007  Goldman  email,  GS  MBS-E-010023525  (attachment,  11/14/2007  "Tri-Lateral  Combined 
Comments,"  GS  MBS-E-010135693-715  at  695). 

i56i   9/7/2007  Fixed  Income,  Currency  and  Commodities  Annual  Individual  Review  Book,  Self-Review  of  Deeb 
Salem,  GS-PSI-03 157-80  at  72    (hereinafter  "Salem  2007  Self-Review"). 
1562    Id. 
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June  22,  2007,  Goldman's  net  short  position  reached  its  peak  of  approximately  $13.9  billion,  as 
calculated  by  the  Subcommittee.1563  That  total  included  the  $9  billion  in  AAA  ABX  assets  that 
Goldman  had  earlier  acquired  as  "disaster  protection,"  in  case  the  subprime  market  as  a  whole 
lost  value.  The  resulting  net  short,  referred  to  by  Mr.  Viniar  as  the  "big  short,"  was  nearly  40% 
larger  than  its  first  net  short  which  had  peaked  at  $10  billion  in  February  2007. 

To  lock  in  its  profits  on  the  $13.9  billion  short,  the  Mortgage  Department  began  working 
to  cover  its  shorts,  buying  long  assets  and  entering  into  offsetting  CDS  contracts  in  which  it  took 
the  long  position.  On  July  10,  2007,  the  credit  rating  agencies  issued  the  first  of  many  mass  rating 
downgrades  that  affected  hundreds  and  then  thousands  of  RMBS  and  CDO  securities,  whose 
values  began  to  fall  even  more  rapidly.1564  The  Mortgage  Department  was  able  to  purchase  long 
assets  at  a  low  cost,  managed  to  cover  most  of  its  short  positions,  and  locked  in  its  profits.  At  the 
same  time,  the  Mortgage  Department  maintained  a  net  short  position  in  higher  risk  subprime 
RMBS  securities  carrying  credit  ratings  of  BBB  or  BBB-,  betting  that  those  securities  would  lose 
still  more  value  and  produce  still  more  profits  for  the  firm.  In  August,  however,  Goldman  senior 
management  again  became  concerned  about  the  size  of  the  Department's  net  short  position  and  its 
VAR  levels,  which  had  reached  record  levels.  On  August  21,  2007,  Goldman's  Chief  Operating 
Officer  Gary  Cohn  ordered  the  Mortgage  Department  to  "get  down  now." 

Big  Short  Profits.  In  response,  the  Mortgage  Department  began  another  round  of 
covering  its  shorts  and  locking  in  its  profits,  including  the  shorts  referencing  BBB  and  BBB-  rated 
RMBS  securities.  In  the  third  quarter  of  2007,  the  SPG  Trading  Desk  reported  record  revenues 
from  its  short  positions  totaling  $2.8  billion.1565  By  the  end  of  2007,  the  SPG  Trading  Desk  in  the 
Mortgage  Department  recorded  year-end  net  revenues  totaling  $3.7  billion,  which  were  used  to 
offset  losses  on  other  desks,  leaving  the  Mortgage  Department  as  a  whole  with  record  net 
revenues  of  over  $1.2  billion  for  the  year.1566  The  head  of  the  SPG  Desk,  Michael  Swenson,  later 
wrote  that  2007  was  "the  [year]  I  am  most  proud  of  to  date,"  because  of  the  "extraordinary 
profits"  from  the  short  positions  he  had  advocated.1567    His  colleague,  Joshua  Birnbaum  who 
headed  the  ABX  Desk  within  SPG,  also  reviewed  the  year  in  terms  of  the  profitable  short 
positions  it  built.  He  wrote:  "The  prevailing  opinion  within  the  department  was  that  we  should 
just  'get  close  to  home'  and  pare  down  our  long,"  but  he  decided  his  ABS  Desk  should  "not  only 


1563  See  chart  entitled,  "Goldman  Sachs  Mortgage  Department  Total  Net  Short  Position,  February-December  2007  in 
$  Billions,"  prepared  by  the  Permanent  Subcommittee  on  Investigations,  Hearing  Exhibit  4/27-162  (April  2010 
version),  updated  January  201 1  (updated  version),  derived  from  Goldman  Sachs  Mortgage  Strategies,  Mortgage 
Dept  Top  Sheets  provided  by  Goldman  Sachs  (hereinafter  "PSI  Net  Short  Chart"),  See  Section  C(4)(g). 

1564  For  more  information  about  the  mass  rating  downgrades,  see  Chapter  V,  above.   See  also  7/10/2007  Goldman 
email,  "GS  Cashflow/Abacus  CDOs  Mentioned  in  S&P  Report  on  CDO  Exposure  to  Subprime  RMBS,"  GS  MBS-E- 
001837256. 

1565  10/2007  Global  Mortgages,  Business  Unit  Townhall  at  4-5,  GS  MBS-E-013703463,  Hearing  Exhibit  4/27-47. 

1566  Quarterly  Breakdown  of  Mortgage  P/L,  GS  MBS-E-009713204  at  205.   Goldman's  gross  revenues  from  all 
derivative  products,  without  deduction  of  related  losses,  were  apparently  $5.9  billion.   4Q07  Fact  Sheet  prepared  for 
David  Viniar  (FY07  P&L  [profit  and  loss]:  .  .  .  derivatives  +5.9B),  GS  MBS-E-009724276,  Hearing  Exhibit  4/27- 
159. 

1567  Swenson  self  evaluation,  Hearing  Exhibit  4/27-55b. 
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...  get  flat,  but  get  VERY  short."1568  He  wrote:  "[W]e  implemented  the  plan  by  hitting  on  almost 
every  single  name  CDO  protection  buying  opportunity  in  a  2-month  period.  Much  of  the  plan 
began  working  by  February  as  the  market  dropped  25  points  and  our  very  profitable  year  was 
under  way."  When  the  subprime  mortgage  market  fell  further  in  July  after  the  credit  rating  mass 
downgrades,  he  wrote:  "We  had  a  blow-out  [profit  and  loss]  month,  making  over  $lBln  that 
month."1569 

The  $3.7  billion  in  net  revenues  from  the  SPG's  short  positions  helped  to  offset  other 
mortgage  related  losses,  and,  at  year's  end,  at  a  time  when  mortgage  departments  at  other  large 
financial  institutions  were  reporting  record  losses,  Goldman's  Mortgage  Department  reported 
overall  net  revenues  of  $1.2  billion.1570 

(b)  Overview  of  Goldman's  CDO  Activities 

This  Report  also  examines  four  CDOs  that  Goldman  originated,  underwrote,  and  marketed 
in  the  years  leading  up  to  the  financial  crisis:  Hudson  Mezzanine  2006-1,  Anderson  Mezzanine 
2007-1,  Timberwolf  I,  and  Abacus  2007-AC1.  Hudson  was  conceived  in  2006,  and  issued  its 
securities  in  December  2006,  as  Goldman  began  its  concerted  effort  to  sell  its  mortgage  holdings. 
Anderson,  Timberwolf,  and  Abacus  issued  their  securities  in  2007,  as  RMBS  and  CDO  securities 
were  losing  value,  and  Goldman  was  shorting  the  subprime  mortgage  market. 

During  2007,  as  Goldman  built  and  profited  from  its  net  short  positions  in  the  first  and 
third  quarters  of  the  year,  it  continued  to  design,  underwrite,  and  sell  CDO  securities.  Due  to 
waning  investor  interest,  in  February  2007,  Goldman  conducted  a  review  of  the  CDOs  in  its 
pipeline.  The  Mortgage  Department  decided  to  cancel  four  pending  CDOs,  downsize  another 
two,  and  bring  all  of  its  remaining  CDOs  to  market  as  quickly  as  possible.  Also  in  February  2007, 
the  Mortgage  Department  limited  its  CDO  Origination  Desk  to  carrying  out  only  the  CDO 
transactions  already  underway. 

"Gameplan"  for  CDO  Valuation  Project.  In  the  first  quarter  of  2007,  Goldman's 
Mortgage  Department  worked  to  sell  the  warehouse  assets  from  the  discontinued  CDOs,  the 
securities  issued  by  past  Goldman-originated  CDOs,  and  the  new  securities  from  CDOs  being 
originated  by  Goldman  in  2006  and  2007.  In  May  2007,  as  CDO  sales  slowed  dramatically, 
Goldman  became  concerned  about  the  lack  of  sales  prices  to  establish  the  value  of  its  CDO 
holdings.  Goldman  needed  accurate  values,  not  just  to  establish  its  CDO  sales  prices,  but  also  to 
value  the  CDO  securities  for  collateral  purposes  and  in  compliance  with  Goldman's  policy  of 
using  up-to-date  market  values  for  all  of  its  holdings.1571  On  May  11,  2007,  Goldman  senior 
executives,  including  Mr.  Cohn  and  Mr.  Viniar,  Mortgage  Department  personnel,  controllers,  and 


1568  Birnbaum  self  evaluation,  Hearing  Exhibit  4/27-55c. 

1569  Id. 

1570  Quarterly  Breakdown  of  Mortgage  P/L,  GS  MBS-E-009713204  at  205. 

1571  5/1 1/2007  email  from  Daniel  Sparks,  "You  okay?,"  GS  MBS-E-019659221. 
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others  held  a  meeting  and  developed  a  "Gameplan"  for  a  CDO  valuation  project.1572  The 
Gameplan  called  for  the  Mortgage  Department,  over  the  course  of  about  a  week,  to  use  three 
different  valuation  methods  to  price  all  of  its  CDO  warehouse  assets,  unsold  securities  from  past 
CDOs,  and  new  securities  from  the  CDOs  currently  being  marketed  to  clients.1573 

While  the  CDO  valuation  project  was  underway,  Goldman  senior  executive  Thomas 
Montag  asked  Daniel  Sparks  for  an  estimate  of  how  much  the  firm  would  need  to  write  down  the 
value  of  its  CDO  assets.  Mr.  Sparks  responded  that  "the  base  case  from  traders  is  down  [$]382 
[million]."  He  also  wrote:  "I  think  we  should  take  the  write-down,  but  market  [the  CDO 
securities]  at  much  higher  levels."1574  Another  Goldman  senior  executive,  Harvey  Schwartz, 
expressed  concern  about  selling  clients  CDO  securities  at  one  price  and  then  immediately 
devaluing  them:  "[D]on't  think  we  can  trade  this  with  our  clients  andf  [sic]  then  mark  them  down 
dramatically  the  next  day."1575  At  the  same  time,  Goldman's  Chief  Credit  Risk  Officer  Craig 
Broderick  told  his  staff  to  anticipate  deep  markdowns  and  highlighted  the  need  to  identify  clients 
that  might  suffer  financial  difficulty  if  Goldman  devalued  their  CDO  securities  and  demanded 
they  post  more  cash  collateral. 

On  May  20,  2007,  the  Gameplan  results  were  summarized  in  an  internal  presentation.1576 
It  projected  that  Goldman  would  have  to  take  from  $248  to  $440  million  in  writedowns  on  unsold 
CDO  securities  and  warehouse  assets,  making  it  clear  to  Goldman  executives  that  its  CDO  assets 
were  losing  value  rapidly.1577  In  several  drafts  of  the  presentation,  the  Mortgage  Department  had 
also  written  that  Goldman's  CDOs  were  expected  "to  underperform,"  but  that  statement  was 
removed  from  the  final  presentation  given  to  senior  executives.1578 

Targeted  Sales.  The  Gameplan  also  recommended  a  two-pronged  approach  to  selling  the 
firm's  remaining  CDO  assets.  First,  it  recommended  transfer  of  the  CDO  warehouse  assets  to  the 
Mortgage  Department's  SPG  Trading  Desk  for  further  valuation  and  sale.  Second,  it 
recommended  that  the  Mortgage  Department  use  a  "targeted"  approach  to  sell  off  the  existing  and 


1572  Id.;  5/14/2007  email  from  David  Lehman,  "Gameplan  -  asset  model  analysis,"  GS  MBS-E-001865782  (last 
email  in  a  longer  email  chain). 

1573  Id.;  5/14/2007  email  from  Elisha  Weisel,  "Modelling  Approaches  for  Cash  ABS  CDO/CDOA2,"  GS  MBS-E- 
001863618. 

1574  5/14/2007  email  from  Tom  Montag  to  Daniel  Sparks,  GS  MBS-E-019642797. 

1575  5/1 1/2007  email  from  Harvey  Schwartz  to  Daniel  Sparks,  Tom  Montag,  and  others,  GS  MBS-E-010780864. 

1576  5/20/2007  email,  "Viniar  Presentation  -  Updated,"  GS  MBS-E-01096521 1  (attached  file,  "Mortgages 
Department,  May  2007,"  Goldman  presentation,  GS  MBS-E-010965212);  see  also  5/19/2007  "Mortgages  CDO 
Origination  -  Retained  Positions  &  Warehouse  Collateral,  May  2007,"  Goldman  presentation,  GS  MBS-E- 
010951926. 

1577  5/19/2007  "Mortgages  CDO  Origination  -  Retained  Positions  &  Warehouse  Collateral,  May  2007,"  Goldman 
presentation,  GS  MBS-E-010951926. 

1578  Compare  5/19/2007  "Mortgages  CDO  Origination  -  Retained  Positions  &  Warehouse  Collateral,  May  2007," 
Goldman  presentation,  GS  MBS-E-010951926,  with  5/20/2007  "Mortgages  Department,  May  2007,"  Goldman 
presentation,  GS  MBS-E-010965212. 
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new  securities  from  Goldman-originated  CDOs,  naming  four  hedge  funds  as  the  primary  targets 
and  providing  a  list  of  another  35  clients  as  secondary  targets.1579 

At  the  same  time,  Mr.  Sparks  named  David  Lehman,  a  commercial  mortgage  backed 
securities  trader,  as  the  new  head  of  the  CDO  Origination  Desk.  Shortly  thereafter,  Goldman 
dismantled  the  CDO  Origination  Desk  and  moved  all  remaining  CDO  securities  to  the  SPG 
Trading  Desk,  where  he  was  based.  The  SPG  Trading  Desk,  which  was  a  secondary  trading  desk 
and  had  little  experience  with  underwriting,  assumed  responsibility  for  marketing  the  remaining 
unsold  Goldman-originated  CDO  securities.  The  SPG  Trading  Desk's  lack  of  underwriting 
experience  meant  that  it  was  less  familiar  with  the  obligations  of  underwriters  and  placement 
agents  to  disclose  all  material  adverse  interests  to  potential  investors. 

The  SPG  Trading  Desk  worked  with  Goldman's  sales  force  to  market  the  CDO  securities. 
Goldman  employed  "hard  sell"  tactics,  repeatedly  urging  its  sales  force  to  sell  the  CDO  securities 
and  target  clients  with  limited  CDO  familiarity.1580  After  trying  the  Gameplan's  "targeted"  client 
approach  during  May,  June,  and  July  2007,  the  Mortgage  Department  switched  back  to  issuing 
sales  directives  or  "axes"  to  its  entire  sales  force,  including  sales  offices  abroad.  Axes  on  CDOs 
generally  went  out  at  weekly  or  monthly  intervals,  identified  specific  CDO  securities  as  top  sales 
priorities,  and  offered  additional  financial  incentives  for  selling  them.  Despite  the  CDOs' 
declining  value,  the  sales  force  succeeded  in  selling  some  of  the  CDO  securities,  primarily  to 
clients  in  Europe,  Asia,  Australia,  and  the  Middle  East,  but  was  unable  to  sell  all  of  them. 

The  four  CDOs  that  the  Subcommittee  examined  illustrate  a  variety  of  conflict  of  interest 
issues  related  to  how  Goldman  designed,  marketed,  and  administered  them. 

Hudson  Mezzanine  2006-1.  Hudson  Mezzanine  2006-1  (Hudson  1)  was  a  $2  billion 
synthetic  CDO  comprised  of  $1.2  billion  in  ABX  assets  from  Goldman's  own  inventory,  and  $800 
million  in  single  name  CDS  contracts  on  subprime  RMBS  and  CDO  securities  that  Goldman 
wanted  to  short.    It  was  called  a  "mezzanine"  CDO,  because  the  referenced  RMBS  securities 
carried  the  riskier  credit  ratings  of  BBB  or  BBB-.  Goldman  used  the  CDO  to  transfer  the  risk 
associated  with  its  ABX  assets  to  investors  that  bought  Hudson  1  securities.  Goldman  also  took 
100%  of  the  short  side  of  the  CDO,  which  meant  that  it  would  profit  if  any  of  the  Hudson 
securities  lost  value.  In  addition,  Goldman  exercised  complete  control  over  the  CDO  by  playing 
virtually  every  key  role  in  its  establishment  and  administration,  including  the  roles  of  underwriter, 
initial  purchaser  of  the  issued  securities,  senior  swap  counterparty,  credit  protection  buyer, 
collateral  put  provider,  and  liquidation  agent. 


1579  5/19/2007  "Mortgages  CDO  Origination  -  Retained  Positions  &  Warehouse  Collateral,  May  2007,"  Goldman 
presentation,  GS  MBS-E-010951926;  5/20/2007  email  from  Lee  Alexander  to  Daniel  Sparks,  Donald  Mullen,  Lester 
Brafman,  Michael  Kaprelian,  "Viniar  Presentation  -  Updated,"  GS  MBS-E-01096521 1  (attached  file  "Mortgages 
V4.ppt,"  "Mortgages  Department,  May  2007,"  GS  MBS-E-010965212). 

1580  See  discussions  of  Hudson,  Anderson,  Timberwolf,  and  Abacus  sales  efforts,  below. 
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Goldman  began  marketing  Hudson  1  securities  in  October  2006,  soliciting  clients  to  buy 
Hudson  securities.  It  did  not  fully  disclose  to  potential  investors  material  facts  related  to 
Goldman's  investment  interests,  the  source  of  the  CDO's  assets,  and  their  pricing.  The  Hudson  1 
marketing  materials  stated  prominently,  for  example,  that  Goldman's  interests  were  "aligned"  with 
investors,  because  Goldman  was  buying  a  portion  of  the  Hudson  1  equity  tranche.1581  In  its 
marketing  materials,  Goldman  did  not  mention  that  it  was  also  shorting  all  $2  billion  of  Hudson's 
assets  -  an  investment  that  far  outweighed  its  $6  million  equity  share  and  which  was  directly 
adverse  to  the  interests  of  prospective  investors.  In  addition,  the  marketing  materials  stated  that 
Hudson  1  's  assets  were  "sourced  from  the  Street"  and  that  it  was  "not  a  balance  sheet  CDO."1582 
However,  $1.2  billion  of  the  Hudson  assets  had  been  selected  solely  to  transfer  risk  from  ABX 
assets  in  Goldman's  own  inventory. 

Goldman  also  did  not  disclose  in  the  materials  that  it  had  priced  the  assets  without  using 
any  actual  third  party  sales.  The  absence  of  arm's  length  pricing  was  significant,  because  the 
Hudson  CDO  was  designed  to  short  the  ABX  Index  using  single  name  RMBS  securities,  and  there 
was  a  pricing  mismatch  between  the  two  types  of  assets.1583  Goldman  not  only  determined  the 
pricing  for  the  RMBS  securities  purchased  by  Hudson  1,  but  retained  the  profit  from  the  pricing 
differential.  The  marketing  materials  did  not  inform  investors  of  Goldman's  role  in  the  pricing,  the 
pricing  methodology  used,  or  the  gain  it  afforded  to  Goldman.  In  addition,  the  marketing  materials 
stated  Hudson  1  was  "not  a  balance  sheet"  CDO,  without  disclosing  that  Hudson  had  been 
designed  from  its  inception  to  remove  substantial  risk  from  Goldman's  balance  sheet. 

The  Hudson  1  Offering  Circular  contained  language  that  may  have  also  misled  investors 
about  Goldman's  true  investment  interest  in  the  CDO.  The  Offering  Circular  stated: 

"[Goldman  Sachs  International]  and/or  any  of  its  affiliates  may  invest  and/or  deal,  for  their 
own  respective  accounts  for  which  they  have  investment  discretion,  in  securities  or  in  other 
interests  in  the  Reference  Entities,  in  obligations  of  the  Reference  Entities  or  in  the  obligors 
in  respect  of  any  Reference  Obligations  or  Collateral  Securities  ...  ,  or  in  credit  default 
swaps  ...  ,  total  return  swaps  or  other  instruments  enabling  credit  and/or  other  risks  to  be 
traded  that  are  linked  to  one  or  more  Investments."1584 

This  provision  seems  to  inform  investors  that  Goldman  "may  invest"  for  its  own  account  in  the 
CDO's  securities,  reference  obligations,  or  CDS  contracts,  while  withholding  the  fact  that,  by  the 
time  the  Offering  Circular  had  been  drafted,  Goldman  had  already  determined  to  take  100%  of  the 
short  position  in  the  CDO,  an  investment  which  was  directly  adverse  to  the  interests  of  Hudson 
securities  investors. 


1581  10/2006  Goldman  Sachs  report,  "Hudson  Mezzanine  Funding,  2006-1,  LTD.,"  at  4,  GS  MBS-E-009546963, 
Hearing  Exhibit  4/27-87. 

1582  Id. 

1583  For  more  information  on  this  pricing  mismatch,  see  the  Hudson  discussion,  below. 

1584  12/3/2006  Hudson  Mezzanine  2006-1,  LTD.  Offering  Circular,  GS  MBS- E-021821 196  at  251  (emphasis 
added). 
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Once  Hudson  issued  its  securities,  Goldman  placed  a  priority  on  selling  them,  and  delayed 
the  issuance  of  a  CDO  on  behalf  of  another  client  in  order  to  facilitate  Hudson  sales.  Goldman 
sales  representatives  reported  that  clients  expressed  skepticism  regarding  the  quality  of  the  Hudson 
assets,  but  Goldman  continued  to  promote  the  sale  of  the  CDO. 

In  2008,  as  Hudson's  assets  lost  value  and  received  rating  downgrades  from  the  credit 
rating  agencies,  Goldman,  in  its  role  as  liquidation  agent,  was  tasked  with  selling  those  assets  to 
limit  losses  to  the  long  investors.  The  major  Hudson  investor,  Morgan  Stanley,  pressed  Goldman 
to  do  just  that.  Goldman,  however,  delayed  selling  the  assets  for  months.  As  the  assets  dropped  in 
value,  Goldman's  short  position  increased  in  value.  Morgan  Stanley's  representative  reported  to  a 
colleague  that  when  Goldman  rejected  the  firm's  request  to  sell  the  poorly  performing  Hudson 
assets,  "I  broke  my  phone."  1585  He  also  sent  an  email  to  the  head  of  Goldman's  CDO  Desk  saying: 
"[0]ne  day  I  hope  I  get  the  real  reason  why  you  are  doing  this  to  me."1586  Morgan  Stanley  lost 
nearly  $960  million  on  its  Hudson  investment. 

Anderson  Mezzanine  2007-1.  Anderson  Mezzanine  2007-1  (Anderson)  was  another 
synthetic  CDO  referencing  BBB  and  BBB-  rated  subprime  RMBS  securities.  It  was  issued  in 
March  2007.  Among  other  roles,  Goldman  served  as  the  CDO's  placement  agent,  initial  purchaser, 
collateral  put  provider,  and  liquidation  agent.  Goldman  hired  another  firm,  a  New  York  hedge 
fund  founded  by  former  Goldman  employees,  GSC  Partners,  to  act  as  the  collateral  manager. 
Goldman  took  a  short  position  on  approximately  40%  of  the  $305  million  in  assets  underlying 
Anderson. 

Anderson  referenced  a  number  of  poor  quality  assets.  Those  assets  had  been  selected  by 
GSC  Partners,  with  the  approval  of  Goldman.  Over  45%  of  the  referenced  subprime  RMBS 
securities  contained  mortgages  originated  by  New  Century,  a  subprime  lender  known  within  the 
industry,  including  Goldman,  for  issuing  poor  quality  loans  and  which  was  experiencing  financial 
problems  while  Anderson  was  being  structured  and  marketed.1587  Inside  Goldman,  staff  were 
aware  of  New  Century's  problems  and  were  taking  action  to  return  substantial  numbers  of 
substandard  loans  purchased  from  New  Century  and  demand  repayment  for  them.1588  Other  assets 
in  the  Anderson  CDO  were  also  performing  poorly,  and  at  one  point,  Goldman  personnel  estimated 


1585  2/6/2008  email  from  John  Pearce  to  Michael  Petrick,  HUD-CDO-00005  146. 

1586  2/7/2008  email  from  John  Pearce  to  David  Lehman,  HUD-CDO-00005 147. 

1587  In  April  2007,  the  month  after  Anderson  issued  its  securities,  New  Century  announced  it  would  have  to  restate 
its  earnings.  It  declared  bankruptcy  soon  after.  For  more  information  about  New  Century,  see  Chapter  IV,  section 
E(2)(c). 

1588  See,  e.g.,  3/2007  Goldman  internal  email,  GS  MBS-E-002146861,  Hearing  Exhibit  4/27-77  ("I  recommend 
putting  back  26%  of  the  pool. ...if  possible.").  See  also  2/2/2007  email  from  Matthew  Nichols  to  Kevin  Gasvoda,  GS 
MBS-E-005556331  ("NC  is  running  a  10%  drop  rate  [due  diligence  drop]  at  ~6  points  /  drop  and  4%  EPD  rate  at 
close  to  20  points.").  2/8/2007  email  from  John  Cassidy  to  Joseph  Ozment,  others,   GS  MBS-E-002045021  ("Given 
the  current  state  of  the  company  I  am  no  longer  comfortable  with  the  practice  of  taking  loans  with  trailing  docs  .  .  . 
that  we  need  in  order  to  conduct  compliance  testing.  .  ."). 
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its  warehouse  assets  had  fallen  in  value  by  $22  million.1589  Due  to  the  asset  quality  problems,  the 
Mortgage  Department  head,  Daniel  Sparks,  initially  decided  to  cancel  Anderson,  but  later  changed 
his  mind  and  decided  to  market  the  CDO  as  quickly  as  possible,  using  the  $305  million  in  assets 
already  in  its  warehouse  account,  rather  than  wait  to  accumulate  all  of  the  $500  million  in  assets 
initially  planned. 

When  Anderson  issued  its  securities  in  March  2007,  Goldman  placed  a  high  priority  on 
selling  them,  even  delaying  another  CDO  -  Abacus  2007-AC 1  which  was  being  organized  at  the 
request  of  the  Paulson  hedge  fund  -  to  allow  its  sales  force  to  concentrate  on  promoting  Anderson. 
Potential  investors  raised  questions  about  the  quality  of  its  underlying  assets,  especially  the  New 
Century  loans,  and  Goldman  provided  its  sales  representatives  with  talking  points  to  dispel 
concerns  about  the  New  Century  assets.  When  one  client  asked  how  Goldman  had  gotten 
"comfortable"  with  the  New  Century  loans,  Goldman  did  not  disclose  to  the  client  its  own  negative 
views  of  New  Century  loans  or  that  it  had  40%  of  the  short  side  of  the  CDO. 

Goldman  marketed  Anderson  securities  to  a  number  of  its  clients,  including  pension  funds, 
and  recommended  using  Anderson  securities  as  collateral  security  in  other  CDOs.1590  In  the  end, 
Goldman  sold  only  $102  million  or  about  one  third  of  the  Anderson  securities.1591  Seven  months 
after  the  securities  were  issued,  they  suffered  their  first  credit  rating  downgrade.  Currently,  all  of 
the  Anderson  securities  have  been  reduced  to  junk  status,  and  the  Anderson  investors  have  lost 
virtually  their  entire  investments. 

Timberwolf  I  CDO.  Timberwolf  I  was  a  $1  billion  hybrid  CDO2  transaction  that 
referenced  single -A  rated  securities  from  other  CDOs.  Those  CDO  securities  referenced,  in  turn, 
RMBS  securities  carrying  lower  credit  ratings,  primarily  BBB.  Altogether,  Timberwolf  referenced 
56  unique  CDO  securities  that  had  over  4,500  unique  underlying  assets.  Goldman  served  as  the 
CDO's  placement  agent,  initial  purchaser,  collateral  put  provider,  and  liquidation  agent.  It  also 
hired  a  hedge  fund  with  former  Goldman  employees,  Greywolf  Capital  Management,  to  act  as  the 
collateral  manager.  Greywolf  selected  the  CDO's  assets,  with  Goldman's  approval.  Goldman  took 
a  short  position  on  approximately  36%  of  the  $1  billion  in  assets  underlying  Timberwolf1592 

Timberwolf  s  securities  began  losing  value  almost  as  soon  as  they  were  purchased.  In 
February  2007,  Goldman's  Mortgage  Department  head  told  a  senior  executive  that  Timberwolf 
was  one  of  two  deals  "to  worry  about."  He  also  wrote  that  the  assets  in  the  Timberwolf  warehouse 
account  had  declined  so  much  in  value  that  they  had  already  exhausted  Greywolf  s  responsibility  to 
pay  a  portion  of  any  warehouse  losses,  and  any  additional  losses  would  be  Goldman's  exclusive 


1589  3/16/2007  GSI  Risk  Committee  Memo,  "GSI  Warehousing  for  Structured  Product  CDOs,"  GS  MBS-E- 
001806010. 

1590  3/12/2007  email  from  Robert  Black  to  Matthew  Bieber  and  others,  GS  MBS-E-000898037. 

1591  See  Goldman  response  to  Subcommittee  QFR  at  PSI_QFR_GS0223  and  PSI_QFR_GS0235. 

1592  Among  other  assets,  Goldman  sold  $15  million  in  certain  Abacus  securities  to  the  Timberwolf  CDO.  Goldman 
held  100%  of  the  short  side  of  the  relevant  Abacus  CDO.  Its  sale  of  the  Abacus  securities  meant  that  Goldman  held 
the  short  side  of  those  assets,  while  Timberwolf  investors  took  the  long  side. 
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obligation.1593  Goldman  rushed  Timberwolf  to  market,  and  it  closed  on  March  27,  2007, 
approximately  six  weeks  ahead  of  schedule.1594  Almost  as  soon  as  the  Timberwolf  securities  were 
issued,  they  too  began  to  lose  value. 

Despite  doubts  about  its  performance  and  asset  quality,  Goldman  engaged  in  an  aggressive 
campaign  to  sell  the  Timberwolf  securities.  As  part  of  its  tactics,  Mr.  Lehman  instructed  Goldman 
personnel  not  to  provide  written  information  to  investors  about  how  Goldman  was  valuing  or 
pricing  the  Timberwolf  securities,  and  its  sales  force  offered  no  additional  assistance  to  potential 
investors  trying  to  evaluate  the  4,500  underlying  assets.  Mr.  Sparks  and  Mr.  Lehman  sent  out 
numerous  sales  directives  or  "axes"  to  the  Goldman  sales  force,  stressing  that  Timberwolf  was  a 
priority  for  the  firm.1595  In  April,  Mr.  Sparks  suggested  issuing  "ginormous"  sales  credits  to  any 
salesperson  who  sold  Timberwolf  securities,  only  to  find  out  that  large  sales  credits  had  already 
been  offered.1596  In  May,  while  Goldman  was  internally  lowering  the  value  of  Timberwolf,  it 
continued  to  sell  the  securities  at  a  much  higher  price  than  the  company  knew  it  was  worth.  At  one 
point,  a  member  of  the  SPG  Trading  Desk  issued  an  email  to  clients  and  investors,  advising  them 
that  the  market  was  rebounding  and  the  downturn  was  "already  a  distant  memory."1597  Goldman 
also  began  targeting  Timberwolf  sales  to  "non-traditional"  buyers  and  those  with  little  CDO 
familiarity,  such  as  increasing  its  marketing  efforts  in  Europe  and  Asia. 

On  June  18,  2007,  Goldman  sold  $100  million  worth  of  Timberwolf  securities  to  an 
Australian  hedge  fund,  Basis  Capital.  Just  16  days  later,  on  July  4,  Goldman  informed  Basis 
Capital  that  the  securities  had  lost  value,  and  it  had  to  post  additional  cash  collateral  to  secure  its 
CDS  contract.  On  July  12,  Goldman  told  Basis  Capital  that  the  value  had  dropped  again,  and  still 
more  collateral  needed  to  be  posted.  In  less  than  a  month,  the  value  of  Timberwolf  had  fallen  by 
$37.5  million.  Basis  Capital  posted  the  additional  capital,  but  soon  after  declared  bankruptcy.    On 
June  1,  Goldman  Sachs  sold  $36  million  in  Timberwolf  securities  to  a  Korean  life  insurance 
company,  Hungkuk  Life,  that  had  little  familiarity  with  the  product.  The  head  of  the  Korean  sales 
office  said  his  office  was  willing  to  sell  the  company  additional  securities,  if  assured  the  office 
would  receive  a  7%  sales  credit.  Goldman  agreed,  and  said  "get  'er  done."  The  sales  office  sold 
another  $56  million  in  Timberwolf  securities  to  the  life  insurance  company  which  paid  $76  per 
share  when  Goldman's  internal  value  for  the  security  was  $65.  Within  ten  days  of  that  sale, 
Thomas  Montag,  a  senior  Goldman  executive,  sent  an  email  to  the  Mortgage  Department  head, 
Daniel  Sparks,  stating:  "boy  that  timeberwof  [Timberwolf]  was  one  shitty  deal."1598  Despite  that 
comment,  Goldman  continued  to  market  Timberwolf  securities  to  its  clients. 


1593  2/26/2007  email  between  Tom  Montag  and  Daniel  Sparks,  GS  MBS-E-019164806. 

1594  3/2007  Goldman  internal  email  chain,  GS  MBS-E-001800634. 

1595  See,  e.g.,  6/2007-8/2007  Goldman  internal  emails,  "Timberwolf  Sales  Efforts,"  Hearing  Exhibit  4/27-166; 
3/2007  Goldman  internal  email,  "GS  Syndicate  Structured  Product  CDO  Axes,"   Hearing  Exhibit  4/27-100. 

1596  4/19/2007  email  chain  between  Daniel  Sparks  and  Bunty  Bohra,  GS  MBS-E-010539324,  Hearing  Exhibit  4/27- 
102  (Mr.  Bohra  responds,  "[w]e  have  done  that  with  Timberwolf  already."). 

1597  5/14/2007  email  from  Edwin  Chin,  GS  MBS-E-012553986. 

1598  6/2007  Goldman  internal  email  to  Daniel  Sparks,  Hearing  Exhibit  4/27-105. 
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Goldman  had  also  arranged  for  its  subsidiary,  Goldman  Sachs  International  (GSI),  to  act  as 
both  the  primary  CDS  counterparty  and  the  collateral  put  provider  in  Timberwolf.1599  Although 
GSI  received  a  fee  for  serving  as  the  collateral  put  provider,  GSI  began  to  refuse  to  approve 
Timberwolf  s  purchase  of  new  collateral  securities  whose  values  might  decline  below  par  value 
and  put  Goldman  at  risk  of  having  to  make  up  the  difference.  Instead,  GSI  pressured  Timberwolf 
to  keep  its  collateral  in  cash,  even  though  an  internal  Goldman  analysis  had  confirmed  that  cash 
collateral  produced  lower  returns  for  Timberwolf  investors  than  collateral  securities.  When 
Greywolf  objected  to  this  practice,  Goldman  backed  down  and  allowed  the  purchase  of  a  narrow 
range  of  very  safe,  short  term  asset  backed  securities  as  collateral. 

In  the  fall  of  2007,  a  Goldman  analyst  provided  executives  with  a  price  history  for 
Timberwolf  A2  securities.  It  showed  that,  in  five  months,  Timberwolf  securities  had  lost  80%  of 
their  value,  falling  from  $94  in  March  to  $15  in  September.  Upon  receiving  the  pricing  history,  the 
Timberwolf  deal  captain,  Matthew  Bieber,  wrote  that  March  27  -  the  day  Timberwolf  issued  its 
securities  -  was  "a  day  that  will  live  in  infamy."1600  Timberwolf  was  liquidated  in  2008. 

Abacus  2007- AC1.  Abacus  2007-AC1  was  a  $2  billion  synthetic  CDO  that  referenced 
BBB  rated  mid  and  subprime  RMBS  securities  issued  in  2006  and  early  2007.  It  was  a  static  CDO, 
meaning  once  selected,  its  reference  obligations  did  not  change.  It  was  the  last  in  a  series  of  16 
Abacus  CDOs  that  referenced  primarily  mortgage  backed  assets  and  were  designed  by  Goldman. 
Those  Abacus  CDOs  were  known  as  single  tranche  CDOs,  structures  pioneered  by  Goldman  to 
provide  customized  CDOs  for  clients  interested  in  assuming  a  specific  type  and  amount  of 
investment  risk.  They  enabled  the  client  to  select  the  assets,  the  size  of  the  investment,  the  amount 
of  subordination  or  cushion  before  the  securities  would  be  exposed  to  loss,  and  could  be  issued 
with  a  single  tranche.1601  The  Abacus  CDOs  also  enabled  investors  to  short  a  selected  group  of 
RMBS  or  CDO  securities  at  the  same  time.  Goldman  used  the  Abacus  CDOs  not  only  to  sell  short 
positions  to  investors,  but  also  as  a  way  for  Goldman  itself  to  short  mortgage  assets  in  bulk.1602 

Abacus  2007-AC 1  was  the  first  and  only  Abacus  transaction  in  which  Goldman  allowed  a 
third  party  client  to  essentially  "rent"  its  CDO  structure  and  play  a  direct,  principal  role  in  the 


1599  In  synthetic  CDOs,  the  cash  proceeds  from  the  sales  of  the  CDO  securities  were  used  to  purchase  "collateral 
debt  securities."   Later,  when  cash  was  needed  to  make  payments  to  a  long  or  short  party,  those  collateral  securities 
were  sold,  and  the  cash  was  used  to  make  the  payments.   In  the  event  the  collateral  securities  used  to  pay  the  short 
party  (called  "default  swap  collateral")  could  not  be  sold  for  face  (par)  value,  Goldman,  the  short  party,  absorbed  the 
loss,  effectively  serving  as  the  default  swap  collateral  put  provider.   For  more  information,  see  discussion  of 
Goldman's  actions  taken  while  the  collateral  put  provider  of  Timberwolf,  below. 

1600  9/17/2007  email  from  Matthew  Bieber  to  Christopher  Creed,  GS  MBS-E-000766370,  Hearing  Exhibit  4/27-106. 

1601  6/2007  Goldman  document,  "CDO  Platform  Overview,"  at  31,  GS  MBS-E-001918722  ("ABACUS  is  the 
Goldman  brand  name  for  single-tranche  CLN  [credit  linked  note]  issuances  referencing  portfolios  comprised  entirely 
of  structured  products.");  4/2006  Goldman  presentation  "Overview  of  Structured  Products,"  GS  MBS-E-016067482. 

1602  3/12/2007  Goldman  internal  memorandum  to  Mortgage  Capital  Committee,  "ABACUS  Transaction  sponsored 
by  ACA,"  GS  MBS-E-002406025,  Hearing  Exhibit  4/27-1 18. 
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selection  of  the  assets.  Goldman  did  not  itself  intend  to  invest  in  the  CDO.1603  Instead,  it 
functioned  primarily  as  an  agent,  earning  fees  for  its  roles  in  structuring,  underwriting,  and 
administering  the  CDO.  Those  roles  included  Goldman's  acting  as  the  placement  agent,  collateral 
securities  selection  agent,  and  collateral  put  provider.  Unlike  previous  Abacus  CDOs,  Goldman 
employed  a  third  party  to  serve  as  the  portfolio  selection  agent,  essentially  using  that  agent  to 
promote  sales  and  mask  the  role  of  its  client  in  the  asset  selection  process. 

Goldman  originated  Abacus  2007-AC1  in  response  to  a  request  by  Paulson  &  Co.  Inc. 
("Paulson"),  a  hedge  fund  that  was  among  Goldman's  largest  customers  for  subprime  mortgage 
related  assets.  Paulson  had  a  very  negative  view  of  the  mortgage  market,  which  was  publicly 
known,  and  wanted  Goldman's  assistance  in  structuring  a  transaction  that  would  allow  it  to  take  a 
short  position  on  a  portfolio  of  subprime  mortgage  assets  that  it  believed  were  likely  to  perform 
poorly  or  fail.  Goldman  allowed  Paulson  to  use  the  Abacus  CDO  for  that  purpose.  In  entering  into 
that  arrangement  with  Paulson  and  simultaneously  acting  as  the  placement  agent  responsible  for 
marketing  the  Abacus  securities  to  long  investors,  Goldman  created  a  conflict  of  interest  between 
itself  and  the  investors  it  would  be  soliciting  to  buy  the  Abacus  securities. 

Paulson  established  a  set  of  criteria  to  select  the  reference  assets  for  the  Abacus  CDO  to 
achieve  its  investment  objective.1604  After  establishing  those  parameters,  Paulson  worked  with  the 
actual  portfolio  section  agent  to  select  the  assets.  Documents  show  that  Paulson  proposed, 
substituted,  rejected,  and  approved  assets  for  the  reference  portfolio.  Goldman  was  aware  of 
Paulson's  investment  objective,  the  role  it  played  in  the  selection  of  the  reference  assets,  and  the 
fact  that  the  selection  process  yielded  a  set  of  poor  quality  assets.  Of  the  final  set  of  90  assets 
referenced  in  the  Abacus  CDO  portfolio,  49  had  been  initially  proposed  by  Paulson.  Yet  Goldman 
did  not  publicly  disclose  the  central  role  played  by  Paulson  in  the  asset  selection  process  or  the  fact 
that  the  economic  interest  held  by  an  entity  actively  involved  in  the  asset  selection  process  was 
adverse  to  the  interest  of  investors  who  would  be  taking  the  long  position. 

ACA  Management  LLC,  the  company  hired  by  Goldman  to  serve  as  the  portfolio  selection 
agent,  told  the  Subcommittee  that,  while  it  knew  Paulson  was  involved,  it  was  unaware  of 
Paulson's  true  economic  interest  in  the  CDO.  The  ACA  Managing  Director  who  worked  on  the 
Abacus  transaction  stated  that  ACA  believed  that  Paulson  was  going  to  invest  in  the  equity  tranche 
of  the  CDO,  thus  aligning  its  interests  with  those  of  ACA  and  other  investors.1605  ACA  and  its 
parent  company  both  acquired  long  positions  in  the  Abacus  CDO  as  did  a  third  investor.  The 
Abacus  securities  lost  value  soon  after  purchase.  The  three  long  investors  together  lost  more  than 


1603  As  collateral  put  provider,  which  it  performed  for  a  fee,  Goldman  did  carry  risk  in  the  Abacus  2007-AC1 
transaction.   In  addition,  shortly  before  the  Abacus  2007-AC1  transaction  closed,  Goldman  agreed  to  take  the  long 
side  of  a  CDS  contract  on  the  performance  of  a  small  portion  of  the  underlying  assets  when  Paulson  wanted  to 
increase  its  short  position  at  the  last  minute.   Goldman  tried  to  find  an  investor  to  assume  its  small  long  position,  but 
was  unable  to  do  so. 

1604  April  27,  2010  Subcommittee  Hearing  at  82. 

1605  Subcommittee  interview  of  Laura  Schwartz  (ACA)  (4/23/2010).  See  also  In  the  Matter  of  Abacus  2007-AC1 
CDO,  File  No.  HO-1091 1  (SEC),  Statement  of  Laura  Schwartz  (January  21,  2010),  ACA  ABACUS  00004406  at 
408.  (hereinafter  "Statement  of  Laura  Schwartz"). 
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$  1  billion,  while  Paulson,  the  sole  short  investor,  recorded  a  corresponding  profit  of  about  $  1 
billion.  Today,  the  Abacus  securities  are  worthless. 

In  addition  to  not  disclosing  the  asset  selection  role  and  investment  objective  of  the  Paulson 
hedge  fund,  Goldman  did  not  disclose  to  investors  how  its  own  economic  interest  was  aligned  with 
Paulson.  In  addition  to  accepting  a  sizable  placement  fee  paid  by  Paulson  for  marketing  the  CDO 
securities,  Goldman  had  entered  into  a  side  arrangement  with  the  hedge  fund  in  which  it  would 
receive  additional  fees  from  Paulson  for  arranging  CDS  contracts  tied  to  the  Abacus  CDO  that 
included  low  premium  payments  falling  within  a  specified  range.1606  While  those  lower  premium 
payments  would  benefit  Paulson  by  lowering  its  costs,  and  benefit  Goldman  by  providing  it  with 
additional  fees,  they  would  also  reduce  the  amount  of  cash  being  paid  into  the  CDO, 
disadvantaging  the  very  investors  to  whom  Goldman  was  marketing  the  Abacus  securities. 
Goldman  nevertheless  entered  into  the  arrangement,  contrary  to  the  interests  of  the  long  investors 
in  Abacus,  and  failed  to  disclose  the  existence  of  the  fee  arrangement  in  the  Abacus  marketing 
materials. 

On  April  16,  2010,  the  SEC  filed  a  complaint  against  Goldman  and  one  of  the  lead 
salesmen  for  the  Abacus  CDO,  Fabrice  Tourre,  alleging  they  had  failed  to  disclose  material  adverse 
information  to  potential  investors  and  committed  securities  fraud  in  violation  of  Section  17(a)  of 
the  Securities  Act  of  1933  and  Section  10(b)  and  Rule  10b-5  of  the  Securities  Exchange  Act  of 
1934.  On  July  14,  2010,  Goldman  reached  a  settlement  with  the  SEC,  admitting: 

"[T]he  marketing  materials  for  the  ABACUS  2007-AC1  transaction  contained  incomplete 
information.  In  particular,  it  was  a  mistake  for  the  Goldman  marketing  materials  to  state 
that  the  reference  portfolio  was  'selected  by'  AC  A  Management  LLC  without  disclosing 
the  role  of  Paulson  &  Co.  Inc.  in  the  portfolio  selection  process  and  that  Paulson's 
economic  interests  were  adverse  to  CDO  investors."1607 

Goldman  agreed  to  pay  a  $550  million  fine. 

The  Hudson,  Anderson,  Timberwolf,  and  Abacus  CDOs  provide  concrete  details  about  how 
Goldman  designed,  marketed,  and  administered  mortgage  related  CDOs  in  2006  and  2007.  The 
four  CDOs  also  raise  questions  about  whether  Goldman  complied  with  its  obligations  to  offer 
suitable  investments  that  it  believed  would  succeed,  and  provide  full  disclosure  to  investors  of 
material  adverse  interests.  They  also  illustrate  a  variety  of  conflicts  of  interest  in  the  CDO 
transactions  that  Goldman  resolved  by  placing  its  financial  interests  and  favored  clients  before 
those  of  its  other  clients. 


1606  3/12/2007  Goldman  memorandum  to  Mortgage  Capital  Committee,  "ABACUS  Transaction  sponsored  by 
ACA,"  GS  MBS-E-002406025-28,  Hearing  Exhibit  4/27-1 18. 

1607  Securities  and  Exchange  Commission  v.  Goldman,  Sachs  &  Co.  and  Fabrice  Tourre,  Case  No.  10-CV-3229, 
(S.D.N.  Y.),  Consent  of  Goldman  Sachs,  (July  14,  2010),  at  2. 
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Each  of  the  four  CDOs  examined  by  the  Subcommittee  presents  conflict  of  interest 
concerns  and  elements  of  deception  related  to  how  information  about  the  CDO  was  presented  to 
investors,  including  disclosures  related  to  the  relevant  CDO's  asset  selection  process,  the  quality 
and  value  of  the  CDO's  assets  and  securities,  and  the  nature  and  size  of  Goldman's  proprietary 
financial  interests.  The  Subcommittee's  investigation  raises  questions  regarding  whether  Goldman 
complied  with  its  obligations  to  disclose  material  information  to  investors,  including  its  material 
adverse  interests,  and  to  refrain  from  making  investment  recommendations  that  are  unsuitable  for 
any  investor  by  recommending  financial  instruments  designed  to  lose  value  and  perform  poorly.  A 
key  issue  underlying  much  of  this  analysis  is  the  structuring  of  and  disclosures  related  to  financial 
instruments  that  enable  an  investment  bank  to  bet  against  the  very  financial  products  it  is  selling  to 
clients. 

(4)  How  Goldman  Shorted  the  Subprime  Mortgage  Market 

Having  provided  an  overview  of  Goldman's  shorting  activities  and  CDO  activities  in  the 
years  leading  up  to  the  financial  crisis,  this  next  section  of  the  Report  provides  detailed  information 
about  how  Goldman  shorted  the  subprime  mortgage  market. 

(a)  Starting  $6  Billion  Net  Long 

By  mid-2006,  Goldman's  Mortgage  Department  had  a  predominantly  pessimistic  view  of 
the  U.S.  subprime  mortgage  market.    According  to  Michael  Swenson,  head  of  the  Mortgage 
Department's  Structured  Products  Group:  "[DJuring  the  early  summer  of  2006  it  was  clear  that  the 
market  fundamentals  in  subprime  and  the  highly  levered  nature  of  CDOs  [were]  going  to  have  a 
very  unhappy  ending."1608 

$6  Billion  Long.  In  mid-2006,  Goldman  held  billions  of  dollars  in  long  subprime 
mortgage  related  securities,  in  particular  the  long  side  of  CDS  contracts  referencing  the  ABX 
Index.  In  September  2006,  Mortgage  Department  head  Daniel  Sparks  and  his  superior,  Jonathan 
Sobel,  initiated  a  series  of  meetings  with  Mr.  Swenson,  head  of  the  Structured  Products  Group 
(SPG),  and  Mr.  Birnbaum,  the  Mortgage  Department's  top  trader  in  ABX  assets,  to  discuss  the 
Department's  long  holdings.1609  In  those  meetings,  they  discussed  whether  the  Asset  Backed 
Security  (ABS)  Trading  Desk  within  SPG  should  get  out  of  its  existing  positions  or  "double- 
down."    After  the  first  meeting,  Mr.  Birnbaum  emailed  Mr.  Swenson: 


1608  9/26/2007  Michael  J.  Swenson  Self-Review,  GS-PSI-02396-401  at  398,  Hearing  Exhibit  4/27-55b.   See  also 
12/14/2006  email  from  Daniel  Sparks  to  Messrs.  Montag  and  Ruzika,  "Subprime  risk  meeting  with  Viniar/McMahon 
Summary,"  GS  MBS-E-009726498,  Hearing  Exhibit  4/27-3  ("there  will  be  very  good  opportunities  as  the  market[] 
goes  into  what  is  likely  to  be  even  greater  distress");  7/13/2006  email  from  Stuart  Bernstein  copied  to  Mr.  Cohn,  GS 
MBS-E-016209254  ("he  believes  the  REIT  market  is  dead.   We  agreed  .  .  .  that  as  the  market  got  worse,  his 
'distressed'  expertise  would  be  more  (not  less)  interesting  to  investors").   See  also  Section  5(a)(iii)  below  regarding 
Goldman  executives'  negative  views  of  the  market  for  subprime  mortgages  and  subprime  mortgage  backed 
securities. 

1609  9/19/2006  email  chain  between  Joshua  Birnbaum  and  Daniel  Sparks,  "ABX,"  GS  MBS-E-012683946. 
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"Sobel  and  Sparks  want  to  know  if  we  should  exit  or  double  down.  We  double  down  if  we 
have  a  structured  place  to  go  with  the  risk.  ...  [W]e  are  going  to  sit  down  with  the  CDO 
guys  and  talk  about  a  deal."1610 

If  the  Department's  existing  long  positions  could  be  transferred  off  SPG's  books  by  finding  a 
"structured  place  to  go  with  the  risk,"  the  ABS  Trading  Desk  would  then  be  free  to  "double  down" 
by  taking  on  new  positions  and  risk. 

That  same  month,  September  2006,  the  ABS  and  CDO  Desks  reached  agreement  on 
constructing  a  new  CDO  to  provide  the  ABS  Desk  with  a  "structured  exit"  from  some  of  its 
existing  investments.  The  result  was  Hudson  Mezzanine  2007-1,  a  CDO  designed  by  Goldman  to 
transfer  to  Hudson  investors  the  risk  associated  with  $1.2  billion  in  net  long  ABX  assets  then  in 
Goldman's  inventory.  The  Hudson  CDO  was  also  designed  to  allow  Goldman  to  short  $800 
million  in  RMBS  securities  to  offset  a  portion  of  its  long  ABX  assets.1611 

In  December  2006,  even  after  the  $2  billion  Hudson  CDO  was  constructed,  the  Mortgage 
Department  calculated  that  it  still  had  a  $6  billion  net  long  position  in  subprime  mortgage  related 
assets.1612  Goldman's  ABX  holdings  continued  to  be  a  major  source  of  its  long  assets. 

Goldman's  Long  ABX  Assets.  In  January  2006,  Goldman,  Deutsche  Bank,  and  several 
other  Wall  Street  firms  launched  the  ABX  Index  which,  for  the  first  time,  allowed  investors  to  use 
standardized  CDS  contracts  to  invest  in  baskets  of  subprime  RMBS  securities.  The  ABX  Index 
measured  the  aggregate  performance  of  a  selected  basket  of  20  RMBS  securitizations,  producing  a 
single  value  that  rose  or  fell  over  time  in  line  with  the  performance  of  the  underlying  RMBS 
securities.1613  Investors  could  enter  into  CDS  contracts  that  used  a  particular  ABX  Index  as  the 
"reference  obligation,"  without  physically  purchasing  or  holding  any  of  the  RMBS  securities  in  the 
underlying  basket.  Because  the  ABX  Index  itself  was  synthetic,  and  did  not  depend  upon  the 
acquisition  of  large  blocks  of  RMBS  securities,  it  enabled  an  unlimited  number  of  investors  to 
make  unlimited  bets  on  the  performance  of  a  group  of  subprime  RMBS  securities,  using 
standardized  contracts  that  could  be  bought  and  sold.    The  ABX  Index  also  made  it  economical  for 
investors  to  short  subprime  RMBS  securities  in  bulk.1614 


1610 


Id. 


1611  Goldman  responses  to  Subcommittee  QFRs  at  PSI_QFR_GS0239.   For  more  information  on  Hudson,  see 
section  C(5)(b)(ii)AA.,  below. 

1612  3/10/2007  email  to  Daniel  Sparks,  "Mortgage  presentation  to  the  Board,"  GS  MBS-E-013323395,  Hearing 
Exhibit  4/27-17  (Mortgage  Department  was  $6  billion  net  long  at  start  of  the  quarter).    12/13/2006  Goldman  email, 
"Subprime  Mortgage  Risk,"  Hearing  Exhibit  4/27-2. 

1613  The  ABX  Index  actually  consisted  of  five  separate  indices.   Each  index  tracked  a  different  set  of  RMBS 
securities  pulled  from  the  20  RMBS  securitizations  in  the  ABX  basket.   The  sets  varied  according  to  their  assigned 
credit  ratings.   One  index  tracked  the  20  RMBS  securities  with  AAA  ratings,  another  tracked  the  20  RMBS 
securities  with  AA  ratings,  and  so  on. 

1614  Subcommittee  interview  of  Joshua  Birnbaum  (10/1/2010);  Subcommittee  interview  of  Rajiv  Kamilla 
(10/12/2010). 
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In  internal  documents,  Goldman  described  itself  as  "the  leader  and  principal  driver  in  the 
creation  of  the  ABX  Index.1615  In  July  2006,  Joshua  Birnbaum,  Rajiv  Kamilla,  David  Lehman, 
and  Michael  Swenson  from  the  Mortgage  Department  nominated  Goldman's  role  in  the  creation  of 
both  the  ABX  and  CMBX  -  a  similar  index  based  on  Commercial  Mortgage  Backed  Securities  - 
for  an  internal  Goldman  award,  called  the  "Mike  Mortara  Award  for  Innovation."1616  That  award 
"recognize[d]  the  creative,  forward-looking,  and  entrepreneurial  contributions  of  an  individual  or 
team"  within  the  equities  or  fixed  income  divisions.1617  The  Mortgage  Department  personnel  wrote 
that  the  new  indices  "enable[d]  market  participants  to  trade  risk  without  ownership  of  the 
underlying  SP  [structured  product]  security  -  thereby  permitting  market  participants  to  efficiently 
go  short  the  risk  of  these  securities."1618  They  also  wrote  that  "Goldman  Dominates  Client  Trading 
Volume"  with  "an  estimated  40%  market  share,  and  also  "dominates  the  inter-dealer  market."1619 
In  2007,  Rajiv  Kamilla,  the  ABS  trader  who  spearheaded  Goldman's  efforts  to  launch  the  ABX 
Index,  wrote  that  he  "[c]ontinued  to  enhance  our  trading  dominance  in  ...  ABX  indices."1620 

While  Mr.  Kamilla  led  Goldman's  efforts  to  develop  the  ABX  Index,  the  firm's  day-to-day 
ABX  trading  was  conducted  primarily  by  Joshua  Birnbaum  on  the  Mortgage  Department's 
Structured  Products  Group  (SPG)  Trading  Desk.1621  Mr.  Birnbaum  had  a  negative  view  of  the 


1615  6/20/2006  email  from  David  Lehman,  "Mortara  Nomination  -  ABX/CMBX  Indices,"  GS  MBS-E-014038810 
(attached  file,  "2006  Mike  Mortara  Award  for  Innovation  Nomination  Template  for  ABX  &  CMBX  Indices,"  GS 
MBS-E-01403881 1  at  6  (hereinafter  "Mortara  Award  Submission")). 

1616  Id.  at  8. 

1617  6/20/2006  email  from  "Equities  and  FICC  Communications"  to  "All  Equities  and  FICC,"  Mike  Mortara  Award  for 
Innovation,"  GS  MBS-E-010879020  [original  email]. 


1618 


Mortara  Award  Submission  at  2. 


1619  Id.  at  3-4.   See  also  8/30/2006  Fixed  Income,  Currency  and  Commodities  Individual  Review  Book  for  Rajiv  K. 
Kamilla,  at  20,  GS-PSI-04064  (hereinafter  "Kamilla  2006  Review");  9/6/2007  Fixed  Income,  Currency  and 
Commodities  Individual  Review  Book  for  Rajiv  K.  Kamilla,  at  19,  GS-PSI-04100  (hereinafter  "Kamilla  2007 
Review"). 

1620  Kamilla  2007  Review  at  19.   In  2007,  Mr.  Kamilla  was  named  a  Managing  Partner  at  Goldman. 

1621  Daniel  Sparks,  the  Mortgage  Department  head,  viewed  Mr.  Birnbaum  as  a  talented  trader,  writing  in  October 
2006:   "Josh  for  EMD  [Extended  Managing  Director]  -  he  is  an  extraordinary  commercial  talent  and  a  key  franchise 
driver.  ...   He  will  make  us  a  lot  of  money."    10/17/2006-10/18/2006  emails  from  Daniel  Sparks,  "3  things,"  GS 
MBS-E-010917469.   Other  Goldman  senior  executives  also  relied  on  his  trading  skills.   See,  e.g.,  2/21/2007  email 
from  David  Lehman,  "ACA/Paulson  Post,"  GS  MBS-E-003813259  (before  approving  the  Abacus  CDO,  Mr. 
Lehman  asked  Mr.  Tourre  to  "[w]alk  josh  through  the  $,  if  that  makes  sense,  let's  go");  6/29/2007  email  from  David 
Lehman,  "ABS  Update,"  GS  MBS-E-01 1 187909  (during  exceptionally  bad  trading  day,  Mr.  Lehman  asked  Mr. 
Swenson,  "Is  Josh  in?   Mr.  Swenson  replied  "No  he  is  in  Spain  -  don't  worry  I  am  fine."). 
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subprime  mortgage  market,  and  favored  the  firm's  building  a  net  short  position.1622  However, 
during  2006,  Goldman's  overall  ABX  position  was  net  long,  not  net  short. 

Goldman  was  net  long  because,  as  a  market  maker  that  helped  launch  the  ABX  Index  in 
2006,  it  facilitated  ABX  trades  for  a  number  of  clients,  and  many  of  those  clients  -  primarily  hedge 
funds  -  went  almost  exclusively  short,  requiring  Goldman  to  take  the  opposing  long  side  of  the 
CDS  contracts  referencing  the  ABX  indices.1623    These  transactions  enabled  Goldman  to  amass  a 
30-40%  market  share  in  ABX  trading  during  its  first  year  of  existence.  But  by  mid-2006,  they  had 
also  contributed  to  the  Mortgage  Department's  net  long  position  in  subprime  mortgage  related 
assets.  When  the  mortgage  market  began  showing  signs  of  strain  in  the  second  half  of  2006,  the 
risks  associated  with  the  firm's  net  long  ABX  position  became  more  of  a  concern.1624  Senior 


1622  Subcommittee  interview  of  Joshua  Birnbaum  (4/22/2010).   Throughout  2006,  Mr.  Birnbaum  was  also  working 
to  develop  a  new  product  for  Goldman,  a  suite  of  home  price  derivatives  that  would  track  the  Case/Schiller  Home 
Price  Indices.   Like  the  ABX  Index,  a  derivative  product  tracking  the  Case/Schiller  Indices  would  enable  investors  to 
bet  on  the  rise  or  fall  in  home  prices  in  various  U.S.  markets,  and  provide  another  vehicle  to  short  the  mortgage 
market.   See  12/18/2006  New  Product  Memorandum,  "Launch  of  US  Property  Derivatives  Trading,"  GS  MBS-E- 
013492538.   In  May  2006,  Mr.  Swenson  forwarded  an  email  to  Mr.  Birnbaum  about  another  financial  firm  seeking 
to  develop  the  same  type  of  home  price  derivatives  as  Mr.  Birnbaum.   A  note  with  the  email  said:  "FYI-The  cat  is 
crawling  out  of  the  bag,"  meaning  that  other  firms  were  thinking  about  launching  similar  products.   See  5/16/2006 
email  from  Michael  Swenson  to  Joshua  Birnbaum,  "Housing  Futures  and  Options,"  GS  MBS-E-016087363. 
Goldman  offered  the  new  U.S.  property  derivatives  briefly  in  2007,  but  they  did  not  develop  significant  trading 
volumes.    Subcommittee  interview  of  Joshua  Birnbaum  (10/1/2010). 

1623  j^g  Agx  Index  began  trading  in  January  2006.   Goldman's  position  in  the  ABX  Index  was  flat  when  the  Index 
debuted,  but  became  long  and  grew  considerably  longer  in  the  fall  of  2006.   See,  e.g.,  10/17/2006-10/18/2006  email 
exchange  between  Daniel  Sparks  and  Tom  Montag,  "3  things,"  GS  MBS-E-010917469;  3/1/2007  email  from  Daniel 
Sparks,  "Dinner,"  GS  MBS-E-002356757,  Hearing  Exhibit  4/27-143  ("Most  of  the  synthetic  flows  were  hedge  funds 
getting  short  and  CDO  vehicles  getting  long.").   Goldman  executives  also  told  the  Subcommittee  that  the  firm  often 
took  the  long  side  of  ABX  transactions  in  which  hedge  funds  were  going  short.    Subcommittee  interview  of  Daniel 
Sparks  (4/15/2010);  Subcommittee  interview  of  David  Viniar  (4/13/2010).   See  also,  e.g.,  8/10/2006  email  from 
Goldman  salesperson,  "Paulson  bookings,"  GS  MBS-E-012395893  ("GS  sold  550mm  protection  on  ABX. HE. A  06- 
2  to  Paulson");  12/7/2006  email  chain  between  Daniel  Sparks  and  Tom  Montag,  "More  thorough  response,"  GS 
MBS-E-0 1093 1324  (Goldman  had  previously  handled  approximately  $9  billion  in  transactions  for  Paulson); 
Subcommittee  interview  of  Michael  Swenson  (4/16/2010)  ("Paulson  [hedge  fund]  was  the  biggest  counterparty  on 
day  1  [of  the  ABX  Index]  and  throughout  2006"). 

1624  Mr.  Birnbaum's  acquisition  of  a  large  net  long  position  in  the  ABX  was  viewed  negatively  by  Goldman  senior 
executives.   When  Mr.  Sparks  recommended  Mr.  Birnbaum  for  a  promotion  to  managing  director  in  October  2006, 
Mr.  Montag  responded:   "Josh  slipped  a  bit  with  the  abx  position  etc.   Is  that  appropriate."   Mr.  Sparks  replied: 
"Josh  ...  has  had  a  rough  couple  of  months.   But  he  has  handled  it  very  well  and  is  a  key  person  for  our  franchise.   I 
don't  think  those  2  months  should  confuse  his  value  to  the  firm."    10/17/2006  email  exchange  between  Daniel  Sparks 
and  Tom  Montag,  "3  things,"  GS  MBS-E-010917469.   Mr.  Birnbaum  was  named  a  managing  director  later  that 
month,  but  Mr.  Montag  again  raised  the  issue  of  his  net  long  ABX  position  when  Mr.  Sparks  sought  to  allow  Mr. 
Birnbaum  to  continue  buying  equity  put  options  on  companies  with  subprime  exposure.   Mr.  Montag  wrote: 
"Unfortunately  trader  josh  has  not  demonstrated  a  track  record  of  controlling  his  position.  ...   Instead  of  these  lousy 
hedges  he  should  just  be  selling  his  position."   3/21/2007  email  chain  between  Tom  Montag  and  Daniel  Sparks,  GS 
MBS-E-0 10629379,  Hearing  Exhibit  4/27-21.    See  also  2/5/2007  email  from  Richard  Ruzika  to  Gary  Cohn,  "Are 
you  living  Morgatages  [sic],"  GS  MBS-E-016165784  (Mr.  Ruzika:  "You  know  and  I  know  this  position  was  allowed 
to  get  too  big  -  for  the  liquidity  in  the  market,  our  infrastructure,  and  the  ability  of  our  traders.   That  statement  would 
be  the  same  even  if  we  had  gotten  the  market  direction  correct  -although  the  vultures  would  not  be  circling."). 
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Goldman  executives  expressed  the  view  that  the  subprime  mortgage  related  market  was  likely  to 
get  much  worse,  and  the  firm  should  prepare  for  it.1625 

In  December  2006,  Goldman  used  the  Hudson  CDO  to  transfer  the  risk  associated  with 
$1.2  billion  of  its  ABX  long  holdings  to  Hudson  investors.  But  even  after  this  transfer,  Goldman 
still  had  billions  of  dollars  in  long  ABX  holdings  on  its  books. 

Goldman's  Long  Mortgage  Holdings.  In  addition  to  its  long  ABX  holdings,  the 
Mortgage  Department's  $6  billion  net  long  position  in  December  2006  was  due  to  a  large  inventory 
of  RMBS,  CDO,  and  other  mortgage  related  assets  in  Goldman's  investment  and  sale  inventories 
and  in  its  CDO  warehouses.  In  2006,  the  Mortgage  Department  conducted  numerous  RMBS  and 
CDO  securitizations  that  required  it  to  acquire  and  repackage  whole  loans,  RMBS  and  CDO 
securities,  and  other  mortgage  related  assets.  When  assembling  CDOs,  Goldman  often  worked 
with  third  party  partners.  These  strategic  partners  bought  a  portion  of  the  equity  and  bore  some  of 
the  risk  of  loss  in  the  CDO.  The  partners  were  generally  smaller  financial  firms,  such  as  hedge 
funds  or  asset  managers  with  expertise  in  CDOs  or  a  particular  asset  class.  For  a  fee,  the  partners 
also  sometimes  served  as  a  CDO's  collateral  manager,  helping  to  select  the  assets.1626 

Peter  Ostrem,  who  was  head  of  the  CDO  Origination  Desk  from  2006  until  May  2007,  was 
aware  of  substantial  problems  in  the  subprime  mortgage  market,  but  believed  that  the  market 
distress  was  temporary  and  the  market  would  stabilize.1627  Mr.  Ostrem  wanted  to  continue  to 
increase  the  CDO  Desk's  business  by  producing  as  many  marketable  CDOs  as  possible.1628  Darryl 
Herrick,  who  worked  for  Mr.  Ostrem  on  the  CDO  Origination  Desk  expressed  the  view  that  hedge 
funds  were  shorting  only  the  worst  CDOs:  "[CDO]  shelves  people  are  shorting  are  enhanced 
garbage."1629 

The  CDO  Origination  Desk  was  a  primary  contributor  to  the  Mortgage  Department's  net 
long  position,  as  Goldman  often  had  to  hold  or  "warehouse"  subprime  assets  until  they  were 


See,  e.g.,  12/15/2006  email  from  David  Viniar  to  Tom  Montag,  "Subprime  Risk  Meeting  with  Viniar/McMahon 
Summary,"   GS  MBS-E-009726498,  Hearing  Exhibit  4/27-3  ("there  will  be  very  good  opportunities  as  the  markets 
goes  into  what  is  likely  to  be  even  greater  distress");  2/8/2007  email  from  Daniel  Sparks,  "Post,"  GS  MBS-E- 
002201668,  Hearing  Exhibit  4/27-7  ("Subprime  environment  going  from  bad  to  worse  (think  whack  a  mole)."); 
1/9/2007  Goldman  Presentation,  "Mortgage  Department  Update,"  GS  MBS-E-002320968  ("Risks,  Challenges  and 
Structural  Issues:   -Very  tough  going  in  Resi  Credit  world  -  p&l  [profit  and  loss]  will  be  challenging;  -Housing 
price  and  loan  volume  declines;  -Investing  in  business  in  very  difficult  environment");  cf.  1 1/1/2006  Goldman 
Structured  Products  Strategist  memorandum,  "Q3  Mortgage  Investor  Survey,"  GS  MBS-E-006576068-76  ("Clients 
expect  a  downturn  in  housing  in  2007,  investors  worried  about  high  LTV  [loan-to-value],  low/no  doc  loans,  pay 
option  ARMs,  origination  volumes  to  be  down  10%  in  2007"). 

Subcommittee  interview  of  Peter  Ostrem  (10/5/2010);  Subcommittee  interview  of  Darryl  Herrick  (10/13/2010). 

1627  Subcommittee  interview  of  Peter  Ostrem  (10/5/2010).   See  also,  e.g.,  8/10/2006  email  from  Peter  Ostrem  to 
Daniel  Sparks,  "Leh  CDO  Fund,"  GS  MBS-E-010898470  (urging  Goldman  to  "do  our  own  fund.   SP  CDO  desk. 
Big  time."). 

1628  Subcommittee  interview  of  Peter  Ostrem  (10/5/2010). 

1629  6/8/2006  email  from  Darryl  Herrick  to  Peter  Ostrem,  "**GS  ABS**  RMBS  CDS  Lineup,"  GS  MBS-E- 
016445770. 
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packaged  into  a  CDO.1630  Each  CDO  was  designed  to  include  or  reference  hundreds  of  millions  or 
billions  of  dollars  in  assets,  which  the  CDO  Origination  Desk  and  its  partners  had  to  locate  and 
acquire,  a  process  called  "ramping"  that  averaged  six  to  nine  months  per  CDO.1631  Goldman  and 
its  partners  acquired  these  assets  from  other  large  Wall  Street  broker-dealers,  often  called  "the 
Street,"  or  took  them  from  their  own  inventory  of  assets. 

When  assembling  a  CDO,  Goldman  generally  opened  an  internal  "warehouse  account"  for 
the  CDO  in  which  it  stored  the  acquired  assets  until  a  target  amount  was  achieved,  and  the  CDO 
was  brought  to  market.  While  the  assets  were  in  the  warehouse  account,  they  were  included  in 
Goldman's  warehouse  balance  sheet  and  contributed  to  its  long  or  short  positions.    When  the  bulk 
of  the  target  assets  were  acquired  for  a  particular  CDO,  perhaps  75%  to  95%  of  the  total,  in  some 
cases  Goldman  priced  the  CDO  securities  and  began  selling  them  to  clients  who  were  told  what  the 
remaining  assets  would  likely  be.1632  When  a  CDO  transaction  "closed"  and  its  securities  were 
issued,  Goldman  transferred  the  relevant  assets  from  its  warehouse  account  to  the  corporation  or 
trust  established  for  the  CDO.1533    The  CDO  entity  then  housed  the  long  assets  that  had  been  on 
Goldman's  warehouse  books,  and  Goldman  was  left  with  a  corresponding  short  position  which  it 
could  keep  or  sell  to  the  CDO's  short  parties. 

In  2006  and  early  2007,  since  it  was  often  acquiring  assets  for  several  CDOs  at  once,  the 
CDO  Desk  generally  had  a  substantial  net  long  position  in  subprime  assets  in  its  CDO  warehouse 
accounts.1634  For  example,  as  of  March  16,  2007,  Goldman  calculated  that  its  CDO  warehouses 
contained  $4.7  billion  in  mortgage  related  assets.1635  After  deducting  potential  liabilities  assumed 
by  Goldman's  partners  and  making  other  adjustments,  Goldman  calculated  that  it  had  $2.3  billion 
in  net  long  warehouse  risk.1636  In  early  2007,  Goldman  executives  began  to  express  concern  about 
the  risks  posed  by  the  subprime  mortgage  related  assets  in  the  CDO  warehouse  accounts.1637 


Subcommittee  interview  of  Daniel  Sparks  (4/15/2010);  Subcommittee  interview  of  Peter  Ostrem  (10/5/2010). 
See  5/19/2007  Goldman  presentation,  "Mortgages  CDO  Origination  -  Retained  Positions  &  Warehouse 
Collateral,  May  2007,"  GS  MBS-E-010951926  ("average  ramp  period  6-9  months"). 

1632  See,  e.g.  3/7/2007  and  3/13/2007  internal  emails,  "Timberwolf  I,  Ltd.  Preliminary  Offering  Circular,"  GS  MBS- 
E-001800634  (Collateral  manager  Greywolf  wrote:  "We  will  not  be  fully  ramped  and  I  want  to  use  the  remaining 
bucket  strategically.   Is  it  OK  if  we  have  5%  ramp  post-close?"   Goldman  responded:   "We  represented  to  BSAM 
[Bear  Stearns  Asset  Management]  that  deal  would  be  fully  ramped  upon  closing.   As  long  as  they're  ok  (or  get  veto 
rights),  I  don't  have  any  issue."). 

1633  Subcommittee  interview  of  Daniel  Sparks  (4/15/2010);  Subcommittee  interview  of  David  Lehman  (4/12/2010). 

1634  See,  e.g.,  3/16/2007  Goldman  memorandum  from  Mitch  Resnick  and  Peter  Ostrem  to  GSI  Risk  Committee, 
"GSI  Warehousing  for  Structured  Product  CDOs,"  GS  MBS-E-001806010;  2/8/2007  email  from  Daniel  Sparks  to 
Messrs.  Cohn,  Montag,  Viniar  et  al.,  "Post,"  GS  MBS-E-002201668,  Hearing  Exhibit  4/27-7  ("Loan  business  is  long 
by  nature  and  goal  is  to  mitigate.");  Subcommittee  interview  of  Peter  Ostrem  (10/15/2010). 

1635  3/16/2007  Goldman  memorandum  from  Mitch  Resnick  and  Peter  Ostrem  to  GSI  Risk  Committee,  "GSI 
Warehousing  for  Structured  Product  CDOs,"  GS  MBS-E-001806010. 


1636 


Id. 


1637  2/28/2007  email  from  David  Rosenblum  to  Peter  Ostrem,  "Pete-  pis  send  me  cob  2/28  MTM  for  SP  CDO  WH's 
first  thing  in  the  morning,"  GS  MBS-E-001800707;  2/28/2007  email  from  David  Rosenblum,  "Hedges  Status 
Report,"  GS  MBS-E-002640538  (new  ABX  hedges  added  and  other  hedges  allocated  to  ensure  that  CDO  warehouse 
risk  was  fully  hedged);  2/22/2007  email  from  Peter  Ostrem  to  David  Rosenblum,  "League  Tables,"  GS  MBS-E- 
001800683  ("FYI  Liquidating  3  warehouses  tomorrow.");  2/22/2007  email  from  Daniel  Sparks  to  Tom  Montag,  GS 
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On  December  7,  2006,  Daniel  Sparks,  the  Mortgage  Department  head,  exchanged  emails 
with  Goldman  senior  executive  Thomas  Montag  about  why  Goldman  was  not  doing  more  to 
reduce  the  firm's  risk  associated  with  its  net  long  positions.1638  On  the  same  day,  Mr.  Montag 
complained  to  CFO  David  Viniar  about  the  Mortgage  Department's  lack  of  aggressiveness  in 
trying  to  reduce  its  net  long  ABX  position: 

"[0]n  ABX  having  numerous  conversations-I  don't  think  we  should  panic  out  but  we 
certainly  didn't  do  a  good  job  of  keeping  pressure  on  ...  makes  me  mad  because  they  should 
have  kept  doing  it  ugh."1639 

The  next  week,  Mr.  Viniar  called  a  meeting  with  the  Mortgage  Department  to  discuss  its  holdings. 

(b)  Going  Past  Home:  Goldman's  First  Net  Short 

CFO  David  Viniar  told  the  Subcommittee  that,  in  early  December  2006,  he  received  reports 
showing  that  the  Mortgage  Department  had  lost  money  on  ten  successive  days.1640 

Viniar  Meeting.  On  December  14,  2006,  Mr.  Viniar  convened  a  meeting  in  the  conference 
room  next  to  his  office  on  the  30th  floor,  in  which  he  and  other  senior  Goldman  executives  met  for 
several  hours  with  Mortgage  Department  managers,  as  well  as  representatives  from  Market  Risk 
Management  &  Analysis  and  from  the  Controllers  group.1641  At  the  meeting,  Mr.  Viniar  and  other 
Goldman  executives  conducted  an  in-depth  review  of  the  Mortgage  Department's  holdings.  Mr. 
Viniar  concluded  the  Mortgage  Department's  position  in  subprime  mortgage  related  assets  was  too 
long,  and  its  risk  exposure  was  too  great.1642 

Mr.  Viniar  and  others  told  the  Subcommittee  that  Mr.  Viniar' s  basic  message  to  the 
Mortgage  Department  at  the  December  meeting  was  not  necessarily  to  go  short,  but  instead  to  "get 
closer  to  home."1643  In  trading  parlance,  "home"  means  a  net  neutral  trading  position  -  a  position 


MBS-E-010989710  ("There  are  a  few  deals  that  look  tough  now,  including  a  A-rated  CDO  of  CDOs  with  Greywolf 
[Timberwolf]"). 

1638  12/7/2OO6  email  chain  between  Daniel  Sparks  and  Tom  Montag,  "More  thorough  response,"  GS  MBS-E- 
010931324.   Mr.  Montag  also  raised  the  possibility  of  hiring  a  trader  from  the  Paulson  hedge  fund  to  help  Goldman 
short  the  mortgage  market.   In  addition,  the  email  exchange  indicates  that  Goldman  had  previously  done  $7  billion  in 
transactions  with  the  Paulson  hedge  fund,  but  had  not  done  much  with  the  hedge  fund  recently.   Mr.  Sparks  wrote: 
"They  had  asked  us  to  do  another  tranched  protection  trade  for  them,  and  seem  fine  with  it  being  pushed  to  January." 
Id.   The  tranched  protection  trade  for  Paulson  that  Mr.  Sparks  mentioned  later  became  the  Abacus  2007-AC1  CDO 
discussed  in  this  Report. 

1639  12/7/2006  email  chain  between  Tom  Montag  and  David  Viniar,  GS  MBS-E-009756572. 
Subcommittee  interview  of  David  Viniar  (4/13/2010). 
12/14/2006  email  from  Daniel  Sj 

009726498,  Hearing  Exhibit  4/27-3. 

1642  H 

4/27-3. 

1643  Sul 
(4/12/2010). 


1641  12/14/2006  email  from  Daniel  Sparks,  "Subprime  risk  meeting  with  Viniar/McMahon  Summary,"  GS  MBS-E- 

1642  Id.   See  also  12/15/2006  email  from  David  Viniar  to  Tom  Montag,  GS  MBS-E-009726498,  Hearing  Exhibit 

1643  Subcommittee  interview  of  David  Viniar  (4/13/2010),  Daniel  Sparks  (4/15/2010),  and  David  Lehman 
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that  is  neither  significantly  short  nor  long.1644  Mr.  Viniar  told  the  Subcommittee  that,  by  telling  the 
Mortgage  Department  to  "get  closer  to  home,"  he  meant  that  it  should  assume  a  more  neutral  risk 
position.1645  One  way  to  "get  closer  to  home"  was  for  the  Department  to  sell  its  long  assets. 
Another  way  to  achieve  a  more  neutral  risk  position  was  for  the  Department  to  take  new  short 
positions  to  offset  its  existing  long  positions.1646 

Internal  documents  indicate  that  the  directions  given  to  the  Mortgage  Department  in  the 
December  meeting  were  more  detailed  than  the  general  instruction  to  "get  closer  to  home."  In  an 
email  sent  on  the  same  day  by  Mr.  Sparks  to  Goldman  executives  Messrs.  Montag  and  Ruzika 
entitled,  "Subprime  risk  meeting  with  Viniar/McMahon  Summary,"  Mr.  Sparks  wrote: 

"Followups: 

1.  Reduce  exposure,  sell  more  ABX  index  outright,  basis  trade  of  index  vs.  CDS  too  large. 

2.  Distribute  as  much  as  possible  on  bonds  created  from  new  loan  securitizations  and  clean 
previous  positions. 

3.  Sell  some  more  resid[ual]s 

4.  Mark  [the  value  of  assets  in]  the  CDO  warehouse  more  regularly  ... 

5.  Stay  focused  on  the  credit  of  the  originators  we  buy  loans  from  and  lend  to 

6.  Stay  focused  and  aggressive  on  MLN  [Mortgage  Lending  Network]  (warehouse 
customer  and  originator  we  have  EPDs  [early  payment  defaults]  to  that  is  likely  to  fail) 

7.  Be  ready  for  the  good  opportunities  that  are  coming  (keep  powder  dry  and  look  around 
the  market  hard)."1647 

The  next  day,  December  15,  2006,  Mr.  Montag  forwarded  Mr.  Sparks'  email  to  Mr.  Viniar 
asking:  "is  this  a  fair  summary?"1648  Mr.  Viniar  replied:  "Yes."  Mr.  Viniar  noted: 

"On  ABX,  the  position  is  reasonably  sensible  but  is  just  too  big.  Might  have  to  spend  a 
little  to  size  it  appropriately.  On  everything  else  my  basic  message  was  let's  be  aggressive 
distributing  things  because  there  will  be  very  good  opportunities  as  the  markets  [go]  into 


1644  Subcommittee  interview  of  David  Viniar  (4/13/2010). 

1645  Id. 

1646  Id.   In  terms  of  risk  reduction,  taking  on  offsetting  short  positions  to  reduce  long  positions  does  not  necessarily 
offer  the  same  degree  of  certainty  of  risk  protection  as  simply  selling  off  the  long  assets.   In  many  cases,  the  offsets 
may  not  perfectly  match,  leaving  some  degree  of  risk  exposure  known  as  "basis  risk."   See,  e.g.,  2/12/2007  email 
from  Mr.  Sobel  to  Mr.  Cohn,  "Post  today,"  GS  MBS-E-009763506  ("Risk  that  concerns  me  is  basis  between  ABX 
and  single  names.");  2/1 1/2007  email  from  Tom  Montag,  GS  MBS-E-009688192  (discussing  ABX  offsets:   "There 
is  no  estimated]  loss  in  the  basis  risk.   Big  wildcard.   They  [the  traders]  think  they  have  correlation  right  and  moves 
either  way  should  be  ok  but  obviously  index  assumptions  have  been  wrong  starting  last  may  or  June  when  positions 
were  being  put  on  and  the  gains  seduced  us  to  do  more."). 

1647  12/14/2006  email  from  Daniel  Sparks,  "Subprime  risk  meeting  with  Viniar/McMahon  Summary,"  GS  MBS-E- 
009726498,  Hearing  Exhibit  4/27-3.  "Residuals"  refers  to  the  equity  positions  that  Goldman  had  retained  from  the 
RMBS  and  CDO  securitizations  it  originated. 

1648  12/14/2006  email  from  Tom  Montag  to  David  Viniar,  GS  MBS-E-009726498,  Hearing  Exhibit  4/27-3. 
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what  is  likely  to  be  even  greater  distress  and  we  want  to  be  in  a  position  to  take  advantage 
of  them."1649 

In  response  to  the  Viniar  meeting,  the  Mortgage  Department  took  immediate  action.  It 
began  selling  its  long  ABX  positions  outright  when  possible  and  entering  into  large  single  name 
CDS  shorts  to  offset  its  remaining  long  assets.  Goldman  personnel  developed  a  chart  depicting  the 
long  positions  the  Mortgage  Department  had  taken  on  BBB  and  BBB-  rated  ABX  assets.1650  This 
chart  also  showed  how  quickly  the  Mortgage  Department  moved  after  the  Viniar  meeting  to  offset 
those  long  positions  by  amassing  single  name  RMBS  and  CDS  short  positions. 

[SEE  CHART  NEXT  PAGE:  Notionals  (ABX convention),  prepared 
by  Goldman  Sachs,  reformatted  by  the  Permanent  Subcommittee  on 
Investigations  to  be  readable  in  black  and  white  print,  GS  MBS-E- 
010214410.] 


1649  12/15/2006  email  from  David  Viniar  to  Tom  Montag,  GS  MBS-E-009726498,  Hearing  Exhibit  4/27-3. 

1650  See  1/5/2007  "Notionals  (ABX  Convention)"  chart,  taken  from  "Index  and  Single  Name  Position  History  2006 
as  of05Jan07.xls,"  attachment  to  1/8/2007  email  from  Joshua  Birnbaum  to  Daniel  Sparks,  "ABX  Subprime  Risk  by 
vintages,"  GS  MBS-E-010214409.   The  SPG  Desk  also  periodically  updated  that  chart.    See,  e.g.,  chart  attachments 
to  2/6/2007  email  from  Kevin  Kao  to  Joshua  Birnbaum,  "Index  and  Single  Name  Position  History  2006  as  of 
05Feb07.xls,"  GS  MBS-E-012744553;  chart  attachments  to  2/23/2007  email  from  Tom  Barrett  to  Kevin  Kao, 
Michael  Swenson  and  Justin  Gmelich,  "Index  and  Single  Name  Position  History  2006  As  of22Feb07.xls,"  GS 
MBS-E-01241 1673;  chart  attachments  to  3/2/2007  email  from  Kevin  Kao  to  Joshua  Birnbaum,  "Index  and  Single 
Name  Position  History  2006  As  of01Mar07.xls,"  GS  MBS-E-012776557. 
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Within  about  a  month,  in  January  2007,  the  Mortgage  Department  had  largely  eliminated  or  offset 
its  long  subprime  mortgage  assets,  but  it  didn't  stop  there.  In  January  and  February,  the  Mortgage 
Department  began  building  a  multi-billion-dollar  short  position  as  part  of  a  plan  by  the  SPG 
Trading  Desk  to  profit  from  the  subprime  RMBS  and  CDO  securities  starting  to  lose  value.  The 
plan  was  discussed  with  Mr.  Sparks  and  Mr.  Ruzika  before  it  was  set  in  motion.  By  the  end  of 
February  2007,  the  Department  had  swung  from  a  $6  billion  net  long  position  to  a  $10  billion  net 
short  position,  a  $16  billion  reversal  in  the  span  of  two  months. 

Selling  Assets  Outright.  On  December  14,  2006,  the  same  day  as  the  Viniar  meeting, 
Kevin  Gasvoda,  head  of  the  Residential  Whole  Loan  Trading  group,  instructed  his  staff  to  begin 
selling  the  RMBS  securities  in  Goldman's  inventory,  focusing  on  RMBS  securities  issued  from 
Goldman-originated  securitizations.  He  urged  them  to  "move  stuff  out"  even  at  a  loss: 

"[P]ls  refocus  on  retained  new  issue  bond  positions  and  move  them  out.  ...  [W]e  don't  want 
to  be  hamstrung  based  on  old  inventory.  Refocus  efforts  and  move  stuff  out  even  if  you 
have  to  take  a  small  loss."1651 

In  February  2007,  to  further  encourage  sales,  Mr.  Gasvoda  issued  a  sales  directive  or  "axe"  to  the 
Goldman  sales  force  to  sell  the  remaining  RMBS  securities  from  Goldman-originated  RMBS 
securitizations.  On  February  9,  2007,  the  sales  force  reported  a  substantial  number  of  sales,  and 
Mr.  Gasvoda  replied:  "Great  job  syndicate  and  sales,  appreciate  the  focus."1652 

In  February  2007,  Goldman  CEO  Lloyd  Blankfein  personally  reviewed  the  Mortgage 
Department's  efforts  to  reduce  its  subprime  RMBS  whole  loan,  securities,  and  residual  equity 
positions,  asking  Mr.  Montag:  "[W]hat  is  the  short  summary  of  our  risk  and  the  further 
writedowns  that  are  likely[?]"1653  After  a  short  report  from  Mr.  Montag,  Mr.  Blankfein  replied: 

"[Y]ou  refer  to  losses  stemming  from  residual  positions  in  old  deals.  Could/should  we 
have  cleaned  up  these  books  before  and  are  we  doing  enough  right  now  to  sell  off  cats  and 
dogs  in  other  books  throughout  the  division?"1654 


1651  12/14/2007  email  from  Mr.  Gasvoda,  "Retained  bonds,"  GS  MBS-E-010935323,  Hearing  Exhibit  4/27-72. 

1652  2/9/2007  email  exchange  between  Kevin  Gasvoda  and  sales  syndicate,  "GS  Syndicate  RMBS  Axes 
(INTERNAL),"  GS  MBS-E-010370495,  Hearing  Exhibit  4/27-73. 

1653  2/1 1/2007  email  exchange  between  Lloyd  Blankfein  and  Tom  Montag,  "Mortgage  Risk  -  Credit  residential,"  GS 
MBS-E-009686838,  Hearing  Exhibit  4/27-130. 

1654  Id. 
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At  the  end  of  February,  Goldman's  controllers  prepared  a  summary  of  the  changes  in 
Goldman's  RMBS  and  whole  loan  inventory  since  December  2006,  and  reported: 

"Residential  Credit  Loans:  The  overall  loans  inventory  decreased  from  $1  lbn  to  $7bn.  ... 
subprime  loans  decreased  from  $6.3bn  to  $1.5bn,  Second  Liens  decreased  from  $1.5bn  to 
$0.7bn  and  S&D  [scratch  and  dent]  Loans  remained  unchanged  at  $0.8bn."1655 

This  analysis  indicates  that,  in  less  than  three  months,  Goldman  had  reduced  its  subprime  loan 
inventory  by  over  two-thirds,  and  its  second  lien  inventory  by  half. 

The  Mortgage  Department  reduced  its  inventory,  not  only  by  selling  assets  outright,  but 
also  by  reducing  its  purchase  of  whole  loans  and  securitization  efforts.  In  March  2007,  Goldman 
informed  its  Board  of  Directors  and  the  SEC  that  it  had  stopped  purchasing  subprime  loans  and 
RMBS  securities  through,  in  its  words,  the  use  of  "conservative  bids."1656    While  those 
presentations  did  not  explain  the  phrase  "conservative  bids,"  an  email  to  Goldman's  Chief  Credit 
Officer,  Craig  Broderick,  discussing  a  March  2007  presentation  to  Goldman's  Audit  Committee 
about  the  subprime  mortgage  business,  was  much  more  explicit:  "Just  fyi  not  for  the  memo,  my 
understanding  is  that  the  desk  is  no  longer  buying  subprime.  (We  are  low  balling  on  bids)."1657 
Still  another  method  to  reduce  its  loan  inventory  was  an  ongoing  effort  by  the  Mortgage 
Department  to  return  defaulted  or  fraudulent  loans  to  the  lenders  from  which  it  had  purchased 
them. 

On  April  23,  2007,  Mr.  Gasvoda  reported  to  Messrs.  Montag  and  Sparks  a  dramatic 
reduction  in  Goldman's  inventory  of  subprime  loans  and  RMBS  securities: 

"[W]e  have  $  180mm  in  loans  (unsecuritized)  and  $255mm  of  residuals  off  old  deals.  The 
$  180mm  of  loans  is  the  smallest  we've  been  since  we  started  the  business  in  2002.  We  had 
been  running  at  an  average  loan  position  balance  in  subprime  of  around  $4B  ....  The 
$255mm  we  have  retained  is  from  deals  dating  back  to  2002  and  while  we've  developed 
some  buying  partners,  it  is  not  a  deep  market.  These  have  been  intentional  principal 
retained  positions."1658 


1655 


2/23/2007  "Significant  Cash  Inventory  Change  (Q1'07  vs.  Q4'06),"  prepared  by  Goldman,  GS  MBS-E- 


010037310,  Hearing  Exhibit  4/27-12.  "Scratch  and  dent"  loans  are  loans  that  are  not  performing. 

1656  3/26/2007  Goldman  presentation  to  Board  of  Directors,  "Subprime  Mortgage  Business,"  GS  MBS-E- 
005565527,  Hearing  Exhibit  4/27-22  ;  3/14/2007  Goldman  Presentation  to  SEC,  "Subprime  Mortgage  Business  14- 
Mar-2007,"  at  7,  GS  MBS-E-010022328. 

1657  3/2/2007  email  from  Patrick  Welch  to  Craig  Broderick,  "Audit  Committee  Package_Feb 

21_Draft_Mortgage_Page.ppt,"  GS  MBS-E-009986805,  Hearing  Exhibit  4/27-63.     In  the  context  of  assets  offered 
by  a  customer  to  the  Correlation  Desk,  it  appears  that  Mr.  Egol  also  may  have  returned  an  unappealing  bid:  "Many  of 
these  assets  are  garbage.  I  told  her  should  would  not  like  the  level  [the  price  bid  by  Goldman]  .  .  .  ."  2/26/2007 
email  from  Jon  Egol,  "Portfolio  for  Proposed  Transaction  070226  (2).xls,"  GS  MBS-E-002631719. 

1658  4/22/2007  email  from  Kevin  Gasvoda,  "Resi  credit  QTD/YTD  P&L  and  positions,"  GS  MBS-E-010474983. 
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The  subprime  loan  balance  of  $180  million  was  just  over  one-tenth  of  the  $1.5  billion  total 
Goldman  had  held  at  the  end  of  February  2007,  reflecting  a  reduction  in  its  subprime  inventory 
over  a  two-month  span  by  nearly  90%.  Overall,  the  $180  million  loan  balance  was  down  from  an 
average  subprime  loan  position  balance  of  $4  billion,  which  was  a  95%  reduction  in  overall 
subprime  loan  inventory  levels. 

Building  the  First  Short  Position.  At  the  same  time  the  Residential  Whole  Loan  Trading 
Desk  was  selling  loans  and  RMBS  securities,  the  Structured  Product  Group  (SPG)  Trading  Desk 
was  working  to  sell  its  inventory  of  long  CDS  contracts  linked  to  the  ABX  indices.1659  At  first,  in 
December  and  January,  because  so  many  market  participants  were  going  short,  the  SPG's  ABX 
Trading  Desk  found  its  long  ABX  positions  difficult  to  sell.1660  The  ABS  Desk  then  decided  to 
offset  the  long  ABX  assets  in  part  by  purchasing  the  short  side  of  single  name  CDS  contracts  on 
certain  RMBS  and  CDO  securities.1661  Within  about  six  weeks,  by  February  2007,  the  ABS  Desk 
had  acquired  a  huge  net  short  position  in  single  name  CDS  contracts  referencing  RMBS  and  CDO 
securities  that  totaled  more  than  $5  billion.  By  then,  the  ABX  market  had  stabilized  somewhat, 
and  the  ABS  Desk  was  able  to  sell  outright  more  of  its  long  ABX  positions.  Rather  than  slow 
down  once  its  $6  billion  long  position  was  offset,  however,  the  ABS  Desk  used  CDS  contracts  to 
short  RMBS  and  CDO  securities  "at  every  opportunity,"  in  the  words  of  one  trader,  going 
increasingly  net  short.1662 


1659  j^g  jyjortgage  Department  also  worked  to  sell  assets  from  its  CDO  warehouse  accounts,  an  issue  discussed  in 
part  below  and  in  part  in  connection  with  the  Report's  section  on  Goldman's  CDO  activity. 

1660  Subcommittee  interview  of  Michael  Swenson  (4/16/2010). 

1661  Id.   By  adopting  the  strategy  of  offsetting  the  long  positions  with  similar,  but  not  necessarily  identical  short 
positions,  the  SPG  Desk  was  incurring  a  very  large  amount  of  basis  risk  -  the  risk  of  a  mismatch  between  the 
offsetting  assets.   Mr.  Sparks  and  other  senior  Goldman  executives  wanted  to  reduce  that  basis  risk  by  paring  the 
positions  down  on  both  sides  -  selling  the  long  assets  and  covering  the  short  assets.   The  SPG  Desk  was  not, 
however,  making  the  progress  Mr.  Sparks  wanted  to  see  in  reducing  the  basis  risk.   On  January  23,  2007,  Mr.  Sparks 
wrote  to  Messrs.  Swenson,  Birnbaum,  and  Lehman: 

"It  does  not  look  like  you  made  any  progress  on  the  things  we  discussed  -  I  want  a  plan  and  daily  reports  on 
progress.   Not  to  be  difficult,  but  if  you  3  are  too  busy  I  can  add  someone  who  can  focus  on  the  issue.   My 
other  concern  is  I  want  to  stay  nimble,  and  not  get  too  wedded  to  one  way  positions  -  getting  massively 
short  could  be  more  painful  than  what  we  have  experienced." 

1/23/2007  email  from  Daniel  Sparks,  GS  MBS-E-010267341.    A  week  later,  Mr.  Swenson  requested  a  meeting  with 
Mr.  Sparks  and  Mr.  Ruzika  to  discuss  the  difficulties  the  traders  were  encountering  in  reducing  the  basis  risk.   He 
wrote:   "I  want  to  go  over  the  facts  of  what  we  are  up  against."    1/30/2007  email  from  Michael  Swenson  to  David 
Lehman,  GSMBS-E-01 13755 19.   Mr.  Swenson  and  Mr.  Birnbaum  met  with  Mr.  Ruzika  and  Mr.  Sparks  around 
February  1,  2007.   The  group  apparently  discussed  the  SPG  Desk's  net  short  position  and  the  difficulties  of  reducing 
the  basis  risk.   On  February  5,  2007,  Mr.  Ruzika  wrote  to  Mr.  Cohn  about  how  the  short  position  was  "allowed  to  get 
too  big"  and  stated:   "I  don't  want  to  be  short  -  I  want  to  neutralize  the  risk  and  shed  our  basis  risk."  2/5/2007  email 
from  Richard  Ruzika  to  Gary  Cohn,  "Are  you  living  Morgatages  [sic]?,"  GS  MBS-E-  016165784.   About  a  week 
later,  when  the  large  net  short  positions  began  producing  large  profits,  Mr.  Ruzika  apparently  changed  his  mind  and 
became  supportive  of  the  large  net  short,  though  he  still  wanted  to  reduce  basis  risk  "whenever  possible."   2/13/2007 
email  from  Richard  Ruzika  to  Gary  Cohn,  "Catch  up,"  GS  MB S-E-0 19794071. 

1662  Salem  2007  Self-Review,  GS-PSI-03  157  at  71-72. 
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On  February  12,  2007,  Mr.  Sparks  reported  to  senior  management  on  the  Mortgage 
Department's  progress  and  the  substantial  profits  that  its  new  net  short  position  was  already 
showing: 

"(1)  +20mm  [million]  P&L  [profit  and  loss]  today. 

Secondary  trading  desk  is  net  short  risk  in  the  form  of  single  names  and  structured 
index  vs  index  longs  (some  index  shorts  also).  Large  move  down  again  today  .... 

(2)        Possible  significant  upside  in  book. 

The  desk  has  been  moving  [marking  down]  single  names  about  1/3  of  what  they  feel 
the  correct  correlation  [to  ABX  Index]  is  (around  70%).  ...  As  the  market  has 
moved  so  much  one  way,  there  is  the  potential  for  the  book  to  currently  have 
significant  upside  embedded  in  it.1663 


(3)        Loan  &  resid[ual]  books  flat  [i.e.,  already  hedged] 


"1664 


1663  j^g  reference  t0  70%  in  the  email  involves  correlation  assumptions.   Correlation  trading  depends  upon 
assumptions  about  the  relative  values  between  one  asset  (such  as  a  CDS  contract  referencing  the  ABX  Index)  and 
another  (such  as  a  CDS  contract  referencing  a  single  RMBS  security).   A  correlation  value  of  100%  means  that  the 
values  of  both  assets  move  together  in  the  same  amounts.   With  100%  correlation,  a  10%  decline  in  the  value  of  one 
asset  implies  a  10%  decline  in  the  value  of  the  other.   The  correlation  ratios  between  different  assets  are  a  matter  of 
the  trading  desk's  informed  judgment.   As  one  Goldman  mortgage  trader  noted:   "We  should  discuss  base 
correlations  live  .  .  .  there  is  no  market  standard  for  calculating  them."   3/26/2007  email  from  SPG  Trading  to 
Goldman  London,  "ABX  -  TABX  :  Request  from  [customer],"  GS  MBS-E-021893369.   Once  a  correlation  ratio 
was  set,  however,  the  general  practice  at  Goldman  was  to  change  correlation  ratios  only  upon  a  showing  of 
observable  market  trade  prices  supporting  the  change.   Traders,  thus,  engaged  in  frequent  discussions  of 
"observability."   A  change  in  correlation  ratios  could  result  in  an  immediate  markdown  or  markup  of  particular 
positions,  which  could  effect  Goldman's  profit  and  loss  calculations,  collateral  calls,  and  the  value  of  individual 
customer  positions. 

In  his  February  12  email,  Mr.  Sparks  wrote  that  the  SPG  Desk  had  been  marking  down  the  value  of  single 
name  long  CDS  contracts  by  only  one-third  of  the  amount  that  would  apply  if  the  desk's  true  calculation  of  the 
correlation  between  single  name  and  ABX  CDS  contracts  was  correct  -  that  the  two  products  were  more  closely 
correlated  than  the  market  recognized.   Mr.  Swenson  told  the  Subcommittee  that,  in  late  2006  and  early  2007,  single 
name  long  CDS  contracts  were  trading  at  higher  prices  than  similar  ABX  CDS  contracts,  and  the  observable  market 
prices  of  single  name  CDS  contracts  were  not  falling  as  quickly  as  market  professionals  thought  they  should. 
Subcommittee  interview  of  Michael  Swenson  (4/16/2010).   Nonetheless,  in  a  steeply  declining  market,  Goldman's 
Mortgage  Department  assumed  that  the  single  name  long  CDS  contracts  would  eventually  fall  to  the  same  low  values 
as  the  long  ABX  contracts.   If  that  happened,  since  the  SPG  Desk  was  net  short  single  name  CDS  contracts,  the 
anticipated  drop  in  value  would  result  in  an  equivalent  amount  of  profit  for  the  desk's  short  position  -  hence,  Mr. 
Sparks'  reference  to  the  "upside  embedded  in"  the  book. 

On  February  14,  2007,  the  Mortgage  Department  actually  captured  that  upside  by  changing  its  correlation 
assumptions  to  recognize  a  higher  correlation  between  single  name  CDS  and  ABX  CDS  contracts.   Using  the  new 
assumptions,  Goldman  then  marked  down  the  value  of  its  customers'  single  name  CDS  contracts  to  levels  closer  to 
the  ABX  Index  assets.   As  the  short  party  to  those  same  CDS  contracts,  Goldman  also  realized  a  profit  of  $100 
million  in  a  single  day.    See  2/14/2007  email  from  Arbind  Jha  to  Michael  Swenson,  "Mortgages  Estimate 
REVISED,"  GS  MBS-E-012474685. 

1664  2/12/2007  email  from  Daniel  Sparks,  "Post  today,"  GS  MBS-E-009763506. 
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On  February  14,  2007,  Mr.  Sparks  again  reported  to  senior  management  on  the 
Department's  progress,  describing  how  it  was  neutralizing  its  net  long  position: 

"[0]ur  risk  reduction  program  consisted  of:  (1)  selling  index  outright  (2)  buying  single 
name  protection  and  (3)  buying  protection  on  super-senior  portions  of  the  BBB/BBB- 
index.  ...  That  is  good  for  us  position- wise,  bad  for  accounts  who  wrote  that  protection  .... 
but  could  hurt  our  CDO  pipeline  position  as  CDOs  will  be  harder  to  do."1665 

"Overall,"  Mr.  Sparks  wrote,  "as  a  business  we  are  selling  our  longs  and  covering  our  shorts."1666 

With  respect  to  market  conditions,  Mr.  Sparks  reported: 

"Subprime  environment  -  bad  and  getting  worse.  Everyday  is  a  major  fight  for  some  aspect 
of  the  business  (think  whack- a-mole).  Trading  position  has  basically  squared  ...  plan  to 
play  from  short  side.  Loan  business  is  long  by  nature  and  goal  is  to  mitigate.  Credit  issues 
are  worsening  on  deals  and  pain  is  broad  (including  investors  in  certain  GS-issued  deals). 
Distressed  opportunities  will  be  real,  but  we  aren't  close  to  that  time  yet."1667 

In  order  to  "play  from  the  short  side,"  the  Mortgage  Department  continued  building  a  net 
short  position,  employing  aggressive  strategies.1668  Mr.  Birnbaum,  Goldman's  ABX  trader,  later 
wrote:  "I  concluded  that  we  should  not  only  get  flat,  but  get  VERY  short."1669  He  wrote  that  he 
then  "socialized,"  or  discussed,  his  proposal  with  others  in  the  Mortgage  Department,  and  "we  all 
agreed  the  plan  made  sense."1670  The  ABS  Desk  began  implementing  the  plan  by  taking  a  very 


1665  2/14/2007  email  from  Daniel  Sparks,  "Post,"  GS  MBS-E-009635410,  Hearing  Exhibit  4/27-8. 

1666  3/21/2007  email  from  Daniel  Sparks  to  Tom  Montag,  GS  MBS-E-010629379,  Hearing  Exhibit  4/27-21.   See 
also  2/19/2007  email  from  Mr.  Sparks  to  Mr.  Montag,  "2  things,"  GS  MBS-E-010378492  ("Please  send  a  short  note 
to  Josh  Birnbaum,  Mike  Swenson  and  David  Lehman  telling  them  great  week  -  short  singles  and  short  CDOs."); 
2/28/2007  email  from  Michael  Sherwood  to  Messrs.  Sparks,  Swenson,  Birnbaum  and  Lehman,  "ABX/Single  name 
notional/risk  history,"  GS  MBS-E-010389296  (Mr.  Sherwood,  a  London  managing  director  and  member  of  the 
Firmwide  Risk  Committee,  wrote:   "Many  Congrats  on  last  few  weeks  trading  ...  keep  it  up!"). 

1667  2/8/2007  email  from  Daniel  Sparks,  "Post,"  GS  MBS-E-002201668,  Hearing  Exhibit  4/27-7. 

1668  Id.;  see  also  3/10/2007  email  from  Mr.  Dinias  to  Daniel  Sparks,  "Mortgage  Presentation  to  the  board,"  GS 
MBS-E-013323395,  Hearing  Exhibit  4/27-17;  3/1 1/2007  email  from  Daniel  Sparks,  "Risk  Changes  Over  Quarter," 
GS  MBS-E-010400546,  Hearing  Exhibit  4/27-18;  cf.  3/27/2007  Presentation  to  GS  Board  of  Directors,  "Subprime 
Mortgage  Business,"  GS  MBS-E-005565527,  Hearing  Exhibit  4/27-22. 

166?   9/26/2007  2007  EMD  Reviews,  Joshua  Birnbaum  Self-Review,  Hearing  Exhibit  4/27-55c.   In  his  self-review, 
Mr.  Birnbaum  provided  a  detailed  explanation  of  his  reasons  for  recommending  that  the  SPG  Desk  go  "VERY 
short":   "(1)  Given  how  much  ABX  we  had  purchased  through  the  broker  market  in  2006,  the  world  would  think  GS 
was  very  long  for  the  foreseeable  future.   We  could  use  that  fear  to  our  advantage  if  we  could  flip  our  risk,  (2)  After 
unsuccessfully  trying  to  sell  our  long  to  some  of  [a  Goldman  salesperson's]  accounts,  I  realized  traditional  distressed 
buyers  were  no  more  likely  to  buy  ABX  at  85,  75,  65,  etc.  than  at  95.   The  cash  flow  was  just  too  binary,  so  there 
would  be  little  support  if  negative  momentum  began,  (3)  The  fundamentals  for  mortgage  credit  were  undeniably 
deteriorating,  (4)  CDO  managers  were  in  denial  ...  [their  positive  market]  sentiments  would  allow  us  to  amass  large 
amounts  of  cheap  single  name  protection  if  we  desired,  and  (5)  If  the  market  truly  tanked,  the  already  large  CDO 
warehouses  would  have  to  liquidate,  further  exacerbating  the  move  and  ultimately  allowing  us  to  cover."   Id. 
1670  Id. 


413 

large  short  position  in  single  name  CDS  contracts  referencing  RMBS  and  CDO  securities  to  offset 
the  Department's  remaining  ABX  long  position: 

"After  socializing  the  plan  with  [Daniel]  Sparks  and  ultimately  [Richard]  Ruzika,  we 
implemented  the  plan  by  hitting  on  almost  [every]  single  name  CDO  protection  buying 
opportunity  in  a  2-month  period.  Much  of  the  plan  began  working  by  February  when  the 
market  dropped  25  points  and  our  profitable  year  was  underway."1671 

By  clearing  the  plan  with  Mr.  Sparks  and  Mr.  Ruzika  first,  SPG  Trading  Desk  informed 
senior  management  of  its  intent  to  use  the  firm's  capital  to  build  the  net  short  position.  Mr. 
Birnbaum  also  wrote: 

"When  we  were  socializing  our  plan  to  get  short  in  the  beginning  of  the  year,  I  put  together 
a  tool .  .  .  quantifying  our  position  risk  and  the  p&l  [profit  and  loss]  under  various  market 
level  scenarios.  I  believe  this  was  key  for  senior  management  to  gain  confidence  that  we 
were  taking  controlled  and  quantifiable  risk  that  was  well  understood."1672 

The  Mortgage  Department's  lead  trader  in  single  name  CDS  contracts  referencing  RMBS 
securities,  Deeb  Salem,  also  described  the  plan  in  his  2007  performance  self-evaluation: 

"Mike  [Swenson],  Josh  [Birnbaum]  and  I  were  able  to  learn  from  our  bad  long  position  at 
the  end  of  2006  and  layout  the  game  plan  to  put  on  an  enormous  directional  short.  The 
results  of  that  are  obvious."1673 

In  an  interview,  Mr.  Salem  told  the  Subcommittee  that  the  "obvious"  results  he  was  referring  to 
were  the  desk's  resulting  profits.1674 

The  ABS  Desk  within  the  Structured  Product  Group  (SPG)  used  CDS  contracts  to  short 
RMBS  and  CDO  securities  as  well  as  the  ABX  Index.  The  Correlation  Desk  within  SPG  used  a 
different  technique,  obtaining  approval  to  use  a  Goldman-designed  CDO  platform,  Abacus,  "to 
short  structured  product  CDOs  in  bulk.  The  ABACUS  transactions  are  currently  one  of  the  unique 
formats  available  to  .  .  .  [short]  in  large  size  on  this  type  of  structured  product  risk."1675 

From  January  to  late  February,  the  Mortgage  Department  continued  to  pile  on  short 
positions  in  the  subprime  mortgage  market.1676  By  the  end  of  the  first  quarter  in  2007,  it  had  built  a 


1672  id. 

1674  Subcommittee  interview  of  Deeb  Salem  (10/6/2010). 

1675  3/12/2007  Mortgage  Capital  Committee  memo,  "ABACUS  Transaction  to  be  Lightly-Managed  by  Lion 
Capital,"  at  2,  GS  MBS-E-002665382,  Hearing  Exhibit  4/27-150. 

1676  See  3/10/2007  email  from  Mr.  Dinias  to  Daniel  Sparks,  "Mortgage  Presentation  to  the  board,"  GS  MBS-E- 
013323395,  Hearing  Exhibit  4/27-17;  3/1 1/2007  email  from  Daniel  Sparks,  "Risk  Changes  Over  Quarter,"  GS  MBS- 
E-010400546,  Hearing  Exhibit  4/27-18;  3/27/2007  presentation  to  GS  Board  of  Directors,  "Subprime  Mortgage 
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$10  billion  net  short  position.  In  a  later  performance  self-evaluation,  Mr.  Salem  described  the 
aggregate  $10  billion  net  short  position  as  "HUGE"  and  "enormous."1677  A  Goldman  senior 
executive,  Thomas  Montag,  later  referred  to  a  net  short  position  of  $3  billion  in  subprime  mortgage 
backed  securities  as  "huge  and  outsized."1678  Goldman's  net  short  position  in  February  2007  was 
more  than  three  times  that  size. 

Profiting  from  the  First  Net  Short.  In  February  2007,  Goldman's  senior  management 
decided  that  the  $10  billion  net  short  position  had  become  too  risky,  and  ordered  the  Mortgage 
Department  to  cover  a  portion  of  the  short.  Covering  some  of  the  short  not  only  reduced  the  risk, 
but  also  locked  in  some  of  the  profit  associated  with  the  position. 

In  late  February  2007,  the  Mortgage  Department's  net  short  position,  coupled  with  added 
volatility  in  the  subprime  mortgage  market,  caused  a  sharp  increase  in  the  Department's  risk 
profile,  as  measured  by  Value  at  Risk  or  "VAR."  Goldman  had  assigned  a  VAR  limit  of  $35 
million  to  the  Mortgage  Department.1679  In  November  2006,  the  Department's  reported  VAR  was 
$13  million,  well  below  its  limit.1680  By  late  February  2007,  however,  its  VAR  had  reached  $85 
million  -  an  increase  of  over  550%.1681 

Goldman  senior  management  closely  monitored  the  Department's  increasing  VAR.  On 
February  23,  2007,  Goldman  risk  controllers  told  senior  executives  that  the  Mortgage 
Department's  increasing  VAR  was  "primarily  driven  by  a  combination  of  increased  volatility  in 
ABX  market  and  the  [SPG]  desk  increasing  their  net  short  risk  in  RMBS  subprime  sector."1682  On 
February  14,  2007,  Justin  Gmelich,  a  managing  director  asked  to  help  Mr.  Sparks  with  the 
Mortgage  Department  on  a  short  term  basis,  sent  an  email  to  Mr.  Montag  expressing  unease  with 
the  Department's  increasing  risk  profile: 

"Abx  risk  should  be  working  to  get  closer  to  home.  My  opinion,  singles  v.  short  index  is 
too  big  (no  news  here).  Abx  correlation  trade  is  good.  I  think  we  should  be  covering  a  bit 
of  our  short.  There  is  a  lot  to  do."1683 


Business,"  at  8,  GS  MBS-E-005565527,  Hearing  Exhibit  4/27-22  [footnote  omitted]. 

1677  Salem  2007  Self-Evaluation  [emphasis  in  original]. 

1678  g/23/2007  email  from  Tom  Montag,  "Current  Outstanding  Notional  SN  ames,"  GS  MBS-E-01062123  1. 

1679  2/8/2007  email  from  Bill  McMahon,  "VaR  limit  for  Mtg  SPG,"  GS  MBS-E-009980807. 

1680  2/23/2007  Goldman  internal  document,  "Mortgage  VaR  Change  (Ql  '07  vs.  Q4'06),"  GS  MBS-E-010037310, 
Hearing  Exhibit  4/27-12;  3/8/2007  email  from  Jha  Arbind,  "Risk  changes  over  the  quarter,"  GS  MBS-E-010400546, 
Hearing  Exhibit  4/27-18. 

1681  Id. 

1682  2/23/2007  Goldman  internal  document,  "Mortgage  VaR  Change  (Ql  '07  vs.  Q4'06),"  GS  MBS-E-010037310, 
Hearing  Exhibit  4/27-12. 

1683  2/14/2007  email  from  Mr.  Gmelich  to  Tom  Montag,  GS  MBS-E-016165580. 
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Mr.  Montag  forwarded  Mr.  Gmelich's  email  to  Goldman's  Co-Presidents,  Gary  Cohn  and  Jon 
Winkelried,  as  well  as  to  Mr.  Ruzika,  commenting:  "clearly  need  to  opportunistically  take  position 
down."1684 

On  February  21,  2007,  senior  management  told  Mr.  Sparks  to  reduce  the  size  of  the 
Mortgage  Department's  $10  billion  net  short  position  by  covering  $3  billion.1685  Mr.  Sparks 
communicated  the  decision  to  personnel  on  the  SPG  Desk: 

"We  need  to  buy  back  $1  billion  single  names  and  $2  billion  of  the  stuff  below  [CDO 
securities]  -  today.  I  know  that  sounds  huge,  but  you  can  do  it  -  spend  bid/offer,  pay 
through  the  market,  whatever  to  get  it  done. 

It  is  a  great  time  to  do  it  -  bad  news  on  HP  A  [housing  price  appreciation],  originators 
pulling  out,  recent  upticks  in  unemployment,  originator  pain.  .  .  . 

This  is  a  time  to  just  do  it,  show  respect  for  risk,  and  show  the  ability  to  listen  and  execute 
firm  directives. 

You  called  the  trade  right,  now  monetize  a  lot  of  it. 

You  guys  are  doing  very  well."1686 

Although  some  SPG  traders  disagreed  with  the  decision,1687  the  Mortgage  Department  took 
immediate  action  in  response  to  the  order.  By  the  end  of  the  day,  February  21,  2007,  Mr.  Sparks 
reported  to  senior  management  that  the  ABS  Desk  had  covered  $400  million  in  single  name  CDS 
contracts,  but  had  not  been  able  to  reach  the  $3  billion  goal: 

"Market  sold  off  significantly  (BBB  and  BBB-  indices  over  100  bps  wider)  We  covered 
over  $400mm  single  names  -  still  significant  work  to  do.  ... 

"We  are  net  short,  but  mostly  in  single  name  CDS  and  some  tranched  index  vs  the 
some  [sic]  index  longs.  We  are  working  to  cover  more,  but  liquidity  makes  it  tough. 
Volatility  is  causing  our  VAR  numbers  to  grow  dramatically."1688 


1684  w_ 

1685  2/22/2007  email  from  Daniel  Sparks  to  Messrs.  Birnbaum,  Swenson  and  Lehman,  "Block  size  tranche  protection 
offers  for  Paulson  or  others,"  GS  MBS-E-01038141 1. 

1686  I(j 

1687  Subcommittee  interview  of  Joshua  Birnbaum  (4/22/2010)  (Mr.  Birnbaum  wanted  to  continue  to  hold  the  short 
position,  rather  than  cover  it,  since  he  thought  it  would  earn  additional  profit);  see  also  2007  Birnbaum  Self-Review, 
Hearing  Exhibit  4/27-55c  (Mr.  Birnbaum  wrote  that  he  should  have  argued  more  forcefully  against  covering  the 
shorts  in  February  2007). 

1688  2/21/2007  email  chain  from  Daniel  Sparks,  "Mortgages  today,"  GS  MBS-E-010381094,  Hearing  Exhibit  4/27- 
10.   In  response,  Mr.  Viniar  wrote  to  Mr.  Sparks:   "Good  start.   Keep  covering."   2/21/2007  email  from  David  Viniar 
to  Daniel  Sparks,  "Mortgages  today,"  GS  MBS-E-009757841.   In  another  email,  Mr.  Montag  wrote:   "How  hard  are 
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Mr.  Ruzika  sent  an  email  to  Mr.  Montag  and  Mr.  Sparks  commenting  on  the  covering  efforts: 

"I  think  Dan's  guys  are  being  practical.  I  know  Bill  [McMahon]  was  upset  but  covering  the 
single  name  bbb  and  bbb-  is  prudent  as  it  cuts  vol  and  var  the  most.  ...  Guys  didn't  give  up 
bid  ask  but  they  also  didn't  stand  on  the  bid."1689 

The  Mortgage  Department  found  that  its  single  name  CDS  contracts  were  difficult  to  cover, 
in  part  because  many  of  the  referenced  RMBS  and  CDO  securities  had  already  been  acquired  by 
securitizers  for  inclusion  in  CDOs  and  so  were  not  for  sale.1690  That  meant  the  SPG  Trading  Desk 
could  not  cover  its  single  name  short  positions  simply  by  buying  the  offsetting  long  asset  -  the 
RMBS  and  CDO  securities  were  no  longer  available  for  purchase.1691  Instead,  the  SPG  Desk  had 
to  use  offsetting  CDS  contracts,  ones  which  referenced  the  same  RMBS  or  CDO  securities,  but  in 
which  Goldman  took  the  long  side.1692  The  problem  with  those  contracts,  however,  was  that  many 
market  participants  had  already  acquired  short  positions  on  RMBS  and  CDO  securities  and  weren't 
in  the  market  to  buy  more.  In  addition,  their  purchases  had  driven  up  the  price  of  short  contracts. 
Between  market  saturation  and  high  price  levels,  Goldman  found  few  buyers  when  it  wanted  to 
cover  its  shorts.1693  The  Mortgage  Department's  inability  to  cover  its  single  name  shorts  concerned 
Messrs.  Montag  and  Ruzika,  who  continued  to  press  for  quick  progress. 

On  February  25,  2007,  Mr.  Sparks  reported  to  Messrs.  Montag  and  Ruzika  on  the  Mortgage 
Department's  progress  after  a  week  of  effort: 

"Cover[ed]  around  [$]  1 .55  billion  single  name  subprime  BBB-  CDS  and  about  $700mm 
single  name  subprime  BBB  CDS.  The  desk  also  net  sold  over  $400mm  BBB-  ABX  index. 
Desk  is  net  short,  but  less  than  before.  Shorts  are  in  senior  tranches  of  indexes  sold  and  in 
single  names.  Plan  is  to  continue  to  trade  from  short  side,  cover  more  single  names  and  sell 
BBB-  index  outright."1694 

On  February  27,  2007,  Mr.  Ruzika  sent  an  email  to  Messrs.  Montag,  Gmelich  and  Sparks 
indicating  that  the  Mortgage  Department  needed  to  reduce  its  net  short  position  by  covering  even 
more  than  $3  billion  in  shorts:  "There  are  two  issues  -  first  is  the  size  of  the  short  - 1  want  to  see 


we  pushing  covering  some  of  singlename.   Let's  not  be  bidoffer  foolish.   The  downside  isn't  worth  the  upside  imo." 
2/21/2007  email  from  Tom  Montag  to  Daniel  Sparks,  GS  MBS-E-017237596.   Mr.  Sparks  replied:   "Pushing  hard, 
but  need  to  be  realistic  with  respect  to  expectation  on  liquidity.   Very  hard  to  force  it.   Trade  has  been  right,  and 
should  continue  to  run  (though  there  will  be  bumps).   Entire  team  knows  we  have  to  reduce  and  is  focused  on  it."   Id. 
Mr.  Montag  responded:   "If  you  sold  it  in  a  bad  market  u  ough[t]  to  be  able  to  buy  it."   Id. 

1689  2/22/2007  email  from  Richard  Ruzika  to  Tom  Montag  and  Daniel  Sparks,  GS  MBS-E-010381967. 

1690  Subcommittee  interview  of  Michael  Swenson  (4/16/2010). 

1691 


1692 


Id. 
Id. 


1693  A  similar  situation  existed  at  the  time  in  the  market  for  commercial  mortgage  backed  securities  (CMBS).   In  a 
February  email  to  Mr.  Lehman,  a  CMBS  trader  remarked:   "It's  amazing  that  everyone  was  lifting  [accepting  bids 
on]  cmbs  1  and  2  [CMBX  indices],  but  NOBODY  will  bid  single  names."   2/23/2007  email  from  [CMBS  trader]  to 
David  Lehman,  "CT  CDO  w/  [Bank],"  GS  MBS-E-01 1270138-39  [emphasis  in  original]. 

1694  2/25/2007  email  from  Daniel  Sparks  to  Tom  Montag,  "Questions  you  had  asked,"  GS  MBS-E-010987763. 
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us  getting  the  short  down  to  4.5  bil[lion]  net.  ...  Second  -  the  basis  in  the  book  needs  to  be  reduced 
as  well."1695  Less  than  an  hour  later,  Mr.  Ruzika  sent  Mr.  Sparks  another  email  at  the  conclusion  of 
a  meeting  of  Goldman's  Operating  Committee  (OpCom),  comprised  of  Goldman's  senior 
executives.  In  an  email  entitled,  "OpCom  Directive,"  Mr.  Ruzika  wrote: 

"Dan.  Directly  from  the  opcom  we  have  to  pick  up  the  pace  of  buying  back  single  names 
even  if  it  costs  us  some  money.  I  know  your  guys  are  trying  but  we  can  pay  away  some  if  it 
helps  to  get  size  done."1696 

In  response,  Mr.  Sparks  immediately  sent  an  email  to  Mr.  Swenson,  Mr.  Lehman,  and  Mr. 
Birnbaum  regarding  the  "Opcom  directive."  He  wrote:  "Buyback  single  names  in  size  today."1697 
He  also  sent  the  SPG  and  CDO  Desk  managers  a  set  of  "Goals": 

"Reduce  risk.  That  means: 

(1)  get  m[o]re  super-seniors  done  on  CDOs  or  take  other  steps  to  reduce  CDO  pipeline 
risk; 

(2)  cover  more  single  name  shorts  BBB-  and  BBB 

(3)  reduce  the  basis  trade  between  BBB-  index  and  BBB-  single  names 

(4)  reduce  the  index/index  trades  in  A  and  AAA."1698 

Mr.  Sparks'  list  of  goals  showed  that  he  was  closely  tracking  the  SPG  Desk's  activities  and 
directed  them  to  reduce  rather  than  eliminate  its  basis  and  index  trades. 

At  the  end  of  February,  the  Mortgage  Department's  efforts  got  a  substantial  boost  when  a 
new  hedge  fund  client,  Harbinger,  purchased  the  short  side  of  $4  billion  in  single  name  CDS 
contracts  referencing  RMBS  securities.1699  By  taking  the  long  side  in  those  contracts,  the  Mortgage 
Department  was  able  to  cover  its  shorts  by  the  same  amount. 


1695  2/27/2007  email  from  Richard  Ruzika  to  Tom  Montag,  Justin  Gmelich,  and  Daniel  Sparks,  GS  MBS-E- 
002204942. 

16%    jd 

1697  2/27/2007  email  from  Daniel  Sparks,  "Opcom  Directive,"  GS  MBS-E-017250218. 

1698  2/27/2007  email  from  Daniel  Sparks,  "Goals,"  GS  MBS-E-010387086,  Hearing  Exhibit  4/27-1 1. 

1699  See,  e.g.,  2/22/2007  Goldman  internal  emails,  GS  MBS-E-01 8938493,  GS  MBS-E-01 8940734;  2/27/2007  email 
from  Michael  Swenson  to  Bill  McMahon,  GS  MBS-E-012502371  ("Bought  1.5bb  of  sn  baa3  risk  from  harbinger."); 
3/1/2007  email  from  Daniel  Sparks,  "SN  Protection  Offers  for  Harbinger  (50  names),"  GS  MBS-E-019460848 
("Trade  was  executed  at  +725  ");  3/3/2007  email  to  Michael  Swenson  and  Daniel  Sparks,  "Harbinger  Update,"  GS 
MBS-E-01 07072 16.   As  a  result,  Harbinger  became  Goldman's  largest  hedge  fund  counterparty  credit  risk: 
"Harbinger  is  our  #1  hedge  fund  exposure  globally.   We  had  to  explain  this  to  the  SEC  this  month."   4/20/2007 
Goldman  internal  email,  "Harbinger  didn't  add  the  last  piece  we  had  spoke  of,  but  are  now  thinking  of  adding 
~50mm,"  GS  MBS-E-012523933.   Harbinger  was  also  instrumental  in  Goldman's  second  round  of  short  covering 
efforts  in  August  2007.    See,  e.g.,  7/30/2007  email  to  Michael  Swenson,  "Harbinger  Single-A  Offerings.xls,"  GS 
MBS-E-012374026;  8/23/2007  email  from  Michael  Swenson,  "Harbinger  Post,"  GS  MBS-E-009739009. 
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On  February  28,  2007,  Mr.  Sparks  reported  at  a  Firmwide  Risk  Committee  meeting  on  the 
Mortgage  Department's  progress  in  reducing  its  VAR.1700  The  committee  minutes  reflect  that  Mr. 
Sparks'  report  stated  the  following: 

"-VaR  up  due  to  vols.  Business  working  to  reduce  exposures;  a  lot  of  shorts  already 

covered. 

-ABX  widened  500bp  on  the  week.  Business  covered  $4BN  in  single  names. 

-Noted  a  lot  of  negative  news  in  the  subprime  market  with  rumors  on  everyone. 

-CDS  on  CDOs  started  to  widen  significantly  over  the  week  .... 

-Business  continuing  to  clear  out  loans."1701 

Five  days  later,  on  March  5,  2007,  Mr.  Montag  requested  another  update:  "Do  we  think  the 
business  is  net  short,  long  or  flat  right  now?"  Mr.  Sparks  responded:  "We  think  the  overall 
business  is  net  short."  Mr.  Gmelich  added:  "I  think  we  have  a  very  modest  short  across  all  the 
businesses  at  current  market  levels.  I  concur  with  Dan."1702 

The  Mortgage  Department's  efforts  to  cover  its  $10  billion  net  short  position  reduced  its 
VAR;  it  also  allowed  the  Department  to  lock  in  and  record  large  profits  from  its  net  shorts.  In 
March  2007,  in  connection  with  Goldman's  quarterly  earnings  call  with  analysts,  "Mortgage 
Talking  Points"  prepared  for  Mr.  Viniar  stated  that  the  Department's  revenues  were  primarily  the 
result  of  its  short  positions: 

"The  Mortgage  business'  revenues  were  primarily  driven  by  synthetic  short  positions 
concentrated  in  BBB/BBB-  sub  prime  exposure  and  single  A  CDO  exposure  which 
benefitted  from  spread  widening."1703 

At  the  end  of  the  first  quarter  of  2007,  the  Mortgage  Department  reported  total  net  revenues  of 
$368  million.1704 

The  Mortgage  Department  continued  its  efforts  to  cover  the  rest  of  its  short  position.  On 
March  14,  2007,  Mr.  Sparks  reported  to  Messrs.  Cohn  and  Montag  that  a  Goldman  salesperson 


noo  2/28/2006  Goldman  internal  memorandum,  "Firmwide  Risk  Committee:  February  28th  FWR  Minutes,  "GS 
MBS-E-009687468,  Hearing  Exhibit  4/27-13  [sic  -  correct  year  is  2007]. 

1701  Id.    See  also  2007  Swenson  Self-Review  ("we  prudently  covered  $5bb  of  single-name  shorts  at  the  all  time  lows 
at  the  time  back  in  February"),  Hearing  Exhibit  4/27-55b. 

1702  3/5/2007  email  from  Tom  Montag,  GS  MBS-E-010393092.   Goldman  COO  Gary  Cohn  expressed  concern  that  a 
positive  move  in  the  markets  would  cause  the  Mortgage  Department  to  incur  large  losses  due  to  its  net  short:   "A  big 
plus  would  hurt  the  Mortgage  business  but  Justin  [Gmelich]  thinks  he  has  a  big  trade  lined  up  for  the  morning  to  get 
us  out  of  a  bunch  of  our  short  risk."   3/5/2007  email  from  Gary  Cohn,  GS  MBS-E-009656525,  Hearing  Exhibit  4/27- 
15.   The  big  trade  referred  to  by  Mr.  Cohn  was  one  of  the  Harbinger  trades  that  enabled  Goldman  to  cover  $4  billion 
of  its  single  name  CDS  short  positions. 

1703  3/9/2007  email  to  David  Viniar,  "Mortgage  Talking  Points  for  Earnings  Call,"  GS  MBS-E-009762678,  Hearing 
Exhibit  4/27-16. 

1704  9/17/2007  Presentation  to  GS  Board  of  Directors,  Residential  Mortgage  Business  at  5,  GS  MBS-E-001793840, 
Hearing  Exhibit  4/27-41. 
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"did  a  fantastic  job  for  the  desk  by  bringing  in  $1.2BB  [billion]  in  A-rated  single  names  today."1705 
Mr.  Montag  in  turn  reported  to  Goldman  CEO  Lloyd  Blankfein:  "Covered  another  1 .2  billion  in 
shorts  in  mortgages-almost  flat-now  need  to  reduce  risk."1706 

That  same  day,  March  14,  2007,  in  response  to  his  request,  the  Mortgage  Department  sent 
Mr.  Ruzika  a  detailed  breakdown  of  its  subprime  mortgage  holdings.1707  It  disclosed  that,  despite 
offsetting  short  and  long  positions  in  a  number  of  areas,  the  SPG  Desk  still  held  three  sizeable  net 
short  positions  involving  about  $2.6  billion  in  ABX  assets,  $2.2  billion  in  single  name  CDS 
contracts,  and  $2  billion  in  mezzanine  CDOs.1708 

Goldman  personnel  prepared  the  following  chart  tracking  the  SPG  Trading  Desk's  efforts 
to  cover  its  BBB  and  BBB-  net  short  position  from  February  through  mid-May  2007. 1709 

[SEE  CHART  NEXT  PAGE:  Notionals  (ABX convention),  prepared 
by  Goldman  Sachs,  reformatted  by  the  Permanent  Subcommittee  on 
Investigations  to  be  readable  in  black  and  white  print,  GS  MBS-E- 
012890600.] 

AAA  Disaster  Insurance.  Despite  all  the  attention  paid  to  the  Mortgage  Department's 
subprime  mortgage  holdings  beginning  in  December  2006,  one  large  short  position  seemed  to  have 
escaped  the  directives  of  senior  management  in  the  first  quarter  of  2007  to  cover  the  Department's 
shorts.  It  consisted  of  a  massive  $9  billion  net  short  position  made  up  of  CDS  contracts 
referencing  an  ABX  index  that  tracked  a  basket  of  20  AAA  rated  subprime  RMBS  securities.1710 
Goldman  representatives  could  not  recall  when  that  short  position  was  acquired,  who  acquired  it, 
or  whether  proprietary  funds  were  used,1711  but  the  CDS  contracts  appear  to  have  been  held  at  a 
relatively  constant  level  of  $9  billion  from  some  time  in  2006  until  July  2007. 1712  Mr.  Sparks  told 
the  Subcommittee  that  the  net  short  position  served  as  a  form  of  low  cost  "disaster  insurance"  that 
would  pay  off  only  in  a  "worst  case"  scenario  -  when  even  the  top  tier  AAA  rated  RMBS 
securities,  among  the  safest  of  all  subprime  mortgage  investments,  lost  value.1713 


1705  3/17/2007  email  from  Daniel  Sparks  and  Tom  Montag,  "Cactus  Delivers,"  GS  MBS-E-009632839. 

1706  Id.  Mr.  Montag's  comment  suggests  that  he  may  have  wanted  the  Mortgage  Department  to  reduce  the  size  of 
both  its  longs  and  shorts  to  reduce  its  overall  risk,  or  to  reduce  its  basis  risk,  the  risk  that  arises  when  two  different 
types  of  assets  are  used  to  offset  one  another,  and  the  assets  are  imperfectly  matched. 

1707  3/14/2007  email  from  David  Lehman,  "ABS  Trading  -  Subprime  risk,"  GS  MBS-E-010397102. 

1708  Id. 

1709  See  "Notionals  (ABX  Convention),"  chart  attached  to  5/23/2007  email  from  Kevin  Kao  to  Joshua  Birnbaum, 
"RMBS  Subprime  risk  history  as  of  18May07,"  GS  MBS-E-012890599. 

1710  See,  e.g.,  3/8/2007  email  from  Mr.  Sparks,  "Mortgage  Risk,"  GS  MBS-E-002206279,  Hearing  Exhibit  4/27-75 
(noting  Mortgage  Department's  $9  billion  short  position  on  the  AAA  ABX  index). 

1711  Subcommittee  interview  of  Daniel  Sparks  (4/15/2010),  David  Lehman  (4/12/2010),  Joshua  Birnbaum 
(4/22/2010),  and  Michael  Swenson  (4/16/2010). 

1712  See  chart  entitled  "Goldman  Sachs  Mortgage  Department  Total  Net  Short  Position,  February-December  2007  in 
$  Billions,"  prepared  by  the  Subcommittee,  April  2010,  updated  January  201 1,  derived  from  Goldman  Mortgage 
Strategies  and  Mortgage  Department  Top  Sheets. 

1713  Subcommittee  interview  of  Daniel  Sparks  (10/3/2010). 
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The  most  comprehensive  description  of  the  AAA  ABX  short  position  located  by  the 
Subcommittee  was  a  chart  prepared  by  a  Mortgage  Department  analyst  in  August  2007.  The 
analyst  sent  the  chart  to  Mr.  Birnbaum  at  his  request,  to  show  the  Mortgage  Department's  overall 
position  in  synthetic  products,  including  CDS  contracts  referencing  ABX,  RMBS,  and  CDO 
assets.1714  The  chart  includes  the  AAA  ABX  short  position  as  a  long,  nearly  flat  line  showing  an 
approximately  $9  billion  net  short  until  early  July  2007,  when  the  value  turned  sharply  upward.1715 
The  analyst  wrote  in  an  August  email,  after  much  of  the  AAA  ABX  net  short  position  had  been 
covered:  "M[ortgage]  department  is  short  ABX  AAA  [$]8.7b[illion],  splitting  among  ABS/Alt 
A/prime/conduit  in  the  beginning  of  fiscal  year  2007,  and  is  now  long  [$]410m[illion]."  While  this 
chart  and  the  covering  email  do  not  reveal  the  origin  of  the  AAA  short,  they  indicate  that,  by  early 
2007,  it  was  split  between  the  ABS  Trading  Desk  in  the  Structured  Product  Group  and  three  desks 
in  Mr.  Gasvoda's  Residential  Whole  Loan  Trading  area  -  the  Alt  A  Trading  Desk  under  Genevieve 
Nestor,  the  Prime  Trading  Desk  under  Clay  DeJacinto,  and  the  Conduit  for  conducting  subprime 
loan  pool  securitizations  under  Matt  Nichols. 

Goldman  emails  provide  additional  information  about  the  AAA  ABX  short.  One  series  of 
emails,  from  March  2007,  indicates  that  about  $8  billion  of  the  $9  billion  AAA  short  was  then  held 
by  the  three  desks  in  Mr.  Gasvoda's  Residential  Whole  Loan  Trading  area,  and  that  he  favored 
maintaining  the  short,  because  it  provided  billions  of  dollars  in  coverage  and  cost  only  $5  million 
per  quarter  in  premiums  to  maintain.  On  March  4,  2007,  Mr.  Gasvoda  emailed  Mr.  Sparks  with 
"Quick  Thoughts  on  ABX  AAA  risk": 

"I  talked  to  [Matt]  Nichols  and  Clay  [DeJacinto]  about  the  AAA  ABX  short.  Think  it 
offers  a  good  amount  downside  protection  w/  relatively  light  pain  if  we're  wrong.  Below  is 
a  $8B  ABX  AAA  short  #s.  It  costs  us  $5mm/quarter  to  carry.  On  the  downside,  if  the 
market  rallies  to  par  ...  we  drop  $50mm.  Taking  it  to  0  spread  we  lose  $80mm. 

"On  the  upside  front,  we  get  good  jump  risk.  If  AAA's  widen  to  current  AA  levels  ...  we 
gain  $70mm  and  if  spreads  move  up  to  super  senior  risk  pricing  in  CDOs  ...  we're  up 
$  190mm. 


1714  8/17/2007  Goldman  internal  chart,  "RMBS  Subprime  Notional  History  (Mtg  Dept.),"  GS  MBS-E-012928391, 
Hearing  Exhibit  4/27-56a.   The  analyst's  cover  email  stated:   "The  attached  spreadsheet  covers  the  single  name  and 
ABX  positions  of  the  entire  mortgage  department  for  the  fiscal  year  2007.   I  spot  checked  the  numbers  with  risk 
reports  they  tie  out  well."   See  also  8/17/2007  email  from  Joshua  Birnbaum,  GS  MBS-012928388,  Hearing  Exhibit 
4/27-56b. 

1715  When  shown  the  chart  during  his  interview,  Mr.  Sparks  told  the  Subcommittee  he  was  unfamiliar  with  it  and 
pointed  what  he  believed  to  be  an  anomaly  related  to  its  depiction  of  the  Mortgage  Department's  short  position 
involving  BBB  rated  RMBS  securities.   He  also  indicated  that  he  could  not  confirm  its  depiction  of  the  AAA  ABX 
short  position.    Since  multiple  Goldman  email  messages  confirm  the  existence  of  the  AAA  ABX  short  position 
during  most  of  Goldman's  fiscal  year  2007,  however,  the  chart's  depiction  of  that  position  as  a  nearly  flat  line  at 
about  $9  billion  short  until  July  2007  appears  consistent  with  the  other  evidence. 
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"Net,  think  this  is  a  good  position  to  have  on  given  downside  protection  and  relatively  light 
upside  pain.  If  we  get  an  opportunity  to  buy  some  back  next  week,  think  we  should  but  I'm 
thinking  buy  back  $1-2B,  not  $8B."1716 

Mr.  Sparks  replied  to  Mr.  Gasvoda:  "Good  trading  response  and  thought  process.  We  need  to 
consider  daily."1717 

The  next  day,  March  5,  2007,  the  Residential  Whole  Loan  Trading  Desk  under  Mr. 
Gasvoda  and  the  CDO  Origination  Desk  under  Peter  Ostrem  exchanged  information  about  the 
"ABX  hedges"  that  each  business  was  carrying  to  reduce  the  risk  associated  with  its  respective 
long  assets.1718  The  Residential  Whole  Loan  Trading  Desk  reported:  "[b]elow  are  all  our  ABX 
hedges  across  our  Resi  Credit  +  Prime  books,"  which  included  approximately  $7  billion  in  AAA 
ABX  holdings.1719  The  CDO  Origination  Desk,  in  turn,  reported  holding  another  $2.25  billion  in 
AAA  ABX  "hedges."1720  A  few  days  earlier,  with  respect  to  the  CDO  Origination  Desk's  holdings, 
Mr.  Egol  had  remarked:  "Love  that  huge  AAA  abx  short."1721 

Although  the  $7  billion  figure  reported  by  Mr.  Gasvoda's  group  on  March  5  was  $1  billion 
less  than  the  $8  billion  reported  the  day  before,1722  and  the  $2.25  billion  reported  by  the  CDO 
Origination  Desk  was  larger  than  the  $1  billion  that  the  August  2007  email  later  ascribed  to  the 
Structured  Product  Group,  all  of  the  evidence  indicates  that  Goldman  had  a  massive  AAA  ABX 
short  position  in  2007.  A  few  days  later,  on  March  8,  2007,  in  an  email  to  senior  management 
entitled,  "Mortgage  Risk,"  Mr.  Sparks  described  the  AAA  ABX  short  as  a  hedge  against  long 
positions  in  the  Department's  loan  books  and  CDO  warehouse  accounts: 

"[0]verall  the  department  has  significant  shorts  against  loan  books  and  the  CDO 
warehouse.  The  bulk  of  these  shorts  ($9BB)  are  on  the  AAA  index,  so  the  downside  is 
limited  as  the  index  trades  at  99. "1723 


1716  3/4/2007  email  from  Kevin  Gasvoda  to  Daniel  Sparks,  "Quick  thoughts  on  ABX  AAA  risk,"   GS  MBS-E- 
010398072. 

1717  Id.   Despite  Mr.  Gasvoda's  suggestion  that  he  might  try  to  cover  a  portion  of  the  $8  billion  net  short,  the  AAA 
ABX  short  position  in  Mr.  Gasvoda's  area  appears  to  have  remained  unchanged  until  around  July  2007.    8/17/2007 
Goldman  internal  chart,  "RMBS  Subprime  Notional  History  (Mtg  Dept.),"  GS  MBS-E-012928391,  Hearing  Exhibit 
4/27-56a. 

1718  Goldman's  hedging  practice  was  that  each  desk  was  responsible  for  its  own  hedges.  Accordingly,  different 
desks  would  not  necessarily  share  information  about  their  respective  hedges,  even  if  both  were  hedging  with  the 
same  product,  such  as  an  ABX  short. 

1719  3/5/2007  email  from  Cyrus  Pouraghabagher,  "ABX  hedges  for  Resi  businesses,"  GS  MBS-E-012085546. 

1720  Id. 

1721  2/28/2007  email  from  Jonathan  Egol  to  Fabrice  Tourre,  "Hedges  Status  Report,"  GS  MBS-E-002628642. 

1722  j^g  rep0rt  from  jy[r  Gasvoda's  group  may  have  inadvertently  omitted  a  particular  loan  book  that  was  holding 
the  additional  $1  billion  in  hedges,  the  figure  may  be  a  typographical  error,  or  the  group  may  have  chosen  not  to 
disclose  some  of  its  hedges.   The  Goldman  personnel  interviewed  by  the  Subcommittee  were  unable  to  explain  the 
discrepancy. 

1723  3/8/2007  email  from  Daniel  Sparks,  "Mortgage  Risk,"  GS  MBS-E-002206279,  Hearing  Exhibit  4/27-75. 
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In  this  email  to  senior  executives,  Mr.  Sparks  put  the  size  of  the  AAA  ABX  short  at  $9  billion, 
which  seems  to  have  been  the  amount  most  commonly  cited  for  the  short.1724 

When  asked  about  the  Gasvoda  email  which  described  the  AAA  ABX  short  as  an 
inexpensive  "jump  risk,"1725  Mr.  Sparks  told  the  Subcommittee  that  the  email  was  referring  to 
acquiring  "jump  insurance"  against  a  sudden,  huge  loss  arising  from  the  total  default  of  an  asset.1726 
In  this  context,  the  short  was  acquired  as  insurance  against  the  unlikely  event  that  a  significant 
portion  of  the  AAA  rated  RMBS  securities  identified  in  the  ABX  Index  defaulted 
simultaneously.1727  Since  AAA  rated  RMBS  securities  were  typically  the  safest  of  the  RMBS 
securities  offered  for  sale,  it  was  widely  believed  in  2006  and  2007,  that  they  would  remain 
untouched  even  if  defaulting  mortgages  harmed  riskier  RMBS  securities.  By  shorting  AAA  rated 
RMBS  securities,  Goldman  was  insuring  against  a  "tail  risk"  -  the  risk  of  an  event  that  appeared  to 
have  a  very  small  probability  of  ever  actually  occurring,  but  which  was  likely  to  cause  catastrophic 
losses  if  it  did  occur.  Mr.  Sparks  also  explained  that,  since  the  subprime  mortgage  industry 
considered  losses  in  AAA  rated  RMBS  securities  to  be  exceedingly  unlikely,  the  price  of  acquiring 
and  holding  such  a  short  position  was  relatively  inexpensive.1728 

From  the  time  the  $9  billion  AAA  ABX  short  was  acquired  in  2006  until  July  2007,  it  was 
not  included  in  Goldman  senior  management's  directives  to  cover  shorts,  and  it  does  not  appear  to 
have  been  part  of  the  Mortgage  Department's  efforts  to  get  "closer  to  home,"  build  a  net  short 
position  in  early  2007,  or  cover  that  net  short  in  February  and  March.1729  The  $9  billion  AAA  ABX 
short  may  have  been  left  out  of  management's  directives  on  the  first  net  short,  because  it  was 
serving  as  a  hedge  for  long  subprime  mortgage  assets  held  by  several  Mortgage  Department 
desks.1730  As  those  long  assets  were  sold  or  written  down,  however,  no  apparent  steps  were  taken 
to  unwind  or  remove  the  $9  billion  AAA  ABX  hedge.1731  By  June  2007,  it  remained  almost 
entirely  intact  as  a  net  short.  The  value,  cost,  and  risk  associated  with  the  AAA  ABX  short  had 
been  monitored,  but  not  acted  upon,  until  the  short  suddenly  began  approaching  profitability  and 


1724  Id.;  see  also  8/23/2007  email  from  Tom  Montag  to  Lloyd  Blankfein,  GS  MBS-E-009585951,  Hearing  Exhibit 
4/27-37  (Mortgage  Department  "bought  back  9  billion  of  AAA  abx  index  over  last  two  weeks."  );  8/23/2007  email 
from  Tom  Montag  to  Gary  Cohn  and  David  Viniar,  "Harbinger  Post,"  GS  MBS-E-009739009. 

1725  3/4/2007  email  Kevin  Gasvoda  to  Daniel  Sparks,  "Quick  thoughts  on  ABX  AAA  risk,"  GS  MBS-E-010398072 
("  we  get  good  jump  risk  .  .  .  Net,  think  this  is  a  good  position  to  have  on  given  downside  protection  and  relatively 
light  upside  pain."). 

1726  Subcommittee  interview  of  Daniel  Sparks  (4/15/2010). 


1728 


Id. 
Id. 


1729  See  8/17/2007  Goldman  internal  chart,  "RMBS  Subprime  Notional  History  (Mtg  Dept.),"  GS  MBS-E- 
012928391,  Hearing  Exhibit  4/27-56a. 

1730  j^g  AAA  ABX  short  appears  to  have  served  as  a  hedge  for  long  assets  in  the  Whole  Loan  and  CDO  Origination 
areas  in  March  2007.   Many  of  those  assets  were  sold  during  the  spring  and  summer  of  2007.   If  a  hedged  asset  is 
sold,  the  hedge  is  ordinarily  unwound  commensurately.   See,  e.g.,  5/30/2007  email  from  David  Lehman,  "ABX 
hedges  -  Buy  order,"  GS  MBS-E-011 106690  (directing  the  unwinding  of  certain  short  ABX  hedges  held  against  the 
CDO  Origination  Desk  when  the  CDO  positions  were  transferred  to  another  desk). 

1731  See  8/17/2007  Goldman  internal  chart,  "RMBS  Subprime  Notional  History  (Mtg  Dept.),"  GS  MBS-E- 
012928391,  Hearing  Exhibit  4/27-56a. 
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began  contributing  to  high  VAR  levels  for  the  Mortgage  Department.  It  then  drew  the  attention  of 
Goldman  senior  management  which  included  the  AAA  ABX  short  in  its  directive  to  cover  the 
firm's  second  big  net  short.  Covering  the  AAA  ABX  net  short  contributed  to  the  multi-billion- 
dollar  profits  realized  by  Goldman  in  the  third  and  fourth  quarters  of  2007. 

Report  To  Board.  On  March  26,  2007,  Mr.  Sparks  and  Goldman  senior  executives  gave  a 
presentation  to  Goldman's  Board  of  Directors  regarding  the  firm's  subprime  mortgage  business.1732 
The  presentation  recapped  for  the  Board  the  various  steps  the  Mortgage  Department  had  taken 
since  December  2006,  in  response  to  the  deterioration  of  the  subprime  mortgage  market.1733  The 
presentation  noted,  among  other  measures,  the  following  steps: 

"-  GS  reduces  CDO  activity 

-  Residual  assets  marked  down  to  reflect  market  deterioration 

-  GS  reverses  long  market  position  through  purchases  of  single  name  CDS  and  reductions 
of  ABX 

-  GS  effectively  halts  new  purchases  of  sub-prime  loan  pools  through  conservative  bids 

-  Warehouse  lending  business  reduced 

-  EPD  [early  payment  default]  claims  continue  to  increase  as  market  environment 
continues  to  soften."1734 

By  the  time  this  presentation  was  given  to  the  Board  of  Directors,  Goldman's  Mortgage 
Department  had  swung  from  a  $6  billion  net  long  position  in  December  2006,  to  a  $10  billion  net 
short  position  in  February  2007,  and  then  acted  to  cover  much  of  that  net  short.  Despite  having  to 
sell  billions  of  dollars  in  RMBS  and  CDO  securities  and  whole  loans  at  low  prices,  and  enter  into 
billions  of  dollars  of  offsetting  long  CDS  contracts,  Goldman's  mortgage  business  managed  to 
book  net  revenues  for  the  first  quarter  totaling  $368  million.1735 

In  a  section  entitled,  "Lessons  Learned,"  the  presentation  stated:  "Capital  markets  and 
financial  innovation  spread  and  increase  risk,"1736  an  acknowledgment  by  Goldman  that  "financial 
innovation,"  which  in  this  context  included  ABX,  CDO,  and  CDS  instruments,  had  magnified  the 
risk  in  the  U.S.  mortgage  market. 


1732  3/26/2007  Goldman  presentation  to  Board  of  Directors,  "Subprime  Mortgage  Business,"  GS  MBS-E- 
005565527,  Hearing  Exhibit  4/27-22.   While  the  final  version  of  the  presentation  indicated  Goldman  had  an  overall 
net  long  position  in  subprime  assets  by  about  $900  million,  a  near-final  draft  of  the  presentation  indicated  that 
Goldman  had  an  overall  net  short  position  of  $2.8  billion.   3/16/2007  draft  presentation  to  Board  of  Directors  by 
Daniel  Sparks,  "Subprime  Mortgage  Business,"  GS  MBS-E-002207710.   The  primary  difference  between  the  two 
figures  appears  to  be  the  inclusion  in  the  final  version  of  Goldman's  net  long  holdings  of  Alt  A  mortgages,  even 
though  Alt  A  assets  are  not  usually  considered  to  be  subprime  mortgages.   Subcommittee  interview  of  David  Viniar 
(4/13/2010). 

1733  Id.  at  4. 

1734  Id.  at  8  [footnotes  defining  CDO  and  CDS  omitted]. 

1735  9/17/2007  Presentation  to  Goldman  Sachs  Board  of  Directors,  Residential  Mortgage  Business,  at  5,  GS  MBS-E- 
001793840,  Hearing  Exhibit  4/27-41. 

1736  3/26/2007  Goldman  Sachs  presentation  to  Board  of  Directors,  "Subprime  Mortgage  Business,"  GS  MBS-E- 
005565527,  Hearing  Exhibit  4/27-22. 
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(c)  Attempted  Short  Squeeze 

In  May  2007,  Goldman's  Structured  Product  Group  (SPG)  continued  to  work  to  cover  the 
Mortgage  Department's  short  position  by  offering  to  take  the  long  side  of  CDS  contracts 
referencing  RMBS  and  CDO  securities,  but  found  few  buyers.  Many  market  participants  had 
already  shorted  subprime  mortgage  assets,  driving  the  price  relatively  high,  and  few  wanted  to  buy 
additional  short  positions  at  the  prevailing  price.  In  order  to  turn  the  situation  to  its  benefit,  SPG's 
traders  attempted  to  carry  out  a  "short  squeeze"  of  the  subprime  CDS  market  in  May  2007. 1737 

The  ABS  Desk's  traders  were  already  offering  single  name  CDS  contracts  in  which 
Goldman  would  take  the  long  position,  in  order  to  cover  the  Mortgage  Department's  short 
position.1738  To  effectuate  a  short  squeeze,  they  appear  to  have  decided  to  offer  the  short  positions 
on  those  contracts  at  lower  and  lower  prices,  in  order  to  drive  down  the  market  price  of  subprime 
CDS  shorts  to  artificially  low  levels.  Once  prices  fell  below  what  the  existing  CDS  holders  had 
paid  for  their  short  positions,  the  CDS  holders  would  have  to  record  a  loss  on  their  holdings  and 
might  have  to  post  additional  cash  collateral  with  their  opposing  long  parties.  Goldman  hoped  the 
CDS  holders  would  react  by  selling  their  short  positions  at  the  lower  market  price.  When  the  sell 
off  was  large  enough  and  the  price  low  enough,  Goldman  planned  to  move  in  and  buy  more  shorts 
for  itself  at  the  artificially  low  price. 

This  short-squeeze  strategy  was  later  laid  out  in  a  2007  performance  self-evaluation  by  one 
of  the  traders  on  Goldman's  ABS  Desk  who  participated  in  the  activity,  Deeb  Salem.  In  the  self- 
evaluation  he  provided  to  senior  management,  Mr.  Salem  wrote: 

"In  May,  while  we  were  remaining]  as  negative  as  ever  on  the  fundamentals  in  sub-prime, 
the  market  was  trading  VERY  SHORT,  and  susceptible  to  a  squeeze.  We  began  to 
encourage  this  squeeze,  with  plans  of  getting  very  short  again,  after  the  short  squeezed  [sic] 
cause[d]  capitulation  of  these  shorts.  This  strategy  seemed  do-able  and  brilliant,  but  once 
the  negative  fundamental  news  kept  coming  in  at  a  tremendous  rate,  we  stopped  waiting  for 
the  shorts  to  capitulate,  and  instead  just  reinitiated  shorts  ourselves  immediately."1739 

When  interviewed  by  the  Subcommittee,  Mr.  Salem  denied  that  the  ABS  Desk  ever  intended  to 
squeeze  the  market,  and  claimed  that  he  had  wrongly  worded  his  self-evaluation.1740  He  said  that 
reading  his  self-evaluation  as  a  description  of  an  intended  short  squeeze  put  too  much  emphasis  on 
"words."1741 


1737  See,  e.g.,  Salem  2007  Self-Review. 

1738  See,  e.g.  4/5/2007  email  from  Deeb  Salem,  "let's  sell  ~200mm  in  Baa2  protection  .  .  .,"  GS  MB S-E-0045  16519 
(Mr.  Swenson's  reply:  "Make  that  500mm"). 

1739  Deeb  Salem  2007  Self-Review  [emphasis  in  original]. 

1740  Subcommittee  interview  of  Deeb  Salem  (10/6/2010). 

1741  Id. 
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Mr.  Salem's  description  of  an  attempted  short  squeeze  by  Goldman's  Structured  Product 
Group  (SPG)  is  supported  by  other  evidence.  In  May  2007,  Michael  Swenson,  the  head  of  both 
SPG  and  ABS  Desks  and  Mr.  Salem's  supervisor,  wrote  emails  that  appear  to  confirm  the 
attempted  short  squeeze.  In  the  first  email,  dated  May  25,  2007,  Mr.  Swenson  wrote: 

"We  should  be  offering  sn  [single  name]  protection  down  on  the  offer  side  to  the  street  on 
tier  one  stuff  to  cause  maximum  pain."1742 

Four  days  later,  on  May  29,  2007,  Mr.  Swenson  followed  up  with  another  email: 

"We  should  start  killing  the  sn  [single  name]  shorts  in  the  street  -  let's  pick  some  high 
quality  stuff  that  guys  are  hoping  is  wider  today  and  offer  protection  tight  -  this  will  have 
people  totally  demoralized."1743 

When  asked  about  these  emails,  Mr.  Swenson  also  denied  that  Goldman  had  attempted  to  squeeze 
the  CDS  short  market.  He  claimed  that  the  cost  of  single  name  CDS  shorts  had  gone  too  high,  and 
the  purpose  behind  Goldman's  actions  was  to  restore  balance  to  the  market.1744  Mr.  Swenson  could 
not  explain,  however,  why  in  an  effort  to  restore  balance  to  the  market,  he  used  the  phrases  "cause 
maximum  pain,"  and  "this  will  have  people  totally  demoralized." 

Goldman  documents  show  there  was  a  plan  and  an  attempt  to  conduct  a  short  squeeze, 
despite  the  harm  that  might  be  caused  to  Goldman's  clients.  Contemporaneous  emails  further 
show  that  clients  were  complaining  about  a  sudden  markdown  by  Goldman  in  the  value  of  their 
short  positions,  especially  compared  to  prevailing  market  prices  and  the  worsening  of  the  subprime 
market  itself1745 

On  May  18,  2007,  a  Friday,  the  ABS  Desk  marked  down  the  value  of  many  of  its  clients' 
CDS  short  positions.  On  Monday,  May  21,  Mr.  Salem  sent  an  email  to  Mr.  Swenson  and  Edwin 
Chin  entitled,  "A  few  things  .  .  .  pain-related."1746 

"Guys  r  gonna  complain  about  their  marks  [hedge  fund]  already  emailed  me.  I  would  talk 
about  the  recent  flow  of  OWICS  [offers]  and  the  levels  ...  they  have  been  trading  as  the 


1742  5/25/2007  email  from  Michael  Swenson  to  Edwin  Chin  and  Deeb  Salem,  GS  MB S-E-0 12443  1 15. 

1743  5/29/2007  email  from  Michael  Swenson  to  Deeb  Salem,  "they  want  to  think  about  doing  this  again,"  GS  MBS- 
E-012561798. 

1744  Subcommittee  interview  of  Michael  Swenson  (10/8/2010). 

1745  Goldman's  CDS  collateral  agreements  were  usually  bilateral,  meaning  collateral  could  flow  either  way,  to  the 
short  or  long  party,  depending  upon  price  movements  in  the  underlying  assets.   Subcommittee  interview  of  Michael 
Swenson  (10/18/2010).     Clients  wrote  emails  to  Goldman  questioning  how  they  could  owe  collateral  on  CDS 
contracts  they  had  only  recently  purchased  from  Goldman. 

1746  5/21/2007  email  from  Deeb  Salem  to  Michael  Swenson  and  Edwin  Chin,  "A  few  things  pain-related,"  GS  MBS- 


E-021887795  [ellipses  in  original]. 
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reason  we  moved  marks  on  Friday.  ...  [Another  customer]  lost  6  pet  based  on  fridays 
moves."1747 

That  same  day,  a  Goldman  sales  representative  sent  Mr.  Chin  a  complaint  from  a  hedge 
fund  customer  named  Stanfield  Capital  regarding  the  lower  values  assigned  to  its  CDS  short 
positions.  The  sales  representative  wrote: 

"Stanfield  feels  we  are  marking  them  tighter  than  other  dealers  with  whom  they  have 
similar  protection.  ... 

"In  addition,  14  of  the  25  names  below  were  marked  over  100  bps  [basis  points]  tighter 
week-on-week.  That  is  a  massive  move  and  is  creating  major  stress  at  the  clients,  as  we 
can't  see  a  similar  move  in  the  broader  market.  ... 

"Finally,  be  aware  that  Stanfield  may  look  for  you  to  offer  protection  very  close  to  your 
mark.  ...  I'm  hoping  your  attention  to  the  marks  below  will  defuse  a  situation  in  which  they 
think  we're  messing  with  them  via  our  marks  on  their  protection."1748 

Mr.  Chin  forwarded  the  email  to  Mr.  Swenson  and  Mr.  Salem.  Mr.  Swenson  replied:  "We  are  ok 
with  that  they  do  not  have  much  more  gun  powder."1749  Mr.  Swenson's  response  suggested  that 
Goldman  did  not  have  to  be  concerned  about  Stanfield' s  threat  to  buy  CDS  shorts  at  the  same  low 
price  Goldman  had  applied  to  his  CDS  holdings,  since  Stanfield  did  not  have  the  financial 
resources  -  the  "gun  powder"  -  to  make  a  large  purchase. 

On  May  24,  2007,  the  Stanfield  trader  wrote  to  Goldman  that  he  had  thought  the  purchase 
of  the  CDS  contract  signaled  the  beginning  of  a  partnership  between  Stanfield  and  Goldman,  but 
he  had  lost  credibility  with  his  company  because  of  the  CDS  contracts  and  expressed  concern  that 
he  may  have  been  "naive  to  trust  the  pitch"  from  Goldman: 

"When  we  put  on  the  Single  A  protection  trade  the  underlying  names  were  suppose[d]  to 
have  a  large  similarity  to  the  index.  ...  The  indexes  are  up  only  a  couple  of  points  since  we 
did  the  trade.  Looking  at  the  mid's  on  our  Single  A  trades  we  have  tightened  roughly  33%. 
...  I'm  just  trying  to  figure  out  how  we  can  reverse  some  of  the  losses  we  have  incurred. 

Also,  from  where  our  BBB  trade  was  marked  last  Friday  ...[t]his  trade  is  tighter  by  35%  as 
well.  ... 

I  had  always  thought  that  these  trades  were  meant  to  be  the  start  of  a  partnership  building  of 
future  business  between  Stanfield  and  Goldman  Sachs.  I  know  we  are  big  boys  and  we  did 
the  trade  there  is  no  doubt  of  that.  What  I  am  attempting  to  do  is  either  cut  our  losses  and 


id 

1749    I(j 


1748   5/21/2007  email  to  Edwin  Chin,  "Edwin-Important-Stanfield  levels,"  GS  MBS-E-012570169. 
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get  out  or  determine  what  I  can  say  to  keep  this  trade  on  ....  I've  lost  a  lot  of  credi[b]ility  on 
the  desk  with  this  trade.  Maybe  I  was  naive  to  trust  the  pitch  on  the  trade.  It  has  cost  me  a 
lot."1750 

A  week  later,  on  May  31,  2007,  Stark  Investments  indicated  interest  in  buying  a  short  on 
certain  RMBS  securities  backed  by  home  equity  loans.  The  Goldman  sales  representative  trying  to 
close  the  sale  emailed  SPG  personnel  that  the  client  was  hesitating  due  to  Goldman's  valuations 
which  were  "drastically  different"  from  other  dealers: 

"Stark  has  an  interest  in  looking  at  this  trade;  but  there  is  an  obstacle  we  need  to  address: 
They  feel  Goldman  is  very  inconsistent  in  the  single  name  HEL  [Home  Equity  Loan]  CDS 
marks  that  we  provide  them.  We  are  drastically  different  in  marking  positions  versus  other 
dealers.  It  is  an  annoyance  that  would  potentially  limit  their  interest  in  putting  on 
incremental  CDS  trades.  I  can  name  specific  examples  if  you  would  like.  Please 
advise."1751 

Mr.  Salem  replied:  "you  couldn't  be  more  wrong,"  while  Mr.  Swenson  replied: 

"Frankly,  we  believe  we  are  best  in  class  and  have  numerous  data  from  controllers, 
collateral  posting  and  markit  (the  company,  not  market)  that  reflect  upon  this.  This  process 
is  thoroughly  reviewed  by  all  levels  of  senior  management  at  GS.  ... 

"Unlike  other  dealers  we  stand  by  our  marks  and  are  willing  to  transact  in  the  context  of 
our  marks.  ... 

We  also  don't  mark  our  book  wide  if  we  are  long  protection  and  tight  if  we  are  short,    we 
mark  to  market."1752 

When  the  salesman  replied:  "I  am  trying  to  work  with  you  guys,"  Mr.  Swenson  chided  him:  "You 
need  to  manage  their  opinions  on  marks  -  that  has  been  fully  vetted  over  here."1753 

On  June  7,  2007,  Mortgage  Department  personnel  learned  that  two  Bear  Stearns  hedge 
funds  specializing  in  subprime  mortgage  assets  were  in  financial  distress.1754  In  response,  the  ABS 
Desk  immediately  decided  to  buy  more  shorts  at  the  prevailing  market  price  to  take  advantage  of 
the  possible  collapse  of  the  Bear  Stearns  hedge  funds,  which  would  send  subprime  mortgage  prices 


1750  5/24/2007  email  from  Stanfield,  "Our  thoughts  on  single-name  RMBS  CDS,"  GS  MBS-E-012891722. 

1751  5/31/2007  email  from  sales  to  Edwin  Chin  and  Deeb  Salem,  "Stark  CDO  CDS  potential  trade  5/3  1,"  GS  MBS- 
E-012443662. 

1752  Id.;  see  also,  e.g.,  "Valuation  &  Pricing  Related  to  Transactions  with  AIG,"  prepared  by  Goldman  in  response  to 
inquiry  by  the  Financial  Crisis  Inquiry  Commission,  GS  MBS  0000039096. 

1753  5/31/2007  Goldman  email  chain,  "Stark  CDO  CDS  potential  trade  5/3  1,"  GS  MBS-E-012443675.  Mr.  Swenson 
made  no  mention  of  his  email  from  two  days  earlier  in  which  he  recommended  lowering  CDS  values  to  "have  people 
totally  demoralized."   5/29/2007  email  from  Michael  Swenson  to  Deeb  Salem,  GS  MBS-E-012561798. 

1754  6/7/2007  Goldman  internal  email  chain,  "BSAM  Post,"  GS  MBS-E-01 1 184213. 
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still  lower.  To  do  so  meant  the  ABS  Desk  had  to  sacrifice  its  "short  squeeze"  play.  On  June  7, 
2007,  Mr.  Salem  emailed  Messrs.  Swenson  and  Chin: 

"We  need  to  go  to  magnetar  [a  hedge  fund]  and  see  if  we  can  buy  a  bunch  of  the  cdo 
protection.  ...  Can  tell  them  we  have  a  protection  buyer,  who  is  looking  to  get  into  this 
trade  now  that  spreads  have  tightened  back  in."1755 

Raising  no  concerns  about  the  proposed  deception,  Mr.  Swenson  replied  "Great  idea."1756  Mr. 
Salem  continued: 

"Should  we  also  send  an  email  to  select  sales  people  in  the  mtg  [mortgage]  sales  force 
saying  that  we  r  looking  to  buy  a  block  of  single  name  protection  vs  a  cdo  OUT  OF  COMP 
[in  a  private,  off-market  transaction]?  It's  a  no  lose  situation  .  .  .  either  we  get  some  sn 
[single  name]  protection  that  we  want  or  we  gave  these  guys  a  chance  and  nobody  can  say 
we  aren't  working  with  them."1757 

Mr.  Swenson  responded:  "We  need  to  be  careful."  Mr.  Chin  wrote  that  he  knew  of  another  CDO 
collateral  manager  that  might  also  be  willing  to  sell  some  shorts:  "I  mentioned  there  was  a  hedge 
fund  on  the  side  and  he  was  very  axed  to  do  something."1758 

Having  decided  to  start  buying  shorts  outright,  the  ABS  Desk  also  stopped  offering  to  sell 
CDS  short  positions  to  Goldman  customers,  effectively  abandoning  the  attempted  short  squeeze. 
On  June  8,  2007,  Mr.  Swenson  told  his  traders:  "[w]ant  to  slow  down  on  protection  offers."1759 
On  June  10,  2007,  in  response  to  a  customer  inquiry  about  a  CDS  short,  Mr.  Salem  wrote:  "Not 
sure  if  we  have  any  to  offer  any  more."1760  Mr.  Swenson  was  less  equivocal:  "Really  don't  want  to 
offer  any."1761  On  June  13,  2007,  a  Goldman  salesman  emailed  SPG  personnel:  "[Customer]  is 
looking  to  buy  protection  on  cdos."1762  Mr.  Salem  replied:  "too  late!" 

Once  it  began  buying  CDS  shorts,  the  SPG  Desk  immediately  changed  its  CDS  short 
valuations  and  began  increasing  their  value.  Clients  with  long  positions  began  to  complain  that  the 
marks  were  too  high,  and  internal  Goldman  business  units  also  raised  questions.  For  example,  on 
June  11,  2007,  a  Goldman  valuation  specialist  sent  an  email  to  Mr.  Swenson,  with  copies  to 
Compliance  and  the  Controller's  Office  noting  that  "Client  challenging  marks,"  followed  by 


1755  6/7/2007  email  from  Deeb  Salem  to  Michael  Swenson  and  Edwin  Chin,  GS  MBS-E-012444252. 

1756  Id. 


1757  Id. 

1758  Id. 


10. 

1759  6/8/2007  email  from  Michael  Swenson  to  Benjamin  Case,  Edwin  Chin,  and  Deeb  Salem,  "CDO  CDS  protection 
offers,"  GSMBS-E-01255  1726. 

1760  6/10/2007  email  from  Michael  Swenson  to  Deeb  Salem,  Edwin  Chin,  and  salesman,  "CDSs  on  CDOs,"  GS 
MBS-E-012551460. 

1761  Id. 

1762  6/13/2007  email  from  sales,  "CDO  protection,"  GS  MBS-E-012445931. 
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"Trading  has  agreed  to  change  ...  marks."1763  The  next  day,  June  12,  2007,  a  Goldman 
representative  from  the  Controller's  Office  sent  an  email  to  Mr.  Salem,  asking:  "Given  recent 
gyrations  in  the  ABX  and  CDS  markets,  when  can  I  come  by  to  discuss  how  you  are  marking  the 
book  tonight?"1764  The  following  week,  on  June  19,  2007,  the  Controller's  office  sent  an  email  to 
Mr.  Swenson  raising  questions  about  values  assigned  to  certain  CDS  contracts:  "These  levels  look 
quite  wide.  Do  you  have  any  specific  market  color  that  points  this  direction?"1765 

The  May  2007  attempted  short  squeeze  described  in  Mr.  Salem's  performance  self- 
evaluation  did  not  succeed  in  compelling  existing  CDS  holders  to  sell  their  short  positions.  In 
Subcommittee  interviews,  Mr.  Salem  and  Mr.  Swenson  denied  that  an  attempted  short  squeeze 
even  took  place.  Any  attempt  that  did  take  place  was  apparently  abandoned  in  June  2007,  when 
Goldman  stopped  offering  to  sell  CDS  short  positions.  Trading  with  the  intent  to  manipulate 
market  prices,  even  if  unsuccessful,  is  a  violation  of  the  federal  securities  laws.1766  Given  the 
novelty  of  credit  default  swaps  and  their  use  in  the  mortgage  field,  however,  the  Subcommittee  is 
unaware  of  any  enforcement  action  or  case  applying  an  anti-manipulate  prohibition  to  the  CDS 
market.  Because  Goldman  is  a  registered  broker-dealer  subject  to  the  supervision  of  the  Financial 
Industry  Regulatory  Authority  (FINRA),  the  conduct  of  its  ABS  traders  raises  questions  about  their 
compliance  with  FINRA' s  Rule  2010,  which  provides:  "A  member,  in  the  conduct  of  his  or  her 
business,  must  observe  high  standards  of  commercial  honor  and  just  and  equitable  principles  of 
trade." 

(d)  Building  the  Big  Short 

In  the  months  of  June  and  July  2007,  Goldman's  Mortgage  Department  went  short  again. 
This  time,  it  built  an  even  larger  net  short  position  than  earlier  in  the  year,  reaching  a  peak  of  $13.9 
billion  in  late  June,1767  which  Mr.  Viniar  later  referred  to  as  "the  big  short."1768  This  net  short 


1763  6/1 1/2007  Goldman  email  chain,  "Please  advise  -  Client  challenging  marks,"  GS  MBS-E-018947548. 

1764  6/12/2007  email  from  controllers,  "CDS,"  GS  MBS-E-012445404. 

1765  6/19/2007  email  from  controllers,  "A3  subprime  bonds  in  transition  account,"  GS  MBS-E-012458169.   Mr. 
Swenson  replied:  "Tier  4  bonds  talk  to  Deeb  [Salem]." 

1766  See  Markowski  v.  SEC,  274  F.3d  525,  527-28  (D.C.  Cir.  2001)  (Congress  determined  that  "'manipulation'  may 
be  illegal  solely  because  of  the  actor's  purpose");  In  re  IPO  Litigation,  241  F.  Supp.  2d  281,  391  (S.D.N. Y.  2003) 
(no  additional  requirements  aside  from  manipulative  intent);  H.R.  Rep.  No.  1383,  73rd  Cong.,  2d  Sess.  20  (1934) 
(under  Securities  Exchange  Act,  "if  a  person  is  merely  trying  to  acquire  a  large  block  of  stock  for  investment,  or 
desires  to  dispose  of  his  holdings,  his  knowledge  that  in  doing  so  he  will  affect  the  market  price  does  not  make  his 
actions  unlawful.   His  transactions  become  unlawful  only  when  they  are  made  for  the  purpose  of  raising  or 
depressing  the  market  price.");  but  see  GLF  Advantage  Fund,  Ltd.  v.  Colkitt,  272  F.3d  189,  205  (3d  Cir.  2001) 
(requiring,  in  addition  to  manipulative  intent,  "that  the  alleged  manipulator  injected  inaccurate  information  into  the 
market  or  created  a  false  impression  of  market  activity").    Single  name  CDS  contracts  referencing  RMBS  and  CDO 
securities  appear  to  qualify  as  "security-based  swap  agreements"  subject  to  anti-manipulation  and  anti-fraud 
prohibitions  under  the  federal  securities  laws. 

1767  psl  Net  short  Position  chart;  8/17/2007  Goldman  chart,  "RMBS  Subprime  Notional  History  (Mtg  Dept.),"  GS 
MBS-E-012928391,  Hearing  Exhibit  4/27-56a. 

1768  7/25/2007  email  from  Mr.  Viniar  to  Mr.  Cohn,  "Private  &  Confidential:  FICC  Financial  Package  07/25/07,"  GS 
MBS-E-009861799,  Hearing  Exhibit  4/27-26. 
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position  included  the  $9  billion  AAA  ABX  short  which  had  suddenly  begun  gaining  value  as  the 
subprime  market  worsened.  In  June,  two  Bear  Stearns  hedge  funds  specializing  in  subprime 
mortgage  assets  collapsed.  In  July  2007,  the  credit  rating  agencies  began  downgrading  ratings  for 
hundreds  and  then  thousands  of  RMBS  and  CDO  securities.  Soon  after,  the  subprime  mortgage 
backed  securities  market  froze  and  then  collapsed.  Each  of  these  events  increased  the  value  of 
Goldman's  net  short  position. 

Bear  Stearns  Hedge  Fund  Collapse.  The  collapse  of  the  Bear  Stearns  hedge  funds  in 
mid- June  triggered  Goldman's  effort  to  rebuild  its  net  short  position.  On  June  7,  2007,  the 
Mortgage  Department  learned  that  the  Bear  Stearns  hedge  funds  were  seeking  quietly  to  sell  some 
of  their  subprime  portfolio  to  meet  client  redemption  requests,  which  Goldman  interpreted  as  a 
signal  of  serious  financial  distress.1769  After  reviewing  the  hedge  funds'  assets,  one  Goldman 
employee  remarked: 

"In  total  these  two  portfolios  add  up  to  roughly  $17bil  in  total  exposure  after  leverage.  It 
goes  without  saying  that  if  this  portfolio  were  to  be  released  into  the  market  the 
implications  would  be  pretty  severe."1770 


17M 


See  6/7/2007  Goldman  email  chain,  "BSAM  Post,"  GS  MBS-E-01 1 184213. 


1770  Id.    Some  have  suggested  that  the  financial  problems  experienced  by  the  Bear  Stearns  hedge  funds  were  caused 
in  part  by  severe  markdowns  taken  by  Goldman  on  assets  held  in  the  funds'  portfolios,  and  that  Goldman  caused  the 
funds  to  collapse.   In  its  final  report,  the  Financial  Crisis  Inquiry  Commission  ("FCIC")  briefly  addressed  these 
allegations.    See  The  Financial  Crisis  Inquiry  Report  2010  at  237-40,  244  (hereinafter  "Final  Report").   Goldman 
denied  the  allegations  with  respect  to  its  April  and  May  2007  marks  in  filings  with  the  FCIC.     See  1 1/1/2010  letter 
from  Goldman  counsel  Janet  Broecke  to  FCIC,  "FCIC  Requests  for  Documents  and  Information"  and  Appendices  A- 
G,  available  at  www2.goldmansachs.com.   The  FCIC's  Final  Report  was  critical  of  Goldman's  marks  in  general  as 
being  significantly  lower  than  those  of  other  banks  and  noted  in  particular  its  collateral  dispute  with  AIG.   See  Final 
Report  at  243-44,  265-71.   With  respect  to  the  Bear  Stearns  hedge  funds,  however,  the  Final  Report  merely  noted 
that  Bear  Stearns  had  disputed  marks  from  Goldman  and  three  other  banks  and  cited  the  testimony  of  the  funds' 
portfolio  manager,  Ralph  Cioffi,  that  "a  number  of  factors  contributed  to  the  April  revision  [in  the  hedge  funds' 
values,  which  ultimately  led  to  the  funds'  collapse],  and  Goldman's  marks  were  one  factor."   Final  Report  at  240. 

In  addition  to  the  markdowns  in  April  and  May,  Goldman  also  marked  down  certain  CDO  securities  held  by 
the  Bear  Stearns  funds  in  June  2007,  but  it  appears  those  June  markdowns  did  not  play  a  significant  role  in  the  hedge 
funds'  collapse.  That  month,  Goldman  marked  down  their  positions  in  four  Goldman  CDOs  by  two  points  each.   See, 
e.g.,  6/8/2007  email  from  Jonathan  Egol  to  Daniel  Sparks,  "BSAM  mark  recap,"  GS  MBS-E-001920339  (Mr.  Egol 
emailed  Mr.  Sparks  a  recap  of  the  Bear  Stearns  markdowns  and  stated:   "We  lowered  the  marks  on  4  bonds  down  2 
pts  each."). 

Mr.  Swenson  had  urged  larger  markdowns,  but  his  advice  was  not  followed.   On  June  7,  2007,  Mr.  Egol  had 
first  marked  down  the  funds'  holdings  in  a  single  Abacus  CDO  by  2  points,  from  89  to  87.   Mr.  Egol  emailed  Mr. 
Sparks  a  spreadsheet  with  a  cover  note:  "GS  exposure  to  BSAM  [Bear  Stearns  Asset  Management]  as  of  today. 
ABACUS  mark  corrected  to  87  to  handle."   6/7/2007  email  from  Mr.  Egol  to  Mr.  Sparks  GS  MBS-E-003375593. 
Since  Abacus  was  only  one  of  four  Goldman  CDOs  in  which  the  Bear  Stearns  funds  held  positions,  Mr.  Swenson 
emailed  Mr.  Lehman  recommending  further  markdowns: 

Mr.  Swenson:  I  am  on  the  same  page  [as]  egol  we  n[e]ed  to  mark  him  [Ralph  Cioffi,  Portfolio  Manager  of 
the  Bear  Stearns  fundsl 
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On  June  8,  2007,  Mr.  Sparks  received  an  urgent  early  morning  email  from  Goldman's 
Japan  office  regarding  "unprecedented  overnight  [rates]  market  volatility,"  suggesting  that  he  call 
in  the  ABX  traders  early.1771  "Given  the  recent  correlation  of  risk  assume  this  is  not  a  good  sign  for 
RMBS/ABS  spreads."1772  Later  that  day,  when  another  trader  complained  about  "getting  crushed" 
in  the  ABX  market,  Mr.  Birnbaum  replied:  "Patience,  patience.  The  CDO  unwind  has  only 
begun."1773 

Around  June  12,  2007,  public  news  accounts  indicated  that  the  two  Bear  Stearns  funds 
were  unable  to  meet  collateral  calls  on  their  subprime  mortgage  backed  securities  holdings.1774  The 
funds  also  devalued  their  Net  Asset  Valuations  (NAVs)  to  significantly  lower  levels,  which 
effectively  triggered  the  funds'  total  collapse.1775 


Mr.  Lehman:   Told  Egol  I'm  comfortable  w/  the  prices,  especially  when  u  include  the  5  pt  [percent]  HC 

[haircut.]  Don't  think  mar[k]ing  him  down  1  or  2  pts  makes  sense  or  sends  the  right  message  ....  I  wud  run  it 

by  Dan  [Sparks]  and  get  his  take  ...  [M]y  opinion  is  that  the  Firm  is  appropriately  protected  w/  current  HC 

[haircut]  and  mark. 

Mr.  Swenson:   We  need  to  mark  him  he  is  the  biggest  elephant  by  far  and  it  has  an  impact  on  the  m$arket[.] 

Mr.  Lehman:   How  much  do  u  [sic]  want  to  mark  him  by? 

Mr.  Swenson:   A  lot[.] 

Mr.  Lehman:   I  disagree  on  this  one  .  .  .  Let's  talk  tomorrowf.] 

Mr.  Swenson:   He  is  done[.] 

6/7/2007  email  exchange  between  Mr.  Swenson  and  Mr.  Lehman,  "BSAM  Post,"  GS  MBS-E-01 1 184213. 

The  next  day,  Friday,  June  8,  2007,  Mr.  Egol  reported  he  had  marked  down  all  four  CDO  positions  by  two 
points.   6/8/2007  email  from  Jon  Egol  to  Daniel  Sparks,  "BSAM  mark  recap,"  GS  MBS-E-001920339.   Upon 
reviewing  the  marks  the  following  Monday,  Mr.  Sparks  wrote:   "The  marks  look  stale."   6/1 1/2007  email  from 
Daniel  Sparks,  "BSAM  Exposure  Summary,"  GS  MBS-E-010798675.   A  Mortgage  Department  employee  replied: 
"Marks  for  everything  but  the  correlation  positions  are  taken  from  work  egol  did  last  thurs.   Correlation  marks  are  as 
of  friday's  cob  [close  of  business]."  Id. 

On  June  12,  Bear  Stearns  announced  that  it  would  be  changing  the  hedge  funds'  Net  Asset  Valuations 
(NAVs).   6/12/2007  email  to  Craig  Broderick,  "BSAM  Bullet  Points,"  GS  MBS-E-0099671 17  ("BSAM  is  currently 
in  the  process  of  restating  their  performance  figures  for  April,  from  down  5%  to  down  10%.   This  was  due  to  many 
dealers  changing  the  way  they  are  marking  their  Repo  positions").   The  Mortgage  Department  later  marked  down 
two  Timberwolf  tranches  owned  by  the  Bear  Stearns  hedge  funds  by  another  2  points  and  5  points,  respectively,  to 
95  and  89,  before  it  bought  them  back  from  Bear  Stearns  at  96  and  90  on  June  19,  2007,  in  a  negotiated  unwind  of 
the  Bear  funds'  positions  with  Goldman.   See  6/22/2007  emails  from  Mr.  Lehman,  "BSAM  Repo  Summary,"  GS 
MBS-E-001916435.   See  also  6/18/2007  email  from  Mr.  Lehman,  "Today's  Bear  Stearns  Prices,"  GS  MBS-E- 
001919600;  6/27/2007  email  from  Mr.  Sparks  to  Mr.  Viniar,  "CDOA2s,"  GS  MBS-E-009747489. 

1771  6/8/2007  email  to  Daniel  Sparks,  "Heads  Up  -  rates  market  volatile,"  GS  MBS-E-010796702. 

1772  Id. 

1773  6/8/2007  email  from  Joshua  Birnbaum,  "*  ABX  Markets  07-1,  06-2,  06-1:  11:00  a.m.,"  GS  MBS-E-012900708. 

1774  6/12/2007  email  to  Craig  Broderick,  "BSAM  Bullet  Points,"  GS  MBS-E-0099671 17. 

1775  Id.   A  month  later,  on  July  17,  2007,  Mr.  Sparks  reported  to  Mr.  Mullen  and  Mr.  Montag  that  the  Bear  Stearns 
funds  were  "returning  9  cents  and  0  cents  on  the  dollar  in  the  less-levered  and  more-levered  funds."   7/17/2007  email 
from  Daniel  Sparks,  "Mortgages  Estimate,"  GS  MBS-E-010857498. 
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The  failure  of  the  Bear  Stearns  hedge  funds  triggered  another  decline  in  the  value  of 
subprime  mortgage  related  assets.  The  ABX  Index,  which  was  already  falling,  began  a  steep,  sharp 
decline.  The  collapse  had  further  negative  effects  when  the  hedge  funds'  massive  subprime 
holdings  were  suddenly  dumped  on  the  market  for  sale,  further  depressing  prices  of  subprime 
RMBS  and  CDO  assets. 

The  creditors  of  the  Bear  Stearns  hedge  funds  met  with  Bear  Stearns  management  in  an 
attempt  to  organize  a  "workout"  solution  to  stabilize  the  funds.1776  While  those  efforts  were 
underway,  Goldman  and  Bear  Stearns  agreed  to  an  unwind  in  which  Goldman  bought  back  $300 
million  of  two  AAA  CDO  tranches  of  Goldman's  Timberwolf  CDO,  which  the  hedge  funds  had 
purchased  two  months  earlier  in  April  2007.  Goldman  paid  Bear  Stearns  96  and  90  cents  on  the 
dollar,  respectively,  for  the  two  Timberwolf  tranches.1777  Goldman  also  bought  a  few  other  RMBS 
and  CDO  assets,  which  it  immediately  sold.1778  The  attempt  to  organize  a  workout  solution  for  the 
funds  was  ultimately  unsuccessful.  Large  blocks  of  subprime  assets  from  the  Bear  Stearns  hedge 
funds'  inventory  began  flooding  the  market,  further  depressing  subprime  asset  values.1779 

Goldman's  Structured  Product  Group  (SPG)  took  the  collapse  of  the  Bear  Stearns  hedge 
funds  as  the  signal  to  begin  rebuilding  its  net  short  position.  As  Joshua  Birnbaum,  the  head  ABX 
trader  on  the  SPG  Desk,  later  wrote: 

"[T]he  Bear  Stearns  Asset  Management  (BSAM)  situation  changed  everything.  I  felt  that 
this  mark-to-market  event  for  CDO  risk  would  begin  a  further  unraveling  in  mortgage 


1776  6/12/2007  email  to  Craig  Broderick,  "BSAM  Bullet  Points,"  GS  MBS-E-0099671 17. 

1777  See  6/22/2007  emails  from  David  Lehman,  "BSAM  Repo  Summary,"  GS  MBS-E-001916435.   See  also 
6/18/2007  email  from  David  Lehman,  "Today's  Bear  Stearns  Prices,"  GS  MBS-E-001919600;  6/27/2007  email  from 
Daniel  Sparks  to  David  Viniar,  "CDOA2s,"  GS  MBS-E-009747489.   The  prices  Goldman  paid  to  Bear  Stearns  on 
the  A1B  and  A1C  tranches  of  Timberwolf  were  approximately  one  cent  (or  100  basis  points)  above  its  own  internal 
marks  on  the  Timberwolf  tranches  in  the  week  of  June  18,  which  were  then  at  95  and  89  points,  respectively.   Id.   In 
May  2007,  Goldman  had  completed  a  re-evaluation  of  its  CDO  assets,  which  suggested  on  a  preliminary  basis  that 
the  AAA  Timberwolf  securities  should  be  marked  down  dramatically  in  value.    Accordingly,  Goldman  may  have 
been  generous  toward  Bear  Stearns  in  buying  back  the  Timberwolf  positions  at  96  and  90.   On  the  other  hand, 
repurchasing  the  Timberwolf  securities  near  its  own  low  internal  marks  might  have  reduced  the  price  Goldman  could 
obtain  in  reselling  the  tranches,  which  it  identified  in  a  June  22  sales  directive  to  its  sales  force  and  recommended 
selling  at  98.5  and  95,  respectively.    When  asked  about  the  buyback  of  the  Timberwolf  tranches,  Mr.  Viniar  told  the 
Subcommittee  that  Goldman  had  financed  the  purchase  of  both  tranches  and  may  have  been  legally  entitled  to  seize 
them,  but  there  are  circumstances  in  which  Goldman  voluntarily  settles  a  dispute  on  agreed  terms,  rather  than  going 
through  the  legal  process  entailed  in  seizing  and  selling  collateral.   Subcommittee  interview  of  David  Viniar. 
(4/13/2010). 

1778  6/22/2007  email  from  Tom  Montag  to  Daniel  Sparks,  "Few  Trade  Posts,"  GS  MBS-E-010849103  (Mr.  Montag: 
"Can  I  get  a  complete  rundown  on  everything  we  bought  from  BSAM  and  what's  left?"   Mr.  Sparks:  "Yes  -  main 
thing  left  is  300mm  timberwolfs    Other  large  positions  were  tmts  -  gone,  octan  -  gone,  abacus  -  we  will  collapse 
against  short  There  were  some  small  rmbs  positions."). 

1779  At  the  time,  a  trader  from  another  bank  stated  in  a  market  update:   "[T]he  BSAM  [Bear  Stearns  Asset 
Managment]  story  will  dictate  the  tone  in  the  market  in  the  short  term,  as  a  continued  liquidation  of  their  holdings 
will  put  further  downward  price  pressure  on  ...  ABX  trading."   6/18/2007  email  to  Edwin  Chin,  "ABX  Open,"  GS 
MBS-E-021890868. 
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credit.  Again,  when  the  prevailing  opinion  in  the  department  was  to  remain  close  to  home, 
I  pushed  everyone  on  the  [SPG]  desk  to  sell  risk  aggressively  and  quickly.  We  sold  billions 
of  index  and  single  name  risk."1780 

In  a  later  internal  presentation  for  Goldman  senior  executives  which  Mr.  Birnbaum  drafted 
for  another  purpose,1781  Mr.  Birnbaum  wrote  that,  after  the  Bear  Stearns  funds  collapsed,  SPG's 
Trading  Desks  went  net  short  outright  and  that  the  shorts  were  not  a  hedge  for  long  positions: 

"By  June,  all  retained  CDO  and  RMBS  positions  were  identified  already  hedged.  ...  SPG 
trading  reinitiated  shorts  post  BSAM  [Bear  Stearns  Asset  Management]  unwind  on  an 
outright  basis  with  no  accompanying  CDO  or  RMBS  retained  position  longs.  In  other 
words,  the  shorts  were  not  a  hedge."™2 

On  June  29,  2007,  the  ABX  Index  and  the  value  of  single  name  CDS  contracts  referencing 
RMBS  and  CDO  securities  plummeted  in  value  and  continued  dropping  until  mid- July.  Mr. 
Swenson,  head  of  the  SPG  Trading  Desk,  exchanged  emails  with  Mr.  Lehman  and  other  Goldman 
executives  about  that  day's  trading:  "There  is  absolutely  no  support  at  the  lower  levels  from  the 
street.  CDOs  are  wider  by  50  bps  or  more."  Mr.  Lehman  responded:  "[W]e  r  in  the  middle  of  a 
mkt  meltdown."1783 

On  July  10,  2007,  the  two  primary  ratings  agencies,  Standard  &  Poor's  and  Moody's,  began 
the  first  of  many  mass  ratings  downgrades  for  subprime  RMBS  and  CDO  securities.1784  The 
downgrades  sent  another  negative  Shockwave  through  the  subprime  mortgage  market  as  investors 
scrambled  to  assess  the  impact  of  the  downgrades  on  their  RMBS  and  CDO  holdings.1785  On  July 
12,  2007,  when  still  more  RMBS  and  CDO  ratings  downgrades  were  announced,  Mr.  Birnbaum 


1780  9/26/2007  2007  MD  Reviews,  Joshua  Birnbaum  Self-Review,  GS-PSI-01956,  Hearing  Exhibit  4/27-55c.  The 
SPG  Desk's  ABX  shorting  efforts  caught  the  attention  of  another  Goldman  trader  who  was  apparently  unaware  of 
Mr.  Birnbaum's  strategy.  The  trader  emailed:  "yo-who  the  F-  is  getting  short  the  ABX  at  these  levels."  6/21/2007 
email  to  Deeb  Salem,  GS  MBS-E-021905440. 

This  presentation  was  drafted  to  support  a  proposal  that  the  SPG  traders  be  compensated  in  a  manner  similar  to 
hedge  fund  managers.    10/3/2007  "SPG  Trading  -  2007,"  presentation  by  Joshua  Birnbaum,  GS  MBS-E-015654036. 
Mr.  Birnbaum  had  drafted  the  presentation  on  behalf  of  the  SPG  Trading  Desk  as  a  whole.   Mr.  Swenson  and  Mr. 
Lehman  reviewed  and  commented  upon  the  presentation,  and  Mr.  Birnbaum  revised  it  to  make  the  changes  they 
suggested.   See,  e.g.,  10/2/2007  email  from  David  Lehman  to  Joshua  Birnbaum,  "SPG  Trading  -  2007. ppt,"  GS 
MBS-E-015653681  (providing  comments  and  suggesting  text  for  presentation).   Mr.  Birnbaum  replied  and  copied 
Mr.  Swenson  on  the  email  chain  as  well:   "I  added  your  bullet  and  one  more."   Id.    See  also  10/4/2007  email  from 
Joshua  Birnbaum  to  Michael  Swenson  and  David  Lehman,  "How's  this?,"  GS  MBS-E-015712249  (forwarding 
another  revised  bullet  point  for  presentation).   Mr.  Birnbaum  told  the  Subcommittee,  however,  that  the  SPG  Trading 
Desk  ultimately  did  not  use  the  presentation.    See  Birnbaum  responses  to  Subcommittee  QFRs  at  PSI_QFR_GS0509. 

1782  10/3/2007  "SPG  Trading  -  2007,"  presentation  by  Joshua  Birnbaum,  GS  MBS-E-015654036  [emphasis  in 
original].    See  also  Birnbaum  responses  to  Subcommittee  QFRs  at  PSI_QFR_GS0509. 

1783  6/29/2007  emails  between  Michael  Swenson  and  David  Lehman,  "ABS  Update,"  GS  MBS-E-01 1 154528. 

1784  7/10/2007  Goldman  internal  email,  "GS  Cashflow/Abacus  CDOs  Mentioned  in  S&P  Report  on  CDO  Exposure 
to  Subprime  RMBS,"  GS  MBS-E-001837256. 
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wrote  to  his  colleagues:  "Seen  massive  flows  recently.  Many  accounts  'throwing  in  the  towel'. 
Anybody  who  tried  to  call  the  bottom  left  in  bodybags."1786 

On  July  27,  2007,  a  Goldman  senior  sales  executive  summarized  the  state  of  the  market: 

"Whether  you  remember  '94,  '98,  or  '03,  the  general  themes/patterns  are  consistent.  An 
initial  dislocation  to  the  market  (in  this  instance  a  credit  deterioration  in  sub  prime 
mortgages)  acts  as  a  tipping  point  and  leads  to  spread  widening  in  other  sectors.  This  in 
turn  quickly  becomes  a  liquidity  crunch/crisis.  It  appears  this  is  where  the  structured 
product  market  is  now  -  searching  for  liquidity.  This  has  produced  numerous 
capitulation/liquidation  situations  and  forced  customers  to  trade.  .  .  .  The  impact  of  this 
week  leaves  the  account  base  in  three  camps:  The  Paralyzed  .  .  .  The  Wounded  (some 
fatally)  ...  The  Opportunistic."1787 

Although  the  July  subprime  market  meltdown  was  a  disaster  for  many  investors,  the  value 
of  Goldman's  net  short  positions  climbed  rapidly.  Senior  management  at  all  levels  were  aware  of 
the  Mortgage  Department's  net  short  and  the  profits  it  was  generating.  On  July  20,  2007,  CEO 
Lloyd  Blankfein  and  COO  Gary  Cohn  received  a  profit  and  loss  report  showing  that  the  Mortgage 
Department  was  up  $72.7  million  for  the  day,  across  almost  every  mortgage  trading  desk.  Mr. 
Cohn  wrote  to  Mr.  Blankfein:  "There  is  a  net  short."1788  On  July  24,  2007,  the  Mortgage 
Department  posted  a  profit  of  $83  million  for  the  day,  while  the  firm's  overall  net  revenue  for  the 
day  was  only  $74  million.1789  Mr.  Viniar  forwarded  the  report  to  Mr.  Blankfein  with  a  note  saying: 
"Mergers,  overnight  asia  and  especially  short  mortgages  saved  the  day."    On  July  29,  2007,  Mr. 
Sparks  reported  to  Messrs.  Montag  and  Mullen: 

"Department-wide  P&L  [Profit  &  Loss]  for  the  week  was  $375mm  (this  is  after  adjusting 
for  the  $  100mm  [error]  discussed  today).  Correlation  P&L  on  the  week  was  $234mm,  with 
CMBS,  CDOs,  and  RMBS/ABX  shorts  all  contributing."1790 

Mr.  Birnbaum  later  recapped  the  SPG  Trading  Desk's  profits  during  this  period:  "[W]hen  the 
[ABX]  index  dropped  25  pts  in  July,  we  had  a  blow-out  p&l  month,  making  over  $lBln  that 
month."1791 


1786  7/12/2007  email  from  Joshua  Birnbaum,  "ABX  Markets  07-1,  06-2,  06-1:  12:00  p.m.,"  GS  MBS-E-012944742, 
Hearing  Exhibit  4/27-146. 

1787  7/27/2007  email  to  Tom  Montag,  Daniel  Sparks,  and  Donald  Mullen,  "Structured  Products  Weekly  Update  - 
7/27/07,"  GS  MBS-E-010876357. 

1788  7/20/2OO7  email  from  Gary  Cohn  to  Lloyd  Blankfein,  "Private  &  Confidential:  FICC  Financial  Package 
07/20/07,"  GS  MBS-E-009648405,  Hearing  Exhibit  4/27-24. 

1789  7/24/2007  email  from  David  Viniar  to  Lloyd  Blankfein,  "Daily  Estimate  07-24-07  -  Net  Revenues  $74M,"  GS 
MBS-E-009690033,  Hearing  Exhibit  4/27-25. 

17%  7/29/2007  email  from  Daniel  Sparks  to  Tom  Montag,  "Correlation  information  you  asked  for,"  GS  MBS-E- 

010876594,  Hearing  Exhibit  4/27-27. 

1791   9/26/2007  2007  EMD  Reviews,  Joshua  Birnbaum  Self-Review,  GS-PSI-01975,  Hearing  Exhibit  4/27-55c. 
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Covering  the  Big  Short  to  Lock  in  Profits.  Starting  in  July  and  throughout  August  2007, 
Goldman  undertook  an  intensive  effort  to  cover  its  $13.9  billion  net  short  and  lock  in  its  profits. 
To  do  so,  the  Mortgage  Department  bought  long  assets,  offered  CDS  contracts  in  which  it  took  the 
long  side,  and  even  sold  some  short  positions. 

The  Mortgage  Department  was  particularly  focused  on  purchasing  long  AAA  assets  to 
cover  Goldman's  $9  billion  AAA  ABX  short,  to  lock  in  the  unexpected  profits  on  that  position.  In 
August  2007,  Mr.  Lehman,  co-head  of  the  SPG  Desk,  wrote:  "[A]s  swenny/deeb/josh  have  done  an 
awesome  job  sourcing  risk,  the  CDO  transition  book  AAA  ABX  short  decreased  from  1.55bb  to 
250m  over  the  past  two  weeks  -  we  love  covering  that  trade."1792  On  August  23,  2007,  Mr. 
Montag  reported  to  Messrs.  Cohn  and  Viniar:    "We  ...  bought  back  almost  9  billion  of  aaa  abx 
over  last  two  weeks."1793 

From  mid- July  through  the  end  of  August,  the  Mortgage  Department  also  covered  a  range 
of  other  shorts.1794  On  August  5,  2007,  Mr.  Swenson  reported  a  "phenomenal  week": 

"In  summary,  a  phenomenal  week  for  covering  our  Index  shorts  on  the  week.  The  ABS 
Desk  bought  $3.3bb  of  ABX  Index  across  various  vintages  and  ratings  over  the  past  week. 
$1.5  billion  was  retained  by  the  ABS  desk  to  cover  shorts  in  ABX  ($900mm  in  ABX  06-1 
As  being  the  most  significant)  and  $1.0  billion  was  sold  to  internal  desks  across  the 
mortgage  department  ($925mm  in  triple-As)."1795 

Mr.  Swenson  also  reported  that  the  Mortgage  Department  was  still  $8.3  billion  net  short  across  all 
subprime  asset  classes,  including  $4  billion  of  AAA  ABX  assets.1796 

On  August  8,  the  market  rallied  for  a  short  period,  and  the  Mortgage  Department's  net  short 
position  suffered  a  $100  million  loss.  Mr.  Swenson  explained:  "Market  rallied  especially  at  the 
top  end  of  the  capital  structure  -  AAA  (up  2  pts),  AA  (up  3  pts),  and  A  (up  2  pt.)."  He  reported 
that  the  Department  still  held  a  $3.1  billion  net  short  in  AAA  rated  subprime  mortgage  assets.1797 
Mr.  Montag  replied:  "now  on  to  the  3  billion  short."1798  The  next  day,  August  9,  2007,  Mr. 
Montag  reported  to  his  colleagues:  "mortgages  bought  back  1  billion  of  3  billion  short  in  AAA 
indices  at  lA  to  1  point  better  than  yesterday."1799 


1792  8/1 1/2007  email  from  David  Lehman,  "Japan  exposure  to  CDOs,"  GS  MBS-E-001929202. 

1793  8/23/2007  email  from  Tom  Montag  to  Gary  Cohn  and  David  Viniar,  "Harbinger  Post,"  GS  MBS-E-009739009. 
See  also  8/21/2007  email  from  Michael  Swenson,  "Mortgage  Commentary  for  Firmwide  Risk  Committee,"  GS 
MBS-E-010619375  ("Current  SPG  Trading  Desk  Position  Summary:   -  RMBS  AAA  -  long  $2.2bb"). 

1794  j^g  Qne  snort  pOSition  the  Mortgage  Department  did  not  attempt  to  cover  was  its  $3  billion  net  short  in  BBB  and 
BBB-  rated  RMBS  securities,  as  discussed  below. 

1795  8/5/2007  email  from  Michael  Swenson,  "great  week,"  GS  MBS-E-012376888,  Hearing  Exhibit  4/27-28. 

1796  Id. 

1797  Id. 

1798  8/8/2007  email  from  Tom  Montag  to  Michael  Swenson  and  David  Lehman,  GS  MBS-E-01 1088957. 

1799  8/9/2007  email  from  Tom  Montag,  GS  MBS-E-009640293. 
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On  August  11,  2007,  reports  of  firms  having  to  sell  CDO  securities  in  Asia  prompted  Mr. 
Mullen  to  ask:  "Did  we  cover  to[o]  soon?  Looks  like  more  selling  at  the  higher  end  of  cap 
stack"1800  Mr.  Lehman  replied:  "Don't  th[in]k  so  -  we  haven't  covered  any  CDO  risk  (we  have 
gone  the  other  way  by  1.44bb  since  June  1st)  and  that  is  where  the  market  still  has  bad  longs  - 
th[in]k  AAA  rmbs  is  a  very  different  trade."1801 

On  August  20,  2007,  Mr.  Sparks  reported  on  the  Mortgage  Department's  progress  in 
covering  its  net  short,  telling  Mr.  Montag:  "[L]oan  books  had  been  heavily  net  short  (still  are  some 
-  especially  ...  in  alt  a)  and  I  have  been  forcing  them  to  cover  over  the  past  2  weeks."  Mr.  Montag 
responded:  "[HJeavily  isn't  the  half  of  it  -  we  have  bought  back  4-5  billion  and  still  short."1802 

Buying  More  AAA  RMBS  Securities.  In  August  2007,  the  Mortgage  Department 
proposed  buying  $10  billion  in  AAA  rated  RMBS  securities,  but  did  not  receive  permission  to 
initiate  the  investment. 

By  August  2007,  AAA  rated  RMBS  and  CDO  securities  were  available  from  many 
financial  firms  at  a  very  low  price.  On  August  14,  2007,  in  summarizing  the  prior  week's  trading 
Mr.  Swenson  wrote:  "Top  of  the  capital  structure  is  where  all  the  action  is.  AAAs  are  extremely 
cheap  ....  [W]ant  to  scale  into  a  large  long."1803  Mr.  Sparks  agreed:  "[T]he  AAA  ABX  index  is  a 
great  opportunity  and  we  continue  to  like  it."1804  On  August  19,  2007,  Mr.  Lehman  reported  that 
the  Mortgage  Department  had  purchased  $1.6  billion  of  the  long  side  of  CDS  contracts  referencing 
the  ABX  Index  for  AAA  RMBS  securities,  and  that  its  value  had  increased  1 .5  percent  over  the 
prior  week.  Given  Goldman's  dominant  market  share  and  recent  large  purchases,  however,  Mr. 
Montag  was  skeptical:  "How  much  of  the  aaa  outperforming  was  us  buying?"1805  Mr.  Birnbaum 
responded:  "On  the  AAA  outperformance  question,  I  think  AAAs  would  have  performed  similarly 
without  our  adding."1806  He  also  wrote  that  the  "likelihood  of  loss  on  'real'  RMBS  AAAs  (i.e.,  not 
AAA  CDOs),"  was  "remote."1807 


1800  8/1 1/2007  emails  between  Donald  Mullen  and  David  Lehman,  "Japan  exposure  to  CDOs,"  GS  MBS-E- 
001929202. 

1801  Id.  See  also  8/1 1/2007  email  from  Daniel  Sparks  to  Tom  Montag  and  Donald  Mullen,  "GSC  ms  prop/Paulson 
swap,"  GS  MBS-E-010673306  ("We  need  to  keep  buying  AAA  ABX,  and  now  we  can  start  looking  to  cover  some 
CDO  CDS"). 

1802  8/20/2007  email  exchange  between  Daniel  Sparks  and  Tim  Montag,  "Hsbc  loans,"  GS  MBS-E-010681855. 

1803  8/14/2007  email  from  Michael  Swenson,  "ABS  Summary  for  Week  Ended  August  10th,"  GS  MBS-E- 
010678428. 


1804 


1806 


Id. 

8/19/2007  email  from  Tom  Montag,  "Mtg  Department  Weekly  Update,"  GS  MBS-E-010681647. 

Id. 


1807  Id.  Not  everyone  at  Goldman  agreed  that  the  risk  of  loss  on  AAA  was  "remote."   On  July  29,  2007,  Mr. 
Rosenblum  circulated  an  email  to  Mortgage  Department  managers  and  research  analysts  with  a  series  of  questions 
about  how  AAA  subprime  RMBS  securities  would  be  affected  by  other  market  developments.   6/29/2007  email  from 
David  Rosenblum,  GS  MBS-E-010060183.   The  head  of  Goldman's  Structured  Product  Strategies  area,  Alan  Brazil, 
responded:   "Well,  as  is  becoming  clearer  to  the  market  is  [sic]  that  the  subprime  issue  is  really  a  triple-a  issue,  either 
directly  as  a  aaa  subprime  or  indirectly  in  a  aaa  cdo.   As  a  rough  guide,  over  90%  of  a  subprime  deal  are  in  aaas.  ... 
And  once  you  start  downgrading  bbb/bbb-  you  will  ultimately  be  start  [sic]  downgrading  aaas.   And,  in  my  view,  that 
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According  to  Mr.  Birnbaum,  a  key  reason  for  buying  the  AAA  rated  assets  was  that  Mr. 
Birnbaum  and  others  in  the  Mortgage  Department  wanted  to  maintain  a  large  short  position  in 
ABX  assets  referencing  BBB  and  BBB-  rated  RMBS  securities,  because  they  believed  the  ABX 
Index  for  those  securities  would  fall  even  further.1808  Mr.  Birnbaum  told  the  Subcommittee  that 
covering  the  BBB/BBB-  net  short  position  in  August  would  have  amounted  to  leaving  money  on 
the  table.1809  He  explained  that  the  Mortgage  Department  thought  that  buying  a  proportionate 
amount  of  AAA  ABX  long  positions  could  be  used  to  offset  the  risks  of  continuing  to  hold  the 
BBB/BBB-  short  until  the  ABX  Index  bottomed  out.1810 

On  August  14,  2007,  Mr.  Sparks  updated  Goldman  senior  executives  on  the  success  of  the 
Mortgage  Department's  efforts  to  cover  its  shorts  and  added  that  the  Department  was  interested  in 
increasing  its  purchase  of  AAA  rated  RMBS  securities:  "we  will  likely  come  to  you  soon  and  say 
we'd  like  to  get  long  billions[.]"1811  Senior  executives  reacted  with  skepticism.1812  Mr.  Sparks 
responded:    "We're  continuing  to  cover  some  shorts  and  we  may  cover  some  BBB  with  AAA,  but 
I  got  the  message  clearly  that  we  shouldn't  get  long  without  Gary  [Cohn]/Tom  [Montag]/Don 
[Mullen]  all  saying  OK."1813 

On  August  20,  2007,  Mr.  Sparks  pitched  the  idea  again  to  Mr.  Montag  and  other  senior 
executives  in  an  email  entitled,  "Big  Opportunity": 

"We  are  seeing  large  liquidations  -  we  bought  $350mm  AAA  subprime  RMBS  from  ...  SIV 
unwinds  today.  ...  We  think  it  is  now  time  to  start  using  balance  sheet  and  it  is  a  unique 
opportunity  with  real  upside  -  specifically  for  AAA  RMBS.  We've  sold  over  $100mm  of 
what  we  bought  today  -  most  up  1-2  points. 

That's  a  great  trade  -  buy  and  flip  up  1-2  points,  however,  we're  not  always  going  to  be 
able  to  do  that  -  and  there's  the  opportunity  for  us  to  make  5-10  points  if  we  have  a  longer 
term  hold."1814 


is  a  significant  escalation  of  the  subprime  meltdown.  ...   At  its  heart,  the  main  shoe  to  fall  will  be  when  the  rating 
agencies  downgrade  to  the  aaa  level.   I  don't  see  as  they  have  much  of  a  choice.   Mezfzanine]  aaa  cdo  trade  in  the  20 
and  30s  cannot  be  overlooked  even  by  the  agencies."  Id. 
1808   Subcommittee  interview  of  Joshua  Birnbaum  (4/22/2010). 

1809 


1X10 


1811 


Id. 

Id. 

8/14/2007  email  from  Daniel  Sparks,  "Fw:  Post,"  GS  MBS-E-010678053,  Hearing  Exhibit  4/27-30. 


1812  See  8/14/2007  email  from  Gary  Cohn  to  Daniel  Sparks,  "Fw:  Post,"  GS  MBS-E-010678053,  Hearing  Exhibit 
4/27-30  ("Talk  to  me  before  you  go  long.");    8/14/2007  email  from  Tom  Montag,  "Post,"  GS  MBS-E- 

009741 145("We  will  not  be  going  long  billions.   Lots  of  risk  to  clean  up  first  imo"). 

1813  8/15/2007  email  from  Daniel  Sparks,  "Post,"  GS  MBS-E-009740784,  Hearing  Exhibit  4/27-32. 

1814  8/20/2007  email  from  Daniel  Sparks  to  Gary  Cohn,  David  Viniar,  Jon  Winkelried,  Tom  Montag,  and  Donald 
Mullen,  "Big  Opportunity,"  GS  MBS-E-009739836.   See  also  8/20/2007  email  exchange  between  Daniel  Sparks  and 
Tom  Montag,  "Hsbc  loans,"  GS  MBS-E-010681855  (Mr.  Sparks  pitched  the  plan  again  to  Mr.  Montag  separately: 
"As  a  overall  business,  we're  not  short  AAA's  anymore.   We  are  putting  on  the  long  index  (mostly  AAA)/short 
single  name  mezz  trade  on  ....   We  are  planning  to  continue  to  play  offense.  .  .  .  Discussions  on  the  up  the  quality 
trade  (top  cap  stack  and  top  quality  collateral)  were  had  in  various  times  with  don  [Mullen],  gary  [Cohn]  and  bill 
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On  August  21,  2007,  Mr.  Birnbaum  presented  the  Mortgage  Department's  plan  to  buy  up  to 
$10  billion  in  AAA  rated  RMBS  securities.1815  The  plan  had  dual  objectives,  to  profit  from  the 
intrinsic  financial  value  of  the  proposed  assets  and  to  use  those  assets  to  preserve,  rather  than 
cover,  the  Department's  existing  $3.5  billion  BBB/BBB-  net  short: 

"-  The  mortgage  department  thinks  there  is  currently  an  extraordinary  opportunity  for  those 
with  dry  powder  to  add  AAA  subprime  risk  in  either  cash  or  synthetic  form. 

-  We  would  like  to  be  opportunistic  buyers  of  up  to  $10Bln  subprime  AAAs  in  either  cash 
or  synthetic  (ABX)  form  and  run  that  long  against  our  $3.5Bln  in  mezzanine  subprime 
shorts. 

-  Mortgage  dept  VAR  would  be  reduced  by  $75mm  and  Firmwide  VAR  would  be  reduced 
by  $25mm. 

-  At  current  dollar  prices,  the  implied  losses  at  the  AAA  level  are  2.5x  higher  than  the 
implied  losses  at  the  BBB  level  where  we  have  our  shorts  (the  ratio  is  even  cheaper  for  cash 
due  to  technicals).  If  AAAs  were  priced  consistent  with  BBB  implied  loss  levels,  they 
would  be  trading  5-10pts  higher  in  synthetics  and  10-15  points  higher  in  cash.  ... 

-  On  the  demand  side,  we  plan  to  share  this  trade  quietly  with  selected  risk  partners.  We 
began  doing  so  yesterday  when  we  sold  1/3  of  the  AAAs  purchased  off  the  [seller]  list  to 
[customer]  and  100%  of  the  AAAs  from  [seller]  to  [customer]  and  [customer]."1816 

Mr.  Montag  responded  that  he  wanted  to  discuss  the  concept  further.1817    Mr.  McMahon  wrote: 
"What  are  we  holding  against  the  3.5b  mezz  shorts  right  now?  Why  don't  we  just  cover  the 
shorts?"1818  Co-President  Gary  Cohn  emailed  Messrs.  Mullen,  Winkelried,  and  Montag:  "I  do  like 
the  idea  but  you[r]  call."1819    Before  any  further  discussion  took  place,  however,  events  overtook 
the  debate. 


[McMahon].   We  aren't  going  crazy  with  it,  just  being  opportunistic.   Before  we  get  large,  we  are  going  to  lay  out  a 
strategy  for  the  four  of  you."). 

1815  g/2i/2007  email  from  Joshua  Birnbaum,  "Potential  large  subprime  trade  and  impact  on  firmwide  VAR,"  GS 
MBS-E-016359332,  Hearing  Exhibit  4/27-34;  8/21/2007  email  from  Joshua  Birnbaum,  "For  2  p.m.  meeting,"  GS 
MBS-E-010608145  (graphs  in  support  of  plan  to  go  long  up  to  $10  billion  in  AAA  ABX  index). 

1816  Id. 

1817  See  8/21/2007  email  from  Mr.  Montag  to  Mr.  Birnbaum,  GS  MBS-E-010682736  ("FYI.   I  think  it  would  be 
much  better  for  all  concerned  that  we  all  discuss  this  and  any  strategy  and  have  agreem[e]nt  before  we  go  to  the 
presidents  and  cfo  ....  Secondly,  I  think  we  should  be  reducing  our  basis  trades  to  reduce  var  as  is  ....  Let's  sit 
down"). 

1818  8/21/2007  email  from  Bill  McMahon,  "Potential  large  subprime  trade  and  impact  on  Firmwide  VAR,"  GS  MBS- 
E-012606879. 

1819  8/21/2007  email  from  Joshua  Birnbaum,  "Potential  large  subprime  trade  and  impact  on  firmwide  VAR,"  GS 
MBS-E-016359332,  Hearing  Exhibit  4/27-34 
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(e)  "Get  Down  Now" 

Despite  direction  from  senior  management  to  cover  its  $13.9  billion  net  short  position,  the 
Mortgage  Department  continued  to  maintain  several  large  net  shorts,  including  at  least  $3  billion  in 
single  name  CDS  contracts  referencing  BBB  and  BBB-  rated  RMBS  securities  that  it  expected  to 
gain  in  profits.  In  August  2007,  Co-President  Gary  Cohn  finally  issued  an  order  to  "get  down 

now."1820 

Excessive  VAR.  By  late  August,  a  combination  of  the  large  net  short  and  volatility  in  the 
subprime  mortgage  market  had  driven  the  Mortgage  Department's  VAR  to  an  all-time  high.  When 
the  AAA  ABX  short  position  was  far  out-of-the-money,  it  entailed  little  market  risk,  as  it  was  not 
actively  traded  and  had  little  likelihood  of  ever  paying  off.  Once  the  AAA  ABX  short  became 
profitable,  however,  the  $9  billion  position  was  so  large  that  it  had  a  major  impact  on  the  firm's 
risk  measurements.  Even  a  small  percentage  change  in  $9  billion  can  cause  substantial  changes  in 
a  profit  and  loss  statement.  As  Mr.  Sparks  explained:  "The  combination  of  our  large  AAA  ABX 
index  shorts  and  the  relatively  new  volatility  in  the  AAA  part  of  the  index  will  result  in  much 
larger  daily  swings  in  P&L  [profit  and  loss]  both  ways."1821 

As  predicted,  due  to  the  $9  billion  short,  the  Mortgage  Department's  daily  profit  and  loss 
reports  began  to  show  much  larger  swings.1822  For  example,  while  the  Mortgage  Department 
showed  a  profit  of  $71  million  on  July  21, 1823  it  showed  a  loss  of  $100  million  on  August  8.1824 
Upon  hearing  of  that  loss,  Mr.  Montag  asked  "so  who  lost  the  hundy?"1825  Mr.  Birnbaum  wrote  to 
a  colleague:  "I'm  sure  the  AAA  ABX  is  being  blamed  as  the  reason  the  dept  was  down  100 
yest[erday]."1825  While  some  in  the  Mortgage  Department  disagreed  with  the  use  of  VAR  as  a 


1820  8/15/2007  email  from  Gary  Cohn,  "Trading  VaR  $165mm,"  GS  MBS-E-009778573. 

1821  7/21/2007  email  from  Daniel  Sparks  to  Donald  Mullen,  Tom  Montag,  and  others,  "Mortgages  Estimate,"  GS 
MBS-E-009640287. 

1822  See  id.  (noting  $50  million  down  trading  day,  followed  by  a  day  in  which  the  AAA  index  accounted  for  half  of 
the  day's  profit). 

1823  Id. 

1824  8/9/2007  email  from  Joshua  Birnbaum  to  Deeb  Salem,  GS  MBS-E-012927140. 

1825  8/8/2007  email  from  Tom  Montag  to  Michael  Swenson  and  David  Lehman,  GS  MBS-E-01 13  1 1633.   Mr. 
Swenson  explained  that  the  approximately  $100  million  loss  was  split  between  the  Residential  Whole  Loan  Trading 
Desk,  the  SPG  Trading  Desk,  and  the  CDO  Origination  Desk.   Id. 

1826  8/9/2007  email  from  Joshua  Birnbaum  to  Deeb  Salem,  GS  MBS-E-012927140. 
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measure  of  risk,1827  the  gyrations  in  daily  profit  and  loss  figures  demonstrated  that  the  $9  billion  net 
short  posed  real  risk  to  Goldman. 

VAR  depends  primarily  on  the  aggregate  size  of  net  asset  positions  and  the  volatility  of  the 
relevant  market.  Goldman  was  holding  several  large  net  short  positions,  the  subprime  market  had 
become  extremely  volatile,  and  the  Department's  efforts  to  cover  its  shorts  further  complicated 
matters.  Although  Goldman's  covering  of  its  $9  billion  net  short  AAA  position  would  ordinarily 
be  expected  to  reduce  risk,  the  massive  size  of  the  position,  combined  with  unprecedented  levels  of 
volatility  in  the  market,  the  speed  of  Goldman's  covering,  and  the  size  of  the  trades  involved, 
resulted  in  steep  increases  in  the  Department's  VAR. 

The  Mortgage  Department's  VAR  had  increased  from  around  $13  million  in  mid-2006, 
well  under  the  Department's  permanent  limit  of  $35  million,  to  $85  million  in  February  2007,  to  a 
high  of  around  $113  million  in  August  2007. 1828  The  $113  million  figure  exceeded  the 
Department's  $35  million  permanent  VAR  limit  by  more  than  350%.  Moreover,  the  Mortgage 
Department,  which  had  never  contributed  more  than  about  2%  of  firmwide  net  revenue  prior  to 
2007,  was  generating  some  54%  of  all  the  risk  incurred  by  the  firm  in  August  2007.  The  Mortgage 
Department's  risk  level,  however  profitable,  was  of  increasing  concern  from  a  firmwide 
perspective.1829 

In  an  effort  to  maximize  the  profit  potential  from  its  net  short  positions,  SPG  personnel  in 
the  Mortgage  Department  argued  against  indiscriminately  covering  all  of  the  Department's 
shorts.1830  But  the  Mortgage  Department's  VAR  level  proved  to  be  both  intractable  and  highly 
unpredictable.1831  It  also  contributed  to  record  high  levels  of  firmwide  VAR,  a  figure  carefully 


1827  8/9/2007  email  from  Joshua  Birnbaum  to  Deeb  Salem,  "MarketRisk:  Mortgage  Risk  Report  (cob  08/08/2007)," 
GS  MBS-E-012927200  ("These  VAR  numbers  are  ludicrous,  btw.   Completely  overestimated  for  SPG  trading, 
underestimated  for  other  mortgage  desks.").   See  also  8/21/2007  email  from  Joshua  Birnbaum  to  Bill  McMahon, 
"Potential  large  subprime  trade  and  impact  on  Firmwide  VAR,"  GS  MBS-E-012606879  ("We  have  the  13.5Bln  IO 
which  makes  us  less  short  by  $1-1.5  Bin  .  .  .  .")  (IO  is  an  asset  arising  from  differences  in  the  duration  and  timing  of 
CDS  premium  payment  streams);  8/21/2007  email  from  Michael  Dinias,  "Trading  VaR  Analysis,"  GS  MBS-E- 
009993267  ("the  mortgage  desk  has  questioned  the  size  of  the  implied  short  exposure  (i.e.  desk  believes  they  are  less 
short  than  implied  by  the  VaR  model).   We  are  reviewing  the  current  VaR  methodology  with  the  mortgage 
traders/strategists  and  assessing  the  impact  of  various  potential  enhancements.");  Subcommittee  interview  of  Joshua 
Birnbaum  (10/1/2010). 

1828  For  more  information  on  the  Mortgage  Department's  VAR  levels,  see  below. 

1829  On  August  7,  2007,  a  senior  risk  executive  wrote  to  Messrs.  Cohn,  Viniar,  and  McMahon:  "We  are  doing  a 
detailed  analysis  of  mortgage  and  credit  trading  var  contributors  to  see  where  we  might  get  the  most  efficient  var 
reduction."   8/7/2007  email  from  Bruce  Petersen,  "VaR,"  GS  MBS-E-009775575. 

1830  See,  e.g.,  8/21/2007  email  from  Joshua  Birnbaum,  "Potential  large  subprime  trade  and  impact  on  firmwide 
VAR,"  GS  MBS-E-016359332,  Hearing  Exhibit  4/27-34  (favoring  preservation  of  the  $3.5  billion  BBB/BBB- 
short). 

1831  Risk  controller  Robert  Berry  explained  to  Messrs.  Viniar,  McMahon,  and  Broderick  that  VAR  was  becoming 
acutely  sensitive  to  estimates  of  correlation  implicit  in  the  data  used  in  the  VAR  computation:  "[TJhere  will  be  days 
where  'nothing  happened'  -  positions  didn't  change,  markets  were  quiet,  but  small  changes  in  correlation  will  mean 
the  difference  between  140  and  160.   It  will  really  be  difficult  to  explain  to  you  and  to  the  desks  why  we  were  under 
[VAR  limits]  yesterday  but  over  today."   8/15/2007  email  from  Robert  Berry,  "MarketRisk:  End  of  Day  Summary  - 
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monitored  by  the  firm's  most  senior  management.  The  Mortgage  Department  and  its  risk 
controllers  tried  unsuccessfully  to  reduce  the  Department's  VAR,  and  were  discussing  new 
alternatives,1832  when  Goldman's  Co-President  Gary  Cohn  intervened.  On  August  15,  2007,  the 
same  day  that  Goldman's  firmwide  VAR  hit  a  then-record  high  of  $165  million,  Mr.  Cohn  emailed 
the  Mortgage  Department's  senior  managers,  risk  analysts  and  controllers:  "There  is  no  room  for 
debate  -  we  must  get  down  now."1833 

The  Mortgage  Department  took  immediate  action.  To  reduce  its  VAR,  the  Department  had 
to  sell  at  least  some  of  its  BBB/BBB-  net  short  position.1834  On  August  23,  2007,  Mr.  Swenson 
reported  that  Harbinger  had  bought  a  large  block  of  single  name  CDS  contracts  shorting 
BBB/BBB-  rated  RMBS  securities  which  allowed  Goldman  to  take  the  long  side:  "We  just  printed 
$400mm  of  Singles  with  Harbinger.   130mm  of  BBB  and  270mm  BBB-."  Mr.  Montag  passed  the 
message  on  to  Messrs.  Cohn  and  Viniar:  "Finally  actually]  covering  singles."  Mr.  Cohn 
responded:  "Great."1835 

But  even  after  that  $400  million  sale,  Mr.  Sparks  reported  to  Mr.  Montag:  "[W]e  are  short 
...  about  $3BB  single  names."1836  Mr.  Montag  responded  that  the  $3  billion  net  short  position  was 
"huge  and  outsized"  and  $800  million  had  to  be  sold:  "[I]f  I  make  you  sell  a  whopping  800 
[million]  out  of  3  billion  which  is  less  than  30%  how  can  anyone  complain-the  position  is  huge 


cob  8/10/07,"  GS  MBS-E-009779885.   Mr.  McMahon  responded:  "var  can  swing  between  140  and  160  without  any 
changes  in  the  complexion  of  our  trading  books  -  essentially  it  is  just  noise."   8/15/2007  email  from  Bill  McMahon 
to  Gary  Cohn  and  David  Viniar,  "Trading  VaR  $165mm,"  GS  MBS-E-009778573. 

1832  See,  e.g.,  8/15/2007  email  from  Michael  Dinias,  "Hedge  Analysis  cob  8/13/07,"  GS  MBS-E-010678553 
(analyzing  6  potential  VAR-reducing  trading  scenarios  featuring  different  proposed  transactions);  8/21/2007  email 
from  Michael  Dinias,  "Trading  VaR  Analysis,"  GS  MBS-E-009993267  (analyzing  the  VAR-reducing  impact  of 
going  long  in  various  classes  of  assets);  8/22/2007  email  from  Daniel  Sparks  to  Tom  Montag  and  Donald  Mullen, 
"VAR  reduction  possibilities,"  GS  MBS-E-010619824  (proposed  transactions  in  single  name  CDS  protection  to 
reduce  VAR). 

1833  8/15/2007  email  from  Gary  Cohn,  "Trading  VaR  $165mm,"  GS  MBS-E-009778573.   Mr.  Viniar  agreed.   Two 
days  earlier,  after  seeing  a  daily  risk  report  showing  Firmwide  VAR  at  $159  million,  Mr.  Viniar  emailed  senior  risk 
executives:   "No  comment  necessary.   Get  it  down."   8/13/2007  email  from  David  Viniar  to  Bill  McMahon,  Craig 
Broderick,  and  Robert  Berry,  "MarketRisk:  End  of  Day  Summary  -  cob  8/10/2007,"  GS  MBS-E-009779885.   Even 
after  Mr.  Cohn's  order  to  "get  down  now,"  Firmwide  VAR  continued  to  increase.   On  August  16,  Firmwide  VAR 
rose  from  $165  million  to  $171  million.    8/16/2007  email  from  Michael  Dinias,  "Trading  VAR  $171mm,"  GS  MBS- 
E-099775568.   On  August  17,  it  rose  to  $174  million.   8/17/2007  email  to  David  Viniar,  Gary  Cohn,  Jon  Winkelried, 
Tom  Montag,  Bill  McMahon,  Craig  Broderick  et  al.,  "Weekly  Market  Risk  Summary  as  of  8/17/07,"  GS  MBS-E- 
009756424. 

1834  On  August  22,  2007,  Mr.  Montag  emailed  Mr.  Blankfein:   "[W]e  are  covering  a  number  of  shorts  in  mortgages 
today  and  tomorrow-probably  $1.5  billion  worth-will  reduce  mortgages  [VAR]  hopefully  to  below  80."   8/22/2007 
email  from  Tom  Montag  to  Lloyd  Blankfein,  "Trading  VaR  $144mm,"  GS  MBS-E-009605812,  Hearing  Exhibit 
4/27-36.   The  next  morning  Mr.  Montag  emailed  Mr.  Blankfein  that  the  Department  "covered  about  700  million  in 
shorts  in  mtgs  last  night-500  million  in  single  names  ....  lots  more  to  go-but  they  fortunately  had  bought  back  9 
billion  of  AAA  abx  index  over  last  two  weeks."   8/23/2007  email  from  Tom  Montag  to  Lloyd  Blankfein,  GS  MBS- 
E-009585951,  Hearing  Exhibit  4/27-37. 

1835  8/23/2007  email  from  Michael  Swenson,  "Harbinger  Post,"  GS  MBS-E-009739009. 

1836  8/23/2007  email  from  Daniel  Sparks,  "Current  Outstanding  Notional  SN  ames,"  GS  MBS-E-01062123  1. 
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and  outsized."1837  At  the  end  of  the  trading  day  on  August  23,  Mr.  Montag  asked  Mr.  Sparks: 
"How  much  did  we  cover-shooting  for  $1  billion."  Mr.  Sparks  responded:  "Not  much  more  today 
-  trying."1838 

Although  the  Mortgage  Department  did  not  cover  its  shorts  as  quickly  as  Mr.  Montag 
wanted,  within  days  of  Mr.  Cohn's  August  15  order  to  "get  down,"  Goldman's  firmwide  trading 
VAR  had  dropped  by  $40  million  and  the  Mortgage  Department's  VAR  had  dropped  below  $100 
million.1839  On  August  23,  2007,  Mr.  Cohn  forwarded  a  VAR  report  to  CEO  Lloyd  Blankfein: 
"The  message  got  through."  Mr.  Blankfein  responded:  "Good  job."  Mr.  Cohn  wrote:  "Down  40 
in  2  days."1840 

Although  the  Mortgage  Department's  VAR  measure  fell  substantially,  it  remained  well 
above  its  permanent  risk  limit  of  $35  million  throughout  the  rest  of  2007. 1841  In  addition,  although 
Goldman  senior  executives  rejected  the  Mortgage  Department's  plan  to  buy  $10  billion  in  AAA 
rated  RMBS  securities,1842  the  Department  ultimately  purchased  over  $2.2  billion  in  AAA  rated 
RMBS  securities1843  and  continued  to  hold  and  strategically  sell  off  its  BBB  and  other  short 
positions  through  the  end  of  2007. 1844 


1837  id. 

1838  g/23/2007  email  exchange  between  Tom  Montag  and  Daniel  Sparks,  "Current  Outstanding  Notional  SN  ames," 
GSMBS-E-010621324. 

1839  8/23/2007  email  exchange  between  Gary  Cohn  and  Lloyd  Blankfein,  "Trading  VaR  $  133mm,"  GS  MBS-E- 
009643469. 

1840  Id.  Goldman  senior  executives  continued  to  monitor  the  Mortgage  Department's  actions.  For  example,  on 
August  3  1,  2007,  Mr.  Montag  emailed  Mr.  Lehman:  "abx  hurting  us  today?  Mkt  over  reacting?"  8/31/2007  email 
from  Tom  Montag,  "Structured  Products  Weekly  Update  -  08/30/07  (Internal  Use  only),"  GS  MBS-E-009589083. 
Mr.  Birnbaum  responded:  "Based  on  the  markets  we  are  making,  we  would  be  ok  in  this  move.  We  are  +50mm  in 
AAAs  alone  right  now."  Mr.  Montag  forwarded  the  emails  to  Mr.  Blankfein  who  wrote:  "Thanks.  Appreciate  the 
posts,  I'm  watching  the  financial  news." 

1841  12/2007  Quarterly  Market  Risk  Review,  GS  MBS-E-009586222,  Hearing  Exhibit  4/27-54f  (third  quarter 
mortgages  average  VAR  was  $68  million;  fourth  quarter  mortgages  average  VAR  was  $75  million). 

1842  Subcommittee  interview  of  David  Viniar  (4/13/2010);  Subcommittee  interview  of  Daniel  Sparks  (4/15/2010); 
Subcommittee  interview  of  Joshua  Birnbaum  (4/22/2010). 

1843  8/21/2007  email  from  Michael  Swenson,  "Mortgage  Commentary  for  Firmwide  Risk  Committee,"  GS  MBS-E- 
010619375  ("Current  SPG  Trading  Desk  Position  Summary:  -  RMBS  AAA  -  long  $2.2bb");  Michael  J.  Swenson, 
responses  to  Subcommittee  QFRs  at  PSIQFRGS0474. 

1844  In  the  week  of  December  6,  2007,  the  Mortgage  Department's  risk  managers  noted  "an  increase  in  net  short 
position  in  the  residential  sector."    12/7/2007  email  to  David  Viniar,  "Weekly  Market  Risk  Summary  as  of 
12/06/07,"  GS  MBS-E-00970891 1,  Hearing  Exhibit  4/27-53.   See  also  9/5/2007  email  from  Michael  Swenson  to 
Tom  Montag,  "ABS  Update,"  GS  MBS-E-012386239,  Hearing  Exhibit  4/27-39;  9/23/2007  email  to  David  Viniar, 
"Mortgage  P&L  for  the  Week  Ended  9/21,"  GS  MBS-E-009732431,  Hearing  Exhibit  4/27-43  (Finance  division 
reported  that,  in  week  of  September  21,  the  Mortgage  Department  reported  $63  million  from  "short  synthetic 
positions  including  SPG  Trading  (+$40M),  CDO  (+22M)  and  Residential  Credit  (+12M)."). 
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(f)  Profiting  from  the  Big  Short:  Making  "Serious  Money" 

Goldman's  short  positions  continued  to  produce  profits  for  the  firm,  as  mortgage  related 
assets  continued  to  lose  value.  In  September  2007,  one  of  the  key  traders  in  the  Mortgage 
Department,  Deeb  Salem,  summarized  four  key  short-side  trading  strategies  that  enabled  the 
Mortgage  Department  to  profit  from  the  collapse  of  the  subprime  mortgage  market:1845 

(a)  a  "dispersion  trade,"  in  which  Goldman  took  advantage  of  "mispriced"  single  name 
CDS  contracts  that  referenced  very  poorly  performing  RMBS  securities,  but  were  not 
priced  much  lower  than  better  performing  RMBS  securities,  resulting  in  profits  of 
$750  million  "so  far"; 

(b)  a  massive  purchase  of  single  name  CDS  contracts  referencing  a  variety  of  RMBS 
securities,  taking  advantage  of  Goldman's  estimated  33%  "dominant"  market  share  in 
single  name  CDS  to  make  a  "HUGE  directional  bet"  against  the  subprime  mortgage 
market,  resulting  in  profits  of  $1.7  billion;1846 

(c)  the  purchase  "at  a  discount"  of  single  name  CDS  contracts  referencing  Alt  A  and  A 
rated  RMBS  securities,  which  "others  don't  want/know  where  to  price,"  resulting  in 
profits  of  $400  million  "so  far";  and 

(d)  the  purchase  of  single  name  CDS  contracts  on  A,  AA  and  AAA  rated  CDO  securities 
"in  size,"  amassing  an  "enormous"  market  share  whose  profits  had  "exceeded  all  of 
our  high  expectations"  at  $900  million  "so  far."1847 


Salem  2007  Self-Review. 
Id.  [emphasis  in  original]. 


1847  Id.   Mr.  Salem  described  the  trading  strategies  as  follows: 

"a.   The  Dispersion  Trade 

More  than  a  year  ago,  Edwin  [Chin]  and  I  realized  that  the  dispersion  amongst  single-name  subprime  CDS  was 
grossly  mispriced.   Bad  names  (tier  4),  that  the  market  almost  universally  disliked  traded  only  50  bps  wider  than 
securities  that  we  all  agreed  were  superior.  ...   So  for  the  past  year,  we  bought  protection  on  tier  4  names  at  every 
chance  possible  .  .  .  When  we  wanted  to  flatten  out  the  book,  we  just  wrote  protection  on  the  tier  1  names. 
Amazingly  we  did  this  for  most  of  the  year  without  a  usable  model  to  value  different  single  names.  ...  We  were  very 
aggressive  with  pricing  and  only  shared  risk  with  smart  guys  if  they  gave  us  insight  on  names  to  go  short  or  go  long 
in  return.   Even  when  the  dispersion  widened  out  ...  by  the  end  of  February,  Edwin  and  I  refused  to  monetize  the 
trade  ....  With  3-4bb  of  notional  in  this  dispersion  trade,  we  have  recognized  $750mm  of  P&L  so  far  on  this  trade. 

"b.   Our  single  name  market  share: 

Having  traded  over  $200bb  of  notional  in  SN  [single  name]  CDS,  GS  is  the  dominant  market-maker  in  single  name 
CDS.   We  approximate  our  market  share  to  be  greater  than  33%.  ...   This  market  share  and  willingness  to  trade  size 
proved  invaluable  in  November,  December  and  January  when  we  decided  to  make  the  HUGE  directional  bet  of 
being  long  SN  CDS  protection  [or  "short  risk,"  i.e.,  taking  the  short  side  of  a  CDS  transaction].  ...   If  we  did  not  have 
such  presence  in  the  SN  CDS  market,  it  is  unlikely  that  we  would  have  achieved  the  size  short  that  we  desired  and 
eventually  put  on.  We're  up  $1.7bb  in  RMBS  SN  CDS! 


445 

In  October  2007,  after  the  credit  rating  agencies  downgraded  hundreds  of  CDO 
securities,1848  Mr.  Swenson  wrote  to  Mr.  Mullen  that  the  downgrades  would  eventually  cause 
defaults  in  many  CDO  securities  that  Goldman  had  shorted,  meaning  that  Goldman's  "CDS 
protection  premiums  paid  out  will  go  to  zero,"1849  and  Goldman  would  receive  substantial  CDS 
payments  on  those  CDOs  from  the  long  parties.  Mr.  Mullen  responded:  "Looks  like  we're  going 
to  make  some  serious  money."  Mr.  Swenson  replied:  "Yes,  we  are  well-positioned."1850 

Indeed,  the  Mortgage  Department  made  $110  million  the  very  next  day.1851  Mr.  Swenson 
explained:  "65mm  was  from  yesterday's  downgrades  which  lead  to  the  selloff"  Mr.  Mullen 
replied:  "Great  day!"1852  By  the  end  of  2007,  the  Mortgage  Department  had  brought  in 
approximately  $3.7  billion  in  net  revenues  from  its  SPG  Trading  Desk.1853 

(g)  Goldman's  Records  Confirm  Large  Short  Position 

In  addition  to  contemporaneous  emails,  presentations,  and  reports,  Goldman's  large  net 
short  position  is  reflected  in  its  own  financial  records,  including  its  Mortgage  Department  Top 
Sheets.1854  Goldman's  Mortgage  Department  kept  records  of  its  overall  net  short  positions  across 


"c.   Willingness  to  put  on  trades  that  others  don't  want/know  where  to  price 

The  2  most  successful  trades  in  this  regard  have  been  our  $70mm  long  Alt-A  protection  and  our  $l-2bb  long  sub- 
prime  Single-A  protection  [i.e.,  being  "short  risk"  or  taking  short  side  in  a  CDS  transaction].   When  CDOs  wanted  to 
sell  Alt-A  and  single-A  protection  ...  the  rest  of  the  street  was  tentative.  ...   We  viewed  this  as  a  tremendous 
opportunity  to  buy  cheap  out-of-the-money  options  at  a  significant  discount  to  fair-value.   Our  exit  strategy  was 
always  that  if  sub-prime  fundamentals  got  bad  enough,  and  they  did,  that  the  contagion  would  have  to  spread  up  the 
capital  structure  because  cum  loss  vol/uncertainty  has  to  go  up  thus.  .  .  .$400mm  so  far  for  the  desk  .... 

"d.   CDO  CDS  trade: 

This  trade  has  made  $900mm  so  far,  which  exceeded  all  of  our  high  expectations  for  the  trade.   I  had  the  confidence 
and  desire  for  the  desk  to  buy  A,  AA,  and  AAA  CDO  CDS  protection  in  size  during  the  fall  of  2006  for  several 
reasons:    ...  [T]he  rating  agencies'  correlation  assumptions  were  out  of  whack  with  the  growing  concern  about  the 
housing  market  and  the  remarkable  similarity  between  the  bonds  in  a  CDO,  the  difficulty  that  GS  was  having  in 
placing  such  mezzanine  liabilities  and  the  complexity  of  such  securities  scared  hedge  funds  from  buying  the 
protection  themselves.     Edwin  and  I  used  the  same  aggressive  strategies  in  purchasing  protection  that  we  used  to 
dominate  the  SN  CDS  market.   Our  market  share  was  enormous  ...  and  we  did  every  ...   trade  possible."  Id. 

1848  See,  e.g.,  10/1 1/2007  email  from  Michael  Swenson  to  Donald  Mullen,  "Early  post  on  P  and  L,"  GS  MBS-E- 
01603  1234,  Hearing  Exhibit  4/27-69.   For  more  information  about  this  downgrade,  see  Chapter  V. 

1849  I(j 

1850  Id. 

1851  10/12/2007  email  exchange  between  Michael  Swenson  and  Donald  Mullen,  "P  and  L,"  GS  MBS-E-018936577, 
Hearing  Exhibit  4/27-68. 

1852  Id. 

1853  See  10/3/2007  Goldman  presentation,  "SPG  Trading  -  2007,"  GS  MBS-E-015654036.   See  also  1 1/16/2007 
Goldman  chart,  "Mortgages  Weekly  Metrics  16-November-2007,"  GS  MBS-E-015863620  ("P&L  YTD  Annl 
3,742,461"). 

1854  See,  e.g.,  4/2010  "Goldman  Sachs  Mortgage  Department  Total  Net  Short  Position,  February  -  December  2007  in 
$  Billions,"  chart  prepared  by  the  Subcommittee,  Hearing  Exhibit  4/27-162  (compiled  from  Top  Sheets);  examples 
of  Top  Sheets  include  GS  MBS-E-010369585  and  GS  MBS-E-010850895,  Hearing  Exhibit  4/27-162. 
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various  subprime  asset  classes  on  a  daily  basis  throughout  most  of  2007. 1855  Those  records  indicate 
that  the  Mortgage  Department  had  large  net  short  positions  in  the  subprime  mortgage  market 
throughout  most  of  2007.  Goldman's  documents  reveal  that  it  had  a  $10  billion  net  short  position 
at  the  end  of  February  2007,  and  a  $13.9  billion  net  short  position  in  mid- June  2007. 1856 

(i)  Top  Sheets 

Daniel  Sparks  told  the  Subcommittee  that,  in  2006  and  earlier,  he  was  frustrated  because  he 
felt  Goldman  had  inadequate  systems  to  track  and  aggregate  the  daily  positions  of  the  various 
desks  in  the  Mortgage  Department.1857  At  the  end  of  each  trading  day,  he  had  to  review  up  to  a 
dozen  separate  reports  from  the  desks  to  develop  a  composite  mental  picture  of  the  Mortgage 
Department's  overall  positions.  To  remedy  this  shortcoming,  in  February  2007,  Mr.  Sparks  and 
the  Department's  strategic  analysts,  sometimes  called  "strats,"  developed  a  single-page  report 
called  the  Mortgage  Department  Top  Sheet.1858 

The  Mortgage  Department  Top  Sheet  became  the  primary  report  through  which  the 
Mortgage  Department  tracked  its  daily  positions  in  various  classes  of  mortgage  related  assets.    It 
provided  a  comprehensive  listing  of  the  Mortgage  Department's  long  and  short  positions  in 
different  asset  classes  across  all  desks  at  the  end  of  each  trading  day.  The  Top  Sheet  drew  data 
from  up  to  a  dozen  separate  reports  generated  by  Goldman's  electronic  systems.  Mr.  Sparks  told 
the  Subcommittee  that  the  Top  Sheet  evolved  over  time  to  become  a  good  tool  that  provided  a 
comprehensive  record  of  the  Department's  positions.1859  The  Goldman  Controller's  office  told  the 
Subcommittee  that  Goldman  did  not  maintain  any  other  type  of  comprehensive  daily  report 
regarding  the  Mortgage  Department's  net  positions  in  various  asset  classes.1860 


1855 


Id. 


1856  See  2/26/2007  Mortgage  Department  Top  Sheet,  GS  MBS-E-010388545,  and  6/25/2007  Mortgage  Department 
Top  Sheet,  GS  MBS-E-010850895,  Hearing  Exhibit  4/27-162. 

1857  Subcommittee  interview  of  Daniel  Sparks  (4/15/2010). 

1858  Subcommittee  interview  of  Daniel  Sparks  (4/15/2010);  2/26/2007  email  to  Daniel  Sparks,  Michael  Swenson, 
and  others,  "New  cross  desk  Top  Sheet  risk  report,"  GS  MBS-E-010386051. 

1859  Subcommittee  interview  of  Daniel  Sparks  (4/15/2010). 

1860  Subcommittee  discussions  with  Goldman  Controller  staff  on  Responses  to  Questions  for  the  Record  and  related 
documents.   Despite  the  fact  that  the  Mortgage  Department  Top  Sheet  was  the  primary  comprehensive  position 
report  available  to  Mortgage  Department  managers,  some  more  senior  Goldman  executives  appeared  to  be  unaware 
of  its  existence.   Chief  Risk  Officer  Craig  Broderick,  for  example,  testified  that  he  was  unaware  of  a  Mortgage 
Department  Top  Sheet  and  he  thought  the  "top  sheet"  concept  might  not  be  suitable  for  the  Mortgage  Department. 
Subcommittee  interview  of  Craig  Broderick  (4/9/2010).   His  risk  office  produced  its  own  daily  risk  reports  that 
translated  the  Mortgage  Department's  electronic  trading  data  directly  into  risk  measures,  such  as  "VAR."   Id.;  see 
also,  e.g.,  8/9/2007  email  from  risk  manager,  "MarketRisk:  Mortgage  Risk  Report  (cob  08/08/2007),"  GS  MBS-E- 
010674894  (attached  Goldman  report,  "Mortgage  Risk  Report  -  8/9/07,"  GS  MBS-E-010674895).  The  Controller's 
office  also  produced  its  own  reports  based  on  the  Mortgage  Department's  electronic  trading  data,  such  as  the  daily 
profit  and  loss  report  for  the  Mortgage  Department.    Subcommittee  discussions  with  Goldman  Controller  staff  on 
responses  to  Subcommittee  QFRs  and  related  documents.   See  also  7/20/2007  email  from  controllers,  "Mortgages 
Estimate,"  GS  MBS-E-009640287. 
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The  Top  Sheet  was  literally  the  top  sheet,  or  cover  page,  to  a  comprehensive  report 
distributed  daily  to  Mr.  Sparks  and  other  Mortgage  Department  managers.1861  The  top  line  of  the 
Top  Sheet  listed  the  aggregate  total  amounts  held  by  the  Mortgage  Department  in  various  asset 
classes,  including  AAA,  AA,  BBB,  and  BBB-  rated  assets.1862  During  most  of  2007,  the  Top  Sheet 
also  provided  an  overall  net  short  or  long  figure  that  summed  across  the  top  line  totals  for  each  of 
the  respective  asset  classes,  providing  an  overall  figure  by  which  the  Mortgage  Department  was  net 
long  or  net  short  across  all  asset  classes  each  day.  By  plotting  this  overall  net  figure  for  each  daily 
Top  Sheet,  the  Subcommittee  developed  a  graph  of  the  Mortgage  Department's  net  position  during 
2007,  as  indicated  on  the  chart  on  the  following  page.1863 

[SEE  CHART  NEXT  PAGE:  Goldman  Sachs  Mortgage  Department 
Total  Net  Short  Position,  prepared  by  the  Permanent  Subcommittee 
on  Investigations.] 


1861  2/26/2007  email  to  Daniel  Sparks,  Michael  Swenson,  and  others,  "New  cross  desk  Top  Sheet  risk  report,"  GS 
MBS-E-010386051.   The  Mortgage  Department  shared  its  Top  Sheet  and  several  sub-reports  for  September  25, 
2007,  with  Mr.  Viniar  around  October  1,  2007,  in  a  presentation  that  summarized  the  changes  in  the  Mortgage 
Department's  long/short  positions  across  all  desks  and  all  assets  since  the  initiation  of  the  Gameplan  in  May  2007. 
10/1/2007  Goldman  internal  document,  "September  Risk  Pack  Viniar,"  GS  MBS-E-013693  128  (attached  to 
10/1/2007  email,  "Viniar  Risk  Pack  -  Sept,"  GS  MBS-E-013693127). 

1862  j^e  (,aiance  0f  the  page  provided  detail  regarding  the  amount  of  each  asset  class  held  by  each  of  the  Mortgage 
Department's  desks  or  business  units.   Behind  the  top  sheet,  the  report  provided  detailed  data  regarding  the  various 
desks  and  provided  different  data  analyses,  such  as  changes  in  position  from  week  to  week.  The  last  page  of  each 
report  listed  all  of  the  electronic  data  sources  and  separate  reports  from  which  the  Top  Sheet  was  compiled.   See, 
e.g.,  2/5/2007  Mortgage  Department  Top  Sheet,  GS  MBS-E-010369585,  Hearing  Exhibit  4/27-162. 

1863  See  chart  entitled,  "Goldman  Sachs  Mortgage  Department  Total  Net  Short  Position,  February-December  2007  in 
$  Billions,"  prepared  by  the  Permanent  Subcommittee  on  Investigations,  Hearing  Exhibit  4/27-162  (April  2010 
version),  updated  January  201 1  (updated  version),  derived  from  Goldman  Sachs  Mortgage  Strategies,  Mortgage 
Dept  Top  Sheets  provided  by  Goldman  Sachs  (hereinafter  "PSI  Net  Short  Chart"). 


Goldman  Sachs  Mortgage  Department  Total  Net  Short  Position,  February  -  December  2007  in  S  Billions 

(Market  Value,  Including  All  Synthetic  and  Cash  Positions  in  Mortgage  Related  Products) 


Prepared  by  the  U.S.  Senate  Permanent  Subcommittee  on  Investigations,  April  2010.  Updated  January,  2011. 
Derived  from  Goldman  Sachs  Mortgage  Strategies,  Mortgage  Dept  Top  Sheets  provided  by  Goldman  Sachs. 
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The  Subcommittee's  net  short  chart  is  generally  consistent  with  a  Goldman  chart  that  Mr. 
Birnbaum  asked  one  of  the  Mortgage  Department's  analysts  to  prepare  for  him  in  August  2007, 
which  can  be  seen  on  the  following  page. 

[SEE  CHART  NEXT  PAGE:  RMBS  Subprime  Notional  History, 
prepared  by  Goldman  Sachs.]1864 

The  "zero"  line  in  the  middle  of  the  chart  represents  a  neutral  trading  position  that  is  neither 
net  long  nor  net  short.  To  use  Mr.  Viniar's  description,  the  zero  line  represents  "home."  The  area 
below  the  zero  line  represents  net  short  positions;  the  area  above  the  line  represents  net  long 
positions.  The  chart  shows  that  the  Goldman  Mortgage  Department  was  net  short  throughout 
2007,  with  a  total  net  short  position  that  reached  $13.9  billion  in  July. 


1864  8/17/2007  Goldman  internal  chart,  "RMBS  Subprime  Notional  History  (Mtg  Dept  -  Mtg  NYC  SPG  Portfolio)," 
GS  MBS-E-012928391,  Hearing  Exhibit  4/27-56a.   The  title  of  the  Goldman  chart,  "NYC  SPG  Trading"  is 
confusing,  as  Mr.  Birnbaum  asked  the  analyst,  Kevin  Kao,  for  a  chart  of  all  synthetic  positions  across  the  entire 
Mortgage  Department  (including  areas  other  than  SPG  Trading).   In  an  email  to  Mr.  Birnbaum,  Mr.  Kao  confirmed 
that  despite  the  title,  the  chart  actually  included  all  synthetic  positions  across  the  entire  Mortgage  Department,  and 
not  just  the  SPG  Trading  Desk  positions.    8/17/2007  email  from  Mr.  Kao  to  Mr.   Birnbaum,  GS  MBS-E-012929469. 
Mr.  Kao  explained  that  his  chart  did  not  include  cash  positions,  meaning  long  positions  in  mortgage  loans  or  RMBS 
from  any  remaining  warehouse  inventory.   Id.   That  omission  was  not  significant,  however,  since  Goldman  had 
rapidly  sold  off  the  vast  bulk  of  its  cash  inventory  starting  in  November  2006.   4/2010  "Goldman  Sachs  Long  Cash 
Subprime  Mortgage  Exposure,  Investments  in  Subprime  Mortgage  Loans,  and  Investments  in  Subprime  Mortgage 
Backed  Securities  November  24,  2006  vs.  August  3  1,  2007  -  in  $  Billions,"  chart  prepared  by  the  Subcommittee, 
Hearing  Exhibit  4/27-163.   In  any  event,  the  Subcommittee's  net  short  chart  includes  the  Department's  cash 
positions  and  demonstrates  that  any  long  cash  positions  were  insufficient  to  offset  the  shorts,  as  the  Mortgage 
Department  was  massively  net  short  throughout  most  of  2007.    See  PSI  Net  Short  Chart. 

In  his  Supplemental  Responses  to  Questions  for  the  Record  from  the  Subcommittee,  Mr.  Birnbaum 
conceded  that  the  Subcommittee's  net  short  chart  includes  cash  positions  and  therefore  fixed  the  problem  of  being 
limited  to  synthetics  as  was  the  case  with  Goldman's  own  net  short  chart.    See  8/17/2007  Goldman  internal  chart, 
"RMBS  Subprime  Notional  History  (Mtg  Dept  -  Mtg  NYC  SPG  Portfolio),"  GS  MBS-E-012928391,  Hearing 
Exhibit  4/27-56a;  Birnbaum  responses  to  Subcommittee  QFRs  at  PS1_QFR_GS0509.   Mr.  Birnbaum  maintained  his 
objection  that  the  Subcommittee's  net  short  chart  improperly  summed  the  notional  amounts  of  different  asset  classes. 
Id.   However,  as  noted  in  the  text,  the  Mortgage  Department's  Top  Sheet  actually  converted  the  notional  amounts  of 
each  asset  class  into  their  market  values,  making  it  fair  to  sum  across  all  asset  classes. 


RMBS  Subprime  Notional  History 
(Mtg  Dept  -  "Mtg  NYC  SPG  Portfolio") 
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Some  Goldman  representatives  told  the  Subcommittee  that  they  objected  to  both  the 
Subcommittee's  net  short  chart,  and  Goldman's  own  similar  chart,  on  the  grounds  that  the  charts 
are  too  simplistic  and  fail  to  account  for  the  relative  "weight"  or  value  of  short  positions  in 
differing  asset  classes.1865  For  example,  in  a  2010  interview  with  the  Subcommittee,  Mr.  Birnbaum 
said  that  because  of  their  differing  "weights"  or  values  relative  to  one  another,  the  notional 
amounts  in  each  asset  class  could  not  simply  be  summed  up  together.  For  example,  he  said  the 
notional  amount  of  AAA  assets  cannot  be  added  to  the  notional  amount  of  BBB  assets,  because  the 
market  assigns  each  of  those  positions  different  weights  or  values  relative  to  each  other.1866  He 
said  that  these  relative  weights  or  values  are  often  expressed  as  specific  "hedge  ratios"  which 
Goldman  traders  can  call  up  on  their  computer  screens  in  real  time  to  tell  them,  for  example,  the 
amount  of  AAA  assets  they  should  buy  long  to  hedge  a  given  net  short  position  in  BBB  assets.1867 
Each  class  also  poses  a  different  level  of  risk  than  the  others.  For  example,  short  positions  in  AAA 
assets  were  relatively  inexpensive,  as  the  risk  of  loss  in  that  tier  was  considered  relatively  low, 
while  short  positions  in  BBB  assets  would  have  higher  prices,  because  the  risk  of  loss  was 
considered  high.  Mr.  Birnbaum  said  the  only  chart  of  Goldman's  net  short  position  that  he  would 
accept  as  fairly  representative  would  be  one  that  was  "Beta-adjusted"  to  account  for  differences  in 
the  relative  weights,  but  he  admitted  that  he  was  unaware  of  any  such  charts  or  reports  created  by 
Goldman  during  2007. 1868  Without  considering  these  relative  weights  (which  continually  change 
based  on  market  price  movements  in  various  asset  tiers),  Mr.  Birnbaum  said  it  would  be 
impossible  to  say  that  Goldman  was  ever  "net  short"  at  all  or  in  what  amount.1869 

Goldman's  own  documents  provide  a  different  picture,  however.  The  Top  Sheet  was  the 
primary  comprehensive  record  used  by  the  Mortgage  Department  to  track  all  net  positions  across 
the  Mortgage  Department.  Goldman  did  not  keep  any  other  records  that  identified  the  Mortgage 
Department's  net  positions  in  various  asset  classes,1870  and  did  not  keep  any  records  that  used  the 
"Beta-adjustment"  method  advocated  by  Mr.  Birnbaum.  By  early  March  2007,  the  Top  Sheet 
generally  expressed  the  market  values  of  positions  in  different  asset  classes,  rather  than  the 


1865  See  Birnbaum  responses  to  Subcommittee  QFRs  at  PSI_QFR_GS0509.   Subcommittee  interview  of  Joshua 
Birnbaum  (10/1/2010). 

1866  Subcommittee  interview  of  Joshua  Birnbaum  (10/1/2010);  Subcommittee  interview  of  Michael  Swenson 
(10/8/2010). 

1867  Subcommittee  interview  of  Joshua  Birnbaum  (10/1/2010). 

1868  Subcommittee  interview  of  Joshua  Birnbaum  (10/1/2010). 

1869  Id.   Mr.  Swenson  made  similar  statements  in  his  second  Subcommittee  interview.   "Were  we  ever  net  short?   It's 
hard  to  say  what  'net  short'  means  really."   Subcommittee  interview  of  Michael  Swenson  (10/8/2010).   Mr.  Swenson 
had  no  such  difficulty,  however,  in  his  first  Subcommittee  interview.   When  asked  the  greatest  amount  by  which  he 
remembered  his  desk  being  net  short,  Mr.  Swenson  replied:  "$9  billion."   Subcommittee  interview  of  Michael 
Swenson  (4/16/2010). 

1870  As  noted  above,  the  risk  management  and  controller  areas  at  Goldman  kept  their  own  daily  reports  based  on  the 
Mortgage  Department's  electronic  trading  data,  but  they  did  not  track  Goldman's  aggregate  positions  in  each  asset 
class  on  either  a  notional  or  market  value  basis.   Rather,  the  risk  area  converted  the  Mortgage  Department  data  into 
risk  measures,  while  the  controllers'  area  converted  the  data  into  profit  and  loss  reports.   Though  based  on  the 
Mortgage  Department's  reported  daily  trading,  these  reports  did  not  directly  reflect  specific  net  positions  in  subprime 
mortgage  assets. 


452 

notional  amount  of  the  positions.1871  By  using  the  market  values  of  positions  in  each  asset  class  on 
a  given  day,  the  Mortgage  Department  did,  in  fact,  create  a  reasonable  method  for  summing  across 
all  asset  classes  in  a  single  common  denominator  -  the  amount  of  cash  the  assets  would  bring  in 
the  market  that  day.  Since  the  Subcommittee's  net  short  chart  relies  on  the  Department's  daily  Top 
Sheet  figures  as  expressed  in  market  values  rather  than  notional  amounts,  it  does  not  suffer  from 
the  incompatibility  defect  pointed  out  by  Mr.  Birnbaum. 

Mr.  Birnbaum's  position  that  the  notional  amounts  of  each  asset  class  cannot  be  summed 
up  together  is  also  inconsistent  with  what  Goldman's  Mortgage  Department  did  on  a  day-to-day 
basis  in  2007.  Mr.  Sparks,  the  Mortgage  Department  head  who  helped  design  the  Top  Sheet,  used 
it  to  measure  the  Department's  daily  position.  Mortgage  Department  personnel  and  other  Goldman 
executives  also  discussed  the  Department's  being  "net  short"-  either  overall  or  in  specific  asset 
classes  -  on  a  daily  basis.1872 

Indeed,  the  phrase  "net  short"  appears  more  than  3,400  times  in  the  documents  produced  to 
the  Subcommittee  by  Goldman.1873  Since  Mr.  Birnbaum  claimed  that  one  could  never  really  say 
whether  Goldman  was  truly  "net  short,"  the  Subcommittee  asked  him  why  the  phrase  "net  short" 
appeared  so  many  times  in  Goldman's  documents.  Mr.  Birnbaum  said  that  the  use  of  the  phrase 
"net  short"  was  a  "shorthand"  that  was  used  internally  in  the  Mortgage  Department.1874  In  fact, 
neither  Mr.  Birnbaum,  Goldman,  nor  the  Subcommittee  could  identify  any  specific  document  or 
instance  from  2007  in  which  the  weighting  exercise  advocated  by  Mr.  Birnbaum  in  his  September 
2010  interview  was  ever  used  or  suggested. 

Aside  from  the  Top  Sheet  that  summed  up  totals  across  different  asset  classes  to  obtain  an 
aggregate  total,  there  are  also  many  documents  in  which  Goldman  personnel  described  the  total 
amounts  by  which  Goldman  was  net  short  in  respective  asset  classes.  For  example,  Mr.  Swenson, 
and  later  Mr.  Lehman,  compiled  an  email  summary  each  week  that  described  each  Mortgage 
Department  desk's  net  position  in  different  asset  classes.  A  typical  format  was  as  follows: 

"Current  [SPG  Trading]  Desk  Position  Summary: 

RMBS  Single-As  -  net  short  900mm  100%  in  single-name  CDS 


1871  In  general,  positions  were  expressed  in  market  values  for  all  liquid  assets  and  in  "hedge  equivalents"  of  illiquid 
assets,  meaning  the  market  value  of  a  position  that  could  be  used  to  hedge  that  asset.   See  e.g.,  3/5/2007  Mortgage 
Department  Top  Sheet,  GS  MBS-E-010630691  (Legend:  "Market  Value  (MM$)(Hedge  Equiv  MV  for  CDS)"); 
9/1 1/2007  email,  GS  MBS-E-010690522,  attaching  9/10/2007  Mortgage  Department  Top  Sheet,  GS  MBS-E- 
010690523  ("Market  value  of  bonds/loans,  bond  equiv  mkt  val  for  synthetics."). 

1872  See  e.g.,  3/5/2007  email  from  Daniel  Sparks  to  Tom  Montag  and  others,  GS  MBS-E-010646842  ("We  think  the 
overall  business  is  net  short");  3/8/2007  email  from  Daniel  Sparks  to  Jon  Winkelried  and  others,  "Mortgage  Risk," 
GS  MBS-E-00221 1242  ("We  are  still  net  short");  7/21/2007  email  from  Daniel  Sparks  to  Donald  Mullen  and  others, 
"Mortgages  Estimate,"  GS  MBS-E-009640287  ("There  is  also  a  large  net  short  that  we  are  chipping  away  to  cover"). 

1873  1/10/201 1  Concordance  search  of  all  documents  produced  to  the  Subcommittee  by  Goldman  for  the  phrase  "net 
short." 

1874  Subcommittee  interview  of  Joshua  Birnbaum  (10/1/2010). 
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RMBS  BBB/BBB-  -  net  short  3,000mm  (80%  in  single-name  CDS  -  50%  2005 

vintage 

Correlation  Desk  -  net  short  $400mm  of  ABX  06-1  BBB  and  BBB- 

Mortgage  Department  short  approx  $4bb  AAA  ABX"1875 

Mr.  Swenson's  email  summaries  were  forwarded  to  Mr.  Montag  and  other  senior  executives  to 
keep  them  apprised  of  the  Department's  positions.1876  While  these  documents  did  not  provide  an 
aggregate  overall  net  short  position  for  the  Mortgage  Department,  they  did  establish  net  short 
positions  in  each  of  the  various  specific  asset  classes  described,  and  they  were  apparently 
acceptable  to  and  relied  upon  by  various  Goldman  executives.  Throughout  most  of  2007,  these 
weekly  reports  clearly  show  very  large  net  short  positions  in  mortgage  related  assets.1877 

Email  correspondence  among  Goldman's  senior  executives  also  routinely  referred  to  the 
Mortgage  Department's  net  short  positions  in  "billions."1878  CFO  David  Viniar  told  the 
Subcommittee  that  a  loss  (or  gain)  in  the  amount  of  even  $25  million  was  considered  "large"  and 
would  immediately  be  brought  to  his  attention.1879  By  that  standard,  net  revenues  of  $2  billion 
from  the  Mortgage  Department's  net  short  positions  in  the  third  quarter  of  2007  would  have  been 
considered  significant  and  monitored  by  senior  management,  as  indeed  they  were. 

In  testimony  before  the  Subcommittee  and  other  public  statements,  Goldman  attempted  to 
minimize  the  size  of  its  net  short  position  by  suggesting  to  the  Subcommittee  that  the  short 
positions  held  by  the  Mortgage  Department  were  hedges  for  other,  unidentified  long  assets.1880  Mr. 
Blankfein  even  made  that  argument  to  his  colleagues  in  September  2007:  "The  short  position 
wasn't  a  bet.  It  was  a  hedge."1881  But  Mr.  Birnbaum  contradicted  that  position  just  a  few  days 
later.  On  October  4,  2007,  Mr.  Birnbaum  prepared  on  behalf  of  the  SPG  Trading  Desk  a 


1875   8/5/2007  email  from  David  Lehman  to  Tom  Montag,  "Mtg  Department  Weekly  Update,"  GS  MBS-E- 
010671564. 

1876 


1X77 


Id. 
Id. 


1878  See,  e.g.,  8/23/2007  email  from  Tom  Montag  to  Daniel  Sparks,  "Current  Outstanding  Notional  in  SN  ames,"  GS 
MBS-E-010621231  (Mr.  Montag  said,  "so  if  I  make  you  sell  a  whopping  800  out  of  3  billion  which  is  less  than  30% 
how  can  anyone  complain-  -the  position  is  huge  and  outsized.");  3/14/2007  email  from  Tom  Montag  to  Lloyd 
Blankfein,  "Cactus  Delivers,"  GS  MBS-E-009632839  ("Covered  another  1.2  billion  in  shorts  in  mortgages"); 
8/23/2007  email  from  Tom  Montag  to  Gary  Cohn  and  David  Viniar,  "Harbinger  post,"  GS  MBS-E-009739009  ("We 
had  bought  back  almost  9  billion  of  aaa  abx  over  last  two  weeks  though");  2/27/2007  email  from  Richard  Ruzika  to 
Tom  Montag,  GS  MBS-E-002204942  ("I  want  to  see  us  getting  the  short  down  to  4.5  bil[lion]  net"). 

1879  Subcommittee  interview  of  David  Viniar  (4/13/2010). 

1880  See,  e.g.,  Testimony  of  David  Viniar,  April  27,  2010,  Subcommittee  Hearing  at  98,  99-100;  4/7/2010  Blankfein 
&  Cohn  Letter  to  Shareholders  (quoted  in  4/2010  Goldman  report,  "Risk  Management  and  the  Residential  Mortgage 
Market,"  at  12,  Hearing  Exhibit  4/27-161). 

1881  9/26/2007  email  from  Lloyd  Blankfein,  "Fortune:  How  Goldman  Sachs  Defies  Gravity,"  GS  MBS-E- 
009592726.   Mr.  Blankfein  went  on  to  explain  what  he  meant  by  "hedge":   "Ie,  the  avoidance  of  a  bet.  Which  is  why 
for  a  part  it  subtracted  from  var,  not  added  to  var."   Mr.  Blankfein  did  not  explain  the  "part"  in  which  the  big  short 
subtracted  from  VAR.   In  February  and  August  2007,  most  of  Goldman's  senior  management  expressed  concern  that 
the  large  net  short  positions  added  to  VAR,  rather  than  subtracted  from  it,  and  indeed,  pushed  the  firmwide  VAR  to 
record  levels. 
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presentation  entitled,  "SPG  Trading  -  2007,"  in  which  he  advocated  that  SPG  Trading  Desk 
personnel  should  be  compensated  like  hedge  fund  managers  and  not  as  ordinary  participants  in 
Goldman's  traditional  bonus  pool  system.1882  The  presentation,  which  Mr.  Birnbaum  prepared  to 
anticipate  and  refute  counter-arguments  that  might  be  made  by  Goldman  senior  executives, 
explicitly  addressed  and  rejected  the  contention  that  the  profitable  net  short  positions  managed  by 
the  SPG  Trading  Desk  were  hedges  for  long  assets  held  by  other  desks.  Mr.  Birnbaum,  one  of  the 
chief  architects  of  Goldman's  big  short,  stated: 

"By  June  [2007],  all  retained  CDO  and  RMBS  positions  were  identified  as  already  hedged. 
...  SPG  trading  re-initiated  shorts  post  BSAM  [Bear  Stearns  Asset  Management]  unwind 
on  an  outright  basis  with  no  accompanying  CDO  or  RMBS  retained  position  longs.  In 
other  words,  the  shorts  were  not  a  hedge."lsS3  (Emphasis  in  original). 

In  response  to  Questions  for  the  Record  from  the  Subcommittee,  Mr.  Birnbaum  once  again  stated 
that  SPG  Trading  initiated  the  "shorts  on  an  outright  basis  with  no  accompanying  CDO  or  RMBS 
retained  position  longs  following  the  Bear  Stearns  Asset  Management  unwind  in  2007,  and  that 
these  positions  were  not  a  hedge."1884 

Mr.  Birnbaum' s  statement  that  "all  retained  CDO  and  RMBS  positions  were  identified  as 
already  hedged"  by  June  2007  is  also  supported  by  other  documents  provided  by  Goldman's 
Mortgage  Department.  On  February  28,  2007,  for  example,  David  Rosenblum,  Co-Head  of  the 
CDO/CLO  Origination  Desk,  initiated  a  project  to  ensure  that  all  of  the  CDO  Origination  Desk's 
warehouse  accounts  were  "fully  hedged."1885  As  a  result,  the  CDO  Origination  Desk  initiated  new 
hedges  and  specifically  allocated  others  to  cover  all  the  desk's  warehouse  risk.  Learning  of  these 
actions,  Mr.  Rosenblum  responded:  "Great.  Getting  pretty  nailed  down."1886  In  addition,  in  a 
February  12,  2007  email,  Mr.  Sparks  reported  to  senior  management:  "Loan  and  residual  books 
flat,"  and  indicated  that  the  Department's  long  positions  were  fully  hedged  with  the  short  ABX 


1882  10/3/2007  Goldman  presentation,  "SPG  Trading  -  2007,"  GS  MBS-E-015654036.   Mr.  Swenson  and  Mr. 
Lehman  reviewed  and  commented  upon  the  "SPG  Trading  -  2007  "  presentation.   Mr.  Birnbaum  revised  the 
presentation  to  make  the  changes  Mr.  Swenson  and  Mr.  Lehman  suggested.    See,  e.g.,  10/2/2007  email  from  David 
Lehman  to  Joshua  Birnbaum,  "SPG  Trading  -  2007. ppt,"  GS  MBS-E-015653681  (providing  comments  and 
suggesting  text  for  presentation).   Mr.  Birnbaum  replied  and  copied  Mr.  Swenson  on  the  email  chain  as  well:   "I 
added  your  bullet  and  one  more."  Id.    See  also  10/4/2007  email  from  Joshua  Birnbaum  to  Michael  Swenson  and 
David  Lehman,  "How's  this?,"  GS  MBS-E-015712249  (forwarding  revised  bullet  point  for  presentation).   This 
collaboration  indicates  the  presentation  was  made  on  behalf  of  the  SPG  Trading  Desk  as  a  whole.   Mr.  Birnbaum, 
however,  told  the  Subcommittee  that  the  SPG  Trading  Desk  ultimately  did  not  use  the  presentation  in  connection 
with  its  proposal  for  2007  compensation.    See  Birnbaum  responses  to  Subcommittee  QFRs  at  PSI_QFR_GS0509. 

1883  10/3/2007  Goldman  presentation,  "SPG  Trading  -  2007,"  GS  MBS-E-015654036  [emphasis  in  original]. 

1884  See  Birnbaum  responses  to  Subcommittee  QFRs  at  PSIQFRGS0509. 

1885  2/28/2007  email  from  David  Rosenblum  to  Peter  Ostrem,  "Pete-  pis  send  me  cob  2/28  MTM  for  SP  CDO  WH's 
first  thing  in  the  morning,"  GS  MBS-E-001800707;  2/28/2007  email  from  David  Rosenblum,"Hedges  Status 
Report,"  GS  MBS-E-002640538  (new  ABX  hedges  added  and  other  hedges  allocated  to  ensure  that  CDO  warehouse 
risk  was  fully  hedged). 

1886  jd 
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positions.1887  In  a  third  example,  after  conclusion  of  the  CDO  valuation  project,  all  of  the 
remaining  CDO  assets  were  transferred  from  the  CDO  Origination  Desk  to  the  SPG  Trading  Desk 
in  May  2007.  Even  after  the  transfer  of  those  long  assets,  the  SPG  Trading  Desk  remained  short, 
suggesting  again  that  the  CDO  assets  may  have  already  been  hedged.1888  These  Goldman 
documents  all  support  Mr.  Birnbaum's  statement  that  all  retained  CDO  and  RMBS  positions  were 
identified  as  already  hedged  when  the  SPG  desk  started  rebuilding  its  net  short  position  in  June 
2007. 

(ii)  Risk  Reports 

The  Mortgage  Department's  large  net  short  positions  were  also  demonstrated  by  the 
periodic  risk  reports  that  recorded  Goldman's  key  risk  measure,  "Value  at  Risk"  or  "VAR," 
throughout  2007.  At  a  95%  confidence  level,  VAR  represents  the  dollar  amount  a  business  unit, 
here  the  Mortgage  Department,  could  expect  to  make  or  lose  once  every  20  trading  days  -  or  about 
once  a  month.1889 

The  Mortgage  Department's  VAR  skyrocketed  during  2007,  climbing  far  beyond  the 
Mortgage  Department's  permanent  VAR  limit  of  $35  million  and  hitting  a  record  high  of  $1 13 
million  in  mid- August  2007. 1890  In  2007,  with  notable  exceptions  discussed  below,  whenever  the 
Mortgage  Department's  trading  exceeded  its  risk  limits,  Goldman's  risk  managers  simply  assigned 
the  department  a  new,  higher  "temporary"  risk  limit  to  accommodate  the  Department's  trading.1891 

At  the  same  time,  the  higher  VAR  did  signal  the  presence  of  a  large  net  short  position  and 
functioned  to  limit  the  size  of  that  position.  Twice  during  2007,  in  late  February  and  again  in  late 
August,  Goldman's  senior  executives  ordered  the  Mortgage  Department  to  reduce  its  large  short 
positions  in  order  to  bring  the  firm's  overall  VAR  measure  down.1892  The  senior  executives  were 
aware  of  the  Mortgage  Department's  large  net  short  positions,  in  part,  because  those  positions  had 
contributed  to  increases  in  Goldman's  firmwide  or  trading  VAR. 


1887  2/12/2007  email  from  Daniel  Sparks,  "Post  today,"  GS  MBS-E-002202310. 

1888  Id.;  PSI  Net  Short  Chart. 

1889  Subcommittee  interview  of  Craig  Broderick  (4/9/2010).    See  also  Philippe  Jorion,  "Value  at  Risk:  The  New 
Benchmark  for  Managing  Financial  Risk,"  at  20,  (3d  ed.  2007). 

1890  See  Mortgage  Department  Quarterly  Average  VAR.   (Third  Quarter  2006  -  $13  million;  Fourth  Quarter  2006  - 
$14  million;  Second  Quarter  2007  -  $63  million;  Third  Quarter  2007  -  $68  million;  Fourth  Quarter  2007  -  $75 
million).   See  9/2007  Quarterly  Market  Risk  Review,  "Market  Risk  Management  and  Analysis,"  GS  MBS-E- 
009590673,  Hearing  Exhibit  4/27-54e;  see  also  12/2007  Quarterly  Market  Risk  Review,  "Market  Risk  Management 
and  Analysis,"  GS  MBS-E-009586222,  Hearing  Exhibit  4/27-54f. 

1891  8/9/2007  email  from  Joshua  Birnbaum  to  Deeb  Salem,  "MarketRisk:  Mortgage  Risk  Report  (cob  08/08/2007)," 
GSMBS-E-012927202. 

1892  2/27/2007  email  from  Richard  Ruzika  to  Tom  Montag  and  others,  GS  MBS-E-002204942;  8/15/2007  email 
from  Gary  Cohn,  "Trading  VaR  $165mm,"  GS  MBS-E-016344758;    Subcommittee  interview  of  Joshua  Birnbaum 
(10/1/2010). 
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The  firm  tolerated  the  exceptionally  high  levels  of  VAR  generated  by  the  Mortgage 
Department,  despite  the  risks  reflected  in  those  high  VAR  levels.1893  On  the  few  days  when  the 
market  rallied,  the  Mortgage  Department  incurred  huge  losses  from  its  net  short  position  that  were 
immediately  reported  up  the  chain  to  senior  management.  For  example,  upon  hearing  of  a  $100 
million  loss  in  a  single  day,  Mr.  Montag  asked:  "Okay,  who  lost  the  hundy?"1894  Mr.  Viniar  told 
the  Subcommittee  that  he  was  notified  of  even  a  $25  million  loss  in  a  single  day.1895  Allowing  the 
Mortgage  Department  to  maintain  high  VAR  levels  meant  that  Goldman's  large  net  short  positions 
left  the  firm  exposed  to  large  losses,  which  in  some  instances  did  occur,  though  not  as  often  as  its 
VAR  predicted  they  might.1896 

Risk  Management  at  Goldman.  Every  business  unit  and  trading  desk  at  Goldman  had  a 
counterpart  in  the  firm's  risk  management  area.1897  Risk  managers  were  assigned  to  "shadow"  the 
relevant  business  unit  and  trading  desk  operations  to  ensure  that  their  respective  trading  activities 
did  not  exceed  pre-determined  risk  limits.1898  Separate  VAR  limits  were  set  for  the  firm  as  a  whole 
and  for  each  division.  The  division  then  allocated  its  VAR  limit  among  each  department  or 


Subcommittee  interview  of  Craig  Broderick  (4/9/2010). 

1894  8/8/2007  email  from  Tom  Montag  to  David  Lehman  and  Michael  Swenson,  GS  MBS-E-01 13  1 1633. 

1895  Subcommittee  interview  of  David  Viniar  (4/13/2010). 

Mr.  Birnbaum  frequently  argued  that  VAR,  or  at  least  Goldman's  then-current  model  of  VAR,  was  an 
inappropriate  risk  measure  for  the  Mortgage  Department's  shorting  activities.  8/9/2007  email  from  Joshua  Birnbaum 
to  Deeb  Salem,  "MarketRisk:  Mortgage  Risk  Report  (cob  08/08/2007),"  GS  MBS-E-012927200  ("These  VAR 
numbers  are  ludicrous,  btw.   Completely  overestimated  for  SPG  trading,  underestimated  for  other  mortgage  desks."). 
He  contended  that  for  various  reasons,  the  Mortgage  Department  was  not  actually  as  short  as  the  VAR  measure 
reflected.   See,  e.g.,  9/26/2007  2007  MD  Reviews,  Joshua  Birnbaum  Self-Review,  GS-PSI-01956,  Hearing  Exhibit 
4/27-55c.   In  arguing  for  a  special  compensation  model  for  the  SPG  Trading  Desk,  Mr.  Birnbaum  pointed  out  that 
the  desk  never  lost  as  much  money  as  the  firm's  VAR  measure  predicted  it  would.  10/3/2007  Goldman  presentation, 
"SPG  Trading  -  2007,"  GS  MBS-E-015654036.    Accordingly,  Mr.  Birnbaum  may  have  been  correct  that  the  firm's 
VAR  measure  did  not  accurately  measure  risk  to  the  firm.   Id.   On  the  other  hand,  since  VAR  rests  on  probability 
theory  which  is  based  on  a  "normal"  distribution  of  profits  and  losses  (the  typical  "bell  curve"),  the  Mortgage 
Department  may  have  benefitted  from  the  extraordinary  and  continual  one-way  movement  downward  in  the  subprime 
mortgage  markets. 

One  risk  management  expert  testified  before  Congress:   "It  is  well  known  that  VaR  cannot  measure  crisis 
risk.   During  periods  of  crisis  the  relationship  between  securities  changes  in  strange  and  seemingly  unpredictable 
ways.   VaR,  which  depends  critically  on  a  set  structure  for  volatility  and  correlation,  cannot  provide  useful 
information  in  this  situation.   It  contains  no  mechanism  for  predicting  the  type  of  crisis  that  might  occur,  and  does 
not  consider  the  dynamics  of  market  crises.   This  is  not  to  say  that  VaR  has  no  value  or  is  hopelessly  flawed.   Most 
of  the  time  it  will  provide  a  reasonable  measure  of  risk-  indeed  the  vast  majority  of  the  time  this  will  be  the  case.   If 
one  were  forced  to  pick  a  single  number  for  the  risk  of  a  portfolio  in  the  near  future,  VaR  would  be  a  good  choice  for 
the  job."   Prepared  statement  of  Richard  Bookstaber,  "The  Risks  of  Financial  Modeling:  VaR  and  the  Economic 
Meltdown,"  before  the  U.S.  House  of  Representatives  Committee  on  Science  and  Technology,  Subcommittee  on 
Investigations  and  Oversight,  H.R.  Hrg.  1 1 1-48  (9/10/2009),  at  4. 

1897  Subcommittee  interview  of  Craig  Broderick  (4/9/2010). 

1898  j^e  Mortgage  Department  had  other  risk  limits  aside  from  VAR,  including  Credit  Spread  Widening  or  "CSW," 
which  seeks  to  measure  what  would  happen  if  credit  spreads  suddenly  widened  by  large  amounts  (called  "shocks"); 
"dvOl,"  which  measures  the  dollar  amount  by  which  a  security's  value  would  change  based  on  a  1  basis  point  change 
in  the  relevant  index  or  interest  rate;  and  balance  sheet  limits,  meaning  the  amount  of  Goldman's  balance  sheet  the 
relevant  business  unit  would  be  permitted  to  consume.    Subcommittee  interview  of  Craig  Broderick  (4/9/2010). 
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business  area  within  a  division.  Some  trading  desks  within  a  department  also  had  assigned  risk 
limits. 

At  the  end  of  a  typical  trading  day,  Goldman's  Risk  Department  prepared  risk  reports 
containing  some  or  all  of  the  risk  measures  used  for  the  Mortgage  Department.  The  Risk 
Department  prepared  daily,  weekly,  and  quarterly  risk  reports,  as  well  as  reports  for  the  Board  of 
Directors  and  various  management  committees.1899  Goldman's  Firmwide  Risk  Committee 
("FWRC")  was  co-chaired  by  David  Viniar  and  its  weekly  meetings  were  often  attended  by  Co- 
President  Gary  Cohn  and  CEO  Lloyd  Blankfein.1900  In  preparation  for  a  meeting  with  regulators, 
Goldman  senior  executives  noted  that  the  Mortgage  Department  was  discussed  at  every  meeting  of 
the  FWRC  throughout  2007. 1901  Goldman  also  noted  that  risk  "[l]imits  are  set  by  the  FWRC. 
Decisions  regarding,  e.g.,  short  positions  in  mortgages  taken  by  business  units  but  with  full 
knowledge  of  the  30th  floor."1902 

Goldman  executives  told  the  Subcommittee  that,  in  general,  risk  limits  were  firm  and 
compliance  was  mandatory.1903  At  the  end  of  each  day,  department  and  divisional  personnel,  their 
respective  risk  managers,  and  other  executives  were  provided  with  risk  reports  from  which  they 
could  readily  see  whether  a  trading  desk  had  breached  its  limits.  In  the  event  of  a  violation,  the 
desk  would  be  directed  to  curtail  its  activities  or  to  take  whatever  steps  were  necessary  to  bring  its 
trading  within  the  applicable  limits.  Once  a  desk  was  notified  of  its  breach  of  a  limit,  it  was 
generally  required  to  act  immediately  to  comply  with  the  existing  limits.1904 

At  times,  the  Mortgage  Department  proposed  various  modifications  or  alternatives  to  its 
existing  risk  measures.  Some  of  these  proposals  were  adopted  and  some  were  not.1905  But  from 


1899  9/2006-12/2007  Goldman  Sachs  Quarterly  Market  Risk  Review,  "Market  Risk  Management  &  Analysis," 
Hearing  Exhibits  4/27-54a-f  and  GS  MBS-E-010674895. 

1900  11/13/2007  Goldman  email,  GS  MBS-E-010023525  (attachment,  11/14/2007  "Tri-Lateral  Combined 
Comments,"  GS  MBS-E-010135693-715).   In  November  2007,  Goldman's  Chief  Risk  Officer,  Craig  Broderick, 
Controller  Sarah  Smith,  and  senior  members  of  their  staffs  met  with  the  Tri-Lateral  Review  Group,  which  included 
representatives  of  the  Federal  Reserve  Bank,  the  SEC,  and  the  United  Kingdom's  Financial  Services  Authority,  to 
discuss  risk  management  during  the  financial  crisis.   The  "Trilateral  Combined  Comments"  are  the  talking  points 
prepared  by  Goldman  senior  executives  for  that  meeting,  in  order  to  respond  to  specific  written  questions  Goldman 
and  other  firms  had  received  from  the  Trilateral  Review  Group. 

1901  Id. 

1902  Id.   The  reference  to  the  30th  floor  was  to  the  floor  on  which  Goldman's  senior  executives  then  had  their  offices 
in  Goldman's  New  York  headquarters.   Goldman  also  noted  that  "sr  mgmt  participated  actively  in  all  of  the 
significant  exposure  management  including  when  /  how  to  reduce  positions. "1 1/13/2007  Goldman  email,  GS 
MBS-E-010023525  (attachment,  1 1/14/2007  "Tri-Lateral  Combined  Comments,"  GS  MBS-E-010135693-715  at 
695). 

1903  Subcommittee  interview  of  Joshua  Birnbaum  (10/1/2010);  Subcommittee  interview  of  Craig  Broderick 
(4/9/2010). 

1904  Subcommittee  interview  of  Joshua  Birnbaum  (10/1/2010). 

1905  See,  e.g.,  2/8/2007  email  from  Michael  Dinias  to  Robert  Berry,  and  Craig  Broderick,  GS  MBS-E-009980807; 
2/24/2007  email  from  Robert  Berry  to  David  Viniar,  Craig  Broderick  and  Bill  McMahon,  "Mortgage  VaR,"  GS 
MBS-E-009778897  (recommending  model  parameters  for  VAR  calculations);  4/18/2007  email  from  Jeremy  Primer 
to  Joshua  Birnbaum,  "Resolution  from  MRMA  meeting?,"  GS  MBS-E-012868698  (discussing  further  adjustment  to 


458 

the  perspective  of  the  firm's  most  senior  executives,  VAR  appeared  to  have  been  the  predominant 
risk  measure  by  which  the  Department's  activities  were  judged.1906 

VAR  Levels  Show  Net  Short.  The  primary  factors  that  influence  VAR  are:  (1)  the 
relative  size  and  correlation  of  positions,  and  (2)  the  volatility  of  trading.1907  While  VAR  is 
computed  by  applying  a  complex  algorithm  to  trading  data,  the  VAR  measure  directly  reflects 
position  size  and  correlation,  and  volatility  -  or  a  combination  of  both  factors.1908    Changes  in 
VAR  levels  over  time  can  also  provide  information  about  the  general  magnitude  and  direction  of 
trading  positions. 

In  the  fourth  quarter  of  2006,  the  Mortgage  Department's  permanent  VAR  limit  was  $20 
million,  of  which  it  consumed  only  $13  million.1909  Early  the  next  year,  on  February  5,  2007,  the 
Mortgage  Department  exceeded  its  limit  with  a  VAR  of  $20.5  million.1910  On  February  8,  2007,  a 
senior  risk  manager  recommended  that  the  Mortgage  Department's  permanent  VAR  limit  be 
increased  to  $30  million  to  accommodate  anticipated  increased  price  volatility  in  the  mortgage 
markets  that  year.1911  A  senior  manager  concurred  and  increased  the  Mortgage  Department's 
permanent  VAR  limit  to  $35  million,  which  remained  the  Mortgage  Department's  "permanent" 
limit  throughout  2007. 1912 

Almost  immediately,  however,  the  Mortgage  Department  breached  its  new  limit,  and  its 
VAR  continued  to  climb.  Over  the  course  a  single  quarter,  the  Mortgage  Department's  VAR 
jumped  from  $13  million  at  the  end  of  2006,  to  $85  million  in  the  first  quarter  of  2007  -  a  550% 


VaR  calculation);  4/23/2007  email  from  Robert  Berry  to  Daniel  Sparks  and  SPG  Trading  Desk,  "Mortgage  VaR," 
GS  MBS-E-009708690  (adjustments  to  VAR  calculations). 

1906  See,  e.g.,  8/21/2007  email  from  Tom  Montag  to  Gary  Cohn,  GS  MBS-E-016344758;  8/21/2007  email  from 
Michael  Dinias,  "Trading  VaR  Analysis,"  GS  MBS-E-009742070;  Subcommittee  interview  of  David  Viniar 
(4/13/2010)  and  Joshua  Birnbaum  (10/1/2010);  2/24/2007  email  from  Robert  Berry  to  David  Viniar  and  others, 
"FW:  Mortgage  VaR,"  GS  MBS-E-009778897. 

1907  See  generally  "The  Risks  of  Financial  Modeling:  VaR  and  the  Economic  Meltdown,"  before  the  U.S.  House  of 
Representatives  Committee  on  Science  and  Technology,  Subcommittee  on  Investigations  and  Oversight,  H.R.  Hrg. 
1 1 1-48  (9/10/2009),  at  4  (Written  Testimony  of  Richard  Bookstaber);  Philippe  Jorion,  "Value  at  Risk:  The  New 
Benchmark  for  Managing  Financial  Risk  (3d  ed.  2007)  at  64. 

1908  See  id.   Based  on  these  factors,  VAR  is  generally  lower  if  a  desk  has  many  small  and  non  correlated  (well 
diversified)  positions  that  are  trading  at  steady  and  predictable  price  levels.   By  contrast,  VAR  is  higher  if  a  desk  is 
holding  a  small  number  of  very  large  and  highly  correlated  positions  that  are  trading  at  volatile  and  unpredictable 
price  levels.   The  position  size/correlation  and  volatility  factors  may  also  operate  independently.   Thus,  even  if  the 
desk  has  a  large  number  of  relatively  small  and  non  correlated  positions,  VAR  tends  to  rise  as  the  volatility  of 
trading  rises.   Similarly,  even  if  there  is  little  volatility  in  trading,  VAR  tends  to  rise  as  the  desk's  position  sizes 
become  larger  and  increasingly  correlated.   The  two  factors  also  reinforce  one  another  -  large  position  sizes 
combined  with  high  volatility  tend  to  increase  VAR  dramatically. 

1909  Market  Risk  Management  &  Analysis,  Quarterly  Market  Risk  Review,  December  2006,  GS  MBS-E-009583  144, 
Hearing  Exhibit  4/27-54;  see  also  2/6/2007  email  from  MarketRisk,"MarketRisk:  Mortgage  Risk  Report  (cob 
02/06/07),"  GS  MBS-E-009980807  (Mortgage  SPG  VaR  Limit  20). 

1910  2/8/2007  email  from  Michael  Dinias,  "VaR  limit  for  Mtg  SPG,"  GS  MBS-E-009980807. 

1911  Id. 

1912  Id. 
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increase.  Goldman's  Chief  Risk  Officer,  Craig  Broderick,  told  the  Subcommittee  that  he  would  be 
concerned  about  any  breach  of  a  VAR  limit,  and  would  certainly  investigate  the  doubling  of  a 
business  unit's  VAR,  but  he  admittedly  took  no  action  when  the  Mortgage  Department's  VAR 
more  than  quintupled  over  the  course  of  a  single  quarter.  Mr.  Broderick  attributed  the  steep  rise  in 
VAR  almost  exclusively  to  unprecedented  market  volatility,1913  although  other  Goldman  officials 
stated  that  the  VAR  levels  were  being  driven  by  Goldman's  large  net  short  positions.1914 

For  the  most  part,  Goldman's  risk  managers  ignored  the  Mortgage  Department's  VAR 
violations  and  did  not  demand  immediate  compliance  with  the  last  applicable  limit,  as  would 
ordinarily  be  the  case.1915  With  notable  exceptions  in  late  February  and  late  August  2007, 
Goldman's  risk  managers  continually  assigned  the  Mortgage  Department  new  "temporary"  VAR 
limits  large  enough  to  accommodate  whatever  risk  levels  resulted  from  the  Department's  trading. 
Mr.  Birnbaum  later  described  this  pattern  as  the  risk  area's  "policy  to  just  keep  increasing  ou[r] 
limit."1916 

The  first  quarter  of  2007  is  illustrative  of  the  pattern.  During  that  quarter,  the  Mortgage 
Department's  trading  activities  exceeded  three  new  VAR  limits  in  as  many  weeks.  The  Mortgage 
Department  received  its  new  permanent  VAR  limit  of  $35  million  on  February  8,  2007. 1917  Four 
days  later,  on  February  12,  the  Department's  VAR  hit  $49  million.1918  On  February  14,  the 


1913  Subcommittee  interview  of  Craig  Broderick  (4/9/2010). 

1914  2/27/2007  email  from  Richard  Ruzika  to  Tom  Montag,  others,  GS  MBS-E-002204942;  Subcommittee  interview 
of  Joshua  Birnbaum  (4/22/2010);  Subcommittee  interview  of  Daniel  Sparks  (4/15/2010);  8/9/2007  email  from 
Joshua  Birnbaum  to  Deeb  Salem,  "MarketRisk:  Mortgage  Risk  Report  (cob  08/08/2007),"  GS  MBS-E-012927202; 
8/16/2007  email  from  Michael  Dinias,  "mortgage  var  contribution,"  GS  MBS-E-01 1247689  ("Mortgage  Trading  has 
53.8%  marginal  contribution  to  Firmwide  VaR  and  removing  the  entire  mortgage  business  reduces  Firmwide  VaR  by 
$53mm  (from  $165mm  to  $1 12mm).  ...   As  expected  SPG  Trading  desk  dominates  this  risk  with  56%  contribution 
and  adds  $49mm  to  Firmwide  VaR.   This  is  primarily  driven  by  ABS  Synthetics  and  Correlation  book  which  have 
the  bulk  of  the  mortgage  shorts.");  8/21/2007  email  from  Michael  Dinias,  "Trading  VaR  Analysis,"  GS  MBS-E- 
009742070  (Mortgage  VAR  "primarily  driven  by  mortgage  shorts  on  the  ABS  Synthetics  and  Correlation  desks."); 
8/22/2007  email  from  Tom  Montag  to  Lloyd  Blankfein,  "Trading  VaR  $144mm,"  GS  MBS-E-009605812,  Hearing 
Exhibit  4/27-36  ("we  are  covering  a  number  of  shorts  in  mortgages  today  and  tomorrow-probably  1.5  billion 
worth-will  reduce  mortgages  [VAR]  hopefully  to  below  [$]80  [million]"). 

1915  Subcommittee  interview  of  Joshua  Birnbaum  (10/1/2010). 

wi6    8/9/2007  email  from  Joshua  Birnbaum  to  Deeb  Salem,  "MarketRisk:  Mortgage  Risk  Report  (cob  08/08/2007)," 
GS  MBS-E-012927198.   It  is  unclear  the  extent  to  which  Goldman's  regulators  were  aware  of  the  Mortgage 
Department's  VAR  levels.   In  November  2007,  Goldman  met  with  the  Tri-Lateral  Review  Group,  which  included  the 
Federal  Reserve  Bank,  the  SEC,  and  the  United  Kingdom's  Financial  Services  Authority,  regarding  its  risk 
management  during  the  financial  crisis.   Talking  points  prepared  by  Goldman  personnel  for  that  meeting  stated  that 
with  respect  to  VAR:   "Exposures  were  managed  responsibly  by  the  business  units  within  agreed  limits.   Highs  were 
set  in  Mortgages  ....   Benign  P&L  allowed  for  a  disciplined  but  measured  response. "1 1/13/2007  Goldman  email,  GS 
MBS-E-010023525  (attachment,  1 1/14/2007  "Tri-Lateral  Combined  Comments,"  GS  MBS-E-010135693-715  at 
707).   This  description  did  not  disclose  that  the  Mortgage  Department,  for  nearly  the  entire  year,  had  routinely 
exceeded  its  $35  million  VAR  limit  by  significant  amounts  for  months  on  end. 

1917  2/8/2007  email  from  Michael  Dinias,  "FW:  VaR  limit  for  Mtg  SPG,"  GS  MBS-E-009980807. 

1918  2/13/2007  email,  "MarketRisk:  End  of  Day  Summary  -  cob  02/12/2007,"  GS  MBS-E-009716432;  see  also 
2/14/2007  Goldman  internal  email,  "Increase  in  Mortgage  VaR,"  GS  MBS-E-010374687  ("MTG  SPG  Desk  VaR 
increase  from  $21  mm  to  $48mm  from  cob  Feb  6  to  cob  Feb  13,  driven  primarily  by  SPG  Trading  desk"). 
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Department  was  assigned  a  new  "temporary"  limit  of  $50  million  that  would  expire  on  February 
20. 1919  By  February  20,  however,  the  Department's  VAR  was  $63  million,  well  in  excess  of  its 
temporary  limit  of  $50  million.1920  So  the  Department  was  assigned  a  new  temporary  limit  of  $60 
million  -  a  level  it  was  already  exceeding  -  until  February  27. 1921  Instead  of  dropping  below  the 
new  temporary  limit  of  $60  million,  the  Mortgage  Department's  VAR  continued  to  rise  until  it  hit 
a  quarter-high  level  of  $85  million  on  February  23  and  February  26. 1922  In  response,  on  February 
27,  the  Department  was  given  yet  another  temporary  limit  of  $90  million  through  the  end  of  the 
month.1923  But  the  precipitous  rise  in  VAR  apparently  alarmed  Goldman's  Operating  Committee, 
which  ordered  the  Department  to  reduce  the  size  of  its  net  short  position  to  $4.5  billion.1924  The 
Department  responded  immediately  and,  by  February  28,  had  reduced  its  VAR  to  $81  million.1925 

The  pattern  created  by  the  Mortgage  Department's  increasing  VAR  levels,  and  the  lagged 
reaction  of  Goldman's  risk  managers  in  setting  new  "temporary"  limits  over  the  course  of  2007  is 
shown  in  the  chart  on  the  next  page. 

[SEE  CHART  NEXT  PAGE:  Goldman  Sachs  Mortgage  Department 
Value  at  Risk  (VaR),  prepared  by  Permanent  Subcommittee  on 
Investigations.] 

The  continual  increases  in  the  Mortgage  Department's  VAR  also  had  an  impact  on  VAR 
for  all  of  Goldman's  trading  activities,  called  "Trading  VAR"  or  "Firmwide  VAR."  Goldman 
carefully  tracked  the  amount  of  its  trading  VAR  that  was  attributable  to  the  activities  of  each  of  its 
trading  desks  or  units.  During  the  first  quarter  of  2007,  its  records  show  that  the  firm's  Trading 
VAR  rose  from  $119  million  in  the  prior  quarter  to  $154  million.1926  Goldman  has  stated  that  its 
Mortgage  Department's  activities  have  historically  resulted  in  only  about  2%  of  the  firm's  net 
revenues.1927  At  the  end  of  2006,  the  Mortgage  Department's  VAR  of  $14  million  contributed  only 
about  3%  of  the  Firmwide  Trading  VAR  of  $1 19  million,  which  is  roughly  consistent  with  or 
proportionate  to  the  2%  contribution  to  firmwide  net  revenues  that  Goldman  has  reported.1928 


1919  2/14/2007  email,  "MarketRisk:  End  of  Day  Summary  -  cob  02/13/2007,"  GS  MBS-E-009763394  ("Mortgages 
VAR  is  over  its  $35mm  limit.   Temporary  $50mm  limit  was  granted  until  cob  02/20/2007."). 

1920  2/20/2007  email,  "MarketRisk:  End  of  Day  Summary  -  cob  02/16/2007,"  GS  MBS-E-009724779.   2/22/2007 
email,  "MarketRisk:  End  of  Day  Summary  -  cob  02/21/2007,"  GS  MBS-E-009762741  (Mortgages  VAR  on  2/20  was 
63  million). 

1921  Id.   ("Mortgages  VAR  has  a  temporary  $60mm  limit  until  cob  2/27/2007."). 

1922  2/26/2007  email,  "MarketRisk:  End  of  Day  Summary  -  cob  2/23/2007,"  GS  MBS-E-009720057;  2/27/2007 
email,  "MarketRisk:  End  of  Day  Summary  -  cob  2/26/2007,"  GS  MBS-E-009764685. 

1923  2/27/2007  email,  "MarketRisk:  End  of  Day  Summary  -  cob  2/26/2007,"  GS  MBS-E-009764685  ("Mortgages 
VAR  has  a  temporary  $90mm  limit  until  cob  03/06/07.").  2/28/2007  email,  "MarketRisk"  End  of  Day  Summary  - 
cob  2/27/2007,"  GS  MBS-E-009762239. 

1924  2/27/2007  email  from  Richard  Ruzika  to  Tom  Montag,  others,  GS  MBS-E-002204942. 

1925  3/1/2007  email,  "MarketRisk:  End  of  Day  Summary  -  cob  02/28/2007,"  GS  MBS-E-009757430. 

1926  3/2007  Goldman  "Quarterly  Market  Risk  Review,  Market  Risk  Management  &  Analysis,"  GS  MBS-E- 
009685934,  Hearing  Exhibit  4/27-54c. 

1927  4/2010  Goldman  report,  "Risk  Management  and  the  Residential  Mortgage  Market,"  Hearing  Exhibit  4/27-161. 

1928  12/2006  Goldman  "Quarterly  Market  Risk  Review,  Market  Risk  Management  &  Analysis,"  GS  MBS-E- 
009583  144,  Hearing  Exhibit  4/27-54b. 


Goldman  Sachs  Mortgage  Department  Value  at  Risk  (VaR) 
December  2006  -  December  2007  (in  $  Millions) 
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At  the  end  of  the  first  quarter  in  2007,  however,  the  Mortgage  Department's  VAR  of  $85 
million  was  contributing  a  total  of  23%  to  the  Firmwide  VAR.1929  During  the  rest  of  2007,  the 
Mortgage  Department's  percentage  contribution  to  Firmwide  VAR  continued  to  rise  until  it  hit  an 
all-time  high  of  54%  on  August  14,  2007,  when  the  Mortgage  Department's  VAR  reached  $110 
million  on  a  Firmwide  VAR  of  $165  million.1930 

The  54%  contribution  rate  to  firmwide  VAR  means  that  the  Mortgage  Department's  trading 
alone  accounted  for  a  54%  of  total  firmwide  risk,  while  all  of  Goldman's  other  trading  activities 
combined  -  including  all  equities,  commodities,  foreign  exchange,  and  interest  rate  instruments  - 
accounted  for  the  rest.  Given  the  serious  financial  ramifications  of  such  a  large  and  highly 
concentrated  position,  the  decision  to  allow  the  Mortgage  Department  to  incur  such  a  high  level  of 
firmwide  risk  would  have  required  approval  at  the  highest  levels  of  firm  management.  Indeed,  it 
was  Goldman's  Operating  Committee  and  its  Co-President,  Mr.  Cohn,  who  decided  in  February 
and  August  2007,  respectively,  that  the  Mortgage  Department's  VAR  had  risen  too  high  and  had  to 
be  brought  down.1931 

Because  of  the  net  short's  impact  on  the  Mortgage  Department  and  firmwide  VAR  levels, 
Goldman's  senior  executives  not  only  knew  about  the  "big  short,"  but  made  frequent  inquiries  and 
exercised  frequent  control  over  the  Mortgage  Department's  activities.1932  On  August  16,  2007,  for 
example,  Jon  Winkelried,  who  served  as  Co-President  with  Mr.  Cohn,  asked  Mr.  Sparks:  "Do  you 
still  feel  we  are  being  conservative  with  our  marks  ....  Good  time  to  make  sure  we're 
conservative."  Mr.  Sparks  replied: 

"I  try,  but  it  is  much  harder  than  you  think  with  all  the  things  we  are  dealing  with  - 
completely  dislocated  markets  with  little  price  transparency,  systems/tools  that  are  not 
where  they  should  be,  focused  controllers  (who  I  think  are  doing  a  very  good  job  in  a  tough 
market)  and  many  cooks  in  the  kitchen  who  like  to  micro-manage.  ...  But  I  hear  your 
message." 

Mr.  Winkelried  replied:  "I  think  you  should  drop  the  micro  manage  theme  in  this 
environment."1933 


1929  3/2007  Goldman  Quarterly  Risk  Review,  "Market  Risk  Management  and  Analysis,"  GS  MBS-E-009685958, 
Hearing  Exhibit  4/27-54. 

1930  8/14/2007  Market  Risk  Report,  Mortgage  Portfolio  Summary,  GS  MBS-E-012380294,  Hearing  Exhibit  4/27-35 
(Mortgage  Structured  Products,  VAR  110.1  on  8/14/07,  Percentage  Contribution  to  Firmwide  VaR  53.8%). 

1931  2/27/2007  email  from  Richard  Ruzika  to  Tom  Montag  and  Daniel  Sparks,  GS  MBS-E-002204942;  8/15/2007 
email  from  Gary  Cohn,  "Trading  VaR  $165mm,"  GS  MBS-E-016344758. 

1932  8/16/2007  email  from  Jon  Winkelried  to  Daniel  Sparks,  "Mort  P&L  Explanation,"  GS  MBS-E-010680327-330; 
7/25/2007  email  from  David  Viniar  to  Gary  Cohn,  "Private  &  Confidential:  FICC  Financial  Package  07/25/07,"  GS 
MBS-E-009861799,  Hearing  Exhibit  4/27-26;   2/27/2007  email  from  Richard  Ruzika  to  Tom  Montag,  others,  GS 
MBS-E-002204942;  8/15/2007  email  from  Gary  Cohn,  "Trading  VaR  $165mm,"  GS  MBS-E-016344758. 

1933  8/16/2007  email  from  Jon  Winkelried  to  Daniel  Sparks,  "Mort  P&L  Explanation,"  GS  MBS-E-010680327-330. 
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Mr.  Mullen  also  expressed  concern  that  the  Mortgage  Department's  practice  of  skirting  the 
normal  decisionmaking  channels  and  communicating  directly  with  the  Co-Presidents  Gary  Cohn 
and  Jon  Winkelried,  among  other  very  senior  officers,  could  create  problems.  When  Mr.  Birnbaum 
drafted  the  Mortgage  Department's  proposal  to  buy  $10  billion  in  AAA  RMBS  securities,  he  sent  it 
directly  to  Mr.  Cohn  and  Mr.  Winkelried,  as  well  to  his  more  immediate  superiors,  Mr.  Mullen, 
Mr.  Montag,  and  Mr.  Sparks,  among  others.  Mr.  Mullen  wrote  to  Mr.  Cohn  and  Mr.  Winkelried, 
the  Co-Presidents  of  Goldman:  "It  would  help  to  manage  these  guys  if  u  would  not  answer  these 
guys  and  keep  bouncing  them  back  to  Tom  and  I."  Mr.  Cohn  replied:  "Got  that  and  am  not 
answering,"  but  then  added:  "I  do  like  the  idea  but  you[r]  call."1934 

For  his  part,  Mr.  Montag  was  also  aware  that  he  and  Mr.  Mullen  were  taking  a  more  active 
role  in  the  management  of  the  Mortgage  Department  than  they  normally  would.  Mr.  Montag,  for 
example,  was  Global  Co-Head  of  Securities  for  the  Americas,  which  encompassed  both  the  FICC 
Division  and  the  Equities  Division,  and  was  responsible  for  numerous  departments.  Nonetheless, 
he  was  involved  in  management  decisions  regarding  the  Mortgage  Department  on  a  near-daily 
basis  in  2007.  In  August  of  that  year,  Mr.  Lehman  reported  to  Mr.  Sparks  that  Mr.  Montag  had 
asked: 

"how  the  desk  thought  about  him  and  mullen  being  very  involved.  I  told  him  we 
understood  the  scrutiny  on  the  business  given  the  overall  pressure  on  our  market,  large  P+L 
[profit  and  loss]  and  risk  swings,  etc."1935 

Given  the  scrutiny  by  senior  executives,  the  fact  that  the  Mortgage  Department's  VAR  was 
permitted  to  reach  over  $113  million  in  mid- August  2007  -  more  than  three  times  its  permanent 
limit  -  suggests  that  senior  management  knew  and  approved  of  the  magnitude  of  the  risk  the 
Department  incurred.  It  also  suggests  that  the  net  short  positions  the  Mortgage  Department  took 
were  proprietary.1936  Goldman's  senior  executives  would  have  no  reason  to  take  such  large  risks  if 
they  were  seeking  only  the  small  spread  arbitrage  available  from  market-making  activities  for 
customers. 

On  February  26,  2007,  the  Mortgage  Department's  VAR  reached  a  quarterly  high  of  $85.4 
million.1937  On  February  22,  Mr.  Sparks  had  told  Messrs.  Swenson,  Lehman,  and  Birnbaum  that 
they  would  have  to  cover  $2  billion  in  subprime  mortgage  related  net  short  positions  that  same 


1934  g/21/2007  email  from  Joshua  Birnbaum,  "Potential  large  subprime  trade  and  impact  on  firmwide  VAR,"  GS 
MBS-E-016359332,  Hearing  Exhibit  4/27-34 

1935  6/28/2007  email  from  David  Lehman  to  Daniel  Sparks,  GS  MBS-E-010623720. 

1936  See   8/16/2007  email  from  Jon  Winkelried  to  Daniel  Sparks,  "Mort  P&L  Explanation,"  GS  MBS-E-010680327- 
330;  7/25/2007  email  from  David  Viniar  to  Gary  Cohn,  "Private  &  Confidential:  FICC  Financial  Package  07/25/07," 
GS  MBS-E-009861799,  Hearing  Exhibit  4/27-26.   2/27/2007  email  from  Richard  Ruzika  to  Tom  Montag,  others, 
GS  MBS-E-002204942;  8/15/2007  email  from  Gary  Cohn,  "Trading  VaR  $165mm,"  GS  MBS-E-016344758. 

1937  2/26/2007  Market  Risk  Report,  Mortgage  Risk  Portfolio  Summary,  GS  MBS-E-010388177. 
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day.1938    On  February  27,  2007,  Mr.  Ruzika  wrote  Mr.  Sparks  and  others:  "I  want  to  see  us  getting 
the  short  down  to  4.5  bil[lion]  net."1939  Later  that  day,  Mr.  Ruzika  forwarded  the  "OpCom 
Directive"  to  Mr.  Sparks:  "Dan.  Directly  from  the  opcom  we  need  to  step  up  the  pace  of  buying 
back  single  names  even  if  it  costs  us  some  money."1940  Mr.  Birnbaum  told  the  Subcommittee  that 
the  SPG  Trading  Desk's  actions  in  February  were  taken  to  reduce  the  level  of  VAR.1941 

On  August  9,  2007,  Mr.  Birnbaum  received  a  note  from  the  Department's  risk  managers 
indicating  that  the  Department's  temporary  VAR  limit  might  not  be  extended,  which  would  reverse 
the  prior  policy  of  continually  extending  temporary  limits: 

"-Temporary  MTG  [Mortgage  Department]  SPG  VaR  limit  of  $1 10mm  expired  on 

8/7/2007[.] 

-MTG  SPG  is  over  its  permanent  VaR  limit  of  $35mm."1942 

Mr.  Birnbaum  told  the  Subcommittee  that  he  read  the  note  as  an  indication  that  the  temporary 
trading  limit  would  not  be  renewed,  and  he  was  being  directed  to  reduce  his  net  short  positions  to 
bring  VAR  under  the  permanent  limit  of  $35  million.1943  On  the  same  day,  August  9,  Mr. 
Birnbaum  sent  an  email  to  the  ABS  Desk  trader,  Mr.  Salem: 

"Are  you  getting  any  more  heat  to  cut/cover  risk?  These  VAR  numbers  are  ludicrous,  btw. 
Completely  overestimated  for  SPG  trading,  underestimated  for  other  mortgage  desks."1944 

Mr.  Salem  replied  that  he  had  "waved  in  ~  120mm  in  bbb  and  bbb-  protection  in  the  last  2  days," 
which  covered  shorts,  so  he  felt  no  heat  about  covering.1945  Mr.  Birnbaum  said: 

"I  just  asked  b/c  I  saw  the  note  about  mortgages  dropping  back  down  to  a  permanent  limit 
of  35mm  (which  we  are  way  over).  This  would  mark  a  change  of  their  recent  policy  to  just 
keep  increasing  ou[r]  limit.  Makes  me  a  little  nervous  that  we  may  be  told  to  do  something 
stupid."1946 


1938 


2/22/2007  email  from  Daniel  Sparks,  "FW:  Block  size  tranche  protection  offers  for  [redacted]  or  others,"  GS 


MBS-E-010381411. 

1939  2/27/2007  email  from  Richard  Ruzika  to  Tom  Montag,  Justin  Gmelich,  and  Daniel  Sparks,  GS  MBS-E- 
002204942. 

1940  I(j 

Subcommittee  interview  of  Joshua  Birnbaum  (10/1/2010);  see  also  2/22/2007  email  from  Mr.  Ruzika  to  Mr. 
Montag  and  Mr.  Sparks,  GS  MBS-E-010381967  (Mr.  Ruzika:  "covering  the  single  name  bbb  and  bbb-  is  prudent 
because  it  cuts  vol  and  var  the  most"). 

1942   8/9/2007  email  from  Deeb  Salem  to  Joshua  Birnbaum,  "MarketRisk:  Mortgage  Risk  Report  (cob  08/08/2007)," 
GSMBS-E-012927200. 

Id.;  Subcommittee  interview  of  Joshua  Birnbaum  (10/1/2010). 

1944  8/9/2007  email  from  Joshua  Birnbaum  to  Deeb  Salem,  "MarketRisk:  Mortgage  Risk  Report  (cob  08/08/2007)," 
GSMBS-E-012927200. 

1945  Id. 

1946  M_ 
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Mr.  Birnbaum  continued:  "I  do  think  it  is  a  real  concern.  How  quickly  can  you  work  with  strats  to 
get  them  to  revise  our  VAR  to  a  more  realistic  number?"1947 

Mr.  Birnbaum  explained  to  the  Subcommittee  that  by  the  phrase,  "be  told  to  do  something 
stupid,"  he  meant  being  ordered  by  senior  Goldman  leadership  to  cover  all  of  the  desk's  lucrative 
BBB  and  BBB-  short  positions  immediately.1948  Mr.  Birnbaum  and  others  were  reluctant  to  cover 
all  of  SPG  Trading's  BBB/BBB-  shorts,  because  they  believed  the  ABX  Index  for  BBB  and  BBB- 
rated  RMBS  securities  would  fall  further  in  coming  months,  so  covering  the  entire  short 
immediately  would  amount  to  leaving  significant  money  on  the  table.1949  The  Department's 
traders,  analysts,  and  risk  managers  designed  and  executed  specific  transactions  over  the  month  of 
August  to  lower  VAR,  but  they  were  unsuccessful.1950 

For  a  week  between  August  14  and  August  21,  2007,  the  Mortgage  Department's  VAR 
hovered  around  $100  million.1951  The  Department's  record-high  VAR  contributed  to  a  record 
Firmwide  VAR  of  $167  million  on  August  17,  20,  and  21,  all  of  which  exceeded  the  firmwide 
VAR  limit  of  $150  million.1952  On  August  15,  2007,  Goldman's  Co-President  Gary  Cohn  issued 
his  order:  "[G]et  down  now."1953  In  response,  the  Mortgage  Department  began  selling  and  covering 
a  portion  of  its  BBB/BBB-  net  short  position,  and  its  VAR  quickly  dropped  to  $68  million  by 
August  3 1 .  The  Mortgage  Department  was  allowed  to  keep  a  substantial  net  short  in  certain  assets, 
and  was  granted  renewed  "temporary"  VAR  limits  at  levels  between  $80  and  $110  million  through 
the  end  of  Goldman's  fiscal  year  2007. 1954  The  Risk  Reports  recording  these  VAR  levels 
throughout  2007  further  demonstrate  Goldman's  net  short  position.    By  2010,  the  Mortgage 
Department's  permanent  VAR  limit  had  increased  from  $35  million  to  only  $40  million.1955 


1947  id. 

Subcommittee  interview  of  Joshua  Birnbaum  (10/1/2007). 

1949  I(j 

1950  8/15/2007  email  from  Daniel  Sparks,  "Trading  VaR  $165mm,"  GS  MBS-E-016344758;  See,  e.g.,  8/15/2007 
email  from  Michael  Dinias,  "Hedge  Analysis  cob  8/13/07,"  GS  MBS-E-010678553  (analyzing  6  potential  VAR- 
reducing  trading  scenarios  featuring  different  proposed  transactions);  8/21/2007  email  from  Mr.  Dinias,  "Trading 
VaR  Analysis,"  GS  MBS-E-009993267  (analyzing  the  VAR-reducing  impact  of  going  long  in  various  classes  of 
assets);  8/22/2007  email  from  Daniel  Sparks  to  Tom  Montag  and  Donald  Mullen,  "VAR  reduction  possibilities,"  GS 
MBS-E-010619824  (proposed  transactions  in  single  name  CDS  protection  to  reduce  VAR). 

1951  See,  e.g.,  8/14/2007  Goldman  Market  Risk  Report,  GS  MBS-E-010679220;  8/21/2007  email  from 
MarketRisk,"MarketRisk:  End  of  Day  Summary  -  cob  8/20/07,"  GS  MBS-E-009740158. 

1952  8/21/2007  email  from  MarketRisk,  "MarketRisk:  End  of  Day  Summary  -  cob  8/20/07,"  GS  MBS-E-009740158. 

1953  8/15/2007  email  from  Gary  Cohn,  "Trading  VaR  $165mm,"  GS  MBS-E-016344758. 

1954  See,  e.g,  8/28/2007  email  from  MarketRisk,  "MarketRisk:  End  of  Day  Summary  -  cob  8/28/07,"  GS  MBS-E- 
009716460  (Mortgages  temporary  VAR  limit  was  $110  million);  9/14/2007  email  from  MarketRisk,  "MarketRisk: 
End  of  Day  Summary  -  cob  9/13/07,"  GS  MBS-E-009714807  (Mortgages  temporary  VAR  limit  was  $90  million); 
9/27/2007  email  from  MarketRisk,  "MarketRisk:  End  of  Day  Summary  -  cob  9/27/07,"  GS  MBS-E-009708872 
(Mortgages  temporary  VAR  limit  was  $90  million);  10/3/2007  email  from  MarketRisk,  "MarketRisk:  End  of  Day 
Summary  -  cob  10/2/07,"  GS  MBS-E-009717721  (Mortgages  temporary  VAR  limit  was  $85  million);  10/19/2007 
email  from  MarketRisk,  "MarketRisk:  End  of  Day  Summary  -  cob  10/18/07,"  GS  MBS-E-009724040  (Mortgages 
temporary  VAR  limit  was  $85  million);  12/13/2007  email  from  MarketRisk,  "MarketRisk:  End  of  Day  Summary  - 
cob  12/12/07,"  GS  MBS-E-009707379  (Mortgages  temporary  VAR  limit  was  $80  million). 

Subcommittee  interview  of  Craig  Broderick  (4/9/2010). 
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The  dates  on  which  Goldman  senior  executives  ordered  the  Mortgage  Department  to  reduce 
its  VAR  -  on  February  21  and  August  21  -  were  within  two  weeks  before  the  end  of  Goldman's 
fiscal  quarters.  In  each  case,  the  result  was  an  immediate  drop  in  VAR  through  the  end  of  the 
quarter.  In  February  2007,  the  department's  VAR  dropped  from  $92  million  to  $81  million  by  the 
end  of  the  quarter.  In  August  2007,  the  department's  VAR  dropped  even  more  sharply,  from  a 
record  high  of  over  $110  million  to  $79.7  million  by  the  end  of  the  quarter.1956  The  lower 
Firmwide  VAR  figures  that  resulted  from  the  Mortgage  Department's  VAR  reductions  were 
publicly  reported  in  Goldman's  quarterly  financial  reports.1957 

(h)  Profiting  From  the  Big  Short 

In  the  third  quarter  of  2007,  Goldman  posted  financial  results  showing  that  it  had  shorted 
the  subprime  mortgage  market  and  profited  from  its  net  short  position.  After  posting  those  third 
quarter  financial  results,  Goldman  continued  to  trumpet  its  success,  both  inside  and  outside  the 
firm. 

Third  Quarter  Financials.  On  September  20,  2007,  Goldman  announced  record  net 
revenues  of  $12.3  billion  for  its  third  quarter.1958  On  September  19,  2007,  in  a  conference  call  with 
financial  analysts  on  Goldman's  third  quarter  results,  Goldman's  CFO,  David  Viniar,  highlighted 
the  performance  of  the  Mortgage  Department: 

"Let  me  also  address  Mortgages  specifically.  The  mortgage  sector  continues  to  be 
challenged  and  there  was  a  broad  decline  in  the  value  of  mortgage  inventory  during  the 
third  quarter.  As  a  result,  we  took  significant  markdowns  on  our  long  inventory  positions 
during  the  quarter,  as  we  had  in  the  previous  two  quarters.  However,  our  risk  bias  in  that 
market  was  to  be  short  and  that  net  short  position  was  profitable."1959 

Goldman  also  issued  a  press  release  about  its  third  quarter  earnings  that  mentioned  mortgages: 

"Net  revenues  in  mortgages  were  also  significantly  higher,  despite  continued  deterioration 
in  the  market  environment.  Significant  losses  on  non-prime  loans  and  securities  were  more 
than  offset  by  gains  on  short  mortgage  positions."1960 


1956 


9/28/2007  Goldman  Market  Risk  Report,  GS  MBS-E-009926240. 


See  4/3/2007  Goldman  Sachs  Group  Inc.  Form  10-Q  at  79  (first  quarter  2007  Average  Daily  VAR  reported  as 
$127  million);  10/9/2007  Goldman  Sachs  Group,  Inc.  Form  10-Q  at  86  (third  quarter  2007  Average  Daily  VAR 
reported  as  $139  million). 

See  10/9/2007  Goldman  Sachs  Group  Inc.  Form  10-Q  at  66.    See  also,  e.g.,  "How  Goldman  Sachs  Defies 
Gravity,"  Fortune  (9/20/2007). 

1959  9/19/2007  Goldman  internal  document,  "Third  Quarter  2007  Earnings  Call  Script  for  David  Viniar,"  GS  MBS- 
E-009779213,  Hearing  Exhibit  4/27-45. 

1960  9/17/2009  email  to  Daniel  Sparks,  "Mortgage  commentary  on  Q3  earnings  call,"  GS  MBS-E-009853301, 
Hearing  Exhibit  4/27-44. 
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Internal  Statements.  In  September  2007,  Goldman  summarized  its  third  quarter  results 
for  its  Board  of  Directors,  highlighting  the  Mortgage  Department's  record  profits:    "[W]e  were 
overall  net  short  the  mortgage  market  and  thus  had  very  strong  results."1961 

In  early  October,  the  Mortgage  Department  held  an  internal  Global  Townhall  to  discuss  its 
third  quarter  profits  in  detail.  In  a  draft  of  the  presentation  he  prepared  for  the  Townhall,  Mortgage 
Department  head  Daniel  Sparks  reported  that  global  mortgages  generated  aggregate  net  revenues  of 
$741  million,  a  152%  increase  over  the  same  quarter  in  the  prior  year,  while  benefitting  from  a 
"proprietary  short."1962  Under  the  heading  of  "Performance  Drivers  (Net  Revenues),"  Mr.  Sparks 
wrote: 

"SPG  Trading:  +2.04bn  [up]  $1.92bn  vs.  Q3  2006 

-  The  desk  benefited  from  a  proprietary  short  in  CDO  and  RMBS  single  names 

-  Additionally,  we  captured  P&L  [profit  &  loss]  on  spread  widening  [price 
declines]  in  various  indices"1963 

To  put  the  SPG  Trading  Desk's  performance  in  perspective,  it  had  generated  $80  million  in 
the  third  quarter  of  2006,  a  big  year  for  mortgage  related  products,  but  in  the  third  quarter  of  2007, 
an  exceptionally  poor  year  for  mortgage  related  products,  Goldman's  SPG  Trading  Desk  generated 
$2.04  billion  in  net  revenues  -  nearly  25  times  more.  SPG  Trading's  $2.04  billion  in  net  revenues 
was  offset  by  other  mortgage  related  losses,  including  losses  from  the  CDO  Origination, 
Residential  Credit,  and  Residential  Prime  Desks,  but  left  an  aggregate  net  profit  of  $741  million  for 
the  Mortgage  Department  as  a  whole  -  more  than  twice  the  comparable  quarter  net  profit  of  $294 
million  in  the  prior  year.1964  The  $2.04  billion  in  net  revenues  from  the  SPG  Desk  accounted  for 
over  16%  of  Goldman's  overall  net  revenues  of  $12.3  billion  in  the  third  quarter  of  2007.  The 
$741  million  in  net  revenues  for  the  Mortgage  Department  as  a  whole  contributed  about  6%  of  the 
firm's  total  net  revenues  of  $12.3  billion  for  the  third  quarter,  which  was  three  times  the 
department's  historical  average  contribution  of  about  2%  to  net  revenue.1965 

In  his  draft  presentation,  Mr.  Sparks  wrote  that  the  "desk  benefited  from  a  proprietary  short 
in  CDO  and  RMBS  single  names."1966  In  industry  parlance,  a  "proprietary"  position  is  one 
acquired  with  the  firm's  own  capital,  solely  for  the  benefit  of  the  firm  and  not  related  to  customer 
orders  or  the  firm's  role  as  a  market  maker.  In  a  later  version  of  the  presentation,  Mr.  Sparks 


9/17/2007-9/18/2007  Goldman  Sachs  Board  of  Directors  Meeting,  "Financial  Summary,  Quarter  Ended  August 
31,  2007,"  GS  MBS-E-009776900,  Hearing  Exhibit  4/27-42. 
1962   10/5/2007  Goldman  presentation, 
013703463,  Hearing  Exhibit  4/27-47. 


1962   10/5/2007  Goldman  presentation,  "Global  Mortgages  Business  Unit  Townhall  Q3  2007,"  GS  MBS-E- 


1964    Id 

4/2010  "Goldman  Sachs:  Risk  Management  and  the  Residential  Mortgage  Market,"  report  prepared  by  Goldman 


Sachs,  Hearing  Exhibit  4/27-161. 
1966  10/5/2007  Goldman  presenta 
013703463,  Hearing  Exhibit  4/27-47. 


1966   10/5/2007  Goldman  presentation,  "Global  Mortgages  Business  Unit  Townhall  Q3  2007,"  GS  MBS-E- 
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revised  the  line  to  read  that  the  desk  benefitted  from  "strong  results  from  trading  long  correlation 
and  net  short  bias."1967    When  asked  why  he  had  originally  written  that  "the  desk  benefitted  from  a 
proprietary  short,"  Mr.  Sparks  told  the  Subcommittee  that  the  language  was  inaccurate.1968 

Later  in  October  2007,  Goldman's  Chief  Risk  Officer,  Craig  Broderick,  discussed  the 
Mortgage  Department's  performance  before  an  internal  Goldman  audience: 

"So  what  happened  to  us?  A  quick  word  on  our  own  market  and  credit  risk  performance  in 
this  regard.  In  market  risk  -  you  saw  in  our  2nd  and  3rd  qtr  results  that  we  made  money 
despite  our  inherently  long  positions.  -  because  starting  early  in  '07  our  mortgage  trading 
desk  started  putting  on  big  short  positions,  mostly  using  the  ABX  index,  which  is  a  family 
of  indices  designed  to  replicate  cash  bonds.  And  did  so  in  enough  quantity  that  we  were  net 
short,  and  made  money  (substantial  money  in  the  3rd  quarter)  as  the  subprime  market 
weakened.  (This  remains  our  position  today)."1969 

Goldman's  net  short  positions  were  also  featured  in  the  internal  self-evaluations  that 
Mortgage  Department  personnel  were  required  to  prepare  and  which  they  expected  to  be  read  by 
their  supervisors.  In  these  self-evaluations,  which  were  completed  in  September  2007,  two  months 
before  Goldman's  fiscal  year  end  on  November  30,  2007,  several  Mortgage  Department  traders  who 
were  active  in  its  shorting  activities  described  the  profits  produced  by  the  Department's  net  shorts. 
Mr.  Birnbaum,  the  senior  ABX  trader,  wrote: 

"As  a  co-head  of  ABS  and  SPG  trading,  my  performance  in  2007  has  been  my  best  ever  by 
any  objective  measure:   1.  P&L.  YTD:  ABS  synthetics:  $2.5Bln,  ABS:  $2.0Bln,  SPG 
Trading:  $3.0Bln,  all  #1  on  the  street  by  a  wide  margin,  #2  in  the  world  trading  subprime 
risk  (behind  Paulson  Partners)."1970 


His  self-evaluation  showed  that  the  SPG  Trading  Desk  alone  generated  profits  of  $3  billion 


1971 


1967  "Global  Mortgages  Business  Unit  Townhall  Q3  2007,"  Final  version,  GS  MBS-E-013668603. 

Subcommittee  interview  of  Daniel  Sparks  (10/4/2010).   In  his  subsequent  responses  to  the  Subcommittee's 
Questions  for  the  Record,  Mr.  Sparks  said:    "The  presentation  should  have  used  the  words  'net  short  position,'  not 
'proprietary  position.'"  Daniel  L.  Sparks  responses  to  Subcommittee  QFRs,  PSI_QFR_GS0452  at  470  (Question  6). 
Mr.  Sparks'  response  did  not  resolve  the  question  of  whether  the  position  was  proprietary  or  undertaken  on  behalf  of 
customers,  as  a  "net  short  position"  could  be  either. 

1969   10/29/2007  "Contagion  and  Crowded  Trades,"  Goldman  Sachs  Tax  Department  Presentation,  GS  MBS-E- 
01001851 1,  Hearing  Exhibit  4/27-48  [emphasis  in  original]. 

Joshua  Birnbaum  Self-Review,  Hearing  Exhibit  4/27-55c.   The  figures  cited  for  ABS  synthetics  and  ABS  (both 
cash  and  synthetics)  are  apparently  both  included  within  the  total  of  $3  billion  profit  cited  for  the  SPG  Trading  Desk 
as  a  whole. 

Id.   Mr.  Birnbaum  also  wrote:  "During  this  period,  I  would  also  add  that  the  ABS  team  contributed  significantly 
to  the  Correlation  desk[']s  $800+mm  in  YTD  p&l  by  dissuading  that  desk  from  externalizing  their  shorting 
opportunities  to  the  likes  of  Paulson  Partners,  even  when  significant  risk-free  p&l  was  available  at  the  time."   Id. 
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Mr.  Swenson,  the  head  of  the  SPG  and  ABS  trading  desks,  wrote: 

"It  should  not  be  a  surprise  to  anyone  that  the  2007  year  is  the  one  that  I  am  most  proud  of  to 
date.  ...  I ...  [built]  a  number  one  franchise  that  was  able  to  achieve  extraordinary  profits 
(nearly  $3bb  to  date).  ...  The  contributions  to  the  $3bb  of  SPG  Trading  profits  and  $2bb  of 
ABS  trading  p  &  1  are  spread  out  across  various  trades  and  strategies."1972 

Mr.  Salem,  one  of  the  ABS  traders,  wrote: 

"Obviously  the  most  important  aspect  of  my  2007  and  my  contribution  to  the  firm  has  been 
the  desk's  P&L.  Mike,  Josh,  and  I  were  able  to  learn  from  our  bad  long  position  at  the  end 
of  2006  and  layout  the  game  plan  to  put  on  an  enormous  directional  short.  The  results  of  that 
are  obvious."1973 

Mr.  Salem  went  on  to  outline  estimated  profits  from  four  specific  trading  strategies  pursued  by  the 
ABS  Desk  that  generated  profits  totaling  $3.75  billion.1974 

In  these  three  internal  documents,  key  Mortgage  Department  personnel  involved  in 
constructing  the  Department's  net  short  positions  describe  the  profits  generated  by  those  net  shorts 
as  "#1  on  the  street  by  a  wide  margin,"  "extraordinary,"  and  "an  enormous  directional  short"  that 
produced  $3.7  billion  in  profits  for  the  firm. 

Statements  to  Regulators.  Goldman  also  described  its  short  positions  and  the  profits  they 
produced  to  its  regulators.  In  October  2007,  Goldman  sent  a  letter  to  the  Securities  and  Exchange 
Commission  answering  questions  about  its  trading  activities  and  reporting  that  it  had  been  "net 
short"  during  "most  of  2007": 

"[W]e  are  active  traders  of  mortgage  securities  and  loans  and  ...  we  may  choose  to  take  a 
directional  view  of  the  market ....  For  example,  during  most  of  2007,  we  maintained  a  net 
short  sub-prime  position  and  therefore  stood  to  benefit  from  declining  prices  in  the  mortgage 
market."1975 


\')72 


Michael  Swenson  Self-Review,  Hearing  Exhibit  4/27-55b.   The  $2  billion  profit  figure  attributed  to  ABS  trading 


is  apparently  included  within  the  $3  billion  figure  cited  as  the  year-to-date  profit  for  the  SPG  Trading  Desk. 
1973  Salem  2007  Self-Review. 

See  description  of  Mr.  Salem's  single  name  trading  strategies,  above. 

1975 


10/4/2007  letter  from  Goldman  Sachs  to  the  SEC,  GS  MB  S-E-009758287,  Hearing  Exhibit  4/27-46  [emphasis 


added]. 


470 
In  November  2007,  in  another  letter  to  the  SEC,  Goldman  explained  further: 

"During  most  of  2007,  we  maintained  a  net  short  subprime  position  with  the  use  of 
derivatives,  including  ABX  index  contracts  and  single  name  CDS  which  hedged  [our]  long 
cash  exposure."1976 

Also  in  November  2007,  in  talking  points  prepared  for  a  meeting  with  the  Tri-Lateral 
Review  Group,  which  included  the  Federal  Reserve  Bank,  the  SEC,  and  the  United  Kingdom's 
Financial  Services  Authority,  Goldman  wrote:  "[W]e  were  able  to  maintain  a  short  throughout  the 
year."1977  Goldman  also  wrote: 

"The  press  and  others  have  discussed  an  anticipated  Q4  [2007  fourth  quarter]  write-down  for 
GS.  Our  remaining  long  subprime  exposure  totals  $695  million,  inclusive  of  whole  loans 
and  CDO  positions.  However,  we're  net  short  -  as  we  have  been  throughout  2007. 
Accordingly,  we  have  nothing  to  write  down."1978 

Public  Statements.  Goldman  also  discussed  its  net  short  and  related  profits  in  public 
settings.  In  November  2007,  the  Bloomberg  news  service  reported  that  Goldman's  CEO,  Lloyd 
Blankfein,  told  a  public  audience  at  a  securities  industry  conference  that  Goldman  was,  and  would 
continue  to  be,  net  short  the  subprime  markets: 

"[Mr.  Blankfein]  said  the  firm  is  still  betting  that  mortgage-backed  assets  and  collateralized 
debt  obligations  will  drop.  ...  'Given  that  point  of  view,  we  continue  to  be  net  short  in  these 
markets.'"1979 

In  reaction  to  another  November  2007  news  report  on  how  Goldman  "dodged  the  mortgage 
mess,"1980  Mr.  Blankfein  sent  an  email  to  his  colleagues  stating:  "Of  course  we  didn't  dodge  the 
mortgage  mess.  We  lost  money,  then  made  more  than  we  lost  because  of  shorts."1981 

Goldman  also  prepared  for  public  use  a  corporate  statement  entitled,  "How  Did  GS  Avoid 
the  Mortgage  Crisis?  Our  Response."1982  The  statement  was  prepared  for  Mr.  Viniar's  use  in 


1976  1 1/7/2007  letter  from  Goldman  Sachs  to  the  SEC,  GS  MBS-E-015713460,  Hearing  Exhibit  4/27-50. 

1977  11/13/2007  Goldman  email,  GS  MBS-E-010023525  (attachment,  11/14/2007  "Tri-Lateral  Combined 
Comments,"  GS  MBS-E-010135693-715  at  694). 

1,78  Id. 

"Goldman  Doesn't  Plan  Significant  Mortgage  Writedown,"  Bloomberg  (1 1/13/2007);  see  also  1 1/13/2007  email 
to  Lloyd  Blankfein,  GS  MBS-E-009601759  (forwarding  Bloomberg  article  regarding  Mr.  Blankfein's  remarks  at 
conference  sponsored  by  Merrill  Lynch  &  Co.  in  New  York  City  on  Nov.  13,  2007). 

1980  "Goldman  Sachs  Rakes  in  Profit  in  Credit  Crisis,"  New  York  Times  (1 1/19/2007). 

1981  1 1/18/2007  email  from  Lloyd  Blankfein,  "RE:  NYT,"  GS  MBS-E-009696333,  Hearing  Exhibit  4/27-52. 
Goldman's  Co-President,  Gary  Cohn,  replied  to  Mr.  Blankfein's  message,  adding,  "We  were  just  smaller  in  the  toxic 
products"   Id. 

1982  1 1/7/2007  Goldman  document,  "How  Did  GS  Avoid  the  Mortgage  Crisis?,"  GS  MBS-E-009713204,  Hearing 
Exhibit  4/27-51. 
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responding  to  questions  about  the  Mortgage  Department's  performance  in  a  fourth  quarter 
conference  call  with  analysts.  Goldman's  public  statement  outlined  the  steps  it  took  to  reduce  its 
subprime  mortgage  inventory  and  related  subprime  risks  in  late  2006  and  early  2007,  characterizing 
these  "proactive"  steps  as  part  of  its  ordinary  risk  management  efforts.  Goldman  went  on  to  state: 
"[0]ne  should  not  be  led  to  believe  that  we  went  through  this  period  unscathed  and  somehow 
significantly  profited  from  a  'bet'  on  the  downturn  in  mortgage  markets."1983  After  noting  that 
significant  writedowns  in  the  value  of  its  long  mortgage  inventory  had  resulted  in  a  "weak"  second 
quarter  for  mortgages,  Goldman  wrote: 

"[DJuring  the  third  quarter  we  were  able  to  make  money  on  mortgages  as  a  result  of  our  net 
short  position.  As  a  consequence,  we  believe  that  we  are  well-positioned  to 
opportunistically  participate  in  the  inevitable  restructuring  of  the  mortgage  market."1984 

Despite  denying  earlier  in  its  statement  that  it  significantly  profited  from  a  "bet"  against  a  downturn 
in  mortgage  markets,  Goldman  wrote  that,  in  the  third  quarter  of  2007,  it  had  profited  from  a  "net 
short  position"  on  mortgages.  A  "net  short  position"  is,  in  essence,  a  bet  on  a  downturn  in  the 
relevant  market,  and  Goldman's  bet  was  "able  to  make  money." 

2007  Year-End  Results.  The  SPG  Trading  Desk's  net  revenues  for  the  full  fiscal  year  2007 
were  approximately  $3.7  billion.1985  In  fiscal  year  2007,  Goldman's  total  net  revenues  were 
approximately  $46  billion,  and  its  net  earnings  (after  tax)  were  approximately  $1 1.6  billion.1986 

At  the  Subcommittee  hearing,  Goldman's  Chief  Financial  Officer,  David  Viniar,  stated  that 
the  Mortgage  Department's  net  revenue  for  2007  was  "less  than  $500  million,  approximately  1 
percent  of  Goldman  Sachs's  overall  net  revenues."1987  He  insisted  that  its  2007  net  short  position  in 
the  mortgage  market  "was  not  a  large  short,"1988  and  was  largely  offset  by  its  long  positions, 
omitting  that,  in  2007,  the  Mortgage  Department's  SPG  Trading  Desk  generated  a  record  $3.7 
billion  in  net  revenues  for  the  Department  as  a  whole  from  its  net  shorts.1989  Those  profits  sustained 
the  Mortgage  Department  and  Goldman  through  the  harsh  financial  environment  of  the  subprime 
mortgage  market  meltdown  and  the  global  credit  crisis  in  2007.  While  much  of  those  revenues 
were  offset  by  other  losses,  they  were  a  bulwark  of  profitability  in  what  would  otherwise  have  been 
a  disastrous  year  for  Goldman's  mortgage  business. 


19S3 


Id. 


1985 
1986 


See  1 1/30/2007  "SPG  Trading  Mortgages  Weekly  Metrics  30-November-2007,"  GS  MBS-E-015646485. 

See  Goldman  Sachs  Form  10-K  for  the  fiscal  year  ending  Nov.  30,  2007,  filed  on  1/28/2008,  at  64;  see  also 
Goldman  presentation,  "Overview  of  Goldman  Sachs,"  at  5,  available  at 
http://www2.goldmansachs.com/our-firm/investors/creditor-information/creditor-presentation-3-l-l  l.pdf. 

1987  April  27,  2010  Subcommittee  Hearing  at  96.   See  also  235,  252,  345. 

1988  Id.  at  98. 

1989  1 1/30/2007  "SPG  Trading  Mortgages  Weekly  Metrics  30-November-2007,"  GS  MBS-E-015646485. 
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In  contrast,  other  major  Wall  Street  banks  reported  losses  in  the  third  quarter  of  2007, 
primarily  due  to  multi-billion-dollar  writedowns  in  the  value  of  their  subprime  mortgage  related 
assets.1990  Goldman  had  not  only  profited  from  its  net  shorts,  but  had  also  sold  off  the  bulk  of  its 
subprime  mortgage  assets  earlier  and  at  higher  prices  than  many  other  banks.  After  observing  the 
losses  and  writedowns  suffered  by  other  Wall  Street  banks,  Mr.  Viniar  wrote:  "Tells  you  what 
might  be  happening  to  people  without  the  big  short."1991 

At  one  point,  Mr.  Birnbaum  also  contrasted  Goldman's  performance  with  its  competitors: 

"Results  out  of  DB,  Citi,  UBS,  Bear,  Lehman  etc.  all  bear  evidence  that  we  were  far  ahead 
of  our  competition  in  marking  down  positions  and  moving  CDO  risk  before  the  market 
cratered  and  came  to  a  standstill  post-BSAM  [Bear  Stearns  Asset  Management]."1992 

All  of  these  explanations  point  to  actions  taken  by  Goldman  to  transfer  the  risks  of  its  own 
subprime  mortgage  inventory  to  others,  including  many  of  its  own  customers,  before  they  became 
fully  aware  of  the  risks  entailed  in  the  products  Goldman  was  marketing  to  them. 

Goldman  Denials.  In  late  2007,  Goldman  spoke  openly  of  shorting  the  subprime  mortgage 
market  and  that  its  net  short  position  was  profitable.  Afterward,  as  mortgage  losses  erupted  into  a 
full  blown  financial  crisis  in  the  United  States  and  abroad,  Goldman  began  to  downplay  and  even 
deny  the  size  of  its  short  position,  its  proprietary  nature,  and  the  profits  it  generated  for  the  firm.1993 

Goldman  had  not  been  the  only  market  participant  to  profit  from  a  large  net  short  position  in 
mortgage  related  products.  Other  investors  also  aggressively  shorted  the  mortgage  market  and 
profited  from  their  short  positions.  A  particularly  large  short  position  taken  by  one  hedge  fund  - 
Goldman's  customer,  the  Paulson  Credit  Opportunity  Fund  of  Paulson  &  Co.  Inc.  -  netted  billions 
of  dollars  in  what  was  later  characterized  as  "the  greatest  trade  ever."1994  Mr.  Birnbaum,  however, 
had  described  Goldman's  own  massive  net  short  position  as  the  "greatest  trade  ever"  as  early  as  July 


In  the  third  quarter  of  2007,  for  example,  Lehman  Brothers  had  $700  million  in  loan  and  mortgage  writedowns. 
9/23/2007  email  to  Lloyd  Blankfein  and  others,  "Weekly  Competitor,  EM  and  Regulatory  News  -  Week  Ending 
9/21/07,"  GS  MBS-E-009653853.   Morgan  Stanley  had  $940  million  in  loan  writedowns.   Id.   Bear  Stearns  had 
$250  million  in  loan  writedowns  and  $450  million  in  mortgage  writedowns.   Id.   Citibank  had  approximately  $1.6 
billion  in  mortgage  writedowns  and  a  $636  million  loss  in  credit  trading.    10/21/2007  email  to  Lloyd  Blankfein  and 
others,  "Weekly  Competitor,  EM  and  Regulatory  News  -  Week  Ending  10/19/07,"  GS  MBS-E-00963  1348. 
JPMorgan  Chase  had  $1.3  billion  in  loan  writedowns  and  $339  million  in  mortgage  writedowns.   Id. 

1991  7/25/2007  email  from  David  Viniar  to  Gary  Cohn,  "Private  &  Confidential:  FICC  Financial  Package  07/25/07," 
GS  MBS-E-009861799,  Hearing  Exhibit  4/27-26. 

1992  10/3/2007  Goldman  presentation,  "SPG  Trading  -  2007,"  GS  MBS-E-015654036. 

Goldman  also  highlighted  losses  it  suffered  in  2008,  related  to  its  mortgage  business,  particularly  mortgage 
related  products  associated  with  prime  and  Alt  A  residential  loans.   The  Subcommittee  did  not  investigate 
Goldman's  use  of  short  positions  in  2008,  nor  its  involvement  with  prime  and  Alt  A  loan  products. 

Gregory  Zuckerman,  The  Greatest  Trade  Ever  (2009);  Michael  Lewis,  The  Big  Short  (2010). 
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2007. 1995  Earlier  in  the  year,  Mr.  Birnbaum  had  also  described  Goldman  as  the  market  leader  in 
shorting  the  housing  market,  but  by  July  2007,  Mr.  Birnbaum  conceded  that  Paulson  was  "definitely 
the  man  in  this  space,  up  2-3  bil  on  this  trade.  We  were  giving  him  a  run  for  his  money  for  a  while 
but  now  are  a  definitive  #2."1996  When  preparing  his  case  for  SPG  traders  to  be  paid  additional 
compensation  for  their  2007  efforts,  Mr.  Birnbaum  again  made  a  comparison  to  Paulson:  "RMBS- 
related  revenues:  #1  on  the  street  by  a  wide  margin.  #2  in  the  world  behind  Paulson  Partners."1997 

In  the  aftermath  of  the  financial  crisis,  however,  Goldman  no  longer  claimed  credit  for  its 
market- leading  performance  during  the  subprime  meltdown.  After  many  of  its  customers  suffered 
major  losses,  and  several  had  declared  bankruptcy  during  the  financial  crisis,1998  Goldman  began  to 
downplay  the  size  of  its  short  position  and  the  impact  on  its  profits.1999  In  particular,  Goldman 
attempted  to  dispel  the  perception  that  it  sold  its  own  customers  CDOs  it  knew  were  destined  to  fail, 
and  then  profited  by  betting  against  them,  as  discussed  in  the  next  section.2000 

In  April  2010,  Goldman  posted  a  statement  on  its  website  entitled,  "Goldman  Sachs:  Risk 
Management  and  the  Residential  Mortgage  Market."2001  In  the  statement's  Executive  Summary, 
Goldman  made  the  following  assertions,  among  others: 

-"Goldman  Sachs  did  not  take  a  large  directional  'bet'  against  the  U.S.  housing  market,  and 
the  firm  was  not  consistently  or  significantly  net  'short  the  market'  in  residential  mortgage- 
related  products  in  2007  and  2008,  as  the  performance  of  our  residential  mortgage-related 
products  business  demonstrates. 

-  Goldman  Sachs  did  not  engage  in  some  type  of  massive  'bet'  against  our  clients.  The  risk 
management  of  the  firm's  exposures  and  the  activities  of  our  clients  dictated  the  firm's 
overall  action,  not  any  view  of  what  might  or  might  not  happen  to  any  security  or 
market."2002 


1995 


7/20/2007  email  from  Joshua  Birnbaum,  "ABX  Markets  07-02,  07-01,  06-2,  06-1:  3:00  p.m.,"  GS  MBS-E- 


012962076  (Mr.  Birnbaum:  "greatest  trade  ever  ...  I  have  a  huge  short  .  .  ."). 

1996  7/12/2007  email  from  Joshua  Birnbaum,  "ABX  Markets  07-1,  06-2,  06-1:  12:00  p.m.,"  GS  MBS-E-012944742, 
Hearing  Exhibit  4/27-146. 

1997  10/3/2007  Goldman  presentation,  "SPG  Trading  -  2007,"  GS  MBS-E-015654036;  Birnbaum  Self-Review, 
Hearing  Exhibit  4/27-55c. 

See  9/17/2007  Goldman  presentation  to  Board  of  Directors,  "Residential  Mortgage  Business,  Global  Impact  of 
the  Mortgage  Crisis,"  at  2,  GS  MBS-E-001793840,  Hearing  Exhibit  4/27-41  (noting  bankruptcies  of  Goldman 
clients  1KB  and  Basis  Capital).     See  also  8/10/2007  Goldman  internal  memorandum,  "Summary  of  German  Bank 
US  Sub  Prime  Exposure,"  GS  MBS-E-009994305;  1 1/27/2007  email  from  Mr.  Lehman  to  Mr.  Sparks,  "ACA" 
(discussing  "what  would  happen  upon  an  ACA  bankruptcy  (which  is  the  most  likely  scenario  in  our  opinion)."),  GS 
MBS-E-013746511. 

See,  e.g.,  April  27,  2010  Subcommittee  Hearing,  testimony  of  Lloyd  Blankfein  at  132  and  David  Viniar  at  98. 
2000  4/7/2010  Blankfein  &  Cohn,  Letter  to  Shareholders  (quoted  in  Hearing  Exhibit  4/27-161  at  12). 

4/2010  Goldman  report,  "Risk  Management  and  the  Residential  Mortgage  Market,"  Hearing  Exhibit  4/27-161. 
2002  Id. 
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On  April  7,  2010,  Goldman  CEO  Lloyd  Blankfein  and  Co-President  Gary  Cohn  made 
similar  assertions  in  a  letter  to  shareholders  contained  in  Goldman's  Annual  Report: 

-  "The  firm  did  not  generate  enormous  net  revenues  or  profits  by  betting  against  residential 
mortgage-related  products,  as  some  have  speculated;  rather  our  relatively  early  risk 
reduction  resulted  in  our  losing  less  money  that  we  otherwise  would  have  when  the 
residential  housing  market  began  to  deteriorate  rapidly  .... 

-Although  Goldman  Sachs  held  various  positions  in  residential  mortgage-related  products  in 
2007,  our  short  positions  were  not  a  'bet  against  our  clients.'  Rather,  they  served  to  offset 
our  long  positions."2003 

At  the  Subcommittee  hearing,  Mr.  Blankfein  repeated  the  same  claims.  He  testified: 

"Much  has  been  said  about  the  supposedly  massive  short  Goldman  Sachs  had  on  the  U.S. 
housing  market.  The  fact  is,  we  were  not  consistently  or  significantly  net  short  the  market  in 
residential  mortgage-related  products  in  2007  and  2008.  Our  performance  in  our  residential 
market-related  business  confirms  this.  During  the  2  years  of  the  financial  crisis,  while 
profitable  overall,  Goldman  Sachs  lost  approximately  $1.2  billion  from  our  activities  in  the 
residential  housing  market.  We  didn't  have  a  massive  short  against  the  housing  market  and 
we  certainly  did  not  bet  against  our  clients.  Rather,  we  believe  that  we  managed  our  risk  as 
our  shareholders  and  our  regulators  would  expect."2004 

Mr.  Viniar,  Goldman's  Chief  Financial  Officer,  testified: 

"[A] cross  2007,  we  were  primarily,  although  not  consistently  short,  and  it  was  not  a  large 
short.  ...  The  short  positions  themselves  made  a  lot  of  money  in  2007,  but  they  offset  long 
positions  that  lost  a  lot  of  money  in  2007. "2005 

Goldman's  denials  of  its  net  short  positions  in  the  subprime  mortgage  market,  and  the  large 
profits  produced  by  those  net  short  positions,  are  directly  contradicted  by  its  own  financial  records 
and  internal  communications,  as  well  as  its  own  public  statements  in  2007,  and  are  not  credible. 

(5)        How  Goldman  Created  and  Failed  to  Manage  Conflicts  of  Interest 
in  its  Securitization  Activities 

In  the  years  leading  up  to  the  financial  crisis,  Goldman  was  an  active  trader  in  the  mortgage 
market,  buying  and  selling  a  variety  of  mortgage  related  assets,  including  RMBS,  CDO,  ABX,  and 


4/7/2010  Blankfein  &  Cohn,  Letter  to  Shareholders  (quoted  in  4/2010  Goldman  report,  "Risk  Management  and 
the  Residential  Mortgage  Market,"  at  12,  Hearing  Exhibit  4/27-161). 

2004  April  27,  2010  Subcommittee  Hearing  at  132. 

2005  Id.  at  98. 
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CDS  instruments,  as  described  in  the  prior  section.  In  addition,  Goldman  was  one  of  the  leaders  in 
mortgage  related  securitizations,  helping  to  originate  both  CDO  and  RMBS  securities.  Goldman's 
2006  and  2007  securitization  activities  are  the  focus  of  this  section. 

In  2006  and  2007,  Goldman  originated  27  CDOs  and  93  RMBS  securitizations  with  a  total 
value  of  about  $100  billion.2006  Goldman  designed  the  structure  of  each  securitization,  including  the 
number  of  tranches,  how  the  payments  would  be  allocated,  and  the  projected  rate  of  return  or 
"coupon  rate"  that  would  be  paid  to  investors.  In  some,  Goldman  selected  the  assets  to  be 
securitized;  in  others,  it  hired  a  portfolio  selection  agent  or  collateral  manager  to  help  select  the 
assets  and  manage  the  portfolio.  For  each  securitization,  Goldman  typically  housed  all  of  the  assets 
to  be  securitized  in  a  "warehouse"  account  until  the  transaction  was  ready  to  go  to  market.  The 
assets  in  the  warehouse  accounts  were  then  included  in  Goldman's  balance  sheet.  Goldman  also 
typically  worked  with  one  or  more  credit  rating  agencies  to  obtain  favorable  credit  ratings  for  the 
proposed  securities. 

In  addition,  Goldman  typically  established  a  domestic  and  an  offshore  corporation  to  act  as 
the  nominal  owners  of  the  securitization's  incoming  cash,  assets,  and  collateral  securities;  to  serve 
as  the  actual  issuers  of  the  securities;  and  to  perform  certain  administrative  services.  Goldman  also 
established  arrangements  for  the  servicing  of  any  underlying  mortgages.  In  some  CDOs,  Goldman 
or  its  affiliate  provided  additional  services  as  well,  acting  in  such  roles  as  the  collateral  securities 
selection  agent,  the  collateral  put  provider,  or  the  liquidation  agent  charged  with  selling  impaired 
assets.  Goldman  also  used  its  global  sales  force  to  market  its  securities  to  investors  around  the 
world,  typically  selling  Goldman-issued  CDO  securities  through  a  private  placement  and  RMBS 
securities  through  a  public  offering. 

In  late  2006,  when  subprime  residential  mortgages  began  to  incur  higher  than  expected  rates 
of  delinquency,  fraud,  and  default,  and  its  inventory  of  mortgage  related  assets  began  to  lose  value, 
Goldman  took  a  number  of  actions.  It  sold  the  mortgage  related  assets  in  its  inventory;  returned 
poor  quality  loans  to  the  lenders  from  which  they  were  purchased  and  demanded  repayment;  limited 
new  RMBS  securitizations;  sold  or  securitized  the  assets  in  its  RMBS  warehouse  accounts;  limited 
new  CDO  securitizations  to  transactions  already  in  the  pipeline;  and  sold  assets  from  discontinued 
CDOs. 

Throughout  this  process,  Goldman  made  a  concerted  effort  to  sell  securities  from  the  CDO 
and  RMBS  securitizations  it  had  originated,  even  when  those  securities  included  or  referenced  poor 
quality  assets  and  began  losing  value.  Many  of  the  CDO  and  RMBS  securities  that  Goldman  sold  to 
its  clients  incurred  substantial  losses.  The  widespread  losses  caused  by  CDO  and  RMBS  securities 
originated  by  investment  banks  are  a  key  cause  of  the  financial  crisis  that  affected  the  global 
financial  system  in  2007  and  2008. 


The  27  CDOs  securitized  about  $28  billion  in  assets.    See  undated  chart  prepared  for  Subcommittee  by  Goldman 
Sachs,  GS  MBS  0000004276.   The  93  RMBS  securitized  about  $72  billion  in  home  loans.    See  undated  chart 
prepared  for  Subcommittee  by  Goldman  Sachs,  GS-PSI-00172. 
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This  section  of  the  Report  examines  how  Goldman  originated,  marketed,  and  sold  its 
mortgage  related  securities,  in  particular  CDO  securities,  during  late  2006  and  in  2007,  as  the 
mortgage  market  deteriorated  and  as  Goldman  was  profiting  from  its  own  net  short  positions.  The 
section  begins  with  general  information  about  Goldman's  securitization  activities,  followed  by 
detailed  case  studies  of  four  Goldman-originated  CDOs:  Hudson  1,  Anderson,  Timberwolf  I,  and 
Abacus  2007-AC1. 

The  evidence  discloses  troubling  and  sometimes  abusive  practices  which  show,  first,  that 
Goldman  knowingly  sold  high  risk,  poor  quality  mortgage  products  to  clients  around  the  world, 
saturating  financial  markets  with  complex,  financially  engineered  instruments  that  magnified  risk 
and  losses  when  their  underlying  assets  began  to  fail.  Second,  it  shows  multiple  conflicts  of  interest 
surrounding  Goldman's  securitization  activities,  including  its  use  of  CDOs  to  transfer  billions  of 
dollars  of  risk  to  investors,  assist  a  favored  client  make  a  $1  billion  gain  at  the  expense  of  other 
clients,  and  produce  its  own  proprietary  gains  at  the  expense  of  the  clients  to  whom  Goldman  sold 
its  CDO  securities. 

Under  Goldman's  sales  policies  and  procedures,  an  affirmative  action  by  Goldman 
personnel  to  sell  a  specific  investment  to  a  specific  customer  constituted  a  recommendation  of  that 
investment.2007  Under  federal  securities  law,  when  acting  as  an  underwriter,  placement  agent,  or 
broker-dealer  recommending  an  investment  to  a  customer,  Goldman  had  an  obligation  to  sell 
investments  that  were  suitable  for  any  investor  and  were  not  designed  to  fail.  When  acting  in  those 
roles  and  affirmatively  soliciting  clients  to  buy  securities,  Goldman  also  had  an  obligation  to 
disclose  material  information  that  a  reasonable  investor  would  want  to  know,  including  material 
conflicts  of  interest  or  adverse  interests  in  connection  with  its  sale  of  a  security.2008 

In  2006  and  2007,  when  selling  subprime  CDO  securities  to  customers,  Goldman  did  not 
always  disclose  that  the  securities  contained  or  referenced  assets  Goldman  believed  would  perform 
poorly,  and  that  the  securities  themselves  were  rapidly  losing  value.  Goldman  also  did  not  disclose 
that  the  firm  had  built  a  large  net  short  position  betting  that  CDO  and  RMBS  securities  similar  to 
the  ones  it  was  selling  would  lose  value.  In  the  case  of  the  Hudson,  Anderson,  and  Timberwolf 
CDOs,  Goldman  failed  to  disclose  to  potential  investors  that  it  was  shorting  the  very  securities 
Goldman  was  selling  to  them.  In  the  case  of  the  Abacus  CDO,  Goldman  failed  to  disclose  to 
potential  investors  that  it  had  allowed  an  interested  party  to  help  select  the  CDO  assets  and  act  as 
the  sole  short  party,  with  the  expectation  that  the  selected  assets  would  lose  value  and  that  party 
would  make  money  at  the  expense  of  the  long  investors  to  whom  Goldman  had  sold  the  securities. 
Goldman  created  these  and  other  conflicts  of  interest  with  its  clients  in  connection  with  its  CDO 
activities. 


2007  See  Goldman  Sachs  response  to  Subcommittee  QFR  at  PSIQFRGS0252,  at  0262. 

For  a  detailed  discussion  of  these  obligations  under  federal  securities  laws,  see  Section  (6)(a),  below. 
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(a)  Background 

To  understand  Goldman's  securitization  activities,  this  section  provides  general  background 
about  its  CDO  and  RMBS  business  and  how  Goldman  changed  its  securitization  activities  when  the 
mortgage  market  began  to  deteriorate  in  late  2006. 

(i)  Goldman's  Securitization  Business 

The  Goldman  Mortgage  Department  originated  CDOs  through  two  different  desks  within 
the  Department.  Approximately  half  of  Goldman's  CDOs  were  originated  by  its  CDO  Origination 
Desk,  which  assembled  the  assets,  structured  the  CDOs,  and  worked  with  the  Goldman  sales  force 
to  market  the  resulting  securities  to  a  broad  range  of  investors.  The  CDO  Origination  Desk  was 
headed  by  Peter  Ostrem  from  2006  until  May  2007,  after  which  all  remaining  Goldman-originated 
CDOs  were  transferred  to  the  Structured  Product  Group  (SPG)  Trading  Desk  and  were  overseen  by 
David  Lehman. 

Goldman's  other  CDOs,  which  were  part  of  a  series  issued  under  the  name  of  Abacus,  were 
originated  by  the  Correlation  Trading  Desk,  which  was  a  sub-desk  of  the  SPG  Trading  Desk.  The 
Correlation  Trading  Desk  specialized  in  arranging  customized  trades  for  investors  and  used  the 
Abacus  series  of  CDOs  as  one  of  its  investment  alternatives.  The  Correlation  Trading  Desk  was 
headed  by  Jonathan  Egol.  The  CDO  Origination  and  Correlation  Trading  Desks  were  located  on  the 
same  floor  as  the  other  SPG  Trading  Desks. 

RMBS  securitizations  were  handled  by  the  Residential  Whole  Loan  Trading  Desk,  headed 
by  Kevin  Gasvoda.  Sub-desks  within  the  Residential  Whole  Loan  Trading  area  oversaw  the 
purchase  of  residential  loan  pools,  constructed  the  RMBS  securitizations,  and  worked  with  the 
Goldman  sales  force  to  sell  the  resulting  securities  to  investors. 

After  a  desk  originated  a  CDO  or  RMBS  securitization  and  sold  the  Goldman-originated 
securities  for  the  first  time,  all  secondary  trading  of  the  securities  was  handled  by  the  Structured 
Products  Group's  Asset-Backed  Security  (ABS)  Desk.  In  mid-2007,  Goldman  shut  down  its  CDO 
Origination  Desk  and  directed  the  ABS  Desk  to  sell  all  remaining  Goldman-originated  CDO 
securities,  in  addition  to  conducting  the  secondary  trading  it  normally  handled. 

Daniel  Sparks,  as  head  of  the  Mortgage  Department,  oversaw  all  of  Goldman's  CDO  and 
RMBS  origination  activities.  Mr.  Sparks  reported  at  times  to  Jonathan  Sobel,  the  prior  department 
head,  and  Richard  Ruzika,  then  head  of  Commodities  Trading.  He  also  worked  with  Justin 
Gmelich,  a  managing  director  asked  to  help  him  run  the  Department  on  a  short  term  basis.  Mr. 
Sparks  also  had  frequent  contact  with  more  senior  Goldman  executives,  including  Thomas  Montag, 
then  global  co-head  of  Securities  Trading,  and  Donald  Mullen,  then  head  of  Credit  Trading.  On 
occasion,  he  also  received  directives  from  Chief  Financial  Officer  David  Viniar  and  Co-Presidents 
Gary  Cohn  and  Jon  Winkelried. 
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(ii)  Goldman's  Negative  Market  View 

As  established  earlier  in  the  Report,  all  of  Goldman's  securitization  activities  from  2006  to 
2007  took  place  against  the  backdrop  of  a  subprime  mortgage  market  that,  in  Goldman's  view,  was 
in  distress  and  worsening. 

On  December  7,  2006,  for  example,  Mr.  Sparks  sent  this  gloomy  assessment  to  senior 
executive  Thomas  Montag: 

"Generally,  originators  are  struggling  with  EPDs  [early  payment  defaults]  which  require 
them  to  buy  back  loans  and  take  losses  -  thinly  capitalized  firms  can't  take  much  of  it. 
Lower  margins  and  volumes  are  also  causing  pain.  Ownit  [a  mortgage  originator]  ...  closed 
Monday.  Premiums  for  these  originators  -  all  of  whom  are  for  sale  -  are  rapidly  falling.  ... 
Likely  fall-out  -  more  originators  close  and  spreads  in  related  sectors  widen."2009 

A  week  later,  on  December  13,  2006,  Mr.  Sparks  repeated  his  negative  view  of  the  subprime 
mortgage  market  before  senior  Goldman  executives  on  the  Firmwide  Risk  Committee.  The 
committee  minutes  described  his  report  as  follows: 

"Dan  Sparks:  Noted  the  stress  in  the  subprime  market;  Concern  around  '06  originators,  as 
two  more  failed  last  week;  Concern  around  early  payment  defaults,  $5BN  in  loans  to 
subprime  borrowers,  warehouse  lines  to  6  subprime  lenders,  and  $16MM  in  '06  residual 
positions  and  alt-a  and  subprime  residual  positions  from  '04-' 05;  Street  aggressively  putting 
back  early  payment  defaults  to  originators  thereby  affecting  the  originator's  business. 
Rumors  around  more  failures  are  in  the  market."2010 

On  December  14,  2006,  CFO  David  Viniar  held  a  meeting  with  senior  Mortgage 
Department  executives,  reviewed  their  mortgage  related  holdings,  and  directed  them  to  offset  the 
risk  posed  by  declining  values.2011  The  Mortgage  Department  then  initiated  its  first  multi-billion- 
dollar  net  short  positions  in  2007,  essentially  betting  that  subprime  mortgage  related  assets  would 
fall  in  value. 

In  early  2007,  Mr.  Sparks  made  increasingly  dire  predictions  about  the  decline  in  the 
subprime  mortgage  market  and  issued  emphatic  instructions  to  his  staff  about  the  need  to  get  rid  of 
subprime  loans  and  other  assets.  On  February  8,  2007,  for  example,  Mr.  Sparks  wrote: 


2009  See  12/7/2006  email  from  Daniel  Sparks  to  Tom  Montag,  "Subprime  Volatility,"  GS  MBS-E-010931233. 

2010  12/13/2006  Firmwide  Risk  Committee  December  13  Minutes,  GS  MBS-E-009582963-64. 

For  more  information  about  this  December  14  meeting,  see  discussion  in  Section  C(4)(b),  above. 
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"Subprime  environment  -  bad  and  getting  worse.  Everyday  is  a  major  fight  for  some  aspect 
of  the  business  (think  whack- a-mole).  .  .  .  [P]ain  is  broad  (including  investors  in  certain  GS- 
issued  deals)."2012 

On  February  14,  2007,  Mr.  Sparks  wrote  some  notes  to  himself: 

"Bad  week  in  subprime 

collateral  performance  on  loans  was  poor  -  we  took  a  write-down  on  second  lien  deals  and 
on  the  scratch  and  dent  book  last  week  .... 

Synthetics  market  got  hammered-  around  150  [basis  points]  wider  .... 

Originators  are  really  in  a  bad  spot.  Thinly  capitalized,  highly  levered,  dealing  with 
significant  loan  putbacks,  some  with  retained  credit  risk  positions,  now  having  trouble 
selling  loans  above  par  when  it  cost  them  2  points  to  produce. 


What  is  the  next  area  of  contagion 


"2013 


That  same  day,  February  14,  2007,  Mr.  Sparks  exchanged  emails  with  Goldman's  Co- 
President  Jon  Winkelried  about  the  deterioration  in  the  subprime  market: 

Mr.  Winkelried:  "Another  downdraft?" 

Mr.  Sparks:  "Very  large  -  it's  getting  messy  .  ...  Bad  news  everywhere.  Novastar  bad 
earnings  and  1/3  of  market  cap  gone  immediately.  Wells  [Fargo]  laying  off  300  subprime 
staff  and  home  price  appreciation  data  showed  for  first  time  lower  prices  on  homes  over  year 
broad  based."2014 

On  February  26,  2007,  when  Mr.  Montag  asked  him  about  two  CDO2  transactions  being 
assembled  by  the  CDO  Origination  Desk,  Timberwolf  and  Point  Pleasant,  Mr.  Sparks  expressed  his 
concern  about  both: 

Mr.  Montag:  cdo  squared-how  big  and  how  dangerous 

Mr.  Sparks:  Roughly  2bb,  and  they  are  the  deals  to  worry  about.2015 


2012  2/8/2007  email  from  Daniel  Sparks,  "Post,"  Hearing  Exhibit  4/27-7. 

2013  2/14/2007  email  from  Daniel  Sparks  to  himself,  "Risk,"  GS  MBS-E-002203268. 

2/21/2007  email  exchange  between  Daniel  Sparks  and  Jon  Winkelried,  "Mortgages  today,"  GS  MBS-E- 
010381094,  Hearing  Exhibit  4/27-10. 
2015  2/26/2007  emails  between  Tom  Montag  and  Daniel  Sparks,  "Questions  you  had  asked,"  GS  MBS-E-019164799. 
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On  March  3,  2007,  Mr.  Sparks  made  notes  after  a  telephone  call:  "Things  we  need  to  do  .... 
Get  out  of  everything."2016  On  March  7,  2007,  Mr.  Sparks  again  reported  to  Goldman's  Firmwide 
Risk  Committee  on  accelerating  problems  in  the  subprime  mortgage  market: 

"-  'Game  Over'  -  accelerating  meltdown  for  subprime  lenders  such  as  Fremont  and  New 
Century. 

-  The  Street  is  highly  vulnerable  ....  Current  strategies  are  to  'put  back'  inventory  and 
liquidate  positions. 

-  The  Mortgage  business  is  currently  closing  down  every  subprime  exposure  possible."2017 

On  March  8,  2007,  Mr.  Sparks  emailed  several  senior  executives,  including  Mr.  Viniar  and  Mr. 
Cohn  about  "Mortgage  Risk":    "[W]e  are  trying  to  close  everything  down,  but  stay  on  the  short 

side."2018 

Other  Mortgage  Department  personnel  gave  similarly  bleak  assessments  of  the  subprime 
mortgage  market.  As  early  as  January  2007,  Jonathan  Egol,  head  of  the  Correlation  Trading  Desk, 
wrote  to  a  colleague  expressing  his  clients'  views:  "The  mkt  is  dead."2019  In  February  2007,  when 
discussing  plans  to  issue  an  Abacus  CDO  with  a  Correlation  Desk  Trader,  Fabrice  Tourre,  Mr.  Egol 
repeated  that  assessment  as  his  own: 

Mr.  Egol:  [T]he  paulson  trade  may  already  be  dead  (although  given  it  is  baa2  it  may  still 
have  a  decent  shot). 

Mr.  Tourre:  Don't  think  the  Paulson  trade  is  dead.  Supersenior  pretty  much  done  with 
AC  A,  AAAs  could  be  placed  in  2  shots,  this  is  sufficient.  Remember  we  make  $$$  per 
tranche  placed.  ... 

Mr.  Egol:  You  know  I  love  it  all  I'm  saying  is  the  cdo  biz  is  dead  we  don't  have  a  lot  of 
time  left.2020 


:ni(, 


3/3/2007  email  from  Daniel  Sparks,  "Call,"  Hearing  Exhibit  4/27-14. 


2017  3/12/2007  Goldman  Firmwide  Risk  Committee,  "March  7th  FWR  Minutes,"  GS  MBS-E-00221 171,  Hearing 
Exhibit  4/27-19;  see  also  3/7/2007  email  from  Daniel  Sparks  to  himself,  "Risk  Comm,"  GS  MBS-E-002212223. 

2018  3/8/2007  email  from  Daniel  Sparks,  "Mortgage  risk,"  Hearing  Exhibit  4/27-75. 

2019  1/29/2007  email  from  Jon  Egol  to  Fabrice  Tourre,  GS  MBS-E-002620292.   Mr.  Tourre  responded:  "'The 
market  is  dead'???   Ouahhh,  what  do  you  mean  by  that?   Do  you  have  any  insight  I  don't?"   Mr.  Egol  replied:   "LDL 
[let's  discuss  live]  tomorrow."   Id.   Mr.  Egol  later  wrote:   "This  is  not  my  personal  opinion  -  just  a  synopsis  of  the 
views  of  the  customers  we  have  seen  today."    1/29/2007  email  from  Jon  Egol  to  Daniel  Sparks,  GS  MBS-E- 
003249991. 

2020  2/11/2007  email  from  Jon  Egol,  "Index  Tranche  Pricing  Study  -  08Feb07.xls,"  GS  MBS-E-002640951.   See  also 
2/20/2007  email  from  Fabrice  Tourre  to  Jon  Egol,  GS  MBS-E-009332408  (Mr.  Tourre:   "By  the  way,  quote  from  an 
ABS  correlation  trader  (non-GS):    "the  mezz  ABS  CDO  business  is  dead."   Mr.  Egol  responded:   "who."   Mr. 
Tourre  replied:   "LDL."   "LDL,"  which  means  "let's  discuss  live,"  is  an  abbreviation  that  appears  throughout  the 
Goldman  documents  produced  to  the  Subcommittee.);  3/27/2007  email  from  a  Goldman  analyst,  GS  MBS-E- 
009685430  ("The  housing  slowdown  has  the  risk  now  not  be[ing]  offsetting  [sic]  by  stronger  capital  spending.   Both 


481 

On  March  8,  2007,  in  an  email  to  senior  management,  Mr.  Sparks  listed  a  number  of  "large 
risks  I  worry  about."2021  At  the  top  of  the  list  was  "CDO  and  Residential  loan  securitization 
stoppage  -  either  via  buyer  strike  or  dramatic  rating  agency  change."  Mr.  Sparks  was  referring  to 
the  possibility  that  Goldman  would  be  unable  to  securitize  and  sell  its  remaining  subprime  mortgage 
related  inventory  by  repackaging  it  into  RMBS  and  CDOs  for  sale  to  customers.  His  concern  was 
either  that  buyers  would  refuse  to  purchase  such  products  ("buyer  strike"),  or  that  the  ratings 
agencies  might  realize  the  poor  quality  and  high  risks  associated  with  these  products  and  downgrade 
them  so  they  could  not  be  sold  with  AAA  ratings  ("dramatic  rating  agency  change").  In  essence, 
Mr.  Sparks  was  worried  about  Goldman's  being  left  with  a  large  inventory  of  unsold  and  unsaleable 
subprime  mortgage  related  assets  when  the  market  finally  collapsed.2022 

At  the  same  time  Goldman  personnel  were  expressing  these  negative  views  of  the 
securitization  business,  the  Mortgage  Department  was  building  its  large  net  short  positions  in  the 
first  and  third  quarters  of  the  year. 

(iii)  Goldman's  Securitization  Sell  Off 

In  response  to  the  December  14,  2006  meeting  at  which  CFO  David  Viniar  ordered  the 
Mortgage  Department  to  offset  the  risk  associated  with  its  mortgage  related  holdings,  the 
Department  initiated  an  intensive  effort  to  sell  off  the  subprime  RMBS  and  CDO  securities  and 
other  assets  in  its  inventory  and  warehouse  accounts.2023 

AA.  RMBS  Sell  Off 

As  described  earlier,  on  the  same  day  as  the  Viniar  meeting,  December  14,  2006,  Kevin 
Gasvoda,  head  of  the  Mortgage  Department's  Residential  Whole  Loan  Trading  Desk,  instructed  his 
staff  to  undertake  an  immediate,  concerted  effort  to  sell  the  whole  loans  and  RMBS  securities  in 
Goldman's  inventory  and  warehouse  accounts,  focusing  on  RMBS  securities  from  Goldman- 
originated  securitizations.2024    By  February  9,  2007,  the  Goldman  sales  force  reported  a  substantial 


growth  and  the  market  are  DEAD  if  that's  the  case.")  [emphasis  in  original]. 

2021   3/8/2007  email  from  Daniel  Sparks,  "Mortgage  risk,"  Hearing  Exhibit  4/27-75. 

See  also  emails  expressing  concerns  about  the  CDO  market  in  particular.   6/27/2007  email  from  Jonathan  Sobel, 
"Citi  feedback  on  debt  mkts,"  GS  MBS-E-010807091  (reporting  a  conversation  with  the  head  of  the  mortgage  desk 
at  Citibank:   "He  is  very  nervous.  ...    Some  Citi  people  think  the  CDO  market  is  dead  -  a  potential  result  of 
[subprime]  contagion.");  8/30/2007  email  from  Daniel  Sparks,  "RAIT,"  GS  MBS-E-010626401  ("the  business 
model  pursued  by  these  guys  (taking  junior  parts  of  the  .  .  .  capital  structure  and  obtaining  further  leverage  via  the 
CDO  market)  is  dead  for  the  foreseeable  future."). 

See  also  Section  C(4)(b)  of  this  chapter,  above. 
2024   12/14/2007  email  from  Kevin  Gasvoda,  "Retained  bonds,"  GS  MBS-E-010935323,  Hearing  Exhibit  4/27-72. 
See  also  2/8/2007  email  from  Kevin  Gasvoda  to  Tom  Montag,  "Mortgage  risk  -  credit  residential,"  at  2,  GS  MBS-E- 
010372233,  Hearing  Exhibit  4/27-74  (seven  weeks  later,  Mr.  Gasvoda  reported  transferring  the  remaining  Goldman- 
originated  RMBS  securities  to  the  mortgage  trading  desk  to  sell:   "moving  retained  bonds  out  of  primary  desk  hands 
and  into  2ndry  desk."). 


482 

number  of  sales,2025  and  by  the  end  of  February,  Goldman's  controllers  reported  that  Goldman's 
inventory  of  whole  loans  had  "decreased  from  $1  lbn  to  $7bn"  with  "subprime  loans  decreased  from 
$6.3bn  to  $1.5bn,"  a  reduction  of  more  than  two-thirds.2026 

In  addition,  during  the  first  quarter  of  2007,  the  Mortgage  Department  drastically  slowed  its 
RMBS  origination  business  and  its  purchase  of  whole  loans  and  RMBS  securities.2027  Those  actions 
meant  that  Goldman  was  not  only  reducing  its  inventory,  but  also  reducing  its  intake  of  what  had 
previously  been  a  constant  inflow  of  billions  of  dollars  in  whole  loans  and  RMBS  securities 
purchased  as  part  of  its  securitization  business. 

In  addition  to  selling  whole  loans  and  RMBS  securities,  the  Mortgage  Department  wrote 
down  the  value  of  its  remaining  subprime  mortgage  portfolio.  On  February  8,  2007,  for  example, 
Mr.  Gasvoda  recommended  that  certain  whole  loan  pools  and  RMBS  securities  be  marked  down  by 
$22  million.2028  On  February  9,  2007,  Mr.  Sparks  reported  a  $30  million  writedown  on  non 
performing  loans.2029  Mr.  Ruzika  responded:  "Ok,  you've  been  communicating  the  write  down  was 
coming.  Let's  go  through  the  residual  risk  and  make  sure  we  get  to  the  correct  number  for  the 
quarter."2030  Residual  risk  referred  to  the  non  rated  equity  tranches  that  underwriters  like  Goldman 
often  retained  from  the  RMBS  securitizations  they  originated;  those  tranches  were  also  written 


2/9/2007  email  exchange  between  Kevin  Gasvoda  and  sales  syndicate,  "GS  Syndicate  RMBS  Axes 
(INTERNAL),"  GS  MBS-E-010370495,  Hearing  Exhibit  4/27-73. 

2026  2/23/2007  "Significant  Cash  Inventory  Change  (Q1'07  vs.  Q4'06),"  datasheet  prepared  by  Goldman,  GS  MBS- 
E-010037311,  Hearing  Exhibit  4/27-12. 

2027  See,  e.g.,  3/8/2007  email  from  Daniel  Sparks,  "Mortgage  risk,"  GS  MBS-E-002206279,  Hearing  Exhibit  4/27- 
75  ("[f]or  residential  loans,  we  have  not  bought  much  lately");  3/26/2007  Goldman  presentation  to  Board  of 
Directors,  "Subprime  Mortgage  Business,"  GS  MBS-E-005565527,  Hearing  Exhibit  4/27-22  (reporting  that 
Mortgage  Department  is  using  "conservative  bids"  on  loans);  3/14/2007  Goldman  Presentation  to  SEC,  "Subprime 
Mortgage  Business  14-Mar-2007,"  at  7,  GS  MBS-E-010022328;  3/2/2007  email  to  Craig  Broderick,  "Audit 
Committee  Package_Feb  21_Draft_Mortgage_Page.ppt,"  GS  MBS-E-009986805,  Hearing  Exhibit  4/27-63  (we  are 
"lowballing"  bids  on  loans). 

2028  2/8/2007  email  from  Kevin  Gasvoda  to  Daniel  Sparks,"Post,"  GS  MBS-E-002201668,  Hearing  Exhibit  4/27-7 
("monthly  performance  analysis  completed  this  morning  on  what  can  be  securitized  vs  will  be  foreclosed  tells  us  we 
should  mark  down  around  $22mm").    See  also  2/2/2007  email  from  Daniel  Sparks,  "Second  lien  deal  performance 
and  write-down,"  GS  MBS-E-002201050,  Hearing  Exhibit  4/27-92  ("Gasvoda  alerted  me  last  night  that  we  will  take 
a  write-down  to  some  retained  positions  next  week  as  the  loan  performance  data  from  a  few  second  lien  sub-prime 
deals  just  came  in  (comes  in  monthly)  and  it  is  horrible.");  2/8/2007  email  from  Kevin  Gasvoda  to  Tom  Montag, 
"Mortgage  risk  -  credit  residential,"  at  2,  GS  MBS-E-010372233,  Hearing  Exhibit  4/27-74.   Mr.  Gasvoda 
summarized  the  other  write-downs  as  follows: 

"-  2n   lien  residual  -  took  $20-25mm  write-downs  over  last  3  months  (could  lose  $5-15  mm  more) 

-  2nd  lien  retained  bonds-took  $18mm  write-down  this  week  (could  lose  $5-15  more) 

-  Subperforming  loan  book  -  taking  $28mm  write-down  this  week  (could  lose  $20-40mm  more) 
What  do  all  these  areas  have  in  common?  -  most  HPA  [housing  price  appreciation]  sensitive  sectors. 
They've  crumbled  under  HPA  slowdown  as  these  are  the  most  levered  borrowers. 

What  have  we  done  to  mitigate? 

-  we  stopped  buying  subprime  2n  liens  in  the  summer  of  '06  and  have  focused  on  alt-a  and  prime." 

2029  2/9/2007  email  from  Daniel  Sparks,  "Scratch  &  dent  loan  write  down  $30mm,"  GS  MBS-E-009760380. 

2030  w> 
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down  in  value.  Those  writedowns  not  only  implemented  Goldman's  policy  of  using  current  market 
values  for  its  assets,  but  also  effectively  reduced  the  size  of  Goldman's  "long"  position  in  subprime 
mortgage  related  assets.  As  Mr.  Ruzika  wrote  to  Mr.  Cohn:  "working  with  Dan  to  uncover  exactly 
what  else  needs  to  be  written  down  so  that  we  can  pnl  [profit  and  loss]  it  this  quarter  and  be  clean 
going  into  next  quarter."2031 

Loan  Repurchase  Campaign.  In  addition  to  its  sales  and  writedowns,  the  Mortgage 
Department  intensified  its  efforts  to  identify  and  return  defaulted  or  otherwise  deficient  loans  to  the 
originating  lender  from  which  they  had  been  purchased  in  exchange  for  a  refund  of  the  purchase 
price.  Altogether  in  2006  and  2007,  Goldman  made  about  $475  million  in  repurchase  claims  for 
securitized  loans,  and  recovered  about  $82  million.2032  It  also  made  about  $40  million  in  repurchase 
claims  for  unsecuritized  loans,  and  recovered  about  $17  million.2033 

In  the  years  leading  up  to  the  financial  crisis,  most  subprime  loan  purchase  agreements 
provided  that  if  a  loan  experienced  an  early  payment  default  (EPD),  meaning  the  borrower  failed  to 
make  a  payment  within  three  months  of  the  loan's  purchase,  or  if  the  loan  breached  certain 
representations  or  warranties,  such  as  representations  related  to  the  loan's  characteristics  or 
documentation,  the  loan  could  be  returned  or  "put  back"  to  the  seller  which  was  then  obligated  to 
repurchase  it.  In  late  2006,  as  subprime  loans  began  to  experience  accelerated  rates  of  EPDs  and 
fraud,2034  Wall  Street  firms  began  to  intensify  their  efforts  to  return  those  loans  for  refunds.  Some 
subprime  lenders  began  to  experience  financial  distress  due  to  unprecedented  waves  of  repurchase 
requests  that  drained  their  cashflows.2035 

Although  Goldman,  either  directly  or  through  a  third  party  due  diligence  firm,  routinely 
conducted  due  diligence  reviews  of  the  mortgage  loan  pools  it  bought  from  lenders  or  third  party 
brokers  for  use  in  its  securitizations,  those  reviews  generally  examined  only  a  sample  of  the  loans 


2031  2/13/2007  email  from  Richard  Ruzika  to  Gary  Cohn,  "Catch  Up,"  GS  MBS-E-019794071.  Mr.  Cohn  forwarded 
Mr.  Ruzika's  report  to  Messrs.  Blankfein  and  Winkelried.   Id.    See  also  6/8/2007  email  from  Kevin  Gasvoda, 
"Project  Omega  -  Mortgages  MTM  of  Resids,"  GS  MBS-E-013411815  (working  on  potential  deal  to  sell  marked- 
down  mortgage  residuals). 

2032  See  Goldman  Sachs  response  to  Subcommittee  QFR  at  PSI_QFR_GS0039. 

2033  Id. 

Using  loan  data,  the  U.S.  mortgage  industry  had  developed  anticipated  default  rates,  including  EPDs,  for 
different  mortgage  classes,  such  as  subprime,  Alt  A,  and  prime  loans.   These  default  rates,  however,  were  based  in 
large  part  on  past  loan  underwriting  practices  and  loan  types  that  bore  little  resemblance  to  the  loans  issued  in  the 
years  leading  up  to  the  financial  crisis,  as  explained  in  Chapter  V  of  this  Report.   In  2006,  subprime  loans  began  to 
experience  higher  than  anticipated  EPD  rates,  and   lenders  were  hit  by  unanticipated  repurchase  demands  they  could 
not  afford  to  pay.   The  first  EPD-related  mortgage  lender  failures  occurred  in  late  2006,  and  bankruptcies  continued 
throughout  2007. 

See,  e.g.,  3/26/2007  "Subprime  Mortgage  Business,"  Goldman  presentation  to  Board  of  Directors,  at  3-5,  GS 
MBS-E-005565527  at  532,  Hearing  Exhibit  4/27-22  (timeline  showing  Ownit,  a  subprime  lender,  filed  for 
bankruptcy  on  December  28,  2006,  and  list  of  subprime  related  businesses  bankrupted,  suspended,  closed,  sold,  or 
put  up  for  sale). 
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and  did  not  attempt  to  identify  and  weed  out  all  deficient  mortgages.2036  Instead,  Goldman 
purchased  loan  pools  with  the  expectation  that  they  would  incur  a  certain  rate  of  defaults.  In  late 
2006,  however,  like  other  Wall  Street  firms,  Goldman  began  to  see  much  higher  than  anticipated 
delinquency  and  default  rates  in  the  loan  pools  in  its  inventory  and  warehouse  accounts,  and  in  the 
subprime  RMBS  and  CDO  securitizations  it  originated.2037  Defaulted  loans  generally  could  not  be 
sold  or  securitized,  and  had  to  be  terminated  through  foreclosure  proceedings  or  sold  in  so-called 
"scratch  and  dent"  pools  that  generally  produced  less  money  than  the  loans  cost  to  buy.  In  addition, 
defaulted  loans  meant  that  the  borrowers  who  took  out  those  loans  stopped  making  loan  payments 
to  the  securitized  loan  pool,  reducing  the  cashflow  into  the  related  securities.  RMBS  and  CDO 
securities  whose  underlying  assets  incurred  high  rates  of  loan  delinquencies  and  defaults 
experienced  reduced  cashflows,  lost  value,  and  sometimes  failed  altogether,  resulting  in  substantial 
losses  for  investors. 

In  early  2007,  Goldman's  Mortgage  Department  initiated  an  intensive  review  of  the  loans  in 
its  inventory,  warehouse  accounts,  and  RMBS  and  CDO  securitizations,  to  identify  deficient  loans 
and  return  them  for  refunds.  On  February  2,  2007,  Mr.  Sparks  reported  to  senior  Goldman 
executives  Messrs.  Viniar,  Montag,  and  Ruzika  that  obtaining  refunds  from  the  loan  originators 
would  be  "a  battle": 

"The  team  is  working  on  putting  loans  in  the  deals  back  to  the  originators  (New  Century, 
WAMU,  and  Fremont  -  all  real  counterparties),  as  there  seem  to  be  issues  potentially 
including  some  fraud  at  origination,  but  resolution  will  take  months  and  be  contentious.  ... 
The  put  backs  will  be  a  battle."2038 


2036  Goldman  or  a  third  party  due  diligence  firm  it  hired  typically  examined  a  sample  of  the  loans.   Based  on  the 
number  of  problem  loans  found  in  the  sample,  Goldman  or  the  due  diligence  firm  extrapolated  the  total  percentage  of 
problem  loans  likely  to  be  contained  in  the  pool.   This  information  was  then  factored  into  the  price  Goldman  paid  for 
the  pool.   Any  specific  loans  identified  in  the  sampling  process  as  deficient  were  generally  returned  to  the  lender  for 
repurchase,  but  it  was  rare  for  an  investment  bank  to  review  100%  of  a  pool  to  identify  all  of  the  deficient  loans  and 
return  them.   Subcommittee  interview  of  Clayton  Holdings  (1 1/9/2010). 

2037  See,  e.g.,  1/8/2007  email  from  Daniel  Sparks,  "Color  on  the  Sub  Prime  Market,"  GS  MBS-E-002195434  (after 
receiving  a  report  on  potential  EPD  problems,  Mr.  Sparks  wrote:   "I  just  can't  see  how  any  originator  in  the  industry 
is  worth  a  premium.   I'm  also  a  bit  scared  of  accredited  and  new  century,  and  I'm  not  sure  about  taking  on  a  bunch  of 
new  exposures.");  2/8/2007  email  from  FICC  analyst  to  Mr.  Sparks,  Mr.  Gasvoda,  and  others,  "2006  Subprime  2nds 
Deals  Continue  to  Underperform,"  GS  MBS-E-003775340,  Hearing  Exhibit  4/27-167d  ("2006  vintage  Subprime 
closed-end  seconds  (CES)  issuance  has  continued  to  deteriorate.  ...  [N]on-GS  Subprime  CES  deals  are  categorically 
experiencing  similar  negative  behavior  across  shelves,  originators,  and  servicers.  ...   Outlook:  2006  vintage  ...  could 
eventually  reach  4-5+  times  that  of  2004/early  2005  vintages  (more  than  double  that  of  RA  expected  losses)."). 

2038  2/2/2007  email  from  Daniel  Sparks  to  Messrs.  Montag,  Ruzika,  and  Viniar,  GS  MBS-E-002201050,  Hearing 
Exhibit  4/27-92.    See  also  2/2/2007  email  from  Michelle  Gill,  "Warehouse  policy,"  GS  MBS-E-00555633  1 
(discussing  proposal  to  charge  higher  warehouse  fees  to  mortgage  originators  with  higher  EPD  and  "drop-out"  rates, 
including  Fremont  and  New  Century). 
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To  manage  its  loan  repurchase  campaign,  Goldman  expanded  an  operations  center  in  St. 
Petersburg,  Florida,2039  and  made  extensive  use  of  third  party  due  diligence  firms  hired  to  review  its 
securitized  loan  pools.2040  Goldman  instructed  the  firms  to  "re-underwrite"  every  loan  in  pools  of 
mortgages  purchased  from  specific  lenders,  including  New  Century,  Fremont,  Long  Beach,  and  later 
Countrywide.2041 

By  March  2007,  the  average  EPD  rate  for  subprime  loans  in  Goldman's  inventory  had 
climbed  from  1%  of  aggregate  volume  to  5%,  a  dramatic  increase.2042  On  March  7,  2007,  Mr. 
Sparks  described  Goldman's  exposure  as  follows: 

"As  for  the  big  3  originators  -  Accredited,  New  Century  and  Fremont,  our  real  exposure  is 
in  the  form  of  put-back  claims.  Basically,  if  we  get  nothing  back  we  would  lose  around 
$60mm  vs  loans  on  our  books  (we  have  a  reserve  of  $30mm)  and  the  loans  in  the  [CDO  and 
RMBS]  trusts  could  lose  around  $60mm  (we  probably  suffer  about  1/3  of  this  in  ongoing 
exposures).  ...  Rumor  today  is  that  the  FBI  is  in  Accredited."2043 

Five  days  later,  on  March  12,  2007,  Mr.  Sparks  wrote:  "The  street  is  aggressively  putting  things 
back,  like  a  run  on  the  bank  before  there  is  no  money  left  to  fulfill  the  obligations."2044 

One  of  the  lenders  that  was  an  initial  focus  of  Goldman's  loan  repurchase  effort  was  New 
Century,  a  subprime  lender  whose  loans  Goldman  had  used  in  many  Goldman-originated  RMBS 
securitizations.  After  completing  a  review  of  one  New  Century  loan  pool,  an  analyst  recommended 
"putting  back  26%  of  the  pool ...  if  possible."2045  A  putback  rate  of  26%  meant  that  about  one  in 


2039  2/27/2007  email  from  Christopher  Gething,  "Our  Expansion,"  GS  MBS-E-010387242  (expansion  of  St. 
Petersburg  office  to  accommodate  staff  for  loan  repurchase  effort). 

2040  See,  e.g.  3/2007  Goldman  email  chain,  "RE:  NC  Visit,"  GS  MBS-E-002048050  (mentioning  four  different  third 
party  "vendors"  conducting  loan  reviews  for  the  loan  repurchase  effort  and  stating:   "We're  off  to  other  vendors  at 
this  point."). 

2041  See  3/9/2007  email  from  Kevin  Gasvoda,  "priorities,"  GS  MBS-E-00221 1055  (listing  priority  mortgage 
originators  as  Accredited,  Fremont,  New  Century,  and  Novastar);  3/14/2007  Goldman  email,  "NC  Visit,"  GS  MBS- 
E-002048050  (identifying  New  Century,  Fremont  and  Long  Beach);  6/29/2007  email  from  Ed  Chavez, 
"Countrywide  Investigation  Review  Update,"  GS  MBS-E-00213441 1. 

2042  3/2/2007  email  to  Craig  Broderick,  "Audit  Committee  Package_Feb  21_Draft_Page.ppt,"  GS  MBS-E- 
009986805,  Hearing  Exhibit  4/27-63. 

2043  3/7/2007  email  from  Daniel  Sparks,  "Originator  exposures,"  GS  MBS-E-002206279,  Hearing  Exhibit  4/27-75. 

2044  3/12/2007  email  from  Daniel  Sparks,  "Subprime  Opportunities,"  GS  MBS-E-004641002.   See  also  4/15/2007 
email,  "March  2007  Counterparty  Surveillance,"  GS  MBS-E-002135667  (forwarding  report  to  loan  repurchase  team, 
"Please  find  attached  the  March  counterparty  surveillance  report  (and  boy,  is  it  a  doozy).");  3/26/2007  "Subprime 
Mortgage  Business,"  Goldman  presentation  to  Board  of  Directors,  at  5,  GS  MBS-E-005565527,  Hearing  Exhibit 
4/27-22  (list  of  subprime  related  businesses  bankrupted,  suspended,  closed,  sold,  or  put  up  for  sale). 

2045  3/13/2007  email  from  Manisha  Nanik,  "New  Century  EPDs,"  GS  MBS-E-002146861,  Hearing  Exhibit  4/27-77. 
The  review  of  the  New  Century  loan  pool  found: 

"-  approx  7%  of  the  pool  has  material  occupancy  misrepresentation  where  borrowers  took  out  anywhere 
from  4  to  14  loans  at  a  time  and  defaulted  on  all.  ... 

-  approx  20%  of  the  pool  has  material  compliance  issues.   These  are  mainly  missing  HUDs.  ... 

-  approx  10%  of  the  pool  is  flagged  as  potential  REO  [Real  Estate  Owned  by  lender]  or  potential  unsecured 
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four  of  the  loans  in  the  New  Century  pool  had  EPDs,  were  fraudulent,  or  otherwise  breached  New 
Century's  contractual  warranties.  It  also  implied  that  about  25%  of  the  expected  mortgage 
payments  might  not  be  made  to  the  relevant  RMBS  securitization.  Unless  the  problem  loans  could 
be  successfully  "put  back"  to  New  Century  in  exchange  for  a  refund,  a  fail  rate  of  that  magnitude 
would  likely  impair  the  performance  of  all  of  the  securities  dependent  upon  that  pool  of  mortgages. 

Goldman  made  a  total  of  about  $67  million  in  repurchase  requests  to  New  Century,  which 
was  among  the  five  mortgage  originators  to  whom  Goldman  directed  the  most  repurchase  requests 
in  2006  and  2007. 2046  In  March  2007,  however,  New  Century  stopped  paying  Goldman's  claims  due 
to  insufficient  cash,  and  the  loan  repurchase  team  sought  advice  from  Mr.  Gasvoda: 

"As  you  know,  we  have  an  extensive  re-underwrite  review  underway  on  06  NC2  [New 
Century  second  lien  loans]  and  also  other  NC  loans  in  the  2nds  deals  that  are  in  the  pipeline 
for  scrubs.  Should  we  change  course  at  all  here  given  the  fact  NC  can't  pay?"2047 

Mr.  Gasvoda  responded: 

"Yes  ....    I  think  priority  s/b  [should  be]  on  Fremont  and  Long  Beach  on  2nd  lien  deals. 
Fremont  first  since  they  still  have  cash  but  may  not  for  long.  ...  [0]n  NC2  we  need  not  halt 
that  entirely  but  should  pull  back  resources  there.  We  should  also  move  06FM2  [Fremont 
second  lien  loans]  up  the  priority  list." 

Goldman  made  a  total  of  about  $46  million  in  repurchase  requests  to  Fremont,  another 
subprime  lender  for  whom  Goldman  had  underwritten  multiple  securities  and  which  was  also 
among  the  five  mortgage  originators  to  whom  Goldman  made  the  most  repurchase  requests  in  2006 
and  2007.2048  When  Goldman  personnel  reviewed  a  loan  pool  purchased  from  Fremont,  the  results 
were  even  worse  than  for  the  New  Century  loans.  Goldman  concluded  that  "on  average,  about  50% 
of  about  200  files  look  to  be  repurchase  obligations."2049  Later,  Goldman  came  to  a  similar 


(if  2nd  liens).  ... 

-  approx  5%  of  the  pool  was  possibly  originated  fraudulently  based  on  the  dd  [due  diligence]  results.   Main 

findings:  possible  ID  theft,  broker  misrepresentations,  straw  buyer,  and  falsification  of  information  in 

origination  docs.  ... 

"approx  62%  of  the  pool  has  not  made  any  payments  (4%  were  reversed  pymts/nsf  [non-sufficient  funds])  ... 

"approx  38%  of  the  loans  are  out  of  [loan  to  value]  tolerance." 

2046  See  Goldman  Sachs  response  to  Subcommittee  QFR  at  PSI_QFR_GS0040. 

2047  3/14/2007  Goldman  email,  "NC  Visit,"  GS-MBS-E-002048050.   See  also  3/21/2007  email  from  Daniel  Sparks 
to  Tom  Montag,  GS  MBS-E-0022071 14  (noting  progress  in  cutting  down  funding  commitments  to  mortgage 
originators  to  $300  million,  including  closeout  of  all  funding  to  New  Century  in  exchange  for  loans). 

2048  See  Goldman  Sachs  response  to  Subcommittee  QFR  at  PSI_QFR_GS0040. 

2049  3/14/2007  Goldman  email,  "NC  Visit,"  GS-MBS-E-002048050;  see  also  8/10/2007  email  from  Michelle  Gill, 
"Fremont  -  Incremental  Information,"  GS  MBS-E-009860358  (Goldman's  repurchase  claims  against  Fremont  would 
have  amounted  to  a  9%  ownership  stake  in  Fremont  after  a  proposed  buyout  by  investor  group;  Goldman  was  not  the 
largest  purchaser  of  Fremont  loans  but  its  repurchase  claims  were  3-4  times  larger  than  the  claims  of  the  nearest 
counterparty). 
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conclusion  after  reviewing  certain  loans  purchased  from  Countrywide,  again  finding  that  about  50% 
of  the  loans  reviewed  were  candidates  for  return  to  the  lender.2050 

Goldman  made  a  total  of  about  $34  million  in  repurchase  requests  to  Long  Beach,  a 
subprime  lender  for  whom  Goldman  had  underwritten  billions  of  dollars  in  RMBS  securities  and 
which  was  also  among  the  five  mortgage  originators  to  whom  Goldman  made  the  most  repurchase 
requests  in  2006  and  2007. 2051  Goldman  pressed  both  Long  Beach  and  its  parent  Washington 
Mutual  for  repayment  of  millions  of  dollars  in  refunds.  At  one  point,  a  Goldman  executive 
involved  in  the  repurchase  effort  sent  an  email  to  the  head  of  Washington  Mutual  Home  Loans 
Division,  David  Schneider.  After  noting  that  Long  Beach  second  lien  loans  were  "performing 
dramatically  worse"  than  other  2006  RMBS  securities,  the  Goldman  executive  wrote:  'As  you  can 
imagine,  this  creates  extreme  pressure,  both  economic  and  reputational,  on  both  organizations."2052 

Goldman's  loan  repurchase  campaign  recovered  substantial  funds  from  some  lenders,2053 
but  little  or  none  from  others.2054  Non  performing  loans  that  were  not  repurchased  by  the  lender 
generally  remained  in  Goldman's  inventory  or  the  relevant  securitized  loan  pool.  Many  other 
securitizers  engaged  in  similar  loan  repurchase  efforts  which  continued  in  201 1.2055 

Poor  Quality  RMBS  Securities.  As  a  result  of  its  loan  repurchase  and  writedown  efforts, 
the  Mortgage  Department  was  keenly  aware  of  the  poor  quality  of  many  of  the  loan  pools  in  its 
warehouse  accounts.  Nevertheless,  during  this  time  period,  Goldman  continued  securitizing  many 
of  those  loans  and  selling  the  resulting  RMBS  securities  to  clients. 

In  March  2007,  for  example,  Goldman  securitized  over  $1  billion  in  subprime  loans  that  it 
had  purchased  from  Fremont,  originating  an  RMBS  securitization  called  GSAMP  Trust  2007- 
FM2.2056  Goldman  underwrote  the  security  in  the  same  month  that  it  was  attempting  to  return 


2050  6/29/2007  email  from  Ed  Chavez,  "Countrywide  Investigation  Review  Update,"  GS  MB S-E-002 13441 1. 

See  Goldman  Sachs  response  to  Subcommittee  QFR  at  PSI_QFR_GS0040.   The  five  mortgage  originators  to 
which  Goldman  directed  the  most  repurchase  requests  were  First  Franklin,  New  Century,  Fremont,  Greenpoint,  and 
Long  Beach.   Id. 

2052  2/15/2007  email  from  Loren  Morris  of  Goldman  Sachs  to  David  Schneider  of  WaMu  and  others,  GS  MBS-E- 
002142424,  Hearing  Exhibit  4/13-69b. 

2053  See,  e.g.,  Goldman  response  to  Subcommittee  QFR  at  PSI_QFR_GS0040;  3/8/2007  email  from  Daniel  Sparks  to 
Jon  Winkelried  and  others,  "Mortgage  risk,"  GS_MBS-E-002206279,  Hearing  Exhibit  4/27-75  ("Accredited  ...  plan 
to  send  us  $21mm");  6/25/2007  email  from  Deana  Knox,  "Option  One,"  GS  MBS-E-019645932  ("Option  One  has 
agreed  to  settle  the  entire  claim,  paying  $2.5M  (repurchase  and  monitor)  and  $3M  will  be  rescinded."). 

New  Century,  for  example,  declared  bankruptcy  in  April  2007.  In  re  New  Century  TRS  Holdings,  Inc.,  Case 
No.  07-10416  (KJC)  (US  Bankruptcy  Court,  District  of  Delaware).  See  also  6/7/2007  email  from  Loren  Morris, 
"WFALT  05-2  Repurchase  demand,"  GS  MBS-E-00213  1857. 

See,  e.g.,  1/3/201 1  Bank  of  America  press  release,  "Bank  of  America  Announces  Fourth-Quarter  Actions," 
bankofamerica.com  (announcing  agreements  to  pay  $3  billion  to  Freddie  Mac  and  Fannie  Mae  to  resolve  residential 
mortgage  repurchase  claims  related  to  loans  originated  by  Countrywide). 

See  2/2/2007  Goldman  memorandum  to  the  Mortgage  Capital  Committee,  "Agenda  for  Monday,  February  5, 
2007,"  GS  MBS-E-002201064;  2/5/2007  Mortgage  Capital  Committee  Memorandum  regarding  GSAMP  Trust 
2007-FM2,  GS  MBS-E-002201055-58. 
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millions  of  dollars  in  deficient  loans  to  the  lender,2057  and  regulators  ordered  Fremont  to  stop  issuing 
subprime  loans.2058  Goldman  marketed  and  sold  the  RMBS  securities  to  clients.  Within  seven 
months,  by  October  2007,  the  rating  downgrades  began;  by  August  2009,  every  tranche  of  the 
GSAMP  securities  had  been  downgraded  to  junk  status.2059 

On  March  26,  2007,  the  Mortgage  Department  sought  permission  from  Goldman's 
Mortgage  Capital  Committee  to  securitize  and  underwrite  a  new  RMBS  called  GSAMP  Trust  2007- 
HE2,  which  contained  nearly  $  1  billion  in  subprime  mortgage  loans  in  a  Goldman  warehouse 
account,  over  70%  of  which  had  been  purchased  from  New  Century.2060  Goldman  approved  this 
securitization  even  though  it  knew  at  the  time  that  New  Century's  subprime  loans  were  performing 
poorly,  many  of  the  New  Century  loans  in  Goldman's  inventory  were  problematic,  and  New 
Century  was  in  financial  difficulty.2061  The  securitization  was  approved  for  issuance  in  April  2007, 
the  same  month  New  Century  declared  bankruptcy.2062  Goldman  marketed  and  sold  the  RMBS 
securities  to  its  clients.  The  securities  first  began  to  be  downgraded  in  October  of  2007,  and  all  of 
the  securities  have  since  been  downgraded  to  junk  status.2063 

Had  Goldman  not  securitized  the  $2  billion  in  Fremont  and  New  Century  loans,  the 
Mortgage  Department  would  likely  have  had  to  liquidate  the  warehouse  accounts  containing  them 
and  either  sell  the  loan  pools  or  keep  the  high  risk  loans  on  its  own  books. 

On  April  11,  2007,  a  Goldman  salesman  forwarded  to  Mr.  Egol  a  scathing  letter  from  a 
customer,  a  Wachovia  affiliate,  which  had  purchased  $10  million  in  RMBS  securities  backed  by 
Fremont  loans  and  underwritten  by  Goldman.  The  client  wrote  that  it  was  "shocked"  by  the  poor 
performance  of  the  securities  "right  out  of  the  gate,"  and  concerned  about  Goldman's  failure  to  have 
disclosed  information  about  the  poor  quality  of  the  underlying  loans  in  the  deal  termsheet: 


See  discussion  of  Goldman's  loan  repurchase  effort,  above.   In  addition,  in  the  prior  month,  a  Goldman 
employee  in  the  mortgage  credit  trading  department  sent  senior  Mortgage  Department  officials  a  lengthy  email  on 
the  deteriorating  subprime  mortgage  market  and  observed:   "Subprime  originators,  large  and  small,  ha[ve]  exhibited 
a  notable  increase  in  delinquencies  and  defaults,  however,  deals  backed  by  Fremont  and  Long  Beach  collateral  have 
generally  underperformed  the  most."    2/8/2007  email  from  Fabrice  Tourre,  "FW:  2006  Subprime  2nds  Deals 
Continue  to  Underperform  "INTERNAL  ONLY**,"  at  GS  MBS-E-003775340,  Hearing  Exhibit  4/27-167d. 
2058  In  re  Fremont  Investment  &  Loan,  Docket  No.  FDIC-07-035b,  Order  to  Cease  and  Desist  (March  7,  2007). 

See  Standard  &  Poor's  www.globalcreditportal.com. 

3/23/2007  Goldman  memorandum  to  members  of  the  Mortgage  Capital  Committee,  "Agenda  for  Monday, 
March  26,  2007,"  Hearing  Exhibit  4/27-79  ("GSAMP  2007-HE2  -  Goldman  to  securitize  $960  million  of  subprime 
mortgage  loans  purchased  by  Goldman  Sachs  from  New  Century  (71.9%)"  and  other  mortgage  originators.   "The 
securitization  is  scheduled  to  be  completed  by  April  12,  2007."). 

See  discussion  of  Goldman's  loan  repurchase  effort,  above.   Earlier  in  March,  a  Goldman  review  of  a  different 
New  Century  loan  pool  had  found  that  26%  of  the  loans  were  deficient  and  ought  to  be  returned  to  New  Century  for 
a  refund.   3/13/2007  email  from  Manisha  Nanik,  "New  Century  EPDs,"  GS  MBS-E-002146861,  Hearing  Exhibit 
4/27-77.   In  addition,  New  Century  had  already  informed  Goldman  that  it  had  insufficient  cash  to  pay  any  loan 
repurchase  requests.   3/14/2007  Goldman  email,  "NC  Visit,"  GS-MBS-E-002048050. 
2062  In  re  New  Century  TRS  Holdings,  Inc.,  Case  No.  07-10416  (KJC)  (US  Bankruptcy  Court,  District  of  Delaware). 

See  Standard  &  Poor's  www.globalcreditportal.com. 
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"  As  you  know,  we  own  $10mm  of  the  GSAMP  06-S3  M2  bond  ....  We  are  shocked  by 
how  poorly  this  bond  has  performed  right  'out  of  the  gate'  and  had  asked  [Goldman]  to  send 
us  the  attached  ProSupp  [Prospectus  Supplement].  After  having  read  the  ProSupp  and 
compared  it  to  the  termsheet  we  have  several  concerns: 

*  According  to  the  Prosupp,  approximately  $2.2mm  ...  of  loans  were  delinquent  when 
they  were  transferred  to  the  trust.  However,  there  is  no  mention  of  delinquent  loans 
anywhere  in  the  termsheet  that  was  sent  to  investors  when  the  deal  was  priced. 

*  According  to  the  Prosupp,  approximately  $3. 3mm  ...  are  re-performing  loans. 
However,  there  is  no  mention  of  reperforming  loans  anywhere  in  the  termsheet. 

*  Approx.  53.14%  of  the  loans  in  the  deal  allow  for  a  Prepayment  Premium  and  that  all 
Prepayment  Premiums  collected  from  borrowers  are  paid  to  the  Class  P  certificateholders. 
None  of  this  was  disclosed  in  the  termsheet  and  my  concerns  are  two-fold:  (1)  The  presence 
of  Prepayment  Premiums  effects  prepayment  speeds  which  affects  ...  [the  deal's 
performance];  (2)  Prepayment  Premiums  are  not  staying  inside  the  deal  for  the  benefit  of  all 
investors  but  are  being  earmarked  for  the  Class  P  holder  (which  is  not  mentioned  in  the 
termsheet).  Note  that ...  $  1.2mm  in  Prepayment  Premiums  has  already  been  paid  out  to  the 
Class  P  holder. 

*  ...  [T]he  servicer  must  charge  off  any  loan  that  becomes  180  days  delinquent,  giving 
rise  to  a  Realized  Loss  inside  the  deal.  Currently  losses  are  at  9.71%  of  the  original  deal 
balance,  or  approximately  $48mm  despite  the  fact  that  the  deal  is  only  1 1  months  old  (note 
that  this  figure  already  exceeds  Moody's  expec[ta]tion  for  cumulative  losses  for  the  deal 
over  the  ENTIRE  LIFE  of  the  deal).  I  will  also  note  that  there  are  an  additional  $57. 5mm  of 
loans  in  the  delinquency  pipeline.  This  seems  to  indicate  significant  fraud  at  either  the 
borrower  or  lender  level .... 

*  ...  [A]ny  subsequent  recoveries  on  the  charged-off  loans  do  not  inure  to  the  benefit  of 
all  investors  in  the  deal  but  ONLY  to  the  Class  XI  certificateholder.  This  is  not  mentioned 
anywhere  in  the  termsheet.  Who  owns  the  Class  XI  notes?  Is  that  Goldman  or  an  affiliate? 
How  much  has  been  recovered  so  far?  This  is  a  material  fact  to  me  especially  considering 
that  loss  severities  are  coming  in  at  around  105%  on  the  charged-off  loans."2064 

Reduced  RMBS  Business.  By  the  end  of  2007,  Goldman  had  substantially  reduced  its 
RMBS  securitization  business.  In  November  2007,  in  response  to  a  request,  Goldman  provided 
specific  data  to  the  SEC  about  the  decrease  in  its  inventory  of  subprime  mortgage  loans  and  RMBS 
securities.  Goldman  informed  the  SEC  that  the  value  of  its  subprime  loan  inventory  had  dropped 
from  $7.8  billion  on  November  24,  2006,  to  $462  million  on  August  31,  2007.  Over  the  same  time 
period,  the  value  of  its  inventory  of  subprime  RMBS  securities  had  dropped  from  $7.2  billion  to 


2064  4/1 1/2007  email  to  Jon  Egol,  "GSAMP  2006-S3  -  Computational  Materials  for  Wachovia  (external),"  GS  MBS- 
E-003322028  [emphasis  in  original]. 
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$2.4  billion,  a  two-thirds  reduction.2065  The  graph  below,  which  was  prepared  by  the  Subcommittee 
using  the  data  provided  by  Goldman  to  the  SEC,  illustrates  the  rapid  decline  in  Goldman's  subprime 
holdings.2066 

[SEE  CHART  NEXT  PAGE:  Goldman  Sachs  Long  Cash  Subprime 
Mortgage  Exposure,  prepared  by  the  Permanent  Subcommittee  on 
Investigations,  Hearing  Exhibit  163.] 


2065    1 1/7/2007  letter  from  Sarah  Smith,  Controller  and  Chief  Accounting  Officer  to  SEC,  at  5,  GS  MBS-E- 
015713460,  Hearing  Exhibit  4/27-50.   Goldman  issued  its  final  RMBS  securitization  for  the  year  in  August  2007. 

4/2010  "Goldman  Sachs  Long  Cash  Subprime  Mortgage  Exposure,  Investments  in  Subprime  Mortgage  Loans, 
and  Investments  in  Subprime  Mortgage  Backed  Securities  November  24,  2006  vs.  August  21,  2007  in  $  Billions," 
chart  prepared  by  the  Subcommittee,  Hearing  Exhibit  4/27-163. 


Goldman  Sachs  Long  Cash  Subprime  Mortgage  Exposure, 

Investments  in  Subprime  Mortgage  Loans,  and 

Investments  in  Subprime  Mortgage  Backed  Securities 

November  24,  2006  vs.  August  31,  2007  -  in  $  Billions 
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Prepared  by  the  U.S.  Senate  Permanent  Subcommittee  on  Investigations,  April  2010. 

Data  from  Nov.  7,  2007,  letter  from  Goldman  Sachs  to  the  Securities  and  Exchange  Commission,  GS  MBS-E-015713460,  at  5  (Exhibit  50). 
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BB.  CDO  Sell  Off 

Goldman  reduced  its  inventory  of  subprime  loan  pools  and  RMBS  securities  through 
outright  sales,  writedowns,  and  its  loan  repurchase  campaign.  It  was  equally  aggressive  in  reducing 
its  subprime  CDO  warehouse  inventory. 

In  January  2007,  after  the  CDO  Origination  Desk  worked  to  sell  securities  from  a  CDO 
called  Camber  7,  Mr.  Sparks  wrote  to  Mr.  Montag:  "Need  you  to  send  message  to  peter  ostrem  and 
darryl  herrick  telling  them  what  a  great  job  they  did.  They  structured  like  mad  and  traveled  the 
world,  and  worked  their  tails  off  to  make  some  lemonade  out  of  some  big  old  lemons."2067 

In  February  2007,  the  Mortgage  Department  conducted  a  review  of  the  CDOs  in  its 
origination  pipeline.2068  As  part  of  that  review,  Mr.  Sparks  cancelled  four  pending  CDOs  that  had 
acquired  some  but  not  all  of  the  assets  needed  for  the  CDOs  to  go  to  market.2069  On  February  25, 
2007,  Mr.  Sparks  reported  to  Mr.  Montag  and  Mr.  Ruzika: 

"The  CDO  business  liquidated  3  warehouses  for  deals  of  $530mm  (about  half  risk  was 
subprime  related).  Business  also  began  liquidation  of  $820mm  [redacted]  warehouse  -  all 
synthetics  done,  cash  bonds  will  be  sold  in  the  next  few  days."2070 

The  Mortgage  Department  rushed  several  remaining  CDOs  to  market,  including  Anderson, 
Timberwolf,  and  Point  Pleasant,  which  issued  their  securities  in  March  and  April  2007. 2<m    In  May 
and  June  2007,  the  Mortgage  Department  began  closing  all  of  its  remaining  CDO  warehouse 
accounts  and  transferring  the  assets  to  the  SPG  Trading  Desk  for  sale.2072  On  June  22,  2007,  Mr. 
Lehman  reported  that  the  ABS  Desk  had  just  sold  another  $50  million  in  RMBS  securities  from  the 
CDO  warehouse  accounts  for  a  profit  of  $1  million,  and  that:  "[o]nly  40mm  RMBS  A3/A-  remain 
in  the  WH  [warehouse]  accounts,  lA  of  which  is  Long  Beach  paper  -  continue  to  work."2073 


2067   1/31/2007  email  from  Daniel  Sparks  to  Tom  Montag,  "MTModel,"  Hearing  Exhibit  4/27-91. 

See,  e.g.,  2/25/2007  emails  between  Daniel  Sparks  and  Tom  Montag,  "Questions  you  had  asked,"  GS  MBS-E- 
019164799. 

2069  See  2/23/2007  email  from  Daniel  Sparks,  "Mortgages  today,"  GS  MBS-E-009759477  ("We  liquidated  3  CDO 
warehouses  today  and  started  the  liquidation  of  another.");  2/26/2007  emails  between  Daniel  Sparks  and  Tom 
Montag,  "Questions  you  had  asked,"  GS  MBS-E-019164799;  2/22/2007  email  from  Peter  Ostrem  to  David 
Rosenblum,  "League  Tables,"  GS  MBS-E-001800683  ("FYI   Liquidating  3  warehouses  tomorrow.   And  Dan 
[Sparks]  wants  to  liquidate  Greywolf"). 

2070  2/25/2007  emails  between  Daniel  Sparks  and  Tom  Montag,  "Questions  you  had  asked,"  GS  MBS-E-019164799. 

2071  See,  e.g.,  3/8/2007  email  from  Daniel  Sparks  to  Mr.  Winkelried  and  others,  GS  MBS-E-002206279,  Hearing 
Exhibit  4/27-75  (Mortgage  Department  is  "rushing  to  get  deals  rated").   See  also  discussions  of  Anderson  and 
Timberwolf  CDOs,  below. 

2072  See  6/1/2007  email  from  David  Lehman,  "CDO  Update,"  GS  MBS-E-001866889  (referring  to  "liquidated 
warehouses");  5/30/2007  email  from  David  Lehman,  "ABX  hedges  -  Buy  order,"  GS  MBS-E-01 1 106690  (directing 
trading  desk  to  unwind  hedges  for  CDO  warehouse  accounts).   Some  of  the  assets  were  accounted  for  in  a  separate 
"CDO  Transition  book,"  but  the  sale  of  the  assets  became  the  responsibility  of  the  SPG  trading  desk. 

2073  6/22/2007  email  from  David  Lehman,  "Few  trade  posts,"  GS  MBS-E-010848985. 
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Throughout  2007,  Goldman  sought  to  sell  all  of  its  remaining  subprime  assets  from  the  CDO 
warehouse  accounts  as  well  as  the  new  securities  issued  by  Goldman-originated  CDOs.2074 

Aggressive  Sales  Efforts.  On  March  9,  2007,  Mr.  Sparks  emailed  a  call  for  "help"  to 
Goldman's  top  sales  managers  around  the  world  to  "sell  our  new  issues  -  CDOs  and  RMBS  -  and 
to  sell  our  other  cash  trading  positions."2075  In  response,  Mr.  Sparks  and  key  sales  managers  had  a 
dialogue  about  "reaching  the  next  wave  of  players  here  and  abroad."2076 

The  Goldman  sales  manager  for  Europe  and  the  Middle  East  suggested  that  Mr.  Sparks 
focus  the  CDO  sales  efforts  abroad,  because  the  clients  there  were  not  involved  in  the  U.S.  housing 
market  and  therefore  were  "not  feeling  pain": 

"The  key  to  success  in  the  correlation  melt-down  2  years  ago  was  getting  new  clients/capital 
into  the  opportunity  quickly.  Saved/made  us  a  lot  of  money.  Lots  of  banks  and  real  money 
clients  in  Europe  and  middle  east  and  lots  of  macro  hedge  funds  are  not  involved  and  not 
feeling  pain.  In  Europe  we  need  a  summary  of  key  opportunities/axes  and  I  will  get  the  team 
to  focus  on.  2-3  most  important  things  plus  sales  talking  points  rather  than  laundry  list."2077 

Mr.  Ostrem,  head  of  the  CDO  Origination  Desk,  agreed  with  expanding  Goldman's  CDO  sales 
efforts  in  Europe  and  the  Middle  East:  "I  agree  with  [sales  manager's]  comments  on  new  clients. 
Middle  east,  french  banks,  macro  hedge  funds  could  and  are  making  these  deals  'work' 
currently."2078  The  following  week,  Mr.  Lehman  issued  three  new  sales  directives  or  "axes"  to  the 
Goldman  sales  force  placing  a  priority  on  selling  securities  from  the  Anderson,  Timberwolf,  and 
Hudson  CDOs:2079 

"As  per  [European/Middle  East  sales  manager's]  suggestion  last  Friday,  below  are  the  three 
main  focus  areas  for  SP  CDOs/SPG  Trading,  including  Anderson  Mezzanine,  Timberwolf 
CDOA2  and  secondary  CDO  positions  (Hudson  Mezzanine  and  high  grade  BBBs)." 

Goldman's  New  York  sales  office  forwarded  the  axe  sheet  to  the  European/Middle  East  sales  office 
saying:  "London  -  this  is  for  you."2080 


Between  the  fall  of  2006  and  mid-2007,  Goldman  originated  14  CDOs,  which  included  or  referenced  many 
assets  that  were  from  or  similar  to  Goldman's  own  inventory.   The  Subcommittee  examined  seven  of  those  CDOs, 
and  found  that  57%  of  the  CDO  assets  had  come  from  Goldman,  including  over  $3  billion  in  synthetic  assets  in 
which  Goldman  was  the  short  party,  and  therefore  stood  to  profit  from  a  decline  in  the  value  of  the  underlying  assets. 
Goldman  had  unsold  securities  from  a  number  of  these  CDOs  on  its  books. 

3/9/2007  email  exchange  between  Daniel  Sparks  and  sales  managers,  "help,"  GS  MBS-E-010643213,  Hearing 
Exhibit  4/27-76. 

2076  Id. 

2077  Id. 

2078  Id. 

2079  3/12/2007  email  from  David  Lehman,  ""Internal**  Three  focus  axes  for  SP  CDOs/SPG  Trading,"  GS  MBS-E- 
021895601. 

2080  M> 
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In  an  additional  effort  to  expand  Goldman's  sales  effort,  the  Mortgage  Department's  sales 
syndicate  provided  a  list  of  "non-traditional  buyers"  to  the  CDO  and  SPG  Trading  Desks: 

"We  have  pushed  credit  sales  to  identify  accounts  in  the  credit  space  that  would  follow  yield 
into  the  ABS  [asset-backed  security]  CDO  market,  and  tried  to  uncover  some  non-traditional 
buyers.  ...  Below  is  a  list  of  higher  delta  accounts  uncovered  so  far;  and  we  continue  to  push 
for  leads.  We  are  working  with  sales  on  these  accounts  to  push  our  axes."2081 

Goldman  personnel  worked  diligently  to  pitch  CDO  securities  to  various  clients,  internal 
documents  show.  On  March  30,  2007,  for  example,  Fabrice  Tourre  reported  to  senior  Mortgage 
Department  executives  about  his  efforts  and  plans  to  sell  the  CDO  securities: 

"This  transaction  [Abacus  2007-AC1]  has  been  showed  to  selected  accounts  for  the  past  few 
weeks.  Those  selected  accounts  had  previously  declined  participating  in  Anderson  mezz, 
Point  Pleasant  and  Timberwolfe.  ...  Plan  would  still  be  to  ask  sales  people  to  focus  on 
Anderson  mezz,  Point  Pleasant  and  Timberwolfe,  but  if  accounts  pass  on  these  trades,  steer 
them  towards  available  tranches  in  ABACUS  07-AC1  since  we  make  $$$  proportionately 
with  the  notional  amount  of  these  tranches  sold.  Wanted  to  make  sure  everyone  is 
comfortable  with  this  plan."2082 

In  April  2007,  the  Mortgage  Department  issued  a  new  directive  to  its  sales  force  with  a  list 
of  new  and  old  CDO  securities  in  its  inventory  that  it  wanted  sold,  including  Timberwolf  and 
Anderson  as  well  as  CDOs  known  as  Point  Pleasant  and  Altius.2083  Dissatisfied  with  the  pace  of 
sales,  Mr.  Sparks  suggested  issuing  a  separate  axe  for  each  CDO  and  offering  additional  sales 
credits:  "Why  don't  we  go  one  at  at  a  time  with  some  ginormous  credits  -  for  example,  let's  double 
the  current  offering  of  credit  for  timberwolf"2084  A  sales  manager  responded:  "We  have  done  that 
with  timberwolf  already.  Don't  want  to  roll  out  any  more  focus  axes  until  we  get  some  traction 
there  but  at  the  same  time,  don't  want  to  stop  showing  inventory." 

"Gameplan"  for  CDO  Valuation  Project.  By  May  2007,  CDO  sales  had  slowed 
significantly.  Goldman  executives  became  concerned  about  the  lack  of  sales  prices  to  establish  the 


2081  3/21/2007  email  from  syndicate,  "Non-traditional  Buyer  Base  for  CDO  AXES,"  GS  MBS-E-003296460, 
Hearing  Exhibit  4/27-78. 

2082  3/30/2007  email  from  Fabrice  Tourre  to  Daniel  Sparks,  David  Lehman,  and  others,  GS  MBS-E-002678071, 
Hearing  Exhibit  4/27-80. 

2083  4/1 1/2007  email  from  syndicate,  "GS  Syndicate  Structured  Product  CDO  Axes  (INTERNAL),"  GS  MBS-E- 
010533482,  Hearing  Exhibit  4/27-101.   Mr.  Sparks  forwarded  the  directive  to  global  senior  sales  executives  with  a 
note:   "Your  focus  on  this  ax  would  be  very  helpful  -  we  are  trying  to  clean  up  deals  and  this  is  our  priority." 

2084  4/19/2007  email  from  Daniel  Sparks  to  Bunty  Bohra,  GS  MBS-E-010539324,  Hearing  Exhibit  4/27-102.   Mr. 
Sparks  authorized  large  sales  credits  on  at  least  one  other  occasion  as  well  -  for  sales  to  cover  the  Department's  $9 
million  AAA  ABX  net  short  position  in  September  2007.   See  9/27/2007  email  from  Tom  Montag  to  Daniel  Sparks, 
GS  MBS-E-010703744  (Mr.  Montag  asked:   "Did  we  really  pay  sixty  million  in  gcs  [gross  credits]  on  the  aaa  short 
covering?   Why  so  high?"   Mr.  Sparks  responded:   "It  was  a  very  big  ax,  but  sales  credits  have  become  such  a 
contentious  point  that  trading  team  doesn't  debate  it  anymore.   The  politics  around  sales  credits  had  become 
unbelievable  and  were  a  hinderance  [sic]  to  business."   Mr.  Montag  replied:   "so  you  overpay?"). 
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value  of  its  CDO  holdings.2085  Goldman  needed  accurate  values,  not  just  to  establish  its  CDO  sales 
prices,  but  also  to  value  the  CDO  securities  for  collateral  purposes  and  to  comply  with  Goldman's 
policy  of  using  up-to-date  market  values  for  all  of  its  holdings.  Mr.  Sparks  expressed  concern  that 
the  value  of  the  remaining  CDO  assets  were  rapidly  declining,  warning  one  senior  executive:  "We 
are  going  to  have  a  very  large  mark  down  -  multiple  hundreds.  Not  good."2086 

On  May  11,  2007,  Goldman  senior  executives,  including  Mr.  Cohn  and  Mr.  Viniar,  held  a 
lengthy  meeting  with  Mortgage  Department  personnel,  their  risk  controllers,  and  others  to  develop  a 
"Gameplan"  for  a  CDO  valuation  project.2087  The  Gameplan  called  for  the  Mortgage  Department, 
over  the  course  of  about  a  week,  to  use  three  different  valuation  methods  to  price  all  of  its 
remaining  CDO  warehouse  assets  and  unsold  securities  from  the  Goldman-originated  CDOs  then 
being  marketed  to  clients.2088 

A  few  days  later,  on  May  14,  2007,  while  the  CDO  valuation  project  was  underway,  Mr. 
Montag  asked  Mr.  Sparks  for  an  estimate  of  how  much  the  firm  would  need  to  write  down  the  value 
of  its  CDO  assets.  Mr.  Sparks  responded  that  the  "base  case  from  traders  is  down  [$]382 
[million]."  He  also  wrote: 

"I  think  we  should  take  the  write-down,  but  market  [the  CDO  securities]  at  much  higher 
levels.  I'm  a  little  concerned  we  are  overly  negative  and  ahead  of  the  market,  and  that  we 
could  end  up  leaving  some  money  on  the  table."2089 

The  valuation  project's  results  were  summarized  in  a  presentation  dated  Sunday,  May  20, 
2007,  prepared  for  a  9:00  p.m.  conference  call  that  night  with  Mr.  Viniar,  in  which  Mr.  Mullen,  Mr. 
Sparks,  Mr.  Lehman,  and  others  also  participated.2090  Using  the  three  valuation  methods,  the 

2085  See,  e.g.,  5/1 1/2007  email  from  Tom  Montag  to  Daniel  Sparks,  GS  MBS-E-019648100. 

2086  5/11/2007  email  from  Daniel  Sparks  to  Richard  Ruzika,  "You  okay?,"  GS  MBS-E-019659221. 

Id.   ("We  had  a  meeting  today  with  viniar,  don  [Mullen],  mcmahon,  my  team,  controllers,  gary  [Cohn]  on  the 
phone  to  walk  through  situation.   The  market  has  seized  up  so  much  that  levels  are  very  hard  to  determine  for  the 
complex  products  -  which  also  are  difficult  to  model  for  value  due  to  market  changes.");  5/14/2007  email  from 
David  Lehman,  "Gameplan  -  asset  model  analysis,"  GS  MBS-E-001865782  (last  email  in  a  longer  email  chain). 

2088  5/14/2007  email  from  David  Lehman,  "Gameplan  -  asset  model  analysis,"  GS  MBS-E-001865782  (last  email  in 
a  longer  email  chain)  ("Following  up  from  this  afternoon's  meeting.   We  are  going  to  better  evaluate  the  CDOA2  risk 
using  three  distinct  frameworks:  1)  Blended  scenario  analysis  using  HPA  [housing  price  appreciation;]  ...   2)  Risk 
neutral/correlation  framework,  consistent  with  our  current  synthetic  ABS  CDOs[;]  3)  Simplistic  loss  assumptions  on 
the  underlyings  /  Market  Value  Coverage");  5/14/2007  email  from  Elisha  Weisel,  "Modelling  Approaches  for  Cash 
ABS  CDO/CDOA2,"  GS  MBS-E-001863618.   See  also  3/6/2007  email  from  Elisha  Weisel  to  Daniel  Sparks, 
"Property  Derivs,"  GS  MBS-E-010649734  (discussing  lack  of  model  or  models  to  consistently  value  subprime 
assets). 

2089  5/14/2007  email  from  Tom  Montag  to  Daniel  Sparks,  GS  MBS-E-019642797. 

5/20/2007  email  from  Lee  Alexander  to  Daniel  Sparks,  Donald  Mullen,  Lester  Brafman,  and  Michael  Kaprelian, 
"Viniar  Presentation  -  Updated,"  GS  MBS-E-01096521 1  (attached  file  "Mortgages  V4.ppt,"  "Mortgages 
Department,  May  2007,"  GS  MBS-E-010965212).   This  document  is  identified  in  the  relevant  correspondence  as 
"v. 4,"  and  appears  to  be  the  final  version  of  a  draft  presentation  prepared  earlier  that  day,  "Mortgages  Department, 
May  2007,"  GS  MBS-E-001863651,  which  bears  a  time  and  date  stamp  of  May  20,  2007,  2:58  p.m.   See  also 
5/20/2007  Goldman  document,  "Mortgage  Presentation  to  David  Viniar-   Dial  In  Information,"  GS  MBS-E- 
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presentation  estimated  that  the  loss  in  value  and  the  total  writedowns  required  for  the  firm's  CDO 
assets  were  between  $237  and  $448  million.2091  The  executive  summary  of  the  presentation  also 
expressed  concern  about  Goldman-originated  CDO  securities,  especially  its  two  CDO2  transactions, 
Timberwolf  and  Point  Pleasant,  since  "[t]he  complex  structure  of  these  positions  makes  them 
difficult  to  value  and  distribute."2092  The  presentation  estimated  that  the  market  value  of  those  CDO 
securities,  plus  the  equity  and  super  senior  tranches  that  had  been  retained  by  Goldman,  was  $4.3 
billion.  The  executive  summary  also  estimated  the  market  value  of  the  remaining  assets  from  the 
CDO  warehouse  accounts  at  $1.5  billion,  and  expressed  particular  concern  about  selling  $742 
million  in  CDO  securities  from  non  Goldman  originated  CDOs  due  to  "limited  liquidity  and  price 
transparency  in  this  space."  The  executive  summary  stated  that  since  "securitization  is  no  longer  a 
viable  exit,  the  warehouse  collateral  will  be  marked  to  market  on  an  individual  basis."2093 

The  presentation  also  presented  "Next  Steps."  It  recommended  that  Goldman  "unwind  the 
warehouses"  and  use  "[independent  teams  to  continue  to  value"  the  CDO  securities,  equity 
tranches,  and  super  senior  tranches  from  the  Goldman-originated  securitizations.  It  also 
recommended  that  sales  of  the  Goldman-originated  CDO  securities  be  targeted,  first,  at  four  hedge 
fund  customers,  Basis  Capital,  Fortress,  Polygon,  and  Winchester  Capital.2094  The  presentation  also 
attached  a  list  of  35  other  target  customers  with  notes  regarding  the  status  of  efforts  to  sell  them 
CDO  securities  in  the  past.2095 

010787603.   The  final  document,  "Mortgages  V4.ppt"  was  emailed  to  Mr.  Sparks  and  Mr.  Mullen,  and  also 
messengered  to  Mr.  Mullen's  home,  at  8:31  p.m.  on  May  20,  immediately  before  the  scheduled  call.   5/20/2007 
email  to  Daniel  Sparks  and  Donald  Mullen,  "Viniar  Presentation  -  Updated,"  GS  MBS-E-010971 156. 

Goldman  also  produced  a  similar  document  prepared  the  day  before,  which  may  have  been  an  earlier  draft 
of  the  final  presentation.    5/19/2007  Goldman  presentation,  "Mortgages  CDO  Origination  -  Retained  Positions  & 
Warehouse  Collateral,  May  2007,"  GS  MBS-E-010951926.   This  document  is  identified  in  the  relevant 
correspondence  as  "Mortgages  CDO  Origination,"  and  the  file  name  is  "Mortgages  V3.ppt."   This  presentation  was 
forwarded  to  Mr.  Sparks  for  comment  on  May  19,  2007  at  12:32  a.m.,  and  Mr.  Sparks  replied  with  comments  at  5:57 
p.m.   Mr.  Sparks  forwarded  the  file  "Mortgages  V3.ppt"  to  himself  at  home  on  Sunday,  May  20,  2007  at  8:07  a.m. 

The  writedowns  were  required,  in  part,  because  the  assets  in  the  CDO  warehouses  had  generally  been  marked  at 
cost  when  purchased  or  at  a  value  related  to  the  final  securitized  structure,  called  "mark-to-securitization-exit." 
Those  valuation  methods  generally  resulted  in  values  well  above  what  the  assets  would  bring  if  sold  individually  in  a 
declining  mortgage  market. 
2092  Id. 

5/20/2007  email  from  Lee  Alexander  to  Daniel  Sparks,  Donald  Mullen,  Lester  Brafman,  Michael  Kaprelian, 
"Viniar  Presentation  -  Updated,"  GS  MBS-E-01096521 1  (attached  file  "Mortgages  V4.ppt,"  "Mortgages 
Department,  May  2007,"  GS  MBS-E-010965212).   By  May  2007,  Goldman  had  ceased  originating  any  new  CDO 
securitizations. 

Id.   The  four  identified  customers  appear  to  be  ones  which  the  sales  force  felt  it  had  the  greatest  likelihood  of 
success  in  selling  the  CDO  assets.   Two  of  the  customers,  Basis  Capital  and  Polygon,  had  already  made  recent 
purchases  of  Point  Pleasant  and  Timberwolf  securities,  respectively,  from  Goldman.   See  Goldman  Sachs  response  to 
Subcommittee  QFR  at  PSI_QFR_GS0226. 

The  client  list  drawn  up  pursuant  to  the  Gameplan  was  a  stark  example  of  actions  taken  by  Goldman  to  target 
specific  clients  for  CDO  sales,  but  different  Mortgage  Department  desks  maintained  their  own  "target  lists"  that 
focused  on  specific  types  of  products,  specific  transactions,  and  specific  types  of  cross-selling  opportunities  with 
other  Goldman  departments.   See,  e.g.,  3/1/2007  email  from  Michael  Swenson,  "names,"  GS  MBS-E-012504595 
(SPG  Trading  target  list  tiered  according  to  likelihood  of  purchasing);  2/14/2007  email  to  Matthew  Bieber, 
"Timberwolf  I,  Ltd.  -  Target  Account  List,"  GS  MBS-E-001996121  (list  of  U.S.  accounts  "we  should  be  directly 
targeting"  for  Timberwolf  sales);  3/2/2007  email  from  David  Lehman,  "ABX/Mtg  Credit  Accts,"  GS  MBS-E- 
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The  CDO  valuation  project  undertaken  in  May  provided  clear  notice  to  Goldman  senior 
management  at  the  highest  levels  that  its  CDO  assets  had  fallen  sharply  in  value,  and  that  despite 
their  lower  value,  the  Mortgage  Department  planned  to  aggressively  market  them  to  customers.  In 
an  earlier  draft  of  the  presentation,  the  Mortgage  Department  had  also  stated  that  it  expected 
Goldman's  CDO  and  CDO2  securities  "to  underperform": 

"The  complexity  of  the  CDOA2  product  and  the  poor  demand  for  CDOs  in  general  has  made 
this  risk  difficult  to  sell  and  the  desk  expects  it  to  underperform."2096 

Mr.  Sparks  reviewed  that  draft  language  and  made  comments  about  other  items  on  the  same  page, 
but  did  not  change  the  phrase,  "the  desk  expects  it  to  underperform."2097  The  same  phrase  appeared 


01 1057632  (mortgage  credit  business  shared  with  SPG  Trading  Desk  "a  fairly  lengthy  list  of  accounts  that  are 
considered  to  be  'key'").   In  December  2006,  the  Correlation  Trading  Desk  drew  up  a  list  of  target  customers  for 
2007:   the  "proposed  top  20  correlation  customer  list."  12/29/2006  email  from  Fabrice  Tourre,  "Last  call-any  other 
comments  on  the  proposed  top  20  correlation  customer  list,"  GS  MBS-E-002527843,  Hearing  Exhibit  4/27-61. 
Mr.  Tourre  issued  a  "last  call"  for  comments  on  the  list  and  suggested  focusing  on  "buy-and-hold  rating-base  buyers" 
who  might  be  more  profitable  for  the  desk  than  more  sophisticated  and  demanding  hedge  fund  customers: 

"[T]his  list  might  be  a  little  skewed  towards  sophisticated  hedge  funds  with  which  we  should  not  expect  to 
make  too  much  money  since  (a)  most  of  the  time  they  will  be  on  the  same  side  of  the  trade  as  we  will,  and 
(b)  they  know  exactly  how  things  work  and  will  not  let  us  work  for  too  much  $$$,  vs.  buy-and-hold  rating- 
based  buyers  who  we  should  be  focused  on  a  lot  more  to  make  incremental  $$$  next  year." 

The  proposed  top  20  list  identified  a  number  of  European  accounts,  as  well  as  customers  who  had  purchased  asset 
backed  security  products  from  Goldman  in  the  past. 

The  reference  to  "buy  and  hold,  ratings-based  buyers"  was  to  conservative  financial  institutions,  often 
insurance  companies  or  pension  funds,  that  tended  to  hold  their  investments  indefinitely  or  until  maturity,  some  of 
which  were  limited  to  holding  investments  with  AAA  or  other  investment  grade  credit  ratings.   Many  of  these  buyers 
tended  to  rely  on  the  AAA  rating  as  a  "seal  of  approval"  signaling  that  the  rated  instrument  offered  predictable,  safe 
returns.   Many  viewed  the  AAA  rating  as,  in  effect,  all  these  buyers  thought  they  needed  to  know  about  the  CDO 
securities  they  were  purchasing.   See,  e.g.,1 1/13/2007  Goldman  email,  GS  MBS-E-010023525  (attachment, 
1 1/14/2007  "Tri-Lateral  Combined  Comments,"  GS  MBS-E-010135693-715  at  713)  ("Investors  in  subprime  related 
securities,  especially  higher  rated  bonds,  have  historically  relied  significantly  on  bond  ratings  particularly  when 
securities  are  purchased  by  structured  investing  vehicles.").   But  as  one  press  article  explained:   "CDO  ratings  may 
mislead  investors  because  they  can  obscure  the  risk  of  default,  especially  compared  with  similar  ratings  for  bonds, 
says  Darrell  Duffie,  a  professor  of  finance  at  Stanford  Graduate  School  of  Business  in  California,  who's  paid  by 
Moody's  to  advise  the  company  on  credit  risk.    'You  can't  compare  these  CDO  ratings  with  corporate  bond  ratings,' 
Duffie  says.    'These  ratings  mean  something  else  -  entirely.'"     See  5/31/2007  email  to  David  Lehman  and  others, 
"CDO  Boom  Masks  Subprime  Losses,"  GS  MBS-E-001865723  at  733.   The  article  pointed  out  that  the  lowest  grade 
of  corporate  bonds  rated  by  Moody's  had  a  default  rate  of  2.2%,  while  the  default  rate  for  CDOs  with  the  same  rating 
was  24%.   Id. 

5/19/2007  Goldman  presentation,  "Mortgages  CDO  Origination  -  Retained  Positions  &  Warehouse  Collateral, 
May  2007,"  GS  MBS-E-010951926. 

2097  5/19/2007  email  from  Daniel  Sparks,  "Mortgages  CDO  Origination  Presentation,"  GS  MBS-E-010973174  (Mr. 
Sparks:  "p.  5  again  'marked  to  securitization  exit'  [re  marked  to  model  language].  .  .  some  A  and  BBB  were  sold  on 
the  deals  [re  demand  only  for  the  supersenior  tranche  language]"). 
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in  several  earlier  versions  of  the  presentation  as  well,  but  was  removed  from  the  final  version  sent  to 
Mr.  Viniar.2098 

CDO  Desk  Shutdown.  In  May  2007,  Goldman  decided  to  stop  issuing  new  CDOs,  and  the 

head  of  its  CDO  Origination  Desk,  Peter  Ostrem,  left  the  firm.2099  Mr.  Sparks  named  as  his 
replacement  David  Lehman,  who  was  a  senior  member  of  the  Structured  Product  Group  (SPG)  and 
head  of  its  CMBS  Trading  Desk,  but  had  little  experience  in  either  underwriting  or  CDOs.2100  On 
May  19,  2007,  Mr.  Lehman  received  an  email  from  a  former  Goldman  managing  director  who 
wrote:  "Congratulations,  but  seems  like  you  have  a  lot  ofwork  [sic]  ahead  of  you."2101  Mr.  Lehman 
asked  Mr.  Egol:  "What  do  u  th[in]k  he  means  by  'lot  ofwork  to  do?'"2102    Mr.  Egol  responded: 

"I  know  what  he  means.  If  you  talk  to  people  knowledgeable  about  cdos,  you  will  find  that 
external  perception  of  GS  franchise  in  this  space  is  much  lower  than  Sparks  and  Sobel 
believed.  Over  the  last  2  years,  GS  [Goldman  Sachs]  is  perceived  to  be  a  bottom  quartile 
abs  [asset-backed  security]  cdo  underwriter  and  to  have  done  several  poor  deals.  There  is  a 
reason  [the  CDO  desk]  didn't  sell  much  paper.  The  fact  that  [the  CDO  desk]  was  basically 
giving  money  away  in  these  no-fee  principal  deals  and  could  still  only  get  TCW,  GSC  (both 
street  wh — e  managers)  and  some  start  up  managers  to  work  with  GS  is  a  stain  that  will  take 
time  to  remove.  The  HG  [high-grade]  deals  in  particular  are  very  poor.  I  thought  the  alladin 
deals  had  some  potential  but  fortius  2  is  going  to  be  a  real  mess. 

"These  are  not  just  my  views  -  they  are  from  customers  whose  views  resonate  in  the  market. 
Sales  people  have  just  been  too  timid  internally  or  not  engaged  enough  with  their  accounts 
to  provide  accurate  feedback.  It  pains  me  to  say  it  but  citi,  ubs,  db  [Deutsche  Bank],  lehman 
and  ms  [Morgan  Stanley]  have  much  stronger  franchises  -  among  large  dealers  only  ML 
[Merrill  Lynch]  is  more  reviled  than  [Goldman's]  business.  ... 


"I  should  add  altius  3  is  a  doozy  as  well.  I'll  spare  you  the  detailed  list 


"2103 


That  May  19,  2007  email  provided  Mr.  Lehman  with  additional  notice  of  the  poor  quality  of  the 
CDO  securities  he  was  charged  with  selling. 


2098  See  5/19/2007  email  from  Dan  Sparks  to  Lee  Alexander,  others,  GS  MBS-E-010973174  (attached  file 
"Mortgages  V3.ppt,"  GS  MBS-E-010973175);  and  5/20/2007  9:52  a.m.  draft  "Mortgages  V4.ppt,"  GS  MBS-E- 
010952331;  compared  to  final  version,  5/20/2007  email  from  Lee  Alexander  to  Daniel  Sparks,  Donald  Mullen, 
Lester  Brafman,  and  Michael  Kaprelian,  "Viniar  Presentation  -  Updated,"  GS  MBS-E-01096521 1  (attached  file 
"Mortgages  V4.ppt,"  "Mortgages  Department,  May  2007,"  GS  MBS-E-010965212). 

2099  5/17/2007  email  from  Daniel  Sparks  to  Tom  Montag,  "Ostrem  is  resigning,"  GS  MBS-E-019654926. 

2100  5/1 1/2007  email  from  Daniel  Sparks,  "You  okay?,"  GS  MBS-E-019659221  ("I'm  going  to  make  a  change  in  the 
responsibility  of  the  business  away  from  Ostrem  to  david  lehman  (with  Swenson  helping)."). 

5/19/2007  email  to  David  Lehman,  "congratulations,  but  seems  like  you  have  a  lot  ofwork  ahead  of  you,"  GS 
MBS-E-018921924. 

2102  Id. 

2103  5/19/2007  email  from  Jon  Egol  to  Daniel  Sparks,  GS  MBS-E-018921924. 
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The  CDO  valuation  project  presentation  given  the  next  day,  May  20,  2007,  recommended 
that  all  assets  from  the  CDO  warehouse  accounts  be  transferred  to  the  SPG  Trading  Desk  for  sale. 
A  CDO  "transition  book"  was  created  to  account  for  profits  and  losses  from  some  of  the  assets,  and 
the  transfer  took  place  the  following  week.2104  In  addition,  by  June  1,  2007,  Goldman  eliminated  the 
CDO  Origination  Desk  as  a  separate  entity,  and  moved  all  of  the  remaining  Goldman-originated 
CDO  securities  to  the  SPG  Trading  Desk,  where  Mr.  Lehman  was  based.2105  As  a  result,  the  SPG 
Trading  Desk,  which  was  a  secondary  trading  desk  and  had  little  experience  with  the  greater 
disclosure  obligations  involved  with  selling  newly  minted  securities,  became  solely  responsible  for 
selling  all  Goldman-originated  CDO  securities. 

Renewed  Sales  Efforts.  After  the  transfer  of  the  CDO  assets,  the  SPG  Trading  Desk  began 
to  work  with  the  Goldman  sales  force  to  identify  potential  customers  and  sell  the  CDO  products. 
On  May  24,  2007,  a  Goldman  salesperson  contacted  Messrs.  Sparks  and  Lehman  regarding  two 
potential  customers  interested  in  Timberwolf  and  Point  Pleasant  securities.2106  With  respect  to  one 
customer,  the  salesman  wrote  that  it  was  "[n]ot  experts  in  this  space  at  all  but  [I]  made  them  a  lot  of 
money  in  correlation  dislocation  and  will  do  as  I  suggest."  With  respect  to  the  second  customer,  the 
Goldman  salesperson  wrote  that  the  customer  had  "just  raised  another  $lbln  for  their  ABS  [asset 
backed  security]  fund  and  they  are  very  short  the  ABX  so  are  natural  buyers  of  our  axe."2107 

A  couple  of  weeks  before  the  CDO  valuation  project,  Goldman's  Australia  sales 
representative,  George  Maltezos,  announced  he  had  found  a  potential  Australian  buyer  for  a 
Goldman  CDO  being  constructed  by  the  Correlation  Desk:  "I  think  I  found  white  elephant,  flying 
pig  and  unicorn  all  at  once."2108  On  the  same  day  the  project  identified  Basis  Capital  as  a  primary 
target  for  CDO  sales,  May  11,  2007,  Mr.  Maltezos  sent  Mr.  Lehman  an  email  saying  he  would 
contact  the  Basis  principals  as  soon  as  they  returned  from  a  business  trip  the  following  day.2109 

On  May  24,  2007,  the  CDO  sales  dry  spell  ended,  when  Paramax  Capital  Group,  a  U.S. 
investment  adviser,  purchased  $40  million  in  AA  Timberwolf  securities.2110    On  May  30,  Mr. 
Lehman  announced  the  sale  of  $20  million  in  AAA  Timberwolf  securities  to  Tokyo  Star  Bank  in 
Japan.2111 


2104  5/20/2007  email  from  David  Lehman,  "ABX  hedges  -  Buy  order,"  GS  MBS-E-01 1 106690  ("begin  unwinding 
certain  ABX  hedges  vs.  the  CDO  WH  [warehouse]  and  transition  book");  6/1/2007  email  from  Mr.  Lehman,  "CDO 
Update,"  GS  MBS-E-001866889  ("liquidated  warehouses  and  the  trading  books"). 
Subcommittee  interview  of  David  Lehman  (9/27/2010). 

2106  5/24/2007  email  from  Yusuf  Aliredha  to  Mr.  Sparks,  Mr.  Lehman,  and  others,  "Priority  Axes,"  GS  MBS-E- 
001934732. 

2107  Id. 

2108  4/27/2007  email  from  George  Maltezos,  Goldman  Australia  sales,  to  Jon  Egol,  "utopia,"  GS  MBS-E- 
003305101. 

2109  5/20/2007  email  from  George  Maltezos  to  David  Lehman,  "T/wolf  and  Basis,"  GS  MBS-E-001863555. 

2110  See  Goldman  Sachs  response  to  Subcommittee  QFR  at  PSI_QFR_GS0226. 

2111  5/30/2007  email  from  David  Lehman,  "Timberwolf-  Order  from  Tokyo  Star  Bank,"  GS  MBS-E-001934058. 
Tokyo  Star  Bank  was  not  on  the  list  of  "targeted"  customers,  but  had  been  solicited  previously  by  the  Japan  sales 
team  pursuant  to  an  earlier  sales  directive  listing  Timberwolf  as  a  priority. 
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CDO  Sales  in  Asia.  On  June  11,  2007,  Mr.  Lehman  received  a  note  from  the  Mortgage 
Department's  sales  syndicate  desk  asking  whether  the  directive  listing  high  priority  CDO  sales 
could  be  sent  to  the  Japan  sales  office,  which  oversaw  sales  throughout  Asia: 

"Know  there  was  sensitivity  w/  sending  this  out,  but  asia  sales  management  is  asking  again. 
Do  you  want  to  consider  sending  more  broadly  for  asia  sales  or  do  you  want  to  stick  with  the 
more  targeted  approach?"2112 

The  Japan  sales  group  wrote  that  the  head  of  the  Japan  office  "is  saying  that  we  need  it  to  go  more 
broadly  to  all  Sales  at  least  in  Japan.  Given  her  request  twice  now  and  her  help  in  getting  focus, 
think  we  should  at  least  push  this  in  Japan."2113  Mr.  Lehman  responded:  "Fine  -  let's  send  to  all 
Japan  sales  then."2114 

The  Japan  sales  office  responded  to  the  new  directive  with  several  quick  sales.  On  June  13, 
2007,  the  Japan  sales  office  sent  out  this  celebratory  note: 

"We  have  moved  over  $250mm  of  SP  CDO  axes  to  account  in  Japan,  Australia  and 
Korea  over  the  past  2+  weeks.  These  are  HUGE  orders  for  the  firm  as  they  have  helped 
reduce  balance  sheet  risk  and  further  exhibits  the  importance  of  the  Asia  franchise  to  the 
global  Structured  Products  Group  business.  Note  that  in  line  with  these  trades  we  have 
paid  out  over  $14mm  of  gross  credits  -  this  is  clearly  the  top  focus  for  us  now  in  SP 
[Structured  Product]  CDO  space.  ...  Call  the  SPG  Asia  desk  in  Tokyo  for  updated  axes  and 
offer  levels.  We  hope  to  trade  another  $20mm  of  CDOA2  risk  with  a  Japanese  account  in 
the  coming  week+.  Thanks."2115 


Mr.  Lehman  replied:  "Thx  for  sending  this  out 


"2116 


A  few  days  later,  Mr.  Lehman  reported  to  senior  management  that  the  Japan  sales  office  had 
been  successful  in  selling  another  $20  million  in  CDO  securities.  Mr.  Lehman  wrote: 

"Great  job  by  [Japan  sales]  (again)  on  our  CDOA2  axes.  Tonight  we  will  trade  $20mm  Point 
Pleasant  Als  @90.7  to  Tokyo  Star  Bank  ....  We  hope  to  trade  another  $20mm  of  these  bonds 
next  week  w/  this  account."2117 


2112 


6/1 1/2007  email  from  syndicate,  "GS  Syndicate  Structured  Product  CDO  Axes  (INTERNAL  USE  ONLY),"  GS 
MBS-E-001914921-24. 
2113  Id. 

Id.  See  also  "New  Investors  Board  the  Asian  CDO  Train,"  Creditflux  (6/1/2007)  (noting  that  while  non  bank 
investors  had  previously  been  barred  from  buying  CDO  assets  in  most  Asian  countries,  regulators  increasingly 
allowed  life  insurance  companies  and  other  financial  firms  to  buy  them  within  prescribed  limits). 

2115  6/13/2007  email  from  Goldman  Sachs  Japan  sales,  "**GS  SP  CDO  Axes**   -  Asia  Trade  Update  (INTERNAL 
USE  ONLY),"  GS  MBS-E-010803888  [emphasis  in  original]. 

2116  6/13/2007  email  from  Goldman  Sachs  Japan  sales,  "**GS  SP  CDO  Axes**   -  Asia  Trade  Update  (INTERNAL 
USE  ONLY),"  GS  MBS-E-01 1212260. 

2117  6/18/2007  email  from  David  Lehman,  "$20mm  Point  Pleasant  trade  w/  TK  Star  Bank,"  GS  MBS-E-01 1 136832. 
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Mr.  Lehman  sent  an  email  to  the  head  of  the  Japan  sales  office  letting  him  know  that  Goldman's 
senior  management  was  aware  of  the  sales  effort:  "Montag  ve[r]y  involved  in  this  fyi."  The  Japan 
sales  manager  responded:  "Yes  -  he  made  that  clear  when  he  spent  almost  20  minutes  on  the  desk 
with  me  in  TKO  [Tokyo]  last  week  going  through  every  potential  lead."2118  That  same  day,  the 
Japan  sales  manager  sent  out  a  new  email  urging  the  trading  team  to  bring  in  another  $20  million 
from  Tokyo  Star  Bank  and  promising  them  additional  sales  incentives: 

"To  reward  your  strong  effort  and  in  hopes  of  the  follow  on  20mm  order  from  the  client  on 
this  deal,  we  plan  on  paying  you  a  total  bonus  GC  payment  of  $40  /  bond  (double  our 
$20/bond  for  AAA's  on  our  axes  that  are  not  lower  mezz  AAA).  We  look  forward  to 
additional  trades  from  Tokyo  Star  Bank  on  our  CDO  axes."2119 

During  June  and  July,  additional  sales  took  place  in  Japan,  Korea,  Taiwan,  and  Australia.2120 
Goldman  also  made  sales  to  customers  in  Europe  and  the  Middle  East.2121 

Despite  the  sales  in  June  and  July,  Goldman  continued  to  have  a  significant  inventory  of 
unsold  CDO  securities.  On  August  15,  2007,  Mr.  Mullen  even  made  a  casual  reference  to  "our  cdo 
business  which  remains  unsaleable."2122  If  Goldman's  CDOs  remained  unsaleable,  however,  it  was 
not  for  lack  of  trying.  In  August  and  September  2007,  Goldman  switched  from  its  targeted 
customer  approach  to  issuing  broad  directives  to  its  entire  sales  force  in  the  United  States  and 
abroad  urging  them  to  concentrate  on  its  CDO  securities.  On  August  17,  2007,  for  example,  the 
SPG  Trading  Desk  issued  a  new  directive  to  certain  salespersons  asking  them  to  place  a  priority  on 
selling  interests  in  two  Timberwolf  super  senior  tranches.2123  These  tranches  were  first  in  line  to 
receive  payments  within  the  CDO  and  so  had  the  lowest  risk.  Super  senior  CDO  positions  were 
often  sold  through  CDS  contracts,  sometimes  called  super  senior  swaps,  in  which  the  customer  took 
the  long  side  and  the  CDO  originator  took  the  short  side,  and  that's  what  Goldman  wanted  the  sales 
force  to  market.  But  the  following  week,  on  August  23,  2007,  Goldman  sent  a  new  directive  to  the 
sales  force  urging  them  to  find  customers  willing  to  take  the  short  side  of  the  super  senior  tranches, 
so  the  Mortgage  Department  could  take  the  long  side  and  cover  some  of  its  shorts.2124  When  asked 
his  opinion  of  the  directive,  the  head  of  Japan  sales  office  expressed  skepticism  about  sales  to  Asian 
customers: 

"The  only  question  in  my  mind  is  that  we  have  not  seen  many  accounts  pushing  hard  to  find 
ways  to  get  short  (typically  they  are  long  only).  That  being  said,  the  reality  of  the  current 


6/18/2007  email  from  Goldman  Sachs  Japan  sales,  "Point  Pleasant  07-A1  //  Tokyo  Star  Bank  (internal  use 
only),"   GS  MBS-E-001920459  [emphasis  in  original]. 

2120  See  Goldman  Sachs  response  to  Subcommittee  QFR  at  PSI_QFR_GS0226;  7/24/2007  email  from  [Taiwan], 
"7/23  CDO/RMBS  requests  from  Taiwan,"  GS  MBS-E-01 1 198375,  Hearing  Exhibit  4/27-67. 

2121  Id. 

2122  8/15/2007  email  from  Donald  Mullen,  "Post,"  GS  MBS-E-009740784,  Hearing  Exhibit  4/27-32. 

2123  8/17/2007  email  from  Michael  Swenson,  "Twolf  super  seniors,"  GS  MBS-E-001927791. 

2124  8/23/2007  email  from  Jon  Egol,  "***  SP  CDO/Correlation  Desk  Super  Senior  Axes  ***  (INTERNAL  USE 
ONLY),   GS  MBS-E-011310717. 
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market  may  have  finally  sunk  in  and  investors  may  be  able  to  convince  their  boards  [n]ow  to 
put  on  this  sort  of  trade."2125 

On  September  5,  2007,  notwithstanding  "the  reality  of  the  current  market,"  the  SPG  Trading 
Desk  issued  a  "Refresh  of  Axe  Priorities"  to  its  entire  sales  force.2126  The  directive  placed  a  priority 
on  selling  Goldman's  residual  CDO  equity  tranches  as  well  as  a  variety  of  other  assets  to  help 
Goldman  cover  and  lock  in  the  profits  from  its  big  short.  Mr.  Sparks  emailed  senior  sales 
executives: 

"Please  let  me  know  how  these  are  going.  I  am  personally  going  to  work  to  do  a  better  job 
making  sure  you  understand  the  things  we  are  trying  to  achieve  as  a  business.  In  addition  to 
this,  the  super-senior  ABX  trade  [Jonathan]  egol  sent  around  and  general  securities 
financing  trades  are  priorities  for  us."2127 

Mr.  Sparks  forwarded  this  email  to  Mr.  Cohn,  who  responded  "Great  to  see."2128  On  September  6, 
Mr.  Sparks  emailed  the  syndicate  desk  about  the  "Refresh  of  Axe  Priorities":  "Want  to  get  you  to 
send  out  daily  1-3  priority  axes  for  department  -  let's  discuss."2129 

Goldman  has  at  times  suggested  that  many  of  its  CDO  sales  were  not  the  result  of 
affirmative  client  solicitations  and  recommendations  made  by  the  firm,  but  were  in  response  to 
client  requests-generally  known  as  "reverse  inquiries."  In  a  letter  to  the  Financial  Crisis  Inquiry 
Commission,  for  example,  Goldman's  General  Counsel,  Gregory  Palm,  made  the  following 
statement  about  Goldman's  role  as  an  underwriter  of  synthetic  CDOs: 

"Goldman  Sachs'  CDOs  containing  primarily  residential  mortgage-related  synthetic  assets 
were  initially  created  in  response  to  the  request  of  a  sophisticated  institutional  investor  that 
approached  the  firm  specifically  seeking  that  particular  exposure.  Reverse  inquiries  from 
clients  were  a  common  feature  of  this  market.  ...  These  transactions  often  are  initiated  by 
our  clients,  and  when  proposed  by  us  are  often  in  response  to  previously  expressed 


Id.   Around  the  same  time,  a  Goldman  managing  director  who  ran  Corporate  /  PWM  [Private  Wealth 
Management]  Sales  in  Japan  and  sold  investments  to  wealthy  individuals,  inquired:  "Do  you  have  any  cdo  secondary 
inventory."   8/21/2007  email  from  PWM  Managing  Director,  GS  MBS-E-010619382.   He  was  advised  by  the  SPG 
Trading  Desk  that  Goldman  was  "prohibited  from  offering  cdo  paper  to  all  pw  [private  wealth]  clients,  even 
[qualified  institutional]  pw  clients.  ...  To  change  this,  we  would  have  to  petition  the  committee  that  oversees  such 
things  [the  Structured  Investment  Product  Committee]."   Id.   Mr.  Lehman  added:   "Spoke  with  Sparks  about  this. 
Given  the  complexity  of  the  product,  we  would  like  to  handle  this  on  a  client  by  client  basis."   Id.   After  receiving 
information  that  potential  clients  had  previously  purchased  ABS  CDOs  from  other  firms,  Mr.  Lehman  asked 
Goldman  compliance:   "What  do  we  need  to  do  on  our  end  to  get  this  approved."  8/28/2007  email  from  David 
Lehman,  "Japan  PWM  Client  Interest  in  ABS  CDO  (internal  use  only),"  GS  MBS-E-01 1090928.   One  of  Mr. 
Lehman's  team  members  in  the  Mortgage  Department  replied:   "Ldl  [let's  discuss  live].   Have  info  on  this."   Id.   Mr. 
Lehman  replied  "xoxo."   Id. 

2126  9/5/2007  email  from  Michael  Swenson,  "Refresh  of  Axe  Priorities,"  GS  MBS-E-010684858. 

2127  Id. 

2128  Id. 

2129  9/6/2007  email  from  Daniel  Sparks  to  syndicate  desk,  "Refresh  of  Axes  Priorities,"  GS  MBS-E-010685200. 
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investment  interests  of  the  client.  We  are  responding  to  our  clients'  desires  either  to 
establish,  or  to  increase  or  decrease,  their  exposure  to  a  position  based  on  their  own 
investment  views."2130 

Mr.  Palm's  characterization  of  Goldman  as  playing  only  a  passive,  responsive  role  is  at  odds  with 
the  firm's  documented  and  concerted  efforts  to  market  its  CDO  securities  in  the  face  of  investor 
disinterest  and  falling  values.  Throughout  2007,  Goldman  issued  directives  to  its  sales  force  to  sell 
specific  CDO  securities  on  a  "first  priority"  basis.  It  expanded  its  selling  efforts  to  "nontraditional 
buyers"  as  well  as  to  banks,  hedge  funds,  and  other  clients  in  Asia,  Europe,  and  the  Middle  East.  It 
offered  its  sales  force  substantial  incentives,  such  as  "ginormous"  sales  credits,  to  push  the  sales  to 
clients.2131  Under  its  CDO  Gameplan,  Goldman  "targeted"  four  primary  and  35  secondary  clients 
for  CDO  sales,  and  celebrated  selling  CDO  securities  to  several  of  them.  The  weight  of  this 
evidence  demonstrates  that  Goldman  was  soliciting  sales  rather  than  responding  solely  to  client 
inquiries. 

CC.  CDO  Marks 

One  issue  that  gained  intensity  as  the  mortgage  market  continued  its  decline  was  Goldman's 
practice  of  selling  CDO  securities  to  customers  at  one  price  only  to  mark  down  the  value 
substantially  within  days  or  weeks  of  the  sale,  where  Goldman  had  an  ongoing  client  relationship. 

Goldman  used  a  mark-to-market  process  to  manage  its  risk,  which  required  valuing  its 
holdings  on  a  daily  basis  to  reflect  their  current  market  value.2132  In  practice,  many  of  its  mortgage 
related  assets  were  marked  on  a  monthly  rather  than  daily  basis,  including  many  of  its  CDO 
securities.2133  Nonetheless,  Goldman  appears  to  have  been  more  active  in  re -marking  the  value  of 
its  mortgage  related  assets  than  other  Wall  Street  firms  and  to  have  used  lower  marks  than  many  of 
its  competitors.2134  Goldman  also  had  a  process  for  automatically  marking  down  its  internal  value 
of  any  asset  held  longer  than  a  specified  period  of  time,  in  order  to  encourage  its  trading  desks  to 
sell  their  aged  assets.2135 

3/1/2010  letter  from  Goldman  Sachs  to  the  Financial  Crisis  Inquiry  Commission,  GS-PSI-01310  at  16. 

2131  4/19/2007  email  from  Daniel  Sparks,  "*UPDATE*  GS  Syndicate  Structured  Product  CDO  Axes,"  GS  MBS-E- 
010539324,  Hearing  Exhibit  4/27-102. 

2132  Subcommittee  interview  of  David  Viniar  (4/13/2010)  and  Craig  Broderick  (4/9/2010). 

2133  See,  e.g.,  2/2007  Goldman  email  chain,  "FYIs,"  GS  MBS-E-002339552  (regarding  residential  credit  scratch  & 
dent  loan  book:   "Has  the  biz  agreed  with  controllers  about  how  frequently  each  book  is  to  be  marked?   Daily? 
Weekly?  Monthly?";  Mr.  Sparks'  response:   "For  this  book  I  think  monthly  is  the  right  way  as  the  data  comes 
monthly  on  performance.   Dramatic  mkt  moves  could  change  things.").   CDOs  were  often  marked  monthly,  as  hedge 
fund  clients  generally  needed  month-end  valuations  of  CDOs  in  their  portfolios  to  enable  them  to  report  hedge  fund 
Net  Asset  Values  (NAVs)  to  clients.    See,  e.g.,  6/28/2007  email  from  Bear  Stearns,  "Missing  Marks  (15).xls,"  GS 
MBS-E-001965860  (portfolio  manager  requesting  month-end  marks:   "I  need  the  4  bonds  marked  for  5/31/07  we 
still  need  to  report  an  NAV.");  6/19/2007  email  from  Lester  Brafman  to  Jon  Egol,  GS  MBS-E-003373736  (regarding 
Abacus  CDO  securities,  Mr.  Egol  wrote:   "We  mark  them  monthly"). 

2134  See,  e.g.,  2/12/2007  email  from  Daniel  Sparks,  "Post  today,"  GS  MBS-E-009763506  (New  Century  "claim[s] 
we  are  the  only  ones  being  harsh.   C-Bass  claims  we  are  the  only  one  margin  calling.   Our  marks  are  appropriate  for 
moves  in  the  market.   More  margin  calls  going  out  today."). 

Subcommittee  interview  of  David  Lehman  (4/12/2010). 
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During  2007,  Goldman's  markdowns  of  the  value  of  its  CDO  securities  became  a  source  of 
dispute  with  its  customers.2136  Some  clients  were  negatively  affected  in  a  variety  of  ways  when 
lower  values  were  assigned  to  Goldman's  CDO  securities.  Some  had  purchased  their  CDO 
securities  through  "repo"  financing  arrangements  with  Goldman;  under  those  arrangements,  a 
decline  in  the  value  of  the  CDO  securities  being  financed  required  the  client  to  post  more  cash 
margin  with  Goldman.  In  a  few  other  instances,  clients  had  invested  in  CDO  securities  through  a 
CDS  contract  with  Goldman.  If  the  CDO  securities  declined  in  value,  the  CDS  contracts  required 
those  clients  to  post  more  cash  collateral  with  Goldman.  In  other  cases,  clients  did  not  have  to  post 
additional  cash  collateral,  they  simply  incurred  losses  from  the  lower  values.2137 

Lower  marks  also  had  significance  for  Goldman  internally,  since  a  CDO  security  with  a 
marked  down  value  might  reduce  the  firm's  profits  and  reduce  its  long  position.  Alternatively,  if 
Goldman  held  the  short  side  of  an  investment,  a  lower  mark  might  increase  the  firm's  profits, 
increase  the  value  of  its  short  position,  and  bring  in  more  cash  from  the  long  parties.  When  the  firm 
held  a  proprietary  position  in  opposition  to  the  position  held  by  a  client,  the  fact  that  Goldman  was 
marking  the  value  of  its  own  position  created  a  conflict  of  interest,  since  Goldman  would  benefit  as 
the  client  lost  money. 


Mr.  Broderick  explained  in  his  interview  with  the  Subcommittee  that  because  of  the  volatility  in  the  subprime 
market,  Goldman  had  an  unusually  large  number  of  disputes  with  customers  over  marks  or  collateral  valuation 
during  2007.    Subcommittee  interview  of  Craig  Broderick  (4/9/2010).    See  also  8/2/2007  email  from  Stacy  Bash- 
Polley,  "Marks  Summary,"  GS  MBS-E-013349723  (transmitting  complaints  from  eight  clients  that  Goldman's  marks 
were  far  lower  than  those  of  other  dealers);  2/12/2007  email  from  Daniel  Sparks,  "Post  today,"  GS  MBS-E- 
009763506  (New  Century  "claim[s]  we  are  the  only  ones  being  harsh.   C-Bass  claims  we  are  the  only  one  margin 
calling.");  8/10/2007  Goldman  memorandum,  "Summary  of  German  Bank  US  Sub  Prime  Exposure,"  GS 
MBS-E-009994305.   This  memorandum  was  generated  by  Goldman's  European  Investment  Banking  Division,  FICC 
Sales  and  Credit.   It  highlighted  losses  incurred  by  many  German  banks  due  to  markdowns  in  the  value  of  U.S. 
subprime  assets,  necessitating  several  European  Central  Bank  bailouts.   The  memorandum  stated:   "We  understand 
from  clients  that  valuation  marks  provided  by  Goldman  Sachs  on  ABS  are  substantially  lower  than  the  competition's 
valuations.   As  a  result,  clients  are  irritated  by  the  valuation  difference." 

Goldman's  dispute  with  AIG  FP  is  another  example.   The  two  companies  disagreed  over  both  the  marks  and 
the  amount  of  collateral  and  margin  that  AIG  had  to  post  with  Goldman  in  connection  with  various  mortgage 
products.   At  one  point  in  the  dispute,  Co-President  Jon  Winkelried  wrote  to  his  colleagues:   "[0]ne  thing  we're  not 
going  to  do  is  compromise  on  what  we  think  the  right  marks  are  and  our  margin  process."   8/2/2007  email  from  Jon 
Winkelried,  "Aig  collateral  call,"  GS  MBS-E-010055302.   Goldman's  dispute  with  AIG  continued  for  over  a  year 
until  the  Federal  Reserve,  through  the  Maiden  Lane  III  transaction,  ultimately  ensured  that  Goldman  and  its 
customers  received  100  cents  on  the  dollar  on  the  bulk  of  their  disputed  claims  against  AIG.    Subcommittee 
interview  of  David  Viniar  (4/13/2010).   Goldman  later  told  regulators  that  it  had  more  collateral  disputes  than 
anticipated  during  the  financial  crisis.    1 1/13/2007  Goldman  email,  GS  MBS-E-010023525  (attachment,  1 1/14/2007 
"Tri-Lateral  Combined  Comments,"  GS  MBS-E-010135693-715  at  695).    According  to  Goldman  documents,  as  late 
as  October  30,  2007,  its  Mortgage  Department  generated  approximately  66%  of  all  derivative  collateral  disputes  by 
Goldman  customers.    10/30/2007  Goldman  presentation,  "Derivative  Collateral  Dispute  Summary,"  GS  MBS-E- 
009882064. 

See,  e.g.,  8/10/2007  Goldman  memorandum,  "Summary  of  German  Bank  US  Sub  Prime  Exposure,"  GS 
MBS-E-009994305  (highlighting  losses  incurred  by  many  German  banks  due  to  markdowns  in  the  value  of  U.S. 
subprime  assets,  necessitating  several  European  Central  Bank  bailouts). 
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Gameplan  Markdowns.  When,  on  May  11,  2007,  Goldman  executives  and  the  Mortgage 
Department  decided  to  embark  upon  a  CDO  valuation  project,  Goldman's  Chief  Risk  Officer,  Craig 
Broderick,  sent  an  email  to  his  team  to  discuss  the  consequences  of  lower  CDO  values  for 
Goldman's  clients.  He  wrote: 

"Sparks  and  the  Mtg  [Mortgage]  group  are  in  the  process  of  considering  making  significant 
downward  adjustment  to  the  marks  on  their  mortgage  portfolios  especially]  CDOs  and 
CDO  squared.  This  will  potentially  have  a  big  P&L  [profit  and  loss]  impact  on  us,  but  also 
on  our  clients  due  to  the  marks  and  associated  margin  calls  on  repos,  derivatives  and  other 
products.  We  need  to  survey  our  clients  and  take  a  shot  at  determining  the  most  vulnerable 
clients,  knock  on  implications,  etc."2138 

Mr.  Broderick  called  for  a  client  survey  to  identify  which  clients  were  "most  vulnerable"  to 
financial  difficulty  if  Goldman's  CDO  securities  were  marked  down  in  value,  and  they  either 
incurred  losses  or  were  required  to  post  more  cash  margin  or  collateral.  He  also  wrote:  "This  is 
getting  lots  of  30th  floor  attention  right  now."2139 

Some  Goldman  managing  directors  also  raised  the  issue  of  selling  CDO  securities  to  clients 
at  a  price  that  would  be  marked  down  almost  immediately.  In  a  May  1 1  email  to  colleagues,  for 
example,  Goldman  senior  executive,  Harvey  Schwartz,  wrote:  "[D]on't  think  we  can  trade  this  with 
our  clients  andf  [sic]  then  mark  them  down  dramatically  the  next  day."2140  Later  that  day,  in  an 
exchange  of  emails  with  Mr.  Schwartz,  Mr.  Montag,  and  Mr.  Sparks,  Don  Mullen  acknowledged 
Mr.  Schwartz's  concern  "about  the  representations  we  may  be  making  to  clients  as  well  as  how  we 
will  price  assets  once  we  sell  them  to  clients."2141  The  Goldman  executives  also  agreed,  however, 
not  to  "slow  or  delay"  efforts  to  sell  the  CDO  securities,  if  the  sales  force  received  "strong  bids."2142 

The  May  2007  CDO  valuation  project  resulted  in  lower  values  for  many  of  Goldman's  CDO 
assets.  While  those  internal  markdowns  were  taken  at  month's  end,  around  May  25,  2007, 
Goldman  continued  to  price  the  CDO  securities  it  was  selling  at  much  higher  levels,  creating  the 
potential  for  a  rapid  markdown  after  an  asset  was  sold.2143 

"Monster  CDO  Re-Mark."  Six  weeks  later,  in  mid- June,  the  Mortgage  Department 
learned  that  two  Bear  Stearns  hedge  funds  with  a  $17  billion  portfolio  of  subprime  assets  were  in 


2138   5/1 1/2007  email  from  Craig  Broderick,  "CDOs  -  Mortgages,"  Hearing  Exhibit  4/27-84. 

Id.   The  reference  to  the  "30*   floor"  was  the  floor  on  which  Goldman's  most  senior  executives  had  office  space 
in  its  New  York  headquarters. 

2140  5/1 1/2007  email  from  Harvey  Schwartz  to  Daniel  Sparks,  Tom  Montag,  and  others,  GS  MBS-E-010780864.  As 
explained  earlier,  some  clients  were  affected  by  Goldman's  marks  even  after  completing  purchase  of  CDO  securities, 
due  to  repo  financing  margin  requirements,  CDS  collateral  requirements,  or  other  arrangements. 

5/1 1/2007  chain  of  email  exchanges  among  Messrs.  Mullen,  Schwartz,  Montag,  and  Sparks,  GS-MBS-E- 
010780849,  Hearing  Exhibit  4/27-103. 

2142  Id. 

2143  See,  e.g.,  discussion  of  Timberwolf  CDO,  below. 
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financial  distress.  The  Mortgage  Department  immediately  initiated  an  effort  to  build  a  new,  large 
short  position  to  take  advantage  of  the  expected  drop  in  the  value  of  subprime  mortgage  assets.2144 
Within  two  weeks,  Goldman  had  amassed  a  large  number  of  CDS  contracts  shorting  a  variety  of 
subprime  mortgage  assets.  By  June  22,  2007,  Goldman's  short  position  reached  its  peak  size  of 
approximately  $13.9  billion.2145 

The  Bear  Stearns  hedge  funds  failed  in  mid- June,  subprime  assets  plummeted  in  value,  and 
Goldman  established  its  big  short  by  the  end  of  the  month.  After  its  new  net  short  was  in  place,  the 
Mortgage  Department  implemented  a  series  of  large  markdowns  in  the  value  of  its  RMBS  and  CDO 
assets.  The  markdowns  had  the  dual  effect  of  increasing  the  value  of  Goldman's  net  short  position, 
while  reducing  the  value  of  many  of  its  customers'  holdings.  Due  to  their  financing  arrangements 
or  CDS  contracts,  the  lower  values  meant  that  some  of  the  affected  clients  also  had  to  post  more 
margin  or  cash  collateral  with  the  firm.  Goldman  issued  broad  and  deep  markdowns  of  its  clients' 
positions  at  month's  end  in  June,  July  and  August  2007,  as  well  as  on  intermittent  dates  in  response 
to  mass  ratings  downgrades  of  specific  RMBS  securities  in  July  and  August  or  to  individual 
customer  credit  issues. 

One  of  the  markdowns  took  effect  on  July  25,  2007,2146  which  Mr.  Sparks  called  "the  CDO 
monster  remark."2147  In  an  email  to  Mr.  Mullen,  Mr.  Sparks  wrote:  "We  made  massive  mark 
adjustments  this  week,  pushed  them  through  because  of  basis  and  counterparty  exposure."2148  In  a 
separate  email  to  Mr.  Montag,  Mr.  Sparks  made  clear  that  by  "basis,"  he  meant  Basis  Capital,  an 
Australian  hedge  fund  that  had  financed  the  purchase  of  Timberwolf  and  other  CDO  securities  using 
Goldman  funds  and  defaulted  on  its  margin  and  collateral  obligations.  Goldman  then  repurchased 
those  securities  at  a  low  price  and  adjusted  its  marks  for  other  clients.2149 

The  CDO  markdown  drew  an  immediate  negative  reaction  from  Goldman's  customers.  On 
July  31,  2007,  an  internal  report  was  sent  to  a  dozen  Goldman  senior  executives  and  Mortgage 
Department  personnel  regarding  pending  "mortgage  derivative  collateral  disputes,"  meaning 
customers  who  were  disputing  the  lower  valuations  and  resulting  cash  margin  and  collateral 
calls.2150  The  email  identified  the  "10  largest  disputes,"  naming  AIG  Financial  Products,  Morgan 

2144  See  Section  (3)(a),  above. 

4/2010  "Goldman  Sachs  Mortgage  Department  Total  Net  Short  Position,  February  -  December  2007  in  $ 
Billions  (including  All  Synthetic  and  Cash  Positions  in  Mortgage  Related  Products),"  Hearing  Exhibit  4/27-162. 


2146 


See  7/25/2007  email  from  Arbind  Jha  to  Kevin  Kao,  "Cash  bonds,"  GS  MBS-E-01 1 128623  ("huge  changes  in 


marks  today"). 

2147  7/29/2007  email  from  Daniel  Sparks  to  Tom  Montag,  "Problem,"  GS  MBS-E-010876595  ("[w]e  probably 
should  have  taken  more  time  to  put  through  the  CDO  monster  remark"). 

2148  7/29/2007  email  from  Daniel  Sparks  to  Mr.  Mullen,  "Problem,"  GS  MBS-E-010876565. 

2149  7/29/2007  email  from  Daniel  Sparks  to  Tom  Montag,  "Problem,"  GS  MBS-E-010876595  ("we  rushed  it  because 
of  Basis  and  a  desire  to  protect  ourselves  against  counter-parties").    See  also  7/13/2007  email  from  John  McHugh  to 
Michael  Swenson  and  David  Lehman,  "Talking  Points  Needed  for  Gary  Cohn,"  GS  MBS-E-010853931  ("BSAM 
[Bear  Stearns  Asset  Management]  &  other  hedge  fund  managers  (most  recently  Basis  Capital)  announced  they  were 
halting  fund  redemptions  and/or  liquidating  holdings,  with  some  likely  to  fail."), 

See  7/31/2007  email  chain  between  Tom  Montag  and  Lloyd  Blankfein,  "Mortgage  Derivative  Collateral 
Disputes  -  7/31  Update  (COB  7/27  marks),"  GS  MBS-E-009691545. 
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Stanley,  and  Deutsche  Bank,  among  others.  It  stated:  "The  overall  derivative  collateral  dispute 
amount  is  now  $7.0  billion."2151  The  email  also  noted  that  the  total  in  dispute  from  the  prior  week 
had  been  $3  billion,  which  suggests  that  the  July  25  markdowns  had  caused  the  amount  in  dispute  to 
more  than  double  in  a  week.    Mr.  Montag  immediately  forwarded  the  report  to  Mr.  Blankfein:  "7 
billion  of  collateral  disputes!  M"2152 

Mr.  Blankfein  responded:  "Make  sure  they  prioritize  weaker  credits  where  our  risk  is 
threatening."2153  In  other  words,  Mr.  Blankfein  directed  Goldman  personnel  to  focus  on  disputes 
with  clients  that  had  the  weakest  credit,  and  might  have  fewer  resources  to  pay  the  amounts  owed  to 
Goldman  as  a  result  of  the  downward  marks.  The  same  markdowns  causing  losses  for  those  clients 
were  simultaneously  increasing  the  profitability  of  Goldman's  net  short. 

Two  weeks  later,  the  Mortgage  Department  implemented  another  large  markdown,  this  time 
related  to  Goldman's  Abacus  CDOs.  This  markdown  took  place  on  August  16,  2007,  after  the 
Correlation  Trading  Desk  adjusted  its  correlation  assumptions  in  a  way  that  resulted  in  steep 
markdowns  for  Abacus  CDO  customers  and  a  corresponding  $94  million  increase  in  the  value  of 
the  Correlation  Trading  Desk's  net  short  positions  on  the  same  CDOs.2154  The  Mortgage 
Department  as  a  whole  reported  a  $121  million  profit  that  same  day.  Mr.  Sparks  reported  to  senior 
management:  "94mm  ...  is  from  correlation  adjustment  in  ABX  (from  50  to  70%)  as  market 
observability  better  recently,  rest  is  from  outright  shorts."2155  Also  on  August  16,  2007,  Mr.  Egol 
listed  the  Correlation  Trading  Desk's  Top  Ten  Winners  and  Losers  due  to  Goldman's  markdowns 
and  calculated  that  "[t]he  aggregate  P&L  in  the  book  is  $405mm  (ie  net  markdown  to  customers), 
much  of  this  is  scattered  across  a  bunch  of  cashflow  CDOs."2156 

DD.  Customer  Losses 

Goldman's  internal  marks  demonstrate  that,  at  the  time  it  sold  its  CDO  securities, 
Goldman's  senior  management  knew  its  sales  force  was  selling  CDO  securities  at  inflated  prices 
and  that  the  CDO  securities  were  also  rapidly  losing  value.  In  addition,  soon  after  selling  the  CDO 
securities,  Goldman  marked  down  their  value,  causing  some  customers  to  incur  substantial  losses 


Id.     By  late  August,  Goldman  had  instituted  a  system  that  required  senior  management  pre-approval  for  large 
markdowns.   On  August  28,  2007,  Mr.  Lehman  sent  Mr.  Sparks  a  list  of  "Mark  changes  which  are  greater  than  5%  / 
greater  than  10%"  for  his  approval.   8/28/2007  email  from  David  Lehman  to  Daniel  Sparks,  GS  MBS-E-010623779. 
Mr.  Lehman  asked  whether  he  should  ask  Mr.  Mullen  for  approval  of  the  changes  greater  than  10%,  and  Mr.  Sparks 
told  him  to  do  so.   Id. 

2153  Id. 

2154  8/16/2007  email  from  Daniel  Sparks,  "Mort  P&L  explanation,"  GS  MBS-E-010680327.    Since  Goldman  took 
the  entire  net  short  side  in  many  of  its  Abacus  CDOs,  the  customers'  losses  translated  directly  into  gains  for 
Goldman. 

Id.  The  Correlation  Trading  Desk  reported  $145  million  in  total  profits,  which  were  then  offset  by  losses  on 
other  mortgage  desks. 

8/16/2007  email  from  Jon  Egol  to  Michael  Swenson,  "Projected  Corr  Customers  winners/losers  from  single- 
name  mark  changes,"  GS  MBS-E-01 1092473,  Hearing  Exhibit  4/27-33. 
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within  days  or  weeks  of  a  purchase  and  undergo  substantial  margin  and  collateral  calls  that  caused 
additional  financial  distress.2157 

One  Goldman  salesperson  expressed  remorse  over  the  impact  on  their  customers  of  CDO 
sales  followed  by  large  markdowns  within  days  or  weeks  of  the  client's  purchase: 

"Real  bad  feeling  across  European  sales  about  some  of  the  trades  we  did  with  clients.  The 
damage  this  has  done  to  our  franchise  is  significant.  Aggregate  loss  for  our  clients  on  just ... 
5  trades  alone  is  lbln+."2158 

At  the  same  time,  the  salesperson  thought  the  sales  force  deserved  a  bigger  share  of  the  profits 
generated  for  the  firm: 

"In  addition  team  feels  that  recognition  (sales  credits  and  otherwise)  they  received  for 
getting  this  business  done  was  not  consistent  with  the  money  it  ended  up  making/saving  the 
firm."2159 

A  Goldman  salesperson  in  Taiwan  sought  help  in  explaining  Goldman's  markdowns  to  a 
bank  whose  CDO  investment  had  been  marked  down  from  about  97  to  about  45  cents  on  the  dollar 
in  a  matter  of  weeks: 

"[B]ank  just  bought  the  altius  deal  from  gs  [Goldman  Sachs]  5  weeks  ago  and  the  mtm 
[mark-to-market]  dropped  over  50%.  We  understand  the  liquidity  is  thin,  but  I  really  need 
some  info  to  support  this  price.  ...  This  is  very  important  as  this  transaction  has  a  lot  to  do 
with  our  reputation  in  taiwan  market.  I  understand  all  deals  are  down  and  spread  is  trading 
wider  now.  Unless  the  principal  is  at  risk  now,  the  mtm  is  not  supposed  to  drop  so  quickly 
during  such  short  period  of  time."2160 

On  August  2,  2007,  Stacy  Bash-Polley,  a  Goldman  senior  sales  executive,  sent  an  email  to 
Messrs.  Montag,  Mullen,  Schwartz,  and  Sparks  outlining  eight  specific  instances  in  which  clients 
had  complained  that  Goldman's  marks  were  significantly  lower  that  those  of  other  dealers.2161  Her 
summary  of  client  concerns  included  the  following: 


2157  See,  e.g.,  5/11/2007  email  from  Craig  Broderick,  "CDOs  -  Mortgages,"  GS  MBS-E-009976918,  Hearing  Exhibit 
4/27-84;  see  also  8/10/2007  Goldman  internal  memorandum,  "Summary  of  German  Bank  US  Sub  Prime  Exposure," 
GSMBS-E-009994305. 

2158  10/12/2007  email  to  Daniel  Sparks,  "US  ABS  SS  Intermediation  Trades,"  GS  MBS-E-013706095,  Hearing 
Exhibit  4/27-70. 

2159  Id. 

2160  7/24/2007  email  from  [Taiwan],  "7/23  CDO/RMBS  requests  from  Taiwan,"  GS  MBS-E-01 1 198375,  Hearing 
Exhibit  4/27-67. 

8/2/2007  email  from  Stacy  Bash-Polley  to  Messrs.  Montag,  Mullen,  Schwartz,  and  Sparks,  "Marks  Summary," 
GSMBS-E-013349723. 
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"-They  have  not  agreed  with  our  process  and  recently  asked  other  dealers  to  analyze  -  say 
that  we  are  off  significantly  from  where  other  dealers  are  modeling  this  .... 

-We  took  their  mark  on  Fort  Denison  from  93. 16  to  40.00[.]  They  admit  the  AAA  CDO 
mkt  is  off  substantially  but  feel  that  this  particular  bond  [has  objective  characteristics  that 
should  make  it]  ...  perform  better  than  the  junior  AAA  market  as  a  whole.  Meanwhile,  we 
took  Hudson  Mezz  ...  AAA  from  80.4  to  65.  They  would  like  our  thoughts  as  to  why  Fort 
Den[ison]  was  marked  down  so  much  more.  ... 

-The  Alt-A  marks  were  particularly  punitive.  ...  Our  offerings  are  still  10-20  points  higher 
than  the  marks.  Look  at  GSAMP  2007-7.  On  financing,  [customer]  said  our  HC  [haircuts] 
...  were  by  far  the  most  onerous  of  all  dealers.  ... 

-They  bought  AAA  cdos  ....  They  have  communicated  to  sales  that  GS  is  by  far  an  outlier 
and  they  will  never  be  able  to  buy  another  cdo  from  us  based  on  their  lack  of  confidence  in 
understanding  how  we  are  coming  up  with  marks.  ... 

-Issues  with  their  CDO  marks.  Said  we  were  many  many  points  behind  where  other  dealers 
were  marking  similar  positions."2162 

Even  before  this  email,  Goldman's  sales  force  had  been  vocal  in  its  criticism  of  Goldman's 
low  marks  which  were  making  their  sales  job  more  difficult.  On  June  21,  2007,  Mr.  Sparks  stated 
in  an  email:  "sales  is  making  significant  noise  about  gs  notable  conservatism  in  marking  and 
haircuts."2163  Mortgage  Department  personnel  dismissed  such  criticisms  out  of  hand.  One 
managing  director  responded:  "Would  have  tho[ugh]t  that  bsam  event  [failure  of  Bear  Stearns 
Asset  Management  hedge  funds]  would  provide  reasonable  explanation  as  to  why  our  marking  and 
haircuts  r  ok."  Mr.  Sparks  replied:  "Kind  of  stunning  -  but  we  are  hearing  it." 

Goldman  generally  declined  to  offer  any  written  explanations  of  its  marks  to  clients,  and 
rarely  offered  any  financial  accommodation  or  compromise  regarding  the  marks  or  related  collateral 
calls.2164  On  one  occasion,  when  a  sales  representative  asked  about  providing  information  about  the 


2163   6/21/2007  email  from  Mr.  Sparks  to  Lester  Brafman,  "Repo,"  GS  MBS-E-010847490. 

The  Subcommittee  did  identify  at  least  one  instance  of  a  mark  change.   Goldman's  China  sales  representative 
contacted  the  ABS  Desk  to  request  an  increase  in  a  mark  on  an  RMBS  security: 

"[C]an  we  try  our  best  to  show  'better'  indicative  prices  for  [client]?  ...  [C]lient  is  under  pressure  of  being 
questioned  that  they  bought  something  looks  really  bad.  ...  [W]e  showed  a  price  of  LBMLT  06  A  Al  as  of 
95-00  .  .  .  this  is  something  hard  for  client  to  believe  ....  [W]e  need  them  to  think  of  GS  as  the  best  firm,  and 
we  need  them  to  be  our  best  client  when  next  biz  boom  comes.  ...  We  would  highly  appreciate  if  a  slightly 
aggressive  price  can  be  showed  from  trading  desk." 

5/21/2007  email  from  China  sales  representative  to  Edwin  Chin  and  others,  "Mark  to  market  prices,"  GS  MBS-E- 
01 1068490.   Mr.  Chin  moved  the  mark  in  question  from  95  to  98,  and  wrote: 
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firm's  CDO  marks  to  a  customer,  Mr.  Lehman  wrote:  "We  cannot  put  this  on  paper  -  It  concerns 
me  they  want  something  specifically  in  writing."2165  When  told  that  other  dealers  had  provided  the 
customer  with  marks  and  a  written  description  of  their  CDO  pricing  methodologies,  Mr.  Lehman 
responded:  "Our  marking  policy  is  a  market  price  (bid  and/or  offer)  -  We  do  not  have  a  written 
methodology  for  pricing  and  we  should  tell  them  that."2166  In  another  instance,  when  a  client  asked 
for  marks  for  the  two  prior  months  related  to  a  CDO  it  was  considering  buying,  Mr.  Lehman  wrote: 
"Verbal  only  ....  Want  to  give  them  our  tho[ugh]ts  on  market  levels,  not  'marks.'"2167  In  his  2007 
performance  self-evaluation,  the  head  of  the  SPG  Trading  Desk,  Michael  Swenson,  wrote: 

"I  spent  numerous  hours  on  conference  calls  with  clients  discussing  valuation  methodologies 
for  GS  issued  transactions  in  the  subprime  and  second  lien  space  ....  I  said  'no'  to  clients 
who  demanded  that  GS  should  'support  the  GSAMP'  program  [Goldman  RMBS  securities] 
as  clients  tried  to  gain  leverage  over  us.  Those  were  unpopular  decisions  but  they  saved  the 
firm  hundreds  of  millions  of  dollars."2168 

In  November  2007,  Goldman  analysts  issued  a  research  report  to  clients  about  the  crisis  in 
the  mortgage  market.2169  Goldman  predicted  that  the  mortgage  market  crisis  was  likely  to  continue 
and  would  have  serious  implications  for  a  significant  number  of  financial  institutions:  "Write- 
downs and  losses  will  continue  to  mount ....  [Managements  will  need  to  repair  some  seriously 
damaged  balance  sheets."2170  Goldman  estimated  that  industry-wide  losses  reflecting  markdowns  in 
subprime  mortgage  CDOs  would  approach  $150  billion,  of  which  about  $40  billion  would  be  taken 
in  the  third  and  fourth  quarters  of  2007.2171 

Customers  who  purchased  CDO  assets  from  Goldman  in  2007  generally  suffered  substantial 
losses  from  those  investments,  and  several  went  bankrupt,  including  1KB,  a  German  bank,  and  Basis 
Capital,  the  Australian  hedge  fund.2172  Goldman  was  not  only  aware  of  its  clients'  predicaments, 


"After  much  discussion  internally,  we  will  improve  our  bid  to  98-00  given  the  market  color  we  have 
observed  in  the  past  two  days.   The  markdown  was  mostly  a  reaction  to  rating  agency  downgrade  and  partly 
reflected  the  illiquidity  of  the  position,  but  upon  further  analysis  we  have  gotten  more  comfortable  with  the 
risk  position  and  agree  it  should  be  marked  at  a  higher  price." 


Id. 

2165 


2166 
2167 


8/6/2007  email  from  David  Lehman  to  Japan  sales,  "RE:  Tokyo  Star,"  GS  MBS-E-001927891. 
Id. 

6/6/2007  email  from  David  Lehman  to  Japan  sales,  "Point  Pleasant  Marks  -  request  from  Tokyo  Star  Bank,"  GS 
MBS-E-001912408-10  at  9. 

2168  9/26/2007  Goldman  Sachs  2007  Performance  Review  for  Michael  Swenson,  "Reviewee's  Feedback,"  GS-PSI- 
02399,  Hearing  Exhibit  4/27-55b. 

2169  1 1/20/2007  email  from  Thomson  IFR  -  ABS,  "ABS:   Market  Tense  as  Goldman  Predicts  RMBS  CDO  Problems 
to  Drag  On,"  GS  MBS-E-013782989. 

2170  Id. 

2171  Id. 

See  9/17/2007  Goldman  presentation  to  Board  of  Directors,  "Residential  Mortgage  Business,  Global  Impact  of 
the  Mortgage  Crisis,"  at  2,  GS  MBS-E-001793840,  Hearing  Exhibit  4/27-41  (noting  bankruptcies  of  Goldman 
clients  1KB  and  Basis  Capital).     See  also  8/10/2007  Goldman  internal  memorandum,  "Summary  of  German  Bank 
US  Sub  Prime  Exposure,"  GS  MBS-E-009994305;  1 1/27/2007  email  from  David  Lehman  to  Daniel  Sparks,  "ACA," 
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but  in  some  cases,  Goldman  purchased  CDS  protection  or  equity  puts  on  its  clients'  stock, 
essentially  betting  that  the  stock  price  would  fall  or  the  company  would  lose  value.  For  example, 
after  AC  A  Financial  Guaranty  Corp.,  the  parent  company  of  AC  A  Management  which  acted  as  the 
collateral  manager  of  Abacus  2007-AC1,  purchased  Abacus  securities,  Goldman  purchased  the 
short  side  of  a  CDS  contract  that  referenced  ACA  Financial  Guaranty.  ACA  Financial  Guaranty 
encountered  extreme  financial  distress  in  late  2007. 2173 

At  the  Subcommittee  hearing,  Goldman  executives  were  asked  about  the  four  Goldman- 
originated  CDOs  highlighted  in  this  Report,  Hudson  1 ,  Anderson,  Timberwolf,  and  Abacus  2007- 
AC1.2174  Senator  John  Tester  noted  Mr.  Birnbaum's  testimony  that,  in  2007,  Goldman  could  "see 
some  things  happening,"2175  and  that  Goldman  itself  was  betting  against  the  mortgage  market. 
Senator  Tester  asked  Mr.  Sparks,  in  light  of  those  developments,  "how  [he]  got  comfortable  with 
sales,"  and  how  he  "in  good  faith"  sold  the  CDO  securities  to  Goldman's  customers  -  how  he  could 
"sell  them  out  and  collect  the  fees  and  make  the  dough?"2176  Senator  Tester  and  Mr.  Sparks  then 
had  the  following  exchange: 

Senator  Tester:  Every  one  of  these  [CDOs]  were  -  it  looks  like  a  wreck  waiting  to  happen 
because  they  were  all  downgraded  to  junk  in  very  short  order. 

Mr.  Sparks:  Well,  Senator,  at  the  time  we  did  those  deals,  we  expected  those  deals  to 
perform. 

Senator  Tester:  Perform  in  what  way? 

Mr.  Sparks:  To  not  be  downgraded- 

Senator  Tester:    Perform  to  go  to  junk,  so  that  the  shorts  made  out? 

Mr.  Sparks:  To  not  be  downgraded  to  junk  in  that  short  a  time  frame.  In  fact,  to  not  be 
downgraded  to  junk."  ... 

Senator  Tester:  Do  you  feel  confident  that  the  information  about  each  one  of  these  [CDOs] 
...  was  given  to  the  investors,  all  of  the  information  that  was  out  there,  and  the  credit  rating 
agencies  too? 


GS  MBS-E-0137465  1 1  (discussing  "what  would  happen  upon  an  ACA  bankruptcy  (which  is  the  most  likely  scenario 
in  our  opinion)."). 

2173  See  6/21/2007  email  from  Fabrice  Tourre,  "Post  on  ACA,"  GS  MBS-E-002562148.    See  also  ACA  Financial 
Guaranty  Corp.  v.  Goldman,  Sachs  &  Co.,  Complaint  (filed  1/6/201 1,  Sup.  Ct.  N.Y)  at  ^  7  (ACA  now  "operates  as  a 
run-off  insurance  company."),  available  at  http://www.aca.com/press/pdfs/201 1/201 10106-GoldmanComplaint.pdf. 

2174  April  27,  2010  Subcommittee  Hearing  at  66. 

2175  Id. 

2176  Id. 
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Mr.  Sparks:  Well,  I  generally  feel  that  the  disclosure  for  the  new  issues  that  Goldman  Sachs 
brought  was  good."2177 

While  Mr.  Sparks  testified  that,  in  2007,  the  Mortgage  Department  expected  its  CDOs  "to 
perform,"  a  contemporaneous  draft  presentation  that  he  helped  prepare  in  May  2007  stated  that  the 
"desk  expects  [the  CDOs]  to  underperform."2178  Many  other  emails  provide  his  negative  views  of 
the  CDO  market  at  the  time,  including  emails  in  which  Mr.  Sparks  described  the  subprime  market 
as  "bad  and  getting  worse,"2179  and  directed  Goldman's  mortgage  traders  to  "get  out  of 
everything,"2180  and  "stay  on  the  short  side."2181  He  wrote,  among  other  things:  "Game  over,"2182 
"bad  news  everywhere,"  and  "the  business  is  totally  dead."2183  As  Senator  Tester  noted,  many  of 
Mr.  Sparks 's  dire  predictions  were  made  before  three  of  the  four  CDOs  discussed  at  the  hearing 
were  even  offered  to  customers.2184 

Mr.  Sparks  also  testified  that  the  Mortgage  Department  did  not  expect  the  Goldman-issued 
CDOs  to  be  downgraded,  but  all  were  within  a  year  of  issuance.  In  April  2007,  for  example,  six  of 
the  20  RMBS  deals  that  comprised  the  ABX  Index  were  downgraded,2185  and  the  Hudson  CDO  that 
referenced  them  followed  soon  after.  Many  of  the  RMBS  securities  referenced  in  the  other  three 
CDOs  were  downgraded  within  three  months  of  the  issuance  of  the  last  CDO  in  April  2007,  making 
the  downgrade  of  the  CDOs  themselves  all  but  inevitable.2186  For  example,  when  Moody's  and 
S&P  announced  their  first  mass  downgrades  of  RMBS  securities  on  July  10,  2007,  the  S&P 
downgrade  affected  35%  of  the  assets  in  Timberwolf2187  Ultimately,  all  of  the  CDOs  discussed  at 
the  Subcommittee's  hearing  were  downgraded  to  junk  status.  On  October  26,  2007,  a  Goldman 
employee  sent  an  email  about  Abacus  2007-AC1,  even  noting  this  dubious  distinction: 


Id.   Mr.  Sparks  went  on  to  say:   "I  mentioned  we  made  some  bad  business  decisions.   These  deals  performed 
horribly.   That  is  bad.  ...  [T]hat  said,  just  because  one  person  in  my  business  unit  or  a  few  people  might  have  had  one 
view,  I  can  tell  you  there  were  a  lot  of  people  in  my  business  unit  that  had  a  very  different  view,  and  there  were  a  lot 
of  investors  that  had  a  very  different  view."   Id. 

See  5/19/2007  draft  Goldman  presentation,  "Mortgages  CDO  Origination  -  Retained  Positions  &  Warehouse 
Collateral,  May  2007,"  GS  MBS-E-010951926. 

2179  2/8/2007  email  from  Mr.  Sparks,  "Post,"  Hearing  Exhibit  4/27-7. 

2180  3/3/2007  email  from  Mr.  Sparks,  "Call,"  Hearing  Exhibit  4/27-14. 

2181  3/8/2007  email  from  Mr.  Sparks,  Mortgage  risk,"  Hearing  Exhibit  4/27-75. 

2182  3/12/2007  Goldman  memorandum  to  Firmwide  Risk  Committee,  "March  7th  FWR  Minutes,"  GS  MBS-E- 
0022 1171,  Hearing  Exhibit  4/27-19. 

2183  2/21/2007  email  from  Daniel  Sparks  to  Jon  Winkelried,  "Mortgages  today,"  GS  MBS-E-010381094,  Hearing 
Exhibit  4/27-10. 

April  27,  2010  Subcommittee  Hearing  at  66.   The  Anderson,  Timberwolf,  and  Abacus  2007-AC1  CDOs  were 
issued  in  March  and  April  2007. 

2185  4/27/2007  email  from  Deeb  Salem  to  Michael  Swenson,  GS  MBS-E-012432706  (6  of  20  deals  in  ABX  Index 
put  on  watch  or  downgraded). 

2186  7/10/2007  email  to  George  Maltezos,  "GS  Cashflow/ABACUS  CDOs  Mentioned  in  S&P  Report  on  CDO 
Exposure  to  Subprime  RMBS,"  GS  MBS-E-001837256;  7/10/2007  email  from  Goldman  Sachs  analyst  to  Goldman 
Sachs  Japan  salesman,  "GS  Cashflow/ABACUS  CDOs  Mentioned  in  S&P  Report  on  CDO  Exposure  to  Subprime 
RMBS,"  GS  MBS-E-001990255  (updating  percentage  exposure  from  25%  to  35%). 

2187  Id. 
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"This  deal  was  number  1  in  the  universe  of  CDO's  that  were  downgraded  by  Moody's  and 
S&P.  99.89%  of  the  underlying  assets  were  downgraded."2188 

(b)  Goldman's  Conflicts  of  Interest 

In  late  2006  and  2007,  Goldman's  securitization  business  was  marked,  not  just  by  its  hard 
sell  tactics,  but  also  by  multiple  conflicts  of  interest  in  which  Goldman's  financial  interests  were 
opposed  to  those  of  its  clients.  The  following  examples  illustrate  the  problem. 

(i)  Conflicts  of  Interest  Involving  RMBS  Securities 

In  2006  and  2007,  Goldman  originated  27  CDO  and  93  RMBS  securitizations.  Beginning  in 
December  2006,  Goldman  originated  and  aggressively  marketed  some  of  these  securities  at  the 
same  time  that  subprime  and  other  high  risk  loans  were  defaulting  at  alarming  rates,  the  subprime 
and  CDO  markets  were  deteriorating,  and  Goldman  was  shorting  subprime  mortgage  assets.  At 
times,  Goldman  originated  and  sold  RMBS  securities  that  it  knew  had  poor  quality  loans  that  were 
likely  to  incur  abnormally  high  rates  of  default.  At  times,  Goldman  went  further  and  sold  RMBS 
securities  to  customers  at  the  same  time  it  was  shorting  the  securities  and  essentially  betting  that 
they  would  lose  value.  Two  examples  illustrate  how  Goldman  constructed  and  sold  poor  quality 
RMBS  securities  and  profited  from  the  decline  of  the  very  securities  it  had  sold  to  its  clients. 

Long  Beach  RMBS.  The  first  example  involves  Washington  Mutual  Bank  (WaMu)  and  its 
subprime  lender,  Long  Beach  Mortgage  Corporation.  WaMu,  Long  Beach,  and  Goldman  had 
collaborated  on  at  least  $14  billion  in  loan  sales  and  securitizations.2189  In  February  2006,  Long 
Beach  had  a  $2  billion  warehouse  account  with  Goldman,  which  was  the  largest  of  Goldman's 
warehouse  accounts  at  that  time.2190 

Long  Beach  was  known  within  the  industry  for  originating  some  of  the  worst  performing 
subprime  mortgages  in  the  country.  As  explained  in  Chapter  III,  in  2005,  a  surge  of  early  payment 
defaults  in  its  subprime  loans  required  Long  Beach  to  repurchase  over  $837  million  of 
nonperforming  loans  from  investors,  as  well  as  book  a  $107  million  loss.2191  Similar  EPD  problems 
affected  its  loans  in  2006  and  2007.  WaMu  reviews  and  audits  of  Long  Beach,  as  well  as 
examinations  by  the  Office  of  Thrift  Supervision,  repeatedly  identified  serious  deficiencies  in  its 
lending  practices,  including  lax  underwriting  standards,  unacceptable  loan  error  and  exception  rates, 
weak  risk  management,  appraisal  problems,  inadequate  oversight  of  third  party  brokers  selling  loans 
to  the  firm,  and  loan  fraud.  While  these  reviews  were  not  available  to  the  public,  the  performance 
of  Long  Beach  paper  was.  Long  Beach  securitizations  had  among  the  worst  credit  losses  in  the 


2188    10/26/2007  email  from  Goldman  salesman  to  Michael  Swenson,  "ABACUS  2007-AC1  -  Marketing  Points 
(INTERNAL  ONLY)  [T-Mail],"  GS  MBS-E-016034495. 

See  "List  of  WaMu-Goldman  Loans  Sales  and  Securitizations,"  Hearing  Exhibit  4/13-47b. 

2190  2/13/2006  Goldman  chart,  "Current  Warehouse  Facilities  and  Funded  Balances,"  GS  MBS-E-001 157934. 

2191  See  Chapters  III  and  IV,  above. 
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industry  from  1999-2003;  in  2005  and  2006,  Long  Beach  securities  were  among  the  worst 
performing  in  the  market.2192 

Nevertheless,  in  May  2006,  Goldman  acted  as  co-lead  underwriter  with  WaMu  to  securitize 
about  $532  million  in  subprime  second  lien  mortgages  originated  by  Long  Beach.  Long  Beach 
Mortgage  Loan  Trust  2006-A  ("LBMLT  2006-A")  issued  approximately  $495  million  in  RMBS 
securities  backed  by  those  Long  Beach  mortgages.  The  top  three  tranches,  representing  about  66% 
of  the  principal  loan  balance,  received  AAA  ratings  from  S&P,  even  though  the  pool  contained 
subprime  second  lien  mortgages  -  loans  which  could  recover  funds  in  the  event  of  a  default  only 
after  the  primary  loan  was  repaid  —  and  even  though  the  loans  were  issued  by  one  of  the  nation's 
worst  performing  mortgage  lenders.  Yet  Goldman  was  able  to  use  two-thirds  of  that  extremely 
risky  debt  to  issue  AAA  rated  securities  which  Goldman  then  sold  to  its  customers. 

In  less  than  a  year,  the  Long  Beach  loans  began  incurring  delinquencies.  In  February  2007,  a 
Goldman  analyst  reported  internally  that  all  of  Goldman's  2006  subprime  second  lien  RMBS 
securities  were  deteriorating  in  performance,  but  "deals  backed  by  Fremont  and  Long  Beach 
collateral  have  generally  underperformed  the  most."2193  The  analyst  predicted  "lifetime  losses  in  the 
teens,  and  over  20%  in  some  deals."  By  May  2007,  the  cumulative  net  loss  on  the  LBMLT  2006-A 
mortgage  pool  had  climbed  to  over  12%,  eliminating  most  of  the  financial  cushion  protecting  the 
investment  grade  securities  from  loss.  That  month,  S&P  downgraded  six  out  of  the  seven  credit 
ratings  for  the  mezzanine  tranches  of  the  securitization.  The  Long  Beach  securities  plummeted  in 
value. 

Goldman  held  some  of  the  unsold  Long  Beach  mezzanine  securities  on  its  books,  meaning 
LBMLT  2006-A  securities  that  carried  credit  ratings  of  BBB  or  BBB-.  Goldman  had  also 
purchased  the  short  side  of  a  CDS  contract  that  would  pay  off  if  those  same  securities  lost  value. 
On  May  17,  2007,  Deeb  Salem,  a  trader  on  the  Mortgage  Department's  ABS  Desk,  learned  of 
additional  losses  in  the  Long  Beach  securitization  and  wrote  to  his  supervisor  Michael  Swenson 
with  the  news: 

"[B]ad  news  . . .   [The  loss]  wipes  out  the  m6s  [mezzanine  tranches]  and  makes  a  wipeout  of 
the  m5  imminent.   . . .  [C]osts  us  about  2.5  [million  dollars].   . . .  [G]ood  news  ...  [W]e  own 
10  [million  dollars]  protection  at  the  m6  ...  [W]e  make  $5  [million]."2194 

In  other  words,  Goldman  lost  $2.5  million  from  the  unsold  Long  Beach  securities  still  on  its  books, 
but  gained  $5  million  from  the  CDS  contract  shorting  those  same  securities.  Overall,  Goldman 
profited  from  the  decline  of  the  same  type  of  securities  it  had  earlier  sold  to  its  customers. 


2192   See,  e.g.,  4/14/2005  OTS  email,  "Fitch,"  OTSWME05-012  0000806,  Hearing  Exhibit  4/13-8a. 

2/8/2007  email  from  Goldman  analyst  to  Mr.  Sparks,  Mr.  Gasvoda,  and  others,  "2006  Subprime  2nds  Deals 
Continue  to  Underperform  "INTERNAL  ONLY**,"  GS  MBS-E-003775340,  Hearing  Exhibit  4/27-167d. 
2194  5/17/2007  email  from  Deeb  Salem  to  Michael  Swenson,  "FW:  LBML  06A,"  GS  MBS-E-012550973,  Hearing 
Exhibit  4/27-65. 
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By  May  2008,  even  the  AAA  securities  in  LBMLT  2006-A  had  been  downgraded  to  default 
status.  By  March  2010,  the  securities  recorded  a  cumulative  net  loss  of  over  66%. 2195 

Fremont  RMBS.  The  second  example  involves  Fremont  Loan  &  Investment,  another 
subprime  lender  notorious  for  issuing  poor  quality  loans.2196  In  March  2007,  Fremont  reported  in  an 
8-K  filing  with  the  SEC  that  the  FDIC  filed  a  cease  and  desist  order  to  which  the  company 
consented.  Among  other  matters,  it  order  Fremont  to  stop  "[mjarketing  and  extending 
adjustable-rate  mortgage  products  to  subprime  borrowers  in  an  unsafe  and  unsound  manner  that 
greatly  increases  the  risk  that  borrowers  will  default  on  the  loans  or  otherwise  causes  losses."2197 

Even  before  the  actions  taken  by  regulators  in  March  2007,  Goldman  was  aware  of  the  poor 
quality  of  at  least  some  of  Fremont's  loans.  In  a  November  2006  exchange  of  emails,  for  example, 
two  Goldman  sales  representatives  were  discussing  trying  to  sell  Fremont  RMBS  securities  to  a 
client.  One  salesperson  forwarded  to  the  other  the  client's  explanation  of  why  it  did  not  want  to  buy 
the  securities  and  its  low  opinion  of  Fremont's  loan  pools:  "Fremont  refused  to  make  any  forward 
looking  statements  so  we  really  got  nothing  from  them  on  the  crap  pools  that  are  out  there  now."2198 
In  March  2007,  Goldman  initiated  a  detailed  review  of  its  Fremont  loan  inventory  to  identify 
deficient  loans  that  it  could  return  to  the  lender  for  a  refund.  Mr.  Gasvoda  placed  a  priority  on 
reviewing  Fremont  loans  "since  they  still  have  cash  but  may  not  for  long."2199  One  loan  pool  review 
conducted  on  March  14,  2007,  found  that  "on  average,  about  50%  of  about  200  files  look  to  be 
repurchase  obligations,"  meaning  that  fully  half  of  the  reviewed  loans  should  be  returned  to  the 
lender.2200  Goldman  eventually  made  about  $46  million  in  repurchase  requests  to  Fremont,  which 
was  one  of  the  top  five  mortgage  originators  from  whom  Goldman  made  repurchase  requests  in 
2006  and  2007.2201 

Despite  these  and  other  indications  of  Fremont's  poor  quality  loans,  Goldman  continued  to 
underwrite  and  market  securities  backed  by  Fremont  loans.  In  an  internal  February  2007 
memorandum  to  its  Mortgage  Capital  Committee,  Goldman  wrote  that  it  had  a  "significant 
relationship  with  Fremont,"  based  upon  past  securitizations,  whole  loan  purchases,  and  warehouse 
fees.2202  In  March  2007,  at  the  same  time  it  was  sending  millions  of  dollars  in  loan  repurchase 
requests  to  Fremont,  Goldman  securitized  over  $1  billion  in  Fremont  subprime  loans  in  one  of  its 


11     See  wamusecurities.com. 


For  more  information  about  Fremont,  see  Chapter  IV,  Section  D(2)(d). 

2197  3/7/2007  Fremont  General  Corporation  8-K  filing  with  the  SEC. 

2198  1 1/16/2006  Goldman  internal  email,  "ACA  and  Freemont  [sic]  deal,"  Hearing  Exhibit  4/27-  173. 

2199  3/14/2007  Goldman  email,  "NC  Visit,"  GS-MBS-E-002048050. 

2200  Id.;  see  also  8/10/2007  email  from  Michelle  Gill,  "Fremont  -  Incremental  Information,"  GS  MBS-E-009860358 
(Goldman's  repurchase  claims  against  Fremont  would  have  amounted  to  a  9%  ownership  stake  in  Fremont  after  a 
proposed  buyout  by  investor  group;  Goldman  was  not  the  largest  purchaser  of  Fremont  loans  but  its  repurchase 
claims  were  3-4  times  larger  than  the  claims  of  the  nearest  counterparty). 

2201  See  Goldman  Sachs  response  to  Subcommittee  QFR  at  PSI_QFR_GS0040. 

2/20/2007  Goldman  memorandum  to  Mortgage  Capital  Committee,  "Request  for  renewal  of  the  existing  $1 
billion  ...  1-year  revolving  warehouse  facility,"  GS  MBS-E-001 157942.   Goldman  wrote  the  Fremont  produced 
"revenues  totaling  $13.38  million  in  2006  of  which  $620,000  came  in  the  form  of  warehouse  usage  and  commitment 
fees." 
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warehouse  accounts,  originating  GSAMP  Trust  2007-FM2.2203  At  Goldman's  request,  Moody's  and 
S&P  rated  the  securities,  even  though  analysts  at  both  rating  firms  expressed  concern  about  the 
quality  of  Fremont  loans.  At  S&P,  for  example,  in  a  January  2007  email  to  his  supervisor,  a  credit 
ratings  analyst  wrote:  "I  have  a  Goldman  deal  with  subprime  Fremont  collateral.  Since  Fremont 
collateral  has  been  performing  not  so  good,  is  there  anything  special  I  should  be  aware  of?"2204  One 
supervisor  told  him:  "No,  we  don't  treat  their  collateral  any  differently,"  while  another  wrote  that, 
as  long  as  the  analyst  had  current  FICO  scores  for  the  borrowers,  he  was  "good  to  go."2205  Both 
agencies  gave  AAA  ratings  to  the  top  five  tranches  of  the  securitization.2206 

Goldman  marketed  and  sold  the  Fremont  securities  to  its  customers,  while  at  the  same  time 
purchasing  $15  million  in  CDS  contracts  referencing  some  of  the  Fremont  securities  it 
underwrote.2207  Seven  months  later,  by  October  2007,  the  ratings  downgrades  had  begun;  by  August 
2009,  every  tranche  in  the  GSAMP  securitization  had  been  downgraded  to  junk  status.2208 

In  both  examples  involving  Long  Beach  and  Fremont  RMBS  securities,  Goldman  obtained 
CDS  protection  and  essentially  bet  against  the  very  securities  it  was  selling  to  clients.  In  each  case, 
Goldman  profited  from  the  fall  in  value  of  the  same  securities  it  sold  to  its  clients  and  which  caused 
those  clients  to  suffer  substantial  losses. 

(ii)  Conflicts  of  Interest  Involving  Sales  of  CDO  Securities 

As  with  some  of  its  RMBS  securities,  Goldman  at  times  originated  CDO  securities  using 
assets  that  it  believed  were  of  poor  quality  and  would  lose  value,  and  sold  the  securities  at  higher 
prices  than  it  believed  they  were  worth.2209  In  addition,  Goldman  took  steps  that  created  multiple 
conflicts  of  interest  with  the  clients  to  whom  it  sold  the  CDO  securities,  and  placed  its  financial 
interests  ahead  of  those  of  its  clients.  Four  examples  involving  the  Hudson  1,  Anderson, 
Timberwolf,  and  Abacus  2007-AC1  CDOs  illustrate  the  problems.  Those  problems  include 
troubling  and  sometimes  abusive  practices  related  to  how  Goldman  designed  the  CDOs  and  selected 


See  2/2/2007  Goldman  memorandum  to  the  Mortgage  Capital  Committee,  "Agenda  for  Monday,  February  5, 
2007,"  GS  MBS-E-002201064;  2/5/2007  Mortgage  Capital  Committee  Memorandum  regarding  GSAMP  Trust 
2007-FM2,  GS  MBS-E-002201055  -  58. 

2204  1/24/2007  S&P  internal  email,  "Quick  Question:  Fremont,"  Hearing  Exhibit  4/23-93b.    See  also  2/1/2007  S&P 
internal  email,  "Defaults  cause  Fremont  to  end  ties  to  8,000  brokers,"  Hearing  Exhibit  4/23-93d  (S&P  analysts 
circulated  an  article  about  how  Fremont  had  stopped  using  8,000  brokers  due  to  loans  with  some  of  the  highest 
delinquency  rates  in  the  country). 

2205  1/24/2007  S&P  internal  email,  "RE:  Quick  Question:  Fremont,"  Hearing  Exhibit  4/23-93c. 

2206  4/17/2010  S&P  downgrade  of  GSAMP  Trust  2007-FM2  containing  Fremont  mortgages,  Hearing  Exhibit  4/23- 
93  f 

2207  See  3/21/2007  Goldman  spreadsheet,  "RMBS  CDS  Trade  History  19Jan06  -  19Mar07  v3,"  GS  MBS-E- 
013648130. 

See  Standard  &  Poor's  www.globalcreditportal.com. 

In  some  cases,  Goldman  used  assets  from  its  own  inventory  or  warehouse  accounts,  so  that  it  could  transfer 
assets  with  falling  value  to  the  CDO  and  the  investors  who  purchased  the  CDO  securities.   The  Subcommittee 
examined  seven  of  those  CDOs,  and  of  those,  57%  of  the  CDOs'  assets  were  sourced  from  Goldman,  including  over 
$3  billion  in  synthetic  assets  in  which  Goldman  was  the  short  party,  and  therefore  stood  to  profit  from  a  decline  in 
the  value  of  the  underlying  assets. 
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their  assets;  marketed  and  sold  the  CDO  securities;  designated  the  value  of  the  CDO  securities  pre- 
and  post-sale;  and  executed  its  duties  as  liquidation  agent  and  collateral  put  provider. 

AA.    Hudson  Mezzanine  Funding  2006-1 

Hudson  Mezzanine  Funding  2006-1  (Hudson  1)  was  a  $2  billion  synthetic  CDO  that 
referenced  mezzanine  subprime  RMBS  assets2210  and  assets  linked  to  the  ABX  Index.2211  This  CDO 
was  the  second  in  a  series  of  three  "Hudson"  branded  CDOs,  which  according  to  Goldman 
marketing  materials  were  intended  "to  create  a  consistent,  programmatic  approach  to  invest  in 
attractive  relative  value  opportunities  in  the  RMBS  and  structured  product  market."2212  One  key 
feature  of  the  three  Hudson  CDOs  was  that  Goldman  itself,  without  any  third  party  participation, 
selected  the  CDO's  assets,  which  were  supposed  to  remain  with  the  CDO  until  they  reached 
maturity  or  were  deemed  "credit  risk  assets,"  at  which  point  Goldman,  acting  as  the  liquidation 
agent  for  the  CDO,  was  responsible  for  selling  them.2213  In  each  of  the  Hudson  CDOs,  Goldman 
played  multiple  roles  in  its  formation  and  administration,  including  selecting  assets  and  serving  as 
the  underwriter,  initial  purchaser  of  the  CDO  securities,  collateral  put  provider,2214  senior  swap 
counterparty,  and  credit  protection  buyer.2215  In  Hudson  1,  Goldman  took  100%  of  the  short  side  of 
the  CDO,  and  when  the  Hudson  1  securities  declined  in  value,  Goldman  made  a  $1.35  billion  profit 
at  the  expense  of  the  clients  to  whom  it  had  sold  the  Hudson  1  securities. 


Mezzanine  subprime  RMBS  assets  are  RMBS  securities  that  carry  a  credit  rating  of  BBB  or  BBB-  or  CDS 
contracts  that  reference  those  types  of  RMBS  securities.   Mezzanine  RMBS  assets  are  riskier  than  AAA,  AA,  and  A 
rated  RMBS  securities,  but  less  risky  than  those  that  carry,  for  example,  BB,  B,  or  CCC  ratings. 

The  ABX  Index  tracks  the  performance  of  a  designated  basket  of  20  subprime  RMBS  securitizations.   It  consists 
of  five  separate  indices,  each  of  which  tracks  a  different  subset  of  the  RMBS  basket,  divided  according  to  credit 
ratings.   The  indices  that  track  the  mezzanine  RMBS  securities,  for  example,  track  the  20  RMBS  securities  that  carry 
BBB  and  BBB-  credit  ratings.   In  ABX  assets,  investors  enter  into  CDS  contracts  in  which  one  party  takes  the  long 
side,  essentially  betting  that  the  ABX  indices  tracking  the  mezzanine  RMBS  securities  will  increase  in  value,  while 
the  other  party  takes  the  short  side,  essentially  betting  that  the  indices  will  fall  in  value.   Prior  to  establishing  the 
Hudson  CDO,  Goldman  had  taken  the  long  side  in  a  number  of  CDS  contracts  linked  to  the  ABX  indices  tracking 
mezzanine  RMBS  securities. 

2212   10/2006  Goldman  document,  "Hudson  Mezzanine  Funding  2006-1,  Ltd.,"  Hearing  Exhibit  4/27-87.   The  first 
Hudson  CDO,  Hudson  High  Grade,  was  issued  in  September  2006.   The  second,  discussed  here,  was  Hudson 
Mezzanine  2006-1,  issued  in  October  2006.   The  third  was  Hudson  Mezzanine  2006-2,  issued  in  February  2007. 

Id.   For  more  information  about  Goldman's  role  as  the  liquidation  agent  in  Hudson,  see  Section  C(5)(b)(iii)AA, 
below. 

In  synthetic  CDOs,  the  cash  proceeds  from  the  sales  of  the  CDO  securities  were  used  to  purchase  "collateral 
debt  securities."   Later,  when  cash  was  needed  to  make  payments  to  a  long  or  short  party,  those  collateral  securities 
were  sold,  and  the  cash  was  used  to  make  the  payments.   In  the  event  the  collateral  securities  could  not  be  sold  for 
face  (par)  value,  the  collateral  put  provider  paid  the  difference  to  the  CDO.   For  more  information  about  the  role  of 
collateral  put  providers,  see  Section  C(5)(b)(iii)BB,  below. 

2215   See  2/18/2008  Goldman  document,  "CDO  Transactions  (July  1,  2006  -  December  31,  2007)  in  which  Goldman 
Sachs  acted  as  underwriter,"  GS  MBS  0000004337  at  4338.   Acting  as  the  "senior  swap  counterparty"  meant  that 
Goldman  served  as  an  intermediary  between  the  Hudson  CDO  and  the  super  senior  investor.   Acting  as  "credit 
protection  buyer"  meant  that  Goldman  initially  took  the  short  side  of  the  CDO  and,  in  the  case  of  Hudson  1,  kept 
100%  of  the  short  side  during  the  life  of  the  CDO. 
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Transferring  Risk.  Hudson  1  was  conceived  and  designed  by  Goldman  to  transfer  the  risk 
associated  with  a  large  collection  of  ABX  assets  in  its  inventory,  in  which  Goldman  held  the  long 
side  of  CDS  contracts  referencing  mezzanine  subprime  RMBS  securities  that  were  tracked  by  the 
ABX  and  that  might  go  down  in  value.  The  objective  of  the  CDO  was  to  transfer  the  risk  of 
unwanted  financial  assets  off  of  Goldman's  books.  In  response  to  questions  from  the 
Subcommittee,  Goldman  explained  that  Hudson  1  was  "initiated  by  the  firm  as  the  most  efficient 
method  to  reduce  long  ABX  exposures."2216  Contemporaneous  notes  from  Goldman's  Firmwide 
Risk  Committee  meetings  also  stated  that  Hudson  1  was  an  "exit  for  our  long  ABX  risk."2217 
Goldman  records  show  that  the  firm  used  Hudson  1  to  short  $1.2  billion  worth  of  the  ABX  assets  in 
the  firm's  inventory  as  well  as  $800  million  in  single  name  CDS  contracts  referencing  subprime 
RMBS  securities  carrying  mostly  BBB  or  BBB-  credit  ratings.  Hudson  1  was  one  of  several 
methods  Goldman  used  to  transfer  its  risk  associated  with  its  subprime  mortgage  holdings  during 
the  fall  of  2006.2218 

Conceiving  Hudson  1.  In  the  months  leading  up  to  the  creation  of  Hudson  1,  Goldman  had 
accumulated  billions  of  dollars  in  ABX  assets  referencing  mezzanine  subprime  RMBS  securities.2219 
By  August  2006,  Goldman  management  had  decided  that  this  ABX  trade  had  "run  its  course,"  and 
directed  the  Mortgage  Department's  ABS  Desk  to  sell  off  its  ABX  holdings.2220  After  several 
weeks  of  effort,  however,  the  ABS  Desk  was  unable  to  find  many  buyers,  and  its  ABX  mezzanine 
assets,  which  were  dropping  in  value,  were  losing  millions  of  dollars  for  the  firm.2221 

On  September  19,  2006,  Jonathan  Sobel  and  Daniel  Sparks  called  an  8:00  a.m.  meeting  to 
discuss  the  ABX  problem  with  Joshua  Birnbaum,  head  of  ABX  trading,  and  Michael  Swenson,  head 
of  both  the  Structured  Product  Group  (SPG)  Trading  Desk  and  ABS  Trading  Desk.2222  Mr. 
Swenson  was  unable  to  attend,  and  in  a  later  email  from  Mr.  Birnbaum  who  recounted  the  meeting 
to  him,  Mr.  Sobel  and  Mr.  Sparks  wanted  to  know  whether  the  Mortgage  Department  should  sell  all 


2216  See  Goldman  response  to  Subcommittee  QFR  at  PSI_QFR_GS0239. 

9/20/2006  email  from  Arbind  Jha  to  Josh  Bir 
Risk  Committee  Minutes,  GS  MBS  0000004472. 

2218   See  10/24/2006  email  from  Jonathan  Sobel  to  Tom  Montag,  Dan  Sparks,  and  others,  GS  MBS-E-010919930 
("CDO  should  price  tomorrow  and  is  in  good  shape.  ...   We  also  are  starting  to  see  some  short  covering,  which  we 
will  sell  into  to  further  reduce  our  risk  toward  your  50%  goal."). 

Subcommittee  interview  of  Michael  Swenson  (4/16/2010).   Mr.  Swenson  told  the  Subcommittee  that  Goldman 
had  been  long  "several  billion"  in  ABX  in  September  2006. 

2220  8/9/2006  Firmwide  Risk  Committee  Minutes,  GS  MBS-E-009682590;  Subcommittee  interview  of  Joshua 
Birnbaum  (10/1/2010).   Mr.  Birnbaum  recalled  a  "directive"  to  reduce  ABX  exposure  in  the  summer  of  2006. 

2221  See,  e.g.,  9/21/2006  email  from  Jonathan  Sobel  to  Tom  Montag,  "ABX  wider  again  today,"  GS  MBS-E- 
009739145  ("Down  about  $10mm.");  9/12/2006  email  from  Jonathan  Sobel  to  Michael  Swenson  and  Daniel  Sparks, 
"ABX,"  GS  MBS-E-012681410  ("The  last  post  you  gave  me  was  this  morning  when  you  thought  things  were  'firm'. 
Now  I  find  out  that  we're  down  $6mm  on  the  day.   I  understand  things  move,  but  you  need  to  post  me.   Also,  I  want 
to  reduce  this  position.");  9/9/2006  Firmwide  Risk  Committee  Minutes,  GS  MBS  0000004468  ("Business  continuing 
to  reduce  volatile  ABX  position.");  8/23/2006  Firmwide  Risk  Committee  Minutes,  GS  MBS-E-009615593 
("Mortgages  sold  down  another  net  15%  of  their  large  ABX  position."). 

2222  9/19/2006  email  from  Jonathan  Sobel  to  Daniel  Sparks,  Michael  Swenson,  and  Josh  Birnbaum,  GS  MBS-E- 
012683946. 
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of  its  ABX  mezzanine  holdings  or  "double  down"  the  ABX  holdings,  which  could  happen  only  if  it 
found  a  "structured  place  to  go  with  the  risk."2223 

Later  that  day,  Mr.  Sparks  approached  Peter  Ostrem,  who  headed  the  desk  that  originated 
CDOs  for  Goldman,  and  asked  "if  there  was  something  [the  CDO  Desk]  could  do  with  ABX."2224 
Mr.  Ostrem  spoke  with  Darryl  Herri ck,  who  worked  for  him  on  the  CDO  Desk  and  who  eventually 
became  the  Hudson  1  deal  captain,  about  crafting  a  CDO  to  reduce  the  firm's  ABX  risk.  The  two 
brainstormed  a  structure  that  became  the  foundation  of  Hudson  l.2225 

That  same  evening,  September  19,  2006,  Mr.  Swenson  scheduled  a  meeting  with  several 
traders  on  the  ABS  Desk  he  oversaw,  Joshua  Birnbaum  from  the  ABX  Desk,  and  Mr.  Ostrem  and 
other  personnel  from  the  CDO  Origination  Desk  to  discuss  "ABX  and  Single-Name 
Opportunities."2226    After  the  meeting,  around  8:00  p.m.,  Mr.  Ostrem  sent  his  CDO  team  an  email 
announcing  "Hudson  Mezz  -  new": 

"We  have  been  asked  to  do  a  CDO  of  $2bln  [billion]  for  the  ABS  desk.  Approx.  $1.2bln 
will  be  CDS  off  single-names  referenced  from  the  AB[X]  index  06-1  and  06-2.  This  is  a 
trade  we  need  to  execute  for  the  desk  over  the  next  4-6  weeks  and  involves  selling  half  the 
equity  (at  least  30mm  to  sell)  and  the  seniors  and  the  mezz  (at  least  half  of  the  BBBs  to  get 
true  sale).  I  would  like  everyone  to  work  together  on  this  one.  We  expect  to  charge  ongoing 
lObp  [basis  point]  liquidation  agent  fees  and  l-1.5pts  upfront.  ...  Obviously  important  to 
overall  SP  [Structured  Product]  floor  and  Sobel  and  Sparks  are  focused  on  this 
happening."2227 

Also  that  evening,  Mr.  Swenson  emailed  Mr.  Sobel  to  inform  him  they  were  "proceeding  with  the 
CDO  solution,  the  CDO  team  has  60  single -names  that  they  will  be  able  to  begin  to  build  a  deal 
around."2228 

The  next  day,  Mr.  Sobel  reported  to  senior  executives  at  Goldman's  Firm  wide  Risk 
Committee  that  the  CDO  Desk  was  working  on  the  first  ever  ABX  CDO,  which  would  function  as 
an  exit  for  the  firm's  long  ABX  position.2229  Later  that  same  afternoon  Mr.  Sobel  sent  an  email  to 
Goldman  senior  executive  Thomas  Montag,  discussing  the  Mortgage  Department's  ABX  losses  and 


Mr.  Swenson  later  that  day:   "We  need  to  reach  a  conclusion  on  the  viability  of  a  structured  exit."   9/19/2006  email 
from  Jonathan  Sobel  to  Michael  Swenson,  GS  MBS-E-012328199. 

2224  Subcommittee  interview  of  Peter  Ostrem  (10/5/2010). 

2225  Id.;  Subcommittee  interview  of  Darryl  Herrick  (10/13/2010). 

2226  9/19/2006  calendar  invite  from  Michael  Swenson,  GS  MBS-E-012328194. 

2227  9/19/2006  email  from  Peter  Ostrem,  GS  MBS-E-01818608,  Hearing  Exhibit  4/27-86.  Goldman  later  told  the 
Subcommittee  that  Hudson  actually  offset  $1.39  billion  in  ABX  assets  on  its  books.     Goldman  response  to 
Subcommittee  QFR,  PSI_QFR_GS0239. 

2228  9/20/2006  email  from  Michael  Swenson  to  Jonathan  Sobel,  GS  MBS-E-012328203.   See  discussion  of  selection 
of  60  single  names  by  Mr.  Herrick  and  Mr.  Salem,  below. 

2229  9/20/2006  Firmwide  Risk  Comti 
Birnbaum,  GS  MBS-E-012685289. 
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stating:  "I  think  most  hedge  funds  have  been  right  on  this  (i.e.  they've  been  short).  ...  The  synthetic 
CDO  seems  like  a  viable  takeout  here."2230 

A  Goldman  risk  officer,  Arbind  Jha,  began  contacting  Goldman  mortgage  traders  and  CDO 
personnel  for  regular  Hudson  updates.2231  In  fact,  the  day  after  the  ABS  and  CDO  teams  came  up 
with  the  Hudson  1  concept,  Mr.  Jha  emailed  Mr.  Birnbaum  asking  about  the  CDO:  "Sobel  this 
morning  mentioned  in  the  Firmwide  Risk  Committee  meeting  that  we  are  looking  at  CDO  exit  for 
our  long  ABX  risk.  Wanted  to  get  some  color  on  this."2232  On  another  occasion,  Mr.  Jha  asked 
Darryl  Herrick: 

"Do  we  really  have  scenario  risk  on  $2bn  [billion]  not'l  [notional]?  $1.2bn  of  not'l  is  being 
sourced  from  ABX  desk  -  this  risk  is  already  being  captured  in  our  risk  number  for  SPG 
Trading  desk.  ...  The  remaining  $0.8bn  will  be  composed  of  single  name  CDS.  Since  we  do 
not  have  any  pre-existing  long  (credit),  we  will  be  going  short  after  we  price  this  CDO  and 
therefore  will  have  a  risk  mitigating  impact  on  our  risk.  Please  correct  me  if  I  am  getting 
this  wrong."2233 

Designing  Hudson  1.  At  the  time  Hudson  1  was  conceived,  no  other  investment  bank  had 
issued  a  CDO  in  which  the  majority  of  assets  referenced  ABX  assets.2234  Prior  to  that,  the  major 
credit  rating  agencies  refused  to  rate  any  CDO  with  more  than  a  5%  exposure  to  credit  default 
swaps  (CDS)  using  an  ABX  index  as  the  reference  obligation.2235  CDS  that  used  an  ABX  index  as 
the  reference  obligation  allowed  the  parties  to  the  CDS  to  make  a  pure  bet  on  the  composite 
performance  of  a  basket  of  20  RMBS  securities.  Credit  rating  agencies  were  concerned  that  the 
inclusion  of  ABX  assets  in  CDOs  would  increase  market-wide  correlation  and  make  CDO 
performance  more  volatile. 

In  order  to  get  around  that  limitation  and  create  a  CDO  that  the  credit  rating  agencies  would 
be  willing  to  rate,  Goldman  took  several  steps.  First,  it  decided  Hudson  1  would  reference  the  two 
ABX  06-1  indices  and  the  two  ABX  06-2  indices  that  referenced  RMBS  securities  with  BBB  and 
BBB-  ratings.  Since  each  of  those  four  indices  tracked  20  subprime  mezzanine  RMBS  securities, 
altogether  they  tracked  80  RMBS  securities.2236  Next,  Goldman  created  80  single  name  CDS 


2230  9/21/2006  email  from  Jonathan  Sobel  to  Tom  Montag,  GS  MBS-E-009739145. 

2231  See,  e.g.,  10/16/2006  email  from  John  Li  to  Darryl  Herrick,  "Call  Arbind  Jha,"  GS  MBS-E-018209595 
("Regarding  Hudson  Mezz  Risk  issue"). 

2232  9/20/2006  email  from  Arbind  Jha  to  Josh  Birnbaum,  GS  MBS-E-012685289.   When  asked  about  this  email  and 
Hudson  1  in  general,  Mr.  Birnbaum  told  the  Subcommittee  that  he  had  no  specific  recollection  of  any  involvement 
with  the  Hudson  1  CDO.    Subcommittee  interview  of  Joshua  Birnbaum  (10/1/2010). 

2233  10/12/2006  email  from  Arbind  Jha,  "Re:  Risk  Issue,"  Hearing  Exhibit  4/27-88. 

2234  9/20/2006  Firmwide  Risk  Committee  Minutes,  GS  MBS  0000004472. 

2235  See,  e.g.,  3/23/2007  "CDO  Rating  Factors:   Inclusion  of  Tranched  ABX  Indices  in  ABS  CDOs,"  Moody's, 
Document  No.  SF95049. 

2236  The  ABX  06-1  Index  and  the  ABX  06-2  Index  each  tracked  a  completely  different  set  of  20  RMBS 
securitizations.   Each  Index  also  had  its  own  subset  of  five  indices  tracking  individual  securities  issued  by  those  20 
securitizations,  divided  by  credit  rating.   For  example,  one  of  the  RMBS  securitizations  tracked  by  the  ABX  06-2 
Index  was  called  CWL  2006-8.   One  of  the  sub-indices  within  the  ABX  06-2  Index  tracked  BBB  rated  securities  that 
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contracts,  each  of  which  used  as  its  reference  obligation  one  of  the  subprime  mezzanine  RMBS 
securities  tracked  by  the  ABX  indices.2237  Goldman's  ABS  Desk  took  the  short  position  in  each  of 
those  80  contracts,  while  Goldman's  CDO  Origination  Desk  took  the  long  position.2238  By  taking 
the  short  position  in  the  80  single  name  CDS  contracts,  the  ABS  Desk  essentially  offset  its  long 
position  in  the  corresponding  ABX  contracts.  Next,  the  CDO  Origination  Desk  entered  into  a  CDS 
contract  with  Hudson  1,  taking  the  short  side  while  the  Hudson  CDO  assumed  the  long  side  of  the 
80  single  name  CDS  contracts.  The  end  result  was  that  Hudson  1  took  the  long  side  and  assumed 
the  risk  associated  with  the  long  position  for  $1.2  billion  worth  of  CDS  single  name  contracts 
referencing  the  RMBS  securities  comprised  the  ABX  06-1  and  06-2  BBB  and  BBB-  indices.2239  By 
transferring  the  long  CDS  position  to  Hudson,  Goldman  effectively  transferred  the  risk  associated 
with  its  ABX  long  assets  to  any  investors  who  bought  the  Hudson  securities. 

In  order  to  attract  investors  and  convince  them  to  buy  the  Hudson  securities,  Goldman 
decided  to  make  use  of  a  pricing  difference  between  CDS  contracts  referencing  the  ABX  Index 
versus  single  name  RMBS  securities.2240    In  2006,  at  the  time  Hudson  was  being  constructed,  the 
price  of  CDS  contracts  that  used  an  ABX  index  as  the  reference  obligation  was  lower  than  the  price 
of  CDS  contracts  that  used  an  individual  RMBS  security  as  its  reference  obligation.  Because 
Goldman  exercised  complete  control  over  the  CDO  and  created  CDS  contracts  referencing  assets 
from  its  own  inventory,  Goldman  also  exercised  complete  control  over  the  pricing  of  those 
contracts.  When  Goldman  set  up  the  80  single  name  CDS  contracts,  and  sold  the  long  side  of  those 
contracts  to  Hudson  1 ,  Goldman  decided  internally  what  it  would  charge  the  CDO  to  acquire  the 
long  side  of  those  contracts.  Goldman  decided  to  price  the  contracts,  not  according  to  the  cost  of  a 
single  name  CDS  contract  on  the  market,  but  instead  according  to  the  cost  of  a  CDS  contract  for  the 
long  side  of  the  relevant  ABX  index  that  day.2241  By  using  this  pricing  method,  Goldman  enabled 
Hudson  to  purchase  the  single  name  CDS  contracts  at  the  lower  ABX  prices,  which  meant  it  could 

were  issued  as  part  of  the  20  securitizations,  including  the  M8  tranche  of  CWL  2006-8  which  carried  a  BBB  rating. 
Another  of  the  five  indices  tracked  the  securities  carrying  a  BBB-  rating,  including  the  M9  tranche  of  CWL  2006-8 
which  carried  that  credit  rating.   The  CWL  2006-8  M8  and  CWL  2006-M9  securities  were  just  two  of  the  40  BBB 
and  BBB-  rated  securities  issued  by  the  20  RMBS  securitizations  in  the  ABX  06-2  Index.   The  ABX  06-1  Index 
functioned  the  same  way;  its  sub-indices  tracked  another  40  mezzanine  RMBS  securities  from  the  20  RMBS 
securitizations  that  composed  that  Index. 

A  "single  name  CDS"  contract  uses  a  single  security  as  its  reference  obligation,  such  as  a  specific  RMBS 
security. 

For  simplicity,  all  20  assets  in  each  of  the  ABX  baskets  were  given  the  same  weighted  price  in  Hudson  1. 
"""'     See,  e.g.,  4/27/2007  email  from  Fabrice  Tourre  to  Michael  Swenson,  Deeb  Salem,  and  Edwin  Chin,  GS  MBS-E- 
012432742. 

Mr.  Swenson  described  this  situation  in  his  testimony  before  the  Subcommittee:   "Throughout  2006,  numerous 
clients  wanted  to  sell  the  ABX  in  order  to  express  a  negative  view  on  the  U.S.  residential  housing  market.   As  a 
result  of  these  trades,  we  took  on  long  positions.   In  order  to  hedge  those  positions,  we  began  to  increase  our  short 
position  in  single-names.   By  November  2006,  volatility  in  the  ABX  increased,  pushing  prices  down.   Because  our 
positions  in  single  names  did  not  match  identically  the  basket  of  securities  that  comprised  the  ABX,  the  positions 
moved  at  different  rates  and  even  different  directions,  resulting  in  losses  for  the  ABS  desk."   Prepared  statement  of 
Michael  Swenson,  April  27,  2010  Subcommittee  Hearing,  at  208-09. 

Goldman  decided  to  price  the  single  name  assets  at  one  point  below  the  median  ABX  trading  price.   See 
9/21/2006  email  from  Darryl  Herrick  to  Deeb  Salem,  Michael  Swenson,  Joshua  Birnbaum,  Peter  Ostrem,  and  Edwin 
Chin,  GS  MBS-E-012685645. 
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tell  investors  that,  by  purchasing  Hudson  securities,  they  would  be  purchasing  the  single  name  CDS 
contracts  at  the  discount  price  at  which  Hudson  acquired  them.2242 

The  pricing  differential  also  benefitted  Goldman's  ABS  Desk  in  two  ways.  First,  it  created  a 
modest  incentive  for  investors  to  buy  Hudson  securities  and  take  the  long  position  needed  to  offset 
Goldman's  ABX  risk.  Second,  it  left  Goldman  with  a  short  position  in  the  form  of  CDS  single 
name  contracts,  which  Goldman  expected  to  become  more  valuable  than  a  short  position  in  CDS 
contracts  that  referenced  ABX  indices.  The  ABS  Desk  kept  both  its  long  ABX  positions  and  its 
short  single  name  CDS  positions  in  the  same  dedicated  account.  Over  time,  the  short  position  in 
single  name  CDS  did  gain  in  value  and  boosted  the  overall  value  of  the  portfolio  of  assets  held  by 
the  ABS  Desk  by  more  than  $1  million,  producing  additional  profits  for  Goldman.2243 

In  addition  to  the  $1.2  billion  in  single  name  CDS  contracts  to  offset  Goldman's  ABX  risk, 
Mr.  Herrick  from  the  CDO  Origination  Desk  and  Deeb  Salem  from  the  ABS  Desk  worked  together 
to  select  $800  million  in  additional  single  name  CDS  contracts  to  include  in  the  Hudson  CDO.2244 
Mr.  Herrick  told  the  Subcommittee  that  he  gave  Mr.  Salem  a  specific  set  of  criteria  for  selecting 
these  CDS  contracts,  including  a  list  of  RMBS  names  that  he  wanted  to  be  included,  a  list  of  RMBS 
names  that  he  did  not  want  to  be  included,  and  an  acceptable  price  range  for  each  CDS  contract. 
Since  Goldman  planned  to  take  100%  of  the  short  side  of  Hudson  1,  these  lists  were  presumably 
used  to  identify  RMBS  contracts  that  Goldman  expected  to  offset  Goldman's  long  positions.  Mr. 
Herrick  told  the  Subcommittee  that  Mr.  Salem  responded  with  an  initial  list  of  60  possible  RMBS 
reference  obligations,  52  of  which  were  ultimately  included  in  Hudson  l.2245 

See  10/2/2006  email  from  Darryl  Herrick  to  Michael  Swenson,  Joshua  Birnbaum,  Deeb  Salem,  Peter  Ostrem, 
and  Daniel  Sparks,  GS  MBS-E-010913416  ("We  plan  to  announce  Hudson  Mezzanine  Funding  tomorrow  in  the  am 
for  Europe,  Asia  and  the  US[.]   I'm  circulating  around  to  everyone  the  CDO  portfolio  and  spreads  we  will  be 
showing  investors  and  agencies,  based  on  our  agreed  upon  amounts  and  levels  from  last  week.").   Mr.  Swenson 
responded:   "Darryl  we  should  use  the  265  and  245  spread  for  the  ABX2  and  ABX1  triple-B  minus  spreads  and  145 
and  130  for  triple-B  ABX2  and  ABX1  triple-B  spreads."   Id. 

The  gain  generated  by  the  CDS  single  name  contracts  was  retained  on  the  books  of  the  ABS  Desk,  and  created  a 
favorable  "basis"  compared  to  the  cost  of  the  ABX  long  position  held  by  the  desk.   See  4/27/2007  email  from 
Fabrice  Tourre  to  Michael  Swenson,  Deeb  Salem,  and  Edwin  Chin,  GS  MBS-E-012432742;  Goldman  response  to 
Subcommittee  QFR  at  PSI_QFR_GS0239.   See  also  9/19/2006  email  from  Michael  Swenson  to  Thomas  Cornacchia 
and  Joshua  Birnbaum,  GS  MBS-E-012684557  ("[ABX]  Index  to  single-name  basis  is  at  the  wides[t]  (ie  40  bp  at 
BBB-  level).   Index  to  cash  is  even  more  extreme  at  70bp.   Bids  for  cash  deals  remain  strong  and  have  barely 
widened.");  Performance  Review  for  Michael  Swenson,  GS-PSI-02396,  Hearing  Exhibit  4/27-55b  (describing  the 
mortgage  trading  desk's  strategy  of  shorting  single-name  RMBS  to  offset  long  ABX  positions:   "[DJuring  the  early 
summer  of  2006  it  was  clear  that  the  market  fundamentals  in  subprime  and  the  highly  levered  nature  of  CDOs  was 
going  to  have  a  very  unhappy  ending.   The  beauty  of  the  CDO  short  was  that  it  allowed  for  a  very  efficient  method 
for  capturing  the  value  in  the  ABX  to  single-name  basis  from  the  short  side."). 

Subcommittee  interview  of  Darryl  Herrick  (10/13/2010).    See  also  10/8/2006  email  from  Darryl  Herrick  to  a 
Goldman  salesperson,  GS  MBS-E-017502983  (discussing  Hudson  1 :   "Omar,  I  realize  lack  of  manager  may  be 
tough  hurdle  for  them  [investors].  May  be  helpful  to  let  Deeb  and  I  get  on  a  call  with  the  investor  and  discuss  our 
asset  selection  criteria  and  I  can  go  through  asset  sale  criteria."). 

2245   See  9/19/2006  email  from  Darryl  Herrick  to  Deeb  Salem,  Peter  Osterm,  others,  GS  MBS-E-01 1402123,  with 
attachment  GS  MBS-E-01 1403442  (Mr.  Salem  wrote  to  Mr.  Herrick:   "Attached  are  60  RMBS  Ref  Obs  ...   for  the 
CDO  we're  discussing.   On  the  RMBS  side,  we  chose  30  Baa2  and  30  Baa3  CUSIPs  evenly  split  btw  2005  and  2006 
vintage.  We  can  add  a  few  alt-a  names  as  well.   How  many  of  those  would  you  like?").   When  interviewed  by  the 
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According  to  Goldman's  contemporaneous  records  and  its  responses  to  Subcommittee 
questions,  100%  of  the  CDS  contracts  included  in  Hudson  1  were  supplied  by  Goldman's  Mortgage 
Department.2246  Because  Hudson  1  contained  only  CDS  contracts,  it  was  entirely  "synthetic";  it 
contained  no  loan  pools  or  RMBS  securities  that  directed  actual  cash  payments  to  the  CDO. 
Instead,  the  only  cash  payments  made  to  Hudson  1  consisted  of  the  cash  paid  by  investors  making 
initial  purchases  of  the  Hudson  securities  and  the  premiums  that  Goldman  paid  into  Hudson  1  as  the 
sole  short  party.2247 

Marketing  Hudson.  After  establishing  its  basic  characteristics  and  selecting  the  CDS 
assets  to  be  included  in  Hudson  1,  Goldman  began  to  look  for  investors.  A  key  development  took 
place  early  on,  when  near  the  end  of  September  2006,  Morgan  Stanley's  proprietary  trading  desk 
committed  to  entering  into  a  CDS  agreement  with  Goldman  referencing  the  "super  senior"  portion 
of  Hudson  1,  meaning  the  CDO's  lowest  risk  tranche  that  would  be  the  first  to  receive  payments  to 
the  CDO.2248  Morgan  Stanley  agreed  to  take  the  long  side  of  a  CDS  that  represented  $1.2  billion  of 
the  $2  billion  CDO,  while  Goldman  took  the  short  side.2249  As  part  of  its  agreement  to  invest  in 
Hudson  1,  Morgan  Stanley  was  permitted  to  review  the  $800  million  in  single  name  CDS  contracts 
to  be  included  in  the  CDO  and,  in  fact,  vetoed  the  proposed  inclusion  of  certain  CDS  contracts 
referencing  commercial  mortgage  backed  securities.2250 

After  getting  the  commitment  from  Morgan  Stanley,  Goldman  turned  its  focus  to  selling  the 
remaining  Hudson  securities.  On  September  27,  2007,  Mr.  Swenson,  the  SPG  Trading  Desk  and 
ABS  Desk  head,  sent  an  email  to  set  up  a  meeting,  which  later  became  a  conference  call,  on 
"Marketing  Strategy  for  the  ABX  CDO  Trade."2251  The  invitees  included  Daniel  Sparks,  Jon  Sobel, 
Peter  Ostrem,  Darryl  Herrick,  and  others.  Mr.  Herrick  circulated  a  draft  copy  of  the  Hudson  1 
termsheet  and  transaction  overview  for  review  in  advance  of  the  call.2252 

Goldman's  CDO  marketing  strategy  typically  involved  its  sales  personnel  sending  clients  a 
marketing  booklet  outlining  different  features  of  a  particular  CDO.  Mr.  Herrick  drafted  the 
marketing  booklet  for  Hudson  1 ,  and  circulated  it  for  review  to  Mr.  Ostrem  and  other  members  of 


Subcommittee,  Mr.  Salem  had  no  specific  recollection  of  how  assets  were  selected  for  Hudson  1  and  little  specific 
recollection  about  Hudson  1  as  a  whole.    Subcommittee  interview  of  Deeb  Salem  (10/6/10). 

2246  See,  e.g.,  Goldman  response  to  Subcommittee  QFR,  PSI_QFR_GS0192. 

2247  Goldman  used  the  cash  paid  into  Hudson  1  to  purchase  "collateral  securities,"  as  discussed  further  below. 

2248  See  10/30/2006  email  from  Peter  Ostrem,  GS  MBS-E-0000057886,  Hearing  Exhibit  4/27-90  ("Super  senior  note 
($1 .2bln  in  size)  was  executed  in  the  first  week  of  the  transaction  and  was  a  key  driver  of  this  deal[']s  success."). 

The  $1.2  billion  investment  made  by  Morgan  Stanley  did  not  correspond  to  the  CDO's  $1.2  billion  in  CDS 
contracts  referencing  RMBS  securities  in  the  two  ABX  indices.   Rather,  Morgan  Stanley  was  investing  in  the  top  tier 
of  the  CDO  as  a  whole,  which  included  CDS  contracts  referencing  both  the  ABX  and  other  RMBS  securities. 

Subcommittee  interview  of  Darryl  Herrick  (10/13/2010).   See  further  discussion  of  Morgan  Stanley  investment 
in  Section  C(5)(b)(iii)AA,  below. 

2251  9/27/2006  email  from  Michael  Swenson  to  Crystal  Young,  GS  MBS-E-012328848.   Mr.  Swenson  told  the 
Subcommittee  that  he  had  no  recollection  of  this  conference  call,  and  that  it  would  have  been  unusual  for  him  to  be 
involved  in  the  marketing  efforts  of  a  CDO.    Subcommittee  interview  of  Michael  Swenson  (10/8/2010). 

2252  9/28/2006  email  from  Darryl  Herrick,  GS  MBS-E-014042217,  with  attachments  GS  MBS-E-014042218  and  GS 
MBS-E-014042220. 
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the  CDO  Origination  Desk  including  Benjamin  Case  and  Matthew  Bieber.2253  The  executive 
summary  of  the  marketing  booklet  described  Goldman's  Hudson  CDO  program  generally  and 
Hudson  1  in  particular: 

"Goldman  Sachs  developed  the  Hudson  CDO  program  in  2006  to  create  a  consistent, 
programmatic  approach  to  invest  in  attractive  relative  value  opportunities  in  the  RMBS  and 
structured  product  market[.] 

-We  successfully  launched  Hudson  High  Grade  in  September.  This  is  a  continuation  of  the 
program  using  mezzanine  Baa2/Baa3  quality  RMBS[.] 

Hudson  CDOs  are  non-managed  and  static  in  nature  and  provide  term  non-recourse  funding 
where  Goldman  Sachs  acts  as  Liquidation  Agent  on  an  ongoing  basis.  The 
Liquidation  Agent  will  be  responsible  for  efficiently  selling  credit  risk  assets  ... 

Goldman  Sachs  has  aligned  incentives  with  the  Hudson  program  by  investing  in  a  portion  of 
equity  and  playing  the  ongoing  role  of  Liquidation  Agent."2254 

The  marketing  booklet  also  described  the  Hudson  1  assets,  and  the  selection  process  for 
those  assets: 

"The  portfolio  composition  of  Hudson  Mezzanine  Funding  2006-1  will  consist  of  100% 
CDS  on  RMBS. 

-  60%  of  the  RMBS  will  be  single  name  CDS  on  all  40  obligors  in  ABX  2006-1  and  ABX 
2006-2 

-  40%  of  the  RMBS  will  consist  of  single  name  CDS  on  2005  and  2006  vintage  RMBS  ... 
Goldman  Sachs'  portfolio  selection  process: 

-  Assets  sourced  from  the  Street.  Hudson  Mezzanine  Funding  is  not  a  Balance  Sheet  CDO 

-  Goldman  Sachs  CDO  desk  pre-screens  and  evaluates  assets  for  portfolio  suitability 

-  Goldman  Sachs  CDO  desk  reviews  individual  assets  in  conjunction  with  respective 
mortgage  trading  desks  (Subprime,  Midprime,  Prime,  etc.)  and  makes  decision  to  add  or 
decline[.]"2255 


2253  9/30/2006  email  from  Darryl  Herrick  to  Peter  Ostrem,  Benjamin  Case,  and  Matthew  Bieber,  GS  MBS-E- 
014367160,  with  attachment  GS  MBS-E-014367161;  9/30/2006  Goldman  internal  email  chain  among  Darryl 
Herrick,  Peter  Ostrem,  Benjamin  Case,  and  Matthew  Bieber,  GS  MBS-E-017504075. 

2254  10/2006  Hudson  Mezzanine  Funding  2006-1,  LTD.,  GS  MBS-E-009546963,  at  966,  Hearing  Exhibit  4/27-87. 

2255  Id.  at  966,  978. 
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The  marketing  booklet  statement  that  "Goldman  Sachs  had  aligned  incentives  with  the 
Hudson  program  by  investing  in  a  portion  of  equity,"  was  misleading.  Goldman  did,  in  fact, 
purchase  approximately  $6  million  in  Hudson  equity.2256  However,  that  $6  million  equity 
investment  was  outweighed  many  times  over  by  Goldman's  $2  billion  short  position,  which  made 
Goldman's  interest  adverse  to,  rather  than  aligned  with,  the  Hudson  investors.  Neither  the 
marketing  booklet  nor  other  offering  materials  disclosed  to  investors  the  size  or  nature  of 
Goldman's  short  position  in  Hudson  1. 

The  marketing  booklet  also  stated  that  Hudson's  assets  were  "sourced  from  the  Street,"  and 
that  it  was  "not  a  Balance  Sheet  CDO,"  even  though  all  of  the  CDS  contracts  had  been  produced 
and  priced  internally  by  Goldman  and  $1.2  billion  of  the  contracts  offset  Goldman  ABX  holdings. 
The  plain  meaning  of  the  phrase,  "sourced  from  the  Street,"  is  that  the  Hudson  1  assets  were 
purchased  from  several  broker-dealers  on  Wall  Street.2257  Indeed,  a  former  Goldman  salesperson 
who  sold  Hudson  1  securities  to  investors  told  the  Subcommittee  that  he  thought  "sourced  from  the 
Street"  referred  to  assets  being  acquired  from  a  variety  of  different  broker-dealers  at  the  best  prices, 
and  was  surprised  to  learn  that  all  of  the  Hudson  assets  had  been  provided  by  Goldman's  ABS 
Desk.2258  A  Hudson  1  investor  told  the  Subcommittee  that  it  had  also  interpreted  the  phrase 
"sourced  from  the  Street"  to  mean  assets  acquired  from  a  variety  of  different  broker-dealers.2259 

The  Subcommittee  asked  several  Goldman  traders  involved  in  Hudson  1  to  explain  their 
understanding  of  the  phrase,  and  received  inconsistent  answers.  Darryl  Herrick,  who  drafted  the 
Hudson  marketing  booklet,  stated  that  "sourced  from  the  Street"  meant  the  assets  were  "sourced 
from  a  street  dealer  at  street  prices."  His  supervisor,  CDO  Managing  Director  Peter  Ostrem,  stated 
that  "sourced  from  the  Street"  referred  to  the  fact  the  underlying  RMBS  securities  were  not 
originated  or  underwritten  by  Goldman.2260  Deeb  Salem,  a  Goldman  mortgage  trader  who  selected 
40%  of  the  assets  in  Hudson  1,  described  "the  Street"  as  simply  "short  hand  for  all  broker- 
dealers."2261    David  Lehman,  who  became  the  head  of  the  CDO  Origination  Desk  after  Mr.  Ostrem, 
and  Matthew  Bieber,  who  worked  for  Mr.  Ostrem  and  later  Mr.  Lehman,  claimed  that  it  was 
accurate  to  say  the  Hudson  assets  were  "sourced  from  the  Street,"  even  though  all  the  assets  were 
acquired  from  the  Goldman  ABS  Desk,  because  Goldman  was  part  of  "the  Street."2262 

2256   See  Goldman  response  to  Subcommittee  QFR,  at  PSI_QFR_GS0223. 

Barron's  Dictionary  of  Finance  and  Investment  Terms  defines  "the  Street"  as  "referring  to  the  financial 
community  in  New  York  City  and  elsewhere.   It  is  common  to  hear  'The  Street  likes  XYZ.'   This  means  there  is  a 
national  consensus  among  securities  analysts  that  XYZ's  prospects  are  favorable." 

Subcommittee  interview  of  Andrew  Davilman  (9/30/2010). 
2259   Subcommittee  interview  of  Morgan  Stanley  (6/24/2010). 

The  Subcommittee  asked  Mr.  Ostrem  whether  he  considered  the  Hudson  1  assets  to  be  the  RMBS  securities  or 
the  credit  default  swaps  referencing  those  securities,  and  Mr.  Ostrem  responded  that  the  assets  in  the  CDO  were  the 
RMBS  securities  which  had  been  originated  by  a  variety  of  financial  institutions  on  Wall  Street.   When  asked  why  it 
would  be  important  to  indicate  to  investors  that  not  all  the  underlying  RMBS  securities  were  underwritten  by 
Goldman,  given  that  this  information  would  be  clear  to  a  professional  reviewing  the  names  of  the  reference  assets  in 
Hudson  1,  Mr.  Ostrem  replied  that  he  didn't  know.    Subcommittee  interview  of  Peter  Ostrem  (10/5/2010). 
2261   Subcommittee  interview  of  Deeb  Salem  (10/6/2010). 

Subcommittee  interview  of  David  Lehman  (9/27/2010);  Subcommittee  interview  of  Matthew  Bieber 
(10/21/2010). 
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By  using  the  phrase,  "sourced  from  the  Street,"  Goldman  may  have  misled  investors  into 
thinking  that  the  referenced  assets  had  been  purchased  from  several  broker-dealers  and  obtained  at 
arms-length  prices,  rather  than  simply  taken  directly  from  Goldman's  inventory  and  priced  by  its 
own  personnel.  Moreover,  this  phrase  also  appears  to  hide  the  fact  that  Goldman  had  an  adverse 
interest  to  investors  and  was  seeking  to  transfer  unwanted  risk  from  its  own  inventory  to  the  clients 
it  was  soliciting.  By  claiming  it  was  "not  a  Balance  Sheet  CDO,"  Goldman  may  have  misled 
investors  into  believing  that  Goldman  had  little  interest  in  the  performance  of  the  referenced  assets 
in  Hudson,  rather  than  having  selected  the  assets  to  offset  risks  on  its  own  books. 

In  addition  to  the  Hudson  marketing  booklet,  in  December  2006,  Goldman  issued  an 
Offering  Circular  which  it  distributed  to  potential  investors.2263  The  Offering  Circular  contained  the 
statement  that  no  independent  third  party  had  reviewed  the  prices  at  which  the  CDS  contracts  were 
sold  to  Hudson  1 ,2264  In  addition  to  lacking  third  party  verification,  no  external  counterparty  had 
participated  in  any  aspect  of  the  CDS  contracts  -  all  of  the  CDS  contracts  had  been  produced, 
signed,  and  priced  internally  by  two  Goldman  trading  desks  which  exercised  complete  control  over 
the  Hudson  CDO. 

Internally,  while  Hudson  1  was  being  constructed,  Goldman  personnel  acknowledged  that 
they  were  using  a  novel  pricing  approach.2265  At  one  point,  Mr.  Swenson  sent  an  email  to  Mr. 
Birnbaum,  raising  questions  about  how  they  could  explain  some  of  the  pricing  decisions. 
Mr.  Swenson  wrote  that  he  was:  "concerned  that  the  levels  we  put  on  the  abx  cdo  for  single-a  and 
triple-bs  do  not  compare  favorably  with  the  single-a  off  of  a  abx  1  +  abx  2  trade,"  telling  Mr. 
Birnbaum  "[w]e  need  a  goo[d]  story  as  to  why  we  think  the  risk  is  different."2266  The  prices  that 
Goldman  established  for  the  CDS  contracts  that  Hudson  "bought"  affected  the  value  of  the  CDO 
and  the  Hudson  1  securities  Goldman  sold  to  investors,  but  the  Offering  Circular  failed  to  disclose 
the  extent  to  which  Goldman  had  single-handedly  controlled  the  pricing  of  100%  of  the  CDO's 
assets. 

Perhaps  the  most  serious  omission  from  the  marketing  booklet  and  other  offering  materials 
was  Goldman's  failure  to  disclose  the  fact  that  it  would  be  the  sole  short  party  in  the  entire  $2 
billion  CDO.  The  Goldman  materials  told  investors  that  an  affiliate,  Goldman  Sachs  International 
(GSI),  would  be  the  "credit  protection  buyer"  or  initial  short  party  for  the  Hudson  1  CDO.2267  It  was 

2263  12/3/2006  Hudson  Mezzanine  2006-1,  LTD.  Offering  Circular,  GS  MBS-E-021821 196. 

2264  Id.  at  021821241. 

See,  e.g.,  9/19/2006  email  from  Michael  Swenson  to  Thomas  Cornacchia  and  Joshua  Birnbaum,  GS  MBS-E- 
012684557  ("we  are  going  to  price  an  innovative  full  capital  structure  $l+bb  CDO  deal  with  60%  of  the  risk  in  ABX 
(no  one  has  done  this  before).");  9/21/2006  email  from  Darryl  Herrick  to  Deeb  Salem,  Michael  Swenson,  Joshua 
Birnbaum,  Peter  Ostrem,  and  Edwin  Chin,  GS  MBS-E-012685645. 

2266  9/27/20O6  email  from  Michael  Swenson  to  Joshua  Birnbaum,  GS  MBS-E-012689798. 

2267  12/3/2006  Hudson  Mezzanine  2006-1,  LTD.  Offering  Circular,  GS  MBS-E-021821 196,  at  021821229.   This 
disclosure  related  to  the  master  credit  default  swap,  where  Goldman  Sachs  International  served  as  the  credit 
protection  buyer  facing  the  Hudson  Mezzanine  2006-1,  Ltd.,  the  legal  entity  that  issued  the  Hudson  1  securities.    See 
12/1/2006  ISDA  Master  Agreement,  GS  MBS-E-021822056.   In  this  role,  Goldman  was  serving  as  an  intermediary, 
and  was  protecting  the  CDO  from  credit  risk  by  placing  the  Goldman  Sachs  name  on  the  transaction  and  assuring 
investors  that  a  single  credit-worthy  entity  would  be  making  all  required  payments  to  the  Hudson  1  trust.   Having  one 
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common  practice  for  underwriters  to  act  as  the  initial  short  party  in  a  CDO,  acting  as  an 
intermediary  between  the  CDO  vehicle  and  broker-dealers  offering  competitive  bids  in  order  to 
short  the  assets  referenced  in  the  CDO.2268  The  disclosure  provided  by  Goldman  contained  boiler 
plate  language  suggesting  that  would  be  the  role  played  by  GSI  in  the  Hudson  transaction. 
Goldman  never  disclosed  that  it  had  provided  all  of  Hudson's  assets  internally,  GSI  was  not  acting 
as  an  intermediary,  and  GSI  would  not  be  passing  on  any  portion  of  the  short  interest  in  Hudson  to 
any  other  party,  but  would  be  keeping  100%  of  the  short  position.  The  Hudson  disclosures  failed  to 
state  that,  rather  than  serving  as  an  intermediary,  Goldman  was  making  a  proprietary  investment  in 
the  CDO  which  placed  it  in  a  direct,  adverse  position  to  the  investors  to  whom  it  was  selling  the 
Hudson  securities. 

The  Offering  Circular  contained  a  section  entitled,  "Certain  Conflicts  of  Interest,"  which 
included  a  subsection  entitled,  "The  Credit  Protection  Buyer  and  Senior  Swap  Counterparty,"  in 
which  Goldman  could  have  disclosed  its  short  position.  Rather  than  disclose  that  short  position, 
however,  Goldman  stated  in  part: 

"GSI  and/or  any  of  its  affiliates  may  invest  and/or  deal,  for  their  own  respective  accounts  for 
which  they  have  investment  discretion,  in  securities  or  in  other  interests  in  the  Reference 
Entities,  in  obligations  of  the  Reference  Entities  or  in  the  obligors  in  respect  of  any 
Reference  Obligations  or  Collateral  Securities  (the  "Investments"),  or  in  credit  default  swaps 
(whether  as  protection  buyer  or  seller),  total  return  swaps  or  other  instruments  enabling 
credit  and/or  other  risks  to  be  traded  that  are  linked  to  one  or  more  Investments."2269 

This  disclosure  indicates  that  GSI  or  an  affiliate  "may  invest  and/or  deal"  in  securities  or  other 
"interests"  in  the  assets  underlying  the  Hudson  CDO,  and  "may  invest  and/or  deal"  in  securities  that 
are  "adverse  to"  the  Hudson  "investments."  The  Offering  Circular,  however,  misrepresented 
Goldman's  investment  plans.  At  the  time  it  was  created  in  December  2006,  Goldman  had  already 
determined  to  keep  100%  of  the  short  side  of  the  Hudson  CDO  and  act  as  the  sole  counterparty  to 
the  investors  buying  Hudson  securities,  thereby  acquiring  a  $2  billion  financial  interest  that  was 
directly  adverse  to  theirs. 

Tracking  Hudson.  Once  it  constructed  the  Hudson  CDO,  Goldman  personnel  were 
focused  on  completing  and  selling  the  Hudson  1  securities  as  quickly  as  possible.  At  least  one  other 
CDO  was  pushed  back  to  facilitate  the  execution  of  Hudson  l.2270 


broker-dealer  intermediate  between  the  market  and  a  CDO  vehicle  was  desirable  to  credit  rating  agencies  in  order  to 
minimize  risk  in  the  CDO,  and  Goldman  clearly  disclosed  this  role  to  investors. 

Goldman  intermediated  between  other  broker-dealers  and  the  CDO  vehicle  in  Anderson  Mezzanine  Funding 
2007-1,  Camber  7,  Hudson  Mezzanine  2006-1,  Hudson  Mezzanine  2006-2,  and  Timberwolf  I,  among  several  other 
CDOs.   See  Goldman  response  to  Subcommittee  QFR,  at  PSI_QFR_GS0192. 

2269  12/3/2006  Hudson  Mezzanine  2006-1,  LTD.  Offering  Circular,  GS  MBS- E-021821 196,  at  021821251. 

2270  10/16/2006  email  exchange  between  Daniel  Sparks  and  Peter  Ostrem,  GS  MBS-E-010916991  ("Cambridge  is 
upset  that  we  are  delaying  their  deal.   They  know  that  Hudson  Mezz  (GS  prop  deal)  is  pushing  their  deal  back."). 
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Goldman  senior  executives  closely  followed  Hudson's  development  and  sale.  Hudson  was 
discussed,  for  example,  at  five  different  Firmwide  Risk  Committee  meetings  attended  by  senior 
Goldman  executives.2271  Mortgage  Department  executives  also  sent  progress  reports  to  the  senior 
executives  on  Hudson  1.  On  October  25,  2006,  for  example,  Mr.  Sobel  sent  an  email  to  COO  Gary 
Cohn  and  CFO  David  Viniar  alerting  them  to  Hudson  sales  efforts  and  the  pricing  of  its 
securities.2272  During  discussions  over  the  best  price  at  which  to  market  the  CDO's  equity  tranche,  a 
senior  executive  emailed  Peter  Ostrem  and  others:  "keep  in  mind  the  overall  objective  -  this  is  not 
about  one  trade  -  having  said  that,  I  agree  that  [the  proposed  price]  may  be  too  low."2273  On  October 
26,  2006,  Mr.  Jha,  a  Goldman  risk  officer,  circulated  a  Mortgage  Department  Risk  Report  to  a 
number  of  Goldman  executives,  including  CEO  Lloyd  Blankfein  and  COO  Gary  Cohn,  noting  in  the 
forwarding  email:  "Risk  reduction  [in  the  Mortgage  Department]  is  primarily  due  to  pricing  of 
$2bn  Hudson  Mez  synthetic  CDO."2274 

Selling  Hudson.  Once  the  Hudson  CDO  was  ready  for  sale,  the  Goldman  sales  force  had 
difficulty  selling  Hudson  securities  to  investors  due  to  its  reliance  on  BBB  and  BBB-  rated 
subprime  RMBS  securities.  Allied  Irish  Bank  (AIB),  for  example,  apparently  referred  to  the 
Hudson  securities  as  "junk."2275  One  Goldman  employee  emailed  the  CDO  team  and  asked: 

"[D]o  we  have  anything  talking  about  how  great  the  BBB  sector  of  RMBS  is  at  this  point  in 
time  ...  a  common  response  I  am  hearing  on  both  Hudson  &  HGS1  is  a  concern  about  the 
housing  market  and  BBB  in  particular?  We  need  to  arm  sales  with  a  bit  more."2276 


Firmwide  Risk  Committee  meetings  were  often  chaired  by  David  Viniar  and  frequently  attended  by  Lloyd 
Blankfein  and  Gary  Cohn.  See  9/20/2006  Firmwide  Risk  Committee  Minutes,  GS  MBS  0000004472;  9/27/2006 
Firmwide  Risk  Committee  Minutes,  GS  MBS  0000004474;  10/4/2006  Firmwide  Risk  Committee  Minutes,  GS  MBS 
0000004476;  10/1 1/2006  Firmwide  Risk  Committee  Minutes,  GS  MBS  0000004478;  1 1/1/2010  Firmwide  Risk 
Committee  Minutes,  GS  MBS  0000004484.    See  also  10/1 1/2006  email  from  Arbind  Jha  to  Joshua  Birnbaum,  GS 
MBS-E-012695030  ("Sobel  this  morning  in  the  firmwide  risk  committee  mentioned  that  we  have  circled  up  the 
junior  and  some  of  the  equity  tranches"). 

2272  10/25/2006  email  from  Jonathan  Sobel  to  David  Viniar  and  Gary  Cohn,  GS  MBS-E-009757821. 

2273  10/12/2006  email  from  Thomas  Cornacchia  to  Peter  Ostrem  and  others,  GS  MBS-E-0000066413. 

2274  10/26/2006  email  from  Arbind  Jha,  "MarketRisk:  Mortgage  Risk  Report  (cob  10/25/2006),"  GS  MBS-E- 
0000056041,  Hearing  Exhibit  4/27-89.   That  same  day,  October  26,  2006,  Mr.  Swenson  also  described  the  risk 
transfer  to  Goldman  executive  Bill  McMahon  when  updating  him  on  the  trading  desk's  ABX  position:   "In  addition 
to  $2bb  of  risk  that  was  placed  into  the  CDO,  we  have  sold  to  retail  since  4pm  yesterday  $2bb  of  BBB-  risk." 
10/26/2006  email  from  Michael  Swenson  to  Bill  McMahon,  others,  GS  MBS-E-0000054856. 

2275  10/1 1/2006  Goldman  internal  email,  "FW:  Hudson  Mezz,"  GS  MBS-E-017502610,  Hearing  Exhibit  4/27-170c. 
(A  Goldman  employee  asked  a  sales  associate:   "what  specifically  did  AIB  say  was  'junk'  about  the  hudson  mezz 
deal?"   The  employee  then  forwarded  the  email  to  Mr.  Herrick  saying:   "You  may  want  to  ask  [the  sales  associate] 
about  this  when  she's  there  tomorrow  and  Friday.  ...  She  said  'AIB  are  too  smart  to  buy  this  kind  of  junk.'"). 

2276  10/19/2006  email  from  Mitchell  Resnick  to  Jonathan  Egol,  Darryl  Herrick,  and  David  Rosenblum,  GS  MBS-E- 
009557391.   "HGS1"  refers  to  Abacus  HGS1,  a  CDO2  where  Goldman,  as  in  Hudson  l,held  100%  of  the  short 
interest. 
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Another  Goldman  salesman  emailed  Mr.  Herrick  on  the  CDO  Desk,  telling  him: 

"The  guy  at  Schroders  looking  at  this  deal  has  one  main  issue  h[e]  has  to  get  over:  He  is 
worried  about  how  he  is  going  to  convince  his  boss  to  invest  in  a  pool  of  sub  prime 
mortgages  with  probably  their  greatest  exposures  in  California  and  Florida.  He  is  nervous 
on  US  house  prices.  ...  Anything  else  we  could  offer?  He  is  not  a  big  believer  in  the 
Moody's  data  and  rating  system.  I  WANT  THIS  GUY  THERE  AND  IN  SIZE!  Please 
help  if  you  can  -  just  three  bullet  points  would  help."2277 

Mr.  Herrick  kept  the  SPG  Trading  Desk  posted  on  the  progress  of  sales.  On  October  11, 
2006,  Mr.  Herrick  informed  the  group:  "This  [sale]  clears  the  team  of  majority  the  senior  risk 
Equity  and  BBs  we  are  hammering  away  on  and  hope  to  get  traction  tomorrow/Friday."2278    Mr. 
Swenson  responded:  "you  are  doing  an  awesome  job,  keep  it  up."  Mr.  Swenson  emailed  the  sales 
team  manager:  "I  am  extremely  impressed  by  darryl  [a]nd  the  rest  of  your  team."2279 

On  October  25,  2006,  Mr.  Sobel  sent  a  Hudson  update  to  COO  Gary  Cohn  and  CFO  David 
Viniar:  "$1.6bn  of  the  $2bn  sold,  with  the  majority  of  the  unsold  bonds  being  investment  grade. 
Equity  more  than  85%  sold."2280 

The  Goldman  sales  force  sold  most  of  the  Hudson  securities  prior  to  the  CDO's  closing  in 
December  2006,  and  continued  its  sales  efforts  after  the  closing  as  well.  Two  months  after  the 
closing,  in  February  2007,  Goldman  had  $296  million  in  unsold  Hudson  securities,  not  including 
the  $6  million  equity  investment  Goldman  had  announced  in  the  Hudson  marketing  material  that  it 
would  purchase  and  hold.  Over  the  following  months,  Goldman  sold  an  additional  $38  million 
worth  of  securities  to  investors,  and  received  bids  on  several  other  securities  but  decided  the  bid 
prices  were  too  low  and  kept  the  securities  on  its  books  instead.2281  The  unsold  Hudson  securities 
were  split  between  the  CDO  Origination  Desk  and  ABS  Trading  Desk.2282 

Overall,  Goldman  sold  Hudson  securities  to  25  investors.  Morgan  Stanley  made  the  largest 
investment,  taking  $1.2  billion  of  the  super  senior  portion  of  the  CDO.  Other  investors  included  the 
National  Australia  Bank,  which  purchased  $80  million  worth  of  the  AAA  rated  securities;  Security 


2277    10/20/2006  email  from  Paul  Carrett  to  Darryl  Herrick,  GS  MBS-E-018321286  [emphasis  in  original]. 

10/1 1/2006  email  from  Darryl  Herrick  to  Michael  Swenson,  David  Lehman,  and  Josh  Birnbaum,  GS  MBS-E- 
0000030518.   Mr.  Swenson  told  the  Subcommittee  he  had  no  recollection  of  being  involved  in  the  marketing  of 
Hudson  1.   Mr.  Swenson  said  he  did  not  work  on  CDOs  and  would  not  typically  be  involved  in  the  marketing  of 
CDOs.    Subcommittee  interview  of  Michael  Swenson  (10/8/2010). 

2279  10/12/2006  email  from  Michael  Swenson  to  David  Rosenblum  and  Peter  Ostrem,  GS  MBS-E-0000030518. 

2280  10/25/2006  email  from  Jonathan  Sobel  to  David  Viniar  and  Gary  Cohn,  GS  MBS-E-009757821. 

2281  Subcommittee  interview  of  Darryl  Herrick  (10/13/2010). 

Subcommittee  interview  of  Darryl  Herrick  (10/13/2010).   When  asked  if  it  was  common  to  divide  unsold 
securities  between  the  CDO  Desk  and  the  ABS  Desk,  Mr.  Herrick  said  unsold  securities  were  usually  split  with  the 
sponsor  of  a  CDO.   His  response  suggests  that  Goldman  viewed  the  ABS  Desk  as  the  sponsor  of  Hudson  1,  since  it 
was  designed  to  offset  the  risk  associated  with  the  ABS  Desk's  ABX  assets.    See  also  2/28/2007  email  from  David 
Rosenblum  to  Peter  Ostrem,  GS  MBS-E-001800707  ("are  we  still  sharing  50pct  of  ups  and  downs  on  [Hudson]."). 
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Benefit  Mutual,  which  bought  $10  million  of  the  AA  rated  securities;  and  Bear  Stearns,  which 
bought  $5  million  of  the  equity  tranche. 

Profiting  from  Hudson.  On  October  30,  2006,  after  Hudson  1  was  presented  to  investors 
and  pre-sold  most  of  its  securities,  Peter  Ostrem,  the  head  of  the  CDO  Origination  Desk,  sent  a 
celebratory  email  to  the  ABS  and  CDO  teams  with  Hudson  highlights.  He  wrote:  "Goldman  was 
the  sole  buyer  of  protection  on  the  entire  $2.0  billion  of  assets,"  meaning  Goldman  had  kept  100% 
of  the  short  position.  By  shorting  Hudson,  Goldman  had  transferred  $1.2  billion  worth  of  risky 
ABX  assets  Goldman  wanted  off  its  books,  and  shorted  another  $800  million  in  RMBS  securities. 
Mr.  Ostrem  also  listed  these  "highlights": 

•  "P&L  [Profit  and  Loss]  booked  of  $8. 5mm  ....  Plus,  ongoing  P&L  to  GS  for  acting 
as  liquidation  agent  equal  to  $2. 5mm  per  year  for  the  next  4  years 

Hudson  Mezz  went  long  $  1 .2bln  of  BBB/BBB-  ABX  from  ABS  trading  desk  at 

market  wides  4  weeks  ago 

Fastest  execution  of  a  SP  [Structured  Product]  CDO  done  at  Goldman  (4  weeks  from 

inception  to  pricing) 

Over  half  the  Equity  was  sold  by  Andy  Davilman 

•  ...  Super  senior  note  ($  1.2b  In  in  size)  was  executed  in  the  first  week  of  the 
transaction  and  was  a  key  driver  of  this  deal[']s  success  (covered  by  Nicole 
Martin)."2283 

Over  the  next  year,  Goldman  pocketed  nearly  $1.7  billion  in  gross  revenues  from  Hudson  1, 
all  of  which  was  at  the  expense  of  the  Hudson  investors.2284  As  the  value  of  the  RMBS  securities 
referenced  in  the  ABX  indices  declined,  Goldman,  as  the  sole  short  party  in  Hudson,  collected 
$1,393  billion  in  gains  directly  from  the  investors  to  whom  it  had  sold  the  Hudson  securities. 
Goldman's  $1,393  billion  gains  were,  in  turn,  offset  internally  at  the  firm  by  the  ABX  losses 
recorded  on  the  books  of  its  ABS  Desk.  Goldman  made  another  $304  million  in  gains  due  to  its 
short  of  the  other  $800  million  in  single  name  CDS  contracts  included  in  Hudson  l.2285  That  $304 
million  gain  was  also  at  the  expense  of  the  investors  to  whom  Goldman  had  sold  the  Hudson 
securities. 

Goldman  also  profited  in  other  ways.  It  received  substantial  fees  from  the  roles  it  played  in 
underwriting  and  administering  Hudson  1,  including  $31  million  in  underwriting  fees,  $3.1  million 
for  serving  as  the  liquidation  agent,  and  $1  million  for  serving  as  the  collateral  put  provider.2286  The 
ABS  Desk  warehouse  account  that  contained  both  the  long  ABX  assets  and  the  80  offsetting  single 


2283    10/30/2006  email  from  Peter  Ostrem,  "Great  Job  on  Hudson  Mezz,"  GS  MBS-E-0000057866,  Hearing  Exhibit 
4/27-90. 

Goldman  told  the  Subcommittee  that  Hudson  experienced  a  gross  gain  of  $1,697  billion  offset  by  a  loss  of  $1.3S 
billion  (rather  than  $1.2  billion)  in  ABX  assets  on  its  balance  sheet.   8/4/2010  email  from  Goldman  to  the 
Subcommittee,  PSI_QFR_GS0243. 

2285  See  Goldman  response  to  Subcommittee  QFR  at  PSI_QFR_GS0239. 

2286  M_ 
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name  CDS  contracts  reported  a  gain  of  approximately  $1.2  million  due  to  the  higher  value  of  the 
single  name  CDS  compared  to  the  ABX  CDS.2287 

Goldman  also  incurred  some  losses  in  connection  with  Hudson  1 .  Although  Goldman  sold 
some  additional  Hudson  securities  several  months  after  the  CDO  closed,  it  incurred  a  $267  million 
loss  from  the  Hudson  1  securities  that  it  was  unable  to  sell  at  the  prices  it  wanted  and  instead 
retained  in  its  inventory.  Goldman  lost  another  $  1 1 1  million  from  serving  as  the  collateral  put 
provider  for  Hudson  collateral  securities  which  also  lost  value.2288  Overall,  however,  Goldman 
recorded  a  profit  from  Hudson  1  of  more  than  $1.35  billion. 

In  contrast  to  Goldman,  Hudson  1  investors  suffered  substantial  losses.  In  March  2007,  less 
than  three  months  after  the  issuance  of  the  Hudson  securities,  when  asked  to  analyze  how  a  holder 
of  Hudson  securities  could  hedge  against  a  drop  in  their  value,  a  Goldman  trader  wrote:  "their 
likelihood  of  getting  principal  back  is  almost  zero."2289  Six  months  later,  the  credit  rating 
downgrades  began.  In  September  2007,  Moody's  downgraded  several  Hudson  1  securities  and 
followed  with  additional  downgrades  in  November  2007.  S&P  began  downgrades  of  Hudson  1  in 
December  2007,  and  by  February  2008,  had  downgraded  even  the  AAA  rated  securities.2290 

Morgan  Stanley,  the  largest  Hudson  investor,  lost  $930  million.2291  As  other  investors 
incurred  increasing  losses,  they  sold  their  securities  back  to  Goldman  at  rock  bottom  prices.  In 
September  2007,  for  example,  nine  months  after  the  Hudson  securities  were  first  issued,  Goldman 
repurchased  $10  million  worth  of  Hudson  securities  from  Greywolf  Capital  at  a  price  of  five  cents 
on  the  dollar;  in  October  2007,  another  hedge  fund  sold  $1  million  in  Hudson  securities  back  to 
Goldman  at  a  price  of  2.5  cents  on  the  dollar.2292    In  November  2008,  Hudson  1  was  completely 
liquidated  by  Goldman.  Today,  Hudson  securities  are  worthless. 

Analysis.  Goldman  constructed  Hudson  1  as  a  way  to  transfer  its  ABX  risk  to  the  investors 
who  bought  Hudson  securities.  When  marketing  the  Hudson  securities,  Goldman  misled  investors 
by  claiming  its  investment  interests  were  aligned  with  theirs,  when  it  was  the  sole  short  party  and 
was  betting  against  the  very  securities  it  was  recommending.  Goldman  also  implied  that  Hudson's 
assets  had  been  purchased  from  outside  sources,  and  failed  to  state  that  it  had  selected  the  majority 
of  the  assets  from  its  own  inventory  and  priced  the  assets  without  any  third  party  participation.  By 
holding  100%  of  the  short  position  at  the  same  time  it  solicited  clients  to  buy  the  Hudson  securities, 
Goldman  created  a  conflict  of  interest  with  its  clients,  concealed  the  conflict  from  them,  and 
profited  at  their  expense. 


2287 
2288 
2289 
2290 
2291 
2292 


Id. 

Id.,  at  PSI_QFR_GS_0280. 

3/4/2006  email  from  Fabrice  Tourre  to  George  Maltezos,  others,  GS  MBS-E-006638833. 

See  Goldman  response  to  Subcommittee  QFR,  at  PSIQFRGS021 1. 

1 1/21/2008  letter  from  Goldman  to  Morgan  Stanley,  HUD-CDO-00005125. 

See  Goldman  response  to  Subcommittee  QFR,  at  PSI_QFR_GS0223  and  PSI_QFR_GS0235. 
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BB.  Anderson  Mezzanine  Funding  2007-1 

In  the  summer  of  2006,  Goldman  began  work  on  Anderson  Mezzanine  Funding  2007-1 
(Anderson),  a  synthetic  CDO  whose  assets  were  single  name  CDS  contracts  referencing  subprime 
RMBS  securities  with  mezzanine  credit  ratings.2293  To  execute  the  Anderson  CDO,  Goldman 
partnered  with  GSC  Partners  ("GSC"),  a  New  York  hedge  fund.  Goldman  personnel  working  on 
the  CDO  included  Peter  Ostrem,  head  of  the  CDO  Origination  Desk,  and  Matthew  Bieber,  a  CDO 
Origination  Desk  employee  assigned  to  be  deal  captain  for  the  Anderson  CDO. 

The  CDO  was  originally  conceived  as  part  of  the  Hudson  series  of  non-managed,  proprietary 
CDOs  in  which  Goldman  acted  as  the  principal.2294  But  Goldman  decided  to  enlist  GSC  to  take  part 
in  structuring  the  $500  million  CDO.2295 

Partnering  on  Anderson.  GSC  Partners  was  founded  by  Alfred  C.  Eckert,  III,  a  former 
partner  and  former  head  of  private  equity,  distressed  debt  investing,  and  corporate  finance  at 
Goldman.2296  Goldman  had  a  longstanding  relationship  with  GSC.  In  addition  to  Mr.  Eckert,  at 
least  five  other  former  Goldman  Managing  Directors  were  employed  by  GSC,  and  at  least  eight 
other  former  and  current  Managing  Directors  had  invested  in  one  or  more  of  GSC  s  funds.2297  In  the 
spring  of  2006,  GSC  circulated  information  through  Goldman  about  raising  money  for  its  Elliot 
Bridge  Fund,  a  "fixed  income  arbitrage]  fund  focusing  primarily  on  ABS  using  cash  and  synthetics, 
long/short  strategies."2298  When  discussing  the  fund  with  other  Goldman  employees,  Curtis  Willing, 
the  Goldman  sales  representative  responsible  for  covering  GSC  wrote:  "They  are  a  strategic  partner 
with  the  Synthetic  desk  and  have  handed  us  multiple  CDO/CLO  mandates."2299  After  being 
informed  of  the  internal  conversations  almost  a  month  later,  Mr.  Sparks  informed  Mr.  Willing  that 
it  was  a  "[mjistake  not  to  involve  me  from  early  on,"  telling  Mr.  Willing,  "I've  run  a  bunch  of  traps 
for  [GSC]  in  the  past."2300 


"   '    "Mezzanine"  CDS  assets  reference  securities  that  carry  a  credit  rating  of  BBB  or  BBB-.   Mezzanine  assets  are 
riskier  than  AAA,  AA,  and  A  rated  assets,  but  less  risky  than  those  that  carry,  for  example,  BB,  B,  or  CCC  ratings. 

Some  documents  indicate  the  CDO  was  slated  to  be  Hudson  Mezzanine  2006-2.   But  in  December  2006, 
Goldman  delayed  Anderson  in  favor  of  issuing  an  ABX  based  CDO  named  Hudson  Mezzanine  2006-2.   Several  of 
the  documents  cited  in  this  section  use  the  terms  "Hudson"  or  "Hudson  Mezz"  when  in  fact  they  refer  to  Anderson. 
None  of  the  Goldman  employees  interviewed  by  the  Subcommittee  could  recall  the  reason  for  changing  the  name  of 
the  CDO  to  Anderson. 

2295  9/25/2006  Goldman  memorandum  to  the  Mortgage  Capital  Committee,  GS  MBS-E-013475756-62  (hereinafter 
"9/25/2006  MCC  Memorandum").  The  MCC  Memorandum  states  that  Goldman  was  approached  by  GSC,  but  may 
be  using  standard  language  reused  in  many  MCC  Memoranda.   In  an  interview  with  the  Subcommittee,  Edward 
Steffelin,  a  Senior  Trader  at  GSC,  stated  that  Goldman  approached  GSC  about  partnering  in  the  transaction,  and  the 
memorandum  language  was  "probably  backward."   Subcommittee  interview  of  Edward  Steffelin  (12/10/2010). 

2296  9/25/2006  MCC  Memorandum,  GS  MBS-E-013475756-62. 

"" '     See  Goldman  response  to  Subcommittee  QFR  at  PSI_QFR_GS0434.   Goldman  noted  in  its  QFR  response  that 

the  information  used  for  its  response  had  been  voluntarily  provided  by  Goldman  employees. 

2298  5/10/2006  email  from  Curtis  Willing  to  David  Solomon  and  Dan  Holland,  GS  MBS-E-013870906-7.   The  Elliot 


Bridge  Fund  eventually  invested  in  Anderson. 


2299 


4/17/2006  email  from  Curtis  Willing  to  David  Solomon  and  Dan  Holland,  GS  MBS-E-013870906-7. 


2300  5/14/2006  and  5/10/2006  emails  from  Dan  Sparks  to  Curtis  Willing,  GS  MBS-E-013870906-7. 
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GSC  agreed  to  partner  with  Goldman  on  the  Anderson  CDO  and  to  share  in  the  associated 
risk,  including  by  splitting  the  equity  tranche  and  sharing  the  risk  with  Goldman  that  the  Anderson 
assets  would  lose  value  while  being  warehoused.2301  GSC  also  participated  in  selecting  the  assets 
for  the  CDO.2302  Later  on,  Goldman  consulted  with  GSC  on  whether  to  liquidate  or  underwrite 
Anderson,2303  and  allowed  GSC  to  participate  in  pricing  issues,2304  while  GSC  at  times  assisted  in 
marketing  Anderson.2305 

Goldman  offered  to  let  GSC  take  a  short  interest  in  the  CDO  by  offering  to  "sell  protection 
on  BBBs  to  GSC  at  market  for  0.75%  times  notional,"  and  agreeing  to  "source  assets  via  GSC," 
meaning  GSC  could  propose  assets  for  the  CDO  that  GSC  wanted  to  get  rid  of  or  short.2306  GSC 
responded  by  shorting  a  select  group  of  RMBS  securities  to  hedge  its  risk  while  those  assets  were  in 
the  Anderson  warehouse  account.2307  For  instance,  at  one  point  in  October  2006,  GSC  sought  to  add 
$56  million  in  assets  to  the  Anderson  CDO,  while  also  taking  a  short  position  on  $9  million  of  those 
assets,  which  it  described  as  "GSC  Hedge  Amount."2308 

Designing  Anderson.  GSC  and  Goldman  participated  together  in  the  selection  of  assets  for 
Anderson.  Anderson  was  designed  to  be  a  synthetic  CDO  whose  assets  would  consist  solely  of 
CDS  contracts  referencing  RMBS  securities  whose  average  credit  ratings  would  be  BBB  or  BBB-. 
GSC  proposed  some  of  the  referenced  RMBS  securities,  but  it  is  unclear  how  many  were  included 
in  Anderson.2309  GSC  and  Goldman  employees  interviewed  by  the  Subcommittee  had  no  specific 


2302  8/8/2006  email  from  Edward  Steffelin  to  Peter  Ostrem  and  others,  "GS/GSC  EB  Prop  deal,"  GS  MBS-E- 
000904603.   8/8/2006  email  from  Peter  Ostrem  to  Edward  Steffelin,  Joshua  Bissu  and  others,  GS  MBS-E- 
000904603  (Mr.  Ostrem  writes:   "Happy  to  source  assets  via  GSC.").    See  e.g.,  9/26/2006  email  from  Mr.  Bissu  to 
Matthew  Bieber,  "Names  for  tomorrow,"  GS  MBS-E-014335388. 

2303  Subcommittee  interview  of  Edward  Steffelin  (12/10/2010). 

2304  See  3/5/2007  emails  between  Matthew  Bieber  and  Joshua  Bissu,  GS  MBS-E-014605918. 

2305  See  3/6/2007  email  from  Joshua  Bissu  to  Matthew  Bieber  and  Peter  Ostrem,  GS  MBS-E-014597705. 

2306  8/8/2006  email  from  Edward  Steffelin  to  Peter  Ostrem  and  others,  "GS/GSC  EB  Prop  deal,"  GS  MBS-E- 
000904603.   GSC  frequently  executed  trades  with  Goldman's  Correlation  Trading  Desk,  and  was  known  to  have  a 
"long/short  strategy"  in  which  it  shorted  assets  it  considered  expensive  and  went  long  assets  it  thought  were 
undervalued.   See  9/15/2006  email  from  Geoffrey  Williams  to  Correlation  Trading  Desk,  GS  MBS-E-009471708. 
See  e.g.,  10/31/2006  email  from  Shelly  Lin  to  Joshua  Bissu,  and  Matthew  Bieber,  GS  MBS-E-016473768. 

2307  10/31/2006  email  from  Curtis  Willing,  GSC  Trades,  GSC-CDO-FCIC-0029698;  10/31/2006  email  from  Deeb 
Salem,  "Re:  GSC-Hudson  Mezz  2,"  GS  MBS-E-000905571.  A  former  GSC  employee  interviewed  by  the 
Subcommittee  also  indicated  that  the  short  positions  were  taken  on  Anderson  assets  in  an  effort  to  hedge  GSC's 
warehouse  risk.    Subcommittee  interview  of  Edward  Steffelin  (12/10/2010). 

2308  10/31/2006  email  from  Shelly  Lin  to  Joshua  Bissu  and  Matthew  Bieber,  GS  MBS-E-016473768.   See  also 
10/31/2006  email  from  Shelly  Lin  to  Deeb  Salem,  Edwin  Chin,  and  Matthew  Bieber,  GS  MBS-E-000905571  ("GSC 
wants  to  short  into  the  deal  the  amounts  listed  below.   They'd  like  to  trade  the  ones  they  want  to  hedge  with  your 
desk  as  well.  I  think  they  also  did  this  with  your  desk  a  few  weeks  ago.").   When  Mr.  Bieber  was  shown  this 
document  during  his  10/21/2010  interview  with  the  Subcommittee  he  stated  he  didn't  know  if  GSC  had  shorted 
assets  and  that  he  didn't  know  what  Ms.  Lin  meant  by  her  statement.   Subcommittee  interview  of  Matthew  Bieber 
(10/21/2010). 

Subcommittee  interview  of  Matthew  Bieber  (10/20/2010);  Subcommittee  interview  of  Edward  Steffelin 
(12/10/2010). 
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recollection  of  the  asset  selection  process,  beyond  each  party  selecting  some  RMBS  securities  and 
the  other  having  veto  rights.2310 

Anderson's  assets  were  purchased  from  1 1  different  broker-dealers  from  September  2006  to 
March  2007.  Goldman  was  the  source  of  28  of  the  61  CDS  contracts  in  Anderson,  and  Goldman 
retained  the  short  side.  The  next  largest  short  party  was  Lehman  Brothers  which  sold  six  CDS 
contracts  to  Anderson  and  retained  the  short  side.  Goldman  also  served  as  the  sole  credit  protection 
buyer  to  the  Anderson  CDO,  acting  as  the  intermediary  between  the  CDO  and  the  various  broker- 
dealers  selling  it  assets.2311 

By  February  2007,  the  Anderson  warehouse  account  contained  $305  million  out  of  the 
intended  $500  million  worth  of  single  name  CDS,  many  of  which  referenced  mortgage  pools 
originated  by  New  Century,  Fremont,  and  Countrywide,  subprime  lenders  known  within  the 
industry  for  issuing  poor  quality  loans  and  RMBS  securities.  Approximately  45%  of  the  referenced 
RMBS  securities  contained  New  Century  mortgages.2312 

Falling  Mortgage  Market.  During  the  same  time  period  in  which  the  Anderson  single 
name  CDS  contracts  were  being  accumulated,  Goldman  was  becoming  increasingly  concerned 
about  the  subprime  mortgage  market,  was  reacting  to  bad  news  from  the  subprime  lenders  it  did 
business  with,2313  and  was  building  a  large  short  position  against  the  same  types  of  BBB  rated 
RMBS  securities  referenced  in  Anderson.2314  By  February  2007,  the  value  of  subprime  RMBS 
securities  was  falling,  and  the  Goldman  CDO  Origination  Desk  was  forced  to  mark  down  the  value 
of  the  long  single  name  CDS  contracts  in  its  CDO  warehouse  accounts,  including  Anderson. 

Goldman  was  also  aware  that  its  longtime  customer,  New  Century,  was  in  financial  distress. 
On  February  7,  2007,  New  Century  announced  publicly  it  would  be  restating  its  2006  earnings, 
causing  a  sharp  drop  in  the  company's  share  price.  On  February  8,  2007,  Goldman's  Chief  Credit 
Officer  Craig  Broderick  sent  Mr.  Sparks  and  others  a  press  clipping  about  New  Century  and 
warned: 

"[T]his  is  a  materially  adverse  development.  The  issues  involve  inadequate  [early  payment 
default]  provisions  and  marks  on  residuals  ....  [I]n  a  confidence  sensitive  industry  it  will  be 


2310  id. 

2311  See  Goldman  response  to  Subcommittee  QFR  at  PSI_QFR_GS0192. 

This  number  was  compiled  using  a  list  of  referenced  securities  supplied  by  Goldman  at  QFR_PSI_GS0192  and 
registration  statements  available  at  www.sec.gov.   When  looking  at  all  mortgages  underlying  each  reference  security, 
New  Century  originated  48%  by  value  of  the  underlying  mortgages.   However,  each  mortgage  may  have  a  different 
weight  in  the  Anderson  CDO  based  on  the  size  of  the  reference  security  it  is  held  in.  Therefore,  the  economic  effect 
of  the  New  Century  mortgages  could  be  greater  than  or  less  than  48%.   The  next  largest  mortgage  originator  by  value 
was  Countrywide  at  8%. 

2313   See,  e.g.,  1/4/2007  Goldman  presentation,  "Sub-Prime  Mortgage  Lenders  -  Update,"  GS  MBS-E-009978840-59, 
Hearing  Exhibit  4/27-169. 

See  discussion  of  Goldman's  net  short  position,  Section  C(4),  above. 
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ugly  even  if  all  problems  have  been  identified.  ...  We  have  a  call  with  the  company  in  a  few 
minutes  (to  be  led  by  Dan  Sparks)."  2315 

On  some  occasions,  Mr.  Sparks  addressed  negative  news  about  New  Century  in  the  same 
email  he  discussed  liquidating  assets  in  warehouse  accounts  for  upcoming  CDOs.  On  March  8, 
2007,  for  example,  Mr.  Sparks  noted  in  an  email  to  senior  executives:  "New  Century  remains  a 
problem"  due  to  loans  experiencing  early  payment  defaults,  and  informed  them  that  the  Mortgage 
Department  had  "liquidated  a  few  deals  and  could  liquidate  a  couple  more."2316 

On  February  23,  2007,  Mr.  Sparks  sent  an  email  to  senior  Goldman  executives  estimating 
that  Goldman  had  lost  $72  million  on  the  holdings  in  its  CDO  warehouse  accounts,  due  to  falling 
prices.2317  He  directed  Mortgage  Department  personnel  to  liquidate  rather  than  securitize  the  assets 
in  certain  warehouse  accounts.  Two  days  later,  on  February  25,  2007,  Mr.  Sparks  informed  senior 
executives  of  the  possibility  of  liquidating  Anderson: 

"[T]he  CDO  business  liquidated  3  warehouses  for  deals  of  $530mm  (about  half  risk  was 
subprime  related).  ...  One  more  CDO  warehouse  may  be  liquidated  this  week  - 
approximately  $300mm  with  GSC  as  manager."2318 

Three  days  later,  David  Rosenblum,  head  of  Goldman's  Collateralized  Loan  Obligations  activities, 
emailed  Mr.  Ostrem,  head  of  the  CDO  Origination  Desk,  stating:  "Dan  tells  me  that  SP  [Structured 
Product]  CDO  desk  has  reported  -77  [million  dollars]  from  retained  debt  (Hmezz  1+2,  etc),  and 
-129  [million  dollars]  from  unrealized  and  realized  CDO  WH  [warehouse]  markdowns."2319 

On  February  24,  2007,  a  Saturday,  several  persons  from  the  Mortgage  Department  worked  to 
analyze  the  costs  of  unwinding  and  liquidating  the  assets  collected  for  the  Anderson  CDO.  Deeb 
Salem,  a  trader  on  the  ABS  Desk,  estimated  that  unwinding  Anderson  would  result  in  a  $60  million 
loss  due  to  the  falling  value  of  its  single  name  CDS.2320  On  the  same  day,  Mr.  Ostrem  sent  his 
colleagues  this  explanation  of  why  the  losses  in  the  CDO  warehouse  accounts  were  growing  so 
rapidly: 

"Each  warehouse  is  marked  by  either  (a)  MTM  [mark-to-market]  on  each  asset  or  (b)  mark 
to  model  [MTModel]  which  involves  taking  the  portfolio  through  the  expected  CDO 
execution  and  calculating  Goldman's  P&L  [profit  and  loss]  given  current  market  yields  on 
debt  and  equity.  MTM  is  preferred  if  CDO  execution  is  highly  uncertain  or  portfolio  is 


2315 
2316 
2317 

2318 


2/8/2007  email  from  Craig  Broderick  to  Daniel  Sparks,  David  Viniar,  others,  GS  MBS-E-002201486. 

3/8/2007  email  from  Daniel  Sparks  to  senior  executives,  GS  MBS-E-002206279,  Hearing  Exhibit  4/27-75. 

2/23/2007  email  from  Daniel  Sparks  to  senior  executives,  GS  MBS-E-009759477. 

2/25/2007  email  from  Daniel  Sparks  to  Tom  Montag,  GS  MBS-E-019164799.    See  also  2/23/2007  email  from 
Daniel  Sparks  to  senior  executives,  GS  MBS-E-009759477  ("We  liquidated  3  CDO  warehouses  today  and  started 
the  liquidation  of  another.  We  may  liquidate  one  more  next  week."). 

2319  2/28/2007  email  from  David  Rosenblum  to  Peter  Ostrem,  GS  MBS-E-001800707. 

2320  2/24/2007  email  from  Deeb  Salem  to  Michael  Swenson,  Edwin  Chin,  and  Josh  Birnbaum,  GS  MBS-E- 
018936137-38. 
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small.  Both  the  MTM  and  the  MTModel  take  into  account  risk  sharing  arrangements  with 
3rd  parties. 

As  CDO  execution  has  become  more  uncertain  we  have  moved  a  couple  warehouses  closer 
to  their  MTM  which  has  significantly  increased  our  losses.  Also,  our  MTModel  results  have 
shown  losses  as  expected  liability  spreads  have  widened  significantly  and  the  overall 
strength  of  the  CDO  market  has  waned  due  to  fundamental  credit  decline  in  06/07  in  RMBS 
subprime  (90+%  of  assets)  and  increased  correlation  between  ABX/TABX  levels  and 
mezz  debt  levels  in  CDOs.  We  expect  this  correlation  to  increase  volatility  in  our 
warehouse  marks  for  the  [sic]  a  while  (this  series  of  events  have  happened  quickly  within 
the  last  month  and  the  correlation  is  getting  closer  to  1  as  global  markets  get  more  familiar 
with  fundamentals  in  subprime  and  trading  levels  in  ABX/TABX). 

Additional  losses  have  also  resulted  from  the  liquidation  of  3  warehouses.  In  each  case,  the 
realized  loss  from  the  sale  of  assets  has  been  higher  than  our  MTM  or  MTModel.  This  is 
attributable  to  both  volatility  in  subprime  markets  and  that  our  competitors  are  closing  their 
CDO  warehouse  accounts  from  buying  our  subprime  or  CDO  positions.  The  buyer  base  has 
suddenly  shrunk  significantly.  As  this  continues,  we  expect  this  lack  of  liquidity  to  further 
weaken  our  MTMs  and  feed  into  our  losses  in  our  remaining  warehouse  marks."2321 

At  about  1 1:00  p.m.  that  Saturday  night,  February  24,  2007,  Mr.  Sparks  seemed  to  reach  a 
decision  to  liquidate  Anderson.  He  sent  an  email  to  Mr.  Ostrem,  Mr.  Bieber,  and  several  others 
stating:  "I  want  to  liquidate  Anderson  Monday  -  we  should  begin  the  discussion  with  gsc  asap."2322 

After  Mr.  Sparks  relayed  this  decision,  Mr.  Ostrem  and  Mr.  Bieber  began  to  strategize  ways 
to  convince  Mr.  Sparks  to  reverse  his  decision.2323  Messrs.  Ostrem  and  Bieber  assembled  a  list  of 
likely  buyers  of  the  Anderson  securities  to  present  to  Mr.  Sparks,  and  brainstormed  about  other 
CDOs  that  could  potentially  buy  Anderson  securities  for  their  asset  pools.2324  Mr.  Ostrem  also 
proposed  allowing  a  hedge  fund  to  short  assets  into  the  deal  as  an  incentive  to  buy  the  Anderson 
securities,  but  Mr.  Bieber  thought  Mr.  Sparks  would  want  to  "preserve  that  ability  for  Goldman."2325 

At  some  point,  Mr.  Sparks  changed  his  mind  and  decided  to  go  forward  with  underwriting 
the  Anderson  CDO.  None  of  the  Goldman  personnel  interviewed  by  the  Subcommittee  could  recall 
why  the  final  decision  was  made  to  go  forward  with  Anderson.  In  one  email  on  March  2,  2007, 
Jonathan  Egol,  head  of  the  Goldman  Correlation  Trading  Desk,  suggested  adding  $195  million 
more  in  assets  to  Anderson,  with  Goldman  selecting  the  assets  internally  and  shorting  them.2326  Mr. 


2321 
2322 
2323 
2324 
2325 
2326 


2/24/2007  email  from  Peter  Ostrem  to  colleagues,  GS  MBS-E-010383828-29. 

2/24/2007  email  from  Daniel  Sparks  to  Peter  Ostrem,  others,  GS  MBS-E-001996601,  Hearing  Exhibit  4/27-95. 

2/25/2007  Goldman  internal  email  chain,  GS  MBS-E-001996601,  Hearing  Exhibit  4/27-97. 

Id. 

Id. 

3/2/2007  email  from  Jon  Egol  to  Daniel  Sparks  and  others,  GS  MBS-E-010637566,  Hearing  Exhibit  4/27-97. 
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Sparks  rejected  any  expansion  of  Anderson,  responding:  "we  are  not  ramping  -  execute  deal  as 

is."2327 

The  Anderson  CDO  closed  on  March  20,  2007.  As  finally  constructed,  100%  of  its  assets 
were  CDS  contracts  referencing  $307  million  in  mezzanine  subprime  RMBS  securities,  meaning 
RMBS  securities  carrying  BBB  or  BBB-  credit  ratings.  About  45%  of  the  subprime  mortgages  in 
the  referenced  RMBS  securities  were  issued  by  New  Century.  Another  8%  were  issued  by 
Countrywide,  and  almost  7%  were  issued  by  Fremont.  Goldman  took  about  40%  of  the  short  side 
of  the  Anderson  CDO.  Ten  other  investors  held  the  rest  of  the  short  interest  in  the  CDO. 

Selling  Anderson.  During  March,  selling  Anderson  securities  became  a  top  priority  for 
Goldman.  Goldman  even  put  another  deal  on  hold,  the  Abacus  2007-AC1  deal  with  the  Paulson 
hedge  fund,  to  promote  Anderson.  As  Mr.  Egol  advised  Goldman  personnel:  "Given  risk  priorities, 
subprime  news  and  market  conditions,  we  need  to  discuss  side-lining  [Abacus  2007-AC1]  in  favor 
of  prioritizing  Anderson  in  the  short  term."2328 

On  March  13,  2007,  Goldman  issued  internal  talking  points  for  its  sales  force  on  the 
Anderson  CDO.  Among  the  points  highlighted  were: 

"Portfolio  selected  by  GSC.  Goldman  is  underwriting  the  equity  and  expects  to  hold  up  to 
50%.  ...  Low  fee  structure[.]  ...  No  reinvestment  risk."2329 

The  talking  points  described  Goldman  as  holding  up  to  50%  of  the  equity  tranche  in  the  CDO  - 
worth  about  $21  million,  without  mentioning  that  Goldman  would  also  be  holding  40%  -  about 
$135  million  -  of  the  short  side  of  Anderson,  placing  its  investment  interests  in  direct  opposition  to 
the  investors  to  whom  it  was  selling  Anderson  securities. 

The  large  number  of  poor  assets  referenced  in  Anderson  raised  investor  questions  and  was 
an  impediment  to  sales.2330  One  potential  investor  wrote  to  a  Goldman  sales  representative 
explaining  its  decision  not  to  purchase  the  Anderson  securities: 

"We're  going  to  pass  on  this  deal  for  a  number  of  reasons:  Two  bonds  .  .  .  have  been 
downgraded  or  are  on  negative  watch;  Another  12  bonds  in  the  portfolio  are  negatively 
impacted  by  the  downgrades  lower  in  the  capital  structure;  28%  of  the  portfolio  is  failing 


232/ 


3/2/2007  email  from  Daniel  Sparks  to  Jon  Egol  and  others,  GS  MBS-E-010637566,  Hearing  Exhibit  4/27-97. 


2328  3/2/2007  email  from  Jon  Egol  to  colleagues,  "Re:  Abacus  AC1,"  GS  MBS-E-002676413,  Hearing  Exhibit  4/27- 
64. 

2329  3/13/2007  email  from  Peter  Ostrem  to  Scott  Wisenbaker  and  Matthew  Bieber,  GS  MBS-E-000898410,  Hearing 
Exhibit  4/27-172. 

In  mid-March,  Mr.  Ostrem  informed  the  GSI  Risk  Committee  that  Goldman's  estimated  losses  on  the  assets  in 
the  Anderson  warehouse  account  had  reached  $22.9  million.   3/16/2007  Goldman  Sachs  International  Risk 
Committee  memorandum,  "GSI  Warehousing  for  Structured  Product  CDOs,"  GS  MBS-E-001806010-16. 
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delinquency  triggers;  We  show  that  a  lot  of  these  bonds  will  take  principal  hits;  Not  crazy 
about  the  deal  structure  given  the  quality  of  the  portfolio."2331 

Other  investors  expressed  concerns  that  the  CDO  would  be  downgraded.2332  Goldman  did  not 
disclose  to  these  investors  that  it  had  almost  canceled  the  CDO,  due  to  its  assets'  falling  values. 

Of  particular  concern  for  investors  was  the  concentration  of  New  Century  mortgages  in 
Anderson.2333  On  March  13,  2007,  a  potential  investor,  Rabobank,  asked  Goldman  sales 
representatives:  "how  did  you  get  comfortable  with  all  the  new  centu  ry  [sic]  collateral  in  particular 
the  new  century  serviced  deals  -  con  sidering  [sic]  you  are  holding  the  equity  and  their  servicing 
may  not  be  around  is  that  concerning  for  you  at  all?"2334  Goldman  and  GSC  prepared  a  list  of 
talking  points  with  which  to  respond  to  the  investor: 

"-  Historically  New  Century  has  on  average  displayed  much  better  performance  in  terms 
of  delinquency]  and  default  data 

-  Prepayments  have  tended  to  be  higher  lowering  the  extension  risk 

-  Losses  and  REO  [Real  Estate  Owned  by  a  lender  taking  possession  of  a  property]  are 
historically  lower  than  the  rest  of  the  market 

-  Traditionally  the  structures  have  strong  enhancement/subordination."2335 

The  talking  points  did  not  disclose  that,  in  fact,  Goldman,  too,  was  uncomfortable  with  New 
Century  mortgages.  On  March  8,  2007,  five  days  before  receiving  the  investor's  inquiry,  Mr. 
Sparks  had  reported  to  senior  Goldman  executives,  including  Co-President  Gary  Cohn  and  CFO 
David  Viniar,  that  New  Century  mortgages  "remain[ed]  a  problem  for  [early  payment  default]."2336 
On  March  13,  the  same  day  as  the  investor  inquiry,  Goldman  personnel  completed  a  review  of  New 
Century  mortgages  with  early  payment  defaults  that  were  on  Goldman's  books  and  found  fraud, 
"material  compliance  issues,"  and  collateral  problems.  The  review  found  that  "62%  of  the  pool  has 
not  made  any  pmts  [payments]"  and  recommended  "putting  back  26%  of  the  pool"  to  New  Century 


2331  5/31/2007  email  from  Goldman  client  to  Andrew  Davilman,  GS  MBS-E-015550857-58.   Andrew  Davilman 
relayed  the  message  to  Matthew  Bieber,  who  suggested  the  client  might  be  interested  in  higher  rated  securities.   Mr. 
Davilman  responded:    "I'll  check,  but  given  the  portfolio  I  suspect  he's  looking  for  a  cleaner  start." 

2332  3/16/2007  email  from  Russell  Brocato  to  Scott  Wisenbaker,  GS  MBS-E-000902498,  Hearing  Exhibit  4/27-172. 
Mr.  Bieber  and  Mr.  Ostrem  were  also  informed  by  a  salesperson  that  the  client  was  "out  on  Anderson  -  they  feel  like 
the  deal  will  be  dow[n]graded  and  have  interest  coverage  issues."   Mr.  Ostrem  instructed  the  Goldman  salesperson  to 
"[f]ix  the  miscommunication  so  the  probability  [of  sale]  goes  up." 

2333  3/14/2007  email  from  Matthew  Bieber  to  Scott  Wisenbaker  and  others,  GS  MBS-E-000908336,  Hearing  Exhibit 
4/27-172  ("Looking  like  both  dcp  and  terwin  out.  New  Century  issues."). 

2334  3/13/2007  email  from  Wendy  Rosenfeld  at  Rabobank  to  Olivia  Ha  at  Goldman,  GS  MBS-E-000898417, 
Hearing  Exhibit  4/27-172. 

2335  3/6/2007  email  from  Joshua  Bissu  to  Matthew  Bieber  and  Peter  Ostrem,  GS  MBS-E-014597705. 

2336  3/8/2007  email  from  Daniel  Sparks  to  senior  executives,  GS  MBS-E-002206279,  Hearing  Exhibit  4/27-75. 


539 

for  repurchase  "if  possible."2337  Goldman  also  did  not  disclose  to  the  investor  that  it  was  shorting 
40%  of  the  Anderson  CDO. 

Some  Goldman  clients  also  had  questions  about  GSC's  involvement  in  Anderson.  An 
Australian  sales  representative  wanted  "more  color  on  asset  selection  process,  especially  with 
respect  to  GSC  involvement."2338  This  clarification  was  necessary,  because  although  GSC's  role 
was  mentioned  in  numerous  internal  Goldman  documents,  the  official  Anderson  marketing 
materials  did  not  mention  GSC's  role  in  asset  selection.2339  In  previous  drafts  of  the  marketing 
materials,  for  example,  Goldman  stated  that  "Goldman  Sachs  and  GSC  Group  co-selected  the 
assets";  "GSC  pre-screens  and  evaluates  assets  for  portfolio  suitability";  the  CDO  was  "co- 
sponsored  by  Goldman  and  GSC  Eliot  Bridge  Fund";  and  "Goldman  Sachs  and  GSC  ha[ve]  aligned 
incentives  with  Anderson  Funding  by  investing  in  a  portion  of  equity."2340  But  all  of  the  references 
to  GSC  were  removed  from  the  final  documents.2341  Mr.  Bieber  told  the  Subcommittee  that  he  did 
not  recall  specifically  why  the  references  to  GSC  were  removed,  but  recalled  GSC  having  an  issue 
with  disclosing  its  name  in  the  offering  documents.2342  Edward  Steffelin,  a  Senior  Trader  at  GSC, 
also  did  not  recall  the  specifics  regarding  why  the  references  to  GSC  were  removed,  but  told  the 
Subcommittee  that  he  felt  GSC's  role  in  the  Anderson  CDO  did  not  rise  to  the  level  of  "co- 
selecting."2343  Mr.  Steffelin  said  that  although  GSC  had  the  ability  to  suggest  assets  and  veto  others, 
he  felt  that  "co-selecting"  implied  a  level  of  control  over  the  portfolio  that  GSC  didn't  have.2344 


2337  3/13/2007  email  from  Manisha  Nanik  to  Loren  Morris,  "New  Century  EPDs,"  at  GS  MBS-E-002146861, 
Hearing  Exhibit  4/27-77.   See  also  2/2/2007  email  from  Matthew  Nichols  to  Kevin  Gasvoda  and  others,  GS  MBS-E- 
00555633  1  ("NC  is  running  a  10%  drop  rate  [due  diligence  drop]  at  ~6  points  /  drop  and  4%  EPD  rate  at  close  to  20 
points.");  2/8/2007  email  from  John  Cassidy  to  Joseph  Ozment,  others,  GS  MBS-E-002045021  ("Given  the  current 
state  of  the  company  I  am  no  longer  comfortable  with  the  practice  of  taking  loans  with  trailing  docs  .  .  .  that  we  need 
in  order  to  conduct  compliance  testing."). 

2338  3/1/2007  email  from  Scott  Wisenbaker  to  Peter  Ostrem  and  Matthew  Bieber,  GS  MBS-E-000893661,  Hearing 
Exhibit  4/27-172. 

2339  2/2007  Anderson  Mezzanine  Funding  2007-1,  Ltd.  Debt  Marketing  Book,  GS  MBS-E-000855351. 

2340  2/2007  Anderson  Mezzanine  Funding  2007-1,  Ltd.  Equity  Marketing  Book,  GS  MBS-E-000892557-598  at  560, 
569. 

2341  2/2007  Anderson  Mezzanine  Funding  2007-1,  Ltd.  Debt  Marketing  Book,  GS  MBS-E-000855351.   Anderson 
Mezzanine  Funding  2007-1,  Ltd.  Debt  Marketing  Book,  GSC-CDO-FCIC-003  1712  at  726.   Around  the  time 
Goldman  was  deciding  whether  to  underwrite  Anderson,  Fred  Horton,  head  of  CDOs  at  GSC,  left  the  firm.   While 
discussing  whether  to  issue  or  underwrite  the  CDO  with  Matthew  Bieber,  Mr.  Ostrem  commented:   "Will  need 
disclosure  on  Horton.  This  looks  bad."   2/25/2007  email  from  Peter  Ostrem  to  Matthew  Bieber,  GS  MBS-E- 
001996601,  Hearing  Exhibit  4/27-95. 

2342  Subcommittee  interview  of  Matthew  Bieber  (10/21/2010). 

Subcommittee  interview  of  Edward  Steffelin  (12/10/2010).   The  marketing  materials  also  stated  that  the 
Anderson  assets  were  "sourced  from  the  Street."  Mr.  Steffelin  described  this  as  a  "weird  phrase,"  but  felt  it  implied 
"it  would  be  open,  sourced  from  all  over."   See  discussion  of  the  phrase,  "sourced  from  the  Street,"  in  the  prior 
section  on  Hudson  1, 

Id.  Despite  GSC's  not  being  listed  as  having  helped  select  the  Anderson  assets,  some  investors  appeared  to  be 
aware  of  its  involvement,  perhaps  from  talking  to  Goldman  personnel.   See  3/28/2007  email  from  Matthew  Bieber  to 
Edward  Steffelin,  "ACA  Meeting,"  GS  MBS-E-014419176  ("Questions  on  [Anderson]  -  but  also  want  to  do 
manager  due  diligence.  They've  heard  the  GSC  team  shows  well  -  so  want  to  meet  you  in  person."). 
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Despite  the  poor  reception  by  investors,  Goldman  continued  "pushing  the  axe"  with  its  sales 
force  to  sell  Anderson  securities.2345  Mr.  Bieber  identified  and  monitored  potential  investors  and 
attempted  to  sell  Anderson  securities  to  pension  funds  and  place  Anderson  securities  in  other 
Goldman  CDOs  as  collateral  securities.2346  On  March  20,  2007,  when  Mr.  Bieber  reported  selling 
$20  million  in  Anderson  securities,  his  supervisor,  Mr.  Ostrem,  responded  with  the  single  word: 
"Profit!"2347  In  a  separate  email  a  week  later,  Mr.  Ostrem  told  Mr.  Bieber  he  did  "an  excellent  job 
pushing  to  closure  these  deals  in  a  period  of  extreme  difficulty."2348 

After  several  months  of  effort,  Goldman  was  able  to  sell  only  a  third,  or  about  $102  million 
of  the  $307  million  in  Anderson  securities.2349  The  nine  investors  included  Beneficial  Life, 
Moneygram,  and  GSC  which  purchased  the  entire  $11  million  class  D  portion  of  the  CDO.2350 

Losing  Money  from  Anderson.  Due  to  its  inability  to  sell  two-thirds  of  the  Anderson 
securities,  Goldman  lost  money  overall  on  the  CDO.  Goldman's  biggest  gain  came  from  holding 
40%  of  the  short  position  on  certain  Anderson  assets,  which  produced  a  $131  million  gain  at  the 
direct  expense  of  the  investors  to  whom  Goldman  had  sold  the  Anderson  securities.  Goldman  was 
also  paid  $200,000  for  serving  as  the  liquidation  agent,2351  and  collected  $2  million  in  CDS 
premiums  while  it  warehoused  Anderson  assets.2352 

Despite  those  gains,  Goldman  incurred  a  $185  million  loss  from  the  Anderson  securities  it 
was  unable  to  sell  and  had  to  keep  on  its  books.  It  incurred  another  $122  million  loss  due  to  the 
decreased  value  of  the  securities  Goldman  had  purchased  as  collateral  for  the  CDO. 

Anderson's  nine  investors  suffered  more  substantial  losses.  Seven  months  after  its  issuance, 
in  November  2007,  Anderson  securities  experienced  their  first  ratings  downgrades.  At  that  point, 
27%  of  the  assets  underlying  Anderson  were  downgraded  below  a  B-  rating.2353  GSC  then  sold  back 
to  Goldman  a  portion  of  the  Anderson  securities  it  had  purchased  at  a  price  of  3  cents  on  the 
dollar.2354  Within  a  year,  Anderson  securities  that  were  originally  rated  AAA  had  been  downgraded 
to  BB.  In  the  end,  the  Anderson  investors  were  wiped  out  and  lost  virtually  their  entire  investments. 

Analysis.  Goldman  constructed  the  Anderson  CDO  using  CDS  contracts  referencing 
subprime  RMBS  securities,  the  majority  of  which  were  issued  by  subprime  lenders  like  New 

2345  3/12/2007  email  from  Robert  Black  to  Matthew  Bieber,  others,  GS  MBS-E-000898037. 

2346  Id. 

2347  3/20/2007  email  from  Peter  Ostrem  to  Matthew  Bieber  and  others,  GS  MBS-E-000906269,  Hearing  Exhibit 
4/27-172. 

2348  3/27/2007  email  from  Peter  Ostrem  to  Matthew  Bieber,  GS  MBS-E-000907935,  Hearing  Exhibit  4/27-172. 

2349  See  Goldman  response  to  Subcommittee  QFR  at  PSI_QFR_GS0223  and  PSI_QFR_GS0235. 
GSC  paid  a  price  of  108.21%  for  the  securities.   See  Goldman  response  to  Subcommittee  QFR  at 

PSI_QFR_GS0223  and  PSI_QFR_GS0235. 

2351  See  Goldman  response  to  Subcommittee  QFR  at  PSI_QFR_GS0223  and  PSI_QFR_GS0235. 

2352  See  Goldman  response  to  Subcommittee  QFR  at  PSI_QFR_GS0239. 

2353  1/3/2008  email  from  Shelly  Lin  to  Mr.  Sparks,  GS  MBS-E-021880171  (attached  file,  "Deal  Summary,"  Excel 
Spreadsheet  showing  credit  ratings  for  Anderson). 

2354  See  Goldman  response  to  Subcommittee  QFR  at  PSI_QFR_GS0223  and  PSI_QFR_GS0235. 
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Century  who  were  known  for  issuing  poor  quality  loans.  When  potential  investors  asked  how 
Goldman  was  able  to  "get  comfortable"  with  the  New  Century  mortgage  pools  referenced  in 
Anderson,  Goldman  attempted  to  dispel  concerns  about  the  New  Century  loans,  withheld 
information  about  its  own  discomfort  with  New  Century,  and  withheld  that  it  was  taking  40%  of  the 
short  side  of  the  CDO,  essentially  betting  against  the  very  securities  it  was  selling  to  its  clients. 
Instead,  Goldman  instructed  its  sales  force  to  tell  potential  investors  that  Goldman  was  buying  up  to 
50%  of  the  equity  tranche.  Goldman  also  did  not  disclose  to  potential  investors  that  it  had  almost 
cancelled  the  CDO  due  to  the  falling  value  of  its  assets. 

CC.  Timberwolfl 

Timberwolf  I  was  a  $1  billion  hybrid  CDO2  transaction  that  Goldman  constructed, 
underwrote,  and  sold.  It  contained  or  referenced  A  rated  CDO  securities  which,  in  turn,  referenced 
primarily  BBB  rated  RMBS  securities.  The  assets  in  Timberwolf  were  selected  by  Greywolf 
Capital  Management,  a  registered  investment  adviser,  with  the  approval  of  Goldman.  Greywolf 
served  as  the  collateral  manager  of  the  CDO.2355  Goldman  effectively  served  as  the  collateral  put 
provider.2356  Timberwolf  was  initiated  in  the  summer  of  2006,  and  closed  in  March  2007. 

Partnering  with  Greywolf.  Greywolf  Capital  Management  was  founded  by  a  team  of 
former  employees  of  Goldman's  fixed  income  trading  division.2357  It  had  experience  in  constructing 
and  investing  in  CDOs.  In  the  summer  of  2006,  Peter  Ostrem,  head  of  Goldman's  CDO  Origination 
Desk,  approached  Greg  Mount,  a  former  Goldman  trader  working  for  Greywolf,  and  asked  if 
Greywolf  would  be  interested  in  managing  a  CDO2  transaction.2358  Goldman  and  Greywolf 
negotiated  a  risk  sharing  agreement,  and  worked  through  the  profitability  of  the  CDO2  under 
expected  market  conditions.  Greg  Mount,  as  well  as  Joseph  Marconi,  another  former  Goldman 
trader,  obtained  approval  from  Greywolf  s  Chief  Investment  Officer  to  manage  the  CDO. 

Greywolf  agreed  to  purchase  half  of  the  Timberwolf  equity  tranche,  sharing  that  risk  with 
Goldman.2359  In  addition,  Greywolf  agreed  to  share  with  Goldman  the  risk  of  the  assets  being 
purchased  for  the  CDO  falling  in  value  before  the  CDO  issued  its  securities.  Greywolf  also 
accepted  the  responsibility  of  selecting  the  assets  with  the  approval  of  Goldman,  which  would  then 
keep  them  in  a  warehouse  account  for  the  Timberwolf  CDO.  Greywolf  agreed  to  provide  ongoing 
surveillance  of  the  performance  of  the  assets  in  the  CDO  and  liquidate  any  assets  deemed  to  be 
impaired. 

Constructing  Timberwolf.  In  September  2006,  Greywolf  began  identifying,  purchasing, 
and  warehousing  CDO  securities  or  single  name  CDS  referencing  CDO  securities  for  Timberwolf. 

2355  2/2007  Timberwolfl,  Ltd.  Marketing  Book,  GS  MBS-E-000676809,  Hearing  Exhibit  4/27-99a. 

For  more  information  about  Goldman's  actions  as  the  collateral  put  provider  for  Timberwolf,  see  Section 
(iii)(BB),  below. 
2357  2/2007  Timberwolfl,  Ltd.  Marketing  Book,  GS  MBS-E-000676809,  Hearing  Exhibit  4/27-99a. 

Subcommittee  interview  of  Joseph  Marconi  (10/19/2010). 

Greywolf  eventually  purchased  the  entire  equity  tranche  in  Timberwolf.   See  Goldman  response  to 
Subcommittee  QFR  at  PSI_QFR_GS0223  and  PSI_QFR_GS0235. 
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Before  selecting  an  asset  for  inclusion  in  Timberwolf,  Greywolf  did  a  detailed  credit 
analysis  of  the  relevant  CDO  security,  including  examining  its  underlying  mortgage  portfolio,  the 
CDO's  cashflow  structure,  and  the  mortgage  servicer.2360  Once  Greywolf  finished  its  credit 
analysis,  it  submitted  its  choices  to  Goldman's  CDO  Origination  Desk  for  review  by  Mr.  Ostrem 
and  Matthew  Bieber,  who  was  assigned  to  be  the  Goldman  deal  captain  for  Timberwolf.  Goldman 
had  the  right  to  approve  each  asset  going  into  the  Timberwolf  warehouse  account  and  thus  onto 
Goldman's  warehouse  balance  sheet. 

Once  an  asset  was  approved  by  both  Greywolf  and  Goldman,  it  was  acquired  in  one  of  two 
ways.  In  most  instances,  Greywolf  circulated  a  list  of  the  CDO  securities  or  reference  CDO 
securities  that  it  was  interested  in  buying  to  the  broker-dealer  community  to  get  bids.  To  buy  a 
single  name  CDS,  Goldman  wrote  the  CDS  contract,  taking  the  long  side  on  behalf  of  Greywolf, 
while  the  broker-dealer  who  provided  the  best  bid  took  the  short  side.  The  CDS  contract  would 
then  be  held  by  Goldman  in  the  Timberwolf  warehouse  account  until  the  CDO  was  ready  to 
close.2361  In  some  instances,  after  circulating  a  list  for  bids,  a  broker-dealer  responded  to  Greywolf  s 
request  with  a  price  for  a  single  name  CDS  on  a  similar  CDO  security,  which  Greywolf  analyzed 
and  sometimes  agreed  to  acquire.2362 

Timberwolf  s  single  name  CDS  and  CDO  securities  were  acquired  from  12  different  broker- 
dealers.2363  Goldman  was  the  single  largest  source  of  assets,  providing  36%  of  the  assets  by  value, 
including  $15  million  in  single  name  CDS  contracts  naming  Abacus  securities.2364  As  a  result, 
Goldman  held  36%  of  the  short  interest  in  Timberwolf2365  Altogether,  Timberwolf  contained  56 
different  assets,  of  which  51  were  single  name  CDS  contracts  referencing  CDO  securities  and  five 
were  cash  CDO  securities.2366  The  51  single  name  CDS  contracts  referenced  both  CDO  and  CDO2 
securities,  and  each  CDO  or  CDO2  security  contained  or  referenced  its  own  RMBS,  CMBS,  or  CDO 
securities  or  other  assets.  In  total,  Timberwolf  had  over  4,500  unique  underlying  securities  and  a 
grand  total  of  almost  7,000  securities.2367  This  process  was  further  complicated  by  the  fact  that  the 
CDO  assets  in  Timberwolf  were  privately  issued  and  often  had  little  or  no  publicly  available 
information  on  the  underlying  assets  they  contained. 


Subcommittee  interview  of  Joseph  Marconi  (10/19/2010). 

In  some  cases,  Goldman  was  permitted  to  "top-up"  the  deal,  taking  the  short  side  on  an  additional  $5  million  in 
the  same  CDO  security  at  the  same  price  paid  by  the  auction  winner.   Greywolf  s  goal  was  for  each  reference  asset  to 
be  $20  million  in  size,  but  often  asked  for  bids  on  only  $10-15  million  worth  of  CDS  protection  in  order  to  get  a 
better  spread.   Goldman  would  then  have  the  option  of  providing  the  remaining  $5-10  million  in  CDS  protection  at 
the  transaction  price,  resulting  in  a  total  position  size  of  $20  million  on  the  Timberwolf  balance  sheet. 

Joseph  Marconi  told  the  Subcommittee  that  well  over  half  the  assets  were  obtained  through  auctions,  while  just  a 
few  were  negotiated.   Subcommittee  interview  of  Joseph  Marconi  (10/19/2010). 
2363  See  Goldman  response  to  Subcommittee  QFR  at  PSI_QFR_GS0192. 

The  Abacus  securities  were  cash  assets.  However,  due  to  the  synthetic  nature  of  the  Abacus  CDOs,  Goldman 
retained  a  short  interest  in  $15  million  in  Abacus  securities. 

Timberwolf  had  about  one  dozen  short  parties  of  which  Goldman  was  the  largest.    See  Goldman  response  to 
Subcommittee  QFR  at  PSI_QFR_GS0223  and  PSI_QFR_GS0235. 

A  total  of  84  CDS  contracts  produced  the  51  unique  reference  assets.   See  Goldman  response  to  Subcommittee 
QFR  at  PSI_QFR_GS0192. 
2367  8/23/2007  email  from  Jay  Lee  to  Matthew  Bieber,  David  Lehman,  and  others,  GS  MB S-E-00 1927784. 
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By  the  time  Greywolf  and  Goldman  were  nearing  completion  of  the  acquisition  of  the 
Timberwolf  assets  in  the  spring  of  2007,  Goldman  was  becoming  increasingly  concerned  about  the 
deteriorating  subprime  mortgage  market  and  the  falling  value  of  the  assets  in  its  CDO  warehouse 
accounts.  In  February  2007,  Mr.  Sparks,  the  Mortgage  Department  head,  and  Goldman  senior 
executive  Thomas  Montag  exchanged  emails  about  the  warehouse  risk  posed  by  Timberwolf  and 
another  pending  CDO2  called  Point  Pleasant.  Mr.  Montag  asked  Mr.  Sparks:  "cdo  squared-how 
big  and  how  dangerous?"2368  Mr.  Sparks  responded:  "[R]oughly  2bb  [billion],  and  they  are  the 
deals  to  worry  about."  Mr.  Sparks  also  told  Mr.  Montag  that,  due  to  falling  subprime  prices,  the 
assets  accumulated  in  the  warehouse  account  for  the  $  1  billion  Timberwolf  CDO  had  already 
incurred  significant  losses,  those  losses  had  eaten  through  all  of  Greywolf  s  portion  of  the 
warehouse  risk  sharing  agreement,  and  any  additional  drops  in  value  would  be  Goldman's  exclusive 
obligation.2369 

In  March  2007,  due  to  the  falling  values  of  subprime  RMBS  and  CDO  securities,  Goldman 
decided  against  completing  several  CDOs  under  construction,  and  liquidated  the  assets  in  their 
warehouse  accounts.  Goldman  decided,  in  contrast,  to  accelerate  completion  of  Timberwolf2370 

Timberwolf  I  closed  on  March  27,  2007,  approximately  six  weeks  ahead  of  schedule.2371 
The  final  CDO  had  $1  billion  in  cash  and  synthetic  assets,  including  $960  million  in  single  name 
CDS  referencing  CDO  securities,  and  $56  million  in  cash  CDO  securities. 

Selling  Timberwolf.  Selling  Timberwolf  securities  became  a  high  priority  for  Goldman. 
Mr.  Sparks  worked  with  senior  sales  managers  to  review  ideas,  telling  them:  "I  can't  over  state  the 
importance  to  the  business  of  selling  these  positions  and  new  issues."2372 

During  the  spring  and  summer  of  2007,  the  Goldman  Syndicate2373  emailed  the  CDO  sales 
force  a  list  of  "Senior  CDO  Axes"  or  sales  directives  on  a  weekly  and  sometimes  daily  basis,  many 
of  which  placed  a  priority  on  selling  Timberwolf  securities.2374  As  early  as  February,  the  Goldman 
sales  force  developed  "broader  lists"  of  clients  to  target  for  Timberwolf  sales.2375  After  exhausting 


2368  2/26/2007  email  exchange  between  Tom  Montag  and  Daniel  Sparks,  GS  MBS-E-019164799. 

2369  2/26/2007  email  exchange  between  Tom  Montag  and  Daniel  Sparks,  GS  MBS-E-010989241. 

2370  3/7/2007  email  from  Gaelyn  Sharp,  GS  MBS-E-001800634. 

2371  3/2007  email  chain,  "Timberwolf  I,  Ltd.  Preliminary  Offering  Circular,"  GS  MBS-E-001800634. 

2372  3/9/2007  email  from  Daniel  Sparks,  "Re:  Help,"  GS  MBS-E-0 106432 13,  Hearing  Exhibit  4/27-76. 
According  to  Goldman  personnel  interviewed  by  the  Subcommittee,  the  Syndicate  coordinated  sales  efforts 

between  the  CDO  Origination  Desk  and  the  CDO  sales  force. 

2374  See,  e.g.,  4/1 1/2007  Goldman  internal  email,  "GS  Syndicate  Structured  Product  CDO  Axes  (INTERNAL)," 
Hearing  Exhibit  4/27-101;  4/19/2007  Goldman  internal  email,  Hearing  Exhibit  4/27-102;  6/22/2007  Goldman 
internal  email,  Hearing  Exhibit  4/27-166.   These  "axe  sheets"  contained  directives  for  selling  Goldman  issued 
securities  and  other  financial  products,  as  well  as  congratulatory  and  motivational  notes.    Some  Goldman  traders  had 
a  negative  view  of  the  axe  sheets.   One  trader  wrote,  for  example,  that  he  was  "guessing  sales  people  view  the 
syndicate  'axe'  email  we  have  used  in  the  past  as  a  way  to  distribute  junk  that  nobody  was  dumb  enough  to  take  first 
time  around."    10/24/2006  Goldman  internal  email,  GS  MBS-E-009557699,  Hearing  Exhibit  4/27-170d. 

2375  2/14/2007  email  from  Robert  Black  to  Matthew  Bieber  and  others,  GS  MBS-E-001996121. 
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those  initial  lists,  Goldman  sales  personnel  began  to  target  "non-traditional"  buyers2376  as  well  as 
clients  outside  of  the  United  States.2377  The  sales  force  had  some  early  successes.  On  March  28, 
2007,  for  example,  the  Syndicate  included  a  note  in  one  of  the  axe  sheets: 

"Great  job  Cactus  Raazi  trading  us  out  of  our  entire  Timberwolf  Single-A  position  - 
$16mm.  Sales  -  Good  job  over  the  last  two  weeks  moving  over  $66mm  of  risk  off  the  axe 
sheet.  Please  stay  focused  on  trading  these  axes."2378 

As  sales  began  to  flag  in  April,  Mr.  Sparks  sent  emails  reminding  Goldman  sales  personnel 
that  Timberwolf  "is  our  priority."2379  On  one  occasion,  on  April  19,  2007,  Mr.  Sparks  suggested  to 
a  sales  manager  offering  "ginormous  credits"  as  an  incentive  to  sell  Goldman's  CDO  securities: 
"for  example,  let's  double  the  current  offering  of  credits  for  [TJimberwolf"2380  Mr.  Sparks  was 
informed  in  response:  "[W]e  have  done  that  with  timberwolf  already." 

On  March  9,  2007,  Harvey  Schwartz,  a  senior  executive  at  Goldman  Sachs,  expressed 
concern  to  Mr.  Sparks  and  others  about  what  Goldman  sales  personnel  were  telling  clients:  "Seems 
to  me  ...  one  of  our  biggest  issues  is  how  we  communicate  our  views  of  the  market  -  consistently 
with  what  the  desk  wants  to  execute."2381  Mr.  Sparks  responded  by  outlining  several  concerns  and 
the  need  for  the  sales  team  and  traders  to  work  together.2382    He  wrote: 

"3  things  to  keep  in  mind: 

(1)  The  market  is  so  volatile  and  dislocated  that  priorities  and  relative  value  situations 
change  dramatically  and  constantly. 

(2)  Liquidity  is  so  light  that  discretion  with  information  is  very  important  to  allow  execution 
and  avoid  getting  run  over. 

(3)  The  team  is  working  incredibly  hard  and  is  stretched." 

He  concluded:  "Priority  1  -  sell  our  new  issues  and  our  cash  positions." 

Pricing  Timberwolf  Securities.  Despite  the  urgency  communicated  by  Goldman 
management,  Timberwolf  sales  slowed.  By  May  11,  2007,  only  one  Timberwolf  sale  had  taken 
place  in  the  previous  several  weeks.2383  Goldman  personnel  also  knew  that  the  value  of  the 
Timberwolf  securities,  and  the  value  of  their  underlying  assets,  were  falling.2384 


2376  3/21/2007  email  from  Robert  Black,  "Non-tradition  Buyer  Base  for  CDO  AXES,"  GS  MBS-E-003296460, 
Hearing  Exhibit  4/27-78. 

2377  3/2007  Goldman  internal  email  chain,  GS  MBS-E-010643213,  Hearing  Exhibit  4/27-76. 

2378  3/28/2007  Goldman  email  from  the  Syndicate,  GS-MBS-E-000740958,  Hearing  Exhibit  4/27-100. 

2379  See,  e.g.,  4/1 1/2007  email  from  Daniel  Sparks,  GS  MBS-E-010533482,  Hearing  Exhibit  4/27-101. 

2380  4/19/2007  email  from  Daniel  Sparks  to  Bunty  Bohra,  GS  MBS-E-010539324,  Hearing  Exhibit  4/27-102. 

2381  3/8/2007  email  from  Harvey  Schwartz,  GS  MBS-E-010643213,  Hearing  Exhibit  4/27-76. 

2382  3/9/2007  email  from  Daniel  Sparks,  GS  MBS-E-010643213,  Hearing  Exhibit  4/27-76. 

2383  See  Goldman  response  to  Subcommittee  QFR  at  PSI_QFR_GS0223  and  PSI_QFR_GS0235. 

In  fact,  the  decline  had  begun  within  a  month  after  Timberwolf  closed  in  late  March.   9/17/2007  email  from 
Christopher  Creed,  "RE:  Timberwolf,"  GS  MBS-E-000766370,  Hearing  Exhibit  4/27-106  (showing  price  for 
Timberwolf  securities  carrying  an  AAA  credit  rating  had  fallen  from  $94  on  3/31/2007  to  $87  on  4/30/2007). 
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On  May  11,  2007,  Mr.  Sparks  notified  Goldman  senior  executives  that  marking  down  the 
value  of  the  unsold  CDO  securities  so  that,  internally,  the  firm  understood  their  current  market 
value  had  become  a  "real  issue": 

"Cdo  positions  and  market  liquidity  and  transparency  have  seized.  I  posted  senior  guys  that 
I  felt  there  is  a  real  issue.  ...  We  are  going  to  have  a  very  large  markdown  -  multiple 
hundreds.  Not  good."2385 

That  same  evening,  Mr.  Lehman  sent  out  a  "Gameplan"  to  colleagues  in  the  Mortgage  Department 
announcing  that  Goldman  was  going  to  undertake  a  detailed  valuation  of  its  CDO2  securities  using 
three  different  valuation  methods,  and  would  also  take  "a  more  detailed  look"  at  the  values  of  the 
assets  in  the  CDO  warehouse  accounts  and  in  Goldman's  own  inventory.2386 

Also  on  May  11,  Chief  Credit  Officer  Craig  Broderick  sent  an  email  to  his  team  to  set  up  a 
survey  of  Goldman  clients  who  might  encounter  financial  difficulty  if  Goldman  lowered  the  value 
of  the  CDO  securities  they  had  purchased.2387  As  explained  earlier,  some  Goldman  clients  had 
purchased  their  CDO  securities  with  financing  supplied  by  Goldman  that  required  them  to  post 
more  cash  margin  if  the  financed  securities  lost  value.  Other  clients  had  invested  in  the  CDO 
securities  by  taking  the  long  side  of  a  CDS  contract  with  Goldman  and  also  had  to  post  more  cash 
collateral  if  the  value  of  the  CDO  securities  declined.  All  of  these  clients  would  also  have  to  record 
a  loss  on  their  books  due  to  the  lowered  valuations. 

With  respect  to  the  CDO  securities  that  had  yet  to  be  sold,  Goldman  senior  executive  Harvey 
Schwartz  raised  another  issue  related  to  lowering  the  values  of  the  CDO  securities  Goldman  was 
selling  to  clients:  "[DJon't  think  we  can  trade  this  with  our  clients  andf  [sic]  then  mark  them  down 
dramatically  the  next  day.  ...  Needs  to  be  a  discussion  if  that  risk  exists."2388  In  an  email  to  Mr. 
Sparks,  Mr.  Montag,  and  Mr.  Schwartz,  Goldman  senior  executive  Donald  Mullen  acknowledged 
concerns  "about  the  representations  we  may  be  making  to  clients  as  well  as  how  we  will  price  assets 
once  we  sell  them  to  clients."2389  The  executives  also  agreed,  however,  not  to  "slow  or  delay" 
efforts  to  sell  Timberwolf  securities  if  they  got  "strong  bids."2390 

The  CDO  valuation  project  generated  many  comments  on  how  to  price  the  firm's  unsold 
CDO  securities,  including  Timberwolf.  One  Goldman  employee,  who  was  applying  Goldman's 
most  common  valuation  method  to  Timberwolf,  wrote  that  the  price  should  be  dramatically  lower: 


2385  5/11/2007  email  from  Daniel  Sparks  to  Richard  Ruzika,  GS  MBS-E-019659221.   Mr.  Sparks  also  noted  that  he 
had  a  meeting  with  David  Viniar,  Don  Mullen,  and  Gary  Cohn  to  discuss  the  issue. 

2386  5/1 1/2007  email  from  David  Lehman,  GS  MBS-E-003361238.   For  more  information  on  this  CDO  valuation 
project,  see  Section  C(5)(a)(iii)BB,  above. 

2387  5/1 1/2007  email  from  Craig  Broderick,  "CDO's  -  Mortgages,"  GS  MBS-E-009976918,  Hearing  Exhibit  4/27- 
84. 

2388  5/1 1/2007  email  from  Harvey  Schwartz  to  Daniel  Sparks,  Tom  Montag,  and  others,  GS  MBS-E-010780864. 

2389  5/1 1/2007  email  from  Donald  Mullen  to  Daniel  Sparks,  GS  MBS-E-010780849,  Hearing  Exhibit  4/27-103. 

2390  Id.  atGS  MBS-E-010780848-49. 
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"Based  on  current  single-A  CDO  marks,  the  A2  tranche  of  Timberwolf  would  have  a  price  of  72 
cents  on  the  dollar."2391  He  also  noted: 

"Based  on  a  small  sample  of  single-A  CDOs  for  which  we  have  a  complete  underlier  marks, 
we  believe  that  the  risks  of  the  RMBS  underliers  are  frequently  not  fully  reflected  in  the 
marks  on  the  CDOs.  If  the  trends  in  this  small  sample  are  extrapolated,  the  fair  spread  on 
the  CDOs  could  even  be  double  where  they  are  marked  now;  if  that  were  the  case,  the  price 
of  the  A2  tranche  of  Timberwolf  would  actually  be  35-41  cents  on  the  dollar,  depending  on 
the  correlation."2392 

Several  days  later,  in  preparation  for  a  meeting  with  senior  executives  on  the  valuation  issue,  the 
same  Goldman  employee  calculated  that,  for  the  A2  tranche  of  Timberwolf,  the  "price  based  on 
CDO  marks"  was  66  cents  on  the  dollar,  while  the  "price  based  on  RMBS  marks"  was  24  cents  on 
the  dollar.2393 

Throughout  the  valuation  process,  senior  management,  including  Co-President  Gary  Cohn, 
was  kept  posted  on  how  the  Mortgage  Department  planned  to  value  the  firm's  CDO  assets.2394  On 
Sunday,  May  20,  2007,  the  Mortgage  Department  presented  its  findings  in  a  9:00  p.m.  conference 
call  with  CFO  David  Viniar  and  others.2395  The  presentation's  executive  summary  expressed 
concern  about  valuing  a  range  of  CDO  assets,  including  unsold  securities  from  Goldman-originated 
CDOs.2396  The  presentation  stated:  "[T]he  desk  is  most  concerned  about  the  CDOA2  positions, 
comprised  of  the  recent  Timberwolf  and  Point  Pleasant  transactions.  The  lack  of  liquidity  in  this 
space  and  the  complexity  of  the  product  make  these  extremely  difficult  to  value."2397 

The  presentation  recommended  unwinding  and  selling  the  assets  in  the  CDO  warehouse 
accounts  and  using  "independent  teams"  to  continue  to  value  the  unsold  CDO  securities  from 
Goldman  originations.  It  also  recommended  switching  to  a  targeted  sales  effort  for  the  unsold 

2391  5/13/2007  email  from  Paul  Bouchard  to  David  Lehman,  Daniel  Sparks,  and  others,  GS  MBS-E-003361238. 

2392  Id. 

2393  5/20/2007  email  from  Paul  Bouchard,  "Materials  for  Meeting,"  GS  MBS-E-001863725. 

2394  5/14/2007  email  from  Elisha  Weisel,  "Modeling  Approaches  for  Cash  ABS  CDO/CDOA2,"  GS  MBS-E- 
001863618. 

5/20/2007  email  from  Lee  Alexander  to  Daniel  Sparks,  Donald  Mullen,  Lester  Brafman,  and  Michael  Kaprelian, 
"Viniar  Presentation  -  Updated,"  GS  MBS-E-01096521 1  (attached  file  "Mortgages  V4.ppt,"  "Mortgages 
Department,  May  2007,"  GS  MBS-E-010965212). 

Id.   At  least  two  drafts  of  the  presentation  also  stated  about  Timberwolf  and  Point  Pleasant  that  "the  complexity 
of  the  CDOA2  product  and  the  poor  demand  for  CDOs  in  general  has  made  this  risk  difficult  to  sell  and  the  desk 
expects  it  to  underperform."   This  assessment  was  removed  from  the  final  version  provided  to  senior  executives.   See 
5/19/2007  email  from  Dan  Sparks  to  Lee  Alexander,  and  others,  GS  MBS-E-010973  174  (attached  file  "Mortgages 
V3.ppt,"GS  MBS-E-010973175);  5/20/2007  9:52  a.m.  draft  presentation,  "Mortgages  V4.ppt,"  GS  MBS-E- 
01095233  1;  5/20/2007  email  from  Lee  Alexander  to  Daniel  Sparks,  Donald  Mullen,  Lester  Brafman,  and  Michael 
Kaprelian,  "Viniar  Presentation  -  Updated,"  GS  MBS-E-01096521 1  (final  version)  (attached  file,  "Mortgages 
Department,"  GS  MBS-E-010965212). 

"''     5/20/2007  email  from  Lee  Alexander  to  Daniel  Sparks,  Donald  Mullen,  Lester  Brafman,  and  Michael  Kaprelian, 
"Viniar  Presentation  -  Updated,"  GS  MBS-E-01096521 1  (attached  file  "Mortgages  V4.ppt,"  "Mortgages 
Department,  May  2007,"  GS  MBS-E-010965212  at  14). 
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CDO2  securities,  focused  on  four  hedge  fund  clients:  Basis  Capital,  Fortress,  Polygon,  and 
Winchester  Capital.2398  The  Goldman  sales  force  apparently  felt  those  four  hedge  funds  were  the 
clients  most  likely  to  buy  the  CDO2  securities,  and  two  of  them,  Basis  Capital  and  Polygon,  did 
subsequently  purchase  Timberwolf  securities.2399  An  appendix  to  the  presentation  identified  another 
35  clients  for  targeted  sales  efforts  and  provided  an  assessment  of  the  CDO  sales  efforts  for  each.2400 
Several  of  those  clients  later  purchased  Timberwolf  securities.2401 

Despite  Goldman's  internal  analysis  that  the  value  of  the  Timberwolf  securities  was  in  rapid 
decline,  the  firm  did  not  lower  the  prices  at  which  it  marketed  the  securities  to  clients.  In  a  May  14 
email,  Mr.  Sparks  explained  his  Timberwolf  pricing  strategy  to  Mr.  Mullen  and  Mr.  Montag: 

"I  think  we  should  take  the  write-down,  but  market  at  much  higher  levels.  I'm  a  little 
concerned  we  are  overly  negative  and  ahead  of  the  market,  and  that  we  could  end  up  leaving 
some  money  on  the  table  -  but  I'm  not  saying  we  shouldn't  find  and  hit  some  bids."2402 

As  a  result  of  the  CDO  valuation  project,  Goldman  took  substantial  writedowns  on  the  value 
of  its  CDO  inventory  on  May  25,  2007. 2403  For  example,  Goldman  marked  down  the  AAA  rated 
Timberwolf  A2  securities  to  a  value  of  $80.2404  At  the  same  time,  Goldman  continued  to  market 
them  at  inflated  prices,  selling  Timberwolf  A2  securities  to  clients  at  $87.00  on  May  24,  at  $83.90 
on  May  30,  and  at  $84.50  on  June  1 1 .2405  On  May  25,  Goldman  also  marked  the  AA  rated 
Timberwolf  B  securities  to  an  internal  value  of  $65.00.  Over  a  month  later,  Goldman  sold  $9 


2398 


Id.  at  24. 


2399  Polygon  had  already  purchased  Timberwolf  securities  prior  to  the  drafting  of  the  presentation,  and  was 
apparently  targeted  for  additional  Timberwolf  or  Point  Pleasant  sales.   See  Goldman  response  to  Subcommittee  QFR 
at  PSIQFRGS0223  and  PSIQFRGS0235.   Goldman  had  an  existing  relationship  with  Basis  Capital.   Goldman 
had  engaged  Basis  Capital  several  months  earlier  as  a  collateral  manager  of  a  CDO  Goldman  was  underwriting 
called  Fort  Denison.   Mr.  Ostrem,  head  of  the  CDO  Origination  Desk,  apparently  had  a  low  opinion  of  the  firm, 
describing  the  firm  in  an  email  to  Mr.  Bieber  as  "paranoid"  and  "not  very  sharp."   He  told  Mr.  Bieber  that  Goldman 
should  "be  nice  and  just  sell  them  stuff  going  forward."    1/15/2007  email  from  Peter  Ostrem  to  Matthew  Bieber,  GS 
MBS-E-001 125549. 

5/20/2007  email  from  Lee  Alexander  to  Daniel  Sparks,  Donald  Mullen,  Lester  Brafman,  and  Michael  Kaprelian, 
"Viniar  Presentation  -  Updated,"  GS  MBS-E-01096521 1  (attached  file  "Mortgages  V4.ppt,"  "Mortgages 
Department,  May  2007,"  GS  MBS-E-010965212  at  31). 

2401  See  Goldman  response  to  Subcommittee  QFR  at  PSI_QFR_GS0223  and  PSI_QFR_GS0235. 

2402  5/14/2007  email  from  Daniel  Sparks  to  Tom  Montag  and  Donald  Mullen,  GS  MBS-E-019642797. 

2403  5/26/2007  email  from  Michael  Swenson  to  others,  GS  MBS-E-012443  166  (attached  file,  "ABS  Sec_0525,"  GS 
MBS-E-012443167). 

These  prices  indicate  a  percentage  of  security's  face  (par)  value.   A  price  of  $80  would  be  80%  of  par  or  80 
cents  on  the  dollar. 

2405   See  Goldman  response  to  Subcommittee  QFR  at  PSI_QFR_GS0223  and  PSI_QFR_GS0235;  6/1/2007  email 
from  David  Lehman  to  Daniel  Sparks,  GS  MBS-E-001 866889  (indicating  Goldman  sold  Timberwolf  securities  to 
Tokyo  Star  Bank  for  $83.90,  when  Goldman's  own  mark  was  80).   Goldman  took  similar  action  with  respect  to  its 
other  CDO  ,  Point  Pleasant,  marking  down  the  internal  value  of  its  A2  securities  to  $82.50  on  May  25,  2007,  while 
on  May  24,  2007,  selling  $40  million  of  the  A2  securities  to  a  client  at  a  price  of  $91.00,  a  difference  in  market  value 
of  $3.4  million.   See  5/26/2007  email  from  Michael  Swenson  to  others,  GS  MBS-E-012443 166  (attached  file,  "ABS 
Sec_0525,"  GS  MBS-012443167). 
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million  of  those  AA  rated  securities  to  Bank  Hapoalim  at  a  price  of  $78.25,  but  by  then  Goldman's 
internal  valuation  had  fallen  to  $55,  a  difference  of  more  than  30%  of  the  market  value.2406 

In  addition  to  marketing  its  CDOs  at  inflated  prices  compared  to  its  internal  valuations,  the 
Mortgage  Department  told  some  clients  that  the  mortgage  market  was  strengthening.  On  May  14, 
2007,  for  example,  Edwin  Chin,  a  trader  on  the  Mortgage  Department's  ABS  Desk,  sent  this  upbeat 
commentary  to  both  Goldman  traders  and  clients: 

"Incredible  as  it  may  seem,  the  subprime  mortgage  slump  is  already  [a]  distant  memory  for 
some.  It's  been  two  months  since  the  ABX  market  plunged  amid  worries  about  a  housing 
meltdown,  and  already  investors  (and  some  dealers)  are  beginning  to  get  'complacent'  again. 
Blame  it  on  the  CDO  bids,  but  with  subprime  production  projected  down  40-60%  from  last 
year's  level,  appetite  for  spread  products  triumphs  any  risk  concern  in  the  marketplace  right 
now.  ABX  Index  is  trading  higher  as  dealers  short  cover  their  single  name  positions  after  a 
month  of  range-bound  trading.  Flows  continue  to  weigh  toward  better  seller  of  protection  - 
longs  outpace  shorts  by  3  to  1  as  CDO  demand  has  been  robust  the  last  two  weeks.  While 
warehouse  activities  might  be  slow,  many  CDOs  are  still  looking  to  finish  up  their  ramp 
post-closing."2407 

Daniel  Sparks  responded  to  Edwin  Chin's  commentary  by  asking  senior  ABS  traders,  David 
Lehman,  Mike  Swenson,  and  Joshua  Birnbaum:  "Is  this  a  head  fake  or  does  this  make  you  bullish 
on  all  spread  product?"  Mr.  Lehman  responded:  "[G]iven  the  sizable  short  interest  in 
ABS/subprime  mkt  it  does  not  surprise  me  that  short  covering  is  pushing  spds  [spreads]  tighter.  Not 
sure  I  would  enter  new  longs  here."  Mr.  Swenson  responded:  "I  would  characterize  this  as  a  great 
opportunity  to  be  constructive  on  the  market."2408 


2406  See  7/12/2007  "Goldman  Warehouse  SP  CDO  positions  and  hedges_7-12-07,"  GS  MBS-E-001 866482;  See  also 
Goldman  response  to  Subcommittee  QFR  at  PSIQFRGS0223  and  PSIQFRGS0235.   In  an  interview  with  the 
Subcommittee,  David  Lehman  explained  that  the  bid/offer  spread  (the  difference  between  the  price  at  which  a 
security  is  offered  for  sale  ["offer  price"]  and  the  price  at  which  a  bank  would  buy  the  same  security  ["bid  price"]) 
was  the  reason  for  the  difference  between  Goldman's  internal  valuation  of  the  price  of  the  AA  rated  securities  and 
price  at  which  it  sold  them  to  Bank  Hapoalim.   However,  in  many  instances  during  this  period,  it  appeared  as  if 
Goldman's  internal  valuation  price  had  no  relationship  to  the  bid  and  offer  prices  quoted  to  clients.   For  example,  at 
the  end  of  June  2007,  Goldman  provided  Timberwolf  investor  Moneygram  with  an  offer  price  of  $86  for  Timberwolf 
A2  securities  and  bid  price  of  $83,  indicating  a  bid/offer  spread  of  3  points.   Meanwhile,  Goldman  had  an  internal 
valuation  of  $75  for  the  same  securities,  far  different  from  $83  and  $86  quoted  to  Moneygram.   See  Moneygram 
valuation,  7/5/2007  email  from  Goldman  Sachs  Operations,  "MoneyGram  Marks  from  GS  as  of  06/29/07,"  GS 
MBS-E-022023387;  Goldman  internal  evaluations  see  "Warehouse  SP  CDO  positions  and  hedges_6-29-07,"  GS 
MBS-E-010809241.  See  also  6/6/2007  email  from  Sheara  Fredman,  GS  MBS-E-010795808  and  attachment  GS 
MBS-E-010795809.   Goldman's  pricing  in  such  situations  seemed  consistent  with  the  strategy  articulated  earlier  by 
Mr.  Sparks,  the  head  of  the  Mortgage  Department,  that  Goldman  should  write  down  the  value  of  the  assets,  "but 
market  [the  CDO  securities]  at  much  higher  levels,"  because  he  was  concerned  that  Goldman  was  "overly  negative 
and  ahead  of  the  market,  and  that  [Goldman]  could  end  up  leaving  some  money  on  the  table."   5/14/2007  email  from 
Tom  Montag  to  Daniel  Sparks,  GS  MBS-E-019642797. 

2407  5/14/2007  email  from  Edwin  Chin,  GS  MBS-E-012553986. 

Mr.  Birnbaum  responded  directly  to  Mr.  Swenson:   "what  a  beautiful  quote."   Id. 
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A  few  weeks  later,  Mr.  Lehman  forwarded  an  email  to  Goldman  executives  informing  them 
"the  market  feels  that  GS  is  being  more  aggressive  than  other  dealers  moving  CDOA2  paper,"  and 
marking  down  clients  more  than  their  competitors.2409  Don  Mullen  responded:  "Does  this  give  any 
one  pause  about  our  selling  prices?"  Mr.  Swenson  responded  to  Mr.  Mullen:  "[N]o  pause[.] 
[EJveryone  else  is  afraid  to  execute  at  these  levels  and  they  will  be  wishing  for  these  prices  by  the 
end  of  the  summer."  Mr.  Sparks  added:  "There  is  real  market  meltdown  potential  (although  far 
from  certain)."2410 

Timberwolf  Sales  to  Basis  Capital.  At  the  conclusion  of  the  CDO  valuation  project,  which 
found  that  Timberwolf  and  Goldman's  other  CDO  securities  had  lost  significant  value,  the 
Mortgage  Department  resumed  its  efforts  to  push  Timberwolf  sales. 

On  Sunday,  May  20,  2007,  the  same  day  the  Mortgage  Department  made  its  valuation 
presentation  to  Mr.  Viniar  and  recommended  targeting  Basis  Capital  for  CDO  sales,  George 
Maltezos,  the  Goldman  sales  representative  responsible  for  Basis  Capital,  emailed  Mr.  Lehman 
saying  he  would  contact  the  Basis  Capital  principals  immediately  upon  their  return  from  a  business 
trip  the  following  day.2411 

Mr.  Maltezos  began  pressing  Basis  Capital  to  buy  the  securities.  On  May  22,  Mr.  Maltezos 
urged  Basis  Capital  to  consider  buying  the  securities  before  the  end  of  the  quarter: 

"I  appreciate  you  are  flat  chat  [busy]  at  the  moment,  but  pis  [please]  keep  in  mind  GS  is  an 
aggressive  seller  of  risk  for  QTR  [quarter]  end  purposes  (last  day  of  quarter  is  this  Friday). 
We  would  certainly  appreciate  your  support,  and  equally  help  create  something  where  the 
return  on  invested  capital  for  Basis  is  over  60%. "2412 

At  the  same  time  Mr.  Maltezos  was  claiming  that  a  Timberwolf  investment  could  provide  over  a 
60%  return  on  invested  capital,  Goldman's  internal  marks  were  showing  that  Timberwolf  was 
continuing  to  fall  in  value. 

Basis  Capital  indicated  that  it  was  interested  in  the  Timberwolf  securities,  but  had  several 
issues  it  needed  to  work  through.  First,  Basis  Capital  indicated  that  Goldman  would  have  to  help  it 


2409  6/6/2007  email  from  David  Lehman,  GS  MBS-E-001936955. 

2410  6/6/2007  email  from  Daniel  Sparks,  GS  MBS-E-001922156.   Mr.  Lehman  further  responded:  "thk  abt  this  -  if 
we  establish  a  defined  +  healthy  supply/demand  dynamic  in  this  product  we  can  always  create  more  CDOA2  at  a 
significant  profit  vs  current  levels,"  meaning  that  since  Goldman's  internal  marks  were  so  much  lower  than  the  bids  it 
was  providing  clients,  if  a  client  chose  to  buy  additional  securities  at  Goldman's  bid  price,  Goldman  could  sell  the 
securities  by  taking  a  short  position  on  a  CDS  facing  the  client,  and  make  money  on  the  trade.   6/6/2007  email  from 
David  Lehman,  GS  MBS-E-001936955. 

2411  5/20/2007  email  from  George  Maltezos,  Goldman  Australia  sales,  to  David  Lehman,  "T/wolf  and  Basis,"  GS 
MBS-E-001 863555  ("FYI  -  basis  are  back  from  their  2  week  business  trip  on  Monday.  My  focus  will  go  to 
timberwolf  100mm  AAA  and  AA  block  trade  with  them.  .  .  .  Pis  confirm  you  are  willing  to  trade  this  at  [then-current 
marks]  and  that  you  are  not  marking  these  bonds  any  wider  at  moment  for  month  end  May."). 

2412  5/22/2007  email  from  George  Maltezos  to  John  Murphy  of  Basis  Capital  Management,  JUL  000685. 
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find  financing  for  the  purchase  price.2413  Second,  Basis  Capital  was  concerned  about  the  value  of  its 
existing  CDO2  investment  with  Goldman.  On  April  19,  2007,  Basis  Capital  had  purchased  BBB 
rated  Point  Pleasant  securities  at  a  price  of  $8 1 .72.2414  Goldman  had  provided  the  financing  for  this 
purchase.  Two  weeks  later,  Goldman  had  marked  down  the  value  of  the  securities  to  $76.72,  and 
asked  Basis  Capital  to  post  additional  cash  collateral  totaling  $700, 000.2415  When  Basis  Capital 
asked  how  the  value  of  the  security  had  fallen  $5  in  just  two  weeks,  Goldman  responded  that  the 
price  had  gone  back  up  to  $81.72,  and  no  additional  cash  was  required.2416 

In  May  and  June  2007,  Mr.  Maltezos  worked  to  convince  Basis  Capital  to  purchase  $100 
million  in  Timberwolf  securities.  At  one  point  Basis  Capital  pressed  for  a  lower  sales  price,  but 
was  told  by  Mr.  Maltezos:  "I  don't  think  the  trading  desk  shares  the  sentiment  with  regard  to  such 
spread  levels  [lower  prices]."2417  During  the  negotiations  over  the  Timberwolf  sale,  on  June  12, 
2007,  Goldman  again  marked  down  the  value  of  the  Point  Pleasant  securities  to  $75,  and  again 
asked  Basis  to  post  more  cash  collateral.2418  When  Basis  Capital  asked  Mr.  Maltezos  to  justify  the 
lower  value,  Mr.  Maltezos  wrote: 

"[TJhere  has  been  further  softening  in  the  market  since  the  Point  Pleasant  trade  was  put  on  8 
weeks  ago.  We  have  infact  [sic]  traded  some  Point  Pleasant  BBBs  at  this  level  in  the  last  2 

weeks."2419 


2413  See.  e.g.,  5/30/2007  email  from  George  Maltezos  to  John  Murphy  and  Stuart  Fowler,  JUL  002032. 

2414  See  Goldman  response  to  Subcommittee  QFR  at  PSI_QFR_GS0223  and  PSI_QFR_GS0235. 

2415  See  5/1/2007  email  from  Macdara  Molloy  to  Phillipa  Chen,  GS  MBS-E-002003102. 

2416  Id. 

2417  5/30/2007  email  from  George  Maltezos  to  John  Murphy  and  Stuart  Fowler  at  Basis  Capital,  JUL  002032. 
"From  a  pricing  perspective,  we  have  been  trading  Timberwolf  AAA  and  AA  bonds.   550  dm  on  AAAs  and  north  of 
700dm  on  AAs  is  considered  too  wide  for  Timberwolf.  ...  To  be  constructive,  however,  I  know  the  desk  is 
entertaining  block  size  trades  at  the  moment  from  real  money  accounts  in  the  US  and  Asia  at  wide  levels  (much 
wider  than  what  they  have  traded  before).  To  give  you  a  sense,  I  think  these  represent  400-450dm  and  650-700dm 
respectively  (for  size)  at  the  widest  level  of  such  enquiries."   The  notation  "dm"  refers  to  "discount  margin."   Higher 
discount  margins  correspond  to  greater  markdowns  from  par  prices.    See  e.g.  Timberwolf  I,  Price-DM  Table  05-16- 
2007.xls,  GS  MBS-E-001810225.   Basis  Capital  eventually  accepted  the  450  and  650  prices  suggested  by  Mr. 
Maltezos.   See  6/13/2007  email  from  David  Lehman  to  Tom  Montag,  GS  MBS-E-001914580. 

2418  6/12/2007  email  from  Sahil  Sachdev  to  George  Maltezos,  GS  MBS-E-001912398. 

2419  6/12/2007  email  from  George  Maltezos,  PSI-Basis_Capital_Group-03-0001.   Mr.  Maltezos  emailed  Mr. 
Lehman  and  Mr.  Egol  about  Point  Pleasant  pricing,  asking  them  "does  the  75  mark  reflect  actual  trading  or  overall 
softness  in  the  market?   I  know  you  had  indicated  70  was  more  like  the  number."   6/12/2007  email  from  George 
Maltezos  to  David  Lehman,  Jonathan  Egol,  and  Omar  Chaudhary,  GS  MBS-E-002002522.   The  Subcommittee  was 
unable  to  locate  Goldman's  response  to  his  question. 
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In  fact,  no  such  sales  had  taken  place,  and  the  lower  value  could  not  be  justified  by  any  sales 
transactions.2420  The  lower  mark  was  instead  related  to  Goldman's  CDO  valuation  project  in  May, 
which  had  concluded  that  its  CDO2  securities  had  lost  significant  value.2421 

Stuart  Fowler  at  Basis  Capital  brought  up  the  valuation  issue  in  the  context  of  the 
Timberwolf  securities,  and  asked  Mr.  Maltezos:  "I  need  to  be  very  clear  on  this  and  are  we  going  to 
see  a  similar  problem  on  [TJimberwolf?"2422  Mr.  Maltezos  responded:  "Stuart  - 1  assure  you  no 
foul  here,"  and  offered  to  set  up  some  "1-on-l  time  with  the  trading  desk"  to  discuss  pricing.2423 

Mr.  Sparks  was  closely  monitoring  Mr.  Maltezos'  ongoing  effort  to  sell  the  Timberwolf 
securities  to  Basis  Capital  and,  on  June  13,  2007,  sent  this  email  to  Mr.  Maltezos: 

"Let  me  know  if  you  need  help  tonight  -  or  feel  free  to  wake  up  [Mr.  Lehman  and  Mr.  Egol] 
in  [S]pain.  I'd  love  to  tell  the  senior  guys  on  30  at  risk  comm[ittee]  Wednesday  morning 
that  you  moved  100mm  [$100  million]."2424 

In  response,  Mr.  Maltezos  coordinated  a  call  between  Basis  Capital  and  Mr.  Lehman  to  "clarify  any 
and  all  questions  you  have  on  the  marking  policy  of  Goldman,  the  actual  marking  of  Point  Pleasant, 
and  the  overall  trading  that  has  been  seen  by  the  [Goldman]  desk  in  the  last  1-6  months."2425  In  that 
telephone  call  with  Basis  Capital,  Mr.  Lehman  apparently  corrected  Mr.  Maltezos'  misstatement 
about  recent  Timberwolf  sales,  and  Mr.  Maltezos  followed  up  with  an  email  to  Basis  Capital: 

"[P]lease  accept  my  sincerest  apologies  for  the  mis-information  below.  As  David 
mentioned,  the  75  mark  on  Pt  Pleasant  BBB  was  more  reflective  of  an  interpretation  of 
softer  AAA-AA  rated  CDO-sqd  paper  translating  to  BBB  part  of  the  curve."2426 

Later  that  same  day,  June  13,  2007,  Mr.  Lehman  reported  that  Goldman  had  reached 
agreement  on  $100  million  in  Timberwolf  sales  to  Basis  Capital.  The  sale  consisted  of  the  hedge 
fund  taking  the  long  side  of  a  CDS  contract  with  Goldman,  referencing  $50  million  in  AAA  rated 

The  most  recent  Point  Pleasant  sale  had  been  $40  million  worth  of  the  AAA  rated  A2  securities,  which  sold  on 
May  24,  2007,  for  a  price  of  $91.   The  next  most  recent  sale  had  been  $20  million  worth  of  the  A2  securities  on 
April  24,  2007,  for  a  price  of  $9 1 .30.    See  Goldman  response  to  Subcommittee  QFR  at  PSI_QFR_GS0223  and 
PSI_QFR_GS0235. 

Internally,  Goldman  had  marked  down  the  value  of  the  Point  Pleasant  securities  to  $50.00.   The  much  higher  bid 
provided  to  Basis  appears  consistent  with  Goldman's  strategy  to  "market  at  much  higher  levels."   Goldman 
consistently  offered  investors  bid  prices  that  were  much  higher  than  its  internal  marks  during  the  months  of  May  and 
June  as  it  attempted  to  sell  its  CDO  inventory.  See  5/26/2007  email  from  Michael  Swenson  to  others,  GS  MBS-E- 
012443166  (attached  file,  "ABS  Sec_0525,"  GS  MBS-012443  167). 

2422  6/12/2007  email  from  Stuart  Fowler  to  George  Maltezos,  GS  MBS-E-001912398. 

2423  Id. 

2424  6/13/2007  email  from  Daniel  Sparks  to  George  Maltezos,  David  Lehman,  and  Jon  Egol,  GS  MBS-E-002006149. 
The  reference  to  the  "senior  guys  on  30"  is  to  Goldman's  senior  executives  who  had  offices  on  the  30n  floor  of  the 
Goldman  headquarters  in  New  York. 

6/13/2007  email  from  George  Maltezos  to  Stuart  Fowler  and  John  Murphy  at  Basis  Capital  and  others,  GS 
MBS-E-001918603. 
2426  6/13/2007  email  from  George  Maltezos,  PSI-Basis_Capital_Group-02-0001. 
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Timberwolf  securities  and  $50  million  in  AA  rated  Timberwolf  securities.2427    Mr.  Lehman  told  Mr. 
Montag  that  the  CDS  premiums  that  Basis  Capital  had  agreed  to  accept  implied  a  cash  price  of  $84 
for  the  AAA  securities  and  $76  for  the  AA  securities.  Mr.  Montag  asked  what  Goldman's  internal 
mark  was  for  the  Timberwolf  AA  securities,  and  Mr.  Lehman  responded:  "$65. "2428 

The  Timberwolf  sale  to  Basis  Capital  was  finalized  on  June  18,  2007. 2429  Goldman  provided 
the  financing.  Just  two  weeks  later,  Goldman  informed  Basis  Capital  that  the  Timberwolf  securities 
had  lost  value  and  required  the  hedge  fund  to  post  additional  cash  collateral.2430  Basis  Capital 
immediately  questioned  the  new  value  and  asked  to  see  a  "comparable  market  data  point  for  the 
Timberwolf  marks."2431  In  response,  Mr.  Lehman  complained  internally:  "I  would  like  to  know 
what  the  precedent  there  is  here  -  does  GS  need  (outside  of  the  client  issue)  to  provide  the  below 
info  to  justify  our  prices???"2432  After  Goldman  provided  additional  information,  Basis  Capital 
appeared  to  agree  to  post  the  additional  collateral. 

Eight  days  later,  on  July  12,  Goldman  again  marked  down  the  value  of  the  Timberwolf 
securities  to  prices  of  $65  and  $60,  after  having  sold  them  to  Basis  Capital  one  month  earlier  at  $84 
and  $76. 2433  This  repricing  resulted  in  a  $37.5  million  movement  in  the  value  of  the  securities,  and 
required  Basis  Capital  to  post  substantially  more  cash  collateral  with  the  firm.2434  On  July  13,  2007, 
Basis  Capital  told  Goldman  that  one  of  its  funds  was  "in  real  trouble."2435  On  July  16,  Goldman 
again  marked  down  Basis  Capital's  securities  to  prices  of  $55  for  AAA  and  $45  for  AA.2436  These 
prices  matched  Goldman's  internal  valuations.2437  By  the  end  of  July,  Basis  Capital  was  forced  to 
liquidate  its  hedge  fund.2438  Goldman  bought  back  the  Timberwolf  securities  from  Basis  Capital  on 
July  31,  at  prices  of  $30  and  $25 ,2439 

Other  Timberwolf  Sales.  Basis  Capital  was  only  one  of  several  clients  that  Goldman 
contacted  in  connection  with  Timberwolf.  On  May  24,  2007,  a  Goldman  sales  associate  told  Mr. 
Lehman  and  Mr.  Sparks  that  he  wanted  more  information  to  send  to  a  European  hedge  fund  that  was 
"not  experts  in  the  space  at  all  but  [I]  made  them  a  lot  of  money  in  correlation  dislocation  and  will 


2427  6/13/2007  email  from  David  Lehman  to  Tom  Montag,  GS  MBS-E-001914580. 

2428  Id. 

2429  Goldman  response  to  Subcommittee  QFR  at  PSI_QFR_GS0223  and  PSI_QFR_GS0235. 

2430  7/4/2007  email  exchange  among  David  Lehman,  George  Maltezos,  and  others,  GS  MBS-E-001990127. 

2431  Id. 

2432  7/4/2007  email  from  David  Lehman,  GS  MBS-E-001990127. 

2433  7/12/2007  email  from  Jon  Egol,  GS  MBS-E-001866391.   On  the  same  day,  Goldman's  internal  marks  for  the 
securities  were  even  lower,  at  $60  for  the  AAA  securities  and  $55  for  the  AA  securities.   As  Basis  Capital's  financial 
situation  became  worse,  Goldman  responded  by  marking  Basis  Capital's  securities  to  levels  that  were  closer  to 
Goldman's  own  internal  evaluations. 

2434  7/13/2007  email  from  David  Lehman,  "Re:  Basis,"  GS  MBS-E-001866391  at  93. 

2435  Id.  at  91. 

2436  7/16/2007  email  from  Jon  Egol,  "Re:  Basis,"  GS  MBS-E-010169281.   Goldman  also  marked  down  Basis 
Capital's  Point  Pleasant  securities  to  $10,  from  an  initial  purchase  price  of  $81.72. 

2437  7/12/2007  Goldman  datasheet,  "Warehouse  SP  CDO  positions  and  hedges_7-12-07,"  GS  MBS-E-001866482. 

2438  7/24/2007  email  from  David  Lehman  to  others,  GS  MBS-E-013449641. 

2439  7/31/2007  letter  from  Goldman  Sachs  International  to  Basis  Capital,  "Event  of  Default  Under  ISDA  Master 
Agreement,"  JUL  003958. 
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do  as  I  suggest.  Would  like  to  show  stuff  today  if  possible."2440  Mr.  Lehman  told  the  sales  associate 
that  he  was  available  to  get  on  the  telephone  with  the  clients,  and  forwarded  him  the  Timberwolf 
offering  circular  and  marketing  materials.2441 

On  June  5,  2007,  Goldman  trader  Benjamin  Case  emailed  Mr.  Lehman  with  a  "[gjameplan 
for  distribution"  or  sales  of  Goldman's  remaining  CDO2  securities.2442  The  plan  was  to  target 
"institutional  buyers  that  can  take  larger  bite  size  than  traditional  CDO  buyers  ...  for  example  Asian 
banks  and  insurance  companies."2443  Mr.  Case  also  noted  that  Goldman  was  shorting  "51  CDO 
names  in  the  two  portfolios  [Timberwolf  and  Point  Pleasant]  and  we  have  been  aggressively 
sourcing  further  protection  in  the  CDS  market  on  names  in  the  two  portfolios  recently."2444 

In  early  June,  Goldman  targeted  a  Korean  insurance  company  called  Hungkuk  Life  for 
Timberwolf  sales.  According  to  a  Goldman  employee  in  the  Japan  sales  office,  Jay  Lee,  "the  largest 
hurdle  from  the  client  perspective  is  whether  or  not  they  can  get  the  mandate  to  buy  something 
backed  by  synthetically  sourced  CDO's  [sic],  as  they  have  never  bought  CDOA2  before."2445  Mr. 
Lee  was  also  concerned  that  the  value  of  the  securities  would  drop  soon  after  the  office  sold  the 
Timberwolf  securities  to  the  insurance  company.  Mr.  Lee  stated: 

"[T]he  largest  hurdle  from  a  sales'  perspective  is  MTM  [mark  to  market].  It  is  an  important 
client,  and  if  the  mark  widens  out  more  than  lpt  immediately  after  selling  the  asset  to  them, 
sales  cannot  sell  it.  Understanding  that  it  is  a  volatile  asset,  sales  wants  to  know  that  where 
we  sell  it  to  the  client  will  not  be  more  than  lpt  less  than  where  the  mark  would  be,  provided 
no  new  market  information."2446 

It  is  unclear  how  his  valuation  concern  was  addressed.  Later  the  same  day,  on  June  1,  Mr.  Lee 
reported  that  Hungkuk  Life  had  purchased  $36  million  in  AAA  rated  Timberwolf  securities.  Mr. 
Sparks  responded  "good  job  -  keep  going."2447 

Six  days  later,  on  June  7,  2007,  the  head  of  the  Goldman  Japan  sales  office,  Omar 
Chaudhary,  contacted  Mr.  Sparks  and  Mr.  Lehman  about  a  possible  additional  sale  of  Timberwolf 
securities  to  Hungkuk  Life.  Mr.  Chaudhary  wrote  that  the  head  of  Goldman's  Korean  sales  office 
was  "pushing  on  our  personal  relationships"  to  make  the  sale  and  wanted  to  be  assured  he'd  be  paid 
more  if  he  "got  it  done": 


2440  5/24/2007  email  from  Yusuf  Aliredha  to  Mr.  Sparks,  Mr.  Lehman,  and  others,  "Priority  Axes,"  GS  MBS-E- 
001934732. 

2441  M_ 

2442  6/5/2007  email  from  Benjamin  Case  to  David  Lehman,  GS  MBS-E-001919861. 

2443  Id. 

2444  M 

2445  6/1/2007  email  from  Jay  Lee  to  David  Lehman,  Matthew  Bieber,  and  others,  GS  MBS-E-010958182. 

2446  w_ 

2447  M_ 
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"Jay  and  I  spoke  to  the  head  of  Korea  Sales  today.  He  said  that  he  feels  we  can  push  for 
H[ungkuk]  Life  to  increase  their  size  from  the  36mm  of  AAA's  and  wanted  to  see  if  we 
would  pay  more  GC's  [sales  credits]  if  he  got  it  done.  Told  him  that  if  we  sell  ~45-50mm+ 
[$45-50  million  more]  that  we  would  honor  the  7.0%  even  if  we  trade  at  the  84.5  dollar  px 
[expected  price].  Trust  you  will  support  this  as  we  are  pushing  on  our  personal  relationships 
to  get  this  done."2448 

Mr.  Lehman  and  Mr.  Sparks  told  Mr.  Chaudhary  to  "go  for  it"  and  "[g]et  'er  done."2449  The  Korean 
office  did  get  it  done,  and  Goldman  sold  another  $56  million  in  Timberwolf  securities  to  Hungkuk 
Life  at  a  price  of  $84. 50.2450  The  sales  representative  was  awarded  the  7%  sales  credit.2451  Mr. 
Sparks  wrote  to  the  sales  office:  "you  boys  are  awesome  and  many  people  are  noticing."2452  Mr. 
Montag,  a  senior  Goldman  executive  monitoring  the  Timberwolf  sales,  told  the  mortgage  team  it 
had  done  an  "incredible  job  -just  incredible."2453 

On  June  11,  2007,  Mr.  Lehman  received  an  email  from  the  Goldman  Syndicate  asking 
whether  the  CDO  axe  sheet,  which  included  directives  to  sell  Timberwolf  securities,  could  be  sent 
to  the  Japan  sales  office  for  re-distribution  to  sales  representatives  across  Asia.  Mr.  Lehman  agreed: 
"let's  send  to  all  Japan  sales."2454  Two  days  later,  on  June  13,  2007,  the  Japan  sales  office  reported 
over  $250  million  in  new  sales  of  Goldman's  CDO  securities,  including  Timberwolf2455 

Mr.  Montag  continued  to  monitor  the  sales  of  Timberwolf  as  well  as  other  CDO  securities  in 
Goldman's  inventory  and  warehouse  accounts.  On  June  22,  2007,  Mr.  Sparks  reported  to  him  on 
the  completion  of  a  number  of  sales  of  CDO  and  RMBS  securities  that  Goldman  had  purchased 
from  the  two  failed  Bear  Stearns  hedge  funds.  Mr.  Montag  asked  Mr.  Sparks  to  provide  him  with  a 
"complete  rundown"  on  "what[']s  left."2456  Mr.  Sparks  responded  that  the  "main  thing  left"  was 
$300  million  in  Timberwolf  securities.  Mr.  Montag  responded:  "boy  that  timeberwo[l]f  was  one 
shitty  deal."2457 

Despite  Mr.  Montag's  assessment  of  Timberwolf,  he  continued  to  press  for  the  sale  of 
Timberwolf  securities  to  Goldman  clients.  On  June  25,  2007,  Mr.  Sparks  emailed  Mr.  Montag  and 
others  with  another  update  on  selling  Goldman's  remaining  CDO  assets.2458  Mr.  Sparks  informed 
the  group  that  Goldman  would  probably  have  to  lower  the  values  of  the  CDO  assets  over  the  next 

2448  6/7/2007  email  from  Omar  Chaudhary  to  Daniel  Sparks,  David  Lehman,  and  Bunty  Bohra,  GS  MBS-E- 
001866450,  Hearing  Exhibit  4/27-104. 

2449  6/7/2007  emails  from  Daniel  Sparks  and  David  Lehman,  GS  MBS-E-001 866450,  Hearing  Exhibit  4/27-104. 


2450 


See  Goldman  response  to  Subcommittee  QFR  at  PSI_QFR_GS0223  and  PSI_QFR_GS0235. 


2451   See  Goldman  response  to  Subcommittee  QFR  at  PSI_QFR_GS0223. 


2452 


6/10/2007  email  from  Daniel  Sparks  to  Omar  Chaudary  and  Bunty  Bohra,  GS  MBS-E-010971809. 


2453   6/1 1/2007  email  from  Tom  Montag,  GS  MBS-E-001866144. 


2454 


6/1 1/2007  email  exchange  between  Syndicate  and  David  Lehman,  GS  MBS-E-001914921-24. 


2455   6/13/2007  email  from  Japan  sales  office,  GS  MBS-E-01 1212260. 

6/22/2007  email  exchange  between  Tom  Montag  and  Daniel  Sparks,  "Few  Trade  posts,"  Hearing  Exhibit  4/27- 
105. 

2457  Id. 

2458  6/25/2007  email  from  Daniel  Sparks  to  Tom  Montag,  and  others,  GS  MBS-E-010952698. 
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few  days,  but  that  the  net  effect  for  Goldman  would  be  positive,  since  its  short  position  was  larger 
than  its  long.  In  fact,  the  Mortgage  Department  made  $42.5  million  that  day.2459  Mr.  Montag 
remained  focused  on  Timberwolf,  responding:  "[h]ow  are  twolf  sales  doing?"2460 

On  July  12,  2007,  another  Goldman  sales  representative,  Leor  Ceder,  reported  selling  $9 
million  in  Timberwolf  securities  to  Bank  Hapoalim  at  a  price  of  $78.25 .2461  Goldman  trader 
Mitchell  Resnick  asked  Mr.  Lehman  "to  pay  him  well  on  this."2462  Mr.  Ceder  was  paid  an  8%  sales 
credit.2463  That  was  Goldman's  last  Timberwolf  sale,  even  though  its  Syndicate  continued  to  list  the 
CDO  as  a  top  sales  priority  for  months  afterward. 

Goldman  ultimately  sold  about  $853  million  of  the  $1  billion  in  Timberwolf  securities  to 
about  12  investors.  The  unsold  securities,  with  a  face  value  of  about  $150  million,  remained  on 
Goldman's  books. 

Limited  Disclosures.  Despite  their  aggressive  sales  efforts,  Goldman  sales  personnel 
typically  did  not  help  potential  investors  analyze  the  Timberwolf  securities  and  the  4,500  unique 
assets  underlying  the  CDO.  One  Goldman  employee  told  his  colleagues:  "In  terms  of  telling 
customers.  I  prefer  to  give  them  the  general  idea  of  the  trade.  Then  give  them  the  excel  spread  sheet 
with  our  info  on  ref  obs  [reference  obligations]  and  let  them  draw  their  own  conclusions."2464 
Another  Goldman  employee,  discussing  a  potential  buyer  of  Timberwolf,  warned: 

"[H]e  is  going  to  want  to  look  at  the  TWOLF  trade  on  a  fundamental  basis  with  a  lot  of 
supporting  runs  to  back  up  any  additional  mark  downs  we  have  -  telling  him  we  are  busy 
when  it  comes  to  month  end  and  we  can't  run  that  analysis  because  we  are  resource- 
constrained  will  not  be  good  enough."2465 


2460    M_ 

Goldman's  internal  price  was  then  $55,  23%  less.   See  7/12/2007  Goldman  datasheet,  "Warehouse  SP  CDO 
positions  and  hedges_7-12-07,"  GS  MBS-E-001866482;  see  Goldman  response  to  Subcommittee  QFR  at 
PSI_QFR_GS0223  and  PSI_QFR_GS0235. 

2462  7/6/2007  email  from  Mitchell  Resnick  to  David  Lehman,  GS  MBS-E-001866752. 

2463  See  Goldman  response  to  Subcommittee  QFR  at  PSI_QFR_GS0223  and  PSI_QFR_GS0235. 
5/7/2007  Goldman  email  chain  between  Elisha  Wiesel  and  others,  "RE:  Timeberwolf  Analysis,"  GS 

MBS-E-003334218.   Elisha  Wiesel  worked  with  Goldman's  legal  department  on  issues  related  to  disseminating 
information  to  potential  investors.   On  May  20,  2007,  the  same  day  the  Mortgage  Department  presented  the 
conclusions  of  its  CDO  valuation  project  to  Mr.  Viniar  and  others,  Mr.  Wiesel  sent  an  email  to  Mr.  Bieber 
underscoring  concerns  about  its  valuation  process:   "[G]iven  how  complex  the  data  is  for  a  CDOA2,  there's  little 
chance  we'll  ever  get  fully  'comfortable'  beyond  a  shadow  of  a  doubt  that  there's  nothing  materially  misleading  in 
the  data  cuts  we  provide.   Is  best  outcome  in  this  situation  to  just  get  a  big-boy  letter  drafted?"   5/20/2007  email  from 
Elisha  Wiesel,  GS  MBS-E-001980637. 
2465   7/16/2007  email  to  David  Lehman,  "Carlyle,"  GS  MBS-E-01 1050254. 
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Still  another  Goldman  employee  stated  with  respect  to  Timberwolf  and  Point  Pleasant:  "The 
trickiest  part  about  sharing  this  [pricing]  analysis  with  custies  [customers]  is  that  it  shows  just  how 
rudimentary  our  own  understanding  of  these  positions  actually  is."2466 

Goldman  also  in  many  instances  refused  to  provide  investors  with  its  pricing  methodology 
or  specific  prices  or  values  for  the  CDO  securities  it  was  selling.  After  its  securities  began  to  lose 
value,  Basis  Capital  emailed  George  Maltezos,  David  Lehman,  and  others  asking:  "How  many 
times  do  we  have  to  request  data  points  and  scenarios  by  email.  These  were  read  out  to  us  on  the 
call  and  it  was  agreed  that  GS  would  send  them  through.  I  am  getting  weary  of  continually  hearing 
about  transparency  and  yet  an  obvious  avoidance  of  'putting  things  to  paper.'"2467 

Similarly,  when  Hungkuk  Life  requested  additional  information  about  the  underlying 
Timberwolf  assets,  Goldman  sent  an  asset  report,  but  only  after  removing  all  of  its  pricing  and 
valuing  information  related  to  those  assets.2468  In  August  2007,  Jay  Lee  from  Goldman's  Japan 
sales  office  told  a  sales  associate  who  was  seeking  information  about  Goldman's  marks  for  Tokyo 
Star  Bank: 

"[U]nder  no  circumstances  are  we  going  to  be  able  to  provide  materials  specific  to 
Timberwolf ...  or  even  use  the  word  'mark'  in  written  materials.  ...  Everything  will  be 
described  in  general  terms,  and  if  what  we  provide  is  too  vague  or  general,  the  medium  for 
further  clarification  must  be  oral,  not  written."2469 

Mr.  Lehman  added:  "[W]e  should  be  clear  that  the  information  we  are  providing  is  not  our  pricing 
methodology  but  rather  some  tho[ugh]ts  on  the  current  market."2470 

In  an  interview  with  the  Subcommittee,  Mr.  Lehman  defended  Goldman's  aggressive 
markdowns  by  noting  that  Goldman  would  buy  or  sell  at  the  prices  it  quoted  to  a  customer.  He 
explained  that  if  a  client  thought  Goldman's  mark  was  too  low,  the  client  could  buy  more  of  the 
securities  from  Goldman  at  the  low  price,  then  resell  them  for  a  profit.  Since  Goldman's  internal 
valuations  were  much  lower  than  the  price  quoted  to  clients,  however,  such  sales  would  still 
produce  a  profit  for  the  firm.2471  Furthermore,  as  Goldman  marked  down  the  values  in  the  summer 
of  2007,  it  began  to  decrease  the  volume  of  the  securities  it  was  willing  to  buy  or  sell  at  the  prices  it 
quoted  to  clients.  Goldman  was  initially  willing  to  buy  or  sell  CDO  securities  in  blocks  of  $10 
million,  but  by  July,  it  lowered  the  maximum  size  to  $3  million  for  some  securities  and  $1  million 
for  others:  "Given  current  market  environment,  we  would  like  our  bid  for  size  for  CDO  valuations 

2466  5/7/2007  email  from  Elisha  Wiesel,  GS  MBS-E-004735378. 

2467  7/7/2007  email  from  Stuart  Fowler,  GS  MBS-E-01 1 183045. 

2468  7/31/2007  email  from  Matthew  Bieber  to  David  Lehman,  "FW:  Requesting  Compliance  Approval,"  GS  MBS-E- 
001920215. 

2469  8/7/2007  email  from  Jay  Lee  to  others,  GS  MBS-E-001927858. 

2470  8/7/2007  email  from  David  Lehman  to  others,  GS  MBS-E-001927858. 

2471  See  6/6/2007  email  from  David  Lehman,  GS  MBS-E-001936955.   Mr.  Lehman  stated:   "thk  abt  this  -  if  we 
establish  a  defined  +  healthy  supply/demand  dynamic  in  this  product  we  can  always  create  more  CDOA2  at  a 
significant  profit  vs  current  levels." 
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to  be  MAX  $3mm  for  AAA  to  AA  and  $lmm  for  A  and  below.  No  valuations  should  go  out  with  a 
bid  for  $  10mm."2472 

"A  Day  That  Will  Live  In  Infamy."  The  Timberwolf  securities  issued  by  Goldman 
steadily  lost  money  from  the  day  they  were  issued.  Less  than  four  months  after  they  were  issued,  on 
July  16,  2007,  Mr.  Lehman  instructed  the  Timberwolf  deal  captain,  Mr.  Bieber,  to  "create  an 
'unwind'  spreadsheet ...  where  we  can  input  CDS  spds  [spreads]/prices  and  liability  prices  so  we 
can  determine  if  unwinding  these  deals  makes  sense."2473  The  analysis  appeared  to  show  that  it 
would  cost  Goldman  $140  million  to  unwind  Timberwolf,  and  the  conclusion  was  to  "Hold  Off"2474 
Instead  of  unwinding,  Goldman  continued  its  sales  push. 

In  September  2007,  Mr.  Montag  asked  for  data  tracking  the  drop  in  prices  for  a  Goldman 
CDO  that  experienced  a  dramatic  fall  in  value,  such  as  Timberwolf2475  In  response,  a  Goldman 
employee  provided  prices  for  the  A2  tranche  of  the  Timberwolf  securities  using  a  combination  of 
Goldman's  internal  marks  and  the  bids  provided  to  investors,  from  the  issuance  of  the  CDO  on 
March  27,  2007  through  September.  The  data  showed  that,  in  six  months,  prices  for  Timberwolf  s 
AAA  rated  A2  security  had  fallen  from  $94  per  security  to  $15,  a  drop  of  almost  80%: 


"3/31/07 

94-12 

4/30/07 

87-25 

5/31/07 

83-16 

6/29/07 

75-00 

7/31/07 

30-00 

8/31/07 

15-00 

Current 

15-00."2476 

After  receiving  this  pricing  history,  Mr.  Bieber,  the  Timberwolf  deal  captain,  described  March  27, 
the  Timberwolf  issuance  date,  as  "a  day  that  will  live  in  infamy."2477 

The  chart  on  the  next  page  shows  how,  between  mid- June  2007  and  early  August  2007,  the 
value  of  Timberwolf  securities  dropped  precipitously,  and  that  Goldman  personnel  were  aware  of  its 
falling  value  while  selling  the  securities  to  clients. 

[SEE  CHART  NEXT  PAGE:  Timberwolf  Marks,  Axes,  and  Sales, 
prepared  by  the  Permanent  Subcommittee  on  Investigations.] 


2472  7/1 1/2007  email  from  David  Lehman,  "CDO  Marks,"  GS  MBS-E-013427046  [emphasis  in  original]. 

2473  7/16/2007  email  from  David  Lehman  to  Matthew  Bieber,  GS  MBS-E-001913775. 

2474  See  7/17/2007  email  from  David  Lehman  to  Daniel  Sparks,  GS  MBS-E-010857643  (with  attachment  GS  MBS- 
E-010857644). 

2475  9/17/2007  email  from  Tom  Montag,  GS  MBS-E-000766371,  Hearing  Exhibit  4/27-106. 

2476  9/17/2007  email  from  Christopher  Creed,  GS  MBS-E-000766370,  Hearing  Exhibit  4/27-106. 

2477  Id. 


3/1/2007 
140    - 


3/31/2007 


Timberwolf  Marks,  Axes,  and  Sales 


4/30/2007 


5/30/2007 


6/29/2007 


7/29/2007 


8/28/2007 


9/27/2007 


10/27/2007 


11/26/2007 


12/26/2007 


3/1/2007 


3/31/2007 


4/30/2007 


5/30/2007 


6/29/2007 


7/29/2007 


8/28/2007 


9/27/2007 


10/27/2007 


11/26/2007 


12/26/2007 


Prepared  by  the  U.S.  Senate  Permanent  Subcommittee  on  Investigations,  February  2011. 
Derived  from  Goldman  Sachs  document,  OS  MBS-E-000779366. 
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Goldman  profited  in  part  from  Timberwolf  s  decline  in  value  due  to  its  36%  short  interest  in  the 
CDO.  In  addition,  June  was  the  month  that  Goldman  built  its  $13.9  billion  big  short,  which  meant 
that  the  decline  in  most  mortgage  related  assets  translated  into  increasing  profits  for  Goldman.2478 

Timberwolf  experienced  its  first  credit  rating  downgrades  in  November  2007,  just  eight 
months  after  the  CDO  closed  and  issued  its  securities.  The  downgrades  included  the  AAA  rated 
securities.  In  March  2008,  one  year  after  Timberwolf  was  issued,  its  AAA  securities  were 
downgraded  to  junk  status.  In  June  2008,  a  controlling  class  of  debt  investors  voted  to  liquidate 
Timberwolf,  and  the  deal  was  terminated  in  October  2008. 2479 

Goldman's  36%  short  position  in  Timberwolf  produced  about  $330  million  in  revenues  at 
the  direct  expense  of  the  clients  to  whom  Goldman  had  sold  the  Timberwolf  securities.  Goldman 
also  made  $3  million  in  interest  while  the  Timberwolf  assets  were  in  Goldman's  warehouse 
account.  At  the  same  time,  because  Goldman  was  unable  to  sell  about  a  third  of  the  Timberwolf 
securities  and  had  to  keep  the  unsold  securities  on  its  books,  it  ended  up  losing  $562  million  from 
them.  Goldman  also  lost  $226  million  from  the  decline  in  the  value  of  the  collateral  securities 
securing  the  CDO.  When  offset  by  the  profits  from  its  Timberwolf  short,  Goldman  ended  up  with  a 
total  loss  of  about  $455  million.2480 

Timberwolf  s  investors  lost  virtually  their  entire  investments.  Basis  Capital  ended  up 
declaring  bankruptcy  and  has  filed  suit  against  Goldman.2481 

Analysis.  Goldman  constructed  Timberwolf  using  CDO  assets  that  began  to  fall  in  value 
almost  as  soon  as  the  Timberwolf  securities  were  issued,  yet  solicited  clients  to  buy  the  securities. 
Timberwolf  contained  or  referenced  CDO  assets  with  more  than  4,500  unique  mortgage  related 
securities,  but  Goldman  offered  potential  investors  little  help  in  understanding  those  securities,  and 
targeted  clients  with  limited  or  no  experience  in  CDO  investments.  When  marketing  Timberwolf, 
Goldman  withheld  its  internal  marks  showing  the  securities  losing  value  and  did  not  mention  its 
short  position.  Senior  Goldman  executives  knew  the  firm  was  selling  poor  quality  assets  at  inflated 
prices.  Within  six  months  of  issuance,  AAA  Timberwolf  securities  lost  almost  80%  of  their  value. 
Due  to  its  short  position,  Goldman  profited  at  the  expense  of  the  clients  to  whom  it  sold  the 
Timberwolf  securities,  but  it  lost  money  overall  because  Goldman  was  forced  to  retain  so  many  of 
the  unsold  Timberwolf  securities  on  its  books. 


2478  Performance  Review  for  Joshua  Birnbaum,  GS-PSI-01972,  Hearing  Exhibit  4/27-55c.   See  also  6/26/2007  email 
from  Deeb  Salem  to  Michael  Swenson,  GS  MBS-E-012371 1 12. 

2479  See  Goldman  response  to  Subcommittee  QFR  at  PSI_QFR_GS0030. 

2480  Id.  at  PSI_QFR_GS0239. 

2481  Id.  atPSI_QFR_GS0030. 
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DD.  Abacus  2007-AC1 

Abacus  2007-AC1  was  a  $2  billion  synthetic  CDO  whose  reference  obligations  were  BBB 
rated  mid  and  subprime  RMBS  securities  issued  in  2006  and  early  2007. 2482  It  was  a  static  CDO, 
meaning  once  selected,  its  reference  obligations  did  not  change.2483  It  was  the  last  in  a  series  of  16 
Abacus  CDOs  referencing  RMBS  securities  designed  by  Goldman.  Goldman  served  as  the 
underwriter  or  placement  agent,2484  the  lead  manager,2485  and  the  protection  buyer,2486  and  also  acted 
in  other  roles  related  to  the  CDO.2487  Unlike  previous  Abacus  CDOs,  Abacus  2007-AC1  used  a 
third  party  to  select  its  assets,  referring  to  it  as  the  portfolio  selection  agent.2488 

Designing  Single  Tranche  CDOs.  Abacus  CDOs  were  known  as  single  tranche  CDOs,  a 
structure  pioneered  by  Goldman  through  its  Abacus  platform.2489  Goldman  used  this  structure  to 
design  customized  CDOs  for  clients  interested  in  assuming  a  specific  type  and  amount  of 
investment  risk.  An  Abacus  CDO  could  be  issued  with  a  single  tranche,  designed  in  coordination 
with  a  client  who  could  select  the  assets  the  client  wished  to  reference,  the  size  of  the  investment, 
and  the  amount  of  subordination  or  cushion  before  the  single  tranche  of  securities  would  be  exposed 


2482  See  3/23/2007  Goldman  document,  "Abacus  2007-AC1,"  at  1 1,  GS  MBS-E-002807082,  Hearing  Exhibit  4/27- 
120;  Securities  and  Exchange  Commission  v.  Goldman  Sachs,  Case  No.  10-CV-3229  (S.D.N.Y.),  Complaint  (April 
16,  2010),  at  1,  6  (hereinafter  "SEC  Complaint  against  Goldman  Sachs"). 

2483  4/2/2007  email  from  Fabrice  Tourre,  "ABACUS  07-ACl,"GS  MBS-E-00201 1 152  (Abacus  2007-AC1  assets 
are  "fully-identified,  with  no  reinvestment,  removals,  substitutions  or  discretionary  trading"). 

Goldman  internal  documents  sometimes  describe  it  as  the  underwriter  for  Abacus  2007-AC1,  and  sometimes  as 
the  placement  agent.   Compare  2/18/2008  Goldman  document,  "CDO  Transactions  (July  1,  2006  -  December  31, 
2007)  in  which  Goldman  Sachs  acted  as  underwriter,"  GS  MBS  0000004337,  to  3/12/2007  Goldman  memorandum 
to  Mortgage  Capital  Committee,  "ABACUS  Transaction  sponsored  by  ACA,"  at  2,  GS  MBS-E-002406025,  Hearing 
Exhibit  4/27-1 18  ("Goldman  is  solely  working  as  agent  but  retains  the  option  to  underwrite  the  risk  as  principal."). 
2485  2/27/2007  email  from  Curtis  Willing,  "ABACUS  2007  AC1,  Ltd.  -  New  Issue  Announcement  (144a/RegS)," 
GSMBS-E-009209654. 

3/12/2007  Goldman  memorandum  to  Mortgage  Capital  Committee,  "ABACUS  Transaction  sponsored  by 
ACA,"  at  6,  GS  MBS-E-002406025,  Hearing  Exhibit  4/27-1 18  ("Goldman  is  acting  as  principal  as  a  protection 
buyer  ...  as  well  as  taking  other  principal  roles."). 

Goldman's  additional  roles  included  acting  as  the  basis  swap  counterparty,  the  basis  swap  calculation  agent,  the 
collateral  put  provider,  the  collateral  put  calculation  agent,  the  collateral  disposal  agent,  the  credit  default  swap 
calculation  agent,  and  the  initial  purchaser.   2/18/2008  Goldman  document,  "CDO  Transactions  (July  1,  2006  - 
December  31,  2007)  in  which  Goldman  Sachs  acted  as  underwriter,"  GS  MBS  0000004337;  3/12/2007  Goldman 
Sachs  memorandum  to  Mortgage  Capital  Committee,  "ABACUS  Transaction  sponsored  by  ACA,"  GS  MBS-E- 
002406025,  Hearing  Exhibit  4/27-1 18. 

3/12/2007  Goldman  memorandum  to  Mortgage  Capital  Committee,  "ABACUS  Transaction  sponsored  by 
ACA,"  GS  MBS-E-002406025,  Hearing  Exhibit  4/27-1 18;  April  27,  2010  Subcommittee  Hearing  at  421. 

Goldman  considered  its  Abacus  platform,  which  commenced  in  2004,  to  be  "market-leading."   4/2/2007  email 
from  Fabrice  Tourre,  "ABACUS  07-AC1,"  GS  MBS-E-00201 1 152;  2/27/2007  Goldman  email,  "ABACUS-2007- 
AC1  -  Marketing  Points  (INTERNAL  ONLY)  [T-Mail],"  GS  MBS-E-008042545,  Hearing  Exhibit  4/27-116.    See 
also  6/2007  Goldman  document,  "CDO  Platform  Overview,"  at  31,  GS  MBS-E-001918722  ("ABACUS  is  the 
Goldman  brand  name  for  single-tranche  CLN  [credit  linked  note]  issuances  referencing  portfolios  comprised  entirely 
of  structured  products.");  4/2006  Goldman  presentation  "Overview  of  Structured  Products,"  GS  MBS-E-016067482. 
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to  loss.2490  Abacus  also  enabled  investors  to  short  a  selected  group  of  RMBS  or  CDO  securities  at 
the  same  time.  Goldman  used  the  Abacus  CDOs  not  only  to  sell  short  positions  to  investors,  but 
also  to  carry  out  its  own  shorts.  As  summarized  in  one  Goldman  Mortgage  Capital  Committee 
Memorandum,  the  Abacus  design  allowed  "Goldman  to  short  spreads  in  our  core  structured 
products  business  in  large  size."2491  Between  2004  and  2007,  Goldman  issued  16  Abacus  deals 
referencing  RMBS  securities,  including  Abacus  2007-AC1,  which  together  had  an  aggregate  value 
of  $13  billion.2492 

Responding  to  Paulson  Inquiry.  In  mid  to  late  2006,  Goldman  was  approached  by  the 
hedge  fund  Paulson  &  Co.  Inc.  ("Paulson"),  and  asked  to  structure  a  transaction  that  would  enable 
the  hedge  fund  to  short  multiple  RMBS  securities.2493  Goldman  had  previously  worked  with 
Paulson  and  was  aware  that  Paulson  held  strong  negative  views  of  the  residential  mortgage  market 
and  was  making  investments  based  on  that  view.  The  Goldman  Mortgage  Capital  Committee 
Memorandum  seeking  approval  of  Abacus  2007-AC1,  for  example,  stated: 

"Paulson  is  a  macro  hedge  fund  that  has  taken  directional  views  on  the  subprime  RMBS 
market  for  the  past  few  months.  In  2006  the  Desk  worked  an  order  for  Paulson  to  buy 
protection  on  a  supersenior  tranche  off  a  portfolio  similar  to  the  Reference  Portfolio  selected 
by  AC  A,  and  the  AC1  Transaction  is  another  means  for  Paulson  to  accomplish  their  trading 
objective:  buying  protection  in  tranched  format  on  the  subprime  RMBS  market."2494 

An  email  sent  to  Daniel  Sparks,  head  of  the  Mortgage  Department,  by  Fabrice  Tourre,  a  Correlation 
Trading  Desk  employee  who  led  the  effort  on  the  Abacus  CDO  for  Paulson,  was  even  more  blunt: 


2490  "suborciination"  js  "[t]he  measure  of  losses  that  must  occur  within  a  portfolio  before  a  tranche  is  at  risk  to  loss." 
Tranche  size  "[rjeflects  the  notional  (value-at-risk)  of  a  structured  credit  investment"  and  "is  also  a  measure  of 
leverage."   7/2006  Goldman  presentation,  "Structured  Credit  Investments,"  at  54,  GS  MBS-E-002055378;  4/2006 
Goldman  presentation,  "Overview  of  Structured  Products,"  GS  MBS-E-016067482.   Goldman  contended  that,  in  a 
single-tranche  CDO,  investors  could  customize  the  tranche  risk/return  profile  by  specifying  the  tranche  subordination 
and  tranche  size,  and  that  investors  could  create  "credit  enhanced"  credit  exposure  through  the  use  of  subordination. 
4/2006  Goldman  presentation,  "Overview  of  Structured  Products,"  at  52,  GS  MBS-E-016067482.   "Combined  with 
tranche  size,  varying  levels  of  subordination  enable  investors  to  tailor  both  the  structural  leverage  and  the  risk/return 
profile  of  their  investment."   "Investors  are  "[n]ot  limited  by  new  issuance  calendar  and  bond  allocations,"  are  "[n]ot 
limited  by  cash  bonds  in  dealer  inventory,"  can  "customize[]  by  sector  (e.g.  RMBS,  CMBS,  ABS),  rating,  vintage, 
servicer,  etc.,"  and  can  "meet  various  investment  objectives  via  structure."   7/2006  Goldman  presentation, 
"Structured  Credit  Investments,"  at  54,  GS  MBS-E-002055378. 

3/12/2007  Goldman  memorandum  to  Mortgage  Capital  Committee,  "ABACUS  Transaction  sponsored  by 
ACA,"  GS  MBS-E-002406025,  Hearing  Exhibit  4/27-1 18. 

Goldman  trading  datasheet,  GS  MBS  0000004276  (showing  closing  dates  and  trade  details  on  various  CDOs, 
including  Abacus). 

3/12/2007  Goldman  memorandum  to  Mortgage  Capital  Committee,  "ABACUS  Transaction  sponsored  by 
ACA,"  GS  MBS-E-002406025,  Hearing  Exhibit  4/27-1 18. 

2494      w_ 
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"Gerstie  and  I  are  finishing  up  engagement  letters  ...  for  the  large  RMBS  CDO  Abacus  trade 
that  will  help  Paulson  short  senior  tranches  off  a  reference  portfolio  of  Baa2  subprime 
RMBS  risk  selected  by  ACA."2495 

These  documents  make  it  clear  that  Goldman  knew  Paulson's  investment  strategy  was  to 
identify  a  reference  portfolio  of  assets  for  the  Abacus  CDO  that  Paulson  believed  would  perform 
poorly  or  fail,  so  that  its  short  position  would  profit  at  the  expense  of  the  long  investors.2496  In 
addition,  during  his  Subcommittee  interview,  Mr.  Tourre  made  it  clear  that  he  was  aware  of  the 
Paulson  investment  strategy.2497 

In  response  to  the  inquiry  from  Paulson,  Goldman  proposed  structuring  an  Abacus  CDO.2498 
Fabrice  Tourre  was  given  lead  responsibility  for  organizing  and  structuring  the  Abacus  transaction. 
Goldman's  primary  role  was  to  act  as  an  agent  and  administrator  of  the  CDO,  obtaining  its  profit 
from  the  fees  it  charged  for  the  services  rendered,  rather  than  from  any  investment  in  the  CDO 
itself.  In  effect,  Goldman  "rented"  the  Abacus  platform  to  the  Paulson  hedge  fund  and  served  as 
Paulson's  agent  in  carrying  out  the  hedge  fund's  investment  objectives.  Mr.  Tourre  had  been 
suggesting  that  Goldman  employ  such  an  approach  and  supported  the  arrangement.2499 

Finding  a  Portfolio  Selection  Agent.  According  to  Mr.  Tourre,  Paulson  suggested  that 
Goldman  employ  an  outside  portfolio  selection  agent  for  the  CDO.2500  However,  Paolo  Pellegrini, 
Paulson's  Managing  Director  who  led  Paulson's  selection  of  the  reference  assets  for  the  Abacus 
2007-AC1  transaction,  told  the  SEC  that  it  was  Goldman's  idea  to  have  a  portfolio  selection 
agent.2501  At  the  same  time,  Goldman  internal  communications  made  it  clear  that  the  objective  was 
to  select  a  portfolio  selection  agent  that  would  comply  with  Paulson's  suggestions  for  the  assets  to 
be  referenced  in  the  CDO.  In  an  email  to  colleagues  discussing  the  matter,  Mr.  Tourre  suggested 
finding  a  manager  that: 


2495  2/7/2007  email  from  Fabrice  Tourre,  GS  MBS-E-003277939,  Hearing  Exhibit  4/27-1 14. 

2496  See  also  12/18/2006  email  from  Fabrice  Tourre,  "Re:  Paulson,"  GS  MBS-E-003246145  (a  series  of  email 
communications  regarding  the  Abacus  2007-AC1  CDO  in  which  Mr.  Tourre  referred  to  the  asset  portfolio  that 
Paulson  was  proposing  for  the  CDO  as  "a  weak  quality  portfolio."). 

Subcommittee  interview  of  Fabrice  Tourre  (4/24/2010).   Mr.  Tourre  also  told  the  SEC  that  he  believed 
Paulson's  selection  criteria,  such  as  interest-only  mortgages  and  high  loan-to-value  ratios,  were  based  on  Paulson's 
view  that  securities  meeting  those  criteria  were  "weaker  from  the  credit  quality  standpoint  than  other  obligations  that 
did  not  have  those  characteristics."   SEC  deposition  of  Fabrice  Tourre  (3/3/2009),  GS  MBS  0000022785,  at  813-14. 

Subcommittee  interview  of  Fabrice  Tourre  (4/24/2010). 
2499  See,  e.g.,  12/10/2006  email  from  Fabrice  Tourre  to  David  Lehman,  GS  MBS-E-003453843,  Hearing  Exhibit 
4/27-142. 

Subcommittee  interview  of  Fabrice  Tourre  (4/24/2010);  2/21/2007  email  from  Fabrice  Tourre  to  David  Lehman, 
GSMBS-E-01 1359460-61,  Hearing  Exhibit  4/27-1 15. 
2501    SEC  deposition  of  Paolo  Pellegrini  (12/3/2008),  PSI-Paulson-04  (Pellegrini  Depo)-0001,  at  82-85,  175. 
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"will  be  flexible  w.r.t.  [with  respect  to]  portfolio  selection  (i.e.  ideally  we  will  send  them  a 
list  of  200  Baa2-rated  2006-vintage  RMBS  bonds  that  fit  certain  criteria,  and  the  portfolio 
selection  agent  will  select  100  out  of  the  200  bonds)."2502 

In  the  early  part  of  January  2007,  Mr.  Tourre  sent  an  email  to  prospective  selection  agents 
describing  their  anticipated  role  in  the  CDO.  One  of  his  points  was  the  following: 

"Reference  Portfolio:  static,  fully  identified  upfront,  and  consisting  of  approx  100  equally- 
sized  mezzanine  subprime  RMBS  names  issued  between  Q4  [the  fourth  quarter  of]  2005  and 
today.  Starting  portfolio  would  be  ideally  what  the  Transaction  Sponsor  shared,  but  there  is 
flexibility  around  the  names."2503 

Goldman's  internal  communications  also  suggest  that  Goldman  was,  in  fact,  more  interested 
in  identifying  cooperative  portfolio  selection  agents  for  its  own  transactions,  rather  than  locating 
one  for  the  Paulson  CDO.  In  an  email  chain  discussing  a  portfolio  selection  agent  for  Abacus  2007- 
AC1,  a  Goldman  employee  wrote  to  a  colleague  that  Mr.  Tourre  "suggested  Faxtor  was  a  potential 
portfolio  selection  agent  [for  Paulson]  since  they  are  relatively  inexpensive  and  easy  to  work  with." 
The  colleague  responded:  "We  already  have  a  portfolio  in  front  of  Faxtor;  they  probably  will  be 
willing  to  structure  a  short  that  I  believe  we  would  want  to  keep  for  ourselves  ...  not  sure  if  this  is 
the  best  fit."2504 

Jonathan  Egol,  chief  architect  of  the  Abacus  structure  and  head  of  the  Correlation  Trading 
Desk,  suggested  that  Goldman  approach  GSC  Partners,  a  New  York  hedge  fund  that  Goldman  had 
worked  with  on  other  CDOs,  including  Anderson.  Mr.  Tourre  sent  an  email  to  colleagues  asking: 

"Do  you  think  gsc  is  easier  to  work  with  than  faxtor?  They  will  never  agree  to  the  type  of 
names  paulson  wants  to  use,  I  don't  think  steffelin  [a  senior  trader  at  GSC]  will  be  willing  to 
put  gsc's  name  at  risk  for  small  economics  on  a  weak  quality  portfolio  whose  bonds  are 
distributed  globally."2505 

A  colleague  replied: 

"There  are  more  managers  out  there  than  just  GSC  /  Faxtor.  The  way  I  look  at  it,  the  easiest 
managers  to  work  with  should  be  used  for  our  own  axes.  Managers  that  are  a  bit  more 


2502  12/18/2006  email  from  Fabrice  Tourre,  "Paulson,"  GS  MBS-E-003246145;  12/20/2006  email  from  Fabrice 
Tourre,  GS  MBS-E-002534649. 

2503  1/10/2007  Goldman  internal  email,  GS  MBS-E-002480520,  Hearing  Exhibit  4/27-108;  1/9/2007  email  from 
Fabrice  Tourre,  "For  ACA,"  GS  MBS-E-002480516. 

2504  12/18/2006  Goldman  internal  email,  GS  MBS-E-003246145-46. 

Mr.  Egol  also  suggested  HBK  as  a  possible  portfolio  selection  agent.    12/18/2006  email  from  Fabrice  Tourre, 
"Re:  Paulson,"   GS  MBS-E-003246145. 
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difficult  should  be  used  for  trades  like  Paulson  given  how  axed  Paulson  seems  to  be  (i.e.  I'm 
betting  they  can  give  on  certain  terms  and  overall  portfolio  increase)."2506 

On  January  4,  2007,  on  behalf  of  Paulson,  Goldman  approached  GSC  Partners  as  well  as 
two  other  companies  to  act  as  the  portfolio  selection  agent  for  the  Abacus  CDO.2507  Following  a 
meeting  among  representatives  of  Goldman,  Paulson,  and  GSC,  Mr.  Tourre  sent  an  email  to  his 
colleagues  summarizing  the  meeting  and  indicating  that  Paulson  was  also  looking  for  a  portfolio 
selection  agent  that  would  be  willing  to  accept  many  of  the  reference  assets  it  identified: 

"At  the  end  of  the  meeting,  the  Paulson  team  told  us  that  they  were  happy  to  have  met  GSC 
and  assuming  that  (1)  GSC  could  get  comfortable  with  a  sufficient  number  of  obligations 
that  Paulson  is  looking  to  buy  protection  on  in  ABACUS  format,  (2)  GSC  could  get 
comfortable  being  in  the  market  as  early  as  end  of  January  with  a  transaction  under  which 
Gsc  is  disclosed  as  Portfolio  Selection  Agent  (without  any  credit  risk  removal  rights),  and 
(3)  Paulson,  Goldman,  and  GSC  agree[]  on  GSC's  required  compensation  for  a  transaction 
like  this,  then  Paulson  will  want  to  proceed  with  gsc  as  soon  as  possible  and  be  in  the  market 
as  soon  as  possible."2508 

Subsequently,  Mr.  Tourre  reported  to  his  colleagues  that  GSC  had  declined  the  offer  to  act 
as  the  Abacus  portfolio  selection  agent  due  to  its  negative  views  of  the  assets  Paulson  wanted  to 
include  in  the  CDO: 

"As  you  know,  a  couple  of  weeks  ago  we  had  approached  GSC  to  ask  them  to  act  as 
portfolio  selection  agent  for  that  Paulson-sponsored  trade,  and  GSC  declined  given  their 
negative  views  on  most  of  the  credits  that  Paulson  had  selected."2509 

Later,  when  Goldman  began  to  market  Abacus  2007-AC1  securities,  Edward  Steffelin,  a 
senior  trader  at  GSC,  sent  an  email  to  Peter  Ostrem,  head  of  Goldman's  CDO  Origination  Desk 
saying:  "I  do  not  have  to  say  how  bad  it  is  that  you  guys  are  pushing  this  thing."2510  When  asked  by 
the  Subcommittee  what  he  meant,  Mr.  Steffelin  responded  that  he  believed  that  particular  Abacus 
CDO  created  "reputational  risk"  for  GSC  as  the  collateral  manager  and  for  the  whole  market.2511 

Goldman  and  Paulson  eventually  settled  on  ACA  Capital  Management,  LLC,  a  company 
with  experience  in  selecting  assets  for  CDOs.  Goldman  employees  expressed  the  hope  that  ACA's 

Id.  An  email  indicates  that,  in  late  December  2006,  Mr.  Tourre  was  contemplating  several  possible  portfolio 
selection  agents,  including  "Aladdin,  DRCM,  Greywolf,  and  .  .  .  GSC."  He  also  suggested  Investec  and  TCW  as 
possible  candidates.    12/18/2006  email  from  Fabrice  Tourre,  "Re:  Paulson,"  GS  MBS-E-003246145. 

2507  See,  e.g.,  1/4/2007  email  from  Fabrice  Tourre  to  Daniel  Sparks,  "Paulson  post,"  GS  MBS-E-002526707  (On 
January  4,  2007,  Goldman  "reached  out  [to]  GSC,  Greywolf  and  ACA  today  re:  acting  as  portfolio  selection  agent 
for  a  Paulson-sponsored  trade."). 

2508  1/6/2007  Goldman  email,  GS  MBS-E-003445985,  Hearing  Exhibit  4/27-152. 

2509  1/29/2007  email  from  Fabrice  Tourre,  GS  MBS-E-003248998,  Hearing  Exhibit  4/27-1 12. 

2510  2/27/2007  email  from  Ed  Steffelin  to  Peter  Ostrem,  "FW:  ABACUS  2007-AC1,  Ltd.  -  New  Issue 
Announcement  (144a/RegS),"  GS  MBS-E-009209654. 

2511  Subcommittee  interview  of  Edward  Steffelin  (12/10/2010). 
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involvement  would  improve  the  sales  of  the  Abacus  securities.  In  an  internal  memorandum  seeking 
approval  of  the  CDO,  for  example,  Goldman  personnel  wrote:  "We  expect  to  leverage  ACA's 
credibility  and  franchise  to  help  distribute  this  Transaction."2512 

Selecting  Assets.  During  January,  February,  and  March  2007,  the  Abacus  reference  assets 
were  selected.  The  Paulson  hedge  fund  initiated  the  asset  selection  process  by  providing  Goldman 
with  criteria  for  choosing  RMBS  securities  for  the  CDO.2513  According  to  Mr.  Tourre,  Goldman's 
subsequent  identification  of  candidate  assets  was  essentially  ministerial,  as  Paulson's  specified 
criteria  had  restricted  the  scope  of  the  RMBS  securities  that  could  be  proposed.2514  For  example, 
Paulson  wanted  RMBS  securities  that  had  adjustable  rate  mortgages,  low  borrower  FICO  scores, 
and  mortgages  in  states  with  slowing  home  price  appreciation,  like  Arizona,  California,  Florida,  and 
Nevada.2515  Paulson  specifically  required  2006-vintage  or  2007-vintage  subprime  RMBS  that  were 

3/12/2007  Goldman  memorandum  to  Mortgage  Capital  Committee,  "ABACUS  Transaction  sponsored  by 
ACA,"  GS  MBS-E-002406025,  Hearing  Exhibit  4/27-1 18  (The  memorandum  also  stated:   "We  expect  the  strong 
brand-name  of  ACA  as  well  as  our  market-leading  position  in  synthetic  CDOs  of  structured  products  to  result  in  a 
successful  offering."  "Partnering  with  ACA  on  this  innovative,  franchise-building  transaction  will  enhance  our 
leadership  in  the  market  for  structured  product  synthetic  CDOs.   We  expect  that  the  role  of  ACA  as  Portfolio 
Selection  Agent  will  broaden  the  investor  base  for  this  and  future  ABACUS  offerings."  "We  intend  to  target  suitable 
structured  product  investors  who  have  previously  participated  in  ACA-managed  cashflow  CDO  transactions  or  who 
have  previously  participated  in  prior  ABACUS  transactions.").   See  also  SEC  Complaint  against  Goldman  at  8. 
When  asked  to  confirm  that  Mr.  Tourre  "suggested  that  it  would  be  easier  to  market  or  to  find  sort  of  a  counterparty 
to  [Paulson's]  short  trade  if  there  was  a  portfolio  selection  agent  involved,"  Mr.  Pellegrini  responded,  "Right."   SEC 
deposition  of  Paolo  Pellegrini  (12/3/2008),  PSI-Paulson-04  (Pellegrini  Depo)-0001,  at  113.   Mr.  Tourre  told  the 
Subcommittee  that  having  an  agent  gives  comfort  to  potential  investors.   Subcommittee  interview  of  Fabrice  Tourre 
(4/24/2010). 

At  the  Subcommittee  hearing,  Mr.  Tourre  testified  that  Paulson  produced  the  portfolio  selection  criteria. 
Senator  Levin  then  asked  Mr.  Tourre,  "And  did  those  criteria  which  Paulson  gave  to  you,  were  they  plugged  into 
your  model?   Did  they  generate  a  list  of  possible  reference  securities  for  that  portfolio?"   Mr.  Tourre  responded: 
"Yes."   They  "were  used  to  actually  trim  down  the  universe  of  RMBS."  April  27,  2010  Subcommittee  Hearing  at  82. 

Subcommittee  interview  of  Fabrice  Tourre  (4/24/2010). 
2515  Paolo  Pellegrini  told  the  SEC  that  Paulson's  selection  criteria  for  Abacus  2007-AC1  included  RMBS  with  a 
maximum  weighted  average  FICO  score  of  640  and  a  minimum  percentage  (80%)  of  adjustable  rate  mortgages. 
Paulson  also  sought  a  minimum  portfolio  size  of  $750  million.    SEC  deposition  of  Paolo  Pellegrini  (12/3/2008),  PSI- 
Paulson-04  (Pellegrini  Depo)-0001,  at  140-142.   Sihan  Shu,  an  analyst  working  for  Paulson  on  the  Abacus  2007- 
AC1  reference  asset  selection,  told  the  Subcommittee  that  Paulson's  selection  criteria  generally  included  large 
percentages  of  adjustable  rate  mortgages;  high  concentrations  of  mortgages  in  areas  such  as  California  and  Florida, 
where  Paulson  believed  the  housing  bubble  was  greater  than  in  other  areas;  and  limited  due  diligence.   Subcommittee 
interview  of  Sihan  Shu  (2/24/2010).   See  also  SEC  deposition  of  Sihan  Shu  (12/4/2008),  PSI-Paulson-04  (Shu 
Depo)-0001,  at  26-28.   Similarly,  the  SEC  Complaint  listed  Paulson's  selection  criteria  as  favoring  "RMBS  that 
included  a  high  percentage  of  adjustable  rate  mortgages,  relatively  low  borrower  FICO  scores,  and  a  high 
concentration  of  mortgages  in  states  like  Arizona,  California,  Florida  and  Nevada  that  had  recently  experienced  high 
rates  of  home  price  appreciation."   SEC  Complaint  against  Goldman  Sachs  at  9.   However,  Goldman's  initial 
submission  to  the  SEC  listed  Paulson's  criteria  as  only  2006-vintage  subprime  RMBS  rated  Baa2  by  Moody's.   In 
the  Matter  of  Abacus  2007-AC1  CDO,  File  No.  HO-1091 1  (SEC),  Submission  on  behalf  of  Goldman  Sachs 
(September  10,  2009),  at  1 1  (hereinafter  "Goldman  Sachs  Submission").   Goldman's  supplemental  submission 
disclosed  that  Goldman  did  use  additional  criteria  listed  in  draft  engagement  letters  between  Goldman  and  Paulson 
"to  guide  Goldman  Sachs'  preliminary  search  for  potential  reference  securities"  that  complied  with  Paulson's 
criteria,  which  confirms  what  Mr.  Tourre  told  the  Subcommittee  in  his  testimony  at  the  April  27,  2010  Subcommittee 
Hearing.   In  the  Matter  of  ABACUS  CDO,  File  No.  HO-1091 1  (SEC),  Supplemental  Submission  on  behalf  of 
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rated  BBB  by  S&P  or  Baa2  by  Moody's.2516  Goldman  sent  Paulson  a  database  and  spreadsheet 
listing  the  securities  that  met  Paulson's  criteria.2517  Paulson  used  that  database  to  select  123 
securities,  and  Goldman  forwarded  the  resulting  list  to  ACA.2518  Over  the  next  two  months,  a  series 
of  negotiations  and  meetings  took  place  to  finalize  selection  of  the  reference  assets  and  the  structure 
oftheCDO. 

On  March  22,  2007,  ACA  and  Paulson  agreed  on  the  final  $2  billion  reference  portfolio  for 
Abacus  2007-AC1.2519  The  assets  consisted  of  90  Baa2  rated  mid  and  subprime  RMBS  securities 
issued  after  January  1,  2006.2520  The  RMBS  securities  were  "equally-sized,"  each  with  a  $22.22 
million  notional  value.2521  Each  asset  in  the  final  reference  portfolio  was  approved  by  both  Paulson 
and  ACA.  Of  the  final  90  RMBS  securities,  49  had  been  initially  proposed  by  Paulson,  and  41  had 
been  initially  proposed  by  ACA.2522 


Goldman  Sachs  (September  25,  2009),  at  3,  4  (hereinafter  "Goldman  Supp.  Submission").   A  January  3,  2007  draft 
engagement  letter  listed  the  following  portfolio  selection  criteria:  Baa2  ratings;  RMBS  issued  after  March  1,  2006; 
weighted  average  FICO  scores  between  600  and  675;  and  at  least   80%  adjustable  rate  mortgages  underlying  the 
RMBS.    1/3/2007  draft  engagement  letter,  PAULSON-ABACUS  0252736,  at  40.   See  also  1/6/2007  email  from 
Fabrice  Tourre  to  Ed  Steffelin  and  others,  GS  MBS-E-002754054  (listing  criteria  for  the  Abacus  portfolio  as  2006 
vintage  bonds  underwritten  after  March  1,  2006;  Baa2  rated  bonds;  average  FICO  score  between  600  and  675; 
RMBS  transaction  size  greater  than  $500  million;  and  percentage  of  adjustable  rate  mortgages  greater  than  80%). 

2516  1/29/2007  email  from  Fabrice  Tourre  to  Peter  Ostrem  and  others,  GS  MBS-E-003248998,  Hearing  Exhibit  4/27- 
1 12;  Goldman  Sachs  Submission  at  12  (citing  Gerst  Tr.  13-14). 

2517  See  1/9/2007  email  from  Gail  Kreitman  to  Laura  Schwartz,  GS  MBS-E-007974381. 

2518  Id. 

2519  See  3/22/2007  email  from  Sihan  Shu  to  Fabrice  Tourre  and  David  Gerst,  GS  MBS-E-003010587. 
3/12/2007  Goldman  memorandum  to  Mortgage  Capital  Committee,  "ABACUS  Transaction  sponsored  by 

ACA,"  GS  MBS-E-002406025,  Hearing  Exhibit  4/27-118;  3/23/2007  Goldman  presentation,  "ABACUS  2007- 
AC1,"  GS  MBS-E-002807082,  Hearing  Exhibit  4/27-120;  SEC  Complaint  against  Goldman  Sachs  at  11;  Goldman 
Sachs  Submission  at  13. 

3/12/2007  Goldman  internal  memorandum  to  Mortgage  Capital  Committee,  "ABACUS  Transaction  sponsored 
by  ACA,"    GS  MBS-E-002406025,  Hearing  Exhibit  4/27-1 18. 

See  "Abacus  2007-AC1  Reference  Portfolio,"  chart  prepared  by  Subcommittee.   See  also  1/5/2007  email  from 
Sihan  Shu  to  Ed  Steffelin,  Fabrice  Tourre,  and  others,  GS  MBS-E-002483408;  1/6/2007  email  from  Fabrice  Tourre 
to  Ed  Steffelin  and  others,  GS  MBS-E-002754054;  1/9/2007  email  from  Gail  Kreitman  to  Laura  Schwartz,  GS 
MBS-E-007974381;  1/22/2007  email  from  Laura  Schwartz  to  Fabrice  Tourre  and  others,  GS  MBS-E-002522389; 
1/22/2007  email  from  David  Gerst  to  Paolo  Pellegrini  and  Sihan  Shu,  GS  MBS-E-002480574;  1/28/2007  email  from 
Fabrice  Tourre  to  Gail  Kreitman  and  David  Gerst,  GS  MBS-E-002444359;  1/31/2007  email  from  David  Gerst  to 
Laura  Schwartz,  GS  MBS-E-002620419;  2/1/2007  email  from  Laura  Schwartz  to  David  Gerst,  GS  MBS-E- 
003026086;  2/2/2007  email  from  Paolo  Pellegrini  to  Laura  Schwartz  and  Sihan  Shu,  GS  MBS-E-002483499; 
2/2/2007  email  from  Laura  Schwartz  to  Paolo  Pellegrini  and  Sihan  Shu,  GS  MBS-E-002483496;  2/5/2007  email 
from  Paolo  Pellegrini  to  Laura  Schwartz,  GS  MBS-E-003062009;  2/5/2007  email  from  Laura  Schwartz  to  Paolo 
Pellegrini  and  others,  GS  MBS-E-002856966;  2/5/2007  email  from  David  Gerst  to  Paolo  Pellegrini  and  Sihan  Shu, 
PAULSON-ABACUS  0253248;  2/26/2007  email  from  Fabrice  Tourre  to  Keith  Gorman,  GS  MBS-E-002444961; 
3/22/2007  email  from  Sihan  Shu  to  Fabrice  Tourre  and  David  Gerst,  GS  MBS-E-003010587;  3/23/2007  Goldman 
document,  "ABACUS  2007-AC1,"  GS  MBS-E-002807082,  Hearing  Exhibit  4/27-120.   Goldman  asserted:   "The 
record  in  this  investigation  is  clear  that  the  overwhelming  majority  of  the  securities  were  identified  by  ACA." 
Goldman  Supp.  Submission  at  13.   However,  the  Goldman  and  Paulson  documents  reviewed  by  the  Subcommittee 
show  otherwise. 
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Goldman  characterized  Paulson's  participation  in  the  asset  selection  process  as  one  in  which 
the  hedge  fund  merely  "express[ed]  [its]  views"  about  the  reference  portfolio,2523  which  often 
happens  in  synthetic  CDO  transactions.2524  The  evidence  indicates,  however,  that  Paulson  did  more 
than  express  its  views;  it  played  an  active  and  determinative  role  in  the  asset  selection  process. 
Paulson  established  the  criteria  used  to  identify  the  initial  list  of  RMBS  securities,  proposed  a 
majority  of  the  reference  assets  in  the  final  portfolio,  and  approved  100%  of  the  reference  assets. 
Moreover,  the  "views"  expressed  by  Paulson  directly  conflicted  with  the  interests  of  the  investors  to 
whom  Goldman  was  marketing  the  Abacus  2007-AC1  deal.  Mr.  Pellegrini  was  quite  clear  about 
Paulson's  intentions  in  a  deposition  with  the  SEC: 

Question:  Your  portfolio  analysis  was  designed  in  large  part  to  identify  bonds  that  weren't 
going  to  perform,  right? 

Answer:  Right. 

Question:  Because  you  wanted  to  short  those  bonds? 

Answer:  Right.2525 

Goldman  documents  reviewed  by  the  Subcommittee  contain  conflicting  information  on 
exactly  who  was  involved  in  the  asset  selection  process.  Goldman's  Mortgage  Capital  Committee 
Memorandum  on  the  Abacus  CDO,  the  key  internal  Goldman  document  describing  the  new  CDO, 
stated:  "The  Reference  portfolio  has  been  selected  and  mutually  agreed  upon  by  ACA  and 
Goldman."2526  In  an  email  to  a  colleague,  however,  Mr.  Tourre  wrote  that  the  portfolio  had  been 
selected  by  "ACA/Paulson."2527  The  Abacus  Marketing  book  identified  ACA  as  the  portfolio 
selection  agent  for  the  CDO,  and  stated  that  the  portfolio  selection  agent  had  selected  the  reference 
assets.2528  The  Abacus  Offering  Memorandum  stated:  "The  Initial  Reference  Portfolio  will  be 
selected  by  ACA  Management,  L.L.C."2529 

Another  email  exchange,  between  Mr.  Tourre  and  his  colleague  Mr.  Egol,  demonstrates  the 
strong  influence  Paulson  had  in  the  selection  process.  1KB,  a  German  bank  that  was  a  frequent 
investor  in  past  Abacus  CDOs  and  was  considering  purchasing  securities  issued  by  Abacus  2007- 
AC1,  apparently  asked  to  have  certain  RMBS  securities  removed  from  the  portfolio  and  sent  the 
following  email  to  a  Goldman  sales  representative: 


Goldman  Supp.  Submission  at  10,  13. 

2525   SEC  deposition  of  Paolo  Pellegrini  (12/3/2008),  PSI-Paulson-04  (Pellegrini  Depo)-0001,  at  175-76. 

3/12/2007  Goldman  memorandum  to  Mortgage  Capital  Committee,  "ABACUS  Transaction  sponsored  by 
ACA,"  at  3,  GS  MBS-E-002406025,  Hearing  Exhibit  4/27-1 18. 

2527  5/8/2007  email  from  Fabrice  Tourre  to  Josh  Birnbaum,  GS  MBS-E-00361 1826,  Hearing  Exhibit  4/27-123. 

2528  3/23/2007  Goldman  document,  "Abacus  2007-AC1,"  at  11-12,  GS  MBS-E-002807082,  Hearing  Exhibit  4/27- 
120. 

2529  4/26/2007  Goldman  Sachs  Offering  Circular,  "Abacus  2007-AC1,  Ltd.,"  at  2,  GS  MBS-E-001918034. 
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"[D]id  you  hear  something  on  my  request  to  remove  Fremont  and  New  Century  serviced 
bonds?  I  would  like  to  try  to  [sic]  the  advisory  com[m]it[t]ee  this  week  and  would  need 
consent  on  it."2530 

The  1KB  email  was  forwarded  to  Mr.  Tourre,  who  sent  it  to  Mr.  Egol  with  the  following  message: 
"Paulson  will  likely  not  agree  to  this  unless  we  tell  them  that  nobody  will  buy  these  bonds  if  we 
don't  make  that  change."2531  Mr.  Tourre  expressed  concern,  not  about  what  ACA,  the  portfolio 
selection  agent,  might  or  might  not  agree  to,  but  only  about  what  the  Paulson  hedge  fund  might 
agree  to. 

Failing  to  Disclose  Key  Information.  Evidence  obtained  by  the  Subcommittee  indicates 
that  Paulson's  role  in  the  Abacus  asset  selection  process  and  its  investment  objectives  for  the  CDO 
were  not  fully  or  accurately  disclosed  to  key  parties  or  investors  at  the  time  the  CDO  was  being 
structured  and  sold. 

Moody's,  one  of  the  credit  rating  agencies  asked  to  rate  the  Abacus  securities,  was  not 
informed  of  Paulson's  role  or  investment  objectives.  At  a  Subcommittee  hearing  on  the  role  of  the 
credit  rating  agencies  in  the  financial  crisis,  Eric  Kolchinsky,  a  former  Moody's  managing  director 
who  oversaw  its  CDO  ratings  and  was  familiar  with  Abacus  2007-AC1,  provided  sworn  testimony 
that  he  had  not  known  of  Paulson's  involvement  with  the  CDO  at  the  time  it  was  rated,  did  not 
know  of  Paulson's  role  in  selecting  the  referenced  assets,  and  believed  his  staff  did  not  know  either. 
He  testified  that  allowing  an  entity  that  wants  a  CDO  to  "blow  up"  to  pick  its  assets  "changes  the 
whole  dynamic,"  and  was  information  that  he  would  have  wanted  to  know  when  rating  the 
securities: 

Senator  Levin:  And  were  you  or  your  staff  aware  at  the  time  that  Moody's  was  working  on 
the  ABACUS  rating  that  Paulson  was  shorting  the  assets  in  ABACUS  and  playing  a  role  in 
selecting  referenced  assets  expected  to  perform  poorly? 

Mr.  Kolchinsky:  I  did  not  know,  and  I  suspect,  I  am  fairly  sure,  that  my  staff  did  not  know 
either. 

Senator  Levin:  And  are  these  facts  that  you  or  your  staff  would  have  wanted  to  know  before 
rating  ABACUS? 

Mr.  Kolchinsky:  From  my  personal  perspective,  it  is  something  that  I  would  have  wanted  to 
know  because  it  is  more  of  a  qualitative  not  a  quantitative  assessment  if  someone  who 
intends  the  deal  to  blow  up  is  picking  the  portfolio.  But,  yes,  that  is  something  that  I  would 
have  personally  wanted  to  know.  It  changes  the  incentives  in  the  structure. 


2530 


3/12/2007  email  from  Jorg  Zimmerman  (1KB)  to  Michael  Nartey,  GS  MBS-E-002683  134. 


2531   3/12/2007  email  from  Fabrice  Tourre  to  Jonathan  Egol,  GS  MBS-E-002648826. 
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Senator  Levin:  Are  people  usually  putting  deals  together  that  want  the  deal  to  succeed? 
Isn't  that  the  usual  assumption? 


Mr.  Kolchinsky:  That  is  the  basic  assumption,  yes. 


Senator  Levin:  And  if  the  person  wanting  the  deal  to  blow  up  is  picking  the  assets,  that 
would  run  counter  to  what  the  usual  assumption  is? 

Mr.  Kolchinsky:  It  just  changes  the  whole  dynamic  of  the  structure  where  the  person  who  is 
putting  it  together,  choosing  it,  wants  it  to  blow  up.2532 


Moody's  assigned  AAA  ratings  to  two  tranches  of  the  Abacus  CDO.2533 

ACA  told  the  Subcommittee  that,  throughout  the  asset  selection  process,  it  was  not  informed 
and  remained  unaware  of  Paulson's  true  investment  objective,  which  was  to  identify  and  short  a  set 
of  assets  that  it  believed  would  not  perform  and  would  lose  value.2534  According  to  ACA,  it 
believed  that  Paulson  was  going  to  be  a  long  investor  in  the  CDO  through  its  purchase  of  the  equity 
share  that  would  incur  the  first  losses  in  the  CDO.  Contemporaneous  ACA  documents  support  that 
position.  An  internal  ACA  Commitments  Committee  Memorandum  on  Abacus  2007-AC1  dated 
February  12,  2007,  for  example,  stated:  "The  hedge  fund  is  taking  the  0-9%  equity  tranche."2535 
Ten  days  later,  on  February  23,  2007,  the  ACA  Managing  Director  who  worked  on  the  Abacus 
transaction  spoke  with  a  Goldman  representative,  and  took  notes  of  the  conversation  which  stated  in 
part:  "Paulson  taking  0-10%. "2536  In  April  2007,  the  same  ACA  Managing  Director  sent  an  email  to 
the  CEO  and  President  of  ACA's  parent  company,  ACA  Capital  Holdings  Inc.,  which  was 
considering  buying  Abacus  securities  for  itself.  Her  email  stated:  "We  did  price  $192  million  in 
total  of  Class  Al  and  A2  today  to  settle  April  26th.  Paulson  took  down  a  proportionate  amount  of 
equity  (0-10%  tranche)."2537 

In  addition,  on  January  10,  2007,  a  few  days  after  ACA  was  first  approached  by  Goldman 
about  working  on  the  Abacus  CDO,  Mr.  Tourre  sent  ACA  a  "Transaction  Summary"  describing  the 
proposed  transaction.  The  Transaction  Summary  identified  the  Paulson  hedge  fund  as  the 
"Transaction  Sponsor,"  described  the  "Contemplated  Capital  Structure"  of  the  CDO,  and  indicated 
that  the  lowest  tranche,  "[0]%-[9]%,"  was  "pre-committed  first  loss."2538  The  ACA  Managing 
Director  told  the  Subcommittee  that  the  "[0]%-[9]%"  tranche  identified  in  the  Transaction 

2532  April  23,  2010  Subcommittee  Hearing  at  63-64. 

2533  See  3/23/2007  Goldman  document,  "Abacus  2007-AC1,"  at  14,  GS  MBS-E-002807082,  Hearing  Exhibit  4/27- 
120.   Moody's  rating  of  Aaa  is  equivalent  to  a  AAA  rating.   Standard  and  Poor's  also  rated  the  Abacus  Class  A-l 
notes  and  the  Class  A-2  notes  as  AAA. 

2534  Subcommittee  interview  of  Laura  Schwartz  (ACA)  (4/23/2010). 

2535  2/12/2007  "CDO  Asset  'Management'  Proposal  for  Abacus  2007-AC1,"  submitted  to  ACA  Commitments 
Committee,  at  2,  ACA-ABACUS-0000121560-66. 

2/23/2007  handwritten  notes  of  Laura  Schwartz,  ACA  Managing  Director  of  CDO  asset  management,  ACA 
ABACUS  00004171  at  173. 

2537  4/10/2007  email  from  ACA  Managing  Director  Laura  Schwartz,  ACA-ABACUS-0000006327. 

2538  1/10/2007  email  from  Fabrice  Tourre  to  Laura  Schwartz,  GS  MBS-E-002480520,  Hearing  Exhibit  4/27-108. 
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Summary  matched  the  general  description  of  an  equity  tranche,  and  the  wording  suggested  that 
someone  had  already  committed  to  buy  it.2539  She  explained  that  it  was  typical  for  a  CDO  sponsor 
to  purchase  the  equity  tranche,  and  she  believed  that  Paulson,  as  the  Abacus  "sponsor,"  had 
committed  to  buy  that  tranche.2540  The  Abacus  Marketing  book  also  specified  that  the  "First  Loss" 
tranche  of  the  CDO,  of  a  "[+10%]"  size,  was  "Not  Offered"  for  sale.2541  The  ACA  Managing 
Director  declared  in  a  statement  to  the  SEC  that  she  had  interpreted  the  phrase,  "Not  Offered,"  to 
indicate  the  equity  tranche  had  been  "pre-placed"  and  "ha[d]  already  been  committed  to  purchase  by 
an  investor  and  [would]  not  be  marketed."2542  She  thought  that  investor  was  the  Paulson  hedge 
fund. 

When  asked  about  the  Transaction  Summary  description  of  the  lowest  tranche  in  the  Abacus 
CDO,  Mr.  Tourre  told  the  Subcommittee  that  the  phrase  "pre-committed  first  loss"  normally 
indicated  that  the  tranche  had  been  sold.  He  stated  that  he  actually  meant  to  communicate  that  the 
tranche  had  not  been  sold,  and  that  portion  of  the  Transaction  Summary  was  poorly  worded.2543 

In  his  prepared  statement  at  the  Subcommittee  hearing,  Mr.  Tourre  testified  that  he  never 
told  ACA  that  the  Paulson  hedge  fund  would  be  a  long  investor  in  the  Abacus  CDO: 

"I  never  told  ACA,  the  portfolio  selection  agent,  that  Paulson  and  Company  would  be  an 
equity  investor  in  the  AC-1  transaction  or  would  take  any  long  position  in  the  deal.  Although 
I  don't  recall  the  exact  words  that  I  used,  I  recall  informing  ACA  that  Paulson's  fund  was 
expected  to  buy  credit  protection  on  some  of  the  senior  tranches  in  this  deal.  This  necessarily 
meant  that  Paulson  was  expected  to  take  some  short  position  in  the  transaction."2544 

In  addition,  Mr.  Tourre  testified  that  he  informed  ACA  that  the  Paulson  hedge  fund  was 
going  to  invest  only  on  the  short  side  of  the  transaction: 

Senator  Levin:  You  did  not  disclose  to  ACA  that  Paulson  was  on  the  short  side  of  this  deal. 
Is  that  correct? 

Mr.  Tourre:  I  did  mention  to  ACA  that  the  expectation  was  that  Paulson  was  going  to  buy 
protection  on  senior  layers  of  risk  in  the  transaction. 

Senator  Levin:  That  they  were  going  to  be  only  on  the  short  side. 


2:v!') 


Subcommittee  interview  of  Laura  Schwartz  (4/23/2010).    See  also  Statement  of  Laura  Schwartz,  ACA  ABACUS 


00004406  at  408. 

Id.    See  also  1/10/2007  email  from  Fabrice  Tourre  to  Laura  Schwartz,  "Transaction  Summary,"  GS  MBS-E- 
002480520,  Hearing  Exhibit  4/27-108;  SEC  Complaint  against  Goldman  Sachs  at  14,  15;  Goldman  Sachs 
Submission  at  32  (citing  1/10/2007  email  from  Fabrice  Tourre  to  Laura  Schwartz,  "Transaction  Summary,"  GS 
MBS-E-003504901). 

2541  3/23/2007  ACA/Goldman  document,  "Abacus  2007-AC1,"  ACA-ABACUS-002807082,  Hearing  Exhibit  4/27- 
120;  Statement  of  Laura  Schwartz,  ACA  ABACUS  00004406  at  408. 

2542  Statement  of  Laura  Schwartz,  ACA  ABACUS  00004406  at  408. 
Subcommittee  interview  of  Fabrice  Tourre  (4/24/2010). 

2544  April  27,  2010  Subcommittee  Hearing  at  44. 
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Mr.  Tourre:  Yes.2545 

ACA  has  since  filed  a  civil  lawsuit  against  Goldman  asserting  that  Goldman  did  not  inform  ACA 
that  "Paulson  intended  to  take  an  enormous  short  position"  in  Abacus  and  is  seeking  to  recover  $30 
million  in  compensatory  damages  and  $90  million  in  punitive  damages  for  fraudulent  inducement, 
fraudulent  concealment,  and  unjust  enrichment.2546 

Regardless  of  the  communications  between  Goldman  and  ACA,  it  is  clear  that  the  Abacus 
marketing  material  and  offering  documents  provided  by  Goldman  to  investors  contained  no  mention 
of  Paulson's  short  position  in  the  CDO  nor  the  significant  role  it  played  in  the  selection  of  the 
CDO's  reference  assets.  This  was  confirmed  by  Mr.  Tourre  at  the  Subcommittee  hearing: 

Senator  Levin:  And  was  it  reflected  in  the  Goldman  Sachs  security  offering  to  investors  that 
Paulson  had  been  part  of  the  selection  process?  Was  that  represented  in  that  document? 

Mr.  Tourre:  Paulson  was  not  disclosed  in  the  Abacus  07  AC-1  transaction,  Mr.  Chairman. 

Senator  Levin:  It  was  not? 

Mr.  Tourre:  No,  it  was  not.2547 

Still  another  troubling  omission  was  Goldman's  failure  to  advise  potential  Abacus  investors 
that  the  firm's  own  economic  interests  were  aligned  with  those  of  the  Paulson  hedge  fund.  As  part 
of  the  Abacus  CDO  arrangement,  Paulson  agreed  to  pay  Goldman  a  higher  fee  if  Goldman  could 
provide  Paulson  with  CDS  contracts  containing  premium  payments  below  a  certain  level.2548    The 

2545  Id.  at  86. 

2546  ACA  Financial  Guaranty  Corp.  v.  Goldman  Sachs  &  Co.,  Index  No.  650027/201 1  (N.Y.  Sup.),  Complaint 
(January  6,  201 1),  at  1,  23  (hereinafter  "ACA  Complaint  against  Goldman  Sachs). 

2547  April  27,  2010  Subcommittee  Hearing  at  86. 

See  3/12/2007  Goldman  memorandum  to  Mortgage  Capital  Committee,  "ABACUS  Transaction  sponsored  by 
ACA,"  GS  MBS-E-002406025,  Hearing  Exhibit  4/27-1 18  ("Goldman  will  receive  an  upfront  premium  from  Paulson 
for  distributing  risk  at  or  within  specified  strike  spreads."   "If  Goldman  succeeds  in  placing  a  given  Targeted 
Tranche  inside  the  related  Strike  Spread,  Goldman  will  receive  from  Paulson  a  fee  on  the  notional  amount  of  such 
Targeted  Tranche  distributed.  Such  fee  will  have  a  floor  component  (the  'Minimum  Fee  Rate')  and  an  upside  sharing 
component,  under  which  Goldman  will  share  with  Paulson  any  execution  delivered  at  levels  tighter  than  the  Strike 
Spreads.").   See  also  1/18/2007  email  from  Fabrice  Tourre  to  David  Lehman  and  others,  GS  MBS-E-002483446 
(detailing  the  additional  fees  Goldman  could  earn  by  executing  trades  within  the  strike  spread  of  each  tranche); 
3/14/2007  email  from  Paolo  Pellegrini  to  Sihan  Shu  with  "ACA  ABACUS  Paulson  Fee  Illustration"  spreadsheet 
attached  (the  spreadsheet  provides  details  of  the  incentive-based  fees  paid  to  Goldman,  including  for  Goldman's 
pricing  of  spreads),  PAULSON-ABACUS  0250401.   Mr.  Pellegrini  told  the  SEC  that  Goldman  and  Paulson  had 
discussions  regarding  Goldman's  compensation,  resulting  in  "a  formula  that  tied  their  compensation  to  sort  of  kind 
of  the  spread  that  they  sort  of  presented  to  or  that  they  would  present  to  us."   SEC  deposition  of  Paolo  Pellegrini 
(12/3/2008),  PSI-Paulson-04  (Pellegrini  Depo)-0001,  at  118-19.   Mr.  Tourre  described  the  compensation  agreement 
in  an  email  to  Mr.  Sparks,  writing  that  if  Goldman  could  place  super  senior  risk  inside  a  certain  spread,  Paulson 
would  pay  Goldman  an  upfront  fee  and  periodic  fees  reflecting  the  money  Goldman  saved  Paulson.   9/8/2006  email 
from  Fabrice  Tourre  to  Dan  Sparks,  GS  MBS-E-0095  16671.   Mr.  Tourre  told  the  SEC  that  Paulson  was 
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problem  with  the  fee  incentive  offer  was  that,  while  lower  premiums  would  result  in  lower  costs  to 
Paulson,  it  would  also  result  in  lower  premium  payments  to  the  CDO,  directly  reducing  the  amount 
of  cash  available  to  the  long  investors.  The  Paulson-Goldman  compensation  arrangement,  thus, 
created  a  direct  conflict  of  interest  between  Goldman  and  the  investors  to  whom  it  was  selling  the 
Abacus  securities. 

Selling  Abacus  Securities.  Abacus  2007-AC1  closed,  and  its  securities  were  issued  on 
April  26,  2007.  They  were  issued  later  than  the  securities  from  the  Hudson,  Anderson,  and 
Timberwolf  CDOs  and  hit  the  market  as  subprime  mortgages  were  hitting  record  delinquency  and 
default  rates.  Goldman  sold  the  Abacus  2007-AC1  securities  to  just  three  investors:  1KB,  the 
German  bank;  AC  A,  the  portfolio  selection  agent;  and  AC  A  Financial  Guaranty  Corp.,  the  owner  of 
ACA  and  a  wholly  owned  subsidiary  of  ACA  Capital  Holdings  Inc.2549  1KB  bought  $150  million  of 
the  AAA  rated  Abacus  securities.  ACA  bought  about  $42  million  in  the  AAA  securities  for 
placement  in  another  CDO  it  was  managing. 2550  ACA  Financial  Guaranty  Corp.  was  by  far  the 
largest  investor,  taking  the  long  side  of  a  $909  million  CDS  contract  referencing  the  super  senior 
portion  of  the  CDO.2551  Goldman  took  the  short  side  of  the  CDS  contract,  which  it  then  transferred 
to  Paulson.2552 


"comfortable  buying  protection  only  to  the  extent  that  the  spreads  they  were  paying  were  less  than  a  certain  level." 

SEC  deposition  of  Fabrice  Tourre  (3/3/2009),  GS  MBS  0000022785,  at  899-900. 

2549   SEC  Complaint  against  Goldman  Sachs  at  18.    See  Credit  Default  Swap  Insurance  Policy,  ACA  ABACUS 

00001593.   ACA  complaint  against  Goldman  Sachs  at  15,  16. 

'  ~     See  Goldman  trading  datasheet,  GS  MBS  0000004276  (showing  closing  dates  and  details  on  various  deals, 

including  Abacus). 

5/8/2007  email  exchange  between  Joshua  Birnbaum  and  Fabrice  Tourre,  "Post  on  Paulson  and  ABACUS  07- 
AC1,"  GS  MBS-E-003352815;  4/13/2007  email  exchange  between  Fabrice  Tourre  and  Charlie  Remnant,  "ABACUS 
07-AC1,"  GS  MBS-E-002485172;  5/9/2007  email  to  Fabrice  Tourre,  "ABN  Amro,"  GS  MBS-E-002461503.   ABN 
AMRO  Bank  N.V.  (ABN),  a  large  European  bank,  intermediated  the  swap  between  Goldman  and  ACA  Financial 
Guaranty  Corp. 

The  CDS  contracts  were  executed  between  Goldman  Sachs  International  and  Paulson  Credit  Opportunities 
Master  II  Ltd.,  one  of  the  Paulson  hedge  funds.  4/9/2007  email  from  Nicholas  Friedman  to  Fabrice  Tourre  and 
others,  "Re:  ABACUS  07-AC1,"  GS  MBS-E-002449178. 

Shortly  before  the  Abacus  2007-AC1  transaction  closed,  Goldman  agreed  to  take  the  long  side  of  a  CDS 
contract  on  the  performance  of  a  small  portion  of  Abacus'  underlying  assets  when  Paulson  wanted  to  increase  its 
short  position  at  the  last  minute.   Although  Goldman  ended  up  retaining  this  long  investment,  it  did  so  only  because 
it  could  not  find  an  investor  who  would  buy  it.   Mr.  Tourre  admitted  this  fact  in  the  April  27,  2010  Subcommittee 
Hearing. 

Senator  Levin:   Did  Goldman  intend  to  keep  a  long  stake  in  that  transaction  when  the  deal  was  structured?   I 

know  it  ended  up  with  a  piece.   Was  it  intended  that  it  end  up  with  a  piece  of  that  deal? 

Mr.  Tourre:  We  tried  to  hedge  our  risk  by  selling  that  piece  as  well,  but  were  not  successful  in  doing  so. 

Senator  Levin:   So  it  was  intended  to  sell  that  piece? 

Mr.  Tourre:   For  prudent  risk  management  reasons,  we  were  trying  - 

Senator  Levin:   Oh,  I  am  sure  for  all  the  right  reasons.   But  it  was  intended  that  Goldman  not  have  any  long 

stake  on  that  piece.   Is  that  correct? 

Mr.  Tourre:   Yes. 
See  also  6/5/2007  email  from  David  Gerst  to  Jonathan  Egol,  GS  MBS-E-002469912,  Hearing  Exhibit  4/27-126. 
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Within  months,  the  high  risk  subprime  mortgages  underlying  the  RMBS  securities 
referenced  in  the  Abacus  portfolio  incurred  steep  rates  of  default,  and  the  Abacus  securities  began  to 
lose  value.  According  to  the  SEC,  by  October  2007,  six  months  after  the  securities  were  issued, 
83%  of  the  underlying  assets  had  received  a  credit  rating  downgrade  and  17%  of  the  underlying 
assets  had  been  placed  on  a  negative  credit  watch.2553  On  October  26,  2007,  a  Goldman  employee 
sent  an  email  about  Abacus  2007-AC1  with  an  assessment  even  more  negative  than  that  of  the  SEC: 

"This  deal  was  number  1  in  the  universe  of  CDO's  that  were  downgraded  by  Moody's  and 
S&P.  99.89%  of  the  underlying  assets  were  downgraded."2554 

The  three  long  investors  in  Abacus  2007-AC1  together  lost  more  than  $1  billion.  As  the 
sole  short  investor,  Paulson  recorded  a  corresponding  profit  of  about  $1  billion.2555 

On  April  16,  2010,  the  SEC  filed  a  complaint  against  Goldman  and  Mr.  Tourre,  alleging 
their  actions  constituted  securities  fraud.2556  The  SEC  specifically  alleged  violations  of  Section 
17(a)  of  the  Securities  Act  of  1933,  as  well  as  Section  10(b)  and  Rule  10b-5  of  the  Securities 
Exchange  Act  of  1934.2557  The  SEC  contended  that  Goldman  had  failed  to  disclose  to  potential 
investors  materially  adverse  information,  that  the  party  shorting  the  reference  assets  was  the  same 
party  that  had  played  a  significant  role  in  selecting  those  assets.2558  On  July  14,  2010,  Goldman 
reached  a  $550  million  settlement  with  the  SEC.2559  In  connection  with  the  settlement,  Goldman 
acknowledged: 

"[T]he  marketing  materials  for  the  ABACUS  2007-AC1  transaction  contained  incomplete 
information.  In  particular,  it  was  a  mistake  for  the  Goldman  marketing  materials  to  state 

SEC  Complaint  against  Goldman  Sachs  at  3. 
2554   10/26/2007  email  from  Goldman  salesman  to  Michael  Swenson,  "ABACUS  2007-AC1  -  Marketing  Points 
(INTERNAL  ONLY)  [T-Mail],"  GS  MBS-E-016034495. 

SEC  Complaint  against  Goldman  Sachs  at  3. 

See  SEC  Complaint  against  Goldman  Sachs. 

2557  Pursuant  to  15  U.S.C.  §78j(b)  and  17  C.F.R.  §240.10b-5,  the  SEC  alleged  that  Goldman  and  Mr.  Tourre,  "in 
connection  with  the  purchase  or  sale  of  securities  or  securities-based  swap  agreements,  by  the  use  of  means  or 
instrumentalities  of  interstate  commerce  or  of  the  mails,  directly  or  indirectly  (a)  employed  devices,  schemes  or 
artifices  to  defraud;  (b)  made  untrue  statements  of  material  facts  or  omissions  of  material  facts  necessary  in  order  to 
make  the  statements  made,  in  the  light  of  the  circumstances  under  which  they  were  made,  not  misleading;  or  (c) 
engaged  in  transactions,  practices  or  courses  of  business  which  operated  or  would  operate  as  a  fraud  or  deceit  upon 
persons."   SEC  Complaint  against  Goldman  Sachs  at  20-21.  The  SEC  alleged  that  Goldman  and  Mr.  Tourre 
"knowingly  or  recklessly  misrepresented  in  the  term  sheet,  flip  book  and  offering  memorandum  for  ABACUS  2007- 
AC1  that  the  reference  portfolio  was  selected  by  AC  A  without  disclosing  the  significant  role  in  the  portfolio 
selection  process  played  by  Paulson,  a  hedge  fund  with  financial  interests  in  the  transaction  adverse  to  1KB,  ACA 
Capital  and  ABN.  Goldman&Co  and  Tourre  also  knowingly  or  recklessly  misled  ACA  into  believing  that  Paulson 
invested  in  the  equity  of  ABACUS  2007-AC1  and,  accordingly,  that  Paulson's  interests  in  the  collateral  section 
process  were  closely  aligned  with  ACA's  when  in  reality  their  interests  were  sharply  conflicting."   SEC  Complaint 
against  Goldman  Sachs  at  21.  Similar  charged  were  filed  pursuant  to  15  U.S.C.  §  77q(a)(l),  (2)  and  (3).    See  SEC 
Complaint  against  Goldman  Sachs  at  19. 

2558  SEC  Complaint  against  Goldman  Sachs  at  2,  20,  21. 

Securities  and  Exchange  Commission  v.  Goldman,  Sachs  &  Co.  and  Fabrice  Tourre,  Case  No.  10-CV-3229, 
(S.D.N.Y.),  Consent  of  Goldman  Sachs,  (July  14,  2010),  at  1,  2,  10  (hereinafter  "Consent  of  Goldman  Sachs"). 
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that  the  reference  portfolio  was  'selected  by'  AC  A  Management  LLC  without  disclosing  the 
role  of  Paulson  &  Co.  Inc.  in  the  portfolio  selection  process  and  that  Paulson's  economic 
interests  were  adverse  to  CDO  investors."2560 

Analysis.  Goldman  constructed  Abacus  2007-AC1  to  help  a  hedge  fund  short  multiple 
RMBS  securities.  Goldman  allowed  the  hedge  fund  to  play  a  significant  role  in  the  selection  of  the 
CDO's  referenced  assets,  while  employing  an  outside  portfolio  agent  to  give  the  impression  that  the 
CDO  assets  were  selected  by  a  disinterested  third  party.  Goldman  failed  to  disclose  the  hedge 
fund's  investment  objective  and  asset  selection  role  to  a  credit  rating  agency  that  assigned  AAA 
ratings  to  two  tranches  of  the  Abacus  securities.  Goldman  also  failed  to  provide  full  disclosure  to 
the  long  investors  to  whom  it  sold  the  Abacus  securities.  In  addition,  Goldman  failed  to  disclose  to 
the  investors  a  compensation  arrangement  that  provided  incentives  for  Goldman  to  minimize  the 
premium  payments  into  the  CDO.  Within  six  months,  the  Abacus  securities  began  incurring  losses 
and  ratings  downgrades.  Goldman  watched  the  long  investors  to  whom  it  had  sold  the  securities 
lose  virtually  all  the  funds  they  had  invested,  while  the  hedge  fund  it  had  assisted  walked  away  with 
a  profit  of  approximately  $  1  billion. 

(iii)  Additional  CDO  Conflicts  of  Interest 

In  addition  to  creating  and  failing  to  manage  conflicts  of  interest  arising  from  its  design  and 
sale  of  CDO  securities,  Goldman  at  times  allowed  conflicts  of  interest  to  affect  how  it  carried  out 
key  roles  in  the  administration  of  its  CDOs.2561  Two  examples,  in  which  Goldman  acted  as  the 
liquidation  agent  in  Hudson  1  and  the  collateral  put  provider  in  Timberwolf,  illustrate  the  problems. 
In  both  cases,  Goldman  used  its  administrative  roles  to  promote  and  enhance  its  own  financial 
interests  at  the  expense  of  the  clients  to  whom  it  had  sold  the  CDO  securities. 

AA.  Liquidation  Agent  in  Hudson  1 

In  2006  and  2007,  several  Goldman  CDOs  included  provisions  establishing  a  "liquidation 
agent"  to  sell  any  poorly  performing  assets  in  the  CDO.  This  feature  appeared  in  Hudson 
Mezzanine  2006-1,  which  is  examined  in  this  Report,  as  well  as  Hout  Bay  2006-1,  Hudson  High 


Consent  of  Goldman  Sachs  at  2.  Despite  this  acknowledgment  by  Goldman  as  part  of  the  settlement,  when  asked 
during  the  Subcommittee  hearing  if  "a  non-biased  person  [could]  look  at  the  facts  [of  Abacus  2007-AC1]  as  you  see 
them  and  say  there  is  a  question  of  unethical  behavior  here,"  David  Viniar,  the  executive  vice  present  and  chief 
financial  officer  for  Goldman,  stated  he  "didn't  believe  so."  April  27,  2010  Subcommittee  Hearing  at  125. 

Some  of  the  administrative  roles  that  Goldman  filled  in  its  CDOs,  as  described  in  its  CDO  agreements,  included: 
Initial  Purchaser,  Synthetic  Security  Counterparty,  Senior  Swap  Counterparty,  Credit  Protection  Buyer,  Liquidation 
Agent,  Calculation  Agent  under  U.S.  Dollar  Cash  Flow  Swap  Transaction,  Collateral  Put  Provider,  CP  Note 
Placement  Agent,  Portfolio  CDS  Counterparty,  Hedge  Counterparty  -  Cashflow  Swap,  Collateral  Disposal  Agent, 
Credit  Default  Swap  Calculation  Agent,  Basis  Swap  Counterparty,  and  Basis  Swap  Calculation  Agent.   2/18/2008 
document  prepared  by  Goldman  Sachs,  outlining  the  parties  serving  each  role  in  Goldman  underwritten  CDOs,  GS 
MBS  0000004337. 
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Grade  2006-1,  Hudson  Mezzanine  2006-2,  and  Anderson  Mezzanine  2007- 1.2562  In  each  instance, 
Goldman  served  as  the  initial  liquidation  agent,  although  in  several  CDOs,  it  later  transferred  the 
role  to  a  third  party.  In  Hudson  1,  Goldman's  dual  roles  as  liquidation  agent  and  sole  short  party  in 
the  CDO  created  a  direct  conflict  of  interest  between  Goldman  and  the  clients  to  whom  it  sold  the 
Hudson  securities,  which  Goldman  exploited  by  placing  its  own  financial  interests  ahead  of  those  of 
its  clients. 

Designing  the  Liquidation  Agent  Role.  According  to  Goldman,  appointing  a  CDO 
liquidation  agent  was  a  "fairly  novel  idea"  that  was  first  implemented  in  the  2006  Hout  Bay 
CDO.2563  Peter  Ostrem,  then  head  of  the  CDO  Origination  Desk,  oversaw  the  drafting  of  the 
liquidation  agent  feature.2564  He  told  the  Subcommittee  that  Goldman  wanted  to  issue  static 
portfolio  CDOs,  meaning  CDOs  whose  assets  did  not  change  over  time,  but  also  wanted  to  protect 
investors  from  poorly  performing  assets.  He  explained  that  the  liquidation  agent  feature  was 
intended  to  be  triggered  by  a  specified  event  and  provided  the  liquidation  agent  with  "no  discretion" 
other  than  to  sell  the  poorly  performing  asset,  which  was  referred  to  as  a  "Credit  Risk  Asset."  He 
explained  that,  without  such  a  feature,  poorly  performing  assets  would  "just  stay  there"  in  a  CDO, 
further  harming  investors.2565  The  CDO  Origination  Desk  also  favored  the  approach,  because  it 
could  be  performed  by  Goldman  itself  at  a  lower  cost  than  retaining  a  traditional  collateral 
manager.2566 

The  liquidation  agent  provisions  established  criteria  for  identifying  "Credit  Risk  Assets"  and 
removing  them  from  the  CDO.  In  a  July  2006  memorandum  to  the  Goldman  Mortgage  Capital 
Committee,  the  CDO  Origination  Desk  described  the  liquidation  agent  role  as  follows: 

"As  Liquidation  Agent,  Goldman  will  liquidate  assets  determined  by  the  Trustee  to  be 
'Credit  Risk  Assets'  based  on  specific  guidelines.  Goldman  will  have  12  months  to  sell 
these  assets.  Sales  will  be  made  under  a  competitive  bidding  process,  whereby  we  will 
solicit  three  outside  bids  and  select  the  highest.  Prior  to  executing  Hout  Bay  1 ,  in  which  we 
also  played  the  Liquidation  Agent  role,  we  spoke  to  multiple  counterparties  as  to  our  role  as 
Liquidation  Agent.  We  received  approval  for  our  role  in  this  transaction  from  legal  and 
accounting.  ...  Finally,  we  spoke  with  outside  counsel,  Wilmer  Cutler,  about  potential  issues 
related  to  the  Investment  Advisor  Act.  They  are  of  the  opinion  that  our  role  of  Liquidation 
Agent  does  not  cause  us  to  be  deemed  an  Investment  Advisor  based  on  the  exception  to  the 
Advisors  Act  for  a  'limited  grant  of  discretion.'"2567 


2562  2/18/2008  Goldman  presentation,  "CDO  Transactions  (July  1,  2006  -  December  31,  2007)  in  which  Goldman 
Sachs  acted  as  underwriter,"  GS  MBS  0000004337,  at  4340;  7/19/2007  Goldman  document,  "GS  Liquidation  Agent 
Role  in  ABS  CDOs,"  GS  MBS-E-0140551 17. 

Subcommittee  interview  of  Darryl  Herrick  (10/13/2010). 
2564   Subcommittee  interview  of  Peter  Ostrem  (10/5/2010). 

Id.   Although  Mr.  Ostrem  helped  design  the  liquidation  agent  feature,  he  was  not  employed  by  Goldman  when  its 
CDO  assets  were  downgraded  and  triggered  its  liquidation  agent  duties. 

See  7/17/2006  Goldman  memorandum  to  the  Mortgage  Capital  Committee,  "Placing  debt  and  equity  on  a  static 
high  grade  structured  product  CDO  Squared  with  Investec  (UK)  Limited,"  GS  MBS-E-013458155. 
2567  Id. 
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One  key  issue  discussed  in  the  memorandum  was  whether,  by  assuming  the  role  of 
liquidation  agent,  Goldman  would  trigger  registration  and  disclosure  obligations  under  the 
Investment  Advisers  Act  of  1940.  The  CDO  Origination  Desk  wrote: 

"We  have  discussed  Goldman's  role  as  Liquidation  Agent  internally  with  Tim  Saunders 
[counsel  in  Goldman's  legal  department]  and  externally  with  outside  counsel,  Wilmer 
Cutler.  One  concern  about  that  role  was  whether  Goldman  would  be  viewed  as  an 
Investment  Advisor.  We  specifically  crafted  Goldman's  role  in  Hout  Bay  1  and  in  this  case 
to  eliminate  both  internal  and  external  counsel's  concern  about  Goldman  being  treated  as  an 
Investment  Advisor.  The  main  factors  that  made  Tim  Saunders  and  Wilmer  Cutler 
comfortable  that  Goldman  will  not  be  treated  as  an  Investment  Advisor  were: 

-  Goldman's  role  is  Liquidation  Agent  and  not  Collateral  Manager.  Goldman  is 
engaged  by  the  CDO  to  liquidate  Credit  Risk  Assets  and  will  receive  an  ongoing 
Liquidation  Agent  Fee  for  such  services; 

-  Goldman  does  not  determine  whether  an  asset  is  a  Credit  Risk  Asset.  Such 
determination  is  made  by  the  CDO  based  on  specific  rules  .  .  .  ; 

-  Goldman  must  liquidate  such  Credit  Risk  Assets  within  12  months  of  such 
determination  and  the  price  received  on  such  liquidation  must  be  in  the  context  of  a 
three-bid  process; 

-  Goldman  does  not  receive  additional  compensation  and  or  control  of  the  CDO  for 
acting  as  a  Liquidation  Agent.  ... 

We  will  build  a  provision  in  the  deal  documents  to  allow  Goldman  to  resign  as  Liquidation 
Agent  if  appropriate  notice  is  given  and  a  replacement  Liquidation  Agent  is  in  place."2568 

This  memorandum  indicates  that,  from  its  inception,  the  liquidation  agent  function  was  designed  as 
a  narrow,  ministerial  role,  in  part  to  avoid  the  legal  obligations  applicable  under  federal  law  to 
investment  advisers. 

The  memorandum  also  indicated  that  "Credit  Risk  Assets"  would  be  identified  through 
objective  criteria.  For  example,  in  the  CDO  under  review,  the  memorandum  stated  that  Credit  Risk 
Assets  would  be  defined  as  "[a]ny  asset  that  is  downgraded  by  Moody's  or  S&P  below  Ba2"  and 
"[a]ny  asset  that  is  defaulted."2569 

Credit  Rating  Downgrades.  One  year  later,  on  July  19,  2007,  after  Mr.  Ostrem  had  left 
Goldman  and  Mr.  Lehman  had  assumed  responsibility  for  all  Goldman-originated  CDOs,  he  held  a 
conference  call  with  members  of  the  CDO  team  and  Goldman  in-house  legal  counsel  Tim  Saunders, 


2569  id. 
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to  discuss  how  to  carry  out  Goldman's  CDO  liquidation  agent  responsibilities.  The  prior  week, 
Moody's  and  S&P  had  suddenly  downgraded  hundreds  of  RMBS  and  CDO  securities  in  the  first  of 
many  mass  downgrades.  Those  downgrades  suddenly  caused  a  number  of  assets  in  Goldman's 
CDOs  to  qualify  as  Credit  Risk  Assets  that  had  to  be  liquidated. 

In  advance  of  the  conference  call,  Mr.  Lehman's  staff  prepared  a  two-page  summary  of 
Goldman's  liquidation  agent  duties,  the  liquidation  procedures  specified  in  the  CDO  documents,  the 
CDOs  affected,  and  the  assets  that  Goldman  anticipated  would  be  affected  by  the  downgrades.2570 

Four  days  after  the  conference  call,  on  July  23,  2007,  Benjamin  Case,  who  had  been 
assigned  lead  responsibility  for  carrying  out  Goldman's  liquidation  agent  functions,  circulated  a 
draft  document  describing  Goldman's  role.  It  stated  that  Goldman's  goal  as  liquidation  agent  was: 

"to  attempt  to  maximize  proceeds  on  the  unwind  of  credit  risk  assets  pursuant  to  the 
liquidation  process  governed  by  the  CDO  documents,  rather  than  to  liquidate  at  an  arbitrary 
pre-specified  time  without  regard  to  market  conditions."2571 

It  identified  the  assets  that  had  been  classified  as  Credit  Risk  Assets  and  provided  Goldman's 
"Current  Strategy"  for  handling  them: 

"-  wait  and  continue  to  evaluate  market  conditions,  rather  than  liquidating  now. 

-  upside  is  that  continued  short-covering  by  hedge  funds  anxious  to  monetize  profits  could 
cause  minor  rally  (5-10  points)[.] 

-  downside  is  that  speed  up  of  foreclosure  process  vs.  current  timeline  expected  by  market 
could  decrease  10  value,  or  significant  forced  selling  of  similar  names  by  CDO  vehicles 
could  push  levels  wider  [lower  prices]." 

Hudson  Liquidation  Agent.  Although  the  liquidation  agent  role  was  originally  designed 
for  use  in  Goldman's  "high  grade"  CDOs,  where  "there  is  substantially  less  credit  risk  in  the  assets 
vs.  a  mezzanine  structured  product  CDO  portfolio,"  the  feature  was  also  added  to  some  of  its  riskier 
mezzanine  CDOs,  including  Hudson  Mezzanine  2007-1  (Hudson  l).2572  Hudson  1  was  a  synthetic 
CDO  whose  assets  consisted  entirely  of  CDS  contracts  referencing  subprime  RMBS  or  ABX  assets 
with  BBB  or  BBB-  ratings.  Goldman  had  selected  100%  of  the  reference  assets  and  held  100%  of 
the  short  side  of  the  CDO. 

Hudson  1  's  marketing  materials  outlined  Goldman's  liquidation  agent  role.  The  Hudson 
marketing  booklet,  for  example,  told  potential  investors: 


2570  7/19/2007  Goldman  document,  "GS  Liquidation  Agent  Role  in  ABS  CDOs,"  GS  MBS-E-0140551 17. 

2571  7/23/2007  email  from  Mr.  Case  to  Mr.  Bieber,  "CDO  Liquidation  Agent  Role  -  Draft  Talking  Points  - 
INTERNAL  USE  ONLY,"  GS  MBS-E-015240358. 

2572  7/17/2006  Goldman  memorandum  to  Mortgage  Capital  Committee,  GS  MBS-E-013458155,  at  57.   A 
"mezzanine"  CDO  is  one  in  which  the  underlying  assets  carry  credit  ratings  such  as  BBB  or  BBB-. 
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"Hudson  CDOs  are  non-managed  and  static  in  nature  and  provide  term  non-recourse  funding 
where  Goldman  Sachs  acts  as  Liquidation  Agent  on  an  ongoing  basis.  The  Liquidation 
Agent  will  be  responsible  for  efficiently  selling  credit  risk  assets."2573 

The  Hudson  term  sheet  provided  additional  information  about  the  liquidation  agent  role  and  the 
"Credit  Risk  Assets"  that  would  have  to  be  liquidated: 

"Goldman  as  Liquidation  Agent,  will  liquidate  any  asset  determined  to  be  a  'credit  risk' 
within  12  months  of  said  determination.  Credit  Risk  assets  will  include:  any  asset 
downgraded  by  Moody's  or  S&P  below  Ba3  or  BB-,  any  asset  that  is  defaulted  or  would  be 
experiencing  a  credit  event  as  defined  by  the  PAUG  [Pay  As  You  Go]  confirm.  There  will 
be  no  reinvestment,  substitution,  discretionary  trading  or  discretionary  sales.  After  closing, 
assets  that  are  determined  to  be  'credit  risk'  securities  will  be  sold  by  the  Liquidation  Agent 
within  one  year  of  such  determination."2574 

The  Hudson  Offering  Circular  repeated  that  information  and  added: 

"The  Liquidation  Agent  will  not  have  the  right,  or  the  obligation,  to  exercise  any  discretion 
with  respect  to  the  method  or  the  price  of  any  assignment,  termination  or  disposition  of  a 
CDS  Transaction;  the  sole  obligation  of  the  Liquidation  Agent  will  be  to  execute  such 
assignment  or  termination  of  a  CDS  Transaction  in  accordance  with  the  terms  of  the 
Liquidation  Agency  Agreement.  ...  [T]he  Liquidation  Agent  shall  have  no  responsibility  for, 
or  liability  relating  to,  the  performance  of  the  Issuer  or  any  CDS  Transaction,  Reference 
Obligation,  Collateral  Security  or  Eligible  Investment."2575 

Goldman  charged  a  10  basis  point  ongoing  fee  for  serving  as  the  Hudson  Liquidation  Agent,2576 
which  resulted  in  its  being  paid  a  total  fee  of  approximately  $3.1  million.2577 

While  Goldman  was  marketing  Hudson  in  2007,  a  client  asked  why  the  liquidation  agent 
was  "afforded  up  to  12  months  to  sell  a  credit  risk  asset."2578  The  Subcommittee  was  unable  to  find 
Goldman's  contemporaneous  response,  but  when  asked  the  same  question,  Darryl  Herrick,  the 
Hudson  deal  captain,  told  the  Subcommittee  that  there  was  "headline  risk"  associated  with  the 
downgrade  of  an  asset,  and  twelve  months  gave  Goldman  "flexibility  to  try  to  get  a  better  price 
later."2579  When  asked  whether  the  "flexibility"  to  delay  a  sale  violated  Hudson's  prohibition 
against  discretionary  trading  by  the  liquidation  agent,  Mr.  Herrick  said  that  Goldman  had 


2573 

2574 
2575 
2576 
2577 
2578 
2579 


10/2006  "Hudson  Mezzanine  2006-1  Flipbook,"  GS  MBS-E-009546963,  Hearing  Exhibit  4/27-87. 

Goldman  Sachs  Hudson  Mezzanine  Funding  2006-1,  LTD  Preliminary  Termsheet,  GS  MBS-E-001557869. 

12/3/2006  Hudson  Mezzanine  2006-1,  LTD.  Offering  Circular,  GS  MBS-E-021821 196  at  234. 

10/2006  "Hudson  Mezzanine  2006-1  Flipbook,"  GS  MBS-E-009546963,  Hearing  Exhibit  4/27-87. 

See  Goldman  Sachs  response  to  Subcommittee  QFR  at  PSI_QFR_GS0239. 

10/6/2006  email  from  Michael  Halevi  to  Olivia  Ha,  GS  MBS-E-014338525. 

Subcommittee  interview  of  Darryl  Herrick  (10/13/2010). 
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"discretion  based  on  a  rule,"  and  that  the  liquidation  agent  provisions  had  been  vetted  with  the 
credit  rating  agencies  which  "probably  wanted  the  deal  to  avoid  forced  sales."2580 

Failure  to  Liquidate.  In  July  2007,  after  the  credit  rating  agencies  began  the  mass 
downgrades  of  RMBS  securities,  the  first  RMBS  securities  underlying  the  Hudson  CDO  lost  their 
investment  grade  ratings,  and  the  CDS  contracts  referencing  those  assets  qualified  as  Credit  Risk 
Assets  requiring  liquidation.2581  Within  three  months,  by  October  15,  2007,  over  28%  of  the 
Hudson  assets  qualified  as  Credit  Risk  Assets.2582  As  liquidation  agent,  Goldman  should  have 
begun  issuing  bids  to  sell  the  assets  at  the  best  possible  price  and  remove  them  from  the  Hudson 
CDO,  but  it  did  not. 

In  October  2007,  Goldman  began  to  contact  Hudson  investors  to  discuss  transferring  its 
liquidation  agent  responsibilities  to  a  third  party.  That  transfer  required  investor  consent.  Benjamin 
Case  took  notes  of  two  telephone  conversations  he  had  with  a  Hudson  investor,  National  Australia 
Bank  (NAB),  discussing  the  issues.2583  In  the  calls,  Mr.  Case  explained  why  Goldman  had  yet  to 
liquidate  any  of  the  Credit  Risk  Assets,  explaining  that  Goldman  was  waiting  for  asset  prices  to 
improve.2584  He  also  reported  that  Goldman  was  considering  an  amendment  to  the  Hudson 
transaction  that  would  extend  the  maximum  liquidation  period,  as  well  as  make  other  structural 
changes  to  the  Hudson  deal.2585 

According  to  his  notes,  Mr.  Case  informed  NAB  that  Goldman  was  seeking  to  transfer  its 
liquidation  role  to  a  third  party  with  more  liquidation  experience,  because  that  change: 

"will  be  in  the  best  interest  of  investors  -  the  credit  obligation  term  was  originally  written 

with  the  expectation  that  was  unlikely  to  happen.  ... 

Good  for  several  reasons: 

1 .  Large  institutional  assets  manager  will  be  able  to  access  more  liquidity  b/c  [because]  they 

can  access  other  broker  dealers  and  get  good  pricing[.] 


2580 


Id.   Mr.  Herrick  was  not  employed  by  Goldman  when  its  CDO  assets  were  downgraded  and  triggered  its 


liquidation  agent  duties. 


2581 


1/3/2008  email  from  Shelly  Lin  to  Mr.  Sparks,  GS  MBS-E-021880171  (attached  file,  "Deal  Summary,"  GS 


MBS-E-021880172). 

2582  Id. 

2583  10/15/2007  email  from  Naina  Kalavar,  "NAB/Hudson  Mezz  Update  2,"  GS  MBS-E-015738973.   Mr.  Case  used 
this  email  to  circulate  his  notes  of  the  two  telephone  conversations. 

Id.  at  2.   The  notes  included  the  following:   "[C]urrent  distressed  nature  of  the  assets  has  been  fully  priced  in  and 
has  not  moved  over  the  past  2  months  -  if  unwound  those  cds  would  be  at  80-90  points,  that  is  %  points  to  be  paid  up 
front  to  unwind  swap  -  equiv  of  20  cents  to  dollar  in  cash  bond  terms  ...   Across  entire  universe  of  loans  already  in 
liquidation  -  been  generally  se[e]n  50-60-70  %  recovery  rates.   Rates  are  not  coming  back  high  enough  to  make  the 
market  opt[i]mistic  that  bonds  will  come  back  to  recover  principal].  ...   Our  view  that  there  is  upside  in  waiting 
an[d]  evaluating  mtkt  conditions  before  liquidating.  ...   We  think  that  the  shorts  may  get  impatient  -  minor  rallies 
from  short  covering  -  domino  effect/momentum  creates  a  rally  b/c  shorts  get  nervous  at  little  rally  -  this  provides 
potential  upside  to  waiting  to  liquidate." 

Id.  at  3.    Such  an  amendment  would  require  investor  consent. 
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2.  Even  keeping  the  deal  the  way  it  is,  the  decision  of  when  in  the  12  month  period  to 
liquidate  could  be  better  handled  by  an  experienced  manager[.] 

3.  Potential  amendment  could  be  made  to  benefit  the  deal  by  giving  more  flexibility  to 
agent."2586 

These  notes  indicate  that,  although  Goldman  was  the  architect  of  the  Hudson  CDO  and  selected 
itself  to  serve  as  liquidation  agent  at  a  fee  of  $3.1  million,  when  Goldman  was  called  upon  to 
execute  its  role,  it  believed  the  decision  of  when  to  liquidate  the  impaired  assets  "could  be  better 
handled  by  an  experienced  manager." 

According  to  Mr.  Case's  notes,  NAB  sent  Mr.  Case  an  email  asking  if  Goldman  held  any  of 
the  Hudson  investments:  "does  GS  hold  any  of  this?"  Mr.  Case  responded: 

"def  own  equity  and  different  pieces  of  various  tranches  no  [sic]  exactly,  but  decent  size  and 
numbers  of  cl[a]sses  on  our  books."2587 

Mr.  Case  apparently  did  not  disclose  that,  in  addition  to  its  $6  million  equity  tranche,  Goldman  also 
held  100%  of  the  short  position  in  the  $2  billion  CDO,  and  that  its  short  investment  would  increase 
in  value  as  the  Hudson  assets  lost  value. 

According  to  Mr.  Case's  notes,  NAB  replied  by  asking  Goldman  to  provide  more  specific 
information  about  Goldman's  holdings  in  the  transaction:  "Could  you  please  follow  up  with  what 
Goldman  holds?"2588  When  Mr.  Case  asked  why  NAB  wanted  that  information,  NAB  responded: 
"Want  to  make  sure  you  [Goldman]  are  making  restructuring  decisions  for  the  right  reasons  -  make 
sure  serving  the  right  interests."  According  to  his  notes,  Mr.  Case  replied:  "Our  intended  goal  of 
liquidation  agent  is  to  serve  the  best  interests  of  the  CDO  -  that  is  the  duty  of  the  liquidation  agent  - 
it  is  a  policy  and  process."2589 

In  November  2007,  Goldman  took  initial  steps  to  transfer  its  liquidation  agent 
responsibilities  to  a  third  party.2590  At  that  point,  Goldman  had  yet  to  liquidate  any  of  the  Hudson 
Credit  Risk  Assets.2591  The  nine  assets  that  had  become  Credit  Risks  in  July  had  already  dropped 
significantly  in  value.  One  asset  which,  on  July  16,  had  a  value  of  61%  of  its  face  (par)  value,  had 
fallen  by  November  1  to  16%  of  par.2592  Another  asset  that,  on  July  16,  had  a  value  of  43%  of  par, 
had  fallen  in  value  by  November  1  to  7%  of  par.2593 


2586  10/15/2007  email  from  Naina  Kalavar,  "NAB/Hudson  Mezz  Update  2,"  GS  MBS-E-015738973. 

2587  Id.  at  75. 

2588  Id.  at  76. 

2589  Id. 

2590  11/9/2007  email  from  Mr.  Case  to  Mr.  Lehman,  GS  MBS-E-021876334. 

2591  2/29/2008  letter  from  Morgan  Stanley  to  Goldman,  HUD-CDO-00006877. 

2592  Reference  asset  OOMLT  2006-2  M8.   See  1/3/2008  email  from  Shelly  Lin  to  Mr.  Sparks,  GS  MBS-E- 
021880171  (attached  file,  "Deal  Summary,"  GS  MBS-E-021880172). 

2593  Reference  asset  MSAC  2006-WMC2  B3.   See  1/3/2008  email  from  Shelly  Lin  to  Mr.  Sparks,  GS  MBS-E- 
021880171  (attached  file,  "Deal  Summary,"  GS  MBS-E-021880172). 
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At  the  end  of  November,  Goldman  reached  an  agreement  with  Trust  Company  of  the  West 
(TCW),  subject  to  investor  approval,  in  which  Goldman  would  assign  its  liquidation  agent  duties  to 
TCW,  and  TCW  would  "share  back"  30%  of  the  fees  with  Goldman.2594  Mr.  Lehman  told  the 
Subcommittee  that  Goldman's  decision  to  assign  the  liquidation  agent  rights  to  a  third  party  was 
because  liquidation  was  a  non  core  business  for  Goldman,  and  TCW  was  better  suited  to  liquidate 
the  Credit  Risk  Assets.2595  On  December  18,  2007,  while  Goldman  was  still  seeking  investor 
approval  to  assign  the  liquidation  agent  role  to  TCW,  a  Goldman  representative  explained  to  an 
investor  the  firm's  thinking: 

"GS  [Goldman  Sachs]  is  soliciting  consent  to  assign  GS  role  as  liquidation  agent  to  TCW 

bec[ause]  when  liquidation  agent  role  was  designed,  it  was  very  'out  of  the  money';  now 

when  the  risk  is  very  real,  it  is  much  more  efficient  to  have  a  sophisticated  collateral 

manager  bec[ause] 

(i)  TCW  can  access  better  liquidity  than  GS,  ie  get  bids  from  the  entire  street 

(ii)  real  asset  manager  can  pursue  further  amendments  to  the  doc  to  make  liquidation  more 

efficient  bec[ause]  is  not  an  asset  [manager]  under  the  investment  act  in  1940  and  cannot  act 

[sic]  investment  advisory  services  and  can't  act  with  optimal  discretion."2596 

On  December  19,  2007,  Morgan  Stanley,  the  largest  Hudson  long  investor  with  a  $1.2 
billion  interest  encompassing  the  entire  super-senior  tranche,2597  was  presented  with  a  consent  form 
to  assign  the  liquidation  agent  rights  to  TCW.2598  Morgan  Stanley  told  the  Subcommittee  that  it  had 
declined  to  consent  to  the  transfer,  because  the  liquidation  agent  role  was  ministerial,  had  no 
discretionary  authority,  and  could  quickly  and  easily  be  accomplished  by  Goldman.2599  Morgan 
Stanley  told  the  Subcommittee  that  it  instead  asked  Goldman  to  begin  liquidating  the  $596.5  million 
in  Credit  Risk  Assets  immediately,  some  of  which  had  been  designated  as  Credit  Risks  for  five 
months,  and  all  of  which  had  declined  in  value.2600 

On  January  3,  2008,  Daniel  Sparks,  the  Mortgage  Department  head,  was  given  a 
spreadsheet  listing  the  Credit  Risk  Assets  in  each  of  the  CDOs  in  which  Goldman  was  serving  as 
the  liquidation  agent,  including  Hudson  1 .  The  spreadsheet  showed  that,  in  Hudson,  44  assets  were 
Credit  Risks  with  a  face  value  of  $635  million,  totaling  about  30%  of  the  asset  pool.2601 

[SEE  CHART  NEXT  PAGE:  Credit  Risk  Assets,  prepared  by 
Goldman  Sachs.] 


2594   See  1 1/29/2007  email  from  Mr.  Case  to  Mr.  Sparks,  Mr.  Lehman,  and  others,  GS  MBS-E-021876502. 

Subcommittee  interview  of  David  Lehman  (9/27/2010). 
2596   12/18/2007  email  from  Lira  Lee  to  [investor],  GS  MBS-E-021878556. 

See  discussion  of  Hudson  1,  above. 

2598  12/19/2007  email  from  Mr.  Case  to  Nicole  Martin  of  Morgan  Stanley,  GS  MBS-E-021876172. 

2599  Subcommittee  interview  of  Morgan  Stanley  (8/6/2009). 

2600  M 

2601  1/3/2008  email  from  Shelly  Lin  to  Mr.  Sparks,  GS  MBS-E-021880171  (attached  file,  "Deal  Summary,"  GS 


MBS-E-021880172). 
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The  spreadsheet  also  showed  that  the  weighted  average  values  of  the  Hudson  assets  had  fallen 
dramatically,  causing  losses  that  could  have  been  avoided  had  Goldman  liquidated  them  sooner. 
The  weighted  average  values  had  fallen  from  45%  of  face  (par)  value  in  July,  to  a  low  of  15%  on 
November  1,  2007,  and  were  about  20%  of  par  value  on  January  2,  2008. 2602 

[SEE  CHART  NEXT  PAGE:  Weighted  Average  Levels,  prepared  by 
Goldman  Sachs.] 

Hudson  Conflict  of  Interest.  Despite  the  falling  values  and  Morgan  Stanley's  ongoing 
request  to  initiate  liquidation  of  the  Credit  Risk  Assets  as  set  out  in  the  Hudson  1  agreement, 
Goldman  still  did  not  begin  liquidating. 

During  January  and  February  2008,  Morgan  Stanley  engaged  in  frequent  communications 
with  Goldman  personnel,  including  Mr.  Lehman  who  oversaw  Goldman's  CDOs,  and  Mr.  Case 
who  oversaw  the  liquidation  agent  function,  to  initiate  liquidation  of  the  Hudson  assets.2603  The 
falling  value  of  the  Hudson  assets  caused  sharp  losses  in  Morgan  Stanley's  $1.2  billion  investment, 
leading  Morgan  Stanley  to  press  for  the  Credit  Risk  Assets  to  be  liquidated  and  removed  from  the 
CDO  as  soon  as  possible.  In  contrast,  as  the  Hudson  assets  fell  in  value,  Goldman,  as  the  CDO's 
sole  short  party,  saw  its  short  position  become  increasingly  profitable.  Goldman  had  little  financial 
incentive  to  liquidate  the  Credit  Risk  Assets,  because  the  more  they  fell  in  value,  the  more  Goldman 
was  able  to  maximize  the  profits  from  its  short  position  in  the  CDO.  Goldman's  dual  roles  as 
liquidation  agent  and  short  party,  thus,  created  a  conflict  of  interest  that  disadvantaged  the  long 
investors  in  the  Hudson  CDO,  such  as  Morgan  Stanley.2604 


2603   See,  e.g.,  1/16/2008  email  from  Nicole  Martin  to  Mr.  Lehman,  GS  MBS-E-022164848. 

Due  to  the  extensive  losses  experienced  by  Hudson  1,  by  January  2008,  Morgan  Stanley  was  likely  the  only  long 
investor  whose  investment  was  not  completely  extinguished. 
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Morgan  Stanley  personnel  expressed  increasing  frustration  with  Goldman's  failure  to 
liquidate  the  Hudson  Credit  Risk  Assets,  in  both  internal  communications  and  with  Goldman 
representatives.  On  January  16,  2008,  for  example,  the  key  trader  on  Morgan  Stanley's  Proprietary 
Trading  Desk  dealing  with  Hudson  wrote  to  a  colleague:  "Had  another  call  with  [Goldman's]  sr. 
trader  about  GS's  liquidation  agent  role  in  the  $1.2bn  HUDSON  deal.  They  insist  they  are  NOT 
acting  as  a  fiduciary  per  the  docs  in  this  deal."2605  On  February  5,  he  sent  Mr.  Lehman  an  email: 
"[P]lease  call  when  possible  -  $969mm  now  eligible  to  be  liquidated  post  S&P  do[w]ngrades."2606 

On  February  6,  the  Morgan  Stanley  trader  wrote  to  a  colleague: 

"[W]ent  down  the  road  with  Goldman  on  liquidation  agent  assets  (now  ~$lbb  of  eligible 
assets  post  downgrades).  They  told  me  they  will  'continue  to  take  my  opinion  under 
advisement'  but  provided  no  course  of  action.  I  broke  my  phone.  Will  talk  to  [Morgan 
Stanley  legal  counsel]  tomorrow  but  don't  think  there  is  any  probable  way  for  us  to  force 
them  to  liquidate  assets."2607 

On  February  7,  the  Morgan  Stanley  trader  sent  another  email  to  Mr.  Lehman: 

"Spoke  with  Ben  [Case]  re:  Hudson  today. 

Goes  without  saying  I  remain  very  frustrated  by  the  way  GS  is  handling  the  liquidation  agent 

role.  There  is  almost  $lbb  of  eligible  assets  in  that  deal  now,  every  one  of  which  has  lost 

value  since  it  was  downgraded. 

No  good  reason  to  wait  other  th[a]n  to  devalue  our  position.  It's  a  shame  ....  [0]ne  day  I 

hope  I  get  the  real  reason  why  you  are  doing  this  to  me."2608 

According  to  Morgan  Stanley,  Goldman  continued  to  explain  its  seven-month  delay  in 
liquidating  the  Credit  Risk  Assets  by  asserting  that  the  market  would  rebound  during  a  rally  to  cover 
shorts,  and  it  should  wait  to  liquidate  until  asset  prices  rose.  In  a  February  13,  2008  telephone  call 
between  Morgan  Stanley  and  Goldman,  for  example,  which  was  recorded  and  transcribed,  Mr.  Case 
stated: 

"So  I  think,  as  we  see  the  short  covering  wave  kind  of  continue  to  proceed  ...  it's  gonna  get 
to  the  point  where  it's  in  the  best  interest  of  the  deal  to  start  liquidating  then.  ...  I  know 
we've  talked  about  this  twelve  month  period  ...  it  doesn't  seem  like  it's  gonna  take  till  late  in 
the  twelve  month  process  for  the  majority  of  these  assets  to  get  to  that  point."2609 

Morgan  Stanley  asked  if  there  was  anything  beyond  the  "technical  nature  of  the  markets,"  such  as 
government  intervention,  to  produce  "any  kind  of  real  pop"  that  would  improve  the  underlying 


2605  1/16/2008  email  from  John  Pearce  of  Morgan  Stanley  to  Michael  Petrick,  HUD-CDO-00004851. 

2606  2/5/2008  email  from  Mr.  Pearce  to  Mr.  Lehman  and  Nicole  Martin,  HUD-CDO-00004852. 

2607  2/6/2008  email  from  Mr.  Pearce  to  Michael  Petrick,  HUD-CDO-00005146. 

2608  2/7/2008  email  from  Mr.  Pearce  to  Mr.  Lehman,  HUD-CDO-00005  147. 

2609  Transcript  of  2/13/2008  telephone  call  between  Morgan  Stanley  and  Goldman,  HUD-CDO-00006894.   See  also 
2/28/2008  email  from  Sue  Fertel-Kramer  to  Mr.  Case  and  others,  GS  MBS-E-021881029. 
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fundamentals  in  the  mortgage  market.  Mr.  Case  responded:  "The  chance  that  it  could  move  in  that 
direction,  at  least  in  the  next  few  months  .  .  .  is  de  minimis  I'd  say."2610  During  the  call,  Morgan 
Stanley's  representative  again  urged  Goldman  to  begin  the  liquidation  process:  "Just  so  you  know, 
my  opinion  stays  the  same,  I'd  like  to  see  a  bid  list  before  three  o'clock  today."2611 

Morgan  Stanley  told  the  Subcommittee  that  the  Hudson  assets  had  been  in  near  continuous 
decline,  and  Goldman's  refusal  to  liquidate  assets  shortly  after  they  became  Credit  Risk  Assets 
allowed  them  to  decline  further,  rather  than  limiting  losses  for  bondholders.  By  February  21,  2008, 
Morgan  Stanley  had  calculated  that  the  liquidation  delay  had  cost  it  $130.5  million;  the  next  week  it 
calculated  the  losses  had  increased  to  $150  million.2612 

Morgan  Stanley  told  Goldman  that  by  delaying  the  liquidation  of  the  Credit  Risk  Assets, 
Goldman  was  in  violation  of  the  terms  in  the  Hudson  1  offering  circular,  in  particular  the  provision: 
"The  Liquidation  Agent  will  not  have  the  right,  or  the  obligation,  to  exercise  any  discretion  with 
respect  to  the  method  or  the  price  of  any  assignment,  termination  or  disposition  of  a  ...  Credit  Risk 
Obligation."2613  On  February  29,  2008,  Morgan  Stanley  sent  Goldman  a  letter  demanding  that  it 
immediately  initiate  liquidation  of  $1  billion  in  Hudson  Credit  Risk  Assets: 

"As  Liquidation  Agent,  [Goldman]  is  currently  responsible  for  liquidating  approximately 
$1,000,000,000  of  Credit  Risk  Obligations.  The  transaction  documents  clearly  state  that 
[Goldman]  would  not  exercise  investment  discretion  in  its  role  as  Liquidation  Agent. 
[Goldman]  has  not  yet  liquidated  a  single  Credit  Risk  Obligation,  notwithstanding  that  some 
date  back  to  August  of  2007.  The  [Goldman]  employee  handling  the  liquidation  has 
explained  this  by  stating  that  he  believes  the  price  for  these  obligations  will  increase  in  the 
future  and  it  is  better  for  the  deal  to  liquidate  these  obligations  at  a  later  date.  ... 

The  Liquidation  Agency  Agreement  states  that  "the  Liquidation  Agent ...  shall  not  provide 
investment  advisory  services  to  the  Issuer  or  act  as  the  "collateral  manager"  for  the 
Pledged  Assets.  ... 

While  the  Liquidation  Agency  Agreement  provides  that  the  Liquidation  Agent  must 
complete  the  process  of  liquidating  the  relevant  assets  within  twelve  months,  it  does  not 
provide  the  Liquidation  Agent  with  any  right  to  delay  the  liquidation  process  based  on  the 
exercise  of  Investment  discretion.  To  the  contrary,  the  Liquidation  Agency  Agreement  and 
the  [Offering  Circular]  clearly  state  that  no  discretion  or  investment  advisory  services  are 
ever  to  be  provided  by  the  Liquidation  Agent."2614 


2610 


2611    u_ 


Transcript  of  2/13/2008  telephone  call  between  Morgan  Stanley  and  Goldman,  HUD-CDO-00006894. 


2612 


2/21/2008  email  from  Vanessa  Vanacker  to  Mr.  Pearce,  HUD-CDO-00004882.   2/29/2008  letter  from  Morgan 


Stanley  to  Goldman,  HUD-CDO-00006877. 

2613  12/3/2006  Hudson  Mezzanine  2006-1,  LTD.  Offering  Circular,  section  entitled,  "Disposition  of  CDS 
Transactions  by  the  Liquidation  Agent  Under  Certain  Circumstances,"  GS  MBS-  E-021821 196  at  241.   See 
2/29/2008  letter  from  Morgan  Stanley  to  Goldman,  HUD-CDO-00006877. 

2614  2/29/2008  letter  from  Morgan  Stanley  to  Goldman,  HUD-CDO-00006877  [emphasis  in  original]. 
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Morgan  Stanley  concluded  by  "demanding  only  that  [Goldman]  fulfill  its  contractual  duties  as 
required  by  the  Liquidation  Agency  Agreement  and  assign,  terminate  or  otherwise  dispose  of  the 
relevant  CDS  transaction  forthwith." 

On  March  10,  2008,  Goldman  responded: 

"[Y]our  letter  is  entirely  mistaken  in  its  suggestion  that  Goldman  Sachs  has  somehow 
breached  its  obligations  under  the  Liquidation  Agency  Agreement.  As  [Morgan  Stanley's] 
letter  recognizes,  Section  2(b)  of  the  Liquidation  Agency  Agreement  specifically  provides 
that  Goldman,  acting  as  Liquidation  Agent,  has  up  to  twelve  months  in  which  to  assign, 
terminate  or  otherwise  dispose  of  Credit  Risk  Obligations  assigned  to  it  for  that  purpose. 
Obviously,  establishment  of  a  liquidation  period  of  that  duration  contemplates  -  and,  indeed, 
embodies  Hudson's  informed  consent  -  that  the  Liquidation  Agent  will  necessarily  exercise 
judgement  in  determining  when  and  how  to  dispose  of  Credit  Risk  Obligations  assigned  to  it 
for  that  purpose.  ... 

Nor  does  this  expressly  intended  contractual  latitude  transform  Goldman  Sachs  into  a  de 
facto  'investment  adviser'  to  Hudson,  as  you  suggest.  The  Agreement ...  in  fact 
categorically  disclaims  that  Goldman  Sachs  or  its  affiliates  will  be  providing  investment 
advisory  services  or  otherwise  acting  as  an  adviser  or  fiduciary  to  Hudson  by  virtue  of  its 
liquidation  services.  That  disclaimer  is  perfectly  consistent  with  discretion  routinely 
accorded  to  securities  brokers  in  seeking  to  fulfill  their  obligation  to  obtain  the  best 
execution  possible  for  their  clients  without  making  them  'investment  advisors.'"2615 

Several  days  before  Goldman's  response  letter  was  sent  to  Morgan  Stanley,  however, 
Goldman  began  liquidating  the  Credit  Risk  Assets  in  Hudson  1.  On  March  7,  2008,  Goldman 
liquidated  eight  assets,  followed  by  more  on  March  20  and  28,  liquidating  nearly  one  third  of  the 
eligible  assets  over  the  course  of  the  month.2616  In  its  role  as  liquidation  agent,  Goldman  was 
required  to  solicit  bids  from  at  least  three  independent  dealers  for  the  Credit  Risk  Assets,  and 
Morgan  Stanley  was  given  an  opportunity  to  bid  on  many  of  the  liquidated  assets.2617  Liquidation 
proceeded  over  the  next  two  months,  from  April  through  June.2618  On  July  22,  2008,  Hudson's 
realized  losses  exceeded  $800  million,  and  Hudson  1  went  into  default.  Hudson's  remaining  assets 


2615  3/10/2008  letter  from  Goldman  to  Morgan  Stanley,  HUD-CDO-00006881.   The  letter  also  states:   "Morgan 
Stanley's  lack  of  standing  even  to  advance  many  positions  that  are  within  the  exclusive  province  of  Hudson,  and  the 
preclusive  effect  on  Morgan  Stanley's  contentions  of  the  Agreement's  broad  exculpation  and  conflict  waiver 
provisions  provide  sufficient  response." 

2616  See  3/27/2008  email  from  Morgan  Stanley  to  Goldman,  HUD-CDO-00004378.   On  March  24,  2008,  Goldman 
offered  to  unwind  the  Hudson  1  trade  with  Morgan  Stanley  by  paying  it  9%  of  the  face  (par)  value  of  the  Hudson 
securities.   3/24/2008  email  from  Goldman  to  Morgan  Stanley,  GS  MBS-E-022012805. 

2617  See,  e.g.,  3/27/2008  email  from  Morgan  Stanley  to  Goldman,  HUD-CDO-00004378.   See  also  3/20/2008  email 
from  Mr.  Case,  GS  MBS-E-021880596. 

See  6/6/2008  letter  from  Goldman  as  liquidation  agent,  "Hudson  Mezzanine  Funding  2006-1,  Ltd.  -  Certain 
Dispositions  of  Assets,"  HUD-CDO-00003  155. 
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were  liquidated  in  November  2008.  Morgan  Stanley's  losses  from  its  Hudson  investment  exceeded 
$930  million.2619 

Analysis.  In  several  of  the  CDOs  it  constructed,  Goldman  established  a  new  position  of 
liquidation  agent  and  appointed  itself  to  play  that  role  for  a  substantial  fee.  In  the  case  of  Hudson  1, 
by  taking  on  the  role  of  liquidation  agent  at  the  same  time  it  was  the  sole  short  party  in  the  CDO, 
Goldman  created  a  conflict  of  interest.  When  the  Hudson  1  assets  began  falling  in  value,  the  long 
investors  wanted  the  poorly  performing  assets  liquidated  as  soon  as  possible;  Goldman,  on  the  other 
hand,  benefitted  financially  the  farther  the  assets  fell  in  value  since  that  allowed  Goldman  to 
maximize  the  value  of  its  short  position. 

Goldman  delayed  liquidating  the  Credit  Risk  Assets,  despite  urgent  requests  from  the  largest 
Hudson  investor,  Morgan  Stanley,  placing  its  own  financial  interests  ahead  of  the  client  to  whom  it 
had  sold  a  $  1 .2  billion  Hudson  investment. 

BB.  Collateral  Put  Provider  in  Timberwolf 

The  second  example  of  a  conflict  of  interest  affecting  how  Goldman  carried  out  a  CDO 
administrative  function  involves  Goldman's  role  as  the  collateral  put  provider  in  Timberwolf  I. 
Synthetic  CDOs  like  Timberwolf  collected  cash  from  the  long  investors  that  purchased  its  securities 
as  well  as  from  the  short  parties  that  paid  CDS  premiums  to  the  CDO.  A  portion  of  the  cash 
collected  from  the  long  investors  was  placed  by  the  CDO  into  a  "default  swap  collateral  account"  to 
be  used  if  the  CDO  performed  poorly  and  payments  had  to  be  made  to  the  short  parties.2620  At  one 
time,  many  CDOs  used  the  cash  in  the  default  swap  collateral  account  to  purchase  Guaranteed 
Investment  Contracts  (GICs),  which  guaranteed  repayment  of  the  principal  and  a  fixed  or  floating 
interest  rate  for  a  fixed  period  of  time.  But  in  the  years  leading  up  to  the  financial  crisis,  CDO 
issuers  sought  to  use  the  cash  in  the  default  swap  collateral  account  to  make  investments  that 
generated  higher  returns,  in  order  to  improve  financial  performance,  obtain  better  credit  ratings,  and 
attract  investors.  To  obtain  those  higher  returns,  CDO  issuers  began  to  invest  the  incoming  cash  in 
"default  swap  collateral  securities." 

Goldman's  synthetic  CDOs  generally  invested  in  default  swap  collateral  securities,  and  its 
CDO  agreements  typically  set  out  parameters  for  the  types  of  default  swap  collateral  securities  that 
could  be  purchased  with  investor  funds,  often  requiring  them  to  be  high  quality,  low  risk,  liquid 


2619   See  1 1/21/2008  letter  from  Goldman  to  Morgan  Stanley,  HUD-CDO-00005125. 

The  amount  of  assets  in  the  default  swap  collateral  account  was  required  to  equal  the  total  face  ("notional") 
value  of  the  CDS  entered  into  by  the  CDO.   This  arrangement  provided  assurance  to  the  short  parties  that  funds 
would  be  available  if  and  when  payments  were  due  to  them  under  the  CDS.   CDO  agreements  often  required  that  the 
cash  placed  in  the  default  swap  collateral  account  be  kept  in  very  secure,  short  term,  cash-like  instruments  such  as 
Treasury  notes  or  Certificates  of  Deposit  (called  "Eligible  Investments")  until  the  cash  was  used  to  acquire  default 
swap  collateral  or  make  payments  to  a  short  party.   If  any  credit  event  resulted  in  payments  from  the  default  swap 
collateral  account  to  the  short  parties  under  the  CDS  contracts,  the  long  parties  might  not  receive  all  of  their  principal 
investment  at  the  maturity  of  the  deal. 
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investments.2621  If  the  CDO  had  a  collateral  manager,  the  manager  often  selected  the  CDO's  default 
swap  collateral  securities.  The  returns  earned  by  the  default  swap  collateral  securities  often  became 
an  important  component  of  the  CDO's  income.  The  principal  proceeds  of  the  default  swap 
collateral  securities  were  typically  re-invested  in  similar  securities  until  the  CDO  matured  or  the 
proceeds  were  needed  to  make  payments  to  short  parties. 

Goldman's  Dual  Roles.  In  its  synthetic  CDOs,  Goldman  often  took  on  two  roles  that 
affected  the  default  swap  collateral  securities,  acting  as  both  the  CDO's  primary  CDS 
counterparty2622  and  its  collateral  put  provider.  Goldman's  synthetic  CDOs  typically  followed 
industry  practice  by  making  one  entity  the  sole  counterparty  for  all  of  the  CDS  contracts  issued  by 
the  CDO.  In  Goldman  CDOs,  that  party  was  generally  Goldman  Sachs  International  (GSI),  a 
United  Kingdom  subsidiary  that  was  wholly  owned  by  Goldman.  Typically,  GSI  was  the  sole  party 
that  entered  into  a  CDS  contract  directly  with  the  domestic  and  offshore  companies  that  served  as 
the  issuers  of  the  CDO's  securities  (hereinafter  collectively  referred  to  as  the  "Issuer").2623    GSI 
then  acted  as  an  intermediary  for  the  Issuer  by  entering  into  a  corresponding  CDS  contract  with  each 
party  seeking  to  take  a  short  position  in  the  CDO.  By  inserting  itself  into  the  middle  of  the  CDS 
transactions,  GSI  put  Goldman's  financial  standing  behind  the  CDS  contracts  issued  by  the  Issuer 
and  improved  the  credit  ratings  assigned  to  and  investor  confidence  in  the  CDO.  If  a  credit  event 
later  took  place,  the  Issuer  was  responsible  for  making  payments  to  GSI,  and  GSI,  whether  or  not  it 
received  sufficient  payments  from  the  Issuer,  was  responsible  for  making  the  payments  owed  to  the 
short  parties  in  the  corresponding  CDS  contracts.  Sometimes,  instead  of  contracting  with  a  third 
party,  GSI  kept  some  or  all  of  the  short  positions  in  the  CDO  on  behalf  of  Goldman  itself. 

By  acting  as  the  primary  CDS  counterparty,  GSI  necessarily  took  the  short  side  of  each 
CDS  contract  it  entered  into  with  the  Issuer.  Those  CDS  contracts  typically  provided  that,  in  the 
event  of  a  specified  credit  event  that  required  payment  to  GSI,  GSI  could  collect  a  specified  amount 
of  funds  from  the  Issuer.  The  Issuer  paid  its  obligations  to  GSI  by  first  drawing  down  any  available 
cash  in  the  default  swap  collateral  account.  If  that  cash  was  insufficient,  GSI  also  had  the  right  to 
identify  one  or  more  of  the  default  swap  collateral  securities  that  together  had  a  face  (par)  value 
equal  to  the  amount  owed  to  GSI.  Those  securities  could  then  be  sold  and  the  sale  proceeds  used  to 

The  parameters  governing  the  type  of  default  swap  collateral  securities  that  could  be  purchased  with  investor 
funds  were  generally  outlined  in  the  CDO  agreement  documents  and  offering  memorandum.   Typical  criteria 
included:   a  AAA  credit  rating;  a  yield  slightly  greater  than  LIBOR;  limitations  on  the  maturation  dates  of  the 
securities;  and  limited  exposure  to  a  single  counterparty.   Generally,  the  CDO  agreement  required  that  some  of  the 
default  swap  collateral  be  retained  in  Eligible  Investments  in  order  be  able  to  fulfill  any  obligations  or  payments  due 
in  the  short  term.   In  CDOs  reviewed  by  the  Subcommittee,  the  default  collateral  securities  were  sometimes  RMBS 
or  CDO  securities  bearing  AAA  ratings.   These  securities  often  lost  substantial  value  which  the  collateral  put 
provider  then  had  to  absorb. 

The  Timberwolf  Indenture  agreement  referred  to  this  role  as  the  "Synthetic  Security  Counterparty."   See 
3/27/2007  Timberwolf  I,  LTD.  Indenture  Agreement,  at  §  12.5(b),  GS  MBS-E-021825583  at  711. 

Typically  a  shell  company  incorporated  in  a  foreign  jurisdiction  (often  the  Cayman  Islands)  and  a  shell  company 
incorporated  in  the  United  States  (often  Delaware)  served  as  the  "Issuer"  and  "Co-Issuer,"  respectively  of  the  CDO. 
Generally,  the  financial  institution  that  was  underwriting  the  CDO,  in  this  case  Goldman,  would  arrange  for  the 
establishment  of  those  entities.   For  simplicity,  this  section  will  refer  to  both  companies  as  the  "Issuer"  of  the  CDO 
securities. 
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satisfy  the  amount  owed  to  GSI  under  the  CDS  contracts.2624  GSI  would  then  use  the  cash  it 
received  from  the  sale  proceeds  to  pay  off  the  short  parties  in  the  corresponding  CDS  contracts. 
Since  GSFs  financial  obligations  under  the  CDS  contracts  were  dependent  in  part  upon  the  quality 
of  the  default  swap  collateral  securities,  Goldman  provided  in  the  CDO  agreement  that  those 
securities  could  be  purchased  only  with  the  prior  "consent"  of  GSI.  This  arrangement  enabled 
Goldman  to  exert  control  over  the  selection  of  the  default  swap  collateral  securities. 

In  addition  to  acting  as  the  primary  CDS  counterparty  in  the  CDOs  it  constructed,  Goldman 
often  acted  as  the  CDO's  default  swap  collateral  put  provider  (hereinafter  "collateral  put  provider"). 
The  collateral  put  provider  essentially  guarantees  the  face  (par)  value  of  the  CDO's  default  swap 
collateral  securities.2625 

Since  GSI  was  already  acting  as  the  primary  CDS  counterparty,  the  CDO  indenture 
agreement  typically  provided  that,  if  the  market  value  of  any  default  collateral  security  selected  by 
GSI  to  satisfy  an  amount  owed  to  GSI  fell  below  its  face  (par)  value,  then  GSI  suffered  the  market 
risk,  and  could  not  recover  additional  funds  from  the  Issuer  to  make  up  for  the  security's  loss  in 
value.  GSI  was  still  responsible,  however,  for  making  full  payments  to  the  short  parties  in  the 
corresponding  CDS  contracts.  This  arrangement  functioned  effectively  as  a  "put"  agreement  that 
guaranteed  the  face  (par)  value  of  the  default  swap  collateral  securities,  and  Goldman  treated  the 
arrangement  as  a  put  agreement. 

Due  to  the  dual  roles  played  by  GSI  in  its  CDOs,  many  of  Goldman's  CDO  indenture 
agreements  did  not  contain  an  explicit  put  agreement,  but  simply  constructed  GSFs  CDS  contracts 
to  include  the  provisions  that  achieved  the  same  result.  For  example,  the  Timberwolf  Indenture 
agreement  specified  that  the  primary  CDS  counterparty  in  its  CDS  contract  -  GSI  -  bore  the  market 
risk  associated  with  any  default  swap  collateral  sold  to  satisfy  an  obligation  to  that  counterparty.2626 
In  exchange  for  bearing  the  risk  of  not  receiving  the  full  payment  owed  to  it  from  the  sale  of  the 
default  swap  collateral  securities,  GSI  received  a  discount  -  typically  equal  to  5  basis  points  -  on 
the  premiums  GSI  paid  to  the  Issuer  under  the  primary  CDS  contract.  In  a  CDO  deal  of  $1  billion, 
the  premium  discount  would  yield  a  "fee"  of  approximately  $500, 000.2627  In  most  cases,  however, 

Another  option  was  for  Goldman  to  take  physical  possession  of  the  security. 

In  a  typical  put  agreement,  the  put  provider  guarantees  to  pay  to  the  put  purchaser  the  face  (par)  value  of  a 
specified  security  upon  delivery  of  the  security,  or  pay  to  the  put  purchaser  the  difference  between  the  security's  par 
value  and  actual  market  price  when  sold.   In  exchange  for  that  protection,  the  put  purchaser  typically  pays  a  fee  to 
the  put  provider.   In  many  of  the  CDS  contracts  associated  with  synthetic  CDOs,  as  described  above,  GSI  fulfilled 
the  role  of  a  put  provider,  by  absorbing  any  shortfall  between  the  face  (par)  value  and  market  price  of  any  default 
swap  collateral  securities  sold  to  pay  amounts  owing  to  the  short  party  in  the  CDS  contract. 

2626   See  3/27/2007  Timberwolf  I,  LTD.  Indenture  Agreement,  at  §  12.5(b),  GS  MBS-E-021825583  at  712.   For 
accounting  purposes,  Goldman  established  a  CDO  Put  Reserve,  to  account  for  potential  losses  that  might  result  from 
its  role  as  a  collateral  put  provider  in  CDOs. 

Any  subsequent  losses  resulting  from  Goldman's  role  as  the  collateral  put  provider  would  reduce  the  profit 
resulting  from  that  fee.   In  responses  to  Subcommittee  questions  for  the  record  regarding  7  CDOs  (Fort  Denison, 
Camber  7,  Timberwolf,  Anderson  Mezzanine,  Point  Pleasant,  Hudson  Mezzanine  2006-1,  and  Hudson  Mezzanine 
2006-2),  Goldman  reported  that  for  most  of  the  CDOs,  the  net  profit  was  less  than  $500,000.   One  exception  was 
Hudson  Mezzanine  2006-1,  which  yielded  a  profit  of  approximately  $1  million.    See  Goldman  response  to 
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the  CDO  indenture  agreements  did  not  specifically  cite  the  connection  between  GSFs  bearing  the 
market  risk  of  the  default  swap  collateral  sales  and  receiving  a  CDS  premium  discount.  The  CDO 
agreements  simply  included  a  reduced  premium  payment  by  GSI  under  the  primary  CDS  contract 
with  the  Issuer.2628 

Timberwolf  Conflict  of  Interest.  In  the  Timberwolf  CDO,  GSI  acted  as  both  the  primary 
CDS  counterparty  and  the  collateral  put  provider.  Documents  provided  to  the  Subcommittee  show 
how  these  dual  roles  created  a  conflict  between  Goldman  and  the  Timberwolf  long  investors,  and 
how  Goldman  reacted  by  placing  its  interests  before  those  of  the  clients  to  whom  it  had  sold  the 
Timberwolf  securities. 

In  2007,  as  the  mortgage  market  deteriorated,  the  value  of  many  types  of  default  swap 
collateral  securities  also  declined.  Goldman  became  concerned  that  if  the  market  value  of  the 
securities  fell  below  par  and  a  credit  event  occurred,  those  securities  would  provide  insufficient 
funds  to  pay  the  amounts  owed  to  GSI  under  its  primary  CDS  contract  with  the  Issuer.  In  addition, 
Goldman  knew  that  the  more  the  default  swap  collateral  securities  fell  in  value,  the  more  of  a 
shortfall  Goldman  would  have  to  make  up  if  GSI  had  to  make  payments  to  other  short  parties. 
Goldman  wanted  to  maximize  the  value  of  the  default  swap  collateral  and  what  would  be  available 


Subcommittee  QFR  at  PSI_QFR_GS0249.    For  another  CDO,  Broadwick,  Goldman  also  projected  that  the  premium 
discount  would  yield  a  profit  of  more  than  $1  million,  less  any  costs  it  might  have  to  absorb  in  its  role  as  put 
provider.    See  4/12/2006  email  from  Peter  Ostrem  to  John  Little  and  Robert  Leventhal,  GS  MBS-E-010808964  at 
66-67  ("Can  we  agree  on  how  we  want  to  treat  P&L  [profit  and  loss]  on  Peloton  relative  to  the  put  swap?   We  expect 
P&L  of  over  $lmm  [million]  for  the  5bp  [basis  point]  reduction  in  the  CDS  premiums.  ...   I  propose  we  separately 
book  the  put  swap  at  close  to  zero  (contingent  MTM  risk  on  2  yr  AAA  diversified  portfolio  where  Goldman  retains 
selection  optionality  seems  low),  but  we  are  open  to  booking  lbp  in  negative  put  cost  (i.e.,  -$200k).").   In  some  other 
CDOs,  the  projected  put  fee  was  about  $500,000. 

Timberwolf  used  this  reduced  premium  approach,  but  in  a  few  other  instances,  such  as  Hudson  Mezzanine  2006- 
1  and  Point  Pleasant,  Goldman  received  a  direct  fee  for  acting  as  the  collateral  put  provider.   Goldman 
representatives  told  the  Subcommittee  that,  because  the  put  fee  was  "embedded"  in  the  CDS  agreement  in  some  of 
the  CDOs,  Goldman's  operations  group  sometimes  overlooked  and  failed  to  "book"  the  profit  and  loss  associated 
with  those  put  arrangements.   When  this  oversight  was  discovered  in  2007,  Goldman  identified  18  CDO  put 
arrangements  that  had  not  been  identified  and  accounted  for  in  Goldman's  books.   See  6/28/2007  email  from  Carly 
Scales  to  Phil  Armstrong  and  Steve  Schultz,  GS  MBS-E-015 192547: 

•  "Current  Put  Option  Booking  State:  22  Deals  with  the  Put  Option  Feature 

•  4  Deals  that  do  have  a  Put  Option  Booked: 

-  For  these  trades,  Ops  [the  operations  group]  knew  about  the  Put  as  there  was  a  confirmation  and  a 
trade  booked.  ... 

•  18  Deals  that  do  not  have  a  Put  option  Booked: 

-  For  these  deals,  there  was  no  mention  of  a  Put  at  all  at  the  time  of  closing.  ... 

-  The  Put  option  was  embedded  into  the  deal  documents  (Indenture,  Offering  Circular,  etc  -  both  of 
which  are  reviewed  by  outside  counsel  and  GS  legal  as  a  normal  course  of  business  -  but  are  not 
reviewed  by  Operations.) 

-  For  these  trades,  an  intermediation  fee  was  being  taken  on  the  CDS  trades,  but  no  specific  Put 
was  booked  in  our  systems. 

-  The  original  explanation  from  the  desk  was  the  intermediation  fee  was  being  taken  for  the  risks 
associated  with  standing  in  between  the  Street  and  the  deal  with  no  mention  of  the  Put." 


592 

to  make  all  of  the  payments  needed  pursuant  to  Goldman's  own  short  positions  as  well  as  any 
payments  it  would  need  to  make  to  other  short  parties. 

In  the  late  spring  of  2007,  Goldman  began  to  closely  monitor  the  value  of  the  default  swap 
collateral  securities  in  its  synthetic  CDOs.2629  On  June  20,  2007,  Matthew  Bieber,  a  Goldman 
employee  on  the  CDO  Origination  Desk  and  the  deal  captain  of  the  Timberwolf  CDO,  sent  an  email 
to  his  colleagues  requesting  information  on  CDOs  that  Goldman  had  "significant  exposure  to  in 
terms  of  default  swap  collateral."2630  Mr.  Bieber  identified  17  possible  CDOs  where  the  default 
swap  collateral  securities  may  have  lost  value  and  stated:  "we  need  to  get  Dan  [Sparks,  the 
Mortgage  Department  head,]  a  list  this  morning."2631  When  asked  about  this  email,  Mr.  Bieber  told 
the  Subcommittee  that  he  did  not  recall  why  he  had  sent  it  or  why  he  had  to  deliver  the  list  to  Mr. 
Sparks  that  same  day,  but  he  said  he  did  recall  that  the  decline  in  the  value  of  the  default  swap 
securities  was  an  issue.2632  In  response  to  the  email,  Goldman  employees  associated  with  the 
various  CDOs  submitted  lists  of  the  existing  default  swap  collateral  securities  with  their  par  and 
market  values. 

As  the  mortgage  market  worsened,  Goldman's  attention  to  the  value  of  the  default  collateral 
securities  increased.  On  July  18,  2007,  the  Goldman  Credit  Department  sent  an  email  to  Mr.  Bieber 
indicating  that  Goldman  had  large,  valuable  short  positions  in  six  of  the  CDOs  it  had  originated,  but 
that  the  department  needed  to  monitor  the  value  of  the  default  swap  collateral  securities  in  each 
CDO  to  understand  Goldman's  "exposure"  under  the  CDS  contracts: 

"From  our  discussion  earlier  today,  we  were  able  to  verify  the  MTM  [mark  to  market] 
exposures  on  the  below  CDOs  against  what  we  have  in  our  credit  systems  (they  are  in  fact  as 
large  as  we  mentioned).  Our  next  step  is  understanding  how  the  collateral  pools  are 
performing  in  each  of  the  deals.  Would  you  be  able  to  give  us  a  summary  of  the  current 
marks  and  default  writedowns  for  the  below  deals?  This  would  help  us  in  monitoring  the 
collateralization  in  relation  to  our  exposure  from  CDS."2633 

The  next  day,  July  19,  2007,  Mr.  Bieber  informed  David  Lehman,  who  then  oversaw 
Goldman's  CDOs,  that  the  Credit  Department  had  asked  the  ABS  Desk  in  the  Mortgage  Department 
to  "mark"  the  value  of  all  of  the  default  swap  collateral  securities  in  the  Goldman-originated  CDOs 

One  reason  Goldman  was  so  concerned  about  the  value  of  the  default  swap  collateral  securities  was  because 
those  securities  included  AAA  rated  RMBS  securities  whose  values  were  declining  in  line  with  the  entire  mortgage 
market. 

2630  6/20/2007  email  from  Matthew  Bieber  to  Goldman  colleagues,  GS  MBS-E-001912772  ("Below  are  the  deals  I 
recall  us  having  significant  exposure  to  in  terms  of  default  swap  collateral.   Who  is  responsible  for  each  of  the  deals? 
We  need  to  get  Dan  a  list  this  morning.   If  there  are  any  missing,  please  let  me  know."). 

Id.   Mr.  Bieber  listed  the  following  CDOs:   Adirondack  1;  Adirondack  2;  Coolidge  Funding;  Broadwick; 
Hudson  High  Grade;  Hudson  Mezzanine  1;  Hudson  Mezzanine  2;  Fortius  I;  Fortius  II;  Camber  7;  Hout  Bay;  Point 
Pleasant;  Timberwolf;  Anderson  Mezzanine;  Altius  I;  Altius  III;  and  Altius  IV. 

2632  Subcommittee  interview  of  Matthew  Bieber  (10/21/2010). 

2633  7/18/2007  email  from  Alfa  Kiflu,  GS  MBS-E-001866507.   The  six  CDOs  in  which  Goldman  had  large  short 
positions  were:   Hudson  Mezzanine  1;  Timberwolf;  Camber  7;  Hudson  Mezzanine  2;  GSC  ABS  Funding  2006-3G; 
and  Anderson  Mezzanine. 
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to  "get  a  sense  of  the  MV  [market  value]  supporting  the  deals[']  obligation  to  pay  us,  if 
necessary."2634 

Later  that  same  day,  another  Credit  Department  official  sent  an  email  message  to  Mr. 
Lehman  similar  to  the  one  that  had  been  sent  to  Mr.  Bieber: 

"We  understand  that  you  are  responsible  for  marking  the  collateral  in  relation  to  the  below 
CDOs.  Is  that  true?  If  so,  can  you  please  put  us  on  your  distribution  list  for  these.  We  have 
some  sizeable  in  the  money  swap  positions  (i.e.  cdo  owes  GS)  and  Credit  needs  to  monitor 
these  positions  vs.  collateral  market  value."2635 

With  respect  to  Timberwolf,  on  July  25,  2007,  Fabrice  Tourre,  a  Goldman  employee  on  the 
Mortgage  Department's  Correlation  Trading  Desk,  circulated  an  internal  Goldman  analysis  showing 
that  the  weighted  average  value  or  "mark"  of  Timberwolf  s  default  swap  collateral  securities  had 
declined  over  3%.2636  During  the  same  period,  the  value  of  Goldman's  short  position  had  increased. 
Mr.  Tourre  suggested  to  his  colleagues  that  as  Timberwolf  s  default  swap  collateral  securities 
matured,  the  resulting  cash  proceeds  should  not  be  re-invested  in  new  securities,  but  instead  be 
retained  as  cash: 

"We  need  to  start  monitoring  MtM  [mark  to  market  value]  of  the  CDS  collateral  for  the 
Wolf,  given  how  much  in  the  money  the  CDS  are  -  right  now,  average  bid  side  for  the  AAA 
cash  bonds  is  approx  96.89  -  per  Mahesh  analysis  below.    Matt/Mehesh  -  maybe  we  should 
look  at  the  collateral  reinvestment  provisions  in  this  deal  -  ideally  principal  proceeds  on  the 
CDS  collateral  should  not  be  reinvested  but  I  guess  Greywolfe  [sic]  has  discretion  on  this, 
right?"2637 

In  response,  Mr.  Bieber  noted  that  the  same  situation  applied  to  all  of  Goldman's  CDOs;  the 
declining  value  of  the  default  swap  collateral  securities  was  increasing  Goldman's  exposure,  and  a 
weekly  monitoring  program  was  being  set  up.  He  also  noted  that  it  would  be  difficult  for  Goldman 
to  oppose  re-investment  of  the  cash  proceeds  from  maturing  securities  across  the  board: 

"CDS  across  all  of  our  transactions  are  in  the  money.  We've  had  conversations  at  length 
with  credit  regarding  our  exposure  to  the  default  swap  collateral  and  are  setting  ourselves  up 
for  weekly  monitoring/pricing  of  the  default  swap  collateral  across  the  cdo  business. 

"We  have  discretionary  approval  over  default  swap  collateral,  however,  it  will  be  difficult 
for  us  to  take  the  non-reinvestment  approach."2638 


2634 
2635 
2636 
2637 

2638 


7/19/2007  email  from  Matthew  Bieber  to  David  Lehman,  GS  MBS-E-01 1 178225. 
7/19/2007  email  from  Patrick  Welch,  GS  MBS-E-001866507. 
7/25/2007  email  from  Fabrice  Tourre,  GS  MBS-E-001989091. 
Id.   Greywolf  Capital  was  the  collateral  manager  of  the  Timberwolf  CDO. 
7/25/2007  email  from  Matthew  Bieber,  GS  MBS-E-001989091. 
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The  next  day,  on  July  26,  2007,  the  collateral  manager  of  one  of  Goldman's  CDOs  sought 
approval  to  purchase  some  new  default  swap  collateral  securities.  A  Goldman  employee  responded: 
"We  are  going  to  pass  on  this  bond.  Given  current  market  conditions,  we'd  like  to  keep  some  cash 
in  the  default  swap  collateral."2639  A  few  days  later,  after  receiving  more  requests  to  approve  the 
purchase  of  new  default  swap  collateral  securities,  Mr.  Bieber  asked  Mr.  Lehman  for  a  meeting  to 
discuss  how  to  proceed: 

"Have  gotten  several  requests  today  for  reinvestment  (Greywolf  on  TWOLF  and  TCW  on 
DS7  [Davis  Square  7]).  Would  like  to  sit  down  this  evening  to  discuss  how  we're  going  to 
respond  as  this  comes  up."2640 

In  early  August,  Goldman  conducted  an  internal  analysis  to  assess  the  decrease  in  the  return 
to  the  CDOs  if  the  default  swap  collateral  was  kept  in  cash  rather  than  re-invested  in  securities.2641 
As  expected,  that  analysis  showed  that  using  the  cash  in  the  default  swap  collateral  account  to  buy 
new  securities  would  yield  a  larger  return  and  more  money  for  the  CDO  investors.2642  But  buying 
new  securities  also  meant  that  Goldman,  as  the  primary  CDS  counterparty  and  collateral  put 
provider,  would  bear  the  risk  if  those  securities  later  declined  in  market  value.  If  the  securities' 
market  value  fell  below  their  par  value,  but  had  to  be  sold  to  make  payments  to  the  CDOs'  short 
parties,  Goldman  would  have  to  absorb  any  shortfall  in  the  course  of  making  the  required  payments 
to  the  short  parties.  Goldman's  risk  would  be  mitigated,  however,  if  the  default  swap  collateral  was 
kept  in  cash,  since  cash  is  not  subject  to  the  same  market  fluctuation.  The  result  was  that  Goldman 
benefitted  more  if  the  CDO  default  swap  collateral  was  kept  in  cash,  but  the  CDO  investors 
benefitted  more  if  the  collateral  was  kept  in  securities.  In  short,  what  was  best  for  Goldman  clashed 
with  what  was  best  for  the  investors  to  whom  Goldman  had  sold  the  Timberwolf  securities. 

Subsequent  documents  show  that  Goldman  placed  its  financial  interests  before  those  of  the 
CDO  investors  by  taking  actions  to  keep  the  CDO  default  swap  collateral  in  cash,  rather  than 
securities.  On  August  21,  2007,  Mr.  Bieber  sent  an  email  to  Mr.  Lehman  asking  about  what 
Goldman  had  decided  regarding  re-investment  of  the  cash  collateral:  "Was  there  any  further 
discussion  over  the  past  few  days  on  what  were  going  to  be  doing?  With  the  25th  coming  up,  I 
suspect  a  bunch  of  managers  are  going  to  be  looking  to  put  cash  to  work."2643  Mr.  Lehman 
responded:  "Nothing  further  - 1  think  our  gameplan  remains  to  build  cash  for  now."  Mr.  Bieber 
replied:  "Ok.  I  think  we  should  be  proactive  in  letting  managers  know,  then,  rather  than  waiting  for 
them  to  come  to  us  for  approval  and  then  denying."  Mr.  Lehman  agreed. 

2639  7/26/2007  email  from  Shelly  Lin,  GS  MBS-E-015232129. 

2640  7/30/2007  email  from  Matthew  Bieber  to  David  Lehman,  GS  MBS-E-001867239. 

2641  See  8/6/2007  email  from  Connie  Kang  to  David  Lehman,  GS  MBS-E-001992556;  8/9/2007  email  from  Mahesh 
Ganapathy  to  David  Lehman,  Matthew  Bieber,  and  Jonathan  Egol,  GS  MBS-E-001930307;  8/12/2007  email  from 
Mahesh  Ganapathy  to  David  Lehman  and  Matthew  Bieber,  GS  MBS-E-001930343;  8/13/2007  email  from  Mahesh 
Ganapathy  to  Matthew  Bieber,  David  Lehman,  and  Jonathan  Egol,  GS  MBS-E-001930571. 

In  addition,  since  the  yield  of  most  default  swap  collateral  securities  was  linked  to  their  "face  (par)  value,"  when 
the  same  securities  could  be  obtained  at  a  price  lower  than  their  par  value,  their  yield  (return  on  investment) 
increased  as  long  as  they  continued  to  meet  their  scheduled  principal  and  interest  payments.  This  was  another 
potential  benefit  to  the  long  investors  which  conflicted  with  the  interest  of  Goldman,  the  short  party. 
2643   8/21/2007  email  from  Matthew  Bieber  to  David  Lehman,  GS  MBS-E-01 1273913. 
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Greywolf  Objections.  Over  the  next  three  or  four  weeks,  Goldman  continued  to  refuse  to 
consent  to  the  purchase  of  new  default  swap  collateral  securities  by  the  collateral  managers  of  its 
CDOs.2644 

At  first,  Goldman  delayed  telling  Greywolf,  Timberwolf  s  collateral  manager,  what  it  had 
decided.  In  late  August  and  early  September,  Joseph  Marconi,  a  Greywolf  executive,  former 
Goldman  employee,  and  key  member  of  the  Greywolf  team  managing  Timberwolf,  sent  Goldman 
several  requests  to  buy  new  default  swap  collateral  securities,  without  receiving  a  response.  On 
September  6,  2007,  a  Goldman  employee  on  the  CDO  Origination  Desk  forwarded  one  of  the 
requests  to  Mr.  Bieber  with  the  comment:  "Guess  we  can't  delay  talking  to  him  anymore."2645  Mr. 
Bieber  informed  Mr.  Marconi  that  Goldman  would  no  longer  approve  the  purchase  of  additional 
default  swap  collateral  securities  for  Timberwolf.  When  informed  of  Goldman's  decision, 
Mr.  Marconi  protested  in  an  email  to  Mr.  Lehman,  who  was  Mr.  Bieber' s  supervisor: 

"David:  I  would  like  to  have  a  call  with  you  to  discuss  the  purchase  of  Default  Swap 
Collateral  into  Timberwolf.  I  understand  you  are  traveling  this  week.  Let  me  know  when 
you  will  have  some  time  to  talk.  In  response  to  the  attached  message,  Matt  [Bieber]  told  me 
that  GS  will  not  approve  the  purchase  of  any  additional  Default  Swap  Collateral  into 
Timberwolf.  While  GS  does  have  consent  rights  regarding  the  purchase  of  Default  Swap 
Collateral,  a  blanket  refusal  to  approve  any  assets  is  inappropriate,  inconsistent  with  the 
parties'  original  expectations  and  will  negatively  impact  the  performance  of  both  the  debt 
and  equity  issued  by  Timberwolf.  Give  me  a  call  when  you  can."2646 

When  asked  by  Subcommittee  what  he  meant  when  he  wrote  that  "a  blanket  refusal  to 
approve  any  assets  is  inappropriate,  inconsistent  with  the  parties'  original  expectations  and  will 
negatively  impact  the  performance  of  both  the  debt  and  equity  issued  by  Timberwolf,"  Mr.  Marconi 
explained  that  if  Goldman  wouldn't  approve  any  new  purchases  as  the  default  swap  collateral 
securities  matured,  the  CDO  would  have  an  increasing  amount  of  cash  on  hand  that  would  produce 
less  income  for  Timberwolf  than  if  that  cash  were  invested  in  new  securities.2647 

Later  on  September  6,  2007,  Mr.  Lehman  telephoned  and  spoke  with  Mr.  Marconi.  Neither 
he  nor  Mr.  Marconi  recalled  exactly  what  was  discussed,  but  the  following  day  Mr.  Marconi  sent 
Mr.  Lehman  an  email  that  repeated  Greywolf  s  objections  to  Goldman's  decision  not  to  consent  to 
the  purchase  of  new  default  swap  collateral  securities: 


2644  See  9/21/2007  email  from  Marty  Devote  of  Aladdin  Capital  Management  to  Benjamin  Case,  GS  MBS-E 
022138816  ("We,  at  the  direction  of  Connie  and  Roman  [Goldman  employees],  have  not  been  reinvesting  CDS 
collateral  as  it  matures.   We've  brought  the  topic  up  a  few  times  over  the  past  few  months  with  your  team.   Last  I 
heard,  you  were  re-evaluating  the  market,  and  would  come  back  to  us  with  a  breakdown  of  acceptable  replacements. 
As  the  cash  balances  continue  to  grow,  I'd  like  to  address  this  issue,  as  the  amount  of  cash  drag  is  beginning  to 
become  meaningful."). 

2645  9/6/2007  email  from  Roman  Shimonov  to  Matthew  Bieber,  GS  MBS-E-000765873. 

2646  9/6/2007  email  from  Joe  Marconi  to  David  Lehman,  GW  107909. 
Subcommittee  interview  of  Joseph  Marconi  (Greywolf  Capital)  (10/19/2010). 
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"David:  As  we  discussed  yesterday,  I  believe  that  your  refusal  to  approve  the  purchase  of 
any  additional  Default  Swap  Collateral  into  Timberwolf  is  unreasonable  and  inconsistent 
with  the  way  the  transaction  structure  was  originally  presented  to  us.  We  were  told  that  the 
purpose  of  the  approval  rights  was  to  permit  GS  to  review  specific  assets  and  approve  or 
disapprove  specific  assets  based  on  their  relative  credit  merits.  If  we  thought  for  a  second 
that  you  had  the  right  to  prohibit  all  new  purchases  indefinitely,  we  would  have 
implemented  the  much  simpler  GIC  [Guaranteed  Investment  Contract]  structure  that  is  used 
in  most  other  synthetic  CDOs  and  CDOA2  transactions  and  thereby  locked  in  a  fixed  spread 
to  LIBOR  for  the  term  of  our  transaction.  Also,  the  Timberwolf  CDS  economics  include  an 
ongoing  fee  to  GS  for  the  put  swap  component  of  the  trade;  we  would  not  have  agreed  to 
those  terms  if  we  thought  you  had  this  option.  Finally,  I  believe  that  if  anyone  on  the  deal 
team  thought  you  had  this  option,  it  would  have  been  clearly  disclosed  in  the  OM  [Offering 
Memorandum].  Especially  given  current  market  conditions,  I  am  surprised  that  you  are 
taking  a  position  that  will  directly  result  in  less  cash  flow  being  available  to  debt  and  equity 
investors.  As  I  said  yesterday,  we  recognize  the  impact  of  current  market  conditions  and, 
even  before  I  spoke  with  Matt,  I  was  suggesting  we  collectively  focus  on  shorter  average  life 
AAA  RMBS  for  the  deal  and  I  specifically  solicited  feedback  on  securities  where  GS  would 
be  comfortable.  I  continue  to  be  surprised  by  your  response."2648 

When  asked  by  the  Subcommittee  why  he  sent  such  a  strongly  worded  email  to  Goldman  regarding 
its  refusal  to  approve  the  reinvestment  of  Timberwolf  s  cash  collateral,  Mr.  Marconi  responded: 
"We  felt  strongly  about  this.  We  had  an  obligation  to  investors  to  do  the  right  thing."2649 

Mr.  Marconi  told  the  Subcommittee  that  Goldman  had  rationalized  its  decision  by 
contending  that  it  was  less  risky  to  have  more  cash  and  fewer  securities.  Mr.  Marconi  also  told  the 
Subcommittee  that  Greywolf  felt  Goldman's  blanket  refusal  to  approve  the  purchase  of  additional 
securities  was  inconsistent  with  the  terms  of  the  CDO,  and  if  anyone  at  Greywolf  had  believed  that 
Goldman  possessed  that  authority,  Greywolf  would  have  structured  the  deal  differently.2650  In 
addition,  Mr.  Marconi's  September  6  email  pointed  out  that  Goldman  was  receiving  an  "ongoing 
fee"  to  serve  as  the  collateral  put  provider  and  undertake  the  risk  of  guaranteeing  the  par  value  of 
the  default  swap  collateral  securities.  The  email  stated  that  Greywolf  would  not  have  agreed  to  pay 
that  fee  to  Goldman  if  it  had  thought  Goldman  could  use  its  approval  authority  to  stop  the  purchase 
of  all  default  swap  collateral  securities  and  mitigate  the  risk  it  was  being  paid  to  bear. 

The  exchanges  between  Greywolf  and  Goldman  brought  into  question  the  proper 
interpretation  of  Section  12.5  of  the  Timberwolf  Indenture  agreement  which  required  the  CDO  to 
purchase  default  swap  collateral  which  satisfied  certain  criteria  and  which  received  the  "consent"  of 
and  was  not  "objected  to"  by  Goldman  as  the  "Synthetic  Security  Counterparty."2651  The  issue  was 


2648   9/7/2007  email  from  Joe  Marconi  to  David  Lehman,  GW  107909. 

Subcommittee  interview  of  Joseph  Marconi  (Greywolf  Capital)  (10/19/2010). 

2650    M 

Section  12.5(b)  of  the  Timberwolf  Indenture  agreement  stated:   "The  Synthetic  Securities  shall  be  structured  as 
'pay-as-you-go'  credit  default  swaps.   As  part  of  the  purchase  of  each  Synthetic  Security  on  or  before  the  Closing 
Date,  the  Issuer  will  be  required  to  purchase  Default  Swap  Collateral  which  satisfies  the  Default  Swap  Collateral 
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whether  that  authority  allowed  Goldman  to  block  the  purchase  of  all  default  swap  collateral 
securities  and  essentially  limit  the  default  swap  collateral  to  cash.  In  a  July  2007  email,  Mr.  Bieber 
wrote:  "We  have  discretionary  approval  over  default  swap  collateral,  however,  it  will  be  difficult 
for  us  to  take  the  non-reinvestment  approach."2652  But  when  the  Subcommittee  asked  about  the 
matter,  Goldman's  legal  counsel  sent  a  written  statement  indicating  the  Indenture  agreement 
authorized  Goldman's  actions: 

"Section  12.5  of  the  Indenture  for  the  Timberwolf  CDO  confers  on  the  Secured  Party  the 
right  to  consent  to  the  selection  and  reinvestment  of  default  swap  collateral.  It  is  the 
position  of  Goldman  Sachs  that  neither  Section  12.5  of  the  Indenture  nor  any  other  relevant 
deal  documents  impose  any  obligation  on  the  Secured  Party  to  consent  to  reinvestment  of 
default  swap  collateral,  either  on  a  case-by-case  basis  or  generally."2653 

Goldman's  internal  documents  show  that  on  September  7,  2007,  the  day  after  the  email 
exchange  between  Mr.  Marconi  and  Mr.  Lehman,  Mr.  Bieber  scheduled  a  meeting  with  Goldman's 
legal  counsel  and  a  key  compliance  officer  to  discuss  the  issue.  His  email  stated: 

"Pis  see  email  we  received  below  -  -  wanted  to  get  your  take  on  what  response  (if  any)  we 
should  craft.  This  is  related  to  the  default  swap  collateral  account  in  Timberwolf  used  to 
collateralize  the  exposure  we  have  to  the  CDO  on  the  CDS  contracts  that  are  the  assets  in 
TWOLF."2654 

The  meeting  was  scheduled  for  1:15  p.m.  that  same  day,2655  and  one  of  the  counsels  requested  a 
copy  of  the  Offering  Memorandum  and  "the  operative  documents  that  contain  our  rights/obligations 
with  respect  to  the  Collateral."2656 

The  Subcommittee  did  not  locate  any  documents  recounting  exactly  what  was  discussed  at 
the  meeting.  The  default  swap  collateral  issue  involved  a  significant  number  of  Goldman  CDOs, 
affected  Goldman's  relationships  with  investors  and  other  financial  firms  serving  as  collateral 
managers  of  its  CDOs,  and  entailed  substantial  financial  risk  for  Goldman.  Yet,  when  asked  about 

Eligibility  Criteria  set  forth  in  the  related  Synthetic  Security  and  the  inclusion  of  which  has  been  consented  to  by  the 
Synthetic  Security  Counterparty  in  the  amount  required  to  secure  the  obligations  of  the  Issuer  in  accordance  with  the 
terms  of  the  related  Synthetic  Security  which  shall  be  in  at  least  an  amount  equal  to  the  Aggregate  Reference 
Obligation  Notional  Amount.   The  Synthetic  Security  Counterparty  shall  have  consent  rights  with  respect  to  the 
Default  Swap  Collateral  and  no  Default  Swap  Collateral  objected  to  by  the  Synthetic  Security  Counterparty  may  be 
purchased  by  the  Issuer.   Default  Swap  Collateral  shall  be  credited  to  the  Default  Swap  Collateral  Account.   The 
amount  payable  by  the  Issuer  to  the  Synthetic  Security  Counterparty  under  a  Synthetic  Security  shall  not  exceed  the 
Default  Swap  Collateral."   3/27/2007  Timberwolf  I,  LTD.  Indenture  Agreement,  GS  MBS-E-021825583  at  711. 
2652   7/25/2007  email  from  Matthew  Bieber,  GS  MBS-E-00 1989091. 
1/7/201 1  email  from  Goldman  counsel  to  the  Subcommittee. 

2654  9/7/2007  email  from  Matthew  Bieber  to  Tim  Saunders,  Susan  Helfrick,  and  Jordan  Horvath,  GS  MBS-E- 
021881077. 

2655  Id. 

2656  9/7/2007  email  from  Susan  Helfrick  to  Matthew  Bieber,  Tim  Saunders,  and  Jordan  Horvath,  GS  MBS-E- 
021881084. 
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it,  the  key  participants  said  they  could  not  recall  whether  the  meeting  took  place,  what  was 
discussed  at  the  meeting  if  it  did  take  place,  or  what  determinations  were  reached  regarding 
Goldman's  authority  or  actions.  The  participants  who  could  not  recall  the  meeting  included  Mr. 
Bieber,  the  Timberwolf  deal  captain;  Tim  Saunders,  counsel  from  Goldman's  legal  department; 
Susan  Helfrick,  another  legal  counsel;  and  Jordan  Horvath,  the  compliance  officer.  Mr.  Saunders, 
the  lead  Goldman  legal  counsel  on  the  matter,  informed  the  Subcommittee  that  he  had  "no  present 
recollection  of  the  circumstances  surrounding  any  disagreement  between  Goldman  Sachs  and 
Greywolf  Capital  Management  LP  regarding  Goldman  Sachs'  right  to  consent  to  reinvestment  of 
default  swap  collateral  in  Timberwolf"2657  Mr.  Bieber,  the  Timberwolf  deal  captain,  told  the 
Subcommittee  that  he  did  not  recall  whether  Goldman  developed  any  specific  strategy  limiting  the 
type  of  default  swap  collateral  securities  that  could  be  purchased  for  its  CDOs.2658 

However,  documents  obtained  by  the  Subcommittee  indicate  that  the  meeting  did  take  place, 
and  Goldman  did  develop  a  strategy  to  respond  to  Greywolf  s  concerns.  On  September  7,  2007,  the 
same  day  as  the  meeting,  Mr.  Lehman  sent  a  email  to  Mr.  Bieber  stating: 

"U  spoke  w[ith]  [Jonathan]  egol?  What  ab[ou]t  legal/compliance[?]  Just  make  sure  Dan 
[Sparks]  is  ok  w[ith]  it[.]  Also  I  do  th[in]k  we  sh[oul]d  be  consistent  across  deals  ...  so  if 
slmas  and  credit  cards  are  'ok'  I  th[in]k  we  tell  our  mgrs  [managers]  that .  .  .  maybe  2 
y[ea]rs  and  shorter."2659 

Mr.  Bieber  responded:  "Spoke  with  legal/compliance.  Not  doing  anything  w/o  [without] 
discussing  with  dan  [Sparks]  first.  Agree  with  the  point  on  consistency."2660 

Also  on  September  7,  2007,  Jonathan  Egol,  head  of  the  Mortgage  Department's  Correlation 
Trading  Desk,  sent  an  email  to  Mr.  Lehman  and  others  suggesting  that  Goldman  identify  a  narrow 
set  of  very  safe  asset  backed  securities  that  it  could  propose  to  Greywolf  as  possible  default  swap 
collateral  securities,  such  as  AAA  rated  securities  backed  by  credit  card  receivables  or  student 


Mr.  Saunders,  Ms.  Helfrick,  and  Mr.  Horvath  provided  signed  statements  to  the  Subcommittee  to  the  same 
effect.   See  written  statements  submitted  to  the  Subcommittee  by  Timothy  Saunders  (12/22/2010),  Susan  Helfrick 
(1/7/201 1),  and  Jordan  Horvath  (1/7/201 1).   Although  Mr.  Lehman  was  not  invited  to  the  meeting,  he  told  the 
Subcommittee  that  he  generally  recalled  having  discussions  with  his  colleagues,  including  Goldman's  legal 
department,  about  the  general  issue  of  default  swap  collateral,  but  did  not  recall  his  conversation  with  Mr.  Marconi. 
He  also  submitted  a  statement  to  the  Subcommittee  saying  he  had  no  recollection  of  whether  the  meeting  took  place 
or,  if  a  meeting  was  held,  what  was  discussed  or  decided.   Written  statement  of  Mr.  Lehman  (1/26/201 1).    Mr. 
Sparks,  the  head  of  the  Mortgage  Department,  told  the  Subcommittee  that  while  he  had  a  general  knowledge  of  the 
issue  regarding  default  swap  collateral  securities,  he  had  no  recollection  of  any  meeting  or  decisions  made. 
Subcommittee  interview  of  Daniel  Sparks  (1/13/201 1). 

2658  Subcommittee  interview  of  Matthew  Bieber  (10/21/2010). 

2659  9/7/2007  email  exchange  between  David  Lehman  and  Matthew  Bieber,  GS  MBS-E-000766414.   The  reference 
to  "slmas"  is  to  asset  backed  securities  that  were  issued  by  Sallie  Mae  and  backed  by  pools  of  student  loans. 

2660  M> 
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loans.2661  Mr.  Bieber  sent  an  email  the  same  day  indicating  he  supported  that  approach,  but  wanted 
to  speak  first  with  Mr.  Sparks,  head  of  the  Mortgage  Department 


2662 


Subsequent  documents  indicate  that  Goldman  reversed  its  initial  position  and  decided  to 
consent  to  the  purchase  of  more  default  swap  collateral  securities.  However,  Goldman  appeared  to 
narrow  the  class  of  asset  backed  securities  that  it  would  consent  to  be  acquired  as  default  swap 
collateral.  On  September  10,  2007,  Mr.  Bieber  sent  an  email  to  Mr.  Lehman  reporting: 

"Managed  to  catch  up  with  Dan  [Sparks]  just  now.  .  .we're  going  to  put  together  a  list  of 
SLMA  floaters  in  our  inventory  to  show  Joe  [Marconi  at  Greywolf].  Going  over  w/  Dan 
tomorrow  before  sending  anything  externally."2663 

Goldman  also  sent  a  short  list  of  commercial  mortgage  backed  securities  (CMBS)  in  its  inventory 
that  it  would  consent  to  be  acquired  for  Timberwolf2664 

Over  the  next  two  weeks,  Goldman  sent  a  list  of  acceptable  securities  to  two  more  collateral 
managers  of  its  CDOs.2665  On  October  15,  2007,  Mr.  Bieber  provided  virtually  the  same  list  to  a 
Goldman  colleague  together  with  a  short  explanation  of  some  of  the  criteria  used  to  identify  the 
securities: 


2661  9/7/2007  email  from  Jonathan  Egol  to  Michael  Swenson  and  David  Lehman,  GS  MBS-E-000765854. 

2662  See  9/7/2007  email  from  Matthew  Bieber  to  David  Lehman,  GS  MBS-E-000766414  ("I  need  to  speak  with 
dan...  we're  thinking  about  offering  some  1-3  year  SLMAs."). 

2663  9/10/2007  email  from  Matthew  Bieber  to  David  Lehman,  GS  MBS-E-000765316.   "SLMA"  refers  to  asset 
backed  securities  that  were  issued  by  Sallie  Mae  and  backed  by  pools  of  student  loans. 

2664  9/25/2007  email  from  Matthew  Bieber  to  Joe  Marconi,  GS  MBS-E-000766338.   The  action  taken  by  Goldman 
to  stop  the  purchase  of  new  default  swap  collateral  securities  was  not  the  only  instance  in  which  it  attempted  to  exert 
control  over  the  collateral  in  the  CDOs  it  constructed.   In  the  case  of  the  Broadwick  CDO,  for  example,  when  some 
investors  were  entitled  to  the  return  of  some  collateral,  Goldman  attempted  to  have  the  CDO  pay  them  with  securities 
rather  than  cash,  so  that  the  CDO  would  preserve  the  cash  in  its  collateral  account.   The  Broadwick  collateral 
manager  objected  and  complained  in  an  email  sent  to  Mr.  Sparks,  stating  in  part: 

"In  case  I  wasn't  clear  on  the  call,  our  three  main  points  would  be: 

1.  The  aim  of  the  collateral  account  was  to  provide  LIBOR  and  not  add  additional  risk  to  the  deal. 

2.  GS  said  they  would  take  market  risk  and  clearly  represented  that  to  us  and  to  the  ratings  agencies. 

3.  The  only  way  the  deal  works,  and  the  way  the  deal  was  marketed  and  explained  to  us,  is  that  paydowns 
are  equivalent  to  partial  terminations.  We  do  not  believe  you  have  any  right  to  refuse  to  release  excess 
cash  that  is  no  longer  needed  as  collateral,  and  we  do  not  believe  you  have  the  right  to  release  bonds 
into  the  waterfall  ever,  and  certainly  not  when  cash  exists.   Perhaps  the  way  you  did  these  deals 
changed  over  time  and  you  are  comparing  our  deal  to  ones  which  you  marketed  or  structured 
later/differently?   I  look  forward  to  hearing  from  you." 

1 1/20/2007  email  from  Ron  Beller  to  Matthew  Bieber,  GS  MBS-E-013746516. 

Documents  show  that  a  list  of  assets  was  sent  to  Aladdin  Capital  Management  and  Trust  Company  of  the  West. 
See  9/24/2007  email  from  Benjamin  Case  to  Marty  Devote  of  Aladdin  Capital  Management,  GS  MBS-E  022138816; 
9/20/2007  email  from  Matthew  Bieber  to  Vincent  Fiorillo  of  Trust  Company  of  the  West,  GS  MBS-E-022141026- 

27. 
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"Here  are  the  shelves  we'd  like  to  use  for  default  swap  collateral  reinvestment. 
RMBS:  CBASS,  GSAA,  GSAMP,  JPMAC,  WFHET 
CARDS:  AMXCA,  BACCT,  BOIT,  MBNAS,  CCCIT,CHAIT,  DCMT 
AUTOS:  COPAR,  DCMOT,  FORDO,  HAROT,  HDMOT,  NALT,  USAOT 
STUDENT  LOANS:  ACCSS,  GCOE,  KSLT,  NCSLT,  SLMA  (FFELP) 

In  addition  to  the  default  swap  collateral  constraints  in  the  docs  for  each  transaction,  also 
looking  to  securities  that  are  (a)  floating  rate  (b)  monthly  pay  (c)  senior-most  bond  in  capital 
structure  (d)  avg  life  of  less  than  or  equal  to  2  years  (e)  currently  amortizing. 
Please  let  me  know  if  you  have  any  questions."2666 

All  of  the  listed  securities  consisted  of  AAA  rated  securities  backed  by  residential 
mortgages,  credit  card  receivables,  automobile  loans,  or  student  loans,  and  had  an  expected  maturity 
of  two  years  or  less.  It  appears  as  if  Goldman  was  restricting  the  selection  of  default  swap  collateral 
securities  to  a  limited  list  of  assets  that  it  believed  were  likely  to  maintain  their  par  value  in  order  to 
minimize  its  financial  exposure. 

After  indicating  it  would  allow  these  new  purchases,  Goldman  maintained  tight  control  over 
the  actual  purchases  made  by  the  collateral  managers.  A  September  27,  2007  email  exchange 
between  Mr.  Marconi  of  Greywolf  and  Mr.  Bieber  of  Goldman,  for  example,  demonstrates 
Goldman's  intense  monitoring  effort: 

Mr.  Marconi:  "Matt:  I  am  seeing  this  list  from  another  dealer.  Can  I  assume  that  I  can  buy 

any  name  on  your  approved  list?"  ... 

Mr.  Bieber:  "No-we  need  to  give  approval  on  a  security  by  security  basis."2667 

When  asked  about  these  matters,  both  Mr.  Sparks  and  Mr.  Lehman  characterized  the  default 
swap  collateral  securities  issue  as  a  minor  issue.  Mr.  Lehman  informed  the  Subcommittee  that  he 
did  not  recall  significant  debate  with  collateral  managers  on  the  matter.2668  Mr.  Sparks  said  the  yield 
difference  between  keeping  the  collateral  in  cash  and  investing  in  securities  was  minimal  and 
characterized  the  whole  issue  as  "structured  finance  gymnastics."2669  But  information  supplied  by 
Goldman  to  the  Subcommittee  on  seven  Goldman-originated  CDOs  shows  that,  due  to  its  duties  as 
collateral  put  provider  and  the  declining  value  of  the  CDOs'  default  swap  collateral  securities, 
Goldman  eventually  lost  over  $1  billion.2670 


2666  10/15/2007  email  from  Matthew  Bieber  to  Matthew  Verrochi,  GS  MBS-E-015732147.   The  list  had  one  more 
RMBS  security  than  the  lists  sent  to  the  collateral  managers. 

2667  9/27/2007  email  from  Joe  Marconi  to  Matthew  Bieber,  GW  108645. 

2668  Written  statement  of  David  Lehman  (1/26/201 1). 

2669  Subcommittee  interview  of  Daniel  Sparks  (1/13/2011). 

2670  j^g  seven  CDOs  were  Fort  Denison,  Camber  7,  Timberwolf,  Anderson  Mezzanine,  Point  Pleasant,  Hudson 
Mezzanine  2006-1,  and  Hudson  Mezzanine  2006-2.   Goldman  lost  $1 .018  billion  from  acting  as  the  collateral  put 
provider  for  their  default  swap  collateral  securities.    See  Goldman  response  to  Subcommittee  QFR  at 
PSI_QFR_GS0280. 
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Analysis.  In  its  synthetic  CDOs,  Goldman  arranged  for  its  subsidiary,  GSI,  to  act  as  both 
the  primary  CDS  counterparty  and  the  collateral  put  provider.  Goldman  also  arranged  for  GSI  to 
receive  a  fee  for  serving  as  the  collateral  put  provider,  through  paying  reduced  premiums  in 
connection  with  the  CDS  contracts  it  entered  into  with  the  CDOs.  Despite  this  fee,  Goldman  took 
actions  to  evade  its  responsibilities  as  the  collateral  put  provider,  including  by  refusing  to  approve 
the  purchase  of  new  default  swap  collateral  securities  whose  values  might  decline  below  par  value. 
Instead,  Goldman  tried  to  force  the  CDOs  to  keep  their  collateral  in  cash.  While  this  effort  provided 
more  protection  for  Goldman's  financial  interest  as  the  short  party,  it  worked  to  the  disadvantage  of 
the  CDO  investors  because  it  produced  lower  returns  for  the  CDOs  than  the  purchase  of  default 
swap  collateral  securities. 

When  the  Timberwolf  collateral  manager  objected,  Goldman  backed  down  and  allowed  the 
purchase  of  a  narrow  range  of  very  safe,  short  term  asset  backed  securities  as  collateral  for 
Timberwolf  and  other  CDOs.  Goldman's  conduct  in  the  Timberwolf  CDO  demonstrates  how  a 
financial  institution  that  plays  multiple  roles  in  a  CDO  can  develop  conflicts  of  interest  and  attempt 
to  manipulate  the  CDO  to  place  its  own  financial  interests  before  those  of  the  investors  to  whom  it 
sold  the  CDO  securities. 
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(6)  Analysis  of  Goldman's  Conflicts  of  Interest 

The  Goldman  Sachs  case  study  identifies  a  number  of  practices  that  raise  conflict  of 
interest  concerns.  Those  practices  include  the  following. 

1.  Shorting  Its  Own  Securities.  In  Hudson,  Anderson,  and  Timberwolf,  Goldman 
marketed  CDO  securities  to  clients,  took  a  substantial  portion  of  the  short  side  of 
the  CDO,  bet  the  CDO  would  fall  in  value,  and  profited  from  its  short  position  at 
the  expense  of  the  clients  to  whom  it  sold  the  securities. 

2.  Failing  to  Disclose  Key  Information  to  Investors.  In  Hudson,  Anderson,  and 
Timberwolf,  Goldman  represented  to  potential  investors  that  its  interests  "were 
aligned"  with  theirs  or  advertised  its  retention  of  a  portion  of  the  CDO's  equity 
tranche,  without  disclosing  that  it  had  an  even  larger  short  position  in  the  CDO  and 
held  a  financial  interest  directly  adverse  to  the  investors  to  whom  it  was  selling  the 
CDO  securities. 

3.  Misrepresenting  Source  of  Assets.  In  Hudson,  Goldman  provided  100%  of  the 
CDO  assets  using  CDS  contracts  it  controlled  and  priced,  transferred  $1.2  billion  of 
risk  from  its  own  inventory  to  the  CDO,  and  told  investors  the  assets  had  been 
"sourced  from  the  Street,"  when  they  had  been  supplied  solely  by  Goldman  and  not 
priced  from  transactions  with  third  parties. 

4.  Failing  to  Disclose  Client  Involvement.  In  Abacus,  Goldman  enabled  a  client 
who  was  shorting  the  CDO  to  help  select  the  CDO's  assets,  solicited  investors  to 
buy  the  Abacus  securities  without  disclosing  the  short  party's  asset  selection  role  or 
investment  objective,  and  helped  the  client  gain  a  $1  billion  profit  at  the  expense  of 
the  investors  to  whom  Goldman  sold  the  securities. 

5.  Minimizing  Premiums.  In  Abacus,  Goldman  entered  into  an  undisclosed 
agreement  with  the  sole  short  party  to  accept  a  fee  for  arranging  low  premium 
payments  by  the  short  party  to  the  CDO,  even  though  low  premium  payments 
meant  less  money  for  the  long  investors  to  whom  Goldman  had  sold  the  Abacus 
securities. 

6.  Selling  Securities  Designed  to  Fail.  Goldman  sold  Hudson  and  Abacus  securities 
to  clients  knowing  the  securities  were  designed  to  fall  in  value  and  benefit  the  short 
party,  which  was  a  client  in  the  case  of  Abacus  and  itself  in  the  case  of  Hudson. 

7.  Delaying  Liquidation.  In  Hudson,  Goldman  was  paid  a  fee  to  serve  as  the 
liquidation  agent,  but  delayed  liquidating  assets  that  were  losing  value  for  eight 
months,  enhancing  its  financial  gain  as  the  CDO's  short  party  at  the  expense  of  the 
long  parties  whose  losses  would  have  been  staunched  if  the  assets  had  been 
liquidated. 
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8.  Misrepresenting  Assets.  In  Anderson,  when  clients  asked  how  Goldman  got 
"comfortable"  with  poor  quality  New  Century  loans  in  the  CDO,  Goldman  worked 
to  dispel  those  concerns  and  failed  to  disclose  its  own  discomfort  with  New  Century 
loans  and  that  it  held  40%  of  the  short  side  of  the  CDO,  betting  its  assets  would  lose 
value. 

9.  Taking  Immediate  Post-Sale  Markdowns.  In  Timberwolf,  Goldman  knowingly 
sold  Timberwolf  securities  to  clients  at  prices  above  its  own  book  values  and  then, 
often  within  days  or  weeks  of  a  sale,  marked  down  the  value  of  the  sold  securities, 
causing  clients  to  incur  quick  losses  and  requiring  some  to  post  higher  margin  or 
cash  collateral. 

10.  Evading  Put  Obligation.  In  Timberwolf,  Goldman  was  paid  a  fee  to  serve  as  the 
collateral  put  provider,  but  refused  for  two  months  to  allow  the  purchase  of  default 
swap  collateral  securities,  even  though  they  meant  better  returns  for  long  investors, 
because  Goldman  did  not  want  to  assume  the  risk  that  the  collateral  securities  might 
lose  value. 

11.  Using  Poor  Quality  Loans  in  Securitizations.  Goldman  provided  securitization 
services  and  warehouse  accounts  to  lenders  with  a  history  of  issuing  high  risk,  poor 
quality  loans,  and  knowingly  included  poor  quality  loans  in  Goldman-originated 
RMBS  and  CDO  securities. 

12.  Concealing  Its  Net  Short  Position.  From  late  2006  through  most  of  2007, 
Goldman  engaged  in  a  relentless  effort  to  sell  the  CDO  and  RMBS  securities  it 
underwrote,  without  disclosing  to  the  clients  it  solicited  that  Goldman  was 
simultaneously  shorting  the  subprime  market  and  betting  it  would  lose  value. 

These  practices  raise  a  wide  range  of  ethical  and  legal  concerns.  This  section  examines 
the  key  issues  of  whether  Goldman  had  a  legal  obligation  to  disclose  to  clients  the  existence  of 
material  adverse  information,  including  conflicts  of  interest,  when  selling  them  RMBS  and  CDO 
securities;  whether  Goldman  had  material  adverse  interests  that  should  have  been  disclosed  to 
investors;  and  whether  Goldman  had  an  obligation  not  to  recommend  securities  that  were 
designed  to  lose  value.  Many  of  these  issues  hinge  upon  the  proper  treatment  of  financial 
instruments,  such  as  credit  default  swaps  and  CDOs,  which  enable  an  investment  bank  to  bet 
against  the  very  same  securities  it  is  selling  to  clients. 

(a)  Securities  Laws 

To  protect  fair,  open,  and  efficient  markets  for  investors,  federal  securities  laws  impose  a 
range  of  specific  disclosure  and  fair  dealing  obligations  on  market  participants,  depending  upon 
the  securities  activities  they  undertake.  In  the  matters  examined  by  the  Subcommittee,  the  key 
roles  under  the  securities  laws  include  market  maker,  underwriter,  placement  agent,  broker- 
dealer,  and  investment  adviser. 
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Market  Maker.  A  "market  maker"  is  typically  a  dealer  in  financial  instruments  that 
stands  ready  to  buy  and  sell  a  particular  financial  instrument  on  a  regular  and  continuous  basis  at 
a  publicly  quoted  price.2671  A  major  responsibility  of  a  market  maker  is  filling  orders  on  behalf 
of  customers.  Market  markers  do  not  solicit  customers;  instead  they  maintain  buy  and  sell 
quotes  in  a  public  setting,  demonstrating  their  readiness  to  either  buy  or  sell  the  specified 
security,  and  customers  come  to  them.  For  example,  a  market  maker  in  a  particular  stock 
typically  posts  the  prices  at  which  it  is  willing  to  buy  or  sell  that  stock,  attracting  customers 
based  on  the  competitiveness  of  its  prices.  This  activity  by  market  makers  helps  provide 
liquidity  and  efficiency  in  the  trading  market  for  that  security.2672  Market  makers  do  not  keep 
the  financial  instruments  they  buy  and  sell  in  their  own  investment  portfolio,  but  instead  keep 
them  in  their  sales  portfolio  or  "trading  book." 

Market  makers  have  among  the  most  narrow  disclosure  obligations  under  federal 
securities  law,  since  they  typically  do  not  actively  solicit  clients  or  make  investment 
recommendations  to  them.  Their  disclosure  obligations  are  generally  limited  to  providing  fair 
and  accurate  information  related  to  the  execution  of  a  particular  trade.2673  Market  makers  are 
also  subject  to  the  securities  laws'  prohibitions  against  fraud  and  market  manipulation.  In 
addition,  they  are  subject  to  legal  requirements  relating  to  the  handling  of  customer  orders,  for 
example  using  best  execution  efforts  when  placing  a  client's  buy  or  sell  order.2674 

Underwriter  and  Placement  Agent.    Underwriters  and  placement  agents  have  greater 
disclosure  obligations  than  market  makers,  because  in  this  role  they  are  actively  soliciting 
customers  to  buy  new  securities  they  have  helped  an  issuer  bring  to  market. 

When  securities  are  offered  to  the  public  for  sale,  they  are  typically  underwritten  by  one 
or  more  investment  banks,  each  of  which  is  a  broker-dealer  registered  with  the  Financial  Industry 
Regulatory  Authority  (FINRA).2675  An  underwriter  is  typically  hired  by  the  issuer  of  the  new 
securities  to  help  the  issuer  register  the  securities  with  the  SEC  and  conduct  a  public  offering  of 
the  securities.  The  underwriter  typically  purchases  the  securities  from  the  issuer,  holds  them  on 
its  books,  conducts  the  public  offering,  and  bears  the  financial  risk  until  the  securities  are  sold  to 
the  public. 


2671  Section  3(a)(38)  of  the  Securities  Exchange  Act  of  1934  ("The  term  'market  maker'  means  any  specialist 
permitted  to  act  as  a  dealer,  any  dealer  acting  in  the  capacity  of  block  positioner,  and  any  dealer  who,  with  respect  to 
a  security,  holds  himself  out  (by  entering  quotations  in  an  inter-dealer  communications  system  or  otherwise)  as 
being  willing  to  buy  and  sell  such  security  for  his  own  account  on  a  regular  or  continuous  basis.");  see  also  SEC 
website,  http://www.sec.gov/answers/mktmaker.htm;  see  also  FINRA  website,  FAQs,  "What  Does  a  Market  Maker 
Do?"  http://finra.atgnow.com/finra/categoryBrowse.do. 

2672  SEC  website,  http://www.sec.gov/answers/mktmaker.htm. 

2673  J/2011  "Study  on  Investment  Advisers  and  Broker-Dealers,"  study  conducted  by  the  U.S.  Securities  and 
Exchange  Commission,  at  55,  http://www.sec.gov/news/studies/2011/913studyfinal.pdf,  (hereinafter  "SEC  Study  on 
Investment  Advisers  and  Broker-Dealers"). 

2674  See  Goldman  response  to  Subcommittee  QFR  at  PSI_QFR_GS0046. 

2675  FINRA  is  the  largest  independent  self-regulatory  organization  for  securities  firms  doing  business  in  the  United 
States.  FINRA  has  been  delegated  authority  by  the  SEC  and  a  number  of  securities  exchanges  to  regulate  the 
broker-dealer  industry.  Its  stated  mission  is  "to  protect  America's  investors  by  making  sure  the  securities  industry 
operates  fairly  and  honestly."  See  FINRA  website,  http://www.finra.org. 
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Investment  banks  can  also  act  as  "placement  agents,"  assisting  those  seeking  to  raise 
money  through  a  private  offering  of  securities  by  helping  them  design  the  securities,  produce  the 
offering  materials,  and  market  the  new  securities  to  investors.  Placement  agents  are  also 
registered  broker-dealers.  While  public  offerings  of  securities  are  required  to  be  registered  and 
filed  with  the  SEC,  private  offerings  are  made  to  a  limited  number  of  investors  and  are  exempt 
from  SEC  registration.  In  the  securitization  industry,  RMBS  securities  are  generally  sold 
through  public  offerings,  while  CDO  securities  are  generally  sold  through  private  placements. 

Whether  acting  as  an  underwriter  or  placement  agent,  a  major  part  of  the  investment 
bank's  responsibility  is  to  solicit  customers  to  buy  the  new  securities  being  offered.  Under  the 
securities  laws,  an  issuer  selling  new  securities  to  potential  investors  has  an  affirmative  duty  to 
disclose  material  information  that  a  reasonable  investor  would  want  to  know.2676  In  addition, 
under  securities  law,  a  broker-dealer  acting  as  an  underwriter  or  placement  agent  is  liable  for  any 
material  misrepresentation  or  omission  of  material  fact  made  in  connection  with  a  solicitation  or 
sale  of  securities  to  an  investor.2677 

The  Supreme  Court  has  held  that  a  fact  is  material  if  there  is  a  "substantial  likelihood  that 
the  disclosure  of  the  omitted  fact  would  have  been  viewed  by  the  reasonable  investor  as  having 
significantly  altered  the  'total  mix'  of  information  made  available."2678  The  SEC  has  provided 
this  additional  guidance: 

"The  question  of  materiality,  it  is  universally  agreed,  is  an  objective  one,  involving  the 
significance  of  an  omitted  or  misrepresented  fact  to  a  reasonable  investor.'  '[T]he 
reaction  of  individual  investors  is  not  determinative  of  materiality,  since  the  standard  is 
objective,  not  subjective.'  '[Mjateriality  depends  on  the  significance  the  reasonable 
investor  would  place  on  the  withheld  or  misrepresented  information.'  Although  in 
general  materiality  is  primarily  a  factual  inquiry,  'the  question  of  materiality  is  to  be 
resolved  as  a  matter  of  law  when  the  information  is  'so  obviously  important  [or 


2676 


See,  e.g.,  SEC  v.  Capital  Gains  Research  Bureau.  Inc..  375  U.S.  180,  201  (1963)  ("Experience  has  shown  that 
disclosure  in  such  situations,  while  not  onerous  to  the  advisor,  is  needed  to  preserve  the  climate  of  fair  dealing 
which  is  so  essential  to  maintain  public  confidence  in  the  securities  industry  and  to  preserve  the  economic  health  of 
the  country.").  See  also  SEC  Study  on  Investment  Advisers  and  Broker-Dealers  at  51  [citations  omitted]  ("Under 
the  so-called  'shingle'  theory  ...  a  broker-dealer  makes  an  implicit  representation  to  those  persons  with  whom  it 
transacts  business  that  it  will  deal  fairly  with  them,  consistent  with  the  standards  of  the  profession.  . . .  Actions 
taken  by  the  broker-dealer  that  are  not  fair  to  the  customer  must  be  disclosed  in  order  to  make  this  implied 
representation  of  fairness  not  misleading."). 

2677  See  Sections  11  and  12  of  Securities  Act  of  1933.  See  also  Rule  10b-5  of  the  Securities  Exchange  Act  of 
1934.  See  also  SEC  v.  Capital  Gains  Research  Bureau.  Inc.,  375  U.S.  at  200  ("Failure  to  disclose  material  facts 
must  be  deemed  fraud  or  deceit  within  its  intended  meaning,  for,  as  the  experience  of  the  1920's  and  1930's  amply 
reveals,  the  darkness  and  ignorance  of  commercial  secrecy  are  the  conditions  upon  which  predatory  practices  best 
thrive.").  See  also  Goldman  response  to  Subcommittee  QFR,  at  PSI_QFR_GS0046. 

2678  Basic  v.  Levinson,  485  U.S.  224,  231-32  (1988)  (quoting  TSC  Industries,  Inc.  v.  Northwav,  Inc.,  426  U.S.  438, 
449  (1976)). 
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unimportant]  to  an  investor,  that  reasonable  minds  cannot  differ  on  the  question  of 
materiality. 


,,,2679 


Unlike  when  a  broker-dealer  is  acting  as  a  market  maker,  a  broker-dealer  acting  as  an 
underwriter  or  placement  agent  has  an  obligation  to  disclose  material  information  to  every 
investor  it  solicits,  including  the  existence  of  any  material  conflict  of  interest  or  adverse  interest. 
This  duty  arises  from  two  sources:  the  duties  of  an  underwriter  specifically,  and  the  duties  of  a 
broker-dealer  generally,  when  making  an  investment  recommendation  to  a  customer. 

With  respect  to  the  duties  of  an  underwriter,  the  First  Circuit  has  observed  that 
underwriters  have  a  "unique  position"  in  the  securities  industry: 

"[T]he  relationship  between  the  underwriter  and  its  customer  implicitly  involves  a 
favorable  recommendation  of  the  issued  security.  . . .  Although  the  underwriter  cannot  be 
a  guarantor  of  the  soundness  of  any  issue,  he  may  not  give  it  his  implied  stamp  of 
approval  without  having  a  reasonable  basis  for  concluding  that  the  issue  is  sound."2680 

With  respect  to  a  broker-dealer,  the  SEC  has  held: 

"[W]hen  a  securities  dealer  recommends  a  stock  to  a  customer,  it  is  not  only  obligated  to 
avoid  affirmative  misstatements,  but  also  must  disclose  material  adverse  facts  to  which  it 
is  aware.  That  includes  disclosure  of  'adverse  interests'  such  as  'economic  self  interest' 
that  could  have  influenced  its  recommendation."2681 

The  SEC  has  also  stated  that,  if  a  broker  intends  to  sell  a  security  from  its  own  inventory  and 
recommends  it  to  a  customer,  "the  broker  dealer  must  disclose  all  material  facts."2682 

To  help  broker-dealers  understand  when  they  are  obligated  to  disclose  to  investors 
material  information,  including  any  material  adverse  interest,  FINRA  has  further  defined  the 
term  "recommendation": 


2679  In  the  Matter  of  David  Henry  Disraeli  and  Lifeplan  Associates.  Securities  Exchange  Act  Rel.  No.  34-2686 
(December  21,  2007)  at  10-11  [citations  omitted]. 

2680  SEC  v.  Tambone.  550  F.3d  106,  135  (1st  Cir.  2008)  [citations  omitted]. 

2681  In  the  Matter  of  Richmark  Capital  Corporation,  Securities  Exchange  Act  Rel.  No.  48757  (Nov.  7,  2003)  (citing 
Chasins  v.  Smith  Barney  &  Co.,  Inc.,  438  F.3d  1167,  1172  (2d.  Cir.  1970)  ("The  investor...  must  be  permitted  to 
evaluate  overlapping  motivations  through  appropriate  disclosures,  especially  where  one  motivation  is  economic 
self-interest").  See  also  SEC  Study  on  Investment  Advisers  and  Broker-Dealers  at  55.  In  this  recent  study 
examining  the  disclosure  obligations  of  broker-dealers  and  investment  advisers,  the  SEC  has  explained: 
"Generally,  under  the  anti-fraud  provisions,  a  broker-dealer's  duty  to  disclose  material  information  to  its  customer 
is  based  upon  the  scope  of  the  relationship  with  the  customer,  which  is  fact  intensive."  According  to  the  SEC, 
when  a  broker-dealer  acts  as  an  order  taker  or  market  maker  in  effecting  a  transaction  for  a  customer,  the  broker- 
dealer  generally  does  not  have  a  duty  to  disclose  information  regarding  the  security  or  the  broker-dealer's 
economic  interest.  The  duty  to  disclose  this  information  is  triggered,  however,  when  the  broker-dealer 
recommends  a  security.  Id. 

2682  SEC  Study  on  Investment  Advisers  and  Broker -Dealers  at  56,  n.252. 
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"[A]  broad  range  of  circumstances  may  cause  a  transaction  to  be  considered 
recommended,  and  this  determination  does  not  depend  on  the  classification  of  the 
transaction  by  a  particular  member  as  'solicited'  or  'unsolicited.'  In  particular  a 
transaction  will  be  considered  to  be  recommended  when  the  member  or  its  associated 
person  brings  a  specific  security  to  the  attention  of  the  customer  through  any  means, 
including,  but  not  limited  to,  direct  telephone  communication,  the  delivery  of 
promotional  material  through  the  mail,  or  the  transmission  of  electronic  messages."2683 

Goldman's  own  compliance  manual  essentially  incorporates  this  guidance  and  instructs  Goldman 
personnel  that  a  proactive  effort  to  sell  a  specific  investment  to  a  specific  customer  constitutes  a 
recommendation  of  that  investment.2684 

Once  a  broker-dealer,  acting  in  the  role  of  an  underwriter  or  placement  agent,  has  made 
an  investment  recommendation  and  triggered  the  duty  to  disclose  any  material  adverse  interest  to 
a  potential  investor,  it  must  disclose  not  only  that  the  adverse  interest  exists,  but  also  the  "nature 
and  extent"  of  the  adverse  interest.2685  In  addition,  it  is  not  enough  to  inform  a  customer  that  the 
underwriter  or  placement  agent  "may"  have  an  adverse  interest  if,  in  fact,  the  adverse  interest 
already  exists.2686  Further,  there  is  no  indication  in  any  law  or  regulation  that  the  obligation  to 
disclose  material  adverse  information  is  diminished  or  waived  in  relation  to  the  level  of 
sophistication  of  the  potential  investor.2687 


2683  FINRA  Notice  to  Members  96-60. 


2684  See  2/1/2001  Goldman  document,  "United  States  Policies  for  the  Preparation,  Supervision,  Distribution  and 
Retention  of  Written  and  Electronic  Communications,"  at  9,  GS  MBS  0000035799. 

2685  See  ,e.g.,  In  the  Matter  of  Arleen  Hughes,  Securities  Exchange  Act  Rel.  No.  4048  (Feb.  1948)  (holding  a 
broker-dealer,  who  is  also  a  registered  investment  adviser,  violated  the  anti-fraud  provisions  of  the  federal 
securities  laws  by  failing  to  at  minimum  disclose  the  "nature  and  extent"  of  its  adverse  interest);  In  the  Matter  of 
Edward  D.  Jones  &  Co.,  L.P.,  Exchange  Act  Rel.  No.  50910  (Dec.  22,  2004)  (settled  order),  at  21(broker-dealer 
consents  to  an  order  finding  that  disclosure  to  its  customers  was  inadequate,  because  it  failed  to  disclose  the  full 
nature  and  extent  of  its  agreement,  including  "information  about  the  source  and  the  amount  of  the  revenue  sharing 
payments  to  [the  broker-dealer]  and  the  dimensions  of  the  resulting  potential  conflicts  of  interest"). 

2686  See,  e.g.,  SEC  v.  Czuczko,  Case  No.  CV06-4792  (USDC  CD  Calif.),  Order  Granting  Plaintiff's  Unopposed 
Motion  for  Summary  Judgment  (Dec.  5,  2007).  In  Czuczko,  the  defendant,  who  offered  online  investment  advice, 
included  a  disclaimer  on  his  website  advising  that  officers,  directors,  employees  and  members  of  their  families 
"may,  from  time  to  time,  trade  in  these  securities  for  their  own  accounts"  [emphasis  in  original].  Id.  at  8.  Relying 
on  SEC  v.  Blavin,  760  F.2d  706  (6th  Cir.  1985),  the  court  held  such  an  assertion  "is  itself  a  material  misstatement 
because  the  Defendant  knew  he,  his  father,  and  his  business  partner  did  trade  in  the  stocks  and  had  a  biased  interest 
in  the  recommended  stocks"  [emphasis  in  original].  Czuczko,  at  8. 

2687  See  FINRA  Rules  2210(d)(1)(A)  and  2211(a)(3)  and  (d)(1)  (by  rule  all  institutional  sales  material  and 
correspondence  may  not  "omit  any  material  fact  or  qualification  if  the  omission,  in  the  light  of  the  context  of  the 
material  presented,  would  cause  the  communications  to  be  misleading.");  and  FINRA  Rule  2310  and  IM-2310-3 
(suitability  obligation  to  institutional  customers).  See  also  Hanly  v.  SEC,  415  F.2d  589,  596  (2d  Cir.  1969) 
(holding  that  sophistication  and  knowledge  of  a  broker's  customers  do  not  warrant  a  less  stringent  standard  of 
conduct  under  federal  securities  laws);  Spatz  v.  Borenstein,  513  F.  Supp.  571,  580  (N.D.  111.  1981)  (finding 
investors'  experience  does  not  mitigate  a  broker's  duty  to  fully  and  truthfully  disclose  material  facts,  nor  does  the 
potential  for  investors  to  discover  information  not  disclosed  by  a  prospectus  vitiate  any  legal  liability  stemming 
from  a  failure  to  disclose  material  facts);  Department  of  Enforcement  v.  Kesner,  FINRA  Complaint  No. 
2005001729501  (February  26,  2010)  (finding  sophistication  of  investors  does  not  relieve  a  securities  representative 
from  disclosing  material  facts  to  investors). 
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Suitable  Investment  Recommendations.  In  addition  to  requiring  disclosure  of  material 
adverse  information,  federal  securities  laws  and  FINRA  rules  prohibit  broker-dealers  from 
making  investment  recommendations  that  would  be  unsuitable  for  any  customer.2688 

In  a  recent  study,  the  SEC  explained:  "[W]hile  the  suitability  obligation  under  the  federal 
securities  laws  arises  from  the  anti-fraud  provisions,  the  SRO  [Self  Regulatory  Organization] 
rules  are  grounded  in  concepts  of  ethics,  professionalism,  fair  dealing,  and  just  and  equitable 
principles  of  trade.2689  For  example,  FINRA  Rule  2010,  providing  Standards  of  Commercial 
Honor  and  Principles  of  Trade,  states:  "A  member,  in  the  conduct  of  its  business,  shall  observe 
high  standards  of  commercial  honor  and  just  and  equitable  principles  of  trade."2690 

A  broker-dealer  violates  the  suitability  rule  if  it  makes  a  recommendation  that  "is 
unsuitable  for  any  investor,  regardless  of  the  investor's  wealth,  willingness  to  bear  risk,  age  or 
other  individual  characteristics."2691  Under  the  applicable  case  law  and  FINRA  rules,  a  broker- 
dealer  is  also  obligated  "to  have  an  'adequate  and  reasonable  basis'  for  any  security  or  strategy 
recommendation  that  it  makes."2692 

Suitability  rules  are  intended  to  prevent  abuses  that  contributed  to  the  stock  crash  of  1929 
and  the  Great  Depression  of  the  1930s,  when  Senators  investigating  investment  bank  activities  at 
the  time  wrote  the  following: 

"[Investors]  must  believe  that  their  investment  banker  would  not  offer  them  the  bonds 
unless  the  banker  believed  them  to  be  safe.  This  throws  a  heavy  responsibility  upon  the 
banker.  He  may  and  does  make  mistakes.  There  is  no  way  that  he  can  avoid  making 
mistakes  because  he  is  human  and  because  in  this  world,  things  are  only  relatively  secure. 
There  is  no  such  thing  as  absolute  security.  But  while  the  banker  may  make  mistakes,  he 


2688 


SEC  Study  on  Investment  Advisers  and  Broker-Dealers  at  61. 


2689  W 

2690  pj]\jra  Rule  2010.  See  also  Study  on  Investment  Advisers  and  Broker-Dealers  at  55  (broker-dealers  also  have 
an  obligation  under  the  federal  securities  laws  and  FINRA  rules  to  deal  fairly  with  their  customers). 

2691  F.J.  Kaufman  and  Co..  Securities  Exchange  Act  Rel.  No.  27535  at  5  (December  13,  1989). 

2692  SEC  Study  on  Investment  Advisers  and  Broker-Dealers  at  63  [citations  omitted].  The  suitability  rule  also 
requires  the  broker  to  determine  that  the  specific  security  recommended  is  appropriate  based  on  the  customer's 
financial  situation  and  needs.  FINRA  Rule  2310.  The  suitability  obligation  clearly  applies  to  institutional 
customers,  FINRA  IM-2310-3  (suitability  obligations  to  institutional  customers  require  members  have  a  reasonable 
basis  for  recommending  a  particular  security  or  strategy),  but  may  not  apply  when  a  broker-dealer  solicits  another 
broker-dealer  to  buy  an  investment  since,  under  FINRA  Rules,  the  term  "customer"  does  not  include  a  broker  or 
dealer.  FINRA  Manual,  0120  Definition.  On  the  other  hand,  the  term  "customer"  has  been  given  a  broad 
definition  under  the  securities  case  law.  See,  e.g.,  Department  of  Enforcement  v.  Zaved,  FINRA  Complaint  No. 
2006003834901  (August  19,  2010)  ("Cases  interpreting  the  term  'customer'  in  the  securities  context  have  viewed 
the  term  broadly  to  encompass  individuals  or  entities  that  have  some  brokerage  or  investment  relationship  with  the 
broker-dealer.  Specifically,  courts  have  rejected  the  argument  that  an  account  is  necessary  to  establish  an 
investor's  status  as  a  customer."  [citations  omitted]).  When  the  Subcommittee  asked  Mr.  Blankfein  whether  he 
believed  there  was  a  difference  between  a  "customer"  and  a  "client,"  Mr.  Blankfein  said  he  had  "never 
distinguished"  between  the  two  terms.  Subcommittee  deposition  of  Lloyd  Blankfein  (12/15/2009),  Hearing  Exhibit 
4/27-176  [Sealed  Exhibit]. 
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must  never  make  the  mistake  of  offering  investments  to  his  clients  which  he  does  not 
believe  to  be  good." 
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Investment  Advisers.  For  investment  banks  that  act,  not  just  as  a  broker-dealer, 
underwriter,  or  placement  agent,  but  also  as  an  investment  adviser  to  their  customers,  federal 
securities  laws  impose  still  a  higher  legal  duty.  When  acting  as  an  investment  adviser,  the  law 
imposes  a  fiduciary  obligation  on  the  investment  bank  to  act  in  the  "best  interests  of  its 
clients."2694  A  person  qualifies  as  an  "investment  adviser"  under  the  Investment  Advisers  Act  if 
that  person:  provides  advice  regarding  securities,  is  in  the  business  of  providing  such  advice, 
and  provides  that  advice  for  compensation.2695  A  broker-dealer,  however,  is  excluded  from  the 
Investment  Advisers  Act  if  the  performance  of  its  investment  advisory  services  is  "solely" 
incidental  to  its  business  as  a  broker-dealer,  and  the  broker-dealer  does  not  receive  "special 
compensation"  for  providing  those  advisory  services.2696  Because  Goldman  appears  to  have 
acted  primarily  as  an  underwriter,  placement  agent,  or  broker-dealer  in  carrying  out  its 
securitization  activities,  this  section  analyzes  Goldman's  conduct  in  that  context  and  not  in  the 
context  of  an  investment  adviser.2697 

(b)  Analysis 

One  key  issue  is  whether  Goldman  was  acting  as  a  market  maker  versus  an  underwriter 
or  placement  agent  when  it  recommended  that  its  clients  purchase  its  CDO  and  RMBS  securities, 
since  those  roles  have  different  disclosure  and  suitability  obligations  under  the  law.  A  second 
key  issue  is  whether  Goldman  withheld  material  adverse  information  when  recommending  its 
securities  to  its  clients,  including  the  fact  that  it  was  shorting  the  securities  it  was  selling.  A  third 
key  issue  is  whether  Goldman  violated  its  obligation  to  make  suitable  investment 
recommendations  when  urging  customers  to  purchase  securities  that  Goldman  knew  were 
designed  to  lose  value. 

(i)  Claiming  Market  Maker  Status 

Given  its  active  role  in  the  securitization  markets,  Goldman  assumed  a  variety  of  roles  in 
the  development,  marketing,  and  trade  of  RMBS  and  CDO  products.  At  times,  it  acted  as  a 
market  maker  responding  to  client  orders  to  buy  and  sell  RMBS  and  CDO  products.  In  addition, 
from  2006  to  2007,  Goldman  originated  and  served  as  an  underwriter  or  placement  agent  for  27 
CDOs  and  86  RMBS  securitizations,  and  sold  the  resulting  RMBS  and  CDO  securities  to  a  broad 
range  of  clients  around  the  world. 


2693  g/16/1934  "Stock  Exchange  Practices,"  Report  of  the  Senate  Committee  on  Banking  and  Currency,  S.  Rep.  73- 
1455,  at  88  (quoting  "Who  Buys  Foreign  Bonds,"  Foreign  Affairs  (1/1927)). 

2694  SEC  Study  on  Investment  Advisers  and  Broker-Dealers  at  15-16. 

2695  w 

2696  I(j 

2697  The  Subcommittee  did  not  examine  the  extent  to  which  Goldman  was  acting  as  an  investment  adviser  within 
the  meaning  of  the  Investment  Advisers  Act  when  recommending  that  various  customers  buy  its  RMBS  and  CDO 
securities. 
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In  public  statements  and  testimony  regarding  the  financial  crisis,  Goldman  has  often 
highlighted  its  role  as  a  market  maker  and  downplayed  its  role  as  an  underwriter  or  placement 
agent  in  the  securitization  markets.2698  In  the  April  27,  2010  Subcommittee  hearing,  for 
example,  Goldman  executives  repeatedly  highlighted  the  firm's  role  as  market  makers  -  buying 
and  selling  RMBS  and  CDO  securities  at  the  request  of  clients  -  while  deemphasizing  that  the 
firm  also  originated  new  securities  and  affirmatively  solicited  clients  to  buy  those  new  securities. 

In  an  exchange  with  Senator  Susan  Collins,  for  example,  executives  from  Goldman's 
Mortgage  Department  were  asked  questions  about  whether  they  were  investment  advisers  with  a 
fiduciary  duty  to  their  clients.  While  not  denying  this  duty,  they  emphasized  their  role  as  market 
makers  with  more  limited  client  obligations:2699 

Senator  Collins:  Thank  you,  Mr.  Chairman.  I  would  like  to  start  my  questioning  by 
asking  each  of  you  a  fundamental  question.  Investment  advisers  have  a  legal  obligation 
to  act  in  the  best  interests  of  their  clients.  Mr.  Sparks,  when  you  were  working  at 
Goldman,  did  you  consider  yourself  to  have  a  duty  to  act  in  the  best  interests  of  your 
clients? 

Mr.  Sparks:  Senator,  I  had  a  duty  to  act  in  a  very  straightforward  way,  in  a  very  open 
way  with  my  clients.  Technically,  with  respect  to  investment  advice,  we  were  a  market 
maker  in  that  regard.  But  with  respect  to  being  a  prudent  and  a  responsible  participant  in 
the  market,  we  do  have  a  duty  to  do  that. 

Senator  Collins:  Mr.  Swenson? 

Mr.  Swenson:  I  believe  it  is  our  responsibility  as  market  makers  to  provide  a  market- 
level  bid  and  offer  to  our  clients  and  to  serve  our  clients  and  helping  them  transact  at 
levels  that  are  fair  market  prices  and  help  meet  their  needs. 

Mr.  Tourre  made  similar  representations  in  his  prepared  testimony  to  the  Subcommittee: 

"Between  2004  and  2007,  my  job  was  primarily  to  make  markets  for  clients.  I  made 
markets  by  connecting  clients  who  wished  to  take  a  long  exposure  to  an  asset  -  meaning 
they  anticipated  the  value  of  the  asset  would  rise  -  with  clients  who  wished  to  take  a 
short  exposure  to  an  asset  -  meaning  they  anticipated  the  value  of  the  asset  would  fall.  I 


2698 


See,  e.g.,  3/1/2010  letter  from  Goldman's  legal  counsel  to  the  Financial  Crisis  Inquiry  Commission, 
GS-PSI-01310  (discussing  Goldman  Sachs'  "Role  as  a  market  maker"  in  detail  and  distinguishing  it,  in  a  much 
shorter  description,  from  its  underwriting  and  placement  roles).  Although  the  letter  acknowledged  that  Goldman 
acted  as  an  underwriter  and  placement  agent  for  RMBS  and  CDO  transactions,  it  also  suggested  that  those 
transactions  were  commonly  designed  in  response  to  client  inquiries  and  did  not  discuss  efforts  by  the  firm  to 
solicit  customers  to  buy  the  securities:  "Goldman  Sachs'  CDOs  ...  were  initially  created  in  response  to  the  request 
of  a  sophisticated  institutional  investor  that  approached  the  firm  specifically  seeking  that  particular  exposure. 
Reverse  inquiries  from  clients  were  a  common  feature  of  this  market." 
2699  April  27,  2010  Subcommittee  Hearing  Transcript  at  26-27. 
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was  an  intermediary  between  highly  sophisticated  professional  investors  -  all  of  which 
were  institutions.  None  of  my  clients  were  individual,  retail  investors 
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In  another  exchange,  when  Subcommittee  Chairman  Levin  asked  Goldman  CEO  Lloyd 
Blankfein  about  the  firm's  duty  as  an  underwriter  and  placement  agent  to  disclose  its  adverse 
interests  when  selling  its  CDO  securities  to  potential  investors,  Mr.  Blankfein  responded  that 
market  makers  had  no  such  disclosure  obligations: 

Senator  Levin:  You  are  betting  against  the  very  security  that  you  are  selling  to  that 
person.  You  don't  see  any  problem?  You  don't  see  that  you  have  to  disclose,  when  you 
have  put  together  a  deal  and  you  go  looking  for  people  to  buy  those  securities,  it  just  adds 
insult  to  injury  when  your  people  think  it  is  a  pile  of  junk.  But  the  underlying  injury  is 
that  you  have  determined  that  you  are  going  to  keep  the  opposite  position  from  the 
security  that  you  are  selling  to  someone.  You  just  don't  see  any  obligation  to  disclose 
that.  That  is  what  seems  to  be  coming  through  here. 

Mr.  Blankfein:  I  don't  believe  there  is  a  disclosure  obligation,  but  as  a  market  maker,  I 
am  not  sure  how  a  market  would  work  if  it  was  premised  on  the  assumption  that  the  other 
side  of  the  market  cared  what  your  opinion  was  about  the  position  they  were  taking. 

Senator  Levin:  Do  they  have  a  belief  that  you,  at  least  when  you  are  going  out  peddling 
securities,  that  you  want  that  security  to  succeed?  Don't  they  have  that  right  to  assume 
that  if  you  are  going  out  selling  securities,  that  you  have  a  belief  that  that  is  something 
which  would  be  good  for  that  client? 

Mr.  Blankfein:  I  think  we  have  to  have  a  belief,  and  we  do  have  a  belief  that  if  somebody 
wants  an  exposure  to  housing  - 

Senator  Levin:  They  don't  want  -  you  are  out  there  selling  it  to  them.  You  are  out  there 
selling  these  securities.  This  isn't  someone  walking  in  the  door. 

Mr.  Blankfein:  Again,  I  want  - 

Senator  Levin:  You  are  picking  up  the  phone.  You  are  calling  all  these  people.  You 
don't  tell  them  that  you  think  it  is  a  piece  of  junk.  You  don't  tell  them  that  this  is  a 
security  which  incorporates  or  which  in  some  way  references  a  whole  lot  of  bad  stuff  in 
your  own  inventory  -  bad  lemons,  they  were  called. ...  You  are  out  there  looking  around 
for  buyers  of  stuff,  whether  it  is  junk  or  not  junk,  where  you  are  betting  against  what  you 
are  selling.  You  are  intending  to  keep  the  opposite  side.  This  isn't  where  you  are  just 
selling  something  from  your  inventory.  This  is  where  you  are  betting  against  the  very 
product  you  are  selling,  and  you  are  just  not  troubled  by  it.  That  is  the  bottom  line. 
There  is  no  trouble  in  your  mind  - 
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Prepared  statement  of  Fabrice  Tourre,  April  27,  2010  Subcommittee  Hearing  at  1. 
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Mr.  Blankfein:  Senator,  I  am  sorry.  I  can't  endorse  your  characterization. 

Senator  Levin:  It  is  a  question,  not  a  characterization.  I  am  saying,  you  are  not  troubled. 

Mr.  Blankfein:  I  am  not  troubled  by  the  fact  that  we  market  make  as  principal  and  that 
we  are  the  opposite  -  when  somebody  sells,  they  sell  to  us,  or  when  they  buy,  they  buy 
from  us.2701 

Although  Goldman  representatives  routinely  emphasized  the  firm's  role  as  a  market 
maker,  when  asked  directly  if  the  firm  also  functioned  as  an  underwriter  or  placement  agent 
when  selling  the  CDO  securities  it  originated,  its  executives  agreed  that  in  some  circumstances, 
the  firm  played  that  role: 

Senator  Pryor:  OK.  But  let  me  ask  this:  When  you  are  selling  a  security  such  as  a  CDO, 
my  understanding  is  you  are  not  a  market  maker.  Isn't  it  true  that  you  are  placement 
agent  and  as  a  placement  agent  you  have  a  duty  of  full  disclosure? 

Mr.  Sparks:  Senator,  that  is  correct.2702 

Similarly,  in  a  written  response  to  a  Subcommittee  question  asking  about  the  firm's  role  in 
relation  to  Anderson,  Hudson  1,  Timberwolf  and  other  CDOs,  Mr.  Blankfein  wrote:  "Goldman 
Sachs  or  an  affiliate  served  as  a  placement  agent."2703 

Despite  this  acknowledged  fact,  Goldman  continued  to  claim  it  was  a  market  maker  with 
limited  disclosure  and  client  obligations.  On  May  1,  2010,  for  example,  less  than  a  week  after 
the  Subcommittee's  April  27  hearing,  an  article  entitled,  "Goldman  Sachs'  Lloyd  Blankfein 
Defends  'Market  Maker'  Firm  on  'Charlie  Rose'  Show,"  described  Mr.  Blankfein's  statements 
on  the  televised  show  as  follows: 

"Asked  by  Rose  whether  Goldman  investment  advisers  had  ever  bought  securities  from 
the  firm,  sold  them  to  clients,  and  then  bet  against  those  same  securities,  Blankfein 
paused.  And  after  a  solid  six  seconds  of  silence,  sought  to  explain  . . .  Goldman's  role  as 
a  'market  maker.' 

'We're  like  a  machine,  that  lets  people  buy  and  sell  what  they  want  to  buy  and  sell' 
Blankfein  said.  'That's  not  the  advisory  business.  That's  just  a  facility  for  market 
making.'"2704 


2701  April  27,  2010  Subcommittee  Hearing  at  137-138. 

2702  tj        .   co 

Id.  at  53. 

2703  Goldman  response  to  Subcommittee  QFR  at  PSI_QFR_GS0026. 

2704  "Goldman  Sachs'  Lloyd  Blankfein  Defends  'Market  Maker'  Firm  On  'Charlie  Rose  Show,'"  Huffington  Post 
(5/1/2010),  http://www.huffingtonpost.com/2010/05/01/goldman%1esachs%1elloyd%1eblank_n_559606.html 
(video  of  Charlie  Rose  interview  of  Lloyd  Blankfein  embedded). 
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During  the  interview,  Mr.  Blankfein  compared  Goldman's  activity  to  that  of  the  New  York  Stock 
Exchange,  claiming  that  the  firm  was  a  market  maker  taking  buy  and  sell  orders  from  clients.2705 
At  one  point,  Mr.  Rose  asked:  "Has  there  ever  been  a  time  when  Goldman's  investment  advisers 
bought  securities  from  Goldman  for  a  client  and  at  the  same  time  Goldman  was  simultaneously 
shorting  it?"  Mr.  Blankfein  responded:  "I  have  to  explain,  see  this  is  a  problem.  As  a  market 
maker,  we  are  buying  and  selling  a  thousand  times  a  minute,  probably."  Mr.  Blankfein  also 
stated  during  the  interview:  "If  we  believed  it  would  fail,  the  security  wouldn't  work,  we  would 
not  sell  it."2706 

(ii)  Soliciting  Clients  and  Recommending  Investments 

Under  federal  securities  law  and  FINRA  Rules  detailed  above,  when  a  broker-dealer, 
acting  as  an  underwriter  or  placement  agent  brings  a  specific  security  to  the  attention  of  a 
particular  customer,  it  is  considered  to  be  recommending  the  security  to  that  customer  and  has  an 
obligation  to  disclose  all  material  adverse  information  to  that  customer,  including  any  adverse 
interest  that  a  reasonable  investor  would  consider  material  in  considering  the  broker-dealer's 
recommendation.  Despite  Goldman's  frequent  efforts  to  characterize  its  CDO  and  RMBS  sales 
efforts  as  a  market  making  activity  in  response  to  client  demand,  Goldman's  internal  documents, 
emails,  and  interviews  indicate  that,  from  late  2006  through  2007,  Goldman  was  not  always 
responding  to  client  demand,  but  was  also  aggressively  soliciting  customers  in  an  attempt  to  sell 
its  CDO  and  RMBS  products. 

In  December  2006,  for  example,  Goldman  CFO  David  Viniar  instructed  the  Mortgage 
Department  to  reduce  its  long  position  in  mortgage  related  assets,  including  by  selling  RMBS 
and  CDO  products  on  its  books.2707  The  Mortgage  Department  responded  with  a  concerted 
effort  to  sell  to  clients  the  bulk  of  the  RMBS  and  CDO  products  in  its  inventory.  The 
Subcommittee  saw  no  evidence  that  this  intensive  selling  campaign  was  undertaken  in  response 
to  client  demand.  To  the  contrary,  the  evidence  shows  that  the  sales  effort  was  undertaken  at  the 
request  of  senior  management,  despite  what  was  then  waning  investor  interest  in  securitization 
products. 

In  December  2006,  on  the  same  day  Mr.  Viniar  directed  the  Mortgage  Department  to 
reduce  its  long  assets,  Kevin  Gasvoda,  head  of  the  desk  that  handled  RMBS  securities,  told  his 
staff  to  "move  stuff  out  even  if  you  have  to  take  a  small  loss."2708  In  January  2007,  Mr.  Sparks, 
head  of  the  Mortgage  Department,  asked  a  senior  executive  to  compliment  the  CDO  Origination 
Desk  head  and  his  staffer  for  their  efforts  to  sell  a  specific  CDO's  securities  over  the  prior 


2705  id. 

2706  April  30,  2010  Transcript  of  The  Charlie  Rose  Show  at  12-14.  Mr.  Blankfein  made  similar  claims  the 
following  week  on  CNBC's  "Power  Lunch"  during  a  one-on-one  interview  with  David  Faber.  May  7,  2010 
Transcript  of  Power  Lunch  at  4. 

2707  See,  e.g.,  12/14/2006  email  from  Daniel  Sparks  to  Thomas  Montag,  "Subprime  risk  meeting  with 
Viniar/McMahon  Summary,"  GS  MBS-E-009726498,  Hearing  Exhibit  4/27-3;  Subcommittee  interview  of  David 
Viniar  (4/13/2010). 

2708  12/i4/2006  email  from  Kevin  Gasvoda  to  his  staff,  "Retained  bonds,"  GS  MBS-E-010935323,  Hearing  Exhibit 
4/27-72. 
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month:  "They  structured  like  mad  and  traveled  the  world,  and  worked  their  tails  off  to  make 
some  lemonade  out  of  some  big  old  lemons."2709  In  March  2007,  Mr.  Sparks  emailed  a  call  for 
"help"  to  Goldman's  top  sales  managers  around  the  world  to  "sell  our  new  issues  -  CDOs  and 
RMBS  -  and  to  sell  our  other  cash  trading  positions."2710  He  wrote:  "I  can't  over  state  the 
importance  to  the  business  of  selling  these  positions  and  new  issues.  . . .  Priority  1  -  sell  our  new 
issues  and  cash  positions."2711  In  April  2007,  the  Mortgage  Department  issued  one  of  many 
sales  directives  to  Goldman's  global  sales  force,  placing  a  priority  on  selling  certain  CDO 
securities  in  its  inventory,  including  securities  from  Anderson,  Timberwolf,  Point  Pleasant,  and 
Altius  CDOs,  and  Mr.  Sparks  recommended  providing  large  sales  credits  for  those  able  to 
complete  the  sales.2712 

The  documents  also  show  that  Goldman  personnel  worked  relentlessly  to  identify 
possible  clients  and  pitch  CDO  securities  to  them.  In  March  2007,  for  example,  the  Syndicate 
Desk  contributed  a  list  of  "non-traditional  buyers"  that  could  be  targeted  for  CDO  sales,  writing 
that  "we  continue  to  push  for  leads."2713  A  Goldman  sales  manager  suggested  targeting 
European  and  Middle  Eastern  banks  and  hedge  funds.2714  In  New  York,  a  Goldman  sales 
representative  recounted  that  the  Abacus  CDO  security  "has  been  showed  to  selected  accounts 
for  the  past  few  weeks.  Those  selected  accounts  previously  declined  participating  in  Anderson 
mezz,  Point  Pleasant,  and  Timberwolf."2715 

When  CDO  sales  slowed  in  May  2007,  the  Mortgage  Department  produced  a  new 
"target"  list  of  four  primary  and  35  secondary  clients  for  CDO  sales.2716  A  few  days  later,  a 
Goldman  salesperson  reported  that  he  planned  to  contact  a  hedge  fund  about  Timberwolf  and 
Point  Pleasant  securities,  noting  that  the  customer  was  "[n]ot  expert[]  in  this  space  at  all  but  [I] 
made  them  a  lot  of  money  in  correlation  dislocation  and  will  do  as  I  suggest."2717  In  Australia,  a 
Goldman  sales  representative  contacted  an  Australian  hedge  fund,  Basis  Capital,  and  mounted  a 
sustained  effort  to  sell  it  $100  million  in  Timberwolf  securities,  overcoming  investor  concerns  to 
make  the  sale.2718  In  Korea,  a  Goldman  sales  representative  attempting  to  sell  $56  million  in 


2709  1/31/2007  email  from  Daniel  Sparks  to  Tom  Montag,  "MTModel,"  Hearing  Exhibit  4/27-91. 

2710  3/9/2007  email  exchange  between  Mr.  Sparks  and  sales  managers,  "help,"  GS  MBS-E-010643213. 

2711  Id. 

2712  4/19/2007  email  from  Daniel  Sparks  to  Bunty  Bohra,  GS  MBS-E-010539324,  Hearing  Exhibit  4/27-102. 

2713  3/21/2007  email  from  Syndicate,  "Non-traditional  Buyer  Base  for  CDO  ASEX,"  GS  MBS-E-003296460, 
Hearing  Exhibit  4/27-78. 

2714  3/9/2007  email  exchange  between  Mr.  Sparks  and  sales  managers,  "help,"  GS  MBS-E-010643213,  Hearing 
Exhibit  4/27-76. 

2715  3/30/2007  email  from  Fabrice  Tourre  to  Mr.  Sparks  and  others,  GS  MBS-E-002678071. 

2716  5/20/2007  Goldman  presentation,  "Mortgage  Department,  May  2007,"  GS  MBS-E-010965212.  See  also 
3/1/2007  email  from  Michael  Swenson,  "names,"  GS  MBS-E-012504595  (SPG  Trading  target  list  tiered  according 
to  likelihood  of  purchasing);  2/14/2007  email  to  Matthew  Bieber,  "Timberwolf  I,  Ltd.  -  Target  Account  List,"  GS 
MBS-E-001996121  (list  of  U.S.  accounts  "we  should  be  directly  targeting"  for  Timberwolf  sales);  3/2/2007  email 
from  David  Lehman,  "ABX/Mtg  Credit  Accts,"  GS  MBS-E-011057632  (mortgage  credit  business  shared  with  SPG 
Trading  Desk  "a  fairly  lengthy  list  of  accounts  that  are  considered  to  be  'key'"). 

2717  5/24/2007  email  from  Ysuf  Aliredha  to  Mr.  Sparks  and  others,  "Priority  Axes,"  GS  MBS-E-001934732. 

2718  See,  e.g.,  5/20/2007  email  from  George  Maltezos  to  Mr.  Lehman,  "T/wolf  and  Basis,"  GS  MBS-E-001863555; 
5/22/2007  email  from  Mr.  Maltezos  to  Basis  Capital,  JUL  000685. 
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Timberwolf  securities  to  a  Korean  life  insurance  firm  was  encouraged  to  "Get  'er  done"  and  "go 
for  it"  by  his  superiors  when  he  informed  them  "we  are  pushing  on  our  personal  relationships  to 
get  this  done."2719 

These  and  other  documents  show  that,  in  late  2006  and  2007,  Goldman  was  not  acting  as 
primarily  a  market  maker  responding  to  client  demand  when  it  originated  and  sold  Hudson, 
Anderson,  Timberwolf,  and  Abacus  securities,  or  when  it  sold  other  RMBS  and  CDO  assets  that 
senior  management  wanted  to  remove  from  the  firm's  books  due  to  their  declining  values  and 
increasing  risk.  Instead,  Goldman  was  acting  as  an  underwriter,  placement  agent,  or  broker- 
dealer,  aggressively  soliciting  its  clients  to  purchase  the  CDO  and  RMBS  products  that  senior 
management  wanted  to  eliminate  from  its  inventory. 

(iii)  Failing  to  Disclose  Material  Adverse  Information 

Goldman's  marketing  and  solicitation  efforts  to  sell  Hudson,  Anderson,  Timberwolf,  and 
Abacus  securities,  along  with  other  CDO  and  RMBS  assets,  to  clients  raise  multiple  questions 
about  whether  Goldman  met  its  obligation  to  disclose  material  adverse  information  to  potential 
investors.  A  related  question  is  whether  Goldman  met  its  obligation  to  avoid  material 
misrepresentations  and  omissions  of  material  facts  when  recommending  the  purchase  of  those 
securities.  One  key  issue  is  whether  Goldman's  failure  to  disclose  its  shorting  activities,  which 
would  enable  it  to  profit  from  a  decline  in  the  value  of  the  very  securities  Goldman  was 
recommending  to  its  clients  to  purchase,  qualified  as  an  "omitted  fact"  that  "would  have  been 
viewed  by  the  reasonable  investor  as  having  significantly  altered  the  'total  mix'  of  information 
made  available"  about  the  security  being  recommended  by  Goldman.2720 

Taking  the  Short  Side  of  a  CDO.  In  the  four  CDOs  examined  in  this  Report,  Goldman 
took  100%  of  the  short  side  of  Hudson,  40%  of  the  short  side  of  Anderson,  and  36%  of  the  short 
side  of  Timberwolf.2721  In  each  of  these  CDOs,  Goldman  also  made  a  relatively  small 
investment  in  the  long  side  of  the  CDO  by  initially  retaining  all  or  a  portion  of  its  equity  tranche, 
allowing  Goldman  to  claim  an  "interest"  in  the  CDO's  long  term  success.2722  In  Abacus, 
Goldman  did  not  intend  to  make  any  investment  in  the  CDO  itself,  and  instead  enabled  the  client 
that  had  requested  construction  of  the  CDO  and  played  a  key  role  in  selecting  its  assets  to  hold 
100%  of  the  short  side  of  the  CDO. 


2719  6/7/2007  email  from  Omar  Chaudhary  to  Mr.  Sparks  and  others,  GS  MBS-E-001866450,  Hearing  Exhibit 
4/27-104. 

2720  Basic  v.  Levinson.  485  U.S.  224,  231-32  (1988)  (quoting  TSC  Industries  v.  Northway,  426  U.S.  438,  449 
(1976)).  Utilizing  the  SEC's  guidance,  the  issue  could  also  be  framed  as  evaluating  "the  significance  the 
reasonable  investor  would  place  on  the  withheld  or  misrepresented  information." 

2721  Goldman  Response  to  Subcommittee  QFR  at  PSI_QFR_GS0192. 

1  "2  Typically,  the  equity  tranche,  which  is  the  first  to  incur  any  losses  sustained  by  a  securitization,  is  retained  by 
the  originator.  Equity  tranches  are  typically  not  rated  by  the  credit  rating  agencies  and  often  not  sold  to  third 
parties. 
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Goldman  did  not  accurately  or  fully  disclose  its  short  interest  in  Hudson,  Anderson,  or 
Timberwolf  to  potential  investors.2723  Instead,  the  CDO's  offering  materials  advised  potential 
investors,  in  difficult  to  understand  language,  that  a  Goldman  affiliate  "may"  adopt  a  financial 
interest  or  investment  position  adverse  to  the  investors  when,  in  fact,  Goldman  had  already 
determined  to  do  so.  In  a  section  entitled,  "Certain  Conflicts  of  Interest,"  for  example,  the 
Hudson  1  Offering  Circular  stated  in  part: 

"Certain  Conflicts  of  Interest.  Various  potential  and  actual  conflicts  of  interest  may  arise 
from  the  overall  activities  of  the  Credit  Protection  Buyer,  the  overall  underwriting, 
investment  and  other  activities  of  the  Liquidation  Agent,  the  Senior  Swap  Counterparty 
and  the  Collateral  Put  Provider,  their  respective  affiliates  and  its  clients  and  employees 
and  from  the  overall  investment  activity  of  the  Initial  Purchaser,  including  in  other 
transactions  with  the  Issuer.  The  following  briefly  summarizes  some  of  these  conflicts, 
but  is  not  intended  to  be  an  exhaustive  list  of  all  such  conflicts. 

"The  Credit  Protection  Buyer  and  Senior  Swap  Counterparty.  GSI  [Goldman  Sachs 
International]  will  be  the  initial  Credit  Protection  Buyer  and  the  initial  Senior  Swap 
Counterparty.  The  following  briefly  summarizes  some  potential  and  actual  conflicts  of 
interests  related  to  the  Credit  Protection  Buyer  and  Senior  Swap  Counterparty,  but  the 
following  isn't  intended  to  be  an  exhaustive  list  of  all  such  conflicts.  ... 

"GSI  and/or  any  of  its  affiliates  may  invest  and/or  deal,  for  their  own  respective  accounts 
for  which  they  have  investment  discretion,  in  securities  or  in  other  interests  in  the 
Reference  Entities,  in  obligations  of  the  Reference  Entities  or  in  the  obligors  in  respect  of 
any  Reference  Obligations  or  Collateral  Securities  (the  "Investments")  or  in  credit  default 
swaps  (whether  as  protection  buyer  or  seller) ....  In  addition,  GSI  and/or  any  of  its 
affiliates  may  invest  and/or  deal,  for  their  own  respective  accounts  or  for  accounts  for 
which  they  have  investment  discretion,  in  securities  (or  make  loans  or  have  other  rights) 
that  are  senior  to,  or  have  interests  different  from  or  adverse  to,  any  of  the  Investments 
and  may  act  as  adviser  to,  may  be  lenders  to,  and  may  have  other  ongoing  relationships 
with,  the  issuers  or  obligors  of  Investments  and  obligations  of  any  Reference 
Entities."2724 

This  disclosure  indicates  that  GSI  or  an  affiliate  "may  invest  and/or  deal"  in  securities  or 
other  "interests"  in  the  assets  underlying  the  Hudson  CDO,  and  "may  invest  and/or  deal"  in 
securities  that  are  "adverse  to"  the  Hudson  "investments."  The  Offering  Circular,  however, 
misrepresented  Goldman's  investment  plans.  At  the  time  it  was  created  in  December  2006, 
Goldman  had  already  determined  to  keep  100%  of  the  short  side  of  the  Hudson  CDO  and  act  as 


"3  In  Abacus,  Goldman  also  failed  to  disclose  the  role  of  the  hedge  fund  in  the  Abacus  asset  selection  process. 
See  Abacus  section  C(5)(b)(ii)DD,  above. 

2724  12/3/2006  Goldman  Offering  Circular,  "Hudson  Mezzanine  2006-1,  LTD.,"  at  56,  GS  MBS-E-021821196. 
The  Goldman  offering  circulars  for  Timberwolf  and  Anderson  contain  similar  sections.  See  3/23/2007  Goldman 
Offering  Circular,  "Timberwolf  I,  LTD.,"  GS  MBS-E-021825371  at  427;  3/16/2007  Goldman  Offering  Circular, 
"Anderson  Mezzanine  Funding  2007-1,  LTD.,"  GS  MBS-E-000912574,  at  623. 
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the  sole  counterparty  to  the  investors  buying  Hudson  securities,  thereby  acquiring  a  $2  billion 
financial  interest  that  was  directly  adverse  to  theirs 


2725 


A  federal  court  has  held  that  disclosing  a  potential  adverse  interest,  when  a  known 
adverse  interest  already  exists,  can  constitute  a  material  misstatement  to  investors.2726  In  the 
case  of  the  Hudson  CDO,  much  of  the  profit  Goldman  obtained  would  be  generated  from  the 
losses  incurred  by  clients  that  bought  Hudson  securities,  creating  an  actual,  undisclosed  adverse 
interest.  This  construct,  in  which  Goldman's  profits  depended  in  part  upon  its  clients'  losses, 
created  a  clear  conflict  of  interest  between  Goldman  and  the  clients  to  whom  it  was  selling  the 
Hudson  securities,  once  Goldman  had  decided  to  become  a  short  party  in  the  CDO  it  was 
simultaneously  marketing. 

In  another  part  of  the  Offering  Circular,  Goldman  stated  that  GSI  would  serve  as  the  sole 
counterparty  to  the  CDO,  but  that  disclosure  was  made  in  the  context  of  a  common  industry 
practice  in  which  the  CDO  originator  or  its  designate  typically  took  the  entire  short  side  of  the 
transaction  in  the  first  instance  and  was  the  only  party  that  dealt  directly  with  the  shell 
corporation  actually  issuing  the  CDO's  securities.  The  CDO  originator,  or  its  designate,  then 
acted  as  an  intermediary  between  the  shell  corporation  and  the  other  broker-dealers  buying  short 
positions  in  the  CDO  on  behalf  of  themselves  or  a  customer.  By  placing  itself  in  the  middle  of 
each  CDS  contract,  the  originator  or  its  designate  provided  stronger  financial  backing  for  the 
CDS  contracts  being  issued  by  the  CDO  and  obtained  more  favorable  credit  ratings  for  the  CDO 
securities.  In  the  CDOs  examined  by  the  Subcommittee,  Goldman  followed  industry  practice  by 
designating  its  affiliate,  GSI,  as  the  initial  sole  counterparty  in  the  Hudson,  Anderson,  and 
Timberwolf  CDOs.2727  Customers  learning  of  GSI's  role  as  the  initial  sole  counterparty  in  the 
Hudson  CDO  would  likely  have  assumed  that  GSI  planned  to  sell  its  initial  short  position  to 
other  parties,  since  that  was  industry  practice.  What  Goldman  failed  to  disclose  to  those 
customers  is  that  it  planned  to  hold  (or  already  held)  all  or  a  substantial  portion  of  the  short  side 
of  the  CDO  as  a  proprietary  investment  adverse  to  the  interests  of  the  customers  to  whom 
Goldman  was  selling  the  CDO  securities.  Had  those  customers  known  of  Goldman's  substantial 
short  investment,  they  would  likely  have  understood  that  Goldman  viewed  the  very  CDO 
securities  it  was  recommending  they  purchase  as  likely  not  to  perform. 


2725  See,  e.g.,  Goldman  response  to  Subcommittee  QFR  at  PSI_QFR_GS0192  and  PSI_QFR_GS00235. 

2726  See,  e.g.,  SEC  v.  Czuczko,  Case  No.  CV06-4792  (USDC  CD  Calif.),  Order  Granting  Plaintiff's  Unopposed 
Motion  for  Summary  Judgment  (Dec.  5,  2007)  (finding  defendant  made  a  material  misstatement  to  potential 
investors  when  he  disclosed  that  officers,  directors,  employees  and  members  of  their  families  "may"  trade  in  the 
stocks  recommended  on  his  website,  without  disclosing  that  he,  his  father,  and  business  partner  were  trading  in 
those  stocks  and  had  an  interest  in  them).  See  also  In  the  Matter  of  Arleen  Hughes,  Securities  Exchange  Act  Rel. 
No.  4048  (Feb.  1948)  (holding  a  broker-dealer,  who  is  also  a  registered  investment  adviser,  had  to  disclose  the 
"nature  and  extent"  of  its  adverse  interest);  In  the  Matter  of  Edward  D.  Jones  &  Co.,  L.P.,  Exchange  Act  Rel.  No. 
50910  (Dec.  22,  2004)  (settled  order),  at  21  (disclosure  inadequate  for  failing  to  disclose  full  nature  and  extent  of 
the  broker-dealer's  conflict  of  interest). 

"  "7  Goldman  sometimes  referred  to  this  position  as  the  "Credit  Protection  Buyer"  or  "Synthetic  Security 
Counterparty." 
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Goldman's  failure  to  disclose  its  short  interest  was  further  compounded  when  it  told 
investors  that  its  interests  "were  aligned"  with  those  of  the  long  investors  or  when  it  advertised 
its  retention  of  a  portion  of  the  CDO's  equity  tranche.  The  Hudson  marketing  booklet  stated: 
"Goldman  Sachs  has  aligned  incentives  with  the  Hudson  program  by  investing  in  a  portion  of 
equity  and  playing  the  ongoing  role  of  Liquidation  Agent."2728  What  made  the  statement 
misleading  and  what  Goldman  failed  to  disclose  in  the  booklet  was  that  its  $6  million  equity 

TVJQ  77TA 

investment       was  far  outweighed  by  its  $2  billion  short  investment.        In  addition,  Goldman 
later  used  its  liquidation  agent  position  to  benefit  its  short  investment  at  the  expense  of  the  long 
investors  in  Hudson.2731  In  Anderson,  talking  points  prepared  for  the  Goldman  sales  force 
advocated  telling  investors:  "Goldman  is  underwriting  the  equity  and  expects  to  hold  up  to 
50%."273i  What  the  talking  points  left  out  was  that  Goldman's  $21  million  equity  investment  in 
Anderson  was  less  than  one  sixth  the  size  of  its  $135  million  short  position.2733  In  Timberwolf, 
the  marketing  booklet  stated  that  Goldman  was  purchasing  50%  of  the  equity  tranche,  and  the 
collateral  manager  Greywolf  was  purchasing  the  other  50%. 2734  Again,  the  booklet  failed  to 
disclose  that  Goldman's  equity  investment  was  far  outweighed  by  its  short  investment.2735  In 
each  CDO,  Goldman  withheld  from  investors  information  that  it  had  a  more  significant  financial 
interest  in  seeing  the  CDO  decline  in  value  than  increase  in  value.  In  light  of  its  short 
investments,  Goldman's  claims  that  its  interests  were  aligned  with,  rather  than  adverse,  to  the 
investors  to  whom  it  was  selling  the  CDO  securities  were  misleading. 

Shorting  the  Subprime  Market.  Goldman  also  failed  to  disclose  to  clients  that,  at  the 
same  time  it  was  recommending  investments  in  Goldman-originated  RMBS  and  CDO  securities, 
it  was  committing  billions  of  dollars  to  short  the  same  types  of  securities,  as  well  as  their 
underlying  assets,2736  and  even  some  of  the  lenders  whose  mortgage  pools  were  included  or 
referenced  in  the  securities.2737  In  February  2007,  Goldman's  net  short  totaled  about  $10 
billion.2738  In  June  2007,  its  net  short  reached  about  $13.9  billion.  A  significant  issue  is  whether 
this  omitted  information  -  that  Goldman  was  heavily  shorting  the  same  types  of  investments  it 
was  recommending  -  "would  have  been  viewed  by  the  reasonable  investor  as  having 


2728  10/2006  Hudson  Mezzanine  Funding  2006-1,  LTD.,  GS  MBS-E-009546963,  at  966,  Hearing  Exhibit  4/27-87. 

2729  See  Goldman  response  to  Subcommittee  QFR  at  PSI_QFR_GS0223. 

2730  See,  e.g.,  10/30/2006  email  from  Mr.  Ostrem,  "Great  Job  on  Hudson  Mezz,"  GS  MBS-E-0000057886,  Hearing 
Exhibit  4/27-90. 

2731  See  discussion  of  Goldman's  actions  as  the  Hudson  liquidation  agent,  above. 

2732  3/13/2007  email  from  Mr.  Ostrem  to  Scott  Wisenbaker  and  Matthew  Bieber,  GS  MBS-E-000898410,  Hearing 
Exhibit  4/27-172. 

2733  See  Goldman  response  to  Subcommittee  QFR  at  PSI_QFR_GS0192. 

2734  Timberwolf  flipbook,  GS  MBS-E-000676809,  Hearing  Exhibit  4/27-99a. 

2735  Goldman  purchased  its  share  of  the  Timberwolf  equity  tranche  in  March  2007,  actually  held  it  for  only  two 
months,  and  then,  in  May,  sold  it  to  Greywolf.  See  also  Goldman  response  to  Subcommittee  QFR  at 
PSI_QFR_GS0226. 

2736  See,  e.g.,  6/5/2007  email  from  Benjamin  Case  to  David  Lehman,  GS-MBS-E-001919861  (indicating  Goldman 
was  shorting  some  of  the  assets  underlying  Timberwolf  using  CDS  contracts  outside  of  the  CDO). 

2737  See,  e.g.,  Goldman  spreadsheet  produced  in  response  to  a  Subcommittee  QFR,  at  GS  MBS  0000037361 
(identifying  lenders  whose  stock  Goldman  shorted). 


2738 


See  discussion  of  Goldman's  net  short  positions,  section  C(4)(b),  above. 
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significantly  altered  the  'total  mix'  of  information  made  available"  about  the  securities  Goldman 
was  recommending. 


2739 


Other  Adverse  Information.  In  addition  to  its  failure  to  disclose  that  it  was  shorting 
specific  CDOs  as  well  as  the  subprime  mortgage  market  as  a  whole,  Goldman  failed  to  disclose 
other  arrangements  which  created  conflicts  of  interest  and  undisclosed  financial  interests  that 
were  adverse  to  its  clients.  Concerning  Abacus,  Goldman  failed  to  disclose  a  compensation 
arrangement  in  which  Goldman  agreed  to  accept  a  fee  for  arranging  low  premium  payments  by 
the  short  party;  those  lower  payments  disadvantaged  the  long  investors  by  reducing  cash 
payments  to  the  CDO.  Concerning  Hudson,  Goldman  failed  to  disclose  that  its  dual  roles  as 
liquidation  agent  and  sole  short  party  meant  that  it  could  delay  liquidating  Hudson  assets  that 
were  losing  value  and  simultaneously  increase  the  value  of  its  short  position;  that  same  action 
increased  the  losses  of  the  long  investors.  In  Timberwolf,  Goldman  failed  to  disclose  that  it 
viewed  its  role  as  collateral  put  provider  allowed  it  to  refuse  to  consent  to  the  purchase  of  default 
swap  collateral  securities  and  avoid  any  risk  that  the  securities  would  decline  in  value  -  the  very 
risk  the  long  investors  were  paying  Goldman  a  fee  to  assume.2740  In  each  CDO,  Goldman  took 
actions  that  created  an  undisclosed  conflict  of  interest  between  itself  and  the  investors  to  whom  it 
recommended  and  sold  the  CDO  securities. 

These  types  of  arrangements,  when  undisclosed,  can  result  in  conflicts  of  interest  that 
disadvantage  investors.  The  existence,  nature,  and  extent  of  such  arrangements  are  the  type  of 
material  adverse  information  that  the  securities  laws  were  designed  to  ensure  were  accurately 
described  and  disclosed  to  investors. 

(iv)  Making  Unsuitable  Investment  Recommendations 

In  addition  to  the  disclosure  issues,  Goldman's  efforts  to  sell  Hudson,  Anderson, 
Timberwolf,  and  Abacus  securities  raise  a  set  of  issues  related  to  whether  Goldman  met  its 
obligation  to  engage  in  fair  dealing  with  its  clients  and  avoid  recommending  investments  that 
were  unsuitable  for  any  investor.  The  focus  here  is  on  Goldman's  sale  of  CDO  securities  that 
were  designed  to  lose  value,  either  because  the  short  party  selected  the  assets  or  the  assets  were 
so  poor  that  Goldman  knew  or  should  have  known  they  would  perform  poorly  or  fail,  yet 
marketed  them  to  customers  anyway. 


2739  yYisli  Goldman's  own  investment  decisions  might  be  material  information  for  an  investor  is  demonstrated  by  a 
court  ruling  in  a  famous  case  in  the  1970s,  in  which  Goldman,  an  exclusive  dealer,  was  sued  by  an  investor  who 
alleged  that  Goldman  had  sold  it  Penn  Central  notes  without  disclosing,  among  other  things,  that  Goldman  had 
recently  reduced  and  placed  limits  on  its  own  inventory  of  those  same  notes.  Alton  Boxboard  v.  Goldman,  Sachs 
and  Company,  560  F.2d  916  (8th  Cir.  1977).  Although  the  court  decided  the  case  on  another  basis,  the  Eighth 
Circuit  found  that  the  materiality  of  the  undisclosed  facts  alleged  was  a  question  to  be  decided  by  a  trier  of  fact. 
The  court  took  note  of  the  testimony  from  two  sophisticated  institutional  purchasers  concerning  Goldman's 
reduction  of  inventory  in  Penn  Central  notes.  Id  at  n.10.  One  sophisticated  investor  "testified  that  this  information 
would  have  been  a  'red  flag'  to  him,  and  had  he  known  of  Goldman  Sachs'  inventory  decision,  he  would  have 
wanted  notes  from  another  issuer."  Id.  The  other  witness  "stated  he  would  have  been  concerned  about  such 
information  and  would  have  conveyed  it  to  his  customers,  because  it  indicated  that  Goldman,  Sachs  did  not  have 
confidence  in  ...  [the]  notes."  Id. 

2740  Each  of  these  matters  is  discussed  in  detail,  above. 
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As  detailed  earlier,  broker-dealers  are  required  to  deal  fairly  with  their  customers  and 
observe  high  standards  of  honor  in  the  conduct  of  their  business.2741  When  a  broker-dealer, 
acting  as  an  underwriter,  makes  an  investment  recommendation  to  a  client,  it  is  implicit  that  the 
broker-dealer  has  a  reasonable  basis  to  believe  that  the  issue  is  sound.2742  A  broker-dealer  is  also 
required  "to  have  an  'adequate  and  reasonable  basis'  for  any  security  or  strategy 
recommendation  that  it  makes."2743  Broker-dealers  are  barred  from  offering  investments  that  are 
unsuitable  for  any  investor.2744  Goldman  itself,  in  response  to  a  Subcommittee  question,  has 
acknowledged  that  broker-dealers  owe  a  "general  suitability"  obligation  to  its  institutional 
investors,  and  "[tjhis  suitability  duty  requires  the  broker-dealer  to  determine,  in  the  first  instance, 
that  the  transaction  is  suitable  for  at  least  some  investors."2745  Despite  those  requirements,  the 
evidence  gathered  by  the  Subcommittee  indicates  that  Goldman  did  not  view  any  of  the  four 
CDOs  examined  in  this  Report  as  sound  investments  for  the  clients  to  whom  it  sold  the 
securities.2746 

Selection  of  Assets  by  Short  Party.  Internal  documents  and  emails  from  Goldman 
indicate  that  both  Abacus  and  Hudson  were  designed  with  the  expectation  they  would  lose  value 
and  produce  a  profit  for  the  short  side  of  the  CDOs.  The  sole  short  party  in  Abacus  was  the 
Paulson  hedge  fund;  the  sole  short  party  in  Hudson  was  Goldman  itself. 

With  respect  to  Abacus,  Goldman  knew  that  the  Paulson  hedge  fund  wanted  to  take 
100%  of  the  short  side  and  would  profit  only  if  the  CDO  lost  value,  yet  allowed  the  hedge  fund 
to  play  a  major  but  hidden  role  in  selecting  the  CDO  assets.2747  The  Goldman  employee  with 
lead  responsibility  for  Abacus,  Fabrice  Tourre,  called  it  a  "weak  quality  portfolio."2748  The 
Paulson  hedge  fund  executive  who  participated  in  the  asset  selection  process  acknowledged  he 
selected  assets  that  he  expected  would  not  perform  well.2749  A  Moody's  executive  who  oversaw 
CDO  ratings  when  Abacus  was  rated  -  and  testified  that  he  did  not  know  of  Paulson's  role  in  the 
Abacus  asset  selection  process  -  explained  that  "[i]t  just  changes  the  whole  dynamic  of  the 
structure  where  the  person  who  is  putting  it  together,  choosing  it,  wants  it  to  blow  up."2750  When 
Goldman  began  to  publicly  market  the  Abacus  securities,  Ed  Steffelin,  a  Senior  trader  at  GSC 
who  had  declined  Goldman's  request  that  his  firm  serve  as  the  CDO's  portfolio  selection  agent, 
sent  an  email  to  Peter  Ostrem,  head  of  Goldman's  CDO  Origination  Desk,  stating:  "I  do  not 
have  to  say  how  bad  it  is  that  you  guys  are  pushing  this  thing."2751  When  asked  by  the 
Subcommittee  what  he  meant  by  that  comment,  Mr.  Steffelin  said  that  he  believed  the  Abacus 


2741  SEC  Study  on  Investment  Advisers  and  Broker-Dealers  at  55. 

2742  SEC  v.  Tambone.  550  F.3d  106,  135  (1st  Cir.  2008)  [citations  omitted]. 

2743  SEC  Study  on  Investment  Advisers  and  Broker-Dealers  at  63  [citations  omitted]. 

2744  Tj       t  C1 

Id.  at  61. 

2745  See  Goldman  response  to  Subcommittee  QFR  at  PSI_QFR_GS0048. 

2746  See,  e.g.,  1/23/2007  email  from  Fabrice  Tourre  to  Marine  Serres,  GS  MBS-E-003434918,  Hearing  Exhibit 
4/27-62  (Tourre  wrote:  "[Standing  in  the  middle  of  all  these  complex,  highly  levered,  exotic  trades  he  [Mr. 
Tourre]  created  without  necessarily  understanding  all  the  implications  of  these  monstruosities  [sic]  ! ! !"). 

2747  See  discussion  of  Abacus  in  section  C(5)(b)(ii)DD,  above. 

2748  12/18/2006  email  from  Fabrice  Tourre,  "Paulson,"  GS  MBS-E-003246145,  Hearing  Exhibit  4/27-107. 

2749  SEC  deposition  of  Paolo  Pellegrini  (12/3/2008).  PSI-Paulson-04  (Pellegrini  Depo)-0001,  at  175-76. 

2750  April  23,  2010  Subcommittee  Hearing  Transcript  at  64. 

275i  2/27/2007  email  from  Ed  Steffelin  to  Peter  Ostrem,  GS  MBS-E-009209654. 
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CDO  created  "reputational  risk"  for  the  collateral  manager  industry  and  the  whole  market.275" 
When  Mr.  Tourre  later  sought  to  book  two  CDS  contracts  referencing  the  Abacus  securities,  a 
Goldman  salesman  wrote:  "seems  we  might  have  to  book  these  pigs."2753 

As  planned,  once  issued,  the  Abacus  securities  quickly  lost  value.  In  October  2007,  six 
months  after  the  Abacus  securities  were  issued,  the  credit  rating  agencies  downgraded  them,  and 
a  Goldman  salesperson  noted:  "This  deal  was  number  1  in  the  universe  of  CDO's  that  were 
downgraded  by  Moody's  and  S&P.  99.89%  of  the  underlying  assets  were  downgraded."2754  The 
three  investors  that  bought  Abacus  securities  together  lost  more  than  $1  billion,  while  the 
Paulson  hedge  fund,  as  the  sole  short  party,  recorded  a  corresponding  $1  billion  profit. 2755  In 
July  2010,  Goldman  agreed  to  settle  a  securities  fraud  complaint  brought  by  the  SEC  by  paying  a 
fine  of  $550  million  and  "acknowledging  it  was  a  mistake  for  the  Goldman  marketing  materials 
to  state  that  the  reference  portfolio  was  'selected  by'  AC  A  Management,  LLC  without  disclosing 
the  role  of  Paulson  &  Co.  Inc.  in  the  portfolio  selection  process  and  that  Paulson's  economic 
interests  were  adverse  to  CDO  investors."2756 

With  respect  to  Hudson,  Goldman  designed  the  CDO  from  its  inception  as  a  way  to 
transfer  the  risk  of  loss  associated  with  ABX  assets  from  Goldman's  inventory  to  the  Hudson 
investors.2757  Goldman  documents  state,  for  example,  that  Hudson  was  "initiated  by  the  firm  as 
the  most  efficient  method  to  reduce  long  ABX  exposures,"2758  and  the  CDO  was  an  "exit  for  our 
long  ABX  risk."2759  Goldman  created  and  took  the  short  side  of  $2  billion  in  single  name  CDS 
contracts  referencing  RMBS  securities  that  it  wanted  to  short,  and  sold  them  to  the  Hudson 
CDO.  The  end  result  was  that  Goldman  wrote  100%  of  the  CDS  contracts  that  made  up 
Hudson's  assets  and  took  100%  of  the  short  side  of  the  CDO,  which  meant  that  Goldman  would 
profit  if  the  CDO  fell  in  value.  Goldman  marketed  the  CDO  without  disclosing  its  status  as  the 
sole  short  party,  instead  telling  investors  that  its  interests  were  "aligned"  with  theirs.  The 
Hudson  securities  immediately  began  losing  value.  Within  a  year,  while  the  holders  of  the 
Hudson  securities  lost  virtually  their  entire  investments,  Goldman's  profits  reached  $1.7  billion, 
which  it  then  used  to  offset  other  mortgage  related  losses. 

In  both  CDOs,  Goldman  took  actions  that  disguised  that  the  transactions  were  designed  to 
lose  value.  In  Abacus,  Goldman  omitted  mention  of  the  Paulson  hedge  fund's  involvement  in 
the  asset  selection  process  and  hired  a  well  known  third  party  portfolio  agent,  ACA 


2752  Subcommittee  interview  of  Ed  Steffelin  (12/10/2010). 

2753  4/15/2007  email  from  Cactus  Raazi  to  Daniel  Chan,  "Dan:  ABACUS  07-AC1,"  Hearing  Exhibit  4/27-82. 

2754  10/26/2007  email  from  Goldman  salesman  to  Michael  Swenson,  "ABACUS  2007-AC1  -  Marketing  Points 
(INTERNAL  ONLY)  [T-Mail],"  GS  MBS-E-016034495. 

2755  Securities  and  Exchange  Commission  v.  Goldman  Sachs.  Case  No.  10-CV-3229  (S.D.N.Y.),  Complaint  (April 
16,  2010). 

2756  SEC  v.  Goldman,  Sachs  &  Co.  and  Tourre,  Case  No.  10-CV-3329  (BSJ)  (S.D.N.Y.),  Consent  of  Defendant 
Goldman,  Sachs  &  Co  (July  14,  2010). 

2757  See  discussion  of  Hudson  CDO  in  section  C(5)(b)(ii)AA,  above. 

2758  Goldman  response  to  Subcommittee  QFR  at  PSI_QFR_GS0249. 

2759  9/20/2006  email  from  Arbind  Jha  to  Josh  Birnbaum,  GS  MBS-E-012685289. 
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Management,  to  "leverage  ACA's  credibility."2760  In  Hudson,  Goldman  omitted  that  it  had 
written  all  of  the  CDO's  CDS  contracts  and  it  referenced  $1.2  billion  in  ABX  assets  in 
Goldman's  own  inventory,  and  instead  told  investors  that  Hudson's  assets  were  "sourced  from 
the  Street"  and  Hudson  was  "not  a  Balance  Sheet  CDO."2761 

Goldman  marketed  the  Abacus  and  Hudson  securities  to  clients  knowing  that  each  CDO 
had  been  designed  to  lose  value  and  produce  a  profit  for  the  short  party.  Given  that  information, 
Goldman  marketed  CDOs  that  it  knew  or  should  have  known  were  not  suitable  for  any  investor. 

Selection  of  Poor  Quality  Assets.  Similar  concerns  apply  to  Goldman's  origination  and 
marketing  of  the  Anderson  and  Timberwolf  CDOs,  which  contained  such  poor  quality  assets  that 
Goldman  knew  or  should  have  known  that  they  would  perform  poorly  or  fail.  Yet  Goldman 
recommended  them  to  investors  anyway.  The  issue  is  whether,  by  recommending  that  investors 
purchase  the  Anderson  and  Timberwolf  securities,  Goldman  violated  its  fair  dealing  obligation 
and  recommended  investments  that  were  not  suitable  for  any  investor. 

With  respect  to  Anderson,  Goldman  personnel  knew  before  marketing  its  securities  that 
the  CDO  had  poor  quality  assets  that  were  losing  value.  Nearly  45%  of  the  referenced  RMBS 
securities  in  Anderson  were  dependent  upon  loans  issued  by  New  Century,  while  another  7% 
depended  upon  loans  issued  by  Fremont,  two  subprime  lenders  known,  including  by  Goldman 
personnel,  for  issuing  poor  quality  loans  and  poorly  performing  RMBS  securities.2762  On 
February  24,  2007,  Goldman  personnel  calculated  that  the  assets  in  the  Anderson  warehouse 
account  had  already  lost  $60  million  in  value  from  the  time  they  were  purchased.2763  In 
response,  Mr.  Sparks,  the  Mortgage  Department  head,  decided  to  cancel  the  CDO.2764  Later,  he 
changed  his  mind  and  rushed  Anderson  to  market  with  only  $305  million  of  the  $500  million  in 
assets  that  had  been  planned.  Goldman  was  the  largest  short  party,  with  40%  of  the  short  interest 
in  Anderson. 

Anderson  issued  its  securities  on  March  20,  2007.  Goldman  knew  at  the  time  that  both 
New  Century  and  Fremont  were  in  financial  distress.2765  In  addition,  the  week  before,  Goldman 
had  conducted  reviews  of  both  a  New  Century  and  a  Fremont  loan  pool  on  the  firm's  books,  and 
found  that  26%  of  the  New  Century  loans       and  50%  of  the  Fremont  loans       reviewed  had 


2760  3/12/2OO7  Goldman  memorandum  to  Mortgage  Capital  Committee,  "ABACUS  Transactions  sponsored  by 
ACA,"  GS  MBS-E-002406025,  Hearing  Exhibit  4/27-118. 

2761  10/2006  Hudson  Mezzanine  Funding  2006-1,  LTD.,  GS  MBS-E-009546963,  at  978,  Hearing  Exhibit  4/27-87. 

2762  See  discussion  of  Anderson  CDO  in  section  C(5)(b)(ii)BB,  above.  Another  8%  were  dependent  upon  loans 
issued  by  Countrywide. 

2763  2/24/2007  email  from  Deeb  Salem  to  Michael  Swenson  and  others,  GS  MBS-E-018936137. 

2764  2/24/2007  email  from  Mr.  Sparks  to  Mr.  Ostrem  and  others,  GS  MBS-E-001996601,  Hearing  Exhibit  4/27-95. 

2765  See,  e.g.,  2/8/2007  email  from  Craig  Broderick  to  Mr.  Sparks  and  others,  GS  MBS-E-002201486  (calling  New 
Century's  announcement  that  it  would  restate  its  earnings  "a  materially  adverse  development");  3/14/2007 
Goldman  email,  "NC  Visit,"  GS  MBS-E-002048050  (stating  Fremont  still  has  cash  "but  not  for  long");  3/13/2007 
email  from  Mr.  Ostrem  to  Scott  Wisenbaker  and  Matthew  Bieber,  GS  MBS-E-000898410,  Hearing  Exhibit  4/27- 
172  (providing  talking  points  for  selling  Anderson  securities  to  customers). 

2766  3/13/2007  email  from  Manisha  Nanik,  "New  Century  EPDs,"  GS  MBS-E-002146861,  Hearing  Exhibit  4/27- 
77. 
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deficiencies  and  should  be  returned  to  the  lender  for  refunds.  Goldman  nevertheless  continued  to 
market  the  Anderson  securities.  When  some  potential  investors  expressed  concerns  about 
Anderson's  underlying  assets,  in  particular  the  New  Century  loans,  Goldman  tried  to  dispel  those 
concerns  even  while  harboring  its  own  low  opinion  of  New  Century  loans.2768  Goldman 
managed  to  sell  approximately  $102  million  in  Anderson  securities  to  nine  investors  who  lost 
virtually  their  entire  investments  within  a  year 


2769 


With  respect  to  Timberwolf,  Goldman  personnel  knew  that  the  CDO's  assets  had  begun 
losing  value  almost  from  the  time  they  were  acquired.2770  Timberwolf  was  a  CDO2  transaction 
comprised  of  56  different  CDO  assets  with  over  4,500  unique  underlying  securities.2771  In 
February  2007,  Mr.  Sparks  told  a  senior  Goldman  executive  that  it  was  a  deal  "to  worry  about," 
and  that  its  assets  had  already  incurred  such  significant  losses  that  they  had  exhausted  the  share 
of  the  warehouse  risk  held  by  Goldman's  partner  in  the  transaction.2772  Despite  that  loss  in 
value,  Goldman  continued  with  the  issuance  of  the  Timberwolf  securities  in  March  2007.  By 
May,  a  special  CDO  valuation  project  undertaken  by  the  Mortgage  Department  found  that  the 
Timberwolf  s  assets  had  lost  still  more  value.2773  Despite  its  lower  internal  valuation,  Mr. 
Sparks  advised  Goldman  senior  executives  that  his  CDO  pricing  strategy  was  to  "take  the  write- 
down, but  market  at  much  higher  levels"  to  avoid  "leaving  some  money  on  the  table."2774 

During  the  spring  and  summer  of  2007,  Goldman  aggressively  marketed  Timberwolf 
securities  to  investors  around  the  world,  eventually  selling  about  $853  million  in  Timberwolf 
securities  to  12  investors.2775  Goldman  sold  the  securities  at  prices  substantially  above  its 
internal  book  values  for  the  Timberwolf  securities.  After  making  a  sale,  Goldman  then, 
sometimes  only  days  or  weeks  later,  marked  down  the  value  of  the  securities  it  had  sold, 
resulting  in  investors  realizing  losses  and  sometimes  requiring  the  investor  to  post  additional 
cash  margin  or  collateral.2776  In  September  2007,  an  internal  Goldman  analysis  found  that,  in 
just  six  months,  Timberwolf  s  AAA  rated  securities  had  lost  80%  of  their  value.  One  of 
Goldman's  senior  executives  monitoring  Timberwolf  pronounced  it  "one  shitty  deal."2777  The 
CDO  was  liquidated  in  October  2008,  and  the  investors  who  purchased  Timberwolf  securities 
lost  virtually  their  entire  investments. 


2767  3/14/2007  Goldman  email,  "NC  Visit,"  GS  MBS-E-002048050. 

2768  See,  e.g.,  3/6/2007  email  from  Joshua  Bissu  to  Mr.  Ostrem  and  Mr.  Bieber,  GS  MBS-E -014597705  (talking 
points  for  Goldman  personnel  to  respond  to  investor  concerns  about  the  New  Century  loans). 

2769  See  e.g.,  Goldman  response  to  Subcommittee  QFR  at  PSI_QFR_GS0223. 

2770  See,  e.g.,  9/17/2007  email  from  Christopher  Creed,  "Timberwolf,"  GS  MBS-E-000766370,  Hearing  Exhibit 
4/27-106  (showing  price  for  Timberwolf  securities  dropped  from  $94  on  3/31/2007  to  $87  on  4/30/2007). 

2771  8/23/2007  email  from  Jay  Lee  to  Mr.  Lehman  and  others,  GS  MBS-E-001927784. 

2772  2/26/2007  email  exchange  between  Mr.  Sparks  and  Mr.  Montag,  GS  MBS-E-019164799,  Hearing  Exhibit 
4/27-71. 

2773  5/20/2007  email  from  Paul  Bouchard,  "Materials  for  Meeting,"  GS  MBS-E-001863725. 

2774  5/14/2007  email  from  Mr.  Sparks  to  Mr.  Montag  and  Mr.  Mullen,  GS  MBS-E-019642797. 

2775  See,  e.g.,  Goldman  response  to  Subcommittee  QFR  at  PSI_QFR_GS0223. 

2776  See,  e.g.,  example  involving  Basis  Capital  in  discussion  of  Timberwolf  in  section  C(5)(b)(ii)CC,  above. 

2777  6/22/2007  email  from  Mr.  Montag  to  Mr.  Sparks,  "Few  Trade  Posts,"  GS  MBS-E-010849103,  Hearing  Exhibit 
4/27-105. 


624 

Goldman  CEO  Lloyd  Blankfein  said  publicly  about  the  firm's  securities:  "If  we  believed 
it  would  fail ...  the  security  wouldn't  work,  we  would  not  sell  it."2778    But  Goldman  marketed 
the  Anderson  and  Timberwolf  securities  to  clients  knowing  that  each  CDO  had  poor  quality 
assets  that  were  continually  losing  value.  It  marketed  them  at  the  same  time  it  was  investing  on 
the  short  side  of  the  CDOs  and  the  subprime  mortgage  market  as  a  whole,  and  its  Mortgage 
Department  head  was  telling  his  staff  that  it  was  "Game  Over"  and  time  to  "get  out  of 
everything."2779  Within  a  year,  the  Anderson  and  Timberwolf  securities  were  virtually 
worthless.  Given  what  Goldman  knew  when  marketing  Anderson  and  Timberwolf,  Goldman 
was  recommending  investments  that  were  most  likely  not  suitable  for  any  investor. 

This  analysis  examines  Goldman's  conduct  in  the  context  of  the  law  prevailing  in  2007. 
Since  then,  the  Dodd-Frank  Wall  Street  Reform  and  Consumer  Protection  Act  of  2010  has 
established  new  conflict  of  interest  prohibitions  that  would  apply  to  this  type  of  conduct, 
including  Section  621  which  bars  any  underwriter  or  placement  agent  of  an  asset  backed  security 
from  engaging  in  any  transaction  "that  would  involve  or  result  in  any  material  conflict  of  interest 
with  respect  to  any  investor  in  a  transaction  arising  out  of  such  activity." 

(7)  Goldman's  Proprietary  Investments 

When  reviewing  the  conflict  of  interest  issues  related  to  Goldman's  mortgage  related 
activities  in  2006  and  2007,  another  issue  examined  by  the  Subcommittee  was  the  extent  to 
which  Goldman's  Mortgage  Department  was  engaged  in  proprietary  trading.2780 

In  2007,  Goldman  was  not  a  commercial  bank,  and  proprietary  trading  was  not  illegal. 
The  issue  that  concerned  the  Subcommittee  was  the  extent  to  which  its  proprietary  activities  may 
have  contributed  to  the  conflicts  of  interest  that  affected  how  Goldman  operated.2781  In  a 


April  30,  2010  transcript  of  The  Charlie  Rose  Show,  at  14. 

2779  3/12/2007  Goldman  Firmwide  Risk  Committee,  "March  7th  FWR  Minutes,"  GS  MBS-E-00221171,  Hearing 
Exhibit  4/27-19;  3/3/2007  email  from  Mr.  Sparks,  "Call,"  GS  MBS-E-010401251,  Hearing  Exhibit  4/27-14. 

2780  Until  its  repeal  in  1999,  the  Glass-Steagall  Act  prohibited  banks  from  engaging  in  proprietary  trading.  Glass- 
Steagall  Act,  Section  16.  The  Act's  prohibition  on  proprietary  trading  was  weakened  over  the  years  and  finally 
repealed  by  the  Financial  Services  Modernization  Act  of  1999,  P.L.  106-102  (1999).  Since  Goldman  did  not 
become  a  bank  holding  company  until  2008,  neither  the  Glass-Steagall  prohibition  nor  its  repeal  affected  its 
activities  during  the  time  period  examined  by  the  Subcommittee. 

2781  Financial  institutions  that  trade  for  their  own  accounts  at  the  same  time  that  they  conduct  trades  on  behalf  of 
their  clients  may  experience  conflicts  of  interest.   See,  e.g.,  4/23/2010  letter  from  John  Reed,  former  Chairman  and 
CEO  of  Citigroup,  to  Senators  Merkley  and  Levin  ("When  a  firm  is  focused  on  market  gain  through  proprietary 
trading,  it  too  often  will  employ  every  available  device  to  achieve  those  gains  -  including  take  advantages  of  clients 
and  putting  the  firm  at  risk.");  In  re  Merrill  Lynch.  Pierce,  Fenner  &  Smith,  Incorporated,  Exchange  Act  Rel.  No. 
34-63760,  Admin.  Proc.  3-14204  (Jan.  25,  2011)  (settling  allegations  that  Merrill  Lynch's  proprietary  traders 
misused  information  about  their  customers'  trading);  7/19/2005  speech  by  Annette  Nazareth  before  the  Securities 
Industry  Association  Compliance  and  Legal  Division  Member  Luncheon  (discussing  increased  potential  for 
conflicts  of  interest).  In  2010,  the  Dodd-Frank  Wall  Street  Reform  and  Consumer  Protection  Act,  P.L.  111-603, 
restored  the  prohibition  on  proprietary  trading  by  banks,  subject  to  certain  exceptions.  See  Section  619,  amending 
the  Bank  Holding  Company  Act  of  1956,  to  be  codified  at  12  U.S.C.  §1851.  Regulations  implementing  Section  619, 
also  known  as  the  Merkley-Levin  provisions  after  the  Senators  who  authored  them  or  the  Volcker  Rule  after  former 
Federal  Reserve  Chairman  Paul  Volcker  who  championed  the  ban,  are  due  by  October  2011. 
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recently  issued  "Report  of  the  Business  Practices  Committee,"  Goldman  reaffirmed  as  its  first 
business  principle:  "Our  clients'  interests  always  come  first."2782  Contrary  to  that  statement, 
however,  Goldman  documents  showed  its  employees  repeatedly  expressing  concern  about  the 
firm's  interests,  but  rarely  mentioning  or  placing  a  priority  on  the  interests  of  its  clients.  In  fact, 
after  Goldman  announced  record  profits  for  its  Mortgage  Department  in  the  third  quarter  of 
2007,  when  many  of  its  clients  were  suffering  substantial  losses  from  the  mortgage  investments 
they  purchased  from  Goldman,  Peter  Kraus,  co-head  of  the  Investment  Banking  Division,  wrote 
the  following  to  Goldman  CEO  Lloyd  Blankfein:  "I  met  with  10+  individual  prospects  and 
clients  . . .  since  earnings  were  announced.  The  institutions  don't  and  I  wouldn't  expect  them  to, 
make  any  comments  like  ur  good  at  making  money  for  urself  but  not  us.  The  individuals  do 
sometimes,  but  while  it  requires  the  utmost  humility  from  us  in  response  I  feel  very  strongly  it 
binds  clients  even  closer  to  the  firm,  because  the  alternative  of  take  ur  money  to  a  firm  who  is  an 
under  performer  and  not  the  best,  just  isn't  reasonable.  Clients  ultimately  believe  that 
association  with  the  best  is  good  for  them  in  the  long  run."2783 

The  tension  between  Goldman's  efforts  to  make  money  on  behalf  of  itself  versus  on  behalf  of  its 
clients  raises  a  number  of  conflict  of  interest  concerns,  particularly  when  its  efforts  to  profit  from 
shorting  the  mortgage  market  or  particular  RMBS  or  CDO  securities  occurred  simultaneously 
with  its  efforts  to  market  mortgage  related  securities  to  its  clients. 

Goldman's  Proprietary  Activities.  Until  recently,  when  asked  about  the  extent  of  the 
firm's  proprietary  activities,  Goldman  generally  claimed  that  its  proprietary  investments 
contributed  only  approximately  10%  of  the  firm's  profits.2784  In  January  2011,  however, 
Goldman  announced  in  an  SEC  filing  that  it  was  changing  the  categories  under  which  it  reported 
income.  Goldman  added  a  new  category  called  "Investments  and  Lending"  to  segregate  the 
firm's  proprietary  investment  income  from  the  income  it  derived  from  activities  undertaken  on 
behalf  of  clients.2785  Based  on  earnings  reported  in  January  2011  for  Goldman's  full  fiscal  year 
2010,  the  proprietary  investment  income  recorded  under  "Investments  and  Lending"  accounted 
for  $7.5  billion,  or  about  20%  of  Goldman's  net  revenues.2786  Goldman  did  not  specify  how  it 
defined  proprietary  investments  and  lending  for  purposes  of  its  earnings  report,  nor  what  desks 


2782  ]y2011  "Report  of  the  Business  Standards  Committee,"  at  1.  In  May  2010,  at  Goldman's  annual  shareholders' 
meeting,  CEO  Lloyd  Blankfein  announced  the  formation  of  a  Business  Standards  Committee  to  conduct  an 
extensive  review  of  the  firm's  business  standards  and  practices  to  determine  the  extent  to  which  the  firm  was 
adhering  to  its  own  written  "Business  Principles,"  and  to  make  appropriate  recommendations.  Id.  The  Committee's 
January  2011  report  provided  recommendations  in  the  areas  of  Client  Relationships  and  Responsibilities,  Conflicts 
of  Interest,  Structured  Products,  Transparency  and  Disclosure,  Committee  Governance,  and  Training  and 
Professional  Development. 

2783  9/26/2007  email  to  Mr.  Blankfein,  "Fortune:  How  Goldman  Sachs  Defies  Gravity,"  GS  MBS-E-009592726, 
Hearing  Exhibit  4/27-135. 

2784  See,  e.g.,  1/21/2010,  The  Goldman  Sachs  Group  Inc.,  4Q  2009  Earnings  Call  Transcript,  Q&A  (David  Viniar 
states  that,  in  most  years,  proprietary  trading  accounts  for  "10%  roughly  plus  or  minus  a  couple  of  percent."), 
http://seekingalpha.com/article/183723-the-goldman-sachs-group-inc-q4-2009-earnings-call-transcript?part=qanda. 

2785  y-y  ]y2011  Goldman  Form  8-K  filed  with  the  SEC  (announcement  of  change  in  reporting  categories). 
Goldman's  change  in  its  reporting  categories  implemented  one  of  the  recommendations  outlined  in  Goldman's 
"Report  of  the  Business  Standards  Committee"  published  in  January  2011. 

2786  See  1/19/2011  Goldman  press  release  on  2010  earnings,  available  at  www2.goldmansachs.com. 
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or  activities  contributed  to  the  total,  how  it  calculated  the  reported  amount,  or  why  it  was  double 
the  amount  cited  a  year  earlier. 

To  date,  three  Goldman  units  have  been  identified  as  engaging  explicitly  in  investments 
on  behalf  of  the  firm.  One,  based  in  New  York,  is  called  Goldman  Sachs  Principal  Strategies  or 
"GSPS,"  which  Goldman  is  reportedly  in  the  process  of  dismantling.2787  The  second  is  the 
Global  Macro  Proprietary  Trading  Desk,  which  had  traders  in  New  York  and  London  and 
reportedly  invested  in  foreign  exchange  markets,  interest  rate  markets,  stocks,  commodities  and 
other  fixed  income  markets. 27tki  The  third,  according  to  Goldman,  is  the  Special  Situations 
Group  or  SSG,  which  is  reportedly  engaged  primarily  in  long  term  investments  on  behalf  of  the 
firm  and  clients,  with  little  short  term  trading  or  sales  activities.2789 

Proprietary  Activities  in  the  Mortgage  Area.  In  the  mortgage  area,  until  2005, 
Goldman  had  a  dedicated  proprietary  investment  desk  in  the  Mortgage  Department  called  the 
Principal  Finance  Group,  often  referred  to  as  Principal  Investments.2790  According  to  Goldman 
personnel,  that  desk  specialized  in  long  term  investments  on  behalf  of  Goldman  in  assets  such  as 
distressed  mortgages  and  credit  card  and  energy  receivables,  but  only  rarely  engaged  in  short 
term  trading.2791  In  2005,  Principal  Investments  was  folded  into  the  Special  Situations  Group 
(SSG),  which  was  then  a  Goldman  business  unit  located  in  Asia  and  not  part  of  the  Mortgage 
Department.2792  After  Principal  Investments  personnel  moved  to  SSG,  the  Mortgage  Department 
operated  without  a  desk  that  was  explicitly  dedicated  to  proprietary  trading  during  2006  and 
2007. 

When  asked  whether  the  Mortgage  Department  engaged  in  proprietary  activities  during 
2006  and  2007,  Goldman  executives  and  traders  in  the  Mortgage  Department  generally  resisted 
providing  a  direct  answer,  declined  to  identify  any  proprietary  trades  or  investments,  and 
declined  to  estimate  or  calculate  how  much  of  the  Mortgage  Department's  2007  revenues  or 
profits  were  proprietary. 


2787  Subcommittee  interview  of  David  Viniar  (4/13/2010).  See  also  "More  Goldman  Traders  to  Exit  for  Funds," 
Financial  Times  (1/9/2011).  Goldman  may  be  eliminating  the  desk  in  response  to  the  Dodd-Frank  prohibition  on 
proprietary  trading. 

2788  See  "Goldman  to  Shut  Global  Macro  Trading  Desk,"  New  York  Times  (2/16/2011).  Goldman  may  be 
eliminating  this  desk  in  response  to  the  Dodd-Frank  prohibition  on  proprietary  trading. 

2789  Subcommittee  interview  of  Darryl  Herrick  (10/13/2010).  To  the  extent  that  its  activities  are  limited  to  long 
term  investments,  the  SSG  unit  would  not  be  affected  by  the  Dodd-Frank  prohibition  on  proprietary  trading  which 
applies  only  to  trading  accounts  used  "principally  for  the  purpose  of  selling  in  the  near  term  (or  otherwise  with  the 
intent  to  resell  in  order  to  profit  from  short-term  price  movements),"  and  does  not  affect  long  term  investments.  See 
Section  619(h)(6).  Under  Section  620  of  the  Dodd-Frank  Act,  banking  regulators  are  also  conducting  an  18-month 
review  of  all  permitted  bank  investment  activities,  both  long  and  short  term,  to  gauge  the  risk  of  each  activity,  any 
negative  effect  the  activity  may  have  on  the  safety  and  soundness  of  the  banking  entity  or  the  U.S.  financial  system, 
and  the  "appropriateness"  of  each  activity  for  a  federally  insured  bank. 


2791  Id. 

2792  Id. 


Subcommittee  interview  of  Darryl  Herrick  (10/13/2010). 
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When  asked  about  particular  transactions,  Goldman  executives  or  traders  often  described 
them  as  examples,  not  of  "proprietary  trading,"  but  "principal  trading"  in  which  Goldman  acted 
as  a  market  maker.  Goldman  personnel  told  the  Subcommittee  that  to  fulfill  the  firm's  role  as  a 
market-maker,  Goldman  used  its  own  capital  to  amass  an  inventory  of  assets  in  anticipation  of 
customer  demand,  and  acted  as  a  "principal"  when  building  that  inventory.  They  indicated  that 
the  mortgage  related  assets  were  acquired  for  the  purpose  of  accommodating  existing  or 
anticipated  client  buy  and  sell  orders  and  not  to  produce  proprietary  profits  for  the  firm. 

At  the  same  time,  several  Goldman  executives  and  traders  told  the  Subcommittee  that  all 
of  Goldman's  trading  desks,  including  those  in  the  Mortgage  Department,  were  given  discretion 
to  trade  some  amount  of  the  firm's  capital  within  certain  limits.2793  Daniel  Sparks  told  the 
Subcommittee:  "We  told  [the  Firmwide  Risk  Committee]  what  we  wanted  to  do,  and  they  told 
us  how  much  we  could  do."2794  Joshua  Birnbaum  said  that  the  amount  of  proprietary  trading  that 
a  desk  was  allowed  to  do  depended  upon  certain  risk  limits,  but  could  not  recall  a  specific  or 
typical  dollar  amount  of  any  risk  limit  assigned  to  the  Mortgage  Department  as  a  whole  or  to  any 
of  its  trading  desks  for  proprietary  trading  purposes.2795  Goldman's  Chief  Risk  Officer  Craig 
Broderick  told  the  Subcommittee  that  the  firm  did  not  distinguish  between  "proprietary"  versus 
other  types  of  risk,  because  the  aggregate  risk  levels  would  be  the  same.2796  Mr.  Broderick  said 
that  the  firm's  proprietary  trading,  outside  of  GSPS,  was  "embedded"  in  the  routine  business 
conducted  by  various  trading  desks  and  was  not  specifically  segregated  as  "proprietary."2797 

Until  enactment  of  the  Dodd-Frank  Act  in  2010,  federal  securities  law  contained  no 
statutory  or  regulatory  definition  of  proprietary  trading  by  banks  and  generally  did  not  require 
firms  to  identify  or  monitor  their  proprietary  investments.2798  The  Subcommittee  investigation 
found  that  the  terms  "proprietary"  and  "prop"  were  commonly  used  in  the  financial  services 
industry  to  describe  business  performed  on  behalf  of,  or  for  the  benefit  of,  a  financial  firm  itself, 
while  the  term  "flow"  was  used  to  refer  to  market-making  transactions  involving,  or  for  the 
benefit  of,  the  firm's  customers.2799 


2793  Subcommittee  interviews  of  Mr.  Sparks  (4/15/2010);  Mr.  Birnbaum  (4/22/2010);  and  Mr.  Broderick  (4/9/2010). 
See  also  12/17/2007  email  from  Michael  DuVally  to  Mr.  Sparks,  "WSJ  Responses,"  GS  MBS-E-013821884  ("Some 
traders  are  allowed  to  express  their  own  market  views  using  the  firm's  capital."). 

2794  Subcommittee  interview  of  Daniel  Sparks  (4/15/2010). 

2795  Subcommittee  interview  of  Joshua  Birnbaum  (4/22/2010). 

2796  Subcommittee  interview  of  Craig  Broderick  (4/9/2010). 

2797  Id.  Goldman's  Chief  Financial  Officer  David  Viniar  provided  similar  information  in  response  to  questions  from 
the  Financial  Crisis  Inquiry  Commission,  indicating  that  Goldman  did  not  specifically  "break  out"  its  proprietary 
trading  from  its  other  business  results.  See  FCIC  Hearing,  Testimony  of  David  Viniar  (7/2/2010),  www.fcic.gov. 

2798  rpne  Dodd-Frank  Act  defines  "proprietary  trading"  as  "engaging  as  a  principal  for  the  trading  account  of  [a] 
banking  entity  ...  in  any  transaction  to  purchase  or  sell,  or  otherwise  acquire  or  dispose  of,  any  security,  any 
derivative,  any  contract  of  sale  of  a  commodity  for  future  delivery,  any  option  on  any  such  security,  derivative,  or 
contract  or  any  other  security  or  financial  instrument  that  the  appropriate  Federal  banking  agencies  ...  may,  by  rule  ... 
determine."  12  U.S.C.  §  1851(h)(4).  The  Act  further  defines  "trading  account"  as  one  used  for  "near  term"  trading 
or  for  capturing  profits  from  "short  term  price  movements."  Section  1851(h)(6).  These  provisions  are  subject  to 
further  refinement  through  implementing  regulations. 

2799  See,  e.g.,  description  of  proprietary  trading  in  Deutsche  Bank's  3/26/2008  Form  20-F  filed  with  the  SEC  at  24 
("Within  Corporate  Banking  &  Securities,  we  conduct  proprietary  trading,  or  trading  on  our  own  account,  in 
addition  to  providing  products  and  services  to  customers.  Most  trading  activity  is  undertaken  in  the  normal  course 
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A  number  of  internal  Goldman  documents  in  2006  and  2007,  used  the  terms  "prop"  and 
"flow"  when  referring  to  mortgage  related  activities.  In  a  2006  email  to  Goldman  senior 
executives,  for  example,  Mr.  Sparks,  the  Mortgage  Department  head,  used  the  terms  when 
criticizing  a  decision  by  Morgan  Stanley  to  move  its  most  experienced  mortgage  traders  from  its 
mortgage  department's  "franchise"  desk  to  a  dedicated  proprietary  desk.2800  Mr.  Sparks  argued 
against  Goldman's  doing  the  same  by  claiming  exposure  to  customer  trades  or  "flows"  made 
mortgage  traders  "more  effective"  in  their  proprietary  trades: 

"Morgan  Stanley  is  going  overboard  by  taking  most  of  their  experienced  and  known 
traders  out  of  the  franchise.  We  should  keep  our  franchise  leaders  in  the  seats  and 
continue  to  allow  them  to  take  prop  views  -  the  customer  flows  they  see  make  them  more 
effective."2801 

This  email  shows,  not  only  that  Mr.  Sparks  and  other  Goldman  executives  used  the  terms  "prop" 
and  "flow,"  but  they  also  knew  Goldman  mortgage  traders  were  handling  both  customer  and 
proprietary  transactions  at  the  same  time. 

In  November  2007,  Mr.  Sparks  received  an  email  from  the  Mortgage  Department's 
business  manager,  John  McHugh,  indicating  that  proprietary  trades  made  up  a  substantial  portion 
of  the  Department's  activities.2802  In  the  email,  Mr.  McHugh  provided  Mr.  Sparks  with  a  draft  of 
the  Department's  2008  business  plan  which  included  a  description  of  the  projected  business 
activities  of  the  Structured  Product  Group  -  the  Mortgage  Department  trading  desk  that  then 
handled  RMBS,  CDO,  and  other  mortgage  related  trading  activities.  Under  the  heading,  "Prop 
vs.  Flow,"  the  draft  plan  stated:  "Prop/flow  components  of  SPG  Trading  will  be  roughly 
equal."2803  Under  another  section  entitled,  "Assumptions/  Initiatives  in  ABS  [Asset  Backed 
Security]  p&l  [profit  and  loss],"  the  draft  business  plan  stated: 

•  "Good  prop  opportunity  capitalizing  on  selling  pressure,  selective  distressed  asset 
purchases. 

•  Expect  prop  flow  split  to  be  roughly  50/50."2804 


of  facilitating  client  business.  For  example,  to  facilitate  customer  flow  business,  traders  will  maintain  long  positions 
(accumulating  securities)  and  short  positions  (selling  securities  we  do  not  yet  own)  in  a  range  of  securities  and 
derivative  products,  reducing  this  exposure  by  hedging  transactions  where  appropriate.  While  these  activities  give 
rise  to  market  and  other  risk,  we  do  not  view  this  as  proprietary  trading.  However,  we  also  use  our  capital  to  exploit 
market  opportunities,  and  this  is  what  we  term  proprietary  trading."). 

2800  4/13/2006  email  from  Mr.  Sparks  to  Messrs.  Cohn,  Sobel,  and  Mullen,  "Morgan  Super  Traders  Worry  Hedge 
Funds,"  GS  MBS-E-016187625. 

2801  Id.  See  also  Glenn  Bedwin,  International  Research  Director,  Thomson  Financial,  Trading  for  Investors  Forum, 
Financial  News  Supplement  at  14  (2004)  (noting  the  value  of  "information  [banks]  gain  from  looking  at  the  flow 
going  through  their  desk"). 

2802  11/16/2007  email  from  John  McHugh  to  Mr.  Sparks,  "FICC  2008  business  plan  presentation  to  Firm,"  GS 
MBS-E-013797964. 

2803  Id 

2804  jd_ 
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The  draft  business  plan  suggests  that  fully  half  the  2008  SPG  and  ABS  activities  were  expected 
to  involve  proprietary  investments. 

When  the  Subcommittee  asked  Mr.  Sparks  about  the  "prop/flow  components  of  SPG 
Trading"  in  the  Department's  2008  draft  business  plan,  Mr.  Sparks  indicated  that  he  was  not  sure 
what  his  business  manager  meant  and  was  unable  to  estimate  what  percentage  of  the  SPG 
Trading  Desk's  activities  was  spent  on  proprietary  trades.2805  In  a  later  written  response  to 
Subcommittee  questions  about  the  email,  Mr.  Sparks  wrote:  "'Prop'  or  'proprietary'  can  mean 
different  things  to  different  people."  He  continued  that  Mr.  McHugh's  email  appeared  to  use 
"prop"  to  refer  to  investments  made  with  a  longer  holding  period,  such  as  months  or  years,  while 
"flow"  seemed  to  refer  to  investments  with  a  shorter  holding  period: 

"Defined  this  way,  both  'prop'  and  'flow'  trades  can  involve  customers,  although 
sometimes  the  term  'proprietary'  is  used  to  describe  business  that  does  not  involve  a 
customer.  (Sometimes  proprietary  is  used  to  describe  any  activity  that  involves  use  of  a 
firm's  own  capital.)."2806 

Goldman's  Net  Shorts  As  Proprietary  Investments.  Goldman's  practice  of  embedding 
its  proprietary  trading  activities  within  the  ordinary  trading  conducted  on  its  market-making 
mortgage  trading  desks,  together  with  its  unwillingness  to  estimate  its  proprietary  activities, 
made  it  difficult  to  determine  the  extent  of  the  proprietary  trading  that  took  place  within  the 
Mortgage  Department  from  2006  to  2007. 280y  Nonetheless,  many  of  the  transactions  undertaken 
by  the  Mortgage  Department  from  late  2006  to  late  2007  appear  to  have  been  undertaken  to 
advance  the  financial  interests  of  the  firm,  rather  than  primarily  to  make  markets  for  clients. 

Several  factors  suggest  that  transactions  undertaken  to  build  and  profit  from  Goldman's 
two  large  net  short  positions  in  2007  were  completed  for  Goldman's  own  benefit,  rather  than  on 
behalf  of  its  clients.  First,  the  two  net  short  positions  -  totaling  $10  billion  in  February  and 
$13.9  billion  in  June  2007  -  were  far  larger  than  a  financial  institution  would  establish  simply  to 
meet  anticipated  client  demand.2808  Second,  the  magnitude  of  the  risk  attached  to  those  short 
positions  was  also  outsized.  As  indicated  earlier,  the  Mortgage  Department  typically  contributed 


2805  Subcommittee  interview  of  Daniel  Sparks  (10/3/2010). 

2806  Daniel  Sparks  response  to  Subcommittee  QFR  at  PSI-QFR_GS0452. 

2807  rpne  difficulties  associated  with  distinguishing  between  proprietary  trading  and  market  making  activities  are 
examined  in  a  recent  study  by  the  new  Financial  Stability  Oversight  Council  (FSOC),  an  intra-governmental  council 
established  by  the  Dodd-Frank  Act,  comprised  often  regulators  in  the  financial  services  sector,  and  charged  with 
identifying  risks  and  responding  to  emerging  threats  to  U.S.  financial  stability.  See  FSOC  FAQs, 
www.treasury.gov;  1/2011  "Study  &  Recommendations  on  Prohibitions  on  Proprietary  Trading  &  Certain 
Relationships  with  Hedge  Funds  &  Private  Equity  Funds"  (hereinafter  "FSOC  Study"),  at  22-44.  The  FSOC  Study 
observed:  "Absent  robust  rules  and  protections,  banking  entities  may  have  the  opportunity  to  migrate  existing 
proprietary  trading  activities  from  the  standalone  business  units  that  are  presently  recognized  as  'proprietary 
trading"  into  more  mainstream  'sales  and  trading'  or  other  operations  that  engage  in  permitted  activities."  Id.  See 
also  "Proprietary  Trading  Goes  Under  Cover:  Michael  Lewis,"  Bloomberg,  (10/27/2010)  (quoting  a  bank  trader 
who  reportedly  said  "from  here  on  out,  if  he  wants  to  take  a  proprietary  position  ...  he  will  argue  that  he  bought  the 
position  because  a  customer  wanted  to  sell  the  position,  and  he  was  providing  liquidity"). 

2808  jnese  t0tais  include  Goldman's  net  shorts  from  both  its  mortgage  trading  and  CDO  securitization  activities. 
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only  about  2%  of  Goldman's  total  net  revenues,  yet  in  2007,  it  was  allowed  to  continually  exceed 
its  permanent  Value-at-Risk  (VAR)  limit  and  incur  up  to  52%  of  firmwide  risk.  The 
Subcommittee  uncovered  no  evidence  to  suggest  that  Goldman  incurred  and  sustained  that 
disproportionately  high  level  of  risk  to  accommodate  client  demands  or  to  hedge  positions  taken 
on  to  accommodate  clients. 

A  third  factor  indicating  the  net  short  positions  were  proprietary  in  nature  was  how  long 
Goldman  held  onto  them.  For  example,  the  Mortgage  Department  maintained  a  $9  billion  ABX 
AAA  short  for  six  to  nine  months  in  2007.  While  that  short  was  initially  used  to  hedge  certain 
long  positions  held  by  various  Mortgage  Department  desks,  it  was  retained  even  after  those  long 
positions  were  sold  off  or  written  down.  Mr.  Sparks  later  described  the  ABX  AAA  short  as 
"disaster  insurance"  in  case  the  subprime  market  collapsed.2809  The  Subcommittee  found  no 
evidence  indicating  that  the  $9  billion  short  was  maintained  over  such  a  long  period  of  time  to 
accommodate  client  demand. 

A  fourth  factor  indicating  Goldman's  net  short  positions  were  proprietary  in  nature  was 
the  Mortgage  Department's  affirmative  effort  to  solicit  clients  to  buy  RMBS  and  CDO  assets  in 
its  inventory.2810  The  Subcommittee  saw  no  evidence  that  this  sales  activity  was  undertaken  to 
accommodate  client  demand;  to  the  contrary,  the  documents  show  that  the  Mortgage 
Department's  sales  efforts  took  place  amid  a  deteriorating  mortgage  market  and  waning  investor 
interest  in  mortgage  related  products.2811 

Still  another  indicator  that  the  Mortgage  Department's  net  shorts  were  proprietary  was 
that,  when  clients  expressed  interest  in  acquiring  certain  short  positions,  Goldman  at  times 
refused  to  accommodate  their  requests.  For  example,  in  June  2007,  when  Goldman  began 
building  its  second  large  net  short  position,  its  Mortgage  Department  refused  client  requests  to 
purchase  the  short  side  of  CDS  contracts  with  Goldman:  "Really  don't  want  to  offer  any  [shorts 
to  customers]"  and  "too  late!"2812  On  another  occasion  in  March  2007,  a  Goldman  employee 
told  Goldman's  Chief  Risk  Officer  Mr.  Broderick  that  the  Mortgage  Department  was  no  longer 
buying  subprime  assets:  "Just  fyi  not  for  the  memo,  my  understanding  is  that  desk  is  no  longer 


2809  Subcommittee  interview  of  Daniel  Sparks  (4/15/2010). 

2810  See,  e.g.,  documents  cited  in  Section  C(4)(b)  (sales  efforts  to  reduce  Goldman's  $6  billion  long  position)  and 
Section  C(5)(a)(iii)  (sales  efforts  to  reduce  Goldman-originated  RMBS  and  CDO  securities),  above. 

2811  See,  e.g.,  emails  noting  difficult  sales  environment.  1/31/2007  email  from  Mr.  Sparks  to  Mr.  Montag, 
"MTModel,"  Hearing  Exhibit  4/27-91  (making  "lemonade  out  of  some  big  old  lemons");  3/9/2007  email  from  Mr. 
Sparks  to  Mr.  Schwartz  and  others,  GS  MBS-E-010643213,  Hearing  Exhibit  4/27-76  ("team  is  working  incredibly 
hard  and  is  stretched");  3/27/2007  email  from  Mr.  Ostrem  to  Mr.  Bieber,  GS  MBS-E-000907935,  Hearing  Exhibit 
4/27-172  (congratulating  Mr.  Bieber  for  "an  excellent  job  pushing  to  closure  these  deals  in  a  period  of  extreme 
difficulty");  6/11/2007  email  from  Mr.  Montag,  GS  MBS-E-001866144  (after  a  sale  of  Timberwolf  securities, 
telling  the  sales  team  they  had  done  an  "incredible  job  -  just  incredible"). 

2812  6/10/2007  email  from  Michael  Swenson,  "CDS  on  CDOs,"  GS  MBS-E-012568089;  6/13/2007  email  from 
sales,  "CDO  protection,"  GS  MBS-E-012445931.  See  also  9/7/2007  Fixed  Income,  Currency  and  Commodities 
Annual  Individual  Review  Book,  Salem  2007  Self-Review,  GS-PSI-03157  at  71  (in  his  self-evaluation  Mr.  Salem 
wrote  that  his  desk  sold  short  positions  on  single  name  CDS  contracts  only  to  customers  that  could  provide  Goldman 
with  useful  information:  "We  were  very  aggressive  with  pricing  and  only  shared  risk  [short  positions]  with  smart 
guys  if  they  gave  us  insight  on  names  to  go  short  or  go  long  in  return."). 
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buying  subprime.  (We  are  low  balling  on  bids.)."2813  Refusing  client  requests  and  lowballing 
bids  to  avoid  purchases  indicate  that  the  Goldman  Mortgage  Department  was  not  acting  as  a 
market  maker  to  accommodate  client  demand. 

Perhaps  the  strongest  indicator  that  Goldman's  large  net  short  positions  were  proprietary 
investments  are  the  statements  made  by  Goldman's  own  executives  and  traders.  Goldman's  head 
ABX  trader,  Joshua  Birnbaum,  described  the  Department's  decisions  in  February  and  June  to 
build  and  profit  from  its  net  short  positions,  not  as  efforts  to  accommodate  anticipated  client 
demand,  but  as  investments  made  on  behalf  of  the  firm  to  produce  large  profits: 

"Whereas  execution  of  strategies  has  clearly  been  a  concerted  team  effort,  I  consider 
myself  the  initial  or  primary  driver  of  the  macro  trading  direction  for  the  business.  I 
would  highlight  3  major  calls  here: 

1.  Dec-Feb: ...  The  prevailing  opinion  within  the  department  was  that  we  should  just 
'get  close  to  home'  and  pare  down  our  long. ...  I  concluded  that  we  should  not  only  get 
flat,  but  VERY  short.  ...  [W]e  all  agreed  the  plan  made  sense.  ...  [W]e  implemented  the 
plan  by  hitting  on  almost  [every]  single  name  CDO  protection  buying  opportunity  in  a  2- 
month  period.  Much  of  the  plan  began  working  by  February  when  the  market  dropped  25 
points  and  our  profitable  year  was  underway. ... 

3.  Jun-Jul:  the  BSAM  [Bear  Stearns  Asset  Management  failure]  changed  everything.  I 
felt  that  this  mark-to-market  event  for  CDO  risk  would  begin  a  further  unraveling  in 
mortgage  credit.  Again,  when  the  prevailing  opinion  in  the  department  was  to  remain 
close  to  home,  I  pushed  everyone  on  the  desk  to  sell  risk  aggressively  and  quickly.  We 
sold  billions  of  index  and  single  name  risk  such  that  when  the  index  dropped  25pts  in 
July,  we  had  a  blow-out  p&l  [profit  &  loss]  month,  making  over  $lBln  that  month. ... 

We  made  money:  a)  taking  large  directional  views,  the  direction  of  which  we  changed 
several  times,  b) ...  betting  the  bad  names  would  get  much  worse  vs.  the  good  ones,  c) 
shorting  CDOs,  d)  capturing  the  index  to  single  name  basis  ...  among  other  things."2814 


2813  3/2/2007  email  exchange  between  Mr.  Broderick  and  Patrick  Welch,  GS  MBS-E-009986805,  Hearing  Exhibit 
4/27-63. 

2814  9/26/2007  EMD  Reviews,  Joshua  Birnbaum  Self-Review,  GS-PSI-01975,  Hearing  Exhibit  4/27-55c.  Mr. 
Birnbaum's  comments  indicate  that  Goldman's  proprietary  activities  extended  to  its  CDO  activities.  As  explained 
earlier,  while  Abacus  2007-AC1  was  undertaken  in  response  to  a  client  request,  Hudson  1  was  conceived  by  the 
Mortgage  Department  as  a  way  to  transfer  risk  associated  with  poorly  performing  ABX  assets  in  its  inventory. 
Goldman  supplied  100%  of  the  CDS  contracts  that  made  up  Hudson's  assets,  took  100%  of  the  short  side,  and 
profited  at  the  expense  of  the  Hudson  investors.  In  October  2006,  Mr.  Ostrem,  head  of  the  CDO  Origination  Desk, 
wrote  to  Mr.  Sparks  that  a  client  was  upset,  because  it  knew  "Hudson  Mezz  (GS  prop  deal)  is  pushing  their  deal 
back,"  clearly  identifying  Hudson  as  a  "prop"  or  proprietary  transaction.  10/16/2006  email  from  Mr.  Ostrem  to  Mr. 
Sparks,  GS  MBS-E  010916991,  Hearing  Exhibit  4/27-59.  See  also  2/25/2007  email  exchange  between  Peter  Ostrem 
and  Matthew  Bieber,  at  GS  MBS-E-001996601,  Hearing  Exhibit  4/27-95  (Mr.  Ostrem  proposed  allowing  a  hedge 
fund  to  include  assets  in  Anderson  and  then  short  them,  but  Mr.  Bieber  thought  Mr.  Sparks  would  want  to  "preserve 
that  ability  for  Goldman");  12/29/2006  email  from  Mr.  Birnbaum  to  Mr.  Lehman,  GS  MBS-E-011360438,  Hearing 
Exhibit  4/27-5  (when  discussing  certain  proposed  CDO  deals  that  would  generate  $1  to  $3  billion  in  short  positions 
and  reference  certain  RMBS  securities,  Mr.  Birnbaum  stated:  "On  baa3  [RMBS  securities  with  credit  ratings  of 


632 

In  a  later  presentation  put  together  to  propose  a  new  compensation  arrangement  for  the  SPG 
Trading  Desk's  trading  activities,  Mr.  Birnbaum  was  unequivocal  that  the  net  shorts  the  desk  had 
acquired  were  not  hedges  to  offset  risk,  but  "outright"  short  investments  to  produce  profits: 

"By  June,  all  retained  CDO  and  RMBS  positions  were  identified  already  hedged. ...  SPG 
trading  reinitiated  shorts  post  BSAM  [Bear  Stearns  Asset  Management]  unwind  on  an 
outright  basis  with  no  accompanying  CDO  or  RMBS  retained  position  longs.  In  other 
words,  the  shorts  were  not  a  hedge."2815 

In  his  2007  self-evaluation,  Michael  Swenson,  head  of  the  Mortgage  Department's  SPG 
Trading  Desk,  described  the  net  short  positions  undertaken  by  the  firm  in  this  way: 

"It  should  not  be  a  surprise  to  anyone  that  the  2007  year  is  the  one  that  I  am  most  proud 
of  to  date. ...  extraordinary  profits  (nearly  $3bb  [billion]  to  date).  ...  I  directed  the  ABS 
desk  to  enter  into  a  $1.8  bb  short  in  ABS  CDOs  that  has  realized  approx.  $1.0bb  of  p  &  1 
[profit  and  loss]  to  date.  . . .  [W]e  aggressively  capitalized  on  the  franchise  to  enter  into 
efficient  shorts  in  both  the  RMBS  and  CDO  space." 

Mr.  Swenson' s  description  of  the  net  short  position  he  "directed"  to  be  built  in  CDOs  and 
the  resulting  $1  billion  in  profit  makes  no  reference  to  client  demands.  Mr.  Salem,  a  trader  on 
the  ABS  Desk,  was  equally  clear  in  his  2007  self-evaluation  that  the  desk  made  a  deliberate  bet 
on  the  direction  of  the  mortgage  market:  "Mike,  Josh,  and  I  were  able  to  learn  from  our  bad  long 
position  at  the  end  of  2006  and  layout  the  game  plan  to  put  on  an  enormous  directional 
short."2816  Each  of  these  three  Mortgage  Department  employees  played  a  key  role  in  building 
the  firm's  net  short  positions.  Their  own  statements  indicate  that  they  perceived  acquiring  the 
2007  net  short  positions  to  be  for  the  benefit  of  the  firm,  and  not  to  build  an  inventory  of  assets 
to  respond  to  anticipated  client  demand. 

Other  internal  documents  also  portray  the  net  short  positions  as  decisions  made  by  the 
firm  to  advance  its  own  financial  interests.  In  an  internal  presentation  to  the  Goldman  Board  of 
Directors  regarding  the  "Subprime  Mortgage  Business,"  for  example,  the  Mortgage  Department 
wrote  that,  in  the  first  quarter  of  2007,  "GS  reverse[d]  long  market  position  through  purchase  of 
single  name  CDS  and  reductions  of  ABX."2817  In  September  2007,  the  Goldman  Board  of 
Directors  summarized  its  mortgage  business  this  way:  "Although  broader  weakness  in  the 
mortgage  markets  resulted  in  significant  losses  in  cash  position,  we  were  overall  net  short  the 

BBB-],  I'd  say  we  definitely  keep  it  for  ourselves.  On  baa2  [RMBS  securities  with  BB  ratings],  I'm  open  to  some 
sharing  to  the  extent  that  it  keeps  these  customers  engaged  with  us."). 

2815  20/3/2007  "SPG  Trading  -  2007,"  presentation  prepared  by  Joshua  Birnbaum  with  input  from  other  SPG 
employees,  but  which  was  not  ultimately  provided  to  senior  management,  GS  MBS-E-015654036,  at  44  [emphasis 
in  original].  Mr.  Birnbaum  reaffirmed  his  analysis  in  a  2010  written  response  to  Subcommittee  questions.   See  Mr. 
Birnbaum's  response  to  Subcommittee  QFR  at  PSI_QFR_GS0509. 

2816  9/7/2007  Fixed  Income,  Currency  and  Commodities  Annual  Individual  Review  Book,  Salem  2007  Self-Review, 
GS-PSI-03157,  at  71. 

2817  3/26/2007  Presentation  to  Goldman  Board  of  Directors,  "Subprime  Mortgage  Business,"  GS  MBS-E- 
005565527,  Hearing  Exhibit  4/27-22. 
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mortgage  market  and  thus  had  very  strong  results."2818  Talking  points  prepared  for  CFO  David 
Viniar  prior  to  a  March  2007  earnings  call  with  analysts  stated:  "The  Mortgage  business' 
revenues  were  primarily  driven  by  synthetic  short  positions."2819  In  an  October  2007  letter  sent 
to  the  SEC,  Goldman  wrote: 

"[W]e  are  active  traders  of  mortgage  securities  and  loans  and  ...  we  may  choose  to  take  a 
directional  view  of  the  market ....  For  example,  during  most  of  2007,  we  maintained  a  net 
short  sub-prime  position  and  therefore  stood  to  benefit  from  declining  prices  in  the 
mortgage  market."2820 

In  an  October  2007  internal  presentation  to  another  Goldman  unit,  Chief  Risk  Officer  Craig 
Broderick  wrote: 

"So  what  happened  to  us?  ...  In  market  risk  -  you  saw  in  our  2nd  and  3rd  qtr  results  that 
we  made  money  despite  our  inherently  long  cash  positions.  -  because  starting  early  in  '07 
our  mortgage  trading  desk  started  putting  on  big  short  positions  ...  and  did  so  in  enough 
quantity  that  we  were  net  short,  and  made  money  (substantial  $$  in  the  3rd  quarter)  as  the 
subprime  market  weakened."2821 

In  a  November  2007  email  to  his  colleagues,  Goldman  CEO  Lloyd  Blankfein  wrote:  "Of  course 
we  didn't  dodge  the  mortgage  mess.  We  lost  money,  then  made  more  than  we  lost  because  of 
shorts."2822  None  of  these  internal  documents  suggests  that  the  Mortgage  Department's  net  short 
transactions  were  undertaken  to  accommodate  existing  or  anticipated  client  trades. 

In  January  2011,  the  new  Financial  Stability  Oversight  Council  (FSOC)  issued  a  study 
that  focused,  in  part,  on  criteria  that  can  be  used  to  distinguish  between  proprietary  and  market 
making  activities.2823  Applying  those  recently  developed  criteria  to  the  Mortgage  Department's 
2007  activities  also  supports  viewing  that  activity  as  the  result  of  proprietary  rather  than  market 
making  activities.  For  example,  the  Mortgage  Department  was  building  its  net  shorts  with  the 
expectation  that  they  would  appreciate  in  value  rather  than  provide  assets  to  facilitate  customer 
transactions;  the  position  created  risks  out  of  proportion  to  those  necessary  to  accommodate 


2818  9/17/2007  Board  of  Directors  Meeting  Financial  Summary,  GS  MBS-E-009776907,  Hearing  Exhibit  4/27-42. 

2819  3/9/2007  email  from  Sheara  Fredman  to  David  Viniar  and  others,  GS  MBS-E-009762678,  Hearing  Exhibit 
4/27-16.  When  preparing  a  later  internal  presentation,  in  October  2007,  Dan  Sparks  was  even  more  blunt:  "The  desk 
benefitted  from  a  proprietary  short  position  in  CDO  and  RMBS  single  names."   10/5/2007  draft  of  "Business  Unit 
Townhall  Presentation,  Q3  2007,"  prepared  by  Mr.  Sparks,  Hearing  Exhibit  4/27-47.  Mr.  Sparks  removed  this 
phrase  from  the  final  version  of  the  presentation  and  told  the  Subcommittee  he  had  been  mistaken  to  include  it  in  the 
earlier  draft. 

2820  10/4/2007  letter  from  Goldman  to  the  SEC,  GS  MBS-E-009758287,  Hearing  Exhibit  4/27-46. 

2821  10/29/2007  presentation  by  Craig  Broderick  to  the  Tax  Department,  GS  MBS-E-010018512,  Hearing  Exhibit 
4/27-48.  See  also  10/5/2007  draft  presentation  by  Mr.  Sparks,  for  a  Business  Unit  Townhall  meeting,  GS  MBS-E- 
013703468,  Hearing  Exhibit  4/27-47  ("The  desk  benefited  from  a  proprietary  short  position  in  CDO  and  RMBS 
single  names."). 

2822  11/18/2007  email  from  Mr.  Blankfein,  "NYT,"  GS  MBS-E-009696333,  Hearing  Exhibit  4/27-52. 

2823  i^Oll  "Study  &  Recommendations  on  Prohibitions  on  Proprietary  Trading  &  Certain  Relationships  with 
Hedge  Funds  &  Private  Equity  Funds,"  at  22-44. 
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customer  demand;  the  Mortgage  Department  actively  and  aggressively  solicited  clients  to  build 
its  short  positions;  the  Mortgage  Department  accumulated  an  unpredictable  inventory  profile  in 
terms  of  volume  and  in  relation  to  customer  demand;  and  it  had  a  relatively  low  inventory 
turnover  with  the  bulk  of  the  profits  derived  from  inventory  appreciation  when  Goldman  covered 
its  shorts. 

Advocating  More  Proprietary  Trading.  One  last  set  of  documents  shines  additional 
light  on  the  role  of  proprietary  investments  in  the  Goldman  Mortgage  Department  in  2006  and 
2007.  As  indicated  earlier,  for  several  years,  Goldman's  Mortgage  Department  had  a  proprietary 
trading  desk,  Principal  Investments,  that  was  explicitly  and  exclusively  dedicated  to  engaging  in 
transactions  for  the  benefit  of  the  firm.  In  2005,  it  was  moved  to  the  SSG  unit.  Internal 
Goldman  documents  show  that  some  in  the  Mortgage  Department  wanted  to  revive  that  desk, 
increase  the  amount  of  proprietary  trading  in  the  mortgage  area,  or  claim  a  greater  share  of  the 
proprietary  profits  created  by  the  Mortgage  Department  for  the  firm. 

In  August  2006,  for  example,  the  CDO  Origination  Desk  proposed  that  Goldman 
establish  a  formal  proprietary  trading  fund  or  proprietary  trading  operation  within  the  Mortgage 
Department  to  conduct  mortgage  related  transactions  on  behalf  of  the  firm.  In  an  August  2006 
email,  Peter  Ostrem,  the  CDO  Origination  Desk  head,  made  the  proposal  to  Mr.  Sparks,  the 
Mortgage  Department  head: 

"Let's  do  our  own  fund.  SP  [Structured  Product]  CDO  desk.  Big  time.  GS  [Goldman 
Sachs]  commits  to  hold  proportion  of  equity  outright.  This  could  be  big. ...  I  need  real 
leverage.  Got  some  structured  ideas  too.  When  can  we  talk  strategy  for  an  hour  or 

so?"2824 

Mr.  Sparks  responded:  "Next  week.  In  the  meantime  calm  the  blank  down."2823  Later  the  same 
day,  he  later  wrote  to  Mr.  Ostrem:  "Not  going  to  happen."2826  When  asked  about  these  emails, 
Mr.  Sparks  told  the  Subcommittee  that  Goldman  decided  not  to  allow  the  Mortgage  Department 
to  set  up  its  own  hedge  fund  or  explicit  proprietary  trading  desk. 


2827 


In  March  2007,  after  a  series  of  large  trades  with  the  Harbinger  hedge  fund  on  the  ABS 
Desk,  Deeb  Salem,  an  ABS  trader,  emailed  Mr.  Birnbaum,  Mr.  Swenson,  and  Mr.  Chin  with  a 
proposal  for  a  proprietary  CDO: 

"Am  I  crazy  to  be  thinking  we  might  want  to  grow  the  harbinger  trade  and  do  our  own 
abs  desk  cdo.  There'll  be  so  much  juice  in  it.  It  would  blow  out.  We  could  sell 
supersenior  and  maybe  some  equity.  Then  the  remaining  mezz  would  be  a  cover  of  a 
couple  hundred  million  of  our  cdo  short.  Haven't  crunched  the  numbers,  but  I'm 


2824 
2825 
2826 
2827 


8/10/2007  email  from  Mr.  Ostrem  to  Mr.  Sparks,  "Leh  CDO  Fund,"  GS  MBS-E-010898470. 

Id. 

8/10/2007  email  from  Mr.  Sparks  to  Mr.  Ostrem,  "Leh  CDO  Fund,"  GS  MBS-E-010898476. 

Subcommittee  interview  of  Daniel  Sparks  (10/4/2010). 
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guessing  we'd  effectively  cover  well  north  of  1000  plus  own  some  call  rights.  Or  we  also 
keep  the  equity  and  own  it  for  free. 

To  select  the  portfolio,  we  look  at  the  underlying  rmbs  deals  in  our  cdo  shorts.  And 
replicate  that  as  best  as  possible."2828 

Mr.  Birnbaum  replied:  "I  like  it."2829  Mr.  Swenson  responded:  "Love  it  we  will  give  dan 
[Sparks]  a  heart  attack."2830  Two  months  later,  in  June  2007,  Mr.  Swenson  wrote  Mr.  Salem: 
"Talk  to  me  now  things  are  developing  -  dan  wants  you  to  be  the  epicenter  of  the  subprime 
universe  which  is  not  a  bad  position  to  be  in."2831  Mr.  Salem  replied: 

"That's  fine.  My  number  1  concern  is  that  it[']s  traded  by  the  right  people  be  [because] 
the  opportunity  is  huge.  It's  a  product  that  needs  to  be  traded  as  a  prop  product. ...  U 
need  to  be  in  charge  and  we  need  prop  minded  guys  involved."2832 

That  same  month,  however,  the  Bear  Stearns'  hedge  funds  collapsed  due  to  losses  from  their 
subprime  holdings.  In  July,  the  mass  ratings  downgrades  took  place,  and  the  RMBS  subprime 
market  began  to  shut  down  as  well.  The  Subcommittee  saw  no  evidence  that  the  proprietary 
CDO  proposed  by  Mr.  Salem  was  carried  out. 

In  July  2007,  Mr.  Birnbaum,  Goldman's  head  ABX  trader,  remarked  that  Goldman  was 
giving  John  Paulson,  the  head  of  the  Paulson  Partners  hedge  funds,  "a  run  for  his  money"  in 
shorting  the  mortgage  market,  and  claimed  Goldman  was  "No.  2"  behind  the  Paulson  hedge 
funds  in  profiting  from  a  massive  net  short  position.2833  In  October  2007,  Mr.  Birnbaum  drafted 
a  proposal  that  the  SPG  Trading  Desk  be  compensated  in  accordance  with  a  hedge  fund  model, 
rather  than  through  Goldman's  bonus  pool,  so  the  desk  could  obtain  a  portion  of  the  proprietary 
profits  it  was  generating.2834  He  discussed  the  proposal  with  other  Mortgage  Department 
personnel,  but  did  not  present  it  to  senior  management.2835  The  Mortgage  Department  personnel 
who  helped  build  the  net  shorts  nevertheless  received  substantial  compensation  for  their  2007 
efforts.2836 

Proprietary  trading  was  not  prohibited  by  law  in  2007,  and  Goldman  was  free  to  and  did 
engage  in  billions  of  dollars  in  mortgage  related  trades  for  its  own  account.  The  Goldman  case 


2828  3/3/2007  email  from  Mr.  Salem,  "Another  idea  .  .  .,"  GS  MBS-E-012511081. 

2829  Id. 

2830  1± 

2831  6/7/2007  email  from  Mr.  Swenson  to  Mr.  Salem,  "Fyi,"  GS  MBS-E-012444245. 

2832  Id. 

2833  7/12/2007  email  from  Mr.  Birnbaum,  GS  MBS-E-012944742,  Hearing  Exhibit  4/27-146  ("He's  definitely  the 
man  in  this  space,  up  2-3  bil  on  this  trade.  We  were  giving  him  a  run  for  his  money  for  a  while  but  now  are  a 
definitive  #2."). 

2834  See  slides  prepared  by  Mr.  Birnbaum,  "SPG  Trading  -  2007,"  GS  MBS-E-015654036  -50. 

2835  Mr.  Birnbaum  response  to  Subcommittee  QFR  at  PSI_QFR_GS0509. 

2836  Mr.  Birnbaum,  for  example,  received  $17  million  in  2007.   Subcommittee  interview  of  Joshua  Birnbaum 
(4/22/2010). 
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study  also  demonstrates  how  proprietary  trading,  when  undertaken  at  the  same  time  as  trading  on 
behalf  of  clients,  can  give  rise  to  conflicts  of  interest  between  the  bank's  financial  interests  and 
those  of  its  clients.  The  new  proprietary  trading  and  conflict  of  interest  restrictions  in  the  Dodd- 
Frank  Act  are  designed  to  address  and  reduce  these  conflicts. 

D.    Preventing  Investment  Bank  Abuses 

Developments  over  the  past  two  years  offer  a  number  of  ways  to  address  problems 
identified  in  the  Goldman  Sachs  and  Deutsche  Bank  case  studies.  The  success  of  those 
alternatives  will  depend  in  large  part  upon  how  they  are  implemented,  and  the  degree  to  which 
the  market  disruptions  caused  by  the  financial  crisis  convince  investment  banks  to  realign  their 
use  of  structured  finance  products,  curb  their  proprietary  trading,  and  respect  the  interests  of  their 
clients.  Success  will  also  depend  upon  sensible  implementation  of  the  measures  enacted  into  law 
by  the  Dodd-Frank  Wall  Street  Reform  and  Consumer  Protection  Act  (Dodd-Frank  Act). 

(1)       New  Developments 

The  Dodd-Frank  Act  contains  several  measures  that  affect  investment  banking  practices. 
Three  key  provisions  involve  proprietary  investments,  conflicts  of  interest,  and  a  new  study  of 
permitted  banking  activities. 

Proprietary  Trading  Restrictions.  Commercial  banks,  their  holding  companies,  and 
affiliates,  including  any  investment  banks,2837  are  prohibited  by  the  Dodd-Frank  Act  from 
engaging  in  proprietary  trading,  subject  to  certain  provisions  allowing  them  to  continue  to  serve 
clients  and  reduce  risks. 2838  The  proprietary  trading  ban  will  still  allow  banks,  for  example,  to 
continue  to  engage  in  transactions  as  market  makers  for  clients,  hedge  their  risks,  and  maintain 
very  limited  investments  in  private  funds  they  sponsor  or  manage  for  others 


2839 


The  proprietary  trading  provision  also  addresses  conflicts  of  interest  and  high  risk 
activities.  It  explicitly  bars  any  proprietary  trading  activity  that  "would  involve  or  result  in  a 
material  conflict  of  interest . . .  between  the  banking  entity  and  its  clients,  customers,  or 
counterparties,"  or  that  would  result  "in  a  material  exposure  by  the  banking  entity  to  high-risk 
assets  or  high-risk  trading  strategies."  2840  Those  express  limitations  are  intended  to  reduce  not 
only  the  risk  of  proprietary  trading  losses,  but  also  the  conflicts  of  interest  that  arise  when  a 
bank-affiliated  investment  bank  enters  into  an  activity  that  allows  it  to  profit  at  the  expense  of  its 
clients. 

Investment  banks  that  have  no  bank  affiliation  are  not  subject  to  the  law's  proprietary 
trading  prohibition.  If,  however,  an  investment  bank  is  designated  by  the  newly-created 


2837  Two  of  the  largest  U.S.  investment  banks,  Goldman  Sachs  and  Morgan  Stanley,  are  currently  structured  as  bank 
holding  companies  and  so  are  subject  to  the  ban  on  proprietary  trading. 

2838  Section  619  of  the  Dodd-Frank  Act  (creating  a  new  §  13(a)  in  the  Banking  Holding  Company  Act  of  1956). 

2839  Id.  at  §  13(d)(1). 

2840  Id.  at  §  13(d)(2). 
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Financial  Stability  Oversight  Council  as  a  systemically  critical  firm,  the  Dodd-Frank  Act  would 
subject  its  proprietary  trading  to  additional  capital  requirements  and  quantitative  limits.  Those 
restrictions  are  intended  to  ensure  large  investment  banks  have  sufficient  safeguards  in  place 
when  engaging  in  risky  proprietary  activities  to  prevent  them  from  damaging  the  U.S.  financial 
system  as  a  whole  or  necessitating  a  taxpayer  bailout  if  they  get  into  financial  trouble. 

Private  Fund  Restrictions.  To  ensure  that  the  proprietary  trading  restrictions  are 
effective,  the  Dodd-Frank  Act  prohibits  banks  and  their  affiliates,  including  any  investment 
banks,  from  bailing  out  any  private  fund  they  advise  or  sponsor,  including  an  affiliated  hedge 
fund  or  private  equity  fund. 2841    This  prohibition  would  apply,  for  example,  to  Deutsche  Bank 
and  its  affiliated  hedge  fund,  Winchester  Capital,  which  made  a  large  proprietary  investment  in 
mortgage  related  products. 2842  These  restrictions  would  not  apply  to  investment  banks  that  are 
not  affiliated  with  a  bank.  If,  however,  the  investment  bank  is  designated  as  a  systemically 
critical  firm,  it  would  become  subject  to  additional  capital  charges  to  account  for  the  risk  that  it 
may  end  up  bailing  out  a  private  fund.  The  private  fund  provision  also  addresses  the  issue  of 
eliminating  any  unfair  advantage  that  banks  may  have  from  being  able  to  rely  on  the  special 
privileges  of  being  a  bank  to  implicitly  guarantee  a  private  fund,  and  ensures  that  a  federally 
insured  bank  will  not  be  put  at  risk  if  an  affiliated  private  fund  suffers  losses.2843 

Conflict  of  Interest  Prohibitions.  In  2009,  one  well  known  investment  adviser 
described  the  link  between  proprietary  trading  and  conflicts  of  interest  as  follows: 

"Proprietary  trading  by  banks  has  become  by  degrees  over  recent  years  an  egregious 
conflict  of  interest  with  their  clients.  Most  if  not  all  banks  that  prop  trade  now  gather 
information  from  their  institutional  clients  and  exploit  it.  In  complete  contrast,  30  years 
ago,  Goldman  Sachs,  for  example,  would  never,  ever  have  traded  against  its  clients.  How 
quaint  that  scrupulousness  now  seems.  Indeed,  from,  say,  1935  to  1980,  any  banker  who 
suggested  such  behavior  would  have  been  fired  as  both  unprincipled  and  a  threat  to  the 

,  ,,2844 

partners  money. 

The  Dodd-Frank  Act  contains  two  conflict  of  interest  prohibitions  to  restore  the  ethical 
bar  against  investment  banks  and  other  financial  institutions  profiting  at  the  expense  of  their 
clients.  The  first  is  a  broad  prohibition  that  applies  in  any  circumstances  in  which  a  firm  trades 
for  its  own  account,  as  explained  above.2845  The  second,  in  Section  621,  imposes  a  specific, 
explicit  prohibition  on  any  firm  that  underwrites,  sponsors,  or  acts  as  a  placement  agent  for  an 
asset  backed  security,  including  a  synthetic  asset  backed  security,  from  engaging  in  a  transaction 
"that  would  involve  or  result  in  any  material  conflict  of  interest"  with  an  investor  in  that 


2841  Id.  at  §  13(d)(1)(G)  and  (I);  (d)(4);  and  (f). 

2842  Id.  See  section  discussing  Deutsche  Bank,  above. 

2843  Id.  See,  e.g.,  6/12/2010  Cambridge  Winter  Center  report,  "Test  Case  on  the  Charles,"  (explaining  how  State 
Street  Bank  bailed  out  the  funds  it  managed,  but  then  itself  needed  several  emergency  taxpayer-backed  programs). 

2844  «Lesson  ]\f0t  Learned:  On  Redesigning  Our  Current  Financial  System,"  GMO  Newsletter  Special  Topic,  at  2 
(10/2009),  available  at  http://www.scribd.com/doc/21682547/Jeremy-Grantham. 

2845  Section  621  of  the  Dodd-Frank  Act  (creating  a  new  §  27B(a)  in  the  Securities  Act  of  1933). 
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security.2846  Together,  these  two  prohibitions,  if  well  implemented,  will  protect  market 
participants  from  the  self-dealing  that  contributed  to  the  financial  crisis. 

Study  of  Banking  Activities.  Section  620  of  the  Dodd-Frank  Act  directs  banking 
regulators  to  review  what  types  of  banking  activities  are  currently  allowed  under  federal  and 
state  law,  submit  a  report  to  Congress  and  the  Financial  Stability  Oversight  Council  on  those 
activities,  and  offer  recommendations  to  restrict  activities  that  are  inappropriate  or  may  have  a 
negative  effect  on  the  safety  and  soundness  of  a  banking  entity  or  the  U.S.  financial  system.  This 
study  could  evaluate,  for  example,  the  use  of  complex  structured  finance  products  that  are 
difficult  to  understand,  have  little  or  no  track  record  on  performance,  and  encourage  investors  to 
bet  on  the  failure  rather  than  the  success  of  financial  instruments. 

Structured  Finance  Guidance.  In  connection  with  provisions  in  the  Dodd-Frank  Act 
related  to  approval  of  new  products  and  standards  of  business  conduct,2847  the  banking  agencies, 
SEC,  and  CFTC  may  update  and  strengthen  existing  guidance  on  new  structured  finance 
products.  In  2004,  after  the  collapse  of  the  Enron  Corporation,  the  banking  regulators  and  SEC 
proposed  joint  guidance  to  prevent  abusive  structured  finance  transactions. 2848  This  guidance, 
which  was  not  finalized  until  January  2007,  was  issued  in  a  much  weaker  form.2849  The  final 
guidance  eliminated,  for  example,  warnings  against  structured  finance  products  that  facilitate 
deceptive  accounting,  circumvention  of  regulatory  or  financial  reporting  requirements,  or  tax 
evasion,  as  well  as  detailed  guidance  on  the  roles  that  should  be  played  by  a  financial  institution's 
board  of  directors,  senior  management,  and  legal  counsel  in  approving  new  products  and  on  the 
documentation  they  should  assemble. 

(2)  Recommendations 

To  prevent  investment  bank  abuses  and  protect  the  U.S.  financial  system  from  future 
financial  crises,  this  Report  makes  the  following  recommendations. 

1.  Review  Structured  Finance  Transactions.  Federal  regulators  should  review  the 
RMBS,  CDO,  CDS,  and  ABX  activities  described  in  this  Report  to  identify  any 
violations  of  law  and  to  examine  ways  to  strengthen  existing  regulatory  prohibitions 
against  abusive  practices  involving  structured  finance  products. 

2.  Narrow  Proprietary  Trading  Exceptions.  To  ensure  a  meaningful  ban  on 
proprietary  trading  under  Section  619,  any  exceptions  to  that  ban,  such  as  for  market- 
making  or  risk-mitigating  hedging  activities,  should  be  strictly  limited  in  the 
implementing  regulations  to  activities  that  serve  clients  or  reduce  risk. 


2846 


Id.  at  §  621. 


2847  Section  717  and  Title  IX  of  the  Dodd-Frank  Act. 

2848  "interagenCy  Statement  on  Sound  Practices  Concerning  Complex  Structured  Finance  Activities,"  69  Fed.  Reg. 
97  (5/19/2004). 

2849  "interagenCy  Statement  on  Sound  Practices  Concerning  Elevated  Risk  Complex  Structured  Finance  Activities," 
72  Fed.  Reg.  7  (1/11/2007)  (issued  by  the  Office  of  the  Comptroller  of  the  Currency;  Office  of  Thrift  Supervision; 
Federal  Reserve  System;  Federal  Deposit  Insurance  Corporation;  and  Securities  and  Exchange  Commission). 
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3.  Design  Strong  Conflict  of  Interest  Prohibitions.  Regulators  implementing  the 
conflict  of  interest  prohibitions  in  Sections  619  and  621  should  consider  the  types  of 
conflicts  of  interest  in  the  Goldman  Sachs  case  study,  as  identified  in  Chapter  VI(C)(6) 
of  this  Report. 

4.  Study  Bank  Use  of  Structured  Finance.  Regulators  conducting  the  banking 
activities  study  under  Section  620  should  consider  the  role  of  federally  insured  banks 
in  designing,  marketing,  and  investing  in  structured  finance  products  with  risks  that 
cannot  be  reliably  measured  and  naked  credit  default  swaps  or  synthetic  financial 
instruments. 

#  #  # 


United  States  Senate 

PERMANENT  SUBCOMMITTEE  ON  INVESTIGATIONS 

Committee  on  Homeland  Security  and  Governmental  Affairs 


Carl  Levin,  Chairman 

Tom  Coburn,  Ranking  Minority  Member 


WALL  STREET  AND  THE  FINANCIAL  CRISIS: 
Anatomy  of  a  Financial  Collapse 

Majority  and  Minority  Staff  Report 


FOOTNOTE  EXHIBITS 


CHAPTER  III:  Case  Study  of  Washington  Mutual  Bank 

Footnote 

Page 

107 

Dochow_Darrel-00076154_001 

1 

108 

Business  Wire  re:  Washington  Mutual  (10/2/2000) 

5 

148 

JPM_WM05385579 

8 

154 

OTSWME04-0000005357 

25 

158 

JPM_WM06293964 

40 

197 

JPM_WM00665373 

45 

217 

JPM_WM02095572 

48 

218 

JPM_WM01407692 

52 

226 

JPM_WM04656627 

53 

275 

Finn_Michael-00005331 

60 

301 

JPM_WM00616783 

61 

303 

JPM_WM01311922 

63 

307 

JPM_WM03960778 

65 

311 

JPM_WM05382127 

69 

315 

JPM_WM03 190673 

71 

333 

JPM_WM03985880 

74 

372 

JPM_WM03246053 

78 

373 

JPM_WM04471136 

79 

374 

JPM_WM03277786 

81 

375 

JPM_WM03277758 

83 

376 

JPM_WM03077747 

84 

377 

JPM_WM03627448 

85 

378 

JPM_WM03077089 

87 

393 

JPM_WM01265462 

89 

422 

JPM_WM02656967 

92 

422 

JPM_WM02406624 

188 

424 

JPM_WM00652762 

190 

474 

JPM_WM02414318 

192 

477 

JPM_WM03117796 

199 

534 

JPM_WM00783315 

202 

572 

JPM_WM02446549 

211 

CHAPTER  IV:  Case  Study  of  the  Office  of  Thrift  Supervision 

625 

JPM_WM02548447 

213 

626 

Dochow_Darrel-00001364_001 

259 

01 


628 

OTSWMS08-015  0001216 

261 

632 

FDIC-PSI-01-000009 

632 

633 

Franklin_Benjamin_00035756_001  at  32 

264 

648 

OTSWME04-0000004883 

302 

649 

OTSWME04-0000004889 

308 

686 

JPM_WM01022322 

314 

691 

OTSWME06-039  0000214 

319 

694 

OTSWME06-039  0000205 

323 

700 

OTSWMEN-0000020983 

326 

703 

OTSWMEN-0000000274 

703 

704 

OTSWME07-067  0001082 

350 

707 

New  York  v.  First  American  Corporation 

353 

708 

OTSWMS07-011  0001294 

384 

710 

Reich_John-00040045_00 1 

385 

716 

Quigley_Lori-0023 163 1_00 1 

387 

719 

OTSWME04-0000029592 

390 

729 

OTSWMS06-007  0001020 

397 

776 

PSI-FDIC-10-0001 

399 

824 

JPM_WM04473292 

402 

855 

OTSWMEF-0000032053 

411 

868 

OTSWME07-075  0000780 

412 

884 

SEC  v.  Mozilo,  Case  No.  CV09-03994 

424 

947 

PSI-FDIC-13-000001 

477 

CHAPTER  V:  Case  Study  of  Moody's  &  Standard  &  Poor's 

962 

S&P  SEN-PSI  0001945 

482 

963 

DBSI_PSI_EMAIL01625848 

509 

975 

PSI-SEC  (Moodys  ExamReport)-14-0001 

519 

981 

SEC_OCIE_CRA  011212 

535 

981 

SEC_OCIE_CRA_011214 

544 

981 

SEC_OCIE_CRA_011217 

545 

982 

SEC_OCIE_CRA_011218 

546 

991 

S&P-PSI  0000028 

568 

991 

S&P-PSI  0000036 

575 

1003 

PSI-MOODYS-RFN-000044 

582 

1003 

PSI-MOODYS-RFN-000045 

583 

1004 

S&P-SEC  067708 

584 

1004 

S&P-SEC  067733 

585 

1004 

S&P-SEC  067740 

586 

1004 

S&P-SEC  067747 

587 

1011 

PSI-Paulson&Co-02-0001 

588 

1034 

PSI  Chart:  "Fact  Sheet  for  Three  Examples  of  Failed  AAA  Ratings" 

595 

1042 

PSI-S&P-RFN-000029 

596 

1046 

PSI-S&P-RFN-000038 

599 

1046 

PSI-S&P-RFN-000006 

605 

1046 

PSI-S&P-RFN-000003 

607 

1046 

PSI-MOODYS-RFN-000009 

611 

1046 

PSI-MOODYS-RFN-000001 

613 

1056 

PSI-MOODYS-RFN-000039 

615 

1080 

PSI-S&P-RFN-000024 

616 

1081 

PSI-MOODYS-RFN-000032 

621 

1083 

PSI-MOODYS-RFN-000031 

624 

02 


1084 

PSI-MOODYS-RFN-000013 

625 

1085 

PSI-S&P-RFN-000032 

630 

1087 

PSI-MOODYS-RFN-000019 

631 

1088 

PSI-S&P-RFN-000002 

633 

1088 

PSI-S&P-RFN-000008 

636 

1089 

PSI-MOODYS-RFN-000011 

640 

1113 

MIS-OCIE-RMBS-0419014 

642 

1119 

FDIC_WAMU_000003743 

654 

1122 

Moody's  Response  to  PSI  Questions  (2/24/2011) 

664 

1123 

PSI-MOODYS-RFN-000007 

666 

1125 

Moody's  Response  to  PSI  Questions  (2/17/2011) 

668 

1128 

S&P  Response  to  PSI  Questions  (2/10/2011) 

671 

1131 

PSI-Standard&Poor's-04-0001 

674 

1145 

PSI-SEC  (S&P  Exam  Report)-14-0001 

699 

1151 

MIS-OCIE-RMBS-0035460 

723 

1152 

PSI-S&P-RFN-000044 

724 

1159 

PSI-MOODYS-RFN-000029 

726 

1159 

MIS-OCIE-RMBS-0364942 

728 

1167 

PSI-S&P-RFN-000017 

733 

1171 

PSI-S&P-RFN-000021 

737 

1172 

PSI-S&P-RFN-000015 

740 

1175 

PSI-MOODYS-RFN-000040 

742 

1189 

PSI-S&P-RFN-000034 

746 

1190 

PSI-S&P-RFN-000012 

750 

1191 

PSI-S&P-RFN-000001 

753 

1193 

PSI-MOODYS-RFN-000022 

754 

1201 

S&P  SEN-PSI  0007442 

760 

1212 

PSI-MOODYS-RFN-000035 

765 

CHAPTER  VI:  Case  Study  of  Deutsche  Bank 

1238 

PSI  Chart:  "Goldman  Sachs  Expected  Profit  fromRMBS  Securitizations"  (Feb,  2011) 

769 

1258 

DB_PSI_C00000003 

770 

1262 

DBSI_01201843 

5883 

1264 

Moody's  2008  Global  CDO  Review  (3/3/2008) 

771 

1266 

DB_PSI_00237655 

785 

1266 

MTSS000011 

802 

1266 

DB_PSI_00133536 

805 

1267 

PSI-Deutsche_Bank-02-0005 

811 

1270 

DB_PSI_C00000001 

830 

1271 

DBSI_PSI_EMAIL01400135 

831 

1274 

DBSI_PSI_EMAIL00048683 

835 

1275 

DBSI_PSI_EMAIL01073270 

836 

1276 

DBSI_PSI_EMAIL01344930 

837 

1277 

DBSI_PSI_EMAIL01528941 

841 

1278 

PSI-Deutsche  Bank-32-0001 

844 

1278 

PSI-Deutsche  Bank-31-0004 

848 

1279 

DBSI_PSI_EMAIL01605465 

851 

1280 

DBSI_PSI_EMAIL01634802 

853 

1281 

DBSI_PSI_EMAIL02228884 

854 

1282 

DBSI_PSI_EMAIL01645016 

855 

1283 

DBSI_PSI_EMAIL01689001 

856 

1283 

DBSI_PSI_EMAIL02255361 

858 

03 


1284 

DBSI_PSI_EMAIL01774820 

861 

1285 

DBSI_PSI_EMAIL01866336 

863 

1274 

DBSI_PSI_EMAIL00966290 

864 

1286 

DBSI_PSI_EMAIL01882188 

864 

1287 

DBSI_PSI_EMAIL02033845 

865 

1289 

DBSI_PSI_EMAIL01282551 

866 

1290 

DBSI_PSI_EMAIL01628496 

867 

1293 

DBSI_PSI_EMAIL02041351 

868 

1293 

DBSI_PSI_EMAIL02584591 

871 

1301 

DBSI_PSI_EMAIL00502892 

875 

1307 

DBSI_PSI_EMAIL01618236 

913 

1308 

DBSI  PSI  EMAIL00054826 

920 

1309 

DBSI_PSI_EMAIL01969867 

921 

1314 

DBSI_PSI_EMAIL01988773 

925 

1316 

DBSI  PSI  EMAIL02383117 

998 

1325 

DBSI_PSI_EMAIL00686597 

1000 

1325 

DBSI_PSI_EMAIL01510643 

1005 

1326 

DBSI_PSI_EMAIL02333467 

1006 

1327 

DBSI_PSI_EMAIL03970167 

1008 

1331 

PAULSON  ABACUS  0234459 

1014 

1337 

DBSI_PSI_EMAIL02202920 

1018 

1339 

DBSI_PSI_EMAIL01867147 

1019 

1340 

DBSI_PSI_EMAIL02027053 

1022 

1341 

DBSI_PSI_EMAIL02006853 

1025 

1342 

DBSI_PSI_EMAIL04056326 

1027 

1343 

GEM7-00000427 

1038 

1345 

GEM7-00001687 

1428 

1347 

PSI-DeutscheBank-17-Gemstone7-0001 

1489 

1348 

DBSI_PSI_EMAIL01980000 

1492 

1351 

GEM7-00003568 

1553 

1351 

GEM7-00006900 

1554 

1352 

HBK's  counsel  letter  to  PSI  (8/20/2010) 

1555 

1353 

GEM7-00001831 

1561 

1357 

DB_PSI_00236844 

1564 

1358 

GEM7-00001089 

1591 

1359 

GEM7-00001223 

1633 

1371 

GEM7-00000001 

1642 

1373 

GEM7-00002154 

1652 

1373 

GEM7-00002805 

1653 

1375 

GEM7-00000071 

1656 

1376 

GEM7-00000090 

1675 

1379 

GEM7-00001977 

1685 

1380 

DBSI  PSI  EMAIL01886779 

1686 

1383 

HBK's  counsel  letter  to  PSI  (10/12/2010) 

1688 

1386 

DBSI_PSI_EMAIL01883072 

1691 

1386 

DBSI_PSI_EMAIL02022054 

1697 

1393 

PSI-M&T_Bank-02-0001 

1698 

1400 

DBSI  PSI  EMAIL01853153 

2068 

1401 

DBSI_PSI_EMAIL01864446 

2069 

1401 

DBSI  PSI  EMAIL01961580 

2071 

1402 

DBSI_PSI_EMAIL01854608 

2074 

1404 

DBSI  PSI  EMAIL01846000 

2075 

1409 

DBSI  PSI  EMAIL01205520 

2076 

04 


1409 

DBSI  PSI  EMAIL02532365 

2077 

1410 

DBSI_PSI_EMAIL02038599 

2081 

1414 

DBSI_PSI_EMAIL02412084 

2082 

1418 

DBSI  PSI  EMAIL01863636 

2083 

1419 

DBSI_PSI_EMAIL01910568 

2084 

1419 

DBSI  PSI  EMAIL01910590 

2085 

1422 

DBSI_PSI_EMAIL01075218 

2086 

1423 

DBSI  PSI  EMAIL01314036 

2087 

1425 

DBSI_PSI_EMAIL01831021 

2088 

1425 

DBSI_PSI_EMAIL01822045 

2089 

1426 

DB_PSI_01731794 

2090 

1427 

GEM7-00005480 

2091 

1428 

DBSI_PSI_EMAIL01374694 

2092 

1430 

DB  PSI  00346491 

2093 

1435 

MTSS000920 

2102 

1436 

MTSS000929 

2108 

1439 

DBSI  PSI00117568 

2111 

1440 

GEM7-00006353 

2130 

1441 

DBSI  PSI  EMAIL04045219 

2131 

1445 

DB  PSI  00421609 

2137 

1446 

GEM7-00002156 

2139 

1448 

DB  PSI  00845552 

2140 

1450 

DBSI  PSI  EMAIL02366193 

2141 

1452 

DBSI  PSI  EMAIL04045360 

2145 

1453 

DBSI  PSI  EMAIL04047421 

2147 

1454 

DBSI_PSI_EMAIL04049521 

2150 

1455 

DBSI  PSI  EMAIL04054492 

2151 

1455 

DBSI  PSI  EMAIL02008182 

2152 

1456 

DBSI  PSI  EMAIL02007608 

2154 

1458 

DBSI  PSI  EMAIL02007794 

2155 

1459 

DBSI_PSI_EMAIL04055827 

2156 

1462 

DB  PSI  00423053 

2165 

1464 

GEM7-00003101 

2174 

1465 

DB  PSI  00465462 

2175 

1466 

DB  PSI  00843917 

2176 

1468 

DB  PSI  00741750 

2180 

1469 

DB  PSI  00434692 

2183 

1470 

DB  PSI  00711486 

2188 

1471 

GEM7-00003084 

2193 

1475 

GEM7-00001958 

2194 

1476 

DBSI_PSI_EMAIL02392659 

2195 

1479 

DBSI  PSI  EMAIL02064810 

2198 

1479 

DB_PSI_00859611 

2201 

1481 

DBSI_PSI_EMAIL02377303 

2203 

1484 

GEM7-00001658 

2213 

1484 

GEM7-00001657 

2217 

1487 

DB_PSI_00000027 

2218 

1487 

DB_PSI_00711305 

2271 

1488 

Wachovia  counsel  email  to  PSI  (11/19  &  23/2010) 

2272 

1490 

Commerzbank  counsel  email  to  PSI  (12/7/2010) 

2276 

1496 

DBSI_PSI_EMAIL01603121 

2277 

1496 

DBSI_PSI_EMAIL01641089 

2286 

1508 

DBSI_PSI_EMAIL00574452 

2287 

05 


1509 

DBSI_PSI_EMAIL01895617 

2288 

CHAPTER  VI:  Case  Study  of  Goldman  Sachs 

1512 

PSI_QFR_GS0001-548  [Redacted] 

2291 

1515 

GS  MBS-E-015646485 

2792 

1531 

GS  MBS-E-007818849 

2793 

1533 

GS  MBS-E-004060914 

2794 

1539 

GS  MBS-E-010872812 

2795 

1541 

GS-PSI-00172 

2796 

1542 

GS  MBS  0000021129 

2889 

1542 

GS  MBS  0000004276 

2894 

1553 

GS  MBS-E-010917469 

2901 

1553 

GS  MBS-E-016165784 

2902 

1555 

GS  MBS-E-009756572 

2903 

1559 

GS  MBS-E-010621231 

2904 

1560 

GS  MBS-E-010023525 

2906 

1560 

GS  MBS-E-010135693 

2907 

1561 

GS-PSI-03157 

2930 

1564 

GS  MBS-E-001837256 

2943 

1566 

GS  MBS-E-009713204 

2946 

1571 

GS  MBS-E-019659221 

2950 

1572 

GS  MBS-E-001865782 

2951 

1573 

GS  MBS-E-001863618 

2955 

1574 

GS  MBS-E-019642797 

2959 

1575 

GS  MBS-E-010780864 

2960 

1576 

GS  MBS-E-010965211 

2963 

1576 

GS  MBS-E-010965212 

2964 

1576 

GS  MBS-E-010951926 

2986 

1584 

GS  MBS-E-021821196 

3004 

1585 

HUD-CDO-00005146 

3191 

1586 

HUD-CDO-00005147 

3192 

1588 

GS  MBS-E-005556331 

3194 

1588 

GS  MBS-E-002045021 

3196 

1589 

GS  MBS-E-001806010 

3202 

1590 

GS  MBS-E-000898037 

3209 

1593 

GS  MBS-E-019164806 

3211 

1594 

GS  MBS-E-001800634 

3213 

1597 

GS  MBS-E-012553986 

3216 

1601 

GS  MBS-E-001918722 

3218 

1601 

GS  MBS-E-016067482 

3269 

1605 

ACA  ABACUS  00004406 

3355 

1608 

GS  MBS-E-016209254 

3360 

1609 

GS  MBS-E-012683946 

3361 

1615 

GS  MBS-E-014038810 

3363 

1617 

GS  MBS-E-010879020 

3372 

1619 

GS-PSI-04064 

3374 

1619 

GS-PSI-04100 

3394 

1621 

GS  MBS-E-003813259 

3412 

1621 

GS  MBS-E-011187909 

3415 

1622 

GS  MBS-E-013492538 

3419 

1622 

GS  MBS-E-016087363 

3447 

1623 

GS  MBS-E-012395893 

3449 

06 


1623 

GS  MBS-E-010931324 

3450 

1625 

GS  MBS-E-002320968 

3452 

1625 

GS  MBS-E-006576068 

3467 

1627 

GS  MBS-E-010898470 

3476 

1629 

GS  MBS-E-016445770 

3478 

1637 

GS  MBS-E-001800707 

3480 

1637 

GS  MBS-E-002640538 

3482 

1637 

GS  MBS-E -001800683 

3484 

1637 

GS  MBS-E-010989710 

3485 

1646 

GS  MBS-E-009763506 

3486 

1646 

GS  MBS-E-009688192 

3488 

1650 

GS  MBS-E-010214409 

3492 

1650 

GS  MBS-E-012744553 

3496 

1650 

GS  MBS-E-012411673 

3500 

1650 

GS  MBS-E-012776557 

3505 

1656 

GS  MBS-E-010022328 

3511 

1657 

GS  MBS-E-002631719 

3528 

1658 

GS  MBS-E-010474983 

3531 

1661 

GS  MBS-E-010267341 

3536 

1661 

GS  MBS-E-011375519 

3538 

1661 

GS  MBS-E-019794071 

3540 

1663 

GS  MBS-E-021893369 

3541 

1663 

GS  MBS-E-012474685 

3544 

1666 

GS  MBS-E-010389296 

3547 

1666 

GS  MBS-E-010378492 

3548 

1679 

GS  MBS-E-009980807 

3549 

1683 

GS  MBS-E-016165580 

3551 

1685 

GS  MBS-E-010381411 

3552 

1688 

GS  MBS-E-009757841 

3553 

1688 

GS  MBS-E-017237596 

3554 

1689 

GS  MBS-E-010381967 

3555 

1693 

GS  MBS-E-011270138 

3556 

1694 

GS  MBS-E-010987763 

3558 

1695 

GS  MBS-E-002204942 

3559 

1697 

GS  MBS-E-017250218 

3561 

1699 

GS  MBS-E-018938493 

3562 

1699 

GS  MBS-E-018940734 

3564 

1699 

GS  MBS-E-012502371 

3566 

1699 

GS  MB S-E-0 19460848 

3567 

1699 

GS  MBS-E-010707216 

3569 

1699 

GS  MBS-E-012523933 

3570 

1699 

GS  MBS-E-012374026 

3571 

1699 

GS  MBS-E-009739009 

3573 

1702 

GS  MBS-E-010393092 

3574 

1705 

GS  MBS-E-009632839 

3575 

1707 

GS  MBS-E-010397102 

3576 

1709 

GS  MBS-E-012890599 

3578 

1716 

GS  MBS-E-010398072 

3586 

1719 

GS  MBS-E-012085546 

3587 

1721 

GS  MBS-E-002628642 

3589 

1730 

GS  MBS-E-011106690 

3590 

1732 

GS  MBS-E-002207710 

3591 

1738 

GS  MBS-E-004516519 

3615 

07 


1742 

GS  MBS-E-012443115 

3617 

1743 

GS  MBS-E-012561798 

3619 

1746 

GS  MBS-E-021887795 

3621 

1748 

GS  MBS-E-012570169 

3622 

1750 

GS  MBS-E-012891722 

3624 

1751 

GS  MBS-E-012443662 

3627 

1752 

GS  MBS  0000039096 

3628 

1753 

GS  MBS-E -012443675 

3637 

1754 

GS  MBS-E-011184213 

3639 

1755 

GS  MBS-E-012444252 

3642 

1759 

GS  MBS-E-012551726 

3643 

1760 

GS  MBS-E-012551460 

3644 

1762 

GS  MBS-E-012445931 

3646 

1763 

GS  MBS-E-018947548 

3647 

1764 

GS  MBS-E-012445404 

3650 

1765 

GS  MBS-E-012458169 

3651 

1770 

GS  MBS-E-001920339 

3652 

1770 

GS  MBS-E-003375593 

3653 

1770 

GS  MBS-E-010798675 

3654 

1770 

GS  MBS-E-009967117 

3655 

1770 

GS  MBS-E-001916435 

3657 

1770 

GS  MBS-E-001919600 

3660 

1770 

GS  MBS-E-009747489 

3662 

1771 

GS  MBS-E-010796702 

3666 

1773 

GS  MBS-E-012900708 

3667 

1775 

GS  MBS-E-010857498 

3669 

1778 

GS  MBS-E-010849103 

3672 

1779 

GS  MBS-E-021890868 

3673 

1780 

GS  MBS-E-021905440 

3674 

1781 

GS  MBS-E-015654036 

3675 

1781 

GS  MB S-E-0 15653681 

3690 

1781 

GS  MBS-E-015712249 

3691 

1783 

GS  MBS-E-011154528 

3692 

1787 

GS  MBS-E-010876357 

3693 

1792 

GS  MBS-E-001929202 

3695 

1793 

GS  MBS-E-010619375 

3699 

1798 

GS  MBS-E-011088957 

3701 

1799 

GS  MBS-E-009640293 

3703 

1801 

GS  MBS-E-010673306 

3704 

1802 

GS  MBS-E-010681855 

3705 

1803 

GS  MBS-E-010678428 

3707 

1805 

GS  MBS-E-010681647 

5878 

1807 

GS  MBS-E-010060183 

3713 

1812 

GS  MBS-E-009741145 

3716 

1814 

GS  MBS-E-009739836 

3717 

1815 

GS  MBS-E-010608145 

3718 

1817 

GS  MBS-E-010682736 

3719 

1818 

GS  MBS-E-012606879 

3720 

1820 

GS  MBS-E-009778573 

3721 

1821 

GS  MBS-E-009640287 

3722 

1824 

GS  MBS-E-012927140 

3725 

1825 

GS  MBS-E-011311633 

3727 

1827 

GS  MBS-E-012927200 

3729 

08 


1827 

GS  MBS-E-009993267 

3731 

1829 

GS  MBS-E-009775575 

3733 

1831 

GS  MBS-E-009779885 

3734 

1832 

GS  MBS-E-010678553 

3736 

1832 

GS  MBS-E-010619824 

3738 

1833 

GS  MBS-E-099775568 

3740 

1833 

GS  MBS-E-009756424 

3741 

1838 

GS  MBS-E -010621324 

3742 

1839 

GS  MBS-E-009643469 

3744 

1840 

GS  MBS-E-009589083 

3745 

1853 

GS  MB S-E-0 15863620 

3748 

1858 

GS  MBS-E-010386051 

3749 

1860 

GS  MBS-E-010674894 

3757 

1860 

GS  MBS-E-010674895 

3758 

1861 

GS  MBS-E-013693128 

3759 

1864 

GS  MBS-E-012929469 

3788 

1871 

GS  MBS-E-010630691 

3790 

1871 

GS  MBS-E-010690523 

3792 

1872 

GS  MBS-E-002211242 

3803 

1872 

GS  MBS-E-010646842 

3804 

1875 

GS  MBS-E-010671564 

3806 

1881 

GS  MBS-E-009592726 

3810 

1887 

GS  MBS-E-002202310 

3813 

1891 

GS  MBS-E-012927202 

3814 

1892 

GS  MBS-E-016344758 

3816 

1905 

GS  MBS-E-009778897 

3818 

1905 

GS  MBS-E-012868698 

3820 

1905 

GS  MBS-E-009708690 

3821 

1906 

GS  MBS-E-009742070 

3822 

1914 

GS  MBS-E-011247689 

3824 

1916 

GS  MBS-E-012927198 

3825 

1918 

GS  MBS-E-009716432 

3827 

1918 

GS  MBS-E-010374687 

3829 

1919 

GS  MBS-E-009763394 

3830 

1920 

GS  MBS-E-009724779 

3831 

1920 

GS  MBS-E-009762741 

3833 

1922 

GS  MBS-E-009720057 

3835 

1922 

GS  MBS-E-009764685 

3837 

1923 

GS  MBS-E-009762239 

3839 

1925 

GS  MBS-E-009757430 

3841 

1932 

GS  MBS-E-010680327 

3843 

1935 

GS  MBS-E-010623720 

3847 

1937 

GS  MBS-E-010388177 

3848 

1951 

GS  MBS-E-010679220 

3849 

1951 

GS  MBS-E-009740158 

3850 

1954 

GS  MBS-E-009716460 

3852 

1954 

GS  MBS-E-009714807 

3858 

1954 

GS  MBS-E-009708872 

3860 

1954 

GS  MBS-E-009717721 

3862 

1954 

GS  MBS-E-009724040 

3864 

1954 

GS  MBS-E-009707379 

3866 

1956 

GS  MBS-E-009926240 

3867 

1967 

GS  MBS-E-013668603 

3868 

09 


1979 

GS  MBS-E-009601759 

3880 

1990 

GS  MBS-E-009653853 

3881 

1990 

GS  MBS-E-009631348 

3883 

1995 

GS  MBS-E-012962076 

3885 

1998 

GS  MBS-E-009994305 

3887 

1998 

GS  MBS-E-013746511 

3892 

2009 

GS  MBS-E-010931233 

3893 

2010 

GS  MBS-E -009582963 

3895 

2013 

GS  MBS-E-002203268 

3897 

2015 

GS  MBS-E-019164799 

3899 

2017 

GS  MBS-E-002212223 

3901 

2019 

GS  MBS-E-002620292 

3902 

2019 

GS  MBS-E-003249991 

3904 

2020 

GS  MBS-E-002640951 

3906 

2020 

GS  MBS-E-009332408 

3909 

2020 

GS  MBS-E-009685430 

3910 

2022 

GS  MBS-E-010807091 

3911 

2022 

GS  MBS-E-010626401 

3913 

2029 

GS  MBS-E-009760380 

3915 

2031 

GS  MBS-E-013411815 

3916 

2037 

GS  MBS-E-002195434 

3917 

2039 

GS  MBS-E-010387242 

3919 

2040 

GS-MBS-E-002048050 

3920 

2041 

GS  MBS-E-002211055 

3924 

2041 

GS  MBS-E-002134411 

3925 

2044 

GS  MBS-E-004641002 

3927 

2044 

GS  MBS-E-002135667 

3929 

2047 

GS  MBS-E-002207114 

3930 

2049 

GS  MBS-E-009860358 

3931 

2053 

GS  MBS-E-019645932 

3934 

2054 

GS  MBS-E-002131857 

3935 

2056 

GS  MBS-E-002201064 

3943 

2056 

GS  MBS-E-002201055 

3944 

2064 

GS  MBS-E-003322028 

3948 

2069 

GS  MBS-E-009759477 

3952 

2072 

GS  MBS-E-001866889 

3953 

2073 

GS  MBS-E-010848985 

3954 

2079 

GS  MBS-E-021895601 

3955 

2084 

GS  MBS-E-010703744 

3957 

2085 

GS  MBS-E-019648100 

3958 

2088 

GS  MBS-E-010649734 

3960 

2090 

GS  MBS-E-001863651 

3961 

2090 

GS  MBS-E-010787603 

3981 

2090 

GS  MBS-E-010971156 

3982 

2095 

GS  MBS-E-012504595 

3983 

2095 

GS  MBS-E-001996121 

3985 

2095 

GS  MBS-E-011057632 

3986 

2095 

GS  MBS-E-001865723 

3988 

2097 

GS  MBS-E-010973174 

4007 

2098 

GS  MBS-E-010973175 

4008 

2098 

GS  MBS-E-010952331 

4026 

2099 

GS  MBS-E-019654926 

4044 

2101 

GS  MBS-E-018921924 

4046 

10 


2106 

GS  MBS-E-001934732 

4048 

2108 

GS  MBS-E-003305101 

4050 

2109 

GS  MBS-E-001863555 

4052 

2111 

GS  MBS-E-001934058 

4053 

2112 

GS  MBS-E-001914921 

4055 

2115 

GS  MBS-E-010803889 

4059 

2116 

GS  MBS-E-011212260 

4062 

2117 

GS  MBS-E -011136832 

4063 

2119 

GS  MB S-E-00 1920459 

4064 

2123 

GS  MBS-E-001927791 

4065 

2124 

GS  MBS-E-011310717 

4068 

2125 

GS  MBS-E-010619382 

4071 

2125 

GS  MBS-E-011090928 

4074 

2126 

GS  MBS-E-010684858 

4077 

2129 

GS  MBS-E-010685200 

4079 

2130 

GS-PSI-01310 

4081 

2133 

GS  MBS-E-002339552 

4090 

2133 

GS  MB S-E-00 1965860 

4092 

2133 

GS  MBS-E-003373736 

4094 

2136 

GS  MBS-E-013349723 

4096 

2136 

GS  MBS-E-010055302 

4098 

2136 

GS  MBS-E-009882064 

4100 

2146 

GS  MBS-E-011128623 

4104 

2147 

GS  MBS-E-010876595 

4105 

2148 

GS  MBS-E-010876565 

4108 

2149 

GS  MBS-E-010853931 

4111 

2150 

GS  MBS-E-009691545 

4113 

2152 

GS  MBS-E-010623779 

4115 

2163 

GS  MBS-E-010847490 

4117 

2164 

GS  MBS-E-011068490 

4119 

2165 

GS  MBS-E-001927891 

4121 

2167 

GS  MBS-E-001912408 

4123 

2169 

GS  MBS-E-013782989 

4126 

2173 

GS  MBS-E-002562148 

4127 

2185 

GS  MBS-E-012432706 

4128 

2186 

GS  MBS-E-001990255 

4129 

2188 

GS  MBS-E-016034495 

4132 

2190 

GS  MBS-E-001157934 

4134 

2199 

GS  MBS-E-002048050 

4136 

2202 

GS  MBS-E-001157942 

4141 

2207 

GS  MBS-E-013648130 

4146 

2215 

GS  MBS  0000004337 

4149 

2217 

GS  MBS-E-012685289 

4160 

2217 

GS  MBS  0000004472 

4161 

2218 

GS  MBS-E-010919930 

4163 

2220 

GS  MBS-E-009682590 

4164 

2221 

GS  MBS-E-009739145 

4166 

2221 

GS  MBS  0000004468 

4167 

2221 

GS  MBS-E-012681410 

4169 

2221 

GS  MBS-E-009615593 

4170 

2223 

GS  MBS-E-012328199 

4172 

2226 

GS  MBS-E-012328194 

4173 

2228 

GS  MBS-E-012328203 

4175 

11 


2231 

GS  MBS-E-018209595 

4176 

2235 

Moody's  "Struced  Finance  Rating  Methodology"  (March  23,  2007) 

4177 

2239 

GS  MBS-E-012432742 

4181 

2241 

GS  MBS-E-012685645 

4182 

2242 

GS  MBS-E-010913416 

4183 

2243 

GS  MBS-E-012684557 

4184 

2244 

GS  MBS-E-017502983 

4186 

2245 

GS  MBS-E -011402123 

4188 

2245 

GS  MBS-E-011403442 

4189 

2251 

GS  MBS-E-012328848 

4190 

2252 

GS  MBS-E-014042217 

4191 

2252 

GS  MBS-E-014042218 

4192 

2252 

GS  MBS-E-014042220 

4194 

2253 

GS  MBS-E-014367160 

4195 

2253 

GS  MBS-E-014367161 

4196 

2253 

GS  MBS-E-017504075 

4232 

2266 

GS  MBS-E-012689798 

4233 

2267 

GS  MBS-E-021822056 

4234 

2270 

GS  MBS-E-010916991 

4317 

2271 

GS  MBS  0000004474 

4318 

2271 

GS  MBS  0000004476 

4320 

2271 

GS  MBS  0000004478 

4322 

2271 

GS  MBS  0000004484 

4324 

2271 

GS  MBS-E-012695030 

4326 

2272 

GS  MBS-E-009757821 

4328 

2273 

GS  MBS-E-0000066413 

4329 

2274 

GS  MBS-E-0000054856 

4330 

2276 

GS  MBS-E-009557391 

4331 

2277 

GS  MBS-E-018321286 

4332 

2278 

GS  MBS-E-0000030518 

4333 

2289 

GS  MBS-E-006638833 

4335 

2291 

HUD-CDO-00005125 

4337 

2295 

GS  MBS-E-013475756 

4338 

2298 

GS  MBS-E-013870906 

4345 

2302 

GS  MBS-E-000904603 

4347 

2302 

GS  MBS-E-014335388 

4349 

2304 

GS  MBS-E-014605918 

4351 

2305 

GS  MBS-E-014597705 

4352 

2306 

GS  MBS-E-009471708 

4353 

2306 

GS  MBS-E-016473768 

4355 

2307 

GSC-CDO-FCIC-0029698 

4356 

2307 

GS  MBS-E-000905571 

4357 

2315 

GS  MBS-E-002201486 

4358 

2320 

GS  MBS-E-018936137 

4359 

2321 

GS  MBS-E-010383828 

4361 

2331 

GS  MBS-E-015550857 

4363 

2339 

GS  MBS-E-000855351 

4365 

2340 

GS  MBS-E-000892557 

4402 

2344 

GS  MBS-E-014419176 

4444 

2353 

GS  MBS-E-021880171 

4445 

2367 

GS  MBS-E-001927784 

4449 

2369 

GS-MBS-E-010989241 

4451 

2386 

GS  MBS-E-003361238 

4453 

12 


2393 

GS  MBS-E-001863725 

4457 

2399 

GS  MBS-E-001125549 

4458 

2403 

GS  MBS-E-012443166 

4460 

2403 

GS  MBS-E-012443167 

4461 

2406 

GS  MBS-E-001866482 

4463 

2406 

GS  MBS-E-022023387 

4472 

2406 

GS  MBS-E-010809241 

4473 

2406 

GS  MBS-E -010795808 

4482 

2409 

GS  MBS-E-001936955 

4485 

2410 

GS  MBS-E-001922156 

4487 

2412 

JUL  000685 

4489 

2413 

JUL  002027 

4493 

2415 

GS  MBS-E-002003102 

4497 

2417 

GS  MBS-E-001810225 

4505 

2417 

GS  MBS-E-001914580 

4509 

2418 

GS  MBS-E-001912398 

4511 

2419 

PSI-Basis_Capital_Group-03-0001 

4515 

2419 

GS  MBS-E-002002522 

4525 

2424 

GS  MBS-E-002006149 

4526 

2425 

GS  MBS-E-001918603 

4530 

2426 

PSI-Basis_Capital_Group-02-0001 

4533 

2430 

GS  MBS-E-001990127 

4537 

2433 

GS  MBS-E-001866391 

4552 

2436 

GS  MBS-E-010169281 

4575 

2438 

GS  MBS-E-013449641 

4575 

2439 

JUL  003958 

4584 

2442 

GS  MBS-E-001919861 

4587 

2445 

GS  MBS-E-010958182 

4588 

2452 

GS  MBS-E-010971809 

4589 

2453 

GS  MBS-E-001866144 

4590 

2458 

GS  MBS-E-010952698 

4591 

2459 

GS  MBS-E-012371112 

4592 

2462 

GS  MBS-E-001866752 

4595 

2464 

GS  MBS-E-003334218 

4596 

2464 

GS  MBS-E-001980637 

4598 

2465 

GS  MBS-E-011050254 

4601 

2466 

GS  MBS-E-004735378 

4602 

2467 

GS  MBS-E-011183045 

4604 

2468 

GS  MBS-E-001920215 

4607 

2469 

GS  MBS-E-001927858 

4608 

2472 

GS  MBS-E-013427046 

4609 

2473 

GS  MBS-E-001913775 

4610 

2474 

GS  MBS-E-010857643 

4611 

2474 

GS  MBS-E-010857644 

4612 

2483 

GS  MBS-E-002011152 

4615 

2485 

GS  MBS-E-009209654 

4617 

2490 

GS  MBS-E-002055378 

4619 

2496 

GS  MBS-E-003246145 

4730 

2497 

GS  MBS  0000022785 

4733 

2501 

PSI-Paulson-04  (Pellegrini  Depo)-0001 

4739 

2502 

GS  MBS-E-002534649 

4754 

2515 

PAULSON-ABACUS  0252736 

4754 

2503 

GS  MBS-E-002480516 

4756 

13 


2507 

GS  MBS-E-002526707 

4757 

2515 

PSI-Paulson-04  (Shu  Depo)-0001 

4758 

2515 

GS  MBS-E-002754054 

4782 

2517 

GS  MBS-E-007974381 

4783 

2519 

GS  MBS-E-003010587 

4785 

2522 

PSI  Chart:  "Abacus  2007-AC1  Reference  Portfolio" 

4788 

2522 

GS  MBS-E-002483408 

4790 

2522 

GS  MBS-E -002522389 

4792 

2522 

GS  MBS-E-002480574 

4795 

2522 

GS  MBS-E-002444359 

4798 

2522 

GS  MBS-E-002620419 

4801 

2522 

GS  MBS-E-003026086 

4803 

2522 

GS  MBS-E-002483499 

4804 

2522 

GS  MBS-E-002483496 

4805 

2522 

GS  MBS-E-003062009 

4807 

2522 

GS  MBS-E-002856966 

4809 

2522 

PAULSON-ABACUS  0253248 

4810 

2522 

GS  MBS-E-002444961 

4811 

2529 

GS  MBS-E-001918034 

4813 

2530 

GS  MBS-E-002683134 

5206 

2531 

GS  MBS-E-002648826 

5208 

2535 

ACA-ABACUS-0000121560 

5210 

2536 

ACA  ABACUS  00004171 

5217 

2537 

ACA-ABACUS-0000006327 

5221 

2540 

GS  MBS-E-003504901 

5222 

2548 

GS  MBS-E-002483446 

5224 

2548 

PAULSON-ABACUS  0250401 

5225 

2548 

GS  MBS-E-009516671 

5229 

2549 

ACA  ABACUS  00001593 

5230 

2551 

GS  MBS-E-003352815 

5234 

2551 

GS  MBS-E-002485172 

5236 

2551 

GS  MBS-E-002461503 

5238 

2552 

GS  MBS-E-002449178 

5240 

2562 

GS  MBS-E-014055117 

5242 

2566 

GS  MBS-E-013458155 

5244 

2571 

GS  MBS-E-015240358 

5253 

2574 

GS  MBS-E-001557869 

5254 

2578 

GS  MBS-E-014338525 

5259 

2583 

GS  MBS-E-015738973 

5262 

2590 

GS  MBS-E-021876334 

5267 

2591 

HUD-CDO-00006877 

5269 

2594 

GS  MBS-E-021876502 

5273 

2596 

GS  MBS-E-021878556 

5274 

2598 

GS  MBS-E-021876172 

5275 

2603 

GS  MBS-E-022164848 

5276 

2605 

HUD-CDO-00004851 

5278 

2606 

HUD-CDO-00004852 

5279 

2609 

HUD-CDO-00006894 

5280 

2609 

GS  MBS-E-021881029 

5296 

2612 

HUD-CDO-00004882 

5297 

2615 

HUD-CDO-00006881 

5298 

2616 

HUD-CDO-00004378 

5300 

2616 

GS  MBS-E-022012805 

5301 

14 


2617 

GS  MBS-E-021880596 

5302 

2618 

HUD-CDO-00003155 

5303 

2622 

GS  MBS-E-021825583 

5306 

2627 

GS  MBS-E-010808964 

5315 

2628 

GS  MBS-E-015192547 

5319 

2630 

GS  MBS-E-001912772 

5321 

2633 

GS  MBS-E-001866507 

5322 

2634 

GS  MBS-E-011178225 

5324 

2636 

GS  MBS-E -001989091 

5325 

2639 

GS  MBS-E-015232129 

5327 

2640 

GS  MBS-E-001867239 

5329 

2641 

GS  MBS-E-001992556 

5330 

2641 

GS  MBS-E-001930307 

5341 

2641 

GS  MB S-E-00 1930343 

5353 

2641 

GS  MBS-E-001930571 

5367 

2643 

GS  MBS-E-011273913 

5374 

2644 

GS  MBS-E-022138816 

5375 

2645 

GS  MBS-E-000765873 

5377 

2646 

GW  107909 

5382 

2653 

PSI  email  exchange  with  Goldman  counsel  (1/7/2011) 

5388 

2654 

GS  MBS-E-021881077 

5390 

2656 

GS  MBS-E-021881084 

5397 

2657 

Statement  submitted  to  PSI  by  Timothy  Saunders  (12/22/2010) 

5404 

2657 

Statement  submitted  to  PSI  by  Susan  Helfrick  (1/7/2011) 

5405 

2657 

Statement  submitted  to  PSI  by  Jordan  Horvath  (1/7/2011) 

5406 

2657 

Statement  submitted  to  PSI  by  David  Lehman  (1/26/2011) 

5407 

2659 

GS  MBS-E-000766414 

5408 

2661 

GS  MBS-E-000765854 

5415 

2663 

GS  MBS-E-000765316 

5424 

2664 

GS  MBS-E-000766338 

5425 

2664 

GS  MBS-E-013746516 

5426 

2665 

GS  MBS-E-022141026 

5428 

2666 

GS  MBS-E-015732147 

5430 

2667 

GW  108645 

5431 

2684 

GS  MBS  0000035799 

5432 

2706 

Transcript-Blankfein  on  CNBC  Power  Lunch  (5/7/2010) 

5455 

2724 

GS  MBS-E-021825371 

5460 

2724 

GS  MBS-E-000912574 

5672 

2793 

GS  MBS-E-013821884 

5830 

2800 

GS  MBS-E-016187625 

5831 

2802 

GS  MBS-E-013797964 

5833 

2812 

GS  MBS-E-012568089 

5835 

2826 

GS  MBS-E-010898476 

5837 

2828 

GSMBS-E-012511081 

5839 

2831 

GS  MBS-E-012444245 

5840 

Additional  Documents  Related  to  Deutsche  Bank 

5841 

Additional  Document  Related  to  Goldman  Sachs 

5877 

15 


BATES     LOCATOR 


Bates  Number  or  Document  Description 

Footnote 

Page 

ACA  ABACUS  00001593 

2549 

5230 

ACA  ABACUS  00004171 

2536 

5217 

ACA  ABACUS  00004406 

1605 

3355 

ACA-ABACUS-0000006327 

2537 

5221 

ACA-ABACUS-0000121560 

2535 

5210 

Business  Wire  re:  Washington  Mutual  (10/2/2000) 

108 

5 

Commerzbank  counsel  email  to  PSI  (12/7/2010) 

1490 

2276 

DB_PSI_00000027 

1487 

2218 

DB_PSI_00133536 

1266 

805 

DB_PSI_00236844 

1357 

1564 

DB_PSI_00237655 

1266 

785 

DB_PSI_00346491 

1430 

2093 

DB_PSI_00421609 

1445 

2137 

DB_PSI_00423053 

1462 

2165 

DB_PSI_00434692 

1469 

2183 

DB_PSI_00465462 

1465 

2175 

DB_PSI_00711305 

1487 

2271 

DB_PSI_00711486 

1470 

2188 

DB_PSI_00741750 

1468 

2180 

DB_PSI_00843917 

1466 

2176 

DB_PSI_00845552 

1448 

2140 

DB_PSI_00859611 

1479 

2201 

DB_PSI_01731794 

1426 

2090 

DB_PSI_C00000001 

1270 

830 

DB_PSI_C00000003 

1258 

770 

DBSL01201843 

1262 

5883 

DBSI_PSI_EMAIL00048683 

1274 

835 

DBSI_PSI_EMAIL00054826 

1308 

920 

DBSI_PSI_EMAIL00502892 

1301 

875 

DBSI_PSI_EMAIL00574452 

1508 

2287 

DBSI_PSI_EMAIL00686597 

1325 

1000 

DBSI_PSI_EMAIL00966290 

1274 

864 

DBSI_PSI_EMAIL01073270 

1275 

836 

DBSI_PSI_EMAIL01075218 

1422 

2086 

DBSI_PSI_EMAIL01205520 

1409 

2076 

DBSI_PSI_EMAIL01282551 

1289 

866 

DBSI_PSI_EMAIL01314036 

1423 

2087 

DBSI_PSI_EMAIL01344930 

1276 

837 

DBSI_PSI_EMAIL01374694 

1428 

2092 

DBSI_PSI_EMAIL01400135 

1271 

831 

DBSI_PSI_EMAIL01510643 

1325 

1005 

DBSI_PSI_EMAIL01528941 

1277 

841 

DBSI_PSI_EMAIL01603121 

1496 

2277 

DBSI_PSI_EMAIL01605465 

1279 

851 

DBSI_PSI_EMAIL01618236 

1307 

913 

DBSI_PSI_EMAIL01625848 

963 

509 

16 


DBSI_PSI_EMAIL01628496 

1290 

867 

DBSI_PSI_EMAIL01634802 

1280 

853 

DBSI_PSI_EMAIL01641089 

1496 

2286 

DBSI_PSI_EMAIL01645016 

1282 

855 

DBSI_PSI_EMAIL01689001 

1283 

856 

DBSI_PSI_EMAIL01774820 

1284 

861 

DBSI_PSI_EMAIL01822045 

1425 

2089 

DBSI_PSI_EMAIL01831021 

1425 

2088 

DBSI_PSI_EMAIL01846000 

1404 

2075 

DBSI_PSI_EMAIL01853153 

1400 

2068 

DBSI_PSI_EMAIL01854608 

1402 

2074 

DBSI_PSI_EMAIL01863636 

1418 

2083 

DBSI_PSI_EMAIL01864446 

1401 

2069 

DBSI_PSI_EMAIL01866336 

1285 

863 

DBSI_PSI_EMAIL01867147 

1339 

1019 

DBSI_PSI_EMAIL01882188 

1286 

864 

DBSI_PSI_EMAIL01883072 

1386 

1691 

DBSI_PSI_EMAIL01886779 

1380 

1686 

DBSI_PSI_EMAIL01895617 

1509 

2288 

DBSI_PSI_EMAIL01910568 

1419 

2084 

DBSI_PSI_EMAIL01910590 

1419 

2085 

DBSI_PSI_EMAIL01961580 

1401 

2071 

DBSI_PSI_EMAIL01969867 

1309 

921 

DBSI_PSI_EMAIL01980000 

1348 

1492 

DBSI_PSI_EMAIL01988773 

1314 

925 

DBSI_PSI_EMAIL02006853 

1341 

1025 

DBSI_PSI_EMAIL02007608 

1456 

2154 

DBSI_PSI_EMAIL02007794 

1458 

2155 

DBSI_PSI_EMAIL02008182 

1455 

2152 

DBSI_PSI_EMAIL02022054 

1386 

1697 

DBSI_PSI_EMAIL02027053 

1340 

1022 

DBSI_PSI_EMAIL02033845 

1287 

865 

DBSI_PSI_EMAIL02038599 

1410 

2081 

DBSI_PSI_EMAIL02041351 

1293 

868 

DBSI_PSI_EMAIL02064810 

1479 

2198 

DBSI_PSI_EMAIL02202920 

1337 

1018 

DBSI_PSI_EMAIL02228884 

1281 

854 

DBSI_PSI_EMAIL02255361 

1283 

858 

DBSI_PSI_EMAIL02333467 

1326 

1006 

DBSI_PSI_EMAIL02366193 

1450 

2141 

DBSI_PSI_EMAIL02377303 

1481 

2203 

DBSI_PSI_EMAIL02383117 

1316 

998 

DBSI_PSI_EMAIL02392659 

1476 

2195 

DBSI_PSI_EMAIL02412084 

1414 

2082 

DBSI_PSI_EMAIL02532365 

1409 

2077 

DBSI_PSI_EMAIL02584591 

1293 

871 

DBSI_PSI_EMAIL03970167 

1327 

1008 

DBSI_PSI_EMAIL04045219 

1441 

2131 

DBSI_PSI_EMAIL04045360 

1452 

2145 

DBSI_PSI_EMAIL04047421 

1453 

2147 

DBSI_PSI_EMAIL04049521 

1454 

2150 

DBSI_PSI_EMAIL04054492 

1455 

2151 

17 


DBSI_PSI_EMAIL04055827 

1459 

2156 

DBSI_PSI_EMAIL04056326 

1342 

1027 

DBSI_PSI00117568 

1439 

2111 

Dochow_Darrel-00001364_001 

626 

259 

Dochow_Darrel-00076154_001 

107 

1 

FDIC_WAMU_000003743 

1119 

654 

FDIC-PSI-01-000009 

632 

632 

Finn_Michael-00005331 

275 

60 

Franklin_Benjamin_00035756_001  at  32 

633 

264 

GEM7-00000001 

1371 

1642 

GEM7-00000071 

1375 

1656 

GEM7-00000090 

1376 

1675 

GEM7-00000427 

1343 

1038 

GEM7-00001089 

1358 

1591 

GEM7-00001223 

1359 

1633 

GEM7-00001657 

1484 

2217 

GEM7-00001658 

1484 

2213 

GEM7-00001687 

1345 

1428 

GEM7-00001831 

1353 

1561 

GEM7-00001958 

1475 

2194 

GEM7-00001977 

1379 

1685 

GEM7-00002154 

1373 

1652 

GEM7-00002156 

1446 

2139 

GEM7-00002805 

1373 

1653 

GEM7-00003084 

1471 

2193 

GEM7-00003101 

1464 

2174 

GEM7-00003568 

1351 

1553 

GEM7-00005480 

1427 

2091 

GEM7-00006353 

1440 

2130 

GEM7-00006900 

1351 

1554 

GS  MBS  0000004276 

1542 

2894 

GS  MBS  0000004337 

2215 

4149 

GS  MBS  0000004468 

2221 

4167 

GS  MBS  0000004472 

2217 

4161 

GS  MBS  0000004474 

2271 

4318 

GS  MBS  0000004476 

2271 

4320 

GS  MBS  0000004478 

2271 

4322 

GS  MBS  0000004484 

2271 

4324 

GS  MBS  0000021129 

1542 

2889 

GS  MBS  0000022785 

2497 

4733 

GS  MBS  0000035799 

2684 

5432 

GS  MBS  0000039096 

1752 

3628 

GS  MBS-E-0000030518 

2278 

4333 

GS  MBS-E-0000054856 

2274 

4330 

GS  MBS-E-0000066413 

2273 

4329 

GS  MBS-E-000765316 

2663 

5424 

GS  MBS-E-000765854 

2661 

5415 

GS  MBS-E-000765873 

2645 

5377 

GS  MBS-E-000766338 

2664 

5425 

GS  MBS-E-000766414 

2659 

5408 

GS  MBS-E-000855351 

2339 

4365 

GS  MBS-E-000892557 

2340 

4402 

GS  MBS-E-000898037 

1590 

3209 

GS  MBS-E-000904603 

2302 

4347 

GS  MBS-E-000905571 

2307 

4357 

GS  MBS-E-000912574 

2724 

5672 

GS  MBS-E-001125549 

2399 

4458 

GS  MBS-E-001 157934 

2190 

4134 

GS  MBS-E-001157942 

2202 

4141 

GS  MBS-E-001557869 

2574 

5254 

GS  MBS-E-001800634 

1594 

3213 

GS  MBS-E-001800683 

1637 

3484 

GS  MBS-E-001800707 

1637 

3480 

GS  MBS-E-001806010 

1589 

3202 

GS  MBS-E-001810225 

2417 

4505 

GS  MBS-E-001837256 

1564 

2943 

GS  MBS-E-001863555 

2109 

4052 

GS  MBS-E-001863618 

1573 

2955 

GS  MBS-E-001863651 

2090 

3961 

GS  MBS-E-001863725 

2393 

4457 

GS  MBS-E-001865723 

2095 

3988 

GS  MBS-E-001865782 

1572 

2951 

GS  MBS-E-001866144 

2453 

4590 

GS  MBS-E-001866391 

2433 

4552 

GS  MBS-E-001866482 

2406 

4463 

GS  MBS-E-001866507 

2633 

5322 

GS  MBS-E-001866752 

2462 

4595 

GS  MBS-E-001866889 

2072 

3953 

GS  MBS-E-001867239 

2640 

5329 

GS  MBS-E-001912398 

2418 

4511 

GS  MBS-E-001912408 

2167 

4123 

GS  MBS-E-001912772 

2630 

5321 

GS  MBS-E-001913775 

2473 

4610 

GS  MBS-E-001914580 

2417 

4509 

GS  MBS-E-001914921 

2112 

4055 

GS  MBS-E-001916435 

1770 

3657 

GS  MBS-E-001918034 

2529 

4813 

GS  MBS-E-001918603 

2425 

4530 

GS  MBS-E-001918722 

1601 

3218 

GS  MBS-E-001919600 

1770 

3660 

GS  MBS-E-001919861 

2442 

4587 

GS  MBS-E-001920215 

2468 

4607 

GS  MBS-E-001920339 

1770 

3652 

GS  MBS-E-001920459 

2119 

4064 

GS  MBS-E-001922156 

2410 

4487 

GS  MBS-E-001927784 

2367 

4449 

GS  MBS-E-001927791 

2123 

4065 

GS  MBS-E-001927858 

2469 

4608 

GS  MBS-E-001927891 

2165 

4121 

GS  MBS-E-001929202 

1792 

3695 

GS  MBS-E-001930307 

2641 

5341 

GS  MBS-E-001930343 

2641 

5353 

GS  MBS-E-001930571 

2641 

5367 

GS  MBS-E-001934058 

2111 

4053 

19 


GS  MBS-E-001934732 

2106 

4048 

GS  MBS-E-001936955 

2409 

4485 

GS  MBS-E-001965860 

2133 

4092 

GS  MBS-E-001980637 

2464 

4598 

GS  MBS-E-001989091 

2636 

5325 

GS  MBS-E-001990127 

2430 

4537 

GS  MBS-E-001990255 

2186 

4129 

GS  MBS-E-001992556 

2641 

5330 

GS  MBS-E-001996121 

2095 

3985 

GS  MBS-E-002002522 

2419 

4525 

GS  MBS-E-002003102 

2415 

4497 

GS  MBS-E-002006149 

2424 

4526 

GS  MBS-E-002011152 

2483 

4615 

GS  MBS-E-002045021 

1588 

3196 

GS  MBS-E-002048050 

2199 

4136 

GS  MBS-E-002055378 

2490 

4619 

GS  MBS-E-002131857 

2054 

3935 

GS  MBS-E-002134411 

2041 

3925 

GS  MBS-E-002 135667 

2044 

3929 

GS  MBS-E-002 195434 

2037 

3917 

GS  MBS-E-002201055 

2056 

3944 

GS  MBS-E-002201064 

2056 

3943 

GS  MBS-E-002201486 

2315 

4358 

GS  MBS-E-002202310 

1887 

3813 

GS  MBS-E-002203268 

2013 

3897 

GS  MBS-E-002204942 

1695 

3559 

GS  MBS-E-002207114 

2047 

3930 

GS  MBS-E-002207710 

1732 

3591 

GS  MBS-E-002211055 

2041 

3924 

GS  MBS-E-002211242 

1872 

3803 

GS  MBS-E-0022 12223 

2017 

3901 

GS  MBS-E-002320968 

1625 

3452 

GS  MBS-E-002339552 

2133 

4090 

GS  MBS-E-002444359 

2522 

4798 

GS  MBS-E-002444961 

2522 

4811 

GS  MBS-E-002449178 

2552 

5240 

GS  MBS-E-002461503 

2551 

5238 

GS  MBS-E-002480516 

2503 

4756 

GS  MBS-E-002480574 

2522 

4795 

GS  MBS-E-002483408 

2522 

4790 

GS  MBS-E-002483446 

2548 

5224 

GS  MBS-E-002483496 

2522 

4805 

GS  MBS-E-002483499 

2522 

4804 

GS  MBS-E-002485172 

2551 

5236 

GS  MBS-E-002522389 

2522 

4792 

GS  MBS-E-002526707 

2507 

4757 

GS  MBS-E-002534649 

2502 

4754 

GS  MBS-E-002562148 

2173 

4127 

GS  MBS-E-002620292 

2019 

3902 

GS  MBS-E-002620419 

2522 

4801 

GS  MBS-E-002628642 

1721 

3589 

GS  MBS-E-002631719 

1657 

3528 

20 


GS  MBS-E-002640538 

1637 

3482 

GS  MBS-E-002640951 

2020 

3906 

GS  MBS-E-002648826 

2531 

5208 

GS  MBS-E-002683134 

2530 

5206 

GS  MBS-E-002754054 

2515 

4782 

GS  MBS-E-002856966 

2522 

4809 

GS  MBS-E-003010587 

2519 

4785 

GS  MBS-E-003026086 

2522 

4803 

GS  MBS-E-003062009 

2522 

4807 

GS  MBS-E-003246145 

2496 

4730 

GS  MBS-E-003249991 

2019 

3904 

GS  MBS-E-003305101 

2108 

4050 

GS  MBS-E-003322028 

2064 

3948 

GS  MBS-E-003334218 

2464 

4596 

GS  MBS-E-003352815 

2551 

5234 

GS  MBS-E-003361238 

2386 

4453 

GS  MBS-E-003373736 

2133 

4094 

GS  MBS-E-003375593 

1770 

3653 

GS  MBS-E-003504901 

2540 

5222 

GS  MBS-E-003813259 

1621 

3412 

GS  MBS-E-004060914 

1533 

2794 

GS  MBS-E-004516519 

1738 

3615 

GS  MBS-E-004641002 

2044 

3927 

GS  MBS-E-004735378 

2466 

4602 

GS  MBS-E-005556331 

1588 

3194 

GS  MBS-E-006576068 

1625 

3467 

GS  MBS-E-006638833 

2289 

4335 

GS  MBS-E-007818849 

1531 

2793 

GS  MBS-E-007974381 

2517 

4783 

GS  MBS-E-009209654 

2485 

4617 

GS  MBS-E-009332408 

2020 

3909 

GS  MBS-E-009471708 

2306 

4353 

GS  MBS-E-009516671 

2548 

5229 

GS  MBS-E-009557391 

2276 

4331 

GS  MBS-E-009582963 

2010 

3895 

GS  MBS-E-009589083 

1840 

3745 

GS  MBS-E-009592726 

1881 

3810 

GS  MBS-E-009601759 

1979 

3880 

GS  MBS-E-009615593 

2221 

4170 

GS  MBS-E-009631348 

1990 

3883 

GS  MBS-E-009632839 

1705 

3575 

GS  MBS-E-009640287 

1821 

3722 

GS  MBS-E-009640293 

1799 

3703 

GS  MBS-E-009643469 

1839 

3744 

GS  MBS-E-009653853 

1990 

3881 

GS  MBS-E-009682590 

2220 

4164 

GS  MBS-E-009685430 

2020 

3910 

GS  MBS-E-009688192 

1646 

3488 

GS  MBS-E-009691545 

2150 

4113 

GS  MBS-E-009707379 

1954 

3866 

GS  MBS-E-009708690 

1905 

3821 

GS  MBS-E-009708872 

1954 

3860 

21 


GS  MBS-E-009713204 

1566 

2946 

GS  MBS-E-009714807 

1954 

3858 

GS  MBS-E-009716432 

1918 

3827 

GS  MBS-E-009716460 

1954 

3852 

GS  MBS-E-009717721 

1954 

3862 

GS  MBS-E-009720057 

1922 

3835 

GS  MBS-E-009724040 

1954 

3864 

GS  MBS-E-009724779 

1920 

3831 

GS  MBS-E-009739009 

1699 

3573 

GS  MBS-E-009739145 

2221 

4166 

GS  MBS-E-009739836 

1814 

3717 

GS  MBS-E-009740158 

1951 

3850 

GS  MBS-E-009741145 

1812 

3716 

GS  MBS-E-009742070 

1906 

3822 

GS  MBS-E-009747489 

1770 

3662 

GS  MBS-E-009756424 

1833 

3741 

GS  MBS-E-009756572 

1555 

2903 

GS  MBS-E-009757430 

1925 

3841 

GS  MBS-E-009757821 

2272 

4328 

GS  MBS-E-009757841 

1688 

3553 

GS  MBS-E-009759477 

2069 

3952 

GS  MBS-E-009760380 

2029 

3915 

GS  MBS-E-009762239 

1923 

3839 

GS  MBS-E-009762741 

1920 

3833 

GS  MBS-E-009763394 

1919 

3830 

GS  MBS-E-009763506 

1646 

3486 

GS  MBS-E-009764685 

1922 

3837 

GS  MBS-E-009775575 

1829 

3733 

GS  MBS-E-009778573 

1820 

3721 

GS  MBS-E-009778897 

1905 

3818 

GS  MBS-E-009779885 

1831 

3734 

GS  MBS-E-009860358 

2049 

3931 

GS  MBS-E-009882064 

2136 

4100 

GS  MBS-E-009926240 

1956 

3867 

GS  MBS-E-009967117 

1770 

3655 

GS  MBS-E-009980807 

1679 

3549 

GS  MBS-E-009993267 

1827 

3731 

GS  MBS-E-009994305 

1998 

3887 

GS  MBS-E-010022328 

1656 

3511 

GS  MBS-E-010023525 

1560 

2906 

GS  MBS-E-010055302 

2136 

4098 

GS  MBS-E-010060183 

1807 

3713 

GS  MBS-E-010135693 

1560 

2907 

GS  MBS-E-010169281 

2436 

4575 

GS  MBS-E-010214409 

1650 

3492 

GS  MBS-E-010267341 

1661 

3536 

GS  MBS-E-010374687 

1918 

3829 

GS  MBS-E-010378492 

1666 

3548 

GS  MBS-E-010381411 

1685 

3552 

GS  MBS-E-010381967 

1689 

3555 

GS  MBS-E-010383828 

2321 

4361 

GS  MBS-E-010386051 

1858 

3749 

22 


GS  MBS-E-010387242 

2039 

3919 

GS  MBS-E-010388177 

1937 

3848 

GS  MBS-E-010389296 

1666 

3547 

GS  MBS-E-010393092 

1702 

3574 

GS  MBS-E-010397102 

1707 

3576 

GS  MBS-E-010398072 

1716 

3586 

GS  MBS-E-010474983 

1658 

3531 

GS  MBS-E-010608145 

1815 

3718 

GS  MBS-E-010619375 

1793 

3699 

GS  MBS-E-010619382 

2125 

4071 

GS  MBS-E-010619824 

1832 

3738 

GS  MBS-E-010621231 

1559 

2904 

GS  MBS-E-010621324 

1838 

3742 

GS  MBS-E-010623720 

1935 

3847 

GS  MBS-E-010623779 

2152 

4115 

GS  MBS-E-010626401 

2022 

3913 

GS  MBS-E-010630691 

1871 

3790 

GS  MBS-E-010646842 

1872 

3804 

GS  MBS-E-010649734 

2088 

3960 

GS  MBS-E-010671564 

1875 

3806 

GS  MBS-E-010673306 

1801 

3704 

GS  MBS-E-010674894 

1860 

3757 

GS  MBS-E-010674895 

1860 

3758 

GS  MBS-E-010678428 

1803 

3707 

GS  MBS-E-010678553 

1832 

3736 

GS  MBS-E-010679220 

1951 

3849 

GS  MBS-E-010680327 

1932 

3843 

GS  MBS-E-010681647 

1805 

5878 

GS  MBS-E-010681855 

1802 

3705 

GS  MBS-E-010682736 

1817 

3719 

GS  MBS-E-010684858 

2126 

4077 

GS  MBS-E-010685200 

2129 

4079 

GS  MBS-E-010690523 

1871 

3792 

GS  MBS-E-010703744 

2084 

3957 

GS  MBS-E-010707216 

1699 

3569 

GS  MBS-E-010780864 

1575 

2960 

GS  MBS-E-010787603 

2090 

3981 

GS  MBS-E-010795808 

2406 

4482 

GS  MBS-E-010796702 

1771 

3666 

GS  MBS-E-010798675 

1770 

3654 

GS  MBS-E-010803889 

2115 

4059 

GS  MBS-E-010807091 

2022 

3911 

GS  MBS-E-010808964 

2627 

5315 

GS  MBS-E-010809241 

2406 

4473 

GS  MBS-E-010847490 

2163 

4117 

GS  MBS-E-010848985 

2073 

3954 

GS  MBS-E-010849103 

1778 

3672 

GS  MBS-E-010853931 

2149 

4111 

GS  MBS-E-010857498 

1775 

3669 

GS  MBS-E-010857643 

2474 

4611 

GS  MBS-E-010857644 

2474 

4612 

GS  MBS-E-010872812 

1539 

2795 

23 


GS  MBS-E-010876357 

1787 

3693 

GS  MBS-E-010876565 

2148 

4108 

GS  MBS-E-010876595 

2147 

4105 

GS  MBS-E-010879020 

1617 

3372 

GS  MBS-E-010898470 

1627 

3476 

GS  MBS-E-010898476 

2826 

5837 

GS  MBS-E-010913416 

2242 

4183 

GS  MBS-E-010916991 

2270 

4317 

GS  MBS-E-010917469 

1553 

2901 

GS  MBS-E-010919930 

2218 

4163 

GS  MBS-E-010931233 

2009 

3893 

GS  MBS-E-010931324 

1623 

3450 

GS  MBS-E-010951926 

1576 

2986 

GS  MBS-E-010952331 

2098 

4026 

GS  MBS-E-010952698 

2458 

4591 

GS  MBS-E-010958182 

2445 

4588 

GS  MBS-E-010965211 

1576 

2963 

GS  MBS-E-010965212 

1576 

2964 

GS  MBS-E-010971156 

2090 

3982 

GS  MBS-E-010971809 

2452 

4589 

GS  MBS-E-010973174 

2097 

4007 

GS  MBS-E-010973175 

2098 

4008 

GS  MBS-E-010987763 

1694 

3558 

GS  MBS-E-010989710 

1637 

3485 

GS  MBS-E-011050254 

2465 

4601 

GS  MBS-E-011057632 

2095 

3986 

GS  MBS-E-011068490 

2164 

4119 

GS  MBS-E-011088957 

1798 

3701 

GS  MBS-E-01 1090928 

2125 

4074 

GS  MBS-E-011106690 

1730 

3590 

GS  MBS-E-011128623 

2146 

4104 

GS  MBS-E-011136832 

2117 

4063 

GS  MBS-E-011154528 

1783 

3692 

GS  MBS-E-011178225 

2634 

5324 

GS  MBS-E-011183045 

2467 

4604 

GS  MBS-E-011184213 

1754 

3639 

GS  MBS-E-011187909 

1621 

3415 

GS  MBS-E-01 12 12260 

2116 

4062 

GS  MBS-E-011247689 

1914 

3824 

GS  MBS-E-011270138 

1693 

3556 

GS  MBS-E-011273913 

2643 

5374 

GS  MBS-E-011310717 

2124 

4068 

GS  MBS-E-011311633 

1825 

3727 

GS  MBS-E-011375519 

1661 

3538 

GS  MBS-E-011402123 

2245 

4188 

GS  MBS-E-011403442 

2245 

4189 

GS  MBS-E-012085546 

1719 

3587 

GS  MBS-E-012328194 

2226 

4173 

GS  MBS-E-012328199 

2223 

4172 

GS  MBS-E-012328203 

2228 

4175 

GS  MBS-E-012328848 

2251 

4190 

GS  MBS-E-012371112 

2459 

4592 

24 


GS  MBS-E-012374026 

1699 

3571 

GS  MBS-E-012395893 

1623 

3449 

GS  MBS-E-012411673 

1650 

3500 

GS  MBS-E-012432706 

2185 

4128 

GS  MBS-E-012432742 

2239 

4181 

GS  MBS-E-012443115 

1742 

3617 

GS  MBS-E-012443166 

2403 

4460 

GS  MBS-E-012443167 

2403 

4461 

GS  MBS-E-012443662 

1751 

3627 

GS  MBS-E-012443675 

1753 

3637 

GS  MBS-E-012444245 

2831 

5840 

GS  MBS-E-012444252 

1755 

3642 

GS  MBS-E-012445404 

1764 

3650 

GS  MBS-E-012445931 

1762 

3646 

GS  MBS-E-012458169 

1765 

3651 

GS  MBS-E-012474685 

1663 

3544 

GS  MBS-E-012502371 

1699 

3566 

GS  MBS-E-012504595 

2095 

3983 

GS  MBS-E-012511081 

2828 

5839 

GS  MBS-E-012523933 

1699 

3570 

GS  MBS-E-012551460 

1760 

3644 

GS  MBS-E-012551726 

1759 

3643 

GS  MBS-E-012553986 

1597 

3216 

GS  MBS-E-012561798 

1743 

3619 

GS  MBS-E-012568089 

2812 

5835 

GS  MBS-E-012570169 

1748 

3622 

GS  MBS-E-012606879 

1818 

3720 

GS  MBS-E-012681410 

2221 

4169 

GS  MBS-E-012683946 

1609 

3361 

GS  MBS-E-012684557 

2243 

4184 

GS  MBS-E-012685289 

2217 

4160 

GS  MBS-E-012685645 

2241 

4182 

GS  MBS-E-012689798 

2266 

4233 

GS  MBS-E-012695030 

2271 

4326 

GS  MBS-E-012744553 

1650 

3496 

GS  MBS-E-012776557 

1650 

3505 

GS  MBS-E-012868698 

1905 

3820 

GS  MBS-E-012890599 

1709 

3578 

GS  MBS-E-012891722 

1750 

3624 

GS  MBS-E-012900708 

1773 

3667 

GS  MBS-E-012927140 

1824 

3725 

GS  MBS-E-012927198 

1916 

3825 

GS  MBS-E-012927200 

1827 

3729 

GS  MBS-E-012927202 

1891 

3814 

GS  MBS-E-012929469 

1864 

3788 

GS  MBS-E-012962076 

1995 

3885 

GS  MBS-E-013349723 

2136 

4096 

GS  MBS-E-013411815 

2031 

3916 

GS  MBS-E-013427046 

2472 

4609 

GS  MBS-E-013449641 

2438 

4575 

GS  MBS-E-013458155 

2566 

5244 

GS  MBS-E-013475756 

2295 

4338 

25 


GS  MBS-E-013492538 

1622 

3419 

GS  MBS-E-013648130 

2207 

4146 

GS  MBS-E-013668603 

1967 

3868 

GS  MBS-E-013693128 

1861 

3759 

GS  MBS-E-013746511 

1998 

3892 

GS  MBS-E-013746516 

2664 

5426 

GS  MBS-E-013782989 

2169 

4126 

GS  MBS-E-013797964 

2802 

5833 

GS  MBS-E-013821884 

2793 

5830 

GS  MBS-E-013870906 

2298 

4345 

GS  MBS-E-014038810 

1615 

3363 

GS  MBS-E-014042217 

2252 

4191 

GS  MBS-E-014042218 

2252 

4192 

GS  MBS-E-014042220 

2252 

4194 

GS  MBS-E-014055117 

2562 

5242 

GS  MBS-E-014335388 

2302 

4349 

GS  MBS-E-014338525 

2578 

5259 

GS  MBS-E-014367160 

2253 

4195 

GS  MBS-E-014367161 

2253 

4196 

GS  MBS-E-014419176 

2344 

4444 

GS  MBS-E-014597705 

2305 

4352 

GS  MBS-E-014605918 

2304 

4351 

GS  MBS-E-015192547 

2628 

5319 

GS  MBS-E-015232129 

2639 

5327 

GS  MBS-E-015240358 

2571 

5253 

GS  MBS-E-015550857 

2331 

4363 

GS  MBS-E-015646485 

1515 

2782 
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OTS  Fact  Sheet  on  Washington  Mutual  Bank 
Institution  Profile 

■  Total  assets  as  of  June  30,  2008:  $307.02  billion 

■  Primary  executive  and  business  segment  headquarters  are  located  in  Seattle, 
Washington. 

■  Branches:  2,239  retail  branch  offices  operating  in  1 5  states 

■  4,932  owned  and  branded  ATMs 

■  Employees:  43,198  at  June  30,  2008 

Recent  Deposit  Flows 

■  Because  of  adverse  events  in  the  financial  markets,  material  outflows  began  on 
September  15,  2008.  Coupled  with  further  rating  agency  downgrades  of  Washington 
Mutual  Inc.  (WMI,  the  top-tier  holding  company)  and  Washington  Mutual  Bank 
(WMB  or  the  Bank),  the  Bank  experienced  a  net  deposit  loss  of  $16.7  billion  through 
September  24,  2008. 

Other  Financial  Details  (as  of  June  30, 2008) 

■  Total  deposits:  $188.3  billion 

■  Brokered  deposits:  $34.04  billion 

■  Total  borrowings:  $82.9  billion  primarily  comprising  Federal  Home  Loan  Bank 
advances  of  $58.4  billion  and  $7.8  billion  of  subordinated  debt 

■  Loans  held:  $1 18.9  billion  in  single-family  loans  held  for  investment  -  this  includes 
$52.9  billion  in  payment  option  ARMs  and  $16.05  billion  in  subprime  mortgage 
loans 

•     Home  Equity  Lines  of  Credit  (HELOCs):  $53.4  billion 

■  Credit  Card  Receivables:  $10.6  billion 
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Total  loan  servicing:  $689.7  billion  total  loans  serviced,  including  $442.7  billion  in 
loans  serviced  for  others  and  $26.3  billion  of  subprime  mortgage  loans 
Non-performing  assets:  $1 1.6  billion,  including  $3.23  billion  payment  option  ARMs 
and  $3.0  billion  subprime  mortgage  loans 


Institution  History 


WMI  is  the  top-tier  savings  and  loan  holding  company  and  owns  two  banking 
subsidiaries,  WMB  and  Washington  Mutual  Bank,  fsb  (WMBfsb),  as  well  as  nonbank 
subsidiaries. 

Since  the  early  1990s,  WMI  expanded  its  retail  banking  and  lending  operations 
organically  and  through  a  series  of  key  acquisitions  of  retail  banks  and  mortgage 
companies.  The  majority  of  growth  resulted  from  acquisitions  between  1996  and 
2002.  On  October  1,  2005,  the  Bank  entered  the  credit  card  lending  business  by 
acquiring  Providian  Financial  Corporation.  These  acquisitions  enabled  WMB  to 
expand  across  the  country,  build  its  customer  base,  and  become  the  largest  savings 
and  loan  association  in  the  country. 

The  Bank  had  four  business  segments:  the  Retail  Banking  Group,  the  Card  Services 
Group,  the  Commercial  Group  and  the  Home  Loans  Group.  WMB  is  a  leading 
originator  and  servicer  of  both  single-  and  multi-family  mortgages  and  a  major  issuer 
of  credit  cards. 


Recent  Events 


Changes  in  Business  Strategy  -  Beginning  in  late  2006  through  today,  WMB  was 
proactively  changing  its  business  strategy  to  respond  to  declining  housing  and 
market  conditions.  Changes  included  tightening  credit  standards,  eliminating 
purchasing  and  originating  subprime  mortgage  loans,  and  discontinuing  underwriting 
option  ARM  and  stated  income  loans.  Management  reduced  loans  originated  for  sale 
and  transferred  held  for  sale  loans  to  the  held  for  investment  portfolio.  WMB  was 
focusing  on  shrinking  its  balance  sheet  and  developing  a  retail  strategy  through  its 
branch  operations. 

Reduction  of  Overhead  Expenses  -  In  December  2007,  WMB  announced  the 
resizing  of  its  Home  Loans  business  including  the  elimination  of  approximately 
2,600  employee  positions,  closure  of  approximately  190  home  loan  centers  and  sales 
offices,  and  closure  of  nine  loan  processing  and  call  centers. 

Maintaining  Capital  -  In  late  2006  and  2007,  WMB  began  to  build  its  capital  level 
through  asset  shrinkage  and  the  sale  of  lower-yielding  assets.  In  April  2008,  WMI 
received  $7.0  billion  of  new  capital  from  the  issuance  of  common  stock.  Since 
December  2007,  WMI  infused  $6.5  billion  into  WMB.  WMB  met  the  well- 
capitalized  standards  through  the  date  of  receivership. 
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Operating  Losses  -  WMB  recorded  a  net  loss  of  $6. 1  billion  for  the  three  quarters 
ended  June  30,  2008.  In  the  second  quarter  of  2008,  WMB  management  disclosed 
that  the  Bank's  credit  quality  had  deteriorated  and  it  might  incur  up  to  $19  billion  in 
losses  on  its  single-family  residential  mortgage  portfolio.  WMB  increased  its  loan 
loss  provisioning  in  response  to  the  deteriorating  housing  market.  Loan  loss 
provisions  increased  from  $1.6  billion  in  the  fourth  quarter  of  2007,  to  $3.6  billion  in 
the  first  quarter  of  2008  and  $6.0  billion  in  the  second  quarter  of  2008. 

Deposit  Outflows  -  Since  July  2008,  the  pressure  on  WMB  increased  market 
conditions  continued  to  worsen.  Significant  deposit  outflows  began  on  September 
15,  2008.  During  the  next  eight  business  days,  WMB  deposit  outflows  totaled  $16.7 
billion,  shortening  the  time  available  to  augment  capital,  improve  liquidity,  or  find  an 
equity  partner.  Given  the  Bank's  limited  sources  of  funds  and  significant  deposit 
outflows,  it  was  highly  likely  to  be  unable  to  pay  its  obligations  and  meet  its 
operating  liquidity  needs. 

Receivership  -  With  insufficient  liquidity  to  meet  its  obligations,  WMB  was  in  an 
unsafe  and  unsound  condition  to  transact  business.  OTS  placed  WMB  into 
receivership  on  September  25,  2008.  WMB  was  acquired  today  by  JPMorgan  Chase. 
The  change  will  have  no  impact  on  the  bank's  depositors  or  other  customers. 
Business  will  proceed  uninterrupted  and  bank  branches  will  open  on  Friday  morning 
as  usual. 


OTS  Enforcement  Actions 

■  October  1 7,  2007  -  Issued  a  Cease  and  Desist  Order  related  to  deficiencies  in  Bank 
Secrecy  Act/ Anti-Money  Laundering  (BSA/AML)  programs 

■  October  17,  2007  -  Assessed  Civil  Money  Penalties  (CMPs)  related  to  violation  of 
flood  insurance  regulations 

■  November  14,  2007  -  Initiated  a  formal  examination  of  the  appraisal  process  to 
assess  the  validity  of  a  complaint  filed  by  the  New  York  Attorney  General's 
(NY AG)  Office 

■  February  27,  2008  -  Issued  overall  composite  ratings  downgrade  and  received  a 
Board  resolution  in  response  to  the  supervisory  action 

■  June  30,  2008  -  Issued  Memorandums  of  Understanding  to  WMI  and  WMB 

■  September  19,  2008  -  Issued  overall  composite  ratings  downgrade 
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OTS  Profile 

Established -1989 

Thrift  institutions  supervised  as  of  June  30,  2008  -  829 

Thrift  industry  assets  supervised  as  of  June  30,  2008  -  $1.51  trillion 

OTS  employees  - 1,055 

Washington  Mutual  Bank  assessment  revenue  -  12.2  percent  of  2008  OTS  budget 
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Washington  Mutual  to  Acquire  PNC's 
Residential  Mortgage  Business 

Business  Wire,  Oct  2,  2000 

Business  Editors 

SEATTLE--(BUSINESS  WIRE)--Oct.  2,  2000 

Transaction  to  Make  Washington  Mutual  Nation's  Third  Largest 

Mortgage  Originator  and  Fourth-Largest  Servicer  of  Home  Mortgages 

In  a  major  step  that  expands  its  home  loan  origination  and  servicing  business  nationally, 
Washington  Mutual  (NYSE:WM)  today  announced  the  signing  of  a  definitive  agreement  to 
acquire  the  residential  mortgage  business  of  the  PNC  Financial  Services  Group  for 
approximately  $605  million  in  cash  subject  to  customary  closing  adjustments.  The 
acquisition  further  diversifies  Washington  Mutual's  mortgage  operation  geographically  and 
enhances  the  company's  already  strong  position  in  the  home  loan  business,  making  it  the 
country's  third-largest  mortgage  originator  and  fourth-largest  servicer  of  residential 
mortgages,  based  on  data  for  the  first  half  of  2000. 

Under  the  terms  of  the  agreement,  Washington  Mutual  will  pay  a  premium  of  $212  million 
over  the  agreed-upon  fair-market  value  of  PNC's  equity,  which  was  $393  million  at  June  30, 
2000.  The  purchase  price  represents  a  multiple  of  approximately  9-4  times  the  adjusted  net 
income  for  the  PNC  Financial  Services  Group's  residential  mortgage  business  for  the  12 
months  ending  June  30,  2000.  The  mortgage  servicing  rights  being  acquired  are  valued  at 
2.27  percent  of  the  $85  billion  mortgage  servicing  portfolio  of  PNC. 

As  a  result  of  the  transaction,  which  will  be  accounted  for  as  a  purchase,  Washington  Mutual 
expects  to  record  total  intangible  assets  or  "goodwill"  of  $249  million,  which  includes  $37 
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million  of  acquisition-related  expenses.  The  vast  majority  of  this  goodwill  is  tax  deductible. 
The  acquisition  is  expected  to  be  accretive  to  both  cash  and  reported  earnings  per  share  by 
2002. 

With  the  completion  of  this  transaction  -  -  and  the  recently  announced  agreement  to  acquire 
Bank  United  of  Texas  -  -  Washington  Mutual  would  manage  a  mortgage  servicing  portfolio 
of  approximately  $291  billion,  based  on  June  30,  2000  data.  In  addition,  PNC's  significant 
fixed-rate  origination  capacity  will  complement  Washington  Mutual's  adjustable-rate 
mortgage  focus.  Over  the  past  three  years,  PNC's  mortgage  originations  have  averaged  $20.0 
billion.  Washington  Mutual  generated  mortgage  originations  totaling  $39.4  billion  for  the  12 
months  ended  June  30,  2000. 

"In  one  move,  we  have  greatly  accelerated  Washington  Mutual's  progress  in  achieving  one  of 
its  key  business  initiatives:  combining  the  strengths  of  a  portfolio  lender  and  mortgage 
banker  to  enhance  our  capacity  to  originate  loans  throughout  the  entire  interest-rate  cycle 
and  to  do  so  through  a  broad  national  footprint,"  said  Kerry  Killinger,  Washington  Mutual's 
chairman,  president  and  CEO. 

"PNC  Mortgage  is  a  terrific  match  for  our  company  in  a  business  that  will  increasingly 
require  just  this  sort  of  scale,  breadth  and  flexibility  to  deliver  shareholder  value  in  the 
future." 

The  transaction  will  not  only  complement  Washington  Mutual's  already  substantial 
penetration  in  its  key  markets  in  the  West,  but  will  offer  Washington  Mutual  significantly 
broader  distribution  in  highly  attractive  Midwestern  and  Northeastern  markets.  Based  on 
originations  for  the  first  half  of  2000,  the  combined  entity  would  hold  the  No.  1  mortgage- 
market-share  position  in  the  states  of  California,  Connecticut,  Illinois,  Massachusetts, 
Oregon,  Pennsylvania  and  Washington.  The  combined  entity  would  also  possess  a  top-five- 
market-share  position  in  the  nation's  five  largest  mortgage  origination  states:  California, 
Florida,  Illinois,  New  York  and  Texas. 

PNC  announced  its  plans  to  explore  a  potential  sale  of  its  residential  mortgage  business  in 
July,  citing  the  significant  capital  investment  that  would  be  needed  to  meet  the  accelerating 
scale  requirements  of  the  business. 

"Washington  Mutual  provides  the  scale  that  will  be  required  to  compete  effectively  in  the 
mortgage  business  of  the  future,"  said  James  E.  Rohr,  president  and  chief  executive  officer 
of  The  PNC  Financial  Services  Group.  "We  will  continue  to  deliver  a  full  line  of  residential 
mortgage  products  to  PNC's  customers  through  an  agreement  with  Washington  Mutual,  and 
are  committed  to  working  with  them  to  maintain  the  high  level  of  service  that  PNC's 
customers  expect  from  us." 

Killinger  added  that  PNC's  fixed-rate  origination  capacity  should  enhance  Washington 
Mutual's  ability  to  generate  additional  fee  income  from  gain-on-sale  and  loan  servicing 
activities.  In  addition,  the  transaction  adds  a  mature  correspondent  business  that 
complements  Washington  Mutual's  retail  and  wholesale  brokerage  distribution  channels.  It 
also  further  broadens  Washington  Mutual's  capabilities  with  the  addition  of  a  private 
mortgage  conduit  business  that  includes  a  master-servicing  portfolio  of  approximately  $36 
billion. 

(c 
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"PNC  Mortgage  not  only  enhances  our  competitive  position  in  the  marketplace,  it  enables  us 
to  build  upon  an  already  strong  foundation  of  scale,  efficiency  and  premier  service," 
Killinger  concluded. 

Washington  Mutual  said  that  it  plans  to  undertake  a  comprehensive  review  of  the  combined 
operations  to  determine  the  optimal  combination  of  sales,  service  and  administrative 
resources,  with  resulting  cost  synergies  ranging  from  $60-65  million. 


Advanced  Search  *Find  Articles 


in  I  free  and  premium  articles  I    Search 


3  of  3 


1/13/2011  9:29  AM 


'* 


Washington 
Mutual 


**? 


MEMORANDUM 


i 


DATE:  June  1,2004 

TO:  Board  of  Directors 

FROM:  Kerry  Killinger 

RE:  Strategic  Direction 

INTRODUCTION 

2004  marks  the  fifth  year  of  the  current  five-year  plan.  In  1999,  we  developed  a  plan  to  increase 
shareholder  value  by  growing  a  national  consumer  banking  and  mortgage  lending  franchise. 
Five  years  ago,  we  had  just  over  1,000  financial  centers  (predominantly  located  in  the  Pacific 
Northwest  and  California),  with  total  deposits  of  $81  billion,  consumer  loans  of  $8.5  billion  and 
annual  mortgage  originations  of  $40  billion.  By  the  end  of  2004,  we  will  have  about  1,948 
financial  centers,  $165  billion  of  deposits,  $40  billion  of  consumer  loans  and  annual  mortgage 
originations  of  approximately  $224  billion.     } 

In  this  five-year  plan,  we  set  out  several  financial  targets.  The  most  important  targets  included 
achieving  an  average  ROE  of  20%  and  an  EPS  growth  rate  of  1 3%.  Secondary  targets  included 
maintaining  a  NPA  ratio  of  less  than  1%,  maintaining  a  tangible  common  equity  ratio  of  at  least 
5%,  and  achieving  a  45%  operating  efficiency  ratio. 

Financial  performance  over  the  five-year  period  is  expected  to  modestly  under-perform  the  long- 
term  financial  targets.  Prior  to  revisions  in  our  2004  Financial  Plan  for  recent  increases  in 
interest  rates,  both  ROE  and  EPS  growth  exceeded  target.  However  with  revisions  based  on  a 
4.75%  10-year  Treasury  yield  in  2004  (versus  4.00%  in  the  Plan),  EPS  growth  over  the  five-year 
period  is  expected  to  reach  11%  and  ROE  will  average  close  to  20%.  Over  this  five-year  period, 
it  is  expected  that  the  NPA  ratio  will  have  averaged  0.8%,  the  tangible  common  equity  will  have 
averaged  5.12%  of  assets,  and  the  operating  efficiency  ratio  will  have  averaged  52%.  It  should 
be  noted  mat  we  did  achieve  our  45%  efficiency  ratio  target  for  several  quarters  during  the 
period. 

Reflecting  back  over  the  past  five  years,  there  were  several  notable  strategic  successes  for  our 
retail  banking  group.  The  acquisitions  of  Dime  Savings  and  Bank  United  helped  expand  our 
consumer  banking  franchise.  We  also  had  successful  de  novo  market  entries  into  Las  Vegas, 
Phoenix,  Atlanta,  Denver,  and  Chicago.  Our  award-winning  advertising  drove  in  net  customer 
growth  of  close  to  three  million  banking  households.  We  introduced  the  Occasio  store  designs 
and  opened  nearly  500  new  stores.  Our  brand  position  and  name  recognition  grew  throughout 
the  nation. 
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(- :  ;         We  were  also  successful  in  expanding  our  home  lending  franchise.  The  acquisitions  of  PNC 

Mortgage,  Fleet  Mortgage,  Home  Side  Lending,  and  North  American  Mortgage  were  augmented 
with  de  novo  growth.  Our  national  market  share  of  mortgage  originations  and  servicing 
increased  from  about  3%  in  1 999  to  close  to  1 0%  in  the  first  quarterpf  this  year.       -&      .    i 

Hl.$y\l  \w$£dfr       01-600       oi*l.fljl    03-I-3W'.  . 
Finally,  we  expanded  our  multi-family  lending  business,  becoming  the  national  market  leader, 
with  a  market  share  exceeding  10%  in  all  of  our  West  Coast  markets. 

On  the  challenge  front,  we  experienced  ongoing  regulatory,  compliance,  and  technology  issues. 
These  were  primarily  centered  in  our  home  lending  business  and  were  caused  by  rapid  growth, 
attempts  to  develop  cutting  edge  technology  solutions,  and  a  series  of  refinancing  booms  which 
delayed  our  ability  to  complete  the  acquisition  integrations.  We  also  needed  to  develop  the 
capacity  to  manage  complex  MSR  and  pipeline  hedging.  And  we  needed  to  replace  some 
management  personnel  and  bring  in  several  new  executives  to  help  manage  a  much  more 
complex  company. 

Overall,  shareholders  did  very  well  over  this  five-year  period.  The  share  price  increased  from 
$17.06  (split  adjusted)  on  December  31, 1999  to  $  43.90  per  share  on  May  31,  2004.  This 
increase,  combined  with  increasing  cash  dividends,  provided  a  total  compounded  annual  return 
of  28%  per  year  versus  -6%  for  the  S&P  500  over  the  same  period. 

Our  overall  assessment  is  that  shareholders  and  other  constituencies  benefited  from  the 
':    .  successful  execution  of  this  five-year  plan. 

NEW  FIVE-YEAR  PLAN 

Following  is  a  broad  framework  for  a  new  five-year  strategic  plan.  As  always,  we  will  adjust  the 
plan  for  significant  changes  in  the  financial  environment  and  new  opportunities  and  threats  that 
inevitably  occur  over  a  five-year  period. 

We  believe  that  successful  execution  of  this  plan  has  the  potential  to  create  significant  value  for 
our  shareholders.  We  also  believe  that  the  risks  inherent  in  the  plan  are  reasonable  and  can  be 
appropriately  managed. 

Mission 

WaMu  is  better  positioned  than  any  company  in  America  to  build  a  nationwide  network  of  stores 
serving  every  day,  average  consumers  with  attractively  priced  financial  services.  We  take  care 
of  these  customer's  needs  for  checking,  savings,  investments,  insurance,  home  loans,  home 
equity  loans,  credit  cards  and  small  business  needs.  The  market  is  huge  and  we  have  a  head  start 
over  competitors  who  have  traditionally  had  difficulty  effectively  serving  this  customer  base. 
Our  keys  to  success  are"  focus,^riving  world  class  efBciency,Tnaintaining  a  friendly  service 
culture  and  crisp  execution.  .  ,  ,7)  - 
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(  :.")         Accordingly,  our  mission  is  to  create  one  of  the  nation's  leading  retailers  of  financial  services  to 
consumers  and  small  businesses.  By  providing  products  and  services  which  offer  great  value 
and  friendly  service,  by  attracting  and  retaining  the  best  and  brightest  employees  in  our  industry, 
and  by  helping  our  communities  prosper,  we  will  achieve  our  mission  and,  thereby,  create 
significant  long-term  value  for  our  shareholders.  We  will  pursue  our  corporate  mission  by 
adhering  to  our  corporate  values  of  integrity,  respect,  teamwork,  innovation,  and  excellence. 

Long-Term  Financial  Targets 

Our  primary  financial  targets  for  the  next  five  years  will  be  to  achieve  an  average  ROE  of  at  least 
18%  and  average  EPS  growth  of  at  least  13%.  We  believe  achievement  of  these  targets  will 
likely  result  in  above-average  performance  and  could  place  us  in  the  top  one-third  of  financial 
industry  competitors.  For  a  perspective,  median  ROE  and  EPS  growth  for  the  S  &  P  Financial 
7       Index  was  1 5%  and  1 0%,  respectively,  over  the  past  five  years  ('98  -  '03).  The  preliminary 
y  a  s$j      2005-2009  plan  suggests  average  ROE  and  earnings  per  share  growth  meeting  these  targets, 
V  f%  ~         although  2005  is  expected  to  be  another  difficult  year.  Both  2004  and  2005  are  severely 
(,vJ  impacted  by  the  sharply  higher  interest  rate  environment  and  its  effect  on  the  mortgage  business. 

It  should  be  noted  that  purchase  accounting  and  the  creation  of  goodwill  on  the  Dime  acquisition 
reduced  ROE  by  about  3%.  This,  along  with  our  expectation  of  higher  interest  rates  caused  us  to 
revise  our  long-term  ROE  target  to  1 8%.   It  is  also  noted  that  long-term  earnings  growth  is  the 
key  to  creating  shareholder  value.  As  has  been  the  pattern  in  the  past,  we  anticipate  a  certain 
(  amount  of  year-to-year  earnings  volatility  driven  by  changes  in  interest  rates  and  other  non- 

controllable  factors.  As  Exhibit  A  illustrates,  even  with  our  forecasted  2004  results,  the  current 
five-year  period's  volatility  is  significantly  lower  than  that  of  the  prior  fiv)?-year  period. 
\J*ry     ;  M^st^ll)  I've    -     flTt^ftf  >37=>  birJtys  7*7e£f 
Secondary  financial  targets  include  achieving  an  operating  efficiency  ratio  of  45%  by  2009, 
maintaining  a  tangible  equity  ratio  of  at  least  5%  and  maintaining  average  annual  net  charge  offs 
of  0.25%  over  the  period. 

In  summary,  despite  our  greatly  increased  size  and  a  relatively  low  inflation  environment,  we  are 
maintaining  a  robust  average  earnings  growth  target  over  the  five-year  planning  period. 

WaMu  in  2009 

Before  digging  into  the  details,  let's  visualize  the  size  and  scale  of  Washington  Mutual  at  the  end 
of  2009.  We  hope  to  see  assets  grow  by  at  least  10%  per  year,  reaching  about  $500  billion  in 
2009.  We  see  this  annual  asset  growth  being  funded  about  50%  by  deposits  and  50%  by 
t/PJfL,        collateralized  borrowings  such  as  FHLB  advances  and  repurchase  agreements.  We  will  strive  to 
keep  annual  asset  and  deposit  growth  to  plus  or  minus  5%  around  the  10%  growth  target  (5%  to 
1 5%  asset  growth  range). 


V 


\.J 

/ 


J    /  We  assume,  as  a  rough  approximation,  that  capital  will  be  deployed  40%  through  cash  dividends 
T  /   10%  through  share  repurchase  and  50%  through  retention  to  support  balance  sheet  growth.  Our 
I  basic  plan  assumes  neither  acquisitions  nor  the  raising^tadditipnal  capital. 
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r .'... }         We  expect  our  balance  sheet  growth  to  be  driven  by  consumer  loans,  multi-family  loans, 

3)  residential  non-prime,  and  ^qjustable  rate  mortgage  loans.  Because  percentage  growth  in 

consumer,  multi-family,  and  residential  non-prime  loans  will  be  especially  strong,  we  expect  to 

slightly  increase  the  percentage  of  our  balance  sheet  made  up  of  these  higher  yielding  loans. 

We  expect  to  increase  our  financial  center  store  system  by  at  least  250  stores  per  year,  reaching 
close  to  3,100  stores  by  2009.  We  believe  that  continued  new  store  growth  is  critical  to  our 
ability  to  meet  our  financial  targets  and  build  long-term  franchise  value.  We  will  focus  our  new 
store  growth  in  existing  markets  and  may  open  in  two  or  three  new  urban  markets  over  that  five- 
year  period.  Excluding  any  stores  we  may  close  in  non-footprint  markets,  our  home  loan  center 
system  will  expand  by  about  25  locations  annually  over  the  next  five  years,  and  we  should  end 
2009  with  approximately  500  stores  concentrated  in  markets  where  we  have  banking  stores.  We 
will  more  closely  align  home  loan  centers  and  financial  centers  in  2005  and  beyond  which  may 
affect  the  projected  growth  number  for  home  loan  centers  over  the  next  five  years.  Combining  all 
stores,  we  expect  to  increase  our  store  total  from  2,400  by  the  end  of  this  year  to  about  3,600  by 
2009. 

As  indicated  with  our  financial  targets,  our  goal  is  to  increase  EPS  by  at  least  13%  per  year  on 
average.  Based  on  our  five-year  financial  forecast,  we  hope  to  achieve  absolute  earnings  of 
about  $7  billion  and  EPS  of  just  over  $8.00  in  2009.  This  translates  into  average  EPS  growth  of 
18%  over  the  period  off  of  our  depressed  2004  starting  point. 

Assuming  a  $40  per  share  stock  price  at  year  end  2004,  a  40%  cash  dividend  payout  over  the 
five-year  period,  and  the  successful  attainment  of  our  growth  forecast,  total  shareholder  return 
over  this  period  could  reach  19%  per  year  if  our  stock  sells  at  ten  times  earnings  in  2009.  While 
our  business  model,  which  will  continue  to  include  cyclical  mortgage  banking  components,  may 
continue  to  produce  a  below  average  price/earnings  multiple,  some  expansion  could  occur  if  we 
bring  down  our  cost  base  and  demonstrate  best-in-class  execution  over  the  next  five  years. 
Expansion  of  the  price/earnings  multiple  to  12  would  result  in  a  23%  annual  total  shareholder 
return.  We  believe  returns  in  this  range  will  compare  very  favorably  to  the  S&P  500  and  most 
financial  services  companies. 

In  a  consolidating  industry,  it  is  appropriate  to  continually  assess  if  shareholder  value  creation  is 
best  achieved  by  selling  for  a  short-term  change  of  control  premium  or  to  continue  to  build  long- 
term  value  as  an  independent  company.  We  believe  remaining  an  independent  company  is 
appropriate  at  this  time  because  of  the  substantial  growth  opportunities  we  see  ahead.  We  are 
especially  encouraged  with  growth  prospects  for  our  consumer  banking  group.  We  would  also 
note  that  our  stock  is  currently  trading  at  a  price  which  we  believe  is  substantially  below  the 
intrinsic  value  of  our  unique  franchise.  This  makes  it  even  more  important  to  stay  focused  on 
building  long-term  shareholder  value,  diligently  protecting  our  shareholders  from  inadequate 
unsolicited  takeover  proposals  and  maintaining  our  long  held  position  of  remaining  an 
independent  company.  ceyYvrrWw  J^  p^   /  r)  l^L>£teAJb 

Retail  Banking  Strategy 

Our  strategy  over  the  next  five  years  is  to  more  fully  penetrate  our  existing  markets  through  the 
opening  of  at  least  250  new  retail  banking  stores  per  year  and  to  improve  the  cross  sales  of 
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( I  0        products  to  all  of  our  customers.  We  believe  market  demand  is  sufficient  to  support  the  new 
store  growth.  The  states  in  which  we  operate  are  some  of  the  most  populated  and  fast  growing 
states  in  the  country.  While  we  may  wish  to  enter  two  or  three  additional  markets  over  the  next 
five  years,  our  existing  footprint  states  appear  to  provide  plenty  of  growth  opportunities  for 
Washington  Mutual.  Attached  in  Exhibit  B  is  a  summary  of  current  and  projected  market  shares 
for  key  products  and  services.  You  will  note  that,  given  our  2.7%  assumption  for  average 
growth  in  the  bank  deposit  market,  we  need  to  achieve  increased  market  share  in  deposits  and 
consumer  loans  in  order  to  meet  our  asset  and  deposit  growth  targets.  By  2009,  we  need  to 
increase  our  share  of  deposits  from  4.5%  to  5.8%,  and  our  share  of  consumer  loans  (Home 
Equity  2nds)  from  5.6%  to  7.3%  in  our  current  and  planned  footprint  states.  We  believe  these 
growth  targets  are  aggressive,  but  attainable  if  the  overall  deposit  and  consumer  loan  markets 
continue  to  grow  at  reasonable  rates. 

The  summary  operating  tactics  required  to  achieve  our  overall  strategy  for  our  Consumer 
Banking  Group  over  the  five-year  period  include  the  following: 

•  We  will  continue  our  program  to  open  at  least  250  new  banking  stores  per  year  over  the 
next  five  years. 

•  We  will  initially  seek  to  drive  in  about  $  1 3  billion  of  deposit  growth  per  year,  rising  to 
about  $18  billion  per  year  by  the  end  of  the  five-year  plan.  We  expect  retail  deposits  will 
contribute  about  4/5  of  the  deposit  growth  on  average,  with  the  balance  coming  from     £  ^ 
wholesale  deposits.  Deposit  distribution  will  be  primarily  through  the  financial  centers, 

(  but  augmented  by  wholesale  deposit  taking,  Internet,  and  call  center  sales. 

•  We  will  continue  to  lead  with  our  Free  Checking  and  Platinum  accounts.  Our  goal  is  to 
drive  in  at  least  750,000  net  new  accounts  per  year. 

•  We  will  continue  to  focus  on  our  cross  selling  efforts  with  a  goal  of  increasing  our 
products  and  services  cross  sales  ratio  from  the  current  5.7  to  7.0. 

•  We  expect  consumer  lending  to  continue  to  show  high  growth  over  this  period,  averaging 
at  least  1 5%  per  year.  The  key  product  will  be  home  equity  loans  and  we  expect  that 
portfolio  to  grow  by  approximately  $10  billion  per  year. 

•  We  plan  to  aggressively  promote  Free  Checking  for  small  businesses  throughout  this 
period.  Our  recent  national  launch  of  this  product  has  been  successful  and  we  look  to  add 
net  growth  in  total  business  checking  of  about  240,000  accounts  per  year. 

•  We  will  focus  our  distribution  of  insurance  and  securities  products  through  a  force  of 
Jl  I,  (         licensed  bank  personnel.  By  2009,  we  expect  to  have  1 ,500  licensed1>ank  personnel 

\jfi        \         selling  these  products,  up  from  only  75  today. 

•  We  intend  to  maintain  limited  distribution  of  insurance  and  securities  products  through 
Series  7  licensed  financial  consultants.  We  have  not  been  particularly  successful  in 
leveraging  this  distribution  force  over  the  years  and  have  achieved  mixed  financial 
results.  However,  these  services  are  important  for  maintaining  overall  relationships  with 
our  wealthier  customers. 

•  We  are  examining  strategic  alternatives  for  our  mutual  fund  complex.  Our  fund  complex 
has  had  good  performance  and  grown  over  the  past  few  years,  but  at  around  $20  billion 
of  assets  under  management,  it  is  a  small  player  in  the  mutual  fund  industry.  We  also 

('■'.  face  management  succession  issues  in  our  investment  management  company.  Finally,  we 

will  continue  to  carefully  monitor  changing  regulatory  and  enforcement  actions  in  the 
mutual  fund  industry. 
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Q:*;  •    We  intend  to  launch  a  WaMu  credit  card  product  in  2005.  Marketing  will  be  focused  on 

existing  WaMu  customers.  We  will  carefully  manage  credit  and  anticipate  balances 
increasing  to  about  $2.3  billion  at  the  end  of  the  five-year  planning  period. 

Mortgage  Banking 

Over  the  past  five  years,  we  worked  to  create  scale  and  a  leading  market  position.  Through  a 
series  of  acquisitions,  we  created  a  very  broad-based  mortgage  banking  operation  serving  all 
channels  of  delivery  (retail,  wholesale,  correspondent,  Internet,  call  centers,  affinity  groups  and 
financial  centers),  with  a  broad  set  of  products  over  a  wide  geography.  While  this  strategy 
helped  us  claim  leading  market  share,  it  also  ballooned  our  cost  structure  and  limited  our  ability 
to  focus  on  value-added  activities.  The  inherent  cyclicality  and  rapid  shifts  in  market  size  and 
competition  which  characterize  the  mortgage  banking  business  also  added  enormous  volatility  to 
our  earnings,  due  to  MSR  management,  the  variability  in  the  amount  of  gains  on  mortgage  sales, 
and  the  difficulty  in  managing  the  business  to  match  expenses  with  falling  revenues  during 
periods  of  rising  interest  rates. 

As  our  2004  and  2005  projections  demonstrate,  our  business  has  embedded  volatility  driven  by 
the  effects  of  interest  rate  cycles  on  mortgage  banking  earnings  and  the  inherently  high  volatility 
of  some  key  parts  of  the  mortgage  banking  business  model,  such  as  MSRs.  This  is  in  contrast  to 
the  relative  stability  we  experience  in  our  retail  banking  and  commercial  businesses.  Although 
we  are  taking  further  actions  to  reduce  volatility  in  our  mortgage  business,  we  have  concluded 
f  •  .         that  we  cannot  eliminate  all  of  the  volatility  in  our  business  without  hurting  the  fundamental 
profitability  of  the  company.    The  inescapable  fact  is  that  there  is  volatility  in  the  mortgage 
banking  business  and  investors  need  to  understand  that  our  earnings  can  be  volatile  at  certain 
points  in  the  cycle  and  that  short-term  volatility  is  not  a  reflection  on  operating  performance,  but 
an  expected  part  of  our  business  strategy.  We  intend  to  clearly  communicate  this  to  the 
investment  community. 

That  doesn't  mean  we're  "giving  up"  on  reducing  the  volatility  in  the  mortgage  banking  business 
by  any  means.  We  are  working  right  now  on  plans  to  "right  size"  the  interest  rate  driven 
variability  of  our  mortgage  banking  model  to  find  that  "sweet  spot"  that  creates  the  mixture  of 
net  income  and  volatility  that  delivers  the  highest  total  shareholder  return  to  our  investors  over 
the  period. 

Over  the  next  five  years,  we  believe  it  is  appropriate  for  us  to  narrow  our  focus  in  the  mortgage 
area  and  take  advantage  of  our  unique  strengths  rather  than  trying  to  spread  ourselves  too  thin. 
In  other  words,  our  strategy  is  shifting  from  being  a  national  market  share  leader  to  a  focused 
national  mortgage  lender  emphasizing  areas  of  strategic  advantages. 

We  believe  we  have  several  key  strategic  advantages: 

•    Because  of  our  balance  sheet  size,  we  can  portfolio  more  loans  than  most  major 
competitors. 
£■  ■■  •    By  bringing  the  management  of  the  consumer  banking  and  mortgage  banking  operations 

together  and  integrating  parts  of  the  organization,  we  have  a  good  chance  of  cracking  the 
code  of  cross  sales  to  mortgage  customers. 
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•  By  focusing  our  retail  mortgage  activities  in  footprint  states  (those  states  where  we  have  a 
retail  banking  franchise),  we  will  be  able  to  leverage  the  WaMu  brand  and  marketing 
spend  and  focus  on  customers  with  a  high  propensity  to  purchase  our  products. 

•  Our  retail  home  loans  sales  force  is  one  of  the  most  productive  in  the  industry. 

•  We  have  a  robust  data  base  which  should  allow  us  to  use  customer  data  to  improve  credit 
decisioning  and  MSR  prepayment  management. 

•  We  have  good  experience  in  managing  non-prime  residential  loans. 

Due  to  these  advantages,  we  will  refine  our  mortgage  strategy  to  focus  on  retail  mortgage 
origination  in  our  footprint  states.  Wholesale  and  correspondent  will  be  nationwide  and  retooled 
to  deliver  higher  margin  products.  Instead  of  maximizing  national  market  share,  our  goal  will  be 
to  maximize  profitable  market  share  in  footprint  states.  We  do  not  have  market  share  as  a  goal, 
but  we  do  expect  our  share  of  market  in  footprint  states  to  gradually  increase  from  10.8%  in 
2004. 

•  We  view  the  retail  and  wholesale  origination  channels  to  be  the  key  to  building  a 
sustainable  home  lending  franchise.  Correspondent  lending,  on  the  other  hand,  has  little 
franchise  value  and  should  be  utilized  on  an  opportunistic  basis  to  originate  higher 
margin  products  or  during  those  parts  of  the  cycle  when  we  want  to  acquire  MSR  assets. 

•  While  we  hope  to  improve  the  economics  of  mortgage  servicing  rights  by  increasing 
cross  sales  to  those  customers,  there  is  little  evidence  to  suggest  that  we  can  do  this 
effectively  in  geographic  areas  other  than  where  we  have  a  retail  banking  presence.  As 
such,  we  will  focus  on  maximizing  our  servicing  market  share  in  those  footprint  states  in 
which  we  have  a  retail  banking  presence. 

•  Our  goal  over  the  next  five  years  is  to  increase  the  cross  sell  ratio  of  mortgage  customers 
from  2.86  relationships  (excluding  Long  Beach  Mortgage  &  Specialty  Mortgage  Finance) 
to  3.6.  Key  products  for  sale  to  mortgage  customers  include  home  equity  loans  and 
checking  accounts. 

•  We  must  significantly  reduce  the  cost  of  originating  mortgages  by  adopting  automated 
underwriting  and  other  loan  fulfillment  processes.  Our  multiple  origination  platforms 
have  led  to  very  poor  efficiency.  Our  goal  is  to  increase  automated  underwriting  to  80% 
or  more,  which  we  expect  to  have  a  positive  affect  on  the  cost  of  origination.  The  prime 
residential  mortgage  business  has  very  thin  margins  and  it  is  essential  to  become  a  low 
cost  originator.  We  have  a  long  way  to  go  in  becoming  an  industry  leader  in  efficiency. 

•  Our  mortgage  servicing  portfolio  is  approximately  $723  billion.  While  our  servicing 
portfolio  will  probably  increase  gradually,  we  anticipate  that  a  growing  percentage  of  the 
serviced  loans  will  be  portfolio  loans  versus  loans  serviced  for  others.  It  is  also  critical 
that  we  become  an  industry  leader  in  loan  servicing  efficiency.  Due  to  maintaining  two 
servicing  systems  we  are  currently  incurring  above-average  servicing  costs.  Our  goal  is 
to  decrease  the  cost  of  servicing  a  loan  from  today's  $106  to  $80  by  2009.  Our 
conversion  to  a  common  servicing  system  in  the  middle  of  2004  will  aid  in  this  effort  and 
additional  operational  excellence  initiatives  will  be  required. 

•  MSR  assets  provide  modest  returns  (averaging  about  9-13%  ROE  over  the  cycle)  and 
extraordinary  volatility.  MSRs  are  highly  sensitive  to  minor  changes  in  interest  rates  and 
technical  market  factors,  and  despite  the  best  efforts  of  our  Treasury  team,  never 
perfectly  match  up  to  hedge  performance.  The  accounting  for  these  assets  exacerbates 
their  effect  on  reported  earnings.  The  result  is  quarterly  and  annual  earnings  volatility 
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which  investors  (and  management)  find  troublesome.  In  addition,  high  levels  of  MSR 
assets  as  a  percentage  of  capital  cause  rating  agency  and  regulatory  concerns.  We  are 
actively  pursuing  a  number  of  potential  methods  for  gradually  reducing  our  exposure  to 
MSRs,  including  selling  off  10  tranches,  decreasing  core  servicing  fees,  decreasing 
excess  servicing  fees  and  selling  off  non-strategic  loan  servicing  (in  non-footprint  states). 
Our  goal  is  to  reduce  MSR  balances  to  a  level  that  produces  acceptable  levels  of  quarterly 
and  annual  volatility  without  reducing  net  income  excessively. 

Multi-Family  Lending 

Our  strategy  is  to  be  the  nation's  dominant  multi-family  lender.  We  pioneered  the  development 
of  low-cost,  highly  efficient  and  standardized  underwriting,  processing,  and  servicing  for  small 
multi-family  loans  in  select  urban  markets.  These  capabilities  catapulted  us  into  the  No.  1 
position  in  the  industry.  We  intend  to  leverage  our  leadership  position  in  key  markets  in 
footprint  states  by  originating  both  adjustable-rate  and  fixed-rate  multifamily  products.  We  will 
generally  retain  adjustable  rate  products  in  our  portfolio  and  sell  the  fixed-rate  products  to  the 
secondary  markets.  We  expect  our  strategic  partnership  with  Fannie  Mae  to  significantly 
increase  the  origination  of  adjustable  rate  multi-family  loans  over  the  next  five  years.  We    l  h 
anticipate  annual  portfolio  growth  of  about  $6  billion  over  this  period.  -  uA^^C^r/vyyv*—  *^^-^— 

Non-Prime  Residential  Mortgages 

Our  non-prime  residential  activities  currently  include  originations  through  Long  Beach 
Mortgage,  our  purchased  portfolio  of  non-prime  residential  loans  (SMF  portfolio),  and  loans 
originated  through  our  home  loans  group.  Loans  of  this  type  held  in  our  portfolio  currently  total 
approximately  $60  billion.  Our  SMF  and  Long  Beach  activities  have  provided  excellent  risk- 
adjusted  returns  over  the  past  several  years,  consistently  exceeding  our  20%  return  thresholds. 
However,  the  bulk  of  our  non-prime  loans  have  been  originated  through  the  home  loans  channel 
with  uniform  pricing  and  terms  that  did  not  reflect  their  true  risk  profile.      o^XfaXfiXJ^w^  ir  0^ 

Through  Long  Beach  Mortgage,  our  origination  market  share  of  non-prime  residential  mortgages 
is  currently  around  4%.  Long  Beach  has  focused  its  past  distribution  through  the  wholesale 
channel.  Over  the  next  five  years,  we  will  seek  to  carefully  increase  our  national  origination 
market  share  of  non-prime  mortgages.  To  accomplish  this,  we  will  need  to  develop  a  retail 
distribution  to  complement  the  existing  wholesale  distribution,  focused  primarily  in  our  footprint 
states.  We  may  also  leverage  the  Bank's  financial  center  system  to  distribute  some  non-prime 
residential  mortgages. 

Over  time,  we  plan  to  increase  the  percentage  of  non-prime  residential  loans  originated  by  Long 
Beach  which  are  held  in  portfolio.  To  maximize  this  flexibility,  we  may  seek  to  make  Long 
Beach  a  subsidiary  of  our  federal  association. 

We  believe  there  is  a  good  opportunity  to  expand  the  origination  of  non-prime  residential  first 
and  second  mortgages  through  both  our  consumer  banking  and  home  loan  stores.  Automated 
underwriting  tools  and  risk-based  pricing  should  help  us  increase  the  returns  on  non-prime  loans 
originated  through  these  channels.  Because  of  the  growing  importance  of  non-prime  lending,  we 
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are  in  the  process  of  developing  a  comprehensive  non-prime  lending  policy  for  the  entire 
complex. 

Industry  Leading  Efficiency 

To  achieve  our  financial  targets,  it  is  essential  that  we  become  best-in-class  operators  in  each  of 
our  businesses.  We  have  significant  work  to  do  to  accomplish  this  objective.  While  we  made 
good  progress  in  improving  our  efficiency  ratios  in  2000  and  2001,  the  last  couple  of  years  were 
challenging  because  of  mortgage  banking  acquisitions  and  a  rapid  escalation  in  corporate  support 
activities.  It  is  imperative  that  we  complete  those  acquisition  integrations  and  focus  on  bringing 
best-in-class  efficiencies  in  all  areas  of  the  organization. 

As  a  general  rule,  we  will  seek  to  achieve  5%  productivity  improvements  in  all  areas  of  the 
organization  each  year  over  the  next  five  years.  Our  overall  plan  is  to  grow  our  asset  base  and 
revenues  by  approximately  10%  per  year  while  limiting  our  expense  growth  to  about  5%.  While 
these  are  very  ambitious  goals  (over  the  past  five  years  the  top  ten  banks  have  produced 
productivity  gains  that  averaged  0.7%),  our  efficiency  ratio  is  currently  higher  than  almost  all  of 
our  peer  banks  so  we  believe  that  there  is  significant  opportunity  for  us  to  produce  productivity 
gains  for  an  extended  period. 

We  intend  to  migrate  the  excellent  work  which  has  been  done  in  attacking  the  $1  billion  in  cost 
savings  into  an  ongoing  commitment  to  improving  productivity.  We  have  the  key  tools  in  place 
with  Operational  Excellence  and  will  charge  the  Operating  Forum  (group  of  senior  leaders 
headed  by  Craig  Chapman)  with  driving  consistent  oversight  of  productivity  improvements.  It  is 
important  that  we  establish  best-in-class  benchmarks  for  efficiency  for  each  business  unit  and 
corporate  support  group  and  to  drive  efficiency  improvements  on  a  comprehensive,  company- 
wide  basis.  This  will  be  a  multi-year  effort  of  historic  proportions,  and  will  require  fundamental 
shifts  in  the  company's  processes,  organizational  structure  and  culture.  The  dislocations  will  be 
severe  and  many  of  our  employees  will  be  unhappy  with  this  shift  and  resistant  to  necessary 
change.  We  will  focus  on  open  and  regular  communication  with  our  employees  to  help  them  see 
that  mis  approach  to  productivity  is  necessary  for  the  success  and  independence  of  the  company 
and  not  a  passing  "fad." 

Our  long-term  target  is  to  improve  the  operating  efficiency  ratio  to  45%  from  the  current  level  of 
about  60%.  As  we  gain  traction  on  productivity  enhancements,  it  is  possible  we  can  reduce  the 
efficiency  ratio  even  further.  As  an  aside,  the  efficiency  ratio  is  volatile  because  of  changing 
revenue  sources,  such  as  margin  and  gains  on  sale.  Accordingly,  we  will  also  target  improving 
the  ratio  of  operating  expenses  to  average  assets  from  today's  2.8%  to  2.2%  by  2009. 

Diversification 

We  have  been  engaged  for  some  time  in  a  discussion  internally  and  with  you  about  the  benefits 
and  costs  of  further  diversification  of  our  business  lines,  balance  sheet  and  income  statement. 
The  more  deeply  we  have  looked  into  this  question,  the  more  we  have  come  to  the  conclusion 
that  our  current  business  model  is  likely  to  deliver  higher  total  shareholder  returns  over  the  next 
five  years  than  any  more  diversified  model  that  could  be  reasonably  achieved  by  our  company 
over  that  period.  This  is  a  function  both  of  our  confidence  that  a  combination  of  balance  sheet 
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growth,  management  focus  and  high  productivity  can  drive  very  strong  earnings  for  the  company 
in  its  current  configuration  and  of  our  conclusion  that  any  effort  at  business  line  diversification 
over  the  next  five  years,  whether  organic  or  based  on  acquisitions,  would  be  unlikely  to 
materially  change  our  risk/return  profile  or  price/earnings  multiple,  given  our  enormous  size  and 
the  predominance  of  mortgage-related  assets  on  our  balance  sheet. 

So  over  the  next  five  years  our  watchwords  will  be  "narrow  and  focped"  rather  than  "broad  and 
diversified."  We  will  put  all  our  efforts  mtopnr-coro~busmesses  ofSetail  banking  for  thebroad 
middle  market,  including  consumer  and  srfiall  business  deposits^nd  consumer  lending,  mortgage 
banking,  with  a  concentration  on  our  retau^o^int.and.the-generation  of  assets  for  our  balance 
sheet;  airajthe  commercial  group's  growing  multifamily,  commercial  real  estate  and  non-prime 
mortgage  lending  lines. 


'^  AsTmentioned  earlier,  this  does  mean  that  we  will  be  willing  to  accept  some  more  of  the 

earnings  volatility  inherent  in  our  mortgage-driven  business  model  than  we  might  experience  if 
we  were  a  more  "fully"  diversified  commercial  bank.  On  the  other  hand,  we  will  not  be  exposed 
to  some  of  the  risks  taken  by  diversified  companies.  One  only  needs  to  look  at  the  financial  and 
reputational  penalties  being  paid  by  money-center  banks  for  some  of  their  diversified  activities  to 
see  that  diversification  itself  brings  risks.  Focus  also  means  that  our  management  team  and 
employee  base  can  concentrate  on  innovative  approaches  to  the  businesses  they  know  best  and 
put  all  their  energies  into  the  task  that  will  have  the  greatest  impact  of  all  on  our  five-year 
shareholder  return  and  our  longer-term  financial  and  competitive  success  — creating  a  best-in- 
class  culture  of  productivity  and  efficiency. 

Enterprise  Risk  Management 

Over  the  past  couple  of  years,  we  have  greatly  improved  the  overall  measurement  and 
management  of  our  enterprise  risk  management.  With  the  expected  implementation  of  the 
Basel  II  requirements,  effective  measurement  and  management  of  enterprise  risk  become  even 
more  important. 

For  Washington  Mutual,  we  expect  our  key  risks  to  continue  to  center  on  interest  rate  risk  and 
credit  risk  As  we  balance  these  risks,  we  intend  to  generally  take  on  less  interest  rate  risk  (by 
reducing  exposure  to  the  MSR  asset)  and  more  credit  risk  (with  more  home  equity,  Alt  A  and 
non-prime  residential  loans)  over  the  next  five  years.  Regarding  credit  risk,  we  are  targeting  a 
0.25%  average  annual  charge-off.  Based  on  long-term  historical  averages  and  our  projected 
change  in  asset  mix,  the  worst-case  and  best-case  charge-off  ratios  we  could  expect  to  encounter 
at  any  point  during  the  five-year  plan  should  run  from  a  maximum  of  0.60%  to  a  minimum  of 
0.15%.  It  is  noted  that  charge-offs  in  the  past  couple  of  years  have  averaged  only  0.10% 
(excluding  WM  Finance).  Our  goal  over  the  next  five  years  is  not  to  minimize  credit  risk  but  to 
achieve  annual  credit  charges  within  the  targeted  range  and  to  average  0.25%.  We  plan  to 
gradually  increase  our  risk  exposure  to  the  targeted  levels.  This  will  entail  gradual  increases  in 
home  equity,  Alt  A,  non-prime  residential  and  multi-family  lending  portfolios. 

We  will  maintain  appropriate  loan  loss  reserves  relative  to  the  anticipated  credit  charges.  Based 
''.  on  probable  loan  portfolios,  we  will  likely  maintain  loan  loss  reserves  of  about  three  to  four 

times  expected  annual  charge-offs. 
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Regarding  interest  rate  risk  management,  we  will  continue  to  experience  margin  variations 
because  of  the  re-pricing  lag  of  our  adjustable  rate  mortgage  assets  when  interest  rates  change. 
Our  targeted  net  interest  margin  over  the  five-year  period  is  3%,  and  we  expect  the  range  of  the 
margin  to  be  2.8%  to  3.2%  in  a  normal,  upwardly-sloping  yield  curve.  A  dramatic  flattening  of 
the  yield  curve  would  push  the  margin  below  2.8%;  however,  the  cost  of  reducing  interest  rate 
risk  beyond  this  amount  is  prohibitively  expensive  and  not  recommended. 

We  also  encounter  significant  interest  rate  risk  with  the  management  of  MSRs.  Because  this 
asset  must  be  continuously  marked  to  market,  it  can  fluctuate  in  value  by  over  $1  billion  in  a 
short  period  of  time.  Much  of  this  fluctuation  can  be  hedged,  but  there  is  no  such  thing  as  a 
perfect  hedge.  Accordingly,  the  best  risk  mitigation  strategy  may  be  to  simply  limit  the  size  of 
the  asset  We  are  analyzing  what  MSR  balance  will  deliver  the  optimal  level  of  earnings  and 
lower  volatility;  as  a  placeholder  we  believe  a  target  for  net  MSR  to  tangible  equity  of  25%  - 
35%  may  be  reasonable.  In  comparison,  Wells  Fargo 's  net  MSR  was  equal  to  25.1%  of  tangible 
equity  and  Countrywide's  was  equal  to  72.9%  at  the  end  of  March. 

Other  keys  risks  for  the  organization  are  reputation  and  operational  risk.  We  believe  the 
execution  of  the  new  five-year  plan  will  reduce  both  of  these  risks  from  what  was  incurred  with 
the  rapid  expansion  of  the  past  five  years.  By  focusing  on  our  core  businesses  and  operating 
predominantly  in  our  footprint  states,  we  should  be  in  an  improved  position  to  assess  and  manage 
these  risks. 

Technology 

We  will  need  to  continue  to  invest  heavily  in  technology.  To  achieve  our  desired  5%  per  year 
improvement  in  productivity,  we  will  need  continuous  improvements  in  all  of  our  key  operating 
systems.  We  do  not  plan  to  develop  any  leading-edge  technology,  but  will  rely  primarily  on 
large,  stable  platforms.  We  expect  our  core  banking  deposit  system  to  support  our  growth  over 
the  next  five  years. 

We  do  anticipate  making  significant  investments  in  front-end  and  middleware  systems  that  will 
allow  us  to  better  connect  all  of  our  legacy  systems  at  point-of-sale  and  other  customer 
interaction  points. 

Lessons  learned  from  the  past  five  years  are  that  we  will  insist  on  all  acquisitions  being  fully 
integrated  into  the  complex  within  a  few  months  or  deliberately  left  to  operate  separately  on  a 
permanent  basis;  that  we  will  not  develop  any  cutting-edge  new  technology  platforms;  that  we 
will  improve  the  documentation  and  change  management  processes  for  all  new  systems  and 
applications;  and  that  we  will  closely  monitor  the  total  capital  expenditures  through  corporate 
prioritizatibn  processes. 

Acquisitions  and  Divestitures 

The  financial  services  industry  continues  to  go  through  significant  consolidation.  Most  financial 
services  companies  have  limited  opportunities  to  grow  revenues  and,  thus,  are  looking  for  cost 
savings  initiatives  to  help  fuel  earnings  growth.  Acquisitions  are  an  obvious  way  to  achieve  cost 
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efficiencies.  For  Washington  Mutual,  we  believe  we  can  meet  our  financial  targets  without 
making  any  acquisitions  as  long  as  we  achieve  our  annual  productivity  improvement  targets.  As 
such,  we  will  review  acquisitions  on  an  opportunistic  basis,  but  do  not  feel  compelled  to  acquire. 

Priorities  for  acquisitions  include  branch  delivery  systems  (which  would  aid  in  growing  our 
consumer  bank),  multi-family  originators  and  non-prime  origination  businesses.  At  present,  our 
relatively  low  price/earnings  multiple  makes  stock-based  acquisitions  very  challenging  from  a 
financial  standpoint  and  large  cash  transactions  put  pressure  our  capital  levels.  We  do  not 
believe  that  acquisitions  are  required  to  expand  our  product  lines  as  quality  products  can  often  be 
achieved  at  very  attractive  economies  of  scale  through  other  parties.  As  such,  we  do  not  feel 
compelled  to  acquire  credit  card  or  insurance  companies  for  access  to  these  products. 

Regarding  divestitures,  businesses  which  are  not  viewed  as  core  currently  include  homebuilder 
finance,  commercial  banking  and  mutual  fund  management.  In  assessing  these  businesses,  we 
will  review  return  on  common  equity,  earnings  growth  potential,  management  distraction,  new 
capital  requirements,  and  possible  sales  prices. 

Key  Challenges 

Following  are  the  key  challenges  we  will  face  in  executing  our  strategic  plan: 

Competition  will  be  intense  in  all  business  lines.  In  retail  banking,  Wells  Fargo,  Wachovia,  and 
Bank  of  America  are  expected  to  be  keen  competitors.  They  are  all  currently  focused  on  the 
consumer  market,  have  improved  their  operating  efficiencies,  and  have  greatly  improved 
customer  service.  We  do  expect  this  competition  to  make  it  more  difficult  to  achieve  the  same 
new  customer  growth  that  we  experienced  during  the  past  five  years.  However,  we  continue  to 
believe  that  our  value  propositions  will  result  in  achieving  our  growth  targets. 

In  the  mortgage  banking  business,  top  competitors  are  Countrywide,  Wells  Fargo,  and,  to  a  lesser 
degree,  Chase,  Citigroup,  and  Bank  of  America.  Countrywide  is  arguably  the  strongest 
competitor  at  this  time  because  of  system  stability,  strong  profitability,  excellent  risk 
management  and  aggressive  growth  plans.  Countrywide  has  publicly  stated  its  desire  to  increase 
national  market  share  from  10%  to  30%  over  the  next  five  years.  Rather  than  competing  with 
them  everywhere  in  the  country,  we  believe  we  will  be  best  served  by  focusing  on  our  footprint 
states  and  with  portfolio  products  which  emphasize  our  much  stronger  balance  sheet. 

In  the  multi-family  lending  area,  our  primary  competitors  are  smaller  independent  banks  around 
the  country.  Only  Citigroup  and  ABN  AMRO-LaSalle  among  the  larger  banks  have  any 
significant  share.  Another  potential  competitor  in  this  space  over  the  next  five  years  could  be 
Countrywide,  which  could  copy  the  consumer  mortgage-inspired  operational  and  credit  model 
we  use.  We  have  a  clear  head  start  in  achieving  excellent  efficiency  in  standardizing  the 
approaches  to  distributing  multi-family  loans.  We  do  not  see  another  national  competitor  at  this 
dmeunpaCfago^growto.  ^^S^^lWilJ 

In  the  non-prime  residential  area,  key  competitors  are  Ameriquest,  Option  One,  New  Century, 
HSBC/Household,  Wells  Fargo,  and  Countrywide.  GE  Capital  recently  entered  this  business 
through  an  acquisition  and  several  Wall  Street  firms  are  increasing  their  commitment  as  well. 
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Another  challenge  concerning  us  is  the  rapid  escalation  in  housing  prices.  Fueled  by  improving 
employment  and  very  low  interest  rates,  housing  prices  over  the  past  12  months  have  increased 
at  unsustainably  high  levels.  We  need  to  carefully  watch  all  key  markets  around  the  country,  and 
while  we  are  not  alarmed  at  this  point,  the  possibility  of  housing  price  declines  is  greater  than 
normal.  The  most  probable  scenario  is  for  a  flattening  in  housing  prices  around  most  parts  of  the 
country,  but  it  is  possible  that  higher  priced  homes  will  come  under  pressure  in  certain 
communities. 

We  believe  our  franchise  is  capable  of  very  strong  asset  generation,  but  deposit  growth  is  less 
certain  because  of  competitive  pressures  and  cyclical  factors  causing  deposits  to  grow  and  then 
stabilize  or  contract.  Our  five-year  plan  assumes  2.7%  average  industry  deposit  growth  over  the 
next  five  years  and  we  intend  to  grow  at  a  rate  close  to  10%,  and  therefore  will  need  to  increase 
our  share  of  deposits  in  order  to  reach  our  plan.  Even  if  we  attain  our  deposit  growth  goals,  we 
"will  have  significant  wholesale  borrowings  through  the  FHLB  and  Wall  Street  sources.  While 
most  of  these  borrowings  are  collateralized,  it  is  possible  that  market  disruptions  or  political 
pressures  could  impact  access  to  borrowed  funds. 

Another  important  challenge  is  to  maintain  a  growth  orientation  in  a  post  Sarbanes-Oxley 
environment.  Boards  and  management  have  simply  become  much  more  risk-averse  in  this  new 
era.  Increasing  oversight  by  boards  has  led  management  to  spend  a  larger  percentage  of  their 
time  on  risk  aversion  rather  than  growth  initiatives.  In  Washington  Mutual's  case,  there  has  been 
(  a  significant  escalation  in  the  resources  devoted  to  enterprise  risk  management  without  a 

corresponding  increase  in  growth  initiatives.  We  believe  it  is  important  for  the  Board  and 
management  to  consistently  balance  appropriate  risk  management  with  a  focus  on  growing  the 
business.  We  believe  the  pendulum  has  swung  a  little  too  far  to  the  side  of  risk  management 
over  the  last  couple  of  years.  It  is  important  that  we  all  focus  on  growth  initiatives  and  risk 
taking.  Above  average  creation  of  shareholder  value  requires  significant  risk  taking. 

Community  Commitment 

We  will  maintain  our  commitment  to  returning  2%  of  pretax  profits  back  to  the  communities  we 
serve  through  grants,  sponsorships  and  various  programs  designed  to  support  our  education  and 
affordable  housing  initiatives.  We  expect  to  meet  or  exceed  the  $375  billion  ten-year 
commitment  we  made  to  support  lending  in  low-to-moderate  income  neighborhoods. 

Preliminary  Plan  for  2005 

Our  2004  financial  plan  was  built  on  an  assumption  of  a  4.0%,  ten-year  Treasury  yield.  This 
appeared  reasonable  and  even  conservative  throughout  the  first  three  months  of  the  year  when 
interest  rates  fell  to  as  low  as  3.7%.  In  the  second  quarter,  ten-year  interest  rates  jumped  to 
4.85%  and  this  will  have  a  huge  impact  on  our  2004  results  if  rates  remain  at  these  levels  over 
the  balance  of  the  year. 

f  Higher  interest  rates  are  leading  to  greatly  reduced  gain  on  sales  of  mortgages  and  pressures  on 

^-.  our  margins.  These  tidal  wave  impacts  are  overshadowing  our  efforts  to  reduce  costs  and  grow 

other  sources  of  income.  We  are  also  facing  increased  hedging  costs  for  our  MSR  asset  (due  to 
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(  '  ..}         negative  convexity)  and  unusual  volatility  in  MSR  hedge  performance.  Overall,  it  is  shaping  up 
to  be  one  of  the  most  difficult  years  in  many  years.  We  appear  to  be  on  plan  in  managing  the 
things  we  can  control.  But  the  impact  of  changing  interest  rates  could  reduce  2004  earnings  per 
share  significantly  below  our  previous  target  of  $4.40,  which  assumed  a  4.0%  ten-year  Treasury 
yield  Our  current  assessment  is  that  earnings  per  share  may  come  in  closer  to  $3.55  if  the  ten- 
year  Treasury  yield  remains  at  the  4.75%  level. 

We  expect  to  enter  2005  with  mixed  momentum.  We  would  expect  2005  earnings  per  share  to 
increase  to  about  $4.25  with  a  4.75%  ten-year  Treasury  yield.  On  the  plus  side,  we  should  have 
excellent  asset  growth,  low  credit  costs,  good  non-mortgage-related  fee  income  growth  and 
declining  expenses.  On  the  negative  side,  gains  on  mortgage  loan  sales  will  continue  to  be  low, 
loan  servicing  income  will  be  low  (because  of  increased  hedging  costs)  and  the  margins  will  still 
be  pressured  by  increasing  interest  rates. 

In  line  with  our  five-year  plan,  the  following  are  the  assumptions  we  are  using  in  our  planning 
process  for  2005.  We  believe  these  assumptions  are  sound  and  achievable. 

Open  250  new  banking  stores  in  existing  markets.  No  new  market  entries  in  2005. 
Increase  net  checking  accounts  by  at  least  750,000. 
Increase  banking  fee  income  by  10%. 
Increase  deposits  by  $  1 3  billion. 
Increase  consumer  loan  balances  by  $  1 0  billion. 
Increase  non-prime  residential  first  mortgage  portfolio  by  $3.5  billion. 
Increase  multi  family  loan  balances  by  $6  billion. 

Increase  residential  mortgage  portfolio  (primarily  option  ARMs)  by  $25  billion. 
Increase  securities  licensed  bank  personnel  from  about  75  to  about  1,000. 
Increase  assets  under  management  in  the  WM  Group  of  Funds  from  $20  billion  to  $25 
billion. 

Open  30  new  home  loan  centers  (15  Johnson  Development  Centers  &  1 5  regular  HLCs) 
not  including  potential  closures. 
Complete  the  $  1  billion  cost  save  initiative. 

Originate  $223  billion  of  residential  mortgages  (including  Long  Beach). 
Increase  the  loan  servicing  portfolio  to  about  $740  billion,  but  reduce  the  MSR  asset  by 
an  amount  sufficient  to  bring  MSR  related  volatility  down  to  more  acceptable  levels. 
Note  that  net  MSR  balances  will  go  up  in  any  event  if  interest  rates  rise  due  to  mark-to- 
market. 
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By  executing  these  priorities,  we  should  be  able  to  battle  the  higher  interest  rates  and  a  lower 
mortgage  market  and  still  achieve  EPS  growth  in  2005.  Not  only  will  it  likely  be  a  difficult 
operating  environment,  but  a  very  challenging  year  due  to  modest  margin  compression,  reduced 
gain-on-mortgage  sales  and  the  increased  costs  to  hedge  the  MSR  asset.  We  will  strive  to  reach 
EPS  targets,  which  will  range  from  around  $3.57  if  the  ten-year  Treasury  yield  averages  5.25% 
and  the  yield  curve  flattens  to  around  $4.77  if  the  ten-year  Treasury  yield  averages  4.00%. 

While  the  environment  could  change  dramatically  with  a  change  in  interest  rates,  we  have 
assumed  the  following  in  our  planning: 

•  The  mortgage  origination  market  will  contract  from  about  $  1 .9  trillion  in  2004  to  $  1 .7 
trillion  in  2005. 

•  The  economy  will  perform  well,  growing  at  an  approximately  4%  annual  rate. 

•  Housing  will  remain  solid  but  prices  will  be  flat,  reflecting  higher  interest  rates  and  a 
pause  after  hyper  growth  in  2003  and  2004. 

•  Regulators  will  remain  cautious,  but  generally  supportive.  We  do  not  anticipate 
significant  changes  other  than  the  implementation  of  Basel  II. 

•  Somehow,  we  will  get  through  SOX  4044  certifications. 

•  Accounting  policies  will  remain  relatively  constant,  after  a  busy  year  of  adopting  FAS 
133  and  changing  the  accounting  for  mortgage  gains. 

•  Competition  will  remain  fierce.  Large  commercial  banks  will  stay  focused  on  the 
consumer  market  and  the  mortgage  industry  will  go  through  a  price  war  until  excess 
capacity  is  reduced. 

Overall,  2004  and  2005  will  be  challenging  years  for  WaMu.  Despite  our  efforts  to  reduce 
cyclicality,  we  are  still  impacted  significantly  by  interest  rates  and  the  mortgage  market.  We 
believe  we  are  making  excellent  progress  in  improving  the  core  franchise  and  operating 
efficiencies.  But  it  will  take  an  improved  environment  for  these  efficiencies  to  be  reflected  in 
strong  earnings.  It  is  also  noted  that  our  earnings  performance  in  2004  and  2005  will  likely 
under-perform  major  commercial  bank's  earnings  growth.  The  likely  environment  of  higher 
interest  rates  and  a  strong  economy  are  generally  beneficial  to  commercial  banks  but  negative  to 
mortgage  banks.  Because  of  our  above-average  exposure  to  declining  mortgage  banking  and 
little  exposure  to  improving  commercial  and  industrial  lending,  we  will  likely  produce  growth 
below  that  of  the  banking  industry. 

Being  out  of  cycle  with  major  commercial  banks  is  nothing  new  for  Washington  Mutual.  This  is 
an  inevitable  outcome  of  our  strategy.  In  prior  periods,  we  added  greatly  to  shareholder  value  by 
repurchasing  our  stock  at  depressed  levels  and  re-issuing  those  shares  through  acquisitions  at 
higher  price  levels.  We  intend  to  opportunistically  repurchase  our  stock  if  Wall  Street  presents 
us  an  attractive  buying  opportunity. 
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We  have  the  deepest  pool  of  talent  in  the  history  of  the  Company.  While  there  are  always 
opportunities  to  increase  talent,  the  combination  of  recruiting  in  several  key  executives,  plus  the 
maturing  of  our  talent  management  program,  has  given  us  good  bench  strength  in  most  areas. 
We  do  have  some  near-term  concerns  with  senior  management  retention.  Increasing  interest 
rates  reduce  expected  earnings.  Despite  terrific  efforts  to  reduce  costs  and  expand  revenues,  it  is 
possible  that  our  pay  programs  will  produce  below-average  results.  Many  of  our  senior  leaders 
are  recognized  as  top  performers  in  the  industry  and  are  being  heavily  recruited  by  competitors. 
We  need  to  maintain  competitive  pay  programs  and  adjust  the  plans  as  appropriate  to  reflect 
changing  market  conditions. 

It  is  also  noted  that  our  people  have  been  working  extraordinarily  hard  over  a  long  period  of 
time.  Keeping  up  with  rapid  growth,  the  re-fi  boom  of  2001  and  2002,  the  2003  and  2004  cost 
cutting  initiatives  and  the  various  compliance  requirements  have  left  many  people  very  tired. 
Add  the  rumors  of  a  potential  sale  of  the  Company  with  the  cost  cutting  initiatives  and  the 
inevitable  outcome  is  more  uncertainty  and  reduced  employee  morale.  We  need  to  come  out  of 
the  Board  strategic  planning  session  with  a  clear  agreement  on  strategy,  a  commitment  to 
executing  the  strategy  as  an  independent  company,  and  a  robust  communications  plan  for  both 
internal  and  external  audiences. 
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Exhibit  A 
Reported  EPS  Growth  1995 
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Pacific  Plaza,  2001  Junipero  Sena  Boulevard,  Suite  650,  Daly  City,  CA  94014-1976 

P.O.  Box  7165,  San  Francisco,  CA  94120-7165  •  Telephone:  (650)  746-7000  •  Fax:  (650)  746-7001 


West  Region 


June  30, 2004 


MEMORANDUM  FOR: 

FROM: 

SUBJECT: 


Lawrence  Carter,  Examiner-in-Charge^ 

Zalka  A.  Ancely,  Examiner 

Washington  Mutual  Bank,  FA  (#08551) 
Washington  Mutual  Bank,  FSB  (#1 1905) 
Examination  as  of  March  15,  2004 


During  the  examination,  memorandums  were  issued  to  management  presenting  Criticisms, 
Recommendations,  and  Observations.  A  summary  of  the  asset  quality  (and  related)  memorandum's 
and  management  responses  are  as  follows: 

Joint  Memo  #1  -  Counterparty  Risk  Management 

•  Violation  of  Regulation  F  -  Interbank  Liabilities:  Criticism  that  a  Regulation  F  -  Interbank  Liability  Policy  has 
not  been  annually  approved  by  the  Board  of  Directors  as  required  by  regulation.  Also,  there  has  been  no 
quarterly  monitoring  of  the  capital  levels  of  correspondent  banks  with  significant  exposures.  Management 
agrees  with  the  criticism.  By  July  31,  2004  a  formal  policy  will  be  reviewed  and  approved  by  the  Board  and 
quarterly  monitoring  of  substantive  correspondent  bank  exposures  will  begin  with  2nd  quarter  2004  financial 
data. 

•  Global  Review  of  Counterparty  Risk:  Recommendation  to  perform  a  global  review  of  counterparty  risk 
throughout  the  organization,  including  identifying  all  counterparties,  determining  the  level  of  risk  and  the 
adequacy  of  monitoring,  and  determining  if  the  function  should  be  centralized  within  Counterparty  Risk  Credit 
Management.  Management  only  partially  agrees  with  the  recommendation.  Management  agrees  to  centrally 
monitor  and  manage  counterparty  credit  risk  throughout  the  organization.  A  formal  review  to  identify  all 
substantive  counterparty  risk  elements  will  be  started  by  July  31,  2004  and  a  comprehensive  policy  established 
and  implemented  by  December  3 1 ,  2004.  The  response  is  acceptable. 

•  Counterparty  Risk  Policy:  Recommendation  to  amend  the  Counterparty  Risk  Policy  to  include  quarterly  report 
of  top  25  counterparty  exposures,  together  with  a  summary  of  management's  analysis  of  their  credit  risk,  and  to 
report  any  material  violations  of  approved  limits.  Management  agrees  with  the  recommendation  and  the  policy 
will  be  updated  by  December  31,  2004.  Appropriate  risk-based  reporting  will  be  developed  including  updated 
Board  disclosure  by  October  31, 2004. 

•  Annual  Review  of  Counterparties:  Recommendation  to  complete  and  document  annual  reviews  of  approved 
counterparties  using  a  risk-based  approach.  Management  only  partially  agrees  with  the  recommendation  in  that 
the  finding  indicates  there  is  no  effective  system  to  track  and  report  exceptions  to  the  annual  review 
requirements.  Management  indicates  that  in  April  2004,  phase-one  of  the  web-based  credit  platform  was 
released  to  house  all  counterparty  credit  reviews,  related  entity  information,  credit  lines,  exposures,  ratings,  and 
financial  information.  The  new  platform  has  the  functionality  to  track  and  report  review  exceptions. 
Nevertheless,  the  credit  review  process  will  be  addressed  within  the  full  review  and  implementation  of  the 
revised  policy  by  December  31, 2004.  The  response  is  acceptable. 

•  Unlimited  Exception  to  Policy  Authority  For  the  Chief  Credit  Risk  Officer:  Recommendation  to  amend  the 
policy  to  require  that  all  policy  exceptions  above  a  certain  threshold  be  reported  to  an  appropriate  committee  in  a 
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timely  manner.     Management  agrees  with  the  recommendation  and  exception  thresholds  and  required 
notification  and  reporting  will  be  included  in  the  revised  policy  by  December  3 1, 2004. 

•  Excel  and  Web-Based  Credit  Exposure  Models:  Recommendation  to  complete  the  independent  validation, 
parallel  testing,  and  full  implementation  of  these  models  by  December  31,  2004.  Management  agrees  with  the 
recommendation.  Validation  of  the  credit  exposure  models  will  be  done  by  July  31,  2004  and  implementation 
sometime  in  July/August  2004. 

Joint  Memo  #2  -  Credit  Scoring  SUCCESS  Model  for  Consumer  Loan  Product 

Repeat  finding  in  that  three  of  the  four  items  noted  in  the  prior  examination  Joint  Memo  #6  had  not 
been  adequately  addressed,  but  Internal  Audit  had  closed  the  items.  The  repeat  items  pertain  to 
inadequate  vintage  analysis,  dual  scorecard  validation,  and  portfolio  chronology  log.  Overall  credit 
quality  of  the  home  equity  loan  products  remains  good,  but  inadequate  scorecard  monitoring  and 
validation  may  have  led  to  some  deterioration  in  quality  for  recent  volume. 

•  Vintage  Analysis  and  Dual  Score  Validation  for  the  SUCCESS  Scorecard:  Recommendation  to  follow  up  with 
additional  analysis  of  the  deterioration  in  the  ability  of  the  custom  score  to  rank-order  risk.  Analysis  should  be 
followed  up  to  ensure  that  no  changes  to  score  cuts  or  pricing  are  necessary.  Management  only  partially  agrees 
with  the  recommendation  in  that  the  model  is  in  process  of  being  redeveloped  and  through-the-door  and 
approved  FICO  scores  and  CLTVs  have  continued  to  improve  and  portfolio  performance  has  not  shown 
deterioration.  Management  will  implement  an  automated  centralized  credit  scoring  and  portfolio-monitoring 
package  in  the  Enterprise  Modeling  and  Decision  Systems  organization  under  Corporate  Credit  Risk 
Management  and  enhance  its  vintage  MIS  reporting  during  the  2nd  quarter  of  2004.  At  the  same  time, 
management  is  moving  aggressively  forward  with  the  redevelopment  of  the  SUCCESS  model  with  completion 
scheduled  for  August  2004.  However,  the  overall  targeted  completion  date  is  December  31,  2004.  The  response 
is  acceptable. 

•  Portfolio  Chronology  Log:  Recommendation  to  enhance  the  portfolio  chronology  log.  Management  agrees  with 
the  recommendation  and  set  a  targeted  completion  date  of  July  3 1 ,  2004. 

Joint  Memo  #3  -  Residential  Real  Estate  Appraisal  Operations 

•  One-to-Four  Residential  Appraisal  Compliance  Review:  Recommendation  that  USPAP  compliance  at  WAMU 
is  an  ongoing  issue  that  needs  improvement.  Management  agrees  with  the  recommendation  and  provided  July 
and  August  target  dates  for  specific  actions,  however  overall  target  date  is  April  1,  2005  (next  exam  timeline). 

•  Standard  3  Technical  Review  (Report):  Recommendation  to  update  the  report  used  for  reviewing  residential 
appraisals  to  address  the  current  sales  history  reporting  requirements  of  USPAP  and  overall  appraisal  compliance 
with  USPAP.  Management  only  partially  agrees  with  the  recommendation  in  that  an  Appraisal  Procedures 
Bulletin  was  communicated  and  distributed  to  all  reviewers  to  include  a  three  year  sales  history.  While  not 
currently  updated,  the  form  will  be  updated  by  July  15, 2004.  The  response  is  acceptable. 

•  Appraisal  Assignment/Engagement  Request  Form:  Recommendation  that  the  owner's  estimate  of  market  value 
should  be  eliminated  from  the  request  form  in  order  to  prevent  appraiser  independence  from  being  compromised. 
Management  only  partially  agrees  with  the  recommendation  since  it  has  historically  had  little  significance  for 
appraisers  and  there  is  seldom  market  foundation  for  the  estimate.  Nevertheless,  target  date  of  August  15, 2004 
provided  by  management  to  make  system  enhancement  to  eliminate  the  estimate  of  value  from  the  engagement 
letter.  The  response  is  acceptable. 

•  Automated  Valuation  Model  (AVM)  and  Taxed  Assessed  Value  (TAV):  Observation  that  AVM  and  TAV 
documentation  in  loan  files  is  minimal,  but  the  information  is  electronically  stored  on  the  OptisValue  system. 
Interagency  working  group  concluded  an  institution  must  have  a  process  to  validate  and  test  each  type  of  AVM 
used  and  its  credibility;  and,  validate  and  test  the  TAV  process  for  the  validity  and  accuracy  of  the  results  in  each 
county  in  which  it  is  used.  Based  on  the  review  at  this  examination,  what  WAMU  is  doing  is  adequate,  but 
management  must  continue  to  validate  the  AVM/TAV  process  on  a  regular  basis  to  ensure  the  results  of  the 


H 


OTSWME04-0000005358 


Footnote  Exhibits  -  Page  0027 


-3- 

process  are  credible.  Management  agrees  with  the  observation.  Plans  are  to  increase  AVM  audits  to  quarterly, 
AVM  testing  will  still  be  yearly,  and  TAV  audits  will  occur  twice  during  2004. 

Joint  Memo  #4  -  Commercial  Real  Estate  Appraisal  Operations 

•  Quality  Assurance  Report:  Recommendation  to  ensure  that  quality  assurance  reports  comply  with  policy  review 
criteria  and  review  ratings  reported  for  appraisers  and  reviewers  in  all  production  offices,  since  not  all  appraisers 
and  production  offices  were  reviewed  in  the  4th  quarter  2003.  Management  only  partially  agrees  with  the 
recommendation  in  that  the  current  guidelines  were  not  finalized  until  January  2004  and  the  Commercial 
Appraisal  Department  quality  assurance  group  was  not  fully  staffed  in  the  4*  quarter  of  2003.  Management 
established  a  target  date  of  September  30,  2004  to  achieve  the  required  level  of  reviews.  The  response  is 
acceptable. 

•  Appraisal  Engagement  Contract  (Letter  of  Engagement):  Recommendation  to  revise  the  Appraisal  Engagement 
Contract  to  include  both  the  intended  use  of  the  appraisal  and  the  intended  users  of  the  appraisal  report. 
Management  agrees  with  the  recommendation  and  set  a  target  date  of  June  30, 2004. 

•  Complete  Summary  Report  (CSR):  Recommendation  to  revise  this  report  form  to  include  the  definition  of 
market  value,  a  more  comprehensive  scope  of  work  section,  and  the  certification  page  must  include  the 
appraiser's  license  number,  State,  and  expiration  date.  Management  agrees  with  the  recommendation  and  set  a 
target  date  of  June  30,  2004. 

•  Use  of  an  Obsolete  Internal  Evaluation  Form:  Recommendation  to  ensure  the  evaluation  forms  used  to  estimate 
market  value  for  SFR  interim  construction  loans  comply  with  TB  55a  requirements.  Examiners  noted  isolated 
use  of  obsolete  form  by  a  single  individual  at  NOC  in  Dallas.  Management  agrees  with  the  recommendation  and 
a  corrective  procedures  memo  was  distributed  during  the  exam  with  no  further  actions  required. 

•  Discounted  Appraisals  and  the  Calculation  of  Supervisory  LTV. Ratios:  Observation  that  there  is  an  outstanding 
issue  from  prior  examination  concerning  requirement  to  use  discounted  appraisals  for  projects  involving  five  or 
more  units  for  tracking  supervisory  LTV  exceptions.  On  May  14, 2003,  management  had  formally  requested  the 
OTS  to  adopt  guidance  to  clarify  the  issue  in  connection  with  revolving  lines  of  credit  secured  by  subdivisions 
with  five  or  more  unsold  units.  Interagency  appraisal  working  group  has  not  provided  a  response  and  has 
extended  the  estimated  completion  date  to  September  30,  2004.  No  management  response  was  required. 

•  Multi-family  Appraisal  -  Automating  Appraisal  Project:  Observation  that  WAMU  has  initiated  a  project  to 
automate  part  of  the  multi-family  appraisal  process.  Management  must  ensure  that  for  federally  related 
transactions,  all  appraisals  shall,  at  a  minimum,  conform  to  USPAP  requirements.  Management  indicated  that 
the  project  is  specifically  designed  to  meet  all  requirements  of  USPAP  and  FIRREA.  No  management 
response  was  required. 

•  Multi-family  Review  Sampling  Proposal:  Observation  that  the  Commercial  Appraisal  Department  proposes  to 
reduce  the  level  of  multi-family  appraisal  reviews  from  100  percent  to  25  percent  for  those  prepared  by  internal 
staff  appraisers  in  established  markets  with  loan  requests  of  $3  million  or  less  and  LTV's  of  60  percent  or  less. 
Management  requested  OTS  to  review  and  comment  on  the  proposal.  OTS  voiced  no  regulatory  concern  with 
the  proposal  as  presented.  No  management  response  was  required. 

•  Draft  -  Appraisal  Review  Guidelines  for  Commercial  Mortgaged-Backed  Securities  (CMBS)  Loans: 
Observation  that  the  Commercial  Appraisal  Department  has  developed  a  proposed  matrix  for  administrative, 
technical,  field,  and  post  closing  review  of  appraisals  for  CMBS  loans.  Management  requested  OTS  to  review 
and  comment  on  the  proposal.  OTS  voiced  no  material  concerns  or  objections  to  the  proposed  matrix.  No 
management  response  was  required. 

Joint  Memo  #5  -  Long  Beach  Mortgage  Company  Intercompany  Line  of  Credit 

•  Overline  Documentation:  Recommendation  that  all  out-of-formula  situations  be  documented,  documentation 
should  clearly  stipulate  the  reason  for  noncompliance,  how/when  cured,  and  be  reported  to  the  CPC. 
Management  only  partially  agrees  with  the  recommendation  since  overline  and  out-of-formula  are  not  the  same 
and  the  loan  was  never  "overline",  meaning  in  excess  of  committed  line  of  credit.  However,  management  does 
acknowledge  that  the  loan  was  out-of-formula  four  times  since  the  prior  examination,  but  was  cured  within  the 


V'f 

OTSWME04-0000005359 


Footnote  Exhibits  -  Page  0028 


-4- 


allowed  one-day  cure  period;  therefore,  additional  reporting  and  documentation  was  not  deemed  necessary. 
Management  agreed  to  document  all  out-of-formula  situations  on  the  borrowing  base  certificates  and  to  report 
these  to  the  CPC  if  they  exceed  the  allowed  one-day  cure  period.  A  summary  of  out-of-formula  situations  will 
also  be  included  on  the  credit  requests  and  annually  reported  to  the  CPC.  The  target  date  for  completion  is  May 
31,2004.  The  response  is  acceptable. 

•  Borrowing  Base  Certificates  -  Ensuring  Data  Accuracy:  Recommendation  to  implement  a  procedure  to  review 
collateral  information  provided  by  the  Custodian  to  ensure  the  information  is  accurately  reflected  on  the 
borrowing  base  certificates.  On  February  1 1,  2004  the  Custodian  had  incorrectly  included  ineligible  mortgages 
in  the  borrowing  base  and  an  out-of-formula  situation  occurred  without  management's  knowledge.  Management 
agrees  with  the  recommendation  with  a  targeted  completion  date  of  May  31, 2004. 

•  Annual  Due  Diligence  Review:  Recommendation  to  obtain  and  review  LBMC's  policies  and  procedures  on  an 
annual  basis  to  augment  the  arms-length  nature  of  the  affiliated  relationship.  Management  agrees  with  the 
recommendation  and  will  include  the  most  recent  lending  and  investment  policies  in  the  underwriting  files  by 
June  30, 2004. 

•  Certification  of  Borrowing  Base  Certificates:  Recommendation  to  ensure  that  all  proper  signatures  are  obtained 
on  required  documentation.  The  review  found  that  required  individuals  do  not  consistently  sign  the  borrowing 
base  certificates.  Management  agrees  with  the  recommendation  and  hard  signatures  by  facsimile  or  courier  will 
be  obtained  by  May  17,  2004.  Management  will  also  work  with  the  legal  department  to  establish  procedures  to 
allow  for  electronic  submission  of  borrowing  base  certificates. 

Joint  Memo  #6  -  Middle  Market  Business  Lending  Portfolio 

•  Monitoring  Lending  Policy  Exceptions:  Criticism  that  numerous  credits  were  extended  with  exceptions  to 
underwriting  standards  and  there  is  no  method  to  monitor  the  exceptions.  Management  agrees  with  the 
criticism.  New  Credit  Standards  are  being  developed  and  a  Credit  policy  and  Credit  Standards  Exception  Report 
will  be  developed  to  track,  trend,  and  report  true  exceptions.  Target  date  is  December  3 1 ,  2004. 

•  Formal  Goals  and  Objectives:  Repeat  Recommendation  to  develop  formal  written  Front-End  Guidance  for  the 
middle  market  business  lending  segment  of  the  bank.  Management  agrees  with  the  recommendation  and  the 
targeted  date  for  completion  is  September  30, 2004. 

•  Loan  Covenant  Compliance  Monitoring:  Recommendation  to  develop  a  system-wide  automated  system  for 
monitoring  loan  covenant  compliance  to  be  used  by  all  Commercial  Banking  Centers  (CBCs).  Management 
agrees  with  the  recommendation  with  a  targeted  date  of  September  30,  2004  to  determine  what  process  or 
system  to  be  utilized,  and  March  31, 2005  as  a  targeted  implementation  date. 

•  Collateral  Examination  Process:  Recommendation  to  develop  procedures  for  responding  to  collateral 
examination  findings  and  how  to  resolve  any  differences  should  they  occur.  Management  agrees  with  the 
recommendation  and  an  e-mail  will  be  distributed  by  June  30, 2004  to  reiterate  the  process  and  need  to  follow  up 
by  the  Regional  Manager  and  Credit  Administration  to  resolve  issues. 

•  Tracking  Reports  For  Trailing  Documents:  Recommendation  to  develop  procedures  to  ensure  all  CBCs  adhere 
to  internal  guidelines  established  for  addressing  and  clearing  exception  items  that  remain  outstanding. 
Management  agrees  with  the  recommendation  and  revised  procedures  are  targeted  for  September  30,  2004 
addressing  post  closing  exception  items  to  strengthen  management  review  and  ensure  resolution. 

Joint  Memo  #7  -  Small  Business  Lending  Review 

Repeat  finding  in  that  management  has  yet  to  develop  sound  credit  acirninistration  policies  for  this 
small  business  lending  segment.  Although  the  consolidated  portfolio  is  quite  small  at  $217  million 
outstanding  and  another  $221  million  committed  but  unfunded,  management  is  projecting  a  six-fold 
increase  in  lending  volume  to  $360  million  in  2004. 

•  SBL  Lending  and  Credit  Administration  Policies  and  Procedures:  Repeat  finding  that  is  elevated  to  a  Criticism 
that  management  has  yet  to  develop  sound  credit  administration  procedures  and  underwriting  policies  for  SBL. 
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SBL  policies  have  been  in  flux  for  the  last  two  examinations.   Management  agrees  with  the  criticism  and  the 
targeted  completion  date  for  revised  credit  standards  is  August  31, 2004. 

•  Internal  Loan  Grades  and  Corporate  Credit  Review:  Criticism  that  assigned  loan  grades  do  not  accurately 
reflect  the  risk  evident  in  the  portfolio  and  there  is  a  need  to  complete  a  corporate  credit  review  for  this  area. 
Management  agrees  with  the  criticism  and  the  Small  Business  Credit  team  will  work  with  Corporate  Credit  to 
establish  a  methodology  for  assigning  risk  grades  at  origination  and  several  outside  vendors  are  being  reviewed 
regarding  portfolio  management  products  to  score  the  portfolio  on  a  quarterly  basis.  A  corporate  credit  review 
of  the  portfolio  is  scheduled  for  September  2004.  Targeted  completion  date  is  December  3 1, 2004. 

•  Management  Information  Systems:  Recommendation  to  develop  reports  that  will  fully  compare  the  quality  of 
newly  originated  loans  with  those  originated  in  prior  periods.  Management  agrees  with  the  recommendation  and 
is  working  to  refine  the  existing  production  reports  and  portfolio  MIS  to  ensure  use  of  vintage  analysis  and  detail 
of  credit  characteristics.  Targeted  completion  date  is  September  30, 2004. 

•  2004  Front  End  Guidance:  Recommendation  to  expand  the  front-end  guidance  for  SBL  to  include  how  a  six- 
fold increase  in  lending  will  be  generated,  business  channels  to  be  used,  types  of  loans,  staffing  requirements, 
credit  administration  procedures,  and  monitoring  tools.  Management  agrees  with  the  recommendation  and  the 
2005  front-end  guidance  will  include  more  detail  guidance  regarding  small  business  segment.  Targeted 
completion  date  is  March  31, 2005. 

•  FDIC/DFI  Loan  Sample  Review  For  Acquired  SBL  Portfolio:  Observation  that  13  of  the  15  loan  files  requested 
for  review  were  not  provided  during  the  loan  review  time  frame.  Although  a  written  response  was  not  required, 
management  responded  they  would  enhance  the  communication  and  coordination  for  sending  and  receiving  loan 
files.  No  management  response  was  required. 

Joint  Memo  #8  -  Loans  to  "Higher-Risk  Borrowers" 

The  current  level  of  subprime/"higher-risk"  assets  approaches  200  percent  of  WMI's  Tier  1  capital, 
and,  except  for  the  $20  billion  limit  established  for  Specialty  Mortgage  Finance,  the  Board  of 
Directors  have  not  formally  approved  any  limits  for  this  credit  concentration.  There  is  no 
comprehensive,  enterprise-wide  monitoring,  measuring,  or  reporting  on  the  level  of  "higher-risk" 
assets,  nor  has  management  adopted  a  definition  of  the  characteristics  of  a  "higher-risk  borrower". 

•  Definition  of  "higher  risk":  Recommendation  to  specifically  define  "higher  risk"  residential  and  consumer 
borrowers  for  all  single-family  residential  and  consumer  product  types  and  origination  sources.  Management 
agrees  with  the  recommendation  and  set  a  target  date  of  June  30,  2004. 

•  Monitoring,  Measuring,  and  Reporting  the  Level  of  "Higher-Risk"  Assets:  Recommendation  to  measure, 
monitor,  and  report  the  level  of  loans  to  "higher-risk  borrowers"  by  business  line  and  legal  entity  and  to 
aggregate  the  data.  Management  agrees  with  the  recommendation  and  set  a  target  date  of  September  30, 2004. 

•  Concentration  of  Credit:  Recommendation  to  establish  limits  governing  exposure  to  "higher-risk  borrowers"  by 
product  type  and  expressed  as  a  percentage  of  capital  by  legal  entity.  Management  agrees  with  the 
recommendation  and  set  a  target  date  of  September  30, 2004. 

Joint  Memo  #9  -  Subprime  Lending  Strategy 

WMI  continues  to  increase  its  exposure  to  subprime  borrowers  without  an  enterprise-wide,  clearly 
articulated  subprime  lending  strategy.  There  is  a  need  to  develop  a  clear  strategy  document  to  lay  the 
foundation  for  agreement  on  WMI's  role  and  positioning  in  the  marketplace  as  a  subprime  lender. 

•  Subprime  Lending  Strategy:  Recommendation  to  develop  a  subprime  lending  strategy  document  or  policy, 
which  includes  appropriate  segregation  for  FDIC-  and  OTS-regulated  subsidiaries.  Policies,  procedures  and 
standards  should  be  updated  to  reflect  the  subprime  lending  strategy.  Management  agrees  with  the 
recommendation  and  the  strategy  will  be  created  as  a  recommendation  to  the  Board  of  Directors  with  a  target 
date  of  October  3 1 ,  2004. 
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Joint  Memo  #10  -  Specialty  Mortgage  Finance 

Significant  growth  in  the  SMF  purchased  subprime  portfolio  to  $15.6  billion  as  of  February  29,  2004. 
Also,  the  concentration  limit  was  increased  from  $14  billion  to  $20  billion  during  review  period. 

•  Reliance  On  Ameriquest  For  Loan  Purchases  and  Loan  Servicing:  Recommendation  to  develop  and  implement 
a  policy  that  identifies  concentration  limits  and  expands  the  analysis  for  SMF's  counterparty  relationships, 
especially  with  Ameriquest  Management  agrees  the  SMF  business  is  concentrated  with  Ameriquest.  The 
Counterparty  Credit  team  will  undertake  a  full  and  complete  review  of  this  relationship.  This  independent  credit 
analysis  will  be  completed  by  July  31, 2004.  Counterparty  Cried  twill  also  work  closely  with  SMF  management 
to  review  the  entire  business  conducted  with  Ameriquest  A  framework  will  be  developed  to  manage  this 
concentrated  relationship  will  be  completed  by  September  30, 2004. 

•  Management  Information  Reports  for  SMF  Activities:  Observation  that  reports  could  be  enhanced  to  ensure  that 
strong  early  warning  monitoring  capabilities  are  in  place  to  support  the  management  and  growth  of  the  SMF 
portfolio,  including  expanded  use  of  industry  comparisons  and  performance  metrics.  Management  agrees  with 
the  observation  and  an  ongoing  review  of  pool  data  will  be  implemented  by  June  30, 2004. 

Joint  Memo  #11  -  Long  Beach  Mortgage  Company  Management  Reporting 

LBMC's  reporting  to  WMI  senior  management  needs  improvement.  Numerous  errors  in  the  internal 
LBMC  reports  were  disclosed  by  our  review  this  examination  remains  problematic. 

•  LBMC  Report  Errors:  Recommendation  to  implement  new  oversight  and  review  procedures  to  ensure  the 
accuracy  of  future  management  reports,  and  to  resolve  discrepancy  in  delinquency  numbers  noted  by  the 
examiners.  Management  agrees  with  the  recommendation.  Controls  over  financial  and  management  reporting 
to  be  established  and  differences  resolved  by  August  30,  2004,  including  resolving  discrepancy  in  delinquent 
numbers  noted  by  the  examiners.  Comprehensive  publication  of  reports  by  September  30, 2004. 

Joint  Memo  #12  -  Home  Builder  Finance 

As  of  the  date  of  this  memorandum,  management  had  not  responded  to  the  Findings  Memo. 

•  HBF  Inventory  and  Renewal  Monitoring:  Recommendation  to  establish  a  timeline  for  completion  of  inventory 
monitoring  initiative  and  to  track  project  or  unit  renewals  required  beyond  initial  maturities.  Management 

•  Eligibility  and  Portfolio  Diversification  Standards  For  Borrowing  Base  and  Unsecured  Facilities: 
Recommendation  to  establish  specific  borrower  eligibility  criteria  and  concentration/diversification  standards  for 
unsecured  and  borrowing  base  facilities.  Management 

•  Credit  Standards/Procedures  For  Borrowing  Base  and  Unsecured  Facilities:  Recommendation  to  expand  credit 
policies  and  procedures  to  reflect  actual  lending  practices  and  identify  risk  tolerances.  Credit  policies  should 
also  include  minimum  acceptable  underwriting  standards,  terms,  and  conditions  with  clear  and  measurable  credit 
criteria  as  advocated  by  the  Interagency  Real  Estate  lending  Guidelines.  Management 

•  WL  Homes,  LLC  Borrowing  Base  Line:  Recommendation  to  improve  underwriting  and  handling  practices  for 
WL  Homes,  LLC.  Management 

Joint  Memo  #15  -  Credit  Scoring  -  SUCCESS  and  Transitional  Proprietary  Models 

Management  has  elected  to  develop  the  bank's  own  scoring  models  for  residential  lending  in  addition 
to  the  SUCCESS  scorecard  used  in  consumer  lending.  With  the  assistance  of  the  Portfolio  Defense 
Group,  the  Proprietary  Model  (PM),  and  subsequently  the  Transitional  Proprietary  Model  (TPM), 
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was  developed.  Management  is  currently  developing  PM.2,  which  will  eventually  replace  TPM. 
This  finding  provides  additional  comments  to  those  offered  in  Joint  Memo  #2  -  Credit  Scoring 
SUCCESS  model. 

•  Policy  Guidelines:  Recommendation  to  enhance  and  consolidate  policy  guidelines  into  a  single  policy 
governing  the  credit  scoring  function.  Specific  items  were  recommended  for  the  consolidated  policy,  including 
the  responsibility  of  the  Board  of  Directors  and  senior  management.  Management  only  partially  agrees  with  the 
recommendation  in  that  they  do  not  believe  that  specific  approval  authority  for  individual  credit  scoring  models 
need  to  be  approved  by  the  Board  of  Directors.  Nevertheless,  management  agrees  that  a  single  revised  policy  is 
appropriate  and  set  a  target  date  of  September  30, 2004.  The  response  is  acceptable. 

•  SUCCESS  Model  Definition  of  a  "Bad"  Account:  Recommendation  to  use  a  "two-track"  approach  to  the  "bad" 
account  definition  to  differentiate  the  use  for  credit  scoring  models  (60  days)  versus  Basel  II  purposes  (90  days). 
Management  already  established  a  "two-track"  approach  for  time  horizon;  credit  scoring  models  (24  months) 
versus  Basel  II  (12  months).  Management  agrees  with  the  recommendation  and  will  maintain  a  degree  of 
independence  for  performance  definitions  and  outcome  periods  between  credit  scoring  models  and  Basel  II 
implementation.  Target  date  is  September  30,  2004. 

•  SUCCESS  Dual  Score  Approval  Matrices:  Recommendation  to  revise  procedures  for  use  of  dual  matrix  scoring 
systems  to  require  documentation  of  how  matrix  grades  and  score  cuts  are  determined.  Management  agrees  with 
the  recommendation  and  will  document  the  process  in  its  policy  by  October  30, 2004. 

•  TPM  Definition  of  a  "Bad"  Account:  Recommendation  to  use  a  "bad"  definition  of  90  days  or  more  past  due  for 
the  TPM  model,  rather  than  the  current  definition  of  "an  account  which  becomes  REO",  which  is  extremely 
restrictive  and  impacted  by  the  bank's  practice  of  selling  loans  before  they  migrate  to  REO.  Management  agrees 
with  the  recommendation  with  a  targeted  date  of  June  30,  2004. 

•  TPM  and  Loan  Purpose:  Recommendation  to  analyze  and  compare  the  performance  of  the  two  approaches 
being  considered  (separate  models  or  separate  approval  grids)  for  different  loan  purposes  (refinance,  cash-out 
refinance,  and  purchases)  that  have  different  risk  profiles  and  must  be  treated  differently.  Management  agrees 
with  the  recommendation  with  a  target  date  of  September  30, 2004. 

•  Model  Development  Timetable:  Observation  that  implementation  and  development  timetables  appear  aggressive 
given  the  redevelopment  of  SUCCESS,  development  of  PM.2,  and  new  models  planned  for  Small  Business, 
Multi-Family,  and  Credit  Cards  all  by  the  2nd  quarter  of  2005.  Management  agrees  with  the  observation  and  will 
create  an  overall  project  plan  by  August  3 1 ,  2004. 

Joint  Memo  #19  -  Corporate  Risk  Oversight 

Since  the  initiatives  for  the  Corporate  Risk  Oversight  areas  for  both  the  Consumer  and  Commercial 
Group  have  not  yet  been  implemented,  our  review  of  the  effectiveness  of  the  proposal  was  limited. 
Our  review  focused  on  those  proposals  that  were  initiated  previously  for  the  credit  review  function. 
Copy  of  this  memo  also  goes  to  the  Finance  Committee. 

•  Management  Response  to  Corporate  Risk  Oversight  Reports:  Criticism  concerning  pattern  of  untimely 
management  responses  to  corporate  credit  reports.  Requirement  that  a  monitoring  mechanism  be  implemented 
to  enable  the  Finance  Committee  to  track  compliance  with  planned  reviews,  management  responses,  and 
corrective  actions.  Management  agrees  with  the  criticism  and  immediate  action  included  several  changes  to 
assist  the  business  units  in  providing  timely  responses.  Changes  include  both  a  short-term  action  plan  and  long- 
term  Global  issues  tracking  mechanism  under  development  in  the  Enterprise  Risk  Management  Group.  Targeted 
completion  date  is  August  30, 2004. 

•  2003/2004  Review  Plan  Objectives:  Recommendation  for  the  Finance  Committee  to  approve  changes  to  plan 
objectives  and  scope  of  reviews.  The  department  did  not  meet  the  initial  Review  Plan  objectives  for  2003  and 
many  reviews  were  changed  from  a  full  Comprehensive  Review  to  a  Target  Review  with  no  raring  assigned 
despite  significant  issues  being  disclosed.  Management  only  partially  agrees  in  that  quarterly  changes  in  risk 
profile  and  the  Review  Plan  are  communicated  to  the  Finance  Committee.  Nevertheless,  management  agrees  to 
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enhance  reporting  structure  to  the  Finance  Committee  and  implement  a  process  to  elevate  significant  issues 
disclosed  in  target  reviews  and  provide  risk  based  rating  for  these  issues.  Targeted  completion  date  is  September 
30, 2004.  Response  is  acceptable. 

•  Consumer  Risk  Oversight  Proposal:  Recommendation  to  establish  calendar  dates  when  credit  reviews  are  to  be 
performed  by  the  Consumer  Risk  Oversight  group  and  incorporate  these  dates  into  the  Review  Plan  for  Finance 
Committee  approval.  Additionally,  OTS  commented  that  the  goals  and  objectives  for  the  consolidation  of  all 
QA  functions  and  compliance  testing  is  a  significant  undertaking.  The  transition  plan  and  dates  established  for 
the  realignment  of  the  Consumer  Risk  Oversight  area  appear  optimistic.  Management  agrees  with  the 
recommendation  with  a  targeted  implementation  date  of  July  31, 2004.  Monthly  updated  will  be  provided  to  the 
Finance  Committee  regarding  progress  with  the  transition  plan. 

•  Counterparty  Risk  Review:  Recommendation  that  a  review  of  the  counterparty  risk  area  be  conducted  in  2004. 
Management  agrees  to  conduct  a  review  of  counterparty  risk  with  a  targeted  completion  date  of  September  30, 
2004. 

•  Credit  Review  Function:  Observation  that  the  credit  review  function  has  evolved  with  the  formation  of  the 
Corporate  Risk  Oversight  group  and  Problem  Loan  Review  to  supplement  those  reviews  conducted  at  the  NOC. 
With  the  corporate  restructuring,  corporate-wide  Policy  and  Credit  Standards  should  reflect  the  types  of  reviews 
being  conducted  and  responsible  party  conducting  these  reviews  for  the  corporation.  No  management  response 
was  required. 

Joint  Memo  #20  -  Third  Party  Originators  (TPO)  Performance  Review  Committee 

WAMU  acquires  the  majority  of  its  home  loans  through  mortgage  brokers  and  correspondent  lenders 
(Third  Party  Originator  or  TPOs).  There  are  approximately  20,000  such  TPOs  and  oversight  of  their 
performance  is  complex. 

•  Scope  of  TPO  Committee:  Recommendation  to  extend  the  scope  of  the  TPO  committee  to  include  the  Mortgage 
Banking  Finance  (MBF)  lending  program  and  incorporate  information  about  brokers  receiving  credit  from  MBF 
into  the  Seller  Tracking  and  Risk  System  (STARS).  Management  agrees  with  the  recommendation  and  will 
evaluate  the  most  effective  approach  for  inclusion  of  this  information.  Targeted  development  date  is  November 
30,  2004. 

•  STARS  -  Correspondent  Application  Enhancement  and  Documentation:  Recommendation  to  enhance  STARS- 
Correspondent  to  incorporate  the  reports  required  to  support  the  TPO  committee  and  to  review  documentation  to 
ensure  that  a  different  person  can  perform  the  current  inquiry  function  if  necessary.  Management  only  partially 
agrees  with  the  recommendation  due  to  the  costs  and  likelihood  of  definitional  and  formatting  changes  in  reports 
to  support  the  TPO  committee  and  determination  it  is  more  effective  to  generate  the  reports  in  a  non-production 
analytics  environment  rather  than  hard  coded  into  the  application.  Management  agrees  to  sufficiently  document 
the  current  inquiry  process  and  the  underlying  data  in  STARS-Correspondent  will  be  migrated  to  a  non- 
production  analytics  environment  by  September  30,  2004.  The  response  is  acceptable. 

•  STARS  Post  Implementation  Review:  Recommendation  to  complete  a  post  implementation  review  of  STARS. 
Management  agrees  with  the  recommendation  with  a  targeted  completion  date  of  December  3 1, 2004. 

Joint  Memo  #22  -  National  Operations  Center  Recordkeeping 

Transition  of  commercial  real  estate,  multi-family,  and  commercial  real  estate  construction  servicing 
at  the  NOC  is  relatively  complete,  but  considerable  work  still  needs  to  be  done  on  file  documentation 
and  inputting  information  in  systems. 

•  File  Organization  and  Documentation:  Recommendation  to  organize  files  in  a  standardized  fashion  at  the  NOC 
and  to  inventory  files  to  ensure  critical  credit  information  is  contained  therein.  CRE,  commercial  construction, 
and  HBF  loan  files  were  disorganized  and  lacked  important  credit  information.  Management  only  partially 
agrees  with  the  finding  in  that  they  feel  that  the  sampling  of  commercial  construction  files  (three)  did  not 
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adequately  reflect  the  status  of  files.  Management  responded  that  the  other  files  will  be  restacked  by  Jury  31, 
2004  and  a  document  level  tracking  system  is  planned  for  implementation  by  the  1st  quarter  of  2005.  The 
response  is  acceptable. 

•  CREAM  and  Filenet  Loan  Monitoring  and  Servicing  Systems:  Recommendation  to  inventory  the  information 
contained  within  these  systems,  determine  what  information  is  needed  for  individual  borrowers,  and  ensure  the 
data  is  available.  Information  used  to  track  and  monitor  borrowers  on  these  systems  is  often  incomplete. 
Management  agrees  with  the  recommendation  with  a  targeted  date  of  January  15, 2005. 

Joint  Memo  #23  -  Loan  Pricing 

•  Pricing  of  Saleable  Fixed-Rate  Loans:  Recommendation  to  reassess  the  loan  pricing  for  loans  originated 
through  the  correspondent  and  wholesale  channels  along  with  the  profitability  goals  of  these  channels.  Recent 
reports  indicate  that  certain  types  of  loans  produced  though  the  correspondent  channel  have  been  priced  at  a  loss 
or  unacceptably  low  profitability.  Management  only  partially  agrees  with  the  recommendation  in  that  these 
channels  add  value  that  is  not  captured  in  the  gain  on  sale,  such  as  captive  reinsurance,  servicing  efficiencies, 
and  reduced  guarantee  fees  due  to  volumes  delivered  to  GSEs.  Management  will  continue  to  review  both  gain 
on  sale  and  overall  strategic  value  of  these  channels,  and  develop  products  that  will  enhance  the  profitability  of 
these  channels  for  saleable  loans,  such  as  new  production  compensation  plan,  ALT-A  product,  and  AUS  for 
Option  ARMs,  with  a  target  date  of  December  30, 2004.  The  response  is  acceptable. 

•  Product  Lines:  Recommendation  to  simplify  product  lines  and  to  automate  much  of  the  pricing  rules  now 
incorporated  in  the  pricing  manual.  Currently  the  number  of  products  approximates  190  and  the  pricing  manual 
used  to  administer  pricing  for  these  products  approximates  300  pages.  Management  agrees  with  the 
recommendation  with  a  target  date  of  December  3 1 ,  2004. 

Joint  Memo  #24  -  Mortgage  Service  Delivery 

•  Customer  Complaints:  Recommendation  to  develop  a  comprehensive  report  for  customer  complaints  that  is  in 
one  place.  Management  agrees  with  the  recommendation  and  will  look  at  technology,  metrics,  and  the 
ownership  of  the  function  to  continue  to  evolve  this  activity.  Various  interim  target  dates  are  established  starting 
with  working  groups  to  evaluate  current  systems  by  3"1  quarter  of  2004  and  to  begin  implementation  of  refined 
process  and  reporting  by  2ni  quarter  of  2005.  (The  response  is  also  provided  in  Compliance  Joint  Memo  #8  - 
Fair  Lending  Review). 

•  Vendor  Management:  Recommendation  to  enhance  practices  and  processes  for  monitoring  and  assessing  vendor 
performance,  including  "best  practices".  Management  agrees  with  the  recommendation  and  will  establish  a 
vendor  management  program  for  all  of  Service  Delivery.  Targeted  completion  date  is  December  3 1 ,  2004. 

•  Default  Management:  Recommendation  to  designate  a  regulatory  compliance  liaison  for  Default  Management 
and  to  ensure  that  material  strategies  within  Default  Management  are  reviewed  by  the  Regulatory  Compliance 
Department.  Management  only  partially  agrees  in  that  they  feel  that  most  of  the  items  mentioned  are  already  in 
place.  Nevertheless,  plans  are  to  hire  a  Business  Unit  Compliance  Officer  responsible  for  monitoring  and 
supporting  all  Service  Delivery  compliance  operations,  including  Default  Management  Target  date  to  hire  loan 
servicing  Business  Unit  Compliance  Officer  is  July  31, 2004.   The  response  is  acceptable. 

•  MSD  Regulatory  Relations  Department:  Recommendation  to  maintain  a  central  repository  of  all  documents 
pertaining  to  MSD  and  develop  a  comprehensive  report  that  captures  relevant  internal  and  external  audit  review 
findings  pertaining  to  MSD.  Management  agrees  with  the  recommendation  and  will  establish  a  central 
repository  by  July  31,  2004  and  develop  and  implement  a  tracking  tool  by  September  30,  2004.  However,  a 
corporate-wide,  web-based  issue  control  tool  known  as  the  Enterprise  Risk  Issue  Control  System  (ERICS)  is 
being  developed  with  a  target  date  of  March  31, 2005. 

Joint  Memo  #25  -  Data  Quality  Initiative 

•  Data  Quality  Pertaining  to  Mortgage  Loans:  Recommendation  to  evaluate  critical  data  information  to  ensure 
data  integrity,  including  expanding  the  process  to  obtain  current  credit  scores  to  include  LSBO.   Data  in  loan 
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systems  and  databases  appear  to  contain  many  errors  and  omissions;  especially  credit  scores.  Management  only 
partially  agrees  in  that  there  are  some  circumstances  where  the  lack  of  credit  scores  is  legitimate  (foreign 
nationals,  etc.),  and  mat  the  process  for  capturing  credit  scores  for  LSBO  loans  has  been  in  production  for 
several  years;  therefore,  expanding  the  credit  score  "refresh"  is  not  required.  However,  management  responded 
that  a  critical  data  element  project  for  Consumer  Group  Lending  is  being  re-initiated  with  interim  step  target 
dates  of  December  3 1 ,  2004  and  overall  completion  date  of  October  3 1 ,  2005 .    The  response  is  adequate. 

OTS  Memo  #1  -  Mortgage  Banker  Finance 

•  Monitoring  Reports  on  Subprime  Credit  Exposure:  Criticism  that  the  ProMerit  system  needs  to  be  enhanced  to 
improve  management  reports  related  to  the  monitoring  of  subprime  credit  exposure.  Management  agrees  with 
the  criticism  and  the  ProMerit  system  is  to  be  upgraded  by  September  30, 2004. 

•  MBF  Policies  and  Procedures:  Recommendation  that  policies  and  procedures  need  to  be  enhanced  concerning 
discussion  of  Early  Purchase  Facilities  (EPF)  and  Flex-EPF  programs  and  that  management  needs  to  be  more 
proactive  to  ensure  policies,  procedures,  and  standards  are  current  and  reflect  actual  practices.  Management  only 
partially  agrees  with  the  recommendation  because  credit  procedures  for  these  programs  were  approved  through 
a  documented  internal  approval  process.  However,  management  states  that  the  credit  approval  process  took 
longer  than  optimally  it  should  have;  therefore,  the  approval  process  will  be  streamlined  and  staff  added  to  the 
credit  procedures  team  by  June  30,  2004.  Also,  management  states  that  credit  procedures  and  portfolio 
management  will  be  revised  and  enhanced  by  July  31,  2004.  The  response  is  acceptable. 

OTS  Memo  #2  -  Residential  Quality  Assurance 

RQA  reviews  of  newly  originated  loans  indicated  a  high  level  of  unacceptable  credit  quality  ratings 
related  to  the  number  of  critical  errors  found.  Realignment  of  quality  assurance  functions  that  will  be 
centralized  into  one  group,  Consumer  Risk  Oversight,  is  currently  in  process. 

•  Update  of  Matrices  Used  by  RQA  and  CRO  to  Track  Findings  and  Corrective  Actions:  Recommendation  that 
Consumer  Risk  Oversight  group  or  a  third  party  should  update  matrices  used  to  track  findings  and  corrective 
actions  rather  than  the  respective  channel  management.  Management  agrees  with  the  recommendation  and  a 
revised  process  is  to  be  developed  by  June  30,  2004. 

•  Outdated  RQA  Policies  and  Procedures  Posted  on  the  Intra-net:  Recommendation  to  update  the  RQA  policies 
and  procedures  posted  on  the  intra-net  Management  agrees  with  the  recommendation  and  new  policies  and 
procedures  will  be  completed  by  September  30,  2004  as  part  of  the  consolidation  of  quality  assurance  functions 
into  the  Consumer  Risk  Oversight  group. 

•  Communication  of  Examination  Findings:  Recommendation  that  all  reports  issued  by  the  Consumer  Risk 
Oversight  group  should  be  distributed  to  senior  management  and  the  Finance  Committee  and  that  the  reports 
should  be  reviewed  for  accuracy  and  reflect  any  changes  that  may  have  been  made  to  these  reports. 
Management  agrees  with  the  recommendation  and  a  schedule  of  reports  with  distribution  lists  will  be  developed 
by  July  31, 2004. 

OTS  Memo  #3  -  Servicing  Quality  Assurance 

SQA  is  now  part  of  the  Consumer  Risk  Oversight  group.  SQA  performs  monthly  and  quarterly 
reviews  of  compliance  with  investor  servicing  requirements  for  FHA  and  VA  loans,  loans  serviced 
for  government  sponsored  enterprises,  private  investors,  and  the  owned  portfolio. 

•  Scope  of  SQA  Reviews:  Recommendation  that  the  scope  of  SQA  reviews  should  be  expanded  to  include  key 
servicing  functions  not  currently  reviewed  by  SQA.  Management  only  partially  agrees  with  the 
recommendation  in  that  loans  serviced  for  GNMA  are  addressed  in  a  government  insured  testing  program. 
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Neveitheless,  management  stated  that  the  scope  and  testing  programs  for  SQA  reviews  will  be  expanded  and  an 
early  warning  indicator  system  will  be  developed  by  March  31, 2005.  The  response  is  acceptable. 

•  Washington  Mutual  Mortgage  Securities  Corporation  (WMMSC):  Recommendation  that  the  scope  of  SQA 
should  be  expanded  to  include  a  review  of  WMMSC's  policies,  procedures,  and  practices  related  to  its 
responsibility  for  oversight  arid  monitoring  of  third  party  servicers.  Management  agrees  with  the 
recommendation  with  a  target  date  of  December  31,  2004  for  development  and  implementation  of 
comprehensive  testing  programs  for  WMMSC,  FHLB,  and  loans  serviced  by  others.  Additional  staff  is  also 
being  recruited. 

•  Reporting  of  SQA  Findings  to  Senior  Management:  Recommendation  that  the  timeliness  of  SQA  reports  needs 
improvement.  Senior  management  executive  summary  reports  and  tracking  reports  issued  by  SQA  have  not 
been  timely  and  have  not  been  issued  since  November  2003.  Management  agrees  with  the  recommendation 
and  all  outstanding  reports  and  testing  completed  in  June  are  to  be  published  by  July  15,  2004  and  all  future 
reports  within  15  business  days  of  completion  of  field  testing. 

•  Distribution  Lists  of  Pertinent  Reports:  Recommendation  that  SQA  be  on  the  distribution  list  for  various 
reports  that  document  concerns  in  the  servicing  area.  Management  agrees  with  the  recommendation  with  a 
target  date  of  July  31,  2004. 

OTS  Memo  #4  -  Washington  Mutual  Mortgage  Securities  Corporation  (WMMSC) 

WMMSC  master  servicing  portfolio  approximates  $103  billion  as  of  March  31,  2004.  WMMSC 
performs  master  servicing  functions  for  this  portfolio,  including  overseeing  and  monitoring  third 
party  servicers.  Internal  audits  disclosed  continuing  control  deficiencies  pertaining  to  Sporty,  a 
network  file  server,  that  provides  the  operating  platform  for  several  separate  applications/data  bases. 
A  Sporty  second  generation  upgrade  has  been  placed  on  hold,  but  a  Sporty  1  G  Remediation  Project 
is  currently  being  developed  to  address  the  internal  audit  issues. 

•  WMMSC  Policies,  Procedures,  and  Practices:  Recommendation  to  amend  policies  to  include  verification  of 
D&O  liability  insurance  in  on-site  reviews  of  third  party  servicers  and  that  blank  fields  on  the  Servicing  Process 
Review  forms  should  be  completed.  Also  desk  audits  of  third  party  servicers  did  not  indicate  mat  a  depository 
rating/score  was  obtained  as  required  by  policy.  Management  only  partially  agrees  with  the  recommendations 
with  exception  to  a  statement  that "...  the  relevant  data  was  obtained  and  reviewed,  and  that  the  data  sources  had 
simply  been  omitted."  Instead,  management  indicated  the  statement  should  have  correctly  stated  that  "...  the 
data  was  obtained,  reviewed  and  is  retained  in  the  applicable  files  currently,  however,  the  data  sources  were  not 
listed  on  the  review  form."  Nevertheless,  management  agreed  to  update  the  applicable  policies  and  procedures, 
and  the  IDC  rating  will  be  verified  for  all  new  and  already  completed  desk  audits  in  2004.  Target  completion 
date  is  August  31, 2004.  The  response  is  acceptable. 

•  WMMSC  Internal  Controls:  Recommendation  that  management  should  continue  to  monitor  the  status, 
timeliness,  and  efficacy  of  corrective  actions  concerning  internal  control  weaknesses  still  outstanding  and  the 
completion  of  the  Sporty  1  G  Remediation  project.  Management  agrees  with  the  recommendation  and  will 
continue  to  monitor  the  status,  timeliness,  and  effectiveness  of  such  actions  with  a  targeted  completion  date  of 
October  31, 2004. 

OTS  Memo  #5  -  SFR  Loan  Origination  Quality 

Past  examinations  concentrated  on  assessing  underwriting  analysis  documented  in  loan  files.  Since 
prior  examinations  and  internal  reports  have  already  established  that  underwriting  concerns  exist,  file 
review  was  not  conducted  during  the  2004  examination.  For  this  examination,  OTS  concentrated  on 
reviewing  and  assessing  internal  processes  that  may  contribute  to  underwriting  concerns. 


'/< 


/If 
OTSWME04-0000005367 


Footnote  Exhibits  -  Page  0036 


-12- 


Consumer  Group  Goals:  Recommendation  that  the  Consumer  Group  should  establish  and  quantify  goals  with 
respect  to  desired  asset  quality  and  communicate  the  expectation  to  those  involved  in  the  production  process. 
Management  only  partially  agrees  with  the  recommendation  in  that  a  target  ratio  of  non-performing  loans/total 
loans  of  less  than  1  percent  has  already  been  established  by  Consumer  Group  Credit  Risk  Management 
Nevertheless,  by  September  30, 2004  management  will  establish,  quantify,  and  communicate  a  Consumer  Group 
goal  with  respect  to  asset  quality  as  part  of  the  overall  strategic  objectives/goals.  The  response  is  acceptable. 
Metrics  Used  to  Monitor  Performance  in  the  Loan  Fulfillment  Centers:  Recommendation  to  track  performance 
with  sufficient  detail  and  frequency  to  trace  problems  to  specific  channel  and  LFC  and  to  effect  the  desired 
change  in  underwriting.  Management  agrees  with  the  recommendation.  Targeted  completion  date  of  July  30, 
2004  for  the  identification  of  risk  metrics  and  the  establishment  of  risk  tolerance  and  performance  standards. 
Targeted  completion  date  of  September  30,  2004  for  implementation  of  the  revised  performance  measurement 
standards. 

Incentive  Compensation  For  Loan  Fulfillment  Centers:  Recommendation  to  enhance  the  incentive 
compensation  plan  for  the  LFCs  manager  position  to  more  heavily  emphasize  credit  quality  concerns. 
Management  agrees  with  the  recommendation  with  various  individual  target  dates  from  July  1,  2004  to  January 
1, 2005  pertaining  to  enhancing  the  incentive  compensation  plan. 

Management  Support  For  Loan  Fulfillment  Centers:  Recommendation  that  management  should  provide 
additional  support  to  the  LFCs  to  help  implement  policy  and  procedure  changes,  including  the  writing  of  desk 
procedures  for  each  position  in  the  LFCs  and  revise  these  desk  procedures  concurrently  with  each  notice  of  a 
policy  or  procedural  change.  The  timeliness  and  adequacy  of  training  should  also  be  reviewed.  Management 
only  partially  agrees  with  the  recommendation  in  that  there  are  several  techniques  in  place  to  lessen  the  impact 
of  changes  to  both  LFC  management  and  staff,  including  following  up  large  impact  changes  with  meetings  and 
training  to  ensure  the  changes  are  communicated  to  all  applicable  levels.  Nevertheless,  management  provided  a 
July  31,  2004  target  date  to,  1)  continue  to  ensure  all  policies  are  rolled  out  with  as  much  notice  as  possible,  2) 
utilize  LFC  team  meetings  to  review  and  train  on  new  policies  and  procedures,  3)  continue  to  issue  HLPAs 
weekly  with  a  two  week  implementation  window  prior  to  effective  date  of  changes,  and  4)  utilize  channel 
management  communication  avenues  to  refresh  and  re-enforce  communications  on  a  monthly  basis.  The 
response  is  acceptable. 
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Washington  Mutual,  Inc. 
Washington  Mutual  Bank,  FA 

Finance  Committee 
Minutes 


Date  &  Place:  January  18, 2005 

Washington  Mutual  Tower,  15th  floor  Boardroom 
Seattle,  Washington 

Attendance: 

Members  Present: 

Margaret  Osmer  McQuade 
Phillip  D.  Matthews 
Michael  K.  Murphy,  Chair 
Mary  E.  Pugh 
William  G.  Reed,  Jr. 
William  D.  Schulte 

Members  Absent:  Stephen  E.  Frank 

Also  Present: 

SeanBecketti  Melissa  R.  Martinez 

Hugh  F.  Boyle  Joseph  P.  Mattey 

Thomas  W.  Casey  Michelle  McCarthy 

Craig  J.  Chapman  Anthony  T.  Meola 

William  W.  Green,  Jr.  Stephen  J.  Rotella 

MarkR.Hillis  Craig  E.  Tall 

Kerry  K.  Killinger  Susan  R.  Taylor,  Secretary 

James  G.  Vanasek 


The  Finance  Committee  of  Washington  Mutual,  Inc.  ("WMI"  or  the  "Company")  met 
concurrently  with  the  Finance  Committee  of  Washington  Mutual  Bank,  FA  ("WMBFA") 
on  January  1 8, 2005.  The  meeting  took  place  at  the  Company's  boardroom  in  Seattle, 
Washington. 

Mr.  Michael  K.  Murphy,  the  Committees'  Chairman,  called  the  meeting  to  order  at 
10:00  a.m. 

Minutes  from  December  21.  2004  Meeting 

Upon  a  motion  duly  made  by  Ms.  Pugh  and  seconded  by  Ms.  Osmer  McQuade,  the 
minutes  from  the  December  21, 2004  meeting  were  approved. 
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Mr.  Murphy  then  noted  that  because  Mr.  Frank  had  not  yet  arrived  due  to  his  attendance 
at  the  Human  Resources  Committee  meeting,  he  would  like  the  order  of  the  items  on  the 
agenda  to  shift  to  accommodate  Mr.  Frank's  possible  attendance  towards  the  end  of  the 
meeting.  The  minutes  below  reflect  the  order  in  which  items  were  presented  and 
discussed. 

WMI  and  WMBFA  Finance  Committee  Charters 

Ms.  Taylor  presented  suggested  changes  to  the  charters  for  the  Committee  members  to 
consider  as  part  of  their  annual  review  of  the  charters.  Upon  a  motion  duly  made  and 
seconded,  the  Committees  agreed  to  recommend  the  proposed  changes  to  the  full  Boards 
for  adoption. 

Committee  Checklist 

Ms.  Taylor  reviewed  the  proposed  checklist  with  the  Committee  for  2005. 

WMBFA  Credit  Standards 

Mr.  Green  reviewed  the  Credit  Standards  that  were  newly  adopted  or  modified  by  the 
Credit  Policy  Committee  during  the  fourth  quarter  of  2004. 

Corporate  Credit  Highlights 

Mr.  Green  reviewed  the  Corporate  Credit  Highlights  for  the  fourth  quarter  of  2004, 
noting  trends  and  implications.  Several  of  the  Directors  asked  questions  of  management 
concerning  the  outlook  for  credit  quality  and  the  implications  of  possibly  increasing  the 
concentration  of  loans  to  higher  risk  borrowers.  Mr.  Vanasek  reviewed  some  of  the 
economic  factors  that  underlie  both  current  borrower  behavior  and  current  lender 
decision  making  and  product  offerings.  He  described  some  of  the  possible  scenarios  that 
might  result  if  economic  factors,  such  as  interest  rates,  employment  rates  or  the  housing 
market,  should  change.    In  response  to  a  question  from  Ms.  Pugh,  Mr.  Hillis  described 
the  progress  made  by  the  credit  group  with  simplifying  and  automating  the  underwriting 
standards  and  process  so  that  exceptions  will  be  reduced.  Mr.  Hillis  described  some  of 
the  analytics  and  strategies  used  by  the  credit  risk  management  group  to  assess  and 
manage  credit  risk,  including  sales  of  problem  loans.  Mr.  Meola  commented  on  the 
advantages  of  the  automatic  decision  process.  Mr.  Rotella  stressed  the  importance  of 
relying  on  the  right  tools  and  analytics  to  maximize  our  opportunity  in  this  market.  Mr. 
Vanasek  noted  that  the  proper  provisions  and  limits  will  be  necessary  components  of  a 
successful  strategy. 

Corporate  Risk  Oversight  Highlights 

Ms.  Martinez  reviewed  the  contents  of  the  presentation  entitled,  "Corporate  Risk 
Oversight  Highlights  December  2004."  She  reported  that  although  the  Continuous 
Comprehensive  reviews  are  in  process,  no  ratings  are  being  delivered  to  the  Committee 
pending  further  review  of  the  rating  structure.  Ms.  Martinez  reported  on  some  of  the 
comprehensive  testing  results,  noting  that  results  in  multi-family  lending  and  home  loans 
are  good,  while  issues  remain  in  Long  Beach  Mortgage  Company  and  the  retail  channel. 
In  response  to  a  question  from  Ms.  Osmer  McQuade,  Ms.  Martinez  noted  that  compliance 
at  Long  Beach  is  improving  now  that  staff  turnover  has  decreased  although  there  is  still  a 
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lag  due  to  training  time.  Overall  compliance  is  progressing  well.  Ms.  Martinez  reported 
on  the  status  of  those  corporate  risk  oversight  examination  matters  requiring  board 
attention.  Ms.  Martinez  noted  that  there  were  no  material  issues  regarding  untimely  or 
inadequate  responses  to  report. 

Fourth  Quarter  Allowance  for  Loan  and  Lease  Loss  Analysis 

Mr.  Green  reported  on  the  fourth  quarter  allowance  for  loan  and  lease  losses  ("ALLL"). 

There  were  no  significant  changes. 

Status  of  Prepayment  Methodology  Project 

Mr.  Beckett'  told  the  Committee  that  he  had  been  hired  by  the  Company  in  July  of  2004 
to  strengthen  the  prepayment  modeling  process  and  to  develop  proprietary  models  to 
replace  the  vendor  designed  models.  He  described  the  issues  raised  by  the  OTS  in 
findings  memos,  including  issues  related  to  backtesting  and  the  comparability  of 
prepayment  performance  of  portfolio  loans  compared  to  loans  serviced  by  others.  He 
reported  that  the  staff  in  the  department  has  tripled  and  that  progress  is  being  made, 
although  certain  issues  are  still  outstanding.  He  explained  that  the  old  tools  developed  by 
vendors  reflected  industry  average  behavior,  rather  than  the  behavior  of  our  customers, 
which  differs  from  the  average  partially  because  of  varying  geography,  products, 
acquisitions  and  policies.  He  reported  on  the  progress  now  being  made  to  develop 
proprietary  models  reflecting  Washington  Mutual  loan  experience.  He  discussed  his 
meetings  with  the  OTS  and  the  concerns  raised  by  them.  He  then  left  the  meeting. 

Single  Family  Residential  Integrated  Loan  Servicing  Strategy  and  Channel 
Profitability 

Mr.  Chapman  reported  on  the  progress  made  to  identify  the  profitability  of  making  single 
family  residential  loans  by  channel  and  product.  He  reported  that  pricing  is  now 
managed  by  channel  and  that  the  accuracy  of  assessing  profitability  continues  to  improve. 
Some  of  the  costs,  in  particular,  still  need  to  be  further  refined.  In  response  to  a 
Director's  question,  Mr.  Meola  commented  that  Home  Loan  Center  managers  now  have 
information  on  their  center's  profits  and  losses  and  that  those  figures  are  impacting 
compensation.  In  response  to  a  question  from  Mr.  Reed,  Mr.  Meola  and  Mr.  Rotella  both 
commented  on  the  relative  profitability  of  the  correspondent  and  retail  channels  and  some 
of  the  different  challenges  in  each  channel.  Mr.  Chapman  then  left  the  meeting. 

WMI  Key  Non-Bank  Subsidiaries  Report 

Mr.  Meola  reported  to  the  Committee  on  the  Company's  insurance  subsidiaries  and  their 
businesses.  He  described  the  businesses  as  generally  falling  into  three  categories:  first, 
the  captive  mortgage  reinsurance  business,  second,  the  flood  and  force  placed  reinsurance 
business  and  third,  the  traditional  agency  business  for  life  and  homeowners'  insurance. 
Mr.  Meola  noted  mat  Carl  Formato  manages  the  insurance  business.  Internal  and 
external  audits  are  clean  and  the  business  is  stable.  Mr.  Meola  then  left  the  meeting. 
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WMI  Common  Stock  Dividend 

Mr.  Casey  asked  the  Committee  to  consider  recommending  a  dividend  payable  on  the 
Company's  shares  of  46  cents  per  share.  He  directed  the  Committee  members'  attention 
to  the  peer  comparison  in  his  materials,  noting  that  the  Company's  dividend  payout  ratio 
is  projected  to  return  to  the  45%  target  during  the  fourth  quarter  of  2005  given  currently 
available  information.  In  response  to  a  question  from  Mr.  Schulte,  Mr.  Casey  noted  that 
attention  should  be  paid  to  clearly  communicating  and  involving  investors  should  any 
changes  to  our  dividend  policy  be  considered.  Upon  a  motion  duly  made  and  seconded 
the  Committee  agreed  to  recommend  approval  of  the  proposed  dividend  to  the  full  Board. 

Washington  Mutual  Bank,  FA  Dividend 

Mr.  Casey  asked  the  Committee  to  recommend  to  the  full  Board  of  WMBFA  that  a 
dividend  of  up  to  $250  million  be  paid  to  the  holders  of  that  company's  common  stock. 
Mr.  Casey  reviewed  the  company's  available  liquidity  and  noted  that  it  was  well 
capitalized.  Upon  a  motion  made  by  Ms.  Osmer  McQuade  and  seconded  by  Ms.  Pugh, 
the  Committee  agreed  to  recommend  to  the  full  Board  that  the  dividend  be  declared. 

Asset  Allocation  Initiative  -  Higher  Risk  Lending  Strategy 

Mr.  Vanasek  presented  the  proposed  Higher  Risk  Lending  Strategy  for  the  Committee's 
review  and  approval.  He  introduced  Joseph  Mattey,  who  has  assisted  with  the 
development  of  the  strategy.  Mr.  Vanasek  reminded  the  Committee  of  some  of  the 
background  behind  the  strategy  being  proposed,  including  the  Board's  discussions  at  its 
strategic  planning  retreat  in  2004  regarding  higher  risk  loans.  He  also  noted  some  of  the 
issues  that  were  raised  by  the  OTS  and  FDIC  in  2004,  as  articulated  in  the  2004  Safety 
and  Soundness  Exam  Joint  Memos  8  and  9,  including  our  agreement  to:    adopt  a 
definition  for  "higher  risk  loans,"  monitor,  measure  and  report  on  these  loans,  establish 
portfolio  concentration  limits  as  a  percent  of  capital  and  seek  the  Board's  approval  on  an 
overall  strategy  for  this  type  of  lending.  Mr.  Killinger  arrived  at  this  time.  Mr.  Vanasek 
then  reviewed  the  proposed  definition  for  what  constitutes  higher  risk  loans,  referencing 
the  materials  provided  to  the  Committee  in  advance  of  the  meeting.  Mr.  Hillis  reviewed 
the  current  and  projected  exposure  for  such  loans  for  2005,  expressed  both  in  total  dollar 
terms  and  as  a  percentage  of  risk-based  capital.  In  response  to  a  question  from  Mr.  Reed, 
Mr.  Vanasek  described  some  of  the  factors  that  were  considered  in  assessing  whether  the 
projected  credit  risk  exposure  is  appropriate.  The  net  charge-off  objectives  and  expected 
loss  rates  were  then  discussed.  In  response  to  a  comment  from  Ms.  Pugh,  Mr.  Hillis 
discussed  tools  for  responding  to  the  higher  credit  losses,  including  loan  sales  and  pooled 
mortgage  insurance.  In  response  to  a  question  from  Mr.  Matthews,  Mr.  Hillis  and  Mr. 
Mattey  described  the  resulting  credit  profile  forecast  after  adoption  of  the  strategy.  In 
response  to  a  question  from  Ms.  Pugh,  Mr.  Vanasek  stated  that  the  proposed  capital 
concentration  limit  of  200%  of  total  risk-based  capital  was  self-imposed.   Management 
and  the  Directors  discussed  the  likelihood  that  credit  losses  would  lag  behind  origination 
of  these  higher  risk  loans  by  several  years.  In  response  to  a  question  from  Ms.  Pugh,  Mr. 
Hillis  noted  that  he  would  lead  the  newly  formed  Asset  Allocation  Committee.  In 
response  to  a  question  from  Mr.  Schulte,  Mr.  Hillis  reported  that  he  believed  we  could 
staff  the  front  line  with  people  who  will  comply  with  the  rules  that  may  be  established  for 
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originating  and  servicing  higher  risk  loans,  and  that  these  people  will  be  overseen  by  the 
credit  group.  Mr.  Matthews  asked  about  the  incremental  profit  to  the  Company  expected 
from  adopting  this  strategy.  Mr.  Casey  committed  to  getting  that  information.  Mr.  Casey 
and  Mr.  Vanasek  discussed  the  differences  between  the  strategy  being  proposed  and  the 
business  that  Long  Beach  is  currently  engaged  in,  noting  that  the  new  strategy 
contemplates  retaining  more  of  the  higher  risk  product  as  opposed  to  selling  it.  Mr. 
Casey  noted  the  importance  of  proper  pricing  to  the  success  of  the  strategy.  Mr.  Hillis 
reviewed  the  next  steps  to  launch  tie  strategy.  He  committed  to  report  any  deviation 
from  the  200%  limit  to  the  Committee.  After  the  conclusion  of  the  presentation  the 
Committee  continued  to  discuss  with  management  the  implications  of  adopting  the 
strategy  and  management's  views  of  the  strategy,  including  the  timing,  the  pricing,  the 
tools  and  support  available  and  the  associated  risks.  Upon  a  motion  made  by  Ms.  Pugh, 
seconded  by  Mr.  Reed,  the  Committee  approved  the  Higher  Risk  Lending  strategy  as 
presented. 

Asset  and  Liability  Management  Reports 

Ms.  McCarthy  reviewed  the  contents  of  the  ALMP  Reports.  She  handed  out  replacement 
pages  entitled  "Market  Value  Risk  Management  -  Core  MSR  Risk  Management 
Portfolio"  and  "Market  Value  Risk  Management  -  Pipeline/Warehouse  MSR  Risk 
Management  Portfolio."  She  noted  that  the  Core  MSR  risk  was  measured  using  the 
levels  approved  at  the  December  meeting.  The  report  showed  volatility  risk  that  was 
partly  offset  by  basis  risk.  She  reported  that  the  basis  risk  and  yield  curve  risk  measures 
for  the  pipeline/warehouse  MSR  were  at  a  warning  level  as  of  year  end.  The  warehouse 
of  consumer  home  loans  exceeds  the  aging  limit.  Ms.  McCarthy  reported  that  the 
management  of  this  portfolio  is  improving.  Ms.  McCarthy  also  reported  that  the  total 
MSR  asset  value  for  the  Company  is  approaching  the  limit  of  50%  of  tangible  capital. 
She  commented  that  this  limit  has  no  regulatory  basis  and  should  be  considered. 

There  being  no  further  business,  the  meeting  was  adjourned. 
Attested  to  by: 


Susan  R.  Taylor,  Secretary 


Doc  #108764 


Confidential  Treatment  Requested  by  JPMC  JPM_WM06293968 


m 


Footnote  Exhibits  -  Page  0045 


From:  Rotella,  Steve  <steve.rotella@wamu.net> 

Sent:  Sunday,  October  16,  2005  4:19  PM 

To:  Killinger,  Kerry  K.  <kerry.killinger@wamu.net> 

Subject:  Re:  Plan  meeting 


Thanks.  Still  not  100%.  Hope  to  be  better  for  our  big  week.  To  continue  our  email  dialogue: 
-I  agree  on  retail.  Our  field  culture  and  basic  model  is  outstanding.  If  we  can  match  it  with  a 
differentiated  free  checking  offer,  stronger  brand  governance,  great  marketing,  stronger 
leadership  and  a  more  efficient  infrastructure,  we  will  add  huge  value.  I  can  see  it  and  am 
beginning  to  feel  it,  and  appreciate  your  clarity  of  vision,  which  has  helped  a  lot.  We  are  at  a 
critical  time.  I  am  driving  this  hard,  but  at  all  key  points,  will  bring  you  in  for  your  input, 
guidance,  and  buy  in.  I  think  this  is  a  great  opportunity  for  WaMu  and  a  great  example  of  how 
we  can  partner  to  accelerate  progress. 

-I  also  agree  that  mlf  is  a  strong  performer  for  us  and  we  are  well  positioned.  We  should  drive 
this  business  hard,  but  given  the  size  of  the  industry  it  won't  be  the  kind  of  long  term 
contributor  that  other  businesses  can  be.  I  think  Al  is  there  on  the  mass  version  of  this  and 
from  my  interactions  with  him,  will  not  be  a  limiter  with  some  coaxing, 
-on  Long  beach,  cost  is  important  but  as  a  wholesaler,  what  we  pay  to  the  broker  (80-90  bps) 
and  our  sales  people  (80)  are  the  big  drivers.  While  we  can  drive  efficiencies  in  ops  cost, 
these  are  dwarfed  by  the  above.  Which  is  why  I  am  pushing  Craig  harder  on  referrals  from  HL 
and  heq,  retention,  and  a  phone/web  based  retail  unit.  You  lose  the  160-170  bps  of  cost  and 
will  drive  the  highest  margin  business  possible.  I  am  going  to  begin  digging  in  here  and 
sorting  through  the  low  earnings  and  high  volatility  that  has  been  evident  this  year, 
-on  HL,  we  will  end  up  with  a  2006  bottom  line,  keeping  msr  at  200mm  (this  is  subject  to 
review)  above  300mm.  No  doubt  that  doesn't  feel  good.  Several  thoughts: 
-we  do  have  to  keep  in  mind  the  portfolio  in  place  and  being  created  that  results  in  significant 
earnings.  This  will  increase  as  we  drive  heq  and  subprime  referrals.  I  don't  think  we  would  get 
these  earnings  without  the  prime  biz. 

-we  have  defined  a  "box"  for  this  business  that  is  brutal.  If  we  asked  our  friend  Angelo  how 
successul  he  could  have  been  if  he  could  only  be  a  prime  lender  (no  alt  a,  no  heq,  no 
subprime)  with  no  portfolio  to  smooth  earnings,  not  to  mention  a  business  that  has  not 
focused  on  realtor  connections,  coops  in  NY,  or  retention  (our  rates  are  very  low),  he  would 
tell  you  in  his  Bronx  accent  "fagget  about  it".  I  guarantee  you  that  if  we  pulled  out  everything 
but  prime  and  interpolated  for  size  differences,  their  returns  would  not  look  good  at  all.  I  also 
know  they  would  be  better  than  ours,  almost  entirely  due  to  an  inefficient  production  platform. 
We  did  these  kind  of  analyses  all  the  time  at  Chase  which  led  us  to  run  as  fast  as  we  could 
into  home  eq,  alt  a,  subprime  (our  investment  banking  brethren  stopped  us  from  going  too  far 
here).  We  viewed  prime  as  a  source  of  scale  benefits  in  servicing  for  the  other  areas  and  a 
conduit  of  higher  margin  product  and  aimed  to  hold  our  prime  servicing  flat  to  down. 
I  feel  strongly  that  where  we  need  to  land  is  a  new  home  loans  unit  that  includes  prime,  heq, 
and  subprime.  It  is  a  far  superior  model.  There  are  huge  cost  saves,  it  will  drive  higher  cross 
sell,  will  align  production  with  capital  markets  ala  Lehman  and  Cntrywide  and  smooth 
earnings  and  be  more  comparable  to  other  big  players.  I  can  cite  many  examples  of  waste 
and  inconsistency  as  I  examine  these  businesses. 

I  feel  the  only  question  is  when  not  if,  but  would  like  your  views.  The  timing  is  complicated  by 
my  feeling  that  David  is  too  new  to  take  on  all  this  (I  think  he  could  easily  take  heq,  but  not 
Ibmc  right  now)  and  Craig  frankly  shouldn't  take  on  more.  I  have  questions  about  his  long 
term  role  with  us. 
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Well  enough  by  email.  I  will  get  some  time  to  kick  this  around. 

PS  much  as  the  Rome  trip  entices  me,  there  is  too  much  going  on  right  now,  so  I  am  going  to 

pass. 


Sent  from  my  BlackBerry  Wireless  Handheld 

— Original  Message — 

From:  Killinger,  Kerry  K.  <kerry.killinger@wamu.net> 

To:  Rotella,  Steve  <steve.rotella@wamu.net> 

Sent:  Sun  Oct  16  08:36:06  2005 

Subject:  RE:  Plan  meeting 

Steve, 

This  is  a  good  recap.  Thus  you  can  see  my  wrist  slicing  comments  on  Friday. 

I  agree  with  your  comments  with  a  couple  of  twists.  The  retail  group  has  plenty  of  upside,  but 

the  overall  returns  are  pretty  good.  It  will  be  important  for  us  to  preserve  the  strengths  of  the 

model  which  is  our  culture  and  being  a  mass  market  retailer  with  little  market  segmentation, 

while  we  attack  the  cost  structure.  If  we  do  this  correctly,  we  could  emerge  as  the  best  in  the 

country. 

Regarding  Commercial,  returns  on  the  multi  family  appear  pretty  good  and  it  is  hard  to  know  if 

those  returns  could  be  even  higher  if  they  are  pushed  even  further  towards  a  mass  marketing 

approach.  Al  will  find  it  hard  to  let  loose  from  his  commercial  real  estate  biases  of  doing  one 

off  deals.  So  he  might  be  a  limiter.  On  the  other  hand,  Chapman  creates  a  lot  of  challenges 

himself.  I  am  not  sure  where  truth  is  on  this  one. 

Regarding  Longbeach,  I  think  there  is  a  good  opportunity  to  be  a  low  cost  provider  and  gain 

significant  share  when  the  industry  implodes.  I  agree  we  shouldn't  make  life  easier  for 

Ameriquest.  Regarding  our  own  performance,  I  don't  have  a  handle  on  how  far  away  fom 

optimal  we  are  performing.  With  loans  being  held,  then  sold,  with  residuals  moving  around, 

etc.,  I  don't  have  a  sense  as  to  how  we  are  really  doing. 

On  the  home  loans  group,  we  may  have  a  broken  business  model.  I  was  surprised  to  hear 

David  present  a  plan  with  such  poor  returns  and  then  say  there  may  be  another  $50  million  of 

upside.  Compared  to  the  capital  and  number  of  employees  deployed,  this  is  our  poorest 

performing  business  by  far.  The  reason  I  was  trying  to  draw  out  thoughts  around  where  on  a 

good  to  bad  scale  the  operating  environment  will  be  in  2006,  was  to  assess  the  viability  of  our 

current  business  model.  It  makes  sense  to  leverage  the  home  loans  distribution  channels  with 

home  equity,  sub  prime  and  alt.  A.  But  we  don't  necessarily  need  a  prime  home  lender  to  be 

leaders  in  these  product  areas.  Using  a  poor  analogy,  Delta,  American  and  United  all  had 

flawed  business  models  and  they  tried  to  compete  with  Southwest  by  bolting  on  their  own 

versions  of  discount  carriers.  They  could  never  compete  because  some  competitors  didn't 

have  to  overcome  a  flawed  core  model.  There  appear  to  be  two  things  we  can  do  to  change 

our  model:  change  our  MSR  hedging  to  better  mirror  Countrywide.  And  second,  to  fully 

embrace  EDE  or  whatever  technologies  we  can  find  to  radically  change  the  costs  of  delivering 

mortgages.  I  am  troubled  that  our  adoption  of  EDE  so  far  has  not  radically  changed  how  we 

underwrite  loans.  If  we  can't  make  a  shift  in  our  business  model,  we  might  be  better  off  exiting 

the  prime  space.  As  I  said  before,  the  last  thing  we  want  to  be  is  a  Countrywide  wanna  be. 

On  the  card  business,  it  is  still  too  early  to  assess  if  the  numbers  are  going  to  be  o.k. 

Regarding  the  enablers,  I  agree  that  Deb  was  spot  on.  We  should  find  ways  to  give  her 

visibility  in  order  to  show  all  of  the  enablers  what  can  be  done.  Maybe  she  should  have  a  role 

at  the  senior  managers  meeting.  Regarding  Vanasek,  I  suspect  there  are  some  significant 

efficiencies  to  be  had  out  of  several  areas.  My  guess  is  that  most  of  these  are  in  Melissa's 

world  and  perhaps  in  credit  if  we  can  get  behind  EDE. 
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I  hope  you're  feeling  better.  See  you  tomorrow. 

Kerry 

— Original  Message — 

From:  Rotella,  Steve 

Sent:  Sat  10/15/2005  1:57  PM 

To:  Killinger,  Kerry  K. 

Subject:  Plan  meeting 

Despite  the  fact  that  I  believe  we  are  going  to  get  our  2006  plan  in  shape,  I  left  the  plan 

meeting  with  a  great  deal  of  unease. . 

-retail,  for  all  the  strength  of  the  model  and  our  field  staff,  is  an  under  earning  business  with 

mediocre  productivity.  You  are  aware  of  the  work  underway  to  get  better  leadership,  improve 

new  stores,  marketing,  free  checking  etc.  This  actions  will  help.  While  the  leadership  search 

proceeds,  I  am  knee  deep  here  and  pushing  for  more  efficiency. .  Lots  of  upside  exists  and 

we  have  great  strengths  to  build  on.  But  as  I  get  deeper  it  exposes  the  spotty  to  weak  talent 

pool  down  several  levels.  Lots  to  do  here. 

-i  was  annoyed  by  the  commercial  discussion.  Keith's  presentation  was  weak  and  inaccurate 

at  times.  I  managed  a  subprime  business  and  did  not  feel  good  about  the  answers  we  got. 

LBMC  is  also  under  earning,  which  Craig  now  acknowledges.  Understanding  margins  are 

tight,  I  think  we  have  favored  share  without  proper  balance  to  profits  and  have  in  fact  fueled 

price  irrationality  by  constantly  supporting  ameriquest's  liquidity  crises.  This  was  one  of  my 

first  real  exposures  to  keith.  Besides  a  weak  presentation  it  is  hard  to  get  past  a  feeling  that 

this  guy  is  "oily".  His  comments  about  not  losing  any  LCs  for  18  months  makes  no  sense 

unless  we  are  paying  too  much.  I  suspect  we  are.  And  the  comments  about  cost  to  originate 

were  inconsistent  with  past  info.  I  am  also  confused  about  how  Craig  views  his  key  talent.  Al 

is  being  castigated  for  not  growing  fast  enough,  yet  all  his  metrics  are  superb  and  Craig  said 

his  2006  plan  was  done  and  buttoned  "as  usual"  yet  keith's  was  described  as "  a  train  wreck" 

yet  Keith  is  his  number  one  guy.  Craig's  behavior  was  argumentative,  and  nearly 

insubordinate  at  times.  I  have  an  ongoing  struggle  with  the  lack  of  transparency  and  other 

difficulties  with  Craig.  I  plan  to  begin  digging  into  more  detail  on  LBMC. 

-Home  loans  needs  a  lot  of  discussion.  I  share  your  concerns.  I  thought  David  did  a  decent 

job  in  discussing  a  tough  topic  after  8  weeks  with  us.  The  discussion  reinforced  several 

thoughts  for  me;  we  need  to  continue  to  drive  to  grow  our  way  past  prime  sfr  being  such  a  big 

part  of  our  business  and  reconsider  how  much  growth  we  really  want  in  this  sector,  and  we 

(you,  me,  maybe  Tom)  need  to  brainstorm  on  our  business  model  and  how  we  organize 

around  it.  I  think  our  focus  needs  to  be  on  organic  growth  of  home  eq,  and  subprime,  and 

greater  utilization  of  HL  as  we  know  it  today  to  facilitate  that  at  lower  acquisition  costs  and 

greater  efficiency.  There  is  a  50-1 00mm  opportunity  on  the  cost  side  across  those  three 

businesses  and  strong  internal  growth  dynamics  that  we  are  missing.  These  three  businesses 

have  too  many  similarities  to  remain  separate  over  the  long  term.  I  don't  want  to  underplay 

the  need  for  a  serious  discussion  about  the  strategy  in  prime  only,  which  is  necessary,  but  I 

think  our  current  business  model  is  flawed.  We  should  get  an  hour  so  so  on  this. 

-the  support  units  were  a  mixed  bag.  Deb  was,  as  usual  spot  on,  Tom  was  fine.  I  tried  to  be 

gentle  with  Jim,  but  I  think  we  all  saw  gaps  and  anything  but  a  scale  oriented  mind  set. 

Probably  not  worth  too  much  pushing  on  jim  here,  but  the  new  guy  needs  to  reexamine 

everything.  Some  of  those  fte  numbers  were  outsized,  particularly  in  compliance. 

Lots  to  talk  about.  See  you  next  week. 


Sent  from  my  BlackBerry  Wireless  Handheld 
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To:  Michelle  McCarthy 

From:  Dave  Griffith 

RE:  Sub  Prime  Chronology 


You've  asked  for  a  chronological  recap  of  ERM  market  risk  involvement  with 
Longbeach  and  the  sub  prime  conduit.  I'm  preparing  this  from  memory  and  have 
not  taken  the  time  to  go  back  to  find  specific  memos,  meeting  notes  and  power 
point  decks.  I've  assumed  the  intent  is  not  to  document  the  expression  of  our 
past  concerns  as  it  is  to  help  prepare  a  frank  "what  we  did  right;  what  we  could 
have  done  better"  fashion. 

(you  may  want  to  strip  the  first  section  out  entirely  if  it's  not  relevant) 

2004:  I  conducted  an  informal  but  fairly  intensive  market  risk  audit  of  Longbeach 
while  I  was  reporting  jointly  to  David  Beck  and  Steve  Lobo,  shortly  before  coming 
over  to  your  group.  We  had  just  undergone  a  management  change  in  Home 
Loans  and  Longbeach  was  in  the  commercial  group.  Frank(?)  Johnson  was  the 
new  CEO.  I  borrowed  Harrison  Luvai  from  HL  and  sent  him  and  Paul  Herbst 
down  there  for  three  days  with  a  list  of  questions  and  people  to  interview. 

The  climate  was  very  adversarial.  Dennis  Lau  was  buying  sub  prime  whole  loan 
packages  directly  into  the  portfolio  and  outside  any  governance  or  reporting.  He 
considered  himself  as  reporting  directly  to  Kerry. 

We  found  a  total  mess.  Rate  locks  were  issued  as  faxed  loan  files  arrived  from 
brokers.  There  was  no  pricing  discipline;  if  a  broker  needed  a  better  price,  they 
asked  for  it.  Systems  to  track  commitment  were  non  existent  and  tracking  didn't 
begin  until  underwriting  approval.  They  were  not  hedging  and  basically  they 
were  just  being  pulled  along  by  a  bull  market  and  wide  spreads. 

I  prepared  a  summary  report  without  the  inflammatory  language  and  make  a 
presentation  to  MRC  which  was  still  pretty  harsh.  Tom  was  pretty  upset  and  it 
may  have  played  a  role  behind  the  scenes  in  moving  Dick  and  Dave  C  into  the 
LB  picture.  You  never  know. 

Sept.  2005:  At  least  one,  possibly  two  reorgs  later.  Craig  Chapman  was  running 
home  loans  and  David  had  moved  soley  to  Capital  Markets.  You  and  I  joked  a 
lot  about  my  needing  a  bullet  proof  vest. 

That's  because  we  discovered  WCC  had  plans  to  begin  buying  loans  into  an  Alt 
A  conduit  in  two  weeks.  At  that  time  we  neither  offered  nor  had  approval  to  offer 
Alt  As  at  the  bank  and  no  corporate  approval  for  a  conduit.  There  were  risk 
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systems  and  plans  to  build  the  financial  reporting  along  the  way.  At  that  point 
WCC  considered  itself  outside  the  bank's  ALMP/governance  and  felt  that  the 
conduit  was  an  extension  of  its  business. 

I  objected,  you  backed  me  and  all  heck  broke  loose.  But  the  non  emotional 
result  was  that  we  passed  the  first  program  authority  for  the  Conduit  (exclusively 
Alt  A  at  that  point)  with  a  $500m  limit  and  a  fairly  conservative  set  of  reporting 
requirements  and  exclusions.  One  of  those  exclusions  was  "no  subprime". 

At  the  same  time  I  prepared  a  detailed  set  of  steps  needed  for  the  business  to 
have  our  support  for  full  delegated  authority.  There  was  a  huge  burst  of  interest 
initially  and  then  months  of  no  progress  until  the  conduit  began  to  approach  its 
limit.  As  they  did,  they  came  back  to  revisit  the  path  to  delegated  and  asked  for 
an  increase  to  $750mm  and  then  about  three  months  later  another  to  $1  billion. 

I  supported  both  increases  because  by  then  we  has  printed  and  distributed  our 
first  deal  (a  huge  milestone)  and  had  gone  through  a  full  reconciliation  audit. 

Subprime  came  along  in  early  06  with  all  the  risk  systems  and  reporting 
positioned  as  an  extension  of  Alt  A.  Using  the  Alt  A  conduit  template.  MRC 
granted  program  authority  of  $500m  with  many  of  the  same  conditions  we  had 
used  for  Alt  A.  This  time  however  we  carved  out  the  right  for  ERM  to  approve 
one-off  additional  increases  on  a  case  by  case  basis.  You  effectively  delegated 
that  to  me  and  for  most  of  the  summer  it  wasn't  an  issue. 

The  business  began  to  approach  the  $500m  limit  in  September  a  month  or  so 
after  George  Davie  (our  sp  trader)  joined  the  firm.  But  we  were  already  starting 
to  see  delays  in  deal  issuance  due  to  problems  with  servicing  transfers.  The 
story  line  at  that  time  was  that  our  servicing  problems  were  tied  to  the  big  sale  to 
Wells  and  impacted  by  the  various.  But  the  fact  was  that  the  deal  planned  for 
August  had  to  be  delayed. 

After  that  deal  had  been  priced  ($300m)  but  before  it  had  settled  I  began  to 
engage  in  an  almost  daily  dialogue  with  George  about  upcoming  bids.  He  bid  on 
a  couple  of  pools  with  my  assurance  that  if  we  won,  I'd  grant  approval  since  it 
would  take  the  total  over  the  limit. 

After  we  won  a  couple  of  those,  the  approved  one-offs  took  us  effectively  to  a 
$750  limit.  I  never  saw  the  need  to  go  back  to  MRC  because  we  always  had 
deal  in  the  works  that  would  bring  us  back  down,  we  had  a  good  dialogue 
underway  and  a  lot  of  progress  on  the  loan  tracking.  It  helped  that  if  anything 
George  was  as,  if  not  more,  concerned  with  the  back  office  servicing  transfers  as 
I  was. 

Then  in  late  Sept  or  early  October  a  $500m  pool  from  People's  Choice  came  up. 
We  had  just  finished  due  diligence  on  a  deal  scheduled  for  October  but  it  had  not 
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yet  traded.  But  we  did  know  with  reasonable  certainty  that  the  loans  has  been 
transferred  correctly.  Before  approving  that  bid,  I  literally  got  Doug  out  of  the 
shower  at  Cedarbrook  to  ask  him  bluntly  if  this  was  a  compelling  business 
opportunity.  He  thought  it  was. 

So  we  went  forward  after  joking  with  George  that  we  were  now  intentionally 
feeding  the  pig  to  the  python.  If  we  had  operational  problems  despite  all  the 
assurances  that  all  was  fine,  we  knew  it  would  surface  now.  (This  probably 
strikes  a  cord  as  I  recall  saying  exactly  that  to  you). 

With  perfect  hindsight  I  should  have  asked  you  for  permission  to  get  on  a  plane 
to  Jacksonville  under  the  guise  of  learning  about  servicing  transfers  so  that  I 
could  do  our  own  dd.  I  thought  about  it  but  never  asked  figuring  it  was  too  far  a 
field  of  market  risk.  Besides,  at  the  same  time,  I  was  being  pounded  daily  by  Mr. 
Drastal  saying  "Cheryl  has  approved  this". 

As  we  know,  the  python  spit  out  the  pig.  Our  FPD  problem  which  we  had  initially 
assigned  to  bad  transfers  and  would  self  cure  when  we  got  the  paperwork  right 
turned  out  to  be  actual  FPD's.  But  instead  of  finding  that  out  in  60  days,  it  took 
us  (and  still  might)  90  or  more  because  of  the  continuing  servicing  issues.  By 
year  end  we  had  to  file  an  8k  (which  no  one  has  ever  figured  out  to  my 
knowledge)  admitting  that  we  has  securitized  delinquent  loans. 

To  add  insult  to  injury,  we  had  a  very  tough  time  marketing  the  People's  Choice 
loans  because  investors  didn't  like  the  name.  The  investors  were  right. 

By  Feb  the  FPD's  and  delinquencies  were  surging  and  the  SubPrime  conduit 
was  shut  down  by  agreement.  That  gave  us  time  to  bail  the  boat  without  new 
water  pouring  in.  It  remains  effectively  closed  and  as  recently  as  this  morning 
George  is  in  no  hurry  to  test  the  waters. 

Unsaid  in  all  this  is  why  I  supported  full  delegated  authority  which  was  granted  in 
January.  That  was  a  philosophy  change  from  traffic  cop  to  facilitator  which  is 
certainly  rooted  in  Ron's  philosophy  of  delegation  and  my  belief  that  the 
discipline  of  EC  and  the  formal  planning  process  should  be  enough.  To  make 
the  business  once  again  prove  its  case  after  the  plan  has  been  approved  by  the 
EC  and  the  Board  just  doesn't  seem  right.  After  having  been  given  top  level 
authority  to  go  out  and  build  a  sub  prime  conduit  at  the  highest  levels,  it  no 
seemed  appropriate  to  say  "well  that's  nice,  but  you've  got  to  convince  me  too." 

So  I  supported,  designed  and  proposed  the  master  authority  tied  to  the  plan 
concept. 

Bottom  line;  biggest  thing  we  did  right  was  to  slow  them  down  and  force  proven 
successes  before  granting  broader  authority.  We  also  built  solid  one: one 
dialogues  which  have  resulted  in  straight  talk  because  we're  not  the  enemy. 
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Biggest  mistake:  not  setting  up  tougher  objective  standards.  We  could  have 
used  the  "ops  risk  is  recognized  as  market  risk"  philosophy  to  have  demanded 
objective  evidence  of  progress  and  had  we  done  so,  the  pain  would  be  lower 
now. 
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From:  Hillis,  Mark  R. 

Sent:  Wednesday,  November  24,  2004  3 :  09  PM 

To:  Chapman,  Craig  J.  <craig.chapman@wamu.net> 

Subject:  FW:  LBMC  Transfers  of  Piggiebacks  from  HFS  to  HFI! 


Crajg, 

You  know  my  thoughts  on  these  high  CLTV  seconds.  I  know  we  are  making  huge  improvements  in  LBMC,  but  if  we  are 
parking  higher  risk  on  the  balance  sheet,  I'd  like  it  to  be  focused  on  the  following: 

1)  Sub  Prime  -  lower  LTV  loans 

2)  Recourse/risk  sharing  to  enable  us  to  advance  our  SFR  prime  decisioning  capabilities 

3)  MFL 

4)  Home  Equity  <90%  CLTV 

Please  let  me  know  your  thoughts.  I  think  it  would  be  prudent  for  us  to  just  sell  all  of  these  loans. 


Original  Message 

From:  Smith,  Michael  C. 

Sent:  Wednesday,  November  24,  2004  11:29  AM 

To:  Hillis,  Mark  R. 

Cc:  Green  Jr,  Biff  W. 

Subject:  LBMC  Transfers  of  Piggiebacks  from  HFS  to  HFI! 

Mark  - 

Just  a  heads-up  that  you  may  be  getting  some  outreach  from  Carroll  Moseley  (or  perhaps  someone  higher  up  in 
the  chain)  at  Long  Beach  regarding  their  interest  in  exploring  the  transfer  of  what  Carroll  described  as  a  small 
amount  (maybe  $10-20mm  in  UPB)  of  Piggieback  "seconds"  (our  favorite  toxic  combo  of  low  FICO  borrower 
and  HLTV  loan)  from  HFS  to  HFI. 

As  Carroll  described  the  situation,  these  are  of  such  dubious  credit  quality  that  they  can't  possibly  be  sold  for 
anything  close  to  their  "value"  if  we  held  on  to  them.  So  the  proposal  would  be  to  write  them  down  to  near  zero 
(maybe  5%  of  UPB?)  but  hold  on  to  them  (meaning  an  HFI  classification)  rather  than  sell  them  for  practically 
nothing,  and  figure  to  earn  more  on  the  actual  loans  than  their  sale  price  would  have  fetched. 

He  acknowledged  that  they  had  already  missed  the  Oct.25  deadline  we'd  agreed  to  earlier  for  submission  of  any 
request  to  transfer  LB  loans  from  HFS  to  HFI  this  quarter,  and  also  pointed  out  that  with  a  mega-writedown 
(not  against  the  ALLL),  their  BV  would  produce  nary  a  ripple  in  our  reported  numbers.  However,  I 
underscored  that  it  wasn't  just  a  question  of  timing,  and  that  you  had  raised  a  number  of  serious  issues  in  the  LB 
QBR  about  the  approvals  not  yet  granted  for  this  kind  of  a  product  to  come  into  our  portfolio.  I  urged  him  to 
reach  out  to  you  directly  on  these  questions.  (E.g.,  it's  entirely  possible  we  might  want  to  make  a  business 
decision  to  keep  a  small  amount  of  this  crap  on  our  books  if  it  was  already  written  down  to  near  zero,  but  we 
would  want  all  parties  to  be  clear  that  no  precedent  was  being  set  for  the  product  as  a  whole,  etc.,  etc.) 

All  of  the  above  took  place  in  an  informal  "back  channel"  phone  call  he  placed  to  me  in  the  interest  of  keeping 
clear  communication  channels  open,  but  I  was  quite  emphatic  that  this  one  would  have  to  be  considered, 
reviewed  and  decided  well  above  my  and  his  pay  scale,  as  the  expression  goes. 

Have  a  happy  Thanksgiving  (if  I  haven't  just  ruined  it)   MCS 
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Washington 
Mutual 


Internal  Audit  Department 


To:  Keith  Johnson,  President  &  Chief  Operating  Officer, 

LBMC 
FROM".  Becky  Odlozil,  Sr.  Audit  Manager 

Randy  Melby,  General  Auditor 
SUBJECT:         Review  of  Long  Beach  Mortgage 


Date: 

09/21/2005 

Phone: 

(214)492-4380 

Location: 

4397ADTX 

Executive  Summary 

Rating OPPORTUNITIES  FOR  IMPROVEMENT 

Long  Beach  Mortgage  Company  (LBMC)  is  a  non-bank  subsidiary  of  Washington  Mutual  Inc.  specializing  in 
underwriting  sub-prime  mortgage  loans  secured  by  one-to-four  family  residences.  Loans  are  originated  through 
a  broker  network  or  purchased  through  a  correspondent  network.  Historically,  loan  production  was  securitized 
with  retention  of  the  servicing  rights.  However,  LBMC  management  made  a  recent  strategic  decision  to  hold  a 
portion  of  the  loans  for  investment.  In  the  first  quarter  2005,  this  restructure  of  the  balance  sheet  began  with  an 
initial  transfer  of  $1 .8  billion  from  loans  held  for  sale  to  loans  held  for  investment. 

Internal  Audit  evaluated  the  adequacy  and  effectiveness  of  internal  controls  over  loan  origination  policies  and 
procedures,  related  accounting,  loan  origination  system  data  integrity,  wire  approvals,  and  monitoring  of  the 
collateral  custodian  relationship.  The  securitization  process,  balance  sheet  valuation,  financial  reporting  process 
and  servicing  process  as  well  as  certain  specific  lending  regulations  covered  in  separate  enterprise-wide  audits 
were  not  included  in  the  scope  of  this  audit.  The  migration  to  a  new  loan  origination  system  is  currently  under 
evaluation  as  an  ongoing  system  development  project  managed  by  the  IT  Audit  group.  LBMC  management 
anticipates  full  implementation  of  the  new  loan  origination  system  by  September  2006. 

Over  the  past  year,  significant  progress  has  been  made  in  establishing  adequate  policies,  procedures  and 
ongoing  sustainable  processes.  LBMC  currently  operates  in  a  manually  intensive  processing  environment 
resulting  in  an  increased  propensity  for  errors.  LBMC  management  recognized  this  increased  risk  and  the 
potential  impact  on  loan  quality,  and  embedded  quality  assurance  initiatives  into  their  process.  They  also 
formed  a  quality  assurance  group  and  stabilized  staffing.  While  the  improvements  in  the  processes  should 
ultimately  result  in  an  effective  control  environment,  we  found  these  processes  were  not  consistently  followed. 
The  Opportunities  for  Improvement  rating  is  primarily  attributed  to  the  following  control  weaknesses: 

•     Policies  designed  to  mitigate  the  risk  of  the  following  predatory  lending  practices  are  not  always 
followed. 

-  Origination  of  loans  providing  no  net  tangible  benefit  to  the  borrower  -  In  24  out  of  27  (88%)  of  the 
refinance  transactions  reviewed,  policies  established  to  preclude  origination  of  loans  providing  no 
net  tangible  benefit  to  the  borrower  were  not  followed. 

-  Loan  flipping  -  In  8  out  of  10  (80%)  of  the  non-seasoned  refinance  loans  reviewed,  there  was  no 
evidence  of  the  required  History  Pro  report  used  to  assist  in  the  determination  of  loan  flipping. 

While  predatory  lending  laws  are  specific  to  certain  states,  both  state  and  federal  regulators  continue  to 

scrutinize  predatory  lending  practices  particularly  in  the  sub-prime  industry.  Failure  to  comply  with 

policies  designed  to  mitigate  the  risk  of  any  lending  practices  which  could  be  construed  as  predatory 
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increases  the  company's  regulatory,  reputation  and  credit  risk. 

•  Underwriting  guidelines  established  to  mitigate  the  risk  of  unsound  credit  decisions  were  not  always 
followed,  and  the  decisioning  methodology  was  not  always  fully  documented.  The  majority  of 
exceptions  resulted  from  using  unverified  income  or  the  unsupported  exclusion  of  debt  items  in  the 
debt-to-income  calculation. 

•  Controls  within  the  loan  origination  system  can  be  overridden  to  allow  employees  without  documented 
authority  to  approve  loans.  Additionally,  the  Risk  Level  Authority  Matrix  used  by  management  to 
document  and  grant  lending  authority  commensurate  with  employees'  job  levels  and  experience  is  not 
kept  up  to  date. 

•  The  loan  approval  forms  documenting  the  clearing  of  conditions  were  not  fully  completed  in  60%  of 
the  files  reviewed. 

•  Not  all  LFCs  require  secured  card  entry  at  the  facility  resulting  in  sensitive  customer  information, 
including  credit  reports  and  loan  applications,  not  being  adequately  secured  at  these  locations. 

Management  self-identified  some  of  the  control  weaknesses,  and  remediation  efforts  for  all  issues  are 
underway.  These  issues  are  being  remediated  through  training,  reinforcement  of  policies,  creation  of  job  aides 
to  assist  with  underwriting  decisioning  and  documentation,  and  random  in-house  audits.  By  October  2005, 
remediation  plans  are  scheduled  to  be  fully  implemented.  Management  will  validate  the  effectiveness  of  the 
remediation  plans  through  a  series  of  in-house  audits  which  we  be  completed  in  the  first  quarter  of  2006. 
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BACKGROUND 


Long  Beach  Mortgage  Company  (LBMC)  became  a  non-bank  subsidiary  of  Washington  Mutual  Inc.  in 
1999.  Operating  as  a  separate  legal  entity,  LBMC  originates,  purchases,  and  sells  subprime  residential 
mortgage  loans  secured  by  one-to-four-family  residences.  LBMC's  borrower  base  consists  of  individuals 
who  can  not  qualify  for  traditional  "A"  credit  due  to  their  credit  histories  or  debt-to-income  ratios. 

Loans  are  originated  through  a  broker  network  (wholesale  loans)  of  15,000  brokers  or  purchased  from 
correspondent  mortgage  bankers  (correspondent  loans).  The  loan  broker  submits  the  loan  file  to  Long 
Beach  Mortgage  Loan  Fulfillment  Centers  (LFCs)  where  the  loan  is  underwritten. 

Historically,  LBMC  did  not  hold  the  loans  in  its  portfolio  but  rather  securitized  them  and  retained  the 
servicing  rights.  Pools  are  created  by  the  Capital  Markets  Group  that  match  the  requirements  of  the 
proposed  securitization.  While  the  majority  of  loans  originated  will  continue  to  be  securitized,  LBMC 
reallocated  assets  on  the  balance  sheet  resulting  in  an  initial  transfer  of  $1.8  billion  from  loans  held  for  sale 
to  loans  held  for  investment.  This  transfer  was  completed  in  the  first  quarter  2005  with  an  ultimate  goal  of 
having  $3.5  billion  in  loans  held  in  investment. 

OBJECTIVES  AND  SCOPE 

The  objectives  of  this  audit  were  to  evaluate  the  adequacy  and  effectiveness  of  the  system  of  internal 
controls  over  loan  originations  at  LBMC  and  to  determine  the  adequacy  of  and  compliance  with  related 
policies  and  procedures  and  applicable  laws  and  regulations. 

The  scope  consisted  of  interviews  with  management  and  review  of: 

•  Loan  origination  policies  and  procedures,  and  related  accounting 

•  Compliance  with  predatory  lending  regulations,  the  Fair  Housing  Act,  Unfair  or  Deceptive  Acts  and 
Practices,  and  the  National  Flood  Insurance  Reform  Act 

•  Underwriting  guidelines 

•  Loan  origination  system  data  integrity 

•  Monitoring  of  the  collateral  custodian  relationship 

•  Wire  approvals 

•  A  random  sample  of  loans  selected  from  lsl  quarter  2005  originations 

A  separate  audit  of  the  LBMC  default  servicing  functions  is  currently  in  process  and  will  be  reported 
separately.  LBMC  securitizations,  balance  sheet  valuations  and  financial  reporting  processes  are  audited 
by  the  Treasury  and  Capital  Markets  Internal  Audit  group  and  were  not  included  in  the  scope  of  this  audit. 
Specific  lending  regulations  covered  in  separate  enterprise-wide  audits,  including  Equal  Credit 
Opportunity  Act,  Fair  Credit  Reporting  Act,  Home  Mortgage  Disclosure  Act,  Real  Estate  Settlement 
Procedures  Act  and  Truth-In-Lending,  were  also  not  included  in  the  scope  of  this  audit. 

Thank  you  for  the  cooperation  received  during  the  audit  engagement.  Please  call  if  you  have  any  questions 
or  comments. 

cc:  Steve  Rotella,  Craig  Chapman,  Jim  Vanasek,  Mark  Hillis,  Melissa  Martinez,  Michael  Giampaolo, 
Amy  Marcussen,  Larry  Breitbarth,  Matt  Place 
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ATTACHMENT  I 
AUDIT  ISSUES  &  MANAGEMENT  ACTION  PLANS 


Aiwn  !-■  •  i 

RISK 

MANAGEMENT  AC  HON 

1 

Predatory  Lending  Practices  (Criticism) 

Refinancing  loans  for  which  a  net  tangible 
benefit  to  the  borrower  is  not  fully  documented 
and  supported  puts  the  company  at  risk  for 
noncompliance  with  state  specific  legislation 
governing  predatory  lending  practices. 
Additionally,  given  the  increased  scrutiny  on 
predatory  lending  by  state  and  federal 
regulators,  specifically  in  the  sub-prime  lending 
industry,  the  company  risks  reputation  damage 
should  their  lending  practices  be  construed  as 
predatory  in  nature.  Resulting  loss  of  market 
share  in  an  extremely  competitive  industry 
could  occur  and  impede  the  company's  ability  to 
meet  strategic  initiatives. 

Management  completed  additional 
programming  which  will  print  the  net  tangible 
benefit  worksheet  with  each  amendment  to  the 
loan  and  implemented  a  policy  change  to 
require  an  update  of  the  worksheet  to  reflect 
changes  to  the  terms  of  the  loan.  Additonally, 
policies  regarding  the  use  of  History  Pro  were 
not  clear  at  the  time  of  release.  Management  has 
provided  policy  clarifications  and  training  on 
the  use  of  History  Pro  since  the  completion  of 
this  audit.  Management  will  further  address 
these  policies  within  each  LFC  and  provide 
additional  training  between  August  and  October 
2005.  The  effectiveness  of  the  remediation 
efforts  will  be  monitored  through  a  series  of  in- 
house  audits  which  will  be  completed  in  the  first 
quarter  of  2006. 

LBMC  policies  and  procedures  designed  to 
prohibit  the  origination  of  refinance  transactions 
for  which  a  net  tangible  benefit  to  the  borrower 
cannot  be  demonstrated  are  not  always 
followed.  LBMC  procedures  require  the 
completion  of  a  net  tangible  benefit  worksheet 
for  all  refinance  transactions.  However,  for  88% 
of  the  refinances  selected  for  testing,  the  net 
tangible  benefit  worksheet  was  not  fully 
completed  or  supported  by  information  in  the 
loan  files.  Although  the  net  tangible  benefit 
worksheet  requires  the  signature  of  a  second 
reviewer,  no  management  sign  off  is  required. 
Additionally,  80%  of  the  non-seasoned 
refinances  tested  did  not  show  evidence  of  the 
History  Pro  report,  which  is  required  by  policy 
to  mitigate  the  risk  of  loan  flipping  and 
predatory  lending. 

2 

Underwriting  Oualitv  and  Documentation 
(Criticism) 

Underwriting  guidelines  and  policies  established 
to  mitigate  the  risk  of  unsound  underwriting 
decisions  were  not  always  followed  and  the 
decisioning  methodology  was  not  always  fully 
documented.  We  found  exceptions  to  policy  or 
were  unable  to  verify  compliance  with  policy 
due  to  missing  documentation  existed  in 
minimum  credit  score  requirements,  applicant 
identification  form,  mortgage  and  rental  credit 
history,  consumer  credit,  capacity  to  repay,  full 
documentation  program,  stated  income  program, 
verbal  employment  verification,  age  of 
documents,  and  verification  of  recording.  A 
significant  portion  of  the  exceptions  pertained  to 
the  debt  to  income  calculation  and  were  the 

Failure  to  adhere  to  underwriting  guidelines  and 
policies  compromises  the  underwriting  process 
and  could  result  in  unsound  underwriting 
decisions.  The  risks  associated  with  unsound 
underwriting  decisions  include  regulatory  fines 
and  criticisms,  diminished  loan  quality,  and 
reputation  risk  in  the  secondary  market.  Losses 
in  the  form  of  fines,  penalties,  reduced  market 
value  of  the  loans,  and  early  payment  default  by 
the  borrower  could  also  result.  Additionally, 
failure  to  adequately  document  and  support  the 
decision  puts  the  company  at  risk  for  the 
appearance  of  non-compliance  with  policies  and 
subjects  the  company  to  regulatory  criticisms. 

Management  developed  corrective  action  plans 
including  system  enhancements  to  prohibit  less 
than  the  minimum  credit  scores,  creation  of  job 
aides  to  assist  with  documenting  decisioning, 
additional  underwriter  training  to  address  the 
findings,  and  re-training  on  the  use  of 
established  quality  control  checklists.  On 
August  1,  2005,  management  rolled  out  the 
Underwriting  Decision  Summary  Form  which 
clearly  documents  the  underwriter's  decision. 
Additionally,  all  underwriters  received  training 
to  reinforce  guidelines  regarding  stated  income 
and  debt  to  income  calculations.  By  October 
2005,  additional  job  aides  addressing  the 
components  of  the  underwriting  decision  and 
along  with  training  will  be  complete.  The 
effectiveness  of  the  remediation  efforts  will  be 
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result  of  using  unverified  income  in  the 
calculation  or  excluding  certain  undocumented 
debt  items  from  the  ratio.  The  details  of 
exceptions  on  individual  loans  were  provided  to 
management. 

monitored  through  a  series  of  in-house  audits 
which  will  be  completed  during  the  first  quarter 
of  2006. 

3 

Underwriter  Approval/Condition  Clearing 
(Criticism) 

Before  funding,  guidelines  require  the  loans  to 
be  reviewed  and  approved  by  the  designated 
level  of  authority  and  conditions  cleared. 
However,  these  controls  are  not  operating 
effectively.  Although  the  company  established 
the  Risk  Level  Authority  and  Condition 
Clearing  Matrix  commensurate  with  employees' 
job  title  and  experience,  the  loan  origination 
system  can  be  overridden  to  allow  employees 
without  designated  authority  to  approve  loans. 
Additionally,  we  found  two  employees  granted 
authority  in  the  matrix  higher  than  their  job  title 
and  experience  would  warrant.  According  to 
management  these  two  cases  resulted  from  input 
errors.  Additionally,  the  matrix  was  not  updated 
regularly  to  reflect  new  employees  or  delete 
employees  no  longer  employed  by  LBMC.  We 
also  found  the  clearing  of  approval  conditions  to 
not  be  fully  documented  on  the  Loan  Approval 
form  in  a  significant  portion  of  the  loans  tested. 

Loans  that  are  not  originated  in  accordance  with 
established  guidelines  governing  designated 
levels  of  authority  and  condition  clearing 
jeopardize  the  soundness  of  the  underwriting 
process  and  puts  the  company  at  risk  for  losses 
through  the  origination  of  poor  quality  loans, 
errors  and  omission  in  the  loan  package. 

By  October  2005,  management  will  add  a 
quality  control  check  to  validate  approvers  in 
the  Risk  Level  Matrix.  Employees  with  lending 
authority  will  also  supplement  their  initials  with 
the  use  of  a  name  stamp  to  avoid  confusion  due 
to  illegible  handwriting.  Additionally, 
management  will  re-train  on  the  completion  of 
the  Loan  Approval  forms.  The  effectiveness  of 
the  remediation  efforts  will  be  monitored 
through  a  series  of  in-house  audits  which  will  be 
completed  in  the  first  quarter  of  2006. 

4 

Pricine  (Recommendation) 
Errors  were  found  in  pricing  loans  in  27%  of  the 
loan  files  reviewed.  Determination  of  the  loan 
price  involves  manual  calculations,  which 
increases  the  chance  of  errors.  These  errors  were 
not  documented  as  pricing  exceptions,  and 
accordingly  were  not  approved  or  reported  as 
such,  and  resulted  in  loans  that  may  not  be 
priced  commensurate  with  the  borrower's 

Pricing  loans  outside  of  the  established  pricing 
guidelines  puts  the  company  at  risk  for  pricing 
that  may  not  be  reflective  of  the  borrower's 
credit  risk  classification  and  may  be  construed 
as  discriminatory  or  predatory  in  nature 
subjecting  LBMC  to  regulatory  criticisms  and 
fines. 

Management  previously  addressed  errors  in 
pricing  by  implementing  a  pricing  tool  called 
"Flash  Quote",  which  eliminates  some  of  the 
manual  calculations  inherent  in  pricing  loans. 
By  August  1,  2005,  all  underwriters  received 
refresher  training  in  connection  with  the 
introduction  of  the  Underwriter  Decision 
Summary.  Emphasis  was  placed  on  the  use  of 
the  correct  FICO  score  within  this  tool  so  that      | 
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qualifications.  Additionally,  one  loan  contained 
a  rate  in  the  note  which  did  not  match  the  rate 
which  was  approved. 

loans  are  priced  accurately.  The  effectiveness  of 
the  remediation  efforts  will  be  monitored 
through  a  series  of  in-house  audits  which  will  be 
completed  during  the  first  quarter  of  2006. 

5 

Quality  Assurance  Initiatives 

Failure  to  fully  complete  or  fully  document 
quality  assurance  checklists  diminishes  their 
effectiveness  and  puts  the  company  at  risk  for 
non-compliance  with  regulations  and 
underwriting  guidelines,  missing 
documentation,  poorly  documented 
underwriting  decisions,  the  origination  of  poor 
quality  loans,  and  could  impede  the  efficiency 
of  the  origination  loans.  Regulatory  criticisms, 
reduced  gains  on  securitization,  early  payment 
default  and  a  higher  incidence  of  fraudulent  and 
incomplete  submissions  could  result. 

By  October  2005,  management  will  provide  re- 
fresher training  to  all  functional  roles  within  the 
LFCs  and  will  monitor  the  effectiveness  through 
in  house  audits  which  will  be  completed  in  the 
first  quarter  of  2006. 

(Recommendation) 

Although  management  addressed  controls  in  the 
manually  intensive  environment  by  embedding 
quality  control  checks  into  loan  processing,  the 
pre-boarding  checklists,  DOCs  Out  and  DOCs 
In  checklists,  and  prefunding  checklists  were 
not  always  fully  completed. 

6 

Security  of  Borrower  Information 

(Recommendation) 

Not  all  LFCs  require  secured  card  entry  at  the 

facility  resulting  in  sensitive  customer 

information,  including  credit  reports  and  loan 

applications,  not  being  adequately  secured  at 

these  locations. 

Failure  to  adequately  secure  customer 
information  could  result  in  misuse  of  the 
customers'  personal  data  for  fraudulent  purposes 
and  result  in  customer  dissatisfaction,  and 
liability  on  the  part  of  LBMC  should  the 
customer  incur  losses.  Additionally,  given  the 
increased  attention  from  the  public  and  media 
regarding  consumer  privacy  issues,  reputation 
damage  could  result  should  the  company  fail  to 
protect  sensitive  customer  information. 

Management  installed  card  entry  at  the  Dallas 
LFC  so  that  only  authorized  employees  can 
enter  the  department.  During  nonbusiness  hours, 
entry  is  limited  to  cleaning  personnel  who  are 
bonded.  Management  is  addressing  secured 
entry  for  all  LFC  locations. 

7 

Date  Integrity  -  Input  into  LOS  (Observation) 

Failure  to  adequately  support  information  input 
into  FiTech  could  result  in  inaccurate  pipeline 
management  reporting.  The  pipeline  reports  are 
used  for  a  variety  of  reasons  including 
developing  performance  metrics,  monitoring 
time  that  loans  are  in  the  pipeline  in  order  to ' 
comply  with  regulations,  populating  the  Loans- 
In-Process  general  ledger  account,  and  inclusion 
of  balances  in  the  Corporate  10k  reports. 
Inaccurate  pipeline  reporting  could  result  in 

Although  the  discrepancies  resulted  from  data 
problems  within  the  WaMu  Optis  Value  system, 
management  devised  a  form  for  employees  to 
use  to  check  the  information  input  into  FiTech. 
By  August  2005,  the  use  of  the  form  will  be 
fully  implemented.  The  effectiveness  of  the 
remediation  efforts  will  be  monitored  through  a 
series  of  in-house  audits  which  will  be 
completed  during  the  first  quarter  of  2006. 

The  information  in  FiTech  did  not  agree  to 
information  contained  in  the  loan  files  for 
appraisal  amounts  (i.e.,  CVR  report)  in  27%  of 
the  transactions  tested.  Management  was  aware 
of  the  differences  which  resulted  from  issues 
with  information  received  from  the  Optis  Value 
system.  The  problems  with  the  data  received 
from  Optis  Value  are  corrected. 
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poor  business  decisions,  regulatory  non- 
compliance and  inaccurate  financial  reporting. 

8 

Manager  Approval  for  Wire  Requests 
(Observation) 

Evidence  of  wire  request  authorization  by  a 
LFC  Team  Manager  is  not  specified  on  the 
Funding  Template  and  is  not  always  evidenced 
as  required  by  policy  on  the  "Wire  Funds 
Information  Sheet."  Several  instances  were 
found  where  the  "Wire  Funds  Information 
Sheet"  was  approved  by  a  level  below  that  of  an 
LFC  manager  or  for  which  no  authorization  was 
evidenced.  Although  wire  logs  are  received 
twice  daily  from  the  Funding  Quality  Control 
department  and  LFC  managers  are  required  to 
review  the  validation  of  the  wires  to  the  log,  no 
evidence  of  review  is  required  or  maintained. 

Unapproved  or  misdirected  disbursement  of 
loan  proceeds  puts  the  company  at  risk  for 
losses  and  errors  in  the  funding  process  which 
impedes  operational  efficiency  and  could  result 
in  customer  dissatisfaction  . 

Management  feels  that  notification  by  the 
Funding  Quality  Control  department  for  wires 
that  cannot  be  sent  and  the  related  reversal  of 
the  wire  in  the  LOS  along  with  the  the  wire  logs 
prepared  twice  daily  and  sent  to  the  LFCs 
mitigates  the  risk  of  unapproved  wires. 
However,  management  will  clarify  through 
additional  training,  the  applicable  documents  to 
be  reviewed  and  signed  by  the  Team  Manager. 
The  effectiveness  of  the  remediation  efforts  will 
be  monitored  through  a  series  of  in-house  audits 
which  will  be  completed  in  the  first  quarter  of 
2006. 
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From:  Carter,  Lawrence  D 

Sent:  Friday,  August  13,  2004  12:53  PM 

To:  Finn,  Michael  E  <finnme@office  of  thrift  supervision.com> 

Cc:  Chow,  Edwin  L  <chowel@office  of  thrift  supervision.com>;  Dyer,  Nicholas  J 

<dyernj@office  of  thrift  supervision. com> 

Subject:  Craig  Chapman 


As  you  suggested,  I  contacted  Craig  Chapman  yesterday  to  bring  him  up  to  speed  on  our  findings  and 
conclusions  in  the  area  of  home  lending.   I  also  suggested  to  Craig  that  we  talk  regularly.  Our  next  call  is 
scheduled  for  8/23  at  9  a.m.  He  will  include  Mark  Hillis  next  time,  who  is  the  new  chief  credit  officer  over  the 
home  lending  area.  We  will  talk  more  about  progress  in  moving  forward  in  improving  home  lending  operations. 
Mark  has  already  put  in  place  a  lot  of  changes  and  should  be  able  to  provide  some  feedback  on  how  those 
changes  are  taking  hold. 

Craig  has  been  around  the  country  visiting  home  lending  and  fulfillment  offices.  His  view  is  that  band-aids  have 
been  used  to  address  past  issues  and  that  there  is  a  fundamental  absence  of  process.  He  indicated  that  Craig 
Davis  had  an  approach  of  "mass  customization,"  i.e.,  trying  to  make  every  loan  they  could  rather  than 
concentrating  on  a  narrower,  homogeneous  product  set  of  profitable  products.  Craig  Chapman  will  be  working 
to  get  more  focused  on  a  profitable  product  set  and  establish  processes  that  can  be  carried  out  consistently 
across  the  various  home  loan  and  fulfillment  centers.  I  advised  Craig  that  he  was  on  the  right  page  and  that 
execution  of  his  plans  should  address  our  issues  with  underwriting  inconsistencies  and  simplify  the  process  of 
addressing  our  other  issues  with  pricing  and  data  integrity.  Craig  is  well  aware  of  channel  pricing  issues  and 
risk-based  pricing  issues  at  the  loan  level.  I  reiterated  to  Craig  the  importance  of  addressing  the  need  to  identify 
and  properly  manage  subprime  lending  activities  head  on.  I  told  him  thoroughly  supporting  capital  allocation  was 
critical  in  that  we  were  requiring  double  risk  weighting  or  more  for  many  of  our  institutions  who  could  not  support 
lesser  capital  on  their  own.  I  told  him  we  really  would  like  to  avoid  dancing  around  the  issue  of  using  the  term, 
"subprime,"  with  which  he  wholeheartedly  agreed. 

Nick  had  received  two  "complaints"  from  competitors,  on  which  I  followed  up  with  Craig:  (1)  WAMU  qualifying 
borrowers  at  rates  as  low  as  4-4.5  percent  and  (2)  WAMU  matching  Countrywide's  significant  dropping  of  start 
(teaser)  rates.  Craig  will  follow  up  to  see  what  WAMU  has  done  in  these  two  areas  of  underwriting  and  obtain 
supporting  rationale  as  appropriate.  He  should  be  providing  me  a  response  by  email. 

I  asked  Craig  whether  the  organizational  structure  would  change  now  that  he  is  in  charge  of  mortgage  banking, 
to  which  he  responded  "no."  Essentially,  Craig  will  manage  the  mortgage  banking  segment  of  the  Consumer 
Group,  even  though  Deanna  still  heads  up  that  group.  In  other  words,  mortgage  banking  will  not  be  moved  to 
the  Commercial  Group  nor,  as  best  as  I  can  tell,  will  Craig  and  Deanna's  roles  change  as  heads  of  the  two  main 
business  segments. 

I  asked  Craig  about  competition  with  Countrywide.  He  believes  Countrywide  has  a  very  broad  product  set.  He 
thinks  Countrywide's  service  is  as  bad  as  WAMUs  right  now.  He  concedes  Countrywide  has  better  technology. 
Craig  wants  to  improve  WAMUs  service  in  terms  of  turnaound  times  and  become  a  low-cost  producer  of  a 
narrower  range  of  products.  He  believes  WAMU  would  have  a  competitive  advantage  here. 

In  terms  of  losing  people,  Craig  feels  they  have  not  really  lost  many  individuals  they  did  not  want  to  lose 
anyway.  Candidates  for  CFO  are  coming  in  next  week.   Morale  is  somewhat  of  an  issue  in  the  Loan  Fulfillment 
Centers  because  that  is  where  a  lot  of  changes  are  occurring.  Otherwise,  he  feels  they  are  okay. 

As  an  aside,  as  Nick  already  informed  you,  I  am  trying  to  set  up  a  call  for  next  Monday  or  Tuesday  with  Tom 
Casey  to  get  his  take  on  what  BlackRock  meant  in  their  presentation  as  far  as  regulators  impacting  MSR 
valuation  and  hedging  practices.  
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From: 
Sent: 
To: 
Subject: 


Rotella,  Steve 

Wednesday,  February  16,  2005  3:31:27  PM 

Meola,  Tony  T. 

FW:  Follow-Up  on  Credit  Expansion  Discussion  wwith  Diane 


I  am  beginning  to  have  some  fun  with  this. 

— Original  Message — 

From:  Hillis,  Mark  R. 

Sent:  Wednesday,  February  16,  2005  10:31  AM 

To:  Rotella,  Steve 

Subject:  RE:  Follow-Up  on  Credit  Expansion  Discussion  wwith  Diane 

I  do  not  agree.  The  grids  and  the  BEDE  engine  do  the  following: 


1) 


2) 
3) 

4) 


All  products  are  eligible  for  approval.  Today  there  is  a  680  min  FICO  requirement  for  5/1 IO  loans.  Under  the 
BEDE  grids  (which  are  in  production  today),  the  5/1  IO's,  7/1's,  etc  can  be  approved  down  to  620  automatically 
by  the  system.  All  Tim  is  saying  is  that  given  we  are  using  a  proprietary  algorithm,  we  can't  just  say  to  the  field 
that  all  620's  will  be  approved  automatically.  It  is  dependent  on  their  overall  credit  profile,  and  the  internal 
models  use  LTV  and  mortgage  credit  performance  and  large  drivers  of  the  score  -  something  FICO  does  not. 
The  LTV  approvals  for  solid  customers  are  well  above  the  levels  approved  today. 

We  also  have  an  approved  to  component  in  the  system.  If  a  borrower  applies  for  x  amount  at  y  LTV,  we  may  in 
fact  (and  over  $lB/month  do),  provide  LTV  guidance  and  loan  amount  guidance  that  exceeds  their  requests. 
The  BEDE  system  and  these  rules  are  operating  today  in  the  LFC's.  John  Schleck  has  seen  the  value,  and  it  is 
significant,  I  just  don't  think  Tim  explained  this  well. 


I  will  send  more  concrete  information  across.  Please  let  me  know  if  you  want  to  discuss. 

— Original  Message — 

From:  Rotella,  Steve 

Sent:  Wednesday,  February  16,  2005  10:19  AM 

To:  Hillis,  Mark  R. 

Subject:  FW:  Follow-Up  on  Credit  Expansion  Discussion  wwith  Diane 

So,  sounds  like  there  isn't  much  new  news  after  all.  Do  you  agree? 

Original  Message--— 

From:  Meola,  Tony  T. 

Sent:  Wednesday,  February  16,  2005  6:08  AM 

To:  Rotella,  Steve 

Subject:  FW:  Follow-Up  on  Credit  Expansion  Discussion  wwith  Diane 

FYI 

I  Didn't  think  we  had  any  "good  news"  items  I  was  holding  back  from  the  field  unfortunately  I  was  correct. 

— Original  Message — 

From:  Bates,  Timothy 

Sent:  Tuesday,  February  15,  2005  7:33  PM 

To:  Meola,  Tony  T. 

Cc:  Ludlow,  Diane  L.;  Hillis,  Mark  R. 

Subject:  Follow-Up  on  Credit  Expansion  Discussion  wwith  Diane 


Tony, 

Diane  asked  me  to  email  you  regarding  progress  on  the  discussion  and  request  you  made  earlier  today  to 
assemble  some  examples  of  enhancements  surrounding  credit  policy  that  will  be  welcomed  by  sales.  We're  still 
plugging  through  some  analysis  and  verifying  a  few  things  with  Ops  folks,  but  here's  a  general  sense  of  what 
we're  going  to  provide. 
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The  most  significant  enhancements  are  centered  around  expanded  LTV  and  loan  amount  parameters  based  on 
our  new  underwriting  grids;  specifically,  we  will  be  able  to  auto-approve  loans  up  to  $1  mil  at  up  to  90%  LTV. 
Since  the  relief  is  primarily  driven  by  the  PM2  score  with  combinations  of  other  factors  such  as  Owner  Occupied, 
Cash  Out,  and  Number  of  Units,  it's  difficult  to  put  a  hard  and  fast  statement  out  there  about  Fico.  We  have  to  do 
a  little  bit  more  analysis  to  provide  the  general  Fico  parameters,  but  we  this  should  provide  a  general  sense  of 
what  we're  doing. 

So,  by  tomorrow  we  should  be  able  to  provide  a  statement  such  as  this:  For  loan  amounts  up  to  $1  million,  and  for 
Fico  scores  down  to  X  (analysis  due  back  tomorrow),  Owner  Occupied,  1  Unit  and  No  Cash  Out,  we  will  go  up  to 
90%  LTV  with  an  auto-approval.  Also,  on  these  same  deals,  we  will  also  provide  income  and  asset 
documentation  relief  to  the  borrower. 

This  would  apply  to  the  following  products: 

•  1  and  3  month  Option  ARM 

•  Flex  3  and  5 

•  5/1  I/O 

Do  you  want  to  provide  this  with  a  targeted  implementation  date  or  just  take  this  to  President's  Club  as  an 
example  of  the  expansion?    . 

Hope  this  is  what  you're  looking  for-  let  me  or  Diane  know  if  you  have  any  questions  or  if  you're  looking  for 
something  different. 

Tim  Bates 

Washington  Mutual 

Enterprise  Modeling  and  Decisioning  Systems 

206  377  4919  voice 

206  490  4427  facsimile 

timothy.batestajwamu.net 

Please  note  the  following: 

This  message  (including  any  attachments)  is  CONFIDENTIAL  and  may  contain  SENSITIVE  information.  DO 
NOT  disseminate  this  information  to  parties  who  do  not  have  the  authorization  to  view  this  material.  If  you  are  not 
the  intended  recipient  of  this  information  or  an  employee  or  agent  responsible  for  delivering  this  message  to  the 
intended  recipients),  please  do  not  read,  disseminate,  distribute  or  copy  this  information.  If  you  have  received  this 
message  in  error,  please  contact  the  sender  immediately.  Washington  Mutual  reserves  the  right  to  monitor  all  e- 
mail.  Electronic  mail  sent  through  the  Internet  is  not  secure. 
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Feltgen,  Cheryl  A. 

Wednesday,  June  14,  2006  1:07:03  PM 

Pollack,  Wayne  A. 

FW:  FW:  HEQ 


Attachments: 


Picture  (Metafile) 


From:  Hillis,  Mark  R. 

Sent:  Wednesday,  June  14,  2006  7:32  AM 

To:  Feltgen,  Cheryl  A. 

Cc:  Myhre,  Jennifer;  Kido,  Ken;  Cathcart,  Ron;  Corcoran,  James 

Subject:  FW:  HEQ 


Cheryl, 

I  wanted  to  weigh  in  on  a  couple  of  the  items  you've  identified  for  the  Equity  expansion  opportunities. 

On  the  first  two  bullets,  you  are  right  on.  We  are  tracking  well  toward  a  July  80/20  implementation  and  it  is  going  well.  Also,  you 
guys  did  a  nice  job  on  the  ERMC  portfolio  purchase  decision,  and  that  seems  to  be  moving  along  well. 

Regarding  the  next  two  items,  I'm  assuming  you  are  looking  at  sub-prime  second  models  for  Longbeach.  If  not,  we  need  to  sit  down 
and  have  a  role  clarity  discussion.    Our  team  is  currently  focused  on  several  HE  modeling  initiatives  to  include  higher  risk  lending 
and  the  next  generational  enhancement  of  our  existing  custom  algorithms.  We  are  in  the  final  validation  stages  of  a  tool  that  will  be 
implemented  in  October  to  swap-in  much  more  of  the  580-620  population  and  enhance  our  620-660  approval  rates.  In  the  interim,  we 
are  adjusting  our  decision  engine  rules  for  a  July  roll  out  to  allow  for  580-620  and  LT  80%  CLT  V  loans  to  be  referred  to  a  manual 
"sub-prime"  underwriting  team  that  we  are  putting  in  place.  Of  course  1  still  need  to  run  this  by  the  CPC  for  final  approval. 

On  your  bullet  point  for  the  opportunity  we've  done  a  very  thorough  scrub  of  our  TTD  population  and  we  see  this  580-620  segment  as 
the  biggest  opportunity  where  we  aren't  lending  today.  Clearly,  there  are  additional  market  opportunities  through  the  capital  markets 
side  that  you'll  exploring. 

Finally,  on  the  collateral  side  we  have  some  individuals  who've  done  some  really  good  work  on  AVM  validations  as  well  as  the 
overall  cascade  logic  that  we  utilize.  We  expect  some  nice  quality  enhancements  and  cost  saves  as  this  logic  is  implemented  this 


summer. 


In  this  expense  environment,  we  need  to  make  sure  we  have  everyone  focused  on  the  right  things,  and  to  avoid  duplication  and/or 
overlap  if  it  exists.  If  you  see  this  differently,  then  let's  sit  down  and  discuss. 

Let  us  know  how  we  can  further  help.  We've  got  good  momentum  going,  as  evidenced  by  our  May  jump  in  approval  rates  given  the 
March  rule  and  policy  changes  that  we  made.  We  are  now  seeing  more  of  a  bar-bell  distribution  starting  to  occur  with  more  lending 
being  done  down  in  the  lower  score  intervals.  These  further  changes  will  enhance  that  considerably. 


From:  Kido,  Ken 
Sent:  Tue  06/13/2006  3:18  PM 
To:  Myhre,  Jennifer;  Hillis,  Mark  R. 
Subject:  FW:  HEQ 


Original  Message 

From:  Schneider,  David  C. 

Sent:  Tuesday,  June  13,  2006  2:36  PM 

To:  Rotella,  Steve;  Kido,  Ken 

Subject:  Fw:  HEQ 

Importance:  High 

An  update  on  the  HE  issue. 
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Original  Message 

From:  Feltgen,  Cheryl  A. 
To:  Schneider,  David  C. 
Sent:  Tue  Jun  13  13:10:30  2006 
Subject:  FW:  HEQ 

David: 

There  are  various  activities  that  have  been  completed  or  are  underway  in  connection  with  "expanding  the  home  equity  credit 
parameters": 

*  Our  "80/20"  program  has  all  needed  credit  approvals.  By  the  end  of  June,  we  will  be  able  to  offer  a  WaMu  first/non-WaMu 
second  and  by  the  end  of  July,  we  will  offer  a  WaMu  first  and  a  WaMu  second.  The  later  is  dependent  on  Retail  Bank  systems 
(Visual  Banker,  Transact).  We  were  able  to  work  together  to  move  it  up  in  their  technology  queue  from  November  to  July.  The 
program  is  100%  CLTV  (previously  only  95%  was  offered),  $250,000  second,  max  combined  loan  amounts  of  $1 .25  million,  FICO 
down  to  620. 

*  $4  billion  home  equity  investment  program  approved  with  some  delegated  authority  to  Home  Loans  in  the  inaugural  Enterprise 
Risk  Management  Committee  last  Friday.  High  CLTVs  (up  to  100%)  and  lower  FICOs  (down  to  600)  permitted  with  some 
concentration  limits. 

*  Vijay  Bhasin  and  team  are  building  a  subprime  scorecard  for  EDE  that  will  enable  the  greater  understanding  of  the  risk  and 
return  tradeoffs  for  subprime  home  equity 

*  Vijay  Bhasin  and  team  are  working  on  the  analytics  necessary  to  identify  the  "sweet  spot"  in  the  FICO/LTV  possible 
combinations  for  optimal  risk  and  return.  Mark  Hillis  has  completed  an  analysis  which  I  have  seen  which  suggests  the  targeting  of  the 
lowest  FICOs  (580  to  620)  in  combination  with  the  lowest  CLTVs  (less  than  80%).  Vijay's  analysis  will  help  us  to  confirm  whether 
Mark's  recommended  approach  is  indeed  the  "sweet  spot".  Mark  Hillis  has  not  shared  all  the  details  of  what  he  plans  to  do,  but  I 
believe  he  intends  to  present  something  to  the  Credit  Policy  Committee  in  July. 

*  Collateral  risk  is  important  for  this  product  type  and  credit  profile.  Vijay  will  also  be  working  on  analytics  to  better  assess 
collateral  risk  and  hence  identify  opportunity. 

We  do  see  opportunity  in  continuing  to  expand  the  credit  box  for  home  equity.  It  is  one  of  the  elements  of  our  effort  to  increase  credit 
risk  while  achieving  the  appropriate  risk-adjusted  return. 

Cheryl 


From:  Schneider,  David  C. 

Sent:  Monday,  June  12,  2006  1:34  PM 

To:  Feltgen,  Cheryl  A. 

Subject:  FW:  HEQ 


From:  Rotella,  Steve 
Sent:  Monday,  June  1 2,  2006  1 : 1 1  PM 
To:  Kido,  Ken;  Schneider,  David  C. 
Subject:  HEQ 

Where  are  we  in  examining  the  possibility  of  expanding  the  home  eq  credit  parameters? 
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From:  Feltgen,  Cheryl  A.  <cheryl.feltgen@wamu.net> 

Sent:  Sunday,  February  5,  2006  2:54  PM 

To:  Joans,  Michelle  L.  <michelle.joans@wamu.net>;  Shaw,  Robert  H. 

<robert.shaw@wamu.net> 

Subject:  Fw:  80/20 


Michelle  and  Bob: 

See  attached  string  of  emails.  Michelle,  please  contact  Ralph  Melbourne  to  understand  exactly  what  is  wanted  to  allow  80/20  in  Retail 
and  Wholesale.  Then  work  to  prepare  request  for  approval.  Bob,  your  help  will  be  needed.  Bob,  note  my  comment  below  that  I  think 
we  should  raise  the  subject  at  the  QBR  meeting  to  assess  the  level  of  support  we  will  receive  from  Hugh  etal.  Keep  me  advised  of  the 
progress  and  what  you  hear  from  various  interested  parties..  Thanks  for  your  help. 

Cheryl 

Sent  from  my  BlackBerry  Wireless  Handheld 


Original  Message 

From:  Meola,  Tony  T. 
To:  Schneider,  David  C;  Feltgen,  Cheryl  A. 
Sent:  Sun  Feb  05  10:27:47  2006 
Subject:  Re:  80/20 

Spot  on,  the  issue  is  a  role  clarity  -  the  consumer  bank  plays  the  role  of  portfolio  manager  as  does  alco  and  to  a  degree  credit.  There  is 
no  one  decision  maker  in  the  world  of  heloc.  We  all  think  we  "own  it  and  thus  there  is  no  final  say"  that  clarity  would  unlock  this  - 
very  similiar  to  the  underwriting  debacle  we  sorted  through.  This  is  an  endless  voting  process. 

ATM 

Original  Message 

From:  Schneider,  David  C. 
To:  Meola,  Tony  T.;  Feltgen,  Cheryl  A. 
Sent:  Sun  Feb  05  10:23:14  2006 
Subject:  RE:  80/20 

A  few  thoughts: 


1 .  The  process  seems  to  be  flawed  when  a  product  can  be  D  tabled  D  until  next  meeting.  Why  are  we  running  the  business  based 
one  meeting  schedules?  Also,  I  have  no  problem  with  credit  expressing  concerns  about  controls,  etc.  I  do  think,  however,  that  their 
main  job  is  to  approve  credit  parameters.  They  should,  of  course,  set  the  right  expectations  for  control  and  I  think  it  would  be 
appropriate  to  request  a  final  sign  off  that  would  allow  credit  to  review  the  controls  that  are  established  by  the  business  and  ensure 
they  are  adequate. 

2.  I  don  Dt  understand  the  concerns  from  the  retail  bank.  We  are  working  with  them  on  a  number  of  projects  and  I  assume  this  is 
aligned  under  Ralph  and  his  team. 


We  need  to  decide  soon  that  this  will  or  will  not  be  ok  from  a  credit  perspective. 
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From:  Meola,  Tony  T. 
Sent:  Sunday,  February  05,  2006  6:06  AM 
To:  Feltgen,  Cheryl  A.;  Schneider,  David  C. 
Subject:  RE:  80/20 


The  issue  is  pretty  simple  -  we  do  not  have  an  80/20  capability  at  all  on  any  jumbo  product.  While  we  did  just  get  the  capability  on 
agency  product  for  retailt,  we  process  ,  close  and  deliver  the  product  in  Nexsta's  name.  Wholesale  odesn't  have  it  and  Correspondent 
has  not  been  approved  yet,  Hillis  tabled  it  at  the  Credit  committee  as  you  know,  I  have  kept  it  in  the  May  release  in  spite  of  that .  Let 
us  deal  with  the  system  issue,  we  do  a  number  of  things  today  that  our  systems  do  not  support  ( eg  :  Wholesale  Equity  Lending),  that 
is  a  bit  of  a  smoke  screen  in  this  history.  Thanks  Cheryl. 


From:  Feltgen,  Cheryl  A. 

Sent:  Sat  02/04/2006  9:28  PM 

To:  Schneider,  David  C;  Meola,  Tony  T. 

Subject:  RE:  80/20 


David  and  Tony : 


The  whole  subject  of  D80/20D  (and  also  100%  CLTV  loans)  is  a  complicated  story  at  WaMu  with  a  history  (as  Tony  knows).  .  .the 
discussion  of  it  stretches  back  for  probably  years.  There  has  historically  been  some  resistance  from  Enterprise  Risk  to  aspects  of  it. 
Let  me  try  to  describe  where  we  are  now  and  what  I  think  needs  to  be  done  to  get  to  where  I  believe  the  two  of  you  want  to  be. 


On  first  mortgages: 

We  now  have  products  with  a  100%  CLTV.  Until  late  last  year/early  this  year,  the  system  would  not  support  it  and  we  finally  now 
can  support  the  conf  FRM  as  a  1 00%  CLTV.  The  conf  Hybrid  is  approved  and  the  system  will  be  updated  mid-06  to  allow  us  to 
implement  it.  Option  ARMs  have  a  max  CLTV  of  95%  and  interest  only  has  a  max  CLTV  of  90%.  Further,  100%  CLTV 
opportunities,  beyond  what  Fannie/Freddie  permit,  are  now  available  in  the  Alt  A  product  in  the  Correspondent  and  Retail  channel, 
with  Wholesale  coming  out  with  the  implementation  of  Dorado. 


On  second  mortgages: 

In  Correspondent,  a  proposal  was  presented  at  last  weekOs  Consumer  Credit  Subcommittee  to  introduce  a  second  that  could  go  to 
100%  CLTV  behind  our  Alt  A  first.  The  intent  is  to  sell  these  loans  to  WCC  for  immediate  securitization  with  minimal  warehouse 
time.  The  vote  was  tabled  until  next  monthDs  meeting.  Further  information  was  requested  by  Mark  Hillis  about  controls  and  how 
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issues  would  be  managed.  Mark  Hillis  and  Jennifer  Myhre  also  wanted  to  do  a  comparison  to  the  controls  that  are  being  built  in  the 
Retail  Bank  for  their  new  stand  alone  equity  product  originated  for  a  secondary  market  execution.  Despite  the  delayed  vote, 
implementation  is  still  on  track  for  May  2006.  We  will  work  to  cover  all  the  bases  before  the  next  meeting  to  assure  approval. 


Beyond  Correspondent,  we  have  no  system  capability  to  process  the  seconds.  Possible  solutions  might  be  to  outsource  to  Nexstar  as 
we  do  now  for  Retail/Consumer  Direct.  When/if  we  implement  Palisades  (still  a  long  time  from  now),  it  has  that  capability.  I 
understand  also  that  MLCS  can  be  made  to  include  that  functionality,  but  doesn  Dt  have  it  today.  If  we  wanted  to  make  this  a  priority 
from  a  systems  standpoint,  other  projects  would  need  to  be  deferred  to  accommodate  it,  which  could  certainly  be  done.  I  donOt  really 
control  that. 


As  we  progress  our  thinking  on  the  80/20s,  there  may  be  some  resistance  from  the  Retail  Bank  seeing  our  efforts  as  infringing  on 
theirs.  They  are  working  on  a  stand  alone  equity  product  that  would  be  originated  through  correspondents.  It  would  be  sold  in  the 
secondary  market.  They  may  expand  beyond  that  in  the  future.  (Note:  there  is  currently  a  Board  Policy  that  prohibits  the  holding  of 
first/second  100%  CLTV  loans).  Corporate  Credit  Risk  has  some  concerns  given  the  point  in  the  housing  cycle  and  given  the  pending 
interagency  guidance  on  higher  risk  lending.  These  concerns  can  certainly  be  addressed,  but  it  is  an  item  to  be  aware  of. 


Tony,  you  have  asked  that  my  team  develop  credit/underwriting  guidelines  for  80/20  loans  that  would  be  originated  in  the  Retail  and 
Wholesale  Channels.  We  can  do  that  working  with  Ralph  Melbourne  and  his  Product  Development  Team.  At  the  moment,  I  donDt 
see  the  development  of  guidelines  as  the  constraint,  but  rather  developing  the  system  capabilities  and  making  them  a  priority.  I  think 
it  is  typically  Ralph  and  team  (Krysti  Kovarik)  that  leads  that  effort.  We  will  be  happy  to  help  where  we  can. 


We  have  the  HL  Quarterly  Business  Review  with  the  Corporate  Credit  Risk  team  on  Wednesday,  February  15  from  3:00  to  4:30  p.m.. 
David  is  scheduled  to  attend  with  me.  David,  I  think  it  would  be  good  for  us  to  raise  the  subject  so  that  you  can  express  your 
enthusiasm  for  the  product  and  so  that  we  can  assess  the  support  we  will  receive  from  Corporate  Credit  Risk.  Tony,  I  had  spared  you 
from  this  meeting,  but  it  might  be  good  to  have  you  on  for  at  least  part  of  the  call  as  well,  particularly  to  talk  about  this  subject.  As 
you  may  recall,  we  included  it  in  the  Front  End  Guidance  that  we  reviewed  with  them,  but  really  didnDt  have  time  to  discuss  it. 


Would  welcome  your  thoughts.  Thanks. 


Cheryl 


From:  Schneider,  David  C. 
Sent:  Friday,  February  03,  2006  10:34  PM 
To:  Meola,  Tony  T.;  Feltgen,  Cheryl  A. 
Subject:  RE:  80/20 
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What  is  the  answer? 


From:  Meola,  Tony  T. 

Sent:  Thu  02/02/2006  10:48  AM 

To:  Feltgen,  Cheryl  A. 

Cc:  Schneider,  David  C. 

Subject:  80/20 


Cheryl, 

We  continue  to  get  pressure  for  the  80/20  product  particularly  in  the  jumbo  arena,  where  are  we  on  the  80/20?  To  date  we  have  said 
we  would  consider  it,  Long  beach  has  it,  but  we  have  been  reluctant  to  grant  it  to  homeloans.  There  maybe  some  systems  issues,  but  I 
think  we  can  side  step  them.  This  was  a  follow  up  to  DavidOs  Cedarbrook  meeting. 
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From:  Schneider,  David  C. 

Sent:  Friday,  November  30,  2007  4:44:33  PM 

To:  McMurray,  John;  Killinger,  Kerry  K.;  Rotella,  Steve;  Cathcart,  Ron;  Casey,  Tom;  Corcoran,  James; 

Baker,  Todd 
CC:  Beck,  David;  Berens,  John;  Woods,  John  F. 

Subject:  RE:  Modifications 

John, 

Thanks  for  putting  together  this  summary.  I  agree  with  your  points  and  they  are  consistent  with  our  current  plans  around 
this  issue.  As  of  this  time,  it  is  my  sense  that  we  need  to  be  prepared  to  work  all  borrowers  who  are  current  and  express  a 
willingness  to  stay  in  their  home.  This  will,  by  necessity,  be  a  loan  by  loan  process  although  we  can  streamline  some  of 
the  activities  required  to  execute  a  mod. 

I  also  think  it  is  clear  that  the  economic  benefit  of  providing  modifications  for  these  borrowers  is  compelling  for  the 
following  reasons: 

•  None  of  these  borrowers  ever  expected  that  they  would  have  to  pay  at  a  rate  greater  than  the  start  rate.  In  fact,  for 
the  most  part  they  were  qualified  at  the  start  rate 

•  We  need  to  provide  incentive  to  these  borrowers  to  maintain  the  home  -  especially  if  the  home  value  has  declined 

•  When  we  booked  these  loans,  we  anticipated  an  average  life  of  2  years  and  never  really  anticipated  the  rate 
adjustments 

All  that  said,  we  are  doing  the  math  to  show  breakeven  points.  My  sense  is  that  Mods  are  the  best  bet.  In  fact,  this  is 
what  the  investment  community  is  saying  through  their  support  of  the  national  efforts. 

ds 


From:  McMurray,  John 

Sent:  Friday,  November  30,  2007  3:08  PM 

To:  Killinger,  Kerry  K.;  Rotella,  Steve;  Cathcart,  Ron;  Casey,  Tom;  Schneider,  David  C;  Corcoran,  James;  Baker,  Todd 

Subject:  Modifications 

There  have  been  numerous  separate  conversations  over  the  past  several  days  on  modifications.  These  discussion  have 
included  the  potentially  material  consequences  on  provisions  and  sale  treatments.  The  purpose  of  this  email  is  to  briefly 
summarize  the  situation  and  advocate  three  recommendations. 

I.  Political  Reality.  The  political  reality  of  this  situation  is  increasingly  misaligned  with  economic  and  accounting 
realities. 

A.  Activist  Agenda.  The  activists  have  their  own  agenda  and  have  exploited  this  situation  by  out-lobbying  banks  and 
investors.  In  some  respects,  previous  activist  activities  around  expanding  homeownership  via  more  accommodating 
credit  standards  may  have  ironically  contributed  to  the  current  situation.  A  common  refrain  I've  heard  from  various 
activists  is:  "get  'em  in,  keep  'em  in." 

B.  Existing  Processes.  Except  for  isolated  (mostly  subprime  only)  servicers,  there  were  already  robust  processes  for 
work-outs  and  modifications  (see  II. A  .  below).  This  fact  was  so  poorly  communicated  by  the  industry  that  it  now 
matters  little  from  a  political  perspective. 

C.  Foreclosure  Consequences.  Another  poorly  communicated,  or  at  least  poorly  understood,  fact  is  that 
lender/investors  do  not  benefit  from  a  foreclosure. 

II.  Economic  Reality.  Modifications  should  be  pursued  to  optimize  the  economic  consequences  for  the  affected  parties 
(i.e.  the  borrower  and  lender/investor),  whose  interests  are  usually  aligned  in  a  default  situation. 

A.  Existing  Practice.  For  most,  if  not  all,  of  the  situations  where  a  modification  would  make  sense,  loans  were 
already  being  modified  by  mainstream  servicers.  Existing  practice  is  to  tailor  the  work-out  or  modification  to  the 
specifics  of  each  situation  thereby  maximizing  its  chance  of  success. 

B.  No  Panacea.  The  "one-size  fits  all"  modifications  being  promoted  in  DC  will  likely  be  much  less  successful  than 
advertised.  Here  are  a  few  reasons  where  a  modification  many  not  be  successful: 
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1 .  The  loan  was  for  a  speculative  purchase.  These  transactions  were  more  prevalent  in  this  cycle  even  though 
some  consumers  may  have  camouflaged  the  true  nature  of  their  transaction. 

2.  The  consumer  purchased  a  new  property  and  cannot  sell  their  previous  property,  which  they  no  longer 
occupy. 

3.  The  consumer  has  negative  equity  and  does  not  wish  to  remain  in  the  property. 

4.  The  consumer  can't  afford  any  payment  as  the  result  of  a  job  loss  or  other  actuarial  event.  Some  of  these 
situations  can  be  saved  with  a  work-out  plan,  but  a  simple  rate  reduction  isn't  one  of  the  approaches  that  typically 
works. 

C.  Economic  Alignment.  The  approach  John  Woods  described  in  Wednesday's  MCR  is  the  right  one.  We  need  to 
have  a  reliable  model/approach  for  predicting  which  specific  modifications  are  likely  to  be  economically  viable.  An 
unviable  modification  where  the  consumer  eventually  defaults  is  adverse  to  the  interests  of  all  parties,  including  the 
consumer,  the  lender  and  the  investor  (for  sold  portfolios). 

III.  Accounting  Reality.  The  accounting  issues  relative  to  modifications  have  been  raised  repeatedly.  So  far,  however, 
those  entities  which  need  to  provide  relief  (e.g.,  FASB,  SEC)  have  not  seemed  anxious  to  do  so. 

A.  HFI  portfolio.  The  provision  for  anything  we  modify  is  generally  going  to  be  higher  than  had  we  not  modified  the 
loan. 

B:  Sold  Portfolio.  A  misstep  here  could  have  catastrophic  consequences  with  many  sold  loans  coming  back  onto  the 
balance  sheet. 

IV.  Recommendations.  My  recommendations  are  outlined  below.  I  believe  that  some  of  these  approaches  may  already 
be  embodied  in  the  initiative  underway,  which  was  commissioned  by  Schneider  and  led  by  Beck. 

A.  Viability.  We  should  seek  to  do  only  those  modifications  that  will  be  economically  viable  because  that's  what's 
best  for  the  affected  parties  (borrower  and  lender/investor). 

B.  Company  Position.  Wherever  we  ultimately  land  with  regard  to  changes  in  our  work-out  and  modification 
strategies,  we  should  crystallize  our  internal  and  external  positions  on  this  high  visibility  issue  to  promote 
understanding  and  avoid  being  outmaneuvered  by  those  with  competing  agendas. 

C.  Accounting  &  Economic  Consequences.  We  should  understand  the  accounting  and  economic  consequences 
before  committing  to  any  large-scale  modification  program. 
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Hybrid  ARM  Lending  Survey 


Hybrid  ARMs  are  offered  to  many  different  types  of  borrowers.  Of  your  hybrid 
ARM1  offerings,  what  percentage  (and  amount)  is  lent  to  subprime  borrowers?  What 
percentage  (and  amount)  would  be  considered  Alt- A?  For  the  two  groups,  what 
percentage  (and  amount)  includes  a  "below-market"  introductory  rate?  A  "market 
rate"  for  this  purpose  might  be  considered  the  current  fully  indexed  rate  on  the  loan  if 
it  were  reset  today  according  to  the  terms  of  the  contract. 


Answer: 


■  Hybrid  ARMs  with  2-yr  or  3-yr  introductory  rates  represented  approximately  66% 
of  subprime  channel  origination  volume  in  2006,  none  of  which  were  considered 
Alt- A.  The  subprime  channel  does  not  offer  Alt-A  products,  which  represent 
approximately  13%  of  February  2007  total  volume,  down  from  15%  in  January 
2007.  Alt-A  Hybrid  products  with  introductory  rate  periods  of  three  years  or  less 
represent  less  than  1%  of  total  Alt-A  volume  in  February  2007. 

■  All  (100%)  of  the  hybrid  ARM  products  have  introductory  note  rates  that  are 
below  their  corresponding  fully-indexed  rate.  However,  these  introductory  rates 
are  closely  matched  with  their  corresponding  term  in  the  market  yield  curve. 
Thus,  we  do  not  consider  an  introductory  rate  that  is  tied  to  the  market  yield  curve 
but  below  the  fully-indexed  rate  to  be  "below  market". 

What  are  the  borrower  qualification  criteria  for  subprime  and  Alt-A  Hybrid  ARMs? 
Specifically,  what  is  the  interest  rate  used  to  calculate  the  DTI  ratio  and  how  does  this 
rate  relate  to  the  initial  note  rate,  the  fully  indexed  rate  and  the  lifetime  maximum 
rate?  What  are  the  maximum  LTV  and  DTI  ratios  allowed?  Are  taxes,  insurance  and 
other  housing  related  expenses  included  in  underwriting  subprime  and  Alt-A  Hybrid 
ARMs?  How  do  lower  credit  scores,  higher  LTV  ratios,  stated  income  and  credit 
history  affect  the  qualification  analysis? 


Answer: 


The  note  rate  is  used  to  calculate  the  qualifying  monthly  payment  and  DTI  ratios. 
Taxes,  insurance  and  other  housing  related  expenses  as  well  as  other  debt 
payments  are  included  in  the  monthly  payment  calculations  for  both  disposable 
income  and  DTI  requirements. 

For  Subprime  currently  up  to  100%  LTV/CLTV  with  50%  DTI  is  allowed  for  Full 
Doc  depending  on  FICO  score.  Up  to  95%  LTV/CLTV  is  allowed  with  50%  DTI 
for  Stated  Doc  depending  on  FICO  score.  There  are  higher  FICO  score  minimum 
requirements  for  lower  Credit  Grades  and  higher  CLTV.  Usually  higher  FICO 
score  is  required  for  Stated  Doc  than  Full  Doc. 

For  Alt-A  Full  Doc  programs,  currently  up  to  97%  LTV  /  100%CLTV  with  45% 
DTI  is  allowed  depending  on  the  FICO  score.  For  No  Income  Verification,  No 
Income  No  Ratio,  and  No  Income  No  Asset  only  up  to  95%  LTV/CLTV  is 
allowed. 


1  In  this  document,  Hybrid  ARMs  refers  to  hybrid  adjustable  rate  mortgages  for  which  the  interest  rate  is 
fixed  for  a  relatively  short  period  such  as  two  or  three  years. 
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■  Risk-based  pricing  is  applied  to  all  subprime  and  Alt-A  Hybrid  ARMs.  Higher 
risk  transactions  require  risk-adjusted  pricing  (mostly  by  Doc  type,  FICO  score 
and  CLTV).  Additional  risk-based  pricing  add-ons  are  applied  for  various  layered 
risk  such  as  Non-owner  occupied  and  multiple  unit  housing.  Risk-based  pricing 
is  reflected  in  the  note  rate  and  qualifying  rate.  Loans  that  are  not  approved  using 
an  automated  underwriting  system  are  evaluated  and  qualified  by  seasoned 
underwriters,  who  utilize  all  information  provided  by  the  applicant  to  determine 
qualification  and  reasonableness  of  stated  income  or  stated  assets. 

3.  Given  your  experience,  what  is  the  percentage  of  subprime  and  Alt-A  hybrid  ARM 
borrowers  who  (a)  prepay  by  refinancing  into  loans  classified  as  prime  products  (b) 
prepay  by  refinancing  into  another  subprime  or  Alt-A  hybrid  ARM  product,  or  (c)  do 
not  prepay.  For  each  group,  indicate  whether  those  borrowers'  credit  scores 
improved  or  declined  (and  by  how  much)  during  the  initial  fixed-rate  period. 

Answer:  With  a  subprime  market  share  of  less  than  10%,  WaMu  does  not  have  much 
experience  with  Hybrid  ARM  subprime  borrowers  refinancing  with  WaMu  and  we  do  not 
control  the  lender  selected  by  mortgage  brokers,  who  source  almost  all  volume  through 
our  subprime  channel.  However,  we  have  a  program  that  assists  subprime  borrowers  to 
receive  prime  products  and  pricing  when  inquiries  occur.  Most  subprime  borrowers 
payoff  their  loan  prior  to  the  expiration  of  the  contractual  term,  frequently  before  or  just 
after  the  end  of  the  introductory  fixed-rate  period  if  a  Hybrid  ARM. 

4.  For  subprime  and  Alt-A  Hybrid  ARMs  originated  through  broker  or  correspondent 
channels,  do  the  third  party's  underwriting  standards  vary  from  the  guidelines  you  use 
for  originating  your  own  loans?  In  what  ways?  What  is  the  usual  compensation  for 
third  parties  involved  in  originating  subprime  and  Alt-A  Hybrid  ARMs  versus 
subprime  and  Alt-A  non-Hybrid  ARMs?  Is  third  party  compensation  influenced  by 
the  existence  of  a  prepayment  penalty  on  subprime  and  Alt-A  Hybrid  ARMs? 

Answer: 

■  We  currently  do  not  have  different  underwriting  standards  for  brokers.  We  have 
also  tried  to  match  the  correspondent  underwriting  standards  or  what  we  purchase 
from  them  with  our  own  underwriting  guidelines. 

■ 

■  The  YSP  that  brokers  can  earn  is  limited  to  1%  for  subprime  loans  that  do  not 
have  a  3  year  prepayment  penalty.  Brokers  negotiate  rates,  fees  and  points  with 
the  borrower,  which  the  brokers  can  choose  to  have  paid  in  the  form  of  a  YSP.  In 
some  cases,  a  prepayment  fee  is  required  in  order  for  WAMU  to  recoup  enough 
yield  to  cover  the  YSP  in  the  event  that  the  loan  pays  off  early. 

5.  By  product  type,  can  you  provide  examples  of  Notes  and  any  Riders,  copies  of 
Regulation  Z,  and  RESPA  disclosure  statements  provided  to  consumers  when 
originating  subprime  and  Alt-A  Hybrid  ARMs.  Also,  can  you  provide  copies  of  any 
additional  documentation  distributed  to  or  targeted  to  consumers  that  describes 
subprime  and  Alt-A  Hybrid  ARM  terms.  Please  include  sample  solicitations  and  other 
marketing  materials. 
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Answer:  See  attached  documentation.  We  have  provided  copies  of  the  ARM  Program 
Disclosures,  TIL  Disclosure  statements  and  the  notes  used  in  our  subprime  channel.  We 
have  also  attached  the  ARM  program  disclosures  and  notes  used  for  our  Alt  A  Hybrids. 
We  will  be  following  up  with  the  TIL  Disclosure  statements  for  the  Alt  A  Hybrids  and 
sample  marketing  materials. 

6.   Given  the  potential  for  payment  shock  associated  with  subprime  and  Alt- A  Hybrid 
ARMs  that  have  "below  market"  introductory  rates,  how  does  the  institution 
determine  a  borrower's  repayment  ability  once  the  rate  and  payment  increases 
(particularly  for  borrowers  with  lower  credit  scores,  high  LTV  ratios  or  high  DTI 
ratios)? 

Answer: 

■     WaMu  does  not  directly  evaluate  a  subprime  borrower's  ability  to  repay  their 
Hybrid  ARM  loan  after  the  introductory  rate  and  term  expire.  Our  underwriting 
process  is  consistent  for  prime  and  subprime  originations,  in  which  future  events 
are  not  considered  (changes  in  interest  rates,  household  income  or  debt,  sources  of 
income,  property  values  or  other  criteria  used  in  the  underwriting  process).  We 
perform  employment  verification,  and  check  the  reasonableness  of  the  income  on 
all  applicants.  We  also  have  managed  the  risk  of  borrowers  by  other  means  such 
as  eliminating  layered  high  risk  borrowers  by  FICO,  CLTV,  loan  purpose  and 
loan  documentation  type.  Historically,  we  have  found  these  factors  to  be  far  more 
predictive  of  loan  performance  than  projected  DTI  ratios. 
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From:  Joans,  Michelle  L. 

Sent:  Wednesday,  March  1 ,  2006  6:56  PM 

To:  Gordon,  Scott  A.  <scott.gordon@wamu.net> 

Subject:  Re:  Tommy  Ramirez 


Especially  wo  MI! 

Michelle  Joans 

Washington  Mutual  Bank,  FA 

Manager,  Credit  Policy 

206-490-5552 

CSQ  608 


Original  Message 

From:  Gordon,  Scott  A. 

To:  Joans,  Michelle  L. 

Sent:  Wed  Mar  01  15:46:35  2006  . 

Subject:  RE:  Tommy  Ramirez 

I'm  not  sure  Cheryl  and/or  David  have  the  authority  to  put  these  loans  in  the  portfolio.  Rick  Ellson  would  need  to  agree  -  based  on 
previous  experience  it  will  be  a  very  difficult  to  sell  him  on  the  concept. 

Scott  Gordon 

Home  Loans  Credit  Product  Management 

415.336.6425 

This  message  (including  any  attachments)  is  CONFIDENTIAL  and  may  contain  SENSITIVE  information.  DO  NOT  disseminate  this 
information  to  parties  who  do  not  have  the  authorization  to  view  this  material. 

Original  Message 

From:  Joans,  Michelle  L. 

Sent:  Wednesday,  March  01 ,  2006  3:44  PM 

To:  Gordon,  Scott  A. 

Subject:  Fw:  Tommy  Ramirez 

What  do  you  think  of  Cheryl's  comment  about  no  MI???  I  wanted  to  say,  no  way. 

Michelle  Joans 

Washington  Mutual  Bank,  FA 

Manager,  Credit  Policy 

206-490-5552 

CSQ  608 


Original  Message 

From:  Feltgen,  Cheryl  A. 

To:  Joans,  Michelle  L. 

Sent:  Wed  Mar  01  15:37:27  2006 

Subject:  Re:  Tommy  Ramirez 

Thanks,  Michelle.  Look  forward  to  getting  the  material.  You  guys  can  send  it  to  me  in  an  attachment.  I  will  synch  up  my  laptop  in 
my  room  and  then  take  it  with  me  to  the  meeting.  As  to  partners,  1  think  where  we  are  headed  is  that  we  would  keep  this  in  the 
portfolio  since  it  is  likely  unsaleable  by  the  time  we  are  done.  I  think  Tommy  wants  us  to  do  this  without  MI. 

Cheryl 


-Original  Message- 
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From:  Joans,  Michelle  L. 

To:  Feltgen,  Cheryl  A. 

Sent:  Wed  Mar  01  15:19:32  2006 

Subject:  RE:  Tommy  Ramirez 

Should  have  something  to  you  in  an  hour  or  so  - 1  am  hoping  that  Ernie's  email  provided  some  of  the  background  you  were  seeking  - 
Scott  and  Ernie  are  in  a  much  better  position  to  talk  to  you  about  the  past,  as  there  is  an  extensive  past  as  you  might  sense  from  the 
passion  in  Ernie's  response!  (-: 

I  think  you  will  find  that  our  summarized  feedback  will  describe  where  we  might  be  able  to  offer  more  and  quite  frankly,  where  those 
loans  are  now  on  a  system  that  will  enable  us  to  allow  DU  EA  approvals. 

This  pilot  is  a  jumbo  inner  city  affordable  product,  combining  all  the  features  of  our  lending  up  to  $650k  and  >  95%  LTV.  We  agreed 
to  allow  the  use  of  DU  and  at  the  time  could  not  allow  DU  EA  due  to  system  issues.    DU  EA  (Desktop  Underwriter  Expanded 
Approval)  is  virtually  Alt  A  or  A-  lending. 

Other  influences: 

Our  MI  partners.  Only  one  stepped  forward  and  recently  PMI  was  interested.  This  is  another  area  we  could  explore  and  maybe 
negotiate  more  expansive  guidelines  but  everyone  has  to  be  clear  that  this  is  not  all  up  to  us,  we  have  external  partners  to  deal  with. 


From:  Feltgen,  Cheryl  A. 
Sent:  Wed  03/01/2006  1:23  PM 
To:  Joans,  Michelle  L. 
Subject:  RE:  Tommy  Ramirez 


Thanks,  Michelle.  I  am  meeting  with  David,  Tony  and  Wayne  in  a  few  hours  this  afternoon.  Send  things  to  me  so  that  I  can  read  in 
the  body  of  the  email.  I  need  to  know  what  we  have  allowed  Tommy  to  do  in  the  past,  the  details  of  the  pilot  and  most  importantly 
what  it  is  that  we  would  recommend  we  do  in  the  future.  Can  you  send  me  again  the  details  of  the  DU  EA?  I  am  not  sure  I  really 
understand  the  implications  of  what  you  described  below.  Steve  Rotella  obviously  now  has  a  feeling  that  we  have  taken  forever  and 
not  provided  much  to  Tommy  and  his  team.  Whether  that  is  true  or  not,  Steve  has  put  us  in  a  position  that  we  will  have  to  offer  up 
something.  I  look  forward  to  receiving  the  information.  Thanks. 

Cheryl 

Original  Message 

From:  Joans,  Michelle  L. 

Sent:  Tuesday ,  February  28,  2006  8 : 1 5  PM 

To:  Feltgen,  Cheryl  A. 

Subject:  Re:  Tommy  Ramirez 

I  will  be  in  early  and  plan  to  have  something  waiting  for  you.  Can  you  provide  any  insight  into  David's  comment  about  a  broken 
process.  We  created  a  product  eclusively  for  this  loan  consultant  and  what  he  wants  is  an  alt  a  like  product.  Can  you  open  attachments 
or  do  you  want  everything  in  the  body  of  the  email. 

1.  Ability  to  make  fico  exceptions  locally  -  we  talked  about  this  a  little  bit  and  I  am  all  for  pushing  authority  to  the  loan  level.  Not 
sure  about  the  request  though,  the  example  provided  appears  to  be  around  the  680  for  low  doc,  the  uw  can  go  to  660,  so  is  this  request 
that  they  can  go  further  locally  and  up  to  80  points  below  the  requirement?  This  is  an  extreme  exception  and  again  brings  us  into  alt  a 
territory.  If  we  decide  to  do  this,  we  need  to  address  it  for  the  entire  country  from  a  fairlending  perspective  I  would  expect.  Then, 
where  we  reqiure  680,  is  a  600  ever  acceptable? 

2.  They  want  us  to  accept  cash  on  hand.  We  do  to  a  certain  extent  but  this  is  really  an  issue  for  investors  as  assets  from  the  borrower 
or  the  borrower's  investment  is  a  critical  factor.  Tomorrow  I  will  give  you  the  facts  of  the  program. 

.  3.  I  had  sent  you  an  outline  of  this  program.  During  the  last  review  it  was  determined  that  being  able  to  us  DU  EA  would  bring  a 
significant  lift  and  we  are  very  close  to  working  this  out.  Before  they  got  off  to  an  alt  a  type  product,  everyone  acknowledged  that  the 
loans  were  being  approved  under  DU  EA.  We  are  overcoming  system  issues  to  get  this  done. 

I  have  not  idea  what  the  comment  about  realtor  broker  fees  is  about.  I  will  follow  up  with  Scott  and  Ernie,  do  you  have  any  ideas? 
These  loans  are  generally  over  80%  and  subject  to  MI  -  a  significant  factor. 
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Michelle  Joans 

Washington  Mutual  Bank,  FA 

Manager,  Credit  Policy 

206-490-5552 

CSQ  608 


-—Original  Message 

From:  Feltgen,  Cheryl  A. 

To:  Joans,  Michelle  L.;  Shaw,  Robert  H.;  Mortensen,  Ernie 

Sent:  Tue  Feb  28  18:34:24  2006 

Subject:  Fw:  Tommy  Ramirez 

See  attached  and  my  earlier  email.  I  need  as  much  of  what  I  asked  for  as  you  can  possibly  put  together  in  time  for  my  meeting  with 
David  ,  Steve  and  Tony  tomorrow.  Thanks. 

Cheryl 

Original  Message 

From:  Schneider,  David  C. 

CC:  Feltgen,  Cheryl  A.;  Meola,  Tony  T.;  Pollack,  Wayne  A. 

Sent:  Tue  Feb  28  16:53:18  2006 

Subject:  Re:  Tommy  Ramirez 

Having  sat  through  the  wholesale  meeting  and  seeing  this  from  steve,  my  conclusion  is  that  there  is  a  broken  process.  We  have  all 
been  in  place  long  enough  to  recognize  that  we  can  no  longer  blame  the  old  team.  Let's  have  the  4  of  us  get  together  tomorrow  (say 
late  afternoon  at  5)  to  discuss.  Does  that  time  work? 

Original  Message 

From:  Rotella,  Steve 

To:  Schneider,  David  C. 

CC:  Feltgen,  Cheryl  A.;  Meola,  Tony  T. 

Sent:  Tue  Feb  28  15:18:45  2006 

Subject:  Tommy  Ramirez 

I  had  a  meeting  with  Tommy  and  his  crew  and  want  to  express  my  views  about  the  work  they  do  and  why  the  company  is  not  meeting 
their  needs  and  what  I  think  we  must  do. 

David  and  Cheryl,  you  are  just  getting  to  know  these  guys,  but  besides  the  volume  tsunami  they  produce,  they  are  intertwined  in  their 
community  and  have  produced  great  quality  for  us.  Further,  they  live  our  values  and  are  not  price  conscious  I  met  them  last  year  and 
was  so  impressed,  I  suggested  we  use  them  to  spawn  similar  operations  in  Hispanic  communities  across  the  US  if  possible  using  them 
to  model,  train,  and  certify  the  work.  Frankly  not  much  has  happened. 

We  should  fall  all  over  ourselves  to  have  a  business  segment  that  attracts  minorities,  is  almost  all  Option  Arms,  is  not  price  driven, 
delivers  great  quality ,  and  is  oriented  to  the  average  guy,  our  market. 

So  here  I  was  again  a  year  later  withan  expectation  that  they  wanted  the  world.  The  usual  list  of  demands  from  whiny  mortgage 
LCs! !??  Nope,  a  short  and  I  think  largely  reasonable  list  of  asks  that  I  want  to  quickly  discuss,  resolve,  and  move  on.  What  frustrates 
me  a  bit,  is  if  any  group  has  earned  some  flexibility,  these  guys  have,  yet  they  can't  seem  to  get  the  process  and  organization  to  act 
without  getting  "muscle"  (read  me)  involved,  which  I  don't  mind. 

So  what  do  they  want? 

1.  Flexibility  to  have  their  local  underwriters  go  below  660  (to  600)  on  FICO  rather  than  the  cumbersome  process  of  sending  these  off 
to  other  "senior"  credit  people.  This  seems  ok  to  me  with  a  good  governance  process  and  a  random  QA  process.  Again  these  guys  are 
serious  players  and  deserve  flexibility. 

2.  The  ability  to  count  assets  in  the  underwriting  that  are  not  in  a  financial  institution  at  time  of  the  process,  but  would  be  a 
contingency  at  closing  to  be  in  Wamu. 

3.  Some  changes  to  the  97  product  we  rolled  out  that  has  been  a  flop.  We  set  a  1 50mm  max  test  and  the  criterea  have  blunted  any 
action.  Also  the  ability  to  have  realtor  broker  fees  on  these. 
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I  would  like  a  quick  discussion  with  you  when  you  return  on  these  and  assuming  some  agreements,  a  call  with  Tommy  and  crew  after. 
Thanks. 

Mary,  would  you  set  up  a  1/2  call  with  David,  Cheryl,  and  Tony.  Thx. 

Sent  from  my  BlackBerry  Wireless  Handheld 
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From:  Pohlmann,  Andrew  P. 

Sent:  Tuesday,  June  6,  2006  1 1:52  AM 

To:  Perry,  Rich  <ul58466@wamu.com> 

Subject:  FW:  Option  ARM  Sales  Mastery  Program 


Who  can  I  contact  to  get  enrolled  in  the  HLC  manager  version  of  this  training  program? 

AP 

Original  Message 

From:  e-Flash 

Sent:  Monday,  June  05,  2006  1:12  PM 

Subject:  Option  ARM  Sales  Mastery  Program 


Subject:  06.05.06  -Option  ARM  Sales  Mastery  Program 

To:  Retail  Production  Sales  (including  Emerging  Markets  and  Banking) 

From:  Steve  Stein 


Over  the  last  month,  you've  heard  the  details  of  our  refined  business  model  from  David  Schneider  and  me.  I 
want  to  thank  you  for  attending  the  Production  meetings  in  May,  asking  questions  and  working  together  to 
support  this  strategy. 

We  are  beginning  to  focus  on  higher-margin  products  like  our  flagship  product,  the  Option  ARM.  This  is  a 
fantastic  product  for  almost  any  borrower.  To  help  our  sales  force  feel  more  comfortable  with  selling  the 
Option  ARM  to  a  wide  variety  of  borrowers,  we  are  rolling  out  a  comprehensive  skills  assessment  and 
training  initiative.  The  program  was  reviewed  with  all  managers  on  my  June  2  conference  call. 

This  initiative  is  not  about  selling  the  Option  ARM  to  everyone.  We  will  always  stay  true  to  our  values,  and 
provide  the  right  loan  for  every  customer.  This  is  about  helping  our  sales  force  identify  when  the  Option 
ARM  might  be  a  good  choice  for  the  customer,  and  how  to  explain  the  features  and  benefits  of  the  product 
effectively.  Through  the  skills  assessment,  training,  role  playing  and  a  best-practices  selling  tips  video,  I 
think  this  Retail  sales  team  will  be  unstoppable  with  the  Option  ARM. 

HLC  Managers  will  be  proxy  enrolled  for  the  Talent  Builder  curriculum  end  of  day  June  6.  This  will  give 
managers  a  week  to  get  familiar  with  the  training  before  Loan  Consultants,  Associate  LCs,  and  Banking  LCs 
are  proxy  enrolled  end  of  day  June  13. 

The  Option  ARM  is  our  product  and  we  can  sell  it  better  than  anyone.  I  have  great  confidence  that  we'll 
improve  our  Option  ARM  market  share  quickly,  like  the  experts  we  are. 

Thank  you  in  advance  for  attending  training  and  supporting  this  product. 
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e-Flash  <e-Flash@wamu.net> 
Monday,  July  3,  2006  5:47  PM 

2006  Option  ARM  Blitz  -  Quarterly  Incentive  Campaign 
Retail  LC  3-Mo  Production  vSFR  6-28.xls 


Subject:  07.03.06  -  2006  Option  ARM  Blitz  -  Quarterly  Incentive  Campaign 

To:  Retail  Production,  including  Emerging  Markets 

From:  Steve  Stein 


You've  seen  and  heard  a  lot  recently  about  our  refined  business  model  and  focus  on  higher  margin 
products,  especially  Option  ARMs.  To  further  drive  this  focus,  I'm  pleased  to  announce  the  2006  Option 
ARM  Blitz  -  Quarterly  Incentive  Campaign.  This  will  allow  eligible  Loan  Consultants  to  earn  5  additional 
basis  points  on  all  Option  ARM  volume  funded  during  the  3rd  quarter  2006. 


Summary  of  how  it  will  work: 

•  Goal:  Challenge  each  Retail  Loan  Consultant  to  increase  individual  product  mix  percentage  funded 
of  Option  ARMs  by  10  incremental  percentage  points  (or  more).  Each  month  during  the  quarterly 
campaign  -  July,  August,  and  September  (the  measurement  months)  -  the  Retail  Loan  Consultant's 
individual  product  mix  percentage  will  be  compared  independently  against  the  baseline  product  mix 
percentage. 

•  Participants:  Tier  3  and  higher  Retail  Loan  Consultants  in  the  Retail  Loan  Consultant  position 
effective  3/1/06.  (Banking  Loan  Consultants  and  Associate  Loan  Consultants  are  ineligible.  Tiers  1  & 
2  Retail  Loan  Consultants  are  not  eligible  in  any  given  month  when  at  Tiers  1  or  2.  However,  should 
he/she  subsequently  achieve  Tier  3,  4,  or  5  status  during  any  campaign  month,  he/she  will  be  eligible 
for  that  month.) 

•  Products:  1  &  3  month  MTA  &  COFI  Option  ARMs 

•  Baseline:  Loan  Consultant's  average  product  mix  percentage  of  Option  ARM  volume  funded  during 
March,  April,  and  May  2006,  as  queried  from  FDM. 

•  Tier  achievement:  Tier  achievement  will  be  determined  by  the  monthly  Tier  Report  produced  by  the 
Enterprise  Incentive  Reporting  team. 

•  Award:  5  additional  basis  points  (in  addition  to  basis  points  awarded  under  the  2006  Retail  Loan 
Consultant  Incentive  Plan)  will  be  earned  by  eligible  participants  on  all  Option  ARM  volume  funded  for 
each  given  campaign  month  (July,  August,  September)  if,  during  such  month: 

o     The  Retail  Loan  Consultant  is  Tier  3  or  higher,  and 

o      The  Retail  Loan  Consultant  achieves  a  minimum  of  10  incremental  percentage  points  increase  in 
desired  product  mix  when  compared  against  the  baseline  percentage. 

•  Reporting:  Results  from  a  given  month  during  the  campaign  will  be  published  via  eFlash  by  the  15th 
of  the  following  month.  For  example,  July  results  will  be  available  by  August  15th. 

For  example: 

A  Loan  Consultant  funded  $2.5M  in  Option  ARM  volume  for  the  three  months  of  March,  April,  and  May  and 
had  $10M  in  total  product  fundings  for  the  same  time  period,  as  reflected  in  data  queried  from  FDM.  His/her 
baseline  would  be  25%  ($2.5M  divided  by  $10M).  If,  during  the  month  of  July,  he/she  achieves  tier  3  or 
higher  and  his/her  product  mix  of  Option  ARMs  is  35%  (or  more)  then  he/she  will  earn  an  additional  5  basis 
points  on  all  July  Option  ARM  fundings.  If  this  same  Retail  Loan  Consultant  achieves  35%  (or  higher) 
product  mix  of  Option  ARMS  in  August  (or  September),  then  he/she  would  again  earn  5  bps  on  all  Option 
ARMs  that  fund  in  the  given  month  where  all  criteria  for  the  payout  are  met. 
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Calculation  specifics: 

The  calculation  of  Option  ARM  product  mix  percentage  will  be  based  on  SFR  volume  only  (Equity  products 
not  included)  for  the  baseline  periods  as  well  as  the  measurement  periods.  The  baseline  percentage  for 
each  Loan  Consultant  is  defined  in  the  attached  list.  The  Option  ARM  product  mix  percentage  for  each  of 
the  measurement  months  will  be  calculated  by  Finance  based  on  volume  funded  for  the  month  as  posted  in 
FDM  by  the  first  business  day  of  the  following  month  (i.e./  all  July  fundings  posted  by  August  1st  will  be 
July's  full  month's  fundings  for  calculation  purposes). 

When  earned,  the  additional  5  basis  points  will  be  paid  30  days  after  the  measurement  month's  end.  For 
example,  incentive  earned  on  July  Option  ARM  fundings  would  be  paid  at  the  end  of  August.  The  incentive 
will  be  paid  on  a  normal  month-end  paycheck.  For  Retail  Loan  Consultants  in  a  partnership,  the  partnership 
will  be  considered  to  be  a  solo  participant.  If  the  partnership  earns  the  additional  5  bps  in  any  given  month 
of  the  campaign,  the  award  will  be  split  per  the  applicable  basis  point  commission  split  as  reported  in  the 
partnership  agreement.  Incentive  costs  will  be  charged  to  the  originating  HLC's  cost  center. 

This  is  a  brief  summary  of  the  program.  Full  details,  including  all  applicable  conditions,  will  be  provided  in 
the  2006  Option  ARM  Blitz  -  Quarterly  Incentive  Campaign  Program  Document,  which  I  encourage  you  to 
refer  to. 

Following  is  a  selection  of  material  to  help  kick  off  your  efforts: 

Once  you  click  through  to  any  given  section,  look  for  other  Option  ARM  marketing  available  to  you  in  that 
section. 

Presentation:  PowerPoint  presentation  for  Realtors  eMaiketing  Tools/Presentations  18176 

Consumer  Flier:  Promote  1%  start  rate  Fliers/Consumer  19023 

Matrix:  Product  matrix  Printed  Collateral/Brochures  and  Fact  Sheets  18060 

Brochure:  Rack-size  brochure  that  provides  in-depth  descriptions  of  each  of  the  four  payment 

options     and     contains     the     Option     ARM      Sample     Statement     Printed 

Collateral/Brochures  and  Fact  Sheets  18077 
Ad:  Monthly  ad  targeting  First  Time  Homebuyers  Ads/Consumer  AD-080 

I'm  excited  about  the  focus  of  this  campaign  and  look  forward  to  seeing  the  results.  Let's  go  out  and  make 
it  happen! 
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e-Flash  <e-Flash@wamu.net> 
Thursday,  August  17,  2006  6:08  PM 

Option  ARM  Parameter  Enhancements 


Subject:  08.17.06  Option  ARM  Parameter  Enhancements 

To: 

From: 


Production  and  Operations  -  Consumer  Direct,  Wholesale,  and  Retail  Oncluding  Banking 

and  Emerging  Markets) 

Steve  Stein,  Arlene  Hyde,  and  John  Schleck 


PURPOSE 

This  communication  announces  the  following  enhancements  to  the  Option/Flex  ARM  Products: 
a     Attached  properties  (including  condos  and  co-ops)  are  allowed  to  higher  loan  amounts. 
a     Certain  eligibility  parameters  have  been  enhanced  for  low  doc  second  homes. 

OPTION/FLEX  ARM  PARAMETER  ENHANCEMENTS 

The  Option/Flex  ARM  Enhancements  described  below  are  effective  on  August  21 ,  2006.  All 
impacted  systems  will  be  updated  as  of  this  date. 

One  unit  attached  properties  are  now  allowed  on  Option/Flex  ARM  loans  up  to  $3  million.  Product 

parameters  (LTV,  CLTV,  FICO)  will  be  the  same  for  detached  and  attached  properties  for  each  tier 

as  listed  in  the  Product  Parameter  pages  of  the  PPG.  This  change  includes  the  following: 

p     1  &  3  month  MTA  and  COFI  Option  ARM  and  Flex  5  Option  ARM  products 

□     Full  and  Low  Doc 

a     1-unit  owner-occupied  properties  and  1-unit  second  homes 

a     Purchase,  limited  cash-out  refinance  and  cash-out  refinance  transactions 

a     All  attached  property  types,  including  1-unit  co-ops 

Since  product  parameters  for  Option/Flex  ARM  co-ops  up  to  $3  million  will  now  match  the  1  -unit 
product  parameters  for  other  attached  properties  (such  as  condos),  separate  Option/Flex  ARM  Co- 
op Product  Parameter  pages  will  no  longer  be  published  in  the  PPG.  A  note  will  be  added  to  the 
standard  Option/Flex  ARM  Parameter  Pages  as  a  reminder  of  the  co-op  policy. 

PARAMETER  ENHANCEMENTS 

Option/Flex  ARM  product  parameters  have  been  enhanced  to  allow  greater  flexibility.  The 

impacted  parameters  are  Low  Doc  1-unit  second  homes  on  Purchase  and  Limited  Cash-out 

Refinance  transactions. 

Low  Doc  1-unit  Second  Homes  (Standard  Parameters) 


Max  Loan 
Amount 

Current 
LTV 

New 
LTV 

Current 
LTV/CLTV 

New 
LTV/CLTV 

FICO 

$1.5  million 

70% 

75% 

70%/70% 

75%/75% 

640 

$3.0  million 

65% 

70% 

65%/70% 

70%/70% 

680 

NEW  APPLICATIONS  AND  PRE-LOCKS 

a     The  enhancements  are  available  for  all  new  applications  and  Wholesale  pre-locks  received  on 

August  21,  2006. 
a     Expired  locks  that  relock  on  August  21 .  2006  will  follow  standard  relock  policy. 
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PIPELINE  LOANS 

All  pipeline  loans  as  of  August  21 ,  2006  may  be  eligible  for  approval  under  the  new  enhancements. 
Standard  change  request  processes  apply. 

Questions  concerning  this  communication  should  be  directed  to  your  manager.  An  HLPA  is  to 
follow. 
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e-Flash  <e-Flash@wamu.net> 
Friday,  August  18,  2006  4:47  PM 


Option  ARM  Sales  Mastery  Program  Added  to  New  Hire  Training 


Subject:  08.18.06  -Option  ARM  Sales  Mastery  Program  Added  to  New  Hire  Training 

To:  Managers  -  Retail  Production  Sales  (including  Emerging  Markets  and  Banking) 

From:  Allen  Myers,  Home  Loans  Training 


In  June,  the  Option  ARM  Sales  Mastery  Program  was  launched  with  the  goal  of  increasing  knowledge  and 
skills  of  our  sales  force  in  selling  the  Option  ARM,  including  explaining  the  product  effectively  and  identifying 
when  the  product  would  be  a  good  fit  for  a  potential  borrower. 

Effective  August  7,  2006  we  have  extended  this  initiative  to  include  all  new  hires  in  Loan  Originator 
positions  by  adding  the  Option  ARM  Sales  Mastery  Program  to  the  following  mandatory  training  curricula, 
available  in  Talent  Builder: 

•  Power  Pac  and  New  Loan  Consultant  Retail  Training  Curriculum 

•  Banking  Loan  Consultant  (BLC)  Curriculum 

•  Associate  Loan  Consultant  Program  e-Learning  Curriculum 

New  Loan  Originators  participating  in  these  training  curricula  will  complete  the  Option  ARM  Sales  Mastery 
Program  after  attending  the  workshop  component  of  their  specific  curriculum.  Through  skills  assessment, 
training,  role  playing  and  a  best-practices  selling  tips  video,  continuing  this  approach  is  geared  to  increase 
sales  performance  of  the  Loan  Consultants. 

Action  Required: 

As  HLC  Managers,  you  will  register  new  Loan  Consultants,  Associate  Loan  Consultants,  and  Banking  Loan 
Consultants  into  the  appropriate  new  hire  training  curriculum  referenced  above.  The  Option  ARM  Sales 
Mastery  Program  is  automatically  included  in  the  curriculum.  A  critical  component  to  the  success  of  this 
program  is  the  role  play  and  presentation  activities.  Remember,  you  are  still  responsible  for  administering, 
providing  feed-back  and  determining  ultimate  qualification  for  each  of  your  Loan  Originators. 

If  you  have  any  questions  regarding  training,  please  e-mail  us  at  HomeLoansTrainina@wamu.net.  and  for 
other  training  information  for  Home  Loans,  visit  our  website  at  Home  Loans  Training. 
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e-Flash  <e-Flash@wamu.net> 
Thursday,  August  31,  2006  1:31  PM 

Consumer  Direct  Pricing  Improvements 


Subject:  08.31.06  Consumer  Direct  Pricing  Improvements 

To:  Consumer  Direct 

From:  Mary  Ann  Kovach 


Introducing. ...the  pricing  specials  for  September: 

The  specials  for  September  will  focus  on  three  of  our  higher  margin  products;  Jumbo  Fixed,  Option  Arm, 
and  Nonprime  Loans.  These  specials  are  in  line  with  our  direction  to  originate  high  margin  products. 

1)  Option  Arms  -  waive  all  closing  costs  with  the  exception  of  $295  appraisal  deposit. 
Collect  $295  appraisal  deposit  at  application.  Customer  is  responsible  for  paying  per  diem 
interest,  mortgage  tax  stamps  and  escrows. 

2)  Jumbo  15/30  Fixed  -  reduce  the  rate  by  an  1/8m  (.125%) 

3)  Nonprime  -  reduce  the  discount  by  .50 

Price  Specials  will  be  in  effect  from  Friday,  September  1st  through  Saturday,  September  30th.  Also,  Price 
Specials  are  not  applicable  for  Employee  Loans. 

Loan  Consultants  must  complete  a  pricing  exception  form  and  have  their  Sales  Manager  approve  the  form 
for  each  loan  where  the  Price  Special  will  be  used. 

Reminder:  All  previously  announced  pricing  specials  expire  on  August  31,  2006. 

Please  contact  your  manager,  should  you  have  any  questions. 
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e-Flash  <e-Flash@wamu.net> 
Thursday,  October  12,  2006  3:12  PM 

Fall  Kickoff  Classic-Revised  October  Price  Specials 
Consumer  Direct  HL  4th  QTR  Sales  Contest  09.06  v2.pdf 
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Subject:  10.12.06  Fall  Kickoff  Classic-Revised  October  Price  Specials 

To:  Consumer  Direct 

From:  Mary  Ann  Kovach 


It  was  brought  to  my  attention  that  the  October  Price  Specials  included  in  the  Fall  Kickoff  Classic  e- 
flash  announcing  the  contest,  were  not  consistent  with  the  New  October  Price  Improvements  e-flash 
I  sent  out  on  9/28.  I  apologize  for  any  inconvenience  this  has  caused.  Please  review  the  corrected 
Price  Specials  on  page  2  of  this  e-flash.  See  your  manager  if  you  have  any  questions. 

Welcome  to  the  Fall  Kickoff  Classic  Contest!    Consumer  Direct  will  be  hosting  the  4th  Quarter  Fall  Kickoff 
Classic  beginning  October  1 ,  2006,  which  includes  weekly  contests,  a  quarterly  contest  and  some  great 
awards! 

Weekly  Contests 

For  the  1 3  weekly  contests,  the  Loan  Consultant  from  each  Sales  team/who  accumulates  the  most  points 

receives  an  IncentOne  Gift  Card  with  a  face  value  of  $100.00. 

Option  ARM  applications  "Touchdown"      (7  Points) 

Jumbo-fixed  applications  "Field  Goal"        (3  Points) 

Equity  applications  "Field  Goal"        (3  Points) 

Nonprime  applications  "Field  Goal"        (3  Points) 

In  the  event  of  a  tie,  dollar  units  will  be  used  to  decide  the  winner. 

4th  Quarter  Contest 

At  the  end  of  the  4th  Quarter,  Grand  Prize  awards  will  be  issued  to  the  top  15  Loan  Consultants,  Top  3 
Sales  Managers  and  Top  Site  Manager  based  upon  total  funded  Option  ARMs,  Jumbo-fixed,  Equity,  and 
Nonprime  units. 


Loan  Consultants 

Loan  Consultants  will  be  ranked  based  on  total  Option  ARM,  Jumbo-fixed,  Equity  and  Nonprime  units 

funded  during  the  quarter. 

Ranked  1-5        $1000.00  IncentOne  Gift  card 

Ranked  6-10        $500.00  IncentOne  Gift  card 

Ranked  11-15      $250.00  IncentOne  Gift  card 
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Sales  Managers 

Sales  Managers  will  be  ranked  based  on  average  fundings  for  Option  ARM,  Jumbo-fixed,  Equity  and 
Nonprime  for  Loan  Consultants  on  their  teams  during  the  quarter. 

1st  place  $1000.00  IncentOne  Gift  card 

2nd  place  $500.00  IncentOne  Gift  card 

3rd  place  $250.00  IncentOne  Gift  card 

Site  Managers 

Site  Managers  will  be  ranked  based  upon  unit  fundings  for  Option  ARM,  Jumbo-fixed,  Equity  and  Nonprime 
within  their  site  for  the  quarter  and  the  overall  winner  will  be  awarded  a  $1 000.00  IncentOne  Gift  card. 

We've  announced  some  great  pricing  specials  for  October  to  get  you  off  to  the  right  start  for  our  Fall  Kickoff 
Classic  Contest. 

1 .  Option  Arms  -  we  will  continue  to  waive  all  closing  costs  and  we  will  not  be  collecting  the  $295 
appraisal  deposit  at  application.  Customer  is  responsible  for  paying  per  diem  interest,  mortgage  tax 
stamps  and  escrows. 

2.  Jumbo  15/30  Fixed  -  reduce  the  rate  by  1/8th  (.125%). 

3.  Fixed  Rate  Loans  Over  $200,000  -  reduce  the  rate  by  1/8th  (.125%)  (ICO  loans  are  not 
eligible) 

Price  Specials  cannot  be  combined. 

Price  Specials  are  not  applicable  to  ICO,  Nonprime  or  Employee  Loans. 

Go  out  and  make  your  coach  proud  this  quarter!  Originate  an  Option  ARM  and  score  a  touchdown  or 
originate  a  Jumbo-fixed,  Equity  or  Nonprime  and  score  a  field  goal.  Bring  home  a  victory  and  you  will  win 
some  great  prizes! 

Please  contact  your  manager,  should  you  have  any  questions. 


Washington  Mutual,  Inc.  Internal  Use  Only 
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e-Flash  <e-Flash@wamu.net> 
Monday,  November  13,  2006  6:07  PM 

Consumer  Direct  November  Pricing  Improvements 


Subject:  11.13.06  Consumer  Direct  November  Pricing  Improvements 

To:  Consumer  Direct 

From:  Mary  Ann  Kovach 


We've  clarified  the  fees  that  will  be  waived  on  the  November  Pricing  Improvements    Please  note  the 
changes,  which  are  highlighted  in  red.  The  following  price  specials  are  available  in  November: 

1 .  Option  ARMS  -  $1 ,000  off  closing  costs  for  loans  under  $300,000. 

Option  ARM  loans  over  $300,000— Waive  all  fees. 

We  will  not  be  collecting  the  $295  appraisal  deposit  at  application.  Customer  is  responsible 
for  paying  per  diem  interest,  mortgage  tax  stamps,  and  escrows.  This  Price  Special  is  not 
applicable  to  Nonprime  or  Prime  Texas  loans. 

2.  Alt  A  10/20— waive  all  WaMu  Fees  for  loans  under  $300,000. 

We  will  not  be  collecting  the  $295  appraisal  deposit  at  application.  Customer  is  responsible 
for  paying  per  diem  interest,  mortgage  tax  stamps,  escrows  and  title.  This  Price  Special  is 
not  applicable  to  Nonprime  or  Prime  Texas  loans. 

Alt  A  10/20  loans  over  $300,000 — waive  all  fees. 

We  will  not  be  collecting  the  $295  appraisal  deposit  at  application.  Customer  is  responsible 
for  paying  per  diem  interest,  mortgage  tax  stamps,  and  escrows.  This  Price  Special  is  not 
applicable  to  Nonprime  or  Prime  Texas  loans. 

3.  5/1  Jumbo  I/O— waive  all  WaMu  Fees  for  loans  under  $500,000. 

We  will  not  be  collecting  the  $295  appraisal  deposit  at  application.  Customer  is  responsible 
for  paying  per  diem  interest,  mortgage  tax  stamps,  escrows  and  title.  This  Price  Special  is 
not  applicable  to  Nonprime  or  Prime  Texas  loans. 

5/1  Jumbo  I/O  loans  over  $500,000— waive  all  fees. 

We  will  not  be  collecting  the  $295  appraisal  deposit  at  application.  Customer  is  responsible 
for  paying  per  diem  interest,  mortgage  tax  stamps,  and  escrows.  This  Price  Special  is  not 
applicable  to  Nonprime  or  Prime  Texas  loans. 

4.  Nonprime —  Applies  ONLY  to  Nonprime  to  Nonprime  (existing  LBM  or  SMF  customers  - 
existing  Prime  customers  do  not  receive) — Reduce  the  discount  by  .50%. 

5.  Conventional  Fixed  Rate  Loans  Over  $300,000.  Reduce  the  rate  by  1/8th  (.125%).  This 
Price  Special  is  not  applicable  to  Nonprime  or  Prime  Texas  loans. 


•  Price  Specials  are  not  applicable  on  Employee  Loans. 
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•  Price  Specials  will  be  in  effect  1 1/1/06  -  1 1/30/06. 

•  Loan  Consultants  must  complete  a  pricing  exception  form  and  have  their  Sales  Managers  approve. 

•  Please  contact  your  manager,  should  you  have  any  questions. 
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Feb  24,  2005 


TO:    Executive  Committee 

FROM:    Jim  Vanasek 

SUBJECT:  Critical  Pending  Decisions 

We  have  come  to  a  critical  point  with  respect  to  decisions  about  credit  exposure  for  the 
balance  of  this  year  and  on  into  '06.  The  recent  concern  about  asset  growth  has  lead  to 
considerable  discussion  about  options  involving  higher  risk  exposure  in  a  variety  of 
products  to  include  more  LBMC  loan  retention  (over  and  about  the  $5bn  already  in  the 
plan),  retention  of  80/20  Piggyback  seconds  originated  through  LBMC  etc. 

From  a  risk  perspective  we  are  in  a  classic  bind.  In  the  current  environment  the  assets  that 
we  seem  to  be  able  to  grow  most  readily  with  reasonable  spreads  are  those  assets  with 
higher  risk  profiles  -  Option  ARM's,  sub-prime,  interest-only,  and  100%  LTV. 
While  our  '05  Plan  contemplated  a  significant  increase  in  sub-prime  assets,  it  did  not 
include  all  the  products  currently  up  for  discussion. 

More  importantly  the  Finance  Committee  only  approved  the  '05  Plan  based  upon 
assurances  from  Credit  that  the  contemplated  exposures  were  reasonable  and  could  be 
managed.  My  interpretation  of  the  Committee's  reaction  was  that  they  have  healthy 
concern  about  where  we  might  be  in  the  economic  cycle  and  whether  it  makes  sense  to 
significantly  expand  our  higher  risk  exposure  at  this  point  in  time. 

Almost  concurrent  with  that  Finance  Committee  meeting,  the  OTS  expressed  concern 
about  deterioration  in  credit  terms  in  home  equity  lending.  Our  historic  conservative 
posture  with  respect  to  home  equity  allowed  us  to  deflect  that  discussion,  but  obviously 
any  move  to  retain  sub-prime,  100%  LTV  seconds  would  fly  in  the  face  of  their  concerns. 

But  what  about  our  own  management  view  of  the  market?  Kerry  and  Bill  have  both 
repeatedly  expressed  concerns  about  the  housing  market  and  the  possibility  that  we  are  in 
the  latter  stages  of  the  cycle.  We  have  seen  home  prices  in  places  like  Las  Vegas  increase 
47%  in  one  year.  That  being  the  case,  the  appropriate  question  is  how  much  additional 
risk  do  we  want  to  take  on  at  this  time?  On  the  one  hand,  we  need  asset  growth  and  the 
likely  products  to  produce  that  growth  are  higher  risk,  and  on  the  other,  we  have  an 
instinctive  caution  about  the  super  heated  housing  markets  on  both  coasts  where  we  are 
most  heavily  exposed. 

This  unreconciled  issue  lurks  behind  many  of  our  conversations.  Tom  fears  that  we  will 
not  have  asset  growth  sufficient  to  fully  leverage  the  capital  that  we  are  generating. 
Others  fear  that  we  cannot  make  the  plan.  My  credit  team  and  I  fear  that  we  are 
considering  expanding  our  risk  appetite  at  exactly  the  wrong  point  and  potentially 
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walking  straight  into  a  regulatory  challenge  and  criticism  from  both  the  Street  and  the 
Board.  Said  another  way  I  fear  that  the  timing  of  further  expansion  into  higher  risk 
lending  beyond  what  was  contemplated  in  the  '05  Plan  and  most  especially  certain  new 
products  being  considered  is  ill-timed  given  the  overheated  market  and  the  risk  higher 
interest  rates.  There  is  considerable  anecdotal  information  suggesting  that  people  are 
speculating  heavily  on  further  price  increases  in  housing.  Consumer  debt  levels  are  a 
national  concern.  A  few  of  you  have  privately  expressed  concerns  that  you  have  about 
the  situation  but  are  reluctant  to  bring  the  discussion  into  the  open. 

The  most  immediate  issues  have  to  do  with  specific  new  high  risk  loan  products.  The 
more  significant  risk  is  the  '06  Plan  that  we  will  have  to  take  to  the  Board  in  June.  If  we 
meet  the  '05  Plan  objectives  for  higher  risk  lending,  we  will  have  maxed  out  our  current 
limit  tied  to  capital.  At  this  time  we  do  not  have  an  adequate  feel  for  the  regulatory 
reaction  should  we  attempt  to  increase  that  limit.  Sooner  rather  than  later  we  risk  hitting 
the  wall  with  either  OTS  or  the  Board  on  this  issue.  And  the  issue  will  not  limited  to 
higher  risk  lending,  it  will  be  wrapped  together  with  neg  am  and  payment  shock  if  my 
read  of  the  regulatory  environment  is  correct. 

There  are  no  easy  answers  about  the  situation  in  which  we  find  ourselves,  but  I  feel 
compelled  to  bring  issue  forward  and  place  it  on  the  table  for  discussion. 

One  other  observation,  several  of  you  have  looked  at  the  current  losses  and  concluded 
that  there  is  no  real  problem  at  this  point  in  time.  Some  have  questioned  the  25bps  as  an 
average  target  charge-off  ratio,  pointing  out  correctly  that  commercial  banks  operate  at 
higher  charge-offs  levels  with  no  problem  whatsoever.  From  my  perspective  one  of  our 
advantages  from  the  standpoint  of  the  stability  of  our  stock  price  has  been  our  credit 
performance.  If  losses  were  to  double  to  1 5  bps,  the  institution  is  still  very  adequately 
reserved  and  by  no  means  in  jeopardy  but  that  does  not  mean  that  the  Street  will  not  react 
negatively  and  the  same  is  true  for  the  bank  regulators.  We  certainly  can  move  to  higher 
loss  levels  safely  (assuming  adequate  margins),  but  the  question  will  be  how  quickly  and 
how  well  we  have  prepared  our  constituencies  for  that  change.  It  also  depends  upon  the 
timing  and  market  conditions. 

So  we  come  down  to  the  basic  question,  is  this  the  time  to  expand  beyond  the  "05  Plan 
and/or  to  expand  into  new  categories  of  higher  risk  assets?  For  my  part  I  think  not.  We 
still  need  to  complete  EDE,  reduce  policy  exception  levels,  improve  the  pricing  models, 
build  our  sub-prime  collection  capability,  improve  our  modeling  etc.  We  need  to  listen  to 
our  instincts  about  the  overheated  housing  market  and  the  likely  outcome  in  our  primary 
markets.  We  need  to  build  further  credibility  with  the  regulators  about  the  control 
exercised  over  our  SFR  underwriting  and  sub-prime  underwriting  particularly  in  LBMC. 

I  fully  recognize  the  challenge  that  this  creates  particularly  in  '06.  It  means  we  must  put 
on  the  table  the  possibility  of  slower  asset  growth,  tighter  NIM,  deployment  of  excess 
capital  etc: 
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I  raise  these  issues  not  for  the  purpose  of  challenging  any  member  of  the  Executive 
Committee,  but  rather  to  encourage  healthy  discussion  and  debate.  There  is  no  question 
that  the  Street  demands  growth  but  equally  there  is  no  question  that  we  need  to  ensure 
that  the  growth  is  prudent. 
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Enterprise  Risk  Management  Committee 

December  15,2006 

WMC  32,  Boardroom  2:00  -  4:00 

Phone  877-921-4307,  Passcode  825867 


Voting  Members: 

Ron  Cathcart  (Chair) 
James  Corcoran 
Joe  Saunders 

Non-Voting  Members: 

Hugh  Boyle 
Richard  Lewis 


Attendees 

Al  Brooks 
Deb  Horvath 
David  Schneider 


Tom  Casey 
Steve  Rotella 


Fay  Chapman 
Benson  Porter 


Cheryl  Feltgen         Mark  Hillis  Michelle  McCarthy 

Randy  Melby  Robert  Williams     Marc  Wright 


Other  Participants: 

Tom  Henning 
(secretary) 
Ann  Tierney 
John  Stewart 


David  Beck 
Tom  Morgan 


Youyi  Chen 
Cynthia  Abercrombie 


Ramon  Gomez 
Joe  Mattey 


Agenda 


Topic 

1.  Review  Prior  Meeting  Minutes 

•  October  4,  2006 

•  October  10,  2006 

•  Outstanding  Action  Items 

2.  Approve  Policies  &  Standards: 

•  None 

3.  Approve  Home  Loans  CDO  Proposal 

4.  Approve  Enterprise  Risk  Management 
2007  Plan 

5.  Review  Data  Management  Program 
Presentation  to  the  Board 

6.  Update  on  Compliance  Review  Results 
Reporting 

7.  Corporate  Credit  Review  Organizational 
Update 

8.  Discuss  Compliance  with  FFIEC 
Guidance  on  Authentication  in  an  Internet 
Banking  Environment 


Presenter 

Tom  Henning 


David  Schneider/David 
Beck 

Hugh  Boyle/Michelle 
McCarthy 

Tom  Morgan 


Richard  Lewis 


Cynthia  Abercrombie 


Deb  Horvath 


Objective  Time 

5  Min 
Approve 

Update 


Approve  30  Min 


Approve  30  Min 


Review 


Review 


Review 


Review 


10  Min 


15  Min 


15  Min 


10  Min 
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Enterprise  Risk  Management  Committee  Minutes 
October  4,  2006 


The  Enterprise  Risk  Management  Committee  (ERMC  or  Committee)  for  Washington 
Mutual,  Inc.  and  Washington  Mutual  Bank  met  on  October  4,  2006  in  the  Board  Room  of 
the  Washington  Mutual  Center,  Seattle,  WA. 

Voting  Members  Present: 

Ron  Cathcart  (Chair)        Al  Brooks  Tom  Casey  Fay  Chapman 

Deb  Horvath  Benson  Porter       David  Schneider 

Non- Voting  Members  Present: 

Hugh  Boyle  Chaomei  Chen  *  Mark  Hillis  Richard  Lewis 

Michelle  McCarthy         Randy  Melby  Marc  Wright  Robert  Williams 


Other  Participants  Present: 

Karin  Znamirovschi  (Secretary)     Cynthia  Abercrombie     Amy  Alexander* 
Robert  Collins  Thomas  Henning  Robert  Shaw 

*  Attended  by  telephone 

A  quorum  being  present,  Mr.  Cathcart  called  the  meeting  to  order  at  8:04  a.m. 

The  June  28th  meeting  minutes  were  approved  as  presented,  and  the  prior  meeting  action 
items  reviewed. 

Value  at  Risk  Limit  Adjustment 

Ms.  McCarthy  reviewed  with  the  Committee  the  Change  to  Value  at  Risk  Limit  and 
Annual  Review  and  Approval  of  the  Assetand  Liability  Management  Policy 
presentation.  The  proposed  change  to  the  Policy  adjusts  the  existing  one  quarter,  two 
standard  deviation  confidence  Value  at  Risk  limit  for  Market  Value  Managed  businesses 
(the  "quarterly"  limit)  from  the  existing  $700  million  to  $500  million.  The  adjustment 
reflects  the  reduction  in  risk  exposure  caused  by  the  sale  of  $2.6  billon  of  the  Mortgage 
Servicing  Rights  portfolio  in  July  2006.  An  additional  related  limit  was  also  proposed  of 
$230  million  calculated  based  on  a  10  day,  99%  confidence  Value  at  Risk  (the  "10  day" 
limit).  This  measurement  approach  is  the  regulatory  standard  and  is  expected  to  be  the 
basis  of  market  risk  capital  for  these  assets  beginning  in  2008.  It  is  the  short  term 
intention  to  utilize  both  limits  in  parallel,  and  consider  retiring  the  quarterly  based  limit  in 
2007. 

Ms.  McCarthy  and  the  Committee  further  discussed  the  current  low  utilization  of  the 
limit  and  the  rationale  for  the  proposed  new  level. 

The  Committee  voted  on  and  recommended  that  the  Boards  of  Directors'  Finance 
Committees  of  Washington  Mutual,  Inc.  and  Washington  Mutual  Bank,  and  the  Board  of 
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Enterprise  Risk  Management  Committee  Minutes 
October  4,  2006 

Directors  of  Washington  Mutual  Bank  fsb  approve  the  adjustment  of  the  quarterly  limit 
and  the  adoption  of  the  10  day  limit. 

Operational  Risk  Management  Policy  Annual  Approval 

Ms.  McCarthy  reviewed  with  the  Committee  the  revised  Operational  Risk  Management 
Policy.  The  Policy  includes  three  key  revisions: 

•  Proposes  an  Operational  Risk  Economic  Capital  limit  of  1 8%  of  available 
financial  resources,  and  further  proposes  requiring  that  the  Enterprise  Risk 
Management  Committee  establish  a  targeted  level  of  Operational  Risk  Economic 
Capital  on  at  least  an  annual  basis. 

•  Streamlines  the  Operational  Risk  Management  Committee  membership  and 
meetings  and  changes  the  name  to  Operational  Risk  Committee.  The  Committee 
will  approve  Operational  Risk  Standards  and  oversee  implementation  of  the 
Operational  Risk  Framework  set  forth  in  the  Policy  and  associated  standards. 

•  Establishes  governance  over  Operational  Risk  Economic  Capital  Model  changes. 

The  Committee  engaged  Ms.  McCarthy  in  a  discussion  of  the  readiness  of  the  Company 
to  establish  an  Economic  Capital  limit  and  the  timing  given  the  continuing  development 
of  the  Basel  II  compliance  program.  Upon  further  discussion  and  clarification,  the 
Committee  determined  that  the  Policy  should  be  submitted  to  the  Audit  Committee 
without  the  proposed  Economic  Capital  limits.  The  Economic  Capital  limits  will  be  re- 
presented after  further  planned  development  of  the  Basel  II  measurement  methodology. 

The  Committee  voted  on  and  recommended  that  the  Boards  of  Directors  Audit 
Committees  of  Washington  Mutual,  Inc.  and  Washington  Mutual  Bank,  and  the  Board  of 
Directors  of  Washington  Mutual  Bank  fsb  approve  the  Policy  as  amended  to  exclude  the 
Operational  Risk  Economic  Capital  limit. 

Corporate  Credit  Review  Policy  Approval 

Mr.  Boyle  and  Ms.  Abercrombie  presented  to  the  Committee  the  Corporate  Credit 
Review  Policy.  The  Policy  establishes  an  independent  Corporate  Credit  Review  function 
reporting  to  the  Chief  Credit  Officer.  The  function  focuses  on  only  the  credit  aspects  of 
lending  versus  the  previously  combined  credit  and  compliance  reviews  performed  by  the 
former  Corporate  Risk  Oversight  Department.  This  function  performs  various  testing 
activities  to  provide  an  independent  assessment  of  credit  risk  and  quality  and  to  ensure 
lending  and  credit  risk  management  practices  are  consistent  with  corporate  business 
strategies  and  risk  tolerance  objectives. 

Mr.  Cathcart  further  clarified  the  role  of  the  function  as  a  back-end  oversight  and 
detective  control  that  places  responsibility  for  complying  with  lending  policies  and 
standards  with  the  business  units.  This  arrangement  compliments  the  Chief  Credit 
Officer's  responsibility  to  set  credit  risk  strategy.  Mr.  Boyle  further  noted  that  this  group 
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Enterprise  Risk  Management  Committee  Minutes 
October  4, 2006 

would  not  oversee  the  counterparty  credit  risk  function  which  reports  directly  to  Mr. 
Boyle.  Counterparty  credit  oversight  will  be  provided  by  Audit  Services. 

The  Committee  voted  on  and  recommended  that  the  Boards  of  Directors'  Finance 
Committees  of  Washington  Mutual,  Inc.  and  Washington  Mutual  Bank,  and  the  Board  of 
Directors  of  Washington  Mutual  Bank  fsb  approve  the  Policy  as  presented. 

Enterprise  Fraud  Management  Standard  Approval 

Mr.  Hillis  presented  to  the  Committee  the  Enterprise  Fraud  Management  Standard  of  the 
Operational  Risk  Management  Policy.  The  Standard  sets  forth  the  framework,  delegation 
of  authority,  and  oversight  authority  for  fraud  management  at  WaMu.  The  Standard  was 
created  in  line  with  industry  best  practice  and  in  response  to  regulatory  criticism.  It 
allows  management  to  leverage  best  practices  across  the  organization  and  increases 
management's  ability  to  understand  die  nature  and  amount  of  fraud  risk.  The  Standard 
assigns  responsibility  to  the  Operational  Risk  Committee  for  subsequent  approvals  of  the 
Standard  and  monitoring  compliance. 

The  Committee  voted  on  and  approved  the  Standard  as  presented. 

Basel  II  Data  Management  Gaps  and  Data  Governance  as  an  Emerging  Risk 

Ms.  McCarthy,  Ms.  Alexander,  and  Mr.  Collins  reviewed  with  the  Committee  the  Basel 
II  Data  Governance  Project  presentation.  Basel  II  requires  data  integrity  checks  as  a  basic 
element  of  any  Basel  II  compliance  program.  Demonstrating  control  over  the  data  is  a 
requirement  for  receiving  program  certification  from  the  regulators.  Data  integrity  is 
further  an  overall  Operational  risk  concern,  beyond  Basel  II  requirements. 

The  project  created  data  standards,  identified  gaps  against  the  standards,  notified  the  data 
element  owners,  and  initiated  issue  tracking  and  resolution.  In  response  to  the  results,  a 
permanent  data  integrity  resource  was  hired  to  carry  on  the  verification  of  data  integrity 
controls  for  Basel  II  data  and  to  broaden  the  verification  of  data  integrity  controls  to 
reduce  operational  risk.  Analysis  of  the  gaps  identified  two  root  causes,  examples  of 
which  were  discussed:  a  lack  of  accurate  system  mapping,  and  poor  control  over  process 
changes  that  impact  downstream  data  users. 

The  Committee  discussed  the  broader  data  management  issues  within  the  Company, 
including  establishing  data  ownership  over  all  data  elements,  and  similar  data 
management  efforts  that  could  be  leveraged  for  best  practices. 

Mr.  Melby  discussed  with  the  Committee  the  Data  Governance  -  Emerging  Risk  Issue 
which  is  included  in  the  third  quarter  Audit  Services  report  to  the  Audit  Committee.  The 
issue  notes  data  ownership  and  stewardship  as  an  enterprise  issue,  and  that  recent  audit 
reports  have  highlighted  the  need  for  enhanced  data  governance.  Audit  Services 
referenced  a  core  team  tasked  with  developing  a  proposal  for  a  cross-functional  Data 
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Governance  structure  that  leverages  the  existing  Basel  II  effort.  Audit  Services  is 
recommending  to  the  Audit  Committee  that  it  receive  periodic  progress  updates. 

2007  Business  Unit  Risk  Strategy  Overviews 

Ms.  Znamirovschi  introduced  the  2007  Business  Line  Risk  Management  Overviews.  The 
Overviews  are  a  preliminary  assessment  of  the  elements  of  risk  in  the  2007  Plan,  and  a 
summary  of  the  associated  risk  management  strategies  and  initiatives.  The  Overviews 
will  be  further  supplemented  by  a  quantification  of  the  credit  risks  and  concentration 
limits  for  each  business  line  in  Front  End  Guidance  which  will  be  presented  at  the 
October  12  and  13  Monthly  Business  Review. 

The  Chief  Risk  Officers  of  each  business,  with  Robert  Shaw  substituting  for  Cheryl 
Feltgen  of  Home  Loans,  presented  their  business  line  Risk  Strategy  Overviews,  focusing 
on  the  2007  initiatives  and  responded  to  questions  from  the  members. 

October  2006  ERM  Board  Report 

Mr.  Cathcart  introduced  to  the  Committee  the  ERM  Board  Report  which  will  be 
delivered  to  the  Board  of  Directors  at  the  October  17  meeting.  The  members  were  invited 
to  review  the  report  and  provide  questions  and  comments  to  the  report  writers.  Mr. 
Cathcart  committed  to  scheduling  an  abbreviated  Enterprise  Risk  Management 
Committee  meeting  to  further  to  discuss  the  report  and  respond  to  members'  questions 
prior  to  the  Board  meeting. 


There  being  no  further  business  to  discuss,  the  meeting  adjourned  at  10:00  a.m. 
Respectfully  submitted: 


Ronald  Cathcart,  Chairman  Karin  Znamirovschi,  Secretary 
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A  special  session  of  the  Enterprise  Risk  Management  Committee  (ERMC  or  Committee) 
for  Washington  Mutual,  Inc.  and  Washington  Mutual  Bank  met  on  October  10,  2006  in 
the  Board  Room  of  the  Washington  Mutual  Center,  Seattle,  WA.  The  meeting  was  called 
to  review  the  October  2006  Enterprise  Risk  Management  Board  Report  prior  to 
submission  to  the  Board. 

Voting  Members  Present: 

Ron  Cathcart  (Chair)        Tom  Casey  Deb  Horvath  Benson  Porter 

Steve  Rotella 

Non- Voting  Members  Present: 

Hugh  Boyle  Cheryl  Feltgen  MarkHillis  Richard  Lewis  * 

Michelle  McCarthy         Randy  Melby  Marc  Wright 


Other  Participants  Present: 

Karin  Znamirovschi  (Secretary)     Thomas  Henning 

*  Attended  by  telephone 

A  quorum  being  present,  Mr.  Cathcart  called  the  meeting  to  order  at  1 1 :05  a.m. 

Enterprise  Risk  Management  Board  Report 

The  individual  sections  of  the  Enterprise  Risk  Management  Report  to  the  Board  of 
Directors  of  Washington  Mutual,  Inc,  and  Washington  Mutual  Bank  were  presented  and 
discussed.  The  member's  questions  were  responded  to  and  revisions  agreed  to. 

There  being  no  further  business  to  discuss,  the  meeting  adjourned  at  12:05  a.m. 

Respectfully  submitted: 


Ronald  Cathcart,  Chairman  Karin  Znamirovschi,  Secretary 
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Enterprise  Risk  Management  Committee 

December  15,  2006 
Prior  Meeting  Action  Items 


Meeting  dated  October  4,  2006: 


Action 


Provide  the  Committee  further  analysis  on  the  state  and 
MSA  credit  concentration  limits  with  the  objective  of 
determining  whether  the  current  limits  are  prudent  and 
appropriate. 


Schedule  an  abbreviated  Enterprise  Risk  Management 
Committee  meeting  for  further  discussion  of  the  Enterprise 
Risk  Management  Board  report. 


Michelle  McCarthy  to  convene  a  meeting  with  Deb 
Horvath,  Tom  Casey,  and  other  subject  matter  experts  from 
their  areas  to  discuss  data  governance  issues  and  share  best 
practices  from  their  remediation  programs  and  approaches. 


Responsibility 


Hugh  Boyle 


Ron  Cathcart/Karin 
Znamirovschi 


Michelle  McCarthy 


Status 


Completed  -  Subsequent  to  the  meeting,  the 
Chief  Enterprise  Risk  Officer  arbitrated  an 
agreement  between  the  Chief  Executive  Officer, 
business  line  Presidents,  and  Chief  Risk  Officers. 
The  recommended  50%  and  25%  state  and  MSA 
limits  were  subsequently  presented  to  and 
approved  by  the  Finance  Committee.  Further 
analysis  will  be  performed  during  the  2007 
planning  cycle  to  determine  whether  the  limits 
should  be  lowered.  


Completed  -  A  meeting  was  conducted  on 
Tuesday  October  10th. 


Completed  -  Meetings  conducted. 


Meeting  dated  October  10,  2006: 


Action 


Schedule  for  a  future  meeting  an  overview  presentation  on 
the  Risk  Control  Self  Assessment  Process,  how  it  is  used 
within  each  business  line,  and  how  it  is  linked  to  the  SOX 
404  process. 


Responsibility 


Michelle  McCarthy 


Status 


Completed  -  Presentation  materials  on  this  topic 
have  been  created  and  were  presented  at  a  CFMC 
offsite.  We  are  also  including  these  hierarchies  in 
Finance's  Enterprise  Hierarchy  Initiative.  A 
presentation  to  ERMC  is  no  longer  required. 
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Business  Components  for  Approval 


ERMC  Recommendation 


WaMu  Capital  Markets  Portfolio  Management  is  requesting  approval  to  establish  a  CDO  Asset 
Management  Group.  The  Group  will  manage  the  issuing  of  cash  flow  arbitrage  CDO  securities 
(cash,  synthetic,  and  hybrid),  including  acquiring  underlying  collateral  assets  and  hedge  the 
warehouse  risks  in  the  ramp  up  period,  partially  retain  the  preferred  shares  (equity  tranche), 
and  will  manage  the  CDO  assets.  WaMu  Capital  Corp  will  expand  its  broker-dealer  business  to 
underwrite  and  distribute  the  CDO  securities. 


1 .  Warehouse  Limit:  $2  billion  in  aggregate  cash  securities  with  delegated  authority  vested  with  the  portfolio 
management  division;  $2.5  billion  with  delegated  authority  vested  with  the  head  of  Capital  Markets  and  the  HL 
Chief  Risk  Officer 

2.  Warehouse  underlying  collateral  mix:  25%  non-investment-grade  (rated  BB+  and  below) 

3.  Warehouse  financing:  Internal  funding  through  treasury.  Business  retained  the  option  to  use  an  external  dealer 
if  conditions  warrant 

4.  Underlying  collateral  types:  Include  RMBS,  HEL,  CMBS,  CDOs  of  the  foregoing  asset  types  and  no  more  than 
15%  of  other  asset  classes  ("Other  Assets"),  which  are  either  (a)  approved  and  listed  on  the  bank's  ALMP,  or  (b) 
are,  in  the  opinion  of  the  bank's  legal  counsel,  permissible  under  applicable  provisions  of  the  Home  Owners  Loan 
Act,  the  Federal  Deposit  Insurance  Act  and  FDIC  and  OTS  regulations,  in  each  instance,  with  authority  delegated 
to  HL  Chief  Risk  Officer,  the  head  of  Corporate  Credit,  the  head  of  Capital  Markets  and  the  head  of  the  Market 
Risk  Management  to  determine  the  amount  (not  to  exceed  the  15%  limitation  in  the  aggregate)  and  specific  types 
of  Other  Assets 

5.  Equity  Retention:  less  than  50%  of  total  equity  value,  subject  to  independent  auditors'  true  sale  opinion  on  a  deal 
by  deal  basis  (FIN  46R,  page  24) 

6.  Market  Risk  Limit:  Aggregating  risk  position  (DV01  and  VaR)  into  existing  Capital  Markets  limit  allowance; 
Portfolio  Managers  are  to  follow  existing  mandatory  ERMC/MRC  risk  management  and  reporting  processes 

7.  ABS  CDO  warehouse  accumulation  will  not  commence  until  a  robust  derivatives  capability  has  been  established 
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I  The  following  business  and  functional  leaders  have  reviewed  and  endorsed  ERMC  approval  of 

|  this  CDO  proposal: 


Presenters: 

Home  Loans  Capital  Markets  -  David  Beck 
Home  Loans  Risk  Management  -  Cheryl  Feltgen 

Endorsements/Clearances: 
Credit  -  Hugh  Boyle 
Market  -  Michelle  McCarthy 
Compliance  -  Richard  Lewis 
Legal  -  Carey  Brennan 
Finance  -  Steve  Fortunato 
Controller  -  John  Woods 
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ABS  CDO 


The  efficient  distribution  of  credit  risks  is  a  strategic  imperative  for  WaMu. 
The  ABS  CDO  business  model  empowers  our  best  execution  efforts  by 
improving  the  pricing,  liquidity,  and  distribution  of  credit  structure  securities 

Year  to  date,  nearly  60%  of  our  Long  Beach  ABS  mezzanine  securities  were 
sold  to  CDO  asset  managers  for  resale  to  end  investors 

The  ABS  CDO  business  has  three  distinct  income  streams 

•  Underwriting  and  Distribution:  25  bps  at  deal  closing 

•  Asset  Management  Fee  (new  business):  35  bps  per  annum  (  2%  NPV  )   j 
.     Return  on  retained  equity  piece  (1%  to  2%  of  UPB):  20% 


/ 


Customers 


-JJ- 


Originations 


The  investment  on  ABS  CDO  infrastructure  will  enable 
future  ALM  initiatives  such  as  reducing  the  tangible  common 
equity  ratio  target  through  synthetic  balance  sheet 
securitization 

The  ABS  CDO  business  is  a  natural  extension  of  our  existing 
business  that  offers  significant  additions  to  our  shareholder 
value 
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Secondary  Market 


-O- 


Capital  Market  ABS/CMO 
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CDO  Asset  Management 
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Revenue  Sources 


The  ABS  CDO  business  model  enhances  WaMu  best  execution  efforts  by  improving  the  pricing,  liquidity  and 

distribution  of  credit  structure  securities 

The  ABS  CDO  business  has  four  distinct  income  streams 

•  Underwriting  and  distribution  fee  25  bps  at  closing 

•  Asset  management  fee  35  bps  per  annum  (2%  NPV) 

•  Return  on  retained  equity  20% 

•  Warehouse  income  1 00  bps 


Pro  Forma  Projection 


3-  Year  Pro  Forma  Projection 

Without  balance  sheet  deals 


1 


.    SMM 

Year  One 

Year  Two 

Year  Three 

Total 

Numbers  of  Deals 

3 

4 

4 

11 

Assumptions 

Issuance 
Retained  Equity 
Total  Retained  Equity 

.      1,500 

34. 
34 

3,000 
68 
101 

4,000 
90 
191 

8,500 
191 
191 

Underwriting  Fee 

Management  Fee 
(per  annum) 

0.25% 
0.35% 

Under -writing  Fee  (Retained) 
Warehouse  Income 

1.9 
1.9 

6.0 
3.8 

8.0 
5.0 

15.9 
10.6 

Deal  Cost 

0.30% 

Management  Fee 

2.6 

10.5 

18.0 

31.1 

Retained  Equity 

45% 

Retained  Equity  Income 

3.4 

13.5 

29.3 

46.1 

Capital  Allocation 

100% 

Deal  Cost 

(4.5) 

(9.0) 

(12.0) 

(25.5) 

Return  on  Retained 
Equity 

20% 

Total 

5.3 

24.8 

48.3 

78.3 

50%  retained  at  year  one; 
80%  retained  for  years  2  and  3 
Includes  both  senior  and 
subordinate  management  fees 

25  bps  in  underwriting  / 
distributing  fee  and  5  bps  other 
25%  to  49%  target  range,  actual 
limitation  is  subject  to  review 
Subject  to  review  by  ERMC 

Typically  higher  return  on 
hybrid  and  synthetic  deals 
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ABS/SF  CDO  Underlying  Collateral  &  Approval  Status 


Asset-Backed  Securities 
Consumer  finance-related  instruments: 

Auto  (loan  or  lease) 

Credit  Card 

Student  Loan 
Manufactured  Housing 
Equipment  Leases 

Entertainment  Royalties  (as  collateral) 
Small  Business  Loans 
Mutual  Fund  Fees 

Health  Care  cash  flows  (as  collateral) 
Home  Equity  Loans/Lines  of  Credit 
ABS  NIM 


PIK  Interest  on  ABS  and  MBS 


Stripped  MBS  and  Other  RMBS  derivatives 


Approved  Or 
Not 


Conditions  and  Limitations 


Yes 

Yes 

Yes 

Yes 

Yes 

Yes 
onditionally 

Yes 
onditionally 
onditionally 

Yes 
onditionally 


1  In  all  cases,  investment  is  subject  to  ALM  Policy  limits. 

ALM  Policy  limits  include  three-part  test  ("CIM"): 

A.  Corporate  Debt  Security 

B.  Investment  Grade 

C.  -Marketable" 

If  not  CIM,  then  "pass-through-  analysis  is  needed:  underlying 
asset  must  be  one  in  which  the  bank  can  legally  invest. 
In  certain  cases,  30  days  advance  notice  may  be  required. 

2  Pass-through  analysis  will  most  likely  be  required 


TBD  3     Most  often  seen  in  subordinate  tranches. 

required 


Pass-through  analysis  likely 


Commercial  Mortgage-Backed  Securities 

Conduit 

Large  Loan 

Credit  Tenant  Lease 


Residential  Mortgage-Backed  Securities 

Residential  A 

Residential  B&C  


CDO  (Cash) 
ABS  CDO  (Cash) 
Non-mortgage  CDO  (Cash) 
Trust  Preferred  CDO  (Cash) 
CLO  (Cash) 


All  above  CO.O/ClO.s  but  non-cash 
(Hybrid  f  Synthotis 


ABX 

Credit  Linked  Notes 

Credit  Derivatives  (Synthetic  Securities  / 

CDS,  Total  Rate  of  Return  Swaps) 


Other  Debt/Loans 


Investment  Grade  Corporate  Bonds 
(Include  REIT  debt) 


High  Yield  Bonds 
Leveraged  Loans 


Variable  Funding  Notes 


Emerging  Market  Debt 
Project  Finance  Debt 


Conditionally       1      In  all  cases,  investment  is  subject  to  ALM  Policy  limits. 


Yes 
Yes 
Yes 


Yes 
Yes 


Yes 
Yes 
Yes 
Yes 


In  all  cases,  investment  is  subject  to  ALM  Policy  limits. 
"Pass-through"  analysis  is  easy  because  bank  has  clear 
authority  to  invest  in  underlying  assets,  but  30  days  advance 
notice  to  OTS  and  FDIC  required  if  WM  has  control  of  issuer 
after  issue  of  securities.. 


In  all  cases,  investment  is  subject  to  ALM  Policy  limits. 
ALM  Policy  limits  include  three-part  CIM  test  or 
alternative  "pass-through"  analysis  (see  above) 


mom 


Must  show  authority  to  hold  asset  i.CiM,  pass- through  ABS  or  loan)  or 
issue  guarantee  <r»et  insurance)  during  ramp-up  and  investment 
period.   Legal  researching 


Yes  1     Subject  to  Safety  and  Soundness  requirements  &  ALM  or  Credit  Policy 

TBD  1     Subject  to  Safety  and  Soundness  requirements  &  ALM  or  Credit  Policy 

TBD  1     Subject  to  Safety  and  Soundness  requirements  &  ALM  or  Credit  Policy 


Yes 


1      In  all  cases,  investment  is  subject  to  ALM  Policy  limits. 


NO 


TBD  4     Subject  to  Safety  and  Soundness  requirements  6  ALM  or  Credit  Policy 

Yes  i     Subject  to  Safety  and  Soundness  requirements  &  ALM  or  Credit  Policy 

Conditionally       ~ln  all  cases,  investment  would  be  subject  to  ALM  Policy  limits. 

Conditionally Subject  to  Safety  and  Soundness  requirements  &  ALM  or  Credit  Policy 


New  Investment 


ABS  CDO  Equity 
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Organizational  Structure 


WaMu  Advantages 


Breadth  of  product 
Depth  of  the  organization 


WaMu  Capital  Markets 
David  Beck 
» 


Broker  Dealer 
John  Drastal 


Portfolio  Management 
Youyt  Chen 


Sub  Prime 
Doug  Potolsky 


Commercial 
Dick  Fisher 


ABS  Trading 
David  Nagle 


Pipeline  Hedging 
Tim  Plhl 


MSR  Risk 
Greg  Harris 


CDO  Asset  Mgmt 

TBD 

« 


SFR 
Rick  Ellson 


Home  Equity 
Brent  Boyer 


Strategy  &  Analytics 
Maxwell  Zhu 


Product  a  Pricing  Mgt 

Michael  Lash 


CDO  Trading 


Portfolio 
Surveillance 


Portfolio  Selection 
&  Strategy 


Functional  Roles 


CDO  Asset  Manager  Internal 

Research,  Modeling,  &  Analytics  Internal 

Technology  Support  Internal 

Finance  /  Valuation  Internal 

Underwriting  /  Distribution  Int/ External 

Trustee  Services  External 

Accounting  /  Audit  Int/External 

Legal  Int/ Internal 


Time  line 

ALCO  Approval 

Oct-06 

«/ 

HL  POG  Initial  Gateway 

Nov-06 

8/ 

HL  POG  Approval  Gateway 

Nov-06 

%/ 

HL  POG  Plan  Gateway 

Dec-06 

ERMC  Approval 

Dec-06 

HR  Review  and  Approval 

Dec-06 

OTS 

Dec-06 

Hiring  process  for  CDO  Managers 

Dec-06 

HL  POG  Implementation  Gateway 

Jan-07 

MRC  on  credit  derivatives 

Jan-07 

VC  on  credit  derivatives  and  valuation 

Feb-07 

1st  deal  to  market 

Apr-07 
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Organization  and  Infrastructure 
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Infrastructure 


CDO  Asset 

Management  Business 

Unit 


Research,  Modeling, 
and  Analytics 


Legal  and  Compliance 


Underwriting  and 
Distribution 


Finance  and 
Accounting 


Market  Risk  and 
Credit  Risk 


IT  Support 


Requirements 


Need  to  recruit  a  CDO  Asset  Management  team  and  reassign 
some  existing  portfolio  management  resources 


Need  dedicated  subject  matter  experts.  Hire  analysts  to 
work  with  asset  managers  on  asset  surveillance  and 
performance  tracking 


Legal  Department  to  select  external  counsel  with  extensive 
knowledge  of  CDO  business  development 


Leverage  existing  capabilities.  Identify  a  wall-street 
partner  for  structuring  and  distributing  assistance  in  year 


one 


Need  dedicated  accounting  and  valuation  support 


Utilize  the  existing  infrastructure  and  support  in  the 
pipeline  and  warehouse  risk  management  area.  Working  to 
enhance  trade  capture  and  risk  management  systems  to 
enable  handling  of  synthetics  ABS  products  such  as  CDS 


Need  dedicated  systems  support  and  enhanced  analytics. 
Important  requirement  for  obtaining  favorable  agency 
rating  on  asset  management  capabilities ^^ 


Current  Status/Plan 


Engage  HR  after  ERMC  approval 


Current  research  is  being  performed 
using  existing  resources.  Wait  for 
ERMC  approval  to  proceed  with  next 
steps 


Engaged  external  counsel  after  ALCO 
approval 


Will  begin  negotiations  after  ERMC 
approval  and  designation  of  a 
business  lead 


Accounting  engaged  in  preliminary 
discussions.  Need  for  dedicated 
valuation  resources  has  been 
identified. 


ERMC  12/15/2006  agenda 


A  dedicated  resources  have  been 
identified.  Will  commit  resources 
after  ERMC  approval 
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Risks  and  Mitigation  Strategies 


Risk  Factors 


Financial  risk 


Credit  Risk 


Market  Risk 


Legal,  Regulatory  and 
Compliance  Risks 


Operational  Risk 


Model  and  Valuation 
Risk 


1 


Liquidity  Risk 


Risk  Effects 


Unexpected  credit  loss  will  cause  the  write-down 
of  the  retained  equity  piece.  WaMu  would  be 
expected  to  retain  less  than  50%  of  the  equity 
tranche.  Equity  tranche  -4%  deal.  Potential 
reputational  risk  with  investors. 


Exposure  to  the  credit  spreads  during  the  ramp-up 
period,  and  very  limited  credit  spread  risk 
tolerance  during  the  reinvestment  period  (3  to  5 
years  for  managed  CDOs). 


Lower  rates /spreads  during  the 
investment/revolving  period  will  reduce  the  equity 
returns.  Potential  mismatch  in  asset  and  liability 
durations 


CDOs  differ  from  the  traditional  ABS/CMO 
transactions.  Documentation,  rating  agency 
analysis,  investor  reporting,  and  transaction 
monitoring  are  significantly  different 


New  systems  and  processes  will  be  introduced  (as 
listed  on  p.  1 3) 


Asset  valuation  and  modeling  are  complex  and 
require  strong  analytical  systems  infrastructure 
and  software  resources 


Limited  liquidity  for  deteriorating  equity  in 
particular 


Mitigating  Measures 


Third-party  Investors  hold  over  50%  of  the  equity. 

Asset  knowledge  and  expertise  are  competitive 
advantages. 


The  ramp-up  period  can  be  relatively  short; 
approximately  two  months.  ABX  can  be  used  to  hedge 
and  lock-in  credit  spreads 


Considerable  amount  of  risk  is  transferred  to  CDO 
investors.  Swap  can  be  embedded  in  the  structure  to 
mitigate  asset  and  liability  duration  mismatch 


The  market  is  well  established.  Extensive  research  and 
selection  of  experienced  legal  counsel  will  facilitate 
managing  legal,  regulatory  and  compliance  risks 


HL  POG  Gateway  in  place  to  guide  the  process.  The  CDO 
Asset  Management  team  will  work  within  the  framework 
of  the  Operational  Risk  Management  Policy 


Working  with  leading  software  systems  provider  and 
partnering  closely  with  TSG.  Enhancement  in  research 
and  analytics  necessary  for  CDO  also  should  benefit  the 
management  of  other  products  in  WaMu's  portfolio 


Partnership  with  a  strong  underwriter  and  securities 
broker  dealer  in  the  beginning.   Expand  WCC's  overseas 
distribution  capacity  where  strong  investor  demand  for 
CDOs  exists 
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CPO  Lega/,  Compliance,  and  Regulatory  Overview 


f  Legal 


^  CDOs  are  mature  products  with  welt  defined  and  well  understood  documentation  and  execution  patterns.  The  actual  mix  of  legal 

S  documents  such  as  indentures,  offering  memoranda,  special  purpose  entity  organizational  documents,  trusts,  distribution 

°  agreements,  listing  agreements,  etc.  vary  from  deal  to  deal,  depending  on  the  deal's  nature  and  scope.    In  the  case  of  a  new 

program  such  as  WaMu's  CDO  business,  legal  will  require  additional  lead  time  for  drafting  and  negotiating  documents  and 
setting  up  initial  arrangements,  but  the  disclosure  risks  and  related  transaction  management  processes  are  virtually 
indistinguishable  from  those  that  WaMu  performs  well  with  respect  to  its  securitizations  of  home  mortgages,  credit  cards,  or 
commercial  mortgages. 
For  WaMu,  the  key  legal  analysis  arising  from  the  CDO  project  are  based  on  the  need  to  address  banking  and  regulatory  law  because 
the  intended  business  will  be  conducted  through  the  thrift  and  its  operating  subsidiaries.  The  legal  questions  outlined 
immediately  below  this  paragraph,  and  those  set  forth  under  the  "Regulatory"  heading  further  below  in  this  document,  are 
being  managed  by  a  legal  team  coordinated  by  Richard  Careaga. 

Potential  Banking  Powers  limitations  arising  from 
Asset  types 
Asset  management  powers 

Upon  launch 

Future  needs  as  number  and  nature  of  WaMu  CDOs  evolves. 

Affiliate  transactions 

Address  investment  manager  separation 
Fiduciary  role  is  a  first  time  issue 
Maintaining  a  demonstrable  separation  of  investment  manager 

CDOs  issued  by  special  purpose  vehicles  (SPVs)  are  most  commonly  formed  offshore  to  assure  pass-through  treatment  of  proceeds 
from  CDO  collateral  and  to  avoid  subjecting  foreign  investors  to  U.S.  taxation.   In  connection  with  WMB's  CDO  program,  WMB 
will  acquire  assets  (e.g.,  RMBS,  other  ABS,  CDS  or  other  Authorized  Assets  as  defined  by  the  ALMP),  -  and  restructure  the 
combined  cashflows  into  different  classes  of  securities  ranging,  for  example,  from  AAA  to  subordinate  and  non-rated  classes. 
At  this  time,  we  expect  that  a  subsidiary  of  WMI  will  be  created  to  act  as  the  Asset  Manager  for  the  CDO  program,  and  will 
provide  these  services  to  WMB  pursuant  to  a  services  agreement. 
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WaMir      CDO  Legal,  Compliance,  and  Retaliatory  Overview 


Regulatory 


3  John  Robinson  is  working  to  arrange  a  meeting  with  the  OTS  examiners  in  Seattle  during  December  2006  to 

o  introduce  the  CDO  concept  and  WaMu's  plans  for  this  new  business.  The  goal  is  to  give  the  OTS  a  sense  of 

WaMu's  intended  direction  and  next  steps  in  the  development  of  the  CDO  initiative.  Additionally,  we  intend 
to  ask  for  the  OTS's  views  on  the  initiative  and  solicit  their  advice  regarding  potential  concerns  or  roadblocks. 
WaMu  attendees  at  the  OTS  are  meeting  are  expected  to  be  limited  to  a  small  group  comprised  of  members 
from  Regulatory  Relations  and  a  senior  representative  from  the  business  and  legal.  The  OTS  meeting  is 
expected  to  touch  on  the  following  issues: 

•  Description  of  the  business  fit  for  the  CDO  initiative 
•Authority  for  the  business 

•  Explain  WaMu's  conclusions  regarding 

-Primary  reliance  on  pass-through  authority 

-Plan  to  monitor  proposed  asset  mix  to  ensure  continued  ability  to  rely  on  pass-through  authority  or 

alternative  analysis 

-Where  the  bank  is  taking  risk  and  what  are  the  corresponding  controls  and  mitigants 

•  Identify  FDIC-insured  banks  or  thrifts  that  have  taken  similar  steps  in  the  creation  of  CDOs 

-Be  ready  to  compare  and  contrast  business  models  and  approaches 

•  Provide  details  regarding  proposed  underlying  assets  and  CDO  structures 

•  Describe  internal  review  and  governance  processes 
•Address  capital  impact  on  bank 

-Cash  flow  model 

-Balance  sheet  model 

-Capital  treatment  of  retained  pieces 
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I  Compliance 


&■ 

y  CDOs  are  highly  transparent  structures.  A  collateral  manager's  ability  to  acquire  assets  for  a  CDO  is  subject  to  rating 

g  and  limited  by  detailed  investment  criteria  defined  in  the  post-closing  deal's  indenture  and  offering  documents. 

°  Trades  are  modeled  for  compliance  with  applicable  deal  parameters  and  indenture  limitations  before  the  trade  is 

executed  in  close  coordination  with  the  deal  trustee's  administrative  agent.  The  focus  of  these  compliance  checks 
include  extensive  coverage  and  asset-quality  tests  tailored  to  the  deal's  parameters  set  forth  in  the  deals  indenture 
and  offering  documents. 

CDO  trading  activity  and  deal  performance  is  reported  monthly  to  investors  by  the  trustee  in  highly  detailed  reports. 
Monthly  performance  reports  cover,  among  other  things,  portfolio  composition,  trading  activity,  deal  performance, 
a  full  balance  sheet  and  an  income  statement  describing  sources  and  uses  of  cash. 

CDO  investors  are  highly  sophisticated  users  of  monthly  trustee  reports  and  review  them  with  rigor.   Rating  agencies 
supplement  deal  level  transparency  (CDOs  are  generally  private  transactions  and  performance  report  distribution  is 
limited  to  actual  or  potential  investors)  by  aggregating  deal  information  and  reporting  on  the  CDO  market  in 
general.   Rating  agency  reports  customarily  provide  extensive  deal-,  asset-  and  vintage-level  data  as  well  as  sector 
comparisons. 

CDO  infrastructures  and  systems,  often  developed  jointly  with  the  trustee,  include  a  compliance  reporting  component 
that  enables  systems-based  monitoring  and  surveillance.  This  system-based  access  is  augmented  by  close 
collaboration  with  the  trustee  who  acts  in  a  fiduciary  capacity  for  the  benefit  of  investors.  WaMu's  CDO  business 
leaders  have  interviewed  and  held  extensive  discussions  with  leading  CDO  trustees.  Compliance  has  attended  many 
of  these  presentations.  Compliance  is  highly  confident  that  the  systems  used  by  these  trustees  offer  compliance 
monitoring  and  surveillance  tools  that  reflect  the  state  of  the  art  in  the  industry.  Furthermore,  trustees  compete 
in  the  maintenance  and  enhancement  of  compliance  tools  and  Compliance  expects  that  WaMu  will  continue  to 
benefit  from  these  developments. 

Legal  has  been  closely  involved  in  the  development  of  the  proposed  program,  identifying  and  resolving  potential 
regulatory  requirements  or  obstacles  and  developing  expertise  in  credit  default  swaps  and  other  derivative 
instruments.  Legal  is  planning  to  assign  two  attorneys  to  support  the  program  full-time  during  2007  deal  cycles  and 
as  needed  at  other  times. 
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Counterparty  Risk  in  Credit  Default  Swaps 


Counterparty  Risk  in  Pay-As-You-Go  (PAUG)  CDS  Transactions 


The  ability  to  meet  the  obligations  of  the  notes  in  the  CDO  is  dependent  upon  the 
receipt  of  payments  from  the  counterparty  under  the  credit  default  swap 

To  manage  this  risk  exposure,  the  standard  industry  practice  includes: 

(1 )  factor  in  the  appropriate  risk  of  the  counterparty  into  the  pricing  /  valuation  model 

(2)  include  counterparty  rating  triggers  that  would  require  the  counterparty  to 

(a)  collateralize  potential  reimbursable  amounts 

(b)  assign  its  position  at  its  own  cost  to  a  qualified  third  party 

(c)  obtain  a  qualified  credit  support  provider  once  the  rating  of  the  counterparty  fell  below  specified  thresholds 

(3)  employ  the  use  of  an  escrow  account  which  would  hold  potential  reimbursable  payments  until  the 
end  of  the  transaction 

In  addition  to  common  industry  practice,  the  CDO  Manager  will  comply  with  all  policies 
and  standards  set  by  Corporate  Credit 


Standard  Practices 

Short-term  debt  rating  by  Moody's  of  at  least  "P-1"  or  long-term  senior  unsecured  rating  by  Moody's  of  at 
least  "A3"  and,  if  rated  "A3"  by  Moody's,  such  rating  is  not  on  watch  for  downgrade,  and  an  issuer  credit 
rating  by  S&P  of  at  least  "A+" 

Corporate  Credit  Standards  (WaMu  CCS  510) 

Must  be  a  WaMu  approved  Counterparty 

Within  Maximum  Potential  Exposure  (  MPE  )  and  Notional  limits 
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Description 

System 

Availability 

Structuring 

Rating  Agency  Models 

Dec  -  06 

Software  for  Managing  &  Monitoring  CDOs 

CDO  Sentry 

Jan  -  07 

Interest  Rate  Derivatives 

Summit 

V 

CDS 

Summit 

Jan  -  07 

CDO 

Summit 

Jan  -  07 

Accounting  -  External 

Trustee  Servicer 

• 

Accounting  -  Internal 

CDO  Sentry  /  Intex  Desktop 

Jan  -  07 

Trade  Record 

Bloomberg 

<# 

Valuation  -  CMO 

CDO  Sentry  /  Intex  Desktop 

Jan  -  07 

Valuation  -  ABS 

CDO  Sentry  /  Intex  Desktop 

Jan  -  07 

Valuation  -  CDO 

CDO  Sentry  /  Intex  Desktop 

Jan -07 

Valuation  -  Residual 

CDO  Sentry  /  Intex  Desktop 

Jan  -  07 
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CDO  Risk  Capital  Requirements 
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Regulatory  (Basel  II) 


Economic  Capital 


Unrated  tranches 

100%  capital  through  deduction  from  Tier  1  and 

Tier  2  or 

Application  of  Supervisory  Formula  Approach 

(SFA) 

The  SFA  approach  is  extremely  data  intensive 
but  can  result  in  a  lower  (than  the  100% 
requirement  implied  by  deduction)  capital 
requirement  for  unrated  tranches.  The 
approach  requires: 

PD  and  LGD  ratings  for  the  instruments  within 
the  securitization  structure 

-  Lower  and  upper  bounds  of  loss  levels 

Basel  II  capital  for  the  underlying  instruments,  if 
unsecuritized  and  in  whole-loan  form 

Granularity  parameters 

-  Etc. 

Externally  rated  tranches  have  capital 
requirements  prescribed  from  a  ratings-based 
approach 

AA  requires  0.64%  capital 

A  requires  0.96%  capital 

A-  requires  1 .6%  capital 

BBB  requires  4.8%  capital 

BB-  requires  5.2%  capital,  etc. 
Regulatory  risk-based  capital  requirements 
(Basel  I  and  Basel  II)  recognize  retained  vs. 
sold  risk  positions  in  synthetic  securitization 
structures.  However,  regulatory  leverage 
ratio  requirements  do  not  recognize  synthetic 
securitization  structures. 


For  unrated  tranches,  100%  capital 
requirement  initial  assumption;  this  is 
considered  a  good  assumption  for  an  equity 
tranche 

A  more  precise  measure  is  dependent  on  deal- 
specific  information.   For  example: 

Tranche  thickness  with  lower  and  upper  loss 

levels 

Granularity  of  securitization  structure  (number 

of  loans  in  the  structure) 

Loss  correlation  in  underlying  instruments 

Expected  loss  levels  for  underlying  instruments 
Given  economic  capital's  definition  of  a  1  -year  loss  at  a 
99.89%  confidence  level: 

-  Most  equity  tranches  will  have  capital  levels 
near  100%  of  the  tranche  value 

-  Application  of  the  more  advanced,  data 
intensive  approaches  makes  the  most  sense  for 
mezzanine,  unrated  tranches 

For  rated  tranches,  the  ratings  based 

approach  within  Basel  II  is  a  reasonable 

approximation 

Economic  capital  recognizes  retained  vs.  sold 

risk  positions  in  synthetic  securitization 


structures. 


COO  Risk  Capital  Requlrtrmnts 
John  Sttwart 
Nov  21,  2006 


100%  capital  deduction  from  tier  1  and  tier  2, 
retained  equity  shares  will  be  assumed  at  the 


and  100%  economic  capital  allocation  for 
start 
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WaMir  CDO  Collateral  -  Aiodef  Portfolios 


CDO  Collateral  -  Model  Portfolios 


|  ABS  cash,  synthetic,  and  hybrid  CDOs  vary  extensively  in  terms  of  collateral  mix,  bond 

|  eligibility  criteria,  reinvestment  periods,  and  deal  constraints  on  the  quality  and 

composition  of  the  underlying  collateral 

In  an  actively  managed  portfolio,  a  CDO  manager  must  manage  the  collateral 

substitutions,  subject  to  collateral  quality  tests  and  eligibility  criteria  set  forth  in  the 

indenture 

The  following  three  slides  demonstrate  the  vast  array  of  characteristics  that  are  used 

to  define  individual  ABS  CDO  Model  Portfolios 

These  portfolio  characteristics  are  deal-dependent  and  are  created  based  on 

Investor  demand 

Rating  agency  limitations 

Prevailing  market  spreads 


r 


WMI  will  be  a  minority  holder  of  the  Preference  Shares  (equity) 

WMI's  risk  appetite  should  be  balanced  with  external  investors'  risk  appetite  and  return 

demands 
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CDO  Collateral  Mix 


Collateral  Concentration  Changes 


Collateral  composition  of  ABS  CDO  has  moved  toward  a  higher  concentration  of  RMBS, 
HE,  and  CDO 


High  Grade  (HG)  ABS  CDO  Collateral  Distribution 


Mezzanine  SF  CDO  Collateral  Distribution 
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2003  Vintage 


2005  Vintage 


Non-Residential  y^g 
ABS,  256 


CMBS,  3% 


Source:  Citigroup 
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ABS  CDO  Asset  Diversification  I  Correlations 


s  Moody's  Asset  Correlation 


|  For  structured  finance  cash  flow  CDO  transactions,  Moody's  Asset  Correlation  parameter  is 

3  used  instead  of  Moody's  Diversity  score  to  measure  the  diversity/concentration/correlation 

o  of  collateral 

The  Asset  Correlation  is  calculated  based  on 

Common  default  probability 

Common  recovery  rate 

Expected  number  of  assets 

Distribution  of  Key  Agents 

Number  of  issuers/servicers 

Percentage  of  concentration  of  issuers/servicers 

Geographic  concentration  of  assets 


A  maximum  level  for  the  Asset  Correlation  is  usually  specified  in  the  indenture  as  part  of  the 

collateral  quality  tests 

The  normal  Asset  Correlation  for  structured  finance  CDO  transactions  ranges  from  20%-32% 
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CDO  Collateral  Mix 


Sample  Asset  Portfolio  -  Asset  Type  and  Rating  Breakdown 


Drivers  of  Asset  Type  and  Rating  Allocations 

•  Market  supply  and  investor  demand 

•  Rating  agency  models 

•  Target  equity  return 
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RMBS 


8% 


HEL 


2% 


CMBS 


1% 


ABS  CDO 


3% 


Credit  Card 


3% 


Other 


2% 


36% 


16% 


2% 


5% 


5% 


7% 


&?*■    f    BBS*  BB-  toBB- 


4% 


2% 


1% 


1% 


1% 


1% 


Total 
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48% 


20% 


4% 


9% 


9% 


10% 


Sample  Portfolio  Asset  Allocation 


Sample  Portfolio  Rating  Allocation 


Other,  10% 
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Credit  Card,  9% 
ABS  CDO,  9% 

CMBS,  4% 


-HEL,  20% 


RMBS,  48% 


BB  +  to  BB-,  10% 


A+to  A-,  19% 


BBB+toBBB-,  71% 
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CDO  Position  Risk  Time  Line  -  One  Year 


WaMu  and  external  investors  share  moderate  mark-to-market  risks  as  demonstrated  below 


Asset  Ramp  Up  ($MM) 
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Warehouse  Credit  Risk  DVJ01  ($K/bp) 

225 

150     |   |   '         150 
75      S 1  '75 


i_n 


Jan 


Feb     Mar 


Equity  Buildup  ($MM) 
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Assumptions:  $750  MM  deal  per  quarter,  3  year  spread  duration,  4%  equity  and  25%  retention  rate. 
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CDO  Ramp- Up 


Typical  Terms  for  CDO  Asset  Accumulation 

70-90%  of  the  CDO  assets  are  expected  to  be  purchased  (or  committed  for  purchase)  by 
the  closing  date.  The  CDO  asset  managers  and  traders  within  the  CDO  Asset 
Management  unit  will  select  and  purchase  assets  based  on  relative  value  and 
constrained  by: 

•  Asset  "bucket"  limitations  as  prescribed  by  rating  agencies  and  investor 
appetite 

•  Aggregate  asset  limits  imposed  by  ERM 

Weekly  reports  will  be  produced  to  verify  compliance  with  binding  constraints.   This 
will  be  supplemented  by  independent  oversight. 


Warehouse  Limit  Proposal 

•  $2  billion  in  aggregate  cash  securities,  authority  delegated  to  the  portfolio 
management  division;  $3  billion  delegated  authority  to  the  Executive  of 
Capital  Markets,  the  Home  Loans  Chief  Risk  Officer  and  the  Executive  of 
Market  Risk  Management 

•  No  more  than  25%  non-investment  grade  (rated  BB+  and  below) 

Utilization  of  credit  derivatives  and  interest  rate  derivatives  solely  to  mitigate 
in-warehouse  risk 
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Warehouse  Funding 


Typical  Terms  for  Warehousing 


During  the  ramp-up,  the  warehoused  CDO  assets  will  expose  WaMu  to  credit  and 
interest  rate  risk.  The  assets  can  be  funded  internally  or  externally  via  a  dealer 
warehouse  facility. 

Utilizing  dealer  warehouse,  the  credit  and  interest  rate  risk  can  be  transferred  in 
whole  or  in  part  (see  CS  presentation  in  Appendix  II).  This  has  significant  drawbacks: 

•  loss  of  carry 

•  less  control  over  asset  selection 

•  business  is  subject  to  dealer's  liquidity  risks 
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Proposal 


The  warehouse  will  be  funded  (on  balance  sheet)  by  Treasury  through  FTP 
with  1  -month  rate  and  the  asset  risks  will  be  hedged  by  the  CDO  Asset 
Management  unit 

The  business  will  retain  the  option  to  use  a  dealer  warehouse  if  conditions 
warrant.  Daily  P&L  reports  will  be  provided  and  risk  limits  established  as  with 
any  other  market  value  book. 
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CDO  Reinvestment  Period 


Typical  Terms  for  CDO  Reinvestment  Period 


During  the  reinvestment  period,  the  CDO  Management  Unit  will  reinvest  funds  received 
by  the  CDO  issuer  in  excess  of  interest  payments  to  security  holders  in  additional 
collateral  subject  to  eligibility  criteria  and  limitations  applicable  to  each  CDO 
transaction. 

•  Interest  Coverage  and  Overcollateralization  tests 

•  Collateral  quality  tests 

•  Concentration  limits  as  set  forth  in  the  indenture 

Equity  returns  may  be  reduced  if  spreads  during  the  reinvestment  period  are  tighter 
than  during  the  ramp-up  and/or  basis  risk  increases. 


Proposal 

•  Retention  of  equity  amount  no  more  than  FIN  46's  threshold  for  consolidation 
(<  50%) 

•  Valuation  assumptions  and  procedures  subject  to  valuation  committee 
approval 
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When  would  FIN  46R  require  a  collateral  manager  to  consolidate  a  CDO? 


^  FIN  46R  requires  a  test  (primary  beneficiary  test)  to  determine  whether  the  collateral  manager  is  required  to 

^  consolidate  a  CDO 

The  FIN46R  test  is  a  cash  flow  scenario  analysis  to  identify  if  the  collateral  manager's  interest  (management  fees, 
equity  securities*)  absorbs  the  majority  of  the  expected  losses,  expected  residual  returns  or  both  of  the  CDO. 

As  equity  securities  ownership  is  a  variable  input  into  the  FIN46R  test,  Portfolio  Management  recommends  the 
equity  securities  holdings  to  be  equal  to  or  less  than  the  maximum  equity  ownership  allowed  under  FIN  46(R) 
while  not  consolidating  the  CDO. 

Portfolio  Management  believes  20-25%  equity  ownership,  based  on  similar  CDO  structures,  would  not  require 
consolidation.** 

Excerpt  from  D&T  Securitization  Accounting  Manual  -  July  2005 

"If  the  collateral  manager  has  only  a  20  percent  holding  in  the  unrated  equity  securities,  it  is  fairly  unlikely  that 
the  collateral  manager's  total  holding  represents  a  majority  of  the  CDO's  expected  losses  or  expected  residual 
returns,  unless  its  management  fees  absorb  a  significant  amount  of  the  entity's  variability." 

Source 

1 .   Deloitte  Securitization  Accounting  -  The  Ins  and  Outs  (And  Some  Do's  and  Don'ts)  of  FASB  140,  FIN46R,IAS39 

and  More,  July  2005 

Assumes  Collateral  Manager  does  not  retain  mezzanine  or  senior  securities,  this  is  consistent  with  Portfolio 
Management  recommendation  for  CDO  security  retention. 

**  In  order  to  ensure  compliance  with  FIN  46R,  every  CDO  structure  would  require  an  independent  primary 
beneficiary  test  to  determine  actual  threshold  for  equity  ownership  to  maintain  off  balance  sheet  accounting 
H  (no  consolidation). 
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Enterprise  Risk  Management:  Review  of  2007  Plan 

Enterprise  Risk  Management  Committee  Presentation 
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At  the  previous  2006  Board  meetings,  we  communicated  a  high  level  Credit  Risk 
Strategy  and  Bank-wide  framework  for  hsk  appetite  and  combined  this  Enterprise 
Risk  framework  with  our  strategic  efforts  to  remix  our  balance  sheet 

In  the  third  quarter  we  worked  collaboratively  with  the  business  segments  and 
finance  to  establish  2007  forecasts  for  utilization  of  Economic  Capital,  Credit 
Concentrations,  and  Model  Portfolio  Composition.  Limits,  performance  targets 
and  triggers  were  established. 

Today,  we  share  2006  results  as  of  1 1/30/06  and  review  the  ERM  implications  of 
the  2007  plan. 
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Clearly  delegate  credit  authority 


Prevent  unwanted  build-up  of 
concentrations 


Allocation  of  Credit  Risk  Budget  to  Business  Units 


Home  Loans 


Retail  Bank 


Card 


Commercial 


Concentration  Limits 

Geographic  Consumer  Loans  to  Higher  Risk  Borrowers 

High  CLTV  Commercial  Higher  Risk  Loans 
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*     Prevent  unwanted  build-up  of 
f     concentrations  and  provide  early 
I    warning  of  potential  problems 


2006  Results  and  2007  Plan 

Concentration  Performance  Economic 

Limits  Forecasts.      Capital  Utilization 
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Credit  Concentration  Limits  and  Current  Utilization 
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Consistent  with  our  strategic  plan  we  are  increasing  credit  risk  in  our  2007 
business  plan.  These  limits,  and  utilization  there-under,  will  be  monitored 
and  actively  managed  through  the  Enterprise  Risk  Committee. 


i 


Consumer  Loans 


Commercial  Loans 


11/06 
Levels: 

2007  Plan 
Levels: 

Trigger: 

85%  of  Limit 
or  as  states 

Limit: 


Consumer  Loans  to 
Higher  Risk  Borrowers 

.jFJCO^^.^ 

15.2%  (Total)  ® 


22.9%  (Total)  © 


21 .3% 


25%  (Total) 


Consumer  Loans  with 
High  Combined  LTV 
,.j(CLTy|e  _: 

6.0%  £  90  (w/o  Ml)  ® 


7.3%  £  90  (w/o  Mi)  ® 
8.5%  £  90  (w/o  Ml) 
10%  £90  (w/o  Ml) 


XX 


Geographic  Concentrations  | 
Single  State  /  Single  MSA   |j 


46.2%  in  a  single  state  (CA)Oi| 
20.5%  in  a  single  MSA  i 


48.2%  in  a  single  state  (CAP 
21 .4%  in  a  single  MSA  (LAP 


48%  in  a  single  state  (CA) 
24%  in  a  single  MSA  (LA) 

CA  <.  50% 
No  MSA  >  25% 


Higher  Risk  Commercial 
Loans 


1.0%  DSCR<  1.15  © 
0.45%  LTV  >  75     © 

1.7%  DSCR<  1.15  O      I 
0.4%  LTV  >  75      ©      | 


1.7%  DSCR<  1.15 
0.9%LTV>75 

2%DSCR<1.15 
1%LTV>75 
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As  a  percentage  of  total  Held-For-lnvestment  Portfolio  and  Credit  Card  on  a  Managed  Receivable  basis. 
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Portfolio  Performance 


Economic  drivers  are  consistent  with  assumptions  in  the  2007  Business  Plan. 
Provision  and  chargeoff  expenses  are  expected  to  increase  in  2007  as  we  return  to 
more  normalized  credit  conditions  and  implement  a  planned  shift  to  a  more  credit- 
intensive  asset  mix. 

■  Provision  is  expected  to  increase  $300MM  over  2006  to  $1 .1 B 

■  NPAs  are  expected  to  increase  $3.0-3.5Bn 

■  NPA  will  be  <1  %  based  on  $350.6Bn  in  assets  forecast  for  2007 

■  Charge-offs  are  expected  to  increase  $1 45MM  to  $660MM 
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Card  (GAAP  basis) 

Commercial 1 

Home  Loans  (LBMC,  Sub-Prims/HB.  Conduit, 

IVBF) 

Retail  Bank  (SFR,  originated  HBJHB.OC, 

Small  Business,  Consumer) 

Corporate  Support  and  Other 

Foreclosed  Assets 


750 

603 

- 

-79 

40 

112 

187 

272 

328 

169 

210 

1,722 

-177 

33 

- 

. 

476 

Total  WWII 


850 


1,158 


Corrmercial  -  includes  $4MVIfor  CCBI;  Corporate  Support  and  other  $35MVI 


2,638      $3-3.5B 
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I  ■  Commercial  Lending  will  expand  higher  margin  lending  through  its  Multi-Family 

"Proceeds"  product;  anticipate  other  credit  intensive  enhancements  to  existing 
products  and  programs.  Also  expect  to  see  continuing  deterioration  of  Debt 
Service  Coverage  due  to  interest  rate  environment  and  impact  on  Net 
Operating  Income  (NOI) 

■  Home  Loans  will  continue  to  expand  its  higher  margin  offerings  and  Capital 
Markets  instruments  including: 

■  Expansion  of  Subprime  and  Alternative  product  offerings 

■  New  higher  margin  product  innovations  -  such  as  Roswell  (1st  lien  with  a  HELOC 
that  is  self-restoring  as  1st  lien  balance  is  paid  down) 

■  Introduction  of  higher  margin  Collateralized  Debt  Obligation  (CDO)  including  residual 
retention 

■  Card  Services  does  not  expect  significant  changes  in  credit  mix  in  2007.  They 
do  expect  weaker  performance  in  early  2007,  but  expect  it  to  improve  over  '07. 

■  Small  Business  Lending  also  expects  its  credit  mix  to  remain  fairly  stable  in  the 
coming  year.  It  is  a  relatively  new  business  expecting  significant  growth  in  2007 
and  correspondingly  its  use  of  credit  economic  capital  will  more  than  double. 
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Managing  the  Credit  Shifts 


■  Board  limits  and  triggers,  as  well  as  other  Credit  limits  (model  portfolio 
S                   concentration  limits  and  performance  forecasts)  are  monitored  monthly  by 

Business  Risk  Committees  and  further  by  Corporate  Credit  Risk  Management 
in  Quarterly  Credit  Reviews 

■  Business  unit  Risk  Committees  monitor  performance  to  Board  and  other  limits 
and  manage  trigger  events.    Trigger  events  are  communicated  to  Credit  and 
Enterprise  Risk  Committees  and  monitored  for  action. 

■  The  Credit  Risk  Management  Committee  (CRMC)  monitors  cross-business 
performance,  reviews  and  addresses  business  unit  performance  when 
enterprise  limits  are  at  risk. 

■  Enterprise  Risk  Management  Committee  (ERMC)  will  review  and  resolve 
cross-business  issues  related  to  concentration  limit  trigger  events  where  more 
than  one  business  is  driving  high  utilization  and  allocation  is  at  issue. 

■  Will  continue  build-out  of  sub-limits  in  2007 


£  (Note:  see  Appendix  for  business  unit  detail)  Page  8 
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Market  Risk  Shifts  Expected  in  2007 
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Market  Value  Businesses 

.    Utilization  of  the  current  10  day  Value  at  Risk  ("VaR")  limit  of  $230  million  has  ranged  from  25%  to  50% 

•  The  2007  does  not  create  large  shifts  in  VaR;  we  estimate  the  plan  would  increase  utilization  by  4%  or  $10  million 

.   We  expect  VaR  utilization  to  rise  by  about  14%  when  we  introduce  additional  spread  risk  factors  by  mid-2007  as  the 
sub-prime  and  Alt-A  spread  risk  that  is  increased  by  the  plan  is  more  volatile 

•  Finally,  the  addition  of  prepayment  model  variability  risk  to  our  VaR  calculation  will  increase  utilization  by  about  $17 
million  or  7% 

•  In  total,  utilization  of  the  VaR  limit  should  increase  by  about  25%  in  2007 

Accrual  Businesses 

•  The  market  risk  of  the  accrual  books  is  not  significantly  changed  in  the  plan,  but  is  expectedly  to  decrease  modestly 
.   The  recent  approval  to  sell  Hybrid  ARM  loans  and  sell  AFS  securities  should  reduce  market  risk  economic  capital  by 

over  6%  of  total  economic  capital,  moving  market  risk  to  below  its  target  level  as  a  percent  of  economic  capital 


$5.4  bn 


$5.4  bn 


Accrual 
Portfolio  ^ 


Market  V 
Value  I 
Portfolio  '■ 


$0.01 


$0.05 


$4.5  bn 


Nov -06 


New  Business         Model  Changes         Dec  2007  Hen      Hybrid  &  AFS  Sales  Dec  2007  Plan  incl. 

Sales 


Page  10 


g,  Footnote  Exhibits  -  Page  0135 


8 

s. 

H 


I 

a 

s 

o 


53 

,2 


o 
to 

ON 
U> 
-J 

o 


Operational  Risk  Shifts  Expected  in  2007  ™ 


By  decreasing  activity  in  traditional  business  such  as  30  year  Fixed  rate 
mortgages,  and  increasing  activity  in  items  where  we  are  still  building 
systems  and  capabilities  (such  as  the  Conduit  and  the  Collateralized  Debt 
Obligation  businesses),  we  would  expect  the  plan  to  increase  operational 
risk 

However,  we  expect  Operational  Risk  Capital  to  decrease  as  we  improve 
our  measurement  capabilities  by 

■  Reducing  use  of  external  data  and  replacing  it  with  WaMu-specific  operational 
risk  scenarios 

■  Reducing  the  businesses'  operational  risk  capital  utilization  when  their  controls 
and  capabilities  improve 

■  Removing  expected  losses  from  the  Operational  Risk  Capital  calculation  as  we 
are  able  to  prove  they  are  steady  and  already  appear  in  budgets 

Netting  these  two  effects,  we  expect  a  modest  decrease  in  Operational 
Risk  Capital  utilization  in  the  2007  plan 
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Economic  Capital  Trends 


I  ■  Total  deployment  of  economic  capital  as  a  percent  of  available  financial  resources 

*  (dominated  by  tangible  equity)  is  projected  to  increase  from  71  %  in  Nov.  2006  to  75%  in 

|  Dec.  2007* 

-  Economic  capital  increases  $14.6  to  $15.8  BN 

-  Available  financial  resources  increases  $20.6  to  $21 .2  BN* 

■  Key  driver  is  a  shift  to  higher  credit  risk  assets  within  projected  balance  sheet  growth  at 
the  same  time  that  capital  composition  is  tightly  managed;  credit  risk  increases  from  44% 
to  47%  of  total  economic  capital 

■  Trends  in  total  economic  capital  as  well  as  economic  capital  composition  are  consistent 
with  strategic  goals 

■  Key  drivers: 

-  Credit  risk:  Declining  Prime  SFR  balances,  with  increasing  balances  in  higher  credit  risk  assets 
including  Credit  Card,  Small  Business  Lending,  Commercial  Real  Estate,  and  Home  Equity  Loans 
and  Lines  of  Credit 

-  Market  risk:  Similar  aggregate  risk  profile  as  current  state;  minor  increase  in  required  economic 
capital  due  to  portfolio  growth  and  inclusion  of  potential  model  risk  capital;  note  that  subprime 
residuals  are  included  in  credit  risk  for  economic  capital  purposes 

-  Operational  risk:  Assumed  similar  risk  profile  as  current  state;  increasing  economic  capital  scales 
with  key  income  and  expense  drivers 

*lt  is  noted  that  projections  of  available  financial  resources  in  Dec.  2007  including  tangible  equity  are  preliminary 
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Current  &  Dec.  2007:  Capital  Required  vs.  Available 
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Economic  Capital  Required  and  Available 
Nov.  2006  and  Dec.  2007 


November  2006  Actuals 
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Hi 
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$20.6 

$20- 

S17.4 

$15- 

$14.6 

19% 

IS 

m 

i 

$10  - 

$5  - 
$0  - 

Total  ECAP  Diversified  Total  Available 

0  Credt  Risk 


$20- 


$15  ■ 


$10 


$5 


$0 


December  2007  Plan 


$18.8 


HH  $16.8 


50% 


47% 


Total  ECAP 


Diversified  Total 


iMsrketRsk       nCperational       DAvalaole  Caoital 
Risk 


$21.2 


Target 
Risk 
Mix 


in 


30% 


6S% 
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Notes:   1)  Available  capital  in  2007  is  based  on  a  rough  approximation  driven  by  balance  sheet  size. 
2)  The  December  2007  Plan  does  not  incorporate  our  current  asset  sale  initiative. 
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Key  Credit  Risk  Concentration  Limits— Conceptual  Design 


Concentration  Limits 


Credit  concentration  limits  reinforce  and  efficiently  drive  business  unit  credit  risk  appetite 

consistent  with  the  Company's  strategic  plan. 

Transparent,  well  communicated  credit  concentration  limits  foster  improved  risk-vs-return 

planning  and  should  be  formally  reviewed  and  ratified/changed  annually  consistent  with 

the  Strategic  Plan. 

The  credit  concentration  limits  below  are  among  the  most  important  in  framing  credit  risk 

appetite. 


Credit  Risk 


Consumer  Loans 


Commercial  Loans 


Key  Risks 


Consumer  Loans  to 

Higher  Risk  Borrowers 

(FICO) 

ZZZiZZZZZ 


"Higher  Risk  Borrowers" 
are  all  loans  originated 
through  sub-prime 
programs,  1st  Lien  SFR 
prime  and  Home  Equity 
products  <  620  FICO  at 
origination,  and  2nd 
Lien  Home  Equity, 
Credit  Card  and  other 
unsecured  products  < 
660  FICO  at  origination. 


Consumer  Loans  with 

High  Combined  LTV 

(CLTV) 

ZZZZIZZZZ 


Geographic 
Concentrations 


High  LTV/CLTV  lending 
can  expose  the  bank  to 
higher  levels  of  loss 
frequency  and  severity, 
particularly  during  a 
housing  market 
downturn. 


Economic  drivers  (e.g., 
employment,  available 
housing  stock  and 
home  price 
determinants)  are 
shared  within  individual 
geographic  regions 
(e.g.,  Cities,  States). 
Overexposure  to  any 
one  particular  market 
could  have  a  significant 
negative  effect  on 
overall  frequency  and 
severity  of  losses. 


"Higher  Risk 
Commercial  Loans"  are 
those  with  Debt  Service 
Coverage  Ratios 
(DSCR)  lower  than 
1.1 5x  or  LTV  Ratios 
greater  than  75%. 
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Proposed  Credit  Concentration  Limits  and  Current  Utilization 
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Concentration  Limits 


•  The  credit  concentration  limits  below  are  designed  to  be  consistent  with  the  Strategic  Plan  of 
enhancing  our  overall  returns,  in  part,  by  reallocating  the  balance  sheet  towards  more  credit  intensive 
assets. 

•  Also  consistent  with  our  Strategic  Plan,  the  geographic  concentration  limits  are  designed  to  encourage 
diversification  of  our  California  exposure,  reinforcing  our  nationwide  franchise. 


[Note:  The  proposed  geographic  concentration  limits  should  be  considered  target  limits  and  will  be  reviewed  within  the  context  of  the  2007  business 
plan.]  


April  30th 
Levels*: 


Consumer  Loans  to 

Higher  Risk  Borrowers 

(FICO) 

15.9%  (Total) 


Credit  Risk 


Consumer  Loans 


Consumer  Loans  with 

High  Combined  LTV 

(CLTV) 

3.4%£90(w/oMI) 


Commercial  Loans 


1 r 


Geographic 
Concentrations 


45.4%  in  a  single  state  (CA)    | 
20.9%  in  a  single  MSA  (LA)    I 


Higher  Risk  Commercial 
Loans 


0.4%  DSCR<  1.15 
0.1%  LTV  >  75 
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Proposed 
Limit*: 


25%  (Total) 


Not  more  than  25%  of  the 
total  Held-For-lnvestment 
(HFI)  portfolio  can  be  in 
Consumer  Loans  to  Higher 
Risk  Borrowers. 


10%s90(w/oMI) 


Overall,  Loans  with 
Combined  Loan-To-Value 
rates  of  90%  or  higher  are 
limited  to  10%  of  the  total 
HFI  portfolio  unless  they 
have  Mortgage  Insurance 
(Ml). 

[Note:  this  limit  is  subject  to 
the  Supervisory  LTV  limit  of 
100%  of  total  capital] 


CA<;50% 
No  MSA  >  25% 


± 


Geographic  Concentrations 
are  limited  so  that  no  more 
than  50%  of  the  total  HFI 
portfolio  is  in  California  and 
no  more  than  25%  in  any 
single  MSA. 


*  As  a  percentage  of  total  Held-For-lnvestment  Portfolio  and  Credit  Card  on  a  Managed  Receivable  basis. 


2%DSCR<1.15 
1%LTV>75 


JL 


Not  more  than  2%  of  the 
total  HFI  portfolio  can  be  to 
Commercial  borrowers 
whose  Debt  Service 
Coverage  Ratio  (DSCR)  is 
lower  than  1.15Xor1%to 
those  whose  LTV  is  above 
75%. 
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!  Cred/f  R/sft  Concentration  Limits: 

|  -  Consumer  Loans  to  Higher  Risk  Borrowers 

-  All  loans  originated  through  the  sub-prime  programs,  SFR  prime  and  1st  Lien  Home  Equity 
products  <  620  FICO  at  origination,  and  2nd  Lien  Home  Equity,  Credit  Card  and  other 
unsecured  products  <  660  FICO  at  origination. 

-  Limit  of  25%  of  total  HFI  loans* 

-  Consumer  Loans  with  High  Combined  LTV  (CLTV)** 

-  Limit  of  10%  of  HFI  loans*  at  a  CLTV  greater  than  or  equal  to  90  unless  insured. 

-  Geographic  Concentration 

-  Limit  of  50%  of  total  HFI  loans*  in  any  one  state  (e.g.,  California) 

-  Limit  of  25%  of  total  HFI  loans*  in  any  one  metropolitan  area  (e.g.,  Los  Angeles) 

-  Higher  Risk  Commercial  Loans 

-  Limit  of  2%  of  total  HFI  loans*  to  commercial  borrowers  with  a  Debt  Service  Coverage  Ratio 
(DSCR)  below  1. 15X. 

-  Limit  of1%of  total  HFI  loans*  to  commercial  borrowers  with  an  LTV  greater  than  75%. 


'HFI  loans  are  defined  as  all  HFI  loans  in  portfolio  plus  all  additional  managed  credit  card  loans. 

"■This  limit  on  Consumer  Loans  with  High  CLTV  is  in  addition  to  the  existing  regulatory-based  limit  specified  in  Credit  Policy  408,  which  restricts 
Supervisory  LTV  Exception  loans  to  at  most  100%  of  capital. 
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Data  Management  Program 


Tom  Casey 

Debora  Horvath 

Tom  Morgan 

December  19,  2006 
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Data  Management  Problem  Statement 


WaMu  lacks  a  standard,  enterprise  approach 

to  data  management,  which  has  resulted  in 

higher  total  cost  of  ownership, 

competing  versions  of  the  "truth" 

and  lost  opportunities 
for  competitive  decision  making. 


Poor  Data  Management  Impacts  Speed  of  Delivery,  Quality,  Cost,  and  Risk 

Resulting  in  Loss  of  Competitive  Edge 
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Evolution  of  Data  Management  at  WaMu 


History  of  Data  Management 

The  existing  data  warehouse  (ED)  was 

launched  Within  the  Finance 

organisation  in  the  early  1990s  to 

provide  a  common  financial  reporting 

framework. 

Reporting  was  one-dimensional  since 

WaMu  was  viewed  as  a  single 

segment. 

As  a  result  of  acquisitions  ■•••  PNC.  Fleet 

Dime  -  WaMu's  reporting  environment 

became  more  complex  over  time  with 

the  nee<i  to  support  multiple  segments. 


Basic 


Today's  Data  Issues 


Through  our  growth,  we  have  developed 

over  150  databases  supporting  various 

business  segments. 

Business  decisions  often  rely  on  data 

gathered  from  multiple  sources. 

Users  mistrust  data  that  is  not  controlled 

within  their  own  segments. 

There  is  no  enterprise-wide  data  inventory 

to  know  what  is  available. 

SOX  404  compliance  and  accurate 

financial  and  non-financial  disclosures  are 

achieved  within  required  timeframes  but 

only  with  numerous  manual  reconciliations 

and  work-arcunds. 


Evolved 
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Future  State  Vision 

Enable  better  business  decisions  with 

timely,  accurate  data. 

Drive  consistent  dala  definitions  and 

controls  around  data  usage  through 

Enterprise  Data  Governance. 

Increase  cross-sell  revenue  opportunities 

through  a  single  view  of  customer 

relationships  across  segments. 

Drive  cost  savings  and  reduce  risk  with  a 

unified  data  environment:  clear  roles, 

consistent  tools  and  standards;  ana 

repealabie,  scalable  processes. 


Designed 
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W    Today:  Current  State  Need  for  Data 


Relevant  Issues 

Multiple,  redundant  data 
stores 

Lack  of  Data  Governance 

Manuai  reconciliation  & 
validation 

Complicated  processes: 
lack  of  clear  roles 

Redundant  data 
extracts 

Difficulty  in  finding 
relevant  data 

Business  Impact 


Fragmented  data  ownership  and  accountability. 


Higher  risk  of  data  inconsistency,  with  potential 
impacts  to  valuations  and  business  decisions: 

Actual  Losses 

•  Incentive  Overpayment  of  Long  Beach  loans  that 
were  originated  but  not  closed:  2.5M  (200K  per 
month)  over  2  years,  2005-2008 

•  Basis  Floater:  inconsistent  prepayment  data  led  to 
misfit  of  prepayment  model;  correction  led  to 
downward  revaluation  of  asset  $42M  In  2006 

Near  Misses 

•  S90M  service  fee  error  in  2004 

•  $130M  MSR  valuation  change  in  2005 


Lack  of  enterprise  insight  into  customer 
relationships,  service,  and  profitability 


Complexity  of  data  movement  increases  effort  and 
risks  to  enhance,  retire,  or  add  applications 


Manually  intensive  reconciliations  increase  labor 
costs  and  reduce  overall  data  quality 
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^    Data  Management  Roadmap 


Conduct  Strategic  Planning 
Gain  Executive  Approval 


2005 


V  Conduct  Voice  of  the  Customer 

S  Identify  &  Prioritize  Business  Drivers 

S  Develop  Strategy  for  Future  State 

s  Develop  Phased  Program  Plan 
Gain  Executive  Committee  Approval 


Finalize  Roadmap 
Begin  Program  Execution 


Continue  Program  Execution 


2006 


S  Launch  Data  Mgmt  Program 

S  Launch  Technology  Data  Governance 

y  Partner  with  Business  Initiatives  to 
Drive  Early  Value 

s  Deposit  Data  Repository  (Fraud) 
s  Commercial  Data  Warehouse 
s  Siebel  Analytics 
S  Begin  Building  Technical  Foundation 
s  Central  Data  Landing  Zone  (CDLZ) 
S  Metadata  Program  (Data  Dictionary) 


Expense  $  3.8M 
Capital    $6.0M 


2007»  2001 


>  Launch  Enterprise  Data  Governance 

>  Continue  to  Partner  w/  Business 
initiatives 

>  Synergy  Program 

>  Direct  Marketing  Re-Platform 

>  Enterprise  Hiemtvhy  initiative 

>  Continue  Building  Technical 
Foundation 

>  Enterprise  Data  Warehouse 

>  Data  Quality  Services, 

>  Develop  Core  Data  Processes 

>  Conduct  Training  &  Awareness 

Expense  $1G.2M 
Capita    $17. 3M 


Business  Priorities  Drive  Future  State  Data  Management 
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Data  Management:  Integrated  Program  View 
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2007 


>> 


2008 


Build  CDLZ,  Populate  w/  First  Sources    S  Continue  to  Add  Sources  &  Functionality  to  CDLZ 

;2])    Ongoing  Alignment  w/  Business  Initiatives ;  in Support  of  Business Processes 


> 


Launch  Data  Governance  (Technology)  I       Launch  Information  Managemen|GoyernanceJE 

f§P  Sele^ct  Vendor  &  Build  Data  Ware 

Begin  Delivery  of  Integrated  Data 
Rationalize  &  Migrate  Legacy  Data  Systems 


|i|  I  Build I  Data ^^  Quality  Services  in  Phased  Approach  j^Mature  &  Measure  Data  Quali^  Services 
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SB*    Information  Management  Governance 


Executive  Steering 
Committee 

Tom  Casey 

•;:::;;;::ROjiCatfe 
Fay  Chapman 
Deb  Horvath 
Steve  Rotella 


Data  Stewardship 

BUSINESS  /  OPERATIONS 

"Process  Ownership" 


I 


Business  Data 
Stewardship 


Business 
Process:  ;r 
Stewardship 


Information  Mgmt 
Governance  Committee 

Tom  Morgan  -  Chair 

Melba  Bartels  —  Finance 

Carey  Brennan  -  Legal 

Jonathan  Calvert -Marketing 

Jeff  Deuel  -  Commercial 

MicheleGrau-lversen-CardSvcs 

Pia  Jorgensen  -  TSG 

Michelle  McCarthy -Ent  Risk  Mgmt 

Randy  Melby  -  Audit 

Mike  Reynoldson  -  HR 

Maureen  Shafer  -  Home  Loans 

Conrad  Vasquez  -  Retail 

John  Woods  -  Finance 


4 


Tom  Casey 


Deb  Horvath 


Program  Office 

Program  Lead  -  TBD 

PMO  Support 


Data  Architecture 

BUSINESS  /  TSG 

'Design  Ownership' 


Data  Custodianship 

TSG 
"Utility  Ownership" 


Hierarchy  Mgmt 

& 
Entity  Relationship 


I 


Systems 
Design 
Flows 


Data  Integrity 
&  Security 


Standard  Tools 
i ; : &  Platforms: 


Requirements  &  Guidelines 


Based  on  Business  Data  Architecture 
Requirements  &  Guidelines 


,..£ 
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Data  Management:  Benefits  to  WaMu 
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!  It    Next  Steps  &  Milestones 


|  •    Launch  Information  Management  Governance  -  January  2007 

®    Identify  and  Prioritize  Top  50  Business  Processes  -  February  2007 
®    Identify  Key  Data  Fields  Required  by  Top  Processes  -  Q2-Q3 
«    Establish  Business  Line  Accountability  for  Data  Stewardship  -  Q2-Q3 
«    Continue  Execution  of  Enterprise  Data  Management  Initiatives  -  2007 

•  Select  Vendor  for  Enterprise  Data  Warehouse  -  January  2007 

•  Launch  Next  Phase  Data  Quality  Services  -  May  2007 

•  Data  Warehouse  in  Production  -  June  2007 
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Overview 

Corporate  Compliance  Review  (CCR)  tests  loan  originations  for  Home  Loans  mortgages,  home  equity  loans  and  lines,  and  Commercial  loans.  The  full 
testing  and  reporting  cycle  has  been  completed  for  July  through  September  fundings.  In  addition,  Card  Services  Compliance  identifies  issues  through 
various  detective  controls,  and  Retail  Bank  Compliance  performs  targeted  testing  of  new  high-risk  deposit  accounts.  This  report  highlights  key  issues 
identified  in  the  reviews  that  are  of  concern  to  Compliance  management. 

.      Home  Loans  Mortgages:  Eighteen  of  the  90  compliance  requirements  tested  had  error  rates  above  tolerance  levels  in  September.  These 
errors  span  seven  federal  and  one  state  regulation.  Of  the  18  above-tolerance  issues,  6  affect  only  a  small  proportion  of  customers. 

•  Home  Equity:  Five  of  the  77  compliance  requirements  tested  had  error  rates  above  tolerance  levels  in  September.  These  errors  span  two 
federal  regulations  and  one  state  regulation.  Of  the  five  above-tolerance  issues,  3  affect  only  a  small  proportion  of  customers. 

•  Commercial  Lending:  No  error  rates  were  above  tolerance  in  September  for  the  Commercial  Group. 

.     Card  Services:  The  number  of  unresolved  compliance  issues  at  continues  to  be  low.  In  addition,  their  severity  and  the  number  of  customers 

affected  do  not  warrant  escalated  attention. 
.      Retail  Bank:  Compliance  testing  of  new  high-risk  deposit  accounts  (including  Non-Resident  Aliens  and  Small  Business)  for  adherence  to  the 

USA  PATRIOT  Act  Customer  Identification  Program  did  not  reveal  any  significant  findings  in  the  most  recent  testing  period. 

Some  of  the  above-tolerance  issues  show  favorable  error  rate  trends  or  are  only  marginally  above  tolerances,  and  are  not  considered  by  Compliance 
management  to  warrant  ERMC  attention.  However,  the  three  above-tolerance  issues  summarized  in  this  report  are  sufficiently  material  or  persistent  to 
warrant  ERMC  awareness.  Each  has  had  persistently  high  error  rates  and  involve  regulatory  requirements  that  apply  to  essentially  all  funded  or 
nonfunded  loans  of  the  affected  business  units.  If  not  corrected,  they  could  result  in  regulatory  criticism  or  other  enforcement  action.  Remediation  of 
each  is  in  process,  but  continued  focus  on  execution  is  needed  to  ensure  that  the  fixes  are  effective. 

Process  Change  Note:  Corporate  Compliance  Review  will  be  changing  to  a  quarterly  review  cycle  in  2007,  from  the  current  monthly  cycle,  with 
increased  use  of  risk-targeted  reviews.  This  change  is  being  made  to  increase  the  cost  effectiveness  and  risk  focus  of  the  program. 


Risk  Issue:  Good  Faith  Estimate  (RESPA)  -  Customary  lender,  broker,  escrow, 
and/or  title  fees  not  disclosed  correctly  on  GFE. 

Risk  to  WaMu:  Per  VOCALS,  upfront  accurate  fee  disclosure  is  our  Home  Loans 
customer's  primary  concern.  Inaccurate  disclosure  may  cause  customer 
dissatisfaction,  increased  complaints,  and  reputation  damage.  Also,  there  is  a 
potential  for  regulatory  criticism  if  not  corrected. 

Cause:  Failure  to  follow  established  policies  and  procedures,  coupled  with  a  lack  of 
systemic  controls  to  drive  results. 

Remediation  Status:  Retail  and  Wholesale  processes  as  well  as  automated 
controls  recently  have  been  modified  to  further  reduce  the  error  rates.  That  being 
the  case,  CCR  trend  reports  published  in  early  2007  should  reflect  the  positive 
impact  of  these  system  updates.  Furthermore,  the  long-term  solution  is  being  built 
into  the  new  LOS  for  each  channel. 


Home  Loans  -  Good  Faith  Estimate 


tolerance 


Retail  Prime 


Wholesale  Prime 
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Risk  Issue: 

&FCRA) 


Adverse  Action  Notices  are  incomplete,  inaccurate  or  missing  (ECOA 


Risk  to  WaMu:  There  is  a  potential  for  regulatory  criticism  if  not  corrected.  In 
addition,  inaccurate  notification  to  customers  may  result  in  reputation  damage  and 
an  increase  in  customer  complaints. 

Cause:  Underwriters  not  accurately  completing  this  information  on  the  Notice. 
Error  rates  are  above  tolerance  in  all  Home  Loans  channels. 

Remediation  Status:  Extensive  ECOA  and  FCRA  training  conducted  in  all  LFCs  in 
August  2006.  Underwriting  has  reissued  policies  and  procedures,  implemented  a 
second  review  program,  and  conducts  internal  self-monitoring. 

Note:  Other  adverse  action  notice  requirements  also  have  above-tolerance  error 
rates,  but  affect  much  more  limited  customer  populations  and,  thus,  pose 
substantially  less  risk. 


i 


Risk  Issue:  FACT  Act  -  Notice  to  Home  Loan  Applicant  and  Credit  Score 
Disclosure  missing  or  inaccurate. 

Risk  to  WaMu:  New  regulatory  requirement,  expected  to  be  examined  by  OTS  in 
2007.  Potential  regulatory  criticism  if  not  corrected. 

Cause:  The  Wholesale  vendor  solution  (Dorado)  was  attempted  in  June  2006,  but 
was  unsuccessful.  In  addition,  as  a  separate  issue,  the  vendor  was  not  displaying  or 
capturing  required  ("5th  factor")  information  correctly.  For  LBM,  errors  resulted  from 
inaccurate  system  programming.  A  vendor  solution  for  Retail,  Emerging  Markets 
and  CD  was  implemented  successfully  in  February  2006,  and  error  rates  for  those 
channels  are  now  within  tolerance. 

Remediation  Status:  For  Wholesale,  all  systematic  programming  corrections  were 
implemented  in  October.  For  LBM  in  November,  50%  of  the  system  defects  were 
resolved  and  the  remaining  50%  will  be  resolved  with  a  December  system  fix. 
Additionally,  these  requirements  are  being  built  into  the  LOS  for  each  Channel. 


Home  Loans/Home  Equity  -  Non-Funded 
Adverse  Action  Notices 


@Jul-06 
HAug-06 
□  Sep-06 


tolerance 


Home  Home  Home  Home 

Loans  (1)     Loans  (2)     Loans  (3)     Equity  (3) 

Legend 

(1)  Incomplete  or  inaccurate  bureau  information  (FCRA) 

(2)  Inaccurate  reasons  for  action  taken  (ECOA) 

(3)  Missing  or  inaccurate  notice  (ECOA) 


Home  Loans  -  FACT  Act 


Wholesale  Prime 
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CORPORATE  COMPLIANCE  REVIEW 

SUMMARY  TREND  REPORT 
July  -  September  2006 


PAGE  CONTENTS 

2  Scorecard:  Number  of  Above-Tolerance  Compliance  Issues  by  Division  &  Channel 

3  List  of  Error  Rates  Above  Tolerance,  with  3-Month  Trend 

4  Trend  in  Number  of  Above-Tolerance  Issues:  Funded  Loans 

5  Trend  in  Number  of  Above-Tolerance  Issues:  Non-Funded  Loans 

6  Percentage  of  Loans  Reviewed  with  at  Least  One  Error 


Report  Date:  November  2006 
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m  Wevahm^tm  Mutual 
CORPORATE  COMPLIANCE  REVIEW 


SUMMARY  TREND  REPORT 
SCORECARD 


Number  of  Compliance  Requirements  with  Error  Rates  Above  Tolerance 
Based  on  Three  Month  Overall  Error  Rates 

Division/Channel 

Funded  Review 

Non  Funded  Review 

High 

Medium 

Low 

Total 

High 

Medium 

Low 

Total 

Home  Loans 

2 

8 

1 

11 

1 

1 

0 

8 

Banking  (BLCs) 

6 

2 

5 

13 

0 

8 

0 

8 

Consumer  Direct 

0 

4 

1 

5 

0 

8 

1 

9 

Long  Beach  Mortgage 

5 

1 

7 

0 

6 

0 

6 

Retail  Banking 

6 

2 

9 

0 

8 

0 

8 

Wholesale 

6 

2 

9 

0 

8 

0 

8 

Homo  Equity 

1 

Q 

Z 

0     ■ 

3 

0 

■  3 

CLPC 

1 

1 

3 

0 

3 

0 

3 

FC 

0 

3 

0 

3 

0 

3 

0 

3 

C<-niiwrci,tl 

.'  o 

1 

0 

J 

II 

i| 

N  ai 

■    NA 

CRE 

0 

3 

0 

3 

NA 

NA 

NA 

NA 

MFL 

0 

0 

0 

0 

NA 

NA 

NA 

NA 
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CORPORATE  COMPLIANCE  REVIEW 


Highlighted  items  are  those  discussed  in  the 
Corporate  Compliance  Review  Update  to  ERMC 


SUMMARY  TREND  REPORT 
Errors  Over  Tolerance 


July 

August 

Septcmb 

or 

.  3  Month  Total  : 

.:.:'•  DIVISION. ::.    "REVIEW/TYPE      ::       CATEGORY                                                                  EVENT  DESCRIPTION;      ::..:::::.:;..-    •:.:-.  RATING 

'   ! — 

JLiflja.UUUUUUlt 

Commercial 

Funded 

FLOOD  DISASTER 
PROTECTION  ACT 

Flood  Hazard  Determination  not  obtained  prior  to  funding. 

Medium 

7 

101 

86% 

5 

106 

IIS 

5 

110 

4.6% 

17 

317 

S.4% 

Home  Loans 

Funded 

FAIR  CREDIT 
REPORTING  ACT 

Notice  to  Home  Loan  Applicant  and  Credit  Score  Disclosure  was  missing 
from  the  file  or  inaccurate    (Applies  to  approved,  declined  and  counter- 
offered  loans )  (FACT  Act) 

Medium 

119 

742 

16.0% 

223 

756 

29.5% 

266 

763 

34.9% 

608 

2281 

26.9% 

HIGH 
COST/PREDATORY 

NTB  Test  Insufficient  Information  and/or  Documentation  (Missing  Source 
Documents)  to  determine  whether  benefit  or  no  benefit 

Medium 

14 

73 

- 

3 

72 

flli 

3 

67 

■ 

20 

212 

||| 

HOMEOWNERS 

PROTECTION  ACT 

(HPA) 

No  evidence  of  HPA  disclosure  for  Fixed  Rate  Loan  missing  inaccurate  oi 
incomplete 

Medium 

3 

21 

Hill 

7 

23 

304% 

2 

21 

• 

12 

65 

16.6% 

HPA  Amortization  Schedule  not  in  file  or  referenced  as  being  provided. 
(Fixed  rate  Loans). 

Medium 

2 

20 

lifif 

0 

15 

imi 

1 

19 

• 

3 

54 

REGULATION  X 

The  Submission  checklist  and/or  evidence  of  required  broker/builder 
services  missing  from  file 

Medium 

1 

8 

•U.5fc 

1 

15 

■>  * 

2 

13 

5   it 

4 

36 

11.1* 

IEAD/AATB  not  in  the  file  or  is  inaccurate. 

Medium 

22 

312 

■;.:?;W.'i 

25 

331 

,;''  *  "■ 

31 

309 

mp%. 

78 

852 

■xftiOftfr. 

REGULATION  2 

NORTC  dates  were  missing  or  incorrect 

High 

10 

442 

2.3% 

9 

373 

■■:* 

14 

466 

am 

33 

1281 

tfflk 

STATE  SPECIFIC 

Broker  Pre-App  DisclosureFee  Agreement  not  signed  by  broker  and 
applicants  (or  written  statement  of  no  separate  fee  agmt).  Abo,  broker 
fees  disclosed  on  final  HUD  1  not  equal  or  less  than  disclosed  on  GFE 

High 

3 

12 

-I 

1 

9 

l"% 

1 

13 

. 

5 

34 

r  rv 

Initial  1003  not  signed  by  broker  (NY  Only) 

Medium 

2 

11 

mm, 

0 

9 

"<"■ 

1 

13 

,,:,:.\, 

3 

33 

,..?.,!».. 

USA  PATRIOT  Act 

Customer  Identification  Program  (CIP)  documentation  is  not  in  the  file, 
incomplete,  inaccurate  or  unsigned 

Medium 

49 

821 

60% 

44 

820 

?■** 

53 

822 

utii 

146 

2463 

'    5* 

Non-Funded 

FAIR  CREDIT 
REPORTING  ACT 

Notice  of  Action  Taken  did  not  completely  identify  FCRA  name,  address 
or  phone  number  when  credit  history  was  reason  for  adverse  action 

Medium 

40 

133 

30.1% 

50 

170 

29.4% 

46 

139 

33.1% 

136 

442 

30.8% 

Counteroffer  reason  does  not  properly  identify  reporting  agency  if  reason 

Medium 

20 

64 

111111 

14 

39 

356% 

8 

49 

» 

42 

152 

ilpf 

Notice  of  Action  Taken  did  not  reflect  the  FCRA  box  checked  when 

Medium 

41 

194 

■ 

59 

209 

HJ& 

34 

188 

• 

134 

591 

itn 

REGULATIONS 

NOIA  missing  from  file  or  insufficient 

Medium 

15 

33 

4$£to 

27 

57 

■■trm 

19 

47 

wwm& 

61 

137 

pilSRS 

Counteroffer  disclosure  missing  inaccurate  or  insufficient 

Medium 

56 

107 

mpma 

36 

80 

imam 

15 

82 

mtmsm 

107 

269 

mem& 

Notice  of  Action  Taken  does  not  accurately  /  consistently  state  reasons 

Medium 

78 

305 

25.6% 

95 

313 

30.4% 

77 

402 

19.2% 

250 

1020 

24.5% 

Bank  Creditor  information  not  provided  on  Notice  of  Action  Taken  (Bank, 

Medium 

56 

327 

17  Hi 

38 

339 

ii  a* 

36 

425 

• 

130 

1091 

Notice  of  Action  Taken  missing  from  the  file  or  insufficient 

Medium 

101 

663 

15.2% 

84 

673 

12.5% 

50 

663 

7.5% 

235 

1999 

11.8% 

Home  Equity 

Funded 

FLOOD  DISASTER 
PROTECTION  ACT 

Flood  Hazard  Determination  not  obtained  prior  to  funding. 

Medium 

579 

620 

70  e% 

9 

835 

11% 

1 

618 

lllill 

589 

2273 

af« 

STATE  SPECIFIC 

Evidence  of  Texas  1 2-day  cooling  off  period  not  in  file  or  insufficient 

High 

0 

2 

0.TO. 

0 

1 

mm* 

2 

10 

200% 

2 

13 

JStSitfSf 

Non-Funded 

REGULATION  B 

Counteroffer  disclosure  missing  inaccurate  or  insufficient 

Medium 

12 

18 

mm® 

7 

17 

mm 

7 

19 

mmm 

26 

54 

::;«B**S 

Medium 

2 

7 

swmi 

1 

1 

:iaete% 

0 

0 

mmm 

3 

8 

S37:£*i 

Notice  of  Action  Taken  missing  from  the  file  or  insufficient 

Medium 

33 

272 

121% 

39 

256 

15.2% 

23 

224 

10.3% 

95 

752 

12.6% 
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CORPORATE  COMPLIANCE  REVIEW 


SUMMARY  TREND  REPORT 
FUNDED  TREND  ANALYSIS 
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Funded  Trend  Analysis-  Number  of  Events  Over:  Tolerance    :      :                                                                                      | 

■•;'r:--'-':Nv-:i3y'M'6nth                                                                                                                „™_ 

Division 

llllllKIIll 

August 

lllllllllll^lil^^iillllllllllil: 

IllllilllllSiillllilllll 

Novtmbef 

S?^mi,«!i 

MlfiK 

««"!>». 

Total 

Wo* 

Medium 

Low 

IHil 

rtlgh 

Medium 

k.  - 

nm 

High 

Medium 

lini 

lllli 

High 

Medium 

•    •■ 

Tottl 

Kia" 

I|f|$jigl 

Low 

Total 

Home  Loans 

1 

9 

2 

lllli 

2 

6 

2 

IM; 

2 

9 

1 

• 

111 

ll 

— o — 

n^.n- 

Home  Equity 

0 

1 

0 

lllll 

0 

1 

1 

HIS 

1 

1 

1 

3 

(T1TMB 

k  ®mm  opxps  p®  ^©ouflf; 

life 

Commercial 

0 

1 

0 

! 

0 

0 

0 

Hill 

0 

0 

0 

lllll 

T 

s  10 
& 


July 


Home  Loans 


WM 

SHigh 
D  Medium 
13  Low 

**#IM 

VSHm 

August 
Month 


September 


Home  Equity 

12- 
o 

1  «■ 
s 

o 

£  8 

*  - 
«  4 

> 

Ul 

BHigh 
D  Medium 

E3Low 

i      i 

i'S^SSS 

July                          August                     September 
Month 

12  ■ 

at 

g   10- 

e 

V 

o      8 

i- 

n 

c      4  _ 

s 

111 

2  ^ 

0- 

Commerclal 

SHigh 
O  Medium 

BLow 

1           1 

July                        August 
Month 

September 
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Footnote  Exhibits  -  Page  0158 


SUMMARY  TREND  REPORT 
NON-FUNDED  TREND  ANALYSIS 


I 

CD 

8. 

S 
o 


Non-Funded  Trend  Analysis- Number  of  Events  Over  Tolerance 

By  Month                                                                                                                          ;  -  .  ;-  .  .  •  :  ■  . 

Wvtslon 

llllllllllliiillllllllll 

August 

Septomb^f 

October 

He  ittii^-jf 

December 

HI 

mull 

tow 

T«W 

HIBh 

Nteoluro 

i  .- 

lliSi 

High 

issiilli 

t!~- 

Weh 

■  jKi&iiini;- 

|||il 

'  ■■ 

.|!gi      ,     M*#WI     . 

Urn 

Total 

Hi|| 

HHfll 

umi 

ToBlt 

Home  Loans 

0 

8 

0 

8 

0 

8 

0 

liiit 

0 

8 

0 

mil 

HD 

— a 

Jl 

Home  Equity 

0 

4 

0 

llltl 

0 

4 

0 

A 

0 

2 

0 

Wiiim^im 

!§  ®0J)@(§  [T(pD®W§  §HJ©  ^(9)000  »)y©l®2J 

Home  Loans 

«     8 

e 

o 

1  6 

HHigh 

1     4- 
J3 

c 
a 

111     2  - 

D  Medium 
CD  Low 

0  • 

July 

' ' 

August 

Septembt 

sr 

Month 

July 


Home  Equity 


« 

u     0 
G 

1=      fi- 
at 

HHigh 
D  Medium 

ESLow 
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ill     2  - 
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Month 
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CORPORATE  COMPLIANCE  REVIEW 


SUMMARY  TREND  REPORT 
Percent  of  Loans  with  Findings 


Percentage  of  Loans  with  one  or  more  Compliance  Errors 
Based  on  Three  Month  Pyerall  Results 

Division/  Channel 

Funded  Review 

Non  Funded  Review 

Home  Loans 

er-. 

31% 

Banking  (BLCs) 

77% 

35% 

Consumer  Direct 

42% 

33% 

Long  Beach  Mortgage 

59% 

27% 

Retail 

54% 

31% 

Wholesale 

81% 

36% 

Homo  Equity 

17% 

CLPC 

30% 

15% 

FC 

41% 

20% 

Commercial 

M- 

MA      .     ■ 

CRE 

26% 

NA 

MFL 

7% 

NA 
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Corporate  Credit  Review 

Organizational  Update 

Presented  to 

Board  of  Directors'  Finance  Committee 

of  Washington  Mutual  Bank  and  Washington  Mutual,  Inc. 

December,  2006 
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Corporate  Credit  Review 


s  vvoiviu  p0ie  ancj  Responsibilities 
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Corporate  Credit  Review  is  responsible  for  providing  an  independent  assessment 
S  of  credit  risk  and  credit  quality  for  the  Board  of  Directors  and  Senior  Management 

°  to  ensure  that  lending  and  credit  risk  management  practices  are  consistent  with 

corporate  business  strategies  and  risk  tolerance  objectives.  Activities  include: 

•  Independent  credit  risk  reporting  framework  which  supports  the  enterprise  risk  governance 
structure  and  the  proactive  identification  and  monitoring  of  credit  risk  and  credit  quality 
throughout  the  enterprise 

•  Analysis  of  credit  risk  trends  that  may  adversely  affect  portfolio  performance  and  credit  quality 

•  Independent  review  and  analysis  of  risk  rating  accuracy  and  timeliness,  risk  rating  migration, 
and  risk  rating  methodologies  including  the  evaluation  of  the  Bank's  internal  risk  rating 
processes 

•  Tracking  of  credit  risk  issues  that  exceed  agreed  upon  risk  tolerance  performance 
benchmarks.  This  includes  tracking  and  testing  the  remediation  plans  established  by  the 
business  to  ensure  resolution  of  the  identified  risk. 

•  Evaluation  of  credit  risk  mitigation  and  default  management  activities  including  Special  Assets 
and  problem  loan  management 

•  Review  and  evaluation  of  business  compliance  with  and  effectiveness  of  the  Bank's  internal 
policies,  procedures,  business  strategies  and  risk  tolerance  levels,  applicable  laws  and 

|  regulations 
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Value  Add  Proposition 


Corporate  Credit  Review  fulfills  the  regulatory  requirement  and  mandate  for  an 
independent  internal  asset  review  function  and  is  designed  to  be  leveraged  by  the 
business  line  and  integrated  with  the  various  business  quality  assurance 
processes.  In  addition,  Corporate  Credit  Review  supports  the  Chief  Credit  Officer's 
governance  structure  by  focusing  on  the  proactive  identification  of  emerging  risk 
issues  throughout  the  enterprise  through  the  following  value  add  orientation: 
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Data  and  analytically  driven  approach 
Risk  based  annual  review  plan 

Indepth.  assessment  and  review  of  each  business  line  or  credit  portfolio  focused  on  key  risk 
drivers  unique  to  that  business  line  or  portfolio 

Partnership  and  collaboration  with  the  business  to  create  a  consistent  view  of  credit  risk 

Understands,  anticipates,  and  communicates  industry  trends  in  various  portfolios 

Subject  matter  expertise,  and  knowledge  base  regarding  credit  related  Regulatory 
developments  and  Basel  II 
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Methodology  and  Performance  Metrics 


Consistent  with  the  strategic  plan  and  the  Bank's  efforts  to  expand  credit  exposure,  Corporate  Credit  Review  is 
mandated  in  its  role  to  ensure  there  is  a  risk  based  methodology  and  performance  metrics  driven  approach  to 
monitoring  and  measuring  credit  risk  and  adherence  to  the  bank  risk  strategy.  Activities  are  managed  using  a  risk 
based  annual  review  plan  that  determines  review  intervals  and  priorities.  Corporate  Credit  Reviews  primary 
activities  include: 


Targeted  Reviews:  j  ,   , .     . 

Limited  in  scope  with  a  focus  on  specific  factors  that  may  contribute  to  potentially  higher  risk.  Targeted  reviews  are  conducted  on  an  as  needed  basis 
where  emerging  risk  issues  have  been  identified,  or  to  evaluate  changes  in  credit  related  activit.es,  and/or  portfolio  risk  management  and  oversight 
activities.  (Example:  Long  Beach  EPD/FPD,  and  Commercial  Group  Data  Integrity  and  Quality  Issues). 

Portfolio  Risk  Reviews: 

Focused  on  specialized  credit  risk  management  activities  on  non-homogenous  portfolios.  These  portfolios  are  not  subject  to  the  continuous  testing 
process  but  are  reviewed  periodically  on  a  quarterly,  semi-annual,  or  annual  risk-based  review  cycle  with  review  ratings  assigned  based  on  a 
comprehensive  assessment  of  credit  risk  that  includes  credit  quality,  credit  risk  management,  portfolio  oversight  and  compliance  wth  regulations f  and 
internal  policy    Ratings  are  consistent  across  all  review  types-  Satisfactory,  Satisfactory  with  Qualification,  Requires  Improvement,  and  Unsatisfactory. 
Portfolios  included  in  this  review  type  include: 


Mortgage  Banker  Finance 

National  SBA  Lending 

Community  Lending  and  Investment 

Special  Assets 

Card  Services 

Large  Borrower  s 


Home  Builder  Finance 

Wind  down  portfolios 

Small  Business  Lending 

Appraisal  Valuation  (Consumer  and  Commercial) 

National  Operations  Center  (Royal  Ridge) 

Construction  Lending 


I 


Post-Funding  Testing  Oversight: 

Oversight  of  continuous  transactional  testing  for  all  homogenous  type  portfolios  performed  by  the  Chief  Risk  Officers  testing  teams  who  provide  weekly 
and  monthly  Sack  to  the  business  unit.  The  reviews  Ire  designed  to  provide  immediate  feedback  on  transactional  defects  and  elevate  systemic  nsk 
issues  that  may  materially  impact  liquidity  or  salability  of  portfolio  assets  within  30-days  of  loan  ongmation. 

Home  Loans  Group 

Specialty  Lending 

Retail  Lending  Group 

Multi-Family  Lending 

Commercial  Mortgage  Lending  4 
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Revised  Post-Funding 
Testing  Event  Codes 


Working  with  the  Chief  Risk  Officers,  their  business  unit  risk  teams,  and  legal  this  process  was  repositioned.  The 
process  refinements  implemented  not  only  enhanced  efficiency,  but  developed  and  established  materiality 
thresholds  and  layered  risk  elements.    Risk  events  were  reduced  from  578  events  to  199  events.  The  Chief  Risk 
Officers  were  given  responsibility  for  the  day  to  day  execution  of  the  testing  activities. 


Bvent  Definition* 


Primary  Events 


Secondary  Events 


These  are  the  credit  exceptions  that  are  deemed  to  be  material  and  high  risk  events. 

A  sub-set  of  primary  events  which  are  designed  to  provide  the  business  with  granularity  on  the  key  risk  drivers 
of  primary  events.  If  more  than  one  secondary  event  rolls  up  to  the  same  primary  event  it  is  only  counted  as 
one  primary.  If  the  secondary  events  have  different  severity  levels,  the  higher  level  event  rolls  up  to  the 
primary. ' 


High  Severity 
Level 


Medium  Severity 
Level 


Sriaf  a^ater^                                         errors  that  directly  impact  loan"  performance,  enforceability  and/or 
salability.  This  definition  includes  fraud  and  material  misrepresentation.  Must  be  immediately  addressed  by 
management  with  an  associated  action  plan. 


Collateral  credit  and  documentation  errors  considered  non-critical  in  isolation,  but  have  the  potential  to  cause  a 
material  impact  when  combined  with  other  risk  factors.  These  exceptions  create  the  need  to  review  for 
potential  impacts  to  the  performance  of  the  credit  and/or  salability.  These  errors  are  considered  noteworthy  to 
management  and  when  each  occurs  at  a  rate  over  a  predetermined  materiality  threshold  they  are  deemed  to 
be  material  and  require  management's  attention  and  the  establishment  of  an  action  plarv 


Materiality 
Threshold 


Layered  Risk 


Given  that  even  a  singTe  citing  of  a  High  event  is  considered  material  and  results  in  an  Unsatisfactory  rating  for 
the  loan  under  review,  there  is  no  materiality  threshold  relating  to  High  events.  Effectively,  the  threshold  for 
materiality  is  0%. 

Each  medium  event  is  assigned  a  materiality  threshold  ranging  from  2%  to  5%.  Medium  events  impact  the 
"Satisfactory"  "Satisfactory  with  Qualification",  and/or  "Requires  Improvement"  loan  ratings  if  the  error  rate  on 
that  specific  medium  event  is  over  the  materiality  threshold.  This  is  based  on  the  last  reported  trailing  three 
month  performance  data  relating  to  the  respective  channel. 


There  are  six  medium  severity  primary  events  that  are  identified  as  layered  risk  events.  In  the  event  an 
individual  loan  is  cited  with  any  combination  of  three  or  more  of  these  layered  risk  issues  a  high  severity  event 
is  triggered.  These  will  be  used  for  the  purpose  of  calculating  the  individual  loan  rating. ^^ 
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Revised  Post-Funding 
Testing  Event  Codes 


Each  loan  that  is  reviewed  in  the  post-funding  testing  activity  is  assigned  one  of  four  possible  ratings: 
Satisfactory,  Satisfactory  with  Qualification,  Requires  Improvement,  or  Unsatisfactory.  Performance 
benchmarks  (risk  tolerance  thresholds)  have  been  set  to  track  and  report  origination  performance  in  the 
respective  business  lines. 


Individual  Loan  Rating  Definitions 


sasSSSSSSSSSKS 


Unsatisfactory 


Requires 
Improvement 


Satisfactory  with 
Qualification 


Satisfactory 


A  loan  is  rated  "Unsatisfactory"  when  it  is  cited  with  one  or  more  High  events. 


A  loan  is  rated  "Requires  Improvement"  when  it  is  cited  with  two  or  more  Medium  events  that  are  over  the 
stated  materiality  threshold,  but  no  High  events. 


A  loan  is  rated  "Satisfactory  with  Qualification"  when  it  is  cited  with  one  Medium  event  that  is  over  the  stated 
materiality  threshold,  but  no  High  events. 


A  loan  is  rated  "Satisfactory"  when  it  is  not  cited  with  any  High  event  or  any  Medium  event  that  is  over  the 
stated  materiality  threshold. 
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o  •     Corporate  Credit  Review  is  an  integral  part  of  the  Bank's  enterprise  risk  governance 

structure  with  a  focus  on  the  independent  assessment  and  proactive  identification  of 
credit  risk  issues  throughout  the  enterprise. 

•  Elevation  of  issues  to  Executive  Management  and  the  Board  are  focused  on  those 
high  and  medium  risk  issues  that  may  impact  one  of  the  following: 

-  Liquidity  and  Salability  of  portfolio  assets 

-  Regulatory  risk 

-  Credit  practices  when  inconsistent  with  established  corporate  business  strategies 
and  credit  risk  tolerance  objectives 

•  Corporate  Credit  Review  is  a  uniquely  qualified  group  of  professionals  with  a  broad 
spectrum  of  financial  services  product  knowledge,  experience,  and  professional 
certifications  including:  Professional  Risk  Managers,  Certified  Risk  Professionals,  and 
OCC,  OTS,  FDIC  and  Federal  Reserve  Bank  experience. 
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MEMORANDUM 


DATE:        December  8,  2006 

TO:  Board  of  Directors'  Finance  Committee  of  Washington  Mutual  Bank 

and  Washington  Mutual,  Inc. 

FROM:        Hugh  Boyle,  Chief  Credit  Officer 

Cynthia  Abercrombie,  Senior  Credit  Risk  Officer 

RE:  Organizational  Update 

In  June  2006,  Corporate  Risk  Oversight  &  Compliance  became  separate  Organizations 
reporting  to  two  separate  Senior  Executives,  Hugh  Boyle,  Chief  Credit  Officer  and 
Richard  Lewis,  Chief  Compliance  Officer,  respectively.    Both  Senior  Executives  report 
to  the  Chief  Enterprise  Risk  Officer. 

Alignment  of  the  newly  created  Corporate  Credit  Review  function  under  the  Chief  Credit 
Officer  preserves  the  independent  credit  risk  focus  of  the  group  on  a  firm  wide  basis. 

Corporate  Credit  Review  (CCR)  has  responsibility  for  providing  an  independent 
assessment  of  credit  risk  and  credit  quality  for  the  Board  of  Directors  and  Senior 
Management  to  ensure  that  lending  and  credit  risk  management  practices  are 
consistent  with  corporate  business  strategies  and  risk  tolerance  objectives.  Corporate 
Credit  Review  is  an  integral  part  of  the  Bank's  enterprise  risk  governance  structure  with 
a  focus  on  the  independent  assessment  and  proactive  identification  of  credit  risk  issues 
throughout  the  enterprise.  In  addition,  Corporate  Credit  Review  fulfills  the  regulatory 
requirement  for  an  independent  internal  asset  review  function. 

To  ensure  greater  effectiveness,  the  day  to  day  execution  of  credit  risk  management 
and  asset  quality  is  delegated  to  the  Chief  Risk  Officers.  Chief  Risk  Officers  received  a 
turn-key  operation  including  skilled  resources,  a  centralized  post-funding  testing  group 
within  their  Division,  and  a  quality  control  process. 

Transition  of  Activities  to  Chief  Risk  Officers 

•     Completed  Phase  I  and  Phase  II  transition  of  Post  funding  testing  and  risk  rating 
activities  to  the  Chief  Risk  Officers. 

o    Developed  an  open  communication  protocol  with  each  Chief  Risk  Officer 
(CRO)  group; 

o    Transitioned  the  Post  Funding  Review  Process  (and  seasoned  loan 
review  in  the  Commercial  portfolio)  to  the  Chief  Risk  Officer  organization: 

°     Established  minimum  testing  criteria 

°     Revised  the  event  codes  incorporating  a  Primary  and  Secondary 
structure  as  well  as  a  multi-layered  component 
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°     Established  Materiality  Thresholds  that  more  appropriately  define 
the  risk  of  the  event 

°     Developed  definitions  for  Loan  Level  Ratings 

°     Defined  the  Performance  Benchmarks  for  the  Loan  Level  Ratings 

°     Provided  training  in  three  phases  that  included  web  cast 
presentations,  job  aids  and  detailed  instructions 

o    Transitioned  the  Change  Request  Summary  "CRS"  Approval  Process  to 
the  Chief  Risk  Officer  organization; 

o    Transitioned  ownership  of  Commercial  risk  rating  development  to  the 
Chief  Risk  Officer  organization,  with  Corporate  Credit  Review  maintaining 
oversight; 

o    Transitioned  ownership  of  the  Mortgage  Banker  Finance  risk  rating 
development  to  the  Home  Loans  Chief  Risk  Officer  organization,  with 
Corporate  Credit  Review  maintaining  oversight. 

Roles  and  Responsibilities 

At  the  direction  of  the  Chief  Enterprise  Risk  Officer  and  the  Chief  Credit  Officer, 
Corporate  Credit  Review  is  responsible  for  providing  management  and  the  Board  of 
Directors  with  an  independent,  objective,  accurate,  and  timely  assessment  of  credit  risk 
and  credit  quality.  This  includes: 

.     Independent  credit  risk  reporting  framework  which  supports  the  enterprise  risk 

governance  structure  and  the  proactive  identification  and  monitoring  of  credit  risk 

and  credit  quality  throughout  the  enterprise. 
.    Analysis  of  credit  risk  trends  that  may  adversely  affect  portfolio  performance  and 

credit  quality; 
.     Conducting  early  warning  activities  to  identify  and  assess  potential  emerging 

credit  risk  exposures  in  the  Bank's  portfolios; 

.    Analysis  and  oversight  of  post-funding  testing  results; 
•     Evaluation  of  credit  quality  and  underlying  trends; 

.     Evaluation  of  risk  mitigation  and  default  management  activities  including  Special 
Assets  and  problem  loan  management; 

.     Independent  review  and  analysis  of  risk  rating  accuracy  and  timeliness,  risk 
rating  migration,  and  risk  rating  methodologies  including  evaluation  of  the  Bank's 
internal  risk  rating  process; 

.     Development  of  an  annual  Corporate  Credit  Review  plan,  principal  activities  and 
report  timeframes  to  focus  on  the  evaluation  and  assessment  of  the  critical  risk 
elements  of  the  Bank's  credit  related  activities  and  emerging  credit  risk  issues. 
This  includes  assessment  of  compliance  with  and  effectiveness  of  the  Bank's 
credit  risk  management  and  portfolio  oversight  processes,  internal  policies, 
procedures,  laws  and  regulations; 
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•  Quarterly,  semi-annual,  or  annual  credit  risk  reviews  and  credit  related  processes 
that  are  not  included  in  post-funding  testing  activities  (MBF,  HBF,  CL&I,  Special 
Assets,  Appraisal,  Large  Borrower  Relationships,  and  Card  Services,  etc.); 

.     Development  and  measurement  of  key  risk  performance  indicators  and  a  risk 
reporting  framework  to  support  governance  and  monitoring. 

•  Development  and  maintenance  of  an  appropriate  organizational  structure 
including  staffing  levels; 

.     Providing  the  Finance  Committee  of  the  Washington  Mutual  Bank  Board  of 
Directors  and  Senior  Management  with  objective,  accurate,  and  timely 
information  regarding  the  Company's  adherence  to  its  credit  strategies  and  risk 
tolerance  objectives; 

.     Ensuring  the  qualifications  and  training  of  personnel  are  commensurate  with  the 
requirements  necessary  to  perform  CCR  activities. 

Credit  Review  Value  Add  Proposition 

Corporate  Credit  Review  supports  the  Chief  Credit  Officer's  governance  structure  by 
focusing  on  the  proactive  identification  of  emerging  credit  risk  issues  throughout  the 
enterprise,  utilizing  robust  metrics  and  meaningful  analytics  to  identify  and  assist  the 
business  in  mitigating  portfolio  credit  risk  for  the  organization.  Credit  risk  exposure  is 
determined  relative  to  the  business  line  or  credit  portfolio  being  reviewed,  in  addition  to 
the  entire  corporation. 

This  oversight  function  is  carried  out  through  review  and  oversight  of  the  post-funding 
testing  activities  performed  by  the  Chief  Risk  Officers,  the  completion  of  targeted 
reviews  of  emerging  credit  risk  issues,  reviews  of  various  credit  support  functions,  and 
quarterly,  semi-annual,  or  annual  portfolio  risk  reviews. 

The  Corporate  Credit  Review  Value  Add  Orientation: 

•  Is  based  upon  a  data  and  analytically  driven  approach 

•  Utilizes  a  risk  based  annual  review  plan 

•  Indepth  assessment  and  review  of  each  business  line  or  credit  portfolio  focused 
on  key  risk  drivers  unique  to  that  business  line  or  credit  portfolio 

•  Provides  a  partnership  and  collaboration  with  the  business  to  create  a  consistent 
view  of  credit  risk 

•  Is  focused  on  fulfilling  the  Regulatory  requirement  for  an  independent  internal 
asset  review  function 

•  Is  designed  to  be  leveraged  by  the  business  line  and  integrated  with  the  various 
business  quality  assurance  processes 

•  Corporate  Credit  Review  understands,  anticipates,  and  communicates  industry 
trends  in  various  portfolios 

•  Provides  subject  matter  expertise,  and  stays  abreast  of  credit  related  Regulatory 
developments  and  Basel  II. 
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Corporate  Credit  Review  professionals  have  worked  across  a  broad  spectrum  of 
Financial  Services  products.  Our  team  members  have  performed  numerous 
Credit  reviews  across  virtually  every  asset  class  (prime  and  sub  prime)  including: 

o    Small  Business 


Commercial  Real  Estate 

Credit  Cards 

Construction  Lending 

Asset  Based  Lending 

Appraisal  (Consumer  and  Commercial) 

Loans  and  Lines 

Mortgage  (Prime  and  Sub  prime) 

Auto 

Timeshare 


Syndications/Participations 
Agriculture  Loans 
Troubled  Asset  Disposition 
Commercial  &  Industrial 
Leasing 

Student  Lending 
Home  Equity 


Professional  Certifications 

We  encourage  our  Credit  Risk  professionals  to  attain  specialized  certifications  as  a  way 
to  enhance  our  skills  and  demonstrate  our  commitment  to  providing  clients  with  the 
highest  level  of  service  and  collaboration.  Our  diverse  team  has  the  following 
professional  certifications: 


Commissioned  Bank  Examiner  (OCC, 
OTS) 

Professional  Risk  Manager 

Certified  Risk  Professional 

Credit  Business  Analyst 

Certified  Fraud  Examiner 


Project  Management 
Professional 

Certified  Public  Accountant 

Six  Sigma  Experience 

Chartered  Robert  Morris 
Associate 


In  addition  to  these  certifications,  a  number  of  the  team  members  hold  advanced 
degrees  (MA,  MS,  PhD,  and  MBA)  in  specialized  disciplines.  The  breadth  and  depth  of 
the  Credit  Risk  team's  experience  and  professional  certifications,  ensures  that  there  is  a 
robust  corporate  level  credit  review  of  the  business. 
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Methodology  and  Performance  Metrics 

Consistent  with  the  strategic  plan  and  the  Bank's  efforts  to  expand  credit  exposure, 
Corporate  Credit  Review  is  mandated  in  its  role  to  ensure  there  is  a  risk  based 
methodology  and  performance  metrics  driven  approach  to  monitoring  and  measuring 
credit  risk  and  adherence  to  the  bank  risk  strategy.  Corporate  Credit  Review  activities 
are  managed  using  a  risk  based  approach  determining  review  intervals  or  priorities. 
The  review  schedule  is  set  forth  in  the  Annual  CCR  Review  Plan.  The  Plan  is  reviewed 
and  approved  by  the  Chief  Credit  Officer  and  the  Chief  Enterprise  Risk  Officer.  CCR 
evaluates  the  risk  profile  of  each  credit  portfolio  on  a  quarterly  basis  to  determine  any 
material  shifts  in  credit  risk  strategy  and  identify  any  emerging  risk  issues  which  would 
create  the  need  to  reprioritize  or  change  the  annual  Plan.  The  risk  assessment  is 
based  on  a  combination  of  indicators,  including,  but  not  limited  to  the  following: 

•  A  comparison  of  Front  End  Guidance/Quarterly  Credit  Risk  Review  objectives  to 
actual  results 

•  Portfolio  performance/risk  rating  migration  trends 

•  Credit  attribute  root  cause  analysis  (post-funding  testing  results) 

•  Economic  and/or  product  type  impact  on  the  risk  profile  of  the  portfolios 

•  Changes  within  the  loan  servicing  organization  or  significant  changes  to  investor 
requirements 

CCR  delivers  on  this  mandate  and  the  Annual  Review  Plan  through  the  use  of  three 
primary  review  activities: 

•  Targeted  Reviews:    A  Targeted  Review  is  limited  in  scope  with  a  focus  on 
specific  factors  that  may  contribute  to  potentially  higher  risk.  Targeted  Reviews 
are  conducted  on  an  as  needed  basis  where  emerging  risk  issues  have  been 
identified.  A  targeted  review  focuses  on  specific  higher  risk  portfolios,  specific 
segments  of  portfolios,  or  specific  processes.  Targeted  reviews  may  also  be 
considered  for  areas/departments  involved  in  credit  related  activities,  and/or 
portfolio  oversight,  that  are  not  directly  responsible  for  managing  assigned  credit 
portfolios. 

•  Portfolio  Risk  Reviews:  CCR  provides  quarterly,  semi-annual,  or  annual 
portfolio  risk  reviews  to  the  Chief  Risk  Officers  outlining  identified  key  risk  areas. 
The  CRO's  have  the  opportunity  to  provide  feedback  on  the  review.  The  final 
report,  with  Business  Unit  and  CRO  response,  is  issued  to  the  Head  of  the 
Business,  the  Chief  Enterprise  Risk  Officer,  the  Chief  Credit  Officer,  Internal 
Audit,  and  other  Business  Unit  management  as  appropriate.  The  Chief  Credit 
Officer,  Credit  Risk  Management  and  the  Chief  Enterprise  Risk  Officer  are 
briefed  on  any  significant  risk  issues  by  CCR  Senior  Managers. 

Both  Targeted  Reviews  and  Portfolio  Risk  Reviews  are  developed  utilizing  a 
documented  Review  Plan  which  includes;  a  specific  scope  and  focus,  risk  based 
sampling  methodology,  assessment  of  risk  rating  accuracy  and  timeliness,  policies 
and  procedures  adherence,  credit  quality,  credit  risk  management  assessment,  and 
Regulatory  adherence.  Review  ratings  are  assigned  by  CCR  based  on  a 
comprehensive  assessment  of  credit  risk  that  includes  analysis  of  pertinent  data 
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from  both  internal  and  external  sources.  Ratings  are  consistent  across  all  review 
types:  Satisfactory,  Satisfactory  with  Qualification,  Requires  Improvement,  and 
Unsatisfactory. 

•  Post-Funding  Testing  Oversight:  Homogenous  and  non-homogeneous 
(MFL/CML)  loan  portfolios  are  subject  to  post-funding  testing  performed  by  the 
Chief  Risk  Officer  of  each  line  of  business. 

CCR  conducts  an  independent  assessment  of  the  post-funding  transactional  loan 
testing  completed  by  the  Chief  Risk  Officer  teams  to  ensure  the  integrity  of  the 
testing  system  and  methodology,  and  appropriate  reporting  of  risk  errors  and 
events.  The  following  business  Units  are  part  of  this  oversight  activity:  Home 
Loans,  Retail  Bank,  and  Commercial  (multifamily  lending  and  commercial  real 
estate).  Each  Channel  has  a  separate  sampling  methodology  focusing  on  a 
number  of  risk  events,  categorized  by  the  following:  credit  evaluation, 
operational  evaluation/process,  and  collateral. 

Utilizing  this  approach,  emerging  risk  issues  surface  quickly,  providing  the 
organization  with  meaningful  and  timely  information  through  weekly  loan  level 
detail  and  monthly  trending  reports.  This  information  and  reporting  assists  the 
Chief  Risk  Officers  and  business  units  in  developing  remediation  plans  with 
assigned  responsibility  and  target  dates  for  completion. 

Working  closely  with  the  various  Chief  Risk  Officers  we  reassessed  the  post-funding 
testing  events,  eliminated  the  confusion  caused  by  the  previous  low  risk  events,  and 
created  materiality  thresholds  and  layered  risk  elements  in  the  process.    The  new 
process  elevates  those  high  and  medium  risk  issues  that  can  materially  impact  liquidity 
and  salability  of  portfolio  assets.  Performance  metrics  have  been  agreed  to  by  each 
business  unit's  Chief  Risk  Officer  and  integrated  into  business  management  of  these 
products. 

Revised  Post-Funding  Testing  Event  Codes 

The  process  refinement  efforts  in  this  area  have  been  exhaustive  taking  four  months  to 
complete  and  implement.  Working  with  the  Chief  Risk  Officers: 

•  The  previous  event  coding  was  reduced  from  578  events  to  1 99  events,  42  of 
which  are  defined  as  primary  events. 

•  Post  funding  testing  event  codes  were  revised  incorporating  a  Primary  and 
Secondary  event  structure  as  well  as  a  Layered  risk  component. 

•  Each  loan  that  is  reviewed  is  assigned  one  of  four  possible  ratings  (Satisfactory, 
Satisfactory  with  Qualification,  Requires  Improvement  or  Unsatisfactory);  and 
performance  benchmarks  (risk  tolerance  thresholds)  have  been  set  to  track  and 
report  origination  performance  in  the  respective  business  lines. 
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Event  Definitions 


Primary  Events 


Secondary  Events 


These  are  the  credit  exceptions  that  are  deemed  to  be  material 
and  high  risk  events. 


A  sub-set  of  primary  events  which  are  designed  to  provide  the 
business  with  granularity  on  the  key  risk  drivers  of  primary 
events.  If  more  than  one  secondary  event  rolls  up  to  the  same 
primary  event  it  is  only  counted  as  one  primary.  If  the  secondary 
events  have  different  severity  levels,  the  higher  level  event  rolls 
up  to  the  primary. 


Severity Level Definitions 


High  Severity 
Level 


Medium  Severity 
Level 


Material  collateral,  credit,  and  documentation  errors  that  directly 
impact  loan  performance,  enforceability,  and/or  salability.  This 
definition  includes  fraud  and  material  misrepresentation.  Must  be 
immediately  addressed  by  management  with  an  associated 
action  plan. 


Collateral,  credit  and  documentation  errors  considered  non- 
critical  in  isolation,  but  have  the  potential  to  cause  a  material 
impact  when  combined  with  other  risk  factors.  These  exceptions 
create  the  need  to  review  for  potential  impacts  to  the 
performance  of  the  credit  and/or  salability.  These  errors  are 
considered  noteworthy  to  management  and  when  each  occurs  at 
a  rate  over  a  predetermined  materiality  threshold  they  are 
deemed  to  be  material  and  require  management's  attention  and 
the  establishment  of  an  action  plan. 


Materiality and  Layered Risk 


Materiality 
Threshold 


Layered  Risk 


Given  that  even  a  single  citing  of  a  High  event  is  considered 
material  and  results  in  an  Unsatisfactory  rating  for  the  loan  under 
review,  there  is  no  materiality  threshold  relating  to  High  events. 
Effectively,  the  threshold  for  materiality  is  0%. 

Each  medium  event  is  assigned  a  materiality  threshold  ranging 
from  2%  to  5%.  Medium  events  impact  the  "Satisfactory", 
"Satisfactory  with  Qualification",  and/or  "Requires  Improvement" 
loan  ratings  if  the  error  rate  on  that  specific  medium  event  is  over 
the  materiality  threshold.  This  is  based  on  the  last  reported 
trailing  three  month  performance  data  relating  to  the  respective 
channel. 


There  are  six  medium  severity  primary  events  that  are  identified 
as  layered  risk  events.  In  the  event  an  individual  loan  is  cited 
with  any  combination  of  three  or  more  of  these  layered  risk  issues 
a  high  severity  event  is  triggered.  These  will  be  used  for  the 
purpose  of  calculating  the  individual  loan  rating. 
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individual  Loan  Rating  Definitions 

Unsatisfactory 

A  loan  is  rated  "Unsatisfactory"  when  it  is  cited  with  one  or  more 
High  events. 

Requires 
Improvement 

A  loan  is  rated  "Requires  Improvement"  when  it  is  cited  with  two 
or  more  Medium  events  that  are  over  the  stated  materiality 
threshold,  but  no  High  events. 

Satisfactory  with 
Qualification 

A  loan  is  rated  "Satisfactory  with  Qualification"  when  it  is  cited 
with  one  Medium  event  that  is  over  the  stated  materiality 
threshold,  but  no  High  events. 

Satisfactory 

A  loan  is  rated  "Satisfactory"  when  it  is  not  cited  with  any  High 
event  or  any  Medium  event  that  is  over  the  stated  materiality 
threshold. 
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Debt  Capacity  Error  Event  Coding 

The  following  is  an  example  of  the  Debt  Capacity  Error  primary  and  secondary  event 
coding.  In  this  example  the  Primary  Event  is  shaded.  All  of  the  Secondary  Events 
which  provide  further  granularity  on  the  issue  are  also  provided.  Let's  focus  on 
Secondary  event  code  #1013905  and  see  how  the  citing  of  that  event  makes  it  through 
the  system  and  gets  reported  to  the  business. 

•    When  reviewing  a  file,  the  Analyst  refers  to  the  Desk  Aid  to  view  the  Test  Criteria 
and  applies  the  test  criteria  to  the  loan.  If  the  Analyst  discovers  a  finding  they 
apply  the  applicable  Event  Code  to  the  finding. 
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There  was  an  error  In  the  calculation  of  Incoms,  but  did 
not  resuJ  in  a  final  debt  ratio  that  exceeded  guidelines 


Recalculate  income  from  paystubs,  W2"s,  VOE,  bank  statements  or  tax  returns 
and  compare  to  underwrSer's  calculattonfepprovaS  for  accuracy.  Review  par 
tolerance  of  Channel  being  reviewed. 


There  was  an  error  in  the  catciiation  of  income  that 
resulted  h  a  debt  ratio  that  exceeds  guidelines 


Income  was  used  to  guaSf  y  that  did  not  meet 
guidelines,  and  if  removed  would  not  result  in  a  debt 
ratio  that  exceeds  guidelines 


Income  needed  to  qualify  did  not  meet  guidelines  and  if 
•"""""""""V  removed  results  in  a  debt  ratio  that  exceeds  guideSnes 


1013914 


Liablities  shown  on  the  application  or  elsewhere  In  the 
file  were  not  al  used  in  the  submission  to  AUS 


There  was  insufficient  documentation  for  the  exclusion 
of  debts 


Secondary  1013915 


Secondary  1013919 


Secondary]  1013920 


An  error  in  the  debt  calculation  was  identified  and 
when  calculated  correctly  the  debt  to  hcome  exceeds 
bant  maximum 


An  error  in  the  debt  calculation  was  identified  and 
when  calculated  correctly  the  debt  to  income  does  not 
exceed  bank  maximum 


Recalculate  income  from  paystubs,  W2X  VOE,  bank  statements  or  tax  returns 
and  compare  to  underwriter'3  cetaiatkm/approval  for  accuracy.  MOTE  If  does 
not  exceed  guidelines  cfe  1 01 3902. 


Review  income  source  documents  for  adherence  to  program  parameters  andfer 
guidelines.  Confirm  bonus  or  OT  had  sufficient  history  confirmed  to  use.  Confirm 
commission,  self-employed,  or  2nd  Job  time  Is  sufficlert  to  use  Income.  BOTE:  If 
Income  is  removed,  and  recalculated  debt  ratio  exceeds  guideSnes  cite  101 3305. 


Review  income  source  documents  for  adherence  to  program  parameters  and/or 
guidelines.  Confirm  bonus  or  OT  had  sufficient  history  confirmed  to  use.  Confirm 
commission,  self-employed,  or  2nd  job  time  is  sufficient  to  use  income.  If  income  is 
removed,  determine  if  debt  ratio  exceeds  guideEnes. 


Compare  liabilities  on  the  application,  credit  report  and  tor  bank  statements  to  the 
AUS  findings.  NjA  for  LBMC 


Compare  documentation,  approval  conditions  for  clarification  and  documentation 
on  removal  of  debts  from  final  debt  to  income  ratio  (ie:  If  another  party  pays  the 
debt  but  I  is  not  property  documented  OR  student  ban  deferment  not  property 
documented).  HOTE  If  debts  required  to  be  paid  off  at  closing,  but  not 
documented,  cte  3071 900 .  


Review  and  compare  credit  report  end  application  for  inconsistencies  and/or. 
inaccuracies  and  calculate  debt  to  Income  ratio,  ate  this  event  If  the  tolerances 
are  exceeded  


Review  and  compare  credit  report  and  application  for  ^consistencies  andtor 
inaccuracies  end  calculate  debt  to  income  ratio.  Cite  this  event  if  the  tolerances 
were  not  exceeded 


Figure  1:  Debt  Capacity  Error,  Primary  and  Secondary  Event  Codes 

The  Analyst  enters  the  applicable  Event  Code  into  the  Database. 

Once  entered,  the  Event  Code  becomes  eligible  for  the  Weekly  Report,  which  is 
pulled  from  the  database. 

The  Event  Codes  are  reported  to  the  business  via  the  Weekly  Report.  See 
Circle  A  (figure  2,  next  page). 
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Footnote  Exhibits  -  Page  0177 
Corporate  Credit  Review  Quarterly  Update 
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,  \  *##»»**                                    gpEQJ^LTY  LFC  WEEKLY  FINDINGS  REPORT 

ij  REPORT  DBTFaBUTION  DATE  HMOS                         I  LFC  RESPONSE  DATE  TltOfltt           I 

j  ;  REPORT  DATE  07-0  J-M 

«  IRaATIOMSHSP  MANAGER:  David  Viesbfoct 

IFHRFSPflHSF 

■;  t  iiHiSH  ma  Msmai  warns 
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SAUL 
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CREDIT 
EVALUATIO 

DEBT 

Documentation 
Found  h  the  Hie  did 

not  support  stated 
income  and  Risk 
MSgationotLoss 
Detection 

Misrepresentation  oi  the 
borrower's  stated  income  vas 
confirmed  bj  the  Risk  Mitigation 
Department.! 
1 

The  application  states  borrower  has 
been  self-emploged  tot  three  pars, 
two  months,  however  the  LBMC 
cteoJt  report  reflects  emptojment 
infotmation  with  Affina  reported 
02J06(occupation  unknown)  and 
Brake  Parts  Inc.  since  1991  reported 
as  recent  as  OWS.  Both  of  these 
jobs  are  reported  during  the  same 

LFC  CONCURS  WITH 
FINDINGS. 
UNCORRECTABLE 
ERROR.  FINDINGS 
VEREREVEVED 
WITH  THE 
EMPLOYEE  VHO 
SIGNED  OFF  ON  THE 
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PROCESS  THAT 
SHOULD  HAVE  BEEN 
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193000 
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ceded  of  time  the  borrower  has 
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.            / 

LFC  CONCURS  VTmT 
FINDINGS. 

r 
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\ 
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I 

Using  the  income  verified  onf 

CONDITION,  SLC, 

| 

Income  needed  to 

Transcripts  Irom  IRS  and  the|*ated 

AND  THE  AUDIT 

/ 

qualify  did  not  meet 

room  rent  to  be  received  the  \ 
income  would  change  from      V 
♦5.5S4.00  per  month  down  to     \ 

PROCESS  THAT 

/ 

A 

guidelines  and  if 

SHOULD  HAVE  BEEN 

/ 

CREDIT 

\ 

removed  results  In  a 

FOLLOWED. 

/ 

Mediu 

EVALUATIO 

DEBT       , 

f       '^ 

debt  ratio  that 

$4,013.95  causing  the  ratios  to 

\ 

EMPLOYEE  WAS 

/ 

-     . 
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N 
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«7fi3l2006 

v.„y 

*'^'~~m~,*/*"~' 

Figure  2:  Detail  Weekly  Report 

Business  Concurs  or  does  not  Concur  with  finding  and  sends  Responses.  See 
Circle  B  in  (figure  2,  above). 

If  the  business  does  not  concur  with  the  Event  Code  decision,  an  arbitration 
process  begins  with  the  business  providing  a  basis  for  their  non  concurrence. 

The  Arbitration  Process  ends  in  one  of  two  outcomes.  Business  unit  provides 
documentation  supporting  non-concurrence  which  would  remove  the  event  from 
any  future  reporting;  or,  the  documentation  is  not  sufficient  and  the  event  is 
included  in  the  reporting. 

The  Monthly  Report  is  sent  to  the  CRO  and  the  business  unit  officers. 


Washington  Mutual,  Inc  -  Confidential 
10 


Confidential  Treatment  Requested  by  PMC 


JPM  WM02657052 


~    J..  „     .Footnote  Exhibits  -  Page  0178 
Corporate  Credit  Review  Quarterly  Update 

December  2006 


Post  Funding  Performance  Benchmarks 

The  following  is  an  example  of  the  post  funding  performance  benchmark  scorecard  from 
the  Home  Loans  Credit  Review  Trending  Report.  Performance  metrics  have  been 
agreed  to  by  each  business  unit  Chief  Risk  officer  and  integrated  into  business 
management  of  these  products. 

Home  Loans 


tm  Varna 


HOME  LOAMS  CftEDTT  REVIEW 


BOMEIQAHS 


I  '!'   '  'I. II 


Jul-oit  JnM»8x 


IDAH  REVIEW  RATING! 


SCORECARD 


Benchmark  Trending 


SOX 
50X 


^Jfr"** 


•■©•• 


/>... 


AfX-OSX 


M*H*K 


•  •^.UnsatWiclori  ■■',>-PtrimkTytoi»mta    ■■;;■■  Bttalacloq  »ith  Qmlifcalon    ■■*» SMJrfjaocy  | 


AU9-0SK 


Home  Loans  Benchmark  Trending  is  inclusive  of  post-funding  performance  of 
loans  originated  through  the  Retail  Home  Loans,  Wholesale,  Consumer  Direct, 
and  Long  Beach  Mortgage  origination  channels. 

Unsatisfactory  loan  ratings  coming  out  of  the  prime  channels  (subprime  issues 
are  addressed  in  the  Appendix)  are  being  driven  largely  by  documentation  issues 
that  have  an  adverse  impact  on  the  security  instruments  and  appraisal  issues 
that  could  impact  values.  Examples  would  include:  Security  instrument  (Notes, 
Deeds  of  Trust)  that  are  inaccurate  or  missing;  and  or,  appraisal  discrepancies 
relating  to  a  property  type  that  may  not  be  acceptable  to  the  Bank,  or  comparable 
sales  that  are  not  within  the  same  market  or  inappropriate  to  support  the 
underlying  collateral  in  a  transaction   These  findings  have  been  used  as  a  basis 
for  providing  training  and  counseling  to  the  accountable  staff. 

The  Requires  Improvement  and  Satisfactory  with  Qualification  loan  ratings  in  the 
prime  channels  are  being  driven  largely  from  errors  impacting  the  evaluation  of 
the  credit  and  the  ultimate  loan  decision  as  well  as  errors  relating  to  the  accuracy 
of  information  stated  on  the  applications.  Examples  would  include:  the  lack  of 
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Frfiffe 


Page  0179 


proper  verification  of  income,  employment,  and/or  other  borrower  assets  that 
would  provide  additional  strength  to  support  the  credit  decision.  A  remediation 
plan  is  being  developed. 
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Risk  Rating  Administration 

Corporate  Credit  Review  provides  Basel  II  support  through  our  Risk  Rating 
Administration  group.  As  WaMu's  riskr  ating  systems  evolve,  the  group  will  be 
responsible  for  ensuring  that  the  developed  Basel  II  risk  rating  systems  are  performing 
as  intended  and  that  risk  ratings  are  timely  and  accurate.  These  activities  include: 

•  To  meet  Basel  II  requirements,  CCR  is  aligned  to  provide  independent  oversight 
due  to  its  own  independence  from  all  in-house  designers  and  developers  (system 
and  model  designers)  and  raters  (ratings  and  parameter  assigners  in  the  risk 
rating  process). 

•  This  effort  will  include  a  comprehensive,  coordinated,  and  independent  review 
process  to  ensure  that  ratings  are  accurate  and  that  the  rating  system  is 
performing  as  intended. 

•  In  large  part  this  oversight  will  entail  checking  and  confirming  the  work  of  others 
and  ensuring  that  the  rating  system's  components  work  well  together. 


Management  Activities 

Other  activities  in  which  Corporate  Credit  Review  participates  include: 

•  Credit  Risk  Management  Committee 

•  Senior  Loan  Committee 

•  Front  End  Guidance  Meetings 

•  Quarterly  Credit  Risk  Review  Meetings 

•  Problem  Loan  Reporting 

•  Other  management  activities  as  requested 
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Appendix:  Annual  Review  Plan 


l^gp||^l||g|||i|i|lil|l 

Frequency 

v^Si-v  5r*<-*Hjie-      , 
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mm 

SI  i  'm  i  w  i  II  s  i§1  ■««>•>  i  *•(  i  iil  (itltiil  H I M  \ 

C-wy-wcsUf                        '                                                                                                                           •                                                                ,  ,    , 

Commercial  Real  Estate  Lending 

Semi-Annual 

• 

• 

• 

• 

• 

Commercial  Mortgage  Lending 

Quarterly 

• 

• 

• 

• 

MultifamDy  Lending 

Quarterly 

• 

• 

• 

• 

• 

CL&I  Investments/Loans 

Quarterly 

• 

• 

• 

• 

• 

• 

Large  Borrower 

Quarterly 

• 

• 

• 

• 

• 

Wholesale 

Semi-Annual 

• 

• 

Portfolio  Management  (NOC) 

Annually 

• 

Special  Assets 

Annually 

• 

Real  Estate  Collateral  Valuation 

Annually 

• 

National  SBA  Lending 

Annually 

• 

Wind-Down  Portfolios 

Annually 

• 

SJBJSSBe^Sw- '         •    ■                                       '                              ■  -MUMifwma'mrnmm 

Mortgage  Banker  Finance 

Quarterly 

• 

• 

• 

• 

• 

• 

Long  Beach  -  Originations 

Quarterly 

• 

• 

• 

• 

• 

Sub-Prime  Conduit  -  Purchased  Loans 

Quarterly 

• 

• 

• 

• 

• 

Home  Loans  -  Originations 

Quarterly 

• 

• 

• 

• 

• 

National  Home  Builder  Finance 

Semi-Annual 

• 

• 

• 

BBrMsaW/P*                                                                      -:-'   ■                  '-<y'^>ikmmmmmM*Mm:mmm:<:mMXfmmm< 

Retail  Lending  -  Originations 

Quarterly 

• 

■ 

• 

• 

• 

Small  Business  Lending 

Semi-Annual 

• 

• 

• 

Real  Estate  Collateral  Valuation 

Annually 

• 

ggg$SfcgafS£                                   ::i-iK;mmm*mmmmmmmm:,''                         ]mmmmm]i::mmmm>:<:':::< 

Card  Services  -  Originations 

Quarterly 

• 

• 

• 

• 

• 

Automated  Derisioning  -  EDE 

Annually 

• 

Clayton  Management 

OTS  Request 

• 

• 
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#  PURPOSE 


Washington  Mutual 

Strong  Authentication  Guidance 


S3  .       In    October   2005,    the    Federal    Financial    Institutions    Examination    Council    (FFIEC)    issued  _  guidance i   for 

2  "Authentication  in  an  Internet  Banking  Environment".  This  guidance  specifically  addresses  the  need  for  risk-based 

°  assessments  customer  awareness,  and  security  measures  to  authenticate  customers  accessing  Internet-based 

services  This  quidance  applies  to  all  retail  and  commercial  customers.  Although  the  guidance  is  focused  on  the 
risks  and  risk  management  techniques  associated  with  the  internet  delivery  channel,  the  principles  are  applicable 
to  all  forms  of  electronic  banking  activities.  (1) 

KEY  POINTS  (2)  . 

The  agencies  consider  single  factor  authentication,  as  the  only  control  mechanism,  to  be  inadequate  for  high  risk 
transactions  involving  access  to  customer  information  or  the  movement  of  funds  to  other  parties. 

Financial  Institutions  offering  Internet-based  products  and  services  to  their  customers  should  use  effective 
methods  to  authenticate  the  identity  of  customers  using  those  products  and  services. 

•  The  authentication  techniques  employed  by  the  financial  institution  should  be  appropriate  to  the  risks  associated 
with  those  products  and  services. 

.  Where  risk  assessments  indicate  that  the  use  of  single-factor  authentication  is  inadequate,  financial  institutions 
should  implement  multi-factor  authentication,  layered  security,  or  other. controls  reasonably  calculated  to  mitigate 
those  risks. 

OTS  DIRECTION  for  WaMu 

The  OTS  has  stated  they  expect  Washington  Mutual  to  be  in  substantial  compliance  with  the  guidance  by 
December  2006.  "Substantial"  compliance  for  WaMu  has  been  defined  as  stronger  authentication  measures  in 
production  for  Personal  Online  Banking  and  Commercial  Online  Banking,  and  the  remaining  In-Scope  sites  hav.ng 
formal  project  plans  in  place  by  12/2006,  with  a  planned  production  implementation  no  later  than  12/2007. 

(1)  "Electronic  Banking"  includes  telephone  banking. 
H  (2)  OTS  October  12,  2005  memo,  referencing  FFIEC  "Authentication  in  an  Internet  Banking  Environment  Guidance,  Summary  of  Key  Points". 
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Strong  Authentication  Program 
Executive  Dashboard 

12/12/2006 


Program 


Program  > 
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:.  Consoled  repotting  of  program  to 


Scope 


Schedule 


Resource 


Quality 


Overall 
Health 


Status       Trend 


Steady 


Problem  Statement 


Corrective  Action 


:C' 


Problem 


Steady 


Steady 


Problem 


Currently,  Personal  Online  Banking  and  Commercial 
Online  Banking  are  targeted  to  be  compliant  by  1/31/2007 
and  3/31/2007  respectively. 


Program  Governance  Structure  needs  to  be  formalized. 


WaMuwill  not  be  in  compliance  with  FFIEC  Guidance  by 
the  12/31/2006  date.  Additionally,  10  other  sites  are 
considered  within  scope  of  the  FFIEC  Guidance  and  need 
to  be  compliance  by  EOY  2007. 


Work  with  the  OTS  to  validate  Personal  Online  Banking 
dates  are  considered  adequate.  Initiated  a  QuickValue  to 
evaluate  expediting  compliance  for  Commercial  Online 
Banking. 


Assigned  a  dedicated  Program  Manager  to  facilitate 
reporting  and  tracking  of  Strong  Authentication  Program 
initiatives. 


Implemented  Program  Governance  Model  to  track  and 
report  on  compliance  status  of  all  12  in-scope  sites. 
Communicated  requirements  to  all  Lines  of  Business  and 
corresponding  TSG  representative.  Secured  Executive 
Sponsorship  and  support  of  the  Strong  Authentication 
compliance  initiatives. 


mm 


Si 


Enterprise  Strong  Authentication  solution  selected  and  approved  in  2005 
Personal  Online  Banking  is  on  track  for  compliance  with  FFIEC  Guidance  by 
1/31/2007  -  >90%  of  high  risk  transactions  coded;  customer  challenge  Q&A  in 
full  progress. 

Interim  solution  identified  for  Commercial  Online  Banking  using  tokens  and 
internal  ACE  server 

Inventory  and  Risk  Assessment  of  in-scope  sites  has  been  completed 
Strong  Authentication  Working  Group  established  under  the  auspices  of  the 
Corporate  Information  Security  Committee  . 

Business  and  Technology  representatives  have  been  identified  for  each  in- 
scope  site. 

Program  Manager  has  been  assigned  

Executive  Sponsorship  has  been  secured 
Compliance  requirements  communicated 
Work  teams  identified  and  mobilized 


Deliver  OTS  PERK  items  to  include:  Summary;  Project  Plans;  Inventory;  Ri6k 

Assessment;  and  Status  Reports 

Establish  Architectural  Lead 

Schedule  regular  status  meetings 

Update  the  Access  Management  Policy  to  include  Strong  Authentication 

requirements  for  go-forward  compliance 

Develop  status  report  format  and  frequency 


Prioritization  of  resources  and  projects  to  achieve  compliance  milestones 
Consistent  status  reporting 
Competing  priorities 
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Washington  Mutual 

In-Scope  Applications 


Internet  Facing  Application 
Name 

Line  of 
Business 

Type  of  Customer 

Plann  -  iolu -   ■    i-''i.  •■  i 

Aulhenti    Ui  =  ■ 

c! ■.-.-<!  o.iu.  of  Compliance 

On-Line  Banking  (POB) 

Corporate 
Support 

Retail 

RSA  Adaptive 

1/31/2007  -  >90%  of  high  risk 
transactions  coded;  customer 
challenge  Q&A  in  full  progress. 

ATM  Network 

Retail 

Retail 

Multi-layer  sufficient  -  Card  and  PIN  authentication 
in  place. 

Completed  Multi-layer  sufficient 
-  Card  and  PIN  authentication 
in  place. 

Kana  Response 

Retail 

Retail 

RSA  Adaptive  solution  utilized  to  secure  access  to 
Kana. 

1/31/2007 

ECC  IVR 

Retail 

Retail 

RSA  Adaptive 

4Q07 

Commercial  Online  Banking 

Commercial 

Commercial 

Partial  -  Tokens  to  be  fully  deployed  by  EOY  2006 

3/31/2007.  Looking  at  option  to 
improve  schedule 

Framework 

Commercial  - 
CCB 

Employee,  3rd  party, 
Commercial 

RSA  Adaptive  won't  work  for  3rd  party  access  and  a 
Strong  Auth  solution  will  be  implemented  as  part  of 
the  integration  project  in  2007. 

7/31/2007 

Framework  -  Integrated  Cash 
Management  System 

Commercial  - 
CCB 

Commercial 

Strong  Auth  will  be  implemented  as  part  of  the 
integration  project. 

7/31/2007 

Mortgage  Banker  Finance 
Web 

Home  Loans 

Mortgage  Warehouse  funding, 
Commercial  Type 

RSA  Adaptive 

10/31/2007 

Customer  Service  IVR 

WMCS 

Retail,  Employee 

RSA  Adaptive 

2007 

wamurealrewards.com 

WMCS 

Retail,  Employee 

Hosted  by  Vendor  (Maritz) 

2007 

wamucanhelp.com 

WMCS 

Retail 

Hosted  by  Vendor  (Online  Resources) 

2007 

wamucards.com  (OLA) 

WMCS 

Retail 

RSA  Adaptive 

2007 
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Talking  Points:  Steps  Taken  To  Date 


Jo 

|  1 2/05  -  1 2/06 

cr 

"sg  •       CIS  worked  with  WaMu  Online  Banking  Team  to  identify  a  workable  solution  that  could  be  leveraged  across  the 

2  enterprise  -  RSA  Adaptive  Authentication. 


CIS  worked  with  the  Commercial  Online  Banking  team  to  identify  a  short-term  solution  (RSA  Tokens)  that  could  be 
leveraged  for  commercial  customers  only. 

CIS  formed  a  Strong  Authentication  Working  Group  comprised  of  key  senior  business  and  technology  managers 
to  ensure  ongoing  focus  during  2006  and  2007. 

CIS  developed  an  initial  inventory  of  sites  and  performed  an  initial  risk  assessment  based  on  guidance  criteria. 
Based  on  the  risk  assessment  or  99  WaMu-owned  sites,  12  sites  have  been  identified  as  In-Scope  for  compliance 
to  the  strong  authentication  guidance.* 

Business/BSP's  have  identified  a  representative  for  each  identified  site  who  will  manage  the  implementation  of 
stronger  authentication.  A  Strong  Authentication  Program  Manager  has  also  been  assigned  to  oversee  status  and 
reporting  to  ensure  plan  progression  and  on-time  compliance. 

CIS  has  ensured  all  12  site  representatives  are  aware  of  project  plan  deliverable  dates,  requirements  for  07 
compliance,  and  WaMu's  enterprise  solution  for  stronger  authentication. 


"Risk  assessment  criteria",  per  Guidance  is,  a)  type  of  customer  (Retail,  Commercial),  b)  allows  the  movement  of 
funds,  c)  allows  access  to  non-public  customer  information,  d)  ease  of  using  communication  method,  and  e) 
volume. 
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Talking  Points:  Steps  To  Be  Taken  in  the  Future 

1/07-12/07 


•  Deliver  documents  pertaining  to  Strong  Authentication  for  inclusion  in  the  Preliminary  Exam 
Review  Kit  for  OTS.  Documents  include  Summary  of  Current  Status,  Project  Plans,  Inventory  and 
Risk  Assessment,  and  Status  Reports  to  Senior  Managers. 

•  Establish  architectural  lead  to  evaluate  solution  and  address  enterprise  implementation  strategy, 
working  with  site  representatives  to  ensure  consistent  technical  approach  for  compliance. 

•  Program  Manager  to  maintain  ongoing  project  statuses  from  site  representatives  to  ensure 
satisfactory  progression. 

•  Hold  regularly  scheduled  meetings  with  the  Strong  Authentication  Working  Group  to  address 
issues  and  Program  status. 

•  CIS  to  develop  Strong  Authentication  Policy  to  ensure  new  or  modified  Internet-based  sites 
meeting  the  criteria  for  stronger  authentication  are  developed  and  delivered  in  compliance. 

•  Keep  ERMC  and  OTS  informed  of  Program  status  and  direction  as  requested. 


Footnote  Exhibits  -  Page  0188 


5 

a 

3 

>< 

» 

n    (5 

3 

n 

3 

"O    rs 

C/3 

o    *» 

a  r» 

2  ^ 

3 

2   * 

3, 

O     <* 

**■    . 

ft 

X  a 

O 

»   a 

3 

%  a 

h« 

■< 

N>  «, 

If 

P 

to 

» 

S3- 

o 

3 

■^■^■^"^■™ 

The  Asset-Liability 
Management  Committee 
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Agenda 


The  Asset-Liability  Management  Committee 

Wednesday,  October  25, 2006 

WMC  33  Vashon 

9AM- 11AM  (PST) 


1 .  Approve  Minutes  (Separate  Document) 

2.  Economic  Backdrop  and  Analytics  Update 

-  2007  Plan  Overview 

3.  Business  Line  Topics: 

-  Home  Loans:  CDO  Proposal  (David  Beck) 

-  Home  Loans:  SFR  Portfolio  (David  Beck) 

4.  Corporate  Topics: 

-  AFS  Portfolio  Update 

-  Capital  Projections 

-  Return  Rates  on  Products  -  Industry  Analysis 


Time 


9:00-9:05 
9:05-9:30 


9:30-9:45 
9:45-10:00 

10:00-10:15 
10:15-10:30 
10:30-10:45 


Asset  /  Liability  Management  Committee 
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From:  Cathcart,  Ron 

Sent:  Wednesday,  February  14,  2007  6:43:18  PM 

To:  Boyle,  Hugh  F. 

Subject:  RE:  Initial  Option  Arm  NPA  Results 

Oh  dear... 


From:  Boyle,  Hugh  F. 

Sent  Wednesday,  February  14,  2007  2:16  PM 

To:  Cathcart,  Ron 

Subject:  FW:  Initial  Option  Arm  NPA  Results 


Hugh  F.Boyle 

Credit  Risk  Management 
Washington  Mutual 
Tel:  206  500  4198 


This  message  (including  any  attachments)  is  CONFIDENTIAL  and  may  contain  SENSITIVE  information.  DO  NOT  disseminate  this  information  to  parties 
who  do  not  have  the  authorization  to  view  this  material.  If  you  are  not  the  intended  recipient  of  this  information  or  an  employee  or  agent  responsible  for 
delivering  this  message  to  the  intended  recipient(s),  please  do  not  read,  disseminate,  distribute  or  copy  this  information.  If  you  have  received  this 
message  in  error,  please  contact  the  sender  immediately.  Washington  Mutual  reserves  the  right  to  monitor  all  e-mail.  Electronic  mail  sent  through  the 
Internet  is  not  secure. 


From:  Mark,  James 

Sent:  Tuesday,  February  13,  2007  4:49  PM 

To:  Ellson,  Richard  W.;  Liu,  Michael;  Chan,  Susan;  Jackson,  Melissa;  Dooley,  James;  Smith,  Michael  C;  Coultas, 

Dave;  Potolsky,  Doug;  Boyle,  Hugh  F. 

Subject:  Initial  Option  Arm  NPA  Results 

Below  are  the  initial  bid  results  from  the  1st  Quarter  Option  Arm  NPA  sale.  This  pool  was  240MM  that  was  made 
almost  entirely  of  loans  2  payments  delinquent  or  greater.  Further,  86.5%  of  this  pool  was  in  foreclosure  status. 

Clearly  the  initial  pricing  on  this  pool  is  lower  than  what  has  been  experienced  in  the  three  prior  Option  Arm  NPA 
pools. 

Some  of  the  major  reasons  mentioned  by  the  bidding  participants  for  the  pricing  deterioration  were  the  increase  of 
supply  in  the  market  place  (1 .9BB  out  for  bid  this  week  alone),  longer  foreclosure  timelines  given  continued 
deterioration  of  housing  market,  and  capacity  concerns  is  some  of  the  participant's  warehouse.  One  participant 
mentioned  recent  litigation  against  a  Option  Ann  originator  (Chevy  Chase)  as  a  reason  for  backing  off  their  bid 
(below  is  a  link). 

http://www.baltimoresun.com/business/investing/bal-bz.chevyl9janl9, 0, 4783281 . story? 
coll=bal-inves ting-headlines 

From  a  collateral  standpoint,  this  pool  was  inferior  from  prior  pools  given  its 
delinquency  profile  and  a  large  percent  of  loans  in  excess  of  1MM  (16.75%). 

«  OLE  Object:  Picture  (Metafile)  » 

EMC  was  the  only  bidding  participant  that  had  levels  that  exceeded  the  Hold/Sell  threshold  (at  95%+).  It  was  decided  not 
to  invite  back  another  participant  if  their  initial  pricing  did  not  exceed  the  Hold/Sell  level. 

EMC  is  currently  unaware  that  they  are  not  in  a  completive  auction.  It  is  imperative  that  continues  to  be  the  case. 

Once  we  get  EMC's  final  level  we  will  assess  whether  it  make  sense  to  sell  the  entire  pool  to  them  or  potentially  carve  out 
some  assets  that  we  feel  are  undervalued. 


Confidential  Treatment  Requested  by  JPMC 


Permanent  Subcommittee  on  Investigations  I 
Wall  Street  &  The  Financial  Crisis 
Report  Footnote  #424 


JPM  WM00652762 


Footnote  Exhibits  -  Page  0191 
If  we  decide  not  to  sell  any  of  the  pool,  we  have  communicated  to  them  that  we  will  reimburse  them  $1 50  per  file. 

James  Mark 
Washington  Mutual 
Sub-Prime  Capital  Markets 
206-302-4186 
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Audit  Report 

AUDIT  SERVICES 


Disclosure  Management 

December  28,  2007 

Executive  Committee  Owner: 

Tom  Casey,  Chief  Financial  Officer 
Ron  Cathcart,  EVP  -  Chief  Enterprise  Risk  Officer 
Stewart  Landefeld,  Chief  Legal  Officer  (Interim) 
Steve  Rotella,  President  &  COO 


From: 

Monica  Hira,  Senior  Audit  Manager 
Erin  Dunlap,  Audit  Director 


Business  Process  Owner: 

Nancy  Barnett,  Sr  Mgr-HR  Comm  &  Marketing 
George  Boa,  Chief  Risk  Officer-  Commercial 
Chaomei  Chen,  Chief  Risk  Officer-Card  Svcs 
Cheryl  Feltgen,  Chief  Risk  Officer-Home  Loans 
Diana  Graham,  Chief  Risk  Officer  -  Retail  Bank 
Karen  Horn,  Sr  Mgr-lnternal  Communications 
Sophie  Hume,  Assistant  GC-Team  Lead 
Elizabeth  Hutchinson,  Sr  Mgr-Corp  Media  &  Issues  Mgm 
Alan  Magleby,  Div  Exec-Investor  Relations 
Pradeep  Narayan,  SrMgr-Enterprise  Risk  Process 
Ann  Shannon,  Sr  Mgr-Technology  Comm 
Glen  Simecek,  Group  Mgr-Treasury 

Copy: 

Melissa  Ballenger,  Div  Exec-Corp  Controller 

Kristina  Bennett,  (Additional  Report  Distribution) 

Alfred  Brooks,  President  Commercial  Group 

James  Corcoran,  President-Retail  Banking 

Daryl  David,  Chief  HR  Officer 

Barry  Davis,  (Additional  Report  Distribution) 

Deloitte,  LLP 

Alan  Elias,  Sr  Mgr  Communications 

Alan  Gulick,  Sr  Mgr  Communications 

Thomas  Henning,  FVP  -  Enterprise  Risk  Governance 

Debora  Horvath,  Chief  Information  Officer 

James  MacKenzie,  Group  Mgr-Accounting 

Michelle  McCarthy,  Div  Exec-Market  Risk  Mgmt 

Thomas  McGovern,  Additional  Report  Distribution 

Randy  Melby,  Div  Exec-General  Auditor 

Adam  Nelsen,  (Additional  Report  Distribution) 

Sheri  Pollock,  Sr  Mgr  Communications 

A  Rodriguez,  Div  Exec-Communications 

Daysi  Rojas,  (Additional  Report  Distribution) 

David  Schneider,  President  -  Home  Loans 

Anthony  Vuoto,  President  WM  Card  Services 

Maynard  Wagner,  (Additional  Report  Distribution) 

Frank  Whitemaine,  (Additional  Report  Distribution) 
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Report  Rating: 


SATISFACTORY  WITH  QUALIFICATION 


Executive  Summary 


The  Corporate  Disclosure  Committee  (CDC)  established  Disclosure  Standards  in  September  2004.  The 
Standards  require  review  of  all  external  and  broad  internal  WaMu  (the  Company)  communications 
containing  material  disclosure  first  by  the  business  segment  or  corporate  support  group  (collectively, 
Business  Units)  and  subsequently  by  representatives  of  Legal  and  Financial  Reporting  ('Corporate 
Review') 

In  September  2005,  Audit  Services  performed  an  audit  of  External  and  Broad  Internal  Disclosure  at  the 
request  of  the  CDC.  This  report  was  rated  as  Opportunities  for  Improvement  and  identified  issues  related 
to  lack  of  process  ownership,  disclosure  training,  and  documentation. 

The  issues  noted  in  the  prior  audit  were  enterprise-wide  and  the  Legal  Department  took  the  lead  on 
developing  a  robust  process  over  external  and  broad  internal  communications.  A  project  team  consisting 
of  members  from  Legal  and  Corporate  Communications  was  formed  to  address  the  issues  raised  by  Audit 
Services.  The  CDC  approved  the  project  team's  recommendations  in  December  2006,  which  resulted  in 
decentralization  of  the  processes  and  establishing  accountability  at  the  Business  Unit  level. 

A  Communication  Lead  was  designated  within  each  Business  Unit  as  a  single  point  of  contact.  The 
Communication  Lead  is  responsible  for  review  and  approval  of  external  and  broad  internal 
communications,  obtaining  Corporate  Review  and  approval,  establishing  and  maintaining  documented 
disclosure  processes  within  their  group,  adhering  to  document  retention  requirements,  ensuring  that 
Business  Unit  managers  and  employees  receive  appropriate  training,  attending  Regulation  FD  /  Disclosure 
training  and  coordinating  such  training  for  others  as  appropriate. 

Prior  to  transferring  responsibility  to  the  Communication  Leads,  the  project  team  enrolled  employees 
involved  in  preparing,  approving,  or  presenting  communications  containing  material  disclosure  in  an  online 
Disclosure  Standards  training  course. 

By  taking  the  actions  above,  the  project  team  created  a  sound  disclosure  management  framework  which 
sought  to  ensure  that  the  Company's  disclosures  are  appropriately  vetted  within  the  necessary  control 
environment.  The  results  of  the  current  audit  reflect  meaningful  improvements  to  disclosure  processes 
since  2005.  However/we  identified  opportunities  to  enhance  the  existing  control  environment  to  facilitate 
adherence  to  the  Disclosure  Standards  and  Disclosure  Policy.  These  relate  to  Disclosure  Standards 
training,  obtaining  approvals  from  the  Corporate  Review  groups,  and  maintaining  an  Authorized 
Spokespersons  list. 

The  following  issues  represent  a  medium  level  of  risk  to  the  Company  if  not  addressed  appropriately: 

•  Business  Unit  Communication  Leads  do  not  consistently  track  and  monitor  employees'  Disclosure 
Standards  training.  There  is  no  guideline  or  enforcement  of  a  time  requirement  for  training 
completion. 

•  Business  Units  did  not  obtain  Corporate  Review  for  some  material  communications  sampled, 
resulting  in  one  instance  of  erroneous  disclosure  to  an  external  audience. 

•  There  is  no  method  for  tracking  Authorized  Spokespersons.  As  a  result,  it  is  not  possible  to 
determine  if  all  Authorized  Spokespersons  have  attended  Company-sponsored  Regulation  FD  / 
Disclosure  training  as  required  by  the  Disclosure  Policy. 
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Management  concurs  with  these  findings  and  has  developed  action  plans  to  resolve  the  issues  listed  in  this 
report  by  February  29,  2008.  Audit  Services  will  complete  a  follow-up  audit  of  the  action  plans  upon 
remediation.  A  description  of  audit  objectives  and  scope,  and  a  list  of  issues  are  included  in  the  following 
sections  of  the  report. 


Background 


Disclosure  Standards  were  developed  to  ensure  that  material  information  communicated  to  external 
audiences,  or  disseminated  on  a  broad  internal  basis,  is  thoroughly  and  consistently  reviewed.  The 
Standards  apply  to  all  business  units  within  the  Company  and  are  supported  by  the  CDC. 

The  CDC  is  responsible  for  overseeing  compliance  with  the  disclosure  control  requirements  of  the  federal 
securities  laws,  including  the  Sarbanes-Oxley  Act.  The  CDC  has  responsibility  over  the  Disclosure 
Standards.  Legal  is  responsible  for  reviewing,  maintaining  and  posting  the  Disclosure  Standards. 

Audit  Objective  and  Scope 

The  audit  objective  was  to  assess  the  adequacy  and  effectiveness  of  the  Company's  Disclosure  Policy  and 
Disclosure  Standards  and  to  assess  Business  Unit  compliance  with  these  policies  and  standards.  Audit 
Services  evaluated  the  controls  that  enable  accurate  and  appropriate  disclosures,  including  review  and 
approval  procedures,  disclosure  training  for  employees,  and  oversight  by  the  Corporate  Disclosure 
Committee. 

The  audit  scope  included  external  and  broad  internal  communications  of  the  Company  and  all  of  its 
subsidiaries  between  April  1,  2007  and  September  30,  2007  for  the  following  Business  Units: 

Retail  Banking  and  Financial  Services  Group,  Home  Loans  Group,  Commercial  Group,  Card  Services 
Group,  Corporate  Legal,  Corporate  Communications  (Internal  &  External),  Corporate  Investor  Relations, 
Treasury/Capital  Markets,  Enterprise  Risk  Management,  Technology,  Marketing,  Human  Resources  and 
Audit  Services 

The  audit  scope  excluded  the  10K,  10Q,  earnings  release,  8K,  and  miscellaneous  SEC  filings  since  these 
disclosures  are  evaluated  within  a  separate  auditable  unit. 


Applicable  Laws  and  Regulations 


SEC  Regulation  Fair  Disclosure  prohibits  selective  disclosure.  Material  nonpublic  information  about  the 
Company  cannot  be  provided  to  any  select  party  or  group,  such  as  investors,  analysts,  or  investment 
bankers,  to  the  exclusion  of  others. 

The  SEC  has  suggested,  but  not  required,  that  companies  form  disclosure  committees  responsible  for 
considering  the  materiality  of  information  and  determining  disclosure  requirements  on  a  timely  basis. 
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Audit  Issues 


The  audit  team  and  management  discussed  and  agreed  upon  the  action  plan(s)  and  completion  date(s)  listed 
below.  Definitions  for  issue  ratings  are  included  at  the  end  of  this  report. 


issue  Summary: 

REPEAT  ISSUE  -  There  is  no  process  in  place  for  Business  Unit 

Communication  Leads  to  track  and  monitor  employees' 
disclosure  training. 


Due: 

Owner: 

-  Business  Unit 

02/29/2008 

N.Barnett/G.Boa, 

Dloyees' 

C.  Chen,  C. 

Feltgen,  D 

Graham,  K;  Horn, 
5.  Hume,  E. 

Hutchinson,  P. 

Narayan,  A. 

Shannon,  G. 
Simecek 

Audit  Issue. 

There  is  no  process  in  place  for  Business  Unit  Communication  Leads  to  track  and  monitor  employees'  disclosure  training.  In 
addition,  there  is  no  guideline  or  enforcement  of  a  time  requirement  for  training  completion. 

According  to  the  Disclosure  Standards,  Communication  Leads  have  responsibility  for  attending  Regulation  FD/Disclosure 
compliance  training  and  for  ensuring  that  managers  and  employees  receive  appropriate  training.  Regulation  FD  /  Disclosure 
training  records  reflect  that  38%  of  Communication  Leads  have  not  completed  this  Company-sponsored  training. 
Additionally,  approximately  47%  of  Level  1-6  employees  as  of  09/30/07  have  not  completed  the  Disclosure  Standards 
Awareness  course.  For  non-Level  1-6  employees  identified  by  Communication  Leads  as  having  a  regular  role  in  material 
communications,  65%  have  not  completed  an  online  Disclosure  Standards  course. 

Impact:  -  11 

Disclosure  training  not  obtained  by  impacted  employees  increases  the  risk  of  improper  disclosure  which  could  potentially 

lead  to  regulatory  investigation  or  reputation  damage. 

Action  Plan: 

Action  plan:  The  Legal  Department  will. review  the  Disclosure  Standards  to  ensure  appropriate  guidance  regarding 

acceptable  timeframe  for  completing  the  online  education  is  included.  To  ensure  each  Communication  Lead  can  more 

efficiently  meet  the  Disclosure  Standards  requirement  of  completing  Reg  FD  training,  the  Legal  Department  will  develop  an 

online  Reg  FD  training  course  and  proxy  enroll  all  current  Communication  leads  and  ensure  they  complete  the  course. 

Business  Unit  Communication  Leads  will  monitor  level  1-6  employees  within  their  business  units  to  ensure  Disclosure 
Standards  Awareness  training  completion.  A  training  status  report  will  be  developed  to  allow  Communication  Leads  to 
monitor  training  completion  from  Learning  Central.  Utilization  of  this  training  status  report  will  be  individually  tracked  for 
each  business  unit  via  separate  issues  in  ERICS. 


No: 

2.0 


Rating- 
Medium 


Issue  Summary: 

REPEAT  ISSUE  -  Required  approvals  from  Legal  or  Financial 

Reporting  werenot  obtained  prior  to  publication. 


Due: 

01731/2008 


Owner: 

K.  Horn,  A. 
Magleby 


Audit  Issue: 

Approval  from  Legal  and  Financial  Reporting  were  not  obtained  for  one  communication,  resulting  in  erroneous  disclosure  to 

an  external  audience.  In  addition,  Financial  Reporting  approval  was  not  obtained  for  two  broad  internal  communications 

containing  material  financial  disclosure. 

Impact: 

Lack  of  proper  review  and  approval  of  communications  prior  to  dissemination  may  result  in  the  disclosure  of  erroneous  or 

restricted  information  which  could  potentially  lead  to  regulatory  investigation  or  reputation  damage. 

Action  Plan:  ... 

Approval  for  all  communications  containing  material  disclosure  will  be  obtained  from  Legal  and  Financial  Reporting. 
Business  Unit  Communication  Leads  have  provided  a  business  unit  specific  management  action  plan  for  obtaining 
appropriate  approval.  These  specific  management  action  plans  will  be  individually  tracked  via  separate  issues  in  ERICS. 
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No: 
3-o 


Rating: 

■Medium:; 


Issue  Summary: 

A  method  for  tracking  all  Authorized  Spokespersons  does  not 
exist. 


;pUie:S";:;g|;5 
01731/2008 


:Owher:;i':';'j 
S.Hume,  E. 
Hutchinson 


Audit  Issue: 

A  method  for  tracking  all  Authorized  Spokespersons  does  not  exist.  As  a  result,  it  is  not  possible  to  determine  if  all 

Authorized  Spokespersons  have  attended  Company-sponsored  Regulation  FD  /  Disclosure  training  as  required  by  the 

Disclosure  Policy.  This  may  result  in  violation  of  company  policy. 

Audit  Services  noted  that  there  is  no  record  of  completion  of  Regulation  FD  /  Disclosure  training  for  one  member  of  the 

Executive  Committee,  who  is  an  Authorized  Spokesperson  as  defined  by  the  Disclosure  Policy. 

Impact: 

Without  a  method  for  tracking  Authorized  Spokespersons,  WaMu  is  unable  to  determine  if  appropriate  training  was 

provided  to  employees  who  may  speak  on  behalf  of  the  Company.  Without  training,  disclosure  of  inappropriate  or  restricted 

information  may  occur  which  could  potentially  lead  to  regulatory  investigation  or  reputation  damage. 

Action  Plan: 

Corporate  Communications  will  compile  an  initial  list  of  Authorized  Spokespersons.  Subsequently,  the  Legal  Department 

will  review  and  update  the  list  of  Authorized  Spokespersons  on  a  quarterly  basis  via  coordination  with  Business  Unit 

Communication  Leads.  The  Legal  Department  will  develop  an  online  Regulation  FD  training  module  to  more  efficiently 

administer  and  track  Regulation  FD  training  for  the  Authorized  Spokespersons. 


No- 

4.0 


Rating: 
Low 


Issue  Summary: 

REPEAT  ISSUE  -  Approvals  and  supporting  documentation  for 
material  disclosure  are  not  consistently  maintained  by  the 
Business  Units. 


Due: 

01/31/2668 


Owner: 

K.  Horn, S.Hume, 
G.Simecek,E . 
Hutchinson,  C. 
Chen 


Audit  Issue: 

Approvals  and  supporting  documentation  for  material  disclosure  are  not  consistently  maintained  by  the  Business  Units.  The 

Disclosure  Standards  require  Business  Units  to  retain  Legal  and  Financial  Reporting  approval  and  supporting  documentation 

for  material  disclosure  for  five  years. 

Of  the  disclosures  sampled,  19%  of  relevant  communications  did  not  evidence  approval  by  Legal,  and  33%  lacked  evidence 

of  Financial  Reporting  approval.  Overall,  30%  of  communications  requiring  some  form  of  Corporate  Review  (either  Legal  or 

Financial  Reporting)  lacked  evidence  of  appropriate  approval.  Supporting  documentation  was  not  maintained  for  11%  of 

relevant  communications. 

Impact: 

Failure  to  maintain  disclosure  documentation  may  result  in  the  inability  to  support  disclosures  in  the  event  of  litigation, 

audits,  or  regulatory  exams. 

Action  Plan: 

Approvals  and  supporting  documentation  for  material  disclosure  will  be  maintained  for  one  year.  Business  Units  have 

provided  group-specific  action  plans  to  address  the  issue. 


No: 
5-0 


Rating: 
Low 


IssueSummary: 

The  Corporate  Disclosure  Program  Statement  has  not  been 
updated.  There  is  no  method  to  facilitate  periodic  review  of  the 
Disclosure  Policy  and  Disclosure  Standards  by  the  CDC. 


Due: 

61/31/2008  : 


Owner. 

S:Hume; 


Audit  Issue: 

The  Corporate  Disclosure  Program  Statement  has  not  been  updated  since  inception  and  does  not  reflect  the  current  status 

of  the  Corporate  Disclosure  Committee  (CDC)  and  Program.  Furthermore,  there  is  no  method  to  facilitate  periodic  review  of 

the  Disclosure  Policy  and  Disclosure  Standards  by  the  CDC. 

Impact: 

If  the  Corporate  Disclosure  Program  Statement  and  related  Policy  and  Standards  are  not  current,  disclosures  which  are  not 

in  alignment  with  company  policy  may  occur. 

Action  Plan: 

Corporate  Disclosure  Program  Statement  review  and  updates  will  be  addressed  by  the  CDC  by  end  of  January  2008. 

Additionally,  Disclosure  Policy  and  Disclosure  Standards  review  will  be  added  to  the  annual  CDC  calendar  to  facilitate  annual 

review  of  the  Policy  and  Standards. 
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Improvement  Considerations 


Documentation:  Regularly  update  and  maintain  key  documentation  such  as  the  Disclosure 
Standards,  Communication  Lead  Review  Matrix,  and  disclosure  training  materials.  In  addition,  the 
Disclosure  Standards  may  be  enhanced  to  provide  users  of  the  procedures  with  a  clear 
understanding  of  specific  roles  and  responsibilities. 
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Definitions 


Issue  and  report  ratings  are  based  on  the  auditor's  judgment.  In  determining  the  report  rating,  the  auditor 
will  consider  the  following  guidelines. 


Report  Ratings 


Satisfactory 


Satisfactory  with 
Qualification 


Requires 
Improvement 


Unsatisfactory 


The  overall  system  of  risk  management  and  internal  control  is  effective  and  well-documented.  Few 
minor  control  deficiencies  exist  with  minimal  resulting  exposure.  Business  risk  has  been  managed  at  an 
acceptable  level.  Repeat  findings,  if  any,  are  not  significant  and  non-compliance  with  regulatory 
requirements  results  in  minimal  exposure. 


The  overall  system  of  risk  management  and  internal  control  is  generally  adequate  and  functions 
effectively;  however,  isolated  control  deficiencies  require  management  attention.  While  these 
isolated  deficiencies  create  some  exposure,  business  risk  has  been  managed  at  an  acceptable  level. 
Repeat  findings,  if  any,  are  not  significant  and  non-compliance  with  regulatory  requirements  is 
isolated. 


The  overall  system  of  risk  management  and  internal  control  has  deficiencies  related  to  multiple 
business  activities.  Exposure  is  considerable  and  immediate  corrective  action  is  essential  in  order  to 
limit  or  avoid  considerable  losses,  reputation  damage,  or  financial  statement  errors.  Repeat  findings 
are  significant  or  non-compliance  with  regulatory  requirements  is  substantial. 


The  overall  system  of  risk  management  and  internal  control  has  major  weaknesses  resulting  in 
unacceptable  level  of  risk.  Exposure  is  considerable  and  immediate  corrective  action  is  essential  in 
order  to  limit  or  avoid  considerable  losses,  reputation  damage,  or  financial  statement  errors.  Repeat 
findings  are  significant  or  non-compliance  with  regulatory  requirements  is  substantial. 


Issue  Rating 


High 

Medium 

Low 

Impact 

Affects  the  overall  control 
environment  and  the 
achievement  of  relevant  key 
business  objectives 

Could  affect  the  overall  control 
environment  and  the 
achievement  of  relevant  business 
objectives  if  left  uncorrected 

Not  severe  enough  to  affect  the 
overall  control  environment  or 
the  achievement  of  relevant 
business  objectives 

Exposure  = 
(Impact  X 
Probability) 

Considerable  exposure  to 
financial  statement  errors, 
losses,  reputation  damage,  fines 
and  penalties,  or  loss  of  business 

Moderate  exposure  to  financial 
statement  errors,  losses, 
reputation  damage,  fines  and 
penalties,  or  loss  of  business 

Minimal  exposure  to  financial 
statement  errors,  losses, 
reputation  damage,  fines  and 
penalties,  or  loss  of  business 
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From: 
Sent: 
To: 
Subject: 


Stack,  Fergal 

Tuesday,  February  27,  2007  2:47:20  PM 

Fortunate-,  Steve 

FW:  Option  ARM 


fyi 


From: 

Sent: 

To: 

Cc: 

Subject: 

Thanks  Youyi 

Stack,  Fergal 

Tuesday,  February  27,  2007  9:42  AM 

Chen,  Youyi;  Griffith,  David 

Murray,  William;  Strausbaugh,  Rebekah;  Jurgens,  Rolland 

RE:  Option  ARM 

To  provide  additional  comments  if  you  can  incorporate 

1)  origination  month  is  Jan  and  Feb  2007  only 

2)  future  intent  for  these  loans  is  to  change  as  of  which  date?  We  will  clearly  need  the  specific  loan  characteristics  to 
automate  upfront  designation. 

3)  the  upfront  designation  is  defined  with  rules  in  HI.  We  need  to  include  the  technology  owner  (Name?)  to  ensure  this  is 
done  and  the  time  required,  [it  may  also  be  worth  taking  a  look  at  what  the  current  rules  state  and  how  much  of  that  is 
automated  upfront  designation] 

4)  the  transfer  to  hfs  will  not  occur  by  Feb  28th,  and  the  approvals  will  not  be  in  place  by  Feb  28th,  so  this  is  a  March 

JSSU6 

5)  who  are  required  approvals.  Policy  currently  states  that  ALCO  approval  is  the  defining  moment.  Who  else  will  be 
approving. 

6)  clear  communication  of  what  business/market  circumstances  have  changed  since  Dec  31st  to  redesignate  the  loans. 
This  needs  to  be  detailed  formalized  documentation  both  by  Business  and  for  ultimate  Approvals. 

7)  Valuation  of  these  Option  ARM  loans... same  drill  as  the  hybirds...this  is  ultimately  most  complicated.  Prior  to  moving 
the  loans  to  HFS  a  formal  approved  Pricing  Valuation  framework  must  be  in  place  (and  based  on  expected  sale 
execution). 

Hope  this  helps  tee  up  the  issues  from  a  Finance  perspective. 


From:  Chen,  Youyi 

Sent:  Tuesday,  February  27,  2007  8:20  AM 

To:  Stack,  Fergal;  Griffith,  David 

Subject:  RE:  Option  ARM 


I  am  to  suggest  keeping  one  more  bucket:  3-4  units.  I  will  send  a  note  out  shortly. 
Again,  this  is  to  suggest  KEEPING  the  following  (therefore  sell  everything  else) 

1 .  Super  Jumbo  of  size  greater  or  equal  to  3  MM 

2.  Advantage  90  loans  (high  LTV) 

3.  Foreign  Nationals 

4.  FICO  less  than  620  (except  employee  loans) 

5.  3 -4  units 


From:  Chen,  Youyi 

Sent:  Tuesday,  February  27,  2007  10:25  AM 

To:  Griffith,  David 

Cc:  Stack,  Fergal 

Subject:  RE:  Option  ARM 

David, 

We  sell  all  295+  margin  and  other  OA  and  COFI,  and  KEEP  the  4  categories  going  forward  due  mostly  to  non-salable 
reasons. 


Youyi 
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From:  Griffith,  David 

Sent:  Tuesday,  February  27,  2007  10:03  AM 

To:  Chen,  Youyi 

Cc:  Stack,  Fergal 

Subject:  RE:  Option  ARM 


Youyi  -  In  order  to  craft  the  approval  we  will  need  another  level  of  precision.  If  the  intent  is  to  sell  all  of  the  loans  in  each 
category  we  should  state  so  with  an  estimate  of  dollar  amounts.  Is  the  intent  to  sell  all  of  the  Advantage  90's  and  all  of  the 
sub  620  FICO's?  If  not  we  need  to  specify  those  where  we  no  longer  have  the  intent  and  ability  to  hold.  ERM  and  HL 
Finance  will  need  to  monitor  exactly  what  loans  are  transferred  and  we'll  need  enough  detail  to  do  so. 

I  noticed  you  dropped  Employee  Loans.  Was  that  intentional? 

Also,  is  this  population  exclusively  Option  ARMS?  We  are  also  currently  directing  super  jumbo  hybrids  to  portfolio. 

I'll  go  over  the  Nil  calculation  with  HQ  if  that's  ok  with  you.  Am  I  right  that  it's  $335m  annualized?  That's  almost  10bps  off 
ofNIM. 


From:  Chen,  Youyi 

Sent:  Monday,  February  26,  2007  4:59  PM 

To:  Griffith,  David 

Subject:  FW:  Option  ARM 

David, 

Attached  is  some  Nil  analysis  on  the  impacts.  The  pretax  is  about  -  $  100  MM. 

Let's  talk  tomorrow  AM. 

Youyi 

«  File:  Book8.xls  » 


From:  Chen,  Youyi 

Sent:  Monday,  February  26,  2007  6:09  PM 

To:  Griffith,  David 

Subject:  FW:  Option  ARM 

David, 

We  are  still  reconciling  the  numbers  on  the  Nil  impacts.  What  are  your  thoughts  on  following  criteria  that  we  are  to  bring  to 
MRC? 

6.  Super  Jumbo  of  size  greater  than  3  MM 

7.  Advantage  90  loans  (high  LTV) 

8.  Foreign  Nationals 

9.  FICO  less  than  620  (non-salable) 

Also,  please  see  my  email  to  Fergal  on  some  of  the  detailed  background  on  this  issue. 

Regards, 

Youyi 


From:  Chen,  Youyi 

Sent:  Monday,  February  26,  2007  6:04  PM 

To:  Stack,  Fergal 
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Cc:  Murray,  William;  Jurgens,  Rolland;  Strausbaugh,  Rebekah;  Beck,  David;  Fortunato,  Steve 
Subject:  RE:  Option  ARM 

Fergal, 

We  intend  to  stop  transferring  high  margin  295BP+  option  ARM  and  COFI  ARM  production  into  portfolio  starting  Jan  1st, 
2007.  As  a  result,  we  need  to  direct  all  the  future  rate  locks  of  these  loans  from  HFI  to  HFS.  We  will  get  a  MRC  vote  on 
this  decision  very  soon.  We  expect  this  decision  to  remain  for  the  foreseeable  future  (i.e.  Q2,  and  remaining  of  07  will  be 
HFS  unless  this  strategy  is  revised) 

The  remaining  HFI  criteria  for  the  option  ARM'and  COFI  ARM  is  expected  to  be  as  follow  (under  review,  and  subject  to 
MRC  approval) 

10.  Super  Jumbo  of  size  greater  than  3  MM 

1 1 .  Advantage  90  loans  (high  LTV) 

12.  Foreign  Nationals 

13.  FICO  less  than  620  (non-salable) 

As  the  change  is  happening  within  the  quarter,  and  some  of  the  loans  have  been  directed  to  HFI  already,  we  would  need 
Steve,  you  and  John  Wood  to  review  and  sign  off  to  let  us  transfer  back  to  HFS  those  (mostly)  high  margin  option  ARM 
that  are  either  locked  or  closed  to  HFI  in  Q1  -07  already  (about  $1 .3  billion  and  growing,  as  of  last  week). 

As  to  what  lead  to  the  above  recommendations,  you  are  right,  it's  driven  by  combination  of  overall  balance  sheet  strategy, 
credit  out  look,  and  current  option  and  COFI  ARM  market  conditions. 

As  you  know,  capital  market  portfolio  management  is  regularly  reviewing  the  balance  sheet  strategy  with  the  senior 
management  and  ALCO  in  particular.  We  will  always  discuss  with  your  team  on  new  portfolio  strategies. 

Regards, 

Youyi 


From:  Stack,  Fergal 

Sent:  Monday,  February  26,  2007  5:40  PM 

To:  Stack,  Fergal;  Chen,  Youyi 

Cc:  Murray,  William;  Jurgens,  Rolland;  Strausbaugh,  Rebekah 

Subject:  RE:  Option  ARM 

And  what  are  the  facts  and  circumstances  to  take  this  action. ..net  interest  margin,  credit.... 

Is  it  possible  that  there  will  be  more  transfers  in  Q2,  Q3,  Q4  etc.this  is  a  sensitive  accounting  topic  with  SEC  and  others 

Thanks 


From:  Stack,  Fergal 

Sent:  Monday,  February  26,  2007  2:26  PM 

To:  Chen,  Youyi 

Cc:  Murray,  William;  Jurgens,  Rolland;  Strausbaugh,  Rebekah 

Subject:  Option  ARM 

If  we  are  intending  to  transfer  from  hfi  to  hfs  can  you  answer  following  questions 

1)  what  population  are  proposed  being  transferred...!  have  seen  it  may  be  only  2007  originated  loans?  What  changed 
since  Jan  and  Feb  that  changes  the  companies  intent  by  Feb  26th. 

2)  what  is  intent  on  other  option  Arm  loans  (2007  originated  and  prior  year  originated) 

3)  what  is  intent  for  future  originations  of  option  Arms  ie  March  and  Q2  originations 

4)  what  is  likelihood  of  ongoing  transfers  for  option  arms 

In  general  do  you  have  the  intent  rules  on  what  goes  to  HFS  versus  HFI  under  current  infrastructure? 
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HISTORICAL  PERSPECTIVE  HL  - 
UNDERWRITING 

Providing  a  Context  for  Current  Conditions,  end  Future  Opportunities 
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SECTION  !l 


Overview 

Home  Loans  Credit  and  Underwriting 

Credit  Risk  Management  is  driving  towards  a  vision  of  increasing  the  organizations  Net  Interest 
Margin  and  an  emphasis  on  Credit  becoming  a  significant  component  of  Shareholder  value    As 
such,  our  organization  has  been  focused  on  improving  Underwriting  and  Origination  quality 
and  consistency  to  enable  our  ability  to  expand  into  new  and  more  profitable  market  niches. 
Specifically,  wc  have  been  supportive  of  both  SMF  and  LongBeach  expansion  given  their 
ability  to  demonstrate  excellent  origination,  pricing  and  account  management  discipline.   We 
have  also  been  focused  on  identifying  and  targeting  several  other  areas  of  credit  expansion  to 
include  near-prime  HELOC  borrowers  and  expansion  in  our  Multi-Family  base,   Credit  Risk 
Management  also  supported  and  drove  strategies  to  enable  expansion  into  All-A  and  Option 
ARM  lending  for  our  Correspondent  channel. 

Our  Home  Loans  prime  organization  has  jeopardized  our  ability  to  enable  these  margin 
improvements  through  disciplined  credit  expansion  due  to  the  inconsistency,  and  poorly 
disciplined  processes  that  have  also  eroded  organizational  credibility  with  external  parties 
including  Rating  Agencies,  GSEs,  and  our  Thrift  Regulators. 

As  mentioned.  Credit  and  Underwriting  within  the  Home  Loans  organization  has  been  an  area 
of  noted  interest  by  many.   Internally,  our  Executive  Leadership  has  been  focused  on  improving 
on  eliminating  Regulatory  criticisms,  and  our  Risk  Management  team  has  driven  hard  for  the 
application  of  consistency  and  discipline  in  the  origination  process.    Further,  rating  agencies 
have  been  pushing  for  originator  reviews  driven  by  performance  fluctuations  as  well  as 
information  gathered  in  prior  visits.      This  paper  provides  a  context  for  the  historical 
conditions,  key  events,  and  management  decisions  that  have  led  to  our  current  condition,  and 
how  that  may  impact  our  ability  to  be  successful  in  achieving  the  mission  described  above. 

Our  Home  Loans  channel  emerged  as  essentially  the  combination  of  a  collection  of  different 
originator's  platforms,  policies  and  cultures.  As  such,  Credit  Policy  and  Underwriting  began  as 
a  combination  of  highly  ineffectual,  outdated  and  inconsistent  policies  and  strategies.   This  led 
to  the  inability  for  our  organization  to  establish  the  foundation  for  developing  a  consistent  and 
discipline  origination  culture.  As  early  as  1999  (Check  the  dale  and  provide  references  -  Bill 
Longbrakc  may  know  this),  the  OTS  began  raising  concerns  regarding  the  consistency, 
independence  and  quality  of  our  Home  Loans  origination  process.    Prior  to  this,  Washington 
Mutual  had  no  Credit  Risk  Oversight  function  in  place  in  any  of  its  core  business  units  with  the 
exception  of  WMF.  These  primary  concerns  resulted  in  the  hiring  of  the  organizations  first 
Chief  Credit  Risk  Officer,  Jim  Vanasek  in  1999. 

With  Jim's  arrival,  he  recognized  quickly  that  there  was  no  Credit  expertise  in  Home  Loans  and 
Consumer  risk  products.   Therefore,  he  began  the  process  of  identifying,  selecting  and 
developing  a  core  team  of  seasoned  credit  risk  professional. 
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^CTK>N  ID 


Historical  Perspective 

1999-2003 

The  new  Credit  Risk  Team  began  the  process  of  working  with  key  business  units  to  identify 
issues,  concerns  and  opportunities  for  applying  advance  Credit  Risk  tools  and  systems.  During 
this  review,  the  team  noted  the  following  major  weaknesses; 

•  No  data  reporting  to  review  portfolio  performance 

•  No  forecasting  of  expected  losses  or  delinquencies 

•  Legacy  credit  systems  were  essentially  a  combination  of  poorly  implemented  Third 
Party  tools  far  from  best  proactive 

>      No  collections  workflow  systems 

•  No  adaptive  control  systems 

•  No  linking  of  credit  fundamentals,  models,  and  expectations  to  strategic  objectives  and 
planning 

The  team  began  working  quickly  to  first  develop  a  unified  data  infrastructure  to  identify 
opportunities  for  improvement.  Many  such  opportunities  were  identified  early  within  the  Retail 
Banking  organization,  and  key  strategies  began  to  take  place. 

First,  the  Credit  Risk  team  embarked  on  developing  enhanced  reporting  capabilities.   Second,  it 
spearheaded  the  launch  of  a  development  cycle  of  a  front-end  decisioning  system,  proprietary 
models,  and  adaptive  control  systems. 

Once  the  team  was  well  underway  in  this  development,  the  team  looked  toward  other  business 
units  that  might  benefit  from  the  investments  being  made  in  these  systems.  At  this  point  in  our 
history,  the  team  began  the  process  of  attempting  to  work  with  the  Home  Loans  organization  to 
leverage  these  Enterprise  capabilities. 

Numerous  attempts  were  made  to  demonstrate  the  benefits  of  the  systems,  and  the  opportunities 
for  the  Home  Loans  organization.   At  each  point,  the  Home  Loans  Executive  Management  team 
rejected  all  such  solutions,  and  stated  that  they  would  build  all  of  this  within  the  Optis 
application.   The  Oplis  platform  was  essentially  two  main  components.   Optis  .1  which  focused 
on  the  origination  platform,  embedded  a  series  of  tools  that  were  hard  coded,  inflexible,  and 
very  difficult  to  change.  Optis  2,  led  to  significant  investment  write-offs  as  an  approach  to 
building  systems  around  the  end-to-end  origination  process. 

Following  on  the  path  of  these  challenges,  the  Credit  Risk  team  implemented  Quarterly 
Business  Reviews  for  ail  units  to  provide  updates  on  core  portfolio  performances,  expectations, 
and  risk  mitigating  strategies. 
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SECTION  im 


Regulatory  History 

Key  weaknesses  identified  by  Regulatory  Bodies 
Andy,  please  fill  out  this  section. 


SECTION  ilV 


2003-2004 

Key  Events  and  Decisions  Leading  to  Today 's  Environment 

With  the  Optis  disaster,  key  financial  misses  and  tremendous  Regulatory  scrutiny,  the  core 
Home  Loans  Executive  Staff  was  dismissed  and  replaced. 

Deanna  Oppenheiraer  was  given  responsibility  for  the  Home  Loans  organization  in  addition  to 
Retail  Banking.   With  this  appointment,  Deanna  and  Jim  began  to  insert  members  from  the 
Corporate  team  directly  into  the  Home  Loans  Credit  operation. 

Parallel  to  these  management  changes,  the  organization  identified  a  mandatory  $1B  expense 
cutting  exercise.   These  cuts  were  distributed  amongst  all  areas  of  the  corporation,  but  fell 
heavily  on  the  Home  Loans  organization.  On  the  credit  front,  significant  cuts  were  mandated  in 
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the  Appraisal,  Credit  and  Underwriting  organizations.  These  cuts  were  mandated  in  the  face  of 
over  56  (check  this  Andy)  core  Regulatory  concerns  and  criticisms  with  the  Credit  organization 
as  the  principle  owner  required  to  fix  these  challenges. 

Early  on,  the  team  had  noted  an  absolute  absence  of  underwriting  standards  which  began  to 
drive  up  Non-Performing  loans  to  an  accelerated  level.  The  primary  driver  for  these  poor 
performances  was  the  continued  underwriting  and  retention  of  loans  that  fell  into  low  credit 
quality  segments  with  no  credit  quality  floors  and  an  absence  of  pricing  differentiation.   This 
led  to  profitability  challenges  of  sub-prime  borrowers  originated  at  prime  prices  without  a  clear 
financially  viable  exist  strategy.   In  essence,  this  created  a  cross-subsidization  of  our  prime 
borrowers  as  originators  attempted  to  focus  on  a  wide  range  of  borrowers  without  being  held 
accountable  for  profitability. 


SFP.  Prima  Portfolio  -  Perform  ancrn  by  Origination  FfCo  Seer* 


The  graph  below  shows  the 
delinquency  rate  of  our  SFR  Prime 
portfolio  over  the  past  13  months  by 
origination  K1CO  score.  The  lower 
the  FICO  score,  the  worse  the 
performance  of  the  loan.  In  fact,  as 
of  December  2004,  loans  originated 
with  FICO  scores  less  than  580  have 
a  delinquency  rate  more  than  five 
times  as  large  as  those  originated 
with  FICO  scores  greater  than  580. 

Not  only  is  overall  performance 
worse  for  lower  credit  quality  loans, 
but  the  volatility  of  performance  is 
also  much  greater.  The  graph  to  the  left  shows  average  performance  by  origination  FICO;  in 
fact,  the  performance  of  some  loans  is  much  worse  than  average.  In  addition  to  average 
delinquency  rate,  the  following  two  graphs  show  the  standard  deviation  of  performance  over  the 
past  three  months  for  loans  with  origination  FICO  score  less  than  580  and  those  with 
origination  FICO  scores  greater  than  580; 
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The  standard  deviation  is  a  measure  of  the  amount  of  variation  in  performance.  From  the  graphs 
above,  it  is  clear  that  the  variability  in  performance  is  significantly  higher  for  low  credit 
quality  loans  than  it  is  for  higher  credit  quality  loans.  The  difference  in  delinquency  rate 
between  +3  and  -3  standard  deviations  for  loans  with  origination  FICO  score  less  than  580  is 
more  than  18  times  as  large  as  the  difference  for  loans  with  origination  FICO  scores  greater 
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than  5&0,  indicating  that  some  loans  will  take  even  more  time  and  resources  to  service  than  the 
average  poor  credit  quality  loan.  Lower  credit  quality  loans  contribute  disproportionately  to 
delinquencies  and  losses.  This  is  one  reason  that  the  Minimum  Credit  Standards  (MCS)  were 
put  into  place.  These  loans  also  contributed  greatly  to  the  pool  of  NPA's  that  were  sold  over 
the  course  of  the  last  six  quarters. 


April  2004  Originations  -  Perform  anct  Over  Tim* 
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The  graph  to  the  left  shows  the 
delinquency  rates  for  loans 
originated  in  April  of  this  year 
(the   first  month  that  the  MCS 
were  rolled  out).  Even  after 
only  nine  months  in  our 
portfolio,  the  difference  in 
performance  between  loans  that 
failed  the  MCS  and  those  that 
did  not  is  clear  -  the  loans  that 
did  not  meet  the  MCS  are 
contributing  disproportionately 
to  the  delinquency  in  our 
portfolio.  Though  the 
performance  of  MCS  failures 
improved  slightly  between 
November  and  December,  as  of 


December  2004,  loans  originated  in  April  2004  that  failed  the  MCS  still  have  a  delinquency 
rate  three  times  that  of  originations  that  did  not  fail  the  MCS.  Additionally,  as  of  December, 
loans  that  did  not  meet  the  MCS  have  a  serious  delinquency  rate  (4+  Payments  Past  Due)  that  is 
six  times  the  serious  delinquency  rate  of  loans  that  did  not  fail  the  MCS. 

ace  a  set  of  product  eligibility  parameters  that 
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Prior  to  the  introduction  of  MCS,  we  had  in  pi 
attempted  to  achieve  levels  of  credit 
performance  by  limited  Loan  Amounts  and 
LTVs.   In  2004,  the  Credit  team  began  to 
reverse  this  strategy  with  significant 
expansions  in  allowable  loan  amounts  and 
LTVs  to  reduce  the  amount  of  the 
parameter  exceptions  -  up  to  20%  at  one 
point  -  while  attempting  to  gain  a  small 
degree  of  control  of  borrower  credit  quality 
with  very  low  hurdles  for  minimum  credit 
quality.   (540  Minimum  FICO  in  most 
instances)   Furthermore,  Credit 
spearheaded  the  development  and 
introduction  of  the  Exception  pricing  tool, 
moving  it  much  closer  to  point-of-sale  for 
speed  and  accuracy  as  well  as  moving  the 
exception  pricing  surcharge  rate  from  over 
60%  to  almost  0. 

Questions  have  been  raised  regarding  whether  low  loan  to  value  (LTV)  ratios  can  be  considered 
compensating  factors  for  applicants  with  FICO  scores  below  the  Minimum  Credit  Standards  In 
order  to  address  this  question,  we  looked  again  to  April  2004  originations.  The  graph  to  the 
right  shows  the  performance  of  MCS  exceptions  and  non-exceptions  (originated  in  April)  as  of 
December  2004  by  LTV  ratio.  Not  surprisingly,  the  MCS  failures  tend  to  perform  worse  than 
originations  that  were  not  MCS  exceptions  across  all  origination  LTV  ranges.  The  biggest 
difference  in  performance  is  actually  within  the  lowest  origination  LTV  range  (<60%),  where 
MCS  exceptions  have  a  serious  delinquency  rate  (4+PPD)  32  times  the  seriously  delinquency 
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rate  of  loans  lhat  did  not  fail  MCS.  This  indicates  that  from  a  performance  standpoint,  lower 
exposure  is  not  a  compensating  factor  for  lower  credit  quality. 

We  have  made  significant  progress  over  the  past  few  months  in  eliminating  exceptions  to  the 

Minimum  Credit  Standards,  as  shown  in  the     /- 

chart  to  the  right.  In  fact,  the  percentage  of 
MCS  exception  approvals  and  commitments 
has  been  less  than  1%  so  far  in  January. 

By  not  looking  the  deals  that  don't  make 
sense,  we  will  have  greater  consistency  and 
efficiency,  and  will  be  able  to  focus  more 
time  on  our  core  customers  and  enhance 
our  product  offerings  in  core  areas. 

Making  these  changes  to  our  business  today 
will  create  long-term,  lasting  benefits.  "Nol 
only  will  we  see  better  profitability  through 
lower  costs  and  predictable  credit 
performance,  but  we  will  have  more 

satisfied  customers  because  we  will  be  able      *" 

to  decision  their  loans  quickly  and  efficiently. 

As  a  next  step  on  the  horizon,  our  team  began  an  exercise,  while  simultaneously  slashing 
expenses,  to  implement  key  control  mechanisms.  The  first  of  these  began  with  the  introduction 
of  Minimum  Credit  Standards  in  (Andy  provide  the  date,  and  also  list  other  key  underwriting 
enhancements  from  our  document). 

Credit  Risk  also  noted  many  areas  for  loosening  of  credit  standards.   In  fact,  the  team  made 
several  key  enhancements  to  underwriting  standards  thai  significantly  benefited  the  Sales 
Organization,  and  would  provide  Sales  opportunities  well  in  excess  of  the  4-5%  of  expected 
volume  loss  from  the  introduction  of  the  standards. 

Several  attempts  were  made  to  enforce  these  standards,  and  loopholes  continued  to  emerge  that 
were  exploited  by  the  sales  team.   The  Credit  Risk  team,  then  worked  with  the  business  to 
eliminate  sub-prime  loans  from  the  origination  process  as  well  to  reduce  volatility  and  ensure 
adequate  returns  were  realized  within  the  portfolio. 

Any  attempts  to  enforce  more  disciplined  underwriting  approach  were  continuously  thwarted  by 
an  aggressive,  and  often  limes  abusive  group  of  Sales  employees  within  the  organization. 

In  mid  2004,  a  leadership  flip-flop  occurred,  putting  Craig  Chapman  in  charge  of  the  Home 
Loans  organisation. 

During  several  key  Home  Loans  Executive  Staff  meetings,  several  key  mandates  were  set: 

•  Achieve  an  80%  decisioning  automation  rate  and  corresponding  reduction  in 
underwriting  personnel  by  2Q  "05, 

•  Immediately  implement  a  version  of  Risk  Based  Pricing 

This  first  initiative  demanded  a  core  rethinking  of  our  origination  strategy.   Essentially,  to  meet 
this  and  other  efficiency  targets,  the  organization  would  require  undergoing  a  fundamental 
cultural  shift  from  one  of  mass  customization  in  the  Home  Loans  origination  process,  to  one 
where  products  and  processes  were  much  simpler.   It  also  required  the  design  of  key  collateral 
and  Customer  segments  that  would  not  fit  into  the  model  due  to  the  costly  nature  of 
underwriting  these  loan  types,  or  the  challenge  in  selling  and  securitizing  product  sets. 
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The  Credit  team  then  worked  to  design  a  set  of  "In  the  Box"  criteria,  to  enable  the  strategic 
goals.    During  these  design  sessions,  the  team  also  wanted  to  begin  focusing  on  areas  of  credit 
expansion  that  made  sense  to  again  hopefully  make  this  more  palatable  for  (he  Sales 
Organization.  (Elizabeth,  insert  the  "In  the  Box"  document  here.)  In  fact,  it  was  noted  that  the 
areas  for  expansion,  were  far  more  significant  than  the  areas  of  proposed  reduction. 

Throughout  the  year,  the  Credit  team  attempted  to  provide  a  balance  between  the  reduction  of 
highly  volatile  assets  and  the  need  to  continue  to  grow.  (Alan,  insert  the  application  rate 
improvement  rate). 

In  order  to  begin  implementing  these  cultural  changes,  the  Credit  team  was  instructed  to  begin 
implementing  the  box  specifically  with  5/1  IO  loans  to  allow  no  exceptions.   We  believe  that 
this  and  the  introduction  of  a  very  limited  Risk  Based  Pricing  initiative  led  to  much  of  the  noise 
we  are  hearing  today.   This  form  of  Risk  Based  Pricing  was  significantly  constrained  by  an 
Optis  .1  change  implementation  restrictions.   The  strategy  employed  was  essentially  Capital 
Markets  not  Credit  driven  and  only  incorporate  a  single  F1CO  adjustment  for  Low  Doc  loans. 
A  more  optimal  Risk  Based  Pricing  framework  should  incorporate  much  broader  differentiation 
by  credit  quality  and  LTV  to  eliminate  some  of  the  pricing  subsidization  charges  to  our  best 
Customers,  and  requiring  higher  risk  borrowers  to  pay  an  appropriate  rale  given  likely  volatility 
and  performance.   Enabling  this  broader  pricing  vision  will  also  serve  us  well  as  we  focus  on 
N1M  expansion. 

Towards  the  end  of  the  year  (Elizabeth  and  Alan,  add  the  BEDE  engine  and  rules  key  features 
and  benefits  hcre)| 


suction  iv 


Comment  [til]:  t  would  portray 
B-EDE  as  a  start  on  our  effort  to 
introduce  Streamlined  Doc  in  a 
way  that  we -do;  not  get  hit  in 
Capital: Markets  executions  or 
portfolio  performance  Wtth  the 
surcharges;'  nsk  of  our  current 
Low  Doc  program,  while  moving 
toward  tf*e  ftO  percent  auto-:  : 
dedstonlng  rate. 


Key  Concerns  and  Opportunities 

Home  Loans  Credit  and  Underwriting 

Credit  believes  that  the  Sales  force  does  not  recognize  the  historical  context,  need  for  change, 
and  significant  credit  enhancements  given  to  the  Sales  team  by  the  Credit  Risk  team.  Clearly, 
our  team  wants  nothing  less  than  the  organization  to  grow  and  prosper.   We  believe  strongly 
that  the  Sales  team  is  clearly  one  of  the  biggest  key's  to  this  success.   However,  we  do  not  feel 
that  leadership  is  providing  the  necessary  catalyst  to  bring  the  teams  together  in  a  partnership 
approach  to  solving  the  organizations  long-term  issues. 

The  following  bullets  summarize  the  key  concerns  of  the  credit  risk  organization: 

•  The  aggressiveness  of  the  Sales  team,  and  in  many  cases  inappropriate,  rude  and  or 
insulting  behavior  towards  Underwriting  staff  is  infectious  and  dangerous. 

•  A  lack  of  a  fundamental  understanding  by  many  Loan  Consultants  as  to  what 
constitutes  an  acceptable  credit  is  lacking 
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•  The  organization  is  at  significant  risk  in  its  Option  ARM  and  Hybrid  portfolios  of 
payment  shock  created  by  abnormally  low  Start,  or  teaser  rates,  and  aggressively  low 
underwriting  rates.  The  Executive  team  agreed  to  and  implemented  a  process  for 
managing  these  concerns  based  upon  an  algorithm  and  process  recommended  by  Credit. 
Unfortunately,  the  process  agreed  to  has  disintegrated  into  an  ad-hoc  decision  making 
process  without  any  clear  rational  or  alternative  process  for  the  future.  Credit  has  been 
open  to,  and  has  provided  recommendations  for,  alternatives  if  the  existing  process 
creates  too  much  near  term  turmoil.   We  face  some  additional  challenges  as  these 
procedures  were  shared  earlier  with  Regulators  with  the  full  commitment  of  Executive 
Management  for  immediate  implementation.   It  is  our  contention  that  in  the  upwardly 
sloping  rate  environment  and  likely  housing  appreciation  flattening,  we  are  putting 
borrowers  into  homes  that  they  simply  cannot  afford.   This  is  not  only  a  Washington 
Mutual  challenge,  it  is  likely  to  be  an  industry  challenge  as  many  .borrowers  will  likely 
be  unable  to  refinance  themselves  into  loan  structures  with  payment  amounts  near  their 
current  levels, 

•  We  need  our  Sales  team  to  partner  effectively  with  other  groups  to  assist  in  driving 
operational  efficiencies  and  excellence.  These  disciplines  will  enable  a  much  broader 
ability  to  expand  credit  and  opportunity  for  the  Sales  team  in  the  near,  intermediate  and 
long-run.  A  reversion  to  an  undisciplined  Sales  culture  and  high  degrees  of 
underwriting  "customization"  will  subject  the  organization  to  significant  Regulatory 
scrutiny  that  may  impact  the  ability  of  the  organization  to  meet  its  5-year  Strategic 
Plan. 

Most  importantly  however,  we  know  that  all  of  the  change  cannot  occur  at  once  thereby  risking 
the  retention  of  large  numbers  of  our  Sales  force.   However,  we  believe  that  Executive 
Management  can  quickly  engage  in  quelling  the  "noise"  in  the  Sales  force  by  educating  them  on 
the  tremendous  efforts  that  Credit  Risk  has  done  to  provide  tools  to  enable  them  and  the 
organization  to  succeed.   Further,  Executive  management  should  be  very  clear  about  what 
constitutes  acceptable  levels  of  credit  characteristics  for  the  prime  SFR  portfolio. 
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From:  Schneider,  David  C. 

Sent:  Thursday,  February  28,  2008  8:01  PM 

To:  Alexander,  Elinor  A.  <elinor.alexander@wamu.net> 

Subject:  FW:  2008  Leadership  Bonus 

Attach:  2008  Leadership  Bonus  Charts  Final2-21-08.xls 


Please  print 


From:  David,  Daryl  D. 

Sent:  Thursday,  February  28,  2008  11:22  AM 

To:  Baker,  Todd;  Cathcart,  Ron;  Horvath,  Debora;  Rotella,  Steve;  Brooks,  Alfred  R.;  Corcoran,  James;  Schneider, 

David  C;  Casey,  Tom;  Landefeld,  Stewart  M.;  Vuoto,  Tony 

Cc:  Killinger,  Kerry  K. 

Subject:  2008  Leadership  Bonus 

Importance:  High 

EC, 

This  week  the  HR  Committee  approved  the  formula  and  measures  for  the  2008  Bonus  plan.  I  wanted  to  bring  you 
up  to  date  since  we  last  discussed  this  at  the  EC  meeting  on  the  1 9th.  The  key  points  are: 

1 .  The  changes  I  described  for  Senior  Leaders  down  through  level  8  remain  as  was  presented.  A  full 
communication  to  all  participants  will  begin  roll  out  next  week.  Your  HR  person  will  be  able  to  help  you  handle 
any  questions. 

2.  The  corporate  measures  and  weights  stay  the  same.  There  were  some  slight  adjustments  to  the  goal  numbers 
in  the  payout  grids  based  on  our  updated  plan.  I  have  attached  the  final  grids  for  you  to  review. 

3.  We  will  be  filing  an  8K  disclosure  describing  the  plan  to  the  shareholders  next  week.  The  disclosure  covers  the 
measures,  weights  and  how  the  committee  will  determine  the  final  rating.  Please  see  the  text  below.  If  you  have 
any  questions,  let  me  know. 


For  the  2008  Bonus  Plan  the  Committee  selected  the  following  performance  measures  and  relative 
weights: 

•  The  Company 's  2008  net  operating  profit,  weighted  at  30%,  calculated  as  operating  profit  before 
income  taxes  and  excluding  the  effects  of(i)  loan  loss  provisions  other  than  related  to  our  credit  card 
business  and  (ii)  expenses  related  to  foreclosed  real  estate  assets; 

•  The  Company 's  2008  noninterest  expense,  weighted  at  25%,  calculated  to  exclude  expenses  related  to 
(i)  business  resizing  or  restructuring  and  (ii)  foreclosed  real  estate  assets; 

•  The  Company 's  2008  depositor  and  other  retail  banking  fees,  weighted  at  25%;  and 

•  The  Company 's  2008  customer  loyalty  performance,  weighted  at  20%,  based  upon  a  proprietary  rating 
system  designed  by  the  Company  and  an  outside  vendor. 

In  evaluating  Company  financial  performance,  the  Committee  may  adjust  results  to  eliminate  the  effects 
of  charges  for  discontinued  operations,  extraordinary  items  and  items  of  gain,  loss  or  expense  determined  to  be 
extraordinary  or  unusual  in  nature  or  infrequent  in  occurrence  or  related  to  the  disposal  of  a  segment  or  a 
business  or  related  to  a  change  in  accounting  principle. 

In  light  of  the  challenging  business  environment  and  the  need  to  evaluate  performance  across  a  wide 
range  of  factors,  the  Committee  will  take  a  three-step  approach  to  determine  actual  annual  cash  bonus 
payments.  Accordingly,  after  the  end  of  2008,  the  Committee  will  exercise  its  discretion  under  the  2008  Bonus 
Plan  to  determine  the  final  cash  bonus  payouts  for  each  executive  officer,  including  the  Named  Executives,  by: 
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1)  reviewing  and  considering  performance  results  for  the  four  pre-established  Company 
performance  measures  noted  above; 

2)  reviewing  other  appropriate  factors  and  measures  of  Company  financial  performance;  in 
particular,  the  Committee  will  subjectively  evaluate  Company  performance  in  credit  risk 
management  and  other  strategic  actions  that  impact  overall  corporate  profitability;  and 

3)  evaluating  each  executive 's  individual  performance  during  2008  to  determine  whether  it  is 
appropriate  to  adjust  the  executive 's  final  bonus  payout  from  the  amount  that  would  be  payable 
based  solely  on  the  Committee 's  assessment  of  Company  performance  under  steps  (1)  and  (2) 
above. 


Daryl  David 

Confidential  Notice:  This  communication  may  contain  confidential  and/or  privileged  information  of  Washington 
Mutual,  Inc.  and/or  its  subsidiaries.  If  you  have  received  this  communication  in  error,  please  advise  the  sender  by 
reply  email  and  immediately  delete  this  message  and  any  attachments  without  copying  or  disclosing  the 
contents.  Thank  you. 


Confidential  Treatment  Requested  by  JPMC  JPM_WM02446550 
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Credit  Risk 
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Credit  Risk  is  the  risk  of  an  obligor  or  counterparty 

defaulting 

We  are  exposed  to  credit  risk  through  various 
activities,  including: 

-  Lending 
~~  Investing 

-  Deposit  taking 

-  Contracting 
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Febivary  25,  2008 


Ot-dit  Risk  Overview 
WaMu  Internal  Use  Only  -  Confidential 
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Basic  Terms  of  Business 
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Borrower  types 

-  Consumer 
~~  Commercial 

Counterparty/Sponsor  support 

-  With  or  without  recourse 

-  Guaranty 

Unsecured  or  Secured;  if  secured 

-  Real  property 

-  Personal  property 

Pricing 

-  Risk-based 

-  Average 
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Why  We  Take  Credit  Risk 
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Rationale  for  taking  credit  risk  includes: 

•  Return.  We  generally  earn  an  expected  return  for  retaining 
credit  risk. 

•  Earnings,  Taking  credit  risk  is  one  of  the  primary  ways  financial 
institutions  generate  earnings. 

•  Diversification.  We  realize  diversification  benefits  since  this 
risk  is  not  highly  correlated  with  other  risks  we  face  (primarily 
interest  rate  risk). 

•  Prerequisite.  We  cannot  participate  in  most  transactions 
without  being  exposed  to  some  credit  risk. 
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Credit  Policy 
Collateral  Evaluation 

-  appraisa! 

-  AVM,  other 
Underwriting,  Rating  &  Scoring 

-  AUS 
■  traditional 

Insurance 

-  loan  (e.g.  PM!) 

-  hazard  (including  flood) 

•  Credit  Review  /  QC 

-  consumer 

-  commercial 
■  Surveillance 

-  performance  monitoring 

-  re-underwriting/rating/scoring 

-  marketing  collateral  to  market 
-  Line  Management 

•  Loss  Mitigation  &  Workout 
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insurance 

-  pooi 

-  bond 
Non-recourse  Sales 

•  card 
••  GSE 

-  private  MBS/ABS 

-  whole  loan 
Risk-based  Pricing 
Reserves 
Diversification 

-  geographic 

-  temporal 

-  amplitudinai 

-  sourcing 

-  product 

-  broker/counterparty/sponsor 
••  offsetting  positions  &  risks 
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Whole  Loans 

-  NFS  inventory 

-  HFl  portfolio 
Rep  &  Warrant 

•  general 
-EPD 

Interest  "Strips" 
••  MSRs 

-  spread  accounts  (card) 

-  residuals  (card,  mortgage) 
Reinsurance 
Counterparty 
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irket  Environment 

Collateral  prices  (typically  real  estate  prices) 
Market  prices  (often  interest  rates) 
Competitor  offerings  &  actions 
Macroeconornic  conditions 
Consumer  &  business  sentiment 
Demographics 

[lateral  Characteristics  /  Quality 

Value 

Condition 

Marketability  /  Liquidity 


orrower/Counterparty  Characteristics  /  Quality 

-  Target  customer 

-  "Ruthiessness"  (default,  prepayment,  other) 

-  Concentrations  (loans  to  one  borrower) 

-  Credit  (history,  obligations) 

-  Capacity  (income/profitability,  reserves/liquid  assets,  nei  worth/leverage) 
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(continued  from  the  previous  page) 


anufacturing  Quality 

Process 

Adverse  selection  potential 
-  Data  integrity 


See  appendix  for  more  complete  list  of  transaction  quality  elements 
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-  Losses  are  very  sensitive  to  unemployment 

-  Losses  will  be  higher  than  recent  lows,  but  within  expectations  provided 
that  economic  conditions  (unemployment)  remain  benign 

-  Securitization  is  a  key  risk 

-  More  pricing  and  line  management  alternatives 

Commercial  RE 

-  Still  performing  well 

-  Delinquencies  and  losses  increasing  though  still  within  expectations 
~  Our  MF  should  be  less  vulnerable  than  other  Commercial  RE 

mail  Business 

-  Balances  are  relatively  low  ($1 .48  drawn,  $1 ,4B  open  to  buy) 

-  Delinquencies  and  losses  have  been  well  above  expected  levels 

-  Multiple  actions  underway  to  address  adverse  performance;  new  volume 
down  significantly 
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FARES  Single  Family  Residence  Home  Price  Index1  '  (January  2008} 
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Balance  Distribution 
By  Voiume  Category 
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By  Volume  Category 
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WaMu  Real  Estate  Loan 
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Liquidity  improvement  Financial  markets  begin  to  provide  liquidity  for  Jumbo  and 
otherwise  non-conforming  loan  products.  Otherwise,  there  wil!  continue  to  be  fewer 
potential  homebuyers  in  major  areas  of  the  country,  especially  where  we  have  high 
concentrations.  Current  Outlook:  liquidity  continues  to  be  extremely  constrained. 

Prepayments  Rebound.  Loans  typically  terminate  in  full  payoff  of  the  loans, 
leaving  fewer  loans  outstanding  for  subsequent  potential  default.  Prepayments 
have  been  suppressed  by  weak  home  sales  and  lack  of  refinancing  opportunities, 
leaving  more  cumulative  loss  potential  on  our  books.  Current  Outlook:  Prepayment 
outlook  is  mixed  depends  upon  loan  type  and  borrower  attributes. 

Rate  of  House  Price  Declines  Bottoms  Out  Declining  home  values  have 
increased  loss  frequency  and  seventy.  The  acceleration  of  loss  rates  are  unlikely  to 
abate  until  the  rate  of  decline  in  home  prices  slows.  Current  Outlook:  prices 
continue  to  decline,  especially  where  we  have  high  concentrations. 

Economy  Stabilizes.  More  homeowners  are  losing  their  jobs  as  the  deflation  of 
housing  markets  and  disruptions  in  financial  markets  ripple  through  the  economy. 
Resumed  strength  in  employment  growth  and  a  halt  to  the  uptrend  in  unemployment 
would  be  welcome  signs  of  stabilization.  Current  Outlook:  recession  probability  has 
increased. 
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Federal  Policy  Initiatives 
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Initiatives: 

•  Federal  Reserve  Actions 

-  1 25  bp  cut  in  Fed  funds  target 

-  Term  Auction  Facility 

•  Fiscal  Policy  Actions 

-  Tax  rebate  for  households 

-  Business  tax  changes 

•  Regulatory/Other  Changes 

-  FHA  expansion 

-  Increase  in  GSE  conforming 
!oan  limits 


Expected  Impact  is  Minimal: 

Increase  in  HM 

Reduction  in  ARM  and  HELOC 
payment/accrual  rates 

Delay  in  Option  ARM  recasts 

Reduction  of  ARM  payment 
shock 

Prepayment  of  low  credit  risk 
loans,  including  those  that 
meet  the  new  GSE  conforming 
limits 
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II 


Sorted  by  Total  Mortgage  Concentration;  Source:  FBR  report  dated  02-08-2008 

As  %  of  Common  Tangible  Equity 

Hnms 

Ticker       Market  Cap 


Institution 

Washington  Mutual 
Northwest  Bancorp,  (MHC) 
TCF  Financial 
Webster  Financial 
National  City 
Ciligroup  inc. 
Countrywide  Financial 
Sovereign  Bancorp,  Inc. 
F=rst.  Horizon 
Huntington  Bancshares 
Bank  of  America 
SunTrust  Banks,  Inc. 
Wells  Fargo  &  Company 
Regions  Financial 
U.S:  Bancorp 
PNC  Financial  Services 
Citizens  Republic 
M&T  Bank  Corporation 
Associated  Banc-Corp 
Fifth  Third  Bancorp 


WM 

18,962 

NWSB 

1,400 

TCB 
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WBS 

1,810 

NCC 

1 1 ,398 

C 

143,290 

CFC 

4,396 

SOV 
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2,794 

HBAN 
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BAC 

199,838 

STS 

23,807 

.WFC 

111,045 

RF 

17,847 

USB 

58,752 

PNC 

22,649 

CRBC 

1,087 

MTB 

10,337 

ASBC 

3,670 

FIT'S 

14,947 

Home 
Equity 


457% 
146% 
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198% 
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295% 
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Liens 
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364% 
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Adverse  Environmental  Conditions.  This  cycle  has  been  especially 
severe  as  a  result  of  several  unique  circumstances,  including: 

™    Guideline  Expansion:  prior  to  the  recent  melt-down  in  the  capital  markets,  industry 
guidelines  expanded  beyond  what  had  existed  in  previous  cycles. 

-  Home  Prices:  house  price  patterns' in  recent  years  departed  substantially  from  historical 
norms. 

-  Liquidity:  the  continuing  absence  of  liquidity  in  the  primary  and  secondary  markets  is 
without  precedent. 

-  Negative  Feedback  Loop:  many  of  these  conditions  are  self-reinforcing  thereby  further 
worsening  the  environment 

High  Product  and  Geographic  Concentrations.  We're  heavily 
concentrated  in  several  key  dimensions: 

-  Residential  Mortgages:  we're  highly  exposed  to  this  asset  class,  which  has  performed 
very  poorly  in  this  cycle. 

-  High  Risk  Products:  within  residential,  we  generally  retained  higher  risk  products  (e.g., 
Option  ARMs,  2nd  Liens,  Subprime,.  Low  Doc)t  which  are  also  particularly  impacted  by 
current  primary  market  liquidity  conditions. 

-  Geography:  we're  heavily  exposed  in  highly  stressed  markets  such  as  California  and 
Florida 
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Other  Sssyes  Affecting  Portfolio  Performance  jf  WaWttf 

Portfolio  Management  Choices.  Some  choices  have  benefited  and 
others  have  exacerbated  our  ongoing  results,  including: 

*    Loan  Sales:  we  sold  greater  than  normal  proportions  of  2008  and  2007  originations 

+    Guidelines:  we  tightened  guidelines  earlier  than  other  lenders 

+    Residuals:  we  sold  and  wrote  down  mortgage  residuals  aggressively 

-  Credit  Enhancements:  we  generally  have  not  used  credit  enhancements  for  the  retained 
risk  portfolio 

-  Line  Management:  while  ahead  of  most  banks,  in  early  stages  and  needs  to  be  even 
more  aggressive  in  Home  Equity  and  Small  Business 

■    Manufacturing  Defects.  While  our  guidelines  were  generally  managed 
more  conservatively  than  industry  leaders,  manufacturing  quality  was 
inconsistent  with  established  standards. 
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Data  Challenges.  As  a  result  of  manufacturing  quality  and  integration 
issues,  data  quality  is  poor;  consequences  include: 

~    Measurement  is  less  precise  and  the  processes  that  depend  on  them  are  less  effective 
-    Models  built  using  the  data  are  less  reliable 
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Residential  Mortgage  Loan; 
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Increase  in  Prepayment  Rates 
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V 


Decrease  in  Prepayment  Rates 
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loan  age  in  months 
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loans  out  (left  axis) 


•cum  defaults  {light  axis) 
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(1 )  For  illustrative  purposes  only.  Assumes  ail  other  factors  held  constant.  Numbers  do  not  represent  actual  default  or  pool  factor  figure 
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4LL.  Allowance  for  Loan  Losses  (reserve)  is  an  estimate  of  incurred  losses. 
NCOs.  Net  charge-offs  deplete  the  ALL  balance. 

Provision,  The  ALL  needs  to  be  replenished  (as  a  result  of  charge-offs)  and  may 
be  increased  (if  incurred  loss  expectations  are  higher)  through  the  provision. 
Transfer  ALL  adjustment,  typically  as  a  result  of  loans  moving  from  HFI  to  HFS 
(usually  card). 


Accuracy.  Measurement  of  NCOs  must  be  accurate  as  these  are  the  basic 

building  blocks  for  any  estimate  or  forecast  of  future  NCOs,  provisions,  and  ALL 

requirements. 

Current  Provision  Forecast  The  primary  change  between  the  previous  and  the 

current  provision  forecast  is  an  update  of  Home  Loans'  NCO  forecast,  which  was 

revised  from  $2.9B  to  4.9B. 

Lags,  There  are  a  number  of  lags  built  into  the  NCO  process  and  forecast, 

including  home  price  indexes,  property  valuations  for  NPL  loans  and  transition  rate 

assumptions. 

infrastructure.  As  the  volume  of  NCO  activity  has  accelerated  from  a  standstill  to 

warp  speeds,  the  infrastructure  has  proven  to  be  inadequate. 
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2007 


Beginning  ALL  (Reserve) 

Net  Charge-offe 

Transfer  (Card  Securitization) 

Provision 

Ending  ALL  (Reserve) 


$1,695 
(510) 
(370) 
816 


$1,630 
(1,592) 
(579) 
3,121 


$1,630  $2,580 


Coverage  Ratio 

Coverage  Ratio  (Q4  NCO  annualized) 

Q4NCO 
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Transfer  (Card  Securitization) 
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2008  Update: 


$  2,580  $  2,571 

(3,830)  (5,200)  to  (6,200) 

(125)  (100)  to  (200) 

7,600  10,500  to  12,500 


2008 


$  6,225  $6,500  to  $9,000 
~T.6                  1-6  1.2  to  1.5 

0.9  1.5  1.0  to  1.5 

(747)  (1,033) 


Q12008 


Q1  2008  Update 


$  2,580  $  2,571 

(917)  (1,200)  to  (1,400) 

(35)  0  to  50 

1,900  2,000  to  3,500 


$3,528       $3,200  to  $4,500 
0.6  to  1.0 
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Provision  Volatility 
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We  expect  actual  provisions  and  the  provision  outlook  to  remain 
volatile  as  a  result  of  multiple  factors,  including: 

•  Environmental  uncertainties 

•  NCO 

-  Absolute  levels 

-  Process  changes 

•  ALL 

-  Recalibrations 

-  Potential  upward  adjustment  of  cap  on  Qualitative 

-  Reconciliation  with  Home  Loans 

-  Introduction  of  new  approach 

•  Card  securitization 
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S&P  Levels  ■  WaM" 

•  Widely  used  external  benchmarking  tool 

-   An  important  instrument  internally,  given  our  data  and 
modeling  limitations 

•  Generates  a  spectrum  of  cumulative  loss  forecasts  associated 
with  different  rating  levels 

•  Recent  internal  and  external  news  indicate  an  acceleration  of 
the  timing  and  increase  in  the  level  of  expected  cumulative 
losses  (i.e.  we  may  be  experiencing  something  worse  than  a 
BB  event). 
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Actions  Underway  or  to 

•  Temper  Pervasive  Themes 

-  Customer  Service 

-  Efficiency 

Continue  to  implement  aggressive  Line  Management 
Clarify  Asset  Strategy 
Establish  and  follow  a  Geographic  Strategy 
Strengthen  NCO  Processes  and  Infrastructure 
Revamp  ALL  approach  for  residential  mortgages 
Fortify  Pricing  Strategies 
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Si: 


supplement  to  section  one  (Background) 

*    Manufacturing  Quality;  Transaction  elements 

-  Basic  transaction  terms  (recourse,  guaranty,  security) 

-  Spurring  (retail,  wholesale;  correspondent,  bulk) 

-  Insurance  (placement  &  availability  of  both  loan  and  hazard) 

-  Adverse  selection  potential 

-  Equity  (LTV,  CLTV,  lien  position) 

-  Collateral  valuation  method  (appraisal,  AVM,  PIW) 

-  Documentation  (employment,  income,  assets) 

-  Loan  size 

-  Loan  purpose  (purchase,  rate  refinance,  cash-out  refinance) 

-  Property  type  (SFR,  condo,  2-4,  multifamily,  office,  hotel,  ,..) 

-  Occupancy  (owner,  second,  investor) 

-  Maturity  &  amortization  type  (30  vs.  1 5  yr;  IO,  negative  amortization) 

-  Seasoning  (age  of  the  loan  and  delinquency  history) 

-  Product  type  (fixed  vs.  ARM,  Neg  Am  vs.  IO  vs.  Amortizing,  ...) 

-  Number  of  borrowers  per  loan 

-  Utilization  for  "revolving"  obligations 

-  Call  protection  (prepayment  penalties,  yield  maintenance) 
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(in  $  Millions) 
SFR  Prime 
Outstanding  Portfolio  Balance 

Sep-06 

$123,179 

Dec-06 

$101,562 

NJar-07 
$95,522 

Jun-07 

$90,593 

Sep-G7 

$106,003 

Dec-07 

$112,314 

Jan-08 

$112,194 

Total  Delinquencies 
Total  Delinquency  Rate 

$1  ,449 
1.18% 

$1,661 
1 .64% 

$1,730 
1.81% 

$2,164 
2.39% 

$3,086 
2.86% 

$4,703 
4.18% 

$5,310 
4.73% 

Non  Pert'or  rring  Loans 
Non  Performing  Loan  Rate 

$603 
0.49% 

$66? 
0.66% 

$731 
0.77% 

$1,038 
1.15% 

$1 ,496 
.  1.39% 

$2,358 
2.09% 

$2,707 
2.41% 

Net  Charge- of fs 

Annualized  Net  Charge-off  Rate 

Subprime  Mortgage  Channel 

Outstanding  Portfolio  Balance 

S16 
0.05% 

Sep-06 

$21 ,245 

$20 
0.07% 

Dec-06 

$20,700 

$35 
0.14% 

Mar-07 
$20,350 

$21 
0.09% 

Jun-07 

$20,45? 

$52 
0.20% 

Sep-07 

$19,996 

$100                   $97 
0.36%                1.03% 

Dec-07             Jan-08 

$18,617              $18,166 

Total  Delinquencies 
Total  Delinquency  Rjte 

$1 ,883 
8.36% 

$2,172 
10.49% 

$2,289 
1 1 .24% 

$2,680 
13.10% 

$3,495 
17.48% 

$3,963 
21.29% 

$4,047 
22.28% 

Non  Perforrrsng  Loans 
Non  pp.rfornw»Q  Loan  Rate 

$1,122 
5.28% 

$1,282 
6.19% 

$1,503 
7.35% 

$1 ,707 
8.34% 

$2,356 
1178% 

$2,721 
14.61% 

$2,783 
15.35% 

Net  Charge- of fs 

Annualized  Net  Charge-off  Rate 

Home  Equity 

Outstanding  Portfolio  Balance 

$47 
G.91% 

Sep-06 
$52,842 

$48 

C.92% 

Dec-Gfi 

$52,382 

$40 
0.77% 

Mar-07 
$53,374 

$92 
1 .79% 

Jun-07 

$55,776 

$145 
2.85% 

Sep-07 

$59,120 

$273 
5.73% 

Dec-07 

$60,366 

$132 
8.64% 

Jan-08 

$61,146 

S634 
1.19% 


Total  Delinquencies  $462  $58S 

Total  ^'nquemy  r^te 0:S7% 1-11% 

Non  Performing  Loans  $161  $231  $297 

ten  Perfofrring  Loan  Rate 0.30%  gjff^ 0j6% 

TjeTaTalge-offs     "  $6  $11  $26 

Annualized  Net  Charge-off  Rate  0.04%  C.C9%  0.20% 


$778 
1 .40% 


$1,154 
1 .95% 


$1,708 
2.80% 


$.1,898 
3.10% 


0.68% 


$533 
0.90% 


.37% 


$978 
1.60% 


$52 
0.33% 


$101 
0.70% 


$244 


$113 
2.22% 


I 


o 

Ln 
■£■ 

00 


Home  Loans  SFR  Prime  includes  SFR  Prims.  Custom  and  Builder  portfolios 

Subpturts  Woitgaoe  Channel  includes  Purchased  SMF.  Long  Bsech  Mortgage,  HEL  Sabptiw,  and  HBL  Purchased  portfolios 


Home  Equity  inciodss  HEL  and  HELCC  portfolios:  excludes  Other  Consurmt  po;ifo!io 


o 
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Managed  Delinquencies 
Managed  Rate 


(in  $  Millions) 

Card  Services  Sep-os 

Outstanding  Portfolio  Balance |2 1,921 

On  Balance  sheet  Delinquencies  $208 

On  Balance  sheet  Rate  2.34% 


Managed  Net  Charge-clfs 

Managed  Annualized  Net  Charge-off  Rate 


$1,212 
5.53% 


$311 
5.71% 


Dec-06 

$23,518 


3289 
2.65% 


$1 234 
5.25% 


On  Balance  sheet  NeL  Charge-offs  $27 

On  Balance  sheet  Net  Charge-off  Rate  1 . 1 9% 


$19 

0.79% 


$331 
5.31% 


iVtar-07 
$23,628 


$244 
2.57% 


81,216 
5.15% 


1.13% 


$367 
6.21% 


Jun-Q7 
S24.987 


2.33% 


$1,277 
5.11% 


$34 

1 .35% 


$392 
8.40% 


Sep~G7 
$26,227 


$299 
3.41% 


$1 ,503 
5.73% 


$3$ 
1 .57% 


$413 
6.38% 


Dec-07 
$27,239 


$379 
4.29% 


S1 ,732 
6.47% 


$30 
1.35% 


$464 
6.32% 


Jan-08 

$27,047 


$359 
4.51% 


$1 ,829 
6.76% 


$40 


$197 
8.70% 


MfUCRE 

Outstanding  Portfolio  Balance 


Total  Delinquencies 
Totai 'Delinquency  Rate 


Non  Purfot  rring  Loans 
Non  Perf  or  rring  Loan  Rate 


Net  Char  ge-offs 

Annualized  Net  Charge-off  Rate 


Sep-0S 
$33,046 


$123 
0.37% 


$53 
0.17% 


SO 
0.00% 


Dec~06 

$36,684 


$163 
0.46% 


$71 
0.19% 


$0 
0.00% 


Mar-07 

$36,031 


$131 
0.36% 


$37 
0.24% 


41 
•0.01% 


Jwo-07 

S35.999 


$190 


$101 
0.28% 


$2 
0.02% 


Sep-07 

$39,001 


$280 
0.72% 


$151 
0.39% 


$0 
0.00% 


Dec-07 

$41,126 


$233 
0.57% 


$168 
0.41% 


$5 
0.05% 


Jan-08 

$41,552 


$231 
0.70% 


$174 
0.42% 


$.*. 


© 

171 

*. 
00 


Other  CommJRfttaH  Small  Bus.       Sep-06 

Outs  landing  R?ftfotio  Balance $2.004 

™_. 

3.11% 
"""'""""$43 

2.15% 


Dsc~06 
$1,923 


$70 
3.63% 


Mar-07 

$1,984 


Total  Delinquencies 
Total  Delinquency  Rale 
Non  Performng  Loans 

Non  Performing  Loan  Rale       ^  _  „__ 

Net  Charge-offs  So  $7 

Annualized  Nel  Charge- of f  Rate  1-06%  1.40% 

WUCBB  ineiixfoa  WPl.  ant!  ORE  portfolios  wctuttos  Otnar  Corpmsrcss'/fiiscsil  Smsll  But 


$30 
4.06% 

$52 

2.64% 

$6 
1.26% 

X: 


Jun-07 

$2,005 


4.19% 
$50 

2.50% 
$12 

2.46% 


Sep-07 

$2,030 


$77 
3.79% 

$40 
1 .95% 


$16 
3.10% 


Dec-07 

$2,031 


$91 
4.48% 

$38" 

1 .99% 


$28 


Jan-08 

$2,104 


$32 
4.35% 

$33 
1.81% 
"  $12 
6.77% 
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FACT  SHEET  12  -  Securitizations 

WaMu  could  not  execute  any  new  securitizations  after  the  secondary  market  disruption 
occurred  in  2007.  The  bank  had  previously  securitized  nonconforming  mortgage  loans 
and  credit  card  loans.  Asset  securitization  had  been  an  important  source  of  funding,  and 
the  loss  of  access  to  this  market  had  a  negative  impact  on  the  bank's  liquidity. 

During  2006  and  2007,  WaMu  sold  loans  and  retained  servicing  responsibilities  as  well 
as  senior  and  subordinated  interests  from  securitization  transactions.  WaMu  received 
servicing  fees  equal  to  a  percentage  of  the  outstanding  principal  balance  of  mortgage 
loans  and  credit  card  loans  being  serviced.  Generally,  WaMu  also  received  the  right  to 
cash  flows  remaining  after  the  investors  in  the  securitization  trusts  have  received  their 
contractual  payments. 

The  allocated  carrying  values  of  mortgage  loans  securitized  and  sold  during  the  years 
ended  December  31,  2007  and  2006  were  $82.58  billion  and  $110.08  billion,  which 
included  loans  sold  with  recourse  of  $6  million  and  $959  million  during  the  same 
periods.  The  allocated  carrying  values  of  credit  card  loans  securitized  and  sold  were 
$10.65  billion  and  $7.11  billion  during  the  years  ended  December  31,  2007  and  2006. 

WaMu  realized  pretax  gains  of  $484  million  and  $1  billion  on  mortgage  loan 
securitizations  during  2007  and  2006.  Pretax  gains  realized  on  credit  card  securitizations 
were  $533  million  and  $279  million  during  2007  and  2006. 

WaMu  did  not  issue  any  new  nonconforming  mortgage  or  credit  card  securitizations  in 
2008  because  of  continued  market  illiquidity,  deterioration  in  the  financial  condition  of 
the  bank,  and  the  poor  performance  of  WaMu' s  outstanding  securitizations. 

The  table  below  summarizes  the  size  of  outstanding  mortgage  securitizations  and  the 
performance  of  the  underlying  loans  as  of  March  31,  2008*: 


Type 

Number 

UPB 

30  pd 

60  pd 

90  pd 

Foreclosure 

REO 

Total 
Delinquency 

Subprime 

46 

S28.9B 

6.17% 

4.01% 

6.11% 

12.93% 

8.94% 

38.16% 

Prime/ AltA 

200 

S98.6B 

3.01% 

1.22% 

1.25% 

2.25% 

0.84% 

8.57% 

•Source:  March  2008  Securitization  Report  to  the  Market  Risk  Committee.  Non-Prime  delinquencies  based  on  OTS 
method.  Prime/ Alt-A  delinquencies  based  on  MBA  method. 

Total  delinquencies  on  subprime  mortgage  loans  were  extremely  high,  at  38.16  percent. 
Total  delinquencies  on  Prime/ AltA  securitized  loans  were  8.57  percent,  more  than  twice 
the  industry  average  of  4.21  percent. 

As  of  March  2008,  there  were  22  WaMu  credit  card  securitizations  outstanding  with  a 
principal  balance  of  approximately  $16.9  billion.  The  annualized  net  charge-off  rate  on 
managed  credit  card  balances  (on-balance  sheet  plus  securitized  credit  card  loans)  as  of 
June  30,  2008  was  10.78  percent,  compared  to  6.40  percent  a  year  earlier.    Managed 
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credit  card  balances  greater  than  30  days  past  due  increased  from  5.11  percent  to  7.11 
percent  over  the  same  period. 
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Washington  Mutual 


March  17,  2008 

Darrel  W.  Dochow 

Regional  Director,  West  Region 

Office  of  Thrift  Supervision 

2001  Junipero  Serra  Boulevard,  Suite  650 

Daly  City,  CA  94014-1976 

Dear  Mr.  Dochow. 

On  behalf  of  the  Board  of  Directors  of  Washington  Mutual  Bank,  this  letter  responds  to 
your  February  27, 2008  letter  advising  the  Board  of  revisions  to  our  supervisory  ratings 
and  requesting  a  Board  Resolution.  The  Board  understands  and  shares  your  concerns  as 
they  are  outlined  in  your  letter.  The  events  in  the  credit  markets  over  the  last  eight 
months  have  been  truly  extraordinary,  have  adversely  affected  Washington  Mutual  Bank 
in  significant  ways,  and  require  extraordinary  actions  on  our  part  to  ensure  the  continued 
safety  and  soundness  of  the  Bank. 

While  we  have  already  taken  a  number  of  important  steps  to  manage  these  risks,  we  also 
recognize  the  need  for  further  steps  as  market  conditions  continue  to  deteriorate.  As  you 
know  from  our  discussions  last  week,  we  are  currently  embarked  on  actions  that  we  have 
every  reason  to  believe  will  put  Washington  Mutual  Bank  in  a  position  to  withstand  the 
current  pressures  on  earnings,  capital  and  liquidity  as  well  as  foreseeable  continued 
market  deterioration.  As  additional  assurance  of  the  Board  and  management's 
commitment  to  manage  these  risks,  the  Board  has  unanimously  adopted  a  Board 
Resolution  to  take  appropriate  action  as  you  have  requested.  A  certified  copy  of  that 
Board  Resolution  is  enclosed. 

The  Board  is  actively  involved  with  and  monitoring  the  progress  of  management 
execution  of  these  actions.  We  will  also  continue  to  keep  you  apprised  of  our  progress 
and  appreciate  any  assistance  the  Office  of  Thrift  Supervision  can  provide  as  we  drive 
these  actions  towards  a  successful  conclusion. 

Kerry  KtflingeV,  Chairman  u  l  0/  V  /£  5  ) 

Enclosure 


Corporate  Executive  Officei 

1S01  Second  Avenue 
Seattle,  WA  98101 
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WASHINGTON  MUTUAL  BANK 
CERTIFICATE  OF  SECRETARY 

I,  William  L.  Lynch,  Secretary  of  Washington  Mutual  Bank  (the  "Association"),  a  federal 
savings  bank  duly  authorized  and  existing  under  the  laws  of  the  United  States  of  America,  hereby 
certify  that,  at  a  meeting  duly  called  and  held  on  March  1 7, 2008,  the  Board  of  Directors  of  the 
Association  duly  adopted  the  following  resolutions: 

RECITALS 

A.  The  Board  of  Directors  ("Board")  of  Washington  Mutual  Bank. 
("Association")  received  a  letter  from  the  Regional  Director  of  the  Office  of  Thrift 
Supervision  ("OTS")  dated  February  27, 2008  ("Ratings  Letter') ,  notifying  the  Board  of 
the  decision  of  the  OTS  to  adjust  the  Association's  composite  rating,  and  ratings  with 
respect  to  components  of  the  composite  rating,  including  Asset  Quality,  Earnings  and 
Liquidity; 

B.  The  Association's  financial  strength  and  safe  and  sound  operation  is  of 
vital  importance  to  the  Association  and  its  continuing  success; 

C.  The  Ratings  Letter  asks  the  Board  to  send  to  the  OTS  a  duly  certified 
Resolution  of  the  Board  committing  to  take  appropriate  action  to  ensure  that  weaknesses 
and  concerns  are  promptly  addressed; 

D.  At  its  meeting  on  Monday,  March  1 7, 2008,  Management  presented  to  the 
Board  an  outline  of  initiatives  to  address  the  weaknesses  that  the  Ratings  Letter  identified 
as  to  Asset  Quality,  Earnings  and  Liquidity. 


NOW  THEREFORE  BE  IT  RESOLVED 

1 .  The  Board  endorses  undertaking  those  strategic  initiatives  to  improve 
Asset  Quality,  Earnings  and  Liquidity;  and  further  commits  to  take  appropriate  further 
actions  as  required  to  address  those  weaknesses  and  concerns  raised  in  the  Ratings  Letter, 
and 

2.  The  Board  hereby  authorizes  and  directs  management  to  implement  and 
report  to  the  Board.on  the  implementation  of  its  initiatives  to  address  the  concerns  raised  by 
the  Ratings  Letter. 


IN  WITNESS  WHEREOF,  I  have  hereunto  subscribed  my  name  this  /2%day  of  March,  2008 


DOCSSEA/45316.1 
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WaMu  Timeline 


01/14/00 


01/16/00 


04/13/00 


04/19/00 


05/1 1/00 


WAMU  BANK 
SUPERVISORY  TIMELINE 

(2000  /  2001  /  2002  /  2003  /  2004  /  2005  /  2006  /  2007  /  2008) 


0 1/05/00       Transmitted  Report  of  Examination  (ROE)  for  09/20/99,  WMBF  A  ratings  2/222223  as  of  09/20/99, 
2/222222  as  of  08/24/98,  and  2/222222  as  of  06/02/97.  Examination  was  conducted  concurrently 
with  the  safety  and  soundness  examinations  of  WMBF  A' s  sister  banks,  WMB  and  WMBFSB  and 
their  holding  company,  WM  Inc.  Key  issue  identified  -  Interest  Rate  Risk  has  increased  as 
measured  by  both  the  OTS  and  internal  model,  this  risk  worsened  to  the  category  of 'significant 
risk'  and  a  '3'  rating  for  sensitivity  to  market  risk  has  been  assigned  accordingly. 


05/16/00 


05/18/00 


05/19/00 


Capital  Distribution  (February  Dividend)  -  WMBFA  not  to  exceed  $275  million  and  WMB  not  to 
exceed  $65  million. 


OTS  no  objection  letter  issued  -  Acquisition  of  Alta  Residential  Mortgage,  Inc.  and  its 
wholly  owned  subsidiary,  ARMT,  Inc.  through  the  merger  of  Aristar  Financial  Resources, 
Inc.  with  and  into  Alta;  merger  was  effective  on  02/01/00. 


Approved  WM  to  establish  a  new  subsidiary,  WMFS  Insurance  Services  of  Nevada,  Inc. 
01/28/00  -  reed  copy  of  FDIC  approval  dated  01/26/00. 


Washington  Mutual  Inc.  reported  record  earnings  for  the  fourth  quarter  and  full  year  2000, 
and  the  company's  chief  executive  said  the  Seattle-based  company  is  looking  for  acquisitions 
and  markets  to  expand  into  in  2001. 


Capital  Distribution  (May  Dividend)  -  WMBFA  not  to  exceed  $575  million  and  WMB  not 
to  exceed  $90  million 


Washington  Mutual  Inc.  reported  record  first-quarter  net  income,  boosted  its  dividend  by  a 
penny  a  share  and  said  it  will  buy  back  as  many  as  55  million  shares  of  stock.  The  Seattle- 
based  savings  bank  and  financial  services  company  earned  $458.5  million,  or  83  cents  a 
share,  compared  with  year-ago  first  quarter  earnings  of  $444.1  million  or  76  cents  a  share. 


WAMU's  wholly  owned  subsidiary,  Marion  holdings,  inc.,  to  engage  in  new  activities:  a 
limited  liability  company  (LLC  Op  Sub)  and  a  registered  Investment  Company  (the  "RIC  Op 
Sub").  The  new  activities  will  be  conducted  through  two  operating  subsidiaries,  a  limited 
liability  company  and  a  registered  investment  company.  The  limited  liability  company  will 
invest  in  first  mortgage  residential  and  commercial  loans,  mortgage-backed  securities,  or 
ownership  interests  in  lower-tier  subsidiaries  that  own  such  assets.  Approved  06/02/00. 


OTS  began  field  visit  to  WMBFA  on  04/24/00,  objective  of  the  visit  was  to  assess  the  status 
of  the  corrective  actions  promised  as  a  result  of  the  examinations  of  WMBFA  and  its 
holding  company,  Washington  Mutual  Inc.  Overall,  OTS  concluded  that  management  has 
been  responsive  to  the  issues  that  were  raised  at  the  prior  examination. 


Information  Technology  Field  Visit  for  04/24/00.  The  scope  and  objectives  of  review 
focused  on  management's  corrective  actions  related  to  the  findings  contained  in  the  OTS  IT 
Report  of  Examination  dated  September  7,  1999.  Management's  corrective  efforts  on  the 
1999  OTS  IT  examination  findings  progressed  according  to  plan. 


Special  Compliance  Examination  field  visit  for  04/24/00,  purpose  was  to  determine  progress 
made  in  addressing  outstanding  issues  from  the  prior  compliance  examination,  to  determine 
what  changes  in  structure  and  procedures  have  occurred  since  the  prior  examination,  to  gain 
an  understanding  of  the  current  compliance  structure,  and  to  lay  the  groundwork  for  the  full- 
scope  compliance  examination  that  will  commence  in  the  fourth  quarter  of  this  year. 
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WaMu  Timeline 


07/12/00 


07/19/00 


08/03/00 


08/04/00 


08/25/00 


10/06/00 


10/10/00 


10/17/00 


1 1/07/00 


Capital  Distribution  (August  Dividend)  -  WMBFA  not  to  exceed  $350  million  and  WMB 
not  to  exceed  $30  million.  


Washington  Mutual  Inc.  reported  record  second-quarter  earnings  and  raised  its  dividend  by  a 
penny  a  share.  The  Seattle-based  company,  the  nation's  largest  savings  institution  and  one  of 
its  largest  banking  companies,  earned  $490.8  million,  or  92  cents  a  share,  up  from  $452.7 
million  or  78  cents  a  share  a  year  ago.  The  median  of  analyst  estimates  was  83  to  84  cents  a 
share.  


WMB  to  establish  an  operating  subsidiary,  Washington  Mutual  Life  Insurance  Company 
(WMLICC),  to  engage  in  insurance  activities.  Approved  06/14/02. 


OTS  began  field  visit  to  WMBFA  on  07/17/00,  objectives  of  the  visit  was  to  continue  OTS 
assessment  of  the  status  of  the  corrective  actions  promised  as  a  result  of  the  examinations  of 
WMB  FA  and  its  holding  company,  Washington  Mutual  Inc.  (WMI).  Additionally,  OTS 
planned  on  following  up  on  discussions  regarding  interest  rate  risk  policy  changes  that  we 
had  during  the  April  2000  visit.  WM  management  has  addressed  or  continued  to  address 
identified  issues. 


Information  Technology  Field  Visit  for  07/17/00.  The  scope  and  objectives  of  review 
focused  on  management's  corrective  actions  related  to  the  findings  contained  in  the  OTS  IT 
Report  of  Examination  dated  September  7,  1999;  assessed  the  progress  of  corrective  actions 
taken  by  management  to  address  those  issues  disclosed  in  the  OTS  IT  Report  of  Examination 
and  the  December  6,  1999,  Examination  Deficiencies  and  Recommendations  supplemental 
document;  and  assessed  the  status  of  management's  follow-up  actions  on  two  transactional 
web  sites  (eCharge  and  WM  Financial).  Overall,  management's  corrective  efforts  on  the 
1999  OTS  IT  examination  findings  are  considered  satisfactory. 


Special  Examination  for  07/24/00.  The  purpose  of  this  special  examination  was  to  continue  gathering 
information  about  operations  and  the  structure  of  the  Organization  and  to  plan  logistics  for  the  upcoming 
compliance  examination.  One  issue  that  was  still  outstanding  from  the  prior  special  examination  dealt 

with  variations  in  the  mortgage  products  available  from  the  two  origination  channels. 

Approved  "November  Dividend"  -  WMBFA  not  to  exceed  $500  million,  WMBFSB  not  to  exceed  $7 
million,  WMB  not  to  exceed  $50  million. 


WAMU,  New  American  Capital,  Inc.,  and  WMBFA  filed  application  to  acquire  and  effect  mergers  with 
Bank  United  Corp.  and  its  subsidiaries,  BNKU  Holdings,  Inc.  and  Bank  United.  Approved  01/16/01. 
Washington  Mutual,  Inc.  (NYSE:WM)  today  announced  third-quarter  earnings  of  $452.5  million  or  86 
cents  per  diluted  share,  versus  third-quarter  1999  earnings  of  $470.0  million  or  83  cents  per  share. 
Earnings  for  the  first  nine  months  of  2000  were  $1.40  billion  or  $2.60  per  diluted  share  versus  $1.37 
billion  or  $2.37  per  diluted  share  for  the  same  period  in  1999. 


Information  Technology  Field  Visit  for  10/16/00.  The  scope  and  objectives  of  our  review  focused  on 
preplanning  for  the  IT  examination  starting  November  27,  2000  and  management's  corrective  actions 
related  to  the  findings  contained  in  the  OTS  IT  Report  of  Examination  dated  September  7,  1999. 
Overall,  management's  corrective  actions  on  the  1999  OTS  IT  examination  findings  are  considered 
satisfactory.  Management  continue  to  make  progress  according  to  plan. 


1 1/17/00       Recommendation  to  Close  Preliminary  Inquiry  Involving  Washington  Mutual  Bank.  In  November 
1999,  West  Enforcement  &  Litigation  opened  a  preliminary  inquiry  into  matters  related  to  a  low 
document  mortgage-lending  program  used  by  WAMU  in  Florida.  Two  concerns  -  1)  possible  fraud  in 
loan  applications  submitted  by  a  series  of  loan  brokers  to  WAMU  under  the  low  doc  program; 
disposition  -  OTS  was  not  able  to  proceed  because  the  brokers  who  submitted  the  applications  were 
neither  independent  contractors  of  WAMU  nor  had  sufficient  contacts  with  the  institution  to  bring  them 
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within  the  category  of  persons  participating  in  the  conduct  of  WAMU' s  affairs.  2)  West  Appraiser 
Darryl  Washington  determined  that  a  WAMU  approved  appraiser  in  Florida  had  submitted  several 
flawed  appraisals  that  went  undetected  in  the  low  doc  program,  disposition  -  WAMU  immediately 
removed  the  subject  appraiser  from  approved  list,  and  filed  a  compliant  promptly  against  the  appraiser 
with  the  FL  BREA. 

1 1/22/00 

WMBFA  filed  notice  that  the  institution  intends  to  acquire  five  additional  subsidiaries  from  PNC  Bank, 
NA  (PNC  Mortgage  Corp.  of  America,  PNC  Mortgage  Partners  Corp.,  PNC  Mortgage  Securities  Corp., 
Fairway  Drive  Funding  Corp.,  and  PNC  Mortgage  Funding  Corp.).  OTS  issued  no  objection  letter 
dated  12/19/00. 

11/29/00 

Establish  Three  New  Lower-Tier  Subsidiaries  In  Connection  With  The  Reorganization  Of  An  Existing 
Subsidiary,  FA  California  Aircraft  Holding  Corp.;  New  Subsidiaries:  WM  Aircraft  Holdings,  LLC; 
Sound  Bay  Leasing  LLC;  And  Interim  Series  E  LLC.  Approved  12/19/00. 

01/10/01 

WM  filed  a  CRA-related  application  on  10/10/00,  it  proposed  to  acquire  Bank  United  Corp.  OTS 
expressed  no  objection  to  the  institution's  request  based  on  its  CRA  performance. 

01/11/01 

Capital  Distribution  (February  Dividend)  No  Objection  Letter  -  WMBFA  intends  to  pay  a  cash 
dividend  not  to  exceed  $250  million  and  WMB  intends  to  pay  a  dividend  not  to  exceed  $95  million, 
such  dividends  will  be  paid  on  or  after  02/15/01. 

01/16/01 

Washington  Mutual  Announces  Record  Fourth-Quarter  and  Annual  Earnings;  Increased  Cash  Dividend. 

01/18/01 

Capital  Distribution  -  Dividend  on  Series  C  and  D  preferred  stock  to  be  issued  in  connection  w/bank 
united  acquisition/tender  offer  —  $4.6  million. 

Nation's  Largest  Thrift,  Washington  Mutual,  Selected  by  Fannie  Mae  as  Delegated  Underwriting  and 
Servicing  ~  DUS  -  Lender. 

01/22/01 

Washington  Mutual  Received  Regulatory  Approval  on  Bank  United  Acquisition;  Office  of  Thrift 
Supervision  Approves  Merger. 

02/01/01 

Washington  Mutual  Completed  Acquisition  of  PNC  Mortgage.  On  1 1/22/00  HellerEhrman  Attorneys 
notified  OTS  of  WMBFA' s  intention  to  acquire  certain  subsidiaries  from  PNC  Bank,  NA.  OTS  issued 
no  objection  letter  dated  12/19/00. 

02/07/01 

Washington  Mutual  Completed  Bank  United  Tender  Offer. 

02/08/01 

Bank  United  Shareholders  Approved  Merger  with  Washington  Mutual. 

02/09/01 

Washington  Mutual  and  Bank  United  Holding  Companies  Merged;  Banking  Subsidiaries  Expected  to 
Merge  on  Tuesday  02/13/01. 

02/13/01 

Washington  Mutual  Completed  Merger  with  Bank  United. 

02/14/01 

OTS  issued  No  Objection  Letter  -  WMBFA  intends  to  pay  a  quarterly  cash  dividend  not  to  exceed  $4.6 
million  on  its  outstanding  C  and  D  preferred  stock.  Such  dividend  will  be  paid  on  or  after  March  30, 
2001. 

03/16/01 

To  issue  up  to  $2  billion  of  sub  debt  notes  over  a  period  of  approx  18  months.  .8/30/02  -  inst  requesting 
six-month  ext  of  time  to  issue  sub  debt  as  part  of  the  bank's  global  note  program;  10/23/02  -  request 
granted  until  4/12/03  to  issue  sub  debt.  6/13/03  -  request  for  waiver  of  certain  provisions  of  OTS 
securities  offering  regulation;  granted  7/9/03.  8/25/05  -  reed  ltr  re:  pricing  supplements  for  WAMU 
global  note  program.  5/2/06  -  reed  copies  of  preliminary  pricing  supplements  4/26/06,  term  sheet,  and 
pricing  supplement  4/27/06  -  each  relating  to  $1  billion  senior  floating  rate  notes  due  5/2/09.  8/1/08  - 
inst  has  determined  that  it  is  unlikely  to  issue  sub  debt  to  be  included  as  supplemental  capital  under  12 
CFR  563.81;  application  withdrawn. 

Capital  Distribution  -  Cash  dividend  not  to  exceed  $150  million;  will  be  declared  on  4/17/01  and  paid 
on  or  after  5/15/01. 

03/20/01 

Transmitted  Report  of  Examination  (ROE)  Information  Technology  for  1 1/27/00,  WMBFA  and 
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03/31/01 


04/02/01 


04/05/01 


04/1 1/01 


04/12/01 


04/17/01 


04/20/01 


04/26/01 


05/16/01 


05/18/01 


05/24/01 


05/31/01 


06/01/01 


06/15/01 


06/25/01 


07/17/01 


WMBFSB.  FDIC  and  State  of  Washington  participated.  Rating:  Satisfactory  (2)  -  Audit,  Management, 

Acquisition  and  Management,  and  Support  and  Delivery. 

Deloitte  &  Touche  Independent  Accountant's  Report  on  WMBFSB.  No  significant  issues. 


Washington  Mutual  to  Acquire  Fleet  Mortgage. 


Transmitted  Report  of  Examination  (ROE)  for  1 1/27/00,  WMBFA  ratings  2/222223  as  of  1 1/27/00, 
2/222223  as  of  09/20/99,  and  2/222222  as  of  08/24/98.  Key  issue  identified  -  Interest  Rate  Risk 
remained  'Significant'. 


No  Objection  Letter  -  WMBFA  cash  dividend  not  to  exceed  $150  million,  will  be  declared  on  04/17/01 
and  paid  on  or  after  05/15/01. 


OTS  issued  no  objection  letter  in  responds  to  notice  filed  by  Jacob  A.  Scholl,  Esquire  on  behalf  of 
WMBFA  advising  its  intent  to  issue  up  to  $2  billion  of  subordinated  notes  over  a  period  of 
approximately  eighteen  months  as  part  of  a  global  note  program  that  will  include  offerings  of  certain 
registered  and  exempt  debt  instruments  by  WMBFA  and  WMB. 


Washington  Mutual  announced  record  quarterly  earnings  of  $641.0  million  or  $1.15  per  diluted  share, 
up  40  percent  from  first-quarter  2000  earnings  of  $458.5  million  or  83  cents  per  diluted  share.  Earnings 
for  the  first  quarter  of  2001  include  partial  quarter  results  from  the  former  mortgage  operations  of  The 
PNC  Financial  Services  Group,  Inc.  and  Bank  United  Corp.,  which  were  acquired  this  year  by 
Washington  Mutual  on  Jan.  31  and  Feb.  9,  respectively. 


WM  announced  that  it  proposes  to  sell  up  to  $1  billion  of  Trust  Preferred  Income  Equity  Redeemable 
securities  to  qualified  institutional  buyers  pursuant  to  Rule  144 A. 


WM  announced  the  company  has  priced  $1  billion  of  Trust  Preferred  Income  Equity  Redeemable 
Securities  (PIERS),  and  provided  the  underwriter  with  a  30-day  option  to  purchase  up  to  an  additional 
$150,000,000.  WM  announced  the  company  has  established  a  US  $15,000,000,000  Global  Bank  Note 
Program  (the  "Program")  for  its  two  main  banking  subsidiaries,  Washington  Mutual  Bank,  FA 
(WMBFA)  and  Washington  Mutual  Bank  (WMB). 


OTS  approved  Fleet  Mortgage  Reinsurance  Company  acquisition.  WMBFA  intends  to  acquire  four 
subsidiaries  under  a  stock  purchase  agreement  with  Fleet  National  Bank  and  FleetBoston  Financial 
Corporation.  The  subsidiaries  to  be  acquired  are  Fleet  Mortgage  Corp.,  Fleet  Securities  Corp.,  Fleet 
Mortgage  Insurance  Agency  Corp.,  and  Norstar  Mortgage  Corp. 


Capital  Distribution  -  Qtrly  dividend  not  to  exceed  $4.2  million  to  be  paid  on  or  after  June  29,  2001. 
WM  Director's  Report  April  2001.    Topics  -  WMI  key  highlights,  management  comment,  financial 
highlights  and  trend  analysis.  WMBFA  and  WMB  subsidiary  highlights. . 


OTS  issued  no  objection  letter  to  WM  04/30/01  letter  notifying  OTS  of  the  intent  of  WMBFA  to 
acquire  Fleet  Mortgage  Corporation  and  its  subsidiaries  expected  to  close  on  06/01/01 


WM  provided  written  response  to  the  1 1/27/00  Safety  and  Soundness  Reports  of  Examination  of 
WMBFA,  WMBFSB,  and  WMB.  Examinations  were  conducted  concurrently  by  OTS,  FDIC,  and  State 
of  Washington,  Department  of  Financial  Institutions. 


WM  announced  the  company  has  completed  its  acquisition  of  Fleet  Mortgage  Corp.,  a  unit  of 
FleetBoston  Financial  Corp.  (NYSE:FBF).  


Capital  Distribution  ("August  dividend")  -  $675  million.  No  objection  letter  issued  on  07/12/01. 


WM  announced  a  definitive  agreement  to  merge  with  Dime  Bancorp,  Inc.  (NYSE:  DME  -  news)  in  a 
transaction  currently  valued  at  $5.2  billion  in  stock  and  cash. 


WM  announced  record  quarterly  earnings  of  $798.2  million  for  the  second  quarter  of  2001,  up  sharply 
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from  second-quarter  2000  earnings  of  $490.8  million. 


07/31/01 


08/17/01 


ROE  Regular  Compliance  for  10/30/00.  Compliance  Rating  3  as  of  10/30/00,  2  as  of  07/20/98  and  2  as 
of  04/29/96.  CRA  Rating  Outstanding  as  of  10/30/00,  07/20/98  and  as  of  04/29/96.       


Capital  Distribution  -  Proposed  cash  dividend:  $4.2  million  on  its  outstanding  series  c  and  series  d 
preferred  stock  to  be  paid  in  September  2001. 


Report  of  Compliance  Examination  for  10/30/00.  Compliance  Rating  3  as  of  10/30/00,  2  -  as  of 
07/20/98,  2  -  as  of  04/29/96.  CRA  rating  -  Outstanding  as  of  10/30/00,  07/20/98  and  04/29/96.  Key 
recommendation  -  A  plan  for  implementing  a  Broad-approved  centralized  corporate  compliance 
oversight  program. 


08/27/01 


WMBFA  to  pay  quarterly  cash  dividend  not  to  exceed  $4.2  million  on  its  outstanding  Series  C  and  D 
preferred  stock,  will  be  paid  in  September  2001. 


09/05/01 


Acquisition  Of  Dime  Bancorp,  Inc.  by  Washington  Mutual,  Inc.  and  The  Merger  Of  The  Dime  Savings 
Bank  Of  New  York,  FSB,  into  Washington  Mutual  Bank,  FA.  Comment  period  extended  to  10/31/01. 
At  request  of  Acorn,  NY,  in  light  of  the  disruptions  caused  by  the  Sept.  1 1  terrorist  attack.  Comments 
received  10/01/01  from  CRC  and  fwd.  to  WAMU  for  response  by  10/31;  response  reed  on  10/31/01; 
1 1/08/01  -  processing  suspended  pending  resolution  of  the  protest  issues;  a  formal  meeting  is  scheduled 
for  11/15/01,  01/04/02  -  acquisition  of  Dime  Bancorp,  Inc.  by  Washington  Mutual,  Inc.  01/07/02  - 
Merger  of  the  Dime  Savings  Bank  Of  New  York,  Fsb,  Into  Washington  Mutual  Bank,  FA. 


09/06/01 


Washington  Mutual  Home  Loans  and  Insurance  Services  Group  announced  today  it  will  offer  a  new 
portfolio  product,  the  5/1  CMT  Interest  Only  loan. 


09/14/01 


10/16/01 


10/19/01 


10/29/01 


11/06/01 


11/08/01 


Capital  Distributions  -  November  dividend  $2  billion. 


WM  announced  record  third-quarter  earnings  of  $832.3  million  or  94  cents  per  diluted  share.  Earnings 

for  third-quarter  2000  were  $452.5  million  or  57  cents  per  diluted  share. 

OTS  WM  Home  Loans  and  Insurance  Services  Group:  Operations  and  Risk  Management  -  Pre- 
qualification  and  application  date  proposal.    Discussed  with  OTS  current/future  control  environment, 

proposed  pre-qualification  program,  application  date  definition,  and  next  steps. 

OTS  five  week  field  visit  commenced  09/17/01,  objectives  were  1)  to  meet  with  senior  management  of 
various  operational  groups  regarding  current  structure  and  status  of  their  departments,  2)  to  review  the 
status  of  corrective  actions  in  response  to  exceptions  and  recommendation  made  at  the  prior 
examination,  and  3)  to  prepare  and  present  to  management  the  pre-examination  package  for  the 
upcoming  full  scope  examination  in  February  2002. 


WM  Response  to  October  30,  2000  Compliance  ROE.  Key  issues  -  Corporate  Compliance  Program, 
Fair  Lending  Program,  Flood  Disaster  Protection  Act,  Late  Payment  Fees,  Home  Mortgage  Disclosure 
Act,  Residual  Income,  Minimum  Loan  Amounts,  OPTIS  Prequalification  Features,  Customer  Referrals, 

Comparative  File  Reviews,  Right  of  Rescission,  ARM  Notices,  and  Customer  Complaints. 

WM  Compliance  Update.  Objective  -  To  provide  an  overview  of  the  Home  Loans  Group's 
commitment  to  fair  lending  in  under-served  communities. 


New  Activity  -  To  Establish  "WMHLI  Transfer  Interim  LP"  As  A  Subsidiary. 
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11/16/01 


12/06/01 


12/11/01 


12/13/01 


12/19/01 


12/21/01 


01/07/02 


01/08/02 


01/15/02 


01/18/02 


01/23/02 


01/24/02 


OTS  performed  a  field  visit  at  WMBFA  during  09/17/01.  Accomplished  objectives  were  as  follows 


Met  with  senior  management  of  the  various  operational  groups  for  presentations  regarding  the 
current  structure  and  status  of  their  departments.  These  meetings  were  significant  principally  because  of 
the  integration  of  Bank  United  and  PNC  subsequent  to  the  conclusion  of  our  2000  examination. 

•  Reviewed  the  status  of  corrective  actions  in  response  to  exceptions  and  recommendations  made  at 
the  prior  examination. 

•  Prepared  and  presented  to  management  the  pre-examination  package  for  the  upcoming  full  scope 
examination  in  February  2002. 


Capital  Distribution  -  $4.2  Million  Dividend  On  Series  C  and  D  Preferred  Stock. 


Acq/Merger  Bif  Acq  -  Washington  Mutual  Bank,  FA  Sale  Of  Its  Five  Branch  Offices  located  in 
Midland  and  Stanton,  TX,  to  Community  National  Bank.  Approved  01/17/02. 


OTS  Update  -  WM  Home  Loans  &  Insurance  Services  Group.  Topics  -  Acquisition  Overview,  Loan 
Servicing  (WM  Platform  Assessment,  Loan  Servicing  &  Consumer  Direct  Business  Integration  Plan), 
and  Operations  (Bank  United  &  PNC  Mortgage,  Fleet,  Optis,  and  North  American  Mortgage).     


WM  signed  a  definitive  agreement  to  acquire  for  cash  the  operating  assets  of  HomeSide  Lending,  Inc., 
the  U.S.  mortgage  unit  of  the  National  Australia  Bank  Limited. 


Capital  Distribution  -  Proposed  Cash  Dividend:  $1,200. 


Interagency  Report  Of  Examination  of  Vital  Processing  Services  LLC  issued.   Federal  Reserve  Board, 
FDIC  and  OCC  assisted.  


WM  to  issue  up  to  $1.5  billion  in  sub  debt  to  be  included  in  WAMU's  capital;  sole  purchaser  of  the 
debentures  was  Washington  Mutual  Inc.  03/24/03  -  Inst  requests  that  the  offering  period  be  extended 
until  04/22/04  and  it  be  permitted  to  issue  sub  debt  to  new  American  Capital,  Inc.,  as  well  as  to 
Washington  Mutual,  Inc.  04/09/03  -  request  granted.  Approved  04/22/02. 


WM  announced  receipt  from  the  Office  of  Thrift  Supervision  (OTS)  of  approval  of  the  company's 
acquisition  of  Dime  Bancorp  Inc.  (NYSE:DME)  through  the  merger  of  Dime  Bancorp  with  and  into 
Washington  Mutual.  The  merger  is  scheduled  to  close  on  Jan.  4,  2002. 


Washington  Mutual  Completed  Acquisition  of  Dime  Bancorp. 


WM  to  acquire  a  new  operating  subsidiary,  Stockton  plaza,  inc.,  in  connection  with  the  acquisition  of 
certain  assets  of  HomeSide  lending,  Inc.  OTS  issued  no  objection  letter  dated  02/05/02. 


Washington  Mutual  Caps  Most  Profitable  Year  with  Record  Quarterly  Earnings;  Board  Increases  Cash 
Dividend.  . 


Quarterly  cash  dividend  not  to  exceed  $4.2  million  on  its  outstanding  Series  C  and  D  preferred  stock. 


WM  Quarterly  Regulatory  Meeting.  Topics  -  Strategic  Overview,  Loan  Serving  Update,  Credit  Update, 
2002  Business  Plan,  Acquisition  and  Integration  Update  (Fleet  Mortgage,  Dime  Bancorp,  Midland 
Region  Divestiture,  and  HomeSide  Lending),  and  Compliance  Update. 


WM's  OTS  Qtrly  Progress  Report  -  Home  Mortgage  Disclosure  Act  reengineering  project  and  progress 
toward  implementing  a  corporate  wide  compliance  program  and  fair  lending  program.  Corporate 
Compliance  Department  ability  to  complete  all  targeted  tasks  was  impacted  by  repercussions  of  9/1 1 
tragedy,  Dime  acquisition,  and  personnel  extensive  turnover 


OTS  approved  establishment  of  the  new  operation  subsidiary,  WMHLI  Transfer  Interim  LP  under 
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01/30/02 


02/05/02 


02/06/02 


03/01/02 


03/22/02 


04/01/02 


04/09/02 


04/16/02 


04/18/02 


05/17/02 


5/24/02 


WMBFA  for  the  sole  purpose  of  facilitating  the  consolidation  of  assets  of  WM  Home  Loans,  Inc.  with 
and  into  WMBFA. 


OTS  performed  a  field  visit  at  WMBFA  and  WMBFSB  during  09/17/01  through  12/14/01.  Scope  and 
objectives  were  focused  on  management's  corrective  actions  related  to  the  findings  contained  in  the 
OTS  IT  ROE  dated  November  27,  2000  and  obtained  an  update  on  IT  activities  to  prepare  for  the  2002 
IT  examination.  Overall  management's  corrective  actions  on  the  2000  OTS  IT  examination  findings 
were  considered  satisfactory.  Key  issue  -  The  inaccurate  transfer  of  data  between  service  providers 
after  the  PNC  conversion  resulted  in  unwarranted  delinquency  notices  for  unpaid  property  taxes  being 
issued  to  approximately  55,000  borrowers.  Inadequate  vendor  oversight  by  Washington  Mutual 
management  and  inaccurate  data  from  service  providers  caused  the  tax  reporting  problems. 
Management  has  taken  appropriate  steps  to  resolve  the  issue 


Corporate  Technology  Briefing  Book  to  OTS.  Current  year  business  plan,  description  of  lending 
business  philosophy,  new  businesses  entered,  significant  initiatives  and  projects,  current  status  of 
regulatory  issues,  current  budget  and  operating  performance,  and  listing  of  all  policies  and  procedures. 


Compliance  Field  Visit.  OTS  performed  a  field  visit  at  WMBFSB  during  11/05/01;  WM  has  not 
established  a  compliance  management  program  and  a  fair  lending  program  appropriate  to  its  size 
complexity,  and  activities. 


Washington  Mutual  Completed  Acquisition  of  HomeSide  Lending 


Special  Compliance  Examination.  OTS  performed  compliance  field  visit  for  WMB  from  02/25/02 
through  03/22/02.  Reviewed  progress  in  the  implementation  process  of  the  Corporate  Compliance 
Program  as  required  in  the  Compliance  Report  of  Examination  dated  October  30,  2000.  OTS  was  not 
able  to  draw  a  conclusion  as  to  the  quality  of  the  programs  being  developed  for  Compliance  and  Fair 
Lending  in  response  to  the  OTS  request.  OTS  was  able  to  conclude  the  implementation  process  will 
take  a  longer  period  than  management  anticipated  and  that  there  will  continue  to  be  compliance 

weaknesses  inherent  with  a  decentralized  approach. 

CRA  Performance  Evaluation  for  10/30/00.  WMB  FSB,  Lending  Test  -  Outstanding,  Investment  Test 
-  High  Satisfactory,  Service  Test  -  Highly  Satisfactory,   and  WMB  FA  Lending  Test  -  Outstanding, 

Investment  Test  -  High  Satisfactory,  Service  Test  -  Outstanding. . 

Special  Compliance  Examination.  OTS  reviewed  the  progress  in  the  implementation  process  of  the 
Corporate  Compliance  Program  as  required  in  the  Compliance  Report  of  Examination  dated  October  30, 
2000.  Field  visit  performed  from  02/25/02  through  03/22/02. 


Washington  Mutual  Announced  Record  Quarterly  Earnings;  Board  of  Directors  Increased  Cash 
Dividend. 


WM  Compliance  and  Fair  Lending  Programs  Update  provided  to  OTS.  Copies  of  program  statements, 
executive  summary,  actions  take  to  -date  and  status  reports  with  timelines. 


WM  Quarterly  Regulatory  Meeting.  Topics  -  Strategic  Overview,  Market  Risk  Strategy,  Technology 
Solutions  Strategy,  Loan  Serving  Update,  Credit  Update,  Acquisition  and  Integration  Update,  and 
Credit  Risk  Update. 


Capital  Distribution  not  to  exceed  $4,200,000  on  preferred  stock  Series  C  and  D  (June  2002  dividend). 


OTS  approved  the  establishment  by  WMBFA  of  an  operating  subsidiary  (Washington  Mutual  Life 
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06/06/02 


06/14/02 


06/19/02 


07/16/02 


08/07/02 


08/08/02 


08/12/02 


08/16/02 


08/27/02 


08/29/02 


09/05/02 


09/11/02 


09/12/02 


Insurance  Company)  that  would  be  a  California  insurance  company  acting  as  a  reinsurer  for  credit  life 
and  mortgage. _ 


WM  to  issue  capital  distribution  of  $125  million  in  sub  debt,  that  were  originally  issued  by  the  dime 
savings  Bank  of  New  York,  FSB. 


Capital  Distribution  -  payment  of  $1.4  billion  cash  dividend  (August  cash  dividend)  on  the  institution's 
outstanding  common  stock. 


WM  Director's  Report  May  2002.  Topics  -  WMI  key  highlights,  management  comment,  financial 
highlights  and  trend  analysis.  WMBFA  and  WMB  subsidiary  highlights. 


Washington  Mutual  Announced  Record  Quarterly  Earnings;  Board  of  Directors  Increased  Cash 
Dividend. 


Transmitted  Report  of  Examination  (ROE)  Information  Technology  for  02/25/02.  Federal  Deposit 
Insurance  Corporation  (FDIC)  and  the  State  of  Washington  participated.  Satisfactory  Rating  -  Audit; 
Management;  Acquisition  and  Development;  and  Support  and  Delivery. 


Transmitted  Report  of  Examination  (ROE)  for  02/25/02,  WMBFA  ratings  2/223223.  WMBFSB  ratings 
2/232122.  HC  Rating  S  as  of  02/25/02,  S  as  of  11/27/00  and  S  as  of  09/20/99.  Federal  Deposit 
Insurance  Corporation  (FDIC)  and  the  Department  of  Financial  Institutions,  State  of  Washington  (DFI) 
participated.  WMBFA  Key  deficiencies  and  requested  corrective  actions  included:  1)  WM  growth 
created  significant  challenges  to  management  and  resulted  in  substantial  increases  in  a  variety  of  risks; 

2)  significant  number  of  customer  errors  and  led  to  a  very  high  level  of  clearing  and  suspense  items;  and 

3)  lack  of  implementation  of  a  risk  management  function  for  the  MSA  commensurate  with  its  enhanced 
size  and  complexity.  WMBFSB  Key  deficiency  was  continued  deterioration  in  asset  quality;  problem 
asset  categories  had  worsened  and  asset  quality  was  considered  less  than  satisfactory. 


To  acquire  WM  mortgage  Reinsurance  Company  and  merge  it  with  WMBFA's  PMI  reinsurance 
subsidiary,  home  loan  reinsurance  company  (formerly  Fleet  Mortgage  Reinsurance  Company). 
Approved  09/30/02. , 


WAMU  capital  distribution  in  an  amount  not  to  exceed  $4,200,000  September  dividend. 

OTS  WM  Risk  Management  &  Operational  Update.  Topics  covered  -  Compliance  Overview; 
Servicing  and  Product  Operations;  Capital  Markets/Risk  Management;  Credit  Card  Proposal;  and 
WMBFSB  2Q  Earnings/Portfolio  Changes. 


HomeSide  acquisition  -  2  op.  Subs:  Sr  investment  and  HS  lending.  10/10/02  -  filed  an  amendment  -to 
establish  HomeSide  trust  as  an  interim  measure  to  facilitate  transfer  of  assets/  liabilities  of  SR 
investment,  Inc.  And  HomeSide  Lending,  Inc.  to  WMBFA;  10/23/02  -  No  Objection. 


A  Delaware  single-member  limited  liability  company  "APB  LLC  Op  Sub";  10/3/02  -  reed  copy  of 
FDIC's  approval  letter  dated  10/2/02.  Washington  limited  liability  company  -  "APB  Development  LLC 
Op  Sub";  10/3/02  -  reed  copy  of  FDIC's  approval  letter  dated  10/2/02.  Approved  10/08/02. 


Information  Technology  Field  Visit  Memo.  Field  visit  performed  at  WMBFA  from  07/1 5/02  through 
08/23/02.  Objective  of  review  was  to  review  the  status  of  the  North  American  Mortgage  Company  and 
HomeSide  integration  project.  Overall,  project  management  and  control  reports  for  the  aforementioned 
was  considered  satisfactory. 


Targeted  Compliance  Examination.  Primary  purpose  of  the  examination  was  to  review  progress 
management  has  made  in  implementing  a  Corporate  Compliance  Program,  as  required  in  the 
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Compliance  Report  of  Examination  dated  October  30,  2000,  and  reinforced  in  the  OTS  letter  of 
February  6,  2002,  to  the  Board 


09/12/02 


Special  Compliance  Examination.  Primary  purpose  of  the  field  visit  was  to  establish  the  scope  of  the 
upcoming,  targeted  compliance  examination. 


09/13/02 


Capital  Distribution  -  quarterly  cash  dividend  for  the  4th  qtr  of  $1.5  billion. 


09/24/02 


WM  Director's  Report  August  2002.  Topics  -  WMI  key  highlights,  management  comment,  financial 
highlights  and  trend  analysis.  WMBFA  and  WMB  subsidiary  highlights. 


10/01/02 


Washington  Mutual  Completed  Acquisition  of  Remaining  Assets  of  HomeSide  Lending,  Inc. 


10/08/02 


OTS  approved  WMBFA  established  two  wholly  owned  operating  subsidiaries,  Second  and  Union  LLC 
Washington  Mutual  Announced  Strong  Third  Quarter  Earnings;  Company  Continues  Steady  Growth; 
Board  of  Directors  Increases  Cash  Dividend. 


10/15/02 


10/17/02 


WM  Quarterly  Regulatory  Meeting.  Topics  -  Strategic  Overview,  Banking  and  Financial  Services 
Review,  Loan  Serving,  Compliance  Update,  Market  Risk,  Credit  Update,  and  3Q02  Financial 
Performance.  


11/15/02 


Capital  Distribution  -  cash  dividend  not  to  exceed  $4.2  million  on  its  outstanding,  Series  C  and  D 
preferred  stock  to  be  paid  on  December  2002. 


12/20/02 


Capital  Distribution  -  1st  qtr  dividend  not  to  exceed  $1.5  billion. 


12/27/02 


WM  Compliance  Improvement  and  Fair  Lending  Program  Status  Reports.  WM  call  centers  issues 
continued,  delinquency  performance  acceptable,  unit  cost  increased,  reconciliations  over  90  days  within 
tolerance  levels,  and  taxes  paid  prior  to  delinquency  date  were  at  99.7%. 


WM  Home  Loans  &  Insurance  Services  Group  OTS  Executive  Briefing.  Key  Issues  -  Longer  hold 
time  and  abandonment  rates  in  call  centers,  Acceptable  delinquency  versus  all  industry  benchmarks, 
Unit  cost  increased  as  a  result  of  several  one  time  charges,  Reconciliations  over  90  days  within  WM's 
tolerance  and  risk  levels,  and  Taxes  paid  prior  to  delinquency  date  were  at  99.7%. 


12/31/02 


OTS  West  Region  WAMU  Risk  Assessment  - 

Overall  Corporate  Risk  somewhere  between  moderate  and  moderately  high;  WMBFA  risk  -  moderate; 
WMBFSB  -  moderate;  HC  -  moderately  high.  Strategic  risk  -  moderate;  reputation  risk  -  moderately 
high;  credit  risk  -  moderately  low;  market/TRR  risk  -  moderately  high;  liquidity  risk  -  moderately  low; 
operational  risk  -  moderately  high;  and  compliance  risk  -  moderately  high. 


01/14/03 


Transmitted  Report  of  Examination  (ROE)  for  11/12/02.  OTS  performed  a  targeted  compliance 
examination  of  Washington  Mutual  Bank,  FA  and  Washington  Mutual  Bank,  FSB  (Washington  Mutual) 
from  November  12,  2002,  through  December  19,  2002,  in  Seattle,  WA.  A  primary  objective  of  the  field 
visit  was  to  review  progress  management  has  made  in  implementing  a  Corporate  Compliance  Program, 
as  required  in  the  Compliance  Report  of  Examination,  dated  October  30,  2000,  and  reinforced  in  the 
OTS  letter  of  February  6,  2002,  to  the  Board.  OTS  found  the  institution  has  made  satisfactory  progress 
in  complying  with  the  February  6,  2002,  requests  of  OTS  and  has  established  a  process  for  the 
continuing  implementation  of  a  Regulatory  Compliance  and  Fair  Lending  Program  (compliance 
program)  to  ensure  compliance  with  all  laws,  rules,  and  regulations  applicable  to  its  business. 


01/23/03 


01/23/03 


Washington  Mutual's  record  quarterly  EPS  driven  by  record  loan  volume,  strong  account  and  deposit 
growth;  Board  of  Directors  increases  cash  dividend.  Earnings  for  2002  were  a  record  $3.90  billion,  or 
$4.05  per  diluted  share  versus  $3.11  billion,  or  $3.59  per  diluted  share  in  2001 . 


Quarterly  Regulators  Meeting  -  topics  covered:  Strategic  Overview,  4     Quarter  Financial  Update,  2003 
Financial  Plan,  Credit  Update,  Corporate  Governance,  Compliance  Scorecard,  and  Enterprise  Risk 
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02/05/03 


03/17/03 


04/15/03 


04/17/03 


05/29/03 


06/02/03 


06/1 1/203 


06/17/03 


06/27/03 


07/09/03 


07/1 1/03 


07/15/03 


07/15/03 


07/16/03 


07/17/03 


08/18/03 


08/22/03 


Management. 


WAMU  01/13/03  extended  field  visit  memo  issued. 
satisfactorily  addressed. 


All  issues  from  the  prior  examination  have  been 


Washington  Mutual  Bank,  OTS  approved  capital  distribution  not  to  exceed  $1,700,000,000  (2ND  QTR 
2003)  on  04/08/03 


Washington  Mutual,  Inc.  announced  record  earnings  of  $1  billion,  or  $1.07  per  diluted  share,  for  the 
quarter  ended  March  31,  2003,  up  8  percent  on  a  per  share  basis  from  $956  million,  or  99  cents  per 
diluted  share  for  the  same  period  a  year  ago. 


Quarterly  Regulators  Meeting  -  Topics  covered:  Strategic  Overview,  1    Quarter  Financial  Update, 
Credit  Risk  Reports,  Technology  Solutions  Group  Update,  Customer  Service/Loan  Servicing  Update, 
Compliance  Progress  Report,  and  Enterprise  Risk  Management  Report. 


WMBFA  filed  an  application  for  issuance  of  subordinate  debt  securities  of  up  $5.0  billion  over  a  period 
of  approximately  twenty- four  months.  WMBFA' s  application  included  a  request  that  OTS  waive 
certain  regulatory  requirements. 


WAMU  to  issue  sub  debt  up  to  $5  billion  approved  on  07/15/03. 


Notice  filed  by  Washington  Mutual  Bank,  FA  advising  that  it  intends  to  acquire  Washington  Mutual 
Asset  Securitization  Corp.  from  its  sister  bank,  Washington  Mutual  Bank. 


fa~ 


Capital  distribution  of  $2,000,000,000  (3ro  qtr  dividend) 


Formal  investigation  is  initiated  into  the  apparent  sale  of  non-public  customer  information  to 
unaffiliated  third  parties  by  at  least  four,  perhaps  more,  employees  of  the  thrift.  The  investigation  will 
seek  to  determine  if  more  employees,  in  other  locations,  were  involved.  Investigation  continues  as  of 
08/2004.  The  formal  investigation  established  the  nature  and  extent  of  violations  and  appropriate 
enforcement  actions  have  been  taken  against  the  culpable  institution-affiliated  parties  involved.  The 
investigation  was  authorized  to  be  closed  04/18/08  (Action  Canceled/Terminated). 


OTS  granted  a  wavier  on  Washington  Mutual  Bank,  FA  Global  Note  Program  of  certain  provisions  of 
the  OTS  Securities  Offering  Regulation. 


Washington  Mutual  responded  to  findings  relating  to  WM  Mortgage  Reinsurance  Co.'s  non-compliance 
with  the  condition  of  approval  issued  by  OTS  on  May  16,  2001  for  WMBFA' s  acquisition  of  Fleet 
Mortgage  Reinsurance  Company,  Inc.  OTS  required  action:  1)  WM  Mortgage  Reinsurance  Company  is 
to  immediately  cease  engagement  in  the  unapproved  activity;  2)  Quantify  the  extent  of  the 
noncompliant  activity,  including  dollar  amount,  and  an  assessment  of  the  risk  to  WMBFA;  3)  provide 
management's  plan  to  'undo'  the  reinsurance  of  PMI  that  is  not  permissible  and  the  status  of  those 
plans;  and  4)  provide  management  plans  to  ensure  compliance  with  the  approval  conditions  in  the 
future.  


Washington  Mutual,  Inc.  announced  record  earnings  of  $1.02  billion,  or  $1.10  per  diluted  share,  for  the 
quarter  ended  June  30,  2003,  up  9  percent  on  a  per  share  basis  from  $990  million,  or  $1.01  per  diluted 
share  for  the  same  period  a  year  ago. 


WAMU  provided  an  update  to  OTS  on  the  actions  that  management  has  accomplished  and  continues  to 
champion  in  strengthening  its  Regulatory  and  Fair  Lending  Compliance  Management  Programs  at 
WMBFA  and  WMBFSB .  


OTS  approved  05/29/03  WMBFA' s  application,  including  waivers  noted. 


OTS  approved  WMBFA  requested  a  waiver  of  Item  15  of  Form  1344  relating  to  Issuance  of 
subordinated  debt  securities  by  Washington  Mutual  Bank,  FA  approved  by  OTS  on  07/16/03. 


Capital  Distribution:  Not  to  exceed  $4.2  million  on  its  outstanding  Series  C  and  D  preferred  stock 


Transmitted  Report  of  Examination  (ROE)  for  03/17/03,  ratings  2/222223.  Federal  Deposit  Insurance 
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08/22/03 


08/26/03 


09/19/03 


09/22/03 


09/25/03 


10/03/03 


10/08/03 


10/08/03 


10/21/03 


10/23/03 


11/03/03 


Corporation  (FDIC)  and  the  Department  of  Financial  Institutions,  State  of  Washington  (DFI) 
participated.  Key  deficiencies  and  requested  corrective  actions  included:  (1)  Continue  to  build 
infrastructure  -  data,  systems,  metrics,  reporting,  staff,  organizational  structure,  and  processes  -  to 
foster  strong  risk  management  structure  and  culture.  Be  selective  in  acquisitions  given  the  potentially 
severe  impact  a  major  acquisition  could  have  on  already  overtaxed  units;  (2)  Focus  extra  attention  on 
HLIS  activities  -  especially  single-family  residential  mortgage  underwriting,  correspondent  and 
wholesale  channel  management,  pipeline  and  warehouse  management,  recourse  administration,  and 
quality  assurance;  (3)  Continue  to  dedicate  resources  to  building  and  strengthening  Enterprise  Risk 
Management  and  Corporate  Credit  Risk  Management  -  these  functions  should  conduct  intensive  and 
frequent  reviews  of  higher  risk  areas  of  concern  and  ensure  enterprise-wide  risk  management  standards 
are  in  place;  and  (4)  Continue  execution  of  ongoing  compliance  and  risk  management  initiatives. 
Transmitted  Regular  IT  Examination  for  03/17/03.  Federal  Deposit  Insurance  Corporation  (FDIC)  and 
the  State  of  Washington  participated.  Satisfactory  Rating  -  Audit;  Management;  Acquisition  and 
Development;  and  Support  and  Delivery. 


Washington  Mutual,  the  nation's  leading  retailer  of  consumer  financial  services,  opened  a  record-setting 
49  retail  banking  de  novo  stores  in  August. 


WAMU  notified  OTS  on  3rd  qtr  anticipated  earnings  to  be  between  $900  million  and  $1  billion.  The 
institution  has  lots  of  people  working  on  improvements  in  internal  controls  over  mortgage  pipeline  and 
warehouse.  Additionally,  there  is  significant  risk  in  the  loan  documentation  at  Long  Beach  Mortgage. 


Capital  Distribution:  Not  to  exceed  $1,500,000,000  4m  qtr  dividend. 


WMBFA  and  New  American  Capital  Inc.,  WMBFA  holding  company  requested  approval  of  the 
acquisition  of  Washington  Mutual  Bank  FSB  through  a  merger  of  an  interim  federal  savings  association 
subsidiary  (WM  2003  Interim  FSB)  of  WMBFA. 


OTS  discussed  with  WAMU  in  more  depth  the  negative  gain  on  sale  of  loans  to  be  reported  for  Q3 
2003,  including  the  extent  of  the  loss  and  the  market  arid  operational  weaknesses  contributing  to  the 
loss.  Additionally,  discussed  in  more  depth  WAMU's  recent  decision  to  cease  securitization  activity  at 
Long  Beach  Mortgage  Company  (LBMC). 


During  the  first  nine  months  of  2003,  the  West  Region  received  a  total  of  2,232  written  complaints 
concerning  WAMU.  Majority  of  complaints  were  in  the  loan  servicing  area  regarding  misapplied  loan 
payments;  nonpayment  of  taxes  or  insurance  from  a  customer's  escrow  account;  payoff  related 
problems;  amounts  of  escrow  collected  and  escrow  accounting  related  concerns;  and  foreclosure  notices 
being  incorrectly  received  by  customers. 


Washington  Mutual's  (WM)  Multi-Family  Lending  Continues  Expansion  Eastward.  WM  will  open 
three  new  Multi-Family  Lending  offices  by  the  end  of  2003  in  Boston,  Miami  and  Washington  DC. 
Washington  Mutual,  Inc.  announced  earnings  of  $1.03  billion,  or  $1. 12  per  diluted  share,  for  the  quarter 
ended  Sept.  30,  2003,  up  10  percent  on  a  per  share  basis  from  $981  million,  or  $1.02  per  diluted  share 
for  the  same  period  a  year  ago 


Quarterly  Regulators  Meeting  -  topics  covered:  Strategic  Overview,  Retail  Consumer  Strategy,  Long 
Beach  Mortgage  Update,  3rd  Quarter  Financial  Review,  and  Credit  Update. 


09/03  WAMU  Regulatory  Performance  Objectives  Status  (WAMU  Report) 


1)  Improve  SFR  underwriting  and  oversight  of  correspondent  &  wholesale  lending 
channels  -  Capability  and  resources  exist;  however  progress  has  been  slowed  or 
delayed. 

2)  Improve  pipeline  and  warehouse  risk  management  practices  -  Capability  and 
resources  exist;  however  progress  has  been  slowed  or  delayed. 

3)  Improve  market  risk  management  practices  -  Satisfactory  progress  toward  resolution 
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11/7/03 


11/13/03 


11/14/03 


12/19/03 


12/23/03 


12/9/03 


12/29/03 


1/22/04 


2/1/04 


2/2/04 


3/3/04 


in  a  reasonable  timeframe. 

4)  Continue  to  improve  the  Compliance  &  Fair  Lending  Programs  -  Satisfactory 
progress  toward  resolution  in  a  reasonable  timeframe. 

5)  Improve  Long  Beach  Mortgage  Securitization  Practices  -  High  probability  that 
current  target  date  will  not  be  met;  significant  concern  may  exist;  or  negative  events 
may  have  occurred  due  to  lack  of  reduction. 


The  OTS  approved  an  H(e)l-S  application,  whereby  WMBFA  will  acquire  WMBfsb.  Following  the 
acquisition,  WMBFA  will  contribute  approximately  $37  billion  of  investment  securities  to  WMBfsb. 
The  corporate  reorganization  is  being  done  primarily  for  tax  savings  within  the  Washington  Mutual 
organization.  It  was  anticipated  that  this  transaction  would  be  consummated  in  the  first  quarter  of  2004. 
Washington  Mutual,  Inc.  (NYSE:WM)  filed  today  its  Quarterly  Report  on  Form  10-Q  with  the 
Securities  and  Exchange  Commission,  which  included  the  correction  of  an  error  in  its  accounting  for 
certain  components  of  Bank  Owned  Life  Insurance  (BOLI).  The  adjustment  in  accounting  treatment  for 
BOLI  is  not  expected  to  have  a  material  effect  on  earnings  in  the  fourth  quarter  of  2003  or  future 
periods,  according  to  the  company. 


Capital  distribution:  Quarterly  cash  dividend  of  $4.2  million  on  its  outstanding  Series  C  and  D  preferred 
stock  to  be  paid  in  December  2003. 


Capital  distribution:  Ist  qtr  dividend  not  to  exceed  $425,000,000  approved. 


Notice  of  Acquisition  of  Subsidiary  -  Washington  Mutual  Bank,  FA  (the  "Association"),  Stockton, 
California,  plans  to  acquire  an  additional  operating  subsidiary,  Aristar  Management,  Inc.  on  or  after 
January  8,  2004. 


OTS  met  with  WAMU  personnel  to  discuss  findings  of  the  recently  completed  field  visit  that 
commenced  on  10/14/03. 


Letter  from  OTS  to  WAMU  reminding  them  of  their  obligations  to  provide  information  to  the 
examination  staff. 


Quarterly  Regulator's  Meeting:  discussed  (1)  findings  from  the  4    quarter  2003  field  visit;  (2) 
reorganization  of  the  "risk  management"  function;  (3)  an  update  on  compliance  with  Sarbanes  Oxley; 
(4)  review  of  financial  statements  for  the  4th  quarter  of  2003;  and,  (5)  credit  risk. 


Washington  Mutual  Bank,  fsb,  and  its  subsidiary,  WMF  Utah  Holding  Corp.,  became  subordinate 
organizations  of  WMBFA  through  a  reorganization  (from  ROE  as  of  3/15/04). 


Transmitted  Report  of  Examination  for  the  field  visit  that  commenced  on  10/14/03  examination.  The 
field  visit  was  conducted  concurrently  with  the  FDIC  and  the  State  of  Washington  Department  of 
Financial  Institutions.  The  field  visit  focused  primarily  on  assessing  the  impact  of  certain  significant 
events,  planning  for  the  2004  examination,  and  following  up  on  Long  Beach  Mortgage  Company 
(LBMC)  securitization  process  issues  from  the  2003  examination  (at  the  time,  LBMC  was  a  holding 
company  affiliate  of  WAMU).  We  focused  secondarily  on  evaluating  progress  on  corrective  actions 
promised  in  response  to  the  2003  examination,  and  on  assessing  the  condition  of  the  OTS-regulated 
entities  to  determine  if  any  examination  ratings  needed  to  be  changed.  The  examiners  concluded  that 
the  institutions  were  basically  sound,  but  expressed  concern  regarding:  (1)  the  recent  organizational 
realignment;  (2)  deteriorating  earnings;  and,  (3)  capital  levels  (core  and  risk-based  capital  slipped 
slightly  below  the  internal  targets  of  5.5  and  1 1.0  percent,  respectively,  for  WAMU  at  9/30/03);  and  (4) 
weaknesses  with  the  institution's  servicing  platform. 


Transmitted  IT  Report  of  Examination  for  10/14/03  examination.  The  limited  IT  examination  work  was 
conducted  concurrently  with  OTS  safety  and  soundness  examiners,  and  personnel  from  the  FDIC  and 
State  of  Washington  Department  of  Financial  Institutions.  The  purpose  of  the  on-site  field  visit  was  to 
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WaMu  Timeline 


4/22/04 


7/1/04 


7/22/04 


9/13/04 


9/13/04 


10/21/04 


11/10/04 


12/7/04 


12/21/04 


1/1/05 


1/20/05 


2/7/05 


meet  with  management  to  obtain  an  update  on  operations  and  technology,  perform  a  limited  review  of 
management  corrective  actions  to  the  2003  IT  Report  of  Examination  findings,  provide  input  to  the  risk 
assessment  and  supervisory  strategy,  and  plan  for  the  2004  IT  examination.  Findings  discussed  in  the 
examination  report  included:  (1)  the  discontinuation  of  the  Optis  initiative  (single-family  servicing 
platform);  and  (2)  certain  outsourcing  initiatives. 


Quarterly  Regulator's  Meeting:  discussed  (1)  the  1st  quarter  2004  financial  results;  (2)  update  on 

compliance  and  credit;  and,  (3)  an  update  on  compliance  with  Sarbanes  Oxley. 

Examination  exit  meeting  (examination  begun  3/1 5/04) 


Quarterly  Regulator's  Meeting:  discussed  (1)  the  Bank's  proposed  five-year  plan  —  2005-to-2009;  (2) 
2nd  quarter  2004  financial  results;  (3)  update  on  the  IT  environment;  (4)  ERM  update;  and,  (5)  an  update 
on  the  Fidelity  Conversion. 


Transmitted  Report  of  Examination  (ROE)  for  comprehensive  3/15/04  examination,  rated  2/222223,  of 
WAMU.  Compliance  was  rated  "2".  IT  was  rated  2/22232.  The  examination  was  performed 
concurrently  with  examinations  of  Washington  Mutual  Bank,  fsb  and  WMI,  the  insured  institution's 
top-tier  holding  company.  Additionally,  the  Federal  Deposit  Insurance  Corporation  (FDIC)  and  the 
Department  of  Financial  Institutions,  State  of  Washington,  performed  a  concurrent  safety  and  soundness 
examination  of  Washington  Mutual  Bank,  a  state-chartered,  commercial  bank  subsidiary  of  WMI.  Key 
findings  and  corrective  actions  listed  among  in  the  ROE  included:  (1)  infrastructure  weaknesses  due  to 
past  rapid  growth  and  the  failure  of  the  institution  to  fully  integrate  past  acquisitions;  (2)  continued 
weaknesses  in  single-family  loan  underwriting;  (3)  the  need  to  develop  a  high  risk/subprime  lending 
strategy  for  the  Bank;  (4)  weaknesses  with  market  risk  management  practices,  including  interest-rate 
risk  modeling  and  mortgage  pipeline  and  warehouse  risk  management  practices;  and,  (5)  concern 
regarding  the  consolidation  of  the  Residential  Quality  Assurance  unit  with  other  functions  within 
Enterprise  Risk  Management. 


Memo  closing  the  3/15/04  IT  Report  of  Examinations  for  Washington  Mutual.  The  OTS  IT  examiners 
conducted  concurrently  the  IT  examinations  of  Washington  Mutual  Bank,  FA  and  Washington  Mutual 

Bank,  fsb  with  the  OTS  safety  and  soundness  /  compliance  examination  report  as  of  3/15/04. 

Quarterly  Regulator's  Meeting:  discussed  (1)  3ra  quarter  2004  financial  results;  (2)  TSG  (Technology 
Solutions  Group)  update;  and,  (4)  ERM  update.  


Transmitted  CRA  Report  of  Examination  (ROE)  as  of  7/14/03.  CRA  was  rated  "Outstanding".  All 
three  tests  (the  Lending  Test,  the  Investment  Test,  and  the  Service  Test)  were  rated  "Outstanding". 


Closing  meetings  (12/7/04  and  12/9/04)  with  senior  management  pertaining  to  the  field  visit  that 


commenced  on  October  18,  2004. 


Mr.  Stephen  Rotella  hired  as  President  and  Chief  Operating  Officer  (from  3/13/06  ROE) 


The  State  of  Washington  chartered  Washington  Mutual  Bank  was  merged  into  Washington  Mutual 
Bank,  FA.  As  a  result  of  the  merger,  the  former  state-chartered  institution  ceased  to  exist  as  a  separate 
legal  entity. 


Quarterly  Regulator's  Meeting:  discussed  (1)  the  Bank's  proposed  strategy;  (2)  2004  financial  results 
and  2005  outlook;  (3)  update  on  ERM,  and,  (4)  the  Bank's  retail  banking  strategy. 


Transmitted  Report  of  Examination  for  the  field  visit  that  commenced  on  10/18/04  examination.  The 
field  visit  was  conducted  concurrently  with  the  FDIC.  The  State  of  Washington  declined  to  participate 
given  the  impending  merger  of  the  state-chartered  institution,  Washington  Mutual  Bank,  into  WAMU. 
The  field  visit  focused  primarily  on  assessing  management's  progress  in  addressing  issues  noted  in  the 
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2/8/05 


2/28/05 


4/12/05 


4/21/05 


4/21/05 


6/1/05 


6/6/05 


6/29/05 


6/30/05 


7/21/05 


8/4/05 


8/24/05 


8/29/05 


8/29/05 


Matters  Requiring  Board  Attention  section  of  the  March  15,  2004,  Report  of  Examination.  The 
examiners  concluded  that  the  institution  had  made  satisfactory  progress  in  addressing  the  concerns 
identified  during  the  previous  examination;  however,  the  examiners  identified  concerns  in  the  following 
areas:  (1)  the  use  of  an  automated  valuation  methodology  (appraisal  finding);  (2)  the  increasing  level  of 
credit  risk,  without  adequate  oversight;  (3)  the.  lack  of  adequate  profitability  analysis  (specifically 
Option  ARMs);  (4)  weaknesses  with  Corporate  Credit  Risk  Oversight; 


Transmitted  IT  Report  of  Examination  for  10/18/04  examination.  No  material  concerns  were  identified. 


Press  release:  WAMU  announces  new  retail  leadership;  adds  new  senior  manager  to  home  loans  team; 
Michael  Amato  and  Ken  Kido  to  head  retail. 


Letter  from  OTS  to  WAMU  reiterating  our  understanding  that  the  institution  would  maintain  its  core 
capital  ratio  above  5.5  percent. 


WAMU  advised  OTS  staff  that  the  institution's  past  due  loans  would  increase  significantly  as  a  result  of 
amendments  to  the  institution's  TFR  (GNMA  buy-backs  will  be  required  to  be  reported  as  past  due). 
Based  on  March  31,  2005  data,  past  due  loans  would  increase  from  $1 .2  billion  to  $2.7  billion  as  a 
result  of  this  reclassification. 


Quarterly  Regulator's  Meeting:  discussed  (1)  the  overall  condition  of  the  Bank;  (2)  the  first  quarter 
2005  financial  results;  (3)  update  on  the  home  loans  group;  (4)  update  on  ERM;  and,  (5)  an  update  on 
TSG  (Technology  Solutions  Group). 


Press  release:  WAMU  drops  annual  fee  on  personal  equity  manager  product,  adds  longer-term  feature, 
making  it  one  of  the  most  flexible  home  equity  and  mortgage  products  currently  available. 


Press  release:  WAMU  announces  it  will  acquire  Providian  Financial;  strategically  compelling  fit  for 
both  companies  (three  releases  that  day  regarding  proposed  acquisition). 


Examination  closing  meeting;  Report  of  Examination  transmitted  8/29/05 


Press  release:  WAMU  announces  new  president  of  its  Home  Loans  Group  (per  3/13/06  ROE,  David 
Schneider  was  hired  effective  8/8/05). 


OTS  examiners  met  with  WAMU  to  discuss  the  need  to  resolve  our  concerns  regarding  SFR 
underwriting. 


Press  release:  OTS  deems  WAMU's  application  to  acquire  Providian  complete. 


Press  release:  Bank  regulator  approves  Washington  Mutual's  acquisition  of  Providian;  transaction 
scheduled  to  close  October  1 . 


Transmitted  IT  Report  of  Examination  for  3/14/05  examination.  The  OTS  IT  examiners  conducted 
concurrently  the  IT  examinations  of  Washington  Mutual  Bank,  FA  and  Washington  Mutual  Bank,  fsb 
with  the  OTS  melded  safety  and  soundness./  compliance  examination  report  as  of  3/14/05 


Transmitted  Report  of  Examination  (ROE)  for  comprehensive  3/14/05  examination,  rated  2/222222. 
Compliance  was  rated  "2".  The  examination  was  concurrent  with  examinations  of  Washington  Mutual 
Bank,  fsb,  an  operating  subsidiary  of  the  Bank,  and  WMI,  the  insured  institution's  top-tier  holding 
company.  The  Federal  Deposit  Insurance  Corporation  (FDIC)  participated  as  the  back-up  regulator. 
Key  findings  and  corrective  actions  listed  among  in  the  ROE  included.  (1)  the  need  for  strong  support 
of  ERM  by  senior  management  and  the  Board  of  Directors;  (2)  continued  weaknesses  in  loan 
underwriting;  (3)  concerns  regarding  Corporate  Risk  Oversight;  (4)  the  need  to  enhance  oversight  over 
the  Bank's  "High-Risk  Lending  Strategy",  particularly  as  it  relates  to  the  acquisition  of  Providian;  (5) 
weaknesses  with  oversight  of  the  Mortgage  Banker  Finance  division;  (6)  appraisal  weaknesses;  (7) 
concern  regarding  compensation  for  loan  underwriters;  (8)  concern  that  the  Bank's  home  equity  lending 
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10/3/05 


10/20/05 


10/21/05 


10/27/05 


12/8/05 


12/14/05 


12/21/05 


1/1/06 


1/10/06 


1/19/06 


2/1/06 


2/2/06 


2/15/06 
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was  inconsistent  with  Interagency  Guidance  relating  to  this  type  of  lending;  (9)  weaknesses  with  the 
Bank's  fair  lending  program;  and,  (10)  exceptions  with  the  Loans-to-one-borrower  report. 


Press  release:  Washington  Mutual's  focus  on  seamless  integration  of  Providian;  Providian  shareholders 
approve  acquisition. 


Press  release:  WAMU  completes  acquisition  of  Providian  Financial  (effective  10/1/05). 


Quarterly  Regulator's  Meeting:  discussed  (1)  the  overall  condition  of  the  Bank;  (2)  the  third  quarter 
2005  financial  results;  (3)  an  update  by  the  COO,  Steve  Rotella  (planning  regarding  the  acquisition  of 
Card  Services  and  the  introduction  of  David  Schneider);  (4)  update  on  home  loans;  (5)  update  on  the 
Commercial  Group;  and,  (6)  an  update  on  ERM. 


Press  release:  WAMU  names  John  F.  Woods  Controller. 


Press  release:  WAMU  hires  new  Chief  Enterprise  Risk  Officer  (per  3/13/06  ROE,  Ronald  Cathcart 
was  hired  effective  12/1/05,  to  replace  EVP  James  Vanasek,  who  retired  at  the  end  of  2005). 


Transmitted  IT  Report  of  Examination  for  10/3/05  examination.  No  material  concerns  were  identified. 


OTS  met  with  CEO  Kerry  Killinger  and  COO  Steve  Rotella  to  discuss  the  findings  of  the  10/3/05  field 
visit. 


Press  release:  WAMU  realigns  prime  and  subprime  residential  lending  under  one  management  team; 
move  part  of  ongoing  efforts  to  serve  customers  better;  improve  operating  efficiencies 


The  Bank  transferred  the  Mortgage  Banker  Finance  Group  and  holding  company  affiliate  LBMC  from 
the  Commercial  Group  to  the  Home  Loans  Group.  The  reorganization  effectively  placed  all  of  the 
Bank's  SFR  lending  operations  under  one  group  (see  ROE  dated  3/13/06,  transmitted  on  8/30/06) 


WAMU  advised  the  OTS  that  its  fourth  quarter  earnings  would  be  at  the  low  end  of  (or  below  some) 
market  analysts'  expectations  due  to  higher  loss  provisions  at  Long  Beach  Mortgage  and  mortgage 
servicing  asset  valuation  adjustments. . .  Long  Beach  experienced  a  sharp  rise  in  early  payment  defaults 
during  the  fourth  quarter  resulting  in  an  estimated  repurchase  of  $600  million  in  whole  loans  that  were 
sold  into  the  secondary  market.  WAMU  switched  to  whole  loan  sales,  instead  of  securitizations,  in  the 
second  half  of  2005  for  Long  Beach  and  sold  an  estimated  $13.2  billion  into  the  secondary  market.  By 
comparison,  Long  Beach  loan  repurchases  were  $100  million  in  2003,  $30  million  in  2004,  and  $40 
million  for  the  first  9  months  of  2005  primarily  on  securitizations  that  do  not  have  the  same  early 
payment  default  provision  found  in  the  whole  loan  sales 


Quarterly  Regulator's  Meeting:  discussed  (1)  the  overall  condition  of  the  Bank;  (2)  update  on  Card 
Services;  (3)  update  on  ERM;  (4)  financial  review  (4th  quarter  2005);  and,  (5)  the  Bank's  retail  banking 
strategy. 


Letter  from  Darrel  Dochow  (OTS)  to  WAMU  confirming  our  agreement  that  WAMU  "super  risk 
weight"  certain  higher-risk  assets. 


Transmitted  findings  of  10/3/05  field  visit.  The  FDIC  did  not  participate.  Areas  reviewed  during  the 
examination  included:  (1)  SFR  underwriting;  (2)  appraisal  weaknesses;  (3)  Corporate  Risk  Oversight; 
(4)  Fair  Lending;  (5)  Basel  II  progress,  with  specific  emphasis  of  the  economic  capital  allocation  model; 
(6)  Enterprise  Risk  Management;  and,  (7)  the  integration  of  Providian  into  WAMU.  Overall,  the 
examiners  concluded  had  made  progress  in  each  of  the  areas  reviewed,  though  further  progress  was 
deemed  warranted. 


Letter  from  John  Robinson  (WAMU)  confirming  our  agreement  that  WAMU  "super  risk  weight" 
certain  higher-risk  assets. 
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2/15/06 


2/28/06 


3/29/06 


4/10/06 


4/20/06 


4/23/06 


5/16/06 


6/21/06 


7/19/06 


7/25/06 


8/19/06 


8/23/06 


8/30/06 


Press  release:  WAMU  consolidates  home  loan  support  offices. 


8K  filed:  merger  of  LBMC  into  WAMU  (from  WMI)  as  of  3/1/06. 


Press  release:  Frank  Vella  joins  WAMU  as  new  division  head  for  small  business  banking. 


8K  filed:  WAMU  named  James  B.  Corcoran  Retail  Banking  President  on  April  4,  2006,  effective  may 
15,  2006. 


Quarterly  Regulator's  Meeting:  discussed  (1)  the  overall  condition  of  the  Bank;  (2)  the  first  quarter 
2006  financial  results;  (3)  economic  capital  update;  and,  (4)  an  update  on  ERM. 


Press  release:  WAMU  to  acquire  Commercial  Capital  Bancorp.  Inc.;  deal  to  strengthen  WAMU's 
commercial  and  retail  banking  businesses. 


Press  release:  WAMU  enhances  its  home  equity  line  of  credit  product  to  provide  greater  payment 
flexibility;  allows  consumers  to  make  interest-only  payments  on  a  fixed-rate  loan  option. 


Memo  from  Kerry  Killinger  regarding  a  change  in  the  Bank's  strategic  direction.  Points  made  by  Kerry 
Killinger  included: 

•  Our  Home  Loans  Group  should  complete  its  repositioning  within  the  next  twelve  months  and 
will  be  in  position  to  profitably  grow  its  market  share  of  Option  ARM,  home  equity,  sub-prime 
and  Alt- A  loans.  We  should  be  able  to  increase  our  share  in  each  of  these  categories  to  over 
10%,  although  Alt- A  will  take  longer  because  of  our  low  starting  market  share. 

•  We  are  refining  our  Home  Loans  business  model  to  significantly  curtail  low-margin 
Government  and  conventional  fixed  rate  originations  and  servicing,  and  significantly  increasing 
our  origination  and  servicing  of  high-margin  home  equity,  Alt  A,  sub-prime  and  option  ARMs. 
Action  steps  include  merging  Long  Beach  sub-prime  and  the  prime  business  under  common 
management,  merging  correspondent  activities  into  our  conduit  channel,  exiting  Government 
lending,  curtailing  conventional  fixed-rate  production,  expanding  distribution  of  targeted  high- 
margin  products  through  all  distribution  channels  and  potentially  selling  MSRs  related  to  low- 
margin/high-hedge  cost  products. 

•  To  accomplish  our  desire  to  reduce  interest-rate  risk  and  to  increase  credit  risk,  we  are 
embarking  on  a  gradual  remixing  of  our  balance  sheet.  This  remixing  will  also  have  the  benefit 
of  better  utilizing  our  economic  capital.  In  1995  (2005?),  prime  single- family  loans  represented 
36%  of  our  balance  sheet.  Within  three  years,  we  expect  this  to  decline  to  26%.  Making  up  the 
balance  will  be  home  equity  at  19%  versus  15%,  sub-prime  home  loans  at  10%  versus  6%,  credit 
card  receivables  at  3%  versus  2%,  and  multi-family  at  1 1%  versus  8%. 


Press  release:  WAMU  to  sell  $140  billion  in  mortgage  servicing  and  Milwaukee  servicing  operations  to 
Wells  Fargo.  


Press  release:  WAMU  to  sell  mutual  fund  subsidiary  to  the  Principal  Financial  Group. 


Press  release:  WAMU  chairman  and  chief  executive  Kerry  Killinger  says  the  federal  guidance  on 
nontraditional  mortgages  will  have  a  "limited"  effect  on  its  payment-option  ARM  lending  program. 


Press  release  :  OTS  approves  WAMU  acquisition  of  Commercial  Capital  Corp,  Inc. 


Transmitted  Report  of  Examination  (ROE)  for  comprehensive  3/13/06  examination,  rated  2/222222. 
Compliance  was  rated  "2".  The  examination  was  concurrent  with  examinations  of  Washington  Mutual 
Bank,  fsb,  an  operating  subsidiary  of  the  Bank,  and  WMI,  the  insured  institution's  top-tier  holding 
company.  The  Federal  Deposit  Insurance  Corporation  (FDIC)  participated.  Key  findings  and  corrective 
actions  listed  among  in  the  ROE  included:  (1)  concern  that  the  number  of  management  changes  could 
pose  short-term  transition  risk;  (2)  weaknesses  with  fraud  management;  (3)  weaknesses  in  subprime 
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8/30/06 


9/29/06 


10/2/06 


10/6/06 


10/12/06 


10/19/06 


10/19/06 


1/8/07 


1/11/07 


1/23/07 


1/23/07 


1/30/07 


2/1/07 


2/1/07 


underwriting  at  LBMC  (prime  underwriting  was  rated  marginally  satisfactory);  (4)  violations  of 
RESPA  Section  8  and  Reg  X,  regarding  reimbursement  of  unearned  fees;  (5)  the  need  to  ensure  ERM's 
effectiveness  and  the  adequacy  of  resources  for  this  department;  (6)  the  need  to  enhance  monitoring  of 
the  Bank's  high-risk-lending  strategy;  (7)  the  need  to  enhance  the  credit  scoring  model  development 
and  monitoring  processes;  (8)  errors  on  the  LTOB  report;  (9)  the  need  to  enhance  monitoring  reports  for 
one-to-four  lending,  including  the  mortgage  banker  finance  group;  (10)  appraisal  weaknesses;  and,  (1 1) 
servicing  weaknesses.  


Transmitted  IT  Report  of  Examination  for  3/13/06  examination  (rating  of  2  /  2222).  No  material 
concerns  were  identified. 


Press  release:  Statement  from  David  Schneider,  President,  Home  Loans,  regarding  interagency 
guidance  on  nontraditional  mortgages. 


Press  release:  WAMU  completes  acquisition  of  Commercial  Capital  Bancorp. 


OTS  met  with  WAMU  to  discuss  REIT  preferred  stock. 


OTS  met  with  WAMU  to  discuss  NTMP  guidance. 


Quarterly  Regulator's  Meeting:  discussed  (1)  the  overall  condition  of  the  Bank;  (2)  the  third  quarter 
2006  financial  results;  (3)  economic  capital  update;  (4)  update  on  ERM;  (5)  discussion  of  retail  banking 
strategy;  and,  (6)  an  update  on  home  loans  group. 


WAMU  announcement:  "the  federal  guidance  on  nontraditional  mortgages  will  have  a  "limited"  effect 

on  its  payment-option  ARM  lending  program based  on  preliminary  analysis  and  initial  discussions 

with  our  regulator,  the  Office  of  Thrift  Supervision,  while  we  expect  some  changes,  the  impact  on  the 
origination  of  the  option  ARM  products  in  our  Home  Loans  group  appears  limited." 


OTS  examination  commenced 


Approved  Dividend  Quarter  (Q)  1  $3  billion  (B) 


IT  Limited  Thrift  Examination  transmitted:  Scope  focused  on  management  corrective  action  to  the 
March  13,  2006,  IT  Report  of  Examination.  Corrective  action  found  satisfactory,  and  the  timeline  for 
compliance  with  CEO  Memo  228-Interagency  Guidance  on  Authentication  in  an  Internet  Banking 
Environment  was  on  track. 


OTS/Treasurers  interim  meeting 


Approved  Operating  Subsidiary  -  Thackerey 


Discuss  Nontraditional  Mortgage  Guidance  Action  Plan 


Quarterly  Treasurers  Meeting 


Quarterly  Regulators  Meeting 

•  Q4  06  net  income  $1 .058B,  improved  N1M  offset  partially  by  weak  performance  by  home 
loans  due  to  subprime  loan  performance. 

•  Repurchased  $3B  of  common  shares  in  2006.  Projected  to  repurchase 

S4.2B  in  2007. 

•  2007  forecast  net  income  of  $3 .  8B 

•  Enterprise  Risk  Management  (ERM)  -  Consistent  with  our  strategic  plan 

we  are  increasing  credit  risk  in  our  2007  business  plan  to  be  monitored  and    actively 
managed  through  the  ERM  committee.  Consumer  loans  to  high  risk  borrowers  15.2%  at  1 1/06 
to  increase  to  22.9%  in  2007  plan;  Consumer  loans  with  high  LTV  6%  at  1 1/06  to  increase  to 
7.3%  in  the  2007  plan; 

•  single  state  concentrations  increased  from  46.2%  to  48/2%  and 

•     single  MXA  from  20.55  to  21.4%. 
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WaMu  Timeline 


2/1/07 


2/21/07 


2/22/07 


3/5/07 


3/8/07 


3/15/07 


3/21/07 


4/17/07 


4/19/07 


4/20/07 


4/23/07 


4/24/07 


FDIC  Supervisory  Strategy  -  FDIC  focus  on  Basel  II,  Market  Risk  Amendment  and  VAR  methodology, 

SFR  Lending  and  Non-traditional  Mortgage  Guidance,  and  general  interest  rate  risk. 

Approved  March  Preferred  Dividend  $4.2  Million  (M) . 


Project  Thackeray  Update  (see  Treasurer's  meeting) 


OTS  update  meeting;  Robinson,  Dochow,  Carter 
Current  Litigation  Meeting 


Exam  Exit  Meeting 


OTS  Basel  II  Schedule  meeting 


OTS  Ql  2007  Exam  Exit  Meeting 


St  Stated  Income-Reporting,  Analytics  and  Risk  Management . 

Quarterly  Regulators  Meeting 

•  Ql  2007  Net  income  $784  million  (M) 

•  Improved  margin  and  higher  credit  card  income  offset  by  subprime  losses. 

•  $273  M  below  projected  NI  for  the  Quarter 

•  NTM  improved  21bps  driven  by  asset  repricing  and  lower  interest  cost  of  deposits. 

•  Subprime  gain  on  sale  and  residual  write-down  deteriorated  due  to  wider 
credit  spreads  and  increased  delinquencies. 

•  Higher  provision  expense  due  to  increased  charge-offs  on  sub-prime  and  HE  loans. 

•  Loans  HFS  declined  due  to  $17.8B  hybrid  sale,  SFR  balance  decrease  in  line  with  decision  to 
hold  fewer  loans  in  portfolio  in  the  current  flat  rate  environment.  Credit  Card  on  balance  shee 
receivables  decreased  due  to  an  increase  in  Ql  07  securitization  of  $1.2  B. 

•  Increased  Cash  Dividend  to  $0.55. 

•  Subprime-Integrating  products  originated  through  the  sub-prime  channel 
into  prime  channels. 

•  Dedicated  sales  force  solely  focused  on  retail  bank  mortgage  volume, 
e     Subprime  market  is  experiencing  massive  market  dislocation. 

•  Subprime  production;  stated  income  reduced  from  52%  Jan  06  to  25% 
March  07. 

•  Nontraditional  Mortgage  Guidance 

o    Moving  towards  underwriting  at  fully  indexed,  fully  amortized  rate,  including  full 

negative  amortization, 
o    Enhancing  risk  management  and  disclosures. 

•  Proposed  Subprime  Statement 
o    Moving  away  from  2/28  to  longer  fixed  term  period 
o    Implementing  retention  and  loan  modification  programs 

•  ERM  top  5  Risk  Issues 
o    Housing  Market  Deterioration 
o    Volatility  of  Credit  Card  Markets 

o    Business  model  stress-shift  from  portfolio  lender  to  gain  on  sale 
o    Data  Governance  and  integrity 
o    Increased  intensity  of  regulatory  and  legislative  oversight 


OT S/Internal  Audit  Investigation 


OTS/Capital  Restructuring  Meeting 


Monthly  OTS  Update  Meeting,  Dochow/Franklin 
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WaMu  Timeline 


4/24/07 


4/26/07 


4/26/07 


5/1/07 


5/1/07 


5/9/07 


5/14/07 


5/14/07 


5/15/07 


5/15/07 


5/16/07 


5/17/07 


5/24/07 


Quarterly  Basel  II  Conference  Call 


BSA/AML  Weekly  Status  Meeting 


Exam  Update  meeting-Deloitte  and  OTS 
Basel  II  Kickoff  Meeting 


Approved  Q2  Common  Dividend  $3  B,  Preferred  Dividend  $4.2  M 
BSA/AML  Weekly  Status  Meeting 


OTS  Quarterly  Treasurer's  meeting  (filed  paper  document) 

Balance  sheet  reductions  and  Project  Thackeray  reduced  Ql  funding  needs 

o    Thackeray  -  complex  transaction  with  Barclay' s  Bank  S6.25B  3  year  funding  complete 
3/27/07 
Wholesale  funding  declined  from  $143B  on  12/06  to  $1 16B  on  3/07 
$1B  Senior  Note  issued 
March  covered  bond  issue  postponed 

WaMu  master  note  trust  S1.1B  AAA ,  S150M  A,  with  $700  M  Credit  Card  conduit  increase 
Forecast  Q2  funding  needs  remain  limited 

o    No  WMI  funding  needs  in  07,  next  Senior  bank  debt  maturity  forecast  Q3  07 

o    FHLB  advance  pay-downs  continue 

o    WM  master  note  trust  3yr  $875N  AAA,  $  125M  BBB  Credit  Card  Securitization  to  sett 
Mid  May 

o    Brokered  Retail  deposits  likely  to  remain  stable 
2007  Funding  Outlook 

o    Subordinate  debt  removed  from  forecast 

o    $2  to  $4B  senior  debt  needs  in  2007 

o    FHLB  advances  expected  to  decline  $15  to  $20B  by  year  end 
Ql  Capital  Outlook 

o    Repurchased  $2.8B  common  stock 

o    Exercised  call  option  to  retire  $400M  trust  preferred 

o    WMB  upstreamed  $3B  excess  Capital  by  dividenting  to  WMI 
Q2  Forecast  Capital  Activity 

o    Continue  to  retire  inefficient  trust  preferred 

o    $500M  WM  Preferred  Funding  LLC  issue  in  May 

o    Excess  Capital  available  at  WMB 
07  Capital  Strategy 

o    Continue  optimizing  Tier  1  Capital  base 

o    Limited  growth  makes  any  new  capital  issue  "nice"  but  not  required 


OTS/Rotella  Update  meeting 


Discuss  Status  of  NTM  Guidance  and  Proposed  Subprime  Lending  Guidance 


Long  Beach  Mortgage  FPD/EPD  Review  with  OTS 


BSA/AML  Weekly  Status  Meeting 


OTS  Exam  Status  update  ALLL .._      

Compliance  Limited  Examination  Transmitted  -  Overall  we  found  WaMu  had  established  an  effective 
fair  lending  risk  monitoring  and  management  program  for  residential  lending.  Four  of  14  comparative 
review  found  that  corrective  action  at  a  transaction  level  would  be  appropriate.  Management's  prompt 
response  in  taking  corrective  action  for  the  affected  borrowers  is  a  positive  step  in  limiting  the 
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5/25/07 


6/14/07 


6/20/07 


6/20/07 


6/20/07 


7/23/07 


.8/1/07 


8/15/07 


8/16/07 


8/27/07 
8/27/07 


9/10/07 


9/17/07 


institution's  fair  lending  risk. 


Monthly  OTS  Update  Meeting-Dochow/Franklin 


BSA/AML  update 


Follow  up  Committed  Capital  Term  Sheet 


OTS  Exit  Meeting  -  C-2,  A-2,  M-2,  E-2,  L-l,  S-2,  Compliance-2,  IT-2,  WMI-Satisfactory 
Monthly  OTS  Update  Meeting-Dochow/Franklin 


Approved  Operating  Subsidiary  Pike  Holdings 


Approved  Common  Dividend  $1B  in  connection  with  elimination  of  North  American  Capital  Inc. 
(NACI)  as  a  holding  company. 


Approved  5  new  Operating  Subsidiaries  including  4  foreign  entities 

Quarterly  Treasurer's  Meeting 

•  Capital  Forecast-see  below 

•  Debt  Schedule  and  Forecast-see  below 

•  Funding  Review 

o    Funding  Diversification 

■  FHLB  advances  declined  from  $25B  to  $21B 

■  Brokered  CDs  declined  from  $32B  to  $25B 

■  Covered  Bond  issue  in  May  2007  of  $2B 

■  WaMu  Master  Note  Trust  3yr,  S875M  AAA  and  $125M  BBB. 
o    Major  Market  disruption 

•  Little  or  no  liquidity  across  most  asset  classes 

•  Liquidity  remains  limited  and  volatile 

•  WaMu  has  adequate  Liquidity 

o     Substantial  FHLB  capacity-$43B 
o    Repo  and  Broker  CD  capacity 
o    Minimal  debt  maturities,  $  1 .  5B  in  Nov 

o    Credit  Card  Asset  Backed  Securitizations  expected  to  issue  in  Q3 
o    Enhanced  monitoring,  12  month  liquidity  forecast  and  weekly  liquidity 
reports 

•  NACI  Elimination  Update 

•  Pike  Street  Holdings  Update 

•  Q3  Capital  Strategies 

o    Remove  plans  for  Share  Repurchases  in  Q4  08 
o    Retain  Capital  in  WMB  except  for  that  needed  by  WMI  for  common  dividends 


1/8/07  examination  concluded 


Approved  Operating  Subsidiary  MergeCo 


Discuss  McKell  vs  WaMu 


1/ 1/8/07  Report  of  Examination  transmitted,  with  a  composite  rating  of  "2",  camels  ratings  of 
2,2,2,2,1,3  and  compliance  3.  The  summary  highlighted  management's  long  term  strategic  plan  of 
reducing  market  risk  while  reducing  reliance  on  lower  yielding  SFR  first  mortgages  by  replacing  those 
with  higher  yielding,  though  higher  risk  assets  such  as  multifamily,  credit  card,  and  home  equity  loans. 
The  strategy  is  being  pursued  more  cautiously,  particularly  with  regard  to  subprime  lending,  where  there 
has  been  deterioration.  The  report  highlighted  the  following  Matters  Requiring  Board  Attention 
(MRBA): 
«     Continued  weaknesses  in  subprime  SFR  lending  which  is  a  repeat  MRBA.  Board  to  ensure 
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9/18/07 


9/18/07 


9/19/07 


9/20/07 


9/21/07 
9/21/07 


9/26/07 


10/02/07 


10/16/07 


10/13/07 


10/14/07 


10/17/07 


10/17/07 


10/17/07 


underwriting  deficiencies  are  reduced  to  tolerance  levels  agreed  upon  in  management's  to 

Asset  Quality  Findings  Memo  3. 

A  Cease  and  Desist  Order  (C&D)  was  issued  covering  the  required  Bank  Secrecy  Act 

(BSA)/Anti  Money  Laundering  (AML)  Corrective  Actions  and  the  Board  is  to  ensure  the 

requirements  of  the  C&D  are  fully  complied  with. 

Civil  Money  Penalties  were  imposed  for  violations  of  the  National  Flood  Insurance 

Protection  Act.  Board  to  ensure  that  the  management  and  system  deficiencies  that  resulted 

in  the  violations  are  corrected  and  the  necessary  flood  insurance  is  obtained. 

Board  to  ensure  that  management  implements  a  comprehensive  compliance  framework, 

and  that  the  compliance  management  function  receives  appropriate  support,  leadership,  and 

resources. 

Continue  to  monitor  and  receive  reports  on  the  status  of  Enterprise  Risk  Management  to 

ensure  its  effectiveness  and  that  appropriate  resources  and  support  are  provided  to  the 

function.  ERM  should  provide  an  important  check  and  balance  on  profit-oriented  units 

and,  therefore,  warrants  strong  Board  commitment  and  support. 


Discuss  Transland  MBF 


OTS  Basel  II  September  Kickoff  meeting 


10/18/07 


Overview  of  Consumer  Complaints 


Up  to  marketing  update 


Monthly  OTS  update  meeting-Dochow/Franklin 


Discussion  on  new  Subprime  Report  for  OTS 


Fair  Lending  Review 


1-8-07  IT  Examination  Completed-Findings  transmitted  in  the  type  16  ROE  of  9/18/07. 


Score  Assisted  Underwriting  Overview  meeting 


WaMu  announces  closure  of  its  Mortgage  Banker  Finance,  Conduit,  and  Correspondence  Loan 
divisions.  Residential  loan  origination  will  now  be  concentrated  in  branch  system. 


Initiated  a  formal  examination  of  the  appraisal  process  to  assess  the  validity  of  a  complaint  filed  by  the 
New  York  Attorney  General's  (NYAG)  Office.  No  examination  report  was  issued  on  this  matter. 


Assessed  $60,445.00  Civil  Money  Penalties  (CMPs)  related  to  violation  of  flood  insurance  regulations 


OTS/HFI  Transfer  Valuation  Meeting 


Ca  Card  Services  Fraud  Overview 


Quarterly  Regulators  Meeting 

Q3  07  Net  Income  $210  M  $620  M  below  plan 

Reflects  accelerated  credit  pressures  and  freeze  of  secondary  market 

Provision  expense  increased 

$147  M  valuation  loss  on  $17  B  loans  transferred  to  HFI 

$104  M  permanent  impairment  on  AFS  securities 

Widening  spreads  and  credit  deterioration  also  drove  write-downs  on  commercial  loan 

residuals  and  trading  securities 

MSR  performance  improved 

Cash  increased  by  $7B  to  bolster  liquidity  position,  primarily  from  FHLB 

Declared  Cash  Dividend  of  $0.56/Share 

Residential  Portfolio  consists  of  
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o    $19. 8B  subprime  portfolio  in  run  off  mode 
o     S58.4B  Home  Equity  high  credit  quality,  largely  second  lien, 
o     $  1 06. 8  SFR  Prime  High  quality  primarily  option  arms  and  hybrids 
Significant  changes  to  guidelines  in  all  segments 

o    Tightened  underwriting  standards  on  Prime  SFR,  Home  Equity,  Subprime,  and  for 

all  products, 
o    Prime  SFR  90%  max  Cumulative  Loan  to  Value  (CLTV),  reduce  non-full  doc 

eligibility  to  loans  with  CLTV  80%,  Fico  under  680  require  65%  CLTV  or  lower, 

No  exceptions  for  borrowers  with  FICO  below  620. 
o    Home  Equity  max  CLTV  85%  in  CA,  FL,  AZ,  and  NV,  CLTV>65%  requires 

Fico>680, 
o    Subprime  Eliminate  Stated  Income  and  Limited  Doc  Loans,  Eliminate  2/28  and 

3/27  loans,  Max  CLTV  90%,  Eliminate  Piggyback  seconds 
o    All  Products  Enhance  declining  market  policy  to  include  a  CLTV  reduction  by  5% 

if  high  risk  market 

Credit  Risk  profile  of  new  originations  stronger  under  new  guidelines.  Sept  07 

originations  combined  with  CLTV>80%  =  23%  vs  28%  in  Jan  and  the  portfolio  avg,  Fico 

<660  =9%  vs  14%  in  January  and  22%  for  portfolio  avg,  >80%<660  =  3%  in  Sept  vs  6% 

in  Jan.  and  7%  portfolio. 

Customer  outreach:  Expand  relationships  with  local  agencies,  dedicate  1-800  number  and 

email  box  where  customers  can  make  direct  contact,  dedicated  leadership  team  with  $100K 

budget.  Establish  early  loss  mitigation  department  for  subprime,  create  NPA  early  loss 

mitigation  department  for  subprime, 

BSA/AML  Enforcement  Action:  On  9/25/07  OTS  delivered  C&D  draft  with  the  final  order 

delivered  10/15/07,  with  3/31/08  deadline  for  full  compliance. 

ERM 

o    Critical  Environment  Elements:  Home  Price  Appreciation  (HP A)  indices  show 
dramatic  drop  in  home  price  year  over  year  change  in  Jan  07.  Subprime  Credit 
Default  Swap  index  shows  significant  investor  sentiment  that  subprime  mortgage 
holders  will  suffer  increased  financial  losses  from  these  investments  with  decline  in 
the  index  beginning  mid  June  2007. 

o    Held  For  Sale  (HFS)  to  Held  for  Investment  Loans  (HFI):  The  balance  of  HFS 
assets  was  reduced  from  S41.7B  (4Q06)  to  S8.5B  (3Q  07)  through  sales,  redirection 
of  originations,  and  transfers  from  HFS  to  HFI.  Transfers  included  S14.4B  SFR 
S1.4B  Subprime,  and  S1.3B  Commercial. 

o    Subsequent  to  12/3 1/05,  WaMu  reduced  its  reliance  on  Federal  Home  Loan  Bank 
(FHLB)  advances  in  favor  of  finding  through  Covered  Bonds  and  retail  deposits. 
FHLB  advances  declined  from  22%  of  funding  sources  at  12/31/05,  to  7%  at 
6/30/07  but  went  back  up  to  17%  at  9/30/07  as  Commercial  and  Escrow  Deposits 
declined. 

o    ERM  top  5  Risk  Issues  have  changed  since  last  Quarter 

o    Q3  ERM  Top  5  Risks 
■     Housing  Market  Deterioration _ 
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10/25/07 


■  Volatility  of  Credit  Card  Markets 

■  Business  model  stress-shift  from  portfolio  lender  to  gain  on  sale 

■  Data  Governance  and  integrity 

■  Increased  intensity  of  regulatory  and  legislative  oversight 
o    Q4  ERM  Top  5  risks 

■  Accelerated  Deterioration  of  US  Markets  remains  #1 

■  #2  is  now  "Withdrawal  of  liquidity  from  the  secondary  markets 

■  #3  is  now  Compliance  Process  Deficiencies 

■  #4  is  now  External  Fraud 

■  #5  is  now  Data  Integrity 

•     Overview  of  WMI  consolidated  Portfolio 

o    Total  NonPerforming  Loans  (NPL)  portfolio  has  risen  from  less  than  1%  at  1/06  to 

2.2%  at  9/07.  Portfolio  charge-offs  have  risen  from  0. 15%  o  0.78%  in  the  same 

period. 
o    ALLL  was  $1.6B  at  6/30/07,  $1 .9B  at  9/30/07 


Quarterly  Treasurers  Meeting 

Liquidity  Update;  debt  issuance,  collateral  expansion 

•  Self-imposed  liquidity  requirements  have  been  established  for  1  day,  7  day,  3  month,  6 
month,  and  12  month  periods.  Excess  liquidity  forecast  as  of  9/30/07  indicated  that  excess 
liquidity  for  3  month  period  of  $14  billion  was  short  of  target  of  $25  billion.  The  shortfall  is 
expected  to  be  cured  by  on-going  reallocation  of  collateral  to  increase  FHLB  borrowing 
capacity  to  $35  to  $40  billion  by  yearend. 

•  WMB's  stress  case  scenario  projects  that  its  "Total  Excess  Liquidity"  will  range  between 
$32  billion  and  $38  billion  from  Q4-2007  through  Q4-2008.  Over  this  time  period,  total 
assets  are  projected  to  grow  from  $322. 8  billion  at  9/30/2007  to  $357.7  billion  at 

12/3 1/2008.  Most  of  the  growth  is  projected  to  be  funded  with  an  increase  in  FHLB 
advances.  Total  FHLB  advances  are  projected  to  increase  from  $53.2  billion  at  9/30/07  to 
$84.4  billion  at  12/31/08. 
WaMu  Preferred  Funding  and  planned  future  capital  activity 

•  WMI  successfully  priced  and  issued  $1  billion  in  a  Preferred  Funding  LLC  transaction  in 
October  2007. 

•  Planning  $500  million  WMI  sub  debt  in  October.  The  sub  debt  was  priced  last  week  with  a 
7.25%  coupon  and  will  settle  next  Tuesday. 

•  Planning  $500  million  Cayman  Preferred  Funding  in  Nov/Dec 

•  Planning  $500  million  DRD  Preferred  in  Nov/Dec 

•  NACI  will  be  merged  out  of  existence  on  November  1,  2007.  NACI  transaction  eliminates 
$950  million  of  subdebt  at  WMB.  WMB's  capital  will  be  augmented  in  Q4-2007  with:  (1) 
up  to  $1,465  billion  in  Tier-1  Capital  (consisting  of  net  proceeds  from:  (a)  $1  billion  of 
WMB  preferred  stock  issued,  and  (b)  potential  issuance  of  $500  million  preferred  stock,  and 
(2)  $500  million  in  Tier  2  capital  (subordinated  debt). 

Bagley  Phase  II 

•  WaMu  expects  to  hand  deliver  an  application  to  OTS  on  Monday,  10/29/07  for  Project 
Bagley  Phase  n. 

>     Will  move  $15  billion  commercial  loans  held  in  a  trust  from  WMB  to  WMBfsb  through  a 
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10/31/07 


11/07/07 


11/14/07 


11/15/07 


11/16/07 


11/20/07 


11/20/07 


11/26/07 


1 1/27/07 


11/27/07 


1 1/27/07 


11/30/07. 


12/4/07 


12/14/07 


12/31/07 


complex  transaction.  This  will  increase  WMBfsb's  QTL  from  66%  to  approximately  88%  to 
92%.  WMBFSB  projects  a  common  stock  cash  dividend  of  $2.6  billion  in  Q4-2007  to  be 
paid  to  WMB  in  connection  with  the  Bagley  II  transaction. 

AFS  Investment  Securities  Portfolio 

•  As  of  10/1 1/2007,  the  market  value  of  the  securities  portfolio  was  $25,197,000,  which  was 
$669  million  less  than  the  book  value.  The  book  yield  of  the  portfolio  of  5.64%  is  33  basis 
points  below  the  current  market  yield  of  5.97%. 

•  WMI  has  been  changing  the  mix  of  the  portfolio  toward  more  positive  convexity  and  long- 
term  call  instruments. 

•  By  rating,  88%  of  the  investments  are  rated  AAA,  6%  are  rated  AA  4%  are  rated  A  and  3% 
are  rated  BBB. 

•  Nearly  40%  of  the  entire  securities  portfolio  is  Agency  backed. 

•  The  subprime  portion  of  the  investment  portfolio  totals  $722  million,  or  2.9%  of  the  entire 
investment  portfolio. 


Approved  Dividend  of  $1  B 


O  OTS  Flood  Update  Meeting 


M  Meeting  to  Discuss  Appraisal  Review  with  OTS 


Update  on  BSA  Roadmap 


OTS  Meeting,  HL  Business  Update  and  Underwriting  Changes 


HFS  to  HFI  Transfer  Review  with  OTS  and  Deloitte 


Repurchase  Reserves  Update 


Repurchased  Home  Loan  Valuation,  $45.6  million  Locom  on  $5.6  billion  portfolio 


Monthly  Update  meeting  Dochow/Franklin 


Dochow/Franklin  Meeting  with  Rotella 


VAR  Model  Update  Miyashiro/Chararat 


OTS  Basel  II  Exit  Meeting  for  September  12,  2007  Field  Visit 

•  Our  reviews  to  this  point  have  been  limited  to  monitoring  the  development  of  the  different 

approaches  to  measure  risk  and  quantify  the  required  capital  to  support  this  risk  within  the 
Basel  II  framework. 

•  From  what  we've  seen,  by  and  large  the  models  developed  appear  to  follow  industry-accepted 

approaches  for  quantifying  operating  and  market  risk  and  the  various  parameters  required 
under  the  AIRB  approach. 

•  During  our  review,  we  have  also  shared  with  you  some  of  our  preliminary  impressions  and 
suggestions  for  improving  the  market  risk  model. 

•  2008  Qualification  Exam  to  commence  April  7,  2008  -  Early  review  of  HELOC/HEL  and 
credit  card  models  to  start  2/1 1/08 


Discuss  Capital  Projections 


1 2/6/07         Meeting  discuss  adding  Home  Loan  Servicing  Transaction  Data  to  Monitoring  Environment- 
Johnson/Franklin/Hendriksen/Fiene/Dick  Stephenson 


OTS  Monthly  Update  Meeting-Franklin/Dochow 


Approved  Ops  Sub  Unified  1    Tier  Sub 


Fact  Sheet  1  -Supervisory  Timeline 


Page  24  of  38 
SMG8/13 


Franklin_Benjamin-00035756_024 


<**■./ 


y 


Footnote  Exhibits  -  Page  0288 


WaMu  Timeline 


1/07/08 


1/17/08 


1/24/08 


2/1/08 


2/6/08 


2/19/08 


2/25/08 


2/26/08 


2/27/08 


2/28/08 


3/5/08 


Target  examination  of  Home  Loans,  Commercial  lending,  and  certain  aspects  of  operations  commences. 


OTS  Senior  managers,  exam  team  and  FDIC  representatives  attend  quarterly  regulators  meeting  with 
WMB  Executive  management. 


WMB  provided  OTS  a  copy  of  the  Simpson  Thatcher  work  plan  for  the  internal  review  of  the  NY  AG 
appraisal  allegations 


OTS  met  with  Simpson  Thatcher,  the  law  firm  conducting  the  internal  investigation  for  Washington 
Mutual  related  to  appraisal  outsourcing  by  the  Bank.  Simpson  Thatcher  acknowledge  that  both 
outsource  providers  raised  appraisal  independence  concerns  and  that  their  investigation  identified 
substantive  criticisms  with  the  process  including  the  significant  input  that  the  production  force  had  on 
the  composition  of  the  WaMu  preferred  appraisal  panel,  and  subsequent  panels,  and  the  inadequate 
supervision,  monitoring  and  control  of  the  process  by  appraisal  management.  Overall  however, 
Simpson  Thatcher  concluded  that  there  was  no  merit  to  the  allegations  contained  in  the  NY  AG 
complaint  and  that  they  found  no  systematic  effort  to  subvert  the  independence  of  the  appraisal  process, 
no  motive  or  intent  to  do  so,  and  finally  no  opportunity.  OTS  investigation  was  still  in  process. 


FDIC  informed  OTS  that  they  would  like  to  have  an  FDIC  Ombudsman  discuss  with  WMB 
management  what  happened  to  certain  deposits  of  a  former  customer  of  failed  bank,  Columbia  Savings 
and  Loan  Association.  Columbia  merged  with  Washington  Mutual  Bank,  via  American  Savings  Bank, 
back  in  1991.  No  one  at  WaMu  has  been  able  to  assist  the  customer;  therefore,  the  Ombudsman  got 
involved. 


WR  Director  instructs  exam  team  to  Assess  CAMEL  ratings  and  to  make  any  changes  necessary  by 
3/31/08. 


Attended  Quarterly  Treasurer's  meeting.  Exam  and  Appraisal  review  team  met  with  management  to 
discuss  broker/borrower  provided  appraisals 


Exam  team  and  WR  Director  meet  to  discuss  suggested  changes  to  CAMEL  Ratings 


New  York  Attorney  General,  Fannie  and  Freddie,  and  OFHEO  announced  new  appraisal  guidelines  that 
primarily  resulted  from  the  allegation  of  appraisal  misconduct  at  WMB. 


Management  agreed  to  discontinue  stated  income  lending  for  HELOCs  given  the  obvious  deterioration 
in  portfolio  quality  and  because  the  exam  team  had  indicated  that  our  conclusion  would  be  that  the 
program  be  discontinued. 


Stephen  I.  Chazen  was  elected  to  the  Board  of  Directors  of  Washington  Mutual  Bank  (the  "Bank")  by 
the  unanimous  vote  of  the  other  members  of  the  Board.  The  Board  also  appointed  Mr.  Chazen  to  the 
Audit,  Compliance  and  Finance  Committees  of  the  Board. 


WR  Director  issues  letter  downgrading  WMB  Composite  rating  to  "3"  and  requires  a  Board  resolution 
to  address  deteriorating  conditions. 

Exam  team  met  with  treasury  personnel  to  request  that  more  conservative  stress  scenarios  be  added  to 
existing  internally  derived  stress  scenarios 


CEO  Killinger  met  with  OTS  Director  to  discuss  the  condition  of  the  Bank,  examination  concerns,  and 
the  prospects  of  raising  capital. 


DOJ  contacts  WMB  in  regards  to  the  complaint  against  WaMu  on  Soldier/Sailor  Relief  Act.  DOJ 
subsequently  coordinates  with  OTS  on  exam  procedures  on  this  issue. 


Examiners  provided  a  second  request  for  documents  and  information  related  to  OTS  special 
investigation  into  NY  AG  appraisal  allegations 


Examiners  met  with  Home  Loans  management  to  provide  their  view  of  stated  income  lending  in 
general.  With  WR  Director's  approval,  examiners  inform  management  that  unless  they  could  provide 
analytics  that  supported  why  remaining  stated  income  products  being  offered  should  continue  being 
made,  our  exam  conclusion  would  indicate  that  this  product  should  be  discontinued. 
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WaMu  Timeline 


3/6/08 


3/7/08 


3/10/08 


3/12/08 


3/13/08 


3/17/08 


3/18/08 


3/19/08 


3/20/08 


3/24/08 


WR  Director  and  exam  team  briefed  the  DC  office  (and  subsequently  FDIC  WR  management)  that 
ALLL  provisions  would  increase  significantly  due  to  a  continuing  downward  trend  in  home  prices  and 
growing  delinquencies  and  charge  offs.  This  also  means  a  loss  for  2008  and  projected  for  2009. 
Management  engaged  Lehman  and  Goldman  to  explore  capital  and  investor  options.  OTS  DC  staff 
alerted  FDIC  DC  staff  which  led  to  coordinating  a  deposit  download  request  for  contingency  planning 


purposes. 


Victor  Villarreal  of  the  FDIC  DRR  group  arrived  at  the  Bank  to  make  the  deposit  download  request  for 
contingency  planning  purpose. 


In  response  to  communications  with  DC  FRB  counterparts,  OTS  DD  Ward  instructed  WR  management 
and  WMB  exam  team  to  encourage  WMB  management  to  provide  the  FRB  SF  with  any  information 
that  they  might  need  to  ensure  discount  window  access. 


After  various  discussions  with  the  WMB  exam  team,  management  issues  a  new  policy  eliminating  low 
doc  (stated  income)  lending  in  all  but  the  GSE  saleable  "doc  relief  loan  program. 


OTS  Director  and  senior  staff  met  with  WMB  CEO  and  senior  staff  to  discuss  the  Bank's  liquidity 
position,  particularly  uninsured  and  other  "at  risk"  deposits. 


WMB  exam  team  updated  WR  and  DC  management  on  liquidity  and  provided  the  initial  series  of 
detailed  liquidity  monitoring  reports  and  related  data.  GAO  staff  requested  2006  and  2007  balance 
sheet  and  income  statement  data  for  WMB,  Citi  and  AIG  in  conjunction  with  their  audit  activity 
regarding  issues  relating  to  the  development  of  Basel  n. 


Moody's  Investors  Service  downgraded  the  senior  unsecured  rating  of  Washington  Mutual,  Inc.  to  Baa3 
from  Baa2.  Washington  Mutual  Bank's  long  term  deposit  rating  was  downgraded  to  Baa2  from  Baal . 
Washington  Mutual  Bank's  bank  financial  strength  rating  at  C-  and  short  term  rating  at  Prime-2  were 
affirmed.  Moody's  placed  a  negative  outlook  on  all  Washington  Mutual  (WaMu)  entities. 


Fitch  places  WM  covered  bonds  program  on  rating  watch  negative  on  downgrade  of  WMB  to  'BBB'. 


WMI  announced  that  on  March  14,  2008,  the  United  States  Court  of  Federal  Claims  published  its 
written  decision  in  the  case  of  Anchor  Savings  Bank,  FSB  vs.  The  United  States  of  America,  awarding 
Washington  Mutual  Bank  $382.0  million  for  damages,  and  an  additional  amount  for  taxes  that  will  be 
determined  by  the  court. 


WMB  board  passes  resolution  to  address  the  Bank's  deteriorating  financial  condition 


WR  Director  and  exam  team  update  DC  management  on  results  of  3/17/08  Board  meeting  discussion. 


COO  Polakoff  directs  other  regions  to  provide  the  WaMu  exam  team  with  examiners  to  perform  a  more 
detailed  analysis  of  Liquidity,  including  all  relevant  agreements  that  could  negatively  impact  liquidity. 


WMB  management  provides  DC  management  with  a  listing  of  the  Bank's  top  30  depositors  per  an 
earlier  request. 


In  light  of  the  failure  of  Bear  Stearns,  the  WMB  exam  team  provides  OTS  management  information  on 
the  Bank's  credit  exposure  to  Lehman,  Merrill,  and  Morgan  Stanley  which  approximated  $250.0 
million.  . 


OTS  formally  request  mortgage  loan  servicing  data  as  a  part  of  our  ongoing  supervisory  process  to 
conduct  a  nationwide  horizontal  review.  The  goal  is  to  have  a  detailed,  current,  and  on-going  picture  of 
mortgage  loan  performance  and  loan  modification  efforts. 


DC  policy  staff  had  a  meeting  via  conference  call  to  discuss  proposed  changes  to  Unfair  and  Deceptive 
Practices  rules.  ___ 


Out  of  region  examiners  begin  assisting  WMB  exam  team  in  doing  a  detailed  analysis  and  monitoring 
of  Liquidity,  including  a  review  of  all  relevant  contracts  and  agreements  that  might  contain  triggers 
which  could  negatively  impact  the  Bank's  liquidity  position. 


WR  Director  provided  DC  management  the  latest  info  on  the  Bank  capital  raising  efforts  based  on  an 
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WaMu  Timeline 


3/26/08 


3/31/08 


4/1/08 


4/2/08 


4/3/08 


4/4/08 


4/7/08 


4/8/08 


4/15/08 


4/17/08 


4/23/08 


update  received  from  WMB  executive  team.  April  4,  2008,  was. scheduled  for  a  subsequent  update  by 
WMB's  board  to  OTS  DC  and  WR  management. 


Exam  team  hold  exit  meeting  for  the  Commercial  Group  review,  no  significant  findings. 


Exam  team  request  updated  financial  projections  from  management,  FDIC  in  attendance. 


FinCen  informs  OTS  that  our  referral  regarding  WMB  Bank  Secrecy  Act  issues  was  referred  to  their 
Office  of  Enforcement  because  they  determined  that  the  imposition  of  civil  enforcement  remedies  under 
the  Bank  Secrecy  Act  may  be  warranted. 


WR  briefed  OTS  COO  on  the  status  of  the  examination. 


OTS  COO  (Polakoff),  Deputy  Director  (Ward),  and  WR  Director  (Dochow)  met  with  the  Board  to 
direct  them  to  raise  capital  given  the  increasing  losses  at  the  Bank. 


WR  Director  informed  onsite  FDIC  examiners  that  OTS  had  a  telephonic  discussion  with  WMB's 
Board  on  4/1/08  where  they  heard  from  OTS  that  they  needed  to  take  action  to  ensure  the  safety  and 
soundness  of  the  banks  and  sufficiency  of  capital.  The  board  authorized  Rotella  and  Casey  to  start 
meeting  with  a  number  of  large  current  shareholders  who  signed  confidentiality  agreements  to  obtain 
additional  capital  above  what  the  private  equity  companies  proposed.  Management  appeared  confident 
that  capital  was  available.  OTS  Wash  DC  briefed  FDIC  DC  on  4/2/08. 


Examiners  had  mid-exam  update  meeting  with  Home  Loans  management.  Discussions  included 
primary  findings  of  recurring  concerns  regarding  stated  income  lending  in  all  HL  portfolios  and 
generally  unsatisfactory  underwriting  overall. 


Examiners  requested  documents  from  the  Bank  to  facilitate  the  FDIC  contingency  planning  efforts. 


Examiners  requested  a  deposit  download  at  the  request  to  the  FDIC  contingency  planning  group. 
WR  provides  DC  the  Bank's  revised  liquidity  stress  analysis  with  additional  stress  conditions  requested 
by  WR  management  including:  a  $19  billion  deposit  run  off  among  retail,  custodial  and  commercial 
accounts,  plus  a  reduction  in  Fed  Funds  capacity  and  400  bp  increase  in  the  FHLB  haircut.  Also 
included  was  new  info  on  several  items  such  as  clarification  of  what  the  FHLB's  can  do  upon  a 
"material  adverse  change"  indicating  that  potential  exists  for  a  much  worse  event  should  the  FHLB  of 
SF  triggers  an  early  amortization  of  outstanding  balances  or  immediate  repayment  upon  default 
stemming  from  a  material  adverse  change.  Management  reports  that  they  are  very  close  to  signing  a 
deal  to  raise  additional  capital  approximating  $4.9  billion.  OTS  encourages  management  and  the  Board 
to  raise  all  that  is  possible  in  this  transaction.  Management  agrees  with  OTS  to  keep  JP  Morgan  offer 
open. 


WMB  announces  their  exiting  the  wholesale  lending  channel  including  the  closure  of  related  loan 
offices.  . 


WMB  announces  a  $7.0  billion  +  capital  raising. 


Annual  shareholders  meeting  -  some  shareholders  and  employees  were  extremely  critical  of 
management  and  the  Board  for  the  condition  of  the  bank  and  suggested  a  number  of  changes.  Mary 
Pugh  resigned  as  Finance  Committee  Chairman. 


WR  management  and  examiners  attend  Quarterly  regulators  meeting. 


Michella  Alban  -  Home  Loans  Legal  Officer,  and  Adam  Ellis-  Home  Loans  Appraisal  Manager.  We 
learned  subsequently  that  Mr.  Ellis  was  retained  in  a  different  capacity. 


COO  Rotella  informs  the  exam  staff  that  3  individuals  were  terminated  related  to  the  NY  AG  appraisal 
allegations:  Cheryl  Feltgen  -  Chief  Credit  Officer  for  Home  Loans 


Exam  team  requests  an  appraisal  sample  related  to  the  appraisal  investigation.  Discussed  the  Bank's 
rights  under  applicable  regulation  to  cancel  HELOC  lines  of  credit  with  CERO  Cathcart  and  John 
Robinson,  Regulatory  Relations    Exam  team  met  with  HL  management  to  get  more  detail  analysis  of 
the  root  cause  of  mounting  losses. 
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WaMu  Timeline 


4/24/08 


5/5/08 


5/8/08 


5/14/08 


5/15/08 


5/16/08 


5/19/08 


5/21/08 


5/28/08 


5/29/08 


6/2/08 


6/4/08 


6/9/08 


Examiners  completed  detailed  analysis  of  liquidity  related  instruments/contracts  that  could  potentially 
negatively  impact  the  Bank's  liquidity  position. 


WMB  announces  the  termination  of  Cheryl  Feltgen  and  Michella  Albon  from  the  Home  Loans  group. 


FDIC  provides  a  revised  capital  analysis  indicating  that  the  Bank  needed  an  additional  $5  -  $7.0  billion 
in  capital 


Temporarily  discontinued  weekly  liquidity  reports  to  DC  due  to  recent  capital  infusion 


Examiners  and  WR  management  attend  quarterly  Treasurer's  meeting. 


Internal  reorganization  at  WMB  moves  the  Compliance  and  Regulatory  Relations  functions  from  ERM 
to  the  Legal  Department. 


Onsite  examiners  discontinued  sending  liquidity  reports  to  DC  because  of  the  recent  capital  infusion  but 
continued  to  monitor  liquidity. 


FDIC  DRD  staff  informs  that  the  download  of  WMB  deposit  data  was  successful. 


Moody's  Investors  Service  (Moody's)  downgraded  the  rating  of  the  Covered  Bonds  (approximately  $6.0 
billion)  issued  by  WM  Covered  Bond  Program  (the  Program)  to  A2,  on  review,  with  direction  uncertain 
from  Aal  under  review  for  possible  downgrade.  The  downgrade  of  the  Covered  Bond  rating  follows 
the  recent  downgrades  of  the  long-term  deposit  ratings  of  Washington  Mutual  Bank  (the  Sponsor)  to 
Baa2  (stable  outlook). 


Examiners  held  general  discussion  with  D&T  audit  manager.  Exam  team  met  with  WMB  attorneys  to 
discuss  internal  review  of  alleged  fraud  by  WMB  loan  consultants.  MOU  and  ROE  required  an  in  depth 
investigation  into  the  validity  of  the  allegations  and  extent  on  any  problem. 


Onsite  FDIC  examiner  inform  OTS  examiners  that  they  are  classifying  all  subprime  loans 
"substandard"  regardless  of  payment  status  and  as  such,  would  downgrade  the  Bank's  asset  quality 
component  from  "3"  to  "4" 


WMB  issues  a  press  release  indicating  that,  to  further  strengthen  corporate  governance  and  to  listen  to 
corporate  shareholders,  effective  July  1,  independent  director  Stephen  E.  Frank  would  assume  the  role 
of  Board  Chair  while  Kerry  Killinger  would  continue  to  lead  the  company  as  Chief  Executive  Officer 
and  serve  as  a  Director.  The  Board  also  adopted  a  majority  voting  standard  and  made  several  changes 
to  the  composition  and  leadership  of  certain  of  its  Board  Committees:  (1)  the  Board  appointed  Orin  C. 
Smith,  retired  Starbucks  CEO,  to  serve  as  Chair  of  the  Finance  Committee,  (2)  recently  elected  director 
David  Bonderman,  managing  director  of  TPG  Investors,  would  serve  as  Vice  Chair  of  the  Finance 
Committee,  in  addition  to  being  a  member  of  the  Corporate  Development  committee,  (3)  the  Board 
appointed  Thomas  C.  Leppert,  Dallas  Mayor  and  former  chairman  and  CEO  of  The  Turner  Corporation, 
to  serve  as  Chair,  and  (4)  the  Board  appointed  Regina  T.  Montoya  to  serve  as  Chair  of  the  Corporate 
Relations  committee.  She  also  continued  in  her  role  as  a  member  of  the  Finance  Committee.  In 
addition,  the  company  launched  a  search  for  individuals  with  extensive  financial  services  and  strong 
leadership  experience  to  further  fortify  WaMu's  Board  of  Directors  as  new  independent  directors. 


WR  Director  and  examiners  discuss  WMB  at  high  risk  briefing 


WR  Director  and  exam  team  held  conference  call  with  Director  Frank,  Chairman  of  the  audit  committee 
to  express  our  concerns  and  provide  examination  findings  as  well  as  to  discuss  the  effectiveness  of  the 
audit  committee,  ERM  internal  audit,  and  the  management  team. 


Examiners  notified  that  WMB  appraisal  issue  would  likely  remain  a  separate  investigation;  as  such, 
findings  and  conclusions  would  likely  be  handled  separately  outside  of  the  current  comprehensive 
examination. 


OTS  approves  application  filed  April  24,  2008,  for  payment  of  a  dividend  to  Washington  Mutual,  Inc., 
consisting  ofthe  stock  ofWM  Mortgage  Reinsurance  Company  ("Captive").  WM  Mortgage 
Reinsurance  Company  is  considered  a  non-includable  subsidiary  of  WMB  for  purposes  of  determining 
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WaMu  Timeline 


6/10/08 


6/1 1/08 


6/12/08 


6/16/08 


6/18/08 


6/20/08 


6/23/08 


the  bank's  regulatory  capital. 
WMB's  regulatory  capital. 


As  such,  the  distribution  of  Captive  to  WMI  will  have  no  impact  upon 


WMB  reports  that  its  exposure  to  Fannie  and  Freddie  is  limited  to  equity  securities  approximating 
$282.0  million  with  a  mark  to  market  loss  approximating  $49.0  million 


OTS  suspends  the  Basel  II  qualification  exam  given  that  WMB  delayed  their  qualification  efforts  to  be 
consistent  with  other  institutions  that  were  required  to  be  Basel  II  compliant. 


Examiners  became  aware  that  Management  had  used  approximately  $1.4  billion  in  recent  capital 
proceeds  to  pay  down  holding  company  debt.  Management  subsequently  directed  to  discontinue  this 
activity. 


Examiners  held  Sensitivity  to  Market  Risk  exam  exit  with  executive  responsible  for  this  area;  onsite 
FDIC  examiner  in  attendance.  . 


OTS  DC  analyst  indicates  that  WMI  stock  tanking  early  already  down  13.17%  trading  at  $5.82  its 
lowest  level  since  1992  and  inquired  whether  upcoming  news  caused  a  significant  swing  from  the 
previous  day's  late  rebound.  WR  director  indicated  that  it  was  likely  due  to  rumors  about  the  possibility 
of  an  upcoming  MOU  in  that  both  OTS  and  WMB  were  being  asked  for  comment  in  this  regard  by  the 
media. . 


WMB  issues  a  press  release  indicating  "while  it  is  the  policy  of  Washington  Mutual  not  to  comment  on 
speculation  and  market  rumors,  the  company  released  the  following  statement  to  address  recurring 
speculation  about  regulatory  activity:  "Neither  our  primary  federal  regulator,  the  OTS,  nor  any  other 
bank  regulatory  agency  has  taken  any  enforcement  action  against  WaMu  that  we  have  not  previously 
disclosed.  Further,  the  company  is  not  currently  in  such  discussions  with  any  regulatory  agency." 


OTS  examiners  held  exit  meeting  with  executive  responsible  for  Enterprise  Risk  Management;  onsite 
FDIC  examiner  in  attendance. 


Held  exam  exits  meetings  for  Capital,  Earnings,  and  Liquidity  as  well  as  for  Home  Loans  for  the 
executives  responsible  for  those  areas;  onsite  FDIC  examiner  in  attendance. 


Management  provides  the  examiners  a  draft  of  their  new  Long  Range  Forecast,  recently  approved  by 
the  Board 


Examiners  held  Compliance  exit  meeting 


Exam  team  met  with  COO  Rotella  to  discuss  Operation  Restart,  initiated  in  May  2008,  wherein 
Management  identified  about  $1.0  billion  in  run-rate  NTE  saves  and  [5,400+]  in  headcount  reductions. 
Phase  II  was  initiated  in  mid  May  2008  with  the  majority  of  savings  centered  on  Home  Loans,  Retail 
Bank,  Technology,  and  Real  Estate.  WMB  issued  a  press  release  on  6/19/08  regarding  a  number  of 
changes  intended  to  improve  expense  management,  increase  efficiency,  and  accelerate  return  to 
profitability  by:  (1)  eliminating  some  positions  that  don't  support  mission  critical  activities,  (2) 
eliminating  positions  that  supported  Home  Loans  functions  that  were  discontinued,  and  (3)  centralizing 
some  support  functions  such  as  in  Technology,  Human  Resources,  and  Enterprise  Operations.  About 
1200  positions  would  be  eliminated 


Examiners  discuss  with  COO  Steve  Rotella  our  concern  that  certain  MSR  hedging  personnel  were  being 
terminated  as  a  cost  cutting  measure,  particularly  since  this  area  was  recently  a  high  risk  area. 


Examiners  with  WR  Director  present  discussed  their  examination  findings  with  CEO  Kerry  Killinger, 
COO  Steve  Rotella  and  Acting  General  Counsel  Stewart  Landefeld  today  since  the  CEO  would  not  be 
available  at  the  formal  management  exit  scheduled  July  1,  2008.  Examiners  disclosed  that  composite 
would  remain  "3"  but  that  Asset  Quality  and  Management  ratings  were  being  downgraded  (343432). 
WR  Director  informed  WMB  management  that  additional  enforcement  action  was  likely  given  the 
condition  of  the  Bank. 


Examiners  met  with  Home  Loans  management  to  inquire  about  ongoing  hedging  of  Mortgage  Servicing 
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6/26/08 


6/27/08 


7/1/08 


7/3/08 


7/7/08 


7/10/08 


7/11/08 


Rights  because  we  received  anecdotal  information  that  certain  WMB  personnel  responsible  for  hedging 
were  being  laid  off.  We  expressed  concern  that  management  must  maintain  competent  personnel  to 
continue  to  manage  this  asset.  Management  stated  that  key  individuals  were  being  maintained. 


Exam  team  provided  the  6/20/08  management  meeting  agenda  to  DC  management  along  with  all  the 
examination  findings  memos. 


WR  Director  met  with  CEO  Killinger  who  agreed  to  infuse  additional  capital  into  WMB  but  indicated 
that  the  Bank  was  wary  of  creating  a  tax  issue  or  rating  agency  discomfort.  Mr.  Killinger  indicated  that 
the  bank  would  bring  in  approximately  400  people  to  clear  the  backlog  of  Alerts  and  SAR  filings.  He 
also  asked  if  there  was  anyway  to  avoid  a  MOU  given  the  capital  infusion  as  well  as  the  following 
actions:  a  plan  to  increase  liquidity  sources  to  $60.0  billion  by  June  30th  versus  $37.0  billion  at  March 
31st,  accelerating  loan  loss  provision  asked  for  by  examiners,  discontinuing  many  lending  areas  where 
underwriting  was  criticized  by  examiners,  and  cutting  approximately  $1.0  billion  in  expenses  to 
accelerate  return  to  profitability.  WR  Director  indicated  that  as  a  "3"  rated  institution,  enforcement 
action  would  be  necessary.  Mr.  Killinger  asked  about  the  status  of  the  appraisal  review;  to  which,  WR 
Director  indicated  that  the  review  was  still  in  process. 


WMB  applied  to  issue  another  $3  billion  in  sub  debt  under  its  Global  Note  Program  over  the  next  two 
years.  They  anticipate  issuing  only  $2.25  billion,  but  applied  for  $3  to  give  them  additional  flexibility. 
WR  Director  opined  that  while  some  use  of  the  global  note  program  makes  sense,  the  dynamics  have 
changed  sufficiently  at  the  company  so  that  we  should  require  a  clear  indication  of  ability  to  service, 
representation  of  no  adverse  impact  on  rating  agency  ratings,  and  have  their  plan  showing  attainment  of 
profitability  and  maintenance  of  sufficient  capital  under  the  credit  cost  stress  scenarios 


WMB  informs  WR  Director  that  they  are  near  a  deal  to  sell  about  45  Chicago  area  branches  and  all 
Chicago  deposits  and  all  Colorado  deposits  and  branches  to  U  S  Bank.  This  will  likely  be  announced 
with  earnings  on  July  16.  WMB  had  previously  closed  about  60  Chicago  area  branches  and  with  the 
sale  will  be  out  of  that  market  and  Colorado  in  terms  of  retail  presence.  They  will  also  close  about  100 
other  stores  in  other  states  with  the  largest  number  in  any  one  market  being  about  30  in  the  west 
Florida/Tampa  area. 


WMB  executives  meet  with  OTS  DC  management  to  discuss  exam  findings  and  to  discuss  whether 
enforcement  action  was  necessary.  DC  management  confirmed  that  enforcement  action  was  necessary. 


Examiners  conducted  the  formal  management  exit  meeting  to  discuss  all  examination  findings  with  the 
executive  management  team.. 


WMB  management  indicated  that  per  their  discussion  with  Moody's,  the  rating  agency  was  taking  no 
action  at  this  time,  and  confirmed  that  assuming  earnings  are  finalized  at  the  level  discussed  with  them 
the  previous  day,  they  would  affirm  both  WMB  and  WMI  ratings  and  Stable  outlook  immediately  after 
WMB's  earnings  release. 


Examiners  expressed  concern  to  WMB  management  about  their  recent  buyback  of  holding  company 
debt  because  this  depletes  capital  although  debt  was  repurchased  at  a  discount. 


WR  Director  discusses  with  WMB  management  the  need  for  WMI  to  infuse  at  least  another  $2.0  billion 
into  the  Bank.  


Exam  team  asked  to  provide  a  list  of  provisions  to  be  considered  for  inclusion  in  the  MOU. 


Exam  team  provided  suggested  requirements  to  be  included  in  the  MOU. 


Examiners  inform  WMB  management  of  conclusion  that  the  Bank  failed  to  comply  with  certain  aspects 
of  the  Compliance  C&D. 


IndyMac  Bank  is  placed  in  receivership 


WR  updates  DC  on  upcoming  2Q08  earnings  announcement  that  WMB  would  report  on  July  22,  2008, 
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7/17/08 


7/18/08 


7/19/08 


7/21/08 


including  a  higher  loss  expectation  of  $3.3  billion  loss  versus  about  $1.1  billion  in  the  first  quarter.  The 
difference  resulted  from  a  dramatic  increase  in  ALLL  provision  (approximately  $3.5  billion  planned 
amount  was  increased  to  $5.9  billion  in  response  to  examination  plus  a  little  more).  Total  assets  are 
down  to  about  $309  billion. 


Examiners  attend  earnings  update  meeting  with  WMB  executives 


OTS  West  Region  management  and  examiners  met  with  Board  to  present  examination  findings  and 
conclusions,  including  the  decision  to  downgrade  Capital  to  "4",  Asset  Quality  to  "4",  and  Management 
to  "3"  while  maintaining  a  Composite  "3".  The  FDIC  indicated  that  they  considered  the  Bank  a 
borderline  "3"  composite.  OTS  also  informed  the  Board  of  a  pending  enforcement  action  related  to  the 
condition  of  the  Bank.  IN  addition  to  the  significant  deterioration  in  the  Bank's  financial  condition, 
other  significant  findings  included  continuing  concerns  with  respect  to  underwriting  of  SFR  loans, 
particularly  related  to  stated  income  lending,  problems  in  the  home  loan  appraisal  process,  continuing 
compliance  management  concerns,  particularly  in  BSA/Anti  Money  Laundering  concerns;  and 
ineffective  enterprise  risk  management  function,  deficiencies  in  ALLL  and  reserve  methodologies,  and 
less  that  satisfactory  Board  and  management  oversight. 


David  Bonderman,  new  director  at  WAMU  representing  TPG,  asked  the  WR  Director  whether  TPG's 
arrangement  can  be  clarified/altered  on  their  rebuttal  of  control  to  allow  the  observer  who  joins  him  at 
board  meetings  to  ask  questions  and/or  participate  in  discussions  but  continue  to  not  vote,  and  whether 
WAMU  management  could,  if  they  choose,  contact  some  of  the  TPG  related  staff/companies  for  advice 
and  counsel.  This  would  be  solely  at  WAMU  management's  initiation. 


DC  management  requested  that  the  examiners  follow  up  on  reports  from  the  FDIC  regarding  complaints 
from  branch  customers  that  IndyMac  official  checks  are  being  sent  for  collection  by  WaMu  which  could 
mean  no  access  by  customers  to  deposited  funds  for  8  weeks.  DC  also  asked  for  clarification  whether 
the  checks  were  from  the  former  FSB  or  the  new  conservatorship  FSB.  If  from  the  latter,  the  holds 
would  appear  to  be  inappropriate.  Clarification  from  WMB  was  requested. 


OTS  West  Region  receives  independent  complaints  regarding  WMB  holding  checks  drawn  on  IndyMac 
Bank  (in  receivership)  for  eight  weeks.  WMB  confirmed  that  extended  holds  were  in  effect  due  to  the 
receivership.  WR  Director  instructed  WMB  to  honor  IndyMac  check  in  accordance  with  regulatory 
requirements  for  check  hold  procedures.  WMB  indicated  the  Bank  issued  new  guidance  to  branches  to 
comply. 


OTS  receives  a  letter  explaining  the  scope  of  a  consulting  agreement  whereby  Mckinsey  and  Company 
would  provide  consulting  services,  the  goal  of  the  project  was  to  build  on  WMB's  initial  transformation 
results  achieved  in  Project  Restart  to  create  a  go-forward  environment  where  WMB's  executives  will 
drive  performance  through  enhanced  accountability  and  decision  making  while  preserving  the  best 
elements  of  WMB's  culture  and  values. 


In  response  to  OTS  findings  that  WMB  did  not  comply  with  terms  of  certain  requirements  of  the 
compliance  (BSA)  C&D,  management  provided  a  legal  response  from  Wilmer  Hale  opining  that  the 
Bank  was  in  compliance.  OTS  disagreed  with  this  response 


Management  provided  capital  projections  for  WMB  that  accompany  the  LRF  Income  reflecting  a  $2 
billion  infusion  of  capital  from  WMI  to  WMB  which  is  expected  to  occur  before  the  earnings 
announcement  scheduled  for  the  following  week. 


WMB  informed  WR  Director  that  their  attempt  to  sell  all  Chicago  deposits  and  certain  offices  plus  all 
Colorado  branches  to  US  Bank  was  off.  As  negotiations  neared  the  end,  US  Bank  upped  the  anti  by 
asking  for  a  letter  of  credit  given  their  perception  of  WMB  as  being  named  on  a  list  of  banks  for 
possible  take  over  etc.  WMB  thought  that  the  requirement  for  a  letter  of  credit,  if  made  public,  might 
cause  further  headline  risk. 
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WMB  informs  WR  Director  that  WMI  infused  $2.0  billion  into  the  Bank 


Received  FDIC  7/21/08  letter  which  contained  their  thoughts  on  conditions  that  should  be  included  in 
any  enforcement  documents,  which  included  a  requirement  that  WMB  needed  an  additional  $5.0  billion 
in  capital. 


WR  Director  responds  to  FDIC  7/21/08  letter  which  contained  their  thoughts  on  conditions  that  should 
be  included  in  any  enforcement  documents. 


Moody's  Investors  Service  placed  the  ratings  of  WMI  (senior  unsecured  rating  of  Baa3)  and  WMB 
(financial  strength  rating  of  C-,  long  term  deposit  rating  of  Baa2,  and  short  term  rating  of  Prime-2) 
under  review  for  downgrade.  The  review  follows  WMB's  reported  $3.3  billion  loss  for  the  second 
quarter  of  2008 


UUUl  bWA     m    *»v  vvy  . ^ ^— — — — — — — — ^ — ^ — — —^~^~ 

Met  with  WMB  regarding  liquidity  position  given  concern  that  upcoming  earnings  announcement  could 
cause  new  deposit  outflows  on  top  of  post  IndyMac  outflows.  Management  reported  building  cash 
reserves  in  anticipation  with  existing  $8  billion  cash  and  expected  $13  billion  by  the  end  of  the  week. 
They  are  also  increasing  their  collateral  at  the  FED.  They  currently  have  $8  billion  in  borrowing 
capacity  at  the  FED  and  will  have  $15  billion  by  the  end  of  the  week.  They  ran  various  deposit  decrease 
scenarios  and  opined  that  a  $25.0  billion  decrease  by  month  end  would  be  serious.  Although  they  have 
$60  billion  in  borrowing  capacity,  the  FHLB  is  not  in  a  position  to  fund  more  than  about  $4  to  $5  billion 
a  week  which  would  leave  them  relying  on  the  FED  and  Cash  Reserves.  Ability  to  draw  down  FHLB 
advances  also  limited  by  the  ability  of  the  FHLB's  ability  to  place  large  sums  of  paper  in  the  capital 
markets  in  order  to  fund  WMB  advance  requests. 


WMB  has  $19.7  billion  in  what  they  consider  susceptible  uninsured  deposits. 


WR  Director  and  exam  team  met  with  management  to  discuss  recent  earnings  call  and  recent  steps  to 
improve  liquidity. 


Examiners  met  with  management  to  discuss  the  post  earnings  announcement  impact  on  liquidity  and 
need  to  shore  up  deposit  outflow 


Gimme  Credit  Research  Brief,  reports  that  "many  of  WaMu's  unsecured  creditors  are  quietly  reducing 
their  exposure  to  the  troubled  bank,  increasing  its  relative  reliance  on  insured  deposits  and  FHLB 
borrowings".  This  is  being  evidenced  in  the  credit  default  market. 


OTS  DC  concerned  about  increasing  widening  of  spreads  for  credit  default  swaps  related  to  WMI  debt. 
Management  opined  that  much  of  this  was  due  to  speculators  in  these  instruments 


FRB  informed  WR  Director  that  they  would  be  sending  an  examiner  from  their  Credit  monitoring 
department  to  monitor  liquidity  and  related  credit/collateral 


WMB  expresses  concern  about  the  impact  on  yield  from  maintaining  higher  levels  of  liquid  assets. 
OTS  tells  management  that  it  best  to  maintain  excess  liquidity  in  the  short  term  and  to  take  necessary 
steps  to  increase  deposits  to  recapture  funds  lost.  Also  OTS  tells  management  to  ensure  that  the 
company  implements  effective  media/press/investor  plans  as  we  understand  that  they  have  hired  firms 
to  advise  them  in  that  regard. 


NY  Post  reports  inquires  of  WMB  about  whether  FHLB-  SF  has  a  blanket  lien  on  WMB  assets 
reportedly  based  on  sources  within  FHLB  and  WMB's  "regulator". ; 


FRB  examiner  Patrick  Loncar  arrived  to  monitor  WMB's  liquidity. 


WMB  looking  into  restructuring  large  deposits  at  WMB  by  using  both  the  WMB  and  WMBfsb  charters 
to  increase  FDIC  coverage 


Examiners  participate  in  a  conference  call  update  with  DC  senior  management  regarding  exam  findings, 
MOU,  financial  projections,  and  liquidity. 


WMB  reports  first  positive  deposit  flow  post  IndyMac  closure 


OTS  Director  and  senior  OTS  management,  FDIC  director  and  senior  staff  met  with  CEO  Killinger  and 
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members  of  his  executive  team  who  presented  WMB's  long  term  forecast.  Apparently,  FDIC  indicated 
to  WMB  that  they  put  little  credence  in  their  plans 


WR  Director  informed  by  OTS  DC  senior  management  that  per  FDIC  Chairman,  FDIC  has  a  ratings 
difference  with  OTS.  WR  Director  indicated  that  per  onsite  FDIC  examiner,  the  FDIC  was  only 
contemplating  a  ratings  difference.  WR  FDIC  director  indicated  that  the  region  had  not  yet  reached  a 
decision  but  that  the  LEDI  group  was  contemplating  a  downgrade;  he  also  indicated  that  he  thought  the 
FDIC  EIC  has  stated  that  the  FDIC  would  rate  the  bank  a  "4"  at  the  7/15/08  board  meeting;  however, 
WR  OTS  director  indicated  that  this  was  not  the  case.  Based  on  a  subsequent  discussion  between  WR 
Director  and  WR  FDIC  Director,  the  FDIC  was  still  pondering  their  CAMELS  rating  so  a  rating 
difference  did  not  yet  exist  between  OTS  and  FDIC. 


FDIC  EIC  indicated  that  FDIC  DC  senior  management  may  have  instructed  WMB  CEO  to  find  a 
merger  partner. 


FRB  credit  examiner  Julie  Plock  joins  FRB  examiner  Patrick  Loncar  onsite 


Exam  team  met  with  WR  Director  to  discuss  WMB  rating  and  info  package  to  be  sent  to  DC. 


Examiners  resumed  the  more  extensive  Weekly  liquidity  reports  to  DC  including  the  most  recent  asset 
quality  information  available  (in  addition  to  daily  liquidity  reports). 


The  FRB  declines  WMB  for  the  84  day  TAF  borrowing  facility  that  began  that  week. 


WMB  reports  that  FHLB  SF  would  likely  implement  400  bp  across  the  board  haircuts  that  would  lessen 
liquidity  availability.  In  addition,  given  the  recent  post  IndyMac  deposit  runoff,  the  3  and  6  month 
liquidity  projections  for  the  stress  scenario  fell  below  the  Bank's  minimum  target  levels 


Discussions  with  FDIC  EIC  indicated  that  he  was  now  thinking  of  rating  Liquidity  a  "4"  based  on 
recent  post  IndyMac  deposit  runoff,  tightening  of  lending  policy  by  the  FHLBSF,  and  per  him,  a  call 
from  the  Fed  to  the  FDIC  Chairman  expressing  concern  about  WaMu's  liquidity.  He  acknowledged  that 
his  position  from  a  few  weeks  ago  of  a  "3"  rating  for  Liquidity  has  changed  as  a  result  of  these  factors. 
He  mentioned  that  he  may  also  get  guidance  to  rate  Capital  a  "4"  and  Management  a  "4",  however,  his 
indication  seemed  to  be  that  he  is  already  backing  the  "4"  liquidity  rating,  but  will  go  along  with  "4" 
Capital  and  Management  ratings  if  that  is  the  decision  of  FDIC  management. 


Executive  management  update  by  CFO,  Treasurer,  and  CCO  on  loss  tracking,  earnings  and  post 
IndyMac  deposit  runoff.  Management  indicated  that  most  of  the  runoff  (S6.6B)  came  from  uninsured 
accounts  and  approximately  a  third  of  that  was  from  accounts  over  $500.0  million.  Deposit  losses  were 
heavily  concentrated  in  Southern  California  which  was  hardest  hit;  however,  current  deposit  trends  were 
stable.  RD  Dochow  stressed  the  need  to  shore  up  liquidity  and  strongly  indicated  that  management 
should  pursue  regaining  deposits  lost  in  the  post  IndyMac  runoff.  


FRB  examiners  conclude  onsite  visit 


OTS  examiners  met  with  Treasurer  and  his  staff  to  register  concern  that  the  bank  was  not  aggressively 
increasing  liquidity  via  deposits  and  the  need  to  bring  liquidity  back  in  line  with  internal  targets  in  stress 
scenarios.  Examiners  again  reiterated  what  they  and  WR  Directors  had  indicated  earlier,  that 
management  should  be  less  concerned  about  the  effect  of  excess  liquidity  on  NTM  that  they  should  be 
about  the  potentially  fatal  impact  that  could  result  from  future  liquidity  runs.  Management  also 
expressed  concern  regarding  negative  impact  that  higher  rates  could  have  on  headline  risk  but  agreed  to 
be  more  aggressive  in  deposit  gathering. 


WMB  provides  updated  LRF  showing  $2.0  billion  capital  infusion  in  July  2008  and  no  other  capital 
raise  necessary  through  2010;  updated  earnings  projections  indicating  return  to  positive  earnings  in 
2Q09;  potential  $600M  debt  for  equity  swap,  and  TPG  investors  agreement  term  sheet. 


Management  provided  updated  cumulative  loss  tracking  report  indicating  that  losses  were  tracking 
within  loss  projections. . . _ 
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8/23/08 


8/26/08 


8/27/08 


8/28/08 


9/3/08 


9/5/08 


9/7/08 


9/8  /08 


9/9/08 


9/10/08 


WR  director  and  exam  team  update  DC  management  on  WMB. 


WMB  completes  DCs  (Sharon  Stark)  request  for  option  ARM  data. 


WMB  provides  positive  and  negative  events  that  could  impact  capital  in  the  near  future,  the  impact  of 
which,  were  essentially  neutral. 


WR  management  and  exam  team  discuss  ratings  and  FDIC  suggested  ratings. 


OTS  examiners  provide  assessment  of  FDIC's  capital  analysis  to  WR  Director. 


WMB  reports  significantly  reduction  is  SFR  loan  production. 


Deposit  runoff  post  IndyMac  approximates  $9.3  billion 


OTS  examiners  provide  assessment  of  FDIC's  capital  analysis  to  WR  Director 


WMB  management  provides  information  on  office  closures  related  to  Hurricane  Fay. 


WMB  reports  minimal  exposure  to  FNMA  and  FHLMC  subsequent  to  the  government  takeover  of  these 
entities.  [ 


WMB  stressed  projected  earnings  by  $300  and  $500  million  per  quarter  but  still  indicate  compliance 
with  well  capitalized  standard  through  2010 


DC  Senior  management  updates  OCC  Director  on  WaMu. 


WR  Director  discussed  OTS  ratings  with  WR  FDIC  management. 


Management  finally  begins  the  5  day  deposit  special  that  OTS  had  been  strongly  encouraging  for  some 
time. 


WMB  management  and  OTS  and  FDIC  Examiners  discuss  most  recent  earnings  projections. 


Examiners  have  updated  discussion  with  management  on  Loss  Model. 


Exam  team  received  FDIC's  most  recent  Capital  assessment  from  DC  management. 
Examiners  provide  DC  and  WR  management  with  an  update  of  most  recent  earnings  projections. 


OTS  Examiners  and  WR  management  participate  in  a  conference  call  with  FDIC  examiners  and  FDIC 
WR  management  to  discuss  FDIC's  assessment  that  Capital  is  inadequate. 


Examiners  WR  management  and  FDIC  representatives  attend  Quarterly  Treasurer's  meeting. 
Provided  initial  assessment  of  FDIC's  capital  analysis  to  DC  per  S.  Polakoff  s  request 


WR  FDIC  informs  WR  OTS  that  they  are  proceeding  with  problem  bank  memo  and  OTS  informs  FDIC 
that  OTS  will  respond.  Also  OTS  indicates  that  MOU  and  Killinger  resignation  will  be  announced  on 

9/8/07. . . 

WMB  provides  PERK  material  for  4Q08  exam  work. 


WMI/WMB  MOU  signed  by  directors,  Alan  Fishman  approved  as  CEO  by  directors,  and  Kerry 
Killinger  resigns  as  CEO. 


WSJ  and  Seattle  Times  reports  Mr.  Killinger' s  resignation  prior  to  the  public  announcement  on  9/8/08 


OTS  Director  informs  Secretary  Paulson,  Director  John  Dugan,  Director  Sheila  Bair,  and  Fed  Govs  Don 

Kohn  and  Randy  Kroszner  that  WMB/WMI  MOU  was  effective  9/7/08. 

OTS  receives  the  FDIC's  final  memo  recommending  a  "4"  rating  for  WMB,  the  region  required  to 
respond  in  3  days. 


WMB  announces  Alan  Fishman  as  WMB  as  CEO. 


WMB  ROE  uploaded  to  system. 


Weekly  Liquidity  report  sent  to  DC. 


During  FHLB  SF  presentation  at  WR  managers  meeting,  it  was  discussed  whether  a  blanket  lien  on 
WMB's  assets  would  give  FHLB  managers  more  assurance  to  continue  lending  to  the  Bank.  They 
indicated  that  it  would  and  in  the  following  week,  this  was  accomplished. 


WMI  contributes  S500M  to  WMB  increasing  pro  forma  capital  ratios  to  7.55  percent  leverage  and  13.19 
percent  risk  based. 
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9/11/08 


9/12/08 


9/15/08 


9/16/08 


FRB  examiner  Loncar  requests  a  copy  of  the  MOU  and  we  indicated  he  would  have  to  go  through 
official  channels.  


Field  Examiners  provided  WR  Director  with  a  summary  of  differences  with  the  FDIC's  capital  analysis. 

Today's  liquidity  meeting  noted: 

•Anecdotal  information  from  the  branches  today  suggests  that  deposit  withdrawals  remain  higher  than 

normal;  most  withdrawals  were  in  increments  greater  than  $50,000. 

•Post-IndyMac  plans  have  been  reinitiated  in  the  branches,  which  include:  emphasis  on  FDIC 

insurance  education;  waiver  of  penalties  if  customers  restructure  deposits  to  increase  insurance  coverage 

(with  multiple  account  owners,  etc);  waiver  of  penalties  if  customers  bring  back  official  checks  at  a  later 

date  and  redeposit  the  funds;  distribution  of  flyers  outside  of  downtown  Seattle  branches  advertising  the 

current  5%  CD  special 

•An  8  month  CD  special  at  4.25%  will  replace  the  current  5%  13  month  special  beginning  on  Saturday 

•The  negative  headlines  have  not  directly  impacted  other  funding  sources  so  far 

•Fishman,  Rotella,  Casey  and  McMurray  are  meeting  with  S&P  today.  The  meeting  was  scheduled  for 

next  week,  but  was  rescheduled  because  of  this  week's  events. 

•Management  is  considering  a  third  quarter  pre-earnings  announcement  next  week  to  attempt  to  calm 

the  market.  They  are  discussing  this  with  S&P. 

They  expect  an  earnings  announcement  to  cause  Fitch  to  downgrade  the  holding  company  credit  rating 

to  BBB-.  The  bank  rating  is  expected  to  stay  unchanged  (BBB),  although  the  outlook  will  likely  change 

to  "Negative."  This  will  be  a  change  from  prior  practice  by  Fitch,  which  has  generally  given  the  bank 

and  the  HC  the  same  credit  rating. 


Moody's  downgraded  the  long-term  deposit  and  issuer  ratings  of  Washington  Mutual  Bank  to  Baa3 
from  Baa2.  The  bank's  financial  strength  rating  was  downgraded  to  D+  from  C-,  base  line  credit 
assessment  (BCA)  to  Bal  from  Baa2,  and  short  term  rating  to  Prime-3  from  Prime-2.  Washington 
Mutual  Inc.'s  senior  unsecured  rating  was  downgraded  to  Ba2  from  Baa3.  The  rating  action  concludes 
the  review  that  was  initiated  on  July  22,  2008.  The  outlook  is  negative 


Fitch  made  the  following  downgrades  for  WMI:  (1)  long-term  BDR  to  'BBB-*  from  'BBB'  and  (2)  short- 
term  IDR  to  'F3'  from  'F2.  For  WMB  Fitch  affirmed  long-term  IDR  at  'BBB"  but  short-term  IDR 
downgraded  torF3'  from  'F2'.  The  Rating  Outlook  is  Negative. 


OTS  responds  to  FDIC's  capital  assessment. 


WMB  responds  to  S&P.  The  change  in  Standard  &  Poor's  ratings  for  Washington  Mutual  announced 
today  brings  S&P's  ratings  in  line  with  those  announced  last  week  by  Moody's;  however,  it's  important 
to  note  that  S&P  attributed  its  action  to  worsening  market  conditions,  and  not  to  any  material  change  in 
the  evaluation  of  Washington  Mutual's  financial  condition.  S&P's  ratings  for  Washington  Mutual  Bank 
remain  investment  grade. 


Branches  in  the  Midwest  and  west  reported  continued  higher  than  normal  activity  after  the  market 
closed  today  because  of  increased  press  and  network  news  coverage  of  Lehman,  AIG,  etc. 


WMB  reported  increasing  customer  traffic  in  branches  due  to  the  frenzied  broadcast  media.  The  Suzi 
Orman  segment  on  the  Today  show  created  increased  consumer  concern.  She  indicated  that  she  was 
working  with  the  FDIC  to  insure  accurate  information  was  distributed  and  then  noted  that  the  leading 
indicator  of  a  bank  failure  is  the  stock  price  declining. 

•  More  customers  are  requesting  cash  withdrawals  and  Financial  Center  Managers  are  discussing 
the  risk  of  carrying  large  amounts  of  cash  and  encouraging  customers  to  either  accept  a  cashier's 
check  or  a  wire  for  safety. 

•  Management  working  closely  with  the  retail  operations  and  treasury  teams  to  insure  adequate 
cash  levels  given  market  conditions. . 
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9/17/08 


9/18/08 


9/19/08 


9/20/08 


9/22/08 


Reports  received  yesterday  (Monday)  noted  that  the  FDIC  Call  Center  and  CNBC  questioned 
whether  the  language  employed  in  the  Master  Account  Agreement  application  for  WaMu's  POD 
accounts  clearly  establishes  a  pay-on-death  arrangement  as  required  by  FDIC  deposit  insurance 
regulations.  WMI  legal  has  spoken  with  the  FDIC  and  the  FDIC  confirmed  that  it  does  indeed 
meet  the  requirements.  We  have  been  told  that  the  FDIC  has  provided  this  clarification  to  its 
call  centers. 


OTS  updates  FDIC  regional  management  on  current  liquidity  situation. 


West  Region  OTS  and  FDIC  present  the  WMB  rating  difference  to  FDIC  Board. 

Increasing  Deposit  Outflows  essentially  wipe  out  recent  inflows  that  OTS  had  strongly  encouraged. 
FDIC  requests  WMB's  consolidated  tax  returns. 


OTS  receives  a  customer  complaint  regarding  WMB  not  setting  up  accounts  properly  to  facilitate 


insurance  of  accounts  which  were  discussed  with  management. 


WMB  reports  high  traffic  in  branches  and  continuing  branch  closings  and  reported  available  liquidity  at 


$33.3  billion. 


WMB  updated  DC  Management  on  Liquidity:  Funding  Plans  -  the  trajectory  of  deposit  outflows  looks 
like  it  will  be  IndyMac  (S9.5B)  +  70%,  or  a  total  outflow  S16-S17B  over  three  weeks  (including  what 
has  already  happened).  They  are  borrowing  S8.5B  from  FHLBs  over  the  next  two  weeks.  FHLB  SF 
now  has  a  blanket  lien  and  has  assured  WMB  that  they  will  not  have  any  additional  cuts  in  capacity. 
WMB  will  also  be  getting  $2B  in  proceeds  from  discount  note  maturities  and  sales.  Repo  market  is  shut 
down.  Repo  collateral  is  being  shifted  to  SEA  FHLB. 

•  Treasury  Manager  thinks  that  liquidity  at  the  end  of  the  quarter  will  be  $13B,  or  $3B  in  excess 
cash  and  $10B  in  FHLB  capacity. 

•  M&A  -  Casey,  Fishman,  and  a  rep  from  Goldman  gave  an  update  on  M&A  activity.  JP  Morgan 
is  expected  to  complete  due  diligence  by  today  or  tomorrow.  Citi  is  expected  to  complete  due 
diligence  tomorrow.  Also  one  other  party  (missed  the  name)  is  looking  into  acquiring  a  minority 
interest.  Goldman  thinks  a  deal  could  be  done  by  Sunday. 


OTS  downgrades  WMB's  composite  rating  to  "4"  (343442). 


Daily  Liquidity  report  provided  to  WR  and  DC  senior  management. 


John  Robinson,  Regulatory  Relations,  request  that  the  FDIC  inform  OTS  of  their  plans  to  send  in  two 

DRR  examiners,  Ken  Parker  and  Eric  Piscini,  to  gather  IT  information. 

Liquidity  projected  at  $29.8  billion  by  WMB. 


FRB  will  keep  on  primary  credit  with  same  haircuts  and  pricing,  but  prefers  that  WMB  not  bid  in  the 
Monday  28  day  TAF  program  and  instead  use  the  Discount  window.  Also  FRB  will  use  $1.5  billion  of 
the  pledged  collateral  toward  intraday  transactions. 


FDIC  corresponds  that  Advances  still  available  from  the  FHLBs  and  the  situation  is  not  dire. 

FHLB  -SF  reports  that  their  accountants,  PWC  requires  them  to  follow  FAS  1 57  fair  value  accounting 
for  the  collateral  of  problem  banks  and  that  WAMU  was  a  problem  bank.  That  means  they  look  to 
observable  sales  of  option  arms  and  they  found  some  at  fire  sale  prices  of  35  cents  on  the  dollar  that 
they  will  have  to  use.  On  that  basis  they  are  out  of  collateral  and  gave  advances  yesterday  only  because 
of  the  blanket  lien.  FHLB  of  SF  told  management  this  late  last  night.  FHLB  of  SF  told  OTS  that  they 
might  be  able  to  lend  $1  to  $2  billion  more  if  it  was  a  bridge  to  getting  a  deal  done.  OTS  management 
encouraged  FHLBs  to  continue  lending. 


Gail  Patelunas,  FDIC,  informs  Scott  Polakoff  that  the-FDIC  is  sending  two  DRR  examiners  to  WMB. 


Daily  Liquidity  report  provided  to  WR  and  DC  senior  management. 


Daily  Liquidity  report  provided  to  WR  and  DC  senior  management. 
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9/23/08 


9/24/08 


9/25/08 


Darrel  Dochow  asked  FDIC  to  coordinate  DRR  efforts  through  onsite  QTS  examiners. 


Peter  Frielinger,  Treasury  Manager  and  Robert  Williams,  Treasurer,  met  with  both  the  FRB  and  the 
FHLB  SF. 


In  implementing  a  $1 .5  billion  daylight  overdraft  limit  for  WMB,  the  FRB  incorrectly  posted  the  $2  B 
discount  window  repayment  against  the  collected  balance,  not  the  ledger  balance.  And  since  PSR 
(Payments  System  Risk)  balance  monitoring  uses  the  Collected  Balance  not  the  ledger  balance,  this 
caused  all  of  the  morning's  wires  to  get  sent  to  a  rejection  cue.  Apparently  some  counterparties  were 
aware  of  the  rejections.  The  error  has  been  fixed  and  the  wire  cue  has  been  cleared  out,  and  all  of  this 
morning's  wires  have  been  sent  out. 


FDIC  DRR  examiners  Ken  Parker  and  Eric  Piscini  along  with  OTS  IT  Manager  Sandy  Chan  met  with 
CIO  Deb  Horvath  to  discuss  access  to  WMB  systems. 


Management  reported  a  slowing  of  customer  traffic  in  branches  and  a  slowing  of  outflows  to  more 

normal  levels. __ 

Net  FRB  collateral  determined  to  be  $7.4  billion. 


WMB  projected  ending  available  liquidity  to  be  $28.0  billion;  however,  they  estimated  $9.4  in  FRB 
availability  or  $2.0  billion  more  that  estimated  by  the  FRB.  FDIC  projected  $20.8  billion  in  liquidity 
because  they  reduced  the  amount  ($8.5  billion)  reportedly  available  from  FHLB-SF  to  $1.0  billion. 
Onsite  examiners  provided  West  Region  ERC  with  an  update  on  WMB' s  deteriorating  liquidity 


situation. 


Daily  Liquidity  report  provided  to  WR  and  DC  senior  management. 


FDIC  requested  that  OTS  directs  the  Bank  to  only  borrow  short  term  advances  to  avoid  prepayment 

penalties;  which  we  communicated. 

WMI  ROE  Uploaded  to  OTS  System 


WMB  Treasury  personnel  respond  that  the  Bank  has  potential  saleable  assets,  but  none  that  can  be  sold 
in  short  order.  Assets  potentially  include  loans,  CMBS,  corporate  and  municipal  bonds,  as  well  as  REIT 
asset  currently  in  a  Special  Purpose  Entity  that  could  be  dissolved  under  certain  supervisory  actions. 


Latest  FRB  projection  indicates  that  WaMu  liquidity  would  reach  "0"  by  10/9/08  assuming 
approximately  $2.0  billion  runoff  per  day. 
WaMu  projects  available  liquidity  at  $23.6  billion 


Notified  WMI  via  hand  carried  letter  that  the  holding  company  rating  was  downgraded  to  "4",  which 
differed  from  the  ROE's  "3"  rating,  based  on  WMI's  condition  at  6/30/08. 


Downgraded  WMBfsb  to  "4"  based  on  condition  of  parent. 


Daily  Liquidity  report  provided  to  WR  and  DC  senior  management 


FDIC  reports  to  OTS  that  while  deposit  outflows  are  declining  they  are  not  stabilized  and  that  FHLB-SF 
is  "day  to  day"  with  respect  to  future  advances. 


S&P  Lowers  Washington  Mutual  Inc's  ratings  to  "B-"  from  "BB-";  S&P  affirms  the  "BBB-/A-3"  rating 
on  Washington  Mutual  Bank  as  the  breadth  of  the  deposit  franchise  ,  the  capital  position  and  loss 
reserve  coverage  remain  adequate  in  light  of  the  high  level  of  mortgage  loan  asset  quality  pressures. 


WaMu  submits  a  presentation  on  potential  recapitalizations  options. 


FDIC  informs  JP  Morgan  that  they  had  won  the  bid  for  WaMu 


Daily  Liquidity  report  provided  to  WR  and  DC  senior  management.  Available  liquidity  projected  at 
$13.1  billion  (subject  to  FHLB  continuing  to  fund). 


Total  deposit  outflow  (including  commercial)  from  9/8/08  to  9/24/08  is  $18.7  billion. 

Net  consumer  noninterest  and  small  business  outflows  from  7/14/08  to  9/25/08  total  $19  billion. 


The  FHLB  of  San  Francisco  notifies  WaMu  that  it  is  near  its  limit  on  advances.  WaMu  believed  that 
they  had  another  $5  billion  in  capacity. : 
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9/26/08 


The  FRB  of  San  Francisco  moves  the  bank  into  the  secondary  credit  category. 


FHLB-SF  limits  WMB  advance  availability  to  $500.0  million. 


OTS  directs  WaMu  to  dissolve  the  WM  preferred  Funding  REIT. 


At  FDIC's  Request,  OTS  examiners  directed  WMI  management  to  dissolve  Preferred  Funding  REIT  (a 
special  purpose  entity),  forfeit  all  rights  to  the  approximately  $9.0  in  loan  collateral,  and  assign  the 
collateral  loans  to  WMB  for  inclusion  in  the  receivership  transaction. 


WaMu  placed  into  receivership;  sold  to  JP  Morgan  Chase. 


JP  Morgan  raises  $7.0  billion  from  private  investors  pursuant  to  the  WaMu  purchase. 


FDIC  asks  if  OTS  found  any  violations  of  law  in  connection  with  the  Appraisal  Investigation. 
Examiners  referred  them  to  West  Region  Counsel,  Jim  Hendriksen. 


JP  Morgan  raised  an  additional  $3.5  billon  in  the  open  market  or  $2.5  billion  more  than  planned,  related 
to  the  WaMu  deal.  Its  stock  increased  6.8  percent  from  9/24/08  price  of  $40.50. 


FDIC  asks  if  OTS  removed  the  Board  Audit  and  Finance  Committee  notebooks  from  the  examiner 
library  and  were  informed  that  we  had  not.  It  was  determined  that  Regulatory  Relations  staff  had 
removed  them  the  evening  of  9/25/08.  They  were  returned  upon  our  request. 
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WMBFA,  WMBfsb 

March  15, 2004 

Safety  &  Soundness  Examination 

OTS  MEMO  5 


DATE:  May  12,  2004 

TO:  Tony  Meola,  EVP,  Production 

Mark  Hillis,  Deputy  Chief  Credit  Officer 
FROM:  Bill  Durbin,  OTS 

SUBJECT:       SFR  Loan  Origination  Quality 
CC:  Deanna  Oppenheimer,  President  WAMU  Consumer  Group 


BACKGROUND  INFORMATION 


Several  of  our  recent  examinations  concluded  that  the  Bank's  single  family  loan  underwriting  was  less  than  satisfactory 
due  to  excessive  errors  in  the  underwriting  process,  loan  document  preparation,  and  in  associated  activities.  Similar 
findings  noted  in  internal  audits  and  quality  control  reports  supported  our  examination  conclusion.  The  overt  causes  for 
past  underwriting  concerns  were  many,  but  included:  (1)  A  sales  culture  focused  heavily  on  market  share  via  loan 
production,  (2)  extremely  high  lending  volumes  fueled  by  the  low  interest  rate  environment,  and  (3)  a  less  than  optimal 
organizational  structure  that  included  multiple  loan  origination  platforms,  in  part  due  to  recent  merger  activity,  and  a 
variety  of  origination  procedures  that  varied  by  origination  office  (i.e.,  loan  fulfillment  center  (LFQ). 

During  our  review  period,  management  began  several  initiatives  aimed  at  correcting  the  overt  causes  of  underwriting 
deficiencies  discussed  above.  Specifically,  initiatives  are  underway  to  simplify  the  origination  structure  by  reducing 
origination  platforms  from  nine  to  two  while  developing  a  single  origination  model  to  be  implemented  in  all  LFCs.  Other 
current  initiatives  to  improve  underwriting  quality  include:  (1)  de-emphasizing  the  Bank's  position  as  the  pricing  leader  with 
more  emphasis  on  maintaining  manageable  capacity  and  originating  higher  quality  loans,  and  (2)  installing  Credit  Risk 
Teams  in  LFCs  aimed  at  increasing  the  credit  risk  management  group's  influence  over  underwriting  while  reducing  the 
influence  of  production  management.  Since  these  and  other  management  initiatives  are  in  process,  we  cannot  yet  opine 
on  their  effectiveness;  however,  the  steps  taken  are  considered  appropriate  and  should  eventually  have  a  positive  impact 
on  underwriting.  Given  the  breadth  of  changes  being  made  such  as:,(1)  computer  system  changes  (loan  origination 
platforms  and  termination  of  OPTIS.2)  and  (2)  restructuring  and  consolidation  of  the  loan  fulfillment  centers,  with  its 
attendant  relocations  and  staff  reductions,  the  near  term  result  may  be  an  environment  where  other  types  of  errors  may 
become  prevalent.  As  such,  we  encourage  heightened  management  oversight  of  all  ongoing  initiatives  and  careful 
consideration  of  findings  discussed  in  this  memorandum. 

Our  past  reviews  concentrated  on  assessing  underwriting  analysis  documented  in  loan  files.  Since  prior  examinations 
and  internal  reports  have  already  established  that  underwriting  concerns  exist,  we  decided  to  forego  some  file  review  at 
this  examination  to  instead  concentrate  on  reviewing  and  improving  internal  processes  that  may  contribute  to  underwriting 
concerns.  The  following  discussions  relay  our  findings  with  respect  to  these  processes. 


EXAM  FINDINGS  DEFINITIONS 


Observation: 


Recommendation: 


Criticism: 


A  weakness  Identified  that  is  not  of  regulatory  concern,  but  which  may  Improve  the  bank's  operating  effectiveness  |f  addressed. 
Observations  are  made  in  a  consultative  role.  They  may  be  presented  to  management  either  verbally  or  in  writing,  but  will  generally 
not  be  included  in  the  Report  of  Examination.  Examiners  win  rarely  request  a  written  response  during  the  examination. 
Observations  may  or  may  not  be  reviewed  during  subsequent  examinations. 

A  secondary  concern  for  which  immediate  corrective  action  is  left  to  management1  s  discretion.  A  Recommendation  can  become  a 
Criticism  in  future  examinations  should  risK  exposure  increase  significantly  or  other  circumstances  warrant  They  may  be  included  in 
the  Report  of  Examination  and  are  generally  mentioned  in  Exit  and  Board  Meetings.  Examiners  will  usually  request  a  wntten 
response  from  Management  during  the  examination.  Management's  actions  to  address  Recommendations  are  reviewed  at 
subsequent  or  follow-up  examinations  to  assess  any  changes  in  risk  exposure. 

A  primary  concern  that  if  left  uncorrected,  the  Agencies  may  consider  stronger  action.  Criticisms  are  often  summarized  In  the 
•Matters  Requiring  Board  Attention-  or  -Examination  Conclusion  and  Comments"  section  of  the  Report  of  Examination;  warrant 
increased  attention  by  Senior  Management  and  the  Board  of  Directors;  and  typically  require  a  written  response.  They  are  subject  to 
formal  follow-up  by  examiners: 
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EXAM  FINDING  1 


□  Observation*        0  Recommendation*        D  Criticism* 


Topic:     Consumer  Group  Goals 

Finding:     The  Consumer  Group's  overall  goals  do  not  expressly  state  a  goal  with  respect  to  the  desired  quality  of 
loan  originations/acquisitions.  We  believe  that  this  issue  is  of  sufficient  materiality,  complexity,  and 
duration  that  it  should  be  clearly  stated  as  a  goal  with  quantified  expectations  of  those  involved  in  the 
origination  process. 

Action:     Establish  and  quantify  a  Consumer  Group  goal  with  respect  to  desired  asset  quality  and  communicate  this 
expectation  to  those  involved  in  the  production  process. 

Management  Response  Requested     0  Yes        D  No 


D  Repeat  Finding 


MANAGEMENT  RESPONSE     D  Agree    0  Partially  Agree       D  Disagree      Enter  Target  Date:  [9/30/04] 


Management  Response:  Indicate  whether  you  agree,  partially  agree,  or.  disagree.  If  you  agree,  provide  an  anticipated  target  date  for  implementation. 
Partially  Agree:  The  response  should  clearly  define  that  portion  of  the  finding  or  recommended  action  disagreed  with  as  well  as  the  portion  agreed  to. 
Disagree:  The  response  should  dearly  define  WHY  there  is  disagreement  with  the  finding  or  recommended  action,  and  outline  any  mitigating 

circumstances  or  alternative  course  of  action  to  be  pursued.  


RESPONSE  (succinct  response  to  finding  /  action) 


Management  agrees  it  is  important  to  have  specific  goals  and  targets  for  portfolio  performance.  Consumer  Group  Credit 
Risk  Management  has  established  a  target  Non-performing  Loannotal  Loan  ratio  of  less  than  1%  as  a  target 
performance  level.  Management  needs  to  communicate  this  target  broadly  as  part  of  the  overall  Consumer  Group 
strategic  objectives/goals. 


CORRECTIVE  ACTION  (provide  specific  action  steps  planned,  the  assigned  responsible  manager,  and  target  dates  for  each) 


1 .     Management  will  establish,  quantify,  and  communicate  a  Consumer  Group  goal  with  respect  to  desired  asset  quality 
as  part  of  the  overall  strategic  objectives/goals. 

a.  Manager  Accountable:  Mark  Hillis,  Chief  Credit  Officer,  Consumer  Group 

b.  Target  Date:  9/30/04 
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EXAM  FINDING  2 


□  Observation*       0  Recommendation*       D  Criticism* 


Topic:     Metrics  used  to  monitor  performance  in  the  loan  fulfillment  centers. 

Finding:     There  are  16  measures  of  performance  in  the  Home  Loans  Production  Scorecard  (1 1  for  the 

Correspondent  channel).  Only  one  of  these,  the  Optimal  Performance  Score,  measures  overall  quality. 
(The  Optimum  Performance  score  is  obtained  quarterly  for  most  LFCs  but  is  not  available  for  the 
Correspondent  channel.)  In  addition,  the  measurement  of  Home  Mortgage  Disclosure  Act  (HMDA) 
performance  is  not  measured  by  LFC;  rather,  this  is  measured  only  by  loan  channel.  The  current 
performance  measurements  do  not  appear  to  be  either  sufficiently  detailed  or  sufficiently  frequent  to 
effectively  monitor  and  promote  desirable  loan  origination  and  acquisition  quality. 

Action:     Track  performance  with  sufficient  detail  and  frequency  to  effect  the  desired  change  in  underwriting. 

Ideally,  performance  measures  should  be  provided  monthly  and  in  sufficient  detail  to  trace  problems  to  the 
specific  channel,  and  LFC. 


D  Repeat  Finding 


Management  Response  Requested     0  Yes       □  No 


MANAGEMENT  RESPONSE      0  Agree     D  Partially  Agree       D  Disagree      Enter  Target  Date:  [9/30/04] 

Management  Response:  maicate  whether  you  agree,  partially  agree,  or  disagree.  If  you  agree,  provide  an  anticipated  target  date  for  implementation. 
Partially  Agree:  The  response  should  clearly  define  that  portion  of  the  finding  or  recommended  action  disagreed  with  as  well  as  the  portion  agreed  to. 
Disagree:  The  response  should  clearly  define  WHY  there  is  disagreement  with  the  finding  or  recommended  action,  and  outline  any  mitigating 
circumstances  or  alternative  course  of  action  to  be  pursued. 


RESPONSE  (succinct  response  to  finding  /  action) 


The  Risk  Oversight  team  will  work  with  the  Home  Loans  team,  to  further  refine  risk  metrics  that  are  used  to  evaluate  and 
manage-  Credit,  Compliance  and  Data  Integrity  risk  elements  in  conjunction  with  ongoing  process  refinements. 
Management  is  supportive  and  has  requested  continuous  feedback  to  support  business  execution  and  nsk  management 
activities.  The  Risk  Oversight  Group  is  in  process  of  developing  testing  capabilities  to  provide  monthly  feedback  for  all 
LFCs. 


CORRECTIVE  ACTION  (provide  specific  action  steps  planned,  the  assigned  responsible  manager,  and  target  dates  for  each) 


1 .  Identification  of  risk  metrics  will  be  performed  in  collaboration  with  Home  Loans. 

a.  Manager  Accountable:  Melissa  Martinez,  Risk  Oversight  &  Compliance 

b.  Target  Date:  7/30/04 

2.  Establishment  of  risk  tolerance  and  performance  standards  will  be  developed  in  collaboration  with  Home  Loans. 

a.  Manager  Accountable:  Melissa  Martinez,  Risk  Oversight  &  Compliance 

b.  Target  Date:  7/30/04 

3.  Full  implementation  of  revised  performance  measurement  standards  will  be  implemented  no  later  than  September 

30,  2004. 

a.  Manager  Accountable:  Melissa  Martinez,  Risk  Oversight  &  Compliance 

b.  Target  Date:  9/30/04 
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EXAM  FINDING  3 


□  Observation*        B  Recommendation*       D  Criticism* 


Topic:     Incentive  compensation  for  loan  fulfillment  centers 

Background: 

The  incentive  compensation  plan  with  respect  to  managers  incorporates  four  performance  measures 
including:  (1 )  productivity,  (2)  customer  service,  (3)  management  objectives,  and  (4)  quality.  This 
discussion  primarily  focuses  on  the  quality  measure  that  generally  accounts  for  20.0  to  40.0  percent  of 
incentive  compensation.  Within  the  quality  measure,  there  are  four  components:  (1)  HMDA  results,  (2) 
Optimum  Performance  review  results  \  (3)  RQA  review  results,  and  (4)  percentage  of  unsaleable  loans. 
The  plan  indicates  that  one  or  two  of  these  components  may  be  used  In  determining  the  quality  portion  of 
incentive  compensation;  however,  in  practice,  only  two  measures  are  used:  HMDA  and  Optimum 
Performance  review  results.  Both  components  are  currently  used  for  each  consumer  direct,  wholesale  and 
retail  LFC.  As  expressed  in  the  plan,  the  program  can  generate  the  following  compensation  for  various 
levels  of  achievement  in  the  Optimum  Performance  reviews. 


RPI  Category 

RPI  Score 

Minimum  Incentive  Award 
as  a  %  of  Salary 

Maximum  Incentive  Award 
as  a  %  of  Salary 

Unsatisfactory 

Below  60% 

0% 

0% 

Unsatisfactory 

60%  to  69% 

1.1% 

2.6% 

Marginal 

70%  to  79% 

1.3% 

3.0% 

Satisfactory 

80%  to  89% 

1.5% 

3.4% 

Commendable 

90%  to  100% 

1.7% 

3.8% 

Finding: 


The  foregoing  assumes:  (1 )  the  quality  portion  of  the  incentive  compensation  plan  ranges  from  20%  of  the 
total  (the  minimum  incentive  assumption)  to  40%  (the  maximum  incentive  assumption),  (2)  an  Optimum 
Performance  score  of  80%  equates  to  achieving  1 00%  of  the  goal,  and  (3)  two  measures  are  used  for 
quality,  HMDA  and  Optimum  Performance  score. 

In  practice,  we  were  informed  that  some  channels  use  a  minimum  standard  of  70.0  percent  for  the  quality 
portion  of  an  incentive  award,  notwithstanding  the  provisions  in  the  plan.  One  channel  augments  the  core 
results  with  a  portion  of  the  Management  Objective  component  of  the  incentive  plan. 

We  do  not  believe  that  the  current  incentive  compensation  program  for  SFR  loan  underwriting  provides 
effective  incentive  to  maximize  satisfactory  or  superior  loan  quality.  This  results  in  part  from  the  fact  that 
credit  and  underwriting  quality  does  not  appear  to  be  sufficiently  weighted  in  determining  incentive 
compensation.  In  addition,  the  plan  allows  for  significant  tailoring  by  LFC  management  and  is  not 
consistently  applied  across  channels  and  LFCs.  Further,  current  methodology  makes  it  difficult  to  trace 
responsibility  and  appropriately  affect  incentive  compensation.  These  findings  pertain  primarily  to  the  LFC 
manager  position,  but  are  generally  applicable  to  other  positions  in  the  LFC. 

The  Optimum  Performance  or  RPI  score  is  an  average  of  the  score  for  three  components:  compliance, 
underwriting,  and  process.  An  LFC  could  perform  at  an  unacceptable  level  in  one  component  but  qualify 
for  an  incentive  compensation  award  because  performance  in  the  other  components  is  better.  (For 
example,  one  LFC  scored  65  for  credit  but  received  an  82  overall  and  would  thus  have  earned  more  than 
1 00%  of  its  incentive  plan  target  for  quality  even  though  its  credit  quality  performance  was  unsatisfactory.) 

The  HMDA  quality  measure  is  not  available  by  LFC;  instead,  the  incentive  compensation  for  the  LFCs  is 
based  on  the  performance  for  the  entire  channel.  As  a  consequence,  the  LFC  managers  can  influence, 
but  not  control,  their  ability  to  meet  the  incentive  compensation  standard  for  HMDA  quality. 

Management  should  consider  enhancing  the  incentive  compensation  plan  with  respect  to  the  loan 
fulfillment  center  manager  position  to  more  heavily  emphasize  credit  quality  concerns.  Our 
recommendations  include:  (1)  Revising  the  incentive  compensation  plan  to  track  quality  performance  using 
only  items  that  can  be  measured  at  the  LFC  level;  (2)  Measuring  performance  based  on  four  cntena: 
quality  of  compliance,  documentation,  underwriting,  and  data  quality,  including  rate  lock  quality;  (3) 
Working  with  the  Consumer  Risk  Oversight  Group  to  obtain  performance  measures  in  the  four  categones; 
(4)  Establishing  minimums  in  each  category  that  reflect  an  acceptable  level  of  quality,  or  that  temporanly 

1  ODtimum  Performance  results  are  also  referred  to  internally  as  a  Risk  Performance  Indicator  (RPI)  score.  This  score  is  determined  as  a 
resSe-SSedS  one  of  the  quality  control  functions  within  the  Bank  (separate  from  RQA).  The  score  is  a  composite 
measure  of  file  review  results  that  assess  compliance,  processes,  and  credit  quality. 


Action: 
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EXAM  FINDING  3  D  Observation*        0  Recommendation*        D  Criticism* 


accept  a  lesser  level  but  reward  progress  toward  an  acceptable  level;  (5)  Establishing  a  level  and  range  of 
reward  that  provides  a  meaningful  incentive  to  achieve  excellent  quality  in  loan  origination  and  acquisition, 
and  disincentives  for  poor  quality;  and  (6).  Centrally  administering  or  overseeing  the  quality  portion  of  the 
incentive  compensation  to  ensure  the  objectives  of  the  program  are  being  met  in  all  channels  and  LFCs. 

In  addition,  review  the  quality  aspects  of  the  incentive  compensation  plans  with  respect  to  other  positions 
affecting  loan  quality  and,  where  appropriate,  revise  the  plans  to  serve  as  an  effective  incentive  to  improve 
performance. 

D  Repeat  Finding  Management  Response  Requested     0  Yes       D  No 


MANAGEMENT  RESPONSE       B  Agree   D  Partially  Agree       D  Disagree      Enter  Target  Date:  [1/01/05] 


Management  Response:  Indicate  whether  you  agree,  partially  agree,  or  disagree.  If  you  agree,  provide  an  anticipated  target  date  for  Implementation. 

Partially  Agree:  The  response  should  clearly  define  that  portion  of  the  finding  or  recommended  action  disagreed  with  as  well  as  the  portion  agreed  to. 

Disagree:  The  response  should  clearly  define  WHY  there  is  disagreement  with  the  finding  or  recommended  action,  and  outline  any  mitigating 
circumstances  or  alternative  course  of  action  to  be  pursued. 


RESPONSE  (succinct  response  to  finding  /  action) 


Washington  Mutual  management  is  in  agreement  with  the  recommendations  for  Exam  Finding  3  and  will  take  steps  as 
defined  below  to  comply  with  actions  as  stated.  Target  implementation  dates  are  defined  below. 


CORRECTIVE  ACTION  (provide  specific  action  steps  planned,  the  assigned  responsible  manager,  and  target  dates  for  each) 


1 .  Identify  existing  credit  quality  performance  measure(s)  to  be  used  within  the  LFC  Incentive  Plan  management 
plan  as  part  of  the  management  objective  component  of  the  plan. 

a.  Manager  Accountable:  Mark  Hillis,  Consumer  Credit  Risk  Oversight 

b.  Target  Date:  8/31/04 

2.  Utilize  the  management  objective  component  of  LFC  management  plan  to  focus  on  credit  quality  measure 
(Measure  as  identified  in  corrective  action  #1).  This  will  result  in  6.3%  of  management  pay  linked  to  credit 
quality. 

a.  Manager  Accountable:  John  Schleck,  Kim  Yezbak  and  Arleen  Scavone,  LFC  Sr.  Leaders 

b.  Target  Date:  10/1/04 

3.  Increase  incentive  weight  of  existing  quality  measures  for  LFC  management  from  25%  to  35%.  This  coupled 
with  corrective  action  #2  will  result  in  15%  of  LFC  management  pay  linked  to  quality. 

a.  Manager  Accountable:  Peggy  Ohlhaver,  Consumer  Rewards 

b.  Target  Date:  10/1/04 

4.  Risk  weight  the  Optimum  Performance  or  RPI  components:  compliance,  underwriting,  and  process  to  better 
reflect  impact  of  achievement. 

a.  Manager  Accountable:  Peggy  Ohlhaver,  Consumer  Rewards 

b.  Target  Date:  7/1/04 

5.  Working  with  Consumer  Credit  Risk  Oversight,  establish  agreed  upon  achievement  thresholds  for  existing 
quality  measures  within  the  LFC  plan  and  revise  incentive  tables. 

a.  Manager  Accountable:  Peggy  Ohlhaver,  Consumer  Rewards 

b.  Target  Date:  10/1/04 

6.  Establish  strategy  for  identifying  credit  quality  metric  accountability,  tracking  and  incentive  link  for  the  four  areas 
identified  within  the  exam  findings:  quality  of  compliance,  documentation,  underwriting  and  data  quality,  including 
rate  lock  quality. 

a.  Manager  Accountable:  Mark  Hillis,  Consumer  Credit  Risk  Oversight  &  Tony  Meola,  Production  (for  rate 
lock  quality) 

b.  Target  Date:  1/1/05 

7.  Launch  study  to  identify  drivers  and  accountability  of  quality  excellence  in  loan  origination  and  acquisition  and 
determine  appropriate  incentive  link. 

a.  Manager  Accountable:  Peggy  Ohlhaver,  Consumer  Rewards 

b.  Target  Date:  7/1/04 

8.  Centralize  oversight  of  LFC  quality  metrics  to  the  Consumer  Credit  Risk  Oversight  function. 

a.     Manager  Accountable:  Mark  Hillis,  Consumer  Credit  Risk  Oversight 
b.  Target  Date:  8/31/04 . 
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EXAM  FINDING  4 


D  Observation*        0  Recommendation*        D  Criticism* 


Topic:     Management  Support  for  the  Loan  Fulfillment  Centers 

Finding:     LFCs  are  inundated  with  changes  in  loan  origination  procedures  and  policies,  to  the  extent  that  they  have 
difficulty  complying  with  the  changes. 

Action:     Management  should  provide  additional  support  to  the  LFCs  to  help  them  implement  policy  and  procedure 
changes  as  expected.  One  suggestion  is  to  write  model  desk  procedures  for  each  position  in  the  loan 
fulfillment  centers  and  to  revise  these  desk  procedures  concurrently  with  each  notice  of  a  procedural  or 
policy  change.  When  the  LFC  receives  notice  of  a  new  policy  or  procedure,  it  should  also  receive  a 
revised  desk  procedure  for  each  affected  position  in  the  LFC.  This  will  improve  compliance  with  standards 
in  the  LFC  and  promote  consistency  among  the  LFCs,  a  stated  management  expectation.  The  timeliness 
and  adequacy  of  training  should  also  be  reviewed. 


D  Repeat  Finding 


Management  Response  Requested     0  Yes        D  No 


MANAGEMENT  RESPONSE      D  Agree    0  Partially  Agree      D  Disagree        Enter  Target  Date:  [7/31/04  ] 


Management  Response:  Indicate  whether  you  agree,  partially  agree,  or  disagree.  If  you  agree,  provide  an  anticipated  target  date  for  implementation. 
Partially  Agree:  The  response  should  clearly  define  that  portion  of  the  finding  or  recommended  action  disagreed  with  as  well  as  the  portion  agreed  to. 
Disagree:  The  response  should  clearly  define  WHY  there  is  disagreement  with  the  finding  or  recommended  action,  and  outline  any  mitigating 
circumstances  or  alternative  course  of  action  to  be  pursued. 


RESPONSE  (succinct  response  to  finding  /  action) 


Partially  Agree:  Although  we  agree  that  there  has  been  a  large  amount  of  changes  in  policies  and  procedures  and  it  is 
difficult  at  times  to  comply/keep  up  with  changes,  we  do  feel  that  change  is  relative  to  the  nature  and  the  core  of  our 
business.  In  addition,  there  are  several  techniques  in  place  to  lessen  the  impact  of  changes  to  both  LFC  management 
and  staff,  including  following  up  large  impact  changes  with  meetings  and  training  to  ensure  the  changes  are 
communicated  to  all  applicable  levels. 


CORRECTIVE  ACTION  (provide  specific  action  steps  planned,  the  assigned  responsible  manager,  and  target  dates  for  each) 


1 .  Continue  to  work  with  Policy  Administration  to  ensure  all  policies  are  rolled  out  with  as  much  notice  as  possible,  and 
channel  managers  will  ensure  that  LFC  management  has  input  on  policy  changes  as  needed. 

a.  Manager  Accountable:  Arieen  Scavone,  John  Schleck,  Kim  Yezbak 

b.  Target  Date:  7/31/04 

2.  Utilize  Loan  Fulfillment  Center  management  facilitate  twice  daily/weekly  team  meetings  to  review  and  train  on  new 
policies  and  procedures. 

a.  Manager  Accountable:  Arieen  Scavone,  John  Schleck,  Kim  Yezbak 

b.  Target  Date:  7/31/04 

3.  Continue  to  issue  HLPAs  developed  by  the  Policy  Administration  group  weekly  (each  Friday)  with  a  two  week 
implementation  window  prior  to  effective  date  of  a  change. 

a.  Manager  Accountable:  Arieen  Scavone,  John  Schleck,  Kim  Yezbak 

b.  Target  Date:  7/31/04 

4.  Utilize  channel  management  communication  avenues  to  refresh  and  re-enforce  policy  communications  on  a  monthly 
basis. 

a.  Manager  Accountable:  Arieen  Scavone,  John  Schleck,  Kim  Yezbak 

b.  Target  Date:  7/31/04 
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Safety  &  Soundness  Examination 

FDIC-DFI  MEMO  3 


DATE: 
TO: 

FROM: 

SUBJECT: 

CC: 


May  20,  2004 

Mark  Hillis,  Deputy  Chief  Credit  Officer 
Tony  Meola,  EVP,  Production 
Trina  Dong,  FDiC  and  Erin  Burr,  DFI 
Single  Family  Residential  Review 


BACKGROUND  INFORMATION 


FDIC  and  State  examiners  reviewed  a  sample  selection  of  220  loans  during  this  examination,  pnmanly  loans  onginated  in 
2003-  75  brokered  loans,  65  loans  originated  in  house,  20  subprime/niche  loans.  20  low  doc,  20  custom  construction,  10 
residential  lot  loans,  and  1 0  advantage  90/high  LTV  loans.  The  loan  file  review  reflected  inconsistencies  «i 
underwriting  and  documentation  practices,  particularly  in  the  brokered  channel.  Additionally,  examiners  noted 
that  Washington  Mutual's  SFR  portfolio  has  an  elevated  level  of  risk  due  to  a  significant  volume  of  potential 
negative  amortization  loans,  high  delinquency  and  exception  rates,  and  a  substantial  volume  of  loans  with  higher 
risk  characteristics,  such  as  low  F'CO  scores  (see  Joint  Memo  #8). 


EXAM  FINDINGS  DEFINITIONS 

Observation  A  weakness  identifipri  that  is  not  of  regulatory  concern  but  which  may  improve  the  bank's  opting jjfljSfeatieSi if  "^"g- 

Observation,  observations  are  made  in  a  consultative  rote!  They  may  be  presented  to  management  either  verbalry  or  in  writing,  but  will  generally 

not  be  included  in  the  Report  of  Examination.  Examiners  will  rarely  request  a  written  response  during  the  examination. 

Observations  may  or  may  not  be  reviewed  during  subsequent  examinations. 

Recommendation'         A  secondary  concern  tor  which  immPrtiate  corrective  action  Is  left  to  management's  discretion.  A  Recommendation  can  become  a 
Recommendation,        tugaj  jy         exarninations  should  risk  exposure  Increase  significantly  or  other  circumstances  warrant.  They  may  be  included  m 

the  Report  of  Examination  and  are  generally  mentioned  In  Exit  and  Board  Meetings.  Examiners  will  usually  request  a  written 

response  from  Management  during  the  examination.  Management's  actions  to  address  Recommendations  are  reviewed  at 

subsequent  or  follow-up  examinations  to  assess  any  changes  in  risk  exposure. 
Criticism  A  primary  concern  that  if  left  uncorrected  the  Agencies  may  consider  stronger  action.  Crifctems  are  often  summarized  In  the 

CrhlCS  -Matters  Requiring  Board  Attention"  or  -Examination  Conclusion  and  Comments-  section  of  the  Report  of  tMM4 

increased  attention  by  Senior  Management  and  the  Board  of  Directors;  and  typically  regulre  a  written  response.  They  are  subject  to 

formal  follow-up  by  examiners. 


EXAM  FINDING  1 


□  Observation*        H  Recommendation*        D  Criticism* 


Topic:     Inconsistent  Underwriting  and  Documentation  Practices 
Finding:     The  loan  file  review  of  WMB's  portfolio  revealed  the  following  inconsistencies. 

.    A  substantial  number  of  loans  (17  of  75  brokered  loans,  9  of  65  originated  in  house,  and  8  of  20  low  doc 
loans)  granted  to  borrowers  with  derogatory  credit  ratings  or  with  higher  nsk  charactenstics  were 
qraded  a  "0"  or  "prime."  The  assigned  credit  classification  is  inconsistent  with  the  bank  s  policy  and 
credit  grading  guidelines.  As  a  result,  these  loans  were  not  accurately  priced  for  risk  as  loans  with  2-4 
credit  codes  (niche  loans)  which  are  priced  at  a  premium  rate.  Additionally,  the  inconsistency  in  credit 
grading  resulted  in  an  inaccurate  level  of  loan  loss  reserve  for  the  niche  portfolio. 

.  The  full  doc  loans  in  the  brokered  portfolio  (21  of  75  loans  reviewed)  were  not  fully  documented  and  did 
not  meet  the  criteria  for  appropriate  verifications.  Missing  employment,  asset,  and  income  verifications 
were  noted  in  the  review.  . 

.    FICO  scores  were  not  consistently  reported  on  the  Loan  Approval  Summary  Sheet  for  a  majority  of  the 
loans  reviewed.  The  underwriting  guidelines  specify  which  score  to  use  when  multiple  credit  reports 
were  obtained,  but  it  has  not  been  applied  uniformly. 

.    There  is  often  lack  of  support  for  income  calculations  in  the  underwriting  analysis,  especially  when 
multiple  credit  applications  are  in  the  file.  .  .    ,, 

.    Some  of  the  title  policies  for  the  NegAm  loans  have  theinsurance  amount  of  1 1 0%  of  the  original  loan 
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FDIC-DFI  MEMO  3 


EXAM  FINDING  1 


D  Observation*        0  Recommendation*        O  Criticism* 


balance  and  some  have  100%  of  the  loan  amount. 

During  the  examination,  management  began  several  initiatives  to  enhance  the  credit  culture  and  correct 
underwriting  deficiencies  through  the  implementation  of  minimum  credit  standards,  Credit  Risk  Teams,  and 
a  proprietary  credit  scoring  model  (version  2).  However,  examiners  cannot  yet  opine  on  the  effectiveness 
of  these  initiatives. 

Action:     Develop  a  process  and  system  to  ensure  that  underwriting  guidelines  are  consistently  applied. 

D  Repeat  Finding  Management  Response  Requested     0  Yes        D  No 


MANAGEMENT  RESPONSE      B  Agree     D  Partially  Agree       D  Disagree      Enter  Target  Date:  [12/31/04] 
Management  Response:  Indicate  whether  you  agree,  partially  agree,  or  disagree.  If  you  agree,  provide  an  anticipated  target  date  for  implementation. 
Partially  Agree:  The  response  should  clearly  define  that  portion  of  the  finding  or  recommended  action  disagreed  with  as  well  as  the  portion  agreed  to. 
Disagree:  The  response  should  clearly  define  WHY  there  is  disagreement  with  the  finding  or  recommended  action,  and  outline  any  mitigating 
circumstances  or  alternative  course  of  action  to  be  pursued. 


RESPONSE  (succinct  response  to  finding  /  action) 


Management  agrees  with  the  Recommendation.  As  noted  above,  Consumer  Credit  Risk  Management,  in  collaboration 
with  the  Consumer  Group  Production  channels,  have  developed  and  begun  several  initiatives  to  enhance  credit  culture 
and  correct  underwriting  deficiencies.  In  addition,  the  credit  class  2-4  program  has  been  eliminated  effectively  Q3  '04. 
This  coupled  with  Credit  Risk  Team  (CRT)  monitoring,  training,  and  control  should  also  add  to  the  improvement  of  these 
processes  and  overall  quality.  Please  Note:  FICO  score  discrepancies  are  predominantly  caused  by  inefficiencies  in  our 
loan  origination  systems  which  cause  loans  to  be  manually  boarded  and  may,  in  some  cases,  result  in  a  new  credit  score 
to  be  drawn  which  could  conflict  with  the  score  used  at  origination  and  underwriting. 


CORRECTIVE  ACTION  (provide  specific  action  steps  planned,  the  assigned  responsible  manager,  and  target  dates  for  each) 


3. 


MINIMUM  CREDIT  STANDARDS  PROJECT:  Consumer  Credit  Risk  Management  implemented  the  new  Minimum 
Credit  Standards,  which  supplements  the  existing  underwriting  process  for  loans  that  receive  a  WaMu  AUS-Refer. 
These  Standards  include  a  FICO/LTV-CLTV  Matrix  that  determines  which  underwriting  path  a  loan  will  follow.  Loans 
falling  below  the  matrix  that  may  present  an  unacceptable  level  of  risk  will  be  quickly  passed  on  to  a  credit  approver 
with  the  appropriate  level  of  authority  and  experience  to  explore  all  options  prior  to  a  decision  being  rendered.  All 
AUS-Referred  loans,  however,  will  be  reviewed  in  accordance  with  manual  underwriting  credit  guidelines,  regardless 
of  the  FICO  score.  This  policy  is  currently  in  effect  and  applies  to  all  loan  applications  or  loan  submissions  made  on 
or  after  April  1 ,  2004. 

CREDIT  RISK  TEAMS  (CRTs):  These  teams  of  senior  underwriters  who  are  managed  outside  the  fulfillment 
operation  are  being  deployed  in  all  Loan  Fulfillment  Centers  (LFCs).  Four  pilot  sites  have  been  operating  since  May 
17  and  CRTs  will  be  operational  in  all  LFCs  by  July  31  and  fully  implemented  by  the  end  of  the  third  quarter.  These 
teams  in  addition  to  handling  more  complex  and  high  risk  transactions  will  also  monitor  the  performance  of  all  credit 
approvers  in  the  centers.  A  new  Residential  Lending  Authority  Policy  and  Performance  Improvement  Plan  will  be 
introduced  in  June  and  all  credit  grantors  will  be  re-certified  by  year  end.  Responsible  Manager:  Barry  Wolfgram, 
Consumer  Credit  Risk  Management.  Target  Date:  12/31/2004 

PROPRIETARY  CREDIT  SCORING  MODEL  (version  2):  The  Enterprise  Modeling  and  Decision  Systems  group  is 
currently  redeveloping  the  Home  Loans  Proprietary  Model  (PM2).  The  PM2  is  expected  to  be  significantly  more 
robust  in  risk  prediction  than  the  Transitional  Proprietary  Model  fTPM)  that  is  currently  in  place  and  will  be  much 
more  reliant  on  credit  file  information  than  its  predecessors.    The  development  is  based  on  WaMu's  new  credit  file 
attribute  superset,  which  consists  of  approximately  490  different  credit  attributes  in  addition  to  the  added  incremental 
predictivity  of  application  attributes,  loan  purpose,  and  other  significant  characteristics.   The  PM2  is  scheduled  to  be 
completed  in  3rd  quarter  2004. 

As  a  result,  enhanced  services  should  be  able  to  be  offered  more  confidently  to  lower-risk  borrowers,  improving 
service  and  pull-through  rates  for  more  desirable  risk  profiles.  At  the  higher  risk  end  of  the  spectrum,  more  accurate 
identification  of  risky  loans  and  associated  automation  to  achieve  "quicker  no's"  on  these  loans  will  assist  in  fewer 
opportunities  for  errors  associated  with  manual  processes.    Responsible  Manager:  Tim  Bates,  Corporate  Credit 
Risk  Management  Target  Date:  9/30/2004 
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EXAM  FINDING  2 


□  Observation*         0  Recommendation*        D  Criticism* 


Topic:     Underwriting  for  Low  Documentation  Loans 

Finding-     The  bank's  underwriting  guidelines  indicate  that  the  low  doc  loan  program  is  designed  to  expedite 

"       processing  of  low  risk  loans.  Eight  of  the  20  low  doc  loans  reviewed  were  to  borrowers  with  credit 
scores  lower  than  660  who  had  major  derogatory  ratings  or  current  past  due  problems  listed  on 
their  credit  reports.  Granting  loans  to  these  borrowers  would  appear  contrary  to  the  low  risk 
characteristics.  Additionally,  no  compensating  factors  were  noted  in  the  underwriting  analysis  when 
approving  such  loans. 

Limited  income  or  employment  verification  within  this  loan  program  was  also  noted,  as  verification  is  not 
required  for  low  doc  loans  according  to  the  bank's  underwriting  guidelines.  The  applicants  may  qualify 
using  stated  income  and  verify  their  own  employment.  However,  such  guidelines  appear  contradictory  to 
the  low  risk  criteria. 

Action-     Reevaluate  the  documentation  and  underwriting  guidelines  and  establish  acceptable  credit  quality  and 

underwriting  parameters  for  the  low  doc  loan  program  that  are  consistent  with  the  low  risk  characteristics. 


□  Repeat  Finding 


Management  Response  Requested      0  Yes        □  No 


MANAGEMENT  RESPONSE      0  Agree     D  Partially  Agree       D  Disagree      Enter  Target  Date:  [12/31/04] 


Management  Response:  Indicate  whether  you  agree,  partially  agree,  or  disagree.  If  you  agree,  provide  an  anticipated  target  date  tor  implementation. 
Partially  Agree:  The  response  should  clearly  define  that  portion  of  the  finding  or  recommended  action  disagreed  with  as  well  as  the  portion  agreed  to. 
Disagree:  The  response  should  clearly  define  WHY  there  is  disagreement  with  the  finding  or  recommended  action,  and  outline  any  .mitigating 


circumstances  or  alternative  course  of  action  to  be  pursued. 


RESPONSE  (succinct  response  to  finding  /  action) 


Manaqement  agrees  with  the  Recommendation.  In  order  to  further  drive  credit  quality  consistency  and  acceptable  level 
of  risks  on  Low  Doc  transactions  we  will  monitor  their  performance  and  reevaluate  the  documentation  and  underwriting 
guidelines  and  establish  acceptable  credit  quality  and  underwriting  parameters  for  the  Low  Doc  Loan  Program  that  are 
consistent  with  the  low  risk  characteristics. 


CORRECTIVE  ACTION  (provide  specific  action  steps  planned,  the  assigned  responsible  manager,  and  target  dates  for  each) 


Thus  far  all  of  our  analyses  conclude  that  Low  Doc  loans  significantly  outperform  Full  Doc  loans.  This  is  also  seen 
when  comparing  the  other  Low  Doc  qualifying  criteria  (CLTV,  DTI,  etc.).  These  loans  are  sent  through  our  predictive 
models  (LPRM)  which  show  these  to  have  lower  loss  expectations.  Overall  NPL  rate  from  Low  Doc  loans  with 
FICOs  less  than  660  is  1 .00%  compared  to  Full  Docs  with  FICOs  less  than  660  which  have  a  rate  of  1 .64  k.  The 
Credit  Information  and  Analytics  team  will  continue  to  monitor  these  through  regular  audit  reports  that  screen  for  high 
risk  Low  Doc  loans   The  results  will  then  be  communicated  to  National  Underwriting  for  review  and  to  implement 
necessary  corrective  actions.  Responsible  Manager:  Alan  Newstead,  Consumer  Credit  Risk  Management 
Target  Date:  09/30/04 

National  Underwriting  will  use  these  reports  to  evaluate,  control,  and  improve  the  underwriting  process  for  Low  Doc 
loans    Consumer  Credit  Policy  will  review  and  revise  the  applicable  sections  of  the  Conventional  Underwriting 
Guideline  the  Home  Loans  Online  Lending  Manual,  and  the  Product  and  Pricing  Guide  to  ensure  all  areas  of 
evaluating  the  applicant  are  addressed.  Also  included  in  this  review  will  be  the  overall  cred.t  review  proces s.  tncome 
wd  asset  analysis,  and  the  documenting  of  the  risk  decision.  In  addition,  the  sections  regarding  Verbal  Venf.cat.ons 
oiEmKSt will  be  reviewed  to  ensure  that  they  provide  clear  and  concise  direction  when  verbally  verifying  self 
employed  applicants,  as  well  as  those  borrowers  with  unusual  income  sources. 

Following  the  review  and  necessary  revision,  National  Underwriting  will  drive  the  operational  execution  with  the  new 
Credit  Risk  Teams  (CRTs)  who  will  oversee  and  monitor  the  implementation  of  the  new  policy  and  training. 
Responsible  Manager:  Barry  Wolfgram,  Consumer  Credit  Risk  Management  Target  Date:  12/31/04 
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EXAM  FINDING  3 


0  Observation*        □  Recommendation*        D  Criticism* 


Topic:     Risk  in  SFR  Portfolio 

Finding:     Our  review,  as  well  as  that  of  Corporate  Credit  Review  identified  that  Washington  Mutual's  held-for- 
investment  SFR  portfolio  has  an  above  average  risk  profile:  higher  delinquencies  and  exception 
rates,  69%  of  WMI's  SFR  portfolio  has  the  potential  to  negatively  amortize;  and  17%  of  WMI's  SFR 
portfolio,  or  135%  of  Tier  1  Capital,  reflects  current  FICO  scores  less  than  620. 

WMB's  SFR  loans  with  the  potential  NegAm  feature  represent  96%  of  the  Option  ARM  loans  or  74%  of  the 
SFR  portfolio  in  2003,  an  increase  from  88%  of  the  Option  ARM  loans  or  38%  of  the  SFR  portfolio  in  2002. 
These  loans  increase  credit  risk  in  a  rising  interest  rate  environment  due  to  borrowers'  uncertain  ability  to 
service  a  higher  monthly  payment,  a  potential  increase  in  principal  balance,  and  potential  LTV  concerns. 
.  The  September  2003  internal  analysis  concluded  that  NegAm  loans  make  up  a  significantly  larger 
proportion  of  loans  in  the  lower  FICO  bands,  have  higher  delinquencies,  and  higher  current  LTVs  than  the 
loans  in  the  rest  of  the  portfolio. 

WMI's  loans  with  FICO  scores  less  than  620  totaled  approximately  $19  billion,  or  135%  of  WMI's  Tier  1 
Capital.  Loans  in  this  category  show  a  higher  delinquency  rate  compared  to  the  rest  of  the  portfolio.  Of 
the  $19  billion,  approximately  $1.98  billion  is  currently  more  than  30  days  past  due,  which  represents  85% 
of  the  $2.33  billion  delinquent  loans  for  the  entire  SFR  portfolio. 

The  June  2003  Credit  Review  Report  concluded  that  the  level  of  Washington  Mutual's  non-performing 
loans  is  considered  high  and  the  probability  of  improvement  in  overall  performance  is  not  likely. 
Additionally,  the  review  identified  excessive  error  rates  in  documentation. 

Action:     Monitor  the  effectiveness  of  management's  new  initiatives:  the  establishment  of  minimum  credit  standards, 
formation  of  Credit  RiskTeams,  and  launching  of  a  new  proprietary  credit  scoring  model.  Measure  the 
underwriting  quality  that  results  from  the  above  initiatives  and  take  corrective  action  if  necessary  to 
enhance  the  process. 


D  Repeat  Finding 


Management  Response  Requested      □  Yes        0  No 


MANAGEMENT  RESPONSE        0  Agree    D  Partially  Agree       D  Disagree       Enter  Target  Date:  [N/A] 


Management  Response:  Indicate  whether  you  agree,  partially  agree,  or  disagree.  If  you  agree,  provide  an  anticipated  target  date  for  implementation. 
Partially  Agree:  The  response  should  clearly  define  that  portion  of  the  finding  or  recommended  action  disagreed  with  as  well  as  the  portion  agreed  to. 
Disagree:  The  response  should  clearly  define  WHY  there  is  disagreement  with  the  finding  or  recommended  action,  and  outline  any  mitigating 
circumstances  or  alternative  course  of  action  to  be  pursued. 


RESPONSE  (succinct  response  to  finding  /  action) 


Management  agrees  with  the  Observation  and  is  carefully  monitoring  the  progress  and  effectiveness  of  the  noted 
initiatives.  As  discussed  in  the  Management  Response  for  Finding  1 ,  the  establishment  of  Minimum  Credit  Standards, 
the  formation  and  implementation  of  the  Credit  Risk  Teams,  and  the  launch  of  the  new  proprietary  credit  scoring  model 
are  currently  in  progress  and  should  result  in  overall  underwriting  quality  improvements. 

Regarding  the  SFR  loans  with  the  potential  NegAm  feature,  the  Credit  Information  and  Analytics  group  currently  runs 
stress  testing  for  NegAm  and  potential  NegAm  loans.  The  greatest  risk  to  the  organization  is  not  a  rising  rate 
environment,  but  a  declining  housing  price  environment.  The  multiple  stress  tests  that  are  performed,  however,  indicate 
that  while  the  losses  could  be  much  greater  than  what  we  currently  are  experiencing,  our  loan  loss  reserve  is  adequate  to 
cover  those  possible  losses. 

For  the  proportion  of  the  total  HFI  population  mentioned  with  FICOs  less  than  620,  about  $1  billion  (or  5%)  were 
originated  by  acquired  institutions  and  about  $3  billion  (or  1 5%)  have  LTVs  less  than  60  percent.    A  small  amount  of  the 
acquired  is  less  than  60  CLTV  (about  $127  million).    Thus,  of  the  population: 

•  4%  Acquired  and  >60  LTV 

.       14%  Not  Acquired  and  <  60  LTV 

•  1  %  Acquired  and  <60  LTV 

Please  note  that  the  establishment  of  the  Minimum  Credit  Standards  will  sharply  reduce  the  highest  risk  tail,  in  addition  to 
assisting  in  the  improvement  of  underwriting  quality,  as  will  the  elimination  of  credit  classification  codes  2-4. 

With  regard  to  the  section  of  the  June  Credit  Review  Report  stating  that  the  probability  of  improvement  is  not  likely;  the 
reference  is  misleading.  Without  the  changes  to  the  front-end,  CRT  implementation  and  active  portfolio  management 
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EXAM  FINDING  3 


0  Observation* 


D   Recommendation*        □  Criticism* 


(loan  sales),  this  would  be  true.    There  has  been  significant  improvement  in  default  servicing  management  and  oversight. 
In  early  2004,  Consumer  Credit  Risk  Management  began  working  with  the  Default  Servicing  group  to  focus  on  improving 
and  reducing  the  outstanding  balance  of  Non-Performing  Loans  (NPLs).  The  reduction  in  NPLs  has  been  principally 
achieved  with  the  quarterly  sale  of  Non-Performing  and  Sub-Performing  loans;  this  is  not  the  long-term  strategy  for 
managing  NPLs.  The  Default  Collections  team  has  implemented  a  focused  calling  campaign  on  the  asset  portfolio. 
Delinquent  loans  are  called  on  by  the  fifth  business  day  of  the  month,  the  right  party  contact  rate  is  improving,  and  we  are 
seeing  deeper  penetration  within  the  portfolio.  Performance  is  monitored  and  measured  each  month  with  a  comparison 
to  prior  year's  performance.  Considerable  improvement  has  shown  in  the  following  areas  with  an  overall  reduction  in 
delinquency: 

•  Cure  Ratio  of  4+  Payment  DQ  -  As  of  April  2004  Cure  Rate  was  12.2%  in  comparison  to  the  average  cure  rate 
of6.3%in2003. 

•  3-4  Payment  Roll  Rates  -  The  level  of  loans  rolling  from  3  to  4  payments  delinquent  was  41 .4%  in  April  2004 
in  comparison  to  the  2003  average  of  55.1%. 


CORRECTIVE  ACTION  (provide  specific  action  steps  planned,  the  assigned  responsible  manager,  and  target  dates  for  each) 
As  stated  in  Finding  1 ,  the  following  are  the  corrective  actions  as  they  relate  to  Minimum  Credit  Standards  Project,  Credit 
Risk  Teams,  and  proprietary  credit  scoring  model  (version  2): 

1 .  MINIMUM  CREDIT  STANDARDS:  This  policy  is  currently  in  effect  and  applies  to  all  loan  applications  or  loan 
submissions  made  on  or  after  April  1,  2004. 

2.  CREDIT  RISK  TEAMS:  Four  pilot  sites  have  been  operating  since  May. 17  and  additional  expansion  to  more  sites  will 
take  place  through  June  14.  CRTs  will  be  operational  in  all  fulfillment  centers  by  the  end  of  July  and  fully 
implemented  by  the  end  of  the  third  quarter.  A  new  Residential  Lending  Authority  Policy  and  Performance 
Improvement  Plan  will  be  introduced  in  June  and  all  credit  grantors  will  be  re-certified  by  year  end.  Responsible 
Manager:  Barry  Wolfgram,  Consumer  Credit  Risk  Management.  Target  Date:  12/31/2004 

3.  PROPRIETARY  CREDIT  SCORING  MODEL  (version  2):  The  Enterprise  Modeling  and  Decision  Systems  group  is 
currently  redeveloping  the  Home  Loans  Proprietary  Model  (PM2).  Responsible  Manager:  Tim  Bates,  Corporate 
Credit  Risk  Management  Target  Date:  9/30/2004 
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This  presentation  was  posted  to  BoardVantage  on  March  18, 
2008,  and  replaces  and  supplants  all  prior  versions. 


Summary  of  Management's  Action  to  Address  OTS 
Concerns 
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QTS  Concerns: 

-  Rapidly  increasing  levels  of  Nonperforming  and  Classified  assets. 

-  Potentially  Insufficient  ALLL 


WaMu  Response: 

-  In  recent  quarters,  we  have  been  provisioning  at  twice  the  rate  of  charge-offs  and 
anticipate  doing  so  as  necessary  to  ensure  an  adequate  ALLL  This  is  resulting  in  a 
significant  build-up  of  ALLL. 

-  Project  Olympic  anticipates  either  strategic  options  or  a  $3  to  $4  billion  increase  in 
capital  during  early  2Q08,  resulting  in  capital  levels  sufficient  to  absorb  expected 
provisioning  and  losses  during  2008/2009. 
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OTS  Concerns: 

-   Substantial  loan  loss  provisions  caused  earnings  losses  in  2007  and  will  result  in 
continued  losses  in  2008. 


WaMu  Response: 

-  Continued  actions  to  reduce  expenses 

-  Project  Olympic  anticipates  $3  to  $4  billion  increase  in  capital  during  early 
2Q08.  An  increase  in  capital  permits  Company  to  remain  above  well-capitalized 
even  with  earning  losses  during  2008  and  2009. 

-  Expected  return  to  profitability  in  2009  with  adequate  provisions  in  place. 
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OTS  Concerns: 

-  Liquidity  has  become  more  stressed  due  to  market  disruption,  deteriorating 
financial  condition  and  rating  agency  downgrades. 

-  Increasing  funding  costs  and  contraction  of  available  funding  sources. 


.\, 


WaMu  Response: 

-  Project  Olympic  anticipates  $3  to  $4  billion  increase  in  capital  during  early 
2Q08.  An  increase  in  capital  will  strengthen  balance  sheet  for  counterparties. 

-  Active  management  of  balance  sheet  expected  to  result  in  modest  balance 
sheet  shrinkage  in  2008/2009. 

-  Temporary  dividend  reduction  until  earnings  and  capital  levels  recover. 

-  Collateral  initiatives 

-  Stress  tests  indicate  continued  excess  liquidity  even  in  face  of  2-notch 
downgrade  from  current  position. 
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OTS  Concerns: 

-  Ineffective  BSA  program  due  to  internally  identified  weaknesses  in  several 
required  program  elements.  OTS  issued  a  Consent  Order. 

-  Need  a  more  disciplined  framework  for  the  identification  and  management  of 
compliance  risks. 

-  Ineffective  monitoring  processes  on  Commercial  serviced  loans  resulting  in 
properties  with  inadequate  insurance. 


WaMu  Response: 

-  Management  is  executing  a  comprehensive  program  to  strengthen  the  Bank 
Secrecy  Act  program  and  address  the  Consent  Order.  Board  has  been 
monitoring  action  plans  in  response  to  Matters  Requiring  Board  Attention  and 
Consent  Order. 

-  Corporate  Compliance  initiated  a  significant  effort  to  improve  the  program.  On 
track  to  meet  committed  timeframes. 

-  Management  implemented  actions  to  address  flood  compliance  issues  and 
secured  appropriate  coverage  for  all  inadequately  insured  loans. 
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1||  Washington  Mutual 

WMBFA 

March  14,  2005 

Safety  &  Soundness  Examination 

OTS  MEMO  4 

DATE:  May  20,  2005 

TO:  Michelle  White,  Appraisal  and  Performance  Engineering 

FROM:  Bruce  Thorvig,  Regional  Appraiser,  OTS 

SUBJECT:       Residential  Real  Estate  Appraisal  Operations 
CC:  Mark  Hillis,  Chief  Credit  Officer 

Ken  Kroemer,  FDIC 


BACKGROUND  INFORMATION 


The  primary  focus  of  the  review  of  the  Residential  Appraisal  Department  included  following-up  on  prior  examination 
findings,  review  of  one-to  four-family  residential  appraisals  and  evaluations,  appraiser  assisted  automated  valuation 
model  (AAAVM),  and  policy  and  procedures.  Single-family  residential  appraisals  and  evaluations  have  been  reviewed  for 
reasonableness  of  value  and  compliance  with  Uniform  Standards  of  Professional  Appraisal  Practice  (USPAP),  Part  564  of 
the  OTS  Regulations,  and  the  bank's  written  appraisal  policy  and  procedures. 

Two  criticisms  have  been  identified.  The  first  criticism,  which  is  a  repeat  finding  (Exam  Finding  3  in  Joint  Memo  #3), 
addresses  the  Appraisal  Assignment/Engagement  Request  form,  which  includes  the  owner's  estimate  of  market  value. 
The  second  criticism  addresses  weaknesses  identified  in  the  AAAVM  process.  During  a  meeting  held  on  May  10,  2005, 
appraisal  management  agreed  to  delete  the  owner's  estimate  of  market  value  from  the  Appraisal 
Assignment/Engagement  Request  form  and  to  address  the  weaknesses  identified  in  the  AAAVM  process. 


EXAM  FINDINGS  DEFINITIONS 


Observation. 


Recommendation. 


Criticism. 


A  weakness  identified  that  is  not  of  regulatory  concern,  but  which  may  improve  the  bank's  operating  effectiveness  if  addressed. 
Observations  are  made  In  a  consultative  role.  They  may  be  presented  to  management  either  verbally  or  in  writing,  but  will  generally 
not  be  included  in  the  Report  of  Examination.  Examiners  will  rarely  request  a  written  response  during  the  examination. 
Observations  may  or  may  not  be  reviewed  during  subsequent  examinations. 

A  secondary  concern  requiring  corrective  action.  A  Recommendation  can  become  a  Criticism  in  future  examinations  should  risk 
exposure  increase  significantly  or  other  circumstances  warrant  They  may  be  included  in  the  Report  of  Examination  and  mentioned 
in  Exit  and  Board  Meetings.  Examiners  will  request  a  written  response  from  Management  during  the  examination.  Management's 
actions  to  address  Recommendations  are  reviewed  at  subsequent  or  follow-up  examinations. 

A  primary  concern  requiring  corrective  action.  Criticisms  are  often  summarized  in  the  "Matters  Requiring  Board  Attention"  or 
"Examination  Conclusion  and  Comments'  section  of  the  Report  of  Examination;  warrant  increased  attention  by  Senior  Management 
and  the  Board  of  Directors;  and  require  a  written  response.  They  are  subject  to  formal  follow-up  by  examiners  and,  if  left 
uncorrected,  may  result  in  stronger  action. 
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EXAM  FINDING  1 


D  Observation 


D  Recommendation 


0  Criticism 


Topic:     Appraisal  Assignment/Engagement  Request  Form 

Finding:  The  review  of  single-family  appraisals  and  evaluations  noted  that  numerous  Appraisal 
Assignment/Engagement  Request  forms  continue  to  provide  the  appraiser  with  the  owner's  estimate  of 
market  value.  The  owner's  estimate  of  market  value  should  be  eliminated  from  the  request  form  in 
order  to  ensure  that  appraiser  independence  is  not  compromised. 

Recent  guidance  on  this  issue  is  included  in  the  "Interagency  Statement  on  Independent  Appraisal  and 
Evaluation  Functions"  dated  March  22,  2005.  The  statement  reaffirms,  "the  information  provided  by  the 
regulated  institution  should  not  unduly  influence  the  appraiser  or  in  any  way  suggest  the  property's  value." 
In  addition,  this  issue  is  addressed  in  the  May  16,  2005,  interagency  guidance  on  "Credit  Risk 
Management  Guidance  for  Home  Equity  Lending."  The  guidance  on  collateral  evaluation  management 
states  that  management  should  "Ensure  that  an  expected  or  estimated  value  of  the  property  is  not 
communicated  to  an  appraiser  or  individual  performing  an  evaluation." 

This  represents  a  repeat  finding  from  the  prior  examination.  This  matter  was  an  incorrectly  closed  issue 
that  had  not  been  adequately  corrected  (Issue  04-SS-001 1 ). 

Action:  The  owner's  estimate  of  market  value  should  be  eliminated  from  the  Appraiser  Assignment/Engagement 
Request  form.  Andy  LaPlante,  Regulatory  &  Investor  Liaison,  indicated  at  our  May  10,  2005,  meeting  that 
by  May  20,  2005,  the  owner's  estimate  of  market  value  would  be  blocked  out  on  the  request  form. 

We  request  that  Quality  Assurance  follow  up  after  May  20,  2005,  to  ensure  that  Appraiser 
Assignment/Engagement  Request  forms  actually  sent  to  appraisers  no  longer  provide  the  owner's  estimate 
of  value.  Documentation  of  this  follow-up  should  either  be  provided  to  examiners  while  still  on-site  or  kept 
available  for  future  examiner  review. 


0  Repeat  Finding 


Management  Response  Requested      0  Yes        D  No 


MANAGEMENT  RESPONSE      0  Agree     D  Partially  Agree        D  Disagree       Enter  Target  Date:  [WA  ] 


Management  Response:  Indicate  whether  you  ag  ree.  partially  agree,  or  disagree.  If  you  agree,  provide  an  anticipated  target  date  for  implementation. 

Partially  Agree:  The  response  should  clearly  define  that  portion  of  the  finding  or  recommended  action  disagreed  with  as  well  as  the  portion  agreed  to. 

Disagree:  The  response  should  dearly  define  WHY  there  is  disagreement  with  the  finding  or  recommended  action,  and  outline  any  mitigating 
circumstances  or  alternative  course  of  action  to  be  pursued. 


RESPONSE  (succinct  response  to  finding  /  action) 


Management  agrees  that  this  issue  was  incorrectly  closed  as  it  had  not  been  adequately  corrected  as  previously 
committed  to.  The  "Owner's  Estimate  of  Value"  field  was  not  removed  from  the  Appraiser  Assignment/Engagement 
request  form  by  the  time  this  issue  was  initially  closed.  Management  was  unable  to  implement  the  appropriate 
OptisValue  updates  to  correct  this  issue  during  2004  due  to  a  mandatory  OptisValue  systems  freeze  between  June  and 
October,  followed  almost  immediately  by  the  annual,  end  of  year  Sarbanes-Oxley  (SOX)  required  systems  freeze. 

On  5/20/05  the  "Owner's  Estimate  of  Value"  field  was  successfully  removed  from  the  "Appraisal  Assignment"  form  and  is 
no  longer  viewable  by  the  appraiser,  therefore  ensuring  the  appraiser  independence  is  not  compromised  going  forward. 


CORRECTIVE  ACTION  (provide  specific  action  steps  planned,  the  assigned  responsible  manager,  and  target  dates  tor  each) 


1.     The  field  in  question  was  eliminated  on  5/20/05.  Documentation  demonstrating  completion  has  been  provided  to 
examiners.  Responsible  Manager:  Michelle  White,  Target  Date:  N/A 
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EXAM  FINDING  2 D  Observation*        D   Recommendation*        0  Criticism* 

Topic:     Appraiser  Assisted  Automated  Valuation  Model  (Desktop  Evaluation  Report) 

Finding:  Our  review  of  appraisals  completed  using  Appraiser  Assisted  Automated  Valuation  Models 
(AAAVMs)  or  Desktop  Evaluation  Reports  noted  significant  technical  documentation  weaknesses 
in  the  process.  The  AAAVM  process  needs  improvement  to  address  material  appraisal  documentation 
deficiencies  in  order  to  comply  with  Uniform  Standards  of  Professional  Appraisal  Practice  (USPAP).  In 
2004,  staff  appraisers  completed  over  44,000  AAAVMs.  None  of  the  18  appraisals  sampled  were  fully 
USPAP  compliant.  Of  the  11  AAAVMs  that  may  involve  value  issues,  WMBFA  responded  that  2 
represented  significant  risk,  4  may  or  may  not  represent  significant  risk  and  the  remaining  5  represented 
no  risk. 

The  quality  assurance  review  of  AAAVMs  was  inadequate.  Appraisal  management  agreed  that  quality 
assurance  procedures  did  not  include  the  review  of  AAAVMs.  Reviews  by  the  quality  assurance  group 
may  have  identified  the  documentation  deficiencies  noted  during  the  examination. 

Action:  Management  must  review  the  AAAVM  process  and  address  the  appraisal  documentation  deficiencies. 
The  Desktop  Evaluation  Report  form  will  require  some  modification.  Staff  appraisers  must  be  provided 
with  additional  training  on  the  appraisal  development  and  reporting  standards  of  USPAP.  Most 
importantly,  the  AAAVM  process  must  be  monitored  and  the  quality  assurance  function  must  be  expanded 
to  include  an  on-going  review  of  Desktop  Evaluation  Reports. 

During  a  May  10,  2005,  meeting  with  appraisal  management,  Michelle  White,  Appraisal  and  Performance 
Engineering,  agreed  that  documentation  weaknesses  existed  and  that  the  appraisal  department  will 
address  them.  Future  reviews  by  the  quality  assurance  teams  will  include  AAAVMs  in  their  review. 

□  Repeat  Finding  Management  Response  Requested      0  Yes        D  No 


MANAGEMENT  RESPONSE      0  Agree     D  Partially  Agree       D  Disagree      Enter  Target  Date:  [3/31/06] 


Uana gement  Response:  Indicate  whether  you  agree,  partially  agree,  or  disagree.  If  you  agree,  provide  an  anticipated  target  date  for  implementation. 
Partially  Agree:  The  response  should  clearly  define  that  portion  of  the  finding  or  recommended  action  disagreed  with  as  well  as  the  portion  agreed  to. 
Disagree:  The  response  should  dearly  define  WHY  there  is  disagreement  with  the  finding  or  recommended  action,  and  outline  any  mitigating 
circumstances  or  alternative  course  of  action  to  be  pursued. 


RESPONSE  (succinct  response  to  finding  /  action) 


After  additional  investigation,  management  concludes  that  while  not  achieving  complete  compliance  with  USPAP,  none  of 
the  AAAVMs  sampled  posed  a  significant  risk. 


CORRECTIVE  ACTION  (provide  specific  action  steps  planned,  the  assigned  responsible  manager,  and  target  dates  tor  each) 


1 .  Appraisers  will  be  provided  with  additional  training  on  the  appraisal  development  and  reporting  standards  of  USPAP. 
Responsible  Manager:  Michelle  White 

a.  A  communication  will  be  issued  to  all  Appraisers  completing  AAAVMs  with  instruction  to  include  the  source 
of  the  definition  of  market  value  and  the  correct,  USPAP  compliant  wording  regarding  the  use  of 
extraordinary  assumptions  on  all  AAAVM  assignments.  Target  Date:  6/30/05 

b.  Develop  training  material  content  for  all  applicable  employees  on  the  appraisal  development  and  reporting 
standards  of  USPAP,  with  special  emphasis  on  USPAP  as  it  applies  to  AAAVM.  Target  Date:  7/31/05. 

c.  Rollout  training  through  Breeze;  include  automated  tracking  of  employee  completion.  Target  Date:  8/31/05 

d.  All  applicable  Appraisers  will  complete  this  new  training  by  end  of  October  and  documentation  will  be 
compiled  to  demonstrate  all  applicable  Appraisers  have  completed  the  training.  Target  Date:  1 1(30/05 

2.  Residential  Appraisal  Quality  Assurance  will  be  expanded  to  include  a  quarterly  review  of  the  AAAVM  product. 
Responsible  Manager  Michelle  White 

a.  Develop  a  checklist  for  the  QA  review  of  AAAVMs.  Target  Date:  6/30/05 

b.  The  first  sample  of  AAAVM  appraisals  will  be  pulled  for  QA  review  in  August.  Target  Date:  8/31/05. 

c.  Incorporate  AAAVM  sampling  into  standard  quarterly  sampling  query.  Target  Date:  10/31/05 

d.  AAAVM  sample  will  be  analyzed  following  the  October  quarterly  sampling  query  with  the  results  of  the  QA 
Analysis  published  and  issued  to  Appraisal  Production  by  end  of  year  2005.  This  ongoing  process  will 
continue  with  a  sample  of  AAAVMs  being  drawn  every  quarter  thereafter  and  the  results  communicated  to 
Appraisal  Production  within  90  days  of  quarter's  end.  Target  Date:  12/31/05 

3.  The  AAAVM/Desktop  Evaluation  form  will  be  reviewed  and  revised  for  enhanced  USPAP  compliance.  Responsible 
Manager:  Michelle  White 
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EXAM  FINDING  2 


D  Observation* 


D  Recommendation*        0  Criticism* 


b. 
c. 
d. 


Revised  form  will  require  appraisers  to  manually  add  precise  statements  regarding  1)  the  source  definition 

of  market  value,  2)  use  of  extraordinary  assumptions,  and  3)  the  inclusion  of  thorough  analysis  and 

appraisal  methods  to  support  the  final  estimated  appraised  value  within  the  completed  AAAVM  assignment 

(See  related  item  #1  above).  Target  Date:  6/30/05 

Development  of  business  requirements  for  the  automated  form  revision.  Target  Date:  9/30/05 

Development  of  implementation  plan  with  TSG.  Target  Date:  01/31/06 

Programming,  implementation,  and  roll  out  of  new  form  to  Appraisers.  Target  Date:  3/31/06 
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WMB 

March  13,  2006 

Safety  &  Soundness  Examination 

OTS  MEMO  2 

DATE:  May  23,  2006 

TO:  Michelle  White,  Mortgage  Appraisal 

FROM:  Bruce  Thorvig,  Regional  Appraiser,  OTS 

SUBJECT:       Residential  Real  Estate  Appraisal  Operations 
CC:  Hugh  Boyle,  Chief  Credit  Officer 

Cathy  Doperalski,  Regulatory  Relations 

Steve  Funaro,  FDIC 


BACKGROUND  INFORMATION 


The  primary  focus  of  the  review  of  the  Mortgage  Appraisal  Department  (Residential  Appraisal  Oversight,  Production  and 
Administration)  included  following-up  on  prior  examination  findings,  review  of  one-to-four-family  residential  appraisals  and 
evaluations,  sample  review  of  Desktop  Evaluations  {Appraiser  Assisted  Automated  Valuation  Model  -  AAAVM),  policy 
and  procedures,  and  appraiser  independence.  Samples  of  single-family  residential  appraisals  and  evaluations  were 
reviewed  for  reasonableness  of  value  and  compliance  with  Uniform  Standards  of  Professional  Appraisal  Practice 
(USPAP),  Part  564  of  the  OTS  Appraisal  Regulations,  and  the  bank's  written  appraisal  policy  and  procedures. 

Appraisal  Quality  Assurance  estimates  that  WMB  performs  approximately  60,000  AAAVM  services  in  a  typical  year. 
WMB  performs  these  appraisal  services  using  a  Desktop  Evaluation.  The  Desktop  Evaluation  is  an  appraisal  that,  when 
completed  by  a  licensed  appraiser,  must  comply  with  USPAP  standards  and  OTS  appraisal  regulations. 

One  criticism  has  been  identified.  While  OTS  recognizes  appraisal  management's  ongoing  improvements  to  the  AAAVM 
(Desktop  Evaluation)  process  since  the  prior  exam,  weaknesses  were  identified  in  compliance  with  USPAP  standards  and 
the  bank's  procedures  for  using  Desktop  Evaluations.  The  examination  findings  were  discussed  with  Mortgage  Appraisal 
management  and  Regulatory  Relations  on  May  9,  2006.  Appraisal  management  concurred  with  OTS  findings  and  agreed 
to  address  the  identified  weaknesses. 


EXAM  FINDINGS  DEFINITIONS 


Observation: 


Recommendation: 


Criticism: 


A  weakness  identified  that  is  not  of  regulatory  concern  but  which  may  improve  the  bank's  operating  effectiveness  if  addressed. 
Observations  are  made  in  a  consultative  role.  They  may  be  presented  to  management  either  verbally  or  in  writing,  but  will  generally 
not  be  included  in  the  Report  of  Examination.  Examiners  will  rarely  request  a  written  response  during  the  examination. 
Observations  may  or  may  not  be  reviewed  during  subsequent  examinations. 

A  secondary  concern  requiring  corrective  action.  A  Recommendation  can  become  a  Criticism  in  future  examinations  should  risk 
exposure  increase  significantly  or  other  circumstances  warrant.  They  may  be  included  in  the  Report  of  Examination  and  mentioned 
in  Exit  and  Board  Meetings.  Examiners  will  request  a  written  response  from  Management  during  the  examination.  Management's 
actions  to  address  Recommendations  are  reviewed  at  subsequent  or  follow-up  examinations. 

A  primary  concern  requiring  corrective  action.  Criticisms  are  often  summarized  in  the  'Matters  Requiring  Board  Attention'  or 
■Examination  Conclusion  and  Comments'  section  of  the  Report  of  Examination;  warrant  increased  attention  by  Senior  Management 
and  the  Board  of  Directors;  and  require  a  written  response.  They  are  subject  to  formal  follow-up  by  examiners  and.  if  left 
uncorrected,  may  result  in  stronger  action. 


EXAM  FINDING  1 


D  Observation  D  Recommendation  El  Criticism 


Topic:     Appraiser  Assisted  Automated  Valuation  Model  (AAAVM)  Services 

Finding:  Appraisal  deficiencies  identified  included  non-compliance  with  both  USPAP  standards  and  the  bank's 
procedures  for  using  Desktop  Evaluations.  During  the  prior  examination,  we  also  identified  significant 
technical  USPAP  documentation  issues  in  all  Desktop  Evaluations  sampled. 

Although  our  current  review  noted  that  process  improvements  were  made  to  address  our  prior  examination 
concerns,  the  AAAVM  process  is  still  not  at  a  satisfactory  level.  While  value  conclusions  were 
generally  within  a  reasonable  range  of  value,  none  of  the  currently  reviewed  Desktop  Evaluations 
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EXAM  FINDING  1 


D  Observation  D  Recommendation  0  Criticism 


were  in  full  technical  compliance  with  USPAP  because  the  Desktop  Evaluation  forms  were  revised 
since  the  prior  examination  to  a  format  that  is  not  USPAP  compliant 

We  believe  a  fully  effective  internal  control  and  appraisal  quality  assurance  process  would  have 
prevented  a  noncompliant  form  from  being  disseminated  to  appraisers. 

Our  review  of  twenty-five  Desktop  Evaluations  (AAAVMs)  identified  the  following  weaknesses: 

(1)  Inconsistencies  were  found  in  the  entire  sample  of  25  desktop  evaluations  (form  content 
deficiencies)  related  to  identifying  the  type  of  appraisal  and  reporting  option  (a  Desktop  Evaluation 
cannot  be  both  a  "Restricted  Use  Appraisal  Report"  and  a  "Summary  Appraisal  Report"), 

(2)  Use  of  a  Restricted  Use  Appraisal  Report  option  for  loans  greater  than  $250,000.  This  report 
generally  does  not  contain  sufficient  information  to  enable  the  intended  users  of  the  appraisal  to 
understand  the  report  properly  or  contain  sufficient  information  and  analysis  to  support  the 
institution's  decision  to  engage  in  the  transaction, 

(3)  Appraisers  not  completing  the  Desktop  Evaluation  in  compliance  with  the  bank's  Desktop 
Evaluation  procedures  (also  identified  by  AQA), 

(4)  Instances  of  inadequate  support  for  value  conclusions  or  differences  between  a  recent  sale  of  the 
subject  property  and  the  appraised  value,  (also  identified  by  AQA)  and 

(5)  Four  instances  of  the  appraiser  not  signing  the  certification  page  in  compliance  with  USPAP  (also 
identified  by  AQA). 

Action:     Management  must  address  the  weakness  identified  and  continually  review  the  AAAVM  process: 

(1)  The  Desktop  Evaluation  form  will  require  modification  to  ensure  compliance  with  USPAP  and  to 
clarify  which  appraisal  option  (Summary  Appraisal  Report  or  Restricted  Use  Appraisal  Report)  is 
being  used.  Restricted  Use  Appraisal  Reports  will  generally  not  be  appropriate  for  a  federally 
related  transaction  with  a  loan  amount  greater  than  $250,000. 

(2)  Staff  appraisers  must  be  continuously  trained  and  counseled  as  to  the  proper  use  of  the  Desktop 
Evaluation  to  achieve  reasonable  value  conclusions  that  are  supported  by  an  appraisal  that 
complies  with  all  USPAP  standards  and  OTS  appraisal  regulations. 

(3)  AQA  must  continue  to  evaluate  the  AAAVM  process  during  their  monthly  quality  assurance  review 
process.  Quality  Assurance  must  ensure  that  Desktop  Evaluations  meets  all  USPAP 
development  and  reporting  requirements  (Refer  to  USPAP  Standards  1  and  2  for  specific 
standards).  We  expect  self-identification  of  documentation  and  value  issues.  AQA  must  also 
ensure  that  the  appraiser  feedback  process  is  effective  in  reducing  documentation  exceptions. 

We  expect  the  AAAVM  process  to  improve  to  the  point  that  technical  documentation  exceptions  and 
deficiencies  are  reduced  to  an  acceptable  level. 


D  Repeat  Finding 


Management  Response  Requested     0  Yes       D  No 


W  Washington  Mutual 


MANAGEMENT  RESPONSE      D  Agree     Eg  Partially  Agree      D  Disagree      Enter  Target  Date:  [10/31/06] 


Management  Response:  Indicate  whether  you  agree,  partially  agree,  or  disagree.  If  you  agree,  provide  an  anticipated  target  date  for  implementation. 

Pan/ally  Agree:  The  response  should  clearly  define  that  portion  of  the  finding  or  recommended  action  disagreed  with  as  well  as  the  portion  agreed  to. 

Disagree:  The  response  should  clearly  define  WHY  there  is  disagreement  with  the  finding  or  recommended  action,  and  outline  any  mitigating 
circumstances  or  alternative  course  of  action  to  be  pursued. 


RESPONSE  (succinct  response  to  finding  /  action) 


Management  agrees  that  the  Desktop  Evaluation  form  currently  in  use  is  not  in  full  technical  compliance  with  the  USPAP 
standards  for  a  "Restricted  Use  Appraisal  Report"  and  would  require  modification  to  resolve  the  three  (3)  noted 
inconsistent  statements  within  the  form,  should  Washington  Mutual  choose  to  continue  offering  the  AAAVM  service. 
Management  does  not  agree  that  the  Restricted  Use  Appraisal  Report  is  inadequate  as  it  has  been  used,  or  do  the 
relatively  minor  inconsistencies  within  the  form  indicate  an  ineffective  internal  control  or  quality  assurance  process.  This 
is  clearly  evidenced  by  the  following: 

■       The  staff-prepared  AAAVMs  adequately  support  the  lending  decisions:  The  AAAVM  is  adequate  in  those  limited 
circumstances  where  it  was  relied  upon  for  lending  decisions  because  reports  are  completed  only  by  staff 
appraisers,  staff  appraiser  files  are  the  property  of  Washington  Mutual,  and  are  available  for  review  should  any 
additional  information  be  necessary  to  support  the  tending  decision.  Washington  Mutual  staff  appraisers  have 
completed  AAAVM  training  and  are  subject  to  continuous  evaluation,  training  and  performance  counseling. 
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'      Seff  identification  of  errors:  With  the  exception  of  the  form  inconsistency,  all  deficiencies  noted  by  the  OTS  in  the 
individual  Appraisal  Reports  had  already  been  identified  by  Washington  Mutual's  internal  quality  control  process. 
Additionally,  both  the  Internal  Quality  Assurance  and  OTS  reviews  concluded  that  the  AAAVM  values  were 
within  a  reasonable  range. 

■      Relative  risk  of  the  AAAVM  product.  In  2005,  the  AAAVM  represented  3.2  percent  of  all  completed  appraisal 
service  orders,  and  is  predominately  used  for  transactions  at  or  below  $250,000  (the  "de  minimis").  For  March 
2006,  90  percent  of  the  AAAVM  orders  were  at  or  under  the  de  minimis  level.  Further,  the  appraisal  transition 
history  for  2005  shows  that  approximately  43  percent  of  all  AAAVM  services  required  an  upgrade  to  a  traditional 
appraisal  service  in  order  to  close  the  loan;  therefore  the  AAAVM  product  had  a  limited  impact  on  credit 
decisions  as  a  whole.  Given  the  inefficiency  of  the  product  as  an  alternative  appraisal  service,  its  2006  volume 
has  declined  by  50%  when  compared  to  2005  levels. 

In  the  interest  of  efficiency,  Washington  Mutual  has  decided  to  discontinue  the  use  of  the  AAAVM  Service.  It  is  scheduled 
to  be  discontinued,  first  by  the  Retail  Banking/Consumer  Lending  area  (which  uses  99%  of  the  total  AAAVM  products)  in 
July  2006,  then  by  the  entire  organization  in  October  2006. 


CORRECTIVE  ACTION  (provide  specific  action  steps  planned,  the  assigned  responsible  manager,  and  target  dates  for  each) 


The  use  of  AAAVMs  will  be  discontinued  in  the  Retail  Banking/Consumer  Lending  division  in  July  2006. 

Responsible  Manager  Michelle  White,  Target  Date:  [7/31/06] 

As  of  7/1 7/06,  any  AAAVM  order  to  support  a  lending  decision  for  a  loan  of  $250,000  or  more  will  be  modified  to  an 

order  for  a  2055  (exterior  inspection).  Responsible  Manager:  Michelle  White,  Target  Date:  [  7/17/06] 

The  AAAVM  will  be  discontinued  entirely  in  October,  2006.  Responsible  Manager:  Michelle  White,  Tarqet  Date- 

[10/31/06] 
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Sent:  Monday,  May  22,  2006   11:06:37  PM 
From:        Feltgen,    Cheryl   A. 
To:  Bull,    Sushuma   R. 

Cc: 

Subject:    FW:  Meeting  with  the  OTS  regarding  residential  appraisal  services  at  Washington 
Mutual 


Forgive  me  for  not  copying  you.     Hope  the  meetings  are  going  well  with  the  vendor. 
When,  will  be  ready  to  have  a  definitive  discussion  about  our  internal  org  structure? 


Cheryl 


From:    Feltgen,  Cheryl  A. 

Sent:    Monday,  May  22,  2006  7:35  PM 

To:    Schneider,  David  C;  Cathcart,  Ron 

Cc:    White,  Michelle;  Ludlow,  Diane  L;  Boyle,  Hugh  F.;  Reiiing,  Jennifer;  Domer,  Jake;  Zarro, 

Michael  R.;   Doperalski,  Cathy  L 

Subject:     Meeting  with  the  OTS  regarding  residential  appraisal  services  at  Washington  Mutual 

Michelle  White  and  I  attended  a  meeting  last  week  with  OTS  representatives,  Bruce 
Thorvig  (appraisal  expert)  and  Ben  Franklin.     Bruce  had  specifically  requested  the 
meeting  as  part  of  the  OTS  review  now  in  process  to  get  an  update  on  Project 
Cornerstone.     We  provided  an  update  on  our  current  plan  to  outsource  the  residential 
appraisal  function  to  two  large  national  firms,  First  American  and  LSI.     It  was  a  very 
positive  meeting.     Bruce  had  helpful  and  appropriate  items  for  us  to  consider  as  we  take 
the  next  steps.    He  encouraged  us  to  have  a  contingency  backup.    He  inquired  as  to 
how  we  would  select  the  appraisers  for  a  given  region.     He  emphasized  that  the 
appraisal  review  and  quality  assurance  functions  are  critical.     He  encouraged  us  to 
have  continuous  due  diligence  with  the  vendors  to  be  certain  that  they  are  meeting  our 
service   level  agreements. 

We  promised  to  spend  further  time  with  Bruce  and  others  as  the  details  of  our  plan 
regarding  oversight,  controls  and  service  levels  are  more  precisely  defined.     Bruce's 
concluding  remark  was:  "How  could  I  not  be  supportive  of  your  plans?     Everyone  is 
outsourcing."     There  are  still  many  details  we  appropriately  should  review  with  the  OTS, 
but  I  believe  that  we  have  endorsement  of  our  direction. 

Not  discussed  at. this  specific  meeting,  but  identified  during  the  OTS  review  of  appraisal 
services,  the  OTS  will  likely  issue  a  "criticism"  for  the  new  version  of  the  AAAVM  form 
which  is  not  USPAP  compliant. 

Cheryl 


Ms.  Cheryl  A.  Feltgen 
Senior  Vice  President 
Chief  Risk   Officer,    Home   Loans    Division 
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Residential  Appraisal   Department  Review 
CCVRM:   February  2007 


Introduction 


The    Corporate    Collateral    Valuation    Risk   Management   (CCVRM) 
department   reviewed   the   structure   and   operating    policies, 
standards,   and  guidelines  of  the  Appraisal   Business  Oversight 
(ABO)  department  to  identify  valuation  and  compliance  risks  and 
familiarize   themselves  with   changes  in  operations   progress  on 
updating  policies  and  procedures.     This  initial  review  did  not 
involve  comprehensive  file  reviews  or  a  detailed  analysis  of 
existing  processing  controls.   It  relied  on  the  stated  processes, 
procedures,   and  interviews  with   management  and   observable 
trends  in  appraisal  activity. 

The  areas  of  concern  have  not  been  fully  vetted  with  business 
line  management.  They  will  be  the  focus  of  CCVRM  department 
follow-up  on  the  higher  risk  areas. 


Contents 
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Based  on  this  initial  review,  there  are  XXX  areas  of  concern.     Embedded  within  these  areas  are  observations, 
which  are  offered  to  assist  with  productivity  and  efficiency: 

♦  Changes  in  the  third-party  review  processes  increased  collateral  risk  dramatically  over  the  last  six  months. 

♦  Appraisal  standards  and   processes,   despite  full  outsourcing  of  the  function  remain   undefined. 

♦  Vendor    management    requirements    remain    loosely    defined 

♦  Sales  force  influence  over  the  appraisal  function  is  unreasonable  and  imprudent. 

♦  Appraisal  quality  reporting,  remains  closely  held  information  with  little  in  the  way  of  action  plans  to  improve 
quality  or  monitor  adverse  trends. 

The  primary  function  of  the  Appraisal  Business  Oversight  Department  is  to  provide  oversight  of  all  appraisal 
services    processed    through    WaMu's  Collateral  Management  System   (CMS),   OptisValue,   and   provided   by  two 
national  appraisal   management  companies.      Additional  vendors  are   under  consideration.      Expansion  to  REO, 
Servicing  appraisal  needs  is  a  natural  extension  of  the  process.     This  extension  is  under  discussion. 

The  Appraisal   Business  Oversight  Department  took  over  complete  appraisal  operations  during  the  third  quarter  of 
2006,  when   all   management,   staff,  and   coordination  functions  within  the  Appraisal   Production   Department  were 
outsourced  through  the  Cornerstone  project.      The  department's  mission  started  as  a  'work  in  progress"  with  sales 
focused  forces  challenging  prudent  credit  risk  for  control.     A  large  number  of  the  department's  practices  were  not 
developed  and  tested  in  advance,  but  were  created  on  the  fly  in  response  to  complaints  from  loan  consultants 
and  channel  managers  swelled.     Further,  some  current  department  processes  were  created  or  agreed  to  by  the 
Vendor  Management  team  to  assure  sales  approval,  and  were  not  created  in  the  best  longer  term  interests  of 
WaMu. 

To  the  credit  of  ABO  department  managers,  they  appreciate  this  issue  and  are  working  define  in  actual 
department  processes  in  writing,  and  to  resolve  any  conflicts  between  policies  and  actual  processes.     Some  of 
the  new  processes  were  instituted  by  leaders  outside  of  the  department,  without  a  full  assessment  of  the  risks. 
The  ABO  managers  will  have  to  work  diligently  to  unwind  the  damage  done  and  re-establish  appropriate  controls 
and  processes. 
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ABO  has  three  primary  customers  and  consumers  represent  an  indirect  customer  these  groups  often  have 
competing    interests. 

Sales:  Timely  completion  of  low  cost  appraisal  services  that  facilities  rapid  credit  decisions.  Valuations  should 
be  reasonable  and  reliable.  Illegitimately,  Sales  also  desires:  1)  high  valuations  and  the  delivery  of  values  that 
meet  its  and  the  customers'  expectations,  2)  problematic  property  characteristics  should  be  ignored  to  facilitate 
rapid  credit  decisions,  and  3)  appraiser  selection  to  ensure  they  can  influence  items  1  and  2. 

Underwriting    :      Expects  reasonably  credible  valuations  with   specific  property  characteristics  or  appraisal  content 
effectively   disclosed    to   prevent   underwriting   and   securitization   errors,    and    improving   product   selection. 
Underwriting  at  WaMu,  with  the  exception  of  sub-prime  lending  does  not  review  the  appraisal  for  concerns, 
unless  they  are  triggered  to  do  so.     Effectively  calling  out  these  property  concerns  allows  them  to  be  addressed. 
Legitimately,   underwriters   may  second   guess  the  appraisal   and   require  additional   comparables  or  appraisal 
services  to  resolve  poor  quality  appraisals.     This  can  also  occur  illegitimately,  if  the  underwriter  is  not  qualified  to 
conduct   the    evaluation. 

Credit    Risk:     Sufficient  appraisal  quality  controls  to  assure  an  appropriate  risk  of  repurchase  liability,  loss 
severity,    and   maintenance   of  WaMu's  positive  reputation  in  the  secondary  market  with  its  associated  premium 
pricing. '  Illegitimately,   credit  risk  could   require   excessive   risk  mitigation   controls,   or  neglect  their  responsibility  to 
safeguard   the   bank's  capital  and  shareholder  value.     Credit  risk  must  strike  a  balance  of  control  vs.  efficient  high 
volume   growth. 

Consumers  :     Desire  high  valuations,  but  deserve  reasonably  credible  valuations  with  an  accurate  presentation  of 
their    property's  condition.     This  is  important  to  prevent  equity  stripping,  fraud  activity  and  the  decimating  of 
neighborhood   property  values  by  illegal  flipping  and  the  high  foreclosure  rates  associated  with  targeted  fraud 
activities.     The  appraisal  is  a  check  against  the  reasonableness  of  the  negotiated  sales  price  and  helps  bon-owers 
objectively  evaluate   their  equity  position. 

You  will  also  see  certain  words  highlighted  throughout  this  report  (I.e.  organizational     chart).     Clicking  on 
the  highlighted  word  will  link  you  to  an  additional  supportive  document 

We  have  given  each  issue  a  "rating "  to  identify  the  magnitude  or  risk  involved  in  each  item. 

Level  1  (high  risk)  -  These  issues  are  of  the  utmost  of  concern.    They  involve  additional  risk  to  the  bank  and 
provide   definite   indications   of  compromising    safety   and   soundness. 

Level   2  (medium     risk)  -  These  issues  are  of  moderate  concern,  individually.     They  involve  Internal  policy 
contradictions    and    possible    appraiser   influence   issues. 

Level  3  (low  risk)  -  These  are  minor  exceptions  issues. 

Level  4  (observation)    -  These  are  business  suggestions. 

(See  full  rating  definitions  within  the  appendix  on  page  XX.) 
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Third  Party  Appraisal  Risk  Control  Process 


Current  processes  to  mitigate  the  risk  from  third  party  provided  appraisals  deliver  poor  mitigation  for  the  collateral 
risks   entering  the  loan  application   process. 

Value  cuts  and  rejections  are  weakly  are  clearly  below  historical  trends. 

Contractual  requirements  for  within  state  licensing  of  reviewers  have  been  suppressed  to  meet  business 

Service    Level    Agreements    (SLAs)    demands. 

Number  of  field  reviews  has  fallen  to  extremely  low  levels  to  meet  business  turn  time  demands  and 

reduce  value  cuts  or  rejections,  which  also  impair  origination  rates. 

This  broken  process  may  be  contributing  to  the  increasing  incidence  of  mortgage  fraud  within  the  bank. 

Appraisals  from  brokers  represent  one  of  the  highest  collateral  risks  the  bank  faces  because  the  broker  controls 
the  ordering  process  and  can  use  appraisers  who  only  deliver  the  values  and  appraisal  content  they  need  to 
complete  the  loan  request.     This  circumvents  appraiser  independence  controls  that  are  typically  stronger  for  retail 
lending  production   at  insured  financial  institutions. 

The  Third  Party  Originated  appraisal  review  process  seeks  to  strike. an  efficient  balance  between  the  costly 
alternative  of  100%  desk  or  field  review  on  all  appraisals  vs.  no  review  at  all.    The  bank  is  placed  at  a 
disadvantage  for  obtaining  the  loan  if  it  delays  its  approval  or  cuts  the  value  on  the  appraisal.     The  broker  will 
simply  take  the  application  elsewhere.     The  key  is  an  efficient  process  that  flags  the  appraisals  needing  more 
scrutiny  and  adjusts  their  values  or  rejects  them  out  right,  allowing  the  low  risk  appraisals  to  flow  through  for  an 
automatic  approval.     An  efficient  system  will  monitor  and  minimize  through  a  feedback  loop: 

i      False    positives  where  appraisal  approval  is  slowed  down  unnecessarily  do  to  an  inaccurate  risk 

assessment. 
•       Eaiae    negatives  where  an  appraisal  is  auto  approved,  but  the  overvaluation  risk  is  intolerable. 

Field  reviews  are  used  as  the  final  word  to  confirm  false  positive  and  false  negative  rates.     The  level  of  field 
reviews,  the  percentage  of  value  cuts  and  appraisal  rejections  is  a  mark  of  the  health  and  effectiveness  of  the 
third  party  appraisal  control  practices,  particularly  when  risk  has.  remained  at,  or  risen  slightly  from  historical 
levels. 

The  cost  of  false  positives  is  typically  a  lost  business  opportunity  to  originate  a  loan.     The  cost  of  a  false  negative 

can  be  increased  loan  repurchases  from  investors,  fraud  events,  and  eventually  higher  loss  severity.     The  bank 

can  also  jeopardize  its  reputation  by  becoming  an  unwitting  facilitator  of  mortgage  fraud  and  the  adverse  impacts 

that  practice  can  have  on  neighborhoods,  typically  those  that  are  already  economically  disadvantaged. 

Previously,  false  positive  risk  was  mitigated  with  low  cost  administrative  reviews  performed  typically  by  local  staff 
appraisers'  who  considered  the  risk  report  generated  by  the  screening  process.  This  allowed  the  false  positives  to 
be  manually  approved  quickly  increasing  response  time  (4  hours  on  average).  Those,  which  required  additional 
scrutiny,  were  sent  for  a  more  in-depth  review  by  a  local  appraiser.  Appraisal  Field  Analysts  could  assess  the  risk 
and  needs  based  on  their  local  knowledge  or  phone  calls  to  local  peer  appraisers  to  1)  assign  a  desk  or  field 
review,  2)  reject  the  appraisal  outright,  or  3)  conduct  a  review  themselves  to  correct  deficiencies  depending  upon 
what  was  expedient  and  prudent. 

The  risk  presented  by  the  new  process  can  be  seen  in  the  dramatic  shift  in  value  cuts  and  rejections.     Based  on 
the  emerging  trends  CCVRM  conducted  small-targeted  reviews  of  the  highest  risk  appraisals  to  ensure  the  fraud 
tools  remained  effective  predictors  of  risk  and  assess  the  extent  of  overvaluation  if  any. 

The  charts  on  the  following  page  show  the  trends  in  collateral  risk  mitigation  efforts.     The  degree  of  mitigating 
value  cuts  and   rejections  has  fallen  considerably. 
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For  Long  Beach  the  sub-prime  lending  operation  and  the  highest  risk  wholesale  channel,  the  percent  by  number 
receiving  a  value  cut  or  a  rejection  was  4%  in  December  2006  vs.  25%  in  May  2006  before  the  outsourcing. 


LBMC   Hay  vs   December  2008  Value   Changes 
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For  Wholesale  Prime  the  percentage  by  number  receiving  a  value  cut  or  rejection  decision  was  1%  vs.  17%  for 
the  same  period. 


Whshxale    May    n    December    2006    Value    Changes 
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Targeted  testing  by  CCVRM  on  the  highest  risk  Long  Beach  appraisals  showed  the  ineffectiveness  of  the  out-of- 
state  desk  review  process.    Two  small  samples  were  drawn  to  investigate  the  disturbing  trends:     1)  Eighteen  of 
the  highest  risk  appraisals  approved  in  October  2006  were  subjected  to  field  reviews;  and  2)  37  randomly 
selected  high  risk  appraisals  with  F  Scored  of  11-25  were  reviewed  by  CCVRM  appraisal  staff. 

The  field   review  validation  sample  was 
selected  to  dramatize  the  risk.     It  is  only 
reflective  of  the  risk  in  the  higher  risk 
appraisals.     The  opposing  AMC 
completed  10  of  the  new  field  reviews. 
To  keep  costs  down  CCVRM  staff  local 
to  the  markets  completed  the  other 
eight  and  the  sample  was  concentrated 
on  the  highest  risk  appraisals  from 
known  appraisal  fraud  areas.     Nearly, 
78%  were  scored  highest  risk  by 
CoreLogic,    a  "25";  which  implies  a  47% 
chance  of  a  20%  overvaluation.     This 
risk  level  is  known  prior  to  assigning  the 
appraisal    for    review. 

The   results  are  highlighted   below: 

-  AMC   Desk  Review  process 
approved  or  increased  the  value 
of  the  appraisals  78%  of  the 
time. 

-  Comparatively,     field    reviews    concluded,  "approved  "  for  22%  (false  positives). 

-  None  of  the  desk  reviews  recommended  rejection  and  17%  of  field  reviews  did. 

-  Value  cuts  from  the  field  reviews  ranged  from  12%-50%  with  an  average  decrease  of  25%. 


For  the  37  high-risk    appraisals,  CCVRM  reviewers  concluded  that  78%  of  the  approved   appraisals  were 
unacceptable.     Comparatively,  all  but  1   of  the  37  appraisals  (98%)  was  approved  unchanged  by  the  AMC  based 
review   processes. 

Fraud  rings  seek  the  least  controlled  environments  to  operate  in.    The  lack  of  effective  .  <»nW£  jffljnark  the 
bank  as  an  easier  target  and  escalate  the  fraud  volumesT"  Regulatory  guidance  requires  prudent  assessment  and 
management  of  the' risks'  present"  in  "wholesale  mortgage  operations. 

High-risk  appraisal  approval  orders  coming  through  are  a  relatively  small  portion  of  the  population  to  the 
population  of  orders  coming  through.     Those  scored  7-25   represent  just  slightly  more  than  2%  and  3%    of  requests 
for  wholesale  prime  and  sub-prime  (LB),  respectively.     False  positives  are  less  common  in  the  high-risk  appraisal 
scores    but  do  occur.     Case  in  point  the  22%  approved  above  by  field  reviews,  above.     The  risk  profile  has 
remained  stable  between  the  2-  and  4*  quarter  of  the  year  yet  value  cuts  and  rejections  have  fallen  dramatically. 
This  risk  profile  can  be  viewed  on  page  X  of  the  appendix. 
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Issue  1  Level  1  maintenance  of  an  effective  and  efficient  acpiaisai  review  and  approval  function:    Based  on  the 
lack  of  value  cuts  and  rejections,  the  decline  in  field  reviews  and  the  dramatized  risk  being  allowed  through  the 
system,  a  more  effective  process  needs  to  be  built  that  balances  quick  response  with  prudent  controls. 

Recommendation    :     Many  different  approaches  to  resolving  the  risk  problem  may  exist.    The  ABO  team  needs  to 
develop  a  product  or  process  with  the  vendors  to  ensure  reviews  are  effective  at  identifying  the  risk  and  rejecting 
or  cutting  valuations  as  appropriate.     Success  in  resolving  this  issue  should  be  measured  by  value  cuts  and 
rejections  meeting  or  exceeding  pre-outsourcing  levels.     Analysis  should  include  the  depth  of  cuts  and  the 
correlation  between  appraisal  risk  scores  and  results.     Conclusive  assessment  will  require  periodic  testing  of  the 
rates  for  false  positives  and  false  negatives  and  the  appropriateness  of  review  decisions. 

The  revised  TPO  process  must  address  the  effectiveness  of  reviews  both  desk  and  field.     It  needs  to  ensure 
appraisers  with  local  expertise,  resources  are  engaged  to  review  moderate  or  higher  risk  appraisals,  and  that 
these  reviews  are  effective.     Local  reviews  may  adversely  affect  turn  time  and  business  origination  goals.     To 
mitigate  this  impact  the  strategy  should  involve  either 

1)  Additional  risk  screening  tools  that  leverage  LTV,   FICO,  Broker  rating,  an  evaluation  of  the 
appropriateness  of  comparable  sales   or  subject  sales  history; 

2)  Administrative  style  reviews  from  the  vendors  to  route  appraisals  to  desk  or  field  review  and  pass  along 
areas  of  concern  as  necessary;  Or 

3)  A  combination  of  both  of  these  strategies. 

The  following  are  the  sub-issues  to  the  larger  goal  of  an  effective  review  and  approval  process  for  TPO 
appraisals. 

Issue  2  Level  1    An  effective  risk  screening  and  routing  process  is  needed.    A  replacement  service  for  the 
"administrative      reviews"  was  not  developed  during  the  cornerstone  project.     Therefore,  all  appraisals  hitting  the 
risk  trigger  were  routed  to  desk  technical  reviews.     Out-of-state  appraisers  typically  perform  these  reviews.     Out- 
of-state  appraisers  lack  geographic  competency  and   local  data  sources  to  verify  information   in  the  appraisal. 
Out-of-state  appraisers  defer  heavily  to  the   subject  appraiser's  work  having  limited  tools  or  knowledge  to  question 
the   information. 

Recommendation    :     The  administrative  review  service  should  be  reconsidered  as  a  tool  to  ensure  proper 
ordering  and  routing  of  review  assignments.     At  a  minimum,  transactions  of  moderate  or  high  risk  should  receive 
desk  or  field   reviews  by  competent  appraisers  with  sufficient  resources  to  question,  evaluate,  and  re-appraise  the 
subject  property  as  may  be  necessary. 

Issue  3  Level  1    fjangmphic      Competency:     ABO  suspended  the  requirement  for  appraiser  geographic 
competency  to  ensure  business  expectations  for  turn  time  could  be  met. 

The  table  to  the  right  shows  the  volume  of  out-of-state  appraisers  completing  desk  reviews.     As  the  vendors  add 
staff,  the  percentage  is  declining,  slowly  from  its  high  of  95%. 

The  out-of-state  reviewers  make  extraordinary  assumptions  that  they  can  rely  on  the  work  of  the  subject 
appraiser  and  that  they  do  not  have  the  data  sources  or  local  market  knowledge  to  question  the  appraiser's 
conclusions     This  discredits  the  review.     The  dramatic  rise  in  out-of-state  reviews  coincides  with  the  drop  in  value 
cuts  and  rejections  presented  earlier.  Fees  for  the  reviews  remain  the  standard  desk  review  rates  although  their 
scope  and  effectiveness  is  significantly  reduced.     The  table  that  follows  presents  the  trend  in  out-of-state  reviews 
for  TPO  and   non-TPO  appraisals 

Standard  3  technical  desk  reviews  are  being  submitted  where  the  appraiser  is  not  licensed  in  the  state  in  which 
the  property  is  located.     The  appraisers  do  not  have  geographic  competency  to  produce  these  reviews  (violation 
of  USPAP  ethics  provision)  and  they  are  attempting  to  limit  the  scope  of  the  review  below  that  of  a  standard  3, 
thus  giving  the  bank  a  false  level  of  security. 
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Pre-funding  reviews  of  appraisal  services  trend  In  out-of-state  reviews 


6.000 


Recommendation    :  Regardless 
assigning  reviews  to  local  a^pfrair 
listed  in  the  recommendation  abo 
additional  risk  check  on  all  report 
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II 
Issue  X  Level  9     IEQ  appraisal 

appraisals  redii§9  a  technicaP°Te' 

following  voluii|s  of  appraisals  i 

a 

Need  data  here.— It  appeai%°°sut" 


The  volume  of  reviews  rises  dramatically 
because  It  does  not  Include  admlntstrative 
reviews  used  prior  to  August  2006 


80.0% 

ropriately 

i«b.o%  Strategies 

i  run  an 

fee*  submitting 

date.    I 
e  . 

60.0%      s 

!View    TfO 


I  DESK     REVIEWS 


ApMIB        Mar48        Jun-06         Jul-06        Aug-06        Sep-06         Oct-06        Nov-08        Dec-06 
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02/21/2007-MRS 


Corporate    Collateral    Valuation    Risk    Management 
Washington    Mutual,    Inc.  -    Confidential  Page  8  of  22 


OTSWMEN-0000000281 


Footnote  Exhibits  -  Page  0336 

«t«    Washington  Residential  Appraisal   Department  Review 

HW    Mutual  CCVRM:  February  2007 


Issue  4  Level  2  Appraisal  risk  information  is  not  available  la  the  reviewers.     Currently,  the  appraisal  risk  scores 
and  reports  generated  to  route  the  appraisals  for  review  are  not  passed  to  the  appraisers  evaluating  the  review, 
nor  are  they  used  to  route  the  appraisal  beyond  ordering  a  review.     To  assign  reviews  to  desk  or  field  inspection 
the  vendors  do  not  run  their  own  fraud  or  risk  screens.    The  reviewers  have  no  insight  into  the  risk  already 
identified  by  the  bank. 

The  risk  screen  vendor  has  resisted  training  AMC  staff  in  their  tool  and  the  information  is  not  passed  with  the 
order. 

Recommendation    :     The  risk  screen  information  should  be  shared  with  the  reviewers  and  operational  obstacles 
between  the  vendors  and  the  risk  screen  providers  broken  down.     The  bank  may  be  held  accountable  for  knowing 
of  the  flaws,  yet  facilitating  the  lending  transaction  anyway.     Risk  screen  information  needs  to  be  used  proactively 
to  reduce  risk. 

Issue  5  Level  2  Field  reviews  occur  below  historical  rates  and  do  nfll  reflect  Ihe  risk  in  Ihe  transaction.    Field 
reviews  are  appropriately  reserved  for  the  highest  risk  transactions.     For  the  2">  Quarter  of  2006,  field  reviews 
were  applied  to  xx%    of  the  TPO  generated  appraisals  and  >C<%  of  these  resulted  in  value  cuts  or  appraisal 
rejections.     For  the  ^  quarter,  less  thanxx%    of  TPO  generated  appraisals  receive  field  reviews  and  these  jpcx 
field  reviews  have  cut  values  or  rejected  the  appraisal  x  times  orx%. 

Appraisal  Quality  Assurance,  or  the  ABO  management  team  at  large,  have  not  adequately  addressed  the  lack  of 
credible  results  from  these  reviews.     It  appears  that  sales  demands  to  reduce  value  cuts  and  rejections  and  to 
speed  response  time  have  been  met  at  the  expense  of  appraisal  quality  and  collateral  valuation  risk. 

Issue   6  Level  2  Threshold    review   services   should   he  effective.    While  the  higher  risk  lies  in  the  reviews  of  third 
party  appraisals,  threshold  reviews,  similarly  suffer  from  a  lack  of  meaningful  mitigation  for  the  risk.     High  loan 
amount  appraisals  from  retail  or  banking  channels  are  not  risk  scored,  but  similarly  require  a  meaningful  review 
of  the  appraisal.     The  chart  above  covers  reviews  conducted  for  the  retail  mortgage  lending  channels  for  1"  and 
2""  lien  mortgages. 

Recommendation    :  To  the  extent  possible,  the  revised  review  process  for  third  party  appraisals  should  be 
extended  to  threshold  reviews  to  make  them  more  effective  and  meaningful. 

According  to  XXXXXXX,  Appraisal  Business  Oversight  (ABO)  recognizes  this  risk,     they  have  beefi  working  to 
create  alternatives  for  the  wholesale  process.     The  deficient  process  has  operated  since  September  2008  with  an; 
average  monthly  flow  of  around  25, 000   appraisal  approvals.     CCVRM  has. riot  reviewed .Jheprorw^.     Timing  of 
deployment  or  the  effectiveness  of  the  strategy  is  not  yetted  with  CCVRM.; 

Issue   8  Level  2    /Level   3 —Depends    on    results    RFTs  should  be  subject  12  Compliance  and  IEQ  like  DSk 
assessment  :     Although  a  small  portion  of  the  completed  appraisal  orders  (3-4%);  are  reviews  for  transfer  (RFTs), 
they  represent  appraisals  from  third  parties,  as  well.     They  also  carry  additional  regulatory  requirements  because 
they  are.  appraisals  performed  for  others.     Formal  instructions  to  vendors  on  how  to  address  the  added  RFT 
compliance      considerations  have  not  been  Issued.    RFTs  required  both  a  valuation  risk  assessment  and  a 
compliance    assessment. 
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FIRREA  requirements  for  accepting   appraisals  prepared   for  other  regulated   financial   institutions  and  financial 
services    institution    include: 

1.  the  appraiser  was  directly  engaged  by  the  financial  service  company  or  regulated  financial  institution 

2.  the  appraiser  has  no  direct  or  indirect  interest  in  the  property  or  transaction 

3.  the   existing   appraisal   remains   valid 

4.  the  appraisal  conforms  to  the  institution's  and   regulatory  requirements   and  guidelines 

The  regulatory  commentary  suggests  that  the  engagement  letter  serves  as  evidence  that  the  appraisal  was  not 
ordered  directly.     WaMu  has  traditionally  used  the  listing  of  the  client  in  the  certification  section  of  the  appraisal  to 
validate  direct  ordering.     WaMu  also  relies  upon  the  appraiser  certifications  regarding  their  interest  in  the 
property.     Since  USPAP  will  allow  a  financial  interest  if  the  appraiser  discloses  It,  the  process  for  accepting  a 
transferred  appraisal  should  include  looking  for  a  statement  of  interest  or  no  interest  in  the  appraisal.     These  two 
practices  should  continue  to  be  acceptable,  especially  if  heightened  risk  assessment  processes  are  used. 

For  compliance  purposes  the  bank  should  ensure,  the  RFT  is  not  used  by  the  sales  force  to  directly  order  an 
appraisal. 

The  following  are  the  testing  results  based  on  a  random  300  Appraisal  sample  of  completed  December  2006  RFT 
services: 


Percent  with  in  FIRREA >  compliance JCX% 

Ineligible     appraisers 

Evidence  of  Direct   ordering 

Percent  with  no  compliance  concerns: 

Comparatively  the  RFT  risk  profile  from  HistoryPro  and  History  Pro  Review  is  presented  beJo^^tg:»JfrJfflt_:o| 
Wholesale  Prime  and  Sub-prime  appraisals,  [remove  if  not  available,  by  tirnejj^bjtehir^.i 

'•■-- "  Sub*; 

RFts         Prime  prime 


%  Very  high  risk  11-25 

%  RlghRisk  7-10 

%"  Moderately  High  Risk  2-6 

%  No  hit . 

Subtotal   Pecent. 

Extrapolated    Average    Monthly    volume 

Clearly  the  RFTs  represent  less  risk  than  the  direct  wholesale  prime  or  sub-prime  populations,  however  the  risk 
exists  and  a  rational  process  to  address  it  should  be  adapted  along  side  revisions  to  the  existing  TPO  review 
process     If  an  administrative  review  service  is  offered  or  even  just  a  hierarchy  of  local  desk  and  field  reviews,  it 
can  increase  the  response  to  loan  consultants  and  make  their  sales  efforts  more  effective  on  good  quality 
applications. 

Recommendation    :    The  same  risk  tools  used  for  broker  provided  appraisal  should  be  applied  to  RFTs.    At  a 
minimum    instructions  to  AMCs  and  their  reviewers  should   include  the   FIRREA  requirements   in  specific  common 
language'  instructions.     Periodic  testing  for  direct  ordering  concerns  will  need  to  follow  this  minimum  requirement. 

1      ensure  Washington  Mutual  is  not  listed  as  the  client, 

2.  ensure  that  there  is  no  disclosure  of  a  financial  interest  direct  or  indirect  in  the  subject  property  by  the 

appraiser,  .         . 

3.  ensure  that  the  appraisal  under  review  is  no  older  than  policy  allows  (provide  actual  days  per  channel 

credit  policy). 

4.  Confirm  the  appraisal  is  not  completed  by  an  appraiser  on  the  ineligible  appraiser  list.  (If  more  than  2-4 

are  found  in  sample) 
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Periodic  targeted  testing  to  ensure  the  RFT  was  not  directly  ordered  by  sales  or  fulfillment  personnel  should  be 
conducted.     Timing  of  the  reviews  should  be  driven  by  the  risk  identified  at  the  last  testing  and  the  abnormal  rise 
in  RFT  use  by  individual  loan  consultants.     The  compliance  or  FIRREA  review  requirements  do  not  need  to  be 
completed   by   a   credentialed    appraiser. 

Lastly,  RFTs  should  be  considered  in  the  TPO  review  process  and  existing  tools  leveraged  to  increase  the  speed 
to  approval  and  the  effectiveness  of  reviews. 


Appraisal  standards,  guidelines,  and  processes 


Issue  8  Level  2     The  residential  appraisal  manuals  and  policies  have  not  been  updated  for  the  change  in 
appraisal  operations.     With  the  transition  from  a  staffed  appraisal  production  department  to  a  completely 
outsourced   operation,   the   February  2006  Residential  Appraisal   Manual,   located   on  the  Residential     Appraisal 
SharePoint  ,  is  outdated.  Therefore,  currently,  there  is  not  a  single  document  defining  the  roles  and 
responsibilities  of  ABO  and  the  AMCs.  Any  procedural  changes  made  today  are  distributed  as    "operational     . 
guidelines  "  and  go  through  the  same  approval  process  as  the  CUG  and  HLPAs.    According  to  Jill  Petersen,  a  new 
procedures  manual  is  in  draft  form.  Effort  on  this  revision  is  stalled  with  the  anticipated  revised  corporate  policies, 
standards    and   governance    process. 

Recommendation    :  Establish  new  Business  Unit     Standards  &  Guidelines  to  document  new  processes  and 
requirements.     These  will  facilitate  discussions  and  development  of  the  corporate  level  policies,  standards,  and 
metrics  to  be  used  to  measure  business  line  adherence  to  the  new  policy.     It  will  provide  a  structure  to  help  the 
ABO  team  resist  the  pressures  from  the  business  lines  to  curb  quality  standards  in  favor  of  short  term  loan 
origination     gains. 

The  Business  Unit  Guidelines  should  include: 


Appraisal    ordering    process 

Process  for  the  selection  of  Appraisal  Management  Companies  and/or  individual  appraisers 
Validation   process  for  selecting   new  vendors,   due  diligence   procedures 
Appraiser   Trainees    appropriate    use 

How  geographic  competency  is  assured   beyond   state  licensing 

Guidelines  regarding  the  service  level  types  ordered  and  changes  permitted  after  the  service  has  been 
placed  with  a  vendor 
Process  for  using  a  prior  service 

Statements  as  to  how  appraisal  fees  are  handled  and  monitored 
Guidelines   regarding   the   process  for  value  arbitrations  (ROVs) 

Guidelines   for   reviewing   appraisal   services   not  ordered  by   WAMU    (RFTs,    Wholesale) 
Guidelines   for  evaluating   Vendor  performance  for  Service,   Quality,   and   Process   adherence 
Guidelines   for   appraisal    quality    assessment    (acceptable/unacceptable    definitions    and    examples,    sub- 
criteria  for  evaluating  the  appraisal 
Audit  process  of  the  following  vendor  management  functions 

Appraiser      Independence 

Fee    changes 

Service    type   changes 

Appraisal    product    quality 

Multiple    Appraisal    Service   orders 

Appraiser    competency    (geographic,'  complexity,    market    value) 


Page  X  of  the  Appendix  contains  more  detailed  recommendations  for  these  areas 
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Vendor  Expectations  and   Monitoring 


A  strong  vendor  oversight  process  requires  clearly  defined  expectations,  monitoring  of  those  expectations  and 
negative  consequences  for  not  meeting   expectations   and   as  appropriate   positive  consequences  for  exceeding 
expectations.     ABO  was  placed  at  the  mercy  of  its  two  vendors  at  the  start  of  the  outsourcing  with  limited 
leverage  to  establish  strong,  objective  criteria.     ABO  was  further  embattled  internally  by  vendor  relations  and 
strategic  sourcing  which  failed  to  respect  their  credit  risk  authority  or  expertise  in  the  field.     ABO  is  recovering 
from  the  assaults  on  its  authority,  and  Inappropriate  demands  of  sales.     Recognizing  the  difficult  position  the  new 
department  was  immediately  thrust.     The  following  issues  should  be  addressed  to  regain  its  authority  and  protect 
the  banks  asset  quality. 

Issue  9  Level  1       Vendor  quality  and  procedure  expectations  are  not  clearly  defined  after  nearly  6  months  of 
outsourcing,  this  is  in  spite  of  a  search  for  a  third  or  replacement  vendor,  currently  underway. 

Examples   of   minimal   expectations   include   the   following: 

Quality     guidelines 

Reasonable  range  of  valuation  cuts  and  rejections  over  all  and  by  channel  and  risk  level 

Reasonable  range  of  appraisals  submitted  in  a  non-IA  ready  format. 

Expected    level   of   unacceptable   appraisals,   3% 

Expected   level   of   individual   appraisal   characteristics   that   are   unacceptable,   for  example: 

■  inadequate  subject  sales  price,  sales  history,  or  reconciliation,  should  not  exceed  5-10%  or 

■  inadequate  comparable  selection  or  reconcilement  with  the  appraised  value  should  not  exceed   10- 
20% 

Tolerance   level   for  appraisers  without  geographic  competency  for  the   appraisals  they  complete  (FNC 

monitoring  tools  needed  to  establish  or  at  a  minimum  a  list  of  appraisers  and  their  geographic  areas  of 

coverage   from   the   vendors.) 

Tolerance  for  manufactured  homes  processed  as  site  built  or  modular  homes 

Tolerance  for  failure  to  identify  and   message  ineligible  collateral  types 

Tolerance  for  appraisals  using  trainees  and  to  what  extent  they  may  be  used. 

Procedure      expectations 

All  appraisals  should  be  locked  from  editing  between  appraiser  and  AMC  as  well  as  from  AMC  to  WaMu. 

Ineligible  appraisers  should  be  blocked  from  providing  work,  tolerable  error  rate  0.25% 

No  inappropriate  messages  should  be  passed  to  appraisers. 

Use  of  trainees  to  complete  specified  portions  of  the  appraisal  should  be  clearly  documented 

Expected  deviations  from  contracted  fees   1-3%  over  all  orders  per  month. 

Expected    appraisal    upgrades. 

Tolerable  volume  of  duplicate  appraisal  orders  for  the  same  loan  number  and  property  address 

Tolerable  volume  for  assigning  appraisers  specifically  requested  by  WaMu  sales  or  fulfillment  team  to  the  0% 

Provision  of  appraisals  in  non-AI  ready  format  2-3% 

Appropriate  upgrading  of  reviews  to  higher  levels  based  on  risk  and  complexities  of  the  property 

Other  guidelines   specifically  associated  with   the   revised   processes,   message   log   maintenance,   adherence  to 
escalation  procedures  or  any  other  features  that  ABO  needs  to  ensure  the  vendor  follows 

This  high  level  monitoring  of  vendor  performance  is  required  under  Thrift   Bulletin   82a.    How  the  monitoring  is  to 
be  conducted  is  not  specified,  it  should  be  effective. 

Recommendation    :     Develop  an  effective  vendor  monitoring  and  management  process  that  balances  production, 
quality   and    processes. 
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Issue   1X  Level  1     Assigning  work  1q  vendors  needs  la  consider  SLA  performance,  Quality,  and  Process 
compliance,    not    merely    SLA    performance.     Assigning  work  to  vendors  has  been  based  upon  that  vendor's  SLA 
performance  or  turn  time,  complaints  from  the  loan  originators  and   requests  for  special  arrangements  have 
influenced  which  vendors  are  engaged  and  to  whom  they  assign  work.     Quality  has  not  been  a  ranking  factor  for 
vendors. 

Recommendation    :     The  process  needs  to  be  balanced  with  SLA,  quality  and  meeting  procedural  expectations. 
It  also  needs  to  be  objective,  so  it  can  have  the  best  motivational  and  control  power.    A  matrix  approach  may 
provide  a  good  1-2  page  scorecard  that  can  clearly  show  how  the  vendor  is  performing.     Formal  processes  for 
considering  and  effecting  corrective  action  for  substandard  behavior  need  to  be  established.     Under  the  old  staff 
and  fee  panel  based  system  the  appraisal  department  was  criticized  for  measuring  and  tracking  SLA 
performance,   but  failing  to  provide  measures  of  quality.     Reports  concerning  fee  changes,  appraisal  quality  and 
were  under  development  prior  to  the  outsourcing. 

Issue   1X  Level  1  Efifi    Exception    Qontials.  OptisValue   automatically   prompts   payment  for   a   specific 
transaction  as  soon  as  the  order  has  been  completed.  The  payment  system  is  automated.     Work  is  delivered 
and  queued  for  payment.     Fees  are  set  based  on  tables  within  OptisValue  and  these  are  based  on  the 
negotiated  rates.     However,  since  the  outsourcing  the  vendors  have  been  given  the  ability  to  raise  their  own 
fees  on  a  transactional  level. 

The  appraisal  management  companies  are  free  to  increase  their  fees  for  appraisals  without  any  Bank  staff 
approval.  The  vendor  is  required  to  place  a  message  in  the  message  log  to  inform  the  lending  office/processing 
of  the  change  in  fee  and  reason.    This  provides  an  opportunity  to  stop  the  fee  increase  at  the  discretion  of 
lending.     It  also  provides  notice  to  correct  the  good  faith  estimate  GFE  and  prep  borrower  expectations. 
Invoices  are  reconciled  by  a  group  under  Jill  Peterson,  the  appraiser  profile  team  (Teri  Jackson).     Legitimate 
reasons  for  fee  increases  include: 

Hard  to   reach   property; 
Complex     properties; 
Nonstandard    addenda   required. 

Non-standard  addenda  are  such  items  as  a  rent  schedule,  or  property  operating  income  statement.     These  are 
required  for  certain  loan  programs. 

The   message  log/e-mail  systems  require  expensive  manual  review  to  extract  the  reasons  for  the  adjustments. 
No  process  is  established  to  extract  this  information. 

The  vendors  are  not  subject  to  set  limits  on  fee  exceptions,  accptable  ranges  or  expected  results.     Fee 
variance  and  monitoring  reports  are  developed  on  an  adhoc  basis.     There  is  no  efficient  data  collection  around 
the  reasons  for  fee  increases,   if  adverse  trends  with  minority  groups  are  economically  disadvantaged  areas 
emerged,  the  investigation  of  the  reasons  we  would  be  highly  mannual.     No  validation  of  the  appropriateness  of 
th  increase  or  the  reason  for  it  has  been,  noted. 

Recommendation    :     In  the  short  term  fee  variance  reports  should  be  generated  by  property  type,  adenda 
requirements,  value  ranges,  location  (state,  county,  city  or  zip  code)  to  gain  a  sense  of  expected  results  and  set 
expectations  for  the  vendors.  Other  legitimate  reasons  for  exceptions  may  exist  and  the  list  should  be  expanded 
to  capture  all  scenarios. 

Longer  term,  reasons  for  fee  changes  need  to  be  coded  within  OptisValue  to  facilitate  1)  post  completion  and 
payment  analsys  and  2)  automated  exception  processing  and  approval  by  ABO  staff  for  fees  outside  of  the 
normal  or  expected  ranges.     ABO  current  staffing  may  not  facilitate  100%  review  of  fees  changes  during 
processing  and  still  meet  the  high  service  levels  expected  for  the  allow  prompt  completion  of  appraisal 
services.     If  this  is  the  case,  post  completion  analysis  must  be  more  robust  to  compensate  for  the  weaker  front- 
end  controls. 
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To  the  degree  the  appraisal  service  fee  was  charged  to  the  borrower  at  closing  and  reimbursed  to  WaMu,  any 
credits  or  fees  from  the  vendor  to  compensate  for  errors  need  to  be  paid  to  the  borrower.     Establishing  a 
process  to  ensure  these  payments  are  prompt  and  accurate  is  critical  to  maintaining  RESPA  compliance. 

ABO  plans  to  include  fee  audits  in  the  Appraisal  Quality  assessment.     Given  the  limited  volume  transactions 
reviewed  for  quality  assessment,  this  control  is  an  Ineffective  alternative  to  more  robust  post  completion 
monitoring.     Targeted  testing  of  a  sample  of  transactions  with  fee  changes  may  provide  a  more  meaningful 
result  and  be  consistent  with  the  weaker  front  end  controls. 

Issue    1X  Level   2    Secure    Submission    oj   Appraisers'  Work:  When  an  appraisal  report  is  submitted  into 
OptisValue,  it  is  currently  running  automated  critical  checks  (i.e.  a  search  for  missing  fields  on  the  appraisal; 
incorrect  form  type  submitted)  and  risk  checks  (business  defined  rules  increasing  the  risk  of  the  transaction). 
These  checks  are  based  on  the  ability  to  accurately  capture  the  data  from  the  submitted  appraisal.     Both 
Appraisal   Management  Companies   are  currently  submitting   their  appraisal   reports  in   multiple  formats   (i.e.  Al 
ready  vs.  .pdf).  This  does  have  an  adverse  affect  on  the  integrity  of  the  data  captured,  therefore  increasing  the 
risk  to  the  Bank,  as  pdfs  go  through  our  OCR  (optical  character  recognition)  process,  which  is  not  only  an  added 
expense  for  WaMu;  however  is  not  as  accurate  or  complete  as  it  is  a  manual    extraction  of  data  with  limited  fields 
extracted. 

Appraisals  sent  into  OptisValue  from  the  AMC  are  in  a  locked  format  and  cannot  be  altered;  however 
currently  not  all  appraisals  sent  to  the  AMC  by  the  individual  appraiser  are  in  a  secured  format.  According  to 
Jill  Petersen,  ABO  has  already  identified  some  appraisals  that  appear  to  have  been  altered  by  the  AMC 
rather  than  the  signing  appraiser.      Appraisal  industry  blogs  and  watch  groups  have  also  identified  the 
practice. 

AMCs  are  submitting  their  reports  in  multiple  formats,  which  results  in  a  loss  of  data  integrity  and  increasing 
costs. 

Recommendation    :       Require  AMCs  to  submit  their  appraisal  reports  in  Al  format  or  in  another  electronic  data 
stream  that  could  capture  and  analyze  all  data  submitted.  If  appraisals  are  provided  in  non  Al  format  the 
vendor  should  be  required  to  update  the  missing  data  with  an  electronic  update  to  OptisValue  at  their  expense. 
Vendors  should  be  given  a  tolerance  for  this  behavior  and  compliance  within  that  tolerance  monitored. 

Issue   1X  Level  4       AMC  indemnification  was  a  cornerstone  of  the  outsourcing  project.     A  process  for  collecting 
reimbursements  for  poor  quality  appraisals  in  loans  that  are  repurchased  and  resold,  processed  through 
foreclosure  and  REO  loss  has  not  been  developed. 

Recommendation    :     A  method  for  acquiring  these  indemnifications  should  be  developed. 
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Excessive  Sales  Force  Influence  Over  Appraisal  Production 


.The  prohibitions  regarding  undue  pressure  on  appraisers  and  the  appraisal  management  company  need  to  be 
reiterated  through  the  process  to  the  vendors  and  the  sales  force,  with  violations  of  independence  recorded, 
tracked  and  corrected  through  the  managers  overseeing  those  employees.     Support  from  senior  channel 
management,  the  Chief  Risk  Officer,  and  AMC  management  is  needed  to  communicate  a  consistent  and 
compliant   message.      Vendor  management   and   strategic   sourcing    recommendations   should   receive   review  and 
approved   by  the  Appraisal  Business  Oversight  manager  or  her  designee. 

These  forces  have  placed  pressure  on  the  ABO  staff  and  they  need  organizational  support  to  send  a  message  of 
appropriate   behavior  and   practices. 

Issue   1X  Level  1    Value  shQBpJng  and  duplicate  order  processing:     Previously,  when  a  duplicate  order  was 
placed  in  OptisValue,  the  order  was  halted  in  an  exception  queue  that  was  manually  researched  by  the  appraisal 
staff  coordination  team,  resulting  in  either  a  manual  cancellation  of  the  order  or  a  manual  push  to  process  the 
order.     This  control  minimized  the  practice  of  placing  multiple  orders  in  attempts  to  gain  higher  values.     There  are 
legitimate  reasons  for  duplicate  orders  to  be  placed  however,  the  control  to  objectively  distinguish  theses  was 
eliminated  and  control  over  duplicate  ordering  was  granted  to  lenders  and  loan  processing  personnel. 

The  ordering  process  now  consists  of  OptisValue  running  an  "existing     appraisal"  search  for  all  new  orders  by  both 
property  address  and  loan  number.     If  the  system  finds  any  current  appraisal  service  previously  completed,  the 
originator/processor  is  prompted  with  a  pop  up  message  indicating  a  duplicate  order  was  found  including  all 
pertinent   information   (service   type,   effective  date,   value,   previous   CVR,   etc.)  After  reviewing  the   previous 
service,  the  originator  receives  three  options  that  they  must  choose  from: 


"Accept    Existing    Order" 


"Cancel   New  Order"         "Submit  New  Order" 


If  "submit  new  order"  is  chosen,  the  order  is  processed  and  is  automatically  assigned  to  the  original  AMC,  if 
applicable.    Each  AMC  does  run  a  duplicate  screening  on  their  end  and  if  they  have  concerns  as  to  why  a  new 
order  was  placed;  it  is  the  AMCs  responsibility  to  contact  Lending  with  questions.     No  monitoring  or  performance 
indicators  are  established  to  assess  the  vendor's  effective  management  of  the  process,  they  are  fee  to  process 
duplicate   orders   and   receive   duplicate   payment. 

The  appraisal  order  will  proceed  through  an  automated  path  without  intervention  from  ABO.     ABO  does  not  police 
this  process  during  production.     Effectively,  this  allows  for  an  unlimited  number  of  new  orders  to  attain  a  desired 
value. 

According  to  Jill  Petersen,  it  appears  the  number  of  multiple  services  being  placed  is  significantly  rising.     The 
Risk  Analytics  Manager  is  currently  running  reporting  to  check  the  number  and  type  of  multiple  services  that  are 
ordered,   along  with   the  outcome. 

Recommendation    :     The  revised  controls  are  considerably  weaker  since  they  can  be  abused  by  the  sales  force. 
Robust  monitoring  is  needed  to  identify  value  shopping  behavior  and  minimize  over  valuation  risk,   particularly  In 
a  declining   value   environment. 

1.  Assuming  staffing  to  prevent  duplicate  ordering  is  not  available  through  the  bank,  the  vendor's  behavior 
must  be  monitored  and  evaluated  to  ensure  they  overcome  their  natural  incentives  to  process  duplicate 
orders.  Vendor  guidelines  on  this  issue  need  to  be  established,  performance  needs  to  be  monitored,  and 
performance   outside   of  tolerance   should   incur  penalties. 

2.  The  full  control  of  ordering  now  provided  to  the  lenders  and  loan  processing  personnel  should  be 
curtailed  with  improved  business  rules  to  disallow  certain  transactions  that  may  be  indicative  of  value 
shopping  and  force  ABO  approval.     Examples  of  orders  that  raise  the  most  concern  include: 

Ordering  of  an  equal  service  value,  for  example  a  second  2055  exterior  or  second  1004w/cost 
interior  appraisal.     If  both  are  completed  two  competing  CVRs  will  be  issued  and  there  are  no 
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controls  to  ensure  the  highest  quality  appraisal  is  used.     Processors  and  loan  consultants  can  use 
their  discretion  regarding  which  should  be  used,  selecting  the  highest  value  or  the  CVR  with  less 
conditions    requiring    underwriter    review. 

ROV  requests  on  exterior  only  appraisals  should  normally  be  rejected  and  an  order  for  a  higher  level 
appraisal  service  placed.     These  decisions  should  be  automated  or  default  to  the  ABO  Vendor 
Relationship      Managers. 

More  than  1  completed  ROV  service.     Although  not  established  in  policy,  the  ABO  team  would  like  to 
limit  ROV  services  to  1.     Therefore  approval  to  proceed  would  be  a  prudent  control. 

RFTs  ordered  after  another  type  of  appraisal  service  was  completed.  It  is  suspicious  that  the 
appraisal  done  by  another  lender  would  materialize  after  an  internally  derived  service  failed  to  meet 
the  value  expectation. 

These  orders  should  trigger  closer  scrutiny  and  require  ABO  approval  to  proceed.     The  person  placing 
the  order  should  be  informed  that  the  order  has  exceeded  one  of  these  limits  and  requires  ABO  approval. 
It  should  fall  to  a  queue  that  is  monitored  and  manually  cancelled  or  pushed  to  the  vendors  as 
appropriate. 

Monitoring  of  multiple  orders  is  challenged  by  weak  controls  over  the  loan  numbers  provided   manually  through 
OptisValue  please  see  related  data  stewardship  concerns. 

Issue  1x  Level  2  /Level  3  Missed  sales  price  L  value  cut  revisions  during  processing  at  toe  vendors  is  not 
efficiently      monitored.    When  a  value  comes  in  below  sales  price  or  a  review  cuts  the  appraised  value  of  the 
subject  property  it  is  reviewed  by  the  vendor  business  managers.     The  VBM  will  review  the  report  with  the 
appraiser  and  either  the  appraiser  or  the  VBM  will  amend  the  value  if  appropriate.     These  activities  can  occur 
prior  to  submission  of  the  final  work  product  in  OptisValue.     The  vendors  may  have  tracking  of  these  interations, 
but  aside  from  notifying  the  loan  consultant  of  an  issue  no  record  of  the  discussion  is  created. 

As  this  process  has  developed,  it  is  common  to  see  within  OptisValue  two  identical  services  completed  by  the 
same  appraiser,  one  at  the  original  value  and  one  at  a  revised  value.    This  contributes  to  the  escalation  of 
multiple  services.  The  vendor  business  managers  turn  to  the  appraiser  first  for  corrections,  but  are  licensed 
appraisers  who  will  issue  a  technical  review  to  conclude  at  the  purchase  price  if  the  value  can  be  reasonably 
supported. 

The  E-flash  outlining  this  process  was  Issued  by  Rich  Perry,  Mgr-Channel  Strategic  Support  -  Retail  Production 
on  October  20,  2006     In  addition,  Sushuma  Bull  further  clarified  that  the  vendor  hired  business  managers  would 
also  attempt  to  resolve  value  reductions  in  a  similar  manner  in  her  October  20,  2006  announcement  of  the 
vendors   business   managers   and   ABO  Vendor   Relationship   Managers.  ^oJ^e^V^i3^!^J^J^!^^ 

Appraisers  are  provided  the  sales  contract  and  price  negotiated  between  the  two  parties.     Since,  normally  this 
contract  is  negotiated  between  a  willing  buyer  and  seller  and  are  normally  arms  length  transactions,  without 
contrary  evidence  and  contradictory  comparable  properties,  it  would  be  uncommon  for  the  concluded  appraised 
value  to  be  less  than  the  sales  contract  price.     It  can  occur  and  appraisers  must  feel  comfortable  turning  in 
objective,    substantiated    opinions. 

Recommendation    :     To  assess  the  appropriateness  of  the  process  and  prevent  excessive  abuse  of  appraisers 
monitoring  of  results  is  necessary.     Training  on  appropriate  behavior  and  discussions  by  the  VBMs  and  ABO 
VRMs  need  to  be  instituted  to  prevent  undue  influence  upon  appraisers.     Concerns  are  mitigated  by  the  high 
caliber  of  the  ABO  VRM  appraisers  and  several  of  the  VBMs  are  former  WaMu  staff  appraisers  who  were  well 
versed  in  appropriate  and  Inappropriate  behavior.     That  said  training  and  monitoring  remain  important  to  protect 
WaMu  's  reputation  and  the  reliability  of  appraisal  reviews.     As  Fair  Lending  seeks  to  develop  a  risk  assessment 
for  appraisal,   monitoring   of  these   interactions  will   become   increasingly   important. 
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issue  1x  Level  2  /Level  3  Sales  personnel  are  encouraged  to  contact  the  vendors  iq  arrange  a  reassignment  fit 
the  appraisal  is  another  appraiser.     Several  HLPA's  issued  at  the  start  of  the  outsourcing  process  recommended 
that  vendors  be  contacted  directly  concerning  an  appraiser  reassignment.     The  reassignment  was  left  to  the 
vendors  discretion.     These   HLPA's  were   06-197,  '0&249. 

Recommendation    :     Appraiser  selection  by  sales  personnel  is  forbidden  under  regulatory  guidance.     There  are 
few  scenarios  where  re-assignment  is  appropriate  from  sales  personnel.     1)  a  reconsideration  of  value  to  isolate 
the  initial  appraiser  from  perceived  pressure,  2)  Appraiser  /  borrower  relationships  that  would  appear  improper  or 
invite  unprofessional  conflicts.     Each  case  should  be  rare  handling  these  events  through  WaMu  appraisal 
business  oversight  would  be  ideal.     However,  if  ABO  staffing  will  not  support  this  function  vendors  must  be 
trained  in  the  appropriate  scenarios  and  courses  of  action  to  address  these  requests  and  provided  a  means  to 
track  them  and  report  them  back  to  ABO  for  corrective  action  with  the  WaMu  lending  personnel.     The  HLPA 
should   be  corrected  with   a  broader  communication  concerning  appropriate  and   inappropriate   requests  to  AMCs 
and  the   appraisers. 

Issue    1X  Level  3  Special   instructions   passsd  tQ  appraisers.:     During  the  appraisal  order  process,  lending 
personnel  can  provide  free  form  text  comments  regarding  how  the  appraisal  should  be  processed,  special  contact 
information    or  special  loan  program  requirements  for  the  appraisal.     This  information  is  passed  to  the  vendors 
and  may  be  passed  on  to  the  appraisers.    LSI  has  represented  that  it  does  not  pass  the  comments  along  if  they 
are  prohibited  by  regulatory  guidance.     EAppraiselT  has  not  offered  such  screening  services.     Histoncally, 
appraiser  pressure  has  been  high  through  this  method  of  communication,  requests  for  a  specific  value,  requests 
for  a  specific  appraiser,  or  now  a  specific  vendor.     With  the  addition  of  pre-structured  comments  for  the  most 
common  legitimate  messages  the  use  of  the  field  and  the  abuse  of  the  field  have  both  fallen.     Pressunng 
comments  are  now  less  than  1%. 

The  vendors  also  represent  that  requested  appraisers  are   not  considered  when  assigning  the  appraisal. 

In  depth  monthly/Quarterly  reviews  would  not  be  necessary  if  the  vendors  agreed  to  block  inappropriate 
messages  as  originally  planned  in  the  outsourcing  project.       Then  all  that  would  be  required  is  monitonng  of  the 
vendors  and   ensuring  they  properly  screened  the  comments. 

Recommendation    :     Require  all  vendors  to  monitor  and  block  inappropriate  information  from  the  special 
instructions  field  or  any  other  free  form  text  that  may  be  passed  to  the  vendors  through  the  order  system. 
Conduct  at  least  semi  annual  targeted  testing  to  verify  the  vendor's  representations.     To  the  degree  that 
prohibited  information  can  be  sent  to  the  vendor  and  used,  such  as  a  request  for  a  specific  appraiser,  semi- 
annual targeted  testing  should  include  verification  that  such  a  request  disqualified  the  use  of  that  appraiser  and 
this  fact  was  communicated  back  to  the  lender  overstepping  the  bounds. 
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Appraisal   Quality   Reporting 


Currently   the  QA  process  has  not  changed  from  the  way  it  was  managed  prior  to  the  outsourcing.     Per  Jill 
Petersen'  the  QA  process  will  be  moved  under  the  management  of  Pam  Jamigan  and  the  procedures,  roles  and 
responsibilities  will  be  defined  by  2-  quarter  2007.     The  team  is  conducting  baseline  reviews  on  a  limited  volume 
of  appraisals  and  is  developing  base  line  samples  for  wholesale,  retail,  and  technical  reviews.     Expansion  of  their 
review  role  to  cover  some  process  expectations  such  as  fee  exceptions,  special  instructions,  and  appraisal 
processing   have  been   under  development. 

The  QA  process  prior  to  outsourcing  lacked  effective  reporting  and  tracking  of  results,  baseline  sampling  and 
trends    performance  metrics,  and  accountability  for  results.     It  was  plagued  with  adhoc  requests  and  diversions 
which  prevented  it  from  providing  a  clear  and  trendable  report  on  appraisal  quality.       In  the  intenm,  the  QA  team 
continues  to  audit  for  appraisal  quality  only.       The  outsourcing  function  has  only  increased  the  importance  of 
quality  assurance  monitoring  and  reporting.     QA  results  and  monitoring  is  critical  to  meeting  outsourcing 
requirements     under  Thrift   Bbulletin   82a. 

It  is  clearly  a  department  in  transition  and  these  recommendations  are  intended  to  guide  its  development. 

-  Appraisal  quality  assurance  reviews  exceptions  with  the  vendors,   but  action  plans  are  not 
published  or  available  to  show  proactive  identification  and  remediation  of  risk. 

-  A  formal  sampling  plan  has  not  been  developed  that  covers  the  most  significant  risk  areas. 
Sampling  and  testing  continue  based  on  low  volumes  of  appraisals  and  evidence  of 
comprehensive   coverage   has   not   been   provided. 

-  No  quality  reports  have  been  issued  to  corporate  credit  and  vendor  efforts  to  improve  quality  are 
not    tracked. 

-  Vendor  expectations  and  ranking  have  not  been  established  based  on  appraisal  quality  results. 

-  Additions  to  the  ineligible  appraiser  list  have  slowed  as  the  appraisal  quality  assurance  team  has 
been   re-building   its   processes. 

-  Appraisal  quality  definitions   for  acceptable   and   unacceptable   appraisals   and   review  criteria 
should  be  formally  approved  by  Corporate  Credit  Risk.     This  is  similar  to  how  Corporate  Credit 
Review  provides  minimum  standards  to  the  Commercial     Chief  Risk  Officer  and  the  Commercial 
Business    Line. 

-  These  criteria!  also  are  not  alligned  with  the  activities  of  the  loan  review  functions  in  the  bank  an 
effort  to  align  these  criteria 

The  pre-outsourcing  definitions  are  attached  in  the  appendix  for  reference  on  page  x 

Issue   1X  Level  1     Currently,  QA  procedures  specifically  relating  to  the  new  business  model  and  working  with 
Appraisal   Management  companies   have   not  yet   been  defined. 

Recommendation:      A  Quality  Control  Plan  needs  to  be  developed,  along  with  specific  audit/review  procedures, 
which  would  include  the  plan  for  onsite  audits  of  the  vendors. 

Level  2       Quality  Assurance  reports  through  Jill  Petersen,  who  has  4  relationship  managers  also  reporting  to  her. 
While  the  volume  of  transactions  these  relationship  managers  sheppard  through  to  completion  should  be  low, 
they  are  the  escalated  transactions,   presumably  containing  the  highest  collateral  risk.      Relationship  managers  are 
empowered  to  change  values  and  complete  appraisal  services  as  needed.     The  quality  assurance  team  reports  to 
Jim  Dillon  and  Pam  Jarnigan  and  would  have  occasion  to  report  on  the  adequacy  of  the  relationship  manager's 

work. 
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In  addition,  the  ABO  team  is  significantly  vested  in  maintaining  sufficient  vendor  capacity  to  meet  business  SLA 

requirements.    This  focus  can  create  bias  to  create  or  enforce  quality  standards.  It  places  the  entire  ABO  team  in 

a  conflict  of  interest,  one  that  can  be  overcome  with  established  vendor  quality  and  performance  expectations 
and  monitoring  of  these  metrics. 

Recommendation:      ABO  and  the  Chief  Risk  Officer  should  review  its  reporting  structure  and  look  to  align  the 
appraisal  review  expertise  with  other  review  function  units  giving  them  a  degree  of  separation  from  appraisal 
production.     If  appraisal  quality  assurance  is  retained  within  ABO,  it  should  at  least  report  to  a  manager  that  does 
not  oversee  production. 

However    currently,  there  are  limited  managerial  choices  for  switching  the  reporting  structure  to  be  more 
independent.     In  addition,  needed  changes  are  being  planned  and  executed  under  Jill  Petersen's  direction  these 
changes  may  be  critical  to  producing  the  reporting  and  transparency  into  appraisal  quality.     The  conflict  should  be 
recognized   and   tempered  with   additional   controls,  oversight,   or  re-assignment  of  production   oriented  ABO 
personnel. 

Issue   1X  Level  4  Criteria  far.  reporting  is  inconsistent  wjih  the  Credit  BM  .Oversight  Evenis   (Corporate   Credit 
Review  (CCR).    See  a  sample  of  criteria  in  the  appendix  on  page  x. 

Recommendation    :  These  should  be  aligned  to  facilitate  broader  publication  of  results  and  a  clear  understanding 
of  the  appraisal  quality  trends.     It  would  help  alleviate  misconceptions  from  the  other  review  groups  and 
communicate  efforts  to  improve  the  problems  observed  by  the  other  review  groups. 
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HERE  Starts  what  has  not  yet  been  moved  to  the  new  headings  above. 


Residential   Appraisal    Department   Overview 


.The  primary  function  of  the  Appraisal  Business  Oversight  Department  is  to  provide  oversight  of  all  appraisal 
services    processed    through   WaMu's  Collateral  Management  System  (CMS),  OptisValue,  and  provided  by  two 
national    appraisal    management    companies. 

The  Appraisal   Business  Oversight   Department  took  over  complete  appraisal  operations  during  the  third  quarter  of 
2006,  when   all   management,  staff,   and  coordination  functions  within  the  Appraisal   Production   Department  were 
outsourced  through  the  Cornerstone  project     However,  for  a  full  understanding  on  the  department,  it  is  critical  to 
appreciate  that  the  mission  of  the  department  started  as  a  "work  in  progress"  and  continues  largely  with  that 
legacy  at  present.     But  that  is  meant  that  a  large  number  of  the  departments  practices  weren't  developed  and 
tested  in  advance,  but  were  created  on  the  fly  in  response  to  complaints  from  lenders  as  to  the  issues  related  to 
the  outsource  plan.     Further,  some  current  department  processes  were  created  or  agreed  to  by  the  Vendor 
Management  group  to  assure  customer  approval,  and  were  not  created  in  the  best  interests  of  the  profession. 

To  the  credit  of  ABO  department  managers,  they  appreciate  this  issue  and  are  working  to  define  in  writing 
department  processes,  and  to  resolve  any  conflicts  between  policies  and  actual  processes.     Nevertheless,  this 
will  take  some  time  and  quite  a  diligent  effort     Consequently,  the  actual  performance  of  the  department  cannot 
be  compared  to  written  policies,  since  so  many  items  will  have  to  be  addressed  in  arrears  now  that  leaders 
outside  the  department  have  already  instituted  them,  sometimes.     Any  ABO  analysis  should  therefore  be 
considered    a  "work  in  progress,"  given  the  situation. 

The  ABO  department  includes  a  total  of  30  employees.     Based  on  an  organization     chart  dated  11/01/06,  the 
employee   breakdown  is  as  follows: 

1    Senior   Manager  Appraisal   Oversight 

1  Business  Ops  Analyst 

1    Manager  Appraisal    Operations 
4    Relationship    Managers 

2  Credit  Policy  Specialists 
2  Credit  Policy  Analysts  . 
1    Manager  Credit  Operations   Strategy 

7   Appraiser   Review  Analysts 

Manager  of  Credit  Policy 
1    Manager  Credit   Operations   Strategy 

1   Credit  Ops  Strategy  Analyst 

1  Business  Data  Analyst 
1    Manager  of  Technology 

1   Credit  Ops  Strategy  Analyst 

1    Credit  Systems   Manager 

1  Business  Data  Analyst 

2  Technology   Analysts 
1   Manager  of  Risk  Analytics 


Summary  of  Concerns 


OLD    LIST 

As  stated  early  is  this  report,  ABO  is  a  group  operating  as  a  start-up  unit,  but  from  a  distinct 
disadvantage.     That  is,  they  did  not  actively  manage  the  transition  process  from  internal  staff  to  Vendors. 
This  management  was  mainly  done  by  the  Vendor  Management  group,  often  without  documentation,   nor 
with  any  consideration  of  appraisal  quality  or  professional  requirements.     The  motivation  of  Vendor 
Management   was    solely  "noise    reduction"  for  concerns  of  lenders  during  the  transition.     Now,  ABO  is  in 
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the  process  of  backtracking  to  try  to  document  what  they  had  little  involvement  with.     Unfortunately,  any 
changes  at  this  point  would  not  be  supported  by  lending  since  they  would  be  viewed  as  hindering  the 
speed  of  the  process.     Therefore,  ABO  operates  in  a  very  informal  environment  with  few  document  able 
processes,  and  less  oversight  of  the  vendors. 

Issue  Level  1 

>  Correspondent  lending,   SMF,   and  the  REO/Loss   Mitigation  department  are  not  following  the 
residential    ordering    process   via    OptisValue. 

>  It  appears  the  number  of  multiple  services  being  placed  is  raising,  significantly.     According  to  Jill 
Petersen,  Lending  is  really  pushing  on  completing  a  new  appraisal  in  search  of  a  higher  value  vs. 
ordering  an  ROV  with  the  AMCs. 

>  Standard  3  technical  desk  reviews  are  being  submitted  where  the  appraiser  is  not  licensed  in  the 
state  in  which  the  property  is  located. 

>  CoreLogic 's   report/recommendation  is  being '  transmitted   from   OptisValue  to  the  AMC;   however, 
the  AMC  is  not  passing  this  information  along  to  their  individual  assigned  appraiser.     Therefore, 
CoreLogic  is  not  fully  being  utilized  and  those  high-risk  transactions  that  indicate  a  field  review  is 
necessary  are  not  taken  into  consideration  when  determining  the  level  of  review  being 
completed. 

>  The  current  Residential  Appraisal  Manual  is  outdated  and  has  not  been  updated  since  the" 
outsourcing  project     Therefore,  there  is  not  a  single  document  defining  the  roles  and 
responsibilities  of  ABO  and  the  AMC. 

>  The  Quality  Assurance   Employees,   along   with  the  four  production   related   Relationship 
Managers,  are  all  reporting  to  the  same  individual. 

>  Without  specific  guidelines  for  fee  increases,  the  Bank  is  not  ensuring  compliance  with  Fair 
Lending  issues.     There  is  no  check  in  place  to  ensure  what  is  being  requested/reason  for  increase 
is  what  actually  matches  the  characteristics  of  the  submitted  appraisal. 

>  Currently  not  all  appraisals  sent  to  the  AMC  by  the  individual  appraiser  are  in  a  secured  format 
and  could   potentially  be  altered. 

>  ABO  is  currently  not  completing  any  upfront-added  checks  on  reports  submitted  by  trainees. 

>  There  is  a  lack  of  geographic  competency  in  the  standard  3  desk  reviews  being  completed  today. 
Reviews  are   being  performed  outside  of  the  reviewer's  typical  service  area,  many  of  which  are 
completed  by  an  out-of-state  appraiser,  not  actually  licensed  in  that  area 

>  Currently,  QA  procedures  specifically  relating  to  the  new  business  model  and  working  with 
Appraisal   Management  companies   have   not  yet   been   defined. 

Issue  Level  3 

>  The  current  ABO  work  structure  does  not  align  with  HR  guidelines  stating  Manager  Titles  should 
have  a  minimum  of  four  direct  reports.     There  is  a  very  uneven  balance  of  direct  reports  within 
their    structure. 

>  Although  assigning  of  all  appraisal  orders  is  an  automated  process,  it  is  based  on  a  manually  set 
up   profile  within   OptisValue. 

>  Lending  does  still  have  the  ability  to  enter  free  form  text  and  request  a  specific  appraiser  for  a 
transaction,    risking    appraiser    independence. 

>  The  responsibility  of  all  fee  increases  and  due  date  extensions  is  that  of  the  AMC  providing  the 
service. 

>•     AMCs  are  submitting  their  reports  in  multiple  formats,  which  results  in  a  loss  of  data  integrity  and 
increasing    OCR    costs. 

>  ABO  is  not  auditing  fees  to  ensure  payment  is  correct  and  due  to  the  automated  payment 
system,  we  have  no  upfront  way  of  preventing  incorrect  payments. 
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Review    Process 


INCOMPLETE,    JUST    MOVED    PROCESS    ITEMS 

The  Corporate  Collateral  Valuation  Risk  Management  (CCVRM)  department  was  created  in  early  October.  At 
that  time,  a  team  was  formed  within  CCVRM  to  collaborate  with  ABO.  The  first  task  given  to  this  team  was  to 
gamer  knowledge  about  the  ABO  division.     The  goal  was  to  gather  information  pertaining  to: 

>  ABO    organization    structure 

>  ABO  policies  and   procedures 

>  Operational     guidelines 

>  Appraisal     process 

>  Review    guidelines 

>  Quality   Assurance    (QA)    process 

In  order  to  fulfill  these  tasks,  we  took  a  variety  of  steps  including  several  phone  meetings  with  ABO.     We  started 
with  an  initial  conference  call  on  December  11,  which  included  Tom  WesterReld,  Donnie  Gill,  and  Jill  Petersen  of 
ABO.     This  meeting  was  used  to  introduce  the  new  CCVRM  department,  explain  our  roles  and  responsibilities, 
and  begin  to  gather  documentation  such  as  the  organizational  charts  and  policies.     The  second  meeting  took 
place  by  conference  call  on  December  15  and  included  the  same  three  Individuals.     The  goal  of  this  meeting  was 
to  capture  the  remainder  of  the  process  information  for  the  department.     The  last  call  took  place  on  January  2 
and  was  between  Tom  Westerfield  and  Pam  Jamigan.     This  meeting  was  scheduled  to  gamer  information  around 
the  current  and  planned  changes  in  the  appraisal  oversight  and  quality  assurance  processes. 
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Safety  &  Soundness  Examination 

OTS  ASSET  QUALITY  MEMO  2 

DATE:  April  5, 2007 

TO:  David  Schneider,  EVP,  President  -  Home  Loans 

Cheryl  Feltgen,  SVP,  Chief  Risk  Officer-  Home  Loans 
FROM:  Bruce  Thorvig,  Regional  Appraiser 

Scott  Shambaugh,  Examiner 
SUBJECT:       Appraisal  Operations 
CC:  Cathy  Doperalskl,  FVP,  Regulatory  Relations 

Tina  Tran,  Regulatory  Relations 


BACKGROUND  INFORMATION 


Office  of  Thrift  Supervision  (OTS)  appraisal  regulations  are  included  in  12  CFR  Part  564  -  Appraisals.  The  regulation 
prescribes  minimum  standards  for  the  performance  of  real  estate  appraisals  in  connection  with  federally  related 
transactions  under  the  jurisdiction  of  the  OTS.  Appraisals  must  conform  to  generally  accepted  appraisal  standards  as 
evidenced  by  the  Uniform  Standards  of  Professional  Appraisal  Practice  (USPAP).  In  addition,  the  regulation  sets  forth  the 
responsibilities  of  management  to  develop,  implement  and  maintain  appraisal  policies  to  ensure  that  appraisals  reflect 
professional  competence  and  to  facilitate  the  reporting  of  estimates  of  market  value  upon  which  the  institution  may  rely  on 
to  make  lending  decisions.  Management  must  develop  written  appraisal  policies  that  will  ensure  that  adequate  appraisals 
are  obtained  and  proper  appraisal  procedures  are  followed  consistent  with  the  requirements  of  part  564. 

Appraisal  Business  Oversight  (ABO)  is  in  the  process  of  updating  the  department's  appraisal  policy  and  procedures 
following  the  reorganization  of  the  appraisal  operations  and  the  final  phase  of  the  Appraisal  Outsourcing  Initiative,  which 
was  completed  on  November  6,  2006.  During  the  interim,  ABO  has  continued  to  provide  documentation  to  the  vendors 
through  various  means,  including  weekly  Ops  Meetings,  on  requirements  and  other  WaMu  standards  that  will  be 
incorporated  into  the  Vendor  Procedures  Manual. 

During  the  examination,  twenty  appraisals  from  LBMC  and  thirty-four  appraisals  from  WaMu  Home  Loans  were  reviewed 
in  detail  for  reasonableness  of  the  value  conclusions  and  compliance  with  OTS  appraisal  regulations,  USPAP,  secondary 
market  appraisal  guidelines,  and  the  bank's  internal  appraisal  policies  and  procedures.  We  have  identified  certain  areas 
of  the  appraisal  and  review  process  in  need  of  improvement.  Primary  appraisal  issues  (red  flags  requiring  attention  by  the 
underwriter  or  review  appraiser)  included  seller  paid  closing  costs  and  concession,  misstatements/contradictions, 
inadequate/incomplete  explanations  and  support  for  the  value  conclusion,  reconciliation  of  the  sales  comparison 
approach,  and  weakness  in  the  appraisal  review  process.  Two  memorandums  were  provided  to  ABO  management 
detailing  the  results  or  the  OTS  appraisal  review.  Findings  were  discussed  with  ABO  management  and  regulatory 
relations  on  April  4,  2007. 


EXAM  FINDINGS  DEFINITIONS 


Observation: 


Recommendation 


Criticism: 
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OtewveSon*  are  mad*  In  a  eomuftativB  role.  They  may  bo  presented  to  menagomonleithef  verbally  arm  writing^  wfflgeneraBy 

notbeirdudadintheReporlofExonination.  Examiners  wW  rarely  requatla  written  response  during  the  examrrafiqn.; 

Observations  may  or  may  not  bo  revtowod  duiinB  »ub»equont  ejamliwltuia: 

p  »smjm2limmasBmamx&aM&  A /waommjri!#g6Bn U^iomtm\n future e^naagrashoad^K.  ^ 

ewosure  Irkaease  dgnHicaraiyor  otlw  dreurrartanoaf 
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actions  to  address  Reconwnendtttom are  reviewed  at  sub»equent  orfoflow-upewrtnaSooi.  ' 

A  primary  concern  reairino  corrective  actton.  CrfSdsroerecflahsurnmart^ta^  . 

■Examination  Conclusion  arid  Comments'  soctoh  of  the  Report  of  Examlnaitcn;  wenartjftcwas^iaranfign  by  Senior  ;Management 
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Q  Observation         0  Recommendation         D  Crlttcton 


EXAM  FINDING  1 


Topic:     Updating  and  revision  of  appraisal  policy  and  procedures 

Finding:  Appraisal  Business  Oversight  has  not  completed  updating  and  revising  the  operation's  appraisal  policy  and 
procedures  and  on-line  appraiser  guidance  following  the  reorganization  of  the  appraisal  operations  and  the 
final  phase  of  the  Appraisal  Outsourcing  Initiative. 

Action:     Policies,  procedures  and  controls  must  be  updated  and  revised  to  ensure  that  appraisals  reflect 

professional  competence  and  to  facilitate  the  reporting  of  estimates  of  market  value  upon  which  the 
institution  may  rely  on  to  make  lending  decisions.  Management  must  develop  written  appraisal  policies 
that  will  ensure  that  adequate  appraisals  are  obtained  and  proper  appraisal  procedures  are  followed 
consistent  with  the  requirements  of  part  564.  The  appraisal  manual  (dated  2/21/06)  and  other  information 
located  on  the  appraisal  website  www.wamuappraisal.com  should  also  be  updated  to  reflect  current  policy 
and  procedures. 

Management  Response  Requested      0  Yes        D  No 


WaMir 


MANAGEMENT  RESPONSE     D  Agree    D  Partially  Agree       □  Disagree      Enter  Target  Date:  I  1 


Management  Response:  Indicate  yAether  you  agro.psrtally  agree,  or  disagr^ 
Partially  Agree:  The  respaise  should  deartydefinetnst  portion  ct  the  ftK^ 
D^iee- The  respemseshodddeanyde^  WHY  there  Isdlssgie^ 
circumstances  or  alternative  course  of  action  to  bepurwied. 


RESPONSE  (succinct  response  to  finding.  /  action) , 


CORRECTS  ACTK)N(pr<wld»  spoctflc  acUOT  steps  ptanned/tte  assl 
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EXAM  FINDING  2 


D  Observation*    ,;  -  H  Recommendation*       O  Criticism 


Topic:     Appraisal  issues  (red  flags)  requiring  further  attention  by  the  underwriter  or  review  appraiser 

Finding:     Certain  areas  of  the  appraisal  and  review  process  are  in  need  of  improvement.  Primary  appraisal  issues 
(red  flags  requiring  further  attention  by  the  underwriter  or  review  appraiser)  identified  included:  incomplete 
analysis  or  explanation  of  seller  paid  closing  costs  and  concessions;  misstatements/contradictions 
regarding  property  descriptions,  market  trends,  correct  selling  price  of  the  subject  property,  property 
address  and  taxes,  and  rental  information;  inadequate/incomplete  explanations  and  support  for  the  value 
conclusions,  inadequate  reconciliation  of  the  sales  comparison  approach;  and  weakness  in  the  appraisal 
review  process  such  as:  an  inadequate  appraisal  review  checklist  for  LBMC  underwriters,  vendor  quality 
assurance  not  adequately  identifying  appraisal  issues/weaknesses,  not  elevating  an  administrative  review 
by  underwriters  to  a  higher  level  of  review  by  an  appraiser  when  appropriate,  not  obtaining  a  field  review 
when  a  review  required  a  value  change,  and  inappropriate  geographical  selection  of  review  appraisers. 

Action:     Complete  the  process  of  updating  and  revising  the  appraisal  policy  and  procedures  and  develop  controls  to 
better  ensure  that  the  appraisal  and  appraisal  review  process  are  effective  in  identifying  primary  appraisal 
issues,  inadequate/weak  appraisals,  and  unsupported  value  conclusions.  Also,  ensure  that  procedures 
are  implemented  to  strengthen  and  improve  the  appraisal  review  process  of  LBMC  and  WaMu  Home 
Loans  in  identifying  and  preventing  the  noted  weaknesses. 

Management  Response  Requested      0  Yes        D  No 


WaMu' 


MANAGEMENT  RESPONSE     D  Agree    □  Partially  Agree       □  Dteagree      Enter  Target  Date:  [ 


] 


Hmtgamenl Response  Indicate  whether  you  agree,  partially  agree,  or  disagree.  1  yog  agree,  prc8eVan  anticipated  tarprt  datelorllmplemanttton., 

Partially  Agim:  The  response  should  dearly  define  that  pertori  df  the  finding  or  reoommended  actfSrr  <SeS$m«iw»i  WwWasjhe  p&JNMjBfesfttoi. 

Disagree:  The  response  should  aearty  define  WHY  there  Is  disagreement  w».lr*]lndi^;or'f«ommend8d  ecfion,  a^p^^anyirtt^ng , 

cireumstancesoralterr«»1veeoiirBeofac^tobep«r»iied.: ,  f  >'■'"•■ 


RESPONSE  (succinct  response  to  finding 7  action) 


CORRECTIVE  ACTION  (provide  specific  action  step*  planned,  the  assigned  reaponalble  manager,  and  target  dates  tor  each) 
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SUPREME  COURT  OF.THE  STATE  OF  NEW  YORK 
COUNTY  OF  NEW  YORK 


THE  PEOPLE  OF  THE  STATE  OF  NEW  YORK 
by  ANDREW  M.  CUOMO,  Attorney  General  of 
the  State  of  New  York, 


Plaintiff, 


-against- 


COMPLAINT 

Index  No. 


FIRST  AMERICAN  CORPORATION  and 
FIRST  AMERICAN  EAPPRAISEIT, 

Defendants. 


1 .  This  action  is  brought  by  Plaintiff,  the  People  of  the  State  of  New  York,  by 
Andrew  M.  Cuomo,  Attorney  General  of  the  State  of  New  York  ("Attorney  General"),  based 
upon  the  Attorney  General's  authority  under  Article  22- A  of  the  General  Business  Law,  Section 
63(12)  of  the  Executive  Law,  and  the  common  law  of  the  State  of  New  York. 

2.  Plaintiff,  complaining  of  the  above-named  defendants,  alleges  upon  information 

and  belief  as  follows. 

THE  RELEVANT  ENTITIES 

3.  First  American  Corporation  ("First  American")  is,  according  to  its  2006  annual 
report,  "America's  largest  provider  of  business  information."  It  earned  $8.5  billion  in  revenues 
in  2006.  First  American  operates  in  five  primary  business  sectors:  Title  Insurance  and  Services, 
Specialty  Insurance,  Mortgage  Information  (including  real  estate  appraisal  services),  Property 
Information,  and  Risk  Mitigation  and  Business  Services.  It  does  business  in  New  York  both 
directly  and  through  its  subsidiaries. 
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4.  First  American  provides  real  estate  appraisal  services  to  savings  and  loans,  banks, 
and  other  lending  professionals  through  its  wholly  owned  subsidiary,  First  American 
eAppraiselT  ("eAppraiselT"),  an  appraisal  management  company  headquartered  in  California 
and  Massachusetts.  eAppraiselT  conducts  business  and  appraises  real  estate  in  the  state  of  New 

York. 

5.  Washington  Mutual,  Inc.  ("WaMu")  is  the  country's  largest  savings  and  loan, 
with  assets  totaling  $346  billion.  In  the  first  three  quarters  of  2007,  WaMu  originated  $116 
billion  in  residential  mortgage  loans.  WaMu  is  eAppraiselT's  largest  client. 

PRELIMINARY  STATEMENT 

6.  In  this  era  of  widespread  mortgage  loan  defaults  and  home  foreclosures,  the 
independence  and  integrity  of  the  real  estate  appraisers  who  determine  the  value  of  home  loan 
collateral  is  of  enormous  importance.  Real  estate  appraisals  are  intended  to  provide  borrowers 
and  lenders  with  an  independent  and  accurate  assessment  of  the  value  of  a  home.  This  ensures 
that  a  mortgage  or  home  equity  loan  is  not  under-collateralized,  which  in  turn  protects  borrowers 
from  being  over-extended  financially  and  lenders  and  investors  from  loss  of  value  in  a 
foreclosure  proceeding. 

7.  First  American  recognizes  and  touts  the  central  role  it  plays,  through  its  appraisal 

management  company  eAppraiselT,  in  protecting  homeowners,  business  customers,  and  the 

entire  financial  market.  As  First  American  explains  in  its  2006  Annual  Report: 

Appraisals  are  used  to  establish  a  property's  market  value;  therefore, 
inaccurate  or  fraudulent  appraisals  damage  the  entire  market  and  have 
negative  economic  effects  that  are  far  reaching.  First  American's 
third-party,  unbiased  valuations  -  including  insured  valuations  -  are  a 
resource  real  estate  and  lending  professionals  can  turn  to  for  accuracy 
that  benefits  not  only  the  homeowner  and  lender,  but  our  nation's 
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economy. 

Value  to  Consumers:  Homeowners,  who  place  a  large  investment  in 
their  property,  can  be  particularly  victimized  by  appraisal  fraud.  First 
American's  warranted  valuations,  which  are  supported  by  our  third- 
party  perspective  and  backed  by  more  than  a  century  of  integrity, 
virtually  eliminate  risk  from  this  type  of  fraud. 

Value  to  our  Business  Customers:  Inaccurately  appraised  properties 
that  make  their  way  into  lender  portfolios  increase  the  opportunity  for 
foreclosures.  Our  national  services  provide  our  mortgage  lender 
customers  with  a  welcomed  resource  for  unbiased  appraisals  that 
satisfy  increased  regulatory  concerns,  help  to  accurately  determine 
value,  and  mitigate  default  risk. 

8.         Despite  these  representations,  First  American  and  eAppraiselT  have  abdicated 
their  role  in  providing  "third-party,  unbiased  valuations"  for  eAppraiselT' s  largest  client, 
WaMu.  Instead,  eAppraiselT  improperly  allows  WaMu's  loan  production  staff  to  hand-pick 
appraisers  who  bring  in  appraisal  values  high  enough  to  permit  WaMu's  loans  to  close,  and 
improperly  permits  WaMu  to  pressure  eAppraiselT  appraisers  to  change  appraisal  values  that  are 
too  low  to  permit  loans  to  close.  eAppraiselT  compromises  its  independence  even  while 
publicly  touting  that  independence,  and  despite  myriad  warnings  from  its  senior  management 
team  about  the  illegal  collusion  inherent  in  the  compromises  it  is  making.  Instead  of  preserving 
its  independence,  which  would  have  protected  consumers  and  business  customers  alike, 
eAppraiselT  chose  to  protect  only  itself.  And  senior  executives  at  First  American,  though 
warned  by  eAppraiselT's  senior  management  of  its  compromised  independence,  nonetheless 
directed  eAppraiselT  to  continue  its  wrongful  conduct. 

9.         This  wrongful  conduct  constitutes  a  deceptive,  fraudulent,  and  illegal  business 
practice.  It  violates  New  York  law  as  well  as  federal  law  and  regulations. 

JURISDICTION 
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1 0.  The  State  of  New  York  has  an  interest  in  the  economic  health  and  well-being  of 
those  who  reside  or  transact  business  within  its  borders.  The  State  also  has  an  interest  in 
assuring  the  presence  of  an  honest  marketplace  in  which  economic  activity  is  conducted  in  a 
competitive  manner,  without  fraud,  deception,  or  collusion,  for  the  benefit  of  marketplace 
participants.  The  State  also  has  an  interest  in  upholding  the  rule  of  law  generally.  The  conduct 
of  First  American  and  eAppraiselT  injured  these  interests. 

1 1 .  Thus,  the  State  of  New  York  sues  in  its  sovereign  and  quasi-sovereign  capacities, 
as  parens  patriae,  and  pursuant  to  Executive  Law  §  63(12),  General  Business  Law  §§  349  et  seq. 
and  New  York  common  law.  The  State  sues  to  redress  injury  to  the  State,  and  to  its  general 
economy  and  residents,  as  well  as  on  behalf  of:  (1)  persons  who  obtained  mortgages,  home 
equity  loans,  or  refinanced  their  homes  with  WaMu  and  as  to  whose  homes  eAppraiselT 
conducted  the  real  estate  appraisal;  and  (2)  persons  who  bought  WaMu  loans  secured  by 
mortgages  that  were  improperly  appraised  by  defendants.  The  State  seeks  disgorgement, 
restitution,  damages  including  costs,  and  equitable  relief  with  respect  to  defendants'  fraudulent, 
deceptive,  and  otherwise  unlawful  conduct. 

FACTUAL  ALLEGATIONS 
I.  The  Real  Estate  Mortgage  Industry 

A.         Background 

12.         Most  people  interested  in  purchasing  or  refinancing  a  home  ("borrowers")  seek  a 
financial  institution  (a  "lender")  to  lend  them  money  on  the  most  favorable  repayment  terms 
available.  Traditionally  the  lender,  as  part  of  agreeing  to  loan  the  funds,  wanted  to  ensure  that 
the  borrower  was  able  to  repay  the  loan  and  that  the  loan  was  adequately  collateralized  in  case 
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the  borrower  defaulted.  The  borrower  and  the  lender  had  a  common  interest  in  accurately 
valuing  the  underlying  collateral  because  both  wanted  to  be  sure  the  borrower  was  not  paying 
too  much  for  the  property  and  would  be  able  to  meet  the  repayment  terms,  or  that  -  in  the  event 
of  default  and  foreclosure  -  the  properly  value  could  support  the  loan. 

13.  Today,  the  landscape  of  the  mortgage  industry  is  quite  different  from  this 
traditional  model.  Rather  than  holding  the  mortgage  loans,  lenders  now  regularly  sell  these 
mortgages  in  the  financial  markets,  either  directly  or  to  investment  banks  or  Government 
Sponsored  Enterprises  ("GSEs"),  such  as  the  Federal  National  Mortgage  Association  ("Fannie 
Mae")  or  the  Federal  Home  Loan  Mortgage  Corporation  ("Freddie  Mac").  The  loans  are  then 
pooled  together,  securitized,  and  sold  to  the  general  public  as  mortgage  backed  securities.  The 
money  that  the  lender  receives  for  the  sale  of  the  mortgage  loans  or  bonds  is  then  used  to  finance 
new  mortgages,  increasing  the  lender's  profits  and  aiding  its  stock  price.  Today,  the  vast 
majority  of  mortgage  loans  are  sold  to  investment  banks  or  GSEs,  leaving  the  original  lender 
holding  far  fewer  mortgages  in  its  portfolio. 

14.  This  reconfiguration  of  the  way  that  mortgages  are  held  has  transformed  the 
incentives  in  the  industry.  Specifically,  it  has  the  effect  of  making  the  lender  less  vigilant  against 
risky  loans  since  any  risk  is  quickly  transferred  to  the  purchasers  of  the  loans.  Moreover,  as  the 
lender  does  not  hold  many  of  its  loans  in  its  portfolio,  the  lender's  interest  in  ensuring  the 
accuracy  of  the  appraisal  backing  the  loan  is  severely  diminished.  Even  worse,  because  lenders' 
profits  are  determined  by  the  quantity  of  loans  they  successfully  close,  and  not  the  quality  of 
those  loans,  there  is  an  incentive  for  a  lender  to  pressure  appraisers  to  reach  values  that  will 
allow  the  loan  to  close,  whether  or  not  the  appraisal  accurately  reflects  the  home  value. 
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15.  Further  jeopardizing  the  process,  mortgage  brokers  and  the  lenders'  loan 
production  staff  (also  known  as  "loan  origination  staff')  are  almost  always  paid  on  commission. 
Thus,  the  income  of  these  individuals  depends  on  whether  a  loan  closes  and  on  the  size  of  the 
loan.  Accordingly,  brokers  and  loan  production  staff  have  strong  personal  incentives  to  pressure 
appraisers  to  value  a  home  at  the  maximum  possible  amount,  so  that  loans  will  close  and 
generate  maximum  commissions.  For  these  reasons,  mortgage  brokers  and  lenders  frequently 
subject  real  estate  appraisers  to  intense  pressure  to  change  values  in  appraisal  reports. 

16.  The  investment  banks  and  GSEs  also  have  an  interest  in  inflating  (or  at  least  in 
not  questioning)  the  value  of  the  pooled  loans.  The  values  of  these  loans  serve  as  a  basis  for  the 
value  of  their  securities.  As  such,  the  higher  the  value  of  the  loans  closed,  the  greater  the  value 
for  which  the  securities  are  sold  on  the  secondary  market. 

1 7.  Thus,  the  only  parties  under  the  current  system  who  want  an  accurate  appraisal 
are  the  borrowers  and  the  investors  in  the  asset-backed  securities  market.  Neither  of  these 
parties,  however,  has  any  contact  with,  or  control  over,  the  appraisal  process. 

B.         Federal  and  State  Laws  Require  Appraisal  Independence 

1 8.  Because  of  the  importance  of  appraisals  in  the  home  lending  market,  state  and 
federal  statutes  and  regulations  require  that  appraisals  be  accurate  and  independent.  The 
Uniform  Standards  of  Professional  Appraisal  Practice  ("USPAP")  are  incorporated  into  federal 
and  New  York  law.  See  12  C.F.R.  §  34.44;  19  NYCRR  §  1 106.1.  USPAP  requires  appraisers  to 
conduct  their  appraisals  independently:  "An  appraiser  must  perform  assignments  with 
impartiality,  objectivity,  and  independence,  and  without  accommodation  of  personal  interests.  In 
appraisal  practice,  an  appraiser  must  not  perform  as  an  advocate  for  any  party  or  issue."  USPAP 
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Ethics  Rule  (Conduct). 

19.  Federal  law  sets  independence  standards  for  appraisers  involved  in  federally- 
regulated  transactions.  See  12  U.S.C.  §§  3331  et  seq.  The  Code  of  Federal  Regulations  provides 
that  an  in-house  or  "staff'  appraiser  at  a  bank  "must  be  independent  of  the  lending,  investment, 
and  collection  functions  and  not  involved,  except  as  an  appraiser,  in  the  federally  related 
transaction,  and  have  no  direct  or  indirect  interest,  financial  or  otherwise,  in  the  property,"  12 
C.F.R.  §  34.45.  For  appraisers  who  are  independent  contractors  or  "fee"  appraisers,  the 
regulation  states  that  "the  appraiser  shall  be  engaged  directly  by  the  regulated  institution  or  its 
agent,  and  have  no  direct  or  indirect  interest,  financial  or  otherwise,  in  the  property  transaction." 

12  C.F.R.  §  34.45. 

20.  In  2005,  federal  regulators  including  the  OTS  [Office  of  Thrift  Supervision] 
published  "Frequently  Asked  Questions  on  the  Appraisal  Regulations  and  the  Interagency 
Statement  on  Independent  Appraisal  and  Evaluation  Functions."  With  regard  to  appraisal 
independence,  the  document  provides: 

3 .  Who  should  be  considered  the  loan  production  staff  for 

purposes  of  achieving  appraiser  independence?  Could  loan 
production  staff  select  an  appraiser? 

Answer:  The  loan  production  staff  consists  of  those  responsible 

for  generating  loan  volume  or  approving  loans,  as  well 
as  their  subordinates.  This  would  include  any 
employee  whose  compensation  is  based  on  loan 
volume.  Employees  responsible  for  the  credit 
administration  function  or  credit  risk  management  are 
not  considered  loan  production  staff.  Loan  production 
staff  should  not  select  appraisers. 

*  *  * 
5 .  When  selecting  residential  appraisers,  may  loan  production 

staff  use  a  revolving  pre-approved  appraiser  list,  provided  the 
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list  is  not  under  their  control! 

Answer.  Yes,  loan  production  staff  may  use  a  revolving,  board- 

approved  list  to  select  a  residential  appraiser,  provided 
the  development  and  maintenance  of  the  list  is  not 
under  their  control.  Staff  responsible  for  the 
development  and  maintenance  of  the  list  should  be 

independent  of  the  loan  production  process 

Further,  there  should  be  periodic  internal  review  of 
the  appraiser  selection  process  to  ensure  that 
appropriate  procedures  are  being  followed  and  that 
controls  exist  to  ensure  independence.  (Emphasis 
added). 

2 1 .  New  York  law  incorporates  USPAP  and  requires  that  a  State-certified  or  State- 
licensed  appraiser  may  not  accept  a  fee  for  an  appraisal  assignment  "that  is  contingent  upon  the 
appraiser  reporting  a  predetermined  estimate,  analysis,  or  opinion  or  is  contingent  upon  the 
opinion,  conclusion  or  valuation  reached,  or  upon  the  consequences  resulting  from  the  appraisal 
assignment."  N.Y.  Exec.  Law  §  160-y;  19NYCRR  §  1106.1. 

II.        Appraisal  Management  Companies  Create 
the  Appearance  of  Appraiser  Independence 

22.  In  response  to  these  rules  and  the  threat  of  stricter  federal  enforcement,  in  Spring 
2006,  WaMu  attempted  to  insulate  itself  by  hiring  two  Appraisal  Management  Companies 
("AMCs")  -  eAppraiselT  and  its  top  competitor  Lender's  Service,  Inc.  ("LSI")  -  to  oversee  the 
appraisal  process.  These  companies  provide  the  appearance  of  a  structural  buffer  between  the 
banks  and  the  appraisers  that  eliminates  potential  pressure  or  conflicts  of  interest.  In  theory,  an 
AMC  selects  appraisers  independently,  serves  as  the  appraisers'  sole  contact,  and  communicates 
the  unbiased  results  to  the  lending  institution.  In  this  way,  structurally,  a  lending  institution 
would  be  much  less  able  to  improperly  influence  an  appraisal. 

23.       eAppraiselT  publicly  claims  on  its  website  that  it  provides  just  such  a  firewall 
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between  lenders  and  appraisers,  and  that  "customers  can  be  assured  that  Uniform  Standards  of 

Professional  Appraisal  Practice  (USPAP)  and  Financial  Institutions  Reform  Recovery  and 

Enforcement  Act  (FIRREA)  guidelines  are  followed  and  that  each  appraisal  is  audited  for 

compliance." 

III.       First  American  and  eAppraiselT  Violate  Appraiser  Independence 
Requirements  by  Permitting  WaMu's  Loan  Origination  Staff 
To  Select  Appraisers  Who  Provide  Higher  Appraised  Values 

24.  Despite  their  claims  of  independence  from  their  lender  clients,  First  American  and 
eAppraiselT  violate  federal  and  state  independence  requirements  with  regard  to  appraisals 
performed  for  WaMu,  and  in  doing  so  deceive  borrowers  and  investors  who  rely  on  their 
proclaimed  independence. 

25.  WaMu  retained  eAppraiselT  in  Spring  2006,  after  WaMu  decided  to  close  its 
internal  appraisal  office  and  terminate  its  staff  appraisers.  WaMu  quickly  became  eAppraiselT' s 
largest  client,  providing  nearly  30  percent  of  its  business  in  New  York.  Over  the  course  of  the 
business  relationship,  eAppraiselT  conducted  more  than  260,000  appraisals  for  WaMu,  receiving 
over  $50  million  from  WaMu. 

26.  Initially,  eAppraiselT  employed  a  combination  of  in-house  staff  and  third-party 
fee  appraisers,  including  some  "preferred  appraisers"  identified  by  WaMu,  to  conduct  appraisals 
of  residential  property  for  WaMu.  eAppraiselT  also  hired  approximately  50  former  WaMu 
employees  as  staff  appraisers  and  Appraisal  Business  Managers  ("ABMs")  and  -  at  WaMu's 
request  -  gave  the  ABMs  the  authority  to  override  and  revise  the  values  reached  by  third-party 
appraisers.  One-third  of  eAppraiselT' s  staff  appraisers  are  former  WaMu  employees,  and  all  of 
the  ABMs  are  former  WaMu  employees.  eAppraiselT's  President  advised  the  leadership  of  First 
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American  that  "we  have  hired  and  on  boarded  many  of  Wamu's  regional  mangers  and  appraisers 
last  week.  They  will  be  instrumental  in  our  relational  and  operational  success  with  the  sales 
force." 

27.  Under  contractual  arrangements  between  WaMu  and  eAppraiselT,  WaMu  can 
challenge  an  appraiser's  conclusions  by  requesting  a  "reconsideration  of  value"  ("ROV")  when 
WaMu  disagrees  with  an  appraised  home  value  set  forth  in  an  appraisal  report.  Practically 
speaking,  this  permits  WaMu  to  ask  eAppraiselT  to  reconsider  and  raise  the  value  assigned  to  a 
home.  Throughout  the  business  relationship,  WaMu  has  frequently  ordered  ROVs  from 
eAppraiselT. 

28.  By  email  dated  September  29,  2006,  a  WaMu  executive  wrote  to  eAppraiselT's 

senior  executives  to  define  the  responsibilities  of  eAppraiselT's  ABMs  as  to  ROVs  and  value 

disputes: 

...  the  four  appraisers/reviewers  would  be  directly  involved  in 
escalations  dealing  with:  ROVs,  Valuation  issues  where  the  purchase 
price  and  appraised  value  differ  with  no  reconciliations/justifications 
by  the  appraiser,  Value  cuts  which  we  continue  to  receive  from  your 
third  party  reviewers  (Wholesale),  proactively  making  a  decision  to 
override  and  correct  the  third  party  appraiser's  value  or 
reviewer's  value  cut,  when  considered  appropriate  and  supported  . .  . 

In  this  way,  from  the  outset,  WaMu  sought  to  use  eAppraiselT  to  ensure  that  appraisals  did  not 
come  in  lower  than  WaMu  wanted. 
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A.         Summer  -  Fall  2006:  WaMu  is  Dissatisfied  with  the  Values 
Provided  by  eAppraiselT's  Independent  Appraisers; 
First  American  and  eAppraiselT  Try  to  Satisfy  WaMu's  Concerns 

29.  Almost  immediately  after  WaMu  retained  eAppraiselT  to  provide  appraisals  in 
early  Summer  2006,  WaMu's  loan  production  staffbegan  complaining  that  the  appraisal  values 
provided  by  eAppraiselT's  appraisers  were  too  low.  It  was  clear,  and  eAppraiselT  well 
understood,  that  WaMu's  dissatisfaction  was  largely  due  to  the  fact  that  eAppraiselT's  staff  and 
fee  appraisers  were  not  "hitting  value,"  that  is,  were  appraising  homes  at  a  value  too  low  to 
permit  loans  to  close. 

30.  For  example,  on  August  9,  2006,  eAppraiselT's  President  told  WaMu  executives 

that  "We  need  to  address  the  ROV  issue Many  lenders  in  today's  environment . . .  have  no 

ROV  issue.  The  value  is  the  value.  I  don't  know  if  WAMU  production  will  go  for  that 

The  Wamu  internal  staff  we  are  speaking  with  admonish  us  to  be  certain  we  solve  the  ROV  issue 
quickly  or  we  will  all  be  in  for  some  pretty  rough  seas." 

31.  A  week  later,  on  August  15,  2006,  eAppraiselT's  Executive  Vice  President 
advised  eAppraiselT's  President  that  WaMu's  loan  officers  would  often  pressure  WaMu's 
internal  appraisal  field  managers  for  an  "extra  few  thousand,"  or  "tell[]  them  specifically  what 
they  needed,"  or  would  "ask  for  several  ROVs  on  the  same  property."  eAppraiselT's  Executive 
Vice  President  explained  that  "[h]aving  loan  officers  ask  for  a  few  thousand  dollars  because  it  is 

within  the  range  is  something  we  do  not  currently  do  for  any  client It  is  also  direct  pressure 

on  the  appraiser  for  a  higher  value  without  any  additional  information." 

32.  Yet  only  a  month  later,  on  September  14,  2006,  eAppraiselT's  Executive  Vice 
President  proposed  a  solution  that  appeared  to  capitulate  to  these  demands  for  an  "extra  few 
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thousand":  he  wrote  "it  looks  like  our  potential  'raise  the  value'  policy  by  [an  eAppraiselT 

manager's]  group  might  help  a  lot  on  the  small  value  changes [W]e  are  studying  allowing 

[the  manager's]  group  a  little  flexibility  to  raise  the  value  5%  with  a  cap  of  $50k  if  it  is  fully 
justified." 

33.  Complaints  and  pressure  from  WaMu's  loan  origination  staff  were  not  empty 
threats.  On  October  5,  2006,  in  response  to  "complaints  from  the  WaMu  production  team  - 
particularly  in  Northern  California,"  eAppraiselT  prepared  a  "WaMu  Improvement 
Implementation  Plan."  The  plan  was  unsuccessful,  however.  By  December  2006,  WaMu  had 
reassigned  all  of  its  Northern  California  appraisal  work  to  LSI. 

34.  During  this  period,  First  American  was  seeking  additional  business  from  WaMu 

in  other  areas.  But  WaMu  expressly  conditioned  giving  any  future  business  to  First  American  on 

success  with  eAppraiselT.  By  email  dated  September  27,  2006,  a  First  American  senior 

executive  advised  other  senior  executives  at  First  American  and  eAppraiselT  about  a 

conversation  he  had  with  the  President  of  WaMu  Mortgage  about  long-term  business  prospects. 

The  First  American  executive  explained  that: 

[WaMu]  and  I  discussed  our  long-term  relationship  including  the 
money  we  have  on  deposit  there  and  our  other  current  business 
relationships.  I  told  him  we  would  like  to  expand  those  relationships. 
And  in  exact  terms,  we  would  like  one  half  of  their  flood  business, 
which  they  currently  give  100%  to  [Corporation  A]  and  their  tax 
business  is  divided  3  ways  among  [3  corporations]  and  that  we  would 
like  to  take  [Corporation  A's]  tax  business. 

According  to  the  First  American  executive,  WaMu  responded  as  follows: 

He  said  that  if  the  appraisal  issues  are  resolved  and  things  are  working 
well  he  would  welcome  conversations  about  expanding  our 
relationship  including  tax  and  flood. 
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Thus,  First  American  knew  that  WaMu  would  provide  it  with  new  business  only  if  the  "appraisal 
issues"  -  including  WaMu's  complaints  that  eAppraiselT's  appraisers  did  not  provide  high 
enough  values  -  were  "resolved." 

35.  By  December  2,  2006,  eAppraiselT  noted  internally  that ".  . .  we  know  [WaMu 
is]  going  to  complain  about  the  excessive  number  of  low  values  because  the  majority  of  orders 
are  not  going  to  [WaMu's]  preferred  appraisers." 

36.  On  December  1 8,  2006,  one  eAppraiselT  executive  told  others  that  WaMu  had 

advised  him  that  its  criticism  was  based  on  the  fact  that  "values  are  coming  in  lower  with  EA 

[eAppraiselT]"  than  with  LSI,  the  competitor  appraisal  management  company  that  WaMu  had 

also  retained  to  provide  appraisals.  According  to  this  executive,  WaMu  maintained  that  "They 

also  see  more  Wamu  preferred  appraisers  doing  work  for  LSI  and  they  think  that  is  why  they 

aren't  having  as  many  value  issues  with  them The  [WaMu]  managers  indicated  that  if  the 

loan  consultants  had  a  choice  they  would  prefer  to  use  LSI  over  eAppraiselT  because  they  feel 

they  will  have  less  problem  with  the  values." 

B.         Winter  2007:  First  American  and  eAppraiselT  Agree  to  "Roll  Over 
and  Just  Do  It"  and  Accept  WaMu's  Corrupt  Proven  Appraiser  List 

37.  In  February  2007,  WaMu  directed  eAppraiselT  to  stop  using  its  usual  panels  of 
staff  and  fee  appraisers  to  perform  WaMu  appraisals.  Instead,  WaMu's  loan  origination  staff 
demanded  that  eAppraiselT  use  a  Proven  Panel  of  appraisers  selected  by  the  loan  origination 
staff,  who  were  chosen  because  they  provided  high  values. 

38.  By  email  dated  February  22,  2007,  eAppraiselT's  President  explained  to  senior 
executives  at  First  American  WaMu's  motives  for  demanding  the  Proven  Panel: 

We  had  a  joint  call  with  Wamu  and  LSI  today.  The  attached  document 
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outlines  the  new  appraiser  assigning  process.  In  short,  we  will  now 
assign  all  Wamu's  work  to  Wamu's  "Proven  Appraisers"  ....  We  will 
pay  their  appraisers  whatever  they  demand.  Performance  ratings  to 
retain  position  as  a  Wamu  Proven  Appraiser  will  be  based  on  how 
many  come  in  on  value,  negating  a  need  for  an  ROV.  (Emphasis 
added). 

39.  eAppraiselT's  senior  management  was  well  aware  of  the  threats  to  appraiser 
independence  inherent  in  allowing  WaMu's  loan  production  staff  to  select  the  appraisers  on  the 
Proven  Panel  based  on  whether  the  appraiser  "came  in  on  value,"  and  raised  these  concerns  with 
First  American's  senior  management.  eAppraiselT  executives  warned  of  their  "concern 
regarding  the  proven  list"  and  "concerns  about  over-valued  properties." 

40.  These  concerns  were  warranted.  eAppraiselT  knew  that  WaMu's  Proven 
Appraiser  List  would  be  composed  of  appraisers  who  had  been  hand-picked  by  the  loan 
origination  staff  because  they  brought  in  high  appraisal  values.  Indeed,  when  eAppraiselT 
received  email  requests  to  add  particular  appraisers  to  the  panel,  the  email  chains  often  showed 
that  the  requests  came  directly  from  WaMu's  loan  origination  staff.  Further,  a  WaMu  Vice 
President  in  the  Appraisal  Oversight  group  explained,  in  an  email  to  eAppraiselT  about  an  ROV 
for  a  "low  value,"  that  "This  is  an  example  of  the  issue  that  has  caused  sales  pushing  for  a 
'proven  appraiser'  process." 

41 .  In  February  2007,  eAppraiselT  simply  capitulated  to  WaMu's  demands.  In  an 
email  on  February  22,  2007,  eAppraiselT's  President  told  senior  executives  at  First  American 
"we  have  agreed  to  roll  over  and  just  do  it."  He  explained  that  "we  were  willing  to  live  with  the 
change  if  they  would  back  us  up  with  the  appraisers  and  tell  them  that  simply  because  they  are 
rated  as  Gold  Preferred  does  not  mean  that  they  can  grab  all  the  fees.  They  agreed."  In  other 
words,  for  the  right  price  in  fees,  eAppraiselT  was  willing  to  go  along  with  the  Proven  Panel. 
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Indeed,  eAppraiselT's  President  suggested  to  WaMu 

that  if  this  the  case  we  should  have  Wamu  write  the  introduction 
letters  to  their  appraisers,  set  the  stage  and  let  us  do  our  magic  . . . :  I 
assured  her  the  noise  from  retail  will  stop  ....  She  brought  up  the  fact 
that  Wamu  knows  this  means  little  money  to  no  money  for  EA  and 
LSI  and  they  will  fix  that  in  the  near  future.  But  for  now  they  need  to 
stop  the  noise  or  none  of  us  will  be  around.  I  believe  her. 

42.  eAppraiselT  agreed  to  the  Proven  Panel  with  full  knowledge  that  WaMu's  loan 

production  staff  was  selecting  appraisers  that  would  "hit  value"  and  provide  higher  appraisals. 

In  an  email  dated  March  1,  2007,  eAppraiselT's  President  told  WaMu  executives: 

Recently,  we  have  been  notified  that  Lending  would  like  us  to  use 
more  of  their  "Proven  Appraisers"  versus  appraisers  off  our  pre- 
selected appraiser  panel.  It  seems  the  amount  of  Reconsideration  of 
Value  (ROV)  requests  associated  with  our  appraisers  far  exceeds  those 
initiated  when  a  WaMu  proven  appraiser  completes  a  file.  Said 
differently,  Wamu  proven  appraisers  bring  the  value  in  a  greater 
majority  of  the  time  with  minimal  involvement  of  the  vendor,  sales 
and  Appraisal  Oversight.  I  am  fine  with  that,  of  course,  and  will 
happily  assign  Wamu  orders  to  Wamu  proven  appraisers  instead 
of  eAppraiselT's  approved  panel  appraiser  whenever  possible. 
(Emphasis  added). 

With  this  email,  eAppraiselT's  President  "happily"  agreed  to  compromise  the  company's 

independence  and  violate  the  laws  governing  appraiser  independence. 

43.  On  March  5,  2007,  WaMu  confirmed  the  primary  role  of  its  loan  origination  staff 

in  picking  appraisers  in  a  follow-up  email,  in  which  it  explained  that  the 

Proven  Appraiser  List  is  being  created.  This  will  replace  the  WaMu 
preferred  list.  The  initial  list  of  names  will  be  provided  by  lending 

with  a  minimum  of  two  appraisers  per  area/county.  The  list  will  then 
be  reviewed  and  approved  by  the  Appraisal  Business  Oversight  Team 
and  will  be  checked  against  our  most  recent  ineligible  list.  Final  list 
will  be  provided  to  VMC's  [vendor  management  companies]. 
Majority  of  work  must  be  assigned  to  the  appraisers  on  the  Proven 
Appraiser  List  on  a  Priority  Basis.  (Emphasis  added). 
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44.  eAppraiselT  knew  that  the  "review  and  approval"  role  of  WaMu's  Appraisal 

Oversight  team  described  above  was  a  fig  leaf,  because  WaMu's  Appraisal  Oversight  team 

deferred  to  WaMu's  loan  production  staff.  For  example,  in  March  2007,  upon  learning  that 

WaMu's  loan  production  officers  were  pressuring  eAppraiselT  to  reach  a  predetermined  value 

for  a  particular  appraisal,  the  Appraisal  Oversight  Vendor  Relations  Manager  told  eAppraiselT 

to  "stop  coming  to  me  for  approval"  and  to  work  the  issue  out  with  the  lending  staff.  In  other 

words,  WaMu's  Appraisal  Oversight  group  provided  no  oversight  at  all. 

C.         Spring  2007:  First  American  and  eAppraiselT 

Knew  That  The  Proven  Appraiser  List  Was  Illegal 

45.  As  it  became  increasingly  apparent  to  eAppraiselT  that  WaMu's  loan  production 
staff  was  hand-picking  the  appraisers  that  eAppraiselT  was  required  to  use  based  on  the  values 
the  appraisers  provided,  eAppraiselT  began  to  consider  the  legal  implications  of  this 
arrangement.  eAppraiselT's  Executive  Vice  President  analyzed  the  federal  guidelines  and 
regulations  on  appraiser  independence  and  selection  of  appraisers  by  loan  production  staff,  and 
advised  eAppraiselT's  President  that  "Based  on  this,  I  think  WAMU's  new  initiative  is  way  over 
the  line.  It  is  even  possible  that  the  current  arrangement  crosses  the  line."  In  response, 
eAppraiselT's  President  wrote:  "Bingo!"  and  explained  that  since  the  federal  government 
enforced  appraiser  independence  rules  variably  in  different  regions  of  the  United  States,  and  that 
"it  boils  down  to  who  has  juice  with  whom  at  the  regulatory  level."  In  response,  the  Executive 
Vice  President  warned  "it  may  be  that  the  OTS  [federal  Office  of  Thrift  Supervision]  is  OK  with 
WAMU's  current  way  (maybe)  but  the  new  way  seems  to  be  quite  a  stretch." 

46.  On  April  4,  2007,  eAppraiselT's  Executive  Vice  President  wrote  an  email  to 
senior  eAppraiselT  executives  regarding  eAppraiselT's  legal  liability  for  using  WaMu's  Proven 
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List.  He  explained  that  appraiser  independence  is  initially 

the  lender's  responsibility  since  the  OCC  [Office  of  the  Comptroller  of 
the  Currency]/OTS  only  pertain  to  lenders.  However,  we  as  an  AMC 
need  to  retain  our  independence  from  the  lender  or  it  will  look  like 
collusion.  Imagine  a  simple  mortgage  broker  saying  he  will  give 
us  the  work  if  we  use  his  "proven"  appraiser.  We  say  no.  This  is 
very  similar  to  that  except  they  are  very  big. . . . 

So  the  push  back  to  WAMU  needs  to  be  (assuming  we  want  to  do  this 
some  day),  eAppraiselT  needs  to  choose  the  appraisers,  not  WAMU. 
Where  it  gets  really  clear  that  eAppraiselT  is  NOT  choosing  is  the 
proven  idea  because  they  always  go  first  and  MUST  be  selected  unless 
there  is  a  specific  reason  why  not.  eAppraiselT  is  clearly  being 
directed  who  to  select.  The  reasoning  that  there  are  fewer  ROVs 
is  bogus  for  many  reasons  including  the  most  obvious  -  the  proven 
appraisers  bring  in  the  values. 

Fun,  eh??  (Emphasis  added). 

47.  Yet,  despite  this  clear  articulation  of  what  eAppraiselT  should  do,  by  one  of  the 
company's  most  senior  executives,  eAppraiselT  did  not  "push  back."  It  agreed  to  use  the  WaMu 
Proven  Appraiser  Panel,  acceding  to  WaMu's  demands  for  complete  control  over  the  Proven 
Panel  and  the  reconsideration  of  value  process. 

48.  On  April  17,  2007,  eAppraiselT's  President  wrote  to  senior  executives  at  First 

American,  describing  the  issues  with  WaMu  as  follows: 

In  short,  the  issues  are  using  their  designated  appraisers  as  mandated 
by  the  WaMu  production  force  at  20%  gross  margin  and  bypassing  our 
panel.  We  view  this  as  a  violation  of  the  OCC,  OTS,  FDIC  and 
USPAP  influencing  regulation.  (Emphasis  added). 

49.  In  support  of  his  conclusion  that  using  the  WaMu  panel  violated  federal 
regulations  and  USPAP,  eAppraiselT's  President  attached  to  his  email  a  memorandum  to  WaMu 
that  was  prepared  by  eAppraiselT's  Executive  Vice  President.  At  the  outset  of  the 
memorandum,  eAppraiselT  summarized  the  guidelines  regarding  appraiser  independence, 
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stating: 

The  various  regulatory  boards  including  OTS,  OCC,  FDIC  and  others 
prepared  a  list  of  frequently  asked  questions  on  Independent  Appraisal 
and  Evaluation  Functions  on  March  21,  2005.  These  FAQs  should  be 
reviewed  in  conjunction  with  prior  guidelines  published  in  1994  and 
2003. 1  have  included  the  2005  FAQs  at  the  end  of  this  document.  We 
assume  that  you  are  very  familiar  with  these  documents. 

We  want  to  focus  on  appraiser  independence.  All  three  documents 
address  and  re-address  this  issue.  In  the  section  titled  Independence  of 
the  Appraisal  and  Evaluation  Function,  the  1994  and  2003  document 
states,  "Because  the  appraisal  and  evaluation  process  is  an  integral 
component  of  the  credit  underwriting  process,  it  should  be  isolated 
from  influence  by  the  institutions' s  loan  production  process."  This  is 
reinforced  in  the  Selecting  Individuals  to  Perform  Appraisals  or 
Evaluations  section  from  the  2003  document.  It  states  that  it  is 
important  to  ensure  that  the  program  is  safeguarded  from  internal 
influence  and  interference  from  an  institution's  loan  production  staff. 
Individuals  independent  from  the  loan  production  area  should  oversee 
the  selection  of  appraisers  and  individuals  providing  evaluation 
services. 

50.       eAppraiselT's  memorandum  then  applied  the  appraiser  independence  guidelines 

to  the  WaMu  Proven  Panel  and  concluded  that: 

Based  on  our  conversations  we  have  had  with  the  WAMU  oversight  as 
well  as  the  questions  and  answers  initiated  by  our  competitor  LSI,  it  is 
our  interpretation  that  the  loan  production  staff  has  a  great  deal 
to  do  with  selecting  appraisers.  The  PAL  [Proven  Appraiser  List] 
has  been  selected  by  the  loan  production  staff  and  the  continued 
use  of  these  appraisers  is  being  monitored  by  the  loan  production 
staff.  For  example,  on  the  LSI  question  #1  "Does  WAMU  want  to  be 
updated  transactionally  on  every  order  we  can  not  assign  to  a  PAL?", 
WAMU's  answer  is  "Yes,  we  need  a  short  sentence  in  the  message  log 
so  that  we  can  monitor,  -  AND  most  important  -  lending  can  see  why 
you  didn't  assign  to  a  PAL  service  provider.  Not  using  a  PAL 
appraiser  will  be  an  issue  so  we  need  to  ensure  we've  covered  our 
bases  as  to  why  they're  not  utilized."  This  appears  to  be  directly  in 
contradiction  to  the  interagency  guidelines  unless  you  have  a 

different  interpretation. 

*  *  * 

This  produces  the  following  challenge  -  eAppraiselT  is  operating 
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under  what  appears  to  be  a  mandate  from  WAMU  in  utilizing  PAL 
selected  appraisers  (and  this  selection  is  coming  from  the  loan 
production  staff).  We  are  then  asked  to  rep  and  warrant  this  work. 
We  are  concerned  about  this  arrangement  from  a  risk  perspective  . . . 
."  (Emphasis  added). 

51.  As  demonstrated  by  this  memorandum,  First  American  and  eAppraiselT  knew 
that  complying  with  the  WaMu  Proven  Panel  violated  appraiser  independence  regulations. 
However,  eAppraiselT  did  not  stop  conducting  appraisals  for  WaMu  using  the  tainted  Proven 
Panel.  To  the  contrary,  First  American's  Chief  Operating  Officer,  who  sits  on  First  American's 
Compliance  Committee,  testified  under  oath  that  his  reaction  to  the  April  17  email  and  the 
attached  memorandum  was  that  "I  don't  recall  anything  unique  about  this  email." 

52.  Again,  on  April  17,  2007,  eAppraiselT's  Executive  Vice  President  wrote  to 

eAppraiselT's  President  and  Chief  Operating  Officer  regarding  eAppraiselT's  legal  liability: 

OTS  and  OCC  only  control  lenders.  However,  there  is  the  legal 
concern  about  collusion.  For  example,  let's  say  it  is  discovered  that  a 
lender  (loan  officer  at  a  lender)  is  being  collusive  with  an  appraiser 
that  is  on  OUR  (WAMU)  panel.  That  is,  our  reps  and  warrants  apply. 
Then  we  are  liable  I  would  say  because  we  have  gone  along  with  it. . . 

In  addition,  I  think  it  will  tarnish  our  reputation  in  the  appraisal 
community  because  we  are  allowing  WAMU  to  pick  appraisers  based 
on  their  loan  officers.  It  makes  us  look  complicit.  So  [it]  may  not  be 
actionable  legally  but  would  hurt  our  reputation.  So  those  are  two  bad 
things  off  the  cuff.  There  may  be  more  if  we  think  about  it  and  use 
creative  paranoia. 

53.  On  April  17,  2007,  eAppraiselT  emailed  its  staff  appraisers  to  explain  why  the 
staff  appraisers  had  been  removed  from  the  WaMu  Proven  List.  In  these  messages, 
eAppraiselT's  ABMs  acknowledged  that  WaMu  loan  origination  staff  were  now  choosing  the 
appraisers  for  their  loans: 
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I  thought  I  [sic]  pass  on  my  thoughts  regards  the  recent  message  that 
we  all  received  for  [sic]  Peter  last  weekend.  I  will  be  glad  to  tell  you 
what  I  know.  I  have  been  told  that  the  lending  folks  at  Wamu  and 
[sic]  were  unhappy  with  the  AMC's  and  felt  they  were  not  receiving  a 
good  level  of  appraisal  work.  They  therefore  decided  to  construct 
their  own  appraisal  panel,  now  known  as  the  wamu  proven  panel,  and 
instructed  the  AMC's  to  utilize  appraisers  from  this  panel  whenever 
possible.  The  end  result  is  that  if  you  are  not  on  this  proven  panel  it  is 
very  unlikely  you  will  receive  wamu  work. 

No  independent  appraiser  could  misread  this  message:  if  you  want  to  do  work  for  WaMu,  you 
will  have  to  satisfy  the  "lending  folks  at  Wamu." 

54.  Even  beyond  picking  the  Proven  Panel,  WaMu's  loan  officers  at  times  also 
directly  selected  specific  individual  appraisers  on  the  panel  to  conduct  their  appraisals.  On  April 
19,  2007,  eAppraiselT's  Chief  Operating  Officer  wrote  in  an  email  to  eAppraiselT's  President 
and  Executive  Vice  President: 

Evidently,  we  do  get  calls/emails  from  the  WaMu  Oversight  Group  to 
select  a  specific  appraiser  for  an  order.  Now,  normally,  this  would  not 
be  a  concern  since  the  group  is  separate  from  [WaMu]  lending. 
However,  Vicky  [at  eAppraiselT]  is  also  receiving  a  copy  of  an  email 
from  the  LC  [WaMu  Loan  Consultants]  to  Oversight  requesting  the 
appraiser  selection  -  then  the  subsequent  email  from  Oversight 
directing  the  assignment  change." 

55.  By  April  2007,  WaMu  had  complete  control  over  eAppraiselT's  appraiser  panel. 

On  April  26,  2007,  eAppraiselT's  President  wrote  an  email  to  senior  management  at  First 

American  regarding  WaMu.  In  the  email,  eAppraiselT's  President  discussed  the  Proven  Panel 

and  eAppraiselT's  reputational  risk: 

Sales  is  the  driving  force  behind  the  Proven  Appraiser  List  (PAL) 
which  is  questionable  from  regulatory  perspective.  We  are  required  to 
use  these  appraisers  at  80/20%  fee  splits.  This  is  dilutive  to  our  P&L. 
Even  with  the  implementation  of  such,  we  are  still  finding  that  we  are 
being  questioned  surrounding  what  appraiser  was  assigned  the  order. 
We  feel  our  reputation  in  the  industry  is  being  tarnished  by  the 
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implementation  of  the  Proven  List  since  Production  selects  the 
appraiser.  (Emphasis  Added). 

56.  Yet  First  American  and  eAppraiselT  continued  to  comply  with  WaMu's  demands 
and  agreed  to  use  the  Proven  Panel  selected  by  WaMu  loan  production  staff. 

57.  On  May  1 1 ,  2007,  eAppraiselT's  Executive  Vice  President  wrote  to 

eAppraiselT's  President  that  "currently  WAMU  is  controlling  the  appraiser  panel.  They  are 

selecting  the  appraisers  and  calling  them  'proven'  appraisers.  These  appraisers  are  being  chosen 

by  their  sales  force.  First  American  eAppraiselT  (FA  eAppraiselT)  is  obligated  to  use  these 

appraisers."  According  to  eAppraiselT's  Executive  Vice  President,  WaMu  was  using  a  Proven 

Panel  because  of  the  "low  values"  from  eAppraiselT's  appraisers. 

D.         Spring  2007:  First  American  and  eAppraiselT  Attempt 
to  Stop  Warranting  WaMu's  Appraisals  Because  They 
Know  They  Have  Illegally  Compromised  Appraiser  Independence 

58.  On  April  26,  2007,  eAppraiselT  informed  WaMu  that  effective  May  1,  2007,  it 
would  no  longer  "be  warranting  appraisals  as  performed  by  the  Wamu  selected  Proven  Appraiser 

List  (PAL)  appraiser  on  originations The  new,  verbal  requirements  to  utilize  Wamu's 

panelists  falls  outside  the  spirit  and  letter  of  our  agreement  as  it  relates  to  Warranties " 

59.  This  was  a  dramatic  departure  from  eAppraiselT's  regular  practices.  On  its 
website,  eAppraiselT  claims  that:  "All  of  First  American  eAppraiselT's  traditional  appraisal 
products  come  standard  with  one  of  the  industry's  strongest  warranties.  Our  warranty  coverage 
includes  foreclosure  loss  incurred  due  to  fraud  or  gross  negligence.  First  American 
eAppraiselT's  commitment  to  appraisal  quality  means  our  customers  don't  need  to  go  through 
the  lengthy  and  difficult  process  of  filing  a  claim  against  our  Errors  and  Omissions  policy,  in  the 
event  they  suffer  a  loss  due  to  appraisal  error.  Of  course,  the  policy  is  there  for  that  purpose,  but 
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our  warranty  presents  a  much  simpler  way  to  recover  losses  due  to  appraisal  fraud  or  gross 
negligence." 

60.  eAppraiselT  threatened  to  stop  warranting  WaMu  appraisals  because 
eAppraiselT's  management  knew  that  it  had  compromised  its  appraiser  independence  by  using 
the  WaMu  Proven  Appraiser  List.  eAppraiselT's  Chief  Appraiser  has  testified  that  the  threat  to 
stop  warranting  was  based  on  the  risks  inherent  with  WaMu's  choice  of  such  a  "limited"  panel. 

6 1 .  eAppraiselT' s  senior  managers  acknowledged  these  risks  internally  to  one 
another.  As  eAppraiselT's  Executive  Vice  President  explained  in  an  email  to  other  members  of 
senior  management  while  discussing  a  particular  reconsideration  of  value:  "The  original 
appraiser  was  a  WAMU  proven  appraiser  coming  in  $750,000  higher  than  the  eAppraiselT 
review  appraiser.  This  is  a  good  example  of  why  we  currently  have  stopped  rep  and  warrants 
and  our  concerns  about  over-valued  properties." 

62.  In  response  to  the  above  email,  eAppraiselT's  Chief  Operating  Officer  wrote  that 
"In  addition  to  this  example,  we  are  also  seeing  what  appears  to  be  a  higher  incidence  of 
Threshold  Reviews  [mandated  for  properties  worth  over  $1  million]  coming  in  with  a  lower 
value  than  the  original  appraisal.  I  think  this  supports  our  concern  regarding  the  proven  list." 

63.  On  April  30,  3007,  eAppraiselT's  President  wrote  to  his  Chief  Operating  Officer, 
regarding  the  warranting  of  appraisals  from  WaMu's  Proven  Panel: 

I  have  given  serious  thought  to  your  suggestion  on  Friday  regarding  an 
addendum  to  section  B  of  the  contract  striking  our  quality  control 
efforts  and  warranty  coverage  on  appraisals  performed  by  an  appraiser 
off  the  Wamu  Proven  Appraiser  List  (PAL).  Would  you  draft 
something  that  stipulates  this?  Again,  this  new  requirement  violates 
the  spirit  of  our  agreement  where  we  agreed  to  aggressively  QC  and 
warrant  appraisals  as  performed  by  our  own  panel.  Using  Loan 
Officer's  favorite  appraiser  is  obviously  something  we  will  not 
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stand  behind  from  a  quality  and  risk  perspective.  (Emphasis 
added). 

64.  Nevertheless,  eAppraiselT  continued  to  perform  appraisals  for  WaMu,  and 
continued  to  tout  its  independence. 

65.  The  New  York  Attorney  General  issued  a  subpoena  to  First  American  on  May  5, 

2007. 

66.  On  May  15,  2007,  eAppraiselT's  Chief  Operating  Officer  in  an  email  wrote  to 
eAppraiselT's  President  regarding  WaMu's  Appraisal  Oversight  group:  "I  think  this  proves  the 
point  that . . .  Oversight  continues  to  buckle  when  confronted  with  direct  and  unrelenting 
pressure  from  lending." 

67.  Although  eAppraiselT  repeatedly  told  First  American  that  WaMu's  loan 
origination  staff  illegally  selected  and  controlled  its  Proven  Appraiser  List  and  that,  in  some 
instances,  loan  officers  were  directly  selecting  specific  appraisers,  First  American  instructed 
eAppraiselT  to  continue  the  business  relationship  with  WaMu.  By  email  dated  May  17,  2007, 
First  American's  Chief  Operating  Officer  instructed  eAppraiselT's  President  and  Executive  Vice 
President  to  continue  the  relationship  with  WaMu  and  to  "design  a  model  that  predominantly 
leverages  their  panel  but  doesn't  violate  our  independence  which  is  probably  easier  said  than 
done  but  there  should  be  a  way  to  figure  it  out."  (Emphasis  added). 

68.       On  May  29,  2007,  eAppraiselT's  Executive  Vice  President  summarized  the 
problems  in  the  eAppraiselT/WaMu  business  relationship  in  a  letter  to  a  senior  executive  at 
WaMu  as  follows: 

In  the  first  quarter  of  2007,  the  sales  group  of  WAMU  began  to  insist 
they  choose  the  appraisers  mostly  due  to  their  concerns  about  Mow 
values.'  eAppraiselT  encouraged  WAMU  to  resist  these  pressures  if 
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possible.  However,  WAMU  decided  to  go  with  what  came  to  be 
called  the  "proven"  list  of  appraisers  recommended  by  sales. . . . 

The  use  of  the  "proven  panel  is  challenging  for  eAppraiselT  in  two 
ways:  A.  Financially  -  The  proven  panel  is  paid  a  minimal  of  20% 
more  than  the  eAppraiselT  panel.  B.  Risk  Management  -  the 
possibility  of  collusion  between  the  loan  officers  and  appraisers  is 
increased  when  eAppraiselT  does  not  control  the  selection.  In 
addition,  eAppraiselT  is  concerned  with  any  possible  lender  pressure 
or  perception  of  lender  pressure  when  the  only  way  to  get  on  the 
WAMU  "proven"  panel  is  through  the  loan  officer. 

69.  Despite  this  articulation  of  the  "possibility  of  collusion,"  nothing  changed 

between  the  parties,  except  cosmetically,  and  they  continued  in  this  corrupt  business 

relationship.  On  June  7,  2007,  a  WaMu  executive  directed  eAppraiselT  to  change  the  name  of 

the  Proven  List  for  the  following  reasons:  "Name  change  from  "proven  appraiser"  and/or  use  of 

the  moniker  "PAL"  list  is  discontinued,  under  direction  of  the  WaMu  legal  department.  We  are 

utilizing  a  more  generic  term  acceptable  w/in  regulatory  guidelines  and  industry  standards."  The 

Proven  Appraiser  Panel  was  renamed  the  "WaMu  Select"  panel,  and  eAppraiselT  accepted  the 

name  change  while  doing  nothing  to  solve  the  regulatory  violations. 

IV.       First  American  and  eAppraiselT  Permit  WaMu's  Loan  Origination  Staff 

to  Remove  Appraisers  From  the  Proven  Appraiser  Panel  and  to  Improperly 
Communicate  Directly  With  eAppraiselT  Appraisal  Business  Managers 

70.  As  discussed  above,  First  American  and  eAppraiselT  permitted  WaMu's  loan 
origination  staff  to  select  a  Proven  Appraiser  List  of  appraisers  and  to  control  the  Proven  Panel. 
In  addition,  First  American  and  eAppraiselT  permitted  WaMu's  loan  origination  staff  to  remove 
appraisers  from  the  Proven  Panel  on  the  grounds  that  such  appraisers  consistently  valued 
properties  lower  than  WaMu's  desired  target  amount,  had  a  high  rate  of  reconsideration  of  value 
requests,  or  performed  desk  reviews  that  reduced  another  appraiser's  value  for  a  given  property. 
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71.  In  one  specific  example,  in  or  about  December  2006,  a  particular  appraiser 
("Appraiser  A")  was  approved  to  be  an  appraiser  on  the  Proven  Panel.  From  January  25,  2007 
through  May  7,  2007,  Appraiser  A  conducted  five  appraisals  for  eAppraiselT  with  respect  to 
WaMu  properties.  For  each  appraisal,  WaMu  requested  a  reconsideration  of  value.  In  each 
instance,  Appraiser  A  refused  to  increase  the  value. 

72.  Shortly  thereafter,  Appraiser  A  was  removed  from  the  Proven  List  and  placed  on 
the  WaMu  inactive  list.  He  was  then  told  by  a  WaMu  sales  assistant  that  he  was  removed  from 
the  panel  because  he  did  not  increase  values  in  response  to  these  reconsiderations  of  value.  This 
same  WaMu  sales  assistant  told  Appraiser  A  that  many  appraisers  who  had  previously  been 
removed  from  WaMu's  list  of  active  appraisers  for  conducting  fraudulent  appraisals  were  being 
reinstated  on  WaMu's  Proven  List  in  order  to  help  ensure  that  appraisals  would  come  in  at 
sufficiently  high  value  to  permit  the  loans  to  close. 

73.  On  May  30,  2007,  Appraiser  A  wrote  to  eAppraiselT  regarding  the  WaMu  Proven 
Panel.  In  the  email,  Appraiser  A  wrote  that:  "We  continued  to  provide  this  high  level  of  service 
when  eAppraiselT  took  over  as  appraisal  management.  With  no  explanation  or  warning,  I  was 
removed  from  the  assignment  rotation  in  mid  April  of  this  year.  I  respectfully  ask  to  be  re- 
instated as  an  active  preferred  appraiser." 

74.  Following  receipt  of  Appraiser  A's  email,  on  May  30,  2007,  an  eAppraiselT 
Appraisal  Specialist  wrote  to  eAppraiselT's  Executive  Vice  President,  Chief  Operating  Officer 
and  Chief  Appraiser: 

I  was  working  with  two  good,  solid  long-time  wonderful  appraisers  in 
NY  and  CT  until  right  after  the  WaMu  Proven  Panel  was  formed. 
They  were  both  removed  very  soon  after  for  no  apparent  reason.  We 
were  having  value  issues,  however,  I  felt  their  work  was  very 
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defendable  and  supportable,  and  kept  copious  notes  on  our 
dealings.  They  have  continued  to  keep  in  touch  with  me,  in  order  to 
find  out  why  they  were  removed  from  the  panel.  (Emphasis  added). 

75.  On  May  31,  2007,  eAppraiselT's  Chief  Appraiser  replied: 

First  he  was  on  the  Master  List  so  put  on  WAMU  Proven  and  then  as 
the  list  went  around  he  was  REMOVED.  The  probability  that  a  loan 
officer  requested  him  to  be  removed  is  pretty  high  I  think  because  that 
is  what  they  did  with  the  Master  List;  they  sent  it  out  to  Lending  to 
choose. 

76.  To  date,  Appraiser  A  remains  off  the  Proven  Panel. 

77.  Another  appraiser  ("Appraiser  B")  conducted  hundreds  of  appraisals  for  WaMu 
loans  through  eAppraiselT  from  January  2007  through  April  2007.  During  this  period, 
Appraiser  B  received  102  Reconsideration  of  Value  requests. 

78.  On  April  3,  2007,  in  an  email  Appraiser  B  wrote  to  eAppraiselT  the  following: 

I  WAS  JUST  MADE  AWARE  FROM  ONE  OF  YOUR 
COMPETITORS  (LSI)  THAT  I  MAY  BE  ON  A  BLOCKED  LIST 
FROM  WAMU.  THIS  MAY  HAVE  SOMETHING  TO  DO  WITH 
THIS  APPRAISAL  IN  QUESTION  FOR  WHICH  I  THOUGHT  WAS 
BEING  TAKEN  CARE  OF  AND  IN  PROCESS  OF  BEING 
RESOLVED.  CAN  SOMEONE  HELP  ME  OUT  HERE  AS  THIS  IS 
IMPORTANT  TO  US  TO  KEEP  THE  RELATIONSHIP  WITH 
WAMU  THROUGH  EAPPRAISEIT.  WHAT  IS  GOING  ON  AND 
WHAT  CAN  I  DO  TO  CLEAR  THIS  FILE  UP?????  (Capitals  in 
original). 

79.  A  senior  appraiser  employed  by  Appraiser  B  argued  to  eAppraiselT  that  he  was 
removed  because  WaMu  did  not  like  it  when  he  reduced  appraisal  values  after  desk  reviews.  He 
wrote:  "After  reviewing  appraisals  over  the  past  few  months,  many  of  which  are  fraudulent,  with 
inflated  unsupported  values,  it  is  disturbing  that  WaMu's  focus  and  concern  is  misplaced  with 
the  review  process." 

80.  To  date,  Appraiser  B  is  still  on  the  WaMu  removed  list. 
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8 1 .  Similarly,  on  April  1 7,  2007,  a  third  appraiser  ("Appraiser  C")  wrote  to 
eAppraiselT  that: 

This  is  the  second  Wamu  Appraisal  quality  assurance  issue  I  have 
received  from  Wamu  in  the  past  2  months.  Both  as  a  result  of  an 
appraisal  I  completed  that  did  not  come  in  to  their  predetermined  value 
for  a  "valued"  Wamu  client.  I  was  pressured  for  2  weeks  to  change 
both  my  value  and  the  conditions  of  my  appraisal  report . . .  both 
of  which  were  violations  of  USPAP,  FANNIE  MAE  and  the 
Supplemental  Standards  I  am  required  to  observe  and  am  bound 
by  my  license  to  complete.  Since  that  time,  I  have  been  singled  out 
by  WaMu  and  have  been  pressured  on  every  appraisal  I  have 
completed  that  did  not  reach  a  pre-determined  value.  I  feel  that  Wamu 
is  in  process  of  "blacklisting"  me  as  an  approved  Wamu  appraiser  by 
going  after  each  appraisal  I  complete  and  looking  for  violations." 
(Emphasis  added). 

82.  Appraiser  C  wrote  this  email  after  having  been  pressured  and  harassed  to  increase 
values  on  two  appraisals,  after  WaMu  had  requested  ROVs  and  she  had  declined  to  increase  the 
values.  Shortly  after  her  refusal  to  increase  these  values,  she  received  two  "Unacceptable 
Appraisal  Notifications"  from  WaMu.  After  having  been  harassed  and  targeted  with 
"unacceptable"  strikes,  she  withdrew  from  WaMu's  panel  in  order  to  avoid  being  removed 
against  her  will. 

83.  Senior  executives  at  eAppraiselT  acknowledged  that  WaMu  was  targeting  their 
appraisers.  On  May  23,  2007,  eAppraiselT's  Chief  Operating  Officer  wrote  to  eAppraiselT's 
Executive  Vice  President  that "  It  was  disturbing  to  find  out  from  [WaMu]  that  we  receive  three 
times  the  number  of  strike  letters  as  LSI  -  and  we're  getting  less  volume.  This  indicates  to  me 
that  they  have  targeted  our  "non-proven"  appraisers  -  and  are  somewhat  biased  against  EA  in 
their  work." 

84.  Further,  eAppraiselT  permitted  loan  officers  at  WaMu  to  communicate  directly 
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with  eAppraiselT's  ABMs  and  Appraisal  Specialists  by  telephone  and  email,  to  discuss  appraisal 
values.  Indeed,  eAppraiselT  permitted  loan  officers  at  WaMu  to  pressure  eAppraiselT  ABMs 
and  Appraisal  Specialists  about  appraisal  values  even  after  an  initial  appraiser  has  considered  a 
value  reconsideration  request  and  refused  to  change  the  value. 

85.  eAppraiselT  permitted  these  improper  practices  because  WaMu  is  a  large  client 
that  demanded  the  right  to  have  these  contacts.  And  eAppraiselT's  ABMs  had  the  authority  to 
change  a  final  appraisal  value  only  because  WaMu  had  demanded,  in  September,  2006,  that 
ABMs  be  permitted  to  "proactively  mak[e]  a  decision  to  override  and  correct  the  third  party 
appraiser's  value  or  reviewer's  value  cut." 

86.  Further,  email  exchanges  between  WaMu  and  eAppraiselT  show  that  WaMu 
repeatedly  pushed  eAppraiselT's  ABMs  to  increase  appraised  values  so  that  loans  could  close. 
For  example,  in  one  exchange  with  an  eAppraiselT  review  appraiser,  a  WaMu  loan  officer  wrote 
that  "Basically,  if  we  don't  get  at  least  the  appraised  value  of  $3,650,000  ...  we  lose  the  deal." 
(Ellipses  in  original).    Earlier  that  day,  this  loan  officer  told  eAppraiselT  that  "if  we  don't  have 
a  definitive  $$  appraised  value  then  the  borrower  will  go  to  another  lender  with  a  higher 
appraised  value  of  $4mm.  Please  ...  at  least . . .  keep  this  value  at  the  original  appraised  value 
of  $3,650,000."  (Ellipses  in  original). 

87.  On  May  23,  2007,  eAppraiselT's  Chief  Appraiser  described  these  comments  as  "a 
clear  picture  of  Lender  Pressure  on  behalf  of  WaMu." 

88.  eAppraiselT  received  other  communications  from  WaMu  in  which  WaMu 
attempted  to  influence  the  appraised  values  of  specific  properties.  For  example,  on  May  24, 
2007,  eAppraiselT's  Chief  Operating  Officer  wrote  to  eAppraiselT's  President  that:  "We  have 
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received  in  the  past,  and  now  most  recently  with  the  Sag  Harbor  event  (which  incidentally  just 
happens  to  be  a  New  York  property),  communications  where  it  could  be  viewed  that  EA  did 
experience  some  level  of  influence  to  increase  a  value  beyond  that  which  we  concluded  in  our 
own  analysis  was  not  supported." 

89.  eAppraiselT's  internal  appraisal  log  entries  indicate  that  its  Review  Appraisers 
and  ABMs  increased  property  values  on  appraisal  reports  after  being  told  by  WaMu  loan 
origination  staff  that  such  increases  would  help  loans  to  close.  For  the  period  of  November  2006 
to  May  2007,  there  were  8  desk  reviews  performed  by  ABMs  and  1  desk  review  performed  by 
the  Appraisal  Specialist  relating  to  properties  in  New  York,  all  of  which  were  for  WaMu.  The 
appraised  values  were  increased  in  each  of  the  9  desk  reviews  completed,  as  follows:  from 
$825,000  to  $850,000,  $230,000  to  $240,000,  $415,000  to  $420,000,  $1,550,000  to  $2,270,000, 
$720,000  to  $730,000,  $535,000  to  $556,000,  $580,000  to  $587,000,  $500,000  to  $525,000. 

90.  This  level  of  contact  between  WaMu's  loan  production  staff  and  eAppraiselT's 
ABMs  is  prohibited  by  USPAP's  independence  requirements  and  by  state  and  federal  law. 

FIRST  CAUSE  OF  ACTION 

(Fraudulent  or  Illegal  Business  Practices  -  Executive  Law  §  63(12)) 

91 .  The  acts  and  practices  alleged  herein  constitute  conduct  proscribed  by  §  63(12)  of 
the  Executive  Law,  in  that  defendants  engaged  in  repeated  fraudulent  or  illegal  acts  or  otherwise 
demonstrated  persistent  fraud  or  illegality  in  the  carrying  on,  conducting  on  transaction  or  a 
business. 

SECOND  CAUSE  OF  ACTION 

(Deceptive  Acts  or  Practices  -  General  Business  Law  §  349) 

92.  The  acts  and  practices  alleged  herein  constitute  conduct  proscribed  by  §  349  of 
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the  General  Business  Law;,  in  that  defendants  engaged  in  repeated  deceptive  acts  or  practices  in 
the  conduct  of  its  business. 

THIRD  CAUSE  OF  ACTION 

(Unjust  Enrichment) 

93.       By  engaging  in  the  acts  and  conduct  described  above,  defendants  unjustly 
enriched  themselves  by  receiving  payment  for  independent,  accurate,  and  legal  appraisals,  but 
failing  to  provide  such  appraisals. 

WHEREFORE,  plaintiff  demands  judgment  against  the  defendants  as  follows: 

A.  Enjoining  and  restraining  First  American  and  eAppraiselT,  their  affiliates, 
assignees,  subsidiaries,  successors  and  transferees,  their  officers,  directors,  partners,  agents  and 
employees,  and  all  other  persons  acting  or  claiming  to  act  on  their  behalf  or  in  concert  with 
them,  from  engaging  in  any  conduct,  conspiracy,  contract,  agreement,  arrangement  or 
combination,  and  from  adopting  or  following  any  practice,  plan,  program,  scheme,  artifice  or 
device  similar  to,  or  having  a  purpose  and  effect  similar  to,  the  conduct  complained  of  above. 

B.  Directing  that  First  American  and  eAppraiselT,  pursuant  to  Article  22-A  of  the 
General  Business  Law,  §  63(12)  of  the  Executive  Law  and  the  common  law  of  the  State  of  New 
York,  disgorge  all  profits  obtained,  including  fees  collected,  and  pay  all  restitution,  and  damages 
caused,  directly  or  indirectly  by  the  fraudulent  and  deceptive  acts  complained  of  herein; 

C.  Directing  that  First  American  and  eAppraiselT  pay  plaintiffs  costs,  including 
attorneys'  fees  as  provided  by  law; 

D.  Directing  such  other  equitable  relief  as  may  be  necessary  to  redress  First 
American  and  eAppraiselT's  violations  of  New  York  law;  and 
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Granting  such  other  and  further  relief  as  may  be  just  and  proper. 


Dated:  New  York,  New  York 

November  1,2007 


ANDREW  M.  CUOMO 

Attorney  General  of  the  State  of  New  York 

Attorney  for  Plaintiff 

120  Broadway,  25th  Floor 

New  York,  New  York  10271 

(212)416-6053 


By:       : 

Nicole  Gueron 

Deputy  Chief  Trial  Counsel 

Of  Counsel: 

Christopher  Mulvihill 

Assistant  Attorney  General 
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Chow,  Edwin  L 


From-  Dochow,  Darrel  W 

Sent-  Wednesday,  November  07, 2007  1 1 :02  AM 

To.  '  Dochow,  Darrel  W;  Thomas,  Randy  W;  Chomicz,  Susan  L;  Hendriksen,  James  A;  Franklin, 

Benjamin  D;  Johnson,  Mark  W 
Cc:  Polakoff ,  Scott  M;  Ward,  Timothy  T;  Bowman,  John  E;  Chow,  Edwin  L;  Petrasic,  Kevin; 

Quigley,  Lori  G;  Messett,  Brian  C 
Subject:  RE:  Assertion 

Hello  All: 

Given  the  new  news  this  morning,  I  believe  that  OTS  needs  to  open  up  its  own  special  investigation. 

WAMU  executives  have  talked  with  both  Freddie  and  Fannie  today  and  both  GSEs  have  confirmed  they  will  continue  to 
buy  loans  from  WAMU.  The  GSEs  have  also  agreed  to  have  a  special  examiner  review  the  appraisal  issue  in  their 
conversations  with  NYAG  Cuomo.  The  GSEs  have  not  seen  the  subpoena  yet. 

WAMU  started  their  own  special  investigation  a  few  days  ago  when  this  broke  by  the  special  unit  under  Chief  Counsel 
Faye  Chapman  using  some  internal  audit  staff. 

Darrel 


From:  Dochow,  Darrel  W 

Sent:  Wednesday,  November  07,  2007  7:40  AM 

To:  Thomas,  Randy  W;  Chomicz,  Susan  L;  Hendriksen,  James  A;  Franklin,  Benjamin  D;  Johnson,  Mark  W 

Cc:  Polakoff,  Scott  M;  Ward,  Timothy  T;  Bowman,  John  E;  Chow,  Edwin  L 

Subject:  RE:  Assertion 

Jim  Hendriksen,  Mark  Johnson  and  Ben  Franklin: 

The  OTS  has  received  a  similar  allegation  as  to  the  one  by  NYAG  Cuomo  relating  to  LSI  and  WAMU  in  Arizona.  I  am 
thinking  that  we  ask  for  a  formal  investigation  by  the  WAMU  special  investigative  unit  of  this  and  the  NYAG  allegations  and 
have  the  investigation  report(s)  shared  with  us  and  we  meet  with  the  investigators.  We  simultaneously  open  up  a  special 
investigation  so  that  we  can  interview  folks  directly  etc  if  necessary.  As  you  recall,  the  special  investigation  unit  reports  to 
the  Chief  Counsel  and  the  Board,  so  independence  is  good.  This  is  similar  to  how  we  have  handled  some  previous 
situations. 

Lets  discuss  today  between  meeting  breaks 
Darrel 


From:  Thomas,  Randy  W 

Sent:  Wednesday,  November  07,  2007  7:09  AM 

To:  Dochow,  Darrel  W;  Chomicz,  Susan  L 

Cc:  Polakoff,  Scott  M;  Ward,  Timothy  T;  Bowman,  John  E 

Subject:  Assertion 

Darrel  and  Susan:  Below  this  introduction,  I  have  cut  and  pasted  from  2  emails  that  I  received  yesterday  as  Ombudsman 
from  an  individual  who  asserts  that  he  has  knowledge  of  "massive  mortgage  fraud"  in  connection  with  appraisals 
performed  on  behalf  of  Wamu.  He  has  consented  to  me  using  his  name  and  passing  his  information  on  to  Supervision 
and  Enforcement.  I  am  expecting  to  receive  at  least  another  email  from  him  with  additional  details  when  he  returns  to  his 
office. 

I  initially  advised  him  to  contact  the  FBI.  He  emailed  back  and  said  that  he  has  been  in  contact  with  the  FBI,  but  there 
seems  to  be  no  action  taken  and  no  communication  back  from  the  FBI. 

I  will  keep  you  posted  as  I  receive  additional  information  from  him. 
Randy 


******** 
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From:  Polakoff,  Scott  M 

Sent:  Saturday,  November  1 7,  2007  1 :22  PM 

To:  Reich,  John  M  <reichjm@office  of  thrift  supervision.com> 

Subject:  Re:  Draft  of  Proposed  Action  Plan  for  Washington  Mutual,  eAppraiselT,  and  LSI 

Special  Examination 


John  -  111  take  a  good  look  at  the  plan  and  give  you  my  thoughts.  Also,  I  have  learned  that  the  next  FFJEC  meeting  occurs  at 
the  same  time  as  our  all-managers  conference.  I  haven't  seen  an  agenda  for  the  ffiec  meeting  yet  but  the  timing  is  identical  to 
our  Gallup  briefing.  We  have  been  unsuccessful  in  trying  to  move  Gallup. 

Would  you  like  me  to  represent  you  at  the  ffiec?  If  not,  who  would  you  want  to  accompany  you  as  I  need  to  let  the  ffiec 
folks  know. 

Thanks 

Scott 

Scott  Polakoff 


Sent  from  my  BlackBerry  Wireless  Handheld 


- —  Original  Message 

From:  Reich,  John  M 

To:  Polakoff,  Scott  M 

Sent:  Fri  Nov  16  22:27:53  2007 

Subject:  Fw:  Draft  of  Proposed  Action  Plan  for  Washington  Mutual,  eAppraiselT,  and  LSI  Special  Examination 

Scott, 

This  appears  to  be  a  comprehensive  (and  impressive)  review  schedule.  It  doesn't  appear,  on  the  surface  anyway,  to  leverage 
off  of  WaMu's  own  review.  Do  you  think  we  might  be  totally  reinventing  the  wheel  and  possibly  taking  too  long  to  complete 
our  review? 

John 


Sent  using  BlackBerry 


Original  Message 

From:  Chow,  Edwin  L 

To-  Polakoff,  Scott  M;  Ward,  Timothy  T;  Bowman,  John  E;  Quigley,  Lori  G;  Chomicz,  Susan  L 

Cc:  Reich,  John  M;  Russell,  Robert  W;  Dochow,  Darrel  W;  Johnson,  Mark  W;  Hendriksen,  James  A;  Franklin,  Benjamin  D; 

Thorvig,  Bruce  L;  Archibald,  Robert  D;  Henry,  David  R;  Shambaugh,  Scott  E 
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Sent:  Fri  Nov  16  19:05:26  2007 

Subject:  Draft  of  Proposed  Action  Plan  for  Washington  Mutual,  eAppraiselT,  and  LSI  Special  Examination 

Hello  everyone, 

Darrel  asked  that  we  share  with  you  the  latest  draft  of  the  proposed  action  plan  for  the  WaMu  special  examination  for  your 
review  and  input 

We  welcome  your  suggestions  and  any  available  staff  resources  from  Washington  DC  and/or  the  other  regions  that  may  have 
specialized  appraisal  expertise.  To  date,  the  West  has  committed  Bruce  Thorvig  (Examiner,  MAI  Appraiser,  and  national 
appraisal  expert)  and  Scott  Shambaugh  (examiner  and  former  appraiser)  to  this  assignment  under  the  coordination  of 
Assistant  Director  Mark  Johnson ,  WaMu  EIC  Ben  Franklin,  WaMu  LPM  Bob  Archibald,  and  Regional  Enforcement 
Counsel  Jim  Hendriksen  (who  will  be  in  charge  of  the  special  407m  investigation  and  legal/enforcement  work).  The 
proposed  scope  of  work  in  this  draft  plan  is  very  extensive  and  we  are  still  in  the  process  of  refining  it,  as  well  as  estimating 
the  additional  resources  and  timeline  that  will  be  necessary  to  complete  this  work. 

On-site  work  on  this  special  examination  began  earlier  this  week  at  WaMu,  and  Jim  Hendriksen  has  also  started  a  review  of 
the  eAppraiselT  and  LSI  documents. 

Let  us  know  if  you  have  questions  or  comments. 

Thanks,  Edwin 

«Appraisal  Review  Final  Draft.doc» 
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OTS  ENFORCEMENT 

Status  of  Formal  Investigations 

(as  of  12/15/2008) 


Name  of  Institution 


Location 


OTS#       Authorized 


Prima  Facie  Case 
Memorandum 


Current  Status 


Redacted  by  the 
Permanent  Subcommittee  on  Investigations 
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Redacted  by  the 
Permanent  Subcommittee  on  Investigations 


Washington  Mutual  Bank 


Henderson,  NV 


08551 


11/27/2007 
WE-07-010 


10/03/2008 


Investigation  completed;  examination  focused  on  the  issue  of  whether 
thrift  personnel  improperly  exerted  pressure  or  otherwise  acted  to 
compromise  the  independence  or  results  of  residential  mortgage 
appraisals  provided  to  the  institution  by  third-party  contract  appraisal 
management  companies;  institution  placed  into  receivership  and  acquired 
by  JP  Morgan  Chase  on  09/25/2008;  draft  recommendation 
memorandum  submitted  to  Deputy  Director  and  Chief  Counsel  Bowman 
on  10/03/2008  (recommendation  prepared  while  WAMU  was  an  open 
institution);  meeting  held  with  Chief  Counsel  Bowman  to  discuss 
memorandum;  Enforcement  attorney  Ellett  will  be  setting  up  meeting 
with  OCC  to  discuss  OTS  investigation. 


Redacted  by  the 
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Federal  Deposit  Insurance  Corporation 

Division  of  Supervision  and  Consumer  Protection 
San  Francisco  Regional  Office 
25  Ecker  Street  Suite  2300 
San  Francisco,  CaHtomta  94105 
415.546.0160 


State  of  Washington 

Department  of  Financial  Institutions 

Division  of  Banks 

PO  Box  41200 

Otympta,  Washington  98504-1200 

360.902-8704 


Board  of  Directors 
Washington  Mutual  Bank 
1201  Third  Avenue 
Seattle,  Washington  98101 

Subject:  Joint  Visitation  Dated  October  14.  2003 


Members  of  the  Board: 

We  enclose  the  October  14, 2003,  joint  visitation  report  of  Washington  Mutual  Bank.  FDIC  Examiner  Kenneth  J. 
Kroemer  and  State  Examiner  John  Ransom  prepared  the  visitation  report.  The  purpose  of  the  visitation  was  to 
review  management's  progress  towards  addressing  examination  findings  resulting  ftom  the  March  17, 2003,  safety 
and  soundness  and  information  technology  Reports  of  Examination  and  to  prepare  for  the  upcoming  examinations 
that  are  scheduled  to  begin  on  March  1 5,  2004.  In  addition,  three  issues  that  arose  since  the  examination  were 
explored  and  discussed  with  management.  These  issues  included  the  unanticipated  negative  gain  on  loan  sale 
incurred  by  the  company's  consolidated  mortgage  banking  operation  during  the  third  quarter  of  2003,  the  disclosure 
of  unsatisfactory  underwriting  practices  at  affiliate  Long  Beach  Mortgage  Company,  and  the  realignment  of 
management  and  the  business  units. 

The  examiners  concluded  that: 

•  Management's  progress  toward  addressing  safety  and  soundness  and  information  technology  examination 
findings  is  satisfactory. 

•  Financial  performance  was  marred  by  problems  during  the  third  quarter,  but  the  bank's  financial  condition 

remains  satisfactory. 

•  Issues  in  the  mortgage  banking  operation  impacted  the  quality  of  earnings  and  the  effectiveness  of 

management.  ■ .   u  i    a- 

•  The  culture,  practices,  and  systems  at  Long  Beach  Mortgage  Company  are  inconsistent  with  the  lending 

activity  of  the  bank. 

•  The  abandonment  of  Optis  0.2  represents  a  significant  management/technology  failure. 

We  understand  that  a  major  corporate  reorganization  is  in  process  and  plans  are  being  or  have  been  implemented  to 
address  mortgage  banking  weaknesses,  practices  at  Long  Beach  Mortgage  Company,  and  information  technology 
strategies. 

The  Board  is  encouraged  to  review  the  visitation  report,  although  no  formal  response  is  requested.  If  you  have  any 
questions,  please  contact  Assistant  Regional  Director  J.  George  Doerr  or  Senior  Examiner  Stephen  P.  Funaro  of  the 
FDIC  at  (206)  284-1 1 12  or  Program  Manager  Michael  Abe  of  the  State  of  Washington  Department  of  Financial 
Institutions  at  (360)  902-8704. 


Sincerely, 


Nancy  E.  Hall 

Regional  Director 

Federal  Deposit  Insurance  Corporation 


David  G.  Kroeger 

Director  of  Banks 

State  of  Washington 

Department  of  Financial  Institutions 
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Report  of  Visitation 


09576 


Background 

The  FDIC  and  Washington  State  Department  of  Financial  Institutions  (DFI  or  State)  visited 
Washington  Mutual  Bank  (WMB)  from  10/14/2003  to  12/1 1/2003.  The  visitation  was  conducted 
concurrently  with  representatives  of  the  Office  of  Thrift  Supervision  (OTS).  The  purpose  of  the 
visitation  was  to  perform  an  interim  assessment  of  WMB's  financial  condition  and  performance, 
follow  up  on  outstanding  issues  from  the  3/17/2003  examinations,  and  prepare  for  the  3/15/2004 
examination.  In  addition,  three  issues  that  arose  since  the  examination  were  discussed  with 
management 

•  The  unanticipated  negative  gain  on  loan  sale  incurred  by  Washington  Mutual  Inc.  's  (WMI) 
consolidated  mortgage  banking  operation  during  the  third  quarter  of  2003; 

•  The  disclosure  of  unsatisfactory  underwriting  practices  at  sub  prime  lending  affiliate  Long 
Beach  Mortgage  Company,  Inc.  (LBMC);  and 

•  The  resultant  realignment  of  management  and  the  business  units. 


Summary 

Like  WMI,  WMB's  financial  performance  during  the  third  quarter  of  2003  was  marred  by  problems, 
but  the  bank's  condition  remains  satisfactory.  Issues  in  WMTs  mortgage  banking  operation  and  at 
LBMC  impacted  the  quality  of  earnings,  adequacy  of  capital,  contingent  liquidity,  and  the 
effectiveness  of  management  throughout  the  entire  organization.  A  major  corporate  reorganization  is 
in  process  that  is  intended  to  address  outstanding  issues. 

Management's  progress  toward  addressing  Examination  Findings  from  the  3/17/2003  examination  was 
reviewed  and  found  to  be  satisfactory. 


Redacted  By  The 

Permanent  Subcommittee 

on  Investigations 


OTSWME04-0000029593 


Footnote  Exhibits'     Pago  03^2 


Report  of  Visitation  (Continued) 


09576 
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Report  of  Visitation  (Continued) 


09576 


Redacted  By  The 

Permanent  Subcommittee 

on  Investigations 


LONG  BEACH  MORTGAGE  COMPANY 

LBMC  is  a  non-bank  affiliate  of  WMB  and  WMBF A.   It  securitizes  and  sells  sub  prime  residential 

loans  originated  through  brokers. 

An  internal  residential  quality  assurance  (RQA)  report  for  LBMC's  first  quarter  2003  sub  prime 
lending  product  was  issued  as  of  7/31/2003.  It  concluded  that  40%  (109  of  271)  of  loans  reviewed 
were  considered  unacceptable  due  to  one  or  more  critical  errors.  This  raised  concerns  over  LBMC's 
ability  to  meet  the  representations  and  warranty's  made  to  facilitate  sales  of  loan  securitizations,  and 
management  halted  securitization  activity.  A  separate  credit  review  report  was  completed  by 
Corporate  Credit  Review  on  8/29/2003  that  reached  similar  conclusions  and  disclosed  that  LBMC's 
credit  management  and  portfolio  oversight  practices  were  unsatisfactory. 

The  inability  to  securitize  and  sell  new  loan  production  caused  LBMC's  warehouse  to  increase  by 
approximately  $1  billion  per  month  to  $5  billion  at  the  end  of  November  2003.  The  increase  was 
funded  through  borrowing  lines  from  affiliates  and  other  creditors.  LBMC  President  Troy  Gotshall 
stated  mat  he  hoped  a  $3  billion  securitization  and  sale  transaction  could  occur  during  January. 
Unless  a  sale  transpires  soon,  liquidity  will  be  strained.  One  element  of  LBMC's  contingent  liquidity 
plan  includes  the  potential  sale  of  warehouse  loans  to  the  insured  institutions. 

A  review  of  loans  in  the  mortgage  pipeline  and  warehouse  commenced  under  the  direction  of  EVP  and 
Senior  Legal  Counsel  Fay  Chapman  to  determine  the  extent  of  the  problems.  Approximately  4,000  of 
the  13,000  loans  in  the  warehouse  had  been  reviewed  by  the  end  of  November  2003;  of  these, 
approximately  950  were  deemed  saleable,  800  were  deemed  unsaleable  (saleable  as  scratch  and  dent 
with  a  haircut),  and  the  remainder  contained  deficiencies  requiring  remediation  prior  to  sale. 
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It  was  reported  separately  that  of  4,500  securitized  loans  eligible  for  foreclosure,  10%  could  not  be 
foreclosed  due  to  documentation  issues. 

President  Gotshall  stated  that  the  problems  were  largely  attributable  to  management's  decision  to 
integrate  LBMC's  sub  prime  loan  origination  and  servicing  operations  into  WMTs  prime  home 
lending  program.  This  integration  began  in  2000  and  continued  through  2002.  It  now  appears  that 
some  loans  originated  and  securitized  during  that  period  may  not  have  meet  the  representations  and 
warranties  made  in  the  pooling  and  servicing  agreements  and  therefore  are  contingent  liabilities  to 
LBMC  since  they  could  be  put  back  by  the  investors.  EVP  Fay  Chapman  acknowledged  the  potential 
contingent  liability,  but  stated  that  management  has  not  quantified  the  exposure.  The  outstanding 
principal  balances  of  loans  securitized  and  sold  during  this  time  period  totals  approximately  $1 1 
billion. 

Senior  Vice  President  (SVP)  John  Robinson  was  appointed  to  LBMC's  three  member  board  of 
directors  in  December  2003.  The  other  members  are  Chief  Financial  Officer  Tom  Casey  and  EVP 
Craig  Chapman.  The  board  met  on  12/05/2003;  the  prior  meeting  was  back  in  July.  SVP  Robinson 
acknowledged  that  oversight  of  LBMC  had  been  inadequate.  The  culture,  practices,  and  systems  at 
LBMC  are  inconsistent  with  the  lending  activity  of  WMB,  and  it  remains  to  be  seen  if  LBMC  can  be 
effectively  assimilated  into  WML 


States  of  Findings  from  Prior  Examinations 

Management  continues  to  monitor  examination  findings  and  responses  through  a  "findings  matrix" 
which  is  also  used  as  the  response  to  the  Report  of  Examinations.  Internal  Audit  reviews  the 
responses  to  determine  if  the  responses  are  sufficient  to  "close"  the  issue.  We  worked  jointly  with  the 
OTS  to  review  management's  progress  in  addressing  the  findings. 

Management  has  implemented  action  plans  to  address  the  Examination  Findings  from  the  3/17/2003 
examination.  Satisfactory  progress  was  noted,  although  many  action  plans  are  still  in  process. 
Internal  Audit  had  not  yet  assessed  the  status  of  all  of  management's  responses;  this  should  be 
completed  in  the  first  quarter  of  2004  and  will  be  reviewed  during  the  2004  examination. 


2004  Safety  and  Soundness  Examination 

The  2004  examination  is  scheduled  to  commence  on  3/15/2004,  and  the  onsite  planning  phase  will 
begin  on  2/1 7/2004.  Coordinating  efforts  are  underway  for  the  joint  examination  of  WMB  and 
concurrent  examinations  by  the  OTS  of  WMI,  WMBFA,  and  Washington  Mutual  Bank,  fsb.  In 
addition,  joint  Information  Technology  and  concurrent  Compliance  examinations  will  be  conducted. 

A  joint  entry  request  package,  or  PERK,  was  presented  to  the  bank  in  December  2003.  The  FDIC, 
State,  and  OTS  continue  to  work  together  to  present  a  joint  request  package  to  eliminate  duplications 
and  ease  the  burden  of  data  collection. 
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Information  Technology 

The  visitation  included  an  Information  Technology  (IT)  component  WMTs  IT  environment  includes 
over  200  application  systems,  many  of  which  were  not  integrated  after  acquisition.  Many  of  these 
systems  are  relatively  unique  to  WMI  and  operate  in  diverse  locations  with  a  variety  of  operating 
systems,  application  systems,  and  disaster  recovery  plans. 

This  visitation  disclosed  that  management  has  made  notable  progress  in  addressing  the  Examination 
Findings  from  the  2003  IT  examination.  However,  the  issues  encountered  in  the  mortgage  banking 
operation  during  the  third  quarter  had  a  clear  IT  component  and  demonstrated  the  potential  impacts  of 
the  current  IT  environment  Management  announced  its  decision  to  abandon  Optis  0.2  at  the  end  of 
the  visitation.  The  abandonment  of  Optis  0.2  represents  a  significant  management/technology  failure. 
Management  has  a  plan  to  address  mortgage  technology  needs,  but  until  the  plan  is  implemented,  IT 
exposure  will  remain  high. 


Visitation  Findings 

Visitation  findings  were  discussed  with  SVP  Robinson  and  Vice  President  Wedell  on  12/9/03,  and  will 
be  presented  to  executive  management  at  the  1/22/04  Quarterly  Regulators  Meeting. 


OTSWME04-0000029597 


Footnote  Exhibits  -  Page  0396 


WAifi,     ffifAh    (otssijinos) 
f,-tU   l/frit      to/ if  /03 

C^ 

V 

OTSWME04-0000029598 


Footnote  Exhibits  -  Page  0397 


Marshall,  Penny  D 


From:  Dochow,  Darrel  W 

Sent:  Monday,  February  1 3,  2006  8:38  AM 

To:  Marshall,  Penny  D 

Subject:  FW:  LBMC  EDP  Impact 

Sensitivity:  Private 

This  has  the  numbers  for  LBMC  repurchases. 
— Original  Message — 
From:  Dochow,  Darrel  W 

Sent:  Friday,  January  20,  2006  8:27  AM 

To:  Finn,  Michael  E 

Cc  Carter,  Lawrence  D;  FranWin,  Benjamin  D;  Kuczek,  Richard  A 

Subject:  LBMC  EDP  Impact 

Sensitivity:  Private 

Mike: 

Attached  is  the  one  page  table  highlighting  the  financial  impact  of  the  LBMC  repurchase  matter.  See  particularly  the  box 
toward  the  bottom  labeled  "Summary".  It  shows  that  a  $20  million  earnings  hit  came  from  a  net  settlement  with  Bear 
Sterns  where  WAMU  decided  to  not  repurchase  the  loans,  but  let  Bear  Sterns  keep  them  at  a  reduced  price.  These  were 
primarily  2nd  lien  loans  where  the  servicing  had  already  been  transferred  to  Bear  Stems.  The  second  line  item  is  a  $12.8 
million  LOCOM  adjustment  from  a  repurchase  in  December.  The  third  line  is  an  additional  reserve  of  $39.5  million,  but 
actually  approximately  $4  million  already  existed,  so  the  total  additional  income  impact  was  $35.5  million,  for  a  total  $68  to 
$69  million  actual  income  impact  net  of  the  approximate  $4  million  reserve,  or  $72.3  million  gross.  Additional  reserves  are 
expected  in  January  when  the  last  two  whole  loan  sales  work  through  their  EDP  recourse  period. 

Of  the  loans  repurchased  so  far,  we  were  told  that  approximately  60%  have  cured. 

The  primary  reasons  for  the  problem  were  as  discussed  at  yesterday's  quarterly  meeting: 

-  Servicing  lapse  in  not  focusing  on  having  the  first  payment  after  sale  be  current 

-  Rise  in  interest  rates  during  this  time  period  that  motivated  purchasers  to  put  back  ail  they  could 

-  General  lower  quality  2005  production  due  to  economy  and  lowered  standards  up  to  time  of  the  exam 

-  WAMU  divisions  not  communicating  well  enough  between  themselves  on  implication  of  whole  loan  sales  vs 
securitizations 

The  $4,749  billion  in  loans  on  LBMC  books  at  12/31/05  are  largely  comprised  of  the  same  2005  vintage  production  that 
was  sold  in  the  whole  loan  sales  and  are  now  subject  to  the  increased  repurchases.  One  difference,  however,  is  that 
loans  going  into  the  HFI  portfolio  must  meet  the  same  screens  as  loans  acquired  through  the  Specialty  Mortgage  Finance 
channel.  Thus,  they  tend  to  have  somewhat  better  performance.  Management  is  balancing  the  probability  that  these 
loans  will  perform  worse  than  expected  and  priced  for,  versus  the  increased  income  they  generate,  (plus  portfolio  taint 
considerations)  in  considering  whether  to  sale  some  or  all  of  the  portfolio. 

Total  higher  risk  loans  (1st  with  FICO  below  620  and  2nds,  credit  cards  and  HELOCs  with  FICO  below  660,  plus  all  LBMC 
and  Specialty  Mortgage  Finance  loans,  aggregated  $34,832  billion  at  12/31/05  or  133%  of  consolidated  WMI  total  risk 
based  capital.  Their  internal  limit  is  200%. 
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Coordination  of  Expanded  Supervisory  Information  Sharing 
and  Special  Examinations 

Objectives 

•  Establish  fundamental  expectations  for  enhanced  coordination  and  cooperation  of 
supervisory  efforts  by  the  Federal  banking  agencies  (Agencies)  to  ensure  that  the  FDIC  is 
able  to  fulfill  its  responsibilities  to  protect  the  deposit  insurance  funds  in  the  most  efficient 
and  least  burdensome  manner  possible. 

•  Confirm  the  understanding  of  the  Agencies  as  to  the  examinations,  reports,  meetings, 
examination  personnel,  and  other  supervisory  information  the  FDIC  will  have  access  to 
relating  to  the  FDIC's  responsibilities. 

•  Confirm  the  understanding  of  the  Agencies  as  to  the  general  circumstances  in  which  the 
FDIC  will  conduct  Special  Examinations  of  insured  depository  institutions  (IDIs)  under  12 
U.S.C.  §  1820(b)(3). 

Key  Principles 

•  Consistent  with  fundamental  principles  of  safety  and  soundness,  the  Agencies  are  committed 
to  promoting  the  most  effective  and  efficient  bank  supervision  process  possible,  minimizing 
the  duplication  of  effort,  ensuring  consistent  regulatory  conclusions  or  communications  to 
IDIs,  and  reducing  overall  costs  associated  with  bank  supervision. 

•  The  OCC,  FRB  and  OTS  are  committed  to  providing  the  FDIC  information  on  and  access  to 
IDIs  that  represent  a  heightened  risk  to  the  deposit  insurance  funds  and  selected  Large  IDIs. 
For  the  purposes  of  this  document,  Large  IDIs  are  defined  as  selected  IDIs  within  the  OCC's 
Large  Bank  Program,  selected  IDIs  that  are  part  of  the  FRB's  Large  Complex  Banking 
Organization  program,  and  certain  identified  large  thrifts  supervised  by  OTS. 

•  To  the  fullest  extent  possible,  the  FDIC  should  continue  to  rely  on  the  results  of  the  work 
performed  by  the  primary  bank  supervisors  in  assessing  the  condition  of  individual 
institutions. 

IDIs  Coordination  Components 

IDIs  that  Represent  a  Heightened  Risk 

•  The  FDIC  is  authorized  to  conduct  "Special  Examinations"  of  IDIs  under  12  U.S.C. 

§  1 820(b)(3)  that  represent  a  heightened  risk  to  the  deposit  insurance  funds  when  the  Board 
of  Directors  of  the  FDIC  deems  such  an  examination  necessary  to  determine  the  condition  of 
the  IDI  for  insurance  purposes.  The  FDIC's  Board  of  Directors'  will  delegate  this 
responsibility  to  the  FDIC  Division  of  Supervision  for  IDIs  that  represent  a  heightened  risk  to 
the  deposit  insurance  funds. 

•  On  a  quarterly  basis,  representatives  of  the  OCC,  FRB  and  OTS  will  meet  with 
representatives  of  the  FDIC  to  discuss  the  risk  profile,  current  condition,  and  status  of 
identified  supervisory  matters  requiring  attention  of  IDIs  that  represent  a  heightened  risk  to 
the  deposit  insurance  funds. 

•  For  purposes  of  this  document,  the  following  institutions  will  be  assumed  to  represent  a 
heightened  risk  to  the  deposit  insurance  funds  under  12  U.S.C.  §  1820(b)(3): 
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•  IDIs  with  a  composite  rating  of  3, 4  or  5;  and 

•  IDIs  that  are  undercapitalized  as  defined  under  Prompt  Corrective  Action. 

•  The  following  principles  underlie  the  exercise  of  this  "Special  Examination"  authority: 

•  All  Special  Examination  activities  will  be  conducted  in  a  manner  to  minimize  costs  to  the 
industry,  regulatory  burden  and  duplication  of  effort; 

•  FDIC  staff  will  meet  and  coordinate  with  the  appropriate  Agency  prior  to  engaging  in  any 
Special  Examination  activity.  The  FDIC  shall,  to  the  fullest  extent  possible,  conduct 
Special  Examination  activities  concurrently  with  the  appropriate  Agency's  regularly 
scheduled  examinations;  and 

•  The  FDIC  will  not  prepare  a  separate  Report  of  Examination,  or  other  similar  report  to 
bank  management,  except  where  an  enforcement  action  by  the  FDIC  is  anticipated. 

All  IDIs 

•  On  an  ongoing  basis,  the  OCC,  FRB  and  OTS  will  provide  the  FDIC  with  access  to 
supervisory  information,  including  risk  assessments,  supervisory  plans,  reports  of 
examination  and  other  documents  related  to  selected  IDIs.  Similarly,  the  FDIC  will  provide 
access  to  the  same  types  of  supervisory  information,  if  any,  to  the  OCC,  FRB  and  OTS. 

•  In  addition  to  the  situations  falling  under  the  Special  Examination  authority  discussed  above, 
the  FDIC  may  seek  participation  in  examinations  or  meetings  with  senior  bank  management 
of  IDIs  that  exhibit  material  deteriorating  conditions  or  other  adverse  developments  that 
could  result  in  the  institution  becoming  troubled  in  the  near  term.  In  the  event  the  staffs  of 
the  FDIC  and  the  appropriate  Agency  cannot  agree,  the  two  agencies'  representatives  to  the 
FFEEC  Supervision  Task  Force  will  determine  whether  such  a  material  deteriorating 
condition  or  adverse  development  exists  within  a  given  IDI.  In  the  event  the  two 
representatives  cannot  agree,  the  Chairman  of  the  FDIC  and  the  principal  of  the  relevant 
Agency  (or  the  Governor  that  is  a  member  of  the  FFIEC  in  the  case  of  the  FRB)  will 
determine  Whether  such  a  material  deteriorating  condition  or  adverse  development  exists. 

•  Differences  in  CAMELS  ratings  between  the  FDIC  and  the  appropriate  Agency  will  be 
communicated  consistent  with  current  procedures.  For  all  ratings  differences,  any  final 
decision  by  the  FDIC  to  depart  from  the  appropriate  Agency's  assigned  rating  will  be  made 
by  senior  management  of  the  FDIC's  Division  of  Supervision  after  discussion  with  and 
consideration  of  information  supplied  by  the  appropriate  Agency's  senior  supervisory 
management. 

Large  IDIs 

•  On  an  ongoing  basis,  the  OCC,  FRB  and  OTS  will  provide  the  FDIC  with  access  to 
supervisory  personnel  and  information,  including  risk  assessments,  supervisory  plans,  reports 
of  examination  and  other  documents  related  to  Large  IDIs.  Similarly,  the  FDIC  will  provide 
access  to  the  same  types  of  supervisory  information,  if  any,  to  the  OCC,  FRB  and  OTS. 

•  On  at  least  a  quarterly  basis,  representatives  of  the  OCC,  FRB  and  OTS  will  meet  with 
representatives  of  the  FDIC  to  discuss  the  risk  profile,  current  condition,  and  status  of 
identified  supervisory  matters  requiring  attention  of  all  Large  EDIs. 

•  In  addition,  the  FDIC  will  establish  a  dedicated  examiner  program  with  respect  to  the  eight 
largest  banking  organizations  (collectively  as  "Largest  Banks,"  individually  as  an  "Assigned 
Institution").   The  dedicated  examiner  program  will  work  within  existing  supervisory 
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programs  of  the  appropriate  Agencies  so  as  to  avoid,  to  the  fullest  extent  possible,  any 
increase  in  regulatory  burden  or  duplication  of  effort. 

The  person  designated  as  dedicated  examiner  will  be  the  FDIC's  primary  point  of  contact 
with  Agency  supervisory  personnel  as  it  relates  to  the  supervision  of  the  Assigned  Institution. 
Agency  supervisory  personnel  are  expected  to  keep  the  dedicated  examiner  informed  of  all 
material  developments  in  the  supervision  of  the  Assigned  Institution  and  will  invite  the 
dedicated  examiner  to  observe  and  participate  in  certain  examination  activities  to  ensure  the 
FDIC  has  an  understanding  of  the  supervisory  issues  and  risk  management  structure  of  the 
Assigned  Institution. 

The  FDIC  will  fully  participate  in  the  review  and  assessment  of  the  risk  of  the  credits  within 
the  Shared  National  Credit  Program  in  Large  IDIs  and  other  depository  institutions. 
When  the  Agencies  agree  that  participation  by  the  FDIC  is  appropriate  to  evaluate  the  risk  of 
a  particular  banking  activity  to  the  deposit  insurance  funds,  the  FDIC  dedicated  examiner  and 
other  staff,  as  appropriate,  should  participate  with  the  appropriate  Federal  banking  agency  in 
selected  supervisory  reviews  of  that  activity,  including  meetings  with  bank  management 
relating  to  those  reviews.  In  the  event  Agencies'  staff  cannot  agree,  the  respective  Agencies' 
representatives  to  the  FFIEC  Supervision  Task  Force  will  determine  whether  FDIC 
participation  is  appropriate.  In  the  event  the  two  representatives  cannot  agree,  the  Chairman 
of  the  FDIC  and  the  principal  of  the  relevant  Agency  (or  the  Governor  that  is  a  member  of 
the  FFIEC  in  the  case  of  the  FRB)  will  resolve  the  dispute. 
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Washington  Mutual 


David  C  Schneider 

President, 
Home  Loans 


March  29,  2006 

Regulation  Comments 
Chief  Counsel's  Office 
Office  of  Thrift  Supervision 
1700  G.  Street,  NW 
Washington,  DC  20552 
Attention:  Docket  Number  2005-56 
Regs.comments(2>,ots.treas.gov 

Re:  Proposed  Guidance  -  Interagency  Guidance  on  Nontraditional  Mortgage  Products 
70  FR  77249  (December  29. 2005) 

Dear  Sir  or  Madam: 

Washington  Mutual  Bank  appreciates  the  opportunity  to  comment  on  the  Interagency 
Guidance  on  Nontraditional  Mortgage  Products  (the  "Guidance")  that  has  been  proposed 
by  the  federal  banking  and  credit  union  agencies  (the  "Agencies").  Our  comments  on  the 
Guidance  are  based  upon  the  experience  that  we  have  gained  from  providing  alternative 
mortgage  products  such  as  our  "Option  ARM"  for  over  twenty  years.  They  are  presented 
below  in  two  parts.  First,  we  provide  general  comments  regarding  the  application, 
interpretation  and  possible  implementation  of  the  Guidance.  These  comments  track  the 
outline  of  the  three  specific  areas  that  are  the  focus  of  the  Guidance.  Second,  we  respond 
to  specific  questions  asked  in  the  preamble  to  the  Guidance  with  regard  to  comprehensive 
debt  service  qualification  standards. 

I.  General  Comments: 

Washington  Mutual  Bank  agrees  that  different  mortgage  products  pose  different  risks  for 
lenders  and  that  lenders  should  have  appropriate  robust  underwriting  and  risk 
management  standards  to  address  these  different  risks.  Washington  Mutual  Bank  also 
agrees  that  lenders  should  provide  timely  and  clear  disclosure  to  consumers  of  the  terms 
of  the  mortgage  products  that  they  offer.  We  support  the  Guidance  to  the  extent  that  it 
will  advance  these  principles  in  an  effective  manner  and  without  unnecessarily  harming 
the  mortgage  markets. 

We  are  concerned  that  some  parts  of  the  Guidance  as  proposed  will  discourage  or  prevent 
responsible  lenders  from  continuing  to  offer  important  mortgage  products  that  have 
provided  consumers  the  substantial  economic  and  personal  benefits  of  homeownership. 
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We  also  believe  that  the  Agencies'  concerns  with  respect  to  consumer  protection  would 
be  more  effectively  advanced  by  amending  Regulation  Z  and  other  regulations  that  apply 
to  all  mortgage  lenders. 


A.  Overview  of  Guidance 

Guidance  Should  Not  Cover  Home  Equity  Lending 

The  Agencies  should  make  clear  that  the  Guidance  does  not  amend  the  recent  guidance 
on  home  equity  lending.  Home  equity  lines  of  credit  and  junior  lien  home  equity  loans 
should  be  specifically  excluded  from  the  guidance. 

Guidance  Should  Not  Disfavor  Alternative  Mortgages 

We  are  concerned  that  the  Guidance's  focus  on  interest-only  ("10")  and  payment  option 
mortgage  products  and  the  use  of  the  term  "non-traditional  mortgages"  to  describe  these 
products  reflect  a  concern  by  the  Agencies  that  these  products  are  more  risky  or  less 
consumer  friendly  than  other  mortgage  loans.  Washington  Mutual  Bank  and  other 
institutions  have  been  successfully  offering  payment  option  mortgages  for  more  than  20 
years  through  different  interest-rate  and  economic  cycles.  Contrary  to  the  Guidance's 
assertion,  these  mortgages  have  been  tested  in  a  "stressed  environment."  In  fact,  these 
mortgages  have  been  considered  more  safe  and  sound  for  portfolio  lenders  than  many 
fixed  rate  mortgages. 

In  addition,  these  mortgage  products,  when  prudently  underwritten,  have  provided 
substantial  economic  benefits  to  consumers  by  allowing  borrowers  to  manage  their  cash 
flow  by,  e.g.,  using  funds  that  might  otherwise  go  to  their  mortgage  payment  to  pay  down 
other  debt  or  to  make  other  investments.  Prudently  underwritten  alternative  mortgage 
products  have  also  allowed  some  borrowers  who  might  otherwise  have  been  precluded 
from  participating  in  the  housing  market  to  purchase  homes. 

The  need  for  lenders  to  develop  such  products  and  the  benefit  to  consumers  of  such 
products  were  recognized  by  Congress  in  enacting  the  Alternative  Mortgage  Transaction 
Parity  Act  of  1 982.  In  proposing  the  Guidance,  the  Agencies  have  not  cited  any  past 
problems  with  these  products  to  challenge  this  Congressional  support  for  payment  option 
or  IO  mortgages.  While  we  understand  the  Agencies'  heightened  interest  in  these 
products  as  they  take  on  new  features  and  are  offered  by  a  broader  array  of  lenders  to  a 
broader  population,  we  are  concerned  that  the  worst-case  scenarios  assumed  by  the 
Agencies  in  the  Guidance  will  cause  examiners  to  discourage  institutions  from  offering 
such  products.  To  address  these  concerns,  we  recommend  that  the  Guidance  1)  not 
discourage  lenders  from  offering  these  products;  2)  refer  to  such  products  as  "alternative 
mortgages,"  the  term  used  in  federal  law  and  hereafter  in  this  letter;  and  3)  not  be  based 
on  theoretical  worst-case  scenarios. 
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Guidance  Should  Not  Be  Prescriptive 

The  Guidance  appears  to  impose  new  specific  mandates  on  federally  regulated 
institutions  offering  these  products,  as  opposed  to  providing  general  guidance  to 
examiners  and  their  regulated  entities  on  how  such  products  can  be  offered  in  a  safe  and 
sound  manner.  We  recommend  that  the  Guidance  not  prescribe  certain  practices  and  that 
the  use  of  "should"  in  the  Guidance  does  not  mean  "must,"  especially  in  the  Guidance's 
discussion  of  "Recommended  Practices." 

Guidance  Should  Allow  For  Flexible  Implementation 

In  addition,  the  statement  in  the  Guidance  calling  for  its  consistent  implementation  is 
contrary  to  the  notion  of  regulatory  guidance  and  could  mean  that  experienced  providers 
of  alternative  mortgages  would  be  subject  to  the  same  examination  scrutiny  as  institutions 
that  have  not  offered  these  products  in  the  past.  The  risk  with  such  a  dictate  is  that 
valuable  products  offered  by  experienced  lenders  that  have  not  posed  safety  and 
soundness  problems  will  be  taken  away  from  the  consumer.  The  Guidance  should 
explicitly  recognize  that  experienced  institutions'  proven  safety  and  soundness  practices 
are  "best  practices"  and  will  not  need  to  be  changed  or  modified  because  of  the  Guidance. 

We  understand  that  the  Agencies  may  have  concerns  that  new  entrants  to  the  alternative 
mortgage  market  may  not  have  the  underwriting  or  portfolio  and  risk  management 
expertise  that  experienced  lenders  may  have.  Such  concerns  are  best  addressed  on  an 
institution-specific  basis  as  a  supervisory  matter,  not  by  imposing  new  restrictions  on  all 
regulated  entities  and  their  affiliates  as  if  the  Guidance  were  a  regulation.  At  the  end  of 
the  day,  the  case-by-case  evaluation  by  examiners  is  critical.  Examiners  should 
understand  the  need  to  apply  the  Guidance  flexibly  and  with  good  judgment. 

Guidance  Does  Not  Cover  All  Lenders 

The  call  for  consistent  application  also  is  not  possible  given  that  the  Guidance  would 
apply  only  to  federally  regulated  entities  and  their  affiliates.  Consumer  finance 
companies,  mortgage  banks,  and  other  state-regulated  lenders  and  brokers  not  affiliated 
with  federally  regulated  entities,  many  of  which  are  new  to  offering  alternative 
mortgages,  would  not  be  subject  to  the  Guidance.  If  the  Guidance  unnecessarily  restricts 
federally  regulated  entities  from  offering  these  products,  it  will  place  such  entities  at  a 
competitive  disadvantage  in  a  very  competitive  mortgage  marketplace.  Thus, 
unnecessary  restrictions  actually  do  a  disservice  to  safety  and  soundness. 

New  Types  of  Controls  for  Monitoring  Third  Parties  Should  Not  Be  Required 

We  are  also  concerned  that  the  Guidance  requires  a  lender  to  impose  additional  controls 
regarding  its  loan  consultants  and  third  party  originators  that  are  specific  to  alternative 
mortgages  to  ensure  that  the  loan  originators'  practices  are  consistent  with  the  lender's 
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policies  and  procedures.  While  a  lender  is  responsible  for  the  acts  of  its  own  employee 
loan  consultants,  it  is  virtually  impossible  for  a  lender  to  control  the  practices  of 
mortgage  brokers  or  correspondent  lenders.  A  large  lender  may  deal  with  literally 
thousands  of  mortgage  brokers  and  hundreds  of  correspondent  lenders  each  year  and  any 
single  broker  or  correspondent  may  deliver  only  a  small  number  of  loans  to  the  lender. 
Although  such  a  lender  may  re-underwrite  a  broker  originated  loan  and  provide  its  own 
program  disclosures  to  the  broker's  customer  if  the  loan  will  close  in  the  lender's  name, 
the  lender  cannot  effectively  or  economically  monitor  the  sales  practices  of  each  of  the 
brokers  with  whom  it  does  business. 

The  lender  is  even  further  removed  from  a  correspondent  lender's  practices.  A 
correspondent  sells  a  loan  that  it  has  closed  in  its  own  name  and  with  its  own  funds  to  a 
lender/purchaser.  In  some  cases,  the  correspondent  will  underwrite  the  loan  to  the 
lender/purchaser's  guidelines  and  in  other  cases  the  correspondent  will  underwrite  the 
loan  to  general  investor  guidelines.  A  lender/purchaser  will  confirm  that  the  loans  it 
purchases  are  acceptable  to  it  from  an  underwriting  perspective,  but  it  is  impossible  for  a 
lender/purchaser  effectively  or  economically  to  monitor  the  sales  practices  of  all  of  the 
correspondents  from  which  it  purchases  loans.  While  lenders  can  provide  training  and 
materials  explaining  their  products  to  mortgage  brokers  and  correspondents,  lenders 
should  not  be  expected  to  monitor  the  interaction  between  a  third  party  and  its  customer. 


B.  Loan  Terms  and  Underwriting  Standards 

Underwriting  Should  Not  Be  Based  on  Future  Scenarios 

We  agree  that  when  a  loan  is  underwritten,  the  borrower  must  have  a  demonstrated 
capacity  to  repay  based  upon  information  available  at  that  time.  Washington  Mutual's 
Responsible  Mortgage  Lending  Principles  provide  that  we  only  make  and  purchase 
mortgage  loans  where  the  borrower  has  a  demonstrated  ability  to  repay.  With  such 
underwriting,  a  well-informed  consumer  is  in  the  best  position  to  make  the  decision 
regarding  which  mortgage  product  best  suits  his  or  her  needs  and  to  assess  the  risks 
associated  with  his  or  her  situation  in  the  future,  not  banks  or  regulators. 

The  Guidance,  however,  could  be  read  to  require  lenders  to  forecast  a  borrower's 
capacity  to  repay  based  on  information  unknown  about  a  borrower  at  the  time  of 
origination,  such  as  a  borrower's  payment  patterns,  a  borrower's  future  income,  a 
borrower's  ability  to  refinance  the  loan,  and  interest  rate  projections.  Such  scenario- 
based  underwriting  is  not  a  best  practice  used  by  experienced  lenders  of  these  loans.  Not 
only  is  such  underwriting  highly  speculative,  but  it  could  unnecessarily  exclude  qualified 
borrowers.  Such  a  practice  also  imposes  an  additional  level  of  subjectivity  to  the 
underwriting  process.  Underwriting  should  only  use  information  available  at  the  present 
time  and  not  be  based  on  forecasts  or  possible  future  scenarios. 
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Specific  Underwriting  Criteria  Should  Not  Be  Prescribed 

The  Guidance  recognizes  that  lenders  use  a  number  of  factors  in  underwriting  alternative 
mortgages.  Experienced  underwriters  of  such  products  use  a  borrower's  credit  score  in 
combination  with  other  key  underwriting  criteria,  such  as  the  loan's  loan-to-value  ratio 
("LTV"),  the  borrower's  debt-to-income  ratio  ("DTI"),  the  loan's  purpose,  the  amount  of 
loan  documentation,  and  the  type  of  loan  appraisal.  The  Guidance  should  avoid 
prescribing  specific  criteria  for  different  loans  types  and  purposes,  and  would  better 
capture  industry  practices  and  promote  responsible  innovations  if  it  addressed  the  broader 
issue  of  borrower  ability  and  willingness  to  pay  (which  we  discuss  in  further  detail 
below).  In  other  words,  the  Guidance  should  not  affect  an  institution's  business  model 
and  pricing  strategy  with  regard  to  such  products  as  long  as  the  products  are  fairly  offered 
to  consumers  and  are  safe  and  sound. 


C.  Portfolio  and  Risk  Management  Practices 

Concentration  Limits  Should  Not  Be  Prescribed 

We  also  oppose  the  Guidance's  insistence  that  concentration  limits  be  set  for  certain  loan 
types,  for  loans  with  certain  characteristics,  and  for  loans  acquired  through  third  parties. 
We  agree  that  concentrations  should  be  monitored  for  riskier  exposures  and  that  some 
level  of  portfolio  diversification  is  necessary.  This  monitoring  can  be  done  in  the  form  of 
concentration  triggers  that  result  in  a  management  response,  rather  than  limits  set  down 
as  part  of  board  policy.  These  concentration  triggers  should  be  based  on  each 
institution's  portfolio  and  business  model.  The  goal  should  be  risk  diversification  in 
areas  where  pricing  may  not  compensate  for  risk  in  stressed  scenarios.  The  key  point  is 
to  set  up  controls  so  that  portfolio  concentrations  are  monitored. 


D.  Consumer  Protection  Issues 

We  agree  that  it  is  important  that  consumers  understand  the  terms  and  features  of  the 
mortgages  that  they  are  considering.  We  also  agree  that  consumers  find  it  beneficial  to 
have  such  information  early  in  their  search  for  the  appropriate  mortgage  loan. 
Alternative  mortgage  loans  are  already  subject  to  disclosure  requirements  under 
Regulation  Z  which  applies  to  all  individuals  or  businesses  that  regularly  extend 
consumer  credit  that  is  subject  to  a  finance  charge.  The  Guidance  calls  for  only  regulated 
lenders  to  provide  information  specific  to  alternative  mortgages  that  is  similar  but  not 
identical  to  the  disclosures  required  under  Regulation  Z.  The  different  disclosure 
standards  may  very  well  cause  more  consumer  confusion  at  the  time  of  application  rather 
than  less.  We  believe  that  any  new  disclosure  requirements  should  be  addressed  within 
the  framework  of  the  existing  regulatory  requirements  so  that  consumers  receive 
consistent  disclosures  from  as  many  types  of  lenders  as  possible. 
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While  we  comply  with  the  current  legal  requirements,  we  also  want  to  ensure  that  our 
mortgage  customers  understand  the  features  of  the  loan  products  that  they  are  considering 
when  they  are  shopping  for  a  mortgage.  To  that  end,  we  and  other  lenders  have 
developed  disclosures  for  specific  types  of  alternative  mortgage  products  beyond  the 
disclosures  required  by  law. 

We  support  the  recommendation  in  the  Guidance  encouraging  lenders  to  "provide 
consumers  with  information  at  a  time  that  will  help  consumers  make  product  selection." 
To  effectuate  this  goal,  we  recommend  that  the  Federal  Reserve  Board  update  its 
Consumer  Handbook  of  Adjustable  Rate  Mortgages  ("CHARM")  booklet  to  include  a 
discussion  of  alternative  mortgage  products.  The  CHARM  booklet  is  provided  to  the 
consumer  at  the  time  the  consumer  begins  shopping  for  a  mortgage  loan.  A  revised 
CHARM  booklet  would  provide  some  consistency  in  the  description  of  the  advantages 
and  risks  of  alternative  mortgage  products  that  would  help  the  consumer  shop  for  a 
mortgage  loan. 

We  are  concerned  that  including  recommended  consumer  practices  in  the  Guidance, 
along  with  a  discussion  of  laws  that  prohibit  unfair  or  deceptive  acts  or  practices,  could 
have  unintended  consequences.  Some  people  could  interpret  the  recommendations  to 
mean  that  lenders  who  have  not  been  following  the  Guidance's  practices  have  engaged  in 
unlawful  activities.  We  do  not  believe  that  this  would  be  a  correct  interpretation  of  the 
law  or  that  the  Agencies  intend  such  an  interpretation.  If  the  Agencies  do  include  a 
discussion  of  consumer  protection  issues  in  the  Guidance,  then  the  Guidance  should  be 
explicit  that  failure  by  a  lender  to  follow  the  recommended  practices  does  not  mean  that 
the  institution  is  engaging  in  unfair  or  deceptive  acts  or  practices. 


II.  Responses  to  the  specific  questions  posed  by  the  Agencies: 

Our  comments  in  Part  I  above  touched  on  many  of  our  concerns  with  the  Guidance.  In 
Part  II  of  our  letter,  we  provide  specific  answers  to  the  questions  posed  by  the  Agencies 
in  the  preamble  to  the  Guidance. 

(la)  Should  lenders  analyze  each  borrower's  capacity  to  repay  the  loan  under 
comprehensive  debt  service  qualification  standards  that  assume  the  borrower  makes 
only  minimum  payments? 

No.  As  noted  above,  we  strongly  disagree  with  the  use  of  any  scenario-based  analyses  in 
underwriting  as  the  result  would  be  inconsistent  underwriting  standards  over  time.  In 
addition,  the  modeled  relationship  among  losses  and  certain  factors  may  change  with 
different  scenarios.  Forecasting  models  based  on  future  scenarios  may  conflict  with 
forecasting  models  based  on  historical  performance,  resulting  in  dissonance  in  the 
qualification  and  pricing  determinations  at  the  underwriting  stage. 
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The  Guidance  suggests  three  scenarios  for  calculating  payment  behavior  (of  increasing 
conservatism).  More  conservative  scenarios  could  be  prudent  for  determining  portfolio 
management  strategies  and  for  evaluating  portfolio  risk  under  stressed  conditions  (e.g., 
capital  adequacy).  However,  to  underwrite  using  a  measurement  of  payment  capacity 
based  upon  a  worst-case  scenario  of  significant  negative  amortization  restricts  credit  to 
consumers  that  could  realize  tangible  economic  benefits  from  these  more  affordable  loan 
products. 

(lb)  What  are  current  underwriting  practices  and  how  would  they  change  if  such 
prescriptive  guidance  is  adopted? 

A  borrower  is  able  to  qualify  for  a  loan  based  upon  several  determinants  of  the 
borrower's  ability  and  willingness  to  pay.  Factors  such  as  credit  score,  LTV,  and  DTI  are 
predictive  of  a  borrower's  ability  to  pay,  with  credit  score  and  LTV  factors  historically 
being  much  stronger  predictors  than  DTI.  An  assessment  of  willingness  or  incentives  to 
pay  based  upon  personal  credit  history  and  loan  type  is  also  an  important  factor  that  is 
considered  in  the  underwriting  process. 

Industry  practice  for  calculating  DTI  on  nontraditional  mortgage  products  is  as  follows: 
For  10  loans,  a  DTI  is  calculated  for  borrowers  based  upon  the  IO  loan  payments  at  the 
starting  interest  rate  (fixed  for  a  specified  time  period,  usually  5  years).  For  payment 
option  loans,  a  borrower's  DTI  is  calculated  based  upon  the  fully  indexed  rate  assuming 
that  payments  are  fully  amortizing.  These  types  of  mortgages  do  introduce  greater 
uncertainty  about  the  borrower's  ability  to  make  increased  monthly  payments,  say  at  the 
expiration  of  an  10  period  or  the  recast  of  a  payment  option  loan.  It  is  important  to  note, 
though,  that  the  borrower's  capacity  to  repay  is  analyzed  based  upon  information 
available  at  origination. 

For  a  payment  option  loan,  the  calculation  of  DTI  based  on  the  potential  payment  shock 
from  negative  amortization  would  be  highly  speculative.  This  would  require  a  long-term 
forecast  of  interest  rates  to  calculate  the  negative  amortization  resulting  from  a  borrower 
making  only  minimum  payments.  While  such  an  analysis  is  important  for  portfolio 
management  and  determining  capital  adequacy,  it  is  inappropriate  to  use  in  lending 
decisions.  Such  underwriting  could  exclude  otherwise  qualified  borrowers,  especially  if 
the  forecasts  are  conservative  with  respect  to  credit  risk. 

It  is  also  generally  recognized  that  certain  loan  purposes  do  not  provide  strong  incentives 
for  repayment  when  compared  to  a  first  lien  on  a  primary  residence.  Examples  of  loan 
purposes  with  lower  repayment  incentives  mentioned  in  the  Guidance  include  loans  for 
non  owner-occupied  investor  loans  and  simultaneous  second-lien  loans  with  high 
combined  LTVs. 
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Finally,  underwriting  payment  option  mortgages  with  a  reduced  initial  interest  rate  spread 
for  riskier  borrowers  is  recognized  as  a  sound  practice.  This  underwriting  decision  is 
made  at  the  transaction  level  using  policies  that  are  part  of  risk-based  pricing.  However, 
such  policies  cannot  be  made  uniform  across  institutions,  as  different  features  of  a 
product  may  be  used  to  mitigate  risk. 

(2a)  What  specific  circumstances  would  support  the  use  of  the  reduced  documentation 
feature  commonly  referred  to  as  "stated  income"  as  being  appropriate  in  underwriting 
nontraditional  mortgage  loans? 

For  "stated  income"  loans,  other  compensating  factors  such  as  a  lower  LTV,  a  high  FICO 
score,  or  good  liquidity  are  used  to  mitigate  the  risk.  Advertised  low-doc  programs  such 
as  stated  income  loans  provide  homeownership  opportunities  for  borrowers  who  might 
have  difficulty  verifying  income  (such  as  business  owners  or  borrowers  with 
commissioned,  seasonal,  or  non-documented  incomes).  The  increased  risk  with  such 
loans  is  recognized  and  compensated  for  with  other  factors  and  possibly  increased 
pricing. 

However,  low  documentation  does  not  imply  increased  risk  in  the  case  of  "efficiency 
process  programs"  where  borrowers  have  income  or  asset  verification  waived  due  to  the 
quality  of  their  credit,  presence  of  sufficient  cash  reserves,  or  other  compensating  factors. 
Such  recommendations  are  often  the  output  of  automated  underwriting  models  that  are 
standard  in  the  industry,  such  as  Desktop  Underwriter  (Fannie  Mae),  Loan  Prospector 
(Freddie  Mac)  or  DAX  (S&P). 

(2b)  What  other  forms  of  reduced  documentation  would  be  appropriate  in  underwriting 
nontraditional  mortgage  loans  and  under  what  circumstances? 

The  mortgage  industry  offers  various  forms  of  low-doc  options,  such  as  stated  income 
verified  assets  ("SIVA"),  stated  income  stated  assets  ("SISA"),  or  no  income  no  assets 
("NINA")  where  no  income  or  asset  information  is  provide  in  writing  or  verbally.  The 
appropriateness  of  such  low-doc  programs  in  conjunction  with  alternative  mortgages 
would  depend  upon  the  individual  circumstances  of  each  borrower  and  whether  the  low- 
doc  option  was  offered  to  the  borrower  for  efficiency  based  upon  their  excellent  credit 
standing  or  sought  by  the  borrower. 

(2c)  Please  include  specific  comment  on  whether  and  under  what  circumstances 
"stated  income"  and  other  forms  of  reduced  documentation  would  be  appropriate  for 
subprime  borrowers. 

If  a  subprime  channel  were  to  offer  reduced  documentation  mortgage  loans,  then  these 
loans  should  be  priced  and  offered  according  to  the  assessed  credit  risk  of  each  borrower 
and  transaction.  Such  mortgages  are  not  necessarily  inappropriate  or  predatory  for 
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subprime  borrowers.  The  offering  of  such  loans  to  subprime  borrowers  should  be 
recognized  as  risk-layering  and  underwritten  accordingly. 

(3)  Should  the  Guidance  address  the  consideration  of  future  income  in  the 
qualification  standards  for  nontraditional  mortgage  loans  with  deferred  principal  and, 
sometimes,  interest  payments?  If  so,  how  could  this  be  done  on  a  consistent  basis? 
Also,  if  future  events  such  as  income  growth  are  considered,  should  other  potential 
events  also  be  considered,  such  as  increases  in  interest  rates  for  adjustable  rate 
mortgage  products? 

Future  events  such  as  projected  income  growth  or  interest  rate  forecasts  should  not  be 
included  in  the  underwriting  or  loan  approval  decision.  As  noted  above,  basing  DTI  on 
forecasted  interest  rates  brings  in  an  unnecessary  level  of  subjectivity  into  the 
underwriting  process  and  may  disqualify  otherwise  qualified  borrowers.  Allowing  for  the 
consideration  of  future  income,  say  for  a  new  graduate  that  may  realize  a  substantial 
increase  in  income  versus  an  individual  with  a  steady  but  constant  income,  could  also 
open  an  institution  to  uncertain  legal  risk. 

Instead,  the  projection  of  future  income  is  a  factor  the  borrower  may  want  to  consider  in 
choosing  a  loan.  Borrowers  must  decide  based  on  their  expectations  of  future  income 
and  other  factors,  such  as  the  planned  length  of  stay  in  their  homes,  whether  a  loan 
product  is  appropriate  for  them.  If  after  a  borrower  takes  an  10  or  payment  option  loan, 
he  or  she  realizes  that  this  choice  provides  an  uncomfortable  level  of  uncertainty  in 
payments,  then  the  borrower  will  likely  have  options  to  refinance  at  a  fixed  rate  to 
mitigate  this  risk.  It  is  a  best  practice  for  institutions  to  monitor  payment  patterns  and 
negative  amortization  and  to  offer  constructive  options  to  borrowers  as  a  part  of  active 
account  management. 

This  concludes  our  comments  on  the  Guidance.  Again,  we  appreciate  the  Agencies 
providing  us  the  opportunity  to  present  our  concerns  and  to  provide  information  on  how 
we  offer  alternative  mortgages.  If  you  have  any  questions  regarding  our  comments, 
please  feel  free  to  contact  me  at  206-490-3859. 

Sincerely, 


David  C.  Sj 
President 
Home  Loans 
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Since  maintaining  a  sufficient  level  of  capital  is  critical  for  an  association  to  maintain  operations,  you 
should  appropriately  weigh  the  importance  of  capital  on  the  viability  of  the  association  when 
formulating  the  composite  rating.  You  should  also  consider  the  association's  dividend  payout  policy 
and  practice.  You  should  rate  an  association's  capital  adequacy  considering  all  criteria  ated  in  the 
UFIRS  statement. 


PCA  Levels 


In  general  an  association  in  any  of  the  three  lower-tier  Prompt  Corrective  Action  (PCA)  categories 
warrants  a  4  or  5  Capital  component  rating.  A  capital  rating  of  4  is  appropriate  if  the  association  is 
undercapitalized  or  significantly  undercapitalized  but  asset  quality,  earnings,  or  interest  rate  risk 
problems  will  not  cause  the  association  to  become  critically  undercapitalized  m  the  next  12  months 
Also  a  capital  rating  of  4  may  be  appropriate  for  an  association  that  does  not  have  sufficient  capital 
based  on  its  capital  level  compared  with  the  risks  present  in  its  operations,  even  though  the  association 
may  meet  the  minimum  regulatory  requirements. 

An  association  warrants  a  5  rating  if  it  is  "critically  undercapitalized,"  or  has  significant  asset  quality 
problems,  negative  earning  trends,  or  high  interest  rate  risk  exposure  that  will  cause  the  association  to 
become  critically  undercapitalized  within  the  next  12  months. 

See  the  Capital  Chapter  of  this  Handbook  for  more  detailed  instructions  for  reviewing  capital  adequacy. 

Asset  Quality 

An  accurate  evaluation  of  an  association's  asset  quality  can  be  one  of  the  most  important  products  of 
the  examination.  The  asset  quality  rating  reflects  the  extent  of  credit  ask  associated  with  the  loan  and 
investment  portfolios,  real  estate  owned,  other  assets,  and  off-balance-sheet  risks  as  well  as  the 
association's  ability  to  manage  those  risks.  The  evaluation  of  an  association's  asset  quality  is  dependent 
on  the  association's  policies  and  procedures  relating  to  loan  underwriting  and  asset  procurement,  the 
proper  monitoring  and  classification  of  assets,  the  nature  of  the  risk  inherent  in  the  associations 
portfolios,  and  the  adequacy  of  the  association's  valuation  allowances. 

When  asset  quality  is  in  doubt  because  of  excessive  or  inadequately  controlled  risk,  the  association's 
asset  quality  component  rating  should  reflect  this  concern.  In  order  to  attain  a  1  or  2  Asset  Quahty 
component  rating,  an  association  must  fully  control  its  credit  risk.  If  an  association  has  a  high  exposure 
to  credit  risk,  it  is  not  sufficient  to  demonstrate  that  the  loans  are  profitable  or  that  the  association  has 
not  experienced  significant  losses  in  the  near  term.  Management  must  demonstrate  that  it  has  identified 
credit  risks  measured  the  potential  exposure  to  loss,  established  systems  to  monitor  such  risk  on  an 
ongoing  basis,  and  has  taken  adequate  steps  to  limit  and  control  those  nsks.  Otherwise,  a  significant 
supervisory  concern  will  exist  relative  to  the  association's  asset  quality. 

Management 

This  rating  reflects  the  capability  of  the  board  of  directors  and  management,  in  their  respective  roles,  to 
identify,  measure,  monitor,  and  control  the  risks  of  an  institution's  activities  and  to  ensure  a  financial 
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Review  of  Securitization 

WAMU  Examination  of  March  5,  2007 


Scope  of  Review 


Our  review  of  the  bank's  securitization  activities  in  2006  (WMB,  WMB-FSB,  and  Long  Beach 
Mortgage  Corporation)  included  the  following  (credit  card  securitization  activity  was  not  part  of 
the  scope  of  this  review): 

•  Existing  internal  controls  over  the  securitization  process. 

•  Best  execution  procedures. 

•  Monitoring  of  Counterparty  Risk. 

•  Monitoring  of  performance  and  triggers  of  issued  securities 

•  Valuation  of  residuals  retained  by  the  bank. 

•  Validation  of  assumptions  and  models  used  in  the  valuation  of  residual  pieces  (Intex  and 
WSA). 

•  Policies  and  procedures  for  the  securitization  process  including  cleanup  call  options. 

•  Internal  Audit  of  the  securitization  processes. 

•  Review  of  Basis  Floater  Interest  Only  (BFIO)  instruments  retained  by  the  bank.  Review 
of  hedging  strategies  will  be  performed  under  the  Hedging  Program  (R.  Miyashiro). 

•  Follow  up  on  2006  Examination  Findings  Memo  1 7. 

•  Certification  of  loan  pools  (GNMA)  was  not  included  in  the  scope  of  this  review  due  to 
low  activity  in  2006. 

•  Loan  repurchase  activity,  recourse  on  securitizations,  and  profitability  was  performed  by 
examiner  S.  Bielik  -  refer  to  Program572.  £  y  f"  5" 


Overall  Conclusions 


^ 


,o^ 


•  For  the  year  ended  December  31,  2006,  the  bank  securitized  mortgage  loans  with  an 
aggregate  UPB  of  $110.0  billion,  a  $20.8  billion  decline  when  compared  to  the 
$130.8  billion  securitized  in  2005.  Mortgage  loans  sold  with  recourse  during  the 
same  periods  totaled  $959  million  and  $2.02  billion,  respectively.  The  bank  realized 
pre-tax  gains  of  $1.0  billion1  on  mortgage  loans  securitization;  slightly  higher  gain 
than  the  $949  million  reported  in  2005. 

•  The  level  of  repurchased  loans  was  low  relative  to  the  overall  volume  of  mortgage 
loan  securitization.    The  low  level  of  repurchases  and/or  losses  from  repurchasing 

-"^activities  is  attributable  to  management's  success  in  remitting  loans  repurchased 
from  the  investors  to  the  originating  mortgage  broker/correspondent  institution. 


1  Source:  10-k  as  of  March  01,  2007(page  107). 
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Oversight^  of  the  securitization  process  is  adequate.  The  Market  Risk  Committee 
(MRC)  replaced  the  ASOC  as  the  committee  ultimately  responsible  for  the  oversight 
of  the  securitization  area.  The  MRC  has  delegated  to  the  Valuation  Committee  (VC) 
the  responsibility  of  monitoring  the  valuation  methodology  used  for  retained  interests 
(models  and  assumptions).  All  securitization  channels  report  to  the  MRC  on  a 
monthly  basis  on  securitization  activity  and  any  noteworthy  governance/compliance, 
market,  credit,  and  operational  risks. 

Management  implemented  the  recommendations  made  by  the  examiners  during  the 
prior  examination  and  securitization  reporting  is  currently  satisfactory  and  consistent 
across  the  three  divisions  engaged  in  securitization  of  mortgage  loans  (WMMSC, 
LBMC,  and  Commercial  Real  Estate). 

The  market  value  of  WMB's  consolidated  holdings  of  residual  interests  totaled  $2.3 
billion,  or  12.37  percent  of  WMI  Tier  I  capital  at  March  31,  2007.  Of  this  total, 
S3  83 .4  million  pertain  to  the  securitization  of  mortgage  loans  and  the  remaining 
amount  pertains  to  the  securitization  of  credit  card  receivables.  Noteworthy  is  the 
44.6  percent  decline  in^residual  interests  at  the  LBMC.  The  decline  is  attributable 
primarily  to  higher  clelinquencies  and  adjustments  to  prepayment  and  home  price 
appreciation  (HP A)  assumptions  used  in  the  Intex  model  to  derive  fair  market  value. 
At  March  3 1 ,  2007,  the  Basis  Floater  Interest  Only  (BFIO)  portfolio  had  an  estimated 
fair  value  of  $201  million,  a  60.0  percent  decline  over  the  $502  million  reported  at 
December  3l,  2005.  The  decline  is  attributable  to  changes  in  market  conditions  as 
well  as  in  the  internal  valuation  methodology.  The  decline  in  the  BFIO  asset  and; 
consequently,  the  bank's  lower  exposure  to  this  asset  is  consistent  with 
management's  strategy.  Management  had  indicated  during  the  prior  examination  its 
willingness  to  reduce  the  bank's  exposure  to  BFIO  primarily  due  to  the  difficulty  in 
hedging  and  managing  this  asset. 

The  overall  system  of  internal  controls  for  the  loan  securitization  area  is_generally_ 
satisfactory.  Based  on  our  review,  management  has  implemented  appropriate 
processes  to  ensure  that  the  securitization  activity  complies  with  internal  policies, 
procedures,  and  regulatory  requirements. 

Policies  and  procedures  governing  this  area  are  adequate.  During  the  examination, 
management  revised  the  Loan  Purchase,  Sale,  and  Securitization  Standard  to 
incorporate  examiner  recommendations  pertaining  to  cleanup  call  options. 
A  perceived  weakness  in  the  system  of  internal  controls  is  the  out-of-cycle  condition 
of  the  internal  audit  of  the  Loan  Purchase,  Sale,  and  Securitization  area.  Audit 
Services  indicated  that  the  out-of-cycle  condition  is  due  to  the  department's 
modification  of  its  annual  audit  process  (risk  approach  versus  cycle  methodology) 
but  that  there  were  mitigating  circumstances  for  the  cycle  override  of  this  area. 
These  included  the  satisfactory  audit  of  this  area  in  February  of  2005,  the  experience 
level  of  the  staff  involved  in  this  process,  the  absence  of  known  issues  in  this  area 
since  the  last  audit,  and  the  stability  of  the  processes  for  this  area  since  the  last  audit 
date. 
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Overview 

Washington  Mutual  Bank  (WMB)  has  three  divisions  that  engage  in  securitization  activities: 
Washington  Mutual  Mortgage  Securities  Corp.  (WMMSC),  Long  Beach  Mortgage  Corporation 
(LBMC)  and  the  Commercial  Group.  The  following  is  a  synopsis  of  these  units/divisions. 

WMMSC  is  the  division2  responsible  for  the  securitization  of  mortgage  loans  originated  and  sold 
into  the  securitization  by  WMB  and  Washington  Mutual  Bank,  FSB  (WMB-FSB).  Within 
WMMSC  there  is  the  Conduit  Unit  that  is  charged  with  the  purchase,  typically  in  bulk,  of 
subprime  and  Alt-A  mortgage  loans  from  brokers  and  correspondent  entities.  Furthermore, 
WMMSC  serves  as  the  master-servicer  for  the  majority  of  the  loan  pools  supporting  the 
securities  sold. 

Long  Beach  Mortgage  Corporation  (LBMC)  is  the  division  responsible  for  the  origination  and 
securitization  of  sub-prime  mortgage  loans  under  the  shelf  registration  of  LBMC.  Mortgage 
loans  originated  under  the  LBMC  name  are  acquired  through  its  broker  network.  Beginning  in 
2007,  Wamu  will  securitize  all  loans  originated  through  LBMC  using  the  Wamu  Asset 
Acceptance  Corp.  (WAAC)  shelf  registration.  The  new  trusts  are  designated  as  Wamu  Asset-E 
Certificates,  Wamu  Series  200X-HEX  Trust.  The  first  transaction  using  the  new  designation 
closed  in  January  2007  and  used  the  ticker  2007-HE1.  This  will  also  be  used  for  Wamu  conduit 
and  sub-prime  conduit  securitizations.  The  changes  are  a  result  of  the  consolidation  of  Long 
Beach  Mortgage  Corp.  into  WMB. 

The  Commercial  Group  securitizes  commercial  real  estate  loans  originated  through  the  bank's 
retail  channel  (no  delegated  underwriting).  The  group  sells  its  securitizations  to  both  private  and 
government  sponsored  entities  (GSE).  Sales  to  GSE  are  done  primarily  to  Fannie  Mae  and  it 
involves  an  exchange  of  whole  loans  for  MBS.  Under  certain  programs  (WamuPlus),  the  bank  is 
liable  for  losses  up  to  3%  of  the  principal  balance  of  loans  sold.  On  sales  to  private  investors,  the 
bank  may  retain  unrated  residual  interests  and/or  portions  of  the  B  tranche. 

Securitization  Oversight 

The  Market  Risk  Committee  (MRC)  is  responsible  for  establishing  guidelines,  procedures, 
and  limitations  for  the  securitization  activities  of  Washington  Mutual  Inc.  (WMI)  and  its 
subsidiaries.  Additionally,  the  committee  is  responsible  for  ongoing  transaction  monitoring 
to  ensure  that  securitization  activities  comply  with  established  parameters.  The  MRC  has 
delegated  to  the  Valuation  Committee  (VC)  the  responsibility  of  monitoring  the  valuation 
methodology  (models  and  assumptions)  used  for  retained  interests. 

All  securitization  channels  (prime,  subprime,  and  commercial  real  estate)  report  to  the  MRC 
on  a  monthly  basis  on  securitization  activity  for  the  prior  month.  Information  provided 
include:  securitization  volumes,  delinquency  status  by  portfolio  segment,  losses,  rating 
agency  actions  on  outstanding  issues,  outstanding  classes  that  fail  loss-severity  test  (predicts 


Both  WMMSC  and  LBMC  ceased  existing  as  separate  legal  entities  when  these  WMI  subsidiaries  were  integrated  into 
Washington  Mutual  Bank  (WMB). 
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downgrades),  and  outstanding  repurchase  demands.    The  channels  also  discuss  with  the 
committee  any  noteworthy  governance/compliance,  market,  credit,  and  operational  risks. 

Mortgage  Loan  Lending  Activity 

The  following  graph  depicts  mortgage  loan  lending  activity  and  securitization  activity  in  2006. 


□       $2.52  B 
UPB  Retained 


□        $14.13  B 
Wholeloan  So 


^^^^i  W^^^  Inter-Company 

B        $109.75  i^^^^^^—~  Sales 

Securitizations 
Sold 

Source:  PEKK  Response.  Ql  01-10$ 


In  2006,  WMB,  WMB-FSB,  and  LBMC  originated  mortgage  loans  with  an  aggregate  unpaid 
principal  balance  (UPB)  of  approximately  SI 29.7  billion.  As  shown  in  the  graph  above,  the 
majority  of  the  mortgage  loan  production  (approximately  SI  10  billion)  was  securitized  and  sold 
to  government  sponsored  entities  (GSE)  and  private  investors,  whereas  S3.1  billion  was  sold 
inter-company.  The  fair  market  value  of  the  mortgage  servicing  receivable  asset  (MSR)  booked 
associated  with  the  retained  servicing  rights  amounted  to  S2.2  billion. 

Securitization  Activity 

For  the  year  ended  December  31,  2006,  the  bank  securitized  mortgage  loans  with  an  aggregate 
UPB  totaling  $110.0  billion,  a  S20.8  billion  decline  when  compared  to  the  $130.8  billion  for 
2005.  Mortgage  loans  sold  with  recourse  during  the  same  periods  totaled  S959  million  and  $2.02 
billion,  respectively.  The  bank  realized  pre-tax  gains' of  $1.0  billion3  on  mortgage  loans 
securitization;  slightly  higher  gain  than  the  $949  million  reported  in  2005. 


-1  Source:  10-k  as  of  March  01,  2007(page  107). 
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3    $225  B 
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Prime  Loans 
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As  shown  in  the  graph  above,  prime  1  -4  single-family  mortgage  loans  accounted  for  the  majority 
of  the  secuntized  loans  at  approximately  $80.2  billion,  or  71.47%  of  total  securitization  in  ?006 
Non-traditional  mortgage  loans  such  as  subprime  and  Alt-A  represented  20.05%  and  7  30%  of 
°™  f  cf  &zf  ons5  respectively.   Commercial  real  estate  securitization  totaled  $1.3  billion  or 

«  «  vM|.^SS,tfto?1  V0lume  in  2006-   °f  the  total  anoum  securitized,  WMB  retained 
$2.52  billion  (2.24%  of  total  secuntizations),  of  which  only  $1 87  million  were  subprime  loans. 

The  following  tables  provide  details  for  prime,   subprime,   and   commercial   real  estate 
securitizations  m  2006: 
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i&wwssi 


85,319,732,968 


1,673,325094 


934,345,759 


2.442:943 


WMB  sold  approximately  49%  of  the  production  of  prime  mortgage  loans  to  government 
X^r^fo1  uenaid  ihZ  remainin8  51%  t0  Priva*  investors.  WMB  booked  MSR  with  a  total 
*MV  of  $1.8  billion.  Gain  on  sale  amounted  to  $566.8  million  (does  not  reflect  impact  of 
hedging  gains  and/or  losses).  v 

, V      J"  f  ^' *er^Were,  IJ!  securiti«  reviewed  by  Fitch,  Moody's,  and  S&P.    Upgraded  classes 

~~^  totaled  ]  64,  affirmed  965,  ratings  watch  negative  classes  9,  and  only  4  classes  were  downgraded 
Class  downgrades  are  generally  anticipated  by  management  as  it  monitors  performance  and 
conducts  stress-scenario  analyses  to  determine  which  classes  may  be  in  line  for  downgrades 


OTSWME07-075  0000784 


Footnote  Exhibits  -  Page  0417 


SLfeftirre 

Etta 

FHAC 

BM\ 

om, 

RlVEtB 

Q<*iJ  Total 

SLmcflFBSdd 

22526,353,992 

22526,363992 

SLmcfireFfetanBd 

_ 

_ 

SumdiasrEMEBBJSid 

22447,651,221 

22,447,651221 

SLmcfLoaneTvBSaAFfetairBd 

186.S81.539 

185531,539 

SjndOarHjiCEB) 

271,354159 

271,353,159 

ajncfGfeiri(L3Bs)316 

11,141,373 

11,141,373 

Production  and  securitization  of  subprime  loans  totaling  $22.5  billion  was  sold  in  its  entirety 
to  private  investors  with  WMB  retaining  approximately  $187  million  in  subordinated  and/or 
residual  pieces.  Gain  on  sale  amounted  to  $282.5  million,  not  taking  into  account  the  impact 
of  hedging  activities. 

In  the  first  quarter  of  2007,  management  transferred  approximately  $1.7  billion  of  originated 
subprime  loans  in  the  Held  for  Investment  (HFI)  portfolio.  Management  indicated  that  due 
to  the  uncertainty  in  the  subprime  market  at  the  time,  the  sales  execution  would  have  been 
poor.  Subsequently,  management  sold  the  loans  in  question.  The  transfer  of  he  loans  into 
HFI  received  OTS  approval. 

In  the  first  quarter  of  2007,  Fitch  downgraded  23,  affirmed  91  and  upgraded  three  classes  from 
the  21  Long  Beach  RMBS  issues.  The  downgrades  affected  approximately  $213.7  million  of 
outstanding  certificates  and  reflected  the  continued  deterioration  in  the  relationship  between 
credit  enhancement  and  loss  expectations.  The  monthly  losses  in  the  downgraded  issues  exceed 
the  available  excess  spread;  thus,  resulting  in  substantial  deterioration  of  the  Over 
Collateralization  (OC).  In  the  most  severe  examples  (2001  vintage),  the  OC  has  been  depleted 
and  the  subordinate  certificates  have  incurred  principal  write-downs. 

In  2006,  there  were  223  rating  agency  determinations  for  Long  Beach  issues/deals:  70 
downgrades,  137  affirmed  and  16  upgraded  classes.  Class  downgrades  are  generally  anticipated 
by  management  since  it  monitors  performance  and  conducts  stress-scenario  analyses  to 
determine  which  classes  may  be  in  line  for  downgrades. 


Cfcmreraal  RE 

Q*a 

FHJMC                  BM*                GMft                Private 

Gand  Total 

amcfLPBSdd 

- 

434,513001 

484,513001 

SLmcflFBFfetaned 

8101309,344 

26,847,300 

837,156,644 

ajmdlssTBMESBf&td 

- 

495231,532 

495231,532 

amcfLDffB/KBSB^RsterBd 

795370,392 

17,523207 

812893,599 

SLmcfGfeH(Lass) 

15270,161 

15270,161 

amcfGeirl{l£6S)316 

- 

- 

- 

During  2006,  the  bank,  through  its  commercial  real  estate  loan  group,  originated  approximately 
$1.3  billion  in  commercial  real  estate.  The  loan  production  consisted  overwhelmingly  of  loans 
secured  by  multi-family  properties.  The  majority  of  these  loans  were  originated  by  the  bank's 
retail  channel,  although  the  bank  purchased  approximately  $200  million  from  third  parties.  Dick 
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Fisher,  SVP  Commercial  Loan  Group,  indicated  that  purchased  loans  were  re-underwritten 
pursuant  to  Wamu's  standards  for  these  loan  types. 

The  overall  production  of  commercial  real  estate  loans  declined  precipitously  in  2006  from  a 
$9.9  billion  production  in  the  prior  year  due  primarily  to  the  lack  of  demand  in  the  market  for  the 
type  of  product  that  the  bank  was  willing  to  originate.  According  to  SVP  Dick  Fisher, 
Commercial  Real  Estate  Group,  management  projects  a  $8.3  billion  securitization  volume  of 
2007:  $7.0  billion  in  Private  Label  securities,  $1.1  billion  under  the  WAMU  Plus  program,  and 
$200  million  under  the  FNMA  DUS  program. 

During  2006,  no  commercial  real  estate  security  was  downgraded  by  the  rating  agencies.  For  the 
same  period,  S&P,  Fitch,  and  Moody's  upgraded  7, 15,  and  13  securities,  respectively. 

I/O  and  Option  ARM 

In  2006,  the  bank  originated  approximately  $20.1  billion  in  Option  ARM  loans,  issued  18 
securities  and  sold  $1 1.8  billion  to  private  investors  and  $5.5  billion  to  GSE.  The  bank  sold  the 
remainder  loans  on  a  whole-loan  basis  to  both  private  investors  and  GSE.  For  the  same  period, 
the  bank  originated  $20.2  billion  in  mortgage  loans  with  interest-only  features.  Securitization  of 
this  loan  type  sold  to  private  investors  amounted  to  $9.4  billion  while  the  remainder  was  sold  on 
a  whole-loan  basis  to  private  investors  and  GSE. 

While  securities  may  have  unique  features,  each  structure  has  senior  and  subordinate  pieces. 
Typically,  the  senior  structure  has  several  levels  of  Class  A  certificates,  which  are  AAA  rated, 
and  are  supported  by  the  subordinate  Class  B  certificates.  The  latter  certificates  are  rated  AA  to 
BBB.  Additionally,  each  issue  may  have  an  interest-only  class  or  interest-  and  principal-only 
components  (identified  as  Class  X).  Furthermore,  each  securitization  has  a  residual  class 
identified  as  the  R  Class  that  is  intended  for  cleanup  calls  (not  traded) 

Wamu  occasionally  retains  the  basis  I/Os  (X  Class)  and  the  subordinate  B  Class  certificates 
associated  with  option  ARM  securities.  The  bank  refers  to  these  pieces  retained  as  "residual 
interests." 

Residual  Interests 


(Millions) 

12/31/05 

12/31/06 

3/31/07 

Reserve  Accts.  (CC) 

$10,372 

$434,442 

$448,027 

Credit  Enhan.  (CC) 

$1,803,413 

$1,464,511 

$1,432,333 

LBMC4 

$71,496 

$149,155 

$82,657 

WMMSC  NIM  (sub) 

$0 

$34,161 

$36,142 

Providian  Master  Note 

$85,100 

$85,419 

$85,290 

Credit  Enhancements 

$216,404 

$138,114 

$215,491 

Other  Reserve  Accts. 

$19,889 

$20,657 

$38,861 

WMB  Consolidated 

$2,135,249 

$2,326,460 

$2,338,799 

4  LBMC's  residual  interests  and  NIM  pieces  are  held  in  the  "trading"  portfolio. 
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The  bank  typically  provides  some  form  of  credit  enhancement  when  issuing  securities  for  sale  to 
pnvate  investors.  These  credit  enhancements  may  include  spread  accounts,  over- 
collaterahzation,  interest-only  strips,  and  retained  subordinated  interests.  Collectively,  these 
credit  enhancements  are  referred  to  as  "residual  interests."  Current  bank  policy  limits  residual 
interests  to  25.0%  of  Tier  1  Capital.  At  March  31,  2007,  total  residual  interests  represented 
12.37%  of  WMI's  Tier  1  capital,  well  below  the  25%  internal  policy  limit. 

This  reviews  focused  on  the  residual  interests  held  by  the  WMB  and  its  affiliates  and  associated 
with  the  securitization  of  mortgage  loans.  The  review  of  residual  interests  pertaining  to  the 
securitization  of  credit  card  receivables  was  performed  separately. 

As  shown  in  the  table  above,  the  market  value  of  WMB's  consolidated  holdings  of  residual 
interests  totaled  $2.3  billion  at  March  31,  2007.  Of  this  total,  only  $383.4  million  pertain  to  the 
securitization  of  mortgage  loans.  The  remaining  amount  pertains  to  the  securitization  of  credit 
card  receivables.  Noteworthy  is  the  44.6  percent  decline  in  residual  interests  at  the  LBMC  level 
from  $149.2  million  to  $82.7  million.  The  decline  is  due  primarily  to  the  $88.0  million  write- 
down on  subprime  residuals  due  to  higher  delinquencies,  adjustments  to  prepayment  and  home 
price  appreciation  (HPA)  assumptions  used  in  the  Intex  model  to  derive  fair  market  value. 

Basis  Floater  Interest  Only  (BFIO) 

BFIO  is  a  byproduct  of  Option  ARM  securitization  created  by  structuring  the  security  in  a  way 
that,  for  a  designated  tranche  (or  tranches),  WMB  pays  the  investors  1 -month  LIBOR  while 
collecting  from  the  borrower  an  interest  rate  coupon  based  on  MTA  plus  a  margin.  This  cash 
flow  mismatch  creates  significant  basis  risk.  The  BFIO  is  also  highly  susceptible  to  prepayment 
risk.  Management  hedging  strategies  to  mitigate  exposure  to  interest  rates  and  basis  risk  include 
the  buying  and  selling  of  Eurodollar  futures.  Management  has  acknowledged  the  difficulty  in 
hedging  this  asset  due  the  low  predictability  of  Option  ARM  prepayments  and  the  illiquidity  of 
the  basis  swaps  market.  Refer  to  workpaper  221P-63  through  221P-78  for  a  more  detailed 
discussion  of  BFIO. 

The  following  table  shows  the  changes  in  the  BFIO  portfolio  in  terms  of  Fair  Value  and  the 
underlying  notional  unpaid  principal  balance  (UPB): 


BFIO  ($MM) 

Value 

Change 

/Notional  UPB" 

Change 

12/31/2005 

$502 

$24,809 

12/31/2006 

$238 

($264) 

1         $14,994      , 

'           ($9,815) 

03/31/2007 

$201 

($37) 

\        $13,061   / 

($1,932) 

At  March  3 1 ,  2007,  the  BFIO  had  an  estimated  fair  value  of  $20 1  million.  This  represents  a  60.0 
percent  decline  over  the  $502  million  reported  at  December  31,  2005.  During  2006,  the  fair 
value  declined  by  $264  million,  or  53.0  percent.  Changes  in  the  valuation  methodology  during 
2006  resulted  in  a  negative  impact  of  $117  million,  of  which,  $115  million  was  due  the 
implementation  of  the  new  prepayment  model  that  resulted  in  increased  prepayment  projection. 
The  remaining  $2  million  impact  resulted  from  the  change  in  the  1  -year  CMT  curve  model  based 
on  constant  spread  to  LIBOR. 
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The  decline  in  the  BFIO  asset  and;  consequently,  the  lesser  exposure  to  this  asset  is  consistent 
with  management's  strategy.    The  reduction  was  accomplished  by  changing  the  structure  of 
Option  ARM  deals  to  be  MTA  based  instead  of  LIBOR  based.   During  the  prior  examination 
management  indicated  that  the  bank  planned  to  reduce  exposure  BFIO  due  primarily  to  the 
difficulty  in  hedging  and  managing  this  asset. 

On  a  quarterly  basis  (the  first  month  end  of  each  quarter),  management  surveys  brokers  for  price 
indications  on  the  BFIO  portfolio.  The  Retained  Interests  Valuation  group  sends  an  email 
request  to  each  broker  that  was  a  co-lead  in  the  deal  at  issuance.  Washington  Mutual  Capital 
Corp.  ("WCC")  was  the  lead  broker-dealer  on  all  deals,  but  since  WMB  owns  WCC,  the  latter  is 
excluded  from  the  price  indication  process.  Because  of  this  fact,  each  deal  typically  only  has  1 
to  2  broker  indications. 

Brokers  send  back  dollar  price  indications  and  management  compiles  and  reviews  the 
information  and  unreasonable  changes  from  month  to  month  or  absolute  levels  discussed  with 
the  brokers.  Management  averages  the  final  prices  and  compare  on  a  deal  by  deal  basis,  as  well 
as  total  portfolio  value.  The  final  BFIO  Attribution  Report  is  compiled  and  distributed  daily. 

Securitization  Process/Internal  Controls 

Refer  to  workpaper  221P-8  for  a  discussion  of  the  bank's  internal  controls  surrounding 
securitization  activities.  These  include  compliance  with  Reg  AB,  Data  Verification  Process, 
Best  Execution  Analysis,  Counterparty  Risk,  and  Residual  Valuation  Process. 

Counterparty  Risk 

John  Morris,  OTS  Examiner,  performed  a  review  of  counter-party  risk.was-peFformed  by 
otamkirr  Tnhn  Mon=n.  Based  on  conversations  with  Mr.  Morris  and  Wamu  personnel,  there 
are  not  any  material  concerns  in  this  area.  Monitoring  of  counter-party  risk  by  management 
is  adequate.    See221P-29. 

Internal  Audit 

On  April  26,  2007,  the  examiners  met  with  Audit  Services  (AS)  to  discuss  the  23-month  out- 
of-cycle  condition  of  the  Loan  Sales  and  Securitization  area.  The  Loan  Sales  and 
Securitization  area  was  last  audited  in  May  of  2005  and  the  next  audit  is  scheduled  for  March 
3 1 ,  2008.  The  three- year  period  between  internal  audits  is  outside  the  required  interval  under 
the  cycling  approach  used  by  the  internal  audit  department  for  units,  such  as  the  one  in 
question,  with  high-risk  ratings.  Erin  Dunlap,  Audit  Division  Manager,  and  John 
Vandermeulen,  Senior  Audit  Manager,  provided  the  responses  to  the  examiners'  inquiry. 

AS's  explained  the  out-of-cycle  status  by  indicating  that  the  department  had  modified  its 
annual  audit  process  in  accordance  with  its  new  audit  plan  cycle  methodology  (implemented 
January  1 ,  2007).  Under  the  new  methodology,  the  area  in  question  is  to  be  audit  in  March 
of  2008,  a  three-year  cycle  versus  the  15-month  interval  required  for  high-risk  areas.  The  AS 


OTSWME07-075  0000788 


Footnote  Exhibits  -  Page  0421 


indicated  that  the  new  policy  allows  for  sufficiently  justified  and  approved  cycle  overrides 
and  that,  as  communicated  to  the  Audit  Committee,  a  transition  period  is  required  to  fully 
implement  the  new  three-year  risk  based  audit  cycle  methodology. 

The  AS  pointed  out  some  mitigating  circumstances  for  the  cycle  override  of  this  area 
including:  (1)  the  satisfactory  audit  of  this  area  in  February  of  2005  and  the  experience  level 
of  the  staff  involved  in  this  process,  (2)  the  absence  of  known  issues  in  this  area  since  the  last 
audit,  and  (3)  the  stability  of  the  processes  for  this  area  since  the  last  audit  date.  Moreover, 
the  AS  indicated,  several  peripheral  areas  have  been  or  are  in  the  process  of  being  audited 
and  no  material  concerns  were  noted. 

The  examiners  believe  that  a  three-year  interval  between  internal  audits  may  be  inappropriate 
given  the  high  volume  activity  in  the  securitization  area  (in  excess  of  $100  billion/year)  and 
the  high-risk  nature  of  this  operation.  The  need  for  timely  audits  is  further  accentuated  by 
the  findings  of  our  review  of  the  MRC  minutes  of  December  2006  and  January  2007,  which 
seem  to  indicate  that  there  were  data  integrity  issues  surrounding  the  creation  of 
securitization  trusts,  resulting  in  loan  repurchases  from  those  securitization  trusts.  According 
to  Tom  Lehman,  root  causes  stemmed  from  the  relocation  of  the  transaction  management 
group  (Project  Scarlet)  and  the  simultaneous  replacement  of  key  systems  (Sporty  and 
Conduit  database).  Another  concern  arises  from  the  lack  of  internal  audit  review  of 
WMMSC  Master  Servicing  operation,  which  provides  servicing  for  all  the  loans  sold  into  the 
securitization  Trusts.  The  untimely  internal  audit  of  this  area  was  pointed  out  as  a  concern 
Fitch's  report  as  of  August  14,  2006  (see  Program  576). 

The  examiner  communicated  these  concerns  to  the  examiner  responsible  for  the  review  of  the 
internal  audit  area.    (  CJo  U*    M»  rr  f§  \ 

Clean-up  Call  Options 

Regulation  12C.F.R.567.1  establishes  certain  requirements  for  clean-up  calls  on 
securitizations  in  order  for  institutions  to  avoid  implicit  recourse  treatment.  In  general  terms, 
clean-up  calls  are  recourse  for  regulatory  purposes  unless  it  involves  10%  or  less  of  the 
original  pool  balance  and  are  exercisable  at  the  option  of  the  bank/affiliates.  The  fact  that  the 
bank  holds  the  residual  piece(s)  does  not  insulate  the  bank  from  implicit  recourse 
determination  if  the  bank  provides  post-sale  credit  support  (although  it  plays  a  role 
determining  under  which  circumstances  purchasing  assets  from  a  trust  at  greater  than  FMV 
may  not  constitute  implicit  recourse).  Further,  the  bank  must  exercise  the  cleanup  call  for 
legitimate  business  reasons  other  than  to  provide  credit  support  to  third  party  investors  (key 
criterion  for  determining  implicit  recourse).  Non-compliance  with  regulatory  requirements 
could  taint  other  existing  securitizations  and  the  bank  could  be  required  to  bring  back  onto  its 
books  said  securitizations  and;  consequently,  have  an  impact  on  capital  requirements. 

In  2006  and  the  early  part  of  2007  WaMu  requested  and  obtained  a  waiver  from  the  OTS  to 
exercise  clean-up  call  options  on  three  LBMC  securitization  deals.  The  OTS  cleared 
WaMu's  request  for  the  agency's  concurrence  that  the  exercise  of  those  cleanup  calls  in  a 
securitization  under  the  set  of  established  facts  provided  by  WaMu  in  its  letters  of  December 
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21,  2006  and  February  13,  2007  and  subsequent  conversations.  The  OTS  concluded  that  the 
deals  in  question  did  not  constitute  implicit  recourse  and  did  not  trigger  recourse  treatment 
for  other  securitizations  under  the  same  shelf  registration.  This  supervision  policy  decision 
was  consistent  with  the  supervisory  determination  by  the  West  Region  on  this  matter. 

Subsequently,  management  requested  from  the  OTS  a  blanket  waiver  for  these  types  of 
transactions  and  theOTSagreed5  to  grant  a  blanket  waiver  if  the  bank  would  commit  to  revise 
the  Loan  Purchase,  Sale  and  Securitization  Standard  in  order  for  the  standard  to  incorporate  clear 
and  precise  guidance  for  the  exercise  of  clean-up  call  options.  The  OTS's  concurrence  assumes 
that  the  economic  valuations  that  support  the  fair  market  value  calculations  are  economically 
sound  that  these  valuations  are  scrutinized  during  the  examination  process  to  ensure  that  in 
exercising  the  calls,  WaMu  has  not  provided  additional  credit  support  to  third-party  investors'  If 
examiners  conclude  that  the  valuations  are  not  economically  sound  or  are  not  adequately 
documented  and  supported,  the  OTS  may  revisit  this  concurrence,  conclude  that  WaMu  has 
provided  implicit  recourse  and  require  WaMu  to  bring  the  assets  in  outstanding  securitizations 
back  onto  its  balance  sheets  and  hold  risk  based  capita]  for  those  assets. 

The  examiners  reviewedjhe  language  that  WaMuplans  to  include  in  tiieLoanPurchase,  Sale 
and  Securitization  Policy  with  regard  to  securitization  clean-up  calls."  The  language  satisfies 
OTS  requirements.  — : 

Profitability 

In  2006,  WMB's  mortgage  banking  division  incurred  losses  totaling  $89.2  million.  The  poor 
performance  derives  primarily  from  the  losses  incurred  by  three  business  segments:  Retail 
($146.8  million),  LBMC  ($132.9  million),  and  Servicing  ($106.8  million).  Profitability  is 
discussed  under  the  Mortgage  Banking:  Profitability  Program  572. 

Reporting/Findings  Memo  17 

During  the  2006  examination,  the  examiners  issued  a  findings  memo  (OTS  Memo  17)  stating 
that  (1)  management  was  not  reporting  to  oversight  committees  as  required  by  policy  and  (2) 
there  were  inconsistencies  in  reporting  by  the  three  main  loan  groups  (single-family, 
subprime,  and  commercial  real  estate).  Our  review  disclosed  that  management  has  taken 
appropriate  corrective  actions.  See  221P-17.  — 


Policies  and  Procedures 


The  Loan  Purchase,  Sale,  and  Securitization  Standard  governs  the  securitization  activities. 
This  Standard  is  contained  within  the  ALM  Policy.  During  the  examination,  management 
revised  this  standard  to  include  certain  language  pertaining  to  cleanup  calls  as  recommended 
by  the  examiners.  Overall,  this  Standard  provides  adequate  guidance  to  the  securitization 
process. 


Blanket  waiver  provided  via  letter  from  Darrel  Docfeow,  DRD. 
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Plaintiff  Securities  and  Exchange  Commission  ("Commission")  alleges  as 
follows: 

JURISDICTION  AND  VENUE 

1 .       This  Court  has  jurisdiction  over  this  action  pursuant  to  Sections  20(b), 
20(d)(1),  20(e)  and  22(a)  of  the  Securities  Act  of  1933  ("Securities  Act"),  15 
U.S.C.  §§  77t(b),  77t(d)(l),  77t(e),  and  77v(a),  and  Sections  21(d)(1),  21(d)(2), 
21(d)(3)(A),  21(e),  and  27  of  the  Securities  Exchange  Act  of  1934  ("Exchange 
Act"),  15  U.S.C.  §§  78u(d)(l),  78u(d)(2),  78u(d)(3)(A),  78u(e)  &  78aa. 
Defendants  have  directly  or  indirectly  made  use  of  the  means  or  instrumentalities 
of  interstate  commerce,  of  the  mails,  or  of  the  facilities  of  a  national  securities 


exchange  in  connection  with  the  transactions,  acts,  practices  and  courses  of 
business  alleged  in  this  complaint. 

2.  Venue  is  proper  in  this  district  pursuant  to  Section  22(a)  of  the 
Securities  Act,  15  U.S.C.  §  77v(a),  and  Section  27  of  the  Exchange  Act,  15  U.S.C. 
§  78aa,  because  defendants  reside  and  transact  business  within  this  district  and 
certain  of  the  transactions,  acts,  practices  and  courses  of  conduct  constituting 
violations  of  the  federal  securities  laws  alleged  in  this  complaint  occurred  within 
this  district. 

SUMMARY 

3.  This  matter  involves  a  disclosure  fraud  by  the  three  most  senior 
executives  of  Countrywide  Financial  Corporation,  a  mortgage  lender  formerly 
based  in  Calabasas,  California,  and  insider  trading  by  Countrywide's  former 
chairman  of  the  board  and  chief  executive  officer,  Angelo  Mozilo. 

4.  From  2005  through  2007,  Mozilo,  along  with  David  Sambol,  chief 
operating  officer  and  president,  and  Eric  Sieracki,  chief  financial  officer,  held 
Countrywide  out  as  primarily  a  maker  of  prime  quality  mortgage  loans, 
qualitatively  different  from  competitors  who  engaged  primarily  in  riskier  lending. 
To  support  this  false  characterization,  Mozilo,  Sieracki,  and  Sambol  hid  from 
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investors  that  Countrywide,  in  an  effort  to  increase  market  share,  engaged  in  an 
unprecedented  expansion  of  its  underwriting  guidelines  from  2005  and  into  2007. 
Specifically,  Countrywide  developed  what  was  referred  to  as  a  "supermarket" 
strategy,  where  it  attempted  to  offer  any  product  that  was  offered  by  any 
competitor.  By  the  end  of  2006,  Countrywide's  underwriting  guidelines  were  as 
wide  as  they  had  ever  been,  and  Countrywide  was  writing  riskier  and  riskier  loans. 
Even  these  expansive  underwriting  guidelines  were  not  sufficient  to  support 
Countrywide's  desired  growth,  so  Countrywide  wrote  an  increasing  number  of 
loans  as  "exceptions"  that  failed  to  meet  its  already  wide  underwriting  guidelines 
even  though  exception  loans  had  a  higher  rate  of  default. 

5.  Countrywide  wasliiorel^ 

selling  loans  it  originated  into  the  secondary  mortgage  market,  an  important  fact  it 
disclosed  to  investors.  But  Mozilo  expected  that  the  deteriorating  quality  of  the 
loans  that  Countrywide  was  writing,  and  the  poor  performance  over  time  of  those 
loans,  would  ultimately  curtail  the  company's  ability  to  sell  those  loans  in  the 
secondary  mortgage  market.  Mozilo  and  the  company's  chief  risk  officer  warned 
Sambol  and  Sieracki  about  the  increased  risk  that  Countrywide  was  assuming. 
Thus,  each  of  the  defendants  was  aware,  but  failed  to  disclose,  that  Countrywide's 
current  business  model  was  unsustainable. 

6.  Mozilo,  Sambol,  and  Sieracki  were  responsible  for  Countrywide's 
fraudulent  disclosures.  From  2005  through  2007,  these  senior  executives  misled 
the  market  by  falsely  assuring  investors  that  Countrywide  was  primarily  a  prime 
quality  mortgage  lender  which  had  avoided  the  excesses  of  its  competitors. 
Countrywide's  Forms  10-K  for  2005, 2006,  and  2007  falsely  represented  that 
Countrywide  "manage[d]  credit  risk  through  credit  policy,  underwriting,  quality 
control  and  surveillance  activities,"  and  the  2005  and  2006  Forms  10-K  falsely 
stated  that  Countrywide  ensured  its  continuing  access  to  the  mortgage  backed 
securities  market  by  "consistently  producing  quality  mortgages." 
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7.  In  fact,  the  credit  risk  that  Countrywide  was  taking  was  so  alarming  to 
Mozilo  that  he  internally  issued  a  series  of  increasingly  dire  assessments  of  various 
Countrywide  loan  products  and  the  risks  to  Countrywide  in  continuing  to  offer  or 
hold  those  loans,  while  at  the  same  time  he,  Sambol,  and  Sieracki  continued  to 
make  public  statements  obscuring  Countrywide's  risk  profile  and  attempting  to 
differentiate  it  from  other  lenders.  In  one  internal  email,  Mozilo  referred  to  a 
particularly  profitable  subprime  product  as  "toxic,"  and  in  another  he  stated  that 
the  company  was  "flying  blind,"  and  had  "no  way"  to  predict  the  performance  of 
its  heralded  product,  the  Pay-Option  ARM  loan.  Mozilo  believed  that  the  risk  was 
so  high  and  that  the  secondary  market  had  so  mispriced  Pay-Option  ARM  loans 
that  he  repeatedly  urged  that  Countrywide  sell  its  entire  portfolio  of  those  loans. 
Despite  their  awareness  of,  and  Mozilo 's  severe  concerns  about,  the  increasing  risk 
Countrywide  was  undertaking,  Mozilo,  Sambol,  and  Sieracki  hid  these  risks  from 
the  investing  public. 

8.  Defendants  misled  investors  by  failing  to  disclose  substantial  negative 
information  regarding  Countrywide's  loan  products,  including: 

•  the  increasingly  lax  underwriting  guidelines  used  by  the  company  in 
originating  loans; 

•  the  company's  pursuit  of  a  "matching  strategy"  in  which  it  matched  the 
terms  of  any  loan  being  offered  in  the  market,  even  loans  offered  by 
primarily  subprime  originators; 

•  the  high  percentage  of  loans  it  originated  that  were  outside  its  own  already 
widened  underwriting  guidelines  due  to  loans  made  as  exceptions  to 
guidelines; 

•  Countrywide's  definition  of  "prime"  loans  included  loans  made  to 
borrowers  with  FICO  scores  well  below  any  industry  standard  definition 
of  prime  credit  quality; 

•  the  high  percentage  of  Countrywide's  subprime  originations  that  had  a 
loan  to  value  ratio  of  100%,  for  example,  62%  in  the  second  quarter  of 
2006;  and 
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•    Countrywide's  subprime  loans  had  significant  additional  risk  factors, 
beyond  the  subprime  credit  history  of  the  borrower,  associated  with 
increased  default  rates,  including  reduced  documentation,  stated  income, 
piggyback  second  liens,  and  LTVs  in  excess  of  95%. 

Mozilo,  Sarribol,  and  Sieracki  knew  this  negative  information  from  numerous 

reports  they  regularly  received  and  from  emails  and  presentations  prepared  by  the 

company's  chief  credit  risk  officer.  Defendants  nevertheless  hid  this  negative 

information  from  investors. 

9.  During  the  course  of  this  fraud,  Mozilo  engaged  in  insider  trading  in 
Countrywide's  securities.  Mozilo  established  four  sales  plans  pursuant  to  Rule 
10b5-l  of  the  Securities  Exchange  Act  in  October,  November,  and  December  2006 
while  in  possession  of  material,  non-public  information  concerning  Countrywide's 
increasing  credit  risk  and  the  risk  that  the  poor  expected  performance  of 
Countrywide-originated  loans  would  prevent  Countrywide  from  continuing  its 
business  model  of  selling  the  majority  of  the- loans  it  originated  into  the  secondary 
mortgage  market.  From  November  2006  through  August  2007,  Mozilo  exercised 
over  5.1  million  stock  options  and  sold  the  underlying  shares  for  total  proceeds  of 
over  $139  million,  pursuant  to  10b5-l  plans  adopted  in  late  2006  and  amended  in 
early  2007. 

DEFENDANTS 

10.  Angelo  Mozilo.  age  70,  is  a  resident  of  Thousand  Oaks,  California. 
Mozilo  was  a  founder  of  Countrywide  and  was  its  chairman  and  chief  executive 
officer  ("CEO")  from  its  formation  in  1969  until  Countrywide  was  acquired  by 
Bank  of  America  in  2008. 

11.    David  Sambol.  age  49,  is  a  resident  of  Hidden  Hills,  California.  He 
was  Countrywide's  president  and  chief  operating  officer  ("COO")  from  September 
2006  until  its  acquisition  by  Bank  of  America  in  2008.  Sambol  was  Countrywide's 
executive  managing  director,  business  segment  operations  from  April  2006  until 
September  2006,  and  executive  managing  director  and  chief  of  mortgage  banking 
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and  capital  markets  from  January  2004  until  April  2006.  Sambol  was  a  member  of 
the  Countrywide  board  of  directors  from  2007  until  July  2008.  Sambol  also  held 
executive  positions  at  certain  Countrywide  subsidiaries,  including  Countrywide 
Bank. 

12.  Eric  Sieracki.  age  52,  is  a  resident  of  Lake  Sherwood,  California. 
Sieracki  was  Countrywide's  chief  financial  officer  ("CFO")  from  the  first  quarter 
of  2005  until  its  acquisition  by  Bank  of  America  in  2008 . 

RELATED  PARTY 

1 3 .  Countrywide  Financial  Corporation,  a  Delaware  corporation,  was  a 
mortgage  lender  based  in  Calabasas,  California.  During  all  times  relevant  to  this 
complaint,  its  stock  was  registered  pursuant  to  Section  12(b)  of  the  Exchange  Act 
and  was  listed  on  the  New  York  Stock  Exchange,  and,  until  the  demise  of  the 
Pacific  Stock  Exchange,  it  was  listed  on  that  Exchange  as  well.  On  July  1, 2008, 
Countrywide  merged  with  Bank  of  America  and  is  now  a  wholly  owned  subsidiary 
of  Bank  of  America.  Countrywide's  remaining  operations  and  employees  have 
been  transferred  to  Bank  of  America,  and  Bank  of  America  ceased  using  the 
Countrywide  name  in  April  2009.  On  July  1 ,  2008,  the  NYSE  filed  a  Form  25  to 
deregister  and  delist  Countrywide's  common  stock,  and  on  July  22, 2008 
Countrywide  filed  a  Form  15  deregistering  its  common  stock  under  Section  12(g) 
of  the  Exchange  Act. 

FACTS 

1 4.  From  2005  through  2007,  in  Countrywide's  periodic  filings  with  the 
Commission  and  in  other  public  statements,  Mozilo,  Sambol,  and  Sieracki  held 
Countrywide  out  as  primarily  a  maker  of  prime  quality  mortgage  loans, 
qualitatively  different  from  competitors  who  engaged  primarily  in  riskier  lending. 
To  support  this  false  characterization,  the  proposed  defendants  hid  from  investors 
that  Countrywide  was  engaged  in  an  effort  to  increase  market  share  and  sustain 
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revenue  generation  through  unprecedented  expansions  of  its  underwriting 
guidelines,  taking  on  ever-increasing  credit  risk. 
A.      Countrywide's  Business 

1 5 .  Countrywide  originated,  sold,  and  serviced  both  prime  and  subprime 
(which  Countrywide's  periodic  filings  referred  to  as  "nonprime")  mortgage  loans. 
By  2005,  Countrywide  was  the  largest  U.S.  mortgage  lender  in  the  United  States, 
originating  over  $490  billion  in  mortgage  loans  in  2005,  over  $450  billion  in  2006, 
and  over  $408  billion  in  2007.  Countrywide  recognized  pre-tax  earnings  of  $2.4 
billionand  $2  billion  in  its  loan  production  divisions  in  2005  and  2006, 
respectively,  and  a  pre-tax  loss  of  $1.5  billion  in  its  loan  production  division  in 

2007. 

1 6.  Countrywide  pooled  most  of  the  loans  it  originated  and  sold  them  in 
secondary  mortgage  market  transactions.  Countrywide  sold  the  pooled  loans  either 
through  whole  loan  sales  or  securitization.  In  whole  loan  sales,  Countrywide  sold 
the  loans  to  investors  and  recorded  gains  on  the  sales.  In  securitizations, 
Countrywide  sold  interests  in  the  pooled  loans,  i.e.,  mortgage-backed  securities. 
Countrywide's  loan  sales  were  run  out  of  its  capital  markets  division.  In  2005, 
Countrywide  reported  $451.6  million  in  pre-tax  earnings  from  capital  market  sales, 
representing  10.9%  of  its  pre-tax  earnings;  in  2006,  it  recognized  $553.5  million  in 
pre-tax  earnings  from  that  division,  representing  12.8%  of  its  pre-tax  earnings,  and 
in  2007  it  recognized  a  mere  $14.9  million  in  pre-tax  earnings  from  that  division,' 
reporting  a  pre-tax  loss  overall. 

17.  Historically,  Countrywide's  primary  business  had  been  originating 
prime  conforming  loans  that  were  saleable  to  the  Government  Sponsored  Entities 
("GSEs").  In  the  fiscal  years  2001, 2002,  and  2003,  Countrywide's  prime 
conforming  originations  were  50%,  59.6%,  and  54.2%  of  its  total  loan  originations, 
respectively.  In  2003,  United  States  residential. mortgage  production  reached  a 
record  level  of  $3.8  trillion.  Countrywide  experienced  record  earnings  in  that  year, 
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with  net  earnings  of  $2.4  billion,  an  increase  of  $1.5  billion,  or  182%,  over  2002. 
In  2004,  in  a  market  where  originations  were  declining  overall,  Countrywide 
maintained  net  earnings  of  $2.1  billion,  and  increased  its  market  share  from  1 1.4% 
to  12.7%. 

18.     Countrywide  achieved  this  result  in  large  part  by  moving  away  from 
its  historical  core  business  of  prime  mortgage  underwriting  to  aggressively 
matching  loan  programs  being  offered  by  other  lenders,  even  monoline  subprime 
lenders.  As  a  result,  as  reported  in  Countrywide's  periodic  filings  and  reflected  in 
the  chart  below,  in  2004,  2005,  and  2006,  Countrywide  wrote  more  non- 
conforming, subprime,  and  home  equity  loans  than  in  any  prior  period: 


2001 

2002 

2003 

2004 

2005 

2006 

Prime 
Conforming 

50% 

59.6% 

54.2% 

38.2% 

32% 

31.9% 

Prime  JN  on- 
Conforming 

16.5% 

24.5% 

31.4% 

38.7% 

47.2% 

45.2% 

Home 
Equity 

6.8% 

4.6% 

4.2% 

8.5% 

9.0% 

10.2% 

Nonprime 
(Subprime) 

7.8% 

3.7% 

4.6% 

11.0% 

8.9% 

8.7% 

FHA/VA 

18.9% 

7.6% 

5.6% 

3.6% 

2.1% 

2.8% 

Commercial 

0.0% 

0.0% 

0.0% 

0.0% 

0.8% 

1.2% 

19.     In  2004,  Countrywide' s  reported  production  of  conventional 
conforming  loans  dropped  to  38.2%,  its  production  of  subprime  loans  had  risen  to 
1 1%,  its  production  of  home  equity  loans  had  risen  to  8.5%,  and  its  production  of 
conventional  non-conforming  loans  had  risen  to  38.7%.  By  2006,  Countrywide 
had  turned  its  prior  business  model  on  its  head:  a  mere  31.9%  of  its  originations 
were  conforming,  45.2%  were  non-conforming,  8.7%  were  subprime,  and  10.2% 
were  home  equity. 
/// 
/// 
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B.       Countrywide's  Deceptive  Description  of  Its  Loans 

20.     Countrywide's  Form  10-Ks  deceptively  described  the  types  of  loans 
upon  which  the  Company's  business  depended.  While  Countrywide  provided 
statistics  about  its  originations  which  reported  the  percentage  of  loans  in  various 
categories,  such  as  those  noted  in  the  table  in  paragraph  18,  the  information  was 
misleading  because  its  descriptions  of  "prime  non-conforming"  and  "nonprime" 
loans  in  its  periodic  filings  were  insufficient  to  inform  investors  what  types  of 
loans  were  included  in  those  categories.  "Prime"  loans  were  described  in 
Countrywide's  2005, 2006,  and  2007  Forms  10-K  as  follows: 

Prime  Mortgage  Loans  include  conventional  mortgage  loans, 
loans  insured  by  the  Federal  Housing  Administration  ("FHA") 
and  loans  guaranteed  by  the  Veterans  Administration  ("VA"). 
A  significant  portion  of  the  conventional  loans  we  produce 
qualify  for  inclusion  in  guaranteed  mortgage  securities  backed 
by  Fannie  Mae  or  Freddie  Mac  ("conforming  loans").  Some  of 
the  conventional  loans  we  produce  either  have  an  original  loan 
amount  in  excess  of  the  Fannie  Mae  and  Freddie  Mac  loan  limit 
for  single-family  loans  ($417,000  for  2006)  or  otherwise  do  not 
meet  Fannie  Mae  or  Freddie  Mac  guidelines.  Loans  that  do  not 
meet  Fannie  Mae  or  Freddie  Mac  guidelines  are  referred  to  as 
"nonconforming  loans." 
2i.     Nothing  in  that  description  informed  investors  that  Countrywide's 
"prime  non-conforming"  category  included  loan  products  with  increasing  amounts 
of  credit  risk.  While  guidance  issued  by  the  banking  regulators  referenced  a  credit 
score  ("FICO  score")  at  660  or  below  as  being  an  indicator  of  a  subprime  loan, 
some  within  the  banking  industry  drew  the  distinction  at  a  score  of  620  or  below. 
Countrywide,  however,  did  not  consider  any  FICO  score  to  be  too  low  to  be 
categorized  within  "prime."  Nor  did  Countrywide's  definition  of  "prime"  inform 
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investors  that,  its  "prime  non-conforming"  category  included  so-called  "Alt- A" 
loan  products  with  increasing  amounts  of  credit  risk,  such  as  (1)  reduced  or  no 
documentation  loans;  (2)  stated  income  loans;  and  (3)  loans  with  loan  to  value  or 
combined  loan  to  value  ratios  of  95%  and  higher.  Finally,  it  did  not  disclose  that 
Pay-Option  ARM  loans,  including  reduced  documentation  Pay-Option  ARM  loans, 
were  included  in  the  category  of  prime  loans.  Moreover,  to  the  extent  these 
extremely  risky  loans  were  below  the  loan  limits  established  by  the  government 
sponsored  entities  that  purchased  these  loans  ("GSEs"),  they  would  have  been 
reported  by  Countrywide  as  prime  conforming  loans.  In  2005  and  2006, 
Countrywide's  Pay-Option  ARMs  ranged  between  17%  and  21%  of  its  total  loan 
originations.  It  maintained  the  majority  of  these  loans  in  the  held  for  investment 
portfolio  at  Countrywide  Bank. 

22.  Significantly,  the  Countrywide  periodic  filings  do  not  define 
"nonprime"  in  any  way,  and  Countrywide's  periodic  filings  failed  to  disclose  that 
loans  in  the  category  of  subprime  were  not  merely  issued  to  borrowers  with 
blemished  credit,  but  that  this  category  included  loans  with  significant  additional 
layered  risk  factors,  such  as  (1)  subprime  piggyback  seconds,  also  known  as  80/20 
loans;  (2)  reduced  or  no  documentation  loans;  (3)  stated  income  loans;  (4)  loans 
with  loan  to  value  or  combined  loan  to  value  ratios  of  95%  and  higher;  and  (5) 
loans  made  to  borrowers  with  recent  bankruptcies  and  late  mortgage  payments. 

23.  By  increasing  its  origination  of  non-conforrning  and  subprime  loans 
between  2003  and  2006,  Countrywide  was  able  to  originate  many  more  loans  in 
those  years  and  increase  its  market  share,  even  as  the  residential  real  estate  market 
declined  in  the  United  States.  As  of  December  31, 2003,  based  on  its  own  internal 
estimates,  Countrywide  had  an  1 1.4%  share  of  the  United  States  mortgage  market. 
By  September  30, 2006,  it  had  a  15.7%  share  of  the  market.  While  Countrywide 
boasted  to  investors  that  its  market  share  was  increasing,  company  executives  did 
not  disclose  that  its  market  share  increase  came  at  the  expense  of  prudent 
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underwriting  guidelines.  As  a  result,  Countrywide's  share  price  rose  from  $25.28 
on  December  31, 2003  to  $42.45  on  December  29,  2006,  the  last  trading  day  of 
that  year. 

C.       Countrywide's  Market  Strategy  Caused  it  To  Take  On 
Increasing  Credit  Risk 

1.       Conntrvwide's  Undisclosed  Expansion  of  Underwriting 
Guidelines  and  the  Matching  Strategy 

24.  By  the  end  of  2006,  Countrywide's  underwriting  guidelines  were 
wider  and  more  aggressive  than  they  had  ever  been.  The  company's  aggressive 
guideline  expansion  was  deliberate,  and  began  as  early  as  2003.  Indeed,  from 
January  2003  until  well  into  2006,  Countrywide's  credit  risk  management 
department  ("Risk  Management")  spent  approximately  90%  of  its  time  processing 
requests  for  expansions  of  Countrywide's  underwriting  guidelines. 

25.  "  Countrywide's  "matching  strategy,"  also  known  as  the  "supermarket 
strategy,"  was  a  key  driver  of  the  company's  aggressive  expansion  of  underwriting 
guidelines.  The  strategy  committed  the  company  to  offering  any  product  and/or 
underwriting  guideline  available  from  at  least  one  "competitor,"  which  included 
subprime  lenders.  Thus,  if  Countrywide  did  not  offer  a  product  offered  by  a 
competitor,  Countrywide's  production  division  invoked  the  matching  strategy  to 
add  the  product  to  Countrywide's  menu.  For  example,  if  Countrywide's  minimum 
FICO  score  for  a  product  was  600,  but  a  competitor's  minimum  score  was  560,  the 
production  division  invoked  the  matching  strategy  to  reduce  the  minimum  required 
FICO  score  at  Countrywide  to  560. 

26.  The  impact  of  the  matching  strategy  was  intensified  by  Countrywide' s 
"no-brokering"  policy,  which  precluded  Countrywide's  loan  officers  from  referring 
loan  applicants  to  other  brokers  and/or  institutions.  Prior  to  its  implementation, 
loan  officers  could  engage  in  a  practice  known  as  "brokering,"  in  which  the  loan 
officer  would  refer  those  borrowers  deemed  too  risky  for  Countrywide  to  another 
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lender,  which  in  turn  paid  a  commission  to  the  Countrywide  loan  officer.  The  no- 
brokering  policy  increased  the  incentives  for  Countrywide's  retail  sales  force  to  be 
aggressive  in  finding  ways  for  Countrywide  to  underwrite  a  loan,  regardless  of 
whether  the  loan  satisfied  the  underwriting  guidelines  Countrywide  repeatedly 
touted  to  investors. 

27.  Mozilo,  Sambol,  and  Sieracki  knew  that  the  company  was  taking  on 
increased  risk  of  defaults  and  delinquencies  as  a  result  of  its  widened  underwriting 
guidelines  and  matching  strategy,  yet  Countrywide's  periodic  filings  concealed  the 
unprecedented  expansion  of  underwriting  guidelines  and  the  attendant  increased 
credit  risk, 

2.        Exception  Loans  Magnified  Countrywide's  Credit  Risk 

28 .  Though  Countrywide  proclaimed  in  its  Forms  1 0-K  for  2005 ,  2006, 
and  2007  that  it  managed  credit  risk  through  its  loan  underwriting,  the  company's 
increasingly  wide  underwriting  guidelines  and  exceptions  process  materially 
increased  Countrywide's  credit  risk  during  that  time.  Countrywide  used  an 
automated  underwriting  system  known  as  "CLUES"  to  actually  underwrite  loans. 
The  CLUES  system  applied  the  principles  and  variables  set  forth  in  the 
Countrywide  underwriting  manuals  and  its  loan  program  guide.  CLUES  applied  a 
device  known  as  the  "underwriting  scorecard,"  which  assessed  borrower  credit 
quality  by  analyzing  several  variables,  such  as  FICO  scores,  loan  to  value  ratios, 
documentation  type  {e.g.,  full,  reduced,  stated)  and  debt-to-income  ratios.  These 
variables  were  weighted  differently  within  the  scorecard,  depending  upon  their 
perceived  strength  in  predicting  credit  performance.  In  underwriting  a  loan, 
Countrywide  loan  officers  entered  an  applicant's  information  into  CLUES,  which 
would  (1)  approve  the  loan;  (2)  approve  the  loan  with  caveats;  or  (3)  "refer"  the 
loan  to  a  loan  officer  for  further  consideration  and/or  manual  underwriting. 

29.  The  CLUES  program  typically  did  not  "rej  ect"  a  loan  if  a  requirement 
of  Countrywide's  guidelines  had  not  been  met  or  if  CLUES  calculated  that  the  loan 
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presented  an  excessive  layering  of  risk.  Instead,  CLUES  "referred"  the  loan, 
indicating  that  the  loan  application  would  have  to  be  reviewed  manually  prior  to 
approval.  In  these  circumstances,  to  proceed  with  the  loan,  the  loan  officer  would 
request  an  "exception"  from  the  guidelines  from  more  senior  underwriters  at 
Countrywide's  structured  lending  desk  ("SLD").  Countrywide's  level  of 
exceptions  was  higher  than  that  of  other  mortgage  lenders.  The  elevated  number 
of  exceptions  resulted  largely  from  Countrywide's  use  of  exceptions  as  part  of  its 
matching  strategy  to  introduce  new  guidelines  and  product  changes. 

30.     Further,  the  actual  underwriting  of  exceptions  was  severely 
compromised.  According  to  Countrywide's  official  underwriting  guidelines, 
exceptions  were  only  proper  where  "compensating  factors"  were  identified  which 
offset  the  risks  caused  by  the  loan  being  outside,  of  guidelines.  In  practice, 
however,  Countrywide  used  as  "compensating  factors"  variables  such  as 
FICO  and  loan  to  value,  which  had  already  been  assessed  bv  CLUES  in 
issuing  a  "refer"  finding.  Countrywide  underwriting  manuals  were  amended  to 


explicitly  prohibit  this  practice  in  mid-2007,  but  this  serious  deficiency  was  in 
place  from  early  2006  through  early  2007,  when  a  large  volume  of  obviously 
deficient  exception  loans  were  originated  by  Countrywide. 

D.       Countrywide's  Business  Model  Became  Unsustainable 
31.     As  described  above,  Countrywide  depended  on  its  sales  of  mortgages 
into  the  secondary  market  as  an  important  source  of  revenue  and  liquidity.  As  a 
result,  Countrywide  was  not  only  directly  exposed  to  credit  risk  through  the 
mortgage-related  assets  on  its  balance  sheet,  but  also  indirectly  exposed  to  the  risk 
that  the  increasingly  poor  quality  of  its  loans  would  prevent  their  continued 
profitable  sale  into  the  secondary  mortgage  market  and  impair  Countrywide's 
liquidity.  Rather  than  disclosing  this  increasing  risk,  Mozilo,  Sambol,  and  Sieracki 
gave  false  comfort,  again  touting  Countrywide's  loan  quality.  For  example, 
Countrywide  stated  in  its  2005  Form  10-K:  "We  ensure  our  ongoing  access  to  the 
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secondary  mortgage  market  by  consistently  producing  quality  mortgages We 

make  significant  investments  in  personnel  and  technology  to  ensure  the  quality  of 
our  .mortgage  loan  production."  A  virtually  identical  representation  appears  in 
Countrywide's  2006  Form  10-K.  Accordingly,  Countrywide' s  failure  to  disclose 
its  widening  underwriting  guidelines  and  the  prevalence  of  exceptions  to  those 
guidelines  in  2005  and  2006  constituted  material  omissions  from  Countrywide's 
periodic  reports. 

E.      Mozilo.  Sambol.  and  Sieracki  Were  Aware  of  the  Increased 

Credit  Risk  Created  Bv  Expanded  Underwriting  Guidelines  and 

Exception  Loans 

32.  Countrywide's  increasingly  wide  underwriting  guidelines  materially 
increased  the  company's  credit  risk  from  2004  through  2007,  but  this  increased 
risk  was  not  disclosed  to  investors.  In  2007,  as  housing  prices  declined, 
Countrywide  began  to  suffer  extensive  credit  problems  as  the  inherent  credit  risks 
manifested  themselves. 

1,       The  September  2004  Warning 

33 .  The  credit  losses  experienced  by  Countrywide  in  2007  not  only  were 
foreseeable  by  the  proposed  defendants,  they  were  in  fact  foreseen  at  least  as  early 
as  September  2004.   Risk  Management  warned  Countrywide's  senior  officers  that 
several  aggressive  features  of  Countrywide's  guidelines  (e.g.,  high  loan  to  value 
programs,  ARM  loans,  interest  only  loans,  reduced  documentation  loans,  and  loans 
with  layered  risk  factors)  significantly  increased  Countrywide's  credit  risk. 

34.  Countrywide  was  taking  on  more  risk  as  a  direct  result  of  the  lower 
credit  quality  of  the  loans  it  was  originating.  Countrywide's  strategy  of  reducing 
risk  through  loan  sales  was  being  frustrated  as  the  company  produced  smaller 
percentages  of  loans  eligible  for  sale  on  a  nonrecourse  basis  (e.g.,  FHA,  VA  and 
conforming  loans),  and  larger  percentages  of  loans  (e.g.,  subprime  and 
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nonconforming  loans)  where  it  retained  credit  risk  in  the  form  of  residual  interests. 
By  September  2004,  defendants  knew  the  following  trends: 

•  66%  of  Countrywide's  production  was  conforming  in  July  2003, 
but  conforming  originations  had  fallen  to  35%  by  July  2004; 

•  2 1  %  of  Countrywide's  production  was  nonconforming  in  July 
2003,  but  non-conforming  originations  had  risen  to  40%  by  July 
2004;  and 

•  2%  of  Countrywide's  July  2003  production  was  subprime,  but 
subprime  originations  had  risen  to  10%  by  July  2004. 

35.     The  credit  risk  described  in  the  September  2004  warning  worsened 
from  September  2004  to  August  2007.  Risk  Management  continuously  had 
discussions  with  Countrywide's  loan  production  division,  which  reported  to 
Sambol,  about  the  credit  concerns  identified  in  the  September  2004  warning.  In 
fact,  Risk  Management  conducted  studies  to  identify  relationships  among  certain 
credit  variables  and  their  effect  upon  the  probability  that  a  loan  would  go  into 
serious  delinquency  or  default.  One  finding  of  these  studies,  the  results  of  which 
were  shared  with  Sambol  and  Sieracki,  was  that  the  less  documentation  associated 
with  a  loan,  the  higher  the  probability  of  default.  Nevertheless,  Countrywide 
continued  to  expand  its  underwriting  guidelines,  and  to  liberally  make  exceptions 
to  those  guidelines,  through  the  end  of  2006.  These  facts  were  never  disclosed  to 

investors. 

2.        Credit  Risk  Management  Repeatedly  Alerted  the 
Defendants  to  Increases  in  Credit  Risk 

36..    Both  Sambol  and  Sieracki  were  members  of  the  Countrywide  credit 
risk  committee.  The  credit  risk  committee  had  quarterly  meetings.  At  these 
meetings,  the  members  were  provided  with  detailed  presentations  highlighting 
Countrywide's  increased  credit  risk.  For  example,  at  an  April  6, 2005  meeting  of 
the  credit  risk  committee  attended  by  Sambol,  McMurray  reported  that  (1) 
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Countrywide  non-conforming  loans  originated  in  May  2002  were  twice  as  likely  to 
default  as  loans  originated  in  January  2000;  (2)  the  risk  of  home  equity  lines  of 
credit  defaulting  had  doubled  over  the  past  year,  mainly  due  to  the  prevalence  of 
reduced  documentation  in  those  loans;  and  (3)  Countrywide  was  now  a  leader  in 
the  subprime  market  in  four  of  six  categories,  whereas  in  December  2004 
Countrywide  had  only  been  a  leader  in  two  of  six  categories. 

37.  Similarly,  Sieracki  attended  a  June  28, 2005  meeting  at  which  the 
chief  operating  officer  noted  that  Countrywide  was  taking  on  "too  much"  balance 
sheet  risk  in  home  equity  lines  of  credit  ("HELOCs")  and  subprime  loans,  and  had 
taken  on  "unacceptable  risk"  from  non-owner  occupied  loans  made  at  95% 
combined  loan  to  value  ratios,  which  were  an  exception  to  Countrywide's  then- 
existing  underwriting  guidelines.  Risk  Management  also  reported  at  that  meeting 
that  non-conforming  loan  programs  accounted  for  40%  of  Countrywide's  loan 
originations  and  that  subprime  production  had  tripled,  rising  from  4%  to  14%  of 
total  production.  Finally,  at  that  same  meeting,  Risk  Management  reported  to  the 
committee  on  evidence  of  borrowers  misrepresenting  their  income  and  occupation 
on  reduced  documentation  loan  applications,  and  the  increasing  credit  risks 
associated  with  Pay-Option  ARM  loans,  for  example,  negative  amortization, 
payment  shock,  and  the  necessity  of  raising  the  initial  interest  rate  to  reduce  the 
speed  of  negative  amortization  on  the  loans. 

38.  Sambol  and  Sieracki  also  learned  of  the  risks  associated  with  the 
company's  aggressive  guideline  expansion  in  meetings  of  other  company 
committees.  For  example,  Sieracki  was  a  member  of  the  asset  and  liability 
committee,  and  Sambol  attended  certain  of  its  meetings.  If  a  proposed  guideline 
expansion  had  a  modeled  expected  default  rate  in  excess  of  8%,  the  proposal  had  to 
be  submitted  to  this  committee  for  approval.  All  proposed  expansions  to 
Countrywide's  subprime  menu  from  late  2005  through  2006  presented  an  expected 
default  rate  in  excess  of  8%  and  required  approval  of  that  committee.   In  June 
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2005,  Sambol  and  McMurray  engaged  in  a  lengthy  email  exchange  regarding  the 
impact  of  Countrywide's  underwriting  guideline  expansion  related  to  requests  for 
subprime  product  expansions  that  had  been  taken  up  by  the  asset  and  liability 
committee  in  the  first  and  second  quarters  of  2005.   In  that  exchange,  McMurray 
warned  Sambol  that  "as  a  consequence  of  [Countrywide's]  strategy  to  have  the 
widest  product  line  in  the  industry,  we  are  clearly  out  on  the  'frontier'  in  many 
areas."  McMurray  went  on  to  note  that  the  frontier  had  "high  expected  default 
rates  and  losses." 

39.  Additionally,  proposals  with  high  expected  defaults  or  that  were 
otherwise  controversial  were  referred  to  the  Countrywide  responsible  conduct 
committee  for  approval.  Sambol  was  a  member  of  this  committee,  which  had 
repeatedly  approved  guideline  expansions.  For  instance,  in  late  2006 
Countrywide's  production  divisions  proposed  expanding  Countrywide's  guidelines 
to  match  certain  guidelines  offered  by  Bear  Stearns  and  Lehman  Brothers, 
programs  that  were  known  within  Countrywide  as  "Extreme  Alt- A."  Risk 
Management  was  concerned  about  the  risks  associated  with  these  guidelines,  and 
referred  the  request  to  the  responsible  conduct  committee.  Sambol,  in  his  capacity 
as  a  member  of  that  committee,  approved  the  expansion. 

40.  Finally,  both  Mozilo  and  Sambol  were  aware  as  early  as  June  2006 
that  a  significant  percentage  of  borrowers  who  were  taking  out  stated  income  loans 
were  engaged  in  mortgage  fraud.  On  June  1,  2006,  Mozilo  advised  Sambol  in  an 
email  that  he  had  become  aware  that  the  Pay-Option  ARM  portfolio  was  largely 
underwritten  on  a  reduced  documentation  basis  and  that  there  was  evidence  that 
borrowers  were  lying  about  their  income  in  the  application  process.  On  June  2, 

2006,  Sambol  received  an  email  reporting  on  the  results  of  a  quality  control  audit 
at  Countrywide  Bank  that  showed  that  50%  of  the  stated  income  loans  audited  by 
the  bank  showed  a  variance  in  income  from  the  borrowers'  IRS  filings  of  greater 
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than  10%.  Of  those,  69%  had  an  income  variance  of  greater  than  50%.  These 
material  facts  were  never  disclosed  to  investors. 

3.       Warnings  Regarding  the  Matching  Strategy 

4 1 .  McMurray  repeatedly  provided  explicit  and  ominous  warnings  about 
Countrywide's  matching  strategy.  In  a  June  25, 2005  email  to  Sambol  concerning 
guideline  expansion  and  the  company's  growing  credit  risks,  McMurray  addressed 
the  matching  strategy  and  explained  that  "because  the  matching  process  includes 
comparisons  to.  a  variety  of  lenders,  our  [guidelines]  will  be  a  composite  of  the 
outer  boundaries  across  multiple  lenders[,]"  and  that  because  comparisons  are  only 
made  to  competitor  guidelines  where  they  are  more  aggressive  and  not  used  where 
they  are  less  aggressive,  Countrywide's  "composite  guides  [sic]  are  likely 
among  the  most  aggressive  in  the  industry."  (emphasis  added.) 

42.  On  November  2, 2006,  McMurray  sent  an  email  to  Countrywide's 
chief  investment  officer  ("CIO"),  which  the  CIO  forwarded  to  Sambol,  stating  that 
the  matching  strategy  had  caused  Countrywide  to  cede  its  underwriting  standards 
to  the  most  aggressive  lenders  in  the  market.  In  the  email,  McMurray  asked:  "Do 
we  want  to  effectively  cede  our  policy  and  is  this  approach  "saleable"  from  a 
risk  perspective  to  those  constituents  who  may  worry  about  our  risk  profile?" 
(emphasis  added.) 

43 .  In  a  November  1 6, 2006  email  to  Sambol,  McMurray  complained 
about  guidelines  and  products  being  introduced  in  contravention  of  credit  policy. 
As  an  example,  McMurray  cited  the  fact  that  Extreme  Alt-A  loans  were  being 
offered  by  the  loan  production  divisions,  even  though  that  program  had  not  been 
officially  approved  in  the  guideline  review  process.  The  proposed  guidelines 
would  have  permitted  100%  financing,  layered  with  additional  credit  risk  factors 
such  as  stated  income,  lower  than  average  FICO  scores,  or  non-owner  occupied 
investment  properties. 
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44.  In  a  February  1 1 ,  2007  email  to  Sambol,  McMurray  noted  that  the 
production  divisions  continued  to  advocate  for,  and  operated  pursuant  to,  an 
approach  based  upon  the  matching  strategy  alone,  and  repeated  his  concern  that  the 
strategy  would  cause  Countrywide's  guidelines  to  be  a  composite  of  the  riskiest 
offerings  the  market.  Additionally,  McMurray  warned  that,  "I  doubt  this 
approach  would  play  well  with  regulators,  investors,  rating  agencies  etc.  To 
some,  this  approach  might  seem  like  we've  simply  ceded  our  risk  standards  and 
balance  sheet  to  whoever  has  the  most  liberal  guidelines."  (emphasis  added.) 

4.        Warnings  Regarding  Guideline  Expansion  and  Disruptions 
in  the  Secondary  Market 

45.  By  no  later  than  2006,  Mozilo  and  Sambol  were  on  notice  that 
Countrywide's  exotic  loan  products  might  not  continue  to  be  saleable  into  the 
secondary  market,  yet  this  material  risk  was  not  disclosed  in  Countrywide's 
periodic  filings. 

46.  In  September  2006  Mozilo  wrote  an  email  to  Sambol  warning  that  he 
believed  that  the  Pay-Option  loan  was  "mispriced"  in  the  secondary  market  and 
that  the  pricing  spread  could  disappear  quickly  if  there  were  a  negative  event  in  the 
market.  On  February  2, 2007,  Risk  Management  warned  Sambol  that  guideline 
expansions  could  disrupt  the  secondary  market  for  subprime  mortgage  backed 
securities  ("MBS").  Later  in  that  quarter,  the  MBS  market  for  subprime  loans 
experienced  a  disruption  that  forced  Countrywide  to  write  down  loans  that  it  had 
previously  intended  to  sell  into  that  market.  Then,  in  August  2007,  the  entire 
market  for  MBS  experienced  a  severe  disruption,  which  effectively  crippled  the 
ability  of  Countrywide,  as  well  as  other  mortgage  lenders,  to  sell  non-GSE 
securitizations  into  the  secondary  markets  and  contributed  to  Countrywide's 
liquidity  problems. 
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5.        Warnings  Regarding  100%  (a.k.a.  80/20  loans>  Financing 

47.  The  seriousness  of  Risk  Management's  warnings  on  guideline 
expansion  and  the  consequences  of  Countrywide's  failure  to  heed  such  warnings 
are  vividly  demonstrated  by  the  company's  experience  with  "80/20"  subprime 
loans.  An  80/20  subprime  loan  is  a  loan  where  a  borrower  with  a  subprime  FICO 
score  simultaneously  takes  out  two  loans  to  purchase  a  home:  a  first  lien  loan 
(typically  80%  of  the  purchase  price),  and  a  second  lien  loan  (typically  20%  of  the 
purchase  price).  As  a  result  of  having  100%  financed  the  purchase,  the  borrower 
has  no  initial  equity  in  the  home.  Pursuant  to  Risk  Management's  "Policy  on  High 
Risk  Products,"  subprime  80/20  loans  could  not  be  originated  via  the  exceptions 
process,  and  could  only  be  originated  if  Countrywide  could  totally  extinguish  the 
credit  risks  (e.g.,  residual  interests  or  corporate  guarantees)  resulting  from  such 
loans.  But  the  policy  was  ignored  by  the  production  divisions. 

48.  Mozilo  knew  of  the  risks  Countrywide  incurred  by  originating 
subprime  80/20  loans  and  repeatedly  questioned  the  wisdom  of  continuing  to  offer 
the  product.  Mozilo  became  concerned  about  the  loans  in  the  first  quarter  of  2006, 
when  HSBC,  a  purchaser  of  Countrywide's  80/20  loans,  began  to  contractually 
force  Countrywide  to  "buy  back"  certain  of  these  loans  that  HSBC  contended  were 
defective.  On  March  28, 2006,  Mozilo  sent  an  e-mail  to  Sambol  and  others, 
directing  them  to  implement  a  series  of  corrective  measures  to  "avoid  the  errors  of 
both  judgment  and  protocol  that  haye  led  to  the  issues  that  we  face  today  caused  by 
the  buybacks  mandated  by  HSBC."  Mozilo  further  stated  that  the  100%  loan-to- 
value  (also  known  as  80/20)  subprime  product  is  "the  most  dangerous  product  in 
existence  and  there  can  be  nothing  more  toxic  and  therefore  requires  that  no 
deviation  from  guidelines  be  permitted  irrespective  of  the  circumstances." 

49.  Then,  in  an  April  1 3, 2006  email,  Mozilo  informed  Sambol,  Sieracki, 
and  others  that  there  were  numerous  issues  that  they  must  address  relating  to  the 
100%  subprime  second  business  in  light  of  the  losses  associated  with  the  HSBC 
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buyback.  One  issue  in  particular  that  Mozilo  identified  was  the  fact  that  the  loans 
had  been  originated  "through  our  channels  with  disregard  for  process  [and] 
compliance  with  guidelines."  Mozilo  went  on  to  write  that  he  had  "personally 
observed  a  serious  lack  of  compliance  within  our  origination  system  as  it 
relates  to  documentation  and  generally  a  deterioration  in  the  quality  of  loans 
originated  versus  the  pricing  of  those  loan  [sic]."  Mozilo  noted  that,  "[i]n  my 
conversations  with  Sambol  he  calls  the  100%  sub  prime  seconds  as  the  'milk' 
of  the  business.  Frankly,  I  consider  that  product  line  to  be  the  poison  of 
ours."  (emphasis  added.) 

50.  Furthermore,  in  an  April  17,  2006  email  to  Sambol  concerning 
Countrywide's  subprime  80/20  loans,  Mozilo  fumed: 

In  all  my  years  in  the  business  I  have  never  seen  a  more  toxic  prduct. 
[sic]  It's  not  only  subordinated  to  the  first,  but  the  first  is  subprime.  In 
addition,  the  FICOs  are  below  600,  below  500  and  some  below  400[.] 
With  real  estate  values  coming  down. .  .the  product  will  become 
increasingly  worse.  There  has  [sic]  to  be  major  changes  in  this 

program,  including  substantial  increases  in  the  minimum  FICO 

Whether  you  consider  the  business  milk  or  not,  I  am  prepared  to  go 
without  milk  irrespective  of  the  consequences  to  our  production. 

5 1 .  Echoing  Mozilo's  criticisms  of  the  80/20  product,  in  April  2006  Risk 
Management  recommended  increasing  the  minimum  FICO.  score  on  the  product  by 
20  points.  Sambol,  then  still  the  head  of  the  production  divisions,  opposed  this 
recommendation,  and  noted  that  such  an  increase  would  make  Countrywide 
uncompetitive  with  subprime  lenders  such  as  New  Century,  Option  One,  and 
Argent. 

52.  On  December  7, 2006,  Mozilo  circulated  a  memorandum  drafted  for 
him  by  McMurray  to  the  board  of  directors  and  all  Countrywide  managing 
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directors,  including  Sambol  and  Sieracki.  In  the  memorandum,  Mozilo  made  the 
following  observations,  among  others: 

•  Countrywide  had  expanded  its  subprime 
underwriting  guidelines  in  every  conceivable  area, 
lowering  minimum  FICOs,  raising  maximum  loan 
size  and  LTV,  and  making  interest  only,  stated 
income,  and  piggyback  second  loans  available  to 
subprime  borrowers; 

•  Countrywide  expected  that  subprime  loans 
originated  in  2006  (the  "2006  Vintage")  would  be 
the  worst  performing  on  record,  driven  by  wider 
guidelines  and  the  worsening  economic 
environment,  which  included  rising  interest  rates  and 

declining  home  values; 

•  the  percentage  of  60- and  90-day  delinquencies  in 
the  2006  Vintage  (at  8 . 1 1  %  and  4.03%  respectively), 
exceeded  the  percentages  from  each  of  the  previous 
six  years,  and  the  company  expected  these 
percentages  to  rise;  and 

•  62%  of  Countrywide' s  subprime  originations  in  the 
second  quarter  of  2006  had  a  loan  to  value  ratio  of 
100%. 

53.  In  April  2006,  Mozilo  wrote  that  no  premium,  no  matter  how  high, 
could  justify  underwriting  a  loan  for  a  borrower  whose  FICO  score  was  below  600. 
Yet  Countrywide  failed  to  disclose  to  investors  the  serious  deficiencies  in  its 
underwriting  of  these  "toxic"  loans. 

6.        Warnings  Regarding  Exception  Loans 

54.  Mozilo,  Sambol,  and  Sieracki  were  aware  of  significant  lapses  in 
Countrywide's  underwriting  processes  and  the  resulting  risk  to  Countrywide.  On 
May  22, 2005,  McMurray  warned  Sambol  of  the  likelihood  of  significantly  higher 
default  rates  in  loans  made  on  an  exception  basis:  "(t]he  main  issue  is  to  make  sure 
everyone's  aware  that  we  will  see  higher  default  rates."  McMurray  explained  that 
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"exceptions  are  generally  done  at  terms  more  aggressive  than  our  guidelines,"  and 
continued  that  "[g]iven  the  expansion  in  guidelines  and  the  growing  likelihood 
that  the  real  estate  market  will  cool,  this  seems  like  an  appropriate  juncture  to 
revisit  our  approach  to  exceptions."  (emphasis  added.)  McMurray  also  warned 
that  increased  defaults  would  cause  repurchase  and  indemnification  requests  to  rise 
and  the  performance  of  Countrywide-issued  MBS  to  deteriorate. 

5  5.     The  poor  quality  of  the  loans  originated  through  the  exception  process 
became  even  more  obvious  in  the  first  quarter  of  2007.  In  fact,  in  materials 
distributed  at  a  March  12, 2007  meeting  of  the  credit  risk  committee  attended  by 
Sambol  and  Sieracki,  Risk  Management  reported  that  nearly  1 2%  of  the  loans 
reviewed  by  Countrywide  in  an  internal  quality  control  process  were  rated 
"severely  unsatisfactory"  or  "high  risk."  The  causes  for  such  a  rating  included 
findings  that  such  loans  had  debt-to-income,  loan  to  value,  or  FICO  scores  outside 
of  Countrywide's  already  wide  underwriting  guidelines.  By  the  second  quarter  of 
2007,  Risk  Management  began  to  report  a  serious  deterioration  in  the  performance 
of  exception  loans. 

56.  In  a  December  13, 2007  memo  that  was  sent  to  Mozilo  in  his  capacity 
as  Countrywide's  chairman  of  the  board,  Countrywide's  enterprise  risk  assessment 
officer  noted  that: 

Countrywide  had  reviewed  limited  samples  of  first-  and 
second-trust-deed  mortgages  originated  by  Countrywide 
Bank  during  the  fourth  quarter  of  2006  and  the  first 
quarter  of  2007  in  order  to  get  a  sense  of  the  quality  of 
file  documentation  and  underwriting  practices,  and  to 
assess  compliance  with  internal  policies  and  procedures. 
The  review  resulted  in ...  the  finding  that  borrower 
repayment  capacity  was  not  adequately  assessed  by 
the  bank  during  the  underwriting  process  for  home 
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equity  loans.  More  specifically,  debt-to-income  (DTI) 
ratios  did  not  consider  the  impact  of  principal 
[negative]  amortization  or  an  increase  in  interest. 

(emphasis  added) 
.  57.     These  material  deficiencies  in  Countrywide's  underwriting  were  never 
disclosed  to  investors  in  Countrywide's  Forms  10-Q  or  10-K  for  2005  through 
2007. 

F.      Pav-Option  Arms  and  the  Discrepancy  Between  the  Internal  and 
External  Portrayals  of  Credit  Risk 

1.       The  External  Story 

58;     Countrywide  began  originating  Pay-Option  ARM  loans  in  2004;  by 
the  second  quarter  of  2005  21%  of  Countrywide's  loan  production  was  Pay-Option 
ARMS.  Pay-Option  ARMs  allowed  borrowers  to  choose  between  four  payment 
options:  (1)  a  minimum  payment  which  was  insufficient  to  cover  accruing  interest; 
(2)  an  interest-only  payment;  (3)  a  fully  amortizing  payment  with  a  30  year  pay- 
off; and  (4)  a  fully  amortizing  payment  with  a  20  year  pay-off.  If  the  minimum 
payment  was  selected,  then  the  accruing  interest  would  be  added  to  the  loan's 
principal  balance,  a  phenomenon  known  as  negative  amortization.  Countrywide's 
Pay-Option  ARM  loans  typically  allowed  for  negative  amortization  until  the 
principal  balance  reached  115%  of  the  original  loan  balance,  at  which  time  the 
payment  would  reset  to  the  amount  necessary  to  repay  principal  and  interest  in  the 
term  remaining  on  the  loan.  This  resulted  in  a  much  higher  monthly  payment  and 
"payment  shock"  to  many  borrowers.  Even  if  the  borrower  never  reached  the 
1 15%  threshold,  the  loan  would  typically  reset  after  five  years  to  a  fully  amortizing 
payment.  Because  Countrywide  began  to  offer  Pay-Option  loans  in  2004, 
Countrywide's  first  wave  of  automatic  resets  were  scheduled  to  occur  in  2009. 
Unlike  many  other  loans  that  Countrywide  originated,  most  of  the  Pay-Option 
loans  were  held  for  investment  by  Countrywide  Bank. 
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59.  Countrywide  publicly  heralded  Pay-Option  loans  as  a  safe  product 
offering.  For  instance,  in  its  2006  Form  10-K,  Countrywide  proclaimed  that  it  had 
"prudently  underwritten"  its  Pay-Option  ARMs.  On  May  3 1 ,  2006,  Mozilo  gave  a 
speech  in  which  he  stated,  'Tay-Option  loans  represent  the  best  whole  loan  type 
available  for  portfolio  investment  from  an  overall  risk  and  return  perspective,"  that, 
"[t]he  performance  profile  of  this  product  is  well  understood  because  of  its  twenty 
year  history,  which  includes  stress  tests  in  difficult  environments[,]"  and  that 
Countrywide  "actively  manages  credit  risk  through  prudent  program 
guidelines. .  .and  sound  underwriting." 

2.       The  Internal  View 

60.  Contrary  to  such  public  statements  extolling  the  virtues  of  the  Pay- 
Option  ARM  product,  Mozilo,  along  with  several  of  Countrywide' s  senior 
executives,  had  concluded  that  the  product's  risks  to  the  company  were  severe,  and 
they  were  scrambling  to  identify  ways  to  mitigate  them.  Samborand  Sieracki  were 
aware  of  these  concerns. 

a.       Negative  Amortization  and  Payment  Shock 

61.  In  June  2005,  Risk  Management  warned  senior  executives,  including 
Sieracki,  that  action  was  needed  to  address  the  increasing  pace  of  negative 
amortization  and  the  potential  for  payment  shock  associated  with  Pay-Option 
ARMs.  Specifically,  in  a  June  28, 2005  meeting  of  the  credit  risk  committee, 
which  was  attended  by  Sieracki,  Risk  Management  recommended  that  the  rate 
used  to  calculate  the  minimum  payment  on  Pay-Option  ARMs  ("start  rate")  be 
raised  to  reduce  negative  amortization  and  the  severity  of  payment  shock.  Risk 
Management  explained  that  while  the  start  rate  remained  constant  at  1%,  short 
term  rates  (upon  which  borrowers'  fully  amortizing  payments  were  based)  had 
risen  steadily,  thereby  increasing  the  pace  of  negative  amortization  and  the  severity 
of  the  resulting  payment  shock. 
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62.  At  a  June  22, 2006  credit  risk  committee  meeting,  attended  by  Sambol 
and  Sieracki,  Risk  Management  noted  that  the  median  time  to  reset  on  the  pay 
option  loans  was  getting  shorter  as  negative  amortization  was  accruing  at  a  faster 
than  expected  pace. 

b.       MoztiVs  Pointed  Concerns  About 
Pav-Option  ARMs 

63.  Oh  April  4, 2006,  Mozilo  received  an  e-mail  regarding  Pay-Option 
loans  which  informed  him  that  "72%  of  [Pay-Option]  customers  chose  Minimum 
Payment  selection  in  February  06,  up  from  60%  in  August  05."  In  response  to  this 
information  Mozilo  sent  an  email  to  Sambol  that  reflected  how  well  he  understood 
the  negative  ramifications  of  the  information  for  Countrywide:  "Since  over  70% 
have  opted  to  make  the  lower  payment  it  appears  that  it  is  just  a  matter  of  time 
that  we  will  be  faced  with  much  higher  resets  and  therefore  much  higher 
delinquencies." 

64.  About  six  weeks  later,  on  May  1 8,  2006,  Mozilo  sent  another  e-mail  to 
Sambol  and  Sieracki  again  sounding  the  alarm  about  the  Pay-Option  portfolio. 
Stating  that  "the  Bank  faces  potential  unexpected  losses  because  higher  [interest] 
rates  will  cause  the  loans  to  reset  much  earlier  than  anticipated  and  as  a  result 
causing  mortgagors  to  default  due  to  the  substantial  increase  in  their  payments," 
Mozilo  directed  the  management  team  to  reduce  "balance  sheet  risk"  by 
refinancing  Pay-Options  into  interest-only  loans  and  improving  consumer 
education  about  the  consequences  of  resets.   Mozilo  concluded  his  e-mail  by 
stating  that  "there  is  much  more  that  we  can  do  to  manage  risk  much  more 
carefully  during  this  period  of  uncertainty  both  as  to  the  rate  environment  and 
untested  behavior  of  payoptions."  The  very  next  day,  May  19,  2006,  Mozilo  wrote 
another  email  to  Sambol  and  Sieracki,  noting  that  Pay-Options  loans  presented  a 
long  term  problem  "unless  [interest]  rates  are  reduced  dramatically  from  this  level 
and  there  are  no  indications,  absent  another  terrorist  attack,  that  this  will  happen." 
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c.       Mozilo's  Concerns  Mount 

65 .  Mozilo  received  more  dire  news  regarding  the  Pay-Option  loan 
portfolio  in  June  2006.   On  June  1 ,  2006,  one  day  after  he  gave  a  speech  publicly 
praising  Pay-Option  ARMs,  Mozilo  sent  an  email  to  Sambol  and  other  executives, 
in  which  he  expressed  concern  that  the  majority  of  the  Pay-Option  ARM  loans 
were  originated  based  upon  stated  income,  and  that  there  was  evidence  of 
borrowers  misrepresenting  their  income.  Mozilo  viewed  stated  income  as  a  factor 
that  increased  credit  risk  and  the  risk  of  default.  In  his  email,  Mozilo  reiterated  his 
concern  that  in  an  environment  of  rising  interest  rates,  resets  were  going  to  occur 
much  sooner  than  scheduled,  and  because  at  least  20%  of  the  Pay-Option 
borrowers  had  FICO  scores  less  than  700,  borrowers  "are  going  to  experience  a 
payment  shock  which  is  going  to  be  difficult  if  not  impossible  for  them  to 
manage."  Mozilo  concluded  that  the  company  needed  to  act  quickly  to  address 
these  issues  because  "[w]e  know  or  can  reliably  predict  what's  going  to  happen  in 
the  next  couple  of  years."  Mozilo  directed  Countrywide  Bank  to  (1)  stop 
accumulating  loans  with  FICO  scores  below  680  unless  the  loan-to-value  ratio  was 
75%  or  lower,  (2)  assess  the  risks  that  the  Bank  faced  on  loans  with  FICO  scores 
below  700  and  determine  if  they  could  be  sold  out  of  the  Bank  and  replaced  with 
higher  quality  loans,  and  (3)  take  a  careful  look  at  the  reserves  and  "begin  to 
assume  the  worst." 

66.  On  July  10, 2006,  Mozilo  received  an  internal  monthly  report,  called  a 
"flash  report,"  that  tracked  the  delinquencies  in  the  Pay-Option  portfolio,  as  well  as 
the  percentage  of  borrowers  electing  to  make  the  minimum  payment  and  the 
amount  of  accumulated  negative  amortization  on  each  loan.  Mozilo  learned  that 
from  September  2005  through  June  2006,  the  percentage  of  Pay-Option  borrowers 
choosing  to  make  the  minimum  payment  had  nearly  doubled,  from  37%  to  71%. 
Mozilo  believed  that  these  statistics  were  significant  enough  that  he  requested  that 
the  company  include  a  letter  in  bold  type  with  every  new  Pay-Option  loan  to 
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inform  borrowers  of  the  dangers  of  negative  amortization  and  to  encourage  full 
payment. 

67.     About  a  month  later,  on  August  1 6, 2006,  Mozilo  received  an  e-mail 
from  a  fellow  member  of  Countrywide's  board  of  directors,  asking  whether  the 
company  anticipated  any  significant  problems  with  the  Pay-Option  portfolio. 
Mozilo  responded  by  reiterating  the  ongoing  concerns  he  had  shared  with  senior 
management  earlier  in  2006.   By  this  point  in  time,  over  75%  of  the  Pay-Options 
borrowers  were  opting  for  the  minimum  payment,  which,  along  with  rising  interest 
rates,  continued  to  accelerate  negative  amortization.  Mozilo  explained  that,  as  a 
result,  the  loans  would  reset  much  faster  than  the  borrowers  expected  with 
accompanying  payment  shock.  The  only  solution,  Mozilo  wrote,  was  to  refinance 
the  loans  before  reset,  but  this  would  be  difficult  in  light  of  decreasing  home  values 
and  rising  interest  rates.  Mozilo  wrote  that  only  "unlikely"  events,  such  as  a 
dramatic  rise  in  home  values  or  a  dramatic  drop  in  interest  rates,  would  alleviate 
future  payment  shock. 

d.      Internally.  Mozilo  Urges  Selling  the  Pav-Option 
Portfolio 
68.     Mozilo  met  with  Sambol  the  morning  of  September  25, 2006  to 
discuss  the  Pay-Option  ARM  loan  portfolio.  The  next  day  Mozilo  sent  an  e-mail 
to  Sambol  and  Sieracki  expressing  even  greater  concern  about  the  portfolio.  In 
that  e-mail;  Mozilo  wrote: 

[w]e  have  no  way,  with  any  reasonable  certainty, 
to  assess  the  real  risk  of  holding  these  loans  on 
our  balance  sheet  The  only  history  we  can  look  to 
is  that  of  World  Savings  however  their  portfolio  was 
fundamentally  different  than  ours  in  that  their  focus 
was  equity  and  our  focus  is  fico.  In  my  judgement, 
as  a  long  time  lender,  I  would  always  trade  off  fico 
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for  equity.  The  bottom  line  is  that  we  are  flying 
blind  on  how  these  loans  will  perform  in  a  stressed 
environment  of  higher  unemployment,  reduced 
values  and  slowing  home  sales,  (emphasis  added) 

69.  In  his  September  26, 2006  email  Mozilo  further  stated  that  "pay 
options  are  currently  mispriced  in  the  secondary  market,  and  that  spread 
could  disappear  quickly  if  there  is  an  foreseen  [sic]  headline  event  such  as 
another  lender  getting  into  deep  trouble  with  this  product  or  because  of  negative 
investor  occurance  [sic]."  (emphasis  added.)  He  urged  that  the  "timing  [wa]s 
right"  to  sell  Countrywide  Bank's  portfolio  of  loans.  To  mitigate  these  anticipated 
losses,  Mozilo  proposed  that  the  Bank  "sell  all  newly  originated  pay  options  and 
begin  rolling  off  the  bank  balance  sheet,  in  an  orderly  manner,  pay  options 
currently  in  their  portfolio]." 

70.  McMurray  responded  to  Mozilo's  September  26, 2006  email,  agreeing 
that  Countrywide  "should  be  shedding  rather  than  adding  Pay  Option  risk  to  the 
portfolio."  In  the  fall  of  2006,  Countrywide's  CIO  went  further,  and  recommended 
to  Mozilo,  Sambol,  Sieracki,  and  others  that  all  Pay-Option  ARMs  be  sold  from 
Countrywide  Bank  because  Countrywide  was  not  receiving  sufficient 
compensation  on  these  loans  to  offset  the  risk  of  retaining  them  on  its  balance 
sheet. 

7 1 .  Mozilo  never  became  comfortable  with  the  risk  presented  by  the  Pay- 
Option  loan.  Indeed,  on  January  29,  2007,  Mozilo  wrote  an  email  in  which  he 
instructed  the  president  of  Countrywide  Bank  to  "to  explore  with  KPMG  the 
potential  of  selling  out  (one  time  transaction  because  of  the  tarred  reputation  of 
Payoptions)  the  bulk  to  the  Payoptions  on  the  Bank's  balance  sheet  and  replace 
them  with  HELOCS."  Then,  on  November  3,  2007,  Mozilo  instructed  the 
president  of  the  Bank  and  Sambol  that  he  did  not  "want  any  more  Pay  Options 
originated  for  the  Bank.  I  also  question  whether  we  should  touch  this  product 
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going  forward  because  of  our  inability  to  properly  underwrite  these  combined 
with  the  fact  that  these  loans  are  inherently  unsound  unless  they  are  full  doc,  no 
more  than  75%  LTV  and  no  piggys"  (emphasis  added).  Finally,  on  November  4, 
2007,  Mozilo  advised  the  president  of  the  Bank  and  Sambol  that  "[p]ay  options 

have  hurt  the  company  and  the  Bank  badly World  Savings  culture  permits 

them  to  make  these  loans  in  a  sound  manner  and  our  culture  does  not fico 

scores  are  no  indication  of  how  these  loans  will  perform." 

72.  Despite  the  repeated  warnings  of  Mozilo,  McMurray,  and  the  CIO,  the 
Pay-Option  ARMs  were  never  sold,  and  the. clearly  identified  risks  to  Countrywide 
were  not  disclosed  to  investors.   Mozilo  recognized  as  early  as  August  2006  that 
Pay-Option  ARM  loans  were  one  of  the  "only  products  left  with  margins  [profit]." 

G.       Mozilo.  Sambol.  and  Sieracki  Were  Responsible  for 
Countrywide's  Periodic  Filings 

73 .  Mozilo,  Sambol,  and  Sieracki  each  bore  responsibility  for 
Countrywide's  periodic  filings.  In  April  2004,  Countrywide  promulgated. a  set  of 
written  "Disclosure  Controls  and  Procedures  ("Disclosure  Guidelines")"  which 
established  the  procedures  governing  the  preparation  of  the  company's  periodic 
reports.  The  Disclosure  Guidelines  were  revised  in  December  2005  and  again  in 
September  2006.  The  Disclosure  Guidelines  established  a  disclosure  committee  at 
Countrywide,  which  Sieracki  joined  at  least  as  early  as  December  2005.  The 
Disclosure  Guidelines  required  Countrywide  "to  disclose  on  a  timely  basis  any 
information  that  would  be  expected  to  affect  the  investment  decision  of  a 
reasonable  investor  or  to  alter  the  market  price  of  the  Company's  securities." 
Countrywide's  financial  reporting  staff  was  required  to: 

seek  input  from  and  discuss  with  the  Divisional  Officers  information 
pertaining  to  the  past  and  current  performance  and  prospects  for  their 
business  unit,  known  trends  and  uncertainties  related  to  the  business 
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unit,  [and]  significant  risks  and  contingencies  that  may  affect  the 

business  unit. .  . 
The  Disclosure  Guidelines  also  required  that  Countrywide's  accounting  division, 
among  others,  assist  the  officers  involved  in  the  preparation  of  the  company's 
periodic  reports  in  gaining  a  reasonable  understanding  of  the  applicable  rules  and 
regulations,  including  the  disclosure  requirements  set  forth  in  Regulation  S-K  and 
the  relevant  SEC  staff  guidance  and  interpretive  materials. 

74.  The  preparation  of  the  periodic  reports  at  Countrywide  began  with  a 
review  of  the  pertinent  report  from  the  prior  period.  The  senior  vice  president  for 
financial  reporting  circulated  to  the  head  of  each  Countrywide  division  (1)  a 
memorandum  setting  forth  Countrywide's  disclosure  obligations  and  (2)  a  template 
("MD&A  Questionnaire")  that  contained  questions  concerning  the  applicable 
officer's  division  and  that  portion  of  the  prior  period's  filing  that  concerned  the 
officer's  division. 

75 .  Starting  in  the  first  quarter  of  2006,  the  MD&A  Questionnaire  for 
credit  risk  management  was  sent  to  McMurray  and  solicited  information  pertaining 
to  a  number  of  topics  related  to  credit  risk,  including  (1)  changes  in  the 
management  of  credit  risks,  (2)  environmental  risks  and  uncertainties,  (3) 
deterioration  in  loan  quality  and  (4)  changes  in  underwriting  guidelines. 

76.  After  circulating  the  draft  MD&A  Questionnaires  to  the  divisions,  the 
financial  reporting  group  compiled  them  and  generated  the  first  draft  of  the 
periodic  report,  which  was  reviewed  and  edited  by  the  chief  accounting  officer  and 
the  deputy  CFO.  The  revised  draft  then  went  to  the  legal  department  and  the 
senior  managing  directors  responsible  for  signing  sub-certifications,  as  well  as 
Sieracki,  Sambol,  and  Mozilo. 

77.  From  the  certifiers  and  the  senior  officers,  the  draft  went  to  the  board 
of  directors.  When  all  of  the  certifications  had  been  compiled,  Sieracki  and  Mozilo 
were  notified  and  they  signed  Sarbanes-Oxley  certifications.   Sieracki  also  signed 
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all  of  the  Forms  10-Q  and  10-K  starting  in  the  first  quarter  of  2005  and  throughout 
2007.  Sambol  signed  the  Forms  10-Q  for  the  third  quarter  of  2006  and  all  of  the 
quarters  in  2007,  as  well  as  the  Form  10-K  for  the  year  ended  2007.  Mozilo  signed 
the  Forms  10-K  for  the  years  ended  2005, 2006,  and  2007. 

H.      Sambol  and  Sieracki  Refused  Suggestions  to  Disclose 
Countrywide's  Increased  Credit  Risk 

78.  Sambol  and  Sieracki  actively  participated  in  decisions  to  exclude 
disclosures  regarding  Countrywide's  widened  underwriting  guidelines  in  the 
periodic  filings.  Throughout  2006,  McMurray  unsuccessfully  lobbied  to  the 
financial  reporting  department  that  Countrywide  disclose  more  information  about 
its  increasing  credit  risk,  but  these  disclosures  were  not  made. 

79.  In  January  2007,  McMurray  sent  an  email  to  Sieracki,  which  he 
subsequently  incorporated  by  reference  in  his  MD&A  questionnaire,  explaining 
that  Countrywide's  delinquencies  would  increase  in  the  future  due  to  a  weakening 
real  estate  market  and  what  McMurray  characterized  as  credit  guidelines  that  were 
"wider  than  they  have  ever  been."   On  January  29,  2007  McMurray  provided 
Sambol  and  others  with  an  outline  of  where  credit  items  impacted  Countrywide's 
balance  sheet.  McMurray  then  forwarded  the  email  to  the  financial  reporting  staff, 
and  specifically  requested  that  a  version  of  the  outline  be  included  in  the  2006 
Form  10-K.  The  information  was  not  included  in  the  2006  Form  10-K. 

80.  In  August  2007,  McMurray  exchanged  a  series  of  emails  with  the 
managing  director  of  financial  reporting  suggesting  revisions  to  the  Form  10-Q  for 
the  second  quarter  of  2007.  McMurray  again  specifically  asked  financial  reporting 
to  include  information  regarding  widened  underwriting  guidelines  in  the 
prospective  trends  section  of  the  Form  10-Q  for  the  second  quarter  of  2007.  In 
response,  the  managing  director  of  financial  reporting  wrote  back  to  McMurray, 
stating  that  he  did  not  make  McMurray's  changes  because  he  "expect[ed]  those 
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changes  to  be  trumped  by  certain  reviewers."  One  of  those  reviewers  was 

Sambol. 

81.     When  McMurray '  s  request  that  Countrywide  disclose  its  widened 
underwriting  guidelines  was  not  included  in  the  draft  riling,  he  sent  a  "qualified" 
certification  to  the  company's  Sarbanes-Oxley  officer,  along  with  an  email 
articulating  his  concerns.  That  email  was  forwarded  to  the  deputy  CFO,  who  then 
spoke  with  McMurray  about  his  concerns.  She  took  his  suggestions  to  Sieracki 
and  Sambol,  who  directed  her  not  to  include  them  in  the  Form  10-Q. 

82      Despite  McMurray's  repeated  requests,  Countrywide  never  made  any 
disclosures  in  its  Forms  10-Q  or  10-K  for  2005,  2006,  or  2007  about  the 
unprecedented  expansion  of  its  underwriting  guidelines. 

I.       Mozilo.  Sambol.  and  Sieracki  Made  Affirmative 
Misrepresentations  to  Investors 

83.     As  set  forth  in  detail  above,  Mozilo,  Sambol,  and  Sieracki  were  all 
aware  that  Countrywide  had  increasingly  widened  its  underwriting  guidelines  year 
after  year  from  2004  through  2006,  and  that  Countrywide  Bank's  held  for 
investment  portfolio  included  loans  that  were  underwritten  based  on  reduced 
documentation,  with  loan  to  value  ratios  above  95%,  and  with  subprime  FICO 
scores.  Despite  that  knowledge,  Mozilo,  Sambol,  and  Sieracki  failed  to  include 
these  material  facts  in  Countrywide's  Forms  10-K  and  10-Q  for  2005, 2006,  and 
2007.  Indeed,  Mozilo,  Sieracki,  and  Sambol  each  made  public  statements  from 
2005  through  2007  that  were  intended  to  mislead  investors  about  the  increasingly 
aggressive  underwriting  at  Countrywide  and  the  financial  consequences  of  those 
widened  underwriting  guidelines. 

1.       Misrepresentations  in  Countrywide's  Periodic  Reports 
84.     From  2005  through  2007,  all  of  the  proposed  defendants  participated 

in  preparing  Countrywide's  periodic  reports.  These  documents  contained 
misrepresentations  as  follows: 
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85.  First,  Couhtrywide's  Forms  10-K  for  2005, 2006,  and  2007  stated  that 
Countrywide  "manage[d]  credit  risk  through  credit  policy,  underwriting,  quality 
control  and  surveillance  activities"  and  touted  the  Company's  "proprietary 
underwriting  systems . . .  that  improve  the  consistency  of  underwriting  standards, 
assess  collateral  adequacy  and  help  to  prevent  fraud"  These  statements  were  false, 
because  defendants  knew  that  a  significant  portion  of  Countrywide 's  loans  were 
being  made  as  exceptions  to  Countrywide's  already  extremely  broad  underwriting 
guidelines. 

86.  Second,  Countrywide  stated  in  its  2005  Form  1 0-K:  "We  ensure  our 
ongoing  access  to  the  secondary  mortgage  market  by  consistently  producing 

quality  mortgages We  make  significant  investments  in  personnel  and 

technology  to  ensure  the  quality  of  our  mortgage  loan  production."  A  virtually 
identical  representation  appears  in  Countrywide's  2006  Form  10-K.  These 
statements  were  false,  because,  as  set  forth  in  detail  above,  Mozilo,  Sambol,  and 
Sieraclri  were  aware  that  Countrywide  was  originating  increasing  percentages  of 
poor  quality  loans  that  did  not  comply  with  Countrywide's  underwriting 
guidelines. 

87.  Third,  the  descriptions  of  "prime  non-conforming"  and  "subprime" 
loans  in  Countrywide's  Forms  10-K  were  misleading  because  they  failed  to 
disclose  what  types  of  loans  were  included  in  those  categories.  The  definition  of 
''prime"  loans  in  Countrywide's  2005, 2006,  and  2007  Forms  10-K  was: 

Prime  Mortgage  Loans  include  conventional  mortgage  loans, 
loans  insured  by  the  Federal  Housing  Administration  ("FHA") 
and  loans  guaranteed  by  the  Veterans  Administration  ("VA"). 
A  significant  portion  of  the  conventional  loans  we  produce 
qualify  for  inclusion  in  guaranteed  mortgage  securities  backed 
by  Fannie  Mae  or  Freddie  Mac  ("conforming  loans").  Some  of 
the  conventional  loans  we  produce  either  have  an  original  loan 
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amount  in  excess  of  the  Fannie  Mae  and  Freddie  Mac  loan  limit 
for  single-family  loans  ($4 1 7,000  for  2006)  or  otherwise  do  not 
meet  Fannie  Mae  or  Freddie  Mac  guidelines.  Loans  that  do  not 
meet  Fannie  Mae  or  Freddie  Mac  guidelines  are  referred  to  as 
Nonconforming  loans. 

88.  Nothing  in  that  definition  informed  investors  that  Countrywide 
included  in  its  prime  category  loans  with  FICO  scores  below  620.  Nor  did  the 
definition  inform  investors  that  the  "prime  non-conforming"  category  included 
loan  products  with  increasing  amounts  of  credit  risk,  such  as  (1)  reduced  and/or  no 
documentation  loans;  (2)  stated  income  loans;  or  (3)  loans  with  loan  to  value  or 
combined  loan  to  value  ratios  of  95%  and  higher.  Finally,  it  did  not  disclose  that 
Countrywide's  riskiest  loan  product,  the  Pay-Option  ARM,  was  classified  as  a 
"prime  loan,"  and  to  the  extent  that  the  loan  amount  was  below  the  loan  limits 
established  by  the  GSEs,  would  have  been  reported  in  Countrywide's  Forms  10-K 
as  a  prime  conforming  loan.  Significantly,  in  2005  and  2006,  Countrywide's  Pay- 
Option  ARMs  ranged  between  17%  and  21%  of  its  total  loan  originations,  the 
majority  of  which  were  held  for  investment  at  Countrywide  Bank. 

89.  Fourth,  the  Countrywide  periodic  filings  noted  that  Countrywide 
originated  "non-prime"  loans,  but  failed  to  disclose  that  these  loans  were  not 
merely  issued  to  borrowers  with  blemished  credit,  but  also  included  significant 

t. 

additional  risk  factors,  such  as  (1)  subprime  piggyback  seconds,  also  known  as 
80/20  loans;  (2)  reduced  documentation  loans;  (3)  stated  income  loans;  (4)  loans 
with  loan  to  value  or  combined  loan  to  value  ratios  of  95%  and  higher;  or  (5)  loans 
made  to  borrowers  with  recent  bankruptcies  and  late  mortgage  payments. 

90.  Finally,  Countrywide's  2006  Form  10-K  contained  the 
misrepresentation  that  "[w]e  believe  we  have  prudently  underwritten"  Pay-Option 
ARM  loans  --  despite  Mozilo's  resounding  internal  alarms  regarding  these  loans 
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and  his  and  Sambol's  knowledge  that  a  significant  percentage  of  borrowers  were 
misstating  their  incomes  on  stated  income  loans. 

2.  Mozilo  and  Sambol  Made  Additional  Affirmative 

Misstatements  to  Investors 

9 1 .  Mozilo  and  Sambol  made  affirmative  misleading  public  statements  in 
addition  to  those  in  the  periodic  filings  that  were  designed  to  falsely  reassure 
investors  about  the  nature  and  quality  of  Countrywide's  underwriting. 

92 .  Mozilo  repeatedly  emphasized  Countrywide '  s  underwriting  quality  in 
public  statements  from  2005  through  2007.  For  example,  in  an  April  26,  2005 
earnings  call,  Mozilo  falsely  stated  that  Countrywide's  Pay-Option  portfolio  at  the 
bank  was  "all  high  FICO."  In  that  same  call,  in  response  to  a  question  about 
whether  the  company  had  changed  its  underwriting  practices,  Mozilo  stated,  "We 
don't  see  any  change  in  our  protocol  relative  to  the  quality  of  loans  that  we're 
originating." 

93.  In  the  July  26,  2005  earnings  call,  Mozilo  claimed  that  he  was  "not 
aware  of  any  change  of  substance  in  [Countrywide's]  underwriting  policies"  and 
that  Countrywide  had  not  "taken  any  steps  to  reduce  the  quality  of  its  underwriting 
regimen."  In  that  same  call,  Mozilo  touted  the  high  quality  of  Countrywide's  Pay- 
Option  ARM  loans  by  stating  that  "[t]his  product  has  a  FICO  score  exceeding  700. 
...  the  people  that  Countrywide  is  accepting  under  this  program  ...  are  of  much 
higher  quality. . .  that  [sic]  you  may  be  seeing . . .  for  some  other  lender."  On 
January  3 1, 2006,  Mozilo  stated  in  an  earnings  call  "It  is  important  to  note  that 
[Countrywide's]  loan  quality  remains  extremely  high." 

94.  On  April  27, 2006,  Mozilo  stated  in  an  earnings  call  that 
Countrywide's  "pay  option  loan  quality  remains  extremely  high"  and  that 
Countrywide's  "origination  activities  [we]re  such  that,  the  consumer  is 
underwritten  at  the  fully  adjusted  rate  of  the  mortgage  and  is  capable  of  making  a 
higher  payment,  should  that  be  required,  when  they  reach  their  reset  period." 
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These  statements  were  false  when  made,  because  on  April  4,  2006,  Mozilo  wrote 
of  the  bank's  pay-option  portfolio,  "[s]ince  over  70%  [of  borrowers]  have  opted  to 
make  the  lower  payment  it  appears  that  it  is  just  a  matter  of  time  that  we  will  be 
faced  with  much  higher  resets  and  therefore  much  higher  delinquencies." 

95.  Then,  on  May  3 1 ,  2006,  at  the  Sanford  C.  Bernstein  Strategic 
Decisions  Conference,  Mozilo  addressed  investors  and  analysts  and  made 
additional  false  statements  that  directly  contradicted  the  statements  he  was  making 
internally  within  Countrywide.  Specifically  addressing  Pay-Option  loans,  Mozilo 
told  the  audience  that  despite  recent  scrutiny  of  Pay-Option  loans,  "Countrywide 
views  the  product  as  a  sound,  investment  for  our  Bank  and  a  sound  financial 
management  tool  for  consumers."  At  the  May  3 1  conference,  Mozilo  added  that 
the  "performance  profile  of  this  product  is  well-understood  because  of  its  20-year 
history,  which  includes  'stress  tests' in  difficult  environments." 

96.  Mozilo's  statements  at  the  Sanford  Bernstein  Conference  were  false, 
because  at  the  time  that  he  made  them  he  had  just  written  to  Sambol  and  Sieracki 
in  a  May  19,  2006  email  that  Pay-Option  loans  would  continue  to  present  a 
long-term  problem  "unless  rates  are  reduced  dramatically  from  this  level  and 
there  are  no  indications,  absent  another  terrorist  attack,  that  this  will 
happen."  Moreover,  on  June  1, 2006,  Mozilo  advised  Sambol  in  an  email  that  he 
knew  that  the  Pay-Option  portfolio  was  largely  underwritten  on  a  reduced 
documentation  basis,  and  believed  there  was  evidence  that  borrowers  were  lying 
about  their  income  in  the  application  process.  Mozilo  concluded:  (1)  in  an 
environment  of  rising  interest  rates,  borrowers  would  reach  the  115%  negative 
amortization  cap  sooner  than  they  expected;  (2)  borrowers  would  suffer  payment 
shock  because  of  the  substantially  higher  payments  upon  reset,  particularly 
those  with  FICO  scores  below  700  who  "are  going  to  experience  a  payment 
shock  which  is  going  to  be  difficult  if  not  impossible  for  them  to  manage";  and 
(3)  "we  know  or  can  reliably  predict  what's  going  to  happen  in  the  next  couple 
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of  years"  so  the  company  must  act  quickly  to  address  these  issues.  In  addition, 

Mozilo  failed  to  disclose  that  by  the  time  he  made  the  statement  about  the  20-year 

history  of  pay-options,  the  history  that  he  was  referring  to,  that  of  World  Savings, 

no  longer  provided  him  any  comfort  about  the  future  performance  of  the  portfolio. 

97.     At  a  Fixed  Income  Investor  Forum  on  September  13, 2006,  Mozilo 

upheld  Countrywide  as  a  "role  model  to  others  in  terms  of  responsible  lending." 

He  went  on  to  remark  that  "[t]o  help  protect  our  bond  holder  customers,  we  engage 

in  prudent  underwriting  guidelines"  with  respect  to  Pay-Option  loans.  These 

statements  were  false  when  made  because: 

On  July  10, 2006,  after  reviewing  data  on  an  internal  flash  report, 
Mozilo  learned  that,  from  September  2005  through  June  2006,  the 
percentage  of  Pay-Option  borrowers  choosing  to  make  the  minimum 
payment  had  nearly  doubled,  from  37%  to  71%.  This  was  the  key 
metric  by  which  Mozilo  measured  the  performance  of  the  Pay-Option  _ 
portfolio; 

On  August  16, 2006  Mozilo  received  an  e-mail  asking  whether  the 
company  anticipated  any  significant  problems  with  the  Pay-Option 
portfolio.  Mozilo  responded  that  rising  interest  rates  would  cause  the 
loans  to  reset  much  faster  than  the  borrowers  expected  with 
accompanying  payment  shock.  The  only  solution,  Mozilo  wrote,  was 
to  refinance  the  loans  before  reset,  but  this  would  be  difficult,  in  light 
of  decreasing  home  values  and  rising  interest  rates.  Only  unlikely 
events,  such  as  a  dramatic  rise  in  home  values  or  a  dramatic  drop  in 
interest  rates,  would  alleviate  future  payment  shock;  and 

On  September  26, 2006  Mozilo  advised  Sambol  and  Sieracki  in  an 
email  that  "[w]e  have  no  way,  with  any  reasonable  certainty,  to  assess 
the  real  risk  of  holding  [Pay-Option]  loans  on  our  balance  sheet.  The 
only  history  we  can  look  to  is  that  of  World  Savings  however  then- 
portfolio  was  fundamentally  different  than  ours  in  that  their  focus  was 
equity  and  our  focus  is  fico.  In  my  judgement,  [sic]  as  a  long  time 
lender,  I  would  always  trade  off  fico  for  equity.  The  bottom  line  is 
that  we  are  flying  blind  on  how  these  loans  will  perform  in  a  stressed 
environment  of  higher  unemployment,  reduced  values  and  slowing 
home  sales."  (emphasis  added) 
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98.  In  the  January  30, 2007  earnings  conference  call,  Mozilo  attempted  to 
distinguish  Countrywide  from  other  lenders  by  stating  "we  backed  away  from  the 
subprime  area  because  of  our  concern  over  credit  quality."  On  March  13,  2007,  in 
an  interview  with  Maria  Bartiromo  on  CNBC,  Mozilo  said  that  it  would  be  a 
"mistake"  to  compare  monoline  subprime  lenders  to  Countrywide.  He  then  went 
on  to  state  that  the  subprime  market  disruption  in  the  first  quarter  of  2007  would 
"be  great  for  Countrywide  at  the  end  of  the  day  because  all  of  the  irrational 
competitors  will  be  gone." 

99.  Sambol  also  made  misleading  statements  that  were  designed  to 
reassure  investors.  For  example,  at  a  May  24,  2005  investor  day  presentation, 
Sambol  reassured  analysts  that  Countrywide  addressed  the  higher  credit  risk 
associated  with  adjustable  rate  mortgage  programs  by  requiring  different 
underwriting  criteria  such  as  "higher  credit  scores  or  lower  loan  to  value  ratios." 
At  the  September  13, 2006  Fixed  Income  Investor  Forum,  Sambol  downplayed 
Countrywide's  participation  in  originating  subprime  loans  by  falsely  stating  that 
Countrywide  had  been  "on  the  sidelines"  of  the  risky  subprime  market. 

1 00.  The  statements  in  Countrywide's  periodic  filings  and  statements  by  its 
chief  executives  were  materially  false  when  made,  because  Mozilo  and  Sambol 
were  well  aware  that  Countrywide  had  increasingly  widened  its  underwriting 
guidelines  year  over  year  from  2004  through  2006,  and  Countrywide's  loan  quality 
had  deteriorated  as  a  result. 

J.       Countrywide's  Collapse 

101.  In  the  first  quarter  of  2007,  subprime  80/20s  experienced  high  levels 
of  defaults  and  delinquencies,  Which  caused  severe  disruptions  in  the  secondary 
market  for  subprime  loans.  On  January  3 1 ,  2007,  two  members  of  Countrywide's 
Risk  Management  participated  in  the  annual  meeting  of  the  American 
Securitization  Forum  ("ASF"),  which  was  attended  by  sophisticated  investors  who 
purchased  mortgage  backed  securities  in  the  secondary  market.  They  reported 
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back  in  a  February  2, 2007  email,  which  was  forwarded  to  Sambol,  and  noted  that, 
"[t]he  obvious  big  topic  of  concern  was  2006  vintage  performance,  both  prime  and 
nonprime.  All  recognize  that  80/20's  (and  the  layered  risk  on  top  of  them)  are 
definitely  the  main  culprit  and  are  concerned  that  the  rating  agencies  sized  it 
wrong.  All  want  to  know  when  we  are  pulling  back  guidelines. .  .and  why  we 
haven't  already."  (emphasis  added.)  They  went  on  to  note  that,"  [investors 
believed  that  160%  financing  and  layered  risk  is  the  driver."  (emphasis 
added.) 

102.  One  of  the  Countrywide  employees  attending  the  conference  observed 
that  higher  than  expected  losses  on  80/20  loans  caused  investors  to  fear 
increasingly  high  losses  and  the  possibility  that  their  investments,  which,  in  many 
cases,  had  received  AAA  ratings,  would  be  downgraded.  The  secondary  market 
for  80/20  loans  essentially  evaporated  after  the  conference.  In  2007,  as  a  result  of 
the  increasingly  risky  loans  that  it  had  been  underwriting,  Countrywide  began  to 
report  extensive  credit  problems.  In  May  2007,  Countrywide  disclosed  in  its  Form 
10-Q  for  the  first  quarter  of  2007  that  its  consolidated  net  earnings  for  the  quarter 
were  $434  million,  a  37%  decrease  from  net  earnings  in  the  first  quarter  of  2006. 
Countrywide  indicated  that  its  first  quarter  results  had  been  negatively  impacted  by 
higher  delinquencies  related  to  its  subprime  lending,  which  had  caused  the  company 
to  (1)  take  a  write  down  of  $217.8  million  due  to  its  inability  to  sell  certain  of  its 
subprime  loans  into  the  secondary  market;  (2)  reduce  the  estimated  value  of  its 
retained  servicing  rights  by  $429.6  million;  and  (3)  increase  its  allowance  for  loan 
losses  on  loans  held  for  investment  by  $95 .9  million. 

1 03 .  Then,  on  August  9, 2007,  Countrywide  disclosed  in  its  Form  1 0-Q  for 
the  second  quarter  of  2007  that  its  consolidated  net  earnings  for  the  quarter  were 
$485  million,  a  33%  net  decrease  from  the  second  quarter  of  2006.  Countrywide 
attributed  the  decline  to  credit-related  costs,  specifically,  a  $417.2  million 
impairment  loss  on  its  retained  interests,  including  $388.1  million  related  to  home 
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equity  loans,  and  a  $23 1  million  increase  in  its  allowance  for  loan  losses.  On  My 
24, 2007*  in  the  earnings  release  teleconference,  Countrywide  disclosed  for  the  first 
time  that  its  definition  of  "prime"  loans  included  loans  made  to  borrowers  with 
FICO  scores  as  low  as  500,  and  that  80%  of  its  portfolio  of  Pay-Option  loans  held 
for  investment  were  underwritten  based  upon  reduced  documentation.  After  the 
disclosures  regarding  its  credit  risk  on  July  24, 2007,  Countrywide's  share  price 
dropped  from  the  previous  day's  close  of  $34.06  to  $30.50  on  July  24,  an  1 1% 
decline. 

104.  Concurrent  with  its  rising  credit  losses,  Countrywide  experienced  a 
liquidity  crisis  in  August  2007.  Revenues  from  Countrywide's  capital  markets 
loan  sales  and  securitizations  had  dropped  from  $553.5  million  in  pre-tax  earnings 
in  2006  to  $14.9  million  in  2007,  and  Countrywide  found  itself  unable  to  access 
the  short  term  credit  markets  by  issuing  commercial  paper.  As  a  result,  on  August 
16, 2007,  Countrywide  announced  that  it  had  drawn  down  its  entire  $1 1.5  billion 
credit  facility  to  supplement  its  cash  position.  Following  that  announcement,  the 
ratings  agencies  downgraded  Countrywide's  securities,  and  Countrywide's  stock 
declined  from  $21.29  per  share  to  $18.95,  another  approximately  1 1%  decline. 

1 05 .  On  August  23 ,  2007,  Countrywide  announced  that  Bank  of  America 
had  invested  $2  billion  in  Countrywide  in  exchange  for  non-voting  preferred 
securities. 

1 06.  On  October  26, 2007,  Countrywide  reported  a  quarterly  loss  of  $  1 .2 
billion.  The  company's  Form  10-Q,  filed  on  November  9, 2007,  disclosed  that 
Countrywide  had  taken  a  $1  billion  impairment  loss  on  its  loans  held  for  sale  and 
mortgage  backed  securities,  and  had  taken  $1.9  billion  in  credit  charges  related  to  its 
allowance  for  loan  losses  and  its  provision  for  representations  and  warranties  on 
loans  it  had  securitized  and  sold.  In  the  October  earnings  call,  Mozilo  nevertheless 
assured  investors  mat  the  company  would  return  to  profitability  in  the  fourth  quarter 
of  2007  -  a  representation  that  caused  Countrywide's  share  price  to  rise  from  its 
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previous  day's  close  of  $13.07  to  $17.30  after  the  call,  despite  its  poor  performance 
in  that  quarter. 

1 07.  Thereafter,  Countrywide's  share  price  continued  to  trend  downward, 
driven  in  part  by  bankruptcy  rumors,  until  it  closed  at  $8.94  on  December  3 1 ,  2007. 
Then,  on  January  8, 2008,Countrywide's  shares  dropped  28%,  from  $7.64  to  $5.47, 
again  on  rumors  that  the  company  intended  to  file  for  bankruptcy.  On  January  1 1, 
2008,  prior  to  reporting  its  year-end  2007  results,  Countrywide  announced  that  it 
was  being  acquired  by  Bank  of  America  in  an  all  stock  transaction  estimated  to 
have  an  approximate  value  of  $4  billion. 

108.  On  March  29, 2008,  in  its  Form  1 0-K  for  the  year  ended  December  3 1 , 
2007,  Countrywide  disclosed  that  the  contraction  of  the  secondary  market  for  its 
loans  had  increased  its  financing  needs  because  it  was  required  to  hold  loans  for 
longer  periods  pending  sale  and  certain  loans  had  become  unmarketable  and  had  to 
be  held  for  investment.  In  response  to  these  funding  needs,  Countrywide  disclosed 
that  it  had:  (1)  speeded  integration  of  mortgage  banking  activities  into 
Countrywide  Bank  to  reduce  its  dependency  on  the  secondary  markets;  (2)  taken  a 
$2  billion  infusion  from  Bank  of  America  in  exchange  for  shares  of  preferred 
stock;  (3)  drawn  down  an  $1 1.5  billion  credit  line  to  maintain  liquidity;  and  (4) 
revised  its  product  offerings  and  underwriting  guidelines,  such  that  the  majority  of 
its  loan  production  was  again  eligible  for  sale  to  the  government  sponsored  entities. 

K.      Stock  Sales  of  Mozilo  and  Sambol 

1 09.  Both  Mozilo  and  Sambol  realized  profits  on  sales  of  Countrywide 
stock  in  2005, 2006,  and  2007,  through  stock  sales  pursuant  to  various  10b5-l 
plans.  From  May  9,  2005,  when  the  Form  10-Q  for  the  first  quarter  of  2005  was 
filed,  through  the  end  of  2007,  Mozilo  exercised  stock  options  and  sold  the 
underlying  shares  for  total  proceeds  of  at  least  $260  million,  and  Sambol  exercised 
stock  options  and  sold  the  underlying  shares  for  total  proceeds  of  at  least  $40 
million. 
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L.      Mozilo,  Sambol.  and  Sieracld  Participated  in  Several  Offerings  of 
Countrywide  Securities  While  the  Misleading  Periodic  Reports 
Were  Outstanding 

110.  On  February  9, 2006,  Countrywide  filed  a  registration  statement  on 
Form  S-3  ASR  that  registered  a  then  indeterminate  amount  of  common  stock, 
preferred  stock,  stock  purchase  contracts,  stock  purchase  units,  and  debt  securities 
of  Countrywide.  Thereafter,  Countrywide  filed  180  prospectus  supplements 
identifying  the  securities  it  was  offering  for  sale,  including  a  Post-Effective 
Amendment  to  that  Form  S-3ASR  dated  October  30, 2006.  On  November  16, 
2007,  Countrywide  filed  a  registration  statement  on  Form  S-3ASR  that  registered 
$2  billion  worth  of  Series  A  Floating  Rate  Convertible  Senior  Debentures  and  $2 
billion  worth  of  Series  B  Floating  Rate  Convertible  Senior  Debentures.  Sieracki, 
Sambol  and  Mozilo  signed  all  of  these  offerings,  each  of  which  incorporated  one 
of  the  false  Form  10-Ks  by  reference. 

M.      Insider  Trading  Bv  Mozilo 

111.  Mozilo  also  engaged  in  insider  trading  in  Countrywide  securities. 
Mozilo  established  four  sales  plans  pursuant  to  Rule  10b5-l  of  the  Exchange  Act 
in  October,  November,  and  December  2006  while  in  possession  of  material,  non- 
public information  concerning  the  operations  and  financial  condition  of 

Countrywide. 

C.  Countrvwide's  Insider  Trading  Policy 

112.  During  the  relevant  period,  Countrywide  had  an  insider  trading  policy 

in  effect,  dated  as  of  June  24, 2005,  which  prohibited  trading  in  Countrywide 

securities  on  the  basis  of  material,  non-public  information.  The  policy  included  a 

section  entitled  "Material  Information"  that  stated: 
3.2     Material  Information 

U.S.  federal  securities  laws  prohibit 
transactions  while  aware  of  material 
nonpublic  information.  "Material" 
information  means  information  relating  to  the 
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company  with  publicly  traded  securities, 
which,  if  publicly  disseminated,  would  likely 
affect  the  market  price  of  any  of  its  securities, 
or  which  would  likely  be  considered 
important  by  a  reasonable  investor  in 
determining  whether  to  buy,  sell,  or  hold  such 
securities. 

In  addition,  the  policy  included  a  section  regarding  10b5-l  sales  plans  that  stated: 
4.3      10b5-l  Trading  Arrangements 

A.      Section  10b5-l  of  the  Exchange  Act  creates 
an  exception  to  the  prohibition  against  trading 
while  in  the  possession  of  material  nonpublic 
information.  In  order  to  take  advantage  of  the 
exception  set  forth  in  Section  1 0b5- 1  of  the 
Exchange  Act,  Directors  and  Executives 
Officers  must  enter  into  a  10b5-l  Trading 
Plan;  provided  that  such  Trading  Plan: 

i.  specifies  the  amount  of  shares  to  be 

purchased  or  sold  and  the  price  at 
which  and  the  date  on  which  the  shares 
are  to  be  purchased  or  sold;  or 

ii.         includes  a  written  formula  or 

algorithm,  or  computer  program,  for 
determining  the  amount  of  shares  to  be 
purchased  or  sold  and  the  price  at 
which  and  the  date  on  which  the  shares 
are  to  be  purchased  or  sold;  or 

iii.         does  not  permit  the  individual  to 

exercise  any  subsequent  influence  over 
how,  when  or  whether  to  effect 
purchases  or  sales;  provided,  in 
addition,  that  any  other  person  who, 
pursuant  to  the  contract,  instruction,  or 
plan,  did  exercise  such  influence  must 
not  be  aware  of  the  material  nonpublic 
information  when  doing  so;  and 

iv.  was  acknowledged  by  Countrywide  in 

writing  and  pre-cleared  by  the  Office  of 
the  Chief  Legal  Officer. 

113.   Mozilo  knew  about  and  understood  the  Countrywide  insider  trading 
policy.  In  addition,  prior  to  the  execution  of  each  10b5-l  sales  plan, 
Countrywide' s  legal  department  was  required  to  review  and  approve  the  sales  plan 
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and  Mozilo  was  required  to  orally  represent  to  Countrywide's  general  counsel  that 
he  was  not  in  possession  of  material  non-public  information. 

2.        Mozito  Established  His  2006 10b5-l  Sales  Plans  While 
In  Possession  of  Material.  Nonpublic  Information 

1 14.  As  set  forth  in  section  E.  above,  in  2006,  Mozilo  possessed  material 
non-public  information  regarding  the  characteristics  and  performance  of  Pay- 
Option  ARM  loans  as  well  as  increasing  credit  risks  associated  with  this  product. 
None  of  this  information  was  disclosed  to  the  public  prior  to  the  establishment  of 
Mozilo's  sales  plans  in  October,  November,  and  December  20Q6. 

115.  As  set  forth  in  section  F.  above,  in  2006,  Mozilo  learned  of  red  flags 
concerning  Countrywide's  expanded  underwriting  guidelines  and  concluded  that 
certain  of  Countrywide's  mortgage  loans  would  have  a.future  detrimental  financial 
impact  on  the  company.  In  response  to  this  information,  beginning  in  early  2006, 
Mozilo  raised  his  concerns  with  other  members  of  senior  management  and 
instructed  them  to  take  action  to  mitigate  risks  associated  with  lower  quality  loans. 

116.  While  in  possession  of  this  material,  non-public  information,  Mozilo 
established  four  different  Rule  10b5-l  plans. 

117.  On  October  27, 2006,  Mozilo  established  a  sales  plan  that  directed  his 
broker  to  exercise  3,989,588  stock  options  and  sell  the  underlying  shares  on 
specific  days  set  forth  in  the  plan  beginning  on  November  1,  2006  and  ending  no 
later  than  October  5, 2007  (the  "October  2006  Plan"). 

118.  Mozilo  gave  final  approval  to  create  the  OctobeT  2006  Plan  during  a 
meeting  with  his  financial  advisor  on  September  25, 2006,  one  day  before  sending 
an  e-mail  to  Sambol  and  Sieracki,  as  described  in  paragraphs  68  and  69  above,  that 
stated  among  other  things,  that  "we  are  flying  blind  on  how  these  loans  will 
perform  in  a  stressed  environment  of  higher  unemployment,  reduced  values 
and  slowing  home  sales."  (emphasis  added). 
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1 19.  Also  on  October  27, 2006,  Mozilo  established  a  sales  plan  in  the  name 
of  the  Mozilo  Family  Foundation,  a  charitable  organization  that  he  chaired,  that 
directed  the  broker  to  sell  91 ,999  shares  of  Countrywide  stock  held  by  the 
Foundation:  23,000  shares  to  be  sold  on  November  1, 6,  and  16, 2006  and  22,999 
shares  to  be  sold  on  November  21, 2006  (the  "Foundation  Plan"). 

120.  On  November  13,  2006,  Mozilo  established  a  sales  plan  for  the  Mozilo 
Living  Trust,  a  revocable  trust  created  for  the  benefit  of  his  family,  that  directed 
the  broker  to  sell  100,000  shares  of  Countrywide  stock  in  lots  of  25,000  shares  on 
November  16, 21, 29,  and  December  4, 2006  (the  'Trust  Plan"). 

121.  On  December  1 2,  2006,  Mozilo  established  a  sales  plan  that  directed 
his  broker  to  exercise  1,389,580  stock  options  and  sell  the  underlying  shares  on 
specific  days  set  forth  in  the  plan  beginning  on  January  5, 2007  and  ending  no  later 
than  December  14, 2007  (the  "December  2006  Plan"). 

122.  Mozilo  executed  the  December  2006  Sales  Plan  five  days  after  he 
circulated  a  memorandum,  described  in  paragraph  52  above,  to  all  managing 
directors  and  the  board  of  directors  that  analyzed  subprime  mortgages. 

123.  On  February  2,  2007,  Mozilo  amended  the  December  2006  Plan 
('Tebruary  Amendment")  by  directing  the  exercise  of  an  additional  2,467,777 
stock  options  and  selling  the  underlying  shares  on  the  schedule  already  set  forth  in 
the  December  2006  Plan. 

1 24.  From  November  2006  through  October  2007,  Mozilo  exercised  over 
five  million  stock  options  and  sold  the  underlying  shares  pursuant  to  the  four  sales 
plans,  realizing  gains  of  over  $139  million. 

/// 
/// 
/// 
/// 
III 
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FIRST  CLAIM  FOR  RELIEF 

FRAUD  IN  THE  OFFER  OR  SALE  OF  SECURITIES 

Violations  of  Section  17(a)  of  the  Securities  Act 

(Against  All  Defendants) 

125.  The  Commission  realleges  and  incorporates  by  reference  fflf  1  through 

124  above. 

126.  Defendants,  and  each  of  them,  by  engaging  in  the  conduct  described 
above,  directly  or  indirectly,  in  the  offer  or  sale  of  securities  by  the  use  of  means  or 
instruments  of  transportation  or  communication  in  interstate  commerce  or  by  the 

use  of  the  mails: 

a.  with  scienter,  employed  devices,  schemes,  or  artifices  to 

defraud; 

b.  obtained  money  or  property  by  means  of  untrue  statements  of  a 
material  fact  or  by  omitting  to  state  a  material  fact  necessary  in 
order  to  make  the  statements  made,  in  light  of  the 
circumstances  under  which  they  were  made,  not  misleading;  or 

c.  engaged  in  transactions,  practices,  or  courses  of  business  which 
operated  or  would  operate  as  a  fraud  or  deceit  upon  the 

purchaser. 

1 27.  By  engaging  in  the  conduct  described  above,  Defendants  violated,  and 
unless  restrained  and  enjoined  will  continue  to  violate,  Section  17(a)  of  the 
Securities  Act,  15  U.S.C.  §  77q(a). 

///  . 

///.       . 

/// 

/// 

/// 

/// 
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1  SECOND  CLAIM  FOR  RELIEF 

2  FRAUD  IN  CONNECTION  WITH  THE  PURCHASE 

3  OR  SALE  OF  SECURITIES 

4  Violations  and  Aiding  and  Abetting  Violations  of  Section  10(b)  of  the 

5  Exchange  Act  and  Rule  10b-5  thereunder 

6  (Against  All  Defendants) 

7  128.   The  Commission  realleges  and  incorporates  by  reference  fflj  1  through 

8  124  above. 

9  129.   Defendants,  and  each  of  them,  by  engaging  in  the  conduct  described 

1 0  above,  directly  or  indirectly,  in  connection  with  the  purchase  or  sale  of  a  security, 

1 1  by  the  use  of  means  or  instrumentalities  of  interstate  commerce,  of  the  mails,  or  of 

1 2  the  facilities  of  a  national  securities  exchange,  with  scienter:. 

13  a.         employed  devices,  schemes,  or  artifices  to  defraud; 

14.  b.        made  untrue  statements  of  a  material  fact  or  omitted  to  state  a 

15  material  fact  necessary  in  order  to  make  the  statements  made, 

16  in  the  light  of  the  circumstances  under  which  they  were  made, 

17  not  misleading;  or 

18  c.  engaged  in  acts,  practices,  or  courses  of  business  which 

19  operated  or  would  operate  as  a  fraud  or  deceit  upon  other 

20  persons. 

21  130.   By  engaging  in  the  conduct  described  above,  Defendants  violated,  and 

22  unless  restrained  and  enjoined  will  continue  to  violate,  Section  10(b)  of  the 

23  Exchange  Act,  1 5  U.S.C.  §  78j(b),  and  Rule  1 0b-5  thereunder,  1 7  C.F.R.  § 

24  240.10b-5. 
25-7// 

26  /// 

27  /// 

28  III 
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1  THIRD  CLAIM  FOR  RELIEF 

2  VIOLATIONS  OF  COMMISSION  PERIODIC  REPORTING 

3  REQUIREMENTS 

4  Aiding  and  Abetting  Violations  of  Section  13(a)  of  the  Exchange  Act,  and 

5  Rules  12b-20, 13a-l,  and  13a-13  thereunder 

6  (Against  All  Defendants) 

7  1 3 1 .   The  Commission  realleges  and  incorporates  by  reference  ffif  1  through 

8  124  above. 

9  132.   Countrywide  violated  Section  13(a)  of  the  Exchange  Act  and  Rules 

10  12b-20, 13a-l,  and  13a-13  thereunder,  by  filing  with  the  Commission  annual 

1 1  reports  on  Form  1 0-K  for  fiscal  years  2005, 2006,  and  2007  and  quarterly  reports 

12  on  Form  10-Q  for  each  quarter  in  2005, 2006,  and  2007  that  were  materially  false 

1 3  and  failed  to  include  material  information  necessary  to  make  the  required 

14  statements,  in  light  of  the  circumstances  under  which  they  were  made,  not 

15  misleading. 

16  133.   Mozilo,  Sambol,  and  Sieracki  knowingly  provided  substantial 

17  assistance  to  Countrywide  in  its  violation  of  Section  13(a)  of  the  Exchange  Act  and 

18  Rules  12b-20, 13a-l,  and  13a-13  thereunder  in  connection  with  Countrywide's 

1 9  annual  reports  for  fiscal  years  2005, 2006,  and  2007  and  its  quarterly  reports  for 

20  each  quarter  in  2005,  2006,  and  2007. 

21  134.   By  engaging  in  the  conduct  described  above  and  pursuant  to  Section 

22  20(e)  of  the  Exchange  Act,  15  U.S.C.  §  78t(e),  Mozilo,  Sambol,  and  Sieracki  aided 

23  and  abetted  Countrywide's  violations,  and  unless  restrained  and  enjoined  will 

24  continue  to  aid  and  abet  violations,  of  Section  13(a)  of  the  Exchange  Act,  and 

25  Rules  12b-20,13a-l,  and  13a-13  thereunder. 

26  III 

27  /// 
2%  III 
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FOURTH  CLAIM  FOR  RELIEF 

CERTIFICATION  VIOLATIONS 

Violations  of  Rule  13a-14  of  the  Exchange  Act 

(Against  Defendants  Mozilo  and  Sieracki) 

135.  The  Commission  realleges  and  incorporates  by  reference  fflf  1  through 
124  above. 

136.  Mozilo  and  Sieracki  violated  Rule  13a-14  by  signing  the  certifications 
included  with  Countrywide  fiscal  year  2005, 2006,  and  2007  Forms  10-K, 
certifying,  among  other  things,  that  the  forms  fully  complied  with  the  requirements 
of  the  Exchange  Act  and  fairly  presented,  in  all  material  respects,  the  financial 
condition  and  results  of  operations  of  the  company,  when,  in  fact,  the  reports 
contained  untrue  statements  of  material  fact  and  omitted  material  information 
necessary  to  make  the  reports  not  misleading. 

1 37.  By  engaging  in  the  conduct  described  above,  defendants  Mozilo  and 
Sieracki  violated  Exchange  Act  Rule  13a-14, 17  C.F.R.  §  240.13a-14.  Unless 
restrained  and  enjoined,  defendants  Mozilo  and  Sieracki  will  continue  to  violate 
Rule  13a-14, 17  C.F.R.  §  240.13a-14. 

PRAYER  FOR  RELIEF 
WHEREFORE,  the  Commission  respectfully  requests  that  the  Court: 

I. 
Issue  findings  of  fact  and  conclusions  of  law  that  the  defendants  committed 
the  alleged  violations. 

II. 
Issue  judgments,  in  a  form  consistent  with  Fed.  R.  Civ.  P.  65(d), 
permanently  enjoining  Defendant  Mozilo  and  his  agents,  servants,  employees, 
attorneys,  and  those  persons  in  active  concert  or  participation  with  any  of  them, 
who  receive  actual  notice  of  the  order  by  personal  service  or  otherwise,  from 
violating  Section  17(a)  of  the  Securities  Act,  Section  10(b)  of  the  Exchange  Act, 
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and  Rules  10b-5  and  13a- 14  thereunder,  and  from  aiding  and  abetting  violations  of 
Section  13(a)  of  the  Exchange  Act,  and  Rules  12b-20, 13a-l,  and  13a-13 
thereunder. 

in. 

Issue  judgments,  in  a  form  consistent  with  Fed.  R.  Civ.  P.  65(d), 
permanently  enjoining  Defendant  Sambol  and  his  agents,  servants,  employees, 
attorneys,  and  those  persons  in  active  concert  or  participation  with  any  of  them, 
who  receive  actual  notice  of  the  order  by  personal  service  or  otherwise,  from 
violating  Section  17(a)  of  the  Securities  Act,  and  Section  10(b)  of  the  Exchange 
Act,  and  Rule  10b-5  thereunder,  and  from  aiding  and  abetting  violations  of  Section 
13(a)  of  the  Exchange  Act,  and  Rules  12b-20, 13a-l,  and  13a-13  thereunder. 

IV. 

Issue  judgments,  in  a  form  consistent  with  Fed.  R.  Civ.  P.  65(d), 
permanently  enjoining  Defendant  Sieracki  and  his  agents,  servants,  employees, 
attorneys,  and  those  persons  in  active  concert  or  participation  with  any  of  them, 
who  receive  actual  notice  of  the  order  by  personal  service  or  otherwise,  from 
violating  Section  17(a)  of  the  Securities  Act,  Section  10(b)  of  the  Exchange  Act, 
and  Rules  10b-5  and  13a-14  thereunder,  and  from  aiding  and  abetting  violations  of 
Section  13(a)  of  the  Exchange  Act,  and  Rules  12b-20, 13a-l,  and  13a-13 
thereunder. 

V. 

Enter  an  order,  pursuant  to  Section  21(d)(2)  of  the  Exchange  Act,  15  U.S.C. 
§  78u(d)(2),  prohibiting  defendants  Mozilo,  Sambol,  and  Sieracki  from  acting  as 
officers  or  directors  of  any  issuer  that  has  a  class  of  securities  registered  pursuant 
to  Section  12  of  the  Exchange  Act,  15  U.S.C.  §  781,  or  that  is  required  to  file 
reports  pursuant  to  Section  15(d)  of  the  Exchange  Act,  15  U.S.C.  §  78o(d). 
/// 
'III 
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VI. 

Order  defendants  Mozilo  and  Sambol  to  disgorge  all  ill-gotten  gains  from 
their  illegal  conduct,  together  with  prejudgment  interest  thereon. 

vn. 

Order  defendants  Mozilo,  Sambol,  and  Sieracki  to  pay  civil  penalties  under 
Section  21(d)(3)  of  the  Exchange  Act,  15  U.S.C.  §  78u(d)(3). 

vm. 

Order  defendant  Mozilo  to  pay  a  civil  penalty  under  Section  21  A(a)  of  the 
Exchange  Act,  1 5  U.S.C.  §  78u-l (a). 

IX. 

Retain  jurisdiction  of  this  action  in  accordance  with  the  principles  of  equity 
and  the  Federal  Rules  of  Civil  Procedure  in  order  to  implement  and  carry  out  the 
terms  of  all  orders  and  decrees  that  may  be  entered,  or  to  entertain  any  suitable 
application  or  motion  for  additional  relief  within  the  jurisdiction  of  this  Court. 

X. 

Grant  such  other  and  further  relief  as  this  Court  may  determine  to  be  just  and 
necessary. 


DATED:  June  4, 2009 


JO®mTmcCOY,  Hi  ^*^ 

SPENCER  E.BENDELL      • 

LYNN  M.  DEAN 

SAM  PUATHASNANON 

PARIS  WYNN 

Attorneys  for  Plaintiff 

Securities  and  Exchange  Commission 
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DEMAND  FOR  JURY  TRIAL 


Plaintiff  hereby  demands  trial  by  jury. 

DATED:  June 4, 2009  ___£^>^    ffi*    £k<*^ 

JOriM.  McCOY,  III 
SPENCER  E.BENDELL 
LYNN  M.  DEAN 
SAM  PUATHASNANON 
PARIS  WYNN 
Attorneys  for  Plaintiff 
Securities  and  Exchange  Commission 
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as£  FEDERAL  DEPOSIT  INSURANCE  CORPORATION,  wauiingun.  dc  20429 


SHEILA  C.  BAIR 
CHAIRMAN 


September  17,  2010 


Honorable  Carl  Levin 

Chairman 

Permanent  Subcommittee  on  Investigations 

Committee  on  Homeland  Security  and  Governmental  Affairs 

United  States  Senate 

Washington,  D.C.  20510 

Dear  Mr.  Chairman: 

Enclosed  please  find  a  signed  copy  of  a  revised  and  much-strengthened 
memorandum  of  understanding  among  the  FDIC  and  other  bank  regulators 
which  will  greatly  enhance  our  ability  to  continually  access  and  monitor 
information  related  to  our  risks  as  deposit  insurer.  I  believe  this  is  a  very- 
strong  agreement  and  one  which  we  accomplished  due  in  no  small  part  to 
the  work  of  your  Subcommittee  in  identifying  weaknesses  in  the  supervisory 
processes  leading  up  to  the  failure  of  Washington  Mutual.    I  appreciate 
and  applaud  your  leadership  and  support  for  a  strengthened  MOU. 


Best  Regards, 


Sheila  C.  Bair 


Permanent  Subcommittee  on  Investigations  |      PSI-rDIC-1  3-000001 
Wall  Street  &  The  Financial  Crisis 
Report  Footnote  #947    
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Board  of  Governors         Federal  Deposit        Office  of  the  Comptroller      Office  of 
of  the  Federal        Insurance  Corporation         of  the  Currency  Thrift 

Reserve  System  Supervision 

Interagency  Memorandum  of  Understanding  on  Special  Examinations 

This  Memorandum  of  Understanding  ("MOU"),  dated  as  of  July  14, 2010,  is  made  and 
entered  into  by  and  among  The  Federal  Deposit  Insurance  Corporation  ("FDIC"  or  the 
"Corporation"),  the  Office  of  the  Comptroller  of  the  Currency  ("OCC"),  the  Board  of 
Governors  of  the  Federal  Reserve  System  ("FRB"),  and  the  Office  of  Thrift  Supervision 
("OTS")  (the  OCC,  FRB  and  OTS  collectively,  the  "Agencies;"  and  separately,  the 
"PFR")  This  MOU  concerns  the  implementation  of  Section  10(bX3)  of  the  Federal 
Deposit  Insurance  Act  that  provides  that  examiners  appointed  by  the  Board  of  Directors 
of  the  Corporation  "shall  have  power,  on  behalf  of  the  Corporation,  to  make  any  special 
examination  of  any  insured  depository  institution  whenever  the  Board  of  Directors 
determines  a  special  examination  of  any  such  depository  institution  is  necessary  to 
determine  the  condition  of  such  depository  institution  for  insurance  purposes." 

I.        Objectives 

The  Objectives  of  this  MOU  are  to: 

(1 )  Facilitate  the  FDlC's  implementation  of  its  special  examination  authority  under 
Section  10(bX3)  of  the  Federal  Deposit  Insurance  Act  ("FD1  Act"); 

(2)  Establish  arrangements  for  coordination  and  cooperation  between  the  Agencies 
and  the  FDIC,  consistent  with  the  respective  authorities  of  each. 

(3)  Avoid  unnecessary  duplication  of  effort;  and 

(4)  Facilitate  the  ability  of  the  FDIC  and  each  of  the  Agencies  to  effectively  and 
efficiently  carry  out  their  respective  responsibilities. 

n.  IDI  Coverage 

Under  this  MOU,  Special  Examinations  may  be  made  by  the  FDIC  with  respect  to  the 
insured  depository  institutions  ("IDIs")  defined  in  this  Part  II  of  this  MOU  ("Covered 
IDIs"): 

(1)       IDIs  with  composite  PFR  ratings  of  "3",  "4"  or  "5",  and  IDIs  that  are 
undercapitalized  under  Prompt  Corrective  Action  standards  ("Problem  IDIs"). 
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(2)  IDIs  that  have  a  heightened  risk  to  the  Deposit  Insurance  Funds  defined  as 
follows:  (a)  CAMELS  I-  or  2-rated  institutions  that  fall  under  FDIC's  large  bank  deposit 
insurance  pricing  method  if  their  initial  assessment  rate  ("IAR")  is  in  the  top  66  percent 
of  the  IAR  range;1  and  (b)  small  institutions  that  are  CAMELS  2-rated  and  the  FDIC's 
Statistical  CAMELS  off-site  Rating  ("SCOR")  indicates  their  probability  of  downgrade  is 
SO  percent  or  greater  or  their  rank  according  to  the  FDICs  Growth  Monitoring  System 
("GMS")  is  in  the  98  percentile.  ("Heightened  Insurance  Risk  IDIs").  For  the  purposes  of 
this  section  11(2),  'Targe  Institutions"  are  IDIs  with  assets  of  $10  billion  or  more,  and 
"Small  Institutions"  are  IDIs  with  assets  of  less  than  $10  billion.  The  FDIC  will  provide 
the  PFR  access  to  SCOR  and  QMS.2 

(3)  Large,  complex  IDIs,  consisting  of  (a)  mandatory  Basel  II  "Advanced  Approach" 
institutions  as  may  be  determined  from  time  to  time,  and  (b)  IDI  subsidiaries  of  any  non- 
bank  financial  company  or  large  interconnected  bank  holding  company  that  are  subject  to 
heightened  prudential  standards  recommended  by  the  Council  under  Section  1 1 5(a)(1)  of 
the  Dodd-Frank  Wall  Street  Reform  and  Consumer  Protection  Act  of  2010  as  may  be 
agreed  upon  from  time  to  time  by  the  FDIC  and  the  relevant  PFR-("Large  IDIs"). 

(4)  IDIs  that  are  affiliated  with  entities  that  have  had  greater  than  $5  billion  of 
borrowings  under  the  FDIC  TLGPprogram  ("TLGP-IDIs"). 

III.     Guidelines  for  the  Conduct  of  Special  Examinations 

( 1 )  In  making  Special  Examinations,  the  FDIC's  focus  will  be  on  gathering  and 
evaluating  information  obtained  by  the  FDIC  from  the  Agencies,  State  banking 
regulators,  IDIs,  and  other  sources  that  is  necessary  for  insurance  purposes,  namely 
information  to  determine  the  risk  that  is  presented  to  the  Deposit  Insurance  Fund  (DIF), 
price  deposit  insurance,  assess  the  probability  of  default,  estimate  any  potential  loss  to  the 
DIF,  develop  contingent  resolution  plans,  and  such  other  matters  that  are  necessary  for 
deposit  insurance  purposes. 

(2)  In  making  Special  Examinations,  the  FDIC  shall  use  the  reports  of  examination 
made  by  the  PFR  and  any  appropriate  Suite  regulator,  other  information  available  from 
the  PFR  and  State  regulator,  and  information  provided  by  other  Federal  or  State  agencies 
to  the  fullest  extent  possible,  without  limiting  the  authority  of  the  FDIC  referenced  in 
section  111(4)  to  make  Special  Examinations  of  IDIs  both  covered  and  uncovered  by  this 
MOU.  The  FDIC  will  notify  the  PFR  before  the  FDIC  obtains  any  information  directly 


1  The  IAR  range  contemplated  under  this  MOU  is  10  basis  points  to  50  basis  points.  Under  this  formula  an 
IDI  is  a  Covered  IDI  for  two  calendar  quarters  following  the  last  calendar  quarter  in  which  the  IDI  was  a 
Covered  IDI  as  determined  under  section  II(2X«)  above.  Should  the  FDIC  modify  the  IAR  range  in  the 
future  the  Agencies  and  FDIC  will  jointly  confirm  that  the  top  percentage  of  the  IAR  range  stated  in  section 
11(2)  remains  appropriate. 

1  The  FDIC  will  provided  advanced  notice  of  any  modifications  of  the  SCOR  and  GMS  models  affecting 
the  thresholds  in  section  11(3)  and  confirm  that  the  thresholds  remain  appropriate. 
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from  an  IDI,  explaining  why  additional  information  beyond  what  is  currently  available 
from  the  PFR  is  needed. 

(3)  At  Large  IDIs  and  TLGP-IDIs,  the  FDIC  will  establish  a  continuous  on-site  full- 
time  Staff  presence  with  the  number  of  staffers  depending  on  the  size  of  the  IDIs.  To 
meet  its  staffing  needs,  it  is  the  intention  of  the  FDIC  to  assign  up  to  no  more  than  (a) 
five  full-time  on-site  staffers  at  IDIs  with  U,S  holding  companies  that  have  total  assets  of 
S750  billion  or  more,  and  (b)  three  full  time  on-site  staffers  for  Large,  Complex  IDIs  with 
U.S.  holding  companies  that  have  total  assets  of  less  than  $750  billion.  Additional  full- 
time  on-site  staffing  shall  be  subject  to  mutual  agreement  between  the  FDIC  and  the  PFR. 
The  FDIC  also  may  determine,  based  on  particular  events  or  specific  circumstances,  that 
required  information  is  not  available  from  the  PFR,  and  that  it  is  necessary  to  be  on-site 
to  gather  such  information,  and  that  additional  staff  is  temporarily  needed  on-site  in  order 
to  obtain  such  information. 

(4)  The  Agencies  recognize  that  the  FDIC  Board  of  Directors  has  the  authority  under 
Section  10(bX3)  of  the  FDI  Act  to  direct  the  making  of  Special  Examinations  in 
situations  covered  and  not  covered  by  this  MOU. 

IV.      Coordination  and  Information  Sharing 

( 1 )  FDIC  will,  to  the  fullest  extent  possible,  without  limiting  the  authority  of  the  FDIC 
referenced  in  section  111(4)  to  make  Special  Examinations  of  IDIs  both  covered  and  uncovered  by 
this  MOU,  conduct  special  examinations  of  any  covered  IDI  in  accordance  with  this  MOU, 
provide  the  PFR  with  reasonable  prior  notice  of  any  proposed  Special  Examination  activities, 
coordinate  its  work  with  the  relevant  PFR,  and  avoid  unnecessary  duplication  of  activities.  The 
FDIC  will  notify  the  relevant  PFR  prior  to  conducting  a  Special  Examination  under  Section 
1O0>X3)  of  the  FDI  Act  of  a  covered  or  uncovered  IDI  outside  of  the  provisions  of  this  MOU 
explaining  the  reasons  for  such  a  Special  Examination.  In  the  case  of  such  a  Special 
Examination,  the  FDIC  and  the  PFR  will  use  their  best  efforts  to  coordinate,  cooperate,  share  and 
use  information  in  accordance  with  Section  IV  of  this  MOU. 

(2)  One  FDIC  on-site  examiner  will  be  identified  as  the  point  of  contact  for  the  PFR  ("FDIC 
Contact") 

(3)  One  PFR  on-site  examiner  will  be  identified  as  the  point  of  contact  for  the  FDIC.  ("PFR 
Contact") 

(4)  The  FDIC  will  inform  the  PFR  Contact  on  an  on-going  basis  of  the  FDIC's  special 
examination  planning  and  scoping  activities,  as  well  as  any  significant  changes  thereto,  and  will 
provide  reasonable  prior  notice  to  the  PFR  Contact  of  any  unscheduled  special  examinations  of 
the  IDI  and  of  meetings  with  the  Board  of  Directors  and  board  committees  of  the  IDI.  The  FDIC 
Contact  and  the  PFR  Contact  may  also  agree  on  other  types  of  meetings  for  which  notice  would 
be  provided.  The  FDIC  will  also  provide  the  PFR  on  an  ongoing  basis,  through  the  PFR  Contact, 
with  access  to  results  of  FDIC  Special  Examinations,  including  material  deposit  insurance  related 
issues  and  risk  assessments,  and  other  FDIC  Special  Examination  information  prepared  by  the 
FDIC. 
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(5)  The  PFR  will  inform  the  FD1C  Contact  on  an  on-going  basis  or  the  PFR's  examination 
planning  and  scoping  activities,  as  well  as  any  significant  changes  thereto,  and  will  provide 
reasonable  prior  notice  to  the  FDIC  Contact  of  any  unscheduled  special  examinations  of  the  IDI 
and  of  meetings  with  the  Board  of  Directors  and  board  committees  of  the  IDI.  The  PFR  Contact 
and  the  FDIC  Contact  may  also  agree  on  other  types  of  meetings  for  which  notice  would  be 
provided.  The  PFR  will  also  provide  the  FDIC  on  an  ongoing  basis,  through  the  FDIC  Contact, 
with  access  to  supervisory  information  prepared  by  the  PFR,  including  risk  assessments, 
supervisory  plans,  and  reports  of  examination  prepared  by  the  PFR. 

(6)  The  FDIC  Contact  may  request  to  participate  in  examinations  and  meetings  with  IDI 
personnel  conducted  by  the  PFR.  The.  PFR  Contact  and  FDIC  Contact  shall  consult  regarding 
such  requests.  In  the  event  the  PFR  declines  the  request,  the  FDIC  Contact  shall  provide 
reasonable  prior  notice  to  the  PFR  Contact  before  proceeding  separately  to  conduct  any  Special 
Examination  activities  or  meetings. 

(7)  The  PFR  Contact  may  request  to  participate  in  examinations  and  meetings  with  IDI 
personnel  conducted  by  the  FDIC.  The  FDIC  Contact  and  the  PFR  Contact  shall  consult 
regarding  such  requests. 

(8)  On  an  on-going  basis,  no  less  frequently  than  quarterly,  representatives  of  the  FDIC  will 
meet  with  appropriate  representatives  of  the  PFR  to  discuss  the  risk  profile,  current  condition, 
identified  supervisory  matters,  and  material  deposit  insurance  related  issues  and  risk  assessments 
with  respect  to  Covered  Institutions.  On  a  quarterly  basis,  FDIC  will  share  lists  of  all  IDIs 
meeting  the  criteria  specified  in  11(1  )-ll(4),  above. 

V.       CAMELS  Rating  Differences 

Differences  in  CAMELS  ratings  between  the  FDIC  and  the  appropriate  PFR  will  be 
communicated  by  the  FDIC  Contact' to  the  PFR  Contact  in  writing,  including  an  explanation  of 
the  basis  for  die  FDIC's  position.  In  the  event  those  officials  are  unable  to  resolve  the  ratings 
disagreement,  the  matter  shall  be  referred  to  the  Director  of  the  FDIC  Division  of  Supervision  and 
Consumer  Protection  (the  "Director")  (or  other  officer  of  the  Corporation  designated  by  the 
Chairman  of  the  FDIC)  and  the  appropriate  senior-most  supervision  official  of  the  PFR  for 
resolution.  Any  decision  by  the  FDIC  to  depart  from  the  appropriate  PFR's  assigned  rating  will 
be  made  by  the  Director  of  the  FDIC  Division  of  Supervision  and  Consumer  Protection  (or  other 
officer  of  the  Corporation  designated  by  the  Chairman  of  the  FDIC)  after  consultation  with  the 
Chairman  of  the  FDIC. 


Federal  Deposit  Insurance  Corporation  Office  of  the  Comptroller  of  the  Currency 

BY:     ^J&/r    C  $XU~ 


Board  of  Governors  of  the  Federal  Reserve 
System 


BY 
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Mr.  Chairman,  Members  of  the  Subcommittee,  good  afternoon.  I  am  Vickie  A. 
Tillman,  Executive  Vice  President  of  Standard  &  Poor's  ("S&P")  Credit  Market  Services,  and 
head  of  Ratings  Services,  our  nationally  recognized  statistical  rating  organization 
("NRSRO").  I  appreciate  the  opportunity  to  appear  before  you  today.  I  especially  appreciate 
your  invitation  because  I  believe  it  is  important  to  clarify  the  role  of  rating  agencies  such  as 
S&P  in  the  financial  markets,  the  rigor  S&P  applies  in  fulfilling  that  role,  and  our  overall 
record  of  delivering  unbiased  opinions  on  creditworthiness.  To  that  end,  I  also  welcome  the 
opportunity  to  address  some  questions  that  have  been  raised  about  how  we  have  served  the 
market  in  the  midst  of  unprecedented  conditions  in  the  subprime  mortgage  market  and  the 
credit  crunch  and  pressure  on  the  economy  that  have  followed. 

I  want  to  assure  you  at  the  start  of  my  testimony  that  we  have  learned  hard  lessons 
from  the  recent  difficulties  in  the  subprime  mortgage  area.  While  we  fully  agree  with 
Secretary  Paulson's  observation  last  week  that  "the  subprime  mortgage  market  improved 
access  to  credit  and  homeownership  for  millions  of  Americans,"  it  appears  that  abuses  may 
have  occurred  in  the  origination  process.  We  support  Congress'  efforts  to  investigate  those 
abuses  and  to  prevent  their  recurrence.  For  our  part,  we  are  taking  steps  to  ensure  that  our 
ratings  —  and  the  assumptions  that  underlie  them  —  are  analytically  sound  in  light  of  shifting 
circumstances.  As  I  am  sure  you  know,  and  as  my  testimony  will  set  forth  in  some  detail, 
S&P  began  downgrading  some  of  its  ratings  in  this  area  towards  the  end  of  last  year  and  had 
warned  of  deterioration  in  the  subprime  sector  long  before  that.  Nonetheless,  we  are  fully 
aware  that,  for  all  our  reliance  on  our  analysis  of  historically  rooted  data  that  sometimes  went 
as  far  back  as  the  Great  Depression,  some  of  that  data  has  proved  no  longer  to  be  as  useful  or 
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reliable  as  it  has  historically  been.  Additionally,  the  collapse  of  the  housing  market  itself  has 
been  both  more  severe  and  more  precipitous  than  we  had  anticipated.  As  I  will  describe  in 
more  detail  later,  we  have  taken  a  number  of  steps  in  response  to  enhance  our  analytics  and 
process  and  continue  to  look  for  ways  in  which  to  do  still  more. 

Our  reputation  and  our  track  record  are  the  core  of  our  business,  and  when  they  come 
into  question,  we  listen  and  learn.  We  take  our  work  seriously,  very  seriously,  and  at  no  time 
in  our  history  more  than  now,  as  I  speak  to  you. 

In  my  testimony  I  would  like  to  address  four  broad  topics: 

•  First,  the  nature  of  S&P's  ratings  and  their  role  in  the  capital  markets; 

•  Second,  S&P's  approach  to  rating  residential  mortgage-backed  securities 
("RMBS"),  including  mortgage  securities  backed  by  subprime  mortgage 
loans; 

•  Third,  a  number  of  the  questions  that  have  been  raised  in  the  press  and 
elsewhere  related  to  ratings,  including: 

•  Questions  as  to  whether  payment  of  fees  by  issuers  presents  a 
conflict  of  interest  that  could  compromise  analytical 
independence; 

•  Questions  as  to  whether  S&P  is  somehow  involved  in 
"structuring"  RMBS  and  other  structured  finance  transactions; 

•  Questions  about  the  appropriateness  of  our  ratings  because 
securities  backed  by  subprime  collateral  sometimes  receive 
'AAA'  ratings;  and 

•  Questions  about  whether  S&P  has  acted  too  slowly  in  responding 
to  the  deterioration  of  the  subprime  mortgage  market. 
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•     Fourth,  steps  we  have  taken  in  light  of  the  Credit  Rating  Agency  Reform 
Act  passed  by  this  body  in  2006. 

Ratings  and  Their  Role  In  The  Capital  Markets 

I  would  like  to  begin  today  by  discussing  the  nature  of  our  credit  ratings,  as  it  appears 
from  numerous  press  reports  that  this  matter  is  sometimes  misunderstood.  At  their  core, 
S&P's  credit  ratings  represent  our  opinion  of  the  likelihood  that  a  particular  obligor  or 
financial  obligation  will  timely  repay  owed  principal  and  interest.  Put  another  way,  we  assess 
the  likelihood,  and  in  some  situations  the  consequences,  of  default  —  nothing  more  or  less. 

When  we  issue  a  rating  on  a  particular  security  we  are  expressing  our  view  that  the 
security  shares  similar  credit  characteristics  to  those  securities  that  have,  in  the  past, 
represented  a  particular  range  of  credit  risk.  A  bond  that  we  rate  as  'BBB'  has  received  the 
lowest  of  our  so-called  "investment  grade"  ratings;  one  rated  'BB'  has  received  the  highest 
non-investment  grade  rating.   "Investment  grade"  securities  are  those  securities  that  certain 
regulated  investors  may  legally  purchase.  On  S&P's  ratings  scale,  such  securities  are  those 
rated  at  the  'BBB'  level  or  higher.   Since  we  began  rating  RMBS  in  the  late  1970's,  only 
1.09%  of  those  securities  rated  by  us  'BBB'  have  ever  defaulted.  For  'BBs'  this  number  is 
2.1 1%.  Thus,  when  we  rate  securities,  we  are  not  saying  that  they  are  "guaranteed"  to  repay 
but  the  opposite:  that  some  of  them  will  likely  default.  Even  our  highest  rating  —  'AAA'  — 
is  not  a  guarantee  or  promise  of  performance.     'AAAs'  do  default  and  have  defaulted, 
although  rarely. 
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Another  misconception  about  ratings  relates  to  their  purpose  and  use.  Ratings  speak 
to  one  topic  and  one  topic  only  —  credit  risk.  As  we  have  repeatedly  made  clear  in  public 
statements,  including  statements  to  the  SEC,  testimony  before  Congress,  and  innumerable 
press  releases*  ratings  do  not  speak  to  the  likely  market  performance  of  a  security.  Thus, 
ratings  clearly  do  not  address: 

o    Whether  investors  should  "buy",  "sell"  or  "hold"  rated  securities; 

o    Whether  any  particular  rated  securities  are  suitable  investments  for  a 
particular  investor  or  group  of  investors; 

o    Whether  the  expected  return  of  a  particular  investment  is  adequate 
compensation  for  the  risk; 

o    Whether  a  rated  security  is  in  line  with  the  investor' s  risk  appetite; 

o    Whether  the  price  of  the  security  is  appropriate  or  even  commensurate  with 
its  credit  risk;  or 

o    Whether  factors  other  than  credit  risk  should  influence  that  market  price, 
and  to  what  extent. 

I  want  to  be  clear.  Ratings  matter;  as  the  individual  who  oversees  S&P's  ratings 
business  I  would  be  the  last  person  to  suggest  to  you  that  they  do  not.  But  in  the  current 
climate,  it  is  especially  important  to  bear  in  mind  just  what  it  is  we  do  and  that  other 
developments  also  affect  market  perceptions  and  behavior.  The  current  credit  crunch  is  very 
real,  but  we  certainly  have  not  witnessed  widespread  defaults  of  mortgage-backed  securities. 
This  dynamic  and  its  relationship  to  the  nature  of  ratings  was  recently  recognized  by  one  of 
Europe's  top  regulators,  Mr.  Eddy  Wymeersch,  Chairman  of  the  Committee  of  European 
Securities  Regulators  and  also  Chairman  of  Belgium's  Banking  and  Financial  Commission. 
According  to  Mr.  Wymeersch: 


S&P  SEN-PSI  0001949 


Footnote  Exhibits  -  Page  0487 


"[t]he  press  and  general  opinion  is  saying  it's  the  fault  of  the  credit  rating  agencies  . . . 
Sorry,  the  ratings  are  just  about  the  probability  of  default  Nothing  more.  Now  we 
have  a  liquidity  crisis  and  not  a  solvency  crisis." 

Though  they  may  move  more  slowly  than  market  prices,  ratings  are  not  designed  to  be 
static.  Our  view  of  an  RMBS  transaction  evolves  as  facts  and  circumstances  develop,  often  in 
ways  that  are  difficult  to  foresee.  We  issue  ratings  and,  as  new  information  becomes  available 
with  the  passage  of  time,  we  either  affirm  those  ratings  —  i.e.,  leave  them  unchanged  — 
upgrade  them,  downgrade  them,  or  put  them  on  CreditWatch,  which  is  a  warning  to  the 
market  that  the  rating  is  subject  to  change  after  a  pending  review.  To  make  such  decisions, 
we  perform  surveillance  on  our  ratings.  I  will  discuss  our  surveillance  process  in  greater 
detail  a  little  later  on,  but  the  three  important  points  here  are: 

•  That  we  have  a  team  and  process  in  place  whose  responsibility  it  is  to  monitor 
developments  and  bring  about  ratings  changes  to  reflect  those  developments  as 
appropriate; 

•  Changes  in  RMBS  ratings  are  not  based  on  speculation  or  market  sentiment;  and 

•  Such  changes  are  often  based  upon  events  which  were  not  predictable. 

To  cite  only  a  few  recent  examples  on  this  last  point,  the  level  of  early  payment 
default  trends  in  recent  subprime  loans  is  unprecedented;  so  is  the  fact  that,  while  individuals 
who  purchased  homes  have  generally  paid  their  mortgages  before  paying  off  their  credit 
cards,  that  now  appears  no  longer  to  be  true  to  the  extent  it  once  was;  so  is  the  reality  that, 
while  individuals  who  live  in  homes  they  purchase  historically  repay  the  mortgages  on  these 
homes  more  regularly  than  those  who  live  elsewhere,  that  long-standing  pattern  now  appears 
of  questionable  validity  in  a  striking  number  of  cases.    These  are  ahistorical  behavioral 
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modes,  ones  of  particular  import  at  a  time  of  a  substantial  fall  in  real  estate  prices,  and  ones 

that,  together  with  other  factors,  required  downgrading  some  RMBS  ratings  even  though  no 

substantial  amount  of  pool  losses  have  occurred. 

I  said  earlier  that  we  have  made  repeated  statements  about  the  nature  and  role  of 

ratings.  To  the  extent  those  efforts  have  failed  to  communicate  sufficiently  clearly  about  that 

topic,  we  view  this  hearing,  and  this  process  overall,  as  an  opportunity  to  begin  to  rectify  that. 

We  recognize  that  we  bear  primary  responsibility  for  getting  the  message  out.    We  are 

making,  and  will  continue  to  make,  every  effort  to  do  so. 

S&P's  Rating  of  Securities  Backed  By  Mortgage 
Loans,  Including  Subprime  Loans 

Our  ratings  of  residential  mortgage-backed  securities,  particularly  RMBS  backed  by 
pools  containing  subprime  mortgage  assets,  have  recently  received  a  significant  amount  of 
attention.  S&P  has  been  rating  RMBS  for  thirty  years  and  has  developed  industry-leading 
processes  and  models  for  evaluating  the  creditworthiness  of  these  transactions.  As  a  result, 
S&P  has  an  excellent  track  record  of  assessing  RMBS  credit  quality.  For  example,  S&P's 
cumulative  U.S.  RMBS  default  rate  by  original  rating  class  (through  September  15,  2007)  is 
as  follows: 


Initial  Rating 

%  of  Default 

AAA 

0.04 

AA 

0.24 

A 

0.33 

BBB 

1.09 

BB 

2.11 

B 

3.34 
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Default  statistics  are  the  critical  measure  of  ratings  analytics  because,  as  I  explained 
earlier,  at  their  core  ratings  speak  to  the  likelihood  of  timely  repayment,  not  other  market 
factors,  such  as  supply  and  demand,  that  may  go  into  the  pricing  of  securities.  Moreover, 
these  default  numbers  for  our  RMBS  ratings  are  lower,  in  some  cases  materially  lower,  than 
the  long-term  default  rates  for  similar  ratings  issued  on  corporate  bonds. 

While  evaluating  the  credit  characteristics  of  the  underlying  mortgage  pool  is  part  of 
our  RMBS  ratings  process,  S&P  does  not  rate  the  underlying  mortgage  loans  made  to 
homeowners  or  evaluate  whether  making  those  loans  was  a  good  idea  in  the  first  place. 
Originators  make  loans  and  verify  information  provided  by  borrowers.  They  also  appraise 
homes  and  make  underwriting  decisions.  In  turn,  issuers  and  arrangers  of  mortgage-backed 
securities  bundle  those  loans  and  perform  due  diligence.  They  similarly  set  transaction 
structures,  identify  potential  buyers  for  the  securities,  and  underwrite  those  securities.  For  the 
system  to  function  properly,  S&P  relies,  as  it  must,  on  these  participants  to  fulfill  their  roles 
and  obligations  to  verify  and  validate  information  before  they  pass  it  on  to  others,  including 
S&P.  Our  role  in  the  process  is  reaching  an  opinion  as  to  how  much  cash  we  believe  the 
underlying  loans  are  likely  to  generate  towards  paying  off  the  securities  eventually  issued  by 
the  pool.  That  is  the  relevant  issue  for  assessing  the  creditworthiness  of  those  securities. 

As  a  practical  matter,  S&P's  analysis  of  an  RMBS  transaction  breaks  down  into  the 
following  categories: 

The  LEVELS®  Model  The  first  step  in  our  analysis  is  evaluating  the  overall 

creditworthiness  of  a  pool  of  mortgage  loans  by  conducting  loan  level  analysis  using  our  Loan 
Evaluation  and  Estimate  of  Loss  System  (LEVELS®)  Model.    This  model  is  built  on,  and 
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reflects,  our  analytical  assumptions  and  criteria.  S&P's  criteria  do  not  dictate  the  terms  of  the 
mortgage  loans;  those  terms  are  set  by  the  originator  in  the  underwriting  process.  S&P 
collects  up  to  seventy  different  types  of  inputs,  including,  but  not  limited  to:  the  amount  of 
equity  a  borrower  has  in  the  home;  the  loan  type;  the  extent  of  income  verification;  whether 
the  borrower  occupies  the  home;  and  the  purpose  of  the  loan.  This  analysis  allows  us  to 
quantify  multiple  risk  factors,  or  the  layered  risk,  and  allows  us  to  assess  the  increased  default 
probability  that  is  associated  with  each  factor.  Based  on  the  individual  loan  characteristics, 
the  LEVELS®  model  calculates  probabilities  of  default  and  loss  realized  upon  default.  The 
assumptions  and  analysis  embedded  in  the  LEVELS®  model  are  under  regular  review  and  are 
updated  as  appropriate  to  reflect  our  current  thinking  about  rating  residential  mortgages. 

As  part  of  our  commitment  to  transparency,  S&P  makes  its  LEVELS®  model  available 
to  investors  who  wish  to  license  it.  The  vast  majority  of  those  involved  in  issuing  RMBS 
have  access  to  LEVELS®  and  use  it  regularly.  We  also  publicly  announce  any  changes  to  our 
LEVELS®  model  in  a  timely  manner.  In  other  words,  our  basic  criteria  is  out  there  every  day, 
subject  to  criticism  and  comment. 

The  SPIRE®  Model  Another  important  aspect  of  our  rating  process  is  assessing  the 
availability  of  cash  flow,  which  comes  from  the  monthly  payments  generated  by  the  mortgage 
loans,  to  timely  pay  principal  and  interest.  To  do  this,  we  use  our  Standard  &  Poor's  Interest 
Rate  Evaluator  (SPIRE®)  Model.  The  model  uses  the  S&P  mortgage  default  and  loss 
assumptions  (generated  by  the  LEVELS®  model)  as  well  as  interest  rate  assumptions.  Like 
the  LEVELS®  model,  our  SPIRE®  model  reflects  our  analysis  and  assumptions  and  is 
regularly  reviewed  and  updated  as  warranted. 
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Also  like  our  LEVELS®  model,  our  SPIRE®  model  is  publicly  available,  used 
extensively  by  market  participants,  and  subject  to  market  comment  and  review  every  day. 

Review  of  Originator  and  Servicer  Operational  Procedures  S&P  also  reviews 
the  practices,  polices,  and  procedures  of  the  originators  and  servicers  primarily  to  gain 
comfort  with  the  ongoing  orderly  performance  of  the  transaction.  For  an  originator,  the  topics 
we  review  include,  but  are  not  limited  to:  loan  production  practices;  loan  underwriting;  and 
quality  control  practices  and  findings.  S&P  may  adjust  its  credit  support  calculation  based  on 
the  underwriting  employed  at  origination. 

Review  of  Legal  Documents  S&P  also  reviews,  with  the  assistance  of  internal 

and  external  counsel,  the  legal  documents  of  the  securities  to  be  issued,  and,  where 
appropriate,  opinions  of  third-party  counsel  that  address  transfer  of  the  assets  and  insolvency 
of  the  transferor,  as  well  as  security  interest  and  other  legal  or  structural  issues.  S&P  reviews 
the  underlying  documentation  in  order  to  understand  the  payment  and  servicing  structure  of 

the  transaction. 

Credit  Enhancement  Any  description  of  our  ratings  of  RMBS  would  be 

incomplete  without  discussing  the  critical  concept  of  credit  enhancement.  Credit 
enhancement  is  the  protection  (i.e.,  additional  assets  or  funds)  needed  to  cover  losses  in 
deteriorating  economic  conditions,  sometimes  referred  to  as  "stress".  Sufficient  credit 
enhancement  allows  securities  backed  by  a  pool  of  subprime  collateral  to  receive  what  might 
otherwise  be  considered  high  ratings.  One  form  of  credit  enhancement,  although  there  are 
several,  would  occur  if  the  pool  has  more  in  collateral  than  it  issues  in  securities,  thereby 
creating   a  cushion   in  the  pool.      We   refer  to   this   form   of  credit  enhancement  as 
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"overcollaterization,"  and  it  is  a  key  component  in  our  ratings  analysis.  It  provides  protection 
against  defaults  in  the  underlying  securities.  That  is,  if  the  pool  ends  up  experiencing  losses, 
it  should  still  generate  enough  cash  from  which  to  pay  the  holders  of  the  securities.  I  will 
discuss  credit  enhancement  in  more  detail  later  in  my  testimony. 

The  Rating  Committee  After  reviewing  the  relevant  information  about  a 
transaction,  including  information  related  to  credit  enhancement,  the  lead  analyst  then  takes 
the  transaction  to  a  rating  committee.  As  with  all  S&P  ratings,  structured  finance  ratings  are 
assigned  by  committee.  Committees  are  comprised  of  S&P  personnel  who  bring  to  bear 
particular  credit  experience  and/or  structured  finance  expertise  relevant  to  the  rating.  The 
qualitative  judgments  of  committee  members  at  all  stages  of  the  process  are  an  integral  part  of 
the  rating  process  as  they  provide  for  consideration  of  asset  and  transaction  specific  factors,  as 
well  as  changes  in  the  market  and  environment.  Personnel  responsible  for  fee  negotiations 
and  other  business-related  activities  are  not  permitted  to  vote  in  ratings  committees  and  vice 


versa. 


Notification  and  Dissemination  Once  a  rating  is  determined  by  the  rating 
committee,  S&P  notifies  the  issuer  and  disseminates  the  rating  to  the  public  for  free  by, 
among  other  ways,  posting  it  on  our  Web  site,  www.standardandpoors.com.  Along  with  the 
rating,  we  frequently  publish  a  short  narrative  rationale  authored  by  the  lead  analyst.  The 
purpose  of  this  rationale  is  to  inform  the  public  of  the  basis  for  S&P's  analysis  and  enhance 
transparency  to  the  marketplace. 

Surveillance  After  a  rating  has  been  issued,  S&P  monitors  or  "surveils"  the  rating  to 
review  developments  that  could  alter  the  original  rating.    The  surveillance  process  seeks  to 
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identify  those  issues  that  should  be  reviewed  for  either  an  upgrade  or  a  downgrade  because  of 
asset  pool  performance  that  may  differ  from  original  assumptions.  The  surveillance  function 
also  monitors  the  credit  quality  of  entities  that  may  be  supporting  parties  to  the  transaction, 
such  as  liquidity  providers.  Analysts  review  performance  data  periodically  during  the  course 
of  the  transaction,  and  as  appropriate  present  that  analysis  to  a  rating  committee  for  review  of 
whether  to  take  a  rating  action.  The  rating  committee  then  decides  whether  the  rating  change 
is  warranted.  For  changes  to  public  ratings,  a  press  release  is  normally  disseminated. 
S&P's  Commitment  to  Constant  Improvement 

While  our  ratings  process  is  the  product  of  three  decades  of  analytical  experience  and 
excellence,  we  are  always  looking  for  ways  to  enhance  that  process  and  our  analytics.  This  is 
a  hallmark  S&P  principle  and  is  especially  true  when,  as  with  recent  subprime  loans, 
developments  indicate  that  historically-rooted  behavioral  patterns  that  have  served  as  solid 
foundations  for  analysis  may  lack  their  prior  value. 

By  now  there  is  no  doubt  that  subprime  loans  made  from  late  2005  through  at  least 
early  2007  are  behaving  very  differently  from  loans  in  prior  periods,  even  when  the  loans 
share  the  same  basic  credit  characteristics.  For  example,  for  years  a  primary  indicator  of  a 
borrower's  credit  has  been  so-called  FICO  credit  scores.  FICO  scores  are  provided  by 
another  independent  market  participant  and  are  an  industry  standard.  In  recent  loans,  we  are 
seeing  borrowers  with  high  FICO  scores  behaving  in  a  manner  consistent  with  how  materially 
lower  FICO  borrowers  have  historically  behaved.  Similarly,  as  I  observed  earlier,  there  are  a 
number  of  other  ahistorical  anomalies  that  make  more  problematic  applying  a  number  of 
historically-rooted  assumptions  about  the  behavior  of  borrowers.    At  the  same  time,  these 
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behaviorial  shifts  appear  not  to  be  occurring  in  loans  generated  in  2004  and  most  of  2005, 
which  include  many  of  the  same  type  of  subprime  characteristics  present  in  the  more  recent 
loans.  We  are  still  gathering  data  to  analyze  the  causes  for  these  inconsistent  market 
dynamics. 

In  response  to  these  developments,  and  as  part  of  our  constant  commitment  to 
enhancing  our  analytical  processes,  S&P  has  already  initiated  a  number  of  steps: 

•  We  have  significantly  heightened  the  stress  levels  at  which  we  rate  and 
surveil  transactions  to  account  for  deteriorating  performance  as  evidenced 
by  data  we  have  received.  We  have  also  increased  the  frequency  of  our 
review  of  rated  transactions; 

•  We  are  modifying  (and  will  soon  be  releasing)  our  LEVELS  model  to 
incorporate  these  new  stress  levels  and  other  changes  recently  made  to  our 
ratings  assumptions,  as  announced  in  our  July  10,  2007  press  release; 

•  We  recently  acquired  IMAKE  consulting  and  ABSXchange.  These 
services  have  long  provided  data,  analytics  and  modeling  software  to  the 
structured  finance  community  and  we  feel  they  will  further  enhance  our  in- 
depth  surveillance  process; 

•  We  have  also  undertaken  a  survey  of  originators  and  their  practices, 
particularly  with  respect  to  issues  of  data  integrity.  We  are  in  the  process 
of  compiling  the  results  of  this  survey  and  will  publish  those  results  when 
finalized;  and 
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•  We  have  hired  a  Chief  Compliance  Officer  to  augment  our  internal  control 
procedures. 

In  addition  to  these  steps,  we  continue  to  look  at  areas  in  which  we  can  further 
enhance  our  analysis  and  processes.  Some  of  the  areas  include: 

•  Our  policies  and  procedures  to  protect  against  conflicts  of  interest; 

•  The  quantity  and  quality  of  data  available  to  us;  and 

•  Modification  of  our  analytics  to  reflect  changing  credit  behaviors. 
S&P's  Response  To  Various  Questions 

Some  have  raised  questions  about  ratings  and  the  ratings  process  in  recent  months  in 
light  of  the  turmoil  in  the  subprime  mortgage  market.  As  I  have  previously  said,  we  are  well 
aware  that  certain  historically-rooted  assumptions  we  made  in  determining  which  RMBS 
ratings  to  issue  do  not,  in  retrospect,  appear  to  have  remained  as  relevant  as  they  previously 
have  been.  Whether  that  is  because  of  factors  unique  to  the  period  immediately  prior  to  and 
after  2006  or  whether  we  must  change  those  assumptions  on  a  long-term  basis  is  a  subject  of 
robust  and  continuing  examination  and  re-examination  at  S&P. 

At  the  same  time,  some  of  the  questions  recently  put  to  S&P  reflect  a  fundamental 

misunderstanding  of  what  ratings  are  or  are  based  on  inaccurate  or,  in  some  cases,  incomplete 

information.  Let  me  now  address  those  questions. 

The  "Issuer  Pays"  Model  Does  Not  Compromise 
the  Independence  and  Objectivity  of  Our  Ratings 

A  number  of  commentators  have  asked  whether  payment  of  fees  by  issuers  and/or 

their  representatives  presents  a  conflict  of  interest  that  compromises  the  independence  and 
objectivity  of  ratings.    Skeptics  question  whether,  in  pursuit  of  fees,  S&P  and  other  major 
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rating  agencies  may  give  higher  ratings  than  they  otherwise  would.  Not  only  is  this  not  true  at 
S&P,  but  this  line  of  questioning  ignores  the  significant  benefits  of  the  "issuer  pays"  model  to 
the  market. 

S&P  currently  makes  all  of  its  public  ratings  available  to  the  market  free  of  charge  in 
real  time.  When  a  rating  is  assigned  or  changed,  the  announcement  is  made  on  our  Web  sites 
—  www.sandp.com  and  www.ratingsdirect.com  —  and  a  press  release  is  provided  to  news 
outlets  and  other  media.  Today  there  are  approximately  9  million  current  and  historical 
ratings  available  on  RatingsDirect.  In  addition,  as  many  as  1.3  million  active  ratings  are 
available  for  free  on  www.sandp.com.  The  benefits  to  the  market  are  obvious:  any  and  all 
interested  market  participants  can  access  the  same  information  at  the  same  time.  It  creates  a 
level  playing  field  and  a  common  basis  for  analyzing  risk.  It  also  leads  to  higher  quality 
ratings  as  our  analysis  is  subject  to  market  scrutiny  and  reaction  every  day  from  every  comer 
of  the  capital  markets. 

This  type  of  free,  public  disclosure  and  transparency  is  only  possible  under  the  "issuer 
pays"  model.  Developing  and  maintaining  models  and  hiring  experienced  and  skilled 
analytical  talent  is  costly.  Without  payment  by  issuers,  those  costs  would  have  to  be  covered 
by  subscription  fees,  an  approach  with  several  insurmountable  problems.  A  subscription 
model  would  severely  limit  the  transparency  and  broad  (and  free)  dissemination  of  ratings,  as 
access  would  necessarily  be  expensive  and  exclusive  to  subscribers.  Not  only  would  this 
result  in  less,  not  more,  information  in  the  market,  but  it  would  also  take  away  an  important 
check  on  ratings  quality  —  the  constant  scrutiny  of  a  broad  market.  Moreover,  because 
subscription  fees  would  necessarily  be  significant  (given  the  breadth  of  our  ratings  coverage 
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and  the  depth  of  our  analysis),  many  investors,  including  the  vast  majority  of  individual 
investors,  simply  would  not  be  able  to  afford  access  to  ratings  information.  The  likely  result 
would  be  one  of  two  equally  harmful  outcomes:  either  (i)  these  investors  would  have  no 
meaningful  access  to  ratings  information;  or  (ii)  a  ratings  black  market  would  develop  in 
which  S&P's  intellectual  property  —  its  ratings  analysis  —  would  be  misused  or  resold  in  a 
manner  all  too  consistent  with  the  pervasive  misuse  of  other  intellectual  property  and  with  the 
same  destructive  impact. 

As  noted,  some  have  questioned  whether  the  "issuer  pays"  model  has  led  S&P  and 
others  to  issue  higher,  or  less  rigorously  analyzed,  ratings  so  as  to  garner  more  business.  First 
and  foremost,  there  is  no  evidence  —  none  at  all  —  to  support  this  contention  with  respect  to 
S&P.  This  is  not  surprising  since  it  would  be  clearly  against  S&P's  self-interest  as  well  as  its 
cornerstone  principles. 

Indeed,  what  evidence  there  is  on  the  subject  shows  the  opposite. 

1 .  Consider,  for  instance,  the  performance  of  our  RMBS  ratings.  As  reflected  in 
the  chart  below,  in  every  year  from  1994  through  2006,  upgrades  of  U.S.  RMBS  ratings 
significantly  outpaced  downgrades  by  multiple  factors  —  about  7:1  on  average.  The  ratio  was 
even  higher  from  2001-2006.  That  is  to  say,  after  S&P  initially  provided  its  ratings  in  this 
area,  actual  performance  of  the  rated  transactions  led  to  upgrades  far  more  often  than 
downgrades  as  time  passed. 
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1994 

1995 

1996 

1997 

1998 

1999 

2000 

2001 

2002 

2003 

2004 

2005 

2006 

%  of  Ratings 
Upgraded 

6.81 

2.54 

1.38 

2.54 

2.20 

2.78 

10.08 

10.21 

9.24 

12.82 

10.74 

7.91 

3.79 

%  of  Ratings 
Downgraded 

2.21 

1.70 

1.18 

1.25 

1.28 

0.54 

1.93 

1.05 

0.98 

0.85 

0.45 

0.64 

1.04 

If,  as  some  claim,  S&P  deliberately  issued  high  ratings  to  please  those  who  paid  for 
them,  one  would  expect  that  the  initial  (allegedly  inflated)  ratings  would  require  downward 
adjustment  to  reflect  actual  performance.  Similarly,  one  would  expect  default  rates  on  our 
RMBS  ratings  to  be  higher  —  indeed,  materially  higher  —  than  the  statistics  I  cited  earlier. 
But,  over  the  years,  the  opposite  has  emphatically  been  the  case. 

2.  Similarly,  if  S&P  put  revenue  ahead  of  analytical  rigor,  we  would  not  refuse  to 
rate,  as  we  have,  transactions  that  do  not  meet  our  criteria.  A  recent  highly  publicized 
example  occurred  in  Canada  where  significant  amounts  of  asset-backed  commercial  paper 
became  illiquid.  The  paper  had  not  met  S&P's  minimum  criteria  and  so  we  did  not  rate  it. 
These  are  not  the  actions  of  an  agency  that  would  rate  every  deal  that  reaches  our  door. 

3.  The  primacy  of  our  reputation  has  been  recognized  by  independent  sources.  A 
report  prepared  by  two  Federal  Reserve  Board  economists  found  "no  evidence"  that  rating 
agencies  acted  in  the  interest  of  issuers  due  to  a  conflict  of  interest.  After  detailed  study,  the 
report  concluded  that  "rating  agencies  appear  to  be  relatively  responsive  to  reputation 
concerns  and  so  protect  the  interests  of  investors."  See  Daniel  M.  Covitz  &  Paul  Harrison, 
Testing  Conflicts  of  Interest  at  Bond  Ratings  Agencies  with  Market  Anticipation:  Evidence 
that  Reputation  Incentives  Dominate  (Dec.  2003)  at 
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http://www.federalreserve.gov/pubs/feds/2003/200368/200368paD.pdf. 

The  real  question  is  not  whether  there  are  potential  conflicts  of  interest  in  the  "issuer 

pays"  model,  but  whether  they  can  be  effectively  managed  by  S&P  and  other  credit  rating 

agencies.    Mr.  Erik  Sirri,  director  of  the  SEC's  Division  of  Market  Regulations,  recently 

testified  at  a  congressional  hearing  that  the  conflicts  raised  by  this  long-standing  business 

model  are  indeed  manageable.  As  Mr.  Sirri  testified: 

"Typically,  [rating  agencies]  are  paid  by  the  underwriter  or  the  issuer.  That 
presents  a  conflict.  But  we  believe  that  conflict  is  manageable.  Credit  rating 
agencies  should  have  polices  and  procedures  in  place,  and  they  should  adhere 
to  those  policies  and  procedures  when  they  evaluate  deals." 

S&P  maintains  rigorous  policies  and  procedures  designed  to  ensure  the  integrity  of  our 
analytical  processes.  For  example,  analysts  are  not  compensated  based  upon  the  amount  of 
revenue  they  generate.  Nor  are  analysts  involved  in  negotiating  fees.  Similarly,  individuals 
responsible  for  our  commercial  relationships  with  issuers  are  not  allowed  to  vote  at  rating 
committees.  These  policies,  and  others,  have  helped  ensure  our  long-standing  track  record  of 
excellence.  As  previously  noted,  our  track  record  speaks  for  itself.  Moreover,  the  Credit 
Rating  Agency  Reform  Act  of  2006,  and  the  SEC's  implementing  regulations,  give  greater 
assurance  that  those  policies  will  be  enforced. 
S&P  Does  Not  "Structure"  Transactions 

Similar  misunderstandings  have  led  some  to  question  whether  rating  agencies 
"structure"  transactions,  thereby  threatening  ratings  independence.  These  questions  are 
particularly  troubling  as  they  give  false  and  negative  impressions  about  a  practice  that  benefits 
the  markets  —  the  open  dialogue  between  issuers  and  ratings  agencies. 
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It  is  true  that  our  analysts  talk  to  issuers  of  RMBS  transactions  as  part  of  the  ratings 
process,  as  they  have  traditionally  had  discussions  with  corporate  issuers  with  respect  to 
rating  their  non-structured  securities.  This  dialogue  provides  benefits  to  the  marketplace. 
Critical  to  our  ability  to  rate  transactions  is  a  robust  understanding  of  those  transactions. 
Reading  documents  and  reviewing  the  results  of  modeling  are  important,  of  course,  but  so  is 
communication  with  the  people  responsible  for  the  transaction  itself.  Through  dialogue  with 
issuers  and  their  representatives  our  analysts  gain  greater  insight  into  transactions  to  be  rated, 
including  any  modifications  to  those  transactions  that  may  occur  as  the  process  goes  forward. 
This  dialogue  promotes  transparency  into  our  ratings  process,  a  virtue  we  believe  in,  and  one 
that  regulators  have  consistently  espoused. 

Nor  does  the  dialogue  amount  to  "structuring"  by  S&P,  even  in  cases  where  the 
discussion  is  about  the  effect  different  structures  may  have  on  ratings.  S&P  does  not  tell 
issuers  what  they  should  or  should  not  do.  Our  role  is  reactive.  Using  our  models  with  set 
publicly  available  criteria,  issuers  provide  us  with  information  and  we  respond  with  our 
considered  view  of  the  ratings  implications.  In  the  process,  and  as  part  of  our  commitment  to 
transparency,  we  also  may  discuss  the  reasoning  behind  our  analysis.  Those  who  question 
this  practice  ignore  that  the  ratings  process  is  not  and  should  not  be  a  guessing  game.  Without 
informed  discussion,  issuers  would  be  proposing  structure  upon  structure  until  they  stumbled 
upon  the  structure  that  best  matches  with  their  goals.  That  certainly  would  not  make  the 
markets  more  transparent  and  efficient. 

Nor  should  anyone  view  as  suspicious  the  fact  that  some  issuers  structure  transactions 
so  as  to  achieve  a  specific  rating  result.  Indeed,  a  variety  of  potential  structures  could  merit  a 
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particular  result.    Our  role  is  to  come  to  a  view  as  to  the  structures  presented,  but  not  to 

choose  among  them.  Again,  we  do  not  compromise  our  criteria  to  meet  a  particular  issuer's 

goals.  As  noted,  we  make  criteria  publicly  available.  If  we  were  not  applying  our  criteria  to 

particular  transactions,  it  would  be  readily  apparent  to  the  market  and  would  immediately 

diminish  the  credibility  —  and  thus  the  value  —  of  our  ratings  business. 

Credit  Enhancement  —  How  Securities  Backed 
By  Subprime  Mortgages  Can  Receive,  and  Merit, 
Investment  Grade  Ratings 

A  potentially  incomplete  understanding  of  the  ratings  process  has  also  led  to  questions 
about  how  a  pool  of  subprime  mortgage  loans  can  support  securities  with  investment  grade, 
even  'AAA'  ratings.  The  answer  lies  in  the  concept  of  credit  enhancement. 

As  discussed  earlier,  credit  enhancement  —  additional  assets  or  funds  —  affords 
protection  against  losses  in  deteriorating  conditions.  When  an  issuer  comes  to  us  with  a  pool 
of  subprime  loans  to  be  used  as  collateral  for  an  RMBS  transaction,  S&P  is  well  aware,  of 
course,  that  all  of  this  collateral  is  not  likely  to  perform  from  a  default  perspective  like  'AAA' 
securities.  Nonetheless,  the  pool  of  collateral  loans  will  yield  some  amount  of  cash,  even 
under  the  most  stressful  of  economic  circumstances. 

A  key  component  of  our  analysis  is  looking  at  the  pool  of  collateral  to  determine  how 
much  credit  enhancement  —  extra  collateral,  for  example  —  would  be  needed  to  support  a 
particular  rating  on  the  securities  to  be  backed  by  that  collateral.  To  do  this,  we  analyze  the 
expected  performance  of  the  collateral  in  stressful  economic  conditions.  To  determine  the 
amount  of  credit  enhancement  that  could  support  an  'AAA'  rating,  we  use  our  most  stressful 
economic  scenario,  including  economic  conditions  from  the  Great  Depression.    The  stress 
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scenarios  are  then  adjusted  for  each  rating  category.    Thus,  if  our  analysis  of  a  particular 
collateral  pool's  expected  performance  indicates  that  the  pool  would  need  30%  credit 
enhancement  to  support  an  'AAA'  rating,  the  issuer  would  have  to  have  30%  additional 
collateral  above  and  beyond  the  value  of  the  securities  issued  in  order  for  the  securities  issued 
by  the  pool  to  have  enough  credit  enhancement  for  an  'AAA'  rating.    To  put  it  in  more 
concrete  terms,  if  the  pool  was  comprised  of,  for  example,  $1.3  million  in  collateral,  it  could 
only  issue  $1  million  in  'AAA'  rated  securities  in  this  scenario.   This  way,  if  the  collateral 
performs  poorly  —  and  thirty  percent  in  losses  is  very  poor  performance  —  there  will  still  be 
sufficient  collateral  to  cover  losses  incurred  upon  loan  defaults.    This  credit  enhancement 
figure  would,  of  course,  be  lower  for  ratings  other  than  'AAA',  as  those  ratings  address  the 
likelihood  of  repayment  in  less  stressful  economic  environments.    For  example,  the  issuer 
might  be  able  to  issue  $1.2  million  in  'BBB'  rated  securities  backed  by  the  same  collateral 
pool.  Thus,  it  is  not  the  case  that  through  securitization,  poor  credit  assets  magically  become 
solid  investments.  Rather,  it  is  because,  in  our  example,  a  pool  has  $1.3  million  in  collateral 
to  support  $1  million  in  securities  that  it  may  receive  an  entirely  appropriate  'AAA'  rating  on 
those  securities. 

S&P  Has  Been  Warning  the  Market,  and  Taking 
Action,  in  Response  to  Deterioration  in  the 
Subprime  Market  Since  Early  2006 

Others  have  questioned  whether  S&P  has  acted  quickly  enough  in  response  to  the 

deteriorating  subprime  market.  Again,  we  believe  these  questions  result  from  an  incomplete 

understanding  of  the  facts.   S&P  has  spoken  out  —  and  taken  action  —  early  and  often  on 

subprime  issues. 
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For  some  time  S&P  has  been  through  our  publications  repeatedly  and  consistently 
informing  the  market  of  its  concerns  about  the  deteriorating  credit  quality  of  RMBS 
transactions.  For  example: 

•    In  a  January  19,  2006  article  entitled  U.S.  RMBS  Market  Still  Robust,  But  Risks  Are 
Increasing  And  Growth  Drivers  Are  Softening,  we  said:  "Standard  &  Poor's  expects 

that  some  of  the  factors  that  drove  growth  in  2005  will  begin  to  soften  in  2006 

Furthermore,  Standard  &  Poor's  believes  that  there  are  increasing  risks  that  may 
contribute  to  deteriorating  credit  quality  in  U.S.  RMBS  transactions;  it  is  probable  that 
these  risks  will  be  triggered  in  2006." 

.  On  May  15,  2006,  in  an  article  entitled  A  More  Stressful  Test  Of  A  Housing  Market 
Decline  On  U.S.  RMBS,  we  reported  on  the  results  of  our  follow-up  analysis  to  our 
September  2005  housing-bubble  simulation.  We  stated:  "[t]he  earlier  simulation  had 
concluded  that  most  investment-grade  RMBS  would  weather  a  housing  downturn 
without  suffering  a  credit-rating  downgrade,  while  speculative-grade  RMBS  might  not 
fare  so  well  ....  In  the  updated  simulation  .  .  .  [S&P  used]  more  stressful 
macroeconomic  assumptions  [which]  lead  to  some  downgrades  in  lower-rated 
investment-grade  bonds." 

•  On  July  10,  2006,  in  an  article  entitled  Sector  Report  Card:  The  Heat  Is  On  For 
Subprime  Mortgages,  we  noted  that  downgrades  of  subprime  RMBS  ratings  were 
outpacing  upgrades  due  to  "collateral  and  transaction  performance."  The  article  also 
identifies  "mortgage  delinquencies"  as  a  "potential  hot  button,"  and  notes  that  such 
delinquencies  "may  become  a  greater  concern  for  lenders  and  servicers." 

•  On  July  17,  2006,  we  noted  a  38%  increase  in  downgrades  in  U.S.  RMBS,  a 
significant  number  of  which  came  from  the  subprime  market.  Structured  Finance 
Global  Ratings  Roundup  Quarterly:  Second-Quarter  2006  Performance  Trends. 

•  On  Oct.  16,  2006,  in  our  Ratings  Roundup:  Third-Quarter  2006  Global  Structured 
Finance  Performance  Trends,  we  reported  a  15%  decline  in  upgrades  for  U.S.  RMBS 
while  the  number  of  downgrades  more  than  tripled  compared  to  the  same  period  in 
2005.  We  also  noted  that  the  quarter's  ratings  actions  among  RMBS  transactions  had 
set  a  record  for  the  most  performance-related  downgrades. 
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Then  on  December  8,  2006,  in  an  article  entitled  Credit  Trends:  2007  Global  Credit 
Strategy:  Asset  Class  Outlook,  we  informed  the  market  of  our  view  that  "[c]redit 
quality  in  the  RMBS  sub-prime  market  has  been  under  scrutiny  this  year.  Standard  & 
Poor's  RMBS  surveillance  group  sees  the  environment  ahead  as  portending  greater 
downgrade  potential  along  with  lower  upgrade  potential."  We  also  stated  that  "the 
jump  in  third-quarter  downgrade  activity  for  the  sub-prime  market  raises  some  risk 
flags  for  this  segment;  with  87  third-quarter  downgrades  adding  to  the  46  downgrades 
of  the  second  quarter  and  34  in  the  first." 

On  January  16,  2007,  in  an  article  entitled  Ratings  Roundup:  Fourth-Quarter  2006 
Global  Structured  Finance  Performance  Trends,  we  stated:  "Rating  activity  among 
subprime  transactions  has  started  to  shift  to  being  predominantly  negative  from  being 
predominantly  positive.  ...  We  expect  this  trend  in  subprime  rating  performance  to 
continue  during  2007." 

Ten  days  later  on  January  26,  2007,  in  our  Transition  Study:  U.S.  RMBS  Upgrades 
Are  Down  And  Downgrades  Are  Up  In  2006,  we  reported  that  for  2006  "[downgrades 
overwhelmed  upgrades  for  subprime  mortgage  collateral"  and  that  we  expected 
"losses  and,  therefore,  negative  rating  actions  to  continue  increasing  during  the  next 
few  months  relative  to  previous  years." 

Our  statements  to  the  market  continued  throughout  the  first  half  of  2007.  On  March 
22,  2007,  in  an  article  entitled  A  Comparison  Of  2000  and  2006  Subprime  RMBS 
Vintages  Sheds  Light  On  Expected  Performance,  we  stated:  "[w]hile  subprime 
mortgages  issued  in  2000  have  the  distinction  of  being  the  worst-performing 
residential  loans  in  recent  memory,  a  good  deal  of  speculation  in  the  marketplace 
suggests  that  the  2006  vintage  will  soon  take  over  this  unenviable  position." 

In  an  April  27,  2007  article  entitled  Special  Report:  Subprime  Lending:  Measuring 
the  Impact,  we  stated:  "The  consequences  of  the  U.S.  housing  market's  excesses,  a 
topic  of  speculation  for  the  past  couple  of  years,  finally  have  begun  to  surface. 
Recent-vintage  loans  continue  to  pay  the  price  for  loosened  underwriting  standards 
and  risk-layering  in  a  declining  home  price  appreciation  market,  as  shown  by  early 
payment  defaults  and  rising  delinquencies." 

Then  on  June  26,  2007,  in  an  article  entitled  Performance  of  U.S.  RMBS  Alt-A  Loans 
Continues  To  Deteriorate,  we  reported:  "The  most  disconcerting  trend  is  how  quickly 
the  performance  of  these  delinquent  borrowers  has  deteriorated.  We  continue  to  see 
migration  from  60-plus-day  to  90-plus-day  delinquencies  within  the  2006  vintage, 
suggesting  that  homeowners  who  experience  early  delinquencies  are  finding  it 
increasingly  difficult  to  refinance  or  work  out  problems,  as  opposed  to  being  able  to 
'cure'  falling  behind  on  payments." 
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None  of  these  warnings  were  hidden  by  S&P  and  I  will  gladly  provide  the 
Subcommittee  with  these  documents.  In  addition  to  these  warnings,  we  also  took  action  in 
response  to  subprime  deterioration.  For  example: 

•  On  June  1,  2006,  almost  sixteen  months  ago,  we  tightened  our  criteria  through 
changes  in  our  LEVELS®  model  targeted  to  increase  the  credit  enhancement 
requirements  for  pools  with  subprime  loans.  In  announcing  these  changes  to  the 
market,  we  specifically  identified  subprime  loans,  such  as  "[l]oans  with  simultaneous 
second  liens  (especially  those  with  very  low  FICO  scores)",  as  loans  "much  more 
likely  to  default  than  non-second-lien  loans  with  similar  FICO  scores." 

•  Then  in  February  2007,  we  took  the  unprecedented  step  of  placing  on  CreditWatch 
negative  (and  ultimately  downgrading)  transactions  that  had  closed  as  recently  as 
2006.  As  we  informed  the  market  in  the  accompanying  release:  "Many  of  the  2006 
transactions  may  be  showing  weakness  because  of  origination  issues,  such  as 
aggressive  residential  mortgage  loan  underwriting,  first-time  home-buyer  programs, 
piggyback  second-lien  mortgages,  speculative  borrowing  for  investor  properties,  and 
the  concentration  of  affordability  loans."  In  a  February  16,  2007  Los  Angeles  Times 
article,  S&P's  announcement  was  described  as  '"a  watershed  event'  because  it  means 
S&P  is  now  actively  considering  downgrading  bonds  within  their  first  year."  See 
S&P  to  Speed  Mortgage  Warnings,  Los  Angeles  Times,  Feb.  16, 2007. 

•  We  continued  taking  downward  action  through  the  Spring.  In  May  we  announced  that 
"Standard  &  Poor's  Ratings  Services  took  103  rating  actions  affecting  103  classes  of 
residential  mortgage-backed  securities  (RMBS)  transactions  backed  by  subprime, 
closed-end  second-lien,  and  Alt-A  loan  collateral  originated  in  2005  and  2006;  we 
lowered  92  ratings  ...  and  placed  103  ratings  on  CreditWatch  negative  ....  These 
rating  actions  were  due  to  collateral  performance."  We  also  noted  that  "[m]ost  of  the 
transactions  affected  by  CreditWatch  placements  (and  no  downgrades)  have  not 
experienced  significant  losses.  The  placement  of  our  ratings  on  CreditWatch  when  a 
transaction  has  not  experienced  significant  losses  represents  a  new  methodology 
derived  from  our  normal  surveillance  practice." 

•  On  June  22,  2007,  we  announced  further  ratings  actions  in  an  article  entitled  133 
Subordinate  Second-Lien,  Subprime  Ratings  From  2006,  2005-Vintage  RMBS  On 
Watch  Neg,  Cut.  We  explained  that  "[t]he  downgrades  and  CreditWatch  placements 
reflect  early  signs  of  poor  performance  of  the  collateral  backing  these  transactions." 

•  Then  in  July  of  this  year,  we  again  took  action  in  response  to  increasingly  bad 
performance  data,  including  loss  levels  that  continued  to  exceed  historical  precedents 
and  our  initial  expectations.  Specifically: 
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•  We  increased  the  severity  of  the  surveillance  assumptions  we  use  to 
evaluate  the  ongoing  creditworthiness  for  RMBS  transactions  issued  during 
the  fourth  quarter  of  2005  through  the  fourth  quarter  of  2006  and 
downgraded  those  classes  that  did  not  pass  our  heightened  stress  test 
scenario  within  given  time  frames. 

•  In  addition,  we  modified  our  approach  for  ratings  on  senior  classes  in 
transactions  in  which  subordinate  classes  have  been  downgraded. 

■  We  also  announced  that,  with  respect  to  transactions  closing  after  July  10, 
2007,  we  would  implement  changes  that  would  result  in  greater  levels  of 
credit  protection  for  rated  transactions  and  would  increase  our  review  of 
lenders'  fraud-detection  capabilities. 

No  one  can  see  the  future.    The  point  of  these  articles  and  actions,  however,  is  to 

highlight  our  reaction  to  increasing  subprime  deterioration  —  looking,  as  we  always  do,  to 

historical  or  paradigm-shifting  behaviors  to  help  analyze  long-term  performance.  Consistent 

with  our  commitment  to  transparency  we  repeatedly  informed  the  market  of  our  view  that  the 

credit  quality  of  subprime  loans  was  deteriorating  and  putting  negative  pressure  on  RMBS 

backed  by  those  loans.  And,  consistent  with  our  commitment  to  analytical  rigor,  we  revised 

our  models,  took  action  when  we  believed  action  was  appropriate,  and  continue  to  look  for 

ways  to  make  our  analytics  as  strong  as  they  can  be. 

Impact  of  The  Credit  Rating  Agency  Reform  Act 
of 2006 

Earlier  this  year,  the  Credit  Rating  Agency  Reform  Act  of  2006  took  effect.  As  a 
result,  over  the  past  few  months,  S&P  has  been  actively  engaged  in  the  process  of 
implementing  the  requirements  of  the  Commission's  new  Rules  regulating  NRSROs  under 
the  Act. 

On  June  25,  2007  we  filed  our  application  to  register  as  an  NRSRO.  The  application 
includes,  among  other  things,  our  procedures  and  methodologies  for  determining  ratings; 
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credit  ratings  performance  measurement  statistics;  and  information  related  to  our  ratings 
analysts  and  the  largest  users  of  our  credit  ratings.  In  addition,  the  application  includes  a 
description  of  our  policies  for  preventing  the  misuse  of  material,  non-public  information  and 
addressing  and  managing  potential  conflicts  of  interest.  We  also  hired  a  Chief  Compliance 
Officer  who  is  responsible  for  administering  and  overseeing  these  policies  and  procedures  and 
ensuring  compliance  with  applicable  securities  laws. 

Additionally,  S&P  has  continued  its  ongoing  efforts  to  develop  and  streamline  internal 
record-keeping  policies  and  procedures  in  order  both  to  ensure  the  integrity  of  the  ratings 
process  and  to  satisfy  Commission  requirements  that  records  be  available  for  inspection.  We 
recently  received  a  notice  of  examination  from  the  Commission  seeking  the  production  of  a 
substantial  amount  of  documents  that  may  relate  to  the  issue  of  the  potential  conflict  of 
interest  discussed  above.  We  are  in  the  process  of  complying  with  this  notice. 

S&P  supported  final  passage  of  the  Credit  Rating  Agency  Reform  Act  and  remains 
committed  to  that  Act's  stated  goal  of  improving  ratings  quality  for  the  protection  of  investors 
and  fostering  oversight,  transparency  and  competition  in  the  credit  rating  industry.  Given  that 
we  are  relatively  early  in  the  process  of  seeing  this  new  law  fully  implemented,  we  would 
respectfully  urge  you  to  allow  the  Commission  to  proceed  with  its  task  of  enforcing  the 
provisions  of  the  new  law  and  the  regulations  so  recently  adopted  before  Congress  proposes 
any  further  actions. 
Conclusion 

I  thank  you  for  the  opportunity  to  participate  in  this  hearing.    Over  the  past  several 
decades,  S&P's  consistent  approach  has  been  to  evolve  our  analytics,  criteria,  and  review 
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processes  when  appropriate,  and  you  can  expect  that  same  approach  in  light  of  new  consumer 
credit  behaviors  in  all  markets,  including  residential  mortgages.  Let  me  also  assure  you  again 
of  our  commitment  to  analytical  excellence  and  our  desire  to  continue  to  work  with  the 
Subcommittee  as  it  explores  developments  effecting  the  subprime  market;  I  would  be  happy 
to  answer  any  questions  you  may  have. 
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From:  GREG  LIPPMANN  (DEUTSCHE  BANK  SECURI)  <GREGLIP@BBOTG> 

Sent:  ~  Tuesday,  August  29,  2006  2: 12  PM 

To:  PAOLOPELLEGRINI  <paolo.pellegrini@paulsonco.com>;  NLOBACCARO 

<nlobaccaro@gweiss.com>;  EKOSNIK  <ekosnik@hginvestors.com>;  MARC 
<MARC@JANAPARTNERS.COM>;  RICHARD  BARRERA  (GLENVIEW  CAPITAL 
MAN)  <RBARRERA2@BBOTG>;  PAOLO  PELLEGRINI  (PAULSON  &  CO.  INC.) 
<PPELLEGRINI3@BBOTG>;  DAVID  MACKNIGHT  (MASON  CAPITAL 
MANAGE)  <DMACKNIGHT@BBOTG>;  ALAN  FOURNIER  (PENNANT  CAPITAL) 
<AFOURNIER@BBOTG>;  MICHAEL  PENDY  (DUQUESNE  CAPITAL  MAN) 
<GMPENDY@BBOTG>;  NICK  LOBACCARO  (GEORGE  WEISS  ASSOCIA) 
<NLOBA@BBOTG>;  EDWARD  KOSNTK  (HUNTER  GLOBAL  INVEST) 
<EKOSNIK@BBOTG>;  JEREMY  COON  (PASSPORT  MANAGEMENT,) 
<JMCPASSPORT@BBOTG>;  JAMES  DIDDEN  (GSO  CAPITAL  PARTNERS) 
<JDJX)DEN2@BBOTG>;  GREGORY  PAPPAJOHN  (VARA  CAPITAL  LLC) 
<GPAPPAJOHN4@BBOTG>;  BRADLEY  WICKENS  (SPINNAKER  CAPITAL  LT) 
<BWTCKENSl@BBOTG>;  MICHELLE  BORRE  (OPPENHEIMERFUNDS,  IN) 
<MBORREl@BBOTG>;  CEMIL  URGANCI  (ASHMORE  GROUP  LIMITE) 
<CURGANCIl@BBOTG>;  PAUL  TWITCHELL  (WHITEBOX  ADVISORS,  L) 
<PTWITCH@BBOTG>;  SHAILESH  VASUNDHRA  (DEEPHAVEN  CAPITAL  MA) 
<SVASUND@BBOTG>;  ANTHONY  BOZZA  (SAB  CAPITAL  MANAGEME) 
<ABOZZA@BBOTG>;  BRAD  ROSENBERG  (PAULSON  &  CO.  INC.) 
<BSROSENBERG@BBOTG>;  TYLER  DUNCAN  (WAYZATA  INVESTMENT  P) 
<TJDUNCAN@BBOTG>;  STEVE  ROTH  (GLG  PARTNERS  LP) 
<WOODY2@BBOTG>;  DAVID  GERSZEWSKI  (AUTONOMY  CAPITAL  RES) 
<DAVTDG@BBOTG>;  LEV  MIKHEEV  (MOORE  EUROPE  CAPITAL) 
<LVMIKHEEV@BBOTG>;  STEFAN  TSONEV  (UBS  LIMITED) 
<TSONEVS@BBOTG>;  WYATT  WACHTEL  (YORK  CAPITAL  MANAGEM) 
<WJWACHTEL@BBOTG>;  RENE  HO  (MORGAN  (J.P.))  <RENEHO@BBOTG>; 
JOHN  GISBORNE  (TORONTO  DOMINION  BAN)  <JGISBORNE@BBOTG>; 
MATTHEW  J  KEEGAN  (OSPRAJE  M  ANAGEMENT  L)  <MAKEEGAN@BBOTG>; 
PHILIP  GUTFLEISH  (ELM  RIDGE  VALUE  ADVI)  <PGUTFLEISH2@BBOTG>; 
JEFF  MOSKOWITZ  (MORGAN  STANLEY)  <JMOSK@BBOTG>;  KENNETH  COE 
(TALEK  INVESTMENTS  LL)  <KCOEl@BBOTG>;  MATTHEW  BASS  (GSO 
CAPITAL  PARTNERS)  <MBASSl@BBOTG>;  ROPER  STRYPE  (RUBICON  FUND 
.  MANAGEM)  <RSTRYPEl@BBOTG>;  ROBERT  NEMETH  (ELM  RIDGE  VALUE 
ADVI)  <RNEMETHl@BBOTG>;  MARC  LEHMANN  (JANA  PARTNERS  LLC.) 
<MARCLEHMANN@BBOTG>;  JEREMY  SCHIFFMAN  (TPG-AXON  CAPITAL 
MAN)  <JSCFflFFMAN@BBOTG>;  JOR1S  HOEDEMAEKERS  (OASIS  CAPITAL 
(UK)  L)  <JORISl@BBOTG>;  NEIL  JOSH1  (DEEPHAVEN  CAPITAL  MA) 
<NJOSHI@BBOTG>;  DANIEL  DONOVAN  (GDG)  <DDONOVAN5@BBOTG>; 
RAGHU  RAGHAVENDRA  (MOORE  EUROPE  CAPITAL) 
<RAGHAVENDRA@BBOTG>;  CHAD  KL1NGHOFFER  (GLENVIEW  CAPITAL 
MAN)  <CKLINGHOFFER@BBOTG>;  JOSH  ADAM  (GLG  INC.) 
<JOSHADAM@BBOTG>;  JEREMY  SIMON  (TPG-AXON  CAPITAL  MAN) 
<JSIMONTPG@BBOTG>;  BRIAN  VAHEY  (KING  STREET  CAPITAL) 
<BVAHEY@BBOTG>;  DEAN  CARL, SON  (SUSQUEHANNA  LNVESTME) 
<DCARL@BBOTG>;  JEAN  FAU  (DARBY  CAPITAL  IRELAN)  <JFAU@BBOTG>; 
VARUN  GOSAIN  (CONSTELLATION  CAPITA)  <VGOSAlNl@BBOTG>;  MAULIN 
SHAH  (POLYGON  INVESTMENT  P)  <M  AUL1N_SH  AH@BBOTG>;  HARRY 
MAMAYSKY  (OLD  LANE,  LP)  <H  MAMAYSKY@BBOTG> 

Subject:  Fwd:  Two  Jim  Grant  articles  on  CDOs 

Attach:  15664357.htm 
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Message  Sent:  08/29/2006  09:12:02 

From:  GREGLIP@BBOTG|GREG  LIPPMANN|DEUTSCHE  BANK  SECURI|1726|328663 

To:  paolo.pelIegrini@paulsonco.com|PAOLO.PELLEGRINI|  1 1 

To:  nlobaccaro@g\veiss.com|NLOBACCARO|  1 1 

To:  ekosnik@hginvestors.com|EKOSNIK|  1 1 

To:  MARC@JANAPARTNERS.COM|MARC|  1 1 

To:  RBARRERA2@BBOTG|RICHARD BARRERA|GLENV1EW  CAPITAL  MAN|  |     . 

To:  PPELLEGRINI3@BBOTG|PAOLO  PELLEGRINI|PAULSON  &  CO.  INC.|  | 

To:  DMACKNTGHT@BBOTG|DAVID  MACKNlGHT|MASON  CAPITAL  MANAGE|  | 

To:  AFOURNIER@BBOTG|ALAN  FOURNIER|PENNANT  CAPITAL|  | 

To:  GMPENDY@BBOTG|MICHAEL  PENDY|DUQUESNE  CAPITAL  MAN|  | 

To:  NLOBA@BBOTG|NICK  LOBACCARO|GEORGE  WEISS  ASSOCIA|  | 

To:  EKOSNTK@BBOTG|EDWARD  KOSNTK|HUNTER  GLOBAL  INVEST|  | 

To:  JMCPASSPORT@BBOTG|JEREMY  COON|PASSPORT  MANAGEMENT,!  | 

To:  JDIDDEN2@BBOTG|JAMES  DIDDEN|GSO  CAPITAL  PARTNERS|  | 

To:  GPAPPAJOHN4@BBOTG|GREGORY  PAPPAJOHN|VARA  CAPITAL  LLC|  | 

To:  BWICKENSl@BBOTG|BRADLEY  WICKENS| SPINNAKER  CAPITAL  LT|  | 

To:  MBORREl@BBOTG|MICHELLE  BORRE|OPPENHEIMERFUNDS,  IN|  | 

To:  CURGANCIl@BBOTG|CEMIL  URGANCI|ASHMORE  GROUP  LIMITE|  | 

To:  PTWITCH@BBOTG|PAUL  TW1TCHELL|WH1TEB0X  ADVISORS,  L|  | 

To:  SVASUNDfSiBBOTG|SHAILESH  VASUNDHRA|DEEPHAVEN  CAPITAL  MA|  | 

To:  ABOZZA@BBOTG|ANTHONY  BOZZA|SAB  CAPITAL  MANAGEME|  | 

To:  BSROSENBERG@BBOTG|BRAD  ROSENBERG|PAULSON  &  CO.  INC.|  | 

To:  TJDUNCAN@BBOTG|TYLER  DUNCAN|WAYZATA  INVESTMENT  P|  | 

To:  WOODY2@BBOTG|STEVE  ROTH|GLG  PARTNERS  LP|  | 

To:  DAVTDG@BBOTG|DAVID  GERSZEWSKI|AUTONOMY  CAPITAL  RES|  | 

To:  LVMIKHEEV@BBOTG|LEV  MIKHEEV|MOORE  EUROPE  CAPITAL 1 1 

To:  TSONEVS@BBOTG|STEFAN  TSONEV|UBS  LIMITED|  | 

To:  WJWACHTEL@BBOTG|WYATT  WACHTEL|YORK  CAPITAL  MANAGEM|  | 

To:  RENEHO@BBOTG|RENE  HO|MORGAN  (J.P.)|  | 

To:  JGISBORNE@BBOTG|JOHN  GISBORNE|TORONTO  DOMINION  BAN|  | 

To:  MAKEEGAN@BBOTG|MATTHEW  JKEEGAN|OSPRAIE  MANAGEMENT  L|  | 

To:  PGUTFLEISH2@BBOTG|PHILIP  GUTFLEISH|ELM  RIDGE  VALUE  ADVI|  | 

To:  JMOSK@BBOTG|JEFF  MOSKOWITZ|MORGAN  STANLEY|  | 

To:  KCOE1@BBOTG|KENNETH  COE|TALEK  INVESTMENTS  LL|  | 

To:  MBASSl@BBOTG|MATTHEW  BASS|GSO  CAPITAL  PARTNERSI  | 

To:  RSTRYPEl@BBOTG|ROPER  STRYPE|RUBICON  FUND  MANAGEM|  | 

To:  RNEMETHl@BBOTG|ROBERT  NEMETH|ELM  RIDGE  VALUE  ADVI|  | 

To:  MARCLEHMANN@BBOTG|MARC  LEHMANN|JANA  PARTNERS  LLC.|  | 

To:  JSCHIFFMAN@BBOTG|JEREMY  SCHIFFMAN|TPG-AXON  CAPITAL  MAN|  | 

To:  JORISl@BBOTG|JORISHOEDEMAEKERS|OASIS  CAPITAL  (UK)  L|  | 

To:  NJOSHI@BBOTG|NEIL  JOSHI|DEEPHAVEN  CAPITAL  MA|  | 

To:  DDONOVAN5@BBOTG|DANlEL  DONOVAN|GDG|  | 

To:  RAGHAVENDRA@BBOTG|RAGHU  RAGHAVENDRA|MOORE  EUROPE  CAPITAL| 

To:  CKLINGHOFFER@BBOTG|CHAD  KLINGHOFFER|GLENVIEW  CAPITAL  MAN|  | 

To:  JOSHADAM@BBOTG|JOSH  ADAM|GLG  1NC.|  | 

To:  JSIMONTPG@BBOTG|JEREMY  SIMON|TPG-AXON  CAPITAL  MAN|  | 

To:  BVAHEY@BBOTG|BRIAN  VAHEY|KING  STREET  CAPITAL|  | 

To:  DCARL@BBOTG|DEAN  CARLSON|SUSQUEHANNA  INVESTME|  | 

To:  JFAU@BBOTG|JEAN  FAU|DARBY  CAPITAL  IRELAN|  | 

To:  VGOSAIN1  @BBOTG| VARUN  GOSAIN|CONSTELL ATION  CAPITA|  | 

To:  MAULIN_SHAH@BBOTG|MAULIN  SHAH|POLYGON  INVESTMENT  P|  | 

To:  H.MAMAYSKY@BBOTG|HARRY  MAMAYSKY|OLD  LANE,  LP|  | 
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Structured  Complacency 

Credit  markets  are  sanguine.  Structured  credit  is 
proliferating.  Could  the  first  fact  be  related  to  the  second? 

Yes,  we  say.  There?s  no  end  of  explanation  for  the  mysterious 
willingness  of  bond  buyers  and  bank-loan  investors  to  accept  persistently 
modest  returns  over  riskless  government  yields.  Liquidity  has  been 
superabundant,  hedge-fund  assets  are  on  the  prowl,  yield  thirst  goes 
unslaked?all  these  causes  are  put  forward.  We  are  about  lo  suggest 
another  explanation  for  the  bewildering  complacency  of  lenders.  Spreads 
are  tight  in  part  because  of  the  growing  number  of  collateralized  debt 
obligations  (CDOs).  What  these  entities  share  is  a  strong  propensity  to 
buy  and  a  low  propensity  to  sell.  A  new  fact  commands  the  attention  of 
lenders  and  borrowers:  Financial  engineering  is  displacing  credit 
analysis. 

Definitions  are  in  order.  A  CDO  is  a  debt-acquisition  enteiprise.  It 
raises  money  from  investors.  It  acquires  assets  with  the  pioceeds?bonds, 
bank  loans,  mortgages,  asset-backed  securities,  etc.  It  can  buy 
floating-rate  assets  or  fixed-,  senior  claims  or  subordinated.  In  2005, 
no  less  than  $250  billion  of  CDOs  came  into  the  world,  59%  more  than  in 
analysis,  we  venture  the  following  capsule  distinction:  financial 
engineering  is  the  science  of  structuring  cash  flows;  credit  analysis  is 
the  art  of  getting  paid. 

The  liabilities  side  of  a  CDO  balance  sheet  is  what  gives  the  structure 
its  distinctive  investment  personality.  The  liabilities  are  layered. 
Field-strip  a  typical  $100  million  CDO  and  you  find,  first,  a  large  swath 
of  ?senior?  liabilities,  say  $70  million  worth,  rated  triple-A;  a  $20 
million  ?junior?  slice  rated  single-  or  double-A;  a  $3  million  mezzanine 
piece  rated  triple-B;  and  $7  million  of  unrated  equity. 

The  top-rated  assets  are  not  inherently  triple-A.  Their 
strength  derives  rather  from  the  vulnerability  of  the  assets  underneath. 
The  equity  tranche  is  most  exposed;  to  it  goes  the  first  loss.  When  it 
has  borne  all  it  can  bear  (i.e.,  $7  million),  the  next  loss  goes  to  the 
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mezzanine  tranche  and  the  next  to  the  junior  slice.  Only  after  all  of 
these  levees  are  breached--$30  million  worth?do  losses  cut  into  the  value 
of  the  senior  segment. 

The  various  segments  are  priced  according  to  their  risk,  with 
the  senior-most  yielding  a  few  dozen  basis  points  over  Libor  und  the 
equity  segment  returning  1,000  basis  points  over  (or  more).  The  cost  to 
create  such  a  structure  runs  to  about  1.5%  of  the  balance-sheet  footings. 
Included  are  legal,  rating  and  origination  expenses.  Annual  management 
fees  may  run  to  50  basis  points.  Although  some  CDOs  are  ?static??the 
assets  with  which  they  are  seeded  are  the  ones  they  keep?some  latitude  for 
the  managers  is  increasingly  the  norm. 

Our  ?typical?  CDO  is  known  as  a  ?cash?  CDO.  It  is  not  to  be 
confused  with  a  ?synthetic?  CDO.  Like  the  cash  variety,  a  synthetic  CDO 
raises  money  from  investors.  Then  it  sells  credit  protection  to  other 
investors,  in  the  shape  of  credit  default  swaps  (CDS).  The  cash  CDO  earns 
income  from  the  securities  it  holds.  The  synthetic  CDO  earns  ineomeTrorri 
the  premium  it  writes. 

In  a  few  short  years,  these  derivative  structures  have 
marginalized  the  vast  corporate  bond  market.  Companies  still  issue  public 
debt,  but  Wall  Street  is  trading  less  and  less  of  it.  The  charm  of  the 
old  corporate  arena?with  its  generously  separated  bids  and  offers  and  its 
personable,  richly  compensated  sales  people'?proved  its  undoing.   The 
advent  of  price  transparency  through  the  TRACE  reporting  system  bathed  the 
marketplace  in  sunlight.  Blinking,  the  salespeople  watched  quotations 
tighten  and  commission  income  dwindle. 

?Banks  that  trade  corporate  bonds  have  been  required  to  report 
transactions  to  TRACE  since  2002,?  Bloomberg  noted  in  a  May  9  report  on 
the  historic  shift  from  cash  transactions  to  derivative  ones  (?Derivatives 
Make  Nich  Carraway,  Corporate  Bond  Traders  Obsolete,?  is  the  headline). 
?The  system  now  provides  prices  and  the  amount  of  bonds  exchanged  in  each 
trade  on  29,000  securities  with  in  15  minutes  of  a  deal,  according  to 
NASD.  With  the  data  available,  there?s  little  need  for  guidance  from 
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analysts  or  salespeople? 

Observe,  please,  the  analytical  leap  implied  in  the  final 
three  words  of  the  quotation:  ?analysts  or  salespeople?  Why  should  price 
transparency  make  analysts  obsolete?  Hypothesis  No.  1 :  Because,  in  an 
efficient  market,  a  security?s  price  is  the  unfailing  measure  of  its 
value.  Hypothesis  No.  2:  Because,  on  Wall  Street,  the  analysts  are  paid 
out  of  the  big  fat  commission  pot.  We  lean  toward  No.  2. 

Credit  risk  is  ever  present.  Where  it  resides  is  the  timely 
question.  Once  upon  a  time,  before  ?disintermediation,?  the  risk  of 
default  or  nonpayment  lay  with  the  banks.  It  was  the  banks?  business  to 
know  more  about  their  borrowers  than  anyone  else.  Come  the  junk-bond 
revolution,  the  risk  migrated  out  of  the  banks  and  into  the  securities 
markets.  Now  comes  the  derivatives  boom.  Who  are  the  keepers  of  the 
flame  of  credit  analysis  in  2006? 

We?re  not  sure?and  neither  is  the  International  Monetary  Fund. 
?[R]ating  agencies  have  played  a  significant  role  in  the  acceptance  of 
new  products  by  investors,  with  the  analysis  and  rating  of  structured 
products  heavily  reliant  on  sophisticated  quantitative  modeling,?  says 
IMF?s  2006  Global  Financial  Stability  Report  (see  Chapter  2,  ?The 
Influence  of  Credit  Derivative  and  Structured  Credit  Markets  on  Financial 
Stability?).  ?Not  surprisingly.  The  development  of  structured  credit 
markets  has  coincided  with  the  increasing  involvement  of  people  with 
advanced  financial  engineering  skills  required  to  measure  and  manage  these 
often  complex  risks.  In  fact,  for  many  market  participants,  the 
application  of  such  skills  may  have  become  more  important  than  fundamental 
credit  analysis?  This  provocative  thought  is  developed  in  a  one-sentence 
footnote,  as  follows:  ?Discussions  with  market  participants  raised 
questions  as  to  whether  the  increased  focus  on  ?structuring?  skills, 
relative  to  ?credit?  analysis,  may  itself  present  a  concern? 

Emphatically,  the  rating  agencies  are  on  the  job.  Since  a  CDO 
without  a  triple-A -rated  senior  tranche  would  be  unmarketable,  their 
imprimatur  is  indispensable.  For  Moody?s  Corp.,  the  sole  publicly  traded 
rating  business,  derivatives  are  the  wave  of  the  futurc?and  of  the 
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present,  besides.  In  the  first  quarter,  structured  finance  generated  -   - 

revenues  of  $176  million,  nearly  double  the  contribution  of  oldOline 
corporate  debt  ratings. 

Colleague  Ian  McCulley  was  unable  to  elicit  from  any  agency 
just  what  this  booming  business  entails.  But  he  did  ealch  up  with  u  junior 
analyst  at  one  ratings  shop,  who  described  his  work  in  monitoring  as  many 
as  20  CDOs  a  day.  (Both  the  analyst?s  name  and  his  employees  are  being 
withheld  to  protect  the  innocent.)  ?Basically,?  says  our  source,  ?I  go 
through  what  they  buy  and  sell  each  month.  And  I  go  through  all  of  their 
ratios.  And  I  check  to  see  if  they  have  synthetics,?  e.g.,  credit  default 
swaps.  It?s  all  in  an  Excel  model.  The  CDOs  he  checks  are  actively- 
managed.  Interestingly,  some  of  them  invest  in  the  tranches  of  other 
CDOs,  and  they  are  called  ?CDO  squared.?  It?s  no  easy  matter  to  rate 
these  exotica,  even  with  the  help  of  a  complex  model  developed  for  the 
purpose  by  Moody?s.  Our  admittedly  green  contact  says  he  doubts  that  many- 
people  really  understand  what  these  structures  own,  how  their  assets  are 
correlated  or  what  might  happen  to  them  in  the  liquidation  portion  of  a 
credit  cycle. 

A  skeptical  friend  of  ours  applauds  the  bank-loan-holding 
CDOs.  Michael  Lewitt,  president  of  Harch  Capital  Management,  Boca  Raton, 
Fla.,  is  the  manager  of  150  bank  loans  (which  constitute  a  collateralized 
loan  obligation,  or  CLO,  a  species  of  CDO).  He  contends  that  the  loan 
structures  do  work?and  Lewitt,  in  his  professional  capacity,  is  a  hard  man 
to  please.  Yes,  he  readily  acknowledges,  credit  spreads  are  too  tight, 
but  ?even  if  a  loan  defaults,  you  still  get  recoveries  of  95  cents  on  the 
dollar,  or  even  over  par,  so  you  are  OK?  Lewitt  is  here  referring  to 
senior  loans.  Beware,  he  says,  the  second-lien  kind,  which  are  really 
?just  bonds,  and  that?s  where  you  will  have  some  real  capital  impairment.? 

Our  investigation  leads  usto  the  same  conclusion,  though  most 
lenders  and  borrowers  are  wondering  less  about  capital  impairment  than 
about  what  look  them  so  long  to  see  the  beauty  of  junior  bank  claims. 
Among  these  merits  is  the  east  of  early  call  (at  the  borrowers  behest  and 
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with  fewer  of  the  costs  and  restrictions  typically  associated  with  calling 
a  corporate  bond)  and  the  fact  that  they  pay  a  floating,  not  a  fixed,  rate 
of  interest.  Their  issuance  is  soaring.  According  to  Steven  Miller, 
manageing  director  of  S&P?s  Leveraged  Commentary'  and  Data  Group,  $16 
billion  of  second-lien  paper  came  to  market  in  2005,  35%morc  than  in  2004. 
And  while  junk -bond  issuance  last  year  totaled  $75  billion,  less  will  be 
sold  this  year.  ?Furthermore,?  colleague  McCulley  observes,  ?second  liens 
are  tailor-made  for  the  current  state  of  the  financial  world;  hedge  funds 
absorb  37%  and  CLOs  48%  of  second  lien  issuance  nowadays.  Libbey  Inc., 
the  Toledo,  Ohio,  glassmaker  profiled  in  the  April  21  issue  of  Grant?s,  is 
among  the  companies  that  has  recently  forsaken  the  junk  market  for  the 
second-lien  market;  it  expects  to  tap  it  any  day.? 

What?s  there  to  be  afraid  of?  a  practitioner  we  know 
rhetorically  asks:  ?For  a  deal  that  has  locked  in  its  liability  costs  for 
in  the  market  that  would  bring  back  credit  spreads  to  more  natural 
levels.? 

Be  careful  what  you  wish  for,  we  say.  The  financial  engineers 
are  up  in  the  driver?s  seat  of  credit,  a  fact  that  ought  to  worry  everyone 
except  distressed  investors.  ?[F]or  some  mezzanine  structured  credit 
products,?  the  aforementioned  IMF  paper  speculates,  ?zero  recovery  rates 
are  much  more  likely  than  on  similarly  rated  corporate  bonds,  yet  the 
resulting  default  probabilities  and  expected  losses  are  mapped  into 
traditional  corporate  bond  ratings  that  tend  to  be  in  the  40%-60%  range.? 

No  default  epidemic  is  imminent,  our  friend  Lewitt  asserts. 
Yet,  he  points  out,  something  is  bound  to  interrupt  the  present  idyll. 
Something  ?systemic?  is  his  nomination.  ?These  hedge  funds  are  not  a  sign 
of  health  and  this  equity  day  trading  is  not  a  sign  of  health.  And  having 
a  credit  market  priced  on  a  non-credit  basis?meaning  priced  off 
quantitative  and  arbitrage  bases  and  not  on  credit  fundamentals?is  not  a 
healthy  thing.? 

Credit  markets  ought  to  be  priced  on  the  basis  of  credit,  of 
course?and,  one  day,  most  assuredly,  they  will  be  again. 
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English  Majors?  Revenge 

Collateralized  debt  obligations  are  only  baffling  most  of  the 
time.  Gibberish,  the  technical  literature  may  be,  but  a  determined  reader 
can  make  out  the  occasional  familiar  English  word  or  phrase.  One  such 
word  is  ?assumption.?  It  turns  out  to  be  of  critical  importance  to 
understanding  how  these  complex  structures  are  designed,  priced  and  sold. 

Now  begins  another  voyage  of  discovery.  The  destination:  The 
land  of  the  CDOs.  The  missions:  Understanding.  We  write  on  behalf  of  all 
who  stand  suspicious  but  mute  before  the  mathematical  guardians  of  this  $1 
trillion  market.  Do  you,  Mr.  or  Ms.  Former  English  Major,  suspect  that 
there  is  a  fly  in  the  derivatives  ointment  but  arc  afraid  to  express  a 
doubt  in  the  company  of  quants?  We  are  going  to  ami  you  with  the  facts. 

By  way  of  background,  the  housing  market  is  only  as  strong  as 
the  mortgage  market.  And  the  mortgage  market,  these  days,  is  only  as 
strong  as  the  CDOs  into  which  are  packed  hundreds  of  billions  of  dollars 
of  housing-related  debt  (prime  and  subprime,~?cap  corridor  bonds,? 
Alt-A-pass-through  hybrids  and  others  you  may  not  want  to  ask  about  just 
now).  And  the  CDOs  are  only  as  viable  as  their  equity  base. 

In  previous  issues,  Grant?s  has  described  these  securities  and 
the  risks  that  unsuspecting  investors  may  run  in  holding  them.  This  time 
out,  the  focus  is  on  the  junior-most  portion  of  the  CDO  liability 
structure,  i.e.,  the  equity  tranche.  It?s  the  equity  that  bears  the  first 
loss  or,  if  all  goes  according  to  plan,  earns  the  highest  return.  You 
can?t  sell  a  CDO  without  some  sliver  of  equity?and  sliver  is  the  word. 
High-grade  deals  are  leveraged  at  100: 1  on  up.  Buyers  of  this  derivatives 
dynamite  are  said  to  include  hedge  funds  as  well  as  institutions  in  Japan, 
South  Korea  and  Southeast  Asia. 

In  March,  Moody?s  performed  the  signal  public  service  of 
compiling  actual  returns  on  equity  portions  of  66  ?terminated?  CDOs  (i.e., 
entities  that,  for  one  reason  or  another,  had  reached  the  end  of  their 
useful  lives).  It  found  that  returns  ranged  from  a  negative  82%  to  a 
positive  99%  and  that  the  median  return  was  very  close  to  zero.  The 
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Moody?s  analysts  were  not  dogmatic,  however,  because  they  could  not  be 
sure  what  investors  had  paid  for  the  securities  they  were  examining: 
?Unfortunately,  the  pricingof  equity  is  the  result  of  a  highly  private, 
sometimes  complex  negotiation.?  In  a  follow-up  study  of  the  equity 
tranches  of  10  terminated  structured-finance  CDOs,  Moody?s  last  month 
found  that  returns  had  ranged  from  a  negative  59. 1%  to  a  positive  70. 1%, 
with  the  average  at  a  negative  8.4%. 

A  curious  layman  will  now  begin  to  appreciate  the  significance 
of  the  word  ?assumptions?  in  the  context  of  expected  CDO  returns 
(especially  when  pricing  is  as  transparent  as  a  curtain  of  lead).  With 
enough  of  the  right  kind  of  assumptions,  the  equity -tranche  buyer  can 
sleep  the  sleep  of  the  confidently  misinformed. 
But  such  self-delusion  will  be  a  little  harder  to  achieve  since 
publication  of  a  July  26  report  by  Deutsche  Bank  entitled,  ?High  Grade  ABS 
CDOs?  (in  which  ABS  stands  for  ?asset-backed  securities?).  The  analysis 
calls  into  question  the  premises  on  which  such  derivatives  are  built  and 
sold.  ?Modeling  assumptions  that  simplify  actual  cash  flows  are 
commonplace  in  the  world  of  structured  finance,?  the  authors  note. 
?However,  while  these  adjustments  are  unlikely  to  significantly  impact  the 
debt,  they  can  have  significant  consequences  on  equity  retums?especially 
within  a  structure  that  is  leveraged  100  to  200  times.? 

And  what  might  these  dubious  assumptions  be?  Asset  and 
liability  cash-flow  mismatch,  is  one.  Something  having  to  do  with  a  five- 
to  seven-day  ?trustee  period?  at  the  time  of  issuance  is  another,  and 
?risk  mismatch  in  2004  CDOs?  is  a  third.  A  fourth  involves  the  universal 
impulse  to  reach  for  yield:  ?In  the  current  relatively  tight  spread 
environment,?  the  report  says,  ?collateral  managers  have  increasingly 
turned  to  higher  yielding  alternative  prime  mortgage  products  to  add 
additional  yield  to  the  CDO  portfolio? 

These  are,  or  have  been,  the  best  of  times  for  housing,  the 
Deutsche  Bank  authors  observe.  Drawing  comfort  from  past  performance, 
investors  have  come  to  regard  ?fhe  structures  and  the  various  modeling 
assumptions  that  are  embedded  within  them?  with  unwaiTantcd  confidence. 
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Especially  is  confidence,  unwarranted  at  a  time  of  elevated  leverage. 

?I  don?t  want  to  suggest  that  anything  malicious  and 
underhanded  is  going  on  here,?  Anthony  Thompson,  managing  director  and 
head  of  U.S.  asset-backed  security  and  CDO  research  for  Deutsche  Bank, 
tells  colleague  Dan  Gertner.  ?I  think  the  reality  is  thai  a  lot  of  the 
CDO  architecture  and  technology  was  created  10  to  15  years  ago  when 
spreads  were  wider,  leverage  was  lower  and  where  you  didn?t  have  to  be  so 
meticulous  with  your  assumptions.?  Buyers  of  these  equity  pieces  are  not 
necessarily  the  world?s  most  sophisticated  modelers  of  structured  finance 
securities,  Thompson  adds.  ?I  would  make  the  point  that  mortgages  are 
complicated  still  to  most  of  the  world.  Mortgages  levered  200  times  are 
even  more  complicated.? 

By  tweaking  some  standard  assumptions  to  make  them  conform 
with  the  2006  marketplace,  the  Deutsche  Bank  study  adjusts  an  ?idealized? 
expected  return  of  1 9%  to  a  more  realistic  10.2%  return.  Note  well, 
however,  as  the  authors  add,  thafCDOs  are  built  on  many  assumptions.  They 
acknowledge  that  they  examined  ?but  a  few  pieces  of  the  complex  CDO 
puzzle.? 

Come  the  next  bear  market  in  mortgage  debt,  many  more 
assumptions  will  certainly  come  in  for  reappraisal.  Knowing  only  this 
much,  the  detached  and  calculating  English  major  might  well  be  able  to 
sweep  up  astonishing  bargains. 


This  e-mail  may  contain  confidential  and/or  privileged  information.  If  you  are 
not  the  intended  recipient  (or  have  received  this  e-mail  in  error)  please  notify 
the  sender  immediately  and  destroy  this  e-mail.  Any  unauthorized  copying, 
disclosure  or  distribution  of  the  material  in  this  e-mail  is  strictly  forbidden. 
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Examination  Report  for 

Moody's  Investor  Services,  Inc. 

("Moody's") 


1.  Introduction 

On  August  31,  2007,  the  Staff  in  the  Commission's  Office  of  Compliance  Inspections 
and  Examinations  ("OCIE"),  Division  of  Trading  and  Markets  ("Trading  &  Markets") 
and  Office  of  Economic  Analysis  ("OEA")  (collectively  "the  Staff)  initiated  an 
examination  of  Moody's,  and  two  other  credit  rating  agencies.  The  focus  of  the 
examinations  was  Moody's  activities  in  rating  subprime  residential  mortgage-backed 
securities  ("RMBS")  and  collateralized  debt  obligations  ("CDOs")  linked  to  subprime 
RMBS.1  Specifically,  key  areas  of  review  included: 

>  the  NRSROs'  ratings  policies,  procedures,  and  practices,  including  gaining  an 
understanding  of  ratings  models,  assumptions,  criteria  and  protocols; 

>  the  adequacy  of  the  disclosure  of  the  ratings  process  and  methodologies  used  by 
the  NRSROs; 

>  whether  the  NRSROs  complied  with  their  ratings  policies  and  procedures  for 
initial  ratings  and  ongoing  surveillance; 

>  the  efficacy  of  the  NRSROs'  conflict  of  interest  procedures;  and 

>  whether  ratings  were  unduly  influenced  by  conflicts  of  interest  related  to  the 
NRSROs'  role  in  bringing  issues  to  market  and  the  compensation  they  receive 
from  issuers  and  underwriters. 

The  examinations  also  included  a  review  of  whether  there  were  any  errors  in  ratings 
issued  as  a  result  of  flaws  in  ratings  models  used  as  a  result  of  a  press  report  indicating 
errors  in  one  firm's  model.2  Initial  observations  as  a  result  of  this  aspect  of  the 
examinations  are  included  in  this  report. 


Beginning  in  2007,  delinquency  and  foreclosure  rates  for  subprime  mortgage  loans  in  the  United 
States  dramatically  increased,  creating  turmoil  in  the  markets  for  RMBS  backed  by  such  loans  and 
CDOs  linked  to  such  loans.  As  the  performance  of  these  securities  continued  to  deteriorate,  the 
three  NRSROs  most  active  in  rating  these  instruments  downgraded  a  significant  number  of  their 
ratings.  The  NRSROs'  performance  in  rating  these  structured  finance  products  raised  questions 
about  the  accuracy  of  their  credit  ratings  generally  as  well  as  the  integrity  of  the  ratings  process  as 
a  whole. 

See  Sam  Jones,  Gillian  Tett,  and  Paul  J.  Davies,  Moody's  Error  Gave  Top  Ratings  to  Debt 
Products,  Financial  Times,  May  20,  2008,  at  1 . 


Permanent  Subcommittee  on  Investigations 

Wall  Street  &  The  Financial  Crisis  I      psi-sec  (Moodys  Exam  Report)-l  4-0001 
Report  Footnote  #975  |  g 


Footnote  Exhibits  -  Page  0520 

The  examination  review  period  generally  covered  January  2004  through  the  present.  The 
firms  under  examination  became  subject  to  the  provisions  of  the  Credit  Rating  Agency 
Reform  Act  of  2006  (the  "Rating  Agency  Act"),  which  amended  the  Securities  Exchange 
Act  of  1934  ("Exchange  Act"),  and  the  Commission's  rules  when  they  registered  with  the 
Commission  as  NRSROs  in  September  2007.  Although  Moody's  was  not  subject  to  legal 
obligations  applicable  to  NRSRO  during  most  of  the  review  period,  the  Staff  nonetheless 
sought  to  make  relevant  factual  findings  and  observations  with  respect  to  the  activities  of 
Moody's  in  rating  subprime  RMBS  and  CDOs  during  the  period,  as  well  as  to  identify 
possible  areas  for  improvement  in  their  practices  going  forward. 

Over  50  Commission  Staff  participated  in  the  examinations  of  Moody's,  and  two  other 
credit  rating  agencies.  The  examinations  included  extensive  on-site  interviews  with  the 
rating  agencies'  staff,  including  senior  and  mid-level  managers,  initial  ratings  analysts 
and  surveillance  analysts,  internal  compliance  personnel  and  auditors,  personnel 
responsible  for  building,  maintaining  and  upgrading  the  ratings  models  and  methods  used 
in  the  ratings  process,  and  other  relevant  rating  agency  staff. 

In  addition,  the  Staff  reviewed  a  large  quantity  of  the  rating  agencies'  internal  records, 
including  the  written  policies,  procedures  and. other  such  documents  related  to  initial 
ratings,  the  ongoing  surveillance  of  ratings,  and  the  management  of  conflicts  of  interest, 
and  the  public  disclosures  of  the  procedures  and  methodologies  for  determining  credit 
ratings.  The  Staff  also  reviewed  deal  files  for  subprime  RMBS  and  CDO  ratings,  internal 
audit  reports  and  records,  and  other  internal  records,  including  a  large  quantity  of  email 
communications  records  (the  rating  agencies'  produced  over  two  million  emails  and 
instant  messages  that  were  sorted,  analyzed  and  reviewed  using  software  filtering  tools). 
Finally,  the  Staff  reviewed  the  rating  agencies'  public  disclosures,  filings  with  the 
Commission  and  other  public  documents. 

2.  The  Ratings  Process 

The  Rating  Agency  Act  expressly  states  that  the  Commission  has  no  authority  to  regulate 
the  "the  substance  of  the  credit  ratings  or  the  procedures  and  methodologies"  by  which 
any  NRSRO  determines  credit  ratings.3  As  part  of  this  examination,  however,  the  Staff 
necessarily  sought  to  develop  an  understanding  of  the  quantitative  analysis  used  to  rate 
the  RMBS  and  CDOs  that  have  been  subject  to  such  dramatic  and  widespread  change. 

Moody's  rates  RMBS  and  CDO  transactions  by  first  assessing  the  underlying  collateral 
and  then  assessing  the  deal  structure.  For  RMBS  collateral  assessment,  Moody's  uses  the 
Moody's  Mortgage  Metrics  Model  ("M3")  to  quantitatively  arrive  at  initial  loss  coverage 
numbers.     Moody's  then  looks  at  qualitative  factors,  such  as  the  originator  and  servicer, 


15U.S.C.78o-7(c)(2). 

Presently,  Moody's  evaluates  over  50  different  characteristics  of  each  loan  in  a  pool,  through  its 
M3  model,  examples  of  which  are:  credit  bureau  scores,  which  is  an  indicator  of  a  borrower's  past 
credit  performance;  loan-to-value  ratio,  which  reflects  the  amount  of  equity  borrowers  have  in 
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and  makes  adjustments  to  the~initial  loss  coverage  numbers  to  arriveat  the  final  loss 
coverage  numbers.5  For  CDOs,  Moody's  uses  its  proprietary  CDOROM  model  for 
projecting  expected  loss.  For  cash  flow  CDOs,  the  results  of  the  CDOROM  model  runs 
are  processed  by  Moodys'  proprietary  CDOEdge  model  in  order  to  assess  the  portfolio.6 
In  this  second  stage,  Moody's  arrives  at  an  estimate  of  credit  enhancement  for  excess 
spread  through  models  which  project  cash  flows  for  the  proposed  capital  structure. 
Results  from  the  collateral  and  cash  flow  models  are  reviewed  through  the  rating 
committee  approval  process  before  a  final  rating  is  issued. 

M3  was  not  available  to  rate  subprime  securities  until  December  2006.  Prior  to  that  date, 
Moody's  used  a  system  of  "benchmarking"  to  rate  subprime  RMBS  wherein  a  subprime 
mortgage  pool  currently  being  evaluated  was  compared  to  several  subprime  pools 
previously  rated  by  Moody's.7  This  process  resulted  in  an  initial  rating  number 
after  which  several  "hits"  or  adjustments  could  be  applied,  depending  on  the  pools 
characteristics,  to  arrive  at  the  final  loss  coverage  numbers.8 

As  part  of  the  ratings  process  during  this  period,  Moody's  will  on  occasion  revise  its 
ratings  methodology.  Many  of  the  changes  Moody's  made  were  incremental  and  did  not 
affect  the  overall  rating.  Moody's  transitioned  incremental  changes  over  a  short  period  of 
time.  If  a  deal  was  in-house  and  had  been  priced,  the  old  methodology  would  apply,  and 
the  deal  would  be  rated  under  the  former  methodology.  When  a  change  to  the 
methodology  would  affect  a  rating,  Moody's  generally  published  a  Request  for  Comment 
notifying  the  market  of  the  potential  change  and  indicating  that  it  would  implement  the 
change  at  a  later  date. 

3.  Increase  in  Number  and  Complexity  of  RMBS  and  CDO  Deals 


their  homes;  how  fully  buyers  have  documented  their  income  and  assets;  whether  the  property  will 
be  owner  occupied;  and,  whether  the  loan  is  for  purchase  or  refinance. 

Moody's  review  of  the  originator,  servicer,  and  master  servicer  is  a  significant  element  of 
Moody's  rating  process  as  each  can  greatly  influence  loss  levels  depending  on  their  relative 
strength  or  weakness.  The  originator  or  servicer  can  increase  or  decrease  loss  levels  separately  by 
up  to  a  total  of  20%. 

For  synthetic  CDOs,  Moody's  analysts  employ  the  CDOROM  model,  a  simulation  tool  designed 
to  determine  the  expected  loss  for  each  tranche.  The  CDOROM  model  runs  a  minimum  of  one 
million  Monte  Carlo  simulations  using  the  potential  asset  pools  allowed  under  a  CDO's  covenants. 
For  cash  CDOs,  the  CDOROM  model  is  generally  employed  to  generate  expected  loss  figures  for 
potential  collateral  pools,  which  are  then  run  through  the  firm's  CDOEdge  model,  which  applies  a 
correlated  binomial  method  (incorporating  default  correlation  assumptions)  to  a  proposed  deal 
structure  in  order  to  generate  projected  payment  waterfalls,  in  order  to  generate  cash  flow  models 
for  various  scenarios. 

The  subprime  pools  had  either  the  same  originator  or  a  comparable  originator. 

For  example,  if  a  bucket  in  a  pool  had  a  high  percentage  of  interest  only  loans  a  hit  would  be 
applied  to  the  expected  loss  number  for  that  bucket. 
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From  2002  to  2006,  thevolume  of  structured  finance  deals  rated  by  Moody's  increased 
substantially,  as  did  the  revenues  Moody's  received  from  rating  those  deals.  The 
structured  products  Moody's  was  asked  to  evaluate  became  increasingly  complex,  with 
many  employing  derivatives  such  as  credit  default  swaps  to  replicate  the  performance  of 
mortgage  backed  securities.  Furtherj  the  loans  made  to  retail  borrowers  being  securitized 
evolved  from  30-year  fixed  rate  instruments  to  newer  products  such  as  second  lien  and 
adjustable  rate  mortgages.  The  increasing  number  and  complexity  of  deals  may  have 
compromised  various  aspects  of  Moody's  ratings  operations  for  structured  finance,  as 
discussed  in  greater  detail  below. 

a.  Revenue,  Deal,  and  Staffing  Levels 

From  2002  to  2006  the  volume  of  RMBS  deals  rated  by  Moody's  increased  by  137%,  and 
the  number  of  CDO  deals  rated  by  Moody's  increased  by  700%.  Correspondingly,  the 
revenue  Moody's  derived  from  RMBS  deals  increased  from  $61.8  million  in  2002  to 
$168.9  million  in  2006  and  CDO  revenue  increased  from  $1 1.7  million  in  20039  to  $91.2 
million  in  2006. 

For  the  RMBS  group,  contemporaneous  staffing  increases  appear  roughly  in  line  with 
volume  increases  (Moody's  increased  RMBS  staff  by  1 14%  as  volume  increased  by 
137%).10  For  CDOs,  however,  Moody's  staffing  increases  do  not  appear  to  have  kept 
pace  with  volume  increases  (Moody's  increased  CDO  staff  by  24%  as  volume  increased 
by  700%)." 


b.  Impact  on  the  Ratings  Process 

The  Staff  believes  that  the  deal  and  staffing  levels  during  the  review  period  may  have 
impacted  various  aspects  of  the  ratings  process.  For  instance,  several  CDO  memoranda 
reviewed  by  the  Staff  indicate  that  ratings  were  issued  notwithstanding  one  or  more 
unresolved  issues.  For  example,  the  rating  committee  memorandum  for  the  Costa  Bella 
CDO,  Ltd.  deal  stated  that  for  one  issue  involving  the  collateral  manager,  "We  didn't  ha 
[sic]  time  to  discuss  this  in  detail  at  the  committee,  so  they  dropped  the  issue  for  this  deal 
due  to  timing.  We  will  need  to  revisit  in  the  future."12  Another  potentially  unresolved 
issue  was  described  as  "poorly  addressed  -  needs  to  be  checked  in  the  next  deal"13  and 
"WARR- don't  ask©)".14 


Moody's  was  unable  to  produce  CDO  revenue  for  2002  due  to  a  transition  of  accounting  systems. 

In  2002  RMBS  lead  analysts  were  responsible  for  monitoring  their  rated  transactions.  See  MIS- 
OCIE-RMBS-28799.  The  tabulation  of  Moody's  RMBS  personnel  for  2002  does  not  include  the 
Group  Managing  Director  or  Senior  Managing  Director  and  the  tabulation  for  2006  does  not 
include  the  Group  Managing  Director. 

In  2002,  CDO  lead  analysts  were  responsible  for  monitoring  their  rated  transactions.  Senior 
Associates,  of  which  there  were  nine,  provided  monitoring  support. 

See  MIS-OCIE-RMBS-26801. 

Id. 
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The  Staff  believes  that  the  increase  in  the  number  and  complexity  of  deals  may  have 
impacted  Moody's  subprime  RMBS  and  CDO  ratings  operations,  as  is  discussed  in  more 
detail  below. 

The  Staff  recommends  that  Moody's  periodically  evaluate  if  it  has  sufficient  staff  and 
resources  to  manage  its  volume  of  business  and  meet  its  obligations  under  the  Rating 
Agency  Act. 

Moody's  Response:  Moody's  agrees  with  the  Staffs  recommendation  and  will 
periodically  evaluate  staffing  levels. 

4.  Disclosure  of  the  Rating  Process 

The  requirements  of  the  Rating  Agency  Act  specifically  address  the  importance  of 
disclosure.  An  NRSRO  is  required  to  disclose  publicly  the  procedures  and 
methodologies  it  uses  in  determining  credit  ratings.15  Form  NRSRO  requires  that  this 
disclosure  be  a  general  description;  but  sufficiently  detailed  to  provide  users  of  credit 
ratings  with  an  understanding  of  the  processes  employed  in  determining  credit  ratings, 
including  among  other  things,  the  quantitative  and  qualitative  models  and  metrics  used  to 
determine  credit  ratings.  Moody's  explained  to  the  Staff  that,  prior  to  being  registered  as 
an  NRSRO,  it  disclosed  its  ratings  process  during  the  review  period.  It  appears,  however, 
that  certain  significant  aspects  of  the  rating  processes  and  the  methodologies  used  to  rate 
RMBS  and  CDOs  were  not  always  disclosed,  or  were  not  fully  disclosed,  as  summarized 
below. 

New  or  revised  rating  methodologies  and  policies  that  are  deemed  material  are  often  first 
approved  internally  and  then  published  as  a  Request  for  Comment  from  the  market  before 
being  implemented.16  In  the  RMBS  group  incremental  changes  to  the  ratings 
methodology  or  process  are  approved  through  RMBS  chair  meetings.  Moody's  states 
that  it  uses  press  releases  and  web  postings  to  publicly  disclose  modifications  to  its  rating 
methodologies  and  related  practices,  procedures  and  processes.17  However,  Moody's 
does  not  consolidate  its  methodologies  for  rating  subprime  RMBS  or  CDO  transactions  in 
one  location. 

As  such,  the  Staff  had  difficulty  locating  the  disclosure  of  certain  aspects  of  Moody's 
ratings  process.  Moreover,  Moody's  does  not  publish  (or  publish  before  implementation) 
all  incremental  changes  to  its  methodology.  For  example,  the  Staff  found  emails  where 


"WARR"  stands  for  weighted  average  rate  of  return.  See  MIS-OCIE-RMBS-26798. 

Section  4(a)(l)(B)(ii)  of  the  Exchange  Act. 

Moody's  Report  on  the  Code  of  Professional  Conduct,  April  2006. 

Moody's  Code  of  Professional  Conduct,  June  2005. 

5 
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Moody's  made  changes  "to  assumptions  before  the  "market  was  notified  of  the  changes. 
Additionally,  the  Staff  found  emails  evidencing  Moody's  analysts  utilizing  an 
unpublished  model  to  assess  data.1 

The  Staff  recommends  that  Moody's  conduct  a  review  of  its  current  disclosures  of  its 
processes  and  methodologies  for  rating  RMBS  and  CDOs  to  assess  whether  it  is  fully 
disclosing  its  ratings  methodologies  and  meeting  the  requirements  of  the  Rating  Agency 
Act  and  Form  NRSRO.  Further,  the  Staff  recommends  that  Moody 's  review  whether  its 
policies  governing  the  timing  of  disclosure  of  a  significant  change  to  a  process  or 
methodology  are  reasonably  designed  to  comply  with  these  requirements. 

Moody's  Response:  Moody's  generally  agrees  with  the  Staffs  recommendations  and  is 
currently  taking  steps  to  improve  disclosure  of  the  ratings  process,  including  the  drafting 
of  unified  methodologies. 

5.  Written  Policies  and  Procedures  for  Rating  RMBS  and  CDOs 

As  of  September  2007,  NRSROs  are  subject  to  a  requirement  to  make  and  retain  certain 
internal  documents  relating  to  its  business,  including  procedures  and  methodologies  used 
to  determine  credit  ratings.20  Prior  to  this,  Moody's  ratings  policies  are  described  in  its 
Code  of  Professional  Conduct,  Report  on  the  Code  of  Professional  Conduct,  Analyst 
Handbook  -  Rating  Practices  and  Procedures,  and  Moody's  Best  Practices  for  the 
Conduct  of  Moody's  Structured  Finance  Rating  Committees.  While  these  documents, 
taken  as  a  whole,  provide  a  general  guideline  for  an  analyst  to  follow  when  rating 
structured  finance  products,  they  were  not  specific  to  any  type  of  structured  finance 
product,  such  as  RMBS  or  CDOs. 

The  Staff  recommends  that  Moody's  conduct  a  review  to  determine  whether  its  written 
policies  and  procedures  used  to  determine  credit  ratings  for  RMBS  and  CDOs  are  fully 
documented  in  accordance  with  the  requirements  of  Commission  Rule  1 7g-2. 


20 


Email  chain  ending  with  email  from  Ariel  Weil,  Associate  Vice  President/Analyst,  Term  RMBS, 
Moody's,  to  Kelly  Slicklein,  Associate  Director,  Investor  Services  Group,  Moody's  (Nov.  29, 
2007,  20:08  GMT).  See  also  email  chain  ending  with  email  from  Yuri  Yoshizawa,  Group 
Managing  Director,  US  Derivatives,  Moody's,  to  Yvonne  Fu,  Team  Managing  Director,  US 
Derivatives,  Moody's  (Apr.  24, 2007,  18:50  GMT).  See  also  email  from  Ariel  Weil,  Associate 
Vice  President/Analyst,  Term  RMBS,  Moody's,  to  Mark  DiRienz,  Team  Managing  Director, 
Term  ABS,  Moody's  (Feb.  7,  2007, 20:54  GMT).  See  also  email  form  Karen  Ramallo,  Associate 
Analyst,  Term  RMBS,  Moody's,  to  Odile  Grisard  Boucher,  Associate  Analyst,  Term  RMBS, 
Moody's  (Nov.  15,  2006,  19:10  GMT). 

Email  chain  ending  with  email  from  Karen  Ramallo-Rodriguez,  Associate  Analyst,  Term  RMBS, 
Moody's,  to  Denise  Person,  Vice  President/Senior  Criteria  Officer,  Term  RMBS,  Moody's  (Sept. 
24,  2007, 18:26  GMT).  Moody's  states  that  it  does  not  publish  all  criteria  changes,  particularly 
those  they  consider  incremental  or  non-material. 

Rule  17g-2  under  The  Exchange  Act.  17  CFR  240.17g-2. 
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Moody's  Response:  Moody's  generally  agrees  with  the  Staffs  recommendation  and 
will  conduct  a  review  to  ensure  that  its  policies  and  procedures  are  properly  documented 
in  accordance  with  the  Commission's  rules. 

As  a  result  of  a  May  20,  2008,  Financial  Times  article  detailing  a  coding  error  in  the 
model  Moody's  utilized  to  rate  constant  proportion  debt  obligations  ("CPDOs")21  the 
Staff  expanded  the  scope  of  its  exam  to  review  Moody's  policies  and  procedures  for 
addressing  the  discovery  of  errors  in  its  models  and  methodologies.     The  Staff  found 
that  while  Moody's  does  have  policies  and  procedures  that  emphasize  the  importance  of 
providing  accurate  ratings  with  integrity,  it  does  not  have  policies  and  procedures  that 
provide  guidance  on  the  process  that  should  be  followed  when  errors  are  discovered  in  its 
models,  methodologies,  or  other  aspects  of  the  ratings  process. 

The  Staff  recommends  that  Moody's  develop  policies  and  procedures  to  address  the 
detection  of  errors  with  its  models,  methodologies,  or  other  aspects  of  the  ratings 
process.  The  Staff  also  recommends  that  Moody 's  develop  policies  and  procedures  for 
the  reporting  of  discovered  errors  in  its  models,  methodologies,  or  other  aspects  of  the 
ratings  process. 

Moody's  Response:  Moody's  responded  that  it  has  instituted  numerous  remedial 
measures  to  address  this  issue,  including  implementing  new  policies  and  procedures,  and 
establishing  a  taskforce  to  initiate  a  thorough  review  of  all  existing  structured  finance 
models. 

6.  Integrity  and  Accuracy  of  the  Information  Provided  to  Moody's 

There  is  no  requirement  under  the  federal  securities  laws  that  an  NRSRO  verify  the 
information  contained  in  RMBS  loan  portfolios  presented  to  it  for  rating.  Additionally, 
NRSROs  are  not  required  to  insist  that  issuers  perform  due  diligence,  and  they  are  not 
required  to  obtain  reports  concerning  the  level  of  due  diligence  performed  by  issuers. 

The  Staff  notes  that  pursuant  to  its  policies,  procedures,  and  public  pronouncements, 
Moody's  did  not  engage  in  any  due  diligence  or  otherwise  seek  to  verify  the  accuracy  and 
quality  of  the  loan  data  underlying  the  RMBS  pools  it  rated  during  the  review  period.  In 
fact,  the  Code  of  Ethics  for  Moody's  clearly  states  that  Moody's  is  under  no  obligation  to 
perform,  and  does  not  perform,  due  diligence.23  Moreover,  it  states  that  the  assignment 
of  a  rating  is  not  a  guarantee  of  the  accuracy,  completeness,  or  timeliness  of  the 


21  CPDOs  are  a  type  of  credit  derivative  sold  to  investors  looking  for  long  term  exposure  to  credit 
risk  on  a  highly  rated  note.  Investors  buy  notes  issued  by  a  special  purpose  vehicle  ("SPV"). 

22  The  Staff  also  noted  potential  conflicts  of  interest  with  respect  to  this  issue.  These  are  addressed 
more  fully  below. 

23  See  Moody's  Code  of  Conduct,  p  7,  dated  June  2005  and  updated  October  2007  (stating  Moody's 
has  no  obligation  to  perform,  and  does  not  perform,  due  diligence  with  respect  to  the  accuracy  o  f 
the  information  it  receives  or  obtains  in  connection  with  the  rating  process). 
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information  relied  on  in  connection  with  the  fating.24  Moody ' s  solely  performed  loss~and~ 
cash  flow  analyses  on  the  data  presented  to  it.  Moody's  generally  did  not  verify  the 
integrity  and  accuracy  of  such  information  as,  in  Moody's  view,  due  diligence  duties 
belonged  to  the  other  parties  in  the  process.  Moody's  also  did  not  seek  representations 
from  sponsors  that  due  diligence  was  performed. 

Moody's  has  taken,  or  announced,  measures  designed  to  improve  the  integrity  and 
accuracy  of  the  loan  data  they  receive  on  underlying  RMBS  pools: 

>  Moody's  announced  that  it  was  considering  enhancements  to  its  RMBS 
securitizations  that  would  include  the  engagement  by  issuers  of  independent  third 
parties  to  randomly  sample,  for  due  diligence,  the  greater  of  10%  or  200  loans  for 
all  subprime  transactions. 

>  In  addition,  in  an  agreement  with  the  New  York  State  Attorney  General,  Moody's 
agreed  to  develop  and  publicly  disclose  due  diligence  criteria  to  be  performed  by 
underwriters  on  all  mortgages  comprising  RMBS,  and  to  review  those  results 
prior  to  issuing  ratings.25 

7.  Documentation  of  Significant  Steps  and  Participants  in  the  Rating  Process 

a.  Documentation  of  Significant  Steps  in  the  Ratings  Process 

An  NRSRO  is  required  to  retain  internal  records,  including  non-public  information  and 
workpapers,  used  to  form  the  basis  of  a  credit  rating  it  issued  (Exchange  Act  Rule  17g- 
2(b)(2)).  Prior  to  implementation  of  this  requirement,  Moody's  policy  was  to  retain 
records  related  to  the  credit  analysis  and  rating  process  for  certain  time  periods  as 
identified  in  its  record  retention  schedule.26 

The  Staff  reviewed  50  RMBS  and  51  CDO  deals  to  determine  if  Moody's  followed  the 
policies  and  procedures  for  rating  RMBS  and  CDOs  and  its  file  maintenance  and 
recordkeeping  policy.  Moody's  policies  and  procedures  call  for  a  rating  committee 
memorandum  and  addendum  to  be  produced  for  each  transaction  rated  by  Moody's.  The 
information  required  in  the  rating  committee  memorandum  and  addendum  includes  the 
date  the  rating  committee  convened;  the  names  of  the  rating  committee  attendees;  the 
name  of  the  committee  chair;  the  type  of  rating  action  and  type  of  instrument  under 
consideration;  the  rating  recommendation  and  rationale;  the  rating  committee  outcome 
and  vote  tally;  quantitative  analysis,  and  supporting  materials. 


25 


26 


27 


Id. 

http://wwvv.oag.state.nv.us/press/2008/iune/iune5a  08.html 

Moody's  record  retention  policy  did  not  apply  to  procedural  or  methodological  policies  governing 
the  credit  ratings  process  as  a  whole.  MIS-OCIE-RMBS-28424-28483. 

See  Moody's  Best  Practices  for  the  Conduct  of  Moody's  Structured  Finance  Rating  Committees, 
at  5  (May  2006).  See  MIS-OCIE-RMBS-312,  397, 430.  In  May  of  2006  Moody's  added  the 
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For  RMBS  transactions,  most  of  the  ratings  memoranda  and  addenda  contained  the 
minimum  required  information  under  Moody's  policy.  However,  the  Staff  found  that  the 
level  of  detail  provided  as  to  how  the  committee  arrived  at  its  rating  levels  was 
inconsistent.28  Often  boxes  on  the  addendum  were  checked  without  explanation  despite 
fields  requiring  explanation,  contained  an  inadequate  explanation,  or  in  some  cases  were 
not  checked  at  all.  9 

The  level  of  documentation  of  Moody's  CDO  ratings  process  varied  widely  across  the 
deals  reviewed  by  the  Staff.  Only  15  included  all  of  the  four  basic  required  pieces  of 
documentation:  a  rating  committee  memorandum,  a  rating  committee  addendum,  a 
monitoring  committee  memorandum,  and  a  monitoring  committee  addendum.  For  16  of 
the  deals  reviewed,  no  monitoring  documentation  was  produced.     Additionally,  the 
rating  committee  memoranda  featured  significant  variation  in  the  topics  covered  and 
amount  of  information  presented.  For  instance,  over  half  of  the  rating  committee 
memoranda  included  a  section  on  the  collateral  manager,  however,  the  level  of  detail 
provided  in  this  section  varied  greatly.31  Almost  all  of  the  rating  committee  memoranda 
included  a  modeling  assumptions  section,  however,  the  level  of  detail  provided  varied 
greatly.  While  a  small  number  of  memoranda  had  detailed  discussions  of  the  collateral 
manager,  the  majority  of  memoranda  including  this  section  either  contained  a  very  brief 
summary  or  essentially  included  the  section  only  as  a  placeholder  (i.e.,  the  section 
included  the  name  of  the  collateral  manager  followed  by  blank  fields  for  items  such  as 
"location,"  "contact,"  "key  personnel,"  etc.).  The  majority  of  the  ratings  committee 
memoranda  also  included  an  "Issues"  section.  The  level  of  detail  in  this  section  also 
varied  greatly,  ranging  from  detailed  listings  of  rating  committee  concerns  and 
issuer/underwriter  responses  to  short  lists  without  any  indication  of  resolutions.  To  the 
extent  that  they  were  provided  to  the  Staff,  the  surveillance  and  monitoring  memoranda, 

requirement  that  the  committee  chair  be  identified  in  all  memoranda  as  well  as  the  committee 
outcome.  Compare  MIS-OCIE-RMBS-3 12,  with  MIS-OCIE-RMBS-397,  and  430. 

28  For  instance,  one  initial  rating  committee  memorandum  contained  only  three  sentences  that  merely 
state  a  base  description  of  the  loan  pool  and  there  is  no  way  to  discern  how  the  rating  committee 
arrived  at  its  results,  GSAMP  2006-S1,  MIS-OCIE-RMBS-28730;  others  did  not  discuss  the  rating 
rationale  in  sufficient  detail.  See  ej*.  Long  Beach  Mortgage  Loan  Trust  2006-2,  MIS-OCIE- 
RMBS-28621-28625. 

29  For  example,  the  "Key  variable(s)  voted  upon"  sections  of  the  addenda  were  often  left  blank  or 
contained  a  generic  term  like  "ratings." 

30  These  numbers  are  based  on  the  Staffs  review  of  the  documentation  provided  by  Moody's. 
Approximately  three  months  after  the  delivery  of  the  majority  of  the  requested  transaction 
materials,  Moody's  provided  an  index  that  confirmed  the  Staffs  findings  as  to  the  extent  of 
documentation.  See  MIS-OCIE-RMBS-32 168-32 171. 

31  While  a  small  number  of  memoranda  had  detailed  discussions  of  the  collateral  manager,  the 
majority  of  memoranda  including  this  section  either  contained  a  very  brief  summary  or  essentially 
included  the  section  only  as  a  placeholder  (i.e.,  the  section  included  the  name  of  the  collateral 
manager  followed  by  blank  fields  for  items  such  as  "location,"  "contact,"  "key  personnel,"  etc.). 
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with  sections  of  some  memoranda  essentially  serving  as  placeholders.  Finally,  many  of 
the  rating  committee  or  monitoring  memoranda  did  not  contain  a  narrative  discussing  the 
ratings  committee  decision  or  underlying  rationale.32 

The  Staffs  findings  with  respect  to  deal  files  it  reviewed  are  corroborated  by  other 
internal  discussion  by  Moody's.  For  example,  the  Derivatives  Group  was  aware  that 
"delinquencies  on  adherence  to  the  document  retention  policy  had  increased"  and  sent  out 
an  email  to  the  Derivatives  Group  noting  this  issue.33  Moody's,  however,  has 
subsequently  stated  that  it  is  in  the  process  of  implementing  automated  committee 
memorandum  and  other  document  retention  procedures  which  will  address  these  issues. 

Ultimately,  the  Staff  found  that  Moody's  failed  to  retain  or  document  certain  significant 
steps  in  the  rating  process,  which  made  it  difficult  for  the  Staff  to  assess  compliance  with 
its  rating  policies  and  procedures,  and  to  identify  the  factors  that  were  considered  in 
developing  a  particular  rating.  This  lack  of  documentation  would  similarly  make  it 
difficult  for  the  Moody's  internal  compliance  staff  or  internal  audit  staff  to  assess 
compliance  with  the  firm' s  policies  and  procedures. 

b.  Documentation  of  Participants  in  the  Ratings  Process 

An  NRSRO  is  also  required  to  make  and  retain  records  of  the  identity  of  any  credit 
analyst  that  participated  in  determining  the  rating  and  any  person  that  approved  the  rating 
before  it  was  issued  (Exchange  Act  Rule  17g-2).    This  requirement  is  intended  to  assist 
the  Commission  in  monitoring  whether  the  NRSRO  is  following  its  procedures  and 
methodologies  for  determining  credit  ratings  and  whether  the  NRSRO  is  complying  with 
procedures  designed  to  prevent  the  misuse  of  material  nonpublic  information  by 
identifying  the  persons  with  the  best  information  as  to  how  the  credit  rating  was 
determined.  Prior  to  this,  Moody's  policy  required  that  the  rating  committee  attendees 
and  rating  rationale  be  a  part  of  the  rating  committee  memorandum.34 

For  the  subprime  RMBS  and  CDO  transactions  reviewed  by  the  Staff,  the  Staff  found 
that,  at  times,  in  both  the  initial  ratings  memoranda  and  addenda  the  vote  tally  was 
incomplete  with  either  a  generic  "agreed  with  levels"  type  comment  in  the  field  for  "Key 
variable(s)  voted  on"  accompanying  the  vote  tally  or  no  indication  of  the  vote  tally  at 


32 


33 


34 


In  many  cases,  the  sole  documentation  of  the  decision-making  process  is  in  the  addenda  section 
labeled  "RC  Outcome,"  with  checkboxes  for  "RC  Recommendation  accepted"  and  "RC  Outcome 
differed  from  Recommendation."  In  several  cases  where  the  latter  box  was  checked,  no 
explanatory  narrative  was  provided. 

Email  from  Gus  Harris,  Senior  Managing  Director,  New  Products  Group,  Moody's,  to 
'SFG/Derivatives  -  US'  listserv,  Moody's  (May  18, 2007, 22:16  GMT). 

See  Moody's  Best  Practices  for  the  Conduct  of  Moody's  Structured  Finance  Rating  Committees, 
at  5  (May  2006).  See  MIS-OCIE-RMBS-312,  397, 430. 
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"all.35  TheStaff  also  found  that  like  the  initial  rating  committee  memoranda,  the  majority 
of  surveillance  memoranda  failed  to  record  the  voting  results. 

The  Staff  recommends  that  Moody's  conduct  a  review  of  its  current  policies  and  practices 
for  documenting  the  credit  rating  process  to  review  whether  they  are  reasonably 
designed  to  ensure  compliance  with  Rule  1  lg-2  and  to  address  weaknesses  in  the  policies 
or  in  adherence  to  existing  policies  that  result  in  gaps  in  recording  the  voting  in  the 
credit  rating  process. 

Moody's  Response:  Moody's  generally  agrees  with  the  Staffs  recommendation  and 
will  continue  to  monitor  to  ensure  compliance  with  its  recordkeeping  requirements. 

8.  Surveillance  Practices 

Under  the  Rating  Agency  Act,  an  NRSRO  is  required  to  disclose  publicly  the  procedures 
and  methodologies  it  uses  in  determining  credit  ratings.  In  addition,  Section  4(d)  of  the 
Rating  Agency  Act  states  that  an  NRSRO  must  maintain  adequate  financial  and 
managerial  resources  to  produce  credit  ratings  with  integrity. 

Moody's  does  not  have  written  policies  and  procedures  for  the  surveillance  of  subprime 
RMBS  and  CDO  bonds,  although  it  publishes  criteria  that  describe  the  methodologies 
under  which  such  bonds  are  monitored.36  For  both  RMBS  and  CDO  Moody's  uses 
automated  surveillance  tools  that  on  a  monthly  basis  flag  for  review  securities  whose 
performance  indicates  that  their  current  credit  rating  may  not  be  consistent  with  the 
current  estimated  expected  loss.37  Aside  from  its  monthly  outlier  screening,  Moody's 
also  regularly  performs  ratings  sweeps  by  issuer  and/or  origination  year,  where  Moody's 
looks  at  each  outstanding  deal  individually. 

Once  a  rated  instrument  is  selected  based  on  the  automated  surveillance  tools,  a  Moody's 
surveillance  analyst  will  further  investigate  the  status  of  the  transaction  and  present 
findings  to  a  ratings  committee.  If  the  rating  committee  believes  that  a  rating  may  need 
to  be  adjusted,  then  the  securities  are  placed  on  review  for  a  potential  downgrade  or 
upgrade.38 

It  appears  that  Moody's  regularly  performed  RMBS  and  CDO  surveillance  during  the 
exam  time  period.  However,  while  Moody's  publishes  criteria  that  describe  its 


35 


36 


37 


38 


See  e.g.  Long  Beach  Mortgage  Loan  Trust  2006-2,  MIS-OCIE-RMBS-2862 1-2863 1. 

From  2003-2007,  Moody's  released  three  comprehensive  publications  that  detail  how  Moody's 
monitors  RMBS  transactions. 

For  RMBS  the  surveillance  process  is  based  on  a  review  of  collateral  performance,  for  CDO  it  is 
based  on  the  ratings  of  the  individual  assets  comprising  the  collateral  pool. 

For  CDO  Moody's  follows  a  very  similar  process;  however,  surveillance  analyst  analyze  different 
metrics. 
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Imetfiodblogy forthe  surveillanceof  RMBS  and  CDO  bonds,  Moody's~does  riot Have" 
internal  written  procedures  documenting  the  steps  staff  should  undertake  for  surveillance 
of  RMBS  and  CDO  bonds. 

The  Staff  recommends  that  Moody 's  develop  RMBS  and  CDO  surveillance  policies  and 
procedures.  The  Staff  also  recommends  that  Moody 's  conduct  a  review  to  determine  if 
adequate  resources  are  devoted  to  surveillance  of  outstanding  RMBS  and  CDO  ratings. 

Moody's  Response:  Moody's  agrees  with  the  Staffs  recommendations  and  informed 
the  Staff  that  it  is  implementing,  or  has  implemented,  global  procedural  and  structural 
changes  that  address  the  Staffs  recommendations.  Among  these  policies  and  changes  is 
the  building  out  of  its  compliance  function  to  facilitate  surveillance  policy  development. 

9.    Management  of  Conflicts  of  Interest 

a.  "Issuer  Pay  Model"/Fee  Discussions 

Moody's  uses  the  "issuer  pays"  model,  in  which  the  sponsor  or  other  entity  that  issues  the 
security  is  also  seeking  the  rating.  Under  Exchange  Act  Rule  17g-5(b)(l),  it  is  a  conflict 
of  interest  for  an  NRSRO  being  paid  by  issuers  or  underwriters  to  determine  credit 
ratings  with  respect  to  securities  they  issue  or  underwrite.  Section  15E(h)  of  the 
Exchange  Act  requires  an  NRSRO  to  establish,  maintain,  and  enforce  policies  and 
procedures  reasonably  designed  to  address  and  manage  conflicts  of  interest.  Such 
policies  and  procedures  are  intended  to  maintain  the  integrity  of  the  NRSRO' s  judgment. 
Avoiding  a  conflict  of  interest  prevents  an  NRSRO  from  being  influenced  to  issue  a  more 
favorable  credit  rating  in  order  to  obtain  or  retain  business  of  the  issuer  or  underwriter. 

In  order  to  manage  this  conflict  of  interest,  in  October  of  2007  Moody's  established  a 
policy  to  restrict  analysts  and  their  immediate  managers  from  participating  in  fee 
discussion  with  issuers.40  Moody's  has  also  organized  its  rating  group  as  a  separate 
organization  within  a  larger  company.41  However,  Moody's  does  not  actively  monitor 
employees'  compliance  with  the  prohibition  against  analysts  from  participating  in  fee 
discussions. 

The  Staff  found  multiple  communications  that  indicate  that  analysts  are  aware  of  the 
firm's  fee  schedules,  and  actual  (negotiated)  fees.  There  does  not  appear  to  be  any 
internal  effort  to  shield  analysts  from  emails  and  other  communications  that  discuss  fees 
and  revenue  from  individual  issuers.  In  some  instances,  analysts  discuss  fees  for  a  rating. 
For  instance,  one  analyst  wrote  to  his  manager  "in  the  past  it  took  us  2  -  3  months  to  rate 
one  [a  type  of  deal],  so  I  assume  fees  should  be  much  higher  than  for  typical 


39 


40 


See  Release  No.  34-55857  and  Exchange  Act  Rule  17g-5. 

Moody's  Code  of  Professional  Conduct  (October  2007). 

In  2007,  Moody's  Corporation  effected  a  separation  at  the  corporate  level  between  its  credit  rating 
business,  Moody's,  and  its  non-ratings  product  and  service  business,  Moody's  Analytics. 
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firm  would  be  charging  a  fee  for  a  particular  service,  and  what  the  fee  schedule  would 

be.43  In  addition,  there  were  indications  that  analysts  were  involved  in  fee  discussions 

with  employees  of  the  firm's  billing  department.44  The  Staff  is  concerned  that  analysts 

could  be  influenced  in  their  ratings  by  their  awareness  of  the  amount  of  fees  charged  to 

issuers. 

b.  Business  considerations  in  the  Ratings  Process 

As  a  result  of  a  May  20,  2008,  Financial  Times  article  detailing  a  coding  error  in  the 
model  Moody's  utilized  to  rate  CPDOs,  Moody's  began  a  review  by  outside  counsel 
surrounding  the  issue.  As  a  result  of  that  investigation,  Moody's  reported  to  the  Staff  that 
a  European  CPDO  rating/surveillance  committee  had  knowledge  that  Moody's  had  issued 
ratings  on  certain  CPDO  securities  in  2006  using  a  model  that  contained  a  coding  error. 
The  coding  error  resulted  in  most  of  those  securities  receiving  a  rating  several  notches 
higher  than  if  the  model  had  not  contained  the  coding  error.  In  January  of  2007,  a  CPDO 
committee  first  became  aware  that  the  ratings  were  several  notches  higher  than  they 
should  have  been.  Despite  this  fact,  the  committee  agreed  to  continue  to  maintain  the 
higher  unwarranted  ratings  for  several  months  until  the  securities  were  eventually 
downgraded  for  performance  reasons.  Members  of  the  committee,  all  analysts  or 
analytical  managers,  considered  the  rating  agency's  reputation  when  deciding  not  to 
downgrade  the  securities  and  make  the  coding  error  public. 

Moody's  recently  informed  the  Staff  that  as  a  result  of  these  findings,  it  has  implemented, 
or  plans  to  implement  several  global  procedural  and  structural  changes  that  address  the 
issues  identified.  The  Staff  is  still  reviewing  the  facts  related  to  the  CPDO  ratings. 

The  Staff  recommends  that  Moody's  continue  to  review  its  practices,  policies  and 
procedures  to  further  mitigate  and  manage  the  "issuer  pays  "  conflict  of  interest.  In 
particular,  the  Staff  recommended  that  Moody 's  consider  steps  that  would  insulate  or 
prevent  the  possibility  that  considerations  of  market  share  and  other  business  interests 
could  influence  ratings  or  ratings  criteria. 


Email  from  Gulmira  Karaguisiyeva,  Analyst,  Term  RMBS,  Moody's,  to  David  Teicher,  Team 
Managing  Director,  Term  RMBS,  Moody's  (May  9, 2007, 13:46  GMT). 

Email  from  Zhiqin  (James)  Huang,  Analyst,  Term  RMBS,  Moody's,  to  Mark  DiRienz,  Team 
Managing  Director,  Term  ABS,  Moody's  (May  7, 2006,  13:38  GMT). 

Email  from  Gulmira  Karaguisiyeva,  Analyst,  Term  RMBS,  Moody's,  to  Joy  Mayo,  Manager, 
Middle  Office,  Moody's  (Aug.  23,  2007, 23:10  GMT). 

The  Staff  met  with  Moody's  and  outside  counsel  conducting  the  investigation  on  June  27, 2008,  to 
discuss  the  CPDO  coding  error  and  the  progress  of  the  investigation.  Moody's  represented  that 
the  investigation  into  this  matter  will  be  completed  in  mid- July  2008. 
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to  review  its  practices  and  procedures  to  further  mitigate  and  manage  the  "issuer  pays" 
conflict  of  interest. 

c.  Analyst  Compensation 

Moody's  has  a  policy  that  generally  provides  that  an  analyst  may  not  be  compensated  or 
evaluated  based  upon  the  amount  of  revenue  that  the  rating  agency  derives  from  issuers 
or  issues  that  the  analyst  rates  or  with  which  the  analyst  regularly  interacts.46  While 
Moody's  does  not  compensate  its  analysts  based  on  the  deals  they  rate  or  the  ratings 
provided,  like  all  employees,  the  amount  of  an  analyst's  bonus  is  tied  to  the  overall 
success  of  the  company. 

d.  Securities  Transactions  by  Employees 

Moody's  has  adopted  a  policy  to  prohibit  employees  and  their  immediate  family 
members  from  owning  any  security  that  is  subject  to  a  credit  rating  of  a  team  on  which 
such  employees  are  members  to  guard  against  potential  insider  trading.47  Furthermore, 
Moody's  has  implemented  procedures  to  monitor  employees'  ownership  of  securities  of 
issuers  or  obligors  rated  by  groups  within  the  company  with  whom  an  employee  is  not 
affiliated.48  Managers  are  required  to  review  all  trades  of  Moody's  employees  that  report 
directly  to  them  and  raise  all  potential  conflicts  of  interest  or  violations  with  the  Legal  ' 

department  or  Ratings  Compliance  department.49  The  Staff  found  Moody's  employee 
securities  transaction  program  to  be  adequate. 

The  Staff  has  recommended  that  Moody 's  conduct  a  review  of  its  policies  and  procedures 
for  managing  the  securities  ownership  conflict  of  interest  to  determine  whether  they  are 
reasonably  designed  to  ensure  that  its  employees'  personal  trading  is  appropriate  and 
does  not  violate  Rule  1 7g-5. 

Moody's  Response:  Moody's  agrees  with  the  Staffs  recommendation  and  will  continue 
to  review  its  policies  and  procedures  for  securities  trading  and  ownership  to  ensure 
compliance  with  Rule  17g-5. 

10.  Internal  Audit 


48 


49 


See  Section  2.11  of  the  Moody's  Code  of  Professional  Conduct. 

See  Moody's  Revised  Securities  Trading  Policy  and  Reporting  Procedures  (November 
2005). 

Moody's  employees  must  report  all  the  securities  holdings  of  the  employee  and/or  members  of 
his/her  immediate  family,  upon  initiation  of  employment  and  periodically  thereafter,  as  well  as 
records  of  securities  transactions  that  the  employee  and  immediate  family  members  engage  in.  An 
employee's  compliance  with  the  transaction  reporting  requirement  can  be  achieved  by  ensuring 
that  his/her  employer  receives  duplicate  copes  of  brokerage  statements  and  trade  confirmations. 

Section  3  of  Appendix  A  to  the  Revised  Securities  Trading  Policy  and  Reporting  Procedures 
(November  2005). 
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Historically,  Moody's  employed  an  outside  firm,  KPMG,  to  perform  its  audits.  In 
addition,  at  least  since  2006,  Moody's  has  performed  internal  audits  to  evaluate  ratings 
group's  compliance  with  its  best  practices,  its  electronic  storage  requirements,  securities 
trading  restrictions,  and  the  Moody's  Code  of  Conduct.50  The  auditors  evaluate  the 
adequacy  of  implementation  of  internal  controls  designed  to  address  these  areas.  The 
auditors  perform  a  risk  assessment  to  determine  where  to  perform  their  audits  based  upon 
a  number  of  factors,  including  the  type  of  debt  and  geographic  location  of  the  group 
within  Moody's  responsible  for  rating  an  issue.  For  example,  RMBS  securities  in  Europe 
may  be  audited  in  one  year,  in  the  U.S.  in  the  next,  and  in  Asia  in  the  year  after  that, 
meaning  that  a  specific  group  in  a  particular  geographic  area  is  audited  once  every  three 
years. 

During  the  period  reviewed  by  the  Staff,  Moody's  conducted  three  internal  audits  related 
to  the  RMBS  and  CDO  rating  process.51  The  internal  audit  reviews  discovered,  among 
other  things,  certain  non-compliance  with  document  retention  policies,  over-reliance 
upon  individuals  for  technological  expertise  to  test  software,  and  lack  of  adherence  to  the 
rating  committee  guidelines  (inquiries  about  committee  member  conflicts,  no 
documentation  of  majority  vote,  lack  of  rating  committee  memo,  missing  rating  letter, 
empty  electronic  document  management  system  ["EDMS"]  folder,  two  models  not  filed 
on  EDMS  or  CDO  Edge,  and  a  lack  of  documented  re-prioritization  of  deal  monitoring). 
In  the  Staffs  opinion,  the  most  significant  finding  arising  out  of  the  internal  audit 
performed  in  2006  for  the  U.S.  Derivatives  Team  in  Structured  Finance  revealed  that 
derivative  models  are  not  formally  reviewed  and/or  validated  by  management  before  they 
are  posted  for  general  use.  For  one  deal,  the  analyst  used  a  banker's  proprietary  model, 
without  any  form  of  review  of  the  model  to  determine  whether  it  was  reliable  or 
consistent  with  Moody's  methodology.  The  auditors  recommended  that  management 
implement  a  review  process  to  periodically  assess  the  integrity  of  the  models  used  in 
support  of  the  rating.  Moody's  was  unable  to  demonstrate  evidence  of  its  management's 
follow-up  on  the  recommendations  of  the  auditors.  The  Staff  believes  that  Moody's 
should  be  able  to  provide  records  of  such  follow-up  as  part  of  an  examination  of  the 
internal  audit  record. 

The  Staff  recommends  that  Moody 's  review  whether  its  internal  audit  functions, 
particularly  in  the  RMBS  and  CDO  ratings  areas,  are  adequate,  and  whether  it  provides 
for  proper  management  follow-up. 

Moody's  Response:    Moody's  agrees  with  the  Staffs  recommendation  and  will  review 
the  adequacy  of  its  internal  audit  functions  and  will  develop  procedures  that  address 
management  follow-up. 

11.  Conclusion 


Moody's  provided  no  records  of  any  audits  performed  prior  to  2006. 

See  2006  U.S.  Derivatives  Monitoring  Internal  Audits;  2006  U.S.  RMBS  Internal  Audit;  and  2006 
U.S.  Derivatives  Team  Structured  Finance  Internal  Audit. 
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The  Staff  intends  to  send  a  deficiency  letter  to  Moody's  outlining  its  findings  and 
recommendations.  The  Staff  will  request  that  Moody's  provide  a  written  response  within 
30  days  outlining  any  remedial  action  planned  or  already  taken  to  address  the  findings 
and  recommendations  in  the  letter.  Moody's  will  be  asked  to  include  in  its  response  a 
timetable  for  implementing  the  proposed  remedial  action.  The  letter  will  also  request  that 
Moody's  send  OCIE  a  written  confirmation  in  12  months  detailing  the  status  of 
implementation  of  each  remedial  action. 
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LOS  ANGELES  *  PALO  ALTO  •  WASHINGTON.  D.C. 

FRANKFURT  •  LONDON  •  PARIS 

DOMING  •  KONG  KOKQ  •  TOKYO 

MELBOURNE  •  SYDNEY 


FOIA  CONFIDENTIAL  TREATMENT  REQUESTED  BY 
MOODY'S  INVESTORS  SERVICE 


March  11,  2008 


By  Federal  Express 

Matthew  Daugherty, 

Office  of  Compliance  Inspections  and  Examinations, 
United  States  Securities  and  Exchange  Commission, 
100  F  Street,  N.E., 

Washington,  D.C.  20549. 

Re:  Moody's  Investors  Service 

Dear  Mr.  Daugherty: 

I  write  on  behalf  of  Moody's  Investors  Service  ("Moody's")  in  response  to 
the  Staffs  letter  to  Raymond  W.  McDaniel  dated  February  20,  2008.  Moody's 
understands  that  the  Staffs  requests  are  being  made  pursuant  to  the  Staffs  authority 
under  the  Credit  Rating  Agency  Reform  Act  of  2006.  Enclosed  is  a  CD-ROM,  bearing 
bates  number  MIS-OCIE-RMBS  0028537,  containing  a  spreadsheet  comprised  of  twelve 
worksheets  that  respond  to  Requests  1,  2,  and  4-9.  The  name  of  each  worksheet  indicates 
the  Request  to  which  it  responds.  The  information  contained  in  the  spreadsheet  was 
compiled  by  Moody's  employees  for  the  purpose  of  responding  to  this  request.  Moody's 
is  preparing  a  response  to  a  portion  of  Requests  8and  9  relating  to  RMBS  rating  and 
surveillance  personnel,  and  Request  1 0. 

For  its  response  to  Request  3,  Moody's  refers  the  Staff  to  Moody's  Form 
10-K  for  the  fiscal  years  2004  through  2007  at  pages  79,  74,  63,  and  76  respectively. 
Moody's  Form  1 0-K.  reports  revenue  by  business  unit  for  a  three  year  period,  including 
Structured  Finance,  Corporate  Finance,  Financial  institutions  and  Sovereign  Risk,  and 
Public  Finance. 

Moody's  is  producing  these  documents  in  compliance  with  the  Credit 
Rating  Agency  Reform  Act  of  2006  and  applicable  rules  promulgated  thereunder.  Under 
15  U.S. C.  §  78o-7(m)(l),  Moody's  production  of  these  documents  "does  not  constitute  a 
waiver  of,  or  otherwise  diminish,  any  right,  privilege,  or  defense"  that  Moody's  "may 
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otherwise  have  under  any  provision  of  State  or  Federal  law,  including  any  rule, 
regulation,  or  order  thereunder." 

The  enclosed  documents  contain  confidential  and  proprietary  commercial 
and  financial  information  concerning  Moody's  and  its  affiliates,  as  well  as  confidential 
information  concerning  the  clients  and  employees  of  Moody's.  Accordingly,  Moody's 
hereby  requests,  pursuant  to  Rule  83  of  the  SEC's  Rules  on  Information  and  Requests,  17 
C.F.R.  §  200.83,  and  for  reasons  of  business  confidentiality  and  personal  privacy,  that  the 
enclosed  documents,  and  this  letter,  not  be  disclosed  in  response  to  any  request  made 
under  the  Freedom  of  Information  Act,  5  U.S.C.  §  552  (1994)  ("FOIA").  The  foregoing 
request  also  applies  to  any  transcripts,  notes,  memoranda,  tapes  or  other  materials  of  any 
sort  that  are  made  by,  or  at  the  request  of,  the  SEC  and  incorporate,  refer  or  relate  to  any 
of  the  matters  contained  in  the  enclosed  documents  or  this  letter. 

If  the  enclosed  documents  or  this  letter  become  the  subject  of  a  FOIA 
request,  please  call  the  undersigned  at  (212)  558-3269  and  we  will  provide  further 
information  in  support  of  Moody's  request  for  confidential  treatment.  Although  we  make 
this  request  in  the  name  of  Moody's,  we  do  not  intend  to  waive  the  right  of  any  client  or 
employee  of  Moody's  separately  to  request  such  confidential  treatment.  We  also  request 
that  at  the  conclusion  of  this  investigation,  all  copies  be  returned  to  me  at  the  above 
address. 


(Enclosure) 


cc:       Freedom  of  Information  Act  Officer 

(United  States  Securities  and  Exchange  Commission) 
(without  enclosures) 
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Annual  Gross  Revenue  -  RMBS  Ratings 


Year 

FY02* 
FY03 
FY04 
FY05 
FY06 
FY07 


Gross  Revenue 


61,801,000 
75,964,289 
109,121,344 
167,509,541 
168.916,978 
114,381,512 


•  2002  Gross  Revenue  includes  revenue  from  Servicer  Quality  Ratings  ("SQR")  which  is  not  likely  to  exceed  2003  SQR  revenue  of  $643,356. 
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Annual  Gross  Revenue  -  ABS  CDO  Ratings* 


Year 

FY02" 

FY03  $ 

FY04  $ 

FY05  $ 

FY06  $ 

FY07  $ 


Gross  Revenue 

$ 

11,730,234 
22,210,695 
40,332,909 
91,285,905 
94,666,014 


*  Revenue  figures  provided  are  for  CDOs  containing  Asset  Backed  Securities,  which  may  include  RMBS. 
**  Revenue  figures  are  not  readily  available  for  2002  due  to  transition  of  accounting  systems. 
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February  20,  2008 

.       Request  for  Information. 

Number  of  RMBS  Rated  2002-2007 


Month      1 

RMBS  Rated 

Jan-02 

33 

Feb-02 

36 

Mar-02 

60 

Apr-02 

43 

May-02 

37 

Jun-02 

57 

Jul-02 

40 

Aug-02 

42 

Sep-02 

63 

Oct-02 

45 

Nov-02 

39 

Dec-02 

49 

Jan-03 

41 

Feb-03 

50 

Mar-03 

57 

Apr-03 

62 

May-03 

60 

Jun-03 

63 

Jul-03 

51 

Aug-03 

64 

Sep-03 

70 

Oct-03 

67 

Nov-03 

61 

Dec-03 

77 

Jan-04 

50 

Feb-04 

66 

Mar-04 

94 

Apr-04 

79 

May-04 

82 

Jun-04 

106 

Jul-04 

80 

Aug-04 

99 

Sep-04 

103 

Oct-04 

82 

Nov-04 

85 

Dec-04 

104 

Jan-05 

72 

Feb-05 

76 

Mar-05 

101 

Apr-05 

87 

May-05 

109 

Jun-05 

112 

Jul-05 

87 

Aug-05 

120 

Sep-05 

128 

Oct-05 

93 

Nov-05 

112 

Dec-05 

128 

Jan-06 

79 
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Feb-06 
Mar-06 
Apr-06 
May-06 
Jun-06 

Jul-06 
Aug-06 
Sep-06 
Oct-06 
Nov-06 
Dec-06 
Jan-07 
Feb-07 
Mar-07 
Apr-07 
May-07 
Jun-07 

Jul-07 
Aug-07 
Sep-07 
Oct-07 
Nov-07 
Dec-07 


110 

124 

99 

107 

144 

82 

97 

134 

96 

102 

115 

82 

108 

121 

88 

96 

98 

52 

27 

21 

24 

11 

16 
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Moody's  Investors  Service  Responses  to 

February  20,  2008 
Request  for  Information 


Number  of  ABS  CDOs  Rated  2002-2007* 


ith         CDOs  Rated 

Jan-02 

0 

Feb-02 

4 

Mar-02 

4 

Apr-02 
May-02 
Jun-02 

2 

7 
6 

Jul-02 

1 

Aug-02 
Sep-02 
Oct-02 

2 
3 
4 

Nov-02 

4 

Dec-02 

8 

Jan-03 

2 

Feb-03 

3 

Mar-03 

3 

Apr-03 
May-03 
Jun-03 

2 

7 
3 

Jul-03 

9 

Aug-03 
Sep-03 
Oct-03 

7 
3 
6 

Nov-03 

7 

Dec-03 

5 

Jan-04 

3 

Feb-04 

4 

Mar-04 

9 

Apr-04 
May-04 
Jun-04 

7 
5 
4 

Jul-04 

6 

Aug-04 
Sep-04 
Oct-04 

6 

4 

13 

Nov-04 

12 

Dec-04 

16 

Jan-05 

5 
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Moody's  Investors  Service 

Responses  to 

February  20,  2008 

Request  for  Information 

Derivatives  Rating  and  Surveillance  Analysts  2007 

Employee  Name 

Job  Title 

Primary  Responsibility' 

Ang.Kai  C 

Associate  Analyst 

Ratings 

Araya.Rodrigo 

Senior  Vice  President 

Ratings 

Beauchesne.Herve-Pierre 

AVP-Analyst 

Ratings 

Bharwani.Pooja 

VP-Senior  Analyst 

Ratings 

Brennan, James 

VP-Senior  Analyst 

Ratings 

Bunja.Rudolph 

Senior  Vice  President 

Ratings 

Burger.David 

VP-Senior  Analyst 

Ratings 

Cai.Gong 

Senior  Associate 

Surveillance 

Chan.Caroline 

Senior  Associate 

Surveillance 

Chen.Alena 

Associate  Analyst 

Ratings 

Chen.Karie 

Analyst 

Surveillance 

Choi.Euri  J 

Senior  Vice  President 

Ratings 

Crousillat,  Cesar 

VP-Sr  Credit  Officer 

Ratings 

Espinoza, Oswald 

Senior  Associate 

Surveillance 

Fan.Hui 

Associate  Analyst 

Ratings 

Forster.Yehudah 

VP-Senior  Analyst 

Ratings 

Fratantaro, Annette  C 

Senior  Associate 

Surveillance 

Fu, Yvonne  F 

Team  Managing  Director 

Ratings 

Gollins,  Karen  E 

Associate  Analyst 

Surveillance 

Gottesman, Craig  J 

Senior  Associate 

Surveillance 

Green, Claudia  N 

VP-Senior  Analyst 

Ratings 

Grossmann, Philip  S 

Senior  Associate 

Surveillance 

Hallenbeck,  Peter  W 

AVP-Analyst 

Ratings 

Ham,  David 

VP-Sr  Credit  Officer 

Ratings 

Harrington, William  J 

Senior  Vice  President 

Ratings 

Hart.Joy  N 

Associate  Analyst 

Ratings 

Hu.Jian 

SVP-lssuer  Relations 

Ratings 

Jiang, Ivan  X 

VP-Senior  Analyst 

Ratings 

Kaltsas.Dimitri 

Associate  Analyst 

Surveillance 

Khamak.Elina 

VP-Senior  Analyst 

Ratings 

Kim.Jun  P 

AVP-Analyst 

Ratings 

Koller.Ainat 

Senior  Associate 

Surveillance 

Kolmanovskaya.Elina 

VP-Senior  Analyst 

Ratings 

Kumar.Harsh 

Associate  Analyst  • 

Ratings 

Lai, Shan 

Associate  Analyst 

Surveillance 

Lama.Sange 

Senior  Associate 

Surveillance 

Lasseron.Arnaud  H 

VP-Senior  Analyst 

Ratings 

Leibholz,  Maria 

VP-Sr  Credit  Officer 

Ratings 

Li.Carissa  H 

Associate  Analyst 

Ratings 

Li, Connie  H 

Senior  Associate 

Surveillance 

Lioce, Stephen  G 

VP-Sr  Credit  Officer 

Ratings 

Mahdavi.Yasmine 

AVP-Analyst 

Ratings 

May.William 

Team  Managing  Director 

Ratings 

Miagkova, Maria  V 

VP-Senior  Analyst 

Ratings 

Mogunov,  Leonid 

VP-Senior  Analyst 

Ratings 

Nazarian,  Danielle 

Senior  Vice  President 

Ratings 

Nikulin.Evgeny 

Analyst 

Ratings 

Olson, Ruth  E 

VP-Senior  Analyst 

Ratings 

Ouzidane.Rachid 

Analyst 

Surveillance 

Permanent  Subcommittee  on  Investieations 

Document  originally  produced 

1  in  excel  format;  reformatted/margins 

modified  for  readability  and  printing  purposes  by  the  Subcommittee. 

Original  document  retained  in  the  Subcommittee  files. 

Footnote  Exhibits  -  Page  0543 


SEC  OCIE  CRA  011214 


Moody's  Investors  Service 

Responses  to 

February  20,  2008 

Request  for  Information 

Park.John 

Senior  Vice  President 

Surveillance 

Paroda.Prashant 

AVP-Analyst 

Ratings 

Patel.Rahil 

Senior  Associate 

Surveillance 

Polansky, Jonathan 

Team  Managing  Director 

Surveillance 

Putney.Abraham  B 

AVP-Analyst 

Ratings 

Remeza.Algis 

VP-Sr  Credit  Officer 

Ratings 

Sam.Shiou  Lin 

Associate  Analyst 

Ratings 

Sava.Suzanna 

AVP-Analyst 

Ratings 

Schoellig, Gregory 

Statistical  Analyst 

Surveillance 

Sethi,  Shana 

Associate  Analyst 

Surveillance 

Shrestha.Abiskar 

Associate  Analyst 

Surveillance 

Sieczkowski, Christopher  R 

Associate  Analyst 

Surveillance 

Sieler.Julien. 

AVP-Analyst 

Ratings 

Sun.Yu 

VP-Senior  Analyst 

Ratings 

Tepper.Evan 

Analyst 

Surveillance 

Torres,  Ramon  0 

VP-Sr  Credit  Officer 

Ratings 

Tzianetopoulou, Theodora 

Associate  Analyst 

Ratings 

Veliev.Oktay 

Associate  Analyst 

Ratings 

Veluri.Sindhu  M 

Associate  Analyst 

Ratings 

Wang.Fei  Fern 

AVP-Analyst 

Ratings 

Wang.Qi 

Analyst 

Surveillance 

Wyszomierski.Teresa 

VP-Sr  Credit  Officer 

Ratings 

Xu.Min 

AVP-Analyst 

Ratings 

Yerynovska.Oksana 

VP-Senior  Analyst 

Ratings 

Yoshizawa, Clara 

Group  Managing  Director 

Ratings 

Yu,Wai-Yin  A 

AVP-Analyst 

Ratings 

Zhang, Hongfei 

Senior  Associate 

Surveillance 

Zhu.Qian 

AVP-Analyst 

Ratings 

Footnote  Exhibits  -  Page  0544 


*  This  list  includes  all  analysts  assigned  to  the  U.S.  Derivatives  Group.  Analysts  are  not  dedicated  to  rating 
or  monitoring  ABS  CDOs  in  particular.  Analyst  responsibilities  have  been  temporarily  shifted  to  rating  or 
surveillance  as  needs  arise. 
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Employee  Name 

Job  Title 

Primary  Responsibility 

Agarwal.Navneet 

VP-Senior  Analyst 

Surveillance 

Bains,  Karandeep  S 

Associate  Analyst 

Surveillance 

Bekiroglu.Arif  K 

Analyst 

Ratings 

Bergman.Aron 

Analyst 

Surveillance 

Bessermann, Gregory  Elie 

Analyst 

Surveillance 

Branton.Mark  K 

Senior  Associate 

Surveillance 

Chang, Kai-Ling 

Associate  Analyst 

Ratings 

Chatterjee.Debashish 

VP-Senior  Analyst 

Ratings 

Dang.JingJing 

Associate  Analyst 

Surveillance 

De  Gaetano  Polverosi, Maria  lAVP-Analyst 

Surveillance 

Drucker,  Michael  P 

AVP-Analyst 

Ratings 

Fabrikant,  Bruce  D 

Senior  Vice  President 

Ratings 

Fellows, Eric 

VP-Sr  Credit  Officer 

Ratings 

Fried, liana  J 

Senior  Associate 

Surveillance 

Fustar.Stephanie  E 

Analyst 

Ratings 

Gemson, Gregory 

AVP-Analyst 

Ratings 

Genis,  Peter 

Associate  Analyst 

Ratings 

Grisard  Boucher.Odile 

Analyst 

Surveillance 

Hannoun-Costa.Ola 

Senior  Associate 

Surveillance 

Huang.Zhiqin 

Analyst 

Ratings 

Joseph, Jayesh 

Associate  Analyst 

Surveillance 

Kanef,  Michael 

Group  Managing  Director 

Karaguishiyeva.Gulmira  N 

Analyst 

Ratings 

Kelbaugh.Kathryn  E 

VP-Senior  Analyst 

Ratings 

Komfeld.Warren 

Team  Managing  Director 

Ratings 

Kothari.Deepika 

AVP-Analyst 

Ratings 

Liu.Qingyu 

Analyst 

Ratings 

Lynn.Alexandra 

Associate  Analyst 

Ratings 

Markowitz, Murray  R 

VP-Senior  Analyst 

Ratings 

Peng,Rui-Dan 

AVP-Analyst 

Ratings 

Ramallo, Karen  A 

Analyst 

Surveillance 

Riggi.Marjan 

VP-Sr  Credit  Officer 

Ratings 

Rocco,  Joseph 

Associate  Analyst 

Surveillance 

Sanchez.Alda  Fiorella 

Associate  Analyst 

Surveillance 

Shrivastava.Amita 

Analyst 

Ratings 

Singhania.Gaurav 

Analyst 

.  Ratings 

Swanson.Todd 

Analyst  . 

Ratings 

Teicher,  David  L 

Team  Managing  Director 

Ratings 

Tobey.Amelia 

VP-Senior  Analyst 

Surveillance 

Weil.Ariel 

AVP-Analyst 

Ratings 

Zhang.Yi 

VP-Senior  Analyst 

Ratings 
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Trie  McGraw-Hill  Companies 


STANDARD 
&POOR'S 

March  14,  2008 

Via  E-Mail  and  Federal  Express 


KaritUfemsy 
Chief  Compliance  Officer 
Ratings  Services 
Global  Regulatory  Affairs 


55  Water  Street 
NewYoi*,NY1000W003 
212.438.7219  Tel 
212.438.5673  Fax 
marl_maloney@sandp.com 


Matthew  Daugherty 

Office  of  Compliance  Inspections  and  Examinations 

United  States  Securities  and  Exchange  Commission 

100  F  Street,  N.E. 

Washington,  D.C.  20549-8041 

Dear  Mr.  Daugherty, 

1  write  in  response  to  Mr.  Meehan's  letter  of  February  20, 2008  to  provide  the  information  requested  therein 
in  connection  with  your  office's  ongoing  examination  of  Standard  &  Poor's  (S&P).  The  text  of  those 
questions  is  reproduced  below,  along  with  our  responses.  Per  our  discussions,  and  consistent  with  our  prior 
submissions  in  this  examination,  the  following  information  reflects  our  information  for  U.S.  ratings.  The 
data  has  been  provided  as  it  is  maintained  in  the  ordinary  course,  where  possible,  and,  where  not,  it  has  been 
derived  from  S&P's  records. 

1.         The  annual  total  gross  revenue  for  providing  credit  ratings  on  RMBS  transactions  for  the 
period  2002-2007. 


Initial  Rating1 

Surveillance2 

Total  Revenue 


Table  1 
U.S.  RMBS  -  Gross  Rating  Revenues 

($  thousands) 


2002  2003 


2004 


2005  2006 


2007 


55,147        90,606       128,073       158,598       176,995       127,726 

1.938  8.081  8.982         10.350         13.757         10.175 

57.085        98.687       137.055       168.948       190.752       137.901 


Gross  amount  billed  for  new  ratings  of  RMBS. 

Gross  amount  billed  for  surveillance  of  ratings  of  RMBS  after  their  first  year  of  issuance.  These  figures  include  surveillance  of 

pre-2002  ratings.  From  2003  forward,  this  amount  includes  pre-paid  surveillance  fees  for  subsequent  years. 
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2.         The  annual  total  gross  revenue  for  providing  credit  ratings  on  RMBS  CDO  transactions  for 
the  period  2002-2007. 


Table  2 
U.S.  CDOs  of  RMBS  -  Gross  Rating  Revenues 

($  thousands) 

2002 

2003 

2004 

2005 

2006 

2007 

Initial  Rating3 

9,296 

12,621 

24,829 

41,008 

88,934 

74,231 

Surveillance4 

888 

2.095 

3.520 

6.444 

9.864 

16.427 

Total  Revenue 

10.184 

14.716 

28.349 

47.452 

98.798 

90.658 

3.         The  annual  total  gross  revenue  for  providing  credit  ratings  on  all  transactions  for  the  period 
2002-2007. 

Table  3 

U.S.  Ratings  and  U.S.  Structured  Finance  Ratings 

Annual  Net  Revenues  Earned  and  Reported5 


2002 


($  thousands) 
2003  2004 


2005 


2006 


2007 


Structured  Finance       183,955      237,958      311,773      410,322       614,960        561,400 
All  Ratings6       516,856      640,871       742,108       884,257    1,121,678     1,157,043 


3  Gross  amount  billed  for  new  ratings  of  CDOs  that  are  generally  backed  by  RMBS  collateral. 

*  Gross  amount  billed  for  surveillance  of  ratings  of  CDOs  of  RMBS  after  their  first  year  of  issuance.  These  figures  include 


surveillance  of  pre-2002  ratings.  From  2003  forward,  this  amount  includes  pre-paid  surveillance  fees  for  subsequent  years. 
Represents  net  revenue  (including  surveillance)  reported  on  an  earned  basis. 
Represents  U.S.  ratings  services  included  in  the  NRSRO. 
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4.         The  total  numbei      iMBS  transactions  for  which  S&P  pi        id  a  credit  rating  for  each 
month  during  the  period  2002-2007. 

Table  4 
Number  of  U.S.  RMBS  Transactions  Rated 

2002  2003  2004  2005  2006  2007 


January 

48 

56 

69 

93 

96 

106 

February 

43 

71 

86 

106 

146 

147 

March 

66 

86 

123 

115 

168 

149 

April 

56 

84 

99 

103 

116 

128 

May 

53 

78 

106 

129 

131 

141 

June 

60 

89 

140 

144 

180 

131 

July 

47 

79 

106 

98 

98 

67 

August 

57 

96 

116 

143 

110 

53 

September 

87 

115 

141 

165 

175 

44 

October 

58 

88 

126 

120 

149 

53 

November 

60 

90 

99 

149 

130 

24 

December 

78 

108 

133 

181 

140 

22 

5.         The  total  number  of  RMBS  CDO  transactions  for  which  S&P  provided  a  credit  rating  for  each 
month  during  the  period  2002-2007. 

Table  S 
Number  of  U.S.  CDO  of  RMBS  Transactions  Rated 

2002  2003  2004  2005  2006  2007 


January 

0 

2 

1 

6 

14 

16 

February 

4 

3 

4 

2 

5 

23 

March 

2 

1 

5 

18 

23 

67 

April 

0 

1 

8 

11 

14 

40 

May 

3 

5 

4 

8 

36 

36 

June 

7 

2 

4 

11 

24 

31 

July 

1 

6 

6 

14 

32 

24 

August 

1 

4 

4 

12 

26 

16 

September 

2 

1 

3 

6 

29 

10 

October 

3 

4 

14 

11 

42 

7 

November 

3 

5 

7 

19 

33 

6 

December 

8 

6 

19 

21 

65 

0 
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6.         The  total  numbei      iMBS  transactions  under  surveillanc        i&P  at  the  end  of  each  month 
during  the  period  2002-2007. 


Table  6 
Number  of  RMBS  Transactions  Under  Surveillance 

2002  2003  2004  2005  2006  2007 


January 

3,707 

4,050 

4,291 

4,688 

5,673 

6,710 

February 

3,736 

4,102 

4,355 

4,730 

5,796 

6,847 

March 

3,791 

4,167 

4,245 

4,799 

5,915 

6,961 

April 

3,839 

4,216 

4,203 

4,806 

6,025 

7,064 

May 

3,850 

4,093 

4,272 

4,920 

6,125 

7,142 

June 

3,851 

4,146 

4,280 

4,980 

6,212 

7,254 

July 

3,845 

4,172 

4,314 

5,058 

6,273 

7,285 

August 

3,877 

4,224 

4,367 

5,167 

6,268 

7,286 

September 

3,930 

4,119 

4,418 

5,263 

6,411 

7,328 

October 

3,954 

4,182 

4,519 

5,368 

6,487 

7,367 

November 

3,969 

4,240 

4,549 

5,422 

6,587 

7,314 

December 

4,021 

4,327 

4,646 

5,588 

6,647 

7,317 

7.         The  total  number  of  RMBS  CDO  transactions  under  surveillance  by  S&P  at  the  end  of  each 
month  during  the  period  2002-2007. 


Table  7 
Number  of  CDO  of  RMBS  Transactions  Under  Surveillance 


2002  2003  2004  2005  2006  2007 


January 

37 

71 

110 

191 

326 

661 

February 

38 

75 

113 

192 

332 

672 

March 

43 

75 

119 

209 

351 

725 

April 

43 

76 

125 

221 

365 

765 

May 

45 

79 

128 

230 

398 

813 

June 

51 

84 

133 

236 

419 

844 

July 

53 

86 

139 

249 

452 

864 

August 

55 

94 

143 

263 

477 

887 

September 

56 

95 

146 

270 

498 

902 

October 

60 

99 

155 

282 

529 

913 

November 

62 

103 

164 

290 

569 

918 

December 

70 

108 

183 

315 

641 

921 
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8.         Total  number  of  k      Jnnel,  identified  by  name  and  title,  as        A  to  providing  initial  credit 
ratings  of  RMBS  and  RMBS  CDO  transactions  at  year  end  for  the  period  2002-2007. 
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Redacted  by  the 
Permanent  Subcommittee  on  Investigations 


2001 

r 

RMBS  Analysts 

Name 

Title 

Ann  (Liu),  Laura 

Associate  Director 

Albergo,  Leslie 

Senior  Director 

Alizadeh,  Rasool 

Rating  Analyst 

Ame,  Errol 

Director 

Barash,  Henry 

Rating  Specialist 

Barnes,  Susan 

Managing  Director 

Bartl,  Timothy 

Research  Assistant 

Beauchamp,  Kyle 

Associate  Director 

Bergeland,  Regina 

Associate  Director 

Bergey,  Kent 

Associate  Director 

Bergman,  Matthew 

Associate 

Bliss,  Brendan 

Senior  Research  Assistant 

Boardman,  Jeremy 

Senior  Research  Assistant 

Bruzese,  Frank 

Senior  Research  Assistant 

Cao,  Becky  Hui 

Director 

Christensen,  Peter 

Rating  Analyst 

Conon,  Jonathan 

Rating  Analyst 

Consul,  Manish 

Associate 

Deasy,  Christopher 

Director 

Dougherty,  Michael 

Associate 

Epstein,  Ken 

Associate  Director 

Fitter,  Jenine 

Director 

Ghose,  Ryan 

Senior  Research  Assistant 

Gleeson,  Michael 

Associate  Director 

Glehan,  David 

Director 

Goldenberg,  Mark 

Director 

Graham,  Peter 

Rating  Analyst 

Grow,  Brian 

Senior  Director 

Grundy,  James 

Associate 

Guinyard,  Anthony 

Associate 
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Name 

Title 

Hahn,  Song 

Associate 

Hall,  Daniel 

Rating  Specialist 

Hansen,  Justin 

Director 

Hierl,  Jonathan 

Senior  Research  Assistant 

Hiiunan,  Carissa 

Rating  Analyst 

Hopkins,  Amanda 

Rating  Specialist 

Huang,  Peng 

Research  Assistant 

Johnson,  Kimberly 

Associate 

Kahan,  Jack 

Rating  Analyst 

Kennedy,  Martin  ' 

Senior  Director 

Kim,  Jong  Wan 

Associate 

Khnmel,  George 

Director 

Koniowka,  Gregory 

Associate  Director 

Kostiw,  Karen 

Director 

Kramer,  Andrew 

Research  Assistant 

Kumar,  Rohit 

Associate  Director 

Larkin,  Daniel 

Rating  Analyst 

Lim,  Kwang  Yi 

Associate  Director 

Listner,  Michael 

Associate  Director 

Losice,  Abraham  S. 

Managing  Director 

Lukacsko,  Eric 

Director 

Mahdavian,  Sharif 

Director 

Manasseh,  Rani 

Rating  Analyst 

Mason,  Scott 

Senior  Director 

McDermott,  Gail 

Managing  Director 

Morrison(Clements),  Julia 

Associate 

Neary,  Rebecca 

Associate 

Niemy,  Todd 

Director 

Osterweil,  Terry 

Senior  Director 

Parker,  Samuel 

Director 

Perelmuter,  Monica 

Director 

Polizzotto,  John 

Director 

Reiss,  Nancy 

Senior  research  Assistant 

Ren,  Chuye 

Associate 

Rossman,  Arm 

Associate 

Samuels,  Amy 

Associate  Director 

Sang,  John 

Rating  Analyst 

Schneider,  Jeremy 

Associate 

Shaikh,  Waqas 

Director 

Sharma,  Sudhir 

Associate 

Siber,  Matthew 

Senior  Research  Assistant 

Skuthan,  Natalia 

Associate 

Smith,  Kevin 

Research  Assistant 

Solar,  Mona 

Director 

Steers,  Bridget 

Associate  Director 

Stock,  Michael 

Senior  Director 

Tegan,  Daniel 

Associate 

Tencer,  Steven 

Director 

Tillen,  Bonnie 

Managing  Director 
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Name 

ritte 

Tillis,  Lisa 

Associate 

Uppuluri,  Sai 

Director 

Valente,  Michael 

Associate  Director 

VanKirk,  Spencer 

Senior  Research  Assistant 

Vonderhorst,  Brian 

Senior  Director 

Wang,  David 

Associate  Director 

Wang,  Elaine 

Research  Assistant 

Warrack,  Thomas 

Managing  Director 

Watson,  Jeff 

Director 

We'ller,  Brian 

Rating  Specialist 

Wray,  Michael 

Rating  Analyst 

Yioupis,  Leonidas 

Associate 

Zimmerman,  Allen 

Associate 

Criteria 

Name 

Title 

Gillis,  Thomas 

Managing  Director 

Parisi,  Frank 

Managing  Director 

Additional  Resources  Prom  Structured  Finance 

Name 

Title 

Anagnostos,  Helen 

Associate  Director 

Maciaszek,  Matthew 

Associate  Director 

McGinnis,  Peter 

Director 

Long,  Russell 

Managing  Director 

Fazio,  Angelo 

Senior  Director 

Legal 

Name 

Title 

Abrams,  Natalie 

Associate  General  Counsel 

Byrnes,  Bernard  C. 

Assistant  General  Counsel 

Coleman,  Maureen  N. 

Associate  General  Counsel. 

Dawson,  Petrina  R 

Sr.  Managing  Director  &  General  Counsel 

IT  Group 

Name 

Title 

Blaivas,  Victoria 

Senior  Consultant 

Garg,  Anoop 

Senior  Consultant 

Gimpelevich,  Svetlana 

Analyst-Sy  stems/Sr 

Hager,  Aaron 

Analyst-Systems/Sr 

Karkhanova,  Lyudmila 

Mgr-  Systems 

Momin,  Naushad  M 

Mgr-  Systems 

Rassadzin,  Ilia  A 

Analyst-Systems/Sr 

Saftoiu,  Elena 

Senior  Director-Application  Development 

Ungureanu,  Victoria 

Analyst-Systems/Sr 
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2007 

CDO  Analysts 

Name 

Title 

Albulescu,  Henry 

Managing  Director 

Bentfaam,  Milbert 

Director 

Berrouet,  Louis-Daniel 

Associate 

Billick,  Nicole 

Associate  Director 

Bruslanova,  Natalia 

Director 

Bryan,  Andrea 

Managing  Director 

Carelus,  Jean-Baptiste 

Director 

Chang,  Jenny 

Associate 

Chay,  Kyu 

Director 

Cheng,  Loming  (Lois) 

Rating  Specialist 

Cheng,  Kenneth 

Director 

Chery,  Sulexan 

Senior  Research  Assistant 

Chinn,  Vanessa 

Rating  Analyst 

Chiriani,  Robert  Jr. 

Senior  Director 

Cho,  Jai  Ho 

Director 

Cilento,  Jenna 

Research  Assistant 

Compton,  Adrian 

Associate  Director 

Cuddy,  Daniel 

Research  Assistant 

DeDiego  Arozamena,  Alfredo 

Senior  Director 

Dennis,  Alex 

Research  Assistant 

Detweiler,  John 

Director 

Fink,  Gwen 

Associate 

Galgano,  Philip 

Managing  Director 

Gatmaitan,  Joshua 

Associate  Director 

Ghetti,  Belinda 

Senior  Director 

Guamuccio,  Keith 

Senior  Director 

Halprin,  James 

Senior  Director 

Harris,  John 

Director 

Hennessey,  Julia  John 

Research  Assistant 

Horn,  Carol 

Associate  Director 

Hu,  Bujiang 

Director   ■ 

Jordan,  Pat 

Managing  Director 

Kalinauskus,  Paul 

Associate 

Kambeseles,  Peter 

Managing  Director 

Kato,  Clara  Akflco 

Associate 

Kaur,  Mahjeet 

Senior  Director 

Khakee.Nik 

Managing  Director 
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Name 

Title 

Kim,  Jeong 

Director 

Kurtas,  Erozan 

Associate  Director 

Lam,  Jonathan  (Chifai) 

Director 

Lee,  David 

Rating  Analyst 

Leong,  William 

Associate 

Llanos,  Michael 

Rating  Analyst 

Loken,  Andrew 

Rating  Specialist 

Long,  Russell 

Managing  Director 

MacDonald,  Benjamin 

Associate 

Maciaszek,  Matthew 

Associate  Director 

Martin,  John  Trevor 

Research  Assistant 

McCarthy,  John 

Director 

McCutcheon,  Erin 

Associate 

Mejia-Barros,  Griselda 

Rating  Analyst 

Meng,  Jerry 

Director 

Meyer,  R.  Christopher 

Director 

Mooney,  Shannon 

Rating  Specialist 

Moy,  Edward 

Director 

Neilson,  Francesca 

Director 

Newman,  Debroah 

Associate 

Nicholson,  Boris 

Senior  Research  Assistant 

Nolan,  Katarzyna 

Associate  Director 

O'Brien,  John 

Director 

O'Keefe,  Brian 

Managing  Director 

Omer,  Farooq 

Director 

Parchment,  James 

Associate  Director 

Pedvis,  Andrew 

Senior  Director 

Radziul,  Robert 

Senior  Director 

Richards,  Tare 

Rating  Specialist 

Sachse,  Sarah 

Rating  Specialist 

Scaturro,  Peter 

Research  Assistant 

Schiller,  Ross 

Associate  Director 

Sehnert,  M.  Scott 

Director 

Sprinkle,  Lauren 

Rating  Analyst 

Sriram,  Jag 

Associate  Director 

Tagliaferro,  John 

Research  Assistant 

Tang,  Ming 

Associate  Director 

Tesher,  David 

Managing  Director 

Trant,  Brian 

Rating  Analyst 

Upton,  Daniel 

Research  Assistant 

Volpe,  Ryan 

Research  Assistant 

Widernik,  Anna 

Director 

Wolf,Zackary 

Associate  Director 

Wong,  Eileen 

Associate  Director 

Wong,  Elwyn 

Managing  Director 

Yagoda,  Brian 

Associate 

Yang,  Julia  (Tingli) 

Associate  Director 

Zhao,  Bruce 

Associate  Director 

FREEDOM  OF  INFORMATION  ACT  CONFIDENTIAL  TREATMENT  REQUESTED  BY  STANDARD  &  POOR'S 

Page  27 


SEC  OCIE  CRA  011244 


Footnote  Exhibits  -  Page  0558 


Criteria 

Name 

Title 

Gillis,  Thomas 

Managing  Director 

Quantitative  Group 

Name 

Title 

Bassignani,  William  C 

Managing  Director  -  Proj  Execution 

Morokoff,  William  J 

Managing  Director  -  Quant 

Polizu,  Cristina 

Managing  Director  -  COE 

.  Sargsyan,  Eduard 

Director  -  COE 

Watson,  Robert 

Director  -  COE  Quant 

Legal 

Name 

Title 

Coleman,  Maureen  N 

Associate  General  Counsel 

Dawson,  Petrina  R 

Sr.  Managing  Director  &  General  Counsel 

Kirschner,  Rhonda  G 

Assistant  General  Counsel 

Manzi,  Rosaleen  M 

Managing  Director  and  Assoc.  General  Counsel 

Silverberg,  Michael 

Assistant  General  Counsel 
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RMBS  Surveillance 

Name 

Title 

Avant-Koger,  Paula 

Rating  Analyst 

Supported  data  collection  efforts  for  surveillance. 
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Name 

Tide 

Boccanfuso,  Franceses 

Research  Assistant 

Bruzzese,  Peter 

Associate  Director 

Chin,  Jimmy 

Associate  -  COE  Data 

Davey,  Scott 

Associate  Director 

Elder,  James 

Associate 

Giudici,  Andrew 

Director 

GrafFeo,  Michael 

Rating  Analyst 

Hyun,  Catherine 

Associate 

Joyce,  Kristy  Marie 

Research  Assistant 

Keenan,  Matthew 

Associate 

Mahabir,  Lai 

Director 

Pollsen,  Robert 

Director 

Rao,  Asha 

Senior  Research  Assistant 

Rivera,  Jessica 

Rating  Specialist 

Rivera,  John 

Associate  Director 

Romero,  Cesar 

Associate 

Rozek,  Aleksandra 

Associate 

Sawyer,  Ola 

Associate 

Schuk,  John 

Associate. 

Warner,  Ernestine 

Senior  Director 

Young,  Steven 

Research  Assistant 

Criteria 

Name 

Title 

Gillis,  Thomas 

Managing  Director 

RMBS  New 

Issne12 

Name 

Title 

Bartl,  Timothy 

Research  Assistant 

Bliss,  Brendan 

Senior  Research  Assistant 

Ghose,  Ryan 

Senior  Research  Assistant 

Graham,  Peter 

Senior  Research  Assistant 

Hinman,  Carissa 

Rating  Analyst 

Huarg,  Peng 

Research  Assistant 

Kramer,  Andrew 

Research  Assistant 

Smith,  Kevin 

Research  Assistant 

Wang,  Elaine 

Research  Assistant 

SF  Information  Tech 

Name 

Title 

Aptekar,  Yeugene 

Developer  -  Applications 

Blaivas,  Victoria 

Senior  Consultant 

Saftoiu,  Elena 

Senior  Director-Application  Development 

Data 

a 

Name 

Title 

Dunn,  James 

Associate  -  COE  Data 

Houston,  Gail 

Manager 

Additional  resources  from  this  group  assisted  with  RMBS  Surveillance  during  peak  periods. 

In  addition  to  the  personnel  listed  above,  8  people  employed  by  an  affiliate  assisted  in  data  management  efforts  for  RMBS 

surveillance  in  2007. 
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Name 

Title 

Li,  Eric 

Temp  -  Assistant 

Lopez,  Yasmin 

Data  Manager 

Thornton,  James 

Manager 
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2007 

CDO  Surveillance  Group 

Name 

ritk 

Anderberg,  Stephen 

Senior  Director 

Cullen,  Brian 

Rating  Analyst 

Davis,  Christopher 

Associate 

Gutierrez-Pagaduan,  Heidi 

Senior  Research  Assistant 

Hu,  Daniel 

Senior  Research  Assistant 

Joy,' Sampson 

Rating  Analyst 

Kobylinski,  James 

Associate  Director 

Lewison,  Martin 

Associate  Director 

Maglia,  Anthony 

Associate  (Program) 

Miraj,  NOchil 

Associate  (Program) 

In  addition  to  the  personnel  listed  above,  39  people  employed  by  an  affiliate  assisted  in  data  management  efforts  for  CDO 
surveillance  in  2006. 
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Name 

Title 

Mistiy,  Samir 

Associate  (Program) 

Muthukrishan,  Ramki 

Director 

Rajan,  K.P.    . 

Associate  Director 

Scanlin,  Kate 

Associate  Director 

Shah,  Niyati 

Rating  Analyst 

Stewart,  Ian 

Raring  Analyst 

Subramanian,  Jay 

Associate 

Walsh,  Tim 

Associate 

Zhang,  Jennifer 

Associate 

CDO  Group 

Name 

Title 

Chay,  Kyu 

Director 

Compton,  Adrian 

Associate  Director 

Kalinauskas,  Paul 

Associate 

Kato,  Akiko 

Associate 

Loken,  Andrew 

Rating  Specialist 

Mooney,  Shannon 

Rating  Specialist 

Song,  Helena 

Associate  Director 

Sprinkle,  Lauren 

Rating  Analyst 

Trent,  Bo 

Rating  Analyst 

DeDiego  Arozamena,  Alfredo 

Senior  Director 

Ghetti,  Belinda 

Senior  Director 

Guamuccio,  Keith 

Senior  Director 

Hu,  Bujiang 

Senior  Director 

Radziul,  Robert 

Senior  Director 

Criteria 

Name 

Title 

Gillis,  Thomas 

Managing  Director 

Data 

2 

Name 

Title 

Damiano,  SalVatore  S 

Assoc  Director-COE  Data 

Jarvis,  Arnold 

Research  Analyst 

Laino,  Bobby 

Research  Analyst 

Notarstefano,  Robert 

Director-COE  Data 

Serrano,  Julio  A 

VP-COEData 

Proj.M 

«mt 

Name 

Title 

Adams,  Latoya  S 

Analyst-Business  Sr  COE 

Liu  Myers,  Alice  T 

Assoc  Director-COE  Strgy  &  Pmo 

Tomlinson,  Sandra  L 

VP-COE  Strgy  &  Pmo 

Quantitative  Group 

Name 

Title 

Sargsyan,  Eduard 

Director-COE 

22  In  addition  to  the  personnel  listed  above,  67  people  employed  by  an  affiliate  assisted  in  data  management  efforts  for  CDO 

surveillance  in  2007. 
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SF  Information  Tech 

Name 

Title 

Balagurusamy,  Srinivasan 

Analyst-Systems/Sr 

Blaivas,  Victoria 

Senior  Consultant 

Chen,  John  I 

Senior  Director-Application  Development 

Kostiw,  Jeff 

Senior  Director,  Structured  Fin  Tech 

Moloksher,  Nikolay 

Senior  Consultant 

Momin,  Inayat 

Director-Application  Development 

Qian,  Guoliang 

Senior  Consultant 

Saftoiu,  Elena 

Senior  Director-Application  Development 

Subramanyam,  Tirunelveli  K 

Developer-Application  Lead 

Thangaraj,  Solomon 

Director- Application  Development 

Vega,  Juan  C 

Senior  Director-Structured  Fin  App 

10.       All  current  written  policies  and  procedures,  and  any  supporting  documentation  of  reviews, 
audits  or  surveillance  related  to  Rule  17g-5(cXl),  prohibiting  an  NRSRO  from  issuing  a  credit  rating 
where  the  person  soliciting  the  credit  rating  was  the  source  of  10%  or  more  of  the  total  revenue  of  the 
NRSRO  during  the  most  recently  ended  fiscal  year. 

Rule  17g-5(c)(l)  became  effective  as  of  June  18,2007.  As  of  December  3 1,2006,  the  then-most  recently 
ended  fiscal  year,  no  issuer  was  the  source  of  more  than  2.68%  of  the  total  revenue  for  the  NRSRO.  As  of 
December  31, 2007,  no  issuer  was  the  source  of  more  than  2.74%  of  the  total  revenue  for  the  NRSRO. 
Because  there  is  no  issuer  that  even  approaches  the  threshold  set  forth  in  the  rule,  no  written  policies  are 
currently  in  place.  At  the  conclusion  of  this  fiscal  year,  this  issue  will  be  revisited  and  appropriate  written 
policies  and/or  procedures  will  be  adopted  if  necessary. 

*    *    * 

Standard  &  Poor's  requests  confidential  treatment  of  all  information  and/or  documents  that  S&P  provides  to 
the  Securities  and  Exchange  Commission  (the  "SEC")  in  connection  with  this  examination,  including  this 
letter  and  all  of  the  information  submitted  herewith.  This  confidential  treatment  request  is  made  under  the 
SEC's  confidential  treatment  procedures  (17  C.F.R.  §  200.83),  under  the  Freedom  of  Information  Act  (5 
U.S.C.  §  552),  and  for  reasons  of  privacy  and  business  confidentiality,  among  others. 

S&P  expects  this  confidential  treatment  request  to  cover  all  information  and/or  documents  that  S&P  may 
provide  to  the  SEC  in  connection  with  the  examination,  as  well  as  any  subsequent  requests  that  the  SEC  or 
arty  employee  of  the  SEC  (or  any  other  government  agency)  may  make  in  connection  with  the  examination, 
together  with  any  memoranda,  notes,  transcripts  or  other  writings  of  any  sort  whatsoever  that  are  made  by, 
of  at  the  request  of,  any  employee  of  the  SEC  (or  any  other  government  agency)  that  incorporate,  include  or 
relate  to  any  such  information  or  documents  (collectively,  the  "Confidential  Information"). 

In  accordance  with  17  C.F.R  §200.83  and  other  applicable  laws  and  regulations,  S&P  requests  that  all  such 
Confidential  Information  be  kept  in  a  non-public  file  and  that  only  members  of  the  SEC  or  its  staff  have 
access  to  it.  Should  the  SEC  receive  any  request  for  the  Confidential  Information,  under  FOIA  or 
otherwise,  S&P  requests  that  the  undersigned  immediately  be  notified  of  such  request,  and  be  furnished 
with  a  copy  of  all  written  materials  pertaining  to  such  request  (including,  but  not  limited  to,  the  request  and 
any  agency  determination  relating  thereto). 
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S&P  expects  to  be  given .       ,portunity  to  submit  written  substantiati.       .'the  request  for  confidential 
treatment,  if  such  substantiation  is  deemed  necessary,  as  provided  for  in  17  C.F.R.  §200.83(d).  S&P  further 
expects  that,  if  the  preliminary  decision  of  the  SEC  is  that  confidential  treatment  is  not  warranted,  in  whole 
or  in  part,  it  will  be  given  ten  (10)  calendar  days  from  the  date  of  the  preliminary  decision  to  submit 
supplemental  arguments  in  support  of  the  confidential  treatment  request,  as  provided  for  in  1 7  C.F.R. 
§200.83(e)  (1).  In  addition,  S&P  expects  that  it  will  be  given  ten  (10)  calendar  days  from  the  date  of  the 
SEC's  final  decision  to  release  all  or  part  of  the  Confidential  Information  to  enable  S&P  to  pursue  any 
remedies  that  may  be  available  to  it,  as  provided  for  in  17  C.F.R.  §200.83(e)(l).  For  either  a  preliminary 
decision  or  final  decision,  S&P  requests  that  you  telephone  the  undersigned  and  send  the  decision  by 
facsimile  rather  than  relying  upon  the  United  States  mail  for  the  required  notice. 

In  producing  the  enclosed  information,  S&P  does  not  intend  to  waive  any  objections  to  the  scope  of  the 
examination  nor  in  any  way  to  waive  any  applicable  privileges  or  protections,  including,  but  not  limited  to, 
those  arising  under  the  attorney-client  privilege,  the  attorney  work-product  doctrine,  the  self-evaluative 
privilege,  and  any  privileges  and  protections  that  may  apply  under  the  First  Amendment  of  the  United  States 
Constitution  or  any  similar  state-law  protections  and  privileges. 

Sincerely, 

/s/  Mari  B.  Maloney 

Mari  B.  Maloney 


FREEDOM  OF  INFORMATION  ACT  CONFIDENTIAL  TREATMENT  REQUESTED  BY  STANDARD  &  POOR'S 

Page  42 

SEC_OCIE_CRA_01 1 259 


Footnote  Exhibits  -  Page  0568 


Proprietary  and  Confidential.  This  Fee  Schedule  is  for  your  internal  use  only  and  should  not  be  disseminated  to  anyone  other  than  officers,  directors  and 
employees  of  your_Company  on  a  need  to.knpw  basis. ..    55  Water  street— 

New  York.  NY  10041 
877-727-8647  Tel 
212-438-5153  Fax 


The  McGraw-Hill  Companies 


STANDARD 
&POOR'S 


U.S.  STRUCTURED  RATINGS  FEE  SCHEDULE 

RESroENTIAL  MORTGAGE-BACKED  FINANCINGS 
AND  RESroENTIAL  SERVICER  EVALUATIONS 


OVERVIEW 

This  fee  schedule  applies  to  both  insured  and  uninsured  Residential  Mortgage-Backed 
Financings  issued  by  corporations  and  financial  institutions  domiciled  in  the  United  States  and 
collateralized  by  mortgages  on  U.S.  properties  as  well  as  ranking  for  Residential  Mortgage  Loan 
Servicers.  Separate  fee  schedules  are  available  for  the  following  types  of  structured  financings: 

>  Asset  Backed  Obligations 

>  Commercial  Mortgage-Backed  Financings 

>  Real  Estate  Companies 

>  Collateralized  Debt  Obligations 

Please  note  that  in  the  case  of  unique  structures  or  securitizations  involving  new  issuers  and  new 
product  types,  Standard  &  Poor's  reserves  the  right  to  quote  a  fee  for  the  analytical  work 
performed;  In  addition,  legal  fees  are  charged  for  special  research  associated  with  such  new 
issuers,  products  or  structures  are  in  addition  to  Standard  &  Poor's  fees  and  will  be  billed 
separately. 

Standard  &  Poor's  performs  an  independent  and  objective  analysis.  The  rating,  which  results 
from  the  analytical  process  may  or  may  not  be  consistent  with  the  expectations  of  the  issuer.  Ihe 
fee  for  services  is  not  contingent  upon  the  issuer's  acceptance  of  the  assigned  rating. 


FEE  QUOTATIONS 


If  you  have  any  questions  about  this  fee  schedule  or  require  additional  information,  please 
contact: 


General  Fee  Inquiries 
Susan  Barnes 
Thomas  Warrack 
Brian  Vonderhorst 
Leslie  Albergo 
Peter  D'Erchia 


Ratings  Fee  Services  (877)  727-8647 

Managing  Director  (212)438-2579 

Managing  Director  (2 1 2)  43  8-2634 

Director  (212)438-8457 

Director  (212)438-2381 

Managing  Director,  Global  Practice  Leader,  Surveillance  (2 1 2)  43 8-243 8 


Standard  &  Poor s  Ratings  Services  2006  U.S.  Structured  Finance  Fee  Schedule:  Residential  Mortgage  Backed  Securities 
This  fee  schedule  Is  in  effect  1/1/2006  to  12/31/2006, 
Standard  &  Poor 's  reserves  the  right  to  changt 
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FEE  SCHEDULES 


RESIDENTIAL  MORTGAGE-BACKED  FINANCINGS 

Initial  Ratine  Fee 

The  initial  rating  fee  is  based  on  the  collateral  and  structure,  i 
throughs  or  excess  spread  and  subordination  structures.  The  fees 
and  private  placements  with  pool  balances  below  $1  billion. 


Pass-Throughs: 

First-Lien  Prime  Jumbo  &  Alt.  A 
Senior/Sub.  Structure 

First-Lien  Prime  Jumbo  &  Alt.  A 
Sr./Sub.,  Excess  Spread  Structure 

First-Lien  Subprime 
2"a-Lien:  CES,  HELOC,  High 
CLTV 

Agency  CMOs 


Basic  Fee 


3.0  basis  points 


3.25  basis  points 

3.25  basis  points 
3.25  basis  points 


3.0  basis  points 


,e.  senior/subordinated  pass- 
below  apply  to  public  issues 

Minimum     Maximum  . 
Fee  Fee 


$40,000     $100,000 


$40,000     $135,000 

$40,000     $135,000 
$40,000     $135,000 


Deals  with  Multiple  Credit  Supported  Structures  will  be  charged 
additional  structure. 


$25,000      $85,000 
a  surcharge  of  $25,000,  per 


Other: 

Reverse  Mortgages 
Tax  Liens 
Servicer  Advances 

Construction  Loans 

Scratch  -n-  Dent  - 
Re-performing 
Document  Deficient 
Outside  of  the  Guidelines 
Non-Performing 

Net  Interest  Margin  (NIM) 
Net  Interest  Margin  (NIM) 


4.0  basis  points 
4.0  basis  points 
4.0  basis  points 

4.0  basis  points 

4.0  basis  points 
4.0  basis  points 
3.25  basis  points 
4.0  basis  points 

One  S&P  Rated  U/L 
One  S&P  Non-Rated  U/L 


$75,000  $135,000 

$75,000  $135,000 

$75,000  $135,000 

$75,000  $135,000 


$  75,000 
$  75,000 
$  50,000 
$  75,000 


$135,000 
$135,000 
$135,000 
$135,000 


$  60,000 
$100,000 
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Large  Balance  Transactions: 


First-Lien  Prime  Jumbo  &  Alt.  A  Senior/Sub.  Structure 


$1 .0  billion  <  rated  amount  <  $1 .5  billion  $108,000  cap 

$1.5  billion  <  rated  amount  <  $2.0  billion  $123,000  cap 

$2.0  billion  <  rated  amount  <  $2.5  billion  $148,000  cap 

$2.5  billion  <  rated  amount  <  $3.0  billion  $158,000  cap 

$3.0  billion  < rated  amount  <  $3.5  billion  $173,000  cap 

$3.5  billion  <  rated  amount  <  $4.0  billion  $1 83,000  cap 

$4.0  billion  <  rated  amount  <  $4.5  billion  $198,000  cap 

$4.5  billion  <  rated  amount  <  $5.0  billion  $223,000  cap 

$5  billion  <  rated  amount  --    $248,000  cap 


First  &  Second-  Lien,  Jumbo,  ALT  A  &  Subprime  structures  requiring  Excess  Spread  analysis. 

$1 .0  billion  <  rated  amount  <  $1.5  billion  $143,000  cap 

$1 .5  billion  <  rated  amount  <  $2.0  billion  $148,000  cap 

$2.0  billion  <  rated  amount  <  $2.5  billion  $158,000  cap 

$2.5  billion  <  rated  amount  <  $3.0  billion  $163,000  cap 

$3.0  billion  <  rated  amount  <  $3.5  billion  $178,000  cap 

$3.5  billion  <  rated  amount  <  $4.0  billion  $1 83,000  cap 

$4.0  billion  <  rated  amount  <  $4.5  billion  $198,000  cap 

$4.5  billion  <  rated  amount  <  $5.0  billion  $223,000  cap 

$5  billion  <  rated  amount  -    $248,000  cap 
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Complex  Net  Interest  Margin  (NIM)  Transaction 
Seasoned  Collateral 

Fees  to  rate  NIMS  supported  by  seasoned  transactions: 

Generally  a  fee  of  $10,000  to  $15,000  per  S&P  rated  underlying  deal  or  $20,000  to  $30,000  per 
S&P  non-rated  deal  is  charged,  plus  a  fee  of  $75,000  for  the  new  NIMS  rating. 

NIMS  with  Multiple  U/L  Deals 

In  additional  to  the  standard  fee  of  $60,000  for  one  underlying  deal,  deals  with  multiple 
underlying  deals  will  be  billed  as  follows: 

The  2nd  and  3*  deal  will  be  billed  at  an  additional  $25,000  per  deal. 
The  4,h  and  5th  deal  will  be  billed  at  an  additional  $15,000  per  deal. 
Deals  with  greater  than  5  underlying  deals  will  be  determined  on  a  case-by-case  basis. 

NIMS  with  Multiple  Rated  Classes 

For  the  standard  $60,000  NIM.  fee,  S&P  will  rate  deals  with  up  to  2  different  rating  categories. 
For  deals  with  3  or  more  rating  categories  S&P  will  charge  an  additional  $10,000  fee  per 
additional  rating  category. 

SECONDARY  MARKET  RATING  FEES 

Wrapped  Transactions 

The  fee  to  analyze  the  insurance  capital  charge  for  wrapping  an  existing  Standard  &  Poor's  rated 
certificate  is  $2,500.  In  the  case  of  tranches  or  transactions  that  have  not  previously  been  rated 
by  Standard  &  Poor's,  a  fee  of  three  (3.0)  basis  points  is  charged  for  analyzing  capital  charge 
requirements,  with  a  minimum  fee  of  $  1 5,000. 

Subordinated  Class  Ratines 

In  the  case  where  subordinated  classes  are  rated  subsequent  to  the  initial  rating  of  the  senior 
classes,  an  additional  fee  is  assessed.  Fees  generally  are  in  the  range  of  three  (3.0)  basis  points 
with  minimums  dependent  on  size  and  timing  of  transactions. 

Re-REMIC  Transactions 

Currently,  Re-REMICs  consist  of  three  distinct  types  of  transactions  each  with  a  different 
structure,  rating  methodology  and  fees. 

(1)  Traditional  Re-REMICs  involve  the  rating  on  a  pool  of  outstanding  Standard  & 
Poor's  rated  single-family  mortgage  certificates  all  of  which  have  the  same  rating. 
The  fees  for  traditional  Re-REMICs  are  three  (3.0)  basis  points  on  the  total  dollar 
amount  of  certificates  issued  with  a  minimum  fee  of  $25,000  and  a  maximum  fee  of 
$150,000  with  a  break-up  charge  equal  to  50%  of  the  fee. 

(2)  Re-REMICS  consisting  of  certificates  that  are  non-rated  by  Standard  &  Poor's  or  are 
a  mix  of  ratings  (i.e.  ?'AAA",  "AA",  or  "A"  etc)  can  only  be  rated  by  the  RMBS 
group  based  on  a  current  collateral  tape  with  current  (no  more  than  90  days  old)  FICO 
scores.  Fees  for  this  type  of  Re-REMIC  are  three  (3.0)  basis  points  on  the  total 
collateral  analyzed  with  a  minimum  fee  of  $50,000  and  a  maximum  fee  of  $250,000 
for  pools  of  $2.0  billion  or  less  with  a  break-up  charge  equal  to  50%  of  the  fee.  Fees 
for  larger  transactions  are  determined  on  a  case-by-case  basis. 

(3)  Re-REMICS  or  mixed  certificates  similar  to  (2)  above  that  do  not  have  current  tapes 
available  must  be  submitted  to  Standard  &  Poor's  CDO  group  for  rating. 
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RMBS  SURVEILLANCE  FEES: 

Standard  &  Poor's  surveillance  fees  for  all  transactions,  including  those  that  utilize  bond 
insurance,  and  except  for  U.S.  Reverse  Mortgages,  Tax  Lien  Transaction  and  other  types  of 
transactions  listed  below,  are  charged  at  the  time  of  the  initial  rating  based  on  the  term  of  the 
collateral.  The  schedules  are  presented  below. 

Upfront  Surveillance  Fee  Schedule: 

Less  than  or  equal  to  1 5-year  term  (1  loan  group):  $  6,000 

Greater  than  15-year  term  (1  loan  group):  $  8,000 

Multiple  Loan  Groups  (regardless  of  term):  $  1 0,000 

NIMS  $  4,000 


Annual  Surveillance  Fee  Schedule: 

U.S.  Reverse  Mortgages         $2,500 

Tax  Lien  Transactions  $2,500 

Fees  for  the  surveillance  of  the  following  types  of  transactions  are  negotiated  on  a  case-by-case 
basis.  These  include: 

•  Advance  Backed  Notes 

•  Construction  Loan  Backed  Notes 

•  Mortgage  Risk  Transfers 

•  Re-REMICs  (underlying  transactions  not  previously  rated  by  S&P) 


Amendment  Fees: 

A  fee  is  charged  for  the  review  of  certain  types  of  amendments  or  changes  to  existing 
transactions.  Generally,  the  fee  ranges  from  $  $1,500  to  $10,000,  but  is  not  limited  to  these 
amounts.  The  following  is  an  example  of  such  changes  and  the  related  fee: 

Replacement  of  existing  deal  participants  with  $  1 ,500 

successors  such  as  the  trustee,  servicer, 
depository  institution,  liquidity  provider,  credit 
support  provider,  etc. 

Changes  to  definitions  or  clauses  $2,500 

Substitution  of  form  of  credit  support,  $5,000 

changing  to  newly  assessed  credit  support 
amount  or  minor  changes  or  corrections  needed 
to  obtain  intended  structure. 

Restructuring  of  security  $  1 0 ,000 

Generally  the  fee  is  applied  per  deal.  The  fee  is  negotiable  for  a  series  of  transactions  where  the 
amendment  or  change  is  the  same. 
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RMBS  SERVICER  EVALUATIONS 

Standard  &  Poor's  Residential  Servicer  Evaluation  provides  a  comprehensive  assessment  of  a 
firm's  operational  capabilities  as  a  residential  servicer.  Standard  &  Poor's  requires  a  periodic 
review  and  ranking  of  servicers.  A  servicer  must  be  included  in  Standard  &  Poor's  Select 
Servicer  List  in  order  to  participate  in  a  Standard  &  Poor's  rated  transaction.  In  order  to  do  so  a 
servicer  must  achieve  a  minimal  ranking  of  Average  with  a  Stable  outlook.  The  initial  fee  for 
this  evaluation  is  $35,000  to  $45,000  plus  reimbursement  of  actual  travel  expenses  incurred,  plus 
printing  expenses  if  copies  of  the  report  are  requested. 

An  evaluation  assessment  fee  $35,000  to  $45,000  (plus  any  applicable  printing  expenses  if 
copies  of  the  report  are  requested)  will  be  charged  annually  thereafter  on  each  anniversary  of  the 
initial  evaluation. 
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Proprietary  and  Confidential.  This  Fee  Schedule  is  for  your  internal  use  only  and  should  not  be  disseminated  to  anyone  other 
than  officers,  directors  and  employees  of  your  Company,  on  a  need  to  know  basis_       .    ._      ._..... 


The  McGraw-Hill  Companies 


STANDARD 
&POOR'S 


55  Water  Street 
NewYo*,NY  10041 
877-727-8647  Tel 
212-438-5153  Fax 


OVERVIEW 


U.S.  STRUCTURED  RATINGS  FEE  SCHEDULE 

COLLATERALIZED  DEBT  OBLIGATIONS 

Amended  3/7/07 


This  fee  schedule  applies  to  both  insured  and  uninsured  Collateralized  Debt  Obligations  rated  in 
the  United  States.  Separate  fee  schedules  are  available  for  the  following  types  of  structured 
financings: 

>  Asset  Backed  Obligations 

>  Residential  Mortgage-Backed  Financings 

>  Commercial  Mortgage-Backed  Financings 

>  Real  Estate  Companies 

>  New  Assets 

Please  note  that  in  the  case  of  unique  structures  or  securitizations  involving  new  issuers  and  new 
product  types,  Standard  &  Poor's  reserves  the  right  to  quote  a  fee  for  the  analytical  work 
performed^  In  addition,  legal  fees  are  charged  for  special  research  associated  with  such  new 
issuers,  products  or  structures  are  in  addition  to  Standard  &  Poor's  fees  and  will  be  billed 
separately. 

Standard  &  Poor's  performs  an  independent  and  objective  analysis.  The  rating  that  results  from 
the  analytical  process  may  or  may  not  be  consistent  with  the  expectations  of  the  issuer  or 
arranger.  The  fee  for  services  is  not  contingent  upon  the  issuer  s  or  arranger's  acceptance  of  the 
assigned  rating. 


PRIMARY  CONTACTS 

Patrice  Jordan         Managing  Director 

Managing  Director 
Managing  Director 
Director 

Managing  Director 
Managing  Director 
Managing  Director 


David  Tesher 
Andrea  Bryan 
Nik  Khakee 
Peter  Kambeseles 
Elwyn  Wong 
Peter  D'Erchia 


Global  Practice  Leader,  Global 

CDOs 

Cash  Flow  and  Market  Value  CDOs 

Synthetic  CDOs 

Operating  Companies  and  SIVs 

Client  Value  Manager 

Client  Value  Manager 

Global  Practice  Leader,  Surveillance 


(212)438-2501 


(212 
(212' 
(212' 
(212* 
(212' 
(212" 


438-2618 
438-2409 
438-2473 
438-1168 
438-2460 
438-2438 


If  you  have  any  questions  about  this  fee  schedule  or  require  additional  information,  please 
contact  the  Client  Value  Managers. 
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CASH  FLOWS  CDOs 

Initial  Ratine  Fee 

The  initial  rating  fee  for  CBO/CLOs  is  3.5  basis  points  of  the  Commercial  Paper  issuance  plus 
basis  points  for  each  term  issuance  based  on  the  principal  amount  rated.    Costs  for  direct 
expenses  and  legal  review  (external  legal  fees  will  be  up  to  $25,000)  will  be  charged  in  addition 
to  the  rating  fee.  Minimum  and  maximum  fees  are  as  follows: 

Basic  Fee  3.5  basis  points  of  the  CP  issuance 

plus  7  basis  points  of  the  term  notes 

Minimum  Fee  $150,000 

Maximum  Fee  $  500,000 

A  surcharge  may  be  imposed  on  "first  time"  deals  and  deals  that  are  unusual/new  from  a  criteria 
perspective.  Additional  analysis  for  credit  estimates,  credit  estimate  surveillance,  correlation 
analysis,  etc.,  will  be  charged  separately  and  are  not  included  in  the  above  fees. 

Standard  &  Poor's  reserves  the  right  to  charge  a  fee  upon  commencing  each  phase  of  the  rating 
process.  The  three  major  phases  are  as  follows: 

Phase  I  Preliminary  review  of  the  structure, 

manager  and  credit. 
Phase  II  Structural,  cash  flow,  credit  and  legal 

review. 

Convene  ratings  committee. 

On-site  sponsor/manager  review. 
Phase  III  Final  structural,  cash  flow,  credit  and 

legal  review.  Decision  made  on 

transaction  ratings. 

Annual  Surveillance  Fee 

Standard  &  Poor's  charges  an  annual  surveillance  fee  of  $35,000  to  $50,000  annually  or  an  up- 
front fee  representing  the  present  value  of  such  fee. 

Amendment  Fees 

A  fee  will  be  charged  for  amendments  that  require  significant  review  of  documentation,  cash 
flow  or  collateral  analysis. 

Cancellation/Break-up  Fee 

Standard  &  Poor's  charges  a  minimum  break-up  fee  of  $25,000.  Additional  fees  will  be  assessed 
based  on  the  interim  fee  for  each  phase  detailed  above.  Each  phase  may  be  assessed  at  33%  of 
the  overall  transaction  fee. 
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COMMERCIAL  REAL  ESTATE  CDOs  and  ReREMICS  (EXCLUDING  SYNTHETIC  CDOs) 

Initial  Ratine  Fee 

The  initial  rating  fees  for  Commercial  Real  Estate  CDOs  (excluding  Synthetic  CDOs)  and 
ReREMICs  is  7  -  10  basis  points  for  each  issuance  based  on  the  total  ramped-up  pool  balance. 

Basic  Fee  7-10  basis  points 

Minimum  Fee  $   250,000 

Maximum  Fee  $1,750,000 

In  addition  to  the  initial  rating  fee,  costs  for  determining  credit  assessments  for  real  estate 
collateral  not  possessing  a  Standard  &  Poor's  credit  rating  or  credit  estimate  will  be  charged  and 
vary  depending  on  collateral  complexity. 

Costs  for  legal  review  (external  legal  fees)  will  be  charged  in  addition  to  the  rating  fee  and  vary 
depending  on  deal  complexity. 

A  surcharge  may  be  imposed  on  "first  time"  deals  and  deals  that  are  unusual/new  from  a  criteria 
perspective.  Additional  analysis  for  credit  estimates,  credit  estimate  surveillance,  correlation 
analysis,  etc.,  will  be  charged  separately  and  are  not  included  in  the  above  fees. 

Standard  &  Poor's  reserves  the  right  to  charge  a  fee  upon  commencing  each  phase  of  the  rating 
process.  The  three  major  phases  are  as  follows: 

Phase  I  Preliminary  review  of  the  structure, 

manager  and  credit. 
Phase  II  Structural,  cash  flow,  credit  and  legal 

review. 

Convene  ratings  committee. 

On-site  sponsor/manager  review. 
Phase  III  Final  structural,  cash  flow,  credit  and 

legal  review.  Decision  made  on 

transaction  ratings. 

Annual  Surveillance  Fee 

Standard  &  Poor's  charges  and  annual  surveillance  fee  of  $20,000  -  $50,000  annually  or  an  up- 
front fee  representing  the  present  value  of  such  fee. 

Cancellation/Break-up  Fee 

Standard  &  Poor's  charges  a  minimum  break-up  fee  of  $25,000,  plus  any  work  performed  on 
credit  estimates.  Additional  fees  will  be  assessed  based  on  the  interim  fee  for  each  phase 
detailed  above.  Each  phase  may  be  assessed  at  33%  of  the  overall  transaction  fee. 

Amendment  Fees 

A  fee  will  be  charged  for  amendments  that  require  significant  review  of  documentation,  cash 
flow  or  collateral  analysis. 
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CMBS  SERVICER  EVALUATIONS 

Standard  &  Poor's  Commercial  Servicer  Evaluation  provides  an  objective  assessment  of  a  firm's 
operational  capabilities  as  a  commercial  servicer.  Standard  &  Poor's  requires  a  periodic  review 
and  ranking  01  servicers.  A  servicer  must  be  included  in  Standard  &  Poor's  Select  Servicer  List 
in  order  to  participate  in  Standard  &  Poor's  rated  transaction.  In  order  to  do  so  a  servicer  must 
achieve  a  minimal  ranking  of  Average  with  a  Stable  outlook.  The  initial  fee  for  this  evaluation  is 
$35,000  -$55,000  plus  reimbursement  of  actual  travel  expenses  incurred,  plus  printing  expenses 
if  copies  of  the  report  are  requested. 

An  evaluation  assessment  fee  of  $35,000  -  $55,000  (plus  any  applicable  printing  expenses  if 
copies  of  the  report  are  requested)  will  be  charged  annually  thereafter  on  each  anniversary  of  the 
initial  evaluation. 

COMMERCIAL  REAL  ESTATE  CDO  ASSET  MANAGER  EVALUATION 

Standard  &  Poor's  Commercial  Real  Estate  CDO  Asset  Manager  Evaluation  provides  an 
objective  assessment  of  a  CDO  asset  manager's  operational  capabilities  as  a  commercial  asset 
manager  for  select  commercial  real  estate  CDOs.  A  Commercial  Real  Estate  CDO  Asset 
Manager  must  be  qualified  in  order  to  participate  in  a  Standard  &  Poor's  rated  transaction. 

The  initial  fee  for  this  evaluation  is  $10,000,  plus  reimbursement  of  actual  travel  expenses 
incurred.  An  evaluation  assessment  fee  of  $10,000  will  be  charged  annually  thereafter  on  each 
anniversary  of  the  initial  evaluation. 
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SYNTHETIC  CDOs 

Initial  Ratine  Fee 

The  initial  rating  fee  for  each  issuance  of  Synthetic  CDOs  depends  on  the  following  factors, 
among  other;  rated  volume,  type  of  collateral,  liability  rating  and  tenor,  portfolio  turnover,  etc. 
Costs  for  direct  expenses  and  legal  review  will  be  charged  in  addition  to  the  rating  fee. 
Minimum  and  maximum  fees  are  as  follows: 


Minimum  Fee 
Maximum  Fee 


$  30,000 
$750,000 


A  surcharge  may  be  imposed  on  "first  time"  deals  and  deals  that  are  unusual/new  from  a  criteria 
perspective.  Additional  requirements  such  as  credit  estimates,  credit  estimate  surveillance, 
correlation  analysis,  etc.,  will  be  charged  separately,  and  are  not  included  in  the  above  fees. 

Standard  &  Poor's  reserves  the  right  to  charge  a  fee  upon  completion  of  each  phase  of  the  rating 
process.  The  three  major  phases  are  as  follows: 


Phase  I 
Phase  II 


Phase  III 


Annual  Surveillance  Fee 


Preliminary  review  of  the  structure,  manager 

and  credit. 

Structural,  cash  flow,  credit  and  legal  review. 

Convene  ratings  committee. 

On-site  sponsor/manager  review. 

Final  structural,  cash  flow,  credit  and  legal 

review.  Decision  made  on  transaction 

ratings. 


For  static  pools,  Standard  &  Poor's  charges  an  annual  surveillance  fee  of  up  to  $15,000,  or  an 
up-front  fee  representing  the  present  value  of  such  fee.  For  managed  pools,  Standard  &  Poor's 
charges  an  annual  surveillance  fee  that  ranges  from  $10,000  to  $50,000,  or  an  up-front  fee 
representing  the  present  value  of  such  fee. 

Amendment  Fees 

A  fee  will  be  charged  for  amendments  that  require  significant  review  of  documentation,  cash 
flow  or  collateral  analysis. 

Cancellation/Break-up  Fee 

Standard  &  Poor's  charges  a  minimum  break-up  fee  of  $25,000.  Additional  fees  will  be  assessed 
based  on  the  interim  fee  for  each  phase  detailed  above.  Each  phase  may  be  assessed  at  33%  of 
the  overall  transaction  fee. 


PROGRAM  SET-UP  FEE  FOR  MULTI-ISSUANCE  VEHICLES 

A  Program  Set-Up  fee  of  $50,000  will  be  charged  at  the  time  of  set-up  for  new  synthetic 
vehicles. 

Amendment  Fees 

A  fee  will  be  charged  for  amendments  and  collateral  additions/removals  that  require  significant 
review  of  documentation  and/or  collateral  analysis. 
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MARKET  VALUE  CDOs 

Initial  Ratine  Fee 

The  initial  rating  fee  for  Market  Value  CDOs  is  7  -  8  basis  points  for  each  issuance  based  on  the 
total  issuance  amount.    Costs  for  direct  expenses  and  legal  review  (external  legal  fees  will  be 
$25,000)  will  be  charged  in  addition  to  the  rating  fee.  Minimum  and  maximum  fees  are  as 
follows: 

Basic  Fee  7-8  basis  points 

Minimum  Fee  $150,000 

Maximum  Fee  $500,000 

A  surcharge  may  be  imposed  on  "first  time"  deals  and  deals  that  are  unusual/new  from  a  criteria 
perspective.  Additional  requirements  such  as  credit  estimates  and  credit  estimate  surveillance, 
correlation  analysis,  recovery  analysis,  etc.,  will  be  charged  separately,  and  are  not  included  in 
the  above  fees. 

Standard  &  Poor's  reserves  the  right  to  charge  a  fee  upon  completion  of  each  phase  of  the  rating 
process.  The  three  major  phases  are  as  follows: 

Phase  I  Preliminary  review  of  the  structure, 

manager  and  credit. 
Phase  II  Structural,  cash  flow,  credit  and  legal 

review. 

Convene  ratings  committee. 

On-site  sponsor/manager  review. 
Phase  III  Final  structural,  cash  flow,  credit  and 

legal  review.  Decision  made  on 

transaction  ratings. 

Annual  Surveillance  Fee 

Standard  &  Poor's  will  assess  an  annual  surveillance  fee  of  $35,000  or  an  up-front  fee 
representing  the  present  value  of  such  fee.  Standard  &  Poor's  reserves  the  right  to  negotiate 
significantly  higher  fees  for  certain  structures. 

Amendment  Fees 

A  fee  will  be  charged  for  amendments  that  require  significant  review  of  documentation,  cash 
flow  or  collateral  analysis.  . 

Cancellation/Break-up  Fee 

Standard  &  Poor's  charges  a  minimum  break-up  fee  of  $25,000.  Additional  fees  will  be  assessed 
based  on  the  interim  fee  for  each  phase  detailed  above.  Each  phase  may  be  assessed  at  33%  of 
the  overall  transaction  fee. 
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DATE:  04/27/2007 
TIME:  18:44:24  GMT 
AUTHOR:  Yoshizawa,  Yuri 
RECEIPIENT:  Kimon,  Noel 
CC:  Harris,  Gus 
SUBJECT:  TMDComp 


— 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


n 

turns  1 


Noel, 


I've  attached  a  comparison  of  US  Derivatives  TMD  comp  (with  each  other  and  with 
for  Rudy,  the  difference  in  Base/Target  compensation  between  Wtt  and^i 


After  the  planned  increase 
I  shrinks  from  $42k  to  $20k.  That  said, 
including  the  equity  that  they  received  for  this  past  year,  the  difference  is  really  $139k. 


In  the  spreadsheet,  I  have  a  proposal  that  I've  already  discussed  with  Gus,  for  a  slight  ($15k)  increase  to  total  comp 
for^P  that  will  increase  the  gap  between  him  and  flU  Du*  on|V  to  tne  Point  where  there  is  still  a  gap  between  him 
and  MMMR,  which  we  believe  is  appropriate.  Gus  and  I  spoke  with  (Heartier tnis  week  regarding  the  transition 
of  HG  ABS  CDOs  toMM  and  regarding  our  expectations  of  what  he  needs  to  work  on  (i.e.,  efficiency,  delegation 
of  responsibilities  and  knowledge  transfer  to  team  leaders,  interaction  with  bankers,  flexibility,  etc.).  We  would 
propose  that  if  we  agree  to  give  him  the  increase,  that  we  wait  for  a  few  months  to  see  whether  he  shows  improveme 
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Target  as 
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Equity  - 

Comp 

Base  as  of         of 

Comp 

Target  as 

Total 

including 

4/26/200   4/26/200 

4/26/200  1 

Base  as  of 

of           Total  Comp  4MHMH 

Grant 

2007       ^0HMr 

Name         Title 

7                   7 

7 

07/1/2007 

7/1/2007     7/1/2007      «MB 

Value 

Equity        B    V 

HB  tm  svp 

235,597         107,641 

343,238 
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255,000 

109,794       364,794       fl      ■ 

192,259 

557,052    mmmm 
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265,000         120,000 

385,000 

265,000 

120,000       385,000       ^^Y 

310,834 

695,834     immmm 
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^■MK    ™D 
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422,450 
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131,250       422,450                 B 

430,766 

853,216      B      B 

Q|          B      TMD 

305,550        155,800 

461,350 

0 

305,550 

155,800       461,350       B 

476,125 

937,475  mmm 

Proposal 


Title 


Base 


Target      Total  Comp 


255,000  109,794  364,794 

275,000  125,000  400,000 

290,000  131,250  421,250 

291,200  131,250  422,450 

305,550  155,800  461,350 


Additional  Funds: 


######  5,000.00   ###### 


2007 
Equity  - 
Total 
Grant 
Value 


Total 
Comp 
including 
2007 
Equity 


192,259 
310,834 
396,747 
430,766 
476,125 


557,052 
710,834 
817,997 
853,216 
937,475 
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This  document  is  the  property  of  Standard  &  Poor's.  It  contains  proprietary  and  confidential  information  and  is 
for  internal  use  only  by  Standard  &  Poor's  employees.  This  document  shall  not  be  shown  or  provided  to  anyone 
other  than  Standard  &  Poor's  employees.  ; 
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i-U'OOll'i 


&&P  Senior  Analytical  Incentive  Plan  ("SAIP")  for  Ratines  Analytical  Personnel  \ 

i 

SAIP  Objectives: 

>  Attract,  motivate  and  retain  superior  analytical  talent. 

>  Encourage  individual  and  collective  performance  towards  the  achievement  of  specific,  measurable  goals.  ' 

>  Provide  appropriate  compensation  levels  to  maintain  the  highest  standards  of  analytical  quality. 

i 

Eligibility  is  limited  to: 

Senior  credit  rating  analytical  staff  in  Structured  Finance,  C&G  and  the  Quants:  Managing  Directors,  Directors,  Associate  Directors, 
Associates,  Associate  General  Counsels  and  Assistant  General  Counsels  of  Standard  &  Poor's  Ratings  Services,  provided  they  are  employed  as 
such  by  September  30th. 


Level 

Breakthrough 

Exceptional 

Target 

Requires 
Improvement 

A24 

0%  to  120% 

0%  to  90% 

0%  to  60% 

0% 

A23 

0%  to  110% 

0%  to  83% 

0%  to  55% 

A22 

0%  to  100% 

0%to75% 

0%  to  50% 

A21 

0%to70% 

0%  to  55% 

0%to35% 

A20 

0%to60% 

0%to45% 

0%to30% 

The  guidelines  are  broad  to  provide  flexibility  for  managers  to  ensure  that  incentive  payouts  appropriately  reflect  distinctions  in  employee 
performance  and  contribution  to  business  unit,  department  and  company  success. 

Overall,  Breakthrough  performers  are  expected  to  earn  at  least  1/3  more  than  Exceptional  Performers,  and  Exceptional  Performers  are 
expected  to  earn  at  least  1/3  more  than  Target  Performers. 

Employees  who  receive  an  overall  PMP  rating  of  Requires  Improvement  are  not  eligible  to  receive  an  incentive  payout  for  that  performance 
year. 

Any  exception  requests  must  be  submitted  to  the  S&P  Compensation  Council  by  the  global  unit  head  during  the  first  week  of  February. 
Requests  for  adjustments  post-process  will  not  be  accepted. 


All  payout  recommendations  require  the  approval  of  the  S&P  Compensation  Council  and  by  McGraw-Hill  senior  management. 
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Long-Term  Stock  Incentives:  Executives 

i 

Recommend  Values:  Managers  are  to  recommend  2008  long-term  incentive  awards  in  terms  of  US-dollar  values.  On  the  April  1st  award 
date,  McGraw-Hill's  Executive  Compensation  specialists  will  convert  the  dollars  to  stock  option  grants  and  RPS/PSU  Awards  based  on  the 
stock  price,  option  fair  value,  and  on  the  mix  of  equity  vehicles  at  each  grade  level.  j 

>  Rounding:  Recommendations  should  be  made  in  increments  of  US$1,000. 

>  Currency  Rates:   Recommended  LTI  amounts  made  in  US$  will  be  converted  to  local  currency  in  SPECS  to  facilitate  Total  Direct 
Compensation  comparisons. 

Fair  Value:  The  McGraw-Hill  Controller's  Office  will  utilize  an  option  valuation  model  to  determine  the  "Fair  Value"  of  a  stock  option  on 
the  grant  date.  The  option  exercise  price,  and  the  RPS/PSU  award  date  value,  will  be  the  closing  fair  market  value  on  the  award  date.    ! 

2008  LONG-TERM  INCENTIVE  GUIDELINES  BY  PERFORMANCE  RATING  j 

>  Awards  for  Grade  Level  23  through  27  will  be  delivered  as  25%  options  and  75%  RPS/PSU.  j 

>  Compensation  Decision  Makers  are  to  make  recommendations  in  terms  of  values;  McGraw-Hill  Executive  Compensation  will 
calculate  the  conversion  on  the  award  date. 


Grade  Level 

Target 
Achievement 

Exceptional 
Achievement 

.    Breakthrough 
Achievement 

24 

up  to  $75,000 

up  to  $105,000 

up  to  $135,000 

23 

up  to  $55,000 

up  to  $77,000 

up  to  $100,000 
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Standard  &  Poor's  Ratings  Services 


S&PUS 

2008  Base  Salary  Ranges 

Ratings  Services  Analytical  Positions  Only 


Job  Title 

Grade  Level 

Minimum 

Midpoint 

Maximum 

Managing  Director 

A24 

$154,500 

$225,800 

$297,300 

Sr  Director 

A23 

$133,700 

$199,100 

$264,500 

Director 

A22 

$113,000 

$172,300 

$231 ,800 

Associate  Director 

A21 

$95,100 

$136,800 

$178,500 

Associate 

A20 

$71,200 

$106,900 

$142,700 

The  salary  ranges  above  are  to  be  referenced  for  analytical  positions  in  Ratings  Services  only  (i.e.,  Structured  Finance  and 
C&G).  If  your  positions  are  not  covered  by  the  salary  ranges  for  Ratings  Services  roles  please  reference  your  merit 
increase  budget,  each  employee's  relative  performance,  and  local  market  Insights. 
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Investment  Management 

1251  Avenue  of  the  Americas 

50th  Floor 

New  York,  NY  10020 

Phone:  (212)  956-2221      Fax:  (212)  977-9505 
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LEGAL  DISCLAIMER  

This  document  does  not  constitute  an  offer  to  sell  or  a  solicitation  of  an  offer  to  buy  any  securities,  and 
may  not  be  relied  upon  in  connection  with  any  offer  or  sale  of  securities.  This  document  should  be  read  in 
conjunction  with,  and  is  qualified  in  its  entirety  by,  information  appearing  in  the  Confidential  Private 
Offering  Memorandum  (and  a  Limited  Partnership  Agreement  for  domestic  partnerships),  which  should 
be  carefully  reviewed  prior  to  investing.  Past  performance  is  not  necessarily  indicative  of  future 
performance,  and  although  the  Advantage  Funds  may  invest  in  some  of  the  same  securities  as  the  Merger 
Funds,  the  broader  strategy  may  result  in  performance  that  is  different  from  that  of  the  Merger  Funds. 

An  investment  in  a  hedge  fund  is  speculative  and  involves  a  high  degree  of  risk,  which  each  investor  must 
carefully  consider.  An  investor  in  hedge  funds  could  lose  all  or  a  substantial  amount  of  his  or  her 
investment  Returns  generated  from  an  investment  in  a  hedge  fund  may  not  adequately  compensate 
investors  for  the  business  and  fin™™!  risks  assumed.  While  hedge  funds  are  subject  to  market  risks 
common  to  other  types  of  investments,  including  market  volatility,  hedge  funds  employ  certain  trading 
techniques,  such  as  the  use  of  leveraging  and  other  speculative  investment  practices  that  may  increase  the 
risk  of  investment  loss.  Products  may  involve  above-average  risk.  Risks  associated  with  hedge  fund 
investments  include,  but  are  not  limited  to,  the  fact  that  hedge  funds  can  be  highly  illiquid;  they  are  not 
required  to  provide  periodic  pricing  or  valuation  information  to  investors;  they  may  involve  complex  tax 
structures  and  delays  in  distributing  important  tax  information;  they  are  not  subject  to  the  same 
regulatory  requirements  as  mutual  funds;  they  often  charge  higher  fees  and  the  high  fees  may  offset  the 
funds'  trading  profits;  they  may  have  a  limited  operating  history;  they  can  have  performance  that  is 
volatile;  they  may  have  a  fund  manager  who  has  total  trading  authority  over  the  fund  and  the  use  of  a 
single  adviser  applying  generally  similar  trading  programs  could  mean  a  lack  of  diversification,  and 
consequentially,  higher  risk;  they  may  not  have  a  secondary  market  for  an  investor's  interest  in  the  fund 
and  none  may  be  expected  to  develop;  they  may  have  restrictions  on  transferring  interests  in  the  fund; 
and  may  effect  a  substantial  portion  of  their  trades  on  foreign  exchanges. 

All  material  is  compiled  from  sources  believed  to  be  reliable,  but  accuracy  cannot  be  guaranteed. 

This  material  may  not  be  distributed  to  other  than  the  intended  recipients.  Unauthorized  reproduction  or 
distribution  of  all  or  any  of  this  material  is  strictly  prohibited. 
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ESTIMATION  OF  HOUSING  BUBBLE:  Comparison  of  Recent  Appreciation  vs.  Historical  Trends  j 

Real  Home  Price  Index  (1975  =  100) 
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60  DAY+DELINQUENCY  AND  FORECLOSURE 
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Fact  Sheet  for  Three  Examples  of  Failed  AAA  Ratings 


Vertical  ABS  CDO  2007-1 

Fremont  (GSAMP  Trust  2007-FM2) 

Delphinus  CDO  2007-1,  Ltd.              j 

Type 

Hybrid  CDO 

RMBS 

Hybrid  CDO 

Size 

$1.5  billion 

$1  billion 

$1.6  billion 

Underwriter 

UBS 

Goldman  Sachs 

Mizuho 

Initial  Rating  Date;        S&P 

Moody's 

4/10/2007 
4/26/2007 

02/28/2007 
03/08/2007 

08/02/2007 
07/31/2007                     ! 

#  AAA  tranches 

3 

5 

7                                             ! 

First  downgrade;           S&P 

Moody's 

11/14/2007 
10/25/2007 

10/17/2007 
12/04/2007 

12/21/2007 
11/07/2007                     1 

First  downgrade  AAA;  S&P 

Moody's 

11/14/2007 
10/25/2007 

08/20/2008 
10/23/2008 

12/21/2007 
01/18/2008                     1 
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Current  rating  of  AAA;  S&P 

Moody's 

Withdrawn 
Withdrawn 

4  out  of  5:  CCC 
4  out  5:  Caa3  and  below 

Withdrawn 
Withdrawn 

Source:  Prepared  by  the  Subcommittee  based  on  information  from  S&P  and  Moody's  websites,  February  22,  2011.  The  sizes  are  all                       i 
approximations. 
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From:  Gutierrez,  Michael  i^^h^m^^^^^^^^^^^^mi 

Sent:  Sunday,  October  01,  2006  12:04  PM 
To:  Mackey,  Robert 
Subject:  RE:  REO  DATA 


I  agree 


Original  Message — r 

From:    Mackey,  Robert 

Sent:    Saturday,  September  30,  2006  2:10  PM 

To:      Gutierrez,  Michael 

Subject:         RE:  REO  DATA 

may  I  also  recommend  that  if  we  bring  Anne  on  board  we  could  have  her  do 
some  of  this  important  data  collecting  and  analysis  for  us  while  we  get  her  up  to 
speed. 

Original  Message 

From:    Gutierrez,  Michael 

Sent:    Saturday,  September  30,  2006  2:07  PM 

To:      Mackey,  Robert;  Koch,  Richard;  Highland,  Edward;  Frie,  Steven 

Subject:         RE:  REO  DATA 

Good  questions  all  of  which  we  should  discuss  further 

— Original  Message — 
From:    Mackey,  Robert 
Sent:    Saturday,  September  30,  2006  11:06  AM 
To:      Gutierrez,  Michael;  Koch,  Richard;  Highland,  Edward;  Frie,  Steven 
Subject:         RE:  REO  DATA 

The  numbers  are  alarming,  yet  very  consistent  (gross,  net,  and  loss 
severity).  Is  there  a  way  we  could  dig  a  little  deeper  into  several  of 
the  clients  responses  to  determine  liquidation  costs,  REO,  handling 
costs  etc.  to  "back  into"  potential  overzealousness  on  the  front 
end?  Should  the  loss  severity  percentage  become  more  important 
in  our  analysis? 

Original  Message — 

From:    Gutierrez,  Michael 

Sent:    Friday,  September  29,  2006  4:48  PM 

To:      Koch,  Richard;  Highland,  Edward;  Frie,  Steven;  Mackey,  Robert 

Subject:         RE:  REO  DATA 

You  hit  it  right  on  the  head  -  Ernestine  told  me  that  broken 
down  to  loan  level  what  she  is  seeing  in  losses  is  as  bad  as 
high  40s  -low  50s  %  I'd  love  to  be  able  to  publish  a 
commentary  with  this  data  but  maybe  too  much  of  a  powder 
keg 
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I'm  still  at  a  loss  over  what  to  talk  about  at  theRMBS-Hot 
Pockets  in  October 

Original  Message 

From:    Koch,  Richard 

Sent:    Friday,  September  29,  2006  3:50  PM 

To:      Highland,  Edward;  Gutierrez,  Michael;  Frie,  Steven;  Mackey,  Robert 

Subject:         RE:  REO  DATA 

No,  I  think  it  is  telling  us  that  underwriting  fraud; 
appraisal  fraud  and  the  general  appetite  for  new 
product  among  originators  is  resulting  in  loans  being 
made  that  shouldn't  be  made. 

Hey  Mike,  if  Spitzer  could  prove  coercion  this  could 
be  a  RICO  offense! 

— Original  Message — 
From:    Highland,  Edward 
Sent:    Friday,  September  29,  2006  2:40  PM 
To:      Gutierrez,  Michael;  Frie,  Steven;  Koch,  Richard;  Mackey,  Robert 
Subject:         RE:  REO  DATA 

Is  this  telling  us  the  foreclosure  expense, 
winterizing,  etc.  is  running  at  40%? 

Edward  B.  Highland,  Jr. 

Director 

Standard  and  Poor's 

55  Water  Street 

42nd  Floor 

New  York,  NY  10041-0003 

Tel  212-438-1287 
Fax  212-438-2662 

Edward_Highland@sandp.com 
www.stardardandpoors.com 


Original  Message — 

From:    Gutierrez,  Michael 

Sent:    Friday,  September  29,  2006  12:20  PM 

To:      Frie,  Steven;  Koch,  Richard;  Mackey,  Robert;  Highland, 

Edward 

Subject:         FW:  REO  DATA 


Gents: 
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Takea  look  at  these  stats  - 1  find  them 
most  interesting!! 


Original  Message 

From:    Moskowitz,  Gregg 

Sent:    Friday,  September  29,  2006  10:52  AM 

To:      Gutierrez,  Michael 

Subject:         REO  DATA 


«  File:  lossseverity.xls  » 

Gregg  Moskowitz 

Senior  Research  Assistant,  Structured  Finance 

Ratings 

Standard  &  Poor's 

SS  Water  Street  (42nd  Floor) 

New  York,  NY  10041-0003 

S  (212)438-1838 

ffi  (212)438-2662 

SGregg_Moskowitz@standardandpoors.com 
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From:  PollsehT  Robert  mi^K^^^^^^^^^^^^^^^^^^^^a^^mm^^m 

Sent:  Tuesday,  February  1 4,  2006  1 1 : 1 3  AM 

To:  Agbabiaka,  Taoheed;  Avant-Koger,  Paula;  Clarke,  Lisa;  Davey,  Scott;  Giudici,  Andrew; 

Graffeo,  Michael;  Joyce,  Kristymarie;  Liu,  Shawn;  Mahabir,  Lai;  Rao,  Asha;  Recentes,  Darwin; 

Rivera,  Jessica;  Rivera,  John;  Rocha,  Martha;  Warner,  Ernestine;  Young,  Steven  2/13/2006; 

Albergo,  Leslie;  Kostiw,  Karen;  Mcdermott,  Gail;  Osterweil,  Terry;  Stock,  Michael;  Warrack, 

Thomas 

Subject:  U.S.  HOUSING  MARKET  -  Looming  "reset  problem"  -  article  in  Barron's  2/13/2006... 

Coming  Home  to  Roost  By  JONATHAN  R.  LAING  (from  Barron's  2/13/2006) 
THE  RED-HOT  U.S.  HOUSING  MARKET  MAY  be  fast  approaching  its  date  with  destiny. 
Indeed,  inside  the  mortgage  trade,  much  anxiety  is  being  focused  on  a  looming  "reset  problem.  " 
Over  the  next  two  years,  monthly  payments  on  an  estimated  $600  billion  of  mortgages  to 
borrowers  with  checkered  or  no  credit  histories  —  the  "sub-prime"  market  -  may  zoom  as 
much  as  50%  higher,  as  the  two-year  teaser  rates  on  hybrid  adjustable-rate  loans  expire  and 
interest  payments  hit  their  fully  indexed  levels. 

In  the  past,  such  resets  caused  little  disruption.  For  one  thing,  the  sub-prime  market  was 
strikingly  smaller.  Only  $97  billion  of  such  mortgages  were  originated  in  1996,  compared  with  a 
mammoth  $628  billion  last  year  and  $540  billion  in  2004,  according  to  the  trade  publication 
Inside  B&C  Lending.  Sub-prime  loans  outstanding  now  account  for  more  than  10%  of  the  total 
U.S.  mortgage  debt  of  $8.4  trillion. 

Moreover,  the  reset  triggers  on  sub-prime  mortgages  have  dramatically  shortened,  with  the 
loosening  in  underwriting  standards.  During  the  past  two  years,  "affordability"  products,  as  the 
industry  has  dubbed  them,  have  migrated  from  prime  to  sub-prime  borrowers.  Sub-prime 
borrowers  used  a  variety  of  products,  including: 
Hybrid  ARMs,  with  low  teaser  rates  in  the  early  years. 

"IO  Mortgages,"  which,  in  their  early  years,  charge  interest  only  and  require  no  repayment  or 
amortization  of  principal. 

"Stated  Income"  or  "No  Doc"  Loans,  requiring  no  verification  of  a  borrower's  income. 
Option  ARMs,  which  give  borrowers  the  option  of  making  smaller  than  normally  required 
monthly  payments,  with  the  unpaid  portion  being  added  to  principal. 
Piggy-Back  Mortgages,  in  which  the  borrower  received  a  first  mortgage  of,  say,  80%  of  a 
home's  value,  plus  a  credit  line  to  cover  his  down  payment  on  a  new  home. 
Surging  property  values  in  much  of  the  country  in  the  past  four  years  helped  bail  out  many  sub- 
prime  borrowers,  letting  them  refinance  their  loans  as  painful  resets  loomed.  Many  borrowers  not 
only  refinanced  old  debt  at  attractive  teaser  rates,  but  also  sucked  additional  equity  out  of  their 
homes  with  cash-out  refinancings,  to  pay  off  higher-rate  credit-card  debt.  Meanwhile, 
delinquency  rates  and  credit  losses  remained  artificially  low.  A  tapped-out  borrower  always 
could  sell  his  home  into  a  soaring  real-estate  market  to  pay  off  his  mortgage  debt  and  regroup. 

But  now  the  refi  window  may  be  closing  for  the  sub-prime  crowd.  The  Fed's  hikes  in  short-term 
interest  rates  have  pushed  up  fully  indexed  ARM  rates.  At  the  same  time,  evidence  is  mounting 
that  home-price  appreciation  is  slowing  or,  in  a  few  areas,  reversing.  And  the  secondary  market 
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in  mortgage-backed  securities,  which  provides  some  90%  of  the  liquidity  in  the  sub-prime 
market,  is  starting  to  balk  at  the  easy  lending  practices  in  this  sector. 

Various  doomsday  scenarios  are  being  posited.  A  New  York  hedge-fund  manager  heavily 
playing  the  short  side  of  sub-prime  mortgage  securities  foresees  a  coming  spiral  in  delinquencies, 
foreclosures  and  credit  losses  from  tapped-out  sub-prime  borrowers  facing  monthly  payments 
they  can't  meet.  A  deadly  feedback  loop  impends  in  which  forced  home  sales  will  diminish 
collateral  values,  which,  in  turn,  will  foster  yet  more  delinquencies  and  forced  sales.  Before  the 
crisis  runs  its  course,  the  deflationary  contagion  will  infect  all  manner  of  homes,  from  high-end 
to  starters,  says  this  bear. 

To  be  sure,  this  prediction  is  both  apocalyptic  and  self-serving.  Market  shifts  usually  tend  to 
unfold  slowly  enough  to  let  players  adjust.  "I  just  don't  see  any  coming  collapse  in  the  sub-prime 
market  as  long  as  the  U.S.  economy  and  job  growth  stays  strong  and  interest-rate  increases 
remain  subdued,"  insists  Doug  Duncan,  chief  economist  of  the  Mortgage  Bankers  Association  in 
Washington.  Echoes  Guy  Cecala,  publisher  of  Inside  B&C  Lending:  "People  have  been  crying 
wolf  about  the  looming  sub-prime  reset  crisis  for  two  years  and  nothing  has  happened.  Lending 
standards  are  now  being  tightened  up,  so  I  expect  we'll  muddle  through." 

Perhaps  so.  But  significant  sticker  shock  impends  for  sub-prime  borrowers.  Say  they  are  paying  a 
fixed  teaser  rate  of  7%  (typical  of  what  the  2004  and  2005  cohort  of  sub-prime  borrowers  had  to 
pay  while  borrowers  with  good  credit  got  fixed  rates  of  5%).  Come  reset,  typical  contracts  call 
for  a  floating  rate  of  600  basis  points,  or  six  full  percentage  points  over  the  six-month  London 
interbank  offered  rate,  a  money-market  benchmark.  Six-month  LIBOR  has  risen  to  around  4.7%, 
which  means  that  the  borrower  would  face  more  than  a  50%  jump  in  mortgage  interest 
expense  to  J '0.7%,  subject  to  certain  temporary  caps  on  the  permissible  jump  in  interest  rates. 

The  shock  will  be  even  greater  for  the  sub-prime  borrowers  who  are  facing  not  only  a  jump  from 
a  fixed  to  a  floating  rate,  but  also  the  burden  of  amortizing  principal  after  two  years  of  interest- 
only  payments.  And  for  many,  the  interest-  rate  reset  and  IO  expiration  will  occur  on  the  same 
day  -  a  reflection  of  the  "risk  layering"  prevalent  in  the  sub-prime  market  over  the  past  two 
years. 

Of  course,  if  sub-prime  borrowers  have  enough  untapped  equity  in  their  homes,  they  will  be  able 
to  refinance  their  loans  on  somewhat  similar  terms  -  the  new  teaser  rates  have  risen  to  only  7.5% 
~  and  roll  the  dice  for  another  two  years. 

But  Glenn  Costello  of  Fitch  Ratings  estimates  that  at  least  a  quarter  of  all  sub-prime  borrowers 
facing  resets  may  have  precious  little  equity  left,  even  with  the  huge  surge  in  home  prices  in  the 
past  two  years.  Many  piggy-backed  loans  to  borrow  the  down  payment  on  their  homes,  in 
addition  to  taking  on  a  conventional  mortgage.  "For  some  borrowers,  there  will  just  be  no  loan- 
to-value  gap  left,"  Costello  contends. 

In  recent  months,  mortgage  underwriting  standards  have  indeed  begun  to  tighten,  mostly  at  the 
instigation  of  the  secondary  market,  where  the  bulk  of  all  sub-prime  mortgages  trade  as 
securities.  Investors  seem  to  have  lost  much  of  their  zest  for  IOs  and  hybrid  ARMs.  Risk  layering 
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is  also  being  discouragedyResetperiods  are  also  being  extended  out  to  five  years  to  avoid  future 
refinance  jam-ups  like  what  now  looms  in  the  next  two  years. 

Even  more  ominous  for  the  sub-prime  borrowers  with  more  than  $600  billion  or  mortgages 
resetting  in  the  next  two  years  would  be  new  standards  for  "nontraditional"  mortgage  products 
that  have  been  jointly  proposed  by  a  number  of  federal  regulators  (the  Office  of  the  Comptroller 
of  the  Currency,  the  Federal  Reserve,  the  FDIC,  the  Office  of  Thrift  Supervision  and  the 
National  Credit  Union  Administration). 

The  regulators  want  lenders  to  qualify  borrowers,  based  on  the  full  payments  they  will  incur  once 
teaser  rates  expire  or  full  principal  amortization  on  the  loans  begin.  The  prevailing  practice  in  the 
sub-prime  industry,  however,  considers  only  initial  monthly  payment  levels. 

Deutsche  Bank  Securities  analyst  Eugene  Xu  illustrates  the  impact  such  standards,  if  eventually 
implemented,  would  have  on  sub-prime  borrowers  hitting  the  refi  window. 

A  household  making  $60,000  a  year,  with  a  total  debt-to-income  ratio  of  40%,  currently  could 
qualify  for  a  $288,000  hybrid  ARM,  paying  a  fixed  interest-only  rate  of  7.5%  for  the  first  two 
years,  followed  by  28  years  of  floating  rates.  But  if  the  underwriting  standard  were  based  on  the 
current  fully  indexed  10.7%  rate,  the  applicant  would  qualify  for  a  loan  of  just  $192,000. 

These  days,  many  sub-prime  lenders  are  offering  40-year  fixed-rate  mortgages  to  reduce  monthly 
payments.  But  even  under  this  scenario,  our  hypothetical  borrower  would  be  able  to  obtain  only 
a  $234,000  loan  at  the  prevailing  sub-prime  rate  of  9%  ,  says  Xu.  "The  implication  of  all  this  is 
that  many  sub-prime  borrowers  who  took  out  loans  in  recent  years  may  not  be  able  to  refinance 
unless  their  income  increases  or  interest  rates  drop  significantly,"  he  observes  dryly.  In  other 
words,  the  American  Dream  of  home  ownership  could  turn  into  a  Roach  Motel  nightmare. 

Of  course,  the  proposed  standards  are  likely  to  be  watered  down.  And  if  U.S.  home  prices  keep 
rising  smartly,  the  refinance  crisis  in  the  sub-prime  market  could  be  largely  avoided.  Industry 
economists  from  Freddie  Mac  to  the  National  Association  of  Realtors  all  think  that  a  5%  to  7% 
rise  in  housing  prices  is  easily  doable  this  year,  if  not  the  double-digit  surge  of  2005. 

SOME  SIGNS  OF  PRICE  WEAKNESS  are  already  apparent.  Inventories  of  unsold  homes  are 
building  in  areas  that  led  the  recent  price  boom,  such  as  Southern  California  and  the  East  Coast. 
In  many  areas,  affordability  indexes  (which  measure  the  ability  of  a  family  with  the  median 
income  for  that  area  to  buy  a  home  selling  at  the  median  price  there)  are  at  two-decade  lows. 
Sales  of  used  or  "existing"  homes  have  sunk  for  three  consecutive  months,  according  to  the 
National  Association  of  Realtors,  even  though  that  trade  group's  national  figures  showed  that 
home  prices  in  December  were  an  extraordinary  12.7%  above  the  year-earlier  level. 

Richard  DeKaser,  senior  vice  president  and  chief  economist  of  Cleveland-based  National  City 
(ticker:  NCC),  has  more  than  an  academic  interest  in  what's  happening  in  housing.  National  City 
is  not  only  a  top- 10  originator  and  servicer  of  prime  mortgages,  but  it  also  owns  a  major  sub- 
prime  lending  concern,  First  Franklin.  These  days,  his  attention  is  riveted  on  National  City's 
quarterly  survey  "Home  Prices  in  America."  As  of  2005's  third  quarter,  the  latest  period  for 
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which  "data  are  available,  "it  showed  38% of  the  U.S.  housing"rriarket atan  "extreme" 
overvaluation  level  of  30%  or  higher.  The  champ,  or  chump:  Naples,  Fla.,  where  National  City 
believes  homes  are  84%)  overvalued. 

Experience  in  the  299  metropolitan  areas  covered  in  the  survey  shows  that  such  levels  of 
overvaluation  are  typically  followed  by  price  declines  of  about  15%  that  take  an  average  of  three 
years  to  unfold.  If  systemic  and  not  merely  localized,  he  asserts,  any  correction  this  time  around 
could  have  nasty  side-effects:  "Individuals  will  suffer  a  wealth  decline  and  spend  less  freely. 
Lenders  will  suffer  elevated  loans  losses  and  credit  conditions  will  tighten.  Mortgage-backed 
securities  will  lose  value  and  consumer  confidence  and  home  building  will  decline." 

The  survey's  models  and  methodology  are  more  sophisticated  than  many  such  valuation  studies. 
Home-price-to-local-income  ratios  are  only  one  element  examined.  The  survey  also  makes 
adjustments  for  such  factors  as  population  density  (in-  or  out-migration  from  an  area  can  have  a 
big  impact  of  home  prices),  mortgage  rates,  relative  income  levels  (rich  folks  will  allocate  more 
of  their  income  to  luxury  homes  as  real  income  rises).  The  study  also  uses  a  local  adjustment 
factor  for  home-price-to-income  ratios.  For  example,  Santa  Barbara,  Calif,  and  Honolulu  always 
boast  higher  ratios  than  other  metro  areas,  presumably  because  of  such  pluses  as  their  stunning 
climes. 

One  ray  of  hope:  The  level  of  overvaluation  is  so  high  and  has  been  for  so  long  that  DeKaser  is 
beginning  to  doubt  his  models'  current  relevance  and  predictive  value.  "I  worry  that  the  massive 
secular  shift  from  fixed-rate  loans  to  ARMs  and  the  greater  purchasing  power  that  homebuyers 
consequently  have  may  have  skewed  our  findings  some,"  he  says. 

Another  positive:  Delinquency  and  foreclosure  rates  in  the  sub-prime  market  certainly  evidence 
few  signs  of  stress.  According  to  Loan  Performance,  a  San  Francisco  statistical  service,  just 
2.43%)  of  homes  bought  with  sub-prime  loans  were  in  foreclosure  in  November.  That  was 
materially  lower  than  the  4.38%>  reported  three  years  earlier.  Serious  sub-prime  delinquencies 
had  likewise  fallen  over  the  three  years  through  November,  to  5.3%)  from  8.16%. 

But  these  figures  ignore  several  important  realities.  First,  nearly  all  the  $1  trillion  in  outstanding 
sub-prime  loans  were  made  in  the  past  two  years,  to  buy  homes  or  refinance  older  debt.  Such 
loans  typically  must  age  a  year  or  more  before  repayment  problems  crop  up. 

Likewise,  the  low  interest  rates  and  looser  lending  standards  available  in  the  past  two  years  have 
afforded  all  but  the  most  busted-out  sub-prime  borrowers  the  ability  to  refinance  on  easy  terms. 

Of  course,  the  huge  levitation  in  home  prices  in  2004  and  2005  also  did  wonders  for  default  and 
delinquency  levels.  Borrowers  who  couldn't  afford  their  monthly  payments  were  able  to  resolve 
their  debt  problems  by  merely  selling  their  homes,  sometimes  even  booking  a  profit  in  the 
process.  This  was  especially  true  in  overheated  markets  like  California,  which  accounts  for  about 
30%  of  sub-prime  mortgage  debt. 

Deutsche  Bank's  Eugene  Xu  looked  at  mortgage-loss  severity  rates  provided  by  Loan 
Performance  on  a  range  of  loans  between  prime  and  sub-prime  loans  that  defaulted  over  the  past 
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three  years.  Allhad  firsrliensnofrthe"und^  had  original  loan-to- valueratios 

of  75%  to  85%.  They  were  of  superior  quality,  in  other  words,  to  many  of  the  sub-prime 
mortgages  outstanding  today. 

What  he  found  was  revelatory.  In  areas  with  moderate  home-price  gains  over  the  past  five  years, 
such  as  Jackson,  Tenn.,  Memphis  and  Indianapolis,  which  had  compound  price  appreciation  of 
less  than  4%,  loan-loss  severity  clocked  in  at  more  than  35%  of  the  outstanding  balance. 

In  contrast,  areas  such  as  Santa  Barbara  and  San  Diego,  which  saw  huge  annual  price  growth  of 
over  16.4%,  showed  minimal  loan  losses  of  under  3%.  "Sure  other  factors  enter  into  loss 
severities  such  as  closing  costs  and  loan  size,  but  previous  price  appreciation  is  the  primary 
determinant,"  he  asserts.  "Thus,  loss  severities  in  key,  overheated  markets  like  California  and 
New  York  could  skyrocket  by  eight-to-10  fold  even  if  home  prices  growth  just  moderates 
markedly  rather  goes  negative." 

Modern-day  sub-prime  lending  burst  onto  the  scene  only  in  the  mid-'Nineties,  pushed  by  upstart 
lenders  enticed  by  wide  margins  and  fat  fee  income.  Industry  growth  surged  until  a  liquidity 
crisis  erupted  in  1998  in  the  U.S.  credit  markets,  following  the  Russian  ruble  crisis  and  the 
collapse  of  the  Long  Term  Capital  Management  hedge  fund.  Dozens  of  sub-prime  lenders  were 
driven  out  of  business  and  hideous  loan  performance  made  road  kill  of  outfits  like  the  Money 
Store. 

But  the  industry  has  roared  back,  riding  the  tidal  wave  of  home-price  appreciation  that  sub-prime 
loans  have,  in  turn,  helped  foster.  In  recent  years,  a  number  of  blue-chip  companies  such  as 
Citigroup  (C),  General  Electric  (GE),  Wells  Fargo  (WFC),  H&R  Block  (HRB),  Countrywide 
Financial  (CFC)  and  HSBC  (HBC)  have  muscled  into  the  industry,  mostly  by  buying  existing 
players  and  letting  them  operate  independently. 

The  sub-prime  lending  crowd  has  been  rocked  by  more  than  its  share  of  scandals  since  the  turn 
of  the  millennium.  Just  last  month,  privately  held  Ameriquest  settled  with  49  states  for  $325 
million.  Among  other  things,  it  had  been  charged  with  systematically  abusing  customers  by 
steering  them  into  higher-cost  loans  and  leaning  on  appraisers  to  inflate  home  appraisals  so  it 
could  make  larger  loans. 

Shortly  after  they're  originated,  nearly  all  sub-prime  loans  are  packaged  into  securitizations  and 
sold  to  public  investors.  As  result,  sub-prime  offers  the  best  of  all  worlds  in  most  credit 
environments.  Borrowers  assume  the  bulk  of  the  interest-  rate  risk  by  taking  out  ARMs  and  can 
be  a  source  of  fat  fee  income.  Meantime,  all  or  most  of  the  credit  risk  on  the  loans  is  shifted  to 
the  investors  in  securitizations. 

Obviously,  any  smash-up  in  the  sub-prime  market  would  hurt  lenders.  Some  such  as  New 
Century  Financial  (NEW)  are  set  up  as  real-estate  investment  trusts  and,  as  such,  retain  some  of 
their  securitizations  and  those  of  other  players.  Origination  volume  is  also  likely  to  drop,  which 
would  hurt  lenders  with  costly  infrastructures  that  can't  be  downsized  easily  in  the  face  of  lower 
volumes.  Still,  most  of  the  major  sub-prime  lenders  are  small  cogs  in  much  larger  corporate 
structures.  And  industry  giant  Ameriquest  is  privately  held. 
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In  a  bad  market,  most  of  the  blood  would  spilled  in  thelower-ranking  tranches  of  sub-prime  ~  ~ 

mortgage-backed  securities,  bonds  rated  triple-B  minus  and  below.  That's  because  the 
overcollateralization  and  excess  interest  margin  (the  difference  between  the  interest  thrown  off 
by  the  pool  and  the  interest  promised  the  holders  of  the  different  tranches  in  the  securitization) 
afford  only  about  7%  to  8%  loss  protection  to  triple-B  holders. 

Any  shortfall  in  interest  payments  and  mortgage^principal  loss.aboveJthat  level. would  eat-away. 

at  their  returns.  In  these  securitizations,  interest  and  principal  payments  cascade  down  from  the 
higher  to  lower  tranches.  Priority  of  losses  moves  in  the  opposite  direction  from  residual  tranches 
and  double-B  bonds  upward. 

The  aforementioned  New  York  hedge-fund  manager  is  busily  shorting  triple-B  and  triple-B- 
minus  tranches  in  sub-prime  securitizations  by  buying  credit  protection  on  them  in  the  credit- 
default-swap  market.  The  fund  is  also  short  various  collateralized  debt  obligations,  an  estimated 
$50  billion  or  so  invested  mostly  in  the  junior  tranches  of  sub-prime  securitizations.  "These 
CDOs.. .could  get  completely  wiped,"  the  manager  says.  The  cascade  on  interest  and  principal 
repayments  from  the  securitizations  above  them  might  slow  to  a  trickle. 

The  liquidity  of  the  sub-prime  market  depends  on  continued  purchases  by  CDOs  of  the  randier 
tranches  of  sub-prime  securitizations.  Should  this  funding  dry  up,  the  sector's  financing  structure 
could  seize  up.  And  that  would  spell  big  trouble  not  only  for  sub-prime  borrowers,  but  for  the 
entire  U.S.  housing  market.. .and  economy. 
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From:  Seeking  Alpha  [acc6unf@seekingalpha.coiir  '  ~    "    ~ 

Sent:  Sunday,  March  25,  2007  2:50  PM 

To:  james_gmndy@sandp.com 

Subject:  Asset  Manager  Sy  Jacob's  Subprime  Longs  and  Shorts 

Assef  Manager  Sv  Jacob's  Subprime  Longs  and  Shorts      .  .;:.".,  ,..,-.. 

Judv  Weil  submits:  Annotated  article  summary  from  this  weekend's  Barron's.  Receive  all  our 
Barron's  summaries  by  signing  up  here: 

Slow-Motion  Train  Wreck  Picks  Up  Speed  by  Sandra  Ward 

Summary:  Barron's  interviews  Sy  Jacobs,  founder  and  investment  manager  of  Jacobs  Asset 
Management,  whose  annual  returns  have  averaged  16.4%  since  the  fund's  inception  in  1995. 
Jacobs  predicted  the  subprime  breakdown  in  2005,  and  cautions  that  subprime  problems  are  not 
contained,  and  will  strike  all  credit  classes.  His  longs  and  shorts: 

•  NovaStar  Financial  (NFI)  and  New  Century  Financial  (NEWC.PK)  -  he's  still  short. 
Jacobs  expects  Fremont  General  (FMT)  to  be  flayed  by  regulators  due  to  its  lax  standards 
and  incompetence. 

•  Bankrate  (RATE)  --  short.  Its  client  base  of  mortgage  brokers  and  backers  are  rapidly 
disappearing. 

•  Credit-rating  agencies  like  Moody's  (MCO)  and  McGraw-Hill  (MHP)  [owner  of  Standard 
&  Poor]  have  high  collateralized  debt  obligations,  residential  mortgage-backed  securities 
and  subprime  holdings  that  account  for  30-40%  of  their  operating  profits.  Congress  could 
come  down  hard  on  agencies  who  should  have  been  more  vigilant. 

•  He's  long  on  financials  that  are  sensitive  to  short-term  interest  rates  but  not  to  credit, 
because  he  believes  the  Fed  will  start  cutting  rates  as  the  housing  crisis  deepens.  One 
example:  Annaly  Capital  Management  (NLY). 

•  Residential  mortgage  REIT  Anworth  Mortgage  (ANH)  should  rise  from  $9  to  $1 6  as 
funding  costs  shrink  while  ARM  assets  rise. 

•  Opteum  (OPX)  ~  ALT-A  fears  have  made  this  stock  oversold.  Book  value  is  $7.85/share, 
while  shares  are  at  $4.50.  Citibank  (C)  took  a  7.5%  stake  for  150%  of  book  at  year-end 
2006. 

•  Origen  Financial  (ORGN)  -  the  only  remaining  player  in  manufactured-housing  finance. 
With  the  end  of  the  housing  boom  and  a  possible  decline  in  home  ownership, 
manufactured  housing  should  benefit. 

Related  Links:  Seeking  Alpha's  Housing  Bubble  and  Real  Estate  Market  Tracker  *  It's  Time  To 
Regulate  the  Subprime  Loan  Business  *  Subprime  Mortgage  Bust  Could  Create  Ad  Trouble  for 
Google 


Related  Articles 

•     Read  more  articles  by  Judy  Weil 


Permanent  Subcommittee  on  Investigations 


ationsl 
risis  I 


Wall  Street  &  The  Financial  Crisis 

Report  Footnote  #1046  |      PSI-S&P-RFN-000006 


Footnote  Exhibits  -  Page  0606 


-  -  *     Read  more  on  the  symbols  ANH,FMT-.MeQ:MHP;NEWe.PK;NFI,NL-Y-RA-TE 
.     Subscribe  to  email  alerts  about  ANH.FMT.MCO.MHP.NEWC.PK,NFI.NLY.RATE 

Research  Stocks  and  ETFs 

Type  in  stock  symbol  to  get  opinion  and  analysis,  earnings  call  transcripts,  quote  and  chart: 


GO 


Advertisement 

Grab  These  5  Stocks  with  Both  Hands! 

From  the  leader  in  the  satellite  TV  revolution  to  one  of  the  nation's  largest  REITs  -  these  5  secret 
stocks  are  ready  to  explode  in  2007!  Find  out  what  they  are  and  how  you  can  profit  today! 
Download  your  FREE  report! 

Once-per-day  Email  Mode  Now  Available!     , 

You  can  now  receive  all  your  Seeking  Alpha  emails hi  a  once-per-day  format.  ': ":  '.-■ 

If  you  would  prefer  this  single  daily  email  that  contains  all  the  content  you  signed  up  for,  just 

click  hereto  modify  your  settings.  ;•    • :         '.;; ".;._'  '■}.      /.:.";;,.'         v  '?•]■'■■[  ;■'.■-■  :. '■.■■''•'  ■}■'" 

This  Post:  •  :  ;  ■ '■■■■•i:.W'r.\  '■   .:■  '■'■ 'V.V-  Jx.:  ■>■''■         '••:•■,■;.'■•    ;''■'         7X;?7>v^-':.v^'  '-:-^S 

View/ Add  Comments  \  ■  '--,■/.-_■■  V'Cv "  :-v  '•■:'.'        :.","   ''":''    ''''■'':  '■.' :  ••'  '■•;?'■•-.■;;'•. '.:;"-v"V  >;';/■•'*  *°''--' 

Add  to  del.icio.us  (What  s  this?)        •■  ■;J..>  •'••'.;  ■■''■''.• '..  ■■ ■  •'-•-'■ 'i:  .;V->.  Vv.   .  : '.:.:..■.    ;•,  .'■'     •'.:''  ■  ';■ 
Your  Account-  '■;.'-:>.•;•,■{-.:.•■' 

Modify  Account  Settings.  .'  "    v;. 

About  Seeking  Alpha  /,"  _ 

Unsubscribe  completely  '•'■'•  ,_';;,  ,"•     •■:'.■■;"■•,■"'.'  ■■•-,:•;  ■ 

Copyright  Seeking  Alpha  Ltd.  2007  -.  all  rights  reserved  ;     ■. 


PSI-S&P-RFN-000007 


Permanent  Subcommittee  on  Investigations 

Document  originally  produced  in  unformatted  text;  reformatted 

(including  exclusion  of  metadata)  for  readability  by  the  Subcommittee. 

Original  document  retained  in  Subcommittee  files. 

DATEr  0372672007   "  ^^^^^— ^^^^— ^^^^^^^™ 

TIME:   14:34:26  GMT 

AUTHOR:  Brennan,  James 

RECEIPIENT:  Patrick  Brennan 

CC: 

SUBJECT:  RE:  barren's  article;  deacon,  not  sure  if  you  saw  this  but  this  guy  talks  about  short  on 

moody's  and  s&p 

Lovely,  with  the  UNC  loss  yesterday  and  this  crap  below,  the  only  thing  that  could  make  me  feel 
better  is  a  massive  round  of  layoffs  in  the  Lehman  investment  banking  division. 

Jim 


James  M  Brennan 
Moody's  Investors  Service 
Phone:  212-553-1407 
Fax:212-298-6735 
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From:  Patrick  Brennan  [mailto:patrick@boyarvalue.com] 

Sent:  Monday,  March  26,  2007  10:09  AM 

To:  Brennan,  James 

Subject:  barren's  article;  deacon,  not  sure  if  you  saw  this  but  this  guy  talks  about  short  on 
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Slow-Motion  Train  Wreck  Picks  Up  Speed 

Interview  With  Sy  Jacobs,  Founder  and  Investment  Manager,  Jacobs  Asset  Management 
By  SANDRA  WARD 

PEOPLE  WHO  READ  OUR  FOURTH  OF  JULY  2005  interview  with  Sy  Jacobs  would  hardly  be 
surprised  by  the  current  meltdown  in  the  subprime  loan  market.  And  it  should  come  as  no 
surprise  that  Jacobs,  with  a  23-year  history  of  covering  the  financial  markets,  predicted  the 
debacle.  He  has  also  shined  as  the  principal  of  the  $222  million  Jacobs  Asset  Management  in 
Manhattan,  which  includes  a  $45  million  private-equity  fund.  Last  year,  his  market-neutral 
financial  fund  gained  16.8%  after  fees,  compared  with  13.8%  for  the  S&P  500.  Since  the  fund's 
start  nearly  12  years  ago,  it  has  returned  16.4%,  on  average,  versus  11%  for  the  S&P.  He  sees 
the  debacle  deepening,  but  spies  opportunities,  as  well,  in  the  adversity. 

Barron's:  Nearly  two  years  ago,  you  saw  the  day  of  reckoning  coming  for  subprime  mortgage 
lenders. 

Jacobs:  When  we  spoke  in  2005,  I  was  worried  about  what  was  brewing  in  subprime,  given  the 
loosening  in  underwriting  standards  and  the  extension  of  credit  to  those  with  little  equity  and  the 
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inability  to  pay  the  loans  back  unless  housing  prices-continued  to  rise.i'm  surprisedhow  long  it      - 
has  taken  to  unravel,  but  it  has.  Michael  Farrell  at  Annaly  Capital  Management  has  been  calling 
it  the  slow-motion  train  wreck,  and  the  fact  that  it  went  on  for  another  year  or  two  since  we 
spoke  only  makes  it  worse  because  the  credit  markets  accepted  more  and  more  risk  and  got 
thinner  and  thinner  margins  while  the  party  was  still  going  on.  The  events  of  the  past  two  weeks 
would  tell  you  that  the  train  wreck  is  accelerating  and  is  turning  into  a  contagion.  Subprime  will 
bring  down  mortgage  lending,  housing  and,  in  turn,  the  economy  and  the  market. 

Some  insist  the  problems  in  the  subprime  market  are  manageable. 

The  problems  in  subprime  are  not  self-contained.  It  is  a  pinprick  to  a  larger  problem,  and  it 
needs  to  be  looked  at  that  way.  The  notion  that  subprime  home-equity  lending  is  somehow  ring- 
fenced  because  it  is  only  1 2%  of  total  mortgage  loans  outstanding  and  won't  affect  the  rest  of 
the  mortgage  and  housing  market  is  absurd.  First  of  all,  subprime  lending  was  over  20%  of 
2006's  volume.  That  tells  you  it  was  growing  rapidly  as  a  percentage  of  the  mortgage  business 
when  it  hit  the  wall. 
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Sy  Jacobs 

It  also  tells  you  that  the  subprime  borrower  was  increasingly  the  marginal  buyer  of  housing  and 
tilted  the  supply  and  demand  of  housing  that  resulted  in  such  big  increases  in  home  prices  until 
late  last  year. 

How  will  the  problems  spread? 

Mostly  through  housing.  This  year  is  going  to  be  much  worse  than  2006  for  mortgage  and 
housing  credit,  and  2006  already  laid  the  mortgage  industry  low.  Nearly  $700  billion  of 
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mortgages" reset  this  year  and  nearly  half  of  that  is  subprime:  Remember  2004,  when  our " 
esteemed  former  Federal  Reserve  chairman,  Alan  Greenspan,  was  exhorting  us  to  take  out 
adjustable-rate  mortgages,  the  federal-funds  rate  was  only  1%  and  had  nowhere  to  go  but  up? 
Prime  refinancing  volume  peaked  in  2004,  and  the  most  popular  loan  product  at  that  time  was  a 
3/1  adjustable-rate  mortgage,  three  years  fixed  and  adjustable  every  year  after  that.  Those  are 
resetting  this  year  after  17  quarter-point  increases  in  the  fed-funds  rate.  The  subprime  home- 
equity  market  peaked  in  2005,  and  the  most  popular  product  from  that  year  was  a  two-year- 
fixed,  28-year-floating  mortgage.  It  resets  this  year,  and  now  credit  spreads  are  widening, 
Freddie  Mac  [ticker:  FRE]  is  going  to  stop  buying  as  much  subprime,  as  are  the  capital  markets 
in  general,  and  a  lot  of  capacity  is  exiting  through  bankruptcy  courts. 

The  remaining  players  left  standing  are  raising  credit  standards  and  cutting  loan  products  and 
raising  coupons  on  the  products  they  continue  to  make.  Housing  hasn't  bottomed,  and  it  is  just 
getting  going  to  the  downside. 

How  bad  is  the  credit  crunch? 

It  is  spilling  into  the  secondary  market  in  the  sense  that  credit  spreads  in  the  secondary  market 
have  widened  in  the  past  few  weeks.  We're  seeing  a  reversal  in  the  appetite  for  risk  that  we've 
seen  for  the  past  several  years.  Credit  will  get  more  expensive  across  asset  classes,  and  that's 
another  way  in  which  the  subprime  contagion  will  spread. 

Are  you  hanging  on  to  your  subprime  shorts,  or  have  you  moved  on? 

In  subprime,  the  decline  has  been  vicious  already,  and  we  are  starting  to  look  elsewhere  for  that 
kind  of  juicy  downside.  NovaStar  Financial  [NFI]  is  down  from  39  to  6  since  we  last  spoke,  and 
we  are  still  short.  We  are  still  short  some  others,  and  I  think  New  Century  Financial  [NEW]  is 
very  likely  going  to  zero.  Another  that  has  more  downside  is  Fremont  General  [FMT],  which 
we've  been  short  for  two  to  three  years  already.  Fremont  is  a  little  more  complicated,  but  if  you 
read  the  cease-and-desist  order  that  the  regulators  issued  to  them  two  weeks  ago,  and  which 
started  its  stock  crashing,  it  is  hard  to  see  how  they  don't  eventually  seize  the  bank.  They  as 
much  as  call  Fremont's  management  incompetent  and  order  them  to  stop  doing  business  in 
subprime.  Their  losses  from  the  loans  they've  made  -  and  they  made  $31  billion  last  year  -  are 
going  to  be  huge.  Another  part  of  their  business  is  condo  and  construction  lending,  and  the 
regulators  criticized  them  for  lax  controls  in  this  area  and  inadequate  reserves,  as  well.  By  the 
time  they  take  proper  reserves  on  those  loans  and  because  of  the  losses  they'll  experience 
getting  out  of  subprime,  we  see  them  as  capital-deficient.  Given  the  criticism  of  management  by 
the  regulators  in  this  cease-and-  desist  order  and  the  probable  desire  to  make  an  example  of 
someone,  I  don't  see  the  regulators  being  lenient  with  them,  and  I  don't  see  how  they  will  avoid 
getting  seized  and  wiping  out  equity  holders. 

Some  of  these  names  have  been  bouncing  back  on  capital  infusions.  Does  that  throw  a  wrench 
into  your  thinking  at  all? 

No.  People  are  bottom-fishing. 

Where  else  do  you  see  opportunities  from  the  fallout  in  subprime? 

We  are  still  short  Bankrate  [RATE].  We  were  painfully  early  on  Bankrate,  judging  from  the  fact 
the  stock  went  from  20  at  the  time  we  spoke  two  years  ago  to  39  now.  But  we  actually  think  our 
original  thesis  is  unfolding  now  and  see  Bankrate  as  a  play  on  mortgage  velocity,  which  is 
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coming  down:  Organic  growth  hasall  but  stoppedr  asyou  can  see  from  the  deceleration  of  their 

page-view  growth,  but  they  have  made  some  acquisitions.  They've  surprised  on  the  upside  with 
earnings  expectations  because  they  raised  prices  aggressively  for  advertising  on  their  site  with 
Internet  banner  ads  and  click-throughs.  We  think  the  price  increases  on  ad  rates  are 
unsustainable.  Their  customers  are  mortgage  brokers  and  mortgage  bankers.  These  mortgage 
bankers  and  brokers  will  go  out  of  business  in  droves  in  2007.  You  could  see  big  revenue 
disappointments  at  Bankrate,  which  won't  go  over  well  with  the  stock  trading  at  30  times  2007 
estimates. 


Slow-Motion  Train  Wreck  Picks  Up  Speed  -  Part  II 


Interview-  Part  I  <http://online.barrons.com/article/SB11 7469260899347441. html?mod=article- 
outset-box>1 

Where  else  do  you  see  trouble  brewing? 

A  secondary  way  we've  found  to  play  the  demise  of  subprime  and  its  fallout  is  by  shorting  the 
credit-rating  agencies:  Moody's  [MCO]  and  McGraw-Hill  [MHP],  which  owns  Standard  &  Poor's. 
Standard  &  Poor's  is  44%  of  McGraw-Hill's  revenue  and  76%  of  their  operating  profits.  By  our 
calculations,  Standard  &  Poor's  is  over  100%  of  McGraw-Hill's  profit  growth  because  the  rest  of 
their  businesses  haven't  been  growing.  Moody's  and  Standard  &  Poor's  have  been  major 
beneficiaries  of  the  wild  growth  in  the  structured-finance  business  such  as  CDOs  [collateralized 
debt  obligations]  and  RMBS  [residential  mortgage-backed  securities]  and  subprime.  The  bulls 
would  say  that  only  7%  of  their  business  is  subprime.  But  when  you  add  CDOs  and  RMBS  and 
subprime  together,  all  of  which  we  think  is  driven  by  the  home-equity  business,  the  number 
jumps  to  roughly  20%  of  the  rating  agencies'  revenue. 

Revenues  per  deal  on  these  three  segments  -  CDO,  RMBS  and  subprime  --  are  three  to  four 
times  that  of  the  rating  agencies'  lower-growth  and  lower-margin  corporate-finance  business, 
which  is  rating  corporate  bond  offerings.  The  areas  we  are  focused  on  are  contributing  more  like 
30%  to  40%  of  operating  profits  at  Moody's  and  Standard  &  Poor's,  and  most  of  the  growth  in 
earnings.  Subprime  issuance  is  going  to  shrink  dramatically  this  year,  and  a  big  chunk  of  CDO 
volume  is  backed  by  subprime  assets,  and  so  the  rating  agencies'  entire  structured-finance 
operations  should  see  a  big  drop  in  growth  this  year,  especially  in  their  high-margin  areas,  and 
that's  underappreciated  by  the  stock  market. 

In  light  of  the  fact  that  Moody's  is  trading  at  25  times  estimates  of  14%  earnings  growth  and 
McGraw-Hill  is  trading  at  22  times  estimates  of  16%  earnings  growth,  and  we  see  both  missing 
their  estimates  this  year  and  possibly  showing  little  if  any  earnings  growth,  those  multiples  could 
get  hurt  badly.  Besides  the  earnings  risk,  there  is  great  regulatory  and  legislative  risk  here. 
When  Barney  Frank  and 
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MORTGAGE  lenders  are  making  it  easier  to  get  loans  even  as  the  housing  market 

cools  -  and  as  the  number  of  borrowers  struggling  to  make  their  payments 

continues  to  rise,  new  studies  show. 

In  the  latest  sign  that  a  cooling  housing  market  and  weaker  credit  standards 

are  beginning  to  take  their  toll  on  borrowers  and  lenders,  the  number  of 

past-due  mortgages  continued  to  rise  in  the  three  months  ended  Sept.  30, 

according  to  data  from  Equifax  Inc.  and  Moody's  Economy.com  Inc. 

The  increase  is  particularly  notable  because  bad  loans  normally  climb  when 

the  economy  weakens  and  job  losses  rise,  leaving  more  borrowers  unable  to 

make  their  monthly  payments.  By  contrast,  the  latest  increase  appears  to  be 

more  closely  tied  to  looser  lending  standards,  borrowers  tapping  their  equity 

and  slowing  home-price  growth. 

"We're  seeing  rises  in  delinquencies  and  loan  losses  that  are  unrelated  to 

what's  going  on  in  the  job  market,"  says  Mark  Zandi,  chief  economist  of 

Moody's  Economy.com.  "It's  very  unusual." 

Some  2.33%  of  mortgages  were  delinquent  at  the  end  of  the  third  quarter,  the 

highest  level  since  2003,  according  to  Equifax  and  Moody's  Economy.com.  Among 

the  areas  that  saw  the  biggest  jump  in  the  delinquency  rate  since  the  end  of 

last  year  were  Stockton  and  Merced,  Calif,  and  Las  Vegas-Paradise,  Nev. 

Delinquency  rates  were  highest  in  McAllen-Edinburg-Mission,  Texas; 

Brownsville-Harlingen,  Texas;  and  Detroit-Livonia-Dearborn,  Mich. 

A  separate  report  released  yesterday  by  the  federal  Office  of  the  Comptroller 

of  the  Currency  found  that  lenders  continued  to  ease  credit  standards  over 

the  past  year. 

To  be  sure,  mortgage  delinquencies  have  been  at  low  levels  in  recent  years, 

and  the  recent  uptick  only  brings  them  closer  to  historical  averages.  The 

seasonally  adjusted  mortgage-delinquency  rate  reached  its  most-recent  peak  of 

2.53%  in  the  first  quarter  of  2002,  according  to  Equifax  and  Moody's 

Economy.com. 

The  latest  news  comes  amid  increasing  concerns  that  lenders  have  been 

loosening  their  standards  in  an  effort  to  boost  loan  volume  as  refinancings 

and  home  purchases  wane.  In  a  speech  to  the  American  Bankers  Association  this 

week,  Comptroller  of  the  Currency  John  Dugan  noted  that  bank  regulators  have 

seen  a  "significant  easing"  of  mortgage  lending  standards  this  year,  even 

though  banks  normally  tighten  standards  when  the  housing  market  cools.  "We 

don't  want  to  see  the  lending  decisions  bankers  make  today  result  in 

excessive  foreclosures  -  and  reduced  affordable  housing  credit  -  tomorrow," 

he  said. 

The  Comptroller's  report  found  that  competitive  pressures  are  driving  many 

banks  to  further  loosen  their  credit  standards.  More  than  one-third  of  the 

lenders  relaxed  their  standards  for  home-equity  loans  in  the  12  months  ended 

this  March,  according  to  bank  examiners,  while  less  than  5%  tightened  their 
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standards: -       —    

Over  the  same  period,  26%  eased  their  mortgage-lending  standards,  most  often 
by  increasing  the  use  of  nontraditional  mortgage  products.  These  include 
loans  that  allow  borrowers  to  pay  interest  and  no  principal  in  the  early 
years  or  make  a  minimum  payment  that  can  lead  to  a  rising  loan  balance. 
Yesterday,  regulators  released  a  booklet  designed  to  help  consumers 
understand  these  exotic  mortgage  products. 

"We  have  reason  to  believe  that  the  amount  of  easing  we  saw  back  in  March  is 
continuing,"  says  Kathryn  Dick,  deputy  comptroller  for  credit  and  market  risk 
at  the  OCC.  Federal  bank  regulators  have  been  stepping  up  their  scrutiny  of 
residential  mortgage  lending  by  large  banks,  she  says,  with  a  particular 
focus  on  banks  that  lend  heavily  in  cooling  housing  markets. 
There  are  signs  that  some  lenders  are  beginning  to  pull  back.  Last  week,  New 
Century  Financial  Corp.  said  it  would  begin  tightening  lending  guidelines  for 
adjustable-rate  mortgages  sold  to  "at-risk" 
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For  your  reference,  this  Barron's  piece  from  last  weekend  is  a  predecessor/sort-of  companion  piece  to  much-traveled 
Jesse  Eisinger  piece  from  last  Wednesday's  WSJ: 

Monday,  August  21,  2006 

The  No-Money-Down  Disaster 
By  LON  WITTER 

A  HOUSING  CRISIS  APPROACHES:  According  to  the  Commerce  Department's  estimates,  the  national  median  price 
of  new  homes  has  dropped  almost  3%  since  January.  New-home  inventories  hit  a  record  in  April  and  are  only  slightly 
off  those  all-time  highs.  Existing-home  inventories  are  39%  higher  than  they  were  just  one  year  ago.  Meanwhile, 
sales  are  down  more  than  10%. 

Although  the  stocks  of  new-home  builders  are  down  substantially,  the  stock  market  and  many  analysts  are  ignoring 
other  implications  of  the  housing  news.  In  the  latest  Barron's  Big  Money  Poll  of  institutional  investors,  not  a  single 
money  manager  ranked  problems  in  the  housing  market  among  the  factors  likely  to  lead  to  a  sharp  selloff  in  stocks  in 
the  next  12  months  (see  "Headed  for  Dow  12,0001,"  May  1,  2006).  Most  experts  still  predict  a  2%-6%  rise  in  housing 
prices  for  the  year. 

These  experts  and  analysts  are  basing  their  predictions  on  a  possible  increase  in  wages,  inflation  and  GDP  growth. 
They  are  overlooking  the  fact  that  by  any  rational  valuation  there  has  been  no  support  for  the  run-up  in  housing  prices 
since  2001,  when  the  wealth  of  the  middle  class  was  battered  by  a  bear  market.  Since  then,  inflation  has  been  low, 
and  wages  practically  stagnant.  Housing  prices,  on  the  other  hand,  are  through  the  roof. 

Extrapolating  housing  prices  from  their  current  level  based  on  wages  and  inflation  is  like  saying  a  $100  Internet  stock 
with  no  cash  flow  and  negative  earnings  will  rise  as  long  as  it  is  able  to  narrow  the  loss.  The  analysis  ignores  the  fact 
that  the  stock  never  should  have  been  trading  at  $100  in  the  first  place. 

By  any  traditional  valuation,  housing  prices  at  the  end  of  2005  were  30%  to  50%  too  high.  Others  have  pointed  this 
out,  but  few  have  had  the  nerve  to  state  the  obvious:  Even  if  wages  and  GDP  grow,  the  national  median  price  of 
housing  will  probably  fall  by  close  to  30%  in  the  next  three  years.  That's  simple  reversion  to  the  mean. 

A  careful  look  at  the  reasons  for  the  rise  in  housing  will  give  a  good  indication  of  the  impact  this  drop  will  have  on  the 
stock  market.  They  include,  in  chronological  order:  The  collapse  of  the  Internet  bubble,  which  chased  hot  money  out 
of  the  stock  market;  rock-bottom  interest  rates;  50  years  of  economic  history  that  suggested  housing  never  goes 
down,  and  creative  financing. 

The  first  three  factors  might  not  be  enough  to  cause  a  crash,  except  that  together  they  led  to  the  fourth  factor. 
Irresponsible  financing  causes  bubbles.  It  causes  individuals  to  buy  houses  they  can't  afford.  It  causes  speculation  to 
run  wild  by  lowering  the  bar  to  entry.  Finally,  it  leads  individuals  who  bought  houses  years  ago  at  reasonable  prices 
into  the  speculative  borrowing  trap.  The  home-equity  credit  line  has  supported  American  consumer  spending,  but  at  a 
steep  price:  Families  that  tapped  into  their  home  equity  with  creative  loans  are  now  in  the  same  trap  as  those  who 
bought  homes  they  couldn't  afford  at  the  top  of  the  market. 

The  cost  and  risk  of  adjustable-rate  financing  can  be  devastating.  Consider  a  typical  $250,000  three-year  adjustable- 
rate  mortgage  with  a  2%  rate-hike  cap.  If  the  monthly  payment  now  is  $1 ,123,  after  the  first  adjustment,  the  monthly 
payment  is  $1 ,419.  After  the  second  adjustment,  the  monthly  payment  is  $1 ,748,  a  $625-per-month  increase.  That's 
$7,500  more  per  year  just  to  maintain  the  same  mortgage.  If  you  think  high  gas  prices  are  biting  the  consumer, 
consider  the  cost  of  mortgage  adjustments. 

Some  more  numbers: 

•  32.6%  of  new  mortgages  and  home-equity  loans  in  2005  were  interest  only,  up  from  0.6%  in  2000 
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•-43%-of  firsWime  home  buyers  in  2005  put  no  money  down  -  -  — - 

•  15.2%  of  2005  buyers  owe  at  least  10%  more  than  their  home  is  worth 

•  1 0%  of  all  home  owners  with  mortgages  have  no  equity  in  their  homes 

•  $2.7  trillion  dollars  in  loans  will  adjust  to  higher  rates  in  2006  and  2007. 

These  numbers  sound  preposterous,  but  the  reasoning  behind  them  is  worse.  Lenders  have  encouraged  people  to 
use  the  appreciation  in  value  of  their  houses  as  collateral  for  an  unaffordable  loan,  an  idea  similar  to  the  junk  bonds 
being  pushed  in  the  late  1 980s.  The  concept  was  to  use  the  company  you  were  taking  over 
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Just  so  you  know. 

— Message  d'origine — 

De:         Gerst,  Catherine 

Date:      dimanche  19  mars  2000  19:51 

A:  Perry,  Debra    (Moody's) 

Objet:     my  departure 

Critere  de  diffusion:  Confidentiel 

Dear  Debra, 


as  per  your  suggestion  I  sent  you  this  morning  a  series  of  e-mails  illustrating  some  of  the  daily  difficulties  I  may  have 
experienced  as  the  manager  of  the  Paris  Office.  However  those  were  just  small  examples,  and  I  believe  it  is 
important  to  give  you  the  big  picture. 

The  big  picture  is  as  follows.  I'm  leaving  Moody's  because  I  am  incomfortable  with: 

the  lack  of  a  strategy  I  can  clearly  understand,  other  than  maximize  the  market  share  and  the  gross  margin  with 

insufficient  ressources; 

the  lack  of  definition  of  the  local  MDs  role:  does  Moody's  want  executants  of  policies  decided  in  London  or  NY  (which 

is  fine,  but  then  the  MDs  should  not  be  neither  responsible  neither  accountable  for  any  result  or  replication  of  those 

strategies),  or  MDs  participating  to  the  strategy  and  decision  process  and  having  a  certain  degree  of  autonomy  (and 

would  therefore  be  legitimately  responsable  in  their  markets)?  I  several  times  raised  this  issue  because  I  needed  to 

understand  what  the  company  was  expecting  from  me.  But  I  could  never  get  an  answer. 

the  structural  lack  of  ressources  in  any  place  of  Moody's,  that  renders  the  daily  life  extremely  difficult; 

the  lack  of  an  adequate  chain  of  decisions,  that  makes  any  move  extremely  long  and  painful,  and  generally  results  in 

losses  of  any  kind  (it  took  1  year  to  implement  the  RoR  policy,  9  months  to  put  in  place  a  new  product  -the  custodian 

rating-,  8  months  to  obtain  an  authorization  to  sign  a  contract  for  Cades,  resulting  in  th  loss  of  a  big  and  recurrent 

amount  of  monney  for  Moody's,  etc....).  I  consider  Moody's  can  not  afford  such  delays  in  an  extremely  rapidly  moving 

world,  where  competition  goes  much  quicker. 

the  lack  of  transparency  in  the  decision  process,  particularly  from  a  budget  standpoint. 

the  lack  of  real  integration 
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From:  Warrack,  Thomas 

Sent:  Saturday,  May  07,  2005  8:44  AM 

To:  Deasy,  Chris;  Osterweil,  Terry;  Barnes,  Susan 

Cc:  Vonderhorst,  Brian;  Solar,  Mona;  Stock,  Michael 

Subject:  RE:  2005-S2 

Chris  thanks  very  much  for  quick  analysis. 

Mona  as  Terry  states,  this  certainly  highlights  issues  with  our  multiples. 

Thanks,  Tom 

Original  Message 

From:  Deasy,  Chris 

Sent:  Friday,  May  06,  2005  4:18  PM 

To:  Osterweil,  Terry;  Warrack,  Thomas;  Barnes,  Susan- 

Cc:  Vonderhorst,  Brian;  Solar,  Mona;  Stock,  Michael 

Subject:  RE:  2005-S2 

If  there  are  any  objections,  please  let  me  know  by  10:30  Monday  morning  or  I  will 
approve  the  structure. 

Original  Message 

From:  Osterweil,  Terry 

Sent:  Friday,  May  06,  2005  3:56  PM 

To:  Deasy,  Chris;  Warrack,  Thomas;  Barnes,  Susan 

Cc:  Vonderhorst,  Brian;  Solar,  Mona;  Stock,  Michael 

Subject:  RE:  2005-S2 

Considering  that  the  shortfalls  that  occur  when  we  use  8.25  and  the  associated 
multiples  are  not  outrageous  and  that  when  we  use  8.01  and  the  same  multiples  it 
works,  I  would  recommend  approving  their  structure. 

P.S.  Using  a  higher  multiple  with  a  lower  "B"  and  getting  a  worse  structure  (because  the 
other  levels  are  higher)  is  ridiculous.  And  ridiculous  is  my  tempered  word.  This  shows 
that  we  are  not  truly  assessing  the  risks  correctly. 


Original  Message 

From:  Deasy,  Chris 

Sent:  Friday,  May  06,  2005  3:14  PM 

To:  Osterweil,  Terry;  Warrack,  Thomas;  Barnes,  Susan 

Cc:  Vonderhorst,  Brian;  Solar,  Mona 

Subject:  RE:  2005-S2 

If  I  use  8.00  this  is  what  I  get  (keep  in  mind  that  8.00  moves  us  to  a  new  column  on  the 
multiples  sheet  and  due  to  the  way  the  multiples  sheet  works  we  are  actually  worse  off 
than  we  were  at  8.25): 


Rating 

OC% 

Int  shortfall 

Prn  shortfall 

Def  Crv 
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AAA 

■0.14% 

424,437 

258,546 

PASS 

AA 

-2.37% 

7,077,245 

4,309,949 

PASS 

A 

-2.36% 

6,999,251 

4,284,821 

fASS 

BBB 

-1.66% 

5,132,060 

3,017,173 

PASS 

BBB- 

-1.10% 

3,586,782 

2,005,871 

PASS 

BB 

1.08% 

- 

PASS 

If  I  only  go  down  to  8.01  to  keep  us  in  the  same  column  on  the  multiples  sheet,  it 
passes: 


Rating 

OC% 

lnt  shortfall 

Prn  shortfall 

Def  Crv 

AAA 

0.15% 

- 

PASS 

AA 

0.29% 

- 

PASS 

A 

0.48% 

- 

PASS 

BBB 

0.37% 

- 

- 

PASS 

BBB- 

0.41% 

- 

- 

PASS 

BB 

1.58% 

- 

- 

PASS 

So,  a  'B'  number  somewhere  between  8.01  and  8.25  works.  Please  let  me  know  what 
you  want  me  to  tell  Nomura. 

Original  Message 

From:  Deasy,  Chris 

Sent:  Friday,  May  06,  2005  2:58  PM 

To:  Osterweil,  Terry;  Warrack,  Thomas;  Barnes,  Susan 

Cc:  Vonderhorst,  Brian;  Solar,  Mona 

Subject:  RE:  2005-S2 

using  8.25  we  get  the  following  shortfalls  with  their  proposed  structure: 


Rating 

OC% 

lnt  shortfall 

Prn  shortfall 

Def  Crv 

AAA 

0.08% 

- 

PASS 

AA 

-0.04% 

112,683 

77,761 

PASS 

A 

-0.35% 

985,728 

643,587 

PASS 

BBB 

-0.30% 

883,464 

549,812 

PASS 

BBB- 

-0.27% 

845,359 

487,518 

PASS 

BB 

1.20% 

- 

- 

PASS 

Original  Message 

From:  Osterweil,  Terry 

Sent:  Friday,  May  06,  2005  2:16  PM 

To:  Warrack,  Thomas;  Barnes,  Susan 

Cc:  Vonderhorst,  Brian;  Deasy,  Chris;  Solar,  Mona 

Subject:  RE:  2005-S2 

I  would  approve  the  structure  they  are  proposing.  This  structure  is  basically  taking 
<1 .00%  from  the  "BB"  class  and  1 .00%  from  the  "AA"  class  and  putting  that  in  the 
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"AAA"  Instead.  There  will  be  more  excess  now  withloweFcTass  rateaTIf  wewanftcT 
satisfy  our  curiosity,  why  don't  we  go  down  75  bps.  on  the  single  "B",  use  the  same 
multiples  to  get  the  other  rating  levels,  and  see  if  the  proposed  structure  works  or  is  at 
least  close. 

Does  Mike  have  any  initial  results  from  his  groups  analysis  to  possibly  justify  an  interim 
approval  on  this  deal  prior  to  a  new  second  lien  methodology  being  approved. 


Original  Message 

From:  Warrack,  Thomas 

Sent:  Friday,  May  06,  2005  1:52  PM 

To:  Barnes,  Susan;  Osterweil,  Terry 

Cc:  Vonderhorst,  Brian;  Deasy,  Chris;  Solar,  Mona 

Subject:  FW:  2005-S2 

Terry  &  Susan, 

Rob,  makes  some  good  points  below  and  clearly  would  like  to  have  us  on  the  deal  but 
the  difference  is  still  significant. 

At  a  minimum  since  he  claims  the  numbers  got  76  bp  better  in  the  LEVELS  model  we 
could  have  gone  down  a  bit  further. 

Do  you  want  this  deal  to  be  re-reviewed  or  are  we  going  to  live  with  not  rating  it? 
Thanks,  Tom 

Original  Message 

From:  Gartner,  Robert  [mailto:rgartner@us.nomura.com] 
Sent:  Friday,  May  06,  2005  1:21  PM 
To:  Warrack,  Thomas 
Subject:  2005-S2 

Good  afternoon  Tom.  We  have  been  trying  to  work  with  Chris  Deasy  to  get  to  a  structure  which  works  for 
us  but  without  much  success.  Mona  called  me  about  a  week  ago  and  told  me  that,  while  S&P  is  working 
on  it,  the  new  model  will  not  be  ready  for  this  deal.  The  S2  is  a  significantly  better  collateral  pool  than  the 
S1  and  I  do  not  feel  we  are  getting  proper  credit  for  it  under  the  current  approach. 


S1 


FICO  681 

CLTV  96.4 

Stated/stated    11.7% 
No  Doc  7.4% 

Investor  14.3% 

3&4  family  10.7% 
<620FICO  6.1% 
621-640  FICO     13.8% 


S2 

690 
95.8 
5.1% 
8.2% 

14.9% 
6.8% 
5.4% 
8.5% 


(: 
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Usingtfie  existing  S&Plevels  modeirth~esingle"B1oss  coverage"improved  by"0.76%"between  S1and  S2._ 
By  Nomura's  model,  it  improved  by  1.10%.  The  levels  we  received  from  Chris  improved  by  just  0.50%. 
The  loss  coverages  are  shown  below. 


_si 

S2 

AAA 

40.50 

38.25 

AA 

29.25 

27.75 

A 

23.25 

21.75 

BBB 

17.75 

16.75 

BBB- 

16.00 

15.25 

BB 

12.50 

11.90 

B 

9.00 

8.50 

Below  is  another  set  of  data  we  provided  to  Chris  as  well.  As  I  mentioned  in  our  discussions,  I  have  been 
focusing  on  reducing  layered  risk.  Not  only  does  the  S2  have  a  lower  percentage  of  risky  loans  but  the 
layered  risk  has  been  significantly  lowered  in  those  loans  as  well.  As  you  can  see  in  the  table  below,  the 
S2  loans,  in  every  risk  category,  have  higher  FICO,  lower  CLTV  and  less  common  risk  factors. 

FICO     CLTV     >95      <640     Stated/stated    No  Doc  3&4  family       Investor 

Investor  S1       707      93.8     25.7     3.3      17.5  8.5  37.2  100.0 

S2       715      91.0     3.0      3.2      8.0  7.0  21.1  100.0 

2-4  family       S1       696      95.0     41.7     8.9      18.0  8.4  55.0  36.5 

S2       702      94.4     32.7     6.4      10.1  6.1  40.9  30.8 

Stated/stated    S1       687      94.6     43.7     9.4      100.0  0.0  14.3  21.5 

S2       699      93.8     36.0     3.6      100.0  0.0  8.9  23.5 

NINA  S1        709      93.5     31.8     0.0      0.0  100.0  12.6  16.7 

S2       719      92.5     32.2     3.2      0.0  100.0  5.3  12.6 


Unfortunately,  the  structure  which  has  been  approved  by  S&P  is  significantly  worse  than  the  ones 
approved  by  Moody's  and  Fitch.  I  have  provided  the  approved  S&P  and  Moody's/Fitch  structures  below. 

S&P  Moody's/Fitch 
AAA              70.00  79.25 

AA  13.10  6.50 

A  6.60  5.50 

BBB  4.70  5.25 

BBB-  1.30  1.25 

BB  4.30  2.25 

OC  target       2.65  2.95 

The  2.95  target  was  from  Fitch  (Moody's  approved  2.65).  Our  analyst  here  seemed  confident  Fitch  would 
do  2.65  as  well  but  we  haven't  asked  yet.  Fitch  did  not  rate  our  initial  deal  but  Moody's  did.  Their  levels 
have  clearly  improved  dramatically  from  the  first  deal. 


PSI-S&P-RFN-000027 


Footnote  Exhibits  -  Page  0620 

Thedifference  in  economics  to  Nomura  isbetween  3/8  ancM/2-point  sort  is  a  significantamountr  It  is 

difficult  for  me  to  justify  to  my  management  why  I  would  include  S&P  if  it  means  that  much  to  our  bottom 
line.  Based  on  levels  we  have  seen,  we  asked  Chris  if  S&P  could  approve  the  following  structure.  It 
would  only  gain  back  about  40%  of  the  difference  in  economics  but  would  allow  me  to  convince  my 
management  that  we  are  supposed  to  keep  S&P  on  the  deal.  Based  on  my  calculations,  this 
improvement  would  require  less  than  0.50  improvement  in  the  base  case  loss  coverage.  Chris  has  told 
me  this  structure  is  not  possible. 


AAA 

72.10 

AA 

12.00 

A 

6.50 

BBB 

4.60 

BBB- 

1.30 

BB 

3.50 

OC  Target        2.65 


My  desire  is  to  keep  S&P  on  all  of  my  deals.  I  would  rather  not  drop  S&P  from  the  upcoming  deal, 
particularly  if  it  ends  up  being  for  only  a  single  deal  until  the  new  model  is  in  place.  Can  you  please 
review  the  approval  process  on  this  deal?  If  you  are  comfortable  that  the  approved  structure  is  the  best 
S&P  can  do  at  this  time,  I  will  live  by  that  decision.  Thanks  for  your  time  and  effort.  I  look  forward  to 
speaking  with  you  soon. 

Rob 

—  This  message  is  for  the  named  person's  use  only.  It  may  contain  confidential,  proprietary  or  legally 
privileged  information.  No  confidentiality  or  privilege  is  waived  or  lost  by  any  mistransmission.  If  you 
receive  this  message  in  error,  please  delete  it  and  all  copies  from  your  system,  destroy  any  hard  copies 
and  notify  the  sender.  You  must  not,  directly  or  indirectly,  use,  disclose,  distribute,  print,  or  copy  any  part 
of  this  message  if  you  are  not  the  intended  recipient.  Nomura  Holding  America  Inc.,  Nomura  Securities 
International,  Inc,  and  their  respective  subsidiaries  each  reserve  the  right  to  monitor  all  e-mail 
communications  through  its  networks.  Any  views  expressed  in  this  message  are  those  of  the  individual 
sender,  except  where  the  message  states  otherwise  and  the  sender  is  authorized  to  state  the  views  of 
such  entity.  Unless  otherwise  stated,  any  pricing  information  in  this  message  is  indicative  only,  is  subject 
to  change  and  does  not  constitute  an  offer  to  deal  at  any  price  quoted.  Any  reference  to  the  terms  of 
executed  transactions  should  be  treated  as  preliminary  only  and  subject  to  our  formal  written 
confirmation. 
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'DATE:'  04/13/2007 

TIME:  15:45:45  GMT 

AUTHOR:  Karaguishiyeva,  Gulmira 

RECEIPIENT:  Grisard  Boucher,  Odile;  Agarwal,  Navneet;  Weil,  Ariel; 

CC:  Ramallo,  Karen;  Milano.Christopher 

SUBJECT:  RE:  Call  for  tomorrow  and  Loan  Level  1st  Lien  Data 


New  Century  has  an  Alt-A  platform  but  we  never  seen  their  ALt-A  CES 

60/20  is  for  subprime  CES. 

My  recomendation  would  be  to  apply  new  Joe's  approach  and  hit  15%  for  NC.  We  use  15%  originator 
factor  for  NC. 


Gulmira  Karaguishiyeva,  CFA 

Structured  Finance 

Moody's  Investors  Service 

Harborside  Financial  Plaza  5,  Suite  2400 

Jersey  City,  N J  07311-3988 

Ph:  201-395-6354 

Fax:  212-298-6329 

Original  Message 

From:  Grisard  Boucher,  Odile 

Sent:  Friday,  April  13,  2007  10:26  AM 

To:  Agarwal,  Navneet 

Cc:  Karaguishiyeva,  Gulmira;  Ramallo,  Karen;  Milano,  Christopher 

Subject:  FW:  Call  for  tomorrow  and  Loan  Level  1st  Lien  Data 


FYI,  follow-up  on  committee  last  night.  We  are  running  the  pool  per  Joe's  instructions  and  also  based 
on  the  first  lien  information  we  received  late  last  night.  If  New  Century  collateral  is  in  effect  prime, 
should  we  drop  the  levels  of  60/20  on  that  subpool? 


We  should  receive  information  on  EPD  later  today. 


Original  Message 

From:  DellaValle.Patrick  [mailto:Patrick.DellaValle@SunTrust.com] 

Sent:  Thursday,  April  12,  2007  9:04  PM 

To:  Grisard  Boucher,  Odile;  Ramallo,  Karen;  Teicher,  David 

Cc:  Sea Izetti. David;  Brian  Haklisch 

Subject:  Call  for  tomorrow  and  Loan  Level  1st  Lien  Data 
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Odile  and  David, 

Attached  please  find  loan  level  1st  lien  Information. 

SunTrust  is  disconcerted  by  the  dramatic  increase  in  Moody's  loss  coverage  levels  given  initial 
indications  and  the  positive  feedback  received  from  you,  Karen,  and  David  after  the  STICS 
presentation:  These  levels-indicate  that  thisprogram  has  not  received  credit  for  the  collateral 
selection  and  due  diligence  process.  Our  entire  team  is  extremely  concerned,  and  we  would  like  to 
set  up  a  call  first  thing  tomorrow  morning  with  you  as  well  as  David  to  discuss  the  situation.  Each  of 
the  other  agencies  reduced  their  initial  levels,  and  the  material  divergence  between  Moody's  levels 
and  the  other  agencies  seems  unreasonable  and  unwarranted  given  our  superior  collateral  and 
minimal  tail  risk.  Attached  also  please  find  the  levels  from  S&P.  We  would  like  to  discuss  the  bond 
sizes  for  our  structure  on  tomorrow's  call  along  with  the  following  topics: 

1 .  Ratings  on  other  Second  Lien  Transaction  of  weaker  collateral 

2.  Wealth  of  Data  provided 

3.  MBIA  attachment  of  A. 

4.  Enhanced  level  of  diligence 

5.  44%  remaining  EPD 

6.  SunTrust  making  all  reps  and  warrants 

7.  New  Century  collateral  is  from  their  Home123  channel:  Prime 

8.  Significant  less  barbelled  pool  compared  to  market 


Please  let  me  as  soon  as  soon  as  you  can  coordinate  your  colleagues'  schedules,  as  we  would  like  to 
discuss  these  issues  as  early  as  possible. 


Thank  You, 
Patrick 

Patrick  DellaValle 


SunTrust  Capital  Markets 

303  Peachtree  Street,  MC  3950 


(, 
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Atlanta,  GA  30309 

404.813.0013  [office] 

404.813.0000  [fax] 

Patrick". Del laValle@sun1:fus"tVcom""<mail to:  tPat rick"; :DellaValle@suntrust  7com>" 


Important.  The  information  contained  herein  is  based  on  sources  that  SunTrust 
Capital  Markets,  Inc.  believes  to  be  reliable,  but  does  not  represent  that  it  is  accurate 
or  complete.  All  prices,  yields  and  opinions  are  subject  to  change  due  to  market 
forces  and  other  conditions.  This  communication  is  not  to  be  considered  as  an  offer 
to  purchase  or  sell  the  securities  referenced  herein.  SunTrust  Capital  Markets,  Inc. 
or  its  affiliates  may  have  a  position  in  the  securities  referenced.  In  selling  securities 
SunTrust  Capital  Markets,  Inc.  may  act  as  principal  for  our  own  account  or  as  agent 
for  our  customers  or  others.  SunTrust  Capital  Markets,  Inc.  may  also  have  acted  as 
underwriter  for  the  issuers  of  such  securities,  and  either  we  or  our  affiliates  may 
currently  be  providing  investment  banking  or  traditional  banking  services  to  those 
issuers.  Additional  information  is  available  on  request. 


The  information  contained  in  this  message  is  intended  only  for  the  personal  confidential  use 
of  the  designated  recipient.  If  the  reader  of  this  message  is  not  the  intended  recipient  or  an 
agent  responsible  for  delivering  it  to  the  intended  recipient,  you  are  hereby  notified  that  you 
have  received  this  document  in  error  and  that  any  review,  dissemination,  distribution  or 
copying  of  this  message  is  strictly  prohibited.  If  you  have  received  this  communication  in 
error,  please  notify  us  immediately.  Thank  you. 


SunTrust  and  Seeing  beyond  money  are  federally  registered  service  marks  of  SunTrust 
Banks,  Inc.  [ST:XCL] 
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DATE:  "02/20/2007 

TIME:  23:22:23  GMT 

AUTHOR:  DiRienz,  Mark 

RECEIPIENT:  Robert.B.Miller 

CC: 

SUBJECT:  Re:  Thanks  for  your  help 


Hi  Bob.  Sorry  I  missed  you  - 1  did  not  want  to  bother  you  on  your  eel  during  your  dinner  meeting.  I  spoke 
to  Osmin  earlier  and  confirmed  that  Jason  is  looking  into  some  adjustments  to  his  methodology  that 
should  be  a  benefit  to  you  folks.  I  would  expect  that  he  has  spoken  to  his  counterpart  on  your  side  by 
now  with  his  progress.  I  think  he  is  going  to  committee  it  tomorrow  morning. 

-Original  Message- 


From:  Robert.B.Miller@chase.com  <Robert.B.Miller@chase.com> 

To:  DiRienz,  Mark 

CC:  raj.m.kothari@jpmchase.com  <raj.m.kothari@jpmchase.com> 

Sent:  Tue  Feb  20  16:58:45  2007 

Subject:  Thanks  for  your  help 


Appreciate  your  help  with  the  Chase  seasoned  collateral  dilemma.  Like  i 
said,  normally  wouldn't  bother  you,  but  the  optics  here  are  difficult. 
There's  going  to  be  a  three  notch  difference  when  we  print  the  deal  if  it 
goes  out  as  is.  I'm  already  having  agita  about  the  investor  calls  I'm 
going  to  get. 

If  you  get  a  chance  to  call  back  tonite,  please  call  the  desk  at 
212-834-2050  and  ask  for  me  or  Raj.  Just  in  case,  my  cell  is  845-641-1313 
-  but  I  have  an  event  this  evening  and  may  have  a  tough  time  taking  calls. 


Bob  Miller 

Home  Equity  Trading 

212-834-2428 


This  transmission  may  contain  information  that  is  privileged, 
confidential,  legally  privileged,  and/or  exempt  from  disclosure 
under  applicable  law.  If  you  are  not  the  intended  recipient,  you 
are  hereby  notified  that  any  disclosure,  copying,  distribution,  or 
use  of  the  information  contained  herein  (including  any  reliance 
thereon)  is  STRICTLY  PROHIBITED.  Although  this  transmission  and 
any  attachments  are  believed  to  be  free  of  any  virus  or  other 
defect  that  might  affect  any  computer  system  into  which  it  is 
received  and  opened,  it  is  the  responsibility  of  the  recipient  to 
ensure  that  it  is  virus  free  and  no  responsibility  is  accepted  by 
JPMorgan  Chase  &  Co.,  its  subsidiaries  and  affiliates,  as 
applicable,  for  any  loss  or  damage  arising  in  any  way  from  its  use. 
If  you  received  this  transmission  in  error,  please  immediately 
contact  the  sender  and  destroy  the  material  in  its  entirety, 
whether  in  electronic  or  hard  copy  format.  Thank  you. 
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TIME:  09:40:36 

AUTHOR:  Lasseron,  Arnaud 

RECEIPIENT:  Fu,  Yvonne 

CC:  Chen,  Karie;  Kolchinsky,  Eric 

SUBJECT:  Re:  Lancer  II:  (partial)  feefback  from  committee 

On  the  1  st  point  note  though  that  they  have  3  other  deals  under  way  (incl  one  closing  Friday)  that  they 
are  cloning  on  this  deal  so  will  be  hard  to  resist  on  the  other  ones  if  we  give  up  on  this  one.  Given  that, 
pis  confirm. 


— Original  Message — 

From:  Fu,  Yvonne 

To:  Lasseron,  Arnaud 

CC:  Chen,  Karie;  Kolchinsky,  Eric 

Sent:  Wed  May  23  09:31:36  2007 

Subject:  Re:  Lancer  II:  (partial)  feefback  from  committee 

Arnaud,  both  Bill's  articles  only  address  IR  and  currency  swaps.  I  agree  that  what  the  committee  was 
asking  is  reasonable,  but  given  the  other  modeling  related  issues  and  the  time  line  for  closing,  I  propose 
we  let  them  go  with  the  CDS  Cp  criteria  for  this  deal. 

Karie,  on  the  modeling  side,  what  is  the  difference  between  current  and  covenant  levels?  If  they  are 
passing  with  1 .5x  and  current  level,  the  most  we  should  as  is  for  them  to  move  the  covenant  levels  closer 
to  current  levels. 

I  might  be  able  to  get  out  for  a  few  rnins  if  you  need  me  to  be  on  the  call.  Thanks. 

— Original  Message — 

From:  Lasseron,  Arnaud 

CC:  Chen,  Karie;  Kolchinsky,  Eric;  Fu,  Yvonne 

Sent:  Tue  May  22  22:35:24  2007 

Subject:  Re:  Lancer  II;  (partial)  feefback  from  committee 

Eric  and  Yvonne: 

Before  you  reply  to  Vab's  email  below,  just  to  clarify,  the  committee  has  asked  that  the  downgrade  trigger 
rating  levels  in  his  CDS  Schedule  comply  with  Bill  Harrington's  paper  dated  2002  and  Vab  is  opposing  to 
us  that  he  doesn't  need  to  b/c,  according  to  him,  such  paper  was  superseded  by  Bill  Harrington's  paper 
dated  May  2006.  Our  understanding  and  what  we  have  replied  to  him  is  that  the  May  2006  paper  applies 
to  hedges  such  as  interest  rate,  currency  or  cash  flow  swaps  not  to  CDS  but  he  doesn't  agree.  Pis  let  us 
know  should  we  be  wrong.  Thanks. 


— Original  Message — 

From:  Vaibhav-V.Kumar@ubs.com  <Vaibhav-VKumar@ubs.com> 

To:  Lasseron,  Arnaud 

CC:  Chen,  Karie;  Kolchinsky,  Eric;  Fu,  Yvonne;  Lirenn.Tsai@ubs.com  <Lirenn.Tsai@ubs.com>; 

Phillip.Azzollini@srz.com  <Phillip.Azzollini@srz.com>;  rvillani@tpw.com  <rvillani@tpw.com>;  Leahy,  Jim 

Sent:  Tue  May  22  22: 1 4:48  2007 

Subject:  RE:  Lancer  II:  (partial)  feefback  from  committee 
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this  makes  no  sense  -  we  comply  with  your  criteria  publishedTn  May  2006 

bottom  of  the  page  it  says 

As  such,  it  will  supplant  Moody's. current  framework,  as  contained  in  "Swaps  in 

European  Term  Securitisations",  May  21,  2002  and  "Moody's  Approach  for  Rating 

Thresholds  of  Hedge  Counterparties  in  CDO  Transactions",  October  23,  2002. 

Yvonne  /  Eric  -  you  need  to  discuss  this  ASAP  with  our  external  counsel  (Rob  @  Thatcher),  deal  counsel 
(Phil  @  SRZ),  and  Lirenn  if  Moodys  is  going  to  make  us  comply  with  criteria  from  2002  for  this  transaction 
when  you  have  published  criteria  from  2006  that  supplants  this. 

We  are  closing  a  transaction  on  Thursday  and  need  to  print  a  final  OM. 


From:  Lasseron,  Arnaud  [mailto:Arnaud.Lasseron@moodys.com] 

Sent:  Tuesday,  May  22,  2007  10:07  PM 

To:  Kumar,  Vaibhav-V 

Cc:  Chen,  Karie 

Subject:  Re:  Lancer  II:  (partial)  feefback  from  committee 


It's  not  ok.  The  rating  levels  in  the  schedule  need  to  comply  with  the  published  criteria  that  we      emailed 
to  you.  This  is  a  comment  from  the  committee. 


— Original  Message — 

From:  Vaibhav-V.Kumar@ubs.com  <Vaibhav-V.Kumar@ubs.com> 

To:  Lasseron,  Arnaud 

CC:  Chen,  Karie 

Sent:  Tue  May  22  21:44:47  2007 

Subject:  RE:  Lancer  II:  (partial)  feefback  from  committee 

please  call  me  212-713-4972  re:  this  issue  or  tell  me  if  you  are  ok  with  the  below:  We  are  waiting  on 
these  to  print  our  OM  tonight 


From:  Kumar,  Vaibhav-V 

Sent:  Tuesday,  May  22,  2007  9:43  PM 

To:  'Lasseron,  Arnaud' 

Cc:  'Chen,  Karie' 

Subject:  RE:  Lancer  II:  (partial)  feefback  from  committee 


here's  Moodys  paper  from  2006 
page  1 3  is  the  table 


(. 
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"Second  Trigger"  -  Baal  or  below 

The  language  as  is  complies  with  your  criteria 


From:  Kumar,  Vaibhav-V 

Sent:  Tuesday,  May  22,  2007  9:40  PM 

To:  Lasseron,  Arnaud 

Cc:  Chen,  Karie 

Subject:  RE:  Lancer  II:  (partial)  feefback  from  committee 


this  is  from  2002  -  this  can't  be  the  latest  criteria? 


From:  Lasseron,  Arnaud  [mailto:Arnaud.Lasseron@moodys.com] 

Sent:  Tuesday,  May  22,  2007  9:36  PM 

To:  Kumar,  Vaibhav-V 

Cc:  Chen,  Karie 

Subject:  RE:  Lancer  II:  (partial)  feefback  from  committee 


What  question  is  your  answer  below  trying  to  reply  to?  If  it  is  replying  to  our  request  that  the  schedule  "is 
drafted  so  that  actions  need  to  be  taken  when  failing  the  above  ratings"  and  should  be  changed  to  when 
reaching  the  ratings,  our  comment  still  stands.  Please  see  attached  paper  summarizing  our  criteria 
thereon. 


Original  Message 

From:  Vaibhav-V.Kumar@ubs.com  [mailto:Vaibhav-VKumar@ubs.com] 

Sent:  Tuesday,  May  22,  2007  6:55  PM 

To:  Lasseron,  Arnaud 

Cc:  Chen,  Karie 

Subject:  RE:  Lancer  II:  (partial)  feefback  from  committee 


updated  Schedule  attached  which  should  take  care  of  this 

CDS,  page  21  of  the  Schedule: 

-  the  second  level  says  P2  or  A3,  it  should  be  "AND". 

-  we  will  send  you  our  published  paper,  so  far  it  is  drafted  so  that  actions  need  to  be  taken  when  failing 
the  above  ratings.  Whereas  it  should  be  when  they  reach  these  ratings. 

IF  UBS  DOESN'T  HAVE  THE  REQUIRED  RATINGS  AND  DOES  NOT  TAKE  ONE  OF  THE  REQUIRED 
ACTIONS,  IT  IS  A  DOWNGRADE  EVENT,  WHICH  IS  AN  ATE. 
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-  as  discussed,  please  make  sure  to  add""and  not  on  watch  for  downgrade"  next  to  the  Aa3  rating  in  the 
1st  level. 

-  as  discussed,  please  make  sure  to  delete  "any  other  action  that  satisfy  the  RAC". 

-  ATE:  as  discussed  with  Yvonne  last  week,  pis  remove  "or  such  other  action  as  shall  satisfy  the  RAC". 


From:  Lasseron,  Arnaud  [mailto:Arnaud.Lasseron@moodys.com] 

Sent:  Tuesday,  May  22,  2007  4:36  PM 

To:  Kumar,  Vaibhav-V 

Cc:  Chen,  Karie 

Subject:  Lancer  II:  (partial)  feefback  from  committee 


Vab: 

Please  find  below  partial  feedback  from  the  committee: 

-  Deep  Discount  securities: 

.  The  committee  is  fine  with  the  definition  you  sent  over,  except  that  you  need  to  specify  that  there  should 
be  no  upfront  payments  under  the  unhedged  Long  CDS  for  the  Matrix  to  be  used,  if  there  were  any 
upfront  payments  under  the  unhedged  Long  CDS,  one  must  look  directly  to  the  FMV  of  the  Reference 
Obligation. 

.  The  committee  re-confirmed  that  the  A1-A3  column  must  be  conformed  to  our  criteria  (and  the  deal  you 
copied  it  from):  3.00%,  3.00%  and  2.00%. 

-  please  add  language  in  the  Indenture  to  the  effect  that  whenever  there  is  a  public  rating  from  Moody's 
required,  it  has  to  address  the  full  amount  of  principal  and  interest  promise. 

-  Securities  managed  by  the  CM,  your  request  for  2.5%,  FOR  THIS  DEAL,  the  committee  is  fine  with  this 
provided  that  any  reinvestment  with  optional  redemption  proceeds  must  comply  with  the  2%  limitation 
(and  of  course  the  6  months).  Please  revise  the  definition  to  specify  accordingly. 

-  VFN:  the  eligible  investments  that  are  used  in  the  Class  A1S  Prepayment  Account  must  mature 
overnight  as  the  need  for  the  VFN  cash  related  to  the  CDS  payments  is  not  tied  to  the  distribution  date  as 
in  the  Indenture.    Please  revise  the  VFN,  particularly  section  2.7(c)  and  (e)  accordingly. 

-VFN: 

As  per  our  prior  comments  dated  5/2/07,  "reimbursements  must  go  back  to  the  source  (i.e.,  if  PP  was 
used  then  reimbursements  must  go  back  to  PP  and  not  Interest  Proceeds)."  The  committee  confirms  that 
Phil's  answer  is  not  addressing  their  concern  which  is  the  Interest  Shortfall  Reimbursements. 

-  TRS:  we  are  still  discussing  and  we'll  get  back  to  you  later  on  the  below: 

"-under  the  Schedule  for  the  TRS,  make  sure  default  under  TRS  does  not  subordinate  payments  to  the 

CDO  under  TRS 

-are  there  downgrade  triggers  and  replacement  requirements  for  MLI  (TRS  Counterparty)? 

-if  MLI  defaults/CDS  terminates,  MLI  will  still  be  on  the  hook  and  this  shall  not  be  an  Additional 

Termination  Event  (ATE)." 
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~CDS7page21  of  ttie~Schedule: 

-  the  second  level  says  P2  or  A3,  it  should  be  "AND". 

-  we  will  send  you  our  published  paper,  so  far  it  is  drafted  so  that  actions  need  to  be  taken  when  failing 
the  above  ratings.  Whereas  it  should  be  when  they  reach  these  ratings. 

-  as  discussed,  please  make  sure  to  add  "and  not  on  watch  for  downgrade"  next  to  the  Aa3  rating  in  the 
1st  level. 

_- asdiscussed, please  make  sure Jo  deletej einy qther.actipn  that ;satisfy Jhe  RAC". 

-  ATE:  as  discussed  with  Yvonne  last  week,  pis  remove  "or  such  other  action  as  shall  satisfy  the  RAC". 

Cash  Flow  Swap  documents: 

-  in  what  circumstances  can  the  CPTY  walk  away? 

-  we're  continuing  to  review  the  blacklines  you  sent  yesterday. 

Indenture: 

-  use  of  the  Ramp-Up  Par  Amount  for  purposes  of  calculating  compliance  with  the  EC:  committee  is  fine 
with  this  provided  that  you  specify  in  the  document  that  this  is  only  for  reporting  purposes  and  not  when 
determining  compliance  when  reinvesting  proceeds  of  an  Optional  Redemption  (which  should  use  current 
par). 

We'll  get  back  to  you  on  a  couple  of  other  points  once  the  committee  has  reached  a  decision. 

Note  that  in  addition  to  the  above,  we  will  continue  to  review  the  revised  drafts  of  the  documents  that  we 
haven't  yet  commented  on  and  therefore  may  have  further  comments. 

When  sending  the  next  draft  of  the  Indenture,  could  you  make  it  cumulative  against  the  4/19/07  draft 
please. 

Thanks. 


The  information  contained  in  this  e-mail  message,  and  any  attachment  thereto,  is  confidential  and  may 
not  be  disclosed  without  our  express  permission.  If  you  are  not  the  intended  recipient  or  an  employee  or 
agent  responsible  for  delivering  this  message  to  the  intended  recipient,  you  are  hereby  notified  that  you 
have  received  this  message  in  error  and  that  any  review,  dissemination,  distribution  or  copying  of  this 
message,  or  any  attachment  thereto,  in  whole  or  in  part,  is  strictly  prohibited.  If  you  have  received  this 
message  in  error,  please  immediately  notify  us  by  telephone,  fax  or  e-mail  and  delete  the  message  and 
all  of  its  attachments.  Thank  you.  Every  effort  is  made  to  keep  our  network  free  from  viruses.  You  should, 
however,  review  this  e-mail  message,  as  well  as  any  attachment  thereto,  for  viruses.  We  take  no 
responsibility  and  have  no  liability  for  any  computer  virus  which  may  be  transferred  via  this  e-mail 
message. 


The  information  contained  in  this  e-mail  message,  and  any  attachment  thereto,  is  confidential  and  may 
not  be  disclosed  without  our  express  permission.  If  you  are  not  the  intended  recipient  or  an  employee  or 
agent  responsible  for  delivering  this  message  to  the  intended  recipient,  you  are  hereby  notified  that  you 
have  received  this  message  in  error  and  that  any  review,  dissemination,  distribution  or  copying  of  this 
message,  or  any  attachment  thereto,  in  whole  or  in  part,  is  strictly  prohibited.  If  you  have  received  this 
message  in  error,  please  immediately  notify  us  by  telephone,  fax  or  e-mail  and  delete  the  message  and 
all  of  its  attachments.  Thank  you.  Every  effort  is  made  to  keep  our  network  free  from  viruses.  You  should, 
however,  review  this  e-mail  message,  as  well  as  any  attachment  thereto,  for  viruses.  We  take  no 
responsibility  and  have  no  liability  for  any  computer  virus  which  may  be  transferred  via  this  e-mail 
message. 
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From:  Arne,  Errol 

Sent:  Thursday,  February  23,  2006  9:43  AM 

To:  Kennedy,  Martin;  Mason,  Scott;  Osterweil,  Terry 

Cc:  ResidentialPools;  Mahdavian,  Sharif;  Uppuluri,  Sai;  Cao,  Becky;  Alizadeh,  Rasool 

Subject:  Request  for  prioritization 


Gentlemen, 

Bear  Stearns  is  currently  closing  three  deals  this  month  which  has  40  year  mortgages 
(negam)  which  will  have  a  30  year  bond  maturity.  On  all  3  deals  they  have  already  sent  us  cashflows 
last  week  for  us  to  review  (as  Spire  is  not  ready  for  this  pertaining  to  negam).  There  was  some 
discrepancy  in  that  they  were  giving  some  more  credit  to  recoveries  than  we  would  like  to  see.  After  a 
conference  call  with  Becky  Cao  and  Jeff  Maggard  and  Jenn  Schneider  it  was  agreed  that  for  the  deals 
this  month  we  were  OK  and  they  would  address  this  issue  for  deals  going  forward. 

(the  deals  are  SAMI  2006-AR1  -me;  SAMI  2006-AR2-Sharif ;  and  GP  2006-AR1  -Sai). 

Bear,  and  I  know  they  are  very  late  in  the  process,  have  sent  over  the  final  collateral  tapes  for  each 
deal  so  that  we  can  'confirm'  original  levels  we  gave  out.  They  are  waiting  for  us  to  get  back  to  them 
and  they  will  turn  over  cashflows  'in  an  hour'.  My  question  to  you  is  can  we  move  this  up  the  priority 
flag  pole  as  they  will  need  to  send  over  these  flows  and  we  need  to  sign-off  by  tomorrow. 

If  the  analyst  is  running  the  levels  and  they  see  that  the  levels  are  not  going  to  change,  does  this  need 
to  go  to  committee  or  can  they  take  it  to  a  chair,  even  off  committee  hours,  so  that  we  may  let  Bear 
know  the  levels  are  confirmed  and  they  can  get  started  on  sending  over  flows  for  our  review.  If  levels 
have  changed-  different  story-  needs  to  be  taken  back  to  committee  but  the  analyst  assigned  should 
contact  me  (on  any  of  the  deals)  so  that  this  way  I  can  give  Bear  a  heads  up  that  levels  will  be 
changing.  Thanks. 

Please  advise  as  the  timetable  is  very  short.  Thanks  again. 

Errol 


Errol  Arne 

Standard  &  Poor's 

55  Water  Street 

New  York,  NY  10041 

Phone:  (212)  438-2089 

Fax:  (212)  438-2661 

Errol_Arne@standardandpoors.com 

All  contents  and  attachments  to  this  communication  published  by  Standard  &  Poor's,  a  Division  of  The 
McGraw-Hill  Companies,  Inc.  Executive  offices:  1221  Avenue  of  the  Americas,  New  York,  NY  10020. 
Editorial  offices:  55  Water  Street,  New  York,  NY  10041.  Subscriber  services:  (1)  212-438-7280. 
Copyright  2005  by  The  McGraw-Hill  Companies,  Inc.  Reproduction  in  whole  or  in  part  prohibited  except 
by  permission.  All  rights  reserved.  Information  has  been  obtained  by  Standard  a  Poor's  from  sources 
believed  to  be  reliable.  However,  because  of  the  possibility  of  human  or  mechanical  error  by  our 
sources,  Standard  &  Poor's  or  others,  Standard  a  Poor's  does  not  guarantee  the  accuracy,  adequacy,  or 
completeness  of  any  information  and  is  not  responsible  for  any  errors  or  omissions  or  the  result 
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DATEF  06/28/2007 

TIME:  17:43:16  GMT 

AUTHOR:  Bharwani,  Pooja 

RECEIPIENT:  Li,  Frank;  Kolchinsky,  Eric;  Fu,  Yvonne 

CC:  Awasthi,  Maneesh;  Hersch,  Jessica 

SUBJECT:  RE:  CV4  -  Post  Reinvestment 


Frank, 

This  is  an  issue  we  feel  strongly  about  and  it  is  a  published  Moody's  criteria. 

We  are  making  an  exception  for  this  deal  only.  As  we  understand  the  manager  will  covenant  to  the  Class 
B  Effective  Date  level  - 1%.  Going  forward  this  has  to  be  effective  date  level. 

I  would  urge  you  to  let  your  colleagues  know  as  well  since  we  will  not  be  in  a  position  to  give  iri  on  this 
issue  in  future  deals. 

Regards, 
Pooja 

— Original  Message — 

From:  Li,  Frank  [mailto:frank.li@citi.com] 

Sent:  Thursday,  June  28,  2007  12:27  PM 

To:  Bharwani,  Pooja;  Kolchinsky,  Eric;  Fu,  Yvonne 

Cc:  Awasthi,  Maneesh  ;  Hersch,  Jessica 

Subject:  RE:  CV4  -  Post  Reinvestment 

I  just  spoke  to  Yvonne.  She  will  check  with  you  and  Eric  to  see  if  the  latest  proposal  is  acceptable  to  you. 
That's  Effective  Date  Level  - 1  %. 

Please  let  us  know.  Thanks. 

— Original  Message — 

From:  Bharwani,  Pooja  [mailto:Pooja.Bharwani@moodys.com] 

Sent:  Thursday,  June  28,  2007  12:21  PM 

To:  Li,  Frank  [CMB-GFICC];  Kolchinsky,  Eric;  Fu,  Yvonne;  Natcharian,  Matthew;  Kraez,  Kathleen 

Cc:  Awasthi,  Maneesh  [CMB-GFICC];  Hersch,  Jessica  [CMB-GFICC] 

Subject:  RE:  CV4  -  Post  Reinvestment 

Will  dial-in  in  5  minutes. 

Pooja  Bharwani 

VP-Senior  Analyst 

Moody's  Investors  Service  |  99  Church  Street  |  New  York,  NY  10007 

Tel:  212  553  7135  |  Fax:  212  298  6462 

pooja.bharwani@moodys.com 


— Original  Message — 

From:  Li,  Frank  [mailto:frank.li@citi.com] 

Sent:  Thursday,  June  28,  2007  12:16  PM 

To:  Bharwani,  Pooja;  Kolchinsky,  Eric;  Fu,  Yvonne;  Natcharian,  Matthew;  Kraez,  Kathleen 
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Cc:  Awasthi,  Maneesh  ;  Hersch,  Jessica" 
Subject:  RE:  CV4  -  Post  Reinvestment 


Conference  Dial-in  Numbers 
Toll  free:  1-866-548-4717 
Toll:  1-719-785-9434 
Participant  Passcode:  654061 


Please  call  in  now.  Both  Citi  and  Babson  are  available  now  to  talk  about  this. 
-Original  Message- 


From:  Bharwani,  Pooja  [mailto:Pooja.Bharwani@moodys.com] 

Sent:  Thursday,  June  28,  2007  12:13  PM 

To:  Li,  Frank  [CMB-GFICC];  Kolchinsky,  Eric;  Fu,  Yvonne 

Cc:  Awasthi,  Maneesh  [CMB-GFICC] 

Subject:  RE:  CV4  -  Post  Reinvestment 

Can  we  get  a  dial-in? 

Thanks. 

— Original  Message — 

From:  Li,  Frank  [mailto:frank.li@citi.com] 

Sent:  Thursday,  June  28,  2007  1 1 :56  AM 

To:  Kolchinsky,  Eric;  Bharwani,  Pooja;  Fu,  Yvonne 

Cc:  Li,  Frank  ;  Awasthi,  Maneesh 

Subject:  CV4  -  Post  Reinvestment 


Eric,  Pooja, 


I  went  back  to  Babson  and  effective  date  level  is  still  totally  unacceptable  to  them  as  they  don't 
understand  the  rationale  behind  the  criteria.  We  have  run  the  model  and  showed  you  the  results  that  are 
passing.  Please  give  a  call  to  Matt  at  Babson  directly  to  discuss  this: 

Matt:  mnatcharian@babsoncapital.com 
Tel:  413-226-1672. 

You  can  call  me  and  I  can  loop  Matt  in.  As  we  are  printing  Offering  Circular  shortly,  your  immediate 
attention  is  greatly  appreciated. 

Thank  you. 

Frank  Li,  CFA 

Global  Structured  Credit  Products 

Citigroup  Global  Capital  Markets,  Inc. 

390  Greenwich  Street,  4th  Floor 

New  York,  NY  10013 

Tel:  (212)  723-6173 

Fax:  (646)  291-5391 

frank.li@citigroup.com 

The  information  contained  in  this  e-mail  message,  and  any  attachment  thereto,  is  confidential  and  may  . 
not  be  disclosed  without  our  express  permission.  If  you  are  not  the  intended  recipient  or  an  employee  or 
agent  responsible  for  delivering  this  message  to  the  intended  recipient,  you  are  hereby  notified  that  you 
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From:  Meyef7 Chris  a^^^^^^^^^m^^mmi^^^^^a^^m^^^^^^ 

Sent:  Sunday,  April  23,  2006  6:52  PM 

To:  Williams,  Geoffrey;  Gerst,  David 

Cc:  Egol,  Jonathan;  Tourre,  Fabrice;  Yukawa,  Shin;  Ghetti,  Belinda;  Guarnuccio,  Keith 

Subject:  RE:  ABACUS  2006-12  -  Writedowns  immediately  prior  to  Stated  Maturity 

Geoff,-  -       .    . 

This  language  is  actually  one  of  the  areas  that  we  felt  failed  to  meet  our  counterparty  criteria. 
For  example,  setting  aside  the  amount  being  posted,  the  rating  trigger  is  not  even  remotely 
correct  and  it  only  pertains  to  CDO  Reference  Obligations.  I  understand  from  my  colleagues  that 
they  are  unaware  of  this  type  of  language  (i.e.,  taking  into  account  market  pricing)  being 
approved.  This  is  especially  surprising  given  that  Belinda,  a  Team  Leader  regarding  criteria  as  it 
relates  to  Synthetic  CDOs,  probably  should  have  been  involved  in  the  approval  of  languge  that 
would  result  in  a  deviation  from  our  core  criteria. 

Chris 


Original  Message 

From:  Williams,  Geoffrey  [mailto:Geoffrey.Williams@gs.com] 

Sent:  Sun  4/23/2006  6:23  PM 

To:  Meyer,  Chris;  Gerst,  David 

Cc:  Egol,  Jonathan;  Tourre,  Fabrice;  Yukawa,  Shin;  Ghetti,  Belinda;  Guarnuccio,  Keith 

Subject:  RE:  ABACUS  2006-12  -  Writedowns  immediately  prior  to  Stated  Maturity 

See  1 0.3(f)  of  the  Indenture  of  this  transaction.  This  was  negotiated  with  S&P  in  connection  with  our  last 
transaction,  ABACUS  2006-8. 


From:  Meyer,  Chris  [mailto:christopher_meyer@standardandpoors.com] 

Sent:  Sunday,  April  23,  2006  6:18  PM 

To:  Williams,  Geoffrey;  Gerst,  David 

Cc:  Egol,  Jonathan;  Tourre,  Fabrice;  Yukawa,  Shin;  Ghetti,  Belinda;  Guarnuccio,  Keith 

Subject:  RE:  ABACUS  2006-12  -  Writedowns  immediately  prior  to  Stated  Maturity 

Geoff, 

I'm  unaware  of  market  related  information  ever  being  used  to  determine  the  amount  that  should 
be  posted  in  connection  with  Writedowns  of  any  kind.  Given  that  Belinda,  Keith  Guarnuccio 
and  I  are  highly  involved  with  issues  relating  to  PAYGOs,  we'd  be  most  interested  in  knowing 
where  we've  approved  this  type  of  language  —  since  this  would  be  a  significant  departure  from 
our  current  criteria.  As  you  point  out,  it  is  a  conservative  position  for  S&P  to  take,  but  it  is  one 
we've  taken  with  all  Dealers.  Since  time  is  of  the  essence,  this  may  be  another  issue  that  we 
table  for  2006-12,  but  would  have  to  be  addressed  in  future  trades. 

Regards, 
Chris 


Wall  Street  &  The  Financial  Crisis 
Report  Footnote#1088 
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-- — Original  Message---- 

From:  Williams,  Geoffrey  [mailto:Geoffrey.Williams@gs.com] 

Sent:  Sun  4/23/2006  3:25  PM 

To:  Meyer,  Chris;  Gerst,  David 

Cc:  Egol,  Jonathan;  Tourre,  Fabrice;  Yukawa,  Shin;  Ghetti,  Belinda 

Subject:  RE:  ABACUS  2006-12  -  Writedowns  immediately  prior  to  Stated  Maturity 

Chris-  we're  happy  to  build  in  the  appropriate  1  year  /  3.year  CDO  language  that  you  describe  in  your 
first  point  below.  However,  we  are  not  going  to  be  able  to  accommodate  your  second  request.  We 
drafted  this  language  in  the  spirit  of  the  clause  that  we  recently  incorporated  (and  had  approved  by  both 
you  and  Moody's)  into  our  cds  confirm  which  governs  the  amount  that  must  be  posted  given  an  implied 
writedown  of  a  CDO  reference  obligation.  The  premise  is  that  market  information  is  very  relevant  in 
determining  whether  or  not  a  reference  obligation  that  has  sustained  writedowns  is  expected  to  write  back 
up  and  I  do  not  see  why  this  methodology  is  relevant  only  in  determining  the  amount  that  should  be 
posted  under  the  cds. 

I  would  add  that  this  scenario  is  very  different  from  an  optional  redemption  as  you  point  out  below  since 
the  optional  redemption  is  at  Goldman's  option  and  a  stated  maturity  is  not.  We  therefore  cannot  settle 
for  the  most  conservative  alternative  as  I  believe  you  are  suggesting. 

David  --  can  you  please  point  Chris  to  language  he  is  looking  for  on  his  third  point? 

Let  us  know  if  you  have  any  questions.  Thanks.  Geoff. 


From:  Meyer,  Chris  [mailto:christopher_meyer@standardandpoors.com] 

Sent:  Saturday,  April  22,  2006  6:03  PM 

To:  Gerst,  David 

Cc:  Egol,  Jonathan;  Tourre,  Fabrice;  Williams,  Geoffrey;  Yukawa,  Shin;  Ghetti,  Belinda 

Subject:  RE:  ABACUS  2006-12  -  Writedowns  immediately  prior  to  Stated  Maturity 

David, 

I've  had  an  opportunity  to  review  the  proposed  language  this  afternoon. 

1 .  Clause  (b)  -  the  one  calendar  year  "cure  period"  is  only  applicable  to  non-CDO  Reference  Obligations 
in  this  case,  the  RMBS  and  CMBS  Reference  Obligations).  For  CDO  Reference  Obligations,  our  criteria 
is  that  we'll  deem  a  Reference  Obligation,  which  has  experienced  a  Writedown,  to  be  "defaulted"  (a)  after 
one  year  if  the  Reference  Obligation  is  undercollateralized  by  more  than  25%  and  (b)  after  three  years  if 
the  Reference  Obligation  is  undercollateralized  by  25%  or  less. 

2.  Clause  (A)  -  I'm  a  little  confused.  I  thought  the  proposal  put  forth  on  Wednesday  was  that  to  the 
extent  there  was  any  Writedown  which  (per  our  tests)  hadn't  been  deemed  permanent,  then  Goldman 
would  reimburse  the  full  amount  of  the  Writedown.  The  current  formula  suggests  Goldman  may  pay  an 
amount  less  that  the  full  amount  of  the  Writedown.  I  was  expecting  to  see  language  similar  to  the 
Optional  Redemption  Reimbursement  Amount,  which  addresses  the  exact  same  concern  in  the  context  of 
when  Notes  are  optionally  redeemed. 

If  you  can  direct  me  to  the  specific  location  in  the  Schedules  of  the  Basis  Swap  and  Put  that  contain  the 
identical  language  to  Part  1.3(v)  of  the  CDS  Schedule,  I  would  appreciate  it. 

Chris 


/ 
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v — Original  Message 

From:  Gerst,  David  [mailto:David.Gerst@gs.com] 

Sent:  Fri  4/2 1/2006  9:30  AM 

To:  Meyer,  Chris 

Cc:  Egol,  Jonathan;  Tourre,  Fabrice;  Williams,  Geoffrey;  Yukawa,  Shin 

Subject:  ABACUS  2006-12  -  Writedowns  immediately  prior  to  Stated  Maturity 

Chris,        ...... 

Below  is  our  proposed  language  to  determine  how  much 
Goldman  has  to  pay  the  Issuer  if  a  writedown  occurred  shortly 
before  maturity  of  the  Notes. 

On  the  Stated  Maturity  for  any  Series  of  Notes,  if  (i)  any  such 
Series  of  Notes  maturing  on  such  date  has  an  ICE  Currency 
Adjusted  Aggregate  Outstanding  Amount  Differential  greater 
than  zero  and  (ii)  an  ICE  Reference  Obligation  Notional  Amount 
Differential  is  greater  than  zero  with  respect  to  one  or  more 
Reference  Obligations  (a)  that  remain  in  the  Reference  Portfolio 
at  such  time  of  determination,  (b)  with  respect  to  which  the  ICE 
Reference  Obligation  Notional  Amount  Differential  was  equal  to 
zero  on  the  day  that  was  one  calendar  year  prior  to  such  Stated 
Maturity,  (c)  that,  at  the  time  of  such  Stated  Maturity,  has  an 
Actual  Rating  above  (1)  if  rated  by  Moody's,  "Ca"  (2)  if  rated  by 
S&P,  "CC"  or  (3)  if  rated  by  Fitch,  "CC"  and  (d)  with  respect  to 
which  no  Credit  Event  (other  than  a  Writedown)  has  occurred  at 
any  time  on  or  prior  to  such  Stated  Maturity,  Goldman  will  pay  to 
Counterparty  an  amount,  if  greater  than  zero,  equal  to  the  lesser 
of  (A)  the  aggregate  of  the  difference,  determined  for  each  such 
Reference  Obligation,  of  (i)  the  ICE  Reference  Obligation 
Notional  Amount  Differential  of  such  Reference  Obligation  and 
(ii)  if  greater  than  zero,  the  ICE  Reference  Obligation  Notional 
Amount  of  such  Reference  Obligation  less  the  related  Current 
Dollar  Price  and  (B)  the  ICE  Currency  Adjusted  Aggregate 
Outstanding  Amount  Differential  of  each  Series  of  Notes  for 
which  the  Stated  Maturity  is  such  date. 

Also,  please  note  that  Section  7.10  of  the  Indenture  (issuing  ordinary  shares)  and  the  Basis  Swap 
and  Put  Schedules  (regarding  Bankruptcy)  address  your  concerns  as  previously  drafted.  Let  me  know  if 
you  need  me  to  point  you  to  the  appropriate  provisions. 

Thanks, 

David 


The  information  contained  in  this  message  is  intended  only  for  the  recipient,  and  may  be  a  confidential  attorney-client 
communication  or  may  otherwise  be  privileged  and  confidential  and  protected  from  disclosure.  If  the  reader  of  this 
message  is  not  the  intended  recipient,  or  an  employee  or  agent  responsible  for  delivering  this  message  to  the  intended 
recipient,  please  be  aware  that  any  dissemination  or  copying  of  this  communication  is  strictly  prohibited.  If  you  have 
received  this  communication  in  error,  please  immediately  notify  us  by  replying  to  the  message  and  deleting  it  from  your 
computer.  The  McGraw-Hill  Companies,  Inc.  reserves  the  right,  subject  to  applicable  local  law,  to  monitor  and  review  the 
content  of  any  electronic  message  or  information  sent  to  or  from  McGraw-Hill  employee  e-mail  addresses  without 
informing  the  sender  or  recipient  of  the  message. 
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From:  O'Brien,  John 

Sent:  Wednesday,  May  03,  2006  9:01  AM 

To:  Rashid,  Malik 

Subject:  RE:  Broadwick  Funding. 

Sure.  Call  me  when  you're  free. 

John 


Original  Message 

From:  Rashid,  Malik 

Sent:  Tuesday,  May  02,  2006  9:32  PM 

To:  O'Brien,  John 

Subject:  RE:  Broadwick  Funding. 

John, 


Let's  re-group  on  this  tomorrow  at  a  time  that  suits  you;  I  realize  that  the  closing  date  is  coming  soon.  I 
apologize  for  not  being  able  to  partake  in  the  call  today;  issues  cropped  up  in  nearly  every  transaction  I'm 
currently  staffed  on. 

Malik 


Original  Message 

From:  Meyer,  Chris 

Sent:  Monday,  May  01,  2006  9:08  PM 

To:  O'Brien,  John 

Cc:  Rashid,  Malik 

Subject:  RE:  Broadwick  Funding. 

John, 

I'm  not  sure  what  they  are  talking  about  in  terms  of  the  modeling  based  solution,  but  I'm  not  sure 
how  you  can  model  the  counterparty  risk  with  respect  to  Writedown  Reimbursement  Amounts. 
In  addition,  you  can  tell  them  that  if  the  are  referring  to  ABACUS  2006-12,  which  closed 
last/Thursday,  that  is  the  last  trade  that  will  not  be  required  to  post  Writedowns  (unless  they  can 
demonstrate  conclusively  that  our  concern  is  otherwise  dealt  with  in  the  structure).  It  was  a 
known  flaw  not  only  in  that  particular  ABACUS  trade,  but  in  pretty  much  all  ABACUS  trades 
(which  between  the  three  of  us  were  all  rated  by  the  same  person... who  neglected  to  catch  other 
important  criteria  issues... or  ignored  them  after  being  told  to  correct  them  by  Team  Leaders  and 
business  managers).  The  ABS  desk  at  Goldman  has  already  been  told  that  the  all  of  the  de- 
linking criteria  would  need  to  be  addressed  in  future  ABACUS  trades,  and  this  includes  posting 
of  Writedown  Amounts. 

In  terms  of  the  CSA  and  opinion  language,  they  do  have  a  point.. .if  we  indeed  have  RAC. 
Nevertheless,  I  always  copy  and  past  the  description  of  the  opinion  from  the  counterparty  criteria 
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article  and  ask  why  they  can't  include  the  language.  It's  very  generic  and  doesn't  ask  them  to 
speak  to  any  details. 

It  looks  like  swap  termination  payments  to  the  swap  counterparty  are  netted  senior  out  of  the 
Synthetic  Security  Counterparty  Account.  Is  this  the  case? 

I'm  not  sure  if  this  helps.  At  this  point,  I'm  not  thinking  all  that  clearly. 

Regards, 
Chris 


Original  Message 

From:  O'Brien,  John 

Sent:  Mon  5/1/2006  5:55  PM 

To:  Meyer,  Chris 

Cc:  Rashid,  Malik 

Subject:  FW:  Broadwick  Funding. 

Chris  -  Would  really  appreciate  any/all  guidance  on  this  you  can  offer.  Trying  to  wrap 
this  up  as  soon  as  possible. 

Thanks, 
John 


— Original  Message 

From:  Bieber,  Matthew  G.  [mailto:matthew.bieber@gs.com] 

Sent:  Monday,  May  01,  2006  5:23  PM 

To:  Rashid,  Malik 

Cc:  O'Brien,  John;  Kim,  Jeong-A 

Subject:  RE:  Broadwick  Funding. 

Malik  thanks  for  the  feedback  - 

1 .  GS  has  not  agreed  to  this  hold  back  provision  in  any  of  our  previous  transactions  (including  the 
ABACUS  deal  that  just  closed  last  week)  -  and  we  cannot  agree  to  it  in  this  deal.  We'd  discussed  the 
modeling  based  solution  with  respect  to  this  counterparty  risk  back  on  April  13th  -  and  it  was  ultimately 
communicated  to  us  the  following  week  there  would  be  no  changes  in  this  transaction  on  this  point. 

2. 1  agreed  with  your  long  term  rating  comment  (BBB+)  as  well  as  the  1 0  day  delivery  of  the  opinion.  I 
thought  this  was  reflected  in  the  document  -  but  I  assure  you  it  will  be  so  in  the  next  deal. 

3.  In  terms  of  timeliness  -  the  CDO  holds  the  collateral  and  as  soon  as  there  is  a  termination  and  the 
appropriate  termination  payments  have  been  made  -  the  lien  that  the  synthetic  security  counterparty  has 
on  the  collateral  is  released  to  the  trustee,  this  is  outlined  in  section  12.2  of  the  indenture.  Is  there  specific 
language  you'd  like  to  see  here?  if  so,  I'd  be  happy  to  review  and  try  and  incorporate,  where  appropriate. 

4.  Given  that  the  CSA  is  will  be  subject  to  RAC,  S&P  will  have  ability  to  refview  the  opinion  and  to  the 
extent  it  is  not  satisfactory,  act  accordingly.  We  cannot  agree  to  specifically  enumerate  the  carve  outs  at 
this  time,  due  to  the  fact  that  there  may  be  changes  in  case  law,  market  practice,  etc.  that  would  have  an 
impact  on  the  opinion  between  now  and  the  time  when  any  opinion  would  be  required. 
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From:  Rashid,  Malik  [mailto:malik_rashid@standardandpoors.com] 

Sent:  Monday,  May  01,  2006  4:53  PM 

To:  Bieber,  Matthew  G. 

Cc:  O'Brien,  John;  Kim,  Jeong-A 

Subject:  RE:  Broadwick  Funding. 

Matt, 

I  realize  that  GS  abd  the  CDO  group  have  differences  in  opinion  over  certain  provisions,  but  I  understand 
from  conversations  on  Friday  and  today  that  the  group  reiterates  their  view.  Below  are  our  comments 
from  our  review  of  the  revised  CDS  documents  circulated  on  4/21 .  This  reflects  the  latest  feedback  from 
the  CDO  group  related  to  the  downgrade/posting  provisions  for  this  specific  transaction,  and  you'll  find 
that  these  are  repetitive  from  our  last  set  of  comments  on  the  CDS. 

Malik 


1 .  To  de-link  GS's  counterparty  risk  with  respect  to  reimbursements,  Writedown  amounts  need  to  be 
posted  for  one  year  as  long  as  its  rating  is  below  AA-  or  A-1+.  This  posting  for  one  year  should  remain 
and  should  not  be  extinguished  if  the  swap  terminates  early  as  a  result  of  GS  being  the 
defaulting/affected  party.  Writedowns  can  be  considered  permanent  after  the  expiration  of  one  year. 

2.  On  p.5  of  the  Schedule: 

-  the  second  level  rating  trigger  should  be  A-2  or  BBB+,  not  BBB-. 

-  It  looks  like  GS  is  choosing  to  remain  in  the  swap  by  posting  when  its  rating  falls  below  the  second  level 
rating  trigger.  The  opinion  with  respect  to  the  collateral  should  be  delivered  within  10  days,  not  30. 

-  Re:  my  earlier  comment  on  the  opinion  addressing  the  timeliness  issue  -  because  this  is  a  situation 
where  Party  A's  credit  rating  is  low,  there  is  greater  concern  over  the  CDO's  ability  to  avoid  loss  arising 
from  exposure  to  Party  A  credit  risk.  While  the  CSA  does  speak  to  Party  B's  rights  as  Secured  Party,  we 
need  more  comfort  that  the  CDO  terminate  the  CDS  (when  the  need  arises)  and  liquidate  the  collateral  to 
make  itself  whole  in  a  timely  manner  without  undue  delay. 

-  Also  on  the  opinion,  we  are  not  certain  as  to  what  "customary  and  usual  assumptions,  carveouts,  and 
exceptions"  mean.  Our  concern  is  whether  such  language  limits  the  opinion's  scope.  We're  trying  to  de- 
link GS's  credit  risk  so  it  can  choose  to  remain  in  the  CDS  regardless  of  what  its  rating  is,  so  we'd  like  to 
make  sure  that  the  opinion's  description  today  does  not  limit  its  scope. 


Original  Message 

From:  Bieber,  Matthew  G.  [mailto:matthew.bieber@gs.com] 

Sent:  Monday,  May  01,  2006  3:14  PM 

To:  O'Brien,  John 

Cc:  Kim,  Jeong-A 

Subject:  RE:  Broadwick  Funding. 

ok.  the  sooner  the  better,  just  a  reminder  -  we  cannot  agree  to  holding  write  downs  in  the  deal  for  a  year 
or  any  short  term  rating  triggers. 


C- 
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From:  O'Brien,  John  [mailto:john_o'brien@standardandpoors.com] 

Sent:  Monday,  May  01,  2006  2:58  PM 

To:  Bieber,  Matthew  G. 

Cc:  Kim,  Jeong-A 

Subject:  RE:  Broadwick  Funding. 

Matt  -  Malik  will  be  sending  you  comments  to  the  last  draft  of  the  swap  later  today. 


Regards, 
John  O'Brien 


Original  Message 

From:  Bieber,  Matthew  G.  [mailto:matthew.bieber@gs.com] 

Sent:  Monday,  May  01,  2006  9:48  AM 

To:  O'Brien,  John;  Kim,  Jeong-A 

Cc:  Mangalgiri,  Vickram  S.;  Mishra,  Deva  R. 

Subject:  Broadwick  Funding. 

John  and  Jeong-A 

Hope  the  weekend  and  vacation  was  enjoyable.  As  discussed  last  week,  I'd  like  to  finalize  all  outstanding 
points  on  Broadwick  Funding  by  the  end  of  the  day  this  Wednesday.  To  that  end,  would  you  please  let  me 
know  when  its  most  convenient  for  you  to  discuss  any  remaining  comments  you  have  to  the  documents 
over  the  next  day  or  so?  Additionally,  it  appears  we'll  be  slightly  increasing  the  size  of  the  S  Note  in  the 
transaction  by  approx.  $1. 5mm.  Look  forward  to  hearing  from  you. 

Best  Regards, 
Matt 


The  information  contained  in  this  message  is  intended  only  for  the  recipient,  and  may  be  a  confidential  attorney- 
client  communication  or  may  otherwise  be  privileged  and  confidential  and  protected  from  disclosure.  If  the  reader  of 
this  message  is  not  the  intended  recipient,  or  an  employee  or  agent  responsible  for  delivering  this  message  to  the 
intended  recipient,  please  be  aware  that  any  dissemination  or  copying  of  this  communication  is  strictly  prohibited.  If 
you  have  received  this  communication  in  error,  please  immediately  notify  us  by  replying  to  the  message  and 
deleting  it  from  your  computer. 
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DATE:  05/20/2007 

TIME:  15:15:39  GMT 

AUTHOR:  Kolchinsky,  Eric 

RECEIPIENT:  Fu,  Yvonne;  Yoshizawa,  Yuri 

CC: 

SUBJECT:  Re:  Paper  on  inter-CDO  correlations  -  update  from  ABS  Steering  Committee 

Ok,  but  I'm  not  sure  this  will  solve  the  communication  problem.  In  the  UBS  case,  the  analysts  were  informed  about 
the  look  through  by  the  new  deal  staffing  email  and  Yuri's  email,  below  (in  addition  to  the  numerous  discussions  in 
sterring  comm). 

Unfortunately,  our  analysts  are  owerwhelmed  and  I'm  concerned  that  the  communication  to  the  bankers  will  "2x  and 
one  notch"  without  any  of  the  subtelties  which  we  ascribe  to  the  approach.  I  still  get  routinely  asked  for  which 
tranches  do  we  use  the  sequential  life... 

Thank  you 
Eric 

— Original  Message — 

From:  Fu,  Yvonne 

To:  Kolchinsky,  Eric;  Yoshizawa,  Yuri 

Sent:  Wed  May  23  08:08:53  2007 

Subject:  RE:  Paper  on  inter-CDO  correlations  -  update  from  ABS  Steering  Committee 

I  think  it  should  still  be  mentioned  in  the  internal  communication  to  give  analysts  better  guidance.  The  current 
practtice  is  quite  varied  as  the  analysts  do  not  seem  to  know  what  to  do  even  in  the  cases  for  which  you  have 
communicated  with  the  banks.i.e.  UBS.  I  will  send  a  revised  one  to  both  of  you. 

— Original  Message — 

From:  Kolchinsky,  Eric 

Sent:  Wednesday,  May  23,  2007  7:56  AM 

To:  Yoshizawa,  Yuri;  Fu,  Yvonne 

Subject:  Re:  Paper  on  inter-CDO  correlations  -  update  from  ABS  Steering  Committee 

Yuri/Yvonne 

In  that  case,  should  we  exclude  any  mention  of  the  one  notch  rule  from  the  general  communication?  Instead,  we 
should  give  comm  chairs  the  discretion  to  apply  the  rule  as  they  see  fit.  In  this  way,  there  is  less  of  a  chance  of  it 
getting  back  to  the  bankers  as  a  "general  rule".  They  are  more  likely  to  know  it  as  something  that  only  applies,  as  a 
concession,  on  the  deal  that  they  are  working  on. 

Thank  you  very  much 
Eric 

— Original  Message — 

From:  Yoshizawa,  Yuri 

To:  Kolchinsky,  Eric;  Fu,  Yvonne 

Sent:  Tue  May  22  23:02:49  2007 

Subject:  Re:  Paper  on  inter-CDO  correlations  -  update  from  ABS  Steering  Committee 

We  need  to  find  a  way  of  positioning  the  1  notch  as  our  way  of  "grandfathering" 

Yuri  Yoshizawa 

Moody's  Investors  Service 

(212)553-1939 

Sent  From  My  Blackberry 
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^— -Original  Message-^ 

From:  Kolchinsky,  Eric 

To:  Fu,  Yvonne;  Yoshizawa,  Yuri 

Sent:  Tue  May  22  23:00:12  2007 

Subject:  Re:  Paper  on  inter-CDO  correlations  -  update  from  ABS  Steering  Committee 

Yvonne 

Looks  good  generally,  two  comments  however. 

1 .  The  one  notch  rule.  I  understand  the  impetus,  but  it  may  be  problematic  in  the  long  term.  I  think  that  any  stress 
levels  that  we  implement  now  will  be  percieved  by  the  market  as  being  close  to  the  final.  They  have  been  asking  for 
certainty  in  their  ability  to  ramp  and  structure  deals. 

If  we  give  a  one  notch  leeway  with  2x  now  and  end  up  with  2x  in  the  long  term  without  the  extra  room  -  I  think  that 
bankers  will  be  upset.  Instead  of  dealing  with  the  problem  now,  we  will  have  to  deal  with  it  when  we  implement  the 
final  methodology.  I  think  that  we  would  be  better  off  doing  2.5x  with  one  notch  now  and  go  to  2x  without.  That  way 
we  can  at  least  give  them  a  trade-off. 

2.  We  should  be  clear  that  the  2x  should  apply  to  the  underlying  vs  the  MAC. 

3.  Could  you  add  that  this  should  apply  to  cdo  buckets  in  abs  cdos  as  well? 

Thank  you  very  much 
Eric 


— Original  Message — 

From:  Fu,  Yvonne 

To:  Kolchinsky,  Eric;  Yoshizawa,  Yuri 

Sent:  Tue  May  22  22:16:56  2007 

Subject:  Fw:  Paper  on  inter-CDO  correlations  -  update  from  ABS  Steering  Committee 

I  am  planing  on  sending  this  to  the  group.  Please  let  me  know  if  you  are  ok  with  it  -  don't  worry  about  spelling  errors 
as  I  will  do  a  spell  check  before  sending! 
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2006  Overview 

2006  was  a  record  year  in  Global  SFG  &  PFG  (including  ISG  and  KIS)  with  combined  revenues  of  $1 .036.4B 

■  Global  SFG  revenues  were  $860.4MM  exceeding  prior  year  by  25%  and  budget  by  18% 

■  PFG  revenues  were  $1 12.5MM  a  drop  from  prior  year  by  4%  but  exceeding  budget  by  2% 

■  Global  ISG  Products  &  Research  exceeded  prior  year  by  12%  and  was  flat  compared  to  budget 

Contribution  margin  for  the  group  was  83%,  equal  to  prior  year  and  exceeding  budget  of  80% 

Issuance  exceeded  our  expectations  in  almost  all  sectors  especially  in  US  RMBS  (HE),  Global  CDOs,  US  CMBS 
and  EMEA  Securitisation 

New  ratings  products  introduced  in  the  market  are  estimated  to  have  generated  $78.6MM  in  revenues 

Our  non-ratings  new  products  generated  $7.4MM  of  revenues 

For  2007,  we  are  forecasting  13%  revenue  growth  (12%  Pre-FX) 
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2007  Operating  Plan 
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Challenges  for  2007  -  Downside 

■  Interest  rate  increases  in  the  US 

■  Price  pressure,  particularly  in  AFG,  PFG,  synthetic  CDO's,  and  in  emerging  markets  as  more  and  more  deals 
become  commoditized.  Additional  pressure  from  issuers  such  as  JP  Morgan,  Morgan  Stanley,  CSFB, 
Deutsche  Bank 

■  Managing  customers'  expectations  and  demand  for  real-time  data  in  external  PFG  products  (QRate,  MFRA 

■  Competitive  issues  (ex.  Rating  inflation,  successful  rating  shopping,  notching  below  investment  grade  for  mono- 
line  insured  deals,  etc.) 

■  Managing  customers'  expectations  and  demand  for  real-time  data 

■  Greater  than  expected  decline  in  RMBS  issuance  due  to  expansion  of  GSE  activity,  declining  home  values 
which  may  limit  refinancing  activity,  and  issuer  consolidation 

■  Increased  "rating  shopping"  by  market  participants 

■  Past  and  future  issuer  consolidations 

■  Financial  stability  of  the  "Big  3"  automakers  may  reduce  issuance 

■  ABCP  programs  from  the  same  sponsor  are  combined  into  larger  programs  capping  fees 

■  Credit  stress  or  greater  than  anticipated  issuance  decline  in  US  RMBS  or  US  corporate  loan  sectors  leads  to 
decreased  US  CDO  issuance  or  greater  issuance  of  synthetic  transactions 

■  Leveraged  loan  issuance  declines  significantly  reducing  supply  of  assets  for  EMEA  CDOs 

■  Higher  than  expected  rating  transition  in  Home  Equity  and  RMBS 

s^k  Technology  constrains  growth  of  new  ratings  and  non-ratings  products  and  does  not  keep  pace  with  business 
sk^lgrowth,  resourcing,  business  lines 

^35^  12 
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Operating  Risks 


Under  resourced  growth  in  new  and  existing  businesses 

Intermediary  Rating  Shopping 

Market  Pricing  Pressure  and  Issuer  Consolidation 

Turnover  and  Retention 

Credit  Quality  Shifts/Monitoring  Challenges 

Competition 

Technology  limitations 
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CDO  Issuance  Volumes  for  2006  Continued  to  be 
Strong  both  in  the  US  and  Globally 


US  CDO  Issuance 


EMEA  CDO  Issuance 


1996  1997  1998  1999  2000   2001    2002  2003  2004  2006  2006E 
f^~m  Rated  Volume  (LHS)  -A—  Number  of  Deals  (RHS) 

Source:  Moody's.   Represents  volume  rated  by  Moody's  alone. 
Excludes  CRE  CDOs 


1999     2000     2001     2002     2003     2004     2005    2006E 
EH!  Rated  Volume  (LHS)  -^Number  of  Deals  (RHS) 

Source:  Moody's.  Represents  all  volume  rated  by 
Moody's  and  other  publicly  rated  deals. 


Strong  historical  performance  by  CLOs  and  record  issuance  of  RMBS  and  Home  Equity  into  Resecuritization 

CDOs  were  the  main  drivers  of  the  growth  in  these  two  leading  CDO  sectors 

Issuance  driven  by  demand  for  and  development  of  new  types  of  structures  in  the  market,  increased  liquidity 

and  the  application  of  the  CDO  technology  to  new  asset  classes 

Moody's  has  kept  its  market  coverage  in  the  mid-  to  high-90's 
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2007  Outlook  for  Global  Derivatives  Market 


Moody's  is  well-positioned  to  capture  global  CDO  issuance  business  and  we  expect  momentum  to  continue 
into  2007 

The  continued  need  of  investors,  issuers,  intermediaries,  and  regulators  to  mitigate  and  transfer  risk  will 
fuel  expansion;  and  create  new  investment  products 

Credit  derivatives  growth  will  moderate,  but  remain  robust. 

■  Market  outlook  for  US  CDOs  range  from  1 0%  to  26%  growth  in  2007 

■  Market  outlook  for  Cash  EMEA  CDOs  is  for  25%  growth  in  2007 

The  market's  rapid  growth  does  suggest  the  possibility  of  a  correction. 

■  A  correction  would  slow  growth  more  than  anticipated,  and  for  a  longer  period.  However,  increasing 
liquidity  and  innovation  should  support  longer  term  growth. 
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Potential  Risks  to  the  Derivatives  Business 

Ability  to  attract  and  retain  skilled  analytical  resources  to  support  volume  and  innovation  is  increasingly 
difficult  given  competitive  pressures  in  the  market.  Derivative  analysts  are  contacted  frequently  by  the 
market 

Downturn  in  housing  market  could  effect  growth  for  Resecuritization  CDOs,  which  currently  represent 
approx.  55%  of  the  U.S.  CDO  business.  Downturn  in  corporate  credit  quality  would  also  have  an  impact  on 
CLO,  the  second  largest  CDO  business 

Increased  scrutiny  by  press  and  regulators  as  spotlight  is  focused  on  the  global  CDO  market. 
Underperformance  of  underlying  securities  and  resulting  underperformance  of  CDOs  would  have  a  material 
negative  impact 

As  transactions  become  increasingly  complex,  Moody's  is  faced  with  the  challenge  of  keeping  its  technology 
current  to  meet  demands  of  the  business  (e.g.,  computing  capacity,  speed,  other  tools 
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TO: 
CG: 


Stephen  P.  Funarp,  Dedicated  Examiner 

Paul  H,  Kupiec,  Asscfciate  Director;  DIR 
John  H.  CorstOn,  Associate  Director,  DSC 


FROM:;  Daniel  A.-.NuxoIl,  DJR 

SPB;JECT:     ALLL  Modeling  at  Washington  Mutual 

Summary 

Washington  Mutual  does  not  Currently  haye  data  that  permit  to  track  charge-off  s  back  to 

individual  loans. 

Consequently,  Washington  Mutual  uses  the  Loan  Performance  Risk  Model  to  establish 
reserves  for  its  single  family  housing  loans.  The  model  was  developed  by  a  vendor  on  data  for 
mortgages  that  were  part  of  private-label  securitizations,  and  Washington  Mutual  has  calibrated 
the  model  to  reflect  its  own  experience.  The  calibrations  for  the:  various  portfolios  are  based  on 
very  limited  data  usually  the  portfolio  at  a  single  date.  These  exercises  attempt  to  produce 
forecasts  of  key  aspects  of  portfolio  performance  at  horizons  from  18  to  36  months.  Recently, 
Washington  Mutual  decided  to  set  reserves  sufficient  to  cover  losses  that  occur  within  the  next 

36  months. 

Despite  the  calibration,  the  model  does  not  fit  some  aspects  of  the  data.  Probably  the 
most  significant  problem  is  that  the  model  estimates  prepayment  rates  for  option  ARMS  that  are 
much  too  high.  The  dataset  used  to  develop  the  model  does  not  include  any  significant  data  on 
option  ARMs,  so  there;  is  reason  to  believe  that  the  model  might  not  adequately  measure  the  risk 
of  option  ARMs,  These  mortgages  constitute  oyer  half  of  the  prime  mortgage  portfolio  held  for 
investment       . 


Details 


Overview 

Washington  Mutual  (Wamu)  uses  different  methods  for  reserving  for  different  parts  of 
their  portfolio.  I  focused,  On  the  single  family  mortgage  models  which  are  adaptations  of  the 
Loan  "Performance  Risk  Model  (LPRM).  Wamu  uses  the  prime  version  of  that  model  for  its 
prime  portfolios  (single  family  mortgages,  home  equity  loans,  and  home  equity  lines  of  credit) 
and  the  subprime  version  for  Long  Beach  Mortgage  Company  (LBCM)  and  the  Specialty 
Mortgage  Finance  (SMF).  These  models  are  designated  by  the  bank  as  Tier  1  models  because 


Throughout  this  memo,  the  institution  is  referred  to  as  bank,  although  all  data  refers  to  the  parent  of  the  two  thrifts. 
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they  are  used  for  portions  of  the  portfolio  that  were  responsible  for  more  than  $50  million  of 
reserves.  There  are  two  additional  Tier  1  models — credit  cards  and  multifamily  housing  loans. 

As  shown  in  Table  1,  the  Tier  1  models  account  for  over  $200  billion  (95%)  of  the 
balances  in  the  held  for  investment  portfolio  and  almost  $1.2  billion  (92%)  of  the  reserves.  The 
mortgage  models  for  single  family  mortgages  account  for  over  $170  billion  (78%)  of  the 
portfolio  and  $700  million  (55%)  of  the  reserves. 


Table  1 


Portfolio 


Single  Family  Residential 


Specialty  Mortgage  Finance 


Long  Beach  Mortgage  Company 


Home  Equity  Loans 


Home  Equity  Lines  of  Credit 


Multifamily  Lending 
Credit  Cards 


Other 


Total 


Balance 
$billion 


97.3 


14.2 


4.1 


21.3 


33.2 


29.8 


9.4 


10.2 


Reserve 
$million 


199 


196 
84 


106 


126 


84 


399 


219.5 


107 


1,301 


Source:  Calculated  from  the  March  2007  ALLL/Provision  Recommendation  and  Ql  2007 
Summary,  Exhibits  1  and  2. 

In  addition  to  the  numbers  for  these  model-driven  (allocated)  reserves,  the  bank  also 
holds  an  additional  (unallocated)  reserve  of  14%  of  the  allocated  reserves.  Unallocated  reserves 
are  driven  by  a  scorecard  of  macroeconomic  factors.  For  example,  one  factor  in  the  scorecard  is 
the  "Market/Industry/Financial  Services  Sector  Conditions."  These  are  identified  as  being  a 
moderate  concern  mostly  because  of  decelerating  pace  of  house  price  appreciation.  According  to 
the  scorecard,  if  this  factor  is  a  moderate  concern,  the  bank  holds  an  additional  5%  unallocated 
reserves.  Other  factors  in  the  scorecard  account  for  another  9%. 

These  numbers  are  for  the  consolidated  entity.  The  vast  majority  of  the  reserves  are  held 
by  the  two  insured  entities,  but  this  memo  focuses  on  the  consolidated  entity  because  the  most 
detailed  reporting  is  available  on  this  level. 

General  Methodology  for  the  Mortgage  Portfolio 

Wamu  does  not  have  a  good  clean  database  of  charge-offs.  A  validation  study  of  LPRM 

observed, 


2  The  numbers  in  exhibits  1  and  2  of  this  memo  do  not  agree  with  the  text  of  the  memo,  although  they  agree  with  the 
other  exhibits  in  the  memo. 
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However,  the  available  data  does  not  include  separate  measurement  of  actual  losses  on 
such  static  pools;  net  charge-off  historical  data  is  available  only  in  more  aggregate  form,  with 
commingling  of  losses  from  pools  outstanding  at  the  beginning  of  any  given  period  with 
losses  from  loans  subsequently  acquired  into  the  portfolio. 

Furthermore,  portfolio  management  activities  for  SFR  and  SMF  loans  have  changed 
substantially  over  the  last  several  years. . .  Since  the  end  of  2002,  SFR  loans  that  have 
entered  non-performing  loan  (NPL)  status  have  been  reviewed  for  possible  sale,  and  about 
$1-1/2  billion  were  sold.  These  NPL  sales  have  markedly  transformed  the  timing  and 
magnitude  of  actual  net  charge-offs  in  the  period  from  their  initiation  to  now.  Given 
management  plans  for  less  NPL  sales  activity  in  the  future,  a  structural 
change  in  charge-off  patterns  is  anticipated. 
The  validation  study  noted  that  these  complications  prevented  the  bank  from  computing  a  clean 
database  to  validate  the  LPRM.  The  same  considerations  would  clearly  prevent  the  bank  from 
developing  its  own  charge-off  model  based  on  the  internal  data. 

Portfolio  Defense,  a  consulting  company  hired  by  Wamu  to  evaluate  its  methodology 
recommended, 

Ultimately,  if  more  extensive  and  better  quality  Bank  mortgage  account-level  loss  data 
becomes  available,  we  would  recommend  considering  a  migration  from  an  LPRM-based 
process  to  an  internally  developed  process,  using  Bank  data.  At  the  least,  such  an  approach 
could  be  tested  and  the  results  compared.4 
The  use  of  LPRM  to  set  reserves  must  be  interpreted  in  the  light  of  these  data  limitations. 

The  bank  recognizes  that  LPRM  data  might  not  be  representative  of  its  current  mortgage 
portfolio,  so  the  bank  has  calibrated  LPRM  to  its  own  internal  data.  That  calibration  is  discussed 
more  extensively  after  the  more  general  discussion  of  the  model.  After  the  model  has  been 
calibrated,  the  model  is  validated  again.  Wamu  staff  has  also  assured  us  that  the  bank  tracks  the 
performance  of  the  model;  we  requested  a  copy  of  the  regular  tracking  report  but  have  not 
received  it  yet. 

Calibration,  validation,  and  performance  tracking  are  all  complicated  by  the  issue  of  the 
relevant  horizon.  The  bank  has  commissioned  studies  by  Portfolio  Management  Associates,  a 
consulting  firm,  that  examine  the  timing  of  losses.  I  received  copies  of  the  studies  on  home 
equity  and  subprime  lending. 

These  studies  explicitly  recognize  that  "impairment  events"  such  as  the  loss  of  a  job  or  a 
medical  problem  might  not  be  observable  to  the  bank.  These  events  eventually  are  discovered, 
often  when  the  loans  become  delinquent.    In  order  to  analyze  the  timing  of  losses,  the  studies 
examined  all  loans  that  became  were  sold  out  of  REO  and  their  status  prior  to  entering  REO. 
There  are  multiple  observations  of  the  loan's  status  prior  to  the  loss,  so  each  observation  is 
weighted  by  the  number  of  total  observations  for  each  loan.  There  is  also  a  problem  of 


3  "Validation  of  LPRM  for  SFR  and  SMF,"  April  2005.  Two  bullets  have  been  combined  in  this  quotation. 

4  Portfolio  Defense,  "Review  of  ALLL  Estimation  Methodology  and  LPRM  Calibration  Process,"  January  2006. 

5  The  studies  on  home  equity  and  subprime  use  slightly  different  definitions  of  the  final  loss  confirmation.  The 
subprime  study  uses  the  date  of  sale  out  of  REO,  and  the  home  equity  study  uses  the  date  that  property  entered  REO 
which  typically  four  months  before  the  sale  of  the  property. 
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truncation  because  newer  loans  have  not  had  sufficient  time  to  suffer  losses.  Consequently,  the 
two  studies  consider  older  vintages  and  give  more  credence  to  the  oldest  vintage. 

Based  on  these  studies,  Wamu  has  decided  to  use  a  36-month  horizon  for  both  types  of 
loans.  The  data  suggest  that  over  90%  of  the  losses  in  the  home  equity  portfolio  occur  within 
that  horizon,  and  almost  90%  of  the  losses  in  the  subprime  horizon  occur  within  that  horizon. 
The  studies  show  that  the  timing  of  losses  differs  significantly  by  delinquency  status;  there  is 
some  variability  for  different  products  and  vintages,  but  that  is  relatively  small  compared  to  the 
variability  by  delinquency  status.  Wamu  decided  that  using  different  horizons  based  on 
delinquency  status  would  introduce  "operational  complexity  that  would  increase  operational 

risk."' 

Wamu  currently  uses  a  four-year  horizon  for  the  SFR  (prime  mortgage)  portfolio,  a  one- 
year  horizon  for  cards,  and  a  three-year  horizon  for  subprime  mortgages,  home  equity  loans,  and 
multifamily  housing  loans. 


Loan  Performance  Risk  Model 

There  are  four  versions  of  the  LPRM:  prime,  subprime,  alt-A,  and  seconds.  The  LPRM 
was  developed  on  data  from  securitizations  of  mortgages  originated  by  a  wide  variety  of  lenders. 
Over  90%  of  the  data  for  each  of  the  four  models  are  for  mortgages  originated  between  1997  and 
2003.  Two  components  of  the  LPRM  are  relevant  to  the  Wamu  ALLL  process.  One  component 
is  the  transition  component  and  the  second  is  the  loss  given  default  component. 

The  Transition  Component 

The  transition  component  uses  a  Monte  Carlo  simulation  of  interest  rates  and  house  price 
appreciation  to  estimate  the  possible  outcomes  for  a  portfolio  of  mortgages  within  a  specific 
horizon.  The  model  estimates  the  delinquency  status  of  the  mortgage  (current,  30  days  past  due, 
60  days  past  due,  90  days  past  due  as  well  as  whether  the  mortgage  has  been  paid  off  (prepaid), 
foreclosed  or  gone  to  REO.  The  model  also  considers  the  possibility  that  the  house  has  been 
short  sold  or  sold  out  of  REO.  It  does  not  consider  partial  prepayments.  Each  of  these  possible 
statuses  is  a  function  of  the  current  status,  so  the  model  essentially  estimates  a  roll-rate  matrix 
which  reports  the  probability  that  a  mortgage  with  a  specific  status  will  migrate  to  another  status. 

The  model  was  built  using  data  on  mortgages  that  were  part  of  private-label 
securitizations.8  The  prime  version  of  the  model  has  been  built  on  a  dataset  of  approximately  1 . 1 
million  mortgages,  while  the  subprime  version  uses  data  from  approximately  3  million 
mortgages.  Over  the  90%  of  the  mortgages  used  for  both  models  were  originated  between  1997 
and  2003. 


6  The  timing  difference  discussed  in  the  previous  note  means  the  studies  are  not  completely  comparable. 

7  The  same  phrase  is  used  in  "Use  of  a  3  Year  LoSWss  Horizon  for  Subprime  ALLL:  Recommended  Response 
to  Results  of  the  Loss  Materialization  Timing  Study,"  August  2006,  and  "Loss  Horizon  for  Home  Equity  ALLL: 
Recommended  Response  to  Results  of  the  Loss  Materialization  Timing  Study,"  February  2007. 

8  Private-label  securitizations  are  those  not  done  by  Fannie  Mae  or  Freddie  Mac. 
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The  model  uses  loan  level  data  and  includes  most  variables  that  are  widely  used  in  the 
mortgage  industry,  including  original  loan-to-value,  FICO  score,  documentation  type,  and 
occupancy  status. 

Several  variables  are  noteworthy.  LPS  uses  only  the  FICO  score  at  origination.  Wamu 
follows  LPS  and  does  not  use  a  refreshed  FICO  score. 

LPS  does  update  estimates  of  loan  to  value  using  the  housing  price  appreciation  index 
from  OFHEO.  The  model  assumes  that  the  future  changes  in  house  price  appreciation  are 
uncorrelated  with  past  changes,  so  it  assumes  that  large  increases  in  house  prices  are  equally 
likely  to  be  followed  by  above  average  increase  in  prices  as  a  below  average  increase  in  house 
prices.9  This  means  that  sustained  periods  of  above  average  house  appreciation  are  improbable. 
In  fact,  these  periods  are  clearly  evident  in  the  OFHEO  data. 

Wamu  apparently  recognizes  this  problem  and  has  augmented  the  LPS  model  by  using  a 
mixture  model  of  house  price  appreciation.  The  bank  has  estimated  a  logit  model  for  sustained 
downturns  in  the  housing  market.  (Staff  was  not  sure,  but  they  thought  that  the  model  specified 
a  severe  downturn  as  a  15%  decline  in  prices  in  a  two-year  period.)  The  model  is  run  on  the 
CBSA/MSA  level  and  the  key  variables  are  unemployment  rates  relative  to  the  long  run  average, 
changes  in  payroll  employment,  and  past  house  price  acceleration.  The  model  has  two  different 
means — one  for  a  period  of  normal  behavior  in  house  prices  and  the  other  for  the  severe 

declines. 

It  should  also  be  noted  that  most  of  the  sample  is  from  1997  and  later.  Virtually  none  of 
the  data  is  drawn  from  an  episode  of  severe  house  price  depreciation.    Even  introductory 
statistics  textbooks  caution  against  drawing  conclusions  about  possibilities  that  are  outside  the 
data.    A  model  based  on  data  from  a  relatively  benign  period  in  the  housing  market  cannot 
produce  reliable  inferences  about  the  effects  of  a  housing  price  collapse. 

LPS  also  includes  a  payment  shock  variable  which  equals  the  percentage  increase  in 
payments.  Less  than  25%  of  the  loans  used  to  construct  the  model  were  adjustable  rate 
mortgages  (ARMs),  and  some  of  those  were  hybrid  ARMs.  However,  few,  if  any,  were  option 
ARMs.  For  hybrid  ARMs,  payments  are  determined  by  a  fixed  interest  rate  for  an  initial  period 
ranging  from  two  to  seven  years.  After  the  initial  period,  interest  rates  are  adjustable,  and 
payment  shocks  can  approach  30%.  In  contrast,  option  ARMs  generally  have  a  minimum 
payment  that  is  insufficient  not  only  to  repay  principle  but  also  insufficient  to  pay  all  the  interest. 
At  the  recast  date,  payments  must  cover  both,  and  payments  can  escalate  much  more  than 
100%.u  Consequently,  the  model  was  developed  on  data  that  did  not  include  payment  shocks  as 
large  as  those  that  could  be  faced  by  option  ARM  borrowers. 

The  same  issue  discussed  above  with  respect  to  house  price  appreciation  also  affects  the 
estimation  of  the  effects  of  payment  shock.  The  model  cannot  reliably  estimate  the  effects  of 
100%  payment  shocks  based  on  data  in  which  virtually  none  of  shocks  exceed  30%. 


9  The  model  uses  a  five-factor  model  of  house  price  appreciation  to  capture  correlations  across  regions.  Each  area 
has  its  own  mean,  and  changes  in  the  five  factors  are  assumed  to  be  i.i.d. 

10  The  autocorrelation  in  the  index  for  the  national  index  is  0.64;  the  autocorrelation  in  the  California  data  exceeds 
0.80.  LPS  staff  stated  that  the  next  version  of  LPRM  will  deal  with  this  issue. 

11  These  loans  typically  include  caps  on  payment  increases  that  spread  the  payment  shocks  out. 

12  This  definition  of  payment  shock  is  not  documented;  but  LPS  staff  confirmed  this  definition  during  the  course  of  a 
phone  meeting  conducted  for  another  examination.  During  that  conversation,  LPS  staff  also  confirmed  that  the 
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The  Loss  Given  Default  Component 

There  are  two  versions  of  the  LPRM  loss  given  default  (severity)  component — one  is  an 
accounting  model  and  the  other  is  a  statistical  model.  Wamu  is  using  the  statistical  model  but  is 
not  considering  interest  lost  because  of  delays  in  recoveries.  The  model  estimates  severity  as  a 
function  of  a  number  of  variables  including  original  combined  loan  to  value,  loan  characteristics, 
and  original  FICO.    The  model  updates  the  estimated  collateral  value  based  on  the  simulated 
house  price  index.  The  model  includes  idiosyncratic  movements  in  house  prices  so  it  does  not 
assume  that  prices  move  in  lockstep  with  regional  indices. 

Calibration  and  Validation 

The  LPRM  is  calibrated  for  different  mortgage  portfolios.  Most  of  the  work  has  been 
done  on  the  transition  component  of  the  model,  but  some  work  has  been  on  the  severity 
component.  At  this  point,  there  is  a  separate  calibration  for  Option  ARMs,  for  prime  mortgages 
that  are  not  Option  ARMs,  for  home  equity  loans  (HELs)  originated  by  the  bank,  purchased 
home  equity  loans,  home  equity  lines  of  credit  (HELOCs),  and  for  LBCM  1st  liens  and  SMF  1st 
hens. 

Table  2  reports  the  studies  on  LPRM  that  were  available.  Most  of  these  studies  reported 
the  results  for  the  loans  held  for  investment  as  of  a  specific  date  over  a  defined  horizon.  The 
table  reports  that  most  the  horizons  in  these  studies  were  shorter  than  the  horizons  which  are 
used  for  reserving  purposes  which  are  either  36  or  48  months.  Wamu  has  only  recently  adopted 
these  horizons  used  for  reserving,  and  the  bank  should  consider  redoing  its  calibration  and 
validation  studies  for  these  longer  horizons. 

The  studies  on  the  single  family  residential  portfolio  use  data  from  1999,  occasionally 
presenting  results  from  2003  as  well.  The  bank  uses  data  from  this  period  because  this  is  the 
latest  period  for  which  there  is  data  with  24  months  of  performance  history.  After  2001,  the 
bank  began  a  program  of  actively  selling  non-performing  loans,  so  the  timing  and  magnitude  of 
losses  were  considerably  different  than  they  were  for  earlier  periods.  That  program  has  been 
modified,  and  the  bank  believes  that  the  performance  of  the  1999  sample  is  more  comparable  to 
that  of  the  present  portfolio. 

Table  2  


Portfolio 


Single  Family  Residential 


Single  Family  Residential 


Option  ARMs  (SFR) 


Other  Mortgages  (SFR) 


Specialty  Mortgage  Finance 


Specialty  Mortgage  Finance 


Study 


Phase  1  Calibration 


Phase  1  Validation 


Phase  2  Calibration 


Phase  2  Calibration 


Phase  1  Calibration 


Phase  2  Calibration 


Sample 


January  1999" 


January  1999 
January  2003 


January  1999 


January  1999 


January  2003 


January  2003 


Horizon 


24  months 


24  months 


24  months 


24  months 


24  months 


36  months 


development  data  included  virtually  no  option  ARMs  or  payment  shocks  in  excess  of  100%.  They  also  agreed  that 
inferences  about  the  model  did  not  produce  reliable  estimates  of  the  effects  of  very  large  payment  shocks. 
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Long  Beach  Mortgage  Company 


Home  Equity  Loans 


Phase  2  Calibration 


Validation 


January  2003 


** 


November  2003 


36  months 


18  months 


Home  Equity  Lines  of  Credit 


Validation 


November  2003 


18  months 


*  The  document  refers  to  calibrations  done  on  January  2003  data,  although  no  results  are 

reported. 

**  Securitized  loans 


The  Transition  Component 

The  LPRM  has  a  number  of  "dials"  that  can  be  set  to  match  the  forecasts  to  the  actual 
data.  The  calibration  documents  generally  compare  the  calibrated  to  the  uncalibrated  version  of 
the  model,  and  there  are  some  clear  differences.  For  example,  the  phase  2  calibration  study  on 
prime  mortgages  reports  that  the  roll  rate  from  current  to  30  days  past  due  is  decreased  for  all 
prime  loans.  That  study  reports  that  calibration  reduces  the  roll-rate  from  current  to  30  days  past 
due  from  1.12%  to  0.52%. h 

These  documents  are  vague  about  the  procedures  used  to  set  these  dials,  although  they 
state  that  the  dials  were  set  to  improve  measures  of  goodness  of  fit.  The  studies  consider  the 
differences  between  the  forecasted  and  the  actual  values  of: 

1.  the  sum  of  the  percentages  of  loans  resolved  by  sales  out  of  foreclosure  or  REO 

2.  the  sum  of  the  percentages  of  loans  that  90  or  more  days  delinquent,  loans  that  are  in 
foreclosure  or  REO,  and  loans  that  have  been  resolved  by  sales  out  of  foreclosure  or 
REO  (90+  day  or  worse). 

The  studies  seem  to  concentrate  most  heavily  on  the  squared  value  of  the  second  criteria, 
although  the  studies  discuss  almost  the  entire  roll  rate  matrix. 

The  studies  include  results  based  on  a  Monte  Carlo  simulation  of  these  time  series  of 
house  prices  and  interest  rates.  However,  the  model  was  consistently  evaluated  with  the 
forecasts  based  on  the  actual  historical  values  of  house  price  appreciation  and  interest  rates. 
This  approach  produces  forecast  errors  result  that  do  not  result  from  unexpected  changes  in 
economic  conditions,  but  rather  from  the  strengths  or  weaknesses  of  the  model. 

The  studies  revealed  a  number  of  anomalies  that  were  not  eliminated  by  calibration. 
First,  in  all  the  studies,  loans  that  were  delinquent  were  much  more  likely  to  be  90+  days 
delinquent  at  the  end  of  horizon  than  forecast.  For  example,  in  the  phase  1  calibration  study  for 
single  family  mortgages,  the  LPRM  forecasted  that  0.6%  of  the  loans  that  were  past  due  30  days 
in  January  1999  would  be  90+  days  delinquent  two  years  later;  the  actual  number  is  2.5%. 
Almost  all  the  actual  rates  are  at  least  twice  as  large  as  the  forecasted  rates.  However,  because 
delinquent  loans  are  a  small  part  of  the  portfolio  (the  forecasts  are  dominated  by  the  current  part 
of  the  portfolio),  the  aggregate  forecasts  of  the  percentage  of  loans  that  will  be  90+  days 
delinquent  are  fairly  accurate. 

Second,  the  first  calibration  study  of  the  prime  mortgage  portfolio  showed  that  the  LPRM 
forecasts  of  prepayments  are  much  larger  than  the  actual  prepayments.  According  to  the  LPRM, 
over  52%  of  the  current  loans  would  have  prepaid  within  two  years,  but  in  fact,  only  31% 


13  The  roll-rates  reported  in  this  paragraph  are  for  24  months,  so  the  rate  represents  the  percentage  of  mortgages  that 
are  current  that  will  become  30  days  past  due  in  24  months.  This  is  not  the  usual  roll-rate  which  uses  a  one-month 
horizon. 
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prepaid.  The  errors  for  delinquent  loans  were  similar.  The  second  calibration  study  located  the 
problem  irt  the  option  ARM  portion  of  the  portfolio.  According  to  the  LPRM,  66%  of  the  option 
ARMs  that  were  current  should  have  prepaid  within  two  years,  but  only  32%  did.  In  contrast, 
LPRM  forecasted  that  about  30%  of  the  other  prime  mortgages  that  were  current  would  prepay 
within  two  years,  and  35%  did.  Again,  the  errors  for  delinquent  loans  were  similar.  The 
prepayment  rates  in  other  portfolios  do  not  match  exactly,  but  they  are  much  more  accurate  than 
that  for  the  option  ARM  mortgages.  Again,  these  exercises  compare  calibrated  models  to  actual 
data. 

One  can  only  conjecture  about  the  reasons  for  the  large  difference  between  actual  and 
forecasted  prepayments  for  option  ARMs.  As  discussed  above,  the  data  used  to  develop  the 
LPRM  contains  virtually  no  option  ARMs  so  the  estimates  of  option  ARM  behavior  are  not 
statistically  reliable.  This  might  be  a  concern  if  the  borrowers  for  option  ARMs  differ  from  the 
borrowers  for  other  loans.  If  people  choose  to  use  an  option  ARM  because  they  face  severe 
financial  constraints,  then  these  borrowers  could  be  more  risky.  FICO  scores,  CLTV  values,  and 
the  other  conventional  measures  used  by  the  LPRM  might  reflect  some  of  that  difference,  but 
there  is  no  reason  to  believe  that  these  data  capture  all  the  differences. 

The  differences  between  the  forecasted  and  actual  prepayments  might  indicate  that  the 
borrowers  who  utilize  this  particular  type  of  loan  are  less  able  to  refinance  than  those  that  choose 
other  loans.  Possibly,  they  cannot  afford  the  payments  that  would  be  required  if  they  were  to 
refinance  to  another  loan. 

There  is  some  other  evidence  on  whether  option  ARM  borrowers  are  more  financially 
constrained.  First,  option  ARMs  were  marketed  as  "affordability  product."  Wamu's  own 
website  states  a  number  of  reasons  that  borrowers  should  consider  an  option  ARM;  two  of  the 
first  three  are  "To  minimize  your  house  payment  to  pay  off  other  debt"  and  "To  maximize  your 
buying  power."  Second,  the  percentage  of  loans  that  negatively  amortize  is  high  and  has  been 
increasing.  The  rate  has  steadily  increased  from  69.7%  of  the  eligible  loans  in  March  2006  to 
83.9%  in  March  2007. 

In  addition,  phase  2  of  the  calibration  for  prime  loans  provided  some  evidence.     As  part 
of  that  exercise,  Wamu  reported  the  results  of  using  the  option  ARM  calibration  and  the 
calibration  for  other  loans  on  the  same  data  which  happened  to  be  the  non-option  ARM  portfolio. 
The  calibration  for  Option  ARMs  estimated  1.20%  would  become  90+  days  past  due  or  worse, 
while  the  calibration  for  other  loans  forecasted  0.80%.  (The  actual  percentage  was  0.81%.)  The 
difference  suggests  that  for  this  portfolio,  the  estimated  rate  of  90+  days  past  due  or  worse  would 
be  40  b.p.  higher  if  the  loans  were  option  ARMs. 

Again,  this  explanation  is  conjectural,  but  there  is  some  evidence  consistent  with  it. 

The  evidence  does  suggest  that  Wamu  should  be  cautious  about  using  the  model  to 
evaluate  the  risks  of  option  ARMs.  Moreover,  the  evidence  suggests  that  these  loans  are 
relatively  risky. 

As  of  March  2007,  Wamu  had  $57  billion  of  option  ARMs  in  a  $95  billion  portfolio  of 
held  for  investment  prime  mortgages. 

The  validation  exercises  also  compared  the  accuracy  of  the  model  by  segmentation.  The 
bank  considered  loans  going  to  REO  and  segmented  four  different  variables:  initial  delinquency 
status,  initial  FICO  score,  estimated  combined  LTV,  and  initial  loan  age.  As  a  result  of  this 
exercise,  the  bank  did  not  identify  any  issues.  There  are  differences,  but  it  is  difficult  to  assess 
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the  significance  of  these  differences.  For  example,  over  8%  of  the  loans  that  were  25  months  or 
older  eventually  went  into  REO,  but  the  model  estimates  that  less  than  7%  would  have  gone  into 
REO. 

The  Loss  Given  Default  Component 

In  general,  the  calibration  and  validation  exercises  offer  little  detail  about  the  actual 
severity  numbers,  so  the  adequacy  of  the  loss  given  default  component  of  the  model  is  difficult 
to  assess.  The  Phase  2  calibration  study  for  prime  loans  does  include  a  chart  that  compares 
actual  losses  to  forecast  losses  for  about  3500  loans.  The  Phase  2  calibration  study  for  subprime 
loans  shows  that  the  model  generally  produces  forecasted  severities  that  are  higher  than  those 
actually  observed.  The  LPRM  estimated  severities  do  not  depend  heavily  on  the  horizon,  but  the 
actual  severities  are  increasing  with  time.  The  validation  study  for  HELs  and  HELOCs  does  not 
show  a  consistent  relationship  between  the  historical  data  and  the  LPRM  forecasts.  The 
forecasts  for  HEL  1st  and  HELOC  2nd  hens  are  higher  than  the  actual  severities,  while  LPRM 
generally  forecasted  lower  losses  given  default  than  were  actually  realized  for  HEL  2n  and 
HELOC  1st  liens.    These  differences  can  be  large;  for  example,  the  projected  severity  at  18 
months  for  1st  hen  HELs  is  35%,  but  the  actual  loss  given  default  is  13%. 

On  the  whole,  the  various  studies  do  not  suggest  that  the  bank  believes  there  is  any 
urgency  to  recalibrate  the  severity  component.  The  studies  were  done  on  sales  out  of  REO,  so 
they  omit  the  other  available  methods  of  collecting  on  foreclosed  loans.  In  addition,  for  some  of 
these  portfolios,  there  is  very  little  data — the  validation  exercise  for  1st  lien  HELs  based  its 
severity  estimates  on  only  13  observations. 


Documentation  Used  in  this  Memorandum 

This  list  includes  only  that  documentation  that  provided  the  information  in  this 
memorandum.  It  does  not  include  background  information  or  other  documents. 

Meeting 

Meeting  with  a  Washington  Mutual  team  led  by  Joe  Mattey,  Chief  Risk  Officer  ,  Washington 
Mutual  Home  Loans,  May  9,  2007 

Validation  and  Calibration  Documents 

Calibration  of  LPRM  v3.1  for  SFR  and  SMF,  April  2005 

Validation  of  LPRM  v3.1  for  SFR  and  SMF,  April  2005 

Validation  of  LPRM  v3.1  for  HEL  and  HELOC  Loan  Portfolios,  after  July  2005 

Phase  II  Calibration  of  LPRM  for  Prime  Portfolios,  after  April  2006 

Calibration  of  LPRM  for  Subprime  Portfolios,  after  April  2006 

Other  Documents 

Use  of  a  3  Year  Loss  Horizon  for  Subprime  ALLL:  Recommended  Response 
to  Results  of  the  Loss  Materialization  Timing  Study,  August  2006 
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Loss  Horizon  for  Home  Equity  ALLL:  Recommended  Response  to  Results  Loss 

Materialization  Timing  Study,  February  2007 
Negative  Amortization  Snapshot:  March  2007 
Credit  Risk  Review:  March  2007 
Untitled  charts  showing  balance,  loss  factors,  and  net  charge-offs 

Consultant  Documents 

Review  of  ALLL  Estimation  Methodology  and  LPRM  Calibration  Process — Portfolio 

Defense,  January  2006 
Loss  Materialization  Timing  Study  Final  Report  [for  subprime  mortgages]— Portfolio 

Management  Associates,  August  2006 
Home  Equity  Loss  Materialization  Timing  Study  Final  Report — Portfolio  Management 

Associates,  February  2007 

Loan  Performance  Documents 

Risk  Model  3.1.5  Technical  Document,  August  2005 


/ 
V 


FDIC  WAMUJJ00003752 


Footnote  Exhibits  -  Page  0664 


AKIN  GUMP 

STRAUSS  HAUER  &  FELDi, 

Attorneys  at  Law 


STEVEN  R.  ROSS 

202.887  4MMax'  202  887  <2B3 
sross@akingump  com 


February  24.  2011 


VIA  HAND  DELIVERY 

The  Honorable  Carl  Levin 

Chairman 

Permanent  Subcommittee  on  Investigations 

Committee  on  Homeland  Security  and  Governmental  Affairs 

1 99  Russell  Senate  Office  Building 

Washington,  DC  20510 

Re:  Moody 's  Investors  Service:  Response  10  Follow-Up  Questions 
Dear  Chairman  Levin: 

On  behalf  of  our  client,  Moody's  Investors  Service  ("Moody's"),  we  respectfully  submit 
this  letter  in  response  to  the  Committee's  recent  follow-up  questions. 

In  response  to  the  Committee's  question  about  certain  RMBS  transactions,  from  April 
2007  through  the  first  week  of  July  2007.  Moody's  rated  284  deals  containing  the  following 
number  of  RMBS  tranches: 


•          ;    ;■"■       .;,           --'<    i        i       t§£3& 

*'£%&£> '  Tranches  '"  ¥*X  ? 

April  2007 

1,386 

88 

May  2007 

1,511 

96 

June  2007 

1,379 

98 

July  1.2007 -July  6,  2007 

29 

2 

In  addition,  your  stall' asked  to  be  further  informed  regarding  Moody's  acquisition  of 
underlying  loan  data  thai  was  used  to  create  its  model.  Moody's  obtained  data  for  the  purpose  of 
model  development  through  the  operation  of  a  consortium,  rather  than  by  purchase.  Moody's 
was  developing  a  unique  version  of  its  Moody's  Mortgage  Metrics  model  for  use  with  respect  to 
the  subprime  market  ("M3  Subprime").  For  the  purpose  of  obtaining  loan  level  data  to  use  in 
M3  Subprime,  Moody's,  during  2006.  formed  a  consortium  of  a  number  of  banks  and  mortgage 
institutions.  The  participating  institutions,  which  included  the  most  active  participants  in  the 
market,  agreed  to  and  did,  submit  to  Moody's  loan  level  data  concerning  mortgages  they  had 
originated.  Throughout  2006  Moody's  received  data  from  the  participating  institutions. 
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Moody's  utilized  a  number  of  these  data  collections  in  the  development  of  M3  Subprimc.  which 
Moody's  began  to  use  as  an  input  to  the  rating  process  in  late  2006. 

The  acquisition  of  these  databases  was  in  addition  to  the  data  obtained  on  a  regular  basis 
by  Moody's  for  the  purposes  of  RMBS  surveillance  (which  included  loan  level  performance 
data). 

As  we  described  in  our  February  1 7,  201 1  response,  models  are  tools  sometimes  used  in 
the  process  of  analyzing  credit  risk,  but  Moody's  ratings  reflect  the  collective  opinion  of  a  rating 
committee  as  to  the  relative  creditworthiness  of  the  issuer  or  obligation. 

The  information  provided  today  is  confidential  and  proprietary  in  nature,  and  therefore 
we  ask  that  it  be  kept  confidential  by  the  Committee  and  its  staff.  We  also  ask  that  the 
Committee  staff  provide  us  with  notice  and  an  opportunity  to  be  heard  before  the  Committee 
discloses  arty  non-public  information  from  this  letter  to  third  parties.  Please  let  us  know  if  you 
have  any  questions. 


Sincerely. 


Steven  R.  Ross 

Counsel  for  Moodv's  Investors  Service 


cc:    The  Honorable  Tom  Coburn,  Ranking  Minority  Member 
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TIME:  16:03:32  GMT 

AUTHOR:  Siegel,  Jay 

RECEIPIENT:  Clarkson,  Brian 

CC: 

SUBJECT:  RE:  MIC  analytic  software  +  Investment  in  analytics 

Just  got  back  today,  here  are  some  initial  thoughts,  I  might  want  to  follow-up  in  a  few  days  when  I've  slept  on  it. 

As  you  know,  I  don't  think  we  need  to  spend  a  lot  of  $  or  resources  to  improve  the  model  from  an  analytic 
perspective;  but  I'd  need  to  defer  to  people  more  in  the  loop  (looks  like  you're  that  person)  on  whether  the  marketing 
component  mandates  some  announcement  of  model  and  data  improvement. 

1. 1  think  the  3  key  issues  on  the  "A"  market  are  credibility  of  analytics  (with  the  threshold  for  credibility  being  a  lot 
lower  than  the  need  to  out-do  the  Mis'  and  GSEs'  models  and  certainly  lower  than  the  need  to  improve  on  FICO  as  a 
borrower  quality  tool  (I  assume  you  heard  that  this  was  one  of  the  original  objectives,  right?  else  I  can  fill  you  in)), 
transparency,  and  either  ease  of  use  (if  we  share  the  model  with  the  outside)  or  prompt  and  intelligent  response  (if  we 
continue  to  have  a  reason  to  run  the  pools  ourselves).  I  don't  think  these  objectives  require  a  huge  expenditure  if 
properly  staffed  and  managed. 

2.  We  need  to  decide  again  a  key  issue  -  whether  pools  that  are  the  same  to  our  model  will  get  different  credit 
support  levels  based  on  subjective  analysis  of  originators.  If  yes,  this  is  another  reason  not  to  try  to  further  refine  the 
modelling  -  it  would  all  wash  out  in  the  subjective  adjustment.  If  no,  we  ought  to  share  the  model  with  the  bankers 
and  originators  and  reassign  staff  to  other  product  types. 

3.  Make  sure  you  talk  to  Noel  and  maybe  Fons  about  the  decision  to  buy  the  data;  I  was  invited  to  the  original 
meeting  so  that  the  powers  that  be  (at  the  time)  could  understand  the  data  originally  used.  I  felt  that  the  arguments 
for  buying  the  data  and  re-inventing  the  model  were  not  persuasive,  and  left  that  meeting  believing  that  Noel  and 
Jerry  F.  felt  the  same  way.  The  most  convincing  argument  for  buying  the  data  was  that  it  would  be  a  cornerstone  for 
marketing,  that  S&P  touted  the  size  of  their  database  as  a  competitive  advantage  and  that  this  was  why  they  had  the 
market  share  advantage.  HOWEVER: 

a.  Your  market  participant  intelligence  seems  much  better  than  what  I  believe  was  just  anecdotal 
presumption  for  S&P's  market  share. 

b.  There  are  at  least  a  dozen  players  out  there  (Fannie&  Freddie,  the  large  originators,  the  seven  large 
Mortgage  Insurers)  who  will  always  be  able  to  outspend  and  "out-data"  us,  our  ability  to  create  a  market-necessary 
model  is  very  limited.    Our  sole  advantage  is  our  objectivity  (hence  the  FHLBs  use  S&P's  system  and  not  the 
originators'). 

c.  The  data  in  question  likely  does  not  reflect  a  major  stress  situation  (in  contrast  to  what  we  had  the  last 
time),  not  sure  that  our  Aaa  levels  would  be  much  helped  by  slicing  and  dicing  the  performance  of  mortgages  during 
a  real  estate  boom. 

4.  The  issue  of  whether  people  leave  committees  understanding  the  rating  conclusions  and  being  able  to  defend 
them  is  an  issue  you  and  I  discussed  in  the  past;  your  criticism  is  on  point. 

— Original  Message — 

From:     Clarkson,  Brian 

Sent:       Friday,  November  03,  2000  9:46  AM 

To:         Zhai,  David;  Stesney,  Linda 

Cc:         Gupta,  Pramila;  Silver,  Andrew;  Bankole,  Ed;  Kanef,  Michael;  Kirnon,  Noel;  Adler,  Michelle;  Eisbruck,  Jay; 

O'Connor,  Michael;  Siegel,  Jay  (MOODY'S) 

Subject:  RE:  MIC  analytic  software  +  Investment  in  analytics 

I  have  a  wild  thought  also  -  lets  not  even  consider  BUYING  anymore  data,  programs,  software  or  companies  until  we 
figure  out  what  we  have  and  what  we  intend  to  do  with  what  we  have.  From  what  I  have  heard  and  read  so  far  we 
have  approaches  (MBS,  Tranching  and  Spread)  few  use  or  understand  (let  alone  being  able  to  explain  it  to  the 
outside)  and  new  data  that  we  are  unable  to  use.  We  want  more  data  when  most  of  the  time  we  rate  MBS  deals 
using  arbitrary  rule  of  thumb?!!  (i.e.  earthquake  coverage  and  hard  floors  made  up  by  one  person).  And  from  what  I 
have  heard  from  market  participants  during  the  last  few  weeks  the  reason(s)  we  are  not  viewed  as  a  player  in  the 
MBS  market  have  little  to  do  with  anything  set  forth  below.  The  reason  the  competition  spends  more  is  because  they 
have  a  larger  revenue  base  to  absorb  the  expense.  I  suggest  we  spend  less  time  asking  for  more  data  and  software 
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(I  have  not  seen  anything  that  sets"f6Tth"the~pihTln~revehue"from'such"spending  -  it  is  easy  toask  for  $$^-much" 
harder  to  justify  it  against  competing  projects)  and  more  time  figuring  out  how  to  utilize  what  we  have  by  way  of  good 
analysis,  a  solid  approach  to  this  market  a  proper  staffing  model.  I  look  forward  to  hearing  all  of  your  thoughts  on 
how  to  resolve  the  issues  in  this  market. 

— Original  Message — 

From:     Zhai,  David 

Sent:      Wednesday,  November  01 ,  2000  3:10  PM 

To:  Stesney,  Linda 

Cc:         Gupta,  Pramila;  Silver,  Andrew;  Adelson,  Mark;  Bankole,  Ed;  Kanef,  Michael;  Kirnon,  Noel;  Clarkson,  Brian; 

Adler,  Michelle 

Subject:  MIC  analytic  software  +  Investment  in  analytics 

(1)  MIC  Software 

There  is  a  software  called  LPS  by  MIC  selling  for  about  $70,000  per  year.  We  considered  the  option  to  buy  it  a  few 
months  back.  This  again  was  the  money  issue  that  Noel/Mark  decided  not  to  buy  the  piece  prior  to  the  spin-off. 
Therefore  we  only  bought  the  raw  data  just  for  the  re-modeling  purpose. 

In  addition,  The  current  functionality  of  the  software  is  not  as  comprehensive  as  we  desire,  e.g.,  a  black/closed  box 
with  no  flexibility  in  getting  loan-level  statistics.  Customization  of  it  will  cost  us  more  money.  In  fact,  even  MIC's  sales 
manager  did  not  recommend  that  we  buy  the  software  because  she  thinks  it  was  still  premature. 

I  think  the  should  add  some  value  to  our  rating  process  if  money  is  not  an  issue  anymore.  It  will  help  our  regular 
research,  i.e.,  comparing  pool  performances.  In  addition,  maybe  we  should  consider  INTEX  software  platform  as  well 
since  it  will  boost  ou 
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February  17,2011 


VIA  HAND  DELIVERY 

The  Honorable  Carl  Levin 

Chairman 

Permanent  Subcommittee  on  Investigations 

Committee  on  Homeland  Security  and  Governmental  Affairs 

1 99  Russell  Senate  Office  Building 

Washington,  DC  20510 

Re:  Moody's  Investors  Service:  Response  to  Follow-Up  Question 

Dear  Chairman  Levin: 

On  behalf  of  our  client,  Moody's  Investors  Service  ("Moody's"),  we  respectfully  submit 
this  letter  in  response  to  the  Committee's  recent  follow-up  question  about  Moody's  use  of 
models.  Specifically,  your  staff  asked  to  be  informed  how  underlying  loan  data  has  been  used 
with  respect  to  models. 

Over  the  years,  Moody's  has  developed  a  number  of  quantitative  models  which  may  be 
used  as  one  of  several  inputs  in  the  rating  process  for  a  wide  variety  of  structured  finance 
products.  It  is  important  to  emphasize  that  Moody's  credit  ratings  themselves  are  not  derived 
solely  from  application  of  a  mathematical  process,  or  a  "model."  Models  are  tools  sometimes 
used  in  the  process  of  analyzing  credit  risk,  but  the  credit  rating  process  always  involves  much 
more,  including  the  exercise  of  independent  judgment  by  the  members  of  the  rating  committee. 
Each  rating  reflects  the  collective  opinion  of  a  rating  committee,  and  not  the  opinion  of  an 
individual  analyst,  as  to  the  relative  creditworthiness  of  the  issuer  or  obligation. 

Moody's  ratings  take  into  account  qualitative  as  well  as  quantitative  factors  and  are 
intended  to  reflect  the  exercise  of  the  rating  committee  members'  judgment  about  the  expected 
creditworthiness  of  an  obligation  or  entity.  One  quantitative  factor  considered  by  rating 
committee  members  includes  historical,  both  recent  and  longer-term,  performance  of  similar 
assets.  Models,  based  on  historic  performance  of  the  same  or  similar  asset  class,  are  one  such 
input.   The  predicted  impact  of  newer  asset  formulations  and  more  recent  market  performance 
are  elements  that  arc  brought  to  bear  in  the  individual  and  collective  exercise  of  judgment  by  the 
members  of  a  rating  committee. 
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With  respeci  to  previously-rated  RMBS.  Moody's  generally  receives,  as  part  of  the 
surveillance  process,  updated  loan  performance  statistics  on  a  monthly  basis  for  the  collateral 
pools  of  the  transactions  it  has  rated.  As  loan  performance  reflected  by  the  monthly  surveillance 
data  began  to  deteriorate,  Moody's  sought  to  include  an  awareness  of  that  information  in  the 
ratings  process  for  newly-issued  structured  finance  products.  For  example,  the  lead  analyst  for  a 
particular  transaction  is  often  invited  to  participate  in  surveillance  rating  committees  for  that 
transaction  to  provide  added  perspective  on  the  deal,  and  to  gain  an  understanding  of  developing 
performance  trends.  This  coordination  between  the  surveillance  and  original  rating  functions 
facilitates  a  broad  internal  understanding  and  the  best  possible  use  of  the  most  relevant 
performance  data. 

In  addition,  the  actual  recalibration  of  a  statistical  model  requires  a  significant  quantum 
of  data.  In  constructing  and  estimating  a  model,  a  large  amount  of  data  representing  a  significant 
time  period  is  assembled,  cleaned  and  prepared.  Loan  performance  information  from  new  loan 
product  types  may  be  taken  into  consideration  once  there  is  sufficient  history  available  that  meets 
all  necessary  requirements,  including  the  quality  and  breadth  of  the  data.  Until  such  time  as 
reliable  performance  data  becomes  available  and  can  be  incorporated  into  a  quantitative  model, 
Moody's  rating  committees  account  for  new  loan  product  types  through  analyst  judgment  about 
the  likely  impact  of  such  products  on  a  given  loan  pool.  This  is  but  one  of  the  reasons  that  rating 
committees  utilize  the  output  from  a  model  as  only  one  of  many  factors  to  consider  when 
exercising  their  judgment.  Rating  committee  members  were  aware  of  what  was  being  seen  in  the 
data  collected  as  part  of  the  surveillance  process  and  could  incorporate  that  knowledge  in  the 
committees'  considerations. 

The  information  provided  today  is  confidential  and  proprietary  in  nature,  and  therefore 
we  ask  that  it  be  kept  confidential  by  the  Committee  and  its  staff.  We  also  ask  that  the 
Committee  staff  provide  us  with  notice  and  an  opportunity  to  be  heard  before  the  Committee 
discloses  any  non-public  information  from  this  letter  to  third  parties.  Please  let  us  know  if  you 
have  any  questions. 


teven  Rt 
Counsel  for  Moody's  Investors  Service 
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cc:    The  Honorable  Tom  Coburn.  Ranking  Minority  Member 
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February  10, 2011 


Re:       Standard  &  Poor's 


Dear  Laura: 

I  write  regarding  your  request  for  a  summary  of  the  data  that  Standard  &  Poor's  pur- 
chased in  connection  with  the  development  of  its  RMBS  collateral  model  (known  as  LEVELS). 
I  understand  that  the  Subcommittee  is  preparing  a  final  memorandum  following  up  on  the  Chair- 
man's April  23, 2010  memorandum  to  the  members  of  the  Subcommittee,  and  that  you  are  seek- 
ing to  verify  information  concerning  the  data  that  S&P  purchased  regarding  RMBS  collateral. 

S&P  purchased  loan-level  performance  data  with  regard  to  residential  mortgage 
loans  on  an  ongoing  basis  for  use  in  developing  its  criteria  with  regard  to  rated  RMBS  securities, 
and  specifically  with  regard  to  S&P's  expected  performance  of  the  loans  backing  such  securities. 
As  requested,  a  summary  of  the  times  such  data  was  purchased  follows: 


Year 
Purchased 

Approximate 
Number  of  Loans 

2000 
2002 

166,000 
643,000 

2003 


269,000 


Summary  of  Loan  Characteristics 

Primarily  first  lien,  fixed  rate,  prime. 

Expanded  to  include  ARM  loans  and 
hybrid  loans. 

Conforming  residential  mortgages  in 
connection  with  developing  criteria  for 
use  with  pools  of  conforming  loans. 
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Year 
Purchased 

2005 


Approximate 
Number  of  Loans 

2.9  million 


Summary  of  Loan  Characteristics 

First  and  second  lien  loans,  including 
prime,  subprime,  Alt-A,  High  LTV  and 
HELOC  loans. 

These  data  sets  were  not  direct  inputs  into  the  LEVELS  model  at  any  time,  but  rather 
were  the  subject  of  research  and  analysis  toward  the  development  of  S&P  criteria.  As  Scott  Ma- 
son described  during  his  interview  by  your  Staff,  the  criteria  development  process  involves  more 
than  the  quantitative  analysis  of  historical  data.  S&P  reviews  that  data  and  applies  the  judgment 
and  experience  of  its  analysts  to  form  opinions  about  possible  future  performance,  taking  into 
account  the  specific  characteristics  of  the  loans  under  review.  S&P  also  purchased  other  data 
sets  for  different  purposes,  including  data  from  millions  of  loans  for  development  of  criteria  re- 
garding housing  prices. 

Accordingly,  it  is  not  accurate  to  say,  as  the  April  23,  2010  memorandum  does  on 
pages  7  and  10,  that  "S&P's  models  did  not  contain  adequate  data"  for  various  types  of  subprime 
mortgages.  Indeed,  S&P's  models  do  not  "contain"  historical  data  at  all,  but  instead  incorporate 
and  apply  S&P's  criteria,  and  that  criteria  was  not  driven  by  any  particular  data  set  of  historical 
loan  information. 

The  data  sets  purchased  by  S&P  over  this  time  period  were  the  subject  of  an  ongoing 
research  effort  toward  the  development  of  an  econometric  equation  for  predicting  potential  mort- 
gage defaults,  but  the  results  of  those  efforts  were  deemed  to  be  insufficiently  reliable  to  be  in- 
corporated into  S&P's  models.  For  example,  an  equation  that  was  developed,  in  2004,  from  the 
data  set  of  643,000  loans  resulted  in  lower  predicted  defaults  for  ARM  and  hybrid  loans  than  for 
fixed-rate  loans  -  i.e.,  the  equation  predicted  that  such  loans  were  less  risky  than  fixed-rate  loans 
-  a  result  that  was  considered  counter-intuitive  and  unreliable. 

In  its  decision  not  to  adopt  such  an  equation  as  part  of  its  criteria,  S&P  chose  not  to 
do  precisely  what  the  April  23, 2010  memorandum  says  it  did:  it  chose  not  to  incorporate  in  its 
models  an  equation  driven  directly  and  solely  by  historical  data,  because  S&P  did  not  believe 
that  the  equation  adequately  predicted  how  certain  types  of  mortgages,  such  as  adjustable  rate 
and  hybrid  mortgages  might  perform. 

The  testimony  that  the  Subcommittee  received  from  S&P's  former  employee  Frank 
Raiter  is  inaccurate  and  unreliable  on  this  subject  Mr.  Raiter  testified  that  a  version  of  the 
LEVELS  model  was  introduced  in  2002  or  2003  "based  on  approximately  650,000"  loans.  We 
believe  Mr.  Raiter  is  referring  to  the  2002  data  set  identified  above,  but  no  equation  derived  us- 
ing that  data  set  was  ever  implemented  in  the  LEVELS  model  for  the  reasons  described  above. 

Delivery  of  the  2.9  million  data  set  for  analysis  did  not  occur  until  after  Mr.  Raiter 
retired  from  S&P  and  he  had  no  involvement  in,  or  access  to,  that  data  or  any  analysis  of  it  Al- 
though an  econometric  equation  of  the  type  considered  in  2004  was  never  deemed  appropriate 
for  S&P  criteria,  S&P  continued  its  concerted  efforts  to  analyze  that  data,  both  by  employing  ex- 
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temal  consultants  and  dedicating  resources  within  Standard  &  Poor's  to  analyze  the  data  for  cri- 
teria development 

While  it  is  true,  as  S&P  has  said  previously,  that  some  loan  data  -  such  as  borrower 
FICO  scores  -  has  turned  out  recently  to  be  less  predictive  of  defaults  than  it  had  been  histori- 
cally, the  analysis  of  historical  data  was  only  one  of  many  factors  that  S&P  took  into  account  in 
developing  opinions  about  future  performance.  More  fundamentally,  the  extent  and  impact  of 
the  housing  market  collapse  in  2007  was  more  severe  and  precipitous  than  S&P,  like  so  many 
others,  anticipated. 

Sincerely,  « 


S.  Penny  Windle 


Laura  E.  Stuber,  Esq. 

Counsel 

Permanent  Subcommittee  on  Investigations 

199  Russell  Senate  Office  Building 

Washington,  DC  20510 
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What  Does  LEVELS  Do?  I 


LEVELS  analyzes  a  loan,  or  pool  of  loans 

Provides  an  assessment  of  Foreclosure 
Frequency,  Loss  Severity,  and  Credit 
Enhancement 


1. 


STANDARD 
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Foreclosure  Frequency  -  Key  Drivers 

Loan-to-Value  (LTV) 
Occupancy  Status 
Property  Type 
Loan  Purpose 
Loan  Balance 
Loan  Type 
FICO  Score 
Documentation 
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Loss  Severity  -  Key  Drivers 


Loan-to-Value  (LTV) 

Assumed  Market  Value  Declines  (MVD) 

Housing  Volatility  Index 

House  Price  Index 

Foreclosure  Timelines 


STANDARD 
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C  red  it  En  hancertierit 


Foreclosure  frequency  x  loss  severity  =  loss  coverage 


Foreclosure  Frequency 


Original  Home  Value  less 
Market  Value  Decline 


Loan  Balance.  Jess  Market 
Price 


Market  Loss  ••+  -...- 
Foreclosure  Costs; 


r  ..     .     ','   ■ 


Loss iSe verity  % 


=  The  ratio  of  loans  in  aVpobl 
expected  tq  default  i 


=   Market  Piice/,; v; 


=   Market  Loss 


=  Total  Loss  ($  amount) 


=  Total  Loss  /  Loan  Balance 


>. 
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LEVELS  -  Criteria  Updates 


S&P  is  committed  to  continually  updating  the  methodology  and 
assumptions  upon  which  its  RMBS  ratings  are  based. 

Since  2001,  S&P  has  updated  its  LEVELS  model  18  times. 
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LEVELS  5.4.2  -  March  27,  2001 j 

i 

i 

•  Incorporated  updated  or  new  rating  criteria  for  simultaneous 
second  lien  mortgages,  hybrid  adjustable-rate  mortgage  loans 
and  subprime  loans 

•  Included  an  updated  version  of  Standard  &  Poor's  Economic 
Index,  adjusting  for  projected  real  estate  price  fluctuations 


STANDARD 
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LEVELS  5.4.2(a)  -  July  10,  2001 


Updated  base  case  foreclosure  frequency  based  upon  a  review 
of  a  sampling  of  loans 
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LEVELS  5.5  -  April  3,  2002 i 

*  I 

i 

•  Included  criteria  revisions  and  several  model  performance  j 

i 

enhancements,  including  the  new  Standard  &  Poor's  House- 
Price  Volatility  Index 
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LEVELS  5.6  -  December  1,  2003 
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•  Updated  data  requirements  to  include: 

-  Asset  verification 

-  Appraisal  types 

-  Automated  Valuation  Model  use  and  type 

-  Self-employed  borrower 

-  NextGen  FICO 

-  Indicate  High  Cost  or  Covered  Loan 

-  Manufactured  Housing  Property  type  field  added 

•  Housing  Volatility  Index  Updated 

•  New  Manufactured  Housing  assumptions  built  into  the  model 
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LEVELS  5.6  Continued 


Revised  Loss  Severity  Model  with  benchmarks  for: 

-  Time  to  initiate  foreclosure 

-  Time  to  foreclose 

-  Bankruptcy  delays 

-  Eviction  delays 

-  Preservation  costs 

-  Legal  costs 

-  Amounts  escrowed  for  taxes  and  insurance 

-  Brokerage  cost;  and 

-  Appraisal  and  lien  search 
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LEVELS  5.6(a)  -  September  1,  2004 j 

•  Instituted  new  foreclosure  frequency  multiples 

-  Foreclosure  frequency  multiple  calculation  was  refined 
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LEVELS  5.6(b) -February  1,2005 

•  Updated  foreclosure  frequency  and  loss  severity 
assumptions  for  ARM  loans 

•  Updated  foreclosure  frequency  assumptions  for 
interest-only  loans 
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LEVELS  5.6(c)  -  August  1,  2005 __ 

•  Incorporated  Option  ARM  (Negative  Amortization) 
assumptions 

•  New  adjustments  to  loss  coverage  for  small  pools 

•  Adjusted  LTV's  of  loans  to  account  for  curtailments 
to  non-seasoned  loans 
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LEVELS  5.6(d)  -  March  1,  2006 _______j 

] 

•  Incorporated  a  discount  to  the  amount  of  home  price    j 
appreciation  indicated  by  the  Housing  Price  Index 

•  For  Option  ARM  loans  that  have  experienced  negative 
amortization,  the  original  balance  of  the  loan  will  be      j 

I 

used  to  calculate  adjusted  LTV 
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LEVELS  5.7  -  July  1 ,  2006 


•  Adjusted  foreclosure  frequency  on  first  Hen  loans 
with  simultaneous  second  liens,  based  on  loan  level 
analysis 

•  Increased  the  base  case  foreclosure  frequency  for 
loans  with  a  high  probability  of  default  due  to 
increased  risk  layering 

•  Adjusted  foreclosure  frequency  multiples 

•  Updated  Housing  Volatility  Index  assumptions 
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LEVELS  6.0 -June  1,2007  


16. 


•  Incorporated  into  LEVELS  the  ability  to  analyze 
Closed  End  Second  lien  loans  and  loans  with 
Combined  Loan  to  Value  ratio  (CLTV)  up  to  100 

•  CLTV  used  for  foreclosure  frequency  calculation 
rather  than  LTV 

•  For  a  first  lien  loan  with  a  simultaneous  second  lien, 
CLTV  is  used  to  calculate  foreclosure  frequency 


STANDARD 
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LEVELS  6.1  -  November  12,  2007 

•  Reduced  reliance  on  FICO  score  as  a  predictor  of 
default 

•  Increased  foreclosure  frequency  assumptions  for  the 
following: 

-  two-year  hybrid  ARMS 

-low  FICO  and  High  CLTV  purchase  money  loans 

-stated  income  and  no  income  documentation  loans 

•  Updated  Housing  Volatility  Index  adjustments 
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LEVELS  6.2  -  January  9,  2008 


•  Loans  coded  with  unknown  appraisal  type  assessed  a  100% 
loss  severity 

•  Adjusted  the  primary  mortgage  insurer  ratings  affecting  loss 
severity: 

■  10  =  Mortgage  Guaranty  Insurance  Corp.  (MGIC) 
from  AA  downgrade  to  AA- 

■  16  =  MGIC  Indemnity  from  AA  downgrade  to  AA- 

■  19  =  Triad  Guaranty  Insurance  Co.  from  AA 
downgrade  to  AA- 
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LEVELS  6.3  -  March  14,  2008 
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•  Increased  functionality  with  respect  to  home  equity 
line  of  credit  (HELOC)  loans 

•  Adjustments  to  delinquency  assumptions 

•  Updated  loss  severity  assumptions  based  on  certain 
state  foreclosure  timeline  extensions 

•  Updated  data  regarding  the  rating  levels  of  mortgage 
insurers 

•  Updated  Housing  Price  Index 
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LEVELS  6.4.3  -  July  14,  2008 


•  Adjusted  the  loan-level  probability  of  default  assumptions  for 
certain  loan  types,  including  short-term  hybrid  adjustable-rate 
mortgage  loans,  interest-only  mortgage  loans,  and  mortgage 
loans  that  allow  for  negative  amortization 

•  Updated  Housing  Price  Index 

•  Revised  the  Housing  Volatility  Index 

•  Adjusted  the  impact  of  loan-to-value  ratios  and  combined  loan- 
to-value  ratios  on  credit  enhancement 

•  Revised  loan-level  adjustments  for  credit  enhancement  from  the 
inclusion  of  primary  mortgage  insurance 
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LEVELS  6.5  -  December  2,  2008  

•  Updated  loan-level  adjustments  for  primary  mortgage  insurance    ! 

•  Updated  corporate  credit  ratings  for  various  primary  mortgage      j 
insurers 

! 

I 

•  Updated  foreclosure  frequency  adjustments  for  all  document        j 
type  codes 

•  New  loss  severity  adjustments  for  loans  to  which  an  automated 
valuation  model  is  the  primary  appraisal  type 

•  Updated  Housing  Price  Index 

•  New  reports  summarizing  the  originator  and  due  diligence  fields 

•  Added  four  fields  relating  to  third-party  due  diligence 
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LEVELS  6.6  -  March  31,  2009 !_ 

•  Added  VantageScore  as  an  acceptable  borrower  credit  scoring 
model 

•  New  documentation  type  code,  "P,"  which  indicates  that 
employment  was  verified  verbally,  and  income  was  verified  by 
IRS  transcripts  through  the  use  of  IRS  Form  4506T 

•  Updated  foreclosure  frequency  adjustments  for  "C"  and  "V" 
documentation  type  codes 

•  Updated  Housing  Price  Index 

•  Updated  counterparty  credit  ratings  for  various  primary 
mortgage  insurers 


22. 


STANDARD 

Permission  to  reprint  or  distribute  any  content  from  this  presentation  requires  the  prior  written  approval  of  Standard  &  Poor's.  Oil  CJCJJK.  5 

I 
PSI-Standard&Poor's-04-0023 


Footnote  Exhibits  -  Page  0697 

LEVELS  7.0  -  September  17,  2009 


Revised  credit  enhancement  adjustment  factors  to  assess  the 
risk  in  pools  of  mortgage  loans  based  on  loan  and  borrower 
characteristics  relative  to  the  archetypical  pool 

Updated  data  requirements,  including: 

-  Added  required  fields  to  analyze  the  flow  of  funds  in  a  transaction 
structure 

-  Updated  to  reflect  the  current  corporate  credit  ratings  of 
mortgage  insurance  companies 

-  Added  a  requirement  that  the  total  debt-to-income  ratio  be 
provided  for  each  loan 
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LEVELS  7.1  -  February  11,  2010 ______ 

•  Revised  25  of  S&P's  state-specific  assumptions  with 
respect  to  timelines  for  foreclosing  on  a  mortgage 
loan 

•  Updated  Housing  Price  Index 

•  Updated  counterparty  credit  ratings  and  capital 
adequacy  ratios  for  affected  primary  mortgage 
insurers 
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Examination  Report  for 

Standard  and  Poor's 

Ratings  Services,  Inc. 

("S&P") 


1.   Introduction 

On  August  3 1 ,  2007,  the  Staff  in  the  Commission's  Office  of  Compliance  Inspections 
and  Examinations  ("OCIE"),  Division  of  Trading  and  Markets  ("Trading  &  Markets") 
and  Office  of  Economic  Analysis  ("OEA")  (collectively  "the  Staff*)  initiated  an 
examination  of  S&P,  and  two  other  credit  rating  agencies.  The  focus  of  the  examinations 
was  S&P's  activities  in  rating  subprime  residential  mortgage-backed  securities 
("RMBS")  and  collateralized  debt  obligations  <"CDOs")  linked  to  subprime  RMBS.1 
Specifically,  key  areas  of  review  included: 

>  the  NRSROs'  ratings  policies,  procedures,  and  practices,  including  gaining  an 
understanding  of  ratings  models,  assumptions,  criteria  and  protocols; 

>  the  adequacy  of  the  disclosure  of  the  ratings  process  and  methodologies  used  by 
the  NRSROs; 

>  whether  the  NRSROs  complied  with  their  ratings  policies  and  procedures  for 
initial  ratings  and  ongoing  surveillance; 

>  the  efficacy  of  the  NRSROs'  conflict  of  interest  policies  and  procedures;  and 

>  whether  ratings  were  unduly  influenced  by  conflicts  of  interest  related  to  the 
NRSROs'  role  in  bringing  issues  to  market  and  the  compensation  they  received 
from  issuers  and  underwriters. 

The  examinations  also  included  a  review  of  whether  there  were  any  errors  in  ratings 
issued  as  a  result  of  flaws  in  ratings  models  used  in  response  to  a  press  report  indicating 
errors  in  one  firm's  model.2  Initial  observations  as  a  result  of  this  aspect  of  the 
examinations  are  included  in  this  report. 


Beginning  in  2007,  delinquency  and  foreclosure  rates  for  subprime  mortgage  loans  in  the  United 
States  dramatically  increased,  creating  turmoil  in  the  markets  for  RMBS  backed  by  such  loans  and 
CDOs  linked  to  such  loans  (collectively  "subprime  RMBS  and  CDOs").  As  the  performance  of 
these  securities  continued  to  deteriorate,  the  three  NRSROs  most  active  in  rating  these  instruments 
downgraded  a  significant  number  of  their  ratings.  The  NRSROs'  performance  in  rating  these 
structured  finance  products  raised  questions  about  the  accuracy  of  their  credit  ratings  generally  as 
well  as  the  integrity  of  the  ratings  process  as  a  whole. 

See  Sam  Jones,  Gillian  Tett,  and  Paul  J.  Davies,  Moody's  Error  Gave  Top  Ratings  to  Debt 
Products,  Financial  Times,  May  20, 2008,  at  I . 
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The~exanUnation  review  period  generally  covered  January  2004  through  2007.  The  firms 
under  examination  became  subject  to  the  provisions  of  the  Credit  Rating  Agency  Reform 
Act  of  2006  (the  "Rating  Agency  Act"),  which  amended  the  Securities  Exchange  Act  of 
1934  ("Exchange  Act"),  and  the  Commission's  rules  when  they  registered  with  the 
Commission  as  NRSROs  in  September  2007.  Although  S&P  was  not  subject  to  legal 
obligations  applicable  to  NRSRO  during  most  of  the  review  period,  the  Staff  nonetheless 
sought  to  make  relevant  factual  findings  and  observations  with  respect  to  the  activities  of 
S&P  in  rating  subprime  RMBS  and  CDOs  during  the  period,  as  well  as  to  identify 
possible  areas  for  improvement  in  their  practices  going  forward. 

Over  50  Commission  Staff  participated  in  the  examinations  of  S&P,  and  two  other 
NRSROs.  The  examinations  included  extensive  on-site  interviews  with  the  rating 
agencies'  staff,  including  senior  and  mid-level  managers,  initial  ratings  analysts  and 
surveillance  analysts,  internal  compliance  personnel  and  auditors,  personnel  responsible 
for  building,  maintaining  and  upgrading  the  ratings  models  and  methods  used  in  the 
ratings  process,  and  other  relevant  rating  agency  staff. 

In  addition,  the  Staff  reviewed  a  large  quantity  of  the  NRSROs'  internal  records, 
including  the  written  policies,  procedures  and  other  such  documents  related  to  initial 
ratings,  the  ongoing  surveillance  of  ratings,  and  the  management  of  conflicts  of  interest, 
and  the  public  disclosures  of  the  procedures  and  methodologies  for  determining  credit 
ratings.  The  Staff  also  reviewed  deal  files  for  subprime  RMBS  and  CDO  ratings,  internal 
audit  reports  and  records,  and  other  internal  records,  including  a  large  quantity  of  email 
communications  records  (the  NRSROs  produced  over  two  million  emails  and  instant 
messages  that  were  sorted,  analyzed  and  reviewed  using  software  filtering  tools). 
Finally,  the  Staff  reviewed  the  NRSROs'  public  disclosures,  filings  with  the  Commission, 
and  other  public  documents. 

2.    The  Ratings  Process 

The  Rating  Agency  Act  expressly  states  that  the  Commission  has  no  authority  to  regulate 
the  "the  substance  of  the  credit  ratings  or  the  procedures  and  methodologies"  by  which 
any  NRSRO  determines  credit  ratings.3  As  part  of  these  examinations,  however,  the  Staff 
necessarily  sought  to  develop  an  understanding  of  the  quantitative  analysis  used  to  rate 
the  RMBS  and  CDOs  that  have  been  subject  to  such  dramatic  and  widespread  change. 

S&P  rates  RMBS  and  CDO  transactions  by  first  assessing  the  underlying  collateral  and 
then  assessing  the  deal  structure.  For  RMBS,  S&P  utilizes  its  Loan  Evaluation  and 
Estimate  of  Loss  System  ("LEVELS")  model  as  the  basis  for  the  foreclosure  frequency 
and  loss  severity  analyses  of  a  deal's  underlying  collateral.4  S&P  evaluates  cash  flows  in 


3  15  U.S.C. 78o-7(c)(2). 

*  S&P  developed  the  assumptions  for  the  LEVELS  model  during  the  1970's  and  1980's,  using 

empirical  observations  of  mortgage  default  rate  data  going  back  at  least  as  far  as  the  Great 
Depression,  which  represented  the  "worst  case  scenario."  As  of  March  14, 2008,  LEVELS, 
included  a  total  of  77  possible  factors,  38  of  which  are  required,  related  to  the  loans  that  are  loaded 
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the  Standard  &  Poor's  Interest  Rate  Evaluator  ("SPIRE")  model.  S&P  uses  its  CDO 
Evaluator  to  estimate  the  gross  level  of  defaults  in  proposed  CDO  asset  pools.5  When 
analyzing  cash  flow  for  CDOs,  after  the  CDO  Evaluator  process,  S&P  runs  a  cash  flow 
analysis  in  a  proprietary  cash  flow  model  called  Genesis.6  Results  from  the  collateral  and 
cash  flow  models  are  subjected  to  the  committee  approval  process  before  a  final  rating  is 
issued. 

S&P  also  used  spreadsheets  and  other  models  outside  LEVELS  to  rate  non-routine  loans 
until  they  could  be  incorporated  into  the  RMBS  model.  For  instance,  as  the  market  for 
non-first  lien  mortgages  grew  in  the  late  1990's  and  early  2000's,  S&P  developed  more 
simplified  spreadsheet-based  models  to  accommodate  the  rating  of  pools  of  such  loans 
until  S&P  was  able  to  incorporate  such  modeling  into  the  LEVELS  in  late  2007  ? 

3.  Increase  in  Number  and  Complexity  of  RMBS  and  CDO  deals 

From  2002  to  2006,  the  volume  of  structured  finance  deals  rated  by  S&P  increased 
substantially,  as  did  the  revenues  S&P  received  from  rating  those  deals.  The  structured 
products  that  S&P  rated  became  increasingly  complex,  with  many  employing  derivatives 
such  as  credit  default  swaps  to  replicate  the  performance  of  mortgage  backed  securities. 
Further,  the  loans  made  to  retail  borrowers  being  securitized  evolved  from  30-year  fixed 
rate  instruments  to  newer  products  such  as  second  lien  and  adjustable  rate  mortgages. 
The  increasing  number  and  complexity  of  deals  may  have  compromised  various  aspects 
of  S&P' s  ratings  operations  for  structured  finance,  as  discussed  in  greater  detail  below. 

a.  Revenue,  Deal,  and  Staffing  Levels 

From  2002  to  2006,  the  volume  of  RMBS  deals  rated  by  S&P  increased  by  130%,  and  the 
number  of  CDO  deals  rated  by  S&P  increased  by  over  900%.8  Correspondingly,  the 
revenue  S&P  derived  from  RMBS  deals  increased  from  $57  million  in  2002  to  $190.7 

into  LEVELS.  Loan  level  information  in  the  tape  that  is  analyzed  by  LEVELS  includes  the  type 
of  property  securing  the  mortgage,  whether  the  property  is  occupied,  the  level  of  documentation 
presented  by  the  borrower,  the  type  and  term  of  the  loan,  and  the  ratio  of  the  amount  of  the  loan  to 
the  value  of  the  residence. 

5  CDO  Evaluator  is  made  publicly  available. 

°  The  Genesis  model  is  not  publicly  available.  S&P,  however,  discloses  the  inputs  and  criteria  used 

in  this  cash  flow  model.  For  a  synthetic  CDO  there  is  no  need  for  a  cash  flow  model  as  payments 
from  the  credit  default  swap  exactly  equal  what  is  due  on  liabilities  and  there  is  no  additional  risk 
aside  from  credit  risk,  which  is  modeled  in  Evaluator. 

7  Representation  by  Frank  Parisi,  former  Director,  Structured  Finance,  S&P  on  May  27,  2008 
teleconference  with  Commission  Staff. 

8  See  Letter  from  Mari  B.  Maloney,  Chief  Compliance  Officer,  Ratings  Services,  Global  Regulatory 
Affairs,  S&P  to  Matthew  Daugherty,  Senior  Special  Counsel,  OCIE,  SEC  (Mar.  14, 2008).  RMBS 
deals  increased  from  713  to  1,639  during  that  time.  CDO  deals  increased  from  34  to  343  during 
that  time. 


PSI-SEC  (S&P  Exam  Report)-1 4-0003 


Footnote  Exhibits  -  Page  0702 


million  in  2006~and  CDO  revenue  increased  from  $10.1  million  in  2002  to  $98.7  million 
in  2006. 

For  the  RMBS  group,  contemporaneous  staffing  increases  appear  roughly  in  line  with 
volume  increases  (S&P  increased  RMBS  staff  by  168%  as  volume  increased  by  130%).9 
For  CDOs,  however,  S&P's  staffing  increases  do  not  appear  to  have  kept  pace  with 
volume  increases  (S&P  increased  CDO  staff  by  119%  as  volume  increased  by  over 
900%).10 

b.  Impact  on  Ratings  Process 

The  Staff  believes  that  the  deal  and  staffing  levels  during  the  review  period  may  have 
impacted  various  aspects  of  the  ratings  process.  For  instance,  an  instant  message 
exchange  between  the  primary  analyst  on  a  CDO  deal  and  a  member  of  the  deal's  rating 
committee  revealed  the  following: 

■  Shah:  "btw  -  that  deal  is  ridiculous" 

■  Mooney:  "I  know  right. .  .model  def  does  not  capture  half  of  the. . ." 
"risk" 

■  Shah:  "we  should  not  be  rating  it" 

■  Mooney:  "we  rate  every  deal"  "it  could  be  structured  by  cows  and  we 
would  rate  it" 

■  Shah:  "but  there's  a  lot  of  risk  associated  with  it  - 1  personally  don't 
feel  comfy  signing  off  as  a  committee  member."1 ' 

In  another  example,  an  S&P  Associate  Director  in  the  Global  CDO  Group  writes  to  a 
Director  in  the  Global  CDO  Group  that  "Rating  Agencies  continue  to  create  and  [sic] 
even  bigger  monster  -  the  CDO  market.  Let's  hope  we  are  all  wealthy  and  retired  by  the 
time  this  house  of  cards  falters.  ;o)"12 

The  Staff  also  identified  internal  communications  in  structured  finance  groups  other  than 
RMBS  and  CDO  that  indicated  various  staffing  issues  during  the  review  period.  For 
instance,  in  one  email  the  Managing  Director  of  Global  Real  Estate  Finance  states  that 
"[o]ur  staffing  issues,  of  course,  make  it  difficult  to  deliver  the  value  that  justifies  our 


RMBS  staff  increased  from  3 1  to  83  during  the  time  period. 

CDO  analytical  staff  increased  from  36  to  79  between  2002  and  2006.  S&P  has  indicated  that  the 
support  from  the  Synthetic  ABS  group  and  quantitative  group  are  particularly  important  for 
CDOs.  If  the  Synthetic  ABS  group's  staff  is  included  in  the  number,  the  increase  is  from  36  to  88 
(144%).  If  the  quantitative  group's  staff  is  also  included,  the  increase  is  from  36  to  99  (175%). 

Instant  message  exchange  between  Shannon  Mooney,  Rating  Analyst,  Quantitative  Support, 
Global  CDO  Group,  S&P,  and  Rahul  Dilip  Shah,  Associate,  Analytical  Pool,  Global  CDO  Group, 
S&P  (Apr.  5, 2007,  3:56  PM).  Ellipses  both  in  original  and  added. 

Email  from  Chris  Meyer,  Director,  Analytical  Pool,  Global  CDO  Group,  S&P,  to  Belinda  Ghetti, 
Director,  Global  CDO  Group,  S&P  (Dec.  15,  2006,  8:31  PM). 
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fees"13  and  states  in  another  email  that  "[tjensions  are  high.  Just  too  much  work,  not  - 
enough  people,  pressure  from  company,  quite  a  bit  of  turnover  and  no  coordination  of  the 
non-deal  "stuff'  they  want  us  and  our  staff  to  do."14  Similarly,  an  email  from  an 
Analytical  Coordinator  in  the  ABS  Group  states  that  [w]e  ran  our  staffing  model 
assuming  the  analysts  are  working  60  hours  a  week  and  we  are  short  on  resources. . . . 
The  analysts  on  average  are  working  longer  than  this  and  we  are  burning  them  out.  We 
have  had  a  couple  of  resignations  and  expect  more.  It  has  come  to  my  attention  in  the 
last  couple  of  days  that  we  have  a  number  of  staff  members  that  are  experiencing  health 
issues."  5 

The  Staff  believes  that  the  increase  in  the  number  and  complexity  of  deals  may  have 
further  impacted  S&P's  structured  finance  ratings  operations,  as  is  discussed  in  more 
detail  below. 

The  Staff  recommends  that  S&P  periodically  evaluate  if  it  has  sufficient  staff  and 
resources  to  manage  its  volume  of  business  and  meet  its  obligations  under  the  Rating 
Agency  Act. 

S&P's  Response: 

In  its  response,16  S&P  stated  that  it  believes  its  staff  increases  between  2002  and  2006 
were  appropriate.  S&P  noted  that  it  does  not  have  a  discrete  pool  of  analysts  who  rate 
CDOs  of  RMBS  deals.  The  staffing  levels  of  CDO  analysts  noted  in  its  March  14,  2008 
letter,  therefore,  represent  analytical  staff  that  worked  on  any  type  of  CDO,  not  just 
CDOs  of  RMBS.  Moreover,  it  notes  that  the  number  of  all  CDO  transactions  increased 
more  modestly  between  2002  and  2006  than  the  number  of  RMBS-related  CDOs.  In 
making  the  case  that  staffing  levels  for  CDOs  were  appropriate,  S&P  notes  that  including 
support  from  members  of  the  Synthetic  ABS  Group  and  the  additional  quantitative 
support  group,  which  are  both  important  contributors  to  the  CDO  rating  process 
decreases  the  ratio  of  deals  to  staff.  However,  S&P  notes  that,  even  without  including 
such  supporting  staff,  it  believes  that  the  ratio  of  deals  per  analyst  that  it  had  in  the  CDO 
Group  in  2006,  was  an  appropriate  level. 


Email  from  Gale  Scott,  Managing  Director,  Global  Real  Estate  Finance,  S&P,  to  David  Klein, 
Vice  President  of  Finance,  Structured  Finance  Group,  S&P  (Apr.  27, 2007,  1:13  PM). 

Email  from  Gale  Scott,  Managing  Director,  Global  Real  Estate  Finance,  S&P,  to  Diane  Cory, 
External  Consultant,  Structured  Finance  Group,  S&P  (May  3, 2006,  10:20  AM). 

Email  from  Gail  Mcdermott,  Analytical  Coordinator,  ABS  Group,  S&P,  to  Abe  Losice,  Managing 
Director,  RMBS  Group,  S&P  (Dec.  3, 2004,  11:10  AM). 

See  Letter  from  Vickie  A.  Tillman,  Executive  Vice  President,  Ratings  Services,  S&P  to  A.  Duer 
Meehan,  OCIE,  SEC  (June  27,  2008). 
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S&P  stated  that  it  will  take  prompt  steps  to  conduct  a  review  of  structured  finance 
staffing  levels  and  will  continue  to  reevaluate  its  staffing  levels  to  ensure  that  they  are 
appropriate  and  in  compliance  with  the  Rating  Agency  Act. 

4.  Disclosure  of  the  Ratings  Process 

The  new  requirements  of  the  Rating  Agency  Act  specifically  address  the  importance  of 
disclosure.  An  NRSRO  is  required  to  disclose  publicly  the  procedures  and 
methodologies  it.uses  in  determining  credit  ratings.17  Form  NRSRO  requires  that  this 
disclosure  be  a  general  description  but  sufficiently  detailed  to  provide  users  of  credit 
ratings  with  an  understanding  of  the  processes  employed  in  determining  credit  ratings, 
including,  among  other  things,  the  quantitative  and  qualitative  models  and  metrics  used  to 
determine  credit  ratings.  S&P  explained  to  the  Staff  that,  prior  to  being  registered  as  an 
NRSRO,  it  disclosed  its  ratings  process  during  the  review  period.  It  appears,  however, 
that  certain  significant  aspects  of  the  rating  processes  and  the  methodologies  used  to  rate 
RMBS  and  CDOs  were  not  always  disclosed,  or  were  not  fully  disclosed,  as  summarized 
below. 

For  RMBS  and  CDOs,  if  a  material  rating  change  is  approved,  S&P's  policy  is  that  its 
terms  are  communicated  both  internally  and  publicly.     When  new  criteria,  or  changes  to 
existing  criteria,  are  implemented,  S&P  may  apply  such  changes  prior  to  publication, 
depending  on  the  circumstances.19  In  its  review,  the  Staff  observed  a  number  of 
occasions  where  S&P  implemented  changes  to  its  RMBS  ratings  criteria  outside  its 
SPIRE  and  LEVELS  models  without  promptly  publishing  such  changes.20  In  published 
documents,  S&P  states  that  when  it  assigns  ratings  to  structured  finance  securities,  it  uses 
a  general  framework  and  established  guidelines,  as  well  as  various  quantitative 
techniques  and  models  to  enhance  the  rating  committee's  qualitative  opinions.  S&P 
states  that  these  qualitative  opinions  are  an  integral  part  of  its  rating  process.  21  Based  on 
review  of  produced  documents,  it  does  not  appear  that  S&P  specifically  disclosed  which 


Section  4(a)(l)(B)(ii)  of  the  Exchange  Act. 

See  "Ratings  Services,  Criteria  Process  Guidelines,"  (Mar.  21, 2008)  provided  under  cover  of 
letter  from  Mari  Maloney,  Chief  Compliance  Officer,  S&P,  to  Matthew  Daugherty,  Senior  Special 
Counsel,  OCIE,  SEC  (June  12, 2008).  The  guidelines,  which  contain  a  publication  date  of  March 
21, 2008,  are  a  recently  revised  and  updated  version  of  S&P's  criteria  process. 

Id.  The  guidelines  do  not  provide  guidance  for  such  circumstances. 

See  RMBS  Criteria  Alert  #64.  dated  March  24, 2004,  RMBS  Internal  Analyst  Alert  #112.  dated 
June  25,  2007,  RMBS  Criteria  Alert,  dated  October  19, 2006,  respectively.  Examples  include 
decreasing  foreclosure  frequency  assumptions  for  pools  of  first  lien  100%  LTV  loans  made  to 
borrowers  with  minimum  FICO  scores  of  700,  increasing  AAA  loss  coverage  by  1  basis  point  for 
every  1%  of  a  mortgage  pool  with  "non-standard"  mortgage  insurance,  and  increasing  its 
foreclosure  frequency  assumptions  for  loans  that  came  to  S&P  on  the  tape  already  more  than  30 
days  delinquent. 

See  Principles-Based  Rating  Methodology  for  Global  Structured  Finance  Securities,"  dated  May 
29,  2007. 
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out-of-model  adjustments  a  ratings  committee  may  usem  determining  the  ratings  for 
CDOs,  or  how  much  weight  the  rating  committee  gave  to  such  factors. 


22 


The  Staff  found  several  communications  by  S&P  employees  to  outside  parties  related  to 
the  application  of  unpublished  criteria,  such  as  "not  all  our  criteria  is  published.  [F]or 
example,  we  have  no  published  criteria  on  hybrid  deals,  which  doesn't  mean  that  we  have 
no  criteria"    and  "[a]s  I  pointed  out,  there  is  [sic]  many  pieces  of  criteria  that  has  [sic] 
not  yet  been  published.  Does  that  mean  it  is  not  criteria?  No."24  Another  email  states, 
"[0]ur  published  criteria  as  it  currently  stands  is  a  bit  too  unwieldy  and  all  over  the  map 
in  terms  of  being  current  or  comprehensive.  It  might  be  too  much  of  a  stretch  to  say  that 
we're  complying  with  it  because  our  SF  [structured  finance]  rating  approach  is  inherently 
flexible  and  subjective,  while  much  of  our  written  criteria  is  detailed  and  prescriptive. 
Doing  a  complete  inventory  of  our  criteria  and  documenting  all  of  the  areas  where  it  is 
out  of  date  or  inaccurate  would  appear  to  be  a  huge  job  -  that  would  require  far  more 
man-hours  than  writing  the  principles-based  articles."25 

S&P  indicated  to  the  Staff  that,  as  a  general  practice,  it  did  not  adjust  an  RMBS  collateral 
or  cash  flow  analysis  based  upon  factors  that  were  not  incorporated  into  its  LEVELS  or 
SPIRE  models.26  However,  the  Staff  observed  instances  in  its  deal  files  that 
demonstrated  adjustments  from  its  models.  For  example,  one  RMBS  deal  was 
characterized  by  two  tranches  that  failed  one  of  the  cash  flow  stress  tests,  but  was 
nonetheless  given  the  rating  under  which  the  tranches  failed.     In  another  deal,  the 
margins/coupons  in  seven  of  the  tranches  are  different  than  the  structure  run  in  SPIRE.28 
In  addition,  the  Staff  observed  instances  where  S&P  implemented  changes  to  its  ratings 
criteria  which  were  not  incorporated  into  its  LEVELS  or  SPIRE  models. 


25 


26 


Qualitative  factors  which  influence  the  rating  committee's  decision  may  result  in  changes  to  the 
structure  of  the  deal  or  additions  and/or  modifications  to  covenants  in  the  deal  documents  in  order 
to  mitigate  risks  which  concern  the  ratings  committee. 

Email  from  Anna  Widernik,  Director,  Analytical  Pool,  Global  CDO  Group,  S&P,  to  Scott  Farrell, 
Marathon  Fund/Issuer  (Aug.  31, 2006,  12:04  PM). 

Email  from  Jean-Baptiste  Carelus,  Director,  Global  CDO  Group,  S&P,  to  Brian  Ranee,  Freshfields 
Bruckhaus  Deringer  LLP/External  Issuer  Attorney  (Dec.  15, 2006,  12:08  PM). 

Email  from  Calvin  Wong,  Chief  Criteria  Officer,  Structured  Finance  Surveillance  Group,  S&P,  to 
Tom  Gillis,  Managing  Director,  Research  and  Criteria,  S&P  (Mar.  14, 2007,  6:45  PM). 

Representation  by  Scott  Mason,  Director,  RMBS  Group,  S&P,  to  SEC  Staff  on  December  12, 
2007. 

The  SPIRE  output  indicated  "minor  int  SF  ok,  per  TO."  MLMI  2006-RM5.  Staff  from  S&P 
indicated  that  the  structure  was  allowed  to  pass  because  the  interest  shortfalls  at  the  two  tranches 
were  de  minimis.  Representation  by  Scott  Mason,  RMBS  Director  on  June  20,  2008. 

See  HASCO-2006-WMC1 . 

Examples  include  decreasing  the  LEVELS  foreclosure  frequency  assumptions  for  pools  of  first 
lien  100%  loan-to- value  loans  made  to  borrowers  with  minimum  FICO  scores  of  700,  and 
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The Staff  Vecommehdsth'di S&P  conduct  a  review  of  its' current  disclosures  of  its        ~ 
processes  and  methodologies  for  rating  subprime  RMBS  and  CDOs  to  assess  whether  it 
is  fully  disclosing  its  ratings  methodologies,  and  is  meeting  the  requirements  of  the 
Rating  Agency  Act  and  Form  NRSRO.  Further,  the  Staff  recommends  that  S&P  review 
whether  its  policies  governing  the  timing  of  disclosure  of  a  significant  change  to  a 
process  or  methodology  are  reasonably  designed  to  comply  with  these  requirements. 

S&P's  Response: 

S&P  emphasized  the  transparency  of  its  rating  process  by  noting,  among  other  things, 
that  it  "generally  announces"  all  material  changes  to  its  criteria  through  formal 
publication.  S&P  has  noted,  that  although  it  has  developed  unpublished  criteria  in  the 
past,  that  it  has  recently  formalized  policies  and  procedures  related  to  the  publication  of 
criteria.  S&P  further  stated  that  it  consistently  publicly  discloses  the  limits  of  its  models. 
S&P  further  notes  that  rating  committees  are  not  limited  to  considering  the  results  of  the 
model  outputs  in  arriving  at  a  rating,  because,  among  other  things,  S&P's  rating  models, 
including  SPIRE,  do  not  always  consider  all  of  S&P's  rating  criteria.  S&P  further  noted 
that  it  does  not,  as  a  matter  of  routine,  memorialize  its  decisions  to  adjust  model  outputs. 

S&P  stated  that  it  will  take  prompt  steps  to  conduct  the  review  of  the  policies  and 
procedures  regarding  disclosure  of  the  RMBS  and  CDO  rating  process,  and  noted  that  it 
had  already  taken  significant  steps  to  enhance  its  criteria  publication  process. 

5.  Written  Policies  and  Procedures  for  Rating  RMBS  and  CDOs 

a.  General  Policies  and  Procedures 

As  of  September  2007,  NRSROs  became  subject  to  a  requirement  to  make  and  retain 
certain  internal  documents  relating  to  its  business,  including  procedures  and 
methodologies  used  to  determine  credit  ratings.30  S&P  has  a  public  document  known  as 
the  "U.S.  Residential  Subprime  Mortgage  Criteria,"  which  pre-dates  this  requirement  and 
serves  as  a  guide  to  its  subprime  RMBS  analytical  process.  With  respect  to  CDOs,  S&P 
published  a  "Global  Cash  Flow  and  Synthetic  CDO  Criteria"  on  March  21,  2002.31  This 
document  outlines  the  numerous  components  of  the  CDO  cash  flow  and  synthetic  CDO 
ratings  process  including  S&P's  review  of  the  CDO  manager,  the  analysis  of  the 


increasing  LEVELS  AAA  loss  coverage  by  one  basis  point  for  every  1%  of  a  mortgage  pool  with 
"non-standard"  mortgage  insurance.  See  RMBS  Criteria  Alert  #64.  dated  March  24, 2004,  and 
RMBS  Criteria  Alert  dated  October  1 9, 2006,  respectively. 


30 


Exchange  Act  Rule  1 7g-2.  1 7  CFR  240. 1 7g-2. 

See  S&P-SEC-002944.  This  document  also  is  available  on  the  S&P  website. 
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transaction  structure,  the  quantitative  models  used,  and  the  surveillance  process.    This 
document  was  updated  in  2004  and  2006.32 

However,  the  Staff  observed  that  S&P  had  a  number  of  undocumented  policies  and 
procedures  for  rating  RMBS  and  CDOs.33  The  Staff  also  observed  that  S&P's  ratings 
policies  and  procedures  that  did  exist  were  scattered  among  numerous  documents,  rather 
than  in  one  consolidated  location  or  document.34  The  non-standard  nature  of  S&P's 
structured  finance  procedures,  publication  and  disclosure  policies  over  the  review  period 
may  have  impacted  its  compliance  with  the  ratings  process.  For  instance,  in  a 
communication  related  to  upcoming  NRSRO  registration,  the  Chief  Criteria  Officer  in  the 
Structured  Finance  Surveillance  Group  at  S&P  states: 

"[0]ur  published  criteria  as  it  currently  stands  is  a  bit  too  unwieldy  and  all  over 
the  map  in  terms  of  being  current  or  comprehensive.  It  might  be  too  much  of  a 
stretch  to  say  that  we're  complying  with  it  because  our  SF  [structured  finance] 
rating  approach  is  inherently  flexible  and  subjective,  while  much  of  our  written 
criteria  is  detailed  and  prescriptive.  Doing  a  complete  inventory  of  our  criteria 
and  documenting  all  of  the  areas  where  it  is  out  of  date  or  inaccurate  would 
appear  to  be  a  huge  job  -  that  would  require  far  more  man-hours  than  writing  the 
principles-based  articles."35 

The  Staff  recommends  that  S&P  conduct  a  review  to  assess  whether  its  written  policies 
and  procedures  used  to  determine  credit  ratings  for  RMBS  and  CDOs  are  fully 
documented  in  accordance  with  the  requirements  of  Exchange  Act  Rule  1  lg-2. 

S&P's  Response: 

S&P  responded  that  it  does  not  believe  that  it  can  or  should  prescribe  fixed  analytical 
steps  that  the  analysts  should  follow  for  all  structures  that  S&P  might  rate,  because  such 
rules  could  oversimplify  the  rating  process  and  ignore  the  uniqueness  of  each  deal.  S&P 
notes  that  it  has  adopted  several  measures    to  ensure  consistency  of  criteria  application 


32 


33 


34 


35 


36 


See  S&P-SEC-002864.  S&P  also  publishes  an  "Introduction  to  CDOs  and  Standard  &  Poor's 
Global  CDO  Ratings."  See  S&P-SEC-003369.  S&P  also  has  published  a  "Global  Synthetic 
Securities  Criteria."  See  S&P-SEC-002736. 

For  instance  ,S&P  did  not  address  the  use  of  outside  models,  including  the  use  of  alternatives 
to  the  RMBS  cash  flow  model,  SPIRE,  and  the  CDO  cash  flow  model,  Genesis. 

See  e.g.  S&P  Role  of  Rating  Committee  Chairperson  (June  26,  2007),  S&P  Analytic 
Documentation  Policy  (June  26,  2007),  and  S&P  Global  Rating  Services'  Rating  Decision-Making 
Standards  Policy  (April  3, 2007). 

Email  from  Calvin  Wong,  Chief  Criteria  Officer,  Structured  Finance  Surveillance  Group,  S&P,  to 
Tom  Gillis,  Managing  Director,  Research  and  Criteria,  S&P  (Mar.  14,  2007,  6:45  PM). 

These  measures  include  encouraging  analysts  to  engage  in  ongoing  dialogue  with  their  peers  and 
supervisors,  hiring  experienced  analysts,  using  "project  leads"  (senior  analysts)  on  each  deal,  and 
providing  internal  guidance  on  how  to  apply  new  ratings  approaches. 
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at  the  deal  level,  and  does  not  believethat  its  approach  prevents  analysts  from 
consistently  applying  its  criteria. 

While  S&P  does  not  agree  with  the  Staff's  findings  on  this  point,  S&P  stated  that  will 
take  prompt  steps  to  review  its  policies  and  procedures  to  ensure  that  it  has  appropriately 
detailed  policies  and  procedures  to  follow  throughout  the  deal  rating  process. 

b.         Policies  and  Procedures  Regarding  Technical  Errors 

As  a  result  of  recent  attention  in  the  financial  press  regarding  a  rating  agency's 
application  of  flawed  rating  models  to  constant  proportion  debt  obligation  ("CPDO")37 
deals,  the  Staff  expanded  the  scope  of  its  exams  to  review  any  assignments  of  erroneous 
ratings  by  S&P  for  any  RMBS,  CDO  and  CPDO  ratings  issued  since  2004,  as  well  as 
S&P's  policies  for  dealing  with  the  discovery  of  errors  in  the  models  and  methodologies. 
In  response,  S&P  indicated  that  a  beta  version  of  its  CPDO  Evaluator  model  contained  a 
coding  error  that  was  discovered  by  surveillance  in  late  2007,  which  led  the  model  to  use 
a  higher  discount  factor  in  assessing  certain  incoming  and  outgoing  cash  flows. 
According  to  S&P,  the  error  was  immediately  corrected.38  Following  detection  of  the 
error,  S&P  reviewed  the  five  CPDO  transactions  in  which  the  beta  version  was  used  to 
make  a  public  rating,  and  determined  that  none  of  the  resulting  differences  in  interest 
rates  and  discount  factors  between  the  erroneous  model  and  corrected  model  merited  a 
rating  action.  S&P  identified  its  ratings  and  criteria  committee  processes,  its 
transparency,  and  its  surveillance  process  as  "policies  and  practices"  that  further  the  goal 
of  identifying  errors.39 

The  staff  recommends  that  S&P  review  its  procedures  to  identify,  correct  and  rectify 
errors  in  its  ratings  models  and  methodologies. 

S&P's  Response: 

S&P  noted  that  it  already  has  begun  the  process  of  addressing  the  issue  of  policies  and 
procedures  to  detect  and  disclose  errors  in  the  rating  process  by  developing  an  internal 
review  process  for  assessing  model  quality.  The  process  will  assess  whether  S&P's 
current  models  remain  suitable  for  their  intended  use,  and  will  consider  all  relevant 
aspects  of  the  models  under  review. 


CPDOs  are  a  type  of  credit  derivative  sold  to  investors  looking  for  long  term  exposure  to  credit 
risk  on  a  highly  rated  note.  Investors  buy  notes  issued  by  a  special  purpose  vehicle  ("SPV"). 

See  Letter  from  Vickie  A.  Tillman,  Executive  Vice  President,  Ratings  Services,  S&P  to  A.  Duer 
Meehan,  Associate  Director,  OCIE,  SEC  (June  12,  2008). 


39 


Id. 
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—       67  Integrity  andAccuracy  of  the  Information  Provided  to  S&P        ~ 

There  is  no  requirement  under  the  federal  securities  laws  that  an  NRSRO  verify  the 
information  contained  in  RMBS  loan  portfolios  presented  to  it  for  rating.  Additionally, 
NRSROs  are  not  required  to  insist  that  issuers  perform  "due  diligence,"  and  they  are  not 
required  to  obtain  reports  concerning  the  level  of  due  diligence  performed  by  issuers. 

The  Staff  notes  that  pursuant  to  its  policies,  procedures,  and  public  pronouncements,  S&P 
did  not  engage  in  any  due  diligence  or  otherwise  seek  to  verify  the  accuracy  and  quality 
of  the  loan  data  underlying  the  RMBS  pools  it  rated  during  the  review  period.  In  fact, 
S&P's  Code  of  Ethics  clearly  states  it  is  under  no  obligation  to  perform,  and  does  not 
perform,  due  diligence.  Moreover,  it  states  that  the  assignment  of  a  rating  is  not  a 
guarantee  of  the  accuracy,  completeness,  or  timeliness  of  the  information  relied  on  in 
connection  with  the  rating.  S&P  solely  performed  loss  and  cash  flow  analyses  on  the 
data  presented  to  it;  S&P  generally  did  not  verify  the  integrity  and  accuracy  of  such 
information  as,  in  S&P's  view,  due  diligence  duties  belonged  to  the  other  parties  in  the 
process.  S&P  also  did  not  seek  representations  from  sponsors  that  due  diligence  was 
performed. 

S&P's  Response  to  Staffs  Observations: 

S&P  noted  that  Staff  correctly  observed  that  it  does  not  undertake  any  duty  of  due 
diligence  with  respect  to  data  submitted  to  it  in  the  ratings  process,  relying  instead  upon 
issuers  to  provide  accurate  and  complete  information.  S&P  has  committed,  however,  to 
enhance  its  process  of  collecting  more  information  about  originators'  and  issuers' 
processes  to  assess  the  accuracy  and  integrity  of  their  data.  Furthermore,  S&P  has  taken, 
or  announced,  measures  designed  to  improve  the  integrity  and  accuracy  of  the  loan  data  it 
receives  on  underlying  RMBS  pools: 

>  S&P  announced  that  it  was  considering  enhancements  to  its  RMBS  securitizations 
that  would  include  the  engagement  by  issuers  of  independent  third  parties  to 
randomly  sample,  for  due  diligence,  the  greater  of  10%  or  200  loans  for  all 
subprime  transactions. 

>  In  addition,  in  an  agreement  with  the  New  York  State  Attorney  General,  S&P 
agreed  to  develop  and  publicly  disclose  due  diligence  criteria  to  be  performed  by 
underwriters  on  all  mortgages  comprising  RMBS,  and  to  review  those  results 
prior  to  issuing  ratings.40 


40 


http://www.oag. state. nv.us/press/2008/iune/iune5a  08.html 
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7:~  Documentation  of  Significant  Steps  and  Participants  in  the  Rating" 
Process 

a.  Documentation  of  Significant  Steps  in  the  Ratings  Process 

As  of  September  2007,  NRSROs  are  required  to  retain  internal  records,  including  non- 
public information  and  workpapers,  used  to  form  the  basis  of  credit  ratings  it  issues 
(Exchange  Act  Rule  17g-2(b)(2)).  Prior  to  its  registration  as  an  NRSRO,  S&P 
recordkeeping  policies  required  that  RMBS  analysts  maintain  the  essential  documents 
related  to  a  deal  in  the  deal  file.41  The  Staff  reviewed  52  RMBS  deals  to  determine  if 
S&P  followed  the  policies  and  procedures  in  the  U.S.  Residential  Subprime  Mortgage 
Criteria,  its  file  maintenance  and  recordkeeping  policy  and  other  related  polices.  The 
Staff  found  that  LEVELS  output  was  missing  from  14  deal  files,42  and  SPIRE  output  was 
missing  from  nine  deal  files.4    In  addition,  the  Staff  noted  that  1 1  of  the  SPIRE  outputs 
contained  a  different  number  of  tranches,  as  well  as  different  ratings  and  coupons  than 
the  corresponding  information  in  the  CORE  form  and  ratings  letter  in  apparent  violation 
of  S&P's  record  retention  policy.44  S&P  also  did  not  consistently  document  the  rationale 
behind  the  application  of  adjustments  made  to  the  model  output.45 

With  respect  to  CDOs,  S&P  required  the  maintenance  of  records  related  to  the  rating  of 
all  synthetic  and  cash  flow  CDO  transactions,  as  mandated  by  S&P's  CDO  Filing 
Procedures.46  Such  documents  are  to  be  maintained  in  a  file  referred  to  by  S&P  as  the 


See  S&P  Analytic  Documentation  Policy,  dated  June  26,  2007.  See  also  Memorandum  to  RMBS 
Group  from  Support  Staff,  Re:  Blue  Files,  dated  November  2004  ("Blue  File  Memo").  Among  the 
records  that  must  be  contained  in  the  blue  file  are  the  rating  letter  and  corresponding  write  up,  the 
prospectus  supplement,  the  prospectus  supplement  checklist,  and  the  final  LEVELS  reports  and 
cash  flow  reports  (SPIRE). 

See  IXIS  Real  Estate  Cap  2006-HE5,  SASCO  2007-MLN1,  ACE  2006-SL1,  SABR-2006-WM2, 
Argent  2006- W5,  Long  Beach  2006-3,  MASTR  ABS  2006-FRE2,  ACE  2006-FM2,  Carrington 
2007-RFC1,  J.P.  Morgan  Mortgage  Acquisition  2006-RM1,  SABR-2006-NC2,  SABR  2006-FR2, 
Soundview  2007- WMC1,  Option  One  Mortgage  2006-2. 

See  MS  ABS  2006-NC4,  SABR-2006-FR3,  SASCO  2007-MLN1,  ACE  2006-SL1,  GSAMP 
2006-S2,  Carrington  2007-RFC1,  Terwin  Mortgage  2006-6,  SASCO  2006-ARSI,  CWABS  2006- 
SPS1. 

See  SABR  2006-NC1,  Long  Beach  Mortgage  Loan  Trust  2006-9,  Carrington  2006-NC5, 
Soundview  Home  Loan  2007- WMC1,  Option  One  Mortgage  2006-2,  Citigroup  Mortgage  Loan 
Trust,  C-BASS  2007-SL1,  SABR  2006-NC1,  ARSI 2006-M3,  ACE  2006-FM2,  Soundview  2007- 
WMC1. 

For  example,  in  approximately  a  third  of  the  deals  that  the  Staff  reviewed,  the  tranche  sizes  that 
passed  the  cash  flow  stress  test  in  SPIRE  were  different  from  the  size  of  the  tranches  that  were 
ultimately  rated,  as  reflected  in  the  CORE  form  and  signed  ratings  letter.  S&P  explained  that  as 
long  as  the  ratios  between  consecutive  tranches  (e.g.  between  the  AAA  &  AA+  tranches,  and 
between  the  AA+  and  AA  tranches,  etc.)  were  consistent  between  the  two  forms,  the  SPIRE  stress 
test  would  be  valid  regardless  of  the  absolute  size  of  the  tranches.  This  policy  was  neither 
documented  as  a  policy  nor  in  deal  files  as  a  rationale  for  why  the  sizes  were  different. 

See  S&P-SEC-003421 .  The  Staff  notes  that  S&P  adopted  and/or  updated  its  policies  and 
procedures  in  June  2007  to  comply  with  the  Commission's  new  rules  and  regulations 
implementing  provisions  of  the  Credit  Rating  Agency  Reform  Act  of  2006.  One  of  these  policies 
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"Short  File."47  The  "Short  File"  for  every  rated  CDO  deal  must  contain  a  CORE  form 
which  includes  a  summary  of  the  deal  and  contact  information  for  deal  participants.  The 
CORE  form  must  contain  the  signatures  of  the  analyst  and  manager  on  the  first  page  of 
the  form.  This  file  must  also  contain  the  Rating  Asset  Methodology  Presentation 
("RAMP"),  which  is  a  presentation  prepared  by  the  analyst  for  the  rating  committee. 

The  Staff  reviewed  the  documents  within  50  CDO  "Short  Files."  Overall,  the  file 
contents  and  disclosures  were  in  accordance  with  S&P's  stated  policies  and  procedures. 
However,  the  Staff  noted  some  inconsistencies  with  respect  to  the  actual  review  of  the 
CDO  manager  for  particular  deals,  given  that  in  S&P's  view  the  "collateral  manager 
plays  a  paramount  role  in  the  [CDO]  transaction's  performance." 48  In  addition,  many  of 
the  RAMPs  contained  issues  that  were  brought  to  the  rating  committees'  attention  with 
no  documentation  as  to  whether  the  issues  were  addressed,  or  if  there  was  any  resolution 
of  the  issues  to  the  satisfaction  of  the  analyst  or  the  rating  committee.49  Some  of  the 
RAMPs  contained  summaries  of  the  deal  tranches  which  did  not  match  the  CORE  form 
or  the  final  rating  letter.50  In  addition,  some  RAMPs  appear  to  contain  issues  that  went 
unresolved  because  of  timing  constraints  or  that  were  deferred  to  be  resolved  in  future 
transactions.51 

Ultimately,  the  Staff  found  that  S&P  failed  to  retain  or  document  certain  significant  steps 
in  the  rating  process,  which  made  it  difficult  for  the  Staff  to  assess  compliance  with  its 
rating  policies  and  procedures,  and  to  identify  the  factors  that  were  considered  in 
developing  a  particular  rating.  This  lack  of  documentation  would  similarly  make  it 
difficult  for  S&P's  internal  compliance  staff  or  internal  audit  staff  to  assess  compliance 
with  the  firm's  policies  and  procedures. 


and  procedures  was  the  "Analytic  Documentation  Policy",  which  now  requires  the  names  of  the 
rating  committee  attendees  and  identification  of  the  voting  members. 


47 


49 


Signed  Rating  Agreement;  Signed  Rating  Letter;  Ramps,  CORE  Form;  Working  Group  List; 
Offering  Circular  or  Memorandum  (if  any);  and  Confirm/Credit  Swap  Document  (for  synthetic 
trades,  without  OMs). 

See  "An  Introduction  to  CDOs  and  Standard  &  Poor's  Global  CDO  Ratings,"  dated  June  8,  2007. 
S&P  publishes  reports  on  CDO  managers  and  the  performance  of  the  CDOs  it  rates  (known  as 
CDO  Manager  Focus,  CDO  Manager  Magnifier,  and  the  European  CDO  Manager  Briefing).  The 
Staff  noted  that  the  depth  and  timing  of  the  review  of  a  manager  associated  with  a  deal  appeared  to 
vary  greatly  among  deals. 

See  GSC  ABS  CDO  2006-4u;  Independence  VII  CDO;  Point  Pleasant  Funding  2007-1;  Toro  ABS 
CDO  II;  Magnolia  Finance  Series  2006-5B;  ACA  Aquarius  2006-1. 

See  Carina  CDO;  C-Bass  CBO  XDC;  Cetus  ABS  CDO  2006-1;  Delphinius  CDO  2007-1. 

See  Duke  Funding  X;  C-Bass  CBO  XDC. 
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b.  Documentation  of  Participants  in  the  Ratings  Process 

An  NRSRO  is  also  required  to  make  and  retain  records  of  the  identity  of  any  credit 
analyst  that  participated  in  determining  the  rating  and  any  person  that  approved  the  rating 
before  it  was  issued  (Exchange  Act  Rule  17g-2).    This  requirement  is  intended  to  assist 
the  Commission  in  monitoring  whether  the  NRSRO  is  following  its  procedures  and 
methodologies  for  determining  credit  ratings  and  whether  the  NRSRO  is  complying  with 
procedures  designed  to  prevent  the  misuse  of  material  nonpublic  information  by 
identifying  the  persons  with  the  best  information  as  to  how  the  credit  rating  was 
determined.52 

Prior  to  its  registration  as  an  NRSRO,  S&P  required  the  rating  analyst  and  committee 
chair  to  sign  the  CORE  Form,  which  documents,  among  other  things,  the  rating 
committee  members.53  In  its  review  of  52  RMBS  deal  files,  the  Staff  discovered  that  13 
of  the  CORE  forms  retained  in  the  deal  files  lacked  the  chair's  identity,54  and  six  of  the 
CORE  forms  lacked  the  signatures  of  at  least  one  of  the  non-chair  committee  members.55 

For  CDO  transactions,  the  Staff  observed  five  files  that  lacked  proper  documentation  on 
the  Committee/Authorizations  section  of  billing  form,56  two  files  lacking  a  complete  and 
accurate  record  of  committee  attendees  on  the  front  of  the  billing  form  when  compared  to 
the  Required  Committee  Attendee  Information  page  on  the  same  form,57  and  five  files 
manifested  problems  regarding  the  accuracy  of  the  dates  of  ratings  committees  and 
notifications. 


52 


53 


55 


57 
58 


See  Securities  Exchange  Act  Release  No.  55857,  72  FR  33564  (June  18,  2007)  (S7-04-07). 

See  Blue  File  Memo,  see  also  Roles  and  Responsibilities  Policy  Statement  on  commercial 
activities,  dated  June  26, 2007.  Following  the  adoption  of  Regulation  NRSRO,  S&P  required  the 
names  of  all  rating  committee  attendees  and  identification  of  the  voting  members  to  be  recorded  as 
well. 

See  SASCO  2007  MLN1,  GSAMP  Trust  2006-S2,  SAIL  2006-1,  SAIL  Trust  2006-1,  SABR 
2006- WM2,  MASTR  ABS  Trust  2006-FRE2,  ACE  Securities  Corp  Home  Equity  2006-FM2, 
Carrington  Mortgage  Loan  Trust  2007-FRC1,  SASCO  2006-ARS1,  CWABS  Asset  Backed 
Certificates  Trust  2006-SPS1,  SG  Mortgage  Securities  Trust  2006-FRE2,  IXIS  Real  Estate  Capital 
Trust  2006-HE3,  LXIS  Real  Estate  Capital  Trust  2007-HE1,  Citigroup  Mortgage  Loan  Trust  2006- 
HE3. 

See  ACE  Securities  Corp,  Home  Equity  Loan  Trust,  2006-NC2,  GSAMP  Trust  2006-S2,  ACE 
Securities  Corp.  Home  Equity  Loan  Trust,  2006-FM2,  Carrington  Mortgage  Loan  Trust  2007- 
RFC1 ,  SG  Mortgage  Securities  Trust  2006-FRE2,  LXIS  Real  Estate  Capital  Trust  2007-HE1 . 

Norma  CDO  (no  analyst  signature);  NovaStar  ABS  CBO  ( manager  signature  undated);,  Duke 
Funding  X  (  no  chairperson  listed  on  front  of  CORE  form);  Bayberry  Funding  Ltd.  (person 
notified  and  committee  attendees  blank  on  front  of  CORE  form);  Jupiter  High  Grade  CDO  VII 
(manager  signature  undated). 

GSC  ABS  CDO  2006-lc,  Bayberry  Funding  Ltd. 

Bering  CDO  I  (committee  date  blank),  Norma  CDO  (person  notified  blank);  Jupiter  High  Grade 
CDO  VII  (committee  date  listed  as  7/3 1/07  and  notification  date  listed  as  7/27/07);  Ridgeway 
Court  Funding  II  (committee  date  4/13/07,  sale  date  6/28/07  on  CORE  Form.  The  RAMP  was 
dated  4/13/07  but  the  capital  structure  on  RAMP  differs  from  the  final  ratings  on  the  CORE  form); 
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The  Staff  recommends  that  S&P  conduct  areviewof its current policies  and  practices  for  - 
documenting  the  credit  rating  process  and  the  identities  ofRMBS  and  CDO  ratings 
analysts  and  committee  members  to  review  whether  they  are  reasonably  designed  to 
ensure  compliance  with  Exchange  Act  Rule  1 7g-2  and  to  address  weaknesses  in  the 
policies  or  in  adherence  to  existing  policies  that  result  in  gaps  in  documentation  of 
significant  steps  and  participants  in  the  credit  rating  process. 

S&P's  Response: 

S&P  responded  that  it  had  polices  and  procedures  in  place  to  retain  key  analytical 
documents  before  registering  as  an  NRSRO,  and  has  enhanced  additional  policies  and 
procedures  to  allow  for  a  more  thorough  documentation  and  retention  policy  after 
registration,  including  its  new  Analytic  Documentation  Policy,  released  in  June  of  2007. 

S&P  stated  that  it  would  take  prompt  steps  to  review  its  documentation  policies  and 
procedures.  S&P  noted  that  it  was  working  to  establish  a  robust  compliance  program  to 
monitor  adherence  to  the  requirements,  including  the  enhancement  of  its  ratings 
document  repository,  and  that  it  has  recently  sought  to  enhance  employee  training  in  this 
area. 

8.  Surveillance  Practices 

Under  the  Rating  Agency  Act,  S&P  is  required  to  disclose  publicly  the  procedures  and 
methodologies  it  uses  in  determining  credit  ratings.  In  addition,  Section  4(d)  of  the 
Rating  Agency  Act  states  that  a  registered  NRSRO  must  maintain  adequate  financial  and 
managerial  resources  to  produce  credit  ratings  with  integrity. 

Generally  speaking,  for  any  particular  RMBS  or  CDO  transaction,  the  surveillance 
process  consists  of  monitoring  collateral  performance  through  exception  reports,  periodic 
reports  and  event  driven  reviews,  analyst  recommendations,  and  committee 
determinations  and  publications.59  The  exception  reporting  process  seeks  to  identify 
those  transactions  for  which  performance  appears  to  be  sufficiently  out  of  line  with  initial 
expectations  as  to  merit  further  analysis.  S&P  also  conducts  periodic  reviews  ofRMBS 
and  CDO  transactions  on  a  recurring  basis  regardless  of  whether  the  performance  of 
those  transactions  has  triggered  an  exception  review.60  Additionally,  when  outside  events 


Costa  Bella  CDO  (Notification  date  on  CORE  form  9/28/06  but  committee  meeting  was  dated 
10/24/06.  There  was  a  note  in  the  RAMP  that  the  committee  was  reconvened  1 1/14/06  because 
the  structure  changed,  but  was  not  reflected  in  the  CORE  form). 


59 


60 


As  a  general  matter,  upgrades  are  considered  when  the  projected  credit  support  percentage  for  a 
tranche  is  at  least  a  minimum  multiple  (generally  about  two  times)  of  the  original  credit  support 
percentage  required  for  a  class  which  received  a  higher  rating.  In  contrast,  downgrades  are 
considered  when  the  projected  credit  support  percentage  for  a  class  is  below  the  original  credit 
support  percentage  required  for  its  current  rating  category. 

See  letter  from  Mari  B.  Maloney,  Chief  Regulatory  Officer,  S&P,  to  Matt  Daugherty,  Senior 
Special  Counsel,  OCIE,  SEC  (Mar.  31, 2008). 
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precipitate  the  reviewof  a  class  of  deals,  the  surveillancegroup  conducts  an  event^driven 

review.  Once  a  transaction  has  been  identified  for  further  review,  the  analyst  conducts  an 
analysis  of  the  transaction  to  evaluate  the  adequacy  of  available  credit  support  and 
presents  findings  to  the  committee  for  a  possible  ratings  change. 

The  Staff  requested  various  types  of  documentation  relating  to  S&P's  RMBS  and  CDO 
surveillance  process,  including  copies  of  monthly  periodic  reports,  exception  reports, 
exception  parameters,  and  guidelines  governing  communications  between  surveillance 
and  ratings  staff  for  the  period  between  January  2005  and  December  2007.61  S&P  stated 
it  could  not  provide  this  type  of  documentation,  explaining  that  no  record  of  such  reports 
existed  because  they  were  created  and  analyzed  electronically,  and  that  no  such 
guidelines  governing  communications  between  surveillance  and  rating  staff  existed. 
The  Staff  also  noted  internal  communications  by  the  surveillance  staff  which  seem  to 
indicate  that  S&P  staff  was  aware  of  this  data  retention  issue  as  far  back  as  June  15, 
2007. 63  As  such,  the  Staff  could  not  assess  the  information  being  generated  by  S&P's 
Surveillance  Group  during  the  review  period. 

Furthermore,  in  its  review  of  internal  S&P  documents,  the  Staff  found  numerous 
statements  related  to  surveillance  procedures,  resources  and  findings.  For  example,  an 
S&P  internal  email  from  a  Managing  Director  in  the  Structured  Finance  Surveillance 
Group  noted: 

"I  think  the  history  has  been  to  only  re-review  a  deal  under  new 
assumptions/criteria  when  the  deal  is  flagged  for  some  performance  reason.  . . . 
The  two  major  reasons  . . .  (i)  lack  of  sufficient  personnel  resources  and  (ii)  not 
having  the  same  models/information  available  for  surveillance  to  relook  [sic]  at 
an  existing  deal  with  the  new  assumptions  (i.e.  no  cash  flow  models  for  a  number 
of  assets)."64 


62 


63 


64 


See  Letter  from  A.  Duer  Meehan,  Associate  Director,  OCIE,  SEC,  to  Mari  B.  Maloney,  Chief 
Compliance  Officer,  Ratings  Services,  Global  Regulatory  Affairs,  S&P  (Apr.  28,  2008). 

See  Letter  from  Mari  B.  Maloney,  Chief  Compliance  Officer,  Ratings  Services,  Global  Regulatory 
Affairs,  S&P,  to  Matthew  Daugherty,  Senior  Special  Counsel,  OCIE,  SEC  (May  5,  2008). 

"If  I  were  the  S.E.C.  I  would  ask  why  can  [sic]  you  go  back  and  run  the  report  for  each  of  the 
months  using  the  same  assumptions?  In  theory  we  should  be  able  to  do  this."  Email  chain  ending 
in  email  from  Ernestine  Warner,  Director,  RMBS  Surveillance  Group,  S&P,  to  Andrew  Giudici, 
Director,  RMBS  Surveillance  Group,  S&P  (June  15,  2007,  9:05  AM). 

Email  from  Roy  Chun,  Managing  Director,  Structured  Finance  Surveillance  Group,  S&P,  to  Tom 
Gillis,  Managing  Director,  Research  and  Criteria,  S&P  (July  1 1, 2005,  8:09  PM).   A  similar  email 
from  the  Director  of  the  RMBS  Surveillance  Group  noted  similar  issues:  "He  asked  me  to  begin 
discussing  taking  rating  actions  earlier  on  the  poor  performing  deals.  I  have  been  thinking  about 
this  for  much  of  the  night.  We  do  not  have  the  resources  to  support  what  we  are  doing  now."  "I 
am  seeing  evidence  that  I  really  need  to  add  to  the  staff  to  keep  up  with  what  is  going  on  with  sub 
prime  and  mortgage  performance  in  general,  NOW."  Email  chain  ending  with  email  from 
Ernestine  Warner,  Director,  RMBS  Surveillance  Group,  S&P,  to  Peter  D'Erchia,  Global  Practice 
Leader,  Structured  Finance  Surveillance  Group,  S&P  (Feb.  3,  2007,  12:02  PM). 
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The  Staff  is  concerned  about  whether  the  "lack  of  sufficient  personnel  resources"  drives 
surveillance  policy. 

The  Staff  also  noted  an  email  from  the  Director  of  the  RMBS  Surveillance  Group  which 
notes  that  S&P  was  concerned  with  reducing  the  number  of  exceptions  in  its  reports 
which  may  indicate  that  the  surveillance  criteria  used  during  part  of  the  review  period 
was.  inadequate: 

"I  agree  the  percentages  [of  monthly  surveillance  alerts  for  May  2007]  are  too 
high.  I  was  thinking  that  we  would  record  the  monthly  change  in  exceptions.  I 
think  we  changed  the  exception  report  process  last  month. ...  I  believe  there  are 
less  exceptions  on  this  report."65 

The  Staff  recommends  that  S&P  conduct  a  review  to  determine  if  adequate  resources  are 
devoted  to  surveillance  of  outstanding  RMBS  and  CDO  ratings.  This  review  should 
include,  for  example,  whether  S&P  maintains  adequate  staffing  and  has  adequate 
expertise  dedicated  to  performing  ongoing  surveillance.  The  Staff  also  recommends  that 
S&P  ensure  all  its  appropriate  surveillance  records  are  retained. 

S&P's  Response: 

S&P  responded  that  it  understood  Staffs  findings  to  be  based  in  part  on  the  unavailability 
of  S&P's  historic  monthly  surveillance  reports  due  to  the  fact  it  was  not  S&P's  practice 
to  print  or  electronically  save  these  reports.  It  also  stated  that,  following  the  recent 
deterioration  in  the  U.S.  housing  market  and  performance  of  subprime  loans,  S&P  had 
come  to  rely  less  on  exception  reports  as  a  monitoring  tools,  and  instead  used  vintage 
reviews  of  all  transactions  issued  during  the  time  period  within  a  collateral  group.  The 
exception  reports,  therefore,  would  have  flagged  deals  that  were  already  subject  to 
vintage  reviews.  Therefore,  the  adjustments  to  the  exception  report  tool  that  were  done  in 
conjunction  with  the  broad  vintage-based  reviews  did  not  have  the  effect  of  decreasing 
the  overall  number  of  deals  S&P  was  examining.  S&P  also  noted  that  the  RMBS 
surveillance  group  is  kept  up-to-date  about  new  criteria  and  assumptions  being  applied  to 
the  initial  rating  of  RMBS  deals,  but  that  such  changes  do  not  always  implicate  earlier 
vintage  transactions,  and  therefore  application  of  the  new  criteria  may  be  inappropriate. 

S&P  stated  that,  although  it  disagrees  with  the  Staffs  findings  on  this  point,  it  will 
nonetheless  take  prompt  steps  to  conduct  a  review  of  its  surveillance  process  and 
consider  whether  it  maintains  adequate  staffing  and  expertise  for  its  ongoing  surveillance 
needs.  S&P  stated  that  it  has  already  undertaken  a  number  of  steps  to  improve  the 
effectiveness  and  speed  of  the  surveillance  process,  including  increasing  resources,  and 
ensuring  separation  between  new  rating  and  rating  surveillance  functions. 


Email  chain  ending  in  email  from  Ernestine  Warner,  Director,  RMBS  Surveillance  Group,  S&P,  to 
Andrew  Giudici,  Director,  RMBS  Surveillance  Group,  S&P  (June  15, 2007,  9:05  AM). 
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9r  Managementof  Conflicts  of  Interest 

a.  "Issuer  Pay  Model'VFee  Discussions 

S&P  uses  the  "issuer  pays"  model,  in  which  the  sponsor  or  other  entity  that  issues  the 
security  is  also  seeking  the  rating.  Under  Exchange  Act  Rule  17g-5  (b)(1),  it  is  a  conflict 
of  interest  for  an  NRSRO  being  paid  by  issuers  or  underwriters  to  determine  credit 
ratings  with  respect  to  securities  they  issue  or  underwrite.  Section  15E(h)  of  the 
Exchange  Act  requires  an  NRSRO  to  establish,  maintain,  and  enforce  policies  and 
procedures  reasonably  designed  to  address  and  manage  conflicts  of  interest.  Such 
policies  and  procedures  are  intended  to  maintain  the  integrity  of  the  NRSRO's  judgment. 
Avoiding  a  conflict  of  interest  prevents  an  NRSRO  from  being  influenced  to  issue  a  more 
favorable  credit  rating  in  order  to  obtain  or  retain  business  of  the  issuer  or  underwriter.66 

To  manage  this  conflict  of  interest,  S&P  has  established  policies  to  restrict  analysts  and 
their  immediate  managers  from  participating  in  fee  discussion  with  issuers.67  S&P  has 
established  a  policy  that  is  designed,  among  other  things,  to  prevent  the  flow  of 
information  about  issuers,  including  sources  of  fee  revenue  among  its  numerous 
affiliates.  S&P  requires  that  ratings  analysts  must  reach  their  analytic  opinions 
independently  from  equity  analysts  and  independent  from  any  commercial  relationship 
between  S&P  and  any  third  party.68  S&P  also  prohibits  those  that  negotiate  fees  for  an 
issuer  to  vote  on  a  credit  rating  committee  for  that  issuer  and  prohibits  those  that  vote  on 
a  credit  ratings  committee  for  an  issuer  from  being  involved  in  negotiating  fees  for  that 
issuer.  S&P's  policy  also  addresses  several  areas  of  potential  conflict  arising  from  the 
sales  process,  providing  that  S&P  Ratings'  employees  may  not  jointly  sell  or  call  on 
ratings  customers  with  other  S&P  employees  or  otherwise  engage  in  cross-selling 
activity.  However,  S&P  explicitly  permits  an  analyst's  manager  to  participate  in  internal 
discussions  regarding  which  considerations  are  appropriate  for  determining  a  fee  for  a 
particular  rated  entity.69 

Despite  S&P's  policies  addressing  the  issue  of  fees,  the  Staff  found  multiple 
communications  that  indicate  that  analysts  are  at  the  very  least  aware  of  the  firm's  fee 
schedules,  and  actual  (negotiated)  fees.70  There  does  not  appear  to  be  any  internal  effort 


66 


67 


68 


69 


See  Securities  Exchange  Act  Release  No.  55857,  72  FR  33564  (June  1 8,  2007)  (S7-04-07).  And 
Exchange  Act  Rule  17g-5. 

See  S&P's  Roles  and  Responsibility  Statement 

S&P  Analytical  Firewalls  Policy  (November  2005). 

See  Guideline  No.  5  to  S&P's  Roles  and  Responsibility  Policy  Statement.  (June  2007). 

In  one  instance  a  Managing  Director  and  Client  Value  Manager  in  the  RMBS  group,  distributed  a 
negotiated  fee  schedule,  a  large  percentage  of  the  recipients  were  analysts.  Email  from  Thomas 
Warrack,  Managing  Director  and  Client  Value  Manager,  RMBS  Group,  S&P,  to  May  Abraham, 
Associate  Director,  RMBS  Group,  S&P  (Dec.  29, 2005,  5:29  PM).  In  another  instance,  an  analyst 
is  copied  on  an  email  communication  to  an  issuer  containing  a  letter  confirming  the  fees  for  a 
transaction.  Email  from  Mabel  Rodriguez,  Research  Analyst,  S&P  Segment  Operations  Client 
Services,  to  Robert  Perret,  Wachovia,  copying  James  Grundy,  Associate  Analyst,  RMBS  Group, 
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to i  shield  analysts  fronremailsandother  communications  that  discussfees  and  revenue 
from  individual  issuers.71  In  some  instances,  analysts  discuss  fees  for  a  rating.  For 
instance,  a  production  manager  in  the  RMBS  group  writes  to  several  analysts:  ". . .  if  you 
have  not  done  so  please  send  me  any  updates  to  fees  on  your  transactions  for  this  month. 
It  is  your  responsibility  to  look  at  the  deal  list  and  see  what  your  deals  are  currently  listed 
at."72  The  Staff  is  concerned  that  analysts  could  be  influenced  when  determining  their 
ratings  by  the  amount  of  fees  paid  by  an  issuer  to  S&P. 

b.  Revenue  and  Market  Share 

While  the  Staff  did  not  identify  any  instances  in  which  it  appears  a  fee  influenced  the 
rating  decision  for  a  particular  deal,  the  Staff  identified  a  number  of  emails  suggesting 
that  S&P's  development  of  ratings  criteria  did  not  always  arise  from  the  objective  process 
described  above.  In  fact,  several  emails  indicate  that  across  various  areas  in  structured 
finance,  the  criteria  development  or  amendment  process  was  initiated  by  a  concern  about 
S&P's  market  share  relative  to  other  rating  agencies,  or  a  reaction  to  losing  deals  to  other 
rating  agencies.  In  most  of  these  instances,  it  appears  that  S&P  staff  responsible  for 
obtaining  ratings  business  would  notify  other  S&P  employees,  including  those 
responsible  for  criteria  development,  about  business  concerns  he  or  she  had  related  to  the 
criteria: 

"I  am  trying  to  ascertain  whether  we  can  determine  at  this  point  if  we  will  suffer 
any  loss  of  business  because  of  our  decision  and  if  so,  how  much?"  "Essentially, 
Joanne,  Rosario  and  I  ended  up  agreeing  with  your  recommendations  but  the 
CDO  team  didn't  agree  with  you  because  they  believed  it  would  negatively 
impact  business."73 

For  instance,  in  one  email  chain  related  to  Commercial  Mortgage  Backed  Securities,  after 
noting  a  change  in  a  competitor's  methodology  an  S&P  employee  states:  "[w]e  are 

S&P  (Mar.  27, 2007, 4:02  PM).  See  a]so  Email  from  Monica  Perelmuter,  Director,  Subprime 
NIMs,  RMBS  Group,  S&P,  to  Julia  Clements,  Associate  Director,  RMBS  Group,  S&P  (Dec.  19, 
2005,1:08  PM). 

71  An  email  communication  from  a  Managing  Director  and  Client  Value  Manager  to  at  least  one 

analyst,  requests  that  the  recipient(s)  "Please  confirm  status  codes  as  soon  as  possible  on  the 
below  mentioned  deals.  Additionally,  any  fees  that  are  blank  should  be  filled  in.  All 
issuer/bankers  should  be  called  for  confirmation."  In  the  same  email  chain,  this  request  is 
reinforced  by  a  Managing  Director  who  states  "It  is  imperative  that  deals  are  labeled  as  to  Flow  or 
Pending,  etc  as  accurately  and  timely  as  possible.  These  codes  along  with  the  fee  and  closing  date, 
drive  our  weekly  revenue  projections  . .  .'*  Email  chain  ending  with  email  from  Thomas  Warrack, 
Managing  Director  and  Client  Value  Manager,  RMBS  Group,  S&P,  to  Leslie  Abergo,  Director 
and  Client  Value  Manager,  RMBS  Group,  S&P  (Aug.  24,  2005,  3:53  PM). 


72 


Email  from  John  Polizzotto,  Production  Manager,  RMBS  Group,  S&P,  to  Laura  Ahn,  Associate 
Director,  RMBS  Group,  S&P  (Jan.  31, 2007,  9:33  AM). 

Email  chain  ending  with  email  from  Tom  Gillis,  Managing  Director,  Research  and  Criteria,  S&P, 
to  Gale  Scott,  Managing  Director,  Global  Real  Estate  Finance,  S&P  (Nov.  9, 2004,  12:1 1PM). 
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"ffieetogwitfryour "group rthis  week  to  discuss  adjusting  criteria  for  rating  CDOs  of real  ~  " 
estate  assets  this  week  because  of  the  ongoing  threat  of  losing  deals."74  In  another  email, 
following  a  discussion  of  a  competitor's  market  share  related  to  Net  Interest  Margin 
("NIM")  ratings,  an  S&P  employee  states  "Relying  on  prepayment  penalties  and/or  cap 
proceeds  is  more  difficult  to  estimate  and  project,  but  those  would  be  the  assumptions 
that  would  have  to  be  revisited  to  recapture  market  share  from  Fitch."75  In  another 
example,  following  a  discussion  of  losing  a  bank  rating,  an  S&P  employee  states  "I  had  a 
discussion  with  the  team  leaders  here  and  we  think  that  the  only  way  to  compete  is  to 
have  a  paradigm  shift  in  thinking,  especially  with  the  interest  rate  risk."76 

The  Staff  recommends  that  S&P  continue  to  review  its  practices,  policies  and  procedures 
with  respect  to  mitigating  and  managing  the  "issuer  pays  "  conflict  of  interest.  In 
particular,  the  Staff  recommended  that  S&P  consider  steps  that  would  insulate  or  prevent 
the  possibility  that  considerations  of  market  share  and  other  business  interests  could 
influence  ratings  or  ratings  criteria. 

S&P's  Response: 

S&P  responded  that  its  Analytic  Firewalls  policy  strictly  prohibits  rating  analysts 
discussing  or  negotiating  fees  with  an  issuer,  but  that  analysts  are  not  prohibited  from 
knowing  the  amount  of  rating  fees  for  a  particular  issuer  or  discussing  such  fees 
internally.77  S&P  also  notes  that  while  certain  staff  with  a  business  interest  may  question 
the  basis  for  a  particular  criterion  out  of  competitive  concern,  the  potential  loss  of 
business  was  not  part  of  the  consideration  by  analytical  staff  of  whether  to  actually 
change  models  or  methodologies.  Moreover,  S&P  stated  that  its  fees  for  certain  asset 
types  are  determined  by  a  mathematical  formula,  and  that  rating  analysts  have  no 
discretion  as  to  the  amount  or  application  of  the  fee. 

S&P  stated  that  it  would  take  prompt  steps  to  consider  steps  that  would  further  insulate 
analysts  from  fee  information.  S&P  noted  that  it  has  already  undertaken  steps  to  identify 
and  mitigate  potential  conflicts,  including  the  establishment  of  the  Office  of  the 
Ombudsman,  who  will  have  oversight  power  and  authority  to  escalate  conflict  of  interest 
concerns  to  the  McGraw-Hill's  CEO,  board  of  director  or  audit  committee.  S&P  also 
noted  that  it  has  initiated  an  analyst  rotation  program  and  framework  for  "look  back" 


75 


76 


77 


Email  from  Gale  Scott,  Managing  Director,  Global  Real  Estate  Finance,  S&P,  to  Richard 
Gugliada,  Global  Practice  Leader,  Global  CDO  Group,  S&P  (Aug.  17,  2004,  6:14  PM). 

Email  from  Monica  Perelmuter,  Director,  RMBS  Group,  S&P,  to  Chris  Deasy,  Director,  Asset- 
Backed  Commercial  Paper  Group,  S&P  (Sept.  25, 2006,  6:50  PM). 

Email  from  Yu-Tsung  Chang,  Executive  Managing  Director,  Head  of  Ratings  Services  in 
Asia/Pacific,  S&P,  to  Joanne  Rose,  Executive  Managing  Director,  Structured  Finance,  S&P  (May 
25,2004,12:08PM). 

The  Staff  notes  that  while  analysts  are  not  prohibited  from  discussing  fees  internally,  they  are 
indeed  prohibited  from  discussing  internally  what  factors  would  be  appropriate  to  consider  when 
determining  an  appropriate  fee  to  assess  for  a  particular  rating. 
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reviews Toensure  the  integrity  of  prior  ratings  when  an  analyst  leaves  S&P  to  work  for  a 
firm  with  whom  the  analyst  had  significant  contact  before  he  or  she  departed. 

c.  Analyst  Compensation 

S&P  has  a  policy  that  generally  provides  that  an  analyst  may  not  be  compensated  or 
evaluated  based  upon  the  amount  of  revenue  that  S&P  derives  from  issuers  or  issues  that 
the  analyst  rates  or  with  which  the  analyst  regularly  interacts.78  While  S&P  does  not 
compensate  its  analysts  based  on  the  deals  it  rates  or  the  ratings  provided,  like  all 
employees,  the  amount  of  an  analyst's  bonus  is  tied  to  the  overall  success  of  S&P. 

S&P  established  annual  Global  Compensation  Guidelines  between  2005  and  2008.  In 
those  guidelines,  S&P  describes  three  basic  forms  of  compensation:  base  salary,  short- 
term  cash  incentives,  and  long-term  cash  incentives.  The  base  salary  guidelines  describe 
concepts  such  as  merit  increases  and  promotion,  both  of  which  are  exclusively  tied  to  an 
employee's  performance.  The  merit  increases  come  out  of  a  manager's  merit  increase 
pool,  the  source  of  which  is  not  described  in  S&P's  policies.  An  employee's  base  salary 
also  may  be  adjusted  to  address  an  inequity  or  to  maintain  a  competitive  position 
compared  to  the  external  marketplace,  cost-of-living,  and  the  organization's  financial 
results. 

S&P  also  awards  short-term  cash  incentives.  Managers  within  a  business  unit  have  the 
responsibility  to  differentiate  the  rewards  based  upon  performance.  Therefore,  a  high 
performer  in  a  profitable  division  is  likely  to  earn  more  incentives  than  a  high  performer 
in  an  unprofitable  business.  S&P  also  awards  long-term  cash  incentives,  in  the  form  of 
employee  stock  options.  There  is  little  guidance  about  appropriate  awarding  of  these 
options,  except  that  they  are  generally  reserved  for  senior  level  employees  and  S&P 
provides  a  certain  maximum  amount  of  options  that  should  be  awarded  in  a  given  year. 

d.  Securities  Transactions  by  Employees 

Exchange  Act  Rule  17g-5  prescribes  that  NRSROs  must  maintain  and  enforce  policies 
and  procedures  to  manage  the  conflict  of  employees  owning  securities  of  rated  issuers  or 
obligors  and  prohibits  analysts  or  other  persons  involved  in  the  approval  of  credit  ratings 
from  owning  securities  of  the  entity  subject  to  the  analyst's  credit  rating.79  S&P  has 
adopted  a  policy  to  prohibit  its  analytical  employees  and  their  immediate  family  members 
from  buying  or  selling  any  security  of  an  issuer  within  the  employee's  primary  area  of 
analytical  responsibility  or  that  is  rated  by  the  employee's  team.  S&P  imposes  an 
additional  restriction  on  structured  finance  analysts  from  buying  or  selling  any  security  of 
an  issuer  related  to  entities  rated  by  the  structured  finance  group  that  have  been  identified 
as  providing  market  sensitive  information.80  S&P  also  has  adopted  a  policy  that  prohibits 


78 


79 


See  Section  2. 1 1  of  the  S&P  Ratings  Services  Code  of  Conduct  (June  2007). 

See  Exchange  Act  Rule  17g-5(b)(6)  and  Rule  17g-5(c)(2). 

See  Section  IV(F)(2)  of  Appendix  1  to  the  S&P  Code  of  Ethics  (February  2007). 
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an"analytical"employee~from  profiting  fronrthe- sale  of  asecurity  within  35  day  s  of  its- 
purchase 


81 


S&P's  Personal  Security  Trading  System  ("PSTS"),  checks  all  S&P  Ratings  employees' 
requested  transactions  against  a  list  of  prohibited  securities  before  forwarding  the 
requested  transaction  on  to  a  compliance  examiner  and  business  reviewer  for  final 
approval  before  an  employee's  transaction  is  "cleared"  by  S&P  to  be  executed.  S&P  also 
uses  its  "Accu-rate"  system  to  determine  whether  an  analyst  preparing  to  participate  in  a 
rating  process  is  prohibited  from  doing  so  by  reason  of  his  or  her  ownership  of  a 
particular  security.  Moreover,  S&P  maintains  relationships  with  a  group  of  select  broker- 
dealers  that  automatically  report  the  securities  transactions  of  employees  to  S&P.82  If  an 
employee  holds  an  account  with  a  broker-dealer  that  does  not  automatically  report 
transactions  to  S&P,  an  employee  is  under  the  duty  to  self-report  his  or  her  transactions  to 
S&P  within  ten  days  of  the  transaction.83 

During  the  course  of  its  examination,  the  Staff  reviewed  the  emails  and  trading  history  of 
an  S&P  employee  whose  trading  activity  appears  to  present  possible  violations  restricted 
security  and  short  term  trading  restrictions.  In  this  case,  an  analyst  engaged  in  short-term 
trading  on  a  number  of  occasions  in  his  reported  brokerage  account.  When  the  analyst 
learned  of  the  new  short-term  trading  policy,  he  stated  his  intention  in  an  email  to 
"quietly"  move  his  money  from  his  reported  brokerage  account,  to  a  brokerage  that  did 
not  participate  in  S&P's  automatic  reporting  program,  in  order  to  engage  in  short  term 
trading.84 

Separately  another  S&P  Analyst  purchased  shares  of  common  stock  of  two  investment 
banks  who  regularly  participate  in  RMBS  transactions.85  The  investment  banks  are  not 
technically  "issuers"  of  the  RMBS  transactions,  nor  are  they  included  in  the  group  of 
securities  identified  by  the  RMBS  global  practice  leader  as  presenting  a  conflict. 
However,  the  Staff  is  nonetheless  concerned  that  the  trades  may  have  violated  the  intent 
behind  the  policy  restricting  analysts'  activity  in  "issuers"  that  their  group  rates  because 
of  the  close  association  between  the  investment  banks  and  a  number  of  S&P-rated  special 
purpose  vehicles  created  for  the  purpose  of  issuing  structure  finance  products. 

The  Staff  recommends  that  S&P  conduct  a  review  of  its  policies  and  procedures  for 
managing  the  securities  ownership  conflict  of  interest  to  determine  whether  such  policies 


82 


83 


84 


85 


See  Section  IV(G)  of  Appendix  1  to  the  S&P  Code  of  Ethics  (February  2007).  This  short-term 
trading  restriction  went  into  effect  on  March  1 ,  2007. 

See  Section  IV(C)(1)  of  Appendix  1  to  the  S&P  Code  of  Ethics  (February  2007). 

See  Section  IV(C)(2)  of  Appendix  1  to  the  S&P  Code  of  Ethics  (February  2007). 

Email  from  James  Grundy,  Associate  Analyst,  RMBS  Group,  S&P,  to  Alain  Pelanne,  Associate 
Director,  Corporate  &  Government,  Consumer  Retail  Healthcare,  S&P  (Mar.  5, 2007,  10:38  AM). 

See  Peter  G.  Graham  trade  confirmations  from  E*Trade  showing  that  Graham  bought  C  on  July 
26,  2007  and  bought  JPM  on  Jan.  24,  2008. 
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and  procedures  are  reasonably-designed  torensure  that  its-employees  'personal  trading  is 
appropriate  and  does  not  violate  Exchange  Act  Rule  1 7g-5. 


S&P's  Response: 

With  respect  to  the  issue  of  an  employee's  opening  an  undisclosed  brokerage  account  for 
the  purpose  of  engaging  in  short-term  trading,  S&P  noted  that  the  employee,  James 
Grundy,  did  not  disclose  to  S&P  an  account  in  a  brokerage  that  Grundy  identified  in  the 
relevant  email  to  S&P.  Subsequent  examination  of  Staff  confirmed  that  Grundy,  in  fact, 
opened  an  account  at  the  non-participating  brokerage.  S&P  acknowledged  that,  to  the 
extent  that  such  an  account  was  opened,  failure  to  report  such  account  to  S&P  would 
have  violated  S&P's  policies.  In  response  to  the  issue  raised  by  Staff  regarding  another 
employee's  trading  of  a  restricted  issuer,  S&P  noted  that  the  two  common  stocks  noted,  C 
and  JPM,  were  not  on  the  restricted  list  applicable  to  the  employee,  and  therefore  not  in 
violation  of  S&P's  policy. 

S&P  stated  that  it  would  take  prompt  steps  to  address  any  issues  uncovered  with  respect 
the  S&P's  trading  policy  to  the  extent  possible, 

10.    Internal  Audit  Program 

The  McGraw-Hill  Companies,  Inc.  currently  performs  corporate-wide  internal  audits, 
including  audits  of  the  credit  rating  process.      S&P  did  not  produce  any  examples  of 
such  audits,  despite  the  Staffs  request  to  see  all  audits  of  RMBS  or  CDO  ratings  services 
conducted  between  January  1 ,  2003  and  November  30,  2007. 87 

Between  2003  and  2005,  a  member  of  its  Global  Regulatory  Affairs  Department 
performed  file  review  of  the  structured  finance  group's  ratings.  S&P  provided  the  Staff 
with  copies  of  the  review  of  the  structured  finance  group's  ratings  and  surveillance  files 
conducted  during  that  time  period.  The  audit  records  demonstrate  that  the  reviews  were 
limited  to  evaluating  the  completeness  of  the  ratings  and  surveillance  files.  S&P 
produced  no  audits  performed  in  2006  and  2007. 

S&P's  review  of  ratings  and  surveillance  files  was  limited  to  a  single  page  of  factors, 
which  did  not  vary  between  ratings  and  surveillance.88    The  factors  were  accompanied 
by  a  space  to  check  "yes"  or  "no,"  with  hand- written  notes  on  the  face  of  the  checklist 
providing  the  only  documentation  of  rationale  behind  a  finding.  S&P  audit  records 


86 


87 


S&P  is  a  division  of  the  McGraw-Hill  Companies,  Inc. 

S&P  represented  to  the  Staff  that  it  is  in  the  process  of  developing  and  augmenting  the  S&P 
Compliance  Department,  as  well  as  its  internal  audit  program. 

The  factors  reviewed  included  documents  related  to  the  key  processes  within  the  ratings  and 
surveillance  process,  including  analytical  documents  {i.e.  LEVELS,  CORE  and  SPIRE,  etc.),  the 
ratings/surveillance  committee  and  appeal  process,  issuer  notification  of  action,  and  rating 
dissemination. 
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revealedonly  four  examples  of  thefileTeviewer's  notifying  management  ofthe  findings 
ofthe  reviews  and  provided  no  examples  of  management's  response  to  the  reviews. 

The  Staff  recommends  that  S&P  review  whether  its  internal  audit  functions,  particularly 
in  the  RMBS  and  CDO  ratings  areas,  are  adequate,  and  whether  they  provide  for  proper 
management 's  follow-up. 

S&P's  Response: 

S&P  noted  that  it  had  no  formal  internal  audit  program  prior  to  its  registration  as  an 
NRSRO,  but  that  S&P  did  conduct  periodic  file  reviews  where  it  employed  the  checklist 
approach  described  by  Staff.  S&P  noted  that  it  has  recently  taken  steps  to  provide  greater 
and  more  in-depth  oversight  and  monitoring,  leading  to  a  program  that  produces  both 
formal  audit  findings  and  recommendations. 

S&P  also  stated  that  it  would  take  further  steps  to  review  the  adequacy  of  its  internal 
audit  program.  S&P  stated  that  it  is  working  to  expand  and  formalize  its  compliance  and 
monitoring  program  and  working  on  procedures  for  monitoring  adherence  to  its 
requirements.  Among  these  procedures  are:  an  email  monitoring  program,  creation  and 
implementation  of  a  compliance  monitoring  database,  in-person,  onsite,  internal  reviews 
of  policy  compliance,  and  coordination  with  the  internal  audit  department  of  McGraw- 
Hill.  S&P  also  noted  that  it  recently  hired  experienced  staff  to  address  these  issues.  S&P 
has  also  committed  to  re-evaluate  and  formalize  S&P's  oversight  function,  in  a  number  of 
ways  including,  the  engagement  of  an  external  firm  to  review  S&P's  compliance 
processes,  the  establishment  of  a  board  to  handle  all  new  Ratings'  policies  and 
procedures,  and  separating  the  quality  and  criteria  governance  responsibilities  into  two 
separate  functions. 

11.    Conclusion 

The  Staff  intends  to  send  a  deficiency  letter  to  S&P  outlining  its  findings  and 
recommendations.  The  Staff  will  request  that  S&P  provide  a  written  response  within  30 
days  outlining  any  remedial  action  planned  or  already  taken  to  address  the  findings  and 
recommendations  in  the  letter.  S&P  will  be  asked  to  include  in  its  response  a  timetable 
for  implementing  the  proposed  remedial  action.  The  letter  will  also  request  that  S&P 
send  OCIE  a  written  confirmation  in  12  months  detailing  the  status  of  implementation  of 
each  remedial  action. 


Memorandum  from  Tonya  Tullch,  Compliance  Officer,  S&P  to  Tom  Gillis,  Managing  Director, 
Research  and  Criteria,  S&P  (October  28, 2004),  Memorandum  from  Tonya  Tullch,  Compliance 
Officer,  S&P  to  Tom  Gillis,  Managing  Director,  Research  and  Criteria,  S&P  (January  22, 2003), 
Memorandum  from  Tonya  Tullch,  Compliance  Officer,  S&P  to  Tom  Gillis,  Managing  Director, 
Research  and  Criteria,  S&P  (March  13, 2003),  Memorandum  from  Tonya  Tullch,  Compliance 
Officer,  S&P  to  Tom  Gillis,  Managing  Director,  Research  and  Criteria,  S&P  (May  9,  2003). 
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From:  Mazataud,  Paul 

Sent:  Tuesday,  June  20,  2006  9: 1 8  PM  (GMT) 

ToT  Kimon,  Noel^<Noel.Kimon@moodys.coni>  ~~~ 

Cc:  Le  Henaff^  Anne  <Anne.LeHenaff@moodys.com>;  Levington,  Gareth 

<Gareth.Levington@moodys.com> 

Subject:  My  discussion  with  Pascale  Viala  (CIFG) 

I  had  lunch  with  Pascale  today. 

Most  of  our  discussion  was  about  Cash  CLOs.  She  said  she  has  recently  heard  a  lot  of  negative  feedback  on  Moody's  from  several 
managers  and  bankers.  She  mentioned  four  points 

1.  Shadow  ratings.  Managers  are  not  happy  with  Moody's  shadow  ratings.  She  said  that  this  was  their  most  important  point. 
Unfortunately  it  is  really  hard  to  interpret  this  comment  as  she  had  never  heard  of  the  switch  from  MKMV  to  the  new  dedicated  team. 
Consequently,  I  do  not  know  if  the  criticisms  were  against  the  MKMV  process  or  against  the  new  process.  Some  of  their  comments 
seemed  related  to  MKMV  ("managers  like  to  talk  to  persons  who  understand  corporate  credits"). 

2.  Resources:  Moody's  does  not  have  enough  resources  to  rate  CLOs.  Moody's  is  too  slow.  Moody's  does  not  understand  that  the 
time  it  takes  to  launch  a  CLOs  is  getting  shorter  and  shorter.  Moody's  cannot  cope  with  this  more  recent  pace.  (Note  that  this 
comment  is  consistent  with  what  Uddjaval  Desai  from  JP  Morgan  told  us). 

3.  Documentation  review:  Moody's  "requires"  many  more  "structural  features"  than  its  competitors  (Note  that  this  comment  is 
consistent  with  what  John  Convery  from  DB  told  us).  I  told  her  that  all  these  "requirements"  are  described  in  public  reports  and  are 
well  accepted  in  the  US  market  She  agrees  with  it  but  she  says  that  it  does  not  mean  that  European  managers  accept  them. 

4.  Managers  are  tired  of  large  "grids".  They  would  rather  prefer  a  model  based  test  like  what  S&P  and  Fitch  do.  Pascale 
disagrees  with  these  managers.  As  a  wrapper,  she  hates  that  the  credit  quality  of  what  she  wraps  is  linked  to  a  black  box.  Also,  she 
hates  the  fact  that  the  black  box  can  change  from  time  to  time. 

Because  of  these  four  points,  she  says  that  several  managers  are  considering  doing  deals  without  Moody's.  Mizuho  (Harvest  IV)  is 
one  of  them.  She  encourages  us  to  make  sure  that  we  pay  a  visit  to  large  European  CLO  managers  (note  that  we  recently  paid  a  visit 
to  Mizuho). 

A  few  other  things  she  said: 

a.  The  market  does  not  like  Moody's  for  CDO  of  ABS  either  because  of  our  lower  ratings  on  CMBS  assets 

b.  She  thinks  that  the  European  CRE  CDO  market  will  be  big  and  worth  investing  in.  However,  she  does  not  expect  any  deal  to  be 
launched  before  2007. 

c.  She  does  not  believe  in  the  development  of  the  project  finance  CDO  market  because  of  the  low  supply. 

d.  She  considers  that  the  synthetic  market  is  quasi  dead. 

e.  She  recently  recruited  a  senior  person  from  S&P  London  (this  lady  will  start  at  CIFG  in  early  July). 

f.  She  recommends  that  we  hire  senior  persons  of  S&P  and  Fitch  to  address  our  resource  problem.  She  sent  me  an  email  with  three 
names  she  specifically  recommends  (two  from  S&P  and  one  from  Fitch). 

I'll  give  you  a  call  to  propose  an  action  plan. 

Thanks, 

Paul 
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From:  Vonderhorst,  Brian 
Sent:  Friday,  January  19,  2007  9:38  AM 
To:  Warrack,  Thomas;  Barnes,  Susan 
Subject:  FW:  Panel  questions 

here  are  the  proposed  questions  for  the  rating  agency  panel. ..2  moderators  remember... 

Original  Message 

From:  Yalamanchili,  Kishore  [mailto:Kishore.Yalamanchili@blackrock.cxDm] 

Sent:  Tuesday,  January  16,  2007  6:24  PM 

To:  Glenn.Costello@fitchratings.com;  Ross,  Justin;  mnelson@dbrs.com;  scottjriason@sandp.com; 

Kornfeld,  Warren;  Vonderhorst,  Brian 

Cc:  jross@americansecuritization.com 

Subject:  Panel  questions 

Here  are  the  questions  for  our  panel.  I  am  sending  them  again  as  some  of  you  might  have  not  received  all 
of  them.  We  will  have  a  followup  call  on  Thursday  morning. 

Thanks 


Josh's  questions 

1)  What  new  model  enhancements  are  being  worked  on? 

2)  What  is  work  is  being  done  to  improve  the  transparency  of  the  rating  process  for  HELOCs  and  Fixed 
Rate  2nds 

3)  What  adjustments  outside  of  the  models  are  being  made  to  Loss  Coverage  Levels,  (ie  Adjustments  for 
Reserves,  Mtg  History,  Time  Since  Foreclosure  and  BK) 

4)  What  is  the  Outlook/Consequence  to  deals  where  the  Originator/Seller  has  gone  Bankrupt.  What 
Originator  adjustments  are  being  made  to  levels. 

5)  What  is  the  approach  to  rating  transactions  with  LPMI  as  a  form  of  credit  enhancement.  What  claims 
denial  assumptions  are  made? 

Kishore's  questions 

We  have  seen  rapid  weakness  in  collateral  performance  in  2006  in  the  home  equity  sector.  In  the  past  we 
witnessed  similar  detonation  in  some  auto  pools  soon  after  issuance.  There  were  also  cases  of 
originator/servicer  problems  that  finally  culminated  in  them  filing  for  bankruptcy.  What  are  the  steps  you 
are  taking  to  detect  adverse  changes  in  collateral ,  issuer  or  servicer  either  before  deals  are  issued  or  on 
an  ongoing  basis  after  issuance? 

As  an  investor,  I  believe  that  deal  triggers  are  highly  favorable  to  issuers/residual  holders.  We  have  seen 
cases  where  collateral  pool  may  be  performing  poorly,  yet  the  subordinate  classes  and  residual  holders 
received  cash  flows  due  to  ineffective  triggers.  Some  of  you  have  put  forward  interesting  proposals  to 
address  this.  Going  forward,  how  are  you  addressing  this  critical  issue? 

Frequently  when  talking  to  rating  analysts  regarding  new  issues,  the  analyst  mentions  the  agency  model's 
output  without  any  explanation  for  some  of  the  things  we  noticed  in  the  deal.  These  items  might  actually 
merit  a  discussion  as  to  how  the  agency  accounted  for  them  in  the  ratings  process.  What  steps  are  you 
taking  to  better  communicate  and  comfort  investors  about  your  rating  process?  In  other  wards,  how  do  we 
break  the  "black  box"  that  determines  enhancement  levels? 
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Declining  home  prices,  EPDs,  originator/issuers  filing  for  bankruptcy  or  up  for  sale  are  some  of  the 
important  trends  in  ABS  sectors.  How  are  you  addressing  these  in  your  rating  process  in  2007?  Are  there 
other  trends  that  investors  should  be  aware  of?  Are  there  any  significant  changes  in  credit  enhancement 
levels  due  to  these  trends? 

We  occasionally  see  deals  put  on  credit  watch  and  taken  off  watch  list.  Is  there  a  method  to  these 
seemingly  arbitrary  actions?  What  are  your  policies  regarding  ratings  changes,  in  particular,  how  often  do 
you  revise  them?  what  are  the  triggers  for  revisions? 


THE  INFORMATION  CONTAINED  IN  THIS  MESSAGE  AND  ANY  ATTACHMENT  MAY 
BE  PRIVILEGED,  CONFIDENTIAL,  PROPRIETARY  OR  OTHERWISE  PROTECTED 
FROM  DISCLOSURE.  If  the  reader  of  this  message  is  not  the  intended  recipient,  you  are  hereby 
notified  that  any  dissemination,  distribution,  copying  or  use  of  this  message  and  any  attachment 
is  strictly  prohibited.  If  you  have  received  this  message  in  error,  please  notify  us  immediately  by 
replying  to  the  message  and  permanently  delete  it  from  your  computer  and  destroy  any  printout 
thereof. 
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TIME:  18:02:02 

AUTHOR:  Snailer,  Joseph 

RECEIPIENT:  Liu,  Qingyu  (Maggie);  Wang,  Jinyang;  Arora,  Rakesh 

CC:  Agarwal,  Navneet 

SUBJECT:  RE:  Notching  Status 

Thanks  for  asking  -  wouldn't  want  you  all  to  do  a  bunch  of  work  and  have  to  re-do  it. 

— Original  Message — 
From:  Liu,  Qingyu  (Maggie) 

Sent:   .  Monday,  July  16,  2007  6:02  PM 

To:  Snailer,  Joseph;  Wang,  Jinyang;  Arora,  Rakesh 

Cc:  Agarwal,  Navneet 

Subject:         RE:  Notching  Status 

I  see.  Thanks  for  the  clarification. 

— Original  Message — 
From:      Snailer,  Joseph 
Sent:       Monday,  July  16,  2007  6:00  PM 
To:  Liu,  Qingyu  (Maggie);  Wang,  Jinyang;  Arora,  Rakesh 

Cc:  Agarwal,  Navneet 

Subject:  RE:  Notching  Status 

The  ratings  you  are  generating  should  reflect  what  we  would  have  rated  the  deals  when  they 
were  issued  knowing  what  we  knew  then  and  using  the  methology  in  effect  then  (ie,  using  the  OC 
model  we  built  then).  Let  me  know  if  you  have  any  questions. 

— Original  Message — 
From:  .Liu,  Qingyu  (Maggie) 

Sent:  Monday,  July  16,  2007  5:18  PM 

To:  Wang,  Jinyang;  Snailer,  Joseph;  Arora,  Rakesh 
Cc:  Agarwal,  Navneet 
Subject:  RE:  Notching  Status 

All, 

I  have  a  question  when  I  am  running  the  OC  model  especially  models  from  the  first  half  of 
2006.  Some  deals  in  the  first  half  of  2006  we  already  downgraded  within  last  week  or  last 
month.  If  we  were  to  rate  the  bonds  using  the  OC  model  we  built  then,  the  bond  probably 
would  be  a  Ba  level.  However,  given  today's  market  condition,  the  bond  we  rated  Ba  then  we 
already  downgraded  to  B  or  Caa  last  week.  Shall  we  still  provide  rating  for  those  bond  we  did 
not  rate  then  using  the  old  methodology  and  the  old  loss  coverage  number? 


1  1  Itll  ll\«J, 

Maggie 

— Original  Message — 

From: 

Wang,  Jinyang 

Sent: 

Monday,  July  16,  2007  10:18  AM 

To: 

Snailer,  Joseph;  Arora,  Rakesh 

Cc: 

Liu,  Qingyu  (Maggie) 

Subject: 

RE:  Notching  Status 

Joe: 

Maggie  and  her  team  have  completed  21  deals  from  second  half  of  2006. 
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■  —  -There  are  47-deals-fram-the-fi rst  half  of-2006-whieh-they-will-eompleterby-next 

Wednesday.  5  deals  from  Jan  2006  was  completed  during  the  previous  study. 

-Zoe 

— Original  Message — 
From:  Snailer,  Joseph 

Sent:  Monday,  July  16,  2007  9:30  AM 

To:  Wang,  Jinyang;  Arora,  Rakesh 

Subject:  Notching  Status 

Could  you  let  me  know  where  we  stand  on  the  OC  model  runs?  The  weekly  task 
force  meeting  is  tomorrow  and  I  would  like  to  update  them. 

Thanks. 
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From:  Kimon,  Noel 

_Sentj_      Friday,  June  1,  2007  1:50  PM  (GMT) 

To:  Mirenda,  Anthony  (Tony)  <Anthony.Mirenda@moodys.com>;  Piels,  Daniel 

<Daniel.Piels@moodys.com>;  Duca,  James  <James.Duca@moodys.com> 
Cc:  Mazataud,  Paul  <Paul.Mazataud@moodys.com>;  Adler,  Michael 

<Michael.Adler@moodys.com> 
Subject:  RE:  Financial  Times  inquiry  on  transparency  of  assumptions 


Tighter  spreads  on  recent  deals  also  belie  Paul's  assertion.  See  below. 

CMBS  Market  Tone  Improves;  Bond  Spreads  Tighten 

Thursday,  May  3 1,2007 

Commercial  Real  Estate  Direct  Staff  Report 

The  CMBS  market,  after  suffering  nearly  three  straight  months  of  spread  widening,  is  starting  to  perk  up  substantially. 

Last  Thursday,  a  $3.2  billion  transaction,  Banc  of  America  Commercial  Mortgage  Trust,  2007-2,  saw  its  30  percent  subordination 

AAA  bonds  price  at  30  basis  points  over  swaps.  That  was  a  1  bp  tightening  from  the  deal  immediately  preceding  it,  Morgan  Stanley 

Capital  I  Trust  Inc.,  2007-IQ14. 

The  market's  tone  has  continued  to  improve  since  then.  Spreads  on  the  secondary  market  tightened  even  more,  with  long  AAA  spreads 
at  25.5-33  bp,  down  from  27.5-35  bp  a  week  earlier.  And  lower  in  credit,  the  tightening  has  been  even  more  pronounced,  with  BBB 
bonds  quoted  at  spreads  of  175-195  bp  over  swaps,  compared  with  185-195  bp  a  week  earlier. 

Meanwhile,  two  new  conduits  were  on  the  cusp  of  being  priced,  the  $2.9  billion  ML-CFC  Commercial  Mortgage  Trust,  2007-7,  and 
the  $3.3  billion  JPMorgan  Chase  Commercial  Mortgage  Trust,  2007-CIBC19.  And  both  were  seeing  tight  levels.  Their  super-senior 
AAA  bonds  were  being  shopped  at  29-30  bp  over  swaps,  while  their  BBB  bonds  were  offered  at  160-165  bp  over  swaps.  That 
compares  with  a  spread  of  195  bp  over  swaps  for  the  BBB  bonds  from  Wachovia  Commercial  Mortgage  Trust,  2007-C31 ,  which 
priced  on  May  11. 

The  tightening  was  attributed  to  three  key  factors:  investors  might  have  decided  they  had  overreacted  in  pushing  spreads  as  wide  as 
they  did  over  the  past  few  weeks;  lenders  have  finally  started  to  tighten  their  lending  standards,  and  Moody's  Investors  Service  last 
week  reassured  the  market  that  it  would  not  downgrade  deals  that  were  recently  priced  unless  they  had  credit  issues. 

Original  Message 

From:  Mirenda,  Anthony  (Tony) 

Sent:  Friday,  June  01,  2007  9:44  AM 

To:  Piels,  Daniel;  Duca,  James;  Kirnon,  Noel 

Cc:  Mazataud,  Paul;  Adler,  Michael 

Subject:  RE:  Financial  Times  inquiry  on  transparency  of  assumptions  . 


Noel,  Jim, 

While  I  have  not  been  closely  involved  in  this  story,  it  seems  clear  from  Dan's  note  that  Paul  Davies  does  not  fully  understand  or  is  not 
convinced  of  our  position.  I  understand  that  we  have  a  solid  story  to  tell  here,  if  so  it  could  be  a  good  opportunity  and  time  well  spent 
to  walk  him  through  our  messages  and  reinforce  our  arguments. 

tony 

Original  Message 

From:  Piels,  Daniel 

Sent:  Friday,  June  01,  2007  7:33  AM 

To:  Duca,  James;  Kimon,  Noel 

Cc:  Mazataud,  Paul;  Adler,  Michael;  Mirenda,  Anthony  (Tony) 
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Subject:  FW:  Financial  Times  inquiry  on  transparency  of  assumptions 
Importance:  High 


Good  Morning  Jim  and  Noel, 

Jim,  by  way  of  introduction,  my  name's  Dan  Piels  and  I  handle  SFG  media  relations  in  Europe.  Paul  Mazataud  spent  20  minutes  this 
morning  speaking  with  Paul  Davies,  Financial  Times  Structured  Finance  reporter,  providing  guidance  closely  in  line  with  what  Noel 
and  Brian  outlined  below. 

Paul  Davies  has  a  copy  of  the  CMBS  Conduit  Subordination  Adjustment  report  and  would  like  to  discuss  it  further  with  you,  Jim. 
While  Davies  acknowledged  our  arguments,  he  expressed  scepticism  that  given  the  magnitude  of  the  changes,  they  would  not  lead  to 
more  important  adjustments  of  expected  loss  that  would  in  turn  lead  to  potential  downgrades.  Please  advise  as  to  your  interest  and 
availability  to  speak  with  him  -  his  deadline  is  today  and  he's  hoping  to  write  an  article  this  afternoon  (London  time).  He's  free  after 
9:30  AM  New  York  time.  Davies'  tone  this  morning  was  friendly  but  critical.  I  look  forward  to  hearing  from  you  and  would  be  happy 
to  arrange  a  conference  call. 

Regards, 

Dan 

Daniel  Piels 

Rating  Communications 

Moody's  Investors  Service 

daniel.piels@moodys.com 

O:  +44  20  7772  8727 

M:  +44  7920  801  833 


Original  Message 

From:  Clarkson,  Brian 

Sent:  25  May  2007  16:21 

To:  Kirnon,  Noel;  Scholz,  Detlef;  Drevon,  Frederic;  Weill,  Nicolas;  Duca,  James 

Cc:  Piels,  Daniel;  Mazataud,  Paul 

Subject:  Re:  Financial  Times  inquiry  on  transparency  of  assumptions 

The  only  thing  I  would  add  is  the  frequency  of  monitoring  and  that  when  any  deal  nears  the  lower  end  of  our  expected  loss  assumption 
we  would 

Alert  the  market  by  putting  the  transactions  on  review  for  possible  downgrade. 

Original  Message 

From:  Kimon,  Noel 

To:  Scholz,  Detlef;  Drevon,  Frederic;  Clarkson,  Brian;  Weill,  Nicolas;  Duca,  James 

CC:  Piels,  Daniel;  Mazataud,  Paul 

Sent:  Fri  May  25  1 1 : 1 2:26  2007 

Subject:  RE:  Financial  Times  inquiry  on  transparency  of  assumptions 

I  guess  that  the  stock  answer  would  be  that  we  do  assess  the  impact  of  model  adjustments  and  credit  enhancement  adjustments  on  the 
inventory  of  outstanding  deals.  Every  rating  we  assign  has  a  range  of  expected  losses.  Typically  new  issuances  are  close  to  the  middle 
of  that  range.  We  do  not  downgrade  until  expected  losses  fall  outside  that  range. 

In  assigning  new  ratings  we  are  always  reevaluating  the  assumptions  that  we  make  when  assigning  ratings.  When  there  is  a  market 
shift,  we  want  to  evaluate  that  shift  and  incorporate  that  evaluation  into  our  ratings  as  soon  as  possible.  Gradual  shifts  typically  would 
not  result  in  adjustments  to  recently  assigned  ratings. 
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Original  Message 

From:    Scholz,  Detlef 

Sent:    Friday;  May-25,-2007-10:53-AM ■ 

To:      Kimon,  Noel;  Drevon,  Frederic;  Clarkson,  Brian;  Weill,  Nicolas;  Duca,  James 

Cc:     Piels,  Daniel;  Mazataud,  Paul 

Subject:        FW:  Financial  Times  inquiry  on  transparency  of  assumptions 

Heads-up/note  on  further  question  that  the  FT  (Paul  Davis)  are  pursuing:  Why  don't  we  reassess  all  outstanding  bonds  when  we 
announce  to  change  our  model  assumptions  for  future  transaction?  He  is  focussing  on  US  CMBS's  recent  changes,  but  this  question 
applies  across  the  board.  May  I  suggest  to  work  on  a  joint  response  as  this  question  will  come  up  on  Thursday? 

Original  Message 

From:  Piels,  Daniel 

Sent:  25  May  2007  16:28 

To:  Kolter,  Daniel;  Palimeri,  Ifigenia;  Philipp,  Tad 

Cc:  Scholz,  Detlef;  Adler,  Michael 

Subject:  Financial  Times  inquiry  on  transparency  of  assumptions 

Please  see  below  an  email  from  Paul  Davies,  the  FT  structured  finance  reporter.  Are  we  in  a  position  to  provide  clarity  on  the 
transparency  of  assumptions?  Is  he  referring  to  the  report  we  put  out  in  the  US  about  phasing  in  an  increase  to  CMBS  conduit 
subordination?  Please  advise. 

Original  Message 

From:  Paul.J.Davies@FT.com  |mailto:Paul.  J.Davies@FT.com  ] 

Sent:  25  May  2007  15:15 

To:  Piels,  Daniel 

Subject:  Re:  Breakfast  meeting  next  week  w/Brian  Clarkson  of  Moody's 


Of  course,  please  invite  him.  I've  never  actually  met  him  myself  so  would  be  good.  I  also  want  to  talk  either  then  or  at  another 
time,  but  soon,  about  transparency  of  not  just  methodology  but  also  assumptions.  The  hook  is  the  recent  changes  to  CMBS  in  the  US 
which  mean  that  future  ratings  are  not  directly  comparable  to  older  ratings,  while  other  ratings  do  not  get  re-assessed  under  new 
assumptions...  This  is  a  broad  characteristic  of  the  evolution  of  structured  finance  ratings  I  think  and  there  are  many  other  examples, 
so  the  questions  are  really  about  how  and  why  in  such  situations  the  new  standards  are  not  applied  retrospectively... 

I  am  thinking  of  writing  a  piece  about  this  and  will  be  talking  to  other  agencies  also.  Oh  and  by  the  way,  I'll  be  stuck  doing  DI Y 
all  weekend! 

Best  regards 


Paul  J  Davies 

Capital  Markets  Reporter 

Financial  Times 

0207  873  4838 
Paul.J.Davies@ft.com 
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"Piels,  Daniel"    < 

<Daniel.Piels@moo        To:       <Paul.J.Davies@FT.comx 

dys.com>  cc: 

Subject:  Breakfast  meeting  next  week  w/Brian  Clarkson  of  Moody's 
25/05/2007  12:41 


Hi  Paul, 


Got  any  plans  for  the  long  weekend?  Sadly,  I'm  not  going  anywhere. 


Just  to  let  you  know,  Paul  Mazataud  and  Neal  Shah,  co-head  of  EMEA  RMBS  team  will  also  be  joining  us  on  Thursday  at  1 
Lombard  Street,  as  you  indicated  you  wanted  to  talk  about  UK  subprime. 


I  was  also  wondering  if  you  would  object  to  me  inviting  to  the  breakfast  John  Plender,  the  FT  Insight  columnist.  He  wrote  a 
column  this  week  about  a  stretched  credit  cycle  that  caught  our  attention.  Is  this  amenable?  If  not,  we're  happy  to  arrange  something 
separate  with  John.  Please  advise. 


Regards, 


Dan 


Daniel  Piels 

Rating  Communications 

Moody's  Investors  Service 

daniel.piels@moodys.com 

O:  +44  20  7772  8727 

M:  +44  7920  801  833 


The  information  contained  in  this  e-mail  message,  and  any  attachment  thereto,  is  confidential  and  may  not  be  disclosed  without 
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our  express  permission.  If  you  are  not  the  intended  recipient  or  an  employee  or  agent  responsible  for  delivering  this  message  to  the 
intended  recipient,  you  are  hereby  notified  that  you  have  received  this  message  in  error  and  that  any  review,  dissemination, 

distribution  or  copying  of  this  message,  or  any  attachment  thereto,  in  whole  or  in  part,  is  strictly  prohibited.  If  you  have  received  this 

message  in  error,  please  immediately  notify  us  by  telephone,  fax  or  e-mail  and  delete  the  message  and  all  of  its  attachments.  Thank 
you.  Every  effort  is  made  to  keep  our  network  free  from  viruses.  You  should,  however,  review  this  e-mail  message,  as  well  as  any 
attachment  thereto,  for  viruses.  We  take  no  responsibility  and  have  no  liability  for  any  computer  virus  which  may  be  transferred  via 
this  e-mail  message. 


********************************************************************************** 

This  email  may  contain  confidential  material.  If  you  were  not  an  intended  recipient,  please  notify  the  sender  and  delete  all 
copies.  We  may  monitor  email  to  and  from  our  network. 
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From:  Mornin,  Inayat  ~  -- 

Sent:  Tuesday,  July  12,  2005  2:03  PM 

To:  Jordan,  Pat 

Cc:  Vega,  Juan;  Gillis,  Tom;  Gilkes,  Kai;  Cantor,  David;  Tesher,  David;  Carrier,  Henry; 

Anderberg,  Stephen 

Subject:  RE:  Delay  in  Evaluator  3.0  incorporation  in  EOD/CDOi  platform 


Pat, 

Thanks  of  the  updates. 

It  would  take  2  to  3  weeks  for  one  fulltime  resource  to  replace  E2.4.3  with  E3.0 

Inayat 


Original  Message 

From:    Jordan,  Pat 

Sent:    Tuesday,  July  12,  2005  12:16  PM 

To:      Momin,  Inayat 

Cc:      Vega,  Juan;  Gillis,  Tom;  Gilkes,  Kai;  Cantor,  David;  Tesher,  David;  Carrier,  Henry;  Anderberg,  Stephen 

Subject:         RE:  Delay  in  Evaluator  3.0  incorporation  in  EOD/CDOi  platform 

Inayat, 

Thank  you  for  the  comparison  reports.  At  this  point  we  are  not  ready  to  proceed 
with  E3,  nor  do  we  know  when  we  will  be.  So  please  continue  under  the 

the  assumption  that  E2.4.3  will  be  the  version  available  on  the  CDOi  platform. 
Our  goal  is  to  determine  what  changes  we  want  to  make  to  the  Beta  E3,  test  the 
impact  and  decide  if/when  to  proceed  with  a  roll-out,  but  I'll  be  surprised  if  that  all 
happens  any  sooner  than  September,  and  could  take  longer. 

How  long  and  how  many  resources  will  it  take  to  replace  E2.4.3  once  we  have 
decided  on  E3? 


Pat 


Original  Message — 

From:    Carrier,  Henry 

Sent:    Tuesday,  July  12,  2005  10:11  AM 

To:      Momin,  Inayat 

Cc:      Vega,  Juan;  Gillis,  Tom;  Gilkes,  Kai;  Jordan,  Pat;  Cantor,  David 

Subject:         RE:  Delay  in  Evaluator  3.0  incorporation  in  EOD/CDOi  platform 

Inayat, 

The  decision  to  go  to  Evaluator  3.0  in  EOD/CDOi  platform  is  an  analytical 
matter.  Pat  Jordan  will  make  the  final  decision.  Until  further  notice, 
assume  that  we  are  going  with  the  older  version. 
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Original  Message— 

From:    Momin,  Inayat 

Sent:    Tuesday,  July  12,  2005  10:05  AM 

To:      Carrier,  Henry;  Cantor,  David 

Cc:      Vega, Juan 

Subject:         RE:  Delay  in  Evaluator  3.0  incorporation  in  EOD/CDOi  platform 

Henry/  David: 

Per  your  suggestion,  a  comparison  report  has  been  provided  two 

weeks  ago. 

We  would  like  to  have  a  feedback  on  this,  so  that  we  can  plan  our 

work  about  switching  to  the  v3.0  engine. 

Please  let  us  know  if  any  decision  has  been  made  regarding  switching 

to  v3.0 

Thanks, 
Inayat 


Original  Message — 

From:    Momin,  Inayat 

Sent:    Tuesday,  June  28,  2005  12:54  PM 

To:      Carrier,  Henry;  Cantor,  David;  Chen,  John;  Tomlinson,  Sandra;  Murray,  Tom;  Scanlin, 

Kate;  Anderberg,  Stephen;  D'Erchia,  Peter;  Galli,  Stephen;  Gillis,  Tom;  Watson,  Bob;  Vega,  Juan; 

Sargsyan,  Eduard;  Drexler,  Michael;  Jordan,  Pat;  Mydeen,  Shaik 

Subject:         RE:  Delay  in  Evaluator  3.0  incorporation  in  EOD/CDOi  platform 

All: 

Here  are  the  comparison  reports.  Please  let  us  know  when  EOD 
should  be  switched  to  CDO  Evaluator  v3.0 

Last  3  months  historical  numbers  for  the  approved  deals: 
ROC  numbers  =>  Wnycsvr04\Group_Sfdb\EOD- 

ROC\ROC-Report\27- J  U  N-2005\ROC-H  I  ST-Comp-2-5-2-Vs- 

3-0.xls 

SDR  numbers  =>  \\nycsvr04\Group_Sfdb\EOD- 

ROC\ROC-Report\27-JUN-2005\SDR-HIST-Comp-2-5-2-Vs- 

3-0. xls 


Current  numbers  for  the  approved  deals  using  ratings  as  of 
June-24-2005: 

ROC  numbers  =>  \\nycsvr04\Group_Sfdb\EOD- 
ROC\ROC-Report\27-JUN-2005\ROC-DAILY-Comp-2-5-2- 
Vs-3-0.xls 

SDR  numbers  =>  \\nycsvr04\Group_Sfdb\EOD- 
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-ROe\ROe=Report\27--JUN=2005\SDR-DAlLY=eomp-2--5-2- 
Vs-3-0.xls 


Thanks, 
Inayat 


Original  Message 

From:    Carrier,  Henry 

Sent:    Tuesday,  June  21,  2005  5:55  PM 

To:      Jordan,  Pat 

Cc:      Cantor,  David;  Chen,  John;  Tomlinson,  Sandra;  Murray,  Tom;  Scanlin,  Kate; 

Anderberg,  Stephen;  D'Erchia,  Peter;  Galli,  Stephen;  Gillis,  Tom;  Watson,  Bob;  Momin, 

Inayat;  Vega,  Juan;  Sargsyan,  Eduard;  Drexler,  Michael 

Subject:         Delay  in  Evaluator  3.0  incorporation  in  EOD/CDOi  platform 

Pat, 

Please  forward  this  e-mail  as  appropriate. 

As  we  discussed,  I  have  asked  Inayat  Momin  to  delay 
the  incorporation  of  Evaluator  3.0  (E-3)  in  the 
EOD/CDOi  platform  until  you  give  us  the  ok.  We  will 
continue  to  use  version  2.4.  My  understanding  is  that 
we  need  to  address  the  impact  of  new  default  and 
correlation  tables  on  existing  ratings  before  we 
release  E-3. 

Inayat  has  offered  to  run  previously  approved  deals 
for  CDOi  (about  150  US  Cash  deals,  w/  bonds  or  loan 
portfolios)  under  both  e2.4  and  e3.0.  This  should  help 
you  assess  the  impact  of  the  changes.  He  will  run  the 
two  analyses  for  the  latest  3  months.  The  noise  form 
any  data  issue  should  be  negligible. 

Note  that  when  we  do  decide  to  incorporate  E3  in  the 
platform,  we  will  need  time  to  reprocess  all  the  deals 
and  their  reports.  This  may  delay  the  launch.  Further 
all  deals  and  all  their  reports  will  show  the  results  from 
E3. 

Henry 

Henry  J.  Carrier 

Managing  Director,  Strategic  Operations 
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-Structured  Ratings 

Standard  &  Poor's  Credit  Market  Services 

55  Water  Street 

41st  Floor 

New  York,  NY  10041 

Direct:  212-438-6635 

Fax::  212-438-0086 

Main:  212-438-2000 

henry_carrier@standardandpoors.com 
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From:  Tesherr David 

Sent:  Monday,  May  22,  2006  10:26  AM 

To:  Kambeseles,  Peter 

Subject:  FW:  Draft  #2:  E3  Surveillance  Policy  for  Cash  CDOs 


What  do  you  think  before  I  send  this  out ... 

Original  Message 

From:    Anderberg,  Stephen 

Sent:    Friday,  May  19,  2006  5:24  PM 

To:      Jordan,  Pat;  Tesher,  David;  Inglis,  Perry;  Collingridge,  Simon 

Subject:         Draft  #2:  E3  Surveillance  Policy  for  Cash  CDOs 

Pat  and  David, 

I've  made  changes  to  reflect  our  discussion  this  afternoon  -  let  me  know  if  I've  failed  to 
capture  anything  properly.  I'll  be  in  the  all-day  VCDS  training  session  on  Monday, 
Tuesday  and  Wednesday  but  will  can  stop  by  in  the  evening  if  you  have  any  concerns. 


Perry  and  Simon, 

FYI,  I'm  forwarding  this  at  Pat's  request.  Also,  I  apologize  for  stating  the  obvious  but  this 
needs  to  kept  from  Paul's  eyes 


Thanks! 
Steve 


***PRIVILEGED  AND  CONFIDENTIAL  -  S&P 
DISCUSSION  PURPOSES  ONLY*** 

Prior  to  Transition  Date  (in  preparation  for  final  implementation  of  E3  for  cash 
CDOs): 

■  A  large  majority  of  the  pre-  E3  cash  flow  CDOs  will  be  run  through  E3  in  batch 
processes  to  see  how  the  ratings  look  within  the  new  model 

■  In  the  US,  the  Primary  side  will  handle  batch  runs  for  2005  &  2006  deals;  CDO 
Surveillance  will  produce  batch  runs  for  deals  originated  2000  through  2004 

■  Ratings  falling  more  than  3  notches  +/-  from  the  current  tranche  rating  in  the 
batch  process  will  be  reviewed  in  detail  for  any  modeling,  data,  performance  or 
other  issues 

■  If  any  transactions  are  found  to  be  passing/failing  E3  by  more  than  3  notches  due 
to  performance  reasons  they  will  be  handled  through  the  regular  surveillance 
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proeess-to-see-if-the-ratings-are-stable-under-eurrent-eriteria-(i7errif-they-pass 

E2.4.3  using  current  cash  flow  assumptions  the  ratings  will  remain  unchanged) 

■  If  any  transactions  are  found  to  be  passing/failing  E3  by  more  than  3  notches  due 
to  a  model  gap  between  E2.4.3  and  E3,  they  will  be  reviewed  by  a  special  E3 
committee,  including  representatives  from  the  surveillance,  primary  CDO  ratings 
and  criteria  groups. 

■  The  special  committee  will  review  the  "model  gap"  deals  by  looking  at  the  results 
of  cash  flow  analysis  generated  under  both  E2.4.3  and  E3  as  well  as  looking  at 
other  factors  -  structure,  collateral,  management,  etc.  -  to  determine  whether  or 
not  an  action  will  be  required  in  connection  with  the  E3  rollout 

■  Transactions  failing  E3  purely  due  to  the  change  in  modeling  assumptions  -  i.e., 
not  due  to  any  structural,  management  or  collateral  weaknesses  -  will  not  have 
ratings  adjusted  by  the  special  committee 

For  the  synthetic  CDOs,  the  pre-E3  transactions  were  run  through  E3  Low  immediately 
before  the  release  of  the  model  to  see  if  they  fell  within  the  "tolerance  band"  established 
for  the  pre-E3  deals  under  the  new  model.  The  3  notch  gap  discussed  above  is  the 
equivalent  "tolerance  band"  for  the  cash  flow  deals. 


Surveillance  Policy  for  Cash  flow  CDOs  Post  Final  E3  release  (i.e.,  following  the 
transition  date  and  transition  date  steps  taken  above): 

■  Transactions  rated  under  E2.4.3  will  be  monitored  and  placed  on  CreditWatch 
based  solely  on  E2.4.3,  and  GROC  will  be  generated  for  these  deals  under 
E2.4.3  for  both  surveillance  and  publishing  purposes 

■  Cash  flow  runs  for  E2.4.3  deals  will  be  generated,  reviewed  and  taken  to 
committee  if  (and  only  if)  a  transaction  fails  GROC  under  E2.4.3;  the  committees 
for  these  transactions  will  review  cash  flow  runs  generated  under  both  models 
(E2.4.3  and  E3.x).  This  is  the  only  point  in  the  surveillance  process  for  which 
E3.x  cash  flow  analysis  will  be  generated  for  transactions  rated  with  E2.4.3.  The 
results  from  E2.4.3  will  be  used  to  arrive  at  the  committee's  rating  decision,  while 
the  E3.x  results  will  be  reviewed  on  an  ongoing  basis  to  monitor  the  gap  in 
results  produced  by  the  two  models 

■  Although  it  is  contemplated  that  transactions  rated  using  E2.4.3  will  continue  to 
be  monitored  using  E2.4.3  following  the  transition  date,  Standard  &  Poor's 
reserves  the  right  to  surveill  its  rated  transactions  using  the  appropriate  model  for 
its  credit  opinion,  the  performance  of  the  transactions,  or  for  any  other  reason 

■  Transactions  rated  under  E3  will  be  monitored  and  surveilled  using  E3,  and 
GROC  will  be  generated  for  these  deals  under  E3  for  both  surveillance  and 
publishing  purposes 

■  Transactions  rated  prior  to  the  final  transition  date  using  E3  SDRs  and  E2.4.3 
BEDRs  will  be  monitored  and  surveilled  using  E3  SDRs  and  E2.4.3  BEDRs,  and 
GROC  will  be  generated  for  these  deals  using  E3  SDRs  and  E2.4.3  BEDRs  for 
both  surveillance  and  publishing  purposes 

Thanks, 

Steve 

Stephen  Anderherg 

Director,  Structured  Finance  Ratings 

stephen_anderberg@standardandpoors.cont 
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Standard  &Poor  's 

55  Water  Street,  41st  Floor 
New  York,  NY  10041-0003 
(212)  438-8991 
(212)  438-2664  fax 

All  contents  and  attachments  to  this  communication  published  by  Standard  &  Poor's,  a  Division  of 
The  McGraw-Hill  Companies,  Inc.  Executive  offices:  1221  Avenue  of  the  Americas,  New  York,  NY 
10020.  Editorial  offices:  55  Water  Street,  New  York,  NY  10041.  Subscriber  services:  (1)  212-438- 
7280.  Copyright  2005  by  The  McGraw-Hill  Companies,  Inc.  Reproduction  in  whole  or  in  part 
prohibited  except  by  permission.  All  rights  reserved.  Information  has  been  obtained  by  Standard 
&  Poor's  from  sources  believed  to  be  reliable.  However,  because  of  the  possibility  of  human  or 
mechanical  error  by  our  sources,  Standard  &  Poor's  or  others,  Standard  &  Poor's  does  not 
guarantee  the  accuracy,  adequacy,  or  completeness  of  any  information  and  is  not  responsible  for 
any  errors  or  omissions  or  the  result  obtained  from  the  use  of  such  information.  Ratings  are 
statements  of  opinion,  not  statements  of  fact  or  recommendations  to  buy,  hold,  or  sell  any 
securities. 

Standard  &  Poor's  receives  compensation  for  rating  obligations  and  other  analytic  activities.  The 
fees  generally  vary  from  US  $5,000  to  over  US$1,500,000.  While  Standard  &  Poor's  reserves  the 
right  to  disseminate  the  rating  it  receives  no  payment  for  doing  so,  except  for  subscriptions  to  its 
publications.  The  Standard  &  Poor's  ratings  and  other  analytic  services  are  performed  as  entirely 
separate  activities  in  order  to  preserve  the  independence  and  objectivity  of  each  analytic  process. 
Each  analytic  service,  including  ratings,  may  be  based  on  information  that  is  not  available  to 
other  analytic  areas. 
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"From:  Parisi,  Frank 

Sent:  Monday,  March  12,  2007  10:13  AM 
To:  Griep,  Cliff;  Gillis,  Tom;  Barnes,  Susan;  Warner,  Ernestine 
Subject:  RE:  Comments  on  sub  prime  article 


Cliff, 

Thanks  for  your  comments  and  thoughts.  Clearly  some  are  editorial  and  some  relate  to  our  criteria  and  policies;  the 
former  can  be  quickly  addressed.  To  one  of  your  specific  points,  Tom  and  I  have  been  looking  at  the  performance 
of  the  2005  vintage  as  well,  and  it  looks  like  that  too  may  need  to  be  addressed  as  you've  suggested. 

Thanks,  Frank 

> Original  Message 

>  From:  Griep,  Cliff 

>  Sent:  Monday,  March  12,  2007  9:53  AM 

>  To:  Gillis,  Tom;  Parisi,  Frank;  Barnes,  Susan;  Warner,  Ernestine 

>  Subject:  Comments  on  sub  prime  article 
> 

>  We  should  lead  with  our  projections  for  performance  and  the 

>  consequent  ratings  impact. 
> 

>  I  believe  david  wyss  mentioned  an  actual  decline  in  nominal 

>  home  prices  nationally  has  already  occured.  The  article 

>  should  incorporate. 
> 

>  The  statement  of  2006  vintage  being  only  50  percent  more 

>  risky  than  2000  vintage  mat  understate  the  risk.  We  must 

>  cover  the  changes  in  product  type,  the  interest  rate  risk  in 

>  more  detail,  and  the  dramatuc  increase  in  limited  income 

>  documentation.  Do  we  have  any  measure  on  historic  performance 

>  of  no  doc  lending  in  sub  prime?  Should  we  say  more  about  the 

>  performance  impact  of  confirmed  seconds,  or  ltv? 
> 

>  It  would  be  helpful  to  compare  market  context.  We  currently 

>  have  meaningful  bankruptcies  of  sub  prime  lenders,  large 

>  losses  reported  by  some  banks,  the  regulators  forcing  tighter 

>  underwriting  standards,  etc.  This  is  all  different  than  2000. 
> 

>  Hasn't  loan  purpose  been  more  risky  as  well.  Do  we  track 

>  speculative  activity,  for  investment  and  second  home  on  a 

>  macro  level,  and  what  is  it  telling  us  about  comparisons? 
> 

>  Can  we  size  the  payment  shock  exposure  relative  to  payment  or 

>  capacity? 
> 

>  Our  loss  estimates  are  within  the  context  of  our  criteria. 

>  Are  we  completely  satisfied  that  our  criteria  captures  all 

>  the  relevant  risk?  Should  we  defend  our  criteria  more  explicity? 
> 

>  Why  did  the  criteria  change  made  in  mid  2006  not  impact  any 

>  outstanding  transactions  at  the  time  we  changed  it, 

>  especially  given  the  magnitude  of  the  change  we  are 
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->-highlighting  in  the  article?-Should  we  apply  the  new  criteria 

>  now,  given  what  we  now  know?  If  we  did,  what  would  be  the  impact? 


>  Why  are  we  focused  only  on  the  2006  vintage?  Are  we 

>  suggesting  2005  will  not  have  issues? 
> 

>  What  are  the  a,  aa,  and  aaa,  levels  of  credit  support  for  the 

>  first  half  06  vintage?  Should  we  mention  these? 
> 

>  I  don't  think  the  readers  will  understand  what  we  mean  when 

>  we  say  a  single  b  scenario,  or  a  bb  scenario.  We  should  explain  this. 
> 

>  We  seem  to  disparage  market  views  by  using  the  terms 

>  "rhetoric"  and  "hype".  We  should  simply  state  our  views 

>  authoritatively  without  characterizing  others. 
> 

>  Several  of  the  comparisons  on  the  first  page  require 

>  clarification.  I.e.  Serious  delinwquency  in  06  vintage  is 

>  compared  to  delinquency  in  2000  vintage. 
> 

>  We  cite  imprudent  underwriting  standards  as  a  reason  for  the 

>  concern  about  2006  vintage.  What  is  our  view  of  underwriting 

>  standards  and  how  does  this  view  impact  our  view  and  analysis? 
> 

>  Given  the  overall  projections,  should  we  be  taking  more 

>  aggressive  rating  actions  on  bbb  and  speculative  grade  traunches? 
> 

>  Were  the  criteria  adjusted  between  2000  and  2006  and  are 

>  these  criteria  changes  relevant?  Should  they  be  covered? 
> 

>  Should  we  review  our  no  doc  lending  criteria  or  are  we 

>  satisfied  it  adequately  captures  the  risk? 
> 

>  Should  we  comment  in  greater  detail  on  the  changes  in  product 

>  mix  between  2000  and  2005  and  6? 
> 

>  Should  we  comment  on  the  overall  impact  on  servicing  expected 

>  from  the  current  developments,  given  new  century,  etc. 
> 

>  Sent  from  my  GoodLink  synchronized  handheld  (www.good.com) 
> 
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DATE:  05/15/2007 
TIME:  17:16:08 

AUTHOR:  Dronov,  Alexey  (CALYON)  

RECEIPIENT:  May,  William 

CC: 

SUBJECT:  RE:  Stratford  CLO 

Bill  -  the  timing  for  Stratford  has  been  pushed  back  one  month,  so  we  will  be  pricing  the  deal  in  June. 
Should  we  still  use  the  old  methodology? 


Alexey  Dronov  -  VP 

Structured  Credit,  Derivatives  &  CDOs 
Calyon  Corporate  &  Investment  Bank 
1 301  Avenue  of  the  Americas 
New  York,  NY  10019 
212-261-7497  (Office) 
617-448-2074  (Mobile) 
alexey.dronov@us.calyon.com 


From:  May,  William  [mailto:William.May@moodys.com] 
Sent:  Wednesday,  April  11,  2007  6:45  PM 
To:  Dronov,  Alexey  (CALYON) 
Subject:  RE:  Stratford  CLO 


Alex, 

Go  ahead  and  use  the  old  methodology. 

Regards, 

Bill 

Original  Message 

From:  Dronov,  Alexey  (CALYON)  [mailto:Alexey.Dronov@us.calyon.com] 
Sent:  Wednesday,  April  11,  2007  4:14  PM 
To:  May,  William 
Subject:  RE:  Stratford  CLO 

Bill, 

We  intend  to  price  the  Stratford  deal  in  May  but  closing  will  be  in  June.    Should  we  use  the  old 
methodology  or  the  new  one?  I  talked  to  Danielle  Nazarian  and  Rudy  Bunja  about  some  of  the  LCDS 
features  of  the  deal  and  they  thought  it  would  make  sense  to  use  the  old  methodology,  but  suggested 
that  I  double  check  with  you.    Thanks. 

Alexey  Dronov  -  VP 

Structured  Credit,  Derivatives  &  CDOs 
Calyon  Corporate  &  Investment  Bank 
1 301  Avenue  of  the  Americas 
New  York,  NY  10019 
212-261-7497  (Phone) 
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617-448-2074  (Mobile) 
alexey.dronov@us.calyon.com 


From:  May,  William  [mailto:William.May@moodys.com] 

Sent:  Thursday,  April  05,  2007  3:15  PM 

To:  Dronov,  Alexey  (CALYON) 

Cc:  Dupont-Madinier,  Cyprien  (CALYON) 

Subject:  RE:  Stratford  CLO 


Alexey, 

Your  analysts  are: 

Quant:  Elina.kolmanovskava(5>moodvs....com  <mailto:Elina.kolmanovskava(5)moodvs.com>.  #is 

553-7852. 

Legal:  mark.froebafljmoodvs.com  <mailto:mark.froeba@moodvs.com>.  #  is  553-4149. 

Regards, 
Bill 

Original  Message 

From:  Dronov,  Alexey  (CALYON)  [mailto:Alexey.Dronov@us.calyon.com] 

Sent:  Monday,  April  02,  2007  7:15  PM 

To:  May,  William 

Cc:  Dupont-Madinier,  Cyprien  (CALYON) 

Subject:  Stratford  CLO 


Bill, 

We  are  working  on  a  700M-1 B  CLO  for  Highland  Asset  Management.   The  deal  is  a  standard 
CLO  except  that  potentially  the  entire  collateral  pool  can  consist  of  LCDS.    The  AAA  tranche  will 
be  a  revolver  like  the  A-2  tranche  in  the  duane  street  deals  I  structured  at  Morgan  Stanley. 
The  manager  will  have  the  ability  to  block  portions  of  the  revolver  to  invest  in  LCDS  on  an 
unfunded  basis,  also  like  in  the  duane  street  deals.  The  timing  for  the  deal  is  as  follows: 

pricing  -  beg  of  may 
closing  -  end  of  may 

Please  let  us  know  who  will  be  working  on  the  deal  on  your  end. 

Alexey  Dronov  -  VP 

Structured  Credit,  Derivatives  &  CDOs 
Calyon  Corporate  &  Investment  Bank 
1 301  Avenue  of  the  Americas 
New  York,  NY  10019 
212-261-7497  (Phone) 
617-448-2074  (Mobile) 
alexey.dronov@us.calyon.com 
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**********************************Calyon******** *********************** 

**** 

This  message  and/or  any  attachments  (the  "message")  is  intended 

for  the  sole  use  of  its  addressee.  If  you  are  not  the  addressee,  please 

immediately  notify  the  sender  and  then  destroy  the  message.  The 

unauthorized  disclosure,  use,  dissemination,  or  copying  (either 

whole  or  partial)  of  this  email,  or  any  information  it  contains  is 

prohibited.  E-mails  are  susceptible  to  alteration  and  their  integrity 

cannot  be  guaranteed.  As  this  message  and/or  attachments  may 

have  been  altered  without  our  knowledge,  its  content  is  not  legally 

binding  on  CALYON  Corporate  and  Investment  Bank.  All  Rights 

Reserved. 
*********************************************************************** 


The  information  contained  in  this  e-mail  message,  and  any  attachment  thereto, 
is  confidential  and  may  not  be  disclosed  without  our  express  permission.  If 
you  are  not  the  intended  recipient  or  an  employee  or  agent  responsible  for 
delivering  this  message  to  the  intended  recipient,  you  are  hereby  notified  that 
you  have  received  this  message  in  error  and  that  any  review,  dissemination, 
distribution  or  copying  of  this  message,  or  any  attachment  thereto,  in  whole  or 
in  part,  is  strictly  prohibited.  If  you  have  received  this  message  in  error,  please 
immediately  notify  us  by  telephone,  fax  or  e-mail  and  delete  the  message  and 
all  of  its  attachments.  Thank  you.  Every  effort  is  made  to  keep  our  network 
free  from  viruses.  You  should,  however,  review  this  e-mail  message,  as  well  as 
any  attachment  thereto,  for  viruses.  We  take  no  responsibility  and  have  no 
liability  for  any  computer  virus  which  may  be  transferred  via  this  e-mail 
message. 


**********************************Calyon********* *****************  ******** 

* 

This  message  and/or  any  attachments  (the  "message")  is  intended 

for  the  sole  use  of  its  addressee.  If  you  are  not  the  addressee,  please 

immediately  notify  the  sender  and  then  destroy  the  message.  The 

unauthorized  disclosure,  use,  dissemination,  or  copying  (either 

whole  or  partial)  of  this  email,  or  any  information  it  contains  is 

prohibited.  E-mails  are  susceptible  to  alteration  and  their  integrity 

cannot  be  guaranteed.  As  this  message  and/or  attachments  may 

have  been  altered  without  our  knowledge,  its  content  is  not  legally 

binding  on  CALYON  Corporate  and  Investment  Bank.  All  Rights 

Reserved. 
************************************************************************** 
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The  information  contained  in  this  e-mail  message,  and  any  attachment  thereto,  is 
confidential  and  may  not  be  disclosed  without  our  express  permission.  If  you  are 
not  the  intended  recipient  or  an  employee  or  agent  responsible  for  delivering  this 
message  to  the  intended  recipient,  you  are  hereby  notified  that  you  have  received 
this  message  in  error  and  that  any  review,  dissemination,  distribution  or  copying 
of  this  message,  or  any  attachment  thereto,  in  whole  or  in  part,  is  strictly 
prohibited.  If  you  have  received  this  message  in  error,  please  immediately  notify 
us  by  telephone,  fax  or  e-mail  and  delete  the  message  and  all  of  its  attachments. 
Thank  you.  Every  effort  is  made  to  keep  our  network  free  from  viruses.  You 
should,  however,  review  this  e-mail  message,  as  well  as  any  attachment  thereto, 
for  viruses.  We  take  no  responsibility  and  have  no  liability  for  any  computer  virus 
which  may  be  transferred  via  this  e-mail  message. 

*************  *********************Calyon*****  *******************  *********** 

This  message  and/or  any  attachments  (the  "message")  is  intended 

for  the  sole  use  of  its  addressee.  If  you  are  not  the  addressee,  please 

immediately  notify  the  sender  and  then  destroy  the  message.  The 

unauthorized  disclosure,  use,  dissemination,  or  copying  (either 

whole  or  partial)  of  this  email,  or  any  information  it  contains  is 

prohibited.  E-mails  are  susceptible  to  alteration  and  their  integrity 

cannot  be  guaranteed.  As  this  message  and/or  attachments  may 

have  been  altered  without  our  knowledge,  its  content  is  not  legally 

binding  on  CALYON  Corporate  and  Investment  Bank.  All  Rights 

Reserved. 
**************************************************************************** 
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FfomrMcdermott,  Gail  "  ~  

Sent:  Thursday,  December  09,  2004  6:07  AM 

To:  Jordan,  Pat 

Subject:  FW:  Staffing  and  Allocation 


Per  my  voice  mail  this  is  the  e-mail  I  was  referring  too. 
Gail 


Original  Message 

From:    Mcdermott,  Gail 
Sent:    Friday,  December  03,  2004  11:10  AM 
To:      Losice,  Abe;  Jordan,  Pat 
Subject:         RE:  Staffing  and  Allocation 

Thanks  Abe,  would  ABCP  needs  be  met  by  the  changes  stated  in 
the  chart  below? 

Pat  and  Abe, 

The  below  allocation  chart  results  either  in  a  status  quo  of 
resources  or  a  net  reduction  of  staff  to  RMBS  (see  reasoning 
below).    I  am  trying  to  put  my  hat  on  not  only  for  ABS/RMBS  but  for 
the  department  and  be  helpful  but  feel  that  it  is  necessary  to  re- 
iterate that  there  is  a  shortage  in  resources  in  RMBS.  If  I  did  not 
convey  this  to  each  of  you  I  would  be  doing  a  disservice  to  each  of 
you  and  the  department.  As  an  update,  December  is  going  to  be 
our  busiest  month  ever  in  RMBS.  I  am  also  concerned  that  there  is 
a  perception  that  we  have  been  getting  all  the  work  done  up  until 
now  and  therefore  can  continue  to  do  so. 

We  ran  our  Staffing  model  assuming  the  analysts  are  working  60 
hours  a  week  and  we  are  short  resources.  We  could  talk  about  the 
assumptions  and  make  modifications  but  the  results  would  be 
similar.  The  analysts  on  average  are  working  longer  than  this  and 
we  are  burning  them  out.  We  have  had  a  couple  of  resignations 
and  expect  more.  It  has  come  to  my  attention  in  the  last  couple  of 
days  that  we  have  a  number  of  staff  members  that  are 
experiencing  health  issues. 

This  shortage  in  staffing  assumes  that  the  only  projects  we  work  on 
next  year  are  SPIRE  and  LEVELS  maintenance.  In  reality  there  are 
other  operational  items  that  come  up  (NIKU,  Documentum,  Criteria 
Encyclopedia  and  CORE  redesign)  in  addition  to  the  exhaustive 
criteria  list  which  has  over  45  issues  that  need  or  should  be 
addressed  to  keep  us  positioned  at  the  forefront  of  the  marketplace 
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mostnotablyPredatoryLendingissijesrcastiflowcriteriar 
Commercial  criteria,  etc.  that  do  take  up  time. 

I  have  also  thought  about  our  discussion  with  Joanne  in  terms  of 
focusing  on  are  top  tier  clients  which  is  approximately  80%  of  our 
revenue.  This  would  result  in  a  reduction  (+  or  -)  of  $25  mil.  dollars. 
If  this  is  possible  we  would  have  to  lay  the  ground  work  in  terms  of 
managing  expectations  since  we  are  asked  on  a  weekly  basis 
(sometimes  daily)  from  finance  what  are  revenue  estimate  is. 

My  reasoning  for  stating  that  the  chart  results  in  a  net  reduction  are 
as  follows: 

1 .  As  Abe  mentioned,  some  of  the  changes  are  on  paper  only.  For 
example  increasing  Kanika,  Monica  and  Justin's  allocation  would 
not  result  in  productivity  gains  since  they  are  working  more  hours  in 
RMBS  than  their  current  allocation  reflects; 

2.  We  received  authorization  yesterday  to  hire  replacements  for 
Linda  (AD)  and  Guy  (Assoc).  We  may  downgrade  the  AD  req.  to 
an  Associate  req.  depending  on  the  pool  of  candidates.  It  will  take 
a  couple  of  years  to  get  these  replacements  to  be  as  productive  as 
Linda  and  Guy. 

3.  Brian  Grow  will  be  leaving  next  year  for  Australia  which  will  be  a 
loss  of  1 FTE.  Brian  is  one  of  our  top  ADs. 

4.  Mark  Levin  currently  allocated  50%  to  RMBS  posted  for  the 
commercial  openings. 

5.  Increases  of  Smith,  Devone,  Goldenberg,  from  50%  to  100%  and 
adding  Rocha  (if  possible)  will  not  fill  the  above  voids. 

I  would  like  to  make  the  following  recommendations: 

1   Consider  asking  if  there  are  any  existing  reqs.  in  the  department 
that  have  not  been  filled  that  could  be  allocated  to  ABS/RMBS. 

2.  Gail  and  Abe  discussing  further  with  Brian  O'Keefe  if  there  are 
any  Directors  currently  available  in  CDOs  to  be  allocated  elsewhere 
(50%). 

3.  Discussing  further  whether  there  are  any  members  of  staff  not 
being  fully  utilized. 

4.  Requesting  adds  to  staff  if  #1  and  #2  are  not  feasible. 

5.  Abe  and  I  make  a  recommendation  to  Pat  J.  on  the  bullet  points 
related  to  CDOs,  surveillance  and  where  to  start  the 
replacements/(new  hires?)  based  on  answers  to  #1-4. 
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Thank  you  for  you  attention  to  this  matter. 
Gail 


Original  Message 

From:    Losice,  Abe 

Sent:    Friday,  December  03,  2004  12:01  AM 
To:      Mcdermott,  Gail;  Jordan,  Pat 
Subject:         Staffing  and  Allocation 

Gail  and  Pat, 

We  have  not  yet  reviewed  the  results  of  last  week's  meeting 
regarding  staffing  and  allocation.  Here  are  a  list  of  issues  that 
actions  have  been  taken  or  questions  are  left  open: 

■  Pat,  you  have  reported  to  Peter  that  we  will  not  currently 
allocate  to  CMBS  Surveillance. 

■  I  delivered  to  Kim  the  resumes  of  the  applicants  for  the 
CMBS  positions  (Digney,  Levin,  Zuliani,  and  Homa). 

■  I  reported  to  Diane  Audino  that  we  are  not  circulating  the 
Associate  posting  for  LASF  and  we  will  not  allocate  for  it 
from  ABS/  RMBS. 

■  We  had  discussed  adding  to  the  analytical  pool  currently. 
Resignations  of  Wu  and  Maurice  in  addition  to  transfer  of 
Wrede  could  give  rise  to  replacement  reqs.  How  many  are 
we  authorized  for?  Are  we  adding  above  these  2  or  3  in 
recognition  of  having  hired  a  small  Associate  class  of  '04? 
Would  we  hire  directly  for  RMBS  or  would  we  hire  for  LOC, 
Synthetics,  and  Surveillance?  How  much  has  been  shared 
with  Debbie  O'Connor's  group? 

■  Stephanie  Payne  has  declined.  Only  2  of  the  '04  summer 
associates  have  agreed  to  join  (Matt  and  Steve).  In  addition 
to  only  one  hire  from  summer  '03  (Nicole  Billick)  points  to  a 
lot  of  work  for  recruitment  with  low  results.  It  will  be  a  good 
test  for  us  to  go  into  the  market  at  this  time,  away  from  on- 
campus  recruitment  at  our  targeted  schools,  and  see  if  we 
can  find  comparable  or  at  least  acceptable  candidates. 

■  There  were  discussions  about  Ravi  Myneni  and  others,  such 
as  Chui  Ng,  in  CDO.  They  could  be  immediately  useful 
helping  on  ABCP. 

■  We  talked  about  maintaining  pool  allocation  to  CDO  of  at 
least  2  FTE.  Are  we  trying  for  that  level  for  surveillance? 
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i—i  have~startedsome~notes"for allocationof  analysts? Some- 
are  just  cosmetic  changes  to  reflect  reality.  Some  are  ideas 
that  have  to  be  explored  for  feasibility.  It  is  for  review  and 
discussion.  It  doesn't  really  reflect  it,  but  it  is  meant  to  lead  to 
flexibility  in  support  of  RMBS  and  ABCP. 

«  File:  Alloc_notes.doc  » 
Thanks, 

Abe 


Abe  Losice 

Managing  Director 

Structured  Finance 

Standard  &  Poor's 

55  Water  Street,  40th  Floor 

New  York,  NY    10041 

Phone:(212)438-7326 
Fax:  (212)438-2649 
abe_losice@sandp.com 
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"From:  Diane  Cory  [ddcory@eaTlMiiik.rret] 
Sent:  Wednesday,  May  03,  2006  9:27  AM 
To:  Scott,  Gale 
Subject:  RE:  Change  in  scheduling/Coaching  sessions/Other  stuff 

Importance:  High 


Gale, 

Let's  order  "Coaching  for  Performance"  by  John  Whitmore  and  "The 
Inner  Game  of  Work"  by  Timothy  Gallwey.  Thanks! 

Diane 


>Diane, 

> 

>Which  books  should  I  order?  I  will  do  it  now. 

> 

>Gale  C.  Scott 

>Managing  Director 

>Global  Real  Estate  Finance 

>Standard  &  Poor's  Rating  Services 

>55  Water  Street,  41st  Floor 

>New  York,  New  York  10041 

> 

>ph:  (212)438-2601 

>fax:  (212)438-2659 

>gale_scott@standardandpoors.com 

> 

> 

> Original  Message 

>From:  Scott,  Gale 

>Sent:  Tuesday,  May  02,  2006  8:12  PM 

>To:  'Diane  Cory' 

>Subject:  RE:  Change  in  scheduling/Coaching  sessions/Other  stuff 

importance:  High 

> 

> 

>Hi  Diane, 

> 

>Thank  you  so  much  for  contacting  me  about  this.  Swamped  is  a. 

>serious  understatement.  We  spend  most  of  our  time  keeping  each 

>other  and  our  staff  calm.  Tensions  are  high.  Just  too  much  work, 

>not  enough  people,  pressure  from  company,  quite  a  bit  of  turnover 

>and  no  coordination  of  the  non-deal  "stuff'  they  want  us  and  our 

>staff  to  do enough  said. 

> 

>Of  course  you  should  go  ahead  and  accommodate  surveillance.  Using 

>part  of  the  VCDS  session  to  introduce  some  basics  is  a  brilliant 

>idea  (Diane,  what's  wrong  with  us.. .why  didn't  we  think  of  this). 

>Then  we  can  have  more  in  depth  training  later  in  the  summer  as  you 

>suggest. 
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>I  am  available  this  Thursday  from  12  noon  to  3:00pm  and  then  any 

>time  after  4:30pm  for  a  call.  Does  anywhere  in  this  timeframe  work 

>forboth  of  you? 

> 

>Gale  C.  Scott 

>Managing  Director 

>Global  Real  Estate  Finance 

>Standard  &  Poor's  Rating  Services 

>5  5  Water  Street,  41st  Floor 

>New  York,  New  York  10041 

> 

>ph:  (212)438-2601 

>fax:  (212)438-2659 

>gale_scott@standardandpoors.com 


> Original  Message 

>From:  Diane  Cory  [mailto:ddcorv@earthlink.net1 

>Sent:  Tuesday,  May  02,  2006  5:18  PM 

>To:  Scott,  Gale 

>Subject:  Change  in  scheduling/Coaching  sessions/Other  stuff 

importance:  High 

> 

> 

>Dear  Gale, 

> 

>Since  I  haven't  heard  from  you  regarding  the  coaching  I  am  thinking 

>you  are  totally  swamped... and  some  things  have  changed  since  I  sent 

>you  the  proposal  for  the  coaching  sessions  for  the  MD  coaches. 

> 

>Daniel  and  I  have  been  asked  to  facilitate  a  session  for  Global 

>Surveillance  on  Thursday  and  Friday,  June  1-2.  We  would  like  to 

>accommodate  them,  if  possible. 

> 

>Daniel  is  wondering  if  we  might  design  part  of  the  upcoming  VCDS 

>session  in  May  to  focus  on  coaching  and  take  the  group  through  some 

>of  the  basics.. .would  that  help  accomplish  several  things  at  once? 

>(If  you  want  to  do  this,  we  need  to  have  you  order  the  coaching  books 

>right  away.)  Then  you  and  I  can  look  at  our  schedules  again  and  come 

>up  with  a  planning  time  and  a  two-day  and  a  one-day  session  perhaps 

>beginning  at  the  end  of  August. 

> 

>  Where's  your  thinking?  Daniel  and  I  are  home  most  of  this  week  and 

>are  happy  to  schedule  a  phone  call  with  you. 

> 

>Hope  you  and  your  family  are  well.  I  have  lots  to  share... 

> 

>Warm  regards, 

>Diane 

>— 

>Diane  Cory 

> 

>Phone:  (603)  642-6729 

>Fax:    (603)642-6479 
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>The  information  contained  in  this  message  is  intended  only  for  the 
>recipient,  and  may  be  a  confidential  attorney-client  communication 
>or  may  otherwise  be  privileged  and  confidential  and  protected  from 
>disclosure.  If  the  reader  of  this  message  is  not  the  intended 
>recipient,  or  an  employee  or  agent  responsible  for  delivering  this 
>message  to  the  intended  recipient,  please  be  aware  that  any 
>dissemination  or  copying  of  this  communication  is  strictly 
>prohibited.  If  you  have  received  this  communication  in  error,  please 
>immediately  notify  us  by  replying  to  the  message  and  deleting  it 
>from  your  computer.  The  McGraw-Hill  Companies,  Inc.  reserves  the 
>right,  subject  to  applicable  local  law,  to  monitor  and  review  the 
>content  of  any  electronic  message  or  information  sent  to  or  from 
>McGraw-Hill  employee  e-mail  addresses  without  informing  the  sender 
>or  recipient  of  the  message. 
> . 


Diane  Cory 


Phone:  (603)  642-6729 
Fax:    (603)642-6479 

U.S.A. 
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"From:  Jordan,  Pat 

Sent:  Tuesday,  October  31,  2006  12:28  PM 
To:  Rose,  Joanne;  Veneable,  Dawanna;  Boyd,  Sheila 
Cc:  Klein,  David 
Subject:  A  CDO  Director  resignation 

Importance:  High 


Unfortunately,  one  of  our  excellent  and  market  experienced  Directors,  Todd  Jaeger, 
resigned  Friday  afternoon  to  join  RBC  Greenwich  Capital. 

"Stupid  money",  was  being  thrown  at  him  by  many  many  ( I  am  not  exaggerating) 
market  participants,  and  he  took  RBC's  offer  b/c  he  knows  the  guyswho  run  the  CDO 
group  and  is  comfortable  working  for  them.  We  have  been  aware  of  Todd's  frustration 
with  having  to  do  high  deal  volume  (10  in  his  pipeline  regularly)  on  top  of  the  things, 
such  as  developing  our  hybrid  criteria,  but  b/c  of  our  staffing  shortage  have  been  able  to 
make  only  slow  progress  in  reassigning  more  junior  work. 

While  I  realize  that  our  revenues  and  client  service  numbers  don't  indicate  any  ill 
affects  from  our  severe  understaffing  situation,  I  am  more  concerned  than  ever  that  we 
are  on  a  downward  spiral  of  morale,  analytical  leadership/  quality  and  client  service. 
Anything  that  can  be  done  to  receive  immediate  approval  for  the  recently  requested 
adds  to  staff  as  well  as  Todd's  replacement  is  needed  asap.  At  the  risk  of  stating  the 
obvious,  Todd,  and  Winnie  Fong  last  month,  are  not  sticking  around  for  S&P  bonuses. 
Reliable  rumor  has  it  that  Todd  was  offered  $500k  for  now  to  March  (end  of  their  comp 
year).  And  then  given  an  indication  to  expect  at  least  $800k  for  the  next  full  comp  year. 
I'm  very  much  aware  that  we  can't  come  close  to  matching  this,  but  we  must  both 
continue  to  make  market  adjustments,  and  try  to  build  a  bench  through  hiring. 

The  market  for  anyone  with  CDO  experience  is  so  hot,  that  even  our  most  junior 
staff  are  quickly  (within  12-18  months)  valuable  to  the  market.  We  expect  more 
resignations. 
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_DATE:"07/09/2007- ^^^a^^^^m^^^m^^^a^^^mm^m 

TIME:  12:04:56 

AUTHOR:  Jim  Badenhausen 

RECEIPIENT:  Yoshizawa,  Yuri 

CC:  Kirnon,  Noel;  Clarkson,  Brian;  McDaniel,  Raymond;  Westlake,  Lisa;  Harris,  Gus;  Subprime  Working  Group 

Craig  Brown;  Subprime  Working  Group  -  Michael  Gross 

SUBJECT:  FW:  CDO  Surviellance  Note  7_071.doc 

Dear  Yuri  - 


Thanks  for  sharing  this  draft  of  the  CDO  surveillance  piece  you're  planning  to  publish 
later  this  week.  We  took  a  look  at  it  over  the  weekend,  and  think  there  is  alot  of  good 
information  here.  We  did  had  a  few  reactions  to  the  document  -  from  an  outsider's 
perspective  -  that  we  wanted  to  share  with  you  as  you  continue  to  refine  this  in  the  days 
ahead. 


-  We  thought  it  might  be  useful,  at  the  outset,  to  provide  an  easily  digestable  overview 
of  what  you  look  at  as  part  of  your  CDO  surveillance  -  including  the  performance  of 
underlying  assets,  the  CDO  structural  features  and  the  asset  manager's  decisions.  This 
would  be  especially  useful  for  the  press  and  other  less  sophisticated  audiences, 
although  perhaps  it  could  even  be  a  helpful  reminder  for  more  sophisticated  investors. 
Fitch  has  a  slide  like  this,  which  you  may  have  already  seen,  in  the  sub-prime/CDO 
presentation  posted  on  their  website  (see  the  attached  deck),  and  we've  pasted  the 
relevant  slide  below  for  easy  reference. 

-  Presumably  one  of  the  most  important  parts  of  this  document,  given  the  current 
market  environment,  is  the  discussion  of  the  factors  that  could  lead  to  an 
upgrade/downgrade.  And,  as  outsiders  who  aren't  as  familiar  with  CDOs  and  the 
surveillance  process  itself,  we  had  a  little  trouble  understanding  the  chart  you've 
included  here.  We  thought  this  section  might  benefit  from  a  little  more  "user-friendly" 
context  and  explanation,  to  the  extent  possible,  as  it  could  help  the  press  and  other  key 
constituencies  understand  the  key  drivers  you  look  at  in  monitoring  these  securities. 

-  We  also  were  wondering  if  it  might  be  worthwhile  to  talk  specifically  about  the 
surveillance  of  CDOs  backed  by  RMBS's,  given  the  scrutiny  that  they  are  under  right 
now.  For  instance,  in  the  attached  deck  posted  on  their  website  (and  in  the  slide  pasted 
below),  S&P  talks  about  their  "integrated  process  for  CDO  and  RMBS  surveillance"  and 
mentions  that  "prior  to  the  release  of  RMBS  rating  actions  we  are  fully  aware  of  the 
exposures  within  our  rated  CDO  transactions,  and  have  made  at  least  a  preliminary 
assessment  of  any  potential  CDO  rating  impact."  That  could  be  a  good  message  to  put 
out  into  the  marketplace,  if  Moody's  CDO  surveillance  process  works  in  a  similar  way. 

-  In  the  section  about  your  CDO  surveillance  infrastructure,  we  were  struck  by  the  data 
point  about  the  26  professionals  who  are  dedicated  to  monitoring  CDO  ratings.  While 
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thisisrno  doubt;  astrongieam;  wewanted  to~at  leastTaisethe-questionabout  whether  ~ 
the  company's  critics  could  twist  that  number  -  e.g.,  by  comparing  it  to  the  13,000+ 
CDOs  you're  monitoring  -  and  once  again  question  if  you  have  adequate  resources  to 
do  your  job  effectively.  Given  that  potential  risk,  we  thought  you  might  consider 
removing  any  specific  reference  to  the  number  of  people  on  the  CDO  surveillance  team. 

-  There  is  quite  a  bit  of  talk  here  about  Moody's  "automated"  surveillance  systems,  and 
they  are  obviously  an  important  part  of  the  surveillance  process.  But  this  also  could  be 
misconstrued  by  critics  to  make  it  sound  like  your  surveillance  system  is  on  "autopilot." 
We  were  wondering  if  there  is  more  you  could  say  about  the  rigorous  analysis  that  your 
analysts  -  and  the  ratings  committees  -  do  in  this  process. 

-  There  are  also  several  parts  of  this  paper  that  make  the  CDO  surveillance/monitoring 
process  sound  potentially  slower  than  it  no  doubt  is  (e.g.,  "the  ultimate  decision  to 
upgrade/downgrade  is  subject  to  additional  analysis  over  a  period  of  a  few  weeks  to  a 
few  months").    Again,  we  are  concerned  that  statements  like  this  could  be  taken  out  of 
context  by  your  critics  and  twisted  to  sound  like  evidence  of  a 

slow,  ineffective  monitoring  process.    Perhaps  some  of  these  turns  of  phrase  could  be 
reworked  with  those  external  audiences  in  mind. 


Hope  these  thoughts  are  helpful.    Let  us  know  if  you  have  any  questions  or  would  like 
to  discuss  this  further. 


Thanks. 

-  Jim,  Michael  and  Craig 

EXCERPT  FROM  FITCH  PRESENTATION  on  SUB-PRIME/CDO'S  (SLIDE  54) 
CDO  Surveillance  Framework 

Three  Pillars  of  CDO  Performance 

§  Performance  of  Underlying  Assets 
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o Primary  CDO  performance  driveris  theperformaneeof  theunderlyingassets 

o        Successful  CDO  surveillance  must  be  able  to  measure  and  monitor  performance 
changes 

§         CDO  Structural  Features 

o  CDO  structural  features  vary  deal-by-deal 

o  Features  may  impact  rating  actions  on  specific  CDO  tranches 

o  Features  may  impact  severity  of  rating  actions  on  CDO  tranches 

§         Asset  Manager's  Decisions 

o  Asset  Manager  incentive  or  focus  may  change  throughout  the  life  of  a  CDO 

o  Successful  CDO  Surveillance  must  work  with  Asset  Managers  to: 

§  Understand  manager's  view  on  asset  selection 

§  Understand  manager's  view  of  asset  performance  and  trading  strategy 

§         Assess  manager's  ability  to  adjust  to  current  market  conditions 

EXCERPT  FROM  S&P  PRESENTATION  on  SUB-PRIME/CDO'S  (SLIDE  26) 
S&P  Has  an  Integrated  Process  for  CDO  and  RMBS  Surveillance 

.  Standard  &  Poor's  has  an  integrated  surveillance  process  to  ensure 

the  ratings  on  our  rated  RMBS  bonds  and  CDO  transactions  reflect 

our  most  current  credit  view 

.  CDO  Surveillance  is  informed  of  RMBS  Surveillance's  current  credit 

opinion  and  outlook  for  rated  transactions 

.  RMBS  Surveillance  is  aware  of  RMBS  exposure  within  Standard  & 

Poor's  rated  CDO  transactions 
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.  Prior  to  the  release  of  RMBS  rating  actions  we  are  fully  aware  of  the 
exposures  within  our  rated  CDO  transactions,  and  have  made  at 
least  a  preliminary  assessment  of  any  potential  CDO  rating  impact 


From:  Yoshizawa,  Yuri  [mailto:Yuri.Yoshizawa@moodys.com] 

Sent:  Friday,  July  06,  2007  5:47  PM 

To:  Kirnon,  Noel 

Cc:  Clarkson,  Brian;  McDaniel,  Raymond;  Westlake,  Lisa;  Harris,  Gus;  Badenhausen,  Jim 

Subject:  FW:  CDO  Surviellance  Note  7_071.doc 


FYI  -  This  is  a  draft  of  the  CDO  surveillance  piece  that  we'll  be  publishing  next  week  and  discussing  as 
one  part  of  the  CDO  portion  of  the  teleconference.  Along  with  finalizing  this  piece,  we'll  be  working  on  the 
teleconference  slides  over  the  weekend  and  during  the  first  couple  of  days  of  next  week. 

Original  Message 

From:  Yoshizawa,  Yuri 

Sent:  Friday,  July  06,  2007  5:08  PM 

To:  'Jeremy  Gluck';  Polansky,  Jonathan 

Cc:  Harris,  Gus;  Park,  John 

Subject:  RE:  CDO  Surviellance  Note  7_071.doc 


My  comments  to  the  updated  document. 

Thanks. 

— Original  Message — ~ 

From:  Jeremy  Gluck  [mailto:jandjgluck@sbcglobal.net] 

Sent:  Thursday,  July  05,  2007  2:03  PM 

To:  Polansky,  Jonathan 

Cc:  Harris,  Gus;  Yoshizawa,  Yuri;  Park,  John 

Subject:  Re:  CDO  Surviellance  Note  7_071.doc 


Sorry,  looks  like  I  sent  the  wrong  version-there  really  is  a  conclusion  in  the 
attachment. 


—  Original  Message  — 

From:  "Polansky,  Jonathan"  <Jonathan.Polansky@moodys.com> 

To:  Jeremy  Gluck  <jandjgluck@sbcglobal.net> 

Sent:  Thursday,  July  5,  2007  10:31:57  AM 

Subject:  RE;  CDO  Surviellance  Note  7_071.doc 
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Jerry, 

Were  you  going  to  write  the  conclusion  or  were  you  thinking  that  we'd  take  care  of  it?  I'm  new  at  this 
so  i'm  not  sure  what  you've  done  in  the  past,  (also  wanted  to  make  sure  that  you  sent  back  you're 
final  version  because  this  one  still  had  the  notes  of  a  conclusion  from  gus  and  not  a  conclusion). 
Thanks. 


Jon 


Original  Message 

From:  Jeremy  .Gluck  [mailto:jandjgluck@sbcglobal.net] 

Sent:  Thursday,  July  05,  2007  1:17  PM 

To:  Polansky,  Jonathan 

Cc:  Harris,  Gus;  Park,  John;  Yoshizawa,  Yuri 

Subject:  Re:  CDO  Surviellance  Note  7_071.doc 


Thanks  for  everyone's  quick  comments.  I've  attached  an  updated  draft.  Let  me 
know  if  you'd  like  me  to  make  further  changes. 


Regards, 
Jerry 


—  Original  Message  — 

From:  "Polansky,  Jonathan"  <Jonathan.Polansky@moodys.com> 

To:  Jeremy  Gluck  <jandjgluck@sbcglobal.net> 

Cc:  "Harris,  Gus"  <Gus.Harris@moodys.com>;  "Park,  John" 

<John.Park@moodys.com>;  "Yoshizawa,  Yuri"  <Yuri.Yoshizawa@moodys.com> 

Sent:  Wednesday,  July  4,  2007  10:54:34  AM 

Subject:  RE:  CDO  Surviellance  Note  7_071.doc 


Jerry, 

My  comments  are  attached  (should  incorporate  John's  and  Gus'  comments  -John  pis  verify  - 1 
added  the  #s  from  Carie  and  Chris.  Also,  the  original  deal  score  explainatory  paper  is  attached 
for  reference  -  you'll  see  Gus'  suggestion.  Thanks. 

Jon  «CDO  Surviellance  Note  7_07jp.doc»  «Mdsr.pdf» 

Original  Message — 

From:  Harris,  Gus 

Sent:  Wednesday,  July  04,  2007  12:36  PM 

To:  "Jeremy  Gluck' 

Cc:  Park,  John;  Polansky,  Jonathan;  Yoshizawa,  Yuri 

Subject:  CDO  Surviellance  Note  7_071.doc 
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«  File:  CDO  Surviellance  Note  7_071.doc  » 
My  comments  are  attached.  Thanks  Jerry 


The  information  contained  in  this  e-mail  message,  and  any  attachment  thereto, 
is  confidential  and  may  not  be  disclosed  without  our  express  permission.  If 
you  are  not  the  intended  recipient  or  an  employee  or  agent  responsible  for 
delivering  this  message  to  the  intended  recipient,  you  are  hereby  notified  that 
you  have  received  this  message  in  error  and  that  any  review,  dissemination, 
distribution  or  copying  of  this  message,  or  any  attachment  thereto,  in  whole  or 
in  part,  is  strictly  prohibited.  If  you  have  received  this  message  in  error,  please 
immediately  notify  us  by  telephone,  fax  or  e-mail  and  delete  the  message  and 
all  of  its  attachments.  Thank  you.  Every  effort  is  made  to  keep  our  network 
free  from  viruses.  You  should,  however,  review  this  e-mail  message,  as  well  as 
any  attachment  thereto,  for  viruses.  We  take  no  responsibility  and  have  no 
liability  for  any  computer  virus  which  may  be  transferred  via  this  e-mail 
message. 


The  information  contained  in  this  e-mail  message,  and  any  attachment  thereto,  is 
confidential  and  may  not  be  disclosed  without  our  express  permission.  If  you  are 
not  the  intended  recipient  or  an  employee  or  agent  responsible  for  delivering  this 
message  to  the  intended  recipient,  you  are  hereby  notified  that  you  have  received 
this  message  in  error  and  that  any  review,  dissemination,  distribution  or  copying 
of  this  message,  or  any  attachment  thereto,  in  whole  or  in  part,  is  strictly 
prohibited.  If  you  have  received  this  message  in  error,  please  immediately  notify 
us  by  telephone,  fax  or  e-mail  and  delete  the  message  and  all  of  its  attachments. 
Thank  you.  Every  effort  is  made  to  keep  our  network  free  from  viruses.  You 
should,  however,  review  this  e-mail  message,  as  well  as  any  attachment  thereto, 
for  viruses.  We  take  no  responsibility  and  have  no  liability  for  any  computer  virus 
which  may  be  transferred  via  this  e-mail  message. 
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2007  Performance  Management  Process  (PMP) 

Review  Period:  2007 


General  Information 


Employee  Information 


D'ERCHIA 


PETER 


Last  Name 

MD-BUSINESS 
DEVELOPMENT 


First  Name 

CORPORATE  &  GOV'T 
RATINGS 


Middle 

NEW  YORK,  NY 


Title 


Department 


Location 


Manager  Information 


MONTRONE,  WILLIAM  L      ^g™JS  C&G  US 


Manager  Name 


Title 


Overview 


Section  I  -Goals 


Rkis)'.':-. 

Goal 


CDO  Initiative 
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Summary  Section 


saSsfe 
Employee  Comments 

This  may  be  the  first  time  in  my  26  year  career  with 
S&P 

that  I  have  commented  on  a  supervisor's 
performance 

evaluation.  I  do  not  agree  with  Joanne's  overall 
evaluation  of  my  2007  performance. 
In  my  mid-year  review  for  2007,  Joanne 
states:  "Peter  is 

on  track  for  a  good  performance  year."  My  2007 
performance  goals  were  being  met  through  the  first 
half 

of  the  year,  as  Joanne  acknowledged,  and  after  the 
mid- 
year, I  continued  to  meet  them. 
Joanne's  negative  comments  in  this  year-end 
review, 

such  as  1  was  "notably  absent  from  many 
discussions" 

and  that  Joanne  did  not  "feel  [my]  leadership",  are 
the 

result  of  a  disagreement  she  and  I  had  over  the 
subprime  debt  deterioration.  In  early  July  2007, 1 
strongly  disagreed  with  Joanne  about  subprime  debt 
deterioration.  My  professional  assessment  on  that 
matter  appears  to  have  douded  her  objectivity 
about  my 
year-end  performance. 


;        i 
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|  I 


Even  more  offensive  —  and  flatly  wrong  —  is  the 

statement  that  1  am  not  working  for  a  good  outcome 

for 

S&P.  That  is  all  I  am  working  towards  and  have 

been  for 

26  years.  It  is  hard  to  respond  to  such  comments, 

which 
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I  think  reflect  Joanne's  personal  feelings  arising  from 
•our   . 

disagreement  over  subprime  debt  deterioration,  not 
professional  assessment. 

I  do  not  accept  the  comment  that  I  was  not  actively 
engaged  with  direct  reports  or  the  broader 
department. 

My  direct  report  evaluations  have  been  stellar; 
turnover 

in  my  group  is  less  that  1%  over  the  last  three 
years; 

and  I  have  exceeded  my  revenue  budget  the  last 
seven 

years.  Such  comments,  and  others  like  it,  suggest 
to  me 

that  this  year-end  appraisal,  in  contrast  to  the  mid- 
year 

appraisal,  has  more  to  do  with  our  differences  over 
subprime  deterioration  than  an  objective 
assessment  of 
my  overall  2007  performance. 


•\  i  Mid-Year  Review  Date/Comments 

:   |  Peter  is  on  track  for  a  good  performance  year.  He 

!  should  continue  to 

j  try  to  work  with  the  other  members  of  the  SFLT  to 

=  !  continue  to  improve 

;  ''  our  survelllence  functions. 
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Employee:  PETER  D'ERCHIA 

Manager:  VICKIE  TILLMAN 


Second  Level 
Manager: 


VICKIE  TILLMAN 


Date  02/08/2008 

Date  02/08/2008 

Date  01/25/2008 
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"DATEn  0/1 272007 .......  .    — 

TIME:  21:44:41  GMT 

AUTHOR:  Hu,  Jian 

RECEIPIENT:  Carrafiello,  Crystal;  Steckert,  Marianne;  Yoshizawa,  Yuri;  Kolchinsky,  Eric;  Trefflich,  Kara;  Adler, 

Michael;  Trier,  Nathan;  Fu,  Yvonne;  Cantor,  Richard;  Kanef,  Michael;  Teicher,  David;  Thomas,  Julia;  Adler,  Michelle; 

Weill,  Nicolas;  Polansky,  Jonathan;  Robinson,  Claire;  Kornfeld,  Warren;  Leshko,  Courtney;  Jonas,  Gregory; 

Liberman,  Jessica;  Harris,  Gus;  Park,  John;  Kirnon,  Noel;  Hemmerling,  Brett;  Osborne,  Timothy;  Mirenda,  Anthony 

(Tony);  Laserson,  Fran;  Huber,  Linda 

CC: 

SUBJECT:  RE:  Fitch's  teleconference  presentation  and  questions  from  their  Q&A 

After  S&P,  Fitch  is  now  also  blaming  fraud  for  the  impact  on  RMBS  rating,  at  least  partially. 

Fitch  CEO  says  fraudulent  lending  practices  may  have  contributed  to  problems  with 
ratings 

<javascript:void(0);> 

594  words 

12  October  2007 

9:09:58  PM  GMT 

Associated  Press  Newswires  </tools/sourceDetails.aspx?srcs=APRS> 

English 

(c)  2007.  The  Associated  Press.  All  Rights  Reserved. 

Credit  rating  agencies,  which  guide  investors  about  the  risks  of  bonds,  have  come  under  scrutiny 
for  giving  their  blessing  to  mortgage-backed  securities  that  have  since  plummeted  in  value.  Now, 
Congress,  several  states  and  the  Securities  and  Exchange  Commission  are  probing  the  agencies. 

Stephen  Joynt,  chief  executive  of  No.  3  player  Fitch  Ratings,  said  in  a  recent  interview  that 
the  blame  may  lie  with  fraudulent  lending  practices,  not  his  industry. 

AP:  Companies  and  other  bond  issuers  pay  you  to  rate  their  securities.  One  senator  compared 
this  to  paying  a  movie  critic  for  a  review. 

Joynt:  For  a  long  time  it's  been  acknowledged  that  there's  a  potential  for  a  conflict  of  interest  in 
the  business  model  that  has  issuers  pay  rating  agencies. 

Would  you  support  changes  to  the  system  of  being  paid  by  the  issuers? 

I  think  it  would  be  very  difficult  to  change  or  transition  away  from  that  today.  The  reason  (for) 
the  original  model  to  have  the  issuers  pay  was  ...  they  wanted  rating  agencies  to  be  capable  of 
paying  higher  salaries  for  a  more  competent  staff.  I  think  that's  still  probably  an  important  need. 

Has  the  SEC  been  in  contact  with  you? 

We  had  a  pretty  extensive  meeting  with  them  several  weeks  ago.  I  think  maybe  10  or  15 
representatives  came  up  and  sat  for  maybe  a  four-hour  meeting.  We  gave  them  a  good  update  on 
our  process  of  rating  mortgage-backed  securities,  which  is  what  they  were  interested  in. 

Your  industry's  taken  heat  for  awarding  high  ratings  to  bond  offerings  backed  by  mortgages  sold 
to  people  with  poor  credit.  How  did  you  determine  your  ratings? 
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(homeowners'  credit  scores)  may  not  be  the  best  indicators  of  the  performance  on  this  batch  of 

subprime  securities.  It  also  may  be  true  that  some  of  the  underlying  information  on  some  of  the 

loans  may  have  contributed  to  that  performance,  possibly  by  being  fraudulent.  Some  have 

suggested  that  the  incidence  of  fraud  in  the  processing  of  more  recent  subprime  mortgages, 

especially  in  the  last  year  and  a  half,  may  have  been  far  more  extensive  than  we  had  seen  in  the 

past. 

Did  you  make  the  right  calls  with  the  information  you  had? 

We've  recently  gone  back  and  reviewed  all  of  the  mortgage-backed  securities  for  subprime  that 
we  rated  in  2006  that  people  are  questioning  most,  and  we've  reaffirmed  all  of  our  triple-A 
ratings  just  in  the  last  several  weeks.  We've  made  some  changes  in  double-A  and  single-A. 
There's  certainly  been  deterioration  in  that. 

It's  not  the  first  time  rating  agencies  have  grabbed  headlines.  In  the  days  of  the  Enron  scandal, 
the  industry  was  also  accused  of  missing  the  boat. 

I  wouldn't  say  that  finding  these  particular  two  headlines  and  linking  them  is  the  way  I  would 
present  our  reputation  or  image  in  the  market. 

Is  your  industry  being  made  a  scapegoat? 

Is  there  something  we  could  have  done  different  or  better?  We  should  focus  on  our  primary  job. 
That's  our  lead  job,  as  contrasted  with  spending  a  lot  of  time  and  energy  to  put  in  place  responses 
to  the  people  who  are  offering  critiques. 

Did  you  do  a  better  job  than  your  competitors? 

I  can  think  of  specific  instances  where  we  declined  to  rate  certain  things  that  the  others  did. 
Maybe  they  can  think  of  the  same  instances  for  us. 


Regards, 

Jian  Hu 

Structured  Finance  -  CDOs/Derivatives 

Moody's  Investors  Service 

Tel:  212.553.7855 


— Original  Message — 
From:  Hu,  Jian 

Sent:  Wednesday,  October  10,  2007  12:58  PM 

To:  Carrafiello,  Crystal;  Steckert,  Marianne;  Yoshizawa,  Yuri;  Kolchinsky,  Eric;  Trefflich,  Kara;  Adler,  Michael;  Trier, 

Nathan;  Fu,  Yvonne;  Cantor,. Richard;  Kanef,  Michael;  Teicher,  David;  Thomas,  Julia;  Adler,  Michelle; 

Weill,  Nicolas;  Polansky,  Jonathan;  Robinson,  Claire;  Kornfeld,  Warren;  Leshko,  Courtney;  Jonas,  Gregory; 

Liberman,  Jessica;  Harris,  Gus;  Park,  John;  Kirnon,  Noel;  Hemmeriing,  Brett;  Osborne,  Timothy;  Mirenda, 

Anthony  (Tony);  Laserson,  Fran;  Huber,  Linda 
Subject:         RE:  Fitch's  teleconference  presentation  and  questions  from  their  Q&A 

Also,  CreditFlux  sent  out  an  alert  on  a  S&P  conference  yesterday: 

S&P  says  it  underestimated  extent  of  fraud  in  subprime  industry 
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At  a  conference  today,  S&P  said  it  underestimated  the  extent  of  fraud  in  the  subprime 
industry.  The  agency's  chief  economist  David  Wyss  said  the  US  subprime  housing  crisis  will 
not  reach  its  peak  until  2009.  He  said  the  extent  of  fraud  in  the  subprime  industry  increased 
sharply  in  2006.  He  added  that  US  economic  growth  will  lag  at  2%  in  2007  and  2008,  down 
from  2.9%  in  2006.  Due  to  the  subprime  crisis,  he  said  the  US  would  contribute  only  9%  of 
world  growth  in  2007 


Regards, 

Jian  Hu 

Structured  Finance  -  CDOs/Derivatives 

Moody's  Investors  Service 

Tel:  212.553.7855 


— Original  Message — 

From:      Carrafiello,  Crystal 

Sent:       Wednesday,  October  10,  2007  12:45  PM 

To:  Steckert,  Marianne;  Yoshizawa,  Yuri;  Kolchinsky,  Eric;  Trefflich,  Kara;  Adler,  Michael;  Trier,  Nathan;  Fu, 

Yvonne;  Cantor,  Richard;  Kanef,  Michael;  Teicher,  David;  Thomas,  Julia;  Adler,  Michelle;  Weill, 

Nicolas;  Polansky,  Jonathan;  Robinson,  Claire;  Kornfeld,  Warren;  Leshko,  Courtney;  Jonas,  Gregory; 

Liberman,  Jessica;  Harris,  Gus;  Park,  John;  Kirnon,  Noel;  Hemmeriirig,  Brett;  Osborne,  Timothy;  Hu, 

Jian;  Mirenda,  Anthony  (Tony);  Laserson,  Fran;  Huber,  Linda 
Subject:  Fitch's  teleconference  presentation  and  questions  from  their  Q&A 

A  little  intelligence  from  Fitch's  recent  teleconference  that  may  assist  in  your 
preparation. 

Slides  from  their  presentation  attached. 

«  File:  Fitch  Slides.pdf  » 
Some  key  points: 

•  A  whole  section  is  devoted  to  closed-end  seconds,  which  they  were  just  getting 
around  to. 

•  They  noted  that  they  have  chosen  to  take  aggressive  action  to  give  the  best 
estimate  as  to  where  they  think  the  ratings  are  going,  rather  than  engage  in  more 
mild,  but  serial  downgrades,  which  does  not  serve  the  market 

•  They  confirmed  100%  of  first-lien  backed  AAAs 

•  If  I  am  interpreting  the  transition  matrix  on  slide  1 7  correctly,  about  1 1%  of 
triple-B's  downgraded  went  to  single  B  and  less  than  2%  to  triple-C. 

•  They  do  not  appear  to  have  left  any  rating  classes  under  review 

•  They  indicated  they  will  do  another  full  review  of  the  2006  vintage  in  6  months. 

•  They  noted  that  they  are  likewise  currently  reviewing  1st  half  '07  deals. 

•  They  focused  solely  on  the  RMBS  and  did  not  provide  projections  of  likely  CDO 
rating  impact. 
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There  was  some  discussion  of  how  they  look  at  home  price  appreciation  and  other 
statistics  on  a  state-by-state  basis  and  that  next  month  they  will  be  upgrading  then- 
model  to  take  in  differences  by  the  top  50  US  metropolitan  markets. 


Questions  asked  during  the  Q&A 

•  What  is  the  rationale  for  reviewing  the  '07  transactions  so  soon  after  rating  them? 

•  How  can  you  square  your  assumptions  on  underlying  home  price  appreciation 
with  that  reflected  in  the  performance  of  the  ABX? 

•  The  2005  vintage  is  just  facing  resets  and  we  are  already  seeing  significant 
deterioration  in  terms  of  delinquencies.  What  are  your  expectations  on  initial  90- 
day  delinquencies  and  what  type  of  roll-rates  are  you  using  from  there? 

•  The  availability  of  credit  has  changed  substantially,  impacting  the  ability  to 
refinance.    How  have  you  adjusted  your  models  to  reflect  this? 

•  The  market's  perception  is  that  ratings  continue  to  lag.  Can  you  provide  us 
confidence  that,  as  you  have  stated,  this  is  not  just  one  in  a  "stair-step"  approach 
to  rating  revisions? 

•  How  do  you  see  the  performance  of  first  liens  without  a  second  lien  to  first  liens 
with  a  second  lien? 

•  Where  do  you  think  we  stand  in  terms  of  the  ARM  resets  for  RMBS? 

•  Do  you  believe  that  there  is  a  high  percentage  of  fraudulent  loans,  particularly 
among  the  second  liens,  and  that  after  they  are  removed,  the  rest  of  the  pool  will 
perform  better? 

•  Apparently  another  rating  agency  has  said  that  they  may  have  to  take  additional 
actions  as  the  result  of  lower-than-expected  levels  of  loan  modifications.  Does 
Fitch  share  that  concern? 

•  Has  your  model  factored  in  the  impact  of  a  recession  and  or  are  we  likely  to  be  on 
a  similar  call  6  months  from  now  hearing  "who  knew  we  were  going  to  have  a 
recession?"  How  resilient  would  the  triple-B's  and  below-investment-grade 
ratings  be  relative  to  the  triple- A' s? 

•  Is  Fitch  taking  more  actions  because  it  is  rating  worse  deals? 

•  How  do  the  rating  actions  flow  through  to  the  mezzanine  CDOs  and  is  the  way 
that  you  are  looking  at  these  loss  projections  different  from  the  views  of  the  CDO 
team? 

•  What  is  your  thinking  on  the  impact  of  foreclosure  processing?  Is  the  deluge 
problematic  in  terms  of  timelines  and  loss  severities? 

•  How  are  you  stress-testing  the  capacity  of  the  servicers  in  your  rating 
methodology  for  them? 
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Goldman  Sachs  Expected  Profit  from  RMBS  Securitizations 

June  2005  -  August  2007 
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Expected  Settlement  Oate   Deal  Size  [Approximate] 


Securitization 


June  29, 

December  29, 

February  17, 

February  23, 

March  29, 

March  30, 

April  27, 

April  28, 

April  28, 

May  16, 

May  26, 


2005 
2005 
2006 
2006 
2006 
2006 
2006 
2006 
2006 
2006 
2006 


May  30,  2006 

June  9,  2006 

June  30,  2006 

July  13,  2006 

August  25,  2006 

September  27,  2006 

September  28,  2006 

October  13,  2006 

October  30,  2006 

December  20,  2006 


December 

December 

January 

January 

February 

February 

February 

February 

February 

April 

April 

April 

August 


20,  2006 

27,  2006 

25,  2007 
31,  2007 
20,  2007 
22,  2007 
22,  2007 
22,  2007 

28,  2007 
12,  2007 
17,  2007 

26,  2007 
30,  2007 


970,327,831 
752,357,110 
936,138,197 
972,S54,859 
809,746,321 

1,509,335,061 

486,629,500 

60,030,000 

949,194,951 

359,326,855 

1,573,244,000 

1,175,955,655 


651, 

992, 

345, 

1,016, 

1,001, 

2,082, 

338, 

874, 

[Group  I:  67,124,073) 

337,355,439]  =  404, 

751, 

1,028, 
720, 
292, 

1,858, 
642, 
648, 

1,007, 
306, 
953, 
144, 
419, 
700, 


,018,182 
,270,000 
,085,606 
,102,000 
,909,809 
,713,112 
,821,000 
,191,130 

*  (Group  II: 

,479,512 
921,900 
228,000 
760,000 
722,704 
511,000 
014,000 
356,000 
881,000 
179,642 
546,000 
439,000 
650,346 
500,000 


GSAMP  Trust  2006-NC2 
GSAMP  Trust  2005-HE6 
GSAMP  Trust  2006-HE1 

FFMLT  Trust  2006-FF3 
GSAMP  Trust  2006-HE2 

GSAMP  Trust  2006-FF4 

GSAMP  Trust  2006-S3 

GSMSC  Pass-Through  Trust  2006-2R 

GSAMP  Trust  2006-FM1 

FFMLT  Trust  2006-FF6 

GSAMP  Trust  2006-HE3 

Wells  Fargo  Home  Equity  Asset-Backed 

Securities  2006-1  Trust 

GSAMP  Trust  2006-S4 
GSAMP  Trust  2006  HE-4 

GSAMP  Trust  2006-S5 
GSAMP  Trust  2006-HE5 
GSAMP  Trust  2006-FM2 
GSAMP  Trust  2006-FF-13 

GSAMP  Trust  2006-S6 
GSAMP  Trust  2006-HE7 

GSAMP  Trust  2006-S7 

GSAMP  Trust  2006-FM3 

GSAMP  Trust  2006-HE8 

GSAMP  Trust  2007-FM1 

GSAMP  Trust  2007-H1 

GSAMP  Trust  2007-NC1 

GSAMP  Trust  2007-HE1 

GSAMP  Trust  2007-HE1 

GSAMP  Trust  2007-FM2 

GSAMP  Trust  2007-S1 

GSAMP  Trust  2007-HE2 

GSR  2007-HEL1 

FFMLT  2007-FFB-SS 

GSAMP  Trust  2007-HSBS 


Total  Deal  Value:  $27,736,140,283 
Total  Profit  Value:  $109,600,000 


Certification 

Mortage  Pass  Through  Certificates,  Series  2006-NC2 
Mortage  Pass  Through  Certificates,  Series  2005-HE6 
Mortage  Pass  Through  Certificates,  Series  2006-HE1 
Mortage  Pass  Through  Certificates,  Series  2006-FF3 
Mortage  Pass  Through  Certificates,  Series  2006-HE2 
Mortage  Pass  Through  Certificates,  Series  2006-FF4 
Mortage  Pass  Through  Certificates,  Series  2006-S3 

Pass-Through  Certificates,  Series  2O06-2R 
Mortage  Pass  Through  Certificates,  Series  2006-FM1 
Mortage  Pass  Through  Certificates,  Series  2006-FF6 
Mortage  Pass  Through  Certificates,  Series  2006-HE3 

Home  Equity  Asset-Backed  Certificates,  Series  2006-1 

Mortage  Pass  Through  Certificates,  Series  2006-S4 
Mortage  Pass  Through  Certificates,  Series  2006-HE4 

Mortage  Pass  Through  Certificates,  Series  2006-SS 
Mortage  Pass  Through  Certificates,  Series  2006-HE5 
Mortage  Pass  Through  Certificates,  Series  2006-FM2 
Mortage  Pass  Through  Certificates,  Series  2006  FF-13 

Mortage  Pass  Through  Certificates,  Series  2006-S6 
Mortage  Pass  Through  Certificates,  Series  2006-HE7 

Mortage  Pass  Through  Certificates,  Series  2006-S7 

Mortage  Pass  Through  Certificates,  Series  2006-FM3 
Mortage  Pass  Through  Certificates,  Series  2006-HE8 
Mortage  Pass  Through  Certificates,  Series  2007-FM1 
Mortage  Pass  Through  Certificates,  Series  2007-HE1 
Mortage  Pass  Through  Certificates,  Series  2007-NC1 
Mortage  Pass  Through  Certificates,  Series  2007-HE1 
Mortage  Pass  Through  Certificates,  Series  2007-HE1 
Mortage  Pass  Through  Certificates,  Series  2007-FM2 

Mortage  Pass  Through  Certificates,  Series  2007-S1 
Mortage  Pass  Through  Certificates,  Series  2007-HE2 

Mortage  Pass  Through  Certificates,  Series  2007-1 
Mortage  Pass  Through  Certificates,  Series  2007-FFB-SS 
Mortage  Pass  Through  Certificates,  Series  2007-HSBC 


Smallest  Profit:  $250,000 

Largest  Profit:  $15,000,000 
Average  Profit:  $3,131,428 


Expected  Profit 
[Approximate] 

3,000,000 
1,000,000 
1,000,000 
2,000,000 
2,000,000 
8,000,000 
2,000,000 
6,000,000 
8,000,000 
1,000,000 
5,000,000 

1,000,000 

6,000,000 
3,000,000 
8,000,000 
2,000,000 
1,000,000 
2,000,000 
4,000,000 
2,000,000 

7,000,000 

1,500,000 
2,000,000 
1,000,000 

400,000 
2,000,000 
1,000,000 

700,000 
1,250,000 
6,000,000 

250,000 

500,000 

3,000,000 

15,000,000 


Source:  Goldman  Sachs  documents 

Prepared  by  U.S.  Senate  Permanent  Subcommittee  on  Investigations,  February  2011 
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Business  Unit 


Net  Revenues  from  ABS  Products  Backed  bv  U.S.  Residential  Mortgages* 


ABS  Secondary  Trading 

ABS  Correlation  Trading 

CDO  Primary  Issue 

ABS  CDO  Legacy' 

RMBS 

Special  Products  Group  —  Asset  Finance 

Special  Products  Group  -  Risk  Trading 

Winchester  Capital 


Total 


28-Fcb-07 


31-Mar-07 


2007 


2008 


211.590,808 
60,566.887 
(18.327,179) 

116,956,270 

614,876 

(18.317) 

42,770,439 


200,727,927 
77.304.095 


869,653,630 
308,550,000 


(18,312,631)         (791.915,674) 


181,334,847 
476,984 


(459,859.880) 
7.493.385 


(9,539,371)         (119.881,710) 
29,938,219  (609,538,301) 


486,916,368 
95,848,354 
.  (225,658,251) 

(132.517.231) 

(2.994.238,224) 

(409.585,890) 

6,301,943 

(489.032,940) 


432,480.963  480.242,701  (795,498,550)  (3,661.965,871) 


Total  2007-2008 


1,356,569,998 

404398,354 

(1,017,573,925) 

(132,517331) 

(3,454.098,104) 

(402,092,505) 

(1 13,579,767) 

(1,098,571,241) 


(4.457.464,421) 


*    The  infomiation  set  forth  herein  does  not  reflect  net  revenues  for  CDO  Secondary  Trading.  These  data  are  not  readily  available  because  the  trading  book  files  used  to 

derive  the  requested  information  combine  CDO  and  CLO  Secondary  Trading,  without  providing  separate  breakouts  for  these  assets. 
'  "ABS  CDO  Legacy"  is  a  London-based  Deutsche  Bank  account  which  purchased  positions  from  CDO  Primary  Issue  in  September  2007. 
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1.     SUMMARY 

2008  OUTLOOK 

To  increase  transparency  on  the  macroeconomic  and  financial  framework 
that  underpins  its  risk  assessments,  Moody's  has  published  a  baseline 
outlook  for  the  global  economy,  as  well  as  three  potential  economic  risk 
scenarios.  These  economic  scenarios  are  intended  to  help  Moody's  ana- 
lysts formulate  the  outlooks  for  their  specific  markets  using  a  consistent 
set  of  assumptions  that  envisage  various  stressed  economic  and  financial 
conditions. 

The  baseline  outlook  is  inspired  by  major  international  organizations'  eco- 
nomic outlooks.  For  2008-2009,  we  assume  robust  yet  more  moderate 
global  growth.  However,  it  is  also  expected  that  there  will  be  increased  dif- 
ferentiation across  geographies  -  specifically,  a  moderate  downturn  in  the 
U.S.  (and  to  a  much  lesser  extent  other  mature  market  economies)  and 
continued  fast  growth  in  emerging  economies.  This  baseline  outlook  is 
affected  by  an  unusually  large  degree  of  uncertainty,  mostly  related  to  the 
impact  of  credit  tightening. 
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Moody's  industry  outlook  for  the  mortgage  sector  in  the  U.S.  is  negative.  Further  declines  in  home  prices 

-combined  withweaker  economic  fundamentals  and  credit  tightening-will  continue  to-increase-residential 

mortgage  related  delinquencies  and  losses  for  most  of  2008. 2 

Moody's  and  other  market  participants  currently  project  double-digit  peak-to-trough  home  price 
declines,  which  are  expected  to  contribute  to  further  deterioration  in  the  performance  of  subprime  and 
Alt-A  mortgage  pools.  As  detailed  in  its  updated  loss  projections  for  2006  subprime  loans,  Moody's 
views  on  2006  vintage  subprime  pools  have  become  more  bearish  in  recent  months,  with  various  stress 
scenarios  resulting  in  a  range  of  average  projected  losses,  from  1 2%  up  to  24%  depending  on  the  sce- 
nario.3 It  is  expected  that  during  the  coming  year  deteriorating  performance  will  continue  to  affect  the  rat- 
ings of  many  subprime  RMBS  originated  in  2006  and  early  2007,  which  will  in  turn  affect  a  significant 
portion  of  the  structured  finance  C DO  sector. 

A  major  question  mark  for  2008  is  a  recovery  in  investors'  confidence.  A  recovery  is  unlikely  until  the 
effects  of  the  subprime  crisis  have  been  fully  measured,  especially  the  effects  on  financial  institutions. 
The  turn  in  the  credit  cycle  and  the  projected  increase  in  corporate  default,  rates  may  also  start  affecting 
the  performance  of  corporate  issuers  and  therefore  heighten  investors'  caution  in  CDOs  backed  by  cor- 
porate credits.4 

In  addition  to  performance  considerations,  investor  demand  will  also  be  driven  by  the  market's  capacity 
to  respond  to  an  increased  desire  for  information  transparency  in  terms  of  underlying  collateral  and 
structural  risks,  so  that  investors  can  focus  on  deep  fundamental  analysis  and  apply  sound  judgment. 
Lessons  have  also  been  learned  through  the  crisis  with  respect  to  the  robustness  of  certain  structures 
exposed  to  large  market-value  or  correlation  risks. 

In  terms  of  new  issuance,  we  expect  minimal  SF  CDO  issuance  in  2008.  Cash-flow  CLO  issuance  will  be 
increasingly  active  during  the  year,  but  a  lot  will  be  dependent  on  the  conditions  in  the  primary  leveraged 
loan  market  and  the  arbitrage  opportunity  of  structuring  CLOs.  We  expect  synthetic  corporate  CDO 
issuance  to  slow  down  substantially  in  2008. 

In  terms  of  rating  performance,  we  expect  to  see  significantly  negative  rating  activity  on  SF  CDOs  during 
2008  given  Moody's  higher  loss  projections  on  subprime  mortgages.  In  addition,  continued  concerns 
about  the  credit  markets,  rising  default  rates  and  an  overhang  from  the  supply  pipeline  are  likely  to  keep 
the  leveraged  loan  market  in  a  state  of  volatility  at  least  during  the  first  half  of  2008.  Currently,  we  do  not 
expect  this  volatility  pressure  to  be  sufficient  to  induce  significant  downgrades  of  CLO  liabilities  thanks  to 
prudent  modeling  assumptions  and  numerous  structural  enhancements.  The  projected  increase  in  the 
U.S.  corporate  default  rate  is  also  partly  captured  in  the  ratings  of  the  corporate  loans  that  back  CLOs. 
Additionally,  loan  default  rates  have  historically  been  lower  than  bond  default  rates  and  Moody's  pro- 
jected loan  default  rate  is  also  lower  than  the  projected  corporate  default  rate.5 

More  generally,  given  that  we  believe  the  deterioration  in  corporate  credit  quality  is  likely  to  continue,  the 
performance  of  synthetic  arbitrage  corporate  CDO  portfolios  is  expected  to  weaken.  The  reduction  of 
risk  linked  to  CDO  maturity  shortening  should,  nevertheless,  continue  to  partially  offset  this  trend.  The 
performance  of  investment-grade  CDO  deals  with  significant  exposures  to  financials  and  housing-related 
credits  will  also  be  tested. 

2007  REVIEW 

The  Collateralized  Debt  Obligation  (CDO)  market  in  the  U.S.  was  very  active  in  terms  of  issuance 
throughout  the  first  half  of  2007.  That  was  before  the  subprime  market  crisis  and  general  credit  turmoil  of 

2  Beyond  the  general  macroeconomic  outlook,  Moody's  will  additionally  present  its  Outlook  for  the  general  credit  fundamentals  of  the 
major  structured  finance  sectors  as  well  as  various  CDO  sub-sectors.  The  Outlooks  are  intended  to  cover  a  period  of  12  to  18 
months  and  will  be  updated  periodically  on  an  as-needed  basis.  Moody's  currently  assigns  five  categories  of  collateral  performance 
Outlook:  Positive,  Positive/Stable,  Stable,  Stable/Negative,  and  Negative.  For  example,  a  Stable/Negative  collateral  performance 
outlook  indicates  that  the  asset  class  is  not  expected  to  perform  as  well  over  the  next  year  as  it  is  performing  currently. 

3  See  "Moody's  Updates  Loss  Projections  for  2006  Subprime  Loans."  Moody's  Structured  Finance  Special  Report,  January  2008. 

4  See  "Monthly  Default  Report  -  January  2008,"  Moody's  Global  Credit  Research,  February  1 2,  2008. 

5  See  Moody's  Special  Comment,  "Syndicated  Bank  Loans:  2007  Default  Review  and  2008  Outlook,"  January  2008. 
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the  second  half.  In  terms  of  performance  and  structural  challenges,  2007  proved  momentous,  probably 
-the-most  important-year-thus-far  in-the-history  of-GDOs.-6 -        

The  most  significant  development  in  2007  was  certainly  the  U.S.  subprime  mortgage  fallout.  A  conflu- 
ence of  factors  has  led  to  unprecedented  deterioration  in  the  subprime  mortgage  market.  Important  fac- 
tors include  the  extended  period  of  global  excess  liquidity  that  preceded  it,  the  loose  underwriting  and 
lending  standards  during  the  peak  of  the  subprime  market  boom  in  2006,  and  the  dramatic  slowdown  in 
the  U.S.  housing  market. 

Those  U.S.  Structured  Finance  CDOs  (SF  CDOs)  that  were  exposed  to  significantly  deteriorated 
subprime  RMBS  assets  experienced  significant  downgrade  activity  by  year-end.7  Uncertainty  about  the 
future  performance  of  CDO  assets  and  the  complexity  of  CDO  structures  exacerbated  liquidity  in  the 
CDO  market  and  heightened  investors'  caution  toward  structured  finance  products.  As  a  result,  we  have 
seen  a  severe  liquidity  squeeze  and  drop  in  market  value  across  virtually  all  structured  asset  classes, 
resulting  in  a  significant  amount  of  rating  actions  toward  market-value  structures. 

In  the  U.S.  leveraged  loan  market,  activity  set  new  records  in  the  first  half  of  the  year  as  reflected  in  issu- 
ance amounts,  leverage  multiples,  covenant  restrictions  and  pricing  levels.8  The  introduction  of  the  LCDX 
in  May  2007  was  another  significant  development  in  the  leveraged  loan  market.  However,  the  underlying 
attractive  conditions  in  the  market  driving  these  trends  evaporated  over  the  summer,  and  speculative- 
grade  debt  issuance,  including  leveraged  loans,  dropped  precipitously  after  July.  There  was  concurrently 
a  significant  increase  in  the  collateralized  loan  obligation  (CLO)  risk  premium,  and,  after  several  years  of 
vigorous  growth,  the  leveraged  loan  CLO  market  experienced  a  slowdown  in  issuance. 


2.     U.S.  CDO  ISSUANCE  FELL  FOR  THE  FIRST  TIME  SINCE  2002 

U.S.  CDO  issuance,  whether  measured  by  number  of  transactions  or  the  dollar  volume  of  liabilities,  fell  in 
2007  (Figure  7).  This  decline  in  rated  volume  was  the  first  since  2002,  while  the  CDO  transaction  count 
had  not  fallen  since  1994.  But  the  apparently  modest  slowing  of  annual  issuance  activity  belies  the 
sharp  change  in  the  market  environment  that  occurred  around  the  middle  of  2007.  For  example,  though 
annual  CDO  issuance  (dollar  volume  of  liabilities)  declined  by  just  3.2%,  2007  H2  volume  was  fully  56.3% 
below  that  of  2006  H2. 
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U.S.  CDO  Rated  Volume  and  Deal  Count 
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For  2007  review  and  2008  outlook  of  EMEA  CDOs.  see  "2007  Review  &  2008  Outlook  -  EMEA  Callateralised  Debt  Obligations: 
Strong  First  Half  in  2007  Diluted  by  Global  Credit  Crisis;  Lower  Issuance  Expected  in  2008  Reflecting  Continued  Market  Disrup- 
tions. February  4,  2008. 

See  "U.S.  Subprime  RMBS  2005-2007  Vintage  Rating  Actions:  January  2008."  February  2008.  and  "Structured  Finance  CDO  Rat- 
ing Surveillance  Report:  December  2007."  January  2008. 
See  "2007  U.S.  Cash-Flow  CLO  Review  and  2008' Outlook."  February  2008. 
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3.    WHILE  SLIGHTLY  DOWN  IN  VOLUME,  SF  CDOS  AND  CLOS  CONTINUED  TO 
DOMINATE  UvS.  CDO  ISSUANCE  IN  2007  •- -    --  


By  CDO  type,  the  composition  in  2007  was  not  very  different  from  the  previous  year  (Figures  2  and  3). 
Structured  Finance  (SF)  CDOs,  synthetic  corporate  CDOs  and  CLOs  (including  HY  CLOs  and  SME 
CLOs)  again  accounted  for  the  vast  majority  of  U.S.  transactions  in  2007  (about  90%  by  both  transaction 
count  and  dollar  volume  of  rated  issuance).  The  most  substantial  change  was  that  the  proportion  of  SF 
CDOs  within  the  overall  CDO  sector  dropped  both  by  transaction  count  and  rated  volume.  Meanwhile, 
the  share  of  CLOs  remained  largely  unchanged  (by  deal  count)  or  slightly  higher  (by  dollar  volume)  com- 
pared to  2006,  whereas  the  share  of  synthetic  corporate  CDO  transactions  rose  sharply.  In  addition,  the 
shares  of  Market- Value  and  TRUPS  CDOs  were  largely  similar  (by  deal  count)  between  2007  and  2006. 9 

Specifically,  Moody's  rated  269  SF  CDO  transactions  totaling  approximately  US$159.8  billion  in  2007, 
down  more  than  20%  from  the  354  SF  CDO  transactions  totaling  roughly  US$200.6  billion  rated  in  2006. 
Moody's  also  rated  174  CLO  transactions  (including  SME  CLOs)  totaling  US$91.2  billion  in  2007,  com- 
pared to  1 82  transactions  totaling  US$87.2  billion  rated  in  2006.  Additionally,  Figure  3  demonstrates  that 
despite  a  decline  in  the  number  of  CLOs  in  2007,  there  was  an  increase  in  rated  CLO  volume,  thanks  to 
a  few  very  large  (multi-billion  dollar)  CLO  deals  rated  during  the  year.10 


Figure  2 
Number  of  U.S.  CDO  Deals  by  Deal  Type11 
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10 

11 


Rated  synthetic  CDO  volumes  can  be  misleading  because  transaction  sponsors  may  choose  to  sell  single  tranches,  or  the  entire 
capital  structure  of  the  transactions.  In  particular,  the  selling  or  retention  of  supersenior  tranches  greatly  affects  volume  figures.  The 
synthetic  CDO  transaction  count  rose  by  32  percent. 

See  Moody's  Special  Comment,  "U.S.  CLOs  2007  Review  and  2008  Outlook,"  February  2008. 

Deal  type  notation:  "EMCDO"  stands  for  emerging-market  CDO.  "HYCBO"  stands  for  high-yield  collateralized  bond  obligations 
(CBO),  "HYCLO"  stands  for  high-yield  collateralized  loan  obligations  (CLO),  "MVCDO"  stands  for  market-value  CDO,  "SME"  stands 
for  small-medium  enterprise  loan  CLOs,  "SF  CDO"  stands  for  structured-finance  CDO,  "TRUPS"  stands  for  CDO  backed  by  trust 
preferred  securities,  "Syn  Corp"  stands  for  synthetic  corporate  CDO.  The  "OTHER"  category  includes  collateralized  fund  obligation 
(CFO).  ith-to-default,  CDO  backed  by  distressed  debt,  and  catastrophic  (CAT)  bonds.  In  addition,  Credit  Derivative  Product  Compa- 
nies (CDPC)  are  not  included  in  the  data  sample  of  this  report.  Please  see  "2007  U.S.  Credit  Derivative  Product  Companies  Review 
and  2008  Outlook."  Moody's  Structured  Finance  Special  Report,  March  2008. 
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.   .     -   Figures 

Rated  Volume  of  U.S.  CDOs  by  Deal  Type 


OTHER,  2.7, 0.8% 


2007  Rated  Volume 
(Deal  Type,  US$  Bn,  Percent  of  the  Total) 

MVCDO,  11.0, 

TRUPS,  9.6,  3.0% 
EMCDO,  0.9, 0.3%- 

_»  '— ^        SME,  12.5, 3.8% 
SFCDO,  159. 

48.9% „ 

HYCLO,  78.7, 

24.1% 


Syn  Corp,  51.3, 
15.7% 


2006  Rated  Volume 
(Deal  Type,  US$  Bn,  Percent  of  the  Total) 


EMCDO,  0.6,  0.2% 


HYCBO,  0.7, 0.2% 
OTHER,  3.7, 1.1% 


SFCDO,  200. 
59.5% 


MVCDO,  17.7, 
5.3% 

TRUPS,  13.0, 
3.9% 
SME,  16.3, 4.8% 


HYCLO,  70.9, 
21.0% 


Syn  Corp,  13.9, 
4.1% 


4.  STRONG  FIRST  AND  SECOND  QUARTERS  OFFSET  DECLINES  IN  THE 
THIRD  AND  FOURTH  QUARTERS  OF  2007 

The  year  2007  saw  a  sea  change  for  the  CDO  market.  Moody's  rated  more  than  100  SF  CDO  transac- 
tions in  each  of  the  first  two  quarters,  but  the  number  fell  sharply  to  40  in  the  third  quarter  and  to  just 
eight  in  the  fourth  quarter  as  the  sheer  speed  and  magnitude  of  the  subprime  mortgage  fallout  signifi- 
cantly weakened  investors'  confidence.  In  fact,  the  overall  CDO  market  nearly  seized  up  by  the  fourth 
quarter,  during  which  Moody's  rated  just  over  50  deals  totaling  US$28.9  billion,  compared  to  250  deals 
totaling  US$1 24.2  billion  in  the  fourth  quarter  of  2006.  Figure  4  depicts  the  drop  in  rated  deals  by  quar- 
ter in  2007. 

As  a  result,  SF  CDOs  accounted  for  56.8%  of  U.S.  CDO  issuance  (by  dollar  volume)  during  2007  HI,  but 
only  for  29.5%  in  2007  H2.  Though  CLO  volume  was  also  adversely  affected  by  the  credit  crisis,  the 
strong  historical  performance  of  CLOs  and  lack  of  a  direct  connection  to  the  mortgage  markets  kept 
issuance  from  contracting  as  sharply  as  that  of  SF  CDOs.  A  consequence  was  a  substantial  increase  in 
the  share  of  CLOs  within  U.S.  CDO  issuance-from  approximately  21 .8%  in  07H1  to  43.2%  by  07H2  (and 
62.9%  in  the  fourth  quarter)  by  dollar  volume. 
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Number  and  Dollar  Volume  of  U.S.  CDO  Deals  Rated  in  2007 
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5.     UNPRECEDENTED  SF  CDO  DOWNGRADES  IN  2007  SHATTER  HISTORICAL 
RECORD 

As  a  result  of  the  subprime  mortgage  crisis  and  its  severe  impact  on  the  ratings  of  RMBS/HEL  tranches 
purchased  by  SF  CDOs  (including  CDOs  of  CDOs)  and  other  CDOs,  the  scope  and  degree  of  CDO 
downgrades  in  2007  was  unprecedented  (Figure  5).  Moody's  took  a  record  1,655  downgrade  actions 
(including  multiple  rating  actions  on  the  same  tranche  during  the  year),  roughly  ten  times  the  number  of 
downgrade  actions  in  2006  and  twice  as  many  as  in  2002,  which  had  been  the  most  volatile  year  for 
CDOs  before  2007. 

The  magnitude  of  the  downgrades  was  also  large  by  historical  standards.  On  average,  tranches  that 
were  downgraded  during  2007  had  their  ratings  lowered  by  roughly  seven  notches,  compared  to  a  pre- 
2007  norm  of  around  three  or  four  notches.  Interested  readers  can  find  more  detailed  statistics  of  SF 
CDO  rating  actions  in  the  Moody's  monthly  publication,  "Structured  Finance  CDO  Rating  Surveillance 
Brief."12 

12     See  for  example,  "Structured  Finance  CDO  Rating  Surveillance  Brief:  December  2007,"  January  17,  2008. 
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As  difficult  as  the  structured  credit  environment  was  in  2007,  corporate  credit  performance  was  only 
-modestly-  affeeted-by-the-turmoiMn  the-housing  market-during-the~year,-The-absolute-number-of-CDO- 
upgrade  actions  declined  in  2007  vis-a-vis  2006  as  concerns  grew  on  the  potential  spill-over  effect  of  the 
subprime  mortgage  crisis  on  the  broad  economy  and  the  corporate  sector  (Figure  5).  In  addition  to  the 
subprime  stress  that  dramatically  affected  SF  CDOs,  potential  upgrades  were  limited  by  a  declining  num- 
ber of  older,  deleveraging  high-yield  CBOs/CLOs. 

While  the  absolute  number  of  withdrawals  increased  in  2007,  the  figure  relative  to  beginning-of-year  out- 
standing ratings  declined  in  comparison  to  2006.  As  noted  below,  some  withdrawals  (of  Market-Value 
CDOs)  were  associated  with  negative  credit  developments.  The  number  of  CLO  withdrawals  also 
declined,  partly  because  the  incentive  to  refinance  older  CLOs  diminished  as  credit  spreads  widened  in 
mid-2007. 
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Figure  5 

Number  of  U.S.  CDO  Rating  Actions 
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The  vast  majority  (about  95%)  of  the  downgrade  actions  in  2007  occurred  with  respect  to  SF  CDOs  (Fig- 
ure 6).13  Consistent  with  the  development  of  the  subprime  mortgage  problem,  the  downgrades  were 
focused  on  the  CDOs  that  purchased  RMBS/HEL  collateral  from  the  2006-2007  vintages  (or  that  pur- 
chased other  CDOs  with  such  exposures).  CDOs  backed  by  earlier  vintage  subprime  RMBS  assets  were 
not  materially  affected. 


Figure  6 
Distribution  of  2007  Downgrade  Actions  (Total:  1,655)  by  Deal  Type 


MVCDO,  45,  2.7% 

HYCL0,  4,  0.2% 

HYCB0,  21, 1.3% 

Syn  Corp,  10,  0.6% 

BalSh  CF,  3,  0.2% 


SFCDO,  1572,  95.0% 


13 


Multiple  actions  on  the  same  tranche  are  counted  separately.  While  the  figures  may  be  slightly  different,  our  commentaries  remain 
unchanqed  if  the  count  and  percentage  are  based  on  distinct  tranches,  which  are  used  to  compute  rating  action  statistics  in  a 
monthly  Special  Report  "Structured  Finance  CDO  Ratings  Surveillance  Brief.  In  addition,  Moody's  will  soon  release  its  annual  credit 
migration  study  for  CDOs  in  a  separate  Special  Report. 
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Though  small  in  absolute  number,  a  significant  proportion  of  Market-Value  (MV)  CDO  tranches-roughly 
1 5%  of  the  total  outstanding  at  the  beginning  of  July--were  also  downgraded.  These  transactions  also 
came  under  stress  during  the  credit/liquidirycrisis  iiTthe  second  half  or2007TThose  MV  CDUsThaTheld 
RMBS  collateral  were,  of  course,  most  sharply  affected.  The  transactions  were  forced  to  at  least  partially 
liquidate  assets  in  order  to  maintain  required  overcollateralization  ratios  in  the  highly  illiquid  environment 
of  2007  H2.  The  sales  occurred  at  the  same  time  that  other  entities,  such  as  Structured  Investment 
Vehicles  ("SIV"),  were  liquidating  similar  instruments,  putting  further  downward  pressure  on  liquidation 
proceeds.  Eighty-six  tranches  from  five  MV  CDOs  were  completely  liquidated  during  the  year,  contribut- 
ing to  an  unusually  large  number  of  withdrawn  ratings  for  these  transactions  (Figures  7  and  fl).14 


Figure  7 
Number  of  U.S.  CDO  Rating  Actions  by  Deal  Type 


2007  Rating  Actions 


2006  Rating  Actions 


1 4     Catastrophic  risk  (CAT)  bonds  in  the  "OTHER"  category  have  become  increasingly  popular  among  investors  due  to  the  uncorrected 
nature  between  natural  catastrophic  events  and  credit  market  cycles.  Moody's  rated  eleven  CAT  bond  transactions  in  2006  and 
seven  in  2007,  compared  to  seven  rated  transactions  in  2004  and  three  transactions  in  2005.  We  expect  CAT  bond  issuance  to 
remain  healthy  in  2008.  
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6.     OVERALL  U.S.  FINANCIAL  MARKET  CONDITIONS  REMAIN  DIFFICULT 
HEADING  INTO  2008 


There  is  little  expectation  that  CDO  performance  will  quickly  turn  around  in  2008.  The  difficult  market 
conditions  that  prevailed  during  the  second  half  of  2007  remain.  While  credit  spreads  fiave  widened  in 
general,  the  increases  have  been  particularly  sharp  for  CDO  liabilities  (Figures  8-10).  The  most  notable 
jump  has  been  in  the  spreads  for  SF  CDO  liabilities,  which  have  more  than  tripled  at  the  Baa  level  and 
increased  more  than  five  times  at  the  Aaa  level  during  the  last  year.  Of  course,  spreads  on  the  underlying 
HEL  securities  that  have  backed  many  of  these  transactions  have  also  jumped  (from  85  bps  to  450  bps 
for  Aa  HEL  securities),  but  not  to  the  point  where  expected  returns  can  foster  significant  market  demand 
for  SF  CDO  liabilities.15 

Spreads  for  other  CDO  liabilities,  such  as  those  issued  by  CLOs  and  synthetic  CDOs  were  significantly 
impacted  by  the  spill-over  effect  of  the  subprime  market  crisis  and  increased  sharply  as  well.  On  a  rela- 
tive basis,  most  of  these  increases  were  similar  to  those  for  SF  CDO  obligations  while  the  spreads  of  the 
underlying  corporate  assets  did  not  increase  as  much.  For  example,  Aaa  CLO  spreads  jumped  from  24 
bps  to  95  bps  from  the  beginning  to  the  end  of  last  year,  whereas  single-B  leveraged  loan  spreads  rose 
from  roughly  270  bps  to  350  bps  during  the  same  period.16  In  some  cases,  the  relative  increases  in 
spreads  such  as  those  for  Aaa-rated  synthetic  corporate  CDO  liabilities  were  even  larger  (leaped  by 
more  than  six  times)  than  for  SF  CDO  liabilities.17 


Figure  8 

Spreads  of  High-Grade  SF  CDO  Liabilities  Compared 

with  Spreads  of  HEL  (Subprime  RMBS)  Securities  in  2007 
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15  In  the  absence  of  a  significant  number  of  new  SF  CDO  transactions,  these  liability  spreads  are  best  viewed  as  indicative,  rather  than 
well-defined  averages. 

16  The  average  rating  of  a  CLO  portfolio  is  in  the  single-B  range. 

1 7  The  spreads  on  CDO  liabilities  have  continued  to  rise  in  the  first  two  months  of  2008.  As  of  February  22,  2008,  the  indicative  spread 
of  senior  Aaa  HG  SF  CDOs  stood  above  500  bps,  whereas  the  spread  of  Aaa  U.S.  CLOs  was  about  185  bps. 
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— Figure-9 

Spreads  of  U.S.  CLO  Liabilities  Compared 
with  Spreads  of  U.S.  Leveraged  Loans  in  2007 
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Figure  W 

Spreads  of  Synthetic  Corporate  CD0  Liabilities  Compared 

with  Spreads  of  Industrial  Corporates  in  2007 
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The  real  economy  has  already  slowed  and  some  analysts  believe  the  U.S.  has  already  entered  a  reces- 
sion. In  particular,  both  home  sales  and  home  prices  have  deteriorated  to  an  extent  not  seen  in  decades 
(Figure  7  7).  Delinquency  rates  for  2006  and  2007  mortgage  loans  continue  to  significantly  exceed  those 
of  earlier  cohorts  (Figure  12). 
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-Figure-11 

U.S  Housing  Market  Condition  Continues  to  Deteriorate 
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Figure  12 

2006/2007-Vintage  Subprime  Mortgage  Delinquency  Rates 

Continue  Rising 
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The  slumping  housing  sector,  its  spill-over  into  financial  markets  and  the  slowing  of  the  U.S.  general  econ- 
omy have  begun  to  have  an  adverse  impact  on  Moody's  corporate  ratings.  Figure  13  shows  that  the  1 2- 
month  trailing  ratings  drift  (the  difference  between  upgrades  and  downgrades  relative  to  outstanding  rat- 
ings) turned  negative  in  the  latter  part  of  2007. 

Moody's  anticipates  a  sharp  rise  in  U.S.  defaults  during  2008  in  comparison  with  recent  years  (Figure  14). 
Moody's  baseline  forecast  is  for  an  increase  in  the  trailing  12-month  speculative-grade  default  rate  from 
just  0.9%  in  2007  to  5.3%,  a  level  slightly  above  the  historical  average  of  4.7%,  by  the  end  of  2008. 18 
Moody's  pessimistic  case  contemplates  default  rates  similar  to  the  double-digit  peaks  that  occurred  dur- 
ing the  1991-1992  and  2001-2002  periods. 


Moody 
end  ( 


dy's  expects  that  the  speculative-grade  U.S.  loan  default  rate  will  increase  to  approximately  3.0%  from  its  current  0.1%  by  trie 
of  2008.  See  Moody's  Special  Comment,  "Syndicated  Bank  Loans:  2007  Default  Review  and  2008  Outlook,"  January  2008. 
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F/gure  73  *  — 

Corporate  Credit  Quality 
(Trailing  12-Month  Rating  Drift)  Has  trended  Lower 
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Figure  14 

12-Month  U.S.  Speculative-Grade  Default  Rate 

Is  Expected  to  Rise  to  the  Historical  Average  Level 
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7.  GENERALLY  SLOWER  ISSUANCE  AND  MORE  NEGATIVE  RATING  ACTIVITY 
ARE  EXPECTED  IN  2008 

ISSUANCE  ACTIVITY  OUTLOOK 

The  difficult  market  and  real-sector  conditions  that  are  likely  to  prevail  during  2008  will  continue  to  pres- 
sure both  CDO  activity  and  performance.  We  anticipate  declining  activity  across  all  CDO  types  with  the 
sharpest  downturn  naturally  in  the  SF  CDO  sector.  The  heightened  asset  price  volatility  in  the  current 
environment  will  also  reduce  the  demand  for  market-value  structures.  Even  sectors  that  have  exhibited 
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strong  historical  performance,  such  as  CLOs  and  TRUPS  CDOs,  will  slow  in  2008. 19  We  expect  the  bulk 
-ofissuance  -activity-in  -2008  to  revolvearound-eash-flow-GtQs-and-synthetie-eorporate-GDOs, 


If  the  credit  environment  improves  somewhat  in  the  latter  part  of  the  year,  there  may  be  pick-up  in  vol- 
ume at  that  time.  Also,  the  deterioration  in  capital  experienced  by  a  number  of  financial  institutions  as  a 
result  of  mortgage-related  losses  could  foster  more  balance-sheet  CDOs.  In  addition,  SME  CLO  bal- 
ance-sheet transactions  may  rebound  quicker  than  arbitrage  CLOs  as  these  balance  sheet  transactions 
are  issued  primarily  as  a  source  of  funding  rather  than  as  a  result  of  asset/liability  arbitrage. 

RATING  PERFORMANCE  OUTLOOK 

CDO  performance  in  general  will  continue  to  suffer  in  2008,  especially  within  the  SF  CDO  subsector. 
Moody's  has  revised  upward  its  subprime  RMBS  loss  projections  and  has  warned  that  even  highly-rated 
RMBS  tranches  may  be  downgraded  by  several  notches.20  Such  downgrades  would  put  significant 
downward  pressure  on  the  ratings  of  SF  CDOs.  As  a  result,  our  2008  outlook  for  the  SF  CDO  collateral 
performance  is  negative  with  significant  rating  implications  on  SF  CDO  securities. 

Though  the  projected  increase  in  the  U.S.  corporate  default  rate  is  partly  reflected  in  the  ratings  of  the 
corporate  instruments  that  back  CLOs  and  synthetic  corporate  CDOs,  the  likelihood  of  continued  nega- 
tive ratings  drift  may  pressure  these  CDOs'  liability  ratings.  Still,  we  do  not  expect  this  pressure  to  be 
sufficient  to  induce  significant  downgrades  of  CLOs  and  corporate  CDO  liabilities.  Indeed,  existing  cor- 
porate transactions  with  the  ability  to  trade  could  benefit  from  wider  spreads  on  collateral.  Consequently, 
our  2008  outlook  for  CLO  and  synthetic  corporate  CDO  collateral  performance  is  stable/negative  with 
limited  rating  implications.21 

The  rating  outlook  for  MV  CDOs  backed  by  structured  instruments  continues  to  be  negative  in  view  of 
ongoing  liquidity  deterioration  in  the  credit  market.  Market  prices  remain  weak  as  a  variety  of  institutions 
attempt  to  unload  structured  instruments,  especially  RMBS  and  CDOs  with  direct  or  indirect  exposure  to 
subprime  mortgage  assets.  In  addition,  the  heightened  price  volatility  of  leveraged  loans  has  put  pres- 
sure on  MV  CLOs.  Therefore,  we  assign  a  stable/negative  outlook  for  the  MV  CDO  collateral  perfor- 
mance with  limited  rating  implications. 


1 9  For  the  2007  Review  and  2008  Outlook  of  TRUPS  CDOs,  please  see  "The  U.S.  Trust  Preferred  CDO  Sector  Review  and  2008  Out- 
look," March  2008. 

20  See  "Moody's  updates  loss  projections  for  2006  subprime  RMBS,"  Moody's  Announcement,  January  31,  2008. 

21  A  stable/negative  collateral  performance  outlook  indicates  that  the  asset  class  is  not  expected  to  perform  as  well  over  the  next  year 
as  it  is  performing  currently. 
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MOODY'S  hereby  discloses  that  most  issuers  of  debt  securities  (including  corporate  and  municipal  bonds,  debentures,  notes  and  commercial  paper)  and  preferred  stock  rated  by  MOODY'S 
have,  prior  to  assignment  of  any  rating,  agreed  to  pay  to  MOODY'S  for  appraisal  and  rating  services  rendered  by  it  fees  ranging  from  $1,500  to  approximately  $2,400,000.  Moody's  Corporation 
(MCO)  and  its  wholly-owned  credit  rating  agency  subsidiary,  Moody's  Investors  Service  (MIS),  also  maintain  policies  and  procedures  to  address  the  independence  of  MIS's  ratings  and  rating 
processes.  Information  regarding  certain  affiliations  that  may  exist  between  directors  of  MCO  and  rated  entities,  and  between  entities  who  hold  ratings  from  MIS  and  have  also  publicly  reported  to 
the  SEC  an  ownership  interest  in  MCO  of  more  than  5%,  is  posted  annually  on  Moody's  website  at  www.moodys.com  under  the  heading  'Shareholder  Relations  —  Corporate  Governance  —  Director 
and  Shareholder  Affiliation  Policy.' 
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Securitization  Credit  Report  Reason  for  Presentation 


Dr.  Ackermann 


Dr.  Borsig 


Dr.  von  Heydebreck 


Lamberti 


COO 


New 


Borrower  i  Gemstone  CDO  VII  Ltd.  ("Gemstone  VII") 

full  legal  nam  ind.  legal  address  \  Elizabethan  Sq.  George  Town,  Grand 

and  domote  country)  \  Cayman,  Cayman  Islands 

Funding  Beneficiary:  \  N/A 
(It  other  than  borrower) 


Asset  Manager 


Sponsor 


v:  i  ]  HBK  Investment  LP  ("HBK",  "Company") 
JH  i  300  Crescent  Ct.,  Suite  700,  Dallass  TX 
*jf  \  HBK  Investment  LP  ("HBK".  "Company") 
\iM  4  300  Crescent  Ct.,  Suite  700,  Dallas,  TX 


Servicer  Group:        I  HBK  ;  semoer  Group  ice 
Paragon  Org  ID       "6909412  Batch  Code  ;  6/       :  SIC:     6733 
DB  Business  Entity    CDO  1  DB  Booking  Entity      DBAG 
j  group          j ;  NY/Cayman 


w\ 

KWG  15  : 

No 
KWG  13     I. 

No             W\ 

T.i 

Authority 

\    SCO          :f| 

LLP:         :0 

I  Date: 

12/20/06 

CA  Review  Date  (new/previous)             j       3/07  n/a 

Rating  Rev,  date  (new/previous) j      3/07      ; n/a 


Asset  Category  j  j    coq.  structured  Finance 


Asset  pool  considered  granular  yes 
Weakest  external  rating  of  underlying  assets  Ba2 
Remaining  average  life  of  assets  (yrs) ! 6.0 


x ;  Sec uritisation  hierarchy 
Borrower's  majority  ;N/A 
owner  /  stake: 


i  Othe  r  hierarchy  see  ■owership"  tor  details. 


LGD     i 
All  Facilities              2  _  , 

DBFPD 

„„,JBBB+ 

S&P 

Moody's 

Servicer  Rating 

Counterparty  PD  rating  : 

iBBB+ 

Transaction  Type  !  \   warehouse  Line                      *|    !  Holding  Period     \  j   select           * \    \  Maturity  Date    ;            3/07 

Description: 

1)  New:  US$1 ,078billion  4-month  warehouse  facility  issued  by  DBAG  Cayman  to  the  Borrower  to  purchase  a  portfolio  of  primarily  (85%-90%) 
RMBS  securities.  According  to  Exposure  Management,  75-day  VAR  for  the  entire  portfolio  (considered  as  100%  cash  assets)  is  12%.  Any 
warehoused  collateral  above  $500m  of  this  1.078b  total  transaction  size  will  be  hedged  with  a  50%  hedge  ratio,  with  ABX.HE  Baa2/Baa3. 
Total  notional  of  cash  and  synthetic  assets  is  capped  at  1 .078b.  Maturity:  31  March  2007. 

2)  New:  US$  78  mm  margin  line  (12%  PFE)  for  up  to  $650m  notional  Pay-As-You-Go  ("PAUG")  Credit  Default  Swaps  ("CDS"),  referencing  ABS 
securities.  CDO  (protection  seller)  will  pay  credit  protection  payments  and  DB  London  will  pay  CDS  premiums.   During  the  ramp-up  period, 
any  physical  settlement  amounts  subsequent  to  credit  events  payable  by  the  CDO  will  be  settled  by  drawing  under  the  RCL.  After  the  closing 
of  the  CDO,  the  23%  PFE  will  be  4.3x  collateralized  by  segregated  note  proceeds  and/or  liquidity  equal  to  100%  of  the  CDS  notional. 
Maturity:  leqal  maturity  of  40  years  (3  year  CDO  revolving  period  plus  maximum  37  year  CDS  tenor)  and  an  expected  maturity  of  -8  years. 

3)  Npw:  IIR$pon,onO]  futures  clearino  limit  to  hedae  fixed  rate  assets  in  the  oortfolio.  Maturity:  31  March  2007 

4)  New:  US$4.5  mm  margin  lines  (4.5%  PFE)  for  repurchase  obligation  under  which  Borrower  can  borrow  and  short  up  to  $100  mm  notional 
treasuries  and  agencies  securities.  Maturity:  31  March  2007 

Currency: 

EUR  mn  ($1  =  €0.80) 

Cash 

Guarantee 

Margin 

Whole  Loans 

Total 

Thereof 
committed 

Previous  Total 

Tenor  <,  1  year 
KTS  5  years 

€862.4 

- :-» 

3.7 

€  866.1 

862.4 

0 

5<TS  7  years 

7  <  T  <.  10  years 
Tenor  >  10  years 

62.4 

€62.4 

0 

Aggregate  (By  Type) 

€  862.4 

66.1 

€  928.5 

862.4 

0 

0 

0.0 

0.0 

Utilisation 

0 

0.0 

0.0 

Securltlsatlon  Limits  to  Servicer  Group      t       €979.1 
Direct  Credit  Limits  to  Servicer  Group        {       €  100.4 


Settlement  Limits 


KWG13Total 


Variance  from  Credit  Policy:  none 


Ownership  /  Shareholders  /  Management:  The  borroweris  a  Cayman  Islands  special  purpose  entity  with  a  US  co-issuer.  Ordinary  shares 
of  the  borrower  are  owned  by  the  co-issuer  and  the  ordinary  shares  of  the  co-issuer  are  held  by  a  charity.  At  closing,  the  borrower  will  issue 
multiple  tranches  of  CDO  notes,  distributed  via  a  capital  markets  offering  underwritten  by  DB,  HBK  will  bear  the  first  loss  risk  (up  to  7.5%  of  the 
transaction  size).  The  CDO  will  be  backed  by  the  collateral  purchased  during  the  warehouse  period.  HBK,  the  collateral  manager  of  the  CDO,  is  an 
investment  management  firm  set  up  in  October  1991  with  approximately  $1 1 .0  billion  in  equity  capital  under  management. 


RAROC  /  Earnings:  DB  is  expected  to  generate  $[6.79]  million  in  underwriting  fees,  in  addition  to  an  interest  spread  on  the  RCL  (The  CDO  will 
be  paying  L+30  as  warehouse  interest).  DB  Fee  is  calculated  based  on  sum  of  i)  0.75%  x  350mm  and  ii)  0.65%  of  any  excess  investment  grade 
notes  over  350mm.  . 


Key  Figures  -  Portfolio  Parameters 

Expected 

Limit 

Collateral  Description 

Lines  are  secured  by  a  diversified  pool  of  primarily  RMBS 

securities  carrying  weighted  average  portfolio  rating  of 

Baa3/Ba1. 

The  lowest  expected  rating  on  underlying  collateral  at 

acquisition  is  BB/Ba2  (max  30%). 

Guarantor:  Up  to  $[80.9]mm  joint  &  several  recourse  to: 

-  HBK  Investments  LP 

-  HBK  Master  Fund  LP.  and 

Portfolio  Rating 

Baa3/Ba1 

Baa3/Ba1 

Moody's  Weighted  Average  Rating  Factor 

645 

665 

Moody's  Correlation  Factor 

22.76% 

24.26% 

Weiqhted  Averaqe  Life 

5.0  years 

6.0  years 

Weighted  Average  Coupon  (fixed  collateral) 

5.33% 

5.18% 

Weiqhted  Averaqe  Spread  (floating  collateral) 

2.13% 

1.75% 

%  of  below  investment  qrades  (MDY/S&P) 

31 .5%  /  20.7% 

Synthetic  security 

55% 

65% 

Permanent  Subcommittee  on  Investigations 


Wall  Street  &  The  Financial  Crisis 
Report  Footnote  #1266 


DB  PSI 


1 
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I 


HBK  Fixed  Income  Ltd 


D 


Recommendation: 

Vve  recommend  approval  to  issue  the  US$1 .078b  RCL  by  DBAG  Cayman  to  the  Borrowefto  facilitate  the  execution,  ramp-up,  aridplacement  of  the 
structured  finance  cash  flow  CDO.  HBK  bears  the  credit  risk  on  the  underlying  portfolio  during  the  term  of  the  RCL,  to  the  extent  of  [$80.9m].  Under 
the  terms  of  the  Risk  Sharing  Agreement,  HBK  will  reimburse  the  Borrower  for  any  losses  resulting  from  the  sale  of  any  portfolio  assets  (adjusted  for 
mark-to-market  gains  or  losses  on  the  associated  hedges)  up  to  $[80.9]m.  The  warehouse  net  carry  will  not  be  paid  to  HBK  until  closing  and  will  be 
used  to  offset  any  losses  resulting  from  the  sale  of  any  portfolio. 
The  RCL  will  be  repaid  through  the  CDO  note  proceeds  upon  transaction  close.  Recommendation  is  based  on 

(i)  DB's  ability  to  terminate  the  ramp-up,  if  necessary, 

(ii)  DB  will  be  closely  monitoring  the  ramp-up  process 

(iii)  experienced  investment  manager  performing  asset  selection, 

(iv)  this  is  HBK's  8th  CDO,  their  5th  with  DB 

(v)  DB's  right  of  refusal  on  assets/hedges  prior  to  inclusion  in  warehouse, 

(vi)  The  CDO  group  will  be  hedging  any  ramp-up  over  500m  with  a  50%  hedge  ratio  short  of  ABX  BBB  or  BBB-  indices,  and 

(vii)  commitment  by  HBK  to  reimburse  DB  for  any  losses  up  to  $[80.9]m  at  the  time  of  collateral  liquidation.  DB  shall  earn  LIBOR+0.30%  on  the 
warehouse  loan  during  the  warehouse  period  and  structuring/placement  fees  of  approximately  $6.79million. 


Risks/Mitigants: 

Business  Risk.  The  closing  of  the  CDO  could  be  impaired  for  reasons  including: 

1)  Adverse  Market  conditions,  such  as  market  disruption  or  spread  widening.  This  risk  is  mitigated  by 

(i)  DB's  right  to  terminate  ramp-up  upon  adverse  change  in  market  conditions  or  to  terminate  the  engagement  letter  at  any  time  with  ten 

days'  notice, 
(ii)  high  likelihood  of  CDO  transaction  completion  given  HBK  commitment  to  purchase  1 00%  of  the  Class  E  and  Equity, 
(iii)  ability  to  net  DB  fee  income  to  off-set  Senior  Note  spread  widening  and  maintain  Subordinated  Interests  returns  sufficient  to  dose 

transaction.  Based  on  sensitivity  analysis,  the  spread  on  the  Notes  could  widen  approx  50  bps  on  average  before  the  equity  returns  are  no 

longer  marketable. 

2)  Deterioration  of  the  ramped-up  assets  preventing  the  portfolio  to  meet  the  rating  agencies  eligibility  guidelines.  Performance  risk  is  limited 
considering 

(i)  the  requirement  that  at  least  70%  of  assets  be  rated  Baa3  or  greater,  (174m  of  the  ramp  up  so  far  is  rated  Ba1  or  Ba2  by  Moody's.  This 

constitutes  17.4%  of  the  transaction  size,  or  about  24%  of  the  current  ramp-up). 

(ii)  relative  short  term  warehouse  facility  and  low  rating  migration  risk  of  ABS, 

(iii)  none  of  the  non-investment  grade  securities  have  been  downgraded  and  all  are  of  recent  vintage,  and 

(iv)  DB's  veto  right  to  refuse  assets/hedges  prior  to  inclusion  in  warehouse. 

Downside  scenario.  Should  the  CDO  fail  to  close,  or  is  downsized,  HBK  will  direct  the  sale  of  assets  in  the  ramp-up  portfolio  and  will  bear  first-loss 
risk  in  the  losses  incurred  upon  such  sale  up  to  $80.9m.  In  addition,  all  the  carry  on  the  collateral  during  ramp-up  will  be  used  to  cover  any 
losses  should  the  CDO  fails  to  close  and  HBK  fails  to  reimburse  the  Borrower.  The  net  carry  is  paid  to  HBK  only  at  CDO  Closing  after  all  the 
losses,  if  any,  have  been  paid.  The  net  carry  is  expected  be  approx  $[2]m.  Note  that  the  carry  is  not  available  to  cover  spread  widening  on  the 
notes.  Exposure  Risk  Management  has  calculated  maximum  unwind  exposure  amount  of  approximately  $[120]  mn  ([12]%PFE)  on  the  $1  bn 
warehouse  if  the  transaction  fails  to  close,  i.e.  1 .5x  the  recourse  we  have  on  HBK. 

Financial/Hedging  risk.  DB  is  currently,  or  will  be  after  closing  of  the  CDO,  a  swap  counterparty  under  the  following  facilities: 

-  Long  CDS  ($650mn  notional),  as  DB  can  ramp-up  up  to  65%  of  synthetic  ABS  (i.e.  CDO  sells  protection  to  DB); 

-  Repurchase  Obligations  to  hedge  the  fixed  rate  assets.  Fixed  rate  assets  will  be  limited  to  5%  of  the  Transaction.  During  the  warehouse 
period,  exposure  to  fixed  rate  assets  will  be  hedged  using  a  combination  of  eurodollar  futures,  and  shorted  Agency  securities.  After  the  CDO 
closing,  DB  will  not  need  enter  into  an  interest  rate  swap  with  the  CDO  because  the  notional  of  the  fixed  rate  assets  approximately  equal  the 
size  of  the  equity  tranche. 

Periodic  payments  under  the  cash  waterfall  are  senior  to  AAA/Aaa  rated  Notes.  To  the  extent  that  DB  is  not  the  sole  defaulting  or  the  sole 
affected  party,  termination  payments  in  case  of  an  Event  of  Default  or  a  Termination  Event  (under  the  ISDA  Master)  will  be  paid  to  DB  at  least 
pari  passu  with  interest  on  AA/Aa2  rated  Notes  and  senior  to  principal  on  AAA/Aaa  rated  Notes.  No  Supplemental  Indenture  which  adversely 
affects  the  rights  and  obligations  of  the  CDS  Counterparty  will  be  effective  without  the  prior  consent  of  such  counterparty. 

Downgrade  provisions  linked  to  DBSI's  rating  possibly  requiring  action  after  a  DBSI  downgrade  were  approved  by  Treasury  (see  exhibit). 
Allowed  mitigating  actions  are  to  either  (i)  deliver  collateral,  (ii)  obtain  a  suitable  guarantee,  or  (iii)  assign  the  respective  swap  to  a  suitable  3rd 
party. 

Operational  I  Management  Risk.  This  is  HBK's  eighth  CDO  backed  by  structured  product  collateral.  HBK  is  a  qualified  investment 
manager/sponsor,  with  a  strong  track  record  in  fixed  income  management.  HBK  has  $1 1 .0  billion  in  equity  capital  under  management.  Since  its 
inception  in  1991,  HBK  Fund  generated  a  compounded  annual  return  of  1 4.55%,  net  of  all  fees  and  expenses.  This  is  a  revolving  CDO,  there 
is  a  0.30%  senior  management  fee,  similar  to  Gemstone  CDO  II,  IV  and  V.  HBK's  earlier  CDOs  are  performing  as  expected,  and  the  Portfolio 
Manager's  experience  in  managing  similar  deals  successfully  is  indicative  of  expected  in-line  performance  of  Gemstone  CDO  V. 


CRM  assessment: 

Strengths: 

-  Short  ramp-up  period  of  4  months,  that  limit  risks  of  spread  widening 
on  the  CDO  liabilities  and  rating  migration  on  the  assets. 

-  Standard  structure  of  the  warehouse  facility,  for  a  HBK,  a  repeat 
CDO  Manager  (eighth  CDO). 

-  HBK  guarantee  up  to  $80.9  mm  (vs  $120  mm  PFE),  collateralized  by 
the  carry  on  the  underlying  assets  (approx  $2  mn). 

-  HBK  is  committed  to  buy  the  Equity  and  BB  tranche  of  the  CDO, 
resulting  in  high  likelihood  of  the  CDO  closing  as  well  as  strong 
incentives  to  select  good  assets. 


Weaknesses: 

-  Concentration  on  RMBS  assets  (85%/90%),  of  which  Subprime 
borrowers  represent  (48%). 

-  Relatively  large  bucket  for  non  investment-grade  ABS  (30%). 
However,  it  includes  only  ABS  originally  rated  to  such  level  (no 
downgraded  ABS). 

-  The  new  CDO  will  be  the  eighth  transaction  originated  by  HBK,  but 
one  of  the  first  structured  with  a  revolving  period. 

-  Large  bucket  for  long  synthetic  securities  up  to  100%.  Recovery 
risk  is  mitigated  by  the  "pay-as-you-go"  structure. 
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Breakage  costs  for  both  the  Credit  default  and  interest  rate  swaps  are 
pari  passu  with  the  AA  interest  and  senior  to  the  AAA  principal 
-payments. 


While  large  (i.e.  $lbn),  the  warehouse  facility  is  relatively  standard  for  an  ABS  CDO  with  a  large  bucket  for  non-inv't  grade  bonds.  Business  is 
hedging  all  exposure  over  $500m  with  a  50%  hedge  ratio  short  of  ABX  BBB  or  BBB-  indices.  Netting  of  underwriting  fees  and 
reduction  in  equity  returns  protects  against  an  average  50  bps  spread  widening,  which  is  a  significant  cushion  considering  that  the  CDO  is 
scheduled  to  price  during  the  first  quarter  2007. 

No  credit  is  given  to  the  HBK  recourse,  given  the  hedge  funds  nature  of  the  counterparty. 

Batch  Strategy:  Exposure  is  consistent  with  the  securitization  batch  strategy. 


Signatures: 


Abhayad  Kamat 
Global  CDO  Group  / 
Vice  President 


Sourav  Sen 

Global  CDO  Group  / 

Associate 


Andre-Louis  Gemot 
CRM-SEC  /  Director 
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I.      Transaction  Description  /  Facility  Description 

Gemstone  GDO-VIHias  engaged  HBK to  manage  a  $1,078b  revolving  cash  flow  CDO  securitization  of a-portfolio  of-primarily  RMBS  assets^the 

Target  Portfolio")  with  reinvestments  in  investment  grade  assets  only.  For  HBK,  the  purpose  of  the  transaction  is  to  leverage  its  ABS  portfolio 
rather  than  to  do  an  arbitrage  transaction. 

Warehouse  Facility: 

HBK  as  agent  for  the  Borrower  pursuant  to  a  Interim  Collateral  Management  Agreement  will  purchase  the  Target  Portfolio  during  the  warehousing 
period.  DB-issued  RCL  will  finance  the  Borrower's  purchase  of  the  Target  Portfolio  during  the  ramp-up  period  prior  to  closing.  Every  bond 
purchased  into  the  warehouse  facility  will  be  subject  to  HBKs  credit  process  and  DB  will  have  the  right  of  refusal  on  the  assets  and  accompanying 
hedges  prior  to  inclusion  in  the  warehouse.  The  Borrower  will  pay  DB  Cayman's  LIBOR  funding  costs  plus  0.30%  on  the  portfolio  during  the 
warehouse  period. 


Estimated  Transaction  Timing 
Ramp-up  at  pricing: 
Pricing: 
Closing: 


80% 

February  2007 

3-4  weeks  after  pricing 


the  proceeds  of  the  CDO  notes  must  be  sufficient  to  repay  the  full  amount  of  the  RCL  and  interest  thereon  to  DB.  In  the  event  of  a  failure  to  close 
the  CDO,  HBK  will  direct  the  sale  of  the  Target  Portfolio  to  pay  down  the  RCL.  Under  the  warehouse  terms,  HBK  will  get  all  the  gains  and  will  bear 
up  to  $80.9m  of  the  losses  experienced  on  liquidation  of  the  warehoused  collateral.  However,  all  the  carry  on  the  collateral  will  be  put  in  reserve 
during  the  ramp-up  to  cover  any  losses  should  the  CDO  fails  to  close. 

HBK  and  Gemstone  CDO  VII  will  enter  into  covenants  that  are  standard  for  this  type  of  transaction,  including  that  HBK  and  Gemstone  CDO  VII  will 
prepare  CDO  offering  documents  containing  all  required  and  appropriate  disclosures.  Also,  DBSI  has  the  right  not  to  proceed  with  the  offering  or 
the  financing  of  the  securities  if  there  is  any  material  adverse  change  in 

(i)  the  business  operations  or  financial  condition  of  HBK,  or 

(ii)  a  material  portion  of  the  warehoused  collateral,  or 

(iii)  for  any  other  reason,  subject  to  ten  days'  notice  to  HBK 

CDO  Exit: 

Upon  closing,  Gemstone  CDO  VII  will  issue  CDO  notes  representing  an  undivided  interest  in  the  assets.  The  expected  CDO  capital  structure  is 
shown  in  Exhibit  C.  HBK  will  purchase  100%  of  the  Class  E  (Ba1/BB+)  and  the  Equity;  the  Equity  is  expected  to  be  around  7.5%  of  total  deal  size. 
Indicative  equity  price  is  [59.6]%  and  we  expect  no  discount  for  BB  as  of  now.  No  minimum  IRR  is  guaranteed  on  the  equity. 

The  CDO  is  structured  as  a  revolving  "cash  flow"  CDO  with  a  3  yr  reinvestment  period  with  reinvestments  only  in  IG  assets.  Gemstone  CDO  VII  will 
be  subject  to  OC  tests  (based  on  par  value  of  assets)  and  interest  coverage  tests  (based  on  current  interest). 

DB,  as  the  lead  manager,  will  be  responsible  for  placing  the  investment  grade  notes  (triple-A  to  triple-B).  Given  the  earlier  success  with  HBK's 
deals,  DB  is  confident  that  the  Notes  will  be  placed.  The  Class  E  and  Equity  has  already  been  committed  to  by  HBK,  the  Manager,  and  this 
alignment  of  interest  with  the  investors  will  help  in  the  marketing  process. 

Marketing: 

This  is  the  eighth  structured  product  CDO  on  which  HBK  Investments  is  the  collateral  manager,  an  established  manager  in  the  CDO  market.  HBK 
and  DB  are  looking  to  get  in  and  out  of  the  deal  quickly  within  the  next  months.  Gemstone  VII  being  practically  similar  to,  but  larger  in  scale  than, 
Gemstone  V,  we  anticipate  a  very  efficient  transaction. 

The  transaction  marketing  materials,  portfolio  disclosure,  breakeven  default  analysis  and  other  transaction  information  is  expected  to  be  made 
available  well  within  the  time  frame  and  investor  meetings  and  conference  calls  will  be  arranged  as  needed. 

The  Class  A  Notes  will  be  rated  Aaa/AAA  by  Moody's  and  S&P  and  will  be  marketed  to  traditional  CDO  Class  A  Note  buyers,  including  CP 
conduits,  banks,  high  grade  CDOs  and  insurance  companies.  The  Class  B,  C  and  D  Notes  will  be  offered  to  existing  ABS  and  CDO  investors 
globally.  Please  note  that  Class  E  and  Equity  have  been  committed  by  HBK. 

Given  experienced  manager,  quick  ramp-up,  BB  and  equity  commitment  by  manager,  we  are  confident  that  all  of  the  Notes  will  be  fully  subscribed. 

LIBOR  Swaps: 

No  interest  rate  swap  is  expected  on  the  transaction  since  the  exposure  to  the  fixed  rate  assets  will  be  approximately  the  same  as  the  equity 
tranche  thickness. 

Credit  default  Swaps: 

The  CDO  will  seli  protection  to  DB.  The  Credit  events  under  the  Pay-as-you-go  CDS  will  be  standard  conditions: 

(a)  Failure  to  Pay  Principal  (by  the  scheduled  termination  date  or  final  amortization  date  of  the  Reference  Obligation); 

(b)  Writedown  (any  form  of  writedown  (except  implied  writedowns)/applied  loss/forgiveness/principal  deficiency  resulting  in  a  reduction  in  the 
outstanding  principal  amount  of  the  reference  obligation  or  a  reduction  of  the  current  interest  payable  on  the  reference  obligation); 

(c)  Distressed  Ratings  Downgrade  (Caa2  or  below  by  Moody's  or  CCC  or  below  by  S&P  or  Fitch);  and 

If  there  is  a  VFN,  the  amount  of  synthetic  CDS  that  exceeds  the  VFN  will  be  invested  in  GIC  or  similar  instrument  earning  approximately  LIBOR- 
[0.06]%. 

ISDA  Credit  Terms: 

The  swap  counterparty  will  be  a  secured  party  under  the  indenture  of  CDO.  Credit  terms  under  the  ISDA  schedule  are  expected  to  be  as  follows: 

(a)  cross  default  will  not  apply  to  either  party.  However,  Event  of  Default  under  the  indenture  is  an  ATE  (see  below). 

(b)  Bankruptcy  definition  (section  5(a)(vii))  is  amended  with  respect  to  the  CDO  so  that  it  will  be  a  termination  event  if  the  CDO  becomes 
unable  to  pay  principal  or  interest  on  the  Notes  of  the  Controlling  Class. 
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(c)  Additional  Termination  Events  are: 

(i)     Redemption  of  all  the  CDO  Notes, 

(ii)     Event  of  Default  under  Indenture  (after  CDO  closing), 

(iii)    Cancellation  Date  or  Event  of  Default  under  Credit  Agreement  (prior  to  CDO  closing), 

(iv)    Amendment  of  Indenture  or  Credit  Agreement  without  DB  consent, 

(v)    Termination  of  Transaction  pursuant  to  Indenture  (applies  only  to  the  affected  transaction) 

(d)  Change  of  manager  is  not  a  termination  event,  as  it  is  governed  by  the  indenture. 

The  swap  will  be  subject  to  downgrade  provisions  requiring  DBNY  to  deliver  collateral  upon  a  downgrade  (as  approved  by  Treasury). 


II.     DB  Relationship: 

DB  client  since  1992,  HBK  is  important  to  Global  Markets.  Over  time,  DB  has  become  one  of  HBICs  largest  trading  counterparties.  Apart  from  DB, 
they  maintain  prime  brokerage  accounts  at  other  investment  banks.  As  placement  agent  for  the  Gemstone  CDO  VII  transaction,  DB  will  generate 
$[6.8]  million  in  placement  fees  in  connection  therewith.  HBK  is  likely  to  repeat  the  issuance  of  this  type  of  transaction  in  the  future  and  DB  should 
have  a  chance  to  benefit  from  additional  structuring,  placement  and  underwriting  assignments. 


III.     Expected  Collateral  Description  /  Assessment: 

The  Portfolio  will  consist  of  a  diversified  pool  of  primarily  investment  grade  asset  backed  securities.  The  collateral  will  comprise  predominantly  of 
floating  rate  assets.  Anticipated  pool  composition  is  as  follows.  Assets  are  sourced  from  market  or  other  HBK  Funds.  Assets  are  acquired  subject 
to  DB  approval  of  asset  as  well  as  price  of  acquisition. 


Moody's 

:Aaa::  ::::  ;Aa1  "  "    Aa2  :: :  ;  Aa3  ::: 

"At:::-: 

-::-A2:::i: 

:A3 

v.-Bwrt": 

):Baa2: 

Baa3:: : 

•■;::Ba1::::-: 

Ba2 

RMBS  Midprirrie 
RMBS  Subprjrne 
RMBS  Pnme 
CDO.  :':..■ 
CMBS  Conduit 
Student  Loans 

2.83%  | 

1.41% 

0.77% 

4.61% 

1.74% 

16.34% 

5.38% 

5.99% 

39.07% 

0.82% 

1.19% 

3.70% 

23.29% 

7.81% 

10.88% 

47.70% 

1.41% 

1.41% 

I   4.71%   | 

4.71% 

2.36% 

0.92% 

0.16% 

3.44% 

1.88% 

1.79% 

3.67% 

0.00% 
0.00% 

5.45% 

39.63% 

13.19% 

18.28% 

100.00% 

S&P 


RMBS  Midprime 
RMBS  Subprime 
RMBS  Prime  - 

CMBS  Conduit 
Student  Loans 


AAA 


2.83%  | 


AA+ 


AA 


AA- 


A+ 


BBB+ 


BBB 


BBB- 


BB+ 


BB 


1.41% 


0.82% 


4.54% 


0.47% 


3.90% 


5.31% 


5.90% 


8.36% 


11.19% 


|   4.71%   | 


9.79% 


11.51% 


1.41% 


2.94% 
8.00% 


9.80% 


2.36% 


3.67% 


0.92%  | 


|   0.16% 


I  19.71%  |  22.71%  |  10.94%  |   9.80% 


39.07% 


47.70% 


1.41% 
4.71% 


3.44% 


3;67% 


0.00% 
0.00% 


:100;00% 


The  portfolio  will  be  mostly  comprised  of  real  estate  related  securities  (~93%  including  CMBS).  The  remaining  will  be  comprised  of  consumer  ABS 
and  CDOs.  No  Corporate  CDOs  are  anticipated.  There  wilj  be  no  lOs  or  NIMs  in  the  transaction.  This  portfolio  will  be  revolving. 

Due  to  the  concentration  in  real  estate  assets,  the  portfolio  will  have  relatively  large  exposure  on  mortgage  servicers.  Expected  servicer 

concentrations  are  as  follows: 

15%  or  more  allowance  for  [2] 

7.5%  to  1 5%  allowance  for  [5] 

less  than  7.5%     remaining 

The  servicer  stratification  is  expected  to  be  like  that  in  Gemstone  V:  most  servicers  are  expected  to  be  at  7.5%  or  less,  each,  with  the  exception 

within  their  respective  limits. ■       ] 


IV.    Sponsor  /  Servicer  Description  and  Assessment: 

HBK  will  act  as  the  collateral  manager  of  the  CDO.  HBK  is  an  investment  management  firm  set  up  in  October  1 991  with  approximately  $1 1  Obillion 
in  equity  capital  under  management.  HBK  employees  over  260  individuals  in  five  offices  around  the  world.  Their  main  office  is  in  Dallas,  Texas,  and 
they  maintain  subsidiary  offices  in  New  York,  London,  Hong  Kong  and  Tokyo.  From  inception  through  September,  2006,  HBK  Fund  generated  a 
compounded  annual  return  of  14.55%,  net  of  all  fees  and  expenses. 

Performance  of  the  4  CDO  previously  underwritten  by  DB: 

Sandstone  CDO 

Collateral  Quality  Tests 
Weighted  Average  Spread 
Weighted  Average  Coupon 
Diversity  Score 
Moody's  WARF 

*  Note:  Sandstone  closed  June  2004 

Gemstone  CDO  II 

Collateral  Quality  Tests  Test  Level 

Weighted  Average  Spread  2. 12% 

Weighted  Average  Coupon  5.44% 


Test  Level 

At  Closing 

As  of  9/29/06* 

P/F 

2.87% 

2.90% 

2.78% 

F 

5.27% 

5.31% 

5.85% 

P 

11.0 

11.9 

11.5 

P 

470 

446 

426 

P 

At  Closing 

As  of  9/29/06* 

P/F 

2.16% 

2.18% 

P 

5.55% 

5.56% 

P 
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Moody's  WARF  664  646 

I  Note:  Gemstone  CDO  II  closed  May  2005 

Gemstone  CDO  IV 

Collateral  Quality  Tests  Test  Level 

Weighted  Average  Spread  1.81% 
Weighted  Average  Coupon  5.21% 
Moody's  WARF  659 

*  Note:  Gemstone  CDO  IV  closed  January  2006 

Gemstone  CDO  V 

Collateral  Quality  Tests  Test  Level 

Weighted  Average  Spread  1.80% 
Weighted  Average  Coupon  4.82% 
Moody's  WARF  626 

•  Note:  Gemstone  CDO  V  closed  May  2006 


646 


At  Closing 

As  of  9/29/06* 

P/F 

1.88% 

1.85% 

P 

5.31% 

5.27% 

P 

646 

647 

P 

At  Closing 

As  of  9/29/06* 

P/F 

1.90% 

1.90% 

P 

5.02% 

5.00% 

P 

609 

609 

P 

V.     Sensitivity  Analysis: 

Exposure  Management  has  analyzed  a  potential  exposure  to  loss  on  the  inventory  of  bonds  should  the  transaction  fail  to  close  as  [1 2]%  of  the 
Target  Portfolio  This  PFE  is  conservative  and  about  [1 .5]x  higher  than  the  guarantee  provided  by  HBK. 

Spread  widening  on  the  CDO  Notes  (without  assuming  spread  widening  on  the  underlying  collateral)  of  up  to  50  bps  can  be  absorbed  by: 
The  $[6.8]  million  upfront  fee  due  to  DB  as  placement  and  structuring  agent 

The  L  +  0.30%  spread  on  the  ramped-up  portfolio,  which  may  generate  approximately  $[0.4]  mn  of  additional  revenue  over  an  average  of  half 
the  warehouse  period  of  4  months 
A  reduction  of  the  expected  return  on  equity  from  about  [45]%  down  to  [30]%,  before  HBK  may  lose  its  incentive  to  do  the  transaction. 


Assuming  an  Equity  price  of  [59.81%  the  following  is 


is  the  IRR  table.  The 


Equity 


-4755T 


Gemstone  VII  CDO 


46.8% 


6.56% 

45.5% 


BB+  price  is  assumed  for  modeling  purposes  to  be  [100.0]% 

-B75& —     im%         hJ5%         im,        \:m~ 


44.2% 


42.9% 


41.0% 


38.3% 


-55!%- 


TBW 


31.4% 


=\ 


Capital  Structure 

AAA 

Size 
$699.98 

Ava  life 
5.30 

Base  Spread 
0.250% 

B/E  Spread 

0.42% 

Chanaes 

0.17% 

Class  A-1 

Class  A-2 

AAA 

$107.86 

7.00 

0.430% 

0.73% 

0.30% 

Class  B 

AA 

$69.03 

7.30 

0.600% 

1.02% 

0.42% 

Class  C 

A 

$48.54 

7.30 

1.600% 

2.71% 

1.11% 

Class  D 

BBB 

$64.71 

7.30 

3.750% 

6.36% 

2.61% 

Class  E 

BB+ 

$23.73 

8.00 

6.500% 

11.02% 

4.52% 

Equity 

NR 

$38.83 

8.00 

45.000% 

30.00% 

-15.00% 

Total  /  Avg  (1) 

A-     |$ 

1,052.66  | 

6.0 

0.73% 

1.23%    . 

0.506% 

Structuring  Fees 

0.65% 

$6,786 

Cushion  w 

$24.23 

($0.00) 

Ramp-up  carry 

0.30% 

$0.41 

0.33 

Break-Even  M 

ultipller  w 

1.70X 

(1 )  Implied  rating  of  the  facility  is  the  WARF  of  the  COO  liabilities  (using  "B-"  for  unrated  equity). 

(2)  Arbitrage  Cushion  =  structuring  fees  +  ramp-up  cany  +  PV  of  reduction  in  ROE 

(3)  Stress  factor  applied  to  the  spread  of  each  tranche  of  the  capital  structure,  resulting  in  a  $0  cushion. 


VI.    Summary /Conclusion: 

Approval  of  ramp-up  facility  is  recommended  on  the  basis  of  the  short-term  financing,  the  diversity  of  the  portfolio,  the  large  portion  of  investment 
grade  quality  of  the  collaterals,  and  the  relatively  good  acceptance  of  the  investment  manager  by  the  market  (eighth  CDO). 


CONFIDENTIAL  -  PRODUCED  TO  M&T  PURSUANT  TO  PROTECTIVE  ORDER 


DBSI_00237660 

DB  PSI  00237660 


Footnote  Exhibits  -  Page  0791 


EXHIBITS 
Tableof-Contents- 


A  Risk  Score  Sheet 

B  Term  Sheet 

C  Expected  Capital  Structure 

D  Collateral  Manager  Information 

E  Exposure  Management  Report 

F .  Treasury  Approval  for  Downgrade  Collateralization 

G  Highly  Confident  Memo 


CONFIDENTIAL  -  PRODUCED  TO  M&T  PURSUANT  TO  PROTECTIVE  ORDER 


DBSI_00237661 

DB  PSI  00237661 


EXHIBIT  A:  Risk  Score  Sheet 


CDO  Score  Sheet  -  Version  4.3  -  way.  is*,  2ow 


Credit  Officer: 

Date: 

Borrower:  Name  &  Country 

Funding  Beneficiary  /  SPV:  Name  &  Country 

Type(s)  of  Facility: 

Asset  Type: 

CDO  Type: 

CDO  Purpose: 

Purpose  of  Financing 

Initial  size  &  currency  of  asset  portfolio: 

Initial  size  of  exposure  &  currency/ 

PFE  for  derivatives 

Trustee  /  Custodian  :  Name  &  Country 


|  Andre  Clemot                 :  | 

I    2C-Oec-OS   | 

|88tnStOne;VII. .::.:..       :.:;:....:| 

1;.;.. ....:.| 

(warehouse  facility      ..:.... :.;| 

(tfcttnffltdass                             | 

|CaBh  Flow...  : I 

|Arbltraae; ■;:                 ::  :.-| 

|Flnanelnsr .;;:..                I 

mn  |ir: =-:  -HcmoRJSD    t     ;  \ 

mn  |; •;; .: :  :  v;ooojusd 

iDeutsche  BanXTrust      :.  ;  | 
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[cayman  B 


Note  for  data  input 


FiD/Sefcci  these iifMtt' 


These  fields  are  calculated 


Results 

PD  Rating 

iBBB+   . 

[PD%              1 

1      0.14%     I 

|LGD  %        J 

|       10%      I 

|EL% 

1     0.01%    1 

Applicable  initial  WAL:    f£ 


:60a|yrs 


|UriftedStiaa:  :    ] 


PD  Rating : 


A  Portfolio  Manager  Risk 


1  Name,  Country  &  Rating  (internal  or  external) 

2  Total  Assets  under  management 


very  good/ 
excellent 

satisfactory 

higher  nsk/  still 
RceeDtabie 

unknown/ n/a 
Door 

HBK  Investment  LP 


3  Experience  in  specific  asset  class  (number  of  CDOs  managed) 

4  Performance  of  existing  transactions 


5  Quality  of  management,  systems,  reputation 

B  Asset  Portfolio  Risk 

6  Maturity  of  managed  assets  (WAL) 


7  Quality  of  underlying  assets  (WARF) 


6  Diversity  &  Granularity  of  asset  pool  -  Concentration  Risk 


9  Recovery  Performance  of  asset  class 
10  For  Ramp-up  facilities:  Time  to  CDO  closure 


C  Structural  Risks  and  Risk  Mjtjgants , 

1 1  Loss  /  Default  coverage  provided  by  credit  enhancement 

12  Is  legal  structure  of  Funding  Beneficiary  bankruptcy  remote? 

13  Overall  documentation  standards 


14  Hedging  of  Interest  and  FIX  Risks 


15  Revolving  Structure 


16  Eligibility  Criteria  /  Investment  Guidelines ' 

17  Effectiveness  of  Performance  Triggers,  Tests,  Covenants 


BB4- 


Yes: 


Static:, 


Tight: 


3" 


ICalculated  PD  Rating 


::SBB*:: 


JBBB+ 


IQutvoting:  If  use  explanation  in  'comments*  box.        I. .:...:.::. .:7!l 
*~  I    JBBB+    I 


iFinal  PD  Rating 


LGDRating:: 


D  Structural  Considerations 


18  Effect  of  Termination  Triggers  /  Maturity  of  Financing 

19  Secondary  market  for  asset  pool 

20  Loss  /  Default  coverage  provided  by  credit  enhancement  (PD) 

21  Documentation  (Legal)  &  Structural  Risk  (PD) 


E  Third  Party  Support 


22  Name,  Country,  Internal  Rating  (of  supporting  entity) 

23  Volume  of  third  party  support 


very  good/ 

satisfactory 

higher  risk/  still 
acceotabie 

unknown/  n/a 
Door 

Rating  range  equivalent  of    |       BBB+       | 


3C 


Please  provide  a  1, 2, 3, 4,  S  grade  indicating  the  expected  Loss 
Given  Default  (LGD)  of  the  transaction. 


ILGD  Rating: 


TTW. 
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EXPECTED  PORTFOLIO  TERMS 


Key  Figures  - 

%  min  Investment  Grade 

Moody's  Weighted  Average  Rating  Factor 

Min  Moody's  Correlation  Factor 

Weighted  Average  Life 

Weighted  Average  Coupon  (fixed  collateral) 

Weighted  Average  Spread  (floating  collateral) 

%minRMBS/CMBS 
Discretionary  Sales 
%  max  Fixed  rate  assets 


Expected 

Limit 

72%  /  87% 

70% 

662 

682 

22.76% 

24.26% 

4.6  years 

5.0  years 

5.33% 

5.18% 

2.28% 

2.13% 

90% 

85% 

n/a 

20% 

6.1% 

10% 
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Expected  Capital  Structure 


Summary  Details  of  Expected  Capital 

Structure 

Class 

Ratlnq     : 
iivwv'sre&P) 

:    tranche  Size  ($)  : 

franc  he  Size  (%) 

Averaqe Lite  to "Call 

■  '::'■■■     IVTS) 

•  Spread 

Legal  Final    . 

L  + 0.2500%/ L  + 

February  2047 

Class  A-1  (unfunded) 

AAA/Aaa 

699.975,705 

:  64190% 

\'~       5.3     :          . 

:  0.3200%  : 

Class  A-2 

AAA/Aaa: 

107,854.500 

■    :  10.00% 

7.0 

L  + 0.430%    " 

February  2047 

"ciass  B  :  ,:: 

:     MIAa2^ 

69.026.880 

:;::':  6^40%  :':::: 

:;V.:7.3;;.'::;;:-;, 

'v.  *0;606%  :  : 

February  2047 

CJassC      : 

■ .  ■   A/A2\ 

48.534,525 

4.50% 

"  -;7.3;V:' 

:  l  +  1.60b* 

February  2047 

Class  D--: 

■  BBB/Baa2 

64.712,700 

6.00% 

.:':'::;':7.3'::-.  ■ 

L +  3.750%; 

.  February  2047           j 

:iCiass:E:--:-.;;-     . 

:  BB+/Ba1  :;;: 

23,727,990  ; 

'■'-■  ;2;2b%::V:M 

:  ;i  M .:!  .'h 

1  +  6:500%   :: 

February  2047 

Equity 
Total 

64.712.700 
1,078,545,000 

6^00%               ; 

idb;bo%i  ; 

February  2047 

ONGOING  FEES  AND  EXPENSES 
Senior  Management  Fee 


0,30%: 


DATES  AND  TIMING 
Revolving  Period 


PORTFOLIO  CHARACTERISTICS 

Required 

Required 

Weighted  Average  Fixed  Coupon  (min) 

5.18% 

Weighted  Average  Life  (max) 

:  ;6,0years v  : 

Weighted  Average  Floating  Spread  (min) 

.;  2.13%     :-:-[-:--.k 

%  of  Fixed  rate  assets  (max) 

10.0% 

Weighted  Average  Moody's  Rating  (max) 

-  Baa3/Ba1 

Weighted  Average  S&P  Rating  (max) 

;;  ::BBB4BB+  :v     ■ : : 

3  years  : 


Preliminary  and  subject  to  change 
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CrttaUM*!  Uanaoor  Grant  c«  -  HEK  invfrscn&m  LP. 


Overview 


■  HBK  InvesifpaEils  L.?'  !  'HBK')  is  an  ir-:ves£n;snt  management  firm  rounded  in  October  1BS1  vwih 
equity  cartas  urcer  management c1.  aaptBxrmaialy  SI  •  aiBiwi.  HSKs  slnjctjrsa  finance ieam  manages 
S5.G  biskr*  in  sjris&sred  finance  seairific-i.  ^icSudsno,  S3.0  bifiior:  of  sin.fitred  product  CDOs.  ss  o! 
Jura  s.  20G6<1> 

■  HBKs  main  office  is  in  Dates.  Texas,  vwlh  orsnch  a=-id  subsidiary  offces  '::■>  New  Voi*,  London.  Hc-g 
Kong  and  Tokyo 

■  HBK  empioys  275  ir-divid^afes  in  its  ?;ve  ofScss  gkibaty 

*  HBK 's  senior  managsmen:  team  has  been  working  iogslnef  since  <3S<> 

■  The  firm  staves  ;c  provide  superior  risk-adjustec  rates  o'  teturn  with  felauvo-y  sew  volatility  aid  retaMMy 
Sow  aorralatic-T:  re  rrest  major  market  indices 

■■  pursuing  arbitrage  opporturetie-s  from  price'  d!spam;es  DBiWjen  rgtalea  ssKirilies. 

-  'ratft.  strategy '  approach  v/ith  a  su<>  jatagorizayon  of  aitrsar  'market  Teutr3l'  or  'absolute  ■•'tfiurrv' 

«  From  incop;>;cn  through  SopieT.ber.  200$.  HBK  gcrKtraied  a  compounded  annua:  return  of  1<J.SS*t ,  net 
o!  ail  fees  ami  expenses  a.ic  assuming  «eirwes&R&U  ot  ali  disafoirSons11**'' 
•   positive  returns  tor  every  consecutive  1 2- month  period  in  its  history 

*  HBK  cunerstly  manages  sorer  ABS  CDDs 

•■  CDCs  as  a  tarm-ftnar«SJ  source,  not  as  a  tee -generation  arbitrage  vehicle 

-  performance  snapshots  of  prior  CDOs  are  provided  in  Section  2 

■■  aS junior  tranches  ot  Sandstone  CDO.  HBKs  first  ABS  CliO  are  currently  on  i-pciradc-  -.vat---;  by 
Standard  8  Poor's  t  Moody's 


Cdtateiflt  Manayy  Dwrd  w  -  H&K  Inwabram  LP. 
i 


Business  Units 


5e»oteo<*  Products  ■■  •%*$  CM3S  RWSS  CDOs, 
' «.      '     • 

Bimitmn  AterXeta  -Taws  tmrm  ar4  s-iwly  mtcwws 
tS&MH  «  eouw-es  othat  :r;a'i  G7  •»&/*• 

sovsra-cr  anc  ntK-£B  issjars 
Developed  Afarkas- VS.  find  tnternatlomkl 

■  S(e4^±i«n»>vsst'iiB'!tsinde-<eip£i«i!"3rk« 
capsrKs  securstss 

-  IG  HY  pa:ando»tres!8dC»iJ<<i«M;'jr»<i«o.-3tws 
•  V  ei<iy  d»iv3Siy«s  :■■:'.' 

-  s<>*  bevi  risvrward  oppcrtbrtiy  wistrb  capita'  stivcurg : 
Pi-tvare  Waowrents  ••  eqjsy  xxk&c!  pi  vasay  negotatws 
aaairtatt  «>  U.S.  *«i  rwvU.S.  cot»sb 


■s  Convertttte  <4rb(ir»tre  -  US  tni  fnterrss.wrse! 

puM«y  t-a*K3  a«(y  ty  0wiv85ves  iri  OS,  .aiiiTi  Cjropu 

ttOASKi 

corwtftle  sands  convertitla  postered  slucn,  warrsris 

';*  Volatility-  voialiSsy  r«laJbruii^>s  »«iorss:  qMiw.s  mi 
i.i  ««3Ul^^^ji^ir<Sbe!.;j 
ti  Ouflnrftarfve Sirarejles   ,':,:■: 

purtfase  ana  safe  si  aoc*»  relsi»«  inasx  proausa  aoc 
axchar^  Sraiid  iKWl  j£.i  to  isfce  a<sr«niaa«  of  sriort- 
term  ana  tooj-wm  stattstca:  t*»ncmef!3 
■  h/tNveisatitgnf^aivefiibMooi'tfcltoeisiswendeaic 
oorsat  rsa!'<»a  e»pos-j'«  aid  exposye  »  va-  »-.y  a-  wnt 

«  liisuiaiice  -  ttrjrsr.a»  relates  irmstRwrsIs 


fts*  irbitragc.  irswrap1'^^)^!  snd  <i?tsr  evs'n  an»«" 
saaiegasiin  aSfferen'.rartiets.  j«i«ina  U.S^  uurope  ar-o 

Asia  •■:::•.:.::..■: 

Saca>6«s  tf  i»r?>«a!id.-a  Pivoted  m  toptfiaui 

*Biivaci>wjs  ~  irss'ge.-ii.  aujasiibrB.  <S«iSM:;r«»s  t^sisir 

tfiwo.  sp:r^«s  arid  o0«ro  •»»««•&«•«»«>•««; 

^ricttCjapttfity  w>lA<i«r,  rt>uEg>tefeha!ttCJa(>«es  cr  Cosito  w 

•r>  *»  capita;  smjtr.u's 

R&s./*V3ba;rv.-3S!.T]»;'c.  fci  a» ar^arja  «ssto 

•ivik-jiry 


5c«~-wiiws~i«  A^eraea  MBS  *SS 

<-  lsc-a:e  misorici;>rj«  rnse  pecjr  s»  varoos  f«ed  ?v:o!»Ta 

jr.art.as 
•»  Hwge  ioreiari  esaier^a  and  icierfs  rate  eupcsiife 
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CsDawal  Braaflx  Ovtrrtew-HBK  fnvtsaram  LP. 

j 

.  Structu red  Products^ Group. 


Footnote  Exhibits  -  Page  0796 


It  HBK's  Stfs-ctured  Products  Group  :S  one  &■  Sre  leading  purchasers  and  Iwq -term  investors  in  credit 
ssrisidve  mortgages 

-   ;r«  g-twp  is  responsible  fc  mar-aging  She  structured  products  portfolio,  irscfcding  RMES  and  ABS,  a 
component  in  HBK's  avarai:  strategy  since  2002 

m  HBK's  bigness  model  locuass  err  deriving  returns  from  buy  and  hold  income  revenue  instead  of  short- 
term  trading 

■  H8K's  investment  model  utilizes  proprjetar/  default,  prepay,  and  ssvsiity  loan  &vel  medeis  to  rate 
investments  in  the  residential  marksS 

■  CDO  program  provides  tongtsrm  committee  financing  to  HBK. 

•  KBKhas  retained  100%  of  3ro  equfty  torn  CDO  transactions  rcsuatng  is  strong  alignment  o?  interests 
baiween  HBK  as**  isvesiors 


Collaret?*  Marnier  Ovojvi-re  -  HEK  InwsftKm  LP. 


Structured  Products  Portfolio 


■  RMBS  >  ABS  bane  besn  a  component  i"  HBKs  overall  siratasy  since  20C2.  HS'K  maneges  a  structured 
products  portibnc  of  approximately  S5.C  QilSan.  including  33.0  billion  of  structured  product  CDOs'1' 

■  HBK  Wows  a  buy-and-hosd  steely  for  *a  ABS  mvastT-ents:  HBK  hs-egss  the  interest  rats  exposure 
and  reiains  Use  ctodit  exposure  cf  its  ABS  pc-'tfoiio 

■  Cur.-enSSy.  there  are  only  three  cowngradss*^ in  HBKs  ABS  portfolio 

Rutins'3'  


Asiet  Type 


A 


SS.5* 


111    As J*f*s«n«a» *.3QIft. 
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Exhibit  E 

Exposure  Management  Report 


Weilong  Li/NewYork/DBNA/DeuBa 
12/08/2006  08:35  PM 

To 

Chehao  Lu/NewYork/DBNA/DeuBa@DBAmericas 

cc 

Raquel  Ajona/db/dbcom@DBAmericas,  Sourav 

Sen/NewYork/DBNA/DeuBa@DBAmericas,  Saj jad 

Cheema/NewYork/DBNA/DeuBa@DBAmericas ,  Tradelog  NY/db/dbcom@DBAmericas 

Subject 

Re:  G7  -  PFEs 


Hi  Chehao, 

Given  the  current  BBB/BBB-  spread  widening  environment,  housing  price 
downward  trend,  and  increase  in  defaults  and  delinqencies,  we  calculated  2.5  month 
VAR  of  the  warehouse  facility  as  12%  (this  is  a  bit  more  conservative  compared  to  10% 
for  earlier  deals) 

based  on  the  following  assumptions: 

1.  The  pricing  of  the  warehouse  occurs  at  least  monthly,  and  the  liquidation  period 
is  45  days.  If  the  price  of  the  portfolio  drops  below  par,  DB  would  trigger  the 
liquidation. 

2.  For  BBB/BBB-  rated  RMBS,  we  assumed  200  bps  move  of  credit  spread  over 
this  period. 

3.  We  also  included  default  losses  over  this  period  which  is  around  1.5%. 

The  PFE  is  23%  for  the  PAUG  CDS  reached  around  year  3.  DB  is  exposed  to  credit  spread 
widening  of  the  ABS  securities.  We  have  stressed  BBB-  spread  to  900  bps  level  and 
BBB  to  450  bps  level. 

The  PFE  for  the  interest,  rate  swap  is  1.2  MM  reached  in  year  2.   DB  is 
exposed  to  rate  decrease. 

Please  let  me  know  if  you  have  any  questions. 

Regards , 

William 


Weilong  (William)  Li 
Exposure  Management 
Deutsche  Bank  AG. 
60  Wall  Street 
New  York,  NY  10005 

212-250-7998 

we  i long . 1 i@db . com 


Chehao  Lu/NewYork/DBNA/DeuBa 
12/05/2006  06:49  PM 
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To 


Weilong  Li/NewYork/DBNA/DeuBa@DBAmericas,  Raquel  Ajona/db/dbcom@DBAmericas 


cc 

sourav . sen@db . com 

Subject 

G7  -  PFEs 


William/Raquel , 

please  see  below  for  the  revised  CA, 

[attachment  "Gemstone  VII  CA  12.05.06  (Increase) .doc"  deleted  by  Weilong 
Li/NewYork/DBNA/DeuBa] 


Beginning  Date 

Ending  Date 

Swap  Notional 

2/18/2007 

5/18/2007 

35,250,000 

5/18/2007 

8/18/2007 

35,250, 000 

8/18/2007 

11/18/2007 

35,250,000 

11/18/2007 

2/18/2008 

35,250,000 

'2/18/2008 

5/18/2008 

35,250, 000 

5/18/2008 

8/18/2008 

35,250,000 

8/18/2008 

11/18/2008 

35,250,000 

11/18/2008 

2/18/2009 

35,250,000 

2/18/2009 

5/18/2009 

33,210,744 

5/18/2009 

8/18/2009 

32,628,099 

8/18/2009 

11/18/2009 

32,482,438 

11/18/2009 

2/18/2010 

21,120,868 

2/18/2010 

5/18/2010 

11,798,554 

5/18/2010 

8/18/2010 

8,011,364 

8/18/2010 

11/18/2010 

2,621,901 

11/18/2010 

2/18/2011 

0 

thanks , 

Che 

Che  Lu 

Global  CDO  Group 

Deutsche  Bank  Securities  Inc. 

212-250-7801 


Weilong 
Li/NewYork/DBNA/DeuBa 

10/23/2006  06:08  PM 


To 


Andre-Louis  Clemot/NewYork/DBNA/DeuBa@DBAmericas, 
ChehaoLu/NewYork/DBNA/DeuBa@DBAmericas 
Raquel  Ajona/db/dbcom@DBAmericas,  Tradelog 
cc   NY/db/dbcom@DBAmericas 
Subject   Re:  Fw:  Gemstone  CDO  VII  -  Credit  Application'" 


Hi  Andre-Louis, 

The  2.5  month  VAR  of  the  warehouse  facility  is  10%  based  on  the  following  assumptions: 

1 .  The  pricing  of  the  warehouse  occurs  at  least  monthly,  and  the  liquidation  period  is  45  days.  If  the  price 
of  the  portfolio  drops  below  par,  DB  would  trigger  the  liquidation. 

2.  For  BBB  rated  RMBS,  we  assumed  150  bps  to  200  bps  move  of  credit  spread  over  this  period. 

3.  We  also  included  default  losses  over  this  period  which  is  around  1.5%. 


CONFIDENTIAL  -  PRODUCED  TO  M&T  PURSUANT  TO  PROTECTIVE  ORDER 


14 
DBSI_00237668 

DB  PSI  00237668 


The  PFE  of  PAUG  credit  swap  is  around  21%  reached  around  year  3.  DB  is  exposed  to  credrt  deterioration  oitne' 
underlyings. 


For  the  repurchase  margin  line,  it  is  4.5%  if  the  securities  are  all  30  year  treasuries,  and  4%  for  the  rest  of  the 
treasuries  and  agencies. 

Please  let  me  know  if  you  have  any  questions. 

Regards, 

William 


Weilong  (William)  Li 
Exposure  Management 
Deutsche  Bank  AG. 
60  Wall  Street 
New  York,  NY  10005 

212-250-7998 
weilong.li@db.com 


(1)- 
Notes:///85256B8700617DBC/38D46BF5E8F08834852564B500129B2C/5905974E264849E985257210006E7320 
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Footnote  Exhibits 
Exhibit  F 
Treasury  Approval  of  Downgrade  Collateralization 


Page  0800 
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EXHIBIT  G 


Highly  Confident  Memo 


To  Credit  Risk  Management,  NY 

From  Global  CDO  Group 

Subject  Gemstone  CDO  VII  -  Structured  Product  CDO 

Date  December  20, 2006 

This  memorandum  outlines  our  views  on  the  availability  of  the  capital  markets  for  HBK  Investments  L.P.'s  ("HBK")  eighth 
structured  product  CDO,  Gemstone  CDO  VTJ  ("Gemstone  CDO  VU"),  to  finance  the  proposed  $1.1  billion  ABS/CMBS/RMBS 
warehouse  facility  (the  "Facility")  through  the  term  CDO  market. 

The  Facility  will  be  used  to  purchase  a  portfolio  of  RMBS  and  ABS.  The  Target  Portfolio  will  be  selected  by  HBK  subject  to 
rating  agency  limitations  and  other  constraints,  such  as  collateral  quality  tests  limiting  asset  concentration  by  asset  class,  by 
servicer  ratings,  by  credit  ratings  and  by  geographic  domicile. 

The  Global  CDO  Group  successfully  executed  four  HBK  CDOs  in  the  past.  Sandstone  CDO  closed  in  2004,  Gemstone  CDO  D 
closed  in  May  2005,  Gemstone  IV  closed  in  January  2006  and  Gemstone  V  closed  in  May  2006. 

HBK  is  an  experienced  structured  product  collateral  manager,  currently  managing  seven  ABS  CDOs  and  can  successfully  issue 
another  ABS  CDO  transaction  in  the  course  of  the  corning  months. 

We  are  highly  confident  that  the  Facility  will  be  taken  out  through  the  term  CDO  capital  markets  within  the  next  3-4 
months.  This  is  supported  by  the  following: 

■  The  successful  execution  of  Sandstone  CDO  in  2004,  Gemstone  CDO  II  (closed  in  May  2005),  Gemstone  CDO  IV 
(closed  in  January  2006)  and  Gemstone  CDO  V  (closed  in  May  2006).  HBK  has  also  executed  Gemstone  CDO  I, 
III  and  VI  with  Lehman. 

■  Deutsche  Bank  will  get  a  commitment  from  HBK  for  100%  of  the  Class  E  and  Equity  issued  by  Gemstone  CDO 

vn. 

■  The  CDO's  characteristics  and  investment  guidelines  are  expected  to  be  almost  identical  to  HBK's  recently- 
structured  product  CDO  transaction  that  closed  in  May  2006  and  was  underwritten  by  DB. 

■  Transaction  is  a  core  source  of  financing  for  HBK's  business,  and  HBK,  as  an  investment  manager,  is  committed  to 
the  transactions  as  evidenced  by  HBK' s  purchase  of  1 00%  of  Equity  in  its  past  DB-underwritten  CDOs  - 
Sandstone  CDO,  Gemstone  CDO  II,  Gemstone  CDO  IV  and  Gemstone  CDO  V. 

■  Ability  to  use  some  or  all  of  the  Deutsche  Bank  fee  income  to  offset  Senior  Note  spread  widening  and  maintain 
Subordinated  Interests  returns  sufficient  to  close  transaction 

DBSI  will  act  as  Structuring  Agent  and  Lead  Manager  for  Gemstone  CDO  VII  and  plans  to  bring  it  to  market  in  March  2007. 


Ar//^. 


Michael  Herzig  Michael  Lamont 

Managing  Director  Managing  Director 

Global  CDO  Group  Global  CDO  Group 
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Deal/portfolio  description  ,„_i~.,  .„«-. 


1) 


OTit  mo  gag  noma  mem  n  »iumaivngra»i  "W'T'"^^ 1 = — — — ■  rw»..ii  c^ne 

T^c^m,  /  Rmriaw  USS  160  forev  $76  mm)  margin  line  (23%  PFE)  far  up  to  $650m  notional  PayAs-You-Go  CPAUST  Credit  Default  Swaps 
Er^riKno  «B  seeurifes  OTOtorottcUon  seller)  w«l  pay  credit  ptotectton  payments  and  DB  London  win  pay  CDS  premium*.  The 
SwtS^STaacSnl  equal*  100%  of  the  COS  notional.  MatuiB*  tega.  maturity  of  38  yean,  (2  year  CDO 
revolving  period)  and  an  expected  maturity  of  -7  years. 

Total  notional  of  cash  and  synthetic  assets  Is  cappBd  at  1.078b.  fiflgturific  31  March  2007. 

Cancel-  US$1200,000]  futures  clearing  BmB  to  hedge  fixed  rate  assets  In  the  portfolio.  Hgtujitjr;  31  March  2007 

Cancel:  US$4.5  mm  margin  lines  (4.6%  PFE)  for  repurchase  obligation  under  which  Borrower  can  borrow  a*  short  up  to  $100  mm  notional 

treasuries  and  agendas  securities.  Maturity:  31  March  2007 


■^ L.m,  i  <».a,»i.ni«tera  /  Management:  The'borroweris  a  Cayman  Islands  special  purpose  entity  with  a  US  co-issuer.  Ordinary  shares 

Ownership  /  Shareholders  /  ™™*&™^™  ^shmsJa^ooAamta  are  heW  by  a  charity.  At  dosing,  the  borrowerwBI  issue 
of  the  borrowerare, ^^e  co-teuar  ^J^^n^^^uXSL.  by  DB.  HBK  will  bear  the  first  loss  risk  (up  to  7.5%  of  the 

S£S±S  m^^me^nTsafuo  In  October  1991  with  anororfmatoly  $11.0  baaon  in  equity  capita,  under  management., 


RAROC I  Earnings:  DB  generated  $4.7  million  in  underwriting  fees,  In  eddaton  to  an  Interest  spread  on  the  P.O.  (The  CDO  win  be  paying  L*30 
as  warehouse  Interest). 


Key  Figures -Portfolio  Parameters 


Portfolio  Rating 


Expected 


Baa3/Ba1 


Limit 


Baa3/Ba1 


Collateral  Description 

lines  are  secured  by  a  diversified  pool  of  primarily  RMBS 


Permanent  Subcommittee  on  Investigations 

Wall  Street  &  The  Financial  Crisis 

Report  Footnote  #1266 


DBSI  00237689 


MTSS000011 
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synthetic  security 


Moody's  Weighted  Average  Rating  FBctor  ' 


Moody**  Correlation  Factor 


Wtigrtted  Aireraaa  Ufa 


Weighted  Average  Coupon  (fixed  coiiateraiF 


Weighted  Average  Spread  [floating  collateral)" 


%  of  below  InvBstmem  grades  (MDY/S&P) 


•subject  to  CcuponRipread  oovanant  vectors 


647 


21.55% 


4JVB8IS 


3.36% 


2.44% 


2S.5%/&8% 


57% 


23.06% 


5.0  years 


5.25% 


2.20% 


65% 


securiVas  carrying  waiflhtBdavBrage  porooRo  rating  e^ 

Baa3/8al 

Ths  lowest  expeclBd  rating  on  underlying  collateral  st 

acquisition  Is  8S/Ba2  (max  30%). 


Quaantcn 


"su^^WsfcThe  portfolio  is  concentrated  on  RNB8  oUlgaSons.  with  67.6%.  20.2%  and  1.9%  of  the  RMBS  exposure  ^^entedby2005. 
2O08  and  2007  vintages,  respectively,  which  results  In  significant  vintage  risk .  The  current  mix  of  the  *?|®Styipes  are53X«fc  M*P™*-  »J* 
Subcrtne  and  1.4%  Prime  assets,  totalling  69.6%  RMBS  (no  limits  on  Subprime  %).  (RMBS  accounts  for  -90.0%  of  the  miBal  ccBaterai 
portfolio)* 

The  MM  %  of  tatow  investment  grade  assets  Is  28.1%.  The  undertying  RMBS  collateral  In  JhaCTO. [W  j"*^. £  g£*^"2*J2J?? 
and  up  to  0%  of  Option  ARMs/Neg  Am.  which  are  parttailarty  exposed  to  reset  risk.  Collateralized  debt  obligations  in  the  transaction  wil  oe 
TmitBdto10%. 

MoMtra^afrlve  bean  taken  back  by  mtmu^krimC^^VOtm^  Omm^,w,mmwomt^^^m»^^ 

fr^Mlrita  S'decWes  not  to  take  the  tranche,  wi  be  a  senior  sequent  repack.  The  a» ■  *«£  be  broken  toU £o 
kindMk  Mwil  take  the*ertor  part  (Class  A-1B(i)  I200mm)  and  HBKvrtltalce  the  bottom  ^(OeesA-lBaDfiZOrjmm).  Once  the  repack  Is 
setup,  then  D8  will  try  to  syndicate  the  Class  A-1B(i) 

toSSS^  holds  me  $200mmo^^^ 
final  decision. 

FtomcWHodgliig  rfc*  The  CDO  can  have  up  to  65.0%  of  synlheBc  asset  DB  b  currently  ^0^^^^^™)!"^'^ ,.  a 
S62S£^of  credit  default  swaps  (up  to  $850  mm).  COO  Notes  proceeds  In  an  airwunt  equal  t^r^al  of  tte  CDS  were 
aeraab*  accotnt  SB"  BlCwflh  GE  Funding  Capital  Market  Services.  Upon  an  ereoTtevert. proceeds  tatotngM 
alcowS  teaptfted  directly  to  the  payment  of  the  settlement  amount  Since  the  COO  uses  Die  fixed  cap version of  foe  P^  •^"■J* 
^^(^^f^C^bSnOai^npaieii  to  cash  RMBS  exposures  (the  protection  seller  assumes  the  cap  nsk  by  netSng  the  mterest 
shortfall  due  to  he  protection  buyer  against  and  up  to  Sw  CDS  premium). 

«—.. i  /  ih^mmoirt  PfKtr  This  is  HHICs  Btahth  CDO  baclted  by  structured  product  collateral.  HBK  is  a  qualified  investment 
£Sw?™ Tibm  '  HBK  Fu^aeneratad  a  comxxinded  annual  return  of  14.55%,  net  of  al  fees  and  expenses.  This  is  a  revolving  CDO,  there 
M^ag^e^wience  tarranaglng  similar  deals  successfully  is  indicative  of  expected  In-line  performance  of  Gemstone  COO  V. 


CRM  assessment 

Strengths: 

-  BcposuretotheCDOlscoItiilBraBzed 

.  Experienced  CDO  Manager  that  Invested  In  the  equity  tranche 


Weaknesses: 

-  Concentration  to  the  2005  and  2008  vintage  of  the  US  RMBS  market 

-  large  bucket  for  BB  securities 

-  Large  bucket  for  synthetic  securities  up  to  65%. 


Rating  and  LGD  of  the  eounterpartyereupgradadto  reflect  me  <^^ 

Batch  Strategy  fttpnaure  Is  consistent  with  the  securitization  batch  strategy. 


Andre4.au  li  CUmol 
CRM-SEC/  Director 


KONSTANHNKULEV 
VICE  PRESIDENT 
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CDO  Score  Sheet  itr=fen«.< 


Credit  OfBcec 

Data 

Borrower.  Kama  &  Country 

Funding  Beneficiary /  SP\fi  Nana  &  Countiy 

Typapi)  of  Facility: 

Asset  type: 

COO  Type: 

COO  Purpose: 

Penrose  of  FFnenclna 

Seniority 

Initial  scee  &  ourr-eney  of  easel  portfolio: 

Initial  size  of  exposure  &  eurroocyf 

PFE  tor  derivatives 

Trustee  /  Cinrtoolnn :  Heme  »  Country 


|*nan> 


I      28.Mar.07~l 


JGenmona  ~" 


r 


litoBti 


lomer 


|Artitofl» 


rBeBttdetaulr«»op» 


|Sipar^«rtt»  (Santa  la  AA*) 


esalusp 


AppBoxblolnnilVtAl:   f_ 


lPtucowBatt.TTv.Ti 


JSOti* 


"B,¥°? 


mrlrhrtvy     I 


UaaanrJJdi 


- -j 


A  Portfolio  Manicer  RU« 

1  Heme.  Cower  s  Raton  internal  or  ertomao 

2  Total  Ajaaie  under  manapananl 

i  Eipenenro In  tpetfflc aeal daat  Imanhar  oTCOOi. SSSOSft- 
a  P«ifonTO»ceof»]^t!no~c»n'tacgon» 


HBK  hvommni  LP 


S  Quality  ojmanaggaignt.  arsterro-.  reparation 


B  Asset  Portfolio  Wstt 


6  Mamnyrt  managed  nssea  WAL) 


TQuatflv  a!  undaitvlnn  assets  (WARF) 


g  rAtallyA  Qrsrjujarlty  ol  tasat  poo ;  Concentration  Risk 
9Regni»rvPg?onnBne»clBS»«clas3 
tOForR»ri»>initatgtw:TI»ialnta»d08ura 


«  Preasa  ania  a  dadca 


C  ssydural  Ulrica  anil  ma*  UlUoant* 


1 1  Lost  /  Debug  coverage  provtdad  by  credit  annanoanant 

12  MwtaUng  Approach 


is  wetnp  Aosncy  Mmnodaooy 


14  b  least  5tnrc|OT  of  Funrfta  BeroflriCTtentauntor  remote? 

15  Owe!  tfocuwentaflon  oandBros 


16  Hgdclnn  o<  tolpesl  ma  F)X  Rirta 
i7R««SvtrtpSauctoo~ 


18  BlaMUhr  Cnarrto  /  ewostaern  Gujdeune; 


ta  aadfaenaas  otPertonnaioe  Tdaoeii.  TeetSiCoytnantt 


1 


yysisrfall:  Reference  to 


MpooVsendaaP 


Yes 


Train, 


X 


ICalciitatad  PO  Bnlino 


I     IAAA     I 


IQntvotraa:  if  tsaa.  nrairoiaatn  •cmrmtar  aacftM  B  unwind    I 


21  Saaandary,  market  fcr  estaLpooJ 

"a  LpwiOela^coyeraMproaMaaPYcroaTiennancajiieiUiPO) 
~a'Dcemnsnta«mfUi^*3lroaMr«ll^raii<PO) 


ETWrtf  Party  Support __^____ 

aHaiia.Cauniff.MlamalR»Bipjol»u°niinliia»i!llW 

2S  votume  oi  third  party  supaort M 


DC 


juso 


|    Plaa»  mwMs  •  1,  J, J.4.S grade irrtflcstina  fha  eipaeted Lass 

"*    Given  Default  (LOO)  of  tht  transaction. 


|LGO  Rating": 


I        1        I 
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GEMSTONE  CDO  VII  CDO  LTD.  (the  -issuer ■■) 
CLOSING  MEMORANDUM 


TO: 

Brian  Guerra 

Tel:  212.474.7370 

Fax:  212.468.5246 

Bruce  Vanmeter 

Tel:  212.250.2515 

Fax:  212.469.2966 

Jason  Lowry 
Eric  Martel 

Tel:  212.588.5165 
Tel:  214.758.6368 

Fax:  212.446.1959 
Fax:  214.979.8368 

Kevin  Jenks 

Tel:  212.588.7895 

Fax:212.446.1959 

Marco  Lukesch 

Tel:  212.588.5112 

Fax:  212.446.1959 

Rachel  Wish 

Tel:  212.588.7889 

Fax:  212.446.1959 

Peter  Luebke 

Tel:  212.250.6099 

Fax:  21 2.468.5246 

Stephen  T  Hessler 
Susan  Anderson 

Tel:  714.247.6294 
Tel:  714.247.6411 

Fax:  714.247.6475 
Fax:  714.247.6269 

CC: 

Richard  R  Kim 

Tel:  212.250.3553 

Fax:  732.578.2890 

FROM: 

Abhayad  Kamat 
Sourav  Sen 

Tel:  212.250.0526 
Tel:  212.250.0871 

Fax:  732.578.2890 
Fax:  732.578.2890 

Che  Lu 

Tel:  212.250.7801 

Fax:  732.578.2890 

CLOSING  DATE: 

March  15,  2007 

CLOSING 
LOCATION: 

Allen  &  Overy  LLP 
1221  Avenue  of  the  Americas, 
New  York,  NY  10020 
(646)  344-6544  phone 

21st  Floor 

TRANSACTION: 

Gemstone  CDO  VII  Ltd. 

CLIENT: 

HBK  Investments  L.P. 

COLLATERAL: 

Structured  Product  Collateralized  Debt  Obligation 

ISSUE: 

$244,000,000 
$400,000,000 
$159,000,000 
$96,900,000 
$68,300,000 
$55,100,000 
$18,700,000 
$59,500,000 

3m  LIBOR  +  0.21%       Class  A-1  a  Floating  Rate  Notes 
3m  LIBOR  +  0.35%       Class  A-1b  Floating  Rate  Notes 
3m  LIBOR  +  0.47%       Class  A-2  Floating  Rate  Notes 
3m  LIBOR  +  0.68%       Class  B  Floating  Rate  Notes 
3m  LIBOR  +  2.25%       Class  C  Floating  Rate  Deferrable  Interest  Notes 
3m  LIBOR  +  4.75%       Class  D  Floating  Rate  Deferrable  Interest  Notes 
3m  LIBOR  +  6.25%      Class  E  Floating  Rate  Deferrable  Interest  Notes 
N/A                  Preference  Shares 

TOTAL: 

$1,101,500,000 

Deutsche  Bank  I 


Permanent  Subcommittee  on  Investigations  | 

Wall  Street  &  The  Financial  Crisis 

Report  Footnote  #1266 


gations  I 
Crisis  I 
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REG  S:         Issuer  GEMSTONE  CDO  VII  LTD 
CUSIP  ISIN 


G37903AA2 
G37903AG9 
G37903AB0 
G37903AC8 
G37903AD6 
G37903AE4 
G37903AF1 


USG37903AA26 
USG37903AG95 
USG37903AB09 
USG37903AC81 
USG37903AD64 
USG37903AE48 
USG37903AF13 


/GEMSTONE  CDO  VII  CORP 
Issue  Description 
Class  A-1a  Floating  Rate  Notes 
Class  A-1b  Floating  Rate  Notes 
Class  A-2  Floating  Rate  Notes 
Class  B  Floating  Rate  Notes 
Class  C  Floating  Rate  Deferrable  Interest  Notes 
Class  D  Floating  Rate  Deferrable  Interest  Notes 
Class  E  Floating  Rate  Deferrable  Interest  Notes 


Maturity 

12  December  2045 
12  December  2045 
12  December  2045 
12  December  2045 
12  December  2045 
12  December  2045 
12  December  2045 


144A: 


Issuer  GEMSTONE  CDO  VII  LTD 


CUSIP 

36868VAA4 
36868VAG1 
36868VAB2 
36868VAC0 
36868VAD8 
36868VAE6 
36868VAF3 


ISIN 

US36868VAA44 
US36868VAG14 
US36868VAB27 
US36868VAC00 
US36868VAD82 
US36868VAE65 
US36868VAF31 


/  GEMSTONE  CDO  VII  CORP 
Issue  Description 

Class  A-1a  Floating  Rate  Notes 

Class  A-1  b  Floating  Rate  Notes 

Class  A-2  Floating  Rate  Notes 

Class  B  Floating  Rate  Notes 

Class  C  Floating  Rate  Deferrable  Interest  Notes 

Class  D  Floating  Rate  Deferrable  Interest  Notes 

Class  E  Floating  Rate  Deferrable  Interest  Notes 


Maturity 

12  December  2045 
12  December  2045 
12  December  2045 
12  December  2045 
12  December  2045 
12  December  2045 
12  December  2045 


SOURCES  OF  FUNDS 

Calculation  of  Issuance  Proceeds 


Class  A-1  a 
Class  A-1  b 
Class  A-2 
Class  B 
Class  C 
Class  D 
Class  E 
Preference  Shares 


Notional  Amount 

$244,000,000 
$400,000,000 
$159,000,000 
$96,900,000 
$68,300,000 
$55,100,000 
$18,700,000 
$59,500,000 


Issuance  Price 

100.0000000% 
100.0000000% 
100.0000000% 
100.0000000% 
100.0000000% 
100.0000000% 
100.0000000% 
53.0617068% 


Issuance  Proceeds 

$244,000,000 
$400,000,000 
$159,000,000 
$96,900,000 
$68,300,000 
$55,100,000 
$18,700,000 
$31,57.1,716 


TOTAL: 


$1,101,500,000 


$1,073,571,716 


Deutsche  Sank 
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GEMSTONE  CDO  VII  CDO  LTD. 
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DETAIL  OF  WIRE  REMITTANCES  ON  CLOSING  DATE 
I.  Detail  of  Wire  initiated  by  HBK 

HBK  Wire  1:  to  Trustee 

•      Purchase  of  the  Pref  Shares 


Pref  Shares  Price 

minus  Warehouse  Carry  and  Hedge  Gains 

Total 


$  31.571.715.55 
$  (6.402.985.19) 
$    25,168,730.36 


Wire  Sender- 
Payable  to: 
In  the  Amount  of: 

Wire  Instructions: 


HBK  Master  Fund  LP 
Deutsche  Bank  Securities  Inc. 

$25,168,730.36 

Deutsche  Bank  Trust  Co  America 

ABA#d^B 

Bene  Name:  NYLTD  Funds  Control  -  Stars  West 

Bene  Acct  ^■^HHB 
Ref  GEMSTONE  VII  CDO  ( 
Attn:  Susan  Anderson 


■(A) 


.*  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


ient        I 
igations  I 


Deutsche  Sank 
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GEMSTONE  CDO  VII  CDO  LTD. 
March  15  2007 
Page  4 
Note  Proceeds  to  DB 

Note  Par 

MINUS:  Discount 

MINUS:  DB  underwriting  fee 


$1,042,000,000.00 
$  (3,390,856.80) 
$      (4.792.792.70) 


$1,033,816,350.50 


II.  Detail  of  Wires  initiated  bv  Deutsche  Bank  Securities  Inc. 

DBSI  Wire  1 :  to  DBAG  Cayman 

•      To  pay  off  net  outstanding  warehouse  loan  and  unpaid  interest: 


Wire  Sender: 

Payable  to: 

In  the  Amount  of: 

Wire  Instructions: 


Deutsche  Bank  Securities  Inc. 

Deutsche  Bank  AG  Cayman  Islands  Branch 

$432,763,967.21 

Deutsche  Bank  Trust  Company  Americas,  NY 

ABA#VBHV 

Acct  Name:  FFC  DB  Loan  Operations 

Acct#^MMB 

Acct  Name:  Gemstone  CDO  VII 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


DBSI  Wire  2:  to  Trustee 

•      Remaining  Portion  of  Proceeds  from  Sale  of  Notes  MINUS  outstanding  warehouse  loan  and  unpaid  interest 


Wire  Sender: 

Payable  to: 

In  the  Amount  of: 

Wire  Instructions: 


Deutsche  Bank  Securities  Inc. 
GEMSTONE  CDO  VII  CDO  LTD. 

$601,052,383.29 


•(B) 


Deutsche  Bank  Trust  Co  America 

ABA#VHW 

Bene  Name:  NYLTD  Funds  Control  -  Stars  West 

Bene  Acct  #  MHBBP 

Ret  GEMSTONE  VII  CDO  ( 

Attn:  Susan  Anderson 


CDO  CLOSING  CAN  BE  COMPLETED  AFTER  REMITTANCE  OF  ABOVE  WIRES 


Deutsche  Sank 
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Trustee  Details 


Cash  Account  with  CDO  Trustee  $19,143,328.79  , 


•(C) 


Footnote  Exhibits  -  Page  0809 


Total  Amount  Received  by  the  Trustee 


Wire  from  HBK  (A) 

Wire  from  DBSI  (B) 

Cash  Account  with  CDO  Trustee  (C) 


$25,168,730.36 

$601,052,383.29 

$19,143,328.79 


Total  Amount  Available  with  Trustee 


$645,364,442.44 


Transfers  initiated  by  Trustee 

Deposit  to  Synthetic  Security  Collateral  Account 
(please  wire  to  GE  Funding  Capital  Market) 

Deposit  to  Uninvested  Proceeds  and  Expense  Account 


$614,827,780.20 
$30,536,662.24 


Deposit  to  Uninvested  Proceeds  and  Expense  Account 
Expense  Account 
Uninvested  Proceeds  for  settling  trades 


Details 

$1,856,662.24 

$28,680,000.00 


Trustee  Wire:  to  GE  Funding  Capital  Market 

•      Initial  Deposit  of  $614,827,780.20  to  the  Initial  Investment  Agreement  (GIC) 


Wire  Sender: 

Payable  to: 

In  the  Amount  of. 

Wire  Instructions: 


Deutsche  Bank  Trust  Co  America 
GE  Funding  Capital  Market 

$614,827,780.20 

TO:  Deutsche  Bank  Trust  Company  Americas 

New  York,  New  York 

ABA  NUMBER:  MMMMP 

FOR  GE  CAPITAL  CORP. 

ACCOUNT  NUMBER:«H0BP 
REFERENCE:  GE  FUNDING  CMS1 


=  SSLrtWl.bythePenna»ent 


Note: 

At  Closing,  the  Aggregate  Principal  Balance  of  all  Pledged  Collateral  Debt  Securities  g/ys  the  cash  in  the  Synthetic 
Security  Collateral  Account  should  be  equal  to  at  least  $1,100,000,000. 


Deutsche  Sank 
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Approved  by: 
Name: 


lard  Kir 
Sirector 
Deutsche  Bank  Securities  Inc. 


Approved  by: 
Name: 


Kamat 
i  President 
Deutsche  Bank  Securities  Inc. 


m 


Deutsche  Bank 
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ABS  CDOs  Issued  by  DBSI  (between  2004  and  2008) 


Acncta  A  CDO 


Deutsche  Bank  Role 


Warehouse  Lander 
Underwriter  /  Placement  Ageni  t 
Stnrclurlng  Agent 
Trading  Counterparty  (selling 
assets  lo  the  deal) 


_     "0 

5 

■n 

a 

3 

S! 

»  s? 

3 

<*    5 

C 

3-    fto 

3 
3 

X    TO 

•"♦■   3 

o 

a 

i_i 

*-*  ?; 

3 

N>   j*. 

< 

5- 

re 

9 

ta 

to' 

S5- 

o 

3 
us 

■ 

Closing  Palo 


Worahouso  Lender 
Underwriter  /  Placement  Agent  / 
Structuring  Agent 
Trtding  Counterparty  (selling 
assets,  lo  the  deal) 

Interest  Role  Derivative 
Counterparty 
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Other  Parties  to  Ihe  Transaction 
(Roles) 


Cottoisral  Manager 
Trustee 

Cayman  SPV  Administrator 
Dataware  SPV  Administrator 
GIC  Provider 
Rating  Agencies 
Accountants 

Issuer  /  Co-Issuer  Counnol 
Initial  Purchaser"  Counsel 

Collateral  Mummer  Gounsol 

Trustee  Counsel 

Cuunsul  Piovblfny  'Ou-6  Opinion 


Coltaturnl  Munsgor 

Trustee 

Caymon  SPV  Administrator 
Dolnwnro  SPV  Administrator 

GIC  Provider 
Rating  Agencies 
Accountants 

Issuer/  Co-Issuer  Counsel 
Initial  Purchaser  Counsel 

Collateral  Manager  Counsel 

Trustee  Counsel 

Counsnl  Providing  tOb-5  Opinion 


Other  Partis*  to  the  Transaction 
(Names) 


(d)  Ooutscho  Bank  In- 
House  Que  DHIgonco 


Redwood 

Wells  Fargo  Ban*.  National 

Association 

Walkers  SPV  Limited 

The  Cofpurnlion  Trust  Company 

rv'a 

Moody's    Standard  and  Poor's 

E&Y 

US:  Freshflolds  Bruckhsus  Dortngor 

LLP.  Cayman:  Walkers 

Freshtlelds  Bruckhaus  Oertngor  LLP 

US  Fed.  tax:  Chapman  and  Cutler, 

l/S:  Toblh  «  Tobln 

Hunton  &  Williams 

to  be  Idenlifiod 


--  Cwlli  Anprqvfli  far 
warehouse 

Warehouse 
AppiovnWolo  Rights 

Held  by  Trading 
Dosk 


\vj  nuiu  minus  rmmimn 
lo  Perform  Due  Diligence 
(Roles) 


ffrc&TTmSms 

ijwrttotltj/mDdeilng  comfort 
le(tor) 

Counsels  (lQl>-5  opinions) 

Rating  Agencies 


■ttfj-uuru'ramus  huiuuiuut 
Perform  Due  Diligence 
(Names) 


E&Y 

to  bo  identified 

Moody's   Standard  end  Poor's 


(0  Principal  Balance  of 
CDO  Bonds  Issued 


310,000.000 


Redwood 

wells  Fargo  Bank.  National 

Association 

Walkers  SPV  Limited 
Corporation  Service  Company 


Standard  and  Poor's 
ESY 

US:  Freshflolds  Bruckhaus  Detlnger 
HP,  Cayman:  Wnlkam 
Freshfishls  BiucMimiffl  Ooiingei  U.P 
US  Fed.  Ta*  Chapman  and  Cutler, 
US.  TtjWii  &  Tohln 
Hunlon  ft  Williams 
lobe  identified 


Crodil  Approval  for 
Warehouse 

Workhouse. 
Approval/Valo  Rlghis 
Hold  by  Trading 

Desk 


Accbulilalils 

(portloHo/modollng  comfort 
latter) 

Counsels  (10b-5  opinions) 

Rating  Agencies 


EftY 

to  be  identified 
Standard  and  Poor's 


300,000,000 
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Deal  Name 

Deutsche  Bank  Role 

Closing  Date 

Other  Parties  to  the  Transaction 
(Roles) 

Other  Parties  to  the  Transaction 
(Names) 

[d)  Deutsche  Bank  In- 
House  Due  Diligence. 

to  Perform  Due  Diligence 
(Rotas) 

Periorm  Duo  Diligence 
(Names) 

(f)  Principal  Bnlnnce  ol 
CDO  Bonds.  Issued 

-  Cfedtl  Approval  for 

Accountants. 
;portl0llo/modetlng  comfort 

1 
300.000^00 

1 

! 

Acacia  7  COO 

Warehouse  Lender 
Jhderwriier  /  Placement  Agent 7 
Structuring  Agenl 

3/1072005 

Collateral  Manager 
Trustee, 

Redwood 

Wells  Fargo  Bank,  National 

Association 

Warehouse 
-  Warehouse 
Approval/Veto  Rights 

Hold  by  Trading 
Desk 

attar) 

Counsels  (10b-5  opinions) 

EftY 

to  bo  Identified 

Trading  Counterparty  (selling 
assets  to  the  deal) 

Cayman  SPV  Administrator 

Walkers  SPV  Limited 

Rating  Agencies. 

Moody's    Standard  and  Poor's 

i 

Delaware  SPV  Administrator 

Corporation  Service  Company 

i 

Interest  Rale  Derivative 

Counterparty 

GIC  Provider 
Rating  Agencies 
Accountants 

Issuer  /  Co-Issuer  Counsel 
Initial  Purchaser.  Counsel 

Collateral  Manager  Counsel 

Trustee1  Cduhsel 

Counsel  Providing  10b-G  Opinion 

n/a 

Moody's    Standard  and  Poor's 

E&Y 

US:  Froshflelds  Bruckhaus  Deringer 

_LP;  Cayman:  Walkers 

Freshflelds  Bwckhaua  Deringer  LLP 

JS Fed.  -TaicOhapman  and  Cutler, 

US:  Tobfn  «  Tobln 

Kennedy  Covington 

to  be  Identified 

! 

I 

i 

-  Credit  Approval  for 

Accountants 
(portfofro/modoring  oomlort 

Bnrramundl  GDO 1 

Warehouse  Lender 

12/12/2006 

Collateral  Manager 

CBASS 

Warehouse 
—  Warehouse 

letter) 

Dotollte  5  Touche 

600,000,000 

Underwriter/  Placement  Agenl  / 
Structuring  Agent 

Trustee 

the  Bank  of  New  York 

Approval/Veto  Rights 

Held  by  Trading 
Desk 

Counsels  (IOb-5  opinions) 

Huntona.WIIItamo 

Trading  Counterparty  (selling 
assets  to  Ihe  deal) 

Cayman  SPVAdmlnlstrator 

Maples  Finance  Limited 

Rating.  Agencies 

Mood/s    Slandard.and  Poor's 

Credit  Default  Swap  Counterparty 

Delaware  SPV  Administrator 
GlC  Provider 

mi 

Deutsche  Bank  AG.  London 

Asset  Swap  Counterparty 

Rating  Agencies* 

Moody's   Slandnrd'end  Poor's 

1 

Senior  Loan  Provider 

Accountant's 

Issuer  /  Co-Issuer  Counsel 

Deloitle  &  louche 

US:  Huritori  a  Williams,  Cayman: 

Maples  and  Carder  > 

Skadden,  Arps.  Slate,  Meagher  & 

! 

Initial  PUrchaserCdunsel 

Rom 

Collateral  Manager  Counsel 

Huntoh  &  WHllams 

Trustee  Counsel 

Locke  Lidded  &  Sapp 

Counsel  providing  i0b-5  Opinion 

Huntdn  &  Williams 

i 

-  Credit  Approval  for 

Accountants 
(portfolio/modeling  comfort 

1,264:000.000 

1 

Blue  Edge  ABS  COO 

Warehouse  Lender 

.12/7/2000' 

Collateral  Manager 

Principal  Capital  Global  Investors 

Warehouse 
—  Warehouse 

letter) 

E4Y 

Underwriter  /  Placement  Agent  / 
Structuring  Agent 

Trustee 

Deutsche  Bank  Trust  Company 

ApprOval/VetO  Rights 

Held  by  Trading 
Desk 

Counsels  (10b-5  opinions). 

Cadwalador  Wlckersham  &  Taf 

1 

Trading  Counterparty  (selling 
assets  to  the  deal) 

Cayman  SPV  Administrator 

Maples  Finance  <  Limited 

Rating  Agencies 

Moody's    Slandard.and  Poor's 

1 

Delaware  SPV  Administrator 

Donald-  J.  Pugilsl  (State  ID:  5107952) 

GlC  Provider 

n'a 

. 

Rating  Agencies 

Moody's!   Standard  and  Poor's 

i 

' 

Senior  Loan  Provider 

Accountants 

E&Y 

US:  Cadwalader  Wlckersham  &  Taft, 

1 

Trustee 

Issuer  f  Co-Issuer.  Counsel 

Cayman:  Maples  &  Galder 

' 

Initial  Purchaser  Counsel 

Cadwalader  Wlckersham  &  Taft 
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Deal  Nam© 

Deutsche  Bank  Role 

Closing  Date 

Other  Parties  to  the  Transaction 
(Roles) 

Other  Parties  to  the  Transaction 
(Names) 

[d) .-Deutsche  Bank  In- 
House  Due  Diligence 

-rnpnnu  raiuub  ivuunuucf 

to  Perform  Duo  Diligence 

(Roles). 

hj;  iimu  ruiuun  nuiunmu  to 

Perform  Due  Diligence 

(Names) 

(t)  Principal  Balance:©! 
CDO  Bonds  Issued 

Collateral  Manager.  Counsel 
Trustee  :  Counsel 

Mayer-Brown  Howe  &  Maw 
Seward  Suisse!" 

i 

Counsel  Providing  10b-5  Opinion 

badwalader  Wlckersham  &  Tefl 

1 

Bluegrass  ABS  CDO II 

Warehouse  Lender 
Underwriter  /  Placemenl  Agent  / 
Structuring  Agent 
Trading  ;C*Hinlerparty  (soiling 

4M  4/2004 

Collateral  Manager 

Trustee 

Cayman  SPV  Administrator 

nvesco 

Weils  Fargo  Bank,  Natkmal 

Association 

Deutsche  Bank  (Cayman) 

-  Credit  Approval  for 
Warehouse 

-  Warehouse 
Approval/Veld  Rights 

Held  by  Trading 
Desk 

(portfolio/modeling  comfort 
lower) 

Counsels  (IOb-5  opinions) 

Rating  Agencies 

E1Y 

Orrlck  Herrtngton  S  Sutcllffe 

Mood/a   Standard  end  Poor's 

400,000.000 

Delaware  SPV  Administrator 

CT  Corporallrin 

GlC  Provider 

n/a 

Rating  Agencies 

Moody's   Standard  and  Poor's 

Accountants 

US;  Ofrick  Harrington  ASulcIlffe. 

| 

Issuer/  Co-Issuer  Counsel 

Cayman:  Walkers 

i 

Cayman  SPV  Administrator 

Initial  Purchaser-  Counsel 
Collateral  Manager.  Counsel 
trustee  Counsel 
Counsel  PfovidlnglOb-5  Opinion 

Orrlck  Herrtngtbn  4  Sutctiffe 
Clifford  Chance  US 
Kennedy  Covington 
Orrlck  Harrington  &  Sutcfiffe 

Carina  CDO 

Warehouse  Lender 

11/1/2006 

Collateral  Manager 

Slaie  Street  Global  Advisors 

-Credit  Approval Tor 
Warehouse 

(porttollb/modelhig  comfort 
letter) 

E&Y 

1,500.000,000 

Underwriter  /  Placemenl  Agent  / 
Structuring  Agent 
Trading  Counterparty  (selling 
assets  to  the  deal) 

Trustee 

Cayman  SPV  Administrator 

The. Bank  of  Now  York 

Deutsche  Bank  (Cayman) 
Deutsche  International  Corporate 

Approval/Veto  RigWs 

Held  by  trading 
Desk 

Counsel*  (10b-5  opinions) 
Rating  Agencies 

Allen  ft  Overy 

Moody's   Standard  end  Poor's 

Credit  Default  Swap  Counterparty 

belawaroSPV  Administrator 

Services  (Delaware) 

Counterparty 

GlC  Provider 

FSA  Capital  Management  Services 

Baling  Agencies. 

Moody's    Standard  and  Poors 

Senior  Loan  Provider 

Accountants 

Issuer  /  Co-Issuer. Counsel 

E8.Y 

US:  Allen*  Overy,  Cayman:  Turner* 

Roulstone 

Cayman  SPV  Administrator 

Initial  Purchaser  Counsel 

Allari&Gvery 

Delaware  SPV  Administrator 

Collateral  Manager  Counsel 

trustee  Counsel 

Counsel  Providing  10b-S  Opinion 

Goodwin  Procter 
GBfdere  Wynne  Sowell 
Allan*  Oven/ 

(portfolio/modeling  comfort 

CBASS  CBO  XIII 

3/17/2005 

Collateral  Manager 

CBASS 

letter) 

Deloltte  &  Touche 

Underwriter/  placement  Agon!  / 

Structuring  >  Agent 

trusteo 

JP  Morgan  Chase  Bank 

Counsels  (10b-5  opinions)- 

Hunton  *  WllJrams 

Trading  Counterparty  (selling 
assets  lo  the  deal) 

Cayman  SPV  Administrator 
Delaware  SPVAdmtnlslrator 
GlC  Provider 
Rating  Agencies 
Accountants 

Maples  Finance  Limited 
The  Corporation  Trust  Company 
n/a_ 

Standard  and  Poor's 
Deloltte  &  Touche 

Rating  Agencies 

Standard  end  Poor's 
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Commodore  GOO  IV 


Deutsche  Bank  Ralo 


Cloilng  Date 


Warehouse  Lender 

Underwriter'/  Placement  Agent  I 

StrucluilngAgttnt 

Trading  Counterparty  (selling 

assets  to  the  deal) 

Credit  Default  Swap  Counterparty 


Senior  Loan  Provider 
Cayman  SPV  Administrator 


Dallon  CDO 


fl/1 9/2005 


Warehouse  Lender 

Underwriter/  Placement  Agont  / 

Structuring.  Agent 

Trading  Counterparty  (setting 

assets  to  the  deal) 

Credit  Oe'autl  Swap  Counlerporty 


Senfor  Loon  Provider 


Other  Parties  to  the  Transaction 
(Roles) 


Issuer  /  Co-Issuer  Counsel 
Initial.  Purchaser  Counsel 
Collateral  Manager  Counsel 
Trustee  Counsel 
Counsel'  Providing  10b-5  Opinion 


Collateral  Manager 


Trustee- 


Cayman  SPV  Administrator 
Delaware  SPV.Admlrilstratbr 
GIC  Provider 
RollngAganclGS. 
Accountants 

Issuer  /  Co-Issuer  Counsel 
Initial  Purchaser  Counsel 
Collateral  Manager  Counsel 
Trustee  Counsel 
Counsel  Providing  10b*S  Opinion 


Collateral  Manager 

Trustee 

Cayman  SPV  Administrator 

Delaware  SPV  Administrator 

GIC  Provider 

Rating.  Agencies 

Accountants 

Issuer.  /  Co-Issuer  Counsel. 

Initial  Purchaser  Counsel 

Collateral  Manager  Counsel 

Trustee  Counsel 

j Counsel  Providing  10b-5  Oplhlon 


US:  Hunton  ftWimams,  Cayman: 
Maples  and  Calder 
Schullo  Roth  &  Zabol 
Hunton  &  Williams 
Locke  Llddetl  &"Sapp 
Hunton  4  Williams 


Other  Parties  to  the  Transaction 
(Names) 


Fischer  Francis 

Investors  Bank  &  Trust  Company 

Deutsche  Bank  (Cayman) 

Ct  Corporation 

rt/a 

Moody's    Standard  and  Poor's 

PWC 

US:Orrtch  Herrlngton  &  Sutcliffe, 

Cayman:  .Walkors 

Orrick  Herrthgtonfi.  Sutcllffe 

Dechert 

Nixon  Peabody 

Ofrlck  Harrington  &  Sutcllffe 


(d)  Deutsche  Bank  In* 
House  Duo  Diligence 


Credit  Approval  (6r 
Warehouse 
-  Warehouse 
Approval/Veto  Rights 

Hold  by  Trading 
Desk 


to  Perform  Due  Diligence 
(Roles) 


Accountants' 

(portfolio/modeling  comfort 
letter) 

Counsels  (10b-5.op1nions) 
Rating  Agencies 


Dynamic  Credll  Partners 

Wilmington  Trust  Company 

Walkors  SP^  Limited 

Pugllsl  8. Associates 

Rebobank. 

Mood/a   Standard  and  Poor's 

DekJllle  &  fouche 

US:  Alton  &  Ovary,. Cayman;  Walkers 

Alien  AOvery 

Orrick  HerHrigton  4-Sutclifto 

n/a 

Orf Ick  Herringlon.A  Sutcllffe 


Crertll  Approval  lor 
Warehouse 

Warehouse 
ApprovatA/eto  Rights 

Held  by  trading 
Desk 


\vj  i  mm  rauiHit  lummuu  m 
Perform  Due  Diligence 

(Names) 


PWC 

Orrick  Harrington.*  Sutctlffe 
Mood/a  Standard  and  Poofa 


(t)  Principal  Balance  of 
CDO  Bonds  Issued 


AccduhUrila" 

(portfollorrnodeling  comfort 
letter) 

Counsels  (10b-6  oplhlons) 

Rating  Agencies. 


Delollle  a  Toucho 

Orrlok  Harrington  &  Sutelllfe 

Mood/a   Standard  and  Poor's 


400,000,000 
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Diogenes  CDO I 


Diogenes  COO  IE 


Deutsche  Bank  Role 


Underwriter  /  Placement  Agenl  / 

Structuring  Agent; 

Trading  Counterparty  (selling 

assets  to  the  deal) 

Credit.  Default  Swap  Counterparty 

Interest  tale.  Derivative 

Counterparty 

Asset  Swap  Counterparty 

Trustee 


Warehouse  tender 
Underwriter  /  Placement  Agent  / 
Structuring  Agent 
TradlhgiCountorparty.  (selling 
assets  to.lhe  deal). 

Credit  Default  Swap  Counterparty 

Interest  Bate  Derivative' 

Counterparty 

Asset  Swap  Counterparty 

Senior  loan  Provider 


Delaware  SRV  Administrator 


Warehouse  Lender 
Underwriter  /  Placement  Agenl  / 
Structuring  Agent 
Trading  Counterparty  (selling 
assets  to  the  deal) 

Credit  Default  Swap  Counterparty 

Interest  Rale  Derivative 

Counterparty 

Asset  Swap. Counterparty 

Senior  Loan  Provider 


Closing  Data 


6/29/2006 


Olhor  Parties  to  llio  Transaction 
(Rolos) 


Collateral  Manager 

Trustee 

Cayman  SPV-Admlnlslrator 
Delaware  SPV  Administrator 

GIG  Provider 

Rating  Agendas 

Accountanls 

Issuer  /  Co-Issuer  Counsel 

Initial  Purchaser  Counsel 

Collateral  Manager  Counsel 

Trustee  Counsel 

Counsel  Providing  10b-5  Opinion 


Collateral  Manager 

Trustee 

Cayman  SPV. Administrator 

Delaware  SPV  Administrator 

GIC  Provider 
Rating  Agendas. 
Accountants. 

Issuer  /  Co-Issuer  Counsel 
Initial  Purchaser  Counsel 
Collateral  Manager  Counsel, 
trustee  Counsel 
Counsel  Providing  10b-5  Opinion 


Collateral  Manager 

Trustee 

Cayman  SPV  Administrator 

Delaware  SPV  Administrator 

GIC  Provider 
Rating  Agencies 
Accountants : 

Issuer  /.Co-Issuer  Counsel 


Other  Parties  to  tho  Transaction 
(Names) 


(rJ)  Deutsche  Bank  In- 
House  Duo  Diligence 


Whailon 

Deutsche  Trustee  Company  Limited 
Deutsche  International  Corporate 
Services  (Ireland)  Ltmlled 
n/a 

n/a 

Moody's    Standard  and  Poor's 

Irish  Law:  Matheson  Ormsby  Prentice 

England:  AshursL  US;  McKee  Nelson 

Speeohly  Btrcham 

Ashursl 

to  be  Identified 


Slate  Street  GIobal;Advlsors 

JP  Morgan  ChaseBank 

Maples  Finance  Limited 
Deutsche  International  Corporate 
Services  (Delaware) 

XL  Asset  Funding  Company 
Moody's   Standard  and  Poor's 
E&Y 

US:  Orrfck  Harrington.*, Sutcliffe, 
Cayman:. Maples  and  Calder 
Orrick  Harrington  &' Sutcliffe 
Goodwin  Procter 
Gardere  WynneSewsil 
Orrick  Harrington  4  Sutcliffe 


■pji-nwu  minus  Huminuu" 
to  Perform  Due  Diligence 
(Roles) 


Accountants 
(portlolro/modellrtg  comfort 
letter) 

Counsels  (10b:5  opinions) 

Rating  Agencies 


Credit  Approval  for 
Warehouse 
-  Warehouse 
Approval/Veto  Rights 

Held  by  Trading 
Desk. 


Slate  Street  Global  Advisors 

jp  Morgan  Chase  Bank 

Maplos  Finance  Limited 
Deutsche:  Intornalldrtal  Corporate 
Services  (Delaware) 

Rababank 

Moody's    Standard  and  Poor's 

E&Y 

jUS:  Allen  &  Overy;  Cayman:  Maples 

andCelder 


to  be  Identified 

Moody's    Standard  and  Poor's 


Credit  Approval  for 
Warehouse 

Warehouse 
Approval/Veto  Rights 

Held  by  Trading 
besk 


Accountants 

(porttollo/modollng  comtort 
letter) 

Counsels  (,l0b-6  opinions) 

Rating  AgencleB 


\vj  iiiiiuthhius  uuiumuu'W 
Perform  Duo  Diligence 

(Nnrnos) 


(I)  Principal  Balance  of 
COO  Bonds  Issued 


E&Y 

Orrick  Herrlngton  &, Sutcliffe. 

Moody's  Standard  and  Poor's 


Accoumenis         " 
(portfolio/modeling  comfort 
letter) 

Counsels  ( t0b-5  opinions) 

Reting  Agencies 


e&y 

Allen  B.  Overy 

Moody's   Standard  and  Poor's 


133^)00,000 


400,000,000 


I 
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Diogenes  III 


Dutch  Hill  Funding  I 


Dulch  Hill  Funding  II 


Delaware  SPV  Admlnlsiralor 


Deutsche  Bank  Role 


Warehouse  Lender 

Underwriter  /  Placement  Agent  / 

Structuring  Agent; 

Trading  Counterparty  (selling 

assets  to  the  deal) 

Credit  Default  Swap.  Counterparty 


Senior  Loan  Provider 


Warehouse  Lender 
Underwriter  /  Placement  Agent  / 

Structuring  Agent 

Trading  Counterparty  (selling 

assets,  to  the  deal) 

Credit  Default  Swop  Counterparty 

Asset;  Swap  Counterparty 

Cayman  SPV  Administrator 


Warehouse  Lender 
Underwriter  /  Placement  Agent  / 
Structuring  .Agent 
Trading  Counterparty  (selling 
assets  to  the  deal) 

Credit  Default  Swap  Counterparty. 


Closing  Date 


Footnote  Exhibits  -Pagb0816 


COWFiDENWAL 
fiageO 


Initial  Purchaser  Counsel 
Collateral  Manager  Counsel 
Trustee  Counsel 
Counsel  Providing  lQb-6  Opinion 


Other  Portias  to  the  Transaction 
' (Roles) 


Other  Parties  to  the  Transaction 
(Names) 


(d)  Deulscha  Sank  In- 
Mouse  Duo  Diligence 


\u)  iiuiu  nimuu  wmainua 
to  Perform  Duo  Diligence 
(Roles) 


Allen. &  Ovary 
Goodwin  Procter 

Gardens'  Wynne  Sewell 
Allen'S  Overy 


Collateral  Manager 

Trustee 

Cayman  SPV  Administrator 
Delaware. SPV  Administrator 
GIC  Provider 
Rating  Agencies 
Accountants 

Issuer/  Co-Issuer  Counsel 

Initial  Purchaser  Counsel 

Collateral  Manager  Counsel 

Trustee.CDunsel 

Counsel  Providing  10b-S  Opinion 


Collateral  Manager 

Trustee 

Cayman  SPV'Admlnislrfltor ' 

Delaware  SPV Administrator 

GIC  Provider 

Rating  Agencies 

Accountants 

Issuer  f  Co-Issuer  Counsel . 

Initial  purchaser-Counsel 

CoIIaterel  Manager  Counsel 

Trustee  Counsel 

Counsel  Providing -IOb-5  Opinion 


State  Street  Global  Advisors 

The  Bank  of  Now  York 

Maples  Finance  .Limited 

Pugttsl  &  Associates 

Rabobank 

Moody's    Standard  and  Poor's 

E4Y 

U&  Allan  &  Ovary,  Cayman:  Maples 

ond  Calder 

Allen  AOvtiry 

Goodwin  Procter 

Gardere  Wynne  SewoO 

Allen  &  Overy 


Credit  Approval  for 
Warehouse 

Warehouse 
Approval/Veto  Rights 

Held  by  Trading 
Desk 


TCW 

JP  Morgan  Chase  Bank 

Deutsche  Bank  (Cayman) 

Donald  J.  Rugllsl  (State  ID:  4063035, 

($  Corporation  Trust  Center) 

h/a 

Moody's    Standard  and  Poor's' 

Deloltle  &  touche 

US:  Llnklsters,  Cayman:  Walkers 

Onick, Harrington  ASulcllffe. 

LinklaterS; 

Gardere  .Wynne  Sewell 

to  be  identified 


Accountants 

(portfolio/modeling  comfort 
letter) 

Counsels  (lOb-S  opinions) 

Rating  Agencies 


Credit  Approval  for 
Warehouse 

.Warehouse 
Approval/Veto  Rights 

Held  by  Trading 
Desk 


EflY 

Aden  &  Overy 

Moody's   Standard  and  Poor's 


Acuoumems 

(portfolio/modeling,  comfort 
letter) 

Counsels  (10r>5  opinions) 

Rating  Agencies 


njj  muu  ramus  Rutaitiuuio- 

Perform  Due  Diligence 
(Names)    


(f)  Prfnclpnl  Balance  of 
CDOBomtii  issued 


Deloltte  &  Touohe 

to  be  WenMed 

Moody's    Standard  arid  Poor's 


Qottatorel  Manager 

Trustee 

Ceyman  SPV  Administrator 

Delaware  SPV  Administrator 
GIC  Provider 
Rating  Agencies 
Accountants 


TCW 

LaSflllo  Bank  National  Association 

Deutsche  Bank  (Cayman) 

Donald  J.  PugHl  (State  ID:  43389.1 0t 

.Corporation  Trust  Center) 
h/a 

Moody's    Standard  and  Poor's 
ESY 


Credit  Approval  for 
Warehouse 
-  Warehouse 
Approve  lA/eto  Rights 

Held  by  Trading 
Desk 


Accountants        " 
(portfolio/modeling  comfort 
iQitnr) 

Counsels  (10b-5  opinions) 

Rating  Agencies 


E&Y 

Llnklsters 

Moody's    Standard  and  Poor's 
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Cayman  SPV  Administrator 


Q  Square  Finance  2006-2 


Gemstone  COO  II 


Gemstone.CDO  IV 


Deutsche  Bank  Role 


Warehouse  Lender 
Underwriter  /  Placement  Agent  / 
Structuring  Agent 
Trading  Counterparty  (selling 
assets  to  the  deal) 


Senior  Loan  Provider 


Warehouse  Lender 
Underwriter  /  Placement  Agent  / 
Structuring  Agenl 
Trading  Counterparty  (sailing 
assets  to  the  deal) 

Interest  Rate  Derivative. 
Counterparty 


Trustee 

Cnyrnan  SPV  Administrator 


Warehouse  Lender 

Underwriter  /Placement  Agent  / 

Structuring  .Agent 

Trading  Counterparty  (selling 

assets  to  the.deelj 

Credit  Default  Swap  Counterparty. 

interest  Rate  Derivative 

Counterparty 
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Closing  Date 


Issuer  A  Co-issuer  Counsel. 

Initial  Purchaser  Counsel 

Coltaterai  Manager  Counsel 

frustee'Counsei 

Counsel  Providing  T0b-5  Opinion 


Other  Parties  to  the  Transaction 
(Roles) 


Collateral  Manager 

Trustee 

Cayman  SPV  Administrator 

Delaware'  SPV  Administrator 

QIC  Provider 

Rating -Agencies. 

Accountants 

Issuer  /  Co-Issuer  Counsel 

Initial  Purchaser  Counsel 

CollateralManager  Counsel 

Trustee  Counsel 

Counsel  Providing  10b-5  Opinion 


Collateral  Manager 


Cayman  SPV  Administrator 
Delaware  SPV  Administrator 

GIC  Provider 
Rating  Agencies 
Accountants 

Issuer  /.Co-Issuer  Counsel 
Initial  Purchasel  Counsel 
Collateral  Manager.  Counsel 
Trustee  Counsel 
Counsel  Providing  10b-5  Opinion 


Collateral  Manager 
Trustee 


Cayman  SPV  Administrator 
Delaware  SPV  Administrator  ' 


GIC  Provider 

Rating;  Agencies 


US:  Llnkleters,  Cayrtiart:  WolkOrs. 

Allan  ftOvery 

Llhklatera 

Kennedy  Covington 

Unklalera 


Other  Parties  to  the  Transaction 
(Names) 


(d)  Deutsche  Bank  In* 
House  Due  Diligence 


Wharton  Asset  Management 

HSBC  Trustee 

Walkers  SPV  Limited 

n/a 

n/a 

Moody's    Standard  and  Poor's 

n/a 

Cayman:  Walkers 

England:  AshursL  US:  McKee  Nelson 

Speechly  Blrcham 

Ashurst 

Ashurst 


HBK  Investments  LP 

Deutsche  Bank  Trust  Company 

Deutsche  Bank  (Cayman) 

The  Corporation  Trust  Company 

n/a 

Moody's    Standard  and  Poor's 

E&Y 

US:  Orrtck  Herrihgto.n  &  SUtcllffe, 

Cayman:  Maples  and  Calder 

Orrtck  HerringibnA  Sulcllffe 

Codwalader  Wtckersham  *  Tafl 

Seward '&' Kissel 

Orrick  Herrtngton  &  Sulcllffe 


HBK  Investments  LP 

Deutsche  Bank  Trust  Company 

OoulschoBank  (Cftyman) 

The  Corporation  trusl  Company. 

XL  Asset  Funding 'Company 
Moody's   Standard  end  poor's 


Credit  Approval  (or 
Warehouse 

Warehouse 
Approvai/Veio  Rights 

Held  by  Trading 
Desk 


Credit  Approval  for 
Warehouse 
Warehouse 

Approval/Veto  Rights 

Held  by  Trading 
Desk 


■\x}j  tiiiiu  raiuub  nuuiimnr 
to  Perform  Duo  Diligence 
(Roles) 


Credit  Approval  for 
Warehouse 

Warehouse 
Approval/Veto  Rights 

Held  by  Trading 
Desk 


AccoUrilariU 

(portfolio/modeling  comfort 
letter) 

Counsels  (10b-5  opinions) 

Rating  Agencies 


AccuurUaltlA  " 

(porUoll6/modellng;  comfort 
letter) 

Counsels  (10b-5  opinions) 

Rating  Agencies 


TunT"[U  rul  tlub  ""'HIMUU't' 

Perform  Due  Diligence 
(Names) 


n/a 

Ashurst 

Mood/a    Standard  and  Poor's 


(f)  Principal  Balance  of 
CDO  Bonds  lasuod 


E&Y 

Orrtck  Herrington  4SutoHffe 

Moody's  .Standard  and  Poor's 


Accountants         *"" 
(portfolio/modeling  comfort 
letter) 

Counsels  (t6b-5 'Opinions) 

Rating  Agencies 


E&Y 

Orrick'  Herrtngton  &  Sulcllffe 

Moody's   Standard  and  Poor's 


1,014,000,000 


400.000,000 


I 
600,000,000 


PSI-Deut8che_Bank-02-001 1 


Footnote  Exhibits  -  Page  0818 


ABS  CDOs  Issued  by  DBSI  (between  2004  end  2008) 


CONFIDENTIAL 
i  Page8 


Gemstone  COO  V 


Gemstorie  COO  VII 


GMAG.RFCABSCDO 


Deutsche  Bank  Role 


Trustee 

Cayman  SPV  Administrator 


Warehouse  Lender 

Underwriter  /  Placement  Agent  / 

Structuring  Agent 

Trading  Counterparty  (soiling 

nsscts  to  lha  deal) 

Credit  Default  Swap  Counterparty 

Interest  Rate  Derivative: 

Counterparty 


Trustee 

Cayman  SPV  Administrator. 


Warehouse.  Lender 
Underwriter  /  Placement  Agent  / 
Structuring  Agent 
Trading  Counterparty  (selling 
assets  to  the  deal) 

Credit  Default  Swap  Counterparty 


Trustee 

Cayman-SPV  Administrator 


Closing  Pate 


Warehouse  Lender 
Underwriter,/  Placement  Agent  / 
Structuringi  Agent 
Trading  Counterparty  (selling 
assetsto  the  deal) 


Accountants 

Issuer  /  Co-Issuer  Counsel 
Initial  Purchaser  Counsel 
Collateral  Manager. Counsel. 
trustee  Counsel 
Counsel  Providing  10b-5  Opinion 


Other  Parties  to  the  Transaction 
(Roles) 


Collateral  Manager 

Trustee 

Cnyma  n  SPV  Admtnfstra  lor 
Delaware  SPV  Administrator 

GIC  Provider 
Rating.  Agencies 
Accountants 

Issuer,/  Go-issuer  Counsel 
Initial  purchaser  Counsel 
Cohalerel  Manager  Counsel 
trustee  Counsel 
Counsel  Providing  10b-5  Opinion 


Collateral  Manager 

Trustee. 

Caymari  SPV  Administrator 

Delaware  SPV.  Administrator 
GIC  Provider 
R8tJng.Agehcles 
Accountants 

Issuer  /  Gorlssuer  Counsel 
IniUa  rpurchaser  Counsel 
Collateral  Manager  Counsel 
Trustee  Counsel 
Counsel :  Providing  IOb-5  Opinion- 


Collateral  Managor 

Trustee 

Cayman:SPV  Administrator 


US:  Orrlek  Harrington  &  SutcHlfe. 
Cayman:  Maples  and  Calder 
Orrlek  Harrington  &  Sutcltlfo 
CadwaladerWickersham  &  Taft 
Seward  A  kfssei 
Orrlek  Harrington  &  Sutcllffe 


Other  Parties  to  the  Transaction 
(Names) 


(d)  Deutsche  Bank  In- 
House  Duo  Diligence 


HBK  Investments  LP 

Deutsche  Bank  Trust  Company 

Deutsche  Bank  (Cayman) 

The  Corporation  TruSl  Company 

XL  Asset  Funding. Company 

Moody's   Standard  and  Poor's 

E&Y 

US:  Allen  &  Overy.  Cayman:  Maples 

and.Calder 

Allen  4  Overy 

Cadwaiader  WIckemhamA  Taft 

Seward  AY  Kissel 

AJIen  &  Overy 


H8K  Investments  LP 

Deutsche  Bank  Trust  Company 

Deutsche  Bank  (Cayman) 

Donald  J.  Pugltsl  (State  ID: 

070220501) 

General  Electric  Capital  Corporation 

Moody's    Standard  and.PoorV 

E&Y 

US:  Allen  &  Overy,  Cayman:  Maples 

and  Calder 

Aliort&. Overy 

Cadwalader  Wtckereharn  &  Tafl 

Seward*  &  Kissel 

to.be  Identified' 


GMAC.RFC 

Wells  Fargo  Bank.  National 

Association 

Maples  Finance  Limited 


Credit  Approval  for 
Warehouse 

Warehouse 
Approval/Veto  Rights 

Held  by  Trading 
Desk 


Actuiuniams 

(portfolio/modeling  comfort 
letter) 

Counsels  (10b-5  opinions). 

Rating  Agencies 


Credit  Approval  for 
Warehouse 

Warehouse 
ApprovalA/eto.  Rights 

Held  by  Trading 
Desk 


\vf  i  mm 'rmtiu«  wmainuu 
to  Perform  Duo  Diligence 
(Roles) 


Accouniams  " 

(portfolio/modeling  comfort 
letter) 

Counsoto  (10b-9  opinions) 

Ratlhg  Agencies 


TO'ninu  ratiwu  nmamuu  w 

Perform  Due' Diligence 
(Names). 


EAY 

Allen  &  Overy 

Moody's    Standard  and  Poor's 


(f)  Principal  Balance  of 
CDO  Bonds  Issued 


E&Y 

to  be  Identified 

Moody's   Slandard  and  Poor's 


-  Credit  Approval  for 
Warehouse 

-  Warehouse 
Approval/Veto  Rights 

Held  by  Trading 
Desk 


Accountants  "^ 

(portfolio/modeling  comfort 
letter) 

Counsels  (10b-5  opinions) 

Rating  Agenda*: 


Delolttfl  ITouche 
Orrlek  Herringtbn'A  Sutcllffe 
Standard  find  Poor's 


076.000.000 


1:101,500,000 

I 
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Interest  Rata  Derivative 
Counterparty 


Halcyon  Securltlzed  Products 


Halcyon  Securilteod  Products 


Deutsche  Bank  Rote 


Warehouse  Lender 

Underwriter  /.  placement  Agent  f 

Slmctu ring  Agent 

Trading  Counterparty  (salting 

assets  to  the  deal) 

Credit  Default  Swap  Counterparty 

Asset  Swap  Counterparty 

So'nfor.Loan  Provider 


Cayman  SPV  Administrator 


Warehouse  Lender 

Underwriter  /  Placement  Agent  t 

Structuring  Agent 

Trading. Counterparty  (selling 

assets  to  |hc  deal) 

Grbdll  DofaullSwap  Counterparty 


Sunlor  Loan  Provider 
Cayman  SPV  Administrator 


Closing  Data. 


Delaware  SPV  Administrator 

GIG  Provider' 
Rating  Agendas 
Accountants 

Issuer  /  Co-lisuor  Counsel 
Initial  PurchoserCounsel 
Cotlatonsl  Mnnnger  Counsel 
Trustee  Counsel 
Counsel  Providing  10b-5  Opinion 


Other  Parties  to  tha  Transection 
(Roles) 


Collateral  Manager 

Trustee 

Cayman  SPV  Administrator 
Delaware  SPV  Administrator 
GIG  Provider 
Rating  Agencies 
Accountants 

Issuer  /  Co-Issuer  Counsel 
Initial  Purchaser.  Counsel 
Collateral  Manager.Counsel 
Trustee  Counsel 
Counsel  Providing  10b-5  Opinion 


Collateral  Manager 

Trustee 

Cayman  SPV  Administrator 
Delaware  SPV  Administrator 
GIC  Provider 
Ruling  Agencies 
Accountants 

Issuer  /  Go-Issuer  Counsel 
Initial  Purchaser  Counsel 
Collqteral  Manager  Counsel 
Trustee  Counsel 

Counsel  Providing  lOb-SOplnfon 


The  Corporation' Trust  Company 

n/o 
Standard  end  Poor's 
Deloftle  4  Touche 
US:  Ofrlck  Harrington  A  SutcllfTe, 
Cayman:  Maples  and  Colder 
Sidley.  Austin  Brown  &Wpad 
Offlcic  Herrlnglon  ft  Stildilfo 
Kennedy  Covington 
Orrtch  Henington  8  Sutcllffe 


Other  Parties  to  the  Transaction 
(Names) 


Halcyon  SecurHteed  Products 
investors  LP 

The  Bank  of  New  York 

Deutsche  Bank  (Cayman) 

The  Corporation  trust  Company 

n/a 

Moody's    Standard  and  Poor's 

Detoltie  &  Touche 

US:  Skadden  Arps  Slate  Meagher  & 

Flom.  Cayman:  Turner  &  Rouistohe 

Skadden  Arps  Slate  Meagher.*  Flom 

Seward  &  Kissel 

Gardere  Wynne  Sewsll 

Skadden  Arps  Slate  Meagher  &  Ftom 


Credit  Approval  for 
Warehouse 

Warehouse. 
Approval/Veto  Rights: 

Held  by  Trading 
Desk 


Halcyon  Securillzed  Products 
Investors  LP 

The  Bank  of  NewYork 

Deutsche  Bank  (Cayman) 

The  Corporation' Trust  Company 

FSA  Capital  Management  Services 

Moody's    Standard  and  Poor's 

E&Y 

US:  Skadden  Arps  Slate  Meagher  & 

Flom.  Cayman:  Turner  &  Roulstone 

Skadden  Arps  Slate  Meagher  &  Fiom 

Seward  &  Kissel 

Gardens  Wynne  'Sawed 

Skadden  Arps  Slate  .Meagher  &  Flom 


(d)  Deutsche  Bank  In- 
Houae  Due  Diligence 


ACcduhulrilS 

(portfolio/modeling  comfort 
tetter) 

Counsels,  ( 1 0b-5  oOlnlons) 

Rating  Agencies 


Credit  Approval  for 
Warehouse 

Warehouse 
ApprovaWoto  Rights 

Held  by  Trading 
Desk 


mumuu' 


^njinircrruM 

to  Perform  Due  Diligence 

(Roles) 


Delaine  &  Touche 

Skadden  Arps  Slate  Meagher  &  Flom 

Moody's   Standard  and  Poor's 


Accountants  " 

(portfolio/modeling  comfort 
letter) 

Counsels  (10b-5  opinions) 

Rating  Agencies 


\vj  nniurtmiua  mmmiuu  w 

Perform  Duo  Diligence 
(Names) 


(I)  Principal  Balance  of 
COO  Bonds  Issued 


400,000;000 


E&Y 

Skadden  Arps  Slate  Meagher  ft  Flom 
Mood/s   Standard  and  Poor's. 


500,000.000 
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,^_— — — — 

Other  parties  to  tha. Transaction 

Othor  Partios  to  the  Transaction 

(d)  Deutsche  Bank  In- 

to  Perform  Duo  Diligence 

Perform  Duo  Olllgonco 

(f)  Prlnclpnl  Balnnco  ot 

Donl  Name 

Deutsche  Bnnk  Role 

Closing.  Dato 

(Roles) 

(Names) 

Houso  Dtio  Diligence 

(Rolos) 

(Names) 

CDO  Bonds  Issued 

-  Credit  Approval  for 

Accountants 
Iportfollo/modellng  comfort 

Hamilton  Gardens 

Warehouse  Lender 

9/21/2008 

Collateral  Manager 

Rabobenk  International 

Worn  house 
-Warehouse 
ApprovstA/eto  Rights 

Held  by  Trading 
Desk 

fetter) 

E«Y 

500,000)000 

Underwriter  /  Placement  Agent  / 
Structuring  Agent 

Trustee 

JP  Morgan  Chase  Bank 

Counsels  (10b-5  opinions) 

Schulte  Roth  A  Zabel 

Trading  Counterparty  (selling 
assets  to  the  deal) 

Cayman. SPV  Administrator 

Maples  Finance  Limited 

Rating  Agencies 

Moody's    Standard  and  Poor's                                      1 

Deutsche  International  Corporate 

Credit  Default  Swap:Counlerparty 

Delaware  SPV  Administrator 

Services  (Detawero) 

Interest  Rate  Derivative 

Counterparty 

GIC  Provider 
Ro  ting,  Agendas 

Rabobanh 

Moody's    Standard  and  Poor's 

i 

Senior  Loan  Provider 

Accountants 

Issuer  /  Co-Issuer  Counsel 
initial  Purchaser  Counsel 

E&Y 

US:- Aden  &  Overy,  Cayman:  Maples 

and  Celder 

Allan  &TOvery 

i 

Delaware  SPV  Administrator 

Collateral. Manager  Counsel 

Trustee  Counsel 

Counsel  Providing  10t>-5  Opinion 

Schulte.Rolh&  Zabel 
Gardens  Wynne  Seweli 
Schulte  Roth  &  Zabel 

i 

—  Credit  Approval  for 

Accountants 
(portfolio/modeling  comfort 

I 

Hamilton  Gardens  II 

Warehouse  Lender 

8/13/2007 

Cotleteral  Manager 

Rabobank 

Warehouse 
-  Warehouse 
Approval/Veto  Rights 

Held  by  Trading 
Dask 

letter) 

E&Y 

400,000,000 

■  i 

Underwriter  /  Placement  Agent  / 
Sttucturing  Auont 
Trading  Counterparty  (selling 
assets  Id  the  deal) 

Trustee 

Cayman  SPV  Administrator 

The  Bank  or  New  YonV 
Maples  finance  Limited 

Counsels.  (10b-5  opinions) 
Rating  Agencies 

Schulte  Roth  &  Zabel 
Moody's    Standard  and  Poor's 

i 

Grattft  Oefsuit  Swap  Counterparty 

Delaware  SPV  Administrator 
GIC  Provider 
Rallhg  Agenoles 

PugUsi&  Associates 

Rabobank 

Moody's'  Standard  and  Poor's. 

i 

Senior  Loan  Provider 

Accountants 

Issuer  /Co-Issuer  Counsel 
Inltldl  Purchaser  Counsel 

E&Y 

US:  Allen  &  Overy,  Cayman:  Maples 

and  Calder 

AHen&  Overy. 

Collateral  Manager  Counsel 

Schulte  Roth  &  Zabel 

i 

Trustee  Counsel 

GflfdeYe  VVynne  Seweli 

i 

Counsel  Providing  10b-5  Opinion 

Sohulte  Roth  &,  Zabel 

i 

Accountants 
(portfolio/modeling  comfort 

I 

Hold  2006-1* 

10/19/2006 

Collaleral.Manager 

Static 

loiter) 

2,200.000,000 

Underwriter  /  Placement  Agent  / 
Structuring  Agorit 
Trading  Counterparty  (selling 
assets  toihedoal) 

Trustee. 

Deutsche  Trustee  Company  Limited 

Counsels  (10b-5  opinions) 

to  be  Identified 

■  ! 

Cayman  SPV  Administrator 

Deutsche  International  Corporate 
Services. (Ireland)  Limited 

Rating  Agencies 

Moody's    Standard  and  Poor's 

Credit  Default  Swap  Counierparty 

Delaware  SPV  Administrator 
GIC  Provider 

n/a 
n/a 

Asset  Swap  Counterparty 

Rating  Agencies. 
Accountants 

Moody's    Standard  and  Poor's 

t 

Trustee 

Issuer/  Co-Issuer  Counsel 
Ihiual  Purchaser  Counsel 

Collateral  Manager  Counsel 

Irish  Law:  MathesonOrmsby  Prentice 

Llnklatere 

n/a 

i 

'Trustee -Counsel 

Llnklaters 

PSI-Deutsche_BanM)2i001 4 


I 


Footnote  Exhibits  -  Pag0  0821 


ABS  GDOs  Issued  by  DBS!  (between  2004  and  2008) 


CONFIDENTIAL 
Page  11 


Ooutscho  Bank  Rolo 

Closing  Drite 

Other  Parties  to  the  Transaction 
(Roles) 

Oiher  Parties  to  tha  Transaction 
(Names) 

(d)  Deutsche  Bank  In- 
Houso  Duo  DIHgonco 

\vt  imiuruumu  immiuuu1 

to  Perform  Due  Diligence 

(Roles) 

-\pj  irmu  raniw  mnamuu  iti 

Porfonrt  Duo  Dlllgenca 

(Names) 

I 
(()  Prlnclpnl  Snlanca  of 
CDO  Bonds  Issuod 

Counsel  Providing  10b-5  Opinion 

lo.be  Ideniifled 
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Other  Parties  to  the. Trans nctlon 

Other  Parties  to  the  Transaction 

|d)  Deutsche  Bank  In- 

\uj  itihutuiuus  rtuunimu- 
to  Perform  DUo  Diligence 

-nj/.irwu  runiuu  iwromuu  iu- 
Perform  Due  Diligence 

(f)  Principal  Balanco  of 

Deal  Nam© 

Deutsclto  Bnnk  Role 

Closing  Dnte 

(Roles) 

(Names) 

House  Due  Diligence 

(Rolos) 

(Names) 

COO.Bonds  Issued 

Los  Robles 

Warehouse  Lender 

671072007 

Collateral  Manager 

Western  Asset 

-  Crotlil  Approval  for 
Worehouso 

Accountants 

portfolio/modeling  comfort 
etterj 

EftY 

760.000*000 

Underwriter  /  Placement  Agent  / 
Structuring  Agent 

Trustee 

Deutsche  Bank  Trust  Company 

—  Warehouse 
Approval/Volo  Rights 

Counsels. ( 10b-5.  opinions) 

to  boldenWIed 

Trading  Counterparty  (selling 
assets  to  the  deal)  - 

Cayman  SPV  Administrator 

Deutsche  Bank  (Cayman) 

Held  by  Trading 
Desk 

Rating  Agencies 

Moody's   Standard  and  Poor's 

Credit  Default  Swap.Counlerparty 

Delaware  SPV  Administrator 

Donald  X.Pugllsl  (Stale  ID:  4399801) 

Interest  Rate  Derivative 

Counterparty 

GIC  Provider 
Rating  Agencies 
Accountants 

Rabobank 

Moody's    Standard  and  Poor's 

EAY 

US:  McKeo  Nelson,  Cayman:  Turner 

Trustee 

Issuer  /Co-Issuer  Counsel 

i  Roulstone 

Cayman  SPV  Administrator 

Initio!  Purchaser  Counsel 
Collateral  Manager. Counsel. 
Trustee  Counsel 
Counsel  Providing. 10b-5  Opinion 

McKee.Nelson 
3opes  &  Gray 
Seward  A  Kissel 
:o  be  identified 

-  Credit  Approval  tor 

(portfolio/modeling  comfort 

Matrix  2007-1" 

1/22/2007 

Collateral  Manager 

Faittor.  Securities 

Warehouse 
-  Warehouse 

letter) 

1 ,000.0uu;uuu 

Trustee 

Approval/Veto  Rights 
Held  by  Trading 

Counsels  ( 1 0b-5.  opinions) 

Cayman  SPV  Administrator 

Desk 

RatlngAgencles 

Dolaworo:SPV  Administrator 

QIC  Provider 

Rating  Agencies 

Accountants 

Issuer/Co-lssuer  Counsel 

Initial  Purchaser  Counsel 

Collateral  Manager  Counsel 

Trustee  Counsel 

Counsel  Providing  iOb^  Opinion 

-  Credit  Approval  (or 

Accoumams 
(portfolio/modeling  comfort 

Mount  Skylight 

Warehouse  Lender 

5/24/2006 

Collateral  Manager 

TIAA 

Warehouse 
-  Warehouse 
Approval/Veto  Rights 

letter) 

ERY 

1  ;000,0uu.uuu 

Underwriter  /,  Placement  Agent/ 
Structuring  Agent 

Trustee- 

Deutsche.  Bank  Trust  Company 

Cbunsels  (10b-5  opinions) 

Allen  &  Overy 

Trading  Counterparty. (selling 
assets  to  the  deal): 

Caymen  SPV  Administrator 

Delaware  SPV  Administrator 
GlC.PraVlder 

Deutsche  Bank  (Cayman). 
Deutsche  International  Corporate 
Services  (Delaware) 
n/a 

He'd  by  Trading 
Desk 

Rating  Agencies 

Mood/B    Standard  and  Poor's 

Rating  .Agencies 

Moody's   Standard  and  Poor's 

i 

Senior  loan,  Provider 

Accountants 

E&Y     . 

Trustee 

issuer  /  Cd-issuer  Counsel 

US:  Allen  &  Overy,  Cayman;  Walkers 

Cayman  SPV  Administrator 

Initial  Purchaser  Counsef 

Allen  &  Overy 

Delaware  SPV  Administrator 

Collateral  Manager  Counsel 

Trustee  Counsel 

Counsel  Providing  iObrS  Opinion 

Mayer Brown  Rows  &. Maw 
Seward  &  Kissel 
Allen  &  Overy 
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mi  iiinuTsniusnuTinumu  i 

Don!  Name 

Deutsche  Bank  Roto 

Closing  Onto 

Qlhor  Parties  to  tho  Trnnsoctlon 
(Roles) 

Other  Pnrtlos  to  tho  Transaction 
(Names) 

(ri)  Deutsche  Bank  In- 
House  Due  Diligence 

to  Perform  Duo  Diligence  1       Porfomi  Due  Diligence 
(Roles)                 [                   (Names) 

(1)  Pflnclplt  BnlNnoo  of 
CDO  Bonds  taauott 

1 

-  Credit  Approval  for 

Accountants 
(portfolio/modeling  comfort 

i 
800,000.000 

Palisades  CDO 

Warehouse  Lender 
Underwriter  /  Placement  Agent/ 

Structuring  Agent 

Trading  Counterparty  (soiling 

7/15/200+ 

Collateral  Manager 

Tnjstoo 

Cayman  SPV  Administrator 

Western  Asset 

Wefts  Fergo.Bank,  National 

Association 

Deutsche  Bank  (Cayman) 

Warehouse 
-  Warehouse 

ApprovalA/eto  Rights 

Held  by  Trading 
Desk 

killer) 

Counsels  (10b-5  opinions) 

Rating  Agencies 

PWC 

to  be  Identified 

Moody's   Standard  and  Poor's 

3olaworo  SPV.  Administrator 

CT  Corpbrollon 

GIG  Provldor 

h/a 

• 

bating  Agencies 

Moody's   Standard  and  Poor's 

t 

, 

Accountants 

PWC 

US:  Orrtck  Harrington  &  Sutdltfe, 

1 

Issuer  /  Co-Issuer  Counsel 

Cayman:  Walkers 

Cayman  SPV  Administrator 

Initial  Purchaser  Counsel 
Collateral  Manager  Counsel 
Trustee  Counsel 
Counsel  Providing  lOb-6  Opinion 

OrrlcK  Harrington  4  SuicHffo 
Ropes  &  Gray 
Kennedy  Covington 
to  be  Identified 

1 

1 

i 

-  Credit  Approval  (or 

(pc-rtMoftnodeiing  comfort 

'          1 

Pino  Mountain  COO  1 

Warehouse  Lender 

ura/2005 

Collateral  Manager    . 

Smith  Breeden  Associates 

Warehouse 

lotier) 

PWC 

Underwriter  /  Placement  Agenl  / 
Structuring  Agonl 
Trading  Counterparty  (selling 
assets  to  the  deal) 

Truslao 

Cayman  SPV  Administrator 

Deutsche  Bank  Trust  Company 
Deutsche  Bank  (Cayman) 

Approval/Veto  Rights 
Hold  by  Trading  • 
Desk 

Courts  Bis  (10b-5  opinions) 
Rating,  Agencies 

Paul  Weiss  Rlfklnd  Wharton  &  Garrison                      j 
Moody's   Standard  and  Poor's                                 * 

Credit  Default  Swop  Counterparty 

Delaware  SPV  Administrator 

CT  Corporation 

Interest  Rate  Derivative 

i 

Counterparty 

GIC  Provldor 

FSA  Capital  Management  Services 

Rating  Agoncfos 

Moody's  Standard  and  Poor's 

Senior  Loan  Provider 

Accountants 

PWC 

US:  OrrlcK  Harrington  &  Sutoillto. 

Issuer /.Co-Issuer  Counsel 

Cayman:  Maples  arid  Colder 

Cayman  SPV- Administrator 

Initial  Purchaser  Counsel 

Collateral  Manager  Counsel 
Trustee  Counsel 

Counsel  Providing  10b-5  Opinion 

Orrtek  Harrington  &  SutollfTo 

Paul  Weiss  Rlfklnd  Wharton  & 

Garrison 

Seward  *  Kiss  el 

Paul  WelsB  Rlfklhd  Wharton  ft 

Garrison 

r 
i 

-  Crudtt  Approval  for 

(nortlDflo/modetlng  comfort 

502,600.000 

1 

PtrwMounlolnCDO.il 

Warehouse  Lender 

11/16/2006 

Collateral  Manager 

Smith  Breeden  Associates 

Warehouse 

letter) 

PWC 

Underwriter  /  Placement  Agent  / 

Trustee 

Deutsche  Bank  Trust  Compnny 

Approval/Veto  Rights 

Counsels  (10b>5  opinions) 

Paul  Welsa  Rlfklnd  Wharton  &  Garrison                      ' 

Trading  Counterparty  (selling 

Cayman  SPV  Administrator 

Deutsche  Bank  (Cayman) 

Desk 

Rating  Agencies 

Moody's    Standard  and  Poor's 

1 

Credit  Default  Swap  Counterparty 

Delaware  SPV  Administrator 
QIC  Provldor 
Rating  Agencies 

Donald  J.  Pugflsl  (State-ID:  4237536) 
FSA  Capital  Management  Services 
Moody's   Standard andPoor*a 

: 

Sontor  Loon  Prov|dor 

Accountants 

PWC 

US:  McKee  Nelson,  Cayman:  Maptes 

1 

Trustee 

Issuer  /  Co-Issuer  Counsel 

and  Calder 

. 

•I 
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Deutsche  Sank  Role 

Closing  Date 

Other  Parties  to  the  Transaction 
(Roles) 

Other  Parties  to  the  Transection 
(Names) 

|d)  Deutsche  Bank  In- 
House  Due  Diligence 

TBpmmramw  iwuwiwr 

to  Perform  Due  Diligence 

(Roles) 

•\uf  ihitu  runms  n.ummuu  :ur 

Perform  Due  Diligence 

(Names) 

(f)  Principal  Balance  of 
CDQ  Bonds  Issued 

Cayman  SPV  Administrator 

niliol  Purchaser  Counsel 

Collateral  Manager  Counsel 
Trustee  Counsel 

McKee:  Nelson 

Paul. Weiss  Rifklnd.Wharton  & 

Garrison 

Seward  &  Kissel 

Prju!  Weiss  RifKInd  Wharton  & 

I 

I 
I 

I 

Counsel:  Providing  10b-5  Opinion 

Garrison 

i 

Pine  Mountain  CDO  111 

Warehouse  Lender 

7/11/2007 

Collateral  Manager 

Smith  Breedon  Associates 

-  Credit  Approval  tor 
Warehouse 

portfolio/modeling  comfort 
etter) 

PWC 

500.000.000 

Underwriter  /  Placement  Agent  f 

Structuring  Agent 

trading  Counterparty  (selling 

Trustee 

Cayman  SPV  Administrator 

Deutsche  Bonk  Trust  Company 
Deutsche  Bank  (Cayman) 

Approval/Vbto  Rights 

Held  by  trading 
Desk 

Counsels  (10b^>  opinions) 
bating  Agencies 

Paul  Weiss  Rlfklnd  Wharton  4  Garrison 
Moody's   Standard  and  Poor's 

Credit  Default  Swap  Counterparty 

Delaware  SPV  Administrator 
GIC  provider 
Rating;  Agencies 

Donald  J.  Pugtisi  (State  ID:  4369565) 
"SA  Capital  Managements  ervicei) 
vio'wih/ii    Stflndard.arid  Poor's 

Senior  Loan  Provider 

Accountants 

PWC 

US:.  McKee  Nelson,  Cayman:  Maples 

Issuer  /  CO-lssuer  Counsel 

and  Carder 

Cayman  SPV  Administrator 

Initial  Purchaser  Counsel 
Collateral  Manager  Counsel 

McKee  Nelson. 

Pdul  .Weiss  Rlfklnd  Wharton  A 

Garrison 

Trustee  Counsel- 

Seward  &  Kissel 
PaulWelss  Rlfklnd  Wharton  & 

; 

Counsel  Providing  10b-5.  Opinion 

GarrlfiOh 

I 

-  Credit  Approval  for 

(portfolio/modeling  comfort 

307,400,000 

i 

Sandstone  .GOO. 

Warehouse  Lender 

6/4/2004; 

Collateral  Manager: 

HBK  Investments. LP 

Warehouse 
-Warehouse 
Approval/Veto  Rights 

Hold  by  Trading  ■■ 
Desk 

letter) 

EftY 

Underwriter  /  Placement  Agant  / 

Structuring  Agent 

Trading  Counterparty  (netting 

Trustee 

Cayman' SPV  Administrator 

Deutsche  Bank  Trust  Company 
Deutsche  Bank  (Cayman) 

Counsels  (lOb-5  opinions) 
Rating  Agencies 

Orrick  Herrington  eVSutcllffo 
Moody's   Standard  end  Poor's. 

I 

i 

Delaware  SPV  Administrator 

The  Corporation  trust  Company. 

I 

Interest  Rate  Derivative 

Counterparty 

GIC  Provider 
Rating  Agencies 

nte 

Moody's    Standard  ondPoor*s 

I 

Senior  Loan  Provider 

Accountants 

E&Y      . 

US:  Orrick  Herrington  &,SutcllEfe, 

Issuer/  Co-Issuer  Counsel 

Cayman:  Maples  arid  Gaidar 

J 

Cayman  SPV  Administrator 

Initial  Purchaser  Counsel 

Orrick  -  Harrington  &  Sutcllffe 

'      I 

Collateral  Manager  Counsel 

Cadwatader  Wlckbrsham  &  Taft 

Trustee.  Counsel 

Seward  &  Kissel 

Counsel  Providing  10b-5  Opinion 

Orrick  Herrington  &  Sutcllfle 

12/15/2006 

Collateral  Manager 

Sialic, 

(portfolio/modeling  comfort 
letter) 

E&Y 

350,000,000 

|   • 

Underwriter  /  Placement  Agent  f 
Structuring  Agent 

Trustee 

Deutsche  Bank  Trust  Company 

Counsels  (10b-5  opinions) 

McKee  Nelson 

I 

Trading  Counterparty_(sel1lng 
assets  to  the  deal) 

CaymonSPV  Administrator 

Maples.  Finance  Limited 

Rating  Agendas' 

Standard  end  Poor's 
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Footnote  Exhibits  -  Page  0825 


ABS  CDOs  Issued  by  OBSI  (between  1004  and  200S) 


CONFIDENTIAL 
i  Page  15 


Other  Parties  to  tho  Transaction 

Other  Parties  to  tho  Transaction 

(d)  Deutsche  Bank  In- 

■Xgr-nmpTBnms  nuuunuu 
to  Pertbnn  Ouo  Diligence 

"tei'iTTTiu  r.Hinus'nmmiiuu  iv 
Perform  Due  Dlllgenco 

(1)  Principal  Balance  of 

Doet  Namo 

Deutsche  Bonk  Rote 

Closing  Date 

(Roles) 

(Names) 

House  Due  Dlllgenco 

(Roles) 

(Names) 

CDO  Bonds  Issuod 

Delaware  SPV  Administrator 

The  Corporation  Trust  Company. 

1 

GIC  Provider 

rt/a 

Rating  Agencies 

Standard  and  Poor's 

Accountants 

EftY 

US:  McKee  Nelson,  Cayman:  Maples 

Trustee 

Issuer/  Co-l^suor  Counsel 
Initial  Puichasor  Counsel 
Collateral  Manager  Counsel 
Trustee  Counsel 
Counsel  Providing  10b-5  Opinion 

and  Calder 

McKee  Nelson 

n/a 

Seward  &. Kissel 

McKee  Nelson 

-Credit Approval  for 

AS£6UMl3iMs 
(portlotlb/modellng  comfort 

SharpsCDO.il 

6/28/2007 

Collateral  Manager 

Sialic 

Warehouse 

letter) 

E«Y 

i,o0o,ooo.ooo 

Underwriter  S  Placement  Agent/ 

-  Wnrehouso 

Structuring  Agent 

Trustee 

The  Bank  of  New  York 

Approval/Veto  Rights 

Counsels  (10b-5  opinions) 

McKee  Nelson 

Trading  Counterparty  (selling 

Held  by  trading 

assets  to  the  deal) 

Cayman  SPV  Administrator 

Maples  Finance  Limited 

Desk 

Rating  Agencies 

Moody's   Standard  and  Poor's 

Credit  Default  Swop  Counterparty 

Delaware^SPV.  Administrator 
GIG  Provider 
Ruling  Agencies 

The  Corporation  Trust  Company 
FSA  Capital. Management  Services 
Moody's    Standard  and.  Poor's 

Accountants 

G$Y 

US:  McKee  Nelson,  Cayman:.  Maples 

Issuer1;/  Co-issuer  Counsel 

and  Calder 

Initial  Purchaser  Counsel 

McKee  Nelson 

Collateral  Manager  Counsel 

n/a 

Tnjslee  Counsel 

Dorsey  &  Whitney 

j 

Counsel  Proyl(JAiy--10b$  Opinion- 

McKee  Nelson 

I 

Accountants 
(portfolio/modeling  comfort 

i 
l 

STACK  2005-1 

Underwriter./  Placement  Agent  / 

3/2.4/2005 

Collateral  Manager 

TCW 

latter) 

E4Y 

1.000,000,000 

Structuring  Agent 

Trustee ' 

Cayman  SPV  Administrator 

Deutsche  Trustee  Company  Limited 
Maples  Finance  Limited 

Counsels  (10b-5;oplntons) 
Rating  Agencies. 

Llnklaters  ' 

Startdord  and  Poor's 

I 

Credit  Default  Swap  Counterparty 

Delaware  SPV  Administrator 
GiC  Provider 

h/ap 
n/a- 

Asset  Swap  Counterparty 

Roting  Agonclas 
Accountants 

Standard  and  Poor's 
E&Y 

US!  Ltnklaters,  Cayman:  Maples  and 

i 

Trustee 

Issuer,  /'Co-Issuer.  Counsel' 
Initial  Purchaser  Counsel 
Collateral  Manager  Counsel 
Trustee  Counsel' 
Counsel  Providing  tOb-5  Opinion 

Calder.  English  Law:  Llntclaters. 

Llhkiaters 

Llnklaters 

Llnklaters 

Llhklalers 

I' 

Accountants 
(portfoilo/modollng  corrilort 

I 

Sialic  Residential  2005-A 

Underwriter/  Placement  Agent/ 

6/28/2005. 

Collateral  Manager 

Static 

letter) 

E&Y 

t.  000.000,000 

Structuring  Agent 

Trustee 

LaSalle  Bonk  National  Association 

Counsels  (106-5  opinions) 

McKee  Nelson 

Cayman  SPV  Administrator 

Deutsche  Bank  (Cayman) 

Rating  Agencies 

Moody's   Standard;and  Poor's 

Credit  Default  Swap  Counterparty. 

Delaware  SPV  Administrator 

Donald  J.  Pirgllsl 
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Other  Parties  to  the  Transaction 

Other  Parties  to  the  Transaction 

(d).  Deutsche  Bank  In- 

-\yp!rmrrunitfii.wuuiinuo~ 
to  Perform  Duo  Diligence 

■\g7inTiursunrs  mnwiniu  w 
Perform  Due  Diligence 

(f)  Principal  Balanco  of 

Deal  Name 

Deutsche  Bank  Roto 

Closing  Dale 

(Roles) 

(Names) 

House  Due  Diligence 

(Roles) 

(Names) 

'- "■'"-"  "~  '    ~  

GIC  Provider 

n/a 

1 

Asset  Swap  Counlorpoity 

Rating  Agencies 

Moody's   Standard  and  Poor's 

Senior  Loon  Provider 

Accountants 

Issuer  /  Co -Issuer.  Counsel 

EAY 

US:  McKee  Nelson,  Cayman:  Walkers 

Cayman.SPV  Administrator 

Inllial  Purchaser  Counsel 
Collateral  Manager  Counsel 
Trustoo  Counsel 
Counsel  Providing  10b-$  Opinion 

McKee  Nelson 

n/a 

Kay?  Scholar. 

McKee  Nelson 

i 

1 

(portfolio/modeling  comfort 

Static  Residential  2005-B 

10727/2005 

Collateral  Mnnogar 

Static 

letter) 

E&Y 

1,000.000^000 

I 

Underwriter  /  Placement  Agent  / 
Structuring  Ageril 

LaSalle  Bonk  National  Association 

Counsels  (10b-5  opinions) 

McKee  Nelson 

I 

Cayman  SPV  Administrator 

Deutsche  Bank  (Cayman) 

Ratltvg  Agencies 

Moody's    Standard  end  Poor's 

I 

Credit  Default  Swap  Counterparty 

Delaware  SPV  Administrator 
GIC.  Provider 
Rating  Agencies 

Donald  Ji  Pugllsl 

FSA  Capital  Management  Services 

Moody's    Standard  and  Poor's. 

I 

Senior  Loan  Provider 

Accountants 

Issuer/  Co-Issuer  Counsel 

E&Y 

US:  MoKee  Nelson,  Cayman:  Walkers 

I 

Cayman  SPV  Administrator 

Initial  Purcha  ser  Counsel 
Cofla'teral  Manager  Counsel 
Trustee  Counsel 
Counsel  Providing  10b-5  Opinion 

McKee  Nelson 
n/a  ■ 

Keye  Scholar 
McKee  Nelson 

I 

(portfolio/modeling  comfort 

Sialic  Residential  2005-C: 

1/20/2006 

Collateral  Manager 

Static 

letter) 

E4Y 

SOO.OOOiOOO 

Underwriter  /Placement  Agent  / 
Structuring  Agent 

LaSalle  Bank  National  Association 

Counsels  (IGh-S  opinions) 

McKee  Nelson 

' 

Cayman  SPV  Administrator 

Deutsche  Bank  (Cayman) 

Rating  Agencies 

Moody's    Standard  end  Poor  s 

Credit  Oefaull  Swap  Counterparty. 

Delaware  SPV  Administrator 
Glti  Provider 
Rating  Agencies 

Donald  J.  Pugllsl 

FSA  Capital  Management  Services 

Moody's   Standard  and  Poor's. 

I 

Senior  Loan  Provider 

Accountants 

Issuer  /  Co-Issuer  Counsel 

E&Y 

US:  McKee  Nelson,  Cayman:  Walkers 

Cayman  SPV  Administrator 

initial  Purchaser  Counsel 
Collateral  Manager  Counsel 
Trustee  Counsel ' 
Counsel  Providing  lOb^S  Opinion 

McKee  Nelson 

n/a. 

KayeScholer 

McKee.  Nelson 

; 

(portfolio/modeling  comfort 

I 

Sialic  Residential  2006-A 

4/12/2008 

Collateral  Manager 

Sialic 

letter) 

ESY 

1.000,000.000 

I 

Underwriter/  Placement  Agent  / 
Structuring  Agent 

LaSalle  Bank  National  Association 

Counsels  (10b-5  opinions) 

McKee  Nelson 

CaymarrSPV  Administrator 

Deutsche  Bank  (Cayman) 

Rating  Agencies 

Moody's.  Standard  and  Poor's 

I                         I 

Credit  DefaulrSwap  Counterparty 

Delaware  SPV  Administrator 
GlCiProvider 

Pugllsl  &  Associates 

FSA  Capital  Management  Services 

Rating  Agencies 

Moody's   Standard  and:  Poor's- 

I 

PSI-Deutsche  Bank-02f0020 


Footnote  Exhibits  -  Page  0827 


ABS  CDOs  Issued  by  DBS!  (between  2004  and  200B) 


CONFIDENTIAL 
Page  17 


Don)  Name 

Deutsche  Bank  Role 

Closing  Date 

Other  Pnrttes  to  the  TrnnsacUon 

(Roles) 

Other  Parties  to  the  Transaction 

(Names) 

(d)  Doutscho  Bank  1n- 

,  House  Due  Diligence 

-^er"wn  mrnuarnuniHiUD" 
to  Perform  Due  Dlllgonco 

(Roles) 

-\qj-Tinm.ruiiiw'KUuiiiiuino™ 

Perform  Due  Dlllgonce- 

(Names); 

(t)  Principal  Balenco  of 
CDO  Bonds  lasuod 

Senior  Loan  Provider 

Accountants 

H&V 

! 

Cayman  SPV  Administrator. 

Issuer  /  Co-Issuer  Counsel 
Initial  Purchaser  Counsel 
Collateral  Manager.  Counsel 
Trustee  Counsel 
Counsel  Providing  10b-5'Optnlon 

US:  McKee  Nelson*  Cayman:  Walkers 

McKee  Nelson 

n/a 

Kaye  Scholar 

McKee.  Nelson 

1 

1 

Static  Residential  2008-8 

Underwriter  f  Placement  Agent  / 
Structuring  Agent 

Credit  Default  Swap  Counterparty 

Senior  Loan  Provider 
Cayman  SPV  Administrator 

8/22/2006 

Collateral  Manager 

Trustee 

Cayman. SPV  Administrator 

Delaware  SPV  Administrator 

GIC  Provider 
Rating  Agencies 
Accountants 

Issuer  /  Co-lssuer.Counsel 
Initial  Purchaser  Counsel 
Collateral  Manager  Counsel. 
Trustee  Counsel    . 
Counsel  Providing  iOb-5  Opinion 

Sialic 

LaSalie  Bank  National  Association 

Deutsche  Bank  (Cayman) 

Pugltsl  &  Associates 

PSA'  Capital  Management  Services, 

XL  Asset-Funding  Company 

Mood/a    Standard  and  Poor's 

E&Y 

US:  McKee  Nelson,  Cayman:  Walkers 

McKee  Nelson 

ri/a 

kayo  Scholar 

McKee  Nelson 

(porlloilo/mbdellng  comfort 
(ettor) 

Counsels  (100^5  opinions) 
Rating  Agencies 

E«Y 

McKee  Nelson 

Moody's   Standard  and  Poor's 

1 
1.000,000.000 

I 

i 

I 

! 

(portfolio/modoflng  comfort 

i 

Static  Residential  2006-C 

Underwriter  /  Placement  Agent  / 
Structuring  Agent 

Credit  Default  Swap  Counterparty 
Senior  Loan  Provider 
Cayman  SPV  Administrator 

12/(9/2008 

Collateral-  Manager 

Trustee 

Cayman'SPV  Administrator 

Delaware  SPV  Administrator 

GIC  Provider 

Rating  Agencies 

Accountants 

Issuer  /  Co-lssuor.CounscI 

Initial  Purchaser  Counsel 
Collateral  Manager  Counsel 
Trustee  Counsel 
Cdunsel  Providing  i0b-6  Opinion' 

Static 

LaSatle  Bonk  National  Association 

Deutsche.  Bank  (Cayman) 

pugilsi  &  Associates 

Ambac 

Moody's    Standard  and  Poor's 

E&Y 

US:  McKee.  Nelson,  Cayman:  Walkers 

McKee  Nelson 

nfn 

Kaye  Scholar 

McKee  Nblson 

letter) 

Counsels  ;(iob-5  opinions) 
Rating  Agoncles 

E&Y 

McKoo  Nolson 

Moody's    Standard  and  Poor's 

i 

i 
i 

i 
i 
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Other  Parties, to  the  Transaction 

Other  Parties  to  the  Transaction 

(d)  Deutsche  Bank  In? 

''\tr;"'nmtrraniu»  wjuwiucr 
1o  Perform  Duo  Diligence 

-Vipnira  rmnw  wtmniwu  w 
Perform  One  Dlllgonco 

(Q  Prlnctpnl  Balance  ol 

Deal  Nome 

Deutsche  Bank  Role 

Closing  Onto 

(Rofes) 

(Names) 

House  Oue.DHIgonco 

(Roles) 

(Names)    - 

CDO  Bonds  Isnuod 

Accountants 

(portfolio/modeling  comfort 

[ 

SYRAH  2004-10 

Underwriter  /  Plncomont  Agonl  / 

1/12/2003 

Collateral  Manager 

Static 

Wells  Fargo  Bonk.  National 

letter) 

E&Y 

000.000,000 

Slruulwlny  Ayofit 

Trustee 

Association 

Counsels  (l0b-5  opinions) 

McKee  Nelson 

I 

Cayman  SPV  Administrator ' 

Walker  House 

Deutsche  International  Corporata 

Rating  Agencies 

Standard  end  Poor's 

CrQdlt  Default  Swap  Counterparty 

Dataware  SPV  Administrator 

Services  (Delaware) 

Interest  Rale  Derivative 

Counterparty 

GtC  Provider 

n/a 

Asset  Swap  Counterparty 

noting  Agencies 
Accountants  ■ 

Issuer  /  Co-lssuor  Counsel 
Initial  Purchaser  Counsel 

Standard  and  Poor's 
E«Y 

US:  McKee  Nelson,  Cayman:  Walkers 
McKee  Nelson 

Delaware  SPV  Administrator 

Collateral  Manager  Counsel 

Trustee.  Counsel 

Counsel  Providing  10b-5  Opinion 

n/a 

Nixon  Peabody 

McKeo  Nelson 

/WOOUnumiB 

-  Credit  Approval  Tor 

(portforto/modollng  comfort 

Tourmaline  111 

Warehouse  Landor 

4/5/2007 

Collateral  Managar 

BlackRock 

Warehouse 

lottor) 

Dblollie  & -Toucho 

1,800.000,000 

Underwriter  /  Placement  Agon!  / 

WeltS  Fargo  Bank.  Notional 

-  Worehouse 

Structuring.  Agent 

Trustee 

Association 

Approval/Veto  Rights 

Counsels  (10b-5  opinions) 

to  be  Identified 

Trading  Counterparty  (selling 

Held  by  Trading 

assets  to- the  deal) 

Cayman  SPV  Administrator 

Maples  Finance  Limited 

Desk 

Rating  Agencies 

Mood/o  Standard  and  Poor's 

Credit  Default  Swap  Counterparty 

Delaware  SPV  Administrator 

The  Corporation  Trust  Compnny 

Interest  Rate  Derivative 

Counterparty 

GtC  Provider 
Rating  Agencies 

Deutsche  Bank  AG.  London 
Moody's   Standard  and  Poor's 

Senior  Loan  provider 

Accountants 

Issuer./  Co-lssuor  Counsel 

Inltlal.Purchasor  Counsel 
Collateral  Manager  Counsel 
Trustee  Counsel 
Counsel  Providing  10b-5  Opinion 

Deloltte  67  Toucho 

US:  Skadden  Arps  Slalo  Moogher  * 

Flom;  Cayman:  Maples  4  Caidor 

Allen&.Overy 

Skadden  Arps  Slate  Meagher  &  Flom 

Kennedy  Covington 

to  be  Identified 

AocuunUmis 

-  Credit  Approval  for 

(portfolio/mod  cling  comfort 

ZnfB  Investment  Grade  Vill 

Warehouse  Lender 

3/23/200G 

Coi&terai  Manager 

Zals  Group 

Warehouse 

loiter) 

Deloltlo  &  Toucho 

450.000.Q0Q 

Underwriter  /.Placement  Agent/ 

-  Warehouse 

Structuring  Agent 

Trustee 

JP  Morgan  Chase  Bank 

Approval/Veto  Rights 

CauriBtthi  (lQli-5  opinions) 

Skadden  Arps  Slate  Meagher  &  Flom 

Trading  Counterparty  (selling 

Held  by  Trading 

assets  to  the  deal) 

Cayman  SPV  Administrator 

Deutsche  Bank  (Cayman) 

Desk 

Rating  Agancfos 

Moody's    Standard  and  Poor's 

Credit  OefaullSwap  Counterparty 

Delaware  SPV  Administrator 
GIC  Provider 

The  Corporation  Trust  Company 
n/a- 

Asset  Swap  Counterparty 

Rating  Agencies 

Moodya   Standard  and  Poor's 

| 

Senior  Loan  Provider 

Accountants 

Deloltte  &  Toucho 

' 

US:Skadderi  Arpa.Slaio  Moaghor  & 

Issuer  /  Co-Issuer  Counsel 

Flom,  Cayman;  Ogler 

Cayman  SPV  Administrator 

lnllial:Purchasor  Counsel 
Collateral  Manager  Counsel 

Skadden  Arps  Slate  Meagher*  Flom 
Seward  ft  Kissel 
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1 

Dee!  Namo 

Deutsche  Bank  Role 

Closing  Date 

Othor  Parties  to  tho  Tratmactlon 

(RoIub) 

Other  Parties  to  the  Transaction 
(Nantes) 

(cl)  Deutscha  Bank  In- 
House  Due  Dlllganco 

(o  ParforrTi  Due  Diligence 
(Roles) 

Perform  Duo  Diligence 
.    (Nomas) 

(0  Princlpfll  Bnlnnco  of 

COO  Boutin  losiiut) 

Trustee  Counjtol 

Counsel  Providing  10r>5  Opinion 

Gardens  Wynne  Sowell 

Skadden  Arps  Slate  Mengher  &  flom 

i 

1 
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Deutsche  Bank  Global  CDO  Group 
(as  of  September  2006) 


Richard  D'Albert 

Managing  Director 
Head  of  Securitized  Product  Group 
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_T0:  Melissa-Goldsmith/New¥ork/DBNA/DeuBa@DBAmericas- 


._  Greg 

Iippmani^DBAMERICAS0^ 

Subject:  Re: 

07/14/2006  04:06  PM 

I  run  secondary  trades  for  all  abs  globally  so  not  the  structuring  and  purchasing  of  raw  whole  loans.  But  all 
trading  post  securitization  in  us  and  europe  and  all  other  types  of  abs-  credit  cards  autos  etc  etc.  I  also  run  all 
cdo  trading  -  abs  backed,  corporate,  hy  and  emerging  market.  Also  bespoke  abs  spoke  aka  "abs  correlation". 
Lastly  I  am  head  of  risk  management  for  all  new  issue  cdos  so  am  involved  in  underwriting,  structuring , 
marketing  and  hedging  our  wharehouse  risk  for  new  issuue  cdos.  Total  reports  roughly  15  in  us  and  10  in 
london.  That  enough? 

Sent  from  my  BlackBerry  Handheld. 
^Melissa  Goldsmith 


From:  Melissa  Goldsmith 
Sent:  07/14/2006  03:23  PM 
To:  Greg  Lippmann 
Subject:  Re: 

actually  so  i  can  explain  who  you  are  properly  to  him,  you  are  the  head  of  the  trading  desk  of  all  abs  subprime 

product  as  well 

as  secondary  cdo's?  or  how  do  you  describe  your  job.  also,  how  involved  are  you  in  structuring  cdo's  of 

subprime: 

Jordan  said  you  do  that  on  your  desk  for  bespoke  pools  but  it's  done  on  another  desk  for  generic  subprime? 

sorry  to  be  so  annoying  but  i'd  rather  describe  you  accurrately  than  make  something  up. 

^Greg  Lippmann/NewYork/DBNA/DeuBa 


Greg  T  Melissa 

Lippmann/New  York/DBNA/DeuBa  °Goldsmith/NewYork/DBNA/DeuBa@DB  Americas 

cc 
07/14/2006  03: 18  PM  SubjectRe: 


Sure.  Should  be  in  at  7 
Sent  from  my  BlackBerry  Handheld. 
^Melissa  Goldsmith 


From:  Melissa  Goldsmith 
Sent:  07/14/2006  02:55  PM 
To:  Greg  Lippmann 
Subject:  Re: 


no-no  worries!  i  left  a  voice  message  for  him  on  his  cell  and  haven't  heard  back,  i'd  imagine  it's  monday's 

business maybe 

we  can  call  him  very  early  monday,  as  he  will  be  in  london?  let  me  know  what  works  with  you 

^  Greg  Lippmann/NewYork/DBNA/DeuBa 
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Greg  ~  Melissa 

Lippmann/NewYork/DBNA/DeuBa °Goldsmith/New  York/DBNA/DeuBa@DBAmericas 


cc 
07/1 4/2006  02: 53  PM  SubjectRe: 

I  remember  now,  sorry.  Bit  foggy  from  the  trip.  Cell  iis  917.601.1916 


Sent  from  my  BlackBerry  Handheld. 
^ Melissa  Goldsmith 


From:  Melissa  Goldsmith 
Sent:  07/14/2006  02:42  PM 
To :  Greg  Lippmann 
Subject:  Re: 


he's  a  senior  pm  and  works  closely  w/louis  bacon some  of  the  trades  that  mansfield's  guys  executed  were 

from  him,  others  were  from  other  pm's 

internally  at  moore.  he's  sort  of  changed  roles  a  bit  recently  to  working  more  on  big  picture  strategic  themes 

rather  than  trading  more  tactically; 

and  is  working  with  louis  a  lot  more  than  he  used  to 

mansfield  covers  the  execution  desk 


^ Greg  Lippmann/NewYork/DBNA/DeuBa 

Greg  T  Melissa 

Lippmann/NewYork/DBNA/DeuBa  °Goldsmith/NewYork/DBNA/DeuBa@DBAmericas 

cc 
07/14/2006  02:37  PM  SubjectRe: 

Is  he  the  guy  who  has  done  the  index  trade  ie  mansfields  guuys? 

Sent  from  my  BlackBerry  Handheld. 
"^Melissa  Goldsmith 


From:  Melissa  Goldsmith 
Sent:  07/14/2006  02:34  PM 
To:  Greg  Lippmann 
Subject:  Re: 

he's  from  moore. 

"■'  Greg  Lippmann/NewYork/DBNA/DeuBa 

Greg  T  Melissa 

Lippmann/NewYork/DBNA/DeuBa  10Goldsmith/NewYork/DBNA/DeuBa@DB  Americas 

cc 
07/14/2006  02:20  PM  SubjectRe: 

Yes.  Where  is  he  from  again? 
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Sent-from  my  BlackBerry  Handheld, 
"^Melissa  Goldsmith 


Prom:  Melissa  Goldsmith 
Sent:  07/14/2006  11:39  AM 
To:  Greg  Lippraann 

greg:  can  we  jump  on  a  call  w/richard  monday  morning? 
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"  SkS?iti@bb5t^rorgregliP@bbotg 

cc: 

02/24/2006  SubjCCt: 

08:33  AM 

Message  Sent:  02/24/2006  08:33:21 

From  ROKURITA@BBOTG|ROCKY  KURITA|DEUTSCHEBANK  SECURI|1726|3  28663 
To:  GREGLIP@BBOTG|GREGLffPMANN|DEUTSCHE  BANK  SECURI|1726|328663 

gsc  = 

ACE  2005-HE5  M8  130  128  120  = 

CSFB  2004-FRE1  B2  126  PASS  ! !  pass  = 

HEAT  2005-9  M8  131  130  128  = 

LBMLT  2004-3  M8  123  126  (THIS  BOND  BLOWS)pass(i  disagree)  = 

POPLR  2004-4  Bl  pass  PASS  pass  = 

Reply:  = 

Reply:  = 


D 

OrgSmtpMsg.eml 


Confidential  Treatment  Requested  by  DBSI 


Permanent  Subcommittee  on  Investigations 

Wall  Street  &  The  Financial  Crisis 

Report  Footnote  #1274 


ins  I 


DBSI  PSI  EMATL00966290 


From: 
Sent: 
To: 
Subject: 
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GREG  LIPPMANN  (DEUTSCHE  BANK  SECURI)  <GREGLIP@BBOTG> 

Wednesday,  May  l-lr2005  4:29J?M    -  -  —        

ROCKY  KURTTA  (DEUTSCHE  BANK  SECURI)  <ROKURITA@BBOTG> 


Message  Sent:  05/1 1/2005  12:29:26 

From:  GREGLIP@BBOTG|GREG  LIPPMANN|DEUTSCHE  BANK  SECURI|1726|328663 

To:  ROKURITA@BBOTG|ROCKY  KURITA|DEUTSCHE  BANK  SECURI|  17261328663 

alliance  is  looking  to  buy  protection  on  25-50mm  baa2  hels.  in 

addition,  i  have  a  bunch  of  hedge  funds  that  are  axed,  all  the 

real  money  flows  are  buying  protection,  we  should  get  short. 

Replv: 

TRY  HARD  NOT  TO  SELL  PROT  TO  ALLIANCE  PLEASE... 

Reply: 

they  are  only  going  to  us  b/c  we  recommended  the  trade. 

Reply: 

GREAT 
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Greg 

Lippm  ann@DBAMERICAS 


04/05/2006  05:17  PM 


To:  Richard  R  Kim/NewYorM)BNA^»euBa@DBAMERICAS@DEUBAINT 
cc:  jordan.milman@db.com,.michael.lamont@db,comJ  sean.mckenna@db.com 
Subject:  Re:  ACA  ABS  CDO  Portfolio 


yikes  didnt  see  that... half  of  these  are  crap  and  rest  are  ok... crap  -  heat  pchlt  sail  tmts 


Greg  H.  Lippmann 
Managing  Director 
Deutsche  Bank  Securities  Inc. 
3rd  Floor 
60  Wall  Street 
New  York,  New  York  10005 
Phone  (212)  250-7730 
Fax  (212)  797-2201 
Mobile  (917)| 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Richard  R  Klm/NewYork/DBNA/DeuBa@DBAMERlCAS 
04/05/2006  04:17  PM 


To  greg.lippmann@db.com,  jordan.milman@db.com 
cc  michael.lamont@db.com,  sean.mckenna@db.com 
Subject  ACA  ABS  CDO  Portfolio 


FYI 


-15-17%  Ba  in  the  pool.  What  is  your  opinion  of  these  credits? 


Forwarded  by  Richard  R  Kim/NewYork/DBNA/DeuBa  on  04/05/2006  03:14  PM 

"Spllberg,  Gregory"  <gspilber@tiaa-cref.org>  To  Rjchard  R  Kim/NewYork/DBNA/DeuBa@DBArnericas 


04/05/2006  02:13  PM 


Subject  ACA  Portfolio 


Attached  is  the  ACA  portfolio  as  requested.  Please  note  that  this  portfolio  information  is  confidential  and  by  accepting 
the  portfolio  Deutsche  Bank  also  agrees  to  keep  the  attached  information  confidential. 

************************************************************** 

This  message,  including  any  attachments,  contains  confidential  information  intended  for  a 

specific  individual  and  purpose,  and  is  protected  by  law.  If  you  are  not  the  intended 

recipient,  please  contact  sender  immediately  by  reply  e-mail  and  destroy  all  copies   You  are 

hereby  notified  that  any  disclosure,  copying,  or  distribution  of  this  message,  or  the  taking 

of  any  action  based  on  it,  is  strictly  prohibited. 

TIAA-CREF 

************************************************************** [attachment  "Current  Portfolio 

for  Investors  3-29-06.xls"  deleted  by  Greg  Lippmann/NewYork/DBNA/DeuBa] 
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To:  BRADLEY.SCHWARTZ@jpmorgan.com@DEUBAINT 

-G      xc:-Andrew_G  Isaacs/New-Y.ork/DBNA/DeuBa@DBAmericas,  David    _. ..     

T  .  Ludlow/NewYork/DBNA/DeuBa@DBAmericas,  "derek  kaufman" 

Lippmann   <derek_kaufman@jpnjOIgalLCOm>j  pius  Sprenger/DMGGM/DMG  UK/DeuBa@DBEMEA 

Subject:  Re:  Fw:  JP  Prop  -  Update 
06/26/2006 
08:57  AM 


that  should  work... 


Greg  H.  Lippmann 

Managing  Director 

Deutsche  Bank  Securities  Inc. 

3rd  Floor 

60  Wall  Street 

New  York,  New  York  1 0005 

Phone  (212)  250-7730 

Fax  (212)  797-2201 

Mobile  (91 7)  ^■■i 

v  BRADLEY.  SCHWARTZ@jpmorgan.  com 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


BRADLEY.SCHWARTZ@jpmorgan.com 

06/26/2006  08:50  AM 


ToGreg 

Lippmann/NewYork/DBNA/DeuBa@DB  Americas 

Andrew  G 

Isaacs/NewYork/DBNAVDeuBa@DBAmericas, 
David 
ccLudlow/NewYork/DBNA/DeuBa@DBAmericas, 
"derek  kaufman" 

<derek.kaufman@jpmorgan.com>,  Pius 
Sprenger/DMGGM/DMG  UK/DeuBa@DBEMEA 
SubjectRe:  Fw:  JP  Prop  -  Update 


Thx   for   the   feedback.      To   the   extent  we  can,    I   would  like   to     substitute 
the    3    "good"   names    for   the   following 

PCHLT   2005    -1   B2    (Baa2/BBB+) 
JPMAC    2005-FRE1   M9    (Baa3/BBB-) 
CWL    2005    BC5   M8    (Baa2/BBB+) . 


Bradley  Schwartz 

Managing   Director 

Proprietary   Positioning   and   Principal   Investments 

270    Park  Avenue 

New  York,    New  York      10017 

212-834-5144 


Greg   Lippmann 
<greg . lippmannSdb 
.com> 

06/23/2006    03:57 
PM 
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Andrew  G  Isaacs 

<andrew.g  .isaacs@db.com>, 

"BRADLEY . SCHWARTZ " 

<BRADLEY . SCHWARTZ @ j  pmor gan . com> , 

David  Ludlow  <david. ludlowGdb.com>, 

Pius  Sprenger 

<pius . sprenger@db . com> 

Subject 
Re:  Fw:  JP  Prop  -  Update 


This  is  a  good  pool  for  you  because  it  has  a  fair  number  of  weak  names  but 
not  so  many  that  investors  should  balk  (I  wouldn't  add  more  of  these)  and 
also  has  only  a  few  names  that  are  very  good.  The  vast  majority  are 
average.  In  terms  of  optimizing,  I  guess  you  could  get  away  with  adding 
some  more  countrywide  names  which  we  think  are  mediocre  (not  all  investors 
agree  however),  perhaps  another  Centex  or  People's  Choice  and  reduce  or 
remove  the  First  Franklin,  CBASS  or  POPLR  names. 

Weak  names : 

AABST  04-5  B2 
AABST  05-3  B2 
. BAYV  05-C  B2 
INABS  05-C  M8 
PPSI  05-WHQ2  M8 
PPSI  05-WHQ4  M8 
SAIL  05-HE2  M8 

The  names  above  will  give  some  investors  concerns  because  they  are  weak, 
but  since  these  are  all  Baa2  we  should  be  ok.  This  might  be  smarter  than 
putting  in  Baa3  off  these  pool  and  risking  some  investors  passing. 


Mediocre  Names 
CWL  05-  6  B 
CXHE  05-C  B2 
ECR  05-3  M8 
HEAT  05-3  B2 
HEAT  05-5  M7 
HEAT  05-8  Bl 
LBMLT  05-WL3  M9 
PCHLT  05-4  M9 

Good  names 
CBASS   05-CB2  B3 
OOMLT  05-3  M8 
POPLR  05-B  M6 

Also  there  is  quite  a  lot  of  WMC  paper.  WMC  trades  well  so  should  be  easy 
to  include  in  the  pool,  but  the  deals  have  among  the  highest  concentrations 
of  California  loans. 


-Original  Message- 
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From:  derek  kaufman 

_To:  Greg  Lippmann 

Cc:  Andrew  Isaacs 

Cc:  BRADLEY. SCHWARTZ 

Cc :  David  Ludlow 

Cc:  Pius  Sprenger 

Sent:  Jun  23,  2006  2:42  PM 

Subject:  Re:  Fw:  JP  Prop  -  Update 

Thanks.   I'm  very  pleased  we're  getting  so  close. 
Derek 


+ 


--+ 


Greg  Lippmann 
<greg . lippmann@db | 
.com> 

06/23/2006  02:40 
PM 


To: 


'derek. kaufman"  <derek. kaufman@jpmorgan.com> 


cc:       Andrew  G  Isaacs  <andrew. g . isaacs@db.com>, 
BRADLEY. SCHWARTZ"  <BRADLEY.SCHWARTZ@jpmorgan.com>,  David  Ludlow    | 
<david.ludlow@db.com>,  Pius  Sprenger  <pius . sprenger@db .com> 

Subject:   Re:  Fw:  JP  Prop  -  Update 


2.5,2  and  1.5  enjoy  yours  as  well. 


Greg  H.  Lippmann 

Managing  Director 

Deutsche  Bank  Securities  Inc. 

3rd  Floor 

60  Wall  Street 

New  York,  New  York  10005 

Phone  (212)  250-7730 

Fax  (212)  797-2201 

Mobile  (917) 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


n 

tions  I 


derek. kaufman@ jpmorgan . com 


06/23/2006  02:09  PM 
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To 

Greg  Lippmann/NewYork/DBNA/DeuBa6DBAmericas 


cc 

Andrew  G  Isaacs/NewYork/DBNA/DeuBa@DBAmericas,  "BRADLEY. SCHWARTZ" 

<BRADLEY . SCHWARTZG jpmorgan . com>,  David 

Ludlow/NewYork/DBNA/DeuBa@DBAmericas,  Pius  Sprenger/DMGGM/DMG 

UK/DeuBa@DBEMEA 

Subject 

Re:  Fw:  JP  Prop  -  Update 


Thanks  very  much  --  do  you  have  a  rough  sense  of  the  overall  delta  of  the 
A,  AA  and  AAA  tranches  to  the  underlying  names  using  these  assu 


Sent  from  my  BlackBerry  Handheld. 

This  e-mail  may  contain  confidential  and/or  privileged  information.  If  you 
are  not  the  intended  recipient  (or  have  received  this  e-mail  in  error) 
please  notify  the  sender  immediately  and  destroy  this  e-mail.  Any 
unauthorized  copying,  disclosure  or  distribution  of  the  material  in  this 
e-mail  is  strictly  forbidden. 


This  communication  is  for  informational' purposes  only.  It  is  not  intended 
as  an  offer  or  solicitation  for  the  purchase  or  sale  of  any  financial 
instrument  or  as  an  official  confirmation  of  any  transaction.  All  market  prices, 
data  and  other  information  are  not  warranted  as  to  completeness  or  accuracy  and 
are  subject  to  change  without  notice.  Any  comments  or  statements  made  herein 
do  not  necessarily  reflect  those  of  JPMorgan  Chase  &  Co.,  its  subsidiaries 
and  affiliates. 
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Greg 

Lippmann 

08/04/2006 
05:55  PM 


To:  "Borre,  Michelle"  <mborre@oppenheimerfunds.com>@DEUBAINT 

cc: 

Subject:  Re:  new  list-    _       ~        ■ 


i  am  in  ny  monday  and  london  office  Wednesday  and  would  be  happy  to  discuss  either  day. ..quick  thoughts:  we  can  do  50 
names  (you  already  knew  that  secret)  that  said  we  wouldnt  want  quite  so  many  sail  (and  you  would  b/c  you  want  it  to  be 
more  concentrated)  so  to  start  I  would  say  max  the  sail  out  at  8-10  names  and  you  have  12  so  you  would  need  to 
eliminate  2  of  them,  (note  sail  is  among  the  widest  spreads  so  these  will  likely  be  350  area  on  baa3,  another  reason  to 
include  a  lot  of  them  or  none  of  them). ...you  can  certainly  build  a  portfolio  by  picking  only  bad  names  and  you  have  largely 
done  that  as  Rase  ahl  is  considered  bad  as  is  freemont  (bsabs  fr,  fhlt,  jpmac  fre,  sabr  fr,  nheli  fm  deals)  ace,  arsi  and 
Ibmlt.  NCHET  is  a  middle  tier  name  and  bsabs  and  svhe  (greenwich)  are  dealer  rent  a  sheves  so  also  lower  middle  tier. 

also  the  50  names,  needs  to  be  50  separate  securitizations  wherease  you  have  among  your  50  deals  many  deals  with  two 
tranches.. ..thus  in  looking  at  your  list,  you  should  start  with  a  plan  to  use  all  baa3  (like  you  did  last  time)  all  baa2  or  a 
mix. ..I  would  agree  that  the  last  time  when  you  did  all  baa3  is  probably  the  best  route. 

so  from  your  75,  we  are  down  to  46  separate  securitizations. 

remove  2  sail  say  sail  05-1  and  05-2  because  they  are  the  earliest  and  may  have  a  bit  more  home  price  appreciation 

we  are  now  at  44  names 

i  would  also  eliminate  deals  that  are  already  in  your  first  trade  so  that  you  don't  doubly  lose  if  those  underperform: 

ace  05-he2  and  3,  (also  these  are  both  a  little  older)  I  would  replace  both  aces  with  two  other  ace  say  05-he6  and  he7  and 
add  06-he1  and  06-he2  too.. ..since  the  ace  name  is  not  good  and  you  want  to  be  closer  to  your  big  sail  position. 

so  now  we  are  46  nam  es  if  you  swap  the  2  older  ace  for  the  4  i  mentioned  here 

similarly,  you  already  have  all  three  fhlt  bonds  i  would  roll  up  in  these  to  05-c,  d,  e 

back  to  46.... 

you  have  nchet  05-3  and  05-4,  i  would  replace  with  nchet  06-2  (and  keep  05-b,c,d  and  06-1)  and  also  add  msac  06-nc1 
b3  giving  you  6  new  century  bonds 

still  at  46. 

pchlt  05-2  also  in  the  first  deal  so  I'd  remove  it.  In  addition,  its  the  only  pchlt  you  have  so  better  to  add  another  nchet,  ace 
etc... 


down  to  45 

sabr  you  already  have  05-fr2,3,4  so  I  would  pair  the  05-fr5  with  the  other  freemonts  you  have  like  fhlt,  jpmac  etc.. ..and 
maybe  add  in  sabr  06-fr1 

down  to  43 

looking  at  the  sail,  in  additon  to  sail  05-1  and  2  which  i  removed  for  being  old,  5,6  and  7  are  all  duplicates  so  I  would  add 
back  in  sail  06-3  and  06-4. ..again  sail  is  among  the  very  worst  names  and  will  trade  really  wide  but  we  are  building  a  wide 
pool....i  think  having  7  sails  is  enough  but  if  you  do  the  swaps  I  suggest  you  are  at  9  sails  and 


down  to  42  total  names 
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looking  at  the  remainder  from  the  top  of  the  list  down 

arsi  is  a  pretty  weak  name  so  I  would  add  arsi  06-w1  and  w5  to  your  2,3  and  4 

brings  you  back  to  45  names  0  think) 

I  would  keep  all  the  bsabs 

i  would  remove  the  gsamp  because  it  is  a  bit  orphaned  as  the  lone  goldman  sachs  rent  a  shelf 

down  to  44 

leave  the  jpmac  as  its  freemont  and  will  fit  nicely  with  the  fhlt  (and  other  shelves  to  come) 

Long  beach  is  a  weak  name  but  you  have  only  picked  one  relatively  older  one  so  I  would  remove  it  and  either  put  in  no 
long  beach  or  use  06-1,2  and  3. 

Lets  assume  none  for  the  moment. 

down  to  43 

1  would  add  to  the  mabs  05-he1 ,  the  he2  and  he3  deals 
back  up  to  45 

keep  the  nheli  05-fm  b/c  it  fits  with  the  other  freemonts 

i  think  the  rase  ah  deals  are  good  to  include  and  i  would  put  in  the  ahll  and  ahl2  to  join  the  ahl3  that  you  picked 

brings  you  to  47 

at  this  point  we  have 

4  ace  (probably  enough  could  maybe  add  1  more  ace  06-he3) 

5  arsi  good  amount 

5  bsabs  good  amounts  (this  counts  the  bsabs  fr  in  freemont) 

8  fhlt  (between  fhlt,  sabr.bsab  jp  and  nheli) 
3  mabs  (could  maybe  add  one  or  two  here) 

6  nchet  (good  number) 

3  rase  ahl  probably  ok  could  maybe  add  another  1  or  2 

9  sail  (good  number) 

2  svhe  (could  add  a  few) 

so  I  would  suggest  finding  3  more  bonds  that  you  find  appealing  I  would  look  for  in  more  or  less  this  order 

mabs 
svhe 
rase 
ace 

which  should  be  doable 
Greg  H.  Lippmann 
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Managing  Director 

Deutsche  Bank  Securities  Inc. 

3rd  Floor 

60  Wall  Street 

New  York,  New  York  10005 

Phone  (212)  250-7730 

Fax  (212)  797-2201 

Mobile  (917)1 


"Borre,  Michelle"  <mborre@oppenheimerfunds.com>  T 

To  Greg  Lippmann/NewYork/DBNA/DeuBa@DBAmericas 

08/04/2006  02:56  PM  Subjerf  new  list 


Redacted  by  the  Permanent        | 
Subcommittee  on  Investigations  J 


Hi  Greg-  i  took  a  quick  pass  at  a  new  list-  i  want  to  get  it  down  to  50.  i  can  refine  it  further-  but  before  i  do  are 
there  any  of  these  you  would  throw  out?  any  thoughts  on  it?  thx 

have  a  good  weekend,  are  you  around  to  discuss  pricing  next  week?  i  am  in  monday  and  Wednesday... 

Michelle 


This  e-mail  transmission  may  contain  information  that  is  proprietary,  privileged  and/or  confidential  and  is 
intended  exclusively  for  the  person(s)  to  whom  it  is  addressed.  Any  use,  copying,  retention  or  disclosure  by  any 
person  other  than  the  intended  recipient  or  the  intended  recipient's  designees  is  strictly  prohibited.  If  you  are  not 
the  intended  recipient  or  their  designee,  please  notify  the  sender  immediately  by  return  e-mail  and  delete  all 
copies.  OppenheimerFunds  may,  at  its  sole  discretion,  monitor,  review,  retain  and/or  disclose  the  content  of  all 
email  communications.  ........  -   -  .  -     •    -  —    - 

[attachment  "2005-2006  Collateral  Info  MB.xls"  deleted  by  Greg  Lippmann/NewYork/DBNA/DeuBa] 
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<202)  434-5460 
kdowney9wc.com 
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(202)  434-5000 

FAX  (202)  434-5029 


EEXKUtD  BENNETT  WILLIAMS  0020-1086) 
PAUL  K.  CONNOLLY  U022>I97'B> 


March  21,  2011 


By  Electronic  Mail 


David  H.  Katz,  Esq. 

Counsel 

Senate  Permanent  Subcommittee  on  Investigations 

1 99  Russell  Senate  Office  Building 

Washington,  DC  20510 

Re:       Deutsche  Bank 

Dear  Mr.  Katz: 


•  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


On  behalf  of  Deutsche  Bank,  this  is  to  provide  information  in  response  to  requests 
made  recently  by  the  Subcommittee  through  you,  including  those  reiterated  in  your  March  1 6 
email  to  mer 


Follow-Up  Production  Related  to  Notional  Spreadsheet 

After  DB's  production  on  March  2,  you  inquired  about  the  long  position  of  DB's 
RMBS  book.  I  told  you  that  the  numbers  reflected  in  our  chart  did  not  reflect  non-mortgage 
assets  used  to  hedge  mortgage  assets,  which  assets  had  the  effect  of  reducing  the  size  of  the  long 
position.  We  agreed  that  DB  would  prepare  a  chart  including  such  non-mortgage  assets  in  its 
RMBS  calculation  for  12/3 1/07.  A  chart  doing  so  is  attached.  The  footnote  to  the  chart  is  also 
important  in  understanding  the  notional  position  of  the  RMBS  book  at  the  time. 
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Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


CDO  and  RMBS  Fees 


You  had  asked  for  more  detail  concerning  the  fees  paid  to  DB  for  CDO  and 
RMBS  underwritings  in  2006  and  2007. 

For  CDO  transactions,  the  structuring  and  placement  fees  to  which  DBSI  was 
entitled  pursuant  to  letters  of  engagement  for  CDO  transactions  it  arranged  in  2006  and  2007 
were  generally  within  the  range  of  .5%  and  2.0%  of  the  notional  value  of  total  issuance,  although 
the  fees  that  DBSI  actually  charged  were  sometimes  discounted  from  these  rates. 

For  RMBS  transactions,  DB's  underwriting  fees/underwriters  compensation 
varied  depending  on  the  Bank's  role  in  the  offering. 

For  third-party  RMBS  offerings  in  which  Deutsche  Bank  Securities  Inc.  ("DBSI") 
acted  solely  as  the  lead  or  co-lead  manager,  DBSI  was  typically  compensated  either  (1)  through  a 
negotiated  fee  that  ranged  between  15  and  25  basis  points  (.15  and  .25%  of  the  notional  value  of 
the  issuance)  or  (2)  through  the  spread  between  the  certificate  price  paid  to  the  issuer  and  the 
price  at  which  the  certificates  were  sold  to  investors. 


For  example,  in  connection  with  the  underwriting  of  POPLR  2006-D,  the 
underwriting  agreement  provided  that  DBSI  would  purchase  the  publicly-offered  bonds  at  a 
.25%  discount  off  of  the  public  offering  price.  The  publicly-offered  bonds  had  an  aggregate 
principal  amount  of  $347,766,000  and  were  priced  at  par  in  the  initial  distribution.  DBSI 
underwrote  50%  of  these  bonds  while  RBS  Greenwich  Capital  underwrote  the  other  50%. 
DBSI's  underwriting  fees  earned  in  connection  with  POPLR  2006-D  would  have  been 
approximately  $434,707.  This  is  calculated  by  multiplying  the  portion  of  the  principal  amount 
purchased  and  resold  by  DBSI  ($173,883,000)  by  the  underwriting  discount  (.0025). 
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For  Deutsche  Bank's  own  shelf  offerings  (e.g.  the  ACE  and  DBALT  offerings), 
DBSI  did  not  earn  a  traditional  underwriting  fee.  Instead,  the  Bank  sought  to  profit  through  (1) 
the  sale  of  servicing  rights  in  connection  with  securitizations,  (2)  interest  payments  made  to 
DBSP  while  the  loans  were  owned  by  DBSP  prior  to  securitization,  and  (3)  investment  earnings 
on  the  certificates  retained  by  DBSI  in  its  inventory. 

I  believe  that  this  addresses  the  questions  that  we  have  recently  discussed. 

Please  let  me  know  if  you  are  seeking  anything  additional  or  if  you  would  like  to 
discuss  the  above. 


ery  truly 


Kevin  Downey  s\ 

Enclosures 
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RMBS  Notionals,  Including  Non-Mortgage  Hedges 


RMBS 

12/31/2007 

Cash  Bonds 

Gross  Assets 

166,108,401,773 

Gross  Liabilities 

(25.776.021) 

Net 

166,082,625,753 

Synthetics 

Gross  Assets 

57,124,947,630 

Gross  Liabilities 

(117,851.884.240) 

Net 

(60,726,936,610) 

Other 

NonMortgage  hedges 

(28.345.699.904) 

Net 

(28,345,699,904) 

Grand  Net 

77,009,989,238^ 

-J  Certain  RMBS  products  have  significant  large  notional  values  and  minimal  market  values- 
(for  example,  interest  only  bonds).  If  the  market  value  of  these  RMBS  products,  rather  than  the 
notional  value,  were  used  in  this  calculation,  the  Grand  Net  as  of  December  31, 2007  would  be 
approximately  $24  billion,  rather  than  the  much  larger  number  reflected  here. 
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March  2,  201 1 

David  H.  Katz,  Esq. 

Counsel 

Senate  Permanent  Subcommittee  on  Investigations 

199  Russell  Senate  Office  Building 

Washington,  DC  205 10 

Re:       Deutsche  Bank 

Dear  Mr.  Katz: 

On  behalf  of  Deutsche  Bank,  this  provides  information  in  response  to  the  requests 
contained  in  your  February  2,  201 1  and  February  23,  201 1  emails  to  me. 

First,  in  response  to  your  February  2  email,  attached  is  a  spreadsheet  showing  the 
notional  net  position  of  various  DB  business  units  in  mortgage  assets  as  of  various  dates  in  2007. 
These  are  the  same  dates  and  same  business  units  whose  net  revenues  were  shown  in  our  prior 
production  of  information.  DB's  Finance  Department  calculated  the  positions  in  mortgage  assets 
only  for  these  business  units  specifically  in  response  to  your  request.  (As  you  know,  the  units 
have  other  non-mortgage  assets). 

Second,  below  find  responses  to  the  questions  posed  in  your  February  23  email  regarding 
ACE  Securities  Corp.: 

•    Describe  DB's  ownership  interest  in  or  control  of  ACE  including  but  not  limited  to 
whether  ACE  is  a  subsidiary,  affiliate  or  other  related  entity. 

Deutsche  Bank  has  no  ownership  interest  in  ACE  Securities  Corp.  ("ACE").  All  of  the  shares  of 
capital  stock  of  ACE  are  held  by  Altamont  Holdings  Corp.,  a  Delaware  corporation.  Deutsche 
Bank  Securities,  Inc.  ("DBSI"),  however,  is  an  administrative  agent  for  ACE  and  in  that  role  has 
authority  to  act  on  behalf  of  ACE  in  connection  with  offerings  of  asset-backed  securities, 
including  RMBS  offerings. 
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•  DB's  role  in  the  creation  or  formation  of  ACE. 

Although  no  one  involved  in  the  formation  of  ACE  is  still  employed  by  Deutsche  Bank,  our 
current  understanding  is  that  in  1 998,  Deutsche  Bank  hired  the  AMACAR  Group,  LLC 
("AMACAR")  to  assist  in  the  creation  of  ACE  to  act  as  a  registrant  and  depositor  in  connection 
with  RMBS  offerings  sponsored  and/or  underwritten  by  Deutsche  Bank. 

•  DB's  financial  relationship  with  ACE,  including  any  compensation  received  by  either 
entity  and  the  amount(s)  received. 

DBSI  pays  an  annual  management  fee  to  AMACAR,  which  serves  as  the  manager  of  ACE. 
Between  1998  and  2006,  DBSI  paid  AMACAR  an  annual  management  fee  of  $10,000.  Since 
2006,  DBSI  has  paid  AMACAR  an  annual  management  fee  of  $20,000.  Beyond  the  annual 
management  fee,  in  its  role  as  a  depositor  and  issuing  entity  in  connection  with  RMBS  offerings, 
ACE  purchased  mortgages  from  DB  Structured  Products,  Inc.  ("DBSP")  and  sold  RMBS 
certificates  to  DBSI  as  described  more  fully  below. 

•  Describe  generally  ACE's  role  and  responsibilities  as  a  depositor  and  issuing  entity  in 
connection  with  any  RMBS  deal  underwritten  by  DB:  -         - 

ACE  participated  in  many  RMBS  offerings  as  a  depositor  and  issuer  and  acted  as  the  registrant 
in  connection  with  the  shelf  registration  statements  pursuant  to  which  the  securities  were 
registered  for  public  sale.  ACE  is  a  special  purpose  corporation  incorporated  in  the  State  of 
Delaware  on  June  3,  1998.  ACE's  principal  executive  offices  are  located  at  6525  Morrison 
Boulevard,  Suite  3 1 8,  Charlotte,  North  Carolina  282 1 1 . 

As  depositor  and  issuer,  ACE  participated  in  the  formation  of  the  RMBS  offerings  as  follows. 
Generally,  pursuant  to  the  various  mortgage  loan  purchase  agreements  between  DBSP  and  ACE, 
loans  were  sold  by  DBSP  to  ACE.  In  connection  with  this  sale,  DBSP,  ACE  and  the  relevant 
trustees  and  servicers  entered  into  a  pooling  and  servicing  agreement  by  which  a  common  law 
trust  was  created.  ACE  would  then  "deposit"  the  mortgages  loans  into  the  trust  and  the  trust 
would  in  rum  issue  RMBS  securities  to  ACE.  ACE  would  then  sell  those  certificates  to  DBSI. 
ACE  would  then  use  the  proceeds  of  the  sale  of  the  certificates  to  DBSI  to  pay  for  the  mortgages 
acquired  from  DBSP.  DBSI,  as  underwriter,  would  then  sell  the  certificates  to  investors  or  retain 
them  in  its  inventory  depending  on  market  conditions  and  demand. 

Although  in  practical  terms  ACE  performed  the  functions  of  an  issuer,  ACE  was  not  technically 
the  legal  entity  that  issued  the  RMBS  securities.  Instead,  the  securities  were  issued  by  separate 
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common  law  trusts  that  were  created  for  each  offering.  The  trusts  were  created  by  ACE  (as  noted 
above),  together  with  DBSP,  and  the  relevant  trustees  and  servicers,  pursuant  to  pooling  and 
servicing  agreements  for  each  offering.  For  example,  the  ACE  2006-SL2  Trust  is  a  common  law 
trust  formed  under  the  laws  of  the  State  of  New  York  pursuant  to  the  pooling  and  servicing 
agreement  for  ACE  2006-SL2,  dated  March  1, 2006.  The  pooling  and  servicing  agreement 
constituted  the  "governing  instrument"  under  the  laws  of  the  State  of  New  York. 

•  In  2007  were  any  DB  employees  also  employed  by  ACE?  If  yes,  please  provide  the 
number. 

No.  ACE  did  not  employ  any  Deutsche  Bank  employees  in  2007. 

•  In  2006 -2007  did  ACE  act  as  a  depositor  exclusively  for  DBRMBS  deals? 

In  most  instances,  between  2006  and  2007,  ACE  acted  as  the  depositor  for  subprime  RMBS 
offerings  sponsored  by  DBSP  and  underwritten  by  DBSI.  In  a  few  instance,  however,  ACE  acted 
as  the  depositor  for  RMBS  offerings  mat  were  underwritten  by  DBSI  but  sponsored  by  firms  that 
were  not  affiliated  with  Deutsche  Bank. 

•  In  2006  -  2007  did  ACE  act  as  an  issuing  entity  exclusively  for  DB  RMBS  deals? 

Please  see  the  answer  above.  ACE's  activities  as  an  issuer  were  identical  to  its  activities  as  a 
depositor. 

Please  do  not  hesitate  to  contact  me  with  any  questions. 


Kevin  Downey 
Attachment 
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Greg  To:  michael.lamont@db.com,  richard.dalbert@db.com 

Lippmann  cc: 

Subject:  Winchester  Capital:  Potential  Barramundi  Purchase:  Lochsong  Synthetic  CDO 

08/23/2006 
06:49  PM 


i  was  going  to  reject  this  because  it  seems  to  be  a  pig  cdo  position  dump  60A  but  then  i  noticed  Winchester  is  the  portfolio 
selector any  idea  ??? 


Inc. 


Greg  H.  Lippmann 

Managing  Director 

Deutsche  Bank  Securities 

3rd  Floor 

60  Wall  Street 

New  York,  New  York  10005 

Phone  (212)  250-7730 

Fax  (212)  797-2201 

Mobile  (^1 7)  W 

—  Forwarded  by  Greg  Lippmann/NewYork/DBNA/DeuBa  on  08/23/2006 
"Emilio,  Grace  \(C-BASS\)"  <Grace.Emilio@C-BASS.COM> 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


08/23/2006  06:46  PM 


To 


06:49  PM 

Bruce  VanMeter/NewYork/DBNA/DeuBa@DBAmericas,  "Deturo,  Mac  \(C-BASS\)" 
<Mac.Deturo@C-BASS.COM>,  Doug  Hamilton/db/dbcom@DBAmericas,  "Emilio, 
Grace  \(C-BASS\)"  <Grace.Emilio@C-BASS.COM>,  Greg 
Lippmann/NewYork/DBNA/DeuBa@DBAmericas,Hiroki 
Kurita/NewYork/DBNA/DeuBa@DBAmericas,  Jordan 
Milman/NewYork/DBNA/DeuBa@DBAmericas,  Lalantika 
Padmanabhan/NewYorWDBNA/DeuBa@DBAmericas,  Michael 
Lamont/NewYork/DBNA/DeuBa@DBAmericas,  Mike  Li/db/dbcom@DBAmericas, 
"Pecache  ,  Janice  \(C-BASS\)"  <Janice.Pecache@C-BASS.COM>.  Peter 
Luebke/NewYork/DBNA/DeuBa@DBAmericas,  Phillip 
Dominguez/db/dbcom@DBAmericas,  "Pyne,  Rob  \(C-BASS\)"  <Rob.Pyne@C- 
BASS.COM>,  Rachel  Wish/NewYork/DBNA/DeuBa@DBAmericas,  "Rickert,  Andy 
\(C-BASS\)"  <Andy.Rickert@C-BASS.COM>,  Sean 
McKenna/NewYork/DBNA/DeuBa@DBAmericas,  "Silver,  Erik  \(C-BASS\)" 
<Erik.Silver@C-BASS.COM>,  Stephen  T 
Hessler/NewYork/DBNA/DeuBa@DBAmericas,  Tasneem 

Selim/NewYork/DBNA/DeuBa@DBAmericas 
cc 
Subject  Potential  Barramundi  Purchase:  Lochsong  Synthetic  CDO 


Please  see  attached  marketing  materials  for  Lochsong  Synthetic  CDO  and  let  us  know  your 
thoughts  for  potential  inclusion  into  the  Barramundi  warehouse. 

We  have  an  IOI  (subject  to  credit)  on  $24MM  of  the  Class  C  notes  rated  A2/A  by  Moody's 
and  S&P.   Price  talk  is  currently  at  +130  and  WAL  of  the  bond  is  6.2  years.   The  deal  is 
scheduled  to  price  the  middle  to  end  of  next  week  (8/30  -  9/1) . 


Some  deal  specifics: 

1.  The  deal  is  a  static  one  -  97%  of  the  referenced  obligations  have  been  identified  thus 
far.   It  is  anticipated  that  the  remaining  3%  will  be  identified  within  the  next  week 
before  closing.   The  attached  spreadsheet  is  a  collateral  list. 

2.  100%  of  the  collateral  is  synthetic  -  with  60%  of  the  securities  referencing  CDO 
obligations  and  the  remaining  40%  referencing  RMBS  obligations 

3.  All  ratings  on  the  underlying  referenced  obligations  have  an  explicit  Moody's  and/or 
S&P  rating  of  at  least  A3/A-. 

4.  Waterfall  is  a  modified  sequential  pay  that  allows  the  class  C ' s  to  receive  principal 
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on  day  1. 

5...  Credit  Events .._  include :      _ 

a.  Failure  to  pay  principal 

b.  Writedown 

c.  Distressed  ratings  downgrade 

d.  Failure  to  pay  interest  (pertaining  to  the  CDO  portion  of  the  portfolio) 

6.  Winchester  Capital  Principal  Finance  will  serve  as  asset  selector  for  the  transaction 
and  will  be  responsible  for  asset  selection  and  surveillance  of  the  portfolio. 

7.  Winchester  is  expected  to  take  down  50%  of  the  equity  and  Goldman  is  expected  to  take 
down  the  remainder. 


Any  additional  questions,  comments  or  concerns  feel  free  to  give  a  call, 
advance. 


Thanks  in 


Grace  Emilio 

C-BASS,  LLC 

Capital  Markets  Group 

212.850.5061  Ph 

212.850.7760  Fa 

grace. emilio@c-bass . com 


This  e-mail  (including  any  attachments)  may  contain 
information  that  is  private,  confidential,  or 
protected  by  attorney-client  or  other  privilege.   If 
you  received  this  e-mail  in  error,  please  delete  it 
from  your  system  without  copying  it  and  notify  sender 
by  reply  e-mail,  so  that  our  records  can  be  corrected. 
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gregIip@bbotgTo:  bwickensl@bbotg- 
cc: 

08/30/2006        SubjCCt: 

11:52  AM 

Message  Sent:  08/30/2006  11:52:55 

From-  GREGLIP@BBOTG|GREGLIPPMANN|DEUTSCHEBANK  SECURI|1726|3 28663 
To:  BWICKENS 1  @BBOTG|BRADLEY  WICKENS| SPINNAKER  CAPITAL  LT|  | 

where  would  you  price  CBASS  05-CB2  Baa3 

its  got  good  CE  and  has  paid  down/delvered  alot  but  its  not 

performing  well  and  i  think  it  trades  pretty  expensive 

Reply: 

CBASS  IS  A  T  OP  3  NAME  SO  U  R RIGHT  THEY  TRADE  TIGHT....I  ALSO 

AGREE  SOME  OF  THEM  SEEM  TO  BE  PERFORMING  LIKE  CRAP  AND  THEY  HAVE 

HAD  A  FEW  DOWNGRADES  ON  THEIR  02-04  PAPER  ...THAT  SAID  I  CAN  PRO 

BABLY  SHORT  THIS  NAME  TO  SOME  CDO  FOOL  THUS  ILL  OFFER  U  PROTECTI 

ON  AT  205.... 


D 


OrgSmtpMsg.eml 
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greglip@bbotgTo:  bwickensl@bbotg 
cc: 

09/01/2006        SubjCCt: 
12:06  PM 

Message  Sent:  09/01/2006  12:06:01 

From:  GREGLIP@BBOTG|GREG  LIPPMANN|DEUTSCHE  BANK  SECURI|  1 726|3 28663 

To:  BWICKENSl@BBOTG|BRADLEY  WICKENS| SPINNAKER  CAPITAL  LT|  | 

can  you  price  MBAS  2006-FRE1  M9  thanks 

Reply: 

THIS  BOND  HAS  POOL  ENHANCEMENT  AND  THUS  ONLY  .7%  CREDIT  ENHANCEM 

ETN....THIS  KIND  OF  STUFF  RARELY  TRADES  IN  SYNTHETIC  MARKET  AND 

WILL  BE  TOUGH  FOR  US  TO  COVER  I.E.  SHORT  TO  A  CDO  FOOL.  THAT  SAI 

D  IF  U  GAVE  US  AN  ORDER  AT  260  WE  WOULD  TAKE  IT  AND  TRY  TO  DUPE 

SOMEONE.  FOR  YOU,  I'LL  MAKE  THIS  BOND  235-290  B/C  OF  THE  LACK  OF 

LIQUIDITY  IN  POOL  DEALS  RATHER  THAN  A  TIGHTER  MARKET  LIKE  USUAL 

AS  A  POINT  OF  REFERENCE  WE  WOULD  DO  MABS  06-FRE2  M9  AT  245 


D 


OrgSmtpMsg.eml 
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bwickensl@bbotgTo:  greglip@bbotg 
cc: 

09/01/2006  12:04    SubJect: 

PM 

Message  Sent:  09/01/2006  12:04:59 

From:  BWICKENSl@BBOTG|BRADLEY  WICKENS|SPINNAKER  CAPITAL  LT|  | 
To:  GPvEGLIP@BBOTG|GREGLIPPMANN|DEUTSCHE  BANK  SECURI|1726|328663 

can  you  price  MBAS  2006-FRE1  M9  thanks 

Reply: 

CRAP  BOND...U  R  GOOD.. 

Reply: 

maybe  too  crap  to  short 


D 

OrgSmtpMsg.eml 
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To:  Greg  LippmannyNewYork/DBNA/DenBa@DBAmericas 


Melissa        cc- 
Goldsmith  Subject  Re: 

09/21/2006 
01:12PM 

jotcha.  call  me  when  you  have  a  second. 
^Greg  Lippmann/NewYork/DBNA/DeuBa 


Greg  T  Melissa 

Lippmann/New  York/DBNA/DeuBa  °Goldsmith/New  York/DBNA/DeuBa@DBAmericas 

cc 
09/21/2006  12:57  PM  SubjectRe: 


Right 

Sent  from  my  BlackBerry  Handheld. 
^Melissa  Goldsmith 


From:  Melissa  Goldsmith 
Sent:  09/21/2006  12:50  PM 
To :  Greg  Lippmann 
Subject:  Re: 


"we  shorted"  meaning  we're  short  the  credit  as  well? 


rGreg  Lippmann/New  York/DBNA/DeuBa 


Greg 
Lippmann/NewYork/DBNA/DeuBa 


To 


Melissa 


Goldsmith/New  York/DBNA/DeuBa@DBAmericas 


SubjectRe: 


09/21/2006  12:49  PM 
MSHEL  2006-1  B3  230  crap  we  shorted 

FFML  2006-FF10  M9  245  ffml  was  top  tier,  fast  becoming  mid  tier 
GSAMP  2006-HE3  M9  265  this  bond  sukks  but  we  are  short  20MM 
FFML  2006-FF1  M9  235  see  above 

GSAMP  2006-HE1  Bl  240  better  than  other  gsamo  but  tighter 
ACE  2006-NC1  M9  248  ace  is  generally  horrible  and  new  century  I  mid  tier. 

Looks  like  you  were  well  taken  care  of.  Which  I  am  happy  about. 

Sent  from  my  BlackBerry  Handheld. 

'^Melissa  Goldsmith 


From:  Melissa  Goldsmith 
Sent:  09/21/2006  12:46  PM 
To :  Greg  Lippmann 

MSHEL  2006-1  B3  230 
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FFML  2006-FF10  M9  245 
GSAMP  2006-HE3  M9  265 
FFML  2006-FF 1  M9  23  5 
GSAMP  2006-HE1  Bl  240 
ACE2006-NC1M9  248 
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Axel  To:  Sean  Whelan/db/dbcom@DBAmericas 

KundefffiDBEMEA00:  PuTs  Sprenger/DMGGM/DMG"UK/D"euBa@DBEMEA,  Greg 

Lippmann/NewYork/DBNA/DeuBa@DBAmericas 
10/02/2006  04:57     Subject:  Fw:  Kmg  Street 
PM 


Sean, 


here  is  what  we  would  like  to  propose: 

King  Street  shorts  the  whole  portfolio  they  have  chosen  at  the  protection  offer  level  to  us.  They  also  buy  the  25- 
35%  AAA  and  the  35-100%  Super  Senior  at  current  market  levels,  we  underwrite  all  the  other  tranches  between 
3%  and  25%,  and  King  Street  takes  the  0-3%  Equity  which  gets  all  residual  cash  flows.  The  economics  in  this 
trade  are  the  same  as  in  a  publicly  marketed  full  capital  structure  CDO  whereas  in  fact  King  Street  is  doing  their 
own  private  deal  with  us.  There  are  a  couple  of  things  to  note  about  full  cap  structure  deals  though: 

1)  It  is  almost  impossible  to  place  BBB  risk  and  below  without  a  manager,  and  even  single-A  is  challenging 

2)  The  portfolio  which  KingStreet  selected  with  high  concentrations  in  LBMLT,  HEAT,  DSfABS,  AMSI/ARSI, 
RAMP/RASC,  and  CWL  would  be  impossible  to  sell  to  the  public 

3)  The  structuring/placement  fees  on  full  cap  deals  are  1-1.5%  of  the  portfolio  notional,  ratings  are  about  0.5% 
of  notional,  and  there  are  administrative  costs  for  the  trustee 

4)  The  ratings  of  the  notes  are  supported  by  IC/OC  triggers  which  divert  cash  flows  away  from  the  equity,  and 
which  we  do  not  have  in  our  trades. 

So  there  is  no  way  King  Street  could  place  the  3-25%  risk  on  their  portfolio  in  the  market.  However,  we  are 
willing  to  take  the  risk  down,  and  in  addition  with  a  much  simpler  structure  without  IC/OC:  We  offer  15  bps  on 
the  35-100,  45  bps  on  the  25-35,  and  we  underwrite  the  3-25  at  the  average  portfolio  spread.  In  return 
KingStreet  pays  us  one  year's  protection  premium  on  the  portfolio  notional  upfront,  i.e.  roughly  2.5%.  Part  of 
this  upfront  payment  covers  our  loss  from  underwriting  the  mezzanine  tranches  below  market  levels.  The  rest  is 
for  taking  down  the  risk  on  an  unsalable  deal  plus  as  a  substitute  for  structuring/placement  fees  which 
KingStreet  would  have  to  pay  on  any  other  deal. 

The  economics  of  the  trade  for  KingStreet  are  simple:  Assuming  an  average  portfolio  spread  of  250  bps,  they  - 
pay  us  2.5%  upfront  and  3%  for  the  equity.  At  this  spread  the  equity  will  return  roughly  60%  ,  i.e.  1 .8%  of 
portfolio  notional  p.a.  Put  differently:  If  all  credits  survive  for  the  first  3  years  King  Street  will  have  recovered 
their  initial  upfront  payment  plus  the  equity  notional  -  the  rest  is  upside.  If  reference  credits  were  to  default 
before  year  three  the  equity  would  nonetheless  get  all  the  XS  income  of  the  portfolio.  But  King  Street  would 
also  receive  protection  payments  from  us  for  the  defaulted  credits.  In  addition,  if  spreads  on  Home  Equity  BBBs 
were  to  widen  out  King  Street  could  sell  protection  on  the  single-name  portfolio,  thereby  locking  in  a  positive 
carry  for  the  lifetime  of  the  trade  while  still  benefitting  from  the  mezz  protection  they  bought  from  us. 

I  think  that's  a  very  efficient  way  of  executing  a  structured  short  on  the  Home  Equity  market,  with  very  limited 
downside  if  nothing  defaults  (average  portfolio  spread  on  22%  of  cap  structure  plus  2.5%  upfront).  Please  let 
me  know  what  they  say. 

Kind  regards, 

Axel. 


Axel  Kunde 

Deutsche  Bank  AG,  London 

ABS  Correlation  Trading 
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Tel: +44  207  545  7800 
Mobile: +44  7795  122  235 

. —  Forwarded  by  Axel  Kunde/DMGGM/DMG  UK/DeuBa  on  02/10/2006  18:04 


Sean  ~  Greg 

Whelan/db/dbcom@DBAMERICAS  °Lippmann/NewYork/DBNA/DeuBa@DBAmericas 

"Axel  Kunde"  <axel.kunde@db.com>,  "Pius 
27/09/2006  19:52  ^Sprenger"  <pius.sprenger@db.com> 

SubjectRe:  King  Street 

they  want  to  short  the  market  and  are  willing  to  pay  the  freight,  in  the  correlation  trade  they  are  long 
idiosyncratic  risk,  they  also  ran  breakevens-  which  they  feel  are  high-  2  events  virtually  knock  out  the  equity- 
for  every  subsequent  event  their  max  benefit  is  1.8  mm.  crude-  but  they  would  need  7  events  to  break  even, 
(yes-  this  ignores  spread  widening  on  the  remainder.)-  they  think  a  more  efficient  short  is  a  bespoke  trade,  their 
ideal  short  would  be  the  belly  of  the  capital  structure,  when  we  last  spoke  about  it,  we  told  them  the  equity  and 
the  AAA  were  the  parts  we  found  difficult  to  place,  they  are  willing  to  buy  the  equity  and  even  the  AAA's  t  get 
an  efficient  short  of  the  belly- 
Greg  Sean  Whelan/db/dbcom@DBAmericas,  "Pius  Sprenger"  <pius.sprenger@db.com>, 
Lippmann/NewYork/DBNA/DeuBa  "Axel  Kunde"  <axel.kunde@db.com> 

cc 
09/27/2006  02:3 1  PM  SubjectRe:  King  Street 


Whjat  does  thaty  mean?  Will  they  massively  overshort  vs  6x  coupon?? 
Sent  from  my  BlackBerry  Handheld. 


From:  Sean  Whelan  -  --  -     - 

Sent:  09/27/2006  11:02  AM 
To:  Greg  Lippmann 
Subject:  Re:  King  Street 

Greg- 1  was  not  accurate-  do  not  want  to  do  a  fully  placed  deal .  they  want  to  short  the  entire  delta-  thanks- 
Greg  Sean  Whelan/db/dbcomtgDBArnericas,  Axel  Kunde/DMGGM/DMG  UK/DeuBa,  Pius 
Lippmann/NewYork/DBNA/DeuBa        T°Sprenger/DMGGM/DMG  UK/DeuBa 

cc 
09/27/2006  10:57  AM  SubjectRe:  King  Street 


Which  is  it  ?  Magnetar  is  fully  placed  and  talk  to  lamont.  If  they  want  to  do  our  trade  but  short  entire  delta  we 
can  price  that  too. 


Sent  from  my  BlackBerry  Handheld. 


From:  Sean  Whelan 
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Sent:  09/27/2006  10:51  AM 

To_:  Greg  Lippmann;  Axel  Kunde;  Pius  Sprenger 

Subject:  King  Street 

Spoke  with  King  Street  this  morning,  rather  than  do  the  carry  neutral  correlation  trade,  the  would  like  to  pursue 
a  bespoke  or  Magnatar  type  trade.  They  want  more  leverage  and  are  willing  to  hold  the  equity  in  a  375mm  type 
transaction,  and  short  the  rest  of  the  capital  structure  .  the  75  names  we  have  can  be  used,  or  we  can  add  if  need 
be-thanks-Sean 
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Greg 
Lippmann 

10/20/2006 
06:36  PM 


To:  "Craig  Carlozzi"  <craig@mastcapllc.com>@DEUBAINT 
cc:  "Chris  Madison"  <chris@mastcapllc.com> 
Subject:  Re:  subprime  CDS 


levels  are  basically  unchanged:  see  comments  below 

FMIC  06-2  M8  - 135,  Fieldstone  likely  to  go  bk  or  be  bought  by  the  street  within  6  months  so  headline  risk  could  make  it  a 
good  short.  Very  low  gross  wac  of  6.18  could  lead  to  payment  shock.  45%  IO.  Bond  was  shorted  to  us  by  an  ABS  Hedge 
Fund  in  full  competiton  at  135  on  October  18. 

ACCR  06-1  M8  - 1 30.  One  of  the  top  /  most  respected  names.  The  2006  vintage  seems  to  be  worse  /  more  similar  to 
other  shelves  than  prior  ones  (see  recent  new  stories  on  LEND)  and  thus  it  is  trading  closer  to  other  names  than  the  2005 
cohort  does.  We  shorted  this  very  bond  a  bit  above  100  over  in  competiton  to  a  CDO  manager  on  October  19  and  thus 
can  make  this  one  a  bit  tighter.  Moderately  high  FICO  with  low  LTV  and  low  California.  On  the  other  hand,  34%  have 
second  mortgages,  only  57%  Full  Doc  and  8%  investor  property. 

LBMLT  06-5  M9  -  375.  Long  Beach  is  one  of  the  weakest  name  in  the  market.  We  shorted  this  bond  to  a  CDO  in  the  mid- 
300s  on  October  1 3.  Deal  was  done  in  late  June  before  S  &  P  changed  their  criteria  on  July  1 .  Lots  of  40  year  mortgages 
as  evidenced  by  the  409  WAM.  (360  being  30  year)  Less  than  half  the  loans  have  full  documentation  and  10%  are 
investor  properties.  This  is  a  real  pig. 

LBMLT  06-2  M9  350.  See  above  on  Long  Beach.  This  one  is  already  performing  poorly  with  substantial  delinquencies. 
Further  the  FICO  is  less  than  the  06-5  and  there  are  fewer  full  doc  loans.  This  seems  a  better  short  than  the  06-5.  Only 
reasons  I  can  think  for  my  guys  showing  you  a  tighter  level  is  that  we  are  very  short  this  one  and  that  the  June  06  deals 
have  a  taint  that  earlier  months  dont  due  to  the  theory  that  late  June  deals  were  crammed  with  bad  stuff  in  order  to  beat 
the  S  &  P  revisions. 

RASC  06-EMX2  M8  145.  This  was  shorted  to  us  at  145  on  Sep  29.  If  anything  the  market  is  a  bit  wider  since  then.  These 
trade  somewhat  tight  because  they  have  extremely  low  California  percentages  and  decently  high  (64%)  of  full  doc  loans. 
10%  of  the  loans  are  second  liens  so  that  could  make  this  a  good  short. 

FFML  06-FF13  M9  270.  A  CDO  got  long  this  risk  in  competition  at  240  on  October  10  so  this  is  a  good  level  i.e.  roughly  1 
point  bid  /ask.  The  CDOs  like  First  Franklin  because  of  the  high  FICO  scores,  but  I  like  shorting  them  becuase  of  the  low 
enhancement,  very  high  %  of  silent  seconds  and  in  this  case  large  number  of  40  year  mortgages  (421  WAM)  especially 
coupled  with  the  30%  IO,  a  40  year  mortgage  is  a  another  way  of  saying  an  IO  in  my  view. 

SAST  06.-1  B2  200.  No  trading  in  this  name  recently.  SAXON  is  one  of  the  weakest  originators/servicers.  Loans  don't  look 
too  bad  though.  On  the  other  hand,  371  WAM  is  a  bit  high  and  603  FICO  is  quite  low. 

CWL  06-BC3  M9  350.  No  trading  in  this  name  recently.  Countrywide  is  a  mid-tier  issuer.  Not  much  to  say  here  other  than 
low  FICO.  Some  of  the  others  might  be  more  appealing. 

Greg  H.  Lippmann 

Managing  Director 

Deutsche  Bank  Securities  Inc. 

3rd  Floor 

60  Wall  Street 

New  York,  New  York  10005 

Phone  (212)  250-7730 

Fax  (212)  797-2201 

Mobile  (917) 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


"Craig  Carlozzi"  <craig@mastcapllc.com> 


10/20/2006  02:44  PM 


Confidential  Treatment  Requested  by  DBSI 


To  Greg  Lippmann/NewYork/DBNA/DeuBa@DBAmericas 
cc  "Chris  Madison*  <chris(3>mastcapllc.com> 


Permanent  Subcommittee  on  Investigations  I 


Wall  Street  &  The  Financial  Crisis 
Report  Footnote  #1284 


DBSI  PSI  EMATL0177482C 


Footnote  Exhibits  -  Page  0862 

Subject  subprime  CDS 


Greg, 

Here  are  the  tranches  that  Chris  and  I  find  the  most  attractive.  We'd  appreciate  any  thoughts  you  may  have... 

Thanks  for  your  help, 
Craig 


Tranches : 

FMIC  2006-2  M8   135,  fieldstone  likely  to  go  bk  or  be  bought  by  the  street  within  6  months  so  this  could  be  a  good 
short . 

ACCR  2006-1  M8 

LBMLT  2006-5  M9 

LBMLT  2006-2  M9 

RASC  200G-EHX2  M8 

FFML  2006-FF13  M9 

SAST  2006-1  B2 

CWL  2006-BC3  M9 


Craig  Carlozzi,  CFA 
Senior  Analyst/Partner 
MAST  Capital  Management  LLC 
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GREGLIP@bloomberg.net  Tomlee@contrariancapital.com 
-  cc 

12/04/2006  10:06  AM  bcc 

SubjectRE: 


=====Begin  Message===== 

Message!:    122868 

Message   Sent:    12/04/2006   10:06:17 

From:    GREGLIP@bloomberg. net | GREG   LIPPMANNI DEUTSCHE   BANK   SECURI | 17261 328663 

To:    mlee@contrariancapital.com I     I     I     I 

Subject:    RE: 

sure this  afternoon. . .u  have  picked  some  crap  right  away  so  u  have  figured  it 

out 

Original  Message  

From:  Mark  Lee   <mlee@contrariancapital . com> 
At:  12/04  10:00:21 

That's  great.   We  assumed  that  we  were  going  to  pick  some  that  didn't 
make  sense.   If  you  want  you  can  call  me  today  and  I  will  tell  you  how 
we  are  looking  at  this  and  why  it  is  taking  us  some  time. 

Original  Message 

From:  greglip@bloomberg.net  rmailto: qreqlip@bloomberq. net] 
Sent:  Monday,  December  04,  2006  9: 59  AM 
To:  Mark  Lee 
Subject:  Re: 

lets  work  through  amin  the  oomlt  06-2  is  one  of  the  worst  deals  ever  so 
not  sure  that  is  going  to  be  a  good  one  to  match  up  on. . .will  be  bac  k 
on  these. 

Original  Message  

From:  Mark  Lee  <mlee@contrariancapital . com> 

At:  "12704   9:5~6:48  ~  --.--.--..__  .  .  _  .  . 

Could  you  give  us  quotes  on  the  BBB-  bond  on  the  following  deals? 
Bear  BSABS  06-HE8 
Bear  BSABS  06-HE7 
Option  One  OOMLT  06-2 
Ameriquest  AMSI  06-R1 

Also,  I  sent  you  our  DB  coverage  last  week.   Where  should  we  start  for 
IS  DA? 


Mark  Lee. 
Portfolio  Manager 
Contrarian  Capital 
411  West  Putnam 
Suite  225 
Greenwich  CT  06830 

P:   (203)  862-8203 
F:   (203)  629-1977 


This  has  been  prepared  solely  for  informational  purposes.  It  is  not  an 
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Greg 
Lippmann/NewYork/DBNA/DeuBa@DBAMERICAS 

12/08/2006  11:49  AM 


Topfaulkner@psamllc.com 
cc 
bcc 
Subjectother  bonds 


just  traded  these 


ACCR  2006-1  M8  160 
SAST  2006-2  B2      190 
CWL  2006-BC2  M8    225 
FMIC  2006-3  M8     180 

Just  offered  these: 


Deal 

8 -Dec 

ABSHE   2006-HKS 

300.  00 

ACE  2006-0P1 

300.00 

AHSI    2006-32 

4S0.00 

ARSI   2006-U1 

S50.00 

FFML   2006-FF8 

325.00 

FHLT   2006-2 

435.00 

GSAHP   2006-HK3 

400.00 

GSAHP    2006-NC2 

S2S.00 

HEAT    2006-7 

460.00 

JPHAC   2006-WME1 

325.  00 

LBHLT   2006-WL1 

310.00 

HSAC   2006-HKS 

385.  00 

EASC   2006-KS3 

460.00 

your  bonds 

gsamp  06-nc2  m8  this  is  an  absolute  pig. ..see  the  m9  above  will  offer  the  m8  at  375 

bsabs05-he12m7  225 

rase  05-ks8  m8    pass  t  his  is  a  bad  deal  and  we  are  already  long  it 


Greg  H.  Lippmann 

Managing  Director 

Deutsche  Bank  Securities  Inc. 

3rd  Floor 

60  Wall  Street 

New  York,  New  York  10005 

Phone  (212)  250-7730 

Fax  (212)  797-2201 

Mobile  (917) 

greg.lippmann@db.com 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 
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GREGLIP@bloomberg.net 

03/01/2007  05:42  AM 


ToJORIS  1  @bloomberg.net 
cc 
bcc 
Subject 


=====Begin  Message===== 

Message#:  118415 

Message  Sent:  03/01/2007  05:42:30 

From:  GREGLIP@bloomberg.net | GREG  LIPPMANNI DEUTSCHE  BANK 

SECURI | 17261 328663 

To:  JORISl@bloomberg.net | JORIS  HOEDEMAEKERS | OASIS  CAPITAL  (UK)  L| 

I 
Subject: 

JORIS-SORRY  YOUR  LIST  GOT  BURIED  UNDER  THE  TO  DO  LIST  HERE  U 

GO: 

ABSHE  2006-HE1  M7    500  CRAP  . 

DEAL 

ACE    2005-RM2   M9 

475 

ACE    2006-HE2    M7 

PIG    ! 

BSABS    2006-HE3   M7 

650 

MLMI  2  006-HE1  B1A 

325 

SAST  2005-2  B2 

300 

SAST  2005-3  B2 

300 

=====End  Message— 


550  DEAL  IS  A 
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From: 
Sent: 
To: 
Subject: 


BRADLEY  WICKENS  (SPINNAKER  CAPITAL  LT)  <BWICKENSl@BBOTG> 

Thursday,  June  8,  2006  1:26  PM 

GREG  LIPPMANN  (DEUTSCHE  BANK  SECURI)  <GREGLIP@BBOTG> 


Message  Sent:  06/08/2006  09:26:11 

From:  BWICKENSl@BBOTG|BRADLEY  WICKENS| SPINNAKER  CAPITAL  LT|  | 

To:  GREGLIP@BBOTG|GREG  LIPPMANN|DEUTSCHE  BANK  SECURI|1726|328663 

what  going  on  in  housing,  with  these  hawkish  sounds  and  grwoth 

concerns  should  be  playing  straight  into  our  hands 

Reply: 

nothing.... stuff  is  flat  b/c  the  cdo  machine  has  not  slowed  but 

i  am  fieleding  2-4  new  guys  a  day  that  are  kicking  the  tires  so 

we  probably  dont  go  tighter.. .i  remain  convinced  that  the  trade 

will  work  and  trying  not  to  be  too  frustrated  that  it  is  not  hap 

peneing  as  soon  as  we  would  like  given  the  moves  in  other  market 

s.... 

Reply: 

honestly,  i  was  always  concerned  about  the  CDO  machine,  which 

is  whi  i  stayed  out  at  first,  i  think  you  can  put  this  on  in 

September 
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From:  GREG  LIPPMANN  (DEUTSCHE  BANK  SECURI)  <GREGLIP@BBOTG> 

Sent:  Tuesday,  August  29,  2006  5:25  PM 

To:  BRADLEY  WICKENS  (SPINNAKER  CAPITAL  LT)  <BWICKENSl@BBOTG> 

Subject: 


Message  Sent:  08/29/2006  12:25:20 

From:  GREGLIP@BBOTG|GREG  LIPPMANNPEUTSCHE  BANK  SECURI|1726|328663 

To:  BWICKENSl@BBOTG|BRADLEY  WICKENS|SPINNAKER  CAPITAL  LT|  | 


The  JPMAC  -05-FRE1  has  very  good  step  down  CE  Ms,  maybe  not 
such  no  braiher  short  at  2 1 0 
Reply: 

WE  MISSED  THAT.... 
Reply: 

its  a  minefield  this  market,  CS  has  exactly  the  same  view  as 
you,  one  day  the  music  will  stop. 
Reply: 

IT  WILL.. I DONT  CARE  WHAT  SOME  TRAINED  SEAL  BULL  MARKET  RESEARCH 
PERSON  SAYS  THIS  STUFF  HAS  A  REAL  CHANCE  OF  MASSIVELY  BLOWING  UP 
AND  ON  MY  SONS  LIFE  I  HAVE  BEEN  SHORT  800MM  TO  2.2BB  CONTINUOSL 
Y  SINCE  BEFORE  I  STARTED  SPEAKING  WITH  U... THESE  PEOPLE  (AND  ME 
TOO  I  GUESS)  HAVE  NEVER  SEEN  A  BEAR  MARKET  SO  THEY  CANT  IMAGINE 
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Greg 
lappmann/NewYork/DBNA/DeuBa@DBAMERICAS^ 

03/04/2007  10:04  AM 


To"Harvey  Allon" 

<Hallon@Braddockfmancial,cpm> 
cc 
bcc 
SubjectRe:  A  new  take 


Indeed.  Speak  when  you  land,  safe  comfortable  flight. 
Sent  from  my  BlackBerry  Handheld. 


Original  Message  

From:  "Harvey  Allon"  [Hallon@Braddockfinancial.com] 
Sent:  03/04/2007  08:04  AM  MST 
To:  Greg  Lippmann 
Subject:  RE:  A  new  take 


Heading  to  airport.  My  issue  with  hpa  is  that  it  doesn't  have  much  to  do  with  the  hpa  in  the  locations  where  the  subprime 
loans  are  concentrated.  The  stories  from  new  construction  areas  for  example  are  nightmares.  -20%  hpa  is  not 
uncommon. 


From:  Greg  Lippmann  [mailto:greg.lippmann@db.com] 
Sent:  Sunday,  March  04,  2007  7:58  AM 
To:  Harvey  Allon 
Subject:  Re:  A  new  take 


I  remain  firm  in  my  belief  that  these  are  blowing  up  whether  people  like  it  or  now  and  that  hpa  is  far  less 
relevant  for  subprime  than  these  bulls  think.  Can't  blame  them  because  if  this  blows  up  lots  of  people  lose  their 
jobs  so  they  must  denyv  in  hope  that  that  will  help  prevent  the  collapse.  At  this  price  I'm  nearly  just  as  short  as 
I've  ever  been. 


Sent  from  my  BlackBerry  Handheld. 


Original  Message 

From:  "Harvey  Allon"  [Hallon@Braddockfinancial.com] 
Sent:  03/04/2007  07:55  AM  MST 
To:  Greg  Lippmann 
Subject:  RE:  A  new  take 


I  see  a  problem  with  Glenn's  theory  in  the  first  few  sentences.  "The  problem  with  the  early  defaults  is  bad  underwriting." 
No  shit  Sherlock! 
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From:  Greg  Lippmann  [mailto:greg.lippmann@db.com] 
Sent:  Sunday,  March  04,  2007  7:46  AM 
To:  Harvey  Allon 
Subject:  Re:  A  new  take 


Did  not,  thanks.  Working  out  sitter  /  time  /  venue  for  tomight  now.  Be  back.  Will  read  this  now  and  be  back 
soon. 


Sent  from  my  BlackBerry  Handheld. 


Original  Message 

From:  "Harvey  Allon"  [Hallon@Braddockfinancial.com] 
Sent:  03/04/2007  07:44  AM  MST 
To:  Greg  Lippmann 
Subject:  FW:  A  new  take 


Didn't  know  if  you  got  this. 


From:  Dave  Myers 

Sent:  Friday,  March  02,  2007  10:30  AM 
To:  Kevin  Ahern;  Harvey  Allon 
Subject:  A  new  take 
Importance:  High 


From:  Wachovia  Structured  Products  Research  [mailto:WBSP.Research@wachovia.com] 

Sent:  Thursday,  March  01,  2007  5:14  PM 

To:  undisclosed-recipients 

Subject:  Glenn  Schultz:  U.S.  Housing  Outlook  Update 

Importance:  High 


U.S.  Housing  Outlook  Update 
First-Quarter  2007  Update 

Executive  Summary 

On  Nov.  14,  2006  we  published  our  Housing  Outlook  and  predicted  that  home  price  appreciation  would  be  3.0%-5.0% 
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over  the  next  3-5  years.  Our  forecast  has  not  changed. 


The  Office  of  Housing  Enterprise  and  Oversight  (OFHEO)  home  price  index  released  on  March  1,  2007,  follows  the 
releases  of  both  the  existing  home  sales  median  price,  a  poor  indicator  of  home  prices,  and  the  S&P  Case-Shiller  home 
price  index,  arguably  one  of  the  better  indicators  of  home  prices.  The  OFHEO  home  price  statistics  were  released  against 
the  backdrop  of  increased  market  volatility  and  concern  surrounding  the  subprime  borrower  or,  more  accurately,  concern 
regarding  subprime  underwriting  criteria.  The  housing  bears  will  have  to  wait  another  day  for  their  route;  an  event  that 
will,  in  our  opinion,  never  happen.  Rather,  we  suggest  that  investors  focus  more  on  the  fundamentals,  namely  low 
unemployment,  strong  personal  income  growth,  the  supply  of  housing  and  the  quality  of  underwriting. 


In  this  update,  we  examine  recent  home  price  statistics  as  well  as  the  fundamentals  that  we  believe  provide  a  strong 
foundation  to  the  U.S.  housing  market.  In  addition,  we  reiterate  our  belief  that  a  homeowner  will  not  default  simply 
because  home  prices  did  not  appreciate  or  modestly  declined.  Rather,  as  we  stated  in  December  2006,  the  recent  spate  of 
delinquency  and  early  default  are  a  result  of  poor  underwriting. 

«US_Housing_Outlook_Update_030107.pdf» 

Glenn  M.  Schulrz,  CFA 

glenn.schultz@wachovia.com 
(704)  383-4758 

Erin  K.  Walsh 

erin.walsh@wachovia.com 
(704)  715-7404 

Shane  Whitworth,  CFA 

shane.whitworth@wachovia.com 
(704)715-7936 


We  value  our  relationship  with  you.  If  you  would  like  to  remove  yourself  from  the  Wachovia  Capital  Markets  LLC  Fixed  Income 
Research  distribution  list,  please  reply  to  this  e-mail  and  let  us  know  that  you  would  like  to  be  removed.  This  will  not  affect  any  other 
Wachovia  e-mail  that  you  are  receiving. 
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Michael  ToGreg 

George/NewYork/DBNA/DeuBa@DBAMERICAS  Lippmann/NewYork/DBNA/DeuBa@D 

cc 

06/23/2007  07:37  AM  t*50 

SubjectRe:  Bear.  Will  Provide  S3.2B  To  Its  Hig 


Question  is  who  else  sells the  Europeans  will  just  bury  in  their 

portfolios most  of  them  are  no  where  near  as  transparent  as  say  Abbey  was. 

Ralph's  porfolio  going  to  be  a  huge  overhang  on  market why  buy  new  issue 

when  you  can  just  to  knock  on  the  Bear  HFs  door  and  McGarrigal  will  have 

something  for  you  ! ! ! 

Michael  R  George 

Managing  Director 

Deutsche  Bank 

60  Wall  Street 

New  York,  NY  10013 

+1-212-250-6819 

+1-917-459-3207 

Sent  from  my  BlackBerry  Handheld. 

From:  Greg  Lippmann 

Sent:  06/23/2007  06:59  AM  EDT 

To:  Michael  George/NewYork/DBNA/DeuBa@DBAmericas@DBAMERICAS@DEUBAINT 

Subject:  Re:  Bear:  Will  Provide  $3.2B  To  Its  High-Grade  Hedge  Fund 

Yup  this  is  the  beginning  of  phase  2  (the  bulls  still  can't  see  it),  sales  by 
the  longs  and  how  do  you  think  the  foreign  banks  will  feel  when  they  see  that 

the  true  mark  for  what  they  have  is this  could  be  the  end  of  the  cdo 

biz.  I  want  to  print  100%  of  verticals  monday  list.  Please  be  involved. 

Sent  from  my  BlackBerry  Handheld. 

From:  Michael  George 

Sent:  06/23/2007  04:12  AM  EDT 

To:  Greg  Lippmann/NewYork/DBNA/DeuBa@DBAmericaseDBAMERICAS@DEUBAINT 

Subject:  Re:  Bear:  Will  Provide  $3.2B  To  Its  High-Grade  Hedge  Fund 

Reading  the  Bear  CFO's  statement  to  the  press 

■The  market  for  CDOs  will  stabilise  and  then  they'll  resume  asset  sales"  . 

How  they  expect  this  to  happen  with  Ralphie  Fund  overhanging  the  market  beats 

me there's  the  3.2bn  from  Bear... plus  Citi ' s  repo  positions  plus 

Bracaps market  will  continue  to  go  down  until  prices  reach  a  level 

attractive  enuff  to  attract  new  capital. 

Michael  R  George 

Managing  Director 

Deutsche  Bank 

60  Wall  Street 

New  York,  NY  10013 

+1-212-250-6819 

+1-917-459-3207 

Sent  from  my  BlackBerry  Handheld. 

From:  Greg  Lippmann 

Sent:  06/22/2007  11:24  PM  EDT 

To:  Michael  George 

Subject:  Fw:  Bear:  Will  Provide  $3.2B  To  Its  High-Grade  Hedge  Fund 
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Sent  from  my  BlackBerry  Handheld. 


From:  Ted  Meyer 

Sent:  06/22/2007  05:30  PM  EDT 

To:  Alan  Cloete;  Alex  Crossman;  Barry  Bausano;  Greg  Lippmann;  Joseph 
Randazzo;  Matt  Connolly;  Michele  Allison;  Patrick  McKenna;  Philip  Weingord; 
Renee  Calabro;  Richard  Walker;  Robert  Khuzami 

Subject:  Bear:  Will  Provide  $3.2B  To  Its  High-Grade  Hedge  Fund 

Bear:  Will  Provide  $3.2B  To  Its  High-Grade  Hedge  Fund 
(Dow  Jones  06/22  14:06:56) 

NEW  YORK  (Dow  Jones) — Bear  Stearns . Chief  Financial  Officer  Sam  Molinaro  said 
Friday  that  the  bank's  financial  condition  remains  strong,  as  it  seeks  to 
raise  $3.2  billion  to  shore  up  its  troubled  hedge  funds  business. 

In  a  conference  call,  Bear  Steans '  Molinaro  said  that  the  bank!s  financial 
condition  remains  strong  and  its  has  "ample  liquidity"  for  the  $3.2  billion 
loan  extended  to  one  of  its  troubled  hedge  funds.  The  bank  is  seeking  to 
facilitate  an  orderly  deleveraging  of  its  hedge  funds,  which  have 
experienced  significant  liquidity  problems  over  the  last  few  weeks. 

While  valuations  have  clearly  been  pressured  over  the  past  couple  of  weeks, 
he  said  Bear  Stearns  has  more  than  adequate  collateral  to  cover  its 
liabilities. 

But  Molinaro  pointed  out  that  exact  figures  are  difficult  to  gauge,  given 
the  "fluidity"  of  current  market  conditions. 

Bear  confirmed  the  financing  Friday  as  the  fund's  managers  struggled  to 
settle  their  debts  to  a  group  of  Wall  Street  lenders,  including  Deutsche 
Bank  AG  (DB) ,  Merrill  Lynch  &  Co.  (MER)  and  Lehman  Brothers  Holdings  Inc. 
(LEH) . 

Earlier  this  week,  creditor  Merrill  Lynch  was  the  first  among  creditors  to 
seize  collateral  -  much  of  it  mortgage-backed  debt  -  from  Bear's  internal 
hedge  funds,  the  High  Grade  Strategies  Fund  and  its  High  Grade  Credit 
Strategies  Enhanced  Leverage  Fund.  Merrill  held  an  auction  of  $100  million 
of  seized  assets  Thursday. 

Bear's  intervention  appears  to  have  nipped  further  such  action  in  the  bud. 
Molinaro  said  Friday  that  "all  of  the  threats  of  liquidations  have  been 
pulled  while  we're  negotiating  with  counterparties."  Earlier  this  week, 
creditors  were  circulating  lists  of  assets  for  sale  in  an  attempt  to  curb 
their  exposure.  Merrill  went  ahead  and  sold  a  fraction  of  its  $850  million 
up  for  sale  while  Lehman  Brothers  put  $400  million  on  the  block  Thursday, 
according  to  a  source. 

Nevertheless,  he  conceded  that  values. of  the  collateral  in  two  troubled 
hedge  funds  have  been  "beaten  down"  in  the  past  couple  of  weeks. 

"Some  assets  are  being  sold  to  dealers,"  Molinaro  said,  adding  "the 
situation  is  fluid." 

The  deleveraging  may  take  several  months  to  complete,  in  a  gradual  process 
to  avoid  overburdening  the  market. 

Bear  is  hoping  that  market  conditions  will  stabilize  in  the  meantime.  It 
will  take  "several  months  to  wind  down  the  asset  levels,"  he  said. 

Responding  to  a  question  about  the  covenants  involved  in  the  Bear  Stearns 
loan,  Molinaro  said  "we  haven't  completely  drilled  down  on  this  issue"  and 
that  it  will  "take  several  months  to  work  this  out." 

The  executive  said  he  didn't  envisage  any  impact  on  Bear  Stearns'  reputation 
from  the  troubles  of  its  hedge  fund  business. 

Asked  about  the  timeline  of  the  deterioration,  Molinaro  said  the  funds 
recorded  their  first  negative  performance  in  March,  after  40  quarters  of 
profit. 

The  redemption  requests  started  to  arrive  in  April,  and  the  pressure 
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intensified  from  there..  "I  believe  we  closed  the  fund  to  redemptions  in 
May,"  said  Molinaro. 

The  losses  multiplied  as  the  values  of  the  portfolios  sank.  The  inability  to 
satisfy  margin  calls  triggered  more  declines,  he  said,  describing  the  event 
as  a  "vicious  circle." 

Bear  Puts  Up  $3.2B  &  Seeks  To  Explain  Funds  Slow-Motion  Crash 
(Dow  Jones  06/22  17:20:31) 

By  Emily  Barrett 

NEW  YORK  (Dow  Jones) — Bear  Stearns  Cos  (BSC)  stepped  into  the  melee 
surrounding  its  troubled  hedge  funds  business  Friday  with  some  urgent 
finances,  and  an  attempt  to  explain  how  the  slow-motion  subprime  landslide 
engulfed  some  of  its  most  leveraged  investments. 

The  damage  control  comes  days  after  it  emerged  that  two  Bear  hedge  funds  - 
the  High  Grade  Structured  Credit  Fund  and  High  Grade  Structured  Credit 
Enhanced  Leverage  Fund  -  were  foundering  on  bad  investments  in  the  subprime 

mortgage  market. 

Wall  Street  banks  were  circling  and  Merrill  Lynch  (MER)  was  first  to. swoop, 
seizing  around  $1  billion  in  debt  to.  auction  in  a  fire  sale. 

In  a  conference  call  Friday,  Sam  Molinaro,  Bear's  chief  financial  officer, 
first  sought  to  reassure  investors  of  the  bank's  financial  strength, 
observing  that  the  investment  bank  can  easily  cover  the  $3.2  billion  it 
plans  to  inject  into  one  of  the  two  troubled  hedge  funds  -  the  High-Grade 
Fund.  He  also  pointed  out  that  the  bank's  mortgage  business  is  in  good 
health,  and  that  Bear  had  no  "material"  lending  exposure  to  the  funds  in  the 
first  place. 

Bear  Faces  Criticism  As  Investors  Mull  Deal 

Not  all  stock  market  observers  are  persuaded.  Punk  Ziegel  analyst  Richard 
Bove  says  Bear's  loan  is  a  poor  use  of  investor  funds.  Shareholders  are 
"faced  with  the  fact  that  the  company  may  be  lending  money  at  below  the 
rate"  it  earns  on  capital  invested  into  the  fund,  he  said,  noting  that 
"there  is  no  good  way"  to  determine  the  value  of  the  fund's  assets. 

"It  is  also  important  to  understand  that  $3.2  billion,  if  this  is  the  right 
number,  is  24.8%  of  Bear  Stearns  common  equity,"  Bove  says.  "This  is  no 

small  bet." 

That  view  was  reflected  in  late  trade.  Shares  in  Bear  Stearns  closed  down 
1.4%  at  $143.75  on  a  day  when  broad  concerns  about  the  deterioration  in 
securities  tied  to  subprime  mortgages  pushed  down  the  financial  services 
sector  and  the  main  market  indexes . 

Only  An  Episode  In  Subprime  Drama 

It's  becoming  clear  that  Friday's  action  is  only  an  episode  in  the  drama 
that  began  back  in  March,  and  is  far  from  over. 

Back  in  February,  as  delinquencies  mounted  among  subprime  borrowers,  and 
mortgage  lenders  started  to  fail,  the  securities  that  ultimately  bundle 
these  risky  loans  began  to  suffer.  This  had  a  knock-on  effect  on  the 
riskiest  layer  of  the  debt  structures  held  by  investors  such  as  the  two 

hedge  funds . 

Molinaro  conceded  that  the  funds'  investments  recorded  their  first  negative 
returns  back  in  March.  The  first  redemption  requests  from  lenders  came  in 
April.  Declining  values  triggered  margin  calls  among  lenders,  which  then 
created  a  "vicious  circle, "  the  executive  explained. 

"I  believe  we  closed  the  fund  to  redemptions  in  May, "  he  said. 

Molinaro  warned  that  the  value  of  the  funds'  assets  had  taken  a  blow  in 
recent  weeks,  and  it  may  take  months  for  the  total  debts  to  be  unwound. 

Investors  Friday  were  hazarding  predictions  of  their  own,  asking  who  might 
be  next  with  an  uncomfortable  call  to  investors. 

"It's  not  over,"  said  Michael  Cheah,  portfolio  manager  at  AIG  SunAmerica 
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"We  have  seen  how  an  extremely  experienced  group  of  people  in  the 
mortgage-backed  world  could  lose  so  much  money,"  he  said.  "I  would  be 
shocked  if  they  were  the  only  ones." 

Define  "Orderly  Deleveraging" 

Bear  is  relying  heavily  on  what  it  describes  as  an  "orderly  deleveraging"  to 
clear  the  decks  at  the  two  funds  -  particularly  the  Enhanced  Fund,  whose 
fate  remains  unclear.  Any  sudden  dumping  of  the  riskiest  assets  on  an 
already  fragile  market  could  send  their  value  -  the  funds'  collateral  -  into 
a  nosedive. 

The  bank  can  most  likely  count  on  buyers  in  time,  however..  A  senior  merger 
arbitrage  trader  at  a  large  New  York  hedge  fund  said  he  believed  Bear  would 
recover  its  loan  in  full  "unless,  of  course,  no  one  bids  for  these  CDOs  and 
the  price  plummets . " 

"But  I  think  someone  will  buy  them  -  the  world  has  not  changed  that  much, " 

he  said. 

CDOs  refer  to  collateralized  debt  obligations,  complex  structured  products 
based  on  pools  of  assets  -  in  this  case,  loans  to  borrowers  with  poor  credit 
histories. 

The  bank's  hopes  for  a  tidy  resolution  met  with  bemusement  from  some  market 
participants  Friday.  "Orderly  is  a  pretty  subjective  term,"  said  Derrick 
Wulf  of  Dwight  Asset  Management. 

"More  orderly  than  a  fire  sale?  Sure, "  he  said. 

The  bank  has  restored  calm  on  this  level  -  the  threatened  fire  sales  haven't 
materialized.  Merrill  went  ahead  and  sold  a  fraction  of  the  $850  million  in 
collateral  it  reclaimed,  while  Lehman  Brothers  (LEH)  put  $400  million  on  the 
block  Thursday,  according  to  a  source.  Cantor  Fitzgerald  was  said  to  have 
also  sold  $400  million. 

Bear's  intervention  appears  to  have  nipped  such  action  in  the  bud.  Molinaro 
said  Friday  that  "all  of  the  threats  of  liquidations  have  been  pulled  while 
we  ' re  negotiating  with  counterparties . " 


Ted  Meyer 

Director,  Head  of  Media  Relations  -  Americas 

Deutsche  Bank 
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Shorting  Home  Equity  Mezzanine  Tranches 


A  strategy  to  cash  in  on  a  slowing  housing  market 
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Disclaimer 


The  information  and  opinions  in  (his  presentation  were  prepared  by  Deutsche  Bank  AG  or  one  of  its  affiiates  (colectivelY 
"Deutsche  Bank").  The  information  herein  Is  beieved  by  Deutsche  Bank  to  be  reSable  and  has  been  obtained  from  pubDc  sources 
beieved  to  be  ref  able.  With  the  exception  of  information  about  Deutsche  Bank.  Deutsche  Bank  makes  no  representation  as  to  the 
accuracy  or  completeness  of  such  information.  This  presentation  may  be  considered  by  Deutsche  Bank  when  Deutsche  Bank  is 
deciding  to  buy  or  seD  proprietary  positions  in  the  securities  merrtoned  In  this  presentation.  Deutsche  Bank  may  trade  for  its  own 
account  as  a  result  of  any  trading  suggestions  in  this  presentation  and  may  also  engage  in  securities  transactions  in  a  manner 
inconsistent  with  this  presentation  and  with  respect  to  securities  covered  by  this  presentation,  will  sell  to  or  buy  from  customers  on 
a  principal  basis. 

Opinions,  estimates  and  projections  In  this  presentation  constitute  the  current  Judgment  of  the  author  as  of  the  date  of  this 
presentation.  They  do  not  necessarily  reflect  the  opinions  of  Deutsche  Bank  and  are  subject  to  change  without  notice.  Deutsche 
Bank  has  no  obfigatjon  to  update,  modify  or  amend  this  presentation  or  to  otherwise  notify  a  reader  thereof  in  the  event  that  any 
matter  stated  herein,  or  any  opinion,  projection,  forecast  or  estimate  set  forth  herein,  changes  or  subsequently  becomes 
inaccurate.  Prices  and  availabiity  of  financial  instruments  also  are  subject  to  change  without  notice.  This  presentation  is  provided 
for  informational  purposes  only.  It  is  not  to  be  construed  as  an  offer  to  buy  or  seD  or  a  soficitation  of  an  offer  to  buy  or  sen  any 
financial  instruments  or  to  participate  in  any  particular  trading  strategy  in  any  Jurisdiction.  The  financial  instruments  discussed  in 
this  presentation  may  not  be  suitable  tor  all  investors  and  investors  must  make  their  own  investment  decisions  using  their  own 
independent  advisors  as  they  beSeve  necessary  and  based  upon  their  specific  financial  situations  and  investment  objectives.  If  a 
financial  instrument  is  denominated  in  a  currency  other  than  an  Investor's  currency,  a  change  in  exchange  rates  may  adversely 
affect  the  price  or  value  of.  or  the  income  derived  from,  the  financial  instrument,  and  such  investor  effectively  assumes  currency 
risk.  In  addition,  Income  from  an  investment  may  fluctuate  and  the  price  or  value  of  financial  Instruments  described  In  this 
presentation,  either  directly  or  indirectly,  may  rise  or  fal.  Furthermore,  past  performance  is  not  necessarily  indicative  of  future 
results. 

Unless  governing  taw  provides  otherwise,  all  transactions  should  be  executed  through  the  Deutsche  Bank  entity  in  the  investor's 
home  jurisdiction.  In  the  U.S.  this  presentation  Is  approved  and/or  distributed  by  Deutsche  Bank  Securities  Inc.,  a  member  of  the 
NYSE  the  NASD  NFA  and  SIPC.  In  the  United  Kingdom  this  presentation  is  approved  and/or  communicated  by  Deutsche  Bank 
AG  London,  a  member  of  the  London  Stock  Exchange,  authonsed  by  Bundesanstalt  fur  Rnanzdiensttelstungsaufsicht  (BaFm)  and 
by  the  Financial  Services  Authority;  regulated  by  the  Financial  Services  Authority  for  the  conduct  of  investment  business  in  the  UK. 
This  presentation  is  distributed  in  Hong  Kong  by  Deutsche  Bank  AG,  Hong  Kong  Branch,  in  Korea  by  Deutsche  Securities  Korea 
Co.  and  in  Singapore  by  Deutsche  Bank  AG,  Singapore  Branch.  In  Japan  this  presentation  is  approved  and/or  distributed  by 
Deutsche  Securities  Limited.  Tokyo  Branch.  Additional  Information  relative  to  securities,  other  financial  products  or  Issuers 
discussed  in  this  presentation  is  available  upon  request  This  presentation  may  not  be  reproduced,  distributed  or  published  by  any 
person  tor  any  purpose  without  Deutsche  Bank's  prior  written  consent.  Please  cite  source  when  quoting. 
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Summary 


•  Investor  expresses  a  bearish  view  on  the  subprime  US  RMBS  market  (or  the  US  Consumer  or 
US  Home  Prices)  by  shorting  (or  buying  protection  on)  a  selected  basket  of  mezzanine  Home 
Equity  ABS  credits 

■  We  believe  this  product  is  the  most  efficient  way  to  express  these  views;  more  efficient  than 
shorting  stocks  of  homebuilders,  REITs,  the  S&P  500,  etc.  We  are  interested  in  hearing  of  other 
ideas 

•  Since  Nov  2004,  spreads  for  Baa3  assets  have  compressed  from  350DM  to  175DM  and  for 
Baa2  assets  from  200DM  to  130DM,  but  if  anything,  risk  of  a  housing  bubble  /  defaults  has  only 
increased  with  the  continued  proliferation  of  alternative  mortgage  products  such  as  lOs,  silent 
seconds  and  option  ARMs.  Trtese  products  have  become  increasingly  popular  as  home  price 
increases  continue  to  outstrip  wage  growth 

•  Though  each  deal  has  certain  idiosyncrasies  that  on  the  margin  make  one  deal  better  or  worse, 
from  a  default  perspective,  the  risk  in  the  asset  class  remains  a  macroeconomic  risk  -  e.g.  all 
pools  have  thousands  of  loans  and  are  geographically  dispersed  with  similar  credit  scoring 
models  and  underwriting  procedures  across  issuers  with  defaults  ultimately  driven  by  3  things: 
home  prices,  interest  rates  (payment  shocks  and  ability  to  refinance/move)  and  unemployment 

■  Historical  data  show  that  losses  in  subprime  mortgage  collateral  are  strongly  negatively 
correlated  with  home  price  appreciation,  both  in  default  frequency  and  severity.  In  a  scenario 
where  home  prices  grow  significantly  slower  than  what  has  been  seen  in  the  past  few  years, 
especially  in  high  growth  states  such  as  California  and  Florida,  one  may  expect  losses  to  be 
substantially  higher  than  what  has  been  experienced  in  the  recent  past.  The  result  could  be 
more  dramatic  should  prices  actually  decline 

■  Rating  agencies'  rating  models  for  subprime  mortgage  lending  criteria  and  bond  subordination 
levels  are  based  largely  on  performance  experience  that  has  mostly  accumulated  since  the 
mid-1990s,  when  the  nation's  housing  market  has  been  booming 

■  In  a  flat  housing  market,  most  subprime  RMBS  rated  BBB-  or  BBB  may  come  under  severe 
stress.  Dramatic  spread  widening,  downgrades  or  even  loss  of  principal  and  interest  could 
result 
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Spreads  for  BBB  &  BBB-  home  equity  tranches  have 
tightened  since  summer  2003 
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Over  50%  of  outstanding  subprime  mortgages  are 
located  in  the  MSAs  with  double  digit  5-year  average  of 
annual  home  price  growth  rates 


•Cumulative  distribution  of  subprime  mortgage  outstanding 
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There  is  a  strong  negative  correlation  between  home 
price  appreciation  and  loss  severity 
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Loss  severity  ratios  have  been  strongly  negatively 
correlated  with  home  price  appreciation  rates 

■  In  the  chart  on  the  previous  page 

♦  Defaults  are  defined  as  loans  exiting  pools  when  being  more  than  90  days  in  delinquency, 
in  foreclosure  or  in  REO 

♦  Only  loans  belong  to  pools  where  losses  are  reported  by  LoanPerformance  are  included 
but  zero  severity  liquidations  are  also  included 

♦  For  each  individual  loans,  if  loss  amount  exceeds  the  outstanding  balance,  actual  loss 
amount  will  be  used  (i.e.  loss  severity  ratios  above  100%  are  allowed.) 

■  Most  MSAs  with  loss  severity  ratios  above  60%  are  smaller  ones  with  relatively 
few  samples,  such  as  Elmira,  NY  (75%),  Terre  Haute,  IN  (74%)  Cumberland, 
MD-WV  (73%)  and  LIMA,OH  (72%).  Larger  MSAs  with  high  loss  severity  ratios 
include  Pittsburgh,  PA  (59%).  Dayton,  OH  (56%),  Indianapolis,  IN  (52%)  and 
Cleveland-Elyria-Mentor,  OH  (49%) 

■  Some  larger  MSAs  with  high  home  price  appreciation  rates  had  very  low  loss 
severity  ratios.  These  include  Los  Angeles  (1%),  Riverside-San  Bernardino- 
Ontario,  CA  (2%),  Nassau-Suffolk,  NY  (3%)  and  Fort  Lauderdale-Pompano 
Beach-Deerfield  Beach,  FL  (3%) 
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Defaults  of  subprime  mortgages  are  also  strongly 
negatively  correlated  with  home  price  growth  rates 
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High  HPA  rates  played  major  roles  in  good 
performance  of  subprime  mortgages  in  past  few  years 

As  shown  above 

■  Mortgages  located  in  the  quartile  of  MSAs  with  lowest  home  price  growth  have 
been  three  times  as  likely  to  default  as  those  in  the  quartile  of  MSAs  with  highest 
home  price  growth 

■  Generally,  MSAs  with  double-digit  home  price  appreciation  rates  have  been 
experiencing  loss  severity  ratios  less  than  20%,  many  such  MSAs  had  loss 
severity  ratios  less  than  1 0% 

■  At  the  same  time,  MSAs  with  home  price  growth  rates  below  5%,  on  average,     . 
had  loss  severity  ratios  around  40% 

■  A  majority  of  mortgages  originated  in  the  past  few  years  are  in  areas  with 
double-digit  home  price  appreciation  rates 

■  If  home  price  appreciation  rates  slow-down  to  5%  p. a.  for  MSAs  currently  having 
double-digit  rates,  losses  (both  defaults  and  severity  ratios)  may  increase 
substantially  in  these  MSAs 
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HEL  ABS  sector  has  been  experiencing  fast  growth  in 
recent  years 
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Most  top  issuers  are  not  regulated  banks 


Top  10  originator-issuer  in 

2004 

Rank 

Name 

2004  Volume 

1 

Ameriquest  /  Argent 

55.126 

2 

Countrywide 

40.602 

3 

Lehman  Brothers 

27.336 

4 

GMAC-RFC 

25.988 

5 

New  Century 

22.306 

6 

First  Franklin 

19.522 

7 

CSFB 

18.152 

8 

Option  One 

17.528 

9 

Fremont 

15.294 

10 

Washington  Mutual 

13.928 
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Top  subprime  mortgage  lenders  in  2004 
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Citj  Financial     Option  One 
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A   New  Century 
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HSBC 
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Washington  Mutual 
5.6% 
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5.5% 

Source:  Inside  Mortgage  Finance  Publications 
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Subprime  mortgages  originated  in  2004  by 
state 
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Loan  characteristics  from  major  issuers'  recent  deals 


Loan 

WA 

HCO 

WA 

CLTV 

Piggy- 

Super 

Low/No 

Issuer 

ARM%  Type 

Size  ($) 

F1CO 

<560 

CLTV 

>80 

10 

back 

States' 

Doc 

Invest 

Ameriquest 

82.1% 

ARM 

169,788 

600 

28.2 

78.0 

46.9 

1.3 

0.9 

34.3 

29.6 

3.7 

Fixed 

166,490 

679 

4.2 

76.1 

43.0 

0.9 

1.1 

34.3 

16.4 

4.7 

Argent 

78.3% 

ARM 

187,054 

603 

25.3 

85.3 

66.4 

0.0 

10.2 

43.6 

50.7 

8.6 

Fixed 

168,356 

632 

10.6 

78.2 

44.4 

0.0 

5.3 

53.2 

26.1 

5.3 

Countrywide 

81.6% 

ARM 

189,860 

607 

22.4 

84.1 

54.5 

34.8 

18.5 

45.4 

39.3 

2.1 

Fixed 

174,620 

607 

20.4 

75.4 

34.0 

9.5 

7.1 

49.7 

29.0 

2.2 

FirstFranklin 

89.2% 

ARM 

206,112 

654 

2.9 

91.7 

.  76.5 

52.8 

16.9 

43.9 

29.7 

1.8 

Fixed 

140,583 

652 

3.8 

89.6 

71.3 

6.4 

4.0 

23.8 

37.9 

0.6 

Fremont 

88.6% 

ARM 

225.543 

616 

19.4 

84.5 

63.8 

21.7 

41.0 

43.9 

35.8 

7.9 

Fixed 

217,161 

629 

10.8 

76.9 

40.7 

0.0 

12.1 

38.7 

29.8 

6.6 

Long  Beach 

91.3% 

ARM 

210,158 

634 

12.1 

91.1 

77.2 

28.4 

53.9 

53.3 

37.6 

6.9 

Fixed 

144,849 

657 

5.3 

81.0 

43.1 

0.0 

25.0 

36.8 

37.9 

21.0 

New  Century 

86.4% 

ARM 

206,019 

622 

17.5 

86.0 

67.8 

22.4 

25.5 

52.3 

53.2 

9.3 

Fixed 

155,331 

628 

11.8. 

76.5 

38.6 

0.0 

8.1 

46.2 

35.6 

6.8 

Option  One 

69.8% 

ARM 

177,223 

605 

25.6 

79.9 

44.3 

7.2 

9.7 

33.3 

39.3 

7.0 

Fixed 

155,631 

631 

10.8 

78.2 

40.4 

1.0 

5.2 

25.4 

29.5 

6.3 

Park  Place 

80.6% 

ARM 

178,112 

606 

28.5 

85.5 

67.4 

0.9 

13.1 

41.4 

52.9 

10.3 

Fixed 

168,769 

633 

14.6 

78.0 

41.9 

0.2 

4.9 

53.9 

27.9 

7.3 

WMC 

88.9% 

ARM 

248,523 

636 

10.9 

83.9 

45.4 

30.1 

14.6 

65.6 

52.0 

5.1 

Fixed 

188,502 

641 

7.4 

78.4 

39.5 

0.0 

4.5 

50.2 

41.2 

7.6 
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Confidential  Treatment  Requested  by  DBSI 


DBSI  PSI  EMATL00502906 


Footnote  Exhibits  -  Page  0890 


Strictly  private  &  confidential 


Typical  home  equity  deals  from  major  issuers 


Ameriquest 

Long  Beach 

New  Century 

RASC 

2005-R1 

2005-1 

2005-1 

2005-KS1 

ARM  % 

81.36% 

92.49% 

81.57% 

88.89% 

Average  Balance 

$173,130 

$201,277 

$187,239 

$145,161 

WAC 

7.65% 

7.07% 

7.06% 

7.16% 

WACLTV 

78.96% 

90.00% 

84.47% 

83.42% 

as 

WA  1st  Lien  LTV 

78.83% 

80.51% 

80.54% 

80.53% 

Piggyback 

0.98% 

49.96% 

20.62% 

16.12% 

%  CLTV  >80 

58.69% 

84.12% 

72.64% 

73.82% 

WADTI 

41.28% 

40.68% 

40.62% 

NA 

o 

%  DTI  >40 

65.35% 

63.86% 

61.16% 

NA 

\mt 

Owner  Occ. 

94.72% 

91.25% 

91.76% 

94.38% 

%CA 

18.47% 

40.92% 

37.92% 

15.20% 

Avg.  FICO 

619 

631 

623 

609 

IO% 

0.00% 

21.62% 

16.97% 

7.66% 

c 

AAA 

18.50% 

19.80% 

19.60% 

19.50% 

o 

AA 

13.15% 

12.40% 

13.60% 

12.75% 

C 

A 

7.75% 

7.65% 

8.15% 

7.60% 

•a 

A- 

6.75% 

6.45% 

7.05% 

6.10% 

o 

BBB+ 

5.20% 

5.45%. 

5.55% 

4.75% 

.a 

3 

BBB 

4.30% 

4.45% 

4.40% 

3.55% 

CO 

BBB- 

3.10% 

3.45% 

3.20% 

2.55% 

Deutsche  Bank 
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Confidential  Treatment  Requested  by  DBSI 


DBSI  PSI  EMAIL00502907 


Footnote  Exhibits  -  Page  0891 


Strictly  private  8  confidential 

Where  do  2004  and  2005  vintage  Baa3  tranches  stand 
compared  with  performance  of  past  vintages? 

Historical  Cumulative  Net  Loss  Rate 


as  of  May  2005 

Vintage 

ARM 

Fixed  Rate 

2004 

0.04% 

0.06% 

2003 

0.41% 

0.41% 

2002 

1.18% 

1.40% 

2001 

2.69% 

3.38% 

2000 

4.76% 

557% 

1999 

5.33% 

5.73% 

1998 

6.36% 

5.63% 

Average  Baa3  First-Dollar  Loss  Rate 

(LHe-time  cumulative  net  loss  rate  at  which  the  Baa3  tranche 
starts  to  incur  osses) 
Vintage    ■  FDL  Rate 

2004  7.76% 

2005  7.35% 
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Confidential  Treatment  Requested  by  DBSI  DBSI_PSI_EMAILOO50290£ 


Footnote  Exhibits  -  Page  0892 


Strictly  private  &  confidential 


30 


25 


Nearly  $440  billion  subprime  mortgages  will  be 
experience  payment  shocks  in  the  next  3  years 


IBhb.BBBBHhHI 


Sep-05         Mar-06         SepJ6         Mar-07-         Ser>07         Mar-08         Ser>08         Mar-09         Sep09         Mar-10         Sep-10 

m  Rate  adjustment  S IO  expiration 


Deutsche  Bank 


El 


17 


Confidential  Treatment  Requested  by  DBSI 


DBSI  PSI  EMAIL0p50290S 


Footnote  Exhibits  -  Page  0893 


Strictly  private  &  confidential 

U.S.  Residential  Mortgage 

Single  family  mortgages 

■  mortgages  on  single  family  (detached)  houses 

■  not  included:  condos,  town  houses,  co-ops,  buildings  with  more  than  1  units, 
commercial  properties,  etc. 

2-4  family  mortgages 

■  mortgages  on  residential  buildings  with  2  to  4  family  units 

Multi-family  mortgages 

■  usually  considered  as  commercial  mortgages 

Other  residential  mortgages 

■  condos,  town  houses,  co-ops,  etc. 


Deutsche  Bank 
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o     <ta    ,-T-r      ♦        ,d  ,,k™ci  DBSI  PSI  EMAIL005029K 

Confidential  Treatment  Requested  by  DBSI  - 


Footnote  Exhibits  -  Page  0894 


Strictly  private  &  confidential 

The  US  Residential  MBS  Market 

Agency  mortgages  are  mortgages  that  are  in  Ginnie  Mae,  Fannie  Mae  and  Freddie  Mac 

programs. 
Typical  Fannie  Mae  /  Freddie  Mac  requirements 

■  balance  limit  S359.650  for  2005  (single  family  house) 

■  loan  priority,  must  be  first-lien 

■  debt-to-income  ratio  limit 

28%  for  mortgage  debt 
33%  for  total  debt 

■  cash-out  not  above  75%  LTV  (if  refinance) 

■  loan-to-value  ratio  limit  95% 

■  credit  history  FICO  score  at  least  720 
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r,    *a    .-,-r     ♦       *d  (^™qi  DBSI  PSI  EMAILOO50291 

Confidential  Treatment  Requested  by  DBSI 


Footnote  Exhibits  -  Page  0895 


Strictly  private  &  confidential 

Residential  Mortgages  (continued) 

■  Conventional  loans:  fixed  rate  loans  in  Fannie  Mae  and  Freddie  Mac  programs 

■  GNMA  loans  are  not  available  to  the  general  public 

■  Jumbo  mortgage:  a  prime  loan  with  a  balance  higher  than  the  agency  limit. 

■  Prime  mortgages:  mortgages  that  are  either  agency  mortgages  or  jumbo  mortgages. 
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Confidential  Treatment  Requested  by  DBSI  DBSI_PSI_EMAIL005029 13 


Footnote  Exhibits  -  Page  0896 


Strictly  private  &  confidential 

Profile  of  traditional  home  equity  product 


Low  balance 

Second  or  third  lien 

Credit  score  above  680 

Usually  a  refinancing  to  take  out  cash 

15-year  maturity  (or  shorter) 

Combined  loan-to-value  (CLTV)  ratio  less  than  100 

Include  home  equity  lines  of  credit  (securitized  separately) 
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Confidential  Treatment  Requested  by  DBSI  DBSI_PSI_EMAIL005029i: 


Footnote  Exhibits  -  Page  0897 


Strictly  private  &  confidential 

Subprime  (a.k.a.  B&C)  mortgages 

■  Often  a  first  lien  mortgage 

■  May  be  purchase,  cash  out,  etc. 

■  May  be  used  for  cash-out  purposes  or  debt  consolidation 

■  Typical  LTV  around  80,  may  reach  100 

■  Often  have  piggy-back  second  lien  loans 

■  Includes  FHA  Title  1  loans  and  other  home  improvement  loan  products 
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Confidential  Treatment  Requested  by  DBSI  DBSI_PSI_EMAIL00502914 


Footnote  Exhibits  -  Page  0898 


Strictly  private  &  confidential 


Products  that  may  be  riskier  than  traditional  home 
equity/subprime  mortgages  have  become  popular 

Because  of  the  continued  faster  pace  in  home  price  appreciation  compared  with  wage  growth,  lenders  have 
developed  a  number  of  products  to  enable  borrowers  to  qualify  for  mortgage  payments  and/or  to  pay  minimal  down- 
payment 

■  10  mortgages 

-  Loan  only  pays  interest  in  the  10  period  (usually  2  to  5  years) 

-  At  the  expiration  of  the  10  period,  loan  converts  to  fully  amortizing  loans 

-  Payment  shock  at  the  expiration  of  the  10  period  may  cause  defaults  to  surge 

■  Silent  second  mortgages 

-  A  simultaneous  pair  of  first  and  second  lien  loans  are  made  at  the  origination  (usually  80%  LTV  for  the  first 
lien  and  10  to  20%  LTV  for  the  second  lien) 

-  Borrower  pays  little  or  no  down-payment 

-  Only  the  first  lien  mortgage  shows  up  in  a  securitization  and  LTV  appear  to  only  be  80%.  But  the  borrower's 
tendency  to  default  is  much  high  than  a  true  80%  first  lien  mortgage. 

■  Option  ARMs 

-  Allow  borrower  to  pay  exceedingly  low  initial  minimum  payments 

-  Indexed  on  moving  Treasury  average  (MTA),  LIBOR  or  COFI-1 1 

-  Likely  to  have  negative  amortization 

-  Recast  ofschedule  at  5"  anniversary  may  potentially  cause  significant  payment  shocks 

■  Stated-income  mortgage  loans 

-  Income  of  the  borrowers  is  not  substantiated  by  the  documentation,  nor  is  it  verified 

-  Borrowers  may  inflate  income  to  get  loan  approved 

■  40-year  mortgages 

-  Lengthened  amortization  schedule  to  make  monthly  payment  smaller 

■  High  debt-to-income  ratio  loans 

-  DTI  for  these  loans  may  reach  beyond  50%,  leaving  little  for  the  borrower  to  pay  other  expenses 
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Confidential  Treatment  Requested  by  DBSI 


DBSI  PSI  EMAIL0050291f 


Footnote  Exhibits  -  Page  0899 


Strictly  private  &  confidential 

Subprime  mortgagors 


Demographically,  this  borrower  is  "middle  America" 
Financially,  this  borrower 

-  Has  mismanaged  his  finances  (past  delinquencies,  foreclosures  or  bankruptcies,  low 
credit  score) 

-  Used  excessive  leverage  (high  DTI  and/or  LTV) 

-  Is  cash-strapped  (large  amount  of  cash-out  refi.) 

While  "riskier"  than  prime  and  jumbo  borrowers,  subprime  borrowers 

-  Are  not  directly  impacted  by  stock  market  gyrations 

-  Live  in  homes  that  are  more  liquid,  less  volatile 
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Confidential  Treatment  Requested  by  DBSI  DBSI_PSI_EMAILOO5029 16 


Footnote  Exhibits  -  Page  0900 


Strictly  private  &  confidential 

The  channel  of  mortgage  lending 


There  are  three  major  channels  of  lending  mortgages 

-  Retail  -  Loans  are  originated  in  branches  of  the  lender.  The  lender  controls  most  aspects 
of  underwriting,  including  credit  checking,  income  verification,  appraiser  selection, 
appraisal  quality  control,  etc.  The  originator  is  more  likely  to  have  local  market  knowledge 

-  Whole-sale  -  Loans  are  originated  by  brokers  who  have  regular  business  relationships 
with  the  lender.  The  lender  may  have  an  approval  process  in  accepting  a  broker  to  its 
network  and  may  monitor  the  performance  of  a  broker's  origination.  The  lender  controls 
some  aspects  of  the  underwriting  process  but  relies  on  the  broker  to  do  others. 

-  Correspondence  -  Loans  are  originated  by  non-affiliated  brokers  according  to  the  lenders 
underwriting  matrix.  The  lender  is  likely  to  re-underwrite  the  loan  in  rnost  aspects. 
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Confidential  Treatment  Requested  by  DBSI  DBSI_PSI_EMAIL00502911 


Footnote  Exhibits  -  Page  0901 


Strictly  private  &  confidential 

Income  documentation  and  verification 

■  Full  documentation,  full  verification 

-  Last  2  years'  W2s 

-  Last  2  months'  pay  stubs 

-  Letter  from  employer  (verified  by  call) 

-  Last  2  years'  income  tax  returns  (self-employed  only) 

-  Last  2  months'  bank  statements  (verified  by  call) 

■  Partially  (limited,  light)  documentation 

-  Some  of  the  documentations  are  deficient  but  usually  one  of  income  or  employment  proofs 
is  available 

■  No  income  (stated  income),  no  verification 

-  Nothing  is  available 
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Confidential  Treatment  Requested  by  DBS!  - 


Footnote  Exhibits  -  Page  0902 


Strictly  private  &  confidential 

Appraisal  process:  the  V  in  LTV 


Most  used  form  of  appraisals 

-  Full  appraisal  (1004  appraisal) 

-  Drive-by  appraisal  (2055  appraisal) 

-  Broker  price  opinion  (BPO) 

-  Automated  valuation  model  (AVM) 

Appraisers  are  paid  on  the  case  load,  not  value  of  the  property 

Most  of  appraisers'  business  come  from  lenders 

Many  lenders  also  employ  in-house  appraisers  to  control  the  quality  of  appraisals 

Even  for  purchase  loans,  an  appraisal  is  needed  to  mitigate  the  risk  of  fraud 
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Confidential  Treatment  Requested  by  DBSI  DBSI_PSI_EMAIL005029 1< 


Footnote  Exhibits  -  Page  0903 


Strictly  private  &  confidential 

Business  models  of  subprime  lenders 


■  Balance  sheet  lending 

-  Pure  lending  on  the  company's  own  book  is  very  rare  for  major  lenders 

■  Whole-loan  sales 

-  Newer  lenders  mostly  rely  on  whole-loan  sales  to  dispose  loans 

-  Established  lenders  often  engage  in  whole-loan  sales  when  they  see  opportunities 

-  Whole-loans  sold  will  most  likely  be  securitized  by  the  buyer 

■  Securitization 

-  Securitization  are  used  for  many  purposes,  the  most  common  among  them 

-  Lower  cost  of  funding 

-  Raise  leverage 

-  Release  regulatory  capital 

-  Managing  risk 
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Confidential  Treatment  Requested  by  DBSI  DBSI_PSI_EMAIL0050292C 


Footnote  Exhibits  -  Page  0904 


Strictly  private  &  confidential 

What  do  credit  ratings  really  mean? 


Most  common  approach  by  rating  agencies 

-  Establish  a  set  of  base  case  assumptions 

-  Default  (foreclosure)  frequency 

-  Loss  severity  ratio 

-  Prepayments 

-  Interest  rate  scenario 

-  Establish  AAA  class  stress  assumptions 

-  Default  frequency  for  AAA,  depend  on  the  type  of  loans,  may  be  4  to  10  times  of  the 
base  case 

-  Moody's  uses  simulations  to  decide  AAA  credit  enhancement  (bonds  should  have  no 
losses  in  99.5%  or  more  of  the  simulated  cases) 

-  Committee  decisions  are  mostly  involved  in  deciding  the  C/E 


Deutsche  Bank 


0 


29 


Confidential  Treatment  Requested  by  DBSI  DBSI_PSI_EMAIL0050292 1 


Footnote  Exhibits  -  Page  0905 


Strictly  private  &  confidential 

What  factors  are  used  in  deciding 
assumptions? 


Factors  used  in  determining  the  base  case  assumptions  include: 

-  Borrower  characteristics  (income,  credit  history,  etc) 

-  Loan  characteristics  (LTV  ratio,  term,  property  type,  purpose,  occupancy,  Ml,  etc) 

-  Pool  characteristics  (concentration,  etc) 

-  Originator  and  servicer  practices  and  loan  programs 

-  Macro  and  local  economic  consideration  (employment,  real  estate  market,  etc.) 
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Confidential  Treatment  Requested  by  DBSI  DBSI_PSI_EMAIL00502922 


Footnote  Exhibits  -  Page  0906 


Strictly  private  &  confidential 

Moody's  typical  loss  severity  assumption 


Rating  Level 

Loss 

seventy  percent 

Aae 

60.0% 

Aa 

55.0% 

A 

'    50.0S 

Baa 

45.0% 

8a 

B 

42.5% 
40.0% 
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Confidential  Treatment  Requested  by  DBSI  DBSI_PSI_EMAIL0050292: 


Footnote  Exhibits  -  Page  0907 


Strictly  private  &  confidential 

Other  issues  rating  agencies  consider 


Mortgage  insurance 

-  The  presence  of  Ml  will  reduce  loss  severity 

-  Rating  agencies  generally  assume  that  the  servicer  won't  be  able  to  collect  100%  of 
claims.  A  "haircut"  is  made  to  the  mortgage  insurance 

-  Haircut  is  made  according  to  the  rating 
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Confidential  Treatment  Requested  by  DBSI  DBSI_PSI_EMATL00502924 


Footnote  Exhibits  -  Page  0908 


Strictly  private  &  confidential 

Over-collateralization:  the  most  basic  credit 
enhancement 

■  A  deal  is  over-collateralized  when 

-  The  balance  of  the  pool  is  larger  than  the  aggregate  balance  of  the  bonds 

-  Collection  proceeds  are  first  used  to  pay  bonds'  interest  and  principal 

■  Most  mortgage  ABS  deals  use  some  form  of  over-collateralization  to  enhance  the  credit  for 

-  Bondholder 

-  Insurer 

■  The  exceptions  are 

-  Whole-loan  deals  issued  by  GSEs 

-  Some  deals  with  issuer-guaranteed  classes 

■  OC  can  be  viewed  as  a  special  tranche  that  is  the  first  loss  piece  for  the  deal 
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Confidential  Treatment  Requested  by  DBSI  DBSI_PSI_EMAJL0050292f 


Footnote  Exhibits  -  Page  0909 


Strictly  private  &  confidential 

Subordinate  bonds  act  as  cushion  against 
losses 

■  In  a  senior-sub  structure,  in  each  period,  senior  bonds  have  the  priority  in 

-  Interest  payments 

-  Principal  payments 

■  Sub  bonds'  interest  payment  may  or  may  not  have  priority  versus  senior  bonds'  principal 
payments 
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Confidential  Treatment  Requested  by  DBSI  DBSI_PSI_EMAIL00502926 


Footnote  Exhibits  -  Page  0910 


Strictly  private  &  confidential 


Typical  home  equity  ABS  structure:  sequential  with 
cross-over,  OC  turbo  and  step-down 


In  the  first  few  years,  principal  are  paid 
sequentially  among  senior,  mezzanine  and 
subordinate  tranches 

OC  can  be  built  up  from  the  initial  level  by 
using  excess  spreads  to  pay  down  principal 
of  bonds 

After  the  cross-over  date,  mezzanine  and 
subordinate  bonds  start  to  receive  principal 
simultaneously  with  senior  bonds  (provide  no 
trigger  event  occurs) 

After  the  step-down  date,  part  of  OC  is 
released  (provided  no  trigger  event  occurs) 

An  optional  redemption  (clean-up)  call  allows 
the  servicer  to  call  the  deal  when  the 
collateral  pool  is  below  10%  of  the  original 
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Confidential  Treatment  Requested  by  DBSI 


DBSI  PSI  EMAIL00502927 


Footnote  Exhibits  -  Page  091 1 


Strictly  private  &  confidential 

Deals  with  multiple  collateral  groups:  Y-structure 


A  deal  may  have  more  than  one  group  of 
collateral,  each  supporting  its  own  sets  of 
bonds 

Lower  classes  (or  O/C)  may  receive  cash 
from  entire  pool 

This  structure  enables  the  better 
performing  group  to  aid  the  worse 
performing  one 

Triggers  are  more  complicated 
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Confidential  Treatment  Requested  by  DBSI  DBSI_PSI_EMAIL00502928 


Footnote  Exhibits  -  Page  0912 


Strictly  private  &  confidential 

Available  funds  cap:  definition 


Maximum  net  WAC  caps  the  coupon  paid  to  bondholders 
Net  WAC  is  gross  WAC  minus 

-  Servicing  fee 

-  Trustee  fee 

-  Insurance  premium  Of  any) 

-  IO  payment  (if  any) 

Designed  to  prevent  bonds  from  defaulting  because  interest  mismatch  (as  opposed  to 
collateral  performance) 

Capped-out  amount  is  carried  forward  and  may  be  recouped  in  the  next  month 
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Confidential  Treatment  Requested  by  DBSI  DBSI_PSI_EMAIL00502929 


Footnote  Exhibits  -  Page  0913 

Greg  To:  "Richard  Axilrod"  <richard.axilrod@moorecap.com> 

Lippmann  cc: 

Subject:  Re:  Daily  Update 

08/26/2006 
01:06  PM 

Hear  what  you  are  saying  and  in  a  normal  market  your  logic  would  be  inarguable,  but  the 
demand  for  this  crap  is  virtually  entirely  technically  driiven,  all  cdos.   And  each 
person  at  the  cdo  table  thinks  someone  else  is  the  fool  -  cdo  equity,   ostensibly  only 
two  buyers  one  mutual  funds  in  australia,  hard  to  call  them  smart  money,  and  one  hedge 
fund  in  Chicago,  magnetar;  who  is  actually  putting  on  a  bearish  correlation  trade;  bbb 
sold  mostly  ponzi-like  to  other  cdos  with  limited  distribution  in  europe  and  asia  (we 
sold  our  first  BBB  in  thailand  this  week)  again  hard  to  call  that  smart  money.  Aa  and 
Junior  AAA  sold  mostly  to  high  grade  cdos  and  to  a  certain  extent  european  and  asian 
banks  and  lastly  the  senior  AAA,  this  may  ultimately  break  the  cdo  market.  In  05  for  a 
time,  we  sold  EVERY  SINGLE  one  to  AIG.  They  stepped  out  of  the  market  in  march  of  06 
after  speaking  with  me  and  our  research  people  (and  I  don't  doubt  other  dealers).  Since 
then  it  has  been  more  hit  and  miss  for  us.  Sometimes  we  sell  to  European  banks  but  often 
(and  for  the  last  3  deals)  we  are  forced  to  put  it  into  our  commerical  paper  conduit  at 
2  6  over.  A  correlation  model  would  value  this  significantly  wider.  Why  have  we  done  this? 
It  is  not  without  reluctance  and  we  are  looking  for  ways  to  get  out  of  this  risk,  but  for 
now  the  view  has  been,  we  like  the  fees  and  the  league  table  credit  (and  dammit  we  have  a 
budget  to  make)  and  as  the  cp  is  a  non  mtm  vehicle  we  can  take  some  of  this  without 
caring  that  we  are  being  picked  off.  That,  at  least  at  DB  is  nearing  its  end  and  from  the 
guy  at  a  delaer  prop  desk  who  we  pitched  yesterday  on  taking  it,  seems  to  be  happening  at 
other  shops.  He  approached  us  in  may  with  less  than  thrilling  terms  and  we  told  him  to 
pound  sand.  We  asked  him  yesterday  and  he  said  we  "were  the  tenth  dealer  to  ask  him  in 
the  last  two  weeks".  As  this  piece  is  65%  of  the  cap  strucutre,  a  move  of  10  bps  on  this 
would  take  1.3%  out  of  the  equity  return.  But  the  bigger  question  than  spread  is  capacity 
for  us  to  take  this  risk.  If  this  crap  all  blows  this  'super  senior'  could  easily  be 
worth.  60  cents  on  the  dollar  if  not  10. 

Another  potential  pin  for  the  bubble  -would  be  a  signifcant  shift  in  enhancement  levels 
either  for  cdos  or  home  eq  abs  which  could  come  due  to  continued  housing  news  causing  pr 
pressure  on  the  agencies. 

All  that  said,  I  do  hear  what  you  are  saying  and  it  is  possible  your  view  would/will  be 
proven  correct  should  the  fundamentals  of  housing  and  abs  trading  continue  to  diverge. 

On  the  other  hand  in  regards  to  our/my  view,  I  am  encouraged  that  in  spite  of  the 
virility  of  the  cdo  bid,  there  are  numerous  examples  of  bonds  blowing  up  —  amsi  03-8  mv6 
at  66,  lbmlt  03-3  m4  at  30  oomlt  04-1,  one  bid  90  that  tried  to  fade  and  us  and  3  others 
at  85  (note  option  one  is  a  top  5  name  in  abs)  the  tripling  of  serious  delinq  in  sabr  05- 
opl  to  over  6.5%  since  feb  even  though  the  avg  mortgage  age  is  now  only  21  months  ie 
hasn't  reset  yet,  ace  06-fml  m9  trading  in  a  275-325  market  as  more  or  less  a  new  issue. 
What  I'm  saying  is  that  there  is  plenty  of  fundamental  evidence  that  bonds  are  blowing  up 
even  as  the  new  issue  and  index  market  are  remaining  buoyant. 


Sent  from  my  BlackBerry  Handheld. 


Original  Message  

From:  "Richard  Axilrod"  [richard.axilrod@moorecap.com] 
Sent:  08/26/2006  11:41  AM 
To:  Greg  Lippmann 
Subject:  RE:  Daily  Update 


between  now  and  december  all  measures  of  housincnnflalioruionegativ^n  work  by  year  end  jt  ,sn'x 
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going  to 


From:  Greg  Lippmann  [mailto:greg.lippmann@db.com] 
Sent:  Friday,  August  25,  2006  06:20  PM 
to:  Richard  Axilrod 
Subject:  Re:  Daily  Update 


Single  Names  Recap 

Slow  but  not  inert.  200MM  in  CDO  ramp  ups  probably  less  than  100MM  traded.  There  were  2  OWIC  of  hedge  funds 
getting  short.  50  MM  of  good  Baa3  bonds,  which  traded  between  190  and  220.  Another  of  weaker  2006  names.  These 
traded  as  wide  as  325  and  as  tight  as  260.  We  traded  about  1 00MM  all  in  private  non  comp  situations  except  we  did  the 
325  on  the  crappy  06  bond. 


Index 


Fairly  active  day  for  us  with  over  300MM  in  volume.  There  was  some  selling  on  the  H  and  R  Block  /  Option  One  News,  but 
there  were  a  few  CDO  rampups  that  were  pre-hedged  by  buying  the  index  (to  protect  the  spread  arb  they  buy  the  index 
now  and  if  spreads  tighten  they  have  a  profit  on  the  index  to  replenish  the  lost  arb  from  tighter  spreads  and  if  they  widen 
the  CDO  arb  is  better  offsetting  the  loss  on  the  index  trade)  and  as  a  result  the  index  rallied  4-5bps. 


Greg  H.  Lippmann 

Managing  Director 

Deutsche  Bank  Securities  Inc. 

3rd  Floor 

60  Wall  Street 

New  York,  New  York  10005 

Phone  (212)  250-7730 

Fax  (212)  797-2201 

Mobile  (917)| 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Greg  Lippmann/NewYork/DBNA/DeuBa 


08/24/2006  07:41  PM 


To  "Richard  Axilrod"  <richard.axilrod@moorecap.com> 
cc 


Subject  Re:  Daily  UpdateLink 


Daily  Update 

Single  Names 

Among  the  busiest  days  in  the  year  with  6  official  CDOs  ramping  up  and  numerous  ones  privately  looking  for  collateral. 
We  showed  bids  to  10  different  CDOs  and  traded  with  7  of  them,  total  volume  roughly  100MM  .  Continued  tiering  evident 
with  the  tightest  names  holding  firm  or  tightening  (a  few  seemed  to  widen  5  bps  though  in  Baa2)  with  certain  other 
weaker  names  actually  widening  out  even  with  the  robust  volume.  BBB-  was  in  general  stronger  than  BBB.  There  were 
also  hedge  funds  looking  to  get  short  and  we  sold  protection  on  135MM  to  3  accounts. 

Similar  to  yesterday,  another  weak  bond  came  out  -  OOMLT  04-2  M6  for  which  we  bid  85  for  and  think  traded  around  90. 
Interestingly,  Option  One  is  considered  among  the  very  best  names  and  the  04  collateral,  due  to  robust  home  price 
appreciation,  a  fantastic  vintage. 

Tomorrow  there  are  two  CDOs  ramping  up  but  we'd  expect  the  day  to  be  relatively  quiet. 
Index 
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Yesterdays  gap  higher  held  as  the  market  rallied  roughly  another  basis  point.  Today  was  not  quite  as  active  as  yesterday. 

Greg  H.  Lippmann 

Managing  Director 

Deutsche  Bank  Securities  Inc. 

3rd  Floor 

60  Wall  Street 

New  York,  New  York  10005 

Phone  (212)  250-7730 

Fax  (212)  797-2201 

Mobile  (91 7)  < 


Greg  Lippmann/NewYork/DBNA/DeuBa  To  "Richard  Axilrod"  <richard.axilrod@moorecap.com> 

cc 
08/24/2006  07:52  AM  Subject  Re:  Daily  UpdaleLink 


Single  Names 

thursday  preview 

6  cdos  looking  for  a  total  of  650MM  today,  if  current  trends  persist,  less  than  325MM  will  actually  trade.  This  is  the  first  day 

this  week  with  robust  cdo  demand.  The  beast  is  clearly  not  dead. 

Wednesday  review: 

only  one  cdo  attempted  to  ramp  today,  we  trade  one  bond  with  them,  a  sast  in  the  low/mid  200s.  We  traded  another 
50MM  with  a  few  CDOs  off  market.  We  did  not  do  any  trades  with  the  one  large  shorter  who  was  in  comp,  but  we  had  two 
of  our  guys  come  in  to  add  to  their  trades  for  a  total  of  75MM.  Also  to  show  that  this  stuff  can  and  does  blow  up,  AMSI  03- 
8  MV6  was  on  a  list  from  a  CDO  manager.  We  were  the  high  bid  at  $66  but  they  did  not  sell  as  the  investors  in  the  CDO 
certainly  don't  realize  the  market  on  the  bond  and  selling  it  would  not  only  alert  them,  but  also  would  cause  some  CDO 
triggers  to  fail  shutting  the  equity  off  from  cashflows. 

Index 

Wednesday 

trememdous  volume  in  the  morning  but  flows  were  balanced  and  the  market  was  largely  unchanged. ..in  the  afternoon  one 
large  buyer  came  in  lifting  and  the  market  rallied  substantially,  though  two  way  flows  were  strong  in  the  afternoon  the 
market  held  it's  gains  and  closed  5-6  tighter.  We  traded  nearly  1BB  on  the  day. 

Greg  H.  Lippmann 

Managing  Director 

Deutsche  Bank  Securities  Inc. 

3rd  Floor 

60  Wall  Street 

New  York,  New  York  10005 

Phone  (212)  250-7730 

Fax  (212)  797-2201 

Mobile  (917)1 


Greg  Lippmann/NewYork/DBNA/DeuBa  To  "Richard  Axilrod"  <richard.axilrod@moorecap.com> 

cc 
08/23/2006  1 1 :00  AM  Subject  Re;  Daily  UpdateLink 


-=  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 
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8/22  Recap 
Single  Names 

Monday  _  ,    ,  _      ..       ,        . . 

Extremely  slow  with  virtually  zero  CDO  activitiy.  We  did  see  one  dealer  prop  desk  do  a  large  offer  wanted  (i.e.  they  bought 
protection  /  got  short  risk).  We  did  a  handlful  of  private  trades  both  sides. 

Tuesday  .     .  „,.,,., 

We  did  two  large  off  market  trades  with  CDOs,  one  for  80MM  and  the  other  for  200MM.  In  a  similar  manner  we  had  80MM 
shorted  (protection  bought)  to  us  two  hedge  funds,  making  us  200MM  shorter  on  the  day. 

Thus  far  Wednesday  sees  only  one  CDO  publicly  looking  for  50MM  while  one  hedge  fund  is  looking  to  short  120MM  in 
comp.'  Note  there  are  also  about  200MM  of  cash  bonds  for  sale  today  some  of  which  are  CDO  looking  to  extend  duration 
by  selling  seasoned  bonds  and  buying  new  issues  . 

Index 

Monday  -  Very  slow,  dealers  still  seem  to  be  pushing  the  market  lower.  BBB-  about  2  bps  wider 

Tuesday-  Volume  continues  to  be  largely  dealer  to  dealer.  Traded  lower  in  the  morning  but  rallied  a  bit  in  the  afternoon. 

Closed  roughly  flat  We  are  starting  to  see  retail  interest  in  trades  between  the  two  series  or  between  different  ratings. 


Greg  Lippmann/NewYork/DBNA/DeuBa 
08/18/2006  05:27  PM ' 


To  "Richard  Axilrod"  <richard.axilrod@moorecap.com> 


Subject  Re:  Daily  Update 


BWICs  slow  day  just  a  few  cdos  attempting  to  ramp  about  200MM  wed  bet  less  than  100MM 
traded  Othat  way.  One  hf  attemped  to  short  150MM  on  owic.  We  taded  some  stuff  in  comp  on 
boths  side   and  also  did  a  bunch  of  trades  out  of  comp  with  cdo  guys  and  hfs.   Traded 
with  two  new  equity  hedge  funds  who  I  had  pitched  last  week,   each  shorted  us  about  50MM 
mix  of  baa2  and  baa3.  Shorts  to  us  were  Baa2  from  110-155  and  baa3  from  215-255. 

Our  total  volume  about. 200MM. 

ABX  Flows: 

**Mkt  weaker  by  abt  2bps  in  BBB-s. 

**Mkt  was  pushed  lower  by  one  dealer  selling  in  size  in  the  street. 

**  We  did  see  retail  buying  around  the  100-06/07  area  in  the  BBB- . 

**We  saw  some  hedgies  (whole  loan  traders,  ARM  traders)  sell  the  index  to 

hedge 


Sent  from  my  BlackBerry  Handheld. 


From: 


Original  Message   

•Richard  Axilrod"    [richard.axilrod@moorecap.com] 


r- 
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Sent:  08/17/2006  07:41  PM 
To:  Greg  Lippmann 
Subject:  RE:  Daily  Update 


i  don't  get  the  first  snetence.  the  initials  make  no  sense  to  me,  but  i  would  infer  that  the  creators  of  cdos  are  buying 
protection??  are  they  always  long  the  equity  part? 


From:  Greg  Lippmann  [mailto:greg.lippmann@db.com] 
Sent:  Thursday,  August  17,  2006  07:16  PM 
To:  Greg  Lippmann 
Cc:  Richard  Axilrod 
Subject:  Re:  Daily  Update 


Richard, 

8/17 

Single  Names 

In  publicly  announced  BWIC  and  OWIC  we  saw  for  the  first  time  in  memory  more  people  looking  to  short  CDS  than  to  go 

long.  The  publicly  announced  attempted  volume  of  CDO  rampup  was  roughly  350MM,  while  on  the  short  side  it  was 

300MM  (less  volume  but  more  people),  On  BWIC,  very  few  Baa2  traded  as  the  arb  really  doesnt  work.  In  Baa3  the  range 

was  185  to  225  depending  on  the  name;  again  very  few  traded.  We'd  estimate  less  than  half  and  perhaps  less  than 

100MM  of  the  350MM  traded.  On  the  OWIC  side  the  names  selected  were  among  the  worst  names  in  the  market  and  we 

think  little  traded  with  many  names  being  offered  at  500  or  wider.  Off  bid  lists  we  worked  with  both  CDO  managers  and 

hedge  funds  to  do  trades  in  specific  names  that  fit  our  or  their  axes.  Net  net  we  got  shorter  by  about  100MM  evenly  split 

between  BBB  and  BBB- with  a  total  volume  of  trades  this  way  of  roughly  300MM. 

Index 

Flows  were  verly  light.  Morning  the  market  widened  a  bit  and  in  the  afternoon  there  was  a  small  rally.  On  the  day  index  2 

was  unchanged  as  was  BBB-  of  index  1.  BBB  of  index  1  was  down  1/32. 


I  may  take  tomorrow  off  but  will  be  available  on  blackberry  and  cell  phone  but  may  not  write  an  end  of  day  summary.  I  will 
continue  it  next  week. 

Greg  H.  Lippmann 

Managing  Director 

Deutsche  Bank  Securities  Inc. 

3rd  Floor 

60  Wall  Street 

New  York,  New  York  10005 

Phone  (212)  250-7730 

Fax  (212)  797-2201 

Mobile  (917)1 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Greg  Lippmann/NewYork/DBNA/DeuBa 
08/16/2006  06:13  PM 


To  richard.axilrod@moorecap.com 
cc 
Subject  Daily  Update 


Single  Names: 

Today  there  was  5  cdos  ramping  looking  to  get  500MM  of  collateral.  Top  tier  names  seem  to  have  stopped  trading  as  the 
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arb  for  them  no  longer  works.  Less  than  50  %  of  the  lists  traded,  thus  we  would  guess  in  the  absence  of  orders  the  street 
got  shorter  by  200MM  via  bid  lists  (we  were  shorted  about  250MM  from  3  hedge  funds  and  privately  shorted  about 
100MM  to  3  cdos  not  on  bid  lists  and  also  traded  some  bonds  on  the  lists  net  probably  we  are  a  bit  longer,  really  less 
short  and  still  more  than  1BB).  Nearly  the  entirety  of  the  volume  was  in  mid  tier  names  which  tended  to  trade  from  100  to 
126  for  Baa2  and  200-242  for  Baa3.  Anecdotaly,  we  continue  to  see  the  weakest  names  trading  wider  while  the  best  ones 
stay  flat  or  tighten  in  a  bit  with  the  mid  tier  ones  a  bit  messier. 

Here  is  a  list  of  names  we  sent  to  one  hedge  fund  who  traded  10MM  of  the  6  highligted  ones  with  us  at  the  included 
levels. 

[attachment  "diverse  basket  august  15.xls"  deleted  by  Greg  Lippmann/NewYork/DBNA/DeuBa] 
Index: 

Over  the  last  week  the  BBB  and  BBB-  are  wider  by  about  1 0  and  20  bps  respectively  from  the  tights.  Similar  to  the  rally 
which  seemed  to  us  to  be  on  very  small  volume  and  driven  by  dealers  covering  their  single  name  shorts  into  CDOs  by 
lifting  street  offers,  the  decline  in  index  prices  has  been  on  limited  volume.  There  has  been  some  hedge  fund  selling  of  the 
index  but  its  been  more  limited  than  it  had  been  the  last  few  weeks,  potentially  an  ominous  sign  should  their  interest 
become  piqued  aney.  Thus  the  main  driver  behind  the  decline  has  been  a  lack  of  dealer  sponshorship  indicating  perhaps 
that  dealers  are  comfortable  with  the  current  state  of  the  positions.  We  did  see  larger  movement  spostthe  housing 
numbers  of  the  last  two  days  than  we  had  seen  after  previously  similar  negative  economic  numbers.  We  did  see  a  few 
fast  money  accounts  come  in  to  cover  a  bit  at  the  days  lows. 

abx2 

market   spread  day  change 
BBB  1 00-7  / 1 3  1 27/1 21         -4/32 

BBB- 1 00-5  / 1 1  237  /232  -1 0/32 

abx  1 

BBB  100-23  /  29  132/126  -2/32 
BBB- 101-5/11    231/225-6/32 

Greg  H.  Lippmann 
Managing  Director 
Deutsche  Bank  Securities  Inc. 
3rd  Floor 
60  Wall  Street 

New  York,  New  York  1 0005  _ ,_  _    _,„„,_. 

Phone  (212)  250-7730  l" Redacted  by  the  *™T * 

Fax  (212)  797-2201  |  Subcommittee  on  lnvest,gat,ons^ 

Mobile  (917)1 


This  e-mail  may  contain  confidential  and/or  privileged  information.  If  you  are  not  the  intended  recipient  (or  have  received 
this  e-mail  in  error)  please  notify  the  sender  immediately  and  destroy  this  e-mail.  Any  unauthorized  copying,  disclosure  or 
distribution  of  the  material  in  this  e-mail  is  strictly  forbidden. 


This  e-mail  may  contain  confidential  and/or  privileged  information.  If  you  are  not  the  intended  recipient  (or  have  received 
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this  e-mail  in  error)  please  notify  the  sender  immediately  and  destroy  this  e-mail.  Any  unauthorized  copying,  disclosure  or 
distribution  of  the  materia!  in  this  e-mail  is  strictly  forbidden. 
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From: 
Sent: 
To: 
Subject: 


ROCKY  KURTTA  (DEUTSCHE  BANK  SECURI)  <ROKURITA@BBOTG> 

Thursday,  May  12,  2005  7:08  PM 

GREGLIPPMANN  (DEUTSCHE  BANK  SECURI)  <GREGLIP@BBOTG> 


Message  Sent:  05/1 2/2005  15:08: 14 

From:  ROKURITA@BBOTG|ROCKY  KURITA|DEUTSCHE  BANK  SECURI|1726|328663 

To:  GREGLEP@BBOTG|GREG  LIPPMANN|DEUTSCHE  BANK  SECURI|1726|328663 

look,  i  know  you  think  that  i  am  an  idiot  and  do  not  know  how 
to  trade  in  a  bear  market,  i  do  not  overestiamte  the 
illiquidity  in  the  market,  i  provide  liquidity  to  investors  b/c 
we  have  to  support  the  larger  franchise,  i  understand  how  the 
markets  move,  i  got  smoked  in  mmt  and  you  seem  to  think  that 
that  i  ahve  not  learned  from  my  mistakes,  we  have  to  make 
money,  customer  happiness  is  a  secondary  goal  but  we  cannot 
lose  sight  of  the  trading  desks  other  role  of  supporting  new 
issue  and  the  customer  fmachise.  if  we  get  hit,  i  will  hit 
back  bids  to  cut  my  losses,  i  am  not  a  stubborn  mule,  here  are 
the  generic  levels  of  wher  we  bid  cash:  a3  +80/75,  baal 
+130/125  baa2  +140/135  baa3  +200/190 
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GREGLIP@bloomberg.net  ToWBrown@Braddockfinancial.com 

cc 
02/01/2007  04:09  PM  bcc 

SubjectRE:  FW:  Spread  Widening  Commentary  Part  2 


=====Begin  Message===== 

Message*:  7592 

Message  Sent:  02/01/2007  16:09:32 

From:  GREGLIP@bloomberg. net | GREG  LI PPMANNI DEUTSCHE  BANK  SECURI | 1726 | 328663 

To:  WBrown@Braddockfinancial .com|  |  |  | 

Subject:  RE:  FW:  Spread  Widening  Commentary  Part  2 

there  are  very  few  abs  people  on  this  loop  as  i  dont  want  to  scare  the  buyers  of 
abs  /  cdo  managers... i  only  send  this  to  harvey  b/c  he  is  a  personal 

friend. . .please  please  do  not  foward  these  emails  outside  of  your  firm. ..i  do 

not  want  to  be  blamed  by  the  new  issue  people  for  destroying  their  business .. .we 
will  trade  on  75  names.. 

Original  Message  

From:  Wyck  Brown   <WBrown@Braddockfinancial . com> 

At:   2/01  16:06:33 

I'd  definitely  like  to  get  your  commentary. .. no  complaining. 

Brandon's  last  name  is  "Jundt"  and  I've  cc'd  him  on  this. 

Bloomberg  is  probably  best  for  both  of  us. 

I'll  get  some  names  over  as  soon  as  I  can.   How  many  of  the  125  names  do 
you  ultimately  narrow  it  down  to? 

Harvey  definitely  listens  to  you  and  I  don't  know  of  anyone  in  this 
market  whose  opinion  he  values  more  highly.   I  think  he  likes  to  hear 
why  I  like  any  trades  I  do  for  Galena  Street  (I  have  to  justify  my 
paycheck),  even  if  he  already  believes  it  is  a  good  trade. 


Original  Message 

From:  greglip@bloomberg.net  [mailto:qreqlip@bloomberg.net] 

Sent:  Thursday,  February  01,  2007  1:58  PM 

To:  Wyck  Brown 

Subject:  Re:  FW:  Spread  Widening  Commentary  Part  2 

good  seeing  you  too. do  u  really  want   to  be  on  my  loop  of  negative  news 

??  only 

if  you  promise  not  to  complain  about  how  many  negative  stories  i  send 

out  which 

are  inconsistent  with  your  worldview.  if  you  still  do,  what  is  brandons 

last 

name  /  email  and  do  u  guys  prefer  on  bloomb  erg  or  email  ?  we  can  send 

you  the 

net  pnl  of  a  trade  that  someone  else  did.. .i  think  if  you  pick  125  names 

i 

promise  that  i  will  give  you  my  view  on  the  ones  that  work  best  that 

also  fit  my 

book.... as  for  harvey  i  am  confident  that  if  i  tell  harvey  it  is  a 
great  trade, 

he  believes  me,  no? 

Original  Message  

From:  Wyck  Brown   <WBrown@Braddockfinancial . com> 
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At:   2/01  15:52:21 

Greg,  it  was  good  to  see  you  at  ASF.. I'd  like  to  get  the  earlier 
publication  you  mention  here  and  would  very  much  appreciate  it  if  you 
could  add  Brandon  and  my  names  to  your  commentary  emails. 

Brandon  and  I  are  putting  together  a  list  of  names  for  the  correlation 
trade.   Can  you  show  me  an  example,  in  terms  of  marks  and  profitability 
of  what  the  trade  would  have  looked  like  if  we  had  put  it  on  last 
September  and  kept  it  on  till  today?   It  will  help  me  discuss  the  idea 
with  Harvey  in  terms  of  $'s  and  cents. 

Any  suggestions  you  might  have  regarding  that  particular  trade  before  we 
actually  put  it  on,  I'd  appreciate  discussing  with  you. 

Thx. 

-wyck 


Original  Message 

From:  harveyb@bloomberg.net  [mail to : harveyb@bloomberq . net] 

Sent:  Thursday,  February  01,  2007  1:36  PM 

To:  Wyck  Brown 

Subject:  Fwd:  Spread  Widening  Commentary  Part  2 

1 

Original  Msg  from:  GREG  LIPPMANN,  DEUTSCHE  BANK  SECURI  At:   2/01 

12:52:15 

Here  are  some  of  my  additional  thoughts  on  the  continued  widening  of 
the  basis 

between  the  abx  and  the  single  names. 

Recently,  I  wrote  in  detail  about  this.  •  If  you  don't  have  that  and/or 
would  like  me  to  resend,  please  let  me  know.  Here  are  some  additional 
thoughts  on  this  topic.  As  this  basis  continues  to  widen  it  is  being 
driven  by  three  things,  fewer  accounts  looking  to  speculate  in  the 
indexes 

from  the  long  side  given  the  price  action  (while  at  the  same  time, 
single 

name  cds  demand  to  sell  protection  has  not  ebbed  as  the  new  issue  cdo 
market  remains  robust)  and  it  would  seem  increased  dealer  shorts  for  a 
trade  or  to  hedge  various  wharehouses  (cdos,  residuals,  whole  loan 
pipelines  etc) .  Most  importantly  perhaps  though  is  the  abs  trading  desk 
realization  and  unwillingness  to  take  on  an  unpleasant  single  name  / 
index 

cds  basis.  As  dealers  buy  protection  on  single  name  abs  from  cdos, 
typically  they  sell  protection  on  the  index.  As  most  credits  of  the 
hundreds  of  mezz  abs  deals  done  in  late  05/06  can  be  more  or  less 
'mapped ' 

to  specific  index  credits,  we  can  assume  for  illustrative  purposes  that 
the  only  single  names  that  exist  are  these  20.  Let's  say  a  dealer  wants 
to 

be  flat  abs  risk  and  they  have  just  sold  protection  to  a  hedge  fund  on 
the 

06-2  BBB-,  they  will  attempt  to  buy  protection  on  each  of  the  index 
constituents  from  cdos.  06-2  (06-1  and  07-1  are  similar)  is  composed  of 
5 

very  tight  credits  that  are  in  constant  demand  from  cdos,  10  reasonable 
credits  and  5  credits  that  are  virtually  shunned  by  cdo  managers.  Thus 
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the 

dealer  will  find  that  he  is  unable  to  buy  protection  on  these  widest 

names 

and  will  need  to  be  long  risk  or  flat  risk  but  relative  to  the 

composition 

of  the  index,  be  short  risk  on  relatively  good  names  and  long  risk  on 

the 

weak  ones.   As  the  basis  between  the  worst  5  credits  and  the  rest  of  the 

market  has  continued  to  widen,  dealers  have  become  increasingly 

reluctant 

to  sell  protection  on  the  index  because  it  is  tantamount  to  selling 

protection  on  names  for  which  they  would  not  eagerly  offer  single  name 

cds 

protection. 

Does  this  mean  that  investors  should  buy  protection  on  the  index.  In  a 
word,  no.  Buying  protection  on  the  index  does  get  an  investor  20% 
exposure 

to  weak  names  that  they  would  have  difficulty  shorting  in  the  single 
name 

market,  but  the  cost  to  this  is  two-fold:  1  -  they  also  implicitly  are 
buying  protection  on  the  20%  of  the  market  that  trades  tightest  and  on 
■  which  they  might  avoid  buying  protection.   And,  given  the  aforementioned 
dealer  reluctance  to  sell  protection  on  the  index,  the  basis  between 
where 

we  would  offer  protection  on  all  the  single  names  in  the  index  compared 
to 

the  index  level  has  widened  as  well.  Thus  one  can  buy  protection  on 
single 

names  tighter  than  buying  it  in  the  index  and  pay  less  total  carry  while 
retaining  the  substantial  cheapest  to  deliver  optionality  of  the  single 
names.  We  think  an  even  better  way  to  play  this  is  to  avoid  the  5  best 
and 

worst  names  and  one  can  get  the  trade  done  at  an  even  tighter  level  to 
the 

index.  Ignoring  only  the  5  widest  bring  the  index/single  spread  to  well 
over  100bps. 

This  is  because  when  we  say  you  can  buy  protection  on  all  20  names  x  bps 

tighter  than  the  index,  we  are  really  saying  you  can  buy  protection  on 

each  single  name  at  a  different  level  such  that  the  average  is  an 

attractive  level  compared  to  the  index.  Reading  between  the  lines,  we 

are 

making  some  bonds  much  tighter  than  the  index  and  others  much  much 

wider. 

Further  the  bid  ask  on  the  widest  ones,  given  our  relative  inability  to 

place  them  in  cdos  may  be  100  or  more  bps.  Thus  if  one  was  quoted  say  a 

700-900  market  in  a  bond,  one  might  never  consider  trading  that  name, 

but 

in  essence  by  buying  protection  on  the  index  instead  of  a  group  of 

reasonable  single  names,  that  is  what  one  is  doing. 

A  final  thought  on  the  index  vs  single  name.  As  the  index  market  has 

undergone  substantial  price  declines,  while  cdo  volumes  have  remained 

high,  the  liquidity  in  the  abx  has  dripped  dramatically  compared  to  the 

single  name  market.  At  best  screen  markets  are  generally  half  point  and 

in 

many  cases  are  a  point,  this  is  roughly  the  same  as  the  single  name 

market 

for  most  credits.  Further  while  the  index  market  levels  work  for 

10-25MM, 

we  have  recently  seen  markets  move  1/2  to  1  pt  on  very  small  volume. 

In  single  names,  we  are  comfortable  showing  levels  on  say  20  single  name 

/ 
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credits  where  our  quotes  work  for  5-20MM  per  name  and  250MM  total  block 
trade  (we  have  done  even  larger  trades) . 

In  sum,  the  widening  in  the  single  name  market  has  been  less  than  the 

more  heralded  move  in  the  index  and  a  convergence  of  this  basis  could 

occur  while  at  the  same  time  we  remain  convinced  of  the  long  run 

relative 

attractiveness  of  being  long  single  name  protection  over  index 

protection 

and  the  potential  for  excess  returns  from  picking  a  more  sensible  basket 

of  names  than  the  highly  divergent  composition  in  the  indexes. 


This' has  been  prepared  solely  for  informational  purposes.  It  is  not  an 
offer,  recommendation  or  solicitation  to  buy  or  sell,  nor  is  it  an 
official  confirmation  of  terms.  It  is  based  on  information  generally 
available  to  the  public  from  sources  believed  to  be  reliable.  No 
representation  is  made  that  it  is  accurate  or  complete  or  that  any 
returns  indicated  will  be  achieved.  Changes  to  assumptions  may  have  a 
material  impact  on  any  returns  detailed.  Past  performance  is  not 
indicative  of  future  returns.  Price  and  availability  are  subject  to 
change  without  notice.  Additional  information  is  available  upon  request. 


=End  Message= 
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Shorting  Home  Equity  Mezzanine  Tranches 
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Disclaimer 


The  information  and  opinions  in  this  presentation  were  prepared  by  Deutsche  Bank  AG  or  one  of  its  affiliates  (collectively 
2  "Deutsche  Bank").  The  information  herein  is  believed  by  Deutsche  Bank  to  be  reliable  and  has  been  obtained  from  public  sources 

S  believed  to  be  reliable.  With  the  exception  of  information  about  Deutsche  Bank,  Deutsche  Bank  makes  no  representation  as  to  the 

"  accuracy  or  completeness  of  such  information.  This  presentation  may  be  considered  by  Deutsche  Bank  when  Deutsche  Bank  is 

deciding  to  buy  or  sell  proprietary  positions  in  the  securities  mentioned  in  this  presentation.  Deutsche  Bank  may  trade  for  its  own 
account  as  a  result  of  any  trading  suggestions  in  this  presentation  and  may  also  engage  in  securities  transactions  in  a  manner 
inconsistent  with  this  presentation  and  with  respect  to  securities  covered  by  this  presentation,  will  sell  to  or  buy  from  customers  on 
a  principal  basis. 

Opinions,  estimates  and  projections  in  this  presentation  constitute  the  current  judgment  of  the  author  as  of  the  date  of  this 
presentation.  They  do  not  necessarily  reflect  the  opinions  of  Deutsche  Bank  and  are  subject  to  change  without  notice.  Deutsche 
Bank  has  no  obligation  to  update,  modify  or  amend  this  presentation  or  to  otherwise  notify  a  reader  thereof  in  the  event  that  any 
matter  stated  herein,  or  any  opinion,  projection,  forecast  or  estimate  set  forth  herein,  changes  or  subsequently  becomes 
inaccurate.  Prices  and  availability  of  financial  instruments  also  are  subject  to  change  without  notice.  This  presentation  is  provided 
for  informational  purposes  only.  It  is  not  to  be  construed  as  an  offer  to  buy  or  sell  or  a  solicitation  of  an  offer  to  buy  or  sell  any 
financial  instruments  or  to  participate  in  any  particular  trading  strategy  in  any  jurisdiction.  The  financial  instruments  discussed  in 
this  presentation  may  not  be  suitable  for  all  investors  and  investors  must  make  their  own  investment  decisions  using  their  own 
independent  advisors  as  they  believe  necessary  and  based  upon  their  specific  financial  situations  and  investment  objectives.  If  a 
financial  instrument  is  denominated  in  a  currency  other  than  an  investor's  currency,  a  change  in  exchange  rates  may  adversely 
affect  the  price  or  value  of,  or  the  income  derived  from,  the  financial  instrument,  and  such  investor  effectively  assumes  currency 
risk.  In  addition,  income  from  an  investment  may  fluctuate  and  the  price  or  value  of  financial  instruments  described  in  this 
presentation,  either  directly  or  indirectly,  may  rise  or  fall.  Furthermore,  past  performance  is  not  necessarily  indicative  of  future 
results. 

Unless  governing  law  provides  otherwise,  all  transactions  should  be  executed  through  the  Deutsche  Bank  entity  in  the  investor's 
home  jurisdiction.  In  the  U.S.  this  presentation  is  approved  and/or  distributed  by  Deutsche  Bank  Securities  Inc.,  a  member  of  the 
NYSE,  the  NASD,  NFA  and  SIPC.  In  the  United  Kingdom  this  presentation  is  approved  and/or  communicated  by  Deutsche  Bank 
AG  London,  a  member  of  the  London  Stock  Exchange,  authorised  by  Bundesanstalt  fur  Finanzdienstleistungsaufsicht  (BaFin)  and 
by  the  Financial  Services  Authority;  regulated  by  the  Financial  Services  Authority  for  the  conduct  of  investment  business  in  the  UK. 
This  presentation  is  distributed  in  Hong  Kong  by  Deutsche  Bank  AG,  Hong  Kong  Branch,  in  Korea  by  Deutsche  Securities  Korea 
Co.  and  in  Singapore  by  Deutsche  Bank  AG,  Singapore  Branch.  In  Japan  this  presentation  is  approved  and/or  distributed  by 
Deutsche  Securities  Limited,  Tokyo  Branch.  Additional  information  relative  to  securities,  other  financial  products  or  issuers 
discussed  in  this  presentation  is  available  upon  request.  This  presentation  may  not  be  reproduced,  distributed  or  published  by  any 
person  for  any  purpose  without  Deutsche  Bank's  prior  written  consent.  Please  cite  source  when  quoting. 
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Summary 


■  Investor  expresses  a  bearish  view  on  the  subprime  US  RMBS  market  (or  the  US  Consumer  or 
US  Home  Prices)  by  shorting  (or  buying  protection  on)  selected  Home  Equity  ABS  credits 

§  ■  ■  We  believe  this  product  is  the  most  efficient  way  to  express  these  views;  more  efficient  than 

shorting  stocks  of  homebuilders,  REITs,  the  S&P  500,  etc.  We  are  interested  in  hearing  of  other 
ideas 

■  Since  2003,  spreads  for  Baa3  and  Baa2  have  compressed.  But  if  anything,  risk  of  a  housing 
bubble  /  defaults  has  only  increased  with  the  continued  proliferation  of  alternative  mortgage 
products  such  as  IOs,  silent  seconds,  stated-income  loans  and  option  ARMs.  These  products 
have  become  quite  popular  as  home  price  increases  until  very  recently  outstripped  wage 
growth.  The  percentage  of  subprime  mortgages  originated  that  were  10  mortgages  grew  from 
virtually  zero  in  2002  to  around  30%  in  2005  and  2006.  The  percentage  of  subprime  mortgages 
originated  that  were  stated-income  mortgages  grew  from  around  25%  in  2000  and  2001  to  over 
40%  in  2005  and  2006.  Mortgages  with  40  or  even  50-year  terms  were  recently  introduced,  and 
have  quickly  become  popular  in  subprime  lending. 

-  After  a  brief  widening  near  the  end  of  2005,  spreads  for  Baa2  and  Baa3  home  equity  bonds 
tightened  for  most  of  the  first  half  of  2006,  reflecting  strong  demand  from  CDOs.  Demand  from 
CDOs  is  a  result  of  worldwide  excess  capital  chasing  yieldy  products.  Such  demand,  may 
prove  elusive  in  an  adverse  market  environment.  Spread  tightening  lost  its  momentum  in  April, 
as  the  CDO's  arbitrage  has  been  squeezed.  In  fact,  spreads  gradually  widened  out  from  May  to 
August.  As  the  housing  data  has  become  increasingly  bearish,  this  widening  trend  accelerated 
in  September  with  Baa3  spreads  nearly  1 00  bp  wider  than  the  April  tights.  After  a  brief  rebound 
in  October,  spreads  resumed  widening  again  in  November  and  December. 
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Summary  (continued) 


§.  ■  It  is  increasingly  evident  that  the  housing  boom  in  the  past  10  years  has  come  to  its  end.  The 

Market  Index  from  the  National  Association  of  Home  Builders  showed  a  steep  decline  in  recent 
§  months  to  a  level  that  hasn't  been  seen  since  1 991 ,  when  the  nation  was  experiencing  a 

£  housing  recession.  Other  indicators  such  as  housing  starts  and  building  permits  have  also  seen 

steep  declines  in  recent  months.  New  and  existing  home  sales  indices  from  the  National 
Association  of  Realtors,  which  had  experienced  virtually  incessant  rises  in  recent  years,  also 
have  lost  their  momentum  and  have  even  dropped  in  recent  months. 

■  Though  each  deal  has  certain  idiosyncrasies  that  on  the  margin  make  one  deal  better  or  worse, 
from  a  default  perspective,  the  risk  in  the  asset  class  remains  a  macroeconomic  risk  -  e.g.  all 
pools  have  thousands  of  loans  and  are  geographically  dispersed  with  similar  credit  scoring 
models  and  underwriting  procedures  across  issuers  with  defaults  ultimately  driven  by  3  things: 
home  prices,  interest  rates  (payment  shocks  and  ability  to  refinance/move)  and  unemployment 

■  Historical  data  show  that  losses  in  subprime  mortgage  collateral  are  strongly  negatively 
correlated  with  home  price  appreciation,  both  in  default  frequency  and  severity.  In  a  scenario 
where  home  prices  grow  significantly  slower  than  what  has  been  seen  in  the  past  few  years, 
especially  in  high  growth  states  such  as  California  and  Florida,  one  may  expect  losses  to  be 
substantially  higher  than  what  has  been  experienced  in  the  recent  past.  The  result  could  be 
more  dramatic  should  prices  actually  decline 

■  Rating  agencies'  rating  models  for  subprime  mortgage  lending  criteria  and  bond  subordination 
levels  are  based  largely  on  performance  experience  that  has  mostly  accumulated  since  the 
mid-1 990s,  when  the  nation's  housing  market  has  been  booming 

■  In  a  flat  housing  market,  most  subprime  RMBS  rated  BBB-  or  BBB  may  come  under  severe 
stress.  Dramatic  spread  widening,  downgrades  or  even  loss  of  principal  and  interest  could 
result.  Already  there  have  been  a  few  2005  and  2006  deals  either  downgraded  or  placed  on 
downgrade  watch.  Previously,  rating  actions  on  structured  products  within  two  years  of  their 

issuance  were  virtually  unheard  of. 

o 

00 

►2 
*a 
£2 


All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 


2  Deutsche  Bank   l=LJ     different  and  will  depend  on  the  actual  portfolios  selected. 


fX 


9 


|  Footnote  Exhibits  -  Page  0929 


a 


c 


d 

td 

C/3 


00 

oo 
-J 


Strictly  private  &  confidential 

The  downside  and  upside  of  shorting  subprime 
mortgage  mezzanine  bonds 


g  a  In  a  scenario  where  subprime  mortgages  perform  well 

*  Prepayments  are  likely  to  be  fast. 

*  Very  little  extension  risk 

*  If  the  underlying  Baa3  bonds  has  an  weighted  average  life  of  2  to  4  years  and  the 
premium  is  250  bp,  the  protection  buyer  may  lose  5  to10%  (2.5%  x  2  to  4)  of  initial 
notional  amount. 

m  A  reasonable  worst  case  scenario  would  be  somewhat  slow  prepayments,  but  no 
defaults  in  the  underlying  bond.  In  that  case  the  protection  buyer  may  lose  15% 
of  the  notional  balance  or  6  years  of  protection  payments. 

m  In  a  scenario  where  losses  for  subprime  mortgages  rise  to  above  9% 

Protection  buyers  are  expected  to  have  a  profit  of  50%  to  1 00%  of  the  initial  notional 
balance,  less  the  protection  premium  paid.  Higher  losses  are  needed  for  Baa2  shorts  to 
reach  these  profits. 

■  In  the  meantime,  if  the  spreads  for  mezzanine  bonds  widen 

Protection  buyers  may  choose  to  unwind  the  position  with  a  profit 

*  The  price  sensitivity  against  spread  change  for  a  typical  at-the-money  CDS  is  about 
$40,000  per  basis  points  spread  widening  per  $100  million  dollar  notional. 

m  The  long-run  payoff  is  arguably  somewhere  between  6  and  1 0  to  1 .  The  odds 
against  a  default  may  be  much  less. 
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The  National  Association  of  Home  Builders  Market 
Index  has  dropped  to  a  level  unseen  since  early  1991 


National  Association  of  Home  Builders  Market  Index 
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different  and  will  depend  on  the  actual  portfolios  selected. 
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Both  housing  starts  and  building  permits  indexes  have 
seen  declines  in  recent  months  not  experienced  since 
1990 


2400  i 
2200 
2000  - 
1800 
1600  - 
1400 
1200 
1000 


8  A 

»  •  A  It! 


800  - 


600 


I  1642 
^  1 596 


1976  1978.  1980  1982  1984  1986  1988  1990  1992  1994  1996  1998  2000  2002  2004 


2006 


Housing  Starts 


Housing  Permit 


o 

GO 
CO 


Source:  US  Department  of  Commerce 
Data  as  of  end  of  December  2006 


0AII  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
different  and  will  depend  on  the  actual  portfolios  selected. 


00 
00 


o 

o 


a. 
n 

E 


c 
ft 


a 
w 


Footnote  Exhibits  -  Page  0932 


Strictly  private  &  confidential 


450 
400 

ii    350 


o 
o 


O 
o 

00 

en 


300 


250 


■S  200 
rz 

8   150 

S"  100 

E 

x     50 


US  Home  price  index  in  recent  years  has  been  above 
the  long-term  trend  line 


US  Home  Price  Index 


Housing  recessions 
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HPI  15%  above  the  trendline 


In  the  past,  peaks  of  HP!  Mbove  trendline  tended  to  bei  fpHofted  quickly  by  housing  recessions 

HPI  12%  above  trendline 


HPI  9%  above 
trendline 


Long-term  exponential  trendline  with  annual  growth  rate  =  5.1% 
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Source:  Office  of  Federal  Housing  Enterprise  Oversight,  Deutsche  Bank 
Data  as  of  end  of  Third  Quarter  2006 
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All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
different  and  will  depend  on  the  actual  portfolios  selected. 
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Investment  poured  into  the  residential  market  has 
dramatically  increased  during  the  last  decade 


Housing  recessions 


!  Peaked  in  2005  Q4  at  802 


US  Real  Private  Domestic  Residential  Investment  (seasonally  adjusted 
annual  rate;  constat  2Q&5  Q4  dollars;  Left  axis) 
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Real  lil^Grpss  Domestic  Product  (seasonally  adjusted 
annual  lalef  constant  2005  Q4  dollars;  Right  axis) 
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Source:  Bureau  of  Economic  Analysis,  Bureau  of  Labor  Statistics,  Deutsche  Bank 
Data  as  of  end  of  Third  Quarter  2006 
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All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
different  and  will  depend  on  the  actual  portfolios  selected. 
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Generic  new  issue  spreads  for  BBB  &  BBB-  home  equity 
tranches  have  tightened  since  summer  2003,  but  have 
widened  somewhat  in  4th  quarter  2006 
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Note:  Issuance  of  BBB-  bonds  was  not  common  before  2003 
Data  as  of  February  2,  2007 
Source:  Deutsche  Bank 

0AII  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
different  and  will  depend  on  the  actual  portfolios  selected. 
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ABX.HE  BBB  and  BBB-  indexes  have  widened  in  the  face  of 
deteriorating  fundamentals,  more  than  generic  spreads 

ABX  HE  (BBB/BBB-)  Spreads 
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Note:  Issuance  of  BBB-  bonds  was  not  common  before  2003 
Data  as  of  January  12,  2007 
Source:  Deutsche  Bank 

jjTj     All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
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different  and  will  depend  on  the  actual  portfolios  selected. 
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Hyperactivity  in  mezz  CDO  issuance  kept  mezzanine 
subprime  mortgage  spreads  tight  in  most  part  of  2006 

Annual  Issuance  Volume  for  Mezzanine  RMBS  CDO 
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Deutsche  Bank 


Source:  /WCM  structured  Finance  Watch,  Deutsche  Bank 
Data  as  of  the  end  of  2006. 

Issuance  volume  includes  cash,  hybrid  and  synthetic  mezzanine  RMBS  CDO. 


All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
different  and  will  depend  on  the  actual  portfolios  selected. 
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Typical  ABS  and  CDO  deal  structures 


ABS  Collateral  Pool 

Mortgage  Loan# 
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All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
different  and  will  depend  on  the  actual  portfolios  selected. 
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Historically,  lifetime  losses  in  subprime  mortgages 
reached  over  6%,  even  with  the  strong  housing  market 


Historical  Cumulative  Net  Loss  Rate 

Initial  %of 

as 

of  December 

2006 

Pool 

Vintage 

Dec-04 

Mar-05 

Jun-05 

Sep-05 

Dec-05 

Mar-06 

Jun-06 

Sep-06 

ARM 
2006 

0.00% 

0.02% 

ARM 

76.1% 

2005 

0.00% 

0.01% 

0.02% 

0.04% 

0.10% 

0.18% 

79.7% 

2004 

0.01% 

0.02% 

0.05% 

0.10% 

0.17% 

0.27% 

0.39% 

0.53% 

72.7% 

2003 

0.24% 

0.34% 

0.45% 

0.56% 

0.68% 

0.81% 

0.90% 

0.98% 

62.2% 

2002 

0.89% 

1.05% 

1.21% 

1.39% 

1.50% 

1.67% 

1.79% 

1.82% 

63.9% 

2001 

2.36% 

2.55% 

2.73% 

3.14% 

3.17% 

3.34% 

3.50% 

3.63% 

58.9% 

2000 

3.99% 

4.35% 

4.78% 

5.17% 

5.59% 

5.77% 

5.96% 

6.13% 

63.1% 

1999 

5.26% 

5.45% 

5.59% 

5.74% 

6.11% 

6.41% 

6.55% 

6.59% 

50.9% 

1998 

5.72% 

6.27% 

6.51% 

6.63% 

6.72% 

6.78% 

6.88%* 

6.88%* 

51.9% 

Fixed  Rate 
2006 

0.00% 

0.00% 

Fixed 

23.9% 

2005 

0.00% 

0.00% 

0.01% 

0.02% 

0.06% 

0.10% 

20.3% 

2004 

0.02% 

0.04% 

0.07% 

0.10% 

0.14% 

0.24% 

0.39% 

0.56% 

27.3% 

2003 

0.25% 

0.34% 

0.44% 

0.55% 

0.65% 

0.75% 

0.87% 

0.97% 

37.8% 

2002 

1.11% 

1.28% 

1.46% 

1.71% 

1.86% 

2.06% 

2.22% 

2.34% 

36.1% 

2001 

2.89% 

3.18% 

3.42% 

3.68% 

3.87% 

3.92% 

4.11% 

4.15%* 

41.1% 

2000 

4.77% 

4.89% 

5.22% 

5.43% 

5.78% 

5.91% 

6.19% 

6.52% 

36.9% 

1999 

5.05% 

5.35% 

5.56% 

5.64% 

6.03% 

6.09% 

6.25%* 

6.27% 

49.1% 

1998 

5.56% 

5.59% 

5.68% 

6.13% 

6.33%* 

6.48%* 

6.58%* 

6.63*% 

48.1% 

Deutsche  Bank 


*  Re-estimated  by  Deutsche  Bank  to  adjust  for  the  effect  due  to  optional  calls  on  certain  deals 
Source  Moody's,  LoanPerformance,  Deutsche  Bank 
Cumulative  loss  data  published  by  Moody's  in  December  2006 

All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
different  and  will  depend  on  the  actual  portfolios  selected. 
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Nearly  60%  of  outstanding  subprime  mortgages  are 
located  in  the  MSAs  with  double  digit  6-year  average  of 
annual  home  price  growth  rates 
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Mortgages  that  are  located  in  MSAs  that  had  HPA  greater  than  10%        J 
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»»-  Cumulative  distribuition  of  subprime  mortgage  outstanding 


5-yr  annualized  HPA  rate 

Source:  LoanPerformance,  OFHEO,  Deutsche  Bank 

HPA  data  as  of  the  end  of  Third  Quarter  2006,  mortgage  data  as  of  December  2006 

0AII  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
different  and  will  depend  on  the  actual  portfolios  selected. 
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Defaults  of  subprime  mortgages  are  also  strongly 
negatively  correlated  with  home  price  growth  rates 

Cumulative  defaults  of  subprime  ARMs  by  MSA  growth  rate  quartiles 

(vintages  2000  -  2006)  HPA  2  00 .  4A9% 

(avg:  3.75%) 
►  26%    Market  share:  13% 


21%  at  Month  60 


■y    22% 


^19%  at  Month  60 

4K.!««-        1  6% 

14%  at  Month  60 


HPA:  4.52 -5.79% 

(avg:  5.14%) 
Market  share  13% 


«**»*»" 


HPA:  5.83 -9.96% 

(avg:  7.74%) 
Market  share:  16% 

HPA:  10.06-17.66% 
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Source:  LoanPerformance,  OFHEO,  Deutsche  Bank 

HPA  data  as  of  end  of  the  third  quarter  2006,  mortgage  data  as  of  December  2006 
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All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
different  and  will  depend  on  the  actual  portfolios  selected. 
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There  is  a  strong  negative  correlation  between  home 
price  appreciation  and  loss  severity 

Annualized  home  price  appreciation  rates  since  1999  and  loss  severity  by  MSA 


^     *  60%  at  3%  HPA 


32%  at  5%  HPA 


5%  at  10%  HPA 


1%  at  15%  HPA 


2% 


4%  6%  8%  10%  12%  14%  16% 

Annualized  average  growth  rate  since  1999  in  home  prices 


18% 


r\ 


HPA  data  as  of  end  of  third  quarter  2006,  mortgage  data  as  of  October  2006 

Note:  See  the  next  page  for  more  details 

Source:  LoanPerfbrmance,  OFHEO,  Deutsche  Bank 

0AII  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
different  and  will  depend  on  the  actual  portfolios  selected. 
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Loss  severity  ratios  have  been  strongly  negatively 
correlated  with  home  price  appreciation  rates 
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o  sin  the  chart  on  the  previous  page 

♦  Defaults  are  defined  as  loans  exiting  pools  when  being  more  than  90  days  in  delinquency, 
in  foreclosure  or  in  REO 

*  Only  loans  belonging  to  pools  where  losses  are  reported  by  LoanPerformance  are 
included  but  zero  severity  liquidations  are  also  included 

4      For  each  individual  loan,  if  the  loss  amount  exceeds  the  outstanding  balance,  actual  loss 
amount  will  be  used  (i.e.  loss  severity  ratios  above  100%  are  allowed.) 

m  Larger  MSAs  with  high  loss  severity  ratios  include  Youngstown,  OH-PA  (70%), 
Fort  Wayne,  IN  (64%),  Pittsburgh  (62%),  Dayton,  OH  (61%),  Cleveland  (59%) 
and  Indianapolis  (55%).  All  had  mediocre  home  price  appreciation  in  the  last  5 
years. 

h  Some  larger  MSAs  with  high  home  price  appreciation  rates  had  very  low  loss 
severity  ratios.  These  include  Los  Angeles  (0%),  Riverside-San  Bernardino,  CA 
(0%),  Sacramento  (0%),  Fort  Lauderdale  (0%),  Miami  (1%),  San  Francisco 
(1%),  Las  Vegas  (1%)  and  Washington,  DC  (1%) 

m  The  loss  severity  ratios  in  the  chart  were  calculated  using  first-lien  subprime 
mortgages  Originated  between  January  2000  and  December  2004,  with  initial 
balance  not  exceeding  $300,000,  original  LTV  between  75  and  85  and  defaulted 
between  January  2004  and  December  2006.  Loss  severity  ratios  for  defaults 
before  2003  were  generally  higher. 
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All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
3  Deutsche  Bank    l£J     different  and  will  depend  on  the  actual  portfolios  selected. 
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High  HPA  rates  played  major  roles  In  good 
performance  of  subprime  mortgages  in  past  few  years 

As  shown  above 

m  Mortgages  located  in  the  quartile  of  MSAs  with  lowest  home  price  growth  have 
been  three  to  five  times  as  likely  to  default  as  those  in  the  quartile  of  MSAs  with 
highest  home  price  growth 

m  Generally,  MSAs  with  double-digit  home  price  appreciation  rates  have  been 
experiencing  loss  severity  ratios  less  than  20%,  many  such  MSAs  had  loss 
severity  ratios  less  than  10%.  The  average  loss  severity  ratio  for  loans 
located  in  areas  with  growth  rate  over  12%  was  2%.  By  contrast,  the 
average  loss  severity  ratio  for  loans  located  in  areas  with  growth  rate 
between  2  and  6%  was  35%,  a  17-fold  increase  in  loss  severity. 

■  A  majority  of  mortgages  by  balance  originated  in  the  past  few  years  are  in  areas 
with  double-digit  home  price  appreciation  rates 

h  If  home  price  appreciation  rates  slow-down  to  4%  p.a.  for  MSAs  currently  having 
double-digit  rates,  losses  (both  defaults  and  severity  ratios)  may  increase 
substantially  in  these  MSAs 
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All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
different  and  will  depend  on  the  actual  portfolios  selected. 
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Average  jobless  rates  by  states  from  2001  to  2005 
varied  between  3  to  7% 


Quartiles  of  5-Yea 

r  Average  U 

nemployment  Rate  (2001-2005) 

Lowest  Quartile 

Second  Quartile 

Third  Quartile 

Highest  Qu 

artile 

State 

Jobless 
rate 

5-year 

HPA 

(CAGR) 

8-year 

cumul. 

defaults 

2005 
Orlg  % 

State 

Jobless 
rate 

5-year 

HPA 

(CAGR) 

6-year 
cumul. 
defaults 

2005 
Orlg  % 

State 

Jobles 
s  rate 

5-year 

HPA 

(CAGR) 

6-year 
cumul. 
defaults 

2005 
Orlg  % 

State 

Jobless 
rate 

5-year 

HPA 

(CAGR) 

6-year 

cumul. 

defaults 

2005 
Orlg  % 

ND 

3.37% 

6.91% 

12.62% 

0.1% 

ME 

4.52% 

10.09% 

9.28% 

0.4% 

Rl 

5.06% 

.14.17% 

5.66% 

0.5% 

KY 

5.76% 

4.55% 

25.42% 

0.7% 

SD 

3.54% 

5.58% 

18.01% 

0.1% 

CT 

4.58% 

10.26% 

9.98% 

1.2% 

IN 

5.07% 

3.19% 

28.67% 

1.6% 

TX 

5.88% 

4.17% 

25.99% 

5.8% 

HI 

3.64% 

16.13% 

5.10% 

0.5% 

OK 

4.68% 

4.85% 

27.24% 

0.7% 

KS 

5.14% 

4.41% 

19.71% 

0.5% 

NC 

5.89% 

5.13% 

25.24% 

1.8% 

NE 

3.71% 

3.98% 

21.18% 

0.3% 

GA 

4.74% 

5.06% 

25.04% 

3.0% 

AZ 

5.23% 

14.49% 

9.49% 

4.0% 

LA 

6.10% 

6.64% 

22.43% 

0.7% 

VA 

3.72% 

12.89% 

8.40% 

2.5% 

FL 

4.79% 

16.28% 

11.05% 

10.3% 

AR 

5.25% 

5.76% 

22.92% 

0.4% 

IL 

6.11% 

7.38% 

15.28% 

5.0% 

VT 

3.78% 

10.66% 

10.27% 

0.1% 

ID 

4.80% 

9.20% 

20.21% 

0.4% 

CO 

5.26% 

4.34% 

19.30% 

1.9% 

CA 

6.12% 

16.21% 

4.56% 

18.7% 

NH 

3.98% 

10.00% 

6.95% 

0.4% 

AL 

4.95% 

5.42% 

22.60% 

0.8% 

MO 

5.28% 

5.92% 

20.66% 

1.8% 

SC 

6.31% 

5.63% 

28.74% 

0.9% 

DE 

3.98% 

11.29% 

12.62% 

0.3% 

MA 

4.96% 

9.44% 

7.46% 

2.0% 

PA 

5.29% 

9.24% 

19.01% 

2.5% 

Ml 

6.46% 

3.53% 

20.19% 

3.5% 

WY 

3.98% 

9.25% 

11.70% 

0.1% 

NV 

4.96% 

15.41% 

7.81% 

2.0% 

TN 

5.34% 

5.07% 

26.10% 

1.7% 

WA 

6.54% 

9.89% 

16.39% 

2.3% 

IA 

4.18% 

4.33% 

21 .93% 

0.5% 

Wl 

5.01% 

6.34% 

17.08% 

1.4% 

NM 

5.46% 

8.49% 

21.18% 

0.4% 

MS 

6.58% 

5.00% 

29.69% 

0.5% 

MD 

4.29% 

15.18% 

8.52% 

3.3% 

UT 

5.01% 

5.93% 

25.20% 

0.9% 

WV 

5.47% 

6.14% 

21.27% 

0.1% 

DC 

6.80% 

17.08% 

10.07% 

0.2% 

MT 

4.34% 

9.28% 

16.55% 

0.1% 

NJ 

5.05% 

13.09% 

11.64% 

2.9% 

NY 

5.66% 

11.55% 

12.02% 

3.9% 

AK 

7.02% 

8.88% 

12.30% 

0.1% 

MN 

4.36% 

7.95% 

12.89% 

1.7% 

OH 

5.70% 

3.44% 

27.87% 

3.0% 

OR 

7.12% 

10.37% 

17.98% 

1.2% 

o 
w 


Source:  US  Department  of  Labor,  Office  of  Federal  Housing  Enterprise  Oversight,  LoanPerformance  and  Deutsche  Bank 
Job  data  as  of  the  end  of  2005,  HPA  data  as  of  end  of  second  quarter,  Default  data  as  of  end  of  August 


Deutsche  Bank 


All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
different  and  will  depend  on  the  actual  portfolios  selected. 
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18% 

16% 

14% 

12% 

10% 

8% 

6% 

4% 

2% 

0% 


The  quartile  of  states  with  highest  unemployment  rates 
have  not  been  the  one  with  highest  default  rates 


Cumulative  defaults  of  subprime  ARMs  by  State  Unemployment  Rate  Quartile 

(vintages  2000  -  2006) 


/, 


Third  Quartile 

UER:  5.06  -  5.70% 
16%        (avg:  5.33%) 
Market  share:  20% 


mi 
0 


^  Second  Quartile 

12<>/0    UER:  4.52  -  5.05% 
(avg:  4.84%) 
Market  share:  23% 

%>. 

Highest  Quartile 

UER:  5.76 -7.12% 

(avg:  6.36%) 
Market  share:  48% 


Lowest  Quartile 

UER:  3.37% -4.36% 

(avg:  3.91%) 

Market  share:  9% 


12       18       24 


30       36       42 
Loan  age 


48       54       60       66       72 
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« 
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Source:  LoanPerfbrmance,  OFHEO,  Deutsche  Bank 
Data  as  of  December  2006 
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All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
different  and  will  depend  on  the  actual  portfolios  selected. 
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Though  jobless  rates  had  an  impact  on  subprime 
mortgage  defaults,  the  pattern  has  not  been  nearly  as 
clear  as  that  of  home  price  growth  rates 

As  shown  on  the  last  page 

■  The  quartile  of  the  states  with  highest  unemployment  rates  from  2001  to  2005, 
which  includes  California,  has  had  fairly  low  cumulative  default  rates,  compared 
with  other  quartiles 

■  This  shows  that,  at  least  in  the  last  six  years,  the  job  market  has  not  been  the 
most  influential  factor  of  subprime  mortgage  credit  performance,  good  or  bad 

■  The  low  defaults  in  the  quartile  of  states  with  highest  unemployment  rates  have 
largely  been  the  result  of  California's  strong  housing  market,  which,  despite  a 
below  average  job  market,  has  produced  one  of  the  lowest  cumulative  default 
rates 
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All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
different  and  will  depend  on  the  actual  portfolios  selected. 
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Lifetime  net  losses  of  subprime  mortgage  pools  can 
potentially  go  to  high  teens  if  home  prices  flatten 


o 
ffl 

GO 


Projected  defaults,  severity  &  net  losses  for 
typical  subprime  pools 


25% 


Lifetime  default  rate  (left  axis) 


Loss  severity  ratio  (right  axis) 


Lifetime  net  loss  rate  (left 

\ 
\ 
\ 


70% 
60% 
50% 

40%  | 

> 

30%  ™ 

0) 

o 

20%  "■ 

10% 


16%         20% 


5-year  CAGR  of  Home  Price 


Given  the  strong  historical  correlation  between 
home  price  appreciation  and  lifetime  default  rates, 
as  well  as  that  between  home  price  appreciation 
and  loss  severity  ratios,  we  can  roughly  project  the 
relationship  between  home  price  appreciation  and 
lifetime  net  loss  rates 

The  lifetime  net  loss  rate  is  defined  as  the  dollar 
amount  of  losses  of  mortgages  in  the  pool  net  of 
recovery  divided  by  the  original  pool  balance. 
Therefore  the  lifetime  net  loss  rate  equals  the 
lifetime  default  rate  times  the  loss  severity  ratio 

As  can  be  seen  from  the  chart  on  the  left,  at  4% 
home  price  appreciation,  we  expect  the  net  loss  rate 
to  be  close  to  10%,  enough  to  wipe  out  most  BBB- 
bonds.  At  0%,  net  loss  rates  is  expected  to  be  in 
high  teens,  enough  to  wipe  out  almost  all  BBB 
bonds. 

The  basic  characteristics  assumed  in  the  model 
shown  on  the  left  are 

*  FICO:  630 

*■  CLTV:  85 

-?•  Full  doc  %:  60% 

4-  Unemployment  rate:  5% 

-?•  Balance:  $200,000 


O 
on 

GO 


Source:  Deutsche  Bank 


Deutsche  Bank 


All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
different  and  will  depend  on  the  actual  portfolios  selected. 
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How  high  can  subprime  mortgage  losses  go? 
Experience  of  Guardian  S&L's  securitizations 


Source:  Moody's 
Data  as  of  August  2006 

Deutsche  Bank 


Deal  Name         I 

ssue  Date 

Original  Deal  Size 

Cumulative 

GSL  1988-01 

Jun88 

88,599,160 

1.38% 

GSL  1988-02 

Aug  88 

77,707,894 

1.71% 

GSL  1988-03 

Sep  88 

70,558,507 

3.83% 

oo 

GSL  1988-04 

Oct  88 

59,420,630 

4.18% 

T™ 

GSL  1988-05 

Nov  88 

62,365,902 

4.29% 

GSL  1988-06 

Dec  88 

54,300,924 

4.79% 

Weighted  average 

3.15% 

GSL  1989-01 

Jan  89 

63,536,170 

4.56% 

GSL  1989-02 

Feb  89 

55,133,511 

4.34% 

GSL  1989-03 

Apr  89 

129,304,085 

4.46% 

GSL  1989-04 

May  89 

73,352,390 

7.60% 

GSL  1989-05 

Jun  89 

66,110,704 

6.00% 

GSL  1989-06 

Jul  89 

64,015,663 

7.74% 

CO 

en 

GSL  1989-07 

Jul  89 

64,012,175 

9.48% 

T~ 

GSL  1989-08 

Aug  89 

36,764,495 

4.62% 

GSL  1989-09 

Sep  89 

71,197,617 

10.14% 

GSL  1989-10 

Oct  89 

99,948,138 

9.29% 

GSL  1989-11 

Nov  89 

100,031,457 

10.78% 

GSL  1989-12 

Dec  89 

76,193,370 

11.40% 

Weighted  average 

7.70% 

GSL  1990-01 

Jan  90 

106,434,749 

13.29% 

GSL  1990-02 

Feb  90 

70,050,087 

14.15% 

GSL  1990-03 

Mar  90 

85,734,389 

15.20% 

GSL  1990-04 

Apr  90 

135,263,315 

17.30% 

o 
en 
CO 

GSL  1990-05 

May  90 

113,828,957 

16.52% 

*- 

GSL  1990-06 

Jul  90 

164,111,691 

16.36% 

GSL  1990-07 

Jul  90 

125,697,495 

18.88% 

GSL  1990-08 

Sep  90 

145,658,584 

19.34% 

Weighted  average 

16.69% 

GSL  1991-01 

Feb  91 

184,575,305 

18.48% 

en 
en 

GSL  1991-02 

Mar  91 

136,658,468 

17.36% 

Weighted  average 

18.01% 

All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
different  and  will  depend  on  the  actual  portfolios  selected. 
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25% 

20% 
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Is  California  housing  market  repeating  itself? 


California  Year-over-year  Home  Price  Appreciation  Rate 


1986  1988 


1990 


1992 


1994  1996  1998  2000         2002  2004  2006 
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Source:  OFHEO,  Deutsche  Bank 
Data  as  of  end  of  Third  Quarter  2006 


Deutsche  Bank 


All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
different  and  will  depend  on  the  actual  portfolios  selected. 


25 


o 

o 


H 

s 


a" 

1/3 


a 
w 

on 


Footnote  Exhibits  -  Page  0950 


Strictly  private  &  confidential 


HEL  ABS  sector  has  been  experiencing  fast  growth  in 
recent  years 


700.-1 

Home  equity  ABS  issuance  volume 

600- 

•' 

sp 

~  500  - 

c 
o 

A 

lllllllll 

III! 

Origination  ($bi 

M              CO              -t*. 
O              O              O 
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i                  i                  i 
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§| 
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■  ■■■■ 

100  - 
0  - 

'■■ 

Iv 

' — i — 

| 

i 

HI 

i 

111 

1 

1111 

1 

-   i 

*      1 

[:■•':. 

\ 

1998   1999   2000   2001    2002   2003   2004   2005   2006 

Sources:  Thompson  Financial  Securities  Data,  Deutsche  Bank 

'  Data  as  of  end  of  December  2006.  **  Projected  by  Deutsche  Bank 

Note:  Thompson  Financial  Securities  Data  changed  its  criteria  of  home  equity  ABS  in  January  2006.  The  new  criteria  excludes  certain  deals  with 

relatively  high  FICO  scores.  It  also  no  longer  include  overseas  mortgages  securitized  in  the  US  as  home  equity  ABS,  as  it  used  to  do.  As  a  result, 

issuance  figures  shown  here  are  generally  lower  than  what  may  have  been  previously  shown. 


Deutsche  Bank 


All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
different  and  will  depend  on  the  actual  portfolios  selected. 
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Deja-vu?  MH  had  a  similarly  rapid  (albeit  milder) 
growth  pattern 


18  1 
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Deutsche  Bank 


All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
different  and  will  depend  on  the  actual  portfolios  selected. 
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What  happened  to  MH  bonds  issued  in  1998  through 
2000  originally  BBB  rated? 


As  of  October  2006 

1998-vintage 

1999-vintage 

2000-vintage 

Originally  rated  Baa2/Baa3  (or  BBB+/BBB/BBB-) 

Completely  written  off  (i.e.,  zero  recovery) 

Partially  written  off  (more  losses  to  come) 

Not  yet  hit  by  writedowns,  but  downgraded  to  below  Caa  or  lower 

40% 
50% 
10% 

88% 
12% 

100% 

Total 

100% 

1 00% 

100% 

Originally  rated  A2  (or  A+/A/A-) 
Completely  written  off  (i.e.,  zero  recovery) 

Partially  written  off  (more  losses  to  come) 

Not  yet  hit  by  writedowns,  but  downgraded  to  below  Caa  or  lower 

0% 

78% 

22% 

50% 
38% 
13% 

85% 
15% 

Total 

100% 

100% 

100% 

(1 )  Data  reflect  all  deals  from  major  issuers  such  as  Bank  of  America,  Bombardier,  DFCS,  GreenPoint, 
Green  Tree  (Conseco).  IndyMac,  Merit  and  Oakwood.  Vanderbilt  deals  are  excluded  because  the 
company  has  been  buying  out  defaulted  loans. 

(2)  We  use  Moody's  rating  when  available;  when  Moody's  ratings  are  not  available,  we  use  S&P's 


Source:  Moody's,  S&P,  Deutsche  Bank 


Deutsche  Bank 


I  » I     All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
'      »     different  and  will  depend  on  the  actual  portfolios  selected: 
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Deutsche  Bank 


Most  top  issuers  are  not  regulated  banks 


Top  10  originator-issuer  in  2005 

Rank 

Name 

2005  Volume 
($  million) 

Market  share 

1 

Countrywide  (CWL  /  CWHEL  /  CPT) 

63,142 

10.3% 

2 

Ameriquest  (AMSI  /  ARSI  /  PPSI) 

52,098 

8.5% 

3. 

Lehman  Brothers  (SAIL  /  LMT  /  LXS  SASC) 

43,871 

7.1% 

4 

GMAC-RFC  (RASC  /  RAMP  /  RAAC  /  RFMS2) 

31,823 

5.2% 

5 

New  Century  (NCHET) 

31,208 

5.1% 

6 

Option  One  (OOMLT) 

24,730 

4.0% 

7 

CSFB  (HEAT  /  ABSHE  /  HEMT) 

24,322 

4.0% 

8 

WMC  (GEWMC) 

19,225 

3.1% 

9 

Fremont  (FHLT) 

18,792 

3.1% 

10 

Bear  Stearns  (BSABS) 

17,161 

2.8% 

Companies  in  boldface  fonts  are  regulated  banks  or  affiliated  with  regulated  banks. 

Sources:  Thomson  Financial  Data  Servoce.  Deutsche  Bank 
All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
different  and  will  depend  on  the  actual  portfolios  selected. 
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Top  subprime  mortgage  lenders  in  2005 


o 

td 
go 


O 

w 

CO 
GO 


Ownit 
1.2% 

Novastar     Equifirst 

1 .4% 

o  i  Chase 

American  General 

1.5% 

Finance  America 

1.5% 


,  IndyMac        ResMAE  other 
'*  -  "4%. 


Ameriquest 
12.0% 


New  Century 
7.9% 


2.3% 
Accredited 

2.5% 

Decision  One 

2.5% 

Citi  Financial 
3.1% 

WMC 
3.6% 
HSBC 

3.8%  3.8%      First  Franklin 

4.4% 
Source:  Inside  Mortgage  Finance  Publications,  Deutsche  Bank 


Countrywide 
6.7% 


If  Wells  Fargo 
6.4% 


Option  One 
6.0% 


Long  Beach 

Fremont  5A% 

5.2% 


Deutsche  Bank 


All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
different  and  will  depend  on  the  actual  portfolios  selected. 
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Subprime  mortgages  originated  in  2005  by 
state 


TN    wi  AllOther 
io/„    9.7% 


Ml 
2.6%      3.5%  TX 
3.6% 


NJ        MD 
3.6%     3.6% 


NY 
IL       5.4% 
4.7% 


o 

in 


oo 

00 
00 

o 


■  A 


Source:  Loan  Performance 

J/i 
Deutsche  Bank  B     ! 


All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
different  and  will  depend  on  the  actual  portfolios  selected. 
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Subprime  mortgage  borrower  base  relative  to  general 
US  population 


h     Subprime  mortgage  sector  typically  lends 
to  borrowers  better  than  the  bottom  5%  of 
US  consumers  but  worse  than  the  top 
71%. 

k     Said  another  way  the  subprime  mortgage 
universe  'attaches'  at  about  5%  of  US 
consumers  and  'detaches'  at  roughly 
29%.  5%  and  Below  are  not  deemed 
suitable  for  traditional  home  equity  ABS 
deals. 

»  About  71  %  of  US  consumers  have  better 
credit  and  are  eligible  for  better  financing 
terms  from  either  Fannie  Mae  or  Freddie 
Mac,  or  prime  mortgage  lenders. 

m     Although  subprime  mortgage  borrowers 
are  not  exactly  consumers  with  the  worst 
credit,  they  form  the  top  81  %  of  the 
bottom  29%  of  US  consumers. 

ffi     FICO  scores  of  the  majority  of  subprime 
mortgage  borrowers  are  below  650. 


How  do  people  score  in  the  US? 


35%  -, 


30% 


25%- 


o  20%- 


o 
a. 

o   15% 


10% 


5%- 


0% 


33% 


FICO  Score  range  for  typical  subprime 
mortgage  borrowers 


12% 


13% 


13% 


11% 


8% 


5% 


3% 


3% 


Up  to  499      500-539       540-579       580-619       620-659       660-699       700-739       740-779 

FICO  score  range 

Source:  Fair  Isaac  Corporation 


780+ 


Deutsche  Bank 


All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
different  and  will  depend  on  the  actual  portfolios  selected. 
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How  Fair  Isaac  views  the  risk  of  borrowers  with  various 
FICO  scores 


o 

w 

in 


FICO  Bucket 

Share  in  2005  subprime  deals  * 

Fair  Isaac  risk  rate  ** 

Up  to  499 

0.12% 

83% 

500  -  549 

1 1 .67% 

70% 

550  -  599 

22.89% 

51% 

600  -  649 

33.69% 

31% 

650  -  699 

22.44% 

14% 

700  -  749 

7.61% 

5% 

750  -  799 

2.44% 

2% 

800  and  higher 

0.13% 

1% 

o 
w 

tn 


*  Based  on  LoanPerformance  database.  Alt-B  deals  are  excluded. 

**  As  defined  by  Fair  Isaac,  the  percentage  of  borrowers  in  the  cohort  that  will  either  default,  file  for 
bankruptcy,  or  become  90  days  delinquent  on  at  least  one  credit  account  in  the  next  two  years  in  a  normal 
economic  environment 


Deutsche  Bank 


All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
different  and  will  depend  on  the  actual  portfolios  selected. 
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Loans  in  recent  vintage  home  equity  deals  are  more 
risky  with  higher  silent  seconds,  CLTV  and  10,  lower 
full  doc  and  bigger  payment  shocks 

Loan  characteristics  for  subprime  ARMs  issued  in  2004  through  2006 


2004 

2006 

2006 

Q1 

Q2 

Q3 

Q4 

Q1 

Q2 

Q3 

Q4 

Q1 

Q2 

Q3 

WA  FICO 

611 

617 

618 

616 

618 

622 

623 

625 

627 

624 

620 

WALTV 

82 

82 

82 

81 

81 

79 

81 

81 

81 

81 

84 

WACLTV 

84 

85 

86 

86 

86 

86 

88 

86 

86 

86 

89 

Silent  seconds 

12% 

15% 

24% 

25% 

27% 

30% 

34% 

32% 

24% 

27% 

27% 

Interest-only 

8%. 

11% 

17% 

19% 

24% 

29% 

30% 

30% 

25% 

16% 

8% 

40-year  mortgage 

0% 

0% 

0% 

0% 

0% 

0% 

4% 

7% 

17% 

29% 

36% 

Full  Doc 

60% 

61% 

61% 

58% 

57% 

57% 

57% 

55% 

53% 

55% 

53% 

Average  loan  size 

172,791 

178,595 

182,621 

188,126 

193,661 

194,398 

203,971 

209,096 

212,335 

214,478 

217,741 

CA% 

33.4% 

34.4% 

34.5% 

34.6% 

34.3% 

31.9% 

32.1% 

30.6% 

31.4% 

27.7% 

26.6% 

Initial  WAC 

7.31% 

7.00% 

7.11% 

7.23% 

7.12% 

7.16% 

7.14% 

7.25% 

7.69% 

8.13% 

8.34% 

WA  Margin 

6.08% 

5.82% 

5.87% 

5.90% 

6.01% 

5.88% 

5.82% 

5.84% 

5.83% 

6.04% 

5.87% 

6-Month  LIBOR  at 

1.18% 

1.54% 

1.97% 

2.48% 

2.45% 

3.05% 

3.50% 

3.97% 

4.39% 

4.91% 

5.40% 

issuance 

Fully  indexed  rate  at 

7.26% 

7.36% 

7.84% 

8.38% 

8.46% 

8.93% 

9.32% 

9.81% 

10.21% 

10.93% 

11.26% 

issuance 

Difference  between  start 

-0.05% 

0.36% 

0.73% 

1.15% 

1.34% 

1.77% 

2.18% 

2.56% 

2.52% 

2.80% 

2.92% 

rate  and  fully  indexed 

rate  at  issuance 

Source:  Moody's,  LoanPerfbrmance,  Deutsche  Bank 


Deutsche  Bank 


All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
different  and  will  depend  on  the  actual  portfolios  selected. 
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Example:  Borrower's  debt-to-income  ratio  may  grow 
dramatically  after  resets  in  a  typical  subprime  loan 


Mortgage  maturity 

360  months 

Loan  size 

$200,000 

Teaser  rate 

7.50% 

Teaser  period 

24 

months 

10  period 

60  months 

Reset  frequency 

6 

months 

Initial  DTI 

40% 

Mortgage  DTI 

35% 

Current  LIBOR 

5.59% 

Initial  periodic  cap 

3% 

Subsequent  periodic  cap 

1 .5% 

Margin 

6% 

Assumed  annual  income  growth 

4% 

Growth  rate  of  other  debts 

20% 

Monthly  payment  for 

Mortgage 

Monthly 

Payment 

Mortgage 

Annual 

non-mortgage 

coupon 

Payment 

shock 

DTI 

Total  DTI 

Income 

debts 

At  origination 

7.50% 

$1,250.00 

N/A 

35.0% 

40.0% 

$42,857.14 

$178.57 

After  first  reset 

10.50% 

$1,750.00 

$500.00 

45.3% 

52.0% 

$46,354.29 

$257.14 

After  the  second  reset 

1 1 .59% 

$1,932.33 

$182.33 

49.1% 

56.2% 

$47,272.28 

$281.69 

After  expiration  of  10 

1 1 .59% 

$2,046.70 

$114.37 

47.1% 

57.3% 

$52,142.27 

$444.34 

Deutsche  Bank 


All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
different  and  will  depend  on  the  actual  portfolios  selected. 
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Strictly  private  &  confidential. 

What  does  the  payment  shock  mean  to  the  borrower  in 
the  example? 


§  ■   Borrower's  mortgage  debt-to-income  ratio  alone,  which  is  assumed  at 

52  35%  at  the  loan  origination,  will  grow  more  than  1 0  points  to  46% 

after  the  initial  reset  and  to  nearly  50%  at  the  second  reset. 

■  With  a  moderate  growth  assumption  for  the  borrower's  other  debts, 
the  borrower's  total  debt-to-income  ratio  can  grow  to  nearly  60%  at 
the  expiration  of  the  IO  term. 

■  In  order  for  the  borrower  to  have  the  same  (mortgage)  debt-to- 
income  ratio  at  the  second  reset  (when  the  rate  becomes  fully 
indexed),  the  income  needs  to  grow  more  than  19%  annually. 

■  If  home  prices  stop  appreciating,  the  borrower,  with  LTV  virtually 
unchanged  in  the  existing  loan  and  likely  larger  credit  card  and  other 
debts  incurred  in  the  meantime,  may  find  it  difficult  to  refinance  into 
another  affordable  loan. 

■  According  to  a  subprime  mortgage  servicer  who  has  the  top 
servicer  rating  from  ail  rating  agencies,  in  the  past,  about  50% 
of  the  borrowers  who  did  not  refi  at  the  payment  reset  would 
default  eventually. 


All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 


53  Deutsche  Bank    IwJ     different  and  will  depend  on  the  actual  portfolios  selected. 
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Debt-to-income  ratios  for  subprime  mortgage  borrower 
would  become  dramatically  higher  if  calculated  using 
payments  with  fully-indexed  coupons 

Distribution  of  subprime  ARM  originated  in  2005  and  2006  by  DTI 


^  35% 

<  30%  H 

I  25%  - 
a. 

f  20%  H 

™  15% 
o 

o>  10% 
1     5% 


0% 


IfflaS 


M 


M 


m 


_Ea_ 


_r_ ( i 

10-      15-      20-      25-      30-      35-      40-      45-      50-      55-      60-      65-      70-      75-      80-      85- 
15       20       25       30       35       40       45       50       55       60       65       70       75       80       85       90 

Debt-to-income  ratio  bucket 


a 

t— i 


Deutsche  Bank 


El  DTI  reported  H  DTI  calculated  pro  forma  using  fully-indexed  coupon  with  LIBOR  at  origination 


All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
different  and  will  depend  on  the  actual  portfolios  selected. 

37 


00 
00 
00 

o 


o 

o 


3 

i 
.2 

C 

a 

CO 

o 

on 


Footnote  Exhibits  -  Page  0962 


Strictly  private  &  confidential 


Loan  characteristics  from  major  issuers'  recent  deals5 


Issuer 

ARM  % 

Type 

Loan 
Size  ($) 

WA 
RCO 

RCO 
<560 

WA 
CLTV 

CLTV 
>80 

IO 

40- 
Year 

Piggy- 
back 

Super 
States" 

Low/No 
Doc 

Invest 

Ameriquest 

84.5% 

ARM 
Fixed 

209,680 
144,031 

652 
646 

2.3 
5.7 

91.6 
83.5 

75.2 
52.7 

51.3 
13.2 

15.4 
9.6 

43.6 
13.6 

58.0 
40.5 

42.2 
27.8 

3.4 
3.3 

Argent 

87.7% 

ARM 
Fixed 

175,276 
130,561 

599 
648 

28.1 
7.7 

80.4 
81.4 

52.0 
58.0 

13.6 
16.1 

8.2 
3.4 

11.2 
4.9 

59.8 
54.4 

34.7 
27.9 

3.5 
5.3 

Countrywide 

85.0% 

ARM 
Fixed 

224,679 
149,125 

617 
624 

19.7 
15.9 

88.0 
81.0 

72.4 
53.5 

21.5 
5.8 

11.4 
7.7 

33.0 
8.5 

69.6 
58.3 

47.8 
23.7 

9.6 
5.9 

First  Franklin 

66.9% 

ARM 
Fixed 

196,964 
179,582 

614 
613 

17.0 
16.8 

86.7 
78.1 

66.6 
44.3 

35.4 
12.8 

9.6 
9.4 

34.9 
9.0 

64.1 
65.0 

43.4 
26.6 

4.4 
2.5 

Fremont 

89.0% 

ARM 
Fixed 

256,136 
92,852 

621 
643 

16.7 
5.3 

86.2 
90.8 

54.1 
74.3 

16.0 
0.0 

24.7 
5.2 

32.8 
14.5 

76.2 
77.2 

45.4 
36.5 

7.1 
4.7 

Long  Beach 

86.5% 

ARM 
Fixed 

233,398 
106,838 

634 
643 
622 
634 

10.2 

5.4 

15.7 

10.0 

91.5 
87.0 
84.5 
81.8 

77.7 
62.7 
57.1 
52.0 

8.9 

0.0 
29.3 

2.0 
20.4 

4.2 

50.4 
1.5.4 

56.2 
18.2 

70.0 
62.5 

56.5 
37.9 

11.4 
6.5 

New  Century 

80.3% 

ARM 
Fixed 

223,667 
135,655 

28.5 
9.8 

18.8 
6.4 

72.4 
65.0 

50.1 
31.6 

9.7 
6.3 

Option  One 

81.3% 

ARM 
Fixed 

224,695 
126,584 

613 
634 

17.5 
7.8 

86.4 
83.2 

62.8 
54.8 

22.5 
12.4 

31.6 
15.4 

64.9 
65.8 

45.3 
35.7 

8.1 
5.1 

RASC 

79.7% 

ARM 
Fixed 

171,893 
99,759 

617 
626 
639 
649 

10.8 
8.5 
9.3 
2.9 

87.5 
82.7 
82.9 
90.2 

70.5 
58.4 
34.8 
70.7 

17.1 
2.5 

9.8 
6.6 

29.6 
10.5 

46.1 
41.6 

37.0 
27.1 

4.7 
4.6 

WMC 

82.7% 

ARM 
Fixed 

265,670 
91,806 

18.7 
0.0 

53.4 
14.0 

11,8 
1.3 

80.2 
76.1 

60.1 
55.4 

4.2 
3.3 

o 
tfl 


Source:  LoanPerformance,  Deutsche  Bank 

a.  Deals  issued  in  2006. 

b.  Super  states  are  states  whose  home  price  index  increased  more  than  10%  YoY  since  the  second  quarter  of  2001 .  These  include  AZ,  CA,  CT,  DC,  DE,  FL,  HI, 


MD,  ME,  NJ,  NV,  NY.OR,  Rl,  VA  and  VT 

Deutsche  Bank 


AUnumbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
different  and  will  depend  on  the  actual  portfolios  selected. 
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Typical  2005-vintage  home  equity  deals  from  major 
issuers 


Deutsche  Bank 


All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
different  and  will  depend  on  the  actual  portfolios  selected. 
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Typical  2006-vintage  home  equity  deals  from  major 
issuers 


a 

W 

GO 
GO 


Deutsche  Bank 


All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
different  and  will  depend  on  the  actual  portfolios  selected. 
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How  do  Baa2  and  Baa3  tranches  in  a  typical  2005- 
vintage  subprime  mortgage  deal  fare? 


%for  base  case 
prepayment 

Lifetime  net  cumulative  losses 

when  the  tranche  will  be  hit  by 

principal  writedown 

Lifetime  net  cumulative  losses 
when  the  tranche  will  be  wiped  out 

For  Baa2 

70% 

80% 

90% 

100% 

110% 

120% 

130% 

12.11% 
10.81% 
9.82% 
9.06% 
8.46% 
7.97% 
7.57% 

13.66% 

12.36% 

11.34% 

10.55% 

9.91% 

9.39% 

8.96% 

For  Baa3 

70% 

80% 

90% 

100% 

110% 

120% 

130% 

10.06% 
8.84% 
7.93% 
7.22% 
6.66% 
6.22% 
5.86% 

12.11% 
10.72% 
9.82% 
9.06% 
8.46% 
7.97% 
7.57% 

o 

CO 
c/> 

en 


Note:  We  used  multiples  of  the  prepayment  and  losses  assumptions  outlined  in  the  prior  pages  and  the  forward  LIBOR  curves  as  of 
November  16,  2006.  We  chose  Option  One  2005-4  as  our  model  transaction  which  has  somewhat  typical  initial  credit  enhancement  levels 
for  Baa3  (3.85%),  Baa2  (5.35%)  and  Baal  (6.55%).  All  step-down  or  step-up  triggers  in  the  deal  structure  are  assumed  activated  for 
conservatism.  If  the  triggers  are  not  activated,  the  break  points  may  be  substantially  lower. 

As  shown,  faster  prepayments  usually  cause  bonds  to  "break"  at  lower  loss  levels,  since  there  is  less  excess  spread. 

Conversely,  bonds  "break"  at  higher  loss  levels  under  slow  prepayments.  However,  under  such  a  scenario,  more  borrowers  will  pay  fully 
indexed  rates  longer  (usually  this  is  a  sign  that  fewer  borrowers  are  able  to  refinance).  Therefore,  the  cumulative  losses  out  of  a  pool  could 
be  higher. 


Deutsche  Bank 


All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
different  and  will  depend  on  the  actual  portfolios  selected. 
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How  do  Baa2  and  Baa3  tranches  in  a  typical  2005- 
vintage  subprime  mortgage  deal  fare  (continued)? 


%for  base  case 
prepayment 

Lifetime  net  cumulative  losses 

when  the  tranche  will  be  hit  by 

principal  writedown 

Lifetime  net  cumulative  losses  when 

the  tranche  will  have  30%  principal 

writedown 

Lifetime  net  cumulative  losses 
when  the  tranche  will  be  wiped  out 

For  Baa2 

70% 

80% 

90% 

100% 

110% 

120% 

130% 

12.11% 
10.81% 
9.82% 
9.06% 
8.46% 
4.24% 
3.13% 

12.58% 
11.28% 
10.28% 
9.51% 
6.17% 
5.17% 
5.19% 

13.66% 

12.36% 

11.34% 

10.55% 

9.91% 

9.39% 

9.39% 

For  Baa3 

70% 

80% 

90% 

100% 

110% 

120% 

130% 

10.06% 
8.84% 
7.07% 
5.70% 
4.52% 
3.39% 
2.54% 

10.67% 
9.42% 
7.56% 
6.42% 
5.27% 
4.50% 
4.43% 

12.11% 
10.81% 
9.82% 
9.06% 
8.46% 
8.98% 
9.64% 

d 
a 


Note:  We  used  multiples  of  the  prepayment  and  losses  assumptions  outlined  in  the  prior  pages  and  the  forward  LIBOR  curves  as  of 
November  16,  2006.  We  chose  Option  One  2005-4  as  our  model  transaction  which  has  somewhat  typical  initial  credit  enhancement  levels 
for  Baa3  (3.85%),  Baa2  (5.35%)  and  Baal  (6.55%).  In  this  scenario,  all  step-down  or  step-up  triggers  in  the  deal  structure  are 
allowed  to  pass  or  fail  based  on  the  prepayment  and  default  assumptions  (and  a  0%  delinquency  rate).  This  results  in  lower 
breakpoints  than  the  initial  enhancements  under  rapid  prepayment  scenarios  because  the  subordination  begins  to  pay  down  or 
be  released  before  losses  have  hit  the  deal  at  the  three  year  stepdown  date. 

As  shown,  faster  prepayments  usually  cause  bonds  to  "break"  at  lower  loss  levels,  since  there  is  less  excess  spread. 

Conversely,  bonds  "break"  at  higher  loss  levels  under  slow  prepayments.  However,  under  such  a  scenario,  more  borrowers  will  pay  fully 
indexed  rates  longer  (usually  this  is  a  sign  that  fewer  borrowers  are  able  to  refinance).  Therefore,  the  cumulative  losses  out  of  a  pool  could 

be  hiaher. 

0AII  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
different  and  will  depend  on  the  actual  portfolios  selected. 
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Footnote  Exhibits  -  Page  0967 


Strictly  private  &  confidential 


How  do  Baa2  and  Baa3  tranches  in  a  typical  2006- 
vintage  subprime  mortgage  deal  fare? 


%  for  base  case 
prepayment 

Lifetime  net  cumulative  losses 

when  the  tranche  will  be  hit  by 

principal  writedown 

Lifetime  net  cumulative  losses 
when  the  tranche  will  be  wiped  out 

For  Baa2 

70% 

80% 

90% 

100% 

110% 

120% 

130% 

14.57% 
12.05% 
10.38% 
9.16% 
8.19% 
7.42% 
6.80% 

15.37% 

12.89% 

11.23% 

10.01% 

9.04% 

8.27% 

7.64% 

For  Baa3 

70% 

80% 

90% 

100% 

110% 

120% 

130% 

13.28% 
10.49% 
8.92% 
7.73% 
6.80% 
6.06% 
5.47% 

14.57% 
12.05% 
10.38% 
9.16% 
8.19% 
7.42% 
6.80% 

o 

ffl 

C7) 
CO 

s 


Note:  We  used  multiples  of  the  prepayment  and  losses  assumptions  outlined  in  the  prior  pages  and  the  forward  LIBOR  curves  as  of 
November  16,  2006.  We  chose  Citigroup  Mortgage  Loan  Trust  2006-NC1  as  our  model  transaction  which  has  somewhat  typical  initial  credit 
enhancement  levels  for  Baa3  (3.70%),  Baa2  (4.80%)  and  Baal  (5.50%).  All  step-down  or  step-up  triggers  in  the  deal  structure  are 
assumed  activated  for  conservatism.  If  the  triggers  are  not  activated,  the  break  points  may  be  substantially  lower. 

As  shown,  faster  prepayments  usually  cause  bonds  to  "break"  at  lower  loss  levels,  since  there  is  less  excess  spread. 

Conversely,  bonds  "break"  at  higher  loss  levels  under  slow  prepayments.  However,  under  such  a  scenario,  more  borrowers  will  pay  fully 
indexed  rates  longer  (usually  this  is  a  sign  that  fewer  borrowers  are  able  to  refinance).  Therefore,  the  cumulative  losses  out  of  a  pool  could 
be  higher. 


Deutsche  Bank 


All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
different  and  will  depend  on  the  actual  portfolios  selected. 
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Footnote  Exhibits  -  Page  0968 


Strictly  private  &  confidential 


How  do  Baa2  and  Baa3  tranches  in  a  typical  2006- 
vintage  subprime  mortgage  deal  fare  (continued)? 


%for  base  case 
prepayment 

Lifetime  net  cumulative  losses 

when  the  tranche  will  be  hit  by 

principal  writedown 

Lifetime  net  cumulative  losses  when 

the  tranche  will  have  30%  principal 

writedown 

Lifetime  net  cumulative  losses 
when  the  tranche  will  be  wiped  out 

For  Baa2 

70% 

80% 

90% 

100% 

110% 

120% 

130% 

14.57% 
12.05% 
10.38% 
9.16% 
5.70% 
4.23% 
3.14% 

14.81% 
12.30% 
10.64% 
9.42% 
6.11% 
4.59% 
4.67% 

15.37% 

12.89% 

11.23% 

10.01% 

9.04% 

7.70% 

7.43% 

For  Baa3 

70% 

80% 

90% 

100% 

1 1 0% 

120% 

130% 

13.28% 
10.49% 
8.92% 
6.31% 
4.87% 
3.64% 
2.67% 

13.68% 
10.94% 
9.35% 
6.89% 
5.49% 
4.20% 
4.51% 

14.57% 
12.05% 
10.38% 
9.16% 
7.58% 
7.25% 
7.74% 

o 


Note:  We  used  multiples  of  the  prepayment  and  losses  assumptions  outlined  in  the  prior  pages  and  the  forward  LIBOR  curves  as  of 
November  16,  2006.  We  chose  Citigroup  Mortgage  Loan  Trust  2006-NC1  as  our  model  transaction  which  has  somewhat  typical  initial  credit 
enhancement  levels  for  Baa3  (3.70%),  Baa2  (4.80%)  and  Baal  (5.50%).  In  this  scenario,  all  step-down  or  step-up  triggers  in  the  deal 
structure  are  allowed  to  pass  or  fail  based  on  the  prepayment  and  default  assumptions,  (and  a  0%  delinquency  rate).  This  results 
in  lower  breakpoints  than  the  initial  enhancements  under  rapid  prepayment  scenarios  because  the  subordination  begins  to  pay 
down  or  be  released  before  losses  have  hit  the  deal  at  the  three  year  stepdown  date.. 

As  shown,  faster  prepayments  usually  cause  bonds  to  "break"  at  lower  loss  levels,  since  there  is  less  excess  spread. 

Conversely,  bonds  "break"  at  higher  loss  levels  under  slow  prepayments.  However,  under  such  a  scenario,  more  borrowers  will  pay  fully 
indexed  rates  longer  (usually  this  is  a  sign  that  fewer  borrowers  are  able  to  refinance).  Therefore,  the  cumulative  losses  out  of  a  pool  could 
be  hiaher. 

0AII  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
different  and  will  depend  on  the  actual  portfolios  selected. 
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Strictly  private  &  confidential 


We  assume  base  case  prepayment  assumption  using 
historical  prepayment  data  -  fixed  rate  mortgages 

Fixed  rate  historical  prepayments  and  base  case  assumption 


o 

i— < 


"^sS^S****  A    /  Iff  » 

.,.„.     .,...,., .......       ..,..,.  ,,,,,  .... 


24  30  36 

Age  (month) 


r 
48 


60 


■2000  HB-2001     -#2002  H^-2003  ~~*r-2004  ~~®~-2005  '-"4—2006  —Base  Case 


Source:  Loan  Performance,  Deutsche  Bank 


0AII  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
different  and  will  depend  on  the  actual  portfolios  selected. 
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Footnote  Exhibits  -  Page  0970 


Strictly  private  &  confidential 


We  assume  base  case  prepayment  assumption  using 
historical  prepayment  data  -  ARMs 

ARM  historical  prepayments  and  base  case  assumption 


a: 
o 


o 


•2000  -*»2001 


24      30      36 
Age  (month) 

2002  -» K™2003  HNS- 2004 


2005  « 


2006 


54 


Base  Case 


60 


D 
CO 

Source:  Loan  Perfc 

'-1 

ffl 

""\ 

Deutsche  Bank 

o 

00 
00 
00 

•- 

All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
different  and  will  depend  on  the  actual  portfolios  selected. 
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Strictly  private  &  confidential 


Most  of  losses  in  collateral  happen  between  year  2  and 
year  4,  especially  after  rate-adjustment  induced 
payment  shocks 
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Cumulative  Net  Loss  Distribution  by  Age 
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Footnote  Exhibits  -  Page  0972 


Strictly  private  &  confidential 


Nearly  $783  billion  subprime  mortgages  will  experience 
payment  shocks  in  the  next  3  years 

Estimated  amount  of  current  outstanding  subprime  mortgages  with  future  payment  shocks 


50 


45 


"c      40 

M 

0  30 

sz 

03 

1  25 
E 

|     20 


5      15 

<n 

c 
to 
o      10 


Aug-06 


Feb-07 


Aug-07 


Feb-08 


Aug-08 


Feb-09 


Aug-09 


Feb-10 


Aug-10 


Feb-11 


Aug-11 


I IO  expiration  only 

!  Actual  IO  expiration  only 


ED  Reset  &  IO  simultaneous 
UActuial  reset  &  IO  simultaneous 


H  First  rate  adjustment  only 

□  Actual  first  rate  adjustment  only 
Note:  Securitized  subprime  mortgages  only 
Data  as  of  October  2006 
Sources:  LoanPerfbrmance,  Deutsche  Bank 

0AII  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
different  and  will  depend  on  the  actual  portfolios  selected. 
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Footnote  Exhibits  -  Page  0973 


Strictly  private  &  confidential 


The  2005  and  2006-vintages  have  underperformed  their 
predecessors 


Serious  Delinquency  Rate  for  Non-IO  ARM 


30% 


■2002 


3  12  18  24 

Loan  age 

2003  —  —2004  —2005 
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"2006 


Serious  Delinquency  Rate  for  IO  ARM 
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Loan  age 
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36 


Note:  There  was  virtually  no  subprime  IO  lending  before  2003, 

Data  as  of  October  2006 

Source:  Loan  Performance,  Deutsche  Bank 
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Deutsche  Bank 

JL0 198882 

All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
different  and  will  depend  on  the  actual  portfolios  selected. 
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Strictly  private  &  confidential 


The  2005-vintage  was  most  risk-layered 


Noh-IO  ARM  with  CLTV  90-95  &  DTI  40-45 
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10  ARM  with  CLTV  90-95  &  DTI  40-45 
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Sources:  LoanPerfbrmance,  Deutsche  Bank 
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All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
different  and  will  depend  on  the  actual  portfolios  selected. 
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Footnote  Exhibits  -  Page  0975 
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Pay-as-you-go  (PAUG)  structure:  the  market's  answer 
to  challenges  posed  to  ABS  CDS 


§  h  The  physical  delivery  and  credit  event-settlement  are  not  required 

*  Unlike  corporate  CDS,  ABS  CDS  does  not  require  physical  delivery  of  the  underlying  bond 
from  the  protection  buyer  (who  has  effectively  sold  the  underlying  bond  short).  This  helps 
to  greatly  neutralize  the  risk  of  a  short  squeeze. 

Nor  is  cash  settlement  at  the  credit  event  mandatory.  This  would  avoid  either  party  from 
been  trapped  with  artificially  high  or  low  quotes. 

m  The  cashflow  of  the  PAUG  ABS  CDS  is  dictated  by  the  underlying  bonds 
distribution  cashflow,  outstanding  balance,  and  interest  shortfalls  or  principal 
writedown,  if  any. 

*  The  underlying  bond's  balance,  interest  shortfall  and  principal  writedown  are  calculated 
using  rules  set  at  the  issuance.  (See  Appendix  for  typical  bond  payment  structure.) 

If  the  underlying  bond  is  paid  down,  the  notional  amount  for  the  CDS  will  decline 
accordingly. 

*  If  there  is  an  interest  shortfall  in  the  underlying  bond  resulted  from  the  available  funds  cap, 
premium  payment  for  CDS  will  be  reduced  accordingly,  subject  to  the  ceiling  of  the 
premium  size. 

*  If  there  is  an  interest  shortfall  due  to  credit  loss  or  there  is  a  principal  writedown,  the 
protection  seller  will  pay  the  protection  buyer  accordingly 


All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
S  Deutsche  Bank   l£J     different  and  will  depend  on  the  actual  portfolios  selected. 
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Footnote  Exhibits  -  Page  0976 
Strictly  private  &  confidential 

Deutsche  Bank's  counterparty  will  have  stable 
counterparty  risk  while  enjoy  flexibility  of  assigning  the 
contract  to  another  broker-dealer 

■  A  protection  buyer  will  always  have  DB  as  the  counterparty  if  the  contract  is 
initially  made  with  DB 

DB  may  hedge  its  position,  but  will  never  assign  the  contract  to  any  third  party 

If  the  CDO  is  DB's  counterparty,  it  is  required  to  be  fully  funded  in  a  separate  offshore 
SPV 

h  However,  the  protection  buyer  can  offload  the  position  by 

*  Unwind  the  contract  with  DB 

*  Physically  deliver  the  bond 

»     Assign  the  contract  to  another  broker  dealer  (effectively  covering  the  short) 
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~  F71     A"  numbere  snown  in  this. presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 

'w  Deutsche  Bank    l£J     different  and  will  depend  on  the  actual  portfolios  selected. 
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Appendix: 

The  underlying  securities:  subprime  RMBS 


Deutsche  Bank  Securities  Inc,  a  subsidiary  of  Deutsche  Bank  AG,  conducts  n     8tcr,«-a  R~n|< 

m  investment  banking  and  securities  activities  in  the  United  States  ueuibwiw  DdiiR 
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Strictly  private  &  confidential 

U.S.  Residential  Mortgage 


Single  family  mortgages 

w  ■      mortgages  on  single  family  (detached)  houses 

■  not  included:  condos,  town  houses,  co-ops,  buildings  with  more  than  1  units, 
commercial  properties,  etc. 

2-4  family  mortgages 

h      mortgages  on  residential  buildings  with  2  to  4  family  units 

Multi-family  mortgages 

m      usually  considered  as  commercial  mortgages 

Other  residential  mortgages 

■  condos,  town  houses,  co-ops,  etc. 


All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
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I  The  US  Residential  MBS  Market 
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Agency  mortgages  are  mortgages  that  are  in  Ginnie  Mae,  Fannie  Mae  and  Freddie  Mac 


Typical  Fannie  Mae  /  Freddie  Mac  requirements 

o       balance  limit:  $359,650  for  2005  (single  family  house) 
a        loan  priority:  must  be  first-lien 
b       debt-to-income  ratio  limit: 

28%  for  mortgage  debt 

33%  for  total  debt 
b        cash-out  not  above  75%  LTV  (if  refinance) 
a        loan-to-value  ratio  limit:  95% 
b       credit  history:  FICO  score  at  least  720 


All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 


5  Deutsche  Bank    !wJ     different  and  will  depend  on  the  actual  portfolios  selected. 
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Residential  Mortgages  (continued) 


§  n  Conventional  loans:  fixed  rate  loans  in  Fannie  Mae  and  Freddie  Mac  programs 

h  GNMA  loans  are  not  available  to  the  general  public 

m  Jumbo  mortgage:  a  prime  loan  with  a  balance  higher  than  the  agency  limit. 

■  Prime  mortgages:  mortgages  that  are  either  agency  mortgages  or  jumbo  mortgages. 
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&2  fTI     All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 

V  Deutsche  Bank    l£LJ     different  and  will  depend  on  the  actual  portfolios  selected. 
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Footnote  Exhibits  -  Page  0981 
Strictly  private  &  confidential 

Profile  of  traditional  home  equity  product 

a  Low  balance 

a  Second  or  third  lien 

a  Credit  score  above  680 

a  Usually  a  refinancing  to  take  out  cash 

a  15-year  maturity  (or  shorter) 

a  Combined  loan-to-value  (CLTV)  ratio  less  than  100 

a  Include  home  equity  lines  of  credit  (securitized  separately) 


17] 


All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 


E9  Deutsche  Bank    KJ     different  and  will  depend  on  the  actual  portfolios  selected. 
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Footnote  Exhibits  -  Page  0982 
Strictly  private  &  confidential 

Subprime  (a.k.a.  B&C)  mortgages 


q  a      Often  a  first  lien  mortgage 

03 

«  s      May  be  purchase,  cash  out,  etc. 


May  be  used  for  cash-out  purposes  or  debt  consolidation 

Typical  LTV  around  80,  may  reach  100 

Often  have  piggy-back  second  lien  loans 

Includes  FHA  Title  1  loans  and  other  home  improvement  loan  products 


All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
9  Deutsche  Bank    i£j     different  and  will  depend  on  the  actual  portfolios  selected. 
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Footnote  Exhibits  -  Page  0983 


Strictly  private  &  confidential 

Products  that  may  be  riskier  than  traditional  home 
equity/subprime  mortgages  have  become  popular 


Because  of  the  continued  faster  pace  in  home  price  appreciation  compared  with  wage  growth,  lenders  have 
O  developed  a  number  of  products  to  enable  borrowers  to  qualify  for  mortgage  payments  and/or  to  pay  minimal  down- 

s' payment 

■      IO  mortgages 

-  Loan  only  pays  interest  in  the  IO  period  (usually  2  to  5  years) 

-  At  the  expiration  of  the  IO  period,  loan  converts  to  fully  amortizing  loans 

-  Payment  shock  at  the  expiration  of  the  IO  period  may  cause  defaults  to  surge 
b      Silent  second  mortgages 

-  A  simultaneous  pair  of  first  and  second  lien  loans  are  made  at  the  origination  (usually  80%  LTV  for  the  first 
lien  and  1 0  to  20%  LTV  for  the  second  lien) 

-  Borrower  pays  little  or  no  down-payment 

-  Only  the  first  lien  mortgage  shows  up  in  a  securitization  and  LTV  appear  to  only  be  80%.  But  the  borrower's 
tendency  to  default  is  much  high  than  a  true  80%  first  lien  mortgage. 

B      Option  ARMs 

-  Allow  borrower  to  pay  exceedingly  low  initial  minimum  payments 

-  Indexed  on  moving  Treasury  average  (MTA),  LIBOR  or  COFI-1 1 

-  Likely  to  have  negative  amortization 

-  Recast  of  schedule  at  5,h  anniversary  may  potentially  cause  significant  payment  shocks 
a      Stated-income  mortgage  loans 

-  Income  of  the  borrowers  is  not  substantiated  by  the  documentation,  nor  is  it  verified 

-  Borrowers  may  inflate  income  to  get  loan  approved 
b      40-year  mortgages 

-  Lengthened  amortization  schedule  to  make  monthly  payment  smaller 
b      High  debt-to-income  ratio  loans 

-  DTI  for  these  loans  may  reach  beyond  50%,  leaving  little  for  the  borrower  to  pay  other  expenses 
w 

in 


All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
S  Deutsche  Bank    LLJ     different  and  will  depend  on  the  actual  portfolios  selected. 
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Footnote  Exhibits  -  Page  0984 


Strictly  private  &  confidential 

Subprime  mortgagors 


o  a     Demographically,  this  borrower  is  "middle  America" 

H     Financially,  this  borrower 

-  Has  mismanaged  his  finances  (past  delinquencies,  foreclosures  or  bankruptcies,  low 
credit  score) 

-  Used  excessive  leverage  (high  DTI  and/or  LTV) 

-  Is  cash-strapped  (large  amount  of  cash-out  refi.) 
m     While  "riskier"  than  prime  and  jumbo  borrowers,  subprime  borrowers 

-  Are  not  directly  impacted  by  stock  market  gyrations 

-  Live  in  homes  that  are  more  liquid,  less  volatile 
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£2  fTI     All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
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Footnote  Exhibits  -  Page  0985 


Strictly  private  &  confidential 

The  channel  of  mortgage  lending 


b     There  are  three  major  channels  of  lending  mortgages 
o 
$  -    Retail  -  Loans  are  originated  in  branches  of  the  lender.  The  lender  controls  most  aspects 

of  underwriting,  including  credit  checking,  income  verification,  appraiser  selection, 

appraisal  quality  control,  etc.  The  originator  is  more  likely  to  have  local  market  knowledge 

-  Whole-sale  -  Loans  are  originated  by  brokers  who  have  regular  business  relationships 
with  the  lender.  The  lender  may  have  an  approval  process  in  accepting  a  broker  to  its 
network  and  may  monitor  the  performance  of  a  broker's  origination.  The  lender  controls 
some  aspects  of  the  underwriting  process  but  relies  on  the  broker  to  do  others. 

-  Correspondence  -  Loans  are  originated  by  non-affiliated  brokers  according  to  the  lenders 
underwriting  matrix.  The  lender  is  likely  to  re-underwrite  the  loan  in  most  aspects. 


o 

Cd 

.S3  m     All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
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Footnote  Exhibits  -  Page  0986 


Strictly  private  &  confidential 

Income  documentation  and  verification 

h     Full  documentation,  full  verification 


g  -    Last  2  years' W2s 


-  Last  2  months'  pay  stubs 

-  Letter  from  employer  (verified  by  call) 

-  Last  2  years'  income  tax  returns  (self-employed  only) 

-  Last  2  months'  bank  statements  (verified  by  call) 
Partially  (limited,  light)  documentation 

-  Some  of  the  documentations  are  deficient  but  usually  one  of  income  or  employment  proofs 
is  available 

No  income  (stated  income),  no  verification 

-  Nothing  is  available 


All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
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Footnote  Exhibits  -  Page  0987 


Strictly  private  &  confidential 

Appraisal  process:  the  V  in  LTV 


o 

§  m     Most  used  form  of  appraisals 


m 


-  Full  appraisal  (1004  appraisal) 

-  Drive-by  appraisal  (2055  appraisal) 

-  Broker  price  opinion  (BPO) 

-  Automated  valuation  model  (AVM) 

Appraisers  are  paid  on  the  case  load,  not  value  of  the  property 

Most  of  appraisers'  business  come  from  lenders 

Many  lenders  also  employ  in-house  appraisers  to  control  the  quality  of  appraisals 

Even  for  purchase  loans,  an  appraisal  is  needed  to  mitigate  the  risk  of  fraud 
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Footnote  Exhibits  -  Page  0988 


Strictly  private  &  confidential 

Business  models  of  subprime  lenders 


q  ffl     Balance  sheet  lending 

03 

£  -    Pure  lending  on  the  company's  own  book  is  very  rare  for  major  lenders 

m     Whole-loan  sales 

-  Newer  lenders  mostly  rely  on  whole-loan  sales  to  dispose  loans 

-  Established  lenders  often  engage  in  whole-loan  sales  when  they  see  opportunities 

-  Whole-loans  sold  will  most  likely  be  securitized  by  the  buyer 
H     Securitization 

-  Securitization  are  used  for  many  purposes,  the  most  common  among  them 

-  Lower  cost  of  funding 

-  Raise  leverage 

-  Release  regulatory  capital 

-  Managing  risk 


All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
S  Deutsche  Bank    ILJi     different  and  will  depend  on  the  actual  portfolios  selected. 
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Footnote  Exhibits  -  Page  0989 


Strictly  private  &  confidential 

What  do  credit  ratings  really  mean? 


o  b     Most  common  approach  by  rating  agencies 


Establish  a  set  of  base  case  assumptions 

-  Default  (foreclosure)  frequency 

-  Loss  severity  ratio 

-  Prepayments 

-  Interest  rate  scenario 

Establish  AAA  class  stress  assumptions 

-  Default  frequency  for  AAA,  depend  on  the  type  of  loans,  may  be  4  to  1 0  times  of  the 
base  case 

-  Moody's  uses  simulations  to  decide  AAA  credit  enhancement  (bonds  should  have  no 
losses  in  99.5%  or  more  of  the  simulated  cases) 

-  Committee  decisions  are  mostly  involved  in  deciding  the  C/E 


All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
S  Deutsche  Bank    S£J     different  and  will  depend  on  the  actual  portfolios  selected. 
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Footnote  Exhibits  -  Page  0990 


Strictly  private  &  confidential 

What  factors  are  used  in  deciding 
assumptions? 


§  a     Factors  used  in  determining  the  base  case  assumptions  include: 

-  Borrower  characteristics  (income,  credit  history,  etc) 

-  Loan  characteristics  (LTV  ratio,  term,  property  type,  purpose,  occupancy,  Ml,  etc) 

-  Pool  characteristics  (concentration,  etc) 

-  Originator  and  servicer  practices  and  loan  programs 

-  Macro  and  local  economic  consideration  (employment,  real  estate  market,  etc.) 


All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
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Footnote  Exhibits  -  Page  0991 


Strictly  private  &  confidential 


Moody's  typical  loss  severity  assumption  on  the 
underlying  loans 


Rating  Level 

Loss  severity  percent 

Aaa 

60.0% 

Aa 

55.0% 

A 

50.0% 

Baa 

45.0% 

Ba 

42.5% 

B 

40.0% 

Source:  Moody's  Investor  Service 
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Footnote  Exhibits  -  Page  0992 


Strictly  private  &  confidential 

Other  issues  rating  agencies  consider 


§  a     Mortgage  insurance 


-  The  presence  of  Ml  will  reduce  loss  severity 

-  Rating  agencies  generally  assume  that  the  servicer  won't  be  able  to  collect  1 00%  of 
claims.  A  "haircut"  is  made  to  the  mortgage  insurance 

-  Haircut  is  made  according  to  the  rating 


All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
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Footnote  Exhibits  -  Page  0993 


Strictly  private  &  confidential 

a  Over-collateralization:  the  most  basic  credit 


enhancement 


ffi     A  deal  is  over-collateralized  when 
o 
S  -   The  balance  of  the  pool  is  larger  than  the  aggregate  balance  of  the  bonds 

-  Collection  proceeds  are  first  used  to  pay  bonds'  interest  and  principal 

b     Most  mortgage  ABS  deals  use  some  form  of  over-collateralization  to  enhance  the  credit  for 

-  Bondholder 

-  Insurer 

a     The  exceptions  are 

-  Whole-loan  deals  issued  by  GSEs 

-  Some  deals  with  issuer-guaranteed  classes 

b     OC  can  be  viewed  as  a  special  tranche  that  is  the  first  loss  piece  for  the  deal 


o 

i— i 

5  Deutsche  Bank    ILJ     different  and  will  depend  on  the  actual  portfolios  selected. 
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Footnote  Exhibits  -  Page  0994 


EL 
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§  Strictly  private  &  confidential 


Subordinate  bonds  act  as  cushion  against 
losses 


§  o     In  a  senior-sub  structure,  in  each  period,  senior  bonds  have  the  priority  in 

-  Interest  payments 

-  Principal  payments 

h     Sub  bonds'  interest  payment  may  or  may  not  have  priority  versus  senior  bonds'  principal 
payments 


17] 
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Footnote  Exhibits  -  Page  0995 


Strictly  private  &  confidential 


Typical  home  equity  ABS  structure:  sequential  with 
cross-over,  OC  turbo  and  step-down 


o 
ta 

go 


Principal  collection 

1 .  Pay  bond 
principal 
sequentially 

2.  Loss  will  result  if 
principal  available 
is  short  of 
principal  due 


2* 


5X 


nA-i, 


Interest  collection 

1 .  Pay  bond  coupons 

2.  Cover  principal  losses 


*Class  A 


Class  B 


Class  C 


O/C 


3. 
o 

3. 


O 

GO 
GO 

cr 

00 
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«     In  the  first  few  years,  principal  are  paid 
sequentially  among  senior,  mezzanine  and 
subordinate  tranches 

m     OC  can  be  built  up  from  the  initial  level  by 
using  excess  spreads  to  pay  down  principal 
of  bonds 

M     After  the  cross-over  date,  mezzanine  and 
subordinate  bonds  start  to  receive  principal 
simultaneously  with  senior  bonds  (provide  no 
trigger  event  occurs) 

m     After  the  step-down  date,  part  of  OC  is 
released  (provided  no  trigger  event  occurs) 

a     An  optional  redemption  (clean-up)  call  allows 
the  servicer  to  call  the  deal  when  the 
collateral  pool  is  below  10%  of  the  original 
size. 
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Deutsche  Bank 


All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
different  and  will  depend  on  the  actual  portfolios  selected. 
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Footnote  Exhibits  -  Page  0996 


Strictly  private  &  confidential 
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Deals  with  multiple  collateral  groups:  Y-structure 


A  deal  may  have  more  than  one  group  of 
collateral,  each  supporting  its  own  sets  of 
bonds 

Lower  classes  (or  O/C)  may  receive  cash 
from  entire  pool 

This  structure  enables  the  better 
performing  group  to  aid  the  worse 
performing  one 

Triggers  are  more  complicated 


Class  I-A 
(group  I) 


Class  I-B 
(group  I) 


Class  n-A 
(group  II) 


Class  n-B 
(group  H) 


Class  C  (group  I,  II) 


O/C  (group  I,  II) 
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All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
different  and  will  depend  on  the  actual  portfolios  selected. 
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Footnote  Exhibits  -  Page  0997 
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g  Strictly  private  &  confidential 

|  Available  funds  cap:  definition 

c 

n> 

§  .  H     Maximum  net  WAC  caps  the  coupon  paid  to  bondholders 

in 

"  m     Net  WAC  is  gross  WAC  minus 

-  Servicing  fee 

-  Trustee  fee 

-  Insurance  premium  (if  any) 

-  10  payment  (if  any) 

h     Designed  to  prevent  bonds  from  defaulting  because  interest  mismatch  (as  opposed  to 
collateral  performance) 

h     Capped-out  amount  is  carried  forward  and  may  be  recouped  in  the  next  month 


All  numbers  shown  in  this  presentation  are  indicative  and  are  based  on  a  sample  portfolio.  Actual  numbers  will  be 
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Rajeev 

Mis  ra/DMGGM/DMG 

UK/DeuBa@DBEMEA 


ToGreg 


Footnote  Exhibits  -  Page  0998 


cc 
bcc 


Lippmann/NewYork/DBNAyDeuBa@DBAmericas@DBAMERICA: 


02/24/2007  05:3 1  AM  SubjectRe:  Home  Equity  Risk 


Thanks.   Excellent  summary. 

Sent  from  my  BlackBerry  Handheld. 


From:  Greg  Lippmann 

Sent:  02/23/2007  08:58  PM 

To:  Anshu  Jain 

Cc:  Rajeev  Misra;  Richard  DAlbert;  Alex  Crossman;  Mark  Ferron;  Jonathan  Wills 
Subject:  Home  Equity  Risk 

As  per  our  conversation  yesterday,  here  is  an  update  of  our  Home  Equity  Exposure. 


Trading  Desk 

Net  Short 

BBB 

2004 

754MM 

2005 

1067MM 

2006 

1077MM 

2007 

34.5MM 

Total 

2 . 8  6BB 

BBB- 

Tota. 

443MM    1.2BB 

413MM    1.5BB 

521MM   1.6BB 

83.5MM 

0.17MM 

1.50BB    4. 

.  36BB 

Recent  changes: 

Wednesday:  short  3BB 

Wednesday  to  Thursday  increase:         shorter  by  800MM 
Thurday  to  Friday:  shorter  by  300MM 

Friday  shorter  by  500MM  (we  will  offer  this  to  CDO  group) 

CDO  New  Issue 

Warehouses : 

Total  Notional  3 . 4BB 

2.4BBHome  Equity.  Estimated  Hedge  Ratio  100% 

200MM  Prime  Estimated  Hege  Ratio  20% 

80MM  CMBS  Estimated  Hedge  Ratio   10% 

600MM  ABS  CDOs    200% 

73MM  Other  CDOs   20% 

Internal  Hedges  within  CDO  Warehouse: 

2  65MM  ABS 

134MM  CDO  (2X  hedge  ratio) 

525MM  delta  of  ABS  Hedge 

We  have  lowered  (but  not  eliminated)  the  hedge  ratio  for  deals  in  which  we  are  confident 
of  exectution  for  example  Blackrock  is  roughly  1.2BB  of  the  total  exposure. 

Target  Hedge  Net  of  internal  Shorts  1 .  7BB  iii  total 

Actual  Hedgesl.2BB  (480MM  left  to  do): 

2BB  Super  Senior  with  roughly  33  delta  -  600MM 

4  0MM  Single  Name  CDS 

550MM  ABX 

We  will  do  480MM  more  Single  Name  CDS 


nfidential  Treatment  Requested  by  DBSI 


i  Permanent  Subcommittee  on  Investigations  | 

Wall  Street  &  The  Financial  Crisis 
1  Report  Footnote  #1316 


DBSI  PSI  EMAIL02383117 


Recent  Trades 
2/22  100MM  06-1  BBB-  86.5 
2/22  400MM  06-2  BBB   76.625 
2/23  100MM  06-2  BBB-  66.00 


Footnote  Exhibits  -  Page  0999 


CDO  Unsold  Inventory  Mix  of  Managed  and  Unmanaged  Target  Hedge  280MM  Actual  Hedge  280MM 
AA./A  35MM  hedge  ratio  2.25X 
BBB  50MM  hedge  ratio  3.25X 
BB  17MM  hedge  ratio  4.25X 


Mortgage  Wharehouse  Lines 

Roughly  2.5BB  of  Subprime.  Callable  in  45  days  varying  haricuts,  in  some  cases  to  highly 
rated  counterparties  ( 1 . 6BB  of  total).  We  think  the  200MM  hedge  that  was  put  on  in  the 
last  month  is  sufficient. 

Current  Markets 

07-1  BBB     73-16  -  77-00  (1080/965) 
07-1  BBB-   67-28  -  69-00  (1500/1450) 
06-2  BBB   75-00   -  78-24  (1025/900) 
06-2  BBB-  69-00  -  70-16  (1425/1375) 
06-1  BBB  87-00   -  89-24  (690/575) 
06-1  BBB-  84-00  -  87-00  (950/825) 

Estimated  basis  between  single  names  in  index  and  index  4  pts .  Note  06-1  consists  of  20 
credits  issued  in  2nd  half  2005,  06-2  first  half  06,  07-1  second  half  06. 


Greg  H.  Lippmann 

Managing  Director 

Deutsche  Bank  Securities  Inc. 

3rd  Floor 

60  Wall  Street 

New  York,  New  York  10005 

Phone  (212)  250-7730 

Fax  (212)  797-2201 

Mobile    (917)    fflBBHi 

greg . lippmannddb . com 
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jmilman@bbotgTo:  greglip@bbotg 

cc: 

Subject-  Fwd-  Re-  Fwd:  DB  ABS  CDS  COMMMENTARY:  CDO  OH  BABY! 
11/08/2005  ^g^ 

04:05  PM 

Message  Sent:  11/08/2005  16:05:56 

From-  JMILMAN@BBOTG|JORDAN  MILMAN|DEUTSCHE  BANK  SECURI|1726|328663 

To:  GREGLIP@BBOTG|GREG  LEPPMANN|DEUTSCHE  BANK  SECURI|1726|3  28663 

Original  Msg  from :  IVELIN  DOROVSKI,  DEUTSCHE  BANK  AG  At:  T 1  /  8  1 6:05= 

thanks,  you  guys  are  remarking  the  cds  accordingly,  right? 

Original  Message 

From:  JORDAN  MILMAN,  DEUTSCHE  BANK  SECURI 
At:  11/8  13:45 

—  Original  Msg  from:  ROCKY  KURITA,  DEUTSCHE  BANK  SECURI  At:  1 1/  8  8:0= 

8 

"CDO  Oh  Baby"  by  Vanilla  Ice 

Yo  vip  let's  kick  it! 

C  D  O  oh  baby,  C  D  O  oh  baby 

All  right,  stop,  collaborate  and  listen 

Spreads  are  wide  with  a  technical  invasion 

Home  Eq  Subs  were  trading  so  tightly 

Until  Hedge  Funds  Bot  Protection  daily  and  nightly 

Will  they  stop?  Yo  I  don't  know 

Turn  up  the  Arb  and  let's  go 

To  the  extreme  Macro  Funds  do  damage  like  a  vandal 

Now,  BBBs  are  trading  with  a  new  handle 

Print,  even  if  the  housing  bubble  looms 

There  are  never  ends  to  real  estate  booms 

If  there  is  a  problem,  yo,  we'll  solve  it 

Check  out  the  spreads  while  my  structurer  revolves  it 
C  D  O  oh  baby,  C  D  O  oh  baby 

ABS  CDS  Commentary  1 1/8/05 

We  continued  to  see  wide  prints  in  the  CDS  HEQ  as  Credit  Long  Dealers 

continue  to  hedge/cover  secondary  cash  positions,  whole  loan  packages,  CD= 

O 

equity,  and  synthetic  longs.  Baa2  HEQ  CDS  are  printing  north  of +200  and  - 

Baa3 

HEQ  CDS  are  printing  north  of +325.  When  tabulating  the  total  BWIC  for 

protection(Sellers  of  protection,  which  includes  CDOs  and  Hedge  Funds 
unwinding),  there  will  be  over  $lbln  of  credit  risk  that  will  leave  the  s= 

treet 

this  week  with  focus  on  the  Baa2/Baa3  part  of  the  capital  structure.  We  = 

expect 

spreads  to  stabilize  or  even  tighten  as  a  result.  If  spreads  continue  to  = 
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widen, 

it  will  show  the  depth  of  the  short  in  the  market  and  the  staying  power  o= 

fthe 

Hedge  Fund  and  Dealer  Bid  for  protection.  To  put  the  amount  of  risk  that  = 

needs 

to  be  digested  in  a  different  way,  Slbln  in  Baa2  and  Baa3  HEQ  risk  would  = 

be  the 

equivalent  of  over  $20bln  of  cash  new  issue  tranmsactions  if  the  BBB  stac= 

k  is  5% 

of  the  capital  structure.  If  the  dealer  communtity  can  short  that  risk  a= 

nd  keep 

begging  for  more,  it  would  indicate  the  following: 

A.  Dealers  have  been  on  the  wrong  side  of  this  spread  move  in  much  bigger= 
size 

than  initially  estimated. 

B.  There  are  much  more  hedge  funds  than  we  thought  buying  credit  protecti= 
on  in 

HEQ. 

C.  The  technicals  are  overwhelming.  Fundamentals  are  meaningless  until  sp= 

reads 

move  significantly  wider.  Real  money  accounts  did  not  participate  at  Baa3= 

spreads  of +375  last  year. 

D.  The  Hedge  Funds  are  winning  the  battle  against  the  CDOs 

E.  The  market  is  going  wider. 

Other  trends/observations: 

-Single  A/Baal  HEQ  CDS  Spreads  are  leaking  wider  driven  by  Dealers  that  h= 

ave 

been  lifted  out  of  Baa2  and  Baa3  protection  by  Hedge  Funds.  They  seem  to  = 

be  -  ■_  • 

scrambling  to  buy  anything  to  cover  their  risk.  If  spreads  continue  to  wi- 
den on 
technicals,  the  credit  curve  will  continue  to  steepen  as  Hedge  Funds  will= 

continue  to  focus  on  buying  protection  on  the  more  levered  parts  of  the  c= 

ap 

structure. 

-We  are  seeing  some  Hedge  Funds  unwindind  a  small  %  of  their  short  but  th= 

e 

staying  power  and  the  discipline  of  the  Hedge  Fund  community  to  leave  in  = 

the 

money  trades  on  has  been  surprising.  Many  Hedge  Funds  believe  that  Baa3  H- 

EQ  can 

take  a  principal  loss. 

-Rumors  are  that  CDO  Equity  and  Mez  are  struggling  to  get  done. 

-There  are  no  less  than  20  CDO  transactions  ramping  up  but  spreads  still  = 

widen. 

Dealers  are  taking  on  tremendous  warehouse  risk  amidst  the  tremendous  vol= 

atility 
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and  spread  widening.  If  the  debt  widens,  dealers  could  be  left  holding  a= 

bag  of 

subprime  HEQ  risk  just  like  they  will  be  left  holding  keys  to  homes  that= 

default. 


Recommendations: 

-For  investors  long  protection,  take  some  chips  off  the  table,  particular 

ly  in 

Baa3HEQ. 

-Buy  protection  on  BBB  cards.  Next  shoe  to  drop? 

-Sell  protection  on  Baa2  and  Buy  Protection  on  Baal  HEQ.  The  credit  curve= 

has 

steepened  dramatically  over  the  past  week. 

-Buy  protection  on  MEZ  tranches  of  ABS  CDO  transactions.  Sell  protection  = 

on 

single  names  or  take  down  CDO  Equity. 

-Sell  protection  up  the  cap  structure  in  virtually  all  asset  classes.  We  = 

view 

these  trades  as  funding  trades  more  so  than  credit  trades. 

Deutsche  Bank  ABS  CDS  Axes  1 1/08/05 


Deutsche  Bank  Securities  Inc.  has  prepared  this  report  based  on 
information  it  believes  to  be  accurate  but  does  not  guarantee 
its  accuracy  or  completeness.  ALL  OFFERINGS  ARE  SUBJECT. 
Please  contact  the  desk  at  x7730. 


HEQ  GENERIC  MARKETS. 

CALL  DESK  FOR  TERMSHEET  DETAILS 

NOTION  BOND  AVGL  RATING  BID/OFFER 

10.000  HEQ  5.00  Aaa  +13/+23 

10.000  HEQ  5.00  Aal  +21  Ml 

10.000  HEQ  5.00  Aa2  +29/+49 

10.000  HEQ  5.00  Aa3  +33/+53 

10.000  HEQ  5.00  Al  +511+11 

10.000  HEQ  5.00  A2  +62/+82 

10.000  HEQ  5.00  A3  +67/+87 

10.000  HEQ  5.00  Baal  +155/+195 
10.000  HEQ  5.00  Baa2  +200/+210 
10.000  HEQ  5.00  Baa3  +300/+350 

10.000  HEQ  5.00  Bal  +700/+850 

HEQ  ISSUER  SPECIFIC  MARKETS. 

TO  ASSIGN  A  TRADE,  PROVIDE  COUPON  &  COUNTERPARTY,  THEN  WE  WELL  GIVE  LEVEL= 

S. 

Use  "RMBSPAUG.PDF"  termsheet. 

NOTION  ISSUER  AVGL  RATING  BID/OFFER 
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10.000  ABFC  5.00  Baa2  +200/+230 
10.000  ABSHE  5.00  Baa2  +200/+230 
10.000  ACCR  5.00  Baa2  +210/+240 
10.000  ACE  5.00  Baa2  +200/+230 
10.000  AMSI  5.00  Baa2  +210/+240 
10.000  BSABS  5.00  Baa2  +210/+240 
10.000  CBASS  5.00  Baa2  +190/+220 

10.000  CWL  5.00  Baa2  +208/+238 
10.000  CXHE  5.00  Baa2  +210/+240. 

10.000  ECR  5.00  Baa2  +215/+245 
10.000  FFML  5.00  Baa2  +200/+230 
10.000  FHLT  5.00  Baa2  +205/+235 
10.000  GSAMP  5.00  Baa2  +200/+230 
10.000  HEAT  5.00  Baa2  +200/+230 
10.000  INABS  5.00  Baa2  +210/+240 
10.000  LBMLT  5.00  Baa2 +200/+230 
10.000  MABS  5.00  Baa2  +195/+235 
10.000  MLMI  5.00  Baa2  +200/+230 
10.000  MSAC  5.00  Baa2  +195/+230 
10.000  NCHET  5.00  Baa2  +215/+245 
10.000  NHEL  5.00  Baa2  +210/+240 
10.000  OOMLT  5.00  Baa2  +195/+235 

10.000  PCHLT  5.00  Baa2  +210/+240 

10.000  PPSI  5.00  Baa2  +210/+240 

10.000  RAMP  5.00  Baa2  +200/+230 

10.000  RASC  5.00  Baa2  +200/+230 

10.000  SABR  5.00  Baa2  +200/+230 

10.000  SAIL  5.00  Baa2  +210/+240 

10.000  SAST  5.00  Baa2  +205/+240 

10.000  SVHE  5.00  Baa2  +200/+230 

10.000  WFHET  5.00  Baa2  +190/+220 

10.000  WMC  5.00  Baa2  +190/+220 

NOTION  ISSUER  AVGL  RATING  BID/OFFER 

10.000  ABFC  5.00  Baa3  +305/+345 

10.000  ABSHE  5.00  Baa3  +305/+345 

10.000  ACCR  5.00  Baa3  +315/+345 

10.000  ACE  5.00  Baa3  +295/+350 


10.000  AMSI  5.00  Baa3  +320/+355 
10.000  BSABS  5.00  Baa3  +310/+340 
10.000  CBASS  5.00  Baa3  +285/+335 
10.000  CWL  5.00  Baa3  +300/+330 
10.000  CXHE  5.00  Baa3  +305/+345 
10.000  ECR  5.00  Baa3  +325/+365 
10.000  FFML  5.00  Baa3  +290/+330 
10.000  FHLT  5,00  Baa3  +305/+345 
10.000  GSAMP  5.00  Baa3  +290/+350 
10.000  HEAT  5.00  Baa3  +310/+350 
10.000  INABS  5.00  Baa3  +320/+355 


(; 
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10.000  LBMLT  5.00  Baa3  +310/+350 
10.000  MABS  5.00  Baa3  +300/+350 
10.000  MLMI  5.00  Baa3  +305/+345 
10.000  MS  AC  5.00  Baa3  +300/+350 


10.000  NCHET  5.00  Baa3  +325/+365 
10.000  NHEL  5.00  Baa3  +320/+355 
10.000  OOMLT  5.00  Baa3  +305/+345 
10.000  PCHLT  5.00  Baa3  +320/+355 
10.000  PPSI  5.00  Baa3  +305/+345 
10.000  RAMP  5.00  Baa3  +300/+350 
10.000  RASC  5.00  Baa3  +305/+345 
10.000  SABR  5.00  Baa3  +3 10/+340 
10.000  SAIL  5.00  Baa3  +320/+360 
10.000  SAST  5.00  Baa3  +310/+350 
10.000  SVHE  5.00  Baa3  +310/+350 
10.000  WFHET  5.00  Baa3  +280/+330 
10.000  WMC  5.00  Baa3  +290/+340 


D 


110805cds@.2005-ll-8- 
8.0.31.271249.xl8 


D 

110805cds@,2005-ll-8- 
8.0.35.801977.pdf 


D 

OrgSmtpMsg.eml 
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greglip@bbotgTo:  jmilman@bbotg 

Subject  Re:  DEEP  SUB  CASH  HOMEQ  BW1G  TOMORROW  AT  2PM 
01:46  PM 

Message  Sent:  08/01/2006  14:46:11 

From-  GREGLIP@BBOTqGREGLIPPMANNlDEUTSCHEBA2QK  SECURI|1726|3  28663 

To:  JMTLMAN@BBOTG|JORDAN  MILMAN|DEUTSCHE  BANK  SECURI|1726|3  28663 

who  has  all  this  crap  and  let  me  know  which  ones  to  look  at  looks  like  a  = 

lot  of 

crappy  deals.... 

Original  Message 

From:  JORDAN  MILMAN,  DEUTSCHE  BANK  SECURI 
At:  8/01  14:44:53 

Deal  Tranche  Notional  CUSIP  MDY/S&P/F 

AABST  05-5  B6  1 3 .2000  00764MHR1  NR  /  BB+  /  BB  crap 

AABST  05-5  B7  15.0000  00764MHS9  NR  /  BB  /  NR  crap 

ABSHE  05-HE3  Ml  1  5.0000  04541GRE4  Ba2/ BB  / BB 

ABSHE  05-HE5  Ml  1  4.7770  04541GST0  Ba2/  BB+  /  BB+ 

ACE  05-HE5  B3  15.0890  004421RS4NR/BB  /NRcrap 

FHLT  05-D  B3  7.2480  35729PMS6  NR/ BBB-/NR  crap 

FHLT  05-D  B4  9.8350  35729PMT4  NR  /  BB+  /  NR  crap 

LBMLT  04-4  B  9.9740  542514JF2  NR  /  BB+  /  NR  carp 

LBMLT  04-4  M12  7. 5000  5425 14JE5  NR  /  BBB-/  NR  crap 

LBMLT  05-WL1  Bl  8.0000  542514LS1  Ba2/BB+  /BB  crap 

LBMLT  05-WL1  M10  8.4850  5425 14LW2  Bal/ BB+ /  BBB-  crap 

MMLT  05-1  B2  5.0250  59001FCK5  NR  /  BB  /  NR  crap 

PPSI04-WWF1M11  5.0000  70069FEA1  Bal/ BB+/BB+ crap  -  -     _ 


D 


OrgSmtpMsg.eml 
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GREGLIP@bloomberg.net 


01/05/2007  01:52  PM 


Tochris@mastcapllc.com 
cc 
bcc 
SubjectRE:  mroe  bang  for  the  bucl 


=====Begin  Message===== 
Message#:  140546 

Message  Sent:  01/05/2007  13:52:10 

From:  GREGLIP@bloomberg. net | GREG  LI PPMANNl DEUTSCHE  BANK  SECURI | 1726 | 328663 
, To:  chris@mastcapllc.com|  |  |  | 
Subject:  RE:  mroe  bang  for  the  bucl 

LEAGUE  TABLE,  FEES,  NEVER  HAS  ONE  BLOWN  UP  YET .. BUT  ONE  REASON  THIS  STUFF  IS 
WIDENING  IS  I  THINK  DEALER  HEDGING  WHAREHOUSES  WITH  INDEX 

Original  Message  

From:  Chris  Madison   <chris@mastcapllc . com> 
At:   1/05  13:37:12 

That's  crazy!!!  Why  aren't  the  dealers  pulling  the  plug  on  the  new 
CDO's. . . .hasn' t  this  widening  scared  the  crap  out  of  them  that  the 
counterparties  will  blow-up? 

CBM 

Original  Message 

From:  greglip@bloomberg.net  r mail to : qreqlipQbloomberq . net ] 

Sent:  Friday,  January  05,  2007  1:35  PM 

To:  Chris  Madison 

Subject:.  RE:  mroe  bang  for  the  bucl 

WALL  STREET  FIRMS  DURING  RAMP  UP.  .100%  LEVERAGE ...  NO  MTM  ITS  ALL  DEALER 
RISK 

Original  Message  

From:  Chris  Madison   <chris@mastcapllc. com> 
At:   1/05  13:33:04 

Dumb  question. .. .who  provides  the  leverage  for  the  CDO  dopes  that  are 
levering  up  just  the  BBB  and  BBB-  tranches?   How  much  leverage  are  they 
getting?  And  are  there  any  mark-to-market  tests  that  threaten  the 
solvency  of  the  products? 

CBM 

Original  Message 

From:  greglip@bloomberg.net  fmailto : qreqlipSbloomberq . net ] 

Sent:  Friday,  January  05,  2007  11:37  AM 

To:  Chris  Madison 

Subject:  mroe  bang  for  the  bucl 


This  has  been  prepared  solely  for  informational  purposes.  It  is  not  an 
offer,  recommendation  or  solicitation  to  buy  or  sell,  nor  is  it  an  - 
official  confirmation  of  terms.  It  is  based  on  information  generally 
available  to  the  public  from  sources  believed  to  be  reliable.  No 
representation  is  made  that  it  is  accurate  or  complete  or  that  any 
returns  indicated  will  be  achieved.  Changes  to  assumptions  may  have  a 
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material  impact  on  any  returns  detailed.  Past  performance  is  not 
indicative  of  future  returns.  Price  and  availability  are  subject  to 
change  without  notice.  Additional  information  is  available  upon  request. 


This  has  been  prepared  solely  for  informational  purposes.  It  is  not  an 
offer,  recommendation  or  solicitation  to  buy  or  sell,  nor  is  it  an 
official  confirmation  of  terms.  It  is  based  on  information  generally 
available  to  the  public  from  sources  believed  to  be  reliable.  No 
representation  is  made  that  it  is  accurate  or  complete  or  that  any 
returns  indicated  will  be  achieved.  Changes  to  assumptions  may  have  a 
material  impact  on  any  returns  detailed.  Past  performance  is  not 
indicative  of  future  returns.  Price  and  availability  are  subject  to 
change  without  notice.  Additional  information  is  available  upon  request. 


=End  Message= 
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CDO  Primary  Revenue  Forecast  and  League  Tables 


EUR  mm 


Commentary 


SSSS  ;rJ??i'? 

w^^^|fep^3«g^^ 

^^ISSjlvSii? 

Rank 
1 
2 

4  "" 

5 
6 
7 
8 
6 
10 

Lead  Manager 

MenU  Lynch 
Citigroup 

Bank  of  Amenta 

Bear  Steama 

Wachovia 

Morgan  Stanley 

bds 

JPM 

CS 

Amount  (tMM)     #  Dealt     Shi 
37.634.00              55              1 
28.170.ra              48 
SOWS,*)              1* 
17.356.70             42 
16,672.60              32 
15.383.60              37 
14,718.60              64 
14,660.10              21 
14,246.60              44 
14.015.70              22 

2.6 
9.S 

mm 

S.8 
S.6 

5-2 
J.O 
(.8 
«.8 
1.7 

Total  Eligible  Icsui 

nee                   286,914.80            628 

*   Rampedyp  volume  in 2006;i:e;xpect«i;: 
to'do$es6.d9al*byye«r>nd. 

■  :  Pipeline  for  01  and  O2:2007.building::> 

■  :<3ood  diversity  .of  proe 

• :'  ■    CreditOpportunlty  Funds  and 
long/short,;  relative  value 
structures  showbest  growth 
potential 

■  'Cl.0'6  (US  and  Europe)  remain 
strong 

■  More  deals  done  as  hybrid/synthetic 

■  Start  -CDS  of  ABS 

■  Long/Short  -ABS/Credit 

■  HYSTAR-HYCDS 
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YTD  CDO  Volumes  By  Deal  Type 


#  of  Deals 
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Current  and  Forward  Pipeline  By  Transaction  Type 
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Top  20  CDO  Salespeople  By  Region 
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From:  Krishnamurthy,  Ananth  [ananth@3ainvestors.com] 

Sent:  Thursday,  February  08, 2007  4:05  PM 

To:  Paolo  Pellegrini 

Subject:  RE:  Nice  meeting  you  ... 

I  am  back  from  the  underground. 

Crazy  volatility,  huh? 

I  know  we  are  incredibly  slow  given  the  quick  movements  in  the  market. 

I  have  been  "intensely"  looking  at  manager  selection  on  this. 

I  want  to  confirm  something  with  respect  to  Paulson's  capabilities  based  on  my  conversations  with  you.  The  attached  email 
is  probably  helpful  as  a  context  point. 

Paulson  projects  defaults  and  loan  performance  at  a  LOAN  LEVEL,  using  your  default  model  incorporating  (a)  HPA 
forecasts  for  the  individual  loan's  geography  based  on  metropolitan  area  forecasts  (using  your  own  sources);  and 
(b)  using  loan  characteristics  (all  the  typical  variables  from  Loan  Performance). 

Then  you  aggregate  across  all  the  loans  to  create  pool  cash  flows. 

Then  you  run  this  through  the  ABS  cash-flow  engine  (ie:  intex). 

What  makes  this  hard  is  that  there  is  no  off-the-shelf  way  to  do  this  and  you  had  to  write  the  code  and  the 
plumbing/interfaces. 

This  allows  you  for  example  to  compare  forecasts  for  two  pools  without  using  a  higher  level  of  aggregation.  And  allows  you 
to  compare  tranches  off  two  different  deals  to  examine  sensitivity  to  for  example  specific  variables  at  a  loan  level. 


— Original  Message — 

From:  Paolo  Pellegrini  [mailto:Paolo.Pellegrini@paulsonco.com] 

Sent:  Sunday,  January  14,  2007  4:23  PM  - 

To:  ananth@3ainvestors.com 

Subject:  RE:  Nice  meeting  you  ... 

Ananth- 

The  probability  of  writedown  of  BBB  (not  just  BBB-)  RMBS  bonds  is  bond-specific,  although  some  key  inputs  are  common. 

The  most  important  common  input  is  home  price  appreciation  (HPA)  nationally,  regionally  and  at  the  "metropolitan  area" 
level.  HPA  drives  individual  loan  prepayments,  defaults  and  losses.  Another  common  input  is  interest  rates.  Interest  rates 
may  affect  home  price  appreciation  and  consequently,  though  indirectly,  prepayments,  defaults  and  losses.  If  interest  rates 
result  in  positive  HPA,  they  may  also  affect  prepayments  directly  (refinance  incentive)  and  default  and  losses  indirectly 
(prepaid  loans  don't  default).  If  interest  rates  do  not  result  in  positive  HPA,  their  direct  effect  on  prepayments  and  indirect 
effect  on  defaults  and  losses  is  less  important  (it  is  very  difficult  for  subprime  borrowers  to  refinance  if  their  property  has  not 
appreciated). 

Bond-specific  inputs  fall  into  two  categories:  collateral  characteristics;  and  deal  structure. 

The  most  relevant  collateral  characteristics  at  origination  are  FICO,  combined  loan-to-value  ratio  (including  simultaneous 
second-lien  loans),  level  of  documentation  and  geographic  location  (back  to  HPA).  For  seasoned  collateral,  performance 
after  origination,  in  terms  of  prepayments,  delinquencies,  defaults  and  losses,  provides  additional  insight. 

The  most  relevant  deal  characteristics  are  overcollateralization,  excess  spread,  step-down  triggers  and  interest  rate 

exposure.  We  focus  primarily  on  overcollateralization  and  the  so-called  delinquency  trigger.  Excess  spread  (including  the 

effect  of  unhedged  interest  rate 

exposure)  is  more  important  for  residual  holders  than  for  debt  holders,  given  the  timing  of  realization  of  losses.  Also 

because  of  the  timing  of  realization  of  losses,  the  cumulative  loss  trigger  (the  other  step-down 

trigger)  is  usually  inconsequential. 
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We  evaluate  the  prospects  for  home  price  appreciation  with  the  help  of  our  board  of  advisors.  Not  only  do  we  believe  that 
home  prices  are  overvalued  on  most  measures,  but  we  also  believe  that  the  Federal  Reserve  will  have  to  manage  interest 
rates  in  order  to  restrain  households'  continuing  equity  extraction  from  their  homes  at  the  current  unsustainable  rate  ($400 
billion  annualized  as  of  the  most  recent  quarterly  reading).  Even  though  subprime  borrowers  are  suffering  from  excessive 
leverage  and  debt-service  burden,  mainstream  borrowers  still  have  enormous  leverage  capacity,  predicated  on  arguably 
overvalued  real  estate  holdings.  Increasing  leverage  drives  consumption  and  the  trade  deficit  and  leaves  the  dollar  and  U.S. 
long-term  rates  at  the  mercy  of  foreign  investors'  willingness  to  recycle  export  receipts  into  U.S. 
financial  assets,  a  very  unstable  arrangement. 

It  is  true  that  the  market  is  not  pricing  the  subprime  RMBS  wipeout  scenario.  In  my  opinion  this  situation  is  due  to  the  fact  that 
rating  agencies,  CDO  managers  and  underwriters  have  all  the  incentives  to  keep  the  game  going,  while  "real-money" 
investors  have  neither  the  analytical  tools  nor  the  institutional  framework  to  take  action  before  the  losses  that  one  could 
anticipate  based  the  "news"  available  everywhere  are  actually  realized. 

If  you  want  to  discuss  specific  analyses  of  bond  expected  losses,  we  could  set  up  a  conference  call  for  the  week  of  the 
22nd.  I  will  be  in  Wyoming  but  I  can  do  early  calls  before  I  go  skiing. 

Please  let  me  know. 

Paolo 

— Original  Message — 

From:  Krishnamurthy,  Ananth  [mailto:ananth@3ainvestors.com] 

Sent:  Friday,  January  12, 2007  3:17  PM 

To:  Paolo  Pellegrini 

Subject:  Re:  Nice  meeting  you  ... 

We  can  do  that.  The  core  focus  is  what  the  logical  underpinning  -  very  granularly  -  is  for  a  wipeout  of  the  BBB-.  In  some 
sense  it  doesn't  take  much.  But  how  plausible  is  it.  Clearly  the  market  is  not  pricing  this  scenario.  It  is  looking  for  serial 
downgrades  and  pricing  to  next  event,  ie:  just  spread  widening.  Why  does  this  disconnect  exist? 
Jacob,  for  example,  would  say  -  "the  news  is  everywhere,  why  isn't  this  priced  in  already?" 


— Original  Message — 

From:  "Paolo  Pellegrini"  <Paolo.Pellegrini@paulsonco.com> 

Date:  Fri,  12  Jan  2007  15:11:39 

To:<ananth@3ainvestors.com> 

Subject:  RE:  Nice  meeting  you  ... 

I  am  out  that  week  and  back  in  the  office  on  the  31  st.  Please  let  me  know  if  you  want  to  meet  after  the  31  st.  Thanks. 

— Original  Message — 

From:  Krishnamurthy,  Ananth  [mailto:ananth@3ainvestors.com] 

Sent:  Friday,  January  12,  2007  3:08  PM 

To:  Paolo  Pellegrini 

Subject:  Re:  Nice  meeting  you  ... 

Hi  -  thx  for  getting  back  to  me.  I  am  keen  to  hear  your  thoughts  on  this.  However,  I  am  travelling  next  week.  Can  I  circle  up 
with  you  week  of  22nd? 

Original  Message 

From:  "Paolo  Pellegrini"  <Paolo.Pellegrini@paulsonco.com> 
Date:  Fri,  12  Jan  2007  13:15:21 
To:<ananth@3ainvestors.com> 
Subject:  RE:  Nice  meeting  you  ... 

Ananth- 

Sorry  for  the  delay  responding  to  you.  I  am  available  next  week.  We  have  our  advisory  board  meeting  on  Tue  pm  and  I  will 
be  in  a  better  position  to  address  your  home  price  question  after  that.  If  you  have  anything  specific  that  you  want  me  to  ask 
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of  our  board  please  let  me  know. 

Otherwise,  please  suggest  times  that  work  for  you  on  Thu  (excl.  10-1 1  amO  or  Fri. 

Regards. 

— Original  Message 

From:  Krishnamurthy,  Ananth  [mailto:ananth@3ainvestors.com] 

Sent:  Tuesday,  January  09,  2007  4:12  PM 

To:  Paolo  Pellegrini 

Subject:  RE:  Nice  meeting  you  ... 

Hi  -  have  read  all  the  stuff. 

I  know  market  has  moved  nicely  in  your  favor. 

Kudos! 

Would  still  be  interested  in  continuing  conversation. 

My  core  focus  in  talking  with  you  will  be  on  your  homeprice  deterioration  thesis.  Seems  like  the  market  is  not  pricing  in  a 
washout  of  BBB-s.  Worst  quartjle  of  the  index  still  has  a  500bps  average  spread.  If  it  were  pricing  in  a  wipeout,  it  would  be 
trading  30c  on  the  dollar. 

Let  me  know  when  you  have  some  time  to  speak. 

Thanks 

Ananth 

— Original  Message — 

From:  Paolo  Pellegrini  [mailto:Paolo.Pellegrini@paulsonco.com] 

Sent:  Wednesday,  December  20,  2006  7:22  AM 

To:  ananth@3ainvestors.com 

Subject:  Nice  meeting  you  ... 

Ananth-  . 

I  wish  I  had  learned  of  your  background  and  relationship  with  Jacob  earlier  in  our  conversation  - 1  would  have  been  a  little 
more  specific  in  my  remarks.  ■»■— ^^^^bhb^mmm^hi^m^mb 


I  Redacted  by  the 

Permanent  Subcommittee  on  Investigations 

With  respect  to  Andy's  comments  that  Intex  makes  modeling  errors,  I  would  note  that  he  cites  his  experience  working  on 
busted  manufactured  housing  deals  five  years  back  as  the  basis  for  his  assessment.  I  think  that  Intex  has  come  a  long  way 
in  terms  of  quality  control.  Besides,  as  John  was  saying,  in  this  market  we  can  make  good  trading  decisions  with  our  existing 
analytics.  However,  we  will  hire  more  people  with  relevant  experience  including  somebody  who  could  focus  on  reverse 
engineering  the  Intex  models  as  such  effort  becomes  more  relevant. 

We  have  a  very  good  relationship  with  Intex  and  have  urged  them  to  allow  hosting  of  their  data  by  1 01  Odata  and  made  some 
progress.  Aside  from  being  a  cash  flow  engine,  Intex  is  really  a  database  partly  overlapping  with  LoanPerformance,  partly 
additive  to  LP  with  respect  to  loan  prepayment  terms  including  penalties.  In  the  context  of  analyzing  seasoned  deals,  of 
which  we  do  not  do  much  now  but  will  in  the  future,  cross-checking  monthly  data  between  LP  and  Intex  will  be  valuable. 

As  for  our  research  infrastructure,  I  am  very  happy  with  the  choices  we  have  made.  I  mentioned  that  we  get  loan  data  from 
LoanPerformance,  historical  and  projected  home  price  data  from  FISERV/Economy.com  and  deal  data  from  Intex.  Two 
decisions,  however,  put  us  ahead  of  the  pack. 

The  first  such  decision  was  to  host  LP  and  FISERV  on  1 01  Odata.  The  second  was  to  forgo  integration  of  the 
LoanPerformance  RiskModel  into  our  analytical  platform  and  to  develop  instead  our  proprietary,  and  extremely 
parsimonious,  prepayment,  default  and  severity  model.  The  use  of  101  Odata  enabled  the  second  decision  because  it  made 
possible  to  analyze  historical  data  easily,  quickly  and  with  minimal  initial  setup  time.  Had  we  gone  with  LP  RiskModel  we 
would  be  stuck  with  a  white  elephant  in  the  middle  of  a  very  deep  river.  Even  with  Andrew  Davidson's  more  compact  model, 
it  will  be  a  stretch  to  find  a  processing  platform  that  can  deliver  meningful  results  in  a  reasonable  timeframe  (I  guess 
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10+  parallel  processors  on  PolyPaths). 


I  am  sure  John  explained  our  various  strategies,  including  reverse  inquiry  sponsorship  of  bespoke  CDOs,  both 
fully-capitalized  and  synthetically  tranched.  You  might  be  interested  in  learning  more. 

Please  say  hello  to  Jacob  and  call  me  if  you  want  to  talk  further. 

Best  regards. 


Paolo  M.  Pellegrini 

Vice  President 

Paulson  &  Co.  Inc. 

590  Madison  Avenue,  29th  Floor 

New  York,  NY  10022 

Phone:  (212)  956-4129  (direct) 
(212)956-2221  (main) 
(212)  977-9505  (fax) 


This  e-mail  may  contain  confidential  and/or  privileged  information.  If  you  are  not  the  intended  recipient  or  have  received  this 
e-mail  in  error,  please  notify  the  sender  immediately  and  destroy/delete  this  e-mail.  You  are  hereby  notified  that  any 
unauthorized  copying,  disclosure  or  distribution  of  the  material  in  this  e-mail  is  strictly  prohibited. 

This  communication  is  for  informational  purposes  only.  It  is  not  intended  as  an  offer  or  solicitation  for  the  purchase  or  sale 

of  any  financial  instrument  or  as  an  official  confirmation  of  any  transaction. 

All  information  contained  in  this  communication  is  not  warranted  as  to  completeness  or  accuracy  and  is  subject  to  change 

without  notice.  Any  comments  or  statements  made  in  this  communication  do  not  necessarily  reflect  those  of  Paulson  &  Co. 

Inc. 


FOIA  Confidential  Treatment  Requested  by  Paulson  &  Co.  PAULSON -ABAC  US  0234462 


Footnote  Exhibits  -  Page  1018 


Richard  R 
Kbn/NewYork/DBNA/DeuBa@DBAMERICAS 

06/14/2007  09:22  AM 


ToGTeg 

Lippmann/NewYork/DBNA/DeuBa@DBAMERICAS@DEUBAINT 
ccmichael.herzig@db.com 
bcc 
SubjectKleros  8 


This   along  with  our   remaining  held   inventory   if  we  can't   sell    away  we   repack 

into  a   CD0A2  balance   sheet   dump  later  this   summer 

Worst   case  we  hold   it  but   it   is   probably  the   lesser  of  two  evils    (the  greater 

evil   being   our   held   START  position) 

Same   thing   on   the  Libertas  bond 


Greg 

Lippmann/NewYork/D 
BNA/ DeuBa  @  DBAMERIC 
AS 

06/14/2007  09:20 
AM 


To 
Richard  R 

Kim/NewYork/DBNA/DeuBa@DBAMERICAS@DEU 
BAINT 

cc 
michael . herzig@db. com 

Subject 
Re:  Kleros  8 (Document  link:  Richard  R 
Kim) 


ok  and  then  what  to  you  do  with  theirs? 


Greg  H.  Lippmann 

Managing  Director 

Deutsche  Bank  Securities  Inc. 

3rd  Floor 

60  Wall  Street 

New  York,  New  York  10005 

Phone  (212)  250-7730 

Fax  (212)  797-2201 

Mobile    Ol'HJBmMI 

greg. lippmann @db. com 


Redacted  by  the  Permanent 
Subcommittee  on  Investigate 
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Greg 

Lippmann/NewYork/DBNA/DeuBa@DBA  MERICAS 

12/04/2006  12:58  PM 


ToKent 

Baum/SanFrancisco/DBNA/DeuBa@DBAmericas 
cc 
bcc 
SubjectRe:  Losers 


the  abs  are  all  in  cdos...who  owns  the  cdos,  aaa  (sliced  of  bbb  abs)  insurance  company  and  german 

and  asian  banks aa,  european  and  asian  banks  and  high  grade  cdos  (can  you  say  ponzi  scheme)  bbb 

more  of  the  same  and  mezz  cdos  (every  mezz  cdo  has  5-15%  other  mezz  cdos)  equity  hedge  funds  and 
insurance  companies  in  asia 


Greg  H.  Lippmann 

Managing  Director 

Deutsche  Bank  Securities  Inc. 

3rd  Floor 

60  Wall  Street 

New  York,  New  York  10005 

Phone  (212)  250-7730 

Fax  (212)  797-2201 

Mobile  (911)|^BM| 

greg . lippmann@db . com 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Kent 
Baum/SanFrancisco/DBNA/DeuBa 


12/04/2006  12:41 


PM 


To 
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Greg:  So  who  in  the  public  market  owns  all  of  these  ABS  securities  that  beginning  to  lose  value? 
Kent 


Kent  T .  Baum 

Client  Advisor 

Managing  Director 

Deutsche  Bank  Alex.  Brown 

A  division  of  Deutsche  Bank  Securities  Inc. 

101  California  Street,  Ste.  4600 

San  Francisco,  CA  94111 

kent . baumSdb. com 

Tel:  415-617-2806 

Fax:  415-617-4270 

Toll  Free:  1-800-334-2640,  Ext.  2806 
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GREGLIP@bloomberg.net  ToWITTFAB.LNDB@bloomberg.net 

cc 
02/27/2007  06:56  AM  bcc 

SubjectRe:  Fwd:  WSJ  CI:  Subprime  Game's  Reckoning  Day  Risky 
Lendding 


=====Begin  Message===== 

Message# :  104008 

Message  Sent:  02/27/2007  06:56:53 

From:  GREGLIP@bloomberg.net | GREG  LIPPMANN | DEUTSCHE  BANK  SECURI 1 1726 | 328663 

To:  WITTFAB. LNDB@bloomberg.net  I FABRI ZIO  WITTENBURG | DEUTSCHE  BANK  AG,  LO | 1726 | 644694 

Subject:  Re:  Fwd:  WSJ  CI:  Subprime  Game's  Reckoning  DayRisky  Lendding 

the  other  side  is  all  cdos . . so  it  is  the  cdo  investors  who  r  on  the  other  side 
who  buys  cdos:  aaa  -  reinsurance,  ws  conduits,  european  and  asian  banks,  aa  - 
high  grade  cdos,  europoean  and  asian  banks  and  insurers . .some  us  insurers,  bbb  - 

ohter  mezz  abs  cdos  (i.e.  ponzi  scheme),  european  banks  and  insurers,  equity 
some  us  hedge  funds,  asian  insurance  companies,  australian  and  Japanese  retail 
investors  through  mutual  funds 

Original  Message  

From:  FABRIZIO  WITTENBURG,  DEUTSCHE  BANK  AG,  LO 
At:   2/27   6:41:43 

greg,  have  been  sharing  your  update  yday  with  the  european  and  asian  desks 
here. ...  they1 re  v  interested. .. .my  question  is,  who  is  on  the  other  side  of  the 
trade  --  you  mentioned  reinsurance  companies  (bermuda,  european?)  and  hedge 
funds  (fixed  income,  macro?) . . . .is  much  of  the  risk  at  banks 
(commerical/investment  bank?) ....  great  work!  fabrizio 

Original  Message  

From:  GREG  LIPPMANN,  DEUTSCHE  BANK  SECURI 
At:   2/27  11:37:45 

Original  Message  

From:  GREG  LIPPMANN,  DEUTSCHE  BANK  SECURI 
At:   2/27   6:37:36 


http://online.wsi.com/article  print/SB117254449192920225.html 

"Subprime  Game's  Reckoning  Day 

Risky  Lending  Fallout 

Threatens  to  Spread; 

Uncertain  ARM  Strength 

By  KAREN  RICHARDSON  and  GREGORY  ZUCKERMAN 

February  27,  2007;  Page  CI 

The  worst  may  be  yet  to  come  for  mortgage  lenders.  And  that  could  add  to 
investor  nervousness. 

Shares  of  companies  that  specialize  in  lending  to  riskier  borrowers  or  offer 
unconventional  loans  have  tumbled  because  of  concerns  over  how  rapidly  these 
mortgages  are  going  sour. 

If  these  so-called  subprime  borrowers  continue  to  have  problems  paying  their 
debts,  the  lenders  that  target  them  likely  will  have  to  boost  how  much  money 
they  set  aside  for  bad  loans,  cutting  into  their  bottom  lines.. That  could  mean 
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even  lower  stock  prices. 


There  also  is  a  concern  that  if  the  real-estate  market  remains  cool,  some 
borrowers  with  better  credit  histories  might  also  begin  struggling  to  make 
payments  on  certain  popular,  but  unorthodox,  mortgages.  These  types  of  loans 
allow  borrowers  to  skip  monthly  payments,  carry  low  short-term  teaser  rates  or 
don't  require  detailed  financial  documentation.  If  that  happens,  companies  such 
as  BankUnited  Financial  Corp.  and  Countrywide  Financial  Corp.  could  suffer. 

When  a  company  keeps  its  reserve  low,  it  makes  its  earnings  look  better  because 
it  continues  to  increase  its  assets  from  loans  it  originates  and  sells  off.  That 
holds  down  expenses. 

But  when  a  company  beefs  up  those  reserves  and  the  change  hits  its  earnings, 
that  can  impair  its  ability  to  borrow  the  short-term  funds  needed  to  write  new 
mortgages.  Lenders  need  to  set  aside  reserves  to  cover  any  possible  losses  when 
borrowers  fail  to  make  payments. 

Subprime-mortgage  lenders  generally  sell  most  of  their  loans  to  investors,  but 
many  keep  some  loans  as  investments.  These  portfolios  have  grown  as  the  number 
of  new  mortgages  has  risen. 

New  Century  Financial  Corp.  and  NovaStar  Financial  Inc.  hold  billions  of  dollars 
of  loans  for  investment.  While  they  have  been  increasing  their  loan-loss 
provisions,  delinquencies  have  been  coming  faster  than  anticipated. 

NovaStar' s  reserves  were  1.05%  of  its  $2.1  billion  in  loans  held  for  investment 
in  the  fourth  quarter,  up  from  0.75%  in  the  third  quarter,  but  still  ranked 
among  the  lowest  in  the  industry,  according  to  Zach  Gast,  an  analyst  at  the 
Center  for  Financial  Research  and  Analysis.  New  Century's  ratio  was  1.4%  as  of 
the  third  quarter.  CFRA  doesn't  assign  ratings  on  stock's. 

Scott  Hartman,  chief  executive  of  NovaStar,  says  the  lender  made  a  "substantial 
increase  to  our  loan-loss  reserve"  in  the  past  quarter,  and  that  about  half  of 
those  loans  "tend  .to  be  of  higher  quality  and  generally  performing  very  well." 

New  Century,  which  has  said  it  will  restate  earnings  for  the. first  three 
quarters  of  2006  to  correct  accounting  errors  regarding  repurchased  loans, 
declined  to  comment. 

Subprime-mortgage  lenders  are  likely  to  start  reporting  significant  shortfalls 
in  their  loss  reserves  "as  soon  as  the  next  several  quarters, "  predicts  David 
Honold,  an  analyst  at  Turner  Investment  Partners,  which  manages  $23  billion  and 
has  avoided  shares  of  subprime  lenders.  That  is  partly  because  some  of  the 
lenders  could  place  into  their  investment-loan  portfolio  some  poorly  performing 
mortgages  that  they  have  bought  back  under  terms  of  their  sale  agreement.  That 
would  require  them  to  boost  loan-loss  reserves. 

Subprime  lenders  already  have  seen  their  shares  tumble  —  NovaStar  is  off  50% 
and  New  Century  is  down  12%  in  the  past  10  days  —  and  they  could  fall  further 
if  their  credit-lines  dry  up  because  of  poor  loan-loss  provisioning.  NovaStar 
shares  are  trading  at  about  12  times  estimated  per-share  earnings,  but  that 
valuation  is  likely  to  change  as  analysts  adjust  their  projections  to  account 
for  the  company's  steep  fourth-quarter  loss  and  poor  earnings  outlook.  New 
Century  shares  also  are  trading  at  about  12  times  estimated  earnings  for  2007. 

Some  investors  urge  caution  about  lenders  that  cater  to  borrowers  with  better 
credit  but  focus  on  mortgages  that  may  suffer  if  weakness  in  housing  continues, 
such  as  option  adjustable-rate  mortgages,  or  ARMS.  These  loans  give  borrowers 
multiple  payment  options,  including  a  minimum  payment  that  might  not  cover  all 
of  the  monthly  interest  cost.  The  remainder  of  the  interest  payment  is  tacked 
onto  the  outstanding  balance,  causing  it  to  rise. 
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About  59%  of  BankUnited's  approximately  $11.5  billion  loan  portfolio  is  made  up 
of  these  loans  and  the  bank  is  making  more  of  them  as  it  expands. 

Countrywide  has  been  cutting  back  on  pay-option  mortgages,  funding  just  $2.7 
billion  in  January  out  of  a  total  $37  billion  in  new  mortgages,  still,  it  has 
"significant  exposure"  to  these  risky  loans,  CFRA's  Mr.  Gast  says.  Countrywide 
declined  to  comment. 

BankUnited  acknowledges  that  borrowers  are  paying  less  of  their  monthly  interest 
payments  as  interest  rates  have  moved  higher,  and  about  50%  of  the  bank's  loans 
have  been  made  to  residents  of  Florida,  a  weak  real-estate  market.  And  since 
BankUnited  keeps  about  70%  of  these  loans  in  its  own  portfolio,  if  the  borrowers 
run  into  problems  it  could  hurt  the  company's  earnings. 

BankUnited  shares,  which  fell  83  cents,  or  3.2%,  to  $25.06  in  4  p.m.  composite 
trading  yesterday  on  the  Nasdaq  Stock  Market,  are  trading  at  almost  nine  times 
its  expected  per-share  earnings  over  the  next  year. 

Under  accounting  rules,  BankUnited  counts  the  unpaid  interest  payments  as 
revenue,  however.  So  if  a  borrower  pays  the  contractual  minimum  of  $500  a  month, 
rather  than  the  $1,000  interest-only  amount,  the  bank  can  count  the  remaining 
$500  as  revenue.  That  is  because  it  is  assumed  it  will  be  repaid  down  the  road. 
This  revenue  is  a  rising  slice  of  its  earnings,  according  to  an  analysis  by 
Keefe,  Bruyette  &  Woods. 

Humberto  Lopez,  BankUnited's  chief  financial  officer,  says  the  bank  focuses  on 
borrowers  with  high  credit  scores  who  generally  put  down  at  least  20%  of  the 
purchase  price  on  a  home.  "Our  borrowers  have  the  financial  wherewithal,  and 
they've  earned  the  right  to  have  options  of  payments,"  Mr.  Lopez  says.  "We 
haven't  seen  any  weakness  in  their  ability  to  pay." 


This  e-mail  may_  contain  confidential  and/or  privileged  information.  If  you 
are  not  the  intended  recipient  (or  have  received  this  e-mail  in  error) 
please  notify  the  sender  immediately  and  destroy  this  e-mail.  Any 
unauthorized  copying,  disclosure  or  distribution  of  the  material  in  this 
e-mail  is  strictly  forbidden. 
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"GREG  LIPPMANN,  ToMichael  Lamont/NewYork/DBNA/DeuBa@DBAmericas 

DEUTSCHE  BANK  cc 

SECURI"  bcc 

<greglip@bloomberg.net>  SubjectRe:  Fwd:  how  is  the  cdo  machine  doing  these  days?  can  u  sti 

Sent  by: 
greglip@bloomberg.net 


02/20/2007  01:33  PM 


thanks  for  the  update ...  going  to  get  a  lot  bumpier  very  soon, 
finkel  deal  out  the  door... 

Original  Message  

From:  Michael  Lamont   <michael . lamont@db.com> 
At:   2/20  13:30:22 


.lets  get  the 


Good  color  I  am  out  w  a  fever  back  tomorrow 

After  reflection  I  think  the  biggest  issue  for  dealers  are  the  cdo2.   For  the 
giant  magnetar  rmbs  cdo  deals  the  situation  isn't  great,  but  the  aa/aaa/ss 
probably  clear  at  a  level,  and  the  dealer  can  play  games  w  the  SS —  sell  junior 
piece,  keep  60-top,  mark  not  observable,  dealer  takes  down  bbb  and  a,  sticks 
equity  to  hedge  fund  like  magnetar  at  equity  floor,  maybe  loses  5-15  after  fees. 

The  bbb/a  cdo2  backed  by  mid/late  2006  vintage  are  the  lose  your  job  problem  I 
think,  not  sure  how  any  deals  will  clear.   And  for  hi  grade  abs  cdos.    ML  did 
26bln  of  hi  grade  last  year,  25-35%  cdo  mostly  aa  some  a.   Say  conservatively 
they  have  lObln  in  ramp  up  so  3  bin  of  a/aa  cdo,  if  the  mkt  starts  to  price 
their  hi  grade  like  cdo2  in  addition  to  their  cdo2  ramping  of  bbb/a  (lbln?2bln? 
ramped)  they  will  have  an  even  worse  problem.  Same  problem  at  citi — I  think  they 
are  relatively  ok  on  mezz  abs  risk  but  not  on  cdo2. 

Calyon  pulled  out  of  ralph  choffee  mezz  deal,  won't  do  SS,  we  were  next  in  line, 
ralph  now  coming  to  us.   Calyon  are  rumored  to  have  12bln  of  risk  on  their  lines 

At  the  same  time  cifg  and  mbia  still  writing  tickets  (mbia  did  a  magnetar  type 
deal  last  week,  structural  change  to)  get  them  in  was  oc  test  in  principal 
waterfall  not  interest  waterfall. 
Sent  from  my  Blackberry  Wireless 


Mr.  Michael  Lamont 
Managing  Director  , 
Deutsche  Bank  Securities  Inc. 
60  Wall  Street,  19th  Floor 
New  York,  NY,  USA 
Telephone:  +1 (212)250-8708 
Mobile:  +1  917-flflBHB 
E-Mail:  michael.lamont@db.com 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 
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From:  "GREG  LIPPMANN,  DEUTSCHE  BANK  SECURI"  [greglip@bloomberg.net] 

Sent:  02/20/2007  01:04  PM 

To:  undisclosed-recipients:; 

Subject:  Fwd:  how  is  the  cdo  machine  doing  these  days?   can  u  still  plac 
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Original  Message  

From:  DAVID  HOMAN,  MOORE  CAPITAL  MANAGE 
At:  2/20/2007  11:20 

how  is  the  cdo  machine  doing  these  days?   can  u  still  place  cdo 

paper?  are  they  still  ramping  in  this  environment? 

Reply: 

GETTING  SLOWER  BUT  NOT  DEAD  YET. . .2-5  RAMPING  A  DAY  INSTEAD  OF 

10-15. . .HEARING  OF  MANY  INVESTORS  IN  ASIA  ESPECALLY  SHUTTING  DOW 

N  POST  HSBC  NEWS  BUT  THE  WINDOW  IS  NOT  COMPLETELY  SHUT  YET  (THEY 

MAY  BE  DEALS  THAT  WERE  LARGELY  RAMPED  THAT  R  JUST  FINISHING..) 
Reply: 

i  hear  rumors  that  ML,  BS,  GS,  C  have  asked  CDOs  less  than  50% 
ramped  to  basically  stop  ramping.   Have  you  heard  anything 
along  these  lines?   What,  are  the  implications  for  mkt  if  this 
is  true? 

This  has  been  prepared  solely  for  informational  purposes.  It  is  not  an  offer, 
recommendation  or  solicitation  to  buy  or  sell,  nor  is  it  an  official 
confirmation  of  terms.  It  is  based  on  information  generally  available  to  the 
public  from  sources  believed  to  be  reliable.  No  representation  is  made  that  it 
is  accurate  or  complete  or  that  any  returns  indicated  will  be  achieved.  Changes 
to  assumptions  may  have  a  material  impact  on  any  returns  detailed.  Past 
performance  is  not  indicative  of  future  returns.  Price  and  availability  are 
subject  to  change  without  notice.  Additional  information  is  available  upon 
request. 


This  e-mail  may  contain  confidential  and/or  privileged  information.  If  you 
are  not  the  intended  recipient  (or  have  received  this  e-mail  in  error) 
please  notify  the  sender  immediately  and  destroy  this  e-mail.  Any 
unauthorized  copying,  disclosure  or  distribution  of  the  material  in  this 
e-mail  is  strictly  forbidden. 


This  has  been  prepared  solely  for  informational  purposes.  It  is  not  an  offer, 
recommendation  or  solicitation  to  buy  or  sell,  nor  is  it  an  official  confirmation  of 
terms.  It  is  based  on  information  generally  available  to  the  public  from  sources 
believed  to  be  reliable.  No  representation  is  made  that  it  is  accurate  or  complete  or 
that  any  returns  indicated  will  be  achieved.  Changes  to  assumptions  may  have  a  material 
impact  on  any  returns  detailed.  Past  performance  is  not  indicative  of  future  returns. 
Price  and  availability  are  subject  to  change  without  notice.  Additional  information  is 
available  upon  request. 


Confidential  Treatment  Requested  by  DBSI  DBSI_PSI_EMAIL02006854 


Footnote  Exhibits  -  Page  1027 


Abhayad 

Kam  at/NewYork/DBNA/DeuBa@DBA  MERICAS 

02/21/2007  09.08  PM 


ToMichael  Lamont/NewYork/DBNA/DeuBa, 

michael.her2ig@db.com,  anthony.pawlowski@db.com, 

DincaR 
Bogza/NcwYork/DBNA/DeuBa@DBNA@DEUBAINT 

cc 
bcc 
SubjectFw:  **  UPDATE  $[1.1]BLN  GEMSTONE  VD  ** 
REVISED  TALK  *• 


double  digit   PCs    for  BBBs? 

i   guess  my  original   offer  of   300   on   single-As   and   600   on  triple-Bs   is   too  low. . .   what   can  we   offer? 

i  would  like  these  guys  to  push  Asia  sales  on  this . . . ,  but  also  as  Ilinca  said,  the  question  arises 
why  weren't  they  working  on  this  thus  far?  the  feedback  they  gave  Ilinca  is  that  all  warehouses  are 
shut   down . . . 

Forwarded  by  Abhayad  Kamat/NewYork/DBNA/DeuBa   on   02/21/2007    09:00   PM   


Sheree 
Ma/db/dbcom@DBAPAC 


02/21/2007    08:59 


PM 


To 


Abhayad 
Kamat/NewYork/DBNA/DeuBa@DBAMERICAS 
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Anirban  Lahiri/SP/DBAsia/DeuBa@DBAPAC,  Ilinca  R  Bogza/NewYork/DBNA/DeuBa@DBNA,  Ryan 
Lee /db /dbcom@DBAPAC 


Subject 


Re:  Fw:  **  UPDATE  $[1.1]BLN  GEMSTONE  VII  **  REVISED  TALK  ** (Document  link:  Abhayad 
Kamat) 
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Hi, 


Any  special  PC  arrangements  for  these  bonds  pis??  Coz  we  are  also  pushing  sales  on  Wharton  BBB  which 
is  at  similar  pricing  (  flex  available)  and  paying  double  digits  PC... 


Thanks 
Sheree 

Sheree  Ma 
Deutsche  Bank  AG 

Hong  Kong:  +852  2203  8521 
Mobile:  +4H         V 
Email:  sheree.ma@db.com 


E"  Redacted  by  the  Permanent        | 
Subcommittee  on  Investigations  I 
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02/21/2007    04:17 


PM 


To 


Anirban  Lahiri/SP/DBAsia/DeuBa@DBAPAC,  Sheree 
Ma/db/dbcom@DBAPAC 


Ilinca  R 
Bogza/NewYork/DBNA/DeuBa@DBNA@DEUBAINT 


Fw:  **  UPDATE  $[1.1]BLN  GEMSTONE  VII  **  REVISED  TALK 


Subject 


Confidential  Treatment  Requested  by  Deutsche  Bank 


DBSI  PSI  EMAIL04056329 


Footnote  Exhibits  -  Page  1031 


here's  the  mktg  book,  thanks. 

[attachment  "Gemstone  VII  Debt  Book  02.08.07  FINAL.pdf  deleted  by  Sheree  Ma/db/dbcom] 

Forwarded  by  Abhayad  Kamat/NewYork/DBNA/DeuBa  on  02/21/2007  11:15  AM  
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AM 


To 


Anirban  Lahiri/SP/DBAsia/DeuBa,  Sheree 


Ma 


Ilinca   R 
Bogza/NewYork/DBNA/DeuBa@DBNA@DEUBAINT 
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Subject 


Fw:  **  UPDATE  S[1.1]BLN  GEMSTONE  VII  **  REVISED  TALK 
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Guys, 

we  need  help  on  selling  the  As  and  BBBs  in  the  Gemstone  CDO  7  transaction  —  we  have  nearly  50% 
unsold  on  both  tranches  in  the  transaction.  We  have  widened  talk  to  265  on  the  As  and  to  500  on  the 
BBBs  -  see  Ilinca's  email  below. 

-  i  am  also  fwding  you  the  latest  HBK  mktg  book. 

-  any  help  from  you  on  the  As,  BBBs  and  senior  AAAs  would  be  appreciated. 

-  on  the  senior  AAAs,  we  are  flexible  to  work  with  accounts  at  different  subordination  points  and 
spread  targets. 

Here  is  a  quick  summary  of  the  transaction  and  manager: 

-  this  is  HBK's  eight  CDO 

-  2  year  short  revolving  period  —  can  revolve  in  investment  grade  assets  only 

-  27%  below  IG  bucket  (BBs)  but  amortizations  on  this  bucket  are  used  to  pay  down  notes  —  no 
reinvestment  in  below  IG  bucket 

-  HBK  retains  entire  BB  and  Equity,  similar  to  what  they  have  done  in  all  their  prior  deals.  HBK 
views  their  CDOs  as  financing  trades,  where  they  retain  the  equity  and  use  the  CDO  to  get  levered 
returns . 

-  the  27%  BB  bucket  is  standard  in  their  deals  —  these  are  very  similar  to  the  C-BASS  deals  in  the 
market. .  . 

-  HBK's  loan  level  analysis  of  RMBS  pools  is  highly  regarded  in  the  market.  HBK  helps  structure  ~55% 
of  the  underlying  RMBS  in  this  transaction  and  retains  the  residual  piece  on  those  also. 

-  this  CDO  has  pure  sequential  structure  with  OC  and  IC  tests  —  as  opposed  to  most  deals  in  the 
market  which  have  pro-rata  structure  _  _ 

-  the  BBB  tranche  has  a  turbo  mechanic  that' helps" it  to  pay  down  faster. 

Are  there  any  accounts  that  might  be  interested  in  this,  given  the  good  manager  name,  good  alignment 
of  interest  with  investors,  sequential  paydown  structure,  OC/IC  tests,  BBB  turbo  and  wider  price 
talk?  any  help  appreciated. 

thanks, 
Abhayad 


Abhayad  Kamat 

Global  CDO  Group 

Deutsche  Bank  Securities  Inc. 

60  Wall  Street,  19th  Floor, 

New  York,  NY  10005-2858 

(212)  250-0526  work 

(317)  MBHBI  cell 

(732)    578-2890    fax 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Forwarded  by  Abhayad  Kamat /NewYork/DBNA/DeuBa  on  02/21/2007  10:39  AM 


"ILINCA  BOGZA,  DEUTSCHE  BANK  SECURI" 
<ibogza@bloomberg.net> 


Confidential  Treatment  Requested  by  Deutsche  Bank 


DBSI  PSI  EMAIL04056333 


Sent  by: 
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**  UPDATE  ?[1.1]BLN  GEMSTONE  VII  **  REVISED  TALK 
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**  UPDATE  GEMSTONE  CDO  7,  A  $[1.1]BLN  MEZZANINE  ABS  CDO  MANAGED  BY  HBK 


**   EXPECTED  PRICING  FEB 

[21ST]  . 

CLASS 

RATING  (M/S) 

SIZE  (MM) 

SIZE(%) 

WAL(YR) 

PRICE  TALK 

IOI 

A-l 

Aaa/AAA 

[716.0] 

[65.0] 

[3.2] 

*  CALL  DESK  * 



A- 2 

Aaa/AAA 

[87.0] 

[7.9] 

[5.3] 

*  NOT  OFFERED  * 



B 

Aa2/AA 

[96.9] 

[8.8] 

[6.0] 

L+  [0. 62%  AREA] 

90% 

C 

A2/A 

[68.3] 

[6.2] 

[6.3] 

L+  [2. 65%  AREA] 

75% 

D 

Baa2/BBB 

[55.1] 

[5.0] 

[5.7] 

L+  [5.00%'  AREA] 

75% 

E 

Bal/BB+ 

[18.7] 

[1.7] 

[6.3] 

*  CALL  DESK  * 

. 

SUB 

[59.5] 

[5.4] 

This  has  been  prepared  solely  for  informational  purposes.  It  is  not  an  offer,  recommendation  or 
solicitation  to  buy  or  sell,  nor  is  it  an  official  confirmation  of  terms.  It  is  based  on  information 
generally  available  to  the  public  from  sources  believed  to  be  reliable.  No  representation  is  made 
that  it  is  accurate  or  complete  or  that  any  returns  indicated  will  be  achieved.  Changes  to 
assumptions  may  have  a  material  impact  on  any  returns  detailed.  Past  performance  is  not  indicative 
of  future,  returns .  Price  and  availability  are  subject  to  change  without  notice.  Additional 
information  is  available  upon  request. 
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IMPORTANT  NOTICE 

Attached  please  find  an  electronic  copy  of  the  Offering  Circular  (the  "Offering  Circular"),  dated  March 
15,  2007  relating  to  the  offering  of  certain  notes  (the  "Notes")  of  GEMSTONE  CDO  VII  LTD.  (the 
"Issuer")  and  GEMSTONE  CDO  VII  CORP.  (the  "Co^ssuer"  and  together  with  the  Issuer,  the  "Issuers"). 

The  Offering  Circular  is  highly  confidential  and  does  not  constitute  an  offer  to  any  person,  other  than  the 
recipient,  or  to  the  public  generally  to  subscribe  for  or  otherwise  acquire  any  of  the  securities  described 
therein. 

Distribution  of  this  electronic  transmission  of  the  Offering  Circular  to  any  person  other  than  (a)  the  person 
receiving  this  electronic  transmission  from  Deutsche  Bank  Securities  Inc.  as  Initial  Purchaser  on  behalf  of 
the  Issuers,  and  (b)  any  person  retained  to  advise  the  person  receiving  this  electronic  transmission  with 
respect  to  the  offering  contemplated  by  the  Offering  Circular  (each,  an  "Authorized  Recipient")  is 
unauthorized.  Any  photocopying,  disclosure  or  alteration  of  the  contents  of  the  Offering  Circular,  and  any 
forwarding  of  a  copy  of  the  Offering  Circular  or  any  portion  thereof  by  electronic  mail  or  any  other  means 
to  any  person  other  than  an  Authorized  Recipient,  is  prohibited.  By  accepting  delivery  of  this  Offering 
Circular,  each  recipient  hereof  agrees  to  the  foregoing. 
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Gemstone  CDO  VII  Ltd. 

Gemstone  CDO  VII  Corp. 

U.S.$244,000,000  Class  A-1a  Floating  Rate  Notes  Due  December  2045 

U.S.$400,000,000  Class  A-1b  Floating  Rate  Notes  Due  December  2045 

U.S.$1 59,000,000  Class  A-2  Floating  Rate  Notes  Due  December  2045 

U.S.$96,900,000  Class  B  Floating  Rate  Notes  Due  December  2045 

U.S.$68,300,000  Class  C  Floating  Rate  Deferrable  Interest  Notes  Due  December  2045 

U.S.$55,100,000  Class  D  Floating  Rate  Deferrable  Interest  Notes  Due  December  2045 

U.S.$18,700,000  Class  E  Floating  Rate  Deferrable  Interest  Notes  Due  December  2045 

U.S.$59,500,000  Preference  Shares 

Secured  by  a  Portfolio  of  Asset-Backed  Securities 

Gemstone  CDO  VII  Ltd.,  an  exempted  company  with  limited  liability  incorporated  under  the  laws  of  the  Cayman  Islands  (the 

"Issuer"),  and  Gemstone  CDO  VII  Corp.,  a  Delaware  corporation  (the  "Co-Issuer*  and,  together  with  the  Issuer,  the  "Issuers"),  will 

issue  U.S.$244,0O0,0O0  Class  A-1a  Floating  Rate  Notes  Due  December  2045  (the  "Class  A-1a  Notes"),  U.S.$400,000,000  Class 

A-1b  Floating  Rate  Notes  Due  December  2045  (the  "Class  A-1b  Notes"  and,  together  with  the  Class  A-1a  Notes,  the  "Class  A-1 

Notes").  U  S.$1 59,000,000  Class  A-2  Floating  Rate  Notes  Due  December  2045  (the  "Class  A-2  Notes")  and,  together  with  the 

Class  A-1  Notes,  the  "Class  A  Notes"),  U.S.$96,900,000  Class  B  Floating  Rate  Notes  Due  December  2045  (the  "Class  B  Notes"), 

U.S.$68,300,000  Class  C  Floating  Rate  Deferrable  Interest  Notes  Due  December  2045  (the  "Class  C  Notes"),  U.S.$55,100,000 

Class  D  Floating  Rate  Deferrable  Interest  Notes  Due  December  2045  (the  "Class  D  Notes")  and  U.S.$1 8,700,000  Class  E  Boating 

Rate  Deferrable  Interest  Notes  Due  December  2045  (the  "Class  E  Notes"  and,  together  with  the  Class  A  Notes,  Class  B  Notes, 

Class  C  Notes  and  Class  D  Notes,  the  "Notes").  The  Notes  will  be  issued  and  secured  pursuant  to  an  Indenture  dated  as  of  March 

15,  2007  (the  "Indenture"),  among  the  Issuer,  the  Co-Issuer  and  Deutsche  Bank  Trust  Company  Americas,  as  trustee  (the 

Trustee").  The  Collateral  securing  the  Notes  will  be  managed  by  HBK  Investments  LP.  (together  with  Its  affiliated  subadvisors,  the 

"Collateral  Manager"),    {continued  on  next  page) 

It  Is  a  condition  to  the  issuance  of  the  Notes  that  the  Class  A-1  Notes  be  rated  "Aaa"  by  Moody's  Investors  Service,  Inc.  ("Moody's") 

and  "AAA"  by  Standard  &  Poor's  Ratings  Services,  a  division  of  The  McGraw-Hill  Companies,  Inc.  ("Standard  &  Poor's"  and, 

together  with  Moody's,  the  "Rating  Agencies"),  that  the  Class  A-2  Notes  be  rated  "Aaa"  by  Moody's  and  "AAA"  by  Standard  & 

Poor's,  that  the  Class  B  Notes  be  rated  at  least  "Aa2"  by  Moody's  and  "AA"  by  Standard  &  Poor's,  that  the  Class  C  Notes  be  rated  at 

least  "A2"  by  Moody's  and  "A"  by  Standard  &  Poor's,  that  the  Class  D  Notes  be  rated  at  least  "Baa2"  by  Moody's  and  "BBB"  by 

Standard  &  Poor's  and  that  the  Class  E  Notes  be  rated  at  least  "Ba1"  by  Moody's  and  "BB+"  by  Standard  &  Poors.  The  Preference 

Shares  will  not  be  rated. 

This  document  constitutes  a  prospectus  under  the  Prospectus  Directive.  The  "Prospectus  Directive"  means  Directive  2003/71/EC 

of  the  European  Parliament  and  of  the  Council  of  4  November  2003  on  the  prospectus  to  be  published  when  securities  are  offered 

to  the  public  or  admitted  to  trading. 

Application  will  be  made  to  the  Irish  Financial  Services  Regulatory  Authority,  as  competent  authority  under  Directive  2003/71/EC,  for 

the  prospectus  to  be  approved.  Application  will  be  made  to  the  Irish  Stock  Exchange  to  admit  the  Notes  to  the  Official  List  and 

trading  on  its  regulated  market.  Such  approval  will  relate  only  to  Notes  which  are  to  be  admitted  to  trading  on  the  regulated  market 

of  the  Irish  Stock  Exchange  or  other  regulated  markets  for  the  purposes  of  Directive  93/22/EEC  or  which  are  to  be  offered  to  the 

public  in  any  Member  State  of  the  European  Economic  Area.  There  can  be  no  assurance  that  such  admission  will  be  granted.  No 

application  will  be  made  to  list  the  Notes  on  any  other  stock  exchange. 

Investing  in  the  Notes  involves  risks.  See  "Risk  Factors"  starting  on  page  26. 

THE  PLEDGED  ASSETS  OF  THE  ISSUER  ARE  THE  SOLE  SOURCE  OF  PAYMENTS  ON  THE  NOTES  AND  THE  PREFERENCE 

SHARES.  THE  NOTES  AND  THE  PREFERENCE  SHARES  DO  NOT  REPRESENT  AN  INTEREST  IN  OR  OBLIGATIONS  OF,  AND 

ARE  NOT  INSURED  OR  GUARANTEED  BY,  THE  TRUSTEE,  THE  COLLATERAL  MANAGER,  DEUTSCHE  BANK  SECURITIES 

INC.  ("DBSI"  OR  THE  "INITIAL  PURCHASER"),  ANY  OF  ITS  AFFILIATES  OR  ANY  OTHER  PERSON  OR  ENTITY. 

THE  NOTES  AND  PREFERENCE  SHARES  HAVE  NOT  BEEN  AND  WILL  NOT  BE  REGISTERED  UNDER  THE  SECURITIES  ACT 

OF  1933,  AS  AMENDED  (THE  "SECURITIES  ACT),  UNDER  APPLICABLE  STATE  SECURITIES  LAWS  OR  UNDER  THE  LAWS 

OF  ANY  OTHER  JURISDICTION.   NEITHER  THE  ISSUER  NOR  THE  CO-ISSUER  IS  OR  WILL  BE  REGISTERED  UNDER  THE 

UNITED  STATES  INVESTMENT  COMPANY  ACT  OF  1940,  AS  AMENDED  (THE  "INVESTMENT  COMPANY  ACT"),  IN  RELIANCE 

UPON  THE  EXCLUSION  PROVIDED  BY  SECTION  3(c)(7)  THEREOF.  THE  NOTES  AND  PREFERENCE  SHARES  ARE  BEING 

OFFERED  (A)  IN  THE  UNITED  STATES  IN  RELIANCE  UPON  AN  EXEMPTION  FROM  THE  REGISTRATION  REQUIREMENTS 

OF  THE  SECURITIES  ACT  (I)  PROVIDED  BY  SECTION  4(2)  THEREOF  TO  A  LIMITED  NUMBER  OF  INSTITUTIONAL 

ACCREDITED  INVESTORS  WITHIN  THE  MEANING  OF  RULE  501(a)(1),  (2),  (3)  or  (7)  UNDER  THE  SECURITIES  ACT,  OR  (ii) 

PURSUANT  TO  RULE  144A  UNDER  THE  SECURITIES  ACT  ("RULE  144A")  TO  "QUALIFIED  INSTITUTIONAL  BUYERS"  (AS 

DEFINED  IN  RULE  144A),  AND  (B)  OUTSIDE  THE  UNITED  STATES  TO  PERSONS  WHO  ARE  NOT  U.S.  PERSONS  (AS 

DEFINED  IN  REGULATION  S)  IN  OFFSHORE  TRANSACTIONS  IN  RELIANCE  ON  REGULATION  S  UNDER  THE  SECURITIES 

ACT  ("REGULATION   S")  AND,   IN   EACH   CASE,   IN  ACCORDANCE   WITH  APPLICABLE   LAWS.      THE   NOTES  AND 

PREFERENCE  SHARES  MAY  NOT  BE  OFFERED  OR  SOLD  WITHIN  THE  UNITED  STATES  OR  TO  OR  FOR  THE  ACCOUNT 

OR  BENEFIT  OF  U  S   PERSONS  EXCEPT  TO  QUALIFIED  PURCHASERS  (WITHIN  THE  MEANING  OF  THE  INVESTMENT 

COMPANY  ACT  AND  THE  RULES  THEREUNDER).    EACH  PURCHASER  OF  NOTES  OR  PREFERENCE  SHARES  WILL  BE 

DEEMED  TO  HAVE  MADE  OR  WILL  BE  REQUIRED  TO  MAKE  CERTAIN  ACKNOWLEDGMENTS,  REPRESENTATIONS  AND 

AGREEMENTS  AS  SET  FORTH  UNDER  TRANSFER  RESTRICTIONS."  A  TRANSFER  OF  NOTES  OR  PREFERENCE  SHARES 

(OR  ANY  INTEREST  THEREIN)  IS  SUBJECT  TO  CERTAIN  RESTRICTIONS  DESCRIBED  HEREIN,  INCLUDING  THAT  NO 

SALE,  PLEDGE,  TRANSFER  OR  EXCHANGE  MAY  BE  MADE  IN  A  DENOMINATION  LESS  THAN  THE  REQUIRED  MINIMUM 

DENOMINATION.  SEE  TRANSFER  RESTRICTIONS." 

The  Notes  are  offered  by  the  Initial  Purchaser  at  varying  prices  determined  in  each  case  at  the  time  of  sale,  subject  to  prior  sale, 

when,  as  and  if  issued,  the  approval  of  certain  legal  matters  by  counsel  and  the  satisfaction  of  certain  other  conditions.  The  Initial 

Purchaser  reserves  the  right  to  withdraw,  cancel  or  modify  such  offer  and  to  reject  orders  in  whole  or  In  part.  It  is  expected  that  the 

Notes  will  be  delivered  on  or  about  March  15,  2007  (the  "Closing  Date")  through  the  facilities  of  The  Depository  Trust  Company 

("DTC"),  Eurocfear  Bank  SA/N.V,  and  Clearstream  Banking,  societe  anonyme,  against  payment  therefor  in  immediately  available 

funds.  The  Preference  Shares  will  be  Initially  placed  by  the  Issuer  to  a  single  investor.  It  is  a  condition  to  the  Issuance  of  each  of 

the  Notes  and  the  Preference  Shares  that  all  of  the  Notes  and  the  Preference  Shares  be  issued  concurrently. 

DEUTSCHE  BANK  SECURITIES  INC. 

The  date  of  this  Offering  Circular  is  March  15,  2007 
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(cover  continued) 

Concurrently  with  the  issuance  of  the  Notes,  the  Issuer  will  issue  59,500  Preference  Shares  pursuant  to 
the  Memorandum  and  Articles  of  Association  of  the  Issuer  (the  "Issuer  Charter")  and  in  accordance  with 
a  Preference  Share  Paying  Agency  Agreement  dated  as  of  March  15,  2007  (the  "Preference  Share 
Paying  Agency  Agreement"),  among  the  Issuer,  Deutsche  Bank  Trust  Company  Americas,  acting 
through  an  affiliate  or  agent  outside  the  United  States  as  preference  share  paying  agent  and  preference 
share  transfer  agent  (in  such  capacities,  the  "Preference  Share  Paying  Agent"  and  the  "Preference 
Share  Transfer  Agent")  and  Deutsche  Bank  (Cayman)  Limited  as  the  share  registrar  (in  such  capacity, 
the  "Share  Registrar"). 

Interest  on  the  Notes  will  be  payable  in  U.S.  dollars  in  arrears  on  each  Payment  Date.  Payments  of 
principal  of  and  interest  on  the  Notes  on  any  Distribution  Date  will  be  made  if  and  to  the  extent  that  funds 
are  available  on  such  Distribution  Date  in  accordance  with  the  Priority  of  Payments  set  forth  herein. 
Distributions  on  the  Preference  Shares  will  be  paid  to  the  extent  funds  are  available  in  accordance  with 
the  Priority  of  Payments.  See  "Description  of  the  Notes — Interest,"  "—Principal"  and  " — Priority  of 
Payments."  The  principal  of  the  Notes  is  payable  on  each  Distribution  Date  and  is  required  to  be  paid  by 
their  applicable  Stated  Maturity,  unless  redeemed  or  repaid  prior  thereto.  See  "Description  of  the  Notes — 
Principal." 

The  Notes  are  subject  to  redemption  under  the  circumstances  described  under  "Description  of  the 
Notes— Mandatory  Redemption,"  "—Auction  Call  Redemption,"  "—Optional  Redemption",  "— Clean-Up 
Call  Redemption"  and  " — Tax  Redemption." 

The  Notes  and  Preference  Shares  offered  by  the  Issuers  in  the  United  States  will  be  offered  in  reliance  on 
an  exemption  from  the  registration  requirements  of  the  Securities  Act  and  will  be  represented  by  one  or 
more  global  notes  ("Restricted  Global  Notes")  in  fully  registered  form  without  interest  coupons  attached, 
deposited  with,  and  registered  in  the  name  of,  DTC  (or  its  nominee).  The  Notes  offered  by  the  Issuers 
outside  the  United  States  will  be  offered  in  reliance  upon  Regulation  S  under  the  Securities  Act  and 
initially  will  be  represented  by  one  or  more  temporary  global  notes  ("Temporary  Regulation  S  Global 
Notes"),  that  will  be  exchangeable  for  one  or  more  permanent  global  notes  ("Permanent  Regulation  S 
Global  Notes"  and,  together  with  the  Temporary  Regulation  S  Global  Notes,  the  "Regulation  S  Global 
Notes")  in  fully  registered  form  without  interest  coupons  attached,  deposited  with,  and  registered  in  the 
name  of,  DTC  (or  its  nominee),  initially  for  the  accounts  of  Euroclear  Bank  S.A./N.V.,  as  operator  of  the 
Euroclear  system  ("Euroclear"),  and/or  Clearstream  Banking,  soci6t6  anonyme  ("Clearstream").  Until 
and  including  the  40th  day  after  the  later  of  the  commencement  of  the  offering  and  the  Closing  Date  (one 
year  later  with  respect  to  the  Preference  Shares)  (the  "Distribution  Compliance  Period"),  beneficial 
interests  in  a  Regulation  S  Global  Note  may  be  held  only  through  Euroclear  or  Clearstream.  Except  in 
the  limited  circumstances  described  herein,  certificated  notes  will  not  be  issued  in  exchange  for  beneficial 
interests  in  a  global  note.  See  "Description  of  the  Notes — Form,  Denomination,  Registration  and 
Transfer."  Preference  Shares  offered  in  the  United  States  ("Rule  144A  Preference  Shares")  will  be 
issued  in  definitive,  fully  registered  form  registered  in  the  name  of  the  beneficial  owner  thereof. 

NOTWITHSTANDING  ANY  OTHER  EXPRESS  OR  IMPLIED  AGREEMENT  TO  THE  CONTRARY,  THE 
ISSUER,  THE  COLLATERAL  MANAGER  AND  EACH  RECIPIENT  HEREOF  AGREE  THAT  EACH  OF 
THEM  AND  EACH  OF  THEIR  EMPLOYEES,  REPRESENTATIVES,  AND  OTHER  AGENTS  MAY 
DISCLOSE,  IMMEDIATELY  UPON  COMMENCEMENT  OF  DISCUSSIONS,  TO  ANY  AND  ALL 
PERSONS,  WITHOUT  LIMITATION  OF  ANY  KIND,  THE  TAX  TREATMENT  AND  TAX  STRUCTURE  OF 
THE  TRANSACTION  AND  ALL  MATERIALS  OF  ANY  KIND  (INCLUDING  OPINIONS  OR  OTHER  TAX 
ANALYSES)  THAT  ARE  PROVIDED  TO  ANY  OF  THEM  RELATING  TO  SUCH  TAX  TREATMENT  AND 
TAX  STRUCTURE,  EXCEPT  WHERE  CONFIDENTIALITY  IS  REASONABLY  NECESSARY  TO 
COMPLY  WITH  U.S.  FEDERAL,  STATE,  OR  CAYMAN  ISLANDS  SECURITIES  LAWS.  FOR 
PURPOSES  OF  THIS  PARAGRAPH,  THE  TERMS  TAX",  "TAX  TREATMENT",  "TAX  STRUCTURE", 
AND  "TAX  BENEFIT"  ARE  DEFINED  UNDER  TREASURY  REGULATION  §  1 .601 1-4(c). 

In  this  Offering  Circular,  references  to  "U.S.  Dollars","  USD,"  "Dollars"  and  "U.S.$"  are  to  United  States 
dollars. 
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NOTICE  TO  NEW  HAMPSHIRE  RESIDENTS 

NEITHER  THE  FACT  THAT  A  REGISTRATION  STATEMENT  OR  AN  APPLICATION  FOR  A  LICENSE 
HAS  BEEN  FILED  UNDER  CHAPTER  421-B  OF  THE  NEW  HAMPSHIRE  REVISED  STATUTES  WITH 
THE  STATE  OF  NEW  HAMPSHIRE  NOR  THE  FACT  THAT  A  SECURITY  IS  EFFECTIVELY 
REGISTERED  OR  A  PERSON  IS  LICENSED  IN  THE  STATE  OF  NEW  HAMPSHIRE  CONSTITUTES  A 
FINDING  BY  THE  SECRETARY  OF  STATE  THAT  ANY  DOCUMENT  FILED  UNDER  RSA  421-B  IS 
TRUE,  COMPLETE  AND  NOT  MISLEADING.  NEITHER  ANY  SUCH  FACT  NOR  THE  FACT  THAT  AN 
EXEMPTION  OR  EXCEPTION  IS  AVAILABLE  FOR  A  SECURITY  OR  A  TRANSACTION  MEANS 
THAT  THE  SECRETARY  OF  STATE  HAS  PASSED  IN  ANY  WAY  UPON  THE  MERITS  OR 
QUALIFICATIONS  OF,  OR  RECOMMENDED  OR  GIVEN  APPROVAL  TO,  ANY  PERSON,  SECURITY 
OR  TRANSACTION.  IT  IS  UNLAWFUL  TO  MAKE,  OR  CAUSE  TO  BE  MADE,  TO  ANY 
PROSPECTIVE  PURCHASER,  CUSTOMER  OR  CLIENT  ANY  REPRESENTATION  INCONSISTENT 
WITH  THE  PROVISIONS  OF  THIS  PARAGRAPH. 


NOTICE  TO  PURCHASERS 


THE  SECURITIES  HAVE  NOT  BEEN  AND  WILL  NOT  BE  REGISTERED  UNDER  THE  SECURITIES 
ACT  OR  THE  SECURITIES  LAWS  OF  ANY  STATE.  THE  SECURITIES  ARE  TO  BE  PURCHASED  FOR 
INVESTMENT  ONLY  AND  MAY  NOT  BE  SOLD,  PLEDGED  OR  OTHERWISE  TRANSFERRED  BY  AN 
INVESTOR  DIRECTLY  OR  INDIRECTLY  WITHIN  THE  UNITED  STATES  OR  TO  OR  FOR  THE 
ACCOUNT  OF  U.S.  PERSONS  (AS  DEFINED  IN  REGULATION  S)  EXCEPT  PURSUANT  TO  AN 
EXEMPTION  FROM  THE  REGISTRATION  REQUIREMENTS  OF  THE  SECURITIES  ACT. 
PROSPECTIVE  PURCHASERS  ARE  HEREBY  NOTIFIED  THAT  THE  SELLER  OF  ANY  SECURITIES 
MAY  BE  RELYING  ON  THE  EXEMPTION  FROM  THE  REGISTRATION  REQUIREMENTS  OF  SECTION 
5  OF  THE  SECURITIES  ACT  PROVIDED  BY  SECTION  4(2)  OF  THE  SECURITIES  ACT,  RULE  144A 
OR  ANOTHER  EXEMPTION  FROM  THE  REGISTRATION  REQUIREMENTS  UNDER  THE 
SECURITIES  ACT.  FOR  CERTAIN  RESTRICTIONS  ON  RESALE,  SEE  "DESCRIPTION  OF  THE 
NOTES— FORM,  DENOMINATION,  REGISTRATION  AND  TRANSFER"  AND  "TRANSFER 
RESTRICTIONS"  A  TRANSFER  OF  SECURITIES  IS  SUBJECT  TO  THE  RESTRICTIONS  DESCRIBED 
HEREIN,  INCLUDING  THAT  NO  SALE,  PLEDGE,  TRANSFER  OR  EXCHANGE  MAY  BE  MADE  OF  A 
SECURITIES  (1)  EXCEPT  AS  PERMITTED  UNDER  THE  SECURITIES  ACT  AND  APPLICABLE  STATE 
SECURITIES  LAWS  PURSUANT  TO  AN  EXEMPTION  FROM  REGISTRATION  AS  DESCRIBED 
HEREIN,  (2)  EXCEPT  IN  COMPLIANCE  WITH  THE  CERTIFICATION  AND  OTHER  REQUIREMENTS 
SET  FORTH  IN  THE  INDENTURE  (OR  THE  PREFERENCE  SHARE  PAYING  AGENCY  AGREEMENT 
WITH  RESPECT  TO  THE  PREFERENCE  SHARES)  AND  (3)  IN  A  DENOMINATION  LESS  THAN  THE 
REQUIRED  MINIMUM  DENOMINATION.  THE  SECURITIES  ARE  SUBJECT  TO  FURTHER 
RESTRICTIONS  ON  TRANSFER.  SEE  TRANSFER  RESTRICTIONS." 

NEITHER  THE  ISSUERS  NOR  THE  COLLATERAL  HAS  BEEN  REGISTERED  UNDER  THE 
INVESTMENT  COMPANY  ACT  BY  REASON  OF  THE  EXEMPTION  FROM  REGISTRATION 
CONTAINED  IN  SECTION  3(c)(7)  THEREOF.  EACH  ORIGINAL  PURCHASER  OF  AN  INTEREST  IN 
THE  SECURITIES  AND  EACH  SUBSEQUENT  TRANSFEREE  OF  AN  INTEREST  THEREIN  THAT  IS  A 
U.S.  RESIDENT  (WITHIN  THE  MEANING  OF  THE  INVESTMENT  COMPANY  ACT)  WILL  BE  DEEMED 
TO  HAVE  (OR  WITH  RESPECT  TO  THE  PREFERENCE  SHARES,  ACTUALLY  HAVE)  REPRESENTED 
AND  AGREED  THAT  IT  IS  A  QUALIFIED  PURCHASER  AND  ALSO  WILL  BE  DEEMED  TO  HAVE 
MADE  THE  REPRESENTATIONS  SET  FORTH  IN  "TRANSFER  RESTRICTIONS"  HEREIN.  NO 
TRANSFER  OF  SECURITIES  THAT  WOULD  HAVE  THE  EFFECT  OF  REQUIRING  EITHER  OF  THE 
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ISSUERS  TO  REGISTER  AS  AN  INVESTMENT  COMPANY  UNDER  THE  INVESTMENT  COMPANY 
ACT  WILL  BE  PERMITTED.  THE  PURCHASER  OF  ANY  SECURITY  AGREES  THAT  SUCH  SECURITY 
IS  BEING  ACQUIRED  FOR  ITS  OWN  ACCOUNT  AND  NOT  WITH  A  VIEW  TO  DISTRIBUTION  AND 
MAY  BE  RESOLD,  PLEDGED  OR  OTHERWISE  TRANSFERRED  ONLY  (A)  TO  A  PERSON  WHOM 
THE  SELLER  REASONABLY  BELIEVES  IS  A  QUALIFIED  INSTITUTIONAL  BUYER,  PURCHASING 
FOR  ITS  OWN  ACCOUNT,  TO  WHOM  NOTICE  IS  GIVEN  THAT  THE  RESALE,  PLEDGE  OR  OTHER 
TRANSFER  IS  BEING  MADE  IN  RELIANCE  ON  THE  EXEMPTION  FROM  SECURITIES  ACT 
REGISTRATION  PROVIDED  BY  RULE  144A  OR  (B)  TO  A  NON-U.S.  PERSON  IN  AN  OFFSHORE 
TRANSACTION  IN  ACCORDANCE  WITH  RULE  904  OF  REGULATION  S,  IN  EACH  SUCH  CASE  IN 
COMPLIANCE  WITH  THE  INDENTURE  AND  ALL  APPLICABLE  SECURITIES  LAWS  OF  ANY  STATE 
OF  THE  UNITED  STATES  OR  ANY  OTHER  JURISDICTION.  ANY  TRANSFER  OF  A  RESTRICTED 
DEFINITIVE  NOTE  OR  A  REGULATION  S  DEFINITIVE  NOTE  MAY  BE  EFFECTED  ONLY  ON  THE 
NOTE  REGISTER  MAINTAINED  BY  THE  NOTE  REGISTRAR  PURSUANT  TO  THE  INDENTURE.  ANY 
TRANSFER  OF  A  PREFERENCE  SHARE  MAY  BE  EFFECTED  ONLY  ON  THE  PREFERENCE  SHARE 
REGISTER  MAINTAINED  BY  THE  PREFERENCE  SHARE  REGISTRAR  PURSUANT  TO  THE 
PREFERENCE  SHARE  PAYING  AGENCY  AGREEMENT.  ANY  TRANSFER  OF  AN  INTEREST  IN  A 
RESTRICTED  GLOBAL  NOTE  OR  A  REGULATION  S  GLOBAL  NOTE  WILL  BE  SHOWN  ON,  AND 
TRANSFERS  THEREOF  WILL  BE  EFFECTED  ONLY  THROUGH,  RECORDS  MAINTAINED  BY  DTC 
AND  ITS  DIRECT  AND  INDIRECT  PARTICIPANTS  (INCLUDING,  IN  THE  CASE  OF  REGULATION  S 
GLOBAL  NOTES,  EUROCLEAR  AND  CLEARSTREAM).  ANY  TRANSFER  OF  AN  INTEREST  IN  A 
REGULATION  S  GLOBAL  PREFERENCE  SHARE  WILL  BE  SHOWN  ON,  AND  TRANSFERS  THEREOF 
WILL  BE  EFFECTED  ONLY  THROUGH,  RECORDS  MAINTAINED  BY  DTC  AND  ITS  DIRECT  AND 
INDIRECT  PARTICIPANTS  (INCLUDING,  IN  THE  CASE  OF  REGULATION  S  GLOBAL  NOTES, 
EUROCLEAR  AND  CLEARSTREAM). 

EACH  ORIGINAL  PURCHASER  AND  TRANSFEREE  OF  A  NOTE  WILL  BE  DEEMED  TO  REPRESENT 
AND  WARRANT  THAT  EITHER  (A)  IT  IS  NOT  AN  "EMPLOYEE  BENEFIT  PLAN"  AS  DEFINED  IN 
SECTION  3(3)  OF  THE  U.S.  EMPLOYEE  RETIREMENT  INCOME  SECURITY  ACT  OF  1974,  AS 
AMENDED  ("ERISA")  THAT  IS  SUBJECT  TO  TITLE  I  OF  ERISA,  A  PLAN  DESCRIBED  IN  SECTION 
4975(e)(1)  OF  THE  UNITED  STATES  INTERNAL  REVENUE  CODE  OF  1986,  AS  AMENDED  (THE 
"CODE")  THAT  IS  SUBJECT  TO  SECTION  4975  OF  THE  CODE,  A  GOVERNMENTAL  OR  CHURCH 
PLAN  WHICH  IS  SUBJECT  TO  ANY  U.S.  FEDERAL,  STATE  OR  LOCAL  LAW  THAT  IS  SIMILAR  TO 
THE  PROHIBITED  TRANSACTION  PROVISIONS  OF  SECTION  406  OF  ERISA  OR  SECTION  4975  OF 
THE  CODE,  OR  AN  ENTITY  WHICH  IS  DEEMED  TO  HOLD  THE  ASSETS  OF  ANY  SUCH  PLAN 
PURSUANT  TO  29  C.F.R.  SECTION  2510.3-101,  AS  MODIFIED  BY  SECTION  3(42)  OF  ERISA,  OR 
OTHERWISE,  OR  (B)  ITS  PURCHASE  AND  OWNERSHIP  OF  SUCH  NOTE  WILL  NOT  RESULT  IN  A 
NON-EXEMPT  PROHIBITED  TRANSACTION  UNDER  SECTION  406  OF  ERISA  OR  SECTION  4975  OF 
THE  CODE  (OR,  IN  THE  CASE  OF  A  GOVERNMENTAL  OR  CHURCH  PLAN,  A  NON-EXEMPT 
VIOLATION  OF  ANY  SUCH  SIMILAR  U.S.  FEDERAL,  STATE  OR  LOCAL  LAW). 

EACH  ORIGINAL  PURCHASER  AND  TRANSFEREE  OF  A  PREFERENCE  SHARE  WILL  REPRESENT 
AND  WARRANT  THAT  if  IS  NOT  (I)  AN  ERISA  PLAN;  (II)  A  BENEFIT  PLAN  INVESTOR;  (III)  A 
PERSON  ACTING  ON  BEHALF  OF  AN  ERISA  PLAN  OR;  OR  (IV)  UNLESS  NONE  OF  ITS  ASSETS 
COULD  BE  DEEMED  TO  INCLUDE  "PLAN  ASSETS"  SUBJECT  TO  TITLE  I  OF  ERISA  OR  SECTION 
4975  OF  THE  CODE,  ANY  OTHER  BENEFIT  PLAN  INVESTOR. 


THE  SECURITIES  HAVE  NOT  BEEN  APPROVED  OR  DISAPPROVED  BY  THE  UNITED  STATES 
SECURITIES  AND  EXCHANGE  COMMISSION  OR  ANY  STATE  SECURITIES  COMMISSION  OR 
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OTHER  REGULATORY  AUTHORITY,  AND  NONE  OF  THE  FOREGOING  AUTHORITIES  HAS 
CONFIRMED  THE  ACCURACY  OR  DETERMINED  THE  ADEQUACY  OF  THIS  OFFERING  CIRCULAR. 
ANY  REPRESENTATION  TO  THE  CONTRARY  IS  A  CRIMINAL  OFFENSE. 


This  Offering  Circular  has  been  prepared  by  the  Issuers  solely  for  use  in  connection  with  the  offering 
described  herein  of  the  Notes  and  the  Preference  Shares  (the  "Offering")  and  for  listing  purposes.  The 
Issuers  accept  responsibility  for  the  information  contained  in  this  document  (except  as  provided  below). 
To  the  best  knowledge  and  belief  of  the  Issuers,  the  information  contained  in  this  document  (except  in 
respect  of  the  information  appearing  in  the  Section  (i)  "The  Collateral  Manager"  as  to  which  the  Collateral 
Manager  accepts  sole  responsibility,  (ii)  "Description  of  the  Initial  Investment  Agreement— The  Initial 
Investment  Agreement  Provider"  as  to  which  the  Initial  Investment  Agreement  Provider  accepts  sole 
responsibility,  (iii)  "Deutsche  Bank  Aktiengesellschaft"  as  to  which  the  First  Synthetic  Security 
Counterparty  accepts  sole  responsibility  and  (iv)  "Plan  of  Distribution"  as  to  which  the  Initial  Purchaser 
accept  sole  responsibility),  is  in  accordance  with  the  facts  and  does  not  omit  anything  likely  to  affect  the 
import  of  such  information.  The  Issuers  accept  responsibility  accordingly.  The  Issuers  disclaim  any 
obligation  to  update  such  information  and  do  not  intend  to  do  so.  Neither  the  Initial  Purchaser  nor  any  of 
their  affiliates  makes  any  representation  or  warranty  as  to,  has  independently  verified  or  assumes  any 
responsibility  for,  the  accuracy  or  completeness  of  the  information  contained  herein  other  than  the 
information  appearing  in  the  section  "Deutsche  Bank  Aktiengesellschaft",  for  which  it  accepts  sole 
responsibility.  Neither  the  Collateral  Manager  nor  any  of  its  affiliates  makes  any  representation  or 
warranty  as  to,  has  independently  verified  or  assumes  any  responsibility  for,  the  accuracy  and 
completeness  of  the  information  contained  herein  other  than  the  information  appearing  in  the  section  "The 
Collateral  Manager",  for  which  it  accepts  sole  responsibility.  Neither  the  Initial  Investment  Agreement 
Provider  nor  any  of  its  affiliates  makes  any  representation  or  warranty  as  to,  has  independently  verified  or 
assumes  any  responsibility  for,  the  accuracy  and  completeness  of  the  information  contained  herein  other 
than  the  information  appearing  in  the  section  "Description  of  the  Initial  Investment  Agreement— The  Initial 
Investment  Agreement  Provider",  for  which  it  accepts  sole  responsibility.  To  the  best  knowledge  and 
belief  of  the  First  Synthetic  Security  Counterparty,  the  information  contained  in  the  section  "Deutsche 
Bank  Aktiengesellschaft"  is  in  accordance  with  the  facts  and  does  not  omit  anything  likely  to  affect  the 
import  of  such  information.  To  the  best  knowledge  and  belief  of  the  Collateral  Manager,  the  information 
contained  in  the  section  "The  Collateral  Manager"  is  in  accordance  with  the  facts  and  does  not  omit 
anything  likely  to  affect  the  import  of  such  information.  To  the  best  knowledge  and  belief  of  the  Initial 
Investment  Agreement  Provider,  the  Information  contained  in  the  section  "Description  of  the  Initial 
Investment  Agreement— The  Initial  Investment  Agreement  Provider"  is  in  accordance  with  the  facts  and 
does  not  omit  anything  likely  to  affect  the  import  of  such  information.  Nothing  contained  in  this  Offering 
Circular  is  or  should  be  relied  upon  as  a  promise  or  representation  as  to  future  results  or  events.  The 
Trustee  has  not  participated  in  the  preparation  of  this  Offering  Circular  and  assumes  no  responsibility  for 
its  contents. 

All  of  the  statements  in  this  Offering  Circular  with  respect  to  the  business  of  the  Issuers,  and  any  financial 
projections  or  other  forecasts,  are  based  on  information  furnished  by  the  Issuers.  See  "Forward  Looking 
Statements."  None  of  the  Initial  Purchaser,  the  Collateral  Manager  and  their  respective  affiliates  assumes 
any  responsibility  for  the  performance  of  any  obligations  of  either  of  the  Issuers  or  any  other  persons 
described  in  this  Offering  Circular  (except  that  the  Collateral  Manager  is  responsible  for  the  performance 
of  its  obligations  under  the  Management  Agreement)  or  for  the  due  execution,  validity  or  enforceability  of 
the  Notes,  instruments  or  documents  delivered  in  connection  with  the  Notes  or  for  the  value  or  validity  of 
any  collateral  or  security  interests  pledged  in  connection  therewith. 


iv 
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This  Offering  Circular  contains  summaries  of  certain  documents.  The  summaries  do  not  purport  to  be 
complete  and  are  qualified  in  their  entirety  by  reference  to  such  documents,  copies  of  which  will  be  made 
available  to  offerees  upon  request.  Requests  and  inquiries  regarding  this  Offering  Circular  or  such 
documents  should  be  directed  to  DBSI  Inc.,  60  Wall  Street,  New  York,  New  York  10005,  Attention:  Global 
Markets/CDO  Group.  Copies  of  such  documents  may  also  be  obtained  free  of  charge  from  the  Irish 
Paying  Agent. 

The  Issuers  will  make  available  to  any  offeree  of  the  Notes,  prior  to  the  issuance  thereof,  the  opportunity 
to  ask  questions  of  and  to  receive  answers  from  the  Issuers  or  a  person  acting  on  their  behalf  concerning 
the  terms  and  conditions  of  the  Offering,  the  Issuers  or  any  other  relevant  matters  and  to  obtain  any 
additional  information  to  the  extent  the  Issuers  possess  such  information  or  can  obtain  it  without 
unreasonable  expense.  The  information  referred  to  in  this  paragraph  will  also  be  obtainable  at  the  office 
of  the  Irish  Paying  Agent. 

Each  Original  Purchaser  of  a  Note  or  Preference  Share  (or  interest  therein)  offered  and  sold  in  the  United 
States  will  be  required  (or  in  certain  circumstances  deemed)  to  represent  to  the  Initial  Purchaser  offering 
any  Note  to  it  that  such  Original  Purchaser  (a)(i)  is  an  institutional  "accredited  investor"  within  the 
meaning  of  Rule  501(a)(1),  (2),  (3)  or  (7)  (an  "Institutional  Accredited  Investor"),  or  (ii)  is  a  qualified 
institutional  buyer  as  defined  in  Rule  144A  ("Qualified  Institutional  Buyer")  and  (b)  is  acquiring  the 
Notes  or  Preference  Shares  for  its  own  account  for  investment  purposes  and  not  with  a  view  to  the 
distribution  thereof  (except  in  accordance  with  Rule  144A).  Each  Original  Purchaser  of  the  Notes  and 
Preference  Shares  will  also  be  required  to  acknowledge  or  be  deemed  to  acknowledge  that  the  Notes 
and  Preference  Shares  have  not  been  and  will  not  be  registered  under  the  Securities  Act  and  may  not  be 
reoffered,  resold,  pledged  or  otherwise  transferred  except  (a)  (i)  to  a  person  whom  the  seller  reasonably 
believes  is  both  a  Qualified  Purchaser  (as  defined  below)  and  a  Qualified  Institutional  Buyer  purchasing 
for  its  own  account,  to  whom  notice  is  given  that  the  resale,  pledge  or  other  transfer  is  being  made  in 
reliance  on  the  exemption  from  registration  provided  by  Rule  144A  under  the  Securities  Act  or  (ii)  to  a  non 
U.S.  Person  in  an  offshore  transaction  in  accordance  with  Rule  904  of  Regulation  S,  (b)  in  compliance 
with  the  certification  (if  any)  and  other  requirements  specified  in  the  Indenture  (or  Preference  Share 
Paying  Agency  Agreement,  as  applicable)  and  (c)  in  accordance  with  any  applicable  securities  laws  of 
any  state  of  the  United  States  and  any  other  relevant  jurisdiction.  Each  Original  Purchaser  of  a  Note  that 
is  a  U.S.  resident  (within  the  meaning  of  the  Investment  Company  Act)  will  be  required  to  represent  or  be 
deemed  to  represent  that  it  or  the  account  for  which  it  is  purchasing  such  Notes  is  a  Qualified  Purchaser. 
A  "Qualified  Purchaser"  is  (i)  a  "qualified  purchaser"  within  the  meaning  of  the  Investment  Company  Act 
and  the  rules  thereunder,  (ii)  a  "knowledgeable  employee"  with  respect  to  the  Issuer  within  the  meaning  of 
Rule  3c-5  under  the  Investment  Company  Act,  or  (iii)  a  company  beneficially  owned  exclusively  by  one  or 
more  "qualified  purchasers"  and/or  "knowledgeable  employees"  with  respect  to  the  Issuer. 

The  Initial  Purchaser  currently  does  not  intend  to  make  a  market  in  any  Class  of  Notes  or  the  Preference 
Shares,  and  the  Initial  Purchaser  is  under  no  obligation  to  do  so.  In  the  event  that  the  Initial  Purchaser 
commences  any  market-making,  it  may  discontinue  the  same  at  any  time.  There  can  be  no  assurance 
that  a  secondary  market  for  any  Class  of  Notes  or  the  Preference  Shares  will  develop,  or  if  a  secondary 
market  does  develop,  that  it  will  provide  the  holders  of  such  Class  of  Notes  or  Preference  Shares  with 
liquidity  of  investment  or  that  it  will  continue  for  the  life  of  such  Class  of  Notes  or  Preference  Shares. 


THIS  OFFERING  CIRCULAR  IS  FOR  INFORMATION  PURPOSES  ONLY  AND  IS  NOT  INTENDED  TO- 
BE  RELIED  UPON  ALONE  AS  THE  BASIS  FOR  AN  INVESTMENT  DECISION.     IN  MAKING  AN 
INVESTMENT  DECISION,  PROSPECTIVE  INVESTORS  MUST  RELY  ON  THEIR  OWN  EXAMINATION 
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OF  THE  ISSUERS  AND  THE  TERMS  OF  THE  OFFERING,  INCLUDING  THE  MERITS  AND  RISKS 
INVOLVED  AND  MUST  NOT  RELY  UPON  INFORMATION  PROVIDED  BY  OR  STATEMENTS  MADE 
BY  THE  INITIAL  PURCHASER,  THE  COLLATERAL  MANAGER  OR  ANY  OF  THEIR  AFFILIATES. 
INVESTORS  SHOULD  BE  AWARE  THAT  THEY  MAY  BE  REQUIRED  TO  BEAR  THE  FINANCIAL 
RISKS  OF  AN  INVESTMENT  IN  THE  NOTES  FOR  AN  INDEFINITE  PERIOD  OF  TIME. 

NONE  OF  THE  ISSUERS,  THE  COLLATERAL  MANAGER,  THE  INTEREST  RATE  SWAP 
COUNTERPARTY  (IF  ANY),  THE  SYNTHETIC  SECURITY  COUNTERPARTY,  THE  OFFSETTING 
TRANSACTION  COUNTERPARTY,  THE  INITIAL  INVESTMENT  AGREEMENT  PROVIDER,  THE 
INITIAL  PURCHASER  AND  ITS  AFFILIATES  MAKES  ANY  REPRESENTATION  TO  ANY  OFFEREE  OR 
PURCHASER  OF  NOTES  REGARDING  THE  LEGALITY  OF  INVESTMENT  THEREIN  BY  SUCH 
OFFEREE  OR  PURCHASER  UNDER  APPLICABLE  LEGAL  INVESTMENT  OR  SIMILAR  LAWS  OR 
REGULATIONS  OR  THE  PROPER  CLASSIFICATION  OF  SUCH  AN  INVESTMENT  THEREUNDER. 
THE  CONTENTS  OF  THIS  OFFERING  CIRCULAR  ARE  NOT  TO  BE  CONSTRUED  AS  LEGAL, 
BUSINESS  OR  TAX  ADVICE.  EACH  PROSPECTIVE  INVESTOR  SHOULD  CONSULT  ITS  OWN 
ATTORNEY,  BUSINESS  ADVISOR  AND  TAX  ADVISOR  AS  TO  LEGAL,  BUSINESS  AND  TAX  ADVICE. 

NO  PERSON  IS  AUTHORIZED  IN  CONNECTION  WITH  ANY  OFFERING  MADE  HEREBY  TO  GIVE 
ANY  INFORMATION  OR  MAKE  ANY  REPRESENTATION  OTHER  THAN  AS  CONTAINED  HEREIN 
AND,  IF  GIVEN  OR  MADE,  SUCH  INFORMATION  OR  REPRESENTATION  MUST  NOT  BE  RELIED 
UPON  AS  HAVING  BEEN  AUTHORIZED  BY  THE  ISSUER,  THE  CO-ISSUER,  THE  COLLATERAL 
MANAGER,  THE  INITIAL  PURCHASER  OR  ITS  AFFILIATES.  THIS  OFFERING  CIRCULAR  DOES  NOT 
CONSTITUTE  AN  OFFER  TO  SELL,  OR  A  SOLICITATION  OF  AN  OFFER  TO  BUY,  (A)  ANY 
SECURITIES  OTHER  THAN  THE  NOTES  OR  PREFERENCE  SHARES  OR  (B)  ANY  NOTE  OR 
PREFERENCE  SHARE  IN  ANY  JURISDICTION  IN  WHICH  IT  IS  UNLAWFUL  FOR  SUCH  PERSON  TO 
MAKE  SUCH  AN  OFFER  OR  SOLICITATION.  THE  DISTRIBUTION  OF  THIS  OFFERING  CIRCULAR 
AND  THE  OFFERING  OF  THE  NOTES  AND/OR  PREFERENCE  SHARES  IN  CERTAIN 
JURISDICTIONS  MAY  BE  RESTRICTED  BY  LAW.  PERSONS  INTO  WHOSE  POSSESSION  THIS 
OFFERING  CIRCULAR  COMES  ARE  REQUIRED  BY  THE  ISSUERS  AND  THE  INITIAL  PURCHASER 
TO  INFORM  THEMSELVES  ABOUT,  AND  TO  OBSERVE,  ANY  SUCH  RESTRICTIONS.  IN 
PARTICULAR,  THERE  ARE  RESTRICTIONS  ON  THE  DISTRIBUTION  OF  THIS  OFFERING 
CIRCULAR,  AND  THE  OFFER  AND  SALE  OF  NOTES  AND  PREFERENCE  SHARES,  IN  THE  UNITED 
STATES  OF  AMERICA,  THE  UNITED  KINGDOM  AND  THE  CAYMAN  ISLANDS.  SEE  "PLAN  OF 
DISTRIBUTION."  NEITHER  THE  DELIVERY  OF  THIS  OFFERING  CIRCULAR  NOR  ANY  SALE  MADE 
HEREUNDER  SHALL  UNDER  ANY  CIRCUMSTANCES  IMPLY  THAT  THERE  HAS  BEEN  NO  CHANGE 
IN  THE  AFFAIRS  OF  THE  ISSUERS  OR  THAT  THE  INFORMATION  HEREIN  IS  CORRECT  AS  OF  ANY 
DATE  SUBSEQUENT  TO  THE  DATE  AS  OF  WHICH  SUCH  INFORMATION  IS  GIVEN  HEREIN.  THE 
ISSUERS  AND  THE  INITIAL  PURCHASER  RESERVES  THE  RIGHT,  FOR  ANY  REASON,  TO  REJECT 
ANY  OFFER  TO  PURCHASE  IN  WHOLE  OR  IN  PART,  TO  ALLOT  TO  ANY  OFFEREE  LESS  THAN 
THE  FULL  AMOUNT  OF  NOTES  SOUGHT  BY  SUCH  OFFEREE  OR  TO  SELL  LESS  THAN  THE 
AGGREGATE  STATED  PRINCIPAL  AMOUNT  OF  ANY  CLASS  OF  NOTES. 


THE  DISTRIBUTION  OF  THIS  OFFERING  CIRCULAR  AND  THE  OFFER  OR  SALE  OF  NOTES  AND 
PREFERENCE  SHARES  MAY  BE  RESTRICTED  BY  LAW  IN  CERTAIN  JURISDICTIONS.  NONE  OF 
THE  ISSUER,  THE  CO-ISSUER  OR  THE  INITIAL  PURCHASER  REPRESENTS  THAT  THIS 
DOCUMENT  MAY  BE  LAWFULLY  DISTRIBUTED,  OR  THAT  ANY  NOTES  MAY  BE  LAWFULLY 
OFFERED,  IN  COMPLIANCE  WITH  ANY  APPLICABLE  REGISTRATION  OR  OTHER 
REQUIREMENTS  IN  ANY  SUCH  JURISDICTION,  OR  PURSUANT  TO  AN  EXEMPTION  AVAILABLE 
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THEREUNDER,  OR  ASSUME  ANY  RESPONSIBILITY  FOR  FACILITATING  ANY  SUCH 
DISTRIBUTION  OR  OFFERING.  IN  PARTICULAR,  NO  ACTION  HAS  BEEN  TAKEN  BY  THE  ISSUER, 
THE  CO-ISSUER  OR  THE  INITIAL  PURCHASER  WHICH  WOULD  PERMIT  A  PUBLIC  OFFERING  OF 
ANY  NOTES  OR  DISTRIBUTION  OF  THIS  DOCUMENT  IN  ANY  JURISDICTION  WHERE  ACTION  FOR 
THAT  PURPOSE  IS  REQUIRED.  ACCORDINGLY,  NO  NOTES  OR  PREFERENCE  SHARES  MAY  BE 
OFFERED  OR  SOLD,  DIRECTLY  OR  INDIRECTLY,  AND  NEITHER  THIS  OFFERING  CIRCULAR  NOR 
ANY  ADVERTISEMENT  OR  OTHER  OFFERING  MATERIAL  MAY  BE  DISTRIBUTED  OR  PUBLISHED 
IN  ANY  JURISDICTION,  EXCEPT  UNDER  CIRCUMSTANCES  THAT  WILL  RESULT  IN  COMPLIANCE 
WITH  ANY  APPLICABLE  LAWS  AND  REGULATIONS.  PERSONS  INTO  WHOSE  POSSESSION  THIS 
OFFERING  CIRCULAR  OR  ANY  NOTES  COME  MUST  INFORM  THEMSELVES  ABOUT  AND 
OBSERVE  ANY  SUCH  RESTRICTIONS. 


NOTWITHSTANDING  ANY  OTHER  EXPRESS  OR  IMPLIED  AGREEMENT  TO  THE  CONTRARY,  THE 
ISSUER,  THE  INITIAL  PURCHASER,  THE  COLLATERAL  MANAGER  AND  EACH  RECIPIENT  HEREOF 
AGREE  THAT  EACH  OF  THEM  AND  EACH  OF  THEIR  EMPLOYEES,  REPRESENTATIVES,  AND 
OTHER  AGENTS  MAY  DISCLOSE,  IMMEDIATELY  UPON  COMMENCEMENT  OF  DISCUSSIONS,  TO 
ANY  AND  ALL  PERSONS,  WITHOUT  LIMITATION  OF  ANY  KIND,  THE  TAX  TREATMENT  AND  TAX 
STRUCTURE  OF  THE  TRANSACTION  AND  ALL  MATERIALS  OF  ANY  KIND  (INCLUDING  OPINIONS 
OR  OTHER  TAX  ANALYSES)  THAT  ARE  PROVIDED  TO  ANY  OF  THEM  RELATING  TO  SUCH  TAX 
TREATMENT  AND  TAX  STRUCTURE,  EXCEPT  WHERE  CONFIDENTIALITY  IS  REASONABLY 
NECESSARY  TO  COMPLY  WITH  U.S.  FEDERAL,  STATE,  OR  CAYMAN  ISLANDS  SECURITIES 
LAWS. 


THIS  DOCUMENT  IS  CONSIDERED  AN  ADVERTISEMENT  FOR  PURPOSES  OF  APPLICABLE 
MEASURES  IMPLEMENTING  E.U.  DIRECTIVE  2003/71/EC.  A  PROSPECTUS  PREPARED 
PURSUANT  TO  THE  PROSPECTUS  DIRECTIVE  WILL  BE  PUBLISHED,  WHICH  CAN  BE  OBTAINED 
FROM  THE  ISSUER  AND  THE  IRISH  PAYING  AGENT.  SEE  "LISTING  AND  GENERAL 
INFORMATION". 


NOTICE  TO  FLORIDA  RESIDENTS 

THE  NOTES  AND  PREFERENCE  SHARES  ARE  OFFERED  PURSUANT  TO  A  CLAIM  OF  EXEMPTION 
UNDER  SECTION  517.061  OF  THE  FLORIDA  SECURITIES  ACT  (THE  "FLORIDA  ACT")  AND  HAVE 
NOT  BEEN  REGISTERED  UNDER  THE  FLORIDA  ACT  IN  THE  STATE  OF  FLORIDA.  FLORIDA 
RESIDENTS  WHO  ARE  NOT  INSTITUTIONAL  INVESTORS  DESCRIBED  IN  SECTION  517.061(7)  OF 
THE  FLORIDA  ACT  HAVE  THE  RIGHT  TO  VOID  THEIR  PURCHASES  OF  THE  NOTES  AND 
PREFERENCE  SHARES  WITHOUT  PENALTY  WITHIN  THREE  DAYS  AFTER  THE  FIRST  TENDER  OF 
CONSIDERATION. 
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NOTICE  TO  CONNECTICUT  RESIDENTS 

THE  NOTES  AND  PREFERENCE  SHARES  HAVE  NOT  BEEN  REGISTERED  UNDER  THE 
CONNECTICUT  SECURITIES  LAW.  THE  NOTES  AND  PREFERENCE  SHARES  ARE  SUBJECT  TO 
RESTRICTIONS  ON  TRANSFERABILITY  AND  SALE. 


NOTICE  TO  GEORGIA  RESIDENTS 

THE  NOTES  AND  PREFERENCE  SHARES  HAVE  BEEN  ISSUED  OR  SOLD  IN  RELIANCE  ON 
PARAGRAPH  (13)  OF  CODE  SECTION  .10-5-9  OF  THE  GEORGIA  SECURITIES  ACT  OF  1973,  AND 
MAY  NOT  BE  SOLD  OR  TRANSFERRED  EXCEPT  IN  A  TRANSACTION  WHICH  IS  EXEMPT  UNDER 
SUCH  ACT  OR  PURSUANT  TO  AN  EFFECTIVE  REGISTRATION  UNDER  SUCH  ACT. 


NOTICE  TO  RESIDENTS  OF  AUSTRALIA 

NO  PROSPECTUS,  DISCLOSURE  DOCUMENT,  OFFERING  MATERIAL  OR  ADVERTISEMENT  IN 
RELATION  TO  THE  NOTES  AND  PREFERENCE  SHARES  HAS  BEEN  LODGED  WITH  THE 
AUSTRALIAN  SECURITIES  AND  INVESTMENTS  COMMISSION  OR  THE  AUSTRALIAN  STOCK 
EXCHANGE  LIMITED.  ACCORDINGLY,  A  PERSON  MAY  NOT  (A)  MAKE,  OFFER  OR  INVITE 
APPLICATIONS  FOR  THE  ISSUE,  SALE  OR  PURCHASE  OF  THE  NOTES  AND  PREFERENCE 
SHARES  WITHIN,  TO  OR  FROM  AUSTRALIA  (INCLUDING  AN  OFFER  OR  INVITATION  WHICH  IS 
RECEIVED  BY  A  PERSON  IN  AUSTRALIA)  OR  (B)  DISTRIBUTE  OR  PUBLISH  THIS  OFFERING 
CIRCULAR  OR  ANY  OTHER  PROSPECTUS,  DISCLOSURE  DOCUMENT,  OFFERING  MATERIAL  OR 
ADVERTISEMENT  RELATING  TO  THE  SECURITIES  IN  AUSTRALIA,  UNLESS  (I)  THE  MINIMUM 
AGGREGATE  CONSIDERATION  PAYABLE  BY  EACH  OFFEREE  IS  THE  U.S.  DOLLAR  EQUIVALENT 
OF  AT  LEAST  A$500,000  (DISREGARDING  MONEYS  LENT  BY  THE  OFFEROR  OR  ITS 
ASSOCIATES)  OR  THE  OFFER  OTHERWISE  DOES  NOT  REQUIRE  DISCLOSURE  TO  INVESTORS 
IN  ACCORDANCE  WITH  PART  6D.2  OF  THE  CORPORATIONS  ACT  2001  (CWLTH)  OF  AUSTRALIA, 
AND  (II)  SUCH  ACTION  COMPLIES  WITH  ALL  APPLICABLE  LAWS  AND  REGULATIONS. 
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NOTICE  TO  RESIDENTS  OF  AUSTRIA 

THIS  OFFERING  CIRCULAR  IS  NOT  A  PROSPECTUS  UNDER  THE  AUSTRIAN  CAPITAL  MARKETS 
ACT  OR  THE  AUSTRIAN  INVESTMENT  FUNDS  ACT.  THIS  OFFERING  CIRCULAR  HAS  NOT  BEEN 
EXAMINED  BY  A  PROSPECTUS  AUDITOR  AND  NO  PROSPECTUS  ON  THE  PRIVATE  PLACEMENT 
OF  THE  NOTES  AND  PREFERENCE  SHARES  HAS  BEEN  PUBLISHED  OR  WILL  BE  PUBLISHED  IN 
AUSTRIA.  THE  NOTES  AND  PREFERENCE  SHARES  ARE  OFFERED  IN  AUSTRIA  ONLY  TO  A 
RESTRICTED  AND  SELECTED  NUMBER  OF  PROFESSIONAL  AND  SOPHISTICATED  INDIVIDUAL 
INVESTORS,  AND  NO  PUBLIC  OFFERING  OF  THE  NOTES  AND  PREFERENCE  SHARES  IN 
AUSTRIA  IS  BEING  MADE  OR  IS  INTENDED  TO  BE  MADE.  THE  NOTES  AND  PREFERENCE 
SHARES  CAN  ONLY  BE  ACQUIRED  FOR  A  COMMITMENT  EXCEEDING  ATS600.000  OR  ITS 
EQUIVALENT  VALUE  IN  ANY  FOREIGN  CURRENCY.  THE  INTERESTS  ISSUED  BY  THE  ISSUERS 
ARE  NOT  OFFERED  IN  AUSTRIA,  AND  THE  ISSUERS  ARE  NOT  AND  WILL  NOT  BE  REGISTERED 
AS  A  FOREIGN  INVESTMENT  FUND  IN  AUSTRIA. 


NOTICE  TO  RESIDENTS  OF  BAHRAIN 

NO  PUBLIC  OFFER  OF  THE  NOTES  AND  PREFERENCE  SHARES  WILL  BE  MADE  IN  BAHRAIN  AND 
NO  APPROVALS  HAVE  BEEN  SOUGHT  FROM  ANY  GOVERNMENTAL  AUTHORITY  OF  OR  IN 
BAHRAIN.  NONE  OF  THE  CO-ISSUERS,  THE  COLLATERAL  MANAGER  AND  THE  INITIAL 
PURCHASER  IS  PERMITTED  TO  MAKE  ANY  INVITATION  TO  THE  PUBLIC  IN  THE  STATE  OF 
BAHRAIN  TO  SUBSCRIBE  FOR  THE  NOTES  AND  PREFERENCE  SHARES  AND  THIS  OFFERING 
CIRCULAR  MAY  NOT  BE  ISSUED,  PASSED  TO,  OR  MADE  AVAILABLE  TO  MEMBERS  OF  THE 
PUBLIC  IN  BAHRAIN  GENERALLY. 


NOTICE  TO  RESIDENTS  OF  BELGIUM 

THE  NOTES  AND  PREFERENCE  SHARES  MAY  NOT  BE  OFFERED,  SOLD,  TRANSFERRED  OR 
DELIVERED  IN  OR  FROM  BELGIUM  AS  PART  OF  THEIR  INITIAL  DISTRIBUTION  OR  AT  ANY  TIME 
THEREAFTER,  DIRECTLY  OR  INDIRECTLY,  OTHER  THAN  TO  PERSONS  OR  ENTITIES 
MENTIONED  IN  ARTICLE  3  OF  THE  ROYAL  DECREE  OF  JANUARY  9,  1991  RELATING  TO  THE 
PUBLIC  CHARACTERISTIC  OF  OPERATIONS  CALLING  FOR  SAVINGS  AND  ON  THE  ASSIMILATION 
OF  CERTAIN  OPERATIONS  TO  A  PUBLIC  OFFER  (BELGIAN  OFFICIAL  JOURNAL  OF  JANUARY  12, 
1991).  THEREFORE,  THE  NOTES  AND  PREFERENCE  SHARES  ARE  EXCLUSIVELY  DESIGNED  FOR 
CREDIT  INSTITUTIONS,  STOCK  EXCHANGE  COMPANIES,  COLLECTIVE  INVESTMENT  FUNDS, 
COMPANIES  OR  INSTITUTIONS,  INSURANCE  COMPANIES  AND/OR  PENSION  FUNDS  ACTING 
FOR  THEIR  OWN  ACCOUNT  ONLY. 


NOTICE  TO  RESIDENTS  OF  THE  CAYMAN  ISLANDS 

NO  INVITATION  TO  SUBSCRIBE  FOR  ANY  NOTES  AND  PREFERENCE  SHARES  MAY  BE  MADE  TO 
THE  PUBLIC  IN  THE  CAYMAN  ISLANDS. 
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NOTICE  TO  RESIDENTS  OF  DENMARK 

EACH  OF  THE  ISSUERS  AND  THE  INITIAL  PURCHASER  HAS  AGREED  THAT  IT  HAS  NOT 
OFFERED  OR  SOLD  AND  WILL  NOT  OFFER,  SELL  OR  DELIVER  ANY  NOTES  AND  PREFERENCE 
SHARES  IN  THE  KINGDOM  OF  DENMARK,  DIRECTLY  OR  INDIRECTLY,  BY  WAY  OF  PUBLIC 
OFFER,  UNLESS  SUCH  OFFER,  SALE  OR  DELIVERY  IS,  OR  WAS,  IN  COMPLIANCE  WITH  THE 
DANISH  ACT  NO.  1072  OF  DECEMBER  20,  1995  ON  SECURITIES  TRADING,  CHAPTER  12  ON 
PROSPECTUSES  ON  FIRST  PUBLIC  OFFER  OF  CERTAIN  EXECUTIVE  SECURITIES  AND  ANY 
EXECUTIVE  ORDERS  ISSUED  PURSUANT  THERETO. 


NOTICE  TO  RESIDENTS  OF  FINLAND 

THIS  OFFERING  CIRCULAR  HAS  BEEN  PREPARED  FOR  PRIVATE  INFORMATION  PURPOSES  OF 
INTERESTED  INVESTORS  ONLY.  IT  MAY  NOT  BE  USED  FOR  AND  SHALL  NOT  BE  DEEMED  A 
PUBLIC  OFFERING  OF  THE  NOTES  AND  PREFERENCE  SHARES.  THE  RAHOITUSTARKASTUS 
HAS  NOT  AUTHORIZED  ANY  OFFERING  OF  THE  SUBSCRIPTION  OF  THE  NOTES  AND 
PREFERENCE  SHARES;  ACCORDINGLY,  THE  NOTES  AND  PREFERENCE  SHARES  MAY  NOT  BE 
OFFERED  OR  SOLD  IN  FINLAND  OR  TO  RESIDENTS  THEREOF  EXCEPT  AS  PERMITTED  BY 
FINNISH  LAW.  THIS  OFFERING  CIRCULAR  IS  STRICTLY  FOR  PRIVATE  USE  BY  ITS  HOLDER  AND 
MAY  NOT  BE  PASSED  ON  TO  THIRD  PARTIES. 


NOTICE  TO  RESIDENTS  OF  FRANCE 

THIS  OFFERING  CIRCULAR  IS  FURNISHED  TO  YOU  SOLELY  FOR  YOUR  INFORMATION  AND  MAY 
NOT  BE  REPRODUCED  OR  REDISTRIBUTED  TO  ANY  OTHER  PERSON.  IT  IS  STRICTLY 
CONFIDENTIAL  AND  IS  SOLELY  DESTINED  FOR  PERSONS  OR  INSTITUTIONS  TO  WHICH  IT  WAS 
INITIALLY  SUPPLIED.  THIS  OFFERING  CIRCULAR  DOES  NOT  CONSTITUTE  AN  OFFER  OR  AN 
INVITATION  TO  SUBSCRIBE  FOR  OR  TO  PURCHASE  ANY  OFFERED  SECURITIES  AND  NEITHER 
THIS  DOCUMENT  NOR  ANYTHING  CONTAINED  HEREIN  SHALL  FORM  THE  BASIS  OF  ANY 
CONTRACT  OR  COMMITMENT  WHATSOEVER. 

AS  LONG  AS  THE  PROSPECTUS  DIRECTIVE  IS  NOT  IMPLEMENTED  IN  FRANCE,  THE  FOLLOWING 
FRENCH  SELLING  RESTRICTIONS  WILL  APPLY:  EACH  OF  THE  INITIAL  PURCHASER  HAS 
REPRESENTED  AND  AGREED,  AND  EACH  FUTURE  DEALER  WILL  BE  REQUIRED  TO  REPRESENT 
AND  AGREE  .THAT  IN  CONNECTION  WITH  THEIR  INITIAL  DISTRIBUTION  IT  HAS  NOT  OFFERED 
OR  SOLD  OR  CAUSED  TO  BE  OFFERED  OR  SOLD  AND  WILL  NOT  OFFER  OR  SELL  OR  CAUSED 
TO  BE  OFFERED  OR  SOLD,  DIRECTLY  OR  INDIRECTLY,  ANY  OFFERED  SECURITIES  BY  WAY  OF 
A  PUBLIC  OFFERING  IN  THE  REPUBLIC  OF  FRANCE  (AN  APPEL  PUBLIC  A  L'EPARGNE  AS 
DEFINED  IN  ARTICLE  L.411-1  OF  THE  FRENCH  CODE  MONETAIRE  ET  FINANCIER  (THE  "FRENCH 
CODE"))  AND  THAT  OFFERS  AND  SALES  OF  THE  OFFERED  SECURITIES  WILL  BE  MADE  IN  THE 
REPUBLIC  OF  FRANCE  IN  ACCORDANCE  WITH  THE  ARTICLE  L.411-1  AND  FOLLOWING  OF  THE 
FRENCH  CODE  AND  DECREE  NO.98.880  DATED  1ST  OCTOBER,  1998  RELATING  TO  OFFERS  TO 
QUALIFIED  INVESTORS. 
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NOTICE  TO  RESIDENTS  OF  GERMANY 

THE  NOTES  AND  PREFERENCE  SHARES  MAY  ONLY  BE  ACQUIRED  IN  ACCORDANCE  WITH  THE 
GERMAN  WERTPAPIERPROSPEKTGESETZ  ("SECURITIES  PROSPECTUS  ACT)  AND  THE 
INVESTMENTGESETZ  ("INVESTMENT  ACT").  THE.  SECURITIES  ARE  NOT  REGISTERED  OR 
AUTHORIZED  FOR  DISTRIBUTION  UNDER  THE  INVESTMENT  ACT  AND  MAY  NOT  BE,  AND  ARE 
NOT  BEING  OFFERED  OR  ADVERTISED  PUBLICLY  OR  OFFERED  SIMILARLY  UNDER  THE 
INVESTMENT  ACT  OR  THE  SECURITIES  PROSPECTUS  ACT.  THEREFORE,  THIS  OFFER  IS  ONLY 
BEING  MADE  TO  RECIPIENTS  TO  WHOM  THIS  DOCUMENT  IS  PERSONALLY  ADDRESSED  AND 
DOES  NOT  CONSTITUTE  AN  OFFER  OR  ADVERTISEMENT  TO  THE  PUBLIC.  THE  SECURITIES 
CAN  ONLY  BE  ACQUIRED  FOR  A  MINIMUM  PURCHASE  PRICE  OF  AT  LEAST  €  50,000 
(EXCLUDING  COMMISSIONS  AND  OTHER  FEES)  PER  PERSON.  ALL  PROSPECTIVE  INVESTORS 
ARE  URGED  TO  SEEK  INDEPENDENT  TAX  ADVICE.  NONE  OF  THE  ISSUER,  THE  TRUSTEE,  THE 
COLLATERAL  MANAGER,  THE  INITIAL  PURCHASER  OR  ANY  OF  THEIR  RESPECTIVE  AFFILIATES 
GIVES  ANY  TAX  ADVICE. 


NOTICE  TO  RESIDENTS  OF  HONG  KONG 

NO  PERSON  MAY  OFFER  OR  SELL  ANY  NOTE  IN  HONG  KONG  BY  MEANS  OF  THIS  OFFERING 
CIRCULAR  OR  ANY  OTHER  DOCUMENT  OTHERWISE  THAN  TO  PERSONS  WHOSE  ORDINARY 
BUSINESS  IT  IS  TO  BUY  OR  SELL  SHARES  OR  DEBENTURES  (WHETHER  AS  PRINCIPAL  OR 
AGENT)  OR  IN  CIRCUMSTANCES  WHICH  DO  NOT  CONSTITUTE  AN  OFFER  TO  THE  PUBLIC 
WITHIN  THE  MEANING  OF  THE  COMPANIES  ORDINANCE  (CHAPTER  32  OF  THE  LAWS  OF  HONG 
KONG).  UNLESS  IT  IS  A  PERSON  WHO  IS  PERMITTED  TO  DO  SO  UNDER  THE  SECURITIES  LAWS 
OF  HONG  KONG,  NO  PERSON  MAY  IN  HONG  KONG  ISSUE,  OR  HAVE  IN  ITS  POSSESSION  FOR 
THE  PURPOSES  OF  ISSUE,  THIS  OFFERING  CIRCULAR  OR  ANY  OTHER  ADVERTISEMENT, 
INVITATION  OR  DOCUMENT  RELATING  TO  THE  NOTES  AND  PREFERENCE  SHARES  OTHER 
THAN  (I)  IN  RESPECT  OF  NOTES  OR  PREFERENCE  SHARES  TO  BE  DISPOSED  OF  TO  PERSONS 
OUTSIDE  HONG  KONG  OR  ONLY  TO  PERSONS  WHOSE  BUSINESS  INVOLVES  THE  ACQUISITION, 
DISPOSAL  OR  HOLDING  OF  SECURITIES,  WHETHER  AS  PRINCIPAL  OR  AGENT,  OR  (II)  IN 
CIRCUMSTANCES  WHICH  DO  NOT  CONSTITUTE  AN  INVITATION  TO  THE  PUBLIC  WITHIN  THE 
MEANING  OF  THE  PROTECTION  OF  INVESTORS  ORDINANCE  (CHAPTER  335  OF  THE  LAWS  OF 
HONG  KONG). 


NOTICE  TO  RESIDENTS  OF  ITALY 

THIS  OFFERING  CIRCULAR  MAY  NOT  BE  DISTRIBUTED  TO  MEMBERS  OF  THE  PUBLIC  IN  ITALY. 
THE  ITALIAN  COMMISSIONE  NAZIONALE  PER  LA  SOCIETA  E  LA  BORSA  HAS  NOT  AUTHORIZED 
ANY  OFFERING  OF  THE  SUBSCRIPTION  OF  THE  NOTES  OR  PREFERENCE  SHARES. 
ACCORDINGLY,  THE  NOTES  AND  PREFERENCE  SHARES  MAY  NOT  BE  OFFERED  OR  SOLD  IN 
ITALY  OR  TO  RESIDENTS  THEREOF  EXCEPT  AS  PERMITTED  BY  ITALIAN  LAW. 
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NOTICE  TO  RESIDENTS  OF  JAPAN 

THE  NOTES  AND  PREFERENCE  SHARES  HAVE  NOT  BEEN,  AND  WILL  NOT  BE,  REGISTERED 
UNDER  THE  SECURITIES  AND  EXCHANGE  LAW  OF  JAPAN.  NEITHER  THE  NOTES,  THE 
PREFERENCE  SHARES  NOR  ANY  INTEREST  THEREIN  MAY  BE  OFFERED,  SOLD,  RESOLD  OR 
OTHERWISE  TRANSFERRED,  DIRECTLY  OR  INDIRECTLY,  IN  JAPAN  OR  TO  OR  FOR  THE 
ACCOUNT  OF  ANY  RESIDENT  OF  JAPAN  (WHICH  TERM  AS  USED  HEREIN  MEANS  ANY  PERSON 
RESIDENT  IN  JAPAN,  INCLUDING  ANY  CORPORATION  OR  OTHER  ENTITY  ORGANIZED  UNDER 
THE  LAWS  OF  JAPAN),  OR  TO  OTHERS  FOR  RE-OFFERING  OR  SALE,  DIRECTLY  OR  INDIRECTLY, 
IN  JAPAN  OR  TO  A  RESIDENT  OF  JAPAN  EXCEPT  PURSUANT  TO  AN  EXEMPTION  FROM  THE 
REGISTRATION  REQUIREMENTS  OF,  AND  OTHERWISE  IN  COMPLIANCE  WITH,  THE  SECURITIES 
AND  EXCHANGE  LAW  AND  ANY  OTHER  APPLICABLE  LAW,  REGULATIONS  AND  MINISTERIAL 
GUIDELINES  OF  JAPAN. 


NOTICE  TO  RESIDENTS  OF  KOREA 

NONE  OF  THE  ISSUER,  THE  CO-ISSUER  AND  THE  INITIAL  PURCHASER  IS  MAKING  ANY 
REPRESENTATION,  EXPRESS  OR  IMPLIED,  WITH  RESPECT  TO  THE  QUALIFICATION  OF  THE 
RECIPIENTS  OF  THIS  OFFERING  CIRCULAR  FOR  THE  PURPOSE  OF  INVESTING  IN  THE  NOTES 
OR  PREFERENCE  SHARES  UNDER  THE  LAWS  OF  KOREA,  INCLUDING  AND  WITHOUT 
LIMITATION  THE  FOREIGN  EXCHANGE  MANAGEMENT  LAW  AND  REGULATIONS  THEREUNDER. 
THE  NOTES  AND  PREFERENCE  SHARES  HAVE  NOT  BEEN  REGISTERED  UNDER  THE 
SECURITIES  AND  EXCHANGE  LAW  OF  KOREA  AND  NONE  OF  THE  NOTES  OR  PREFERENCE 
SHARES  MAY  BE  OFFERED  OR  SOLD  OR  DELIVERED,  DIRECTLY  OR  INDIRECTLY,  IN  KOREA  OR 
TO  ANY  RESIDENT  OF  KOREA  EXCEPT  PURSUANT  TO  APPLICABLE  LAWS  AND  REGULATIONS 
OF  KOREA. 


NOTICE  TO  RESIDENTS  OF  THE  NETHERLANDS 

THE  NOTES  AND  PREFERENCE  SHARES  MAY  NOT  BE  OFFERED,  SOLD,  TRANSFERRED  OR 
DELIVERED,  WHETHER  DIRECTLY  OR  INDIRECTLY,  TO  ANY  INDIVIDUAL  OR  LEGAL  ENTITY  IN 
THE  NETHERLANDS  OTHER  THAN  TO  INDIVIDUALS  WHO,  OR  LEGAL  ENTITIES  WHICH,  IN  THE 
COURSE  OF  THEIR  OCCUPATION  OR  BUSINESS,  DEAL  OR  INVEST  IN  SECURITIES  (AS  SET  OUT 
IN  SECTION  1  OF  THE  REGULATION  OF  9  OCTOBER  1990  IN  IMPLEMENTATION  OF  SECTION  14 
OF  THE  ACT  ON  THE  SUPERVISION  OF  INVESTMENT  INSTITUTIONS). 


NOTICE  TO  RESIDENTS  OF  NORWAY 

EACH  OF  THE  ISSUERS  AND  THE  INITIAL  PURCHASER  REPRESENTS  AND  AGREES  THAT  IT 
WILL  COMPLY  WITH  CHAPTER  5  OF  THE  NORWEGIAN  ACT  NO.  79  OF  JUNE  19,  1997  ON 
SECURITIES  TRADING  (SECURITIES  TRADING  ACT)  AND  EACH  OF  THE  ISSUERS  AND  THE 
INITIAL  PURCHASER  ADDITIONALLY  REPRESENT  AND  AGREE  THAT  THEY  HAVE  NOT,  DIRECTLY 
OR  INDIRECTLY,  OFFERED  OR  SOLD  AND  WILL  NOT,  DIRECTLY  OR  INDIRECTLY,  OFFER  OR 
SELL  IN  THE  KINGDOM  OF  NORWAY  OR  TO  INVESTORS  IN  THE  NORWEGIAN  SECURITIES 
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MARKET  ANY  NOTES   OR   PREFERENCE   SHARES   OTHER  THAN   TO   PERSONS  WHO  ARE 
REGISTERED  WITH  THE  OSLO  STOCK  EXCHANGE  AS  PROFESSIONAL  INVESTORS. 


NOTICE  TO  RESIDENTS  OF  SINGAPORE 

THIS  OFFERING  CIRCULAR  WILL,  PRIOR  TO  ANY  SALE  OF  SECURITIES  PURSUANT  TO  THE 
PROVISIONS  OF  SECTION  106D  OF  THE  COMPANIES  ACT  (CAP.  50),  BE  LODGED,  PURSUANT  TO 
SAID  SECTION  106D,  WITH  THE  REGISTRAR  OF  COMPANIES  IN  SINGAPORE,  WHICH  TAKES  NO 
RESPONSIBILITY  FOR  ITS  CONTENTS,  BUT  HAS  NOT  BEEN  AND  WILL  NOT  BE  REGISTERED  AS 
A  PROSPECTUS  WITH  THE  REGISTRAR  OF  COMPANIES  IN  SINGAPORE.  ACCORDINGLY,  THE 
NOTES  AND  PREFERENCE  SHARES  MAY  NOT  BE  OFFERED  NOR  MAY  THIS  OFFERING 
CIRCULAR  NOR  ANY  OTHER  OFFERING  DOCUMENT  OR  MATERIAL  RELATING  TO  THE  NOTES 
OR  PREFERENCE  SHARES  BE  CIRCULATED  OR  DISTRIBUTED,  DIRECTLY  OR  INDIRECTLY,  TO 
THE  PUBLIC  OR  ANY  MEMBER  OF  THE  PUBLIC  IN  SINGAPORE  OTHER  THAN  TO  INSTITUTIONAL 
INVESTORS  OR  OTHER  PERSONS  OF  THE  KIND  SPECIFIED  IN  SECTION  106C  AND  SECTION 
106D  OF  THE  COMPANIES  ACT  OR  ANY  OTHER  APPLICABLE  EXEMPTION  INVOKED  UNDER 
DIVISION  5A  OF  PART  IV  OF  THE  COMPANIES  ACT.  THE  FIRST  SALE  OF  SECURITIES  ACQUIRED 
UNDER  A  SECTION  106C  OR  SECTION  106D  EXEMPTION  IS  SUBJECT  TO  THE  PROVISIONS  OF 
SECTION  106E  OF  THE  COMPANIES  ACT. 


NOTICE  TO  RESIDENTS  OF  SPAIN 

THIS  OFFERING  CIRCULAR  HAS  NOT  BEEN  AND  WILL  NOT  BE  REGISTERED  WITH  THE 
COMISION  NACIONAL  DEL  MERCADO  DE  VALORES  OF  SPAIN  AND  MAY  NOT  BE  DISTRIBUTED  IN 
SPAIN  IN  CONNECTION  WITH  THE  OFFERING  AND  SALE  OF  THE  NOTES  OR  PREFERENCE 
SHARES  WITHOUT  COMPLYING  WITH  ALL  LEGAL  AND  REGULATORY  REQUIREMENTS  IN 
RELATION  THERETO. 


NOTICE  TO  RESIDENTS  OF  SWEDEN 

THIS  OFFERING  CIRCULAR  IS  FOR  THE  RECIPIENT  ONLY  AND  MAY  NOT  IN  ANY  WAY  BE 
FORWARDED  TO  ANY  OTHER  PERSON  OR  TO  THE  PUBLIC  IN  SWEDEN.  THE  OFFERING  OF  THE 
NOTES  AND  PREFERENCE  SHARES  IS  INTENDED  TO  BE  A  PRIVATE  PLACEMENT,  AND  A 
MINIMUM  INVESTMENT  OF  SEK  300,000  IN  THE  NOTES  OR  PREFERENCE  SHARES  IS  REQUIRED. 


NOTICE  TO  RESIDENTS  OF  SWITZERLAND 

THE  ISSUER  HAS  NOT  BEEN  AUTHORIZED  BY  THE  SWISS  FEDERAL  BANKING  COMMISSION  AS 
A  FOREIGN  INVESTMENT  FUND  UNDER  ARTICLE  45  OF  THE  SWISS  FEDERAL  LAW  ON 
INVESTMENT  FUNDS  OF  18  MARCH  1994.  ACCORDINGLY,  THE  NOTES  AND  PREFERENCE 
SHARES  MAY  NOT  BE  OFFERED  OR  DISTRIBUTED  ON  A  PROFESSIONAL  BASIS  IN  OR  FROM 
SWITZERLAND,  AND  NEITHER  THIS  OFFERING  CIRCULAR  NOR  ANY  OTHER  OFFERING 
MATERIALS  RELATING  TO  THE  NOTES  OR  PREFERENCE  SHARES  MAY  BE  DISTRIBUTED  IN 
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CONNECTION  WITH  ANY  SUCH  OFFERING  OR  DISTRIBUTION.  THE  NOTES  AND  PREFERENCE 
SHARES  MAY,  HOWEVER,  BE  OFFERED  AND  THIS  OFFERING  CIRCULAR  MAY  BE  DISTRIBUTED 
IN  SWITZERLAND  ON  A  PROFESSIONAL  BASIS  TO  A  LIMITED  NUMBER  OF  PROFESSIONAL 
INVESTORS  IN  CIRCUMSTANCES  SUCH  THAT  THERE  IS  NO  PUBLIC  OFFER. 


NOTICE  TO  RESIDENTS  OF  TAIWAN  AND  CHINA 

THE  OFFER  OF  THE  NOTES  AND  PREFERENCE  SHARES  HAS  NOT  BEEN  AND  WILL  NOT  BE 
REGISTERED  WITH  THE  SECURITIES  AND  FUTURES  COMMISSION  OF  TAIWAN  OR  WITH  THE 
RELEVANT  REGULATORY  AUTHORITIES  IN  THE  REPUBLIC  OF  CHINA  PURSUANT  TO  RELEVANT 
SECURITIES  LAWS  AND  REGULATIONS  AND  MAY  NOT  BE  OFFERED  OR  SOLD  WITHIN  TAIWAN 
OR  THE  REPUBLIC  OF  CHINA  THROUGH  A  PUBLIC  OFFERING  OR  IN  CIRCUMSTANCES  WHICH 
CONSTITUTE  AN  OFFER  WITHIN  THE  MEANING  OF  THE  SECURITIES  AND  EXCHANGE  LAW  OF 
TAIWAN  OR  WITHIN  THE  MEANING  OF  RELEVANT  SECURITIES  LAWS  AND  REGULATIONS  IN  THE 
REPUBLIC  OF  CHINA  THAT  REQUIRE  A  REGISTRATION  OR  APPROVAL  OF  THE  SECURITIES  AND 
FUTURES  COMMISSION  OF  TAIWAN  OR  THE  RELEVANT  SECURITIES  REGULATORY 
AUTHORITIES  IN  CHINA. 


NOTICE  TO  RESIDENTS  OF  THE  UNITED  KINGDOM 

THIS  DOCUMENT  IS  ONLY  BEING  DISTRIBUTED  TO  AND  IS  ONLY  DIRECTED  AT  (I)  PERSONS 
WHO  ARE  OUTSIDE  THE  UNITED  KINGDOM  OR  (II)  TO  INVESTMENT  PROFESSIONALS  FALLING 
WITHIN  ARTICLE  19(5)  OF  THE  FINANCIAL  SERVICES  AND  MARKETS  ACT  OF  2000  ("FSMA") 
(FINANCIAL  PROMOTION)  ORDER  2005  (THE  "ORDER")  OR  (III)  HIGH  NET  WORTH  ENTITIES,  AND 
OTHER  PERSONS  TO  WHOM  IT  MAY  LAWFULLY  BE  COMMUNICATED,  FALLING  WITHIN  ARTICLE 
49(2)  (A)  TO  (D)  OF  THE  ORDER  (ALL  SUCH  PERSONS  TOGETHER  BEING  REFERRED  TO  AS 
"RELEVANT  PERSONS").  THE  SECURITIES  ARE  AVAILABLE  ONLY  TO,  AND  ANY  INVITATION, 
OFFER  OR  AGREEMENT  TO  SUBSCRIBE,  PURCHASE  OR  OTHERWISE  ACQUIRE  SUCH 
SECURITIES  WILL  BE  ENGAGED  IN  ONLY  WITH,  RELEVANT  PERSONS.  ANY  PERSON  WHO  IS 
NOT  A  RELEVANT  PERSON  SHOULD  NOT  ACT  OR  RELY  ON  THIS  DOCUMENT  OR  ANY  OF  ITS 
CONTENTS. 


AVAILABLE  INFORMATION 


To  permit  compliance  with  Rule  144A  under  the  Securities  Act  in  connection  with  the  sale  of  the  Notes 
and  Preference  Shares,  each  of  the  Issuers  will  be  required  to  furnish,  upon  request  of  a  holder  of  a  Note 
or  Preference  Share,  to  such  holder  and  a  prospective  purchaser  designated  by  such  holder  the 
information  required  to  be  delivered  under  Rule  144A(d)(4)  under  the  Securities  Act  if  at  the  time  of  the 
request  such  Co-Issuer  is  not  a  reporting  company  subject  to  Section  13  or  15(d)  of  the  Securities 
Exchange  Act  of  1934,  as  amended  (the  "Exchange  Act"),  or  is  not  exempt  from  reporting  pursuant  to 
Rule  12g3-2(b)  under  the  Exchange  Act.  Such  information  may  be  obtained  from  the  Trustee  or  the  Irish 
Paying  Agent.  It  is  not  contemplated  that  either  of  the  Issuers  will  be  such  a  reporting  company  or  so 
exempt. 
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FORWARD  LOOKING  STATEMENTS 

Any  projections,  forecasts  and  estimates  contained  herein  are  forward  looking  statements  and  are  based 
upon  certain  assumptions  that  the  Collateral  Manager  considers  reasonable.  Projections  are  necessarily 
speculative  in  nature,  and  it  can  be  expected  that  some  or  all  of  the  assumptions  underlying  the 
projections  will  not  materialize  or  will  vary  significantly  from  actual  results.  Accordingly,  the  projections 
are  only  an  estimate.  Actual  results  may  vary  from  the  projections,  and  the  variations  may  be  material. 
Some  important  factors  that  could  cause  actual  results  to  differ  materially  from  those  in  any  forward 
looking  statements  include  changes  in  interest  rates,  market,  financial  or  legal  uncertainties,  differences 
in  the  actual  allocation  of  the. Underlying  Assets  among  asset  categories,  the  timing  and  frequency  of 
defaults,  writedowns,  principal  shortfalls  and  interest  shortfalls  on  the  Underlying  Assets,  mismatches 
between  the  timing  of  accrual  and  receipt  of  Interest  Proceeds  and  Principal  Proceeds  from  the 
Underlying  Assets  (particularly  prior  to  the  investment  of  all  Uninvested  Proceeds),  defaults  under 
Underlying  Assets  and  the  effectiveness  of  any  Interest  Rate  Swap  Agreement,  among  others. 
Consequently,  the  inclusion  of  projections  herein  should  not  be  regarded  as  a  representation  by  the 
Issuer,  the  Co-Issuer,  the  Collateral  Manager,  the  Trustee,  the  Initial  Purchaser  or  its  affiliates  or  any 
other  person  or  entity  of  the  results  that  will  actually  be  achieved  by  the  Issuer. 

None  of  the  Issuer,  the  Co-Issuer,  the  Collateral  Manager,  the  Trustee,  the  Initial  Purchaser  or  its 
affiliates  has  any  obligation  to  update  or  otherwise  revise  any  projections,  including  any  revisions  to 
reflect  changes  in  economic  conditions  or  other  circumstances  arising  after  the  date  hereof  or  to  reflect 
the  occurrence  of  unanticipated  events,  even  if  the  underlying  assumptions  do  not  come  to  fruition. 
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SUMMARY  OF  TERMS 

The  following  summary  is  qualified  in  its  entirety  by,  and  should  be  read  in  conjunction  with,  the  more 
detailed  information  appearing  elsewhere  in  this  Offering  Circular.  An  index  of  defined  terms  appears  at 
the  back  of  this  Offering  Circular. 


Securities  Offered. 


Preference  Shares. 


Status  of  the  Notes. 


U.S.$244,000,000  aggregate  principal  amount  Class  A-1a 
Floating  Rate  Notes  Due  December  2045  (the  "Class  A-1a 
Notes"). 

U.S.$400,000,000  aggregate  principal  amount  Class  A-1b 
Floating  Rate  Notes  Due  December  2045  (the  "Class  A- 
IbNotes"  and,  together  with  the  Class  A-1a  Notes,  the  "Class 
A-1  Notes"). 

U.S.$1 59,000,000  aggregate  principal  amount  Class  A-2 
Floating  Rate  Notes  Due  December  2045  (the  "Class  A-2 
Notes")  and,  together  with  the  Class  A-1  Notes,  the  "Class  A 
Notes"). 

U.S.$96,900,000  aggregate  principal  amount  Class  B  Floating 
Rate  Notes  Due  December  2045  (the  "Class  B  Notes"). 

U.S.$68,300,000  aggregate  principal  amount  Class  C  Floating 
Rate  Deferrable  Interest  Notes  Due  December  2045  (the 
"Class  C  Notes'). 

U.S.$55,100,000  aggregate  principal  amount  Class  D  Floating 
Rate  Deferrable  Interest  Notes  Due  December  2045  (the 
"Class  D  Notes"). 

U.S.$1 8,700,000  aggregate  principal  amount  Class  E  Floating 
Rate  Deferrable  Interest  Notes  Due  December  2045  (the 
"Class  E  Notes,  together  with  the  Class  A  Notes,  Class  B 
Notes,  Class  C  Notes  and  Class  D  Notes,  the  "Notes"). 

Concurrently  with  the  issuance  of  the  Notes,  the  Issuer  will 
issue  59,500  Preference  Shares,  par  value  U.S.$0.01  per 
share,  issued  at  a  liquidation  preference  of  U.S.$1,000  per 
share  (the  "Preference  Shares").  It  is  expected  that  the 
Collateral  Manager  will  purchase  all  of  the  Preference  Shares 
and  the  Collateral  Manager  may  purchase  some  or  all  of  the 
Class  E  Notes. 

Each  of  the  Class  A-1  a  Notes,  Class  A-1b  Notes,  Class  A-2 
Notes,  Class  B  Notes,  Class  C  Notes,  Class  D  Notes  and  Class 
E  Notes  are  herein  referred  to  as  a  "Class"  of  Notes.  The 
entire  principal  amount  of  each  Class  of  Notes  and  all  of  the 
Preference  Shares  will  be  issued  on  the  Closing  Date. 

The   Notes   will   be   issued   and   secured   pursuant  to   the 
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Indenture.  The  Synthetic  Security  Counterparty  will  be  an 
express  third  party  beneficiary  of  the  Indenture.  See 
"Description  of  the  Notes — Status  and  Security"  and  " — The 
Indenture."  The  Notes  will  be  limited-recourse  debt  obligations 
of  the  Issuers  secured  solely  by  a  pledge  of  the  Collateral  by 
the  Issuer  to  the  Trustee  pursuant  to  the  Indenture  for  the 
benefit  of  the  holders  from  time  to  time  of  the  Notes,  the 
Collateral  Manager,  the  Trustee,  the  Synthetic  Security 
Counterparty,  the  Offsetting  Transaction  Counterparty  and  any 
Interest  Rate  Swap  Counterparty  (collectively,  the  "Secured 
Parties").  See  "Description  of  the  Notes — Status  and 
Security." 

The  relative  order  of  seniority  of  payment  of  each  Class  of 
Notes  is  as  follows:  first,  Class  A-1a  Notes,  second,  Class  A-1b 
Notes,  third,  Class  A-2  Notes,  fourth,  Class  B  Notes,  fifth,  Class 
C  Notes,  sixth.  Class  D  Notes  and  seventh,  Class  E  Notes,  with 
(a)  each  Class  of  Notes  in  such  list  being  "Senior"  to  each 
other  Class  of  Notes  that  follows  such  Class  of  Notes  in  such 
list  and  (b)  each  Class  of  Notes  (other  than  the  Class  A-1a 
Notes)  in  such  list  being  "Subordinate"  to  the  Class  of  Notes 
that  precedes  such  Class  of  Notes  in  such  list.  The  Notes  are 
Senior  to  the  Preference  Shares. 

No  payment  of  interest  on  any  Class  of  Notes  will  be  made  until 
all  accrued  interest  due  and  payable  on  the  Notes  of  each 
Class  that  is  Senior  to  such  Class  and  that  remains  outstanding 
has  been  paid  in  full.  No  payment  of  principal  of  any  Class  of 
Notes  will  be  made  until  all  principal  of,  and  all  accrued  and 
unpaid  interest  on,  the  Notes  of  each  Class  that  is  Senior  to 
such  Class  and  that  remain  outstanding  have  been  paid  in  full, 
except  as  described  under  "—Principal  Repayment  of  the 
Notes".  See  also  "Description  of  the  Notes — Priority  of 
Payments." 

However: 

(a)  on  any  Distribution  Date  occurring  on  or  before  the 
Distribution  Date  in  March  2010  (with  the  period  from 
the  Closing  Date  to  such  Distribution  Date  referred  to 
herein  as  the  "Priority  Distribution  Period"),  Interest 
Proceeds  will  be  applied,  in  an  amount  available  for 
such  purpose,  if  any,  on  the  relevant  Distribution  Date, 
to  pay  principal  of  the  Class  D  Notes  in  an  amount  up 
to  the  Class  D  Priority  Redemption  Amount  for  such 
Distribution  Date  as  set  forth  in  Schedule  F  (the  "Class 
D  Priority  Redemption  Amount")  to  this  Offering 
Circular  until  10.00%  of  the  aggregate  principal  amount 
of  the  Class  D  Notes  as  of  the  Closing  Date  is 
redeemed;  and  on  any  Distribution  Date  occurring  after 
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The  Issuers., 


the  March  2010  Distribution  Date,  15.00%  of  the 
Interest  Proceeds  that  would  otherwise  be  paid  to  the 
Preference  Share  Paying  Agent  for  distribution  to  the 
holders  of  the  Preference  Shares  will  be  applied  to  pay 
principal  of  the  Class  D  Notes  until  the  Class  D  Notes 
are  paid  in  full; 

(b)  on  any  Distribution  Date  occurring  on  or  after  the 
Distribution  Date  in  June  2015  (if  no  Optional 
Redemption,  Auction  Call  Redemption,  Clean-Up  Call 
Redemption  or  Tax  Redemption  has  been  successfully 
completed  before  such  Distribution  Date)  (the 
'Accelerated  Amortization  Date"),  Interest  Proceeds 
that  would  otherwise  be  paid  to  the  Preference  Share 
Paying  Agent  for  distribution  to  the  holders  of  the 
Preference  Shares  will  be  applied  to  pay,  first,  the 
principal  of  the  Class  E  Notes,  second,  the  principal  of 
the  Class  D  Notes,  third,  the  principal  of  the  Class  C 
Notes,  fourth,  the  principal  of  the  Class  B  Notes,  fifth, 
the  principal  of  the  Class  A-2  Notes,  sixth,  the  principal 
of  the  Class  A-1  b  Notes  and  seventh,  the  principal  of 
the  Class  A-1  a  Notes,  in  each  case  until  such  Class 
has  been  paid  in  full;  and 

(c)  if  the  Class  E  Diversion  Test  is  not  satisfied  on  a 
Determination  Date,  Interest  Proceeds  will  be  applied 
on  the  immediately  succeeding  Distribution  Date  to  pay 
principal  of  the  Class  E  Notes  in  sufficient  amounts  to 
satisfy  the  Class  E  Diversion  Test. 

See  "Description  of  the  Notes — Priority  of  Payments." 

Gemstone  CDO  VII  Ltd.  (the  "Issuer")  is  an  exempted  company 
with  limited  liability  incorporated  under  the  Companies  Law 
(2004  Revision)  of  the  Cayman  Islands  pursuant  to  its 
Memorandum  and  Articles  of  Association  (the  "Issuer 
Charter")  and  is  in  good  standing  under  the  laws  of  the 
Cayman  Islands.  The  Indenture  and  Issuer  Charter  will  provide 
that  the  activities  of  the  Issuer  are  limited  to: 

(a)  acquiring,  holding,  pledging  and  selling  Underlying 
Assets,  Offsetting  Transactions  and  Eligible 
Investments; 

(b)  entering  into  and  performing  its  obligations  under  the 
Indenture,  any  Interest  Rate  Swap  Agreement,  any 
Investment  Agreement,  the  Management  Agreement, 
the  Collateral  Administration  Agreement,  the  Note 
Purchase  Agreement,  the  subscription  agreement  with 
respect  to  the  private  placement  of  the  Preference 
Shares    (the    "Subscription    Agreement")    and    the 
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Collateral  Manager . 


Preference  Share  Paying  Agency  Agreement; 

(c)  issuing,  redeeming  and  selling  the  Notes  and  the 
Preference  Shares,  and  issuing  the  Ordinary  Shares; 

(d)  pledging  the  Collateral  as  security  for  its  obligations  in 
respect  of  the  Notes  and  otherwise  for  the  benefit  of 
the  Secured  Parties; 

(e)  owning  the  Co-Issuer;  and 

(f)  other  activities  incidental  to  the  foregoing. 

The  Issuer  will  not  have  any  material  assets  other  than  the 
Underlying  Assets,  Eligible  Investments,  any  Interest  Rate 
Swap  Agreement  and  rights  under  certain  other  agreements 
entered  into  as  described  herein. 

Gemstone  CDO  VII  Corp.,  a  Delaware  corporation  (the  "Co- 
Issuer"  and,  together  with  the  Issuer,  the  "Issuers"),  was 
incorporated  for  the  sole  purpose  of  co-issuing  the  Notes.  The 
entire  authorized  share  capital  of  the  Co-Issuer  is  owned  by  the 
Issuer. 

The  Co-Issuer  will  not  have  any  assets  (other  than  the 
proceeds  of  its  common  shares,  being  U.S.$250  )  and  will  not 
pledge  any  assets  to  secure  any  Class  of  Notes.  The  Co- 
Issuer  will  not  have  any  interest  in  the  Underlying  Assets  held 
by  the  Issuer. 

HBK  Investments  L.P.,  a  Delaware  limited  partnership  (together 
with  its  affiliated  subadvisors,  the  "Collateral  Manager")  with 
headquarters  in  Dallas,  Texas,  will  manage  the  Collateral  under 
a  Management  Agreement  to  be  entered  into  between  the 
Issuer  and  the  Collateral  Manager  (the  "Management 
Agreement").  Collateral  management  services  for  the  Issuer 
will  be  performed  by  various  affiliated  subadvisors  of  HBK 
Investments  L.P.,  which  are  under  common  control  with  HBK 
Investments  L.P.  Pursuant  to  the  Management  Agreement  and 
in  accordance  with  the  Indenture,  the  Collateral  Manager  has 
selected  and  will  manage  the  Collateral  and  will  exercise  rights 
and  remedies  associated  with  the  Underlying  Assets  based  on 
the  restrictions  set  forth  in  the  Indenture  and  on  the  Collateral 
Manager's  research,  credit  analysis  and  judgment.  The 
Collateral  Manager  will  also  monitor  any  Interest  Rate  Swap 
Agreement  and  may  also  act  as  the  Auction  Agent  in 
connection  with  an  Auction  Call  Redemption.  Also,  the 
Collateral  Manager  may  direct  the  Disposition  of  the  Underlying 
Assets  in  the  case  of  an  Optional  Redemption,  a  Clean-up  Call 
or  a  Tax  Redemption.  For  a  summary  of  the  provisions  of  the 
Management    Agreement    and     certain     other    information 
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Use  of  Proceeds . 


Security  for  the  Notes . 


concerning  the  Collateral  Manager .  and  key  individuals 
associated  therewith  who  will  be  managing  the  Issuer's 
portfolio,  see  "The  Collateral  Manager"  and  "The  Management 
Agreement." 

The  gross  proceeds  received  from  the  issuance  and  sale  of  the 
Notes  and  the  Preference  Shares  will  be  at  least 
U.S.$1 ,070,000,000.  On  the  Closing  Date,  the  Issuer  will 
receive  at  least  U.S.$1 ,060,000,000  as  the  net  proceeds  from 
the  issuance  and  sale  of  the  Notes  and  the  Preference  Shares. 
The  net  proceeds  from  the  issuance  and  sale  of  the  Notes  and 
the  Preference  Shares  are  the  gross  proceeds  net  of  the 
payment  of  the  placement  and  structuring  fees  related  to  the 
placement  of  the  Notes  and  Preference  Shares,  the  payment  of 
other  closing  expenses  and  an  initial  deposit  into  the  Expense 
Account.  The  net  proceeds  from  the  issuance  and  the  sale  of 
the  Notes  and  the  Preference  Shares  will  be  used  by  the  Issuer 
to  purchase  on  the  Closing  Date  a  diversified  portfolio  of 
interests  in  asset-backed  securities  ("Asset-Backed 
Securities")  and  Synthetic  Securities  (together  with  the  Asset- 
Backed  Securities,  the  "Underlying  Assets")  having  the 
characteristics  described  herein.  Following  the  Closing  Date, 
the  Issuer  may  also  enter  into  Offsetting  Transactions 
(including  the  payment  of  any  initial  amounts  upon  the  entry 
into  an  Offsetting  Transaction)  and  to  fund  certain  accounts 
established  under  the  Indenture.  See  "Security  for  the  Notes- 
Underlying  Assets."  For  the  avoidance  of  doubt,  the  Underlying 
Assets  and  Synthetic  Securities  shall  not  include  any  Offset 
Transaction  or  Offsetting  Transaction.  On  the  Closing  Date, 
the  Issuer  will  have  acquired  (or  committed  to  acquire  for 
settlement  in  accordance  with  customary  settlement 
procedures  in  the  relevant  markets)  the  entire  portfolio.  As  of 
the  Closing  Date,  the  portfolio  will  consist  of  Underlying  Assets 
(acquired  or  committed  to  be  acquired)  having  an  aggregate 
Principal/Notional  Balance  (including  principal  collections  on 
such  Underlying  Assets  deposited  in  the  Uninvested  Proceeds 
Account  on  the  Closing  Date)  of  at  least  U.S.$1, 100,000,000. 
In  the  event  that  there  are  any  remaining  uninvested  net 
proceeds  on  the  Determination  Date  preceding  the  September 
2007  Distribution  Date,  they  will  be  applied  in  the  manner 
described  herein  under  "Description  of  the  Notes — Certain 
Definitions — Principal  Proceeds,"  "Description  of  the  Notes- 
Priority  of  Payments— Principal  Proceeds"  and  "Security  for  the 
Notes — The  Accounts — Uninvested  Proceeds  Account." 

Pursuant  to  the  Indenture,  the  Notes,  together  with  the  Issuer's 
obligations  to  the  Interest  Rate  Swap  Counterparty  under  any 
Interest  Rate  Swap "  Agreement,  the  Synthetic  Security 
Counterparty  under  the  Synthetic  Securities,  the  Initial 
Investment  Agreement  Provider  under  the  Initial  Investment 
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Agreement,  the  Trustee  under  the  Indenture  and  the  Collateral 
Manager  under  the  Management  Agreement,  will  be  secured 
by: 


Acquisition 
Assets 


of      the      Underlying 


(a) 


(b) 


(c) 


(d) 


(e) 


the  Underlying  Assets  and  Equity  Securities  and  the 
Offset  Transactions  and  the  Offsetting  Transactions; 

the  rights  of  the  Issuer  under  any  Interest  Rate  Swap 
Agreement; 

amounts  on  deposit  in  the  Payment  Account,  the 
Interest  Collection  Account,  the  Principal  Collection 
Account,  the  Expense  Account,  the  Uninvested 
Proceeds  Account,  the  Synthetic  Security  Issuer 
Account,  the  Disposition  Proceeds  Account,  the. 
Synthetic  Security  Collateral  Account  and  the  Interest 
Rate  Swap  Counterparty  Collateral  Account 
(collectively,  the  "Accounts")  and  Eligible  Investments 
purchased  with  funds  on  deposit  in  such  accounts; 

the  rights  of  the  Issuer  under  the  Management 
Agreement,  the  Note  Purchase  Agreement,  the 
Subscription  Agreement  and  the  Administration 
Agreement;  and 


all     proceeds 
"Collateral"). 


of    the    foregoing    (collectively,    the 


In  the  event  of  any  realization  on  the  Collateral,  proceeds  will 
be  allocated  to  the  payment  of  each  Class  of  Notes  in 
accordance  with  the  respective  priorities  established  by  the 
Priority  of  Payments.  The  Collateral  will  not  include  the 
Excepted  Property. 


On  the  Closing  Date,  the  Issuer  will  have  acquired  (or 
committed  to  acquire  for  settlement  in  accordance  with 
customary  settlement  procedures  in  the  relevant  markets)  the 
entire  portfolio,  which  will  consist  of  Underlying  Assets  having 
an  Aggregate  Principal/Notional  Balance  (including  principal 
collections  on  Asset-Backed  Securities  deposited  in  the 
Uninvested  Proceeds  Account  on  the  Closing  Date)  of  at  least 
U.S.$1, 100,000,000  and  will  be  pledged  to  the  Trustee  under 
the  Indenture.  The  Underlying  Assets  so  acquired  by  the 
Issuer  will,  on  the  Closing  Date,  have  the  characteristics 
described  herein  under  "Security  for  the  Notes —  Underlying 
Assets". 

After  the  Closing  Date,  following  the  Disposition  of  Underlying 
Assets  in  accordance,  with  and  subject  to  the  conditions  herein, 
the  Issuer,  at  the  direction  of  the  Collateral  Manager,  may  apply 


Confidential  Treatment  Requested 


GEM7-00000453 


Footnote  Exhibits  -  Page  1065 


the  Disposition  Proceeds  in  respect  of  such  Dispositions  to 
purchase  additional  Asset-Backed  Securities  or  to  enter  into 
additional  Synthetic  Securities.  During  the  Reinvestment 
Period,  the  Issuer,  at  the  direction  of  the  Collateral  Manager 
and  subject  to  the  limitations  described  in  "Disposition  of  the 
Underlying  Assets,"  may  trade  Underlying  Assets  on  a 
discretionary  basis.  After  the  Reinvestment  Period,  the  Issuer 
will  not  be  able  to  acquire  Underlying  Assets  on  a  discretionary 
basis.  Both  during  and  after  the  Reinvestment  Period,  the 
Collateral  Manager  may,  on  behalf  of  the  Issuer,  Dispose  of 
Defaulted  Assets,  Equity  Securities,  Credit-Risk  Assets,  Credit- 
Improved  Assets  and  Withholding  Securities  as  described 
under  "Disposition  of  the  Underlying  Assets"  and  may  reinvest 
the  Disposition  Proceeds  of  such  Dispositions  in  additional 
Underlying  Assets.  During  and  after  the  Reinvestment  Period, 
the  Issuer,  at  the  direction  of  the  Collateral  Manager,  may  also 
enter  into  Offsetting  Transactions;  provided  that  the  proceeds 
resulting  from  an  Offsetting  Transaction  will  be  constrained  by 
the  same  conditions  applicable  to  Disposition  Proceeds 
received  in  respect  of  Dispositions  of  Underlying  Assets. 

Disposition      of     the      Underlying 

Assets At  any  time,  the  Collateral  Manager  may,  on  behalf  of  the 

Issuer,  Dispose  of  any  Defaulted  Assets,  Equity  Securities  or 
Underlying  Assets  subject  to  withholding  or  other  similar  taxes 
and  acquire  additional  Underlying  Assets;  provided  that  such 
Dispositions  and  acquisitions  are  subject  to  the  restrictions 
described  in  "Security  for  the  Notes — Disposition  of  Underlying 
Assets." 

The  Collateral  Manager  may  also  Dispose,  on  behalf  of  the 
Issuer,  of  Credit-Risk  Assets,  Credit-Improved  Assets  or  other 
Underlying  Assets  and  acquire  additional  Underlying  Assets, 
subject  to  the  conditions  indicated  below. 

Credit-Risk  Assets.  The  Collateral  Manager,  on  behalf  of  the 
Issuer,  may  Dispose  of  any  Underlying  Asset  that  the  Collateral 
Manager,  acting  on  behalf  of  the  Issuer,  determines  to  be  (and 
which  the  Collateral  Manager  certifies  in  writing  to  the  Trustee 
that  it  has  determined  to  be)  a  Credit-Risk  Asset  and,  if 
applicable,  to  acquire  additional  Underlying  Assets  in 
accordance  with  clause  (B)  below.  The  Collateral  Manager  may 
not  direct  the  Trustee  to  Dispose  of  any  Underlying  Asset  that  it 
determines  to  be  a  Credit-Risk  Asset  unless,  in  connection  with 
the  Disposition  of  such  Credit-Risk  Asset,  the  Collateral 
Manager  will  certify  in  writing  to  the  Trustee  that: 

(A)  at  the  direction  of  the  Collateral  Manager,  the 
Disposition  Proceeds  arising  from  the  Disposition  of  such 
Credit-Risk  Asset  shall  be  transferred  to  the  Principal  Collection 
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Account  to  be  applied  in  accordance  with  the  Priority  of 
Payments;  provided  that  such  Disposition  Proceeds  may  not  be 
reinvested,  or 

(B)  the  Collateral  Manager  believes  that  the  Issuer  will  be 
able  to  reinvest  the  Disposition  Proceeds  arising  from  the 
Disposition  of  such  Credit-Risk  Asset,  within  90  days  after  such 
Credit-Risk  Asset  is  Disposed  of,  in  one  or  more  additional 
Asset-Backed  Securities  or  Synthetic  Securities  having  an 
Aggregate  Principal/Notional  Balance  that,  together  with 
accrued  interest  thereon,  is  at  least  equal  to  the  Disposition 
Proceeds  arising  from  the  Disposition  of  such  Credit-Risk  Asset 
being  Disposed  of  and  the  Collateral  Manager  believes  that 
after  giving  effect  to  such  Disposition  and  the  subsequent 
acquisition,  the  level  of  each  of  the  Collateral  Quality  Tests  and 
Eligibility  Criteria,  if  failing,  will  be  maintained  or  improved  as 
compared  to  the  test  levels  prior  to  such  Disposition  and 
subsequent  acquisition; 

provided  however  that  after  the  Reinvestment  Period,  the 
Issuer  may  not  Dispose  of  a  Credit-Risk  Asset  and  acquire  one 
or  more  additional  Underlying  Assets  pursuant  to  this 
paragraph  unless,  additionally, 

(i)  the  Collateral  Quality  Tests  are  in  compliance, 

(ii)  the  Underlying  Asset  proposed  to  be  acquired  shall  have  a 
Moody's  Rating  and  a  Standard  &  Poor's  Rating  at  least  equal 
to  the  Moody's  Rating  and  the  Standard  &  Poor's  Rating 
respectively  of  the  Credit-Risk  Asset  to  be  Disposed, 

(iii)  the  weighted  average  life  of  the  Underlying  Asset(s) 
proposed  to  be  acquired  following  such  Disposition  shall  be 
less  than  or  equal  to  the  weighted  average  life  of  the  Credit- 
Risk  Asset  proposed  to  be  Disposed;  provided  however,  the 
Issuer  may  Dispose  of  a  Credit-Risk  Asset  with  a  weighted 
average  life  less  than  the  weighted  average  life  of  the 
Underlying  Asset(s)  proposed  to  be  acquired  following  such 
Disposition  if  (A)  the  weighted  average  life  of  the  Underlying 
Asset(s)  proposed  to  be  acquired  following  such  Disposition 
shall  be  no  more  than  two  years  greater  than  the  weighted 
average  life  of  the  Credit-Risk  Asset  to  be  Disposed,  (B)  the 
Aggregate  Principal/Notional  Balance  of  all  Credit-Risk  Assets 
Disposed  pursuant  to  this  proviso  does  not  exceed  25%  of  the 
Aggregate  Principal  Notional  Balance  of  all  Underlying  Assets 
as  of  the  Closing  Date  and  (C)  the  date  of  such  Disposition  is 
no  later  than  the  date  that  is  three  years  after  the  end  of  the 
Reinvestment  Period  and 

(iv)(A)  all  Coverage  Tests  are  satisfied  prior  to  such 
Disposition,  (B)  the  Collateral  Manager  believes  that,  after 
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giving  effect  to  such  Disposition  and  the  subsequent  acquisition 
described  in  this  paragraph  all  Coverage  Tests  will  be  satisfied 
and  the  level  of  each  Coverage  Test  will  be  at  least  equal  to  its 
level  prior  to  such  Disposition  and  (C)  the  level  of  the  Class  D 
Overcollateralization  Test  is  at  least  equal  to  107.62%. 

Credit-Improved  Assets.  The  Collateral  Manager,  on  behalf  of 
the  Issuer,  may  Dispose  of  any  Underlying  Asset  that  the 
Collateral  Manager,  acting  on  behalf  of  the  Issuer,  determines 
to  be  (and  which  the  Collateral  Manager  certifies  in  writing  to 
the  Trustee  that  it  has  determined  to  be)  a  Credit  Improved 
Asset  and,  if  applicable,  to  acquire  additional  Underlying  Assets 
in  accordance  with  clause  (B)  below.  The  Collateral  Manager 
may  not  direct  the  Trustee  to  Dispose  of  any  Underlying  Asset 
that  it  determines  to  be  a  Credit-Improved  Asset  unless,  in 
connection  with  the  Disposition  of  such  Credit-Improved  Asset, 
the  Collateral  Manager  will  certify  in  writing  to  the  Trustee  that: 

(A)  at  the  direction  of  the  Collateral  Manager,  the 
Disposition  Proceeds  arising  from  the  Disposition  of  such 
Credit-Improved  Asset  shall  be  transferred  to  the  Principal 
Collection  Account  to  be  applied  in  accordance  with  the  Priority 
of  Payments;  provided  that  (i)  such  Disposition  Proceeds  may 
not  be  reinvested  and  (ii)  such  Disposition  Proceeds  must  be  at 
least  equal  to  the  par  value  of  the  Credit-Improved  Asset 
Disposed,  or 

(B)  the  Collateral  Manager  believes  that  the  Issuer  will  be 
able  to  reinvest  the  Disposition  Proceeds  arising  from  the 
Disposition  of  such  Credit-Improved  Asset,  within  60  days  after 
such  Credit-Improved  Asset  is  Disposed  of,  in  one  or  more 
additional  Asset-Backed  Securities  or  Synthetic  Securities 
having  an  Aggregate  Principal/Notional  Balance  at  least  equal 
to  the  Aggregate  Principal/Notional  Balance  of  the  Credit- 
Improved  Asset  to  be  Disposed,  and  the  Collateral  Manager 
believes  that  after  giving  effect  to  such  Disposition  and  the 
subsequent  acquisition,  the  level  of  each  of  the  Collateral 
Quality  Tests,  Coverage  Tests  and  Eligibility  Criteria,  if  failing, 
will  be  maintained  or  improved  as  compared  to  the  test  levels 
prior  to  such  Disposition  and  subsequent  acquisition; 

provided  however  that  after  the  Reinvestment  Period,  the 
Issuer  may  not  Dispose  of  a  Credit-Improved  Asset  and  acquire 
another  Underlying  Asset  pursuant  to  this  paragraph  unless, 
additionally, 

(i)  the  Collateral  Quality  Tests  are  in  compliance, 

(ii)  the  Underlying  Asset  proposed  to  be  acquired  shall  have  a 
Moody's  Rating  and  a  Standard  &  Poor's  Rating  at  least  equal 
to  the  Moody's  Rating  and  the  Standard  &  Poor's  Rating,  | 
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respectively,  of  the  Credit-Improved  Asset  to  be  Disposed, 

(iii)  the  weighted  average  life  of  the  Underlying  Asset(s) 
proposed  to  be  acquired  following  such  Disposition  shall  be 
less  than  or  equal  to  the  weighted  average  life  of  the  Credit- 
Improved  Asset  proposed  to  be  Disposed;  provided  however, 
the  Issuer  may  Dispose  of  a  Credit-Improved  Asset  with  a 
weighted  average  life  less  than  the  weighted  average  life  of  the 
Underlying  Asset(s)  proposed  to  be  acquired  following  such 
Disposition  if  (A)  the  weighted  average  life  of  the  Underlying 
Asset(s)  proposed  to  be  acquired  following  such  Disposition 
shall  be  no  more  than  two  years  greater  than  the  weighted 
average  life  of  the  Credit-Improved  Asset  to  be  Disposed,  (B) 
the  Aggregate  Principal/Notional  Balance  of  all  Credit-Improved 
Assets  Disposed  pursuant  to  this  proviso  does  not  exceed  25% 
of  the  Aggregate  Principal  Notional  Balance  of  all  Underlying 
Assets  as  of  the  Closing  Date  and  (C)  the  date  of  such 
Disposition  is  no  later  than  the  date  that  is  three  years  after  the 
end  of  the  Reinvestment  Period  and 

(iv)(A)  all  Coverage  Tests  are  satisfied  prior  to  such 
Disposition,  (B)  the  Collateral  Manager  believes  that,  after 
giving  effect  to  such  Disposition  and  the  subsequent  acquisition 
described  in  this  paragraph  all  Coverage  Tests  will  be  satisfied 
and  the  level  of  each  Coverage  Test  will  be  at  least  equal  to  its 
level  prior  to  such  Disposition  and  (C)  the  level  of  the  Class  D 
Overcollateralization  Test  is  at  least  equal  to  107.62%. 

Discretionary  Trading.  At  any  time  during  the  Reinvestment 
Period,  the  Collateral  Manager,  on  behalf  of  the  Issuer,  may 
Dispose  of  (and  acquire  if  applicable),  any  Underlying  Asset  if, 
in  connection  with  the  Disposition  of  such  Underlying  Asset  and 
the  acquisition  of  another  Underlying  Asset,  as  applicable,  the 
Collateral  Manager  shall  certify  in  writing  to  the  Trustee  that: 

(i)  the  Collateral  Manager  believes  in  good  faith  that 

Disposition  Proceeds  relating  to  such  Underlying  Asset  can  be 
reinvested  within  60  days  after  the  Disposition  of  such 
Underlying  Asset  in  one  or  more  additional  Underlying  Assets 
such  that  the  Aggregate  Principal/Notional  Balance  of  such 
additional  Underlying  Assets  is  greater  than  or  equal  to  the 
Principal/Notional  Balance  of  the  Underlying  Asset  to  be  so 
Disposed, 

(ii)  the  Aggregate  Principal/Notional  Balance  of  all 
Underlying  Assets  Disposed  of  pursuant  to  this  paragraph 
during  any  calendar  year  (including  the  period  from  the  Closing 
Date  to  the  end  of  calendar  year  2007),  does  not  exceed  20% 
of  the  Net  Outstanding  Underlying  Asset  Balance  as  of  the  first 
day  of  such  period  (excluding,  for  the  purposes  of  such 
calculation,  the  Disposition  of  any  Credit-Risk  Assets,  Credit- 
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Improved  Assets,  Defaulted  Assets,  Equity  Securities  and 
Withholding  Securities  and  any  Underlying  Asset  Disposed  by 
the  entry  of  the  Issuer  into  an  Offsetting  Transaction  with 
respect  to  such  Underlying  Asset), 

(Hi)  the  Collateral  Manager  believes  that  after  giving  effect 
to  such  Disposition  and  the  subsequent  acquisition,  the  level  of 
each  of  the  Collateral  Quality  Tests,  Coverage  Tests  and 
Eligibility  Criteria,  if  failing,  will  be  maintained  or  improved  as 
compared  to  the  test  levels  prior  to  such  Disposition  and 
subsequent  acquisition; 

(iv)  and  Moody's  has  not  reduced  the  long  term  rating  of 
any  Class  of  Notes  below  the  long  term  rating  in  effect  on  the 
Closing  Date  by  one  or  more  major  rating  categories. 

The  Disposition  Proceeds  of  an  Asset-Backed  Security  will  be 
deposited  in  the  Disposition  Proceeds  Account  and,  subject  to 
the  restrictions  described  in  "Security  for  the  Notes- 
Disposition  of  Underlying  Assets,"  will  be  available  to  be 
reinvested  in  other  Underlying  Assets  within  60  days  following 
such  Disposition  or  90  days  following  such  Disposition  in  the 
case  of  Credit-Risk  Assets.  Following  such  60  or  90  day 
period,  if  not  earlier  transferred  to  the  Principal  Collection 
Account  at  the  direction  of  the  Collateral  Manager,  if  such 
Disposition  Proceeds  have  not  been  reinvested  in  any 
substitute  Underlying  Asset  and  remain  in  the  Disposition 
Proceeds  Account,  such  Disposition  Proceeds  shall  be 
deposited  in  the  Principal  Collection  Account  and  applied  in 
accordance  with  the  Priority  of  Payments. 

For  the  avoidance  of  doubt,  any  certification  that  the  Collateral 
Manager  is  required  to  make  "in  writing"  to  the  Trustee  in 
respect  of  a  Disposition  may  be  made  in  an  email  to  the 
Trustee. 

"Reinvestment  Period"  means  the  period  from  the  Closing 
Date  until  the  first  to  occur  of  (i)  the  Payment  Date  immediately 
following  the  date  that  the  Collateral  Manager,  acting  on  behalf 
of  the  Issuer,  notifies  the  Trustee  and  the  other  designated 
parties  that,  in  light  of  the  composition  of  the  Assets,  general 
market  conditions  and  other  factors,  the  Collateral  Manager  (in 
its  sole  discretion)  has  determined  on  behalf  of  the  Issuer  that 
investments  in  additional  Underlying  Assets  within  the 
foreseeable  future  would  either  be  impractical  or  not  beneficial, 
(ii)  an  Event  of  Default  or  (iii)  the  day  after  the  Payment  Date 
occurring  in  March  2009;  provided  that  if  the  Collateral 
Manager  had  previously  terminated  the  Reinvestment  Period, 
the  Collateral  Manager  may  (in  its  sole  discretion)  reinstate  the 
Reinvestment  Period  if  the  notice  of  reinstatement  is  delivered 
prior  to  the   Determination   Date  for  the   Distribution   Date 
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Interest  Rate  Swap  Agreement . 


Synthetic  Securities . 


occurring  in  March  2009. 

Principal  Proceeds  from  the  Disposition  of,  or  principal 
payments  on,  Underlying  Assets  that  are  Investment  Grade 
may  at  the  Collateral  Manager's  sole  discretion  (exercised  on 
behalf  of  the  Issuer)  be  deposited  into  (x)  the  Collection 
Account  for  investment  on  a  later  date  in  additional  Underlying 
Assets  that  are  Investment  Grade,  or  (y)  the  Synthetic 
Collateral  Account  to  be  invested  in  Eligible  Investments,  in 
each  case,  in  accordance  with  the  Eligibility  Criteria  and  the 
Collateral  Quality  Tests. 

See  "Security  for  the  Notes — Disposition  of  Underlying  Assets." 

Following  the  Closing  Date,  subject  to  satisfaction  of  the  Rating 
Condition,  the  Issuer  may  enter  into  an  interest  rate  swap  in 
accordance  with  the  Indenture  (such  interest  rate  swap, 
together  with  any  replacement  therefor  or  additional  interest 
rate  swap  agreement  entered  into  in  accordance  with  the 
Indenture,  the  "Interest  Rate  Swap  Agreement").  The  "Initial 
Interest  Rate  Swap  Counterparty"  is  expected  to  be  Deutsche 
Bank  AG  or  one  of  its  affiliates.  Any  Interest  Rate  Swap 
Agreement  will  provide  that  the  Issuer  will  pay  to  the  Interest 
Rate  Swap  Counterparty  on  each  related  Distribution  Date 
interest  at  a  fixed  rate  on  a  specified  notional  amount,  in 
exchange  for  which  the  Interest  Rate  Swap  Counterparty  will 
pay  to  the  Issuer  interest  on  such  notional  amount  at  a  rate 
equal  to  three  month  LIBOR  for  the  related  calculation  period. 
See  "Security  for  the  Notes — The  Interest  Rate  Swap 
Agreement." 

On  the  Closing  Date,  the  Issuer  will  have  entered  into  a  series 
of  credit  default  swaps  (each  a  "Synthetic  Security")  with 
Deutsche  Bank  AG  (in  such  role,  the  "First  Synthetic  Security 
Counterparty").  Each  Synthetic  Security  will  relate  to  a 
Reference  Obligation  whereby  the  Issuer  will  sell  credit 
protection  to  the  related  Synthetic  Security  Counterparty  on 
such  Reference  Obligation.  Each  Synthetic  Security  will  be 
entered  into  pursuant  to  a  1992  ISDA  Master  Agreement 
(Multicurrency-Cross  Border),  including  the  schedule  thereto 
(the  "Master  Agreement"),  between  the  issuer  and  a  Synthetic 
Security  Counterparty,  and  a  separate  confirmation  of 
transaction  (a  "Confirmation")  evidencing  the  Synthetic 
Security  thereunder.  Each  Confirmation  may  evidence  several 
different  transactions,  each  of  which  will  be  separate  and 
distinct  from  all  others  documented  under  such  Confirmation 
and  relates  to  an  individual  Reference  Obligation  that  is  an 
Asset-Backed  Security.  The  form  of  Confirmation  for 
Reference  Obligations  that  are  RMBS  Securities  is  attached 
hereto  as  Schedule  G.  The  form  of  Confirmation  for  Reference 
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Obligations  that  are  ABX  Tranche  Securities  is  attached  hereto 
as  Schedule  H.  The  form  of  Confirmation  for  Reference 
Obligations  that  are  CMBS  Securities  is  attached  hereto  as 
Schedule  I.  The  form  of  Confirmation  for  Reference 
Obligations  that  are  CDO  Securities  is  attached  hereto  as 
Schedule  J.  The  2003  ISDA  Credit  Derivatives  Definitions,  as 
published  by  ISDA  (the  'Credit  Derivatives  Definitions")  will 
apply  to,  and  be  incorporated  by  reference  into,  each  Synthetic 
Security.  Any  Synthetic  Security  documented  under  any  of  the 
forms  of  confirmation  attached  hereto  as  Schedule  G. 
Schedule  H.  Schedule  I  and  Schedule  J  is  a  "Form- 
Approved  Synthetic  Security"  The  Issuer  may  not  enter  into 
any  Synthetic  Security  that  is  not  a  Form-Approved  Synthetic 
Security  unless  the  Rating  Agency  Condition  is  satisfied  and, 
the  Issuer  may  not  enter  into  any  Synthetic  Security  that  is  not 
a  "pay  as  you  go"  swap  unless  the  Issuer,  or  the  Collateral 
Manager  on  behalf  of  the  Issuer,  requests  and  receives  the 
recovery  rate  and  rating  applicable  to  such  Synthetic  Security 
from  Standard  &  Poor's.  For  the  avoidance  of  doubt,  Offset 
Transactions  and  Offsetting  Transactions  will  not  be  deemed  to 
be  Synthetic  Securities. 

Each  Synthetic  Security  exposes  the  Issuer  to  the  credit  risk  of 
a  Reference  Obligation.  Each  "Reference  Obligation,"  as  of 
the  related  trade  date,  will  be  an  Asset-Backed  Security  that 
satisfies  the  Eligibility  Criteria. 

During  the  Reinvestment  Period,  and  only  in  accordance  with 
the  Eligibility  Criteria,  the  Issuer  may  (i)  enter  into  additional 
Synthetic  Securities  with  the  First  Synthetic  Security 
Counterparty  and  (ii)  enter  into  new  Synthetic  Securities  with 
other  synthetic  security  counterparties  (together  with  the  First 
Synthetic  Security  Counterparty,  the  "Synthetic  Security 
Counterparties")  made  pursuant  to  a  separate  Master 
Agreement  and  Confirmation;  provided  that  after  giving  effect  to 
any  such  transaction,  the  Synthetic  Security  Collateral  Amount 
equals  or  exceeds  the  Required  Synthetic  Security  Collateral 
Amount.  The  "Synthetic  Security  Collateral  Amount"  equals 
on  any  date  of  determination,  the  amount  on  deposit  in  the 
related  Synthetic  Security  Collateral  Account,  if  any  (including 
the  Aggregate  Principal/Notional  Balance  of  the  Eligible 
Investments  on  deposit  in  such  account,  but  excluding  all 
earnings  on  such  Eligible  Investments).  The  "Required 
Synthetic  Security  Collateral  Amount"  equals,  with  respect  to 
each  Synthetic  Security  Counterparty,  on  any  date  of 
determination,  the  Aggregate  Principal/Notional  Balance  of  all 
Synthetic  Securities  entered  into  with  such  Synthetic  Security 
Counterparty.  Each  Master  Agreement  entered  into  with  a 
Synthetic  Security  Counterparty  shall  be  substantially  identical 
to  the  Master  Agreement  entered  into  between  the  Issuer  and 
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the  First  Synthetic  Security  Counterparty  prior  to  closing  or,  if 
not  substantially  identical,  shall  be  approved  by  the  First 
Synthetic  Security  Counterparty  and  each  Rating  Agency. 
Each  Confirmation  entered  into  with  a  Synthetic  Security 
Counterparty  shall  be  substantially  similar  to  (w)  the  form  of 
Confirmation  attached  hereto  as  Schedule  G  in  the  case  of 
Reference  Obligations  that  are  RMBS  Securities,  (x)  the  form  of 
Confirmation  attached  hereto  as  Schedule  H  in  the  case  of 
Reference  Obligations  that  are  ABX  Tranche  Securities,  (y)  the 
form  of  Confirmation  attached  hereto  as  Schedule  I  in  the  case 
of  Reference  Obligations  that  are  CMBS  Securities  or  (z)  the 
form  of  Confirmation  attached  hereto  as  Schedule  J  in  the 
case  of  Reference  Obligations  that  are  CDO  Securities  or,  if  not 
substantially  similar,  shall  be  approved  by  each  other  Synthetic 
Security  Counterparty  and  each  Rating  Agency. 

The  Synthetic  Security  Counterparty  has  the  right  in  the  event 
of  an  assignment  of  a  Synthetic  Security  to  reject  any 
replacement  for  the  Issuer,  such  right  not  to  be  unreasonably 
exercised.  In  deciding  whether  to  approve  or  reject  a 
replacement  for  the  Issuer,  the  Synthetic  Security  Counterparty 
does  not  have  to  consider  the  interests  of  the  Issuer  or  the 
Noteholders. 

For  a  further  description  of  the  Synthetic  Securities  see 
"Security  for  the  Notes—  Underlying  Assets  Synthetic 
Securities"  herein. 


14 


Confidential  Treatment  Requested 


GEM7-00000461 


I: 


Footnote  Exhibits  -  Page  1073 


Offsetting  Transactions . 


On  or  after  the  Closing  Date,  the  Issuer  may  enter  into  a  series 
of  credit  default  swaps  (each  an  -Offsetting  Transaction")  with 
one  or  more  counterparties  (each,  an  "Offsetting  Transaction 
Counterparty")  required  in  order  to  hedge  all  or  part  of  its 
credit  exposure  (determined  as  set  out  below)  to  one  or  more 
obligors  under  Synthetic  Securities.  The  Offsetting  Transaction 
Counterparty  must  be  the  same  entity  as  the  Synthetic  Security 
Counterparty  under  the  Synthetic  Security  being  hedged.  In 
the  event  that  any  such  Offsetting  Transaction  is  entered  into  in 
respect  of  all  or  part  of  a  Synthetic  Security,  such  Synthetic 
Security  (or  part  thereof)  will  not  be  considered  a  Synthetic 
Security  (the  notional  amount  of  such  Synthetic  Security  so 
offset,  the  "Offset  Transaction").  Offsetting  Transactions  must 
be  Form-Approved  Synthetic  Securities. 

Each  Offsetting  Transaction  will  relate  to  a  Reference 
Obligation  whereby  the  Issuer  purchases  credit  protection  from 
the  related  Offsetting  Transaction  Counterparty  on  such 
Reference  Obligation.  An  Offsetting  Transaction  shall  hedge  all 
or  part  of  the  Issuer's  credit  exposure  if,  in  the  reasonable 
judgment  of  the  Collateral  Manager  acting  on  behalf  of  the 
Issuer,  such  Offsetting  Transaction  hedges  the  Issuer's  risk  of 
loss  (in  whole  or  in  part)  with  respect  to  the  relevant  Synthetic 
Security  and  the  Offsetting  Transaction  relates  to  the  same 
Reference  Obligation  and  provides  for  all  obligations 
thereunder  to  have  substantially  the  same  characteristics  as 
obligations  specified  in  such  Synthetic  Security. 

Following  an  event  of  default  or  termination  event  with  respect 
to  an  Offset  Transaction,  the  related  Offsetting  Transaction  will 
be  required  to  terminate.  An  Offsetting  Transaction  may  be 
terminated  without  termination  of  the  related  Offset  Transaction 
only  if  (i)  any  termination  payments  due  from  the  Issuer  in 
respect  of  such  termination  will  be  paid  from  Principal 
Proceeds,  (ii)  such  termination  (and  therefore  the  reconversion 
of  the  relevant  Offset  Transaction  into  a  Synthetic  Security) 
complies  with  all  conditions  applicable  to  the  acquisition  of  an 
Underlying  Asset  and  (iii)  there  are  funds  in  the  Principal 
Collection  Account  to  adequately  collateralize  the  Synthetic 
Security  that  the  relevant  Offset  Transaction  reconverts  to  as  a 
result  of  the  termination  of  the  Offsetting  Transaction. 
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The  fixed  amounts  payable  with  respect  to  an  Offsetting 
Transaction  must  be  less  than  or  equal  to  the  fixed  amounts 
payable  with  respect  to  the  related  Offset  Transaction  and  in 
certain  circumstances  the  Issuer  may  be  required  to  make  an 
upfront  payment  to  the  Offsetting  Transaction  Counterparty, 
which  shall  be  made  from  Principal  Proceeds.  The  difference 
between  the  Fixed  Amount  received  with  respect  to  an  Offset 
Transaction  and  the  Fixed  Amount  paid  on  the  Offsetting 
Transaction  shall  be  considered  Principal  Proceeds.  Offsetting 
Transactions  shall  be  limited  to  an  aggregate  notional  amount 
equal  to  20%  of  the  Net  Outstanding  Underlying  Asset  Balance 
as  of  the  Closing  Date. 

Amounts  on  deposit  in  the  Synthetic  Security  Collateral 
Account  may  be  invested  in  Eligible  Investments  (as  defined 
herein)  and  will  initially  be  invested  under  an  investment 
agreement,  dated  as  of  the  Closing  Date  (such  agreement,  the 
"Initial  Investment  Agreement,"  and  amounts  so  invested,  the 
"Investment"),  among  the  Issuer,  the  Trustee  and  GE  Funding 
Capital  Market  Services,  Inc.,  as  investment  agreement 
provider  (in  such  capacity,  the  "Initial  Investment  Agreement 
Provider").  On  the  Closing  Date,  funds  in  an  amount  of  at 
least  $614,000,000  are  expected  to  be  invested  as  the 
Investment. 

Pursuant  to  the  Initial  Investment  Agreement,  the  Initial 
Investment  Agreement  Provider  will  be  required  to  pay  interest 
at  a  per  annum  floating  rate  equal  to  three-month  LIBOR  minus 
0.035%  on  the  amounts  invested  thereunder.  Interest  on  the 
Investment  will  accrue  until  the  date  the  Initial  Investment 
Agreement  terminates  or  is  terminated  in  accordance  with  its 
terms  over  each  Interest  Period  and  will  be  payable  on  the 
Business  Day  immediately  prior  to  the  Distribution  Dates. 

On  any  Business  Day  of  each  month,  subject  to  applicable 
notice  requirements  specified  in  the  Initial  Investment 
Agreement,  the  Trustee  may  make  a  withdrawal  from  the  Initial 
Investment  Agreement  in  order  to  make  payments  as  described 
under  Allocation  Procedures. 

Immediately  prior  to  the  Final  Maturity  Date,  the  Trustee  (acting 
pursuant  to  the  Indenture  on  behalf  of  the  Issuer)  will  have  the 
right  to  demand  payment  in  full  under  the  Initial  Investment 
Agreement  (if  it  is  then  in  effect).  On  the  Final  Maturity  Date  of 
the  Notes,  all  net  proceeds  from  such  liquidation  and  all 
available  cash  will  be  distributed  in  accordance  with  the  priority 
of  distribution  provisions  described  herein.  The  obligations  of 
the  Initial  Investment  Agreement  Provider  under  the  Initial 
Investment  Agreement  will  be  insured  by  a  guarantee  of 
General  Electric  Capital  Corporation  (the  "Guarantee  *  and 


16 


Confidential  Treatment  Requested 


GEM7-00000463 


Footnote  Exhibits  -  Page  1075 


Interest  Payments  on  the  Notes.. 


together  with  the  Initial  Investment  Agreement,  the  "GIC")  to  the 
extent  specified  therein.  See  "Security  for  the  Notes-^The 
Initial  Investment  Agreement",  "Security  for  the  Notes— The 
Initial  Investment  Agreement— The  Initial  Investment 
Agreement  Provider". 

The  Class  A-1a  Notes  will  bear  interest  at  a  floating  rate  per 
annum  equal  to  LIBOR  plus  0.21%. 

The  Class  A-1b  Notes  will  bear  interest  at  a  floating  rate  per 
annum  equal  to  LIBOR  plus  0.35%. 

The  Class  A-2  Notes  will  bear  interest  at  a  floating  rate  per 
annum  equal  to  LIBOR  plus  0.47%. 

The  Class  B  Notes  will  bear  interest  at  a  floating  rate  per 
annum  equal  to  LIBOR  plus  0.68%. 

The  Class  C  Notes  will  bear  interest  at  a  floating  rate  per 
annum  equal  to  LIBOR  plus  2.25%. 

The  Class  D  Notes  will  bear  interest  at  a  floating  rate  per 
annum  equal  to  LIBOR  plus  4.75%. 

The  Class  E  Notes  will  bear  interest  at  a  floating  rate  per 
annum  equal  to  LIBOR  plus  6.25%. 

The  Preference  Shares  will  receive  any  Excess  Interest  in 
accordance  with  the  Priority  of  Payments. 

Interest  on  the  Notes  will  be  computed  on  the  basis  of  a  360- 
day  year  and  the  actual  number  of  days  elapsed. 

Interest  on  the  Notes  will  accrue  from  the  Closing  Date. 
Accrued  and  unpaid  interest  will  be  payable  quarterly  in  arrears 
on  each  Distribution  Date,  if  and  to  the  extent  that  funds  are 
available  on  such  Distribution  Date  in  accordance  with  the 
Priority  of  Payments  set  forth  herein;  provided  that  Interest  in 
respect  of  the  Distribution  Date  falling  in  June  2007  (the  "First 
Distribution  Date")  will  be  paid  on  a  period  of  89  days.  See 
"Description  of  the  Notes — Interest." 

Any  interest  on  the  Class  C  Notes,  Class  D  Notes  or  Class  E 
Notes  that  is  not  paid  when  due  by  operation  of  the  Priority  of 
Payments  will  be  deferred  ("Deferred  Interest",  or  as 
applicable,  "Class  C  Deferred  Interest",  "Class  D  Deferred 
Interest"  or  "Class  E  Deferred  Interest").  Interest  will  accrue 
on  any  deferred  interest.  Failure  to  make  payment  in  respect  of 
interest  on  the  Class  C  Notes,  Class  D  Notes  or  Class  E  Notes 
on  any  Distribution  Date  by  reason  of  the  Priority  of  Payments 
will  not  constitute  an  Event  of  Default  under  the  Indenture  as 
long  as  a  more  Senior  Class  of  Notes  remains  outstanding. 
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Upon  the  payment  of  Class  C  Deferred  Interest,  Class  D 
Deferred  Interest  or  Class  E  Deferred  Interest,  the  deferred 
interest  amount  with  respect  to  the  Class  C  Notes,  Class  D 
Notes  or  the  Class  E  Notes,  as  the  case  may  be,  will  be 
reduced  by  the  amount  of  such  payment 

Additionally,  as  long  as  any  Class  of  Notes  is  outstanding  if  a 
Coverage  Test  applicable  to  such  Class  of  Notes  is  not 
satisfied  on  any  Determination  Date  relating  to  a  Distribution 
Date,  then  Interest  Proceeds  that  would  otherwise  be  used  to 
make  payments  in  respect  of  interest  on  any  Class  of  Notes 
Subordinate  to  such  Class  will  be  used  instead  to  redeem,  first, 
each  Class  (if  any)  of  Notes  Senior  to  such  Class  of  Notes 
(sequentially  in  direct  order  of  seniority)  and,  second,  such 
Class  of  Notes,  until  each  applicable  Coverage  Test  is  satisfied 
(or  until  each  such  Class  of  Notes  is  paid  in  full).  See 
"Description  of  the  Notes— Priority  of  Payments." 

The  stated  maturity  of  the  Notes  is  the  December  12,  2045 
Distribution  Date  (with  respect  to  each  Class  of  Notes,  the 
"Stated  Maturity").  Each  Class  of  Notes  will  mature  at  the 
applicable  Stated  Maturity  unless  redeemed  or  repaid  before 
the  Stated  Maturity.  With  respect  to  each  Class  of  Notes,  the 
earlier  of  the  Stated  Maturity  and  the  Distribution  Date  on  which 
the  aggregate  principal  amount  of  such  Class  of  Notes  is  paid 
in  full,  including  a  Redemption  Date  or  an  Accelerated  Maturity 
Date,  is  referred  to  herein  as  the  "Final  Maturity  Date".  The 
average  life  of  each  Class  of  Notes  may  be  less  than  the 
number  of  years  until  its  Stated  Maturity.  See  "Maturity  and 
Prepayment  Considerations,"  "Risk  Factors— Projections, 
Forecasts  and  Estimates"  and  " — Average  Life  of  the  Notes  and 
Prepayment  Considerations." 

Principal       Repayment       of      the 

Notes Principal  Proceeds  willbe  applied  on  each  Distribution  Date  in 

accordance  with  the  Priority  of  Payments  to  pay  principal  of 
each  Class  of  Notes  and,  to  the  extent  that  there  are  Excess 
Principal  Proceeds,  to  pay  a  dividend  on  the  Preference 
Shares.  In  addition, 


(a) 


(b) 


if  a  Coverage  Test  is  not  satisfied  on  a  Determination 
Date,  Interest  Proceeds  will  be  applied  on  the 
immediately  succeeding  Distribution  Date  to  pay 
principal  of  the  Class  A  Notes,  the  Class  B  Notes,  the 
Class  C  Notes,  the  Class  D  Notes  and  the  Class  E 
Notes,  sequentially  in  order  of  seniority  in  sufficient 
amounts  to  satisfy  each  Coverage  Test  (or  until  each 
such  Class  of  Notes  is  paid  in  full), 

on  any  Distribution  Date  occurring  on  or  before  the  last 
day  of  the  Priority  Distribution  Period,  Interest  Proceeds 
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will  be  applied,  in  an  amount  available  for  such 
purpose,  if  any,  on  the  relevant  Distribution  Date,  to 
pay  principal  of  the  Class  D  Notes  in  an  amount  up  to 
the  Class  D  Priority  Redemption  Amount  for  such 
Distribution  Date  as  set  forth  in  Schedule  F  to  this 
Offering  Circular  until  10.00%  of  the  aggregate  principal 
amount  of  the  Class  D  Notes  as  of  the  Closing  Date  is 
redeemed;  and  on  any  Distribution  Date  occurring  after 
March  2010,  15.00%  of  the  Interest  Proceeds  that 
would  otherwise  be  paid  to  the  Preference  Share 
Paying  Agent  for  distribution  to  the  holders  of  the 
Preference  Shares  will  be  applied  to  pay  principal  of 
the  Class  D  Notes  until  the  Class  D  Notes  are  paid  in 
full,  and 

(c)  if  no  Optional  Redemption,  Auction  Call  Redemption, 
Clean-Up  Call  Redemption  or  Tax  Redemption  has 
been  successfully  completed  before  the  Accelerated 
Amortization  Date,  on  each  Distribution  Date  occurring 
on  or  after  the  Accelerated  Amortization  Date,  Interest 
Proceeds  that  would  otherwise  be  paid  to  the 
Preference  Share  Paying  Agent  for  distribution  to  the 
holders  of  the  Preference  Shares  will  be  applied  to  pay, 
first,  the  principal  of  the  Class  E  Notes,  second,  the 
principal  of  the  Class  D  Notes,  third,  the  principal  of  the 
Class  C  Notes,  fourth,  the  principal  of  the  Class  B 
Notes,  fifth,  the  principal  of  the  Class  A-2  Notes,  sixth, 
the  principal  of  the  Class  A-1b  Notes  and  seventh,  the 
principal  of  the  Class  A-1a  Notes  in  each  case  until 
such  Class  has  been  paid  in  full, 

(d)  if  the  Class  E  Diversion  Test  is  not  satisfied  on  a 
Determination  Date,  Interest  Proceeds  will  be  applied 
on  the  immediately  succeeding  Distribution  Date  to  pay 
principal  of  the  Class  E  Notes  in  sufficient  amounts  to 
satisfy  the  Class  E  Diversion  Test, 

in  each  case,  to  the  extent  of  funds  available  for  such  purposes 
in  accordance  with  the  Priority  of  Payments.  See  "Description 
of  the  Notes— Priority  of  Payments,"  "—Principal,"  "— 
Mandatory  Redemption"  and  "—The  Coverage  Tests." 

The  Issuer  may  redeem  the  Notes,  in  whole  but  not  in  part,  at 
the  applicable  Redemption  Price  therefor  at  the  times  and 
under  the  circumstances  described  in  "Description  of  the 
Notes— Auction  Call  Redemption,"  "—Optional  Redemption", 
"—Clean-Up  Call  Redemption"  and  "—Tax  Redemption." 

The  Class  A  Notes,  the  Class  B  Notes,  the  Class  C  Notes,  the 
Class  D  Notes  and  the  Class  E  Notes  will,  on  any  Distribution 
Date,   be   subject  to   mandatory  redemption   from   Interest 


19 


Confidential  Treatment  Requested 


GEM7-00000466 


Footnote  Exhibits  -  Page  1078 


Optional  Redemption . 


Proceeds  in  the  event  that  any  Coverage  Test  is  not  satisfied 
on  that  Determination  Date.  In  addition,  certain  Principal 
Proceeds,  to  the  extent  available,  will  be  applied  on  each 
Distribution  Date  (after  payment  of  certain  other  amounts  in 
accordance  with  the  Priority  of  Payments)  to  repay  the  principal 
of  each  Class  of  Notes.  Any  such  redemption  from  Interest 
Proceeds  or  Principal  Proceeds  will  be  applied  to  each 
outstanding  Class  of  Notes  sequentially  in  direct  order  of 
seniority  and  will  otherwise  be  effected  as  described  below 
under  "Description  of  the  Notes— Priority  of  Payments"  and  "— 
Mandatory  Redemption." 

Subject    to    certain    conditions    described    herein,    on    any 

Distribution  Date  on  or  after  the  March  2010  Distribution  Date, 
the  Issuer  may  redeem  the  Notes  (such  redemption,  an 
"Optional  Redemption"),  in  whole  but  not  in  part,  at  the 
direction  of  the  holders  of  at  least  sixty-six  and  two-thirds 
percent  (66  2/3%)  of  the  Preference  Shares  at  the  applicable 
Redemption  Price  therefor.  Any  such  Optional  Redemption 
may  only  be  effected  on  a  Distribution  Date  at  the  applicable 
Redemption  Price  and  only  from  the  Disposition  Proceeds  of  all 
Collateral  including  Eligible  Investments  credited  to  the 
Accounts  (other  than  that  in  the  Interest  Rate  Swap 
Counterparty  Collateral  Account  and  the  Synthetic  Security 
Issuer  Account)  on  such  Distribution  Date.  No  Optional 
Redemption  may  be  effected,  however,  unless  (i)  all  such 
Disposition  Proceeds  are  used,  in  whole  or  in  part,  to  make 
such  an  Optional  Redemption  and  (ii)  such  Disposition 
Proceeds  are  at  least  equal  to  the  Redemption  Amount.  See 
"Description  of  the  Notes— Optional  Redemption". 

Auction    Call    Redemption    of   the 

Notes If  the  Notes  have  not  been  redeemed  in  full  on  or  prior  to  the 

Distribution  Date  occurring  in  June  2013  (the  "First  Auction 
Call  Date"),  and  the  Preference  Shareholders  have  not  directed 
an  Optional  Redemption,  then  an  auction  of  the  Underlying 
Assets  will  be  conducted  by  the  Auction  Agent  on  behalf  of  the 
Issuer  and,  provided  that  certain  conditions  described  herein 
are  satisfied,  the  Underlying  Assets  will  be  sold  and  the  Notes 
will  be  redeemable  (an  "Auction  Call  Redemption"),  in  whole 
but  not  in  part  and  at  the  applicable  Redemption  Price,  from  the 
Disposition  Proceeds  of  all  Collateral  including  any  Eligible 
Investments  credited  to  the  Accounts  (other  than  that  in  the 
Interest  Rate  Swap  Counterparty  Collateral  Account  and  the 
Synthetic  Security  Issuer  Account);  provided  that  funds  under 
clauses  (a)  and  (b)  are  sufficient  to  pay  in  full  (i)  the 
Redemption  Amount  and  (ii)  the  Minimum  Preference  Share 
Redemption  Amount.  The  "Minimum  Preference  Share 
Redemption  Amount"  equals  (i)  the  aggregate  liquidation 
preference  of  the  Preference  Shares  minus  (ii)  the  aggregate 


20 


Confidential  Treatment  Requested 


GEM7-00000467 


Footnote  Exhibits  -  Page  1079 


amount  of  all  cash  distributions  on  the  Preference  Shares 
(whether  in  respect  of  dividends  or  redemption  payments) 
made  to  the  Preference  Share  Paying  Agent  for  distribution  to 
the  Preference  Shareholders  prior  to  the  relevant  Auction  Date. 
If  such  conditions  are  not  satisfied  and  the  Underlying  Assets 
are  not  Disposed  of  prior  to  such  Distribution  Date,  the  Auction 
Agent  will  conduct  an  auction  on  a  semi-annual  basis  prior  to 
each  subsequent  Distribution  Date  (each,  a  "Subsequent 
Auction  Call  Date,"  and,  together  with  the  First  Auction  Call 
Date,  each,  an  "Auction  Date")  until  the  Notes  are  redeemed  in 
full.  An  auction  conducted  in  connection  with  an  Auction  Call 
Redemption  (an  "Auction")  shall  be  carried  out  in  accordance 
with  the  auction  procedures  set  forth  in  Schedule  A  attached 
hereto  (the  "Auction  Procedures").  See  "Description  of  the 
Notes — Auction  Call  Redemption." 

Pursuant  to  the  Management  Agreement,  the  Issuer  may 
designate  the  Collateral  Manager  as  the  Auction  Agent  (in  such 
capacity,  the  "Auction  Agent")  in  connection  with  the  sale  of 
the  Collateral  in  connection  with  any  Auction  Call  Redemption; 
provided  that  if  the  Collateral  Manager  or  any  of  its  Affiliates  is 
a  bidder  on  the  Collateral,  the  Collateral  Manager  shall  resign 
as  Auction  Agent  and  the  Auction  Agent  for  that  Auction  shall 
be  the  Initial  Purchaser,  an  Affiliate  of  the  Initial  Purchaser  or 
another  unaffiliated  third  party  as  successor  Auction  Agent.  In 
no  event,  however,  will  the  Initial  Purchaser  have  any  obligation 
to  act  as  Auction  Agent  with  respect  to  the  Collateral.  If  an 
Auction  Call  Redemption  is  not  successfully  completed  on  any 
Auction  Date,  the  Auction  Agent  shall  conduct  an  Auction  on 
each  Subsequent  Auction  Call  Date  in  accordance  with  the 
Auction  Procedures  on  each  subsequent  Auction  Date  until  an 
Auction  Call  Redemption  is  completed  successfully.  See 
"Schedule  A— Auction  Call  Redemption— Auction  Procedures." 

At  the  direction  of  the  Collateral  Manager,  the  Notes  will  be 

subject  to  redemption  by  the  Issuer,  in  whole  but  not  in  part  (a 
"Clean-Up  Call  Redemption"),  at  the  applicable  Redemption 
Price,  on  any  Distribution  Date  selected  by  the  Collateral 
Manager  which  occurs  on  or  after  the  Distribution  Date  on 
which  the  aggregate  outstanding  principal  amount  of  the  Notes 
is  less  than  or  equal  to  10.00%  of  the  original  aggregate 
outstanding  principal  amount  of  the  Notes  as  of  the  Closing 
Date.  Any  such  redemption  may  only  be  effected  on  a 
Distribution  Date  and  only  from  the  Disposition  Proceeds  of  all 
Collateral  including  Eligible  Investments  credited  to  the 
Accounts  (other  than  that  in  the  Synthetic  Security  Issuer 
Account).  See  "Description  of  the  Notes— Clean-Up  Call 
Redemption." 

Tax  Redemption  of  the  Notes The  Issuer  may  redeem  the  Notes  (such  redemption,  a  "Tax 


Clean-Up  Call  Redemption . 
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Manner  of  Distribution . 


Ratings . 


Redemption"),  in  whole  but  not  in  part,  at  the  direction  of  the 
Majority-in-lnterest  of  Preference  Shareholders  or,  so  long  as 
the  Class  A-1  Notes  are  Outstanding,  of  the  Controlling  Class; 
provided  that,  the  Controlling  Class  may  only  direct  a  Tax 
Redemption  in  the  event  that,  as  a  result  of  the  relevant  Tax 
Event,  on  a  previous  Payment  Date  one  or  more  of  the  Class 
A-1a  Notes,  Class  A-1b  Notes,  Class  A-2  Notes  or  Class  B 
Notes  did  not  receive  the  amount  that  it  otherwise  would  have 
received  under  the  Priority  of  Payments  in  the  absence  of  such 
Tax  Event  Any  such  redemption  may  only  be  effected  on  a 
Distribution  Date  at  the  applicable  Redemption  Price  and  only 
from  the  Disposition  Proceeds  of  all  Collateral  including  the 
Eligible  Investment  credited  to  the  Accounts  (other  than  that  in 
the  Interest  Rate  Swap  Counterparty  Collateral  Account  and 
the  Synthetic  Security  Issuer  Account)  on  such  Distribution 
Date.  No  Tax  Redemption  may  be  effected,  however,  unless  (i) 
all  such  Disposition  Proceeds  are  used,  in  whole  or  in  part,  to 
make  such  a  Tax  Redemption,  (ii)  such  Disposition  Proceeds 
are  at  least  equal  to  the  Redemption  Amount,  (iii)  a  Tax  Event 
shall  have  occurred  and  (iv)  the  Tax  Materiality  Condition  is 
satisfied.  See  "Description  of  the  Notes— Tax  Redemption." 

The  Initial  Purchaser  is  offering  the  Notes  for  sale  to  investors 
("Original  Purchasers"),  subject  to  prior  sale  when,  as  and  if 
issued,  the  approval  of  certain  legal  matters  by  counsel  and  the 
satisfaction  of  certain  other  conditions:  (a)  in  the  United  States 
who  are  (i)  Institutional  Accredited  Investors  in  reliance  upon  an 
exemption  from  registration  provided  by  Section  4(2)  of  the 
Securities  Act,  or  (ii)  Qualified  Institutional  Buyers  in  reliance  on 
the  exemption  from  registration  provided  by  Rule  144A  and  (b) 
outside  the  United  States  to  persons  that  are  not  U.S.  Persons 
in  offshore  transactions  in  reliance  on  Regulation  S  and  in 
accordance  with  any  applicable  securities  laws  of  any  state  of 
the  United  States  and  any  other  relevant  jurisdiction.  Notes 
offered  for  sale  to  a  U.S.  resident  (within  the  meaning  of  the 
Investment  Company  Act)  will  be  offered  only  to  Qualified 
Purchasers.  See  "Plan  of  Distribution"  and  Transfer 
Restrictions." 

It  is  a  condition  to  the  issuance  of  the  Notes  that  Moody's  and 
Standard  &  Poor's  assign  the  following  ratings  to  the  Notes: 


Class 

Moody's 

S&P 

Class  A-1  a  Notes 

Aaa 

AAA 

Class  A-1  b  Notes 

Aaa 

AAA 

Class  A-2  Notes 

Aaa 

AAA 

Class  B  Notes 

at  least  Aa2 

at  least  AA 
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Class  C  Notes 


Class  D  Notes 


Class  E  Notes 


at  least  A2 


at  least  Baa2 


at  least  Ba1 


at  least  A 


at  least  BBB 


at  least  BB+ 


Minimum  Denominations.. 


The  ratings  assigned  to  the  Class  A  Notes-  and  the  Class  B 
Notes  by  Standard  &  Poor's  address  the  timely  payment  of 
interest  on,  and  the  ultimate  payment  of  the  principal  of  the 
Class  A  Notes  and  the  Class  B  Notes.  The  ratings  assigned  to 
the  Class  C  Notes,  Class  D  Notes  and  Class  E  Notes  by 
Standard  &  Poor's  address  the  ultimate  payment  of  principal  of, 
and  the  ultimate  payment  of  interest  on,  the  Class  C  Notes, 
Class  D  Notes  and  Class  E  Notes.  The  ratings  assigned  to  the 
Notes  by  Moody's  address  the  ultimate  cash  receipt  of  all 
required  payments  as  provided  by  the  governing  documents, 
and  are  based  on  the  expected  loss  to  the  Noteholders  of  each 
Class  relative  to  the  promise  of  receiving  the  present  value  of 
such  payments.  A  security  rating  is  not  a  recommendation  to 
buy,  sell  or  hold  securities  and  may  be  subject  to  revision  at 
any  time. 

The  Notes  (or  interests  therein)  will  be  issuable  in  minimum 

denominations  of  U.S.$500,000,  and  in  integral  multiples  of 
U.S.$1,000  in  excess  thereof. 

Form,  Registration  and  Transfer  of 

the  Notes The  Notes  offered  in  reliance  upon  Regulation  S  ("Regulation 

S  Notes")  initially  will  be  represented  by  one  or  more 
Temporary  Regulation  S  Global  Notes  in  fully  registered  form 
without  interest  coupons  attached,  deposited  with,  and 
registered  in  the  name  of,  DTC  (or  its  nominee)  initially  for  the 
accounts  of  Euroclear,  and/or  Clearstream. 

On  the  40th  day  after  which  all  of  the  Notes  of  any  Class  have 
been  sold  to  investors  other  than  the  Initial  Purchaser  or  its 
Affiliates,  and  subject  to  the  receipt  by  the  Trustee  of  a 
certificate  in  the  form  provided  by  the  Indenture  from  the  person 
holding  such  interest,  a  beneficial  interest  in  a  Class  of 
Temporary  Regulation  S  Global  Notes  may  be  exchanged  for 
an  interest  in  a  Permanent  Regulation  S  Global  Note  of  such 
Class  in  fully  registered  form  without  coupons,  in  an  amount 
equal  to  the  aggregate  principal  amount  of  such  interest  in  the 
Temporary  Regulation  S  Global  Note. 

Interests  in  the  Regulation  S  Global  Notes  will  be  shown  on, 
and  transfers  thereof  will  be  effected  only  through,  records 
maintained  by  DTC  and  its  direct  and  indirect  participants 
(including  Euroclear  and  Clearstream).  Until  and  including  the 
40th  day  after  the  later  of  the  commencement  of  the  offering 
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and  the  closing  of  the  offering  of  the  Notes  (the  "Distribution 
Compliance  Period"),  interests  in  a  Regulation  S  Global  Note 
may  be  held  only  through  Euroclear  or  Clearstream. 

The  Notes  offered  in  the  United  States  ("Restricted  Notes") 
will  be  represented  by  one  or  more  Restricted  Global  Notes  in 
fully  registered  form  without  interest  coupons  attached, 
deposited  with,  and  registered  in  the  name  of,  DTC  (or  its 
nominee).  Interests  in  Restricted  Global  Notes  will  be  shown 
on,  and  transfers  thereof  will  be  effected  only  through,  records 
maintained  by  DTC  and  its  direct  and  indirect  participants. 

The  Regulation  S  Global  Notes  and  the  Restricted  Global 
Notes  are  collectively  referred  to  herein  as  "Global  Notes." 
Under  certain  limited  circumstances  described  herein,  definitive 
registered  Notes  may  be  issued  in  exchange  for  Global  Notes. 

No  Note  (or  any  interest  therein)  may  be  transferred  to  a 
transferee  acquiring  such  Note  in  the  form  of  an  interest  in  a 
Global  Note  except  (a)  to  a  transferee  whom  the  seller 
reasonably  believes  is  (i)  a  Qualified  Institutional  Buyer  that  is  a 
Qualified  Purchaser  or  (ii)  a  non-U.S.  Person  in  an  offshore 
transaction  in  accordance  with  Regulation  S,  (b)  in  compliance 
with  the  certification  (if  any)  and  other  requirements  set  forth  in 
the  Indenture,  and  (c)  in  accordance  with  any  applicable 
securities  laws  of  any  state  of  the  United  States  and  any  other 
relevant  jurisdiction.  See  "Description  of  the  Notes — Form, 
Denomination,  Registration  and  Transfer"  and  "Transfer 
Restrictions." 

The  Preference  Shares  being  offered  by  the  Issuer  in  the 
United  States  in  reliance  upon  an  exemption  from  the 
registration  requirements  of  the  Securities  Act  ("Rule  144A 
Preference  Shares")  will  be  represented  by  certificates  in  fully 
registered,  definitive  form  registered  in  the  name  of  the  legal 
and  beneficial  owner  thereof  (or  a  nominee  acting  on  behalf  of 
the  disclosed  legal  and  beneficial  owner  thereof). 

The  Preference  Shares  offered  by  the  Issuer  outside  the  United 
States  will  be  offered  in  reliance  upon  Regulation  S  under  the 
Securities  Act  and  initially  will  be  represented  by  one  or  more 
temporary  global  share  certificates  ("Temporary  Regulation  S 
Global  Preference  Shares"),  that  will  be  exchangeable  for  one 
or  more  permanent  global  Preference  Shares  ("Permanent 
Regulation  S  Global  Preference  Shares"  and,  together  with 
the  Temporary  Regulation  S  Global  Preference  Shares,  the 
"Regulation  S  Global  Preference  Shares")  in  fully  registered 
form,  deposited  with  and  registered  in  the  name  of,  DTC  (or  its 
nominee),  initially  for  the  accounts  of  Euroclear,  and/or 
Clearstream.  Until  one  year  after  the  later  of  the 
commencement  of  the  offering  and  the  Closing  Date  (the 


24 


Confidential  Treatment  Requested 


GEM7-00000471 


Footnote  Exhibits  -  Page  1083 


Listing . 


"Distribution  Compliance  Period"),  beneficial  interests  in  a 
Regulation  S  Global  Preference  Share  may  be  held  only 
through  Euroclear  or  Clearstream. 

Under  certain  limited  circumstances  described  herein,  definitive 
registered  share  certificates  may  be  issued  in  exchange  for 
Regulation  S  Preference  Shares. 

The  Preference  Shares  are  being  offered,  and  may  only  be 
transferred,  in  minimum  lots  of  200  shares. 

The  Rule  144A  Preference  Shares  and  the  Regulation  S  Global 
Preference  Shares  will  be  subject  to  certain  restrictions  on  sale 
and  transferability. 

Application  will  be  made  to  the  Irish  Financial  Services 
Regulatory  Authority  as  competent  authority  under  Directive 
2003/71/EC,  for  the  prospectus  to  be  approved.  Application  will 
be  made  to  the  Irish  Stock  Exchange  to  admit  the  Notes  to  the 
Official  List  and  trading  on  its  regulated  market.  Such  approval 
will  relate  only  to  Notes  which  are  to  be  admitted  to  trading  on 
the  regulated  market  of  the  Irish  Stock  Exchange  or  other 
regulated  markets  for  the  purposes  of  Directive  93/22/EEC  or 
which  are  to  be  offered  to  the  public  in  any  Member  State  of  the 
European  Economic  Area.  See  "Listing  and  General 
Information."  No  application  will  be  made  to  list  the  Notes  on 
any  other  exchange. 


Listing    Agent    and    Irish    Paying 

Agent RSM  Robson  Rhodes  LLP. 


Governing  Law., 


The  Notes,  the  Indenture,  the  Subscription  Agreement,  the 
Collateral  Administration  Agreement,  the  Management 
Agreement,  any  Interest  Rate  Swap  Agreement,  each  Synthetic 
Security,  the  Initial  Investment  Agreement,  the  Preference 
Share  Paying  Agency  Agreement  and  the  Note  Purchase 
Agreement  will  be  governed  by  the  law  of  the  State  of  New 
York.  The  Issuer  Charter,  the  Preference  Shares  and  the 
Administration  Agreement  will  be  governed  by  the  law  of  the 
Cayman  Islands. 


Tax  Matters See  "Tax  Considerations." 

Benefit  Plan  Investors See  "ERISA  Considerations." 
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RISK  FACTORS 

An  investment  in  the  Notes  or  Preference  Shares  involves  certain  risks.  Prospective  investors  should 
carefully  consider  the  following  factors,  in  addition  to  the  matters  set  forth  elsewhere  in  this  Offering 
Circular,  prior  to  investing  in  the  Notes  or  Preference  Shares. 

Risks  Relating  to  the  Notes 

Investor  Suitability.  An  investment  in  the  Notes  or  Preference  Shares  will  not  be  appropriate  for 
all  investors.  Structured  investment  products,  like  the  Notes  and  Preference  Shares,  are  complex 
instruments,  and  may  involve  a  high  degree  of  risk  and  are  intended  for  sale  only  to  sophisticated 
investors  who  are  capable  of  understanding  and  assuming  the  risks  involved.  Any  investor  interested  in 
purchasing  Notes  or  Preference  Shares  should  conduct  its  own  investigation  and  analysis  of  the  product 
and  consult  its  own  professional  advisers  as  to  the  risks  involved  in  making  such  a  purchase. 

Limited  Liquidity.  There  is  currently  no  market  for  the  Notes  or  Preference  Shares.  The  Initial 
Purchaser  currently  does  not  intend  to  make  a  market  in  Notes  or  Preference  Shares,  and  the  Initial 
Purchaser  is  under  no  obligation  to  do  so.  In  the  event  that  the  Initial  Purchaser  commences  any  market- 
making,  it  may  discontinue  market-making  at  any  time.  There  can  be  no  assurance  that  a  secondary 
market  for  any  of  the  Notes  or  Preference  Shares  will  develop,  or,  if  a  secondary  market  does  develop, 
that  it  will  provide  the  holders  of  such  Notes  or  Preference  Shares  with  liquidity  of  investment  or  that  it  will 
continue  for  the  life  of  the  Notes  or  Preference  Shares.  In  addition,  the  Notes  and  Preference  Shares  are 
subject  to  transfer  restrictions  and  can  only  be  transferred  to  certain  transferees  as  described  under 
Transfer  Restrictions."  Consequently,  an  investor  in  the  Notes  or  Preference  Shares  must  be  prepared 
to  hold  its  Notes  or  Preference  Shares  for  an  indefinite  period  of  time  or  until  their  Stated  Maturity. 

Limited-Recourse  Obligations.  The  Notes  and  Preference  Shares  are  limited-recourse 
obligations  of  the  Issuer  and  the  Co-Issuer.  The  Notes  and  Preference  Shares  are  payable  solely  from 
the  Underlying  Assets  and  other  Collateral  pledged  by  the  Issuer  to  secure  the  Notes.  None  of  the 
security  holders,  members,  officers,  directors,  managers  or  incorporators  of  the  Issuer,  the  Co-Issuer,  the 
Trustee,  the  Administrator,  the  Rating  Agencies,  the  Synthetic  Security  Counterparty,  the  Offsetting 
Transaction  Counterparty,  the  Share  Trustee,  the  Collateral  Manager,  the  Initial  Purchaser,  its  Affiliates  or 
any  other  person  or  entity  will  be  obligated  to  make  payments  on  the  Notes  or  Preference  Shares. 
Consequently,  the  holders  of  the  Notes  (the  "Noteholders")  must  rely  solely  on  amounts  received  in 
respect  of  the  Underlying  Assets  and  other  Collateral  pledged  to  secure  the  Notes  for  the  payment  of 
principal  thereof  and  interest  thereon.  There  can  be  no  assurance  that  the  distributions  on  the  Underlying 
Assets  and  other  Collateral  pledged  by  the  Issuer  to  secure  the  Notes  will  be  sufficient  to  make  payments 
on  any  Class  of  Notes,  in  particular  after  making  payments  on  more  Senior  Classes  of  Notes  and  certain 
other  required  amounts  ranking  Senior  to  such  Class.  The  ability  of  the  Issuers  to  make  payments  in 
respect  of  any  Class  of  Notes  or  the  Preference  Shares  will  be  constrained  by  the  terms  of  the  Notes  of 
Classes  more  Senior  to  such  Notes  or  Preference  Shares  and  the  Indenture.  If  distributions  on  the 
Collateral  are  insufficient  to  make  payments  on  the  Notes,  no  other  assets  will  be  available  for  payment  of 
the  deficiency  and,  following  liquidation  of  all  the  Collateral,  the  obligations  of  the  Issuers  to  pay  such 
deficiencies  will  be  extinguished. 

Limited  Source  of  Funds  to  pay  Expenses  of  the  Issuer.  The  funds  available  to  the  Issuer  to  pay 
its  expenses  on  any  Distribution  Date  are  limited  to  the  Fee  Cap  Amount  plus  an  amount  up  to 
U.S.$  250,000  per  annum  plus  any  Interest  Proceeds  remaining  after  the  payments  described  in  clauses 
(1)  through  (18)  under  "Description  of  the  Notes— Priority  of  Payments— Interest  Proceeds"  and,  in  some 
cases,  a  portion  of  the  Principal  Proceeds  remaining  after  the  payments  described  in  clauses  (1)  through 
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(13)  under  "Description  of  the  Notes — Priority  of  Payments — Principal  Proceeds."  In  the  event  that  such 
funds  are  not  sufficient  to  pay  the  expenses  incurred  by  the  Issuer,  the  ability  of  the  Issuer  to  operate 
effectively  may  be  impaired,  and  it  may  not  be  able  to  defend  or  prosecute  legal  proceedings  brought 
against  it  or  which  it  might  otherwise  bring  to  protect  the  interests  of  the  Issuer  or  pay  the  expenses  of 
legal  proceedings  against  persons  which  the  Issuer  has  indemnified. 

Subordination  of  each  Class  of  Subordinate  Notes.  No  payment  of  interest  on  any  Class  of  Notes 
will  be  made  until  all  accrued  interest  due  and  payable  on  the  Notes  of  each  Class  that  is  Senior  to  such 
Class  has  been  paid  in  full.  No  payment  of  principal  of  any  Class  of  Notes  will  be  made  until  all  principal 
of,  and  all  accrued  interest  due  and  payable  on,  the  Notes  of  each  Class  that  is  Senior  to  such  Class 
have  been  paid  in  full,  except: 

(a)  on  any  Distribution  Date  occurring  on  or  before  the  last  day  of  the  Priority  Distribution 
Period,  Interest  Proceeds  will  be  applied,  in  an  amount  available  for  such  purpose,  if  any, 
on  the  relevant  Distribution  Date,  to  pay  principal  of  the  Class  D  Notes  in  an  amount  up  to 
the  Class  D  Priority  Redemption  Amount  for  such  Distribution  Date  as  set  forth  in 
Schedule  F  to  this  Offering  Circular  until  10.00%  of  the  aggregate  principal  amount  of  the 
Class  D  Notes  as  of  the  Closing  Date  is  redeemed;  and  on  any  Distribution  Date 
occurring  after  March  2010,  15.00%  of  the  Interest  Proceeds  that  would  otherwise  be 
paid  to  the  Preference  Share  Paying  Agent  for  distribution  to  the  holders  of  the 
Preference  Shares  will  be  applied  to  pay  principal  of  the  Class  D  Notes  until  the  Class  D 
Notes  are  paid  in  full; 

(b)  on  any  Distribution  Date  occurring  on  or  after  the  Accelerated  Amortization  Date  and  if 
any  Class  of  Notes  is  outstanding,  Interest  Proceeds  that  would  otherwise  be  paid  to  the 
Preference  Share  Paying  Agent  for  distribution  to  the  Preference  Shareholders  will  be 
applied  to  pay,  first,  the  principal  of  the  Class  E  Notes,  second,  the  principal  of  the  Class 
D  Notes,  third,  the  principal  of  the  Class  C  Notes,  fourth,  the  principal  of  the  Class  B 
Notes,  fifth,  the  principal  of  the  Class  A-2  Notes,  sixth,  the  principal  of  the  Class  A-1b 
Notes  and  seventh,  the  principal  of  the  Class  A-1a  Notes  in  each  case  until  such  Class 
has  been  paid  in  full;  and 

(c)  if  the  Class  E  Diversion  Test  is  not  satisfied  on  a  Determination  Date,  Interest  Proceeds 
will  be  applied  on  the  immediately  succeeding  Distribution  Date  to  pay  principal  of  the 
Class  E  Notes  in  sufficient  amounts  to  satisfy  the  Class  E  Diversion  Test.  See 
"Description  of  the  Notes— Priority  of  Payments." 

Payments  in  respect  of  the  Preference  Shares  are  Subordinated  to  payments  in  respect  of  the 
Notes.  Payments  on  the  Preference  Shares  will  be  made  only  if  either  Excess  Interest  or  Excess 
Principal  Proceeds  remain  after  making  payments  on  the  Notes  in  accordance  with  the  Priority  of 
Payments.  No  payment  of  interest  on  the  Preference  Shares  will  be  made  until  all  accrued  interest  due 
and  payable  on  the  Notes  has  been  paid  in  full.  Under  certain  circumstances  described  above  under 
"-Subordination  of  each  Class  of  Subordinate  Notes"  Interest  Proceeds  that  would  otherwise  be  payable 
to  the  Preference  Shareholders  will  instead  be  applied  to  the  reduction  of  the  Outstanding  Notes. 

If  an  Event  of  Default  occurs,  so  long  as  any  Notes  are  outstanding,  the  holders  of  the  most 
Senior  Class  of  Notes  then  outstanding  will  be  entitled  to  determine  the  remedies  to  be  exercised  under 
the  indenture.  So  long  as  a  more  Senior  Class  of  Notes  remains  outstanding,  failure  to  make  payments 
in  respect  of  interest  on  the  Class  C  Notes,  the  Class  D  Notes  or  the  Class  E  Notes,  as  the  case  may  be, 
on  any  Distribution  Date  by  reason  of  the  Priority  of  Payments  will  not  constitute  an  Event  of  Default 
under  the  Indenture.  Any  such  unpaid  interest  will  instead  become  Deferred  Interest.  In  the  event  of  any 
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realization  on  the  Collateral,  proceeds  will  be  allocated  to  the  Notes  and  payment  of  other  amounts  in 
accordance  with  the  Priority  of  Payments  prior  to  any  distribution  to  the  Preference  Shareholders.  See 
"Description  of  the  Notes— The  Indenture"  and  "—Priority  of  Payments."  Remedies  pursued  by  the 
holders  of  the  Class  or  Classes  of  Notes  entitled  to  determine  the  exercise  of  such  remedies  could  be 
adverse  to  the  interest  of  the  holders  of  the  other  Classes  of  Notes.  To  the  extent  that  any  losses  are 
suffered  by  any  of  the  holders  of  any  Notes  or  Preference  Shares,  such  losses  will  be  borne,  first,  by  the 
holders  of  the  Preference  Shares  (the  "Preference  Shareholders"),  second,  by  the  holders  of  the  Class 
E  Notes,  third,  by  the  holders  of  the  Class  D  Notes,  fourth,  by  the  holders  of  the  Class  C  Notes,  fifth,  by 
the  holders  of  the  Class  B  Notes,  sixth,  by  the  holders  of  the  Class  A-2  Notes,  seventh,  by  the  holders  of 
the  Class  A-1b  Notes  and  eighth,  by  the  holders  of  the  Class  A-1a  Notes. 

Volatility  of  the  Subordinate  Notes  and  the  Preference  Shares.  The  Subordinate  Notes  and  the 
Preference  Shares  represent  leveraged  investments  in  the  underlying  Collateral.  Therefore,  it  is  expected 
that  changes  in  the  value  of  the  Subordinate  Notes  and  Preference  Shares  will  be  greater  than  the 
change  in  the  value  of  the  Underlying  Assets,  which  themselves  are  subject  to  credit,  liquidity,  interest 
rate  and  other  risks.  Utilization  of  leverage  is  a  speculative  investment  technique  and  involves  certain 
risks  to  investors.  The  indebtedness  of  the  Issuer  under  the  Notes  will  result  in  interest  expense  and  other 
costs  incurred  in  connection  with  such  indebtedness  that  may  not  be  covered  by  proceeds  received  from 
the  Collateral.  The  use  of  leverage  generally  magnifies  the  Issuer's  opportunities  for  gain  and  risk  of  loss. 

Priority  Distribution  Period:  Accelerated  Amortization.  On  any  Distribution  Date  occurring  (a)(i)  on 
or  before  the  last  day  of  the  Priority  Distribution  Period,  Interest  Proceeds  will  be  applied,  in  an  amount 
available  for  such  purpose,  if  any,  on  the  relevant  Distribution  Date,  to  pay  principal  of  the  Class  D  Notes 
in  an  amount  up  to  the  Class  D  Priority  Redemption  Amount  for  such  Distribution  Date  as  set  forth  in 
Schedule  F  to  this  Offering  Circular  until  10.00%  of  the  aggregate  principal  amount  of  the  Class  D  Notes 
as  of  the  Closing  Date  is  redeemed;  and  (ii)  on  any  Distribution  Date  occurring  after  March  2010,  15.00% 
of  the  Interest  Proceeds  that  would  otherwise  be  paid  to  the  Preference  Share  Paying  Agent  for 
distribution  to  the  holders  of  the  Preference  Shares  will  be  applied  to  pay  principal  of  the  Class  D  Notes 
until  the  Class  D  Notes  are  paid  in  full,  or 

(b)  on  or  after  the  Accelerated  Amortization  Date,  Interest  Proceeds  that  would  otherwise  be  paid 
to  the  Preference  Share  Paying  Agent  for  distribution  to  the  holders  of  the  Preference  Shares  will  be 
applied  to  pay,  first,  the  principal  of  the  Class  E  Notes,  second,  the  principal  of  the  Class  D  Notes,  third, 
the  principal  of  the  Class  C  Notes,  fourth,  the  principal  of  the  Class  B  Notes,  fifth,  the  principal  of  the 
Class  A-2  Notes,  sixth,  the  principal  of  the  Class  A-1b  Notes  and  seventh,  the  principal  of  the  Class  A-1a 
Notes,  in  each  case  until  such  Class  has  been  paid  in  full.  By  reason  of  such  application  of  Interest 
Proceeds,  the  Class  E  Notes  may  be  repaid  in  full  prior  to  the  full  repayment  of  the  Class  A  Notes,  the 
Class  B  Notes,  the  Class  C  Notes  and  the  Class  D  Notes.  See  "Description  of  the  Notes— Priority  of 
Payments — Interest  Proceeds." 

Investment  Company  Act.  The  Issuers  have  not  registered  with  the  United  States  Securities  and 
Exchange  Commission  (the  "SEC")  as  an  investment  company  pursuant  to  the  Investment  Company  Act. 
The  Issuer  has  not  so  registered  in  reliance  on  an  exception  for  investment  companies  organized  under 
the  laws  of  a  jurisdiction  other  than  the  United  States  or  any  state  thereof  (a)  whose  investors  resident  in 
the  United  States  are  solely  "qualified  purchasers"  or  "knowledgeable  employees"  (within  the  meaning 
given  to  such  terms  in  the  Investment  Company  Act  and  the  regulations  of  the  SEC  thereunder)  with 
respect  to  the  Issuer  or  certain  transferees  thereof  identified  in  Rule  3c-6  under  the  Investment  Company 
Act  and  (b)  which  do  not  make  a  public  offering  of  their  securities  in  the  United  States.  U.S.  counsel  for 
the  Issuers  will  opine,  in  connection  with  the  sale  of  the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C 
Notes,  the  Class  D  Notes  and  the  Class  E  Notes  by  the  Initial  Purchaser  and  the  Preference  Shares  by 
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the  Issuer  that  neither  the  Issuer  nor  the  Co-Issuer  is  on  the  Closing  Date  an  investment  company 
required  to  be  registered  under  the  Investment  Company  Act  (assuming,  for  the  purposes  of  such 
opinion,  that  the  Notes  or  Preference  Shares  are  sold  by  the  Initial  Purchaser  or  the  Issuer,  as  the  case 
may  be,  in  accordance  with  the  terms  of  the  Note  Purchase  Agreement  or,  in  the  case  of  the  Preference 
Shares  and  the  Class  E  Notes,  the  Subscription  Agreement).  No  opinion  or  no-action  position  has  been 
requested  of  the  SEC. 

To  rely  on  Section  3(c)(7)  of  the  Investment  Company  Act,  the  Issuers  must  have  a  "reasonable 
belief  that  all  purchasers  of  the  Notes  and  the  Preference  Shares  (including  the  Initial  Purchaser  and 
subsequent  transferees)  are  Qualified  Purchasers.  Given  that  transfers  of  beneficial  interests  in  the 
Notes  will  generally  be  effected  only  through  DTC  and  its  participants  and  indirect  participants  without 
delivery  of  written  transferee  certifications  to  the  Issuers,  the  Issuers  will  establish  the  existence  of  such  a 
reasonable  belief  by  means  of  the  deemed  representations,  warranties  and  agreements  described  under 
"Transfer  Restrictions,"  the  agreements  of  the  Initial  Purchaser  referred  to  under  "Plan  of  Distribution"  and 
the  procedures  described  below.  Although  the  SEC  has  stated  that  it  is  possible  for  an  issuer  of 
securities  to  satisfy  the  reasonable  belief  standard  referred  to  above  by  establishing  procedures  to 
provide  a  means  by  which  such  issuer  can  make  a  reasonable  determination  as  to  status  of  its 
securityholders  as  Qualified  Purchasers,  the  SEC  has  not  approved,  and  has  stated  that  it  will  not 
approve,  any  particular  set  of  procedures  including  the  procedures  described  herein.  Accordingly,  there 
can  be  no  assurance  that  the  Issuers  will  have  satisfied  the  reasonable  belief  standard  referred  to  above. 

If  the  SEC  or  a  court  of  competent  jurisdiction  were  to  find  that  the  Issuer  or  the  Co-Issuer  is 
required,  but  in  violation  of  the  Investment  Company  Act  had  failed,  to  register  as  an  investment 
company,  possible  consequences  include,  but  are  not  limited  to,  the  following:  (a)  the  SEC  could  apply  to 
a  district  court  to  enjoin  the  violation;  (b)  investors  in  the  Issuer  or  the  Co-Issuer  could  sue  the  Issuer  or 
the  Co-Issuer,  as  the  case  may  be,  and  recover  any  damages  caused  by  the  violation;  and  (c)  any 
contract  to  which  the  Issuer  or  the  Co-Issuer,  as  the  case  may  be,  is  a  party  that  is  made  in,  or  whose 
performance  involves  a,  violation  of  the  Investment  Company  Act  would  be  unenforceable  by  any  party  to 
the  contract  unless  a  court  were  to  find  that  under  the  circumstances  enforcement  would  produce  a  more 
equitable  result  than  nonenforcement  and  would  not  be  inconsistent  with  the  purposes  of  the  Investment 
Company  Act.  Should  the  Issuer  or  the  Co-Issuer  be  subjected  to  any  or  all  of  the  foregoing,  the  Issuer 
or  the  Co-Issuer,  as  the  case  may  be,  would  be  materially  and  adversely  affected. 

Each  purchaser  of  a  Restricted  Note  or  an  interest  therein  will  be  deemed  to  represent  and  agree 
at  the  time  of  purchase  that  the  purchaser  (a)  is  a  Qualified  Institutional  Buyer  (or,  in  respect  of  certain 
Original  Purchasers,  an  Institutional  Accredited  Investor),  (b)  is  a  Qualified  Purchaser,  (c)  (i)  is  not  a 
dealer  described  in  paragraph  (a)(1)(ii)  of  Rule  144A  unless  such  purchaser  owns  and  invests  on  a 
discretionary  basis  at  least  U.S.$25,000,000  in  securities  of  issuers  that  are  not  affiliated  persons  of  the 
dealer  and  (ii)  is  not  a  plan  referred  to  in  paragraph  (a)(1)(i)(D)  or  (a)(1)(i)(E)  of  Rule  144A,  or  a  trust  fund 
referred  to  in  paragraph  (a)(1)(i)(F)  of  Rule  144A  that  holds  the  assets  of  such  a  plan,  unless  investment 
decisions  with  respect  to  the  plan  are  made  solely  by  the  fiduciary,  trustee  or  sponsor  of  such  plan,  and 
(d)  will  provide  written  notice  of  the  foregoing,  and  of  any  applicable  restrictions  on  transfer,  to  any 
transferee. 

The  Indenture  provides  that  if,  notwithstanding  the  restrictions  on  transfer  contained  therein, 
either  of  the  Issuers  determines  that  any  beneficial  owner  of  a  Restricted  Note  (or  any  interest  therein)  (a) 
is  a  U.S.  Person  and  (b)  is  not  both  a  Qualified  Institutional  Buyer  (or,  in  respect  of  certain  Original 
Purchasers,  an  Institutional  Accredited  Investor)  and  a  Qualified  Purchaser,  then  either  of  the- Issuers 
may  require,  by  notice  to  such  beneficial  owner,  that  such  beneficial  owner  sell  all  of  its  right,  title  and 
interest  to  such  Restricted  Note  (or  interest  therein)  to  a  person  that  is  (m)  a  non-U.S.  Person  in  a  transfer 
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for  an  interest  in  a  Regulation  S  Note,  or  (n)  both  a  Qualified  Institutional  Buyer  and  a  Qualified 
Purchaser,  with  such  sale  to  be  effected  within  30  days  after  notice  of  such  sale  requirement  is  given.  If 
such  beneficial  owner  fails  to  effect  the  transfer  required  within  such  30-day  period,  (x)  upon  direction 
from  the  Collateral  Manager  or  the  Issuer,  the  Trustee,  on  behalf  of  and  at  the  expense  of  the  Issuer, 
shall  cause  such  beneficial  owner's  interest  in  such  Restricted  Note  to  be  transferred  in  a  commercially 
reasonable  sale  (conducted  by  an  investment  bank  selected  by  the  Trustee  with  the  consent  of  the 
Collateral  Manager  in  accordance  with  Section  9-61 0(b)  of  the  Uniform  Commercial  Code  as  in  effect  in 
the  State  of  New  York  as  applied  to  securities  that  are  sold  on  a  recognized  market  or  that  may  decline 
speedily  in  value)  to  a  person  to  whom  such  Restricted  Note  (or  interest  therein)  may  be  transferred  in 
accordance  with  the  transfer  restrictions  set  forth  in  the  Indenture  and  (y)  pending  such  transfer,  no 
further  payments  will  be  made  in  respect  of  such  Note  held  by  such  beneficial  owner. 

Mandatory  Redemption.  If  a  Coverage  Test  is  not  satisfied  on  a  Determination  Date,  Interest 
Proceeds,  to  the  extent  funds  are  available  in  accordance  with  the  Priority  of  Payments  and  to  the  extent 
necessary  to  restore  the  Coverage  Test  to  certain  minimum  required  levels,  will  be  used  to  repay  principal 
of  the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C  Notes,  the  Class  D  Notes  and  the  Class  E  Notes, 
sequentially  in  order  of  seniority  on  the  immediately  succeeding  Distribution  Date.  In  addition,  certain 
Principal  Proceeds,  to  the  extent  available,  will  be  applied  on  each  Distribution  Date  (after  payment  of 
certain  other  amounts)  to  repay  the  principal  of  each  Class  of  Notes  sequentially  in  direct  order  of 
seniority.  Any  of  these  events  could  result  in  an  elimination,  deferral  or  reduction  in  the  interest  payments 
or  principal  repayments  made  to  the  Noteholders  or  Preference  Shareholders,  which  could  adversely 
impact  the  returns  of  the  holders  of  the  Notes  or  Preference  Shares.  See  "Description  of  the  Notes — 
Principal," — Mandatory  Redemption"  and  " — Priority  of  Payments." 

Optional  Redemption.  The  Notes  may  be  redeemed,  in  whole  and  not  in  part,  pursuant  to  an 
Optional  Redemption  on  any  Distribution  Date  on  or  after  the  March  2010  Distribution  Date  at  the 
direction  of  the  holders  of  at  least  sixty-six  and  two-thirds  percent  (66  2/3%)  of  the  Preference  Shares, 
provided  that  no  such  Optional  Redemption  may  be  effected  unless  the  Redemption  Amount  is  paid  in  full 
on  the  date  of  such  redemption  in  accordance  with  the  Priority  of  Payments.  See  "Description  of  the 
Notes — Optional  Redemption". 

Interests  of  the  holder  of  the  Preference  Shares  in  determining  whether  to  elect  to  require  an 
Optional  Redemption  of  the  Notes  may  be  different  from  the  interests  of  the  holders  of  the  Notes  in  such 
respect.  The  holders  of  the  Notes  may  not  be  able  to  invest  the  proceeds  of  the  redemption  of  their  Notes 
in  one  or  more  comparable  investments  providing  a  return  equal  to  or  greater  than  the  return  such 
holders  of  the  Notes  expected  to  obtain  from  their  investment  in  the  Notes. 

Auction  Call  Redemption.  On  the  First  Auction  Call  Date  and  on  each  subsequent  Auction  Date 
(unless  previously  redeemed  or  the  holders  of  at  least  sixty-six  and  two-thirds  percent  (66  2/3%)  of  the 
Preference  Shares  have  directed  an  Optional  Redemption),  the  Notes  shall  be  redeemable,  in  whole  but 
not  in  part,  pursuant  to  an  Auction  Call  Redemption  effected  from  (a)  the  Disposition  Proceeds  of  all 
Collateral  including  Eligible  Investments  credited  to  the  Accounts  (other  than  that  in  the  Interest  Rate 
Swap  Counterparty  Collateral  Account  and  the  Synthetic  Security  Issuer  Account),  at  the  applicable 
Redemption  Price;  provided  that  no  Auction  Call  Redemption  shall  be  completed  except  in  accordance 
with  the  Auction  Procedures  and  unless  funds  under  clauses  (a)  and  (b)  are  sufficient  to  pay  in  full  (i)  the 
Redemption  Amount  and  (ii)  the  Minimum  Preference  Share  Redemption  Amount.  See  "Description  of 
the  Notes — Auction  Call  Redemption"  and  "Schedule  A — Auction  Call  Redemption — Auction  Procedures." 

Clean-Up  Call  Redemption.  At  the  direction  of  the  Collateral  Manager,  the  Notes  will  be  subject 
to  redemption  in  whole  but  not  in  part,  at  their  Redemption  Price  on  or  after  the  Distribution  Date  on  which 
the  aggregate  outstanding  principal  amount  of  the  Notes  is  less  than  or  equal  to  10.00%  of  the  original 
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aggregate  outstanding  principal  amount  of  the  Notes  as  of  the  Closing  Date;  provided  that  any  such 
redemption  is  subject  to  certain  conditions  described  below  under  "Description  of  the  Notes— Clean-Up 
Call  Redemption." 

Tax  Redemption.  The  Issuer  may  redeem  the  Notes,  in  whole  but  not  in  part,  at  the  direction  of 
the  Majority-in-lnterest  of  Preference  Shareholders  or,  so  long  as  the  Class  A-1  Notes  are  Outstanding,  of 
the  Controlling  Class;  provided  that,  the  Controlling  Class  may  only  direct  a  Tax  Redemption  in  the  event 
that,  as  a  result  of  the  relevant  Tax  Event,  on  a  previous  Payment  Date  one  or  more  of  the  Class  A-1  a 
Notes,  Class  A-1b  Notes,  Class  A-2  Notes  or  Class  B  Notes  did  not  receive  the  amount  that  it  otherwise 
would'  have  received  under  the  Priority  of  Payments  in  the  absence  of  such  Tax  Event.  Any  such 
redemption  may  only  be  effected  on  a  Distribution  Date  and  only  from  the  Disposition  Proceeds  of  all 
Collateral  including  the  Eligible  Investments  credited  to  the  Accounts  (other  than  that  in  the  Interest  Rate 
Swap  Counterparty  Collateral  Account  and  the  Synthetic  Security  Issuer  Account)  on  such  Distribution 
Date,  at  the  applicable  Redemption  Price.  No  Tax  Redemption  may  be  effected,  however,  unless  (i)  all 
such  Disposition  Proceeds  are  used,  in  whole  or  in  part,  to  make  such  a  Tax  Redemption,  (ii)  such 
Disposition  Proceeds  are  sufficient  to  pay  in  full  the  Redemption  Amount,  (iii)  a  Tax  Event  shall  have 
occurred  and  (iv)  the  Tax  Materiality  Condition  is  satisfied.  See  "Description  of  the  Notes— Tax 
Redemption."  A  Tax  Redemption,  if  effected,  may  reduce  amounts  that  would  otherwise  be  paid  to  the 
Preference  Share  Paying  Agent  for  distribution  to  the  holders  of  the  Preference  Shares  and,  under  certain 
circumstances,  the  Noteholders,  which  could  adversely  impact  the  returns  of  the  Preference 
Shareholders  and,  under  those  circumstances,  the  Noteholders. 

Accelerated  Maturity  Date.  If  an  Event  of  Default  occurs  and  is  continuing  and  the  conditions  to 
liquidating  the  Collateral  set  forth  herein  are  satisfied,  the  Trustee  will  use  commercially  reasonable 
efforts  to  liquidate  the  Collateral,  including  the  termination  or  novation  of  the  Synthetic  Securities,  and 
terminate  any  Interest  Rate  Swap  Agreement  and  any  Investment  Agreement  as  per  the  terms  thereof 
and,  on  the  second  Business  Day  (the  "Accelerated  Maturity  Date")  following  the  Business  Day  on 
which  the  Trustee  determines,  or  the  Issuer  (or  the  Collateral  Manager  on  its  behalf)  notifies  the  Trustee, 
that  such  liquidation  and  such  termination  is  completed,  apply  the  proceeds  thereof  in  accordance  with 
the  Priority  of  Payments  described  under  "Description  of  the  Notes— Priority  of  Payments— Interest 
Proceeds"  and  "—Principal  Proceeds."  See  "Description  of  the  Notes— The  Indenture." 

An  Accelerated  Maturity  Date  may  occur  (i)  if  there  are  insufficient  proceeds  to  make  any 
distribution  on  the  Preference  Shares  or,  (ii)  if  the  holders  of  at  least  66  2/3%  in  aggregate  outstanding 
principal  amount  of  each  Class  of  Notes  voting  as  a  separate  Class  so  direct,  even  if  there  are  insufficient 
funds  to  pay  the  Redemption  Price  of  each  Class  of  Notes  in  full,  provided  that,  so  long  as  one  or  more 
Affiliates  of  the  Collateral  Manager  is  the  holder  of  at  least  66  2/3%  in  aggregate  outstanding  principal 
amount  of  the  Class  E  Notes,  such  an  Accelerated  Maturity  Date  will  require,  effectively,  the  consent  of 
one  or  more  Affiliates  of  the  Collateral  Manager  or  (iii)  (for  so  long  as  any  Class  A-1  Note  remains 
Outstanding)  with  respect  to  an  Event  of  Default  under  paragraph  (a),  (b)  or  (h)  of  the  definition  thereof  if 
the  holders  of  at  least  66  2/3%  in  aggregate  outstanding  principal  amount  of  the  Controlling  Class  so 
directs. 

Termination  of  Interest  Rate  Swap  Agreement  and  Liquidation  of  Collateral  Upon  Redemption. 
Any  Interest  Rate  Swap  Agreement  will  terminate  upon  a  Clean  Up  Call  Redemption,  Optional 
Redemption,  Tax  Redemption  or  Auction  Call  Redemption  and  on  the  Accelerated  Maturity  Date,  which 
may  require  the  Issuer  to  make  a  termination  payment  to  any  Interest  Rate  Swap  Counterparty.  Any  such 
termination  payment  would  reduce  the  proceeds  available  to  be  distributed  on  the  Notes.  Furthermore,  if 
the  Issuer  enters  into  an  Interest  Rate  Swap  Agreement,  in  the  event  that  on  any  date  the  Net 
Outstanding  Underlying  Asset  Balance  is  less  than  the  Notional  Amount  of  the  Interest  Rate  Swap 
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Transaction,  the  Notional  Amount  of  the  Interest  Rate  Swap  Transaction  will  be  reduced  such  that  the 
Notional  Amount  is  equal  to  the  Net  Outstanding  Underlying  Asset  Balance.  The  Issuer  may  owe  a 
termination  payment  to  the  Interest  Rate  Swap  Counterparty  in  connection  with  any  Interest  Rate  Swap 
Termination.  Any  such  payment  would  reduce  the  proceeds  available  to  be  distributed  on  the  Notes.  In 
addition,  a  Clean-Up  Call  Redemption,  an  Optional  Redemption,  a  Tax  Redemption,  an  Auction  Call 
Redemption  or  the  occurrence  of  an  Accelerated  Maturity  Date  may  require  the  Collateral  Manager  to 
liquidate  positions  more  rapidly  than  would  otherwise  be  desirable,  which  could  adversely  affect  the 
realized  value  of  the  Underlying  Assets  sold.  Moreover,  the  Collateral  Manager  may  be  required,  in  order 
to  Dispose  of  all  the  Underlying  Assets,  to  aggregate  Underlying  Assets  in  a  block  transaction,  thereby 
possibly  resulting  in  a  lower  realized  value  for  the  Underlying  Assets  sold. 

Early  Termination  of  the  Reinvestment  Period.  Although  the  Reinvestment  Period  is  expected  to 
terminate  on  the  day  after  the  Payment  Date  occurring  in  March  2009,  the  Reinvestment  Period  may 
terminate  prior  to  such  date  (i)  if  the  Collateral  Manager,  acting  on  behalf  of  the  Issuer,  notifies  the 
Trustee  and  the  other  designated  parties  that,  in  light  of  the  composition  of  the  Underlying  Assets, 
general  market  conditions  and  other  factors,  the  Collateral  Manager  (in  the  Collateral  Manager's  sole 
discretion),  acting  on  behalf  of  the  Issuer  has  determined  that  investments  in  additional  Assets  within  the 
foreseeable  future  would  either  be  impractical  or  not  beneficial  or  (ii)  upon  an  Event  of  Default;  provided 
that  if  the  Collateral  Manager  had  previously  terminated  the  Reinvestment  Period,  the  Collateral  Manager 
may  (in  its  sole  discretion)  reinstate  the  Reinvestment  Period  if  the  notice  of  reinstatement  is  delivered 
prior  to  the  Determination  Date  for  the  Distribution  Date  occurring  in  March  2009. 

If  the  Reinvestment  Period  terminates  prior  to  the  day  after  the  Distribution  Date  occurring  in 
March  2009,  such  early  termination  may  affect  the  expected  average  lives  of  the  Notes  described  under 
"Maturity,  Prepayment  and  Yield  Considerations". 

Disposition  of  Underlying  Assets  by  the  Collateral  Manager  Under  Certain  Circumstances.  Under 
the  Indenture,  during  certain  periods,  the  Collateral  Manager  has  the  right,  but  not  the  obligation,  to 
Dispose  of  Underlying  Assets  that  are  Credit-Risk  Assets,  Defaulted  Securities  or  Withholding  Securities, 
subject  to  satisfaction  of  the  conditions  described  herein.  In  addition,  during  the  Reinvestment  Period  and 
subject  to  the  satisfaction  of  certain  conditions,  the  Collateral  Manager  may  Dispose  of  and  acquire  other 
Underlying  Assets  on  a  discretionary  basis.  Such  Disposition  of  Underlying  Assets  may  result  in  losses 
by  the  Issuer,  which  losses  may  result  in  the  reduction  or  withdrawal  of  the  rating  of  any  or  all  of  the 
Notes  by  any  of  the  Rating  Agencies.  On  the  other  hand,  circumstances  may  exist  under  which  it  is  in  the 
best  interests  of  the  Issuer  to  Dispose  of  Underlying  Assets,  but  the  Collateral  Manager  does  not,  or  is  not 
permitted  to,  exercise  the  right  to  purchase  such  assets. 

Interest  Rate  Risk.  The  Notes  bear  interest  at  a  rate  based  on  three-month  LIBOR  as  determined 
on  the  relevant  LIBOR  Determination  Date.  The  Asset-Backed  Securities  will  include  obligations  that 
bear  interest  at  fixed  rates  or  are  subject  to  interest  rate  caps  and  the  Synthetic  Securities  will  pay  fixed 
amounts.  Accordingly,  the  Notes  are  subject  to  interest  rate  risk  to  the  extent  that  there  is  an  interest  rate 
mismatch  between  the  floating  rate  at  which  interest  accrues  on  such  Notes  and  the  fixed  rate  at  which 
interest  accrues  on  the  fixed  rate  Underlying  Assets  and  any  limitation  on  floating  rate  created  on  Asset- 
Backed  Securities  by  related  interest  rate  caps.  In  addition,  any  payments  of  principal  of  or  interest  on 
the  Underlying  Assets  received  during  a  Due  Period  will  be  reinvested  in  Eligible  Investments  maturing 
not  later  than  the  next  Distribution  Date.  There  is  no  requirement  that  Eligible  Investments  bear  interest 
at  LIBOR,  and  the  interest  rates  available  for  Eligible  Investments  are  inherently  uncertain.  As  a  result  of 
these  mismatches,  an  increase  in  three-month  LIBOR  could  adversely  impact  the  ability  of  the  Issuer  to 
make  payments  on  the  Notes.  With  a  view  to  mitigating  a  portion  of  such  interest  rate  mismatch,  the 
Issuer  may  after  the  Closing  Date  and  subject  to  satisfaction  of  the  Rating  Condition,  enter  into  an 
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Interest  Rate  Swap  Agreement.  However,  there  can  be  no  assurance  that  the  Underlying  Assets  and 
Eligible  Investments,  together  with  such  transactions  under  any  Interest  Rate  Swap  Agreement,  will  in  all 
circumstances  generate  sufficient  Interest  Proceeds  to  make  timely  payments  of  interest  on  the  Notes. 
Moreover,  the  benefits  of  such  transactions  under  an  Interest  Rate  Swap  Agreement  may  not  be 
achieved  in  the  event  of  the  early  termination  of  the  Interest  Rate  Swap  Agreement,  including  termination 
upon  the  failure  of  the  Issuer  or  the  related  Interest  Rate  Swap  Counterparty  to  perform  its  obligations 
thereunder.  See  "Security  for  the  Notes — The  Interest  Rate  Swap  Agreement." 

Pursuant  to  the  Indenture,  the  Issuer  may  (i)  enter  into  an  Interest  Rate  Swap  Agreement  or  (ii) 
enter  into  an  additional  Interest  Rate  Swap  Agreement  only  with  the  consent  of  the  Collateral  Manager 
and  (a)  the  satisfaction  of  the  Rating  Condition  and  (b)  with  respect  to  any  additional  Interest  Rate  Swap 
Agreement,  the  Interest  Rate  Swap  Counterparty  consents  to  such  additional  Interest  Rate  Swap 
Agreement.  If  an  Interest  Rate  Swap  Agreement  terminates  it  may  be  difficult  or  impossible  for  the  Issuer 
to  enter  into  a  replacement  Interest  Rate  Swap  Agreement  and  sufficient  Interest  Proceeds  may  not  be 
available  to  pay  interest  when  due  on  one  or  more  Classes  of  Notes.  If  interest  is  not  paid  on  the  most 
Senior  Class  of  Notes  then  outstanding,  an  Event  of  Default  under  the  Indenture  may  occur.  In  limited 
circumstances  specified  in  the  Interest  Rate  Swap  Agreement,  the  Interest  Rate  Swap  Counterparty  may 
have  the  unilateral  right  to  reduce  the  notional  amount  of  such  Interest  Rate  Swap  Agreement,  in  which 
event  the  Issuer  could  be  required  to  pay  a  termination  payment  to  the  Interest  Rate  Swap  Counterparty. 

Average  Life  of  the  Notes  and  Prepayment  Considerations.  The  average  life  of  each  Class  of 
Notes  is  expected  to  be  shorter  than  the  number  of  years  until  the  Stated  Maturity.  See  "Maturity  and 
Prepayment  Considerations." 

The  average  life  of  each  Class  of  Notes  will  be  affected  by  the  financial  condition  of  the  obligors 
on  or  issuers  of  the  Underlying  Assets,  the  characteristics  of  the  Underlying  Assets,  including  the 
existence  and  frequency  of  exercise  of  any  prepayment,  optional  redemption  or  sinking  fund  features,  the 
prevailing  level  of  interest  rates,  the  redemption  price,  the  actual  default  rate  and  the  actual  level  of 
recoveries  on  any  Defaulted  Securities,  the  frequency  of  tender  or  exchange  offers  for  the  Underlying 
Assets  and  any  dividends  or  other  distributions  received  in  respect  of  Equity  Securities  and  the 
occurrence  of  the  Auction  Call  Redemption.  See  "Maturity  and  Prepayment  Considerations,"  "Security  for 
the  Notes"  and  "Description  of  the  Notes— Auction  Call  Redemption." 

Withholding  on  the  Notes:  No  Gross-Up.  The  Issuer  expects  that  payments  of  principal  and 
interest  in  respect  of  the  Notes  by  the  Issuer  will  ordinarily  not  be  subject  to  any  withholding  tax  in  the 
Cayman  Islands  or  the  United  States.  See  "Tax  Considerations."  In  the  event  that  withholding  or 
deduction  of  any  taxes  from  payments  of  principal  or  interest  in  respect  of  the  Notes  or  any  distribution  in 
respect  of  the  Preference  Shares  is  required  by  law  in  any  jurisdiction,  neither  of  the  Issuers  shall  be 
under  any  obligation  to  make  any  additional  payments  to  the  holders  of  any  Notes  or  Preference  Shares 
in  respect  of  such  withholding  or  deduction. 

As  a  condition  to  the  payment  of  principal  of  and  interest  on  any  Notes  without  U.S.  federal  back- 
up withholding,  the  Issuers  may  require  the  delivery  of  properly  completed  and  signed  applicable  U.S. 
federal  income  tax  certifications  (generally,  an  Internal  Revenue  Service  Form  W-9  (or  applicable 
successor  form)  in  the  case  of  a  person  that  is  a  "United  States  person"  within  the  meaning  of  Section 
7701(a)(30)  of  the  Code  or  the  applicable  Internal  Revenue  Service  Form  W-8  BEN  (or  applicable 
successor  form)  in  the  case  of  a  person  that  is  not  a  "United  States  person"  within  the  meaning  of  Section 
7701(a)(30)oftheCode). 

Additional  Taxes.  The  Issuer  expects  that  payments  received  on  the  Underlying  Assets,  Eligible 
Investments  and  any  Interest  Rate  Swap  Agreement  generally  will  not  be  subject  to  withholding  or  other 
taxes  imposed  by  the  United  States.   Payments  on  the  Underlying  Assets  and  Eligible  Investments  and 
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under  any  Interest  Rate  Swap  Agreement,  however,  might  become  subject  to  U.S.  or  other  tax  due  to  a 
change  in  law  or  other  causes.  Payments  with  respect  to  Equity  Securities  likely  will  be  subject  to 
withholding  taxes  imposed  by  the  United  States  or  other  countries  from  which  such  payments  are 
sourced.  The  imposition  of  unanticipated  withholding  taxes  or  tax  on  the  Issuer's  net  income  could 
materially  impair  the  Issuer's  ability  to  pay  principal  of  and  interest  on  the  Notes  and  dividends  and  return 
of  capital  in  respect  of  the  Preference  Shares.  Upon  the  occurrence,  solely  as  a  result  of  Cayman  Islands 
law,  of  any  such  events  set  forth  in  the  preceding  sentence,  the  Issuer  will  use  its  best  endeavors  to 
procure  (i)  the  substitution  of  a  company  incorporated  in  another  jurisdiction  in  which  the  relevant  tax 
does  not  apply  or  (ii)  the  establishment  of  a  branch  office  in  another  jurisdiction  in  which  the  relevant  tax 
does  not  apply  from  which  it  will  continue  to  carry  out  its  functions  under  the  Notes,  subject  in  each  case 
to  the  prior  receipt  by  the  Issuer  and  the  Trustee  of  written  confirmation  from  each  Rating  Agency  that  the 
rating  of  the  Notes  will  not  be  adversely  affected  by  such,  substitution  or  change  of  jurisdiction.  As  soon 
as  practicable  after  such  investigation,  the  Issuer  will  send  written  notice  to  the  Trustee  as  to  whether 
either  of  such  actions  will  be  taken  by  the  Issuer.  No  assurance  can  be  made  that  any  such  actions  by 
the  Issuer  will  eliminate  any  such  withholding  taxes  or  tax  on  the  Issuer's  net  income. 

Risks  Relating  to  the  Collateral 

Nature  of  the  Collateral.  The  Underlying  Assets  are  subject  to  credit,  liquidity,  interest  rate, 
market  operations,  fraud,  structural,  legal  and  other  risks.  In  addition,  during  the  Reinvestment  Period,  a 
significant  portion  of  the  Underlying  Assets  may  be  amortized  or  Disposed  of  after  the  Closing  Date  and 
replaced  with  new  Underlying  Assets  and  accordingly  the  financial  performance  of  the  Issuer  may  be 
affected  by  the  price  and  availability  of  the  Underlying  Assets  to  be  acquired.  The  amount  and  nature  of 
the  Collateral  securing  the  Notes  have  been  established  to  withstand  certain  assumed  deficiencies  in 
payment  occasioned  by  defaults,  writedowns,  principal  shortfalls  and  interest  shortfalls  in  respect  of  the 
Underlying  Assets.  See  "Ratings  of  the  Notes".  If  any  deficiencies  arise,  however,  payment  of  the  Notes 
and  Preference  Shares  could  be  adversely  affected.  To  the  extent  that  a  default  occurs  with  respect  to 
any  Underlying  Asset  securing  the  Notes  and  the  Issuer  (upon  the  advice  of  the  Collateral  Manager) 
Disposes  of  such  Underlying  Asset,  it  is  not  likely  that  the  proceeds  of  such  Disposition  will  be  equal  to 
the  amount  of  principal  and  interest  owing  to  the  Issuer  in  respect  of  such  Underlying  Asset.  To  the 
extent  that  a  credit  event  occurs  with  respect  to  any  Reference  Obligation  underlying  any  Synthetic 
Security  securing  the  Notes,  the  Synthetic  Security  Counterparty  will  have  an.  option  to  deliver  to  the 
Issuer  such  Reference  Obligation  against  the  payment  by  the  Issuer  of  the  Physical  Settlement  Amount 
(as  defined  in  the  related  Confirmation).  If  the  Issuer  subsequently  Disposes  of  such  Reference 
Obligation,  it  is  not  likely  that  the  proceeds  thereof  will  be  equal  to  the  amount  of  principal  and  interest 
owing  to  the  Issuer  in  respect  of  such  Reference  Obligation.  In  addition,  if  the  Issuer  is  obligated  to  make 
a  Floating  Payment  under  a  Synthetic  Security,  such  Floating  Payment  would  result  in  a  reduction  of  the 
Principal/Notional  Balance  of  such  Synthetic  Security,  and,  therefore,  reduce  the  amounts  payable  by  the 
Synthetic  Security  Counterparty,  and  reduce  the  amount  of  Interest  Proceeds  available  to  pay  the  Notes 
and  Preference  Shares.  Any  Floating  Payment  would  reduce  the  Collateral  that  is  available  to  pay  the 
principal  of  the  Notes  and  Preference  Shares,  and  would  expose  the  Issuer  to  reinvestment  risk. 

The  market  value  of  the  Underlying  Assets  generally  will  fluctuate  with,  among  other  things,  the 
financial  condition  of  the  obligors  on  or  issuers  of  the  Underlying  Assets  or,  with  respect  to  Synthetic 
Securities,  of  the  obligors  on  or  issuers  of  the  Reference  Obligations,  general  economic  conditions,  the 
condition  of  certain  financial  markets,  political  events,  developments  or  trends  in  any  particular  industry 
and  changes  in  prevailing  interest  rates. 

If  an  Underlying  Asset  becomes  an  Equity  Security,  Credit-Risk  Asset,  Defaulted  Asset  or 
Withholding  Security,  the  Collateral  Manager  may  or  may  not  elect  to  Dispose  of  the  affected  asset. 
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There  can  be  no  assurance  as  to  the  timing  of  the  Collateral  Manager's  purchase  of  the  affected  asset,  or 
as  to  the  rates  of  recovery  on  such  affected  asset.  The  inability  to  realize  immediate  recoveries  at  the 
recovery  levels  assumed  herein  may  result  in  lower  cash  flow  and  a  lower  yield  to  maturity  of  the  Notes 
and  Preference  Shares. 

Although  the  Issuer  is  permitted  to  invest  in  Asset-Backed  Securities  and  Synthetic  Securities,  the 
Issuer  may  find  that,  as  a  practical  matter,  these  investment  opportunities  are  not  available  to  it  for  a 
variety  of  reasons  such  as  the  limitations  imposed  by  the  Eligibility  Criteria  and  the  Collateral  Quality 
Tests.  At  any  time  there  may  be  a  limited  universe  of  investments  that  would  satisfy  the  Eligibility  Criteria 
and  the  Collateral  Quality  Tests  given  the  other  investments  in  the  Issuer's  portfolio.  As  a  result,  the 
Issuer  may  at  times  find  it  difficult  to  acquire  suitable  investments.  See  "Security  for  the  Notes". 

The  ability  of  the  Issuer  to  Dispose  of  Underlying  Assets  prior  to  maturity  is  subject  to  certain 
restrictions  under  the  Indenture.  Notwithstanding  such  restrictions  and  satisfaction  of  the  conditions  set 
forth  in  the  Indenture,  the  acquisition  and  the  Disposition  of  Underlying  Assets  could  result  in  losses  to  the 
Issuer,  which  losses  could  affect  the  timing  and  amount  of  payments  in  respect  of  the  Notes  or 
Preference  Shares  or  result  in  the  reduction  in  or  withdrawal  of  the  rating  on  any  or  all  of  the  Notes  by 
one  or  more  of  the  Rating  Agencies. 

Asset-Backed  Securities.  The  Underlying  Assets  will  consist  of  Asset-Backed  Securities,  which 
may  include,  without  limitation,  CMBS  Securities,  RMBS  Securities,  Automobile  Securities,  Small 
Business  Loan  Securities,  Car  Rental  Fleet  Securities,  CDO  Securities,  Credit  Card  Securities, 
Equipment  Lease  Securities  and  Student  Loan  Securities,  or  Synthetic  Securities  with  Reference 
Obligations  as  Asset-Backed  Securities.  "Asset-Backed  Securities"  are  securities  that  entitle  the 
holders  thereof  to  receive  payments  that  depend  primarily  on  the  cash  flow  from  a  specified  pool  of 
financial  assets,  either  fixed  or  revolving,  that  by  their  terms  convert  into  cash  within  a  finite  time  period, 
together  with  rights  or  other  assets  designed  to  assure  the  servicing  or  timely  distribution  of  proceeds  to 
holders  of  the  Asset-Backed  Securities.  See  "Security  for  the  Notes— Underlying  Assets— Asset-Backed 
Securities". 

Holders  of  Asset-Backed  Securities  bear  various  risks,  including  interest  rate  risks,  market  risks, 
credit  risks,  liquidity  risks,  operations  risks,  structural  risks  and  legal  risks.  Credit  risk  is  an  important 
issue  in  Asset-Backed  Securities  because  of  the  significant  credit  risks  inherent  in  the  underlying 
collateral  and  because  issuers  are  primarily  private  entities.  The  structure  of  an  Asset-Backed  Security 
and  the  terms  of  the  investors'  interest  in  the  collateral  can  vary  widely  depending  on  the  type  of 
collateral,  the  desires  of  investors  and  the  use  of  credit  enhancements.  Although  the  basic  elements  of 
all  Asset-Backed  Securities  are  similar,  individual  transactions  can  differ  markedly  in  both  structure  and 
execution.  Important  determinants  of  the  risk  associated  with  issuing  or  holding  the  securities  include  the 
relative  seniority  or  subordination  of  the  class  of  Asset-Backed  Security  held  by  the  investor,  the  process 
by  which  principal  and  interest  payments  are  allocated  to  investors,  how  credit  losses  affect  the  issuing 
vehicle  and  the  return  to  investors,  whether  collateral  represents  a  static  or  revolving  pool  of  specific 
assets  or  accounts,  whether  the  underlying  collateral  assets  are  revolving  or  closed-end,  under  what 
terms  (including  maturity  of  the  asset-backed  instrument)  any  remaining  balance  in  the  accounts  may 
revert  to  the  issuing  company  and  the  extent  to  which  the  company  that  is  the  actual  source  of  the 
collateral,  assets  is  obligated  to  provide  support  to  the  issuing  vehicle  or  to  the  investors.  See  "Security 
for  the  Notes— Underlying  Assets— Asset-Backed  Securities"  below. 

Liquidity  risk  can  arise  from  an  increase  in  perceived  credit  risk,  as  occurred  in  1996  and  1997 
with  the  rise  in  reported  delinquencies  and  losses  on  securitized  pools  of  credit  cards.  Liquidity  can  also 
become  a  major  concern  for  asset-backed  commercial  paper  programs  if  concerns  about  credit  quality, 
for  example,  lead  investors  to  avoid  the  commercial  paper  issued  by  the  relevant  special-purpose  entity. 
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For  these  cases,  the  securitization  transaction  may  include  a  "liquidity  facility,"  which  requires  the  facility 
provider  to  advance  funds  to  the  relevant  special-purpose  entity  should  liquidity  problems  arise.  To  the 
extent  that  the  bank  originating  the  loans  is  also  the  provider  of  the  liquidity  facility,  and  that  the  bank  is 
likely  to  experience  similar  market  concerns  if  the  loans  it  originates  deteriorate,  the  ultimate  practical 
value  of  the  liquidity  facility  to  the  transaction  may  be  questionable.  Operations  risk  arises  through  the 
potential  for  misrepresentation  of  the  loan  quality  or  terms  by  the  originating  institution,  misrepresentation 
of  the  nature  and  current  value  of  the  assets  by  the  servicer  and  inadequate  controls  over  disbursements 
and  receipts  by  the  servicer. 

If  the  servicer  becomes  subject  to  financial  difficulty  or  otherwise  ceases  to  be  able  to  carry  out  its 
function,  it  may  be  difficult  to  find  other  acceptable  substitute  servicers  and  cash  flow  disruptions  or 
losses  may  occur.  Structural  and  legal  risks  include  the  possibility  that,  in  a  bankruptcy  or  similar 
proceeding  involving  the  originator  or  the  servicer  (often  the  same  entity  or  Affiliates),  the  assets  of  the 
Issuer  could  be  treated  as  never  having  been  truly  sold  by  the  originator  to  the  Issuer  and  could  be 
substantively  consolidated  with  those  of  the  originator,  or  the  transfer  of  such  assets  to  the  Issuer  could 
be  voided  as  a  fraudulent  transfer.  Challenges  based  on  such  doctrines  could  result  also  in  cash  flow 
delays  and  reductions.  Other  similar  risks  relate  to  the  degree  to  which  cash  flows  on  the  assets  of  the 
Issuer  may  be  commingled  with  those  on  the  originator's  other  assets. 

Residential  ABS  Securities.  Most  of  the  Underlying  Assets  will  consist  of  Residential  ABS 
Securities.  Residential  ABS  Securities  represent  interests  in  pools  of  residential  mortgage  loans  secured 
by  one-  to  four-family  residential  mortgage  loans.  Such  loans  may  be  prepaid  at  any  time.  See  "Maturity, 
Prepayment  and  Yield  Considerations".  Residential  mortgage  loans  are  obligations  of  the  borrowers 
thereunder  only  and  are  not  typically  insured  or  guaranteed  by  any  other  person  or  entity.  The  rate  of 
defaults,  writedowns,  principal  shortfalls,  interest  shortfalls  and  losses  on  residential  mortgage  loans  will 
be  affected  by  a  number  of  factors,  including  general  economic  conditions  and  those  in  the  area  where 
the  related  mortgaged  property  is  located  (including  local  property  values),  the  borrower's  equity  in  the 
mortgaged  property  and  the  financial  circumstances  of  the  borrower.  If  a  residential  mortgage  loan  is  in 
default,  foreclosure  of  such  residential  mortgage  loan  may  be  a  lengthy  and  difficult  process,  and  may 
involve  significant  expenses.  Furthermore,  the  market  for  defaulted  residential  mortgage  loans  or 
foreclosed  properties  may  be  very  limited. 

The  risk  of  losses  on  residential  mortgage  loans  is  particularly  relevant  now.  While  there  is 
always  a  risk  of  defaults  or  delinquencies  in  payment,  recently  losses  on  residential  mortgage  loans  have 
been  increasing  and  may  continue  to  increase  in  the  future.  The  losses  have  been  most  significant  in 
respect  of  subprime  mortgage  loans  but  all  classes  of  loans  are  affected. 

A  number  of  factors  are  contributing  to  the  increase  in  losses.  Residential  property  values  that 
increased  for  many  years  are  now  declining  or  static  in  many  states.  Static  or  declining  property  values 
are  expected  to  result  in  higher  losses  on  mortgage  loans  when  compared  to  an  environment  in  which 
property  values  are  increasing.  Losses  may  be  particularly  high  with  respect  to  mortgage  loans  on 
properties  that  are  not  the  borrower's  primary  residence,  including  second  homes,  investment  properties 
and  any  loans  where  the  property  value  is  less  than  the  remaining  amount  of  the  mortgage  loan. 
Declining  property  values  also  exacerbate  the  losses  due  to  a  failure  to  apply  adequate  standards  to 
potential  borrowers.  Failures  to  properly  screen  borrowers  may  include  failures  to  do  adequate  due 
diligence  on  a  borrower  (including  employment  and  income  history)  or  the  relevant  property  (including 
valuation)  or  failures  to  follow  predatory  lending  and  other  borrower-protection  statutes.  Increases  in 
interest  rates  may  also  contribute  to  higher  rates  of  loss.  Increases  in  interest  rates  require  borrowers 
under  adjustable  rate  mortgage  loans  to  pay  higher  monthly  payments.  Higher  monthly  payments  make  it 
more  likely  that  borrowers  will  be  unable  or  unwilling  to  make  payments  on  their  loans. 
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The  increase  in  delinquencies  and  defaults  has  contributed  -to  a  declining  market  for  mortgage 
loans.  The  declining  market  has,  in  turn,  seriously  impacted  mortgage  originators  and  servicers.  In 
addition  to  losses  due  to  delinquencies  and  defaults,  mortgage  originators  and  servicers  face  losses  due 
to  claims  for  repurchase  under  provisions  in  many  mortgages  that  require  repurchase  due  to  a  breach  of 
a  representation  or  and  warranty  regarding  the  relevant  mortgage  loan.  The  financial  difficulties  of 
servicers  in  particular  are  likely  to  result  in  losses  in  respect  of  securities  backed  by  residential  mortgage 
loans.  Servicers  of  such  securities  are  typically  required  to  make  advances  of  payment  for  delinquent 
loans.  If  the  servicer  is  in  financial  difficulties,  however,  the  servicer  may  not  be  able  to  provide  such 
advances.  In  extreme  cases,  if  a  servicer  is  in  bankruptcy  or  other  insolvency  proceedings  it  may  not  be 
required  to  make  such  advances.  In  addition,  the  servicer's  obligation  to  make  such  advances  may  be 
limited  due  to  the  credit  quality  of  the  borrower  under  the  relevant  mortgage  loans. 

Residential  mortgage  loans  may  be  subject  to  various  Federal  and  state  laws,  public  policies  and 
principles  of  equity  that  protect  consumers,  which  among  other  things  may  regulate  interest  rates  and 
other  charges,  require  certain  disclosures,  require  licensing  of  originators,  prohibit  discriminatory  lending 
practices,  regulate  the  use  of  consumer  credit  information  and  regulate  debt  collection  practices. 
Violation  of  certain  provisions  of  these  laws,  public  policies  and  principles  may  limit  the  servicer's  ability  to 
collect  all  or  part  of  the  principal  of  or  interest  on  a  residential  mortgage  loan,  entitle  the  borrower  to  a 
refund  of  amounts  previously  paid  by  it,  or  subject  the  servicer  to  damages  and  sanctions. 

At  any  one  time,  the  portfolio  of  Residential  ABS  Securities  may  be  backed  by  residential 
mortgage  loans  with  disproportionately  large  aggregate  principal  amounts  secured  by  properties  in  only  a 
few  states  or  regions.  As  a  result,  the  residential  mortgage  loans  may  be  more  susceptible  to  geographic 
risks  relating  to  such  areas,  such  as  adverse  economic  conditions,  adverse  events  affecting  industries 
located  in  such  areas  and  natural  hazards  affecting  such  areas,  than  would  be  the  case  for  a  pool  of 
mortgage  loans  having  more  diverse  property  locations.  In  addition,  the  residential  mortgage  loans  may 
include  so-called  "jumbo''  mortgage  loans,  having  original  principal  balances  that  are  higher  than  is 
generally  the  case  for  residential  mortgage  loans.  As  a  result,  the  related  mortgaged  properties  may 
have  a  more  limited  market  than  those  securing  average-sized  residential  mortgage  loans. 

Each  underlying  residential  mortgage  loan  in  an  issue  of  Residential  ABS  Securities  may  have  a 
balloon  payment  due  at  its  maturity  date.  Balloon  residential  mortgage  loans  involve  a  greater  risk  to  a 
lender  than  self-amortizing  loans  because  the  ability  of  the  borrower  to  pay  such  amount  will  normally 
depend  on  its  ability  to  obtain  refinancing  of  the  related  mortgage  loan  or  sell  the  related  mortgaged 
property  at  a  price  sufficient  to  permit  the  borrower  to  make  the  balloon  payment,  which  will  depend  on  a 
number  of  factors  prevailing  at  the  time  such  refinancing  or  sale  is  required,  including,  without  limitation, 
the  strength  of  the  residential  real  estate  markets,  tax  laws,  the  financial  situation  and  operating  history  of 
the  underlying  property,  interest  rates,  and  general  economic  conditions.  If  the  borrower  is  unable  to 
make  such  balloon  payment,  the  related  issue  of  Residential  ABS  Securities  may  experience  losses. 

Commercial  Mortgage-Backed  Securities.  Asset-Backed  Securities  include  Commercial 
Mortgage-Backed  Securities.  Commercial  Mortgage-Backed  Securities  are  securities  backed  by 
obligations  (including  participation  interests  in  obligations)  that  are  principally  secured  by  mortgages  on 
real  property  or  interests  therein  having  a  multifamily  or  commercial  use,  such  as  regional  malls,  other 
retail  space,  office  buildings,  industrial  or  warehouse  properties,  hotels,  apartments,  cooperatives,  nursing 
homes  and  senior  living  centers.  Commercial  Mortgage-Backed  Securities  have  been  issued  in  public 
and  private  transactions  by  a  variety  of  public  and  private  issuers  using  a  variety  of  structures,  including 
senior  and  subordinated  classes.  Risks  affecting  real  estate  investments  include  general  economic 
conditions,  the  condition  of  financial  markets,  political  events,  developments  or  trends  in  any  particular 
industry  and  changes  in  prevailing  interest  rates.  The  cyclicality  and  leverage  associated  with  real  estate- 
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related  investments  have  historically  resulted  in  periods,  including  significant  periods,  of  adverse 
performance,  including  performance  that  may  be  materially  more  adverse  than  the  performance 
associated  with  other  investments.  In  addition,  commercial  mortgage  loans  generally  are  non-recourse 
loans,  lack  standardized  terms,  tend  to  have  shorter  maturities  than  residential  mortgage  loans  and  may 
provide  for  the  payment  of  all  or  substantially  all  of  the  principal  only  at  maturity.  In  some  cases,  the 
properties  securing  commercial  mortgage  loans  may  be  subject  to  additional  debt  that  may  affect  the 
related  borrower's  ability  to  refinance  the  loan  and/or  result  in  reduced  cash  flow  and  deferred 
maintenance.  Additional  risks  may  be  presented  by  the  type  and  use  of  a  particular  commercial  property. 
For  instance,  commercial  properties  that  operate  as  hospitals  and  nursing  homes  may  present  special 
risks  to  lenders  due  to  the  significant  governmental  regulation  of  the  ownership,  operation,  maintenance 
and  financing  of  health  care  institutions.  Hotel  and  motel  properties  are  often  operated  pursuant  to 
franchise,  management  or  operating  agreements  which  may  be  terminable  by  the  franchisor  or  operator; 
and  the  transferability  of  a  hotel's  operating,  liquor  and  other  licenses  upon  a  transfer  of  the  hotel, 
whether  through  purchase  or  foreclosure,  is  subject  to  local  law  requirements.  All  of  these  factors 
increase  the  risks  involved  with  commercial  real  estate  lending.  Commercial  properties  tend  to  be  unique 
and  are  more  difficult  to  value  than  single-family  residential  properties.  Commercial  lending  is  generally 
viewed  as  exposing  a  lender  to  a  greater  risk  of  loss  than  residential  mortgage  lending  since  it  typically 
involves  larger  loans  to  a  single  borrower  or  related  borrowers  than  residential  mortgage  lending. 

Commercial  mortgage  lenders  typically  look  to  the  debt  service  coverage  ratio  of  a  loan  secured 
by  income-producing  property  as  an  important  measure  of  the  risk  of  default  on  such  a  loan.  Commercial 
property  values  and  net  operating  income  are  subject  to  volatility,  and  net  operating  income  may  be 
sufficient  or  insufficient  to  cover  debt  service  on  the  related  mortgage  loan  at  any  given  time.  The 
repayment  of  loans  secured  by  income-producing  properties  is  typically  dependent  upon  the  successful 
operation  of  the  related  real  estate  project  rather  than  upon  the  liquidation  value  of  the  underlying  real 
estate  or  the  existence  of  independent  income  or  assets  of  the  borrower.  Furthermore,  the  net  operating 
income  from  and  value  of  any  commercial  property  may  be  adversely  affected  by  risks  generally  incident 
to  interests  in  real  property,  including  events  which  the  borrower  or  manager  of  the  property,  or  the  issuer 
or  servicer  of  the  related  issuance  of  Commercial  Mortgage-Backed  Securities,  may  be  unable  to  predict 
or  control,  such  as  changes  in  general  or  local  economic  conditions  and/or  specific  industry  segments: 
declines  in  real  estate  values;  declines  in  rental  or  occupancy  rates;  increases  in  interest  rates,  real 
estate  tax  rates  and  other  operating  expenses;  changes  in  governmental  rules,  regulations  and  fiscal 
policies;  acts  of  God;  acts  of  war;  acts  of  terrorism;  and  social  unrest  and  civil  disturbances.  The  value  of 
commercial  real  estate  is  also  subject  to  a  number  of  laws,  such  as  laws  regarding  environmental  clean- 
up and  limitations  on  remedies  imposed  by  bankruptcy  laws  and  state  laws  regarding  foreclosures  and 
rights  of  redemption. 

A  commercial  property  may  not  readily  be  converted  to  an  alternative  use  in  the  event  that  the 
operation  of  such  commercial  property  for  its  original  purpose  becomes  unprofitable.  In  such  cases,  the 
conversion  of  the  commercial  property  to  an  alternative  use  would  generally  require  substantial  capital 
expenditures.  Thus,  if  the  borrower  becomes  unable  to  meet  its  obligations  under  the  related  commercial 
mortgage  loan,  the  liquidation  value  of  any  such  commercial  property  may  be  substantially  less,  relative 
to  the  amount  outstanding  on  the  related  commercial  mortgage  loan,  than  would  be  the  case  if  such 
commercial  property  were  readily  adaptable  to  other  uses.  The  exercise  of  remedies  and  successful 
realization  of  liquidation  proceeds  may  be  highly  dependent  on  the  performance  of  Commercial 
Mortgage-Backed  Securities  servicers  or  special  servicers,  of  which  there  may  be  a  limited  number  and 
which  may  have  conflicts  of  interest  in  any  given  situation. 

Commercial  Mortgage-Backed  Securities  may  pay  fixed  or  floating  rates  of  interest.  Fixed  rate 
Commercial  Mortgage-Backed  Securities,  like  all  fixed-income  securities,  generally  decline  in  value  as 
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interest  rates  rise.  Moreover,  although  generally  the  value  of  fixed-income  securities  increases  during 
periods  of  falling  interest  rates,  this  inverse  relationship  may  not  be  as  marked  in  the  case  of  Commercial 
Mortgage-Backed  Securities  due  to  the  increased  likelihood  of  prepayments  during  periods  of  falling 
interest  rates.  This  effect  is  mitigated  to  some  degree  for  mortgage  loans  providing  for  a  period  during 
which  no  prepayments  may  be  made. 

Mortgage  loans  underlying  a  Commercial  Mortgage-Backed  Securities  issue  may  lack  regular 
amortization  of  principal,  resulting  in  a  single  "balloon"  payment  due  at  maturity.  If  the  underlying 
mortgage  borrower  experiences  business  problems,  or  other  factors  limit  refinancing  alternatives,  such 
balloon  payment  mortgages  are  likely  to  experience  payment  delays  or  even  default. 

Synthetic  Securities.  A  portion  of  the  Underlying  Assets  may  consist  of  Synthetic  Securities,  the 
Reference  Obligations  of  which  are  Asset-Backed  Securities  (primarily.  Residential  ABS  Securities, 
CMBS  Securities,  ABX  Tranche  Securities  and  CDO  Securities).  Investments  in  such  types  of  assets 
through  the  acquisition  of  Synthetic  Securities  present  risks  in  addition  to  those  resulting  from  direct 
acquisition  of  such  Underlying  Assets.  With  respect  to  Synthetic  Securities,  the  Issuer  will  have  a 
contractual  relationship  only  with  the  counterparty  of  such  Synthetic  Security,  and  not  the  Reference 
Obligor  on  the  Reference  Obligation.  The  Issuer  generally  will  have  no  right  directly  to  enforce 
compliance  by  the  Reference  Obligor  with  the  terms  of  either  the  Reference  Obligation  or  any  rights  of 
set-off  against  the  Reference  Obligor,  nor  will  the  Issuer  generally  have  any  voting  or  other  consensual 
rights  of  ownership  with  respect  to  the  Reference  Obligation. 

Illiauiditv  of  the  Underlying  Assets.  Some  of  the  Underlying  Assets  purchased  by  the  Issuer  will 
have  no,  or  only  a  limited,  trading  market.  The  market  for  Synthetic  Securities  may  be  less  liquid  than  the 
market  for  certain  other  types  of  financial  assets.  The  Issuer's  investment  in  illiquid  Underlying  Assets 
may  restrict  its  ability  to  dispose  of  investments  in  a  timely  fashion  and  for  a  fair  price  as  well  as  its  ability 
to  take  advantage  of  market  opportunities.  Illiquid  Underlying  Assets  may  trade  at  a  discount  from 
comparable,  more  liquid  investments.  In  addition,  the  Issuer  may  invest  in  privately  placed  Underlying 
Assets  that  may  or  may  not  be  freely  transferable  under  the  laws  of  the  applicable  jurisdiction  or  due  to 
contractual  restrictions  on  resale,  and  even  if  such  privately  placed  Underlying  Assets  are  transferable, 
the  prices  realized  from  their  sale  could  be  less  than  those  originally  paid  by  the  Issuer  or  less  than  what 
may  be  considered  the  fair  value  of  such  securities. 

Exposure  to  Credit  Risks  -  the  Reference  Obligations  and  the  Synthetic  Securities 
Countemarties.  The  obligation  of  the  Issuer  to  make  payments  to  each  Synthetic  Security  Counterparty 
relating  to  the  Synthetic  Securities  creates  exposure  to  the  credit  risk  of  the  Reference  Obligations  related 
to  such  Synthetic  Securities.  The  funds  available  to  make  payments  in  respect  of  principal  on  the  Notes 
and  Preference  Shares  is  dependent  upon  whether  and  to  what  extent  payments  are  due  and  payable  by 
the  Issuer  to  a  Synthetic  Security  Counterparty  relating  to  the  Synthetic  Securities.  Any  settlement 
payments  and  termination  payments  payable  by  the  Issuer  (net  of  termination  payments  payable  by  a 
Synthetic  Security  Counterparty)  due  and  owing  to  a  Synthetic  Security  Counterparty  will  reduce  the 
amount  available  to  pay  the  obligations  of  the  Issuer  to  the  Noteholders  and  Preference  Shareholders  in 
inverse  order  of  Seniority.  Accordingly,  the  holders  of  the  Preference  Shares  and  then  the  Noteholders 
may  lose  all  or  a  portion  of  their  investment.  The  Issuer  will  not  directly  benefit  from  any  collateral 
supporting  the  Reference  Obligation  and  will  not  have  the  benefit  of  the  remedies  that  would  normally  be 
available  to  a  holder  of  such  Reference  Obligation. 

In  addition,  in  the  event  of  the  insolvency  of  the  First  Synthetic  Security  Counterparty  or  any  other 
Synthetic  Security  Counterparty,  the  Issuer  will  be  treated  as  a  general  unsecured  creditor  of  such 
counterparty,  and  will  not  have  any  claim  of  title  with  respect  to  the  Reference  Obligation.  Consequently, 
the  Issuer  will  be  subject  to  the  credit  risk  of  the  counterparty  as  well  as  that  of  the  Reference  Obligor.  As 
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a  result,  concentrations  of  Synthetic  Securities  entered  into  with  any  one  counterparty  will  subject  the 
Notes  and  Preference  Shares  to  an  additional  degree  of  risk  with  respect  to  defaults  by  or  the  insolvency 
of  such  counterparty  as  well  as  by  the  Reference  Obligor.  One  or  more  Affiliates  of  the  Initial  Purchaser 
may  act  as  counterparty  with  respect  to  all  or  a  portion  of  the  Synthetic  Securities,  which  relationship  may 
create  certain  conflicts  of  interest.  See " — Conflicts  of  Interest  Involving  the  Initial  Purchaser"  below. 

Additionally,  while  the  Issuer  expects  that  the  returns  on  a  Synthetic  Security  will  generally  reflect 
those  of  the  related  Reference  Obligation,  as  a  result  of  the  terms  of  the  Synthetic  Security  and  the 
assumption  of  the  credit  risk  of  the  Synthetic  Security  Counterparty,  a  Synthetic  Security  may  have  a 
different  expected  return,  a  different  (and  potentially  greater)  probability  of  default  and  expected  loss 
characteristics  following  a  default,  and  a  different  expected  recovery  following  default.  Additionally,  when 
compared  to  the  related  Reference  Obligation,  the  terms  of  a  Synthetic  Security  may  provide  for  different 
maturities,  payment  dates,  interest  rates,  interest  rate  references,  credit  exposures,  or  other  credit  or  non- 
credit  related  characteristics.  Upon  maturity,  default,  acceleration  or  any  other  termination  (including  a 
put  or  call)  other  than  pursuant  to  a  credit  event  (as  defined  therein)  of  the  Synthetic  Security,  the  terms 
of  the  Synthetic  Security  may  permit  or  require  the  issuer  of  such  Synthetic  Security  to  satisfy  its 
obligations  under  the  Synthetic.  Security  by  delivering  to  the  Issuer  securities  other  than  the  Reference 
Obligation  or  an  amount  different  than  the  then  current  market  value  of  the  Reference  Obligation. 

If  the  Issuer  is  obligated  to  make  a  Floating  Amount  Payment  under  a  Synthetic  Security,  such 
Floating  Amount  Payment  may  result  in  a  reduction  of  the  Principal/Notional  Balance  of  such  Synthetic 
Security,  and  therefore  reduce  the  amounts  payable  by  a  Synthetic  Security  Counterparty  and  the  amount 
of  Interest  Proceeds  available  to  pay  the  Notes  and  Preference  Shares.  In  addition,  any  Floating  Amount 
Payment  related  to  writedowns  or  failure  to  pay  principal  will  reduce  the  Aggregate  Principal/Notional 
Balance  of  Synthetic  Securities  that  are  available  to  pay  the  principal  of  the  Notes  and  Preference 
Shares. 

The  ability  of  the  Issuer  to  meet  its  obligations  under  the  Notes  will  be  dependent  on  the  Issuer's 
receipt  of  payments  from  the  Synthetic  Security  Counterparty  pursuant  to  the  Synthetic  Securities. 
Consequently,  in  addition  to  relying  on  the  creditworthiness  of  the  reference  obligors,  the  Issuer  will  also 
be  relying  upon  the  creditworthiness  of  the  Synthetic  Security  Counterparty  to  perform  its  obligations 
under  the  Synthetic  Securities. 

Offsetting  Transactions.  As  described  herein,  the  Issuer  may  enter  into  certain  Offsetting 
Transactions  intended  to  hedge  the  Issuer's  credit  exposure  in  relation  to  certain  Synthetic  Securities. 
Such  Offsetting  Transactions  are  subject  to  certain  risks  including  those  described  above  in  respect  of 
Synthetic  Securities.  There  can  be  no  guarantee  or  assurance  that  any  such  Offsetting  Transactions  will 
effectively  hedge  all  or  any  of  the  Issuer's  exposure  under  the  applicable  Synthetic  Security. 

Limited  Information  with  Respect  to  the  Reference  Obligations.  Synthetic  Security  Counterparties 
are  not  required  to  hold  any  Reference  Obligation.  The  Issuer  will  not  have  any  right  to  obtain  from  the 
issuer  of  the  Reference  Obligations,  any  related  trustee,  fiscal  agent,  collateral  manager  or  custodian 
information  on  the  Reference  Obligations  or  information  regarding  any  obligation  of  any  Reference 
Obligation.  Synthetic  Security  Counterparties  will  have  no  obligation  to  keep  the  Issuer,  the  Trustee,  the 
Collateral  Manager,  the  Noteholders  or  the  Preference  Shareholders  informed  as  to  matters  arising  in 
relation  to  any  Reference  Obligation  including  whether  or  not  circumstances  exist  under  which  there  is  a 
possibility  of  the  occurrence  of  a  Credit  Event  or  an  obligation  to  make  Floating  Amount  Payments. 

No  Legal  or  Beneficial  Interest  in  Reference  Obligations.  Under  the  Synthetic  Securities,  the 
Issuer  will  have  a  contractual  relationship  only  with  the  Synthetic  Security  Counterparty  and  not  with  the 
issuer  or  obligor  of  any  Reference  Obligation.  Consequently,  the  Synthetic  Securities  do  not  constitute  an 
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acquisition  or  other  acquisition  or  assignment  of  any  interest  in  any  Reference  Obligation.  The  Issuer 
generally  will  have  no  right  to  directly  enforce  compliance  by  the  Reference  Obligor  with  the  terms  of  the 
Reference  Obligation  nor  any  rights  of  set-off  or  recourse  against  the  Reference  Obligor,  nor  have  any 
voting  or  other  consensual  rights  of  ownership  with  respect  to  the  Reference  Obligation  and  will  not  have 
the  benefit  of  the  remedies  that  would  normally  be  available  to  the  holder  of  such  Reference  Obligation. 
The  Issuer  and  the  Trustee,  therefore,  will  have  rights  solely  against  the  related  Synthetic  Security 
Counterparty  in  accordance  with  the  Synthetic  Securities.  In  addition,  neither  a  Synthetic  Security 
Counterparty  nor  its  affiliates  will  be  (or  deemed  to  be  acting  as)  the  agent  or  trustee  of  the  Issuer,  the 
Noteholders  or  the  Preference  Shareholders  in  connection  with  the  exercise  of,  or  the  failure  to  exercise, 
any  of  the  rights  or  powers  of  a  Synthetic  Security  Counterparty  and/or  its  affiliates  arising  under  or  in 
connection  with  their  respective  holding  of  any  Reference  Obligation.  Each  Synthetic  Security 
Counterparty  and  its  affiliates  (i)  may  deal  in  any  Reference  Obligation,  (ii)  may  generally  engage  in  any 
kind  of  commercial  or  investment  banking  or  other  business  transactions  with  any  issuer  of  a  Reference 
Obligation,  and  (iii)  may  act  with  respect  to  transactions  described  in  the  preceding  clauses  (i)  and  (ii)  in 
the  same  manner  as  if  a  Synthetic  Security  Counterparty  and  the  Notes  did  not  exist  and  without  regard 
to  whether  any  such  action  might  have  an  adverse  affect  on  such  Reference  Obligation,  the  Issuer,  the 
Preference  Shareholders  or  the  Noteholders. 

Legal  Risk  relating  to  the  Synthetic  Securities.  Initially  the  Synthetic  Securities  will  be  structured 
as  "Pay  As  You  Go"  credit  default  swaps.  "Pay  As  You  Go"  credit  default  swaps  are  a  type  of  credit 
default  swap  that  has  been  developed  recently  to  reference,  and  incorporate  certain  terms  of  the  unique 
structures  of,  Asset-Backed  Securities.  On  November  10,  2006,  the  International  Swaps  and  Derivatives 
Association,  Inc.  ("ISDA")  published  its  revised  form  of  confirmation  and  a  Standard  Terms  Supplement 
for  a  "Pay  As  You  Go"  transaction  on  a  mortgage-backed  security  (the  "MBS  Pay  As  You  Go  Form"). 
On  January  19,  2006  CDS  IndexCo  LLC  published  its  form  of  confirmation  for  a  "Pay  As  You  Go" 
transaction  on  the  ABX  Index  the  "ABX  Pay  As  You  Go  Form").  On  June  7,  2006  ISDA  published  its 
form  of  confirmation  for  a  "Pay  As  You  Go"  transaction  on  a  collateralized  debt  obligation  (the  "CDO  Pay 
As  You  Go  Form"  and,  together  with  the  MBS  Pay  As  You  Go  Form  and  the  ABX  Pay  As  You  Go  Form, 
the  "Pay  As  You  Go  Forms").  It  is  expected  that  the  Synthetic  Securities  to  which  the  Issuer  will  be  a 
party  will  be  based  on  modified  versions  of  the  Pay  As  You  Go  Forms.  See  "Security  for  the  Notes" 
herein.  While  ISDA  and  CDS  IndexCo  LLC  have  published  the  Pay  As  You  Go  Forms  and  ISDA  has 
published  and  supplemented  the  Credit  Derivatives  Definitions  in  order  to  facilitate  transactions  and 
promote  uniformity  in  the  credit  default  swap  market,  the  credit  default  swap  market  is  expected  to 
change  and  the  Pay  As  You  Go  Forms  and  the  Credit  Derivatives  Definitions  and  terms  applied  to  credit 
derivatives  are  subject  to  interpretation  and  further  evolution.  There  can  be  no  assurance  that  such  forms 
will  be  substantially  similar  to  the  form  Confirmations.  Past  events  have  shown  that  the  views  of  market 
participants  may  differ  as  to  how  the  Credit  Derivatives  Definitions  operate  or  should  operate.  As  a  result 
of  the  continued  evolution  of  the  Pay  As  You  Go  Forms,  each  of  the  Synthetic  Security  confirmations  to 
which  the  Issuer  is  from  time  to  time  a  party  may  differ  from  the  future  market  standard.  Any  difference 
between  the  Pay  As  You  Go  Forms  and  the  forms  used  for  the  Synthetic  Securities  may  have  a  negative 
impact  on  the  liquidity  and  market  value  of  such  Synthetic  Securities.  In  particular,  the  ABX  Pay  As  You 
Go  Form  is  only  beginning  to  be  used  by  market  participants  and  many  participants,  including  the  Rating 
Agencies,  are  uncertain  what  terms  are  appropriate.  Synthetic  Securities  based  on  the  ABX  Pay  As  You 
Go  Form  may  be  less  liquid  than  those  based  on  other  Pay  As  You  Go  Forms. 

There  can  be  no  assurances  that  changes  to  the  Credit  Derivatives  Definitions  and  other  terms 
applicable  to  credit  derivatives  generally  will  be  predictable  or  favorable  to  the  Issuer  or  investors  in  the  _    .    _ 

Notes  or  Preference  Shares.  Amendments  or  supplements  to  the  "Pay-As- You-Go"  credit  default  swap 
forms  and  amendments  and  supplements  to  the  Credit  Derivatives  Definitions  that  are  published  by  ISDA 
will  not  apply  to  the  Synthetic  Securities  executed  prior  to  such  amendment  or  supplement  unless  the 
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Issuer  and  the  related  Synthetic  Security  Counterparty  agree  to  amend  the  Synthetic  Securities  to 
incorporate  such  amendments  or  supplements,  and  the  Rating  Condition  is  satisfied.  For  so  long  as  any 
Class  A-1  Notes  remain  Outstanding,  the  Issuer  is  required  to  provide  prior  notice  of  any  such  agreed 
amendment  or  supplement  to  the  Controlling  Class.  In  addition,  the  Issuer  and  the  Synthetic  Security 
Counterparty  may  enter  into  additional  Synthetic  Securities  that  incorporate  such  amendments  and 
supplements  as  long  as  the  Rating  Condition  has  been  satisfied.  Markets  in  different  jurisdictions  have 
also  already  adopted  and  may  continue  to  adopt  different  practices  with  respect  to  the  Credit  Derivatives 
Definitions.  Furthermore,  the  Credit  Derivatives  Definitions  may  contain  ambiguous  provisions  that  are 
subject  to  interpretation  and  may  result  in  consequences  that  are  adverse  to  the  Issuer.  In  addition  to  the 
credit  risk  of  the  Reference  Obligations  and  the  credit  risk  of  the  related  Synthetic  Security  Counterparty, 
the  Issuer  is  also  subject  to  the  risk  that  the  Credit  Derivatives  Definitions  could  be  interpreted  in  a 
manner  that  would  be  adverse  to  the  Issuer  or  investors  in  the  Notes  or  Preference  Shares  or  that  the 
credit  derivatives  market  generally  may  evolve  in  a  manner  that  would  be  adverse  to  the  Issuer  or 
investors  in  the  Notes  or  Preference  Shares. 

Synthetic  Security  Collateral  Account  and  the  Reliance  on  the  Credit  Worthiness  of  Eligible 
Investments  held  therein.  The  Synthetic  Securities  may  require  the  Issuer  to  secure  its  obligations  with 
respect  to  each  such  Synthetic  Security.  As  directed  by  the  Collateral  Manager  in  writing,  cash  on 
deposit  in  the  Synthetic  Security  Collateral  Account  on  behalf  of  each  Synthetic  Security  Counterparty  will 
be  invested  in  Eligible  Investments.  Amounts  on  deposit  in  the  Synthetic  Security  Collateral  Account  will 
be  applied,  as  directed  by  the  Collateral  Manager,  to  the  payment  of  any  amounts  owed  by  the  Issuer  to 
each  Synthetic  Security  Counterparty  on  the  date  any  such  amounts  are  due.  Any  Excess  Collateral 
Account  Amount  will  be  withdrawn  from  the  Synthetic  Security  Collateral  Account  and  deposited  to  the 
Disposition  Proceeds  Account;  provided  that  to  the  extent  that  any  such  withdrawal  from  the  Synthetic 
Security  Collateral  Account  would  require  a  withdrawal  from  any  Investment  Agreement,  such  withdrawal 
may  only  be  made  in  accordance  with  the  terms  of  such  Investment  Agreement.  Any  income  on  Eligible 
Investments  contained  in  the  Synthetic  Security  Collateral  Account  will  be  withdrawn  from  such  account 
and  deposited  in  the  Collection  Account  for  distribution  as  Interest  Proceeds.  Cash  and  Eligible 
Investments  on  deposit  in  the  Synthetic  Security  Collateral  Account  will  be  included  in  the  Collateral  to  the 
extent  provided  under  "Security  for  the  Notes— General"  herein,  will  not  be  available  to  make  payments 
under  the  Notes  or  Preference  Shares  and  shall  not  be  considered  to  be  an  asset  of  the  Issuer  for 
purposes  of  any  of  the  Collateral  Quality  Tests  or  the  Coverage  Tests,  but  the  Synthetic  Securities  that 
relate  to  such  Synthetic  Security  Collateral  Account  shall  be  considered  an  asset  of  the  Issuer.  The 
Issuer  will  bear  the  risk  of  any  losses  with  respect  to  the  Eligible  Investments  held  in  the  Synthetic 
Security  Collateral  Account.  Therefore,  with  respect  to  each  Synthetic  Security,  the  Issuer  bears  the  risk 
of  the  Reference  Obligation,  the  related  Synthetic  Security  Counterparty  and  the  credit  and  market  risks 
relating  to  the  Eligible  Investments  including  credit  risk  with  respect  to  any  Investment  Agreement  that 
secure  the  Issuer's  obligations  with  respect  to  such  Synthetic  Security. 

Reliance  on  Creditworthiness  of  Investment  Agreements.  The  amounts  on  deposit  in  the 
Synthetic  Security  Collateral  Account  are  expected  to  be  invested  in  Eligible  Investments  consisting 
initially  of  the  Initial  Investment  Agreement  and,  accordingly,  the  Issuer  will  be  exposed  to  the 
creditworthiness  of  the  Initial  Investment  Agreement  Provider  and  its  guarantor.  The  insolvency  of  the 
Initial  Investment  Agreement  Provider  or  a  default  by  such  parties  under  the  Initial  Investment  Agreement, 
respectively,  would  adversely  affect  the  ability  of  the  Issuer  to  pay  principal  and  interest  when  due  under 
the  Notes  and  distributions  in  respect  of  the  Preference  Shares  and  could  result  in  a  downgrade  of  the 
ratings  on  the  Notes. 

If  an  Investment  Agreement  is  terminated  as  a  result  of  an  event  of  default  or  an  uncured  ratings 
downgrade  condition  as  specified  therein,  the  Issuer  may  enter  into  one  or  more  replacement  investment 
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agreements  (each  a  "Replacement  Investment  Agreement"),  and  accordingly,  the  Issuer  will  be 
exposed  to  the  creditworthiness  of  the  related  Replacement  Investment  Agreement  provider  (each  a 
"Replacement  Investment  Agreement  Provider").  See  "Description  of  the  Initial  Investment 
Agreement— The  Initial  Investment  Agreement". 

Credit  Ratings.  Credit  ratings  of  debt  securities  represent  the  rating  agencies'  opinions  regarding 
their  credit  quality  and  are  not  a  guarantee  of  quality.  Rating  agencies  attempt  to  evaluate  the  safety  of 
principal  and  interest  payments  and  do  not  evaluate  the  risks  of  fluctuations  in  market  value  and, 
therefore,  credit  ratings  may  not  fully  reflect  the  true  risks  of  an  investment.  Also,  rating  agencies  may  fail 
to  make  timely  changes  in  credit  ratings  in  response  to  subsequent  events,  so  that  an  issuer's  current 
financial  condition  may  be  better  or  worse  than  a  rating  indicates.  Consequently,  credit  ratings  of  the 
Asset-Backed  Securities  and  Reference  Obligations  will  be  used  by  the  Collateral  Manager  only  as  a 
preliminary  indicator  of  investment  quality.  Investments  in  non-investment  grade  and  comparable  unrated 
obligations  will  be  more  dependent  on  the  Collateral  Manager's  credit  analysis  than  would  be  the  case 
with  investments  in  investment-grade  debt  obligations. 

International  Investing.  A  limited  portion  of  the  Underlying  Assets  may  consist  of  obligations  of 
issuers  organized  under  the  law  of  the  Bahamas,  Bermuda,  the  Cayman  Islands,  the  Channel  Islands  or 
the  Netherlands  Antilles.  Moreover,  collateral  securing  Asset-Backed  Securities  may  consist  of 
obligations  of  issuers  or  borrowers  organized  under  the  laws  of  various  jurisdictions  other  than  the  United 
States.  Investing  outside  the  United  States  may  involve  greater  risks  than  investing  in  the  United  States. 
These  risks  may  include:  (a)  less  publicly  available  information;  (b)  varying  levels  of  governmental 
regulation  and  supervision;  and  (c)  the  difficulty  of  enforcing  legal  rights  in  a  foreign  jurisdiction  and 
uncertainties  as  to  the  status,  interpretation  and  application  of  laws.  Moreover,  foreign  companies  are  not 
subject  to  accounting,  auditing  and  financial  reporting  standards,  practices  and  requirements  comparable 
to  those  applicable  to  U.S.  companies. 

There  generally  is  less  governmental  supervision  and  regulation  of  exchanges,  brokers  and 
issuers  in  foreign  countries  than  there  is  in  the  United  States.  For  example,  there  may  be  no  comparable 
provisions  under  certain  foreign  laws  with  respect  to  insider  trading  and  similar  investor  protection 
securities  laws  that  apply  with  respect  to  securities  transactions  consummated  in  the  United  States. 

Foreign  markets  also  have  different  clearance  and  settlement  procedures,  and  in  certain  markets 
there  have  been  times  when  settlements  have  failed  to  keep  pace  with  the  volume  of  securities 
transactions,  making  it  difficult  to  conduct  such  transactions.  Delays  in  settlement  could  result  in  periods 
when  assets  of  the  Issuer  are  uninvested  and  no  return  is  earned  thereon.  The  inability  of  the  Issuer  to 
make  intended  Underlying  Assets  acquisitions  due  to  settlement  problems  or  the  risk  of  intermediary 
counterparty  failures  could  cause  the  Issuer  to  miss  investment  opportunities.  The  inability  to  Dispose  of 
an  Underlying  Asset  due  to  settlement  problems  could  result  either  in  losses  to  the  Issuer  due  to 
subsequent  declines  in  the  value  of  such  Underlying  Asset  or,  if  the  Issuer  has  entered  into  a  contract  to 
sell  the  security,  could  result  in  possible  liability  to  the  purchaser.  Transaction  costs  of  buying  and  selling 
foreign  securities,  including  brokerage,  tax  and  custody  costs,  also  are  generally  higher  than  those 
involved  in  domestic  transactions.  Furthermore,  foreign  financial  markets,  while  generally  growing  in 
volume,  have,  for  the  most  part,  substantially  less  volume  than  U.S.  markets,  and  securities  of  many 
foreign  companies  are  less  liquid  and  their  prices  more  volatile  than  securities  of  comparable  domestic 
companies. 

In  many  foreign  countries  there  is  the  possibility  of  expropriation,  nationalization  or  confiscatory 
taxation,  limitations  on  the  convertibility  of  currency  or  the  removal  of  securities,  property  or  other  assets 
of  the  Issuer,  political,  economic  or  social  instability  or  adverse  diplomatic  developments,  each  of  which 
could  have  an  adverse  effect  on  the  Issuer's  investments  in  such  foreign  countries.   The  economies  of 
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individual  non-U.S.  countries  may  also  differ  favorably  or  unfavorably  from  the  U.S.  economy  in  such 
respects  as  growth  of  gross  domestic  product,  rate  of  inflation,  volatility  of  currency  exchange  rates, 
depreciation,  capital  reinvestment,  resource  self-sufficiency  and  balance  of  payments  position. 

Other  Considerations 

Certain  Conflicts  of  Interest.  The  activities  of  the  Collateral  Manager,  the  Initial  Purchaser  and  its 
affiliates  may  result  in  certain  conflicts  of  interest. 

Conflicts  of  Interest  Involving  the  Collateral  Manager.  Various  potential  and  actual  conflicts  of 
interest  may  arise  from  the  overall  investment  activities  of  the  Collateral  Manager  and  its  Affiliates.  The 
Collateral  Manager  and  its  Affiliates  may  invest  or  invest  for  the  account  of  others  in  debt  obligations  that 
would  be  appropriate  as  security  for  the  Notes  and  have  no  duty  in  making  such  investments  or  to  act  in  a 
way  that  is  favorable  to  the  Issuer,  the  Noteholders  or  the  Preference  Shareholders.  Such  investments 
may  be  different  from  those  made  on  behalf  of  the  Issuer.  The  Collateral  Manager  and  its  Affiliates  may 
have  economic  interests  in,  or  other  relationships  with,  issuers  in  wtiose  obligations  or  securities  the 
Issuer  may  invest.  In  particular,  a  substantial  portion  of  the  Underlying  Assets  acquired  by  the  Issuer 
from  the  Initial  Purchaser  were  sold  to  the  Initial  Purchaser  from  portfolios  of  securities  held  by  one  or 
more  of  the  Collateral  Manager  and  its  Affiliates.  In  addition,  the  Collateral  Manager  or  its  Affiliates  may 
make  and/or  hold  an  investment  in  an  issuer's  securities  that  may  be  pari  passu,  senior  or  junior  in 
ranking  to  an  investment  in  such  issuer's  securities  made  and/or  held  by  the  Issuer  or  in  which  partners, 
security  holders,  officers,  directors,  agents  or  employees  of  the  Collateral  Manager  or  its  Affiliates  serve 
on  boards  of  directors  or  otherwise  have  ongoing  relationships.  Each  of  such  ownership  and  other 
relationships  may  result  in  securities  laws  restrictions  on  transactions  in  such  securities  by  the  Issuer  and 
otherwise  create  conflicts  of  interest  for  the  Issuer.  In  such  instances,  the  Collateral  Manager  and  its 
Affiliates  may  in  their  discretion  (except  as  provided  below  under  "Security  for  the  Notes — Dispositions  of 
Underlying  Assets")  make  investment  recommendations  and  decisions  that  may  be  the  same  as  or 
different  from  those  made  with  respect  to  the  Issuer's  investments. 

Although  the  officers  and  employees  of  the  Collateral  Manager  will  devote  as  much  time  to  the 
Issuer  as  the  Collateral  Manager  deems  appropriate,  the  officers  and  employees  may  have  conflicts  in 
allocating  their  time  and  services  among  the  Issuer  and  the  Collateral  Manager's  and  its  Affiliates'  other 
accounts. 

The  Collateral  Manager  also  serves  as  a  manager  of  one  or  more  other  companies  organized  to 
invest  in  Asset-Backed  Securities.  The  Collateral  Manager  and  its  Affiliates  may  pursue  its  own  interests 
as  an  owner  of  other  securities  issued  by  an  issuer  of  Underlying  Assets,  without  considering  the  effect  of 
its  actions  or  omissions  on  the  Issuer.  In  addition,  the  Collateral  Manager  may  act  as  the  Auction  Agent 
in  an  Auction  Call  Redemption  of  the  Notes  or  may  resign  as  Auction  Agent  and  bid  on  any  Underlying 
Assets  that  are  sold  pursuant  to  an  Auction  Call  Redemption. 

One  or  more  Affiliates  of  the  Collateral  Manager  will  acquire  all  of  the  Preference  Shares  and  may 
purchase  some  or  all  of  the  Class  E  Notes  on  the  Closing  Date.  Pursuant  to  the  Management 
Agreement,  the  Collateral  Manager,  in  its  capacity  as  holder  of,  or  an  advisor  to  the  holder  of  Class  E 
Notes  and  Preference  Shares  may,  in  such  capacity,  act  in  a  manner  which  it  determines  to  be  in  the  best 
interests  of  a  holder  of  Class  E  Notes  and/or  Preference  Shares,  without  regard  to  the  effect  on  the 
interests  of  other  Noteholders.  In  addition,  the  Collateral  Manager  and  its  Affiliates  may  at  times  own  any 
other  Class  of  Notes.  A  portion  of  the  purchase  price  of  Notes  and  the  Preference  Shares  to  be  acquired 
by  the  Collateral  Manager  or  its  Affiliates  may  be  financed  by  the  Initial  Purchaser.  At  any  given  time,  the 
Collateral  Manager  and  its  Affiliates  will  not  be  entitled  to  vote  the  Notes  or  Preference  Shares 
beneficially  owned  by  the  Collateral  Manager  or  any  Affiliate  thereof  or  by  an  account  or  fund  for  which 
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the  Collateral  Manager  or  an  Affiliate  thereof  acts  as  the  investment  adviser  (with  discretionary  authority) 
("Collateral  Manager  Securities")  with  respect  to  any  vote  or  consent  on  any  assignment  or  termination 
of  the  Management  Agreement  (including  the  exercise  of  any  rights  to  remove  the  Collateral  Manager  or 
terminate  the  Management  Agreement)  or  any  amendment  or  other  modification  of  the  Management 
Agreement  or  the  Indenture  increasing  the  rights  or  decreasing  the  obligations  of  the  Collateral  Manager. 
However,  at  any  given  time  the  Collateral  Manager  and  its  Affiliates  will  be  entitled  to  vote  the  Notes  and 
Preference  Shares  held  by  them  with  respect  to  all  other  matters.  For  purposes  hereof,  "Affiliate" 
means,  with  respect  to  any  person,  (a)  any  other  person  who,  directly  or  indirectly,  is  in  control  of,  or 
controlled  by,  or  is  under  common  control  with,  such  person,  (b)  any  other  person  who  is  a  director, 
officer,  employee,  managing  member  or  general  partner  of  (i)  such  person  or  (ii)  any  such  other  person 
described  in  clause  (a)  above,  or  (c)  with  respect  to  the  Collateral  Manager,  any  account  or  fund  for  which 
the  Collateral  Manager  or  any  of  the  foregoing  acts  as  investment  advisor  with  discretionary  authority. 
For  the  purposes  of  the  foregoing  definition,  control  of  a  person  shall  mean  the  power,. direct  or  indirect, 
(x)  to  vote  more  than  50%  of  the  securities  having  ordinary  voting  power  for  the  election  of  directors  of 
such  person  or  (y)  to  direct  or  cause  the  direction  of  the  management  and  policies  of  such  person 
whether  by  contract  or  otherwise.  The  ownership  of  some  or  all  of  the  Class  E  Notes  and  all  of  the 
Preference  Shares  by  one  or  more  Affiliates  of  the  Collateral  Manager  may  give  the  Collateral  Manager 
an  incentive  to  take  actions  that  vary  from  the  interests  of  the  holders  of  the  Notes. 

Conflicts  of  Interest  Involving  the  Initial  Purchaser.  Certain  of  the  Asset-Backed  Securities 
acquired  by  the  Issuer  may  consist  of  obligations  of  issuers  or  obligors,  or  obligations  sponsored  or 
serviced  by  companies,  for  which  DBSI  as  the  Initial  Purchaser  or  an  Affiliate  of  DBSI  has  acted  as 
underwriter,  agent,  placement  agent  or  dealer  or  for  which  an  Affiliate  of  DBSI  has  acted  as  lender  or 
provided  other  administrative,  commercial  or  investment  banking  services.  In  addition,  if  not  the  Auction 
Agent,  the  Initial  Purchaser  may  bid  on  the  Underlying  Assets  at  any  time  the  Issuer  Disposes  of  an 
Underlying  Asset.  In  addition,  an  Affiliate  of  the  Initial  Purchaser  will  be  the  First  Synthetic  Security 
Counterparty  and  may  be  Offsetting  Transaction  Counterparty.  Also,  as  described  under  "Use  of 
Proceeds",  the  Issuer,  DBSI  and  Deutsche  Bank  AG  Cayman  Islands  Branch  (the  "Warehouse  Lender"), 
an  Affiliate  of  DBSI,  have  entered  into  a  credit  agreement  (the  "Warehouse  Credit  Agreement"), 
pursuant  to  which  the  Warehouse  Lender  has  financed  the  acquisition  of  certain  Asset-Backed  Securities 
and  the  payment  of  certain  transaction-related  fees  and  expenses  prior  to  the  Closing  Date.  On  the 
Closing  Date,  the  net  proceeds  from  the  sale  of  the  Notes  and  the  Preference  Shares  will  be  used  by  the 
Issuer  to  repay  in  full  all  amounts  owing  by  the  Issuer  to  the  Warehouse  Lender  relating  to  the 
Warehouse  Credit  Agreement,  and  such  revolving  credit  facility,  along  with  the  lien  on  the  Asset-Backed 
Securities,  the  Offsetting  Transactions  and  the  Synthetic  Securities  securing  it,  will  be  terminated.  See 
"Use  of  Proceeds". 

Conflicts  of  Interest  involving  the  Synthetic  Security  Counterparties  and  the  Offsetting  Transaction 
Counterparty.  The  First  Synthetic  Security  Counterparty  is  an  Affiliate  of  the  Initial  Purchaser  and  the 
Offsetting  Transaction  Counterparty  may  be  an  Affiliate  of  the  Initial  Purchaser.  Each  Synthetic  Security 
Counterparty  or  Offsetting  Transaction  Counterparty  may  take  actions  under  the  related  Synthetic 
Securities  or  Offsetting  Transactions  or  otherwise  that  may  be  inconsistent  with  or  adverse  to  the  interests 
of  the  Noteholders.  Synthetic  Security  Counterparties  will  not  be  obligated  to  take  any  action  to  minimize 
losses  with  respect  to  any  Reference  Obligation.  In  addition,  each  Synthetic  Security  Counterparty  or 
Offsetting  Transaction  Counterparty  has  the  right  in  the  event  of  an  assignment  of  a  Synthetic  Security  (or 
Offsetting  Transaction,  as  applicable)  to  reject  any  replacement  for  the  Issuer,  such  right  not  to  be 
unreasonably  exercised.  In  deciding  whether  to  approve  or  reject  a  replacement  for  the  Issuer,  the 
Synthetic  Security  Counterparty  does  not  have  to  consider  the  interests  of  the  Issuer  or  the  Noteholders. 
See  "Security  for  the  Notes— Underlying  Assets— Synthetic  Securities— Assignment". 
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Each  Synthetic  Security  Counterparty,  each  Offsetting  Transaction  Counterparty  and  each  of  their 
affiliates  may  deal  in  any  obligations  or  other  securities  of  any  Reference  Obligor  (including,  but  not 
limited  to,  any  Reference  Obligations),  may  enter  into  other  credit  derivatives  involving  entities  that  may 
include  the  Reference  Obligors  or  their  affiliates  or  sponsors  (including  credit  derivatives  to  hedge  its 
obligations  under  the  Synthetic  Securities  or  Offsetting  Transactions),  may  accept  deposits  from,  make 
loans  or  otherwise  extend  credit  to,  and  generally  engage  in  any  kind  of  commercial  or  investment 
banking  or  other  business  with,  any  Reference  Obligor,  any  affiliate  or  sponsor  of  any  Reference  Obligor 
or  any  other  person  or  other  entity  having  obligations  relating  to  any  Reference  Obligor  or  affiliate  or 
sponsor  of  such  Reference  Obligor,  and  may  act  with  respect  to  such  business  in  the  same  manner  as  if 
the  related  Synthetic  Securities  and/or  Offsetting  Transactions  did  not  exist,  regardless  of  whether  any 
such  relationship  or  action  might  have  an  adverse  effect  on  any  Reference  Obligations  (including,  without 
limitation,  any  action  which  might  constitute  or  give  rise  to  a  Credit  Event),  or  on  the  position  of  the  Issuer, 
the  Noteholders  or  any  other  party  to  the  transaction  described  herein  or  otherwise.  Each  Synthetic 
Security  Counterparty,  each  Offsetting  Transaction  Counterparty  and  each  of  their  affiliates  may,  whether 
by  reason  of  the  types  of  relationships  described  herein  or  otherwise,  on  the  date  hereof  or  at  any  time 
hereafter,  be  in  possession  of  information  in  relation  to  any  Reference  Obligation,  Reference  Obligor  or 
any  of  such  Reference  Obligor's  sponsors  or  affiliates,  that  is  or  may  be  material  in  the  context  of  the 
related  Synthetic  Securities  or  Offsetting  Transactions  and  the  other  transaction  documents  and  that  may 
or  may  not  be  publicly  available  or  known  to  the  other  parties  to  the  transaction  documents  and  which 
information  each  Synthetic  Security  Counterparty,  each  Offsetting  Transaction  Counterparty  or  their 
affiliates  may  be  prohibited  from  using  for  the  benefit  of  the  Issuer.  The  Synthetic  Securities,  Offsetting 
Transactions  and  the  other  transaction  documents  do  not  create  any  obligation  on  the  part  of  the  related 
Synthetic  Security  Counterparty  (or  Offsetting  Transaction  Counterparty)  and  its  affiliates  to  disclose  to 
any  other  such  party  any  such  information  (whether  or  not  confidential).  In  addition,  with  respect  to  the 
deletion  or  addition  of  Reference  Obligations  in  connection  with  any  trading  activity  undertaken  by  the 
Collateral  Manager  on  behalf  of  the  Issuer,  the  related  Synthetic  Security  Counterparty  (or  Offsetting 
Transaction  Counterparty)  is  not  obligated  to  agree  to  any  such  deletion  or  addition  of  a  Reference 
Obligation  and  may  make  its  decision  whether  to  agree  to  any  such  deletion  or  addition  on  the  basis  of  its 
own  best  interests  and  without  regard  to  the  interests  of  the  Issuer  or  the  Noteholders. 

Money  Laundering  Prevention.  The  Uniting  and  Strengthening  America  by  Providing  Appropriate 
Tools  Required  to  Intercept  and  Obstruct  Terrorism  Act  of  2001  (the  "USA  PATRIOT  Act"),  effective  as  of 
October  26,  2001,  requires  that  financial  institutions,  a  term  that  includes  banks,  broker-dealers  and 
investment  companies,  establish  and  maintain  compliance  programs  to  guard  against  money  laundering 
activities.  The  USA  PATRIOT  Act  requires  the  Secretary  of  the  U.S.  Treasury  ("Treasury")  to  prescribe 
regulations  in  connection  with  anti-money  laundering  policies  of  financial  institutions.  The  Federal 
Reserve  Board,  the  Treasury  and  the  SEC  are  currently  studying  what  types  of  investment  vehicles 
should  be  required  to  adopt  anti-money  laundering  procedures,  and  it  is  unclear  at  this  time  whether  such 
procedures  will  apply  to  pooled  investment  vehicles  such  as  the  Issuer.  It  is  possible  that  there  could  be 
promulgated  legislation  or  regulations  that  would  require  the  Issuer  or  the  Initial  Purchaser  or  other 
service  providers  to  the  Issuer,  in  connection  with  the  establishment  of  anti-money  laundering 
procedures,  to  share  information  with  governmental  authorities  with  respect  to  investors  in  the  Notes  and 
Preference  Shares.  Such  legislation  and/or  regulations  could  require  the  Issuer  to  implement  additional 
restrictions  on  the  transfer  of  the  Notes  and  Preference  Shares  or  interests  therein.  The  Issuer  reserves 
the  right  to  request  such  information  as  is  necessary  to  verify  the  identity  of  investors  in  the  Notes  and 
Preference  Shares  and  the  source  of  the  payment  of  subscription  monies,  or  as  is  necessary  to  comply 
with  any  customer  identification  programs  required  by  Financial  Crimes  Enforcement  Network  and/or:  the , 
SEC.  In  the  event  of  delay  or  failure  by  the  applicant  to  produce  any  information  required  for  verification 
purposes,  an  application  for  or  transfer  of  Notes,  Preference  Shares  or  interests  therein  and  the 
subscription  monies  relating  thereto  may  be  refused.   In  connection  with  the  establishment  of  anti-money 
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laundering  procedures,  the  Issuer  may  implement  additional  restrictions  on  the  transfer  of  Notes  or 
Preference  Shares. 

Purchase  of  Underlying  Assets.  The  Issuer  will  acquire  Underlying  Assets  from  a  warehouse 
facility  (the  "Warehouse  Facility")  provided  by  an  affiliate  of  DBSI,  which  provides  for  the  purchase  of 
Asset-Backed  Securities  at  the  direction  of  the  Collateral  Manager  on  behalf  of  the  Issuer  prior  to  the 
Closing  Date.  In  addition,  a  substantial  portion  of  the  Underlying  Assets  purchased  by  the  Issuer  are 
securities  from  portfolios  of  Asset-Backed  Securities  held,  directly  or  indirectly,  by  the  Collateral  Manager 
or  one  or  more  Affiliates  of,  or  investment  funds  managed  by,  the  Collateral  Manager. 

Some  of  the  Underlying  Assets  subject  to  the  Warehouse  Facility  may  have  been  originally 
acquired  by  DBSI  or  one  of  its  Affiliates  in  connection  with  its  underwriting  or  placement  thereof  upon 
issuance  thereof  or  from  the  Collateral  Manager  or  one  of  its  Affiliates.  The  Warehouse  Facility  requires 
the  Issuer  to  purchase  Asset-Backed  Securities  eligible  for  inclusion  in  the  Collateral  on  the  Closing  Date 
at  a  price  equal  to  the  price  paid  when  DBSI  or  its  Affiliate  acquired  such  Asset-Backed  Securities 
pursuant  to  the  Warehouse  Facility,  plus  accrued  interest  thereon,  and  net  of  any  hedging  gains  or 
losses.  As  a  result,  the  Issuer  bears  the  risk  of  depreciation  in  the  value  of  an  Asset-Backed  Security 
purchased  under  the  Warehouse  Facility.  The  Issuer  will  purchase,  and  DBSI  and  its  Affiliates  under  the 
Warehouse  Facility  will  sell,  Asset-Backed  Securities  only  to  the  extent  that  the  Collateral  Manager 
determines  that  such  purchases  are  consistent  with  the  restrictions  contained  in  the  Indenture. 

If  any  such  seller  were  to  become  the  subject  of  a  case  or  proceeding  under  the  United  States 
Bankruptcy  Code  or  another  applicable  insolvency  law,  the  trustee  in  bankruptcy  could  assert  that  Asset- 
Backed  Securities  acquired  from  such  seller  are  property  of  such  seller's  insolvency  estate.  Property  that 
such  seller  has  pledged  or  assigned,  or  in  which  such  seller  has  granted  a  security  interest,  as  collateral 
security  for  the  payment  or  performance  of  an  obligation,  would  be  property  of  such  seller's  estate. 
Property  that  such  seller  has  sold  or  absolutely  assigned  and  transferred  to  another  party,  however,  is  not 
property  of  such  seller's  estate.  The  Issuer  does  not  expect  that  the  purchase  by  the  Issuer  of  Asset- 
Backed  Securities,  under  the  circumstances  contemplated  by  this  Offering  Circular,  will  be  deemed  to  be 
a  pledge  or  collateral  assignment  (as  opposed  to  the  sale  or  other  absolute  transfer  of  such  Asset-Backed 
Securities  to  the  Issuer). 

Relation  to  Prior  Investment  Results.  The  prior  investment  results  of  the  Collateral  Manager  and 
the  persons  associated  with  the  Collateral  Manager  or  any  other  entity  or  person  described  herein  are  not 
indicative  of  the  Issuer's  future  investment  results.  The  nature  of,  and  risks  associated  with,  the  Issuer's 
future  investments  may  differ  substantially  from  those  investments  and  strategies  undertaken  historically 
by  such  persons  and  entities.  There  can  be  no  assurance  that  the  Issuer's  investments  will  perform  as 
well  as  the  past  investments  of  any  such  persons  or  entities. 

Projections.  Forecasts  and  Estimates.  Any  projections,  forecasts  and  estimates  contained  herein 
are  forward  looking  statements  and  are  based  upon  certain  assumptions  that  the  Collateral  Manager 
considers  reasonable.  Projections  are  necessarily  speculative  in  nature,  and  it  can  be  expected  that 
some  or  all  of  the  assumptions  underlying  the  projections  will  not  materialize  or  will  vary  significantly  from 
actual  results.  Accordingly,  the  projections  are  only  an  estimate.  Actual  results  may  vary  from  the 
projections,  and  the  variations  may  be  material. 

Some  important  factors  that  could  cause  actual  results  to  differ  materially  from  those  in  any 
forward  looking  statements  include  changes  in  interest  rates,  market,  financial  or  legal  uncertainties,, 
differences  in  the  actual  allocation  of  the  Underlying  Assets  among  asset  categories,  mismatches 
between  the  timing  of  accrual  and  receipt  of  Interest  Proceeds  and  Principal  Proceeds  from  the 
Underlying  Assets,  defaults  under  Underlying  Assets  and  the  effectiveness  of  any  Interest  Rate  Swap 


47 


Confidential  Treatment  Requested  GEM7-00000494 


Footnote  Exhibits  -Page  1106 


Agreement,  among  others.  Consequently,  the  inclusion  of  projections  herein  should  not  be  regarded  as  a 
representation  by  the  Issuer,  the  Co-Issuer,  the  Collateral  Manager,  the  Trustee,  the  Initial  Purchaser  or 
its  affiliates  or  any  other  person  or  entity  of  the  results  that  will  actually  be  achieved  by  the  Issuer.  None 
of  the  Issuer,  the  Co-Issuer,  the  Collateral  Manager,  the  Trustee,  the  initial  Purchaser,  its  affiliates  or  any 
other  person  has  any  obligation  to  update  or  otherwise  revise  any  projections,  including  any  revisions  to 
reflect  changes  in  economic  conditions  or  other  circumstances  arising  after  the  date  hereof  or  to  reflect 
the  occurrence  of  unanticipated  events,  even  if  the  underlying  assumptions  do  not  come  to  fruition. 
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DESCRIPTION  OF  THE  NOTES 

The  Notes  will  be  issued  pursuant  to  the  Indenture.  The  following  summary  describes  certain 
provisions  of  the  Notes  and  the  Indenture.  This  summary  does  not  purport  to  be  complete  and  is  subject 
to,  and  qualified  in  its  entirety  by  reference  to,  the  provisions  of  the  Indenture.  Copies  of  the  Indenture 
may  be  obtained  by  prospective  investors  upon  request  to  the  Trustee  at  1761  East  St.  Andrew  Place, 
Santa  Ana,  California  92705,  or  to  RSM  Robson  Rhodes  LLP  (the  "Irish  Paying  Agent"),  at  RSM  House, 
Herbert  Street,  Dublin  2,  Ireland. 

Status  and  Security 

The  Notes  will  be  limited-recourse  debt  obligations  of  the  Issuers.  The  relative  order  of  seniority 
of  payment  of  each  Class  of  Notes  is  as  follows:  first.  Class  A-1a  Notes,  second,  Class  A-1b  Notes,  third, 
Class  A-2  Notes,  fourth,  Class  B  Notes,  fifth,  Class  C  Notes,  sixth,  Class  D  Notes  and  seventh,  Class  E 
Notes,  with  (a)  each  Class  of  Notes  (other  than  the  Class  E  Notes)  in  such  list  being  "Senior"  to  each 
other  Class  of  Notes  that  follows  such  Class  of  Notes  in  such  list  and  (b)  each  Class  of  Notes  (other  than 
the  Class  A-1a  Notes)  in  such  list  being  "Subordinate"  to  each  other  Class  of  Notes  that  precedes  such 
Class  of  Notes  in  such  list.  No  payment  of  interest  on  any  Class  of  Notes  will  be  made  until  all  accrued 
and  unpaid  interest  on  the  Notes  of  each  Class  that  is  Senior  to  such  Class  and  that  remains  outstanding 
has  been  paid  in  full  in  accordance  with  the  Priority  of  Payments.  Certain  Principal  Proceeds,  to  the 
extent  available,  will  be  applied  on  each  Distribution  Date  in  accordance  with  the  Priority  of  Payments  to 
pay  principal  of  each  Class  of  Notes. 

Under  the  terms  of  the  Indenture,  the  Issuer  will  grant  to  the  Trustee  for  the  benefit  of  the 
Secured  Parties  a  first  priority  security  interest  in  the  Collateral  described  herein  to  secure  the  Issuer's 
obligations  under  the  Indenture,  the  Notes,  any  Interest  Rate  Swap  Agreement,  the  Synthetic  Security 
Agreement,  the  Investment  Agreement  and  the  Management  Agreement. 

Payments  of  principal  of  and  interest  on  the  Notes  will  be  made  solely  from  the  proceeds  of  the 
Collateral,  in  accordance  with  the  priorities  described  under  "—Priority  of  Payments"  herein.  If  the 
amounts  received  in  respect  of  the  Collateral  (net  of  certain  expenses)  are  insufficient  to  make  payments 
on  the  Notes,  no  other  assets  will  be  available  for  payment  of  the  deficiency  and,  following  liquidation  of 
ail  the  Collateral,  the  obligations  of  the  Issuers  to  pay  any  such  deficiency  will  be  extinguished. 

Interest 

The  Class  A-1a  Notes  will  bear  interest  at  a  floating  rate  per  annum  equal  to  LIBOR  plus  0.21%. 

The  Class  A-1b  Notes  will  bear  interest  at  a  floating  rate  per  annum  equal  to  LIBOR  plus  0.35%. 

The  Class  A-2  Notes  will  bear  interest  at  a  floating  rate  per  annum  equal  to  LIBOR  plus  0.47%. 

The  Class  B  Notes  will  bear  interest  at  a  floating  rate  per  annum  equal  to  LIBOR  plus  0.68%. 

The  Class  C  Notes  will  bear  interest  at  a  floating  rate  per  annum  equal  to  LIBOR  plus  2.25%. 

The  Class  D  Notes  will  bear  interest  at  a  floating  rate  per  annum  equal  to  LIBOR  plus  4.75%. 

The  Class  E  Notes  will  bear  interest  at  a  floating  rate  per  annum  equal  to  LIBOR  plus  6.25%. 

Interest  on  the  Notes  will  be  computed  on  the  basis  of  a  360-day  year  and  the  actual  number  of 
days  elapsed.  Interest  will  accrue  on  the  aggregate  outstanding  principal  amount  of  each  Class  of  Notes 
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(determined  as  of  the  first  day  of  each  Interest  Period  and  after  giving  effect  to  any  redemption  or  other 
payment  of  principal  occurring  on  such  day)  from  the  Closing  Date.  Interest  accruing  for  any  Interest 
Period  will  accrue  for  the  period  from  and  including  the  first  day  of  such  Interest  Period  to  and  including 
the  last  day  of  such  Interest  Period. 

Accrued  and  unpaid  interest  will  be  payable  in  U.S.  Dollars  quarterly  in  arrears  on  the  12th  day  of 
each  March,  June,  September  and  December  commencing  on  June  12,  2007  (each  such  date,  together 
with  the  Accelerated  Maturity  Date,  a  "Distribution  Date");  provided  that  (i)  the  final  scheduled 
Distribution  Date  shall  be,  with  respect  to  each  Class  of  Notes,  the  December  2045  Distribution  Date,  and 
(ii)  if  any  such  date  is  not  a  Business  Day,  the  relevant  Distribution  Date  will  be  the  next  succeeding 
Business  Day. 

In  the  event  that  any  Distribution  Date  falls  on  a  date  that  is  not  a  Business  Day,  then  payment 
will  be  made  on  the  next  succeeding  Business  Day  with  the  same  force  and  effect  as  if  made  on  the 
nominal  Distribution  Date,  and  any  interest  accrued  for  the  period  from  or  after  such  nominal  date  to  the 
next  succeeding  Business  Day  shall  not  be  payable  on  such  Business  Day  but  shall  be  payable  on  the 
next  following  Distribution  Date. 

As  long  as  the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C  Notes  or  the  Class  D  Notes  are 
outstanding,  if  either  Coverage  Test  applicable  to  such  Class  of  Notes  is  not  satisfied  on  any 
Determination  Date,  then  Interest  Proceeds  that  would  otherwise  be  used  to  make  payments  in  respect  of 
interest  on  any  Class  of  Notes  Subordinate  to  such  Class  will  be  used  instead  to  redeem,  first,  each  Class 
(if  any)  of  Notes  Senior  to  such  Class  of  Notes  (sequentially  in  direct  order  of  seniority)  and,  second,  such 
Class  of  Notes,  until  each  applicable  Coverage  Test  is  satisfied  (or  until  each  such  Class  of  Notes  is  paid 
in  full).  See " — Priority  of  Payments." 

Any  interest  on  the  Class  C  Notes,  the  Class  D  Notes  and  the  Class  E  Notes  that  is  not  paid  to 
such  Class  when  due  will  be  deferred  (such  interest  being  referred  to  herein  as  "Deferred  Interest"; 
Deferred  Interest  in  the  case  of  the  Class  C  Notes  being  referred  to  herein  as  "Class  C  Deferred 
Interest",  Deferred  Interest  in  the  case  of  the  Class  D  Notes  being  referred  to  herein  as  "Class  D 
Deferred  Interest"  and  Deferred  Interest  in  the  case  of  the  Class  E  Notes  being  referred  to  herein  as 
"Class  E  Deferred  Interest");  provided  that  no  accrued  interest  on  a  Class  of  Notes  shall  become 
Deferred  Interest  unless  a  more  Senior  Class  of  Notes  is  then  outstanding.  Interest  will  accrue  on  the 
aggregate  outstanding  deferred  amount  at  the  rates  of  interest  applicable  to  that  Class  of  Notes.  Upon 
the  payment  of  Deferred  Interest,  the  aggregate  outstanding  deferred  amount  with  respect  to  the  related 
Class  of  Notes  will  be  reduced  by  the  amount  of  such  payment.  So  long  as  any  more  Senior  Class  of 
Notes  remains  outstanding,  failure  to  make  payment  in  respect  of  interest  on  the  Class  C  Notes,  the 
Class  D  Notes  or  the  Class  E  Notes  on  any  Distribution  Date  by  reason  of  Priority  of  Payments  will  not 
constitute  an  Event  of  Default  under  the  Indenture. 

Interest  will  cease  to  accrue  on  each  Note  or,  in  the  case  of  a  partial  repayment,  on  such  part, 
from  the  date  of  repayment  or  Stated  Maturity  unless  payment  of  principal  is  improperly  withheld  or  unless 
default  is  otherwise  made  with  respect  to  such  payments.  To  the  extent  lawful  and  enforceable,  interest 
on  any  Defaulted  Interest  on  any  Note  will  accrue  at  the  interest  rate  applicable  to  such  Note  until  paid. 
"Defaulted  Interest"  means  any  interest  due  and  payable  in  respect  of  any  Class  A  Note  or  any  Class  B 
Note  or,  if  no  Class  A  Notes  or  Class  B  Notes  are  outstanding,  any  Class  C  Note  (other  than  Class  C 
Deferred  Interest),  if  no  Class  C  Notes  are  outstanding,  any  Class  D  Notes  (other  than  Class  D  Deferred 
Interest)  or,  if  no  Class  D  Notes  are  outstanding,  any  Class  E  Note  (other  than  Class  E  Deferred  Interest) 
that  is  not  punctually  paid  or  duly  provided  for  on  the  applicable  Distribution  Date  or  at  Stated  Maturity. 
Defaulted  Interest  will  not  include  Deferred  Interest. 
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"Interest  Period"  means  (a)  with  respect  to  the  June  2007  Distribution  Date  (the  "First 
Distribution  Date")  the  period  from,  and  including,  the  Closing  Date  to  and  excluding  the  First 
Distribution  Date,  and  (b)  with  respect  to  each  Distribution  Date  thereafter,  the  period  from,  and  including, 
the  immediately  preceding  Distribution  Date  and  ending  on,  but  excluding,  such  Distribution  Date. 

Calculation  of  LIBOR.  With  respect  to  each  Interest  Period,  LIBOR  for  purposes  of  calculating 
the  interest  rate  for  the  Notes  for  such  Interest  Period  will  be  determined  by  the  Trustee,  as  calculation 
agent  (the  "Calculation  Agent")  in  accordance  with  the  following  provisions: 

(a)  LIBOR  for  any  Interest  Period  shall  equal  the  offered  rate,  as  determined  by  the 
Calculation  Agent,  for  Dollar  deposits  of  the  Designated  Maturity  which  appears  on 
Reuters  Page  "LIBOR01"  (or  such  other  page  as  may  replace  such  Reuters  Page 
"LIBOR01"for  the  purpose  of  displaying  comparable  rates),  as  reported  by  Bloomberg 
Financial  Markets  Commodities  News,  as  of  11:00  a.m.  (London  time)  on  the  applicable 
LIBOR  Determination  Date.  "LIBOR  Determination  Date"  means,  with  respect  to  any 
Interest  Period,  the  second  London  Banking  Day  prior  to  the  first  day  of  such  Interest 
Period. 

(b)  If,  on  any  LIBOR  Determination  Date,  such  rate  does  not  appear  on  Reuters  Page 
"LIBOR01"  (or  such  other  page  as  may  replace  such  Reuters  Page  "LIBOR01"  for  the 
purpose  of  displaying  comparable  rates),  as  reported  by  Bloomberg  Financial  Markets 
Commodities  News,  the  Calculation  Agent  shall  determine  the  arithmetic  mean  of  the 
offered  quotations  of  the  Reference  Banks  to  prime  banks  in  the  London  interbank 
market  for  Dollar  deposits  of  three  months  (except  that  in  the  case  where  such  Interest 
Period  shall  commence  on  a  day  that  is  not  a  LIBOR  Business  Day,  for  a  term  of  three 
months  commencing  on  the  next  following  LIBOR  Business  Day),  by  reference  to 
requests  for  quotations  as  of  approximately  11:00  a.m.  (London  time)  on  such  LIBOR 
Determination  Date  made  by  the  Calculation  Agent  to  the  Reference  Banks.  If,  on  any 
LIBOR  Determination  Date,  at  least  two  of  the  Reference  Banks  provide  such  quotations, 
LIBOR  shall  equal  such  arithmetic  mean.  If,  on  any  LIBOR  Determination  Date,  fewer 
than  two  Reference  Banks  provide  such  quotations,  LIBOR  shall  be  deemed  to  be  the 
arithmetic  mean  of  the  offered  quotations  that  leading  banks  in  New  York  City  selected  by 
the  Calculation  Agent  are  quoting  on  the  relevant  LIBOR  Determination  Date  for  Dollar 
deposits  for  the  term  of  such  Interest  Period  (except  that  in  the  case  where  such  Interest 
Period  shall  commence  on  a  day  that  is  not  a  LIBOR  Business  Day,  for  a  term  of  three 
months  commencing  on  the  next  following  LIBOR  Business  Day),  to  the  principal  London 
offices  of  leading  banks  in  the  London  interbank  market. 

(c)  In  respect  of  any  Interest  Period  having  a  designated  maturity  other  than  three  months, 
LIBOR  shall  be  determined  through  the  use  of  straight-line  interpolation  by  reference  to 
two  rates  calculated  in  accordance  with  clauses  (a)  and  (b)  above,  one  of  which  shall  be 
determined  as  if  the  maturity  of  the  Dollar  deposits  referred  to  therein  were  the  period  of 
time  for  which  rates  are  available  next  shorter  than  the  Interest  Period  and  the  other  of 
which  shall  be  determined  as  if  the  maturity  were  the  period  of  time  for  which  rates  are 
available  next  longer  than  the  Interest  Period;  provided  that,  if  an  Interest  Period  is  less 
than  or  equal  to  seven  days,  then  LIBOR  shall  be  determined  by  reference  to  a  rate 
calculated  in  accordance  with  clauses  (a)  and  (b)  above  as  if  the  maturity  of  the  Dollar 
deposits  referred  to  therein  were  a  period  of  time  equal  to  seven  days. 

(d)  If  the  Calculation  Agent  is  required  but  is  unable  to  determine  a  rate  in  accordance  with 
either  procedure  described  in  clauses  (a)  and  (b)  above,  LIBOR  with  respect  to  such 
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Interest  Period  shall  be  the  arithmetic  mean  of  the  offered  quotations  of  the  Reference 
Dealers  as  of  10:00  a.m.  (New  York  time)  on  the  first  day  of  such  Interest  Period  for 
negotiable  U.S.  Dollar  certificates  of  deposit  of  major  U.S.  money  market  banks  haying  a 
remaining  maturity  closest  to  the  Designated  Maturity. 

(e)  If  the  Calculation  Agent  is  required  but  is  unable  to  determine  a  rate  in  accordance  with 
any  of  the  procedures  described  in  clauses  (a),  (b)  or  (d)  above,  LIBOR  with  respect  to 
such  Interest  Period  will  be  calculated  on  the  last  day  of  such  Interest  Period  and  shall  be 
the  arithmetic  mean  of  the  Base  Rate  for  each  day  during  such  Interest  Period. 

For  purposes  of  clauses  (a),  (c),  (d)  and  (e)  above,  all  percentages  resulting  from  such 
calculations  shall  be  rounded,  if  necessary,  to  the  nearest  one  hundred-thousandth  of  a  percentage  point. 
For  the  purposes  of  clause  (b)  above,  all  percentages  resulting  from  such  calculations  shall  be  rounded,  if 
necessary,  to  the  nearest  one  thirty-second  of  a  percentage  point. 

As  used  in  the  calculation  of  LIBOR  above  and  elsewhere  in  this  Offering  Circular: 

"Base  Rate"  means  a  fluctuating  rate  of  interest  determined  by  the  Calculation  Agent  as  being 
the  rate  of  interest  most  recently  announced  by  the  Base  Rate  Reference  Bank  at  its  New  York  office  as 
its  base  rate,  prime  rate,  reference  rate  or  similar  rate  for  Dollar  loans.  Changes  in  the  Base  Rate  will 
take  effect  simultaneously  with  each  change  in  the  underlying  rate. 

"Base  Rate  Reference  Bank"  means  Deutsche  Bank  Trust  Company  Americas,  or  if  such  bank 
ceases  to  exist  or  is  not  quoting  a  base  rate,  prime  rate  reference  rate  or  similar  rate  for  Dollar  loans, 
such  other  major  money  center  commercial  bank  in  New  York  City,  as  selected  by  the  Calculation  Agent 
after  consultation  with  the  Collateral  Manager. 

"Designated  Maturity". means,  with  respect  to  any  Class  of  Notes  for  each  Interest  Period,  three 
months;  provided  that,  with  respect  to  the  First  Distribution  Date,  the  Designated  Maturity  shall  be  89 
days. 

"LIBOR  Business  Day"  means  a  day  on  which  commercial  banks  and  foreign  exchange  markets 
settle  payments  in  Dollars  in  New  York  and  London. 

"London  Banking  Day"  means  a  day  on  which  commercial  banks  are  open  for  business 
(including  dealings  in  foreign  exchange  and  foreign  currency  deposits)  in  London. 

"Reference  Banks"  means  four  major  banks  in  the  London  interbank  market,  selected  by  the 
Calculation  Agent  after  consultation  with  the  Collateral  Manager. 

"Reference  Dealers"  means  three  major  dealers  in  the  secondary  market  for  U.S.  Dollar 
certificates  of  deposit,  selected  by  the  Calculation  Agent  after  consultation  with  the  Collateral  Manager. 

For  so  long  as  any  Note  remains  outstanding,  the  Issuers  will  at  all  times  maintain  an  agent 
appointed  to  calculate  LIBOR  in  respect  of  each  Interest  Period.  As  soon  as  possible  after  11:00  a.m. 
(London  time)  on  each  LIBOR  Determination  Date,  but  in  no  event  later  than  1 1:00  a.m.  (London  time)  on 
the  Business  Day  immediately  following  each  LIBOR  Determination  Date,  the  Calculation  Agent  will 
calculate  the  interest  rate  for  each  Class  of  Notes  for  the  related  Interest  Period  and  the  amount  of 
interest  for  such  Interest  Period  payable  in  respect j>f  each  U.S.$1,000  in  principal  amount  of  each  Class 
of  Notes  (in  each  case  rounded  to  the  nearest  cent,  with  half  a  cent  being  rounded  upward)  on  the  related 
Distribution  Date  and  will  communicate  such  rates  and  amounts  and  the  related  Distribution  Date  to  the 
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Issuers,  the  Trustee,  each  Paying  Agent,  Euroclear,  Clearstream,  DTC  and  (for  so  long  as  any  Class  of 
Notes  is  listed  on  the  Irish  Stock  Exchange)  the  Irish  Stock  Exchange. 

The  Calculation  Agent  may  be  removed  by  the  Issuers  at  any  time.  If  the  Calculation  Agent  is 
unable  or  unwilling  to  act  as  such  or  is  removed  by  the  Issuers,  the  Issuers  will  promptly  appoint  as  a 
replacement  Calculation  Agent  a  leading  bank  that  is  engaged  in  transactions  in  Dollar  deposits  in  the 
international  Eurodollar  market  and  which  does  not  control  and  is  not  controlled  by  or  under  common 
control  with  either  of  the  Issuers  or  any  affiliate  thereof.  The  Calculation  Agent  may  not  resign  its  duties 
without  a  successor  having  been  duly  appointed.  The  determination  of  the  interest  rate  for  each  Class  of 
Notes  for  each  Interest  Period  by  the  Calculation  Agent  shall  (in  the  absence  of  manifest  error)  be  final 
and  binding  upon  all  parties. 

Principal 

The  Stated  Maturity  of  each  Class  of  Notes  is  the  December  2045  Distribution  Date.  Each  Class 
of  Notes  will  mature  at  the  Stated  Maturity  unless  redeemed  or  repaid  prior  to  the  Stated  Maturity. 
However,  the  Notes  may  be  paid  in  full  prior  to  their  Stated  Maturity.  With  respect  to  each  Class  of  Notes, 
the  earlier  of  the  Stated  Maturity  and  the  Distribution  Date  on  which  the  aggregate  principal  amount  of 
such  Class  of  Notes  is  paid  in  full,  including  a  Redemption  Date  or  an  Accelerated  Maturity  Date,  is 
referred  to  herein  as  the  "Final  Maturity  Date".  See  "Risk  Factors— Average  Life  of  the  Notes  and 
Prepayment  Considerations"  and  "Maturity  and  Prepayment  Considerations."  Any  payment  of  principal 
with  respect  to  any  Class  of  Notes  (including  any  payment  of  principal  made  in  connection  with  the  Final 
Maturity  Date)  will  be  made  by  the  Trustee  on  a  pro  rata  basis  on  each  Distribution  Date  among  the  Notes 
of  such  Class  according  to  the  respective  unpaid  principal  amounts  thereof  outstanding  immediately  prior 
to  such  payment. 

Principal  Proceeds  will  be  applied  on  each  Distribution  Date  in  accordance  with  the  Priority  of 
Payments  to  pay  principal  of  each  Class  of  Notes.  No  payment  of  principal  of  any  Class  of  Notes  will  be 
made  until  all  principal  of,  and  all  accrued  interest  due  and  payable  on,  the  Notes  of  each  Class  that  is 
Senior  to  such  Class  have  been  paid  in  full. 

However: 

(a)  on  each  Distribution  Date  occurring  on  or  before  the  last  day  of  the  Priority  Distribution 
Period,  Interest  Proceeds  will  be  applied,  in  an  amount  available  for  such  purpose,  if  any, 
on  the  relevant  Distribution  Date,  to  pay  principal  of  the  Class  D  Notes  in  an  amount  up  to 
the  Class  D  Priority  Redemption  Amount  for  such  Distribution  Date  as  set  forth  in 
Schedule  F  to  this  Offering  Circular  until  10.00%  of  the  aggregate  principal  amount  of  the 
Class  D  Notes  as  of  the  Closing  Date  is  redeemed;  and  on  any  Distribution  Date 
occurring  after  March  2010,  15.00%  of  the  Interest  Proceeds  that  would  otherwise  be 
paid  to  the  Preference  Share  Paying  Agent  for  distribution  to  the  holders  of  the 
Preference  Shares  will  be  applied  to  pay  principal  of  the  Class  D  Notes  until  the  Class  D 
Notes  are  paid  in  full; 

(b)  if  no  Optional  Redemption,  Auction  Call  Redemption,  Clean-Up  Call  Redemption  or  Tax 
Redemption  has  been  successfully  completed  before  the  Accelerated  Amortization  Date, 
on  any  Distribution  Date  occurring  on  or  after  the  Accelerated  Amortization  Date,  Interest 
Proceeds  that  would  otherwise  be  paid  to  the  Preference  Share  Paying  Agent  for 
distribution  to  the  Preference  Shareholders  will  be  applied  to  pay,  first,  the  principal  of  the 
Class  E  Notes,  second,  the  principal  of  the  Class  D  Notes,  third,  the  principal  of  the  Class 
C  Notes,  fourth,  the  principal  of  the  Class  B  Notes,  fifth,  the  principal  of  the  Class  A-2 
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Notes,  sixth,  the  principal  of  the  Class  A-1b  Notes  and  seventh,  the  principal  of  the  Class 
A-1a  Notes,  in  each  case  until  such  Class  has  been  paid  in  full;  and 

(c)  if  the  Class  E  Diversion  Test  is  not  satisfied  on  a  Determination  Date,  Interest  Proceeds 
will  be  applied  on  the  immediately  succeeding  Distribution  Date  to  pay  principal  of  the 
Class  E  Notes  in  sufficient  amounts  to  satisfy  the  Class  E  Diversion  Test.  See 
"Description  of  the  Notes — Priority  of  Payments." 

Payments 

Payments  in  respect  of  principal  of  and  interest  on  any  Note  will  be  made  to  the  person  in  whose 
name  such  Note  is  registered  fifteen  days  prior  to  the  applicable  Distribution  Date  (the  "Record  Date"). 
Payments  on  each  Note  will  be  payable  by  wire  transfer  in  immediately  available  funds  to  a  Dollar- 
denominated  account  maintained  by  the  holder  thereof  in  accordance  with  wire  transfer  instructions 
received  by  any  paying  agent  appointed  under  the  Indenture  (each,  a  "Paying  Agent")  on  or  before  the 
Record  Date  or,  if  no  wire  transfer  instructions  are  received  by  a  Paying  Agent  in  respect  of  such  Note,  by 
a  Dollar-denominated  check  drawn  on  a  bank  in  the  United  States  mailed  to  the  address  of  the  holder  of 
such  Note  as  it  appears  on  the  Note  Register  at  the  close  of  business  on  the  Record  Date  for  such 
payment.  Final  payments  in  respect  of  principal  of  the  Notes  will  be  made  against  surrender  of  such 
Notes  at  the  office  of  the  Paying  Agent. 

If  any  payment  on  the  Notes  is  due  on  a  day  that  is  not  a  Business  Day,  then  payment  will  be 
made  on  the  next  succeeding  Business  Day  with  the  same  force  and  effect  as  if  made  on  the  date  for 
payment.  "Business  Day"  means  any  day  other  than  Saturday,  Sunday  or  a  day  on  which  banking 
institutions  are  authorized  or  obligated  by  law,  regulation  or  executive  order  to  close  in  New  York  City, 
London  or  the  city  of  the  designated  corporate  trust  office  of  the  Trustee  or,  in  the  case  of  the  final 
payment  of  principal  of  a  Note  or  distribution  of  Excess  Principal  Proceeds  with  respect  to  a  Preference 
Share,  in  the  place  of  presentation  of  such  Note  or  Preference  Share.  To  the  extent  action  is  required  of 
the  Issuer  that  has  not  been  delegated  to  the  Trustee,  the  Collateral  Manager  or  any  agent  of  the  Issuer 
located  outside  of  the  Cayman  Islands,  the  Cayman  Islands  shall  be  considered  in  determining  "Business 
Day"  for  purposes  of  determining  when  such  Issuer  action  is  required.  To  the  extent  action  is  required  of 
the  Irish  Paying  Agent,  Ireland  shall  be  considered  in  determining  "Business  Day"  for  purposes  of 
determining  when  such  Irish  Paying  Agent  action  is  required. 

For  so  long  as  the  Notes  are  listed  on  the  Irish  Stock  Exchange  and  the  rules  of  such  exchange 
shall  so  require,  the  Issuers  will  maintain  a  listing  agent  and  a  Paying  Agent  with  an  office  in  Ireland. 

Except  as  otherwise  required  by  applicable  law,  any  money  deposited  with  the  Trustee  or  any 
Paying  Agent  in  trust  for  the  payment  of  principal  of  or  interest  on  any  Note  and  remaining  unclaimed  for 
two  years  after  such  principal  or  interest  has  become  due  and  payable  shall  be  paid  to  the  Issuer  upon 
request  by  the  Issuer  therefor,  and  the  holder  of  such  Note  shall  thereafter,  as  an  unsecured  general 
creditor,  look  to  the  Issuers  for  payment  of  such  amounts  and  all  liability  of  the  Trustee  or  such  Paying 
Agent  with  respect  to  such  trust  money  shall  thereupon  cease.  The  Trustee  or  the  Paying  Agent,  before 
being  required  to  make  any  such  release  of  payment  may,  but  shall  not  be  required  to,  adopt  and  employ, 
at  the  expense  of  the  Issuers,  any  reasonable  means  of  notification  of  such  release  of  payment,  including 
mailing  notice  of  such  release  to  holders  whose  Notes  have  been  called  but  have  not  been  surrendered 
for  redemption  or  whose  right  to  or  interest  in  monies  due  and  payable  but  not  claimed  is  determinable 
from  the  records  of  any  Paying  Agent,  at  the  last  address  of  record  of  each  such  holder. 
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Priority  of  Payments 

With  respect  to  any  Distribution  Date,  collections  received  on  the  Collateral  during  each  Due 
Period  will  be  divided  into  Interest  Proceeds  and  Principal  Proceeds  and  applied  in  the  priority  set  forth 
below  under  "—Interest  Proceeds"  and  "—Principal  Proceeds,""  respectively  (collectively,  the  "Priority  of 
Payments").  "Due  Period"  means,  with  respect  to  any  Distribution  Date,  the  period  commencing 
immediately  following  the  fifth  Business  Day  prior  to  the  preceding  Distribution  Date  (or  on  the  Closing 
Date,  in  the  case  of  the  Due  Period  relating  to  the  First  Distribution  Date)  and  ending  on  the  fifth  Business 
Day  prior  to  such  Distribution  Date  (or,  in  the  case  of  the  Due  Period  that  is  applicable  to  the  Distribution 
Date  relating  to  the  Stated  Maturity  of  the  Notes,  such  Due  Period  shall  end  on  the  day  preceding  the 
Stated  Maturity). 

Interest  Proceeds.  On  each  Distribution  Date,  Interest  Proceeds  with  respect  to  the  related  Due 
Period  will  be  distributed  in  the  order  of  priority  set  forth  below: 

(1 )  to  the  payment  of  taxes,  government  fees  and  registered  office  fees  owed  by  the  Issuers, 
if  any; 

(2)  up  to  a  maximum  amount  on  any  Distribution  Date  equal  to  the  Fee  Cap  Amount  plus  an 
amount  up  to  U.S.$  250,000  per  annum,  (a)  first,  in  the  following  order  of  priority,  to  the 
payment  to  the  Trustee,  the  Preference  Share  Paying  Agent,  the  Collateral  Administrator 
and  the  Administrator  of  accrued  and  unpaid  fees  owing  to  them  under  the  Indenture;  (b) 
second,  to  the  payment  of  other  accrued  and  unpaid  administrative  expenses  (including 
indemnities)  incurred  by  or  on  behalf  of  the  Issuers  (including  any  administrative 
expenses  payable  to  the  Collateral  Manager,  but  excluding  the  Management  Fee  and  the 
Auction  Agent  Fee,  if  applicable),  provided  that  administrative  expenses  payable  to 
Deutsche  Bank  Trust  Company  Americas  (in  all  of  its  capacities)  shall  be  paid  prior  to 
administrative  expenses  payable  to  any  other  party  under  this  clause  (2),  administrative 
expenses  payable  to  the  Administrator  shall  be  paid  prior  to  administrative  expenses 
payable  to  any  party  other  than  Deutsche  Bank  Trust  Company  Americas  under  this 
clause  (2),  and  that  administrative  expenses  payable  to  parties  other  than  the  Trustee 
and  Administrator  shall  be  paid  pro  rata;  and  (c)  third,  prior  to  the  date  on  which  amounts 
on  deposit  in  the  Expense  Account  are  transferred  to  the  Payment  Account  (in 
connection  with  the  sale  or  disposition  of  substantially  all  of  the  Issuer's  assets)  for 
application  as  Interest  Proceeds,  for  deposit  in  the  Expense  Account  an  amount  equal  to 
the  lesser  of  (x)  an  amount  sufficient  to  cause  the  balance  of  all  Eligible  Investments  and 
cash  in  the  Expense  Account,  immediately  after  such  deposit,  to  equal  U.S.$  250,000, 
and  (y)  the  amount  by  which  the  Fee  Cap  Amount  exceeds  the  sums  paid  under  clauses 
(a)  and  (b); 

(3)  to  the  payment,  pro  rata,  of  any  amount  scheduled  to  be  paid  (i)  to  the  relevant  Interest 
Rate  Swap  Counterparty  pursuant  to  any  Interest  Rate  Swap  Agreement,  together  with 
any  termination  payments  (and  any  accrued  interest  thereon)  payable  by  the  Issuer 
pursuant  to  any  such  Interest  Rate  Swap  Agreement  other  than  amounts  payable  by 
reason  of  an  event  of  default  or  termination  event  as  to  which  an  Interest  Rate  Swap 
Counterparty  under  an  Interest  Rate  Swap  Agreement  is  the  "defaulting  party"  or  sole 
"affected  party",  (ii)  to  the  relevant  Synthetic  Security  Counterparty  pursuant  to  any 
Synthetic  Security  or  Offset  Transaction,  together  with  any  termination  payments  (and 
any  accrued  interest  thereon)  payable  by  the  Issuer  pursuant  to  any  such  Synthetic 
Security  or  Offset  Transaction  other  than  amounts  payable  by  reason  of  an  event  of 
default'  or  termination  event  as  to  which  the  Synthetic  Security  Counterparty  under  the 


55 


Confidential  Treatment  Requested  GEM7-00000502 


Footnote  Exhibits  -Page  1114 


Synthetic  Security  or  Offset  Transaction  is  the  "defaulting  party"  or  sole  "affected  party" 
and  (iii)  to  the  Offsetting  Transaction  Counterparty  pursuant  to  any  Offsetting 
Transactions  together  with  termination  payments  (and  any  accrued  interest  thereon) 
payable  by  the  Issuer  pursuant  to  any  such  Offsetting  Transaction  other  than  amounts 
payable  by  reason  of  an  event  of  default  or  termination  event  as  to  which  an  Offsetting 
Transaction  Counterparty  is  the  "defaulting  party"  or  the  sole  "affected  party;" 

(4)  to  the  payment  to  the  Collateral  Manager  of  the  accrued  and  unpaid  Management  Fee; 

(5)  first  to  the  payment  of  accrued  and  unpaid  interest  on  the  Class  A-1  a  Notes  (including 
Defaulted  Interest  and  any  interest  thereon),  second  to  the  payment  of  accrued  and 
unpaid  interest  on  the  Class  A-1b  Notes  (including  Defaulted  Interest  and  any  interest 
thereon)  and  third,  to  the  payment  of  accrued  and  unpaid  interest  on  the  Class  A-2  Notes 
(including  Defaulted  Interest  and  any  interest  thereon); 

(6)  to  the  payment  of  accrued  and  unpaid  interest  on  the  Class  B  Notes  (including  Defaulted 
Interest  and  any  interest  thereon); 

(7)  if  either  Class  A/B  Coverage  Test  is  not  satisfied  on  the  related  Determination  Date  and  if 
any  Class  A  Note  or  Class  B  Note  remains  outstanding,  to  the  payment  of  principal  of, 
first,  the  Class  A-1  a  Notes,  second,  the  Class  A-1b  Notes,  third,  the  Class  A-2  Notes  and 
fourth,  the  Class  B  Notes,  in  each  case,  to  the  extent  necessary  to  cause  each  Class  A/B 
Coverage  Test  to  be  satisfied  or  until  such  Class  of  Notes  is  redeemed  in  full; 

(8)  to  the  payment  of  accrued  and  unpaid  interest  on  the  Class  C  Notes  (including  Defaulted 
Interest  and  any  interest  thereon  and  interest  on  Class  C  Deferred  Interest,  if  any,  but 
excluding  any  Class  C  Deferred  Interest); 

(9)  if  either  Class  C  Coverage  Test  is  not  satisfied  on  the  related  Determination  Date  and  if 
any  Class  A  Note,  Class  B  Note  or  Class  C  Note  remains  outstanding,  to  the  payment  of 
principal  of,  first,  the  Class  A-1  a  Notes,  second,  the  Class  A-1b  Notes,  third,  the  Class  A- 
2  Notes,  fourth,  the  Class  B  Notes  and  fifth,  the  Class  C  Notes,  in  each  case,  to  the 
extent  necessary  to  cause  each  of  the  Class  C  Coverage  Tests  to  be  satisfied  or  until 
such  Class  of  Notes  is  redeemed  in  full; 

(10)  to  the  payment  of  Class  C  Deferred  Interest,  if  any; 

(11)  to  the  payment  of  accrued  and  unpaid  interest  on  the  Class  D  Notes  (including  Defaulted 
Interest  and  any  interest  thereon  and  interest  on  Class  D  Deferred  Interest,  if  any,  but 
excluding  any  Class  D  Deferred  Interest); 

(12)  if  either  Class  D  Coverage  Test  is  not  satisfied  on  the  related  Determination  Date  and  if 
any  Class  A  Note,  Class  B  Note,  Class  C  Note  or  Class  D  Note  remains  outstanding,  to 
the  payment  of  principal  of,  first,  the  Class  A-1  a  Notes,  second,  the  Class  A-1b  Notes, 
third,  the  Class  A-2  Notes,  fourth,  the  Class  B  Notes,  fifth,  the  Class  C  Notes  and  sixth, 
the  Class  D  Notes,  in  each  case,  to  the  extent  necessary  to  cause  each  of  the  Class  D 
Coverage  Tests  to  be  satisfied  or  until  such  Class  of  Notes  is  redeemed  in  full; 

(13)  to  the  payment  of  Class  D  Deferred  Interest,  if  any; 
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(14)  to  the  payment  of  accrued  and  unpaid  interest  on  the  Class  E  Notes  (including  Defaulted 
Interest  and  interest  thereon  and  interest  on  Class  E  Deferred  Interest,  if  any,  but 
excluding  any  Class  E  Deferred  Interest); 

(1 5)  to  the  payment  of  Class  E  Deferred  Interest,  if  any; 

(16)  if  the  Class  E  Diversion  Test  is  not  satisfied  on  the  related  Determination  Date  and  if  any 
Class  A  Note,  Class  B  Note,  Class  C  Note,  Class  D  Note  or  Class  E  Note  remains 
outstanding,  to  the  payment  of  principal  of  the  Class  E  Notes,  in  each  case,  to  the  extent 
necessary  to  cause  the  Class  E  Diversion  Test  to  be  satisfied  or  until  such  Class  of  Notes 
is  redeemed  in  full; 

(17)  (i)  on  any  Distribution  Date  occurring  on  or  before  the  last  day  of  the  Priority  Distribution 
Period,  to  the  payment  of  principal  of  the  Class  D  Notes  in  an  amount  up  to  the  Class  D 
Priority  Redemption  Amount  for  such  Distribution  Date  as  set  forth  in  Schedule  F  to  this 
Offering  Circular  until  10.00%  of  the  aggregate  principal  amount  of  the  Class  D  Notes  as 
of  the  Closing  Date  is  redeemed;  and  (ii)  on  any  Distribution  Date  occurring  after  the 
March  2010  Distribution  Date  to  the  payment  of  principal  of  the  Class  D  Notes  until  the 
Class  D  Notes  are  paid  in  full  in  an  amount  equal  to  15.00%  of  the  Interest  Proceeds  that 
would  otherwise  be  paid  on  such  Distribution  Date  under  clause  (21)  below  but  for  the 
application  of  this  clause  (17); 

(18)  to  the  payment,  pro  rata,  of  any  termination  payments  (and  any  accrued  interest  thereon) 
payable  by  the  Issuer  pursuant  to  any  Interest  Rate  Swap  Agreement,  the  Synthetic 
Securities,  the  Offset  Transactions  or  the  Offsetting  Transactions  by  reason  of  an  event 
of  default  or  termination  event  as  to  which  the  Interest  Rate  Swap  Counterparty  under 
such  Interest  Rate  Swap  Agreement  or  the  Synthetic  Security  Counterparty  under  the 
Synthetic  Securities  or  the  Offset  Transactions  or  the  Offsetting  Transaction  Counterparty 
under  the  Offsetting  Transactions  is  the  "defaulting  party"  or  the  sole  "affected  party"; 

(19)  to  the  payment  of  all  other  accrued  and  unpaid  administrative  expenses  of  the  Issuers 
(including  any  accrued  and  unpaid  fees  and  expenses  owing  to  the  Trustee,  the  Note 
Registrar,  the  Preference  Share  Paying  Agent,  the  Collateral  Manager  (other  than  the 
Management  Fee),  the  Auction  Agent,  the  Share  Registrar  and  the  Administrator  under 
the  Indenture,  the  Management  Agreement,  the  Preference  Share  Paying  Agency 
Agreement  and  the  Administration  Agreement)  not  paid  in  full  pursuant  to  and  in  the 
order  stated  in  clause  (2)  above  (whether  as  the  result  of  the  limitations  on  amounts  set 
forth  therein  or  otherwise); 

(20)  if  no  Optional  Redemption,  Auction  Call  Redemption,  Clean-Up  Call  Redemption  or  Tax 
Redemption  has  been  successfully  completed  before  the  Accelerated  Amortization  Date, 
on  any  Distribution  Date  occurring  on  or  after  the  Accelerated  Amortization  Date,  first,  to 
the  payment  of  principal  of  the  Class  E  Notes  until  the  Class  E  Notes  have  been  paid  in 
full,  second  to  the  payment  of  principal  of  the  Class  D  Notes  until  the  Class  D  Notes  have 
been  paid  in  full,  third,  to  the  payment  of  principal  of  the  Class  C  Notes  until  the  Class  C 
Notes  have  been  paid  in  full,  fourth,  to  the  payment  of  principal  of  the  Class  B  Notes  until 
the  Class  B  Notes  have  been  paid  in  full,  fifth,  to  the  payment  of  principal  of  the  Class  A-2 

.  -  Notes  until  the  Class  A-2  Notes  have  been  paid  in  full,  sixth,  to  the  payment  of  principal 
of  the  Class  A-1b  Notes  until  the  Class  A-1b  Notes  have  been  paid  in  full  and  seventh,  to 
the  payment  of  principal  of  the  Class  A-1a  Notes  until  the  Class  A-1a  Notes  have  been 
paid  in  full;  and 
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(21)  the  remainder  ("Excess  Interest"),  to  be  released  from  the  lien  of  the  Indenture  and  paid 
(upon  standing  order  of  the  Issuer)  to  the  Preference  Share  Paying  Agent  for  deposit  into 
the  Preference  Share  Payment  Account  for  payment  to  the  holders  of  the  Preference 
Shares  as  a  distribution  by  way  of  dividend  thereon. 

Principal  Proceeds.    On  each  Distribution  Date,  Principal  Proceeds  with  respect  to  the  related 
Due  Period  will  be  distributed  in  the  order  of  priority  set  forth  below: 

(1)  to  the  payment  of  the  amounts  referred  to  in  clauses  (1)  through  (6)  under " — Interest 
Proceeds"  in  the  same  order  of  priority  specified  therein,  but  only  to  the  extent  not  paid  in 
full  thereunder; 

(2)  so  long  as  each  of  the  Overcollateralization  Tests  is  in  compliance  (after  application  of 
payments  under  all  clauses  under  " —  Interest  Proceeds"  and  clause  (1)  above)  and 
remains  in  compliance  (after  giving  effect  to  the  payments  in  this  clause  (2)),  to  the 
payment  of  accrued  and  unpaid  interest  on  the  Class  C  Notes,  but  only  to  the  extent  not 
paid  in  full  in  clause  (8)  under  "—Interest  Proceeds"; 

(3)  so  long  as  each  of  the  Overcollateralization  Tests  is  in  compliance  (after  application  of 
payments  under  all  clauses  under " —  Interest  Proceeds"  and  clauses  (1)  and  (2)  above) 
and  remains  in  compliance  (after  giving  effect  to  the  payments  in  this  clause  (3)),  to  the 
payment  of  accrued  and  unpaid  interest  on  the  Class  D  Notes,  but  only  to  the  extent  not 
paid  in  full  in  clause  (1 1 )  under "—  Interest  Proceeds"; 

(4)  during  the  Reinvestment  Period,  Principal  Proceeds  from  the  Disposition  of,  or  principal 
payments  on,  Underlying  Assets  that  are  Investment  Grade  may  at  the  Collateral 
Manager's  sole  discretion  (exercised  on  behalf  of  the  Issuer)  be  deposited  into  (x)  the 
Collection  Account  for  investment  on  a  later  date  in  additional  Underlying  Assets  that  are 
Investment  Grade,  or  (y)  the  Synthetic  Collateral  Account  to  be  invested  in  Eligible 
Investments,  in  each  case,  in  accordance  with  the  Eligibility  Criteria  and  the  Collateral 
Quality  Tests  as  more  fully  described  herein  and  only  if  all  Coverage  Tests  are  satisfied 
and  will  be  satisfied  following  such  investment  and  the  level  of  each  Coverage  Test  will 
be  at  least  equal  to  its  level  prior  to  such  investment; 

(5)  first,  to  the  payment  of  principal  of  the  Class  A-1  a  Notes  until  the  Class  A-1a  Notes  have 
been  paid  in  full  and  second,  to  the  payment  of  principal  of  the  Class  A-1  b  Notes  until  the 
Class  A-1  b  Notes  have  been  paid  in  full; 

(6)  to  the  payment  of  principal  of  the  Class  A-2  Notes  until  the  Class  A-2  Notes  have  been 
paid  in  full; 

(7)  to  the  payment  of  principal  of  the  Class  B  Notes,  until  the  Class  B  Notes  have  been  paid 
in  full; 

(8)  to  the  payment  of  amounts  referred  to  in  clause  (8)  and  then  clause  (10)  under  "— 
Interest  Proceeds,"  but  only  to  the  extent  not  paid  in  full  thereunder  or  under  clause  (2) 
above; 

(9)  -       to  the  payment  of  principal  of  the  Class  C  Notes  until  the  Class  C  Notes  have  been  paid 

in  full; 
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(10)  to  the  payment  of  amounts  referred  to  in  clauses  (11)  and  (13)  under  " — Interest 
Proceeds,"  but  only  to  the  extent  not  paid  in  full  thereunder  or  under  clause  (3)  above; 

(11)  to  the  payment  of  principal  of  the  Class  D  Notes  until  the  Class  D  Notes  have  been  paid 
in  full; 

(12)  to  the  payment  of  amounts  referred  to  in  clauses  (14)  and  (15)  under  "—Interest 
Proceeds,"  but  only  to  the  extent  not  paid  in  full  thereunder, 

(13)  to  the  payment  of  principal  of  the  Class  E  Notes  until  the  Class  E  Notes  have  been  paid 
in  full; 

(14)  to  the  payment  of  amounts  referred  to  in  clauses  (18)  and  (19)  under  "—Interest 
Proceeds"  in  the  same  order  of  priority,  but  only  to  the  extent  not  paid  in  full  thereunder; 
and 

(15)  with  respect  to  the  remainder  ("Excess  Principal  Proceeds"),  to  be  released  from  the 
lien  of  the  Indenture  and  paid  (upon  standing  order  of. the  Issuer)  to  the  Preference  Share 
Paying  Agent  for  deposit  into  the  Preference  Share  Payment  Account  for  payment  to  the 
Preference  Shareholders  as  a  dividend  on  the  Preference  Shares  or  (on  any  date  upon 
which  the  Preference  Shares  are  redeemed)  as  payment  by  way  of  redemption  of  the 
Preference  Shares  as  provided  in  the  Issuer  Charter. 

Notwithstanding  any  of  the  foregoing  provisions,  on  the  Final  Maturity  Date,  the  Interest 
Proceeds,  the  Principal  Proceeds  and  any  funds  in  the  Expense  Account  will  be  distributed  in  the 
following  order  of  priority:  (i)  to  make  payments  of  the  amounts  referred  to  in  clauses  (1)  through  (4) 
under  "—Interest  Proceeds"  in  the  same  order  of  priority  specified  therein;  (ii)  to  make  payments  on  the 
Notes  in  the  following  order:  first,  to  the  payment  of  the  accrued  and  unpaid  interest  (including  any 
Defaulted  Interest  and  any  interest  thereon)  on  the  Class  A-1a  Notes,  then  to  the  payment  of  the  accrued 
and  unpaid  interest  (including  any  Defaulted  Interest  and  any  interest  thereon)  on  the  Class  A-1b  Notes 
and  then  to  the  payment  of  the  accrued  and  unpaid  interest  (including  any  Defaulted  Interest  and  any 
interest  thereon)  on  the  Class  A-2  Notes,  second,  to  the  payment  of  the  aggregate  principal  amount  of  the 
Class  A-1a  Notes,  then  to  the  payment  of  the  aggregate  principal  amount  of  the  Class  A-1b  Notes  and 
then  to  the  payment  of  the  aggregate  principal  amount  of  the  Class  A-2  Notes,  third,  to  the  payment  of  the 
accrued  and  unpaid  interest  (including  Defaulted  Interest  and  any  interest  thereon)  on  the  Class  B  Notes 
and  then  to  the  payment  of  the  aggregate  principal  amount  of  the  Class  B  Notes,  fourth,  to  the  payment  of 
the  accrued  and  unpaid  interest  (including  any  Class  C  Deferred  Interest  and  any  interest  thereon,  and 
any  Defaulted  Interest  and  any  interest  thereon)  on  the  Class  C  Notes  and  then  to  the  payment  of  the 
aggregate  principal  amount  of  the  Class  C  Notes,  fifth,  to  the  payment  of  the  accrued  and  unpaid  interest 
(including  any  Class  D  Deferred  Interest  and  any  interest  thereon,  and  any  Defaulted  Interest  and  any 
interest  thereon)  on  the  Class  D  Notes  and  then  to  the  payment  of  the  aggregate  principal  amount  of  the 
Class  D  Notes,  and  sixth,  to  the  payment  of  the  accrued  and  unpaid  interest  (including  any  Class  E 
Deferred  Interest  and  any  interest  thereon,  and  any  Defaulted  Interest  and  any  interest  thereon)  on  the 
Class  E  Notes  and  then  to  the  payment  of  the  aggregate  principal  amount  of  the  Class  E  Notes,  until 
each  class  is  paid  in  full;  (iii)  to  make  payments  of  the  amounts  referred  to  in  clauses  (18)  and  (19)  under 
■ — interest  Proceeds"  in  the  same  order  of  priority  specified  therein  and  (iv)  the  remainder  to  make 
dividend  or  redemption  payments,  as  applicable,  to  the  Preference  Shareholders. 

In  the  event  that  Excess  Interest  or  Excess  Principal  Proceeds  cannot  be  distributed  to  the 
Preference  Shareholders  due  to  restrictions  on  such  distributions  under  the  laws  of  the  Cayman  Islands, 
the  Issuer  will  notify  the  Preference  Share  Paying  Agent  and  all  such  amounts  will  be  held  in  the 
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Preference  Share  Payment  Account  until  the  First  Distribution  Date  or  (in  the  case  of  any  payment 
otherwise  due  on  a  redemption  date  of  the  Preference  Shares)  the  first  Business  Day  on  which  the  Issuer 
notifies  the  Preference  Share  Paying  Agent  that  such  distribution  can  be  made  to  the  Preference 
Shareholders  (subject  to  the  availability  of  such  amounts  under  Cayman  Islands  law  to  pay  any  liability  of 
the  Issuer  not  limited  in  recourse  to  the  Collateral). 

Except  as  otherwise  expressly  provided  in  the  Priority  of  Payments,  if,  on  any  Distribution  Date, 
the  amount  available  in  the  Payment  Account  from  amounts  received  in  the  related  Due  Period  is 
insufficient  to  make  the  full  amount  of  the  disbursements  required  by  any  paragraph  in  this  section  to 
different  Persons,  the  Trustee  will  make  the  disbursements  called  for  by  such  paragraph  ratably  in 
accordance  with  the  respective  amounts  of  such  disbursements  then  due  and  payable  to  the  extent  funds 
are  available  therefor. 

On  or  prior  to  the  latest  Stated  Maturity  of  the  Notes,  a  redemption  of  the  Preference  Shares,  a 
Mandatory  Redemption,  a  Tax  Redemption,  a  Clean-Up  Call  Redemption  or  an  Auction  Call  Redemption, 
the  Issuer  (or  the  Collateral  Manager  acting  pursuant  to  the  Management  Agreement  on  behalf  of  the 
Issuer)  will  Dispose  of  all  of  the  Underlying  Assets  and  all  Eligible  Investments  and  sell  or  liquidate  all 
other  Collateral;  and,  after  the  payment  (in  the  order  of  priorities  set  forth  above)  of  all  (a)  fees,  (b) 
expenses  (including  any  amount  owing  by  the  Issuer  under  any  Interest  Rate  Swap  Agreement),  (c) 
interest  (including  any  Defaulted  Interest  and  interest  on  Defaulted  Interest  and  any  Deferred  Interest  and 
interest  on  Deferred  Interest)  on  and  principal  of  the  Notes  and  (d)  Excess  Interest  in  respect  of  the 
Preference  Shares,  all  remaining  proceeds  from  such  sales  and  liquidations  and  all  available  cash  will  be 
paid  to  the  Preference  Share  Paying  Agent  for  deposit  into  the  Preference  Share  Payment  Account  for 
(subject  to  the  restrictions  on  distributions  under  the  laws  of  the  Cayman  Islands)  payment  to  the 
Preference  Shareholders  as  a  distribution  by  way  of  redemption,  whereupon  all  of  the  Notes  and 
Preference  Shares  will  be  cancelled.  The  Issuer  will  be  entitled  to  retain  for  its  own  account  the  250 
shares  of  common  stock  it  holds  in  the  Co-Issuer,  the  US$250  representing  its  share  capital  and 
U.S.$250  representing  a  profit  fee  to  the  Issuer,  together  with  any  interest  accrued  thereon. 

"Accelerated  Amortization  Date"  means,  if  no  Optional  Redemption,  Auction  Call  Redemption, 
Clean-Up  Call  Redemption  or  Tax  Redemption  has  been  successfully  completed  before  the  June  2015 
Distribution  Date,  such  date. 

"Aggregate  Principal/Notional  Balance"  means,  (i)  when  used  with  respect  to  one  or  more 
Underlying  Assets,  the  sum  of  the  Principal/Notional  Balances  of  such  Underlying  Assets  on  the  date  of 
determination,  and  (ii)  with  respect  to  Eligible  Investments,  the  aggregate  Balance  of  such  Eligible 
Investments. 

"Applicable  Recovery  Rate"  means,  with  respect  to  any  Underlying  Asset  (which  shall  mean 
with  respect  to  a  Synthetic  Security,  the  related  Reference  Obligation)  on  any  Measurement  Date,  an 
amount  equal  to  the  lower  of  (a)  the  percentage  for  such  Underlying  Asset  set  forth  in  the  Moody's 
Recovery  Rate  Matrix  attached  as  Schedule  E  hereto  in  (i)  the  applicable  table  therein,  (ii)  the  row  in 
such  table  opposite  the  applicable  percentage  of  the  underlying  capital  structure  and  (iii)  the  column  in 
such  table  below  the  Moody's  Rating  of  such  Underlying  Asset  as  of  the  date  of  issuance  of  such 
Underlying  Asset,  or  (b)  the  percentage  for  such  Underlying  Asset  set  forth  in  the  Standard  &  Poor's 
Recovery  Matrix  attached  as  Schedule  D  hereto  in  (i)  the  applicable  table,  (ii)  the  row  in  such  table 
opposite  the  Standard  &  Poor's  Rating  of  such  Underlying  Asset  as  of  the  date  of  issuance  of  such 
Underlying  Asset  and  (iii)(x)  for  purposes  of  determining  the  Standard  &  Poor's  Recovery  Rate,  the 
column,  in  such  table  below  the  current  rating  of  the  respective  Class  of  Notes  or  (y)  for  purposes  of 
determining  the  Calculation  Amount,  the  column  in  such  table  below  the  current  rating  of  the  most  senior 


60 


Confidential  Treatment  Requested  GEM7-00000507 


Footnote  Exhibits  -Page  1119 


Class  of  Notes  outstanding;  provided  however,  that  the  Applicable  Recovery  Rate  with  respect  to  ABX 
Tranche  Securities  shall  be  as  assigned  by  the  Rating  Agencies. 

"Bankruptcy  Event"  means  with  respect  to  any  entity  (a)  an  involuntary  proceeding  shall  be 
commenced  or  an  involuntary  petition  shall  be  filed  seeking  (i)  winding  up,  liquidation,  reorganization  or 
other  relief  in  respect  of  such  entity  or  its  debts,  or  of  a  substantial  part  of  its  assets,  under  any 
bankruptcy,  insolvency,  receivership  or  similar  law  now  or  hereafter  in  effect  or  (ii)  the  appointment  of  a 
receiver,  trustee,  custodian,  sequestrator,  conservator  or  similar  official  for  such  entity  or  for  a  substantial 
part  of  its  assets,  and,  in  any  such  case,  such  proceeding  or  petition  shall  continue  undismissed  for  60 
days;  or  an  order  or  decree  approving  or  ordering  any  of  the  foregoing  shall  be  entered;  or  (b)  such  entity 
shall  (i)  voluntarily  commence  any  proceeding  or  file  any  petition  seeking  winding  up,  liquidation, 
reorganization  or  other  relief  under  any  bankruptcy,  insolvency,  receivership  or  similar  law  now  or 
hereafter  in  effect,  (ii)  consent  to  the  institution  of,  or  fail  to  contest  in  a  timely  and  appropriate  manner, 
any  proceeding  or  petition  described  in  clause  (a)  of  this  definition,  (iii)  apply  for  or  consent  to  the 
appointment  of  a  receiver,  trustee,  custodian,  sequestrator,  conservator  or  similar  official  for  such  entity  or 
for  a  substantial  part  of  its  assets,  (iv)  file  an  answer  admitting  the  material  allegations  of  a  petition  filed 
against  it  in  any  such  proceeding,  or  (v)  make  a  general  assignment  for  the  benefit  of  creditors  or  (vi)  take 
any  action  for  the  purpose  of  effecting  any  of  the  foregoing. 

"Calculation  Amount"  means,  with  respect  to  any  Defaulted  Asset,  at  any  time,  the  lesser  of  (i) 
the  fair  market  value  of  such  Defaulted  Asset  as  determined  by  the  Collateral  Manager  and  (ii)  the 
amount  obtained  by  multiplying  the  Applicable  Recovery  Rate  by  the  Principal/Notional  Balance  of  such 
Defaulted  Asset;  provided,  however,  that  (i)  with  respect  to  a  Deferred  Interest  PIK  Bond,  the  related 
Principal/Notional  Balance  of  such  bond  shall  not  include  the  aggregate  amount  of  any  unpaid  and 
deferred  interest  thereon  and  (ii)  with  respect  to  any  Defaulted  Asset  that  has  been  a  Defaulted  Asset  for 
three  or  more  years,  the  Calculation  Amount  shall  be  zero. 

"Cap  /  Corridor  Security"  means  any  Floating  Rate  Security  with  respect  to  which  either  (i)  the 
interest  rate  applicable  in  respect  of  such  security  is  limited  to  a  specified  capped  level  or  (ii)  the  interest 
rate  applicable  in  respect  of  such  security  is  limited  to  a  level  within  specified  maximum  and  minimum 
levels. 

"Convertible  Bond"  means  a  bond,  debenture  or  other  fixed  income  security  which  may  be 
exchanged  by  the  owner  for  common  stock  or  another  security,  usually  of  the  same  company,  in 
accordance  with  the  terms  of  the  issue. 

"Defaulted  Asset"  means  any  Underlying  Asset  (which  shall  mean  with  respect  to  a  Synthetic 
Security,  the  related  Reference  Obligation)  or  any  other  security  included  In  the  Collateral: 

(a)  as  to  which  (i)  the  issuer  thereof  has  failed  to  make  a  scheduled  payment  of  principal  or 
interest  without  giving  effect  to  any  grace  period  or  waiver;  provided  that  a  payment 
default  of  up  to  three  (3)  Business  Days  with  respect  to  which  the  Collateral  Manager 
certifies  in  writing  to  the  Trustee,  in  its  reasonable  judgment,  is  due  to  non-credit  and 
non-fraud  related  reasons  shall  not  cause  an  Underlying  Asset  to  be  classified  as  a 
Defaulted  Asset  or  (ii)  pursuant  to  its  Underlying  Instruments,  there  has  occurred  any 
default  or  event  of  default  which  entitles  the  holders  thereof,  with  notice  or  passage  of 
time  or  both,  to  accelerate  the  maturity  (whether  by  mandatory  prepayment,  mandatory 
redemption  or  otherwise)  of  all  or  a  portion  of  the  outstanding  principal  amount  of  such 
security,  unless  (A)  in  the  case  of  a  default  or  event  of  default  consisting  of  a  failure  of  the 
obligor  on  such  security  to  make  required  interest  payments,  such  security  has  resumed 
current  payments  of  interest  in  cash  [provided  that  no  restructuring  has  been  effected)  or 
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(B)  in  the  case  of  any  other  default  or  event  of  default,  such  default  or  event  of  default  is 
no  longer  continuing; 

(b)  that  ranks  pari  passu  with  or  subordinate  to  any  other  material  indebtedness  for  borrowed 
money  owed  by  the  issuer  of  such  Underlying  Asset  (for  purposes  hereof,  "Other 
Indebtedness")  if  such  issuer  had  defaulted  in  the  payment  of  principal  or  interest  with 
respect  to  such  Other  Indebtedness;  provided  that  a  payment  default  of  up  to  three  (3) 
Business  Days  with  respect  to  which  the  Collateral  Manager  certifies  in  writing  to  the 
Trustee,  in  its  reasonable  judgment,  is  due  to  non-credit  and  non-fraud  related  reasons 
Shall  not  cause  an  Underlying  Asset  to  be  classified  as  a  Defaulted  Asset;  provided, 
further,  that  in  the  case  of  a  default  or  event  of  default  consisting  of  a  failure  of  the  obligor 
on  such  security  to  make  required  interest  payments,  such  Other  Indebtedness  has 
resumed  current  payments  of  interest  (including  all  accrued  interest)  in  cash  (whether  or 
not  any  waiver  or  restructuring  has  been  effected),  provided  that  a  security  shall  be 
considered  a  Defaulted  Asset  pursuant  to  this  clause  (b)  only  if  either  (i)  such  default  or 
event  of  default  results  in  the  assignment  of  a  rating  of  "CC  or  lower  or  "D"  or  "SD"  by 
Standard  &  Poor's  or  "Ca"  or  "C"  by  Moody's,  or  (ii)  the  Collateral  Manager,  based  upon 
due  inquiry  in  accordance  with  the  practices  and  procedures  followed  by  investment 
managers  of  recognized  standing,  has  obtained  knowledge  of  such  default  or  event  of 
default  and  any  characterization  by  the  Collateral  Manager  of  such  security  other  than  as 
a  "Defaulted  Asset"  fails  to  satisfy  the  Rating  Condition; 

(c)  as  to  which  a  Bankruptcy  Event  has  occurred  and  is  continuing  with  respect  to  an  entity 
that  is:  (i)  with  respect  to  securities  issued  by  an  issuer  directly,  the  special  purpose  entity 
that  is  the  issuer  of  such  securities,  or  (ii)  with  respect  to  securities  issued  by  trusts  to 
which  an  entity  deposits  assets,  either  (A)  the  special  purpose  entity  that  is  the  depositor 
to  the  trust  that  issues  such  securities,  or  (B)  the  trust  that  issues  such  securities; 

(d)  that  is  rated  (i)  "CC"  or  lower  or  "D"  or  "SD"  by  Standard  &  Poor's  or  a  rating  withdrawn 
by  Standard  &  Poor's,  or  (ii)  "Ca"  or  "C"  by  Moody's; 

(e)  that  is  a  Deferred  Interest  PIK  Bond;  or 

(f)  which  is  a  Synthetic  Security  with  respect  to  which  the  relevant  Synthetic  Security 
Counterparty  has  defaulted  in  the  performance  of  its  payment  obligations  under  such 
Synthetic  Security. 

"Deferred  Interest  PIK  Bond"  means  a  PIK  Bond  with  respect  to  which  payment  of  interest 
either  in  whole  or  in  part  has  been  deferred  in  an  amount  equal  to  (a)  if  such  PIK  Bond  has  a  Moody's 
Rating  of  at  least  "Baa3",  the  amount  of  interest  payable  in  respect  of  the  lesser  of  (x)  two  payment 
periods  and  (y)  a  period  of  one  year;  or  (b)  if  such  PIK  Bond  has  a  Moody's  Rating  of  below  "Baa3",  the 
amount  of  interest  payable  in  respect  of  the  lesser  of  (x)  one  payment  period  and  (y)  a  period  of  six 
months,  but  only  until  such  time  as  payment  of  interest  on  such  PIK  Bond  has  resumed  and  all  capitalized 
and  deferred  interest  has  been  paid  in  accordance  with  the  terms  of  the  relevant  Underlying  Instruments. 

"Determination  Date"  means  the  last  day  of  a  Due  Period. 

"Discount  Underlying  Asset"  means  {provided  that  with  respect  to  any  Synthetic  Security,  the 
"acquisition  price"  shall  be  deemed  to  be  the  market  value  of  such  Reference  Obligation  determined  in 
accordance  with  Moody's  methodology,  as  certified  by  the  Collateral  Manager): 


62 


Confidential  Treatment  Requested  GEM7-00000509 


Footnote  Exhibits  -Page  1121 


(i)  any  Underlying  Asset  (other  than  a  Defaulted  Asset)  that  is  a  Floating  Rate  Security  and 

has  a  Moody's  Rating  of  °Aa3"  or  higher  acquired  by  the  Issuer  after  the  Closing  Date  for  an  acquisition 
price  of  less  than  92%  of  the  Principal/Notional  Balance  of  such  Underlying  Asset,  unless  the  market 
value  for  such  Underlying  Asset  equals  or  exceeds  95%  of  the  Principal/Notional  Balance  of  such 
Underlying  Asset  (as  certified  by  the  Collateral  Manager  to  the  Trustee)  for  60  consecutive  days, 

(ii)  any  Underlying  Asset  (other  than  a  Defaulted  Asset)  that  is  a  Fixed  Rate  Security  and 
has  a  Moody's  Rating  of  "Aa3"  or  higher  acquired  by  the  Issuer  after  the  Closing  Date  for  an  acquisition 
price  of  less  than  85%  of  the  Principal/Notional  Balance  of  such  Underlying  Asset,  unless  the  market 
value  for  such  Underlying  Asset  equals  or  exceeds  90%  of  the  Principal/Notional  Balance  of  such 
Underlying  Asset  (as  certified  by  the  Collateral  Manager  to  the  Trustee)  for  60  consecutive  days  and 

(iii)  any  Underlying  Asset  (other  than  a  Defaulted  Asset)  that  has  a  Moody's  Rating  below 
"Aa3"  acquired  by  the  Issuer  after  the  Closing  Date  for  an  acquisition  price  of  less  than  75%  of  the 
Principal/Notional  Balance  of  such  Underlying  Asset;  provided  that  such  Underlying  Asset  shall  cease  to 
be  a  Discount  Underlying  Asset  at  such  time  as  the  market  value  of  such  Underlying  Asset  equals  or 
exceeds  85%  of  the  Principal/Notional  Balance  of  such  Underlying  Asset  (as  certified  by  the  Collateral 
Manager  to  the  Trustee)  for  60  consecutive  days; 

provided  that  no  Underlying  Asset  purchased  prior  to  the  Closing  Date  shall  be  deemed  to  be  a 
Discount  Underlying  Asset. 

"Eligible  Country"'  means  a  Group  I  Country  or  a  Group  II  Country,  Austria,  Denmark  or  a 
country  that  is  an  Eligible  SPV  Jurisdiction,  provided  that,  at  the  time  of  such  acquisition  of  any  Asset, 
such  country  has  a  foreign  currency  credit  rating  of  at  least  "AA"  by  Standard  &  Poor's  and  "Aa2"  from 
Moody's. 

"Eligible  SPV  Jurisdiction"  means  the  Bahamas,  the  British  Virgin  Islands,  the  Cayman  Islands, 
Bermuda,  Luxembourg,  the  Netherlands  Antilles,  the  Channel  Islands,  Jersey,  Guernsey  or  (subject  to 
satisfaction  of  the  Rating  Agency  Condition)  any  similar  jurisdiction,  provided  that  the  related  obligor  or 
issuer  is  a  special  purpose  entity. 

"Excepted  Property"  means  (a)  the  Preference  Share  Payment  Account  and  all  of  the  funds  and 
other  property  from  time  to  time  deposited  in  or  credited  to  the  Preference  Share  Payment  Account  and 
the  proceeds  thereof,  (b)  the  250  shares  of  common  stock  of  the  Co-Issuer,  par  value  U.S.$1.00  per 
share,  owned  by  the  Issuer,  (c)  U.S.$250  representing  the  paid  share  capital  on  the  ordinary  shares  of 
the  Issuer,  and  (d)  U.S.S250  representing  a  profit  fee  to  the  Issuer,  together  with  any  interest  accruing 
thereon,  and  the  trust  account  in  which  such  monies  are  held. 

"Fee  Cap  Amount"  means,  on  any  Distribution  Date,  0.02%  of  the  Quarterly  Asset  Amount  per 
annum  subject  to  an  annual  minimum  of  $60,000. 

"Floating  Rate  Security"  means  (i)  any  Asset-Backed  Security  that  is  expressly  stated  to  bear 
interest  based  upon  a  floating  rate  index  and  (ii)  any  Synthetic  Security  or  Offset  Transaction  so 
designated  by  the  Collateral  Manager  at  the  time  of  purchase. 

"FICO  Score"  means  the  credit  score  developed  by  Fair  Isaac  &  Co  and  provided  by  Experian  (a 
subsidiary  of  GUS  pic),  Trans  Union  LLC  or  Equifax  Inc. 

"Fixed  Rate  Security"  means  any  Asset-Backed  Security  other  than  a  Floating  Rate  Security. 
"Group  I  Countries"  means  Australia,  Canada,  the  Netherlands  and  the  United  Kingdom. 
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"Group  II  Countries"  means  Germany,  Ireland,  New  Zealand,  Sweden  and  Switzerland. 

"Interest  Only  Security"  means  an  Asset-Backed  Security  that  does  not  provide  for  the 
repayment  of  a  stated  principal  amount  in  one  or  more  installments  on  or  prior  to  the  date  three  Business 
Days  prior  to  the  Stated  Maturity  of  the  Notes. 

"Interest  Proceeds"  means,  with  respect  to  any  Due  Period: 

(1 )         the  sum  (without  duplication)  of 

(a)  all  payments  of  interest  and  other  income  on  the  Underlying  Assets  (other  than 
Defaulted  Securities)  received  in  cash  during  such  Due  Period; 

(b)  all  payments  of  interest  (including  any  amount  representing  the  accreted  portion 
of  a  discount  from  the  face  amount  of  an  Eligible  Investment)  on  Eligible 
Investments  in  the  Collection  Accounts  received  in  cash  by  the  Issuer  during 
such  Due  Period  and  all  payments  of  principal,  including  repayments,  on  Eligible 
Investments  purchased  with  amounts  from  the  Interest  Collection  Account 
received  by  the  Issuer  during  such  Due  Period; 

(c)  all  amendment  and  waiver  fees,  all  late  payment  fees,  and  all  other  fees  and 
commissions  received  in  cash  by  the  Issuer  during  such  Due  Period  in 
connection  with  such  Underlying  Assets  and  Eligible  Investments  (other  than 
fees  and  commissions  received  in  respect  of  Defaulted  Securities  and  Written 
Down  Securities  and  yield  maintenance  payments  included  in  Principal  Proceeds 
pursuant  to  clause  (c)  and  clause  (j)  of  the  definition  thereof); 

(d)  all  payments  of  interest  received  in  respect  of  a  Defaulted  Asset  in  excess  of  an 
amount  equal  to  the  Principal/Notional  Balance  of  such  security  at  the  time  it 
became  a  Defaulted  Asset; 

(e)  all  accrued  interest  received  in  cash  by  the  Issuer  in  connection  with  the  sale  or 
liquidation  of  any  Underlying  Asset  other  than  accrued  interest  purchased  with 
Principal  Proceeds; 

(f)  all  payments  received  pursuant  to  any  Interest  Rate  Swap  Agreement  (excluding 
any  payments  received  by  the  Issuer  by  reason  of  an  event  of  default  or 
termination  event)  less  any  deferred  premium  payments,  if  any,  payable  by  the 
Issuer  under  such  Interest  Rate  Swap  Agreement  with  respect  to  such  Due 
Period; 

(g)  any  amounts  received  from  each  Synthetic  Security  Counterparty  relating  to  each 
Synthetic  Security  with  respect  to  such  Due  Period  (including  any  Fixed  Amounts 
and  Interest  Shortfall  Reimbursement  Payment  Amounts  (as  defined  in 
Schedule  G  in  the  case  of  Reference  Obligations  that  are  RMBS  Securities, 
Schedule  H  in  the  case  of  Reference  Obligations  that  are  ABX  Tranche 
Securities,  Schedule  I  in  the  case  of  Reference  Obligations  that  are  CMBS 
Securities  or  Schedule  J  in  the  case  of  Reference  Obligations  that  are  CDO 
Securities)  but  excluding,  for  the  avoidance  of  doubt,  any  premium  relating  to  the 
following  Due  Period),  other  than  Writedown  Reimbursement  Payment  Amounts, 
Principal  Shortfall  Reimbursement  Payment  Amounts  (each  as  defined  in 
Schedule  G  in  the  case  of  Reference  Obligations  that  are  RMBS  Securities, 
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Schedule  H  in  the  case  of  Reference  Obligations  that  are  ABX  Tranche 
Securities,  Schedule  I  in  the  case  of  Reference  Obligations  that  are  CMBS 
Securities  or  Schedule  J  in  the  case  of  Reference  Obligations  that  are  CDO 
Securities),  any  upfront  payment  or  any  termination  payment  received  with 
respect  to  early  termination  of  a  Synthetic  Security  (including  proceeds  from 
liquidation  of  any  collateral  posted  by  the  Synthetic  Security  Counterparty  to 
secure  its  obligations  under  the  Synthetic  Securities); 

(h)  all  earnings  on  Eligible  Investments  on  deposit  in  the  Synthetic  Security 
Collateral  Account  that  are  transferred  to  the  Interest  Collection  Account  as 
described  below  under  "Security  for  the  Notes— The  Accounts — Synthetic 
Security  Collateral  Account"; 

(i)  all  Earnings  (as  defined  in  the  related  Investment  Agreement)  received  by  the 

Issuer  and  payable  under  the  Investment  Agreement  on  or  before  the  related 
Distribution  Date;  and 

(j)  all  amounts  on  deposit  in  the  Expense  Account  that  are  transferred  to  the 

Payment  Account  for  application  as  Interest  Proceeds  as  described  below  under 
"Security  for  the  Notes — The  Accounts — Expense  Account";  provided  that 
Interest  Proceeds  shall  in  no  event  include  (i)  any  payment  or  proceeds 
specifically  defined  as  "Principal  Proceeds"  in  the  definition  thereof  or  (ii)  the 
Excepted  Property; 

minus 

(2)         any    Interest   Shortfall   Amounts    paid    by   the    Issuer   to   each    Synthetic    Security 
Counterparty. 

"Inverse  Floating  Security"  means  any  Floating  Rate  Security  whose  interest  rate  is  inversely  or 
otherwise  not  proportionately  related  to  an  interest  rate  index. 

"Issue"  means  an  Underlying  Asset  or  Synthetic  Security  consisting  of  or  referencing  a  single 
Asset-Backed  Security,  identified  by  its  (i)  series  and  class,  and  (ii)  CUSIP  number  or  other  identifying 
number.  For  the  avoidance  of  doubt,  Underlying  Assets  or  Synthetic  Securities  consisting  of  or 
referencing  two  Asset-Backed  Securities  issued  by  the  same  issuer  and  issued  in  the  same  series,  but  in 
separate  classes  or  tranches,  shall  be  deemed  to  be  separate  Issues. 

"Majority-ln-lnterest  of  Preference  Shareholders"  means,  at  any  time,  Preference 
Shareholders  whose  aggregate  Voting  Percentages  at  such  time  exceed  50%  of  all  Preference 
Shareholders'  Voting  Percentages  at  such  time. 

"Margin  Stock"  means  "Margin  stock"  as  defined  under  Regulations  T,  U  and  X  issued  by  the 
Board  of  Governors  of  the  Federal  Reserve  System. 

"Measurement  Date"  means  any  of  the  following:  (a)  any  date  after  the  Closing  Date  on  which  an 
Underlying  Asset  becomes  a  Defaulted  Asset,  (b)  each  Determination  Date,  (c)  the  last  Business  Day  of 
any  calendar  month  (other  than  the  month  prior  to  which  there  is  a  Determination  Date),  and  (d)  with 
reasonable  notice  to  the  Issuer  and  the  Trustee,  any  other  Business  Day  that  any  Rating  Agency 
requests  be  a  "Measurement  Date";  provided  that,  if  any  such  date  would  otherwise  fall  on  a  day  that  is 
not  a  Business  Day,  the  relevant  Measurement  Date  will  be  the  next  succeeding  day  that  is  a  Business 
Day. 
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"Negative  Amortization  Security"  means  an  Asset-Backed  Security  whose  underlying  portfolio 
consists  of  at  least  25%  of  mortgages  with  a  negative  amortization  feature. 

"Net  Outstanding  Underlying  Asset  Balance"  means,  as  of  any  Measurement  Date,  an  amount 
equal  to  (a)  the  sum  of  (i)  the  Aggregate  Principal/Notional  Balance  on  such  Measurement  Date  of  all 
Underlying  Assets,  (ii)  the  Aggregate  Principal/Notional  Balance  of  all  Principal  Proceeds  and  Uninvested 
Proceeds  held  as  cash,  all  Disposition  Proceeds  on  deposit  in  the  Disposition  Proceeds  Account  and 
Eligible  Investments  purchased  with  Principal  Proceeds  or  Uninvested  Proceeds,  and  (iii)  for  each 
Defaulted  Asset,  the  Calculation  Amount  with  respect  to  such  Defaulted  Asset  minus  (b)  the  sum  of  the 
Aggregate  Principal/Notional  Balance  on  such  Measurement  Date  of  all  Underlying  Assets  that  are  either 
(i)  Defaulted  Securities  or  (ii)  Equity  Securities;  provided  that  solely  for  the  purpose  of  calculating  the  Net 
Outstanding  Underlying  Asset  Balance  in  connection  with  the  Class  A/B  Overcollateralization  Ratio,  the 
Class  C  Overcollateralization  Ratio,  the  Class  D  Overcollateralization  Ratio  and  the  Class  E  Diversion 
Test  the  Net  Outstanding  Underlying  Asset  Balance  shall  be  calculated  by  applying  whichever  of  the 
following  clauses  (i),  (ii)  and  (iii)  would  result  in  the  lowest  calculated  "Net  Outstanding  Underlying  Asset 
Balance":  (i)  the  Moody's  Haircut  Value,  (ii)  the  Standard  &  Poor's  Haircut  Value  and  (iii)  with  respect  to  a 
Discount  Underlying  Asset,  the  original  acquisition  price  of  such  Discount  Underlying  Asset. 

For  the  purposes  of  this  definition  of  "Net  Outstanding  Underlying  Asset  Balance",  the 
following  terms  shall  have  the  meanings  set  forth  below: 

"Moody's  Haircut  Value"  shall  have  the  following  meaning  for  any  Underlying  Asset  that 
has  a  Moody's  Rating  of  below  "Baa3",  and  no  meaning  for  any  Underlying  Asset  with  a 
Moody's  Rating  of  "Baa3"  or  higher  (for  the  purpose  of  all  clauses  of  the  definition  of 
Moody's  Haircut  Value,  any  reference  to  a  Moody's  Rating  of  an  Underlying  Asset  shall, 
with  respect  to  a  Synthetic  Security,  mean  a  reference  to  the  Moody's  Rating  of  the 
related  Reference  Obligation): 

(a)  if  on  any  date  the  Aggregate  Principal/Notional  Balance  (determined  without 
regard  to  this  clause  (a))  of  all  Underlying  Assets  (other  than  Defaulted  Assets) 
that  have  a  Moody's  Rating  of  "Ba1",  "Ba2"  or  "Ba3"  exceeds  25.5%  of  the 
Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets  and  Principal 
Proceeds  ("Moody's  Limit  1"),  then  the  Aggregate  Principal/Notional  Balance  of 
the  Underlying  Assets  constituting  such  excess  shall  be  deemed  to  equal  90%  of 
the  actual  Aggregate  Principal/Notional  Balance  of  such  Underlying  Assets 
(determined  without  regard  to  this  clause  (a)); 

(b)  if  on  any  date  the  Aggregate  Principal/Notional  Balance  (determined  without 
regard  to  this  clause  (b))  of  all  Underlying  Assets  (other  than  Defaulted  Assets) 
that  have  a  Moody's  Rating  of  "B1°,  "B2"  or  "B3"  exceeds  0%  of  the  Aggregate 
Principal/Notional  Balance  of  all  Underlying  Assets  and  Principal  Proceeds 
("Moody's  Limit  2°),  then  the  Aggregate  Principal/Notional  Balance  of  the 
Underlying  Assets  constituting  such  excess  shall  be  deemed  to  equal  80%  of  the 
actual  Aggregate  Principal/Notional  Balance  of  such  Underlying  Assets 
(determined  without  regard  to  this  clause  (b));  and 

(c)  if  such  Underlying  Assets  (other  than  Defaulted  Assets)  have  a  Moody's  Rating 
of  below. "B3"  exceeds  0%  of  the  Aggregate  Principal/Notional  Balance  of  all 
Underlying  Assets  and  Principal  Proceeds,  then  the  Aggregate  Principal/Notional 
Balance  of  such  Underlying  Assets  shall  be  deemed  to  equal  50%  of  the  actual 


66 


Confidential  Treatment  Requested  GEM7-00000513 


Footnote  Exhibits  -Page  1125 


Aggregate  Principal/Notional  Balance  of  such  Underlying  Assets  (determined 
without  regard  to  this  clause  (c)); 

provided  that  the  reductions  contemplated  by  clauses  (a),  (b)  and  (c)  immediately 
above  shall  be  without  duplication;  provided  further  that  each  of  Moody's  Limit  1 
and  Moody's  Limit  2  may  be  up  to  5  percentage  points  larger  than  set  out  above 
(as  determined  by  the  Trustee  in  a  manner  maximizing  the  Net  Outstanding 
Underlying  Asset  Balance  as  of  the  date  of  determination)  so  long  as  the 
aggregate  of  Moody's  Limit  1  and  Moody's  Limit  2  is  not  more  than  30.5%. 

"Standard  &  Poor's  Haircut  Value"  shall  have  the  following  meaning  set  forth  in  clauses 
(a)  and  (b)  below  for  any  Underlying  Asset  that  has  a  Standard  &  Poor's  Rating  of  below 
"BBB-",  and  no  meaning  for  any  Underlying  Asset  that  has  a  Standard  &  Poor's  Rating  of 
"BBB-"  or  higher.  For  the  purpose  of  all  clauses  of  the  definition  of  Standard  &  Poor's 
Haircut  Value,  any  reference  to  a  Standard  &  Poor's  Rating  of  an  Underlying  Asset  shall, 
with  respect  to  a  Synthetic  Security,  mean  a  reference  to  a  Standard  &  Poor's  Rating  of 
the  related  Reference  Obligation: 

(a)  if  on  any  date  the  Aggregate  Principal/Notional  Balance  (determined  without 
regard  to  this  clause  (a))  of  all  Underlying  Assets  (other  than  Defaulted  Assets) 
that  have  a  Standard  &  Poor's  Rating  of  "BB+",  "BB"  or  "BB-"  exceeds  8.6%  of 
the  Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets  and  Principal 
Proceeds  ("SAP  Limit  1"),  then  the  Aggregate  Principal/Notional  Balance  of  the 
Underlying  Assets  constituting  such  excess  shall  be  deemed  to  equal  90%  of  the 
actual  Aggregate  Principal/Notional  Balance  of  such  Underlying  Assets 
(determined  without  regard  to  this  clause  (a)); 

(b)  if  on  any  date  the  Aggregate  Principal/Notional  Balance  (determined  without 
regard  to  this  clause  (b))  of  all  Underlying  Assets  (other  than  Defaulted  Assets) 
that  have  a  Standard  &  Poor's  Rating  of  "B+n,  "B"  or  "B-"  exceeds  0%  of  the 
Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets  and  Principal 
Proceeds  ("S&P  Limit  2"),  then  the  Aggregate  Principal/Notional  Balance  of  the 
Underlying  Assets  constituting  such  excess  shall  be  deemed  to  equal  80%  of  the 
actual  Aggregate  Principal/Notional  Balance  of  such  Underlying  Assets 
(determined  without  regard  to  this  clause  (b));  and 

(c)  if  such  Underlying  Assets  (other  than  Defaulted  Assets)  have  a  Standard  & 
Poor's  Rating  of  below  "B-"  exceeds  0%  of  the  Aggregate  Principal/Notional 
Balance  of  all  Underlying  Assets  and  Principal  Proceeds  ("S&P  Limit  3"),  then 
the  Aggregate  Principal/Notional  Balance  of  such  Underlying  Assets  shall  be 
deemed  to  equal  70%  of  the  actual  Aggregate  Principal/Notional  Balance  of  such 
Underlying  Assets  (determined  without  regard  to  this  clause  (c)); 

provided  that  the  reductions  contemplated  by  clauses  (a),  (b)  and  (c)  immediately  above 
shall  be  without  duplication;  provided  further  that  each  of  S&P  Limit  1,  S&P  Limit  2  and 
S&P  Limit  3  may  be  up  to  5  percentage  points  larger  than  set  out  above  (as  determined 
by  the  Trustee  in  a  manner  maximizing  the  Net  Outstanding  Underlying  Asset  Balance  as 
of  the  date  of  determination)  so  long  as  the  aggregate  of  S&P  Limit  1,  S&P  Limit  2,  and 
S&P  Limit  3  is  not  more  than  13.6%. 
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"Net  Scheduled  Periodic  Offsetting  Transaction  Payment"  means  in  respect  of  an  Offset 
Transaction  that  comprises:  the  long  component  of  an  Offset  Transaction  and  the  related  Offsetting 
Transaction,  the  difference  between  premium  payments  due  to  the  Issuer  from  the  Synthetic  Security 
Counterparty  and  the  Scheduled  Periodic  Offsetting  Transaction  Payments  due  to  the  Offsetting 
Transaction  Counterparty  from  the  Issuer  pursuant  to  the  terms  of  the  Offsetting  Transaction. 

"PIK  Bond"  means  any  Underlying  Asset  that  pursuant  to  the  terms  of  the  related  Underlying 
Instruments  (a)  permits  the  payment  of  interest  thereon  (with  respect  to  such  payments  due  on  or  after 
the  date  on  which  the  security  is  purchased  by  the  Issuer)  to  be  deferred  or  capitalized  as  additional 
principal  thereof  or  (b)  issues  identical  (except  principal  and  term)  securities  in  place  of  payments  of 
interest  in  cash. 

"Principal/Notional  Balance"  means  as  of  any  date  of  determination,  with  respect  to  any  Asset- 
Backed  Security,  the  outstanding  principal  balance  of  such  Asset-Backed  Security  (excluding  any 
capitalized  interest  and  any  negative  amortization  amounts),  and,  with  respect  to  each  Synthetic  Security 
or  a  related  Reference  Obligation,  in  each  case,  the  Reference  Obligation  Notional  Amount  (as  defined  in 
the  Confirmation)  of  such  Synthetic  Security.  For  the  avoidance  of  doubt,  (i)  the  Reference  Obligation 
Notional  Amount  shall  be  a  part  of  the  "Principal/Notional  Balance"  and  (ii)  no  Offset  Transactions  will  be 
included  in  the  calculation  of  "Principal/Notional  Balance". 

"Principal  Only  Security"  means  any  Asset-Backed  Security  that  does  not  provide  for  the 
payment  of  rated  interest  in  periodic  installments  on  or  prior  to  the  date  three  Business  Days  prior  to  the 
Stated  Maturity  of  the  Notes  or  provides  that  all  payments  of  interest  will  be  deferred  until  the  final 
maturity  date  thereof. 

"Principal  Proceeds"  means,  with  respect  to  any  Due  Period,  the  sum  (without  duplication)  of: 

(a)  all  payments  of  principal  on  the  Underlying  Assets  and  Eligible  Investments  (excluding 
any  amount  representing  the  accreted  portion  of  a  discount  from  the  face  amount  of  an 
Eligible  Investment)  received  in  cash  by  the  Issuer  during  such  Due  Period  including 
prepayments  or  mandatory  sinking  fund  payments,  or  payments  in  respect  of  optional 
redemptions,  exchange  offers,  tender  offers,  recoveries  on  Defaulted  Securities  and 
Written  Down  Securities  (other  than  Uninvested  Proceeds  and  payments  of  principal  of 
Eligible  Investments  acquired  with  Interest  Proceeds),  including  the  proceeds  of  a  sale  of 
any  Equity  Security,  the  proceeds  received  from  any  special  purpose  subsidiary  of  the 
Issuer  holding  an  Equity  Security,  and  any  amounts  received  as  a  result  of  optional 
redemptions,  exchange  offers  or  tender  offers  for  any  Equity  Security  received  in  cash  by 
the  Issuer  during  such  Due  Period  but  excluding  any  accreted  portion  of  a  discount  from 
the  face  amount  of  an  Eligible  Investment; 

(b)  all  payments  of  principal  of  Eligible  Investments  purchased  with  amounts  from  the 
Principal  Collection  Account  received  in  cash  by  the  Issuer  during  such  Due  Period; 

(c)  all  amendment,  waiver,  late  payment  fees,  restructuring  and  other  fees  and  commissions, 
collected  during  the  related  Due  Period  in  respect  of  Defaulted  Securities  and  Written 
Down  Securities; 

(d)  all  payments  of  interest  received  in  respect  of  Defaulted  Securities  up  to  an  amount  equal 
to  the  Principal/Notional  Balance  of  such  security  at  the  time  it  became  a  Defaulted 
Asset; 
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(e)  any  Writedown  Reimbursement  Payment  Amount, 

(f)  any  proceeds  to  the  Issuer  resulting  from  the  termination  and  liquidation  of  an  Interest 
Rate  Swap  Agreement,  to  the  extent  such  proceeds  exceed  the  cost  of  entering  into  a 
replacement  Interest  Rate  Swap  Agreement  or  additional  Interest  Rate  Swap 
Agreements  in  accordance  with  the  requirements  set  forth  in  the  Indenture; 

(g)  any  Principal  Shortfall  Reimbursement  Payment  Amount, 

(h)  upfront  payment  or  any  termination  payments  received  with  respect  to  early  termination 
of  a  Synthetic  Security  received  from  the  related  Synthetic  Security  Counterparty; 

(i)  all  amounts  transferred  from  the  Synthetic  Security  Collateral  Account  to  the  Principal 

Collection  Account  as  described  below  under  "Security  for  the  Notes— The  Accounts- 
Synthetic  Security  Collateral  Account"; 

(j)  all  payments  received  in  cash  by  the  Issuer  during  such  Due  Period  that  represent  call, 

prepayment  or  redemption  premiums; 

(k)  all  payments  of  interest  received  to  the  extent  that  they  represent  accrued  interest 
purchased  with  Principal  Proceeds; 

(I)  all  yield  maintenance  payments  received  in  cash  by  the  Issuer  during  such  Due  Period; 

(m)  any  proceeds  from  the  issuance  and  sale  of  the  Notes  and  Preference  Shares  that  are 
not  applied  to  the  acquisition  of  Underlying  Assets  prior  to  the  Determination  Date 
preceding  the  September  2007  Distribution  Date,  including  amounts  on  deposit  in  the 
Uninvested  Proceeds  Account,  and  not  deposited  into  the  Expense  Account  on  the 
Closing  Date; 

(n)  any  proceeds  from  the  liquidation  of  Underlying  Assets  received  in  cash  by  the  Issuer 
(excluding  (1 )  all  accrued  interest  received  in  cash  by  the  Issuer  and  (2)  the  Disposition 
Proceeds); 

(o)  any  Disposition  Proceeds  on  deposit  in  the  Disposition  Proceeds  Account  or  Principal 
Collection  Account; 

(p)         any  payment  of  capitalized  interest  on  any  Underlying  Assets; 

(q)         any  payment  of  accrued  interest  paid  for  with  principal  proceeds; 

(r)  any  Net  Scheduled  Periodic  Offsetting  Transaction  Payments  received  by  the  Issuer  with 
respect  to  Offset  Transactions;  and 

(s)  all  other  payments  received  in  connection  with  the  Underlying  Assets  and  Eligible 
Investments  that  are  not  included  in  Interest  Proceeds;  provided,  that  in  no  event  shall 
Principal  Proceeds  include  the  Excepted  Property. 


minus 


the  sum,  of  (a)  any  initial  payments  made  by  the  Issuer  upon  its  entry  into  a  Offsetting 
Transaction  and  (b)  any  termination  payments  payable  by  the  Issuer  in  respect  of  the  termination  of  an 
Offsetting  Transaction  where  the  related  Offset  Transaction  is  not  terminated. 
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"Pure  Private  Asset-Backed  Security"  means  any  security  that  was  not  (i)  issued  pursuant  to 
an  effective  registration  statement  under  the  Securities  Act  or  (ii)  a  privately  placed  security  that  is  eligible 
for  resale  under  Rule  144A  or  Regulation  S  under  the  Securities  Act. 

"Qualifying  Foreign  Obligor"  means  a  corporation,  partnership,  trust  or  other  entity  organized  or 
incorporated  under  the  laws  of  an  Eligible  Country. 

"Quarterly  Asset  Amount"  means,  with  respect  to  any  Distribution  Date,  the  Net  Outstanding 
Underlying  Asset  Balance  on  the  first  day  of  the  related  Due  Period. 

"Rating  Condition"  means,  with  respect  to  any  action  taken  or  to  be  taken  or  any  determination 
made  or  to  be  made  under  the  Indenture,  a  condition  that  is  satisfied  when  each  Rating  Agency  has 
confirmed  in  writing  to  the  Issuer,  the  Trustee  and  the  Collateral  Manager  prior  to  such  action  or 
determination  that  such  action  or  determination  will  not  result  in  the  withdrawal,  reduction  or  other 
adverse  action  with  respect  to  any  then-current  rating  (including  any  shadow,  private  or  confidential 
rating)  of  any  Class  of  Notes. 

"Scheduled  Periodic  Offsetting  Transaction  Payment"  means,  with  respect  any  Offsetting 
Transaction,  the  fixed  amounts  scheduled  to  be  paid  by  the  Offsetting  Transaction  Counterparty  to  the 
Issuer  under  such  Offsetting  Transaction,  but  excluding  any  termination  payment  in  respect  of  such 
Offsetting  Transaction. 

"Servicer"  means,  with  respect  to  any  issue  of  Asset-Backed  Securities,  the  entity  that,  absent 
any  default,  event  of  default  or  similar  condition  (however  described),  is  primarily  responsible  for 
managing,  servicing,  monitoring  and  otherwise  administering  the  cash  flows  from  which  payments  to 
investors  in  such  Asset-Backed  Securities  are  made. 

"Special-Majority-in-lnterest  of  Preference  Shareholders"  means,  at  any  time,  Preference 
Shareholders  whose  aggregate  Voting  Percentages  at  such  time  exceed  66  2/3%  of  all  Preference 
Shareholders'  Voting  Percentages  at  such  time. 

"Step  Down  Bond"  means  a  security  which  by  the  terms  of  the  related  Underlying  Instrument 
provides  for  a  decrease,  in  the  case  of  a  fixed  rate  security,  in  the  per  annum  interest  rate  on  such 
security  or,  in  the  case  of  a  floating  rate  security,  in  the  spread  over  the  applicable  index  or  benchmark 
rate,  solely  as  a  function  of  the  passage  of  time;  provided  that  a  Step  Down  Bond  shall  not  include  any 
such  security  providing  for  payment  of  a  constant  rate  of  interest  at  all  times  after  the  date  of  acquisition 
by  the  Issuer.  In  calculating  the  Weighted  Average  Spread  and  the  Weighted  Average  Coupon  by 
reference  to  the  spread  (in  the  case  of  a  floating  rate  Step  Down  Bond)  or  coupon  (in  the  case  of  a  fixed 
rate  Step  Down  Bond)  of  a  Step  Down  Bond,  the  spread  or  coupon  on  any  date  shall  be  deemed  to  be 
the  lowest  spread  or  coupon,  respectively,  scheduled  to  apply  to  such  Step  Down  Bond  on  or  after  such 
date. 

"Step  Up  Bond"  means  a  security  which  by  the  terms  of  the  related  Underlying  Instrument 
provides  for  an  increase,  in  the  case  of  a  fixed  rate  security,  in  the  per  annum  interest  rate  on  such 
security  or,  in  the  case  of  a  floating  rate  security,  in  the  spread  over  the  applicable  index  or  benchmark 
rate,  solely  as  a  function  of  the  passage  of  time;  prov/ded  that  a  Step  Up  Bond  shall  not  include  any  such 
security  providing  for  payment  of  a  constant  rate  of  interest  at  all  times  after  the  date  of  acquisition  by  the 
Issuer.  In  calculating  the  Weighted  Average  Spread  and  the  Weighted  Average  Coupon  by  reference  to 
the  spread  (in  the  case  of  a  floating  Step  Up  Bond)  or  coupon  (in  the  case  of  a  fixed  rate  Step  Up  Bond) 
of  a  Step  Up  Bond,  the  spread  or  coupon  on  any  date  shall  be  deemed  to  be  the  spread  or  coupon  stated 
to  be  payable  in  cash  or  in  effect  on  such  date. 
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"Underlying  Instruments"  means  the  indenture  or  other  agreement  pursuant  to  which  an 
Underlying  Asset,  Eligible  Investment  or  Equity  Security  has  been  issued  or  created  and  each  other 
agreement  that  governs  the  terms  of  or  secures  the  obligations  represented  by  such  Underlying  Asset, 
Eligible  Investment  or  Equity  Security  or  of  which  holders  of  such  Underlying  Asset,  Eligible  Investment  or 
Equity  Security  are  the  beneficiaries. 

"Uninvested  Proceeds"  means,  at  any  time  on  or  prior  to  the  Determination  Date  prior  to  the 
September  2007  Distribution  Date,  the  net  proceeds  received  by  the  Issuer  on  the  Closing  Date  from  the 
initial  issuance  of  the  Notes  and  Preference  Shares  and  any  principal  collections  on  the  Underlying 
Assets  received  on  or  prior  to  the  Closing  Date,  to  the  extent  such  proceeds  have  not  theretofore  been 
invested  in  Underlying  Assets  or  deposited  in  the  Expense  Account. 

"Voting  Percentage"  of  a  Preference  Shareholder  at  any  time  means  the  ratio  (expressed  as  a 
percentage)  of  such  Preference  Shareholder's  Preference  Shares  outstanding  to  the  aggregate 
outstanding  Preference  Shares  of  all  Preference  Shareholders  at  such  time. 

"Written  Down  Security"  means,  as  of  any  date  of  determination,  any  Underlying  Asset  that  is 
part  of  an  issue  as  to  which  the  aggregate  par  amount  of  the  entire  class  and  all  other  securities  secured 
by  the  same  pool  of  collateral  that  rank  senior  in  priority  of  payment  to  such  class  exceeds  the  aggregate 
par  amount  (including  reserved  interest  or  other  amounts  available  for  overcollateralization)  of  all 
collateral  securing  such  issue  (excluding  defaulted  collateral). 

The  Coverage  Tests 

The  Coverage  Tests  applicable  to  a  Class  of  Notes  will  be  used  primarily  to  determine  whether 
and  to  what  extent  Interest  Proceeds  may  be  used  to  pay  interest  on  and  dividends  in  respect  of  Classes 
of  Notes  Subordinate  to  such  Class  and  the  Preference  Shares  and  certain  other  expenses.  The 
"Coverage  Tests"  include  the  Class  A/B  Coverage  Tests,  the  Class  C  Coverage  Tests  and  the  Class  D 
Coverage  Tests. 

In  the  event  that  either  Class  A/B  Coverage  Test  is  not  satisfied  on  any  Distribution  Date,  funds 
that  would  otherwise  be  used  to  pay  interest  on  the  Class  C  Notes,  the  Class  D  Notes  and  the  Class  E 
Notes  and  dividends  on  the  Preference  Shares  and  certain  other  expenses  must  instead  be  used  to  pay 
principal  of,  first,  the  Class  A  Notes  and  second,  the  Class  B  Notes,  to  the  extent  necessary  to  cause 
each  Class  A/B  Coverage  Test  to  be  satisfied. 

In  the  event  that  any  Class  C  Coverage  Test  is  not  satisfied  on  any  Distribution  Date,  funds  that 
would  otherwise  be  used  to  pay  interest  on  the  Class  D  Notes  and  the  Class  E  Notes  and  dividends  on 
the  Preference  Shares  and  certain  other  expenses  must  instead  be  used  to  pay  principal  of,  first,  the 
Class  A  Notes,  second,  the  Class  B  Notes  and  third,  the  Class  C  Notes,  to  the  extent  necessary  to  cause 
each  Class  C  Coverage  Test  to  be  satisfied. 

In  the  event  that  any  Class  D  Coverage  Test  is  not  satisfied  on  any  Distribution  Date,  funds  that 
would  otherwise  be  used  to  pay  interest  on  the  Class  E  Notes  and  dividends  on  the  Preference  Shares 
and  certain  other  expenses  must  instead  be  used  to  pay  principal  of,  first,  the  Class  A  Notes,  second,  the 
Class  B  Notes,  third,  the  Class  C  Notes  and  fourth,  the  Class  D  Notes,  to  the  extent  necessary  to  cause 
each  Class  D  Coverage  Test  to  be  satisfied. 

The  "Class  A/B  Coverage  Tests"  will  consist  of  the  Class  A/B  Overcollateralization  Test  and  the 
Class  A/B  Interest  Coverage  Test.     The  "Class  C  Coverage  Tests"  will  consist  of  the  Class  C 
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Overcollateralization  Test  and  the  Class  C  Interest  Coverage  Test.  The  "Class  D  Coverage  Tests"  will 
consist  of  the  Class  D  Overcollateralization  Test  and  the  Class  D  Interest  Coverage  Test. 

The  Overcollateralization  Tests 

The  Class  A/B  Overcollateralization  Test: 

The  "Class  A/B  Overcollateralization  Ratio"  is,  as  of  any  Measurement  Date,  the  number 
(expressed  as  a  percentage)  calculated  by  dividing  (a)  the  Net  Outstanding  Underlying  Asset  Balance  on 
such  Measurement  Date  by  (b)  the  aggregate  outstanding  principal  amount  of  the  Class  A  Notes  plus  the 
aggregate  outstanding  principal  amount  of  the  Class  B  Notes. 

The  "Class  A/B  Overcollateralization  Test"  will  be  satisfied  on  the  Closing  Date  or  a 
Measurement  Date  on  which  any  Class  A  Note  or  Class  B  Note  remains  outstanding  if  the  Class  A/B 
Overcollateralization  Ratio  on  such  Measurement  Date  is  equal  to  or  greater  than  1 17.37%. 

The  Class  C  Overcollateralization  Test: 

The  "Class  C  Overcollateralization  Ratio"  is,  as  of  any  Measurement  Date,  the  number 
(expressed  as  a  percentage)  calculated  by  dividing  (a)  the  Net  Outstanding  Underlying  Asset  Balance  on 
such  Measurement  Date  by  (b)  the  aggregate  outstanding  principal  amount  of  the  Class  A  Notes  plus  the 
aggregate  outstanding  principal  amount  of  the  Class  B  Notes  plus  the  aggregate  outstanding  principal 
amount  of  the  Class  C  Notes,  plus  any  outstanding  Class  C  Deferred  Interest. 

The  "Class  C  Overcollateralization  Test"  will  be  satisfied  on  the  Closing  Date  or  a 
Measurement  Date  on  which  any  Class  A  Note,  Class  B  Note  or  Class  C  Note  remains  outstanding  if  the 
Class  C  Overcollateralization  Ratio  on  such  Measurement  Date  is  equal  to  or  greater  than  109.99%. 

The  Class  D  Overcollateralization  Test: 

The  "Class  D  Overcollateralization  Ratio"  is,  as  of  any  Measurement  Date,  the  number 
(expressed  as  a  percentage)  calculated  by  dividing  (a)  the  Net  Outstanding  Underlying  Asset  Balance  on 
such  Measurement  Date  by  (b)  the  aggregate  outstanding  principal  amount  of  the  Class  A  Notes  plus  the 
aggregate  outstanding  principal  amount  of  the  Class  B  Notes  plus  the  aggregate  outstanding  principal 
amount  of  the  Class  C  Notes  plus  the  aggregate  principal  amount  of  the  Class  D  Notes,  plus  any 
outstanding  Class  C  Deferred  Interest  and  plus  any  outstanding  Class  D  Deferred  Interest. 

The  "Class  D  Overcollateralization  Test"  will  be  satisfied  on  the  Closing  Date  or  a 
Measurement  Date  on  which  any  Class  A  Note,  Class  B  Note,  Class  C  Note  or  Class  D  Note  remains 
outstanding  if  the  Class  D  Overcollateralization  Ratio  on  such  Measurement  Date  is  equal  to  or  greater 
than  104.86%. 

The  Class  E  Diversion  Test 

The  Class  E  Diversion  Test  determines  whether  Interest  Proceeds  may  be  applied,  in  accordance 
with  the  Priority  of  Payments,  to  make  payments  that  are  subordinate  to  payments  on  the  Class  E  Notes. 
If  the  Class  E  Diversion  Test  is  not  passing  on  a  Measurement  Date  then  on  the  immediately  following 
Distribution  Date,  Interest  Proceeds,  to  the  extent  available  in  accordance  with  the  Priority  of  Payments, 
will  be  applied  to  make  principal  payments  on  the  Class  E  Notes. 

The  "Class  E  Diversion  Ratio"  is,  as  of  any  Measurement  Date,  the  number  (expressed  as  a 
percentage)  calculated   by  dividing  (a)  the   Net   Outstanding   Underlying   Asset  Balance  on  such 
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Measurement  Date  by  (b)  the  aggregate  outstanding  principal  amount  of  the  Class  A  Notes  plus  the 
aggregate  outstanding  principal  amount  of  the  Class  B  Notes  plus  the  aggregate  outstanding  principal 
amount  of  the  Class  C  Notes  plus  the  aggregate  outstanding  principal  amount  of  the  Class  D  Notes  plus 
the  aggregate  outstanding  principal  amount  of  the  Class  E  Notes,  plus  any  outstanding  Class  C  Deferred 
Interest  plus  any  outstanding  Class  D  Deferred  Interest  and  plus  any  outstanding  Class  E  Deferred 
Interest. 

The  "Class  E  Diversion  Test"  will  be  satisfied  on  the  Closing  Date  or  a  Measurement  Date  on 
which  any  Class  A  Note,  Class  B  Note,  Class  C  Note,  Class  D  Note  or  Class  E  Note  remains  outstanding 
if  the  Class  E  Diversion  Ratio  on  such  Measurement  Date  is  equal  to  or  greater  than  103.56%. 

The  Class  A-1  OC  Ratio 

The  Class  A-1  OC  Ratio  will  be  used  only  to  determine  whether  an  Event  of  Default  has  occurred 
under  the  Notes  due  to  the  decline  in  the  Class  A-1  OC  Ratio  below  100%. 

"Class  A-1  OC  Ratio"  means  the  number,  expressed  as  a  percentage,  calculated  by  dividing  (a) 
the  Net  Outstanding  Underlying  Asset  Balance  by  (b)  the  Aggregate  Outstanding  Amount  of  the  Class  A- 
1  Notes. 

The  Interest  Coverage  Tests 

The  Interest  Coverage  Ratio  with  respect  to  the  Class  A  Notes  and  Class  B  Notes  (the  "Class 
A/B  Interest  Coverage  Ratio"),  the  Class  C  Notes  (the  "Class  C  Interest  Coverage  Ratio")  and  the 
Class  D  Notes  (the  "Class  D  Interest  Coverage  Ratio")  as  of  any  Measurement  Date  will  be  calculated 
by  dividing: 

(a)  (i)  the  sum  of  (A)  the  scheduled  interest  payments  due  (regardless  of  whether  the  due 
date  for  any  such  interest  payment  has  yet  occurred)  in  the  Due  Period  in  which  such 
Measurement  Date  occurs  on  (1)  the  Underlying  Assets  and  (2)  any  Eligible  Investments 
held  in  the  Collection  Accounts  (whether  such  Eligible  Investments  were  purchased  with 
Interest  Proceeds  or  Principal  Proceeds),  (B)  any  fees  actually  received  by  the  Issuer 
during  such  Due  Period  that  constitute  Interest  Proceeds  and  (C)  any  earnings  on  Eligible 
Investments  in  the  Synthetic  Security  Collateral  Account,  constituting  Interest  Proceeds 
and  received  after  the  end  of  the  related  Collection  Period  and  immediately  prior  to  the 
related  Payment  Date  and  (D)  any  amounts  scheduled  to  be  paid  to  the  Issuer  by  an 
Interest  Rate  Swap  Counterparty  under  an  Interest  Rate  Swap  Agreement  on  the 
Distribution  Date  relating  to  such  Due  Period,  minus  (ii)  the  sum  of  the  Interest  Proceeds 
scheduled  to  be  paid  pursuant  to  clauses  (1)  through  (4)  of  the  Interest  Proceeds  Priority 
of  Payments  on  the  immediately  succeeding  Distribution  Date;  by 

(b)  an  amount  equal  to  (i)  in  the  case  of  the  Class  A/B  Interest  Coverage  Ratio,  the 
scheduled  interest  on  the  Class  A  Notes  and  Class  B  Notes  (including  Defaulted  Interest 
thereon  and  accrued  interest  on  such  Defaulted  Interest,  if  any)  payable  on  the 
immediately  succeeding  Distribution  Date,  (ii)  in  the  case  of  the  Class  C  Interest 
Coverage  Ratio,  the  scheduled  interest  on  the  Class  A  Notes,  Class  B  Notes  and  Class  C 
Notes  (including  Defaulted  Interest  and  interest  thereon,  interest  on  Class  C  Deferred 
Interest,  if  any,  but  excluding  any  Class  C  Deferred  Interest)  payable  on  the  immediately 
succeeding  Distribution  Date  or  (iii)  in  the  case  of  the  Class  D  Interest  Coverage  Ratio, 
the  scheduled  interest  on  the  Class  A  Notes,  Class  B  Notes,  Class  C  Notes  and  Class  D 
Notes  (including  Defaulted  Interest  and  interest  thereon,  interest  on  Class  C  Deferred 
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Interest  and  interest  on  Class  D  Deferred  Interest,  if  any,  but  excluding  any  Class  C 
Deferred  Interest  and  Class  D  Deferred  Interest)  payable  on  the  immediately  succeeding 
Distribution  Date  (or,  if  such  Measurement  Date  coincides  with  a  Distribution  Date,  on 
such  Distribution  Date). 

For  the  purpose  of  determining  compliance  with  any  Interest  Coverage  Test,  there  will  be 
excluded  all  scheduled  payments  of  interest  on  or  principal  of  Defaulted  Securities  and  any  payment, 
including  any  amount  payable  to  the  Issuer  by  an  Interest  Rate  Swap  Counterparty,  that  will  not  be  made 
in  cash  or  received  when  due,  as  determined  by  the  Collateral  Manager  in  its  reasonable  business 
judgment.  For  purposes  of  calculating  any  Interest  Coverage  Ratio,  (i)  the  expected  interest  income  on 
floating  rate  Underlying  Assets  and  Eligible  Investments  and  under  any  Interest  Rate  Swap  Agreement 
and  the  expected  interest  payable  on  the  Notes  will  be  calculated  using  the  interest  rates  applicable 
thereto  on  the  applicable  Measurement  Date  and  (ii)  accrued  original  issue  discount  on  Eligible 
Investments  will  be  deemed  to  be  a  scheduled  interest  payment  thereon  due  on  the  date  such  original 
issue  discount  is  scheduled  to  be  paid. 

The  "Class  A/B  Interest  Coverage  Test"  will  be  satisfied  on  the  Closing  Date  or  a  Measurement 
Date  on  which  any  Class  A  Note  or  Class  B  Note  remains  outstanding  if  the  Class  A/B  Interest  Coverage 
Ratio  as  of  such  Measurement  Date  is  equal  to  or  greater  than  107.00%;  provided,  that  the  Class  A/B 
Interest  Coverage  Test  will  be  deemed  to  be  satisfied  on  the  First  Distribution  Date. 

The  "Class  C  Interest  Coverage  Test"  will  be  satisfied  on  the  Closing  Date  or  a  Measurement 
Date  on  which  any  Class  A  Note,  Class  B  Note  or  Class  C  Note  remains  outstanding  if  the  Class  C 
Interest  Coverage  Ratio  as  of  such  Measurement  Date  is  equal  to  or  greater  than  103.00%;  provided,  that 
the  Class  C  Interest  Coverage  Test  will  be  deemed  to  be  satisfied  on  the  First  Distribution  Date. 

The  "Class  D  Interest  Coverage  Test"  will  be  satisfied  on  the  Closing  Date  or  a  Measurement 
Date  on  which  any  Class  A  Note,  Class  B  Note,  Class  C  Note  or  Class  D  Note  remains  outstanding  if  the 
Class  D  Interest  Coverage  Ratio  as  of  such  Measurement  Date  is  equal  to  or  greater  than  100.00%; 
provided,  that  the  Class  D  Interest  Coverage  Test  will  be  deemed  to  be  satisfied  on  the  First  Distribution 
Date. 

Mandatory  Redemption 

In  the  event  that  any  of  the  Overcollateralization  Tests  (not  including,  for  the  avoidance  of  doubt, 
the  Class  E  Diversion  Test)  or  the  Interest  Coverage  Tests  applicable  to  a  Class  of  Notes  is  not  satisfied 
on  a  Determination  Date  related  to  any  Distribution  Date,  then  Interest  Proceeds  that  would  otherwise  be 
used  to  make  payments  in  respect  of  interest  on  any  Class  of  Notes  Subordinate  to  that  Class  will  be 
used  instead  to  redeem,  first,  each  Class  (if  any)  of  Notes  Senior  to  such  Class  of  Notes  (sequentially  in 
direct  order  of  seniority)  and,  second,  such  Class  of  Notes,  to  the  extent  necessary  to  cause  each 
Coverage  Test  to  be  satisfied. 

In  addition,  each  Class  of  Notes  will  be  subject  to  mandatory  redemption  from  Principal  Proceeds 
available  after  payment  of  certain  other  amounts  in  accordance  with  the  Priority  of  Payments  on  each 
Distribution  Date.  Any  such  redemption  from  Interest  Proceeds  or  Principal  Proceeds  will  be  applied  to 
each  outstanding  Class  of  Notes  sequentially  in  direct  order  of  seniority  and  will  otherwise  be  effected  as 
described  above  under " — Priority  of  Payments." 
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Optional  Redemption 

Subject  to  certain  conditions  described  herein,  the  Issuer  may  redeem  the  Notes  (such 
redemption,  an  "Optional  Redemption"),  in  whole  but  not  in  part,  at  the  direction  of  the  holders  of  at  least 
sixty-six  and  two-thirds  percent  (66  2/3%)  of  the  Preference  Shareholders  at  the  applicable  Redemption 
Price  therefor  on  any  Distribution  Date,  prowdedthat  no  such  Optional  Redemption  may  be  effected  prior 
to  the  March  2010  Distribution  Date.  Any  such  Optional  Redemption  may  only  be  effected  on  a 
Distribution  Date  at  the  applicable  Redemption  Price  and  only  from  the  Disposition  Proceeds  of  all 
Collateral  including  the  Eligible  Investments  credited  to  the  Accounts  (other  than  that  in  the  Interest  Rate 
Swap  Counterparty  Collateral  Account  and  the  Synthetic  Security  Issuer  Account)  on  such  Distribution 
Date.  No  Optional  Redemption  may  be  effected,  however,  unless  (i)  all  such  Disposition  Proceeds  are 
used,  in  whole  or  in  part,  to  make  such  an  Optional  Redemption  and  (ii)  such  Disposition  Proceeds 
(including  the  payment  in  full  to  the  Issuer  of  all  amounts  that  can  be  withdrawn  under  the  Investment 
Agreement)  are  at  least  equal  to  the  Redemption  Amount. 

Any  Optional  Redemption  is  subject  to  (i)  the  sale  of  the  Collateral  (other  than  the  cash  and 
Eligible  Investments  referred  to  in  clause  (b)  of  this  sentence)  arranged  by  the  Collateral  Manager,  on  the 
proposed  Redemption  Date,  for  a  sale  price  in  cash  at  least  equal  to  (a)  the  Redemption  Amount  minus 
(b)  the  balance  of  the  cash  and  Eligible  Investments  in  the  Accounts  (other  than  that  in  the  Interest  Rate 
Swap  Counterparty  Collateral  Account  and  the  Synthetic  Security  Issuer  Account)  and  (ii)  the  receipt  by 
the  Trustee  from  the  Collateral  Manager  of  certification  from  the  Collateral  Manager  that  the  sum  so 
received  from  the  purchaser  satisfies  clause  (i).  Upon  receipt  by  the  Trustee  of  the  certification  referred 
to  in  the  preceding  sentence,  the  Issuer  shall  take  all  actions  necessary  to  sell,  assign  and  transfer  the 
Collateral  to  the  prospective  purchaser  upon  payment  in  immediately  available  funds  of  the  sum  referred 
to  above  and  the  Trustee  shall  release  the  Collateral  from  the  lien  of  the  Indenture.  The  Trustee  shall 
deposit  such  payment  into  the  Collection  Accounts.  The  Collateral  Manager  or  an  Affiliate  thereof  may  be 
the  purchaser  of  the  Collateral  in  accordance  with  the  procedures  set  forth  in  the  Management 
Agreement. 

Auction  Call  Redemption 

In  accordance  with  the  procedures  set  forth  in  Schedule  A  to  this  Offering  Circular  (the  "Auction 
Procedures"),  the  Auction  Agent  shall,  at  the  expense  of  the  Issuer,  conduct  an  auction  (an  "Auction")  of 
the  Underlying  Assets  if,  prior  to  the  Distribution  Date  occurring  in  June  2013,  the  Notes  have  not  been 
redeemed  in  full  and  the  holders  of  the  Preference  Shares  have  not  directed  an  Optional  Redemption  of 
the  Notes.  The  Auction  will  be  conducted  not  later  than  seven  Business  Days  prior  to  (a)  the  Distribution 
Date  occurring  in  June  2013  (the  "First  Auction  Call  Date")  and  (b)  if  the  Notes  are  not  redeemed  in  full 
on  such  Distribution  Date,  each  subsequent  Distribution  Date  occurring  on  or  closest  to  any  six-month 
anniversary  of  the  First  Auction  Call  Date  (each,  a  "Subsequent  Auction  Call  Date"  and,  together  with 
the  First  Auction  Call  Date,  each  an  "Auction  Date"),  until  the  Notes  have  been  redeemed  in  full.  Any  of 
the  Collateral  Manager  (if  it  is  not  the  Auction  Agent),  the  Initial  Purchaser,  the  Preference  Shareholder  or 
the  Trustee  or  any  of  their  respective  affiliates  may,  but  will  not  be  required  to,  bid  at  the  Auction. 

The  Notes  will  be  redeemable  at  the  applicable  Redemption  Price  and  Preference  Shares  will  be 
redeemable  at  a  price  equal  to  not  less  than  the  Minimum  Preference  Share  Redemption  Amount.  The 
Notes  and  Preference  Shares  will  be  redeemable  from  the  Disposition  Proceeds  of  all  Collateralincluding 
Eligible  Investments  credited  to  the  Accounts  (other  than  that  in  the  Interest  Rate  Swap  Counterparty 
Collateral  Account  and  the  Synthetic  Security  Issuer  Account);  provided  that  funds  under  clauses  (a)  and 
(b)  are  sufficient  to  pay  in  full  (i)  the  Redemption  Amount  and  (ii)  the  Minimum  Preference  Share 
Redemption  Amount.  The  "Minimum  Preference  Share  Redemption  Amount"  shall  equal  (i)  the 
aggregate  liquidation  preference  of  the  Preference  Shares  minus  (ii)  the  aggregate  amount  of  all  cash 
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distributions  on  the  Preference  Shares  (whether  in  respect  of  dividends  or  redemption  payments)  made  to 
the  Preference  Share  Paying  Agent  for  distribution  to  the  Preference  Shareholders  prior  to  the  relevant 
Auction  Date.  If  an  Auction  Call  Redemption  is  not  completed  on  any  Auction  Date,  the  Auction  Agent 
shall  carry  out  an  Auction  in  accordance  with  the  Auction  Procedures  on  each  subsequent  Auction  Date 
until  an  Auction  Call  Redemption  is  completed  successfully  (the  "Auction  Call  Redemption  Date"). 

Pursuant  to  the  Management  Agreement,  the  Issuer  has  designated  the  Collateral  Manager  (in 
such  capacity,  the  "Auction  Agent")  as  the  Issuer's  agent  in  connection  with  the  sale  of  the  Collateral  in 
connection  with  any  Auction  Call  Redemption  or  if  the  Collateral  Manager  indicates  its  desire  to  bid  on  the 
Underlying  Assets,  the  Collateral  Manager  shall  resign  as  Auction  Agent  and  the  Auction  Agent  for  that 
Auction  may  be  the  Initial  Purchaser,  an  Affiliate  of  the  Initial  Purchaser  or  another  unaffiliated  third  party 
as  successor  Auction  Agent. 

The  Issuer  shall  Dispose  of  and  transfer  the  Underlying  Assets  to  the  highest  bidder  identified  by 
the  Auction  Agent  (or  to  the  highest  bidder  for  each  subpool)  at  the  Auction  and  the  Trustee  shall  release 
the  Collateral  from  the  lien  of  the  Indenture,  as  long  as: 

(a)  the  Auction  has  been  conducted  in  accordance  with  the  Auction  Procedures,  as 
evidenced  by  a  certification  of  the  Auction  Agent; 

(b)  the  Auction  Agent  has  received  bids  for  the  Underlying  Assets  (or  for  each  of  the  related 
subpools)  from  at  least  two  prospective  purchasers  (including  the  winning  bidder) 
identified  on  a  list  of  Qualified  Bidders  provided  by  the  Auction  Agent  to  the  Trustee  in 
accordance  with  the  Indenture;  provided  that  each  Qualified  Bidder  for  the  Synthetic 
Securities  shall  have  been  approved  by  the  relevant  Synthetic  Security  Counterparty; 
provided,  further,  that  if  the  Auction  Agent  has  not  received  bids  for  one  or  more 
Synthetic  Securities,  the  requirements  of  this  clause  may  be  satisfied  by  determining 
required  payments  from  or  to  the  Issuer  relating  to  the  termination  of  such  Synthetic 
Securities  and  including  such  aggregate  amount  in  the. calculation  of  the  Redemption 
Amount; 

(c)  the  Auction  Agent  certifies  that  the  highest  bids  would  result  in  the  Disposition  of  the 
Underlying  Assets  (or  the  related  subpools)  for  a  purchase  price  (paid  in  cash)  that, 
together  with  the  balance  of  all  Eligible  Investments  (including  the  payment  in  full  to  the 
Issuer  of  ail  amounts  that  can  be  withdrawn  under  the  Investment  Agreement)  and  cash 
held  by  the  Issuer  (other  than  Eligible  Investments  and  cash  in  the  Interest  Rate  Swap 
Counterparty  Collateral  Account  and  the  Synthetic  Security  Issuer  Account),  will  be  at 
least  equal  to  the  sum  of  (i)  the  Redemption  Amount  and  (ii)  the  Minimum  Preference 
Share  Redemption  Amount;  and 

(d)  the  highest  bidder  (or  the  highest  bidder  for  each  subpool)  enters  into  a  written 
agreement  with  the  Issuer  (which  the  Issuer  will  execute  if  the  conditions  set  forth  above 
and  in  the  Indenture  are  satisfied  (such  execution  to  constitute  certification  by  the  Issuer 
that  such  conditions  have  been  satisfied))  that  obligates  the  highest  bidder  (or  the  highest 
bidder  for  each  subpool)  to  acquire  all  of  the  Underlying  Assets  (or  the  relevant  subpool) 
and  provides  for  payment  in  full  (in  cash)  of  the  price  for  any  Underlying  Asset  that  is  not 
a  Synthetic  Security  and  any  amount  due  to  the  Issuer  as  a  result  of  the  assignment  of 
the  Synthetic  Securities  to  the  Trustee  on  or  prior  to  the  sixth  Business  Day  following  the 
relevant  Auction  Date. 
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Provided  that  all  of  the  conditions  set  forth  in  clauses  (a)  through  (d)  of  the  preceding  paragraph 
have  been  met,  the  Issuer  will  Dispose  of  and  transfer  the  Underlying  Assets  (or  the  related  subpool), 
without  representation,  warranty  or  recourse,  to  such  highest  bidder  identified  by  the  Auction  Agent  (or 
the  highest  bidder  for  each  subpool,  as  the  case  may  be)  in  accordance  with  and  upon  completion  of  the 
Auction  Procedures.  The  Issuer  will  deposit  the  purchase  price  for  the  Underlying  Assets  in  the  Collection 
Accounts  and,  on  the  Distribution  Date  immediately  following  the  relevant  Auction  Date,  (i)  pay  the 
Redemption  Amount  and  (ii)  make  a  payment  to  the  Preference  Share  Paying  Agent  (that  shall  not  be 
less  than  the  Minimum  Preference  Share  Redemption  Amount)  for  distribution  to  the  holder  of  the 
Preference  Shares  in  an  amount  equal  to  the  remainder  of  such  Disposition  Proceeds  and  cash  in  the 
Collection  Accounts  (such  redemption,  the  "Auction  Call  Redemption").  Notwithstanding  the  foregoing, 
the  holders  of  100%  of  the  aggregate  outstanding  principal  amount  of  a  Class  of  Notes  may  elect,  in 
connection  with  any  Auction  Call  Redemption,  to  receive  less  than  100%  of  the  Redemption  Price  that 
would  otherwise  be  payable  to  holders  of  such  Class  (and  the  Redemption  Price  shall  be  reduced  by 
such  amount). 

If  any  of  the  foregoing  conditions  is  not  met  with  respect  to  any  Auction  or  if  the  highest  bidder  (or 
the  highest  bidder  for  any  subpool,  as  the  case  may  be)  fails  to  pay  the  purchase  price  before  the  sixth 
Business  Day  following  the  relevant  Auction  Date,  (a)  the  Auction  Call  Redemption  will  not  occur  on  the 
Distribution  Date  following  the  relevant  Auction  Date,  (b)  the  Auction  Agent  will  notify  the  Trustee  and  the 
Trustee  will  give  notice  of  the  withdrawal,  (c)  subject  to  clause  (d)  below,  the  Trustee  on  behalf  of  the 
Issuer  will  decline  to  consummate  such  sale  and  the  Auction  Agent  will  not  solicit  any  further  bids  or 
otherwise  negotiate  any  further  Disposition  of  Underlying  Assets  in  relation  to  such  Auction  and  (d)  unless 
the  Notes  are  redeemed  in  full  prior  to  the  next  succeeding  Auction  Date,  the  Auction  Agent  will  conduct 
another  Auction  on  the  next  succeeding  Auction  Date. 

The  Notes  may  not  be  redeemed  pursuant  to  an  Auction  Call  Redemption  unless,  at  least  four 
Business  Days  before  the  scheduled  Redemption  Date,  the  Collateral  Manager  shall  have  furnished  to 
the  Trustee  and  any  Interest  Rate  Swap  Counterparty  evidence,  in  form  satisfactory  to  the  Trustee,  that 
the  Issuer  has-  entered  into  a  binding  agreement  or  agreements  with  (or  guaranteed  by)  a  financial 
institution  or  institutions  (whose  long-term  unsecured  debt  obligations  (other  than  such  obligations  whose 
rating  is  based  on  the  credit  of  a  person  other  than  such  institution)  have  a  credit  rating  from  each  Rating 
Agency  at  least  equal  to  the  highest  rating  of  the  Notes  then  outstanding  or  whose  short-term  unsecured 
debt  obligations  have  a  credit  rating  of  at  least  "A-1"  by  Standard  &  Poor's  and  (if  rated  by  Fitch)  at  least 
"F1"  by  Fitch  and  provided  that  in  case  such  financial  institution  is  the  Collateral  Manager  no  credit  rating 
is  required)  to  sell,  not  later  than  the  Business  Day  immediately  preceding  the  scheduled  Redemption 
Date,  in  immediately  available  funds,  all -or  part  of  the  Underlying  Assets  at  a  sale  price  (including  in  such 
price  an  amount  equal  to  any  accrued  interest)  which,  together  with  the  balance  of  the  cash  and  Eligible 
Investments  in  the  Accounts  (other  than  that  in  the  Interest  Rate  Swap  Counterparty  Collateral  Account 
and  the  Synthetic  Security  Issuer  Account),  is  at  least  equal  to  (i)  the  Redemption  Amount  and  (ii)  the 
Minimum  Preference  Share  Redemption  Amount. 

Clean-Up  Call  Redemption 

At  the  direction  of  the  Collateral  Manager,  the  Notes  will  be  subject  to  redemption  by  the  Issuer, 
in  whole  but  not  in  part  (a  "Clean-Up  Call  Redemption"),  at  the  applicable  Redemption  Price  on  any 
Distribution  Date  which  occurs  on  or  after  the  Distribution  Date  on  which  the  aggregate  outstanding 
principal  amount  of  the  Notes  is  less  than  or  equal  to  10.00%  of  the  original  aggregate  outstanding 
principal  amount  of  the  Notes  as  of  the  Closing  Date.  Any  such  redemption  may  only  be  effected  on  a 
Distribution  Date  and  only  from  the  Disposition   Proceeds  of  all  Collateral  including  the   Eligible 
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Investments  credited  to  the  Accounts  (other  than  that  in  the  Synthetic  Security  Issuer  Account)  and  all 
Offsetting  Transactions. 

Any  Clean-Up  Call  Redemption  is  subject  to  (a)  the  purchase  of  the  Collateral  (other  than  the 
cash  and  Eligible  Investments  referred  to  in  clause  (ii)  below)  by  the  Collateral  Manager  or  any  of  its 
Affiliates  from  the  Issuer,  on  the  scheduled  Redemption  Date,  for  a  purchase  price  in  cash  at  least  equal 
to  (i)  the  Redemption  Amount  minus  (ii).the  balance  of  the  cash  and  Eligible  Investments  in  the  Accounts 
(other  than  that  in  the  Synthetic  Security  Issuer  Account,  but  including  the  payment  in  full  to  the  Issuer  of 
all  amounts  that  can  be  withdrawn  under  the  Investment  Agreement)  and  (b)  the  receipt  by  the  Trustee, 
prior  to  such  purchase,  of  the  Collateral  Manager's  certification  that  the  sum  so  received  satisfies  clause 
(a).  Upon  receipt  by  the  Trustee  of  the  Collateral  Manager's  certification,  the  Trustee  and  the  Issuer  shall 
take  all  actions  necessary  to  sell,  assign  and  transfer  the  Collateral  to  the  Collateral  Manager  or  any  of  its 
Affiliates  upon  payment  in  immediately  available  funds  of  the  purchase  price.  The  Trustee  shall  deposit 
such  payment  into  the  Collection  Accounts  and  apply  the  funds  therein  in  accordance  with  the  Priority  of 
Payments  on  such  Redemption  Date. 

Tax  Redemption 

The  Notes  will  be  redeemable  (such  redemption,  a  Tax  Redemption"),  in  whole  but  not  in  part, 
by  the  Issuer  at  the  direction  of  a  Majority-in-lnterest  of  Preference  Shareholders  or,  so  long  as  the  Class 
A-1  Notes  are  Outstanding,  of  the  Controlling  Class;  provided  that,  the  Controlling  Class  may  only  direct  a 
Tax  Redemption  in  the  event  that,  as  a  result  of  the  relevant  Tax  Event,  on  a  previous  Payment  Date  one 
or  more  of  the  Class  A-1  a  Notes,  Class  A-1b  Notes,  Class  A-2  Notes  or  Class  B  Notes  did  not  receive  the 
amount  that  it  otherwise  would  have  received  under  the  Priority  of  Payments  in  the  absence  of  such  Tax 
Event.  Any  such  redemption  may  only  be  effected  on  a  Distribution  Date  at  the  applicable  Redemption 
Price  and  only  from  the  Disposition  Proceeds  of  all  Collateral  including  the  Eligible  Investments  credited 
to  the  Accounts  (other  than  that  in  the  Interest  Rate  Swap  Counterparty  Collateral  Account  and  the 
Synthetic  Security  Issuer  Account).  No  Tax  Redemption  may  be  effected,  however,  unless  (i)  all  such 
Disposition  Proceeds  are  used,  in  whole  or  in  part,  to  make  such  Tax  Redemption,  (ii)  such  Disposition 
Proceeds  (including  the  payment  in  full  to  the  Issuer  of  all  amounts  that  can  be  withdrawn  under  the 
Investment  Agreement)  are  sufficient  to  pay  in  full  the  Redemption  Amount,  (iii)  a  Tax  Event  shall  have 
occurred  and  (iv)  the  Tax  Materiality  Condition  is  satisfied. 

A  "Tax  Event"  will  occur,  whether  or  not  as  a  result  of  any  change  in  law  or  interpretation,  if  (a) 
any  obligor  is  required  to  deduct  or  withhold  from  any  payment  under  any  Underlying  Asset  to  the  Issuer 
for  or  on  account  of  any  tax  for  whatever  reason,  whether  or  not  as  a  result  of  any  change  in  law  or 
interpretation,  and  such  obligor  is  not  required  to  pay  to  the  Issuer  such  additional  amount  as  is 
necessary  to  ensure  that  the  net  amount  actually  received  by  the  Issuer  (free  and  clear  of  taxes,  whether 
assessed  against  such  obligor  or  the  Issuer)  will  equal  the  full  amount  that  the  Issuer  would  have 
received  had  no  such  deduction  or  withholding  occurred,  (b)  the  Issuer  or  an  Interest  Rate  Swap 
Counterparty  is  required  to  deduct  or  withhold  from  any  payment  under  any  Interest  Rate  Swap 
Agreement  for  or  on  account  of  any  tax  and  the  Issuer  is  obligated  to  pay  gross-up  amounts  to  the 
relevant  Interest  Rate  Swap  Counterparty,  or  the  relevant  Interest  Rate  Swap  Counterparty  is  not 
obligated  to  pay  the  Issuer  such  additional  amount  as  is  necessary  to  ensure  that  the  net  amount  actually 
received  by  the  Issuer  (free  and  clear  of  taxes,  whether  assessed  against  such  obligor  or  the  Issuer)  will 
equal  the  full  amount  that  the  Issuer  would  have  received  had  no  such  deduction  or  withholding  occurred 
or  (c)  any  net  income,  profits  or  similar  tax  is  imposed  on  the  Issuer.  The  "Tax  Materiality  Condition" 
will  be  satisfied  during  any  12-month  period  if  any  combination  of  Tax  Events  results,  in  aggregate,  in  a 
payment,  charge  or  tax  burden  to  the  Issuer  in  excess  of  U.S.$1 ,000,000. 
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Any  Tax  Redemption  is  subject  to  (a)  the  Disposition  of  the  Collateral  (other  than  the  cash  and 
Eligible  Investments  referred  to  in  clause  (ii)  below)  arranged  by  the  Collateral  Manager,  on  the 
scheduled  Redemption  Date,  for  a  sale  price  in  cash  at  least  equal  to  (i)  the  Redemption  Amount  minus 
(ii)  the  balance  of  Eligible  Investments  and  cash  in  the  Accounts  (other  than  that  in  the  Interest  Rate 
Swap  Counterparty  Collateral  Account  and  the  Synthetic  Security  Issuer  Account),  and  (b)  the  receipt  by 
the  Trustee  of  certification  from  the  Collateral  Manager  that  the  sum  so  received  from  the  purchaser 
satisfies  clause  (a).  Upon  receipt  by  the  Trustee  of  the  Collateral  Manager's  certification,  the  Issuer  shall 
take  all  actions  necessary  to  sell,  assign  and  transfer  the  Collateral  to  the  prospective  purchaser  upon 
payment  in  immediately  available  funds  of  the  sum  referred  to  above  and  the  Trustee  shall  release  the 
Collateral  from  the  lien  of  the  Indenture.  The  Collateral  Manager  or  an  Affiliate  of  the  Collateral  Manager 
may  purchase  the  Collateral.  The  Trustee  shall  deposit  such  payment  into  the  Collection  Accounts. 

Redemption  Price  and  Redemption  Amount 

The  amount  payable  in  connection  with  an  Auction  Call  Redemption,  Optional  Redemption, 
Clean-Up  Call  Redemption  or  Tax  Redemption  of  any  Note  will  be  an  amount  equal  to  (a)  the  aggregate 
outstanding  principal  amount  of  such  Note  being  redeemed,  plus  (b)  the  accrued  and  unpaid  interest 
thereon  (including  Defaulted  Interest  and  Deferred  Interest  and  interest  thereon,  if  any)  (the  "Redemption 
Price"). 

"Redemption  Amount"  means,  with  respect  to  an  Auction  Call  Redemption,  Optional 
Redemption,  Clean-Up  Call  Redemption  or  Tax  Redemption,  an  amount  equal  to  the  sum  of  (i)  the 
Redemption  Price  in  respect  of  all  Notes  and  (ii)  all  unpaid  administrative  expenses  (including 
indemnities)  and  fees  then  due  and  payable  of  the  Issuers,  including  any  termination  payments  payable 
by  the  Issuer  under  any  Interest  Rate  Swap  Agreement  and  the  Synthetic  Securities,  the  Management 
Fee  due  to  the  Collateral  Manager  and,  with  respect  to  an  Auction  Call  Redemption,  fees  and  expenses 
of  the  Auction  Agent. 

Redemption  Procedures 

Notice  of  any  Auction  Call  Redemption,  Optional  Redemption,  Clean-Up  Call  Redemption  or  Tax 
Redemption  will  be  given  by  first-class  mail,  postage  prepaid,  mailed  not  less  than  ten  days  and  not  more 
than  30  days  prior  to  the  date  scheduled  for  redemption  (with  respect  to  such  Auction  Call  Redemption, 
Optional  Redemption,  Clean-Up  Call  Redemption  or  Tax  Redemption,  the  "Redemption  Date"),  to  DTC, 
to  the  registered  holders  of  the  Regulation  S  Global  Notes  by  delivery  of  the  relevant  notice  to  Euroclear 
and  Ciearstream  for  communication  by  them  to  entitled  accountholders  and  to  each  holder  of  Preference 
Shares  at  such  holder's  address  in  the  Note  Register  or,  in  the  case  of  the  Preference  Shares,  the 
register  of  Preference  Shares  maintained  under  the  Preference  Share  Paying  Agency  Agreement  (the 
"Share  Register),  any  Interest  Rate  Swap  Counterparty,  each  Synthetic  Security  Counterparty,  the  Initial 
Investment  Agreement  Provider  and  to  each  Rating  Agency.  The  Trustee  will  also  give  notice  thereof  to 
the  Company  Announcements  Office  of  the  Irish  Stock  Exchange.  Notes  must  be  surrendered  at  the 
offices  of  a  Paying  Agent  under  the  Indenture  in  order  to  receive  the  applicable  Redemption  Price,  unless 
the  holder  provides  (a)  an  undertaking  to  surrender  such  Note  thereafter  and  (b).  in  the  case  of  a  holder 
that  is  not  a  Qualified  Institutional  Buyer,  such  security  or  indemnity  as  may  be  required  by  the  Issuers  or 
the  Trustee. 

Any  notice  of  redemption  may  be  withdrawn  by  the  Issuer  up  to  the  fifth  Business  Day  prior  to  the 
scheduled  Redemption  Date  by  written-notice  to  the  Trustee,  any  Interest  Rate  Swap  Counterparty,  each 
Synthetic  Security  Counterparty,  the  Initial  Investment  Agreement  Provider  and  the  Collateral  Manager; 
provided  that  such  notice  is  effective  only  if  the  Disposition  Proceeds  and  the  Collateral  Manager 
certificates  (if  any)  required  to  be  delivered  to  the  Trustee  with  respect  to  an  Auction  Call  Redemption, 

79 


Confidential  Treatment  Requested  GEM7-00000526 


Footnote  Exhibits  -Page  1138 


Optional  Redemption,  Tax  Redemption  or  Clean-Up  Call  Redemption  have  not  been  delivered  to  the 
Trustee  by  such  date  in  form  satisfactory  to  the  Trustee.  Notice  of  any  such  withdrawal  shall  be  given  by 
the  Trustee  to  DTC,  to  the  registered  holders  of  the  Regulation  S  Global  Notes  by  delivery  of  the  relevant 
notice  to  Euroclear  and  Clearstream  for  communication  by  them  to  entitled  accountholders  and  to  each 
holder  of  Preference  Shares  at  such  holder's  address  in  the  Share  Register. 

Cancellation 

All  Notes  that  are  redeemed  or  paid  and  surrendered  for  cancellation  as  described  herein  will 
forthwith  be  canceled  and  may  not  be  reissued  or  resold. 

Form,  Denomination,  Registration  and  Transfer 

General 

(1)  The  Notes  which  will  be  offered  by  the  Initial  Purchaser  to  persons  that  are  not  U.S. 
Persons  and  outside  the  United  States  will  initially  be  represented  by  one  or  more  Temporary  Regulation 
S  Global  Notes  in  definitive,  fully  registered  form,  without  interest  coupons  attached,  deposited  with  the 
Trustee  as  custodian  for,  and  registered  in  the  name  of,  DTC  or  its  nominee,  initially  for  the  accounts  of 
Euroclear  and  Clearstream.  On  the  40th  day  after  which  all  of  the  Notes  of  any  Class  have  been  sold  to 
investors  other  than  the  Initial  Purchaser  or  its  Affiliates,  and  subject  to  the  receipt  by  the  Trustee  of  a 
certificate  in  the  form  provided  by  the  Indenture  from  the  person  holding  such  interest,  a  beneficial 
interest  in  a  Class  of  Temporary  Regulation  S  Global  Notes  may  be  exchanged  for  an  interest  in  a 
Permanent  Regulation  S  Global  Note  of  such  Class  in  fully  registered  form  without  coupons  in  an  amount 
equal  to  the  aggregate  principal  amount  of  such  interest  in  the  Temporary  Regulation  S  Global  Note. 
During  the  Distribution  Compliance  Period,  beneficial  interests  in  a  Regulation  S  Global  Note  may  be  held 
only  through  Euroclear  and  Clearstream.  By  acquisition  of  a  beneficial  interest  in  a  Regulation  S  Global 
Note,  any  purchaser  thereof  will  be  deemed  to  represent  that  it  is  not  a  U.S.  Person  and  that,  if  in  the 
future  it  decides  to  transfer  such  beneficial  interest,  it  will  transfer  such  interest  only  (x)  to  a  non-U.S. 
Person  in  an  offshore  transaction  in  accordance  with  Regulation  S,  or  (y)  to  a  person  who  takes  delivery 
in  the  form  of  a  Restricted  Note.  Beneficial  interests  in  each  Regulation  S  Note  will  be  shown  on,  and 
transfers  thereof  will  be  effected  only  through,  records  maintained  by  DTC  and  its  direct  and  indirect 
participants,  including  Euroclear  and  Clearstream. 

(2)  The  Notes  which  will  be  offered  by  the  Initial  Purchaser  in  reliance  upon  an  exemption 
from  the  registration  requirements  of  the  Securities  Act  (a)  under  Section  4(2)  of  the  Securities  Act  or  (b) 
pursuant  to  Rule  144A  will  be  represented  by  one  or  more  Restricted  Global  Notes  in  fully  registered 
form,  without  interest  coupons  attached,  deposited  with  the  Trustee  as  custodian  for,  and  registered  in  the 
name  of,  DTC  or  its  nominee.  By  acquisition  of  a  beneficial  interest  in  a  Restricted  Note,  any  purchaser 
thereof  will  be  deemed  to  represent  that  it  is  a  U.S.  Person  and  that,  if  in  the  future  it  decides  to  transfer 
such  beneficial  interest,  it  will  transfer  such  interest  only  (a)  to  a  Qualified  Institutional  Buyer  that  is  a 
Qualified  Purchaser,  or  (b)  to  a  non-U.S.  Person  in  an  offshore  transaction  in  accordance  with  Regulation 
S.  Restricted  Notes  may  not  be  transferred  to  non-U.S.  Persons  except  in  the  form  of  a  Regulation  S 
Note.  Interests  in  Restricted  Global  Notes  will  be  shown  on,  and  transfers  thereof  will  be  effected  only 
through,  records  maintained  by  DTC  and  its  direct  and  indirect  participants. 

(3)  The  Notes  are  subject  to  the  restrictions  on  transfer  set  forth  herein  under  Transfer 
Restrictions." 

(4)  Owners  of  beneficial  interests  in  Regulation  S  Global  Notes  and  Restricted  Global  Notes 
will  be  entitled  or  required,  as  the  case  may  be,  under  certain  limited  circumstances  described  below,  to 
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receive  physical  delivery  of  certificated  Notes  (either  a  "Restricted  Definitive  Note"  or  a  "Regulation  S 
Definitive  Note"  and  collectively,  "Definitive  Notes")  in  fully  registered,  definitive  form.  No  owner  of  an 
interest  in  a  Regulation  S  Global  Note  will  be  entitled  to  receive  a  Definitive  Note  (a)  until  after  the 
expiration  of  the  Distribution  Compliance  Period  and  (b)  unless  (i)  for  a  person  other  than  a  distributor  (as 
defined  in  Regulation  S),  such  person  provides  certification  that  the  Definitive  Note  will  be  owned  by  a 
person  that  is  not  a  U.S.  Person  (as  defined  in  Regulation  S)  or  (ii)  for  a  person  that  is  a  U.S.  Person, 
such  person  provides  certification  that  any  interest  in  such  Definitive  Note  was  purchased  in  a  transaction 
that  did  not  require  registration  under  the  Securities  Act  and  that  such  person  is  a  Qualified  Purchaser. 
The  Notes  are  not  issuable  in  bearer  form. 

(5)  Pursuant  to  the  Indenture,  the  Trustee  has  been  appointed  and  will  serve  as  the  registrar 
of  the  Notes  (the  "Note  Registrar")  and  will  provide  for  the  registration  of  the  Notes  and  the  registration  of 
transfers  of  Notes  in  the  register  maintained  by  it  (the  "Note  Register").  The  Trustee  has  been  appointed 
as  a  transfer  agent  with  respect  to  the  Notes  (in  such  capacity,  a  "Transfer  Agent"). 

(6)  The  Notes  (or  interests  therein)  will  be  issuable  in  minimum  denominations  of 
U.S.$500,000  and  in  integral  multiples  of  U.S.$1,000  in  excess  thereof. 

Global  Notes 

(1)  So  long  as  the  depositary  for  a  Global  Note,  or  its  nominee,  is  the  registered  holder  of 
such  Global  Note,  such  depositary  or  such  nominee,  as  the  case  may  be,  will  be  considered  the  absolute 
owner  or  holder  of  such  Regulation  S  Note  or  Restricted  Note,  as  the  case  may  be,  represented  by  such 
Global  Note  for  all  purposes  under  the  Indenture  and  the  Notes  and  members  of,  or  participants  in,  the 
depositary  (the  "Participants"),  as  well  as  any  other  persons  on  whose  behalf  Participants  may  act 
(including  Euroclear  and  Clearstream  and  account  holders  and  participants  therein),  will  have  no  rights 
under  the  Indenture  or  under  a  Note.  Owners  of  beneficial  interests  in  a  Global  Note  will  not  be 
considered  to  be  the  owners  or  holders  of  any  Note  under  the  Indenture  or  the  Notes.  In  addition,  no 
beneficial  owner  of  an  interest  in  a  Global  Note  will  be  able  to  exchange  or  transfer  that  interest,  except  in 
accordance  with  the  applicable  procedures  of  the  depositary  and  (in  the  case  of  a  Regulation  S  Global 
Note)  Euroclear  or  Clearstream  (in  addition  to  those  under  the  Indenture),  in  each  case  to  the  extent 
applicable  (the  "Applicable  Procedures"). 

(2)  Investors  may  hold  their  interests  in  a  Regulation  S  Global  Note  directly  through 
Euroclear  or  Clearstream,  if  they  are  participants  in  such  systems,  or  indirectly  through  organizations 
which  are  participants  in  such  systems.  After  the  Distribution  Compliance  Period  (but  not  earlier), 
investors  may  also  hold  such  interests  other  than  through  Euroclear  or  Clearstream.  Euroclear  and 
Clearstream  will  hold  interests  in  Regulation  S  Global  Notes  on  behalf  of  their  participants  through 
customers'  securities  accounts  in  their  respective  names  on  the  books  of  their  respective  depositaries, 
which  in  turn  will  hold  such  interests  in  such  Regulation  S  Notes  in  customers'  securities  accounts  in  the 
depositaries'  names  on  the  books  of  DTC.  Investors  may  hold  their  interests  in  a  Restricted  Global  Note 
directly  through  DTC,  if  they  are  participants  in  such  system,  or  indirectly  through  organizations  which  are 
participants  in  such  system. 

(3)  Payments  of  the  principal  of,  and  interest  on,  an  individual  Global  Note  registered  in  the 
name  of  a  depositary  or  its  nominee  will  be  made  to  the  depositary  or  its  nominee,  as  the  case  may  be, 
as  the  registered  owner  of  the  Global  Note.  None  of  the  Issuer,  the  Trustee,  the  Note  Registrar  or  any 
Paying  Agent  will  have  any  responsibility  or  liability  for  any  aspect  of  the  records  relating  to  or  payments 
made  on  account  of  beneficial  ownership  interests  in  Global  Notes  or  for  maintaining,  supervising  or 
reviewing  any  records  relating  to  such  beneficial  ownership  interests. 
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(4)  With  respect  to  the  Global  Notes,  the  Issuer  expects  that  the  depositary  for  any  Global 
Note  or  its  nominee,  upon  receipt  of  any  payment  of  principal  of  or  interest  on  such  Global  Note,  will 
credit  the  accounts  of  Participants  with  payments  in  amounts  proportionate  to  their  respective  beneficial 
interests  in  the  principal  amount  of  such  Global  Note  as  shown  on  the  records  of  the  depositary  or  its 
nominee.  The  Issuer  also  expects  that  payments  by  Participants  to  owners  of  beneficial  interests  in  such 
Global  Note  held  through  such  Participants  will  be  governed  by  standing  instructions  and  customary 
practices,  as  is  now  the  case  with  securities  held  for  the  accounts  of  customers  registered  in  the  name  of 
nominees  for  such  customers.  Such  payments  will  be  the  responsibility  of  such  Participants. 

Definitive  Notes 

Interests  in  a  Regulation  S  Note  or  a  Restricted  Note  represented  by  a  Global  Note  will  be 
exchangeable  or  transferable,  as  the  case  may  be,  for  a  Regulation  S  Note  or  a  Restricted  Note, 
respectively,  that  is  a  Definitive  Note  if  (a)  DTC  notifies  the  Issuer  that  it  is  unwilling  or  unable  to  continue 
as  depositary  for  such  Note,  (b)  DTC  ceases  to  be  a  "Clearing  Agency"  registered  under  the  Exchange 
Act,  and  a  successor  depositary  is  not  appointed  by  the  Issuer  within  90  days,  (c)  the  transferee  of  an 
interest  in  such  Global  Note  is  required  by  law  to  take  physical  delivery  of  securities  in  definitive  form,,  (d) 
any  Regulation  S  Global  Note  becomes  immediately  due  and  payable  following  an  Event  of  Default  under 
the  Indenture,  (e)  DTC,  Euroclear  or  Clearstream  is  closed  for  business  for  a  continuous  period  of  14 
days  (other  than  by  reason  of  holiday),  (f)  DTC,  Euroclear  or  Clearstream  announces  an  intention 
permanently  to  cease  business  and  no  alternative  clearance  system  satisfactory  to  the  Issuer  is  available, 
(g)  as  a  result  of  any  amendment  to,  or  change  in,  the  laws  or  regulations  of  the  Cayman  Islands  or  of 
any  authority  therein  or  thereof  having  power  to  tax  or  in  the  interpretation  or  administration  of  such  laws 
or  regulations  which  becomes  effective  on  or  after  the  Closing  Date,  the  Issuer  or  any  Paying  Agent  is  or 
will  be  required  to  make  any  deduction  or  withholding  from  any  payment  in  respect  of  the  Notes  which 
would  not  be  required  were  the  Notes  in  definitive  form  or  (h)  the  Issuer  so  elects  by  notice  to  the  holders 
of  the  Notes,  and  DTC,  Euroclear  and/or  Clearstream,  as  the  case  may  be,  do  not  object.  Upon  the 
occurrence  of  any  of  the  events  described  in  the  preceding  sentence,  the  Issuer  will  cause  Definitive 
Notes  bearing  an  appropriate  legend  (a  "Legend")  regarding  restrictions  on  transfer  to  be  delivered. 
Upon  the  transfer,  exchange  or  replacement  of  Definitive  Notes  bearing  a  Legend,  or  upon  specific 
request  for  removal  of  a  Legend  on  a  Note,  the  Issuers  shall  deliver  through  the  Trustee  or  any  Paying 
Agent  to  the  holder  and  the  transferee,  as  applicable,  one  or  more  Definitive  Notes  in  certificated  form 
corresponding  to  the  principal  amount  of  Definitive  Notes  surrendered  for  transfer,  exchange  or 
replacement  that  bear  such  Legend,  or  will  refuse  to  remove  such  Legend,  as  the  case  may  be,  unless 
there  is  delivered  to  the  Issuer  such  satisfactory  evidence,  which  may  include  an  opinion  of  U.S.  counsel, 
as  may  reasonably  be  required  by  the  Issuer  that  neither  the  Legend  nor  the  restrictions  on  transfer  set 
forth  therein  is  required  to  ensure  compliance  with  the  provisions  of  the  Securities  Act  or  the  Investment 
Company  Act.  Definitive  Notes  will  be  exchangeable  or  transferable  for  interests  in  other  Definitive  Notes 
as  described  below. 

Transfer  and  Exchange  of  Global  Notes 

(1)  Transfer  of  a  Regulation  S  Note  (or  any  interest  therein)  to  a  transferee  who  takes 
delivery  of  such  Note  (or  interest  therein)  in  the  form  of  a  Restricted  Note  (or  any  interest  therein)  may  be 
made  before  or  after  the  end  of  the  Distribution  Compliance  Period,  in  accordance  with  the  Applicable 
Procedures  (in  the  case  of  Global  Notes)  and  upon  receipt  by  the  Trustee,  the  Issuers  and  the  Note 
Registrar  of  a  transfer  certificate  in  the  form  provided  in  the  Indenture  to  the  effect  that,  among  other 
things,  such  transfer  is  being  made  (a)  to  a  person  whom  the  transferor  reasonably  believes  is  a  Qualified 
Institutional  Buyer,  acquiring  such  Notes  (or  any  interest  therein)  for  its  own  account  and  to  whom  notice 
is  given  that  the  resale,  pledge  or  other  transfer  is  being  made  in  reliance  on  the  exemption  from  the 
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registration  requirements  of  the  Securities  Act  provided  by  Rule  144A  and  a  Qualified  Purchaser,  and  (b) 
in  accordance  with  any  applicable  securities  laws  of  any  state  of  the  United  States  and  any  other  relevant 
jurisdiction  and  from  the  transferee  in  the  form  provided  for  in  the  Indenture.  An  exchange  or  transfer  of  a 
Note  represented  by  a  Definitive  Note  to  a  transferee  who  takes  delivery  of  such  Note  in  the  form  of  a 
Restricted  Global  Note  may  be  made  after  the  receipt  by  the  Note  Registrar  or  Transfer  Agent,  as  the 
case  may  be,  of  the  Definitive  Notes  to  be  so  exchanged  or  transferred  and  upon  receipt  by  the  Trustee 
and  the  Issuers  of  a  transfer  certificate  in  the  form  provided  in  the  Indenture. 

An  owner  of  a  beneficial  interest  in  a  Regulation  S  Global  Note  may  transfer  such  interest  in  the 
form  of  a  beneficial  interest  in  such  Regulation  S  Global  Note  without  the  provision  of  written  certification, 
provided  that  such  transfer  is  not  made  to  a  U.S.  Person  or  for  the  account  or  benefit  of  a  U.S.  Person 
and  is  effected,  prior  to  the  expiration  of  the  Distribution  Compliance  Period,  through  Euroclear  or 
Clearstream  or,  after  the  expiration  of  the  Distribution  Compliance  Period,  through  a  clearing  system 
other  than  Euroclear  or  Clearstream,  in  an  offshore  transaction  as  required  by  Regulation  S. 

(2)  Transfer  of  a  Restricted  Note  (or  any  interest  therein)  to  a  transferee  who  takes  delivery 
of  such  Note  (or  interest  therein)  in  the  form  of  a  Regulation  S  Note  will  be  made  only  in  accordance  with 
the  Applicable  Procedures  (in  the  case  of  Global  Notes)  and  upon  receipt  by  the  Trustee,  the  Issuers  and 
the  Note  Registrar  of  a  transfer  certificate  in  the  form  provided  in  the  Indenture  to  the  effect  that  such 
transfer  is  being  made  to  a  non-U.S.  Person  in  an  offshore  transaction  (within  the  meaning  of  Regulation 
S)  in  accordance  with  Rule  904  of  Regulation  S.  An  exchange  or  transfer  of  a  Note  represented  by  a 
Definitive  Note  to  a  transferee  who  takes  delivery  of  such  Note  in  the  form  of  a  Regulation  S  Global  Note 
may  be  made  after  the  receipt  by  the  Note  Registrar  or  Transfer  Agent,  as  the  case  may  be,  of  the 
Definitive  Notes  to  be  so  exchanged  or  transferred  and  upon  receipt  by  the  Trustee  and  the  Issuers  of  a 
transfer  certificate  in  the  form  provided  in  the  Indenture. 

An  owner  of  a  beneficial  interest  in  a  Restricted  Global  Note  may  transfer  such  interest  in  the 
form  of  a  beneficial  interest  in  such  Restricted  Global  Note  without  the  provision  of  written  certification  if 
the  transferee  is  a  Qualified  Institutional  Buyer  and  a  Qualified  Purchaser. 

(3)  Transfers  between  Participants  in  DTC  will  be  effected  in  the  ordinary  way  in  accordance 
with  the  Applicable  Procedures  and  will  be  settled  in  immediately  available  funds.  Transfers  between 
participants  in  Euroclear  and  Clearstream  will  be  effected  in  the  ordinary  way  in  accordance  with  their 
respective  rules  and  operating  procedures. 

(4)  Notes  in  the  form  of  Definitive  Notes  may  be  exchanged  or  transferred  in  whole  or  in  part 
in  the  principal  amount  of  authorized  denominations  by  surrendering  such  Definitive  Notes  at  the  office  of 
the  Note  Registrar  or  any  Transfer  Agent  with  a  transfer  certificate  in  the  form  provided  in  the  Indenture. 
In  addition,  if  the  Definitive  Notes  being  exchanged  or  transferred  contain  a  Legend,  additional 
certifications  to  the  effect  that  such  exchange  or  transfer  is  in  compliance  with  the  restrictions  contained  in 
such  Legend  may  be  required.  With  respect  to  any  transfer  of  a  portion  of  a  Definitive  Note,  the 
transferor  will  be  entitled  to  receive,  at  any  aforesaid  office,  a  new  Definitive  Note  representing  the 
principal  amount  retained  by  the  transferor  after  giving  effect  to  such  transfer.  Definitive  Notes  issued 
upon  any  such  exchange  or  transfer  (whether  in  whole  or  in  part)  will  be  made  available  at  the  office  of 
the  applicable  Transfer  Agent. 

(5)  For  so  long  as  any  of  the  Notes  are  listed  on  the  Irish  Stock  Exchange  and  the  rules  of 
such  exchange  shall  so  require,  the  Issuers  will  have  a  paying  agent  for  such  Notes  in  Ireland  and 
payments  on  and  transfers  or  exchanges  of  interests  in  such  Notes  may  be  effected  through  the  Irish 
Paying  Agent.     If  the  Irish  Paying  Agent  is  replaced  at  any  time  during  such  period,  notice  of  the 
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appointment  of  any  replacement  will  be  given  to  the  Company  Announcements  Office  of  the  Irish  Stock 
Exchange. 

(6)  No  service  charge  will  be  made  for  exchange  or  registration  of  transfer  of  any  Note  but 
the  Trustee  may  require  payment  of  a  sum  sufficient  to  cover  any  tax  or  governmental  charge  payable  in 
connection  therewith  and  expenses  of  delivery  (if  any)  not  made  by  regular  mail. 

(7)  Definitive  Notes  issued  upon  any  exchange  or  registration  of  transfer  of  Notes  will  be 
valid  obligations  of  the  Issuers,  evidencing  the  same  debt,  and  entitled  to  the  same  benefits,  as  the 
Definitive  Notes  surrendered  upon  exchange  or  registration  of  transfer. 

(8)  The  Trustee  will  effect  transfers  of  Global  Notes  and,  along  with  the  Transfer  Agents,  will 
effect  exchanges  and  transfers  of  Definitive  Notes.  In  addition,  the  Note  Registrar  will  keep  in  the  Note 
Register  records  of  the  ownership,  exchange  and  transfer  of  any  Note  in  definitive  form. 

(9)  The  laws  of  some  states  require  that  certain  persons  take  physical  delivery  of  securities 
in  definitive  form.  Consequently,  any  transfer  of  beneficial  interests  in  a  Note  represented  by  a  Global 
Note  to  such  persons  may  require  that  such  interests  in  a  Global  Note  be  exchanged  for  Definitive  Notes. 
Because  DTC  can  only  act  on  behalf  of  Participants,  which  in  turn  act  on  behalf  of  indirect  Participants 
and  certain  banks,  the  ability  of  a  person  having  a  beneficial  interest  in  a  Global  Note  to  pledge  such 
interest  to  persons  or  entities  that  do  not  participate  in  the  DTC  system,  or  otherwise  take  actions  in 
respect  of  such  interest,  may  require  that  such  interest  in  a  Global  Note  be  exchanged  for  Definitive 
Notes.  Interests  in  a  Global  Note  will  be  exchangeable  for  Definitive  Notes  only  as  described  above. 

(10)  Subject  to  compliance  with  the  transfer  restrictions  applicable  to  the  Notes  described 
above  and  under  "Transfer  Restrictions,"  cross-market  transfers  between  DTC,  on  the  one  hand,  and 
directly  or  indirectly  through  Euroclear  or  Clearstream  participants,  on  the  other,  will  be  effected  in  DTC  in 
accordance  with  DTC  rules  on  behalf  of  Euroclear  or  Clearstream,  as  the  case  may  be,  by  its  respective 
depositary;  however,  such  cross-market  transactions  will  require  delivery  of  instructions  to  Euroclear  or 
Clearstream,  as  the  case  may  be,  by  the  counterparty  in  such  system  in  accordance  with  its  rules  and 
procedures  and  within  its  established  deadlines  (Brussels  time).  Euroclear  or  Clearstream,  as  the  case 
may  be,  will,  if  the  transaction  meets  its  settlement  requirements,  deliver  instructions  to  its  respective 
depositary  to  take  action  to  effect  final  settlement  on  its  behalf  by  delivering  or  receiving  interests  in  a 
Regulation  S  Global  Note  in  DTC  and  making  or  receiving  payment  in  accordance  with  normal 
procedures  for  same-day  funds  settlement  applicable  to  DTC.  Clearstream  participants  and  Euroclear 
participants  may  not  deliver  instructions  directly  to  the  depositaries  of  Euroclear  or  Clearstream, 
respectively. 

(11)  Because  of  time  zone  differences,  cash  received  in  Euroclear  or  Clearstream  as  a  result 
of  sales  of  interests  in  a  Regulation  S  Global  Note  by  or  through  a  Euroclear  or  Clearstream  participant  to 
a  DTC  participant  will  be  received  with  value  on  the  DTC  settlement  date  but  will  be  available  in  the 
relevant  Euroclear  or  Clearstream  cash  account  only  as  of  the  business  day  following  settlement  in  DTC. 

(12)  DTC  has  advised  the  Issuers  that  it  will  take  any  action  permitted  to  be  taken  by  a  holder 
of  Notes  (including,  without  limitation,  the  presentation  of  Notes  for  exchange  as  described  above)  only  at 
the  direction  of  one  or  more  Participants  to  whose  account  the  DTC  interests  in  the  Global  Notes  are 
credited  and  only  in  respect  of  such  portion  of  the  aggregate  principal  amount  of  the  Notes  as  to  which 
such  Participant  or  Participants  has  or  have  given  such  direction.  However,  if  there  is  an  Event  of  Default 
under  the  Notes,  DTC  will  exchange  the  Global  Notes  for  Definitive  Notes,  legended  as  appropriate, 
which  it  will  distribute  to  its  Participants. 
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(13)  DTC  has  advised  the  Issuers  as  follows:  DTC  is  a  limited-purpose  trust  company 
organized  under  the  New  York  Banking  Law,  a  "banking  organization"  within  the  meaning  of  the  New 
York  Banking  Law,  a  member  of  the  Federal  Reserve  System,  a  "clearing  corporation"  within  the  meaning 
of  the  New  York  Uniform  Commercial  Code  and  a  "clearing  agency"  registered  pursuant  to  the  provisions 
of  Section  17A  of  the  Exchange  Act.  DTC  was  created  to  hold  securities  for  its  Participants  and  facilitate 
the  clearance  and  settlement  of  securities  transactions  between  Participants  through  electronic  book- 
entry  changes  in  accounts  of  its  Participants,  thereby  eliminating  the  need  for  physical  movement  of 
certificates.  Participants  include  securities  brokers  and  dealers,  banks,  trust  companies  and  clearing 
corporations  and  may  include  certain  other  organizations.  Indirect  access  to  the  DTC  system  is  available 
to  others  such  as  banks,  brokers,  dealers  and  trust  companies  that  clear  through  or  maintain  a  custodial 
relationship  with  a  participant,  either  directly  or  indirectly  ("indirect  participants"). 

(14)  Although  DTC,  Euroclear  and  Clearstream  have  agreed  to  the  foregoing  procedures  in 
order  to  facilitate  transfers  of  interests  in  Global  Notes  among  participants  of  DTC,  Euroclear  and 
Clearstream,  they  are  under  no  obligation  to  perform  or  continue  to  perform  such  procedures,  and  such 
procedures  may  be  discontinued  at  any  time.  None  of  the  Issuer,  the  Co-Issuer  and  the  Trustee  will  have 
any  responsibility  for  the  performance  by  DTC,  Euroclear  or  Clearstream  or  their  respective  Participants 
or  indirect  participants  of  their  respective  obligations  under  the  rules  and  procedures  governing  their 
operations. 

(15)  The  Issuer  may  impose  additional  transfer  restrictions  to  comply  with  the  USA  PATRIOT 
Act,  or  any  similar  laws  or  regulations  to  the  extent  they  are  applicable  to  the  Issuer,  and  each  holder  of 
Securities  will  be  required  to  comply  with  such  transfer  restrictions. 

Preference  Shares 

The  Preference  Shares  will  be  issued  in  fully  registered,  definitive  form,  registered  in  the  name  of 
the  legal  owner  thereof  (or  a  nominee  acting  on  behalf  of  the  disclosed  legal  owner  thereof).  No 
Preference  Share  may  be  transferred  except  in  accordance  with  the  terms  set  forth  in  the  Issuer  Charter 
and  the  Preference  Share  Paying  Agency  Agreement. 

No  Gross-Up 

.  All  payments  made  by  the  Issuer  under  the  Notes  will  be  made  without  any  deduction  or 
withholding  for  or  on  the  account  of  any  tax  unless  such  deduction  or  withholding  is  required  by  applicable 
law,  as  modified  by  the  practice  of  any  relevant  governmental  revenue  authority,  then  in  effect.  If  the 
Issuer  is  so  required  to  deduct  or  withhold,  then  the  Issuer  will  not  be  obligated  to  pay  any  additional 
amounts  in  respect  of  such  withholding  or  deduction. 

The  Indenture 

The  following  summary  describes  certain  provisions  of  the  Indenture.  The  summary  does  not 
purport  to  be  complete  and  is  subject  to,  and  qualified  in  its  entirety  by  reference  to,  the  provisions  of  the 
Indenture. 

Events  of  Default 

An  "Event  of  Default"  is  defined  in  the  Indenture  as: 

(a)  a  default  on  any  Distribution  Date  in  the  payment  of  any  interest  accrued  during  the 
Interest  Period  immediately  preceding  such  Distribution  Date  (i)  on  any  Class  A  Note  or 
Class  B  Note,  (ii)  if  there  are  no  Class  A  Notes  or  Class  B  Notes  outstanding,  on  any 


85 


Confidential  Treatment  Requested  GEM7-00000532 

\  \ : 


Footnote  Exhibits  -Page  1144 


Class  C  Note,  (iff)  if  there  are  no  Class  A  Notes,  Class  B  Notes  or  Class  C  Notes 
outstanding,  on  any  Class  D  Note  or  (iv)  if  there  are  no  Class  A  Notes,  Class  B  Notes, 
Class  C  Notes,  or  Class  D  Notes  outstanding,  on  any  Class  E  Note,  when  the  same 
becomes  due  and  payable,  in  each  case  which  default  continues  for  a  period  of  three 
Business  Days  (or,  in  the  case  of  a  failure  to  make  such  payment  resulting,  as  certified  in 
writing  by  the  Trustee,  solely  from  an  administrative  error  or  omission  by  the  Trustee,  the 
Administrator,  any  Paying  Agent  or  the  Note  Registrar,  seven  days); 

(b)  a  default  in  the  payment  of  principal  of  any  Note  at  its  Stated  Maturity  or  Redemption 
Date  or,  in  the  case  of  a  failure  to  make  such  payment  resulting  solely  from  an 
administrative  error  or  omission  by  the  Administrator,  the  Trustee,  any  Paying  Agent  or 
the  Note  Registrar  which  continues  for  a  period  of  seven  days; 

(c)  the  failure  on  any  Distribution  Date  to  disburse  amounts  (other  than  a  default  in  payment . 
described  in  clause  (a)  or  (b)  above)  available  in  the  Interest  Collection  Account  or 
Principal  Collection  Account  in  accordance  with  the  order  of  priority  set  forth  above  under 
■—Priority  of  Payments",  which  failure  continues  for  a  period  of  two  Business  Days  or,  in 
the  case  of  a  failure  resulting  solely  from  an  administrative  error  or  omission  by  the 
Trustee,  the  Administrator,  any  Paying  Agent  or  the  Note  Registrar,  which  failure 
continues  for  a  period  of  seven  days; 

(d)  either  of  the  Issuers  becomes  an  investment  company  required  to  be  registered  under 
the  Investment  Company  Act; 

(e)  a  default  in  the  performance,  or  breach,  of  any  other  covenant  or  other  agreement  (other 
than  any  covenant  to  meet  the  Collateral  Quality  Tests  or  the  Coverage  Tests)  of  the 
Issuer  or  the  Co-Issuer  under  the  Indenture  or  any  representation  or  warranty  of  the 
Issuer  or  the  Co-Issuer  made  in  the  Indenture  or  in  any  certificate  or  other  writing 
delivered  pursuant  thereto  or  in  connection  therewith  proves  to  be  incorrect  in  any 
material  respect  when  made,  and  the  continuation  of  such  default  or  breach  for  a  period 
of  30  days  (or,  if  such  default  or  breach  has  an  adverse  effect  on  the  validity,  perfection 
or  priority  of  the  security  interest  granted  under  the  Indenture,  15  days)  after  any  of  the 
Issuer,  the  Co-Issuer  or  the  Collateral  Manager  has  actual  knowledge  thereof  or  after 
notice  thereof  to  the  Issuer  and  the  Collateral  Manager  by  the  Trustee  or  to  the  Issuer, 
the  Collateral  Manager  and  the  Trustee  by  the  holders  of  at  least  50%  in  aggregate 
outstanding  principal  amount  of  Notes  of  the  Controlling  Class; 

(f)  certain  events  of  bankruptcy,  insolvency,  receivership  or  reorganization  of  either  of  the 
Issuers  (as  set  forth  in  the  Indenture); 

(g)  one  or  more  final  judgments  being  rendered  against  either  of  the  Issuers  that  exceed,  in 
the  aggregate,  U.S.$1 ,000,000  (or  such  lesser  amount  as  each  Rating  Agency  may 
specify)  and  which  remain  unstayed,  undischarged  and  unsatisfied  for  30  days  after  such 
judgment(s)  becomes  nonappealable,  unless  adequate  funds  have  been  reserved  or  set 
aside  for  the  payment  thereof;  or 

(h)        the  Class  A-1  OC  Ratio  falls  below  100%. 

If  either  of  the  Issuers  obtains  knowledge,  or  has  reason  to  believe,  that  an  Event  of  Default  has 
occurred  and  is  continuing,  such  Co-Issuer  is  obligated  to  promptly  notify  the  Trustee,  the  Preference 
Share  Paying  Agent,  the  Collateral  Manager,  the  Noteholders,  any  Interest  Rate  Swap  Counterparty,  the 
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Synthetic  Security  Counterparty,  the  Initial  Investment  Agreement  Provider,  the  other  of  the  Issuers  and 
each  Rating  Agency  of  such  Event  of  Default  in  writing. 

If  an  Event  of  Default  occurs  and  is  continuing  (other  than  an  Event  of  Default  described  in  clause 
(f)  under  "Events  of  Default"  above),  the  Trustee  (at  the  direction  of  the  holders  of  a  majority  in  aggregate 
outstanding  principal  amount  of  the  Controlling  Class)  by  notice  to  the  Issuers,  or  holders  of  a  majority  in 
aggregate  outstanding  principal  amount  of  the  Controlling  Class  by  notice  to  the  Issuers  and  the  Trustee, 
may  declare  the  principal  of  and  accrued  and  unpaid  interest  on  all  of  the  Notes  to  be  immediately  due 
and  payable.  If  an  Event  of  Default  described  in  clause  (f)  above  under  "Events  of  Default"  occurs,  such 
an  acceleration  will  occur  automatically  and  without  any  further  action.  Notwithstanding  the  foregoing,  if 
the  sole  Event  of  Default  is  an  Event  of  Default  described  in  clause  (a)  or  clause  (b)  above  under  "Events 
of  Default"  with  respect  to  a  default  in  the  payment  of  any  principal  of  or  interest  on  the  Notes  of  a  Class 
other  than  the  Controlling  Class,  neither  the  Trustee  nor  the  holders  of  such  non-Controlling  Class  will 
have  the  right  to  declare  such  principal  and  other  amounts  to  be  immediately  due  and  payable.  Any 
declaration  of  acceleration  may  under  certain  circumstances  be  rescinded  by  the  holders  of  at  least  a 
majority  in  aggregate  outstanding  principal  amount  of  Notes  of  the  Controlling  Class.  The  "Controlling 
Class"  will  be  the  Class  A-1b  Notes  or,  if  there  are  no  Class  A-1b  Notes  outstanding,  the  Class  A-1a 
Notes  or,  if  there  are  no  Class  A-1a  Notes  or  Class  A-1b  Notes  outstanding,  the  Class  A-2  Notes  or,  if 
there  are  no  Class  A-1a  Notes,  Class  A-1b  Notes  or  Class  A-2  Notes  outstanding,  the  Class  B  Notes  or,  if 
there  are  no  Class  A-1b  Notes,  Class  A-1a  notes,  Class  A-2  notes  or  Class  B  Notes  outstanding,  the 
Class  C  Notes  or,  if  there  are  no  Class  A-1b  Notes,  Class  A-1a  notes,  Class  A-2  notes,  Class  B  Notes  or 
Class  C  Notes  outstanding,  the  Class  D  Notes  or,  if  there  are  no  Class  A-1b  Notes,  Class  A-1a  notes, 
Class  A-2  notes.  Class  B  Notes,  Class  C  Notes  or  Class  D  Notes  outstanding,  the  Class  E  Notes. 

If  an  Event  of  Default  occurs  and  is  continuing  when  any  Note  is  outstanding,  the  Trustee  will 
retain  the  Collateral  intact  and  collect  all  payments  in  respect  of  the  Collateral  and  continue  making 
payments  in  the  manner  described  under  "—Priority  of  Payments"  unless: 

(a)  the  Trustee,  or  an  independent  investment  banking  firm  of  national  reputation  selected  by 
the  Trustee  at  the  expense  of  the  Issuer,  determines  that  the  anticipated  net  proceeds  of 
a  sale  or  liquidation  of  such  Collateral  would  be  sufficient  to  discharge  in  full  the  amounts 
then  due  and  unpaid  on  the  Notes  and  certain  administrative  expenses  (including  any 
amounts  due  to  the  Collateral  Manager  and  any  Interest  Rate  Swap  Counterparty)  in 
accordance  with  the  Priority  of  Payments  and  the  holders  of  a  majority  in  aggregate 
outstanding  principal  amount  of  the  Controlling  Class  agree  with  such  determination; 

(b)  the  holders  of  at  least  66  2/3%  in  aggregate' outstanding  principal  amount  of  each  Class 
of  the  Notes  voting  as  a  separate  Class  (and  (i)  any  Interest  Rate  Swap  Counterparty, 
unless  no  early  termination  payment  would  be  owing  by  the  Issuer  to  the  relevant  Interest 
Rate  Swap  Counterparty  or  it  will  be  paid  in  full  all  amounts  owing  to  it  by  the  Issuer  and 
(ii)  the  Synthetic  Security  Counterparty,  unless  no  payment  would  be  owing  by  the  Issuer 
to  the  Synthetic  Security  Counterparty  or  it  will  be  paid  in  full  all  amounts  owing  to  it  by 
the  Issuer)  direct,  subject  to  the  provisions  of  the  Indenture,  the  sale  of  the  Collateral;  or 

(c)  with  respect  to  an  Event  of  Default  pursuant  to  paragraph  (a),  (b)  or  (h)  of  the  definition  of 
Event  of  Default  the  Holders  of  at  least  sixty-six  and  two-thirds  percent  (66  %)  of  the 
Aggregate  Outstanding  Amount  of  the  Controlling  Class,  so  long  as  any  Class  A-1  Notes 
remain  Outstanding,  direct  the  sale  and  liquidation  of  the  Collateral. 

If  an  Event  of  Default  occurs  and  is  continuing  and  condition  (a),  condition  (b)  or  condition  (c) 
above  is  satisfied,  the  Trustee  will  liquidate  the  Collateral,  including  the  termination  or  novation  of  the 
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Synthetic  Securities,  and  terminate  any  Interest  Rate  Swap  Agreement  and,  on  the  second  Business  Day 
(the  "Accelerated  Maturity  Date")  following  the  Business  Day  on  which  the  Trustee  notifies  the  Issuer, 
the  Collateral  Manager  and  each  Rating  Agency  that  such  liquidation  and  such  termination  is  completed, 
apply  the  proceeds  thereof,  net  of  reasonable  costs  of  collection  and  enforcement,  in  accordance  with  the 
Priority  of  Payments  described  above  under  "Priority  of  Payments— Interest  Proceeds"  and  "Priority  of 
Payments— Principal  Proceeds."  The  Accelerated  Maturity  Date  will  be  treated  as  a  Distribution  Date. 

The  holders  of  a  majority  in  aggregate  outstanding  principal  amount  of  Notes  of  the  Controlling 
Class  will  have  the  right  to  direct  the  Trustee  in  the  conduct  of  any  proceedings  for  any  remedy  available 
to  the  Trustee,  provided  that  (a)  such  direction  will  not  conflict  with  any  rule  of  law  or  the  Indenture;  (b)  the 
Trustee  may  take  any  other  action  not  inconsistent  with  such  direction  (and  the  Trustee  need  not  take  any 
action  whether  pursuant  to  direction  from  the  Controlling  Class  or  otherwise  that  it  determines  might 
involve  it  in  liability  unless  it  has  received  indemnity  against  such  liability  as  set  forth  in  (c));  (c)  the 
Trustee  has  been  provided  with  indemnity  satisfactory  to  it;  and  (d)  any  direction  to  undertake  a  sale  of 
the  Collateral  may  be  made  only  as  described  in  the  preceding  paragraph. 

Pursuant  to  the  Indenture,  as  security  for  the  payment  by  the  Issuer  of  the  compensation  and 
expenses  of  the  Trustee  and  any  sums  the  Trustee  may  be  entitled  to  receive  as  indemnification  by  the 
Issuer,  the  Issuer  will  grant  the  Trustee  a  lien  on  the  Collateral,  which  lien  is  senior  to  the  lien  of  the 
Secured  Parties.  The  Trustee's  lien  will  be  exercisable  by  the  Trustee  only  if  the  Notes  have  been 
declared  due  and  payable  following  an  Event  of  Default  and  such  acceleration  has  not  been  rescinded  or 
annulled. 

Subject  to  the  provisions  of  the  Indenture  relating  to  the  duties  of  the  Trustee,  in  case  an  Event  of 
Default  occurs  and  is  continuing,  the  Trustee  will  be  under  no  obligation  to  exercise  any  of  the  rights  or 
powers  under  the  Indenture  at  the  request  of  any  holders  of  any  of  the  Notes,  unless  such  holders  have 
offered  to  the  Trustee  reasonable  security  or  indemnity. 

The  holders  of  a  majority  in  aggregate  outstanding  principal  amount  of  Notes  of  the  Controlling 
Class,  acting  together  with  each  Synthetic  Security  Counterparty,  may,  prior  to  the  time  a  judgment  or 
decree  for  the  payment  of  money  due  has  been  obtained  by  the  Trustee,  waive  any  past  default  on  behalf 
of  the  holders  of  all  the  Notes  and  its  consequences,  except  a  default  in  the  payment  of  the  principal  of 
any  Note  or  in  the  payment  of  interest  (including  any  Deferred  Interest,  Defaulted  Interest  or  interest 
thereon)  on  the  Class  A  Notes  or,  after  the  Class  A  Notes  have  been  paid  in  full,  the  Class  B  Notes  or, 
after  the  Class  B  Notes  have  been  paid  in  full,  the  Class  C  Notes,  after  the  Class  C  Notes  have  been  paid 
in  full,  the  Class  D  Notes,  or  after  the  Class  D  Notes  are  paid  in  full,  the  Class  E  Notes*  or  in  respect  of  a 
provision  of  the  Indenture  that  cannot  be  modified  or  amended  without  the  waiver  or  consent  of  the  holder 
of  each  outstanding  Note  affected  thereby  or  arising  as  a  result  of  an  Event  of  Default  described  in  clause 
(d)  above  under  "Events  of  Default."  Notwithstanding  any  such  grant  of  a  waiver,  an  Interest  Rate  Swap 
Counterparty  may  rescind  such  waiver  by  notice  to  the  Trustee,  the  Collateral  Manager,  each  Synthetic 
Security  Counterparty  and  the  holders  of  the  Controlling  Class  of  Notes  (given  within  five  Business  Days 
after  receipt  of  notice  of  such  waiver)  if  the. relevant  Interest  Rate  Swap  Counterparty  delivers  a 
certification  to  the  effect  that  such  waiver  will  have  a  material  and  adverse  effect  on  such  Interest  Rate 
Swap  Counterparty. 

No  holder  of  a  Note  will  have  the  right  to  institute  any  proceeding  with  respect  to  the  Indenture 
unless  (a)  such  holder  previously  has  given  to  the  Trustee  written  notice  of  an  Event  of  Default,  (b)  except 
in  certain  cases  of  a  default  in  the  payment  of  principal  or  interest,  the  holders  of  at  least  50%  in 
aggregate  outstanding  principal  amount  of  the  Notes  of  the  Controlling  Class  have  made  a  written  request 
upon  the  Trustee  to  institute  such  proceedings  in  its  own  name  as  Trustee  and  such  holders  have  offered 
the  Trustee  reasonable  indemnity,  (c)  the  Trustee  has  for  30  days  failed  to  institute  any  such  proceeding 
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and  (d)  no  direction  inconsistent  with  such  written  request  has  been  given  to  the  Trustee  during  such  30- 
day  period  by  the  holders  of  a  majority  in  aggregate  outstanding  principal  amount  of  the  Notes  of  the 
Controlling  Class. 

In  determining  whether  the  holders  of  the  requisite  percentage  of  Notes  or  requisite  percentage  in 
interest  of  Preference  Shareholders  have  given  any  direction,  notice  or  consent,  (a)  Notes  owned  by  the 
Issuer,  the  Co-Issuer  or  any  affiliate  thereof  shall  be  disregarded  and  deemed  not  to  be  outstanding  and 
(b)  in  relation  to  any  assignment  or  termination  of  the  Management  Agreement  (including  the  exercise  of 
any  right  to  remove  the  Collateral  Manager  or  terminate  the  Management  Agreement)  or  any  amendment 
or  other  modification  of  the  Management  Agreement  or  the  Indenture  increasing  the  rights  or  decreasing 
the  obligations  of  the  Collateral  Manager,  Collateral  Manager  Securities  shall  be  disregarded  and  deemed 
not  to  be  outstanding.  Collateral  Manager  Securities  shall  be  disregarded  and  deemed  not  to  be 
outstanding  for  purposes  of  determining  whether  holders  of  the  requisite  percentage  in  interest  of 
Preference  Shares  have  approved  certain  acquisitions  of  Underlying  Assets  from  the  Collateral  Manager 
or  its  Affiliates.  The  Collateral  Manager  and  its  Affiliates  will  be  entitled  to  vote  Notes  and  Preference 
Shares  held  by  them  with  respect  to  all  matters  other  than  those  described  in  the  foregoing  clause  (b) 
(including  the  selection  of  or  consent  to  a  successor  collateral  manager  that  is  not  an  Affiliate  of  the 
existing  Collateral  Manager).  The  term  "Collateral  Manager"  for  purposes  of  this  paragraph  includes  any 
successor  or  successors  to  HBK  Investments  L.P.  and  any  of  HBK  Investments  L.P.'s  affiliated 
subadvisors. 

Notices 

Notices  to  the  Noteholders  will  be  given  by  first-class  mail,  postage  prepaid,  to  the  registered 
Noteholders  at  their  addresses  appearing  in  the  Note  Register.  In  addition,  for  so  long  as  any  of  the 
Notes  are  listed  on  the  Irish  Stock  Exchange  and  the  rules  of  such  exchange  so  require,  notices  will  also 
be  given  to  the  Company  Announcements  Office  of  the  Irish  Stock  Exchange. 

Modification  of  the  Indenture 

With  the  consent  of  (a)  the  holders  of  not  less  than  a  majority  of  each  Class  materially  and 
adversely  affected  thereby  and  all  of  the  Preference  Shareholders  if  materially  and  adversely  affected 
thereby,  (b)  the  consent  of  any  Interest  Rate  Swap  Counterparty  adversely  affected  thereby,  (c)  the 
consent  of  the  Synthetic  Security  Counterparty  adversely  affected  thereby,  and  (c)  the  consent  of  the 
Initial  Investment  Agreement  Provider  adversely  affected  thereby,  the  Trustee  and  Issuers  may  enter  into 
one  or  more  indentures  to  add  any  provisions  to,  or  change  in  any  manner  or  eliminate  any  of  the 
provisions  of,  the  Indenture  or  modify  in  any  manner  the  rights  of  the  Noteholders  of  such  Class,  the 
Preference  Shareholders,  any  Interest  Rate  Swap  Counterparty,  Synthetic  Security  Counterparty  or  the 
Initial  Investment  Agreement  Provider,  as  the  case  may  be,  under  the  Indenture.  Unless  notified  by 
holders  of  a  majority  in  aggregate  outstanding  principal  amount  of  any  Class  of  Notes,  a  Majority-in- 
Interest  of  Preference  Shareholders,  any  Interest  Rate  Swap  Counterparty,  the  Synthetic  Security 
Counterparty  or  the  Initial  Investment  Agreement  Provider  that  such  Class  of  Notes  or  the  Preference 
Shares,  as  the  case  may  be,  will  be  materially  and  adversely  affected,  or  any  Interest  Rate  Swap 
Counterparty  will  be  adversely  affected,  or  the  Synthetic  Security  Counterparty  will  be  adversely  affected, 
or  the  Initial  Investment  Agreement  Provider  will  be  adversely  affected,  the  Trustee  may,  consistent  with 
the  written  advice  of  counsel,  determine  whether  or  not  such  Class  of  Notes  or  the  Preference  Shares 
would  be  materially  and  adversely  affected,  or  any  Interest  Rate  Swap  Counterparty  would  be  adversely 
affected,  or  the  Synthetic  Security  Counterparty  would  be  adversely  affected,  or  the  Initial  Investment 
Agreement  Provider  would  be  adversely  affected,  by  such  change  (after  giving  15  Business  Days'  notice 
of  such  change  to  the  holders  of  such  Class  of  Notes,  the  Preference  Shareholders,  any  Interest  Rate 
Swap  Counterparty  and  the  Initial  Investment  Agreement  Provider).     Such  determination  shall  be 
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conclusive  and  binding  on  all  present  and  future  Noteholders,  the  Preference  Shareholders,  any  Interest 
Rate  Swap  Counterparty,  the  Synthetic  Security  Counterparty  and  the  Initial  Investment  Agreement 
Provider. 

Notwithstanding  the  foregoing,  the  Trustee  may  not  enter  into  any  supplemental  indenture  without 
the  consent  of  each  holder  of  each  outstanding  Note  of  each  Class  affected  thereby  and  each  Preference 
Shareholder  if  the  Preference  Shares  are  affected  by  the  supplemental  indenture  if  such  supplemental 
indenture: 

(a)  changes  the  Stated  Maturity  of  any  Note  or  the  scheduled  redemption  date  of  the 
Preference  Shares  or  the  due  date  of  any  installment  of  interest  on  any  Note  or 
distribution  of  Excess  Interest  in  respect  of  a  Preference  Share,  reduces  the  principal 
amount  of  any  Note  or  the  rate  of  interest  thereon,  or  the  redemption  price  with  respect  to 
any  Note  or  Preference  Share,  changes  the  earliest  date  on  which  the  Issuer  may 
redeem  any  Note  or  Preference  Share  or  the  amount  of  Excess  Interest  or  Excess 
Principal  Proceeds  payable  in  respect  of  a  Preference  Share,  changes  the  provisions  of 
the  Indenture  relating  to  the  application  of  proceeds  of  any  Collateral  to  the  payment  of 
principal  of  or  interest  on  the  Notes  or  the  payment  of  Excess  Interest  and  Excess 
Principal  Proceeds  in  respect  of  the  Preference  Shares,  changes  any  place  where,  or  the 
coin  or  currency  in  which,  any  Note  or  any  Preference  Share,  or  the  principal  thereof  or 
interest  thereon  or  any  Excess  Interest  or  Excess  Principal  Proceeds  in  respect  thereof, 
respectively,  is  payable,  or  impairs  the  right  to  institute  suit  for  the  enforcement  of  any 
such  payment  on  or  after  the  Stated  Maturity  thereof  or  the  scheduled  redemption  date  of 
the  Preference  Shares  (or,  in  the  case  of  redemption,  on  or  after  the  applicable 
redemption  date); 

(b)  reduces  the  percentage  in  aggregate  outstanding  principal  amount  of  holders  of  Notes  of 
each  Class  or  the  percentage  of  Preference  Shares  whose  consent  is  required  for  the 
authorization  of  any  supplemental  indenture  or  for  any  waiver  of  compliance  with 
applicable  provisions  of  the  Indenture  or  certain  defaults  thereunder  or  their 
consequences; 

(c)  impairs  or  adversely  affects  the  Collateral  pledged  under  the  Indenture  except  as 
otherwise  permitted  thereby; 

(d)  permits  the  creation  of  any  lien  ranking  prior  to  or  on  a  parity  with  the  lien  created  by  the 
Indenture  with  respect  to  any  part  of  the  Collateral  or  terminates  such  lien  on  any 
property  at  any  time  subject  thereto  or  deprives  the  holder  of  any  Note  of  the  security 
afforded  by  the  lien  created  by  the  Indenture; 

(e)  reduces  the  percentage  of  the  aggregate  outstanding  principal  amount  of  holders  of 
Notes  of  each  Class  whose  consent  is  required  to  request  that  the  Trustee  preserve  the 
Collateral  pledged  under  the  Indenture  or  rescind  the  Trustee's  election  to  preserve  the 
Collateral  or  to  sell  or  liquidate  the  Collateral  pursuant  to  the  Indenture; 

(f)  modifies  any  of  the  provisions  of  the  Indenture  with  respect  to  supplemental  indentures 
requiring  the  consent  of  Noteholders  except  to  increase  the  percentage  of  outstanding 
Notes  (or  percentage  of  Preference  Shares)  whose  holders'  consent  is  required  for  any 
such  action  or  to  provide  that  other  provisions  of  the  Indenture  cannot  be  modified  or 
waived  without  the  consent  of  the  holder  of  each  outstanding  Note  or  Preference  Share 
affected  thereby; 
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(g)         modifies  the  definition  of  the  term  "Outstanding,"  the  Priority  of  Payments  or  the 
subordination  provisions  of  the  Indenture; 

(h)  changes  the  permitted  minimum  denominations  of  any  Class  of  Notes  or  the  minimum 
number  of  Preference  Shares;  or 

(i)  modifies  any  of  the  provisions  of  the  Indenture  in  such  a  manner  as  to  affect  the 

calculation  of  the  amount  of  any  payment  of  interest  on  or  principal  of  any  Note  or  the 
calculation  of  the  amount  of  Excess  Interest  or  Excess  Principal  Proceeds  with  respect  to 
the  Preference  Shares  on  any  Distribution  Date  or  the  right  of  the  Noteholders  or  the 
Preference  Shareholders  to  the  benefit  of  any  provisions  for  the  redemption  of  such 
Notes  or  Preference  Shares  contained  in  the  Indenture; 

provided  that  no  such  supplemental  indenture  shall  modify  the  rights  of  the  Preference  Shareholders 
without  the  written  consent  of  each  Preference  Shareholder.  At  any  time  that  any  Class  of  Notes  is  rated 
by  any  Rating  Agency,  the  Trustee  shall  not  enter  into  any  such  supplemental  indenture  if,  as  a  result  of 
such  supplemental  indenture,  the  Rating  Condition  would  not  be  satisfied  with  respect  to  such 
supplemental  indenture,  unless  each  holder  of  Notes  of  each  Class  whose  rating  will  be  reduced  or 
withdrawn  has  consented  to  such  supplemental  indenture  and  each  such  Noteholder  was  notified  prior  to 
or  at  the  time  of  its  consent  that  a  reduction  or  withdrawal  of  Standard  &  Poor's  ratings  was  likely  to  occur. 

The  Issuers  and  the  Trustee  may  also  enter  into  supplemental  indentures  without  obtaining  the 
consent  of  the  holders  of  any  Notes  or  Preference  Shares  or  any  Interest  Rate  Swap  Counterparty,  the 
Synthetic  Security  Counterparty  or  the  Initial  Investment  Agreement  Provider  in  order  to,  among  other 
things: 

(a)  evidence  the  succession  of  any  person  to  the  Issuer  or  the  Co-Issuer  and  the  assumption 
by  such  successor  of  the  covenants  in  the  Indenture  and  the  Notes  or  to  change  the 
name  of  the  Issuer  or  the  Co-Issuer; 

(b)  add  to  the  covenants  of  the  Issuers  or  the  Trustee  for  the  benefit  of  the  holders  of  all  of 
the  Notes  and  Preference  Shares  or  to  surrender  any  right  or  power  conferred  upon  the 
Issuers; 

(c)  convey,  transfer,  assign,  mortgage  or  pledge  any  property  to  or  with  the  Trustee; 

(d)  evidence  and  provide  for  the  acceptance  of  appointment  under  the  Indenture  by  a 
successor  trustee,  collateral  manager,  listing  agent,  calculation  agent,  custodian, 
securities  intermediary,  note  registrar,  paying  agent  and/or  collateral  administrator  and 
the  compensation  thereof  and  to  add  to  or  change  any  of  the  provisions  of  the  Indenture 
as  shall  be  necessary  to  facilitate  the  administration  of  the  trusts  under  the  Indenture  by 
more  than  one  Trustee; 

(e)  correct  or  amplify  the  description  of  any  property  at  any  time  subject  to  the  lien  created  by 
the  Indenture,  or  to  better  assure,  convey  and  confirm  unto  the  Trustee  any  property 
subject  or  required  to  be  subject  to.  the  lien  created  by  the  Indenture  (including,  without 
limitation,  any  and  all  actions  necessary  or  desirable  as  a  result  of  changes  in  law  or 
regulations)  or  to  subject  to  the  lien  created  by  the  Indenture  any  additional  property; 

(f)  make  administrative  and  other  non-material  changes  as  the  Issuer  deems  appropriate; 

(g)  obtain  ratings  on  one  or  more  Classes  of  Notes  from  any  rating  agency; 
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(h)  with  the  prior  written  consent  of  the  Collateral  Manager,  modify  the  restrictions  on  and 
procedures  for  resales  and  other  transfers  of  the  Notes  to  reflect  any  changes  in 
applicable  law  or  regulation  (or  the  interpretation  thereof)  or  to  enable  the  Issuers  to  rely 
upon  any  less  restrictive  exemption  from  registration  under  the  Securities  Act  or  the 
Investment  Company  Act  or  to  remove  restrictions  on  resale  and  transfer  to  the  extent 
not  required  thereunder; 

(i)  with  the  prior  written  consent  of  the  Collateral  Manager,  correct  any  inconsistency,  defect 

or  ambiguity  in  the  Indenture; 

(j)  with  the  prior  written  consent  of  the  Collateral  Manager,  modify  the  restrictions  on  and 

procedures  for  resales  and  other  transfers  of  the  Notes  to  reflect  any  changes  in 
applicable  law  or  regulation  (or  the  interpretation  thereof)  or  in  accordance  with  the  USA 
PATRIOT  Act,  or  other  similar  applicable  laws  or  regulations  to  enable  the  Issuers  to  rely 
upon  any  less  restrictive  exemption  from  registration  under  the  Securities  Act  or  the 
Investment  Company  Act  or  to  remove  restrictions  on  resale  and  transfer  to  the  extent 
not  required  thereunder; 

(k)  avoid  the  imposition  of  tax  on  the  net  income  of  the  Issuer  (or  to  reduce  the  amount  of 
such  tax  payable  by  the  Issuer)  or  of  withholding  tax  on  any  payment  to  the  Issuer,  or 
prevent  the  Noteholders,  the  Preference  Shareholders  or  the  Trustee  from  being  subject 
to  withholding  or  other  taxes,  fees  or  assessments,  or  prevent  the  Issuer  from  being 
treated  as  engaged  in  a  United  States  trade  or  business  for  U.S.  federal  income  tax 
purposes  or  otherwise  subject  to  U.S.  federal,  state,  local  or  foreign  income  or  franchise 
tax  on  a  net  income  tax  basis,  or  avoid  the  Issuer  being  required  to  register  as  an 
investment  company  under  the  Investment  Company  Act  (or  to  reflect  any  change 
permitted  by  the  Indenture  to  avoid  the  occurrence  of  a  Tax  Event  or  the  existence  of  a 
Tax  Materiality  Condition);  provided  that  such  action  will  not  cause  the  Noteholders  to  be 
adversely  affected  to  any  material  extent  by  any  change  to  the  timing,  character  or 
source  of  the  income  from  the  Note; 

(I)  with  the  prior  written  consent  of  the  Collateral  Manager,  to  avoid  the  consolidation  of  the 
Issuer  with  the  Collateral  Manager  on  the  financial  statements  of  the  Collateral  Manager; 

(m)       accommodate  the  issuance  of  any  Class  of  Notes  as  definitive  notes; 

(n)  if  100%  of  the  Preference  Shareholders  request  in  writing  to  the  Issuer  and  the  Trustee, 
accommodate  the  issuance  of  additional  Preference  Shares  with  terms  identical  to  those 
of  the  existing  Preference  Shares; 

(o)         if  the  Collateral  Manager  consents,  modify  the  Auction  Procedures;  and 

(p)  correct  any  manifest  error  in  any  provision  of  the  Indenture  upon  receipt  by  the  Trustee  of 
written  direction  from  the  Issuers  describing  in  reasonable  detail  such  error  and  the 
modification  necessary  to  correct  such  error; 

provided  that,  in  each  such  case,  such  supplemental  indenture  would  not  materially  and  adversely  affect 
any  holder  of  Notes  or  any  Preference  Shareholder  or  adversely  affect  any  Interest  Rate  Swap 
Counterparty,  the  Synthetic  Security  Counterparty  or  the  Initial  Investment  Agreement  Provider.  Unless 
notified  by  holders  of  a  majority  in  aggregate  outstanding  principal  amount  of  Notes  of  any  Class,  a 
Majority-in-lnterest  of  Preference  Shareholders,  any  Interest  Rate  Swap  Counterparty,  the  Synthetic 
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Security  Counterparty  or  the  Initial  Investment  Agreement  Provider  that  such  Class  or  the  Preference 
Shareholders  will  be  materially  and  adversely  affected,  or  any  Interest  Rate  Swap  Counterparty  will  be 
adversely  affected,  or  the  Synthetic  Security  Counterparty  will  be  adversely  affected,  or  the  Initial 
Investment  Agreement  Provider  will  be  adversely  affected,  the  Trustee  may  rely  upon  an  opinion  of 
counsel  as  to  whether  the  interests  of  any  Noteholder  or  Preference  Shareholder  would  be  materially  and 
adversely  affected,  or  any  Interest  Rate  Swap  Counterparty  would  be  adversely  affected,  or  the  Synthetic 
Security  Counterparty  would  be  adversely  affected,  or  the  Initial  Investment  Agreement  Provider  would  be 
adversely  affected,  by  any  such  supplemental  indenture  (after  giving  ten  days'  notice  of  such  change  to 
each  Noteholder,  Preference  Shareholder,  any  Interest  Rate  Swap  Counterparty,  the  Synthetic  Security 
Counterparty  and  the  Initial  Investment  Agreement  Provider).  The  Trustee  may  not  enter  into  any  such 
supplemental  indenture  if,  with  respect  to  such  supplemental  indenture,  the  Rating  Condition  would  not 
be  satisfied;  unless  (i)  each  holder  of  Notes  of  each  Class  with  respect  to  which  the  Rating  Condition 
would  not  be  satisfied  consents  to  such  supplemental  indenture  and  (ii)  each  such  Noteholder  was 
notified  prior  to  or  at  the  time  of  its  consent  that  a  reduction  or  withdrawal  of  Standard  &  Poor's  ratings 
was  likely  to  occur. 

Notwithstanding  any  of  the  foregoing,  the  Trustee  may  not  enter  into  any  supplemental  indenture 
without  the  prior  written  consent  of  the  Collateral  Manager,  any  Interest  Rate  Swap  Counterparty,  the 
Synthetic  Security  Counterparty  or  the  Initial  Investment  Agreement  Provider,  if  such  supplemental 
indenture  adversely  affects  such  party  (as  determined  by  such  party  in  its  reasonable  judgment)  in  any 
respect  or  changes  the  rights  or  obligations  of  such  party  in  any  respect. 

Modification  of  Certain  Other  Documents 

Prior  to  entering  into  any  amendment  or  other  modification  of,  or  consenting  to  or  directing  any 
assignment  or  termination  of  the  Management  Agreement  or  any  Interest  Rate  Swap  Agreement,  the 
Issuer  is  required  by  the  Indenture  to  obtain  the  written  confirmation  of  each  Rating  Agency  that  the 
Rating  Condition  is  satisfied  with  respect  to  such  amendment,  modification,  assignment  or  termination. 
Prior  to  entering  into  any  waiver  in  respect  of  any  of  the  foregoing  agreements,  the  Issuer  is  required  to 
provide  each  Rating  Agency,  the  Collateral  Manager,  any  Interest  Rate  Swap  Counterparty,  the  Synthetic 
Security  Counterparty,  the  Controlling  Class  of  Notes  (for  so  long  as  any  Class  A-1  Notes  remain 
Outstanding)  and  the  Trustee  with  written  notice  of  such  waiver.  The  Indenture  also  provides  that  the 
Issuer  may  not  amend  or  modify,  or  consent  to  or  direct  any  assignment  or  termination  of  the 
Administration  Agreement  without  the  prior  written  consent  of  a  Special-Majority-in-lnterest  of  Preference 
Shareholders,  any  Interest  Rate  Swap  Counterparty  and  the  Synthetic  Security  Counterparty  (if  such 
Interest  Rate  Swap  Counterparty  or  Synthetic  Security  Counterparty  would  be  adversely  affected 
thereby).  The  Synthetic  Security  Counterparty  will  be  an  express  third  party  beneficiary  of  the  Indenture. 

Consolidation.  Merger  or  Transfer  of  Assets 

Except  under  the  limited  circumstances  set  forth  in  the  Indenture,  neither  of  the  Issuers  may 
consolidate  with,  merge  into,  or  transfer  or  convey  all  or  substantially  all  of  its  assets  to,  any  other 
corporation,  partnership,  trust  or  other  person  or  entity. 

Petitions  for  Bankruptcy 

The  Indenture  provides  that  the  Noteholders  agree  not  to  cause  the  filing  of  a  petition  for  winding 
up  or  a  petition  in  bankruptcy  against  the  Issuer  or  the  Co-Issuer  before  one  year  (or,  if  longer,  the 
applicable  preference  period  then  in  effect,  including  any  period  established  pursuant  to  the  laws  of  the 
Cayman  Islands)  and  one  day  have  elapsed  since  the  payment  in  full  of  all  Notes. 
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Satisfaction  and  Discharge  of  Indenture 

The  Indenture  will  be  discharged  with  respect  to  the  Collateral  upon  delivery  to  the  Trustee  for 
cancellation  of  all  of  the  Notes,  or,  within  certain  limitations  (including  the  obligation  to  pay  principal  and 
interest,  including  Deferred  Interest,  Defaulted  Interest  and  interest  on  Defaulted  Interest),  upon  deposit 
with  the  Trustee  of  funds  sufficient  for  the  payment  or  redemption  thereof  and  the  payment  by  the  Issuers 
of  all  other  amounts  due  under  the  Notes,  the  Indenture,  any  Interest  Rate  Swap  Agreement  (including  all 
relevant  termination  payments),  the  Administration  Agreement,  the  Preference  Share  Paying  Agency 
Agreement  and  the  Management  Agreement. 

Trustee 

Deutsche  Bank  Trust  Company  Americas  will  be  the  Trustee  under  the  Indenture.  The  Issuers, 
the  Collateral  Manager  and  their  respective  affiliates  may  maintain  other  banking  relationships  in  the 
ordinary  course  of  business  with  the  Trustee.  The  payment  of  the  fees  and  expenses  of  the  Trustee  is 
solely  the  obligation  of  the  Issuers.  The  Trustee  and  its  affiliates  may  receive  compensation  in 
connection  with  the  investment  of  trust  assets  in  certain  Eligible  Investments  as  provided  in  the  Indenture. 
Eligible  Investments  may  include  investments  for  which  the  Trustee  and/or  its  affiliates  provide  services. 
The  Indenture  contains  provisions  for  the  indemnification  of  the  Trustee  for  any  loss,  liability  or  expense 
incurred  without  negligence,  willful  misconduct  or  bad  faith  on  its  part,  arising  out  of  or  in  connection  with 
the  acceptance  or  administration  of  the  Indenture.  Pursuant  to  the  Indenture,  the  Issuer  has  granted  to 
the  Trustee  a  lien  senior  to  that  of  the  Noteholders  to  secure  payment  by  the  Issuer  of  the  compensation 
and  expenses  of  the  Trustee  and  any  sums  the  Trustee  may  be  entitled  to  receive  as  indemnification  by 
the  Issuer  under  the  Indenture  (subject  to  the  dollar  limitations  set  forth  in  the  Priority  of  Payments  with 
respect  to  any  Distribution  Date),  which  lien  the  Trustee  is  entitled  to  exercise  only  under  certain 
circumstances.  The  Trustee  may  resign  at  any  time  by  giving  written  notice  of  such  resignation  to  the 
Preference  Share  Paying  Agent,  the  Issuers,  the  Noteholders,  the  Collateral  Manager  and  each  Rating 
Agency.  The  Trustee  may  be  removed  by  66  2/3%  in  aggregate  outstanding  principal  amount  of  the 
Notes  (voting  together  as  a  single  Class)  or,  at  any  time  when  an  Event  of  Default  shall  have  occurred 
and  be  continuing  or  when  a  successor  Trustee  has  been  appointed  pursuant  to  the  Indenture,  by  a 
majority  in  aggregate  outstanding  principal  amount  of  the  Controlling  Class.  No  resignation  or  removal  of 
the  Trustee  will  become  effective  until  the  acceptance  of  the  appointment  of  a  successor  Trustee.  In  the 
Indenture,  the  Trustee  will  agree  not  to  cause  the  filing  of  a  petition  for  winding  up  or  a  petition  in 
bankruptcy  against  the  Issuers  for  nonpayment  to  the  Trustee  of  amounts  payable  thereunder  until  at 
least  one  year,  or  if  longer,  the  applicable  preference  period  then  in  effect  including  any  period 
established  pursuant  to  the  laws  of  the  Cayman  Islands,  and  one  day  after  the  payment  in  full  of  all  of  the 
Notes. 

Characterization  of  the  Notes 

The  Issuer  will  treat  the  Notes  as  indebtedness  of  the  Issuer  for  U.S.  federal,  state  and  local 
income  tax  purposes.  The  Indenture  will  provide  that  each  holder,  by  accepting  a  Note,  agrees  not  to 
take  any  action  inconsistent  with  such  treatment  unless  required  by  law. 

Governing  Law 

The  Notes,  the  Indenture,  the  Subscription  Agreement,  the  Management  Agreement,  the 
Collateral  Administration  Agreement,  any  Interest  Rate  Swap  Agreement,  each  Synthetic  Security,  the 
Initial  Investment  Agreement,  the  Preference  Share  Paying  Agency  Agreement  and  the  Note  Purchase 
Agreement  will  be  governed  by  the  law  of  the  State  of  New  York.  The  Issuer  Charter,  the  Preference 
Shares  and  the  Administration  Agreement  will  be  governed  by  the  law  of  the  Cayman  Islands. 
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Reports 

The  Issuer  will  deliver,  or  cause  to  be  delivered,  a  monthly  report  (the  "Monthly  Report"),  except 
for  the  months  when  it  prepares  the  Note  Valuation  Report  described  below,  containing  certain 
information  regarding,  among  other  things,  the  characteristics  and  performance  of  the  Underlying  Assets 
included  in  the  Collateral.  The  Issuer  will  deliver,  or  cause  to  be  delivered,  as  of  each  Determination 
Date,  a  report  (the  "Note  Valuation  Report"),  containing  certain  information  regarding,  among  other 
things,  the  aggregate  principal  amount  of,  and  payments  of  interest  on  or  principal  of,  the  Notes  and  the 
information  with  respect  to  the  Underlying  Assets  normally  included  in  the  Monthly  Report.  In  connection 
with  the  Monthly  Report,  the  Issuer  also  shall  provide,  or  cause  to  be  provided,  certain  monitoring 
information  to  each  Rating  Agency  as  set  forth  in  the  Indenture.  The  Note  Valuation  Report  will  be 
delivered  no  later  than  2  Business  Days  prior  to  the  relevant  Distribution  Date. 

Collateral  Administrator 

On  or  before  the  Closing  Date,  the  Issuer  shall  enter  into  a  collateral  administration  agreement 
(the  "Collateral  Administration  Agreement")  among  the  Issuer,  the  Collateral  Manager  and  Deutsche 
Bank  Trust  Company  Americas,  as  collateral  administrator  (in  such  capacity,  the  "Collateral 
Administrator"),  pursuant  to  which. the  Collateral  Administrator  will  assist  the  Issuer  in  certain  data 
collection  and  compellation  functions  with  respect  to  the  Underlying  Assets. 
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CERTAIN  TERMS  OF  THE  PREFERENCE  SHARES 

The  following  summary  describes  certain  terms  and  conditions  applicable  to  the  Preference 
Shares.  This  summary,  together  with  other  portions  of  this  Offering  Circular  summarizing  terms  and 
conditions  applicable  to  the  Preference  Shares,  does  not  purport  to  be  complete  and  is  subject  to,  and 
qualified  in  its  entirety  by  reference  to,  the  provisions  of  the  Indenture,  the  Issuer  Charter  and  the 
Preference  Share  Paying  Agency  Agreement. 

General 

The  Issuer  is  hereby  offering  59,500  of  its  Preference  Shares,  par  value  U.S.  $0.01  per  share  and 
a  liquidation  preference  of  $1,000  per  share  (the  "Preference  Shares").  The  Preference  Shares  will  be 
fully  paid  and  non-assessable  upon  completion  of  such  offering. 

The  net  proceeds  from  the  issuance  of  the  Preference  Shares,  together  with  the  net  proceeds 
from  the  issuance  of  the  Notes,  will  be  used  by  the  Issuer  to  purchase  Underlying  Assets  and  other 
Eligible  Investments,  all  of  which  will  be  included  in  the  Collateral  and,  pursuant  to  the  Indenture,  will  be 
pledged  by  the  Issuer  to  secure  the  Notes. 

Even  though  each  Preference  Share  has  been  assigned  a  liquidation  preference  of  $1,000 
per  share,  there  is  no  assurance  that,  in  the  context  of  a  liquidation  of  the  Issuer,  there  will  be 
sufficient  funds  to  pay  $1,000  per  share  to  each  holder  of  the  Preference  Shares. 

Under  the  terms  of  the  Preference  Share  Paying  Agency  Agreement,  Deutsche  Bank  Trust 
Company  Americas,  acting  through  an  affiliate  or  agent  located  outside  the  United  States,  will  be  the 
initial  paying  agent  for  the  Preference  Shares  (in  such  capacity,  the  "Paying  Agent").  The  Issuer  may  not 
appoint  a  Paying  Agent  that  does  not  have  offices  located  outside  the  United  States  or  does  not  use  an 
affiliate  or  agent  located  outside  the  United  States.  Payments  of  dividends  on  the  Preference  Shares  will 
be  made  from  funds  available  in  the  Collection  Accounts  and  released  to  the  Paying  Agent  by  the  Trustee 
under  the  Indenture.  All  interest  and  principal  payments  on  the  Underlying  Assets  will  be  deposited 
directly  into  the  Collection  Accounts  and,  together  with  any  reinvestment  income  thereon,  will  be 
available,  subject  to  the  Priority  of  Payments  described  in  the  Note  Offering  Circular,  for  the  payment  of 
certain  of  the  Issuer's  expenses  (including  the  payment  of  the  Management  Fee  to  the  Collateral 
Manager)  and  the  payment  of  amounts  payable  with  respect  to  the  Notes,  and  then  for  the  payment  of 
amounts  payable  with  respect  to  the  Preference  Shares.  See  "Description  of  the  Notes— Priority  of 
Payments"  in  the  Note  Offering  Circular. 

Payments  on  the  Preference  Shares  will  be  made  pursuant  to  certain  procedures  established  by 
the  Paying  Agent  under  the  Preference  Share  Paying  Agency  Agreement;  provided  that  any  final 
payment  will  be  made  upon  presentation  and  surrender  of  the  share  certificates  at  the  office  of  the  Paying 
Agent.  Payments  on  Rule  144A  Preference  Shares  may  be  made  in  the  United  States  by  a  United  States 
dollar  check  drawn  by  the  Paying  Agent  on  a  United  States  dollar  account  maintained  by  the  Paying 
Agent  or,  at  the  request  of  any  Preference  Shareholder,  by  wire  transfer  from  such  account.  In  the  case 
of  Regulation  S  Global  Preference  Shares,  payments  will  be  made  (i)  by  United  States  dollar  check,  by 
the  Paying  Agent  mailing  the  same  from  an  address  located  outside  the  United  States,  or  (ii)  at  the 
request  of  any  Preference  Shareholder,  by  wire  transfer  from  the  account  of  the  Paying  Agent,  acting 
though  its  affiliate  or  agent  located  outside  of  the  United  States,  to  a  United  States  dollar  account 
maintained  by  such  Preference  Shareholder  at  a  bank  outside  of  the  United  States. 
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Status  of  the  Preference  Shares 

The  Preference  Shares  are  equity  in  the  Issuer  and  are  not  secured  by  the  Collateral  securing  the 
Notes.  As  such,  the  Preference  Shareholders  will,  on  a  winding  up  of  the  Issuer,  rank  behind  all  of  the 
creditors,  whether  secured  or  unsecured  and  known  or  unknown,  of  the  Issuer,  including,  without 
limitation,  the  Noteholders,  any  Interest  Rate  Swap  Counterparty,  the  Synthetic  Security  Counterparty, 
the  Initial  Investment  Agreement  Provider  and  any  judgment  creditors. 

Payments  in  respect  of  the  Preference  Shares  are  subject  to  certain  requirements  imposed  by 
Cayman  Islands  law.  Any  amounts  paid  by  the  Preference  Share  Paving  Agent  as  distributions  by  way  of 
dividend  on  the  Preference  Shares  will  be  payable  only  if  the  Issuer  has  sufficient  distributable  profits 
and/or  share  premium.  In  addition,  such  distributions  and  the  payment  of  Excess  Principal  Proceeds 
upon  redemption  of  the  Preference  Shares  will  be  payable  only  to  the  extent  that  the  Issuer  is  and 
remains  solvent  after  such  distributions  are  paid.  Under  Cayman  Islands  law,  a  company  is  generally 
deemed  solvent  if  it  is  able  to  pay  its  debts  as  they  come  due. 

To  the  extent  the  requirements  under  Cayman  Islands  law  described  in  the  preceding  paragraph 
are  not  met,  amounts  otherwise  payable  to  the  Preference  Shareholders  will  be  retained  in  the 
Preference  Share  Payment  Account  until,  in  the  case  of  any  payment  by  way  of  dividend  which  would 
otherwise  be  payable  other  than  on  a  redemption  date  of  the  Preference  Shares,  the  next  succeeding 
Distribution  Date,  or,  in  the  case  of  any  payment  which  would  otherwise  be  payable  on  a  redemption  date 
of  the  Preference  Shares,  the  next  succeeding  Business  Day,  in  each  case  on  which  the  Issuer  notifies 
the  Preference  Share  Paying  Agent  that  such  requirements  are  met.  Amounts  on  deposit  in  the 
Preference  Share  Payment  Account  will  not  be  available  to  pay  amounts  due  to  the  Noteholders,  the 
Trustee,  the  Collateral  Manager,  the  Administrator,  any  Interest  Rate  Swap  Counterparty  or  any  other 
creditor  of  the  Issuer  whose  claim  is  limited  in  recourse  to  the  Collateral.  However,  amounts  on  deposit  in 
the  Preference  Share  Payment  Account  may  be  subject  to  the  claims  of  creditors  of  the  Issuer  that  have 
not  contractually  limited  their  recourse  to  the  Collateral. 

Rights  of  Consent  of  the  Preference  Shareholders 

Set  forth  below  is  a  summary  of  certain  matters  with  respect  to  which  the  consent  of  the 
Preference  Shareholders  is  required  or  in  respect  of  which  the  Preference  Shareholders  may  give 
directions.  This  summary  is  not  meant  to  be  an  exhaustive  list. 

Optional  Redemption  of  the  Notes:  On  any  Distribution  Date  on  or  after  the  March  2010 
Distribution  Date,  the  Notes  may,  subject  to  satisfaction  of  certain  conditions  described  herein,  be 
redeemed  (in  whole  but  not  in  part)  at  the  direction  of  the  holders  of  at  least  sixty-six  and  two 
thirds  percent  (66  2/3%)  of  the  Preference  Shares,  as  described  under  "Description  of  the 
Notes— Optional  Redemption." 

Tax  Redemption  of  the  Notes:  On  any  Distribution  Date,  the  Notes  may,  subject  to  satisfaction  of 
certain  conditions  described  herein,  be  redeemed  (in  whole  but  not  in  part)  at  the  direction  of  a 
Majority-in-lnterest  of  the  Preference  Shareholders;  provided  that,  the  Controlling  Class  may  only 
direct  a  Tax  Redemption  in  the  event  that,  as  a  result  of  the  relevant  Tax  Event,  on  a  previous 
Payment  Date  one  or  more  of  the  Class  A-1a  Notes,  Class  A-1b  Notes,  Class  A-2  Notes  or  Class 
B  Notes  did  not  receive  the  amount  that  it  otherwise  would  have  received  under  the  Priority  of 
Payments  in  the  absence  of  such  Tax  Event  as  described  under  "Description  of  the  Notes— Tax 
Redemption." 
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The  Management  Agreement  For  a  description  of  certain  of  the  rights  of  the  Preference 
Shareholders  in  relation  to  the  removal  of  the  Collateral  Manager  and  the  appointment  of  a 
successor  Collateral  Manager,  see  The  Management  Agreement." 

The  Indenture:  The  Issuer  is  not  permitted  to  enter  into  a  supplemental  indenture  without  the 
consent  of  the  Preference  Shareholders,  if  materially  and  adversely  affected  thereby. 

Auction  Call  Redemption  of  the  Preference  Shares 

The  Preference  Shares  will  be.  subject  to  redemption  pursuant  to  an  Auction  Call  Redemption 
occurring  on  or  after  the  First  Auction  Call  Date  under  the  circumstances  described  under  "Description  of 
the  Notes — Auction  Call  Redemption." 

Distributions 

On  each  Distribution  Date  beginning  with  the  First  Distribution  Date  and  ending  on  the  Final 
Redemption  Date,  the  Paying  Agent,  on  behalf  of  the  Preference  Shareholders,  will  be  entitled  to  receive 
from  the  Trustee  (for  payment  to  the  Preference  Shareholders  as  a  dividend  or,  on  the  Final  Redemption 
Date,  to  redeem  the  Preference  Shares  pursuant  to  the  Preference  Share  Paying  Agency  Agreement  and 
in  accordance  with  the  Issuer  Charter)  all  Excess  Interest  and  all  Excess  Principal  Proceeds  and  other 
funds  received  during  the  most  recently  ended  Collection  Period  and  remaining  after  payment  by  the 
Trustee  on  such  date  of  all  payments  that  take  priority  over  payments  to  the  Paying  Agent  (for  the  benefit 
of  the  Preference  Shareholders)  under  the  Indenture.  Such  Excess  Interest  and  Excess  Principal 
Proceeds  are  referred  to  herein  collectively  as  "Excess  Cash  Flows". 

Failure  to  satisfy  any  of  the  Coverage  Tests  described  under  "Description  of  the  Notes"  in  the 
Note  Offering  Circular  may  result  in  temporary  or  permanent  diversion  of  all  or  a  portion  of  amounts 
otherwise  payable  to  the  Paying  Agent  as  Excess  Interest  and,  therefore,  of  any  amount  payable  on  the 
Preference  Shares.  In  addition,  on  any  Distribution  Date  occurring  after  the  March  2010  Distribution  Date, 
an  amount  equal  to  15%  of  the  Excess  Interest  that  would  otherwise  be  distributed  to  Preference 
Shareholders  on  the  related  Distribution  Date  (after  the  payment  of  certain  other  amounts  thereto)  will  be 
used  instead  to  repay  principal  of  the  Class  D  Notes  until  the  Class  D  Notes  are  paid  in  full.  Preference 
Shareholders  are  entitled  to  share  ratably  in  all  assets  remaining  after  payment  of  all  liabilities  of  the 
Issuer,  including  the  Notes. 

Dividends 

Pursuant  to  a  Preference  Share  Paying  Agency  Agreement,  to  be  dated  as  of  the  Closing  Date 
(the  "Preference  Share  Paying  Agency  Agreement"),  between  the  Issuer  and  Deutsche  Bank  Trust 
Company  Americas,  acting  through  an  affiliate  or  agent  outside  the  United  States  (the  "Paying  Agent"), 
on  each  Distribution  Date,  the  Preference  Shares  will  be  entitled  to  receive  dividends  in  an  amount  equal 
to  all  Excess  Cash  Flows  received  by  the  Paying  Agent  on  such  Distribution  Date,  without  requiring  any 
declaration  of  such  dividends  by  the  Issuer's  board  of  directors. 

The  Issuer  Charter  and  resolutions  passed  by  the  Issuer's  board  of  directors  will  provide  for  the 
payment  of  dividends  on  the  Preference  Shares,  without  requiring  any  declaration  by  the  board  of 
directors,  on  each  Distribution  Date,  other  than  the  Final  Redemption  Date,  in  an  amount  equal  to  the 
amount  of  all  Excess  Cash  Flows  paid  to  the  Paying  Agent  by  the  Trustee  on  such  Distribution  Date 
pursuant  to  the  Indenture. 

Such  dividends,  if  any,  will  be  paid  on  each  Distribution  Date,  other  than  the  Final  Redemption 
Date,  to  the  Preference  Shareholders  in  whose  names  the  Preference  Shares  are  registered  at  the  close 
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of  business  fifteen  days  prior  to  the  applicable  Distribution  Date  (the  "Record  Date").  All  dividend 
payments  will  be  made  pro  rata  according  to  the  number  of  Preference  Shares  held  by  such  Preference 
Shareholders. 

The  payment  of  such  dividends  will  be  subject  to  the  Issuer  having  sufficient  distributable  profits 
or  "share  premium"  (being  the  difference  between  the  aggregate  liquidation  preference  of  the  Preference 
Shares  and  the  aggregate  par  value  of  the  Preference  Shares)  out  of  which  to  pay  such  amounts  and,  in 
the  case  of  a  payment  from  share  premium,  the  Issuer  being  able  to  pay  its  debts  as  they  fall  due  in  the 
ordinary  course  of  its  business. 

Governing  Law 

The  Preference  Share  Paying  Agency  Agreement  and  the  Subscription  Agreement  will  be 
governed  by  the  law  of  the  State  of  New  York.  The  Issuer  Charter  and  the  Preference  Shares  will  be 
governed  by  the  law  of  the  Cayman  Islands. 

Notices 

Notices  to  the  Preference  Shareholders  will  be  in  writing,  and  will  be  mailed,  first-class  postage 
prepaid  or  overnight  delivery,  or  sent  via  facsimile  or  e-mail  by  the  Paying  Agent,  acting  through  its 
affiliate  or  agent  located  outside  the  United  Stated,  from  outside  the  United  States  to  each  of  the 
registered  holders  as  reflected  in  the  Preference  Share  Register. 

Form,  Minimum  Lots,  Registration  and  Transfer 

General 

The  Preference  Shares  will  be  subject  to  certain  restrictions  on  transfer  set  forth  therein  and  in 
the  Issuer  Charter  and  may  bear  a  legend  regarding  such  restrictions. 

Preference  Shares  initially  offered  in  the  U.S.  in  reliance  upon  an  exemption  from  the  registration 
requirements  of  the  Securities  Act  provided  by  Section  4(2)  thereof  (i)  to  a  limited  number  of  Institutional 
Accredited  Investors  (within  the  meaning  of  rule  501(a)(1),  (2),  (3)  or  (7)  under  the  Securities  Act)  or  (ii)  to 
"Qualified  Institutional  Buyers",  as  defined  in  Rule  144A  under  the  Securities  Act  ("Rule  144A  Preference 
Shares")  will  be  represented  by  certificates  in  fully  registered  definitive  form  registered  in  the  name  of  the 
legal  and  beneficial  owner  thereof. 

Preference  Shares  that  will  be  sold  to  non-U.S.  Persons  in  "offshore  transactions"  in  reliance 
upon  Regulation  S  under  the  Securities  Act  will  initially  be  represented  by  one  or  more  temporary  global 
share  certificates  ("Temporary  Regulation  S  Global  Preference  Shares"),  that  will  be  exchangeable  for 
one  or  more  permanent  global  Preference  Shares  ("Permanent  Regulation  S  Global  Preference 
Shares"  and,  together  with  the  Temporary  Regulation  S  Global  Preference  Shares,  the  "Regulation  S 
Global  Preference  Shares")  in  fully  registered  form,  deposited  with  and  registered  in  the  name  of,  The 
Depository  Trust  Company  ("DTC")  (or  its  nominee),  initially  for  the  accounts  of  Euroclear  Bank  SA/N.V., 
as  operator  of  the  Euroclear  system  ("Euroclear"),  and/or  Clearstream  Banking,  societe  anonyme 
("Clearstream").  During  the  Distribution  Compliance  Period,  beneficial  interests  in  a  Regulation  S  Global 
Preference  Share  may  only  be  held  through  Euroclear  or  Clearstream.  By  acquisition  of  a  beneficial 
interest  in  a  Regulation  S  Global  Preference  Share,  any  purchaser  thereof  will  be  deemed  to  represent 
that  it  is  not  a  U.S.  Person  and  that,  if  in  the  future  it  decides  to  transfer  such  beneficial  interest,  it  will 
transfer  such  interest  only  in  an  offshore  transaction  in  accordance  with  Regulation  S  or  to  a  person  who 
takes  delivery  in  the  form  of  a  Rule  144A  Preference  Share.  Beneficial  interests  in  each  Regulation  S 
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Global  Preference  Share  will  be  shown  on,  and  transfers  thereof  will  be  effected  only  through,  records 
maintained  by  DTC  and  its  direct  and  indirect  participants,  including  Euroclear  and  Clearstream. 

Owners  of  beneficial  interests  in  Regulation  S  Global  Preference  Shares  will  be  entitled  or 
required  under  certain  limited  circumstances  described  below,  to  receive  physical  delivery  of  share 
certificates  representing  certificated  Preference  Shares  ("Definitive  Preference  Shares")  in  fully 
registered,  definitive  form.  No  owner  of  an  interest  in  a  Regulation  S  Global  Preference  Share  will  be 
entitled  to  receive  a  Definitive  Preference  Share  (A)  until  after  the  expiration  of  the  Distribution 
Compliance  Period  and  (B)  unless  for  a  person  other  than  a  distributor  (as  defined  in  Regulation  S),  such 
person  provides  certification  that  the  Definitive  Preference  Share  is  beneficially  owned  by  a  person  that  is 
not  a  U.S.  Person  (as  defined  in  Regulation  S). 

So  long  as  DTC,  or  its  nominee,  is  the  registered  holder  of  the  Regulation  S  Global  Preference 
Shares,  DTC  or  such  nominee,  as  the  case  may  be,  will  be  considered  the  absolute  owner  or  holder  of 
such  Regulation  S  Global  Preference  Shares  represented  by  global  share  certificates  for  all  purposes 
under  the  Issuer  Charter  and  the  Regulation  S  Global  Preference  Shares  and  members  of,  or  participants 
in,  DTC  (the  "Participants")  as  well  as  any  other  persons  on  whose  behalf  Participants  may  act  (including 
Euroclear  and  Clearstream  and  account  holders  and  participants  therein)  wiH  have  no  rights  under  the 
Issuer  Charter  or  under  a  Regulation  S  Global  Preference  Share.  Owners  of  beneficial  interests  in  a 
Regulation  S  Global  Preference  Share  will  not  be  considered  to  be  the  owners  or  holders  of  any 
Preference  Shares  under  the  Issuer  Charter  or  the  Preference  Shares.  In  addition,  no  beneficial  owner  of 
an  interest  in  a  Regulation  S  Global  Preference  Share  will  be  able  to  exchange  or  transfer  that  interest, 
except  in  accordance  with  the  applicable  procedures  of  DTC  and  Euroclear  or  Clearstream  (in  addition  to 
those  under  the  Preference  Share  Paying  Agency  Agreement),  in  each  case  to  the  extent  applicable  (the 
"Applicable  Procedures"). 

Investors  may  hold  their  interests  in  a  Regulation  S  Global  Preference  Share  directly  through 
Euroclear  or  Clearstream,  if  they  are  participants  in  such  systems,  or  indirectly  through  organizations 
which  are  participants  in  such  systems.  After  the  Distribution  Compliance  Period  (but  not  earlier), 
investors  may  also  hold  such  interests  other  than  through  Euroclear  or  Clearstream.  Euroclear  and 
Clearstream  will  hold  interests  in  Regulation  S  Global  Preference  Shares  on  behalf  of  their  participants 
through  customers'  securities  accounts  in  their  respective  names  on  the  books  of  their  respective 
depositaries,  which  in  turn  will  hold  such  interests  in  such  Regulation  S  Global  Preference  Shares  in 
customers'  securities  accounts  in  the  depositaries'  names  on  the  books  of  DTC. 

Distributions  on  a  Regulation  S  Global  Preference  Share  registered  in  the  name  of  DTC  or  its 
nominee  will  be  made  to  DTC  or  its  nominee  as  the  registered  owner  of  the  Regulation  S  Global 
Preference  Share.  None  of  the  Issuer  or  the  Preference  Share  Registrar  will  have  any  responsibility  or 
liability  for  any  aspect  of  the  records  relating  to  or  payments  made  on  account  of  beneficial  ownership 
interests  in  Regulation  S  Global  Preference  Shares  or  for  maintaining,  supervising  or  reviewing  any 
records  relating  to  such  beneficial  ownership  interests. 

With  respect  to  the  Regulation  S  Global  Preference  Shares,  the  Issuer  expects  that  DTC  or  its 
nominee,  upon  receipt  of  any  distribution  on  such  Regulation  S  Global  Preference  Share,  will  immediately 
credit  the  accounts  of  Participants  with  payments  in  amounts  proportionate  to  their  respective  beneficial 
interests  in  the  number  of  such  Regulation  S  Global  Preference  Share  as  shown  on  the  records  of  DTC  or 
its  nominee.  The  Issuer  also  expects  that  payments  by  Participants  to  owners  of  beneficial  interests  in 
such  Regulation  S  Global  Preference  Share  held  through  such  Participants  will  be  governed  by  standing 
instructions  and  customary  practices,  as  is  now  the  case  with  securities  held  for  the  accounts  of 
customers  registered  in  the  name  of  nominees  for  such  customers.  Such  payments  will  be  the 
responsibility  of  such  Participants. 
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Deutsche  Bank  Trust  Company  Americas,  acting  through  an  affiliate  or  agent  located  outside  the 
United  States,  has  been  appointed  a  transfer  agent  with  respect  to  the  Preference  Shares  (the 
"Preference  Share  Transfer  Agent"). 

The  Preference  Shares  are  subject  to  the  restrictions  on  transfer  set  forth  in  this  Offering  Circular 
under  Transfer  Restrictions". 

The  Preference  Shares  are  being  offered,  and  may  only  be  transferred,  in  minimum  lots  of  200 
shares. 

The  Preference  Shares  are  not  issuable  in  bearer  form. 

Pursuant  to  the  Preference  Share  Paying  Agency  Agreement,  Maples  Finance  Limited  (on  behalf 
of  the  Issuer)  has  been  appointed  and  will  serve  as  the  registrar  with  respect  to  the  Preference  Shares  (in 
such  capacity,  the  "Preference  Share  Registrar")  and  will  provide  for  the  registration  of  Preference  Shares 
and  the  registration  of  transfers  of  Preference  Shares  in  the  register  maintained  by  it  (the  "Preference 
Share  Register").  Written  instruments  of  transfer  are  available  at  the  office  of  the  Preference  Share 
Registrar. 

The  Issuer  is  authorized  to  issue  59,500Preference  Shares  par  value  U.S.$0.01  per  share. 

Definitive  Preference  Shares 

Interests  in  a  Regulation  S  Global  Preference  Share  represented  by  a  global  share  certificate  will 
be  exchangeable  or  transferable,  as  the  case  may  be,  for  a  Regulation  S  Global  Preference  Share  that  is 
in  certificated  form  (a  "Definitive  Preference  Share")  if  (a)  DTC  notifies  the  Issuer  that  it  is  unwilling  or 
unable  to  continue  as  depositary  for  such  Preference  Share,  (b)  DTC  ceases  to  be  a  "Clearing  Agency" 
registered  under  the  Exchange  Act,  and  a. successor  depositary  is  not  appointed  by  the  Issuer  within  90 
days,  (c)  the  transferee  of  an  interest  in  such  Regulation  S  Global  Preference  Share  is  required  by  law  to 
take  physical  delivery  of  securities  in  definitive  form  or  (d)  the  transferee  is  otherwise  unable  to  pledge  its 
interest  in  a  Regulation  S  Global  Preference  Share.  Upon  the  occurrence  of  any  of  the  events  described 
in  the  preceding  sentence,  the  Issuer  will  cause  such  Definitive  Preference  Shares  bearing  an  appropriate 
legend  (a  "Legend")  regarding  restrictions  on  transfer  to  be  delivered.  Upon  the  transfer,  exchange  or 
replacement  of  such  Regulation  S  Global  Preference  Shares  bearing  a  Legend,  or  upon  specific  request 
for  removal  of  a  Legend  on  a  Regulation  S  Global  Preference  Share  certificate,  the  Issuer  shall  cause  to 
be  delivered  through  the  Preference  Share  Transfer  Agent  to  the  holder  and  the  transferee,  as  applicable, 
one  or  more  Definitive  Preference  Shares  corresponding  to  the  number  of  Preference  Shares 
surrendered  for  transfer,  exchange  or  replacement  that  bear  such  Legend,  or  will  refuse  to  remove  such 
Legend,  as  the  case  may  be,  unless  there  is  delivered  to  the  Issuer  such  satisfactory  evidence,  which 
may  include  an  opinion  of  U.S.  counsel,  as  may  reasonably  be  required  by  the  Issuer  or  the  Preference 
Share  Registrar  that  neither  the  Legend  nor  the  restrictions  on  transfer  set  forth  therein  is  required  to 
ensure  compliance  with  the  provisions  of  the  Securities  Act  or  the  Investment  Company  Act. 

Transfer  and  Exchange 

Transfers  by  a  holder  of  a  beneficial  interest  in  a  Regulation  S  Global  Preference  Share  to  a 
transferee  who  takes  delivery  of  such  interest  through  a  Rule  144A  Preference  Share  will  be  made  only  in 
accordance  with  the  Applicable  Procedures  and  upon  receipt  by  the  Preference  Share  Registrar  of  written 
-certifications  from  (i)  the  transferor  of  the  beneficial  interest  in  the  form  provided  in  the  Preference-Share 
Paying  Agency  Agreement  to  the  effect  that,  among  other  things,  such  transfer  is  being  made  to  a  person 
whom  the  transferor  reasonably  believes  is  a  Qualified  Institutional  Buyer,  purchasing  for  its  own  account, 
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to  whom  notice  is  given  that  the  resale,  pledge  or  other  transfer  is  being  made  in  reliance  on  the 
exemption  from  Securities  Act  registration  provided  by  Rule  144A  and  in  accordance  with  any  applicable 
securities  laws  of  any  state  of  the  United  States  or  any  other  jurisdiction  and  (ii)  the  transferee  in  the  form 
provided  for  in  the  Preference  Share  Paying  Agency  Agreement  to  the  effect  that,  among  other  things,  the 
transferee  is  (a)  a  Qualified  Institutional  Buyer  and  (b)  either  a  Qualified  Purchaser  or  is  not  a  U.S. 
resident  (within  the  meaning  of  the  Investment  Company  Act). 

Transfers  by  a  holder  of  a  beneficial  interest  in  a  Regulation  S  Global  Preference  Share  to  a 
transferee  who  takes  delivery  of  such  interest  through  a  Regulation  S  Global  Preference  Share  will  be 
made  only  to  a  transferee  that  is  acquiring  such  interest  in  an  offshore  transaction  (within  the  meaning  of 
Regulation  S)  in  accordance  with  Rule  904  of  Regulation  S  and  only  in  accordance  with  the  Applicable 
Procedures,  without  the  provision  of  any  written  certification.  If  such  transfer  occurs  after  the  end  of  the 
Distribution  Compliance  Period  and  is  not  made  in  an  offshore  transaction  in  accordance  with  Rule  904  of 
Regulation  S,  such  transfer  may  be  made  only  upon  receipt  by  the  Preference  Share  Registrar  of  written 
certification  from  the  transferee  to  the  effect  that  the  transferee  is  (a)  a  Qualified  Institutional  Buyer  and 
(b)  either  a  Qualified  Purchaser  or  is  not  a  U.S.  resident  (within  the  meaning  of  the  Investment  Company 
Act). 

Transfers  by  a  holder  of  a  Rule  144A  Preference  Share  to  a  transferee  who  takes  delivery  of  such 
interest  through  an  interest  in  a  Regulation  S  Global  Preference  Share  will  be  made  only  upon  receipt  by 
the  Preference  Share  Registrar  of  written  certifications  from  (i)  the  transferor  in  the  form  provided  in  the 
Preference  Share  Paying  Agency  Agreement  to  the  effect  that  such  transfer  is  being  made  in  an  offshore 
transaction  (within  the  meaning  of  Regulation  S)  in  accordance  with  Rule  904  of  Regulation  S  and  (ii)  the 
transferee  to  the  effect  that  the  transferee  is  not  a  U.S.  Person,  purchasing  for  its  own  account  and  not  for 
the  account  or  benefit  of  a  U.S.  Person. 

Exchanges  or  transfers  by  a  holder  of  a  Definitive  Preference  Share  to  a  transferee  who  takes 
delivery  of  such  Note  through  a  Regulation  S  Global  Preference  Share  will  be  made  no  later  than  60  days 
after  the  receipt  by  the  Preference  Share  Registrar  or  Transfer  Agent,  as  the  case  may  be,  of  the 
Definitive  Preference  Shares  to  be  so  exchanged  or  transferred  only  in  accordance  with  the  Applicable 
Procedures,  and,  if  applicable,  upon  receipt  by  the  Preference  Share  Registrar  of  a  written  certification 
from  the  transferor  in  the  form  provided  in  the  Preference  Share  Paying  Agency  Agreement. 

Transfers  by  a  holder  of  a  Rule  144A  Preference  Share  to  a  transferee  who  takes  delivery  of  a 
Rule  144A  Preference  Share  will  be  made  only  upon  receipt  by  the  Preference  Share  Transfer  Agent  or 
the  Preference  Share  Registrar  of  written  certifications  from  (i)  the  transferor  in  the  form  provided  in  the 
Preference  Share  Paying  Agency  Agreement  to  the  effect  that,  among  other  things,  such  transfer  is  being 
made  to  a  person  whom  the  transferor  reasonably  believes  is  a  Qualified  Institutional  Buyer,  purchasing 
for  its  own  account,  to  whom  notice  is  given  that  the  resale,  pledge  or  other  transfer  is  being  made  in 
reliance  on  the  exemption  from  Securities  Act  registration  provided  by  Rule  144A,  in  accordance  with  any 
applicable  securities  laws  of  any  state  of  the  United  States  or  any  other  jurisdiction  and  (ii)  the  transferee 
in  the  form  provided  for  in  the  Preference  Share  Paying  Agency  Agreement  to  the  effect  that,  among 
other  things,  the  transferee  is  (a)  a  Qualified  Institutional  Buyer  and  (b)  either  a  Qualified  Purchaser  or  is 
not  a  U.S.  resident  (within  the  meaning  of  the  Investment  Company  Act). 

Transfers  between  Participants  in  DTC  will  be  effected  in  the  ordinary  way  in  accordance  with  the 
Applicable  Procedures  and  will  be  settled  in  immediately  available  funds.  Transfers  between  participants 
in  Euroclear  and  Clearstream  will  be  effected  in  the  ordinary  way  in  accordance  with  their  respective  rules 
and  operating  procedures. 
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Definitive  Preference  Shares  and  Rule  144A  Preference  Shares  may  be  exchanged  or 
transferred  in  whole  or  in  part  in  the  principal  amount  of  authorized  denominations  by  surrendering  such 
Definitive  Preference  Shares  or  Rule  144A  Preference  Shares,  as  the  case  may  be,  at  the  office  of  the 
Preference  Share  Registrar  or  the  Preference  Share  Transfer  Agent  with  a  written  instrument  of  transfer 
as  provided  in  the  Preference  Share  Paying  Agency  Agreement.  In  addition,  if  the  Definitive  Preference 
Shares  being  exchanged  or  transferred  contain  a  Legend,  additional  certifications  to  the  effect  that  such 
exchange  or  transfer  is  in  compliance  with  the  restrictions  contained  in  such  Legend,  may  be  required. 
With  respect  to  any  transfer  of  a  portion  of  Definitive  Preference  Shares  or  Rule  144A  Preference  Shares, 
the  transferor  will  be  entitled  to  receive,  at  any  aforesaid  office,  new  Definitive  Preference  Shares  or  Rule 
144A  Preference  Shares,  as  the  case  may  be,  representing  the  principal  amount  retained  by  the 
transferor  after  giving  effect  to  such  transfer.  Definitive  Preference  Shares  and  Rule  144A  Preference 
Shares  issued  upon  any  such  exchange  or  transfer  (whether  in  whole  or  in  part)  will  be  made  available  at 
the  office  of  the  Preference  Share  Transfer  Agent. 

The  laws  of  some  states  require  that  certain  persons  take  physical  delivery  of  securities  in 
definitive  form.  Consequently,  any  transfer  of  beneficial  interests  in  Regulation  S  Global  Preference 
Shares  to  such  persons  may  require  that  such  interests  in  Regulation  S  Global  Preference  Shares  be 
exchanged  for  Definitive  Preference  Shares.  Because  DTC  can  only  act  on  behalf  of  Participants,  which 
in  turn  act  on  behalf  of  indirect  Participants  and  certain  banks,  the  ability  of  a  person  having  a  beneficial 
interest  in  Regulation  S  Global  Preference  Shares  to  pledge  such  interest  to  persons  or  entities  that  do 
not  participate  in  the  DTC  system,  or  otherwise  take  actions  in  respect  of  such  interest,  may  require  that 
such  interest  in  a  Regulation  S  Global  Preference  Shares  be  exchanged  for  Definitive  Preference  Shares. 
Interests  in  a  Regulation  S  Global  Preference  Share  will  be  exchangeable  for  Definitive  Preference 
Shares  only  as  described  above. 

Subject  to  compliance  with  the  transfer  restrictions  applicable  to  the  Preference  Shares  described 
above  and  under  "Transfer  Restrictions",  cross-market  transfers  between  DTC,  on  the  one  hand,  and 
directly  or  indirectly  through  Euroclear  or  Clearstream  participants,  on  the  other,  will  be  effected  in  DTC  in 
accordance  with  DTC  rules  on  behalf  of  Euroclear  or  Clearstream,  as  the  case  may  be,  by  its  respective 
depositary;  however,  such  cross-market  transactions  will  require  delivery  of  instructions  to  Euroclear  or 
Clearstream,  as  the  case  may  be,  by  the  counterparty  in  such  system  in  accordance  with  its  rules  and 
procedures  and  within  its  established  deadlines  (Brussels  time).  Euroclear  or  Clearstream,  as  the  case 
may  be,  will  if  the  transaction  meets  its  settlement  requirements,  deliver  instructions  to  its  respective 
depositary  to  take  action  to  effect  final  settlement  on  its  behalf  by  delivering  or  receiving  interests  in 
Regulation  S  Global  Preference  Shares  in  DTC  and  making  or  receiving  payment  in  accordance  with 
normal  procedures  for  same-day  funds  settlement  applicable  to  DTC.  Clearstream  participants  and 
Euroclear  participants  may  not  deliver  instructions  directly  to  the  depositaries  of  Clearstream  or  Euroclear. 

Because  of  time  zone  differences,  cash  received  in  Euroclear  or  Clearstream  as  a  result  of  sales 
of  interests  in  Regulation  S  Global  Preference  Shares  by  or  through  a  Euroclear  or  Clearstream 
participant  to  a  DTC  participant  will  be  received  with  value  on  the  DTC  settlement  date  but  will  be 
available  in  the  relevant  Euroclear  or  Clearstream  cash  account  only  as  of  the  business  day  following 
settlement  in  DTC. 

DTC  has  advised  the  Issuer  that  it  will  take  any  action  permitted  to  be  taken  by  a  holder  of 
Preference  Shares  (including,  without  limitation,  the  presentation  of  Preference  Shares  for  exchange  as 
described  above)  only  at  the  direction  of  one  or  more  Participants  to  whose  account  with  DTC  interests  in 
the  Regulation  S  Global  Preference  Shares  are  credited  arid  only  in  respect  of  the  number  of  Preference 
Shares  as  to  which  such  Participant  or  Participants  has  or  have  given  such  direction. 
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DTC  has  advised  the  Issuer  as  follows:  DTC  is  a  limited-purpose  trust  company  organized  under 
the  New  York  Banking  Law,  a  "banking  organization"  within  the  meaning  of  the  New  York  Banking  Law,  a 
member  of  the  Federal  Reserve  System,  a  "clearing  corporation"  within  the  meaning  of  the  New  York 
Uniform  Commercial  Code  and  a  "clearing  agency"  registered  pursuant  to  the  provisions  of  Section  17A 
of  the  Exchange  Act.  DTC  was  created  to  hold  securities  for  its  Participants  and  facilitate  the  clearance 
and  settlement  of  securities  transactions  between  Participants  through  electronic  book-entry  changes  in 
accounts  of  its  Participants,  thereby  eliminating  the  need  for  physical  movement  of  certificates. 
Participants  include  securities  brokers  and  dealers,  banks,  trust  companies  and  clearing  corporations  and 
may  include  certain  other  organizations.  Indirect  access  to  the  DTC  system  is  available  to  others  such  as 
banks,  brokers,  dealers  and  trust  companies  that  clear  through  or  maintain  a  custodial  relationship  with  a 
participant,  either  directly  or  indirectly  ("indirect  participants"). 

Although  DTC,  Clearstream  and  Eurociear  have  agreed  to  the  foregoing  procedures  in  order  to 
facilitate  transfers  of  interests  in  a  Regulation  S  Global  Preference  Share  among  participants  of  DTC, 
Clearstream  and  Eurociear,  they  are  under  no  obligation  to  perform  or  continue  to  perform  such 
procedures,  and  such  procedures  may  be  discontinued  at  any  time.  None  of  the  Issuer,  the  Trustee  and 
the  Paying  Agent  will  have  any  responsibility  for  the  performance  by  DTC,  Clearstream  or  Eurociear  or 
their  respective  Participants  or  indirect  participants  of  their  respective  obligations  under  the  rules  and 
procedures  governing  their  operations. 

If,  notwithstanding  the  foregoing  restrictions,  the  Issuer  determines  that  any  beneficial  owner  of 
Rule  144A  Preference  Shares  (A)  is  a  U.S.  Person  (within  the  meaning  of  Regulation  S  under  the 
Securities  Act)  and  (B)  is  not  a  Qualified  Purchaser,  then  the  Issuer  may  require,  by  notice  to  such 
Holder,  that  such  Holder  sell  all  of  its  right,  title  and  interest  to  such  Rule  144A  Preference  Shares  to  a 
person' that  is  both  a  Qualified  Institutional  Buyer  and  a  Qualified  Purchaser,  with  such  sale  to  be  effected 
within  30  days  after  notice  of  such  sale  requirement  is  given.  If  such  beneficial  owner  fails  to  effect  the 
transfer  required  within  such  30-day  period,  (i)  upon  direction  from  the  Collateral  Manager  or  the  Issuer, 
the  Preference  Share  Registrar,  on  behalf  of  and  at  the  expense  of  the  Issuer,  shall  cause  such  beneficial 
owner's  interest  in  such  Preference  Shares  to  be  transferred  in  a  commercially  reasonable  sale 
(conducted  by  the  Paying  Agent  in  accordance  with  Section  9-61 0(b)  of  the  Uniform  Commercial  Code  as 
in  effect  in  the  State  of  New  York  as  applied  to  securities  that  are  sold  on  a  recognized  market  or  that 
may  decline  speedily  in  value)  to  a  person  that  certifies  to  the  Preference  Share  Registrar,  the  Issuer  and 
the  Collateral  Manager,  in  connection  with  such  transfer,  that  such  person  is  both  a  Qualified  Institutional 
Buyer  and  a  Qualified  Purchaser  and  (b)  pending  such  transfer,  no  further  payments  will  be  made  in 
respect  of  the  Preference  Shares  held  by  such  beneficial  owner. 

In  addition,  no  Reg  Y  Institution  may  transfer  any  Preference  Shares  held  by  it  to  any  person 
other  than  (a)  a  person  or  group  of  persons  under  common  control  that  controls  the  Issuer  without 
reference  to  any  Preference  Shares  transferred  to  such  person  or  group  by  such  Reg  Y  Institution  (a 
"Controlling  Party"),  (b)  a  person  or  persons  designated  by  a  Controlling  Party,  (c)  in  a  widespread  public 
distribution  as  part  of  a  public  offering,  (d)  in  amounts  such  that,  after  giving  effect  thereto,  no  single 
transferee  and  its  affiliates  will  hold  more  than  2%  of  the  aggregate  number  of  Preference  Shares 
(including  all  options,  warrants  and  similar  rights  exercisable  or  convertible  into  Preference  Shares)  or  (e) 
as  otherwise  permitted  by  applicable  U.S.  Federal  banking  law  and  regulations.  See  Transfer 
Restrictions". 

No  service  charge  will  be  made  for  exchange  or  registration  of  transfer  of  any  Preference  Shares 
but  the  Preference  Share  Registrar  and/or  the  Preference  Share  Transfer  Agent  may  require  payment  of 
a  sum  sufficient  to  cover  any  tax  or  governmental  charge  payable  in  connection  therewith  and  expenses 
of  delivery  (if  any)  not  made  by  regular  mail. 
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All  Preference  Shares  issued  upon  any  exchange  or  registration  of  transfer  are  entitled  to  the 
same  benefits  as  the  Preference  Shares  surrendered  upon  exchange  or  registration  of  transfer. 

The  Preference  Share  Registrar  will  effect  exchanges  and  transfers  of  Preference  Shares.  In 
addition,  the  Preference  Share  Registrar  will  keep  in  the  Preference  Share  Register  records  of  the 
ownership,  exchange  and  transfer  of  the  Preference  Shares. 

No  Gross-Up 

All  distributions  of  dividends  and  return  of  capital  on  the  Preference  Shares  will  be  made  without 
any  deduction  or  withholding  for  or  on  account  of  any  tax  unless  such  deduction  or  withholding  is  required 
by  any  applicable  law,  as  modified  by  the  practice  of  any  relevant  governmental  revenue  authority,  then  in 
effect.  If  the  Issuer  is  so  required  to  deduct  or  withhold,  then  the  Issuer  will  instruct  the  Paying  Agent  to 
make  such  deduction  or  withholding  and  will  pay  any  such  withholding  taxes  in  the  country  of  origin,  but 
will  not  be  obligated  to  pay  any  additional  amounts  in  respect  of  such  withholding  or  deduction. 

Prescription 

Payments  in  respect  of  the  Preference  Shares  will  cease  to  be  due  if  not  paid  to  the  holder  due  to 
insufficient  instructions  for  a  period  of  ten  years  from  the  Relevant  Date  therefore.  "Relevant  Date- 
means  the  date  on  which  the  final  payment  in  respect  of  the  Preference  Shares  first  becomes  due,  except 
that  if  the  full  amount  of  the  moneys  payable  has  not  been  duly  received  by  the  Paying  Agent  on  or  prior 
to  such  due  date,  it  means  the  date  on  which  such  moneys  have  been  so  received. 


105 


Confidential  Treatment  Requested  GEM7-00000552 


Footnote  Exhibits  -Page  1164 


USE  OF  PROCEEDS 

The  gross  proceeds  received  from  the  issuance  and  sale  of  the  Notes  and  the  Preference  Shares 
will  be  at.  least  U.S.$1 ,070,000,000.  On  the  Closing  Date,  the  Issuer  will  receive  at  least 
U.S.$1 ,060,000,000  as  the  net  proceeds  from  the  issuance  and  sale  of  the  Notes  and  the  Preference 
Shares.  The  net  proceeds  from  the  issuance  and  sale  of  the  Notes  and  the  Preference  Shares  are  the 
gross  proceeds  net  of  the  payment  of  the  placement  and  structuring  fees  related  to  the  placement  of  the 
Notes  and  Preference  Shares,  the  payment  of  other  closing  expenses  and  an  initial  deposit  into  the 
Expense  Account.  Such  net  proceeds  from  the  issuance  and  sale  of  the  Notes  and  the  Preference 
Shares  will  be  used  by  the  Issuer  to  purchase  a  diversified  portfolio  of  interests  in  Underlying  Assets 
having  the  characteristics  described  herein  under  "Security  for  the  Notes— Underlying  Assets"  and  to  fund 
certain  accounts  established  under  the  Indenture.  A  list  of  all  Underlying  Assets  included  in  the  portfolio 
on  the  Closing  Date  will  be  provided  to  all  investors  by  the  Initial  Purchaser. 

On  the  Closing  Date,  the  Issuer  will  have  acquired  (or  committed  to  acquire  for  settlement  in 
accordance  with  customary  settlement  procedures  in  the  relevant  markets)  the  entire  portfolio.  As  of  the 
Closing  Date,  the  portfolio,  along  with  funds  on  deposit  in  the  Uninvested  Proceeds  Account,  will  consist 
of  Underlying  Assets  (acquired  or  committed  to  be  acquired)  having  an  Aggregate  Principal/Notional 
Balance  (including  principal  collections  on  such  Underlying  Assets  deposited  in  the  Uninvested  Proceeds 
Account  on  the  Closing  Date)  of  at  least  U.S.$1, 100,000,000.  Pending  investment  in  Underlying  Assets, 
the  Uninvested  Proceeds,  if  any,  will  be  deposited  into  the  Uninvested  Proceeds  Account  and  invested  in 
Eligible  Investments.  In  the  event  that  there  are  any  remaining  Uninvested  Proceeds  on  the 
Determination  Date  preceding  the  September  2007  Distribution  Date,  they  will  be  transferred  to  the 
Payment  Account  and  treated  as  Principal  Proceeds  on  the  September  2007  Distribution  Date  and 
distributed  in  accordance  with  the  Priority  of  Payments. 
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RATING  OF  THE  NOTES 

It  is  a  condition  to  the  issuance  of  the  Notes  that  the  Class  A-1a  Notes  be  rated  "Aaa"  by  Moody's 
and  "AAA"  by  Standard  &  Poor's,  that  the  Class  A-1b  Notes  be  rated  "Aaa"  by  Moody's  and  "AAA"  by 
Standard  &  Poor's,  that  the  Class  A-2  Notes  be  rated  "Aaa"  by  Moody's  and  "AAA"  by  Standard  &  Poor's, 
that  the  Class  B  Notes  be  rated  at  least  "Aa2"  by  Moody's  and  "AA"  by  Standard  &  Poor's,  that  the  Class 
C  Notes  be  rated  at  least  "A2"  by  Moody's  and  "A"  by  Standard  &  Poor's,  that  the  Class  D  Notes  be  rated 
at  least  "Baa2"  by  Moody's  and  "BBB"  by  Standard  &  Poor's  and  that  the  Class  E  Notes  be  rated  at  least 
"Ba1"  by  Moody's  and  "BB+"  by  Standard  &  Poor's.  The  ratings  assigned  to  the  Class  A  Notes  and  the 
Class  B  Notes  by  Standard  &  Poor's  address  the  timely  payment  of  interest  on,  and  the  ultimate  payment 
of  the  principal  of,  the  Class  A  Notes  and  the  Class  B  Notes.  The  ratings  assigned  to  the  Class  C  Notes, 
the  Class  D  Notes  and  the  Class  E  Notes  by  Standard  &  Poor's  address  the  ultimate  payment  of  principal 
of,  and  the  ultimate  payment  of  interest  on,  the  Class  C  Notes,  the  Class  D  Notes  and  the  Class  E  Notes. 
The  ratings  assigned  to  the  Notes  by  Moody's  address  the  ultimate  cash  receipt  of  all  required  payments 
as  provided  by  the  governing  documents,  and  are  based  on  the  expected  loss  to  the  Noteholders  of  each 
Class  relative  to  the  promise  of  receiving  the  present  value  of  such  payments.  A  security  rating  is  not  a 
recommendation  to  buy,  sell  or  hold  securities  and  may  be  subject  to  revision  or  withdrawal  at  any  time. 
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MATURITY  AND  PREPAYMENT  CONSIDERATIONS 

The  Stated  Maturity  of  each  Class  of  Notes  is  the  December  2045  Distribution  Date.  The  Notes 
will  mature  at  their  Stated  Maturity  unless  redeemed  or  repaid  prior  thereto.  However,  the  average  lives 
of  the  Notes  may  be  less  than  the  number  of  years  until  the  Stated  Maturity.  Based  on  the  portfolio  of 
Underlying  Assets  that  the  Collateral  Manager  expects  the  Issuer  to  purchase  no  later  than  the 
Determination  Date  preceding  the  September  2007  Distribution  Date,  and  assuming  (a)  no  Underlying 
Assets  default,  and  (b)  prepayment  of  any  Underlying  Assets  during  any  month  occurs  at  a  rate  equal  to 
an  average  rate  of  prepayment  specified  by  the  Collateral  Manager,  redemption  will  occur  and  the 
average  life  of  each  Class  of  Notes  from  the  Closing  Date  will  be  as  follows: 


Average  Life  in  Years  assuming 

an  Auction  Call  Redemption 

occurring 

Class  A-1a  Notes 

2.1 

Class  A-1  b  Notes 

3.1 

Class  A-2  Notes 

4.9 

Class  B  Notes 

5.8 

Class  C  Notes 

6.4 

Class  D  Notes 

5.9 

Class  E  Notes 

6.5 

Such  average  lives  of  the  Notes  are  presented  for  illustrative  purposes  only.  The  assumptions 
used  to  calculate  the  average  lives  of  the  Notes  are  necessarily  arbitrary,  do  not  necessarily  reflect 
historical  experience  with  respect  to  securities  similar  to  the  Underlying  Assets  and  do  not  constitute  a 
prediction  with  respect  to  the  rates  or  timing  of  receipts  of  Interest  Proceeds  or  Principal  Proceeds, 
defaults,  recoveries,  sales,  prepayments  or  optional  redemptions  to  which  the  Underlying  Assets  may  be 
subject.  Actual  experience  as  to  these  matters  will  differ,  and  may  differ  materially,  from  that  assumed  in 
calculating  the  illustrative  average  lives  set  forth  above,  and  consequently  the  actual  average  lives  of  the 
Notes  will  differ,  and  may  differ  materially,  from  those  set  forth  above.  In  addition,  the  assumptions  set 
forth  above  do  not  necessarily  reflect  historical  performance  and  defaults  for  Asset-Backed  Securities  and 
the  Issuer  makes  no  representation  or  warranty  that  such  assumptions  are  appropriate  or  reasonable. 
Accordingly,  prospective  investors  should  make  their  own  determinations  of  the  expected  weighted 
average  lives  and  maturity  of  the  Notes  and,  accordingly,  their  own  evaluation  of  the  merits  and  risks  of 
an  investment  in  the  Notes.  See  "Risk  Factors— Projections,  Forecasts  and  Estimates." 

Average  life  refers  to  the  average  number  of  years  that  will  elapse  from  the  date  of  delivery  of  a 
security  until  each  dollar  of  the  principal  of  such  security  will  be  paid  to  the  investor. 

The  average  lives  of  the  Notes  will  be  determined  by  the  amount  and  frequency  of  principal 
payments.  The  actual  average  lives  of  the  Notes  will  also  be  affected  by  the  financial  condition  of  the 
obligors  of  the  Underlying  Assets  and  the  characteristics  of  such  obligations,  including  the  existence  and 
frequency  of  exercise  of  any  optional  or  mandatory  redemption  or  prepayment  features,  the  prevailing 
level  of  interest  rates,  the  redemption  price  and  the  actual  default  rate  and  the  actual  level  of  recoveries 
on  any  Defaulted  Securities.  The  rate  of  future  defaults  and  the  amount  and  timing  of  any  cash 
realization  from  Defaulted  Securities  also  will  affect  the  average  lives  of  the  Notes. 
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SECURITY  FOR  THE  NOTES 
General 

The  Collateral  securing  the  Notes  will  consist  of: 

(a)  the  Underlying  Assets  and  Equity  Securities  (if  any)  and  the  Offset  Transactions  and  the 
Offsetting  Transactions; 

(b)  the  rights  of  the  Issuer  under  any  Interest  Rate  Swap  Agreement; 

(c)  amounts  on  deposit  in  the  Payment  Account,  the  Interest  Collection  Account,  the 
Principal  Collection  Account,  the  Expense  Account,  the  Uninvested  Proceeds  Account, 
the  Synthetic  Security  Collateral  Account,  the  Interest  Rate  Swap  Counterparty  Collateral 
Account,  the  Disposition  Proceeds  Account  and  the  Synthetic  Security  Issuer  Account 
(collectively,  the  "Accounts")  and  Eligible  Investments  purchased  with  funds  on  deposit 
in  such  accounts; 

(d)  the  rights  of  the  Issuer  under  the  Management  Agreement,  the  Note  Purchase 
Agreement,  the  Subscription  Agreement,  the  Collateral  Administration  Agreement  and 
the  Administration  Agreement;  and 

(e)  all  proceeds  of  the  foregoing  (collectively,  the  "Collateral").  The  Collateral  will  not 
include  the  Excepted  Property. 

Underlying  Assets — Asset-Backed  Securities 

An  "Asset-Backed  Security"  includes  any  Dollar-denominated  asset-backed  security  or  any 
security  that  represents  a  direct  or  indirect  interest  in  such  an  asset-backed  security  that,  at  the  time  of 
acquisition  (or  commitment  for  acquisition)  by  the  Issuer,  is  not  a  Prohibited  Asset  or  a  Defaulted  Asset 
and  which  satisfies  each  of  the  following  conditions: 

(a)  it  provides  for  a  fixed  amount  payable  in  cash  no  later  than  its  stated  maturity; 

(b)  the  Underlying  Instruments  with  respect  to  such  Asset-Backed  Security  do  not  prohibit  it 
from  being  purchased  by  the  Issuer  and  pledged  to  the  Trustee; 

(c)  it  is  not  denominated  or  payable  in,  or  convertible  into  an  obligation  or  security 
denominated  or  payable  in,  a  currency  other  than  Dollars; 

(d)  it  does  not  require  the  Issuer  to  make  future  advances  or  payments  to  the  obligor  or 
issuer, 

(e)  it  has  a  Standard  &  Poor's  Rating  (excluding  those  with  a  rating  from  Standard  &  Poor's 
which  includes  the  subscript  "p",  "pi",  "q",  V  or  T)  and  a  Moody's  Rating  (with  respect  to 
the  full  amount  of  principal  and  interest  promised); 

(f)  it  is  not  "margin  stock"  and  does  not  provide  for  conversion  into  "margin  stock"; 

(g)  it  is  not  subject  to  an  Offer; 
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(h)  it  (or,  if  it  is  a  certificate  of  beneficial  interest  in  an  entity  that  is  treated  as  a  grantor  trust 
or  a  partnership  and  not  as  a  REMIC  or  FASIT  for  U.S.  federal  income  tax  purposes, 
each  of  the  debt  instruments  or  securities  held  by  such  entity)  is  described  in  at  least  one 
of  the  following  four  clauses: 

(i)  it  is  a  Public  Security  that  was  issued  in  a  firm  commitment  underwriting  for  which 

neither  the  Collateral  Manager  nor  an  Affiliate  thereof  served  as  underwriter; 

(ii)  it  was  not  purchased  by  the  Issuer  (A)  directly  or  indirectly  from  its  issuer,  (B) 
pursuant  to  a  legally  binding  agreement  made  before  the  issuance  of  the 
obligation  or  security  or  (C)  from  the  Collateral  Manager  or  any  of  its  Affiliates 
unless  such  entity  (1)  regularly  acquires  securities  of  the  same  type  for  its  own 
account,  (2)  could  have  held  the  obligation  or  security  for  its  own  account 
consistent  with  its  investment  policies,  (3)  did  not  identify  the  obligation  or 
security  as  intended  for  sale  to  the  Issuer  or  the  Collateral  Manager  within  30 
days  of  its  issuance  and  (4)  held  the  obligation  or  security  for  at  least  30  days; 

(iii)        it  is  a  Private  Security  and 

(A)  it  was  originally  issued  pursuant  to  an  offering  circular,  private  placement 
memorandum  or  similar  offering  document; 

(B)  the  Issuer,  the  Collateral  Manager  and  the  Affiliates  of  the  Collateral 
Manager  did  not  at  original  issuance  acquire  20%  or  more  of  the 
aggregate  principal  amount  of  all  classes  of  securities  offered  by  the 
issuer  of  the  Asset-Backed  Security  in  the  offering  and  any  related 
offering;  provided  in  each  case  that  any  acquisition  by  an  Affiliate  of  the 
Collateral  Manager  that  is  not  a  member  of  the  Collateral  Manager 
Group  shall  be  included  only  if  the  Collateral  Manager  or  any  of  its 
employees  or  agents  knew  or  had  reason  to  know  of  such  acquisition; 
and 

(C)  the  Issuer,  the  Collateral  Manager  and  any  Affiliate  of  the  Collateral 
Manager  did  not  participate  in  negotiating  or  structuring  the  terms  of  the 
Asset-Backed  Security,  except  (1)  to  the  extent  such  participation 
consisted  of  an  election  by  the  Issuer,  the  Collateral  Manager  or  an 
Affiliate  of  the  Collateral  Manager  to  tranche  the  subordinate  classes  of 
securities  of  an  issue  in  the  form  of  one  of  the  structuring  options  offered 
by  the  issuer  of  the  securities  or  (2)  for  the  purposes  of  (i)  commenting 
on  offering  documents  to  an  unrelated  underwriter  or  placement  agent 
where  the  ability  to  comment  on  such  documents  was  generally  available 
to  investors  or  (ii)  due  diligence  of  the  kind  customarily  performed  by 
investors  in  securities,  or  (3)  to  the  extent  the  Collateral  Manager  or  any 
Affiliate  of  the  Collateral  Manager,  either  directly  or  indirectly  through  a 
conduit  issuer,  was  the  issuer  of  the  Asset-Backed  Security;  provided 
that  any  participation  in  negotiating  or  structuring  by  any  Affiliate  of  the 
Collateral  Manager  that  is  not  a  member  of  the  Collateral  Manager 
Group  shall  be  included  only  if  the  Collateral  Manager  or  any  of  its 
employees  or  agents  knew  or  had  reason  to  know  of  such  participation; 
or 
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(iv)  it  is  either  (A)  the  sole  material  obligation  of  a  repackaging  vehicle  formed  and 
operated  exclusively  to  hold  a  single  Asset-Backed  Security  described  in  at  least 
one  of  clauses  (h)(i),  (h)(ii)  or  (h)(iii),  which  vehicle  may  also  hold  a  derivative 
financial  instrument  or  guarantee  designed  solely  to  offset  one  or  more  terms  of 
such  Asset-Backed  Security  or  (B)  a  security  issued  by  a  repackaging  vehicle 
that  holds  one  or  more  Asset-Backed  Securities  described  in  at  least  one  of 
clauses  (h)(i),  (h)(ii),  (h)(iii),  or  (h)(iv)(A)  and  which  is  treated  as  a  REMIC,  FASIT, 
grantor  trust,  or  partnership  for  U.S.  federal  income  tax  purposes,  and  is  formed 
by  the  Collateral  Manager  or  one  of  its  Affiliates; 

(i)  if  interest  income  on  an  Asset-Backed  Security  is  considered  U.S.-source  income  for  U.S. 

federal  income  tax  purposes,  it  is  in  registered  form  for  U.S.  federal  income  tax  purposes 
and  it  (and  if  it  is  a  certificate  of  interest  in  a  trust  that  is  treated  as  a  grantor  trust  and  not 
as  a  REMIC  or  FASIT  for  U.S.  federal  income  tax  purposes,  each  of  the  obligations  or 
securities  held  by  such  trust)  was  issued  after  July  18,  1984;  provided  that,  if  it  is  a 
certificate  of  beneficial  interest  in  an  entity  that  is  treated  as  a  partnership  for  U.S.  federal 
income  tax  purposes,  each  of  the  obligations  or  securities  held  by  such  entity  is  in 
registered  form  for  U.S.  Federal  income  tax  purposes  and  was  issued  after  July  18, 1984 
(a  "Registered"  obligation  or  security); 

(j)  either  (i)  the  Issuer  meets  the  certification  and  other  requirements  to  receive  payments 

with  respect  to  the  Asset-Backed  Security  free  of  U.S.  and  foreign  withholding  tax,  (ii)  the 
issuer  thereof  is  required  to  make  additional  payments  sufficient  on  an  after-tax  basis  to 
cover  any  U.S.  and  foreign  withholding  tax  imposed  on  payments  made  to  the  Issuer  with 
respect  thereto  (including  any  tax  on  the  additional  payments  described  in  this 
paragraph)  or  (iii)  the  issuer  thereof  has  obtained  or  expects  to  obtain  in  the  ordinary 
course  and  not  more  than  six  weeks  following  the  issuance  thereof  an  exemption  from 
withholding  tax  for  the  entire  period  during  which  the  Notes  and  the  Preference  Shares 
will  be  outstanding;  provided  that,  for  purposes  of  this  clause  (h),  a  determination  that  an 
Asset-Backed  Security  is  eligible  for  exemption  from  U.S.  withholding  tax  under  Section 
871(h)  or  Section  881(c)  of  the  Code  may  be  based  on  advice  of  Allen  &  Overy  LLP  or  an 
opinion  of  counsel  that  the  Asset-Backed  Security  will  or  should  be  treated  as  debt  for 
U.S.  federal  income  tax  purposes; 

(k)  (i)  the  Asset-Backed  Security  is  the  obligation  of  a  single  issuer  incorporated  as  a 
corporation  under  the  state  or  federal  laws  of  the  United  States,  that  is  not  a  U.S.  real 
property  holding  company;  (ii)  the  Issuer  has  been  advised  by  Allen  &  Overy  LLP  or  has 
received  an  opinion  of  counsel  that  owning  the  Asset-Backed  Security  will  not  subject  the 
Issuer  to  U.S.  federal  income  tax  on  a  net  income  basis  or  cause  the  Issuer  to  be  treated 
as  engaged  in  a  trade  or  business  within  the  United  States;  (iii)  the  Issuer  has  received 
an  opinion  of  counsel  that  the  Asset-Backed  Security  will  be  treated  as  debt  for  U.S. 
federal  income  tax  purposes;  (iv)  the  Issuer  has  received  an  opinion  of  counsel  that  for 
U.S.  federal  income  tax  purposes  (A)  the  issuer  of  the  Asset-Backed  Security  is  a  grantor 
trust  and  (B)  all  the  assets  of  the  trust  are  regular  interests  in  a  REMIC  or  FASIT  or 
interest  rate  floors,  caps,  swaps  or  other  notional  principal  contracts  (within  the  meaning 
of  applicable  Treasury  Regulations),  the  payments  under  which  are  determined  solely  by 
reference  to  interest  rates,  or  (v)  the  Alternative  Debt  Test  is  satisfied,  provided  that,  for 
purposes  of  clauses  (f),  (g),  (h)  and  this  clause  (i),  (1)  an  opinion  of  counsel  that  the 
issuer  of  an  Asset-Backed  Security  will  be  treated  as  a  REMIC  or  FASIT  for  U.S.  federal 
income  tax  purposes  shall  be  treated  as  an  opinion  of  counsel  that  the  Asset-Backed 
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Security  will  be  treated  as  debt  for  U.S.  federal  income  tax  purposes  (unless  the  Asset- 
Backed  Security  is  the  residual  interest  in  the  REMIC  or  the  ownership  interest  in  the 
FASIT),  (2)  if  there  has  been  no  change  in  the  terms  of  an  Asset-Backed  Security  prior  to 
its  acquisition,  the  Issuer  shall  be  treated  as  having  received  an  opinion  that  it  will  or 
should  be  treated  as  debt  if  the  Issuer  either  has  obtained  a  tax  opinion  to  that  effect 
rendered  at  the  issuance  of  such  Asset-Backed  Security  or  has  received  offering 
documents  pursuant  to  which  such  Asset-Backed  Security  was  offered  that  include  a  tax 
opinion  to  such  effect  or  state  that  an  opinion  of  counsel  to  such  effect  has  been 
rendered,  and  (3)  if  there  has  been  no  change  in  any  of  the  organizational  documents  of 
an  entity  issuing  an  Asset-Backed  Security  since  its  issuance,  the  Issuer  shall  be  treated 
as  having  received  an  opinion  that  such  entity  will  be  treated  as  a  corporation, 
partnership,  grantor  trust,  REMIC  or  FASIT  (as  the  case  may  be)  for  U.S.  federal  income 
tax  purposes  if  the  Issuer  either  has  obtained  a  tax  opinion  to  that  effect  rendered  at  the 
time  of  the  issuance  of  the  Asset-Backed  Security  or  has  obtained  offering  documents 
that  include  an  opinion  of  counsel  to  such  effect  or  state  that  an  opinion  of  counsel  to 
such  effect  has  been  rendered; 

(I)  it  is  not  a  swap  transaction  or  other  derivative  financial  instrument  referencing  a  debt 

instrument; 

(m)  acquisition  of  the  Asset-Backed  Security  will  not  cause  the  Issuer  to  register,  or  be 
required  to  register,  under  the  Investment  Company  Act; 

(n)         it  is  not  convertible  into  one  or  more  Equity  Securities; 

(o)        it  is  not  currently  deferring  interest; 

(p)         it  is  not  a  Written  Down  Security; 

(q)  it  is  expected  to  have  an  outstanding  Principal/Notional  Balance  of  less  than  U.S.$1,000 
as  of  the  Stated  Maturity  of  the  Notes,  assuming  a  constant  prepayment  rate  since  the 
date  of  purchase  equal  to  the  lesser  of  (a)  5.0%  per  annum  and  (b)  the  constant 
prepayment  rate  reasonably  expected  by  the  Collateral  Manager  as  of  the  date  of 
purchase,  or,  if  constant  prepayment  rate  is  not  applicable,  the  slowest  prepayment 
scenario  as  described  in  the  prospectus  relating  to  such  Asset-Backed  Security;  and 

(r)         it  will  be  pledged  to  the  Trustee  under  the  Indenture. 

An  "A/B  Exchange"  is  an  exchange  of  one  security  (the  "A  Security")  for  another  security  (the 
"B  Security")  of  the  same  issuer  or  issuers  which  B  Security  shall  have  substantially  identical  terms  to  the 
A  Security  except  that  one  or  more  restrictions  applicable  to  the  A  Security  are  inapplicable  to  the 
B  Security. 

The  "Alternative  Debt  Test"  is  satisfied  with  respect  to  a  security  if,  on  the  date  the  Issuer 
acquires  such  security,  each  of  the  following  is  satisfied: 

(a)  such  security  is  in  the  form  of  a  note  or  other  debt  instrument  and  is  treated  as  debt  for 
corporate  law  purposes  in  the  jurisdiction  of  the  issuer  of  such  security; 

(b)  the  documents  pursuant  to  which  such  security  was  offered,  if  any,  do  not  require  that 
any  holder  thereof  treat  such  security  other  than  as  debt  for  tax  purposes; 
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(c)  such  security  bears  interest  at  a  fixed  rate  per  annum  or  at  a  rate  based  upon  a 
customary  floating  rate  index  plus  or  minus  a  spread  and  does  not  provide  for  any 
interest  based  on  any  other  factor,  such  as  the  issuer's  profits  or  cash  flow; 

(d)  such  security  had  a  fixed  term  at  original  issuance  not  in  excess  of  35  years; 

(e)  such  security  provides  for  a  fixed  principal  amount  (ieaving  no  amount  outstanding) 
payable  no  later  than  its  stated  maturity,  and 

(f)  such  security  is  rated  at  least  "BB"  by  Fitch,  at  least  °BB°  by  Standard  &  Poor's  or  at  least 
"Ba2"  by  Moody's,  and  if  so  rated,  such  rating  is  not  on  watch  for  downgrade  by  Moody's, 
as  to  ultimate  payment  of  principal  and  interest;  provided  that,  in  the  case  of  a  security  in 
the  form  of  a  beneficial  interest  in  an  entity  that  is  treated  (as  evidenced  by  an  opinion  of 
counsel  or  a  reference  to  an  opinion  of  counsel  in  documents  pursuant  to  which  such 
security  was  offered)  as  a  grantor  trust  or  a  partnership  for  U.S.  federal  income  tax 
purposes  and  not  as  an  association  taxable  as  a  corporation,  any  of  the  conditions 
specified  in  clauses  (a),  (b),  (c),  (d)  and  (e)  may  be  satisfied  by  reference  to  each  asset 
held  by  such  entity  rather  than  by  reference  to  such  beneficial  ownership  interests. 

"Collateral  Manager  Group"  means  the  Collateral  Manager  and  any  directly  or  indirectly 
controlled  subsidiary  of.  the  Collateral  Manager. 

An  "Offer"  means,  with  respect  to  any  security,  (i)  any  offer  by  the  issuer  of  such  security  or  by 
any  other  person  made  to  all  of  the  holders  of  such  security  to  purchase  or  otherwise  acquire  such 
security  (other  than  pursuant  to  any  redemption  in  accordance  with,  the  terms  of  its  Underlying 
Instruments)  or  to  convert  or  exchange  such  security  into  or  for  cash,  securities  or  any  other  type  of 
consideration  or  (ii)  any  solicitation  by  the  issuer  of  such  security  or  any  other  person  to  amend,  modify  or 
waive  any  provision  of  such  security  or  any  of  its  Underlying  Instruments. 

A  "Private  Security"  is  any  security  that  is  not  a  Public  Security,  including,  without  limitation,  any 
of  the  following: 

(a)  any  security  that  was  not  (i)  issued  pursuant  to  an  effective  registration  statement  under 
the  Securities  Act  or  (ii)  a  privately  placed  security  that  is  eligible  for  resale  under  Rule 
144A  or  Regulation  S  under  the  Securities  Act; 

(b)  any  security  (other  than  a  Public  Security  or  a  security  described  by  clause  (c)  below) 
that  is  eligible  for  resale  under  Rule  144A  under  the  Securities  Act;  or  h 

(c)  any  security  that  is  not  a  Public  Security  but  that  (i)  is  eligible  for  resale  by  the  Issuer 
under  Rule  144A  under  the  Securities  Act  and  (ii)  with  respect  to  which  the  Issuer,  either 
by  itself  or  together  with  other  holders  of  such  securities,  has  the  right  to  require  the 
issuer  thereof  (or  such  issuer  is  otherwise  obligated  or  is  penalized  if  such  item  is  not  so 
registered),  within  one  year  from  any  date  of  determination,  to  register  under  the 
Securities  Act  the  public  resale  of  such  security  or  to  effect  an  A/B  Exchange;  provided 
that  clause  (ii)  does  not  apply  to  Asset-Backed  Securities. 

A  "Prohibited  Asset"  is  any  of  the  following:  (a)  any  asset  the  ownership  of  which  would  cause 
the  Issuer  to  be  subject  to  income  tax  on  a  net  income  basis  in  any  jurisdiction,  or  (b)  any  asset  the  gain 
from  the  Disposition  of  which  will  be  subject  to  U.S.  federal  income  or  withholding  tax  under  Section  897 
or  Section  1445  of  the  Code  and  Treasury  Regulations  promulgated  thereunder;  provided,  however,  that 
the  Issuer  shall  set  up  a  special  purpose  subsidiary  (which  shall  be  a  corporation  for  U.S.  tax  purposes)  to 
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receive  and  hold  an  Equity  Security,  unless  it  has  consulted  with  its  tax  counsel  and  has  been  advised 
that  the  Issuer  can  hold  the  Equity  Security  directly  without  causing  the  Issuer  to  be  treated  as  engaged  in 
a  trade  or  business  in  the  United  States  for  U.S.  federal  income  tax  purposes. 

A  "Public  Security"  is  any  of  the  following:  any  security  (a)  the  public  resale  of  which  by  the 
Issuer  either  has  been  registered  under  the  Securities  Act  or  is  exempt  from  such  registration  pursuant  to 
Section  4(1)  or  Rule  144(k)  under  the  Securities  Act,  (b)  issued  or  guaranteed  by  Government  National 
Mortgage  Association,  Federal  National  Mortgage  Association  and  Federal  Home  Loan  Mortgage 
Corporation  or  (c)  issued  by  an  issuer  organized  outside  of  the  United  States  and  registered  in  the 
jurisdiction  where  the  issuer  is  organized. 

Asset-Backed  Securities 

The  Underlying  Assets  will  consist  of  Asset-Backed  Securities,  which  may  include  CMBS 
Securities,  RMBS  Securities,  Automobile  Securities,  Car  Rental  Fleet  Securities,  CDO  Securities,  Credit 
Card  Securities,  Equipment  Lease  Securities,  Small  Business  Loan  Securities  and  Student  Loan 
Securities,  or  Synthetic  Securities  with  Reference  Obligations  as  Asset-Backed  Securities.  Asset-Backed 
Securities  are  securities  that  entitle  the  holders  thereof  to  receive  payments  that  depend  primarily  on  the 
cash  flow  from  a  specified  pool  of  financial  assets,  either  fixed  or  revolving,  that  by  their  terms  convert  into 
cash  within  a  finite  time  period,  together  with  rights  or  other  assets  designed  to  assure  the  servicing  or 
timely  distribution  of  proceeds  to  holders  of  the  Asset-Backed  Securities. 

Issuers  of  Asset-Backed  Securities  are  primarily  banks  and  finance  companies,  captive  finance 
subsidiaries  of  non-financial  corporations  or  specialized  originators  such  as  credit  card  lenders,  or  trusts 
or  entities  formed  by  such  institutions  to  issue  Asset-Backed  Securities.  Credit  risk  is  an  important  issue 
in  Asset-Backed  Securities  because  of  the  significant  credit  risks  inherent  in  the  underlying  collateral  and 
because  issuers  are  primarily  private  entities.  Accordingly,  Asset-Backed  Securities  generally  include 
one  or  more  credit  enhancements  that  are  designed  to  raise  the  overall  credit  quality  of  the  security 
above  that  of  the  underlying  collateral.  Another  important  type  of  Asset-Backed  Security  is  commercial 
paper  issued  by  special-purpose  entities.  Asset-backed  commercial  paper  is  usually  backed  by  trade 
receivables,  though  such  conduits  may  also  fund  commercial  and  industrial  loans.  Banks  are  typically 
more  active  as  issuers  of  these  instruments  than  as  investors  in  them. 

An  Asset-Backed  Security  is  created  by  the  sale  of  assets  or  collateral  to  a  conduit,  which 
becomes  the  legal  issuer  of  the  Asset-Backed  Securities.  The  securitization  conduit  or  issuer  is  generally 
a  bankruptcy-remote  vehicle  such  as  a  grantor  trust  or,  in  the  case  of  an  asset-backed  commercial  paper 
program,  a  special-purpose  entity.  The  sponsor  or  originator  of  the  collateral  usually  establishes  the 
issuer.  Interests  in  the  trust,  which  embody  the  right  to  certain  cash  flows  arising  from  the  underlying 
assets,  are  then  sold  in  the  form  of  securities  to  investors  through  an  investment  bank  or  other  securities 
underwriter.  Each  Asset-Backed  Security  has  a  servicer  (often  the  originator  of  the  collateral)  that  is 
responsible  for  collecting  the  cash  flows  generated  by  the  securitized  assets— principal,  interest  and  fees 
net  of  losses  and  any  servicing  costs  as  well  as  other  expenses— and  for  passing  them  along  to  the 
investors  in  accordance  with  the  terms  of  the  securities.  The  servicer  processes  the  payments  and 
administers  the  borrower  accounts  in  the  pool. 

The  structure  of  an  Asset-Backed  Security  and  the  terms  of  the  investors'  interests  in  the 
collateral  can  vary  widely  depending  on  the  type  of  collateral,  the  desires  of  investors  and  the  use  of 
credit  enhancements.  Often  Asset-Backed  Securities  are  structured  to  reallocate  the  risks  entailed  in  the 
underlying  collateral  (particularly  credit  risk)  into  security  tranches  that  match  the  desires  of  investors.  For 
example,  senior  subordinated  security  structures  give  holders  of  senior  tranches  greater  credit  risk 
protection  (albeit  at  lower  yields)  than  holders  of  subordinated  tranches.  Under  this  structure,  at  least  two 
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classes  of  Asset-Backed  Securities  are  issued,  with  the  senior  class  having  a  priority  claim  on  the  cash 
flows  from  the  underlying  pool  of  assets.  The  subordinated  class  must  absorb  credit  losses  on  the 
collateral  before  losses  can  be  charged  to  the  senior  portion.  Because  the  senior  class  has  this  priority 
claim,  cash  flows  from  the  underlying  pool  of  assets  must  first  satisfy  the  requirements  of  the  senior  class. 
Only  after  these  requirements  have  been  met  will  the  cash  flows  be  directed  to  service  the  subordinated 
class. 

Asset-Backed  Securities  also  use  various  forms  of  credit  enhancements  to  transform  the  risk- 
return  profile  of  underlying  collateral,  including  third-party  credit  enhancements,  recourse  provisions, 
overcollateralization  and  various  covenants.  Third-party  credit  enhancements  include  standby  letters  of 
credit,  collateral,  mortgage  insurance  or  pool  insurance,  or  surety  bonds  from  third  parties.  Recourse 
provisions  are  guarantees  that  require  the  originator  to  cover  any  losses  up  to  a  contractually  agreed- 
upon  amount.  One  type  of  recourse  provision,  usually  seen  in  securities  backed  by  credit  card 
receivables,  is  the  "spread  account."  This  account  is  actually  an  escrow  account  whose  funds  are  derived 
from  a  portion  of  the  spread  between  the  interest  earned  on  the  assets  in  the  underlying  pool  of  collateral 
and  the  lower  interest  paid  on  securities  issued  by  the  trust.  The  amounts  that  accumulate  in  this  escrow 
account  are  used  to  cover  credit  losses  in  the  underlying  asset  pool,  up  to  several  multiples  of  historical 
losses  on  the  particular  assets  collateralizing  the  securities.  Overcollateralization  is  another  form  of  credit 
enhancement  that  covers  a  predetermined  amount  of  potential  credit  losses.  It  occurs  when  the  value  of 
•the  underlying  assets  exceeds  the  face  value  of  the  securities.  A  similar  form  of  credit  enhancement  is 
the  cash-collateral  account,  which  is  established  when  a  third  party  deposits  cash  into  a  pledged  account. 
The  use  of  cash-collateral  accounts,  which  are  considered  by  enhancers  to  be  loans,  grew  as  the  number 
of  highly  rated  banks  and  other  credit  enhancers  declined  in  the  early  1990s.  Cash-collateral  accounts 
provide  credit  protection  to  investors  of  a  securitization  by  eliminating  "event  risk,"  or  the  risk  that  the 
credit  enhancer  will  have  its  credit  rating  downgraded  or  that  it  will  not  be  able  to  fulfill  its  financial 
obligation  to  absorb  losses.  An  investment  banking  firm  or  other  organization  generally  serves  as  an 
underwriter  for  Asset-Backed  Securities.  In  addition,  a  credit-rating  agency  often  will  analyze  the  policies 
and  operations  of  the  originator  and  servicer,  as  well  as  the  structure,  underlying  pool  of  assets,  expected 
cash  flows  and  other  attributes  of  the  securities.  Before  assigning  a  rating  to  the  issue,  the  rating  agency 
will  also  assess  the  extent  of  loss  protection  provided  to  investors  by  the  credit  enhancements  associated 
with  the  issue. 

Although  the  basic  elements  of  all  Asset-Backed  Securities  are  similar,  individual  transactions 
can  differ  markedly  in  both  structure  and  execution.  Important  determinants  of  the  risk  associated  with 
issuing  or  holding  the  securities  include  the  process  by  which  principal  and  interest  payments  are 
allocated  and  down-streamed  to  investors,  how  credit  losses  affect  the  trust  and  the  return  to  investors, 
whether  collateral  represents  a  fixed  set  of  specific  assets  or  accounts,  whether  the  underlying  collateral 
assets  are  revolving  or  closed-end,  under  what  terms  (including  maturity  of  the  asset-backed  instrument) 
any  remaining  balance  in  the  accounts  may  revert  to  the  issuing  company  and  the  extent  to  which  the 
company  that  is  the  actual  source  of  the  collateral  assets  is  obligated  to  provide  support  to  the  trust  or 
conduit  or  to  the  investors.  Further  issues  may  arise  based  on  discretionary  behavior  of  the  issuer  within 
the  terms  of  the  securitization  agreement,  such  as  voluntary  buybacks  from,  or  contributions  to,  the 
underlying  pool  of  loans  when  credit  losses  rise.  A  bank  or  other  issuer  may  play  more  than  one  role  in 
the  securitization  process.  An  issuer  can  simultaneously  serve  as  originator  of  loans,  servicer, 
administrator  of  the  trust,  underwriter,  provider  of  liquidity  and  credit  enhancer.  Issuers  typically  receive  a 
fee  for  each  element  of  the  transaction  they  undertake.  The  multiplicity  of  roles  that  may  be  played  by  a 
single  firm— within  a  single  securitization  or  across  a  number  of  them— means  that  credit  and  operational 
risk  can  accumulate  into  significant  concentrations  with  respect  to  one  or  a  small  number  of  firms. 
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There  are  many  different  varieties  of  Asset-Backed  Securities,  often  customized  to  the  terms  and 
characteristics  of  the  underlying  collateral.  The  most  common  types  are  securities  collateralized  by 
mortgages  and  revolving  credit-card  receivables,  but  instruments  backed  by  home  equity  loans,  other 
second  mortgages  and  automobile-finance  receivables  are  also  common. 

Securities  backed  by  closed-end  installment  loans  are  typically  the  least  complex  form  of  asset- 
backed  instruments.  Collateral  for  these  Asset-Backed  Securities  typically  includes  leases,  student  loans 
and  automobile  loans.  The  loans  that  form  the  pool  of  collateral  for  the  Asset-Backed  Securities  may 
have  varying  contractual  maturities  and  may  or  may  not  represent  a  heterogeneous  pool  of  borrowers. 
Unlike  a  mortgage  pass-through  instrument,  the  trustee  does  not  need  to  take  physical  possession  of  any 
account  documents  to  perfect  a  security  interest  in  the  receivables  under  the  Uniform  Commercial  Code. 
The  repayment  stream  on  installment  loans  is  fairly  predictable,  since  it  is  primarily  determined  by  a 
contractual  amortization  schedule.  Early  repayment  on  these  instruments  can  occur  for  a  number  of 
reasons  with  most  tied  to  the  disposition  of  the  underlying  collateral  (for  example,  in  the  case  of  Asset- 
Backed  Securities  backed  by  automobile  loans,  the  sale  of  the  vehicles).  Interest  is  typically  passed 
through  to  security  holders  at  a  fixed  rate  that  is  slightly  below  the  weighted  average  coupon  of  the  loan 
pool,  allowing  for  servicing  and  other  expenses  as  well  as  credit  losses. 

Unlike  closed-end  installment  loans,  revolving  credit  receivables  involve  greater  uncertainty  about 
future  cash  flows.    Therefore,  Asset-Backed  Securities  structures  using  this  type  of  collateral  must  be 
more  complex  to  afford  investors  more  comfort  in  predicting  their  repayment.   Accounts  included  in  the 
securitization  pool  may  have  balances  that  grow  or  decline  over  the  life  of  the  Asset-Backed  Securrt.es. 
Accordingly  at  maturity  of  the  Asset-Backed  Securities,  any  remaining  balances  revert  to  the  originator. 
During  the  term  of  the  Asset-Backed  Securities,  the  originator  may  be  required  to  sell  additional  accounts 
to  the  pool  to  maintain  a  minimum  dollar  amount  of  collateral  if  accountholders  pay  down  their  balances  at 
greater  than  predetermined  rates.   Credit  card  securitizations  are  the  most  prevalent  form  of  revolving 
credit  Asset-Backed  Securities,  although  home  equity  lines  of  credit  are  a  growing  source  of  Asset- 
Backed  Securities  collateral.  Credit  card  securitizations  are  typically  structured  to  incorporate  two  phases 
in  the  life  cycle  of  the  collateral:  an  initial  phase  during  which  the  principal  amount  of  the  securities 
remains  constant  and  an  amortization  phase  during  which  investors  are  paid  off.  A  specific  period  of  time 
is  assigned  to  each  phase.    Typically,  a  specific  pool  of  accounts  is  identified  in  the  securitization 
documents  and  these  specifications  may  include  not  only  the  initial  pool  of  loans  but  a  portfolio  from 
which  new  accounts  may  be  contributed.   The  dominant  vehicle  for  issuing  securities  backed  by  credi 
cards  is  a  master  trust  structure  with  a  "spread  account,"  which  is  funded  up  to  a  predetermined  amount 
through  "excess  yield'— that  is,  interest  and  fee  income  less  credit  losses,  servicing  and  other  fees.  With 
credit  card  receivables,  the  income  from  the  pool  of  loans-^ven  after  credit  losses-is  generally  much 
higher  than  the  return  paid  to  investors.  After  the  spread  account  accumulates  to  its  predeterm.ned  evel, 
the  excess  yield  reverts  to  the  issuer.   Under  GAAP,  issuers  are  required  to  recognize  on  their  balance 
sheet  an  excess  yield  asset  that  is  based  on  the  fair  value  of  the  expected  future  excess  yield;  in 
principle  this  value  would  be  based  on  the  net  present  value  of  the  expected  earnings  stream  from  the 
transaction.   Issuers  are  further  required  to  revalue  the  asset  periodically  to  take  account  of  changes  ,n 
fair  value  that  may  occur  due  to  interest  rates,  actual  credit  losses  and  other  factors  relevant  to  the  future 
stream  of  excess  yield. 

A  number  of  banks  have  used  a  structure-a  "special-purpose  entity"-that  is  designed  to 
acquire  trade  receivables  and  commercial  loans  from  high-quality  (often  investment-grade)  obligors  and 
to  fund  those  loans  by  issuing  (asset-backed)  commercial  paper  that  is  to  be  repaid  from  the  cash  flow  of 
the  receivables.  Capital  is  contributed  to  the  special-purpose  entity  by  the  originating  bank  that,  together 
with  the  high  quality  of  the  underlying  borrowers,  is  sufficient  to  allow  the  special-purpose  entity  to  receive 
a  high  credit  rating.  The  net  result  is  that  the  special-purpose  entity's  cost  of  funding  can  be  at  or  below 
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that  of  the  originating  bank  itself.  The  special-purpose  entity  is  "owned"  by  individuals  who  are  not 
formally  affiliated  with  the  bank,  although  the  degree  of  separation  is  typically  minimal.  These 
securitization  programs  enable  banks  to  arrange  short-term  financing  support  for  their  customers  without 
having  to  extend  credit  directly.  This  structure  provides  borrowers  with  an  alternative  source  of  funding 
and  allows  banks  to  earn  fee  income  for  managing  the  programs.  As  the  asset-backed  commercial  paper 
structure  has  developed,  it  has  been  used  to  finance  a  variety  of  underlying  loans — in  some  cases,  loans 
purchased  from  other  firms  rather  than  originated  by  the  bank  itself— and  as  a  "remote  origination"  vehicle 
from  which  loans  can  be  made  directly.  Like  other  securitization  techniques,  this  structure  allows  banks 
to  meet  their  customers'  credit  needs  while  incurring  lower  capital  requirements  and  a  smaller  balance 
sheet  than  if  it  made  the  loans  directly. 

Issuers  obtain  a  number  of  advantages  from  securitizing  assets,  including  improving  their  capital 
ratios  and  return  on  assets,  monetizing  gains  in  loan  value,  generating  fee  income  by  providing  services 
to  the  securitization  conduit,  closing  a  potential  source  of  interest-rate  risk  and  increasing  institutional 
liquidity  by  providing  access  to  a  new  source  of  funds.  Investors  are  attracted  by  the  high  credit  quality  of 
Asset-Backed  Securities,  as  well  as  their  attractive  returns. 

Asset-Backed  Securities  carry  coupons  that  can  be  fixed  or  floating.  Pricing  is  typically  designed 
to  mirror  the  coupon  characteristics  of  the  loans  being  securitized.  The  spread  will  vary  depending  on  the 
credit  quality  of  the  underlying  collateral,  the  degree  and  nature  of  credit  enhancement  and  the  degree  of 
variability  in  the  cash  flows  emanating  from  the  securitized  loans. 

Credit  risk  arises  from  (a)  losses  due  to  defaults  by  the  borrowers  in  the  underlying  collateral,  (b) 
the  issuer's  or  servicer's  failure  to  perform  and  (c)  fraud.  These  elements  can  blur  together  as,  for 
example,  in  the  case  of  a  servicer  who  does  not  provide  adequate  credit-review  scrutiny  to  the  serviced 
portfolio,  leading  to  higher  incidence  of  defaults.  Asset-Backed  Securities  are  rated  by  major  rating 
agencies.  Market  risk  arises  from  the  cash-flow  characteristics  of  the  security,  which  for  many  Asset- 
Backed  Securities  tend  to  be  predictable.  The  greatest  variability  in  cash  flows  comes  from  credit 
performance,  including  the  presence  of  wind-down  or  acceleration  features  designed  to  protect  the 
investor  in  the  event  that  credit  losses  in  the  portfolio  rise  well  above  expected  levels.  Interest-rate  risk 
arises  for  the  issuer  from  the  relationship  between  the  pricing  terms  on  the  underlying  collateral  and  the 
terms  of  the  rate  paid  to  security  holders  and  from  the  need  to  mark  to  market  the  excess  servicing  or 
spread  account  proceeds  carried  on  the  balance  sheet.  Liquidity  risk  can  arise  from  increased  perceived 
credit  risk,  like  that  which  occurred  in  1996  and  1997  with  the  rise  in  reported  delinquencies  and  losses 
on  securitized  pools  of  credit  cards.  Liquidity  can  also  become  a  major  concern  for  asset-backed 
commercial  paper  programs  if  concerns  about  credit  quality,  for  example,  lead  investors  to  avoid  the 
commercial  paper  issued  by  the  relevant  special-purpose  entity.  For  these  cases,  the  securitization 
transaction  may  include  a  "liquidity  facility,"  which  requires  the  facility  provider  to  advance  funds  to  the 
relevant  special-purpose  entity  should  liquidity  problems  arise.  To  the  extent  that  the  bank  originating  the 
loans  is  also  the  provider  of  the  liquidity  facility,  and  that  the  bank  is  likely  to  experience  similar  market 
concerns  if  the  loans  it  originates  deteriorate,  the  ultimate  practical  value  of  the  liquidity  facility  to  the 
transaction  may  be  questionable.  Operations  risk  arises  through  the  potential  for  misrepresentation  of 
loan  quality  or  terms  by  the  originating  institution,  misrepresentation  of  the  nature  and  current  value  of  the 
assets  by  the  servicer  and  inadequate  controls  over  disbursements  and  receipts  by  the  servicer. 

The  Underlying  Assets  are  divided  into  different  "Specified  Types ".  The  Specified  Types  are  set 
forth  below. 

"ABX  Tranche  Security"  means  Underlying  Assets  that  are  issued  by  a  special  purpose  issuer 
as  part  of  an  ABX.HE  index  administered  and  marketed  by  Markit  Group  Limited.  The  rating  of  any  ABX 
Tranche  Security  will  be  deemed  to  be  the  rating  associated  with  the  relevant  reference  index. 
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'Automobile  Securities"  means  Underlying  Assets  that  entitle  the  holders  thereof  to  receive 
payments  that  depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely 
distribution  of  proceeds  to  holders  of  the  Asset-Backed  Securities)  on  the  cash  flow  from  installment  sale 
loans  made  to  finance  the  purchase  of,  or  from  leases  of,  automobiles,  generally  having  the  following 
characteristics:  (1)  the  loans  or  leases  may  have  varying  contractual  maturities;  (2)  the  loans  or  leases 
are  obligations  of  numerous  borrowers  or  lessors  and  accordingly  represent  a  diversified  pool  of  obligor 
credit  risk;  (3)  the  repayment  stream  on  such  loans  or  leases  is  primarily  determined  by  a  contractual 
payment  schedule,  with  early  repayment  on  such  loans  or  leases  predominantly  dependent  upon  the 
disposition  of  the  underlying  vehicle;  and  (4)  such  leases  typically  provide  for  the  right  of  the  lessee  to 
purchase  the  vehicle  for  its  stated  residual  value,  subject  to  payments  at  the  end  of  lease  term  for  excess 
mileage  or  use. 

"Car  Rental  Fleet  Securities"  means  Underlying  Assets  that  entitle  the  holders  thereof  to  receive 
payments  that  depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely 
distribution  of  proceeds  to  holders  of  the  Underlying  Securities)  on  the  cash  flow  from  leases  and 
subleases  of  vehicles  to  car  rental  systems  and  their  franchisees,  generally  having  the  following 
characteristics:  (1)  the  leases  and  subleases  have  varying  contractual  maturities;  (2)  the  subleases  are 
obligations  of  numerous  franchisees  and  accordingly  represent  a  very  diversified  pool  of  obligor  credit 
risk;  (3)  the  repayment  stream  on  such  leases  and  subleases  Is  primarily  determined  by  a  contractual 
payment  schedule,  with  early  termination  of  such  leases  and  subleases  predominantly  dependent  upon 
the  disposition  to  a  lessee  or  third  party  of  the  underlying  vehicle;  and  (4)  such  leases  or  subleases 
typically  provide  for  the  right  of  the  lessee  or  sublessee  to  purchase  the  vehicle  for  its  stated  residual 
value,  subject  to  payments  at  the  end  of  lease  term  for  excess  mileage  or  use. 

"CDO  Securities"  means  securities  that  entitle  the  holders  thereof  to  receive  payments  that 
depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely  distribution  of 
proceeds  to  holders  of  the  CDO  Securities)  on  the  cash  flow  from  a  portfolio  of  Synthetic  Securities, 
Underlying  Securities,  Commercial  Mortgage-Backed  Securities,  Residential  Mortgage-Backed  Securities, 
bank  loan  securities,  domestic  corporate  debt  securities,  high-grade  asset-backed  securities  and  trust 
preferred  securities  or  any  combination  of  the  foregoing,  generally  having  the  following  characteristics: 
(1)  the  securities  have  varying  contractual  maturities;  (2)  the  securities  are  obligations  of  a  relatively 
limited  number  of  obligors  or  issuers  and  accordingly  represent  a  relatively  undiversified  pool  of  obligor 
credit  risk;  (3)  repayment  thereof  can  vary  substantially  from  the  contractual  payment  schedule  (if  any), 
with  early' prepayment  of  individual  securities  depending  on  numerous  factors  specific  to  the  particular 
issuers  or  obligors  and  upon  whether,  in  the  case  of  securities  bearing  interest  at  a  fixed  rate,  such 
securities  include  an  effective  prepayment  premium;  and  (4)  proceeds  from  such  repayments  can  for  a 
limited  period  and  subject  to  compliance  with  certain  eligibility  criteria  be  reinvested  in  additional 
securities. 

"CMBS  Securities"  means  Underlying  Securities  that  entitle  the  holders  thereof  to  receive 
payments  that  depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely 
distribution  of  proceeds  to  holders  of  the  Underlying  Securities)  on  the  cash  flow  from  (a)  a  pool  of 
commercial  mortgage  loans  made  to  finance  the  acquisition,  construction  and  improvement  of  properties 
or  (b)  the  leasing  of  such  properties  to  corporate  tenants.  They  generally  have  the  following 
characteristics:  (a)  the  commercial  mortgage  loans  have  varying  contractual  maturities;  (b)  the 
commercial  mortgage  loans  are  secured  by  real  property  purchased  or  improved  with  the  proceeds 
thereof;  (c)  the  commercial  mortgage  loans  are  obligations  of  a  relatively  limited  number  of  obligors  and 
accordingly  represent  a  relatively  undiversified  pool  of  obligor  credit  risk;  (d)  repayment  thereof  can  vary 
substantially  from  the  contractual  payment  schedule  (if  any),  with  early  prepayment  of  individual  loans 


118 


Confidential  Treatment  Requested  GEM7-00000565 


Footnote  Exhibits  -Page  1177 


depending  on  numerous  factors  specific  to  the  particular  obligors  and  upon  whether,  in  the  case  of  loans 
bearing  interest  at  a  fixed  rate,  such  loans  or  securities  include  an  effective  prepayment  premium. 

"Commercial  ABS  Securities"  means  Equipment  Lease  Securities  and  Small  Business  Loan 
Securities;  and  any  other  type  of  Underlying  Securities  that  becomes  a  Specified  Type  after  the  Closing 
Date,  subject  to  Noteholder  consent,  as  described  below  and  is  designated  as  "Commercial  ABS 
Securities"  in  connection  therewith. 

"Consumer  ABS  Securities"  means  Automobile  Securities,  Car  Rental  Fleet  Securities, 
Consumer  Loan  Securities,  Credit  Card  Securities  and  Student  Loan  Securities;  and  any  other  type  of 
Underlying  Securities  that  becomes  a  Specified  Type  after  the  Closing  Date,  subject  to  Noteholder 
consent,  as  described  below  and  is  designated  as  "Consumer  ABS  Securities"  in  connection  therewith. 

"Consumer  Loan  Securities"  means  Underlying  Securities  that  entitle  the  holders  thereof  to 
receive  payments  that  depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely 
distribution  of  proceeds  to  holders  of  the  Underlying  Securities)  on  the  cash  flow  from  balances 
outstanding  under  revolving  consumer  loan  accounts,  generally  having  the  following  characteristics:  (1) 
the  accounts  have  standardized  payment  terms;  (2)  the  balances  are  obligations  of  numerous  borrowers 
and  accordingly  represent  a  very  diversified  pool  of  obligor  credit  risk;  and  (3)  the  repayment  stream  on 
such  balances  does  not  depend  upon  a  contractual  payment  schedule,  with  early  repayment  depending 
primarily  on  interest  rates,  availability  of  credit  against  a  maximum  credit  limit  and  general  economic 
matters. 

"Credit  Card  Securities"  means  Underlying  Assets  that  entitle  the  holders  thereof  to  receive 
payments  that  depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely 
distribution  of  proceeds  to  holders  of  the  Underlying  Securities)  on  the  cash  flow  from  balances 
outstanding  under  revolving  consumer  credit  card  accounts,  generally  having  the  following 
characteristics:  (1)  the  accounts  have  standardized  payment  terms  and  require  minimum  monthly 
payments;  (2)  the  balances  are  obligations  of  numerous  borrowers  and  accordingly  represent  a 
diversified  pool  of  obligor  credit  risk;  and  (3)  the  repayment  stream  on  such  balances  does  not  depend 
upon  a  contractual  payment  schedule,  with  early  repayment  depending  primarily  on  interest  rates, 
availability  of  credit  against  a  maximum  credit  limit  and  general  economic  matters. 

"Emerging  Market "  means  a  country  that  is  in  Latin  America,  Asia,  Africa,  Eastern  Europe  or  the 
Caribbean  or  in  a  country  the  Dollar  denominated  obligations  of  which  are  rated  lower  than  "Aa2"  by 
Moody's  or  "AA"  by  Standard  &  Poor's; 

"Equipment  Lease  Securities"  means  Underlying  Assets  that  entitle  the  holders  thereof  to 
receive  payments  that  depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely 
distribution  of  proceeds  to  holders  of  the  Underlying  Assets)  on  the  cash  flow  from  leases  and  subleases 
of  equipment  to  commercial  and  industrial  customers,  generally  having  the  following  characteristics:  (1) 
the  leases  and  subleases  have  varying  contractual  maturities;  (2)  the  leases  or  subleases  are  obligations 
of  a  relatively  limited  number  of  obligors  and  accordingly  represent  an  undiversified  pool  of  obligor  credit 
risk;  (3)  the  repayment  stream  on  such  leases  and  subleases  is  primarily  determined  by  a  contractual 
payment  schedule,  with  earty  termination  of  such  leases  and  subleases  predominantly  dependent  upon 
the  disposition  to  a  lessee,  sublessee  or  third  party  of  the  underlying  equipment;  and  (4)  such  leases  or 
subleases  typically  provide  for  the  right  of  the  lessee  or  sublessee  to  purchase  the  equipment  for  its 
stated  residual  value,  subject  to  payments  at  the  end  of  lease  term  for  excess  usage. 

"Mid-Prime  Securities"  means  Residential  Securities  that  have  a  FICO  Score  above  625  and 
below  700. 
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"Non-Subprime  Home  Equity  Loan  Underlying  Securities"  means  Underlying  Assets  (other 
than  Residential  B/C  Mortgage-Backed  Securities  and  Residential  A  Mortgage-Backed  Securities)  that 
entitle  their  holders  to  receive  payments  that  depend  primarily  on  the  cash  flow  from  balances  (including 
revolving  balances)  outstanding  under  loans  or  lines  of  credit  to  non-subprime  borrowers  secured  by 
residential  real  estate  (single  or  two-or-four-family  properties)  the  proceeds  of  which  loans  or  lines  of 
credit  are  not  generally  used  to  purchase  such  real  estate  or  to  purchase  or  construct  dwellings  thereon 
(or  to  refinance  indebtedness  previously  used  for  such  purchase  or  construction),  generally  having  the 
following  characteristics:  (1)  the  balances  have  standardized  payment  terms  and  require  minimum 
monthly  payments;  (2)  the  balances  are  obligations  of  numerous  borrowers  and  accordingly  represent  a 
diversified  pool  of  obligor  credit  risk;  (3)  the  repayment  stream  on  such  balances  does  not  depend  upon  a 
contractual  payment  schedule,  with  early  repayment  depending  primarily  on  interest  rates  and  general 
economic  matters;  and  (4)  the  loan  or  line  of  credit  may  be  secured  by  residential  real  estate  with  a 
market  value  (determined  on  the  date  of  origination  of  such  loan  or  line  of  credit)  that  is  less  or  more  than 
the  original  proceeds  of  such  loan  or  line  of  credit 

"Prime  Securities"  means  Residential  Securities  that  have  a  FICO  Score  equal  to  or  above  700. 

"Residential  A  Mortgage-Backed  Securities"  means  Underlying  Assets  (other  than  Residential 
B/C  Mortgage-Backed  Securities  and  Non-Subprime  Home  Equity  Loan  Underlying  Securities)  that  entitle 
their  holders  to  receive  payments  that  depend  primarily  on  the  cash  flow  from  prime  residential  mortgage 
loans  secured  (on  a  first  priority  basis,  subject  to  permitted  liens,  easements  and  other  encumbrances)  by 
residential  real  estate  (single  or  two-to-four-family  properties)  the  proceeds  of  which  were  used  to 
purchase  real  estate  and  purchase  or  construct  dwellings  thereon  (or  to  refinance  indebtedness 
previously  so  used),  generally  having  the  following  characteristics:  (1)  the  mortgage  loans  have 
standardized  payment  terms  and  require  minimum  monthly  payments;  (2)  the  mortgage  loans  are 
obligations  of  numerous  borrowers  and  accordingly  represent  a  diversified  pool  of  obligor  credit  risk;  (3) 
repayment  of  such  securities  can  vary  substantially  from  their  contractual  payment  schedules  and 
depends  entirely  upon  the  rate  at  which  the  mortgage  loans  are  repaid;  and  (4)  the  repayment  of  such 
mortgage  loans  is  subject  to  a  contractual  payment  schedule,  with  early  prepayment  of  individual  loans 
depending  on  numerous  factors  specific  to  the  particular  obligors  and  upon  whether,  in  the  case  of  loans 
bearing  interest  at  a  fixed  rate,  such  loans  or  securities  include  an  effective  prepayment  premium  and 
with  early  repayment  depending  primarily  on  interest  rates  and  the  sale  of  the  mortgaged  real  estate  and 
related  dwelling  and  generally  no  penalties  for  early  repayment. 

"Residential  B/C  Mortgage-Backed  Securities"  means  Underlying  Assets  (other  than 
Residential  A  Mortgage-Backed  Securities  and  Non-Subprime  Home  Equity  Loan  Underlying  Securities) 
that  entitle  their  holders  to  receive  payments  that  depend  primarily  on  the  cash  flow  from  subprime 
residential  mortgage  loans  secured  (on  a  first  priority  basis,  subject  to  permitted  liens,  easements  and 
other  encumbrances)  by  residential  real  estate  (single  or  two-to-four-family  properties)  the  proceeds  of 
which  were  used  to  purchase  real  estate  and  purchase  or  construct  dwellings  thereon  (or  to  refinance 
indebtedness  previously  so  used),  generally  having  the  following  characteristics:  (1)  the  mortgage  loans 
have  standardized  payment  terms  and  require  minimum  monthly  payments;  (2)  the  mortgage  loans  are 
obligations  of  numerous  borrowers  and  accordingly  represent  a  diversified  pool  of  obligor  credit  risk;  (3) 
repayment  of  such  securities  can  vary  substantially  from  their  contractual  payment  schedules  and 
depends  entirely  upon  the  rate  at  which  the  mortgage  loans  are  repaid;  and  (4)  the  repayment  of  such 
mortgage  loans  is  subject  to  a  contractual  payment  schedule,  with  early  prepayment  of  individual  loans 
depending  on  numerous  factors  specific  to  the  particular  obligors  and  upon  whether,  in  the  case  of  loans 
bearing  interest  at  a  fixed  rate,  such  loans  or  securities  include  an  effective  prepayment  premium  and 
with  early  repayment  depending  primarily  on  interest  rates  and  the  sale  of  the  mortgaged  real  estate  and 
related  dwelling  and  generally  no  penalties  for  early  repayment. 
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"Residential  Securities"  or  "RMBS  Securities"  means  Residential  A  Mortgage-Backed 
Securities,  Residential  B/C  Mortgage-Backed  Securities  and  Non-Subprime  Home  Equity  Loan 
Underlying  Securities. 

"Small    Business   Loan    Securities"   means    Underlying   Securities   (other   than   Franchise 
Securities)  that  entitle  the  holders  thereof  to  receive  payments  that  depend  (except  for  rights  or  other 
assets  designed  to  assure  the  servicing  or  timely  distribution  of  proceeds  to  holders  of  the  Underlying 
Securities)  on  the  cash  flow  from  general  purpose  corporate  loans  made  to  small  business  concerns, 
including  but  not  limited  to  those  (a)  made  pursuant  to  Section  7(a)  of  the  United  States  Small  Business 
Act,  as  amended,  and  (b)  partially  guaranteed  by  the  United  States  Small  Business  Administration.  Small 
Business  Loan  Securities  generally  have  the  following  characteristics:  (1)  the  loans  have  standardized 
terms;  (2)  the  loans  are  obligations  of  a  relatively  limited  number  of  borrowers  and  accordingly  represent 
an  undiversified  pool  of  obligor,  credit  risk;  and  (3)  repayment  thereof  can  vary  substantially  from  the 
contractual  payment  schedule  (if  any),  with  early  prepayment  of  individual  loans  depending  on  numerous 
factors  specific  to  the  particular  obligors  and  upon  whether,  in  the  case  of  loans  bearing  interest  at  a  fixed 
rate,  such  loans  or  securities  include  an  effective  prepayment  premium.  For  the  purpose  of  this  definition, 
"Franchise  Securities*  means  Underlying  Securities  that  entitle  the  holders  thereof  to  receive  payments 
that  depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely  distribution  of 
proceeds  to  holders  of  the  Underlying  Securities)  on  the  cash  flow  from  (a)  a  pool  of  franchise  loans 
made  to  operators  of  franchises  that  provide  oil,  gasoline,  restaurant  or  food  services  and  provide  other 
services  related  thereto  and  (b)  leases  or  subleases  of  equipment  to  such  operators  for  use  in  the 
provision  of  such  goods  and  services.  They  generally  have  the  following  characteristics:  (1)  the  loans, 
leases  or  subleases  have  varying  contractual  maturities;  (2)  the  loans  are  secured  by  real  property 
purchased  or  improved  with  the  proceeds  thereof  (or  to  refinance  an  outstanding  loan  the  proceeds  of 
which  were  so  used);  (3)  the  obligations  of  the  lessors  or  sublessors  of  the  equipment  may  be  secured 
not  only  by  the  leased  equipment  but  also  the  related  real  estate;  (4)  the  loans,  leases  and  subleases  are 
obligations  of  a  relatively  limited  number  of  obligors  and  accordingly  represent  a  relatively  undiversified 
pool  of  obligor  credit  risk;  (5)  payment  of  the  loans  can  vary  substantially  from  the  contractual  payment 
schedule  (if  any),  with  prepayment  of  individual  loans  depending  on  numerous  factors  specific  to  the 
particular  obligors  and  upon  whether,  in  the  case  of  loans  bearing  interest  at  a  fixed  rate,  such  loans 
include  an  effective  prepayment  premium;  (6)  the  repayment  stream  on  the  leases  and  subleases  is 
primarily  determined  by  a  contractual  payment  schedule,  with  early  termination  of  such  leases  and 
subleases  predominantly  dependent  upon  the  disposition  to  a  lessee,  a  sublessee  or  third  party  of  the 
underlying  equipment;  (7)  such  leases  and  subleases  typically  provide  for  the  right  of  the  lessee  or 
sublessee  to  purchase  the  equipment  for  its  stated  residual  value,  subject  to  payments  at  the  end  of  a 
lease  term  for  excess  usage  or  wear  and  tear;  and  (8)  the  ownership  of  a  franchise  right  or  other  similar 
license  and  the  creditworthiness  of  such  franchise  operators  is  the  primary  factor  in  any  decision  to  invest 
in  these  securities. 

"Student  Loan  Securities"  means  Underlying  Assets  that  entitle  the  holders  thereof  to  receive 
payments  that  depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely 
distribution  of  proceeds  to  holders  of  the  Underlying  Securities)  on  the  cash  flow  from  loans  made  to 
students  (or  their  parents)  to  finance  educational  needs,  generally  having  the  following  characteristics: 
(1)  the  loans  have  standardized  terms;  (2)  the  loans  are  obligations  of  numerous  borrowers  and 
accordingly  represent  a  diversified  pool  of  obligor  credit  risk;  (3)  the  repayment  stream  on  such  loans  is 
primarily  determined  by  a  contractual  payment  schedule,  with  early  repayment  on  such  loans 
predominantly  dependent  upon  interest  rates  and  the  income  of  borrowers  following  the  commencement 
of  amortization;  and  (4)  such  loans  may  be  fully  or  partially  insured  or  reinsured  by  the  United  States 
Department  of  Education. 
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"Sub-Prime  Securities"  means  Residential  Securities  that  have  a  FICO  Score  equal  to  or  below 
625. 

Underlying  Assets — Synthetic  Securities 

The  following  is  a  description  of  the  Synthetic  Securities.  The  terms  used  in  this  Section  " — 
Synthetic  Securities"  but  not  otherwise  defined  in  this  Offering  Circular  have  the  meanings  set  forth  in  the 
form  of  Confirmation  attached  hereto  as  Schedule  G  in  the  case  of  Reference  Obligations  that  are  RMBS 
Securities,  in  the  form  of  Confirmation  attached  hereto  as  Schedule  H  in  the  case  of  Reference 
Obligations  that  are  ABX  Tranche  Securities,  in  the  form  of  Confirmation  attached  hereto  as  Schedule  I 
in  the  case  of  Reference  Obligations  that  are  CMBS  Securities  or  in  the  form  of  Confirmation  attached 
hereto  as  Schedule  J  in  the  case  of  Reference  Obligations  that  are  CDO  Securities.  The  terms  of  any 
additional  Synthetic  Security  may  vary  substantially  from  the  terms  described  below  and  in  the 
Confirmation.  Any  Synthetic  Security  documented  under  any  of  the  forms  of  confirmation  attached  hereto 
as  Schedule  G,  Schedule  H.  Schedule  I  and  Schedule  J  is  a  "Form-Approved  Synthetic  Security" 
The  Issuer  may  not  enter  into  any  Synthetic  Security  that  is  not  a  Form-Approved  Synthetic  Security 
unless  the  Rating  Agency  Condition  is  satisfied  and,  the  Issuer  may  not  enter  into  any  Synthetic  Security 
that  is  not  a  "pay  as  you  go"  swap  unless  the  Issuer,  or  the  Collateral  Manager  on  behalf  of  the  Issuer, 
requests  and  receives  the  recovery  rate  and  rating  applicable  to  such  Synthetic  Security  from  Standard  & 
Poor's.  For  the  avoidance  of  doubt,  Offset  Transactions  and  Offsetting  Transactions  will  not  be  deemed 
to  be  Synthetic  Securities.  Any  material  change  to  the  terms  of  an  additional  Confirmation  will  be 
required  to  satisfy  the  Rating  Condition. 

Prior  to  the  Closing  Date,  the  Issuer  will  have  entered  into  a  series  of  credit  default  swaps  (each  a 
"Synthetic  Security")  with  Deutsche  Bank  AG  (in  such  role,  the  "First  Synthetic  Security 
Counterparty").  Each  Synthetic  Security  relates  to  a  Reference  Obligation  whereby  the  Issuer  sells 
credit  protection  to  the  related  Synthetic  Security  Counterparty  on  such  Reference  Obligation.  Each 
Synthetic  Security  will  be  entered  into  pursuant  to  a  1992  ISDA  Master  Agreement  (Multicurrency-Cross 
Border),  including  the  schedule  thereto  (the  "Master  Agreement"),  between  the  Issuer  and  a  Synthetic 
Security  Counterparty,  and  a  separate  confirmation  of  transaction  (a  "Confirmation")  evidencing  the 
Synthetic  Security  thereunder.  Each  Confirmation  may  evidence  several  different  transactions,  each  of 
which  is  separate  and  distinct  from  all  others  documented  under  such  Confirmation  and  relates  to  an 
individual  Reference  Obligation  that  is  an  Asset-Backed  Security.  Terms  used  in  this  section  and  not 
defined  herein  or  in  the  Confirmations  attached  hereto  as  (i)  Schedule  G  in  the  case  of  Reference 
Obligations  that  are  RMBS  Securities,  in  the  form  of  Confirmation,  (ii)  attached  hereto  as  Schedule  H  in 
the  case  of  Reference  Obligations  that  are  ABX  Tranche  Securities,  (iii)  in  the  form  of  Confirmation 
attached  hereto  as  Schedule  I  in  the  case  of  Reference  Obligations  that  are  CMBS  Securities  or  (iv)  in 
the  form  of  Confirmation  attached  hereto  as  Schedule  J  in  the  case  of  Reference  Obligations  that  are 
CDO  Securities  will  have  the  meanings  specified  in  the  2003  ISDA  Credit  Derivatives  Definitions  as 
published  by  ISDA  (the  "Credit  Derivatives  Definitions"). 

For  the  avoidance  of  doubt  the  Synthetic  Securities  will  exclude  any  Offsetting  Transactions  and 
any  Synthetic  Security  that  constitutes  a  component  of  the  Offset  Transactions  shall  cease  to  be  a 
Synthetic  Security  from  and  including  the  time  the  relevant  Offsetting  Transaction  is  effective. 

"Reference  Obligation"  means  any  Asset-Backed  Security  that,  as  of  the  related  trade  date, 
satisfies  the  Eligibility  Criteria. 

"Reference  Obligor"  means  the  obligor  on  a  Reference  Obligation. 
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Following  the  Closing  Date  and  only  in  accordance  with  the  Eligibility  Criteria,  the  Issuer  may  (i) 
enter  into  additional  Synthetic  Securities  with  the  First  Synthetic  Security  Counterparty  and/or  (ii)  enter 
into  new  Synthetic  Securities  with  different  synthetic  security  counterparties  (together  with  the  First 
Synthetic  Security  Counterparty,  the  "Synthetic  Security  Counterparties")  pursuant  to  a  separate 
Master  Agreement  and  Confirmation;  provided  that  after  giving  effect  to  any  such  transaction,  the 
Synthetic  Security  Collateral  Amount  equals  or  exceeds  the  Required  Synthetic  Security  Collateral 
Amount.  The  "Synthetic  Security  Collateral  Amount"  equals  on  any  date  of  determination,  the  amount 
on  deposit  in  the  related  Synthetic  Security  Collateral  Account,  if  any  (Including  the  Aggregate 
Principal/Notional  Balance  of  the  Eligible  Investments  on  deposit  in  such  account,  but  excluding  all 
earnings  on  such  Eligible  Investments).  The  "Required  Synthetic  Security  Collateral  Amount"  equals, 
with  respect  to  each  Synthetic  Security  Counterparty,  on  any  date  of  determination,  the  Aggregate 
Principal/Notional  Balance  of  all  Synthetic  Securities  entered  into  with  such  Synthetic  Security 
Counterparty  minus  the  Aggregate  Principal/Notional  Balance  of  all  Offset  Transactions  with  respect  to 
Synthetic  Securities  entered  into  with  such  Synthetic  Security  Counterparty.  Each  Master  Agreement 
entered  into  with  a  Synthetic  Security  Counterparty  shall  be  substantially  identical  to  the  Master 
Agreement  entered  into  between  the  Issuer  and  the  First  Synthetic  Security  Counterparty  prior  to  closing 
or,  if  not  substantially  identical,  shall  be  approved  by  the  First  Synthetic  Security  Counterparty  and  each 
Rating  Agency.  Each  Confirmation  entered  into  with  a  Synthetic  Security  Counterparty  shall  be 
substantially  similar  to  (w)  the  form  of  Confirmation  attached  hereto  as  Schedule  G  in  the  case  of 
Reference  Obligations  that  are  RMBS  Securities,  (x)  the  form  of  Confirmation  attached  hereto  as 
Schedule  H  in  the  case  of  Reference  Obligations  that  are  ABX  Tranche  Securities,  (y)  the  form  of 
Confirmation  attached  hereto  as  Schedule  I  in  the  case  of  Reference  Obligations  that  are  CMBS 
Securities  or  (z)  the  form  of  Confirmation  attached  hereto  as  Schedule  J  in  the  case  of  Reference 
Obligations  that  are  CDO  Securities  or,  if  not  substantially  similar,  shall  be  approved  by  each  other 
Synthetic  Security  Counterparty  and  each  Rating  Agency. 

Each  Synthetic  Security  Counterparty  has  the  right  in  the  event  of  an  assignment  of  the  relevant 
Synthetic  Security  to  reject  any  replacement  for  the  Issuer.  In  deciding  whether  to  accept  or  reject  a 
replacement  for  the  Issuer,  the  Synthetic  Security  Counterparty  does  not  have  to  consider  the  interests  of 
the  Issuer  or  the  Noteholders.  If  as  of  any  Determination  Date,  the  amount  on  deposit  in  the  Synthetic 
Security  Collateral  Account  exceeds  the  Required  Synthetic  Security  Collateral  Amount,  such  excess 
amount  will  be  deposited  into  the  Principal  Collection  Account  and  deemed  to  be  Principal  Proceeds. 
Under  each  Synthetic  Security,  on  each  Fixed  Rate  Payer  Payment  Date,  the  relevant  Synthetic  Security 
Counterparty  will  be  obligated  to  pay  the  Fixed  Amounts  to  the  Issuer.  The  First  Synthetic  Security 
Counterparty  will  pay  the  Fixed  Amount  to  the  Issuer  as  determined  by  Deutsche  Bank  AG  as  calculation 
agent  (together  with  its  permitted  successors  and  assigns  in  such  capacity,  the  "Synthetic  Security 
Calculation  Agent"). 

In  addition,  on  each  Fixed  Rate  Payer  Payment  Date,  the  relevant  Synthetic  Security 
Counterparty  will  be  obligated  to  pay  the  Additional  Fixed  Amount,  if  due,  to  the  Issuer.  The  Additional 
Fixed  Amount  is  comprised  of  Interest  Shortfall  Reimbursement  Payment  Amounts,  Writedown 
Reimbursement  Payment  Amounts  and  Principal  Shortfall  Reimbursement  Payment  Amounts. 

Under  each  Synthetic  Security,  on  each  Floating  Rate  Payer  Payment  Date,  the  Issuer  will  be 
obligated  to  pay  the  applicable  Floating  Amounts  to  the  related  Synthetic  Security  Counterparty. 

Each  Synthetic  Security  Counterparty  may,  at  its  option,  at  any  time  following  the  occurrence  of  a 
Credit  Event  under  a  Confirmation  with  respect  to  a  RMBS  Security,  CMBS  Security  or  CDO  Security, 
physically  deliver  all  or  a  portion  of  the  underlying  Reference  Obligation  to  the  Issuer  (any  such  delivered 
Reference  Obligation  or  portion  thereof,  a  "Delivered  Obligation")  with  an  Exercise  Amount  not  to 
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exceed  the  Notional  Amount  of  the  related  Synthetic  Security.  Upon  such  physical  delivery  of  any 
Reference  Obligation  or  portion  thereof,  the  Issuer  will  be  obligated  to  pay  to  the  related  Synthetic 
Security  Counterparty  an  amount  in  cash  equal  to  the  Physical  Settlement  Amount.  Any  such  Delivered 
Obligation  will  be  credited  to  a  securities  account  maintained  with  the  Trustee  subject  to  the  lien  of  the 
Indenture.  Upon  delivery,  any  Delivered  Obligation  will  be  deemed  to  be  an  Underlying  Asset  and  will 
have  the  same  effect  on  the  Eligibility  Criteria  as  the  related  Synthetic  Security  prior  to  the  delivery  and 
with  a  Principal/Notional  Balance  equal  to  its  outstanding  Principal/Notional  Balance.  "Notional  Amount" 
of  any  Synthetic  Security  will  equal  the  "Reference  Obligation  Notional  Amount"  as  defined  in  such 
Synthetic  Security. 

Allocation  Procedures.  With  respect  to  the  Synthetic  Securities  and  Offsetting  Transactions,  and 
before  any  disbursements  are  made  pursuant  to  "Description  of  the  Notes— Priority  of  Payments- 
Interest  Proceeds"  and  "—Principal  Proceeds"  (i)  Floating  Payments  and  other  amounts  due  under  any 
Synthetic  Security,  (ii)  Physical  Settlement  Amounts,  (Hi)  Principal  Payment  Amounts,  (iv)  payments  of 
Additional  Fixed  Amounts,  (v)  termination  amounts  and  (vi)  Offsetting  Transactions  will  be  allocated  in 
accordance  with  the  "Allocation  Procedures"  described  below  and  such  amounts  will  not  be  applied 
through  the  Priority  of  Payments  unless  specifically  set  forth  below: 

(i)  Floating  Payments  and  other  amounts  due  under  the  Synthetic  Securities.   If  on 

any  Business  Day,  Floating  Payments  or  any  other  amounts  are  due  and  payable 
by  the  Issuer  in  accordance  with  the  provisions  of  any  Synthetic  Security,  other 
than  Interest  Shortfall  Amounts  and  any  termination  payments  with  respect  to  an 
early  termination  or  an  event  of  default  (the  "Synthetic  Security  Payment 
Amount"),  the  Trustee  shall,  on  behalf  of  the  Issuer,  and  pursuant  to  instruction 
of  the  Issuer  or  Collateral  Manager  acting  on  its  behalf,  subject  to  the  procedures 
set  forth  in  the  Indenture: 

(A)  withdraw  from  the  Synthetic  Security  Collateral  Account  (including,  at  the 
Collateral  Manager's  discretion,  by  withdrawing  the  necessary  amount 
from  the  Investment  Agreement)  an  amount  equal  to  the  lesser  of  (1)  the 
amount  credited  to  the  Synthetic  Security  Collateral  Account  and  (2)  the 
Synthetic  Security  Payment  Amount;  and 

(B)  if  the  amount  withdrawn  under  (A)  above  is  less  than  the  Synthetic 
Security  Payment  Amount,  withdraw  from  the  Principal  Collection 
Account  an  amount  equal  to  the  lesser  of  (1)  the  amount  credited  to  the 
Principal  Collection  Account  and  (2)  the  Synthetic  Security  Payment 
Amount  less  the  amounts  withdrawn  pursuant  to  clause  (A)  above. 

The  Trustee,  on  behalf  of  the  Issuer,  and  pursuant  to  instruction  of  the  Issuer  or 
Collateral  Manager  acting  on  its  behalf,  shall  pay  such  proceeds  to  the  relevant  Synthetic 
Security  Counterparty  in  an  amount  equal  to  the  Synthetic  Security  Payment  Amount. 

(H)  Physical  Settlement  Amount.  If  on  any  Business  Day,  the  Physical  Settlement 
Amount  for  any  Delivered  Obligation  is  due  and  payable  by  the  Issuer  to  the 
relevant  Synthetic  Security  Counterparty  pursuant  to  the  terms  of  the  related 
Synthetic  Security,  the  Trustee  shall,  on  behalf  of  the  Issuer,  and  pursuant  to 
instruction  of  the  Issuer  or  Collateral  Manager  acting  on  its  behalf,  subject  to  the 
procedures  set  forth  in  the  Indenture: 
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(A)  withdraw  from  the  Synthetic  Security  Collateral  Account  (including,  at  the 
Collateral  Manager's  discretion,  by  withdrawing  the  necessary  amount 
from  the  Investment  Agreement)  an  amount  equal  to  the  lesser  of  (1)  the 
amount  credited  to  the  Synthetic  Security  Collateral  Account  and  (2)  the 
Physical  Settlement  Amount;  and 

(B)  if  the  amount  withdrawn  under  (A)  above  is  less  than  the  Physical 
Settlement  Amount,  withdraw  from  the  Principal  Collection  Account  an 
amount  equal  to  the  lesser  of  (1)  the  amount  credited  to  the  Principal 
Collection  Account  and  (2)  the  Physical  Settlement  Amount  less  the 
amounts  withdrawn  pursuant  to  clause  (A)  above. 

The  Trustee,  on  behalf  of  the  Issuer,  and  pursuant  to  instruction  of  the  Collateral 
Manager,  shall  pay  such  proceeds  to  the  relevant  Synthetic  Security  Counterparty  in  an 
amount  equal  to  the  Physical  Settlement  Amount. 

(iii)  Principal  Payment  Amount.  If  on  any  Business  Day,  there  is  a  Principal  Payment 
Amount  with  respect  to  any  Reference  Obligation  under  a  Synthetic  Security,  the 
Trustee  shall,  on  behalf  of  the  Issuer,  and  pursuant  to  instruction  of  the  Collateral 
Manager,  subject  to  the  procedures  set  forth  in  the  indenture,  withdraw  from  the 
Synthetic  Security  Collateral  Account  (including,  at  the  Collateral  Manager's 
discretion,  by  withdrawing  the  necessary  amount  from  the  Investment 
Agreement),  an  amount  equal  to  the  lesser  of  (1)  the  amount  credited  to  the 
Synthetic  Security  Collateral  Account  (including  the  amount  that  the  Issuer  can 
withdraw  from  the  Investment  Agreement)  and  (2)  the  Principal  Payment 
Amount,  and  such  withdrawn  amounts  will  be  deemed  to  be  Principal  Proceeds 
and  credited  to  the  Principal  Collection  Account. 

(iv)  Payments  of  Additional  Fixed  Amounts.  If  on  any  Business  Day,  the  Issuer 
receives  Additional  Fixed  Amounts,  the  Issuer  shall  allocate  (i)  any  Interest 
Shortfall  Reimbursement  Payment  Amount,  into  the  Interest  Collection  Account 
as  Interest  Proceeds  and  (ii)  any  Writedown  Reimbursement  Payment  Amount, 
any  Principal  Shortfall  Reimbursement  Payment  Amount  into  the  Synthetic 
Security  Collateral  Account. 

(v)  Termination  or  Novation  of  a  Synthetic  Security.  If  on  any  Business  Day,  (A)(x) 
there  is  an  early  termination  of  a  Synthetic  Security  resulting  from  a  termination 
event  or  an  event  of  default  pursuant  to  the  terms  of  the  related  Synthetic 
Security,  and  (y)  the  Issuer  is  the  Defaulting  Party  or  sole  Affected  Party  (as  such 
term  is  defined  in  the  related  Synthetic  Security)  and  (z)  as  a  result  of  the 
termination  of  the  Synthetic  Security,  a  termination  payment  is  due  to  the 
Synthetic  Security  Counterparty  or  (B)  the  Issuer  novates  a  Synthetic  Security 
and  a  payment  is  due  to  the  replacement  synthetic  swap  counterparty  (such 
amount,  the  "Synthetic  Security  Termination/Novation  Payment  (Issuer)")  the 
Trustee  shall,  on  behalf  of  the  Issuer,  and  pursuant  to  written  instruction  of  the 
Collateral  Manager,  subject  to  the  procedures  set  forth  in  the  Indenture: 

(A)  withdraw  from  the  Synthetic  Security  Collateral  Account  (including,  at  the 
Collateral  Manager's  discretion,  by  withdrawing  the  necessary  amount 
from  the  Investment  Agreement)  an  amount  equal  to  the  lesser  of  (1)  the 
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amount  credited  to  the  Synthetic  Security  Collateral  Account  and  (2)  the 
Synthetic  Security  Termination/Novation  Payment  (Issuer);  and 

(B)  if  the  amount  withdrawn  under  (A)  above  is  less  than  the  Synthetic 
Security  Termination/Novation  Payment  (Issuer),  withdraw  from  the 
Principal  Collection  Account  an  amount  equal  to  the  lesser  of  (1)  the 
amount  credited  to  the  Principal  Collection  Account  and  (2)  the  Synthetic 
Security  Termination/Novation  Payment  (Issuer)  less  the  amounts 
withdrawn  pursuant  to  clause  (A). 

The  Trustee,  on  behalf  of  the  Issuer,  shall  pay  from  such  proceeds  any  amounts  due  to 
the  Synthetic  Security  Counterparty  of  the  related  Synthetic  Security  (other  than  with 
respect  to  a  termination  event  or  event  of  default  where  the  Synthetic  Security 
Counterparty  is  the  Defaulting  Party  or  Affected  Party  (as  such  term  is  defined  in  the 
Synthetic  Security)). 

(vi)  Payment  of  amounts  due  under  the  Offsetting  Transactions.  Any  termination 
payments  due  to  the  Offsetting  Transaction  Counterparty  in  connection  with  the 
Disposition  of  an  Offsetting  Transaction  will  be  made  from  the  termination 
payment  received  by  the  Issuer  in  respect  of  the  Disposition  of  the  related  Offset 
Transaction  (if  both  the  Offset  Transaction  and  related  Offsetting  Transaction  are 
terminated)  or  from  Principal  Proceeds  (if  only  the  Offsetting  Transaction  is 
terminated).  If  an  Offsetting  Transaction  and  the  related  Offset  Transaction  are 
terminated  at  the  same  time,  any  payments  received  by  the  Issuer  in  connection 
with  the  Disposition  of  an  Offsetting  Transaction  will  be  netted  against  payments 
paid  by  the  Issuer  in  connection  with  the  related  Disposition  of  the  corresponding 
Offset  Transaction. 

Floating  Payments  Payable  bv  the  Issuer.  With  respect  to  each  Synthetic  Security  executed 
substantially  in  the  form  as  shown  in  Schedule  G.  Schedule  H.  Schedule  I  or  in  Schedule  J,  the  Issuer 
shall  pay  to  the  Synthetic  Security  Counterparty  on  each  Floating  Rate  Payer  Payment  Date  the 
"Floating  Payment"  applicable  to  such  Synthetic  Security  as  calculated  by  the  Synthetic  Security 
Calculation  Agent  and  confirmed  by  the  Trustee,  which  shall  equal  the  related  Writedown  Amount, 
Principal  Shortfall  Amount  or  Interest  Shortfall  Payment  Amount,  as  applicable. 

"Writedown  Amount"  means,  with  respect  to  any  Reference  Obligation  Payment  Date,  the 
product  of  (a)  the  amount  of  any  Writedown  on  such  date,  (b)  the  Applicable  Percentage  and  (c)  the 
Reference  Price. 

"Principal  Shortfall  Amount"  which  means,  with  respect  to  a  Failure  to  Pay  Principal,  the 
greater  of  (i)  zero;  and  (ii)  the  product  of  (a)  the  Expected  Principal  Amount  minus  the  Actual  Principal 
Amount,  (b)  the  Applicable  Percentage  and  (c)  the  Reference  Price.  If  the  Principal  Shortfall  Amount 
would  not  be  greater  than  the  Notional  Amount  immediately  prior  to  the  occurrence  of  a  Failure  to  Pay 
Principal,  then  the  Principal  Shortfall  Amount  shall  be  deemed  to  be  equal  to  the  Notional  Amount  at  such 
time. 

"Interest  Shortfall  Amount"  means,  with  respect  to  any  Reference  Obligation  Payment  Date,  an 
amount  equal  to  the  greater  of  (a)  zero  and  (b)  the  product  of  (i)  the  Expected  Interest  Amount  minus  the 
Actual  Interest  Amount  and  (ii)  the  Applicable  Percentage;  provided  that  the  Interest  Shortfall  Amount 
shall  be  subject  to  a  "Fixed  Cap"  or  other  similar  provision  such  that  the  Interest  Shortfall  Amount  payable 
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with  respect  to  an  interest  period  shall  be  limited  to  the  Fixed  Amount  payable  by  the  relevant  Synthetic 
Security  Counterparty. 

"Expected  Interest  Amount"  means,  with  respect  to  any  Reference  Obligation  Payment  Date, 
the  amount  of  current  interest  that  would  accrue  during  the  related  Reference  Obligation  Calculation 
Period  calculated  using  the  Reference  Obligation  Coupon  on  a  Principal/Notional  Balance  of  the 
Reference  Obligation  equal  to  the  Outstanding  Principal  Amount  taking  into  account  any  reductions  due 
to  a  principal  deficiency  balance  or  realized  loss  amount  (however  described  in  the  Underlying 
Instruments)  that  are  attributable  to  the  Reference  Obligation.  Except  as  provided  in  the  previous 
sentence,  the  Expected  Interest  Amount  shall  be  determined  without  regard  to  (i)  unpaid  amounts  in 
respect  of  accrued  interest  on  prior  Reference  Obligation  Payment  Dates,  or  (ii)  any  prepayment 
penalties  or  yield  maintenance  provisions. 

"Actual  Interest  Amount"  means,  with  respect  to  any  Reference  Obligation  Payment  Date, 
payment  by  or  on  behalf  of  the  Issuer  of  an  amount  in  respect  of  interest  due  under  Reference  Obligation 
including,  without  limitation,  any  deferred  interest,  defaulted  interest,  but  excluding  payments  in  respect  of 
prepayment  penalties  or  principal  (except  that  the  Actual  Interest  Amount  shall  include  any  payment  of 
principal  representing  capitalized  interest)  paid  to  the  holder(s)  of  the  Reference  Obligation  in  respect  of 
the  Reference  Obligation. 

"Reference  Obligation  Calculation  Period"  means,  with  respect  to  each  Reference  Obligation 
Payment  Date,  a  period  corresponding  to  the  interest  accrual  period  relating  to  such  Reference  Obligation 
Payment  Date  pursuant  to  the  Underlying  Instruments;  provided,  however,  that  in  the  case  of  the  first 
Reference  Obligation  Calculation  Period,  such  Reference  Obligation  Calculation  Period  shall  commence 
on  and  include  the  Effective  Date  of  such  Synthetic  Security. 

"Floating  Rate  Payer  Payment  Date"  has  the  meaning  specified  in  the  related  Synthetic 
Security,  but  will  generally  mean  the  first  Fixed  Rate  Payer  Payment  Date  falling  at  least  two  Business 
Days  after  delivery  of  a  notice  by  the  Calculation  Agent  to  the  Synthetic  Security  Counterparty  and  the 
Issuer  or  the  Synthetic  Security  Counterparty  to  the  Issuer  that  the  related  Floating  Amount  is  due. 

Additional  Fixed  Amounts  Payable  bv  the  Synthetic  Security  Counterparty.  With  respect  to  each 
Synthetic  Security  executed  in  the  form  as  shown  in  Schedule  G.  in  the  form  as  shown  in  Schedule  H,  in 
the  form  as  shown  in  Schedule  I  or  in  the  form  as  shown  in  Schedule  J,  in  addition  to  the  Fixed 
Amounts,  the  Synthetic  Security  Counterparty  shall  pay  to  the  Issuer  "Additional  Fixed  Amounts" 
consisting  of: 

(a)  the  payment  of  an  Actual  Interest  Amount  that  is  greater  than  the  Expected  Interest 
Amount  multiplied  by  the  Applicable  Percentage  subject  to  the  Fixed  Cap  (such 
reimbursement  amount  the  "Interest  Shortfall  Reimbursement  Payment  Amount"); 

(b)  the  Writedown  Reimbursement  Amount  specified  by  the  Synthetic  Security  Calculation 
Agent  in  its  notice  to  the  parties  or  the  Issuer  in  its  notice  to  the  Synthetic  Security 
Counterparty  of  the  existence  of  a  Writedown  Reimbursement  (such  reimbursement 
amount,  the  "Writedown  Reimbursement  Payment  Amount");  provided  that  the 
aggregate  of  all  Writedown  Reimbursement  Payment  Amounts  at  any  time  shall  not 
exceed  the  aggregate  of  all  Floating  Amounts  paid  by  the  Issuer  in  respect  of 
Writedowns;  and 

(c)  the  Principal  Shortfall  Reimbursement  Amount  specified  by  the  Synthetic  Security 
Calculation  Agent  in  its  notice  to  the  parties  or  the  Issuer  in  its  notice  to  the  Synthetic 
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Security  Counterparty  of  the  existence  of  a  Principal.  Shortfall  Reimbursement  (such 
reimbursement  amount,  the  "Principal  Shortfall  Reimbursement  Payment  Amount"); 
provided  that  the  aggregate  of  all  Principal  Shortfall  Reimbursement  Payment  Amounts  at 
any  time  shall  not  exceed  the  Aggregate  of  all  Floating  Amounts  paid  by  the  Issuer  in 
respect  of  occurrences  of  Failure  to  Pay  Principal. 

"Writedown  Reimbursement"  means,  with  respect  to  any  day,  the  occurrence  of  either  (a)  a 
payment  in  respect  of  the  Reference  Obligation  in  reduction  of  any  prior  Writedowns  or  (b)  (i)  an  increase 
in  the  Outstanding  Principal  Amount  of  the  Reference  Obligation  to  reflect  the  reversal  of  any  prior 
Writedowns  or  (ii)  a  decrease  in  the  principal  deficiency  balance  or  realized  loss  amounts  (howsoever 
described  in  the  Underlying  Instruments)  attributable  to  the  Reference  Obligation). 

"Writedown  Reimbursement  Amount"  means,  with  respect  to  any  day  the  product  of  (a)  the 
sum  of  all  Writedown  Reimbursements  on  that  day  (b)  the  Applicable  Percentage  and  (c)  the  Reference 
Price. 

"Principal  Shortfall  Reimbursement  Amount"  means,  with  respect  to  any  Reference  Obligation 
Payment  Date,  the  product  of  (a)  the  amount  of  any  Principal  Shortfall  Reimbursement,  (b)  the  Applicable 
Percentage  and  (c)  the  Reference  Price. 

"Principal  Shortfall  Reimbursement"  means,  with  respect  to  any  Reference  Obligation  Payment 
Date,  the  payment  of  an  amount  in  respect  of  the  Reference  Obligation  in  or  toward  the  satisfaction  of 
any  deferral  of  or  failure  to  pay  principal  arising  from  one  or  more  prior  occurrences  of  a  Failure  to  Pay 
Principal. 

Credit  Events.  "Credit  Event"  means,  solely  with  respect  to  Reference  Obligations  that  are 
RMBS  Securities,  with  respect  to  any  Reference  Obligation,  the  occurrence  of  a: 

(i)  "Failure  to  Pay  Principal",  means  (i)  a  failure  by  the  Reference  Entity  (or  any 

Insurer)  to  pay  an  Expected  Principal  Amount  on  the  Final  Amortization  Date  or 
the  Legal  Final  Maturity  Date,  as  the  case  may  be  or  (ii)  payment  on  any  such 
day  of  an  Actual  Principal  Amount  that  is  less  than  the  Expected  Principal 
Amount;  provided  that  the  failure  by  the  Reference  Entity  (or  any  Insurer)  to  pay 
any  such  amount  in  respect  of  principal  in  accordance  with  the  foregoing  shall 
not  constitute  a  Failure  to  Pay  Principal  if  such  failure  has  been  remedied  within 
any  grace  period  applicable  to  such  payment  obligation  under  the  Underlying 
Instruments  or,  if  no  such  grace  period  is  applicable,  within  three  Business  Days 
after  the  day  on  which  the  Expected  Principal  Amount  was  scheduled  to  be  paid; 

(ii)  "Writedown",  means  the  occurrence  at  any  time  on  or  after  the  Effective  Date  of: 
(i)  (A)  a  writedown  or  applied  loss  (however  described  in  the  Underlying 
Instruments)  resulting  in  a  reduction  in  the  Outstanding  Principal  Amount  (other 
than  as  a  result  of  a  scheduled  or  unscheduled  payment  of  principal);  or  (B)  the 
attribution  of  a  principal  deficiency  or  realized  loss  (howsoever  described  in  the 
Underlying  Instruments)  to  the  Reference  Obligation  resulting  in  a  reduction  of 
the  current  interest  payable  on  the  Reference  Obligation;  or  (ii)  the  forgiveness  of 
any  amount  of  principal  by  the  holders  of  the  Reference  Obligation  pursuant  to 
an  amendment  to  the  Underlying  Instruments  resulting  in  a  reduction  in  the 
Outstanding  Principal  Amount; 
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(iii)         "Distressed  Ratings  Downgrade",  which  means  that  the  Reference  Obligation, 
on  any  date  of  determination: 

(a)  if  publicly  rated  by  Moody's, 

(i)  is  downgraded  to  "Caa2"  or  below  by  Moody's  or 

(ii)  has  the  rating  assigned  to  it  by  Moody's  withdrawn  and,  in  each 
case,  not  reinstated  within  five  (5)  Business  Days  of  such 
downgrade  or  withdrawal;  provided,  if  such  Reference  Obligation 
was  assigned  a  public  rating  of  "Baa3°  or  higher  by  Moody's 
immediately  prior  to  the  occurrence  of  such  withdrawal,  it  shall 
not  constitute  a  Distressed  Ratings  Downgrade  if  such 
Reference  Obligation  is  assigned  a  public  rating  of  at  least 
"Caa1"  by  Moody's  within  three  (3)  calendar  months  of  such 
withdrawal;  or 

(b)  if  publicly  rated  by  Standard  &  Poor's, 

(i)  is  downgraded  to  "CCC"  or  below  by  Standard  &  Poor's  or 

(ii)  has  the  rating  assigned  to  it  by  Standard  &  Poor's  withdrawn 
and,  in  each  case,  not  reinstated  within  five  (5)  Business  Days  of 
such  downgrade  or  withdrawal;  provided,  if  such  Reference 
Obligation  was  assigned  a  public  rating  of  "BBB-"  or  higher  by 
Standard  &  Poor's  immediately  prior  to  the  occurrence  of  such 
withdrawal,  it  shall  not  constitute  a  Distressed  Ratings 
Downgrade  if  such  Reference  Obligation  is  assigned  a  public 
rating  of  at  least  "CCC+"  by  Standard  &  Poor's  within  three  (3) 
calendar  months  of  such  withdrawal;  or 

(c)  if  publicly  rated  by  Fitch  Ratings  Inc.  ("Fitch"), 

(i)  is  downgraded  to  "CCC"  or  below  by  Fitch  or 

(ii)  has  the  rating  assigned  to  it  by  Fitch  withdrawn  and,  in  each 
case,  not  reinstated  within  five  (5)  Business  Days  of  such 
downgrade  or  withdrawal;  provided,  however,  if  such  Reference 
Obligation  was  assigned  a  public  rating  of  "BBB-"  or  higher  by 
Fitch  immediately  prior  to  the  occurrence  of  such  withdrawal,  it 
shall  not  constitute  a  Distressed  Ratings  Downgrade  if  such 
Reference  Obligation  is  assigned  a  public  rating  of  at  least 
"CCC+"  by  Fitch  within  three  (3)  calendar  months  of  such 
withdrawal. 

"Credit  Event"  means,  solely  with  respect  to  Reference  Obligations  that  are  CMBS  Securities, 
with  respect  to  any  Reference  Obligation,  the  occurrence  of  a  Failure  to  Pay  Principal  or  a  Writedown. 

"Credit  Event"  means,  solely  with  respect  to  Reference  Obligations  that  are  CDO  Securities,  with 
respect  to  any  Reference  Obligation,  the  occurrence  of  a  Failure  to  Pay  Principal,  a  Writedown,  a 
Distressed  Ratings  Downgrade  or  a  Failure  to  Pay  Interest. 
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"Failure  to  Pay  Interest"  means  the  occurrence  of  an  Interest  Shortfall  Amount  or  Interest 
Shortfall  Amounts  (calculated  on  a  cumulative  basis)  in  excess  of  the  relevant  Payment  Requirement. 

Downgrade  of  the  Synthetic  Security  Counterparties.  If  a  Synthetic  Security  Counterparty  or  its 
guarantor  fails  to  maintain  certain  rating  levels  described  in  the  Schedule  to  the  ISDA  Master  Agreement, 
such  Synthetic  Security  Counterparty  may  be  required  to  post  collateral,  obtain  a  guaranty  from  a 
guarantor  with  the  required  rating,  or  assign  its  rights  and  obligations  under  each  related  Synthetic 
Security  to  a  replacement  synthetic  security  counterparty  satisfying  the  ratings  requirements  specified  by 
each  of  the  Rating  Agencies  for  the  synthetic  security  counterparty  and,  if  the  Synthetic  Security 
Counterparty  does  not,  within  thirty  (30)  days  of  such  failure  (or  where  the  Synthetic  Security 
Counterparty  fails  to  maintain  certain  lower  rating  levels  described  in  the  Schedule  to  the  ISDA  Master 
Agreement,  it  does  not,  within  10  days  of  such  failure)  take  such  action,  the  Issuer  will  be  permitted  to 
terminate  each  such  Synthetic  Security. 

If  and  to  the  extent  that  the  Synthetic  Security  Counterparty  posts  collateral  to  secure  its 
obligations  under  the  related  Synthetic  Security  due  to  failure  to  maintain  certain  rating  levels  described  in 
the  Schedule  to  the  ISDA  Master  Agreement,  the  Trustee  shall  establish  a  Synthetic  Security  Issuer 
Account.  The  Trustee  shall  credit  to  the  Synthetic  Security  Issuer  Account  all  amounts  that  are  required 
to  secure  the  obligations  of  the  Synthetic  Security  Counterparty.  Except  for  investment  earnings,  the 
Synthetic  Security  Counterparty  shall  not  have  any  legal,  equitable  or  beneficial  interest  in  the  related 
Synthetic  Security  Issuer  Account  other  than  in  accordance  with  the  Indenture,  the  applicable  Synthetic 
Security  and  applicable  law. 

Governing  Law.  Each  Synthetic  Security  will  state  that  it  will  be  governed  by,  and  will  be 
construed  in  accordance  with,  the  laws  of  the  State  of  New  York  without  regard  to  any  conflicts  of  laws 
principle.  Each  of  the  Issuer  and  the  Synthetic  Security  Counterparty  will  be  required  to  submit  to  the 
jurisdiction  of  the  New  York  courts  in  connection  with  each  Synthetic  Security,  and  the  Issuer  is  expected 
to  appoint  CT  Corporation  System  to  accept  service  of  process  on  its  behalf. 

Investments  in  Synthetic  Securities  present  risks  in  addition  to  those  associated  with  other  types 
of  Underlying  Assets.  See  "Risk  Factors— Nature  of  the  Underlying  Assets"  and  "—Synthetic  Securities". 

Offsetting  Transactions 

General.  The  Issuer  may  from  time  to  time,  enter  into  credit  default  swaps  with  one  or  more 
Offsetting  Transaction  Counterparties,  to  the  extent  required  in  order  to  hedge  all  or  part  of  its  credit 
exposure  (determined  as  set  out  below)  to  one  or  more  obligors  under  Synthetic  Securities  (each  such 
transaction,  as  "Offsetting  Transaction").  The  Offsetting  Transaction  Counterparty  in  respect  of  an 
Offsetting  Transaction  must  be  the  same  entity  as  the  Synthetic  Security  Counterparty  under  the 
Synthetic  Security  being  hedged.  In  the  event  that  any  such  Offsetting  Transaction  is  entered  into  in 
respect  of  all  or  part  of  a  Synthetic  Security,  such  Synthetic  Security  (or  part  thereof)  will  no  longer  be 
considered  a  Synthetic  Security  (the  notional  amount  of  such  Synthetic  Security  so  offset,  the  "Offset 
Transaction"). 

The  notional  amount  of  an  Offsetting  Transaction  may  not  exceed  the  notional  amount  of  the 
respective  Synthetic  Security.  The  purpose  of  the  Offset  Transaction  is  to  hedge  all  or  part  of  the  Issuer's 
credit  exposure.  In  the  reasonable  judgment  of  the  Collateral  Manager  acting  on  behalf  of  the  Issuer, 
such  Offsetting  Transaction  must  hedge  the  Issuer's  risk  of  loss  (in  whole  or  in  part)  with  respect  to  the 
relevant  Synthetic  Security  and  the  Offsetting  Transaction  must  relate  to  the  same  Reference  Obligation 
and  provide  for  all  obligations  thereunder  to  have  substantially  the  same  characteristics  as  obligations 
specified  in  such  Synthetic  Security  (other  than  premium  payable). 
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Following  an  event  of  default  or  termination  event  with  respect  to  an  Offset  Transaction,  the 
related  Offsetting  Transaction  will  be  required  to  terminate.  An  Offsetting  Transaction  may  be  terminated 
without  termination  of  the  related  Offset  Transaction  only  if  (i)  any  termination  payments  due  from  the 
Issuer  in  respect  of  such  termination  will  be  paid  from  Principal  Proceeds,  (ii)  such  termination  (and 
therefore  the  reconversion  of  the  relevant  Offset  Transaction  into  a  Synthetic  Security)  complies  with  all 
conditions  applicable  to  the  acquisition  of  an  Underlying  Asset  and  (iii)  there  are  funds  in  the  Principal 
Collection  Account  to  adequately  collateralize  the  Synthetic  Security  that  the  relevant  Offset  Transaction 
reconverts  to  as  a  result  of  the  termination  of  the  Offsetting  Transaction. 

The  fixed  amounts  payable  with  respect  to  an  Offsetting  Transaction  must  be  less  than  or  equal 
to  the  fixed  amounts  payable  with  respect  to  the  related  Offset  Transaction  and  in  certain  circumstances 
the  Issuer  may  be  required  to  make  an  upfront  payment  to  the  Offsetting  Transaction  Counterparty.  Any 
initial  payments  made  by  the  Issuer  to  the  Offsetting  Transaction  Counterparty  in  connection  with  the 
entry  into  an  Offsetting  Transaction  shall  be  made  from  Principal  Proceeds.  The  difference  between  the 
Fixed  Amount  received  with  respect  to  an  Offset  Transaction  and  the  Fixed  Amount  paid  on  the  Offsetting 
Transaction  shall  be  considered  Principal  Proceeds.  Offsetting  Transactions  shall  be  limited  to  an 
aggregate  notional  amount  equal  to  20%  of  the  Net  Outstanding  Underlying  Asset  Balance  as  of  the 
Closing  Date.  For  the  avoidance  of  doubt,  if  there  are  not  sufficient  funds  available  in  the  Principal 
Collection  Account  for  the  Issuer  to  make  any  initial  payment  required  to  be  paid  by  the  Issuer  in 
connection  with  its  entry  into  an  Offsetting  Transaction,  the  Issuer  may  not  enter  into  such  Offsetting 
Transaction. 

An  Offsetting  Transaction  may  only  hedge  a  component  in  the  related  Offset  Transaction  that 
prior  to  such  offset  was  a  Synthetic  Security.  For  the  avoidance  of  doubt  hedging  an  Offset  Transaction 
with  additional  Offsetting  Transactions  is  not  allowed. 

Any  payments  received  by  the  Issuer  under  an  Offsetting  Transaction  that  is  a  component  of  an 
Offset  Transaction  will  be  netted  against  payments  paid  by  the  Issuer  under  the  opposite  component.  An 
Offsetting  Transaction  must  be  immediately  Disposed  if  the  related  Offset  Transaction  is  Disposed. 


The  acquisition  of  any  Offsetting  Transaction  will  be  subject  to  the  Rating  Agency  Condition 
except  where  such  Offsetting  Transaction  is  a  Form-Approved  Synthetic  Security.  The  fixed  amount 
payable  under  any  Offsetting  Transaction  entered  into  by  the  Issuer  will  be  paid  on  an  ongoing  basis  from 
Interest  Proceeds.  The  amounts  released  from  the  Synthetic  Security  Collateral  Account  by  virtue  of  the 
entry  of  the  Issuer  into  any  Offsetting  Transaction  will  be  constrained  by  the  same  conditions  applicable  to 
Disposition  Proceeds  received  in  respect  of  Dispositions  of  Underlying  Assets. 

Upon  the  occurrence  of  a  Credit  Event  under  an  Offsetting  Synthetic  Transaction,  the  Physical 
Settlement  Amount  or  any  cash  settlement  amount  receivable  by  the  Issuer  will  be  paid  into  the  Principal 
Collection  Account,  except  to  the  extent  that  such  amounts  are  offset  against  any  amount  payable  by  the 
Issuer. 

Notwithstanding  anything  to  the  contrary  herein: 

(1)  Offset  Transactions  and  the  related  Offsetting  Transactions  will  not  be  considered  Assets 
for  purposes  of  the  Collateral  Quality  Tests;  and 

(2)  for  the  purposes  of  the  Eligibility  Criteria,  neither  the  Offset  Transactions  nor  the 
Offsetting  Transactions  will  be  considered. 
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Governing  Law.  Each  Offsetting  Transaction  will  state  that  it  will  be  governed  by,  and  will  be 
construed  in  accordance  with,  the  laws  of  the  State  of  New  York  without  regard  to  any  conflicts  of  laws 
principle.  Each  of  the  Issuer  and  the  Offsetting  Transaction  Counterparty  will  be  required  to  submit  to  the 
jurisdiction  of  the  New  York  courts  in  connection  with  each  Offsetting  Transaction,  and  the  Issuer  is 
expected  to  appoint  CT  Corporation  System  to  accept  service  of  process  on  its  behalf. 

The  Collateral  Quality  Tests 

The  Collateral  Quality  Tests  will  be  used  to  establish  that  the  characteristics  of  the  Issuer's 
portfolio  on  the  Closing  Date  satisfy  certain  threshold  levels  and,  following  the  Closing  Date,  to  determine 
whether  trading  of  the  Underlying  Assets  is  permitted.  The  "Collateral  Quality  Tests"  are  the  Standard  & 
Poor's  Minimum  Weighted  Average  Recovery  Rate  Test,  the  Moody's  Asset  Correlation  Test,  the  Moody's 
Minimum  Weighted  Average  Recovery  Rate  Test,  the  Moody's  Weighted  Average  Rating  Factor  Test,  the 
Weighted  Average  Coupon  Test  and  the  Weighted  Average  Spread  Test  described  below. 

Measurement  of  the  degree  of  compliance  with  the  Collateral  Quality  Tests  will  be  required  on  the 
Closing  Date  and  on  each  Measurement  Date.  For  purposes  of  the  Weighted  Average  Coupon  Test  and 
Weighted  Average  Spread  Test,  a  Synthetic  Security  will  be  included  as  an  Underlying  Asset  having  the 
characteristics  of  the  Synthetic  Security  and  not  of  the  related  Reference  Obligation.  A  failure  by  the 
Issuer  to  satisfy  a  Collateral  Quality  Test  will  not  result  in  an  Event  of  Default  under  the  Indenture. 

Ratings  of  Underlying  Assets.  The  "Standard  &  Poor's  Rating"  of  any  Underlying  Asset  will  be 
determined  as  described  on  Schedule  B  hereto.  The  "Moody's  Rating"  of  any  Underlying  Asset  will  be 
determined  as  described  on  Schedule  C  hereto. 

Standard  &  Poor's  Minimum  Weighted  Average  Recovery  Rate  Test.  The  "Standard  &  Poor's 
Minimum  Weighted  Average  Recovery  Rate  Test"  will  be  satisfied  on  the  Closing  Date  or  any 
Measurement  Date  if  the  Standard  &  Poor's  Weighted  Average  Recovery  Rate  is  greater  than  or  equal  to 

(a)  with  respect  to  the  Class  A-1  a  Notes,  30.96%, 

(b)  with  respect  to  the  Class  A-1  b  Notes,  30.96%, 

(c)  with  respect  to  the  Class  A-2  Notes,  30.96%, 

(d)  with  respect  to  the  Class  B  Notes,  35.77%, 

(e)  with  respect  to  the  Class  C  Notes,  41.74%, 

(f)  with  respect  to  the  Class  D  Notes,  48.62%  and 

(g)  with  respect  to  the  Class  E  Notes,  55.74%. 

The  "Standard  &  Poor's  Weighted  Average  Recovery  Rate"  is  the  number  obtained  by 
summing  the  products  obtained  by  multiplying  the  Principal/Notional  Balance  of  each  Underlying  Asset  by 
its  Standard  &  Poor's  Applicable  Recovery  Rate,  dividing  such  sum  by  the  Aggregate  Principal/Notional 
Balance  of  all  such  Underlying  Assets,  multiplying  the  result  by  100  and  rounding  up  to  the  first  decimal 
place.  The  "Standard  &  Poor's  Applicable  Recovery  Rate"  means,  with  respect  to  any  Underlying  Asset, 
an  amount  equal  to  the  percentage  for  such  Underlying  Asset  (which  shall  mean  with  respect  to  a 
Synthetic  Security,  the  related  Reference  Obligation)  set  forth  in  the  Standard  &  Poor's  Recovery  Matrix 
attached  as  Schedule  D  in  (a)  the  applicable  table,  (b)  the  row  in  such  table  opposite  the  Standard  & 
Poor's  Rating  of  such  Underlying  Asset  as  of  the  date  of  issuance  of  such  Underlying  Asset  and  (c)(i)  for 
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purposes  of  determining  the  Standard  &  Poors  Recovery  Rate,  the  column  in  such  table  below  the 
current  rating  of  the  respective  Class  of  Notes  or  (ii)  for  purposes  of  determining  the  Calculation  Amount, 
the  column  in  such  table  below  the  current  rating  of  the  most  senior  Class  of  Notes  outstanding. 

Standard  &  Poor's  CDO  Evaluator.  The  "Standard  &  Poor's  CDO  Evaluator"  means  the 
dynamic,  analytical  computer  model  developed  by  Standard  &  Poor's  and  used  to  estimate  default  risk  of 
Underlying  Assets  and  provided  to  the  Collateral  Manager  and  the  Trustee  on  or  before  the  Closing  Date, 
as  it  may  be  modified  by  Standard  &  Poor's  from  time  to  time  and  provided  to  the  Collateral  Manager  and 
the  Trustee  following  the  Closing  Date. 

Moody's  Asset  Correlation  Test.  The  "Moody's  Asset  Correlation  Test"  means  a  test  which  will 
be  satisfied  as  of  the  Closing  Date  or  any  Measurement  Date  if  the  Moody's  Correlation  Factor  is  equal  to 
or  less  than  23.06%;  provided  that  a  single-obligation  Synthetic  Security  will  be  included  as  an  Asset- 
Backed  Security  having  the  characteristics  of  the  related  Reference  Obligation  (and  the  issuer  thereof  will 
be  deemed  to  be  the  related  Reference  Obligor  and  not  the  Synthetic  Security  Counterparty).  For  the 
purpose  of  this  test,  the  number  of  assets  is  80. 

"Moody's  CDOROM™  Model"  means  the  licensed  Moody's  CDOROMTM  model  in  the  form 
provided  from  time  to  time  by  Moody's  as  updated  by  Moody's  as  notified  to  the  Collateral  Manager. 

"Moody's  Correlation  Factor"  means  the  result  labeled  "Correlation"  of  the  Moody's 
CDOROM™  Model  calculation. 

Moody's  Minimum  Weighted  Average  Recovery  Rate  Test.  The  "Moody's  Minimum  Weighted 
Average  Recovery  Rate  Test"  will  be  satisfied  as  of  the  Closing  Date  or  any  Measurement  Date  if  the 
Moody's  Weighted  Average  Recovery  Rate  is  greater  than  or  equal  to  24.20%. 

The  "Moody's  Weighted  Average  Recovery  Rate"  is  the  number  obtained  by  summing  the 
products  obtained  by  multiplying  the  Principal/Notional  Balance  of  each  Underlying  Asset  (excluding  any 
Defaulted  Asset)  by  its  applicable  recovery  rate  (determined  for  purposes  of  this  definition  in  accordance 
with  Schedule  E),  dividing  such  sum  by  the  Aggregate  Principal/Notional  Balance  of  ail  such  Underlying 
Assets,  multiplying  the  result  by  100  and  rounding  up  to  the  first  decimal  place. 

Moody's  Weighted  Average  Rating  Factor  Test.  The  "Mood/s  Weighted  Average  Rating 
Factor  Test"  will  be  satisfied  as  of  the  Closing  Date  or  any  Measurement  Date  if  the  Mood/s  Weighted 
Average  Rating  Factor  of  the  Underlying  Assets  is  equal  to  a  numerical  value  of  not  more  than  665. 

The  "Moody's  Weighted  Average  Rating  Factor"  is  the  number  determined  by  dividing: 

(a)  the  summation  of  the  series  of  products  obtained  for  any  Underlying  Asset  that  is  not  a 
Defaulted  Asset,  by  multiplying  (i)  the  Principal/Notional  Balance  of  each  such  Underlying 
Asset  by  (ii)  its  respective  Moody's  Rating  Factor,  by 

(b)  the  sum  of  the  Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets  that  are  not 
Defaulted  Securities. 

Weighted  Average  Coupon  Test.  The  "Weighted  Average  Coupon  Test"  will  be  satisfied  on  the 
Closing  Date  or  any  Measurement  Date  if  the  Weighted  Average  Coupon  is  greater  than  or  equal  to  the 
percentage  specified  in  the  table  below  with  respect  to  such  date. 


133 


Confidential  Treatment  Requested  '  GEM7-00000580 


l:.\.  f 


Footnote  Exhibits  -Page  1192 


From 

To 

WAC 

June  2007  Distribution  Date 

September  2007  Distribution  Date 

5.25% 

December  2007  Distribution  Date 

September  2008  Distribution  Date 

5.25% 

December  2008  Distribution  Date 

September  2009  Distribution  Date 

5.25% 

December  2009  Distribution  Date 

September  2010  Distribution  Date 

5.25% 

December  2010  Distribution  Date 

September  201 1  Distribution  Date 

5.25% 

December  201 1  Distribution  Date 

September  2012  Distribution  Date 

5.25% 

December  2012  Distribution  Date 

September  2013  Distribution  Date 

5.25% 

December  2013  Distribution  Date 

September  2014  Distribution  Date 

5.25% 

December  2014  Distribution  Date 

September  2015  Distribution  Date 

5.25% 

December  2015  Distribution  Date 

September  2016  Distribution  Date 

5.10% 

December  2016  Distribution  Date 

September  201 7  Distribution  Date 

5.10% 

December  2017  Distribution  Date 

September  201 8  Distribution  Date 

5.10% 

December  2018  Distribution  Date 

September  2019  Distribution  Date 

5.10% 

December  2019  Distribution  Date 

Thereafter 

5.10% 

The  "Weighted  Average  Coupon"  is  the  number  (rounded  up  to  the  next  0.01%)  obtained  by  (i) 
summing  the  products  obtained  by  multiplying  (A)  the  current  interest  rate  on  each  Underlying  Asset  that 
is  a  Fixed  Rate  Security  (excluding  all  Defaulted  Securities  and  Written  Down  Securities)  by  (B)  the 
Principal/Notional  Balance  of  each  such  Underlying  Asset  and  (ii)  dividing  such  sum  by  the  Aggregate 
Principal/Notional  Balance  of  all  Underlying  Assets  that  are  Fixed  Rate  Securities  (excluding  all  Defaulted 
Securities  and  Written  Down  Securities). 

Weighted  Average  Spread  Test.  The  "Weighted  Average  Spread  Test"  will  be  satisfied  as  of 
the  Closing  Date  or  any  Measurement  Date  if  the  Weighted  Average  Spread  is  greater  than  or  equal  to 
the  percentage,  specified  in  the  table  below  with  respect  to  such  date. 


From 

To 

WAS 

June  2007  Distribution  Date 

September  2007  Distribution  Date 

2.20% 

December  2007  Distribution  Date 

September  2008  Distribution  Date 

2.18% 

December  2008  Distribution  Date 

September  2009  Distribution  Date 

2.17% 

December  2009  Distribution  Date 

September  2010  Distribution  Date 

1.95% 

I     December  2010  Distribution  Date 

September  201 1  Distribution  Date 

1.80% 
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From 

To 

WAS 

December  201 1  Distribution  Date 

September  2012  Distribution  Date 

1.57% 

December  2012  Distribution  Date 

September  2013  Distribution  Date 

1.33% 

December  2013  Distribution  Date 

September  2014  Distribution  Date 

1.26% 

December  2014  Distribution  Date 

September  2015  Distribution  Date 

1.15% 

December  2015  Distribution  Date 

September  2016  Distribution  Date 

1.00% 

December  2016  Distribution  Date 

September  2017  Distribution  Date 

1.00% 

December  2017  Distribution  Date 

September  2018  Distribution  Date 

0.90% 

December  2018  Distribution  Date 

September  2019  Distribution  Date 

0.85% 

December  2019  Distribution  Date 

I                     Thereafter 

0.80% 

The  "Weighted  Average  Spread"  is  the  number  (rounded  up  to  the  next  0.01%)  obtained  by  (a) 
summing  the  products  obtained  by  multiplying  (i)  the  spread  above  the  floating  rate  index  at  which 
interest  accrues  on  each  Underlying  Asset  that  is  a  Floating  Rate  Security  or  the  Fixed  Amount  applicable 
to  a  Synthetic  Security  (in  each  case,  other  than  a  Defaulted  Asset  or  Written  Down  Security)  as  of  such 
date  by  (ii)  the  Principal/Notional  Balance  of  such  Underlying  Asset  as  of  such  date,  and  (b)  dividing  such 
sum  by  the  Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets  that  are  Floating  Rate 
Securities  (excluding  all  Defaulted  Securities  and  Written  Down  Securities). 

Weighted  Average  Life  Test.  The  "Weighted  Average  Life  Test"  will  be  satisfied  as  of  the 
Closing  Date  or  any  Measurement  Date  during  any  period  set  forth  below  if  the  Weighted  Average  Life  of 
all  Underlying  Assets  as  of  such  Measurement  Date  is  less  than  or  equal  to  the  number  of  years  set  forth 
in  the  table  below. 


On  any  Measurement  Date  during  the  Reinvestment  Period 
Thereafter     . 


5.0  years 


3.0  years 


"Weighted  Average  Life"  means,  on  any  Measurement  Date  with  respect  to  any  Underlying 
Asset,  the  number  obtained  by  (i)  summing  the  products  obtained  by  multiplying  (a)  the  Average  Life  at 
such  time  of  each  Underlying  Asset  (excluding  Defaulted  Assets)  by  (b)  the  Principal/Notional  Balance  of 
such  Underlying  Assets  and  (ii)  dividing  such  sum  by  the  Aggregate  Principal/Notional  Balance  at  such 
time  of  all  Underlying  Assets.  For  the  purpose  of  this  definition,  with  respect  to  the  Synthetic  Securities, 
calculations  will  be  made  with  respect  to  related  Reference  Obligation. 

"Average  Life"  means  on  any  Measurement  Date  with  respect  to  any  Underlying  Asset  (provided 
that,  with  respect  to  any  Synthetic  Security,  such  determination  will  be  made  with  respect  to  the  related 
Reference  Obligation),  the  quotient  obtained  by  dividing  (i)  the  sum  of  the  products  of  (a)  the  number  of 
years  (rounded  to  the  nearest  one  tenth  thereof)  from  such  Measurement  Date  to  the  respective  dates  of 
each  successive  distribution  of  principal  of  such  Underlying  Asset  (other  than  a  Defaulted  Asset) 
(assuming  that  (A)  no  collateral  defaults  or  is  sold,  (B)  prepayment  of  any  Underlying  Asset  during  any 
month  occurs  (a)  at  the  rate  of  prepayment  assumed  at  the  time  of  issuance  of  such  Underlying  Asset  or 
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(b)  at  the  prospectus  pricing  curve  or  other  similar  rate  as  determined  by  the  Collateral  Manager  in  its 
reasonable  business  judgment  and  (C)  any  clean-up  call,  auction  call  or  similar  redemption  of  the 
Underlying  Asset  occurs  in  accordance  with  its  terms),  and  (b)  the  respective  amounts  of  principal  of  such 
distributions  by  (ii)  the  sum  of  all  successive  distributions  of  principal  on  such  Underlying  Asset  (other 
than  a  Defaulted  Asset). 
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Disposition 

Underlying  Assets  may  be  retired  prior  to  their  respective  final  maturities  due  to,  among  other 
things,  the  existence  and  frequency  of  exercise  of  any  optional  or  mandatory  redemption  features  of  such 
Underlying  Assets.  In  addition,  pursuant  to  the  Indenture  and  so  long  as  no  Event  of  Default  has  occurred 
and  is  continuing  and  subject  to  the  conditions  set  forth  in  paragraphs  (1)  through  (5)  in  the  section 
"Disposition  of  Underlying  Assets'  below,  the  Collateral  Manager  may  Dispose  of  any  (i)  Defaulted  Asset, 
(ii)  Equity  Security,  (iii)  Credit-Risk  Asset,  (iv)  Credit  Improved  Asset,  (v)  other  Underlying  Assets 
Disposed  of  pursuant  to  paragraph  (4)  below  and  (vi)  any  Underlying  Asset  that  is  subject  to  withholding 
as  described  below. 

"Disposition"  means  one  of  the  following: 

(i)  in  the  case  of  any  Asset-Backed  Security,  Equity  Security,  Defaulted  Asset,  Written  Down 

Security  or  Eligible  Investment,  the  sale  thereof  by  the  Collateral  Manager,  acting  on 
behalf  of  the  Issuer; 

(ii)         in  the  case  of  any  Synthetic  Security,  the  termination  or  novation  thereof  by  agreement 
between  the  parties  thereto;  or 

(iii)         in  respect  of  any  Underlying  Asset,  the  entry  by  the  Issuer  into  an  Offsetting  Transaction 
in  respect  of  such  Underlying  Asset. 

References  to  "Dispose"  and  "Disposed"  will  be  construed  accordingly. 

"Disposition  Proceeds"  means: 

(i)  in  the  case  of  any  Asset-Backed  Security,  Equity  Security,  Eligible  Investment,  Defaulted 

Asset  or  Written  Down  Security,  the  net  proceeds  of  sale  by  agreement  between  the 
parties  thereto,  the  amounts  received  by  the  Issuer  from  the  applicable  counterparty, 
excluding  any  amounts  included  in  such  proceeds  that  represent  accrued  and  unpaid 
interest  save  to  the  extent  that  such  amounts  are  designated  as  Principal  Proceeds  by 
the  Collateral  Manager,  acting  on  behalf  of  the  Issuer,  in  connection  with  such  sale;  or 

(ii)         in  the  case  of  any  Synthetic  Security  that  is  terminated  or  novated  by  agreement  between 
the  parties  thereto: 

(a)  solely  for  the  purposes  of  applying  paragraphs  (1)  through  (5)  in  the  section 
"Disposition  of  Assets"  below,  an  amount  equal  to  the  Principal/Notional  Balance 
thereof,  plus  or  minus  any  mark-to-market  amounts  payable  or  received  by  the 
Issuer  upon  such  termination  or  novation;  and 

(b)  in  all  other  cases,  any  mark-to-market  amounts  payable  or  received  by  the  Issuer 
upon  such  termination  or  novation. 
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Disposition  of  Underlying  Assets 

Defaulted  Assets  and  Equity  Securities 

(1)  Subject  to  the  provisions  of  the  immediately  following  sentence,  the  Collateral  Manager 
on  behalf  of  the  Issuer,  may  Dispose  of  any  Underlying  Asset  that  the  Collateral 
Manager,  acting  on  behalf  of  the  Issuer,  determines  to  be  (and  which  the  Collateral 
Manager  certifies  in  writing  to  the  Trustee  that  it  has  determined  to  be)  a  Defaulted  Asset 
or  an  Equity  Security;  it  being  agreed  in  the  Indenture,  however,  that  notwithstanding  any 
of  the  foregoing,  (A)  the  Issuer  will  be  obligated  to  complete  the  Disposition  of  any 
Defaulted  Asset  (i)  within  three  years  of  the  date  on  which  it  was  so  determined  to  be  a 
Defaulted  Asset  or  (ii)  if  applicable,  within  three  years  of  such  later  date  on  which  such 
Defaulted  Asset  may  first  be  Disposed  of  in  accordance  with  its  terms  or  under  applicable 
law;  (B)  the  Issuer  will  be  obligated  to  complete  the  Disposition  of  any  Equity  Security 
received  in  exchange  for  a  Defaulted  Asset  (i)  within  one  year  of  the  date  on  which  the 
related  Underlying  Asset  was  so  determined  to  be  a  Defaulted  Asset  or  (ii)  if  applicable, 
within  one  year  of  such  later  date  on  which  such  Equity  Security  may  first  be  Disposed  of 
in  accordance  with  its  terms  or  under  applicable  law;  and  (C)  the  Issuer  will  be  obligated 
to  complete  the  Disposition  of  any  other  kind  of  Equity  Security  (i)  within  five  Business 
Days  of  the  Issuer's  receipt  thereof  or  (ii)  if  applicable,  within  five  Business  Days  of  any 
later  date  on  which  such  Equity  Security  may  first  be  Disposed  of  in  accordance  with  its 
terms  or  under  applicable  law.  The  Disposition  Proceeds  in  respect  of  the  Disposition  of 
a  Defaulted  Asset  may  not  be  reinvested  in  Underlying  Assets  unless  (i)  each  Coverage 
Test  is  passing,  (ii)  each  Collateral  Quality  Test  is  passing,  (iii)  100%  of  the  amount  of 
such  Disposition  Proceeds  are  reinvested  and  (iv)  such  Disposition  Proceeds  are 
reinvested  during  the  Reinvestment  Period. 

Credit-Risk  Assets 

(2)  The  Collateral  Manager,  on  behalf  of  the  Issuer,  may  Dispose  of  any  Underlying  Asset 
that  the  Collateral  Manager,  acting  on  behalf  of  the  Issuer,  determines  to  be  (and  which 
the  Collateral  Manager  certifies  in  writing  to  the  Trustee  that  it  has  determined  to  be)  a 
Credit-Risk  Asset  and,  if  applicable,  to  acquire  additional  Underlying  Assets  in 
accordance  with  clause  (B)  below.  The  Collateral  Manager  may  not  direct  the  Trustee  to 
Dispose  of  any  Underlying  Asset  that  it  determines  to  be  a  Credit-Risk  Asset  unless,  in 
connection  with  the  Disposition  of  such  Credit-Risk  Asset,  the  Collateral  Manager  will 
certify  in  writing  to  the  Trustee  that: 

(A)  at  the  direction  of  the  Collateral  Manager,  the  Disposition  Proceeds 
arising  from  the  Disposition  of  such  Credit-Risk  Asset  shall  be 
transferred  to  the  Principal  Collection  Account  to  be  applied  in 
accordance  with  the  Priority  of  Payments;  provided  that  such  Disposition 
Proceeds  may  not  be  reinvested,  or 

(B)  the  Collateral  Manager  believes  that  the  Issuer  will  be  able  to  reinvest 
the  Disposition  Proceeds  arising  from  the  Disposition  of  such  Credit-Risk 
Asset,  within  90  days  after  such  Credit-Risk  Asset  is  Disposed  of,  in  one 
or  more  additional  Asset-Backed  Securities  or  Synthetic  Securities 
having  an  Aggregate  Principal/Notional  Balance  that,  together  with 
accrued  interest  thereon,  is  at  least  equal  to  the  Disposition  Proceeds 
arising  from  the  Disposition  of  such  Credit-Risk  Asset  being  Disposed  of 
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and  the  Collateral  Manager  believes  that  after  giving  effect  to  such 
Disposition  and  the  subsequent  acquisition,  the  level  of  each  of  the 
Collateral  Quality  Tests  and  Eligibility  Criteria,  if  failing,  will  be 
maintained  or  improved  as  compared  to  the  test  levels  prior  to  such 
Disposition  and  subsequent  acquisition; 

provided  however  that  after  the  Reinvestment  Period,  the  Issuer  may  not 
Dispose  of  a  Credit-Risk  Asset  and  acquire  one  or  more  additional  Underlying 
Assets  pursuant  to  this  paragraph  unless,  additionally, 

(i)  the  Collateral  Quality  Tests  are  in  compliance, 

(ii)  the  Underlying  Asset  proposed  to  be  acquired  shall  have  a 
Moody's  Rating  and  a  Standard  &  Poor's  Rating  at  least  equal  to 
the  Moody's  Rating  and  the  Standard  &  Poor's  Rating 
respectively  of  the  Credit-Risk  Asset  to  be  Disposed, 

(iii)  the  weighted  average  life  of  the  Underlying  Asset(s)  proposed  to 
be  acquired  following  such  Disposition  shall  be  less  than  or 
equal  to  the  weighted  average  life  of  the  Credit-Risk  Asset 
proposed  to  be  Disposed;  provided  however,  the  Issuer  may 
Dispose  of  a  Credit-Risk  Asset  with  a  weighted  average  life  less 
than  the  weighted  average  life  of  the  Underlying  Asset(s) 
proposed  to  be  acquired  following  such  Disposition  if  (A)  the 
weighted  average  life  of  the  Underlying  Asset(s)  proposed  to  be 
acquired  following  such  Disposition  shall  be  no  more  than  two 
years  greater  than  the  weighted  average  life  of  the  Credit-Risk 
Asset  to  be  Disposed,  (B)  the  Aggregate  Principal/Notional 
Balance  of  all  Credit-Risk  Assets  Disposed  pursuant  to  this 
proviso  does  not  exceed  25%  of  the  Aggregate  Principal 
Notional  Balance  of  all  Underlying  Assets  as  of  the  Closing  Date 
and  (C)  the  date  of  such  Disposition  is  no  later  than  the  date  that 
is  three  years  after  the  end  of  the  Reinvestment  Period  and 

(iv)  (A)  all  Coverage  Tests  are  satisfied  prior  to  such  Disposition,  (B) 
the  Collateral  Manager  believes  that,  after  giving  effect  to  such 
Disposition  and  the  subsequent  acquisition  described  in  this 
paragraph  all  Coverage  Tests  will  be  satisfied  and  the  level  of 
each  Coverage  Test  will  be  at  least  equal  to  its  level  prior  to  such 
Disposition  and  (C)  the  level  of  the  Class  D  Overcollateralization 
Test  is  at  least  equal  to  1 07.62%. 

Credit-Improved  Assets 

(3)  The  Collateral  Manager,  on  behalf  of  the  Issuer,  may  Dispose  of  any  Underlying  Asset 
that  the  Collateral  Manager,  acting  on  behalf  of  the  Issuer,  determines  to  be  (and  which 
the  Collateral  Manager  certifies  in  writing  to  the  Trustee  that  it  has  determined  to  be)  a 
Credit  Improved  Asset  and,  if  applicable,  to  acquire  additional  Underlying  Assets  in 
accordance  with  clause  (B)  below.  The  Collateral  Manager  may  not  direct  the  Trustee  to 
Dispose  of  any  Underlying  Asset  that  it  determines  to  be  a  Credit-Improved  Asset  unless, 
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in  connection  with  the  Disposition  of  such  Credit-Improved  Asset,  the  Collateral  Manager 
will  certify  in  writing  to  the  Trustee  that: 

(A)  at  the  direction  of  the  Collateral  Manager,  the  Disposition  Proceeds 
arising  from  the  Disposition  of  such  Credit-Improved  Asset  shall  be 
transferred  to  the  Principal  Collection  Account  to  be  applied  in 
accordance  with  the  Priority  of  Payments;  provided  that  (i)  such 
Disposition  Proceeds  may  not  be  reinvested  and  (ii)  such  Disposition 
Proceeds  must  be  at  least  equal  to  the  par  value  of  the  Credit-Improved 
Asset  Disposed,  or 

(B)  the  Collateral  Manager  believes  that  the  Issuer  will  be  able  to  reinvest 
the  Disposition  Proceeds  arising  from  the  Disposition  of  such  Credit- 
Improved  Asset,  within  60  days  after  such  Credit-Improved  Asset  is 
Disposed  of,  in  one  or  more  additional  Asset-Backed  Securities  or 
Synthetic  Securities  having  an  Aggregate  Principal/Notional  Balance  at 
least  equal  to  the  Aggregate  Principal/Notional  Balance  of  the  Credit- 
Improved  Asset  to  be  Disposed,  and  the  Collateral  Manager  believes 
that  after  giving  effect  to  such  Disposition  and  the  subsequent 
acquisition,  the  level  of  each  of  the  Collateral  Quality  Tests,  Coverage 
Tests  and  Eligibility  Criteria,  if  failing,  will  be  maintained  or  improved  as 
compared  to  the  test  levels  prior  to  such  Disposition  and  subsequent 
acquisition; 

provided  however  that  after  the  Reinvestment  Period,  the  Issuer  may  not 
Dispose  of  a  Credit-Improved  Asset  and  acquire  another  Underlying  Asset 
pursuant  to  this  paragraph  unless,  additionally, 

(i)  the  Collateral  Quality  Tests  are  in  compliance, 

(ii)  the  Underlying  Asset  proposed  to  be  acquired  shall  have  a 
Moody's  Rating  and  a  Standard  &  Poor's  Rating  at  least  equal  to 
the  Moody's  Rating  and  the  Standard  &  Poor's  Rating, 
respectively,  of  the  Credit-Improved  Asset  to  be  Disposed, 

(iii)  the  weighted  average  life  of  the  Underlying  Asset(s)  proposed  to 
be  acquired  following  such  Disposition  shall  be  less  than  or 
equal  to  the  weighted  average  life  of  the  Credit-Improved  Asset 
proposed  to  be  Disposed;  provided  however,  the  Issuer  may 
Dispose  of  a  Credit-Improved  Asset  with  a  weighted  average  life 
less  than  the  weighted  average  life  of  the  Underlying  Asset(s) 
proposed  to  be  acquired  following  such  Disposition  if  (A)  the 
weighted  average  life  of  the  Underlying  Asset(s)  proposed  to  be 
acquired  following  such  Disposition  shall  be  no  more  than  two 
years  greater  than  the  weighted  average  life  of  the  Credit- 
Improved  Asset  to  be  Disposed,  (B)  the  Aggregate 
Principal/Notional  Balance  of  all  Credit-Improved  Assets 
Disposed  pursuant  to  this  proviso  does  not  exceed  25%  of  the 
Aggregate  Principal  Notional  Balance  of  all  Underlying  Assets  as 
of  the  Closing  Date  and  (C)  the  date  of  such  Disposition  is  no 
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later  than  the  date  that  is  three  years  after  the  end  of  the 
Reinvestment  Period  and 

(iv)  (A)  all  Coverage  Tests  are  satisfied  prior  to  such  Disposition,  (B) 
the  Collateral  Manager  believes  that,  after  giving  effect  to  such 
Disposition  and  the  subsequent  acquisition  described  in  this 
paragraph  all  Coverage  Tests  will  be  satisfied  and  the  level  of 
each  Coverage  Test  will  be  at  least  equal  to  its  level  prior  to  such 
Disposition  and  (C)  the  level  of  the  Class  D  Overcollateralization 
Test  is  at  least  equal  to  107.62%. 


Discretionary  Trading 


(4)  At  any  time  during  the  Reinvestment  Period,  the  Collateral  Manager,  on  behalf  of  the 
Issuer,  may  Dispose  of  (and  acquire  if  applicable)  any  Underlying  Asset  if,  in  connection 
with  the  Disposition  of  such  Underlying  Asset  and  the  acquisition  of  another  Underlying 
Asset,  as  applicable,  the  Collateral  Manager  shall  certify  in  writing  to  the  Trustee  that: 

(i)  the  Collateral  Manager  believes  in  good  faith  that  Disposition 

Proceeds  relating  to  such  Underlying  Asset  can  be  reinvested 
within  60  days  after  the  Disposition  of  such  Underlying  Asset  in 
one  or  more  additional  Underlying  Assets  such  that  the 
Aggregate  Principal/Notional  Balance  of  such  additional 
Underlying  Assets  is  greater  than  or  equal  to  the 
Principal/Notional  Balance  of  the  Underlying  Asset  to  be  so 
Disposed, 

(ii)  the  Aggregate  Principal/Notional  Balance  of  all  Underlying 
Assets  Disposed  of  pursuant  to  this  paragraph  during  any 
calendar  year  (including  the  period  from  the  Closing  Date  to  the 
end  of  calendar  year  2007),  does  not  exceed  20%  of  the  Net 
Outstanding  Underlying  Asset  Balance  as  of  the  first  day  of  such 
period  (excluding,  for  the  purposes  of  such  calculation,  the 
Disposition  of  any  Credit-Risk  Assets,  Credit-Improved  Assets, 
Defaulted  Assets,  Equity  Securities  and  Withholding  Securities 
and  any  Underlying  Asset  Disposed  by  the  entry  of  the  Issuer 
into  an  Offsetting  Transaction  with  respect  to  such  Underlying 
Asset), 

(iii)  the  Collateral  Manager  believes  that  after  giving  effect  to  such 
Disposition  and  the  subsequent  acquisition,  the  level  of  each  of 
the  Collateral  Quality  Tests,  Coverage  Tests  and  Eligibility 
Criteria,  if  failing,  will  be  maintained  or  improved  as  compared  to 
the  test  levels  prior  to  such  Disposition  and  subsequent 
acquisition; 

(iv)  and  Moody's  has  not  reduced  the  long  term  rating  of  any  Class 
of  Notes  below  the  long  term  rating  in  effect  on  the  Closing  Date 
by  one  or  more  major  rating  categories. 
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Underlying  Assets  Subject  to  Withholding 

(5)  Notwithstanding  any  of  the  limitations  prescribed  by  the  preceding  paragraphs,  if  no 
Event  of  Default  has  occurred  and  is  continuing,  the  Collateral  Manager,  on  behalf  of  the 
Issuer,  may,  at  any  time,  Dispose  of  any  Underlying  Asset  (regardless  of  whether  such 
Underlying  Asset  is  or  can  be  characterized  as,  or  determined  to  be,  a  Defaulted  Asset, 
an  Equity  Security,  a  Credit-Risk  Asset  or  a  Credit  Improved  Asset)  if  the  Collateral 
Manager  shall  certify  in  writing  to  the  Trustee  that,  based  upon  an  opinion  of  counsel 
addressed  to  the  Issuer  and  the  Collateral  Manager,  the  Collateral  Manager,  acting  on 
behalf  of  the  Issuer,  has  determined,  that  such  Underlying  Asset  is,  or  may  become, 
subject  to  withholding  or  other  similar  taxes. 

In  addition,  during  and  after  the  Reinvestment  Period,  the  Issuer,  at  the  direction  of  the  Collateral 
Manager,  may  also  enter  into  Offsetting  Transactions;  provided  that  each  Offsetting  Transaction  will  be 
any  Offsetting  Transaction  will  be  constrained  by  the  same  conditions  applicable  to  Dispositions  of 
Underlying  Assets. 

Any  Disposition  of  an  Underlying  Asset  will  be  conducted  on. an  "arm's  length  basis"  for  fair 
market  value  and  in  accordance  with  the  requirements  of  the  Management  Agreement,  and,  if  effected 
with  the  Issuer,  the  Trustee,  a  Designated  Party  or  any  Affiliate  of  any  of  the  foregoing,  will  be  effected  in 
a  secondary  market  transaction  on  terms  at  least  as  favorable  to  the  Noteholders  as  would  be  the  case  if 
such  person  were  not  so  affiliated;  pro vided  that,  after  the  Closing  Date,  the  Collateral  Manager  on  behalf 
of  the  Issuer  shall  not  direct  the  Trustee  to  acquire  directly  any  Asset-Backed  Security  or  a  Synthetic 
Security  for  inclusion  in  the  Collateral  from  any  account  or  portfolio  for  which  the  Collateral  Manager 
serves  as  investment  advisor  or  direct  the  Trustee  to  Dispose  of  directly  any  Underlying  Asset  to  any 
account  or  portfolio  for  which  the  Collateral  Manager  serves  as  investment  advisor  unless  such 
acquisition  or  Disposition  complies  with  all  material  requirements  of  any  applicable  laws.  The  Trustee  will 
have  no  responsibility  to  oversee  or  ensure  compliance  with  the  above  conditions  by  the  other  parties. 
Any  Disposition  Proceeds  arising  out  of  the  Disposition  of  an  Asset-Backed  Security  that  are  deposited  in 
the  Disposition  Proceeds  Account  to  be  reinvested  in  other  Underlying  Assets  within  60  days  following 
such  Disposition  or  90  days  following  such  Disposition  in  the  case  of  Credit-Risk  Assets.  Following  such 
60  or  90  day  period,  if  such  Disposition  Proceeds  have  not  been  reinvested  in  any  substitute  Underlying 
Asset  and  remain  in  the  Disposition  Proceeds  Account,  such  Disposition  Proceeds  shall  be  deposited  in 
the  Principal  Collection  Account  and  applied  in  accordance  with  the  Priority  of  Payments.  For  the 
avoidance  of  doubt,  any  certification  that  the  Collateral  Manager  is  required  to  make  "in  writing"  to  the 
Trustee  in  respect  of  a  Disposition  may  be  made  in  an  email  to  the  Trustee. 

During  the  Reinvestment  Period,  Principal  Proceeds  may  be  reinvested  in  additional  Asset- 
Backed  Securities  or  additional  Synthetic  Securities,  or  used  to  purchase  Eligible  Investments,  in  each 
case  in  accordance  with  the  reinvestment  criteria  set  forth  under  "—Eligibility  Criteria'. 

In  addition,  during  the  Reinvestment  Period,  the  Collateral  Manager  may  direct  the  Trustee  to 
apply  by  transferring  such  amount  or  portion  thereof  from  the  Synthetic  Collateral  Account  to  the 
Principal  Collection  Subaccount,  on  any  Distribution  Date  to  pay  the  amounts  set  forth  in  clauses  (1) 
through  (3)  under  the  Principal  Proceeds  Priority  of  Payments,  to  the  extent  such  amounts  are  not  paid 
with  Principal  Proceeds  listed  in  clauses  (1)  through  (11)  and  (14)  of  the  definition  thereof  and/or  on  any 
date  as  directed  by  the  Issuer  to  acquire  additional  Asset-Backed  Securities  or  additional  Synthetic 
Securities  in  each  case,  in  accordance  with  the  reinvestment  criteria  set  forth  under  "The  Accounts- 
Synthetic  Collateral  Accounts"  (unless,  at  the  sole  and  absolute  discretion  of  the  Collateral  Manager,  such 
amount  is  to  be  treated  as  Principal  Proceeds  and  applied  in  accordance  with  the  Priority  of  Payments  for 
Principal  Proceeds). 
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Certain  Definitions 

"Aggregate  Attributable  Amount0  means,  with  respect  to  any  specified  Asset-Backed  Security 
and  issuers  incorporated  or  organized  under  the  laws  of  any  specified  jurisdiction  or  jurisdictions,  (i)  the 
Aggregate  Principal/Notional  Balance  of  such  Asset-Backed  Security  multiplied  by  (ii)  the  aggregate  par 
amount  of  collateral  securing  such  Asset-Backed  Security  issued  by  issuers  so  organized  divided  by  (Hi) 
the  aggregate  par  amount  of  all  collateral  securing  such  Asset-Backed  Security. 

"Average  Life"  means  on  any  Measurement  Date  on  or  after  the  Closing  Date  with  respect  to  any 
Underlying  Asset  {provided,  that  with  respect  to  any  Synthetic  Security,  such  determination  will  be  made 
with  respect  to  the  related  Reference  Obligation),  the  quotient  obtained  by  dividing  (i)  the  sum  of  the 
products  of  (a)  the  number  of  years  (rounded  to  the  nearest  one  tenth  thereof)  from  such  Measurement 
Date  to  the  respective  dates  of  each  successive  scheduled  distribution  of  principal  of  such  Underlying 
Asset  (other  than  a  Defaulted  Asset)  (assuming  that  (A)  no  collateral  defaults  or  is  sold  except  those  that 
have  already  defaulted  or  been  sold,  (B)  prepayment  of  any  Underlying  Asset  during  any  month  occurs 
(x)  with  respect  to  an  Underlying  Asset  issued  no  more  than  six  months  prior  to  such  Measurement  Date, 
at  the  rate  of  prepayment  assumed  at  the  time  of  issuance  of  such  Underlying  Asset  and  (y)  with  respect 
to  an  Underlying  Asset  issued  more  than  six  months  prior  to  such  Measurement  Date,  at  the  average  rate 
of  prepayment  observed  over  the  six  months  immediately  preceding  such  Measurement  Date  based  on 
available  transaction  reporting  data  (and  if  such  data  is  unavailable,  at  the  assumed  constant  prepayment 
rate  or  prepayment  curve  set  out  in  the  offering  document  for  such  Underlying  Asset,  as  determined  by 
the  Collateral  Manager  in  its  reasonable  business  judgment),  (C)  any  clean  up  call,  auction  call  or  similar 
redemption  (but  not  optional  redemption)  of  the  Underlying  Asset  occurs  in  accordance  with  the  terms  of 
the  relevant  Underlying  Asset  and  (D)  no  optional  redemption  occurs),  and  (b)  the  respective  amounts  of 
principal  of  such  scheduled  distributions  by  (ii)  the  sum  of  all  successive  scheduled  distributions  of 
principal  on  such  Underlying  Asset  (other  than  a  Defaulted  Asset). 

"Credit-Improved  Asset"  means  any  Asset-Backed  Security  or  Synthetic  Security  (in  which  case 
such  determination  will  be  made  with  respect  to  the  related  Reference  Obligation)  (excluding  in  each  case 
the  long  component  of  any  Offset  Transaction)  that  is  in  compliance  with  at  least  one  of  the  following 
criteria  (the  "Credit-Improved  Criteria"): 

(a)  during  any  period  which  is  not  a  Restricted  Trading  Period,  the  Collateral  Manager,  acting 
on  behalf  of  the  Issuer,  has  determined  in  a  commercially  reasonable  manner  (which  determination  may 
not  be  called  into  question  as  a  result  of  subsequent  events)  that:  (i)  the  issuer  of  such  Asset-Backed 
Security  or  the  issuer  of  the  Reference  Obligation  related  to  such  Synthetic  Security,  as  applicable,  in  the 
commercially  reasonable  judgment  of  the  Collateral  Manager,  acting  on  behalf  of  the  Issuer,  has  shown 
improved  financial  results;  (ii)  the  transferor,  originator,  obligor  of  or  insurer  of  such  Asset-Backed 
Security  or  of  the  Reference  Obligation  related  to  such  Synthetic  Security,  as  applicable,  since  the  date 
on  which  such  Asset-Backed  Security  or  Synthetic  Security  was  purchased  or  entered  into,  as  applicable, 
by  the  Issuer  has  raised  significant  equity  capital  or  has  raised  other  capital  that  has  improved  the  liquidity 
or  credit  standing  of  such  transferor,  originator,  obligor  or  insurer;  (iii)  in  the  case  of  an  Asset-Backed 
Security,  there  has  occurred  a  significant  improvement  in  the  underlying  pool  of  assets  or  an  increase  in 
the  level  of  subordination;  or  (iv)  such  Asset-Backed  Security  or  the  Reference  Obligation  related  to  such 
Synthetic  Security,  as  applicable,  has  decreased  its  spread  over  the  interest  rate  on  the  applicable  U.S. 
Treasury  Benchmark  by  an  amount  exceeding  0.50%  for  fixed  rate  assets  or  by  an  amount  exceeding 
0.25%  over  the  relevant  rate  index  for  floating  rate  assets  or  has  increased  in  price  to  102%  or  more  of  its 
original  purchase  price  paid  by  the  Issuer  due  primarily  to  credit  related  reasons  as  determined  by  the 
Collateral  Manager,  acting  on  behalf  of  the  Issuer,  in  each  case,  since  it  was  acquired  by  the  Issuer;  or 
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(b)  (i)  the  Collateral  Manager,  acting  on  behalf  of  the  Issuer,  believes,  in  the  Collateral 
Manager's  commercially  reasonable  judgement  (which  belief  may  not  be  called  into  question  as  a  result 
of  subsequent  events)  that  the  Underlying  Asset  or  such  related  Reference  Obligation,  as  applicable,  has 
substantially  improved  in  credit  quality  and  (ii)  such  Underlying  Asset  or  such  related  Reference 
Obligation,  as  applicable,  has  been  upgraded  or  put  on  a  watch  list  for  possible  upgrade  by  one  or  more 
rating  sub-categories  by  one  or  more  Rating  Agencies  since  the  date  on  which  it  was  acquired  or  entered 
into  by  the  Issuer. 

"Credit-Risk  Asset"  means  any  Underlying  Asset  with  respect  to  which: 

(a)  during  any  period  which  is  not  a  Restricted  Trading  Period,  its  rating  has  been  downgraded, 
qualified  or  withdrawn  by  Standard  &  Poor's,  Moody's  or  Fitch  or  has  been  put  on  "negative  credit  watch" 
or  similar  status  for  possible  downgrading,  qualification  or  withdrawal  from  the  ratings  that  were  in  place 
as  of  the  date  the  Issuer  purchased  such  Underlying  Asset  or  in  the  reasonable  business  judgment  of  the 
Collateral  Manager  (which  judgments  shall  be  based  on  information  reasonably  available  to  the  Collateral 
Manager  at  the  time,  including  reasonable  projections),  has  a  significant  risk  of  declining  in  credit  quality 
or,  over  time,  becoming  a  Defaulted  Asset  or  if  it  is  deferring  interest  or  is  a  Written  Down  Security;  or 

(b)  during  any  period  which  is  a  Restricted  Trading  Period,  (A)  in  the  reasonable  business 
judgment  of  the  Collateral  Manager  (which  judgments  shall  be  based  on  information  reasonably  available 
to  the  Collateral  Manager  at  the  time,  including  reasonable  projections),  has  a  significant  risk  of  declining 
in  credit  quality  or,  over  time,  becoming  a  Defaulted  Asset  and  (B)  (i)  its  rating  has  been  downgraded, 
qualified  or  withdrawn  by  Standard  &  Poor's,  Moody's  or  Fitch  or  has  been  put  on  "negative  credit  watch" 
or  similar  status  for  possible  downgrading,  qualification  or  withdrawal  from  the  ratings  that  were  in  place 
as  of  the  date  the  Issuer  purchased  such  Underlying  Asset,  (ii)  has  experienced  an  increase  in  credit 
spread  over  the  applicable  U.S.  Treasury  Benchmark,  the  applicable  swap  benchmark  or  the  applicable 
LIBOR  by  (x)  0.40%  or  more  if  the  original  credit  spread  (as  of  the  date  on  which  such  Underlying  Asset 
was  first  included  in  the  portfolio)  was  greater  than  1.50%  or  (y)  0.20%  if  the  original  credit  spread  (as  of 
the  date  on  which  such  Underlying  Asset  was  first  included  in  the  portfolio)  was  less  than  or  equal  to 
1.50%,  or  (iii)  it  is  deferring  interest  or  is  a  Written  Down  Security. 

"Equity  Security"  means  any  equity  security  which  is  acquired  by  the  Issuer  as  a  result  of  the 
exercise  or  conversion  of  an  Underlying  Asset,  in  conjunction  with  the  purchase  of  an  Underlying  Asset  or 
in  exchange  for  a  Defaulted  Asset  and  which  does  not  entitle  the  holder  thereof  to  receive  periodic 
payments  of  interest  and  one  or  more  installments  of  principal. 

"Initial  Rating"  means  (i)  with  respect  to  the  Class  A-1a  Notes,  Class  A-1b  Notes  and  the  Class 
A-2  Notes,  "Aaa"  by  Moody's  and  "AAA"  by  Standard  &  Poor's,  (ii)  with  respect  to  the  Class  B  Notes, 
"Aa2"  by  Moody's  and  "AA"  by  Standard  &  Poor's,  (iii)  with  respect  to  the  Class  C  Notes,  °A2"  by  Moody's 
and  "A"  by  Standard  &  Poor's;  (iv)  with  respect  to  the  Class  D  Notes,  "Baa2"  by  Moody's  and  "BBB"  by 
Standard  &  Poor's,  and  (v)  with  respect  to  the  Class  E  Notes,  "Ba1"  by  Moody's  and  "BB+"  by  Standard  & 
Poor's. 

"Investment  Grade"  means  a  security  with  a  Moody's  Rating  of  at  least  "Baa3"  by  Moody's  and  a 
Standard  &  Poor's  Rating  of  at  least  "BBB-". 

"Restricted  Trading  Period"  means  each  day  during  which  (a)  the  Moody's  rating  of  the  Class  A 
Notes  or  Class  B  Notes  is  one  or  more  subcategories  below  its  Initial  Rating,  or  (b)  the  Moody's  rating  of 
the  Class  C  Notes,  the  Class  D  Notes  or  the  Class  E  Notes  is  two  or  more  sub-categories  below  its  Initial 
Rating;  unless  the  holders  of  a  majority  in  aggregate  outstanding  principal  amount  of  the  Controlling 
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Class  has  directed  the  Issuer  to  waive  the  Restricted  Trading  Period  (which  waiver  may  be  rescinded  by 
the  Controlling  Class  at  any  time  that  such  rating  requirement  is  not  satisfied). 

An  Underlying  Asset  will  be  a  "Withholding  Security"  if  the  related  trustee  or  paying  agent 
informs  the  Issuer,  Trustee  or  Collateral  Manager  that  it  intends  to  withhold,  or  actually  does  withhold 
from  payment  on  such  Underlying  Asset,  amounts  in  respect  of  withholding  taxes. 

"writing"  or  "written"  shall  include  electronic  mail. 

Notwithstanding  anything  to  the  contrary  set  forth  in  this  section  "—Disposition  of  Underlying 
Assets,"  the  Issuer  will  have  the  right  to  effect  any  transaction  that  has  been  consented  to  by  holders  of 
Notes  evidencing  100%  of  the  aggregate  outstanding  principal  amount  of  each  Class  of  Notes  and  by 
each  Preference  Shareholder  and  of  which  each  Rating  Agency  has  been  notified. 

Eligibility  Criteria 

During  the  Reinvestment  Period,  the  Issuer  may  Dispose  of  and  acquire  additional  Underlying 
Assets;  provided  that,  after  giving  effect  to  such  investment,  (i)  each  of  the  Collateral  Quality  Tests  is 
satisfied  or,  if  a  Collateral  Quality  Test  is  not  satisfied,  the  degree  of  compliance  with  such  Collateral 
Quality  Test  would  be  maintained  or  improved  and  (ii)  the  criteria  set  forth  below  (the  "Eligibility 
Criteria")  are  complied  with  or,  if  the  Eligibility  Criteria  will  not  be  complied  with,  the  degree  of  compliance 
with  the  Eligibility  Criteria  will  be  maintained  or  improved.  Unless  otherwise  stated  in  this  section  or 
unless  the  context  clearly  otherwise  requires,  in  respect  of  the  Synthetic  Securities,  (x)  any  rating  criteria 
and  any  criteria  relating  to  its  status  as  a  "Specified  Type"  described  in  this  section  in  respect  of  such 
Synthetic  Securities  will  be  deemed  to  relate  to  the  related  Reference  Obligations,  and  any  quantitative 
criteria  and  limits  so  described  will  be  deemed  to  apply  to  the  Principal/Notional  Balance  of  the  relevant 
Synthetic  Securities  and  (y)  all  references  to  "rated"  or  "rating"  by  Standard  &  Poor's  or  Fitch  in  this 
section,  unless  otherwise  specified  or  unless  the  context  otherwise  requires,  shall  refer  to  the  long-term, 
unsecured  debt  rating  assigned  by  Standard  &  Poor's  or  Fitch,  as  applicable. 

With  respect  to  any  acquisitions  or  Disposition  of  multiple  Underlying  Assets,  that  are  effected 
either  contemporaneously  or  no  later  than  30  days  from  each  other  in  accordance  with  the  provisions 
described  herein,  the  Collateral  Manager  may,  in  its  sole  discretion,  direct  that  two  or  more  of  such 
acquisitions  or  Dispositions  of  multiple  Underlying  Assets  be  treated  as  a  "Combined  Trade"  and, 
following  such  designation  by  the  Collateral  Manager,  compliance  with  the  Collateral  Quality  Tests  and 
Eligibility  Criteria  will  be  measured  by  determining  the  aggregate  effect  of  such  Combined  Trade  on  the 
Issuer's  level  of  compliance  with  the  applicable  Collateral  Qualify  Tests  and  Eligibility  Criteria  rather  than 
considering  the  effect  of  each  acquisition  or  Disposition  of  the  related  Underlying  Assets  individually.  ' 

The  Issuer  may  also,  at  the  direction  of  the  Collateral  Manager,  enter  into  a  trading  plan  (a) 
pursuant  to  which  the  Collateral  Manager  believes  all  trades  contemplated  thereby  Will  be  entered  into 
within  20  Business  Days,  (b)  specifying  certain  (i)  amounts  received  or  expected  to  be  received  as 
Principal  Proceeds  in  connection  with  a  Trading  Plan,  (ii)  Underlying  Assets  related  to  such  Principal 
Proceeds  and  (iii)  Underlying  Assets  acquired  or  intended  to  be  acquired  as  a  result  of  such  Trading  Plan, 
and  (c)  for  which  the  Collateral  Manager  believes  such  plan  can  be  executed  according  to  its  terms.  Any 
trading  plan  satisfying  the  requirements  of  clauses  (a)-(c),  a  "Trading  Plan".  The  time  period  for  such 
Trading  Plan  will  be  measured  from  the  earliest  trade  date  to  the  latest  trade  date  of  any  such  amounts. 
With  respect  to  any  series  of  trades  in  which  the  Issuer  commits  to  purchase,  sell  or  purchase  and  sell 
multiple  Underlying  Assets  pursuant  to  a  Trading  Plan,  compliance  with  the  Eligibility  Criteria  and  the 
Collateral  Quality  Tests  may,  at  the  option  of  the  Collateral  Manager,  be  measured  by  determining  the 
aggregate  effect  of  such  Trading  Plan  on  the  Issuer's  level  of  compliance  with  the  Eligibility  Criteria  and 
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the  Collateral  Quality  Jests  rather  than  considering  the  effect  of  each  purchase  and  sale  of  such 
Underlying  Assets  individually.  The  Issuer  (or  the  Collateral  Manager  on  its  behalf)  may  enter  into  a 
Trading  Plan  only  if  (1)  there  are  no  other  Trading  Plans  being  implemented  at  such  time  and  that  the 
Collateral  Quality  Tests  and  Eligibility  Criteria  with  respect  to  all  previously  implemented  Trading  Plans 
were  in  compliance  as  at  the  scheduled  completion  date  of  such  Trading  Plans,  (2)  as  evidenced  by  an 
officer's  certificate  of  the  Collateral  Manager  (which  may  be  delivered  in  an  email),  acting  on  behalf  of  the 
Issuer,  delivered  to  the  Trustee  on  or  prior  to  the  earliest  event  specified  in  the  related  Trading  Plan,  the 
Eligibility  Criteria  and  the  Collateral  Quality  Tests  are  expected  to  be  in  compliance  as  of  the  scheduled 
completion  date  of  the  related  Trading  Plan,  (3)  the  Aggregate  Principal/Notional  Balance  of  all 
Underlying  Assets  that  are  to  be  Disposed  of  pursuant  to  such  Trading  Plan  may  not  exceed  5%  of  the 
Portfolio  Balance  (each  measured  as  of  the  earliest  trade  date)  and  (4)  Standard  &  Poor's  has  received  a 
prior  written  notice  of  such  Trading  Plan  from  the  Collateral  Manager,  acting  on  behalf  of  the  Issuer.  If  at 
any  time  any  Trading  Plan  that  was  previously  implemented  resulted  in  the  deterioration  in  the  Issuer's 
level  of  compliance  with  any  of  the  Eligibility  Criteria  and  the  Collateral  Quality  Tests,  other  than  due  to  (x) 
a  failure  of  the  Synthetic  Security  Counterparty  or  issuer  to  comply  with  any  of  its  payment  or  delivery 
obligations  to  the  Issuer  or  any  other  default  by  such  counterparty  or  obligor/issuer  for  reasons  beyond 
the  control  of  the  Issuer  or  any  other  terms  that  were  agreed  with  the  Issuer  at  or  prior  to  the 
commencement  of  such  Trading  Plan  or  (y)  an  error  or  omission  of  an  administrative  or  operational  nature 
made  by  any  bank,  broker-dealer,  clearing  corporation  or  other  similar  financial  intermediary  holding 
funds,  securities  or  other  property  directly  or  indirectly  for  the  account  of  the  Issuer,  notice  will  be 
provided  to  Standard  &  Poor's  and  the  Issuer  will  be  prohibited  from  entering  into  any  additional  Trading 
Plans  until  the  Issuer's  level  of  compliance  is  restored  to  its  prior  level.  The  time  period  for  each  such 
Trading  Plan  will  be  measured  from  the  earliest  trade  date  to  the  latest  trade  date  of  any  such  amounts. 
The  Collateral  Manager,  acting  on  behalf  of  the  issuer,  may  only  specify  one  Trading  Plan  per  trade  date. 
The  Eligibility  Criteria  will  be  as  follows: 


Standard  &  Poor's  or 
Moody's  Rating 


Dollar  denominated 
Single  Issue 


2. 


The  Aggregate  Principal/Notional  Balance  of  the  acquired 
Underlying  Assets  with  a  Moody's  Rating  or  a  Standard  &  Poor's 
Rating  of  below  "Baa3"  or  "BBB-n,  respectively,  shall  not  exceed 
26.1%  of  the  Net  Outstanding  Underlying  Asset  Balance  as  of  the 
Closing  Date;  provided  that  any  such  Underlying  Assets  shall  be 
RMBS  Securities. 

Such  security  is  Dollar  denominated  and  is  not  convertible  into,  or 
payable  in,  any  other  currency. 

With  respect  to  the  particular  Issue  being  acquired,  the  Aggregate 
Principal/Notional  Balance  of  such  Issue  does  not  exceed: 


(a)  2.5%  of  the  Net  Outstanding  Underlying  Asset  Balance,  if 
such  Issue  has  a  Moody's  Rating  of  "Baa3"  or  higher  or  a 
Standard  &  Poor's  Rating  of  "BBB-"  or  higher;  provided 
however  that  with  respect  to  up  to  five  such  Issues,  the 
Aggregate  Principal/Notional  Balance  of  each  such  Issue 
may  be  up  to  3.0%  of  the  Net  Outstanding  Underlying 
Asset  Balance; 

(b)  1 .25%  of  the  Net  Outstanding  Underlying  Asset  Balance,  if 
such  Issue  has  a  Moody's  Rating  of  "Bal"  or  less  and  a 
Standard  &  Poor's  Rating  of  "BB+"  or  less;  provided 
however  that  with  respect  to  up  to  five  such  Issues,  the 
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Single  Servicer 


Backed  by  Obligations  of 
Non-U.S.  Obligors 


Aggregate  Principal/Notional  Balance  of  each  such  Issue 
may  be  up  to  1.5%  of  the  Net  Outstanding  Underlying 
Asset  Balance. 

With  respect  to  the  Servicer  of  the  Underlying  Asset  being  acquired, 
the  Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets 
serviced  by  such  Servicer  does  not  exceed  7.50%  of  the  Net 
Outstanding  Underlying  Asset  Balance;  provided,  however,  the 
Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets 
serviced  by  such  Servicer  does  not  exceed: 

(a)  20.0%  of  the  Net  Outstanding  Underlying  Asset  Balance,  if 
such  Servicer  is  rated  (i)  at  least  "Aa3"  or  at  least  "SQ1  -"  by 
Moody's,  or  (ii)  at  least  "AA-"  or  at  least  "Strong"  by 
Standard  &  Poor's  or  (iii)  at  least  "AA-"  or  at  least  "S-1"  by 
Fitch;  and 

(b)  12.5%  of  the  Net  Outstanding  Underlying  Asset  Balance,  if 
such  Servicer  is  rated  (i)  at  least  "A3"  or  at  least  "SQ2-"  by 
Moody's,  or  (ii)  at  least  "A-"  or  at  least  "Above  Average"  by 
Standard  &  Poor's  or  (iii)  at  least  "A-°  or  at  least  "S-2"  by 
Fitch; 

provided  that  Wells  Fargo  or  its  Affiliates  may  constitute  up  to 
20.0%,  Select  Portfolio  Servicing  or  its  Affiliates  may  constitute  up 
to  15.0%  and  Washington  Mutual  or  its  Affiliates  may  constitute  up 
to  15.0%,  of  the  Aggregate  Principal/Notional  Balance  of  all 
Underlying  Assets;  provided  further  that,  regardless  of  clauses  (a), 
(b)  and  the  first  proviso  above,  two  single  servicers  (other  than 
servicers  with  a  servicer  rating  of  "Weak"  by  Standard  &  Poor's) 
may  each  constitute  up  to  15.0%  of  the  Net  Outstanding 
Underlying  Asset  Balance. 

The  Aggregate  Attributable  Amount  of  all  Underlying  Assets  related 
to  obligors  organized  or  incorporated  outside  the  United  States 
does  not  exceed  5%  of  the  Net  Outstanding  Underlying  Asset 
Balance;  provided  that  for  purposes  of  this  paragraph,  "obligors" 
shall  mean  the  obligors  on  the  underlying  receivables;  provided 
further  that  the  Aggregate  Attributable  Amount  of  all  Underlying 
Assets  related  to 

(a)  Qualifying  Foreign  Obligors  (including  those  obligors 
organized  or  incorporated  in  the  United  Kingdom  or 
Canada)  does  not  exceed  5%  of  the  Net  Outstanding 
Underlying  Asset  Balance;  and 

(b)  obligors  (including  obligors  organized  or  incorporated  in 
Emerging  Markets)  organized  or  incorporated  outside  the 
United  States,  the  United  Kingdom  and  Canada  (other  than 
Qualifying  Foreign  Obligors)  does  not  exceed  0.0%  of  the 
Net  Outstanding  Underlying  Asset  Balance. 
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6.  The  Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets 
constituting  Consumer  ABS  Securities  does  not  exceed  1 5%  of  the 
Net  Outstanding  Underlying  Asset  Balance,  provided  that  the 
Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets 
consisting  of: 

(a)  Automobile  Securities  does  not  exceed  7.5%  of  the  Net 
Outstanding  Underlying  Asset  Balance; 

(b)  Car  Rental  Fleet  Securities  does  not  exceed  1.5%  of  the 
Net  Outstanding  Underlying  Asset  Balance; 

(c)  Consumer  Loan  Securities  does  not  exceed  1.5%  of  the 
Net  Outstanding  Underlying  Asset  Balance; 

(d)  Credit  Card  Securities  does  not  exceed  7.5%  of  the  Net 
Outstanding  Underlying  Asset  Balance;  and 

(e)  Student  Loan  Securities  does  not  exceed  7.5%  of  the  Net 
Outstanding  Underlying  Asset  Balance. 

7.  The  Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets 
constituting  Commercial  ABS  Securities  does  not  exceed  5%  of  the 
Net  Outstanding  Underlying  Asset  Balance,  provided  that  the 
Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets 
consisting  of: 

(a)  Equipment  Lease  Securities  does  not  exceed  5%  of  the  Net 
Outstanding  Underlying  Asset  Balance; 

(b)  Small  Business  Loan  Securities  does  not  exceed  0%  of  the 
Net  Outstanding  Underlying  Asset  Balance;  and 

(c)  Franchise  Securities  does  not  exceed  0%  of  the  Net 
Outstanding  Underlying  Asset  Balance. 

8.  The  Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets 
that  are  CMBS  Securities  shall  not  exceed  10%,  of  the  Net 
Outstanding  Underlying  Asset  Balance. 

9.  The  Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets 
that  are  CDO  Securities  shall  not  exceed  10%  of  the  Net 
Outstanding  Underlying  Asset  Balance;  provided  that 

(a)  no  CDO  Security  shall  have  a  Moody's  Rating  below 
"Baa3"  or  a  Standard  &  Poor's  Rating  below  "BBB-"  and 

(b)  the  Aggregate  Principal/Notional  Balance  of  all  Underlying 
Assets  that  are  CDO  Securities  managed  by  the  Collateral 
Manager  shall  not  exceed  0%  of  the  Net  Outstanding 
Underlying  Asset  Balance. 
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Fixed  Rate  Securities  1 1  - 


Pure  Private  Asset- 
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Prime  Securities 


12. 


13. 


ABX  Tranche  Securities        14. 


Negative  Amortization  In- 

securities 

Interest-Only  Securities        16. 


Principal-Only  Securities      17. 


Inverse  Floating 
Securities 


18. 


Cap/Corridor  Securities        19. 


Offsetting  Transactions       20. 


Maturity 


21. 


The  Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets 
that  are  Synthetic  Securities  that  are  Investment  Grade  shall  not 
exceed  65%  of  the  Net  Outstanding  Underlying  Asset  Balance. 

The  Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets 
that  are  Fixed  Rate  Securities  shall  not  exceed  6.0%  of  the  Net 
Outstanding  Underlying  Asset  Balance. 

If  such  Underlying  Asset  is  a  Pure  Private  Asset-Backed  Security, 
the  Aggregate  Principal/Notional  Balance  of  all  such  Underlying 
Assets  does  not  exceed  5.0%  of  the  Net  Outstanding  Underlying 
Asset  Balance. 

The  Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets 
that  are  Prime  Securities  shall  not  exceed  15%,  of  the  Net 
Outstanding  Underlying  Asset  Balance. 

The  Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets 
that  are  ABX  Tranche  Securities  shall  not  exceed  5%,  of  the  Net 
Outstanding  Underlying  Asset  Balance;  provided  however,  that  the 
Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets  that 
are  ABX  Tranche  Securities  of  the  same  tranche  shall  not  exceed 
2%,  of  the  Net  Outstanding  Underlying  Asset  Balance. 

The  Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets 
that  are  Negative  Amortization  Securities  shall  not  exceed  0%,  of 
the  Net  Outstanding  Underlying  Asset  Balance. 

The  Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets 
that  are  Interest-Only  Securities  shall  not  exceed  0%,  of  the  Net 
Outstanding  Underlying  Asset  Balance. 

The  Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets 
that  are  Principal-Only  Securities  shall  not  exceed  0%,  of  the  Net 
Outstanding  Underlying  Asset  Balance. 

The  Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets 
that  are  Inverse  Floating  Securities  shall  not  exceed  0%,  of  the  Net 
Outstanding  Underlying  Asset  Balance. 

The  Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets 
that  are  Cap/Corridor  Securities  shall  not  exceed  0%,  of  the  Net 
Outstanding  Underlying  Asset  Balance. 

The  aggregate  notional  amount  of  all  Offsetting  Transactions  shall 
not  exceed  20%  of  the  Net  Outstanding  Underlying  Asset  Balance 
as  of  the  Closing  Date. 

The  legal  final  maturity  of  such  Underlying  Asset  is  no  later  than  the 
Stated  Maturity;  provided  that  up  to  10%  of  the  Aggregate 
Principal/Notional  Balance  of  the  Underlying  Assets  may  have  a 
legal  final  maturity  after  the  Stated  Maturity  but  in  no  event  shall  (A) 
the  legal  final  maturity  of  any  Underlying  Asset  occur  later  than  five 
years  after  the  Stated  Maturity  of  the  Notes  or  (B)  the  expected 
maturity  of  any  Underlying  Asset  occur  later  than  the  Stated 
Maturity  of  the  Notes. 
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Other  Eligibility  Criteria       24. 


25. 


22.  The  Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets 
that  are  PIK  Bonds  shall  not  exceed  10%  of  the  Net  Outstanding 
Underlying  Asset  Balance. 

23.  The  Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets 
that  provide  for  the  periodic  payment  of  interest  less  frequently  than 
quarterly  shall  not  exceed  5%  of  the  Net  Outstanding  Underlying 
Asset  Balance  and  the  Aggregate  Principal/Notional  Balance  of  all 
Underlying  Assets  that  provide  for  the  periodic  payment  of  interest 
less  frequently  than  semi-annually  shall  not  exceed  0%  of  the  Net 
Outstanding  Underlying  Asset  Balance. 

Such  Underlying  Asset  is  not  a  Convertible  Bond  and  does  not 
provide  for  the  mandatory  conversion  or  exchange  into  equity 
capital  at  any  time. 

Such  Underlying  Asset  is  permitted  by  its  terms  to  be  held  by, 
among  others,  the  Issuer  or  other  non  U.S.  Persons  and,  if 
applicable,  assigned,  participated  or  otherwise  transferred  to  the 
Issuer. 

26.  Such  Underlying  Asset  is  not  an  obligation  or  a  Underlying  Asset 
the  rating  of  which  from  Standard  &  Poor's  includes  the  subscript 
"p",  "pi",  "q".  "r"  or  T. 

27.  Such  Underlying  Asset  (a)  is  not  a  Underlying  Asset  issued  by  an 
issuer  located  in  a  country  that  imposes  foreign  exchange  controls 
that  effectively  limit  the  availability  or  use  of  Dollars  to  make  when 
due  the  scheduled  payments  of  principal  of  and  interest  on  such 
security;  (b)  does  not  provide  for  conversion  into  Margin  Stock;  and 
(c)  is  not  a  financing  by  a  debtor  in  possession  in  any  insolvency 
proceeding. 

Such  Underlying  Asset  does  not  have  a  coupon  or  other  payment 
that  is  subject  to  withholding  tax,  in  each  case,  unless  the  issuer  of 
the  security  is  required  to  make  "gross  up  payments"  for  the  total 
amount  of  withholding  on  an  after  tax  basis. 

The  acquisition  of  such  Underlying  Asset  will  not  cause  the  Issuer 
to  be  subject  to  entity  level  taxation. 

If  such  Underlying  Asset  is  a  Step  Up  Bond,  the  Aggregate 
Principal/Notional  Balance  of  all  such  Underlying  Assets  does  not 
exceed  5.0%  of  the  Net  Outstanding  Underlying  Asset  Balance.  If 
such  Underlying  Asset  is  a  Step  Down  Bond,  the  Aggregate 
Principal/Notional  Balance  of  all  such  Underlying  Assets  does  not 
exceed  5.0%  of  the  Net  Outstanding  Underlying  Asset  Balance. 

31 .  Such  Underlying  Asset  is  not  a  security  that  is  not  eligible  under  its 
Underlying  Instruments  to  be  purchased  by  the  Issuer  and  granted 
to  the  Trustee. 

32.  Such  Underlying  Asset  is  not  a  floating  rate  security  whose  interest 
rate  is  inversely  related  to  an  interest  rate  index. 


28. 

29. 

30. 
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33.  Such  Underlying  Asset  is  included  in  one  of  the  Specified  Types; 
provided  that  no  new  Specified  Type  shall  be  defined  after  the 
Closing  Date  without  the  consent  of  the  holders  of  a  majority  of  the 
Outstanding  Aggregate  Amount  of  each  Class  of  Notes. 

34.  Such  Underlying  Asset  has  a  Moody's  Rating  of  "Ba2"  or  higher 
and  a  Standard  &  Poor's  Rating  of  "BB"  or  higher. 

The  Initial  Investment  Agreement 

The  information  appearing  under  "Security  for  the  Notes— The  Initial  Investment  Agreement"  with 
respect  to  the  Initial  Investment  Agreement  Provider  has  been  derived  from  a  description  thereof  provided 
by  the  Initial  Investment  Agreement  Provider.  The  Initial  Investment  Agreement  Provider  has  reviewed 
such  information,  but  such  information  has  not  been  independently  verified  by  the  Co-Issuers,  the 
Collateral  Manager,  the  Initial  Purchaser,  any  Interest  Rate  Swap  Counterparty  or  the  Synthetic  Security 
Counterparty. 

Amounts  on  deposit  in  the  Synthetic  Security  Collateral  Account  may  be  invested  in  Eligible 
Investments  and  will  initially  be  invested  under  an  investment  agreement,  dated  as  of  the  Closing  Date 
(such  agreement,  the  "Initial  Investment  Agreement,"  and,  together  with  any  Replacement  Investment 
Agreement,  the  "Investment  Agreement"  and  amounts  so  invested,  the  "Investment"),  among  the 
Issuer,  the  Trustee  and  GE  Funding  Capital  Market  Services,  Inc.,  as  investment  agreement  provider  (in 
such  capacity,  the  "Initial  Investment  Agreement  Provider").  On  the  Closing  Date,  funds  in  an  amount 
of  at  least  $614,000,000  are  expected  to  be  invested  as  Investments. 

Pursuant  to  the  Initial  Investment  Agreement,  the  Initial  Investment  Agreement  Provider  will  be 
required  to  pay  interest  until  the  Initial  Investment  Agreement  is  terminated  or  terminates  by  its  terms  at  a 
floating  rate  per  annum  equal  to  three-month  LIBOR  minus  0.035%  on  the  amounts  invested  thereunder. 
Interest  on  the  Investment  will  accrue  over  each  Interest  Period  and  will  be  payable  immediately  prior  to 
the  Distribution  Dates,  commencing  in  June  2007. 

On  any  Business  Day  of  each  month,  subject  to  applicable  notice  requirements  specified  in  the 
Initial  Investment  Agreement,  the  Trustee  may  make  a  withdrawal  from  the  Initial  Investment  Agreement 
in  order  to  make  payments  as  described  under  Allocation  Procedures. 

Immediately  prior  to  the  Final  Maturity  Date,  the  Trustee  (acting  pursuant  to  the  Indenture  on 
behalf  of  the  Issuer)  will  have  the  right  to  demand  payment  in  full  under  the  Initial  Investment  Agreement 
(if  it  is  then  in  effect).  On  the  Final  Maturity  Date  of  the  Notes,  all  net  proceeds  from  such  liquidation  and 
all  available  cash  will  be  distributed  in  accordance  with  the  priority  of  distribution  provisions  described 
herein. 

The  Trustee,  subject  to  the  Indenture,  will  upon  the  occurrence  of  an  event  of  default  under  the 
Initial  Investment  Agreement,  take  actions  to  enforce  the  rights  of  the  Issuer  under  the  Initial  Investment 
Agreement  and  to  obtain  payment  to  the  Trustee  of  all  amounts  due  thereunder  to  the  extent  required  or 
directed  to  do  so  in  accordance  with  the  Indenture. 

In  the  event  that  the  financial  strength  ratings  of  the  guarantor  or  any  replacement  guarantor  are 
downgraded  below  certain  thresholds  specified  in  the  Initial  Investment  Agreement,  the  Initial  Investment 
Agreement  Provider  is  required  to  perform  one  or  more  of  the  following  actions:  (i)  post  collateral,  (ii) 
transfer  the  Initial  Investment  Agreement  to  an  entity  approved  by  the  Collateral  Manager  and  satisfying 
the  rating  requirements  (as  specified  in  the  Initial  Investment  Agreement)  or  (iii)  obtain  the  guarantee  of  a 
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replacement  guarantor  that  satisfies  the  required  financial  strength  ratings.  If  within  ten  Business  Days  of 
a  ratings  event,  the  Initial  Investment  Agreement  Provider  does  not  remedy  the  situation  by  satisfying  the 
relevant  requirements  of  one  or  more  of  clause  (i),  (ii)  or  (iii)  above,  then  following  demand  by  the  Trustee 
within  30  Business  Days  of  the  Initial  Investment  Agreement  Provider's  notice  of  such  ratings  event,  the 
Initial  Investment  Agreement  Provider  will  pay  the  entire  balance  of  the  Investment,  together  with  all 
accrued,  unpaid  interest  and  any  make-whole  amount  to  the  Trustee.  Upon  any  such  payment  in  full,  the 
Initial  Investment  Agreement  shall  terminate. 

Events  of  default  under  the  Initial  Investment  Agreement  include  a  failure  by  the  Initial  Investment 
Agreement  Provider  to  make  any  payment  when  due  pursuant  to  the  Initial  Investment  Agreement, 
certain  bankruptcy  and  insolvency  events  with  respect  to  the  Initial  Investment  Agreement  Provider,  a 
failure  by  the  Initial  Investment  Agreement  Provider  to  perform,  in  any  material  respect,  any  of  its  other 
obligations  under  the  Initial  Investment  Agreement  which  continues  for  at  least  ten  Business  Days  after 
receipt  of  notice  thereof.  The  Issuer  is  required  to  provide  Standard  &  Poor's  and  Moody's  notice  of  the 
termination  of  the  Initial  Investment  Agreement  following  any  Event  of  Default  under  the  Initial  Investment 
Agreement. 

Upon  the  occurrence  of  an  event  of  default  under  the  Initial  Investment  Agreement,  the  Trustee, 
the  Issuer  and  the  Collateral  Manager  will  have  the  right  to  declare  the  entire  balance  of  the  Investment 
and  all  accrued  and  unpaid  interest  to  be  due  and  payable  immediately  and  to  withdraw  such  entire 
balance  and  unpaid  interest.  If,  as  a  result  of  the  occurrence  of  an  event  of  default,  the  entire  balance  of 
the  Investment  and  all  unpaid  interest  are  so  withdrawn  by  the  Trustee,  the  Initial  Investment  Agreement 
will  be  terminated  on  the  date  of  such  withdrawal.  If  an  event  of  default  occurs  under  the  Initial 
Investment  Agreement  and  the  Initial  Investment  Agreement  is  terminated,  any  amounts  withdrawn  by  the 
Issuer  in  connection  therewith  may  be  reinvested  in  Eligible  Investments. 

If  there  is  a  withdrawal  of  the  funds,  then  a  breakage  fee  may  be  payable  and  the  gross  amount 
of  interest  or  principal  due  may  be  paid  net  of  the  breakage  fee. 

The  Initial  Investment  Agreement  Provider.  The  Initial  Investment  Agreement  is  being  provided 
by  GE  Funding  Capital  Market  Services,  Inc.  or  the  "Initial  Investment  Agreement  Provider").  Except 
for  the  information  contained  under  this  subheading,  the  Initial  Investment  Agreement  Provider  has  not 
been  involved  in  the  preparation  of,  and  does  not  accept  responsibility  for  this  Offering  Circular. 

Proceeds  held  in  the  Synthetic  Security  Collateral  Account  will  be  invested  by  the  Trustee  in  the 
Initial  Investment  Agreement  with  GE  Funding  Capital  Market  Services,  Inc.,  New  York,  New  York 
("GEFCMS").  The  payment  obligations  of  GEFCMS  under  its  Investment  Agreements  are  unconditionally 
guaranteed  pursuant  to  an  Amended  and  Restated  Guarantee,  dated  as  of  March  16,  2004  (the 
"Guarantee"),  of  General  Electric  Capital  Corporation  ("GECC").  GECC  is  rated  "AAA"  by  Standard  & 
Poor's  and  "Aaa"  by  Moody's.  Neither  the  Investment  Agreement  nor  the  Guarantee  guarantees  or 
otherwise  provides  for  payment  of  amounts  due  on  the  Notes  in  the  event  of  nonpayment  by  the  Issuer. 
Holders  of  the  Notes  must  rely  solely  upon  the  Notes  for  payment  of  principal  and  interest  thereon. 
Holders  of  the  Notes  shall  have  no  recourse,  and  shall  have  no  right  to  assert  a  claim  of  any  nature 
whatsoever,  against  or  GECC  (or  any  entity  that  provides  to  GECC  credit  enhancement  or  the  benefit  of  a 
liquidity  facility)  or  under  the  Investment  Agreement  or  the  Guarantee.  Copies  of  the  Investment 
Agreement  and  the  Guarantee  are  on  file  with  the  Trustee. 

GECC  is  subject  to  the  informational  requirements  of  the  Securities  Exchange  Act  of  1934,  as 
amended  and  in  accordance  therewith  files  reports  and  other  information  with  the  Securities  and 
Exchange  Commission  (the  "Commission").  Such  reports  and  other  information  can  be  inspected  and 
copied  at  the  Office  of  the  Commission  in  Washington,  D.C. 
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The  Interest  Rate  Swap  Agreement 

After  the  Closing  Date,  subject  to  satisfaction  of  the  Rating  Condition,  the  Issuer  may  enter  into 
an  interest  rate  swap  entered  into  in  accordance  with  the  Indenture  (such  interest  rate  swap,  together  with 
any  replacement  therefor  or  additional  swap  agreement  entered  into  in  accordance  with  the  Indenture,  the 
"Interest  Rate  Swap  Agreement")  with  Deutsche  Bank  AG  or  one  of  its  Affiliates  (together  with  its 
successors,  the  "Initial  Interest  Rate  Swap  Counterparty"-  The  Initial  Interest  Rate  Swap  Counterparty 
and  any  additional  interest  rate  swap  counterparties,  each  an  "Interest  Rate  Swap  Counterparty").  Any 
Interest  Rate  Swap  Agreement  will  provide  that  the  Issuer  will  pay  to  the  relevant  Interest  Rate  Swap 
Counterparty  on  each  related  Distribution  Date  interest  at  a  fixed  rate  on  a  specified  notional  amount,  in 
exchange  for  which  the  Interest  Rate  Swap  Counterparty  will  pay  to  the  Issuer  interest  on  such  notional 
amount  at  a  rate  equal  to  three-month  LIBOR  for  the  related  calculation  period.  The  Interest  Rate  Swap 
Counterparty  will  satisfy  the  ratings  requirements  specified  by  each  of  the  Rating  Agencies  for  the  Interest 
Rate  Swap  Counterparty. 

Any  Interest  Rate  Swap  Agreement  will  provide  that,  for  each  Distribution  Date  prior  to  the 
termination  of  such  Interest  Rate  Swap  Agreement,  the  Interest  Rate  Swap  Counterparty  will  pay  to  the 
Issuer  a  quarterly  floating  amount  equal  to  the  product  of: 

•  the  three-month  LIBOR  rate  for  the  relevant  quarterly  calculation  period; 

•  the  specified  hedge  notional  amount  for  the  relevant  quarterly  calculation  period;  and 

•  the  quotient  of  the  actual  number  of  days  in  that  period  divided  by  360. 

In  exchange  for  the  floating  amounts  due  from  the  Interest  Rate  Swap  Counterparty,  and  subject 
to  the  payment  netting  provisions  of  the  Interest  Rate  Swap  Agreement,  the  Issuer  will  pay  to  the  Interest 
Rate  Swap  Counterparty,  for  each  Distribution  Date  prior  to  the  termination  of  the  Interest  Rate  Swap 
Agreement,  a  quarterly  fixed  amount  equal  to  the  product  of: 

•  fixed  swap  rate  for  the  relevant  quarterly  calculation  period; 

•  the  specified  swap  notional  amount  for  the  relevant  quarterly  calculation  period;  and 

•  the  quotient  of  30  over  360,  calculated  quarterly,  adjusted. 

Pursuant  to  the  Priority  of  Payments,  scheduled  payments  required  to  be  made  by  the  Issuer 
under  the  Interest  Rate  Swap  Agreement,  together  with  any  termination  payments  payable  by  the  Issuer 
other  than  by  reason  of  an  event  of  default  with  respect  to  the  Interest  Rate  Swap  Counterparty  or 
termination  event  where  the  Interest  Rate  Swap  Counterparty  is  the  "defaulting  party"  or  the  sole 
"affected  party,"  will  be  payable  pursuant  to  clause  (3)  under  "Description  of  the  Notes— Priority  of 
Payments— Interest  Proceeds"  and,  if  Interest  Proceeds  are  insufficient  to  pay  such  amounts  in  full,  from 
Principal  Proceeds  pursuant  to  clause  (1)  under  "Description  of  the  Notes— Priority  of  Payments- 
Principal  Proceeds."  The  Interest  Rate  Swap  Agreement  will  be  governed  by  New  York  law. 

If  the  Interest  Rate  Swap  Counterparty  or  its  guarantor  fails  to  maintain  certain  rating  levels 
described  in  the  Indenture  and  the  Interest  Rate  Swap  Agreement,  such  Interest  Rate  Swap  Counterparty 
may  be  required  to  post  collateral  or  assign  its  rights  and  obligations  under  the  Interest  Rate  Swap 
Agreement  to  a  replacement  Interest  Rate  Swap  Counterparty  and,  if  the  Interest  Rate  Swap 
Counterparty  does  not  take  such  action  as  required  under  the  Interest  Rate  Swap  Agreement,  the  Issuer 
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will  be  permitted  to  terminate  the  Interest  Rate  Swap  Agreement.  See  "Risk  Factors— Interest  Rate  Risk" 
for  a  discussion  of  certain  considerations  with  respect  to  the  Interest  Rate  Swap  Agreement. 

The  Collateral  Manager  will  have  a  limited  role  in  connection  with  decisions  relating  to  the  Interest 
Rate  Swap  Agreement.  Pursuant  to  the  Indenture,  the  Issuer  may  not  reduce  the  notional  amount  under 
the  Interest  Rate  Swap  Agreement  However,  on  any  date  (each  such  date,  a  "Collateral  Imbalance 
Date")  on  which  the  Net  Outstanding  Underlying  Asset  Balance  is  less  than  the  notional  amount  of  the 
Interest  Rate  Swap  Agreement,  the  Interest  Rate  Swap  Counterparty  to  the  Interest  Rate  Swap  Agreement 
will  designate  an  early  termination  date  with  respect  to  the  portion  of  the  notional  amount  of  each  hedging 
transaction  so  affected;  provided,  however,  that  the  Rating  Condition  must  be  satisfied  with  respect  to  any 
such  early  termination  date.  In  addition,  the  Issuer  may  enter  into  a  replacement  Interest  Rate  Swap 
Agreement  upon  termination  of  an  Interest  Rate  Swap  Agreement  or  enter  into  additional  Interest  Rate 
Swap  Agreements  with  the  advice  of  the  Collateral  Manager  only  (a)  if  the  Rating  Condition  is  satisfied 
and  (b)  with  respect  to  any  additional  Interest  Rate  Swap  Agreement,  the  Interest  Rate  Swap 
Counterparty  consents  to  such  additional  Interest  Rate  Swap  Agreement. 

The  Interest  Rate  Swap  Counterparty  may  terminate  the  Interest  Rate  Swap  Agreement  with  the 
Issuer  in  limited  circumstances  whether  or  not  the  Notes  have  been  paid  in  full  prior  to  such  termination, 
including  in  the  event  of  (a)  a  failure  by  the  Issuer  to  make,  when  due,  any  payment  under  the  Interest 
Rate  Swap  Agreement  within  the  applicable  grace  period;  (b)  certain  events  of  bankruptcy,  insolvency, 
conservatorship,  receivership  or  reorganization  of  the  Issuer;  (c)  a  change  in  law  making  it  illegal  for 
either  the  Issuer  or  the  Interest  Rate  Swap  Counterparty  to  be  a  party  to,  or  perform  an  obligation  under, 
the  Interest  Rate  Swap  Agreement;  (d)  an  Event  of  Default  under  the  Indenture  followed  by  a  liquidation 
of  Collateral  on  the  Accelerated  Maturity  Date;  and  (e)  the  occurrence  of  a  Clean-up  Call  Redemption, 
Optional  Redemption,  Tax  Redemption,  or  Auction  Call  Redemption.  With  respect  to  such  terminations, 
any  amounts  payable  upon  the  termination  of  the  Interest  Rate  Swap  Agreement  will  be  based  upon 
standard  replacement  transaction  valuation  methodology  set  forth  in  the  1992  ISDA  Master  Agreement 
published  by  ISDA.  In  addition,  the  Issuer  will  not  agree,  without  satisfaction  of  the  Rating  Condition 
solely  with  respect  to  Standard  &  Poor's,  to  any  amendment,  modification,  or  waiver  of  any  provision  of 
the  Interest  Rate  Swap  Agreement. 

The  obligations  of  the  Issuer  under  the  Interest  Rate  Swap  Agreement  are  limited  recourse 
obligations  payable  solely  from  the  Collateral  pursuant  to  the  Priority  of  Payments. 

The  Accounts 

Collection  Accounts 

All  distributions  on  the  Underlying  Assets  and  any  proceeds  received  from  the  Disposition  of  any 
such  Underlying  Assets,  to  the  extent  such  distributions  or  proceeds  constitute  Interest  Proceeds  and  any 
amounts  payable  to  the  Issuer  by  any  Interest  Rate  Swap  Counterparty  under  the  Interest  Rate  Swap 
Agreement  (other  than  amounts  received  by  the  Issuer  by  reason  of  an  event  of  default  or  termination 
event  thereunder)  will  be  remitted  to  a  single,  segregated  account  established  and  maintained  under  the 
Indenture  by  the  Trustee  (the  "Interest  Collection  Account").  All  distributions  on  the  Underlying  Assets 
and  any  proceeds  received  from  the  Disposition  of  any  such  Underlying  Assets  to  the  extent  such 
distributions  or  proceeds  constitute  Principal  Proceeds  (unless  simultaneously  reinvested  in  Eligible 
Investments)  will  be  remitted  to  a  single,  segregated  account  established  and  maintained  under  the 
Indenture  by  the  Trustee  (the  "Principal  Collection  Account"  and,  together  with  the  Interest  Collection 
Account,  the  "Collection  Accounts").  Amounts  on  credited  to  the  Principal  Collection  Account  shall  be 
applied  in  accordance  with  the  Priority  of  Payments.  The  Collection  Accounts  shall  be  maintained  for  the 
benefit  of  the  Noteholders  and  amounts  on  deposit  therein  will  be  available,  together  with  reinvestment 
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earnings  thereon,  for  application  in  the  order  of  priority  set  forth  above  under  "Description  of  the  Notes — 
Priority  of  Payments." 

Amounts  received  in  the  Collection  Accounts  during  a  Due  Period  will  be  invested  in  Eligible 
Investments  (as  described  below)  with  stated  maturities  no  later  than  the  Business  Day  immediately 
preceding  the  next  Distribution  Date.  All  such  proceeds  will  be  retained  in  the  Collection  Accounts  unless 
used  as  otherwise  permitted  under  the  Indenture. 

"Eligible  Investments"  include  any  Dollar-denominated  investment  that  is  not  a  Prohibited  Asset 
and  is  one  or  more  of  the  following  (and  may  include  investments  for  which  the  Trustee  and/or  its  affiliates 
provides  services): 

(a)  cash; 

(b)  direct  Registered  obligations  of,  and  Registered  obligations  the  timely  payment  of 
principal  and  interest  on  which  is  fully  and  expressly  guaranteed  by,  the  United  States  or 
any  agency  or  instrumentality  of  the  United  States  the  obligations  of  which  are  expressly 
backed  by  the  full  faith  and  credit  of  the  United  States; 

(c)  demand  and  time  deposits  in,  certificates  of  deposit  of,  bankers'  acceptances  payable 
within  183  days  of  issuance  issued  by,  or  Federal  funds  sold  by  any  depository  institution 
or  trust  company  incorporated  under  the  laws  of  the  United  States  or  any  state  thereof 
and  subject  to  supervision  and  examination  by  Federal  and/or  state  banking  authorities 
so  long  as  the  commercial  paper  and/or  the  debt  obligations  of  such  depository  institution 
or  trust  company  (or,  in  the  case  of  the  principal  depository  institution  in  a  holding 
company  system,  the  commercial  paper  or  debt  obligations  of  such  holding  company)  at 
the  time  of  such  investment  or  contractual  commitment  providing  for  such  investment 
have  a  credit  rating  of  not  less  than  "Aa2"  by  Moody's,  and  if  so  rated,  such  rating  is  not 
on  watch  for  downgrade  by  Moody's,  "AA+"  by  Standard  &  Poor's  and  "AA+"  by  Fitch 
Ratings  ("Fitch")  (if  rated  by  Fitch)  in  the  case  of  long-term  debt  obligations,  or  "P  1"  by 
Moody's,  and  if  so  rated,  such  rating  is  not  on  watch  for  downgrade  by  Moody's,  "A  1+" 
by  Standard  &  Poor's  and  "F1+"  by  Fitch  (if  rated  by  Fitch)  in  the  case  of  commercial 
paper  and  short-term  debt  obligations;  provided  that  (i)  in  each  case,  the  issuer  thereof 
must  have  at  the  time  of  such  investment  or  contractual  commitment  providing  for  such 
investment  a  long-term  credit  rating  of  not  less  than  "Aa2"  by  Moody's,  and  if  so  rated, 
such  rating  is  not  on  watch  for  downgrade  by  Moody's,  and  "AA+"  by  Fitch  (if  rated  by 
Fitch)  and  (ii)  in  the  case  of  commercial  paper  and  short-term  debt  obligations  with  a 
maturity  of  longer  than  91  days,  the  issuer  thereof  must  also  have  at  the  time  of  such 
investment  or  contractual  commitment  providing  for  such  investment  a  long-term  credit 
rating  of  not  less  than  "AA+"  by  Standard  &  Poor's  and  "AA+"  by  Fitch  (if  rated  by  Fitch); 

(d)  unleveraged  repurchase  obligations  (if  treated  as  debt  for  tax  purposes  by  the  issuer) 
with  respect  to  (i)  any  security  described  in  clause  (b)  above  or  (ii)  any  other  Registered 
security  issued  or  guaranteed  by  an  agency  or  instrumentality  of  the  United  States  (in 
each  case  without  regard  to  the  stated  maturity  of  such  security),  in  either  case  entered 
into  with  a  U.S.  Federal  or  state  depository  institution  or  trust  company  (acting  as 
principal)  described  in  clause  (c)  above  or  entered  into  with  a  corporation  (acting  as 
principal)  whose  long-term  rating  at  the  time  of  such  investment  or  contractual 
commitment  providing  for  such  investment  is  not  less  than  "Aa2"  by  Moody's,  and  if  so 
rated,  such  rating  is  not  on  watch  for  downgrade  by  Moody's,  "AA+"  by  Standard  &  Poor's 
and  "AA+"  by  Fitch  (if  rated  by  Fitch)  or  whose  short-term  credit  rating  at  the  time  of  such 
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investment  or  contractual  commitment  providing  for  such  investment  is  "P  1°  by  Moody's, 
and  if  so  rated,  such  rating  is  not  on  watch  for  downgrade  by  Moody's,  "A  1+"  by 
Standard  &  Poor's  and  "F1+"  by  Fitch  (if  rated  by  Fitch)  at  the  time  of  such  investment  or 
contractual  commitment  providing  for  such  investment;  provided  that  (i)  in  each  case,  the 
issuer  thereof  must  have  at  the  time  of  such  investment  or  contractual  commitment 
providing  for  such  investment  a  long-term  credit  rating  of  not  less  than  "Aa2"  by  Moody's, 
and  if  so  rated,  such  rating  is  not  on  watch  for  downgrade  by  Moody's,  and  "AA+"  by 
Fitch  (if  rated  by  Fitch)  and  (ii)  if  such  security  has  a  maturity  of  longer  than  91  days,  the 
issuer  thereof  must  also  have  at  the  time  of  such  investment  or  contractual  commitment 
providing  for  such  investment  a  long-term  credit  rating  of  not  less  than  "AA+"  by  Standard 
&  Poor's  and  not  less  than  "AA+"  by  Fitch  (if  rated  by  Fitch); 

(e)  Registered  debt  securities  bearing  interest  or  sold  at  a  discount  issued  by  any 
corporation  incorporated  under  the  laws  of  the  United  States  or  any  state  thereof  that 
have  a  credit  rating  at  the  time  of  such  investment  or  contractual  commitment  providing 
for  such  investment  of  not  less  than  "Aa2"  by  Moody's,  and  if  so  rated,  such  rating  is  not 
on  watch  for  downgrade  by  Moody's,  "AA"  by  Standard  &  Poor's  and  "AA+"  by  Fitch  (if 
rated  by  Fitch); 

(f)  commercial  paper  or  other  short-term  obligations  with  a  maturity  of  not  more  than  183 
days  from  the  date  of  issuance  and  having  at  the  time  of  such  investment  or  contractual 
commitment  providing  for  such  investment  a  credit  rating  of  "A  1  +"  by  Standard  &  Poor's 
and  "F1  +"  by  Fitch  (if  rated  by  Fitch);  provided  that  (i)  in  each  case,  the  issuer  thereof 
must  have  at  the  time  of  such  investment  or  contractual  commitment  providing  for  such 
investment  a  long-term  credit  rating  of  not  less  than  "Aa2"  by  Moody's,  and  if  so  rated, 
such  rating  is  not  on  watch  for  downgrade  by  Moody's,  and  "AA+"  by  Fitch  (if  rated  by 
Fitch)  and  (ii)  if  such  security  has  a  maturity  of  longer  than  91  days,  the  issuer  thereof 
must  also  have  at  the  time  of  such  investment  or  contractual  commitment  providing  for 
such  investment  a  long-term  credit  rating  of  not  less  than  "AA"  by  Standard  &  Poor's  and 
not  less  than  "AA+"  by  Fitch  (if  rated  by  Fitch); 

(g)  reinvestment  agreements  issued  by  any  bank  (if  treated  as  a  deposit  by  such  bank),  or  a 
Registered  reinvestment  agreement  issued  by  any  insurance  company  or  other 
corporation  or  entity  organized  under  the  laws  of  the  United  States  or  any  state  thereof  (if 
treated  as  debt  for  tax  purposes  by  the  issuer),  in  each  case,  that  has  a  credit  rating  of 
not  less  than  "P-1"  by  Moody's,  and  if  so  rated,  such  rating  is  not  on  watch  for  downgrade 
by  Moody's,  "A-1+"  by  Standard  &  Poor's  and  "F1+"  by  Fitch  (if  rated  by  Fitch);  provided 
that  (i)  in  each  case,  the  issuer  thereof  must  have  at  the  time  of  such  investment  a  long- 
term  credit  rating  of  not  less  than  "Aa2"  by  Moody's,  and  if  so  rated,  such  rating  is  not  on 
watch  for  downgrade  by  Moody's,  and  "AA+"  by  Fitch  (if  rated  by  Fitch)  and  (ii)  if  such 
security  has  a  maturity  of  longer  than  91  days,  the  issuer  thereof  must  also  have  at  the 
time  of  such  investment  a  long-term  credit  rating  of  not  less  than  "AAA"  by  Standard  & 
Poor's  and  not  less  than  "AA+"  by  Fitch  (if  rated  by  Fitch)  and  satisfy  the  Rating  Agency 
Condition  in  respect  of  Standard  &  Poor's; 

(h)  any  money  market  fund  or  similar  investment  vehicle  having  at  the  time  of  investment 
therein  the  highest  credit  rating  assigned  by  each  of  the  Rating  Agencies;  provided  that 
(i)  such  fund  or  vehicle  is  formed  outside  the  United  States  and  is  not  engaged  in  a 
United  States  trade  or  business,  (ii)  no  income  to  be  received  from  such  fund  or  vehicle  is 
or  will  be  subject  to  deduction  or  withholding  for  or  on  account  of  any  withholding  or 
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similar  tax,  and  (iii)  the  ownership  of  an  interest  in  such  fund  or  vehicle  will  not  subject  the 
Issuer  to  net  income  tax  in  any  jurisdiction; 

(i)  any  guaranteed   investment  contract,   asset  swap,   funding   agreement,   investment 

agreement  or  other  similar  agreement  from,  or  a  note  or  a  certificate  backed  by  any 
guaranteed  investment  contract,  funding  agreement,  investment  agreement  or  other 
similar  agreement  from,  a  bank,  insurance  company  or  other  corporation  or  entity  and 
has  a  long-term  unsecured  obligation  rating  of  at  least  "AAA"  by  Standard  &  Poor's  and  at 
least  "Aaa"  by  Moody's  and  satisfy  the  Rating  Agency  Condition  in  respect  of  Standard  & 
Poor's;  and 

(j)  any  other  security  the  acquisition  of  which  satisfies  the  Rating  Condition  and  the 

ownership  of  which  will  not  subject  the  Issuer  to  income  tax  on  a  net  income  basis  for 
U.S.  federal  income  tax  purposes; 

and,  in  each  case  (other  than  clause  (a)  or  (i)  or  (j)),  with  a  stated  maturity  (giving  effect  to  any  applicable 
grace  period)  no  later  than  the  Business  Day  immediately  preceding  the  Distribution  Date  immediately 
following  the  Due  Period  in  which  the  date  of  investment  occurs;  provided  that  Eligible  Investments  may 
not  include  (i)  any  security  that  does  not  provide  for  the  repayment  of  a  stated  fixed  amount  of  principal  in 
one  or  more  installments,  any  interest-only  security,  any  security  purchased  at  a  price  in  excess  of  100% 
of  the  par  value  thereof  or  any  security  whose  repayment  is  subject  to  substantial  non-credit  related  risk 
as  determined  in  the  reasonable  business  judgment  of  the  Collateral  Manager,  (ii)  any  Floating  Rate 
Security  whose  interest  rate  is  inversely  or  otherwise  not  proportionately  related  to  an  interest  rate  index 
or  is  calculated  as  other  than  the  sum  of  an  interest  rate  index  plus  a  spread,  (iii)  any  security  subject  to 
withholding  tax  in  any  jurisdiction  or  (iv)  any  security  that  is  subject  to  an  Offer  and  has  not  been  called  for 
redemption.  Notwithstanding  the  foregoing,  Eligible  Investments  will  not  include  PIK  Bonds,  CMBS 
Securities,  RMBS  Securities,  margin  stock,  securities  that  do  not  provide  for  the  periodic  payment  of 
interest  or  which  are  zero  coupon  bonds  and  any  security  with  a  rating  from  Standard  &  Poor's  which 
includes  the  subscript  "p,"  "pi,"  "q,"  "r"  or  "t".  The  Trustee  or  its  Affiliates  are  permitted  to  receive 
additional  compensation  that  could  be  deemed  to  be  in  the  Trustee's  economic  self-interest  for  (x)  serving 
as  investment  advisor,  administrator,  shareholder,  servicing  agent,  custodian  or  sub-custodian  with 
respect  to  certain  of  the  Eligible  Investments,  (y)  using  Affiliates  to  effect  transactions  in  certain  Eligible 
Investments  and  (z)  effecting  transactions  in  certain  Eligible  Investments;  provided,  however,  that  such 
compensation  shall  not  be  an  amount  that  is  reimbursable  or  payable  by  the  Issuer  or  otherwise  pursuant 
to  the  Indenture.  For  the  avoidance  of  doubt,  an  Eligible  Investment  is  not  an  Underlying  Asset. 

Payment  Account 

On  or  prior  to  the  Business  Day  prior  to  each  Distribution  Date,  the  Trustee  will  deposit  into  a 
single,  segregated  account  established  and  maintained  by  the  Trustee  under  the  Indenture  (the 
"Payment  Account")  for  the  benefit  of  the  Secured  Parties  all  funds  in  the  Collection  Accounts  (other 
than  amounts  received  after  the  end  of  the  Due  Period  with  respect  to  such  Distribution  Date)  required  for 
payments  to  Noteholders  and  payments  of  fees  and  expenses  in  accordance  with  the  priority  described 
under  "Description  of  the  Notes— Priority  of  Payments."  In  addition,  any  Uninvested  Proceeds  on  deposit 
in  the  Uninvested  Proceeds  Account  on  the  Determination  Date  preceding  the  September  2007 
Distribution  Date  will  be  transferred  to  the  Payment  Account  and  treated  as  Principal  Proceeds  on  the 
September  2007  Distribution  Date  and  distributed  in  accordance  with  the  Priority  of  Payments. 
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Expense  Account 

On  the  Closing  Date,  after  payment  of  the  organizational  and  structuring  fees  and  expenses  of 
the  Issuers  (including,  without  limitation,  the  legal  fees  and  expenses  of  counsel  to  the  Issuers,  the  Initial 
Purchaser  and  the  Collateral  Manager)  and  the  expenses  of  offering  the  Notes,  at  least  U.S.$  250,000 
from  the  proceeds  of  the  offering  of  the  Notes  will  be  deposited  by  the  Trustee  into  a  single,  segregated 
account  established  and  maintained  by  the  Trustee  under  the  Indenture  (the  "Expense  Account").  All 
funds  on  deposit  in  the  Expense  Account  will  be  invested  in  Eligible  Investments  at  the  direction  of  the 
Collateral  Manager.  Amounts  standing  to  the  credit  of  the  Expense  Account  may  be  used  to  pay 
administrative  expenses  (including  indemnities)  and  organization  fees  of  the  Issuers  on  any  day  other 
than  a  Distribution  Date  (other  than  fees  of  the  Trustee,  but  including  other  amounts  payable  by  the 
Issuer  to  the  Collateral  Manager  under  the  Management  Agreement  or  the  Indenture).  Amounts  credited 
to  the  Expense  Account  will  be  (a)  applied  on  or  prior  to  the  Determination  Date  preceding  the  First 
Distribution  Date  to  pay  amounts  due  in  connection  with  the  offering  of  the  Notes  and  Preference  Shares 
and  (b)  on  the  First  Distribution  Date,  to  the  extent  that  the  balance  of  the  Expense  Account  exceeds 
U.S.$  250,000  on  the  related  Determination  Date,  transferred  to  the  Payment  Account  and  applied  as 
Interest  Proceeds.  After  the  Closing  Date,  additional  amounts  may  be  credited  to  the  Expense  Account 
on  any  Distribution  Date  as  described  under  "Description  of  the  Notes— Priority  of  Payments." 

Uninvested  Proceeds  Account 

On  the  Closing  Date,  the  Trustee  will  deposit  the  net  proceeds  (if  any)  from  the  issuance  and  sale 
of  the  Notes  and  Preference  Shares  plus  any  principal  collections  on  the  Underlying  Assets  received  on 
or  prior  to  the  Closing  Date  that,  on  the  Closing  Date,  are  not  invested  in  Underlying  Assets,  not 
deposited  in  the  Collection  Accounts  and  not  deposited  in  the  Expense  Account  into  a  single,  segregated 
account  established  and  maintained  by  the  Trustee  under  the  Indenture  (the  "Uninvested  Proceeds 
Account").  At  the  direction  of  the  Collateral  Manager,  amounts  (if  any)  standing  to  the  credit  of  the 
Uninvested  Proceeds  Account  will  be  used  to  acquire  Underlying  Assets  and  Eligible  Investments,  which 
Eligible  Investments  shall  be  in  overnight  deposits.  Investment  earnings  on  Eligible  Investments  in  the 
Uninvested  Proceeds  Account  will  be  transferred  to  the  Interest  Collection  Account  and  treated  as 
Interest  Proceeds  on  the  September  2007  Distribution  Date.  In  addition,  any  Uninvested  Proceeds  on 
deposit  in  the  Uninvested  Proceeds  Account  on  the  Determination  Date  preceding  the  September  2007 
Distribution  Date  will  be  transferred  to  the  Payment  Account  and  treated  as  Principal  Proceeds  on  the 
September  2007  Distribution  Date  and  distributed  in  accordance  with  the  Priority  of  Payments.  For  the 
avoidance  of  doubt,  such  amounts  shall  not  be  transferred  to  the  Interest  Collection  Account  or  the 
Payment  Account,  as  applicable,  until  the  Determination  Date  preceding  the  September  2007  Distribution 
Date,  prior  to  such  date,  such  amounts  shall  be  available  to  purchase  Underlying  Assets  or  Eligible 
Investments  at  the  direction  of  the  Collateral  Manager. 

Disposition  Proceeds  Account 

All  Disposition  Proceeds  will  be  deposited  into  a  single,  segregated  account  established  and 
maintained  by  the  Trustee  under  the  Indenture  (the  "Disposition  Proceeds  Account")  and  (i)  either  used 
to  purchase  one  or  more  Underlying  Assets  within  60  or  90  days  from  the  date  of  deposit  into  the 
Disposition  Proceeds  Account;  or  (ii)  after  60  or  90  days  from  the  date  of  deposit  into  the  Disposition 
Proceeds  Account,  if  not  used  to  purchase  Underlying  Assets,  transferred  to  the  Principal  Collection 
Account  and  designated  as  Principal  Proceeds  and  on  the  following  Distribution  Date  distributed  in 
accordance  with  the  Priority  of  Payments.  In  no  event  shall  Disposition  Proceeds  be  designated  as 
Interest  Proceeds.  Amounts  on  deposit  in  the  Disposition  Proceeds  Account  will  be  invested  in  Eligible 
Investments  at  the  direction  of  the  Collateral  Manager. 
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Preference  Share  Payment  Account 

On  each  Distribution  Date,  the  Trustee,  in  accordance  with  the  Priority  of  Payments,  will  transfer 
to  the  Preference  Share  Paying  Agent  the  amounts  (if  any)  for  deposit  to  a  segregated  account  (the 
"Preference  Share  Payment  Account")  established  and  maintained  by  the  Preference  Share  Paying 
Agent  pursuant  to  the  Preference  Share  Paying  Agency  Agreement.  The  Preference  Share  Payment 
Account  and  any  sums  standing  to  the  credit  thereof  shall  not  form  part  of  the  Collateral. 

Synthetic  Security  Collateral  Account 

The  Trustee  will  establish  a  segregated  trust  account  (the  "Synthetic  Security  Collateral 
Account"),  that  will  be  maintained  by  the  Trustee  as  entitlement  holder  in  respect  of  each  Synthetic 
Security  Counterparty  and  over  which  the  Trustee  will  have  exclusive  control  and  the  sole  right  of 
withdrawal  in  accordance  with  the  Synthetic  Securities  and  the  Indenture.  As  directed  by  the  Collateral 
Manager,  the  Trustee  will,  on  the  Closing  Date,  deposit  into  the  relevant  Synthetic  Security  Collateral 
Account  all  cash  and  Eligible  Investments  that  are  required  to  secure  the  obligations  of  the  Issuer  in 
accordance  with  the  terms  of  the  Synthetic  Securities  and  the  Offsetting  Transactions.  The  Synthetic 
Security  Collateral  Account  shall  remain  at  all  times  with  a  financial  institution  having  a  long-term  debt 
rating  of  at  least  "BBB+"  by  Standard  &  Poor's,  at  least  "Baal"  by  Moody's,  and  at  least  "BBB+"  by  Fitch 
and  a  combined  capital  and  surplus  in  excess  of  $200,000,000. 

As  directed  by  the  Collateral  Manager  in  writing,  cash  on  deposit  in  any  Synthetic  Security 
Collateral  Account  will  be  invested  in  Eligible  Investments.  Interest  payments  on  Eligible  Investments 
credited  to  any  Synthetic  Security  Collateral  Account  will  be  applied,  as  directed  by  the  Collateral 
Manager,  to  the  payment  of  any  periodic  amounts  owed  by  the  Issuer  to  the  related  Synthetic  Security 
Counterparty  or  Offsetting  Transaction  Counterparty  on  the  date  any  such  amounts  are  due,  but  only  up 
to  the  amount  of  any  excess  over  the  Required  Synthetic  Security  Collateral  Amount.  After  application  of 
any  such  amounts,  any  remaining  interest  payments  then  contained  in  the  related  Synthetic  Security 
Collateral  Account  will  be  withdrawn  from  such  account  and  deposited  in  the  Collection  Account  for 
distribution  as  Interest  Proceeds.  Cash  and  Eligible  Investments  on  deposit  in  any  Synthetic  Security 
Collateral  Account  will  be  included  in  the  Collateral  to  the  extent  provided  under  "Security  for  the  Notes- 
General"  herein,  will  not  be  available  to  make  payments  under  the  Notes  and  shall  not  be  considered  to 
be  an  asset  of  the  Issuer  for  purposes  of  any  of  the  Collateral  Quality  Tests  or  the  Coverage  Tests,  but 
the  Synthetic  Securities  that  relate  to  the  Synthetic  Security  Collateral  Account  shall  be  considered  an 
asset  of  the  Issuer. 

In  the  event  a  Synthetic  Security  or  Offsetting  Transaction  is  terminated  prior  to  its  scheduled 
maturity,  the  Collateral  Manager  on  behalf  of  the  Issuer  shall  cause  such  portion  of  the  collateral  in  the 
related  Synthetic  Security  Collateral  Account  that  (subject  to  the  Allocation  Procedures)  is  available  for 
making  partial  or  full  termination  payment  owed,  if  any,  to  the  related  Synthetic  Security  Counterparty  or 
Offsetting  Transaction  Counterparty  to  be  delivered  to  such  Synthetic  Security  Counterparty  or  Offsetting 
Transaction  Counterparty,  and  the  remaining  collateral  for  such  terminated  Synthetic  Security  or 
Offsetting  Transaction  in  the  related  Synthetic  Security  Collateral  Account  (to  the  extent  not  required  to  be 
pledged  to  the  related  Synthetic  Security  Counterparty  or  Offsetting  Transaction  Counterparty)  shall  be 
released  from  the  lien  of  the  related  Synthetic  Security  Counterparty  and  the  Offsetting  Transaction 
Counterparty  and  granted  to  the  Trustee  free  of  such  lien.  Any  cash  received  upon  the  maturity  or 
liquidation  of  any  such  collateral  in  the  related  Synthetic  Security  Collateral  Account  released  from  the 
lien  of  the  relevant  Synthetic  Security  Counterparty  and  the  Offsetting  Transaction  Counterparty  shall  be 
credited  to  the  Disposition  Proceeds  Account  or  deemed  to  be  Principal  Proceeds  and  credited  to  the 
Principal  Collection  Account. 
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Upon  the  occurrence  of  a  "credit  event"  under  a  Synthetic  Security,  at  the  direction  of  the 
Collateral  Manager,  the  related  collateral  in  the  related  Synthetic  Security  Collateral  Account  will  be 
delivered  to  the  related  Synthetic  Security  Counterparty,  to  the  extent  required,  upon  delivery  of  a 
Delivered  Obligation.  In  the  event  a  "credit  event"  has  occurred  and  the  Issuer  is  required  to  liquidate 
such  collateral  in  the  related  Synthetic  Security  Collateral  Account  and  deliver  cash  to  the  relevant 
Synthetic  Security  Counterparty,  the  Issuer  will  bear  any  market  risk  on  the  liquidation  of  the  collateral  in 
such  Synthetic  Security  Collateral  Account. 

Amounts  contained  in  any  Synthetic  Security  Collateral  Account  shall  be  withdrawn  by  the 
Trustee  and  applied  toward  the  payment  of  any  amounts  payable  by  the  Issuer  to  the  related  Synthetic 
Security  Counterparty  or  Offsetting  Transaction  Counterparty  in  accordance  with  the  terms  of  the 
Indenture  and  the  related  Synthetic  Security  or  Offsetting  Transaction,  as  directed  by  the  Collateral 
Manager  in  writing.  Any  Excess  Collateral  Account  Amount  shall  be  withdrawn  from  any  Synthetic 
Security  Collateral  Account  and  deposited  in  the  Principal  Collection  Account  or  Disposition  Proceeds 
Account  for  application  in  accordance  with  the  terms  of  the  Indenture;  provided  that  to  the  extent  that  any 
such  withdrawal  from  such  Synthetic  Security  Collateral  Account  would  require  a  withdrawal  from  the 
Initial  Investment  Agreement,  such  withdrawal  may  only  be  made  in  accordance  with  the  terms  of  the 
Initial  Investment  Agreement.  "Excess  Collateral  Account  Amount"  means  the  excess  of  (i)  the  related 
Synthetic  Security  Collateral  Amount  over  (ii)  the  sum  of  (A)  the  related  Required  Synthetic  Security 
Collateral  Amount  and  (B)  the  absolute  value  of  the  net  loss  on  the  relevant  Offset  Transactions. 

Interest  Rate  Swap  Counterparty  Collateral  Accounts 

If  and  to  the  extent  that  any  Interest  Rate  Swap  Agreement  requires  a  Interest  Rate  Swap 
Counterparty  to  secure  its  obligations  with  respect  to  such  Interest  Rate  Swap  Agreement,  the  Trustee 
will  establish  a  segregated  trust  account,  held  in  the  name  of  the  Trustee  (each  such  account,  a  "Interest 
Rate  Swap  Counterparty  Collateral  Account").  The  Trustee  shall  deposit  into  each  Interest  Rate  Swap 
Counterparty  Collateral  Account  all  amounts  that  are  required  to  secure  the  obligations  of  the  Interest 
Rate  Swap  Counterparty  in  accordance  with  the  terms  of  such  Interest  Rate  Swap  Agreement.  Except  for 
investment  earnings,  a  Interest  Rate  Swap  Counterparty  shall  not  have  any  legal,  equitable  or  beneficial 
interest  in  any  Interest  Rate  Swap  Counterparty  Collateral  Account  other  than  in  accordance  with  the 
Indenture,  the  applicable  Interest  Rate  Swap  Agreement  and  applicable  law.  The  Interest  Rate  Swap 
Counterparty  Collateral  Accounts  shall  remain  at  all  times  with  a  financial  institution  having  a  long-term 
debt  rating  of  at  least  "BBB+"  by  Standard  &  Poor's,  at  least  "Baal"  by  Moody's,  and  at  least  "BBB+"  by 
Fitch  and  a  combined  capital  and  surplus  in  excess  of  $200,000,000. 

As  directed  by  the  Collateral  Manager  in  writing  and  in  accordance  with  the  applicable  Interest 
Rate  Swap  Agreement,  cash  on  deposit  in  a  Interest  Rate  Swap  Counterparty  Collateral  Account  on 
behalf  of  the  Issuer  shall  be  invested  in  Eligible  Investments.  Income  received  on  amounts  on  deposit  in 
the  Interest  Rate  Swap  Counterparty  Collateral  Account  may  be  withdrawn  from  such  account  and  paid  to 
the  related  Interest  Rate  Swap  Counterparty  in  accordance  with  the  applicable  Interest  Rate  Swap 
Agreement. 

Cash  and  Eligible  Investments  on  deposit  in  each  Interest  Rate  Swap  Counterparty  Collateral 
Account  will  not  be  included  in  the  Collateral  and  will  not  be  available  to  make  payments  under  the  Notes 
other  than  as  required  under  the  related  Interest  Rate  Swap  Agreement.  Amounts  contained  in  any 
Interest  Rate  Swap  Counterparty  Collateral  Account  shall  not  be  considered  to  be  an  asset  of  the  Issuer 
for  purposes  of  any  of  the  Collateral  Quality  Tests  or  the  Coverage  Tests,  but  the  Interest  Rate  Swap 
Agreement  that  relates  to  such  Interest  Rate  Swap  Counterparty  Collateral  Account  shall  be  so 
considered  an  asset  of  the  Issuer. 


160 


Confidential  Treatment  Requested  GEM7-00000607 


Footnote  Exhibits  -  Page  1219 


With  respect  to  any  obligation  by  the  Interest  Rate  Swap  Counterparty  for  payment  under  any 
Interest  Rate  Swap  Agreement,  amounts  contained  in  the  related  Interest  Rate  Swap  Counterparty 
Collateral  Account  shall,  as  directed  by  the  Collateral  Manager  in  writing,  be  withdrawn  by  the  Trustee 
and  applied  to  the  payment  of  such  obligation  payable  by  the  related  Interest  Rate  Swap  Counterparty  to 
the  Issuer.  Any  excess  amounts  held  in  a  Interest  Rate  Swap  Counterparty  Collateral  Account  after 
payment  of  all  amounts  owing  from  the  related  Interest  Rate  Swap  Counterparty  to  the  Issuer  shall  be 
withdrawn  from  such  Interest  Rate  Swap  Counterparty  Collateral  Account  and  paid  to  the  related  Interest 
Rate  Swap  Counterparty  in  accordance  with  the  applicable  Interest  Rate  Swap  Agreement. 

Synthetic  Security  Issuer  Accounts 

If  and  to  the  extent  that  any  Synthetic  Security  requires  a  Synthetic  Security  Counterparty  to 
secure  its  obligations  with  respect  to  such  Synthetic  Security,  the  Trustee  will  establish  a  segregated  trust 
account,  held  in  the  name  of  the  Trustee  (each  such  account,  a  "Synthetic  Security  Issuer  Account"). 
The  Trustee  shall  deposit  into  each  Synthetic  Security  Issuer  Account  all  amounts  that  are  required  to 
secure  the  obligations  of  the  Synthetic  Security  Counterparty  in  accordance  with  the  terms  of  such 
Synthetic  Security.  Except  for  investment  earnings,  a  Synthetic  Security  Counterparty  shall  not  have  any 
legal,  equitable  or  beneficial  interest  in  any  Synthetic  Security  Issuer  Account  other  than  in  accordance 
with  the  Indenture,  the  applicable  Synthetic  Security  and  applicable  law.  The  Synthetic  Security  Issuer 
Accounts  shall  remain  at  all  times  with  a  financial  institution  having  a  long-term  debt  rating  of  at  least 
"BBB+"  by  Standard  &  Poor's,  at  least  "Baal"  by  Moody's,  and  at  least  "BBB+"  by  Fitch  and  a  combined 
capital  and  surplus  in  excess  of  $200,000,000. 

As  directed  by  the  Collateral  Manager  in  writing  and  in  accordance  with  the  applicable  Synthetic 
Security,  cash  on  deposit  in  a  Synthetic  Security  Issuer  Account  on  behalf  of  the  Issuer  shall  be  invested 
in  Eligible  Investments.  Income  received  on  amounts  on  deposit  in  the  Synthetic  Security  Issuer  Account 
may  be  withdrawn  from  such  account  and  paid  to  the  related  Synthetic  Security  Counterparty  in 
accordance  with  the  applicable  Synthetic  Security. 

Cash  and  Eligible  Investments  on  deposit  in  each  Synthetic  Security  Issuer  Account  will  not  be 
included  in  the  Collateral  and  will  not  be  available  to  make  payments  under  the  Notes  other  than  as 
required  under  the  related  Synthetic  Security.  Amounts  contained  in  any  Synthetic  Security  Issuer 
Account  shall  not  be  considered  to  be  an  asset  of  the  Issuer  for  purposes  of  any  of  the  Collateral  Quality 
Tests  or  the  Coverage  Tests,  but  the  Synthetic  Security  or  Synthetic  Securities  that  relate  to  such 
Synthetic  Security  Issuer  Account  shall  be  so  considered  an  asset  of  the  Issuer. 

With  respect  to  any  obligation  by  the  Synthetic  Security  Counterparty  for  payment  under  any 
Synthetic  Security,  amounts  contained  in  the  related  Synthetic  Security  Issuer  Account  shall,  as  directed 
by  the  Collateral  Manager  in  writing,  be  withdrawn  by  the  Trustee  and  applied  to  the  payment  of  such 
obligation  payable  by  the  related  Synthetic  Security  Counterparty  to  the  Issuer.  Any  excess  amounts  held 
in  a  Synthetic  Security  Issuer  Account  after  payment  of  all  amounts  owing  from  the  related  Synthetic 
Security  Counterparty  to  the  Issuer  shall  be  withdrawn  from  such  Synthetic  Security  Issuer  Account  and 
paid  to  the  related  Synthetic  Security  Counterparty  in  accordance  with  the  applicable  Synthetic  Security. 
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THE  ISSUERS 


General 


The  Issuer  was  incorporated  as  an  exempted  company  with  limited  liability  and  registered  on 
October  20,  2006  in  the  Cayman  Islands  with  registered  number  DB-1 76033,  is  in  good  standing  under 
the  laws  of  the  Cayman  Islands  and  has  an  indefinite  existence.  The  Issuer  has  been  established  as  a 
special  purpose  vehicle  for  the  purpose  of  issuing  the  Notes.  The  registered  office  of  the  Issuer  is  at  the 
offices  of  Deutsche  Bank  (Cayman)  Limited,  P.O.  Box  1984,  Grand  Cayman  KY1-1104,  Cayman  Islands. 
The  Issuer's  telephone  number  is  +1(345)  949-8244.  The  Issuer  has  no  prior  operating  experience  other 
than  in  connection  with  the  acquisition  of  certain  Underlying  Assets  prior  to  the  issuance  of  the  Notes  and 
the  Preference  Shares  and  the  engagement  of  the  Collateral  Manager  and  the  entering  into  of 
arrangements  with  respect  thereto,  and  the  Issuer  will  not  have  any  substantial  assets  other  than  the 
Collateral  pledged  to  secure,  among  other  things,  the  Notes  and  the  Issuer's  obligations  to  the  Trustee, 
the  Collateral  Manager,  any  Interest  Rate  Swap  Counterparty,  the  Offsetting  Transaction  Counterparty 
and  the  Synthetic  Security  Counterparty.  Clause  3  of  the  Issuer  Charter  sets  out  the  objects  of  the 
Issuer,  which  include  the  business  to  be  carried  out  by.the  Issuer  in  connection  with  the  Notes.  As  at  the 
Closing  Date,  the  entire  authorized  shares  of  the  Issuer  will  consist  of  (a)  250  ordinary  shares,  par  value 
U.S.$1.00  each  (all  of  which  will  be  issued  and  held  in  trust  for  charitable  purposes  by  Deutsche  Bank 
(Cayman)  Limited,  a  licensed  trust  company  incorporated  in  the  Cayman  Islands  (in  such  capacity,  the 
"Share  Trustee"),  under  the  terms  of  a  declaration  of  trust)  and  (b)  59,500  Preference  Shares,  par  value 
U.S.$0.01 ,  all  of  which  will  be  issued  at  a  liquidation  preference  of  U.S.$1 ,000  each. 

The  Co-Issuer  was  incorporated  on  February  23,  2007  under  the  law  of  the  State  of  Delaware 
with  an  organizational  number  070220501  and  its  registered  office  is  c/o  Donald  Puglisi,  850  Library 
Avenue,  Suite  204,  Newark,  Delaware  19711.  The  sole  director  and  officer  of  the  Co-Issuer  is  Donald 
Puglisi,  and  he  may  be  contacted  at  the  principal  office  of  the  Co-Issuer  listed  on  the  last  page  of  this 
Offering  Circular.  The  Co-Issuer's  telephone  number  is  +1(302)  738-6680.  The  Co-Issuer  has  no  prior 
operating  experience.  The  Co-Issuer  has  been  established  as  a  special  purpose  vehicle  for  the  purpose 
of  issuing  the  Notes.  It  will  not  have  any  assets  (other  than  its  U.S.$1 ,000  of  share  capital  owned  by  the 
Issuer)  and  will  not  pledge  any  assets  to  secure  the  Notes.  The  third  clause  of  the  Co-Issuer's  certificate 
of  incorporation  sets  out  the  objects  of  the  Co-Issuer,  which  include  the  business  to  be  carried  out  by  the 
Co-Issuer  in  connection  with  the  Notes.  The  Co-Issuer  will  not  have  any  interest  in  the  Underlying  Assets 
or  other  assets  held  by  the  Issuer. 

The  Notes  are  obligations  only  of  the  Issuers,  and  none  of  the  Notes  are  obligations  of  the 
Trustee,  the  Share  Trustee,  the  Administrator,  the  Collateral  Manager,  the  Initial  Purchaser  or  its  affiliates 
or  any  directors  or  officers  of  the  Issuers. 

Deutsche  Bank  (Cayman)  Limited  will  act  as  the  administrator  (in  such  capacity,  the 
"Administrator")  and  the  Share  Registrar  of  the  Issuer.  The  office  of  the  Administrator  will  serve  as  the 
general  business  office  of  the  Issuer.  Through  this  office  and  pursuant  to  the  terms  of  an  agreement  by 
and  between  the  Administrator  and  the  Issuer  (the  "Administration  Agreement"),  the  Administrator  will 
perform  various  management  functions  on  behalf  of  the  Issuer,  including  the  provision  of  certain  clerical, 
administrative  and  other  services  until  termination  of  the  Administration  Agreement.  In  consideration  of 
the  foregoing,  the  Administrator  will  receive  various  fees  and  other  charges  payable  by  the  Issuer  at  rates 
provided  for  in  the  Administration  Agreement  and  will  be  reimbursed  for  expenses  and  the  Issuer  will 
provide  certain  indemnities  to  the  Administrator  in  connection  with  its  performance  of  such  services. 
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The  Administrator  will  be  subject  to  the  overview  of  the  Board  of  Directors  of  the  Issuer.  The 
directors  of  the  Issuer  are  Alan  Corkish,  David  Dyer,  Simon  Wetherell  and  Tim  Fitzgerald,  each  of  whom 
is  a  director  or  officer  and  an  employee  of  the  Administrator  and  each  of  whose  offices  are  at  P.O.  Box 
1984,  Grand  Cayman  KY1-1104,  Cayman  Islands.  The  Administration  Agreement  may  be  terminated  by 
the  Issuer  or  the  Administrator  upon  14  days'  notice  following  the  occurrence  of  certain  events.  In 
addition,  the  Administration  Agreement  may  be  terminated  upon  three  months'  notice  (subject  to  the 
appointment  of  a  replacement  administrator). 

The  Administrator's  principal  office  is  at  P.O.  Box  1984,  Grand  Cayman  KY1-1104,  Cayman 
Islands. 

Capitalization  and  indebtedness  of  the  Issuer  and  the  Co-Issuer 

The  initial  capitalization  and  indebtedness  of  the  Issuer  as  of  the  Closing  Date,  after  giving  effect 
to  the  issuance  of  the  Notes,  the  Preference  Shares  and  the  ordinary  shares  of  the  Issuer  but  before 
deducting  expenses  of  the  offering  of  the  Notes  and  of  the  placement  of  the  Preference  Shares  and 
organizational  expenses  of  the  Issuers,  is  expected  to  be  as  follows: 

Class  A-1  a  Notes  U.S.$244,000,000 

Class  A-1  b  Notes  U.S.$400,0u0,000 

Class  A-2  Notes  U.S.$1 59,000,000 

Class  B  Notes  U.S.$96,900,000 

Class  C  Notes  U.S.$68,300,000 

Class  D  Notes  U.S.$55,100,000 

Class  E  Notes  U.S.$1 8,700,000 

Total  Debt  U.S.$1, 042,000,000 

Ordinary  Shares  250 

Preference  Shares  U.S.$59,500,000 

Total  Equity  U.S.$59,500,250 

Total  Capitalization  U.S.$1, 101 ,500,250 

As  of  the  Closing  Date  and  after  giving  effect  to  the  issuance  of  the  Preference  Shares,  the 
issued  share  capital  of  the  Issuer  will  be  250  ordinary  shares,  par  value  U.S.$1.00  per  share,  and  59,500 
Preference  Shares,  par  value  U.S.$0.01  per  share  and  with  a  liquidation  preference  of  U.S.$1,000  per 
share. 

The  Issuer  will  not  have  any  material  assets  other  than  the  Collateral. 

The  Co-Issuer  will  be  capitalized  only  to  the  extent. of  its  U.S.$250  of  share  capital,  will  have  no 
assets  other  than  its  share  capital  and  will  have  no  debt  other  than  as  Co-Issuer  of  the  Notes.  As  of  the 
Closing  Date  and  after  giving  effect  to  the  issuance  of  the  Co-Issuer's  shares,  the  authorized  and  issued 
share  capital  of  the  Co-Issuer  will  be  250  shares  of  common  stock,  par  value  U.S.$1 .00  per  share. 
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Business 

The  indenture  and  the  Issuer  Charter  provide  that  the  activities  of  the  Issuer  are  limited  to  (a) 
investment  and  reinvestment  in  Underlying  Assets  and  Eligible  Investments,  (b)  the  entering  into,  and  the 
performance  of  its  obligations  under,  the  Indenture,  any  Interest  Rate  Swap  Agreement,  the  Offset 
Transactions,  the  Offsetting  Transactions,  the  Synthetic  Securities,  any  Investment  Agreement,  the 
Management  Agreement,  the  Collateral  Administration  Agreement,  the  Administration  Agreement,  the 
Note  Purchase  Agreement,  the  Subscription  Agreement  and  the  Preference  Share  Paying  Agency 
Agreement,  (c)  the  issuance  and  sale  of  the  Notes  and  Preference  Shares,  (d)  the  pledge  of  the 
Collateral  as  security  for  its  obligations  in  respect  of  the  Notes  and  its  obligations  to  the  other  Secured 
Parties,  (e)  ownership  of  the  Co-Issuer  and  (0  other  activities  incidental  to  the  foregoing.  The  Issuer  has 
no  employees  and  no  subsidiaries  other  than  the  Co-Issuer.  The  Co-Issuer  will  not  undertake  any 
business  other  than  the  issuance  of  the  Notes. 

The  Issuer  is  not  required  by  Cayman  Islands  law,  and  the  Issuer  does  not  intend,  to  publish 
annual  reports  and  accounts.  The  Co-Issuer  is  not  required  by  Delaware  law,  and  the  Co-Issuer  does  not 
intend,  to  publish  annual  reports  and  accounts.  The  Indenture,  however,  requires  the  Issuer  to  provide 
the  Trustee,  on  an  annual  basis,  with  a  certificate  reviewing  the  activities  of  the  Issuer  and  of  the  Issuer's 
performance  during  the  preceding  year  and  stating  that,  to  the  best  of  the  certifying  officer's  knowledge, 
the  Issuer  has  fulfilled  all  of  its  obligations  under  the  Indenture  or,  if  there  has  been  a  default,  specifying 
such  default,  the  nature  and  status  thereof  and  any  actions  undertaken  to  remedy  such  default. 
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THE  COLLATERAL  MANAGER 

The  information  appearing  in  this  section  (other  than  the  information  contained  under  the  heading 
"General")  has  been  prepared  by  the  Collateral  Manager  and  has  not  been  independently  verified  by  the 
Issuers  or  the  Initial  Purchaser.  Neither  the  Issuers  nor  the  Initial  Purchaser  assumes  any  responsibility 
for  the  accuracy,  completeness  or  applicability  of  such  information.  Accordingly,  the  Collateral  Manager 
assumes  sole  responsibility  for  the  accuracy,  completeness  or  applicability  of  such  information. 

General 

Certain  administrative  and  advisory  functions  with  respect  to  the  Collateral  will  be  performed  by 
the  Collateral  Manager  under  the  Management  Agreement  to  be  entered  into  between  the  Issuer  and  the 
Collateral  Manager  (the  "Management  Agreement").  The  Collateral  Manager  will,  pursuant  to  the  terms 
of  the  Management  Agreement,  select,  monitor  and  provide  the  Issuer  with  certain  information  relating  to, 
the  portfolio  of  Underlying  Assets,  may  act  as  the  Auction  Agent,  direct  the  Disposition  certain  Underlying 
Assets,  including  any  Credit  Risk  Asset,  Credit  Improved  Asset,  Defaulted  Asset,  Withholding  Security  or 
Equity  Security,  or  instruct  the  Trustee  with  respect  to  the  purchase  of  Underlying  Assets  and  investment 
in  Eligible  Investments  as  further  set  forth  herein. 

Additionally,  during  the  Reinvestment  Period,  the  Collateral  Manager  is  permitted  to  Dispose  of 
any  Underlying  Asset  that  is  Investment  Grade  other  than  an  Equity  Security,  Credit  Risk  Asset, 
Defaulted  Asset,  Withholding  Security  or  Credit-Improved  Asset;  provided  that,  for  any  given  calendar 
year,  the  aggregate  principal  balance  of  any  such  Underlying  Assets  Disposed  of  does  not  exceed  20%  of 
the  aggregate  principal  balance  of  all  Underlying  Assets. 

All  acquisitions  and  Dispositions  of  Eligible  Investments  and  Underlying  Assets,  and  all 
Dispositions  of  Equity  Securities,  by  the  Collateral  Manager  on  behalf  of  the  Issuer  shall  be  conducted  in 
compliance  with  all  applicable  laws.  The  Collateral  Manager  shall  cause  any  acquisition  or  Disposition  of 
any  Underlying  Asset  or  Eligible  Investment,  and  the  sale  of  any  Equity  Security,  to  be  conducted  on  an 
arm's-length  basis  or  as  provided  in  the  Indenture  with  respect  to  a  redemption  of  the  Notes  and/or 
Preference  Shares. 

One  or  more  Affiliates  of  the  Collateral  Manager  will  acquire  all  of  the  Preference  Shares  and  may 
acquire  some  or  all  of  the  Class  E  Notes  on  the  Closing  Date.  In  addition,  the  Management  Agreement 
will  provide  that  the  Collateral  Manager  shall  notify  the  Trustee  or  the  Preference  Share  Paying  Agent,  as 
applicable,  upon  the  sale  or  transfer  by  the  Collateral  Manager  of  any  Preference  Shares  to  a  person  that 
is  not  an  Affiliate  of  the  Collateral  Manager,  and  the  Trustee  shall  deliver  notice  of  such  transfer  to  the 
holders  of  the  Notes  (to  the  extent  such  Notes  remain  outstanding).  The  Collateral  Manager  and  its 
Affiliates  may  at  times  own  Notes.  At  any  given  time,  the  Collateral  Manager  and  its  Affiliates  will  not  be 
entitled  to  vote  the  Collateral  Manager  Securities  with  respect  to  any  assignment  or  termination  of  any  of 
the  express  rights  or  obligations  of  the  Collateral  Manager  under  the  Management  Agreement  or  the 
Indenture  (including  the  exercise  of  any  rights  to  remove  the  Collateral  Manager  or  terminate  the 
Management  Agreement),  or  any  amendment  or  other  modification  of  the  Management  Agreement  or  the 
Indenture  increasing  the  rights  or  decreasing  the  obligations  of  the  Collateral  Manager.  However,  at  any 
given  time  the  Collateral  Manager  and  its  Affiliates  will  be  entitled  to  vote  the  Notes  and  Preference 
Shares  held  by  them  with  respect  to  all  other  matters.  See  "Risk  Factors— Certain  Conflicts  of  Interest." 
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HBK  Investments  LP. 

HBK  Investments  L.P.,  a  Delaware  limited  partnership  (together  with  its  affiliated  subadvisors  and 
their  respective  successors,  "HBK"),  will  act  as  Collateral  Manager  to  the  Issuer  (in  such  capacity,  the 
"Collateral  Manager").  Collateral  management  services  for  the  Issuer  will  be  performed  by  various 
affiliated  subadvisors  of  HBK  Investments  L.P.,  which  are  under  common  control  with  HBK  Investments 
L.P.  The  headquarters  of  HBK  are  located  at  300  Crescent  Court,  Suite  700,  Dallas,  Texas  75201 . 

HBK  was  founded  in  1991.  HBK  is  managed  by  thirteen  managing  directors  and  has  offices  in 
Dallas,  New  York,  London,  Hong  Kong  and  Tokyo.  HBK  is  an  investment  management  firm  that,  as  of 
December  31 ,  2006,  had  approximately  $12  billion  in  capital  under  management. 

From  time  to  time,  HBK  has  responded  to  various  requests  for  information  from  governmental 
and  regulatory  bodies,  including  routine  inspections  and  examinations,  as  well  as  enforcement  inquiries 
and  investigations.  HBK  has  provided  information  to  the  SEC  related  to  private  investments  in  public 
equity  and  similar  transactions  and  related  trading  activity.  These  transactions  represent  a  small  portion 
of  HBK's  overall  business  and  are  unrelated  to  its  activities  as  Collateral  Manager.  HBK  is  listed,  along 
with  several  other  entities,  in  an  SEC  formal  order  of  investigation  related  to  these  matters,  and  relevant 
personnel  of  HBK  have  given  testimony.  HBK  believes  the  investigation  is  focused  on  insider  trading 
issues  related  to  trading  before  the  public  announcement  of  certain  transactions  and  is  one  of  many  such 
investigations  or  inquiries  directed  toward  numerous  market  participants,  including  brokerage  firms,  other 
intermediaries  and  investors.  Based  on  interactions  to  date  with  the  SEC  staff  and  the  limited  scope  of 
HBKs  activities  in  this  area,  HBK  does  not  believe  the  investigation  will  result  in  a  material  effect  on  HBK 
or  have  any  financial  effect  on  the  Issuer  or  any  of  the  private  investment  funds  that  HBK  manages. 

Biographies 

Set  forth  below  is  information  regarding  certain  persons  who  are  currently  employed  by  the 
Collateral  Manager,  although  such  persons  may  not  necessarily  continue  to  be  so  employed  during  the 
entire  term  of  the  Management  Agreement  and/or  may  not  continue  to  perform  services  for  the  Collateral 
Manager  under  the  Management  Agreement. 

Jamiel  Akhtar.  Managing  Director 

Mr.  Akhtar  has  been  associated  with  HBK  since  1993  and  is  a  Managing  Director  of  HBK.  Mr. 
Akhtar  is  primarily  responsible  for  HBK's  developed  markets  fixed  income  arbitrage  portfolio,  which 
includes  investments  in  government  and  agency  bonds,  futures,  interest  rate  derivatives,  and  mortgage 
and  asset-backed  securities.  He  received  an  A.B.  degree  cum  laude  in  Economics  in  1993  from  Harvard 
College. 

Kevin  Jenks.  Senior  Portfolio  Manager 

Mr.  Jenks  has  been  associated  with  HBK  since  2002  and  is  the  firm's  senior  portfolio  manager  for 
the  ABS,  MBS  and  CMBS  sectors.  From  2000  to  2002,  Mr.  Jenks  was  a  senior  portfolio  manager  at 
Vanderbilt  Capital  Advisors,  LLC  specializing  in  the  structured  product  fixed  income  market  with  a  focus 
on  structured  credit  securities.  He  was  a  senior  member  of  a  five  person  team  responsible  for  managing 
over  $6  billion  in  institutional  fixed  income  portfolios  for  clients.  From  1997  to  2000,  Mr.  Jenks  was  a 
portfolio  manager  with  Prime  Advisors,  where  he  was  responsible  for  the  trading,  investment  strategy  and 
management  of  a  $3  billion  plus  fixed  income  portfolio  consisting  of  total  return  funds  and  insurance 
company  portfolios.  In  addition,  he  was  also  the  firm's  sector  manager  for  structured  product  securities. 
Prior  to  1997,  Mr.  Jenks  held  various  trading,  analyst  and  portfolio  management  positions  at  Bank 
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Boston,  The  Boston  Company  Asset  Management  and  Fidelity  Investments.  Mr.  Jenks  received  a  B.S. 
degree  in  Finance  in  1992  from  the  University  of  Massachusetts. 

Jason  Lowrv.  Assistant  Trader/Analyst 

Mr.  Lowry  is  an  assistant  trader/analyst  with  HBK.  Jason  oversees  system  analytics  and 
surveillance.  Prior  to  joining  HBK  Mr.  Lowry  was  a  quantitative  analyst  with  Freddie  Mac  in  fixed  income 
research.  Mr.  Lowry  received  a  B.S.  degree  in  Physics  from  Carnegie  Mellon  in  2001 . 

Marco  Lukesch 

Mr.  Lukesch  is  an  analyst  with  HBK.  Marco's  primary  responsibilities  include  surveillance  and 
collateral  analysis  on  new  trades  and  existing  positions.  Prior  to  joining  HBK  Mr.  Lukesch  was  a 
consultant  with  Oliver,  Wyman  &  Co,  a  strategy  consulting  firm  devoted  to  the  financial  services  industry. 
Mr.  Lukesch  graduated  magna  cum  laude  from  the  University  of  Pennsylvania  in  2001  receiving  a  B.S. 
from  the  Wharton  School  and  a  B.A.  from  the  college. 

Kimberlee  K.  Rozman,  Associate  General  Counsel 

Ms.  Rozman  has  been  associated  with  HBK  since  1999  and  is  Associate  General  Counsel  of 
HBK.  Ms.  Rozman  is  responsible  for  a  range  of  HBK's  legal  matters.  Prior  to  joining  HBK  Ms.  Rozman 
was  associated  with  Jackson  &  Walker  L.L.P.  Ms.  Rozman  received  a  J.D.  degree  summa  cum  laude 
from  Dickinson  Law  School  in  1990. 

Gavla  Utlev.  Director  of  Operations 

Ms.  Utley  has  been  associated  with  HBK  since  1996  and  is  responsible  for  global  trading 
operations.  Ms.  Utley  graduated  from  Texas  A&M  University  in  1996  with  a  B.S.  in  Accounting. 

Qi  Wang 

Ms.  Wang  has  been  associated  with  HBK  since  1998  and  is  primarily  responsible  for  the  US  fixed 
income  arbitrage  book.  From  1996  to  1998,  she  worked  on  the  US  government  sales  desk  at  Lehman 
Brothers.  She  graduated  magna  cum  laude  from  Yale  University  in  1995  with  degrees  in  molecular 
biophysics  &  biochemistry  and  economics. 

Brett  Orr.  CFA 

Mr.  Orr  has  been  with  HBK  since  1997  and  is  responsible  for  financing  all  of  HBK's  government, 
asset  backed  and  mortgage  backed  securities.  He  graduated  with  honors  in  1997  from  Abilene  Christian . 
University  with  a  B.S.  in  Financial  Management. 

Jim  Wang 

Mr.  Wang  is  a  senior  quantitative  analyst  with  HBK.  Jim's  primary  responsibilities  include 
developing  prepayment  and  default  models  to  analyze  mortgage  pools.  Prior  to  joining  HBK,  Mr.  Wang 
was  a  quantitative  analyst  in  ABS  research  at  Citigroup.  Mr.  Wang  graduated  from  Brandeis  University 
with  a  Ph.D.  in  physics  in  1996. 
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THE  MANAGEMENT  AGREEMENT 

The  following  summary  describes  certain  provisions  of  the  Management  Agreement.  The 
summary  does  not  purport  to  be  complete  and  is  subject  to,  and  qualified  in  its  entirety  by  reference  to, 
the  provisions  of  the  Management  Agreement. 

As  compensation  for  the  performance  of  its  obligations  as  Collateral  Manager  under  the 
Management  Agreement,  the  Collateral  Manager  will  receive  a  fee  (the  "Management  Fee"),  to  the 
extent  of  the  funds  available  for  such  purpose  in  accordance  with  the  Priority  of  Payments..  The 
Management  Fee  will  accrue  from  the  Closing  Date  at  a  rate  of  0.30%  per  annum  on  the  Quarterly  Asset 
Amount,  payable  in  arrears  on  each  Distribution  Date.  In  addition,  if  the  Collateral  Manager  acts  as 
Auction  Agent,  as  compensation  for  the  performance  of  its  obligations  as  Auction  Agent  under  the 
Management  Agreement,  the  Collateral  Manager  will  receive  fees  (the  "Auction  Agent  Fees")  as 
described  in  the  succeeding  sentence,  to  the  extent  of  the  funds  available  for  such  purpose  in  accordance 
with  the  Priority  of  Payments.  The  Auction  Agent  Fee  will  be  (a)  U.S.$35,000  on  the  first  Auction  Date; 
(b)  if  the  Auction  Call  Redemption  is  not  successful  on  the  First  Auction  Call  Date,  U.S.$25,000  on  the 
Distribution  Date  immediately  following  the  First  Auction  Call  Date;  and  (c)  U.S.$15,0Q0  on  each  Auction 
Date  thereafter,  if  any.  Any  Management  Fee  or  Auction  Agent  Fee  accrued  prior  to  the  resignation  or 
removal  of  the  Collateral  Manager  will  continue  to  be  payable  to  the  Collateral  Manager  on  the 
Distribution  Date  immediately  following  the  effectiveness  of  such  resignation  or  removal. 

To  the  extent  not  paid  on  any  Distribution  Date  when  due,  any  accrued  Management  Fee  or 
Auction  Agent  Fee  will  be  deferred  and  will  be  payable  on  the  next  subsequent  Distribution  Date  on  which 
funds  are  available  for  the  payment  thereof  in  accordance  with  the  Priority  of  Payments.  Any  unpaid 
Management  Fee  or  Auction  Agent  Fee  that  is  deferred  due  to  the  operation  of  the  Priority  of  Payments 
will  not  accrue  interest. 

The  Collateral  Manager  will  be  responsible  for  its  own  ordinary  expenses  and  costs  incurred  in 
the  course  of  performing  its  obligations  under  the  Management  Agreement;  provided  that  the  Collateral 
Manager  shall  not  be  liable  for  the  payment  of  any  extraordinary  expenses  and  costs  or  for  the  payment 
of  expenses  and  costs  of  (a)  legal  advisers,  accountants,  consultants  and  other  professionals  retained  by 
the  Issuer  or  by  the  Collateral  Manager  on  behalf  of  the  Issuer  in  connection  with  certain  services  to  be 
provided  by  the  Collateral  Manager  as  specified  in  the  Management  Agreement  and  (b)  reasonable  travel 
expenses  undertaken  in  connection  with  effecting  or  directing  Disposition  of  Underlying  Assets  and 
Eligible  Investments,  negotiating  with  issuers  of  Underlying  Assets  as  to  proposed  modifications  or 
waivers,  taking  action  or  advising  the  Trustee  with  respect  to  the  Issuer's  exercise  of  any  rights  or 
remedies  in  connection  with  the  Underlying  Assets  and  Eligible  Investments,  including  in  connection  with 
an  offer  or  default,  participating  in  committees  or  other  groups  formed  by  creditors  of  an  issuer  of 
Underlying  Assets.  Such  expenses  will  be  paid  by  the  Issuer. 

The  Collateral  Manager  will  not  be  liable  to  the  Issuers,  the  Trustee,  the  Noteholders,  any  Interest 
Rate  Swap  Counterparty  or  any  of  their  respective  affiliates,  partners,  shareholders,  officers,  directors, 
employees,  consultants,  agents,  accountants  and  attorneys  for  any  losses,  damages,  claims,  liabilities, 
costs  or  expenses  (including  attorney's  fees  and  expenses)  incurred  as  a  result  of  the  actions  taken  or 
omitted  or  recommended  by  or  on  behalf  of  the  Collateral  Manager  under  the  Management  Agreement  or 
the  Indenture,  except  by  reason  of  acts  constituting  bad  faith,  willful  misconduct,  gross  negligence  or 
reckless  disregard  of  its  duties  and  obligations  thereunder.  The  Collateral  Manager  and  its  Affiliates  and 
each  of  their  respective  partners,  shareholders,  members,  officers,  directors,  managers,  employees, 
consultants,  agents,  accountants  and  attorneys  will  be  entitled  to  indemnification  by  the  Issuer,  under 
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certain  circumstances  (as  specified  in  the  Management  Agreement),  which  will  be  paid  in  accordance 
with  the  Priority  of  Payments. 

The  Collateral  Manager  may  not  assign  its  rights  or  responsibilities  under  the  Management 
Agreement  without  the  consent  of  the  Issuer  and  the  holders  of  a  majority  in  aggregate  principal  amount 
of  Notes  of  the  Controlling  Class  and  upon  satisfaction  of  the  Rating  Condition,  except  that  pursuant  to 
the  Management  Agreement  the  Collateral  Manager  may  assign  all  of  its  rights  and  responsibilities 
thereunder  (without  thereby  being  relieved  of  any  of  its  duties  or  obligations)  to  an  Affiliate  without  the 
consent  of  the  Issuer,  the  Trustee  but,  so  long  as  any  Class  A-1  Notes  remain  outstanding,  subject  to  the 
consent  of  the  Controlling  Class.  In  addition,  the  Collateral  Manager  may,  pursuant  to  the  Management 
Agreement,  enter  into  arrangements  pursuant  to  which  its  Affiliates  or  third  parties  may  perform  certain 
services  on  behalf  of  the  Collateral  Manager,  but  such  arrangements  shall  not  relieve  the  Collateral 
Manager  from  any  of  its  duties  or  obligations  thereunder. 

The  Collateral  Manager  may  resign  upon  60  days'  prior  written  notice  to  the  Issuer  and  the 
Trustee,  provided  that  (a)  no  such  resignation  shall  be  effective  unless  a  Replacement  Manager  is 
appointed  as  described  below  and  (b)  the  Collateral  Manager  shall  have  the  right  to  resign  immediately  if, 
due  to  a  change  in  applicable  law  or  regulation,  the  performance  by  the  Collateral  Manager  of  its  duties 
under  the  Indenture  or  the  Management  Agreement  would  be  a  violation  of  such  law  or  regulation. 

The  Management  Agreement  provides  that  the  Collateral  Manager  may  at  any  time  be  removed 
for  "cause"  (as  defined  in  the  Management  Agreement)  upon  15  Business  Days'  prior  written  notice  by 
the  Issuer,  which  will  effect  such  removal  at  the  direction  of  holders  of  at  least  66  2/3%  in  aggregate 
outstanding  principal  amount  of  the  holders  of  the  Controlling  Class  (voting  as  a  separate  class)  and  the 
holders  of  at  least  66  2/3%  of  Preference  Shares.  In  determining  whether  a  specified  percentage  of 
holders  of  Notes  or  Preference  Shares  has  directed  any  such  removal  as  described  above  or  given  any 
objection  to  a  successor  Collateral  Manager  as  described  below,  Collateral  Manager  Securities  will  be 
excluded. 

For  purposes  of  the  Management  Agreement,  "cause"  means  any  of  the  following  events: 

(a)  the  Collateral  Manager  willfully  breaches,  or  takes  any  action  that  it  knows  violates,  any 
provision  of  the  Management  Agreement  or  any  term  of  the  Indenture  applicable  to  it  or 
causes  an  Event  of  Default  under  the  Indenture  (not  including  a  willful  breach  or  knowing 
violation  that  results  from  a  good  faith  dispute  on  alternative  courses  of  action  or 
interpretation  of  instructions); 

(b)  the  Collateral  Manager  breaches  in  any  material  respect  any  provision,  including  a 
representation  or  warranty,  of  the  Management  Agreement  or  any  terms  of  the  Indenture 
applicable  to  it  and  fails  to  cure  such  breach  within  30  days  after  written  notice  of  such 
failure  is  received  by  the  Collateral  Manager  unless,  if  such  failure  is  remediable,  the 
Collateral  Manager  has  taken  action  that  the  Collateral  Manager  in  good  faith  believes 
will  remedy,  and  that  does  in  fact  remedy,  such  failure  within  90  days  after  written  notice 
of  such  failure  is  received  by  the  Collateral  Manager; 

(c)  the  Collateral  Manager  (i)  ceases  to  be  able  to,  or  admits  in  writing  its  inability  to,  pay  its 
debts  when  and  as  they  become  due,  (ii)  files,  or  consents  by  answer  or  otherwise  to  the 
filing  against  it  of,  a  petition  for  relief  or  reorganization  or  arrangement  or  any  other 
petition  in  bankruptcy,  for  liquidation  or  takes  advantage  of  any  bankruptcy,  insolvency, 
reorganization,  moratorium  or  other  similar  law  of  any  jurisdiction,  (iii)  makes  an 
assignment  for  the  benefit  of  its  creditors,  (iv)  consents  to  the  appointment  of  a  custodian, 


169 


Confidential  Treatment  Requested  GEM7-00000616 


Footnote  Exhibits  -  Page  1228 


receiver,  trustee  or  other  officer  with  similar  powers  with  respect  to  it  or  with  respect  to 
any  substantial  part  of  its  property  or  (v)  is  adjudicated  as  insolvent  or  is  to  be  liquidated; 

(d)  the  Class  A-1  OC  Ratio  falls  below  100%; 

(e)  the  occurrence  of  an  act  by  the  Collateral  Manager  that  constitutes  fraud  or  criminal 
activity  in  the  performance  of  its  obligations  under  the  Management  Agreement;  or 

(f)  the  indictment  of  the  Collateral  Manager  or  any  of  the  Collateral  Manager's  senior 
portfolio  management  staff  who  have  direct  supervisory  responsibility  for  the 
management  of  the  Collateral,  and  who  continue  to  have  involvement  with  the  Collateral 
Manager's  performance  under  the  Management  Agreement  for  a  period  of  30  days 
following  such  indictment  for  a  criminal  felony  offense  materially  related  to  the  Collateral 
Manager's  investment  advisory  business  relating  to  collateralized  debt  obligation 
transactions. 

No  removal,  termination  or  resignation  of  the  Collateral  Manager  or  termination  of  the 
Management  Agreement  shall  be  effective  unless  (a)  a  successor  Collateral  Manager  (the  "Replacement 
Manager")  has  agreed  in  writing  to  assume  all  of  the  Collateral  Manager's  duties  and  obligations, 
including  its  duties  and  responsibilities  as  the  Auction  Agent,  (b)  the  Replacement  Manager  is  not 
objected  to  by  holders  of  at  least  66  2/3%  in  aggregate  outstanding  principal  amount  of  any  Class  of 
Notes  or  the  holders  of  at  least  66  2/3%  of  the  Preference  Shares  (excluding  from  such  vote  any 
Collateral  Manager  Securities)  within  30  days  after  notice  and  (c)  the  Rating  Condition  has  been  satisfied 
with  respect  to  the  appointment  of  the  Replacement  Manager;  provided,  however,  that  at  any  time  when 
an  Event  of  Default  shall  have  occurred  and  be  continuing  under  the  Indenture  and  the  Collateral 
Manager  shall  have  resigned  or  been  removed  under  the  circumstances  set  forth  above,  the  holders  of  a 
Majority  of  the  Notes  of  the  Controlling  Class  may  appoint  a  successor  Collateral  Manager  (if  the  Rating 
Condition  has  been  satisfied  with  respect  to  the  appointment  of  the  Replacement  Manager). 

In  addition,  no  removal  or  resignation  of  the  Collateral  Manager  while  any  Note  or  Preference 
Share  is  outstanding  will  be  effective  until  the  appointment  by  the  Issuer  of  a  Replacement  Manager  that 
is  an  established  institution  which  (a)  is  legally  qualified  and  has  the  capacity  to  act  as  Collateral  Manager 
under  the  Management  Agreement  as  successor  to  the  Collateral  Manager  in  the  assumption  of  all  of  the 
responsibilities,  duties  and  obligations  of  the  Collateral  Manager  under  the  Management  Agreement  and 
under  the  applicable  terms  of  the  Indenture,  including  its  duties  and  responsibilities  as  the  Auction  Agent, 
and  (b)  will  not  cause  the  Issuer  or  the  pool  of  Collateral  to  become  required  to  register  as  an  investment 
company  under  the  provisions  of  the  Investment  Company  Act.  The  Indenture  provides  that  if  holders  of 
at  least  66  2/3%  in  aggregate  outstanding  principal  amount  of  any  Class  of  Notes  or  the  holders  of  at 
least  66  2/3%  of  the  Preference  Shares  (excluding  from  such  votes  the  Collateral  Manager  Securities  if 
the  proposed  Replacement  Manager  is  an  Affiliate  of  the  Collateral  Manager)  object  to  a  proposed 
Replacement  Manager  within  30  days  after  such  notice  (the  "First  Period"),  the  Trustee  shall  notify  the 
holders  of  the  Notes  and  Preference  Shares  that  such  Replacement  Manager  has  been  rejected.  Such 
notice  shall  state  that  a  Majority-in-lnterest  of  Preference  Shareholders  may  nominate  a  successor 
Collateral  Manager  within  60  days  after  the  termination  of  the  First  Period  (the  "Second  Period")  and 
specify  a  date  (not  more  than  20  days  after  the  end  of  the  First  Period),  time  and  place  for  a  meeting 
(which  meeting  may  be  held  telephonically)  at  which  the  Preference  Shareholders  may  nominate  (if 
necessary,  by  a  majority  vote  of  the  Preference  Shareholders  present  at  such  meeting)  not  more  than  two 
proposed  successor  Collateral  Managers  (which  proposed  successor  Collateral  Managers  shall  meet  the 
requirements  of  a  Replacement  Manager  specified  in  the  Management  Agreement).  The  Trustee  shall 
notify  each  Preference  Shareholder  and  Noteholder  of  the  successor  Collateral  Managers  proposed  at 
such  meeting  and  request  that  each  Preference  Shareholder  and  Noteholder,  by  notice  given  to  the 
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Trustee  not  later  than  20  days  after  such  meeting,  select  a  successor  Collateral  Manager  (if  there  are  two 
proposed  successor  Collateral  Managers)  or  approve  such  proposed  Collateral  Manager  (if  only  one 
successor  Collateral  Manager  is  proposed).  If  such  a  successor  Collateral  Manager  is  objected  to  by  a 
Majority-in-lnterest  of  Preference  Shareholders  or  by  the  Holders  of  66  2/3%  in  aggregate  principal 
amount  of  any  Class  of  Notes,  the  Trustee  shall  notify  each  Holder  of  a  Preference  Share  of  the  failure  to 
appoint  a  successor  Collateral  Manager  and  specify  a  date  (prior  to  the  end  of  the  Second  Period),  time 
and  place  for  a  meeting  (which  meeting  may  be  held  telephonically)  at  which  a  Majority-ln-lnterest  of  the 
Preference  Shareholders  present  (so  long  as  holders  of  at  least  66  2/3%  of  the  Preference  Shares  are 
represented  at  such  meeting)  may  appoint  a  successor  Collateral  Manager.  The  Collateral  Manager 
Securities  shall  be  excluded  from  the  determination  of  whether  66  2/3%  in  aggregate  principal  amount  of 
any  Class  of  Notes  or  a  Majority-in-lnterest  of  Preference  Shareholders  for  appointing  or  approving  (or 
objecting  to)  a  successor  Collateral  Manager  has  been  obtained,  except  that  for  purposes  of  appointing  or 
approving  a  successor  Collateral  Manager  that  is  not  an  Affiliate  of  the  Collateral  Manager,  the  Notes  and 
Preference  Shares  which  are  Collateral  Manager  Securities  shall  be  included  in  determining  whether  the 
Noteholders  and  Preference  Shareholders  have  selected  or  approved  (or  objected  to)  such  successor 
Collateral  Manager.  In  the  event  that  a  successor  to  the  Collateral  Manager  is  not  appointed  within  90 
days  after  its  resignation  or  removal,  the  Issuer  or  the  Collateral  Manager  may  petition  a  court  to  appoint 
a  successor,  without  obtaining  the  approval  of  the  Holders  of  the  Notes  and  the  Preference  Shares. 

Pursuant  to  the  Indenture,  the  Trustee  is  entitled  to  exercise  the  rights  and  remedies  of  the  Issuer 
under  the  Management  Agreement  (a)  upon  the  occurrence  of  an  Event  of  Default  until  such  time,  if  any, 
as  such  Event  of  Default  is  cured  or  waived,  (b)  upon  the  termination  of  the  Collateral  Manager  in 
accordance  with  the  Management  Agreement  or  (c)  upon  a  material  default  in  the  performance,  or 
breach,  of  any  covenant,  representation,  warranty  or  other  agreement  of  the  Issuer  under  the  Indenture  or 
in  any  certificate  or  writing  delivered  pursuant  thereto  or  made  in  connection  therewith  which  proves  to  be 
incorrect  in  any  material  respect  when  made  if  (i)  holders  of  at  least  50%  in  aggregate  outstanding 
principal  amount  of  the  Notes  of  any  Class,  Preference  Shareholders  whose  aggregate  Voting 
Percentages  are  at  least  50%  of  all  Preference  Shareholders'  Voting  Percentages  or  any  Interest  Rate 
Swap  Counterparty  gives  notice  of  such  default  or  breach  to  the  Trustee  and  the  Collateral  Manager  or  (ii) 
the  Collateral  Manager,  Issuer  or  Co-Issuer  has  actual  knowledge  of  such  default  or  breach,  and  in  either 
case,  such  default  or  breach  (if  remediable)  continues  for  a  period  of  30  days. 

In  certain  circumstances,  the  interests  of  the  Issuer  and/or  the  holders  of  the  Notes  with  respect 
to  matters  as  to  which  the  Collateral  Manager  is  advising  the  Issuer  may  conflict  with  the  interests  of  the 
Collateral  Manager  and  its  Affiliates.  See  "Risk  Factors— Certain  Conflicts  of  Interest." 
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DEUTSCHE  BANK  AKTIENGESELLSCHAFT 
Incorporation,  Registered  Office  and  Objectives 

Deutsche  Bank  Aktiengesellschaft  ("Deutsche  Bank"  or  the  "Bank")  originated  from  the  reunification  of 
Norddeutsche  Bank  Aktiengesellschaft,  Hamburg,  Rheinisch-Westfalische  Bank  Aktiengesellschaft, 
Duesseldorf  and  SOddeutsche  Bank  Aktiengesellschaft,  Munich;  pursuant  to  the  Law  on  the  Regional 
Scope  of  Credit  Institutions,  these  had  been  disincorporated  in  1952  from  Deutsche  Bank  which  was 
founded  in  1870.  The  merger  and  the  name  were  entered  in  the  Commercial  Register  of  the  District  Court 
Frankfurt  am  Main  on  2  May  1957.  Deutsche  Bank  is  a  banking  institution  and  a  stock  corporation 
incorporated  under  the  laws  of  Germany  under  registration  number  HRB  30  000.  The  Bank  has  its 
registered  office  in  Frankfurt  am  Main,  Germany.  It  maintains  its  head  office  at  Taunusanlage  12,  60325 
Frankfurt  am  Main  and  branch  offices  in  Germany  and  abroad  including  in  London,  New  York,  Sydney, 
Tokyo  and  an  Asia-Pacific  Head  Office  in  Singapore  which  serve  as  hubs  for  its  operations  in  the 
respective  regions. 

Deutsche  Bank  is  the  parent  company  of  a  group  consisting  of  banks,  capital  market  companies,  fund 
management  companies,  a  real-estate  finance  company,  instalment  financing  companies,  research  and 
consultancy  companies  and  other  domestic  and  foreign  companies  (the  "Deutsche  Bank  Group"). 

The  objects  of  Deutsche  Bank,  as  laid  down  in  its  Articles  of  Association,  include  the  transaction  of  all 
kinds  of  banking  business,  the  provision  of  financial  and  other  services  and  the  promotion  of  international 
economic  relations.  The  Bank  may  realise  these  objectives  itself  or  through  subsidiaries  and  affiliated 
companies.  To  the  extent  permitted  by  law,  the  Bank  is  entitled  to  transact  all  business  and  to  take  all 
steps  which  appear  likely  to  promote  the  objectives  of  the  Bank,  in  particular:  to  acquire  and  dispose  of 
real  estate,  to  establish  branches  at  home  and  abroad,  to  acquire,  administer  and  dispose  of 
participations  in  other  enterprises,  and  to  conclude  company-transfer  agreements. 

Deutsche  Bank  AG,  London  Branch 

"Deutsche  Bank  AG  London"  is  the  London  branch  of  Deutsche  Bank  AG.  On  12  January  1973,  Deutsche 
.  Bank  AG  filed  in  the  United  Kingdom  the  documents  required  pursuant  to  section  407  of  the  Companies 
Act  1948  to  establish  a  place  of  business  within  Great  Britain.  On  14  January  1993,  Deutsche  Bank 
registered  under  Schedule  21A  to  the  Companies  Act  1985  as  having  established  a  branch  (Registration 
No.  BR000005)  in  England  and  Wales.  Deutsche  Bank  AG  London  is  an  authorized  person  for  the 
purposes  of  section  19  of  the  Financial  Services  and  Markets  Act  2000.  In  the  United  Kingdom,  it 
conducts  wholesale  banking  business  and  through  its  Private  Wealth  Management  division,  it  provides 
holistic  wealth  management  advice  and  integrated  financial  solutions  for  wealthy  individuals,  their  families 
and  selected  institutions. 

Share  Capital 

As  of  30  September  2006,  Deutsche  Bank's  issued  share  capital  amounted  to  Euro  1 ,334,735,508.48 
consisting  of  521,381,058  ordinary  shares  without  par  value.  The  shares  are  fully  paid  up  and  in 
registered  form.  The  shares  are  listed  for  trading  and  official  quotation  on  all  the  German  Stock 
Exchanges.  They  are  also  listed  on  the  New  York  Stock  Exchange.  The  Management  Board  has  decided 
to  pursue  delisting  on  certain  stock  exchanges  other  than  Germany  and  New  York  in  order  to  benefit  from 
the  integration  of  financial  markets.  In  respect  of  the  stock  exchanges  Amsterdam,  Brussels,  London, 
Luxembourg,  Paris,  Vienna,  Zurich  and  Tokyo,  this  decision  has  completely  been  implemented. 
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Capitalisation  and  Indebtedness  of  Deutsche  Bank  Group 

As  of  30  September  2006,  Deutsche  Bank  Group's  capitalisation  and  indebtedness  (unaudited)  on  the 
basis  of  United  States  Generally  Accepted  Accounting  Principles  ("U.S.  GAAP")  was  as  follows: 


As  of 

30  September 
2006 

(in  Euro  million) 

Noninterest-bearinq  deposits 

26,992 

Interest-bearing  deposits 

348,703 

Total  deposits 

375,695 

Bonds  and  other  fixed-income  securities 

92,042 

Equity  shares  and  other  variable-yield  securities 

45,048 

Neqative  market  values  from  derivative  financial  instruments 

93,786 

Total  tradinq  liabilities 

230,876 

Central  bank  funds  purchased  and  securities  sold  under  repurchase  agreements 

192,739 

Securities  loaned 

12,876 

Other  short-term  borrowings 

29,485 

Other  liabilities 

93,631 

Long-term  debt 

126,788 

Obligation  to  purchase  common  shares 

3,406 

Total  liabilities 

1,065,496 

Common  shares,  no  par  value,  nominal  value  of  Euro  2.56 

Issued:  Sep  30,  2006:  521.4  million  shares;  Dec  31,  2005:  554.5  million  shares 

1,335 

Additional  paid-in  capital 

14,009 

Retained  earnings 

23,233 

Common  shares  in  treasury,  at  cost 

Sep  30,  2006:  24.5  million  shares;  Dec  31, 2005: 49.0  million  shares 

(2,205) 

Equity  classified  as  obligation  to  purchase  common  shares 

(3,406) 

Accumulated  other  comprehensive  income  (loss) 

Deferred  tax  on  unrealized  net  gains  on  securities  available  for 
sale  relating  to  1999  and  2000  tax  rate  changes  in  Germany 

(2,165) 

Unrealized  net  gains  on  securities  available  for  sale,  net  of 
applicable  tax  and  other 

2,169 

Unrealized  net  gains  (losses)  on  derivatives  hedging  variability 
of  cash  flows,  net  of  tax 

(38) 

Minimum  pension  liability,  net  of  tax 

(8) 

Foreign  currency  translation,  net  of  tax 

(1,874) 

Total  accumulated  other  comprehensive  loss 

(1,916) 

Total  shareholders'  equity 

31,050 

Total  liabilities  and  shareholders'  equity 

1,096,546 

There  has  been  no  material  change  in  Deutsche  Bank  Group's  capitalisation  and  indebtedness  since  30 
September  2006. 
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Management 

In  accordance  with  German  law,  Deutsche  Bank  has  both  a  Supervisory  Board  (Aufsichtsrat)  and  a 
Management  Board  (Vorstand).  These  Boards  are  separate;  no  individual  may  be  a  member  of  both. 
The  Supervisory  Board  appoints  the  members  of  the  Management  Board  and  supervises  the  activities  of 
this  Board.  The  Management  Board  represents  Deutsche  Bank  and  is  responsible  for  its  management  of 
its  affairs. 


The  Management  Board  consists  of 
Dr.  Josef  Ackermann 

Dr.  Hugo  Banziger 
Anthony  Di  lorio 
Dr.  Tessen  von  Heydebreck 
Hermann-Josef  Lamberti 


Chairman  of  the  Management  Board  (Chief 
Executive  Officer) 

Chief  Risk  Officer  (CRO) 

Chief  Financial  Officer  (CFO) 

Chief  Administrative  Officer  (CAO) 

Chief  Operating  Officer  (COO) 


The  Supervisory  Board  consists  of  the  following  20  members 
Dr.  Clemens  Boersig 


Heidrun  Forster* 

Dr.  Karl-Gerhard  Eick 

Ulrich  Hartmann 

Gerd  Herzberg* 

Sabine  Horn* 

Rolf  Hunck* 

Sir  Peter  Job 

Prof.  Dr.  Henning  Kagermann 


Chairman 
Frankfurt  am  Main 

Deputy  Chairperson 

Deutsche  Bank  Privat-  und  Geschaftskunden 

AG 

Berlin 

Deputy  Chairman  of  the  Board  of  Managing 
Directors  of  Deutsche  Telekom  AG 
Cologne 

Chairman  of  the  Supervisory  Board  of  E.ON 

AG 

Dusseldorf 

Vice  President  of  ver.di  Vereinte 

Dienstleistungsgewerkschaft 

Berlin 

Deutsche  Bank  AG 
Frankfurt  am  Main 

Deutsche  Bank  AG 
Hamburg 

London 

Chairman  and  CEO  of  SAP  AG 
Walldorf/Baden 
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Ulrich  Kaufmann* 
Peter  Kazmierczak* 
Maurice  Levy 

Henriette  Mark* 

Dr.  jur.  Dr.-lng.  E.h.  Heinrich.von  Pierer 

Gabriele  Platscher* 


Karin  Ruck* 


Prof.  Dr.  Theo  Siegert 


Deutsche  Bank  AG 
Dusseldorf 

Deutsche  Bank  AG 
Essen 

Chairman  and  Chief  Executive  Officer, 

Publicis  Groupe  S.A. 

Paris 

Deutsche  Bank  AG 
Munich 

Chairman  of  the  Supervisory  Board  of 

Siemens  AG 

Erlangen 

Deutsche  Bank  Privat-  und  Geschaftskunden 

AG 

Braunschweig 

Deutsche  Bank  AG 
Bad  Soden  am  Taunus 

Managing  Director  of  the  Haen  Carstanjen  & 
Sonne  Dusseldorf 


Tilman  Todenhofer 


Dipl.-lng.  Dr.-lng.  E.h.  Jurgen  Weber 


Leo  Wunderlich* 


Managing  Partner  of  Robert  Bosch 
Industrietreuhand  KG 
Stuttgart 

Chairman  of  the  Supervisory  Board  of 
Deutsche  Lufthansa  AG 
Hamburg 

Deutsche  Bank  AG 
Mannheim 


*  Elected  by  the  staff  in  Germany. 

The  members  of  the  Management  Board  accept  membership  on  the  Supervisory  Boards  of  other 
corporations  within  the  limits  prescribed  by  law. 

The  business  address  of  each  member  of  the  Management  Board  and  of  the  Supervisory  Board  of 
Deutsche  Bank  is  Taunusanlage  12,  60325  Frankfurt  am  Main,  Germany. 

Financial  Year 

The  financial  year  of  Deutsche  Bank  is  the  calendar  year. 

Auditors 

The  independent  auditors  of  Deutsche  Bank  are  KPMG  Deutsche  Treuhand-Gesellschaft 
Aktiengesellschaft  Wirtschaftsprufungsgesellschaft  ("KPMG"),  Marie-Curie-Strasse  30,  60439  Frankfurt 
am  Main,  Germany.  KPMG  audited  Deutsche  Bank's  non-consolidated  financial  statements  for  the  years 
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ended  31  December  2003,  2004  and  2005,  which  were  prepared  in  accordance  with  the  German 
Commercial  Code  ("HGB").  In  accordance  with  §292a  HGB  HGB  in  the  version  effective  until  9 
December  2004  in  connection  with  Article  2  of  the  Accounting  Law  Reform  Act  (Bilanzrechtsreformgesetz 
-BilReG)  and  Article  57  of  the  Introductory  Act  for  the  German  Commercial  Code  (EGHGB),  the 
consolidated  financial  statements  for  the  years  ended  31  December  2003,  2004  and  2005  were  prepared 
in  accordance  with  United  States  Generally  Accepted  Accounting  Principles  ("U.S.  GAAP")  and  audited 
by  KPMG.  In  each  case  an  unqualified  auditor's  certificate  has  been  provided. 

Litigation 

Other  than  set  out  herein  Deutsche  Bank  is  not,  or  during  the  last  two  financial  years  has  not  been 
involved  (whether  as  defendant  or  otherwise)  in,  nor  does  it  have  knowledge  of  any  threat  of  any  legal, 
arbitration,  administrative  or  other  proceedings  the  result  of  which  may  have,  in  the  event  of  an  adverse 
determination,  a  significant  effect  on  its  financial  condition  presented  in  this  offering  document. 

IPO  Allocation  Litigation 

Deutsche  Bank  Securities  Inc.  ("DBSI"),  our  U.S.  broker-dealer  subsidiary  and  its  predecessor  firms, 
along  with  numerous  other  securities  firms,  have  been  named  as  defendants  in  over  80  putative  class 
action  lawsuits  pending  in  the  United  States  District  Court  for  the  Southern  District  of  New  York.  These 
lawsuits  allege  violations  of  securities  and  antitrust  laws  in  connection  with  the  allocation  of  shares  in  a 
large  number  of  initial  public  offerings  ("IPOs")  by  issuers,  officers  and  directors  of  issuers,  and 
underwriters  of  those  securities.  DBSI  is  named  in  these  suits  as  an  underwriter.  The  securities  cases 
allege  material  misstatements  and  omissions  in  registration  statements  and  prospectuses  for  the  IPOs 
and  market  manipulation  with  respect  to  aftermarket  trading  in  the  IPO  securities.  Among  the  allegations 
are  that  the  underwriters  tied  the  receipt  of  allocations  of  IPO  shares  to  required  aftermarket  purchases 
by  customers  and  to  the  payment  of  undisclosed  compensation  to  the  underwriters  in  the  form  of 
commissions  on  securities  trades,  and  that  the  underwriters  caused  misleading  analyst  reports  to  be 
issued.  The  antitrust  claims  allege  an  illegal  conspiracy  to  affect  the  stock  price  based  on  similar 
allegations  that  the  underwriters  required  aftermarket  purchases  and  undisclosed  commissions  in 
exchange  for  allocation  of  IPO  stocks.  In  the  securities  cases,  the  motions  to  dismiss  the  complaints  of 
DBSI  and  others  were  denied  on  February  13,  2003.  Plaintiffs'  motion  to  certify  six  "test"  cases  as  class 
actions  in  the  securities  cases  was  granted  on  October  13,  2004.  On  December  5,  2006  the  Court  of 
Appeals  for  the  Second  Circuit  vacated  the  decision  and  held  that  the  six  cases  could  not  be  certified  as 
class  actions.  In  the  putative  antitrust  class  action,  the  defendants'  motion  to  dismiss  the  complaint  was 
granted  on  November  3,  2003.  On  September  28,  2005,  the  Court  of  Appeals  for  the  Second  Circuit 
vacated  the  ruling  and  remanded  the  case  to  the  lower  court  for  consideration  of  alternate  grounds  for 
dismissal.  On  December  7,  2006,  the  U.S.  Supreme  Court  agreed  to  hear  defendants'  appeal  of  the 
Second  Circuit  ruling. 

Enron  Litigation 

Deutsche  Bank  AG  and  certain  of  its  affiliates  are  collectively  involved  in  a  number  of  lawsuits  arising  out 
of  their  banking  relationship  with  Enron  Corp.,  its  subsidiaries  and  certain  Enron-related  entities 
("Enron").  These  lawsuits  include  a  class  action  brought  on  behalf  of  shareholders  of  Enron,  captioned 
Newby  v.  Enron  Corp.  which  purported  to  allege  claims  against,  among  others,  Deutsche  Bank  AG  and 
certain  of  its  affiliates  under  federal  securities  laws.  On  June  5,  2006,  the  Court  dismissed  all  of  the 
claims  in  the  Newby  action  against  Deutsche  Bank  AG  and  its  affiliates.  On  June  21,  2006,  Lead  Plaintiff 
in  Newby  filed  a  motion  requesting  the  Court  to  reconsider  the  dismissal  of  Deutsche  Bank  AG  and  its 
affiliates  from  Newby.  On  February  8,  2007,  the  Court  denied  Lead  Plaintiffs  motion  for  reconsideration. 

Also,  an  adversary  proceeding  has  been  brought  by  Enron  in  the  bankruptcy  court  against,  among  others, 
Deutsche  Bank  AG  and  certain  of  its  affiliates.  In  this  proceeding,  Enron  seeks  damages  from  the 
Deutsche  Bank  entities  under  various  common  law  theories,  seeks  to  avoid  certain  transfers  to  the 
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Deutsche  Bank  entities  as  preferential  or  fraudulent,  and  seeks  to  subordinate  certain  of  the  claims  made 
by  the  Deutsche  Bank  entities  in  the  Enron  bankruptcy. 

In  addition  to  Newby  and  the  adversary  proceeding  described  above,  there  are  individual  actions  brought 
in  various  courts  by  Enron  investors  and  creditors  alleging  federal  and  state  law  claims  against  Deutsche 
Bank  AG  and  certain  of  its  affiliates. 

WorldCom  Litigation 

Deutsche  Bank  AG  and  DBSI  were  defendants  in  more  than  40  actions  filed  in  federal  and  state  courts 
arising  out  of  alleged  material  misstatements  and  omissions  in  the  financial  statements  of  WorldCom  Inc. 
DBSI  was  a  member  of  the  syndicate  that  underwrote  WorldCom's  May  2000  and  May  2001  bond 
offerings,  which  are  among  the  bond  offerings  at  issue  in  the  actions.  Deutsche  Bank  AG,  London  branch 
was  a  member  of  the  syndicate  that  underwrote  the  sterling  and  euro  tranches  of  the  May  2001  bond 
offering.  Plaintiffs  were  alleged  purchasers  of  these  and  other  WorldCom  debt  securities.  The  defendants 
in  the  various  actions  included  certain  WorldCom  directors  and  officers,  WorldCom's  auditor-  and 
members  of  the  underwriting  syndicates  for  the  debt  offerings.  Plaintiffs  alleged  that  the  offering 
documents  contained  material  misstatements  and/or  omissions  regarding  WorldCom's  financial  condition. 
The  claims  against  DBSI  and  Deutsche  Bank  AG  were  made  under  federal  and  state  statutes  (including 
securities  laws),  and  under  various  common  law  doctrines.  The  largest  of  the  actions  against  Deutsche 
Bank  AG  and  DBSI  was  a  class  action  litigation  in  the  U.S.  District  Court  in  the  Southern  District  of  New 
York,  in  which  the  class  plaintiffs  are  the  holders  of  a  significant  majority  of  the  bonds  at  issue.  On  March 
10,  2005,  Deutsche  Bank  AG  and  DBSI  reached  a  settlement  agreement,  subject  to  court  approval, 
resolving  the  class  action  claims  asserted  against  them,  for  a  payment  of  approximately  U.S.$325  million. 
The  settlement  of  the  class  action  claims  did  not  resolve  the  individual  actions  brought  by  investors  who 
chose  to  opt  out  of  the  federal  class  action.  The  financial  effects  of  the  class  action  settlement  are 
reflected  in  our  2004  consolidated  financial  statements.  All  of  the  individual  actions  have  been  resolved. 

Tax-Related  Products 

Deutsche  Bank  AG,  along  with  certain  affiliates,  and  current  and  former  employees  (collectively  referred 
to  as  "Deutsche  Bank"),  have  collectively  been  named  as  defendants  in  a  number  of  legal  proceedings 
brought  by  customers  in  various  tax-oriented  transactions.  Deutsche  Bank  provided  financial  products 
and  services  to  these  customers,  who  were  advised  by  various  accounting,  legal  and  financial  advisory 
professionals.  The  customers  claimed  tax  benefits  as  a  result  of  these  transactions,  and  the  United  States 
Internal  Revenue  Service  has  rejected  those  claims.  In  these  legal  proceedings,  the  customers  allege 
that,  together  with  Deutsche  Bank,  the  professional  advisors  improperly  misled  the  customers  into 
believing  that  the  claimed  tax  benefits  would  be  upheld  by  the  Internal  Revenue  Service.  The  legal 
proceedings  are  pending  in  numerous  state  and  federal  courts  and  in  arbitration,  and  claims  against 
Deutsche  Bank  are  alleged  under  both  U.S.  state  and  federal  law.  Many  of  the  claims  against  Deutsche 
Bank  are  asserted  by  individual  customers,  while  others  are  asserted  on  behalf  of  a  putative  customer 
class.  No  litigation  class  has  been  certified  as  against  Deutsche  Bank.  Approximately  54  legal 
proceedings  have  been  resolved  and  dismissed  with  prejudice  as  against  Deutsche  Bank.  Approximately 
30  other  legal  proceedings  remain  pending  as  against  Deutsche  Bank  and  are  currently  at  various  pre- 
trial stages,  including  discovery. 

The  United  States  Department  of  Justice  ("DOJ")  is  also  conducting  a  criminal  investigation  of  tax- 
oriented  transactions  that  were  executed  from  approximately  1997  through  2001.  In  connection  with  that 
investigation,  DOJ  has  sought  various  documents  and  other  information  from  Deutsche  Bank  and  has 
been  investigating  the  actions  of  various  individuals  and  entities,  including  Deutsche  Bank,  in  such 
transactions.  In  the  latter  half  of  2005,  DOJ  brought  criminal  charges  against  numerous  individuals  based 
on  their  participation  in  certain  tax-oriented  transactions  while  employed  by  entities  other  than  Deutsche 
Bank  In  the  latter  half  of  2005,  DOJ  also  entered  into  a  Deferred  Prosecution  Agreement  with  an 
accounting  firm  (the  "Accounting  Firm"),  pursuant  to  which  DOJ  agreed  to  defer  prosecution  of  a 
criminal  charge  against  the  Accounting  Firm  based  on  its  participation  in  certain  tax-oriented  transactions 
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provided  that  the  Accounting  Firm  satisfied  the  terms  of  the  Deferred  Prosecution  Agreement.  On 
February  14,  2006,  DOJ  announced  that  it  had  entered  into  a  Deferred  Prosecution  Agreement  with  a 
financial  institution  (the  "Financial  Institution"),  pursuant  to  which  DOJ  agreed  to  defer  prosecution  of  a 
criminal  charge  against  the  Financial  Institution  based  on  its  role  in  providing  financial  products  and 
services  in  connection  with  certain  tax-oriented  transactions  provided  that  the  Financial  Institution 
satisfied  the  terms  of  the  Deferred  Prosecution  Agreement.  Deutsche  Bank  provided  similar  financial 
products  and  services  in  certain  tax-oriented  transactions  that  are  the  same  or  similar  to  the  tax  oriented 
transactions  that  are  the  subject  of  the  above-referenced  criminal  charges.  Deutsche  Bank  also  provided 
financial  products  and  services  in  additional  tax-oriented  transactions  as  well.  DOJ's  criminal  investigation 
is  on-going. 

In  the  Matter  of  KPMG  LLP  Certain  Auditor  Independence  Issues 

On  November  20,  2003,  the  SEC  requested  Deutsche  Bank  to  produce  certain  documents  in  connection 
with  an  ongoing  investigation  of  certain  auditor  independence  issues  relating  to  KPMG  LLP.  Deutsche 
Bank  is  cooperating  with  the  SEC  in  its  inquiry.  KPMG  Deutsche  Treuhand-Gesellschaft 
Aktiengesellschaft  Wirtschaftsprufungsgesellschaft  ("KPMG  DTG"),  a  KPMG  LLP  affiliate,  is  Deutsche 
Bank's  auditor.  Aspects  of  this  investigation  appear  to  involve  certain  tax-oriented  transactions  among 
those  at  issue  in  the  tax-related  litigation  described  above,  where  Deutsche  Bank  provided  financial 
products  and  services  and  a  KPMG  LLP  affiliate  advised  the  investors.  During  all  relevant  periods, 
including  the  present,  KPMG  DTG  has  confirmed  to  Deutsche  Bank  that  KPMG  DTG  was  and  is 
"independent"  from  Deutsche  Bank  under  applicable  accounting  and  SEC  regulations. 

Kirch  Litigation 

In  May  2002,  Dr.  Leo  Kirch  personally  and  as  an  assignee  initiated  legal  action  against  Dr  Breuer  and 
Deutsche  Bank  AG  alleging  that  a  statement  made  by  Dr.  Breuer  (then  the  Spokesman  of  Deutsche 
Bank's  Management  Board)  in  an  interview  with  Bloomberg  television  on  February  4,  2002  regarding  the 
Kirch  Group  was  in  breach  of  laws  and  financially  damaging  to  Kirch.  On  January  24,  2006  the  German 
Federal  Supreme  Court  sustained  the  action  for  the  declaratory  judgment  only  in  respect  of  the  claims 
assigned  by  the  PrintBeteiligungs  GmbH.  Such  action  does  not  require  a  proof  of  any  loss  caused  by  the 
statement  made  in  the  interview.  PrintBeteiligungs  GmbH  is  the  only  company  of  the  Kirch  Group  which 
was  a  borrower  of  Deutsche  Bank.  Claims  by  Kirch  personally  and  by  the  group  holding  company, 
TaurusHolding  GmbH  &  Co.  KG,  were  dismissed.  To  be  awarded  a  judgment  for  damages  against 
Deutsche  Bank  AG,  Dr.  Kirch  would  have  to  file  a  new  lawsuit;  in  such  proceedings  he  would  have  to 
prove  that  the  statement  caused  financial  damages  to  PrintBeteiligungs  GmbH  and  the  amount  thereof. 
Deutsche  Bank  received  a  letter  claiming  damage  in  the  amount  of  Euro  1.4  billion  plus  interest.  In  this 
letter  the  causality  in  respect  of  basis  and  scope  of  damage  was  not  substantiated. 

In  2003  Dr.  Kirch  instituted  legal  action  in  the  Supreme  Court  of  the  State  of  New  York  in  which  he  seeks 
the  award  of  compensatory  and  punitive  damages  based  upon  Dr.  Breuer's  interview.  Upon  introduction 
of  additional  plaintiffs  and  defendants  and  referral  to  the  U.S.  District  Court  for  the  Southern  District  of 
New  York,  the  case  was  dismissed  on  September  24,  2004.  The  plaintiffs  appealed  this,  decision.  On 
June  5,  2006,  the  U.S.  Court  of  Appeals  for  the  Second  Circuit  partly  confirmed  the  dismissal  of  the 
claims  and  otherwise  remanded  the  case  to  the  court  of  first  instance  to  decide  for  the  remaining  claims 
the  issues  of  forum  non  conveniens  or  res  judicata.  Thereafter  the  U.S.  District  Court  for  the  Southern 
District  of  New  York  dismissed  the  case  on  the  basis  of  forum  non  conveniens.  The  dismissal  has 
become  res  judicata. 

On  December  31,  2005  the  KGL  Pool  GmbH  filed  a  lawsuit  against  Deutsche  Bank  and  Dr.  Breuer.  The 
lawsuit  is  based  on  alleged  claims  assigned  from  various  subsidiaries  of  the  former  Kirch  Group.  The  KGL 
Pool  GmbH  is  also  a  plaintiff  in  the  above  mentioned  case  in  the  USA  and  seeks  a  declaratory  judgment 
to  the  effect  that  Deutsche  Bank  AG  and  Dr.  Breuer  are  jointly  and  severally  liable  for  damages  as  a 
result  of  the  interview  statement  and  the  behaviour  of  Deutsche  Bank  in  respect  of  several  subsidiaries  of 
the  Kirch  Group.  Deutsche  Bank  received  a  letter  claiming  damage  in  the  amount  of  Euro  2  billion  plus 
interest.  In  this  letter  the  causality  in  respect  of  basis  and  scope  of  damage  was  not  substantiated. 
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Philipp  Holzmann  AG 

Philipp  Holzmann  AG  ("Holzmann")  is  a  major  German  construction  firm  which  filed  for  insolvency  in 
March  2002.  Deutsche  Bank  had  been  a  major  creditor  bank  and  holder  of  an  equity  interest  of  Holzmann 
for  many  decades,  and,  from  April  1997  until  April  2000,  a  former  member  of  Deutsche  Bank  AG's 
Management  Board  was  the  Chairman  of  its  Supervisory  Board.  When  Holzmann  had  become  insolvent 
at  the  end  of  1999,  a  consortium  of  banks  led  by  Deutsche  Bank  participated  in  late  1999  and  early  2000 
in  a  restructuring  of  Holzmann  that  included  the  banks'  extension  of  a  credit  facility,  participation  in  a 
capital  increase  and  exchange  of  debt  into  convertible  bonds.  The  restructuring  package  amounted  to 
about  Euro  1.6  billion  in  which  Deutsche  Bank  participated  with  Euro  547  million.  In  March  2002, 
Holzmann  and  several  of  its  subsidiaries,  including  in  particular  imbau  Industrielles  Bauen  GmbH 
("imbau"),  filed  for  insolvency.  As  a  result  of  this  insolvency,  the  administrators  for  Holzmann  and  for 
imbau  and  a  group  of  bondholders  have  informed  Deutsche  Bank  they  are  asserting  claims  against  it 
because  of  its  role  as  lender  to  the  Holzmann  group  prior  to  and  after  the  restructuring  and  as  leader  of 
the  consortium  of  banks  which  supported  the  restructuring.  The  purported  claims  include  claims  that 
amounts  repaid  to  the  banks  constituted  voidable  preferences  that  should  be  returned  to  the  insolvent 
entities  and  claims  of  lender  liability  resulting  from  the  banks'  support  for  an  allegedly  infeasible 
restructuring.  Although  Deutsche  Bank  is  in  ongoing  discussions,  several  parties  filed  lawsuits  against  it. 

The  administrator  for  imbau  filed  a  lawsuit  against  Deutsche  Bank  in  August  2004  alleging  that  payments 
(including  interest)  of  Euro  77  million,  received  by  Deutsche  Bank  in  respect  of  a  loan  extended  to  imbau 
until  1998  and  in  connection  with  a  real  estate  transaction  that  was  part  of  the  restructuring  constituted 
voidable  preferences  that  should  be  returned  to  the  insolvent  entity.  Several  bondholders  filed  a  lawsuit 
against  Deutsche  Bank  in  December  2005  seeking  damages  of  Euro  53  million  because  of  its  allegedly 
unlawful  support  of  Holzmann's  1999/2000  restructuring.  Additionally,  Gebema  N.V.  filed  a  lawsuit  in 
2000  seeking  compensation  for  alleged  damages  of  Euro  187  million  against  Deutsche  Bank  alleging 
deficiencies  in  the  offering  documents  based  on  which  Gebema  N.V.  had  invested  in  equity  and 
convertible  bonds  of  Holzmann  in  1998. 

Parmalat  Litigation 

Following  the  bankruptcy  of  the  Italian  company  Parmalat,  the  Special  Administrator  of  Parmalat,  Mr. 
Enrico  Bondi,  is  suing  Deutsche  Bank  for  damages  totaling  Euro  2.2  billion  for  facilitating  the  insolvency 
offense  of  delaying  the  filing  of  a  petition  in  insolvency  allegedly  committed  by  Parmalat's  former 
management  and  supervisory  board.  There  are  two  separate  complaints  and  they  allege  that  by 
managing  and/or  underwriting  the  issuance  of  Parmalat  bonds  in  2003  and  entering  into  certain  derivative 
transactions,  Deutsche  Bank  assisted  Parmalat  by  providing  liquidity  in  order  to  enable  Parmalat  to  meet 
its  short  term  liabilities/obligations.  It  is  alleged  that  Deutsche  Bank  knowingly  helped  Parmalat  to 
continue  its  business  for  several  months  until  December  2003,  despite  being  aware  of  the  true  financial 
situation  of  the  company.  Parmalat  reserves  the  right  to  increase  the  amount  of  damages  sought.  The 
damages  currently  requested  are,  it  is  claimed,  equal  to  the  loss  creditors  of  Parmalat  incurred  in  the 
second  half  of  2003. 

Also  in  connection  with  the  Parmalat  insolvency,  Mr.  Bondi  has  already  brought  two  claw-back  actions  for 
a  total  of  Euro  177  million  against  Deutsche  Bank  SpA. 

General 

Due  to  the  nature  of  its  business,  Deutsche  Bank  and  its  subsidiaries  are  involved  in  litigation,  arbitration 
and  regulatory  proceedings  in  Germany  and  in  a  number  of  jurisdictions  outside  Germany,  including  the 
United  States,  arising  in  the  ordinary  course  of  its  businesses.  In  accordance  with  applicable  accounting 
requirements,  Deutsche  Bank  Group  provides  for  potential  losses  that  may  arise  out  of  contingencies, 
including  contingencies  in  respect  of  such  matters,  when  the  potential  losses  are  probable  and  estimable. 
Contingencies  in  respect  of  legal  matters  are  subject  to  many  uncertainties  and  the  outcome  of  individual 
matters  is  not  predictable  with  assurance.  Significant  judgment  is  required  in  assessing  probability  and 
making  estimates  in  respect  of  contingencies,  and  Deutsche  Bank's  final  liabilities  may  ultimately  be 
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materially  different.  The  total  liability  of  the  Group  recorded  in  respect  of  litigation,  arbitration  and 
regulatory  proceedings  is  determined  on  a  case-by-case  basis  and  represents  an  estimate  of  probable 
losses  after  considering,  among  other  factors,  the  progress  of  each  case,  its  experience  and  the 
experience  of  others  in  similar  cases,  and  the  opinions  and  views  of  legal  counsel.  Predicting  the 
outcome  of  litigation  matters  is  inherently  difficult,  particularly  in  cases  in  which  claimants  seek  substantial 
or  indeterminate  damages.  Although  the  final  resolution  of  any  such  matters  could  have  a  material  effect 
on  the  Group's  consolidated  operating  results  for  a  particular  reporting  period,  the  Group  believes  that  it 
should  not  materially  affect  its  consolidated  financial  position.  In  respect  of  each  of  the  matters  specifically 
described  above,  each  of  which  consists  of  a  number  of  claims,  it  is  the  Group's  belief  that  the  reasonably 
possible  losses  relating  to  such  claim  in  excess  of  its  provisions  are  either  not  material  or  not  estimable. 

Recent  Developments  and  Outlook 

On  1  February  2006  the  Supervisory  Board  of  Deutsche  Bank  extended  the  appointments  of 
Management  Board  members  Dr.  Josef  Ackermann  and  Dr.  Tessen  von  Heydebreck  until  the  general 
meeting  following  their  62nd  birthdays.  Dr.  Ackermann's  contract  will  therefore  run  until  the  end  of  the 
Annual  General  Meeting  in  2010;  Dr.  von  Heydebreck's  until  the  end  of  the  Annual  General  Meeting  in 
2007. 

With  immediate  effect  the  Supervisory  Board  has  also  appointed  Dr.  Ackermann  as  Chairman  of  the 
Management  Board  (Chief  Executive  Officer).  Henceforth  the  Management  Board  of  Deutsche  Bank  will 
be  headed  by  a  chairman  who  is  appointed  by  the  Supervisory  Board.  Deutsche  Bank  is  thus  conforming 
to  national  and  international  practice  in  the  appointment  of  its  Management  Board. 

On  2  February  2006,  Deutsche  Bank  published  the  preliminary  and  unaudited  key  figures  for  the  fourth 
quarter  and  the  full  year  2005  for  its  consolidated  group. 

On  9  March  2006,  Deutsche  Bank  announced  that  some  of  the  previously  published  preliminary  and 
unaudited  key  figures  were  adjusted  as  a  result  of  subsequent  events  after  2  February  2006.  Deutsche 
Bank  also  stated  that  the  adjusted  amounts  will  be  reflected  in  Deutsche  Bank's  2005  Annual  Report. 

On  23  March  2006,  Deutsche  Bank  published  its  2005  Annual  Report. 

On  1  June  2006,  the  Annual  General  Meeting  of  Deutsche  Bank  decided  that  a  dividend  of  EUR  2.50  per 
share  shall  be  paid  for  the  2005  financial  year.  This  is  an  increase  of  47  per  cent  compared  with  the 
previous  year,  when  a  dividend  of  EUR  1 .70  per  share  was  paid. 

On  1  November  2006,  Deutsche  Bank  published  its  interim  report  for  the  third  quarter  2006.  Deutsche 
Bank  reported  income  before  income  taxes  of  EUR  1.8  billion,  and  net  income  of  EUR  1.2  billion,  for  the 
third  quarter  2006.  Reported  pre-tax  return  on  average  active  equity  was  27%.  Per  the  bank's  target 
definition,  which  excludes  restructuring  charges  and  substantial  gains  on  sale  of  industrial  holdings,  pre- 
tax return  on  average  active  equity  was  26%,  equal  to  the  prior  year  quarter,  while  diluted  earnings  per 
share  for  the  quarter  were  EUR  2.45,  compared  to  EUR  1 .89  in  the  prior  year  quarter. 

For  the  first  nine  months  of  2006,  income  before  income  taxes  was  EUR  6.3  billion.  Reported  pre-tax 
return  on  average  active  equity  was  32%.  Pre-tax  return  on  average  active  equity,  per  target  definition, 
was  also  32%,  compared  to  28%  in  the  first  nine  months  of  2005.  Net  income  was  EUR  4.2  billion,  up 
37%  versus  the  prior  year  period.  Diluted  earnings  per  share  for  the  first  nine  months  were  EUR  8.11, 
compared  to  EUR  5.95  in  the  prior  year  period. 

The  publication  of  the  preliminary  results  for  the  financial  year  2006  is  scheduled  for  1  February  2007. 
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Changes  to  the  Supervisory  Board  and  Management  Board 

On  2  April  2006,  at  an  extraordinary  meeting  of  the  Supervisory  Board  of  Deutsche  Bank,  Dr  Rolf-E. 
Breuer,  Chairman  of  the  Supervisory  Board,  declared  his  resignation  from  the  Board,  effective  3  May 
2006.  Dr  Breuer  said  he  was  stepping  down  from  the  Supervisory  Board  to  relieve  Deutsche  Bank  of 
further  discussion  regarding  him  personally  following  a  decision  by  the  German  Supreme  Court  on  24 
January  2006.  The  Supervisory  Board  accepted  Dr  Breuer's  decision  with  regret  but  expressed  its  respect 
for  his  action  and  thanked  him  for  his  valuable  work  as  Chairman  and  as  a  long  time  member  of  the 
Management  Board,  including  as  Spokesman  of  the  Management  Board.  Dr  Breuer  will  continue  to 
represent  Deutsche  Bank  in  a  number  of  select  capacities. 

After  careful  consideration,  the  Supervisory  Board,  in  agreement  with  Dr  Clemens  Boersig,  formerly 
Deutsche  Bank's  Chief  Financial  Officer,  came  to  the  conclusion  that  Dr  Boersig  should  move  to  the 
Supervisory  Board  and  become  its  Chairman.  As  a  result,  Dr  Boersig  stepped  down  from  the  bank's 
Management  Board  at  the  close  of  business  on  3  May  2006.  Dr  Boersig  had  been  appointed  as  a 
member  of  the  Deutsche  Bank  Supervisory  Board  by  the  Frankfurt  Local  Court  and  had  been  elected  as 
Chairman  of  the  Supervisory  Board,  effective  4  May  2006.  On  1  June  2006,  Dr  Boersig  has  been  elected 
to  the  Supervisory  Board  by  the  Annual  General  Meeting  of  Deutsche  Bank  and  has  been  elected  as 
Chairman  of  the  Supervisory  Board.  The  Supervisory  Board  is  convinced  that  the  Chair  of  the 
Supervisory  Board  can  only  be  transferred  to  someone  who,  through  personal  and  senior  managerial 
experience,  is  familiar  with  the  complex  nature  of  a  bank  with  global  operations. 

In  addition,  the  Supervisory  Board  has  appointed  Anthony  Di  lorio  and  Dr  Hugo  Banziger  as  new 
members  of  the  Management  Board,  effective  4  May  2006.  Di  lorio,  formerly  Group  Controller,  has 
assumed  the  position  of  Chief  Financial  Officer  while  Dr  Banziger,  formerly  Chief  Risk  Officer  for  Credit 
and  Operational  Risk,  has  become  Chief  Risk  Officer. 

Share  buyback  program 

At  the  Annual  General  Meeting  on  1  June  2006,  Deutsche  Bank's  shareholders  renewed  the  authorization 
to  buy  back  up  to  10  per  cent  of  shares  issued,  replacing  last  year's  Annual  General  Meeting 
authorization.  As  a  result,  the  Management  Board  decided  to  conclude  the  current  program  and  to 
continue  share  buybacks  under  the  scope  of  the  new  buyback  program  with  immediate  effect. 

Within  the  concluded  share  buyback  program,  which  was  launched  in  the  third  quarter  2005,  a  total  of 
35  846  000  shares,  or  6.5  per  cent  of  the  share  capital  as  at  the  last  Annual  General  Meeting,  had  been 
repurchased  at  an  average  price  of  EUR  87.00,  for  a  total  consideration  of  EUR  3.12  billion.  The  current 
inventory  in  own  shares  within  the  buyback  program  amounts  to  18.9  million  shares,  or  3.6  per  cent  of 
shares  issued.  This  inventory  is  a  result  of  the  33  million  shares  held  at  the  time  of  the  Annual  General 
Meeting  in  2005  plus  the  repurchases  of  the  concluded  program.  Thereof,  40  million  shares  were 
cancelled  in  February  2006  and  roughly  10  million  shares  were  used  to  hedge  share  awards. 

Under  the  new  program  Deutsche  Bank  may  buy  back  up  to  10  per  cent  of  shares  issued,  i.e.  up  to 
51,913,234  shares,  by  31  October  2007.  Deutsche  Bank  reserves  the  right  to  suspend  the  program  in 
favor  of  strategic  growth  initiatives. 

The  buybacks  will  again  be  executed  systematically  by  direct  purchases  of  shares  in  the  spot  market  and 
potentially  through  the  use  of  derivatives.  Deutsche  Bank  intends  to  use  the  repurchased  shares  not  only 
to  further  reduce  its  share  capital  but  also  to  support  potential  future  equity-based  compensation 
programs.  The  bank  also  reserves  the  option  to  use  the  repurchased  shares  for  other  purposes  in 
accordance  with  the  authorization  granted  at  the  Annual  General  Meeting. 

All  transactions  will  be  managed  in  such  a  way  that  Deutsche  Bank's  core  capital  ratio  will  not  fall  below 
the  target  range  of  eight  to  nine  percent.  The  bank  will  regularly  publish  information  on  the  progress  of  the 
buyback  program. 
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Other 

In  February  2003,  the  Dusseldorf  Prosecutor  filed  charges  against  Dr.  Ackermann  and  other  former 
members  of  the  Supervisory  Board,  members  of  the  Management  Board  and  one  manager  of 
Mannesmann  AG  at  the  Dusseldorf  District  Court  (Landgericht  Dusseldorf).  The  complaint  alleges  a 
breach  of  trust  in  connection  with  payments  to  former  members  of  the  Management  Board  and  other 
managers  of  Mannesmann  AG  following  the  takeover  of  Mannesmann  by  Vodafone  in  spring  2000.  On  22 
July  2004  the  Dusseldorf  District  Court  acquitted  every  defendant  of  such  charges.  The  Dusseldorf 
Prosecutor  filed  a  notice  of  appeal  to  the  Federal  Supreme  Court  (Bundesgerichtshof).  On  21  December 
2005  the  Federal  Supreme  Court  ordered  a  retrial  at  the  Dusseldorf  District  Court.  On  29  November  2006 
the  Dusseldorf  District  Court  agreed  to  discontinue  the  court  proceedings  and  ordered  the  defendants  to 
make  non-penal  payments.  No  findings  of  guilt  result  from  this  decision. 
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TAX  CONSIDERATIONS 
United  States  Tax  Considerations 

General 

To  ensure  compliance  with  Internal  Revenue  Service  Circular  230,  investors  are  hereby 
notified  that:  (a)  any  discussion  of  U.S.  federal  tax  issues  contained  or  referred  to  in  this  Offering 
Circular  is  not  intended  or  written  to  be  used,  and  cannot  be  used,  by  investors  for  the  purpose  of 
avoiding  penalties  that  may  be  imposed  on  them  under  the  Code;  (b)  such  discussion  is  written  to 
support  the  promotion  or  marketing  of  the  transactions  or  matters  addressed  herein;  and  (c) 
prospective  investors  should  seek  advice  based  on  their  particular  circumstances  from  an 
independent  tax  adviser. 

The  following  is  a  summary  of  certain  of  the  United  States  federal  income  tax  consequences  of 
an  investment  in  the  Notes  by  purchasers  that  acquire  their  Notes  in  the  initial  offering.  The  discussion 
and  the  opinions  referenced  below  are  based  upon  laws,  regulations,  rulings,  and  decisions  currently  in 
effect,  all  of  which  are  subject  to  change,  possibly  with  retroactive  effect.  Prospective  investors  should 
note  that  no  rulings  have  been  or  are  expected  to  be  sought  from  the  Internal  Revenue  Service  (the 
"IRS")  with  respect  to  any  of  the  United  States  federal  income  tax  consequences  discussed  below,  and  no 
assurance  can  be  given  that  the  IRS  will  not  take  contrary  positions.  Further,  the  following  summary  does 
not  deal  with  all  United  States  federal  income  tax  consequences  applicable  to  any  given  investor,  nor 
does  it  address  the  United  States  federal  income  tax  considerations  applicable  to  all  categories  of 
investors,  some  of  which  may  be  subject  to  special  rules,  such  as  Non-U. S.  Holders  (defined  below), 
financial  institutions,  REITs,  RICs,  insurance  companies,  tax-exempt  organizations,  dealers  or  traders  in 
securities,  currencies  or  notional  principal  contracts,  persons  that  own  (or  are  deemed  to  own)  10%  or 
more  of  the  voting  shares  (or  interests  treated  as  equity)  of  the  Issuer,  partnerships,  pass-through  entities 
or  persons  who  hold  the  Notes  through  partnerships  or  pass-through  entities,  S  corporations,  estates  and 
trusts,  investors  that  hold  their  Notes  as  part  of  a  hedge,  straddle,  synthetic  security  or  an  integrated  or 
conversion  transaction,  or  investors  whose  "functional  currency"  is  not  the  U.S.  dollar.  Furthermore,  it 
does  not  address  alternative  minimum  tax  consequences,  or  the  indirect  effects  on  investors  of  equity 
interests  in  either  a  U.S.  Holder  (as  defined  below)  or  a  Non-U.S.  Holder.  In  addition,  this  summary  is 
generally  limited  to  investors  that  will  hold  their  Notes  as  "capital  assets"  within  the  meaning  of  Section 
1221  of  the  Code.  Investors  should  consult  their  own  tax  advisors  to  determine  the  United  States  federal, 
state,  local,  and  other  tax  consequences  of  the  purchase,  ownership,  and  disposition  of  the  Notes. 

As  used  herein,  "U.S.  Holder"  or  means  a  beneficial  holder  of  a  Note  that  is  an  individual  citizen 
or  resident  of  the  United  States  for  United  States  federal  income  tax  purposes,  a  corporation  or  other 
entity  taxable  as  a  corporation  created  or  organized  in  or  under  the  laws  of  the  United  States  or  any  state 
thereof  (including  the  District  of  Columbia),  an  estate  the  income  of  which  is  subject  to  United  States 
federal  income  taxation  regardless  of  its  source,  or  a  trust  for  which  a  court  within  the  United  States  is 
able  to  exercise  primary  supervision  over  its  administration  and  for  which  one  or  more  United  States 
persons  (as  defined  in  the  Code)  have  the  authority  to  control  all  of  its  substantial  decisions  or  a  trust  that 
has  made  a  valid  election  under  U.S.  Treasury  Regulations  to  be  treated  as  a  domestic  trust.  "Non-U.S. 
Holder"  means  any  holder  (or  beneficial  holder)  of  a  Note  that  is  not  a  U.S.  Holder.  If  a  partnership  holds 
Notes,  the  tax  treatment  of  a  partner  will  generally  depend  upon  the  status  of  the  partner  and  upon  the 
activities  of  the  partnership.  Partners  of  partnerships  holding  Notes  should  consult  their  own  tax  advisors. 
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U.S.  Federal  Income  Tax  Consequences  to  the  Issuer 

Upon  the  issuance  of  the  Notes,  Allen  &  Overy  LLP,  special  U.S.  tax  counsel  to  the  Issuer,  will 
deliver  an  opinion  generally  to  the  effect  that  under  current  law,  and  assuming  compliance  with  the 
Indenture  (and  certain  other  documents)  and  based  on  certain  factual  representations  made  by  the  Issuer 
and  the  Collateral  Manager,  although  the  matter  is  not  free  from  doubt,  the  Issuer  will  not  be  engaged  in 
the  conduct  of  a  trade  or  business  in  the  United  States.  Accordingly,  the  Issuer  does  not  expect  to  be 
subject  to  net  income  taxation  in  the  United  States.  Prospective  investors  should  be  aware  that  opinions 
of  counsel  are  not  binding  on  the  IRS  and  there  can  be  no  absolute  assurance  that  the  IRS  will  not  seek 
to  treat  the  Issuer  as  engaged  in  a  U.S.  trade  or  business.  If  the  IRS  were  to  successfully  characterize 
the  Issuer  as  engaged  in  such  a  trade  or  business,  among  other  consequences,  the  Issuer  would  be 
subject  to  net  income  taxation  in  the  United  States  (as  well  as  the  branch  profits  tax)  on  its  income,  The 
levying  of  such  taxes  would  materially  affect  the  Issuer's  financial  ability  to  pay  principal  and  interest  on 
the  Notes. 

The  Issuer  intends  to  acquire  the  Underlying  Assets,  the  interest  on  which,  and  any  gain  from  the 
Disposition  thereof,  is  expected  not  to  be  subject  to  United  States  federal  withholding  tax  or  withholding 
tax  imposed  by  other  countries  (unless  subject  to  being  "grossed  up").  The  Issuer  will  not,  however, 
make  any  independent  investigation  of  the  circumstances  surrounding  the  issuance  of  the  individual 
assets  comprising  the  Underlying  Assets  and,  thus,  there  can  be  no  absolute  assurance  that  in  every 
case,  payments  will  be  received  free  of  withholding  tax.  If  the  Issuer  is  a  CFC  (defined  below),  the  Issuer 
would  incur  United  States  withholding  tax  on  interest  received  from  a  related  United  States  person. 

In  addition,  it  is  not  expected  that  the  Issuer  will  derive  material  amounts  of  any  other  items  of 
income  that  will  be  subject  to  United  States  withholding  taxes. 

If  withholding  or  deduction  of  any  taxes  from  payments  is  required  by  law  in  any  jurisdiction,  the 
Issuer  shall  be  under  no  obligation  to  make  any  additional  payments  to  any  holder  in  respect  of  such 
withholding  or  deduction. 

Notwithstanding  the  foregoing,  any  commitment  fee,  facility  fee  and  similar  fee  that  the  Issuer 
earns  may  be  subject  to  a  30%  withholding  tax  and  any  lending  fees  received  under  a  securities  lending 
agreement  may  also  be  subject  to  withholding  tax. 

Classification  of  the  Notes 

The  Issuer  has  agreed  and,  by  its  acceptance  of  a  Note,  each  Noteholder  will  be  deemed  to  have 
agreed,  to  treat  each  of  the  Notes  as  debt  of  the  Issuer  for  United  States  federal  income  tax  purposes, 
unless  required  by  law.  Upon  the  issuance  of  the  Notes,  Allen  &  Overy  LLP  will  deliver  an  opinion 
generally  to  the  effect  that  assuming  compliance  with  the  Indenture  (and  certain  other  documents)  and 
based  on  certain  factual  representations  made  by  the  Issuer  and  the  Initial  Purchaser,  the  Notes,  when 
issued,  will  be  characterized  as  debt  of  the  Issuer  for  United  States  federal  income  tax  purposes. 
Prospective  investors  should  be  aware  that  opinions  of  counsel  are  not  binding  on  the  IRS,  and  there  can 
be  no  assurance  that  the  IRS  will  not  seek  to  characterize  any  Class  of  Notes  as  other  than 
indebtedness.  Except  as  provided  under  "—Alternative  Characterization  of  the  Notes,"  below,  the 
balance  of  this  discussion  assumes  that  the  Notes  will  be  characterized  as  debt  of  the  Issuer  for  United 
States  federal  income  tax  purposes  unless  required  by  law. 

For  United  States  federal  income  tax  purposes,  the  Issuer,  and  not  the  Co-Issuer,  will  be  treated 
as  the  issuer  of  the  Notes. 
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Payments  of  Interest  on  the  Notes. 

Generally,  stated  interest  on  a  Note  that  is  considered  "unconditionally  payable"  (as  described 
below)  will  be  ordinary  income  taxable  to  a  U.S.  Holder  when  received  or  accrued  in  accordance  with 
such  U.S.  Holder's  method  of  accounting  for  U.S.  federal  income  tax  purposes.  Such  interest  income  will 
be  treated  as  foreign  source  income  for  foreign  tax  credit  purposes.  If  the  "stated  redemption  price  at 
maturity"  ("SRPM")  of  a  Note  exceeds  the  "issue  price"  of  such  Note  by  more  than  a  "de  minimis  amount," 
then  the  excess  of  SRPM  over  the  issue  price  may  constitute  original  issue  discount  ("OID").  The  SRPM 
of  a  debt  instrument  is  generally  the  sum  of  all  payments  provided  by  the  debt  instrument  other  than 
"qualified  stated  interest"  payments.  The  issue  price  is  the  first  price  at  which  a  substantial  amount  of  a 
debt  instrument  is  sold  to  the  public.  The  de  minimis  amount  is  any  amount  less  than  one-fourth  of  one 
percent  of  a  debt  instrument's  SRPM  multiplied  by  the  number  of  complete  years  to  maturity.  Qualified 
stated  interest  is  generally  interest  paid  on  a  debt  instrument  that  is  unconditionally  payable  at  least 
annually  at  a  single  fixed  rate. 

The  Treasury  Regulations  provide  that,  for  purposes  of  determining  whether  a  debt  instrument  is 
issued  with  OID,  stated  interest  must  be  included  in  the  SRPM  of  the  debt  instrument  if  such  interest  is 
not  "unconditionally  payable."  Interest  is  considered  "unconditionally  payable"  if  reasonable  legal 
remedies  exist  to  compel  timely  payment  or  terms  and  conditions  of  the  debt  instrument  make  the 
likelihood  of  late  payment  (other  than  late  payment  that  occurs  within  a  reasonable  grace  period)  or  non- 
payment (ignoring  the  possibility  of  non-payment  due  to  default,  insolvency  or  similar  circumstances)  a 
remote  contingency.  The  Issuer  intends,  pursuant  to  its  interpretation  of  the  foregoing  rules,  to  take  the 
position  that  payments  of  interest  on  the  Class  A-1a  Notes,  Class  A-1b  Notes,  Class  A-2  Notes  and  Class 
B  Notes  are  considered  unconditionally  payable,  and  thus  not  included  in  the  SRPM  of  such  Class  A-1a 
Notes,  Class  A-1b  Notes,  Class  A-2  Notes  and  Class  B  Notes  and  should  be  treated  as  "qualified  stated 
interest".  Because  the  interest  payments  on  the  Class  C  Notes,  Class  D  Notes  and  Class  E  Notes  are 
subject  to  deferral  (and  the  possibility  of  such  deferral  may  not  be  remote  within  the  meaning  of  the 
Treasury  Regulations),  the  Issuer  intends  to  take  the  position  that  all  interest  (including  interest  on 
accrued  but  unpaid  interest)  payable  on  the  Class  C  Notes,  Class  D  Notes  and  Class  E  Notes  should  be 
included  in  the  SRPM  and  should  be  treated  as  issued  with  OID.  However,  because  there  is  no  authority 
addressing  when  the  likelihood  of  a  contingency  such  as  the  deferral  of  interest  should  be  considered  not 
"remote",  there  can  be  no  assurance  the  IRS  will  agree  with  this  position. 

The  U.S.  federal  income  tax  treatment  of  the  Class  C  Notes,  the  Class  D  Notes  and  the  Class  E 
Notes  under  the  OID  rules  is  uncertain.  If  the  Class  C  Notes,  the  Class  D  Notes  and  the  Class  E  Notes 
are  issued  at  an  issue  price  equal  to  their  principal  amount,  the  Issuer  intends  not  to  calculate  OID  under 
the  PAC  Method  referred  to  below,  and  instead  to  take  the  position  that  the  amount  of  OID  that  accrued 
on  such  Class  C  Notes,  Class  D  Notes  and  Class  E  Notes  in  each  accrual  period  is  equal  to  the  amount 
of  interest  (including  any  Deferred  Interest  with  respect  to  the  Class  C  Notes,  the  Class  D  Notes  and  the 
Class  E  Notes)  that  accrues  on  such  Class  C  Notes,  Class  D  Notes  and  Class  E  Notes  during  such 
period.  Unless  the  Class  C  Notes,  the  Class  D  Notes  and  the  Class  E  Notes  are  issued  at  an  issue  price 
equal  to  their  principal  amount,  in  including  stated  interest  in  the  SRPM  of  the  Class  C  Notes,  the  Class  D 
Notes  and  the  Class  E  Notes,  the  Issuer  intends,  absent  definitive  guidance,  to  treat  the  Class  C  Notes, 
the  Class  D  Notes  and  the  Class  E  Notes  as  subject  to  an  income  accrual  method  analogous  to  the 
methods  applicable  to  debt  instruments  having  payments  that  are  contingent  as  to  amount  but  not  as  to 
time  and  debt  instruments  whose  payments  are  subject  to  acceleration  (prescribed  by  section  1272(a)(6) 
of  the  Code)  using  an  assumption  as  to  the  expected  prepayments  on  the  Class  C  Notes,  the  Class  D 
Notes  and  the  Class  E  Notes  (the  "PAC  Method").  As  such,  accruals  of  any  such  additional  OID  will 
generally  be  based  upon  the  weighted  average  life  of  such  Class  C  Notes,  Class  D  Notes  and  Class  E 
Notes  rather  than  the  stated  maturity.     Prospective  investors  should  consult  their  own  tax  advisors 
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regarding  the  application  of  the  OID  rules  to  the  Class  C  Notes,  the  Class  D  Notes  and  the  Class  E  Notes 
and  the  tax  characterization  and  treatment  of  payments  on  such  Notes. 

Sale,  Exchange  or  Retirement  of  the  Notes. 

A  U.S.  Holder's  tax  basis  in  a  Note  will  generally  equal  its  cost,  plus  any  accrued  OID,  reduced  by 
the  amount  of  any  payments  received  by  the  U.S.  Holder  with  respect  to  a  Note  that  are  not  qualified 
stated  interest  payments  as  described  above.  A  U.S.  Holder  will  generally  recognize  gain  or  loss  on  the 
sale,  exchange  or  retirement  of  a  Note  equal  to  the  difference  between  the  amount  realized  and  the  tax 
basis  of  the  Note.  That  gain  or  loss  will  be  a  capital  gain  or  loss  and  generally  will  be  treated  as  from 
sources  within  the  United  States.  Prospective  investors  should  consult  their  own  tax  advisors  with 
respect  to  the  treatment  of  capital  gains  (which  may.  be  taxed  at  lower  rates  than  ordinary  income  for 
taxpayers  that  are  individuals,  trusts  or  estates  and  that  held  a  Senior  Debt  Note  for  more  than  one  year) 
and  capital  losses  (the  deductibility  of  which  is  subject  to  limitations). 

If  any  Class  of  Notes  were  considered  "contingent  payment  debt  instruments"  ("CPDIs")  within 
the  meaning  of  Treasury  Regulation  section  1 .1275-4,  then,  among  other  consequences,  gain  on  the  sale 
of  such  Notes  that  might  otherwise  be  capital  gain  would  be  ordinary  income.  Although  the  Issuer  does 
not  intend  to  treat  the  Notes  as  CPDIs,  prospective  investors  should  consult  their  own  tax  advisors 
regarding  the  possible  characterization  of  the  Notes  as  CPDIs. 

Alternative  Characterization  of  the  Notes 

Notwithstanding  tax  counsel's  opinion,  U.S.  Holders  should  recognize  that  there  is  some 
uncertainty  regarding  the  appropriate  classification  of  instruments  such  as  the  Notes.  It  is  possible,  for 
example,  that  the  IRS  may  contend  that  a  Class  of  the  Notes  should  be  treated  as  equity  interests  (or  as 
part-debt,  part-equity)  in  the  Issuer.  Such  a  recharacterization  might  result  in  materially  adverse  tax 
consequences  to  U.S.  Holders. 

If  U.S.  Holders  of  a  Class  of  Notes  were  treated  as  owning  equity  interests  in  the  Issuer,  interest 
payments  would  be  treated  as  dividends  (to  the  extent  of  current  and  accumulated  earnings).  Further, 
while  not  certain,  interest  on  the  Notes  might  accrue  (as  dividends)  prior  to  payment  in  a  manner  akin  to 
the  accrual  of  OID.  No  dividends  received  deduction  would  apply  to  any  of  those  dividends. 

Further,  the  Issuer  is  a  passive  foreign  investment  company,  or  PFIC.  If  U.S.  Holders  were 
treated  as  owning  equity  interests  in  the  Issuer,  U.S.  Holders  generally  will  be  considered  United  States 
shareholders  in  a  PFIC.  Under  the  rules  relating  to  PFICs,  a  United  States  shareholder  of  a  PFIC  that 
receives  an  "excess  distribution"  must  allocate  the  excess  distribution  ratably  to  each  day  in  the 
taxpayer's  holding  period  for  such  equity,  and  must  pay  a  deemed  deferred  tax  amount  with  respect  to 
each  prior  year  in  the  taxpayer's  holding  period.  The  total  excess  distribution  for  any  taxable  year  is  the 
excess  of  (a)  the  total  distributions  for  the  year  over  (b)  125  percent  of  the  average  amount  received  in 
respect  of  such  stock  by  the  taxpayer  during  the  three  preceding  years  (or,  if  shorter,  the  U.S.  Holder's 
holding  period  for  such  equity).  In  addition,  any  gain  on  the  disposition  of  such  equity  in  a  PFIC  would  be 
treated  as  though  it  were  an  excess  distribution.  The  deferred  tax  amount  is  equal  to  the  sum  of  (a)  the 
aggregate  increases  in  taxes  (computed  at  the  maximum  marginal  rate)  for  each  year  in  the  taxpayer's 
holding  period  before  the  current.year  that  would  result  from  allocating  the  excess  distributions  back  over 
the  taxpayer's  holding  period  ratably  and  (b)  interest  on  those  increases. 

In  order  to  avoid  the  application  of  the  PFIC  rules,  each  U.S.  Holder  should  consider  making  (and 
consult  with  its  tax  advisors  regarding  the  effectiveness  and  usefulness  of  making)  a  qualified  electing 
fund  election  (the  "QEF  election")  provided  in  Section  1295  of  the  Code  on  a  "protective"  basis  (although 
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such  protective  election  may  not  be  respected  by  the  IRS  because  current  regulations  do  not  specifically 
authorize  that  particular  election).  In  general,  a  QEF  election  should  be  made  on  or  before  the  due  date 
for  filing  a  U.S.  Holder's  federal  income  tax  return  for  the  first  taxable  year  for  which  it  held  a  Note.  In  lieu 
of  the  PFIC  rules  discussed  above,  a  U.S.  Holder  that  makes  a  valid  QEF  election  with  respect  to  a  Note 
that  is  recharacterized  as  an  equity  interest  in  the  Issuer  will,  in  very  general  terms,  be  required  to  include 
its  pro  rata  share  of  the  Issuer's  ordinary  income  and  net  capital  gains  (unreduced  by  any  prior  year 
losses)  in  income  as  ordinary  income  and  long-term  capital  gain,  respectively,  for  each  taxable  year  and 
pay  tax  thereon  (even  if  the  amount  of  that  income  is  not  the  same  as  the  interest  payment,  if  any,  made 
or  OID,  if  any  accruing,  on  the  Note  during  that  period).  In  general,  however,  payments  of  interest  on  the 
Note  that  reflect  income  on  which  the  U.S.  Holder  has  already  paid  taxes  under  the  QEF  election,  will  not 
be  further  taxable  to  the  U.S.  Holder.  While  there  can  be  no  assurance  that  the  IRS  would  respect  the 
following  allocation,  the  Issuer  intends  to  allocate  such  ordinary  income  and  net  capital  gains  in  a  manner 
designed  to  cause  any  Class  of  Notes  that  is  recharacterized  as  equity  in  the  Issuer  to  have 
approximately  the  same  amount  of  income  as  would  have  accrued  on  that  Class  had  it  been  respected  as 
debt. 

In  the  event  that  any  Class  of  Notes  is  recharacterized  as  voting  equity  in  the  Issuer  and  certain 
other  conditions  are  met,  the  Issuer  may  be  classified  as  a  controlled  foreign  corporation  (a  "CFC")  with 
respect  to  U.S.  Holders  that  own  at  least  10%  of  the  Issuer's  voting  equity.  In  such  event,  Noteholders 
would,  in  general,  be  taxed  in  a  similar  manner  as  if  they  had  made  the  QEF  election  described  above 
(although  some  income  that  would  otherwise  be  capital,  may  be  ordinary). 

Information  Reporting  Requirements 

Under  United  States  federal  income  tax  law  and  regulations,  certain  categories  of  U.S.  Holders 
must  file  information  returns  with  respect  to  their  investment  in,  or  involvement  in,  a  foreign  corporation. 
These  reporting  requirements  apply  to  both  taxable  and  tax-exempt  U.S.  Holders.  Penalties  for  failure  to 
file  certain  of  these  information  returns  are  severe.  Purchasers  of  the  Notes  should  consult  with  their  own 
tax  advisors  regarding  the  necessity  of  filing  information  returns. 

If  requested  by  the  Issuer,  each  holder  will  be  required  to  provide  the  Issuer  with  the  name  and 
status  of  each  beneficial  owner  of  a  Note  that  is  a  U.S.  Holder. 

Non-U.S.  Holders 

Assuming  that  (i)  the  Notes  are  treated  as  debt  of  a  non-United  States  corporation  or  (ii)  if  the 
Notes  are  treated  as  equity  in  a  non-United  States  corporation,  that  such  corporation  is  not  engaged  in  a 
U.S.  trade  or  business,  a  Non-U.S.  Holder  of  a  Note  that  has  no  connection  with  the  United  States  and  is 
not  related,  directly  or  indirectly,  with  the  Issuer  or  the  holders  of  the  Issuer's  equity  or  the  Preferred 
Shares,  will  not  be  subject  to  U.S.  withholding  tax  on  interest  payments.  Non-U.S.  Holders  may  be 
required  to  make  certain  tax  representations  regarding  the  identity  of  the  beneficial  owner  of  the  Notes  in 
order  to  receive  payments  free  of  withholding. 

Backup  Withholding  and  Information  Reporting 

Backup  withholding  and  information  reporting  requirements  may  apply  to  certain  payments  on  the 
Notes  (including  OID,  if  any)  and  proceeds  of  the  sale,  exchange,  redemption  or  other  disposition  of  the 
Notes  to  U.S.  Holders.  The  Issuer,  its  agent,  a  broker,  or  any  paying  agent,  as  the  case  may  be,  may  be 
required  to  withhold  tax  from  any  payment  that  is  subject  to  backup  withholding  if  the  U.S.  Holder  fails  to 
furnish  the  U.S.  Holder's  taxpayer  identification  number  (typically  by  providing  a  completed  and  executed 
IRS  Form  W-9),  to  certify  that  such  U.S.  Holder  is  not  subject  to  backup  withholding,  or  to  otherwise 
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comply  with  the  applicable  requirements  of  the  backup  withholding  rules.  Certain  U.S.  Holders  (including, 
among  others,  corporations)  are  not  subject  to  the  backup  withholding  and  information  reporting 
requirements.  Non-U.S.  Holders  may  be  required  to  comply  with  applicable  certification  procedures  to 
establish  that  they  are  not  U.S.  Holders  in  order  to  avoid  the  application  of  such  information  reporting 
requirements  and  backup  withholding.  Backup  withholding  is  not  an  additional  tax.  Any  amounts  withheld 
under  the  backup  withholding  rules  from  a  payment  to  a  holder  generally  may  be  claimed  as  a  credit 
against  such  holder's  U.S.  federal  income  tax  liability,  provided  that  the  required  information  is  timely 
furnished  to  the  IRS.  Prospective  investors  in  the  Notes  should  consult  their  own  tax  advisers  as  to  their 
qualification  for  exemption  from  backup  withholding  and  the  procedure  for  obtaining  an  exemption. 

IRS  Disclosure  Reporting  Requirements 

Recently  promulgated  U.S.  Treasury  Regulations  (the  "Disclosure  Regulations")  meant  to 
require  the  reporting  of  certain  tax  shelter  transactions  ("Reportable  Transactions")  could  be  interpreted 
to  cover  transactions  generally  not  regarded  as  tax  shelters.  Under  the  Disclosure  Regulations  it  may  be 
possible  that  certain  transactions  with  respect  to  the  Notes  may  be  characterized  as  Reportable 
Transactions  requiring  a  holder  to  disclose  such  transaction,  such  as  a  sale,  exchange,  retirement  or 
other  taxable  disposition  of  a  Note  that  results  in  a  loss  that  exceeds  certain  thresholds  and  other 
specified  conditions  are  met.  Prospective  investors  in  the  Notes  should  consult  with  their  own  tax  advisers 
to  determine  the  tax  return  obligations,  if  any,  with  respect  to  an  investment  in  the  Notes,  including  any 
requirement  to  file  IRS  Form  8886  (Reportable  Transaction  Statement). 

THE  U.S.  FEDERAL  INCOME  TAX  DISCUSSION  SET  FORTH  ABOVE  IS  INCLUDED  FOR 
GENERAL  INFORMATION  ONLY  AND  MAY  NOT  BE  APPLICABLE  DEPENDING  UPON  A 
NOTEHOLDER'S  PARTICULAR  SITUATION.  PROSPECTIVE  INVESTORS  IN  THE  NOTES  SHOULD 
CONSULT  THEIR  OWN  TAX  ADVISORS  WITH  RESPECT  TO  THE  TAX  CONSEQUENCES  TO  THEM 
OF  THE  PURCHASE,  OWNERSHIP  AND  DISPOSITION  OF  THE  NOTES,  INCLUDING  THE  TAX 
CONSEQUENCES  UNDER  STATE,  LOCAL,  NON-U.S.  AND  OTHER  TAX  LAWS  AND  THE  POSSIBLE 
EFFECTS  OF  CHANGES  IN  U.S.  FEDERAL  OR  OTHER  TAX  LAWS. 

Cayman  Islands  Tax  Considerations 

The  following  discussion  of  certain  Cayman  Islands  income  tax  consequences  of  an  investment  in 
the  Notes  is  based  on  the  advice  of  Maples  and  Calder  as  to  Cayman  Islands  law.  The  discussion  is  a 
general  summary  of  present  law,  which  is  subject  to  prospective  and  retroactive  change.  It  assumes  that 
the  Issuer  will  conduct  its  affairs  in  accordance  with  assumptions  made  by,  and  representations  made  to, 
counsel.  It  is  not  intended  as  tax  advice,  does  not  consider  any  investor's  particular  circumstances,  and 
does  not  consider  tax  consequences  other  than  those  arising  under  Cayman  Islands  law. 

Under  existing  Cayman  Islands  laws: 

(a)  payments  of  principal  and  interest  in  respect  of  the  Notes  will  not  be  subject  to  taxation  in 
the  Cayman  Islands  and  no  withholding  will  be  required  on  such  payments  to  any  Holder 
of  a  Note  and  gains  derived  from  the  sale  of  Notes  will  not  be  subject  to  Cayman  Islands 
income  or  corporation  tax.  The  Cayman  Islands  currently  have  no  income,  corporation  or 
capital  gains  tax  and  no  estate  duty,  inheritance  tax  or  gift  tax;  and 

the  Holder  of  any  Note  (or  the  legal  personal  representative  of  such  Holder)  whose  Note 
is  brought  into  the  Cayman  Islands  may  in. certain  circumstances  be  liable  to  pay  stamp 
duty  imposed  under  the  laws  of  the  Cayman  Islands  in  respect  of  such  Note. 
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The  Issuer  has  been  incorporated  under  the  laws  of  the  Cayman  Islands  as  an  exempted 
company  with  limited  liability  and,  as  such,  has  applied  for  and  obtained  an  undertaking  from  the 
Governor  In  Cabinet  of  the  Cayman  Islands  substantially  in  the  following  form: 

'The  Tax  Concessions  Law 

(1999  Revision) 

Undertaking  as  to  Tax  Concessions 

In  accordance  with  Section  6  of  the  Tax  Concessions  Law  (1999  Revision)  the  Governor  in 
Cabinet  undertakes  with  Gemstone  CDO  VII  Ltd.  (the  "Company"): 

(a)  that  no  law  which  is  hereafter  enacted  in  the  Islands  imposing  any  tax  to  be  levied  on 
profits,  income,  gains  or  appreciations  shall  apply  to  the  Company  or  its  operations;  and 

(b)  in  addition,  that  no  tax  to  be  levied  on  profits,  income,  gains  or  appreciations  or  which  is 
in  the  nature  of  estate  duty  or  inheritance  tax  shall  be  payable: 

(i)  on  or  in  respect  of  the  shares,  debentures  or  other  obligations  of  the  Company; 

or 

(ii)         by  way  of  the  withholding  in  whole  or  in  part  of  any  relevant  payment  as  defined 
in  Section  6(3)  of  the  Tax  Concessions  Law  (1999  Revision). 

These  concessions  shall  be  for  a  period  of  twenty  years  from  the  31st  day  of  October,  2006. 

Governor  in  Cabinet" 
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ERISA  CONSIDERATIONS 

The  U.S.  Employee  Retirement  Income  Security  Act  of  1974,  as  amended  ("ERISA"),  imposes 
certain  duties  on  persons  who  are  fiduciaries  of  employee  benefit  plans  (as  defined  in  Section  3(3)  of 
ERISA)  subject  to  Title  I  of  ERISA  ("ERISA  Plans")  and  of  entities  whose  underlying  assets  include 
assets  of  ERISA  Plans  by  reason  of  an  ERISA  Plan's  investment  in  such  entities.  These  duties  include 
investment  prudence  and  diversification  and  the  requirement  that  an  ERISA  Plan's  investments  be  made 
in  accordance  with  the  documents  governing  the  ERISA  Plan.  The  prudence  of  a  particular  investment 
must  be  determined  by  the  responsible  fiduciary  of  an  ERISA  Plan  by  taking  into  account  the  ERISA 
Plan's  particular  circumstances  and  liquidity  needs  and  all  of  the  facts  and  circumstances  of  the 
investment,  including  the  availability  of  a  public  market  for  the  investment.  In  addition,  certain  U.S. 
federal,  state  and  local  laws  impose  similar  duties  on  fiduciaries  of  governmental  and/or  church  plans 
which  are  not  subject  to  ERISA. 

Any  fiduciary  of  an  ERISA  Plan,  of  an  entity  whose  underlying  assets  include  assets  of  ERISA 
Plans  by  reason  of  an  ERISA  Plan's  investment  in  such  entity,  or  of  a  governmental  or  church  plan  which 
is  subject  to  fiduciary  standards  similar  to  those  of  ERISA  ("Plan  Fiduciary"),  who  proposes  to  cause 
such  a  plan  or  entity  to  purchase  Notes  should  determine  whether,  under  the  general  fiduciary  standards 
of  ERISA  or  other  applicable  law,  an  investment  in  the  Notes  is  appropriate  for  such  plan  or  entity.  In 
determining  whether  a  particular  investment  is  appropriate  for  an  ERISA  Plan,  U.S.  Department  of  Labor 
regulations  provide  that  the  fiduciaries  of  an  ERISA  Plan  must  give  appropriate  consideration  to,  among 
other  things,  the  role  that  the  investment  plays  in  the  ERISA  Plan's  portfolio,  taking  into  consideration 
whether  the  investment  is  designed  reasonably  to  further  the  ERISA  Plan's  purposes,  an  examination  of 
the  risk  and  return  factors,  the  portfolio's  composition  with  regard  to  diversification,  the  liquidity  and 
current  return  of  the  total  portfolio  relative  to  the  anticipated  cash  flow  needs  of  the  ERISA  Plan  and  the 
projected  return  of  the  total  portfolio  relative  to  the  ERISA  Plan's  funding  objectives.  Before  investing  the 
assets  of  an  ERISA  Plan  in  Notes,  a  Plan  Fiduciary  should  determine  whether  such  an  investment  is 
consistent  with  the  foregoing  regulations  and  its  fiduciary  responsibilities,  including  any  specific 
restrictions  to  which  such  fiduciary  may  be  subject. 

Section  406(a)  of  ERISA  and/or  Section  4975  of  the  U.S.  Internal  Revenue  Code  of  1986,  as 
amended  (the  "Code"),  prohibit  certain  transactions  involving  the  assets  of  ERISA  Plans  or  plans 
described  in  Section  4975(e)(1)  and  subject  to  Section  4975  of  the  Code  (together  with  ERISA  Plans, 
"Plans")  and  certain  persons  (referred  to  as  "parties  in  interest"  in  ERISA  and  as  "disqualified  persons" 
in  Section  4975  of  the  Code)  (collectively,  "Parties  in  Interest")  having  certain  relationships  to  such  Plans 
and  entities.  A  Party  in  Interest  who  engages  in  a  non-exempt  prohibited  transaction  may  be  subject  to 
non-deductible  excise  taxes  and  other  penalties  and  liabilities  under  ERISA  and/or  the  Code. 

Each  of  the  Issuer,  the  Co-Issuer,  the  Initial  Purchaser  and  the  Collateral  Manager,  as  a  result  of 
their  own  activities  or  because  of  the  activities  of  an  Affiliate,  may  be  considered  a  Party  in  Interest  with 
respect  to  Plans.  Accordingly,  prohibited  transactions  (within  the  meaning  of  Section  406  of  ERISA  and 
Section  4975  of  the  Code)  may  arise  if  Notes  are  acquired  by  a  Plan  with  respect  to  which  any  of  the 
Issuer  the  Co-Issuer,  the  Initial  Purchaser,  the  Collateral  Manager,  the  obligors  on  the  Underlying  Assets 
or  any  of  their  respective  Affiliates  is  a  Party  in  Interest.  In  addition,  if  a  Party  in  Interest  with  respect  to  a 
Plan  owns  or  acquires  a  beneficial  interest  in  the  Issuer  or  the  Co-Issuer,  the  acquisition  or  holding  of 
Notes  by  or  on  behalf  of  the  Plan  could  be  considered  to  constitute  an  indirect  prohibited  transaction. 
Moreover  the  acquisition  or  holding  of  Notes  or  other  indebtedness  issued  by  the  Issuer  or  the  Co-Issuer 
by  or  on  behalf  of  a  Party  in  Interest  with  respect  to  a  Plan  which  owns  or  acquires  a  beneficial  interest  in 
the  Issuer  or  the  Co-Issuer,  as  the  case  may  be,  also  could  give  rise  to  an  indirect  prohibited  transaction. 


190 


Confidential  Treatment  Requested  GEM7-00000637 


Footnote  Exhibits  -  Page  1249 


Certain  exemptions  from  the  prohibited  transaction  rules  could  be  applicable,  however,  depending  in  part 
upon  the  type  of  Plan  Fiduciary  making  the  decision  to  acquire  a  Note  and  the  circumstances  under  which 
such  decision  is  made.  Included  among  these  exemptions  are  U.S.  Department  of  Labor  ("DOL")  PTE  96- 
23,  regarding  investments  by  certain  "in-house  asset  managers";  PTE  95-60,  regarding  investments  by 
insurance  company  general  accounts;  PTE  90-1 ,  regarding  investments  by  insurance  company  pooled 
separate  accounts;  PTE  91-38,  regarding  investments  by  bank  collective  investment  funds;  and  PTE  84- 
14,  regarding  transactions  effected  by  "qualified  professional  asset  managers."  Even  if  the  conditions 
specified  in  one  or  more  of  these  exemptions  are  met,  the  scope  of  the  relief  provided  by  these 
exemptions  might  or  might  not  cover  all  acts  which  might  be  construed  as  prohibited  transactions.  If  a 
purchase  of  Notes  were  to  constitute  or  result  in  a  non-exempt  prohibited  transaction,  the  purchase  might 
have  to  be  rescinded. 

In  addition,  recently  enacted  legislation  (the  "Pension  Protection  Act  of  2006")  provides  a 
statutory  exemption  for  prohibited  transactions  between  a  plan  and  a  Person  that  is  a  party  in  interest 
(other  than  a  fiduciary  or  an  affiliate  that,  directly  or  indirectly,  has  or  exercises  discretionary  authority  or 
control  or  renders  investment  advice  with  respect  to  the  assets  involved  in  the  transaction)  solely  by 
reason  of  providing  services  to  the  plan,  prow'dedthat  there  is  adequate  consideration  for  the  transaction. 
Prospective  investors  should  consult  with  their  advisors  regarding  the  application  of  this  statutory 
exemption.  Governmental  plans  and  certain  church  plans,  while  not  subject  to  the  fiduciary  responsibility 
provisions  of  ERISA  or  the  provisions  of  Section  4975  of  the  Code,  may  nevertheless  be  subject  to  local, 
state  or  other  Federal  laws  that  are  similar  to  the  foregoing  provisions  of  ERISA  and  the  Code. 

The  DOL,  the  government  agency  primarily  responsible  for  administering  the  ERISA  fiduciary 
rules  and  the  prohibited  transaction  rules  under  ERISA  and  Section  4975  of  the  Code,  has  issued  a 
regulation  (the  "Plan  Asset  Regulation")  which,  under  specified  circumstances,  requires  Plan  fiduciaries, 
and  entities  with  certain  specified  relationships  to  a  Plan,  to  "look  through"  investment  vehicles  (such  as 
the  Issuer)  arid  treat  as  an  "asset"  of  the  Plan  each  underlying  investment  made  by  such  investment 
vehicle.  The  Plan  Asset  Regulation  provides,  however,  that  if  equity  participation  in  any  entity  by  "Benefit 
Plan  Investors"  is  not  significant,  then  the  "look-through"  rule  will  not  apply  to  such  entity.  The  term 
"Benefit  Plan  Investors"  is  defined  in  the  Plan  Asset  Regulation,  as  modified  by  Section  3(42)  of  ERISA, 
to  include  (i)  any  employee  benefit  plan  (as  defined  in  Section  3(3)  of  ERISA)  that  is  subject  to  Title  I  of 
ERISA,  (ii)  any  plan  described  in  Section  4975(e)(1)  of  the  Code  that  is  subject  to  Section  4975  of  the 
Code,  and  (iii)  any  entity  whose  underlying  assets  include  "plan  assets"  by  reason  of  any  such  employee 
benefit  plan's  or  plan's  investment  in  the  entity.  Equity  participation  by  Benefit  Plan  Investors  in  an  entity 
is  significant  if,  immediately  after  the  most  recent  acquisition  of  any  equity  interest  in  the  entity,  25%  or 
more  of  the  value  of  any  class  of  equity  interests  in  the  entity  (excluding  the  value  of  any  interests  held  by 
certain  persons,  other  than  Benefit  Plan  Investors,  exercising  control  over  the  assets  of  the  entity  or 
providing  investment  advice  to  the  entity  for  a  fee  (such  as  the  Collateral  Manager)  or  any  Affiliates  of 
such  persons  (any  such  person,  a  "Controlling  Person"))  is  held  by  Benefit  Plan  Investors  (the  "25% 
Threshold"). 

There  is  little  pertinent  authority  in  this  area  and  securities  may  change  character  from  debt  to 
equity  over  time  due  to  changing  circumstances.  Fiduciaries  of  Plans  considering  the  purchase  of  Notes 
should  consult  their  counsel  in  this  regard.  However,  it  is  not  anticipated  that  the  Class  A  Notes,  the 
Class  B  Notes  or  the  Class  C  Notes  will  constitute  "equity  interests"  in  the  Issuers.  Based  primarily  on  the 
unconditional  obligation  of  the  Issuers  to  pay  interest  and  to  repay  principal  by  a  fixed  maturity  date  and 
the  creditors'  remedies  available  to  holders  of  the  Class  D  Notes  and  the  Class  E  Notes,  it  is  anticipated 
that  the  Class  D  Notes  and  the  Class  E  Notes  will  not  constitute  "equity  interests"  in  the  Issuers,  despite 
their  subordinated  position  in  the  capital  structure  of  the  Issuers.  No  measures  will  be  taken  to  restrict 
investment  in  the  Class  D  Notes  or  the  Class  E  Notes  by  Benefit  Plan  investors. 
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The  sale  of  any  Note  to  a  Plan  is  in  no  respect  a  representation  by  the  Issuer,  the  Initial 
Purchaser,  the  Collateral  Manager  or  any  of  their  Affiliates  that  such  an  investment  meets  all  relevant 
legal  requirements  with  respect  to  investments  by  Plans  generally  or  any  particular  Plan,  or  that  such  an 
investment  is  appropriate  for  a  Plan  generally  or  any  particular  Plan. 

EACH  ORIGINAL  PURCHASER  AND  TRANSFEREE  WILL  BE  DEEMED  TO  REPRESENT  AND 
WARRANT  THAT  EITHER  (A)  IT  IS  NOT  A  PLAN,  OR  A  GOVERNMENTAL  OR  CHURCH  PLAN  WHICH 
IS  SUBJECT  TO  ANY  FEDERAL,  STATE  OR  LOCAL  LAW  THAT  IS  SIMILAR  TO  THE  PROHIBITED 
TRANSACTION  PROVISIONS  OF  SECTION  406  OF  ERISA  OR  SECTION  4975  OF  THE  CODE,  OR  AN 
ENTITY  WHICH  IS  DEEMED  TO  HOLD  THE  ASSETS  OF  ANY  SUCH  PLAN  PURSUANT  TO  29  C.F.R. 
SECTION  2510.3-101  AS  MODIFIED  BY  SECTION  3(42)  OF  ERISA,  OR  OTHERWISE,  OR  (B)  ITS 
PURCHASE  AND  OWNERSHIP  OF  SUCH  NOTE  WILL  NOT  RESULT  IN  A  NON-EXEMPT 
PROHIBITED  TRANSACTION  UNDER  SECTION  406  OF  ERISA  OR  SECTION  4975  OF  THE  CODE 
(OR,  IN  THE  CASE  OF  A  GOVERNMENTAL  OR  CHURCH  PLAN,  A  NON-EXEMPT  VIOLATION  OF 
ANY  SUCH  SIMILAR  U.S.  FEDERAL,  STATE  OR  LOCAL  LAW). 

It  should  be  noted  that  an  insurance  company's  general  account  may  be  deemed  to  include 
assets  of  ERISA  Plans  under  certain  circumstances,  e.g.,  where  an  ERISA  Plan  purchases  an  annuity 
contract  issued  by  such  an  insurance  company,  based  on  the  reasoning  of  the  U.S.  Supreme  Court  in 
John  Hancock  Mutual  Life  Ins.  Co.  v.  Harris  Trust  and  Savings  Bank,  510  U.S.  86  (1993).  An  insurance 
company  considering  the  purchase  of  Notes  with  assets  of  its  general  account  as  a  wholly  owned 
subsidiary  thereof  should  consider  such  purchase  and  the  insurance  company's  ability  to  make  the 
representations  described  above  in  light  of  John  Hancock,  Section  401(c)  of  ERISA  and  29  C.F.R. 
§2550.401c1. 

The  discussion  of  ERISA  and  Section  4975  of  the  Code  contained  in  this  Offering  Circular,  is,  of 
necessity,  general,  and  does  not  purport  to  be  complete.  Moreover,  the  provisions  of  ERISA  and  Section 
4975  of  the  Code  are  subject  to  extensive  and  continuing  administrative  and  judicial  interpretation  and 
review.  Therefore,  the  matters  discussed  above  may  be  affected  by  future  regulations,  rulings  and  court 
decisions,  some  of  which  may  have  retroactive  application  and  effect. 

Tax  penalty  avoidance 

The  summary  of  ERISA  considerations  contained  herein  was  written  to  support  the  promotion 
and  marketing  of  the  Notes,  and  was  not  intended  or  written  to  be  used,  and  cannot  be  used,  by  a 
taxpayer  for  the  purpose  of  avoiding  any  U.S.  federal  tax  penalties  that  may  be  imposed.  Each  taxpayer 
should  seek  advice  based  on  the  taxpayer's  particular  circumstances  from  an  independent  tax  advisor. 
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PLAN  OF  DISTRIBUTION 

The  Issuers  and  the  Initial  Purchaser  will  enter  into  a  Note  Purchase  Agreement  (the  "Note 
Purchase  Agreement")  relating  to  the  offering  and  sale  of  the  Notes.  In  the  Note  Purchase  Agreement, 
the  Issuers  have  agreed  to  sell  to  the  Initial  Purchaser,  and  the  Initial  Purchaser  will  agree  to  purchase, 
the  entire  principal  amount  of  the  Notes.  The  Notes  purchased  by  the  Initial  Purchaser,  if  any,  will  be 
privately  placed  with  eligible  investors  by  the  Initial  Purchaser.  The  obligations  of  the  Initial  Purchaser 
under  the  Note  Purchase  Agreement  are  subject  to  the  satisfaction  of  certain  conditions  in  the  Note 
Purchase  Agreement.  The  Issuer  will  pay  all  fees  and  expenses  in  connection  with  this  offering  as  set 
forth  in  the  Note  Purchase  Agreement.  Pursuant  to  the  Note  Purchase  Agreement,  the  Issuers  will  agree 
to  indemnify  the  Initial  Purchaser  against  certain  liabilities,  including  liabilities  under  the  Securities  Act,  or 
to  contribute  to  payments  it  may  be  required  to  make  in  respect  thereof. 

The  Issuer  and  HBK  Investments  LP.,  as  Administrator  on  behalf  of  HBK  CDO  Trust  (the 
"Original  Purchaser")  will  enter  into  a  Subscription  Agreement  (the  "Subscription  Agreement")  relating 
to  the  offering  and  sale  of  the  Preference  Shares.  In  the  Subscription  Agreement,  the  Issuer  will  agree  to 
sell  to  the  Original  Purchaser,  and  the  Original  Purchaser  will  agree  to  purchase,  all  of  the  Preference 
Shares.  The  obligations  of  the  Original  Purchaser  under  the  Subscription  Agreement  is  subject  to  the 
satisfaction  of  certain  conditions  in  the  Subscription  Agreement. 

The  Issuers  have  been  advised  by  the  Initial  Purchaser  that  the  Initial  Purchaser  proposes  to  sell 
the  Notes  (i)  to  Qualified  Purchasers  who  are  also  (a)  Qualified  Institutional  Buyers  pursuant  to  Rule  144A 
or  (b)  Institutional  Accredited  Investors  pursuant  to  Section  4(2),  and  (ii)  to  certain  persons  in  offshore 
transactions  in  reliance  on  Regulation  S  under  the  Securities  Act.  Buyers  of  the  Notes  may  be  required  to 
make  certain  representations  with  respect  to  their  ability  to  invest  in  the  Notes. 

The  Notes  are  offered  subject  to  prior  sale,  to  withdrawal,  cancellation  or  modification  of  the  offer 
without  notice,  to  the  right  of  the  Initial  Purchaser  to  reject  any  order  in  whole  or  in  part  for  any  reason  and 
to  certain  other  conditions. 

United  States 

The  Notes  have  not  been  and  will  not  be  registered  under  the  Securities  Act  and  may  not  be 
offered  or  sold  within  the  United  States  or  to,  or  for  the  account  or  benefit  of,  U.S.  Persons  except  in 
accordance  with  Regulation  S  or  pursuant  to  the  exemptions  from  the  registration  requirements  under  the 
Securities  Act.  provided  by  Rule  144A. 

(1 )  In  the  Note  Purchase  Agreement,  the  Initial  Purchaser  will  represent  and  agree  that  it  has 
offered  or  sold  Notes  and  will  offer  or  sell  Notes  (a)  as  part  of  its  distribution  at  any  time 
and  (b)  otherwise  until  40  days  after  the  completion  of  the  distribution  of  the  Notes,  only 
in  accordance  with  Rule  903  of  Regulation  S  or  Rule  144A  or  any  other  available 
exemption  from  the  Registration  requirements  of  the  Securities  Act.  Accordingly,  the 
Initial  Purchaser  will  represent  and  agree  that  neither  it,  its  affiliates  (if  any)  nor  any 
persons  acting  on  their  behalf  have  engaged  or  will  engage  in  any  directed  selling  efforts 
(within  the  meaning  of  Regulation  S)  with  respect  to  the  Notes,  and  they  have  complied 
and  will  comply  with  the  offering  restrictions  requirements  of  Regulation  S. 

(2)  In  the  Note  Purchase  Agreement  the  Initial  Purchaser  will  agree  that  (i)  it  will  not  solicit 
offers  for,  or  offer  or  sell,  any  of  the  Notes  by  any  form  of  general  solicitation  or  general 
advertising  (as  those  terms  are  used  in  Regulation  D  under  the  Securities  Act)  or  in  any 
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manner  involving  a  public  offering  within  the  meaning  of  Section  4(2)  of  the  Securities 
Act,  (ii)  it  will  solicit  offers  for  the  Notes  only  from,  and  will  offer  the  Notes  only  to,  persons 
that  (A)  it  reasonably  believes  to  be,  in  the  case  of  offers  inside  the  United  States  or  to 
U.S.  Persons,  Qualified  Institutional  Buyers  or  Institutional  Accredited  Investors,  who  are 
also  Qualified  Purchasers  or  (B)  in  the  case  of  offers  outside  the  United  States,  are  non- 
U.S.  Persons;  and  (iii)  with  respect  to  offers  and  sales  of  the  Notes  outside  the  United 
States  that  it  will  not  offer,  sell  or  deliver  any  of  the  Notes  in  any  jurisdiction  outside  the 
United  States  except  under  circumstances  that  will  result  in  compliance  with  the 
applicable  laws  thereof. 

United  Kingdom 

Pursuant  to  the  Purchase  Agreement,  the  Initial  Purchaser  will  represent  and  agree  that: 

(1)  it  is  a  person  whose  ordinary  activities  involve  it  in  acquiring,  holding,  managing  or 
disposing  of  investments  (as  principal  or  agent)  for  the  purposes  of  its  business  and  (ii)  it 
has  not  offered  or  sold  and  will  not  offer  or  sell  any  Notes  other  than  to  persons  whose 
ordinary  activities  involve  them  in  acquiring,  holding,  managing  or  disposing  of 
investments  (as  principal  or  as  agent)  for  the  purposes  of  their  businesses  or  who  it  is 
reasonable  to  expect  will  acquire,  hold,  manage  or  Dispose  of  investments  (as  principal 
or  agent)  for  the  purposes  of  their  businesses  where  the  issue  of  the  Notes  would 
otherwise  constitute  a  contravention  of  Section  19  of  the  FSMA  by  the  Issuer; 

(2)  it  has  only  communicated  or  caused  to  be  communicated  and  will  only  communicate  or 
cause  to  be  communicated  an  invitation  or  inducement  to  engage  in  investment  activity 
(within  the  meaning  of  Section  21  of  the  Financial  Services  and  Markets  Act  2000 
("FSMA"))  received  by  it  in  connection  with  the  issue  or  sale  of  any  Notes  in 
circumstances  in  which  Section  21(1)  of  the  FSMA  does  not  apply  to  the  Issuer;  and 

(3)  it  has  complied  and  will  comply  with  all  applicable  provisions  of  the  FSMA  with  respect  to 
anything  done  by  it  in  relation  to  any  Notes  in,  from  or  otherwise  involving  the  United 
Kingdom. 

Cayman  Islands 

The  Initial  Purchaser  has  represented  and  agreed  that  it  has  not  made  and  will  not  make  any 
invitation  to  any  member  of  the  public  in  the  Cayman  Islands  to  subscribe  for  any  of  the  Notes  (or  the 
Preference  Shares). 

General 

The  Issuers  and  the  Collateral  Manager  extend  to  each  prospective  investor  the  opportunity  to 
ask  questions  of,  and  receive  answers  from,  the  Issuers  and  the  Collateral  Manager  concerning  the  Notes 
and  the  terms  and  conditions  of  this  Offering  and  to  obtain  any  additional  information  it  may  consider 
necessary  in  making  an  informed  investment  decision  and  any  information  necessary  in  order  to  verify  the 
accuracy  of  the  information  set  forth  herein,  to  the  extent  the  Issuers,  or  the  Collateral  Manager 
possesses  the  same.  Requests  for  such  additional  information  can  be  directed  to  Gemstone  CDO  VII 
Ltd.,  c/o  Deutsche  Bank  (Cayman)  Limited,  P.O.  Box  1984,  Grand  Cayman  KY1-1104.  Cayman  Islands; 
Gemstone  CDO  VII  Corp.,  c/o  Puglisi  &  Associates,  850  Library  Avenue  Suite  204,  Newark,  Delaware 
19711;  and  HBK  Investments  L.P.,  300  Crescent  Court  Suite  700,  Dallas,  Texas  75201,  Attention:  Fixed 
Income  Division. 
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No  action  has  been  or  will  be  taken  in  any  jurisdiction  that  would  permit  a  public  offering  of  the 
Notes  or  possession,  circulation  or  distribution  of  this  Offering  Circular  or  any  other  offering  material 
relating  to  the  Issuer  of  the  Notes  in  any  country  or  jurisdiction  where  action  for  that  purpose  is  required. 
Accordingly,  the  Notes  may  not  be  offered  or  sold,  directly  or  indirectly,  and  neither  this  Offering  Circular 
nor  any  other  offering  material  or  advertisements  in  connection  with  the  Notes  may  be  distributed  or 
published,  in  or  from  any  country  or  jurisdiction,  except  under  circumstances  that  will  result  in  compliance 
with  any  applicable  rules  and  regulations  of  any  such  country  or  jurisdiction.  Purchasers  of  the  Notes 
may  be  required  to  pay  stamp  taxes  and  other  charges  in  accordance  with  the  laws  and  practices  of  the 
country  of  purchase  in  addition  to  the  purchase  price. 

The  Notes  are  newly  issued  securities  for  which  there  currently  is  no  market.  The  Initial 
Purchaser  has  advised  the  Issuer  that  the  Initial  Purchaser  presently  does  not  intend  to  make  a  market  in 
the  Notes. 

Certain  of  the  Underlying  Assets  may  have  been  originally  underwritten,  originated  or  placed  by 
the  Initial  Purchaser  or  its  affiliates.  In  addition,  the  Initial  Purchaser  and  its  affiliates  may  have  in  the  past 
and  may  in  the  future  perform  investment  banking  services,  commercial  banking  services  or  other 
services  for  issuers  of  the  Underlying  Assets. 
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TRANSFER  RESTRICTIONS 

Because  of  the  following  restrictions,  purchasers  are  advised  to  consult  legal  counsel  prior  to 
making  any  offer,  resale,  pledge  or  transfer  of  Notes  or  Preference  Shares. 

Transfer  Restrictions  Applicable  to  the  Notes 

Investor  Representations  on  Original  Purchase.  Each  Original  Purchaser  of  Notes  from  the  Initial 
Purchaser  will  be  deemed  to  acknowledge,  represent  to  and  agree  with  the  Issuers  and  the  Initial 
Purchaser  as  follows: 

(1)  No  Governmental  Approval.  The  purchaser  understands  that  the  Notes  have  not  been 
approved  or  disapproved  by  the  SEC  or  any  other  governmental  authority  or  agency  of 
any  jurisdiction,  nor  has  the  SEC  or  any  other  governmental  authority  or  agency  passed 
upon  the  accuracy  or  adequacy  of  this  Offering  Circular.  Any  representation  to  the 
contrary  is  a  criminal  offense. 

(2)  Certification  Upon  Transfer.  If  required  by  the  Indenture,  the  purchaser  will,  prior  to  any 
sale,  pledge  or  other  transfer  by  it  of  any  Note  (or  any  interest  therein),  obtain  from  the 
transferee  and  deliver  to  the  Issuers,  the  Trustee  and  the  Note  Registrar  a  duly  executed 
transfer  certificate  addressed  to  each  of  the  Issuers,  the  Trustee  and  the  Note  Registrar 
in  the  form  of  the  relevant  exhibit  attached  to  the  Indenture  and  such  other  certificates 
and  other  information  as  the  Issuers,  the  Trustee  or  the  Note  Registrar  may  reasonably 
require  to  confirm  that  the  proposed  transfer  substantially  complies  with  the  transfer 
restrictions  set  forth  in  the  Indenture  and  described  herein. 

(3)  Minimum  Denominations;  Form  of  Notes.  The  purchaser  agrees  that  no  Note  (or  any 
interest  therein)  may  be  sold,  pledged  or  otherwise  transferred  in  a  denomination  of  less 
than  the  applicable  required  minimum  denomination  set  forth  in  the  Indenture  and 

described  herein. 


(4)  Securities  Law  Limitations  on  Resale.  The  purchaser  understands  that  the  Notes  have 
not  been  registered  under  the  Securities  Act  and,  therefore,  cannot  be  offered  or  sold  in 
the  United  States  or  to  U.S.  Persons  (as  defined  in  Rule  902(k)  under  the  Securities  Act) 
unless  they  are  registered  under  the  Securities  Act  or  unless  an  exemption  from 
registration  is  available.  Accordingly,  the  certificates  representing  the  Notes  will  bear  a 
legend  stating  that  such  Notes  have  not  been  registered  under  the  Securities  Act  and 
setting  forth  certain  of  the  restrictions  on  transfer  of  the  Notes  described  herein.  The 
purchaser  understands  that  the  Issuers  have  no  obligation  to  register  any  of  the  Notes 
under  the  Securities  Act  or  to  comply  with  the  requirements  for  any  exemption  from  the 
registration  requirements  of  the  Securities  Act  (other  than  to  supply  information  specified 
in  Rule  144A(d)(4)  of  the  Securities  Act  as  required  by  the  Indenture). 

(5)  Qualified  Institutional  Buyer,  Institutional  Accredited  Investor  or  Non-U.S.  Person  Status; 
Investment  Intent.  In  the  case  of  a  purchaser  who  takes  delivery  of  Notes  in  the  form  of  a 
Restricted  Note,  (a)  it  is  a  Qualified  Institutional  Buyer  or,  in  respect  of  certain  Original 
Purchasers,  an  Institutional  Accredited  Investor,  and  (b)  is  acquiring  the  Notes  for  its  own 
account  for  investment  purposes  and  not  with  a  view  to  the  distribution  thereof  (except  in 
accordance  with  Rule  144A).  In  the  case  of  a  purchaser  who  takes  delivery  of  Notes  in 
the  form  of  a  Regulation  S  Note,  (a)  it  is  not  a  U.S.  Person  (as  defined  in  Rule  902(k) 
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under  the  Securities  Act),  (b)  it  is  purchasing  such  Notes  for  its  own  account  and  not  for 
the  account  or  benefit  of  a  U.S.  Person  and  (c)  it  understands  that  prior  to  the  end  of  the 
Distribution  Compliance  Period,  interests  in  a  Regulation  S  Note  may  be  held  only 
through  Euroclear  or  Clearstream. 

(6)  Purchaser  Sophistication;  Non-Reliance;  Suitability;  Access  to  Information.  The 
purchaser  (a)  has  such  knowledge  and  experience  in  financial  and  business  matters  that 
the  purchaser  is  capable  of  evaluating  the  merits  and  risks  (including  for  tax,  legal, 
regulatory,  accounting  and  other  financial  purposes)  of  its  prospective  investment  in  the 
Notes,  (b)  is  financially  able  to  bear  such  risk,  (c)  in  making  such  investment  is  not  relying 
on  the  advice  or  recommendations  of  the  Initial  Purchaser,  the  Issuer,  the  Co-Issuer,  the 
Collateral  Manager  or  any  of  their  respective  affiliates  (or  any  representative  of  any  of  the 
foregoing)  and  (d)  has  determined  that  an  investment  in  the  Notes  is  suitable  and 
appropriate  for  it.  The  purchaser  has  received,  and  has  had  an  adequate  opportunity  to 
review  the  contents  of,  this  Offering  Circular.  The  purchaser  has  had  access  to  such 
financial  and  other  information  concerning  the  Issuers  and  the  Notes  as  it  has  deemed 
necessary  to  make  its  own  independent  decision  to  purchase  Notes,  including  the 
opportunity,  at  a  reasonable  time  prior  to  its  purchase  of  Notes,  to  ask  questions  and 
receive  answers  concerning  the  Issuers  and  the  terms  and  conditions  of  the  offering  of 
the  Notes. 

(7)  Certain  Resale  Limitations;  Rule  144A.  No  Note  (or  any  interest  therein)  may  be  offered, 
sold,  pledged  or  otherwise  transferred  to  (a)  a  transferee  acquiring  a  Restricted  Note 
except  (i)  to  a  transferee  whom  the  seller  reasonably  believes  is  a  Qualified  Institutional 
Buyer,  purchasing  for  its  own  account,  to  whom  notice  is  given  that  the  resale,  pledge  or 
other  transfer  is  being  made  in  reliance  on  the  exemption  from  the  registration 
requirements  of  the  Securities  Act  provided  by  Rule  144A,  (ii)  to  a  transferee  that  is  a 
Qualified  Purchaser,  (iii)  to  a  transferee  that  is  not  a  Flow-Through  Investment  Vehicle 
(other  than  a  Qualifying  Investment  Vehicle),  (iv)  if  such  transfer  is  made  in  compliance 
with  the  certification  (if  any)  and  other  requirements  set  forth  in  the  Indenture  and  (v)  if 
such  transfer  is  made  in  accordance  with  any  applicable  securities  laws  of  any  state  of 
the  United  States  and  any  other  relevant  jurisdiction  or  (b)  a  transferee  acquiring  an 
interest  in  a  Regulation  S  Note  except  (i)  to  a  transferee  that  is  a  non-U.S.  Person 
acquiring  such  interest  in  an  offshore  transaction  (within  the  meaning  of  Regulation  S)  in 
accordance  with  Rule  904  of  Regulation  S,  (ii)  if  such  transfer  is  made  in  compliance  with 
the  certification  (if  any)  and  other  requirements  set  forth  in  the  Indenture  and  (iii)  if  such 
transfer  is  made  in  accordance  with  any  applicable  securities  laws  of  any  state  of  the 
United  States  and  any  other  relevant  jurisdiction. 

(8)  Limited  Liquidity.  The  purchaser  understands  that  there  is  no  market  for  Notes  and  that 
no  assurance  can  be  given  as  to  the  liquidity  of  any  trading  market  for  Notes  and  that  it  is 
unlikely  that  a  trading  market  for  any  of  the  Notes  will  develop.  The  purchaser  further 
understands  that,  although  the  Initial  Purchaser  may  from  time  to  time  make  a  market  in 
Notes,  the  Initial  Purchaser  is  under  no  obligation  to  do  so  and,  following  the 
commencement  of  any  market-making,  it  may  discontinue  the  same  at  any  time. 
Accordingly,  the  purchaser  must  be  prepared  to  hold  Notes  for  an  indefinite  period  of  time 
or  until  their  maturity.  The  purchaser  further  understands  that  the  Notes  are  limited- 
recourse  obligations  of  the  Issuers,  payable  solely  from  the  Collateral  in  accordance  with 
the  Priority  of  Payments. 
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(9)  Investment  Company  Act.  The  purchaser  either  (a)  is  not  a  U.S.  resident  (within  the 
meaning  of  the  Investment  Company  Act)  or  (b)  is  a  Qualified  Purchaser.  The  purchaser 
agrees  that  no  sale,  pledge  or  other  transfer  of  a  Note  (or  any  interest  therein)  may  be 
made  (m)  unless  such  transfer  is  made  to  a  transferee  who,  if  a  U.S.  resident  (within  the 
meaning  of  the  Investment  Company  Act),  is  a  Qualified  Purchaser  or  (n)  if  such  transfer 
would  have  the  effect  of  requiring  either  of  the  Issuers  to  register  as  an  investment 
company  under  the  Investment  Company  Act.  If  the  purchaser  is  a  U.S.  resident  that  is 
an  entity  that  would  be  an  investment  company  but  for  the  exception  provided  for  in 
Section  3(c)(1)  or  Section  3(c)(7)  of  the  Investment  Company  Act  (any  such  entity,  an 
"excepted  investment  company*):  (x)  all  of  the  beneficial  owners  of  outstanding 
securities  (other  than  short-term  paper)  of  such  entity  (such  beneficial  owners  determined 
in  accordance  with  Section  3(c)(1)(A)  of  the  Investment  Company  Act)  that  acquired  such 
securities  on  or  before  April  30,  1996  ("pre-amendment  beneficial  owners");  and  (y)  all 
pre-amendment  beneficial  owners  of  the  outstanding  securities  (other  than  short-term 
paper)  of  any  excepted  investment  company  that,  directly  or  indirectly,  owns  any 
outstanding  securities  of  such  entity,  have  consented  to  such  entity's  treatment  as  a 
Qualified  Purchaser  in  accordance  with  the  Investment  Company  Act. 

Each  purchaser  of  a  Restricted  Note  or  an  interest  therein  will  be  deemed  to  represent  at 
the  time  of  purchase  that  the  purchaser  is  (a)  a  Qualified  Institutional  Buyer  (or,  in  respect 
of  certain  Original  Purchasers,  an  Institutional  Accredited  Investor)  and  (b)  a  Qualified 
Purchaser. 

(10)  Certifications  Related  to  Tax  Withholding.  The  Purchaser  understands  that  the  Issuer 
may  require  certification  acceptable  to  it  (a)  to  permit  the  Issuer  to  make  payments  to  it 
without,  or  at  a  reduced  rate  of,  withholding  or  (b)  to  enable  the  Issuer  to  qualify  for  a 
reduced  rate  of  withholding  in  any  jurisdiction  from  or  through  which  the  Issuer  receives 
payments  on  its  assets.  The  Purchaser  agrees  to  provide  any  such  certification  that  is 
requested  by  the  Issuer. 

(11)  Tax  Treatment.  The  Purchaser  agrees  by  its  acquisition  of  the  Note  or  Notes  that  for 
purposes  of  U.S.  federal  income,  state  and  local  income  and  franchise  tax  and  any  other 
income  taxes,  it  will  treat  the  Notes  as  indebtedness  of  Issuer  acknowledges  that  the 
Issuer  will  be  treated  as  a  corporation  and  that  the  Preference  Shares  will  be  treated  as 
equity  in  the  Issuer,  and  agrees  to  take  no  action  inconsistent  with  such  treatment,  unless 
required  by  law. 

(12)  ERISA.  In  the  case  of  each  purchaser  of  a  Note  either  that  (i)  it  is  not,  and  is  not  acting 
on  behalf  of,  an  employee  benefit  plan  within  the  meaning  of  Section  3(3)  of  ERISA  that 
is  subject  to  Title  I  of  ERISA,  a  plan  within  the  meaning  of  Section  4975(e)(1)  of  the  Code 
that  is  subject  to  Section  4975  of  the  Code,  a  governmental  or  church  plan  which  is 
subject  to  any  Federal,  state  or  local  law  that  is  similar  to  the  prohibited  transaction 
provisions  of  Section  406  of  ERISA  or  Section  4975  of  the  Code  or  an  entity  which  is 
deemed  to  hold  the  assets  of  any  such  plan  pursuant  to  29  C.F.R.  §2510.3-101,  as 
modified  by  Section  3(42)  of  ERISA,  or  otherwise  or  (ii)  its  purchase  and  ownership  of  the 
Notes  will  not  result  in  a  non-exempt  prohibited  transaction  under  Section  406  of  ERISA 
or  Section  4975  of  the  Code  (or,  in  the  case  of  a  governmental  or  church  plan,  a  non- 
exempt  violation  of  any  similar  U.S.  Federal,  state  or  local  law). 

(13)  Limitations  on  Flow-Through  Status.  In  the  case  of  a  purchaser  that  is  a  U.S.  resident 
(within  the  meaning  of  the  Investment  Company  Act),  the  purchaser  represents  that, 
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unless  the  purchaser  is  a  Qualifying  Investment  Vehicle,  (a)  if  the  purchaser  would  be  an 

investment  company  but  for  the  exception  in  Section  3(c)(1)  or  Section  3(c)(7)  of  the 

Investment  Company  Act,  the  amount  of  the  purchaser's  investment  in  the  Notes  and 

Preference  Shares  does  not  exceed  40%  of  the  total  assets  (determined  on  a 

consolidated  basis  with  its  subsidiaries)  of  the  purchaser;  (b)  no  person  owning  any 

equity  or  similar  interest  in  the  purchaser  has  the  ability  to  control  any  investment 

decision  of  the  purchaser  or  to  determine,  on  an  investment-by-investment  basis,  the 

amount  of  such  person's  contribution  to  any  investment  made  by  the  purchaser;  (c)  the 

purchaser  was  not  organized  or  reorganized  for  the  specific  purpose  of  acquiring  Notes 

or  Preference  Shares;  and  (d)  no  additional  capital  or  similar  contributions  were 

specifically  solicited  from  any  person  owning  an  equity  or  similar  interest  in  the  purchaser 

for  the  purpose  of  enabling  the  purchaser  to  purchase  Notes  or  Preference  Shares  (any 

such  transferee  in  (a),  (b),  (c)  or  (d)  above  being  herein  referred  to  as  a  "Flow-Through 

Investment  Vehicle").  For  this  purpose,  a  "Qualifying  Investment  Vehicle"  is  an  entity 

as  to  which  all  of  the  beneficial  owners  of  any  securities  issued  by  such  entity  have 

made,  and  as  to  which  (in  accordance  with  the  document  pursuant  to  which  such  entity 

was  organized  or  the  agreement  or  other  document  governing  such  securities)  each  such 

beneficial  owner  must  require  any  transferee  of  any  such  security  to  make,  to  the  Issuer 

or  the  Issuers,  as  the  case  may  be,  and  the  Trustee  and  the  Note  Registrar  (in  the  case 

of  the  Notes)  or  the  Preference  Shares  Transfer  Agent  (in  the  case  of  the  Preference 

Shares)  each  of  the  representations  set  forth  herein  and  in  the  Indenture  and  the 

Preference  Share  Paying  Agency  Agreement  required  to  be  made  upon  transfer  of  any  of 

the   relevant   Class   of   Notes   or   Preference   Shares   (with    modifications   to   such 

representations  satisfactory  to  the  Issuer,  the  Co-Issuer,  the  Trustee,  the  Note  Registrar 

and  the  Preference  Share  Transfer  Agent  (as  applicable)  to  reflect  the  indirect  nature  of 

the  interests  of  such  beneficial  owners  in  such  Notes  or  Preference  Shares.     If  the 

purchaser  is  a  Flow-Through  Investment  Vehicle,  the  purchaser  represents  and  warrants 

that  either  (x)  none  of  the  beneficial  owners  of  its  securities  are  U.S.  residents  (within  the 

meaning  of  the  Investment  Company  Act)  or  (y)  some  or  all  of  the  beneficial  owners  of  its 

securities  are  U.S.  residents  (within  the  meaning  of  the  Investment  Company  Act)  and 

each  such  beneficial  owner  has  certified  to  the  purchaser  that  it  is  a  Qualified  Purchaser. 

If  the  purchaser  is  a  Flow-Through  Investment  Vehicle,  the  purchaser  also  represents 

and  warrants  that  it  has  only  one  class  of  securities  outstanding  (other  than  any  nominal 

share  capital  the  distributions  in  respect  of  which  are  not  correlated  to  or  dependent  upon 

distributions  on,  or  the  performance  of,  the  Notes  or  Preference  Shares). 

(14)  Certain  Transfers  Void.  In  the  case  of  a  purchaser  who  takes  delivery  of  Notes  in  the 
form  of  a  Restricted  Note,  the  purchaser  agrees  that  (a)  any  sale,  pledge  or  other  transfer 
of  a  Note  (or  any  interest  therein)  made  in  violation  of  the  transfer  restrictions  contained 
in  Indenture  and  described  herein,  or  made  based  upon  any  false  or  inaccurate 
representation  made  by  the  purchaser  or  a  transferee  to  the  Issuer,  the  Co-Issuer,  the 
Trustee  or  the  Note  Registrar  will  be  void  and  of  no  force  or  effect  and  (b)  none  of  the 
Issuer,  the  Co-Issuer,  the  Trustee  and  the  Note  Registrar  has  any  obligation  to  recognize 
any  sale,  pledge  or  other  transfer  of  a  Note  (or  any  interest  therein)  made  in  violation  of 
any  such  transfer  restriction  or  made  based  vupon  any  such  false  or  inaccurate 
representation. 

The  Indenture  provides  that  if,  notwithstanding  the  restrictions  on  transfer  contained 
therein,  either  of  the  Issuers  determines  that  any  beneficial  owner  of  a  Restricted  Note  (or 
any  interest  therein)  (a)  is  a  U.S.  Person  and  (b)  is  not  both  a  Qualified  Institutional  Buyer 
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(or,  in  respect  of  certain  Original  Purchasers,  an  Institutional  Accredited  Investor)  and  a 
Qualified  Purchaser,  then  either  of  the  Issuers  may  require,  by  notice  to  such  beneficial 
owner,  that  such  beneficial  owner  sell  all  of  its  right,  title  and  interest  to  such  Restricted 
Note  (or  interest  therein)  to  a  person  that  is  (i)  a  non-U.S.  Person  in  a  transfer  for  an 
interest  in  a  Regulation  S  Note,  or  (ii)  both  a  Qualified  Institutional  Buyer  and  a  Qualified 
Purchaser,  with  such  sale  to  be  effected  within  30  days  after  notice  of  such  sale 
requirement  is  given.  If  such  beneficial  owner  fails  to  effect  the  transfer  required  within 
such  30-day  period,  (y)  upon  direction  from  the  Collateral  Manager  or  the  Issuer,  the 
Trustee,  on  behalf  of  and  at  the  expense  of  the  Issuer,  shall  cause  such  beneficial 
owner's  interest  in  such  Note  to  be  transferred  in  a  commercially  reasonable  sale 
(conducted  by  an  investment  bank  selected  by  the  Trustee  with  the  consent  of  the 
Collateral  Manager  in  accordance  with  Section  9-61 0(b)  of  the  Uniform  Commercial  Code 
as  in  effect  in  the  State  of  New  York  as  applied  to  securities  that  are  sold  on  a  recognized 
market  or  that  may  decline  speedily  in  value)  to  a  person  to  whom  such  Note  (or  interest 
therein)  may  be  transferred  in  accordance  with  the  transfer  restrictions  set  forth  in  the 
Indenture  and  (z)  pending  such  transfer,  no  further  payments  will  be  made  in  respect  of 
such  Note  held  by  such  beneficial  owner. 

(15)  Reliance  on  Representations,  etc.  The  purchaser  acknowledges  that  the  Issuers,  the 
Initial  Purchaser  and  the  Trustee  will  rely  upon  the  truth  and  accuracy  of  the  foregoing 
acknowledgments,  representations  and  agreements  and  agrees  that,  if  any  of  the 
acknowledgments,  representations  or  warranties  made  or  deemed  to  have  been  made  by 
it  in  connection  with  its  purchase  of  Notes  are  no  longer  accurate,  the  purchaser  will 
promptly  notify  the  Issuers,  the  Initial  Purchaser  and  the  Trustee. 

(16)  Cayman  Islands.  The  purchaser  is  not  a  member  of  the  public  in  the  Cayman  Islands. 

(17)  USA  PATRIOT  Act.  To  the  extent  applicable  to  the  Issuers,  the  Issuers  may  impose 
additional  transfer  restrictions  to  comply  with  the  USA  PATRIOT  Act  and  other  similar 
laws  or  regulations,  and  each  beneficial  owner  of  a  Note  is  deemed  to  have  agreed  to 
comply  with  such  transfer  restrictions.  The  Issuers  shall  notify  the  Trustee,  the  Note 
Registrar  and  the  Share  Registrar  of  any  such  restrictions. 

(18)  Legend  for  Notes.  The  purchaser  understands  and  agrees  that  a  legend  in  substantially 
the  following  form  will  be  placed  on  each  certificate  representing  any  Regulation  S  Global 
Note: 

THIS  NOTE  HAS  NOT  BEEN  AND  WILL  NOT  BE  REGISTERED  UNDER  THE  SECURITIES 
ACT  OF  1933,  AS  AMENDED  (THE  "SECURITIES  ACT"),  OR  THE  SECURITIES  LAWS  OF 
ANY  STATE  OF  THE  UNITED  STATES  OR  ANY  OTHER  JURISDICTION,  AND  MAY  BE 
RESOLD.  PLEDGED  OR  OTHERWISE  TRANSFERRED  ONLY  (A)  (1)  TO  A  PERSON  WHICH 
TAKES  DELIVERY  OF  THIS  NOTE  (OR  INTEREST  HEREIN)  IN  THE  FORM  OF  A 
RESTRICTED  NOTE  AND  WHOM  THE  SELLER  REASONABLY  BELIEVES  IS  A  "QUALIFIED 
INSTITUTIONAL  BUYER"  WITHIN  THE  MEANING  OF  RULE  144A  UNDER  THE  SECURITIES 
ACT  ("RULE  144A"),  PURCHASING  FOR  ITS  OWN  ACCOUNT,  TO  WHOM  NOTICE  IS  GIVEN 
THAT  THE  RESALE.  PLEDGE  OR  OTHER  TRANSFER  IS  BEING  MADE  IN  RELIANCE  ON 
THE  EXEMPTION  FROM  SECURITIES  ACT  REGISTRATION  PROVIDED  BY  RULE  144A  OR 
(2)  TO  A  NON-U.S.  PERSON  IN  AN  OFFSHORE  TRANSACTION  IN  ACCORDANCE  WITH 
RULE  904  OF  REGULATION  S  UNDER  THE  SECURITIES  ACT  ("REGULATION  S"),  (B)  IN 
COMPLIANCE  WITH  THE  CERTIFICATION  AND  OTHER  REQUIREMENTS  SPECIFIED  IN 
THE    INDENTURE    REFERRED    TO    HEREIN    AND    (C)    IN    ACCORDANCE    WITH    ANY 
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APPLICABLE  SECURITIES  LAWS  OF  ANY  STATE  OF  THE  UNITED  STATES  AND  ANY 
OTHER  RELEVANT  JURISDICTION. 

NEITHER  OF  THE  ISSUERS  HAS  BEEN  REGISTERED  UNDER  THE  INVESTMENT 
COMPANY  ACT  OF  1940,  AS  AMENDED  (THE  "INVESTMENT  COMPANY  ACT").  NO 
TRANSFER  OF  THIS  NOTE  (OR  ANY  INTEREST  HEREIN)  MAY  BE  MADE  (AND  NONE  OF 
THE  ISSUERS,  THE  TRUSTEE  OR  THE  NOTE  REGISTRAR  WILL  RECOGNIZE  ANY  SUCH 
TRANSFER)  IF  (A)  SUCH  TRANSFER  WOULD  BE  MADE  TO  A  TRANSFEREE  WHO  IS  A  U.S. 
RESIDENT  (WITHIN  THE  MEANING  OF  THE  INVESTMENT  COMPANY  ACT)  BUT  IS  NOT  A 
■QUALIFIED  PURCHASER"  AS  DEFINED  IN  SECTION  2(a)(51)(A)  OF  THE  INVESTMENT 
COMPANY  ACT  AND  RELATED  RULES,  A  "KNOWLEDGEABLE  EMPLOYEE"  WITH  RESPECT 
TO  EITHER  OF  THE  ISSUERS  (WITHIN  THE  MEANING  OF  RULE  3c-5  UNDER  THE 
INVESTMENT  COMPANY  ACT)  OR  A  COMPANY  EACH  OF  WHOSE  BENEFICIAL  OWNERS 
IS  A  QUALIFIED  PURCHASER  OR  A  KNOWLEDGEABLE  EMPLOYEE  (COLLECTIVELY,  A 
"QUALIFIED  PURCHASER")  TAKING  DELIVERY  OF  THIS  NOTE  (OR  INTEREST  HEREIN)  IN 
THE  FORM  OF  A  RESTRICTED  NOTE,  (B)  SUCH  TRANSFER  WOULD  HAVE  THE  EFFECT 
OF  REQUIRING  EITHER  OF  THE  ISSUERS  TO  REGISTER  AS  AN  INVESTMENT  COMPANY 
UNDER  THE  INVESTMENT  COMPANY  ACT  OR  (C)  OTHER  THAN  IN  THE  CASE  OF  A 
TRANSFEREE  WHO  ACQUIRES  AN  INTEREST  IN  A  REGULATION  S  GLOBAL  NOTE  AFTER 
THE  END  OF  THE  DISTRIBUTION  COMPLIANCE  PERIOD  IN  AN  OFFSHORE  TRANSACTION 
EFFECTED  IN  ACCORDANCE  WITH  RULE  904  OF  REGULATION  S,  SUCH  TRANSFER 
WOULD  BE  MADE  TO  A  TRANSFEREE  WHO  IS  A  U.S.  RESIDENT  THAT  IS  A  FLOW- 
THROUGH  INVESTMENT  VEHICLE  OTHER  THAN  A  QUALIFYING  INVESTMENT  VEHICLE 
(EACH  AS  DEFINED  IN  THE  INDENTURE)  WHICH  TAKES  DELIVERY  OF  THIS  NOTE  (OR 
INTEREST  HEREIN)  IN  THE  FORM  OF  A  RESTRICTED  NOTE. 

IN  ADDITION,  NO  TRANSFER  OF  THIS  NOTE  (OR  ANY  INTEREST  HEREIN)  MAY  BE  MADE 
(AND  NEITHER  THE  TRUSTEE  NOR  THE  NOTE  REGISTRAR  WILL  RECOGNIZE  ANY  SUCH 
TRANSFER)  IF  SUCH  TRANSFER  WOULD  BE  MADE  TO  A  TRANSFEREE  THAT  IS  A  U.S. 
RESIDENT  AND  IS  (A)  A  DEALER  DESCRIBED  IN  PARAGRAPH  (a)(1)(H)  OF  RULE  144A 
WHICH  OWNS  AND  INVESTS  ON  A  DISCRETIONARY  BASIS  LESS  THAN  U.S.$25,000,000  IN 
SECURITIES  OF  ISSUERS  THAT  ARE  NOT  AFFILIATED  PERSONS  OF  THE  DEALER  OR  (B) 
A  PLAN  REFERRED  TO  IN  PARAGRAPH  (a)(1)(i)(D)  OR  (a)(1)(i)(E)  OF  RULE  144A  OR  A 
TRUST  FUND  REFERRED  TO  IN  PARAGRAPH  (a)(1)(i)(F)  OF  RULE  144A  THAT  HOLDS  THE 
ASSETS  OF  SUCH  A  PLAN,  UNLESS  INVESTMENT  DECISIONS  WITH  RESPECT  TO  THE 
PLAN  ARE  MADE  SOLELY  BY  THE  FIDUCIARY,  TRUSTEE  OR  SPONSOR  OF  SUCH  PLAN. 

EACH  ORIGINAL  PURCHASER  AND  TRANSFEREE  WILL  BE  DEEMED  TO  REPRESENT  AND 
WARRANT  THAT  EITHER  (A)  IT  IS  NOT  A  PLAN,  A  GOVERNMENTAL  OR  CHURCH  PLAN 
WHICH  IS  SUBJECT  TO  ANY  FEDERAL,  STATE  OR  LOCAL  LAW  THAT  IS  SIMILAR  TO  THE 
PROHIBITED  TRANSACTION  PROVISIONS  OF  SECTION  406  OF  ERISA  OR  SECTION  4975 
OF  THE  CODE,  OR  AN  ENTITY  WHICH  IS  DEEMED  TO  HOLD  THE  ASSETS  OF  ANY  SUCH 
PLAN  PURSUANT  TO  29  C.F.R.  SECTION  2510.3-101,  AS  MODIFIED  BY  SECTION  3(42)  OF 
ERISA,  OR  OTHERWISE  OR  (B)  ITS  PURCHASE  AND  OWNERSHIP  OF  SUCH  NOTE  WILL 
NOT  RESULT  IN  A  NON-EXEMPT  PROHIBITED  TRANSACTION  UNDER  SECTION  406  OF 
ERISA  OR  SECTION  4975  OF  THE  CODE  (OR,  IN  THE  CASE  OF  A  GOVERNMENTAL  OR 
CHURCH  PLAN,  A  NON-EXEMPT  VIOLATION  OF  ANY  SUCH  SIMILAR  U.S.  FEDERAL, 
STATE  OR  LOCAL  LAW). 
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EACH  PURCHASER  OF  THIS  NOTE  WILL  BE  DEEMED  TO  HAVE  MADE  THE  APPLICABLE 
REPRESENTATIONS  AND  AGREEMENTS  SET  FORTH  IN  THIS  LEGEND. 

THIS  NOTE  OR  ANY  BENEFICIAL  INTEREST  HEREIN  MAY  NOT  BE  HELD  AT  ANY  TIME  BY 
A  U.S.  PERSON  WHO  IS  NOT  A  QUALIFIED  PURCHASER.  THIS  NOTE  OR  ANY  BENEFICIAL 
INTEREST  HEREIN  MAY  BE  TRANSFERRED  TO  A  PERSON  WHO  TAKES  DELIVERY  IN  THE 
FORM  OF  AN  INTEREST  IN  A  RESTRICTED  NOTE  OR  (IN  CERTAIN  LIMITED 
CIRCUMSTANCES)  A  DEFINITIVE  NOTE  ONLY  (IN  THE  CASE  OF  AN  INTEREST  IN  A 
RESTRICTED  GLOBAL  NOTE)  IN  ACCORDANCE  WITH  APPLICABLE  PROCEDURES  (AS 
DEFINED  IN  THE  INDENTURE)  AND  (IN  THE  CASE  OF  A  DEFINITIVE  NOTE)  UPON 
RECEIPT  BY  THE  NOTE  REGISTRAR  OF  A  TRANSFER  CERTIFICATE  BY  THE 
TRANSFEROR  AND  THE  TRANSFEREE  SUBSTANTIALLY  IN  THE  FORM  SPECIFIED  IN  THE 
INDENTURE. 

THIS  NOTE  (OR  AN  INTEREST  HEREIN)  MAY  NOT  BE  TRANSFERRED  UNLESS,  AFTER 
GIVING  EFFECT  TO  THE  TRANSFER,  THE  TRANSFEREE  IS  HOLDING  A  NOTE  WITH  AN 
ORIGINAL  PRINCIPAL  AMOUNT  WHICH  IS  EQUAL  TO  U.S.$500,000  OR  INTEGRAL 
MULTIPLES  OF  U.S.$1,000  IN  EXCESS  THEREOF. 

TO  THE  EXTENT  APPLICABLE  TO  THE  ISSUERS,  THE  ISSUERS  MAY  IMPOSE  ADDITIONAL 
TRANSFER  RESTRICTIONS  TO  COMPLY  WITH  THE  USA  PATRIOT  ACT  OR  OTHER 
SIMILAR  LAWS  AND  REGULATIONS,  AND  EACH  BENEFICIAL  OWNER  OF  A  NOTE  AGREES 
TO  COMPLY  WITH  SUCH  TRANSFER  RESTRICTIONS. 

THE  PURCHASER  OF  THIS  NOTE  OR  ANY  BENEFICIAL  INTEREST  HEREIN  WILL  BE 
DEEMED  TO  UNDERSTAND  AND  AGREE  THAT  IF  ANY  PURPORTED  TRANSFER  OF  THIS 
NOTE  OR  ANY  BENEFICIAL  INTEREST  HEREIN  TO  A  PURCHASER  DOES  NOT  COMPLY 
WITH  THE  REQUIREMENTS  SET  FORTH  IN  THIS  NOTE  OR  THE  INDENTURE,  THEN  THE 
PURPORTED  TRANSFEROR  OF  THIS  NOTE  OR  BENEFICIAL  INTEREST  HEREIN  SHALL  BE 
REQUIRED  TO  CAUSE  THE  PURPORTED  TRANSFEREE  TO  SURRENDER  THE 
TRANSFERRED  NOTE  OR  ANY  BENEFICIAL  INTEREST  THEREIN  IN  RETURN  FOR  A 
REFUND  OF  THE  CONSIDERATION  PAID  THEREFOR  BY  SUCH  TRANSFEREE  (TOGETHER 
WITH  INTEREST  THEREON)  OR  TO  CAUSE  THE  PURPORTED  TRANSFEREE  TO  DISPOSE 
OF  SUCH  NOTE  OR  BENEFICIAL  INTEREST  PROMPTLY  IN  ONE  OR  MORE  OPEN  MARKET 
SALES  TO  ONE  OR  MORE  PERSONS  EACH  OF  WHOM  SATISFIES  THE  REQUIREMENTS 
OF  THE  REPRESENTATIONS,  WARRANTIES  AND  COVENANTS  SET  FORTH  IN  THIS 
LEGEND  AND  SUCH  PURPORTED  TRANSFEROR  SHALL  TAKE,  AND  SHALL  CAUSE  SUCH 
TRANSFEREE  TO  TAKE,  ALL  FURTHER  ACTION  NECESSARY  OR  DESIRABLE,  IN  THE 
JUDGMENT  OF  THE  ISSUER,  TO  ENSURE  THAT  SUCH  NOTE  OR  ANY  BENEFICIAL 
INTEREST  THEREIN  IS  HELD  BY  PERSONS  IN  COMPLIANCE  THEREWITH.  ANY 
TRANSFER  IN  VIOLATION  OF  THE  FOREGOING  PROVISIONS  OF  THIS  NOTE  OR  THE 
INDENTURE  WILL  BE  OF  NO  FORCE  AND  EFFECT,  WILL  BE  VOID  AB  INITIO,  AND  WILL 
NOT  OPERATE  TO  TRANSFER  ANY  RIGHTS  TO  THE  TRANSFEREE,  NOTWITHSTANDING 
ANY  INSTRUCTIONS  TO  THE  CONTRARY  TO  THE  ISSUERS,  THE  TRUSTEE  OR  ANY 
INTERMEDIARY. 

The  purchaser  understands  and  agrees  that  a  legend  in  substantially  the  following  form  will  be 
placed  on  each  certificate  representing  any  Restricted  Global  Note: 

THIS  NOTE  HAS  NOT  BEEN  AND  WILL  NOT  BE  REGISTERED  UNDER  THE  SECURITIES 
ACT  OF  1933,  AS  AMENDED  (THE  "SECURITIES  ACT"),  OR  THE  SECURITIES  LAWS  OF 
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ANY  STATE  OF  THE  UNITED  STATES  OR  ANY  OTHER  JURISDICTION,  AND  MAY  BE 
RESOLD,  PLEDGED  OR  OTHERWISE  TRANSFERRED  ONLY  (A)  (1)  TO  A  PERSON  WHOM 
THE  SELLER  REASONABLY  BELIEVES  IS  A  "QUALIFIED  INSTITUTIONAL  BUYER"  WITHIN 
THE  MEANING  OF  RULE  144A  UNDER  THE  SECURITIES  ACT  (-RULE  144A"),  PURCHASING 
FOR  ITS  OWN  ACCOUNT,  TO  WHOM  NOTICE  IS  GIVEN  THAT  THE  RESALE,  PLEDGE  OR 
OTHER  TRANSFER  IS  BEING  MADE  IN  RELIANCE  ON  THE  EXEMPTION  FROM 
SECURITIES  ACT  REGISTRATION  PROVIDED  BY  RULE  144A  OR  (2)  TO  A  NON-U.S. 
PERSON  IN  AN  OFFSHORE  TRANSACTION  IN  ACCORDANCE  WITH  RULE  904  OF 
REGULATION  S  UNDER  THE  SECURITIES  ACT  ("REGULATION  S"),  (B)  IN  COMPLIANCE 
WITH  THE  CERTIFICATION  AND  OTHER  REQUIREMENTS  SPECIFIED  IN  THE  INDENTURE 
REFERRED  TO  HEREIN  AND  (C)  IN  ACCORDANCE  WITH  ANY  APPLICABLE  SECURITIES 
LAWS  OF  ANY  STATE  OF  THE  UNITED  STATES  AND  ANY  OTHER  RELEVANT 
JURISDICTION. 

NEITHER  OF  THE  ISSUERS  HAS  BEEN  REGISTERED  UNDER  THE  INVESTMENT 
COMPANY  ACT  OF  1940,  AS  AMENDED  (THE  "INVESTMENT  COMPANY  ACT").  NO 
TRANSFER  OF  THIS  NOTE  (OR  ANY  INTEREST  HEREIN)  MAY  BE  MADE  (AND  NONE  OF 
THE  ISSUERS,  THE  TRUSTEE  OR  THE  NOTE  REGISTRAR  WILL  RECOGNIZE  ANY  SUCH 
TRANSFER)  IF  (A)  SUCH  TRANSFER  WOULD  BE  MADE  TO  A  TRANSFEREE  WHO  IS  A  U.S. 
RESIDENT  (WITHIN  THE  MEANING  OF  THE  INVESTMENT  COMPANY  ACT)  BUT  IS  NOT  A 
"QUALIFIED  PURCHASER"  AS  DEFINED  IN  SECTION  2(a)(51)(A)  OF  THE  INVESTMENT 
COMPANY  ACT  AND  RELATED  RULES,  A  "KNOWLEDGEABLE  EMPLOYEE"  WITH  RESPECT 
TO  THE  ISSUER  (WITHIN  THE  MEANING  OF  RULE  3c-5  UNDER  THE  INVESTMENT 
COMPANY  ACT)  OR  A  COMPANY  EACH  OF  WHOSE  BENEFICIAL  OWNERS  IS  A  QUALIFIED 
PURCHASER  OR  A  KNOWLEDGEABLE  EMPLOYEE  (COLLECTIVELY,  A  "QUALIFIED 
PURCHASER")  TAKING  DELIVERY  OF  THIS  NOTE  (OR  INTEREST  HEREIN)  IN  THE  FORM 
OF  A  RESTRICTED  NOTE,  (B)  SUCH  TRANSFER  WOULD  HAVE  THE  EFFECT  OF 
REQUIRING  EITHER  OF  THE  ISSUERS  TO  REGISTER  AS  AN  INVESTMENT  COMPANY 
UNDER  THE  INVESTMENT  COMPANY  ACT  OR  (C)  SUCH  TRANSFER  WOULD  BE  MADE  TO 
A  TRANSFEREE  WHO  IS  A  U.S.  RESIDENT  THAT  IS  A  FLOW-THROUGH  INVESTMENT 
VEHICLE  OTHER  THAN  A  QUALIFYING  INVESTMENT  VEHICLE  (EACH  AS  DEFINED  IN  THE 
INDENTURE)  WHICH  TAKES  DELIVERY  OF  THIS  NOTE  (OR  INTEREST  HEREIN)  IN  THE 
FORM  OF  A  RESTRICTED  NOTE. 

IN  ADDITION,  NO  TRANSFER  OF  THIS  NOTE  (OR  ANY  INTEREST  HEREIN)  MAY  BE  MADE 
(AND  NEITHER  THE  TRUSTEE  NOR  THE  NOTE  REGISTRAR  WILL  RECOGNIZE  ANY  SUCH 
TRANSFER)  IF  SUCH  TRANSFER  WOULD  BE  MADE  TO  A  TRANSFEREE  THAT  IS  (A)  A 
DEALER  DESCRIBED  IN  PARAGRAPH  (a)(1)(H)  OF  RULE  144A  WHICH  OWNS  AND  INVESTS 
ON  A  DISCRETIONARY  BASIS  LESS  THAN  U.S.$25,000,000  IN  SECURITIES  OF  ISSUERS 
THAT  ARE  NOT  AFFILIATED  PERSONS  OF  THE  DEALER  OR  (B)  A  PLAN  REFERRED  TO  IN 
PARAGRAPH  (a)(1)(i)(D)  OR  (a)(1)(i)(E)  OF  RULE  144A  OR  A  TRUST  FUND  REFERRED  TO 
IN  PARAGRAPH  (a)(1)(i)(F)  OF  RULE  144A  THAT  HOLDS  THE  ASSETS  OF  SUCH  A  PLAN, 
UNLESS  INVESTMENT  DECISIONS  WITH  RESPECT  TO  THE  PLAN  ARE  MADE  SOLELY  BY 
THE  FIDUCIARY,  TRUSTEE  OR  SPONSOR  OF  SUCH  PLAN. 

EACH  ORIGINAL  PURCHASER  AND  TRANSFEREE  WILL  BE  DEEMED  TO  REPRESENT  AND 
WARRANT  THAT  EITHER  (A)  IT  IS  NOT  A  PLAN,  A  GOVERNMENTAL  OR  CHURCH  PLAN 
WHICH  IS  SUBJECT  TO  ANY  FEDERAL,  STATE  OR  LOCAL  LAW  THAT  IS  SIMILAR  TO  THE 
PROHIBITED  TRANSACTION  PROVISIONS  OF  SECTION  406  OF  ERISA  OR  SECTION  4975 
OF  THE  CODE,  OR  AN  ENTITY  WHICH  IS  DEEMED  TO  HOLD  THE  ASSETS  OF  ANY  SUCH 
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PLAN  PURSUANT  TO  29  C.F.R.  SECTION  2510.3-101,  AS  MODIFIED  BY  SECTION  3(42)  OF 
ERISA,  OR  OTHERWISE  OR  (B)  ITS  PURCHASE  AND  OWNERSHIP  OF  SUCH  NOTE  WILL 
NOT  RESULT  IN  A  NON-EXEMPT  PROHIBITED  TRANSACTION  UNDER  SECTION  406  OF 
ERISA  OR  SECTION  4975  OF  THE  CODE  (OR,  IN  THE  CASE  OF  A  GOVERNMENTAL  OR 
CHURCH  PLAN,  A  NON-EXEMPT  VIOLATION  OF  ANY  SUCH  SIMILAR  U.S.  FEDERAL, 
STATE  OR  LOCAL  LAW). 

EACH  PURCHASER  OF  THIS  NOTE  WILL  BE  DEEMED  TO  HAVE  MADE  THE  APPLICABLE 
REPRESENTATIONS  AND  AGREEMENTS  SET  FORTH  IN  THIS  LEGEND. 

THIS  NOTE  OR  ANY  BENEFICIAL  INTEREST  HEREIN  MAY  BE  TRANSFERRED  TO  A 
PERSON  WHO  TAKES  DELIVERY  IN  THE  FORM  OF  AN  INTEREST  IN  A  REGULATION  S 
NOTE  OR  (IN  CERTAIN  LIMITED  CIRCUMSTANCES)  A  DEFINITIVE  NOTE  ONLY  (IN  THE 
CASE  OF  AN  INTEREST  IN  A  REGULATION  S  GLOBAL  NOTE)  IN  ACCORDANCE  WITH 
APPLICABLE  PROCEDURES  (AS  DEFINED  IN  THE  INDENTURE)  AND  (IN  THE  CASE  OF  A 
DEFINITIVE  NOTE)  UPON  RECEIPT  BY  THE  NOTE  REGISTRAR  OF  A  TRANSFER 
CERTIFICATE  BY  THE  TRANSFEROR  AND  THE  TRANSFEREE  SUBSTANTIALLY  IN  THE 
FORM  SPECIFIED  IN  THE  INDENTURE. 

THIS  NOTE  (OR  AN  INTEREST  HEREIN)  MAY  NOT  BE  TRANSFERRED  UNLESS,  AFTER 
GIVING  EFFECT  TO  THE  TRANSFER,  THE  TRANSFEREE  IS  HOLDING  A  NOTE  WITH  AN 
ORIGINAL  PRINCIPAL.  AMOUNT  WHICH  IS  EQUAL  TO  U.S.$500,000  OR  INTEGRAL 
MULTIPLES  OF  U.S.$1,000  IN  EXCESS  THEREOF. 

TO  THE  EXTENT  APPLICABLE  TO  THE  ISSUERS,  THE  ISSUERS  MAY  IMPOSE  ADDITIONAL 
TRANSFER  RESTRICTIONS  TO  COMPLY  WITH  THE  USA  PATRIOT  ACT  OR  OTHER 
SIMILAR  LAWS  AND  REGULATIONS,  AND  EACH  BENEFICIAL  OWNER  OF  A  NOTE  AGREES 
TO  COMPLY  WITH  SUCH  TRANSFER  RESTRICTIONS. 

THE  PURCHASER  OF  THIS  NOTE  OR  ANY  BENEFICIAL  INTEREST  HEREIN  WILL  BE 
DEEMED  TO  UNDERSTAND  AND  AGREE  THAT  IF  ANY  PURPORTED  TRANSFER  OF  THIS 
NOTE  OR  ANY  BENEFICIAL  INTEREST  HEREIN  TO  A  PURCHASER  DOES  NOT  COMPLY 
WITH  THE  REQUIREMENTS  SET  FORTH  IN  THIS  NOTE  OR  THE  INDENTURE,  THEN  THE 
PURPORTED  TRANSFEROR  OF  THIS  NOTE  OR  BENEFICIAL  INTEREST  HEREIN  SHALL  BE 
REQUIRED  TO  CAUSE  THE  PURPORTED  TRANSFEREE  TO  SURRENDER  THE 
TRANSFERRED  NOTE  OR  ANY  BENEFICIAL  INTEREST  THEREIN  IN  RETURN  FOR  A 
REFUND  OF  THE  CONSIDERATION  PAID  THEREFOR  BY  SUCH  TRANSFEREE  (TOGETHER 
WITH  INTEREST  THEREON)  OR  TO  CAUSE  THE  PURPORTED  TRANSFEREE  TO  DISPOSE 
OF  SUCH  NOTE  OR  BENEFICIAL  INTEREST  PROMPTLY  IN  ONE  OR  MORE  OPEN  MARKET 
SALES  TO  ONE  OR  MORE  PERSONS  EACH  OF  WHOM  SATISFIES  THE  REQUIREMENTS 
OF  THE  REPRESENTATIONS,  WARRANTIES  AND  COVENANTS  SET  FORTH  IN  THIS 
LEGEND,  AND  SUCH  PURPORTED  TRANSFEROR  SHALL  TAKE,  AND  SHALL  CAUSE  SUCH 
TRANSFEREE  TO  TAKE,  ALL  FURTHER  ACTION  NECESSARY  OR  DESIRABLE,  IN  THE 
JUDGMENT  OF  THE  ISSUER,  TO  ENSURE  THAT  SUCH  NOTE  OR  ANY  BENEFICIAL 
INTEREST  THEREIN  IS  HELD  BY  PERSONS  IN  COMPLIANCE  THEREWITH.  ANY 
TRANSFER  IN  VIOLATION  OF  THE  FOREGOING  PROVISIONS  OF  THIS  NOTE  OR  THE 
INDENTURE  WILL  BE  OF  NO  FORCE  AND  EFFECT,  WILL  BE  VOID  AB  INITIO,  AND  WILL 
NOT  OPERATE  TO  TRANSFER  ANY  RIGHTS  TO  THE  TRANSFEREE,  NOTWITHSTANDING 
ANY  INSTRUCTIONS  TO  THE  CONTRARY  TO  THE  ISSUERS,  THE  TRUSTEE  OR  ANY 
INTERMEDIARY. 
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IF,  NOTWITHSTANDING  THE  RESTRICTIONS  SET  FORTH  IN  THIS  NOTE  OR  THE 
INDENTURE,  EITHER  OF  THE  ISSUERS  DETERMINES  THAT  ANY  HOLDER  OF  THIS 
RESTRICTED  NOTE  OR  AN  INTEREST  HEREIN  (I)  IS  A  U.S.  PERSON  AND  (II)  IS  NOT  BOTH 
A  QUALIFIED  INSTITUTIONAL  BUYER  (OR,  IN  RESPECT  OF  CERTAIN  ORIGINAL 
PURCHASERS,  AN  INSTITUTIONAL  ACCREDITED  INVESTOR)  AND  A  QUALIFIED 
PURCHASER,  THE  ISSUERS  SHALL  REQUIRE,  BY  NOTICE  TO  SUCH  HOLDER,  AS  THE 
CASE  MAY  BE,  THAT  SUCH  HOLDER  SELL  ALL  OF  ITS  RIGHT,  TITLE  AND  INTEREST  TO 
THIS  NOTE  (OR  INTEREST  HEREIN)  TO  A  PERSON  THAT  IS  (1)  A  NON-U.S.  PERSON  IN  A 
TRANSFER  FOR  AN  INTEREST  IN  A  REGULATION  S  NOTE  OR  (2)  A  QUALIFIED 
INSTITUTIONAL  BUYER  AND  A  QUALIFIED  PURCHASER,  WITH  SUCH  SALE  TO  BE 
EFFECTED  WITHIN  30  DAYS  AFTER  NOTICE  OF  SUCH  SALE  REQUIREMENT  IS  GIVEN.  IF 
SUCH  HOLDER  FAILS  TO  EFFECT  THE  TRANSFER  REQUIRED  WITHIN  SUCH  30-DAY 
PERIOD,  (X)  UPON  WRITTEN  DIRECTION  FROM  THE  COLLATERAL  MANAGER  OR  THE 
ISSUER,  THE  TRUSTEE  SHALL,  AND  IS  HEREBY  IRREVOCABLY  AUTHORIZED  BY  SUCH 
HOLDER  TO,  CAUSE  ITS  INTEREST  IN  THIS  NOTE  TO  BE  TRANSFERRED  IN  A 
COMMERCIALLY  REASONABLE  SALE  (CONDUCTED  BY  AN  INVESTMENT  BANK 
SELECTED  BY  THE  TRUSTEE  WITH  THE  CONSENT  OF  THE  COLLATERAL  MANAGER  IN 
ACCORDANCE  WITH  SECTION  9-61 0(b)  OF  THE  UCC  AS  APPLIED  TO  SECURITIES  THAT 
ARE  SOLD  ON  A  RECOGNIZED  MARKET  OR  THAT  MAY  DECLINE  SPEEDILY  IN  VALUE)  TO 
A  PERSON  THAT  CERTIFIES  TO  THE  TRUSTEE,  THE  ISSUERS  AND  THE  COLLATERAL 
MANAGER,  IN  CONNECTION  WITH  SUCH  TRANSFER,  THAT  SUCH  PERSON  IS  (1)  A  NON- 
U.S.  PERSON  IN  A  TRANSFER  FOR  AN  INTEREST  IN  A  REGULATION  S  NOTE  OR  (2)  BOTH 
A  QUALIFIED  INSTITUTIONAL  BUYER  AND  A  QUALIFIED  PURCHASER,  AND  (Y)  PENDING 
SUCH  TRANSFER,  NO  FURTHER  PAYMENTS  WILL  BE  MADE  IN  RESPECT  OF  THE 
INTEREST  IN  THIS  NOTE,  AND  THE  INTEREST  IN  THIS  NOTE  SHALL  NOT  BE  DEEMED  TO 
BE  OUTSTANDING  FOR  THE  PURPOSE  OF  ANY  VOTE  OR  CONSENT  OF  THE 
NOTEHOLDERS. 

Investor  Representations  on  Resale.  Except  as  provided  in  the  remainder  of  this  paragraph, 
each  transferee  of  a  Note  will  be  required  to  deliver  to  the  Issuers,  the  Trustee  and  the  Note  Registrar  a 
duly  executed  transferee  certificate  in  the  form  of  the  relevant  exhibit  attached  to  the  Indenture  and  such 
other  certificates  and  other  information  as  the  Issuer,  the  Co-Issuer,  the  Trustee  or  the  Note  Registrar 
may  reasonably  require  to  confirm  that  the  proposed  transfer  complies  with  the  transfer  restrictions 
contained  in  this  Offering  Circular.  An  owner  of  a  beneficial  interest  in  a  Regulation  S  Global  Note  may 
transfer  such  interest  in  the  form  of  a  beneficial  interest  in  such  Regulation  S  Global  Note  without  the 
provision  of  written  certification,  provided  that  such  transfer  is  not  made  to  a  U.S.  Person  or  for  the 
account  or  benefit  of  a  U.S.  Person  and  is  effected,  prior  to  the  expiration  of  the  Distribution  Compliance 
Period,  through  Euroclear  or  Clearstream  or,  after  the  expiration  of  the  Distribution  Compliance  Period, 
through  a  clearing  system  other  than  Euroclear  or  Clearstream,  in  an  offshore  transaction  as  required  by 
Regulation  S  and  only  in  accordance  with  the  Applicable  Procedures.  An  owner  of  a  beneficial  interest  in 
a  Restricted  Global  Note  may  transfer  such  interest  in  the  form  of  a  beneficial  interest  in  such  Restricted 
Global  Note  without  the  provision  of  written  certification  if  the  Transferee  is  a  Qualified  Institutional  Buyer 
that  is  also  a  Qualified  Purchaser. 

Pursuant  to  such  transferee  certificate,  (a)  the  transferee  will  acknowledge,  represent  to  and 
agree  with  the  Issuers,  the  Trustee  and  the  Note  Registrar  as  to  the  matters  set  forth  in  each  of 
paragraphs  (1)  through  (18)  above  (other  than  paragraphs  (5),  (6)  and  (8)  above)  as  if  each  reference 
therein  to  "the  purchaser"  were  instead  a  reference  to  the  transferee  and  (b)  further  represents  to  and 
agrees  with  the  Issuers,  the  Trustee  and  the  Note  Registrar  as  follows: 
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(1)  In  the  case  of  a  transferee  who  takes  delivery  of  Restricted  Notes,  it  (a)  is  a  U.S.  Person 
that  is  both  (i)  a  Qualified  Institutional  Buyer  and  (ii)  a  Qualified  Purchaser;  <b)  it  will 
provide  written  notice  of  the  foregoing,  and  of  any  applicable  restrictions  on  transfer,  to 
any  transferee;  (c)  is  aware  that  the  sale  to  it  is  being  made  in  reliance  on  Rule  144A; 
and  (d)  is  acquiring  such  Notes  for  its  own  account.  In  the  case  of  a  transferee  who 
takes  delivery  of  Regulation  S  Notes,  it  (u)  is  a  non-U.S.  Person  acquiring  such  Notes  in 
an  offshore  transaction  in  accordance  with  Rule  904  of  Regulation  S,  (v)  is  acquiring  such 
Notes  for  its  own  account,  (w)  is  not  acquiring,  and  has  not  entered  into  any  discussions 
regarding  its  acquisition  of,  such  Notes  while  it  is  in  the  United  States  or  any  of  its 
territories  or  possessions,  (x)  understands  that  such  Notes  are  being  sold  without 
registration  under  the  Securities  Act  by  reason  of  an  exemption  that  depends,  in  part,  on 
the  accuracy  of  these  representations,  (y)  understands  that  such  Notes  may  not,  absent 
an  applicable  exemption,  be  transferred  without  registration  and/or  qualification  under  the 
Securities  Act  and  applicable  state  securities  laws  and  the  laws  of  any  other  applicable 
jurisdiction,  and  (z)  understands  that  prior  to  the  end  of  the  Distribution  Compliance 
Period,  interests  in  a  Regulation  S  Global  Note  may  only  be  held  through  Euroclear  or 
Clearstream. 

(2)  It  acknowledges  that  the  foregoing  acknowledgements,  representations  and  agreements 
will  be  relied  upon  by  the  Issuers,  the  Trustee  and  the  Note  Registrar  for  the  purpose  of 
determining  its  eligibility  to  purchase  Notes.  It  agrees  to  provide,  if  requested,  any 
additional  information  that  may  be  required  to  substantiate  its  status  as  a  Qualified 
Institutional  Buyer  or  under  the  exception  provided  pursuant  to  Section  3(c)(7)  of  the 
Investment  Company  Act,  to  determine  compliance  with  ERISA  and/or  Section  4975  of 
the  Code  or  to  otherwise  determine  its  eligibility  to  purchase  Notes. 

Transfer  Restrictions  Applicable  to  the  Preference  Shares 

Investor  Representations  on  Original  Purchase.    The  Original  Purchaser  of  Preference  Shares 
will  be  required  to  acknowledge,  represent  to  and  agree  with  the  Issuer  as  follows: 

(1)  No  Governmental  Approval.  The  purchaser  understands  that  the  Preference  Shares 
have  not  been  approved  or  disapproved  by  the  SEC  or  any  other  governmental  authority 
or  agency  of  any  jurisdiction,  nor  has  the  SEC  or  any  other  governmental  authority  or 
agency  passed  upon  the  accuracy  or  adequacy  of  this  Offering  Circular.  Any 
representation  to  the  contrary  is  a  criminal  offense. 

(2)  Certification  Upon  Transfer.  If  required  by  the  Preference  Share  Paying  Agency 
Agreement,  the  purchaser  will,  prior  to  any  sale,  pledge  or  other  transfer  by  it  of  any 
Preference  Shares  (or  any  interest  therein),  obtain  from  the  transferee  and  deliver  to  the 
Issuer  and  the  Preference  Share  Registrar  a  duly  executed  transferee  certificate 
addressed  to  each  of  the  Administrator  or  the  Issuer  in  the  form  of  the  relevant  exhibit 
attached  to  the  Preference  Share  Paying  Agency  Agreement  and  such  other  certificates 
and  other  information  as  the  Issuer  or  the  Preference  Share  Registrar  may  reasonably 
require  to  confirm  that  the  proposed  transfer  substantially  complies  with  the  transfer 
restrictions  contained  in  this  Offering  Circular  and  the  Preference  Share  Paving  Agency 
Agreement. 

(3)  Minimum  Lots  and  Original  Capital  Contributions;  Form  of  Preference  Shares.  The 
purchaser  agrees  that  no  Preference  Shares  (or  any  interest  therein)  may  be  sold, 
pledged  or  otherwise  transferred  unless  such  transfer  is  done  in  minimum  lots  of  200 
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shares.  In  addition,  the  purchaser  understands  that  Rule  144A  Preference  Shares  will  be 
issued  in  fully  registered,  definitive  form  and  will  be  transferable  only  by  delivery  of  the 
certificates  representing  such  Preference  Shares. 

(4)  Securities  Law  Limitations  on  Resale.  The  purchaser  understands  that  the  Preference 
Shares  have  not  been  registered  under  the  Securities  Act  and,  therefore,  cannot  be 
offered  or  sold  in  the  United  States  or  to  U.S.  Persons  (as  defined  in  Rule  902(k) 
promulgated  under  the  Securities  Act)  unless  they  are  registered  under  the  Securities  Act 
or  unless  an  exemption  from  registration  is  available.  Accordingly,  the  certificates 
representing  the  Preference  Shares  will  bear  a  legend  stating  that  such  Preference 
Shares  have  not  been  registered  under  the  Securities  Act  and  setting  forth  certain  of  the 
restrictions  on  transfer  of  the  Preference  Shares  described  herein.  The  purchaser 
understands  that  the  Issuer  has  no  obligation  to  register  any  of  the  Preference  Shares 
under  the  Securities  Act  or  to  comply  with  the  requirements  for  any  exemption  from  the 
registration  requirements  of  the  Securities  Act  (other  than  to  supply  information  specified 
in  Rule  144A(d)(4)  of  the  Securities  Act  as  required  by  the  Preference  Share  Paving 
Agency  Agreement). 

(5)  Qualified  Institutional  Buyer,  Institutional  Accredited  Investor  or  Non-U.S.  Person  Status; 
Investment  Intent.  In  the  case  of  a  purchaser  who  takes  delivery  of  Rule  144A 
Preference  Shares,  it  is  (a)  a  Qualified  Institutional  Buyer  or,  in  respect  of  certain  Original 
Purchasers,  an  Institutional  Accredited  Investor,  and  (b)  is  acquiring  the  Preference 
Shares  for  its  own  account  for  investment  purposes  and  not  with  a  view  to  the  distribution 
thereof  (except  in  accordance  with  Rule  144A).  In  the  case  of  a  purchaser  who  takes 
delivery  of  Regulation  S  Global  Preference  Shares,  (a)  it  is  not  a  U.S.  Person  (as  defined 
in  Rule  902(k)  under  the  Securities  Act),  (b)  it  is  purchasing  such  Preference  Shares  for 
its  own  account  and  not  for  the  account  or  benefit  of  a  U.S.  Person  and  (c)  it  understands 
that  prior  to  the  end  of  the  Distribution  Compliance  Period,  interests  in  a  Regulation  S 
Global  Preference  Share  may  only  be  held  through  Euroclear  or  Clearstream. 

(6)  Purchaser  SophisVcation;  Non-Reliance;  Suitability;  Access  to  Information.  The 
purchaser  (a)  has  such  knowledge  and  experience  in  financial  and  business  matters  that 
the  purchaser  is  capable  of  evaluating  the  merits  and  risks  (including  for  tax,  legal, 
regulatory,  accounting  and  other  financial  purposes)  of  its  prospective  investment  in 
Preference  Shares,  (b)  is  financially  able  to  bear  such  risk,  (c)  in  making  such  investment 
is  not  relying  on  the  advice  or  recommendations  of  the  Issuer,  the  Collateral  Manager  or 
any  of  their  respective  affiliates  (or  any  representative  of  any  of  the  foregoing)  and  (d) 
has  determined  that  an  investment  in  Preference  Shares  is  suitable  and  appropriate  for  it. 
The  purchaser  has  received,  and  has  had  an  adequate  opportunity  to  review  the  contents 
of,  this  Offering  Circular.  The  purchaser  has  had  access  to  such  financial  and  other 
information  concerning  the  Issuer,  the  Preference  Shares  as  it  has  deemed  necessary  to 
make  its  own  independent  decision  to  purchase  Preference  Shares,  including  the 
opportunity,  at  a  reasonable  time  prior  to  its  purchase  of  Preference  Shares,  to  ask 
questions  and  receive  answers  concerning  the  Issuer  and  the  terms  and  conditions  of  the 
offering  of  the  Preference  Shares. 

(7)  Certain  Resale  Limitations;  Rule  144A.  No  Preference  Shares  (or  any  interest  therein) 
may  be  offered,  sold,  pledged  or  otherwise  transferred  to  (a)  a  transferee  acquiring  Rule 
144A  Preference  Shares  except  (a)(i)  to  a  transferee  whom  the  seller  reasonably 
believes  is  a  Qualified  Institutional  Buyer,  purchasing  for  its  own  account,  to  whom  notice 
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is  given  that  the  resale,  pledge  or  other  transfer  is  being  made  in  reliance  on  the 
exemption  from  the  registration  requirements  of  the  Securities  Act  provided  by  Rule 
144A,  (ii)  to  a  transferee  that  is  a  Qualified  Purchaser,  (iii)  to  a  transferee  that  is  not  a 
Flow-Through  Investment  Vehicle  (other  than  a  Qualifying  Investment  Vehicle),  (iv)  if 
such  transfer  is  made  in  compliance  with  the  certification  (if  any)  and  other  requirements 
set  forth  in  the  Issuer  Charter  and  (v)  if  such  transfer  is  made  in  accordance  with  any 
applicable  securities  laws  of  any  state  of  the  United  States  and  any  other  relevant 
jurisdiction  or  (b)  a  transferee  acquiring  an  interest  in  a  Regulation  S  Global  Preference 
Share  except  (i)  to  a  transferee  that  is  a  non-U.S.  Person  acquiring  such  interest  in  an 
offshore  transaction  (within  the  meaning  of  Regulation  S)  in  accordance  with  Rule  904  of 
Regulation  S,  (ii)  to  a  transferee  (other  than  any  transferee  who  acquires  an  interest  in  a 
Regulation  S  Global  Preference  Share  after  the  end  of  the  Distribution  Compliance 
Period  in  an  offshore  transaction  in  accordance  with  Rule  904  of  Regulation  S)  that  is  not 
a  U.S.  resident  (within  the  meaning  of  the  Investment  Company  Act)  unless  such 
transferee  is  a  Qualified  Purchaser,  (iii)  to  a  transferee  (other  than  any  transferee  who 
acquires  an  interest  in  a  Regulation  S  Global  Preference  Share  after  the  end  of  the 
Distribution  Compliance  Period  in  an  offshore  transaction  in  accordance  with  Rule  904  of 
Regulation  S)  that  is  not  a  U.S.  resident  (within  the  meaning  of  the  Investment  Company 
Act)  or  a  transferee  that  is  not  a  Flow-Through  Investment  Vehicle  (other  than  a 
Qualifying  Investment  Vehicle),  (iv)  if  such  transfer  is  made  in  compliance  with  the  other 
requirements  set  forth  in  the  Issuer  Charter  and  (v)  if  such  transfer  is  made  in  accordance 
with  any  applicable  securities  laws  of  any  state  of  the  United  States  and  any  other 
relevant  jurisdiction. 

(8)  Limited  Liquidity.  The  purchaser  understands  that  there  is  no  market  for  Preference 
Shares  and  that  no  assurance  can  be  given  as  to  the  liquidity  of  any  trading  market  for 
Preference  Shares  and  that  it  is  unlikely  that  a  trading  market  for  any  of  the  Preference 
Shares  will  develop.  Accordingly,  the  purchaser  must  be  prepared  to  hold  Preference 
Shares  for  an  indefinite  period  of  time  or  until  their  maturity. 

(9)  Investment  Company  Act.  The  purchaser  either  (a)  is  not  a  U.S.  resident  (within  the 
meaning  of  the  Investment  Company  Act)  or  (b)  is  a  Qualified  Purchaser.  The  purchaser 
agrees  that  no  sale,  pledge  or  other  transfer  of  Preference  Shares  (or  any  interest 
therein)  may  be  made  (a)  unless  such  transfer  is  made  to  a  transferee  who,  if  a  U.S. 
resident  (within  the  meaning  of  the  Investment  Company  Act),  is  a  Qualified  Purchaser  or 
(b)  if  such  transfer  would  have  the  effect  of  requiring  the  Issuer  or  the  Collateral  to 
register  as  an  investment  company  under  the  Investment  Company  Act.  If  the  purchaser 
is  a  U.S.  resident  that  is  an  entity  that  would  be  an  investment  company  but  for  the 
exception  provided  for  in  Section  3(c)(1)  or  Section  3(c)(7)  of  the  Investment  Company 
Act  (any  such  entity,  an  "excepted  investment  company"):  (x)  all  of  the  beneficial  owners 
of  outstanding  securities  (other  than  short-term  paper)  of  such  entity  (such  beneficial 
owners  determined  in  accordance  with  Section  3(c)(1)(A)  of  the  Investment  Company 
Act)  that  acquired  such  securities  on  or  before  April  30, 1996  ("pre-amendment  beneficial 
owners");  and  (y)  all  pre-amendment  beneficial  owners  of  the  outstanding  securities 
(other  than  short-term  paper)  of  any  excepted  investment  company  that,  directly  or 
indirectly,  owns  any  outstanding  securities  of  such  entity,  have  consented  to  such  entity's 
treatment  as  a  Qualified  Purchaser  in  accordance  with  the  Investment  Company  Act. 

(10)  Certifications  Related  to  Tax  Withholding.  The  purchaser  understands  that  the  Issuer 
may  require  certification  acceptable  to  it  (a)  to  permit  the  Issuer  to  make  payments  to  it 
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without,  or  at  a  reduced  rate  of,  withholding  or  (b)  to  enable  the  Issuer  to  qualify  for  a 
reduced  rate  of  withholding  in  any  jurisdiction  from  or  through  which  the  Issuer  receives 
payments  on  its  assets.  The  purchaser  agrees  to  provide  any  such  certification  that  is 
requested  by  the  Issuer. 

(11)  Tax  Treatment.  The  purchaser  agrees  by  acquisition  of  Preference  Shares  that  it 
acknowledges  that  the  Issuer  will  be  treated  as  a  corporation  and  that  the  Preference 
Shares  will  be  treated  as  equity  in  the  Issuer,  and  agrees  to  take  no  action  inconsistent 
with  such  treatment,  unless  required  by  law. 

(12)  ERISA.  No  Preference  Share  may  be  purchased  or  transferred  to,  on  behalf  of  or  using 
the  assets  of  (i)  an  employee  benefit  plan  subject  to  Title  I  of  ERISA  or  a  plan  subject  to 
Section  4975  of  the  U.S.  Internal  Revenue  Code  of  1986,  as  amended  (the  "Code") 
(each  such  plan,  an  "ERISA  Plan");  (ii)  a  collective  investment  fund,  separate  account  or 
other  entity  whose  underlying  assets  are  treated  as  "Plan  Assets"  of  an  ERISA  Plan 
under  U.S.  Department  of  Labor  Regulation  Section  2510.3-101  (a  "Benefit  Plan 
Investor");  (iii)  a  person  acting  on  behalf  of  an  ERISA  Plan  or;  or  (iv)  unless  none  of  its 
assets  could  be  deemed  to  include  "Plan  Assets"  subject  to  Title  I  of  ERISA  or  Section 
4975  of  the  Code,  any  other  Benefit  Plan  Investor. 

(13)  Limitations  on  Flow-Through  Status.  The  purchaser  represents  that,  unless  the 
purchaser  is  a  Qualifying  Investment  Vehicle,  (a)  if  the  purchaser  would  be  an  investment 
company  but  for  the  exception  in  Section  3(c)(1)  or  Section  3(c)(7)  of  the  Investment 
Company  Act,  the  amount  of  the  purchaser's  investment  in  the  Preference  Shares  does 
not  exceed  40%  of  the  total  assets  (determined  on  a  consolidated  basis  with  its 
subsidiaries)  of  the  purchaser;  (b)  no  person  owning  any  equity  or  similar  interest  in  the 
purchaser  has  the  ability  to  control  any  investment  decision  of  the  purchaser  or  to 
determine,  on  an  investment-by-investment  basis,  the  amount  of  such  person's 
contribution  to  any  investment  made  by  the  purchaser;  (c)  the  purchaser  was  not 
organized  or  reorganized  for  the  specific  purpose  of  acquiring  Preference  Shares;  and  (d) 
no  additional  capital  or  similar  contributions  were  specifically  solicited  from  any  person 
owning  an  equity  or  similar  interest  in  the  purchaser  for  the  purpose  of  enabling  the 
purchaser  to  purchase  Preference  Shares  (any  such  entity  in  (a),  (b),  (c)  or  (d)  above 
being  herein  referred  to  as  a  "Flow-Through  Investment  Vehicle").  For  this  purpose,  a 
"Qualifying  Investment  Vehicle"  is  an  entity  as  to  which  all  of  the  beneficial  owners  of  any 
securities  issued  by  such  entity  have  made,  and  as  to  which  (in  accordance  with  the 
document  pursuant  to  which  such  entity  was  organized  or  the  agreement  or  other 
document  governing  such  securities)  each  such  beneficial  owner  must  require  any 
transferee  of  any  such  security  to  make,  to  the  Issuer  and  the  Preference  Share  Registrar 
each  of  the  representations  set  forth  herein  and  in  the  Preference  Share  Paying  Agency 
Agreement  required  to  be  made  upon  transfer  of  any  Preference  Shares.  If  the 
purchaser  is  a  Flow-Through  Investment  Vehicle,  the  purchaser  represents  and  warrants 
that  either  (a)  none  of  the  beneficial  owners  of  its  securities  are  U.S.  residents  (within  the 
meaning  of  the  Investment  Company  Act)  or  (b)  some  or  all  of  the  beneficial  owners  of  its 
securities  are  U.S.  residents  (within  the  meaning  of  the  Investment  Company  Act)  and 
each  such  beneficial  owner  has  certified  to  the  purchaser  that  it  is  a  Qualified  Purchaser. 
If  the  purchaser  is  a  Flow-Through  Investment  Vehicle,  the  purchaser  also  represents 
and  warrants  that  it  has  only  one  class  of  securities  outstanding  (other  than  any  nominal 
share  capital  the  distributions  in  respect  of  which  are  not  correlated  to  or  dependent  upon 
distributions  on,  or  the  performance  of,  the  Preference  Shares). 
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(14)  Limitation  on  Sales  of  Preference  Shares  to  Reg  Y  Institutions.  No  Reg  Y  Institution  may 
transfer  any  Preference  Shares  held  by  it  to  any  person  other  than  (a)  a  person  or  group 
of  persons  under  common  control  that  controls  the  Issuer  without  reference  to  any 
Preference  Shares  transferred  to  such  person  or  group  by  such  Reg  Y  Institution  (a 
"Controlling  Party"),  (b)  a  person  or  persons  designated  by  a  Controlling  Party,  (c)  in  a 
widespread  public  distribution  as  part  of  a  public  offering,  (d)  in  amounts  such  that,  after 
giving  effect  thereto,  no  single  transferee  and  its  affiliates  will  hold  more  than  2%  of  the 
aggregate  number  of  Preference  Shares  (including  all  options,  warrants  and  similar  rights 
exercisable  or  convertible  into  Preference  Shares)  or  (e)  as  otherwise  permitted  by 
applicable  U.S.  Federal  banking  law  and  regulations. 

(15)  Certain  Transfers  Void.  In  the  case  of  a  purchaser  who  takes  delivery  of  Preference 
Shares  in  the  form  of  a  Rule  144A  Preference  Share,  the  purchaser  agrees  that  (a)  any 
sale,  pledge  or  other  transfer  of  a  Preference  Share  (or  any  interest  therein)  made  in 
violation  of  the  transfer  restrictions  contained  in  Preference  Share  Agency  Agreement 
and  described  herein,  or  made  based  upon  any  false  or  inaccurate  representation  made 
by  the  purchaser  or  a  transferee  to  the  Issuer,  the  Co-Issuer,  the  Trustee  or  the  Note 
Registrar  will  be  void  and  of  no  force  or  effect  and  (b)  none  of  the  Issuer,  the  Co-Issuer, 
the  Trustee  and  the  Note  Registrar  has  any  obligation  to  recognize  any  sale,  pledge  or 
other  transfer  of  a  Preference  Share  (or  any  interest  therein)  made  in  violation  of  any 
such  transfer  restriction  or  made  based  upon  any  such  false  or  inaccurate  representation. 

The  Preference  Share  Agency  Agreement  provides  that  if,  notwithstanding  the 
restrictions  on  transfer  contained  therein,  either  of  the  Issuers  determines  that  any 
beneficial  owner  of  a  Rule  144A  Preference  Share  (or  any  interest  therein)  (a)  is  a  U.S. 
Person  and  (b)  is  not  both  a  Qualified  Institutional  Buyer  (or,  in  respect  of  certain  Original 
Purchasers,  an  Institutional  Accredited  Investor)  and  a  Qualified  Purchaser,  then  either  of 
the  Issuers  may  require,  by  notice  to  such  beneficial  owner,  that  such  beneficial  owner 
sell  all  of  its  right,  title  and  interest  to  such  Rule  144A  Preference  Share  (or  interest 
therein)  to  a  person  that  is  (i)  a  non-U.S.  Person  in  a  transfer  for  ah  interest  in  a 
Regulation  S  Global  Preference  Share,  or  (ii)  both  a  Qualified  Institutional  Buyer  and  a 
Qualified  Purchaser,  with  such  sale  to  be  effected  within  30  days  after  notice  of  such  sale 
requirement  is  given.  If  such  beneficial  owner  fails  to  effect  the  transfer  required  within 
such  30-day  period,  (y)  upon  direction  from  the  Collateral  Manager  or  the  Issuer,  the 
Trustee,  on  behalf  of  and  at  the  expense  of  the  Issuer,  shall  cause  such  beneficial 
owner's  interest  in  such  Preference  Share  to  be  transferred  in  a  commercially  reasonable 
sale  (conducted  by  an  investment  bank  selected  by  the  Trustee  with  the  consent  of  the 
Collateral  Manager  in  accordance  with  Section  9-61 0(b)  of  the  Uniform  Commercial  Code 
as  in  effect  in  the  State  of  New  York  as  applied  to  securities  that  are  sold  on  a  recognized 
market  or  that  may  decline  speedily  in  value)  to  a  person  to  whom  such  Preference 
Share  (or  interest  therein)  may  be  transferred  in  accordance  with  the  transfer  restrictions 
set  forth  in  the  Preference  Share  Agency  Agreement  and  (z)  pending  such  transfer,  no 
further  payments  will  be  made  in  respect  of  such  Preference  Share  held  by  such 
beneficial  owner. 

(16)  Reliance  on  Representations,  etc.  The  purchaser  acknowledges  that  the  Issuer  and  the 
Trustee  will  rely  upon  the  truth  and  accuracy  of  the  foregoing  acknowledgments, 
representations  and  agreements  and  agrees  that,  if  any  of  the  acknowledgments, 
representations  or  warranties  made  or  deemed  to  have  been  made  by  it  in  connection 
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with  its  purchase  of  Preference  Shares  are  no  longer  accurate,  the  purchaser  will 
promptly  notify  the  Issuer  and  the  Trustee. 

(1 7)  Cayman  Islands.  The  purchaser  is  not  a  member  of  the  public  in  the  Cayman  Islands. 

(18)  USA  PATRIOT  Act.  To  the  extent  applicable  to  the  Issuer,  the  Issuer  may  impose 
additional  transfer  restrictions  to  comply  with  the  USA  PATRIOT  Act  and  other  similar 
laws  or  regulations,  and  each  beneficial  owner  of  a  Preference  Share  is  deemed  to  have 
agreed  to  comply  with  such  transfer  restrictions.  The  Issuer  shall  notify  the  Trustee,  the 
Note  Registrar  and  the  Share  Registrar  of  any  such  restrictions. 

(1 9)  Legend  for  Preference  Shares.  The  purchaser  understands  and  agrees  that  a  legend  in 
substantially  the  following  form  will  be  placed  on  each  certificate  representing  any 
Preference  Shares: 

THE  PREFERENCE  SHARES  REPRESENTED  HEREBY  HAVE  NOT  BEEN  AND  WILL  NOT  BE 
REGISTERED  UNDER  THE  SECURITIES  ACT  OF  1933,  AS  AMENDED  (THE  "SECURITIES 
ACT"),  OR  THE  SECURITIES  LAWS  OF  ANY  STATE  OF  THE  UNITED  STATES  OR  ANY 
OTHER  JURISDICTION,  AND  MAY  BE  RESOLD,  PLEDGED  OR  OTHERWISE.  TRANSFERRED 
ONLY  (A)(1)  TO  A  PERSON  WHOM  THE  SELLER  REASONABLY  BELIEVES  IS  A  "QUALIFIED 
INSTITUTIONAL  BUYER"  WITHIN  THE  MEANING  OF  RULE  144A  UNDER  THE  SECURITIES 
ACT  ("RULE  144A"),  PURCHASING  FOR  ITS  OWN  ACCOUNT,  TO  WHOM  NOTICE  IS  GIVEN 
THAT  THE  RESALE,  PLEDGE  OR  OTHER  TRANSFER  IS  BEING  MADE  IN  RELIANCE  ON 
THE  EXEMPTION  FROM  SECURITIES  ACT  REGISTRATION  PROVIDED  BY  RULE  144A  OR 
(2)  IN  AN  OFFSHORE  TRANSACTION  IN  ACCORDANCE  WITH  RULE  904  OF  REGULATION 
S  UNDER  THE  SECURITIES  ACT  ("REGULATION  S"),  (B)  IN  COMPLIANCE  WITH  THE 
CERTIFICATION  AND  OTHER  REQUIREMENTS  SPECIFIED  IN  THE  ISSUER  CHARTER 
REFERRED  TO  HEREIN  AND  (C)  IN  ACCORDANCE  WITH  ANY  APPLICABLE  SECURITIES 
LAWS  OF  ANY  STATE  OF  THE  UNITED  STATES  AND  ANY  OTHER  APPLICABLE 
JURISDICTION.  THE  ISSUER  HAS  NOT  BEEN  REGISTERED  UNDER  THE  INVESTMENT 
COMPANY  ACT  OF  1940,  AS  AMENDED  (THE  "INVESTMENT  COMPANY  ACT").  NO 
TRANSFER  OF  THE  PREFERENCE  SHARES  REPRESENTED  HEREBY  (OR  ANY  INTEREST 
HEREIN)  MAY  BE  MADE  (AND  NEITHER  THE  ISSUER  NOR  THE  PREFERENCE  SHARE 
REGISTRAR  WILL  RECOGNIZE  ANY  SUCH  TRANSFER)  IF  (A)  SUCH  TRANSFER  WOULD 
BE  MADE  TO  A  TRANSFEREE  WHO  IS  A  U.S.  RESIDENT  (WITHIN  THE  MEANING  OF  THE 
INVESTMENT  COMPANY  ACT)  THAT  IS  NOT  (I)  A  "QUALIFIED  PURCHASER"  AS  DEFINED 
IN  THE  INVESTMENT  COMPANY  ACT,  (II)  A  "KNOWLEDGEABLE  EMPLOYEE"  WITH 
RESPECT  TO  THE  ISSUER  WITHIN  THE  MEANING  OF  RULE  3c-5  UNDER  THE 
INVESTMENT  COMPANY  ACT  OR  (III)  A  COMPANY  BENEFICIALLY  OWNED  EXCLUSIVELY 
BY  ONE  OR  MORE  "QUALIFIED  PURCHASERS"  AND/OR  "KNOWLEDGEABLE  EMPLOYEES" 
WITH  RESPECT  TO  THE  ISSUER,  (B)  SUCH  TRANSFER  WOULD  HAVE  THE  EFFECT  OF 
REQUIRING  THE  ISSUER  OR  THE  COLLATERAL  TO  REGISTER  AS  AN  INVESTMENT 
COMPANY  UNDER  THE  INVESTMENT  COMPANY  ACT,  (C)  SUCH  TRANSFER  WOULD  BE 
MADE  TO  A  TRANSFEREE  THAT  IS  A  U.S.  RESIDENT  WHICH  IS  A  FLOW-THROUGH 
INVESTMENT  VEHICLE  OTHER  THAN  A  QUALIFYING  INVESTMENT  VEHICLE  (EACH  AS 
DEFINED  IN  THE  ISSUER  CHARTER)  OR  (D)  SUCH  TRANSFER  WOULD  BE  MADE  TO  A 
PERSON  WHO  IS  OTHERWISE  UNABLE  TO  MAKE  THE  CERTIFICATIONS  AND 
REPRESENTATIONS  REQUIRED  BY  THE  APPLICABLE  TRANSFER  CERTIFICATE 
ATTACHED  AS  AN  EXHIBIT  TO  THE  PREFERENCE  SHARE  PAYING  AGENCY  AGREEMENT 
REFERRED  TO  HEREIN.  ACCORDINGLY,  AN  INVESTOR  IN  THIS  PREFERENCE  SHARES 
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MUST  BE  PREPARED  TO  BEAR  THE  ECONOMIC  RISK  OF  THE  INVESTMENT  FOR  AN 
INDEFINITE  PERIOD  OF  TIME. 

NO  PREFERENCE  SHARE  MAY  BE  PURCHASED  OR  TRANSFERRED  TO,  ON  BEHALF  OF 
OR  USING  THE  ASSETS  OF  (I)  AN  EMPLOYEE  BENEFIT  PLAN  SUBJECT  TO  TITLE  I  OF 
ERISA  OR  A  PLAN  SUBJECT  TO  SECTION  4975  OF  THE  U.S.  INTERNAL  REVENUE  CODE 
OF  1986  AS  AMENDED  (THE  "CODE")  (EACH  SUCH  PLAN,  AN  "ERISA  PLAN");  (II)  A 
COLLECTIVE  INVESTMENT  FUND,  SEPARATE  ACCOUNT  OR  OTHER  ENTITY  WHOSE 
UNDERLYING  ASSETS  ARE  TREATED  AS  "PLAN  ASSETS"  OF  AN  ERISA  PLAN  UNDER 
US  DEPARTMENT  OF  LABOR  REGULATION  SECTION  2510.3-101  (A  "BENEFIT  PLAN 
INVESTOR")-  (III)  A  PERSON  ACTING  ON  BEHALF  OF  AN  ERISA  PLAN  OR;  OR  (IV)  UNLESS 
NONE  OF  ITS  ASSETS  COULD  BE  DEEMED  TO  INCLUDE  "PLAN  ASSETS'  SUBJECT  TO 
TITLE  I  OF  ERISA  OR  SECTION  4975  OF  THE  CODE,  ANY  OTHER  BENEFIT  PLAN 
INVESTOR. 

Investor  Representations  on  Original  Purchase.  Except  as  provided  in  the  next  succeeding 
sentence  each  transferee  of  Preference  Shares  will  be  required  to  deliver  to  the  Issuer  and  the 
Preference  Share  Registrar  a  duly  executed  transferee  certificate  in  the  form  of  the  relevant  exhibit 
attached  to  the  Preference  Share  Paying  Agency  Agreement  and  such  other  certificates  and  other 
information  as  the  Issuer  may  reasonably  require  to  confirm  that  the  proposed  transfer  complies  with  the 
transfer  restrictions  contained  in  this  Offering  Circular.  An  owner  of  a  beneficial  interest  in  Regulation  S 
Global  Preference  Shares  may  transfer  such  interest  in  the  form  of  a  beneficial  interest  in  such 
Requlation  S  Global  Preference  Shares  without  the  provision  of  written  certification,  provided  that  (1) 
such  transfer  is  not  made  to  a  U.S.  Person  or  for  the  account  or  benefit  of  a  U.S.  Person  and  is  effected 
through  Euroclear  or  Clearstream  in  an  offshore  transaction  as  required  by  Regulation  S  and  only  in 
accordance  with  the  Applicable  Procedures  and  (2)  any  transfer  not  effected  in  an  offshore  transaction  in 
accordance  with  Rule  904  of  Regulation  S  may  be  made  only  upon  provision  to  the  Preference  Share 
Registrar  of  written  certification  from  the  transferee  and  transferor  in  the  form  provided  for  in  the 
Preference  Share  Paying  Agency  Agreement. 

Pursuant  to  such  transferee  certificate,  (a)  the  transferee  will  acknowledge,  represent  to  and 
agree  with  the  Issuer  as  to  the  matters  set  forth  in  each  of  paragraphs  (1)  through  (19)  above  (other  than 
paragraphs  (5),  (6)  and  (8)  above)  as  if  each  reference  therein  to  "the  purchaser"  were  instead  a 
reference  to  the  transferee  and  (b)  further  represents  to  and  agrees  with  the  Issuer  as  follows: 

In  the  case  of  a  transferee  who  takes  delivery  of  Rule  144A  Preference  Share,  ft  (i)  is 
both  (x)  a  Qualified  Institutional  Buyer  and  (y)  a  Qualified  Purchaser;  (ii)  is  not  a  dealer 
described  in  paragraph  (a)(1)(ii)  of  Rule  144A  unless  such  purchaser  owns  and  invests 
on  a  discretionary  basis  at  least  U.S.$25,000,000  in  securities  of  issuers  that  are  not 
affiliated  persons  of  the  dealer;  (iii)  is  not  a  plan  referred  to  in  paragraph  (a)(1)(i)(D)  or 
(a)(1)(i)(E)  of  Rule  144A,  or  a  trust  fund  referred  to  in  paragraph  (a)(1)(i)(F)  of  Rule  144A 
that  holds  the  assets  of  such  a  plan,  unless  investment  decisions  with  respect  to  the  plan 
are  made  solely  by  the  fiduciary,  trustee  or  sponsor  of  such  plan;  (iv)  ft  will  provide  written 
notice  of  the  foregoing,  and  of  any  applicable  restrictions  on  transfer,  to  any  transferee, 
(v)  is  aware  that  the  sale  to  it  is  being  made  in  reliance  on  Rule  144A  or  another 
exemption  from  the  registration  requirements  of  the  Securities  Act;  and  (vi)  is  acquiring 
such  Preference  Shares  for  its  own  account;  provided  that  a  transferee  of  Preference 
Shares  (or  interest  therein)  acquiring  pursuant  to  a  transfer  made  in  accordance  with 
exemption  from  the  registration  requirements  of  the  Securities  Act  other  than  Rule  144A 


(1) 
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(subject  to  the  delivery  of  such  certifications,  legal  opinions  or  other  information  as  the 
Issuer  may  reasonably  require  to  confirm  that  such  transfer  is  being  made  pursuant  to  an 
exemption  from,  or  in  a  transaction  not  subject  to,  the  registration  requirements  of  the 
Securities  Act)  need  not  make  any  of  the  foregoing  representations  relating  to  Rule  144A. 
In  the  case  of  a  transferee  who  takes  delivery  of  Regulation  S  Global  Preference  Shares, 
it  (i)  is  acquiring  such  Regulation  S  Global  Preference  Shares  in  an  offshore  transaction 
in  accordance  with  Rule  904  of  Regulation  S,  (ii)  is  acquiring  such  Regulation  S  Global 
Preference  Shares  for  its  own  account,  (Hi)  is  not  acquiring,  and  has  not  entered  into  any 
discussions  regarding  its  acquisition  of,  such  Regulation  S  Global  Preference  Shares 
while  it  is  in  the  United  States  or  any  of  its  territories  or.  possessions,  (iv)  understands  that 
such  Regulation  S  Global  Preference  Shares  are  being  sold  without  registration  under 
the  Securities  Act  by  reason  of  an  exemption  that  depends,  in  part,  on  the  accuracy  of 
these  representations,  (v)  understands  that  such  Regulation  S  Global  Preference  Shares 
may  not,  absent  an  applicable  exemption,  be  transferred  without  registration  and/or 
qualification  under  the  Securities  Act  and  applicable  state  securities  laws  and  the  laws  of 
any  other  applicable  jurisdiction  and  (vi)  understands  that  prior  to  the  end  of  the 
Distribution  Compliance  Period,  interests  in  Regulation  S  Global  Preference  Shares  may 
only  be  held  through  Euroclear  or  Clearstream.  In  addition,  each  Preference  Shareholder 
must  provide  the  Issuer  and  the  Preference  Share  Registrar  an  executed  certificate  in  the 
appropriate  form  attached  to  the  Preference  Share  Paying  Agency  Agreement,  if  so 
required  by  the  Preference  Share  Paying  Agency  Agreement. 

(2)  It  acknowledges  that  the  foregoing  acknowledgements,  representations  and  agreements 
will  be  relied  upon  by  the  Issuer  and  the  Preference  Share  Transfer  Agent  for  the 
purpose  of  determining  its  eligibility  to  purchase  Preference  Shares.  It  agrees  to  provide, 
if  requested,  any  additional  information  that  may  be  required  to  substantiate  its  status  as 
a  Qualified  Institutional  Buyer  or  its  eligibility  for  an  exception  under  the  Investment 
Company  Act,  to  determine  compliance  with  ERISA  and/or  Section  4975  of  the  Code  or 
to  otherwise  determine  its  eligibility  to  purchase  Preference  Shares. 
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LISTING  AND  GENERAL  INFORMATION 

1.  Application  will  be  made  to  the  Irish  Financial  Services  Regulatory  Authority,  as  competent 

authority  under  Directive  2003/71/EC,  for  the  prospectus  to  be  approved.  Application  will  be  made 
to  the  Irish  Stock  Exchange  for  the  Notes  to  be  admitted  to  the  Official  List  and  trading  on  its 
regulated  market.  Such  approval  relates  only  to  Notes  which  are  to  be  admitted  to  trading  on  the 
regulated  market  of  the  Irish  Stock  Exchange  or  other  regulated  markets  for  the  purposes  of 
Directive  93/22/EEC  or  which  are  to  be  offered  to  the  public  in  any  Member  State  of  the  European 
Economic  Area.  Copies  of  this  Offering  Circular,  the  Issuer  Charter,  the  Preference  Share  Paying 
Agency  Agreement,  the  Management  Agreement,  the  Note  Purchase  Agreement,  the 
Administration  Agreement,  any  Interest  Rate  Swap  Agreement,  each  Synthetic  Security,  the  Initial 
Investment  Agreement,  the  Certificate  of  Incorporation  and  By-laws  of  the  Co-Issuer  and  the 
Indenture  will  be  available  for  inspection  at  the  registered  office  of  the  Issuer  and  at  the  office  of 
the  Irish  Paying  Agent,  where  electronic  copies  thereof  may  be  obtained,  free  of  charge,  upon 
request  for  the  life  of  this  document. 

2  Copies  of  the  Issuer  Charter,  the  Certificate  of  Incorporation  and  By-laws  of  the  Co-Issuer,  the 
resolutions  of  the  Board,  of  Directors  of  the  Issuer  authorizing  the  issuance  of  the  Notes  and  the 
resolutions  of  the  Board  of  Directors  of  the  Co-Issuer  authorizing  the  issuance  of  the  Notes,  the 
Indenture  and  the  Management  Agreement  may  be  obtained  free  of  charge  upon  request  within 
30  days  of  the  date  of  this  Offering  Circular  at  the  office  of  the  Trustee  on  behalf  of  the  Issuer. 

3  Each  of  the  Issuers  represents  that  there  has  been  no  material  adverse  change  in  its  financial 
position  since  its  date  of  incorporation.  The  Issuers  are  not,  and  have  not  since  incorporation 
been  involved  in  any  litigation,  governmental  or  arbitration  proceedings  relating  to  claims  in 
amounts  which  may  have  or  have  had  a  material  effect  on  the  Issuers  in  the  context  of  the  issue 
of  the  Notes,  nor,  so  far  as  either  of  the  Issuers  is  aware,  is  any  such  litigation  or  arbitration 
involving  it  pending  or  threatened. 

4  Each  of  the  Issuers  represents  that  there  has  been  no  material  adverse  change  in  its  financial 
position  since  its  date  of  incorporation.  The  Issuers  are  not,  and  have  not  since  incorporation 
been  involved  in  any  litigation,  governmental  or  arbitration  proceedings  relating  to  claims  in 
amounts  which  may  have  or  have  had  a  material  effect  on  the  Issuers  in  the  context  of  the  issue 
of  the  Notes,  nor,  so  far  as  either  of  the  Issuers  is  aware,  is  any  such  litigation  or  arbitration 
involving  it  pending  or  threatened. 

5  The  issuance  of  the  Notes  will  be  authorized  by  the  Board  of  Directors  of  the  Issuer  by  resolutions 
passed  on  or  before  the  Closing  Date.  The  issuance  of  the  Notes  will  be  authorized  by  the  Board 
of  Directors  of  the  Co-Issuer  by  resolutions  to  be  passed  on  or  before  the  Closing  Date.  Since 
incorporation  neither  the  Issuer  nor  the  Co-Issuer  has  commenced  trading  or  established  any 
accounts  except  as  disclosed  herein  or  accounts  used  to  hold  amounts  received  with  respect  to 
share  capital  and  fees.  It  is  estimated  that  the  fees  payable  in  respect  of  the  listing  of  the  Notes 
on  the  Irish  Stock  Exchange  will  be  approximately  $7,500  consisting  of  Irish  Stock  Exchange 
listing  fees,  listing  agent  sponsor  fees  and  fees  to  be  annually  paid  to  the  Irish  Paying  Agent. 

6  The  Notes  sold  in  offshore  transactions  in  reliance  on  Regulation  S  under  the  Securities  Act  and 
represented  by  the  Global  Notes  have  been  accepted  for  clearance  through  Clearstream  and 
Euroclear  under  the  Common  Codes  indicated  below.  The  CUSIP  Numbers  and  International 
Securities  Identification  Numbers  (ISIN)  for  the  Notes  represented  by  Regulation  S  Global  Notes 
and  Restricted  Global  Notes  are  as  indicated  on  the  following  page. 
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Regulation 
S  Common 
Codes 

Regulation  S 

CUSIP 

Numbers 

Regulation  S  ISIN 
Numbers 

Restricted 

Common 

Codes 

Restricted 

CUSIP 

Numbers 

Restricted  ISIN 
Numbers 

ClassA-1a  Notes 

029237204 

G37903AA2 

USG37903AA26 

029236828 

36868VAA4 

US36868VAA44 

Class  A-1b  Notes 

029237298 

G37903AG9 

USG37903AG95 

029237247 

36B68VAG1 

US36868VAG14 

Class  A-2  Notes 

029237344 

G37903AB0 

USG37903AB09 

029237328 

36868VAB2 

US36868VAB27 

Class  B  Notes 

029237387 

G37903AC8 

USG37903AC81 

029237379 

36868VAC0 

US36868VAC00 

Class  C  Notes 

029237409 

G37903AD6 

USG37903AD64 

029237395 

36868VAD8 

US36868VAD82 

Class  0  Notes 

029237522 

G37903AE4 

USG37903AE48 

029237484 

36868VAE6 

US36B68VAE65 

Class  E  Notes 

029237786 

G37903AF1 

USG37903AF13 

029237654      1 36868VAF3 

US36868VAF31 
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LEGAL  MATTERS 

Certain  legal  matters  with  respect  to  the  Notes  and  New  York  law  will  be  passed  upon  for  the 
Issuer  by  Allen  &  Overy  LLP.  Allen  &  Overy  LLP  will  also  act  as  counsel  to  the  Initial  Purchaser. 
Cadwalader,  Wickersham  &  Taft  LLP  will  act  as  counsel  to  the  Collateral  Manager.  Certain  matters  with 
respect  to  Cayman  Islands  corporate  law  and  tax  law  will  be  passed  upon  for  the  Issuer  by  Maples  and 
Calder. 
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SCHEDULE  A 
AUCTION  CALL  REDEMPTION  -AUCTION  PROCEDURES 


CD 

m  the  Indenture. 

3 

§  I.  Pre-Auctlon  Process 


The  following  sets  forth  the  auction  procedures  (the  "Auction  Procedures")  to  be  followed  in  connection  with  a  sale  effected  pursuant  to 


CD 
XI 

c 

CD 
W 

CD 
Q. 


^  .  The  Auction  Agent  will  Initiate  the  Auction  Procedures  at  least  24  Business  Days  prior  to  each  Auction  Date  by: 

n 

re  .  with  the  assistance  of  the  Collateral  Manager,  preparing  a  list  containing  the  names  of  the  Issuer  and  guarantor  (if  any), 

the  par  amount  and  the  CUSIP  number  (if  any)  with  respect  to  each  Underlying  Asset  and  such  other  information  as  shall 

be  notified  to  the  Auction  Agent  by  the  Collateral  Manager; 

•  with  the  assistance  of  the  Collateral  Manager,  preparing  a  list  of  the  constituents  of  eacti  subpool  which  shall  be  based 

upon  the  Collateral  Manager's  good  faith  determination  of  the  composition  of  subpools  that  will  maximize  Disposition 
Proceeds;  provided  that  the  maximum  number  of  subpools  shall  be  eight;  and 

directing  the  Trustee  to  send  the  lists  prepared  pursuant  to  clauses  (i)  and  (ii)  above  to  the  Qualified  Bidders  identified  on 
the  then-current  Qualified  Bidder  List  (the  "Listed  Bidders")  and  requesting  bids  on  the  Auction  Date. 

.  The  general  solicitation  package  which  the  Auction  Agent  shall  deliver  to  the  Listed  Bidders  will  include:  (i)  a  form  of  a  purchase 

agreement  (which  shall,  among  other  things,  provide  that  (A)  upon  satisfaction  of  all  conditions  precedent  therein,  the  purchaser  is 
irrevocably  obligated  to  acquire,  and  the  Issuer  is  irrevocably  obligated  to  Dispose  of,  the  Underlying  Assets  (or  relevant  subpool, 
as  the  case  may  be)  on  the  date  and  on  the  terms  and  conditions  set  forth  therein  and  (B)  if  the  subpools  are  to  be  sold  to  more 
than  one  bidder,  the  consummation  of  the  purchase  of  each  subpool  must  occur  simultaneously  and  the  closing  of  each  purchase 
is  conditional  on  the  closing  of  each  of  the  other  purchases);  (ii)  the  minimum  purchase  price;  (iii)  a  formal  bidsheet  (which  shall 
permit  the  relevant  bidder  to  bid  for  all  of  the  Underlying  Assets,  any  subpool  or  separately  for  each  of  the  subpools)  including  a 
representation  from  the  bidder  that  it  is  eligible  to  acquire  all  of  the  Underlying  Assets;  (iv)  a  detailed  timetable;  and  (v)  copies  of 
all  transfer  documents  (including  transfer  certificates  and  subscription  agreements  which  a  bidder  must  execute  pursuant  to  the 
Underlying  Instruments  and  a  list  of  the  requirements  which  the  bidder  must  satisfy  under  the  Underlying  Instruments  (i.e., 
Qualified  Institutional  Buyer,  Qualified  Purchaser,  etc.)). 

•  The  Auction  Agent  shall  send  solicitation  packages  to  all  Listed  Bidders  at  least  15  Business  Days  before  the  Auction  Date.  No 

later  than  10  Business  Days  before  the  Auction  Date,  Listed  Bidders  may  submit  written  due  diligence  questions  relating  to  the 
legal  documentation  and  other  information  contained  in  the  general  solicitation  package  (including  comments  on  the  draft 
purchase  agreement  to  be  used  in  connection  with  the  Auction  (the  "Auction  Purchase  Agreement"))  to  the  Collateral  Manager; 


O 

m 


o 
o 
o 
o 
o 

CO 


A-1 


Footnote  Exhibits  -  Page  1276 


o 
o 

3 


-.  provided  that  the  Collateral  Manager  shall  only  be  obligated  to  answer  questions  relating  to  the  Collateral  to  the  extent  that  it  is 

»  able  to  do  so  by  reference  to  information  which  it  is  required  to  provide  under  the  Management  Agreement.  The  Collateral 

|  Manager  shall  be  solely  responsible  for  (I)  responding  to  all  relevant  questions  and/or  comments  submitted  to  it  in  accordance  with 

Ij  the  foregoing  and  (ii)  distributing  the  questions,  answers  and  revised  final  Auction  Purchase  Agreement  to  all  Listed  Bidders  at 

JJ  least  five  Business  Days  prior  to  the  Auction  Date. 


a 

3  II.  Auction  Process 

CD 
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co  will  not  be  required  to  do  so. 


If  it  is  not  the  Auction  Agent,  the  Collateral  Manager  or  its  Affiliates  will  be  allowed  to  bid  in  the  Auction  if  it  deems  appropriate,  but 


CD 
Q. 


1  .  On  the  Auction  Date,  all  bids  will  be  due  by  facsimile  to  the  offices  of  the  Auction  Agent  by  1 1 :00  a.m.,  New  York  City  time,  with 

the  winning  bidder  to  be  notified  by  2:00  p.m.,  New  York  City  time.  All  bids  from  Listed  Bidders  will  be  due  on  the  bid  sheet 
contained  in  the  solicitation  package.  Each  bid  shall  be  for  the  purchase  and  delivery  to  one  purchaser  of  (I)  all  (but  not  less  than 
all)  of  the  Underlying  Assets  or  (ii)  all  (but  not  less  than  all)  of  the  Underlying  Assets  that  constitute  the  components  of  one  or 
more  subpools. 

If  the  Auction  Agent  receives  fewer  than  two  bids  from  Listed  Bidders  to  purchase  all  of  the  Underlying  Assets  or  to  purchase  each 
subpool,  the  Auction  Agent  shall  decline  to  consummate  the  sale. 

Subject  to  clause  (c),  the  Auction  Agent  shall  identify  as  the  winning  bidder  the  bid  or  bids  that  result  in  the  Highest  Auction  Price 
(in  excess  of  the  minimum  purchase  price)  from  one  or  more  Listed  Bidders. 

Upon  notification  to  the  winning  bidder(s),  the  winning  bidder  (or,  if  the  Highest  Auction  Price  requires  the  sale  of  subpools  to  more 
than  one  bidder,  each  winning  bidder)  will  be  required  to  deliver  to  the  Auction  Agent  a  signed  counterpart  of  the  Auction 
Purchase  Agreement  no  later  than  4:00  p.m.  New  York  City  time  on  the  Auction  Date.  The  winning  bidder  (or,  if  the  Highes 
Auction  Price  requires  the  sale  of  subpools  to  more  than  one  bidder,  each  winning  bidder)  shall  be  required  to  pay  the  full 
purchase  price  in  cash  prior  to  the  sixth  Business  Day  following  the  relevant  Auction  Date,  at  which  time  all  monies  w  II  be 
transferred  into  the  Collection  Account.  If  payment  in  full  of  the  purchase  price  is  not  made  when  due  (or,  if  the  subpools  are  to  be 
sold  to  more  than  one  bidder,  if  any  bidder  fails  to  make  payment  of  the  purchase  price  when  due),  the  Trustee  on  behalf  o  he 
Issuer  shall  decline  to  consummate  the  sale  of  each  subpool  and  shall  give  notice  (in  accordance  with  the  Indenture)  that  the 
Auction  Call  Redemption  will  not  occur. 

"Highest  Auction  Price"  means,  with  respect  to  an  Auction  Call  Redemption,  the  greater  of  (a)  the  highest  price  bid  by  any  Listed 
Bidder  for  all  of  the  Underlying  Assets  and  (b)  the  sum  of  the  highest  prices  bid  by  one  or  more  Listed  Bidders  for  each  subpool.  In 
each  case,  the  price  bid  by  a  Listed  Bidder  shall  be  the  Dollar  amount  which  the  Auction  Agent  certifies  to  the  Trustee  based  on 
the  Auction  Agent's  review  of  the  bids,  which  certification  shall  be  binding  and  conclusive. 
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a.  .  "Qualified  Bidder"  means  (a)  a  Person  whose  unsecured  debt  obligations  have  been  assigned,  or  whose  obligations  under  the 

3  bid  letter  and  resulting  purchase  agreement  will  be  guaranteed  by  a  Person  whose  unsecured  debt  obligations  have  been 

~  assigned,  a  rating  equivalent  to  the  highest  rating  on  the  Notes  or  an  unsecured  short-term  rating  of  "A-1+"  by  Standard  &  Poor's 

and  "F-1"  by  Fitch,  (b)  a  Person  who  the  Auction  Agent  believes  to  be  an  active  purchaser  of  Asset-Backed  Securities  with  the 
financial  resources'  available  to  it  to  pay  the  purchase  price  of  the  Underlying  Assets  in  a  timely  fashion,  or  (c)  the  Collateral 
Manager  or  any  of  its  Affiliates;  prow'ctedthat  with  respect  to  the  Synthetic  Securities  entered  into  with  the  First  Synthetic  Security 
Counterparty,  the  Issuer  may,  upon  reasonable  notice  to  the  First  Synthetic  Security  Counterparty,  transfer  to  an  Eligible 
-  Counterparty,  as  such  term  is  defined  in  the  schedule  to  the  Master  Agreement,  or  to  any  other  counterparty,  in  regard  to  which 

7J  tne  First  synthetic  Security  Counterparty  will  have  the  right  to  approve  or  disapprove  of  any  novation  of  such  Synthetic  Security  by 


Q) 


■°  the  Issuer. 
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SCHEDULE  B 

STANDARD  &  POOR'S  RATING 

The  Standard  &  Poor's  Rating  of  any  Underlying  Asset  (which  shall  mean  with  respect  to  a 
Synthetic  Security,  the  related  Reference  Obligation)  will  be  determined  as  follows: 

(i)  if  such  Underlying  Asset  is  rated  either  publicly  or  privately  (with  appropriate  consents)  by 

Standard  &  Poor's,  the  Standard  &  Poor's  Rating  shall  be  such  rating,  or,  if  such  Underlying  Asset  is  not 
rated  by  Standard  &  Poor's,  but  the  Issuer  or  the  Collateral  Manager  on  behalf  of  the  Issuer  has 
requested  that  Standard  &  Poor's  perform  a  credit  estimate  in  respect  of  such  Underlying  Asset,  the 
Standard  &  Poor's  rating  shall  be  the  rating  so  assigned  by  Standard  &  Poor's,  provided  that  pending 
receipt  from  Standard  &  Poor's  of  such  rating,  such  Underlying  Asset  shall  have  a  Standard  &  Poor's 
Rating  of  "CCC-"  if  the  Collateral  Manager  believes  that  such  estimate  will  be  at  least  "CCC-";  and 

(ii)         with  respect  to  any  other  Underlying  Asset,  as  set  forth  below. 

Part  1  -  Standard  &  Poor's  Ratings 

Asset  classes  are  eligible  for  notching  if  they  are  not  first  loss  tranches  or  combination  securities.  If  the 
security  is  publicly  rated  by  two  agencies,  notch  down  as  shown  below  based  on  the  lowest  rating.  If  the 
security  is  publicly  rated  only  by  one  agency,  then  notch  down  what  is  shown  below  plus  one  more  notch. 
The  Aggregate  Principal/Notional  Balance  of  Underlying  Assets  the  Standard  &  Poor's  Rating  of  which  is 
based  on  a  Fitch  rating  or  a  Moody's  rating  may  not  exceed  20%  of  the  Aggregate  Principal/Notional 
Balance  of  all  Underlying  Assets,  the  balance  of  which  must  be  rated  by  Standard  &  Poor's  or  assigned 
Standard  &  Poor's  rating  estimates. 


Issued  prior  to  8/1/01 
Current  rating  is: 

Issued  after  8/1/01 
Current  rating  is: 

Inv.  Grade 

Non  Inv. 
Grade 

Inv.  Grade 

Non  Inv. 
Grade 

CONSUMER  ABS  -1  -2  "2 

Automobile  Loan  Receivable 
Securities 

Automobile  Lease  Receivable 
Securities 

Car  Rental  Receivables  Securities 
Credit  Card  Securities 
Healthcare  Securities 
Student  Loan  Securities 
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Issued  prior  to  8/1/01 
Current  rating  is: 


Issued  alter  8/1/01 
Current  rating  is: 


Inv.  Grade 


Non  Inv. 
Grade 


Inv.  Grade 


Non  Inv. 
Grade 


2.  COMMERCIAL  ABS 

Cargo  Securities 
Equipment  Lease  Securities 
Aircraft  Leasing  Securities 
Small  Business  Loan  Securities 
Restaurant  and  Food  Services 
Securities 

3.  Non-RE-REMIC  RMBS 

Manufactured  Housing  Loan 
Securities 

4.  Non-RE-REMIC  CMBS 

CMBS  -  Conduit 
CMBS  -  Credit  Tenant  Lease 
CMBS  -  Large  Loan 
CMBS  -  Single  Borrower 
CMBS  -  Single  Property 

5.  CBO/CLO  CASHFLOW  SECURITIES 

Cash  Row  CBO  -  at  least  80%  High 

Yield  Corporate 

Cash  Flow  CBO  -  at  least  80% 

Investment  Grade  Corporate 

Cash  Flow  CLO  -  at  least  80%  High 

Yield  Corporate 

Cash  Flow  CLO  -  at  least  80% 

Investment  Grade  Corporate 

6.  REITs 

REIT  -  Multifamily  &  Mobile  Home 
Park 

REIT -Retail 
REIT -Hospitality 
REIT -Office 
REIT  -  Industrial 
REIT -Healthcare 
REIT -Warehouse 
REIT -Self  Storage 
.      REIT -Mixed  Use 


-1 


-2 


-2 


-3 


-1 


-2 


-2 


-3 


-3 


-2 


-3 


-2 


-2 
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Issued  prior  to  8/1/01 

Issued  after  8/1/01 

Current  rating  is: 

Current  rating  is: 

Non  Inv. 

Non  Inv. 

SPECIALTY  STRUCTURED 

Inv.  Grade 

Grade 

Inv.  Grade 

Grade 

7. 

-3                     -4 

-3                      -4 

Stadium  Financings 

Project  Finance 

Future  flows 

8.  RESIDENTIAL  MORTGAGES 

Residential  "A" 
Residential  "B/C* 
Home  equity  loans 

9.  REAL  ESTATE  OPERATING  COMPANIES 


-2 


Part  2  -  Standard  &  Poor's  Asset  Backed  Categories 

Each  of  the  following  categories  of  asset  backed  security  shall  constitute  a  separate  asset  backed  class. 
Securities  not  included  in  any  of  these  categories  shall  be  assigned  by  Standard  &  Poor's. 

Structured  Finance  Sectors 

1 .  ABS  Consumer 

2.  ABS  Commercial 

3.  CDOs 

4.  CMBS  Diversified  -  Conduit  and  CTL 

5.  CMBS  -  Large  Loan,  Single  Borrower  and  Single  Property 

6.  REITs 

7.  RMBS  A 

8.  RMBS  B&C,  HELs,  HELOCs  and  Tax  Lien 

9.  Manufactured  Housing 

10.  Project  Finance 

1 1 .  U.S.  Agency  -  Explicitly  Guaranteed 

12.  Monoline/FER  Guaranteed 

13.  Ndn-FER  Company  Guaranteed 

14.  FFELP  Student  Loan  (Over  70%  FFELP) 

Part  3  -  Standard  &  Poor's  Asset  Classes  Not  Eligible  to  be  Notched 

The  following  asset  classes  are  not  eligible  to  be  notched.  Credit  estimates  must  be  performed. 

Asset  Type 

1 .  Non-U.S.  Structured  Finance  Securities 

2.  Guaranteed  Securities 

3.  CDOs  of  Structured  Finance  and  Real  Estate  Securities 
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4.  CBOs  of  CDOs 

5.  CLOs  of  Distressed  Debt 

6.  Mutual  Fund  Fee  Securities 

7.  Catastrophe  Bonds 

8.  First  Loss  Tranches  of  any  securitization 

9.  Synthetics 

10.  Synthetic  CBOs 

1 1 .  Combination  Securities 

12.  Re-REMICs 

13.  Market  value  CDOs 

14.  Net  Interest  Margin  Securities  (NIMs) 

15.  Structured  Settlement  Obligations 

16.  Any  asset  class  not  listed  on  Part  1  above 
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SCHEDULE  C 

MOODrS  RATING  AND  MOODVS  WEIGHTED  AVERAGE  RATING 

The  "Weighted  Average  Rating"  on  any  Measurement  Date  is  the  number  determined  by 
dividing  (i)  the  sum  of  the  series  of  products  obtained  for  Underlying  Assets  (other  than  Underlying  Asset 
which  the  Asset  Manager  reasonably  believes  will  default  with  respect  to  payment  when  next  due  and  any 
Defaulted  Securities)  by  multiplying  the  Principal/Notional  Balance  on  such  Measurement  Date  of  each 
such  Underlying  Asset  by  its  respective  Moody's  Rating  Factor  on  such  Measurement  Date  by  (ii)  the  sum 
of  the  Aggregate  Principal/Notional  Balance  on  such  Measurement  Date  of  all  Underlying  Assets  that  are 
not  Underlying  Assets  which  the  Asset  Manager  reasonably  believes  will  default  with  respect  to  payment 
when  next  due  and  any  Defaulted  Securities. 

The  "Moody's  Rating  Factor"  relating  to  any  Underlying  Asset  is  the  number  set  forth  in  the 
table  below  opposite  the  Moody's  Rating  of  such  Underlying  Asset: 

Moody's  Rating  Moody's  Rating  Factor 

Aaa  1 

Aa1  10 

Aa2  20 

Aa3  40 

A1  70 

A2  120 

A3  180 

Baal  260 

Baa2  360 

Baa3  610 

Ba1  940 

Ba2  1.350 

Ba3  1.766 

B1  2,220 

B2  2,720 

B3  3,490 

Caa1  4,770 

Caa2  6,500 

Caa3  8,070 

Ca  or  lower  10,000 

The  "Moody's  Rating"  of  any  Underlying  Asset  (which  shall  mean  with  respect  to  a  Synthetic 
Security,  the  related  Reference  Obligation)  will  be  determined  as  follows: 

with  respect  to  any  Asset-Backed  Security,  for  determining  the  Moody's  Rating  as  of  any  date  of 
determination: 

(i)  if  such  Asset-Backed  Security  is  publicly  rated  by  Moody's,  the  Moody's  Rating 

shall  be  such  rating,  or,  if  such  Underlying  Asset  is  not  publicly  rated  by  Moody's,  but  the  Issuer  or  the 
Collateral  Manager  on  behalf  of  the  Issuer  has  requested  that  Moody's  assign  a  rating  to  such  Underlying 
Asset,  the  Moody's  Rating  shall  be  the  rating  so  assigned  by  Moody's; 

(ii)         if  such  Asset-Backed  Security  is  not  publicly  rated  by  Moody's,  then  the  Moody's 
Rating  of  such  Asset-Backed  Security  may  be  determined  using  any  one  of  the  methods  below: 
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(A)  with  respect  to  any  ABS  type  Residential  Security  not  publicly  rated  by 
Moody's,  if  such  ABS  type  Residential  Security  is  publicly  rated  by  Standard  &  Poor's, 
then  the  Moody's  Rating  thereof  will  be  (1)  one  subcategory  below  the  Moody's 
equivalent  rating  assigned  by  Standard  &  Poor's  if  the  rating  assigned  by  Standard  & 
Poor's  is  "AAA";  (2)  two  rating  subcategories  below  the  Moody's  equivalent  rating 
assigned  by  Standard  &  Poor's  if  the  rating  assigned  by  Standard  &  Poor's  is  below 
"AAA"  but  above  "BB+"  and  (3)  three  rating  subcategories  below  the  Moody's  equivalent 
rating  assigned  by  Standard  &  Poor's  if  the  rating  assigned  by  Standard  &  Poor's  is  below 
"BBB-";  and 

(B)  with  respect  to  any  other  type  of  Asset-Backed  Securities,  pursuant  to 
any  method  specified  by  Moody's; 

prov/ded  that 

(V)  the  rating  of  either  Rating  Agency  used  to  determine  the  Moody's  Rating  pursuant  to  any  of 
clauses  (i)  or  (ii)  above  shall  be  a  public,  non-exclusive  rating  (but  not  a  rating  estimate)  that 
addresses  the  obligation  of  the  obligor  to  pay  principal  of  and  interest  on  the  relevant  Underlying 
Asset  in  full  and  is  monitored  on  an  ongoing  basis  by  the  relevant  Rating  Agency, 

(W)  the  Aggregate  Principal/Notional  Balance  of  Underlying  Assets  the  Moody's  Rating  of  which  is 
based  on  a  Standard  &  Poor's  Rating  may  not  exceed  20%  of  the  Aggregate  Principal/Notional 
Balance  of  all  Underlying  Assets,  the  balance  of  which  must  be  rated  by  Moody's  or  assigned 
Moody's  rating  estimates, 

(X)  the  ratings  of  no  more  than  10%  of  the  Aggregate  Principal/Notional  Balance  of  all  Underlying 
Assets  may  be  assigned  rating  factors  derived  via  notching  from  single-rated  instruments, 

(Y)  with  respect  to  any  one  Rating  Agency,  the  single-rated  notched  bucket  may  be  no  larger  than 
7.5%  of  the  Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets  and 

(Z)         if  an  Underlying  Asset 

(A)  is  placed  on  a  watch  list  for  possible  upgrade  by  Moody's,  the  Moody's  Rating  applicable 
to  such  Underlying  Asset  shall  be  two  rating  subcategories  above  the  Moody's  Rating 
applicable  to  such  Underlying  Asset  immediately  prior  to  such  Underlying  Asset  being 
placed  on  such  watch  list,  if  such  Underlying  Asset  is  rated  below  "Aaa"  by  Moody's 
unless  rated  "Aa1",  in  which  case  only  one  subcategory  above;  and 

(B)  is  placed  on  a  watch  list  for  possible  downgrade  by  Moody's,  the  Moody's  Rating 
applicable  to  such  Underlying  Asset  shall  be  (i)  one  rating  subcategory  below  the 
Moody's  Rating  applicable  to  such  Underlying  Asset  immediately  prior  to  such  Underlying 
Asset  being  placed  on  such  watch  list,  if  such  Underlying  Asset  is  rated  "Aaa"  by  Moody's 
or  (ii)  two  rating  subcategories  below  the  Moody's  Rating  applicable  to  such  Underlying 
Asset  immediately  prior  to  such  Underlying  Asset  being  placed  on  such  watch  list,  if  such 
Underlying  Asset  is  rated  below  "Aaa"  by  Moody's;  and 

provided  further  that,  with  respect  to  notched  ratings  on  certain  asset  classes,  the  Moody's  Rating 
shall  be  determined  in  conjunction  with  the  notching  conventions  set  forth  below. 
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Standard  &  Poor's 


The  following  notching  conventions  are  appropriate  for  Standard  &  Poor"s-only  rated  tranches. 
(The  figures  represent  the  number  of  notches  to  be  subtracted  from  the  Standard  &  Poor's  rating.  For 
example,  a  "1"  applied  to  an  Standard  &  Poor's  rating  of  BBB  implies  a  Moody's  rating  of  Baa3.) 


ASSET  CLASS 

AAAtoAA- 

A+  to  BBB- 

Below  BBB- 

Auto  loan 

1 

2 

3 

Car  Rental  Fleet 

1 

2 

3 

CDO  Domestic  Corporate  Debt 

No  notching  permitted 

No  notchinq  permitted 

No  notchinq  permitted 

CDO  Structured  Product 

No  notchinq  permitted 

No  notchinq  permitted 

No  notchinq  permitted 

Consumer  Asset-Backed 

1 

2 

3 

Credit  Card 

1 

2 

3 

Equipment  Lease 

1 

2 

3 

Manufactured  Housing 

1 

2 

3 

Small  Business  Loan 

1 

2 

3 

Student  Loan 

1 

2 

3 

Residential  Mortgage  Related 

(note  that  rating  category 
AAA 

groups  differ  here  from  above) 

AA+  to  BBB-                   Below  BBB- 

Jumbo  A 

1 

2 

3 

Alt-A  or  mixed  pools 

1 

3 

4 

HEL  (including  Residential  A 
and  Residential  B&C) 

1 

2 

3 

Fitch 


The  following  notching  conventions  are  with  respect  to  Fitch: 


Residential  Mortgage  Related 

AAA 

AA+  to  BBB- 

Below  BBB- 

Jumbo  A 

1 

2 

4 

Alt-A  or  mixed  pools 

1 

3 

5 

HEL  (including  Residential  A 
and  Residential  B&C) 

No  notching 

No  notching 

No  notching 

For  dual-rated  Jumbo  A  or  Alt-A  transactions,  take  the  lower  of  the  two  ratings  on  the  security, 
apply  the  appropriate  single-rated  notching  guideline  from  above,  then  go  up  by  1/2  notch.  For  dual-rated 
HEL  (including  Residential  A  and  Residential  B&C)  transactions,  apply  the  Standard  &  PoorJs-only  rated 
tranche  notching  guidelines  as  set  forth  above. 
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CMBS 


The  following  CMBS  notching  conventions  are  with  respect  to  S&P  and  Fitch: 


Commercial  Mortgage  Backed  Securities 

ASSET  CLASS 

Tranche  Rated  by  Fitch  and 

S&P;  no  tranche  in  deal 

rated  by  Moody's 

Tranche  Rated  by  Fitch 

and/or  S&P;  at  least  one 

other  tranche  in  deal  rated 

by  Moody's 

Conduit* 

2  notches  from  lower  of 
Fitch/S&P 

1 .5"  notches  from  lower  of 
Fitch/S&P 

Credit  Tenant  Lease 

Follow  corporate  notching 
practice 

Follow  corporate  notching 
practice 

Large  Loan 

No  notching  permitted 

*  For  this  purpose,  conduits  are  defined  as  fixed  rate,  sequential  pay,  multi-borrower  transactions  having 
a  Herfindahl  score  of  40  or  higher  at  the  loan  level  with  all  collateral  (conduit  loans,  A  notes,  large  loans, 
CTLs  and  any  other  real  estate  collateral)  factored  in. 

**  A  1.5  notch  haircut  implies,  for  example,  that  if  the  S&P/Fitch  rating  were  BBB,  then  the  Moody's  rating 
factor  would  be  halfway  between  the  Baa3  and  the  Ba1  rating  factors. 
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SCHEDULE  D 

STANDARD  &  POOR'S  RECOVERY  MATRIX 

If  the  Underlying  Asset  (which  shall  mean  with  respect  to  a  Synthetic  Security,  the  related 
Reference  Obligation)  is  an  Asset-Backed  Security  (other  than  a  CMBS  Security)  and  is  the 
senior-most  tranche  of  securities  issued  by  the  issuer  of  such  Underlying  Asset: 


Initial  Standard  & 

Liability  Rating  assigned  by  Standard  &  Poor's 

Poor's  Rating  of  the 

AA+ 

A+ 

BBB+ 

BB+ 

B+ 

CCC+ 

Underlying  Asset  at 

AA 

A 

BBB 

BB 

B 

CCC 

Issuance 

AAA 

AA- 

A- 

BBB- 

BB- 

B- 

CCC- 

AAA 

80.0% 

85.0% 

90.0% 

90.0% 

90.0% 

90.0% 

90.0% 

AA+,  AA,  AA- 

70.0% 

75.0% 

85.0% 

90.0% 

90.0% 

90.0% 

90.0% 

A+,  A  A- 

60.0% 

65.0% 

75.0% 

85.0% 

90.0% 

90.0% 

90.0% 

BBB+,  BBB,  BBB- 

50.0% 

55.0% 

65.0% 

75.0% 

85.0% 

85.0% 

85.0% 

If  the  Underlying  Asset  (which  shall  mean  with  respect  to  a  Synthetic  Security,  the  related 
Reference  Obligation)  is  an  Asset-Backed  Security  (other  than  a  CMBS  Security)  and  is  not  the 
senior-most  tranche  of  securities  issued  by  the  issuer  of  such  Underlying  Asset: 


Initial  Standard  & 

Liability  Rating  assigned  by  Standard  &  Poor's 

Poor's  Rating  of  the 

AA+ 

A+ 

BBB+ 

BB+ 

B+ 

CCC+ 

Underlying  Asset  at 

AA 

A 

BBB 

BB 

B 

CCC 

Issuance 

AAA 

AA- 

A- 

BBB- 

BB- 

B- 

CCC- 

AAA 

65.0% 

70.0% 

80.0% 

85.0% 

85.0% 

85.0% 

85.0% 

AA+,  AA,  AA- 

55.0% 

65.0% 

75.0% 

80.0% 

80.0% 

80.0% 

80.0% 

A+,  A,  A- 

40.0% 

45.0% 

55.0% 

65.0% 

80.0% 

80.0% 

80.0% 

BBB+,  BBB,  BBB- 

30.0% 

35.0% 

40.0% 

45.0% 

50.0% 

60.0% 

70.0% 

BB+,  BB,  BB- 

10.0% 

10.0% 

10.0% 

25.0% 

35.0% 

40.0% 

50.0% 

B+,  B,  B- 

2.5% 

5.0% 

5.0% 

10.0% 

10.0% 

20.0% 

25.0% 

CCC+,  CCC,  CCC- 

0.0% 

0.0% 

0.0% 

0.0% 

2.5% 

5.0% 

5.0% 

C.         If  the  Underlyir 

tg  Asset  (which  shall 

mean  with 

respect  to 

a  Synthetic  Security, 

the  related 

Reference  Oblic 

lation)  is  a 

CMBS  Security: 

Initial  Standard  & 

Liability  Rating  a 

ssigned  by  Standard  &  Poor's 

Poor's  Rating  of  the 

AA+ 

A+ 

BBB+ 

BB+ 

B+ 

CCC+ 

Underlying  Asset  at 

AA 

A 

BBB 

BB 

B 

CCC 

Issuance 

AAA 

AA- 

A- 

BBB- 

BB- 

B- 

CCC- 

AAA 

80.0% 

85.0% 

90.0% 

90.0% 

90.0% 

90.0% 

90.0% 

AA+,  AA,  AA- 

70.0% 

75.0% 

85.0% 

90.0% 

90.0% 

90.0% 

90.0% 

A+,  A,  A- 

60.0% 

65.0% 

75.0% 

85.0% 

90.0% 

90.0% 

90.0% 

BBB+,  BBB,  BBB- 

45.0% 

50.0% 

55.0% 

60.0% 

65.0% 

70.0% 

75.0% 

BB+.  BB,  BB- 

35.0% 

40.0% 

45.0% 

45.0% 

50.0% 

50.0% 

50.0% 
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Initial  Standard  & 
Poor's  Rating  of  the 
Underlying  Asset  at 
Issuance 

AAA 

Liability  Rating  assigned  by 
AA+              A+             BBB+ 
AA                A               BBB 
AA-               A-              BBB- 

Standard  &  Poor's 

BB+              B+ 
BB                B 
BB-               B- 

CCC+ 
CCC 
CCC- 

B+,  B,  B- 

CCC+,  CCC,  CCC- 

NR 

20.0% 

5.0% 

0% 

25.0% 
5.0% 
0.0% 

30.0% 
5.0% 
0.0% 

35.0% 
5.0% 
0.0% 

35.0% 
5.0% 
0.0% 

40.0% 
5.0% 
0.0% 

40.0% 
5.0% 
0.0% 
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SCHEDULE  E 


MOODrS  RECOVERY  RATE  MATRIX 


The  recovery  rate  with  respect  to  a  Synthetic  Security  will  be  calculated  using  the  related 
Reference  Obligation. 


ABS  Type  Diversified  ABS  Securities1 

%  of  Underlying 
Capital  Structure'2' 

>70% 

<=70%,  >10% 

<=10% 


.(1). 


Aaa 


85% 
75% 
70% 


Initial  Rating  of  Underlying  Asset' 


fl) 


Aa 


Baa 


Ba 


80% 
70% 
65% 


70% 
60% 
55% 


60% 
50% 
45% 


50% 
40% 
35% 


B 


40% 
30% 
25% 


ABS  Type  Diversified  Residential  Securities' 


.(4). 


i(3) 


%  of  Underlying 

Initia 

il  Rating  of  U 

ndenying  As: 

set" 

Capital  Structure'2' 

Aaa 

Aa 

A 

Baa 

Ba 

B 

>70% 

85% 

80% 

65% 

55% 

45% 

30% 

<=70%,  >10% 

75% 

70% 

55% 

45% 

35% 

25% 

<=10%,  >5% 

65% 

55% 

45% 

40% 

30% 

20% 

<=5%,  >2% 

55% 

45% 

40% 

35% 

25% 

15% 

<=2% 

45% 

35% 

30% 

25% 

15% 

10% 

ABS  Type  Undiversified  ABS  Securities'5': 


Capital  Structure*2' 

Aaa 

Aa 

A 

Baa 

Ba 

B 

>70% 

85% 

80% 

65% 

55% 

45% 

30% 

<=70%,>10% 

75% 

70% 

55% 

45% 

35% 

25% 

<=10%,  >5% 

65% 

55% 

45% 

35% 

25% 

15% 

<=5%,  >2% 

55% 

45% 

35% 

30% 

20% 

10% 

<=2% 

45% 

35% 

25% 

20% 

10% 

5% 

ABS  Type  Low-Diversity  CDO  Securities' 


(6). 


,♦(3) 


Capital  Structure'2' 

>70% 

Aaa 

Aa 

A 

Baa 

Ba 

B 

80% 

75% 

60% 

50% 

45% 

30% 

<=70%,  >10% 

70% 

60% 

55% 

45% 

35% 

25% 

<=10%,  >5% 

60% 

50% 

45% 

35% 

25% 

15% 

<=5%,  >2% 

50% 

40% 

35% 

30% 

20% 

10% 

<=2% 

30% 

25% 

20% 

15% 

7% 

4% 
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ABS  Type  High-Diversity  CDO  Securities'7*: 


%  of  Underlying 

InitU 

il  Rating  of  U 

nderiying  As 

setw 

Capital  Structure*2' 

Aaa 

Aa 

A 

Baa 

Ba 

B 

>70% 

85% 

80% 

65% 

55% 

45% 

30% 

<=70%,  >10% 

75% 

70% 

60% 

50% 

40% 

25% 

<=10%,  >5% 

65% 

55% 

50% 

40% 

30% 

20% 

<=5%,  >2% 

55% 

45% 

40% 

35% 

25% 

10% 

<=2% 

45% 

35% 

30% 

25% 

10% 

5% 

(1)  "ABS  Type  Diversified  ABS  Securities"  refer  to  Automobile  Securities,  Car  Rental  Fleet 
Securities,  Credit  Card  Securities  and  Student  Loan  Securities. 

(2)  Initial  par  amount  of  tranche  to  which  such  Underlying  Asset  relates  divided  by  initial  par  amount 
of  total  securities  issued  by  such  Underlying  Asset  issuer. 

(3)  The  recovery  rate  for  Underlying  Assets  with  a  Moody's  Rating  of  Caa1,  Caa2  or  Caa3  is 
assumed  to  be  10%. 

(4>  "ABS  Type   Diversified   Residential   Securities"  refer  to   Residential  A  Mortgage-Backed 

Securities,  Residential  B/C  Mortgage-Backed  Securities,  Non-Subprime  Home  Equity  Loan  Asset-Backed 
Securities  and  Manufactured  Housing  Securities. 

<5>  "ABS  Type  Undiversified  ABS  Securities"  refer  to  Equipment  Lease  Securities,  Small  Business 

Loan  Securities  and  CMBS  Securities. 

<6>  "ABS  Type  Low-Diversity  CDO  Securities"  refer  to  any  CDO  Securities  that  are  not  High- 

Diversity  Securities. 

m  "ABS  Type  High-Diversity  CDO  Securities"  refer  to  any  CDO  Securities  that  entitle  the  holders 

thereof  to  receive  payments  that  depend  (except  for  rights  or  other  assets  designed  to  assure  the 
servicing  or  timely  distribution  of  proceeds  to  holders  of  the  Asset-Backed  Securities)  on  the  cash  flow 
from  a  portfolio  of  commercial  and  industrial  bank  loans,  other  asset-backed  securities  or  corporate  debt 
securities  (or  any  combination  of  the  foregoing)  that  are  obligations  of  obligors  or  issuers  that  represent  a 
relatively  diversified  pool  of  obligor  credit  risk  having  a  Moody's  Asset  Correlation  Factor  lower  than  20% 
or  a  Moody's  diversity  score  higher  than  15.  The  "Moody's  Asset  Correlation  Factor"  is  a  single 
number  determined  in  accordance  with  the  asset  correlation  methodology  provided  from  time  to  time  by 
Moody's  and  listed  in  the  latest  Monthly  Report  or  indenture  of  such  CDO  Security. 
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SCHEDULE  F 

CLASS  D  PRIORITY  REDEMPTION  AMOUNT 

The  Class  D  Priority  Redemption  Amount  on  each  Distribution  Date  during  the  Priority  Distribution 
Period  will  be  as  follows: 


Distribution  Date 

Class  D  Priority  Redemption  Amount 

June  2007 

$459,167 

September  2007 

$459,167 

December  2007 

$459,167 

March  2008 

$459,167 

June  2008 

$459,167 

September  2008 

$459,167 

December  2008 

$459,167 

March  2009 

$459,167 

June  2009 

$459,167 

September  2009 

$459,167 

December  2009 

$459,167 

March  2010 

$459,167 
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SCHEDULE  G 
FORM  OF  CONFIRMATION  FOR  RMBS  SECURITIES 


Deutsche  Bank  AG 


\n 


Date:  [  ] 

To:  Gemstone  CDO  VII  Ltd. 

Fax  No:  [  ] 

From:  Deutsche  Bank  AG,  acting  through  its  London  Branch 

RE:  Credit  Derivative  Transaction  on  Mortgage-Backed  Security  with  Pay-As- You-Go  or 

Physical  Settlement  (Form  I)  (Dealer  Form)  (RMBS) 


Dear  Sir/Madam 

The  purpose  of  this  communication  (the  "Confirmation")  is  to  confirm  the  terms  and  conditions  of 
the  Credit  Derivative  Transaction  relating  to  a  mortgage-backed  security  reference  obligation  entered  into 
between  you  Gemstone  CDO  VII  Ltd.  ("Party  B")  and  us  Deutsche  Bank  AG,  acting  through  its  London 
Branch  ("Party  A")  on  the  Trade  Date  specified  below  (the  "Transaction").  This  Confirmation  constitutes  a 
"Confirmation"  as  referred  to  in  the  ISDA  Master  Agreement  specified  below. 

The  definitions  and  provisions  contained  in  the  2003  ISDA  Credit  Derivatives  Definitions  (the 
"Credit  Derivatives  Definitions"),  as  published  by  the  International  Swaps  and  Derivatives  Association, 
Inc.  ("ISDA")  and  the  ISDA  Standard  Terms  Supplement  for  use  with  Credit  Derivatives  Transaction  on 
Mortgage-Backed  Security  with  Pay-As- You-Go  or  Physical  Settlement,  as  published  by  ISDA  on 
November  10, 2006  (the  "CDS  on  MBS  Terms"),  and,  if  (i)  the  Additional  Provisions  for  Optional  Early 
Termination  have  been  published  by  ISDA  at  the  Trade  Date  and  (ii)  Optional  Early  Termination  is 
specified  as  being  applicable,  the  Additional  Provisions  for  Optional  Early  Termination  most  recently 
published  by  ISDA,  are  incorporated  into  this  Confirmation.  In  the  event  of  any  inconsistency  between 
the  Credit  Derivatives  Definitions  or  the  CDS  on  MBS  Terms  and  this  Confirmation,  this  Confirmation  will 
govern.  In  the  event  of  any  inconsistency  between  the  CDS  on  MBS  Terms  and  the  Credit  Derivatives 
Definitions,  the  CDS  on  MBS  Terms  will  govern. 

This  Confirmation  supplements,  forms  a  part  of,  and  is  subject  to,  the  ISDA  Master  Agreement, 
dated  as  of  [-],  2007,  as  amended  and  supplemented  from  time  to  time  (the  "Agreement"),  between  you 
and  us.  All  provisions  contained  in  the  Agreement  govern  this  Confirmation  except  as  expressly  modified 
below. 

The  terms  of  the  Transaction  to  which  this  Confirmation  relates  are  as  follows: 

Trade  Date:  [  ] 

Effective  Date:  [  ] 

Floating  Rate  Payer:  [  ]  (the  "Seller"). 
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Fixed  Rate  Payer 
Calculation  Agent: 


Calculation  Agent  City: 
Business  Day: 
Reference  Entity: 
Reference  Obligation: 


Reference  Policy: 
Reference  Price: 
Initial  Face  Amount: 
Initial  Payment: 

Fixed  Rate: 

Fixed  Rate  Payer  Payment  Dates: 


[  ]  (the  "Buyer"). 

Party  A,  unless  an  Event  of  Default  has  occurred 
and  is  continuing  with  respect  to  Party  A,  in 
which  case  the  Calculation  Agent  shall  be  a 
leading,  independent  dealer  in  derivatives 
selected  by  agreement  between  the  parties 
within  one  Business  Day  of  such  Event  of 
Default  (the  "Substitute  Calculation  Agent"), 
whose  fees  and  expenses  shall  be  met  by  Party 
A,  whilst  such  Event  of  Default  is  continuing.  If 
the  parties  are  unable  to  agree  on  a  Substitute 
Calculation  Agent,  each  of  the  parties  shall  elect 
an  independent  dealer  in  derivatives  and  such 
two  dealers  shall  agree  on  a  third  party,  who 
shall  be  deemed  to  be  the  Substitute  Calculation 
Agent.  Party  A  shall  be  appointed  to  replace  the 
Substitute  Calculation  Agent  within  one  Business 
Day  of  the  date  on  which  no  Event  of  Default  is 
continuing  in  respect  of  Party  A.  All 
determinations  by  the  Calculation  Agent  shall  be 
made  in  good  faith  and  in  a  commercially 
reasonable  manner. 

New  York 

New  York  and  London 

[  1 

The  obligation  identified  as  follows: 
[Insurer:  [  JJ 

CUSIP/ISIN:       [  ] 

[Bloomberg  ID:  [  ]] 

Legal  final  maturity  date: 
Original  Principal  Amount: 
Initial  Factor:      [  ] 

Issuer:  The  Reference  Entity) 

Not  Applicable 

t  1 

[Not  Applicable] 

[On  [the  Effective  Date],  [Buyer]/[Seller]  will  pay 
[USD][  ]  to  [Seller]/[Buyer].] 

[  ]%  per  annum 

Not  CMBS  Convention 


[  1 

[  1 
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Fixed  Amount: 


Fixed  Amount  definition  for  underlying  with  no 
payment  delay 


Additional  Credit  Event: 

Interest  Shortfall  Cap: 

WAC  Cap  Interest  Provision: 

Step-up  provisions: 

If  Interest  Shortfall  Cap  is  applicable,  then  specify 

Interest  Shortfall  Cap  Basis:  Fixed  Cap 

Interest  Shortfall  Compounding:  Applicable 


Distressed  Ratings  Downgrade 

Applicable 

Not  Applicable 

Applicable 


Rate  Source: 

Optional  Early  Termination: 

Additional  Terms: 


USD-LIBOR-BBA 

Not  Applicable 

The  definition  of  "Fixed  Amount"  in  the  CDS  on 
MBS  Terms  shall  be  deleted  and  replaced  in  its 
entirety  with  the  following: 

"With  respect  to  any  Fixed  Rate  Payer  Payment 
Date,  an  amount  equal  to  the  product  of: 

(a)  the  Fixed  Rate; 

(b)  an  amount  determined  by  the 
Calculation  Agent  equal  to: 

(i)         the  sum  of  the  Reference 

Obligation  Notional  Amount  (as 
calculated  without  taking  into 
consideration  any  adjustment  in 
the  Reference  Obligation 
Notional  Amount  due  to  an 
Implied  Writedown  Amount)  as 
at  5:00  p.m.  in  the  Calculation 
Agent  City  on  each  day  in  the 
related  Fixed  Rate  Payer 
Calculation  Period;  divided  by 

(ii)         the  actual  number  of  days  in  the 
related  Fixed  Rate  Payer 
Calculation  Period;  and 

(c)  the  actual  number  of  days  in  the  related 
Fixed  Rate  Payer  Calculation  Period 
divided  by  360." 
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Implied  Writedown  Amounts  are  not  applicable  to 
this  Transaction.  Without  limiting  the  foregoing, 
for  the  purpose  of  any  calculations  required 
under  this  Confirmation  (including  the  CDS  on 
MBS  Terms),  the  following  terms  shall  all  be 
deemed  to  be  equal  to  zero:  "Aggregate  Implied 
Writedown  Amount",  "Current  Period  Implied 
Writedown  Amount",  "Implied  Writedown 
Amount",  "Implied  Writedown  Percentage", 
"Implied  Writedown  Reimbursement  Amount",  or 
"Previous  Period  Implied  Writedown  Amount". 

The  definition  of  "Writedown"  in  the  CDS  on  MBS 
Terms  shall  be  deleted  and  replaced  in  its 
entirety  with  the  following: 

""Writedown'  means  the  occurrence  at  any  time 
on  or  after  the  Effective  Date  of: 

(i)  (A)  a  writedown  or  applied  loss 
(however  described  in  the  Underlying 
Instruments)  resulting  in  a  reduction  in  the 
Outstanding  Principal  Amount  (other  than  as  a 
result  of  a  scheduled  or  unscheduled  payment  of 
principal);  or  (B)  the  attribution  of  a  principal 
deficiency  or  realized  loss  (however  described  in 
the  Underlying  Instruments)  to  the  Reference 
Obligation  resulting  in  a  reduction  or 
subordination  of  the  current  interest  payable  on 
the  Reference  Obligation;  or 

(ii)  the  forgiveness  of  any  amount  of 
principal  by  the  holders  of  the  Reference 
Obligation  pursuant  to  an  amendment  to  the 
Underlying  Instruments  resulting  in  a  reduction  in 
the  Outstanding  Principal  Amount,  provided  that 
(A)  Party  A  shall  not  give  notice  of  a  Floating 
Amount  Event  or  Credit  Event  with  respect  to  the 
portion  of  a  Writedown  resulting  from  forgiveness 
referred  to  in  this  subclause  (ii)  that  was  caused 
by  the  vote  of  Party  A  if  Party  A  was  the  holder 
of  100%  of  such  Reference  Obligation,  and  (B)  if, 
notwithstanding  the  preceding  sub-clause  (A), 
Party  A  gives  notice  of  a  Floating  Amount  Event 
or  Credit  Event  with  respect  to  the  portion  of  a 
Writedown  resulting  from  forgiveness  referred  to 
in  this  subclause  (ii)  that  was  caused  by  the  vote 
of  Party  A  if  Party  A  was  the  holder  of  1 00%  of 
such  Reference  Obligation,  then,  as  soon  as 
practicable  after  Party  A  and  Party  B  become 
aware  of  such  occurrence,  Party  A  and  Party  B 
shall  refund  to  each  other  all  payments,  and 
reverse  all  other  calculations  and/or 
determinations,  that  occurred  in  connection  with 
or  resulting  from  Party  A  giving  notice  of  such 
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Office,  Notice  and  Account  Details: 

The  Office  of  Party  A  for  this 
Transaction  is: 

The  Office  of  Party  B  for  this 
Transaction  is: 

Telephone,  Telex  and/or  Facsimile 
Numbers  and  Contact  Details  for 
Notices: 

Party  A: 

Telephone: 

Fax: 

Email: 

Party  B: 

Account  Details: 

Account  Details  of  Buyer: 

Account  Details  of  Seller: 


Floating  Amount  Event  or  Credit  Event." 

For  the  avoidance  of  doubt,  no  payment  in 
connection  with  clause  (iii)  of  the  definition  of 
"Writedown"  (as  defined  in  the  CDS  on  MBS 
Terms  and  not  as  amended  herein)  shall  be  due 
or  payable  hereunder  and  the  CDS  on  MBS 
Terms  shall  be  read  accordingly. 


London 


George  Town,  Grand  Cayman,  Cayman  Islands 


Attention:  New  York  Derivatives  Documentation 
(212)  250-9425 
(212)  797-0779 
NYderivative.documentation@db.com 

[  I 


[ 


] 


Please  confirm  your  agreement  to  be  bound  by  the  terms  of  the  foregoing  by  executing  a  copy  of  this 
Confirmation  and  returning  it  to  us  by  facsimile. 


Yours  sincerely, 

DEUTSCHE  BANK  AG,  ACTING  THROUGH  ITS  LONDON  BRANCH 

By:_ 

Name: 
Title: 


By:. 


Name: 
Title: 
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Confirmed  as  of  the  date  first  above  written: 

GEMSTONE  CDO  VII  LTD. 

By  HBK  Investments,  L.P.,  as  its  Investment  Manager 


By-. 


Name: 
Title- 


By: 


Name: 
Title: 
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ISDA  STANDARD  TERMS  SUPPLEMENT  FOR  USE  WITH  CREDIT  DERIVATIVE 
TRANSACTIONS  ON  MORTGAGE-BACKED  SECURITY  WITH  PAY-AS-YOU-GO  OR 

PHYSICAL  SETTLEMENT1 

(published  on  November  10,  2006) 

This  ISDA  Standard  Terms  Supplement  for  use  with  Credit  Derivative  Transactions  on  Mortgage-Backed 
Security  with  Pay-As-You-Go  or  Physical  Settlement  (the  "CDS  on  MBS  Terms")  hereby  incorporates  by 
reference  the  definitions  and  provisions  contained  in  the  2003  ISDA  Credit  Derivatives  Definitions  as 
published  by  the  International  Swaps  and  Derivatives  Association,  Inc.  ("ISDA")  (the  "Credit  Derivatives 
Definitions").  In  the  event  of  any  inconsistency  between  the  Credit  Derivatives  Definitions  and  these  CDS 
on  MBS  Terms,  these  CDS  on  MBS  Terms  will  govern.2 

References  to  the  "Reference  Obligation"  in  these  CDS  on  MBS  Terms  or  in  the  relevant  Confirmation 
shall  be  to  the  terms  of  the  Reference  Obligation  (as  defined  below)  set  out  in  the  Underlying  Instruments 
(as  defined  below)  as  amended  from  time  to  time  unless  otherwise  specified  below. 

1.  General  Terms: 

Trade  Date:  As  shown  in  the  relevant  Confirmation. 

Effective  Date:  As  shown  in  the  relevant  Confirmation. 

Scheduled  Termination  Date:        Subject  to  paragraph  6,  the  Legal  Final  Maturity  Date 

of  the  Reference  Obligation,  subject  to  adjustment  in 
accordance  with  the  Following  Business  Day 
Convention. 

Termination  Date:  The  last  to  occur  of: 

(a)  the  fifth  Business  Day  following  the  Effective 
Maturity  Date; 

(b)  the  last  Floating  Rate  Payer  Payment  Date; 

(c)  the  last  Delivery  Date;  and 

(d)  the  last  Additional  Fixed  Amount  Payment 
Date. 


THE  FOOTNOTES  TO  THIS  CDS  ON  MBS  STANDARD  TERMS  SUPPLEMENT  ARE  PROVIDED  FOR  CLARIFICATION  ONLY 
AND  DO  NOT  CONSTITUTE  ADVICE  AS  TO  THE  STRUCTURING  OR  DOCUMENTATION  OF  A  CREDIT  DERIVATIVE 
TRANSACTION. 

ISDA  has  not  undertaken  to  review  all  applicable  laws  and  regulations  of  any  jurisdiction  in  which  the  Credit  Derivatives  Definitions 
or  these  CDS  on  MBS  Terms  may  be  used.  Therefore,  parties  are  advised  to  consider  the  apprication  of  any  relevant  jurisdiction's 
regulatory,  tax,  accounting,  exchange  or  other  requirements  that  may  exist  In  connection  with  the  entering  Into  and  documenting  of  a 
privately  negotiated  credit  derivative  transaction. 

1  The  definitions  and  provisions  in  this  ISDA  Standard  Terms  Supplement  for  use  with  Credit  Derivatives  Transactions  on 
Mortgage-Backed  Security  with  Pay-As-You-Go  or  Physical  Settlement  may  be  incorporated  into  a  Confirmation  or  other 
document  (including  in  electronic  form)  (a  "Confirmation-)  by  wording  in  the  Confirmation  indicating  that,  or  the  extent  to 
which,  the  Confirmation  is  subject  to  this  ISDA  Standard  Terms  Supplement  for  use  with  Credit  Derivatives  Transactions  on 
Mortgage-Backed  Security  with  Pay-As-You-Go  or  Physical  Settlement.  All  definitions  and  provisions  so  incorporated  in  a 
Confirmation  will  be  applicable  to  that  Confirmation  unless  otherwise  provided  in  that  Confirmation. 

2  Parties  who  wish  to  novate  a  trade  documented  by  way  of  a  Confirmation  incorporating  these  CDS  on  MBS  Terms  should 
consider  using  the  Form  of  Novation  Confirmation  set  out  in  the  Schedule  to  this  ISDA  Standard  Terms  Supplement. 
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Floating  Rate  Payer 
Fixed  Rate  Payer 
Calculation  Agent: 
Calculation  Agent  City: 
Business  Day: 
Business  Day  Convention: 


Reference  Entity: 
Reference  Obligation: 

Reference  Policy: 
Reference  Price: 
Applicable  Percentage: 


As  shown  in  the  relevant  Confirmation  (the  "Seller"). 

As  shown  in  the  relevant  Confirmation  (the  "Buyer"). 

As  shown  in  the  relevant  Confirmation. 

As  shown  in  the  relevant  Confirmation. 

As  shown  in  the  relevant  Confirmation. 

Following  (which,  with  the  exception  of  the  Effective 
Date,  the  Final  Amortization  Date,  each  Reference 
Obligation  Payment  Date  and  the  period  end  date  of 
each  Reference  Obligation  Calculation  Period,  shall 
apply  to  any  date  referred  to  in  these  CDS  on  MBS 
Terms  or  in  the  Relevant  Confirmation  that  falls  on  a 
day  that  is  not  a  Business  Day). 

As  shown  in  the  relevant  Confirmation. 

As  shown  in  the  relevant  Confirmation. 

Section  2.30  of  the  Credit  Derivatives  Definitions  shall 
not  apply. 

As  shown  in  the  relevant  Confirmation. 

As  shown  in  the  relevant  Confirmation. 

On  any  day,  a  percentage  equal  to  A  divided  by  B. 

"A"  means  the  product  of  the  Initial  Face  Amount  and 
the  Initial  Factor  as  decreased  on  each  Delivery  Date 
by  an  amount  equal  to  (a)  the  outstanding  principal 
balance  of  Deliverable  Obligations  Delivered  to  Seller 
(as  adjusted  by  the  Relevant  Amount,  if  any)  divided 
by  the  Current  Factor  on  such  day  multiplied  by  (b)  the 
Initial  Factor. 

"B"  means  the  product  of  the  Original  Principal  Amount 
and  the  Initial  Factor; 

(a)  as  increased  by  the  outstanding  principal 
balance  of  any  further  issues  by  the  Reference 
Entity  that  are  fungible  with  and  form  part  of 
the  same  legal  series  as  the  Reference 
Obligation;  and 

(b)  as  decreased  by  any  cancellations  of  some  or 
all  of  the  Outstanding  Principal  Amount 
resulting  from  purchases  of  the  Reference 
Obligation  by  or  on  behalf  of  the  Reference 
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Entity.3 

Initial  Face  Amount:  As  shown  in  the  relevant  Confirmation. 

Reference  Obligation  Notional    On  the  Effective  Date,  the  product  of: 
Amount: 

(a)  the  Original  Principal  Amount; 

(b)  the  Initial  Factor;  and 

(c)  the  Applicable  Percentage. 

Following  the  Effective  Date,  the  Reference  Obligation 
Notional  Amount  will  be: 

(i)  decreased  on  each  day  on  which  a  Principal 
Payment  is  made  by  the  relevant  Principal 
Payment  Amount; 

(ii)  decreased  on  the  day,  if  any,  on  which  a 
Failure  to  Pay  Principal  occurs  by  the  relevant 
Principal  Shortfall  Amount; 

(iii)  decreased  on  each  day  on  which  a  Writedown 
occurs  by  the  relevant  Writedown  Amount; 

(iv)  increased  on  each  day  on  which  a  Writedown 
Reimbursement  occurs  by  any  Writedown 
Reimbursement  Amount  in  respect  of  a 
Writedown  Reimbursement  within  paragraphs 
(ii)  or  (iii)  of  the  definition  of  "Writedown 
Reimbursement";  and 

(v)  decreased  on  each  Delivery  Date  by  an 
amount  equal  to  the  relevant  Exercise  Amount 
minus  the  amount  determined  pursuant  to 
paragraph  (b)  of  "Physical  Settlement  Amount" 
below,  provided  that  if  any  Relevant  Amount  is 
applicable,  the  Exercise  Amount  will  also  be 
deemed  to  be  decreased  by  such  Relevant 
Amount  (or  increased  by  the  absolute  value  of 
such  Relevant  Amount  if  such  Relevant 
Amount  is  negative)  with  effect  from  such 
Delivery  Date; 

provided  that  if  the  Reference  Obligation  Notional 
Amount  would  be  less  than  zero,  it  shall  be  deemed  to 
be  zero. 

For  the  avoidance  of  doubt,  the  Reference  Obligation 
Notional  Amount  shall  not  be  increased  by  any  deferral 
or  capitalization  of  interest  that  relates  to  the  Term  of 
this  Transaction  or  decreased  by  payment  of  any 


This  represents  the  percentage  covered  by  the  relevant  Transaction  of  the  Outstanding  Principal  Amount  It  may  be  more  than 
100%. 
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Initial  Payment: 


portion  of  the  principal  balance  of  the  Reference 
Obligation  that  is  attributable  to  the  deferral  or 
capitalization  of  interest  during  the  Term  of  this 
Transaction. 

As  shown  in  the  relevant  Confirmation. 


2.  Fixed  Payments: 

Fixed  Rate  Payer: 
Fixed  Rate: 


Fixed  Rate  Payer  Period  End 
Date: 

Fixed  Rate  Payer  Payment 
Dates: 


Fixed  Amount: 


Buyer 

As  shown  in  the  relevant  Confirmation,  subject  to 
adjustment  in  accordance  with  paragraph  6  below. 

The  first  day  of  each  Reference  Obligation  Calculation 
Period. 

In  the  relevant  Confirmation,  the  parties  shall  specify 
either  "Not  CMBS  Convention"  or  "CMBS  Convention" 
as  applicable. 

If  "Not  CMBS  Convention"  is  specified  in  the  relevant 
Confirmation,  the  Fixed  Rate  Payer  Payment  Dates 
shall  be  each  day  falling  five  Business  Days  after  a 
Reference  Obligation  Payment  Date;  provided  that  the 
final  Fixed  Rate  Payer  Payment  Date  shall  fall  on  the 
fifth  Business  Day  following  the  Effective  Maturity 
Date. 

If  "CMBS  Convention"  is  specified  in  the  relevant 
Confirmation,  the  Fixed  Rate  Payer  Payment  Dates 
shall  be,  after  each  Reference  Obligation  Payment 
Date,  the  next  following  25th  calendar  day  of  the 
month,  except  that  when  a  Reference  Obligation 
Payment  Date  falls  on  or  after  25th  calendar  day  of  a 
month,  the  Fixed  Rate  Payer  Payment  Date  in  respect 
of  such  Reference  Obligation  Payment  Date  shall  be 
25th  calendar  day  of  the  next  following  month; 
provided  that  the  final  Fixed  Rate  Payer  Payment  Date 
shall  fall  on  the  fifth  Business  Day  following  the 
Effective  Maturity  Date. 

In  the  relevant  Confirmation,  the  parties  shall  specify 
"Fixed  Amount  definition  for  underlying  with  no 
payment  delay"  or  "Fixed  Amount  definition  for 
underlying  with  payment  delay". 

If  "Fixed  Amount  definition  for  underlying  with  no 
payment  delay"  is  specified  in  the  relevant 
Confirmation,  the  Fixed  Amount  shall  be,  with  respect 
to  any  Fixed  Rate  Payer  Payment  Date,  an  amount 
equal  to  the  product  of: 


(a) 


the  Fixed  Rate; 
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(b)  an   amount  determined   by  the   Calculation 
Agent  equal  to: 

(i)  the  sum  of  the  Reference  Obligation 
Notional  Amount  as  at  5:00  p.m.  in  the 
Calculation  Agent  City  on  each  day  in 
the  related  Fixed  Rate  Payer 
Calculation  Period;  divided  by 

(ii)  the  actual  number  of  days  in  the 
related  Fixed  Rate  Payer  Calculation 
Period;  and 

(c)  the  actual  number  of  days  in  the  related  Fixed 
Rate  Payer  Calculation  Period  divided  by  360. 


Additional  Fixed  Amount 
Payment  Dates: 


Additional  Fixed  Payments: 


If  "Fixed  Amount  definition  for  underlying  with  payment 
delay"  is  specified  in  the  relevant  Confirmation,  then 
the  Fixed  Amount  shall  be  with  respect  to  any  Fixed 
Rate  Payer  Payment  Date,  an  amount  equal  to  the 
product  of: 

(a)  the  Fixed  Rate; 

(b)  the  Reference  Obligation  Notional  Amount 
outstanding  on  the  last  day  of  the  Reference 
Obligation  Calculation  Period  related  to  such 
Fixed  Rate  Payer  Payment  Date,  as  adjusted 
for  any  increases  or  decreases  of  the 
Reference  Obligation  Notional  Amount  on  the 
Reference  Obligation  Payment  Date 
immediately  preceding  the  related  Reference 
Obligation  Payment  Date;  and 

(c)  the  actual  number  of  days  in  the  related  Fixed 
Rate  Payer  Calculation  Period  divided  by  360. 

(a)  Each  Fixed  Rate  Payer  Payment  Date;  and 

(b)  in  relation  to  each  Additional  Fixed  Payment 
Event  occurring  after  the  second  Business 
Day  prior  to  the  last  Fixed  Rate  Payer 
Payment  Date,  the  fifth  Business  Day  after 
Buyer  has  received  notification  from  Seller  or 
the  Calculation  Agent  of  the  occurrence  of 
such  Additional  Fixed  Payment  Event. 

Following  the  occurrence  of  an  Additional  Fixed 
Payment  Event  in  respect  of  the  Reference  Obligation, 
Buyer  shall  pay  the  relevant  Additional  Fixed  Amount 
to  Seller  on  the  first  Additional  Fixed  Amount  Payment 
Date  falling  at  least  two  Business  Days  (or  in  the  case 
of  an  Additional  Fixed  Payment  Event  that  occurs  after 
the  second  Business  Day  prior  to  the  last  Fixed  Rate 
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Additional  Fixed  Payment 
Event: 


Additional  Fixed  Amount: 


Payer  Payment  Date,  five  Business  Days)  after  the 
delivery  of  a  notice  by  the  Calculation  Agent  to  the 
parties  or  by  Seller  to  Buyer  stating  that  the  related 
Additional  Fixed  Amount  is  due  and  showing  in 
reasonable  detail  how  such  Additional  Fixed  Amount 
was  determined;  provided  that  any  such  notice  must 
be  given  on  or  prior  to  the  fifth  Business  Day  following 
the  day  that  is  one  calendar  year  after  the  Effective 
Maturity  Date. 

The  occurrence  on  or  after  the  Effective  Date  and  on 
or  before  the  day  that  is  one  calendar  year  after  the 
Effective  Maturity  Date  of  a  Writedown 
Reimbursement,  a  Principal  Shortfall  Reimbursement 
or  an  Interest  Shortfall  Reimbursement 

With  respect  to  each  Additional  Fixed  Amount 
Payment  Date,  an  amount  equal  to  the  sum  of: 

(a)  the     Writedown     Reimbursement     Payment 
Amount  (if  any); 

(b)  the      Principal      Shortfall      Reimbursement 
Payment  Amount  (if  any);  and 

(c)  the  Interest  Shortfall  Reimbursement  Payment 
Amount  (if  any). 

For  the  avoidance  of  doubt,  each  Writedown 
Reimbursement  Payment  Amount,  Principal  Shortfall 
Reimbursement  Payment  Amount  or  Interest  Shortfall 
Reimbursement  Payment  Amount  (as  applicable)  shall 
be  calculated  using  the  Applicable  Percentage  which 
takes  into  account  the  aggregate  adjustment  made  to 
the  Applicable  Percentage  in  respect  of  all  Delivery 
Dates  that  have  occurred  prior  to  the  date  of  such 
calculation. 


Floating  Payments: 

Floating  Rate  Payer: 

Floating  Rate  Payer  Payment 
Dates: 


Seller 

In  relation  to  a  Floating  Amount  Event,  the  first  Fixed 
Rate  Payer  Payment  Date  failing  at  least  two  Business 
Days  (or  in  the  case  of  a  Floating  Amount  Event  that 
occurs  on  the  Legal  Final  Maturity  Date  or  the  Final 
Amortization  Date,  the  fifth  Business  Day)  after  delivery 
of  a  notice  by  the  Calculation  Agent  to  the  parties  or  a 
notice  by  Buyer  to  Seller  that  the  related  Floating 
Amount  is  due  and  showing  in  reasonable  detail  how 
such  Floating  Amount  was  determined;  provided  that 
any  such  notice  must  be  given  on  or  prior  to  the  fifth 
Business  Day  following  the  Effective  Maturity  Date. 
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Floating  Payments:  If  a  Floating  Amount  Event  occurs,  then  on  the  relevant 

Floating  Rate  Payer  Payment  Date,  Seller  will  pay  the 
relevant  Floating  Amount  to  Buyer.  For  the  avoidance 
of  doubt,  the  Conditions  to  Settlement  are  not  required 
to  be  satisfied  in  respect  of  a  Floating  Payment. 

Floating  Amount  Event  A  Writedown,  a  Failure  to  Pay  Principal  or  an  Interest 

Shortfall. 

Floating  Amount:  With  respect  to  each  Floating  Rate  Payer  Payment 

Date,  an  amount  equal  to  the  sum  of: 

(a)  the  relevant  Writedown  Amount  (if  any); 

(b)  the  relevant  Principal  Shortfall  Amount  (if  any); 
and 

(c)  the  relevant  Interest  Shortfall  Payment  Amount 
(if  any). 

For  the  avoidance  of  doubt,  each  Writedown  Amount, 
Principal  Shortfall  Amount  or  Interest  Shortfall  Payment 
Amount  (as  applicable)  shall  be  calculated  using  the 
Applicable  Percentage  which  takes  into  account  the 
aggregate  adjustment  made  to  the  Applicable 
Percentage  in  respect  of  all  Delivery  Dates  that  have 
occurred  prior  to  the  date  of  such  calculation. 
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Credit  Events  and  Physical  Settlement 

Conditions  to  Settlement:  Credit  Event  Notice 


Notifying  Party;     Buyer 

Notice  of  Physical  Settlement 

Notice  of  Publicly  Available  Information:  Applicable 

Public  Sources:  The  public  sources  listed  in  Section  3.7 
of  the  Credit  Derivatives  Definitions; 
provided  that  Servicer  Reports  in 
respect  of  the  Reference  Obligation 
and,  in  respect  of  a  Distressed  Ratings 
Downgrade  Credit  Event  only,  any 
public  communications  by  any  of  the 
Rating  Agencies  in  respect  of  the 
Reference  Obligation  shall  also  be 
deemed  Public  Sources. 

Specified  Number:  1 

provided  that  if  the  Calculation  Agent  has  previously 
delivered  a  notice  to  the  parties  or  Buyer  has 
previously  delivered  a  notice  to  Seller  pursuant  to  the 
definition  of  "Floating  Rate  Payer  Payment  Dates" 
above  in  respect  of  a  Writedown  or  a  Failure  to  Pay 
Principal,  the  only  Condition  to  Settlement  with  respect 
to  any  Credit  Event  shall  be  a  Notice  of  Physical 
Settlement. 

The  parties  agree  that  with  respect  to  the  Transaction 
and  notwithstanding  anything  to  the  contrary  in  the 
Credit  Derivatives  Definitions: 

(a)  the  Conditions  to  Settlement  may  be  satisfied 
on  more  than  one  occasion; 

(b)  multiple  Physical  Settlement  Amounts  may  be 
payable  by  Seller; 

(c)  Buyer,  when  providing  a  Notice  of  Physical 
Settlement,  must  specify  an  Exercise  Amount 
and  an  Exercise  Percentage; 

(d)  if  Buyer  has  delivered  a  Notice  of  Physical 
Settlement  that  specifies  an  Exercise  Amount 
that  is  less  than  the  Reference  Obligation 
Notional  Amount  as  of  the  date  on  which  such 
Notice  of  Physical  Settlement  Is  delivered 
(calculated  as  though  Physical  Settlement  in 
respect  of  all  previously  delivered  Notices  of 
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Credit  Events: 


Physical  Settlement  has  occurred  in  full),  the 
rights  and  obligations  of  the  parties  under  the 
Transaction  shall  continue  and  Buyer  may 
deliver  additional  Notices  of  Physical 
Settlement  with  respect  to  the  initial  Credit 
Event  or  with  respect  to  any  additional  Credit 
Event  at  any  time  thereafter;  and 

(e)  any  Notice  of  Physical  Settlement  shall  be 
delivered  no  later  than  30  calendar  days  after 
the  fifth  Business  Day  following  the  earlier  of 
the  Effective  Maturity  Date  and  the  Optional 
Step-up  Early  Termination  Date. 

Section  3.2(d)  of  the  Credit  Derivatives  Definitions  is 
amended  to  delete  the  words  "that  is  effective  no  later 
than  thirty  calendar  days  after  the  Event  Determination 
Date". 

Section  3.3  of  the  Credit  Derivatives  Definitions  is 
amended  so  that  the  following  is  added  as  sub-clause 
"(d): 

"(d)  the  expfration  of  any  applicable  grace  period  for  a 
Failure  to  Pay  Principal  Credit  Event". 

The  following  Credit  Events  shall  apply  to  the 
Transaction  (and  the  first  sentence  of  Section  4.1  of  the 
Credit  Derivatives  Definitions  shall  be  amended 
accordingly): 


Failure  to  Pay  Principal 


Writedown 


Obligation: 


Additional  Credit  Event  (as  shown  in  the  relevant 
Confirmation). 

Reference  Obligation  Only 


Interest  Shortfall 

Interest  Shortfall  Payment 
Amount: 


In  respect  of  an  Interest  Shortfall,  the  relevant  Interest 
Shortfall  Amount;  provided  that,  if  Interest  Shortfall  Cap  is 
specified  as  applicable  in  the  relevant  Confirmation  and  the 
Interest  Shortfall  Amount  exceeds  the  Interest  Shortfall  Cap 
Amount,  the  Interest  Shortfall  Payment  Amount  in  respect  of 
such  Interest  Shortfall  shall  be  the  Interest  Shortfall  Cap 
Amount. 


Interest  Shortfall  Cap:  As  shown  in  the  relevant  Confirmation. 

Interest  Shortfall  Cap  Amount:      As  set  out  in  the  Interest  Shortfall  Cap  Annex. 
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Actual  Interest  Amount: 


With  respect  to  any  Reference  Obligation  Payment  Date, 
payment  by  or  on  behalf  of  the  Issuer  of  an  amount  in 
respect  of  interest  due  under  the  Reference  Obligation 
(including,  without  limitation,  any  deferred  interest  or  default 
interest  but  excluding  payments  in  respect  of  prepayment 
penalties,  yield  maintenance  provisions  or  principal,  except 
that  the  Actual  Interest  Amount  shall  include  any  payment  of 
principal  representing  capitalized  interest  that  relates  to  the 
Term  of  the  Transaction)  to  the  holder(s)  of  the  Reference 
Obligation  in  respect  of  the  Reference  Obligation. 


WAC  Cap  Interest  Provision:         As  shown  in  the  relevant  Confirmation. 


Expected  Interest  Amount: 


For  this  purpose,  "WAC  Cap"  means  a  weighted  average 
coupon  or  weighted  average  rate  cap  provision  (however 
defined  in  the  Underlying  Instruments)  of  the  Underlying 
Instruments  that  limits,  increases  or  decreases  the  interest 
rate  or  interest  entitlement  in  circumstances  where  the 
Underlying  Instruments  as  at  the  Trade  Date  and  without 
regard  to  any  subsequent  amendments,  do  not  provide  for 
any  interest  shortfall  arising  as  a  result  of  such  provision  to 
be  deferred,  capitalized  or  otherwise  compensated  for  at 
any  future  time. 

With  respect  to  any  Reference  Obligation  Payment  Date,  the 
amount  of  current  interest  that  would  accrue  during  the 
related  Reference  Obligation  Calculation  Period  calculated 
using  the  Reference  Obligation  Coupon  on  a  principal 
balance  of  the  Reference  Obligation  equal  to: 

(a)  the  Outstanding  Principal  Amount  taking  into 
account  any  reductions  due  to  a  principal  deficiency 
balance  or  realized  loss  amount  (however  described 
in  the  Underlying  Instruments)  that  are  attributable 
to  the  Reference  Obligation  minus 

(b)  the  Aggregate  Implied  Writedown  Amount  (if  any) 

and  that  will  be  payable  on  the  related  Reference  Obligation 
Payment  Date  assuming  for  this  purpose  that  sufficient 
funds  are  available  therefor  in  accordance  with  the 
Underlying  Instruments.  Except  as  provided  in  (a)  in  the 
previous  sentence,  the  Expected  Interest  Amount  shall  be 
determined  without  regard  to  (i)  unpaid  amounts  in  respect 
of  accrued  interest  on  prior  Reference  Obligation  Payment 
Dates,  or  (ii)  any  prepayment  penalties  or  yield  maintenance 
provisions. 

The  Expected  Interest  Amount  shall  be  determined: 

(x)  if  WAC  Cap  Interest  Provision  is  specified  as 
applicable  in  the  relevant  Confirmation,  after  giving 
effect  to  any  WAC  Cap;  and 
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Interest  Shortfall: 


Interest  Shortfall  Amount: 


(y)  if  WAC  Cap  Interest  Provision  is  specified  as  not 
applicable  in  the  relevant  Confirmation,  without 
giving  effect  to  any  WAC  Cap;  and 

in  either  case  without  regard  to  the  effect  of  any  provisions 
(however  described)  of  such  Underlying  Instruments  that 
otherwise  permit  the  limitation  of  due  payments  to 
distributions  of  funds  available  from  proceeds  of  the 
Underlying  Assets,  or  that  provide  for  the  capitalization  or 
deferral  of  interest  on  the  Reference  Obligation  during  the 
Term  of  the  Transaction,  or  that  provide  for  the  extinguishing 
or  reduction  of  such  payments  or  distributions  (each  a 
"Limitation  Provision")  (but,  for  the  avoidance  of  doubt, 
taking  account  of  any  Writedown  within  paragraph  (i)  of  the 
definition  of  "Writedown"  occurring  in  accordance  with  the 
Underlying  Instruments)1*. 

For  the  purposes  of  calculating  the  Expected  Interest 
Amount,  and  notwithstanding  any  other  provision  herein,  the 
Reference  Obligation  Coupon  shall  be  deemed  to  include 
any  cap  stated  in  the  Underlying  Instrument  that  is  not  a 
Limitation  Provision  and,  where  WAC  Cap  Interest  Provision 
is  specified  as  not  applicable  in  the  relevant  Confirmation,  is 
not  a  WAC  Cap. 

With  respect  to  any  Reference  Obligation  Payment  Date, 
either  (a)  the  non-payment  of  an  Expected  Interest  Amount 
or  (b)  the  payment  of  an  Actual  Interest  Amount  that  is  less 
than  the  Expected  Interest  Amount. 

For  the  avoidance  of  doubt,  the  occurrence  of  an  event 
within  (a)  or  (b)  shall  be  determined  taking  into  account  any 
payment  made  under  the  Reference  Policy,  if  applicable. 

With  respect  to  any  Reference  Obligation  Payment  Date,  an 
amount  equal  to  the  greater  of: 


(a)  zero;  and 

(b)  the  amount  equal  to  the  product  of: 

(i)  (A)        the    Expected     Interest    Amount; 

minus 


(«) 


(B)        the  Actual  Interest  Amount;  and 
the  Applicable  Percentage; 


provided  that,  with  respect  to  the  first  Reference  Obligation 
Payment  Date  only,  the  Interest  Shortfall  Amount  shall  be 
the  amount  determined  in  accordance  with  (a)  and  (b)  above 
multiplied  by  a  fraction  equal  to: 


Note  that  this  will  not  impact  the  determination  of  "Expected  Interest  Amount-  in  respect  of  a  Reference  Obligation  that 
does  not  have  a  Limitation  Provision. 
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Interest  Shortfall 
Reimbursement: 


Interest  Shortfall 
Reimbursement  Amount: 


Interest  Shortfall 
Reimbursement  Payment 
Amount: 


(x)        the  number  of  days  in  the  first  Fixed  Rate  Payer 
Calculation  Period;  over 

(y)         the  number  of  days  in  the  first  Reference  Obligation 
Calculation  Period. 

With  respect  to  any  Reference  Obligation  Payment  Date,  the 
payment  by  or  on  behalf  of  the  Issuer  of  an  Actual  Interest 
Amount  in  respect  of  the  Reference  Obligation  that  is 
greater  than  the  Expected  Interest  Amount. 

With  respect  to  any  Reference  Obligation  Payment  Date,  the 
product  of  (a)  the  amount  of  any  Interest  Shortfall 
Reimbursement  on  such  day  and  (b)  the  Applicable 
Percentage. 

If  Interest  Shortfall  Cap  is  specified  as  not  applicable  in  the 
relevant  Confirmation,  the  relevant  Interest  Shortfall 
Reimbursement  Amount.  If  Interest  Shortfall  Cap  is  specified 
as  applicable  in  the  relevant  Confirmation,  the  amount 
determined  pursuant  to  the  Interest  Shortfall  Cap  Annex. 


Consequences  of  Step-up  of  the  Reference  Obligation  Coupon 

Step-up  provisions:  As  shown  in  the  relevant  Confirmation. 


Step-up: 


Non-Call  Notification  Date: 


Non-Call  Notice: 


Increase  of  the  Fixed  Rate: 


If  the  Step-up  provisions  are  applicable,  then  the  following 
provisions  of  this  paragraph  6  shall  apply. 

On  any  day,  an  increase  in  the  Reference  Obligation 
Coupon  due  to  the  failure  of  the  Issuer  or  a  third  party  to 
exercise,  in  accordance  with  the  Underlying  Instruments,  a 
"clean-up  call"  or  other  right  to  purchase,  redeem,  cancel  or 
terminate  (however  described  in  the  Underlying  Instruments) 
the  Reference  Obligation. 

The  date  of  delivery  by  the  Calculation  Agent  to  the  parties 
or  by  Buyer  to  Seller  of  a  Non-Call  Notice. 

A  notice  given  by  the  Calculation  Agent  to  the  parties  or  by 
Buyer  to  Seller  that  the  Reference  Obligation  has  not  been 
purchased,  redeemed,  cancelled  or  terminated  by  the  Issuer 
or  a  third  party,  in  accordance  with  the  Underlying 
Instruments,  pursuant  to  a  "clean-up  call"  or  other  right  to 
purchase,  redeem,  cancel  or  terminate  (however  described 
in  the  Underlying  Instruments)  the  Reference  Obligation, 
which  failure  will  result  in  the  occurrence  of  a  Step-up. 

Subject  to  "Optional  Step-up  Early  Termination"  below,  upon 
the  occurrence  of  a  Step-up,  the  Fixed  Rate  will  be 
increased  by  the  number  of  basis  points  by  which  the 
Reference  Obligation  Coupon  is  increased  due  to  the 
Step-up,  such  increase  to  take  effect  as  of  the  Fixed  Rate 
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Payer    Payment    Date    immediately   following 
Business  Day  after  the  Non-Call  Notification  Date. 


the    fifth 


Optional  Step-up  Eariy 
Termination: 


No  later  than  five  Business  Days  after  the  Non-Call 
Notification  Date,  Buyer  shall  notify  Seller  (such  notification, 
a  "Buyer  Step-up  Notice")  whether  Buyer  wishes  to  continue 
the  Transaction  at  the  increased  Fixed  Rate  or  to  terminate 
the  Transaction. 

If  Buyer  elects  to  terminate  the  Transaction,  the  date  of 
delivery  of  the  Buyer  Step-up  Notice  shall  be  the  Scheduled 
Termination  Date  (such  date,  the  "Optional  Step-up  Early 
Termination  Date")  and  in  such  case  "Increase  of  the  Fixed 
Rate"  in  this  paragraph  6  shall  not  apply. 

No  amount  shall  be  payable  by  either  party  in  respect  of  the 
Optional  Step-up  Early  Termination  Date  other  than  any 
Fixed  Amount,  Additional  Fixed  Amount,  Floating  Amount  or 
Physical  Settlement  Amount  calculated  in  accordance  with 
the  terms  hereof.  For  the  avoidance  of  doubt,  the  obligation 
of  a  party  to  pay  any  amount  that  has  become  due  and 
payable  under  the  Transaction  and  remains  unpaid  as  at  the 
Optional  Step-up  Early  Termination  Date  shall  not  be 
affected  by  the  occurrence  of  the  Optional  Step-up  Early 
Termination  Date. 

If  Buyer  fails  to  deliver  the  Buyer  Step-up  Notice  by  the  fifth 
Business  Day  after  the  Non-Call  Notification  Date,  Buyer 
shall  be  deemed  to  have  elected  to  continue  the  Transaction 
at  the  increased  Fixed  Rate  as  described  under  "Increase  of 
the  Fixed  Rate". 

If  Buyer  elects,  or  is  deemed  to  have  elected,  to  continue 
the  Transaction  at  the  increased  Fixed  Rate,  the 
Transaction  shall  continue. 


Settlement  Terms 

Settlement  Method:  Physical  Settlement 

Terms  Relating  to  Physical  Settlement: 

Physical  Settlement  Period:  Five  Business  Days 

Deliverable  Obligations: 

Deliverable  Obligations: 


Exclude  Accrued  Interest 


Physical  Settlement  Amount: 


Deliverable  Obligation  Category:     Reference  Obligation 
Only 

An  amount  equal  to: 

(a)         the   product  of  the   Exercise  Amount   and   the 
Reference  Price;  minus 
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(b) 


the  sum  of: 


(i)  if    the    Aggregate     Implied    Writedown 

Amount  is  greater  than  zero,  the  product  of 
(A)  the  Aggregate  Implied  Writedown 
Amount,  (B)  the  Applicable  Percentage, 
each  as  determined  immediately  prior  to 
the  relevant  Delivery  and  (C)  the  relevant 
Exercise  Percentage;  and 

(ii)  the  product  of  (A)  the  aggregate  of  all 
Writedown  Amounts  in  respect  of 
Writedowns  within  paragraph  (i)(B)  of  the 
definition  of  "Writedown"  minus  the 
aggregate  of  all  Writedown 
Reimbursement  Amounts  in  respect  of 
Writedown  Reimbursements  within 
paragraph  (ii)(B)  of  the  definition  of 
"Writedown  Reimbursement"  and  (B)  the 
relevant  Exercise  Percentage; 

provided  that  if  the  Physical  Settlement  Amount  would 
exceed  the  product  of: 

(1)  the  Reference  Obligation  Notional  Amount  as  of 
the  date  on  which  the  relevant  Notice  of  Physical 
Settlement  is  delivered  calculated  as  though 
Physical  Settlement  in  respect  of  all  previously 
delivered  Notices  of  Physical  Settlement  has 
occurred  in  full;  and 

(2)  the  Exercise  Percentage; 

then  the  Physical  Settlement  Amount  shall  be  deemed  to 
be  equal  to  such  product. 

With  respect  to  a  Delivery  Date,  if  a  Servicer  Report  that 
describes  a  Delayed  Payment  is  delivered  to  holders  of  the 
Reference  Obligation  or  to  the  Calculation  Agent  on  or 
after  such  Delivery  Date,  Buyer  will  pay  the  applicable 
Delayed  Payment  Amount  to  Seller  no  later  than  five 
Business  Days  following  the  later  of  (a)  the  day  on  which 
such  Servicer  Report  is  delivered  and  (b)  the  day  on  which 
such  Delayed  Payment  is  due  and  payable. 

Applicable 

Non-delivery     by      Buyer     or    If  Buyer  has  delivered  a  Notice  of  Physical  Settlement  and: 

occurrence     of     the     Effective 

Maturity  Date:  (a)         Buyer  does  not  Deliver  in  full  the  Deliverable 

Obligations  specified  in  that  Notice  of  Physical 
Settlement  on  or  prior  to  the  Physical  Settlement 
Date;  or 


Delayed  Payment: 


Escrow: 
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(b)  the  Effective  Maturity  Date  occurs  after  delivery  of 
the  Notice  of  Physical  Settlement  but  before  Buyer 
Delivers  the  Deliverable  Obligations  specified  in 
that  Notice  of  Physical  Settlement; 

then  such  Notice  of  Physical  Settlement  shall  be  deemed 
not  to  have  been  delivered  and  any  reference  in  these 
CDS  on  MBS  Terms  to  a  previously  delivered  Notice  of 
Physical  Settlement  shall  exclude  any  Notice  of  Physical 
Settlement  that  is  deemed  not  to  have  been  delivered. 
Sections  9.2(c)(ii)  (except  for  the  first  sentence  thereof), 
9.3,  9.4,  9.5,  9.6,  9.9  and  9.10  of  the  Credit  Derivatives 
Definitions  shall  not  apply. 


8.  Additional  Provisions: 

(a)  Delivery  of  Servicer  Report 

If  either  party  makes  a  request  in  writing,  the  Calculation  Agent  agrees  to  provide  such  party  with 
a  copy  of  the  most  recent  Servicer  Report  promptly  following  receipt  of  such  request,  if  and  to  the 
extent  such  Servicer  Report  is  reasonably  available  to  the  Calculation  Agent  (whether  or  not  the 
Calculation  Agent  is  a  holder  of  the  Reference  Obligation).  In  addition,  if  a  Floating  Payment  or  an 
Additional  Fixed  Payment  is  due  hereunder,  then  the  Calculation  Agent  or  the  party  that  notifies 
the  other  party  that  the  relevant  Floating  Payment  or  Additional  Fixed  Payment  is  due,  as 
applicable,  (the  "Notifying  Party")  shall  deliver  a  copy  of  any  Servicer  Report  relevant  to  such 
payment  that  is  requested  by  the  party  that  is  not  the  Notifying  Party  or  by  either  party  where  the 
Notifying  Party  is  the  Calculation  Agent,  if  and  to  the  extent  that  such  Servicer  Report  is 
reasonably  available  to  the  Notifying  Party  (whether  or  not  the  Notifying  Party  is  a  holder  of  the 
Reference  Obligation). 

(b)  Calculation  Agent  and  Buyer  and  Seller  Determinations 

The  Calculation  Agent  shall  be  responsible  for  determining  and  calculating  (i)  the  Fixed  Amount 
payable  on  each  Fixed  Rate  Payer  Payment  Date;  (ii)  the  occurrence  of  a  Floating  Amount  Event 
and  the  related  Floating  Amount  and  (iii)  the  occurrence  of  an  Additional  Fixed  Payment  Event 
and  the  related  Additional  Fixed  Amount;  provided  that  notwithstanding  the  above,  each  of  Buyer 
and  Seller  shall  be  entitled  to  determine  and  calculate  the  above  amounts  to  the  extent  that  Buyer 
or  Seller,  as  applicable,  has  the  right  to  deliver  a  notice  to  the  other  party  demanding  payment  of 
such  amount.  The  Calculation  Agent  or  Buyer  or  Seller,  as  applicable,  shall  make  such 
determinations  and  calculations  based  solely  on  the  basis  of  the  Servicer  Reports,  to  the  extent 
such  Servicer  Reports  are  reasonably  available  to  the  Calculation  Agent  or  such  party.  The 
Calculation  Agent  or  Buyer  or  Seller,  as  applicable,  shall,  as  soon  as  practicable  after  making  any 
of  the  determinations  or  calculations  specified  in  (i)  and  (ii)  above,  notify  the  parties  or  the  other 
party,  as  applicable,  of  such  determinations  and  calculations.  For  the  avoidance  of  doubt,  if  an 
Interest  Shortfall  Amount  is  not  explicitly  set  out  in  the  Servicer  Report  but  the  Calculation  Agent 
determines  that  an  Interest  Shortfall  has  occurred  on  the  basis  of  information  in  such  Servicer 
Report,  then  the  relevant  Interest  Shortfall  Amount  shall  be  calculated  by  the  Calculation  Agent 
on  the  basis  of  such  information.5 

(c)  Adjustment  of  Calculation  Agent  Determinations 


This  is  intended  to  cover  any  situation  in  which  the  Servicer  Report  does  not  report  on  Interest  Shortfalls. 
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To  the  extent  that  a  Servicer  furnishes  any  Servicer  Reports  correcting  information  contained  in 
previously  issued  Servicer  Reports,  and  such  corrections  impact  calculations  pursuant  to  the 
Transaction,  the  calculations  relevant  to  the  Transaction  shall  be  adjusted  retroactively  by  the 
Calculation  Agent  to  reflect  the  corrected  information  (provided  that,  for  the  avoidance  of  doubt, 
no  amounts  in  respect  of  interest  shall  be  payable  by  either  party  and  provided  that  the 
Calculation  Agent  in  performing  the  calculations  pursuant  to  this  paragraph  will  assume  that  no 
interest  has  accrued  on  any  adjusted  amount),  and  the  Calculation  Agent  shall  promptly  notify 
both  parties  of  any  corrected  payments  required  by  either  party.  Any  required  corrected  payments 
shall  be  made  within  five  Business  Days  of  the  day  on  which  such  notification  by  the  Calculation 
Agent  is  effective. 

9.  Additional  Definitions  and  Amendments  to  the  Credit  Derivatives  Definitions 

(a)  References  in  Sections  4.1,  8.2,  9.1  and  9.2(a)  of  the  Credit  Derivatives  Definitions  as  well  as 
Section  3(a)(iv)  of  the  form  of  Novation  Agreement  set  forth  in  Exhibit  E  to  the  Credit  Derivatives 
Definitions  to  the  Reference  Entity  shall  be  deemed  to  be  references  to  both  the  Reference  Entity 
and  the  Insurer  in  respect  of  the  Reference  Policy,  if  applicable. 

(b)  (i)  The  definition  of  "Publicly  Available  Information"  in  Section  3.5  of  the  Credit  Derivatives 

Definitions  shall  be  amended  by  (i)  inserting  the  words  "the  Insurer  in  respect  of  the 
Reference  Policy,  if  applicable"  at  the  end  of  subparagraph  (a)(ii)(A)  thereof,  (ii)  inserting 
the  words ",  servicer,  sub-servicer,  master  servicer"  before  the  words  "or  paying  agent"  in 
subparagraph  (a)(ii)(B)  thereof  and  (iii)  deleting  the  word  "or"  at  the  end  of  subparagraph 
(a)(iii)  thereof  and  inserting  at  the  end  of  subparagraph  (a)(iv)  thereof  the  following:  "or  (v) 
is  information  contained  in  a  notice  or  on  a  website  published  by  an  internationally 
recognized  rating  agency  that  has  at  any  time  rated  the  Reference  Obligation". 

(ii)  The  definition  of  "Physical  Settlement"  in  Section  8.1  of  the  Credit  Derivatives  Definitions 
shall  be  amended  by  (i)  deleting  the  words  "Physical  Settlement  Amount"  from  the  last 
line  of  the  second  paragraph  thereof  and  (ii)  inserting  in  lieu  thereof  the  words  "Exercise 
Amount". 

(iii)  The  definition  of  "Physical  Settlement  Date"  in  Section  8.4  of  the  Credit  Derivatives 
Definitions  shall  be  amended  by  deleting  the  last  sentence  thereof. 

(c)  For  the  purposes  of  the  Transaction  only,  the  following  terms  have  the  meanings  given  below: 

"Actual  Principal  Amount"  means,  with  respect  to  the  Final  Amortization  Date  or  the  Legal  Final 
Maturity  Date,  an  amount  paid  on  such  day  by  or  on  behalf  of  the  Issuer  in  respect  of  principal 
(excluding  any  amount  representing  capitalized  interest  that  relates  to  the  Term  of  the 
Transaction)  to  the  holder(s)  of  the  Reference  Obligation  in  respect  of  the  Reference  Obligation. 

"Aggregate  Implied  Writedown  Amount"  means  the  greater  of  (i)  zero  and  (ii)  the  aggregate  of  all 
Implied  Writedown  Amounts  minus  the  aggregate  of  all  Implied  Writedown  Reimbursement 
Amounts. 

"Current  Factor"  means  the  factor  of  the  Reference  Obligation  as  specified  in  the  most  recent 
Servicer  Report;  provided  that  if  the  factor  is  not  specified  in  the  most  recent  Servicer  Report  or 
the  factor  specified  includes  deferred  or  capitalized  interest  that  relates  to  the  Term  of  the 
Transaction,  then  the  Current  Factor  shall  be  the  ratio  equal  to  (i)  the  Outstanding  Principal 
Amount  as  of  such  date,  determined  in  accordance  with  the  most  recent  Servicer  Report  over 
(ii)  the  Original  Principal  Amount. 
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"Current  Period  Implied  Writedown  Amount"  means,  in  respect  of  a  Reference  Obligation 
Calculation  Period,  an  amount  determined  as  of  the  last  day  of  such  Reference  Obligation 
Calculation  Period  equal  to  the  greater  of: 

(i)  zero;  and 

(ii)         the  product  of: 

(A)  the  Implied  Writedown  Percentage;  and 

(B)  the  greater  of: 

(1 )  zero;  and 

(2)  the  lesser  of  (x)  the  Pari  Passu  Amount  and  (yj  the  Pari  Passu  Amount  plus  the 
Senior  Amount  minus  the  aggregate  outstanding  asset  pool  balance  securing  the 
payment  obligations  on  the  Reference  Obligation  (all  such  outstanding  asset  pool 
balances  as  obtained  by  the  Calculation  Agent  from  the  most  recently  dated 
Servicer  Report  available  as  of  such  day),  calculated  based  on  the  face  amount 
of  the  assets  then  in  such  pool,  whether  or  not  any  such  asset  is  performing. 

"Delayed  Payment"  means,  with  respect  to  a  Delivery  Date,  a  Principal  Payment,  Principal  Shortfall 
Reimbursement  or  a  Writedown  Reimbursement  within  paragraph  (i)  of  the  definition  of  "Writedown 
Reimbursement"  that  is  described  in  a  Servicer  Report  delivered  to  holders  of  the  Reference  Obligation  or 
to  the  Calculation  Agent  on  or  after  such  Delivery  Date. 

"Delayed  Payment  Amount"  means,  if  persons  who  are  holders  of  the  Reference  Obligation  as  of  a  date 
prior  to  a  Delivery  Date  are  paid  a  Delayed  Payment  on  or  after  such  Delivery  Date,  an  amount  equal  to 
the  product  of  (i)  the  sum  of  all  such  Delayed  Payments,  (ii)  the  Reference  Price,  (iii)  the  Applicable 
Percentage  immediately  prior  to  such  Delivery  Date  and  (iv)  the  Exercise  Percentage. 

"Distressed  Ratings  Downgrade"  means  that  the  Reference  Obligation: 

(i)  if  publicly  rated  by  Moody's,  (A)  is  downgraded  to  "Caa2"  or  below  by  Moody's  or  (B)  has  the 

rating  assigned  to  it  by  Moody's  withdrawn  and,  in  either  case,  not  reinstated  within  five  Business 
Days  of  such  downgrade  or  withdrawal;  provided  that  if  such  Reference  Obligation  was  assigned 
a  public  rating  of  "Baa3"  or  higher  by  Moody's  immediately  prior  to  the  occurrence  of  such 
withdrawal,  it  shall  not  constitute  a  Distressed  Ratings  Downgrade  if  such  Reference  Obligation  is 
assigned  a  public  rating  of  at  least  "Caa1"  by  Moody's  within  three  calendar  months  after  such 
withdrawal;  or 

(ii)  if  publicly  rated  by  Standard  &  Poor's,  (A)  is  downgraded  to  "CCC"  or  below  by  Standard  &  Poor's 
or  (B)  has  the  rating  assigned  to  it  by  Standard  &  Poor's  withdrawn  and,  in  either  case,  not 
reinstated  within  five  Business  Days  of  such  downgrade  or  withdrawal;  provided  that  if  such 
Reference  Obligation  was  assigned  a  public  rating  of  "BBB-"  or  higher  by  Standard  &  Poor's 
immediately  prior  to  the  occurrence  of  such  withdrawal,  it  shall  not  constitute  a  Distressed 
Ratings  Downgrade  if  such  Reference  Obligation  is  assigned  a  public  rating  of  at  least  "CCC+"  by 
Standard  &  Poor's  within  three  calendar  months  after  such  withdrawal;  or 

(iii)  if  publicly  rated  by  Fitch,  (A)  is  downgraded  to  "CCC"  or  below  by  Fitch  or  (B)  has  the  rating 
assigned  to  it  by  Fitch  withdrawn  and,  in  either  case,  not  reinstated  within  five  Business  Days  of 
such  downgrade  or  withdrawal;  provided  that  if  such  Reference  Obligation  was  assigned  a  public 
rating  of  "BBB-"  or  higher  by  Fitch  immediately  prior  to  the  occurrence  of  such  withdrawal,  it  shall 
not  constitute  a  Distressed  Ratings  Downgrade  if  such  Reference  Obligation  is  assigned  a  public 
rating  of  at  least  "CCC+"  by  Fitch  within  three  calendar  months  after  such  withdrawal. 
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"Effective  Maturity  Date"  means  the  earlier  of  (a)  the  Scheduled  Termination  Date  and  (b)  the  Final 
Amortization  Date. 

"Exercise  Amount"  means,  for  purposes  of  the  Transaction,  an  amount  to  which  a  Notice  of  Physical 
Settlement  relates  equal  to  the  product  of  (i)  the  original  face  amount  of  the  Reference  Obligation  to  be 
Delivered  by  Buyer  to  Seller  on  the  applicable  Physical  Settlement  Date;  and  (ii)  the  Current  Factor  as  of 
such  date.  The  Exercise  Amount  to  which  a  Notice  of  Physical  Settlement  relates  shall  (A)  be  equal  to  or 
less  than  the  Reference  Obligation  Notional  Amount  (determined,  for  this  purpose,  without  regard  to  the 
effect  of  any  Writedown  or  Writedown  Reimbursement  within  paragraphs  (i)(B)  or  (iii)  of  "Writedown"  or 
paragraphs  (ii)(B)  or  (iii)  of  "Writedown  Reimbursement",  respectively)  as  of  the  date  on  which  the 
relevant  Notice  of  Physical  Settlement  is  delivered  calculated  as  though  the  Physical  Settlement  of  all 
previously  delivered  Notices  of  Physical  Settlement  has  occurred  in  full  and  (B)  not  be  less  than  the 
lesser  of  (1)  the  Reference  Obligation  Notional  Amount  as  of  the  date  on  which  the  relevant  Notice  of 
Physical  Settlement  is  delivered  calculated  as  though  Physical  Settlement  in  respect  of  all  previously 
delivered  Notices  of  Physical  Settlement  has  occurred  in  full  and  (2)  USD1 00,000.  The  cumulative 
original  face  amount  of  Deliverable  Obligations  specified  in  all  Notices  of  Physical  Settlement  shall  not  at 
any  time  exceed  the  Initial  Face  Amount.  For  the  avoidance  of  doubt:  (a)  if  any  capitalization  or  deferral 
of  interest  in  respect  of  the  Reference  Obligation  has  occurred  during  the  Term  of  the  Transaction  and 
has  not  been  recovered  by  holders  of  the  Reference  Obligation  pursuant  to  the  terms  of  the  Underlying 
Instruments,  then,  for  the  purpose  of  determining  the  amount  of  Deliverable  Obligations  to  be  Delivered, 
the  Exercise  Amount  (determined  above  by  reference  to  the  original  face  amount)  will  represent  an 
outstanding  principal  balance  of  the  Reference  Obligation  to  be  Delivered  by  Buyer  that  includes  the 
proportion  of  unrecovered  interest  attributable  to  the  Reference  Obligation  to  be  Delivered  and  (b) 
notwithstanding  the  foregoing,  the  Physical  Settlement  Amount  payable  by  Seller  in  relation  to  such 
Exercise  Amount  shall  not  include  any  amount  in  respect  of  such  unrecovered  interest. 

"Exercise  Percentage"  means,  with  respect  to  a  Notice  of  Physical  Settlement,  a  percentage  equal  to  the 
original  face  amount  of  the  Deliverable  Obligations  specified  in  such  Notice  of  Physical  Settlement  divided 
by  an  amount  equal  to  (i)  the  Initial  Face  Amount  minus  (ii)  the  aggregate  of  the  original  face  amount  of 
all  Deliverable  Obligations  specified  in  all  previously  delivered  Notices  of  Physical  Settlement. 

"Expected  Principal  Amount"  means,  with  respect  to  the  Final  Amortization  Date  or  the  Legal  Final 
Maturity  Date,  an  amount  equal  to  (I)  the  Outstanding  Principal  Amount  of  the  Reference  Obligation 
payable  on  such  day  (excluding  any  amount  representing  capitalized  interest  that  relates  to  the  Term  of 
the  Transaction)  assuming  for  this  purpose  that  sufficient  funds  are  available  for  such  payment,  where 
such  amount  shall  be  determined  in  accordance  with  the  Underlying  Instruments,  minus  (ii)  the  sum  of  (A) 
the  Aggregate  Implied  Writedown  Amount  (if  any)  and  (B)  the  net  aggregate  principal  deficiency  balance 
or  realized  loss  amounts  (however  described  in  the  Underlying  Instruments)  that  are  attnbutable  to  the 
Reference  Obligation.  The  Expected  Principal  Amount  shall  be  determined  without  regard  to  the  effect  of 
any  provisions  (however  described)  of  the  Underlying  Instruments  that  permit  the  limitation  of  due 
payments  or  distributions  of  funds  in  accordance  with  the  terms  of  such  Reference  Obligation  or  that 
provide  for  the  extinguishing  or  reduction  of  such  payments  or  distributions, 

"Failure  to  Pay  Principal"  means  (i)  a  failure  by  the  Reference  Entity  (or  any  Insurer)  to  pay  an  Expected 
Principal  Amount  on  the  Final  Amortization  Date  or  the  Legal  Final  Maturity  Date,  as  the  case  may  be,  or 
(ii)  payment  on  any  such  day  of  an  Actual  Principal  Amount  that  is  less  than  the  Expected  Principal 
Amount;  provided  that  the  failure  by  the  Reference  Entity  (or  any  Insurer)  to  pay  any  such  amount  in 
respect  of  principal  in  accordance  with  the  foregoing  shall  not  constitute  a  Failure  to  Pay  Pnncipal  if  such 
failure  has  been  remedied  within  any  grace  period  applicable  to  such  payment  obligation  under  the 
Underlying  Instruments  or,  if  no  such  grace  period  is  applicable,  within  three  Business  Days  after  the  day 
on  which  the  Expected  Principal  Amount  was  scheduled  to  be  paid. 

"Final  Amortization  Date"  means  the  first  to  occur  of  (i)  the  date  on  which  the  Reference  Obligation 
Notional  Amount  is  reduced  to  zero  and  (ii)  the  date  on  which  the  assets  securing  the  Reference 
Obligation  or  designated  to  fund  amounts  due  in  respect  of  the  Reference  Obligation  are  liquidated, 
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distributed  or  otherwise  disposed  of  in  full  and  the  proceeds  thereof  are  distributed  or  otherwise  disposed 
of  in  full. 

"Fitch"  means  Fitch  Ratings  or  any  successor  to  its  rating  business. 

"Implied  Writedown  Amount"  means,  (i)  if  the  Underlying  Instruments  do  not  provide  for  writedowns, 
applied  losses,  principal  deficiencies  or  realized  losses  as  described  in  (i)  of  the  definition  of  "Writedown" 
to  occur  in  respect  of  the  Reference  Obligation,  on  any  Reference  Obligation  Payment  Date,  an  amount 
determined  by  the  Calculation  Agent  equal  to  the  excess,  if  any,  of  the  Current  Period  Implied  Writedown 
Amount  over  the  Previous  Period  Implied  Writedown  Amount,  in  each  case  in  respect  of  the  Reference 
Obligation  Calculation  Period  to  which  such  Reference  Obligation  Payment  Date  relates,  and  (ii)  in  any 
other  case,  zero. 

"Implied  Writedown  Percentage"  means  (i)  the  Outstanding  Principal  Amount  divided  by  (ii)  the  Pari 
Passu  Amount. 

"Implied  Writedown  Reimbursement  Amount"  means,  (i)  if  the  Underlying  Instalments  do  not  provide  for 
writedowns,  applied  losses,  principal  deficiencies  or  realized  losses  as  described  in  (i)  of  the  definition  of 
"Writedown"  to  occur  in  respect  of  the  Reference  Obligation,  on  any  Reference  Obligation  Payment  Date, 
an  amount  determined  by  the  Calculation  Agent  equal  to  the  excess,  if  any,  of  the  Previous  Period 
Implied  Writedown  Amount  over  the  Current  Period  Implied  Writedown  Amount,  in  each  case  in  respect  of 
the  Reference  Obligation  Calculation  Period  to  which  such  Reference  Obligation  Payment  Date  relates, 
and  (ii)  in  any  other  case,  zero,  provided  that  the  aggregate  of  all  Implied  Writedown  Reimbursement 
Amounts  at  any  time  shall  not  exceed  the  Outstanding  Principal  Amount. 

"Legal  Final  Maturity  Date"  means  the  date  set  out  in  paragraph  1  above  (subject,  for  the  avoidance  of 
doubt,  to  any  business  day  convention  applicable  to  the  legal  final  maturity  date  of  the  Reference 
Obligation),  provided  that  if  the  legal  final  maturity  date  of  the  Reference  Obligation  is  amended,  the  Legal 
Final  Maturity  Date  shall  be  such  date  as  amended. 

"Moody's"  means  Moody's  Investors  Service,  Inc.  or  any  successor  to  its  rating  business. 

"Outstanding  Principal  Amount"  means,  as  of  any  date  of  determination  with  respect  to  the  Reference 
Obligation,  the  outstanding  principal  balance  of  the  Reference  Obligation  as  of  such  date,  which  shall 
take  into  account: 

(i)  all  payments  of  principal; 

(ii)  all  writedowns  or  applied  losses  (however  described  in  the  Underlying  Instruments)  resulting  in  a 
reduction  in  the  outstanding  principal  balance  of  the  Reference  Obligation  (other  than  as  a  result 
of  a  scheduled  or  unscheduled  payment  of  principal); 

(iii)  forgiveness  of  any  amount  by  the  holders  of  the  Reference  Obligation  pursuant  to  an  amendment 
to  the  Underlying  Instruments  resulting  in  a  reduction  in  the  outstanding  principal  balance  of  the 
Reference  Obligation; 

(iv)  any  payments  reducing  the  amount  of  any  reductions  described  in  (ii)  and  (iii)  of  this  definition; 
and 

(v)  any  increase  in  the  outstanding  principal  balance  of  the  Reference  Obligation  that  reflects  a 
reversal  of  any  prior  reductions  described  in  (ii)  and  (iii)  of  this  definition;  and 

(vi)  any  increase  in  the  outstanding  principal  balance  of  the  Reference  Obligation  that  is  attributable 
to  the  deferral  or  capitalization  of  interest  prior  to  the  Effective  Date. 
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For  the  avoidance  of  doubt,  the  Outstanding  Principal  Amount  shall  not  include  any  portion  of  the 
outstanding  principal  balance  of  the  Reference  Obligation  that  is  attributable  to  the  deferral  or 
capitalization  of  interest  during  the  Term  of  this  Transaction. 

"Pari  Passu  Amount"  means,  as  of  any  date  of  determination,  the  aggregate  of  the  Outstanding  Principal 
Amount  of  the  Reference  Obligation  and  the  aggregate  outstanding  principal  balance  of  all  obligations  of 
the  Reference  Entity  secured  by  the  Underlying  Assets  and  ranking  pari  passu  in  priority  with  the 
Reference  Obligation. 

"Previous  Period  Implied  Writedown  Amount"  means,  in  respect  of  a  Reference  Obligation  Calculation 
Period,  the  Current  Period  Implied  Writedown  Amount  as  determined  in  relation  to  the  last  day  of  the 
immediately  preceding  Reference  Obligation  Calculation  Period. 

"Principal  Payment"  means,  with  respect  to  any  Reference  Obligation  Payment  Date,  the  occurrence  of  a 
payment  of  an  amount  to  the  holders  of  the  Reference  Obligation  in  respect  of  principal  (scheduled  or 
unscheduled)  in  respect  of  the  Reference  Obligation  other  than  a  payment  in  respect  of  pnncipal 
representing  capitalized  interest  that  relates  to  the  Term  of  the  Transaction,  excluding,  for  the  avoidance 
of  doubt,  any  Writedown  Reimbursement  or  Interest  Shortfall  Reimbursement. 

"Principal  Payment  Amount"  means,  with  respect  to  any  Reference  Obligation  Payment  Date,  an  amount 
equal  to  the  product  of  (i)  the  amount  of  any  Principal  Payment  on  such  date  and  (ii)  the  Applicable 
Percentage. 

"Principal  Shortfall  Amount"  means,  in  respect  of  a  Failure  to  Pay  Principal,  an  amount  equal  to  the 
greater  of: 

(i)  zero;  and 

(ii)         the  amount  equal  to  the  product  of: 

(A)  the  Expected  Principal  Amount  minus  the  Actual  Principal  Amount; 

(B)  the  Applicable  Percentage;  and 

(C)  the  Reference  Price. 

If  the  Principal  Shortfall  Amount  would  be  greater  than  the  Reference  Obligation  Notional  Amount 
immediately  prior  to  the  occurrence  of  such  Failure  to  Pay  Principal,  then  the  Principal  Shortfall  Amount 
shall  be  deemed  to  be  equal  to  the  Reference  Obligation  Notional  Amount  at  such  time. 

"Principal  Shortfall  Reimbursement"  means,  with  respect  to  any  day,  the  payment  by  or  on  behalf  of  the 
Issuer  of  an  amount  in  respect  of  the  Reference  Obligation  in  or  toward  the  satisfaction  of  any  deferral  of 
or  failure  to  pay  principal  arising  from  one  or  more  prior  occurrences  of  a  Failure  to  Pay  Principal. 

"Principal  Shortfall  Reimbursement  Amount"  means,  with  respect  to  any  day,  the  product  of  (i)  the  amount 
of  any  Principal  Shortfall  Reimbursement  on  such  day,  (ii)the  Applicable  Percentage  and  (in)  the 
Reference  Price. 

"Principal  Shortfall  Reimbursement  Payment  Amount"  means,  with  respect  to  an  Additional  Fixed  Amount 
Payment  Date  the  sum  of  the  Principal  Shortfall  Reimbursement  Amounts  in  respect  of  all  Principal 
Shortfall  Reimbursements  (if  any)  made  during  the  Reference  Obligation  Calculation  Penod  relating  to 
such  Additional  Fixed  Amount  Payment  Date,  provided  that  the  aggregate  of  all  Pnncipal  Shortfall 
Reimbursement  Payment  Amounts  at  any  time  shall  not  exceed  the  aggregate  of  all  Floating  Amounts 
paid  by  Seller  in  respect  of  occurrences  of  Failure  to  Pay  Principal  prior  to  such  Additional  Fixed  Amount 
Payment  Date. 
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"Rating  Agencies"  means  Fitch,  Moody's  and  Standard  &  Poor's. 

"Reference  Obligation  Calculation  Period"  means,  with  respect  to  each  Reference  Obligation  Payment 
Date,  a  period  corresponding  to  the  interest  accrual  period  relating  to  such  Reference  Obligation  Payment 
Date  pursuant  to  the  Underlying  Instruments. 

"Reference  Obligation  Coupon"  means  the  periodic  interest  rate  applied  in  relation  to  each  Reference 
Obligation  Calculation  Period  on  the  related  Reference  Obligation  Payment  Date,  as  determined  in 
accordance  with  the  terms  of  the  Underlying  Instruments  as  at  the  Effective  Date,  without  regard  to  any 
subsequent  amendment. 

"Reference  Obligation  Payment  Date"  means  (i)  each  scheduled  distribution  date  for  the  Reference 
Obligation  occurring  on  or  after  the  Effective  Date  and  on  or  prior  to  the  Scheduled  Termination  Date, 
determined  in  accordance  with  the  Underlying  Instruments  and  (ii)  any  day  after  the  Effective  Maturity 
Date  on  which  a  payment  is  made  in  respect  of  the  Reference  Obligation. 

"Relevant  Amount"  means,  if  a  Servicer  Report  that  describes  a  Principal  Payment,  Writedown  or 
Writedown  Reimbursement  (other  than  a  Writedown  Reimbursement  within  paragraph  (i)  of  "Writedown 
Reimbursement"),  in  each  case  that  has  the  effect  of  decreasing  or  increasing  the  interest-accruing 
principal  balance  of  the  Reference  Obligation  as  of  a  date  prior  to  a  Delivery  Date  but  such  Servicer 
Report  is  delivered  to  holders  of  the  Reference  Obligation  or  to  the  Calculation  Agent  on  or  after  such 
Delivery  Date,  an  amount  equal  to  the  product  of  (i)  the  sum  of  any  such  Principal  Payment  (expressed 
as  a  positive  amount),  Writedown  (expressed  as  a  positive  amount)  or  Writedown  Reimbursement 
(expressed  as  a  negative  amount),  as  applicable;  (ii)  the  Reference  Price;  (iii)  the  Applicable  Percentage 
immediately  prior  to  such  Delivery  Date;  and  (iv)  the  Exercise  Percentage. 

"Senior  Amount"  means,  as  of  any  day,  the  aggregate  outstanding  principal  balance  of  all  obligations  of 
the  Reference  Entity  secured  by  the  Underlying  Assets  and  ranking  senior  in  priority  to  the  Reference 
Obligation. 

"Servicer"  means  any  trustee,  servicer,  sub-servicer,  master  servicer,  fiscal  agent,  paying  agent  or  other 
similar  entity  responsible  for  calculating  payment  amounts  or  providing  reports  pursuant  to  the  Underlying 
Instruments. 

"Servicer  Reports"  means  periodic  statements  or  reports  regarding  the  Reference  Obligation  provided  by 
the  Servicer  to  holders  of  the  Reference  Obligation. 

"Standard  &  Poor's"  means  Standard  &  Poor's  Rating  Services,  a  division  of  The  McGraw-Hill 
Companies,  Inc.  or  any  successor  to  its  rating  business. 

"Underlying  Assets"  means  the  assets  securing  the  Reference  Obligation  for  the  benefit  of  the  holders  of 
the  Reference  Obligation  and  which  are  expected  to  generate  the  cashflows  required  for  the  servicing 
and  repayment  (in  whole  or  in  part)  of  the  Reference  Obligation,  or  the  assets  to  which  a  holder  of  such 
Reference  Obligation  is  economically  exposed  where  such  exposure  is  created  synthetically. 

"Underlying  Instruments"  means  the  indenture,  trust  agreement,  pooling  and  servicing  agreement  or  other 
relevant  agreement(s)  setting  forth  the  terms  of  the  Reference  Obligation. 

"Writedown"  means  the  occurrence  at  any  time  on  or  after  the  Effective  Date  of: 

(i)  (A)  a  writedown  or  applied  loss  (however  described  in  the  Underlying  Instruments)  resulting 
in  a  reduction  in  the  Outstanding  Principal  Amount  (other  than  as  a  result  of  a  scheduled 
or  unscheduled  payment  of  principal);  or 
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(B)  the  attribution  of  a  principal  deficiency  or  realized  loss  (however  described  in  the 
Underlying  Instruments)  to  the  Reference  Obligation  resulting  in  a  reduction  or 
subordination  of  the  current  interest  payable  on  the  Reference  Obligation; 

(ii)  the  forgiveness  of  any  amount  of  principal  by  the  holders  of  the  Reference  Obligation  pursuant  to 
an  amendment  to  the  Underlying  Instruments  resulting  in  a  reduction  in  the  Outstanding  Pnncipal 
Amount;  or 

(iii)  if  the  Underlying  Instruments  do  not  provide  for  writedowns,  applied  losses,  principal  deficiencies 
or  realized  losses  as  described  in  (i)  above  to  occur  in  respect  of  the  Reference  Obligation,  an 
Implied  Writedown  Amount  being  determined  in  respect  of  the  Reference  Obligation  by  the 
Calculation  Agent. 

"Writedown  Amount"  means,  with  respect  to  any  day,  the  product  of  (i)  the  amount  of  any  Writedown  on 
such  day,  (ii)  the  Applicable  Percentage  and  (iii)  the  Reference  Price. 

"Writedown  Reimbursement"  means,  with  respect  to  any  day,  the  occurrence  of: 

(i)  a  payment  by  or  on  behalf  of  the  Issuer  of  an  amount  in  respect  of  the  Reference  Obligation  in 

reduction  of  any  prior  Writedowns; 

(ii)         (A)        an  increase  by  or  on  behalf  of  the  Issuer  of  the  Outstanding  Principal  Amount  of  the 
Reference  Obligation  to  reflect  the  reversal  of  any  prior  Writedowns;  or 

(B)        a  decrease  in  the  principal  deficiency  balance  or  realized  loss  amounts  (however 
described  in  the  Underlying  Instruments)  attributable  to  the  Reference  Obligation;  or 

(iii)  if  the  Underlying  Instruments  do  not  provide  for  writedowns,  applied  losses,  principal  deficiencies 
or  realized  losses  as  described  in  (ii)  above  to  occur  in  respect  of  the  Reference  Obligation,  an 
Implied  Writedown  Reimbursement  Amount  being  determined  in  respect  of  the  Reference 
Obligation  by  the  Calculation  Agent 

"Writedown  Reimbursement  Amount"  means,  with  respect  to  any  day.  an  amount  equal  to  the  product  of: 
(i)  the  sum  of  all  Writedown  Reimbursements  on  that  day; 

(ii)         the  Applicable  Percentage;  and 
(iii)        the  Reference  Price. 

"Writedown  Reimbursement  Payment  Amount"  means,  with  respect  to  arr  Additional  Fixed  Amount 
Payment  Date  the  sum  of  the  Writedown  Reimbursement  Amounts  in  respect  of  all  Writedown 
Reimbursements  (if  any)  made  during  the  Reference  Obligation  Calculation  Period  relating  to  such 
Additional  Fixed  Amount  Payment  Date,  provided  that  the  aggregate  of  all  Writedown  Reimbursement 
Payment  Amounts  at  any  time  shall  not  exceed  the  aggregate  of  all  Floating  Amounts  paid  by  Seller  in 
respect  of  Writedowns  occurring  prior  to  such  Additional  Fixed  Amount  Payment  Date. 
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Interest  Shortfall  Cap  Annex 

If  Interest  Shortfall  Cap  is  specified  as  applicable  in  the  relevant  Confirmation,  then  the  following 
provisions  will  apply: 

Interest  Shortfall  Cap  Basis:         As  shown  in  the  relevant  Confirmation. 


Interest  Shortfall  Cap  Amount: 


Interest  Shortfall 
Compounding: 

Interest  Shortfall 
Reimbursement  Payment 
Amount: 


If  the  Interest  Shortfall  Cap  Basis  is  Fixed  Cap,  the  Interest 
Shortfall  Cap  Amount  in  respect  of  an  Interest  Shortfall  shall 
be  the  Fixed  Amount  calculated  in  respect  of  the  Fixed  Rate 
Payer  Payment  Date  immediately  following  the  Reference 
Obligation  Payment  Date  on  which  the  relevant  Interest 
Shortfall  occurred. 

If  the  Interest  Shortfall  Cap  Basis  is  Variable  Cap,  the 
Interest  Shortfall  Cap  Amount  applicable  in  respect  of  a 
Floating  Rate  Payer  Payment  Date  shall  be  an  amount 
equal  to  the  product  of: 

(a)  the  sum  of  the  Relevant  Rate  and  the  Fixed  Rate 
applicable  to  the  Fixed  Rate  Payer  Calculation 
Period  immediately  preceding  the  Reference 
Obligation  Payment  Date  on  which  the  relevant 
Interest  Shortfall  occurs; 

(b)  the  amount  determined  by  the  Calculation  Agent 
under  sub-clause  (b)  of  the  definition  of  "Fixed 
Amount"  in  relation  to  the  relevant  Fixed  Rate  Payer 
Payment  Date;  and 

(c)  the  actual  number  of  days  in  such  Fixed  Rate  Payer 
Calculation  Period  divided  by  360. 

As  shown  in  the  relevant  Confirmation. 

If  Interest  Shortfall  Cap  is  specified  as  applicable  in  the 
relevant  Confirmation,  then  with  respect  to  the  first 
Additional  Fixed  Amount  Payment  Date,  zero,  and  with 
respect  to  any  subsequent  Additional  Fixed  Amount 
Payment  Date  and  calculated  as  of  the  Reference 
Obligation  Payment  Date  immediately  preceding  such 
Additional  Fixed  Amount  Payment  Date,  as  specified  by  the 
Calculation  Agent  in  its  notice  to  the  parties  or  by  Seller  in 
its  notice  to  Buyer  of  the  existence  of  an  Interest  Shortfall 
Reimbursement,  an  amount  equal  to  the  greater  of: 

(a)  zero;  and 

(b)  the  amount  equal  to: 
(i)  the  product  of: 

(A)        the   Cumulative    Interest    Shortfall 
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Payment  Amount  as  of  the 
Additional  Fixed  Amount  Payment 
Date  immediately  preceding  such 
Reference  Obligation  Payment 
Date;  and 


(B) 


either 


(1) 


(2) 


if  Interest  Shortfall 
Compounding  is  specified 
as  applicable  in  the  relevant 
Confirmation,  the  relevant 
Cumulative  Interest 

Shortfall  Payment 

Compounding  Factor  for 
the  Fixed  Rate  Payer 
Calculation  Period 

immediately  preceding  such 
Additional  Fixed  Amount 
Payment  Date  (or  1.0  in 
respect  of  any  Additional 
Fixed  Amount  Payment 
Date  occurring  after  the 
final  Fixed  Rate  Payer 
Payment  Date);  or 

if  Interest  Shortfall 
Compounding  is  specified 
as  not  applicable  in  the 
relevant  Confirmation,  1; 


Cumulative  Interest  Shortfall 
Amount: 


minus 

(ii)         the  Cumulative  Interest  Shortfall  Amount  as  of  such 
Reference  Obligation  Payment  Date; 

provided  that  if  the  Interest  Shortfall  Reimbursement 
Payment  Amount  on  an  Additional  Fixed  Amount  Payment 
Date  would  exceed  the  Interest  Shortfall  Reimbursement 
Amount  in  respect  of  the  related  Reference  Obligation 
Payment  Date,  then  such  Interest  Shortfall  Reimbursement 
Payment  Amount  shall  be  deemed  to  be  equal  to  such 
Interest  Shortfall  Reimbursement  Amount. 


an 


With  respect  to  any  Reference  Obligation  Payment  Date, 
amount  equal  to  the  greater  of: 

(a)  zero;  and 

(b)  an  amount  equal  to: 

(i)  the  Cumulative  Interest  Shortfall  Amount  as 

of  the  Reference  Obligation  Payment  Date 
immediately  preceding  such  Reference 
Obligation  Payment  Date  or,  in  the  case  of 
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the    first    Reference    Obligation    Payment 
Date,  zero;  plus 

(ii)  the  Interest  Shortfall  Amount  (if  any)  in 
respect  of  such  Reference  Obligation 
Payment  Date;  plus 

(iii)        either 

(A)  if  Interest  Shortfall  Compounding  is 
specified  as  applicable  in  the 
relevant  Confirmation,  an  amount 
determined  by  the  Calculation 
Agent  as  the  amount  of  interest  that 
would  accrue  on  the  Cumulative 
Interest  Shortfall  Amount 
immediately  preceding  such 
Reference  Obligation  Payment  Date 
during  the  related  Reference 
Obligation  Calculation  Period 
pursuant  to  the  Underlying 
Instruments  or,  in  the  case  of  the 
first  Reference  Obligation  Payment 
Date,  zero;  or 

(B)  if  Interest  Shortfall  Compounding  is 
specified  as  not  applicable  in  the 
relevant  Confirmation,  0;  minus 

(iv)  the  Interest  Shortfall  Reimbursement 
Amount  (if  any)  in  respect  of  such 
Reference  Obligation  Payment  Date. 

Upon  the  occurrence  of  each  Delivery,  the  Cumulative 
Interest  Shortfall  Amount  shall  be  multiplied  by  a  fraction 
equal  to  (a)  the  Applicable  Percentage  immediately  following 
such  Delivery  divided  by  (b)  the  Applicable  Percentage 
immediately  prior  to  such  Delivery;  provided,  however,  that  if 
more  than  one  Delivery  is  made  during  a  Reference 
Obligation  Calculation  Period,  the  Cumulative  Interest 
Shortfall  Amount  calculated  as  of  the  Reference  Obligation 
Payment  Date  occurring  immediately  after  such  Reference 
Obligation  Calculation  Period  shall  be  multiplied  by  a 
fraction  equal  to  (a)  the  Applicable  Percentage  immediately 
following  the  final  Delivery  made  during  such  Reference 
Obligation  Calculation  Period  over  (b)  the  Applicable 
Percentage  immediately  prior  to  the  first  Delivery  made 
during  such  Reference  Obligation  Calculation  Period. 


Cumulative  Interest  Shortfall         The  Cumulative  Interest  Shortfall  Payment  Amount  with 
Payment  Amount:  -  respect  to  any  Fixed  Rate  Payer  Payment  Date  and  any 

Additional  Fixed  Amount  Payment  Date  falling  on  such 
Fixed  Rate  Payer  Payment  Date  shall  be  an  amount  equal 
to  the  greater  of: 
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(a)  zero;  and 

(b)  the  amount  equal  to: 
(i)  the  sum  of: 


(A)  the  Interest  Shortfall  Payment 
Amount  for  the  Reference 
Obligation  Payment  Date 
corresponding  to  such  Fixed  Rate 
Payer  Payment  Date;  and 

(B)  the  product  of: 

(1)  the  Cumulative  Interest 
Shortfall  Payment  Amount 
as  of  the  Fixed  Rate  Payer 
Payment  Date  immediately 
preceding  such  Fixed  Rate 
Payer  Payment  Date  (or 
zero  in  the  case  of  the  first 
Fixed  Rate  Payer  Payment 
Date);  and 

(2)  either: 

(AA)  if  Interest  Shortfall 
Compounding  is  specified 
as  applicable  in  the  relevant 
Confirmation,  the  relevant 
Cumulative  Interest 

Shortfall  Payment 

Compounding  Factor;  or 

(BB)  if  Interest  Shortfall 
Compounding  is  specified 
as  not  applicable  in  the 
relevant  Confirmation,  1 ; 


minus 


(ii)  any  Interest  Shortfall  Reimbursement  Payment 
Amount  paid  on  such  Fixed  Rate  Payer  Payment 
Date. 

With  respect  to  any  Additional  Fixed  Amount  Payment  Date 
falling  after  the  final  Fixed  Rate  Payer  Payment  Date,  the 
Cumulative  Interest  Shortfall  Payment  Amount  shall  be 
equal  to: 

(x)  the  Cumulative  Interest  Shortfall  Payment  Amount 
as  of  the  Additional  Fixed  Amount  Payment  Date 
immediately  preceding  such  Additional  Fixed 
Amount  Payment  Date  (or  as  of  the  final  Fixed  Rate 
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Payer  Payment  Date  in  the  case  of  the  first 
Additional  Fixed  Amount  Payment  Date  occurring 
after  the  final  Fixed  Rate  Payer  Payment  Date); 


minus 


(y)  any  Interest  Shortfall  Reimbursement  Payment 
Amount  paid  on  such  Additional  Fixed  Amount 
Payment  Date. 

Upon  the  occurrence  of  each  Delivery,  the  Cumulative 
Interest  Shortfall  Payment  Amount  shall  be  multiplied  by  a 
fraction  equal  to  (a)  the  Applicable  Percentage  immediately 
following  such  Delivery  divided  by  (b)  the  Applicable 
Percentage  immediately  prior  to  such  Delivery;  provided, 
however,  that  if  more  than  one  Delivery  is  made  during  a 
Reference  Obligation  Calculation  Period,  the  Cumulative 
Interest  Shortfall  Payment  Amount  calculated  as  of  the 
Reference  Obligation  Payment  Date  occurring  immediately 
after  such  Reference  Obligation  Calculation  Period  shall  be 
.  multiplied  by  a  fraction  equal  to  (a)  the  Applicable 
Percentage  immediately  following  the  final  Delivery  made 
during  such  Reference  Obligation  Calculation  Period  and  (b) 
the  Applicable  Percentage  immediately  prior  to  the  first 
Delivery  made  during  such  Reference  Obligation  Calculation 
Period. 

Cumulative  Interest  Shortfall         With  respect  to  any  Fixed  Rate  Payer  Calculation  Period,  an 
Payment  Compounding  Factor:     amount  equal  to  the  sum  of: 


(a) 


(b) 


1.0; 

plus 

the  product  of: 

(i) 


.(«) 


the  sum  of  (A)  the  Relevant  Rate  plus  (B) 
the  Fixed  Rate;  and 

the  actual  number  of  days  in  such  Fixed 
Rate  Payer  Calculation  Period  divided  by 
360; 


Relevant  Rate: 


provided,  however,  that  the  Cumulative  Interest  Shortfall 
Payment  Compounding  Factor  shall  be  deemed  to  be  1.0 
during  the  period  from  but  excluding  the  Effective  Maturity 
Date  to  and  including  the  Termination  Date. 

With  respect  to  a  Fixed  Rate  Payer  Calculation  Period,  the 
Floating  Rate,  expressed  as  a  decimal  number  with  seven 
decimal  places,  that  would  be  determined  if: 

(a)  the  2000  ISDA  Definitions  (and  not  the  2003  ISDA 
Credit  Derivatives  Definitions)  applied  to  this 
paragraph; 
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(b)  the  Fixed  Rate  Payer  Calculation  Period  were  a 
"Calculation  Period"  for  purposes  of  such 
determination;  and 

(c)  the  following  terms  applied: 

(i)  the  Floating  Rate  Option  were  the  Rate 
Source; 

(ii)  .  the  Designated  Maturity  were  the  period 
that  corresponds  to  the  usual  length  of  a 
Fixed  Rate  Payer  Calculation  Period;  and 

(Hi)  the  Reset  Date  were  the  first  day  of  the 
Calculation  Period; 

provided,  however,  that  the  Relevant  Rate  shall  be  deemed 
to  be  zero  during  the  period  from  but  excluding  the  Effective 
Maturity  Date  to  and  including  the  Termination  Date. 


Rate  Source:  As  shown  in  the  relevant  Confirmation. 
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Schedule 
Form  of  Novation  Confirmation 

[Headed  paper  of  Party  A] 
NOVATION  CONFIRMATION 


for  use  with  the  ISDA  Standard  Terms  Supplement  for  use  with  Credit  Derivative  Transaction  on 
Mortgage-Backed  Security  with  Pay-As-You-Go  or  Physical  Settlement  as  published  by  the  International 

Swaps  and  Derivatives  Association,  Inc. 


Date: 

To:  [Name  and  Address  or  Facsimile  Number  of  Party  B  and  Party  C] 

From:  [Party  A] 

Re:  Novation  Transaction 


Dear 


The  purpose  of  this  [facsimile][letter]  is  to  confirm  the  terms  and  conditions  of  the  Novation 
Transaction  entered  into  between  the  parties  and  effective  from  the  Novation  Date  specified  below  This 
Novation  Confirmation  constitutes  a  "Confirmation"  as  referred  to  in  the  New  Agreement  specified  below. 

1  The  definitions  and  provisions  contained  in  the  2004  ISDA  Novation  Definitions  (the 

"Definitions")  the  terms  and  provisions  of  the  2003  ISDA  Credit  Derivatives  Definitions  (the  "Credit 
Derivatives  Definitions"),  as  published  by  the  International  Swaps  and  Derivatives  Association,  Inc.  and 
amended  from  time  to  time  and  the  Annex  hereto  are  each  incorporated  in  this  Novation  Confirmation.  In 
the  event  of  any  inconsistency  between  (i)  the  Definitions  (as  amended  by  the  Annex  hereto),  (n)  the 
Credit  Derivatives  Definitions  and/or  (iii)  the  Novation  Agreement  (as  amended  by  the  Annex  hereto),  this 
Novation  Confirmation  will  govern. 

2.  The  terms  of  the  Novation  Transaction  to  which  this  Novation  Confirmation  relates  are  as 

follows: 

[Novation  Trade  Date:] 

Novation  Date: 

Novated  Percentage: 

[Transferor][Transferor  1  (and  notwithstanding  Section  1.5  of  the  Definitions)]: 

[Transferor  2  (and  notwithstanding  Section  1.5  of  the  Definitions)]: 

[Transferee]|Transferee  1]: 

[Remaining  Party  (and  notwithstanding  Section  1.6  of  the  Definitions)][Transferee  2  (and 

notwithstanding  Section  1 .6  of  the  Definitions)]: 

TNew  Aqreement  (between  [Transferee  1  and  Transferee  ISDA  Master  Agreement  [dated  as 

2][Transferee  and  Remaining  Party])]:  of ][« .par  Section ,11 1  of  the 

Jl  Definitions]  subject  to  [English  law][the 

laws  of  the  State  of  New  York] 
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3.  The  terms  of  each  Old  Transaction  to  which  this  Novation  Confirmation  relates[,  for 
identification  purposes,  are  as  foliows:][shall  be  specified  in  the  copy  of  the  Old  Confirmation  attached 
hereto  as  Exhibit  A.] 

Reference  Entity: 

Reference  Obligation: 

Trade  Date  of  Old  Transaction: 

Effective  Date  of  Old  Transaction: 

Applicable  Percentage  of  Old  Transaction: 

Scheduled  Termination  Date  of  Old 

Transaction: 

4.  The  terms  of  each  New  Transaction  to  which  this  Novation  Confirmation  relates  [are  as 

follows:][shall  be  specified  in  Sections]  _  [ and ]  of]  the  copy  of  the  Old  Confirmation  attached 

hereto  as  Exhibit  A.][shall  be  specified  in  the  New  Confirmation  attached  hereto  as  Exhibit  [A][B]]. 

Full  First  Calculation  Period  Applicable,  [commencing  on  [  TJ 

[commencing  on  [  ],  with  respect  to  any 
amounts  to  be  paid  by  the  Transferee, 
and  [  ],  with  respect  to  any  amounts  to 
be  paid  by  the  Remaining  Party. 

5.  Other  Provisions:  [[Additional  Provisions  relating  to  the  New  Transaction][Credit  Support 
Documents  relating  to  the  New  Transaction]]: 

6.  Miscellaneous  Provisions:  [Non-Reliance][  ] 

7.  Notice  Details: 

Telephone  and/or  Facsimile  Numbers  for  Notices: 

Transferee:  I  j 

Remaining  Party:  I  > 

8.  [Trie  parties  confirm  their  acceptance  to  be  bound  by  this  Novation  Confirmation  as  of  the 
Novation  Date  by  executing  a  copy  of  this  Novation  Confirmation  and  returning  it  to  us].  The  Transferor, 
by  its  execution  of  a  copy  of  this  Novation  Confirmation,  agrees  to  the  terms  of  the  Novation  Confirmation 
as  it  relates  to  each  Old  Transaction.  The  Transferee,  by  its  execution  of  a  copy  of  this  Novation 
Confirmation,  agrees  to  the  terms  of  the  Novation  Confirmation  as  it  relates  to  each  New  Transaction.]. 

9  The  Remaining  Party  and  the  Transferee  agree  that,  notwithstanding  any  provision  in  the 

Old  Transaction  to  which  this  Novation  Confirmation  relates,  all  rights  of  the  Remaining  Party  and  the 
Transferor  in  respect  of  Floating  Amounts  and  Additional  Fixed  Amounts  that  arose  before  the  Novation 
Date  shall  be  deemed  to  have  been  exercised  and  all  obligations  of  such  parties  in  respect  of  such  events 
that  have  arisen  or  are  deemed  to  have  arisen  shall  be  deemed  to  have  been  satisfied  in  full,  in  each 
case  solely  for  the  purposes  of  determining  the  rights  and  obligations  of  the  Remaining  Party  and  the 
Transferee  under  the  New  Transaction.  Nothing  in  this  paragraph  shall  affect  the  rights  or  obligations  of 
the  Remaining  Party  or  the  Transferor  under  the  Old  Transaction. 
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(Name  of  Remaining  Party)  (Name  of  Transferor) 


By: By: 

Name:  Name: 

Title:  Title: 

Date:  Date: 


(Name  of  Transferee) 


By: 

Name: 
Title: ... 
Date: .. 
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Annex 

1 .  Section  2(a)  of  the  Novation  Agreement  shall  be  deemed  to  be  amended  as  follows: 

(a)  by  the  insertion  of  "(i)"  after  the  words  "with  respect  to"  in  the  fifth  line  thereof;  and 

(b)  by  the  addition  of  the  following  at  the  end  thereof: 

"and  any  rights  or  obligations  arising  in  respect  of  Floating  Amount  Events  or  Additional 
Fixed  Amount  Events,  in  each  case  in  respect  of  which  the  Remaining  Party  or  the 
Transferor  (each  an  "Original  Party"),  as  applicable,  had  the  right  to  deliver  a  notice 
pursuant  to  the  terms  of  the  Old  Transaction  but  such  notice  was  not  delivered  by  that 
party  or  the  Calculation  Agent  prior  to  the  Novation  Date  (each  an  "Excluded  Event") 
provided  that  the  rights  of  the  Original  Parties  to  deliver  a  notice  in  respect  of  an 
Excluded  Event  pursuant  to  the  Old  Transaction  shall  expire  on  the  60thcalendar  day 
following  the  Novation  Date." 

2.  Section  2(b)  of  the  Novation  Agreement  shall  be  deemed  to  be  amended  by  the  addition  of  the 
following  after  the  words  "Novation  Date,"  in  the  last  line  thereof: 

"but  excluding  any  rights  or  obligations  in  respect  of  Excluded  Events," 

3.  The  definition  of  "Novated  Amount"  in  Section  1.18  of  the  Definitions  shall  be  replaced  by  the 
following  definition  of  "Novated  Percentage": 

""Novated  Percentage"  means  the  portion  of  the  Applicable  Percentage  of  the  Old 
Transaction  that  is  the  subject  of  the  Novation  Transaction.  If  the  Novated  Percentage  is 
less  than  100%  of  the  Applicable  Percentage  of  the  Old  Transaction,  the  Old  Transaction 
shall  remain  in  full  force  and  effect  but  all  future  payments,  deliveries  and  calculations 
thereunder  shall  be  based  on  an  Applicable  Percentage  that  has  been  reduced  by  the 
relevant  Novated  Percentage." 

Each  reference  to  "Novated  Amount"  in  the  Definitions  and  the  Novation  Agreement  shall  be 
deemed  to  be  a  reference  to  "Novated  Percentage". 

4.  Section  2.1  (a)(iii)(D)(i)  of  the  Definitions  shall  not  apply. 
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SCHEDULE  H 
FORM  OF  CONFIRMATION  FOR  ABX  TRANCHE  SECURITIES 


Deutsche  Bank  AG 


13 


DATE:  [Date] 

TO:  Gemstone  CDO  VII  Ltd. 

Facsimile  No:  [number] 

FROM:  Deutsche  Bank  AG,  acting  through  its  London  Branch 

SUBJECT:         ABX  [specify  series,  tranche  and  version,  if  any]  Transaction 

REF  NO:  [  ] 


The  purpose  of  this  communication  (this  "Confirmation")  is  to  set  forth  the  terms  and  conditions  of 
the  Master  Transaction  (as  defined  in  the  ABX  Standard  Terms  (as  defined  below))  relating  to  residential 
mortqage-backed  security  reference  obligations  entered  into  between  you  Gemstone  CDO  VII  Ltd.  (  Party 
B")  and  us  Deutsche  Bank  AG,  acting  through  its  London  Branch  ("Party  A").  This  Confirmation 
constitutes  a  "Confirmation"  as  referred  to  in  the  ISDA  Master  Agreement  specified  below. 

The  definitions  and  provisions  contained  in  the  2003  ISDA  Credit  Derivatives  Definitions,  as 
published  by  the  International  Swaps  and  Derivatives  Association,  Inc.  (the  "Credit  Derivatives 
Definitions"),  and  the  ABX  Transactions  Standard  Terms  Supplement,  as  published  by  CDS  IndexCo  LLC 
on  January  19,  2006  (the  "ABX  Standard  Terms"),  are  incorporated  into  this  Confirmation  In  the  event  of 
any  inconsistency  between  the  Credit  Derivatives  Definitions  or  the  ABX  Standard  Terms  and  this 
Confirmation,  this  Confirmation  will  govern.  In  the  event  of  any  inconsistency  between  the  ABX  Standard 
Terms  and  the  Credit  Derivatives  Definitions,  the  ABX  Standard  Terms  will  govern. 

This  Confirmation  supplements,  forms  a  part  of  and  is  subject  to  the  1992  ISDA  Master 

Agreement  (Multicurrency  -  Cross  Border)  and  the  Schedule  thereto,  dated  as  of  [ ],  as  amended  and 

supplemented  from  time  to  time  (the  "Master  Agreement"),  between  Party  A  and  Party  B  All  provisions 
contained  in,  or  incorporated  by  reference  in,  the  Master  Agreement  shall  govern  this  Confirmation  except 
as  expressly  modified  below. 

The  terms  of  the  Master  Transaction  to  which  this  Confirmation  relates  are  as  follows: 
)ndex.  ABX  [specify  series,  tranche,  and  version,  if  any] 

Annex  Date:  [launch  date  of  Index] 

Trade  Date:  [         1 

Effective  Date-  [Trade  Date] 

Scheduled  Termination  Date:  [the  latest  Legal  Final  Maturity  Date  of  any  Reference 

Obligation  in  the  Relevant  Annex] 

Floating  Rate  Payer:  [  ]  (the  "Seller") 

Fixed  Rate  Payer:  [  ]  (the  "Buyer") 

Aggregate  Floating  Rate  Payer  Calculation  [  ] 

Fixed  Rate-  [    ]%  Per  annum  [specify  the  fixed  rate  for  the  Index 

published  by  the  Index  Publisher  as  of  the  launch  date] 
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Initial  Payment  Payer: 
Initial  Payment  Amount: 
Additional  Terms  (if  any): 


[Buyer][Seller] 

Implied  Writedown  Amounts  are  not  applicable  to  this 
Transaction.  Without  limiting  the  foregoing,  for  the 
purpose  of  any  calculations  required  under  this 
Confirmation,  the  following  terms  shall  all  be  deemed  to 
be  equal  to  zero:  "Aggregate  Implied  Writedown 
Amount",  "Current  Period  Implied  Writedown  Amount", 
"Implied  Writedown  Amount",  "Implied  Writedown 
Percentage",  "Implied  Writedown  Reimbursement 
Amount",  or  "Previous  Period  Implied  Writedown 
Amount". 

The  definition  of  "Writedown"  in  the  ABX  Standard 
Terms  shall  be  deleted  and  replaced  in  its  entirety  with 
the  following: 

"■Writedown'  means  the  occurrence  at  any  time  on  or 
after  the  Effective  Date  of: 

(i)  (A)  a  writedown  or  applied  loss  (however 
described  in  the  Underlying  Instruments)  resulting  in  a 
reduction  in  the  Outstanding  Principal  Amount  (other 
than  as  a  result  of  a  scheduled  or  unscheduled 
payment  of  principal);  or  (B)  the  attribution  of  a 
principal  deficiency  or  realized  loss  (however  described 
in  the  Underlying  Instruments)  to  the  Reference 
Obligation  resulting  in  a  reduction  or  subordination  of 
the  current  interest  payable  on  the  Reference 
Obligation;  or 

(ii)  the  forgiveness  of  any  amount  of  principal 
by  the  holders  of  the  Reference  Obligation  pursuant  to 
an  amendment  to  the  Underlying  Instruments  resulting 
in  a  reduction  in  the  Outstanding  Principal  Amount, 
provided  that  (A)  Party  A  shall  not  give  notice  of  a 
Floating  Amount  Event  with  respect  to  the  portion  of  a 
Writedown  resulting  from  forgiveness  referred  to  in  this 
subclause  (ii)  that  was  caused  by  the  vote  of  Party  A  if 
Party  A  was  the  holder  of  100%  of  such  Reference 
Obligation,  and  (B)  if,  notwithstanding  the  preceding 
sub-clause  (A),  Party  A  gives  notice  of  a  Floating 
Amount  Event  with  respect  to  the  portion  of  a 
Writedown  resulting  from  forgiveness  referred  to  in  this 
subclause  (ii)  that  was  caused  by  the  vote  of  Party  A  if 
Party  A  was  the  holder  of  100%  of  such  Reference 
Obligation,  then,  as  soon  as  practicable  after  Party  A 
and  Party  B  become  aware  of  such  occurrence,  Party 
A  and  Party  B  shall  refund  to  each  other  all  payments, 
and  reverse  all  other  calculations  and/or 
determinations,  that  occurred  in  connection  with  or 
resulting  from  Party  A  giving  notice  of  such  Floating 
Amount  Event." 
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For  the  avoidance  of  doubt,  no  payment  in  connection 
with  clause  (iii)  of  the  definition  of  "Writedown"  (as 
defined  in  the  ABX  Standard  Terms  and  not  as 
amended  herein)  shall  be  due  or  payable  hereunder 
and  the  ABX  Standard  Terms  shall  be  read 
accordingly. 

The  definition  of  "Additional  Fixed  Payments"  in  the 
ABX  Standard  Terms  shall  be  deleted  and  replaced  in 
its  entirety  with  the  following: 

"Following  the  occurrence  of  an  Additional  Fixed 
Payment  Event  in  respect  of  a  Reference  Obligation, 
Buyer  shall  pay  the  relevant  Additional  Fixed  Amount  to 
Seller  on  the  first  Additional  Fixed  Amount  Payment 
Date  falling  at  least  two  Business  Days  (or  in  the  case 
of  an  Additional  Fixed  Payment  Event  that  occurs  after 
the  second  Business  Day  prior  to  the  last  Fixed  Rate 
Payer  Payment  Date,  five  Business  Days)  after  the 
delivery  of  a  notice  (an  "Additional  Fixed  Payment 
Amount  Notice")  by  the  Calculation  Agent  to  the  parties 
or  by  Seller  to  Buyer  stating  that  the  related  Additional 
Fixed  Amount  is  due  and  showing  in  reasonable  detail 
how  such  Additional  Fixed  Amount  was  determined; 
provided  that  any  such  notice  must  be  given  on  or  prior 
to  the  fifth  Business  Day  following  the  day  that  is  one 
calendar  year  after  the  Effective  Maturity  Date  of  such 
Reference  Obligation  (or,  if  this  Transaction  is 
terminated  as  a  result  of  the  occurrence  of  an  Early 
Termination  Date  (as  defined  in  the  Agreement)  other 
than  following  an  Event  of  Default  or  Termination  Event 
with  respect  to  which  the  Seller  is  the  Defaulting  Party 
or  sole  Affected  Party,  the  day  that  is  one  calendar 
year  after  such  Early  Termination  Date. 

Notwithstanding  anything  to  the  contrary  herein,  Buyer 
shall  not  be  obligated  to  pay  an  Additional  Fixed 
Amount  unless  the  earliest  day  on  which  the  related 
Additional  Fixed  Payment  Date  can  be  designated  in 
accordance  with  the  provision  hereof  occurs  on  or 
following  the  Effective  Date." 
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Notice  and  Account  Details: 

Party  A's  Office/Telephone/Facsimile: 

Party  B's  Office/Telephone/Facsimile: 
Account  Details  of  Party  A: 

Account  Details  of  Party  B: 


The  definition  of  "Additional  Fixed  Payment  Event"  in 
the  ABX  Standard  Terms  shall  be  deleted  and  replaced 
in  its  entirety  with  the  following: 

"The  occurrence  on  or  after  the  Annex  Date  and  on  or 
before  the  day  that  is  one  calendar  year  after  the 
Effective  Maturity  Date  of  a  Writedown 
Reimbursement,  a  Principal  Shortfall  Reimbursement 
or  an  Interest  Shortfall  Reimbursement  (or,  if  this 
Transaction  is  terminated  as  a  result  of  the  occurrence 
of  an  Early  Termination  Date  (as  defined  in  the 
Agreement)  other  than  following  an  Event  of  Default  or 
Termination  Event  with  respect  to  which  the  Seller  is 
the  Defaulting  Party  or  sole  Affected  Party,  the  day  that 
is  one  calendar  year  after  such  Early  Termination 
Date)." 


[address] 
Telephone:  [ 
Facsimile:  [ 

[address] 
Telephone:  [ 
Facsimile:  [ 


] 


For  the  Account  of:  [ 
Bank:  [  ] 

Account  No:  [         ] 
Fed  ABA  No:  [  ] 

For  the  Account  of:  [ 
Bank:  [  ] 

Account  No:  [  ] 

Fed  ABA  No:  [  ] 
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Please  confirm  your  agreement  to  be  bound  by  the  terms  of  the  foregoing  by  executing  a  copy  of 
this  Confirmation  and  returning  it  to  us  at  the  contact  information  listed  above. 

DEUTSCHE  BANK  AG,  ACTING  THROUGH  ITS  LONDON  BRANCH 
By: 

Name: 
Title: 


By:_ 


Name: 
Title: 

Confirmed  as  of  the  date  first  above  written: 

GEMSTONE  CDO  VII  LTD. 

By  HBK  Investments,  L.P.,  New  York  Branch,  as  its  Investment  Manager 


By:_ 


Name: 
Title: 


By:. 


Name: 
Title: 
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ABX  TRANSACTIONS 
STANDARD  TERMS  SUPPLEMENT 

(published  on  January  19,  2006)1 

This  ABX  Transactions  Standard  Terms  Supplement  (the  "ABX  Standard  Terms")  hereby 
incorporates  by  reference  the  definitions  and  provisions  contained  in  the  2003  ISDA  Credit  Derivatives 
Definitions,  as  published  by  the  International  Swaps  and  Derivatives  Association,  Inc.  (the  "Credit 
Derivatives  Definitions").  In  the  event  of  any  inconsistency  between  the  Credit  Derivatives  Definitions  and 
these  ABX  Standard  Terms,  these  ABX  Standard  Terms  will  govern. 

The  parties  agree  that,  by  entering  into  a  transaction  governed  by  these  ABX  Standard  Terms  (a 
"Master  Transaction"),  they  have  entered  into  a  separate  Credit  Derivative  Transaction  (each,  a 
"Component  Transaction")  in  respect  of  each  Reference  Obligation  listed  in  the  Relevant  Annex  (as 
defined  below).  Upon  entering  into  a  confirmation  or  other  document  (including  in  electronic  form)  (a 
"Confirmation")  for  a  Master  Transaction  incorporating  these  ABX  Standard  Terms,  the  parties  thereto 
shall  be  deemed  to  have  entered  into  a  Confirmation  in  respect  of  each  such  Component  Transaction 
with  respect  to  the  related  Reference  Obligation  listed  in  the  Relevant  Annex.  Subject  to  paragraph  7 
below  and  except  as  otherwise  expressly  provided  herein  or  in  the  relevant  Confirmation,  each 
Component  Transaction  constitutes  an  independent  Transaction  for  purposes  of  the  Master  Agreement 
(as  specified  in  the  relevant  Confirmation). 

References  in  these  ABX  Standard  Terms  to  a  Reference  Obligation  and  the  terms  relating 
thereto  shall  be  to  the  terms  of  such  Reference  Obligation  set  out  in  the  applicable  Underlying 
Instruments  (as  defined  below)  as  amended  from  time  to  time  unless  otherwise  specified  below. 


The  terms  of  each  Component  Transaction  to  which  these  ABX  Standard  Terms  relate  are  as 


follows: 


General  Terms: 

Index: 

Index  Sponsor: 

Trade  Date: 

Effective  Date: 

Scheduled  Termination  Date: 

Component  Transaction  Scheduled 
Termination  Date: 

Termination  Date: 


As  shown  in  the  relevant  Confirmation. 

CDS  IndexCo  LLC 

As  shown  in  the  relevant  Confirmation. 

As  shown  in  the  relevant  Confirmation. 

As  shown  in  the  relevant  Confirmation. 

With  respect  to  a  Component  Transaction,  the  Legal 
Final  Maturity  Date  for  the  applicable  Reference 
Obligation,  subject  to  adjustment  in  accordance  with  the 
Following  Business  Day  Convention. 

With  respect  to  a  Component  Transaction,  the  last  to 
occur  of: 


1  The  definitions  and  provisions  of  this  ABX  Transactions  Standard  Terms  Supplement  may  be  incorporated 

into  a  Confirmation  (as  defined  herein)  by  wording  in  the  Confirmation  indicating  that,  or  the  extent  to  which,  the 
Confirmation  is  subject  to  this  ABX  Transactions  Standard  Terms  Supplement.  All  definitions  and  provisions  so 
incorporated  in  a  Confirmation  will  be  applicable  to  that  Confirmation  unless  otherwise  provided  in  that  Confirmation. 
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Floating  Rate  Payer 

Fixed  Rate  Payer: 

Aggregate  Floating  Rate  Payer 
Calculation  Amount: 

Calculation  Agent: 

Calculation  Agent  City: 

Business  Day: 

Business  Day  Convention: 


Reference  Entity: 


Reference  Obligation: 


(a)  the  fifth  Business  Day  following  the  Effective 
Maturity  Date  in  respect  of  the  relevant  Reference 
Obligation; 

(b)  the  last  Floating  Rate  Payer  Payment  Date  in 
respect  of  such  Reference  Obligation;  and 

(c)  the  last  Additional  Fixed  Amount  Payment  Date  in 
respect  of  such  Reference  Obligation. 

As  shown  in  the  relevant  Confirmation  (the  "Seller"). 

As  shown  in  the  relevant  Confirmation  (the  "Buyer"). 

As  shown  in  the  relevant  Confirmation. 


If  both  parties  are  licensees  of  the  Index,  Seller.  If  only 
one  party  is  a  licensee  of  the  Index,  such  party. 

New  York. 

New  York  and  London. 

Following  (which,  with  the  exception  of  the  Effective  Date, 
the  Final  Amortization  Date,  each  Reference  Obligation 
Payment  Date  and  the  period  end  date  of  each 
Reference  Obligation  Calculation  Period,  shall  apply  to 
any  date  referred  to  in  these  ABX  Standard  Terms  that 
falls  on  a  day  that  is  not  a  Business  Day). 

With  respect  to  a  Component  Transaction,  the  applicable 
Reference  Entity  contained  in  the  Index  and  listed  in  the 
Relevant  Annex,  and  any  entity  that  succeeds  to  the 
obligations  of  such  Reference  Entity  under  the  related 
Reference  Obligation.  Section  2.2  of  the  Credit 
Derivatives  Definitions  shall  not  apply. 

With  respect  to  a  Component  Transaction,  the  Reference 
Obligation  specified  in  the  Index  and  set  out  opposite  the 
applicable  Reference  Entity  in  the  Relevant  Annex. 
Section  2.30  of  the  Credit  Derivatives  Definitions  shall  not 
apply. 

The  Reference  Obligation  is  used  herein  solely  to  make 
certain  calculations  hereunder  and  there  is  no 
requirement  that  Buyer  or  Seller  own  the  Reference 
Obligation. 
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Relevant  Annex: 


Applicable  Percentage: 


Initial  Face  Amount: 


Initial  Factor: 


Reference  Obligation  Notional 
Amount: 


The  list  of  Reference  Entities  and  Reference  Obligations 
for  the  relevant  Index  with  the  relevant  Annex  Date,  as 
published  by  the  Index  Publisher  (which  can  be  accessed 
currently  at  http://www.markit.com).  "Index  Publisher" 
means  Markit  Group  Limited  (or  its  successor)  or  any 
replacement  therefor  appointed  by  the  Index  Sponsor  for 
purposes  of  officially  publishing  the  relevant  Index. 

On  any  day,  with  respect  to  a  Reference  Obligation,  a 
percentage  equal  to  A  divided  by  B. 

"A"  means,  with  respect  to  a  Reference  Obligation,  the 
product  of  the  Initial  Face  Amount  and  the  Initial  Factor. 

"B"  means,  with  respect  to  a  Reference  Obligation,  the 
product  of  the  Original  Principal  Amount  and  the  Initial 
Factor. 

(a)  as  increased  by  the  outstanding  principal  balance 
of  any  further  issues  by  the  Reference  Entity  that 
are  fungible  with  and  form  part  of  the  same  legal 
series  as  such  Reference  Obligation;  and 

(b)  as  decreased  by  any  cancellations  of  some  or  all 
of  the  Outstanding  Principal  Amount  resulting 
from  purchases  of  such  Reference  Obligation  by 
or  on  behalf  of  the  Reference  Entity. 

The  Aggregate  Floating  Rate  Payer  Calculation  Amount 
divided  by  the  number  of  Reference  Obligations  in  the 
Relevant  Annex. 

With  respect  to  a  Reference  Obligation,  the  applicable 
factor  published  by  the  Index  Publisher  as  of  the  Annex 
Date. 

With  respect  to  a  Reference  Obligation,  on  the  Annex 
Date,  the  product  of: 

(a)  the  Original  Principal  Amount; 

(b)  the  Initial  Factor;  and 

(c)  the  Applicable  Percentage. 

Following  the  Annex  Date,  the  Reference  Obligation 
Notional  Amount  with  respect  to  a  Reference  Obligation 
will  be: 

(i)  decreased  on  each  day  on  which  a  Principal 
Payment  is  made  with  respect  to  the  Reference 
Obligation  by  the  relevant  Principal  Payment 
Amount; 
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Initial  Payment: 


Initial  Payment  Payer 

Initial  Payment  Amount: 

Fixed  Payments: 

Fixed  Rate: 

Fixed  Rate  Payer  Period  End  Date: 

Fixed  Rate  Payer  Calculation  Period: 


(ii)  decreased  on  the  day,  if  any,  on  which  a  Failure 
to  Pay  Principal  occurs  with  respect  to  the 
Reference  Obligation  by  the  relevant  Principal 
Shortfall  Amount; 

(iii)  decreased  on  each  day  on  which  a  Writedown 
occurs  with  respect  to  the  Reference  Obligation 
by  the  relevant  Writedown  Amount;  and 

(iv)  increased  on  each  day  on  which  a  Writedown 
Reimbursement  occurs  with  respect  to  the 
Reference  Obligation  by  any  Writedown 
Reimbursement  Amount  in  respect  of  a 
Writedown  Reimbursement  within  paragraphs  (ii) 
or  (iii)  of  the  definition  of  "Writedown 
Reimbursement"; 

provided  that  if  the  relevant  Reference  Obligation 
Notional  Amount  would  be  less  than  zero,  it  shall  be 
deemed  to  be  zero. 

If  an  Initial  Payment  Payer  and  an  Initial  Payment 
Amount  are  specified  in  the  relevant  Confirmation,  then 
on  the  date  that  is  five  Business  Days  following  the  Trade 
Date,  and  with  respect  to  the  Master  Transaction  and  all 
related  Component  Transactions  in  the  aggregate,  the 
Initial  Payment  Payer  shall  pay  to  the  other  party  the 
Initial  Payment  Amount.  For  the  avoidance  of  doubt,  the 
Initial  Payment  will  not  be  made  separately  in  respect  of 
each  Component  Transaction. 

As  shown  in  the  relevant  Confirmation. 

As  shown  in  the  relevant  Confirmation. 


As  shown  in  the  relevant  Confirmation. 

The  first  day  of  each  related  Reference  Obligation 
Calculation  Period. 

Each  period  from  and  including  one  Fixed  Rate  Payer 
Period  End  Date  to  but  excluding  the  next  following  Fixed 
Rate  Payer  Period  End  Date,  except  that  (a)  the  initial 
Fixed  Rate  Payer  Calculation  Period  will  commence  on, 
and  include,  the  later  of  the  Annex  Date  and  the  Fixed 
Rate  Payer  Period  End  Date  falling  on  or  immediately 
prior  to  the  Trade  Date  and  (b)  the  Final  Fixed  Rate 
Payer  Calculation  Period  will  end  on,  but  include,  the  last 
day  of  the  last  Reference  Obligation  Calculation  Period 
immediately  prior  to  the  final  Fixed  Rate  Payer  Payment 
Date. 
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Fixed  Rate  Payer  Payment  Dates: 


Fixed  Amount: 


With  respect  to  a  Component  Transaction,  each  day 
falling  five  Business  Days  after  a  Reference  Obligation 
Payment  Date  for  the  Reference  Obligation;  provided  that 
the  final  Fixed  Rate  Payer  Payment  Date  shall  fall  on  the 
fifth  Business  Day  following  the  Effective  Maturity  Date  of 
the  Reference  Obligation. 

With  respect  to  any  Fixed  Rate  Payer  Payment  Date  for  a 
Component  Transaction,  an  amount  equal  to  the  product 
of: 


(a)  the  relevant  Fixed  Rate; 

(b)  an  amount  determined  by  the  Calculation  Agent 
equal  to: 

(i)  the    sum    of    the    relevant    Reference 

Obligation  Notional  Amount  as  at  5:00 
p.m.  in  the  Calculation  Agent  City  on 
each  day  in  the  related  Fixed  Rate  Payer 
Calculation  Period;  divided  by 

(ii)         the  actual  number  of  days  in  the  related 
Fixed  Rate  Payer  Calculation  Period;  and 

(c)  the  actual  number  of  days  in  the  related  Fixed 
Rate  Payer  Calculation  Period  divided  by  360. 

Notwithstanding  anything  to  the  contrary  herein,  Buyer 
shall  not  be  obligated  to  pay  Fixed  Amounts  for  any  Fixed 
Rate  Payer  Payment  Date  occurring  prior  to  the  Effective 
Date. 


Additional  Fixed  Amount 
Payment  Dates: 


With  respect  to  a  Reference  Obligation: 

(a)        Each  relevant  Fixed  Rate  Payer  Payment  Date; 


Additional  Fixed  Payments: 


and 

(b)  in  relation  to  each  relevant  Additional  Fixed 
Payment  Event  occurring  after  the  second 
Business  Day  prior  to  the  last  relevant  Fixed  Rate 
Payer  Payment  Date,  the  fifth  Business  Day  after 
Buyer  has  received  notification  from  Seller  or  the 
Calculation  Agent  of  the  occurrence  of  such 
Additional  Fixed  Payment  Event. 

Following  the  occurrence  of  an  Additional  Fixed  Payment 
Event  in  respect  of  a  Reference  Obligation,  Buyer  shall 
pay  the  relevant  Additional  Fixed  Amount  to  Seller  on  the 
first  Additional  Fixed  Amount  Payment  Date  for  such 
Reference  Obligation  falling  at  least  two  Business  Days 
(or  in  the  case  of  an  Additional  Fixed  Payment  Event  that 
occurs  after  the  second  Business  Day  prior  to  the  last 
Fixed  Rate  Payer  Payment  Date  for  such  Reference 
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Additional  Fixed  Payment  Event: 


Additional  Fixed  Amount: 


Obligation,  five  Business  Days)  after  the  delivery  of  a 
notice  (an  *  Additional  Fixed  Payment  Amount  Notice")  by 
the  Calculation  Agent  to  the  parties  or  by  Seller  to  Buyer 
stating  that  the  related  Additional  Fixed  Amount  is  due 
and  showing  in  reasonable  detail  how  such  Additional 
Fixed  Amount  was  determined;  provided  that  any  such 
notice  must  be  given  on  or  prior  to  the  fifth  Business  Day 
following  the  day  that  is  one  calendar  year  after  the 
Effective  Maturity  Date  of  such  Reference  Obligation. 
Notwithstanding  anything  to  the  contrary  herein,  Buyer 
shall  not  be  obligated  to  pay  an  Additional  Fixed  Amount 
unless  the  earliest  day  on  which  the  related  Additional 
Fixed  Payment  Date  can  be  designated  in  accordance 
with  the  provisions  hereof  occurs  on  or  following  the 
Effective  Date. 

The  occurrence  on  or  after  the  Annex  Date  and  on  or 
before  the  day  that  is  one  calendar  year  after  the 
Effective  Maturity  Date  of  a  Writedown  Reimbursement,  a 
Principal  Shortfall  Reimbursement  or  an  Interest  Shortfall 
Reimbursement  in  respect  of  a  Reference  Obligation. 

With  respect  to  each  Additional  Fixed  Amount  Payment 
Date  in  respect  of  a  Reference  Obligation,  an  amount 
equal  to  the  sum  of. 

(a)  the  relevant  Writedown  Reimbursement  Payment 
Amount  (if  any); 

(b)  the  relevant  Principal  Shortfall  Reimbursement 
Payment  Amount  (if  any);  and 

(c)  the  relevant  Interest  Shortfall   Reimbursement 
Payment  Amount  (if  any). 


3.  Floating  Payments: 

Floating  Rate  Payer  Payment 
Dates: 


Floating  Payments: 


In  relation  to  a  Floating  Amount  Event  with  respect  to  a 
Reference  Obligation,  the  first  relevant  Fixed  Rate  Payer 
Payment  Date  falling  at  least  two  Business  Days  (or  in 
the  case  of  a  Floating  Amount  Event  that  occurs  on  the 
Legal  Final  Maturity  Date  or  the  Final  Amortization  Date 
of  such  Reference  Obligation,  the  fifth  Business  Day) 
after  delivery  of  a  notice  (a  "Floating  Payment  Notice')  by 
the  Calculation  Agent  to  the  parties  or  a  notice  by  Buyer 
to  Seller  that  the  related  Floating  Amount  is  due  and 
showing  in  reasonable  detail  how  such  Floating  Amount 
was  determined;  provided  that  any  such  notice  must  be 
given  on  or  prior  to  the  fifth  Business  Day  following  the 
Effective  Maturity  Date. 

If  a  Floating  Amount  Event  occurs  with  respect  to  a 
Reference  Obligation,  then  on  the  relevant  Floating  Rate 
Payer  Payment  Date,  Seller  will  pay  the  relevant  Floating 
Amount  to  Buyer.  Notwithstanding  anything  to  the 
contrary  herein,  Seller  shall  not  be  obligated  to  pay  a 
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Floating  Amount  Event: 


Floating  Amount: 


Floating  Amount  unless  the  earliest  day  on  which  the 
related  Floating  Rate  Payer  Payment  Date  can  be 
designated  in  accordance  with  the  provisions  hereof 
occurs  on  or  following  the  Effective  Date.  For  the 
avoidance  of  doubt,  the  Conditions  to  Settlement  under 
the  Credit  Derivatives  Definitions  shall  not  apply. 

A  Writedown,  a  Failure  to  Pay  Principal  or  an  Interest 
Shortfall. 

With  respect  to  each  Floating  Rate  Payer  Payment  Date 
in  respect  of  a  Reference  Obligation,  an  amount  equal  to 
the  sum  of: 


(a)  the  relevant  Writedown  Amount  (if  any); 

(b)  the  relevant  Principal  Shortfall  Amount  (if  any); 
and 

(c)  the  relevant  Interest  Shortfall  Payment  Amount  (if 
any). 


Interest  Shortfall 

Interest  Shortfall  Payment 
Amount: 


Interest  Shortfall  Cap  Amount: 
Actual  Interest  Amount: 


Expected  Interest  Amount: 


In  respect  of  an  Interest  Shortfall  with  respect  to  a 
Reference  Obligation,  the  relevant  Interest  Shortfall 
Amount;  provided  that  if  the  relevant  Interest  Shortfall 
Amount  exceeds  the  Interest  Shortfall  Cap  Amount,  the 
Interest  Shortfall  Payment  Amount  in  respect  of  such 
Interest  Shortfall  shall  be  the  Interest  Shortfall  Cap 
Amount. 

As  set  out  in  the  Interest  Shortfall  Cap  Annex. 

With  respect  to  any  Reference  Obligation  Payment  Date 
in  respect  of  a  Reference  Obligation,  payment  by  or  on 
behalf  of  the  Issuer  of  an  amount  in  respect  of  interest 
due  under  such  Reference  Obligation  (including,  without 
limitation,  any  deferred  interest  or  defaulted  interest  but 
excluding  payments  in  respect  of  prepayment  penalties, 
yield  maintenance  provisions  or  principal,  except  that  the 
Actual  Interest  Amount  shall  include  any  payment  of 
principal  representing  capitalized  interest)  to  the  holder(s) 
of  such  Reference  Obligation  in  respect  of  such 
Reference  Obligation. 

With  respect  to  any  Reference  Obligation  Payment  Date 
in  respect  of  a  Reference  Obligation,  the  amount  of 
current  interest  that  would  accrue  during  the  related 
Reference  Obligation  Calculation  Period  calculated  using 
the  Reference  Obligation  Coupon  on  a  principal  balance 
of  such  Reference  Obligation  equal  to  (a)  the 
Outstanding  Principal  Amount  taking  into  account  any 
reductions  due  to  a  principal  deficiency  balance  or 
realized    loss    amount    (however    described    in    the 
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Interest  Shortfall: 


Interest  Shortfall  Amount: 


Underlying  Instruments)  that  are  attributable  to  such 
Reference  Obligation  minus  (b)  the  Aggregate  Implied 
Writedown  Amount  (if  any)  for  such  Reference  Obligation 
and  that  will  be  payable  on  the  related  Reference 
Obligation  Payment  Date  assuming  for  this  purpose  that 
sufficient  funds  are  available  therefor  in  accordance  with 
the  Underlying  Instruments.  Except  as  provided  in  (a)  in 
the  previous  sentence,  the  Expected  Interest  Amount  in 
respect  of  a  Reference  Obligation  shall  be  determined 
without  regard  to  (i)  unpaid  amounts  in  respect  of 
accrued  interest  on  prior  Reference  Obligation  Payment 
Dates  or  (ii)  any  prepayment  penalties  or  yield 
maintenance  provisions. 

The  Expected  Interest  Amount  shall  be  determined 
without  regard  to  the  effect  of  any  provisions  (however 
described)  of  the  Underlying  Instruments  that  otherwise 
permit  the  limitation  of  due  payments  to  distributions  of 
funds  from  proceeds  of  the  Underlying  Assets,  or  that 
provide  for  the  capitalization  or  deferral  of  interest  on 
such  Reference  Obligation,  or  that  provide  for  the 
extinguishing  or  reduction  of  such  payments  or 
distributions  (but,  for  the  avoidance  of  doubt,  taking 
account  of  any  Writedown  within  paragraph  (i)  of  the 
definition  of  "Writedown"  occurring  in  accordance  with  the 
relevant  Underlying  Instruments). 

With  respect  to  any  Reference  Obligation  Payment  Date 
in  respect  of  a  Reference  Obligation,  either  (a)  the  non- 
payment of  an  Expected  Interest  Amount  or  (b)  the 
payment  of  an  Actual  Interest  Amount  that  is  less  than 
the  Expected  Interest  Amount. 

For  the  avoidance  of  doubt,  the  occurrence  of  an  event 
within  (a)  or  (b)  shall  be  determined  taking  into  account 
any  payment  made  under  the,  relevant  Reference  Policy, 
if  applicable. 

With  respect  to  any  Reference  Obligation  Payment  Date 
in  respect  of  a  Reference  Obligation,  an  amount  equal  to 
the  greater  of: 

(a)  zero;  and 

(b)  the  amount  equal  to  the  product  of: 

(i)  (A)        the  Expected  Interest  Amount; 

minus 
(B)        the  Actual  Interest  Amount;  and 
(ii)  the  Applicable  Percentage; 
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Interest  Shortfall  Reimbursement: 


Interest  Shortfall  Reimbursement 
Amount: 


Interest  Shortfall  Reimbursement 
Payment  Amount: 

Additional  Provisions: 


provided  that,  with  respect  to  the  first  Reference 
Obligation  Payment  Date  in  respect  of  such  Reference 
Obligation,  the  Interest  Shortfall  Amount  shall  be  the 
amount  determined  in  accordance  with  (a)  and  (b)  above 
multiplied  by  a  fraction  equal  to: 

(x)  the  number  of  days  in  the  first  Fixed  Rate  Payer 
Calculation  Period  with  respect  to  such 
Reference  Obligation;  over 

(y)  the  number  of  days  in  the  first  Reference 
Obligation  Calculation  Period  with  respect  to 
such  Reference  Obligation. 

With  respect  to  any  Reference  Obligation  Payment  Date 
for  a  Reference  Obligation,  the  payment  by  or  on  behalf 
of  the  Issuer  of  an  Actual  Interest  Amount  in  respect  of 
such  Reference  Obligation  that  is  greater  than  the 
Expected  Interest  Amount. 

With  respect  to  any  Reference  Obligation  Payment  Date 
in  respect  of  a  Reference  Obligation,  the  product  of  (a) 
the  amount  of  any  Interest  Shortfall  Reimbursement  on 
such  day  and  (b)  the  Applicable  Percentage. 

The  amount  determined  pursuant  to  the  Interest  Shortfall 
Cap  Annex. 


(a)  Calculation  Agent  and  Buyer  and  Seller  Determinations 

The  Calculation  Agent  shall  be  responsible  for  determining  and  calculating,  for  each  Reference 
Obligation,  (i)  the  Fixed  Amount  payable  on  each  Fixed  Rate  Payer  Payment  Date;  (ii)  the 
occurrence  of  a  Floating  Amount  Event  and  the  related  Floating  Amount  and  (Hi)  the  occurrence 
of  an  Additional  Fixed  Payment  Event  and  the  related  Additional  Fixed  Amount;  provided  that 
notwithstanding  the  above,  each  of  Buyer  and  Seller  shall  be  entitled  to  determine  and  calculate 
the  above  amounts  to  the  extent  that  Buyer  or  Seller,  as  applicable,  has  the  right  to  deliver  a 
notice  to  the  other  party  demanding  payment  of  such  amount.  The  Calculation  Agent  or  Buyer  or 
Seller,  as  applicable,  shall  make  such  determinations  and  calculations  based  solely  on  composite 
data  compiled  and  published  by  the  Index  Publisher  from  applicable  Servicer  Reports 
("Composite  Data")  or,  if  such  Composite  Data  is  not  available,  from  applicable  Servicer  Reports, 
to  the  extent  such  Servicer  Reports  are  reasonably  available  to  the  Calculation  Agent  or  such 
party.  The  Calculation  Agent,  Buyer  or  Seller  may  rely  on  calculations  or  determinations 
published  by  the  Index  Publisher  in  making  such  determinations  and  calculations.  The  Calculation 
Agent  or  Buyer  or  Seller,  as  applicable,  shall,  as  soon  as  practicable  after  making  any  of  the 
determinations  or  calculations  specified  in  (i)  and  (ii)  above,  notify  the  parties  or  the  other  party, 
as  applicable,  of  such  determinations  and  calculations. 

(b)  Adjustment  of  Calculation  Agent  Determinations 

To  the  extent  that  a  Servicer  furnishes  any  Servicer  Reports  correcting  information  contained  in 
previously  issued  Servicer  Reports  or  the  Index  Publisher  corrects  any  previously  published 
Composite  Data  (or  other  relevant  calculation  or  determination  published  by  the  Index  Publisher), 
and   such   corrections    impact   calculations   or   determinations    pursuant   to   a   Component 
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Transaction,  the  calculations  or  determinations  relevant  to  such  Component  Transaction  shall  be 
adjusted  retroactively  by  the  Calculation  Agent  to  reflect  the  corrected  information  (provided  that, 
for  the  avoidance  of  doubt,  no  amounts  in  respect  of  interest  shall  be  payable  by  either  party  and 
provided  that  the  Calculation  Agent  in  performing  the  calculations  or  determinations  pursuant  to 
this  paragraph  will  assume  that  no  interest  has  accrued  on  any  adjusted  amount),  and  the 
Calculation  Agent  shall  promptly  notify  both  parties  of  any  corrected  payments  required  by  either 
party.  Any  required  corrected  payments  shall  be  made  on  the  second  Fixed  Rate  Payer  Payment 
Date  following  the  day  on  which  such  notification  by  the  Calculation  Agent  is  effective. 

(c)         Initial  Payment  Date  Following  Annex  Date 

Notwithstanding  anything  to  the  contrary  herein,  with  respect  to  any  Component  Transactions, 
any  amount  that  would  otherwise  be  payable  hereunder  on  the  first  Fixed  Rate  Payer  Payment 
Date  following  the  Annex  Date  will  be  deemed  to  be  payable  instead  on  the  second  Fixed  Rate 
Payer  Payment  Date  following  the  Annex  Date  (together  with  any  other  amounts  payable  on  such 
date). 

6.  Additional  Definitions  and  Amendments  to  the  Credit  Derivatives  Definitions 

(a)  References  in  Section  9.1  (a)  of  the  Credit  Derivatives  Definitions  as  well  as  Section  3(a)(iv)  of  the 
form  of  Novation  Agreement  set  forth  in  Exhibit  E  to  the  Credit  Derivatives  Definitions  to  the 
Reference  Entity  shall  be  deemed  to  be  references  to  each  Reference  Entity  and  the  Insurer  in 
respect  of  the  relevant  Reference  Policy,  if  applicable. 

(b)  For  the  purposes  of  each  Component  Transaction,  the  following  terms  have  the  meanings  given 
below: 

"Actual  Principal  Amount"  means,  with  respect  to  a  Reference  Obligation  and  the  Final 
Amortization  Date  or  the  Legal  Final  Maturity  Date,  an  amount  paid  on  such  day  by  or  on  behalf 
of  the  relevant  Issuer  in  respect  of  principal  (excluding  any  capitalized  interest)  to  the  holder(s)  of 
such  Reference  Obligation  in  respect  of  such  Reference  Obligation. 

"Aggregate  Implied  Writedown  Amount"  means,  with  respect  to  a  Reference  Obligation,  the 
greater  of  (i)  zero  and  (ii)  the  aggregate  of  all  Implied  Writedown  Amounts  minus  the  aggregate  of 
all  Implied  Writedown  Reimbursement  Amounts. 

"Current  Period  Implied  Writedown  Amount"  means,  with  respect  to  a  Reference  Obligation  in 
respect  of  a  Reference  Obligation  Calculation  Period,  an  amount  determined  as  of  the  last  day  of 
such  Reference  Obligation  Calculation  Period  equal  to  the  greater  of: 

(i)         zero;  and 
(ii)         the  product  of: 

(A)  the  Implied  Writedown  Percentage;  and 

(B)  the  greater  of: 

(1)  zero;  and 

(2)  the  lesser  of  (x)  the  Pari  Passu  Amount  and  (y)  the  Pari  Passu  Amount 
plus  the  Senior  Amount  minus  the  aggregate  outstanding  asset  pool 

"  balance  backing  the  payment  obligations  on  such  Reference  Obligation 
(all  such  outstanding  asset  pool  balances  as  obtained  by  the  Calculation 
Agent  from  the  most  recent  Composite  Data  or  from  the  most  recent 
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Servicer  Report  for  such  Reference  Obligation  available  as  of  such  day), 
calculated  based  on  the  face  amount  of  the  assets  then  in  such  pool, 
whether  or  not  any  such  asset  is  performing. 

"Effective  Maturity  Date"  means,  with  respect  to  a  Reference  Obligation,  the  earlier  of  (a)  the 
Component  Transaction  Scheduled  Termination  Date  and  (b)  the  Final  Amortization  Date. 

"Expected  Principal  Amount"  means,  with  respect  to  a  Reference  Obligation  and  the  Final 
Amortization  Date  or  the  Legal  Final  Maturity  Date,  an  amount  equal  to  (i)  the  Outstanding 
Principal  Amount  of  such  Reference  Obligation  payable  on  such  day  (excluding  capitalized 
interest)  assuming  for  this  purpose  that  sufficient  funds  are  available  for  such  payment,  where 
such  amount  shall  be  determined  in  accordance  with  the  Underlying  Instruments,  minus  (ii)  the 
sum  of  (A)  the  Aggregate  Implied  Writedown  Amount  (if  any)  and  (B)  the  net  aggregate  principal 
deficiency  balance  or  realized  loss  amounts  (however  described  in  the  Underlying  Instruments) 
that  are  attributable  to  such  Reference  Obligation.  The  Expected  Principal  Amount  shall  be 
determined  without  regard  to  the  effect  of  any  provisions  (however  described)  of  the  Underlying 
Instruments  that  permit  the  limitation  of  due  payments  or  distributions  of  funds  in  accordance  with 
the  terms  of  such  Reference  Obligation  or  that  provide  for  the  extinguishing  or  reduction  of  such 
payments  or  distributions. 

"Failure  to  Pay  Principal"  means,  with  respect  to  a  Reference  Obligation,  (i)  a  failure  by  the 
relevant  Reference  Entity  (or  any  Insurer  thereof)  to  pay  an  Expected  Principal  Amount  on  the 
Final  Amortization  Date  or  the  Legal  Final  Maturity  Date,  as  the  case  may  be  or  (ii)  payment  on 
any  such  day  of  an  Actual  Principal  Amount  that  is  less  than  the  Expected  Principal  Amount; 
provided  that  the  failure  by  such  Reference  Entity  (or  any  Insurer  thereof)  to  pay  any  such 
amount  in  respect  of  principal  in  accordance  with  the  foregoing  shall  not  constitute  a  Failure  to 
Pay  Principal  if  such  failure  has  been  remedied  within  any  grace  period  applicable  to  such 
payment  obligation  under  the  Underlying  Instruments  or,  if  no  such  grace  period  is  applicable, 
within  three  Business  Days  after  the  day  on  which  the  Expected  Principal  Amount  was  scheduled 
to  be  paid. 

"Final  Amortization  Date"  means,  with  respect  to  a  Reference  Obligation,  the  first  to  occur  of  (i) 
the  date  on  which  the  Reference  Obligation  Notional  Amount  is  reduced  to  zero  and  (ii)  the  date 
on  which  the  assets  backing  the  Reference  Obligation  or  designated  to  fund  amounts  due  in 
respect  of  the  Reference  Obligation  are  liquidated,  distributed  or  otherwise  disposed  of  in  full  and 
the  proceeds  thereof  are  distributed  or  otherwise  disposed  of  in  full. 

"Implied  Writedown  Amount"  means,  with  respect  to  a  Reference  Obligation,  (i)  if  the  Underlying 
Instruments  do  not  provide  for  writedowns,  applied  losses,  principal  deficiencies  or  realized 
losses  as  described  in  (i)  of  the  definition  of  "Writedown"  to  occur  in  respect  of  the  Reference 
Obligation,  on  any  Reference  Obligation  Payment  Date,  an  amount  determined  by  the  Calculation 
Agent  equal  to  the  excess,  if  any,  of  the  Current  Period  Implied  Writedown  Amount  over  the 
Previous  Period  Implied  Writedown  Amount,  in  each  case  in  respect  of  the  Reference  Obligation 
Calculation  Period  to  which  such  Reference  Obligation  Payment  Date  relates,  and  (ii)  in  any  other 
case,  zero. 

"Implied  Writedown  Percentage"  means,  with  respect  to  a  Reference  Obligation,  (i)  the 
Outstanding  Principal  Amount  divided  by  (ii)  the  Pari  Passu  Amount. 

"Implied  Writedown  Reimbursement  Amount"  means,  with  respect  to  a  Reference  Obligation,  (i)  if 
the  Underlying  Instruments  do  not  provide  for  writedowns,  applied  losses,  principal  deficiencies  or 
realized  losses  as  described  in  (i)  of  the  definition  of  "Writedown"  to  occur  in  respect  of  the 
Reference  Obligation,  on  any  Reference  Obligation  Payment  Date,  an  amount  determined  by  the 
Calculation  Agent  equal  to  the  excess,  if  any,  of  the  Previous  Period  Implied  Writedown  Amount 
for  the  Reference  Obligation  over  the  Current  Period  Implied  Writedown  Amount  for  the 
Reference  Obligation,  in  each  case  in  respect  of  the  Reference  Obligation  Calculation  Period  to 
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which  such  Reference  Obligation  Payment  Date  relates,  and  (ii)  in  any  other  case,  zero;  provided 
that  the  aggregate  of  all  Implied  Writedown  Reimbursement  Amounts  for  a  Reference  Obligation 
at  any  time  shall  not  exceed  the  product  of  the  Pari  Passu  Amount  for  the  Reference  Obligation 
and  the  Implied  Writedown  Percentage  for  the  Reference  Obligation. 

"Insurer"  means,  with  respect  to  a  Reference  Obligation,  the  insurer  of  such  Reference  Obligation 
specified  in  the  Relevant  Annex. 

"Issuer"  means,  with  respect  to  a  Reference  Obligation,  the  issuer  of  such  Reference  Obligation 
specified  in  the  Relevant  Annex. 

"Legal  Final  Maturity  Date"  means,  with  respect  to  a  Reference  Obligation,  the  date  set  out  in  the 
Relevant  Annex  for  such  Reference  Obligation  (subject,  for  the  avoidance  of  doubt,  to  any 
business  day  convention  applicable  to  the  legal  final  maturity  date  of  such  Reference  Obligation), 
provided  that  if  the  legal  final  maturity  date  of  such  Reference  Obligation  is  amended,  the  Legal 
Final  Maturity  Date  shall  be  such  date  as  amended. 

"Original  Principal  Amount"  means,  with  respect  to  a  Reference  Obligation,  the  amount  specified 
as  such  in  the  Relevant  Annex. 

"Outstanding  Principal  Amount"  means,  with  respect  to  a  Reference  Obligation  as  of  any  date  of 
determination,  the  outstanding  principal  balance  of  such  Reference  Obligation  as  of  such  date, 
which  shall  take  into  account: 

(i)  all  payments  of  principal; 

(ii)  all  writedowns  or  applied  losses  (however  described  in  the  Underlying  Instruments) 
resulting  in  a  reduction  in  the  outstanding  principal  balance  of  such  Reference  Obligation 
(other  than  as  a  result  of  a  scheduled  or  unscheduled  payment  of  principal); 

(iii)  forgiveness  of  any  amount  by  the  holders  of  such  Reference  Obligation  pursuant  to  an 
amendment  to  the  Underlying  Instruments  resulting  in  a  reduction  in  the  outstanding 
principal  balance  of  such  Reference  Obligation; 

(rv)  any  payments  reducing  the  amount  of  any  reductions  described  in  (ii)  and  (iii)  of  this 
definition;  and 

(v)  any  increase  in  the  outstanding  principal  balance  of  such  Reference  Obligation  that 
reflects  a  reversal  of  any  prior  reductions  described  in  (ii)  and  (iii)  of  this  definition). 

"Pari  Passu  Amount"  means,  with  respect  to  a  Reference  Obligation  as  of  any  date  of 
determination,  the  aggregate  of  the  Outstanding  Principal  Amount  of  the  Reference  Obligation 
and  the  aggregate  outstanding  principal  balance  of  all  obligations  of  the  relevant  Reference  Entity 
backed  by  the  relevant  Underlying  Assets  and  ranking  pari  passu  in  priority  with  such  Reference 
Obligation. 

"Previous  Period  Implied  Writedown  Amount"  means,  with  respect  to  a  Reference  Obligation  in 
respect  of  a  Reference  Obligation  Calculation  Period,  the  Current  Period  Implied  Writedown 
Amount  as  determined  in  relation  to  the  last  day  of  the  immediately  preceding  Reference 
Obligation  Calculation  Period  for  such  Reference  Obligation. 

"Principal  Payment"  means,  with  respect  to  a  Reference  Obligation  and  any  Reference  Obligation 
Payment  Date,  the  occurrence  of  a  payment  of  an  amount  to  the  holders  of  such  Reference 
Obligation  in  respect  of  principal  (scheduled  or  unscheduled)  in  respect  of  such  Reference 
Obligation  other  than  a  payment  in  respect  of  principal  representing  capitalized  interest, 
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excluding,  for  the  avoidance  of  doubt,  any  relevant  Writedown  Reimbursement  or  Interest 
Shortfall  Reimbursement. 

"Principal  Payment  Amount"  means,  with  respect  to  any  Reference  Obligation  Payment  Date  for 
a  Reference  Obligation,  an  amount  equal  to  the  product  of  (i)  the  amount  of  any  Principal 
Payment  on  such  date  and  (ii)  the  Applicable  Percentage. 

"Principal  Shortfall  Amount"  means,  with  respect  to  a  Reference  Obligation,  in  respect  of  a  Failure 
to  Pay  Principal,  an  amount  equal  to  the  greater  of: 

(i)         zero;  and 

(ii)         the  amount  equal  to  the  product  of: 

(A)  the  Expected  Principal  Amount  minus  the  relevant  Actual  Principal  Amount;  and 

(B)  the  Applicable  Percentage; 

If  the  Principal  Shortfall  Amount  in  respect  of  a  Reference  Obligation  would  be  greater  than  the 
Reference  Obligation  Notional  Amount  immediately  prior  to  the  occurrence  of  such  Failure  to  Pay 
Principal,  then  such  Principal  Shortfall  Amount  shall  be  deemed  to  be  equal  to  the  Reference 
Obligation  Notional  Amount  at  such  time. 

"Principal  Shortfall  Reimbursement"  means,  with  respect  to  a  Reference  Obligation  on  any  day, 
the  payment  by  or  on  behalf  of  the  relevant  issuer  of  an  amount  in  respect  of  such  Reference 
Obligation  in  or  toward  the  satisfaction  of  any  deferral  of  or  failure  to  pay  principal  arising  from 
one  or  more  prior  occurrences  of  a  Failure  to  Pay  Principal. 

"Principal  Shortfall  Reimbursement  Amount"  means,  with  respect  to  a  Reference  Obligation  on 
any  day,  the  product  of  (i)  the  amount  of  any  relevant  Principal  Shortfall  Reimbursement  on  such 
day  and  (ii)  the  relevant  Applicable  Percentage. 

"Principal  Shortfall  Reimbursement  Payment  Amount"  means,  with  respect  to  a  Reference 
Obligation  and  an  Additional  Fixed  Amount  Payment  Date,  the  sum  of  the  Principal  Shortfall 
Reimbursement  Amounts  in  respect  of  all  Principal  Shortfall  Reimbursements  (if  any)  made 
during  the  Reference  Obligation  Calculation  Period  relating  to  such  Additional  Fixed  Amount 
Payment  Date  (or,  in  the  case  of  an  Additional  Fixed  Amount  Payment  Date  after  the  final  Fixed 
Rate  Payer  Payment  Date,  made  on  the  related  Reference  Obligation  Payment  Date),  provided 
that  the  aggregate  of  all  such  Principal  Shortfall  Reimbursement  Payment  Amounts  at  any  time 
shall  not  exceed  the  aggregate  of  all  Floating  Amounts  (determined  without  regard  to  the 
Effective  Date)  in  respect  of  occurrences  of  Failure  to  Pay  Principal  prior  to  such  Additional  Fixed 
Amount  Payment  Date. 

"Reference  Obligation  Calculation  Period"  means,  with  respect  to  a  Reference  Obligation  and 
each  Reference  Obligation  Payment  Date,  a  period  corresponding  to  the  interest  accrual  period 
relating  to  such  Reference  Obligation  Payment  Date  pursuant  to  the  relevant  Underlying 
Instruments. 

"Reference  Obligation  Coupon"  means,  with  respect  to  a  Reference  Obligation,  the  periodic 
interest  rate  applied  in  relation  to  each  related  Reference  Obligation  Calculation  Period  on  the 
related  Reference  Obligation  Payment  Date,  as  determined  in  accordance  with  the  terms  of  the 
relevant  Underlying  Instruments  as  at  the  Annex  Date,  without  regard  to  any  subsequent 
amendment. 
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"Reference  Obligation  Payment  Date"  means,  with  respect  to  a  Reference  Obligation,  (i)  each 
scheduled  distribution  date  for  such  Reference  Obligation  occurring  on  or  after  the  Annex  Date 
and  on  or  prior  to  the  Component  Transaction  Scheduled  Termination  Date,  determined  in 
accordance  with  the  Underlying  Instruments  and  (ii)  any  day  after  the  Effective  Maturity  Date  on 
which  a  payment  is  made  in  respect  of  such  Reference  Obligation. 

"Reference  Policy"  means,  with  respect  to  a  Reference  Obligation,  the  reference  policy  for  such 
Reference  Obligation  specified  in  the  Relevant  Annex. 

"Senior  Amount"  means,  with  respect  to  a  Reference  Obligation  as  of  any  day,  the  aggregate 
outstanding  principal  balance  of  all  obligations  of  the  Reference  Entity  backed  by  the  Underlying 
Assets  and  ranking  senior  in  priority  to  such  Reference  Obligation. 

"Servicer"  means,  with  respect  to  a  Reference  Obligation,  any  trustee,  servicer,  sub-servicer, 
master  servicer,  fiscal  agent,  paying  agent  or  other  similar  entity  responsible  for  calculating 
payment  amounts  or  providing  reports  pursuant  to  the  Underlying  Instruments. 

"Servicer  Reports"  means,  with  respect  to  a  Reference  Obligation,  periodic  statements  or  reports 
regarding  the  Reference  Obligation  provided  by  the  Servicer  to  holders  of  the  Reference 
Obligation. 

"Underlying  Assets"  means,  with  respect  to  a  Reference  Obligation,  the  assets  backing  the 
Reference  Obligation  for  the  benefit  of  the  holders  of  such  Reference  Obligation  and  which  are 
expected  to  generate  the  cashflows  required  for  the  servicing  and  repayment  (in  whole  or  in  part) 
of  such  Reference  Obligation,  or  the  assets  to  which  a  holder  of  such  Reference  Obligation  is 
economically  exposed  where  such  exposure  is  created  synthetically. 

"Underlying  Instruments"  means,  with  respect  to  a  Reference  Obligation,  the  indenture,  trust 
agreement,  pooling  and  servicing  agreement  or  other  relevant  agreement(s)  setting  forth  the 
terms  of  the  Reference  Obligation. 

"Writedown"  means,  with  respect  to  a  Reference  Obligation,  the  occurrence  at  any  time  on  or 
after  the  Annex  Date  of: 

(i)  (A)         a  writedown  or  applied  loss  (however  described  in  the  Underlying  Instruments) 

resulting  in  a  reduction  in  the  Outstanding  Principal  Amount  of  such  Reference 
Obligation  (other  than  as  a  result  of  a  scheduled  or  unscheduled  payment  of 
principal);  or 

(B)  the  attribution  of  a  principal  deficiency  or  realized  loss  (however  described  in  the 
Underlying  Instruments)  to  such  Reference  Obligation  resulting  in  a  reduction  or 
subordination  of  the  current  interest  payable  on  such  Reference  Obligation; 

(ii)  the  forgiveness  of  any  amount  of  principal  by  the  holders  of  such  Reference  Obligation 
pursuant  to  an  amendment  to  the  Underlying  Instruments  resulting  in  a  reduction  in  the 
Outstanding  Principal  Amount;  or 

(iii)  if  the  Underlying  Instruments  do  not  provide  for  writedowns,  applied  losses,  principal 
deficiencies  or  realized  losses  as  described  in  (i)  above  to  occur  in  respect  of  such 
Reference  Obligation,  an  Implied  Writedown  Amount  being  determined  in  respect  of  such 
Reference  Obligation  by  the  Calculation  Agent. 

"Writedown  Amount"  means,  with  respect  to  a  Reference  Obligation  on  any  day,  the  product  of  (i) 
the  amount  of  any  Writedown  with  respect  to  such  Reference  Obligation  on  such  day  and  (ii)  the 
Applicable  Percentage. 
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"Writedown  Reimbursement"  means,  with  respect  to  a  Reference  Obligation  on  any  day,  the 
occurrence  of: 

(i)  a  payment  by  or  on  behalf  of  the  Issuer  of  an  amount  in  respect  of  such  Reference 
Obligation  in  reduction  of  any  prior  Writedowns; 

(ii)         (A)        an  increase  by  or  on  behalf  of  the  Issuer  of  the  Outstanding  Principal  Amount  of 
such  Reference  Obligation  to  reflect  the  reversal  of  any  prior  Writedowns;  or 

(B)  a  decrease  in  the  principal  deficiency  balance  or  realized  loss  amounts  (however 
described  in  the  Underlying  Instruments)  attributable  to  such  Reference 
Obligation;  or 

(iii)  if  the  Underlying  Instruments  do  not  provide  for  writedowns,  applied  losses,  principal 
deficiencies  or  realized  losses  as  described  in  (ii)  above  to  occur  in  respect  of  such 
Reference  Obligation,  an  Implied  Writedown  Reimbursement  Amount  being  determined 
in  respect  of  such  Reference  Obligation  by  the  Calculation  Agent. 

"Writedown  Reimbursement  Amount"  means,  with  respect  to  a  Reference  Obligation  on  any  day, 
an  amount  equal  to  the  product  of: 

(i)  the  sum  of  all  Writedown  Reimbursements  with  respect  to  such  Reference  Obligation  on 

that  day;  and 

(ii)        the  Applicable  Percentage; 

"Writedown  Reimbursement  Payment  Amount"  means,  with  respect  to  a  Reference  Obligation 
and  an  Additional  Fixed  Amount  Payment  Date,  the  sum  of  the  Writedown  Reimbursement 
Amounts  in  respect  of  all  Writedown  Reimbursements  (if  any)  during  the  Reference  Obligation 
Calculation  Period  relating  to  such  Additional  Fixed  Amount  Payment  Date  (or,  in  the  case  of  an 
Additional  Fixed  Amount  Payment  Date  after  the  final  Fixed  Rate  Payer  Payment  Date,  on  the 
related  Reference  Obligation  Payment  Date  or  date  of  determination  of  an  Implied  Writedown 
Reimbursement  Amount,  as  the  case  may  be),  provided  that  the  aggregate  of  all  such  Writedown 
Reimbursement  Payment  Amounts  at  any  time  shall  not  exceed  the  aggregate  of  all  Floating 
Amounts  with  respect  to  such  Reference  Obligation  (determined  without  regard  to  the  Effective 
Date)  in  respect  of  Writedowns  occurring  prior  to  such  Additional  Fixed  Amount  Payment  Date. 

7.  Transfer  and  Termination  of  Component  Transactions 

Without  prejudice  to  Section  7  of  the  Master  Agreement  specified  in  the  relevant  Confirmation, 
the  Component  Transactions  (or  any  part  thereof)  to  which  these  ABX  Standard  Terms  relate 
may  only  be  transferred  (by  way  of  assignment,  novation  or  otherwise)  or  terminated  prior  to  the 
Component  Transaction  Scheduled  Termination  Date  thereof  (other  than  in  accordance  with  the 
terms  hereof)  together  with  an  equal  part  (by  Initial  Face  Amount)  of  each  other  Component 
Transaction  forming  part  of  the  Master  Transaction  of  which  it  forms  a  part. 

8.  Disclaimers 

(a)  ABX™  is  a  service  mark  of  the  Index  Sponsor  and  has  been  licensed  for  use  in  connection  with 
the  Master  Transaction. 

(b)  The  Index  referenced  herein  is  the  property  of  the  Index  Sponsor  and  has  been  licensed  for  use 
in  connection  with  the  transaction  hereunder.  Each  party  acknowledges  and  agrees  that  the 
transaction  hereunder  is  not  sponsored,  endorsed,  or  promoted  by  the  Index  Sponsor  or  any 
members  of  the  Index  Sponsor  (the  Index  Sponsor,  together  with  its  members,  the  "Index 
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Parties").  The  Index  Parties  make  no  representation  whatsoever,  whether  express  or  implied,  and 
hereby  expressly  disclaim  all  warranties  (including,  without  limitation,  those  of  merchantability  or 
fitness  for  a  particular  purpose  or  use),  with  respect  to  the  Index  or  any  data  included  therein  or 
relating  thereto,  and  in  particular  disclaim  any  warranty  either  as  to  the  quality,  accuracy  and/or 
completeness  of  the  Index  or  any  data  included  therein,  the  results  obtained  from  the  use  of  the 
Index  and/or  the  composition  of  the  Index  at  any  particular  time  on  any  particular  date  or 
otherwise  and/or  the  creditworthiness  of  any  entity,  or  the  likelihood  of  the  occurrence  of  a 
Floating  Amount  Event  with  respect  to  an  obligation,  in  the  Index  at  any  particular  time  on  any 
particular  date  or  otherwise.  The  Index  Parties  shall  not  be  liable  (whether  in  negligence  or 
otherwise)  to  the  parties  or  any  other  person  for  any  error  in  the  Index,  and  the  Index  Parties  are 
under  no  obligation  to  advise  the  parties  or  any  person  of  any  error  therein.  The  Index  Parties 
make  no  representation  whatsoever,  whether  express  or  implied,  as  to  the  advisability  of  entering 
into  the  transaction  hereunder,  the  ability  of  the  Index  to  track  relevant  markets'  performances,  or 
otherwise  relating  to  the  Index  or  any  transaction  or  product  with  respect  thereto,  or  of  assuming 
any  risks  in  connection  therewith.  The  Index  Parties  have  no  obligation  to  take  the  needs  of  any 
party  into  consideration  in  determining,  composing  or  calculating  the  Index.  Neither  party  to  this 
transaction,  nor  any  Index  Party,  shall  have  any  liability  to  any  party  for  any  act  or  failure  to  act  by 
the  Index  Parties  in  connection  with  the  determination,  adjustment,  calculation  or  maintenance  of 
the  Index.  Although  the  Calculation  Agent  will  obtain  information  concerning  the  Index  from 
sources  it  believes  reliable,  it  will  not  independently  verify  this  information.  Accordingly,  no 
representation,  warranty  or  undertaking  (express  or  implied)  is  made,  and  no  responsibility  is 
accepted  by  either  party,  its  Affiliates  or  the  Calculation  Agent,  as  to  the  accuracy,  completeness 
or  timeliness  of  information  concerning  the  Index.  Each  party  acknowledges  that  the  other  party 
or  one  of  its  affiliates  may  be,  or  may  be  affiliated  with,  an  Index  Party  and,  as  such,  may  be  able 
to  affect  or  influence  the  determination,  adjustment  or  maintenance  of  the  Index.  For  purposes  of 
Sections  9.1(b)(iii)  and  (iv)  of  the  Credit  Derivatives  Definitions,  references  to  "each  party"  therein 
shall  be  deemed  to  include  each  Index  Party. 

(c)  Without  limitation  of  Section  9.1(b)(iv)  of  the  Credit  Derivatives  Definitions  (as  modified  above), 
each  party  acknowledges  that  the  other  party  or  its  Affiliates  or  the  Calculation  Agent  may  act 
from  time  to  time  as  an  originator,  sponsor,  servicer,  administrator,  trustee,  underwriter  or  market 
maker,  or  otherwise  act  in  a  capacity  as  a  result  of  which  such  party  or  its  Affiliates  may  be  in 
possession  of  information  in  relation  to  one  or  more  Reference  Obligations  or  Reference  Entities 
contained  in  the  Index  which  may  be  material  in  the  context  of  one  or  more  Component 
Transactions  and  that  may  or  may  not  be  publicly  available  or  known  to  the  other  party.  No 
furnishing  by  a  party  or  its  Affiliates  or  the  Calculation  Agent  of  any  notice,  report,  or  other 
information  with  respect  to  any  Reference  Obligation  or  any  Reference  Entity  ("Reference 
Obligation  Information")  shall  prejudice  the  foregoing  provision  or  Section  9.1(b)(iv)  of  the  Credit 
Derivatives  Definitions,  constitute  a  representation  or  warranty  as  to  the  correctness  or 
completeness  of  such  Reference  Obligation  Information,  give  rise  to  any  duty  to  supplement, 
update  or  revise  the  Reference  Obligation  Information  so  provided,  or  otherwise  result  in  such 
party  or  the  Calculation  Agent  having  any  responsibility  for  the  content  of  such  Reference 
Obligation  Information. 
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Interest  Shortfall  Cap  Amount: 


interest  Shortfall  Cap  Annex 

The  Interest  Shortfall  Cap  Amount  in  respect  of  an  Interest 
Shortfall  for  a  Reference  Obligation  shall  be  the  Fixed 
Amount  calculated  in  respect  of  the  Fixed  Rate  Payer 
Payment  Date  immediately  following  the  Reference 
Obligation  Payment  Date  on  which  the  relevant  Interest 
Shortfall  occurred. 


Interest  Shortfall  Reimbursement 
Payment  Amount: 


The  first  Additional  Fixed  Amount  Payment  Date  for  a 
Reference  Obligation,  zero,  and  with  respect  to  any 
subsequent  Additional  Fixed  Amount  Payment  Date  for  such 
Reference  Obligation  and  calculated  as  of  the  Reference 
Obligation  Payment  Date  immediately  preceding  such 
Additional  Fixed  Amount  Payment  Date,  as  specified  by  the 
Calculation  Agent  in  its  notice  to  the  parties  or  by  Seller  in 
its  notice  to  Buyer  of  the  existence  of  an  Interest  Shortfall 
Reimbursement  for  such  Reference  Obligation,  an  amount 
equal  to  the  greater  of: 


(a)  zero;  and 

(b)  the  amount  equal  to: 
(i)  the  product  of: 

(A)  the  Cumulative  Interest  Shortfall 
Payment  Amount  as  of  the 
Additional  Fixed  Amount  Payment 
Date  immediately  preceding  such 
Reference  Obligation  Payment 
Date;  and 

(B)  the  relevant  Cumulative  Interest 
Shortfall  Payment  Compounding 
Factor  for  the  Fixed  Rate  Payer 
Calculation  Period  immediately 
preceding  such  Additional  Fixed 
Amount  Payment  Date  (or  1.0  in 
respect  of  any  Additional  Fixed 
Amount  Payment  Date  occurring 
after  the  final  Fixed  Rate  Payer 
Payment  Date  for  such  Reference 
Obligation); 

minus 

(ii)  the  Cumulative  Interest  Shortfall  Amount  as 
of  such  Reference  Obligation  Payment 
Date; 

provided  that  if  the  Interest  Shortfall  Reimbursement 
Payment  Amount  on  an  Additional  Fixed  Amount  Payment 
Date  for  such  Reference  Obligation  would  exceed  the 
Interest  Shortfall  Reimbursement  Amount  in  respect  of  the 
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related  Reference  Obligation  Payment  Date,  then  such 
Interest  Shortfall  Reimbursement  Payment  Amount  shall  be 
deemed  to  be  equal  to  such  Interest  Shortfall 
Reimbursement  Amount. 

Cumulative  Interest  Shortfall  Amount:  With  respect  to  any  Reference  Obligation  Payment  Date  for 

a  Reference  Obligation,  an  amount  equal  to  the  greater  of: 

(a)  zero;  and 

(b)  an  amount  equal  to: 

(i)  the  Cumulative  Interest  Shortfall  Amount  as 

of  the  Reference  Obligation  Payment  Date 
for  such  Reference  Obligation  immediately 
preceding  such  Reference  Obligation 
Payment  Date  or,  in  the  case  of  the  first 
Reference  Obligation  Payment  Date,  zero; 
plus 

(ii)  the  Interest  Shortfall  Amount  (if  any)  in 
respect  of  such  Reference  Obligation 
Payment  Date;  plus 

(iii)  an  amount  determined  by  the  Calculation 
Agent  as  the  amount  of  interest  that  would 
accrue  on  the  Cumulative  Interest  Shortfall 
Amount  immediately  preceding  such 
Reference  Obligation  Payment  Date  during 
the  related  Reference  Obligation 
Calculation  Period  pursuant  to  the 
Underlying  Instruments  or,  in  the  case  of 
the  first  Reference  Obligation  Payment 
Date,  zero;  minus 

(iv)  the  Interest  Shortfall  Reimbursement 
Amount  (if  any)  in  respect  of  such 
Reference  Obligation  Payment  Date  for 
such  Reference  Obligation. 

Cumulative  Interest  Shortfall  Payment  With  respect  to  any  Fixed  Rate  Payer  Payment  Date  and 

Amount:  any  Additional  Fixed  Amount  Payment  Date  falling  on  such 

date,  an  amount  equal  to  the  greater  of: 

(a)  zero;  and 

(b)  the  amount  equal  to: 

(i)  the  sum  of: 

(A)        the     Interest     Shortfall     Payment 
Amount      for      the       Reference 

■  -  -  -  Obligation  Payment  Date 

corresponding  to  such  Fixed  Rate 
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Payer  Payment  Date;  and 
(B)        the  product  of. 

(1)  the  Cumulative  Interest 
Shortfall  Payment  Amount  as 
of  the  Fixed  Rate  Payer 
Payment  Date  immediately 
preceding  such  Fixed  Rate 
Payer  Payment  Date  (or  zero 
in  the  case  of  the  first  Fixed 
Rate  Payer  Payment  Date); 
and 

(2)  the  relevant  Cumulative 
Interest  Shortfall  Payment 
Compounding  Factor; 

minus 

(ii)  any  Interest  Shortfall  Reimbursement 
Payment  Amount  paid  on  such  Fixed  Rate 
Payer  Payment  Date. 

With  respect  to  any  Additional  Fixed  Amount  Payment  Date 
falling  after  the  final  Fixed  Rate  Payer  Payment  Date,  the 
Cumulative  Interest  Shortfall  Payment  Amount  shall  be 
equal  to: 

(x)  the  Cumulative  Interest  Shortfall  Payment  Amount 
as  of  the  Additional  Fixed  Amount  Payment  Date 
immediately  preceding  such  Additional  Fixed 
Amount  Payment  Date  (or  as  of  the  final  Fixed  Rate 
Payer  Payment  Date  in  the  case  of  the  first 
Additional  Fixed  Amount  Payment  Date  occurring 
after  the  final  Fixed  Rate  Payer  Payment  Date); 
minus 

(y)  any    Interest   Shortfall    Reimbursement    Payment 

Amount  paid  on  such  Additional  Fixed  Amount 
Payment  Date. 

Cumulative  Interest  Shortfall  Payment  With  respect  to  any  Fixed  Rate  Payer  Calculation  Period  in 

Compounding  Factor:  respect  of  a  Reference  Obligation,  an  amount  equal  to  the 

sum  of: 

(a)  1.0; 
plus 

(b)  the  product  of: 


H-24 


Confidential  Treatment  Requested  GEM7-00000741 


Footnote  Exhibits  -  Page  1353 


(i)  the  sum  of  (A)  the  Relevant  Rate  in  respect 

of  such  Reference  Obligation  plus  (B)  the 
relevant  Fixed  Rate;  and 

(ii)  the  actual  number  of  days  in  such  Fixed 
Rate  Payer  Calculation  Period  divided  by 
360; 

provided,  however,  that  the  Cumulative  Interest  Shortfall 
Payment  Compounding  Factor  shall  be  deemed  to  be  1.0 
during  the  period  from  but  excluding  the  Effective  Maturity 
Date  to  and  including  the  Termination  Date. 

Relevant  Rate:  With  respect  to  a  Fixed  Rate  Payer  Calculation  Period  in 

respect  of  a  Reference  Obligation,  the  relevant  Floating 
Rate,  expressed  as  a  decimal  number  with  seven  decimal 
places,  that  would  be  determined  if: 

(a)  the  2000  ISDA  Definitions  (and  not  the  2003  ISDA 
Credit  Derivatives  Definitions)  applied  to  this 
paragraph; 

(b)  the  Fixed  Rate  Payer  Calculation  Period  were  a 
"Calculation  Period"  for  purposes  of  such 
determination;  and 

(c)  the  following  terms  applied: 

(i)  the  Floating  Rate  Option  were  the  Rate 
Source; 

(ii)  the  Designated  Maturity  were  the  period 
that  corresponds  to  the  usual  length  of  a 
Fixed  Rate  Payer  Calculation  Period;  and 

(iii)  the  Reset  Date  were  the  first  day  of  the 
Calculation  Period; 

provided,  however,  that  the  Relevant  Rate  shall  be  deemed 
to  be  zero  during  the  period  from  but  excluding  the  relevant 
Effective  Maturity  Date  to  and  including  the  relevant 
Termination  Date. 

Rate  Source:  USD-LI  BOR-BBA 
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SCHEDULE  I 
FORM  OF  CONFIRMATION  FOR  CMBS  SECURITIES 


Deutsche  Bank  AG 


m 


Date:     [  ] 

To:        Gemstone  CDO  VII  Ltd. 

Fax  No:  [   ] 

From:    Deutsche  Bank  AG,  acting  through  its  New  York  Branch 

RE:       Credit  Derivative  Transaction  on  Mortgage-Backed  Security  with  Pay-As-You-Go  or  Physical 
Settlement  (Form  I)  (Dealer  Form)  (CMBS) 

Dear  Sir/Madam 

The  purpose  of  this  communication  (the  "Confirmation")  is  to  confirm  the  terms  and  conditions  of 
the  Credit  Derivative  Transaction  relating  to  a  mortgage-backed  security  reference  obligation  entered  into 
between  you  Gemstone  CDO  VII  Ltd.  ("Party  B")  and  us  Deutsche  Bank  AG,  acting  through  its  New  York 
Branch  ("Party  A")  on  the  Trade  Date  specified  below  (the  "Transaction").  This  Confirmation  constitutes  a 
"Confirmation"  as  referred  to  in  the  ISDA  Master  Agreement  specified  below. 

The  definitions  and  provisions  contained  in  the  2003  ISDA  Credit  Derivatives  Definitions  (the 
"Credit  Derivatives  Definitions"),  as  published  by  the  International  Swaps  and  Derivatives  Association, 
Inc.  ("ISDA")  and  the  ISDA  Standard  Terms  Supplement  for  use  with  Credit  Derivatives  Transaction  on 
Mortgage-Backed  Security  with  Pay-As-You-Go  or  Physical  Settlement,  as  published  by  ISDA  on 
November  10,  2006  (the  "CDS  on  MBS  Terms"),  and,  if  (i)  the  Additional  Provisions  for  Optional  Early 
Termination  have  been  published  by  ISDA  at  the  Trade  Date  and  (ii)  Optional  Early  Termination  is 
specified  as  being  applicable,  the  Additional  Provisions  for  Optional  Early  Termination  most  recently 
published  by  ISDA  are  incorporated  into  this  Confirmation.  In  the  event  of  any  inconsistency  between 
the  Credit  Derivatives  Definitions  or  the  CDS  on  MBS  Terms  and  this  Confirmation,  this  Confirmation  will 
govern.  In  the  event  of  any  inconsistency  between  the  CDS  on  MBS  Terms  and  the  Credit  Derivatives 
Definitions,  the  CDS  on  MBS  Terms  will  govern. 

This  Confirmation  supplements,  forms  a  part  of,  and  is  subject  to,  the  ISDA  Master  Agreement, 
dated  as  of  [-],  2007  as  amended  and  supplemented  from  time  to  time  (the  "Agreement"),  between  you 
and  us.  All  provisions  contained  in  the  Agreement  govern  this  Confirmation  except  as  expressly  modified 
below. 

The  terms  of  the  Transaction  to  which  this  Confirmation  relates  are  as  follows: 

Trade  Date:  [  ] 

Effective  Date:  [         ] 
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Floating  Rate  Payer: 
Fixed  Rate  Payer: 
Calculation  Agent: 


Calculation  Agent  City: 
Business  Day: 
Reference  Entity: 
Reference  Obligation: 


Reference  Policy: 
Reference  Price: 
Initial  Face  Amount: 
Initial  Payment: 

Fixed  Rate: 


[  ]  (the  "Seller"). 

[  ]  (the  "Buyer"). 

Party  A,  unless  an  Event  of  Default  has  occurred 
and  is  continuing  with  respect  to  Party  A,  in  which 
case  the  Calculation  Agent  shall  be  a  leading, 
independent  dealer  in  derivatives  selected  by 
agreement  between  the  parties  within  one 
Business  Day  of  such  Event  of  Default  (the 
"Substitute  Calculation  Agent"),  whose  fees  and 
expenses  shall  be  met  by  Party  A,  whilst  such 
Event  of  Default  is  continuing,  if  the  parties  are 
unable  to  agree  on  a  Substitute  Calculation 
Agent,  each  of  the  parties  shall  elect  an 
independent  dealer  in  derivatives  and  such  two 
dealers  shall  agree  on  a  third  party,  who  shall  be 
deemed  to  be  the  Substitute  Calculation  Agent. 
Party  A  shall  be  appointed  to  replace  the 
Substitute  Calculation  Agent  within  one  Business 
Day  of  the  date  on  which  no  Event  of  Default  is 
continuing  in  respect  of  Party  A.  All 
determinations  by  the  Calculation  Agent  shall  be 
made  in  good  faith  and  in  a  commercially 
reasonable  manner. 

New  York 

New  York  and  London 

[         ] 

The  obligation  identified  as  follows: 

[Insurer:  [  ]] 

CUSIP/ISIN:       [  ] 

[Bloomberg  ID:  [         ]] 

Legal  final  maturity  date:  [  ] 

Original  Principal  Amount:  [  ] 

Initial  Factor:      [         ] 

Issuer:  The  Reference  Entity] 

Not  Applicable 

[  1 

[Not  Applicable] 

[On  [the  Effective  Date],  [Buyer]/[Seller]  will  pay 
[USD][  ]  to  [Seller]/[Buyer].] 


[ 


]%  per  annum 
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Fixed  Rate  Payer  Payment  Dates: 
Fixed  Amount 

Additional  Credit  Event: 
Interest  Shortfall  Cap: 
WAC  Cap  Interest  Provision: 
Step-up  provisions: 


CMBS  Convention 

Fixed    Amount   definition    for   underlying    with 
payment  delay 

No  Additional  Credit  Event 

Applicable 

Applicable 

Not  Applicable 


If  Interest  Shortfall  Cap  is  applicable,  then  specify: 

Interest  Shortfall  Cap  Basis:  Fixed  Cap 

Interest  Shortfall  Compounding:  Inapplicable 

Rate  Source:  USD-LIBOR-BBA 


Optional  Early  Termination: 
Additional  Terms: 


Not  Applicable 

The  definition  of  "Fixed  Amount"  in  the  CDS  on 
MBS  Terms  shall  be  deleted  and  replaced  in  its 
entirety  with  the  following: 

"With  respect  to  any  Fixed  Rate  Payer  Payment 
Date,  an  amount  equal  to  the  product  of: 

(a)  the  Fixed  Rate; 

(b)  the  Reference  Obligation  Notional 
Amount  (as  calculated  without  taking  into 
consideration  any  adjustment  in  the 
Reference  Obligation  Notional  Amount 
due  to  an  Implied  Writedown  Amount) 
outstanding  on  the  last  day  of  the 
Reference  Obligation  Calculation  Period 
related  to  such  Fixed  Rate  Payer 
Payment  Date,  as  adjusted  for  any 
increases  or  decreases  of  the  Reference 
Obligation  Notional  Amount  on  the 
Reference  Obligation  Payment  Date 
immediately  preceding  the  related 
Reference  Obligation  Payment  Date;  and 

(c)  the  actual  number  of  days  in  the  related 
Fixed  Rate  Payer  Calculation  Period 
divided  by  360." 

Implied  Writedown  Amounts  are  not  applicable  to 
this  Transaction.  Without  limiting  the  foregoing, 
for  the  purpose  of  any  calculations  required  under 
this  Confirmation  (including  the  CDS  on  MBS 
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Terms),  the  following  terms  shall  all  be  deemed 
to  be  equal  to  zero:  "Aggregate  Implied 
Writedown  Amount",  "Current  Period  Implied 
Writedown  Amount",  "Implied  Writedown 
Amount",  "Implied  Writedown  Percentage", 
"Implied  Writedown  Reimbursement  Amount",  or 
"Previous  Period  Implied  Writedown  Amount". 

The  definition  of  "Writedown"  in  the  CDS  on  MBS 
Terms  shall  be  deleted  and  replaced  in  its 
entirety  with  the  following: 

""Writedown'  means  the  occurrence  at  any  time 
on  or  after  the  Effective  Date  of: 

(i)  (A)  a  writedown  or  applied  loss 
(however  described  in  the  Underlying 
Instruments)  resulting  in  a  reduction  in  the 
Outstanding  Principal  Amount  (other  than  as  a 
result  of  a  scheduled  or  unscheduled  payment  of 
principal);  or  (B)  the  attribution  of  a  principal 
deficiency  or  realized  loss  (however  described  in 
the  Underlying  Instruments)  to  the  Reference 
Obligation  resulting  in  a  reduction  or 
subordination  of  the  current  interest  payable  on 
the  Reference  Obligation;  or 

(ii)  the  forgiveness  of  any  amount  of 
principal  by  the  holders  of  the  Reference 
Obligation  pursuant  to  an  amendment  to  the 
Underlying  Instruments  resulting  in  a  reduction  in 
the  Outstanding  Principal  Amount,  provided  that 
(A)  Party  A  shall  not  give  notice  of  a  Floating 
Amount  Event  or  Credit  Event  with  respect  to  the 
portion  of  a  Writedown  resulting  from  forgiveness 
referred  to  in  this  subclause  (il)  that  was  caused 
by  the  vote  of  Party  A  if  Party  A  was  the  holder  of 
100%  of  such  Reference  Obligation,  and  (B)  if, 
notwithstanding  the  preceding  sub-clause  (A), 
Party  A  gives  notice  of  a  Floating  Amount  Event 
or  Credit  Event  with  respect  to  the  portion  of  a. 
Writedown  resulting  from  forgiveness  referred  to 
in  this  subclause  (ii)  that  was  caused  by  the  vote 
of  Party  A  if  Party  A  was  the  holder  of  100%  of 
such  Reference  Obligation,  then,  as  soon  as 
practicable  after  Party  A  and  Party  B  become 
aware  of  such  occurrence,  Party  A  and  Party  B 
shall  refund  to  each  other  all  payments,  and 
reverse  all  other  calculations  and/or 
determinations,  that  occurred  in  connection  with 
or  resulting  from  Party  A  giving  notice  of  such 
Floating  Amount  Event  or  Credit  Event." 

For  the  avoidance  of  doubt,  no  payment  in 
connection  with  clause  (iii)  of  the  definition  of 
"Writedown"  (as  defined  in  the  CDS  on  MBS 
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Terms  and  not  as  amended  herein)  shall  be  due 
or  payable  hereunder  and  the  CDS  on  MBS 
Terms  shall  be  read  accordingly. 

Office,  Notice  and  Account  Details: 

The  Office  of  Party  A  for  this  Transaction  is:  New  York 

The  Office  of  Party  B  for  this  Transaction  is:  George  Town,  Grand  Cayman,  Cayman  Islands 

Telephone,  Telex  and/or  Facsimile  Numbers  and  Contact  Details  for  Notices: 


Party  A: 

Telephone: 

Fax: 

Email: 

Party  B: 

Account  Details: 

Account  Details  of  Buyer: 

Account  Details  of  Seller: 


Attention:  New  York  Derivatives  Documentation 
(212)  250-9425 
(212)  797-0779 

NYderivative.documentation@db.com 
[         ] 


[         ] 


Please  confirm  your  agreement  to  be  bound  by  the  terms  of  the  foregoing  by  executing  a  copy  of  this 
Confirmation  and  returning  it  to  us  by  facsimile. 

Yours  sincerely, 

DEUTSCHE  BANK  AG,  ACTING  THROUGH  ITS  NEW  YORK  BRANCH 

By: : 

Name: 
Title: 

By: 


Name: 
Title: 
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Confirmed  as  of  the  date  first  above  written: 

GEMSTONE  CDO  VII  LTD. 

By  HBK  Investments,  L.P.,  New  York  Branch,  as  its  Investment  Manager 

By: 


Name: 
Title: 

By: 


Name: 
Title: 
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ISDA  STANDARD  TERMS  SUPPLEMENT  FOR  USE  WITH  CREDIT  DERIVATIVE  TRANSACTIONS 

ON  MORTGAGE-BACKED  SECURITY  WITH  PAY-AS-YOU-GO  OR 

PHYSICAL  SETTLEMENT1 

(published  on  November  10,  2006) 

This  ISDA  Standard  Terms  Supplement  for  use  with  Credit  Derivative  Transactions  on  Mortgage-Backed 
Security  with  Pay-As- You-Go  or  Physical  Settlement  (the  "CDS  on  MBS  Terms")  hereby  incorporates  by 
reference  the  definitions  and  provisions  contained  in  the  2003  ISDA  Credit  Derivatives  Definitions  as 
published  by  the  International  Swaps  and  Derivatives  Association,  Inc.  ("ISDA")  (the  "Credit  Derivatives 
Definitions").  In  the  event  of  any  inconsistency  between  the  Credit  Derivatives  Definitions  and  these  CDS 
on  MBS  Terms,  these  CDS  on  MBS  Terms  will  govern.2 

References  to  the  "Reference  Obligation"  in  these  CDS  on  MBS  Terms  or  in  the  relevant  Confirmation 
shall  be  to  the  terms  of  the  Reference  Obligation  (as  defined  below)  set  out  in  the  Underlying  Instruments 
(as  defined  below)  as  amended  from  time  to  time  unless  otherwise  specified  below. 

1.  General  Terms: 

Trade  Date:  As  shown  in  the  relevant  Confirmation. 

Effective  Date:  As  shown  in  the  relevant  Confirmation. 

Scheduled  Termination  Date:        Subject  to  paragraph  6,  the  Legal  Final  Maturity  Date 

of  the  Reference  Obligation,  subject  to  adjustment  in 
accordance  with  the  Following  Business  Day 
Convention. 

Termination  Date:  The  last  to  occur  of: 

(a)  the  fifth  Business  Day  following  the  Effective 
Maturity  Date; 

(b)  the  last  Floating  Rate  Payer  Payment  Date; 

(c)  the  last  Delivery  Date;  and 

(d)  the  last  Additional   Fixed  Amount  Payment 
Date. 


THE  FOOTNOTES  TO  THIS  CDS  ON  MBS  STANDARD  TERMS  SUPPLEMENT  ARE  PROVIDED  FOR  CLARIFICATION  ONLY 
AND  DO  NOT  CONSTITUTE  ADVICE  AS  TO  THE  STRUCTURING  OR  DOCUMENTATION  OF  A  CREDIT  DERIVATIVE 
TRANSACTION. 

ISDA  has  not  undertaken  to  review  all  applicable  laws  and  regulations  of  any  jurisdiction  In  which  the  Credit  Derivatives  Definitions 
or  these  CDS  on  MBS  Terms  may  be  used.  Therefore,  parties  are  advised  to  consider  the  application  of  any  relevant  Jurisdiction's 
regulatory,  tax,  accounting,  exchange  or  other  requirements  that  may  exist  in  connection  with  the  entering  into  and  documenting  of  a 
privately  negotiated  credit  derivative  transaction. 

1  The  definitions  and  provisions  In  this  ISDA  Standard  Terms  Supplement  for  use  with  Credit  Derivatives  Transactions  on 

Mortgage-Backed  Security  with  Pay-As-You-Go  or  Physical  Settlement  may  be  incorporated  into  a  Confirmation  or  other 
document  (including  in  electronic  form)  (a  "Confirmation")  by  wording  in  the  Confirmation  indicating  that,  or  the  extent  to 
which,  the  Confirmation  is  subject  to  this  ISDA  Standard  Terms  Supplement  for  use  with  Credit  Derivatives  Transactions 
on  Mortgage-Backed  Security  with  Pay-As-You-Go  or  Physical  Settlement.  All  definitions  and  provisions  so  incorporated 
in  a  Confirmation  will  be  applicable  to  that  Confirmation  unless  otherwise  provided  in  that  Confirmation. 
1  Parties  who  wish  to  novate  a  trade  documented  by  way  of  a  Confirmation  Incorporating  these  CDS  on  MBS 

Terms  should  consider  using  the  Form  of  Novation  Confirmation  set  out  in  the  Schedule  to  this  ISDA  Standard  Terms 

Supplement 
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Floating  Rate  Payer: 
Fixed  Rate  Payer: 
Calculation  Agent. 
Calculation  Agent  City. 
Business  Day: 
Business  Day  Convention: 


Reference  Entity: 
Reference  Obligation: 


As  shown  in  the  relevant  Confirmation  (the  "Seller"). 

As  shown  in  the  relevant  Confirmation  (the  "Buyer"). 

As  shown  in  the  relevant  Confirmation. 

As  shown  in  the  relevant  Confirmation. 

As  shown  in  the  relevant  Confirmation. 

Following  (which,  with  the  exception  of  the  Effective 
Date,  the  Final  Amortization  Date,  each  Reference 
Obligation  Payment  Date  and  the  period  end  date  of 
each  Reference  Obligation  Calculation  Period,  shall 
apply  to  any  date  referred  to  in  these  CDS  on  MBS 
Terms  or  in  the  Relevant  Confirmation  that  falls  on  a 
day  that  is  not  a  Business  Day). 

As  shown  in  the  relevant  Confirmation. 

As  shown  in  the  relevant  Confirmation. 


Reference  Policy: 
Reference  Price: 
Applicable  Percentage: 


Section  2.30  of  the  Credit  Derivatives  Definitions  shall 
not  apply. 

As  shown  in  the  relevant  Confirmation. 

As  shown  in  the  relevant  Confirmation. 

On  any  day,  a  percentage  equal  to  A  divided  by  B. 

"A"  means  the  product  of  the  Initial  Face  Amount  and 
the  Initial  Factor  as  decreased  on  each  Delivery  Date 
by  an  amount  equal  to  (a)  the  outstanding  principal 
balance  of  Deliverable  Obligations  Delivered  to  Seller 
(as  adjusted  by  the  Relevant  Amount,  if  any)  divided 
by  the  Current  Factor  on  such  day  multiplied  by  (b)  the 
Initial  Factor. 

"B"  means  the  product  of  the  Original  Principal  Amount 
and  the  Initial  Factor; 

(a)  as  increased  by  the  outstanding  principal 
balance  of  any  further  issues  by  the  Reference 
Entity  that  are  fungible  with  and  form  part  of 
the  same  legal  series  as  the  Reference 
Obligation;  and 

(b)  as  decreased  by  any  cancellations  of  some  or 
all  of  the  Outstanding  Principal  Amount 
resulting  from  purchases  of  the  Reference 
Obligation  by  or  on  behalf  of  the  Reference 
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Entity.3 

Initial  Face  Amount  As  shown  in  the  relevant  Confirmation. 

Reference  Obligation  Notional       On  the  Effective  Date,  the  product  of: 
Amount: 

(a)  the  Original  Principal  Amount; 

(b)  the  Initial  Factor  and 

(c)  the  Applicable  Percentage. 

Following  the  Effective  Date,  the  Reference  Obligation 
Notional  Amount  will  be: 

(i)  decreased  on  each  day  on  which  a  Principal 

Payment  is  made  by  the  relevant  Principal 
Payment  Amount; 

(ii)  decreased  on  the  day,  if  any,  on  which  a 
Failure  to  Pay  Principal  occurs  by  the  relevant 
Principal  Shortfall  Amount, 

(iii)  decreased  on  each  day  on  which  a  Writedown 
occurs  by  the  relevant  Writedown  Amount; 

(iv)  increased  on  each  day  on  which  a  Writedown 
Reimbursement  occurs  by  any  Writedown 
Reimbursement  Amount  in  respect  of  a 
Writedown  Reimbursement  within  paragraphs 
(ii)  or  (iii)  of  the  definition  of  "Writedown 
Reimbursement";  and 

(v)  decreased  on  each  Delivery  Date  by  an 
amount  equal  to  the  relevant  Exercise  Amount 
minus  the  amount  determined  pursuant  to 
paragraph  (b)  of  "Physical  Settlement  Amount" 
below,  provided  that  if  any  Relevant  Amount  is 
applicable,  the  Exercise  Amount  will  also  be 
deemed  to  be  decreased  by  such  Relevant 
Amount  (or  increased  by  the  absolute  value  of 
such  Relevant  Amount  if  such  Relevant 
Amount  is  negative)  with  effect  from  such 
Delivery  Date; 

provided  that  if  the  Reference  Obligation  Notional 
Amount  would  be  less  than  zero,  it  shall  be  deemed  to 
be  zero. 

For  the  avoidance  of  doubt,  the  Reference  Obligation 
Notional  Amount  shall  not  be  increased  by  any  deferral 
or  capitalization  of  interest  that  relates  to  the  Term  of 
this  Transaction  or  decreased  by  payment  of  any 


This  represents  the  percentage  covered  by  the  relevant  Transaction  of  the  Outstanding  Principal  Amount  It  may  be  more 
than  100%. 
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portion  of  the  principal  balance  of  the  Reference 
Obligation  that  is  attributable  to  the  deferral  or 
capitalization  of  interest  during  the  Term  of  this 
Transaction. 


Initial  Payment: 


As  shown  in  the  relevant  Confirmation. 


2.  Fixed  Payments: 

Fixed  Rate  Payer: 
Fixed  Rate: 


Fixed  Rate  Payer  Period  End 
Date: 

Fixed  Rate  Payer  Payment 
Dates: 


Fixed  Amount: 


Buyer 

As  shown  in  the  relevant  Confirmation,  subject  to 
adjustment  in  accordance  with  paragraph  6  below. 

The  first  day  of  each  Reference  Obligation  Calculation 
Period. 

In  the  relevant  Confirmation,  the  parties  shall  specify 
either  "Not  CMBS  Convention"  or  "CMBS  Convention" 
as  applicable. 

If  "Not  CMBS  Convention"  is  specified  in  the  relevant 
Confirmation,  the  Fixed  Rate  Payer  Payment  Dates 
shall  be  each  day  falling  five  Business  Days  after  a 
Reference  Obligation  Payment  Date;  provided  that  the 
final  Fixed  Rate  Payer  Payment  Date  shall  fall  on  the 
fifth  Business  Day  following  the  Effective  Maturity 
Date. 

If  "CMBS  Convention"  is  specified  in  the  relevant 
Confirmation,  the  Fixed  Rate  Payer  Payment  Dates 
shall  be,  after  each  Reference  Obligation  Payment 
Date,  the  next  following  25th  calendar  day  of  the 
month,  except  that  when  a  Reference  Obligation 
Payment  Date  falls  on  or  after  25th  calendar  day  of  a 
month,  the  Fixed  Rate  Payer  Payment  Date  in  respect 
of  such  Reference  Obligation  Payment  Date  shall  be 
25th  calendar  day  of  the  next  following  month; 
provided  that  the  final  Fixed  Rate  Payer  Payment  Date 
shall  fall  on  the  fifth  Business  Day  following  the 
Effective  Maturity  Date. 

In  the  relevant  Confirmation,  the  parties  shall  specify 
"Fixed  Amount  definition  for  underlying  with  no 
payment  delay"  or  "Fixed  Amount  definition  for 
underlying  with  payment  delay". 

If  "Fixed  Amount  definition  for  underlying  with  no 
payment  delay"  is  specified  in  the  relevant 
Confirmation,  the  Fixed  Amount  shall  be,  with  respect 
to  any  Fixed  Rate  Payer  Payment  Date,  an  amount 
equal  to  the  product  of: 
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(a) 
(b) 


(c) 


the  Fixed  Rate; 

an   amount  determined    by  the   Calculation 
Agent  equal  to: 

(i)  the  sum  of  the  Reference  Obligation 

Notional  Amount  as  at  5:00  p.m.  in  the 
Calculation  Agent  City  on  each  day  in 
the  related  Fixed  Rate  Payer 
Calculation  Period;  divided  by 

(ii)  the  actual  number  of  days  in  the 
related  Fixed  Rate  Payer  Calculation 
Period;  and 

the  actual  number  of  days  in  the  related  Fixed 
Rate  Payer  Calculation  Period  divided  by  360. 


Additional  Fixed  Amount 
Payment  Dates: 


Additional  Fixed  Payments: 


If  "Fixed  Amount  definition  for  underlying  with  payment 
delay"  is  specified  in  the  relevant  Confirmation,  then 
the  Fixed  Amount  shall  be  with  respect  to  any  Fixed 
Rate  Payer  Payment  Date,  an  amount  equal  to  the 
product  of: 

(a)  the  Fixed  Rate; 

(b)  the  Reference  Obligation  Notional  Amount 
outstanding  on  the  last  day  of  the  Reference 
Obligation  Calculation  Period  related  to  such 
Fixed  Rate  Payer  Payment  Date,  as  adjusted 
for  any.  increases  or  decreases  of  the 
Reference  Obligation  Notional  Amount  on  the 
Reference  Obligation  Payment  Date 
immediately  preceding  the  related  Reference 
Obligation  Payment  Date;  and 

(c)  the  actual  number  of  days  in  the  related  Fixed 
Rate  Payer  Calculation  Period  divided  by  360. 

(a)  Each  Fixed  Rate  Payer  Payment  Date;  and 

(b)  in  relation  to  each  Additional  Fixed  Payment 
Event  occurring  after  the  second  Business 
Day  prior  to  the  last  Fixed  Rate  Payer 
Payment  Date,  the  fifth  Business  Day  after 
Buyer  has  received  notification  from  Seller  or 
the  Calculation  Agent  of  the  occurrence  of 
such  Additional  Fixed  Payment  Event; 

Following  the  occurrence  of  an  Additional  Fixed 
Payment  Event  in  respect  of  the  Reference  Obligation, 
Buyer  shall  pay  the  relevant  Additional  Fixed  Amount 
to  Seller  on  the  first  Additional  Fixed  Amount  Payment 
Date  falling  at  least  two  Business  Days  (or  in  the  case 
of  an  Additional  Fixed  Payment  Event  that  occurs  after 
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Additional  Fixed  Payment 
Event: 


Additional  Fixed  Amount: 


the  second  Business  Day  prior  to  the  last  Fixed  Rate 
Payer  Payment  Date,  five  Business  Days)  after  the 
delivery  of  a  notice  by  the  Calculation  Agent  to  the 
parties  or  by  Seller  to  Buyer  stating  that  the  related 
Additional  Fixed  Amount  is  due  and  showing  in 
reasonable  detail  how  such  Additional  Fixed  Amount 
was  determined;  provided  that  any  such  notice  must 
be  given  on  or  prior  to  the  fifth  Business  Day  following 
the  day  that  is  one  calendar  year  after  the  Effective 
Maturity  Date. 

The  occurrence  on  or  after  the  Effective  Date  and  on 
or  before  the  day  that  is  one  calendar  year  after  the 
Effective  Maturity  Date  of  a  Writedown 
Reimbursement,  a  Principal  Shortfall  Reimbursement 
or  an  Interest  Shortfall  Reimbursement. 

With  respect  to  each  Additional  Fixed  Amount 
Payment  Date,  an  amount  equal  to  the  sum  of: 

(a)  the     Writedown     Reimbursement     Payment 
Amount  (if  any); 

(b)  the      Principal      Shortfall      Reimbursement 
Payment  Amount  (if  any);  and 

(c)  the  Interest  Shortfall  Reimbursement  Payment 
Amount  (if  any). 

For  the  avoidance  of  doubt,  each  Writedown 
Reimbursement  Payment  Amount,  Principal  Shortfall 
Reimbursement  Payment  Amount  or  Interest  Shortfall 
Reimbursement  Payment  Amount  (as  applicable)  shall 
be  calculated  using  the  Applicable  Percentage  which 
takes  into  account  the  aggregate  adjustment  made  to 
the  Applicable  Percentage  in  respect  of  all  Delivery 
Dates  that  have  occurred  prior  to  the  date  of  such 
calculation. 


3.  Floating  Payments: 

Floating  Rate  Payer: 

Floating  Rate  Payer  Payment 
Dates: 


Seller 

In  relation  to  a  Floating  Amount  Event,  the  first  Fixed 
Rate  Payer  Payment  Date  falling  at  least  two  Business 
Days  (or  in  the  case  of  a  Floating  Amount  Event  that 
occurs  on  the  Legal  Final  Maturity  Date  or  the  Final 
Amortization  Date,  the  fifth  Business  Day)  after  delivery 
of  a  notice  by  the  Calculation  Agent  to  the  parties  or  a 
notice  by  Buyer  to  Seller  that  the  related  Floating 
Amount  is  due  and  showing  in  reasonable  detail  how 
such  Floating  Amount  was  determined;  provided  that 
any  such  notice  must  be  given  on  or  prior  to  the  fifth 
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Floating  Payments: 


Floating  Amount  Event: 
Floating  Amount: 


Business  Day  following  the  Effective  Maturity  Date. 

If  a  Floating  Amount  Event  occurs,  then  on  the  relevant 
Floating  Rate  Payer  Payment  Date,  Seller  will  pay  the 
relevant  Floating  Amount  to  Buyer.  For  the  avoidance 
of  doubt,  the  Conditions  to  Settlement  are  not  required 
to  be  satisfied  in  respect  of  a  Floating  Payment 

A  Writedown,  a  Failure  to  Pay  Principal  or  an  Interest 
Shortfall. 

With  respect  to  each  Floating  Rate  Payer  Payment 
Date,  an  amount  equal  to  the  sum  of: 

(a)  the  relevant  Writedown  Amount  (if  any); 

(b)  the  relevant  Principal  Shortfall  Amount  (if  any); 
and 

(c)  the  relevant  Interest  Shortfall  Payment  Amount 
(if  any). 

For  the  avoidance  of  doubt,  each  Writedown  Amount, 
Principal  Shortfall  Amount  or  Interest  Shortfall  Payment 
Amount  (as  applicable)  shall  be  calculated  using  the 
Applicable  Percentage  which  takes  into  account  the 
aggregate  adjustment  made  to  the  Applicable 
Percentage  in  respect  of  all  Delivery  Dates  that  have 
occurred  prior  to  the  date  of  such  calculation. 


Credit  Events  and  Physical  Settlement 

Conditions  to  Settlement:  Credit  Event  Notice 


Notifying  Party:     Buyer 

Notice  of  Physical  Settlement 

Notice  of  Publicly  Available  Information:  Applicable 

Public  Sources:  The  public  sources  listed  in 
Section  3.7  of  the  Credit 
Derivatives  Definitions; 

provided  that  Servicer  Reports 
in  respect  of  the  Reference 
Obligation  and,  in  respect  of  a 
Distressed  Ratings  Downgrade 
Credit  Event  only,  any  public 
communications  by  any  of  the 
Rating  Agencies  in  respect  of 
the  Reference  Obligation  shall 
also  be  deemed  Public 
Sources. 
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Specified  Number  1 

provided  that  if  the  Calculation  Agent  has  previously 
delivered  a  notice  to  the  parties  or  Buyer  has 
previously  delivered  a  notice  to  Seller  pursuant  to  the 
definition  of  "Floating  Rate  Payer  Payment  Dates" 
above  in  respect  of  a  Writedown  or  a  Failure  to  Pay 
Principal,  the  only  Condition  to  Settlement  with  respect 
to  any  Credit  Event  shall  be  a  Notice  of  Physical 
Settlement 

The  parties  agree  that  with  respect  to  the  Transaction 
and  notwithstanding  anything  to  the  contrary  in  the 
Credit  Derivatives  Definitions: 

(a)  the  Conditions  to  Settlement  may  be  satisfied 
on  more  than  one  occasion; 

(b)  multiple  Physical  Settlement  Amounts  may  be 
payable  by  Seller; 

(c)  Buyer,  when  providing  a  Notice  of  Physical 
Settlement,  must  specify  an  Exercise  Amount 
and  an  Exercise  Percentage; 

(d)  if  Buyer  has  delivered  a  Notice  of  Physical 
Settlement  that  specifies  an  Exercise  Amount 
that  is  less  than  the  Reference  Obligation 
Notional  Amount  as  of  the  date  on  which  such 
Notice  of  Physical  Settlement  is  delivered 
(calculated  as  though  Physical  Settlement  in 
respect  of  all  previously  delivered  Notices  of 
Physical  Settlement  has  occurred  in  full),  the 
rights  and  obligations  of  the  parties  under  the 
Transaction  shall  continue  and  Buyer  may 
deliver  additional  Notices  of  Physical 
Settlement  with  respect  to  the  initial  Credit 
Event  or  with  respect  to  any  additional  Credit 
Event  at  any  time  thereafter;  and 

(e)  any  Notice  of  Physical  Settlement  shall  be 
delivered  no  later  than  30  calendar  days  after 
the  fifth  Business  Day  following  the  earlier  of 
the  Effective  Maturity  Date  and  the  Optional 
Step-up  Early  Termination  Date. 

Section  3.2(d)  of  the  Credit  Derivatives  Definitions  is 
amended  to  delete  the  words  "that  is  effective  no  later 
than  thirty  calendar  days  after  the  Event  Determination 
Date". 

Section  3.3  of  the  Credit  Derivatives  Definitions  is 
amended  so  that  the  following  is  added  as  sub-clause 
(d): 
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Credit  Events: 


"(d)  the  expiration  of  any  applicable  grace  period  for  a 
Failure  to  Pay  Principal  Credit  Event". 

The  following  Credit  Events  shall  apply  to  the 
Transaction  (and  the  first  sentence  of  Section  4.1  of  the 
Credit  Derivatives  Definitions  shall  be  amended 
accordingly): 

Failure  to  Pay  Principal 

Writedown 

Additional   Credit   Event   (as    shown    in   the 
relevant  Confirmation). 


Obligation: 


Reference  Obligation  Only 


Interest  Shortfall 

Interest  Shortfall  Payment 
Amount: 


Interest  Shortfall  Cap: 
Interest  Shortfall  Cap  Amount: 
Actual  Interest  Amount: 


In  respect  of  an  Interest  Shortfall,  the  relevant  Interest 
Shortfall  Amount;  provided  that,  if  Interest  Shortfall  Cap  is 
specified  as  applicable  in  the  relevant  Confirmation  and  the 
Interest  Shortfall  Amount  exceeds  the  Interest  Shortfall  Cap 
Amount,  the  Interest  Shortfall  Payment  Amount  in  respect  of 
such  Interest  Shortfall  shall  be  the  Interest  Shortfall  Cap 
Amount. 

As  shown  in  the  relevant  Confirmation. 

As  set  out  in  the  Interest  Shortfall  Cap  Annex. 

With  respect  to  any  Reference  Obligation  Payment  Date, 
payment  by  or  on  behalf  of  the  Issuer  of  an  amount  in 
respect  of  interest  due  under  the  Reference  Obligation 
(including,  without  limitation,  any  deferred  interest  or  default 
interest  but  excluding  payments  in  respect  of  prepayment 
penalties,  yield  maintenance  provisions  or  principal,  except 
that  the  Actual  Interest  Amount  shall  include  any  payment  of 
principal  representing  capitalized  interest  that  relates  to  the 
Term  of  the  Transaction)  to  the  holder(s)  of  the  Reference 
Obligation  in  respect  of  the  Reference  Obligation. 


WAC  Cap  Interest  Provision:        As  shown  in  the  relevant  Confirmation. 


For  this  purpose,  "WAC  Cap"  means  a  weighted  average 
coupon  or  weighted  average  rate  cap  provision  (however 
defined  in  the  Underlying  Instruments)  of  the  Underlying 
Instruments  that  limits,  increases  or  decreases  the  interest 
rate  or  interest  entitlement  in  circumstances  where  the 
Underlying  Instruments  as  at  the  Trade  Date  and  without 
regard  to  any  subsequent  amendments,  do  not  provide  for 
any  interest  shortfall  arising  as  a  result  of  such  provision  to 
be  deferred,  capitalized  or  otherwise  compensated  for  at 
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any  future  time. 

Expected  Interest  Amount:  With  respect  to  any  Reference  Obligation  Payment  Date,  the 

amount  of  current  interest  that  would  accrue  during  the 
related  Reference  Obligation  Calculation  Period  calculated 
using  the  Reference  Obligation  Coupon  on  a  principal 
balance  of  the  Reference  Obligation  equal  to: 

(a)  the  Outstanding  Principal  Amount  taking  into 
account  any  reductions  due  to  a  principal  deficiency 
balance  or  realized  loss  amount  (however  described 
in  the  Underlying  Instruments)  that  are  attributable 
to  the  Reference  Obligation  minus 

(b)  the  Aggregate  Implied  Writedown  Amount  (if  any) 

and  that  will  be  payable  on  the  related  Reference  Obligation 
Payment  Date  assuming  for  this  purpose  that  sufficient 
funds  are  available  therefor  in  accordance  with  the 
Underlying  Instruments.  Except  as  provided  in  (a)  in  the 
previous  sentence,  the  Expected  Interest  Amount  shall  be 
determined  without  regard  to  (i)  unpaid  amounts  in  respect 
of  accrued  interest  on  prior  Reference  Obligation  Payment 
Dates,  or  (ii)  any  prepayment  penalties  or  yield  maintenance 
provisions. 

The  Expected  Interest  Amount  shall  be  determined: 

(x)  if  WAC  Cap  Interest  Provision  is  specified  as 
applicable  in  the  relevant  Confirmation,  after  giving 
effect  to  any  WAC  Cap;  and 

(y)  if  WAC  Cap  Interest  Provision  is  specified  as  not 
applicable  in  the  relevant  Confirmation,  without 
giving  effect  to  any  WAC  Cap;  and 

in  either  case  without  regard  to  the  effect  of  any  provisions 
(however  described)  of  such  Underlying  Instruments  that 
otherwise  permit  the  limitation  of  due  payments  to 
distributions  of  funds  available  from  proceeds  of  the 
Underlying  Assets,  or  that  provide  for  the  capitalization  or 
deferral  of  interest  on  the  Reference  Obligation  during  the 
Term  of  the  Transaction,  or  that  provide  for  the  extinguishing 
or  reduction  of  such  payments  or  distributions  (each  a 
"Limitation  Provision")  (but,  for  the  avoidance  of  doubt, 
taking  account  of  any  Writedown  within  paragraph  (i)  of  the 
definition  of  "Writedown"  occurring  in  accordance  with  the 
Underlying  Instruments)4. 

For  the  purposes  of  calculating  the  Expected  Interest 
Amount,  and  notwithstanding  any  other  provision  herein,  the 
Reference  Obligation  Coupon  shall  be  deemed  to  include 
any  cap  stated  in  the  Underlying  Instrument  that  is  not  a 


Note  that  this  will  not  impact  the  determination  of  "Expected  Interest  Amount"  In  respect  of  a  Reference  Obligation  that 
does  not  have  a  Limitation  Provision. 
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Interest  Shortfall: 


Interest  Shortfall  Amount: 


Interest  Shortfall 
Reimbursement: 


Interest  Shortfall 
Reimbursement  Amount: 


Interest  Shortfall 
Reimbursement  Payment 
Amount: 


Limitation  Provision  and,  where  WAC  Cap  Interest  Provision 
is  specified  as  not  applicable  in  the  relevant  Confirmation,  is 
not  a  WAC  Cap. 

With  respect  to  any  Reference  Obligation  Payment  Date, 
either  (a)  the  non-payment  of  an  Expected  Interest  Amount 
or  (b)  the  payment  of  an  Actual  Interest  Amount  that  is  less 
than  the  Expected  Interest  Amount. 

For  the  avoidance  of  doubt,  the  occurrence  of  an  event 
within  (a)  or  (b)  shall  be  determined  taking  into  account  any 
payment  made  under  the  Reference  Policy,  if  applicable. 

With  respect  to  any  Reference  Obligation  Payment  Date,  an 
amount  equal  to  the  greater  of: 

(a)  zero;  and 

(b)  the  amount  equal  to  the  product  of: 

(i)  (A)        the  Expected  Interest  Amount; 

minus 


(ii) 


(B)        the  Actual  Interest  Amount;  and 
the  Applicable  Percentage; 


provided  that,  with  respect  to  the  first  Reference  Obligation 
Payment  Date  only,  the  Interest  Shortfall  Amount  shall  be 
the  amount  determined  in  accordance  with  (a)  and  (b)  above 
multiplied  by  a  fraction  equal  to: 

(x)         the  number  of  days  in  the  first  Fixed  Rate  Payer 
Calculation  Period;  over 

(y)         the  number  of  days  in  the  first  Reference  Obligation 
Calculation  Period. 

With  respect  to  any  Reference  Obligation  Payment  Date,  the 
payment  by  or  on  behalf  of  the  Issuer  of  an  Actual  Interest 
Amount  in  respect  of  the  Reference  Obligation  that  is 
greater  than  the  Expected  Interest  Amount. 

With  respect  to  any  Reference  Obligation  Payment  Date,  the 
product  of  (a)  the  amount  of  any  Interest  Shortfall 
Reimbursement  on  such  day  and  (b)  the  Applicable 
Percentage. 

If  Interest  Shortfall  Cap  is  specified  as  not  applicable  in  the 
relevant  Confirmation,  the  relevant  Interest  Shortfall 
Reimbursement  Amount.  If  Interest  Shortfall  Cap  is  specified 
as  applicable  in  the  relevant  Confirmation,  the  amount 
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determined  pursuant  to  the  Interest  Shortfall  Cap  Annex. 


Consequences  of  Step-up  of  the  Reference  Obligation  Coupon 


Step-up  provisions: 


Step-up: 


Non-Call  Notification  Date: 


Non-Call  Notice: 


Increase  of  the  Fixed  Rate: 


Optional  Step-up  Early 
Termination: 


As  shown  in  the  relevant  Confirmation. 

If  the  Step-up  provisions  are  applicable,  then  the  following 
provisions  of  this  paragraph  6  shall  apply. 

On  any  day,  an  increase  in  the  Reference  Obligation 
Coupon  due  to  the  failure  of  the  Issuer  or  a  third  party  to 
exercise,  in  accordance  with  the  Underlying  Instruments,  a 
"clean-up  call"  or  other  right  to  purchase,  redeem,  cancel  or 
terminate  (however  described  in  the  Underlying  Instruments) 
the  Reference  Obligation. 

The  date  of  delivery  by  the  Calculation  Agent  to  the  parties 
or  by  Buyer  to  Seller  of  a  Non-Call  Notice. 

A  notice  given  by  the  Calculation  Agent  to  the  parties  or  by 
Buyer  to  Seller  that  the  Reference  Obligation  has  not  been 
purchased,  redeemed,  cancelled  or  terminated  by  the  Issuer 
or  a  third  party,  in  accordance  with  the  Underlying 
Instruments,  pursuant  to  a  "clean-up  call"  or  other  right  to 
purchase,  redeem,  cancel  or  terminate  (however  described 
in  the  Underlying  Instruments)  the  Reference  Obligation, 
which  failure  will  result  in  the  occurrence  of  a  Step-up. 

Subject  to  "Optional  Step-up  Early  Termination"  below,  upon 
the  occurrence  of  a  Step-up,  the  Fixed  Rate  will  be 
increased  by  the  number  of  basis  points  by  which  the 
Reference  Obligation  Coupon  is  increased  due  to  the 
Step-up,  such  increase  to  take  effect  as  of  the  Fixed  Rate 
Payer  Payment  Date  immediately  following  the  fifth 
Business  Day  after  the  Non-Call  Notification  Date. 

No  later  than  five  Business  bays  after  the  Non-Call 
Notification  Date,  Buyer  shall  notify  Seller  (such  notification, 
a  "Buyer  Step-up  Notice")  whether  Buyer  wishes  to  continue 
the  Transaction  at  the  increased  Fixed  Rate  or  to  terminate 
the  Transaction. 

If  Buyer  elects  to  terminate  the  Transaction,  the  date  of 
delivery  of  the  Buyer  Step-up  Notice  shall  be  the  Scheduled 
Termination  Date  (such  date,  the  "Optional  Step-up  Early 
Termination  Date")  and  in  such  case  "Increase  of  the  Fixed 
Rate"  in  this  paragraph  6  shall  not  apply. 

No  amount  shall  be  payable  by  either  party  in  respect  of  the 
Optional  Step-up  Early  Termination  Date  other  than  any 
Fixed  Amount,  Additional  Fixed  Amount,  Floating  Amount  or 
Physical  Settlement  Amount  calculated  in  accordance  with 
the  terms  hereof.  For  the  avoidance  of  doubt,  the  obligation 
of  a  party  to  pay  any  amount  that  has  become  due  and 
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payable  under  the  Transaction  and  remains  unpaid  as  at  the 
Optional  Step-up  Early  Termination  Date  shall  not  be 
affected  by  the  occurrence  of  the  Optional  Step-up  Early 
Termination  Date. 

If  Buyer  fails  to  deliver  the  Buyer  Step-up  Notice  by  the  fifth 
Business  Day  after  the  Non-Call  Notification  Date,  Buyer 
shall  be  deemed  to  have  elected  to  continue  the  Transaction 
at  the  increased  Fixed  Rate  as  described  under  "Increase  of 
the  Fixed  Rate". 

If  Buyer  elects,  or  is  deemed  to  have  elected,  to  continue 
the  Transaction  at  the  increased  Fixed  Rate,  the 
Transaction  shall  continue. 


Settlement  Terms 

Settlement  Method:  Physical  Settlement 

Terms  Relating  to  Physical  Settlement: 

Physical  Settlement  Period:  Five  Business  Days 

Deliverable  Obligations: 

Deliverable  Obligations: 


Exclude  Accrued  Interest 


Physical  Settlement  Amount: 


Deliverable  Obligation  Category:     Reference  Obligation 
Only 

An  amount  equal  to: 

(a)         the   product  of  the   Exercise  Amount  and   the 
Reference  Price;  minus 


(b) 


the  sum  of: 


(i) 


(>') 


if  the  Aggregate  Implied  Writedown 
Amount  is  greater  than  zero,  the  product  of 
(A)  the  Aggregate  Implied  Writedown 
Amount,  (B)  the  Applicable  Percentage, 
each  as  determined  immediately  prior  to 
the  relevant  Delivery  and  (C)  the  relevant 
Exercise  Percentage;  and 

the  product  of  (A)  the  aggregate  of  all 
Writedown  Amounts  in  respect  of 
Writedowns  within  paragraph  (i)(B)  of  the 
definition  of  "Writedown"  minus  the 
aggregate  of  all  Writedown 
Reimbursement  Amounts  in  respect  of 
Writedown  Reimbursements  within 
paragraph  (ii)(B)  of  the  definition  of 
"Writedown  Reimbursement"  and  (B)  the 
relevant  Exercise  Percentage; 
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Delayed  Payment: 


Escrow: 

Non-delivery  by  Buyer  or 
occurrence  of  the  Effective 
Maturity  Date: 


provided  that  if  the  Physical  Settlement  Amount  would 
exceed  the  product  of: 

(1)  the  Reference  Obligation  Notional  Amount  as  of 
the  date  on  which  the  relevant  Notice  of  Physical 
Settlement  is  delivered  calculated  as  though 
Physical  Settlement  in  respect  of  all  previously 
delivered  Notices  of  Physical  Settlement  has 
occurred  in  full;  and 

(2)  the  Exercise  Percentage; 

then  the  Physical  Settlement  Amount  shall  be  deemed  to 
be  equal  to  such  product. 

With  respect  to  a  Delivery  Date,  if  a  Servicer  Report  that 
describes  a  Delayed  Payment  is  delivered  to  holders  of  the 
Reference  Obligation  or  to  the  Calculation  Agent  on  or 
after  such  Delivery  Date,  Buyer  will  pay  the  applicable 
Delayed  Payment  Amount  to  Seller  no  later  than  five 
Business  Days  following  the  later  of  (a)  the  day  on  which 
such  Servicer  Report  is  delivered  and  (b)  the  day  on  which 
such  Delayed  Payment  is  due  and  payable. 

Applicable 

If  Buyer  has  delivered  a  Notice  of  Physical  Settlement  and: 


(a) 


(b) 


Buyer  does  not  Deliver  in  full  the  Deliverable 
Obligations  specified  in  that  Notice  of  Physical 
Settlement  on  or  prior  to  the  Physical  Settlement 
Date;  or 

the  Effective  Maturity  Date  occurs  after  delivery  of 
the  Notice  of  Physical  Settlement  but  before  Buyer 
Delivers  the  Deliverable  Obligations  specified  in 
that  Notice  of  Physical  Settlement; 

then  such  Notice  of  Physical  Settlement  shall  be  deemed 
not  to  have  been  delivered  and  any  reference  in  these 
CDS  on  MBS  Terms  to  a  previously  delivered  Notice  of 
Physical  Settlement  shall  exclude  any  Notice  of  Physical 
Settlement  that  is  deemed  not  to  have  been  delivered. 
Sections  9.2(c)(ii)  (except  for  the  first  sentence  thereof), 
9.3,  9.4,  9.5,  9.6,  9.9  and  9.10  of  the  Credit  Derivatives 
Definitions  shall  not  apply. 


8.  Additional  Provisions: 

(a)        Delivery  of  Servicer  Report 

If  either  party  makes  a  request  in  writing,  the  Calculation  Agent  agrees  to  provide  such  party  with 
a  copy  of  the  most  recent  Servicer  Report  promptly  following  receipt  of  such  request,  if  and  to  the 
extent  such  Servicer  Report  is  reasonably  available  to  the  Calculation  Agent  (whether  or  not  the 


I-20 


Confidential  Treatment  Requested 


GEM7-00000762 


Footnote  Exhibits  -  Page  1374 


Calculation  Agent  is  a  holder  of  the  Reference  Obligation).  In  addition,  if  a  Floating  Payment  or  an 
Additional  Fixed  Payment  is  due  hereunder,  then  the  Calculation  Agent  or  the  party  that  notifies 
the  other  party  that  the  relevant  Floating  Payment  or  Additional  Fixed  Payment  is  due,  as 
applicable,  (the  "Notifying  Party")  shall  deliver  a  copy  of  any  Servicer  Report  relevant  to  such 
payment  that  is  requested  by  the  party  that  is  not  the  Notifying  Party  or  by  either  party  where  the 
Notifying  Party  is  the  Calculation  Agent,  if  and  to  the  extent  that  such  Servicer  Report  is 
reasonably  available  to  the  Notifying  Party  (whether  or  not  the  Notifying  Party  is  a  holder  of  the 
Reference  Obligation). 

(b)         Calculation  Agent  and  Buyer  and  Seller  Determinations 

The  Calculation  Agent  shall  be  responsible  for  determining  and  calculating  (i)  the  Fixed  Amount 
payable  on  each  Fixed  Rate  Payer  Payment  Date;  (ii)  the  occurrence  of  a  Floating  Amount  Event 
and  the  related  Floating  Amount  and  (Hi)  the  occurrence  of  an  Additional  Fixed  Payment  Event 
and  the  related  Additional  Fixed  Amount;  provided  that  notwithstanding  the  above,  each  of  Buyer 
and  Seller  shall  be  entitled  to  determine  and  calculate  the  above  amounts  to  the  extent  that  Buyer 
or  Seller  as  applicable,  has  the  right  to  deliver  a  notice  to  the  other  party  demanding  payment  of 
such  amount.  The  Calculation  Agent  or  Buyer  or  Seller,  as  applicable,  shall  make  such 
determinations  and  calculations  based  solely  on  the  basis  of  the  Servicer  Reports,  to  the  extent 
such  Servicer  Reports  are  reasonably  available  to  the  Calculation  Agent  or  such  party.  The 
Calculation  Agent  or  Buyer  or  Seller,  as  applicable,  shall,  as  soon  as  practicable  after  making  any 
of  the  determinations  or  calculations  specified  in  (i)  and  (ii)  above,  notify  the  parties  or  the  other 
party  as  applicable,  of  such  determinations  and  calculations.  For  the  avoidance  of  doubt  if  an 
Interest  Shortfall  Amount  is  not  explicitly  set  out  in  the  Servicer  Report  but  the  Calculation  Agent 
determines  that  an  Interest  Shortfall  has  occurred  on  the  basis  of  information  in  such  Servicer 
Report,  then  the  relevant  Interest  Shortfall  Amount  shall  be  calculated  by  the  Calculation  Agent 
on  the  basis  of  such  information.5 

(c)         Adjustment  of  Calculation  Agent  Determinations 

To  the  extent  that  a  Servicer  furnishes  any  Servicer  Reports  correcting  information  contained  in 
previously  issued  Servicer  Reports,  and  such  corrections  impact  calculations  pursuant  to  he 
Transaction,  the  calculations  relevant  to  the  Transaction  shall  be  adjusted  retroactively  by  the 
Calculation  Agent  to  reflect  the  corrected  information  (provided  that,  for  the  avoidance  ofd°ubt, 
no  amounts  in  respect  of  interest  shall  be  payable  by  either  party  and  provided  that  the 
Calculation  Agent  in  performing  the  calculations  pursuant  to  this  paragraph  wil  assume  that  no 
interest  has  accrued  on  any  adjusted  amount),  and  the  Calculation  Agent  shall  promptly  notrfy 
both  parties  of  any  corrected  payments  required  by  either  party.  Any  required  corrected  payments 
shall  be  made  within  five  Business  Days  of  the  day  on  which  such  notification  by  the  Calculation 
Agent  is  effective. 

9,  Additional  Definitions  and  Amendments  to  the  Credit  Derivatives  Definitions 

(a)  References  in  Sections  4.1,  8.2,  9.1  and  9.2(a)  of  the  Credit  Derivatives  Definitions  as  well  as 
(  '         Section  3(a)(iv)  of  the  form  of  Novation  Agreement  set  forth  in  Exhibit  E  to  the  Credrt  Denvatiyes 

Definitions  to  the  Reference  Entity  shall  be  deemed  to  be  references  to  both  the  Reference  Entity 
and  the  Insurer  in  respect  of  the  Reference  Policy,  if  applicable. 

(b)  (i)         The  definition  of  "Publicly  Available  Information"  in  Section  3.5  of  the  Credit  Derivatives 
Kl  Definitions  shall  be  amended  by  (i)  inserting  the  words  "the  Insurer  in  aspect  of  the 

Reference  Policy,  if  applicable"  at  the  end  of  subparagraph  (a)(n)(A)  thereof,  (n)  inserting 
the  words "  servicer,  sub-servicer,  master  servicer"  before  the  words  "or  paying  agent  in 
subparagraph  (a)(ii)(B)  thereof  and  (iii)  deleting  the  word  "or"  at  the  end  of  subparagraph 
(a)(iii)  thereof  and  inserting  at  the  end  of  subparagraph  (a)(iv)  thereof  the  following:  or  (v) 


This  is  intended  to  cover  any  situation  in  which  the  Servicer  Report  does  not  report  on  Interest  Shortfalls. 
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is  information  contained  in  a  notice  or  on  a  website  published  by  an  internationally 
recognized  rating  agency  that  has  at  any  time  rated  the  Reference  Obligation". 

(ii)  The  definition  of  "Physical  Settlement"  in  Section  8.1  of  the  Credit  Derivatives  Definitions 
shall  be  amended  by  (i)  deleting  the  words  "Physical  Settlement  Amount"  from  the  last 
line  of  the  second  paragraph  thereof  and  (ii)  inserting  in  lieu  thereof  the  words  "Exercise 
Amount". 

(iii)  The  definition  of  "Physical  Settlement  Date"  in  Section  8.4  of  the  Credit  Derivatives 
Definitions  shall  be  amended  by  deleting  the  last  sentence  thereof. 

(c)         For  the  purposes  of  the  Transaction  only,  the  following  terms  have  the  meanings  given  below: 

"Actual  Principal  Amount"  means,  with  respect  to  the  Final  Amortization  Date  or  the  Legal  Final 
Maturity  Date,  an  amount  paid  on  such  day  by  or  on  behalf  of  the  Issuer  in  respect  of  principal 
(excluding  any  amount  representing  capitalized  interest  that  relates  to  the  Term  of  the 
Transaction)  to  the  holder(s)  of  the  Reference  Obligation  in  respect  of  the  Reference  Obligation. 

"Aggregate  Implied  Writedown  Amount"  means  the  greater  of  (i)  zero  and  (ii)  the  aggregate  of  all 
Implied  Writedown  Amounts  minus  the  aggregate  of  all  Implied  Writedown  Reimbursement 
Amounts. 

"Current  Factor"  means  the  factor  of  the  Reference  Obligation  as  specified  in  the  most  recent 
Servicer  Report;  provided  that  if  the  factor  is  not  specified  in  the  most  recent  Servicer  Report  or 
the  factor  specified  includes  deferred  or  capitalized  interest  that  relates  to  the  Term  of  the 
Transaction,  then  the  Current  Factor  shall  be  the  ratio  equal  to  (i)  the  Outstanding  Principal 
Amount  as  of  such  date,  determined  in  accordance  with  the  most  recent  Servicer  Report  over 
(ii)  the  Original  Principal  Amount. 

"Current  Period  Implied  Writedown  Amount"  means,  in  respect  of  a  Reference  Obligation 
Calculation  Period,  an  amount  determined  as  of  the  last  day  of  such  Reference  Obligation 
Calculation  Period  equal  to  the  greater  of: 

(i)  zero;  and 

(ii)         the  product  of: 

(A)  the  Implied  Writedown  Percentage;  and 

(B)  the  greater  of: 

(1)  zero;  and 

(2)  the  lesser  of  (x)  the  Pari  Passu  Amount  and  (y)  the  Pari  Passu  Amount 
plus  the  Senior  Amount  minus  the  aggregate  outstanding  asset  pool 
balance  securing  the  payment  obligations  on  the  Reference  Obligation 
(all  such  outstanding  asset  pool  balances  as  obtained  by  the  Calculation 
Agent  from  the  most  recently  dated  Servicer  Report  available  as  of  such 
day),  calculated  based  on  the  face  amount  of  the  assets  then  in  such 
pool,  whether  or  not  any  such  asset  is  performing. 

"Delayed  Payment"  means,  with  respect  to  a  Delivery  Date,  a  Principal  Payment,  Principal 
Shortfall  Reimbursement  or  a  Writedown  Reimbursement  within  paragraph  (i)  of  the  definition  of 
"Writedown  Reimbursement"  that  is  described  in  a  Servicer  Report  delivered  to  holders  of  the 
Reference  Obligation  or  to  the  Calculation  Agent  on  or  after  such  Delivery  Date. 
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"Delayed  Payment  Amount"  means,  if  persons  who  are  holders  of  the  Reference  Obligation  as  of 
a  date  prior  to  a  Delivery  Date  are  paid  a  Delayed  Payment  on  or  after  such  Delivery  Date,  an 
amount  equal  to  the  product  of  (i)  the  sum  of  all  such  Delayed  Payments,  (ii)  the  Reference  Price, 
(iii)the  Applicable  Percentage  immediately  prior  to  such  Delivery  Date  and  (iv)the  Exercise 
Percentage. 

"Distressed  Ratings  Downgrade"  means  that  the  Reference  Obligation: 

(i)  if  publicly  rated  by  Moody's,  (A)  is  downgraded  to  "Caa2"  or  below  by  Moody's  or  (B)  has 
the  rating  assigned  to  it  by  Moody's  withdrawn  and,  in  either  case,  not  reinstated  within 
five  Business  Days  of  such  downgrade  or  withdrawal;  provided  that  if  such  Reference 
Obligation  was  assigned  a  public  rating  of  "Baa3"  or  higher  by  Moody's  immediately  prior 
to  the  occurrence  of  such  withdrawal,  it  shall  not  constitute  a  Distressed  Ratings 
Downgrade  if  such  Reference  Obligation  is  assigned  a  public  rating  of  at  least  "Caa1"  by 
Moody's  within  three  calendar  months  after  such  withdrawal;  or 

(ii)  if  publicly  rated  by  Standard  &  Poor's,  (A)  is  downgraded  to  "CCC"  or  below  by  Standard 
&  Poor's  or  (B)  has  the  rating  assigned  to  it  by  Standard  &  Poor's  withdrawn  and,  in  either 
case,  not  reinstated  within  five  Business  Days  of  such  downgrade  or  withdrawal;  provided 
that  if  such  Reference  Obligation  was  assigned  a  public  rating  of  "BBB-"  or  higher  by 
Standard  &  Poor's  immediately  prior  to  the  occurrence  of  such  withdrawal,  it  shall  not 
constitute  a  Distressed  Ratings  Downgrade  if  such  Reference  Obligation  is  assigned  a 
public  rating  of  at  least  "CCC+"  by  Standard  &  Poor's  within  three  calendar  months  after 
such  withdrawal;  or 

(iii)  if  publicly  rated  by  Fitch,  (A)  is  downgraded  to  "CCC"  or  below  by  Fitch  or  (B)  has  the 
rating  assigned  to  it  by  Fitch  withdrawn  and,  in  either  case,  not  reinstated  within  five 
Business  Days  of  such  downgrade  or  withdrawal;  provided  that  if  such  Reference 
Obligation  was  assigned  a  public  rating  of  "BBB-"  or  higher  by  Fitch  immediately  prior  to 
the  occurrence  of  such  withdrawal,  it  shall  not  constitute  a  Distressed  Ratings 
Downgrade  if  such  Reference  Obligation  is  assigned  a  public  rating  of  at  least  "CCC+"  by 
Fitch  within  three  calendar  months  after  such  withdrawal. 

"Effective  Maturity  Date"  means  the  earlier  of  (a)  the  Scheduled  Termination  Date  and  (b)  the 
Final  Amortization  Date. 

"Exercise  Amount"  means,  for  purposes  of  the  Transaction,  an  amount  to  which  a  Notice  of 
Physical  Settlement  relates  equal  to  the  product  of  (i)  the  original  face  amount  of  the  Reference 
Obligation  to  be  Delivered  by  Buyer  to  Seller  on  the  applicable  Physical  Settlement  Date;  and  (ii) 
the  Current  Factor  as  of  such  date.  The  Exercise  Amount  to  which  a  Notice  of  Physical 
Settlement  relates  shall  (A)  be  equal  to  or  less  than  the  Reference  Obligation  Notional  Amount 
(determined,  for  this  purpose,  without  regard  to  the  effect  of  any  Writedown  or  Writedown 
Reimbursement  within  paragraphs  (i)(B)  or  (iii)  of  "Writedown"  or  paragraphs  (ii)(B)  or  (hi)  of 
"Writedown  Reimbursement",  respectively)  as  of  the  date  on  which  the  relevant  Notice  of 
Physical  Settlement  is  delivered  calculated  as  though  the  Physical  Settlement  of  all  previously 
delivered  Notices  of  Physical  Settlement  has  occurred  in  full  and  (B)  not  be  less  than  the  lesser  of 
(1)  the  Reference  Obligation  Notional  Amount  as  of  the  date  on  which  the  relevant  Notice  of 
Physical  Settlement  is  delivered  calculated  as  though  Physical  Settlement  in  respect  of  all 
previously  delivered  Notices  of  Physical  Settlement  has  occurred  in  full  and  (2)  USD1 00,000. 
The  cumulative  original  face  amount  of  Deliverable  Obligations  specified  in  all  Notices  of  Physical 
Settlement  shall  not  at  any  time  exceed  the  Initial  Face  Amount.  For  the  avoidance  of  doubt:  (a) 
if  any  capitalization  or  deferral  of  interest  in  respect  of  the  Reference  Obligation  has  occurred 
during  the  Term  of  the  Transaction  and  has  not  been  recovered  by  holders  of  the  Reference 
Obligation  pursuant  to  the  terms  of  the  Underlying  Instruments,  then,  for  the  purpose  of 
determining  the  amount  of  Deliverable  Obligations  to  be  Delivered,  the  Exercise  Amount 
(determined  above  by  reference  to  the  original  face  amount)  will  represent  an  outstanding 
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principal  balance  of  the  Reference  Obligation  to  be  Delivered  by  Buyer  that  includes  the 
proportion  of  unrecovered  interest  attributable  to  the  Reference  Obligation  to  be  Delivered  and  (b) 
notwithstanding  the  foregoing,  the  Physical  Settlement  Amount  payable  by  Seller  in  relation  to 
such  Exercise  Amount  shall  not  include  any  amount  in  respect  of  such  unrecovered  interest. 

"Exercise  Percentage"  means,  with  respect  to  a  Notice  of  Physical  Settlement,  a  percentage 
equal  to  the  original  face  amount  of  the  Deliverable  Obligations  specified  in  such  Notice  of 
Physical  Settlement  divided  by  an  amount  equal  to  (i)  the  Initial  Face  Amount  minus  (ii)  the 
aggregate  of  the  original  face  amount  of  all  Deliverable  Obligations  specified  in  all  previously 
delivered  Notices  of  Physical  Settlement. 

"Expected  Principal  Amount"  means,  with  respect  to  the  Final  Amortization  Date  or  the  Legal 
Final  Maturity  Date,  an  amount  equal  to  (i)  the  Outstanding  Principal  Amount  of  the  Reference 
Obligation  payable,  on  such  day  (excluding  any  amount  representing  capitalized  interest  that 
relates  to  the  Term  of  the  Transaction)  assuming  for  this  purpose  that  sufficient  funds  are 
available  for  such  payment,  where  such  amount  shall  be  determined  in  accordance  with  the 
Underlying  Instruments,  minus  (ii)  the  sum  of  (A)  the  Aggregate  Implied  Writedown  Amount  (if 
any)  and  (B)  the  net  aggregate  principal  deficiency  balance  or  realized  loss  amounts  (however 
described  in  the  Underlying  Instruments)  that  are  attributable  to  the  Reference  Obligation.  The 
Expected  Principal  Amount  shall  be  determined  without  regard  to  the  effect  of  any  provisions 
(however  described)  of  the  Underlying  Instruments  that  permit  the  limitation  of  due  payments  or 
distributions  of  funds  in  accordance  with  the  terms  of  such  Reference  Obligation  or  that  provide 
for  the  extinguishing  or  reduction  of  such  payments  or  distributions. 

"Failure  to  Pay  Principal"  means  (i)  a  failure  by  the  Reference  Entity  (or  any  Insurer)  to  pay  an 
Expected  Principal  Amount  on  the  Final  Amortization  Date  or  the  Legal  Final  Maturity  Date,  as 
the  case  may  be,  or  (ii)  payment  on  any  such  day  of  an  Actual  Principal  Amount  that  is  less  than 
the  Expected  Principal  Amount;  provided  that  the  failure  by  the  Reference  Entity  (or  any  Insurer) 
to  pay  any  such  amount  in  respect  of  principal  in  accordance  with  the  foregoing  shall  not 
constitute  a  Failure  to  Pay  Principal  if  such  failure  has  been  remedied  within  any  grace  period 
applicable  to  such  payment  obligation  under  the  Underlying  Instruments  or,  if  no  such  grace 
period  is  applicable,  within  three  Business  Days  after  the  day  on  which  the  Expected  Principal 
Amount  was  scheduled  to  be  paid. 

"Final  Amortization  Date"  means  the  first  to  occur  of  (i)  the  date  on  which  the  Reference 
Obligation  Notional  Amount  is  reduced  to  zero  and  (ii)  the  date  on  which  the  assets  secunng  the 
Reference  Obligation  or  designated  to  fund  amounts  due  in  respect  of  the  Reference  Obligation 
are  liquidated,  distributed  or  otherwise  disposed  of  in  full  and  the  proceeds  thereof  are  distnbuted 
or  otherwise  disposed  of  in  full. 

"Fitch"  means  Fitch  Ratings  or  any  successor  to  its  rating  business. 

"Implied  Writedown  Amount"  means,  (i)  if  the  Underlying  Instruments  do  not  provide  for 
writedowns,  applied  losses,  principal  deficiencies  or  realized  losses  as  described  in  (i)  of  the 
definition  of  "Writedown"  to  occur  in  respect  of  the  Reference  Obligation,  on  any  Reference 
Obligation  Payment  Date,  an  amount  determined  by  the  Calculation  Agent  equal  to  the  excess,  if 
any  of  the  Current  Period  Implied  Writedown  Amount  over  the  Previous  Period  Implied 
Writedown  Amount,  in  each  case  in  respect  of  the  Reference  Obligation  Calculation  Penod  to 
which  such  Reference  Obligation  Payment  Date  relates,  and  (ii)  in  any  other  case,  zero. 

"Implied  Writedown  Percentage"  means  (i)  the  Outstanding  Principal  Amount  divided  by  (ii)  the 
Pari  Passu  Amount.  . 

"Implied  Writedown  Reimbursement  Amount"  means,  (i)  if  the  Underlying  Instruments  do  not 
provide  for  writedowns,  applied  losses,  principal  deficiencies  or  realized  losses  as  described  in  (i) 
of  the  definition  of  "Writedown"  to  occur  in  respect  of  the  Reference  Obligation,  on  any  Reference 

1-24 


Confidential  Treatment  Requested  GEM7-00000766 


Footnote  Exhibits  -  Page  1378 


Obligation  Payment  Date,  an  amount  determined  by  the  Calculation  Agent  equal  to  the  excess,  if 
any,  of  the  Previous  Period  Implied  Writedown  Amount  over  the  Current  Period  Implied 
Writedown  Amount,  in  each  case  in  respect  of  the  Reference  Obligation  Calculation  Period  to 
which  such  Reference  Obligation  Payment  Date  relates,  and  (ii)  in  any  other  case,  zero,  provided 
that  the  aggregate  of  all  Implied  Writedown  Reimbursement  Amounts  at  any  time  shall  not 
exceed  the  Outstanding  Principal  Amount. 

"Legal  Final  Maturity  Date"  means  the  date  set  out  in  paragraph  1  above  (subject,  for  the 
avoidance  of  doubt,  to  any  business  day  convention  applicable  to  the  legal  final  maturity  date  of 
the  Reference  Obligation),  provided  that  if  the  legal  final  maturity  date  of  the  Reference  Obligation 
is  amended,  the  Legal  Final  Maturity  Date  shall  be  such  date  as  amended. 

"Moody's"  means  Moody's  Investors  Service,  Inc.  or  any  successor  to  its  rating  business. 

"Outstanding  Principal  Amount"  means,  as  of  any  date  of  determination  with  respect  to  the 
Reference  Obligation,  the  outstanding  principal  balance  of  the  Reference  Obligation  as  of  such 
date,  which  shall  take  into  account: 

(i)  all  payments  of  principal; 

(ii)  all  writedowns  or  applied  losses  (however  described  in  the  Underlying  Instruments) 
resulting  in  a  reduction  in  the  outstanding  principal  balance  of  the  Reference  Obligation 
(other  than  as  a  result  of  a  scheduled  or  unscheduled  payment  of  principal); 

(iii)  forgiveness  of  any  amount  by  the  holders  of  the  Reference  Obligation  pursuant  to  an 
amendment  to  the  Underlying  Instruments  resulting  in  a  reduction  in  the  outstanding 
principal  balance  of  the  Reference  Obligation; 

(iv)  any  payments  reducing  the  amount  of  any  reductions  described  in  (ii)  and  (iii)  of  this 
definition;  and 

(v)  any  increase  in  the  outstanding  principal  balance  of  the  Reference  Obligation  that  reflects 
a  reversal  of  any  prior  reductions  described  in  (ii)  and  (iii)  of  this  definition;  and 

(vi)  any  increase  in  the  outstanding  principal  balance  of  the  Reference  Obligation  that  is 
attributable  to  the  deferral  or  capitalization  of  interest  prior  to  the  Effective  Date. 

For  the  avoidance  of  doubt,  the  Outstanding  Principal  Amount  shall  not  include  any  portion  of  the 
outstanding  principal  balance  of  the  Reference  Obligation  that  is  attributable  to  the  deferral  or 
capitalization  of  interest  during  the  Term  of  this  Transaction. 

•Pari  Passu  Amount"  means,  as  of  any  date  of  determination,  the  aggregate  of  the  Outstanding 
Principal  Amount  of  the  Reference  Obligation  and  the  aggregate  outstanding  principal  balance  of 
all  obligations  of  the  Reference  Entity  secured  by  the  Underlying  Assets  and  ranking  pari  passu  in 
priority  with  the  Reference  Obligation. 

"Previous  Period  Implied  Writedown  Amount"  means,  in  respect  of  a  Reference  Obligation 
Calculation  Period,  the  Current  Period  Implied  Writedown  Amount  as  determined  in  relation  to  the 
last  day  of  the  immediately  preceding  Reference  Obligation  Calculation  Period. 

"Principal  Payment"  means,  with  respect  to  any  Reference  Obligation  Payment  Date,  the 
occurrence  of  a  payment  of  an  amount  to  the  holders  of  the  Reference  Obligation  in  respect  of 
principal  (scheduled  or  unscheduled)  in  respect  of  the  Reference  Obligation  other  than  a  payment 
in  respect  of  principal  representing  capitalized  interest  that  relates  to  the  Term  of  the  Transaction, 
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excluding,  for  the  avoidance  of  doubt,  any  Writedown  Reimbursement  or  Interest  Shortfall 
Reimbursement. 

■Principal  Payment  Amount"  means,  with  respect  to  any  Reference  Obligation  Payment  Date,  an 
amount  equal  to  the  product  of  (i)  the  amount  of  any  Principal  Payment  on  such  date  and  (ii)  the 
Applicable  Percentage. 

"Principal  Shortfall  Amount"  means,  in  respect  of  a  Failure  to  Pay  Principal,  an  amount  equal  to 
the  greater  of: 

(i)  zero;  and 

(ii)         the  amount  equal  to  the  product  of: 

(A)  the  Expected  Principal  Amount  minus  the  Actual  Principal  Amount; 

(B)  the  Applicable  Percentage;  and 

(C)  the  Reference  Price. 

If  the  Principal  Shortfall  Amount  would  be  greater  than  the  Reference  Obligation  Notional  Amount 
immediately  prior  to  the  occurrence  of  such  Failure  to  Pay  Principal,  then  the  Principal  Shortfall 
Amount  shall  be  deemed  to  be  equal  to  the  Reference  Obligation  Notional  Amount  at  such  time. 

"Principal  Shortfall  Reimbursement"  means,  with  respect  to  any  day,  the  payment  by  or  on  behalf 
of  the  Issuer  of  an  amount  in  respect  of  the  Reference  Obligation  in  or  toward  the  satisfaction  of 
any  deferral  of  or  failure  to  pay  principal  arising  from  one  or  more  prior  occurrences  of  a  Failure  to 
Pay  Principal. 

"Principal  Shortfall  Reimbursement  Amount"  means,  with  respect  to  any  day,  the  product  of  (i)  the 
amount  of  any  Principal  Shortfall  Reimbursement  on  such  day,  (ii)  the  Applicable  Percentage  and 
(iii)  the  Reference  Price. 

"Principal  Shortfall  Reimbursement  Payment  Amount"  means,  with  respect  to  an  Additional  Fixed 
Amount  Payment  Date,  the  sum  of  the  Principal  Shortfall  Reimbursement  Amounts  in  respect  of 
all  Principal  Shortfall  Reimbursements  (if  any)  made  during  the  Reference  Obligation  Calculation 
Period  relating  to  such  Additional  Fixed  Amount  Payment  Date,  provided  that  the  aggregate  of  all 
Principal  Shortfall  Reimbursement  Payment  Amounts  at  any  time  shall  not  exceed  the  aggregate 
of  all  Floating  Amounts  paid  by  Seller  in  respect  of  occurrences  of  Failure  to  Pay  Principal  pnor  to 
such  Additional  Fixed  Amount  Payment  Date. 

"Rating  Agencies"  means  Fitch,  Moody's  and  Standard  &  Poor's. 

"Reference  Obligation  Calculation  Period"  means,  with  respect  to  each  Reference  Obligation 
Payment  Date,  a  period  corresponding  to  the  interest  accrual  period  relating  to  such  Reference 
Obligation  Payment  Date  pursuant  to  the  Underlying  Instruments. 

"Reference  Obligation  Coupon"  means  the  periodic  interest  rate  applied  in  relation  to  each 
Reference  Obligation  Calculation  Period  on  the  related  Reference  Obligation  Payment  Date,  as 
determined  in  accordance  with  the  terms  of  the  Underlying  Instruments  as  at  the  Effective  Date, 
without  regard  to  any  subsequent  amendment. 

"Reference  Obligation  Payment  Date"  means  (i)  each  scheduled  distribution  date  for  the 
Reference  Obligation  occurring  on  or  after  the  Effective  Date  and  on  or  prior  to  the  Scheduled 
Termination  Date,  determined  in  accordance  with  the  Underlying  Instruments  and  (ii)  any  day 
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after  the  Effective  Maturity  Date  on  which  a  payment  is  made  in  respect  of  the  Reference 
Obligation. 

"Relevant  Amount"  means,  if  a  Servicer  Report  that  describes  a  Principal  Payment,  Writedown  or 
Writedown  Reimbursement  (other  than  a  Writedown  Reimbursement  within  paragraph  (i)  of 
"Writedown  Reimbursement" ),  in  each  case  that  has  the  effect  of  decreasing  or  increasing  the 
interest-accruing  principal  balance  of  the  Reference  Obligation  as  of  a  date  prior  to  a  Delivery 
Date  but  such  Servicer  Report  is  delivered  to  holders  of  the  Reference  Obligation  or  to  the 
Calculation  Agent  on  or  after  such  Delivery  Date,  an  amount  equal  to  the  product  of  (i)  the  sum  of 
any  such  Principal  Payment  (expressed  as  a  positive  amount),  Writedown  (expressed  as  a 
positive  amount)  or  Writedown  Reimbursement  (expressed  as  a  negative  amount),  as  applicable; 
(ii)  the  Reference  Price;  (iii)  the  Applicable  Percentage  immediately  prior  to  such  Delivery  Date; 
and  (iv)  the  Exercise  Percentage. 

"Senior  Amount"  means,  as  of  any  day,  the  aggregate  outstanding  principal  balance  of  all 
obligations  of  the  Reference  Entity  secured  by  the  Underlying  Assets  and  ranking  senior  in 
priority  to  the  Reference  Obligation. 

"Servicer"  means  any  trustee,  servicer,  sub-servicer,  master  servicer,  fiscal  agent,  paying  agent 
or  other  similar  entity  responsible  for  calculating  payment  amounts  or  providing  reports  pursuant 
to  the  Underlying  Instruments. 

"Servicer  Reports"  means  periodic  statements  or  reports  regarding  the  Reference  Obligation 
provided  by  the  Servicer  to  holders  of  the  Reference  Obligation. 

"Standard  &  Poor's"  means  Standard  &  Poor's  Rating  Services,  a  division  of  The  McGraw-Hill 
Companies,  Inc.  or  any  successor  to  its  rating  business. 

"Underlying  Assets"  means  the  assets  securing  the  Reference  Obligation  for  the  benefit  of  the 
holders  of  the  Reference  Obligation  and  which  are  expected  to  generate  the  cashflows  required 
for  the  servicing  and  repayment  (in  whole  or  in  part)  of. the  Reference  Obligation,  or  the  assets  to 
which  a  holder  of  such  Reference  Obligation  is  economically  exposed  where  such  exposure  is 
created  synthetically. 

"Underlying  Instruments"  means  the  indenture,  trust  agreement,  pooling  and  servicing  agreement 
or  other  relevant  agreement(s)  setting  forth  the  terms  of  the  Reference  Obligation. 

"Writedown"  means  the  occurrence  at  any  time  on  or  after  the  Effective  Date  of: 

(i)  (A)        a  writedown  or  applied  loss  (however  described  in  the  Underlying  Instruments) 

resulting  in  a  reduction  in  the  Outstanding  Principal  Amount  (other  than  as  a 
result  of  a  scheduled  or  unscheduled  payment  of  principal);  or 

(B)  the  attribution  of  a  principal  deficiency  or  realized  loss  (however  described  in  the 
Underlying  Instruments)  to  the  Reference  Obligation  resulting  in  a  reduction  or 
subordination  of  the  current  interest  payable  on  the  Reference  Obligation; 

(ii)  the  forgiveness  of  any  amount  of  principal  by  the  holders  of  the  Reference  Obligation 
pursuant  to  an  amendment  to  the  Underlying  Instruments  resulting  in  a  reduction  in  the 
Outstanding  Principal  Amount;  or 

(iii)  .  if  the  Underlying  Instruments  do  not  provide  for  writedowns,  applied  losses,  principal 
deficiencies  or  realized  losses  as  described  in  (i)  above  to  occur  in  respect  of  the 
Reference  Obligation,  an  Implied  Writedown  Amount  being  determined  in  respect  of  the 
Reference  Obligation  by  the  Calculation  Agent. 
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"Writedown  Amount"  means,  with  respect  to  any  day,  the  product  of  (i)the  amount  of  any 
Writedown  on  such  day,  (ii)  the  Applicable  Percentage  and  (iii)  the  Reference  Price. 

"Writedown  Reimbursement"  means,  with  respect  to  any  day,  the  occurrence  of: 

(i)  a  payment  by  or  on  behalf  of  the  Issuer  of  an  amount  in  respect  of  the  Reference 

Obligation  in  reduction  of  any  prior  Writedowns; 

(ii)         (A)        an  increase  by  or  on  behalf  of  the  Issuer  of  the  Outstanding  Principal  Amount  of 
the  Reference  Obligation  to  reflect  the  reversal  of  any  prior  Writedowns;  or 

(B)  a  decrease  in  the  principal  deficiency  balance  or  realized  loss  amounts  (however 
described  in  the  Underlying  Instruments)  attributable  to  the  Reference  Obligation; 
or 

(iii)  if  the  Underlying  Instruments  do  not  provide  for  writedowns,  applied  losses,  principal 
deficiencies  or  realized  losses  as  described  in  (ii)  above  to  occur  in  respect  of  the 
Reference  Obligation,  an  Implied  Writedown  Reimbursement  Amount  being  determined 
in  respect  of  the  Reference  Obligation  by  the  Calculation  Agent 

"Writedown  Reimbursement  Amount"  means,  with  respect  to  any  day,  an  amount  equal  to  the 
product  of: 

(i)  the  sum  of  all  Writedown  Reimbursements  on  that  day; 

(ii)         the  Applicable  Percentage;  and 

(iii)        the  Reference  Price. 

"Writedown  Reimbursement  Payment  Amount"  means,  with  respect  to  an  Additional  Fixed 
Amount  Payment  Date,  the  sum  of  the  Writedown  Reimbursement  Amounts  in  respect  of  all 
Writedown  Reimbursements  (if  any)  made  during  the  Reference  Obligation  Calculation  Period 
relating  to  such  Additional  Fixed  Amount  Payment  Date,  provided  that  the  aggregate  of  all 
Writedown  Reimbursement  Payment  Amounts  at  any  time  shall  not  exceed  the  aggregate  of  all 
Floating  Amounts  paid  by  Seller  in  respect  of  Writedowns  occurring  prior  to  such  Additional  Fixed 
Amount  Payment  Date. 

Interest  Shortfall  Cap  Annex 

If  Interest  Shortfall  Cap  is  specified  as  applicable  in  the  relevant  Confirmation,  then  the  following 
provisions  will  apply: 

Interest  Shortfall  Cap  Basis:  As  shown  in  the  relevant  Confirmation. 

Interest  Shortfall  Cap  Amount:      If  the  Interest  Shortfall  Cap  Basis  is  Fixed  Cap,  the  Interest 

Shortfall  Cap  Amount  in  respect  of  an  Interest  Shortfall  shall 
be  the  Fixed  Amount  calculated  in  respect  of  the  Fixed  Rate 
Payer  Payment  Date  immediately  following  the  Reference 
Obligation  Payment  Date  on  which  the  relevant  Interest 
Shortfall  occurred. 

If  the  Interest  Shortfall  Cap  Basis  is  Variable  Cap,  the 
Interest  Shortfall  Cap  Amount  applicable  in  respect  of  a 
Floating  Rate  Payer  Payment  Date  shall  be  an  amount 
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equal  to  the  product  of: 

(a)  the  sum  of  the  Relevant  Rate  and  the  Fixed  Rate 
applicable  to  the  Fixed  Rate  Payer  Calculation 
Period  immediately  preceding  the  Reference 
Obligation  Payment  Date  on  which  the  relevant 
Interest  Shortfall  occurs; 

(b)  the  amount  determined  by  the  Calculation  Agent 
under  sub-clause  (b)  of  the  definition  of  "Fixed 
Amount"  in  relation  to  the  relevant  Fixed  Rate  Payer 
Payment  Date;  and 

(c)  the  actual  number  of  days  in  such  Fixed  Rate  Payer 
Calculation  Period  divided  by  360. 

Interest  Shortfall  As  shown  in  the  relevant  Confirmation. 

Compounding: 

Interest  Shortfall  If  Interest  Shortfall  Cap  is  specified  as  applicable  in  the 

Reimbursement  Payment  relevant    Confirmation,    then    with    respect    to    the    first 

Amount:  Additional  Fixed  Amount  Payment  Date,  zero,  and  with 

respect  to  any  subsequent  Additional  Fixed  Amount 
Payment  Date  and  calculated  as  of  the  Reference 
Obligation  Payment  Date  immediately  preceding  such 
Additional  Fixed  Amount  Payment  Date,  as  specified  by  the 
Calculation  Agent  in  its  notice  to  the  parties  or  by  Seller  in 
its  notice  to  Buyer  of  the  existence  of  an  Interest  Shortfall 
Reimbursement,  an  amount  equal  to  the  greater  of: 

(a)  zero;  and 

(b)  the  amount  equal  to: 

(i)  the  product  of: 

(A)  the  Cumulative  Interest  Shortfall 
Payment  Amount  as  of  the 
Additional  Fixed  Amount  Payment 
Date  immediately  preceding  such 
Reference  Obligation  Payment 
Date;  and 

.(B)        either: 

(1)  if  Interest  Shortfall 
Compounding  is  specified 
as  applicable  in  the  relevant 
Confirmation,  the  relevant 
Cumulative  Interest 

Shortfall  Payment 

Compounding  Factor  for 
the  Fixed  Rate  Payer 
Calculation  Period 

immediately  preceding  such 
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Additional  Fixed  Amount 
Payment  Date  (or  1.0  in 
respect  of  any  Additional 
Fixed  Amount  Payment 
Date  occurring  after  the 
final  Fixed  Rate  Payer 
Payment  Date);  or 

(2)  if  Interest  Shortfall 
Compounding  is  specified 
as  not  applicable  in  the 
relevant  Confirmation,  1 ; 


minus 


(ii)  the  Cumulative  Interest  Shortfall  Amount  as 
of  such  Reference  Obligation  Payment 
Date; 

provided  that  if  the  Interest  Shortfall  Reimbursement 
Payment  Amount  on  an  Additipnal  Fixed  Amount  Payment 
Date  would  exceed  the  Interest  Shortfall  Reimbursement 
Amount  in  respect  of  the  related  Reference  Obligation 
Payment  Date,  then  such  Interest  Shortfall  Reimbursement 
Payment  Amount  shall  be  deemed  to  be  equal  to  such 
Interest  Shortfall  Reimbursement  Amount. 

Cumulative  Interest  Shortfall  With  respect  to  any  Reference  Obligation  Payment  Date,  an 

Amount:  amount  equal  to  the  greater  of: 

(a)  zero;  and 

(b)  an  amount  equal  to: 

(i)  the  Cumulative  Interest  Shortfall  Amount  as 

of  the  Reference  Obligation  Payment  Date 
immediately  preceding  such  Reference 
Obligation  Payment  Date  or,  in  the  case  of 
the  first  Reference  Obligation  Payment 
Date,  zero;  plus 

(ii)  the  Interest  Shortfall  Amount  (if  any)  in 
respect  of  such  Reference  Obligation 
Payment  Date;  plus 

(iii)        either: 

(A)  if  Interest  Shortfall  Compounding  is 
specified  as  applicable  in  the 
relevant  Confirmation,  an  amount 
determined  by  the  Calculation 
Agent  as  the  amount  of  interest  that 
would  accrue  on  the  Cumulative 
Interest  Shortfall  Amount 

immediately       preceding       such 
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(B) 


Reference  Obligation  Payment  Date 
during  the  related  Reference 
Obligation  Calculation  Period 
pursuant  to  the  Underlying 
Instruments  or,  in  the  case  of  the 
first  Reference  Obligation  Payment 
Date,  zero;  or 

if  Interest  Shortfall  Compounding  is 
specified  as  not  applicable  in  the 
relevant  Confirmation,  0;  minus 


Cumulative  Interest  Shortfall 
Payment  Amount: 


(iv)  the  Interest  Shortfall  Reimbursement 
Amount  (if  any)  in  respect  of  such 
Reference  Obligation  Payment  Date. 

Upon  the  occurrence  of  each  Delivery,  the  Cumulative 
Interest  Shortfall  Amount  shall  be  multiplied  by  a  fraction 
equal  to  (a)  the  Applicable  Percentage  immediately  following 
such  Delivery  divided  by  (b)  the  Applicable  Percentage 
immediately  prior  to  such  Delivery;  provided,  however,  that  if 
more  than  one  Delivery  is  made  during  a  Reference 
Obligation  Calculation  Period,  the  Cumulative  Interest 
Shortfall  Amount  calculated  as  of  the  Reference  Obligation 
Payment  Date  occurring  immediately  after  such  Reference 
Obligation  Calculation  Period  shall  be  multiplied  by  a 
fraction  equal  to  (a)  the  Applicable  Percentage  immediately 
following  the  final  Delivery  made  during  such  Reference 
Obligation  Calculation  Period  over  (b)  the  Applicable 
Percentage  immediately  prior  to  the  first  Delivery  made 
during  such  Reference  Obligation  Calculation  Period. 

The  Cumulative  Interest  Shortfall  Payment  Amount  with 
respect  to  any  Fixed  Rate  Payer  Payment  Date  and  any 
Additional  Fixed  Amount  Payment  Date  falling  on  such 
Fixed  Rate  Payer  Payment  Date  shall  be  an  amount  equal 
to  the  greater  of: 

(a)  zero;  and 

(b)  the  amount  equal  to: 
(i)  the  sum  of: 

(A)  the  Interest  Shortfall  Payment 
Amount  for  the  Reference 
Obligation  Payment  Date 
corresponding  to  such  Fixed  Rate 
Payer  Payment  Date;  and 

(B)  the  product  of: 

(1)  the  Cumulative  Interest 
Shortfall  Payment  Amount 
as  of  the  Fixed  Rate  Payer 
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Payment  Date  immediately 
preceding  such  Fixed  Rate 
Payer  Payment  Date  (or 
zero  in  the  case  of  the  first 
Fixed  Rate  Payer  Payment 
Date);  and 

(2)        either: 

(AA)  if  Interest  Shortfall 
Compounding  is  specified 
as  applicable  in  the  relevant 
Confirmation,  the  relevant 
Cumulative  Interest 

Shortfall  Payment 

Compounding  Factor,  or 

(BB)  if  Interest  Shortfall 
Compounding  is  specified 
as  not  applicable  in  the 
relevant  Confirmation,  1; 


minus 


(ii)  any  Interest  Shortfall  .  Reimbursement 
Payment  Amount  paid  on  such  Fixed  Rate 
Payer  Payment  Date. 

With  respect  to  any  Additional  Fixed  Amount  Payment  Date 
falling  after  the  final  Fixed  Rate  Payer  Payment  Date,  the 
Cumulative  Interest  Shortfall  Payment  Amount  shall  be 
equal  to: 

(x)  the  Cumulative  Interest  Shortfall  Payment  Amount 
as  of  the  Additional  Fixed  Amount  Payment  Date 
immediately  preceding  such  Additional  Fixed 
Amount  Payment  Date  (or  as  of  the  final  Fixed  Rate 
Payer  Payment  Date  in  the  case  of  the  first 
Additional  Fixed  Amount  Payment  Date  occurring 
after  the  final  Fixed  Rate  Payer  Payment  Date); 
minus 

(y)  any  Interest  Shortfall  Reimbursement  Payment 
Amount  paid  on  such  Additional  Fixed  Amount 
Payment  Date. 

Upon  the  occurrence  of  each  Delivery,  the  Cumulative 
Interest  Shortfall  Payment  Amount  shall  be  multiplied  by  a 
fraction  equal  to  (a)  the  Applicable  Percentage  immediately 
following  such  Delivery  divided  by  (b)  the  Applicable 
Percentage  immediately  prior  to  such  Delivery;  provided, 
however,  that  if  more  than  one  Delivery  is  made  during  a 
Reference  Obligation  Calculation  Period,  the  Cumulative 
Interest  Shortfall  Payment  Amount  calculated  as  of  the 
Reference  Obligation  Payment  Date  occurring  immediately 
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after  such  Reference  Obligation  Calculation  Period  shall  be 
multiplied  by  a  fraction  equal  to  (a)  the  Applicable 
Percentage  immediately  following  the  final  Delivery  made 
during  such  Reference  Obligation  Calculation  Period  and  (b) 
the  Applicable  Percentage  immediately  prior  to  the  first 
Delivery  made  during  such  Reference  Obligation  Calculation 
Period. 

Cumulative  Interest  Shortfall         With  respect  to  any  Fixed  Rate  Payer  Calculation  Period,  an 
Payment  Compounding  Factor,     amount  equal  to  the  sum  of: 


Relevant  Rate: 


(a) 


(b) 


1.0; 

plus 

the  product  of: 

(0 


(ii) 


the  sum  of  (A)  the  Relevant  Rate  plus  (B)  the 
Fixed  Rate;  and 

the  actual  number  of  days  in  such  Fixed  Rate 
Payer  Calculation  Period  divided  by  360; 


provided,  however,  that  the  Cumulative  Interest  Shortfall 
Payment  Compounding  Factor  shall  be  deemed  to  be  1 .0 
during  the  period  from  but  excluding  the  Effective  Maturity 
Date  to  and  including  the  Termination  Date. 

With  respect  to  a  Fixed  Rate  Payer  Calculation  Period,  the 
Floating  Rate,  expressed  as  a  decimal  number  with  seven 
decimal  places,  that  would  be  determined  if: 

(a)  •       the  2000  ISDA  Definitions  (and  not  the  2003  ISDA 

Credit    Derivatives    Definitions)    applied    to    this 
paragraph; 

(b)  the  Fixed  Rate  Payer  Calculation  Period  were  a 
"Calculation  Period'"  for  purposes  of  such 
determination;  and 

(c)  the  following  terms  applied: 

(i)  the  Floating  Rate  Option  were  the  Rate 
Source; 

(ii)  the  Designated  Maturity  were  the  period 
that  corresponds  to  the  usual  length  of  a 
Fixed  Rate  Payer  Calculation  Period;  and 

(iii)  the  Reset  Date  were  the  first  day  of  the 
Calculation  Period; 

provided,  however,  that  the  Relevant  Rate  shall  be  deemed 
to  be  zero  during  the  period  from  but  excluding  the  Effective 
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Maturity  Date  to  and  including  the  Termination  Date. 
Rate  Source:  As  shown  in  the  relevant  Confirmation. 
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Schedule 
Form  of  Novation  Confirmation 

[Headed  paper  of  Party  A] 

NOVATION  CONFIRMATION 

for  use  with  the  ISDA  Standard  Terms  Supplement  for  use  with  Credit  Derivative  Transaction  on 
Mortgage-Backed  Security  with  Pay-As-You-Go  or  Physical  Settlement  as  published  by  the  International 

Swaps  and  Derivatives  Association,  Inc. 


Date: 


To:        [Name  and  Address  or  Facsimile  Number  of  Party  B  and  Party  CJ 

From:    [Party  A] 

Re:        Novation  Transaction 


Dear 


The  purpose  of  this  [facsimile][letter]  is  to  confirm  the  terms  and  conditions  of  the  Novation 
Transaction  entered  into  between  the  parties  and  effective  from  the  Novation  Date  specified  below.  This 
Novation  Confirmation  constitutes  a  "Confirmation"  as  referred  to  in  the  New  Agreement  specified  below. 

1.  The  definitions  and  provisions  contained  in  the  2004  ISDA  Novation  Definitions  (the 
"Definitions"),  the  terms  and  provisions  of  the  2003  ISDA  Credit  Derivatives  Definitions  (the  "Credit 
Derivatives  Definitions"),  as  published  by  the  International  Swaps  and  Derivatives  Association,  Inc.  and 
amended  from  time  to  time  and  the  Annex  hereto  are  each  incorporated  in  this  Novation  Confirmation.  In 
the  event  of  any  inconsistency  between  (i)  the  Definitions  (as  amended  by  the  Annex  hereto),  (ii)  the 
Credit  Derivatives  Definitions  and/or  (iii)  the  Novation  Agreement  (as  amended  by  the  Annex  hereto),  this 
Novation  Confirmation  will  govern. 

2.  The  terms  of  the  Novation  Transaction  to  which  this  Novation  Confirmation  relates  are  as 


follows: 


[Novation  Trade  Date:] 

Novation  Date: 

Novated  Percentage: 

[Transferor][Transferor  1  (and  notwithstanding  Section  1 .5  of  the  Definitions)]: 

[Transferor  2  (and  notwithstanding  Section  1 .5  of  the  Definitions)]: 

[Transferee][Transferee  1]: 

[Remaining  Party  (and  notwithstanding  Section  1.6  of  the  Definitions)][Transferee  2  (and 

notwithstanding  Section  1.6  of  the  Definitions)]: 
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[New  Agreement  (between  [Transferee  1  and  Transferee     ISDA  Master  Agreement  [dated 

2][Transferee  and  Remaining  Party])]:  as  of ][as  per  Section 

1 . 1 1  of  the  Definitions]  subject  to 
[English  law][the  laws  of  the  State 
of  New  York] 


3.  The  terms  of  each  Old  Transaction  to  which  this  Novation  Confirmation  relates[,  for 

identification  purposes,  are  as  follows:][shall  be  specified  in  the  copy  of  the  Old  Confirmation  attached 
hereto  as  Exhibit  A] 

Reference  Entity: 

Reference  Obligation: 

Trade  Date  of  Old  Transaction: 

Effective  Date  of  Old  Transaction: 

Applicable  Percentage  of  Old  Transaction: 

Scheduled  Termination  Date  of  Old 

Transaction: 


4.  The  terms  of  each  New  Transaction  to  which  this  Novation  Confirmation  relates  [are  as 

follows:][shall  be  specified  in  Sections]  _  [, and ]  of]  the  copy  of  the  Old  Confirmation  attached 

hereto  as  Exhibit  A.][shall  be  specified  in  the  New  Confirmation  attached  hereto  as  Exhibit  [A][BTJ. 

Full  First  Calculation  Period  Applicable,  [commencing  on  [  ]] 

[commencing  on  [  ],  with  respect 
to  any  amounts  to  be  paid  by  the 
Transferee,  and  [  ],  with  respect 
to  any  amounts  to  be  paid  by  the 
Remaining  Party. 

5.  Other  Provisions:  [[Additional  Provisions  relating  to  the  New  Transaction][Credit  Support 
Documents  relating  to  the  New  Transaction]]: 

6.  Miscellaneous  Provisions:  [Non-Reliance][  ] 

7.  Notice  Details: 

Telephone  and/or  Facsimile  Numbers  for  Notices: 

Transferee:  [  j 

Remaining  Party:  [  I 

8.  [The  parties  confirm  their  acceptance  to  be  bound  by  this  Novation  Confirmation  as  of  the 
Novation  Date  by  executing  a  copy  of  this  Novation  Confirmation  and  returning  it  to  us].  The  Transferor, 
by  its  execution  of  a  copy  of  this  Novation  Confirmation,  agrees  to  the  terms  of  the  Novation  Confirmation 
as  it  relates  to  each  Old  Transaction.  The  Transferee,  by  its  execution  of  a  copy  of  this  Novation 
Confirmation,  agrees  to  the  terms  of  the  Novation  Confirmation  as  it  relates  to  each  New  Transaction.]. 

9.  The  Remaining  Party  and  the  Transferee  agree  that,  notwithstanding  any  provision  in  the 
Old  Transaction  to  which  this  Novation  Confirmation  relates,  all  rights  of  the  Remaining  Party  and  the 
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Transferor  in  respect  of  Floating  Amounts  and  Additional  Fixed  Amounts  that  arose  before  the  Novation 
Date  shall  be  deemed  to  have  been  exercised  and  all  obligations  of  such  parties  in  respect  of  such  events 
that  have  arisen  or  are  deemed  to  have  arisen  shall  be  deemed  to  have  been  satisfied  in  full,  in  each 
case  solely  for  the  purposes  of  determining  the  rights  and  obligations  of  the  Remaining  Party  and  the 
Transferee  under  the  New  Transaction.  Nothing  in  this  paragraph  shall  affect  the  rights  or  obligations  of 
the  Remaining  Party  or  the  Transferor  under  the  Old  Transaction. 


(Name  of  Remaining  Party)  (Name  of  Transferor) 


By: By: 

Name:  Name: 

Title:  Title: 

Date:  Date: 


(Name  of  Transferee) 


By:.... 
Name: 
Title: .. 
Date: . 
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Annex 

1 .  Section  2(a)  of  the  Novation  Agreement  shall  be  deemed  to  be  amended  as  follows: 

(a)  by  the  insertion  of  "(i)"  after  the  words  "with  respect  to"  in  the  fifth  line  thereof;  and 

(b)  by  the  addition  of  the  following  at  the  end  thereof: 

"and  any  rights  or  obligations  arising  in  respect  of  Floating  Amount  Events  or  Additional 
Fixed  Amount  Events,  in  each  case  in  respect  of  which  the  Remaining  Party  or  the 
Transferor  (each  an  "Original  Party"),  as  applicable,  had  the  right  to  deliver  a  notice 
pursuant  to  the  terms  of  the  Old  Transaction  but  such  notice  was  not  delivered  by  that 
party  or  the  Calculation  Agent  prior  to  the  Novation  Date  (each  an  "Excluded  Event") 
provided  that  the  rights  of  the  Original  Parties  to  deliver  a  notice  in  respect  of  an 
Excluded  Event  pursuant  to  the  Old  Transaction  shall  expire  on  the  60thcalendar  day 
following  the  Novation  Date." 

2.  Section  2(b)  of  the  Novation  Agreement  shall  be  deemed  to  be  amended  by  the  addition  of  the 
following  after  the  words  "Novation  Date,"  in  the  last  line  thereof: 

"but  excluding  any  rights  or  obligations  in  respect  of  Excluded  Events," 

3.  The  definition  of  "Novated  Amount"  in  Section  1.18  of  the  Definitions  shall  be  replaced  by  the 
following  definition  of  "Novated  Percentage": 

""Novated  Percentage"  means  the  portion  of  the  Applicable  Percentage  of  the  Old 
Transaction  that  is  the  subject  of  the  Novation  Transaction.  If  the  Novated  Percentage  is 
less  than  100%  of  the  Applicable  Percentage  of  the  Old  Transaction,  the  Old  Transaction 
shall  remain  in  full  force  and  effect  but  all  future  payments,  deliveries  and  calculations 
thereunder  shall  be  based  on  an  Applicable  Percentage  that  has  been  reduced  by  the 
relevant  Novated  Percentage." 

Each  reference  to  "Novated  Amount"  in  the  Definitions  and  the  Novation  Agreement  shall  be 
deemed  to  be  a  reference  to  "Novated  Percentage". 

4.  Section  2.1  (a)(iii)(D)(i)  of  the  Definitions  shall  not  apply. 
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SCHEDULE  J 
FORM  OF  CONFIRMATION  FOR  CDO  SECURITIES 


Deutsche  Bank  AG 

Date: 

To: 

Attention: 

Fax  No.:     . 

Our  Reference: 


El 


RE:       Credit  Derivative  Transaction  on  Collateralized  Debt  Obligation  Security  with  Pay-As- You-Go  or 
Physical  Settlement  (Dealer  Form— adjusted  for  Gemstone  CDO  VII  Ltd.) 


Dear  Sir/Madam: 

The  purpose  of  this  letter  (the  "Confirmation")  is  to  confirm  the  terms  and  conditions  of  the  Credit 
Derivative  Transaction  relating  to  a  collateralized  debt  obligation  security  reference  obligation  entered  into 
between  Deutsche  Bank  AG,. acting  through  its  London  Branch  ("Party  A")  and  Gemstone  CDO  VII  Ltd. 
("Party  B")  on  the  Trade  Date  specified  below  (the  "Transaction").  This  Confirmation  constitutes  a 
"Confirmation"  as  referred  to  in  the  ISDA  Master  Agreement  specified  below. 

The  definitions  and  provisions  contained  in  the  2003  ISDA  Credit  Derivatives  Definitions  (the  "Credit 
Derivatives  Definitions"),  as  published  by  the  International  Swaps  and  Derivatives  Association,  Inc.,  are 
incorporated  into  this  Confirmation.  In  the  event  of  any  inconsistency  between  the  Credit  Derivatives 
Definitions  and  this  Confirmation,  this  Confirmation  shall  govern. 

This  Confirmation  supplements,  forms  a  part  of,  and  is  subject  to,  the  ISDA  Master  Agreement,  dated  as 
of  June  27  2006,  as  amended  and  supplemented  from  time  to  time  (the  "Agreement"),  between  you  and 
us.  All  provisions  contained  in  the  Agreement  govern  this  Confirmation  except  as  expressly  modified 
below. 

References  in  this  Confirmation  to  the  "Reference  Obligation"  shall  be  to  the  terms  of  the  Reference 
Obligation  (as  defined  below)  set  out  in  the  Underlying  Instruments  (as  defined  below)  as  amended  from 
time  to  time  unless  otherwise  specified  below. 
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The  terms  of  the  Transaction  to  which  this  Confirmation  relates  are  as  follows: 
1.  General  Terms: 

Trade  Date:  [•] 

Effective  Date:  [•] 

Scheduled  Termination  Date: 


Termination  Date: 


Floating  Rate  Payer: 
Fixed  Rate  Payer: 
Calculation  Agent: 
Calculation  Agent  City: 
Business  Day: 
Business  Day  Convention: 


Reference  Entity: 
Reference  Obligation: 


Subject  to  paragraph  5,  the  Legal  Final  Maturity  Date 
of  the  Reference  Obligation,  subject  to  adjustment  in 
accordance  with  the  Following  Business  Day 
Convention. 

The  last  to  occur  of: 

(a)  the  fifth  Business  Day  following  the  Effective 
Maturity  Date; 

(b)  the  last  Floating  Rate  Payer  Payment  Date; 

(c)  the  last  Delivery  Date;  and 

(d)  the  last  Additional  Fixed  Amount  Payment 
Date. 

[•]  (the  "Seller")- 

[•]  (the  "Buyer"). 

Party  A 

New  York 

New  York  and  London 

Following  (which,  with  the  exception  of  the  Effective 
Date,  the  Final  Amortization  Date,  each  Reference 
Obligation  Payment  Date  and  the  period  end  date  of 
each  Reference  Obligation  Calculation  Period,  shall 
apply  to  any  date  referred  to  in  this  Confirmation  that 
falls  on  a  day  that  is  not  a  Business  Day). 


The  obligation  identified  as  follows: 


Issuer: 

Insurer: 

CUSIP/ISIN: 

Bloomberg  ID: 

Legal  final  maturity  date: 

Original  Principal  Amount: 

Initial  Factor: 

Coupon: 


The  Reference  Entity 

[•] 

[•] 

[•] 

[•] 

[•] 

[•] 

W 
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Reference  Policy: 
Reference  Price: 
Applicable  Percentage: 


Initial  Face  Amount: 

Reference  Obligation  Notional 
Amount: 


Section  2.30  of  the  Credit  Derivatives  Definitions 
shall  not  apply. 

Not  Applicable 

100% 

On  any  day,  a  percentage  equal  to  A  divided  by  B. 

"A"  means  the  product  of  the  Initial  Face  Amount  and 
the  Initial  Factor  as  decreased  on  each  Delivery  Date 
by  an  amount  equal  to  (a)  the  outstanding  principal 
balance  of  Deliverable  Obligations  Delivered  to  Seller 
(as  adjusted  by  the  Relevant  Amount,  if  any)  divided 
by  the  Current  Factor  on  such  day  multiplied  by  (b) 
the  Initial  Factor. 

"B"  means  the  product  of  the  Original  Principal 
Amount  and  the  Initial  Factor; 


(a) 


(b) 


as  increased  by  the  outstanding  principal 
balance  of  any  further  issues  by  the 
Reference  Entity  that  are  fungible  with  and 
form  part  of  the  same  legal  series  as  the 
Reference  Obligation;  and 

as  decreased  by  any  cancellations  of  some 
or  all  of  the  Outstanding  Principal  Amount 
resulting  from  purchases  of  the  Reference 
Obligation  by  or  on  behalf  of  the  Reference 
Entity. 


[•] 


On  the  Effective  Date,  the  product  of: 

(a)  the  Original  Principal  Amount; 

(b)  the  Initial  Factor;  and 

(c)  the  Applicable  Percentage. 

Following  the  Effective  Date,  the  Reference 
Obligation  Notional  Amount  will  be: 

(i)         decreased  on  each  day  on  which  a  Principal 
Payment  is  made  by  the  relevant  Principal 
Payment  Amount; 

(ii)         decreased  on  the  day,  if  any,  on  which  a 
Failure  to  Pay  Principal  occurs  by  the 
relevant  Principal  Shortfall  Amount; 
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(Hi)        decreased  on  each  day  on  which  a 

Writedown  occurs  by  the  relevant  Writedown 
Amount; 


Initial  Payment: 


(iv)        increased  on  each  day  on  which  a 

Writedown  Reimbursement  occurs  by  any 
Writedown  Reimbursement  Amount  in 
respect  of  a  Writedown  Reimbursement 
within  paragraphs  (ii)  or  (iii)  of  the  definition 
of  "Writedown  Reimbursement";  and 

(v)         decreased  on  each  Delivery  Date  by  an 
amount  equal  to  the  relevant  Exercise 
Amount  minus  the  amount  determined 
pursuant  to  paragraph  (b)  of  "Physical 
Settlement  Amount"  below,  provided  that  if 
any  Relevant  Amount  is  applicable,  the 
Exercise  Amount  will  also  be  deemed  to  be 
decreased  by  such  Relevant  Amount  (or 
increased  by  the  absolute  value  of  such 
Relevant  Amount  if  such  Relevant  Amount  is 
negative)  with  effect  from  such  Delivery 
Date; 

prow'ctedthat  if  the  Reference  Obligation  Notional 
Amount  would  be  less  than  zero,  it  shall  be  deemed 
to  be  zero. 

For  the  avoidance  of  doubt,  the  Reference  Obligation 
Notional  Amount  shall  not  be  increased  by  any 
deferral  or  capitalization  of  interest  during  the  Term 
of  this  Transaction  or  decreased  by  payment  of  any 
portion  of  the  principal  balance  of  the  Reference 
Obligation  that  is  attributable  to  deferral  or 
capitalization  of  interest  during  the  Term  of  this 
Transaction. 

[Not  applicable] 

[On  [the  Effective  Date],  [Buyer]/[SeHer]  will  pay 
[USD][         ]  to  [Seller]/[Buyer].] 


2.  Fixed  Payments: 

Fixed  Rate  Payer: 
Fixed  Rate: 


Fixed  Rate  Payer  Period  End 
Date: 


Buyer 

[•]%  per  annum;  subject  to  adjustment  in 
accordance  with  paragraph  5  below. 

The  first  day  of  each  Reference  Obligation 
Calculation  Period. 
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Fixed  Rate  Payer  Payment 
Dates: 


Fixed  Amount: 


Each  day  falling  five  Business  Days  after  a 
Reference  Obligation  Payment  Date;  provided  that 
the  final  Fixed  Rate  Payer  Payment  Date  shall  fall  on 
the  fifth  Business  Day  following  the  Effective  Maturity 
Date. 

With  respect  to  any  Fixed  Rate  Payer  Payment  Date, 
an  amount  equal  to  the  product  of: 


Additional  Fixed  Amount 
Payment  Dates: 


(a)  the  Fixed  Rate; 

(b)  an  amount  determined  by  the  Calculation 
Agent  equal  to: 

(i)  the  sum  of  the  Reference  Obligation 

Notional  Amount  as  at  5:00  p.m.  in 
the  Calculation  Agent  City  on  each 
day  in  the  related  Fixed  Rate  Payer 
Calculation  Period;  divided  by 

(ii)         the  actual  number  of  days  in  the 

related  Fixed  Rate  Payer  Calculation 
Period;  and 

(c)  the  actual  number  of  days  in  the  related 
Fixed  Rate  Payer  Calculation  Period  divided 
by  360. 

(a)         Each  Fixed  Rate  Payer  Payment  Date;  and 


(b)         in  relation  to  each  Additional  Fixed  Payment 
Event  occurring  after  the  second  Business 
Day  prior  to  the  last  Fixed  Rate  Payer 
Payment  Date,  the  fifth  Business  Day  after 
Buyer  has  received  notification  from  Seller  or 
the  Calculation  Agent  of  the  occurrence  of 
such  Additional  Fixed  Payment  Event. 
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Additional  Fixed  Payments: 


Additional  Fixed  Payment  Event: 


Additional  Fixed  Amount: 


Following  the  occurrence  of  an  Additional  Fixed 
Payment  Event  in  respect  of  the  Reference 
Obligation,  Buyer  shall  pay  the  relevant  Additional 
Fixed  Amount  to  Seller  on  the  first  Additional  Fixed 
Amount  Payment  Date  falling  at  least  two  Business 
Days  (or  in  the  case  of  an  Additional  Fixed  Payment 
Event  that  occurs  after  the  second  Business  Day 
prior  to  the  last  Fixed  Rate  Payer  Payment  Date,  five 
Business  Days)  after  the  delivery  of  a  notice  by  the 
Calculation  Agent  to  the  parties  or  by  Seller  to  Buyer 
stating  that  the  related  Additional  Fixed  Amount  is 
due  and  showing  in  reasonable  detail  how  such 
Additional  Fixed  Amount  was  determined;  provided 
that  any  such  notice  must  be  given  on  or  prior  to  the 
fifth  Business  Day  following  the  day  that  is  one 
calendar  year  after  the  Effective  Maturity  Date; 
provided,  however  that  if  this  Transaction  is 
terminated  as  a  result  of  the  occurrence  of  an  Early 
Termination  Date  (as  defined  in  the  Agreement)  other 
than  in  respect  of  a  Termination  Event  or  Event  of 
Default  where  the  Seller  is  the  Defaulting  Party  or 
sole  Affected  Party,  the  day  that  is  (x)  one  calendar 
year  after  such  Early  Termination  Date  if  the 
Reference  Obligation  is  undercollateralized  by  more 
than  25%  on  such  Early  Termination  Date,  or  (y) 
three  calendar  years  after  such  Early  Termination 
Date  if  the  Reference  Obligation  is  not 
undercollateralized  by  more  than  25%  on  such  Early 
Termination  Date. 

The  occurrence  on  or  after  the  Effective  Date  and  on 
or  before  the  day  that  is  one  calendar  year  after  the 
Effective  Maturity  Date  of  a  Writedown 
Reimbursement,  a  Principal  Shortfall  Reimbursement 
or  an  Interest  Shortfall  Reimbursement  (or,  if  this 
Transaction  is  terminated  as  a  result  of  the 
occurrence  of  an  Early  Termination  Date  (as  defined 
in  the  Agreement)  other  than  in  respect  of  a 
Termination  Event  or  Event  of  Default  where  the 
Seller  is  the  Defaulting  Party  or  sole  Affected  Party, 
the  day  that  is  (x)  one  calendar  year  after  such  Early 
Termination  Date  if  the  Reference  Obligation  is 
undercollateralized  by  more  than  25%  on  such  Early 
Termination  Date,  or  (y)  three  calendar  years  after 
such  Early  Termination  Date  if  the  Reference 
Obligation  is  not  undercollateralized  by  more  than 
25%  on  such  Early  Termination  Date. 

With  respect  to  each  Additional  Fixed  Amount 
Payment  Date,  an  amount  equal  to  the  sum  of: 

(a)        the  Writedown  Reimbursement  Payment 
Amount  (if  any); 
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(b)  the  Principal  Shortfall  Reimbursement 
Payment  Amount  (if  any);  and 

(c)  the  Interest  Shortfall  Reimbursement 
Payment  Amount  (if  any). 

For  the  avoidance  of  doubt,  each  Writedown 
Reimbursement  Payment  Amount,  Principal  Shortfall 
Reimbursement  Payment  Amount  or  Interest 
Shortfall  Reimbursement  Payment  Amount  (as 
applicable)  shall  be  calculated  using  the  Applicable 
Percentage  which  takes  into  account  the  aggregate 
adjustment  made  to  the  Applicable  Percentage  in 
respect  of  all  Delivery  Dates  that  have  occurred  prior 
to  the  date  of  such  calculation. 


Floating  Payments: 

Floating  Rate  Payer: 

Floating  Rate  Payer  Payment 
Dates: 


Floating  Payments: 


Implied  Writedown: 
Floating  Amount  Event: 

Floating  Amount: 


Seller 

In  relation  to  a  Floating  Amount  Event,  the  first  Fixed 
Rate  Payer  Payment  Date  falling  at  least  two 
Business  Days  (or  in  the  case  of  a  Floating  Amount 
Event  that  occurs  on  the  Legal  Final  Maturity  Date  or 
the  Final  Amortization  Date,  the  fifth  Business  Day) 
after  delivery  of  a  notice  by  the  Calculation  Agent  to 
the  parties  or  a  notice  by  Buyer  to  Seller  that  the 
related  Floating  Amount  is  due  and  showing  in 
reasonable  detail  how  such  Floating  Amount  was 
determined;  provided  that  any  such  notice  must  be 
given  on  or  prior  to  the  fifth  Business  Day  following 
the  Effective  Maturity  Date. 

If  a  Floating  Amount  Event  occurs,  then  on  the 
relevant  Floating  Rate  Payer  Payment  Date,  Seller 
will  pay  the  relevant  Floating  Amount  to  Buyer.  For 
the  avoidance  of  doubt,  the  Conditions  to  Settlement 
are  not  required  to  be  satisfied  in  respect  of  a 
Floating  Payment. 

Not  Applicable 

A  Writedown,  a  Failure  to  Pay  Principal  or  an  Interest 
Shortfall. 

With  respect  to  each  Floating  Rate  Payer  Payment 
Date,  an  amount  equal  to  the  sum  of: 

(a)  the  relevant  Writedown  Amount  (if  any); 

(b)  the  relevant  Principal  Shortfall  Amount  (if 
any);  and 
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Conditions  to  Settlement: 


(c)         the  relevant  Interest  Shortfall  Payment 
Amount  (if  any). 

For  the  avoidance  of  doubt,  each  Writedown  Amount, 
Principal  Shortfall  Amount  or  Interest  Shortfall 
Payment  Amount  (as  applicable)  shall  be  calculated 
using  the  Applicable  Percentage  which  takes  into 
account  the  aggregate  adjustment  made  to  the 
Applicable  Percentage  in  respect  of  all  Delivery 
Dates  that  have  occurred  prior  to  the  date  of  such 
calculation. 

Credit  Event  Notice 


Notifying  Party:  Buyer 

Notice  of  Physical  Settlement 

Notice  of  Publicly  Available  Information:  Applicable 

Public  Sources:  The  public  sources  listed  in 
Section  3.7  of  the  Credit 
Derivatives  Definitions;  provided 
that  Servicer  Reports  in  respect 
of  the  Reference  Obligation  and, 
in  respect  of  a  Distressed 
Ratings  Downgrade  Credit  Event 
only,  any  public  communications 
by  any  of  the  Rating  Agencies  in 
respect  of  the  Reference 
Obligation  shall  also  be  deemed 
Public  Sources. 

Specified  Number:       .  1 

provided  VhaX  if  the  Calculation  Agent  has  previously 
delivered  a  notice  to  the  parties  or  Buyer  has 
previously  delivered  a  notice  to  Seller  pursuant  to  the 
definition  of  "Floating  Rate  Payer  Payment  Dates" 
above  in  respect  of  a  Writedown  or  a  Failure  to  Pay 
Principal,  the  only  Conditions  to  Settlement  with 
respect  to  any  Credit  Event  shall  be  a  Notice  of 
Physical  Settlement  and,  in  relation  to  the  Failure  to 
Pay  Interest  Credit  Event,  the  Additional  Condition  to 
Settlement  specified  below. 
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Additional  Condition  to 
Settlement  for  Failure  to  Pay 
Interest: 


In  addition  to  the  Conditions  to  Settlement  above,  in 
respect  of  the  Failure  to  Pay  Interest  Credit  Event,  if 
the  Reference  Obligation  is  PIK-able,  it  shall  be  a 
Condition  to  Settlement  that  a  period  of  at  least  360 
calendar  days  has  elapsed  since  the  occurrence  of 
the  Credit  Event  without  the  relevant  Interest  Shortfall 
having  been  reimbursed  in  full.  For  the  avoidance  of 
doubt,  if  it  is  not  explicitly  made  clear  in  the  Servicer 
Report  whether  or  not,  or  to  what  extent,  a  particular 
Interest  Shortfall  has  been  reimbursed  but  the 
Calculation  Agent  determines  that  such  Interest 
Shortfall  has  been  reimbursed  by  a  certain  amount 
on  the  basis  of  information  in  such  Servicer  Report, 
then  the  relevant  Interest  Shortfall  reimbursement 
shall  be  calculated  by  the  Calculation  Agent  on  the 
basis  of  such  information. 


Additional  agreements  relating 
to  Physical  Settlement: 


The  parties  agree  that  with  respect  to  the  Transaction 
and  notwithstanding  anything  to  the  contrary  in  the 
Credit  Derivatives  Definitions: 


(a)  the  Conditions  to  Settlement  may  be  satisfied 
on  more  than  one  occasion; 

(b)  multiple  Physical  Settlement  Amounts  may 
be  payable  by  Seller; 

(c)  Buyer,  when  providing  a  Notice  of  Physical 
Settlement,  must  specify  an  Exercise 
Amount  and  an  Exercise  Percentage; 

(d)  if  Buyer  has  delivered  a  Notice  of  Physical 
Settlement  that  specifies  an  Exercise 
Amount  that  is  less  than  the  Reference 
Obligation  Notional  Amount  as  of  the  date  on 
which  such  Notice  of  Physical  Settlement  is 
delivered  (calculated  as  though  Physical 
Settlement  in  respect  of  all  previously 
delivered  Notices  of  Physical  Settlement  has 
occurred  in  full),  the  rights  and  obligations  of 
the  parties  under  the  Transaction  shall 
continue  and  Buyer  may  deliver  additional 
Notices  of  Physical  Settlement  with  respect 
to  the  initial  Credit  Event  or  with  respect  to 
any  additional  Credit  Event  at  any  time 
thereafter;  and 

(e)  any  Notice  of  Physical  Settlement  shall  be 
delivered  no  later  than  30  calendar  days  after 
the  fifth  Business  Day  following  the  Effective 
Maturity  Date. 
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Credit  Events: 


Obligation: 

Interest  Shortfall: 

Interest  Shortfall  Payment 
Amount: 


Interest  Shortfall  Cap: 
Interest  Shortfall  Cap  Amount: 
Actual  Interest  Amount: 


Section  3.2(d)  of  the  Credit  Derivatives  Definitions  is 
amended  to  delete  the  words  that  is  effective  no 
later  than  thirty  calendar  days  after  the  Event 
Determination  Date". 

The  following  Credit  Events  shall  apply  to  this 
Transaction  (and  the  first  sentence  of  Section  4.1  of 
the  Credit  Derivatives  Definitions  shall  be  amended 
accordingly): 

Failure  to  Pay  Principal 

Writedown 

Failure  to  Pay  Interest 

Payment  Requirement:  USD  10,000 

Distressed  Ratings  Downgrade 

The  definition  of  "Payment  Requirement"  in  Section 
4.8(d)  of  the  Credit  Derivatives  Definitions  shall  be 
amended  so  that  the  words  "Failure  to  Pay"  are 
deleted  and  replaced  by  the  words  "Failure  to  Pay 
Interest". 

Reference  Obligation  Only 


In  respect  of  an  Interest  Shortfall,  the  relevant 
Interest  Shortfall  Amount;  provided  that,  if  Interest 
Shortfall  Cap  is  applicable  and  the  Interest  Shortfall 
Amount  exceeds  the  Interest  Shortfall  Cap  Amount, 
the  Interest  Shortfall  Payment  Amount  in  respect  of 
such  Interest  Shortfall  shall  be  the  Interest  Shortfall 
Cap  Amount. 

Applicable 

As  set  out  in  the  Interest  Shortfall  Cap  Annex. 

With  respect  to  any  Reference  Obligation  Payment 
Date,  payment  by  or  on  behalf  of  the  Issuer  of  an 
amount  in  respect  of  interest  due  under  the 
Reference  Obligation  (including,  without  limitation, 
any  deferred  interest  or  defaulted  interest  relating  to 
the  Term  of  this  Transaction  but  excluding  payments 
in  respect  of  prepayment  penalties,  yield 
maintenance  provisions  or  principal,  except  that  the 
Actual  Interest  Amount  shall  include  any  payment  of 
principal  representing  capitalized  interest)  to  the 
holder(s)  of  the  Reference  Obligation  in  respect  of 
the  Reference  Obligation. 
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Expected  Interest  Amount: 


interest  Shortfall: 


Interest  Shortfall  Amount: 


With  respect  to  any  Reference  Obligation  Payment 
Date,  the  amount  of  current  interest  that  would 
accrue  during  the  related  Reference  Obligation 
Calculation  Period  calculated  using  the  Reference 
Obligation  Coupon  on  a  principal  balance  of  the 
Reference  Obligation  equal  to: 

(a)  the  Outstanding  Principal  Amount  taking  into 
account  any  reductions  due  to  a  principal 
deficiency  balance  or  realized  loss  amount 
(however  described  in  the  Underlying 
Instruments)  that  are  attributable  to  the 
Reference  Obligation;  minus 

(b)  the  Aggregate  Implied  Writedown  Amount  (if 
any), 

and  that  will  be  payable  on  the  related  Reference 
Obligation  Payment  Date  assuming  for  this  purpose 
that  sufficient  funds  are  available  therefor  in 
accordance  with  the  Underlying  Instruments. 

Except  as  provided  in  (a)  in  the  previous  sentence, 
the  Expected  Interest  Amount  shall  be  determined 
without  regard  to  (i)  unpaid  amounts  in  respect  of 
accrued  interest  on  prior  Reference  Obligation 
Payment  Dates;  (ii)  any  prepayment  penalties  or 
yield  maintenance  provisions;  and  (iii)  the  effect  of 
any  provisions  (however  described)  of  such 
Underlying  Instruments  that  otherwise  permit  the 
limitation  of  due  payments  to  distributions  of  funds 
available  from  proceeds  of  the  Underlying  Assets,  or 
that  provide  for  the  capitalization  or  deferral  of 
interest  on  the  Reference  Obligation,  or  that  provide 
for  the  extinguishing  or  reduction  of  such  payments 
or  distributions  (but,  for  the  avoidance  of  doubt, 
taking  account  of  any  Writedown  within  paragraph  (i) 
of  the  definition  of  "Writedown"  occurring  in 
accordance  with  the  Underlying  Instruments). 

With  respect  to  any  Reference  Obligation  Payment 
Date,  either  (a)  the  non-payment  of  an  Expected 
Interest  Amount  or  (b)  the  payment  of  an  Actual 
Interest  Amount  that  is  less  than  the  Expected 
Interest  Amount. 

For  the  avoidance  of  doubt,  the  occurrence  of  an 
event  within  (a)  or  (b)  shall  be  determined  taking  into 
account  any  payment  made  under  the  Reference 
Policy,  if  applicable. 

With  respect  to  any  Reference  Obligation  Payment 
Date,  an  amount  equal  to  the  greater  of: 
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(a)  zero;  and 

(b)  the  amount  equal  to  the  product  of: 

(i)         (A)        the  Expected  Interest 
Amount; 


minus 
(B) 


the  Actual  Interest  Amount; 
and 


Interest  Shortfall 
Reimbursement: 


Interest  Shortfall  Reimbursement 
Amount: 


Interest  Shortfall  Reimbursement 
Payment  Amount: 


(ii)         the  Applicable  Percentage; 

provided  that,  with  respect  to  the  first  Reference 
Obligation  Payment  Date  only,  the  Interest  Shortfall 
Amount  shall  be  the  amount  determined  in 
accordance  with  (a)  and  (b)  above  multiplied  by  a 
fraction  equal  to: 

(x)         the  number  of  days  in  the  first  Fixed  Rate 
Payer  Calculation  Period;  over 

(y)         the  number  of  days  in  the  first  Reference 
Obligation  Calculation  Period. 

With  respect  to  any  Reference  Obligation  Payment 
Date,  the  payment  by  or  on  behalf  of  the  Issuer  of  an 
Actual  Interest  Amount  in  respect  of  the  Reference 
Obligation  that  is  greater  than  the  Expected  Interest 
Amount. 

With  respect  to  any  Reference  Obligation  Payment 
Date,  the  product  of  (a)  the  amount  of  any  Interest 
Shortfall  Reimbursement  on  such  day  and  (b)  the 
Applicable  Percentage. 

With  respect  to  an  Additional  Fixed  Amount  Payment 
Date,  (a)  if  Interest  Shortfall  Cap  is  not  applicable, 
the  relevant  Interest  Shortfall  Reimbursement 
Amount,  and  (b)  if  Interest  Shortfall  Cap  is  applicable, 
the  amount  determined  pursuant  to  the  Interest 
Shortfall  Cap  Annex;  provided,  in  either  case,  that  the 
aggregate  of  all  Interest  Shortfall  Reimbursement 
Payment  Amounts  (determined  for  this  purpose  on 
the  basis  that  Interest  Shortfall  Compounding  is  not 
applicable)  at  any  time  shall  not  exceed  the 
aggregate  of  Interest  Shortfall  Payment  Amounts 
paid  by  Seller  in  respect  of  Interest  Shortfalls 
occurring  prior  to  such  Additional  Fixed  Amount 
Payment  Date. 
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Settlement  Terms: 

Settlement  Method:  Physical  Settlement 

Terms  Relating  to  Physical 
Settlement: 

Physical  Settlement  Period:  Five  Business  Days 

Deliverable  Obligations:  Exclude  Accrued  Interest 

Deliverable  Obligations:  Deliverable  Obligation  Category: 

Reference  Obligation  Only 

Physical  Settlement  Amount:  An  amount  equal  to: 


(a)  the  product  of  the  Exercise  Amount  and  the 
Reference  Price;  minus 

(b)  the  sum  of: 

(i)  if  the  Aggregate  Implied  Writedown 

Amount  is  greater  than  zero,  the 
product  of  (A)  the  Aggregate  Implied 
Writedown  Amount,  (B)  the 
Applicable  Percentage,  each  as 
determined  immediately  prior  to  the 
relevant  Delivery  and  (C)  the 
relevant  Exercise  Percentage;  and 

(ii)         the  product  of  (A)  the  aggregate  of 
all  Writedown  Amounts  in  respect  of 
Writedowns  within  paragraph  (i)(B) 
of  the  definition  of  "Writedown" 
minus  the  aggregate  of  all 
Writedown  Reimbursement  Amounts 
in  respect  of  Writedown 
Reimbursements  within  paragraph 
(ii)(B)  of  the  definition  of  "Writedown 
Reimbursement"  and  (B)  the  relevant 
Exercise  Percentage, 

provided  that  if  the  Physical  Settlement  Amount 
would  exceed  the  product  of: 

(1)  the  Reference  Obligation  Notional  Amount  as 
of  the  date  on  which  the  relevant  Notice  of 
Physical  Settlement  is  delivered  calculated 
as  though  Physical  Settlement  in  respect  of 
all  previously  delivered  Notices  of  Physical 

_     .„;=_-  Settlement  has  occurred  in  full;  and 

(2)  the  Exercise  Percentage; 
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Delayed  Payment: 


Escrow: 

Non-delivery  by  Buyer  or 
occurrence  of  the  Effective 
Maturity  Date: 


6.  Additional  Provisions: 


(a)        Delivery  of  Servicer  Report 


then  the  Physical  Settlement  Amount  shall  be 
deemed  to  be  equal  to  such  product. 

With  respect  to  a  Delivery  Date,  if  a  Servicer  Report 
that  describes  a  Delayed  Payment  is  delivered  to 
holders  of  the  Reference  Obligation  or  to  the 
Calculation  Agent  on  or  after  such  Delivery  Date, 
Buyer  will  pay  the  applicable  Delayed  Payment 
Amount  to  Seller  no  later  than  five  Business  Days 
following  the  receipt  of  such  Servicer  Report 

Applicable 

If  Buyer  has  delivered  a  Notice  of  Physical 
Settlement  and: 


(a)  Buyer  does  not  Deliver  in  full  the  Deliverable 
Obligations  specified  in  that  Notice  of 
Physical  Settlement  on  or  prior  to  the 
Physical  Settlement  Date;  or 

(b)  the  Effective  Maturity  Date  occurs  after 
delivery  of  the  Notice  of  Physical  Settlement 
but  before  Buyer  Delivers  the  Deliverable 
Obligations  specified  in  that  Notice  of 
Physical  Settlement; 

then  such  Notice  of  Physical  Settlement  shall  be 
deemed  not  to  have  been  delivered  and  any 
reference  in  this  Confirmation  to  a  previously 
delivered  Notice  of  Physical  Settlement  shall  exclude 
any  Notice  of  Physical  Settlement  that  is  deemed  not 
to  have  been  delivered.  Sections  9.2(c)(ii)  (except 
for  the  first  sentence  thereof),  9.3,  9.4,  9.5, 9.6,  9.9 
and  9.10  of  the  Credit  Derivatives  Definitions  shall 
not  apply. 


If  either  party  makes  a  request  in  writing,  the  Calculation  Agent  agrees  to  provide  such  party  with 
a  copy  of  the  most  recent  Servicer  Report  promptly  following  receipt  of  such  request,  if  and  to  the 
extent  such  Servicer  Report  is  reasonably  available  to  the  Calculation  Agent  (whether  or  not  the 
Calculation  Agent  is  a  holder  of  the  Reference  Obligation).  In  addition,  if  a  Floating  Payment  or  an 
Additional  Fixed  Payment  is  due  hereunder,  then  the  Calculation  Agent  or  the  party  that  notifies 
the  other  party  that  the  relevant  Floating  Payment  or  Additional  Fixed  Payment  is  due,  as 
applicable,  (the  "Notifying  Party")  shall  deliver  a  copy  of  any  Servicer  Report  relevant  to  such 
payment  that  is  requested  by  the  party  that  is  not  the  Notifying  Party  or  by  either  party  where  the 
Notifying  Party  is  the  Calculation  Agent,  itand  to  the  extent  that  such  Servicer  Report  is 
reasonably  available  to  the  Notifying  Party  (whether  or  not  the  Notifying  Party  is  a  holder  of  the 
Reference  Obligation). 
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(b)  Calculation  Agent  and  Buyer  and  Seller  Determinations 

The  Calculation  Agent  shall  be  responsible  for  determining  and  calculating  (i)  the  Fixed  Amount 
payable  on  each  Fixed  Rate  Payer  Payment  Date;  (ii)  the  occurrence  of  a  Floating  Amount  Event 
and  the  related  Floating  Amount  and  (iii)  the  occurrence  of  an  Additional  Fixed  Payment  Event 
and  the  related  Additional  Fixed  Amount;  provided  that  notwithstanding  the  above,  each  of  Buyer 
and  Seller  shall  be  entitled  to  determine  and  calculate  the  above  amounts  to  the  extent  that  Buyer 
or  Seller,  as  applicable,  has  the  right  to  deliver  a  notice  to  the  other  party  demanding  payment  of 
such  amount.  The  Calculation  Agent  or  Buyer  or  Seller,  as  applicable,  shall  make  such 
determinations  and  calculations  based  solely  on  the  basis  of  the  Servicer  Reports,  to  the  extent 
such  Servicer  Reports  are  reasonably  available  to  the  Calculation  Agent  or  such  party.  The 
Calculation  Agent  or  Buyer  or  Seller,  as  applicable,  shall,  as  soon  as  practicable  after  making  any 
of  the  determinations  or  calculations  specified  in  (i)  and  (ii)  above,  notify  the  parties  or  the  other 
party,  as  applicable,  of  such  determinations  and  calculations.  For  the  avoidance  of  doubt,  if  an 
Interest  Shortfall  Amount  is  not  explicitly  set  out  in  the  Servicer  Report  but  the  Calculation  Agent 
determines  that  an  Interest  Shortfall  has  occurred  on  the  basis  of  information  in  such  Servicer 
Report,  then  the  relevant  Interest  Shortfall  Amount  shall  be  calculated  by  the  Calculation  Agent 
on  the  basis  of  such  information. 

(c)  Adjustment  of  Calculation  Agent  Determinations 

To  the  extent  that  a  Servicer  furnishes  any  Servicer  Reports  correcting  information  contained  in 
previously  issued  Servicer  Reports,  and  such  corrections  impact  calculations  pursuant  to  this 
Transaction,  the  calculations  relevant  to  the  Transaction  shall  be  adjusted  retroactively  by  the 
Calculation  Agent  to  reflect  the  corrected  information  (provided  that,  for  the  avoidance  of  doubt, 
no  amounts  in  respect  of  interest  shall  be  payable  by  either  party  and  provided  that  the 
Calculation  Agent  in  performing  the  calculations  pursuant  to  this  paragraph  will  assume  that  no 
interest  has  accrued  on  any  adjusted  amount),  and  the  Calculation  Agent  shall  promptly  notify 
both  parties  of  any  corrected  payments  required  by  either  party.  Any  required  corrected  payments 
shall  be  made  within  five  Business  Days  of  the  day  on  which  such  notification  by  the  Calculation 
Agent  is  effective. 

7.  Offices: 

The  Office  of  Seller  for  this  Transaction  is  George  Town,  Grand  Cayman,  Cayman  Islands. 
The  Office  of  Buyer  for  this  Transaction  is  London. 

8.  Notice  and  Account  Details: 


Telephone,  Telex  and/or 
Facsimile  Numbers  and 
Contact  Details  for  Notices: 


Party  A: 


.  Party  B: 


Deutsche  Bank  AG,  London 

Winchester  House 

1  Great  Winchester  Street 

London  EC2N  2DB 

Attention: 

Telephone:  +1  212  250  7730 

Gemstone  CDO  VII  Ltd. 

D 

Attention:  Q 
Facsimile:  Q 
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With  a  copy  to: 

HBK  Investments,  LP. 
D 

Attention:  Q 
Facsimile:  Q 


Account  Details: 

Account  Details  of  Party  A:        Q 


Account  Details  of  Party  B: 


Swift  BIC  Code:  Q 
Account  No:  Q 
Fed  ABA  No:  0 
CHIPS  ABA  No:  Q 
CHIPS  UID  No:  Q 
Favour  0 


Account  No:  Q 
Fed  ABA  No:  D 
Benef  Name:  Q 
Benef  Address:  Q 
FC:  D 
OBI:Q 

9.         Additional  Definitions  and  Amendments  to  the  Credit  Derivatives  Definitions: 

(a)  References  in  Sections  4.1,  8.2,  9.1  and  9.2(a)  of  the  Credit  Derivatives  Definitions  as  well  as 
Section  3(a)(rv)  of  the  form  of  Novation  Agreement  set  forth  in  Exhibit  E  to  the  Credit  Derivatives 
Definitions  to  the  Reference  Entity  shall  be  deemed  to  be  references  to  both  the  Reference  Entity 
and  the  Insurer  in  respect  of  the  Reference  Policy,  if  applicable. 

(b)  (i)  The  definition  of  "Publicly  Available  Information"  in  Section  3.5  of  the  Credit  Derivatives 

Definitions  shall  be  amended  by  (i)  inserting  the  words  "the  Insurer  in  respect  of  the 
Reference  Policy,  if  applicable"  at  the  end  of  subparagraph  (a)(ii)(A)  thereof,  (ii)  inserting 
the  words ",  servicer,  sub-servicer,  master  servicer"  before  the  words  "or  paying  agent"  in 
subparagraph  (a)(ii)(B)  thereof  and  (iii)  deleting  the  word  "or  at  the  end  of  subparagraph 
(a)(iii)  thereof  and  inserting  at  the  end  of  subparagraph  (a)(iv)  thereof  the  following:  "or  (v) 
is  information  contained  in  a  notice  or  on  a  website  published  by  an  internationally 
recognized  rating  agency  that  has  at  any  time  rated  the  Reference  Obligation". 

(ii)         The  definition  of  "Physical  Settlement"  in  Section  8.1  of  the  Credit  Derivatives  Definitions 
shall  be  amended  by  (i)  deleting  the  words  "Physical  Settlement  Amount"  from  the  last 
line  of  the  second  paragraph  thereof  and  (ii)  inserting  in  lieu  thereof  the  words  "Exercise 
Amount". 

(iii)        The  definition  of  "Physical  Settlement  Date"  in  Section  8.4  of  the  Credit  Derivatives 
Definitions  shall  be  amended  by  deleting  the  last  sentence  thereof. 

(c  )        For  the  purposes  of  this-Transaction  only,  the  following  terms  have  the  meanings  given  below 
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"Actual  Principal  Amount"  means,  with  respect  to  the  Final  Amortization  Date  or  the  Legal  Final  Maturity 
Date,  an  amount  paid  on  such  day  by  or  on  behalf  of  the  Issuer  in  respect  of  principal  (excluding  any 
capitalized  interest)  to  the  holder(s)  of  the  Reference  Obligation  in  respect  of  the  Reference  Obligation. 

"Aggregate  Implied  Writedown  Amount"  means  the  greater  of  (i)  zero  and  (ii)  the  aggregate  of  all 
Implied  Writedown  Amounts  minus  the  aggregate  of  all  Implied  Writedown  Reimbursement  Amounts, 
provided  that  if  Implied  Writedown  is  not  applicable,  the  Aggregate  Implied  Writedown  Amount  shall  be 
deemed  to  be  zero. 

"Current  Factor"  means  the  factor  of  the  Reference  Obligation  as  specified  in  the  most  recent  Servicer 
Report;  provided  that  if  the  factor  is  not  specified  in  the  most  recent  Servicer  Report  or  such  specified 
factor  includes  deferred  or  capitalized  interest  relating  to  the  Term  of  this  Transaction,  then  the  Current 
Factor  shall  be  the  ratio  equal  to  (i)  the  Outstanding  Principal  Amount  as  of  such  date,  determined  in 
accordance  with  the  most  recent  Servicer  Report  over  (ii)  the  Original  Principal  Amount. 

"Current  Period  Implied  Writedown  Amount"  means,  in  respect  of  a  Reference  Obligation  Calculation 
Period,  an  amount  determined  as  of  the  last  day  of  such  Reference  Obligation  Calculation  Period  equal  to 
the  greater  of: 

(i)         zero;  and 

(ii)         the  product  of: 

(A)  the  Implied  Writedown  Percentage;  and 

(B)  the  greater  of: 

(1)  zero;  and 

(2)  the  lesser  of  (x)  the  Pari  Passu  Amount  and  (y)  the  product  of  (I)  the  Pari  Passu 
Amount  plus  the  Senior  Amount  and  (II)  an  amount  equal  to  one  minus  the 
Overcollateralization  Ratio. 

"Delayed  Payment"  means,  with  respect  to  a  Delivery  Date,  a  Principal  Payment,  Principal  Shortfall 
Reimbursement  or  a  Writedown  Reimbursement  within  paragraph  (i)  of  the  definition  of  "Writedown 
Reimbursement"  that  is  described  in  a  Servicer  Report  delivered  to  holders  of  the  Reference  Obligation  or 
to  the  Calculation  Agent  on  or  after  such  Delivery  Date. 

"Delayed  Payment  Amount"  means,  if  persons  who  are  holders  of  the  Reference  Obligation  as  of  a  date 
prior  to  a  Delivery  Date  are  paid  a  Delayed  Payment  on  or  after  such  Delivery  Date,  an  amount  equal  to 
the  product  of  (i)  the  sum  of  all  such  Delayed  Payments,  (ii)  the  Reference  Price,  (iii)  the  Applicable 
Percentage  immediately  prior  to  such  Delivery  Date  and  (iv)  the  Exercise  Percentage. 

"Distressed  Ratings  Downgrade"  means  that  the  Reference  Obligation: 

(i)         if  publicly  rated  by  Moody's,  (A)  is  downgraded  to  "Caa2"  or  below  by  Moody's  or  (B)  has  the 

rating  assigned  to  it  by  Moody's  withdrawn  and.  in  either  case,  not  reinstated  within  five  Business 
Days  of  such  downgrade  or  withdrawal;  provided  that  if  such  Reference  Obligation  was  assigned 
a  public  rating  of  "Baa3"  or  higher  by  Moody's  immediately  prior  to  the  occurrence  of  such 
withdrawal  it  shall  not  constitute  a  Distressed  Ratings  Downgrade  if  such  Reference  Obligation  is 
assigned  a  public  rating  of  at  least  "Caa1"  by  Moody's  within  three  calendar  months  after  such 
-  withdrawal;  or 

(ii)         if  publicly  rated  by  Standard  &  Poor's,  (A)  is  downgraded  to  "CCC"  or  below  by  Standard  &  Poor's 
or  (B)  has  the  rating  assigned  to  it  by  Standard  &  Poor's  withdrawn  and,  in  either  case,  not 
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reinstated  within  five  Business  Days  of  such  downgrade  or  withdrawal;  provided  that  if  such 
Reference  Obligation  was  assigned  a  public  rating  of  "BBB-"  or  higher  by  Standard  &  Poor's 
immediately  prior  to  the  occurrence  of  such  withdrawal,  it  shall  not  constitute  a  Distressed 
Ratings  Downgrade  if  such  Reference  Obligation  is  assigned  a  public  rating  of  at  least  "CCC+"  by 
Standard  &  Poor's  within  three  calendar  months  after  such  withdrawal;  or 

(iii)        if  publicly  rated  by  Fitch,  (A)  is  downgraded  to  "CCC")  or  below  by  Fitch  or  (B)  has  the  rating 

assigned  to  it  by  Fitch  withdrawn  and,  in  either  case,  not  reinstated  within  five  Business  Days  of 
such  downgrade  or  withdrawal;  provided  that  if  such  Reference  Obligation  was  assigned  a  public 
rating  of  "BBB-"  or  higher  by  Fitch  immediately  prior  to  the  occurrence  of  such  withdrawal,  it  shall 
not  constitute  a  Distressed  Ratings  Downgrade  if  such  Reference  Obligation  is  assigned  a  public 
rating  of  at  least  "CCC+"  by  Fitch  within  three  calendar  months  after  such  withdrawal. 

"Effective  Maturity  Date"  means  the  earlier  of  (a)  the  Scheduled  Termination  Date  and  (b)  the  Final 
Amortization  Date. 

"Exercise  Amount"  means,  for  purposes  of  the  Transaction,  an  amount  to  which  a  Notice  of  Physical 
Settlement  relates  equal  to  the  product  of  (i)  the  original  face  amount  of  the  Reference  Obligation  to  be 
Delivered  by  Buyer  to  Seller  on  the  applicable  Physical  Settlement  Date;  and  (ii)  the  Current  Factor  as  of 
such  date.  The  Exercise  Amount  to  which  a  Notice  of  Physical  Settlement  relates  shall  (A)  be  equal  to  or 
less  than  the  Reference  Obligation  Notional  Amount  (determined,  for  this  purpose,  without  regard  to  the 
effect  of  any  Writedown  or  Writedown  Reimbursement  within  paragraphs  (i)(B)  or  (iii)  of  "Writedown"  or 
paragraphs  (ii)(B)  or  (iii)  of  "Writedown  Reimbursement",  respectively)  as  of  the  date  on  which  the 
relevant  Notice  of  Physical  Settlement  is  delivered  calculated  as  though  the  Physical  Settlement  of  all 
previously  delivered  Notices  of  Physical  Settlement  has  occurred  in  full  and  (B)  not  be  less  than  the 
lesser  of  (1)  the  Reference  Obligation  Notional  Amount  as  of  the  date  on  which  the  relevant  Notice  of 
Physical  Settlement  is  delivered  calculated  as  though  Physical  Settlement  in  respect  of  all  previously 
delivered  Notices  of  Physical  Settlement  has  occurred  in  full  and  (2)  USD1 00,000.  The  cumulative 
oriqinal  face  amount  of  Deliverable  Obligations  specified  in  all  Notices  of  Physical  Settlement  shall  not  at 
any  time  exceed  the  Initial  Face  Amount.  For  the  avoidance  of  doubt:  (a)  if  any  capitalization  of  interest  in 
respect  of  the  Reference  Obligation  occurred  during  the  Term  of  this  Transaction  and  has  not  been 
recovered  by  holders  of  the  Reference  Obligation  pursuant  to  the  terms  of  the  Underlying  Instruments, 
then  for  the  purposes  of  determining  the  amount  of  Deliverable  Obligations  to  be  Delivered,  the  Exercise 
Amount  (determined  above  by  reference  to  the  original  face  amount)  will  represent  an  outstanding 
principal  balance  of  the  Reference  Obligation  to  be  Delivered  by  Buyer  that  includes  the  proportion  of 
unrecovered  interest  attributable  to  the  Reference  Obligation  to  be  Delivered  and  (b)  notwithstanding  he 
foregoing,  the  Physical  Settlement  Amount  payable  by  Seller  in  relation  to  such  Exercise  Amount  shall 
not  include  any  amount  in  respect  of  such  unrecovered  interest. 

"Exercise  Percentage"  means,  with  respect  to  a  Notice  of  Physical  Settlement,  a  percentage  equal  to  the 
original  face  amount  of  the  Deliverable  Obligations  specified  in  such  Notice  of  Physical  Settlement  divided 
by  an  amount  equal  to  (i)  the  Initial  Face  Amount  minus  (ii)  the  aggregate  of  the  original  face  amount  of 
all  Deliverable  Obligations  specified  in  all  previously  delivered  Notices  of  Physical  Settlement. 

"Expected  Principal  Amount"  means,  with  respect  to  the  Final  Amortization  Date  or  the  Legal  Final 
Maturity  Date,  an  amount  equal  to  (i)  the  Outstanding  Principal  Amount  of  the  Reference  Obligation 
payable  on  such  day  (excluding  capitalized  interest)  assuming  for  this  purpose  that  sufficient  funds  are 
available  for  such  payment,  where  such  amount  shall  be  determined  in  accordance  with  the  Underlying 
Instruments,  minus  (ii)  the  sum  of  (A)  the  Aggregate  Implied  Writedown  Amount  (if  any)  and  (B)  the  net 
aqqregate  principal  deficiency  balance  or  realized  loss  amounts  (however  described  in  the  Underlying 
Instruments)  that  are  attributable  to  the  Reference  Obligation.  The  Expected  Principal  Amount  shall  be 

determined  without  regard  to  the  effect  of  any  provisions  (however  described)  of  the  Underlying       ^ 

Instruments  that  permit  the  limitation  of  due  payments  or  distributions  of  funds  in  accordance  with  the 
terms  of  such  Reference  Obligation  or  that  provide  for  the  extinguishing  or  reduction  of  such  payments  or 
distributions. 
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"Failure  to  Pay  Interest"  means  the  occurrence  of  an  Interest  Shortfall  Amount  or  Interest  Shortfall 
Amounts  (calculated  on  a  cumulative  basis)  in  excess  of  the  relevant  Payment  Requirement. 

"Failure  to  Pay  Principal"  means  (i)  a  failure  by  the  Reference  Entity  (or  any  Insurer)  to  pay  an  Expected 
Principal  Amount  on  the  Final  Amortization  Date  or  the  Legal  Final  Maturity  Date,  as  the  case  may  be  or 
(ii)  payment  on  any  such  day  of  an  Actual  Principal  Amount  that  is  less  than  the  Expected  Principal 
Amount;  provided  that  the  failure  by  the  Reference  Entity  (or  any  Insurer)  to  pay  any  such  amount  in 
respect  of  principal  in  accordance  with  the  foregoing  shall  not  constitute  a  Failure  to  Pay  Principal  if  such 
failure  has  been  remedied  within  any  grace  period  applicable  to  such  payment  obligation  under  the 
Underlying  Instruments  or,  if  no  such  grace  period  is  applicable,  within  three  Business  Days  after  the  day 
on  which  the  Expected  Principal  Amount  was  scheduled  to  be  paid. 

"Final  Amortization  Date"  means  the  first  to  occur  of  (i)  the  date  on  which  the  Reference  Obligation 
Notional  Amount  is  reduced  to  zero  and  (ii)  the  date  on  which  the  assets  securing  the  Reference 
Obligation  or  designated  to  fund  amounts  due  in  respect  of  the  Reference  Obligation  are  liquidated, 
distributed  or  otherwise  disposed  of  in  full  and  the  proceeds  thereof  are  distributed  or  otherwise  disposed 
of  in  full. 

"Fitch"  means  Fitch  Ratings  or  any  successor  to  its  rating  business. 

"Implied  Writedown  Amount"  means,  (i)  if  the  Underlying  Instruments  do  not  provide  for  writedowns, 
applied  losses,  principal  deficiencies  or  realized  losses  as  described  in  (i)  of  the  definition  of  "Writedown 
to  occur  in  respect  of  the  Reference  Obligation,  on  any  Reference  Obligation  Payment  Date  an  amount 
determined  by  the  Calculation  Agent  equal  to  the  excess,  if  any,  of  the  Current  Period  Implied  Writedown 
Amount  over  the  Previous  Period  Implied  Writedown  Amount,  in  each  case  in  respect  of  the  Reference 
Obligation  Calculation  Period  to  which  such  Reference  Obligation  Payment  Date  relates,  and  (n)  in  any 
other  case,  zero. 

"Implied  Writedown  Percentage"  means  (i)  the  Outstanding  Principal  Amount  divided  by  (ii)  the  Pari 
Passu  Amount. 

"Implied  Writedown  Reimbursement  Amount"  means,  (i)  if  the  Underlying  Instruments  do  not  provide 
for  writedowns,  applied  losses,  principal  deficiencies  or  realized  losses  as  descnbed  in  (i  of  the  definition 
of  "Writedown"  to  occur  in  respect  of  the  Reference  Obligation,  on  any  Reference  Obligation  Payment 
Date  an  amount  determined  by  the  Calculation  Agent  equal  to  the  excess,  if  any,  of  the  Previous  Penod 
Implied  Writedown  Amount  over  the  Current  Period  Implied  Writedown  Amount,  in  each  case  in  respect  of 
the  Reference  Obligation  Calculation  Period  to  which  such  Reference  Obligation  Payment  Date  relates, 
and  (ii)  in  any  other  case,  zero,  provided  that  the  aggregate  of  all  Implied  Writedown  Reimbursement 
Amounts  at  any  time  shall  not  exceed  the  product  of  the  Pari  Passu  Amount  and  the  Implied  Writedown 
Percentage. 

"Legal  Final  Maturity  Date"  means  the  date  set  out  in  paragraph  1  above  (subject,  for  the  avoidance  of 
doubt,  to  any  business  day  convention  applicable  to  the  legal  final  maturity  date  of  the  Reference 
Obligation),  provided  that  if  the  legal  final  maturity  date  of  the  Reference  Obligation  is  amended,  the  Legal 
Final  Maturity  Date  shall  be  such  date  as  amended. 

"Moody's"  means  Moody's  Investors  Service,  Inc.  or  any  successor  to  its  rating  business. 

"Outstanding  Principal  Amount"  means,  as  of  any  date  of  determination  with  respect  to  the  Reference 
Obligation,  the  outstanding  principal  balance  of  the  Reference  Obligation  as  of  such  date,  which  shall 
take  into  account: 

(i)         all  payments  of  principal; 
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(ii)  all  writedowns  or  applied  losses  (however  described  in  the  Underlying  Instruments)  resulting  in  a 
reduction  in  the  outstanding  principal  balance  of  the  Reference  Obligation  (other  than  as  a  result 
of  a  scheduled  or  unscheduled  payment  of  principal); 

(iii)        forgiveness  of  any  amount  by  the  holders  of  the  Reference  Obligation  pursuant  to  an  amendment 
to  the  Underlying  Instruments  resulting  in  a  reduction  in  the  outstanding  principal  balance  of  the 
Reference  Obligation; 

(iv)        any  payments  reducing  the  amount  of  any  reductions  described  in  (ii)  and  (iii)  of  this  definition; 
and 

(v)         any  increase  in  the  outstanding  principal  balance  of  the  Reference  Obligation  that  reflects  a 
reversal  of  any  prior  reductions  described  in  (ii)  and  (iii)  of  this  definition. 

For  the  avoidance  of  doubt,  the  Outstanding  Principal  Amount  shall  not  include  any  portion  of  the 
outstanding  principal  balance  of  the  Reference  Obligation  that  is  attributable  to  the  deferral  or 
capitalization  of  interest  during  the  Term  of  this  Transaction. 

"Overcollateralization  Ratio"  means,  in  respect  of  a  Reference  Obligation  Calculation  Period: 

(i)  if  the  most  recent  Servicer  Report  sets  out  a  ratio  representing  the  ratio  of  (A)  the  aggregate 

asset  pool  balance  securing  the  payment  obligations  on  the  Reference  Obligation  (subject  to 
certain  adjustments  as  described  in  the  Underlying  Instruments)  to  (B)  the  Pari  Passu  Amount 
plus  the  Senior  Amount,  then  such  ratio;  or 

(ii)         if  the  ratio  cannot  be  determined  under  (i)  but  the  most  recent  Servicer  Report  for  one  or  more 
senior  Related  Obligations  (if  any)  sets  out  such  a  ratio,  then  a  ratio  equal  to  the  ratio  of  (A)  the 
product  of  (1)  such  ratio  determined  with  respect  to  the  senior  Related  Obligation  ranking  closest 
in  priority  of  payment  to  the  Reference  Obligation  for  which  such  a  ratio  is  set  out,  and  (2)  the 
aggregate  outstanding  principal  balance  of  such  Related  Obligation  and  any  other  Related 
Obligations  ranking  in  priority  of  payment  either  pari  passu  with  or  senior  to  such  Related 
Obligation  to  (B)  the  sum  of  the  Pari  Passu  Amount  plus  the  Senior  Amount  with  respect  to  such 
Reference  Obligation;  or 

(iii)        if  the  ratio  cannot  be  determined  under  (ii)  but  the  most  recent  Servicer  Report  for  one  or  more 
junior  Related  Obligations  (if  any)  sets  out  such  a  ratio,  then  a  ratio  equal  to  the  ratio  of  (A)  the 
product  of  (1)  such  ratio  determined  with  respect  to  the  junior  Related  Obligation  ranking  closest 
in  priority  of  payment  to  the  Reference  Obligation  for  which  such  a  ratio  is  set  out,  and  (2)  the 
aggregate  outstanding  principal  balance  of  such  Related  Obligation  and  any  other  Related 
Obligations  ranking  in  priority  of  payment  either  pari  passu  with  or  senior  to  such  Related 
Obligation  (including  the  Reference  Obligation)  and  (B)  the  sum  of  the  Pari  Passu  Amount  plus 
the  Senior  Amount  with  respect  to  such  Reference  Obligation;  or 

(iv)        if  the  ratio  cannot  be  determined  under  (iii),  then  a  ratio  representing  the  ratio  of  (A)  the 

aggregate  asset  pool  balance  securing  the  payment  obligations  under  the  Reference  Obligation 
to  (B)  the  Pari  Passu  Amount  plus  the  Senior  Amount. 

"Pari  Passu  Amount"  means,  as  of  any  date  of  determination,  the  aggregate  of  the  Outstanding  Principal 
Amount  of  the  Reference  Obligation  and  the  aggregate  outstanding  principal  balance  of  all  obligations  of 
the  Reference  Entity  secured  by  the  Underlying  Assets  and  ranking  pari  passu  in  priority  with  the 
Reference  Obligation. 

"PIK-able"  means,  in  relation  to  a  Reference  Obligation,  that  the  Underlying  Instruments  include 
provisions  that  provide  for  capitalization  or  deferral  of  interest  on  such  Reference  Obligation. 
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"Previous  Period  Implied  Writedown  Amount"  means,  in  respect  of  a  Reference  Obligation  Calculation 
Period,  the  Current  Period  Implied  Writedown  Amount  as  determined  in  relation  to  the  last  day  of  the 
immediately  preceding  Reference  Obligation  Calculation  Period. 

"Principal  Payment"  means,  with  respect  to  any  Reference  Obligation  Payment  Date,  the  occurrence  of 
a  payment  of  an  amount  to  the  holders  of  the  Reference  Obligation  in  respect  of  principal  (scheduled  or 
unscheduled)  in  respect  of  the  Reference  Obligation  other  than  a  payment  in  respect  of  principal 
representing  capitalized  interest,  excluding,  for  the  avoidance  of  doubt,  any  Writedown  Reimbursement  or 
Interest  Shortfall  Reimbursement. 

"Principal  Payment  Amount"  means,  with  respect  to  any  Reference  Obligation  Payment  Date,  an 
amount  equal  to  the  product  of  (i)  the  amount  of  any  Principal  Payment  on  such  date  and  (ii)  the 
Applicable  Percentage. 

"Principal  Shortfall  Amount"  means,  in  respect  of  a  Failure  to  Pay  Principal,  an  amount  equal  to  the 
greater  of: 

(i)         zero;  and 

(ii)         the  amount  equal  to  the  product  of: 

(A)  the  Expected  Principal  Amount  minus  the  Actual  Principal  Amount; 

(B)  the  Applicable  Percentage;  and 

(C)  the  Reference  Price. 

If  the  Principal  Shortfall  Amount  would  be  greater  than  the  Reference  Obligation  Notional  Amount 
immediately  prior  to  the  occurrence  of  such  Failure  to  Pay  Principal,  then  the  Principal  Shortfall  Amount 
shall  be  deemed  to  be  equal  to  the  Reference  Obligation  Notional  Amount  at  such  time. 

"Principal  Shortfall  Reimbursement"  means,  with  respect  to  any  day,  the  payment  by  or  on  behalf  of 
the  Issuer  of  an  amount  in  respect  of  the  Reference  Obligation  in  or  toward  the  satisfaction  of  any  deferral 
of  or  failure  to  pay  principal  arising  from  one  or  more  prior  occurrences  of  a  Failure  to  Pay  Principal. 

"Principal  Shortfall  Reimbursement  Amount"  means,  with  respect  to  any  day,  the  product  of  (i)  the 
amount  of  any  Principal  Shortfall  Reimbursement  on  such  day,  (ii)  the  Applicable  Percentage  and  (iii)  the 
Reference  Price. 

"Principal  Shortfall  Reimbursement  Payment  Amount"  means,  with  respect  to  an  Additional  Fixed 
Amount  Payment  Date,  the  sum  of  the  Principal  Shortfall  Reimbursement  Amounts  in  respect  of  all 
Principal  Shortfall  Reimbursements  (if  any)  made  during  the  Reference  Obligation  Calculation  Period 
relating  to  such  Additional  Fixed  Amount  Payment  Date,  provided  that  the  aggregate  of  all  Principal 
Shortfall  Reimbursement  Payment  Amounts  at  any  time  shall  not  exceed  the  aggregate  of  all  Floating 
Amounts  paid  by  Seller  in  respect  of  occurrences  of  Failure  to  Pay  Principal  prior  to  such  Additional  Fixed 
Amount  Payment  Date. 

"Rating  Agencies"  means  Fitch,  Moody's  and  Standard  &  Poor's. 

"Reference  Obligation  Calculation  Period"  means,  with  respect  to  each  Reference  Obligation  Payment 
Date,  a  period  corresponding  to  the  interest  accrual  period  relating  to  such  Reference  Obligation  Payment 
Date'pursuant  to  the  Underlying  Instruments.  For  the  avoidance  of  doubt,  the  first  Reference  Obligation 
Calculation  Period  will  begin  on  the  Reference  Obligation  Payment  Date  falling  on  or  immediately  prior  to 
the  Effective  Date. 
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"Reference  Obligation  Coupon'  means  the  periodic  interest  rate  applied  in  relation  to  each  Reference 
Obligation  Calculation  Period  on  the  related  Reference  Obligation  Payment  Date,  as  determined  in 
accordance  with  the  terms  of  the  Underlying  Instruments  as  at  the  Effective  Date,  without  regard  to  any 
subsequent  amendment. 

"Reference  Obligation  Payment  Date"  means  (i)  each  scheduled  distribution  date  for  the  Reference 
Obligation  occurring  on  or  after  the  Effective  Date  and  on  or  prior  to  the  Scheduled  Termination  Date, 
determined  in  accordance  with  the  Underlying  Instruments  and  (ii)  any  day  after  the  Effective  Maturity 
Date  on  which  a  payment  is  made  in  respect  of  the  Reference  Obligation. 

"Related  Obligation"  means,  in  relation  to  the  Reference  Obligation,  an  obligation  of  the  Reference 
Entity  that  is  also  secured  by  the  Underlying  Assets  but  ranks  senior  or  junior  to  the  Reference  Obligation 
in  priority  of  payment.  In  relation  to  a  Related  Obligation,  the  terms  "Servicer",  "Servicer  Report"  and 
"Underlying  Instruments"  shall  have  the  meanings  set  out  in  this  Confirmation  but  with  references  in  the 
definitions  of  those  terms  to  "Reference  Obligation"  being  deemed,  solely  for  this  purpose,  to  be 
references  to  the  Related  Obligation. 

"Relevant  Amount"  means,  if  a  Servicer  Report  that  describes  a  Principal  Payment,  Writedown  or 
Writedown  Reimbursement  (other  than  a  Writedown  Reimbursement  within  paragraph  (i)  of  "Writedown 
Reimbursement"),  in  each  case  that  has  the  effect  of  decreasing  or  increasing  the  interest-accruing 
principal  balance  of  the  Reference  Obligation  as  of  a  date  prior  to  a  Delivery  Date  but  such  Servicer 
Report  is  delivered  to  holders  of  the  Reference  Obligation  or  to  the  Calculation  Agent  on  or  after  such 
Delivery  Date,  an  amount  equal  to  the  product  of  (i)  the  sum  of  any  such  Principal  Payment  (expressed 
as  a  positive  amount),  Writedown  (expressed  as  a  positive  amount)  or  Writedown  Reimbursement 
(expressed  as  a  negative  amount),  as  applicable;  (ii)  the  Reference  Price;  (iii)  the  Applicable  Percentage 
immediately  prior  to  such  Delivery  Date;  and  (iv)  the  Exercise  Percentage. 

"Senior  Amount"  means,  as  of  any  day,  the  aggregate  outstanding  principal  balance  of  all  obligations  of 
the  Reference  Entity  secured  by  the  Underlying  Assets  and  ranking  senior  in  priority  to  the  Reference 
Obligation. 

"Servicer"  means  any  trustee,  servicer,  sub  servicer,  master  servicer,  fiscal  agent,  paying  agent  or  other 
similar  entity  responsible  for  calculating  payment  amounts  or  providing  reports  in  relation  to  the 
Reference  Obligation  pursuant  to  the  Underlying  Instruments. 

"Servicer  Report"  means  a  periodic  statement  or  report  regarding  the  Reference  Obligation  provided  by 
the  Servicer  to  holders  of  the  Reference  Obligation. 

"Standard  &  Poor's"  means  Standard  &  Poor's  Rating  Services,  a  division  of  The  McGraw-Hill 
Companies,  Inc.  or  any  successor  to  its  rating  business. 

"Underlying  Assets"  means  the  assets  securing  the  Reference  Obligation  for  the  benefit  of  the  holders 
of  the  Reference  Obligation  and  which  are  expected  to  generate  the  cashflows  required  for  the  servicing 
and  repayment  (in  whole  or  in  part)  of  the  Reference  Obligation,  or  the  assets  to  which  a  holder  of  such 
Reference  Obligation  is  economically  exposed  where  such  exposure  is  created  synthetically. 

"Underlying  Instruments"  means  the  indenture,  trust  agreement,  pooling  and  servicing  agreement  or 
other  relevant  agreement(s)  setting  forth  the  terms  of  the  Reference  Obligation. 

"Writedown"  means  the  occurrence  at  any  time  on  or  after  the  Effective  Date  of: 

(i)  (A)        a  writedown  or  applied  loss  (however  described  in  the  Underlying  Instruments)  resulting 

in  a  reduction  in  the  Outstanding  Principal  Amount  (other  than  as  a  result  of  a  scheduled 
or  unscheduled  payment  of  principal);  or 
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(B)  the  attribution  of  a  principal  deficiency  or  realized  loss  (however  described  in  the 
Underlying  Instruments)  to  the  Reference  Obligation  resulting  in  a  reduction  or 
subordination  of  the  current  interest  payable  on  the  Reference  Obligation; 

(ii)  the  forgiveness  of  any  amount  of  principal  by  the  holders  of  the  Reference  Obligation  pursuant  to 
an  amendment  to  the  Underlying  Instruments  resulting  in  a  reduction  in  the  Outstanding  Principal 
Amount;  or 

(iii)  if  Implied  Writedown  is  applicable  and  the  Underlying  Instruments  do  not  provide  for  writedowns, 
applied  losses,  principal  deficiencies  or  realized  losses  as  described  in  (i)  above  to  occur  in 
respect  of  the  Reference  Obligation,  an  Implied  Writedown  Amount  being  determined  in  respect 
of  the  Reference  Obligation  by  the  Calculation  Agent. 

"Writedown  Amount"  means,  with  respect  to  any  day,  the  product  of  (i)  the  amount  of  any  Writedown  on 
such  day,  (ii)  the  Applicable  Percentage  and  (iii)  the  Reference  Price. 

"Writedown  Reimbursement"  means,  with  respect  to  any  day,  the  occurrence  of: 

(i)  a  payment  by  or  on  behalf  of  the  Issuer  of  an  amount  in  respect  of  the  Reference  Obligation  in 

reduction  of  any  prior  Writedowns; 

(ii)         (A)        an  increase  by  or  on  behalf  of  the  Issuer  of  the  Outstanding  Principal  Amount  of  the 
Reference  Obligation  to  reflect  the  reversal  of  any  prior  Writedowns;  or 

(B)        a  decrease  in  the  principal  deficiency  balance  or  realized  loss  amounts  (however 

described  in  the  Underlying  Instruments)  attributable  to  the  Reference  Obligation;  or 

(iii)        if  Implied  Writedown  is  applicable  and  the  Underlying  Instruments  do  not  provide  for  writedowns, 
applied  losses,  principal  deficiencies  or  realized  losses  as  described  in  (n)  above  to  occur  in 
respect  of  the  Reference  Obligation,  an  Implied  Writedown  Reimbursement  Amount  being 
determined  in  respect  of  the  Reference  Obligation  by  the  Calculation  Agent. 

"Writedown  Reimbursement  Amount"  means,  with  respect  to  any  day,  an  amount  equal  to  the  product 
of: 

(i)         the  sum  of  all  Writedown  Reimbursements  on  that  day; 
(ii)         the  Applicable  Percentage;  and 
(iii)        the  Reference  Price. 

"Writedown  Reimbursement  Payment  Amount"  means,  with  respect  to  an  Additional  Fixed  Amount 
Payment  Date  the  sum  of  the  Writedown  Reimbursement  Amounts  in  respect  of  all  Writedown 
Reimbursements  (if  any)  made  during  the  Reference  Obligation  Calculation  Period  relating  to  such 
Additional  Fixed  Amount  Payment  Date,  provided  that  the  aggregate  of  all  Writedown  Reimbursement 
Payment  Amounts  at  any  time  shall  not  exceed  the  aggregate  of  all  Floating  Amounts  paid  by  Seller  in 
respect  of  Writedowns  occurring  prior  to  such  Additional  Fixed  Amount  Payment  Date. 

10.        Representations 

Each  party  will  be  deemed  to  represent  to  the  other  party  on  the  date  on  which  it  enters  into  the 
Transaction  that  (absent  a  written  agreement  between  the  parties  that  expressly  imposes 
affirmative  obligations  to  the  contrary  for  the  Transaction): 

(a)        Non-Reliance 
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It  is  acting  for  its  own  account,  and  it  has  made  its  own  independent  decisions  to  enter  into  the 
Transaction  and  as  to  whether  the  Transaction  is  appropriate  or  proper  for  it  based  upon  its  own 
judgment  and  upon  advice  from  such  advisers  as  it  has  deemed  necessary.  It  is  not  relying  on 
any  communication  (written  or  oral)  of  the  other  party  as  investment  advice  or  as  a 
recommendation  to  enter  into  the  Transaction;  it  being  understood  that  information  and 
explanations  related  to  the  terms  and  conditions  of  the  Transaction  shall  not  be  considered 
investment  advice  or  a  recommendation  to  enter  into  the  Transaction.  No  communication  (written 
or  oral)  received  from  the  other  party  shall  be  deemed  to  be  an  assurance  or  guarantee  as  to  the 
expected  results  of  the  Transaction. 

(b)  Assessment  and  Understanding 

It  is  capable  of  assessing  the  merits  of  and  understanding  (on  its  own  behalf  or  through  independent 
professional  advice),  and  understands  and  accepts,  the  terms,  conditions  and  risks  of  the  Transaction.  It 
is  also  capable  of  assuming,  and  assumes,  the  risks  of  the  Transaction. 

(c)  Status  of  Parties 

The  other  party  is  not  acting  as  a  fiduciary  for,  or  an  adviser  to  it  in  respect  of  the  Transaction. 

Please  confirm  your  agreement  to  be  bound  by  the  terms  of  the  foregoing  by  executing  a  copy  of 
this  Confirmation  and  returning  it  to  us  by  facsimile  to: 

Attention:  New  York  Derivatives  Documentation 

Telephone:  (212)  250-9425 

Fax:  (212)  797-0779 

Email:  NYderivative.documentation@db.com 

Deutsche  Bank  AG,  acting  through  its  London  Branch  is  acting  as  principal  in  the  Transaction. 
The  time  of  transaction  will  be  supplied  on  request.  The  time  of  exercise  will  be  supplied  on 
request.  Details  of  arrangements  with  introducing  brokers  are  available  on  request. 
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This  message  will  be  the  only  form  of  Confirmation  dispatched  by  us.  Please  execute  and  return  it  to  us 
by  facsimile  immediately.  If  you  wish  to  exchange  hard  copy  forms  of  this  Confirmation,  please  contact 


us. 


Yours  faithfully, 

DEUTSCHE  BANK  AG,  ACTING  THROUGH  ITS  LONDON  BRANCH 


By: 


Name:  

Title:  Authorized  Signatory 


By. 


Name:  

Title:  Authorized  Signatory 


Confirmed  as  of  the  date  first  written  above: 
Gemstone  CDO  VIII  Ltd. 


By: 


Name: 
Title:  _ 
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Interest  Shortfall  Cap  Annex 

If  Interest  Shortfall  Cap  is  applicable,  then  the  following  provisions  will  apply. 


Interest  Shortfall  Cap  Basis: 
Interest  Shortfall  Cap  Amount: 


Interest  Shortfall  Compounding: 

Interest  Shortfall  Reimbursement 
Payment  Amount: 


Variable  Cap 

If  the  Interest  Shortfall  Cap  Basis  is  Fixed  Cap,  the  Interest 
Shortfall  Cap  Amount  in  respect  of  an  Interest  Shortfall  shall  be  the 
Fixed  Amount  calculated  in  respect  of  the  Fixed  Rate  Payer 
Payment  Date  immediately  following  the  Reference  Obligation 
Payment  Date  on  which  the  relevant  Interest  Shortfall  occurred. 

If  the  Interest  Shortfall  Cap  Basis  is  Variable  Cap,  the  Interest 
Shortfall  Cap  Amount  applicable  in  respect  of  a  Floating  Rate 
Payer  Payment  Date  shall  be  an  amount  equal  to  the  product  of: 

(a)  the  sum  of  the  Relevant  Rate  and  the  Fixed  Rate 
applicable  to  the  Fixed  Rate  Payer  Calculation  Period 
immediately  preceding  the  Reference  Obligation  Payment 
Date  on  which  the  relevant  Interest  Shortfall  occurs; 

(b)  the  amount  determined  by  the  Calculation  Agent  under 
sub-clause  (b)  of  the  definition  of  "Fixed  Amount"  in 
relation  to  the  relevant  Fixed  Rate  Payer  Payment  Date; 
and 

(c)  the  actual  number  of  days  in  such  Fixed  Rate  Payer 
Calculation  Period  divided  by  360. 

Applicable 

If  Interest  Shortfall  Cap  is  applicable,  then  with  respect  to  the  first 
Additional  Fixed  Amount  Payment  Date,  zero,  and  with  respect  to 
any  subsequent  Additional  Fixed  Amount  Payment  Date  and 
calculated  as  of  the  Reference  Obligation  Payment  Date 
immediately  preceding  such  Additional  Fixed  Amount  Payment 
Date,  as  specified  by  the  Calculation  Agent  in  its  notice  to  the 
parties  or  by  Seller  in  its  notice  to  Buyer  of  the  existence  of  an 
Interest  Shortfall  Reimbursement,  an  amount  equal  to  the  greater 
of: 

(a)  zero;  and 

(b)  the  amount  equal  to: 

(i)  the  product  of: 

(A)        the  Cumulative  Interest  Shortfall  Payment 
Amount  as  of  the  Additional  Fixed  Amount 
Payment  Date  immediately  preceding 
such  Reference  Obligation  Payment  Date; 

and  . 


(B) 


either: 
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(1)  if  Interest  Shortfall  Compounding 
is  applicable,  the  relevant 
Cumulative  Interest  Shortfall 
Payment  Compounding  Factor  for 
the  Fixed  Rate  Payer  Calculation 
Period  immediately  preceding 
such  Additional  Fixed  Amount 
Payment  Date  (or  1 .0  in  respect  of 
any  Additional  Fixed  Amount 
Payment  Date  occurring  after  the 
final  Fixed  Rate  Payer  Payment 
Date);  or 

(2)  if  Interest  Shortfall  Compounding 
is  not  applicable,  1 ; 

minus 

(ii)         the  Cumulative  Interest  Shortfall  Amount  as  of 
such  Reference  Obligation  Payment  Date; 

pro vided  that  if  the  Interest  Shortfall  Reimbursement  Payment 
Amount  on  an  Additional  Fixed  Amount  Payment  Date  would 
exceed  the  Interest  Shortfall  Reimbursement  Amount  in  respect  of 
the  related  Reference  Obligation  Payment  Date,  then  such  Interest 
Shortfall  Reimbursement  Payment  Amount  shall  be  deemed  to  be 
equal  to  such  Interest  Shortfall  Reimbursement  Amount. 

Cumulative  Interest  Shortfall  With  respect  to  any  Reference  Obligation  Payment  Date,  an 

Amount:  amount  equal  to  the  greater  of: 

(a)  zero;  and 

(b)  an  amount  equal  to: 

(i)  the  Cumulative  Interest  Shortfall  Amount  as  of  the 

Reference  Obligation  Payment  Date  immediately 
preceding  such  Reference  Obligation  Payment 
Date  or,  in  the  case  of  the  first  Reference 
Obligation  Payment  Date,  zero;  plus 

(ii)         the  Interest  Shortfall  Amount  (if  any)  in  respect  of 
such  Reference  Obligation  Payment  Date;  plus 

(III)        either: 

(A)        if  Interest  Shortfall  Compounding  is 

applicable,  an  amount  determined  by  the 
Calculation  Agent  as  the  amount  of 
interest  that  would  accrue  on  the 
Cumulative  Interest  Shortfall  Amount 
immediately  preceding  such  Reference 
Obligation  Payment  Date  during  the 
related  Reference  Obligation  Calculation 
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Period  pursuant  to  the  Underlying 
Instruments  or,  in  the  case  of  the  first 
Reference  Obligation  Payment  Date,  zero; 
or 

(B)        if  Interest  Shortfall  Compounding  is  not 
applicable,  0;  minus 

(iv)        the  Interest  Shortfall  Reimbursement  Amount  (if 
any)  in  respect  of  such  Reference  Obligation 
Payment  Date. 

Upon  the  occurrence  of  each  Delivery,  the  Cumulative  Interest 
Shortfall  Amount  shall  be  multiplied  by  a  fraction  equal  to  (a)  the 
Applicable  Percentage  immediately  following  such  Delivery  divided 
by  (b)  the  Applicable  Percentage  immediately  prior  to  such 
Delivery;  provided,  however,  that  if  more  than  one  Delivery  is 
made  during  a  Reference  Obligation  Calculation  Period,  the 
Cumulative  Interest  Shortfall  Amount  calculated  as  of  the 
Reference  Obligation  Payment  Date  occurring  immediately  after 
such  Reference  Obligation  Calculation  Period  shall  be  multiplied 
by  a  fraction  equal  to  (a)  the  Applicable  Percentage  immediately 
following  the  final  Delivery  made  during  such  Reference  Obligation 
Calculation  Period  and  (b)  the  Applicable  Percentage  immediately 
prior  to  the  first  Delivery  made  during  such  Reference  Obligation 
Calculation  Period. 

Cumulative  Interest  Shortfall  The  Cumulative  Interest  Shortfall  Payment  Amount  with  respect  to 

Payment  Amount-  any  Fixed  Rate  Payer  Payment  Date  and  any  Additional  Fixed 

Amount  Payment  Date  falling  on  such  Fixed  Rate  Payer  Payment 
Date  shall  be  an  amount  equal  to  the  greater  of: 

(a)  zero;  and 

(b)  the  amount  equal  to: 
(i)  the  sum  of: 

(A)  the  Interest  Shortfall  Payment  Amount  for 
the  Reference  Obligation  Payment  Date 
corresponding  to  such  Fixed  Rate  Payer 
Payment  Date;  and 

(B)  the  product  of: 

(1)  the  Cumulative  Interest  Shortfall 
Payment  Amount  as  of  the  Fixed 
Rate  Payer  Payment  Date 
immediately  preceding  such  Fixed 
Rate  Payer  Payment  Date  (or 
zero  in  the  case  of  the  first  Fixed 
Rate  Payer  Payment  Date);  and 

(2)  either: 
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(AA)    if  Interest  Shortfall 
Compounding  is 
applicable,  the  relevant 
Cumulative  Interest 
Shortfall  Payment 
Compounding  Factor;  or 

(BB)     if  Interest  Shortfall 
Compounding  is  not 
applicable,  1; 


minus 


(ii)         any  Interest  Shortfall  Reimbursement  Payment 
Amount  paid  on  such  Fixed  Rate  Payer  Payment 
Date. 

With  respect  to  any  Additional  Fixed  Amount  Payment  Date  falling 
after  the  final  Fixed  Rate  Payer  Payment  Date,  the  Cumulative 
Interest  Shortfall  Payment  Amount  shall  be  equal  to: 

(x)         the  Cumulative  Interest  Shortfall  Payment  Amount  as  of 
the  Additional  Fixed  Amount  Payment  Date  immediately 
preceding  such  Additional  Fixed  Amount  Payment  Date  (or 
as  of  the  final  Fixed  Rate  Payer  Payment  Date  in  the  case 
of  the  first  Additional  Fixed  Amount  Payment  Date 
occurring  after  the  final  Fixed  Rate  Payer  Payment  Date); 
minus 

(y)         any  Interest  Shortfall  Reimbursement  Payment  Amount 
paid  on  such  Additional  Fixed  Amount  Payment  Date. 

Upon  the  occurrence  of  each  Delivery,  the  Cumulative  Interest 
Shortfall  Payment  Amount  shall  be  multiplied  by  a  fraction  equal  to 
(a)  the  Applicable  Percentage  immediately  following  such  Delivery 
divided  by  (b)  the  Applicable  Percentage  immediately  prior  to  such 
Delivery;  provided,  however,  that  if  more  than  one  Delivery  is 
made  during  a  Reference  Obligation  Calculation  Period,  the 
Cumulative  Interest  Shortfall  Payment  Amount  calculated  as  of  the 
Reference  Obligation  Payment  Date  occurring  immediately  after 
such  Reference  Obligation  Calculation  Period  shall  be  multiplied 
by  a  fraction  equal  to  (a)  the  Applicable  Percentage  immediately 
following  the  final  Delivery  made  during  such  Reference  Obligation 
Calculation  Period  and  (b)  the  Applicable  Percentage  immediately 
prior  to  the  first  Delivery  made  during  such  Reference  Obligation 
Calculation  Period. 

Cumulative  Interest  Shortfall  With  respect  to  any  Fixed  Rate  Payer  Calculation  Period,  an 

Payment  Compounding  Factor:  amount  equal  to  the  sum  of. 

(a)         1.0; 

plus 
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Relevant  Rate: 


Rate  Source: 


(b)         the  product  of: 

(i)         the  sum  of  (A)  the  Relevant  Rate  plus  (B)  the 
Fixed  Rate;  and 

(ii)         the  actual  number  of  days  in  such  Fixed  Rate 
Payer  Calculation  Period  divided  by  360; 

provided,  however,  that  the  Cumulative  Interest  Shortfall  Payment 
Compounding  Factor  shall  be  deemed  to  be  1 .0  during  the  period 
from  but  excluding  the  Effective  Maturity  Date  to  and  including  the 
Termination  Date. 

With  respect  to  a  Fixed  Rate  Payer  Calculation  Period,  the 
Floating  Rate,  expressed  as  a  decimal  number  with  seven  decimal 
places,  that  would  be  determined  if: 

(a)  the  2000  ISDA  Definitions  (and  not  the  2003  ISDA  Credit 
Derivatives  Definitions)  applied  to  this  paragraph; 

(b)  the  Fixed  Rate  Payer  Calculation  Period  were  a 
"Calculation  Period"  for  purposes  of  such  determination; 
and 

(c)  the  following  terms  applied: 

(i)  the  Floating  Rate  Option  were  the  Rate  Source; 

(ii)         the  Designated  Maturity  were  the  period  that 

corresponds  to  the  usual  length  of  a  Fixed  Rate 
Payer  Calculation  Period;  and 

(iii)         the  Reset  Date  were  the  first  day  of  the 
Calculation  Period; 

provided,  however,  that  the  Relevant  Rate  shall  be  deemed  to  be 
zero  during  the  period  from  but  excluding  the  Effective  Maturity 
Date  to  and  including  the  Termination  Date. 

USD-LI  BOR-BBA 
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SCHEDULE  K 


INDEX  OF  DEFINED  TERMS 


Following  is  an  index  of  defined  terms  used  in  this  Offering  Circular  and  the  page  number  where  each 
definition  appears. 


25%  Threshold 191 

A  Security 112 

A/B  Exchange 112 

ABS  Type  Diversified  ABS  Securities E-2 

ABS  Type  Diversified  Residential 

Securities E-2 

ABS  Type  High-Diversity  CDO 

Securities E-2 

ABS  Type  Low-Diversity  CDO  Securities E-2 

ABS  Type  Undiversified  ABS  Securities E-2 

ABX  Pay  As  You  Go  Form 41 

ABX  Tranche  Security 117 

Accelerated  Amortization  Date 3,  60 

Accelerated  Maturity  Date 31,  88 

Accounts 6, 109 

Actual  Interest  Amount 127 

Administration  Agreement 162 

Administrator 162 

Affiliate 45 

Aggregate  Attributable  Amount 143 

Aggregate  Principal/Notional  Balance 60 

Allocation  Procedures 124 

Alternative  Debt  Test 112 

Applicable  Procedures 81 

Applicable  Recovery  Rate 60 

Asset-Backed  Securities 5, 35 

Asset-Backed  Security 109 

Auction 20,75 

Auction  Agent 21 ,  76 

Auction  Agent  Fees 168 

Auction  Call  Redemption 20,  77 

Auction  Call  Redemption  Date 76 

Auction  Date 20,  75 

Auction  Procedures 20,  75,  A-1 

Auction  Purchase  Agreement A-1 

Authorized  Recipient 1 

Automobile  Securities 118 

Average  Life : 135 

Average  Life 143 

B  Security 112 

Bankruptcy  Event 61 

Base  Rate 52 


Base  Rate  Reference  Bank 52 

Benefit  Plan  Investor 209,  212 

Business  Day 54 

Calculation  Agent 51 

Calculation  Amount 61 

Cap  /  Corridor  Security 61 

Car  Rental  Fleet  Securities 118 

cause 169 

CDO  Pay  As  You  Go  Form 41 

CDO  Securities 118 

CFC 187 

Class 1 

Class  A  Notes 2, 1 

Class  A/B  Coverage  Tests —71 

Class  A/B  Interest  Coverage  Ratio 73 

Class  A/B  Interest  Coverage  Test 74 

Class  A/B  Overcollateralization  Ratio. 72 

Class  A/B  Overcollateralization  Test 72 

Class  A-1  Notes 2, 1 

Class  A-1  OC  Ratio 73 

Class  A-1a  Notes 2, 1 

Class  A-1b  Notes 2, 1 

Class  A-2  Notes 2, 1 

Class  B  Notes •• 2, 1 

Class  C  Coverage  Tests 71 

Class  C  Deferred  Interest 17,  50 

Class  C  Interest  Coverage  Ratio 73 

Class  C  Interest  Coverage  Test 74 

Class  C  Notes 2, 1 

Class  C  Overcollateralization  Ratio 72 

Class  C  Overcollateralization  Test 72 

Class  D  Coverage  Tests 72 

Class  D  Deferred  Interest 17,  50 

Class  D  Interest  Coverage  Ratio 73 

Class  D  Interest  Coverage  Test 74 

Class  D  Notes 2, 1 

Class  D  Overcollateralization  Ratio 72 

Class  D  Overcollateralization  Test 72 

Class  D  Priority  Redemption  Amount ;2 

Class  E  Deferred  Interest 17,  50 

Class  E  Diversion  Ratio 72 

Class  E  Diversion  Test 73 
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Class  E  Notes 2, 1 

Clean-Up  Call  Redemption 21,  77 

Clearstream i,  99 

Closing  Date 2 

CMBS  Securities 118 

Code 190, 209, 212 

CODE Hi 

Co-Issuer 1,  2, 4 

Collateral 6. 109 

Collateral  Administration  Agreement 95 

Collateral  Administrator 95 

Collateral  Imbalance  Date 154 

Collateral  Manager 2, 4,  89, 166 

Collateral  Manager  Group 113 

Collateral  Manager  Securities 45 

Collateral  Quality  Tests 132 

Collection  Accounts 154 

Combined  Trade 145 

Commercial  ABS  Securities 119 

Commission 152 

Company 189 

Confirmation 12, 122 

Consumer  ABS  Securities 119 

Consumer  Loan  Securities 119 

Controlling  Class 87 

Controlling  Party 210 

Controlling  Person 191 

Convertible  Bond 61 

Coverage  Tests 71 

CPDIs .186 

Credit  Card  Securities 119 

Credit  Derivatives  Definitions 12, 122 

Credit  Event 128, 129 

Credit-Improved  Asset 143 

Credit-Improved  Criteria '..  143 

Credit-Risk  Asset 144 

DBSI 2 

Defaulted  Asset 61 

Defaulted  Interest 50 

Deferred  Interest 17, 50 

Deferred  Interest  PIK  Bond 62 

Definitive  Notes 81 

Definitive  Preference  Shares 100 

Delivered  Obligation 123 

Designated  Maturity 52 

Determination  Date 62 

Disclosure  Regulations 188 

Discount  Underlying  Asset 62 

Disposition 137 


Disposition  Proceeds 137 

Distressed  Ratings  Downgrade 129 

Distribution  Compliance  Period i,  23, 24 

Distribution  Date 50 

DOL 191 

Dollars i 

DTC 2,99 

Due  Period 55 

Eligibility  Criteria 145 

Eligible  Country 63 

Eligible  Investments 155 

Eligible  SPV  Jurisdiction 63 

Emerging  Market 119 

Equipment  Lease  Securities 119 

Equity  Security 144 

ERISA Hi,  190 

ERISA  Plan 209,  212 

ERISA  Plans 190 

Euroclear i.  99 

Event  of  Default 85 

excepted  investment  company 198,  208 

Excepted  Property 63 

Excess  Cash  Flows 98 

Excess  Collateral  Account  Amount 160 

Excess  Interest 58 

Excess  Principal  Proceeds 59 

Exchange  Act xiv 

Expected  Interest  Amount 127 

Expense  Account 158 

Failure  to  Pay  Interest 130 

Failure  to  Pay  Principal 128 

Fee  Cap  Amount 63 

FICO  Score 63 

Final  Maturity  Date 18,  53 

First  Auction  Call  Date 20,  75 

First  Distribution  Date 17,  51 

First  Period 170' 

First  Synthetic  Security  Counterparty 12, 122 

Fitch 129,155 

Fixed  Rate  Security 63 

Floating  Payment 126 

Floating  Rate  Payer  Payment  Date 127 

Floating  Rate  Security 63 

Florida  Act vii 

Flow-Through  Investment  Vehicle 199,  209 

Form-Approved  Synthetic  Security 12, 122 

Franchise  Securities 121 

FSMA xiv,  194 

GECC 152 
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GEFCMS 152 

GIC 16 

Global  Notes 24 

Group  I  Countries 63 

Group  II  Countries 64 

Guarantee 16, 152 

HBK 166 

Highest  Auction  Price A-2 

Indenture 2 

indirect  participants 85 

Initial  Interest  Rate  Swap  Counterparty...  12, 153 

Initial  Investment  Agreement 16, 151 

Initial  Investment  Agreement  Provider16, 151, 152 

Initial  Purchaser 2 

Initial  Rating 144 

Institutional  Accredited  Investor v 

Interest  Collection  Account.... 154 

Interest  Only  Security 64 

Interest  Period 51 

Interest  Proceeds 64 

Interest  Rate  Swap  Agreement 12, 153 

Interest  Rate  Swap  Counterparty 153 

Interest  Rate  Swap  Counterparty 

Collateral  Account 160 

Interest  Shortfall  Amount 126 

Interest  Shortfall  Reimbursement 

Payment  Amount 127 

Inverse  Floating  Security 65 

Investment 16, 151 

Investment  Act xi 

Investment  Agreement 151 

Investment  Company  Act 2,  201, 203,  211 

Investment  Grade 144 

Irish  Paying  Agent 49 

IRS 183 

ISDA 41 

Issue 65 

Issuer 1,  2,  3 

Issuer  Charter i,  3 

Issuers 1,4 

Legend 82 

LIBOR  Business  Day 52 

LIBOR  Determination  Date 51 

Listed  Bidders A-1 

London  Banking  Day 52 

Majority-in-lnterest  of  Preference 

Shareholders 65 

Management  Agreement 4, 165 

Management  Fee 168 


Margin  Stock 65 

Master  Agreement 12, 122 

MBS  Pay  As  You  Go  Form 41 

Measurement  Date 65 

Mid-Prime  Securities 119 

Minimum  Preference  Share  Redemption 

Amount 20,75 

Monthly  Report 95 

Moody's 2 

Moody's  Asset  Correlation  Factor E-2 

Moody's  Asset  Correlation  Test 133 

Moody's  CDOROM™  Model 133 

Moody's  Correlation  Factor 133 

Moody's  Haircut  Value 66 

Moody's  Limit  1 66 

Moody's  Limit  2 66 

Moody's  Minimum  Weighted  Average 

Recovery  Rate  Test 133 

Moody's  Rating 132,  C-1 

Moody's  Rating  Factor C-1 

Moody's  Weighted  Average  Rating 

Factor ■. 133 

Moody's  Weighted  Average  Rating 

Factor  Test 133 

Moody's  Weighted  Average  Recovery 

Rate 133 

Negative  Amortization  Security 66 

Net  Outstanding  Underlying  Asset 

Balance 66 

Net  Scheduled  Periodic  Offsetting 

Transaction  Payment 68 

Non-Subprime  Home  Equity  Loan 

Underlying  Securities 120 

Non-U.S.  Holder 183 

Note  Purchase  Agreement 193 

Note  Register 81 

Note  Registrar 81 

Note  Valuation  Report 95 

Noteholders 26 

Notes 1,2,1 

Notional  Amount 124 

Offer 113 

Offering iv 

Offering  Circular 1 

Offset  Transaction 15, 130 

Offsetting  Transaction 15 

Offsetting  Transaction .130 

Offsetting  Transaction  Counterparty 15 

OID 185 
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Optional  Redemption 20, 75 

Order xiv 

Original  Purchaser 193 

Original  Purchasers 22 

Other  Indebtedness 62 

Outstanding 91 

PAC  Method 185 

Participants 81 

parties  in  interest 190 

Pay  As  You  Go  Forms 41 

Paying  Agent 54,  98 

Payment  Account 157 

Pension  Protection  Act  of  2006 191 

Permanent  Regulation  S  Global  Notes i 

Permanent  Regulation  S  Global 

Preference  Shares 24,  99 

Physical  Settlement  Amount 124 

PIK  Bond 68 

Plan  Asset  Regulation 191 

Plan  Assets 209,  212 

Plan  Fiduciary 190 

Plans : '. 190 

pre-amendment  beneficial  owners 198,  208 
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Debt  Investor  Presentation 
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Deutsche  Bank  Securities  Inc.,  a  subsidiary  of  Deutsche  Bank  AG,  conducts  investment  banking  and 
securities  activities  in  the  United  States. 


A  Passion  to  Perform. 
Deutsche  Bank  l£J 
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A  Passion  to  Perform. 
Deutsche  Bank  LU 


IMPORTANT  NOTICE 


THE  INFORMATION  CONTAINED  IN  THIS  CONFIDENTIAL  INFORMATION  MEMORANDUM  (THE  "INVESTOR  PRESENTATION')  IS  BEING  FURNKHEO ,  TO 
SELECT  PROSPECTIVE  INVESTORS  ON  A  CONFIDENTIAL  BASIS  FOR  THE  PURPOSE  OF  PROVIDING  CERTAIN  INFORMATION  ABOUT  HBK 
fNVESTMENTS  L  F '  {"HBK1  OR THE  "COLLATERAL  MANAGER")  AND  ITS  AFFILIATES,  AND  CERTAIN  CDO  TRANSACTIONS  MANAGED i  BY '  HBK.  THIS 
InvIsTOR   PRESENTATION   MAY  NOT   BE   REPRODUCED  OR  PROVIDED  TO  OTHERS  WITHOUT  THE  PRIOR  WRITTEN   PERMISSION   OF  THE 

™LS^NVKTO^NPReIeNTATION  CONTAINS  INFORMATION  WHICH  HAS  BEEN  PROVIDED  BY  A  NUMBER  OF  SOURCES .INCLUDING  CERTAIN 
PERSONNEL  OF  HBK  IN  ADDITION  THE  RESULTS  OF  CERTAIN  FINANCIAL  MODELS  ARE  CONTAINED  HEREIN.  FORWARD  LOOKING  DATA  SUCH  AS 
TH^RESULTS  OFTHE  F^NANCiAL  MODELS,  ARE  .NHERENTLY  UNCERTAIN.  AND  NO  REPRESENTATION I  OR >  ™«RANTV '•  J**^™ '"™  * 
MADE  BY  DEUTSCHE  BANK  SECURITIES  INC.  OR  DEUTSCHE  BANK  AG,  LONDON  (COLLECTIVELY.  INCLUDING  ANY  OF  ITS  AFFILIATES .  DB  )  OR  HBK 
WVTH  RESPECT  TO  SUCH  MODELS  OR  THE  ASSUMPTIONS.  HYPOTHETICAL  RESULTS.  ESTIMATES.  HYPOTHETICAL  PERFORMANCE  ANALYSIS  OR 
OTHFR  FINANCIAL  INFORMATION  CONTAINED  IN  SUCH  MODELS.  ACTUAL  RESULTS  MAY  VARY  MATERIALLY  FROM  THE  HYPOTHETICAL  RESULTS 
S^S^S^^S^SSSi  S.GNIFICANT  ELEMENTS  OF  SUBJECTIVE  ™ENTS I  AND |^»™  «™^^ 
AND/OR  CONSIDERATION  OF  DIFFERENT  OR  ADDITIONAL  FACTORS  COULD  HAVE  A  MATERIAL  IMPACT  ON  THE  RESULTS  INDICATED.  EACH 
RECPIENT^ hIrEO? rfUST MAKflTsTwN  EVALUATION  OF  SUCH  FINANCIAL  MODELS  (.NCLUDING  THE  ASSUMPTIONS  ON  WHICH  THEY  ARE 
RA^Fm  NFITHER  DB  NOR  HBK  ASSUMES  ANY  RESPONSIBILITY  FOR  THE  ACCURACY  OR  VALIDITY  OF  SUCH  FINANCIAL  MODELS  OR  THE 
ASSUMPTIONS  HYPOTHETOA^ RESULTS ^ESTIMATES.  HYPOTHET.CAL  PERFORMANCE  ANALYSIS  OR  ANY  OTHER  FINANCIAL  INFORMATION 
CONTAINED  IN  SUCH  MODELS.     NOTHING  CONTAINED  HEREIN  SHALL  CONSTITUTE  ANY  REPRESENTATION  OR  WARRANTY  AS  TO  FUTURE 

THISFPRESAENNCTATI0N  IS  FOR  INFORMATIONAL  PURPOSES  ONLY  AND  IS  BEING  FURNISHED  ON  A  CONFIDENTIAL  BASIS  TO  A  LIMITED  NUMBER  OF 
m  ilB^NVEsYoRS  THE  INFORMATION  AND  DATA  IN  THIS  INVESTOR  PRESENTATION  DO  NOT  PURPORT  TO  BE  ALL-INCLUSIVE  OR  TO  CONTAIN 
1^     OF  TH^  fNFORMATON  INVESTOR  MAY  DEEM  MATERIAL  TO  ITS  DECISION  TO  INVEST  IN  THE  NOTES  OR 

subord'nated^nt^ Bests'  accordTngIyA  prospective  investors  should  conduct ^their  own  «™j^  »™*K™  ™ 

ANALYSIS  OF  AN  INVESTMENT  IN  THE  NOTES  OR  SUBORDINATED  INTERESTS  AND  THE  INFORMATION  AND  DATA  SET  FORTH  HEREIN^  THIS 
PRESENW.ON  IS  NOT  A™0FFER  TO  SELL.  OR  A  SOLICITATION  OF  AN  OFFER  TO  BUY  ANY  SECURITY.  ANY  SUCH  °™M^ 
BY  AN  OFFERING  CIRCULAR  RELATED  TO  THE  NOTES  OR  SUBORDINATED  INTERESTS  (THE  "OFFERING  CIRCULAR")  AND  THE  INFORMATION 
CONTAINED HEREIN MS  SUPERSEDED  IN  ITS  ENTIRETY  BY  SUCH  OFFERING  CIRCULAR  IN  FINAL  FORM.  INVESTORS  SHOULD  REVIEW  THE 
o^fJr  nI  CIRCULAR  PR?OF t  TO Sg  AN  INVESTMENT  DECISION.  THE  INFORMATION  CONTAINED  HEREIN  IS  CONFIDENTIAL  AND  MAY  NOT  BE 
DIVULGED  TO  ANDERSON  OT^W  OR  R^DUCEdT  DISSEMINATED  OR  DISCLOSED  IN  WHOLE  OR  IN  PART.  SHOULD  THE  RECIPIENT 
DECLINfTO  INVEST  IN  ?HE  NOTES  OR  SUBORDINATED  INTERESTS,  IT  SHALL  RETURN  THIS  INVESTOR  PRESENTATION  AND  ANY  OTHER 
MATERIALS  SUPPLIED  BY  DB  AS  SOON  AS  POSSIBLE  AND,  IN  ANY  OTHER  EVENT,  UPON  REQUEST,  DESTROY  ALL  COPIES  AND  EXTRACTS  AND 
DELETE  AL^  COMPUtIr  fIlES  NEITHER  DB  NOR  HBK  MAKES  ANY  REPRESENTATION  WITH  ASPECT  TO  A  POTENTIAL  INVESTORS 
REGULATORY  OR  ACCOUNTING  TREATMENT.  INVESTORS  MUST  RELY  UPON  THEIR  OWN  EXAMINATION  OF  THE  TERMS  OF  THE  NOTES  AND 
SUBORDINATED  INTERESTS  AND  UPON  HIS  OR  HER  OWN  REPRESENTATIVES  AND  PROFESSIONAL  ADVISORS,  INCLUDING  LEGAL  COUNSEL  AND 
ACCOUNTANTS I  AS I  TO THE  REGULATORY  AND  ACCOUNTING  TREATMENT,  SUITABILITY  FOR  SUCH  INVESTOR.  AND  OTHER  ASPECTS  OF  AN 

'SSSSl^^^SS^S^^^  UNDER  THE  SECURITIES  ACT  OF  1933.  AS  AMENDED.  (THE  -,« £CPJ  OR 
THP  tStmfNT  COMPANY ACT  OF  1940  AS  AMENDED  OR  ANY  STATE  OR  FOREIGN  SECURITIES  LAWS,  AND  WILL  BE  OFFERED  AND  SOLD  ONLY 
^^SS^^S^^^t^S^O  OF  SECT.ON  3(C)(7)  OF  THE  ^^^^^^L^^mSSS^ 
.^iiAiciricn  imctiti  itiomai  BIIVFR<?"  (A<5  DEFINED  IN  RULE  144A  UNDER  THE  1933  ACT)  OR  INSTITUTIONAL  ACCREDITED  INVESTORS  (AS> 
DQEFANE?.N  RULE  50UA)S)  SI)  OR  CT  UNDER  THE  Zl .ACT)  OR  (2)  NON-U.S.  PERSONS  WHO  PURCHASE  OUTSIDE  THE  UNITED  STATES 

PASRT  XorSeIsNOT  ZcAtIvE6  OF  FUTORE  RESULTS.  ANY  INFORMATION  HEREIN  REGARDING  OTHER  TRANSACTIONS  IS  FROM  A 
DFFERENTtZpEROD  AND  HAS  UNIQUE  CHARACTERISTICS.  SUCH  INFORMATION  IS  NOT  INDICATIVE  OF  THE  CHA^CTERISTICS  OR 
PERFORMANCE  OF THE CURRENT  TRANSACTION.  THE  ANALYSES  CONTAINED  HEREIN  PRESENTS  HYPOTHETICAL  RESULTS  WHICH  MAY  NOT  BE 
ATTAINABLE. 
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Executive  Summary 


Section  1 


Opportunity  Overview 


Transaction  Schedule 
Pricing:  end-Feb 

Closing:  mid-Mar 

Non-call  period  ends:  3  yrs 

Reinvestment  period  ends:  2  yrs 
Auction  calls  begin:  6.25  yrs 

Reverse  turbo  begins:  8.25  yrs 

Legal  final  date:  40  yrs 


O 

m 


$1.1  billion  partially  static  mezzanine  ABS  CDO  to  be  managed  by  HBK  Investments  LP.  and  its  affiliated 
subsidiaries  ("HBK") 

-  Predominantly  RMBS  (-88.6%)  with  smaller  allocations  to  ABS  CDOs  (-4.5%),  CMBS  (-3.3%)  and 
Student  Loans  (-3.5%) 

-  Static  [26.i]%  non-investment  grade  assets  (minimum  rating  of  Ba2/BB)  -  only  RMBS  assets 

-  Pure  sequential  pay-down  structure  and  with  coverage  tests 

-  Optional  call  after  year  3;  auction  call  after  year  6.25 

-  As  with  all  its  prior  CDOs.  HBK  will  purchase  100%  of  the  Equity  in  Gemstone  CDO  VII 
De-levering,  partially  static  structure 

-  2-year  limited  reinvestment  period  -  only  investment-grade  asset  amortizations  can  be  reinvested 

-  Reinvestments  can  be  only  be  in  assets  rated  Baa3/BBB-  or  better  (investment  grade) 

-  Static  below-investment-grade  ("BIG")  bucket  -  principal  proceeds  on  BIG  assets  are  used  to  amortize 
the  capital  structure  sequentially 

i  Credit-risk,  Credit-improved  and  Discretionary  (up  to  20%  per  annum)  trading  allowed 

i  Flexibility  to  purchase  cash  and  synthetic  assets;  max  65%  synthetic  bucket  for  pay-as-you-go  CDS  (RMBS 

and  CDOs) 
i  Triple-B  turbo  amortizes  Class  D  (Baa2/BBB)  using  excess  interest  (otherwise  payable  to  Equity) 


o 
o 
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(1)      Source:  HBK. 
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HBK  is  one  of  the 

premier  investment 

management  firms  in  the 

industry 


MBK's  CDO  Program  is  a 

key  component  of  the 

investment  and  funding 

strategy  of  its  structured 

product  division 


■  Experienced  CDO  Manager  with  a  strong  alignment  of  economic  interest  with  investors 

-  Gemstone  VII  will  be  HBK's  eighth  ABS  CDO.  HBK  has  successfully  brought  to  market  7  ABS  CDOs 
totaling  $3.6  billion  aggregate  issuance 

-  HBK  is  an  investment  management  firm  founded  in  1991  with  equity  capital  under  management  of 
approximately  $12  billion*1 ».  HBK's  structured  finance  team  manages  $5.0  billion  in  structured  finance 
securities  including  $3.6  billion  of  structured  product  CDOs,  as  of  November  30th,  2006<1) 

-  As  with  all  its  prior  CDOs,  HBK  will  purchase  1 00%  of  the  Equity  in  Gemstone  CDO  VII 

■  HBK's  investment  process  integrates  expertise  in  capital  markets,  structural  analysis,  collateral  and  loan- 
level  analysis,  due  diligence,  and  in-house  surveillance.  HBK  is  seen  as  not  as  a  trader  but  as  a  vigilant 
investor  that  maximizes  value  through  intensive  analysis  and  surveillance 

■  Structured  products  exhibit  relatively  stable  performance  and  low  default  history 

-  Favorable  Default  and  Rating  History  -  structured  products  have  exhibited  historically  low  incidence  of 
default  and  as  structures  delever  these  assets  become  candidates  for  credit  outperformance 

-  Good  Relative  Value  -  structured  products  have  historically  priced  and  continue  to  price  wider  than 
similarly  rated  corporates  due  to  liquidity  and  complexity  premium  that  can  be  arbitraged  through  buy- 
and-hold  cash  flow  CDO  structure 
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(1)      Source:  HBK. 
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Gemstone  CDO  VII,  Ltd. 


Section  2 


Pure  sequential  pay- 
down  structure  and  with 
coverage  tests 


Transaction  Overview 

i  $1.1  billion  partially  static  mezzanine  ABS  CDO 

-  Target  portfolio  comprised  of  [88.6]%  RMBSl  [4.5]%  ABS  CDOs,  [3.3]%  CMBS  and  [3.5]%  Student  Loans 

-  Static  [26.1]%  non-investment  grade  bucket  comprised  of  RMBS  assets  only  rated  at  least  Ba2/BB 
i  Delevering  sequential  structure  with  coverage  tests 

-  Amortizations  on  assets  rated  below  Baa3/BBB-  are  used  to  delever  structure  and  pay  down  notes 

-  Amortizations  on  investment  grade  assets  can  be  reinvested  for  2  years  into  investment  grade  assets  only 

-  Coverage  tests  trap  and  divert  excess  interest  to  pay  down  notes  and  build  overcollateralization 


Indicative  Capital  Structure 


Triple-B  turbo  amortizes 

Class  D  (Baa2/BBB) 

using  excess  interest 
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Rating 

Class 

(MDY's/S&P) 

Aaa/AAA 

Size($)       • 

Size  (%) 

(65.0]% 

Subord  (%) 

[35.0]%        ; 

AvgUfe0' 

[3.2]  Years 

Legal  Final 

A-1'21    ■ 

[716,O00;000]  | 

■40  years 

A-2 

Aaa/AAA 

[87,000,000)   ; 

[7.9]% 

[27.1]% 

:    [5.3]  Years. 

40  years 

'.■:   B 

Aa2/AA 

[96,900,000]   ; 

[8.8]% 

[18.3]% 

[6.0]  Years 

40  years 

C 

A2/A 

••  [68,300.000] 

[6.2]% 

[12.1]% 

[6.3]  Years 

40  years 

■■■..■:   D 

Baa2/BBB 

[55,100.000] 

[5:0]% 

[71]% 

;[5:7]  Years;:. 

;  40  years 

E 

Ba1/BB* 

-:  [18,700,000] 

[1.7]% 

[5.4]% 

[63]  Years 

40  years 

Preference  Shares'31 

NR 

[59,500,000] 

\         [5.4]% 

;;■;    40  years 

\:;.;f:     Total 

1,101,500,000 

:      ioo.o% 

(1)  Average  Life  of  tranches  calculated  to  6.25  year  Auction  Call  (20%  of  collateral  expected  to  remain  outstanding). 

(2)  Class  A-1  may  be  split  into  multiple  tranches  based  on  investor  preference.) 

(3)  100%  of  Preference  Shares  retained  by  the  Collateral  Manager  and  not  offered. 
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Gemstone  CDO  VII,  Ltd. 


Section  2 


Portfolio  Composition 


Moody's  Rating  Composition'1' 


Portfolio  Composition 
S&P  Rating  Composition 


Asset  Type  Composition 


4S%- 

40%- 

33%- 

30% 

23% 

20%- 

13%J 

10% 

9% 

27% 

45% 

ffl 

$ 

Al  A3  A]  em         BU2 


»% 
«% 

10% 

as 
»% 

!5» 


Student  Loans 
CMBS  Conduit  3.5% 

3.3%        "\ 


Initial  Asset  Type  vs  Moody's  Rating 


(1) 


Total 

Aaa 

Aa1 

Aa2 

Aa3 

I    M    -  \ 

A2 

■  :  A3 ;' 

Baal 

Baa2 

Baa3 

'■BJI;;: 

i.l??.i 

RMBS  Midprime 
RMBS  Subprime 
RMBS  Prime 

53.1% 

34.2% 

1.4% 

2.7% 

1.4% 
0.8% 

0,7% 

4.5% 
1.1% 

4.5% 
0.9% 

22.4%;; 
.  234% 

5.2% 
3.3% 

11.6% 
4.7% 
1  4% 

CDO, 

4,5% 

4.5% 

CMBS  Conduit 

3.3% 

i   1.9% 

0.9% 

0.6% 

Student  Loans 
Total 

3;5%; 
160JJ% 

2.7%  ;; 

0  0% 

4.5% 

0.0% 

2:2% 

!  18% 
i  3.7% 

1 .7% 

3-4% 

6.2% 

5.4% 

45.8% 

8.5% 

17.6% 

(1)  Assets  not  explicitly  rated  by  Moody's  (approximately  6.2%)  are  notched  in  accordance  with  Moody's  notching  convention. 
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Gemstone  CDO  VII,  Ltd. 


Section  2 


•«>*'«*#•  *  *w;!«:  !i?.Sw.'.«Si 


$1 .1  billion  mezzanine 
RMBS  CDO 


100%  of  equity  retained 
by  HBK  (or  its  affiliates) 


Transaction  Highlights 


Ramp-up 
Management  Fee 

Limited  Reinvestment 
Period 

Triple-B  Turbo 

BB  Diversion  Test 

Manager  Trading 

Optional  Call 
Auction  Call 

Permanent  Reverse    : 
:Turbo  after  8.25  years  : 

Synthetic  Assets 


CD 

m 


ia   The portfolio  isexpected  to  be  100%  ramped  at  closing 

»   Senior  Management  Fee:. 30  bps  per  annum 
a  Subordinate t  Management  Fee:  none 

a  2  year  Limited  Reinvestment  Period  for  investment  grade  assets  only 

a  Static  non-investment  grade  bucket  -  these  amortizations  are  used  to  pay  down  structure 

z>   During  the  first  3  years  after  closing  (11  periods),  10%  of  the  Class  D  (Baa2/BBB)  Notes 

($[500*909]  per  period)  will  be  paid  down  with  excess  interest  proceeds;  after  the  first  3  years,  1 5% 
of  the  excess  Interest  proceeds  will  be  paid  to  Class  D 

a   Excess  interest  proceeds  (otherwise  payable  to  Equity)  will  pay  down  Class  E  (Ba1/BB+)  if  the 
Class  E  Interest  Diversion  Test  fails  until  it  is  brought  back  into  compliance 

«  Credit  Risk,  Credit  Improved  and  Defaulted  Assets  pursuant  to  the  Indenture 
»  20%  Discretionary  trading  ; 

•  a   3 years  ■  \ 

»  Auction  call  after  6.25  years,  and  if  unsuccessful,  on  a  semi-annual  basis  thereafter 

»   If  auction  calls  are  unsuccessful  for  two  years,  equity  will  not  bepaid  any  excess  interest  proceeds; 
instead  such  monies  shall  be  usedito  pay  down  outstanding  Notes  In  a  reverse  order  of  seniority 
(Class  E,  fdlfowed  by  Class  D,  Class  C,  Class  B,  Class  A-2,  and  finally,  Class  A-1) 

a   Up  to  65%  of  the;p6rtf6lio  may  consist  of  "pay-as-you-go"  credit  default  swaps  on  RMBS  or  CDO 
reference  obligations,  replicating  ca!sh  position  in  the  underlying 
-Fixed  Cap  will  apply  to  RMBS  PAUG  CDS 

-  Variable  Cap  (and  no  implied  Writedowns)  will  apply  to  CDO  PAUG  CDS 

-  The  transaction  may  feature  a  GIC ;;to  invest  the  cash  that collateralizes  the;  PAUG  assets 
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Transaction  Highlights  (continued) 
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Key  Collateral  Characteristics 


I  Floating  Rate  Assets 
Fixed  Rate  Assets 
■Synthetic  Assets 

Closing  Portfolio 

;,   [94.1]% 
i    [5.9]% 
',  [56.7]% 

Limit 

/■     [94  0]%  min   "t 
[6.0]%  max 
[65.0]%  max    ' 

Moody's  WARF 
ilyiood/sCorrelatlon  Factor 
■Moody's .Weighted  Average  Recovery  Rate 

[645](Baa3/Ba1) 

"     ;[21.6]% 

;;v  J  [25.7]% 

[665]  (Baa3/Ba1)max 
[23.1]%  max 
[24.2]%  min 

'■.  Weighted  Average  Spread 
Weighted  Average-Coupon 

;[2.36]% 
][5:36]% 

■Spread  vectorcovenanti 
Coupon  vector  covenant 

Coverage  Tests 

Overcollateralization  : 

Interest  Coverage 

At  Closing 

fTest_ 

Cushion 

At  Closing™ 

Test                Cushion 

Ciass  A/B  OC  Test               [122.37]% 
Classt  OC  Test                  [113.74]% 
Class  DOC  Test;;               [107.61]% 

[117:37]% 
[1 09.99)% 
[104.86]% 

[5.00]% 
[3.75]% 
[2.75]% 

[140.10]% 
[127.91]% 
[117.13]% 

[107.00]%               [33.10]% 
[103.00]%               [24.91]% 
[100.00]%               [17.13]% 

Class  E  Diversion  Test         [1 05.68]% 
(1)  Interest  Coverage  at  Closing  are  estimates. 


[103:56]% 


[2.12]% 
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Gemstone  CDO  VII,  Ltd. 


Section  2 


Eligibility  Criteria 


Eligibility  Criteria  (Concentration  Limits) 


Ratings  Concentration  Limits 
Specified  Type  (Asset  Type)  Limits 


Servicer  Limits 


Issue  (Securlty/CUSIR-level)  Limits 

Synthetic  Security  Limits 
Fixed  Rate  Assets 


Max  [26.1]%  rated  below  Baa3/BBB-(RMBS  only). 

Max  [100]%  Home  Equity,  Residential  A,  and  Residential  B/C  in  aggregate 

Max  [10]%  CMBS  in  aggregate  ■       -. 

Max  [10]%  CDO  in  aggregate;  allCDOs  must  be  rated  Baa3/BBB- or  above 

Max  [5]%  ABX  tranches  In  aggregate 

Other  Asset  Types  subject  to  additional  limitations 

The  aggregate  principal  balance  of  all  assets  serviced  by  the  same  Servlcer.should  not 

exceed  [7.5]%,  except  that  the  aggregate  principal  balance  may  be  up  to: 

-  [20]%  if  the  Servicer  is  rated  at  least  Aa3  or  SQ1  by  Moody's 

-  [10]%  if  the  Servier  is  rated  below  Aa3  and  below  SQ1  Moody's 
(2  exceptions  may  be  up  to  [15]%  each) 

or,  theaggregate  principal  balance  maybe  up  to: 

-  [15]%  if  rated  at  least  AA- or  Strong  by  S&P 

-  [10]%  if  ratedat  least  A- or  Above  Average  by  S&P 

Max  [2.5]%  Baa3/BBB- or  higher  (5  exceptions  up  to  [3.0]%) 
Max  [1.25]%  for  Ba1/BB+ or  below  (5  exception  up  to  [1.5]%) 

Max  [65]%  Synthetic  Securities  ! 

Max  [6.0]%  j 
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Collateral  Haircuts  for  Class  A/B.IC  and  D  Overcol lateralization  Tests 

Allowed  Cushion'1' 


Initial  Level 


Haircuts  for  collaterals  over  the 
threshold  (Initial  +  Cushion) 


Moody's  Ba1/Ba2/Ba3  rated  collateral 
Moody's  B1/B2/B3  rated  collateral 
Moody's  Below  B3  rated  collateral 
S&P  BB-f/BB/BB-  rated  collateral 
S&P  B+/6/B-  rated  collateral 
S&P  Below  B-  rated  collateral 


:[5]%' 


m 


[5]%' 


«) 


[10]% 
[20]% 
[50]% 
[10]% 
[20]% 
[30]% 


[26.1]% 
[0]% 

:[0]% 

[8.4]% 
[0]% 
[0]% 

Referenced  to  raUrigsare  to;  Moody's  and  S&P  ratings,  as  applicable.  For  ^complete  descriptton  of  ^^ 

(1 )  Allowed  Cushion  Is  In  addition  to  the  Initial  Level  of  collateral. 

(2)  Allowed  Cushion  may  be  up  to  |5|%  shared  between  the  three  major  rating  categories  listed  above  as  long  as  the  total  threshold  amount  Is  no  more  than  [31.1|A 
(26.1%  +  5.0%)  for  Moody's  and  no  more  than  [13.41%  (8.4%  +  5.0%)  for  S&P  across  all  three  major  rating  categories. 
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Gemstone  CDO  VII,  Ltd. 


Section  2 


Investment  Rationale 


Class  C/D  Expected  OC  Levels 


Faster  OC  Buildup  -  Compared  with  a  traditional  3Jyear  reinvestment  period  structure,  Gemstone  CDO  VII  builds  OC 
quicker  due  to  the  partially  static  structure,  short  2-year  reinvestment  period  and  the  triple-B  turbo  feature. 


1«% 

135* 

— •— Q7  Class  C  OC 

130* 

■•<■:•■  Revorvtrtg  Class  C  OC 

IWfc 

12m 

US* 

,_*W««rtW»**£*^ 

,.y«-W 

;::'::"<!'  1:""'" 

110* 

■ 

jarv«7     Jui-07     J»»<8     Ju«S     J»(vOQ     JW-00     *n.10     Jtf-10     JW-11      AJ-1 1     Jm-l?     JU-1? 

Weighted  Average  Spread  Vector 

Spread  Curve  Vector*1'  -  WAS  is  expected  to  decrease  over 
time  due  to  static  amortizing  BB  RMBS  assets  which  have 
higher  spreads.  This  issue  is  addressed  in  Gemstone  VII  by 
modeling  the  WAS  as  a  spread  vector  that  declines  over  time. 


-G7Cla»0OC 

"  Revolving  Oast  0  OC 


Expected  WARF 


Improved  Credit  Quality  Over  Timet2)  -  As  the  BB  RMBS 
assets  amortize,  investment  grade  assets  will  remain, 
resulting  in  an  overall  credit  improvement 


(D 

m 
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o 
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0 


-:-WA  Spread 
— X—  Covenant 


1 


< X-.*_f-X~.» 


J»*07     WW     JxMO     W-OB     JwM»     MW     Jxn-W     JW-TO     J»nH      A*H     J»n-l?     A"-'? 


( X-Xr-X-1 


N, 


'~*~»— SC— «— X 


-■*-•  Expected  WARF 
Max  WARF 


JpiflT      JuM)7     J*M)e     WOB     J*»*lv     JJ«»     J"*-'0     JJ-10     Un-11      Ju'l 


(1)  IG  Floating  reinvestments  are  assumed  to  be  in  assets  with  3.5  year  bullet  maturity  and  spread  of  230  bps. 

(2)  IG  asset  amortizations  are  assumed  to  be  reinvested  in  assets  that  have  a  WARF  equal  to  the  initial  WARF  of  Die  relevant  IG  bucket. 
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Section  2 


Investment  Rationale 


05 


CD 
0) 

^* 

3 

CD 

c 

CD 
(0 

CD 

Q. 


o 

m 


o 
o 
o 
o 

-vl 

o 
o 


Asset  Portfolio  Amortization 


The  credit  quality  of  the  portfolio  is  expected  to  naturally  improve  over  time  due  to  the  static  BB  bucket 
and  the  reinvested  investment-grade  assets 

The  Gemstone  VII  structure  has  higher  subordination  because  it  does  not  take  credit  from  rating  agencies 
for  the  natural  WARF  improvement  and  is  also  conservatively  sized  to  take  into  account  that  portfolio 
spread  (WAS)  will  decline  over  time 

900m 


600m 


300m 


»  Fixed  Cash 

fi  Investment  Grade  Floating 

»  Below  Investment  Grade 
Floating  (RMBS) 


Om 


2007 


Deutsche  Bank 
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WARF 


643 


2008 


nm 


f-SfcS 


n.-:*. : 


2009 


2010 


2011 


2012 


623 


358 
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Section  2 


Breakeven  Analysis 
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Breakevens  -  to  Maturity0 )<2K3) 
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To  PIK 

To  Break 

in  Yield 

To  Return  < 
CDR 

[49:4]% 

sf  Investment 

CDR 

Cumulative 

CDR 

Cumulative 

[69.7]% 

Cumulative 

Class  A- 1 

[29.1]% 

[69.7]% 

i  [29.1]% 

[83.1]% 

Class  A-2 

[21.2]% 

[57.8]% 

[21^]% 

;   [57.8]% 

[24.7]% 

[63.4]% 

Class  B 

[15.1]% 

[47.0]% 

;[15.1]% 

[470]% 

[1 7.91% 

[51.8]% 

Class  C 

[7:7]% 

[28.8]% 

';  [9-3]% 

[32.6]% 

[11,4]% 

[38.7]% 

Class  D 

[4.0]% 

[15.9]% 

i[4.0]% 

[15.9]% 

[6:9]% 

[26.3]% 

Class  E 

[1.0]% 

[4.2]% 

;[2.7]% 

[11 .0]% 

[4:2]% 

[16.9]% 

(1)  Note  breakeven  analysis  assumes:  (i)  forward  LIBOR  curve,  (ii)  base  case  collateral  cash  flows,  (iii)  constant  annual  defaults  occur 
from  the  closing  date  and  at  the  beginning  of  each  collection  period  with  50%  instantaneous  recovery,  (iv)  principal  and  interest 
proceeds  on  cash  assets  are  assumed  to  be  reinvested  short  term  and  accrue  interest  at  3m  LIBOR  -  0.20%. 

(2)  30bps  senior  collateral  management  fee;  senior  ongoing  deal' expenses:  US$250,000  p/a  +  0.04%  p/a. 

(3)  To  maturity  assuming  no  calls. 
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(nterest  Proceeds 

Trustee  Fees  *J 

issuer  Expenses  (excluding  Management  Fees)  < 

Payment  on  Svwp/Cap  or  CDS  (if  any) 

Senior  Management  Fee 

Class  A  Interest 

Class  B  Interest 

Class  A/B  Coverage  Tests 

Class  C  in*rest"> 

.    Class  C  Coverage  Tests 

Class  C  Deterred  Interest 

Class  0  Interests 
Class  D  Coverage  Tests 
Ciaes  D  Deferred  Interest 

Class  E  Interest 

Class  E  Deferred  Interest 

Class  E  Diversion  Test 

Class  D  (Baa2/BBB)  "Turbo"  Payment 

^Subordinated  Swap/Cap  or  CDS  Termination  Payments 
(rf  any) 

Additional  Trvistee  /  issuer  Expense's  (if  any) 

After  year  8  25,  "Reverse  Turbo"  to  pay 
Class  E  to  Class  A  in  reverse)  order  of  seniority 


M-- 


! 


jprirtcipal:  prdceetfss 


Payments  to  Cover  Certain 
Interest  Procee.!'.  Shortfall  ?>'<> 


Reinvest  Pnnapal  proceeds  for  f'rsl  2  years 
(BB  proceeds  are  not  reinvested,  but  amqrtze  Notes) 

Class  A  Pnncipal  Until  Fully  Amortized 

Class  B  Principal  Until  Fully  Amortized 

Class  C  Deferred  imerest 
Class  C  Prinripj1  Until  Fully  Amclized 

Class  D  Deferred  Interest 
Class  D  Principal  Until  Fully  Amortized 

Class  E  Deferred  Interest 
Class  E  Pnnopal  Until  Fully  Amortized 


Payments  to  Cover  Interest  proceeds  Sr.ortfa!!  of 

Subordinated  Swap/Cap  or  CDS  Payrn  inte  iif  anyiand 

Additional  Trustee  or  Issuer  ExoenstvU't  any) 


Payments  to  Preference  Shares 


Deutsche  Bank 


m 


Payments  to  Preference  Shares 
(1 )      Dotted  lines  signify  that  Class  C  &  D  Interest  paid  from  Principal  Proceeds  contingent  upon  maintaining  OC  Levels  in  compliance 

Preliminary  and  Subject  to  Change 
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Overview 
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HBK  Investments  LP.  together  with  its  affiliated  subadvisors  ("HBK")  is  an  investment  management  firm 
founded  in  October  1991  with  equity  capitallunder  management  of  approximately  $12  billion.  HBK's 
structured  finance  team  manages  $5.0  billion  in  structured  finance  securities,  including  $3.6  billion  of 
structured  product  CDOs,  as  of  November  30,  2006<1> 

HBK's  main  office  is  in  Dallas,  Texas,  with  affiliated  subadvisory  offices  in  New  York,  London,  Hong 

Kong  and  Tokyo 

HBK  employs  approximately  300  individuals  in  its  five  offices  globally 

HBK's  senior  management  team  has  been  working  together  since  1994 

The  firm  strives  to  provide  superior  risk-adjusted  rates  of  return  with  relatively  low  volatility  and  relatively 
low  correlation  to  most  major  market  indices 

-  "multi-strategy"  approach  with  a  sub-categorization  of  either  "market  neutral"  or  "absolute  return" 

i  From  inception  through  November,  2006,  HBK  generated  a  compounded  annual  return  of  14.61%,  net  of 
all  fees  and  expenses  and  assuming  reinvestment  of  all  distributions*1  )(2) 

-  positive  returns  for  every  consecutive  12-mpnth  period  in  its  history 
i  HBK  currently  manages  seven  ABS  CDOs 

-  CDOs  as  a  term-financing  source,  not  as  a  fee-generation  arbitrage  vehicle 

-  performance  snapshots  of  prior  CDOs  are  provided  in  Section  4 

-  all  junior  tranches  of  Sandstone  CDO,  HBK's  first  ABS  CDO,  have  been  upgraded  a  full  rating  by  S&P 
and  are  currently  on  upgrade  watch  by  Moody's 


(1)  Source:  HBK. 

(2)  Past  performance  is  not  indicative  of  future  performance. 
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Investment  Structure 
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Funds  from  HBK's  investors  are  invested  through  one  of  two  feeder  funds: 

-  HBK  Fund  L.P.  is  structured  to  accommodate  qualifying  U.S.  taxable  investors 

-  HBK  Offshore  Fund  Ltd.  is  structured  to  accommodate  U.S.  tax  exempt  investors  and  non-U.S. 
investors 

These  two  funds  have  combined  most  of  their  assets  into  a  single  master  pool  called  HBK  Master 
Fund  L.P.  I 

HBK  organizes  its  portfolio  positions  into  a  number  of  business  units,  each  with  a  different 
investment  strategy 

For  analysis  and  reporting,  the  business  units  are  aggregated  into  four  main  investment  groups: 

-  Credit:  Corporate;  Non-Corporate 

-  Equity:  Event  or  Spread  Driven;  Relative  Value 

-  Volatility,  Quantitative  and  Other 

-  Developed  Markets  Fixed  Income 

i  Investments  in  U.S.  structured  products  fall  under  both  Credit  (Non-Corporate)  and  Developed  Markets 
Fixed  Income  depending  on  the  credit  rating  of  the  asset  in  question 


m 


o 
o 
o 
o 

o 


Deutsche  Bank 


El 


!9 


Footnote  Exhibits  -  Page  1448 


o 
o 

3 

=ii 
Q. 
CD 

3 


Collateral  Manager  Overview  -  HBK  Investments  L.P. 

Legal  Structure 


Section  3 


CD 
0) 

r-t- 

3 

CD 

«-* 

73 
CD 
-Q 

c 

CD 
(fl 

CD 

Q. 


m 


o 
o 
o 
o 

o 

-vl 


HBK  Investments  L.P.  (a  Delaware  limited  partnership)  its  affiliated  subadvisors  manage  two  funds: 
HBK  Fund  L.P.  (a  Delaware  limited  partnership)  and,  HBK  Offshore  Fund  Ltd.  (a  Cayman  Islands  limited 
company)  and  each  of  which  has  invested  most  of  its  capital  in  HBK  Master  Fund  L.P.  (a  Cayman 
Islands  limited  partnership) 


US,  Taxable  Investors 


Offshore  and  U  S  Tax 
%  "■  s-Ex^rript  In  vestbfS: ''!$; 


HBK  Fund  L  P 


HBK  Offshore  Fund  Ltd.  ■'•»*- 


HBK  Master  Fund  L.P, 


Investment 

Management 

Agreement 


HBK  Investments*  -P f 


HBK  Services  LLC 

HBK  New  KSfk  LLC 

HBK  Virginia  LLC 


Affiliated  Sub-Advisors 


HBK  Fixed  Income  Ltd. 
■  Developed  Market  fixed 
Income  Investments 


HBK  Global  Securities!  UP. 
■■■  ■  ■  Registered  Broker-Dealer 
■  Conducts  securities  lending 
■  business  : 


Wholly  Owned  Subsidiaries 


Source:  HBK 
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Collateral  Manager  Overview  -  HBK  Investments  L.P. 


Business  Units 


Section  3 


Credit:  Corporate;  Non-Corporate 


Structured  Products  -  ABS,  CMBS,  RMBS,  GDOs. ; 
structured  nctfes  and  others 

EfUtirv^-p  Afericete-fixed  income  and  -^Mirv  securities 
issued  h'«  countries  outside  the  <3~  nations 

sovereign  snd  prw^s  issuers 
Corporate  Credit-  U.S  ana  international 

credit-driven  investments  in  developed  market, 

corporate  secunties 
.    Investment  grade  and  high  y\e\d,  par  and  distressed 

bank  debt,  trade  claims  equity  derivatives 

seeh  best  risk-reward  ■•■pport»nitv  Wilms  capital  strut  iu»e 
Private  Pfa$en*snt8-  equity  -tint  ed  privately  negotiated 
niV'--f«iTieciisi!iU.3  andnon-U.S  companies 


Volatility  Quantitative  and  Other 


Convertible  Arbitrage  -  ■  !S  and  International 
publicly  traded  «sqtfiry  d>>tivft«v«  in  US,  Japan,  Europe 
andAvia 

convertible  bonds,  convertible  preferred  stock,  v...(irjr«i» 
or  options  : 

VoiatiHiY  -  volatility  retetiwiUniJi  among  options  on 

equities  and  equity  indices 

Quanta  tfive  Strategies 
purchase  and  sale  of  stocks,  related  index  products  and 
exchange-traded  produc  K  to  take  advantage  oi  i.huri- 
lerm  and  Ion  |-term  statistic  al  phenomena 
highly  diversified  porifoiio  inieisA-1  to  o.titei  market 
exposure  and  exposure  to  a  variety  of  viher  fa;  tors 

Insurance  -  insurance  and  insurance-related  Investments 
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Equity:  Event  oi  Spre  ad  Driven;  Ri  lati  /e  Value 


s'#  Risk  arbitrage  and  other  event-driven  strategies  in  different 

markets,  Including  U.S.,  Europe  and  Asia 
«  Investments  involving  price  disparities  between  multiple  . 

share  classes  or  positions  in  the  capital  structure 
■0  Relative  value  -  market  neutral  investing  in  the  equity  or  ■ 

equity  derivatives  of  companies  deemed  to  be 

fundamentally  over  or  under  valued 


Developed  Markel  5  Fixed  Income  Investments 


Government  bonds    ^genctes  MB*;  »&*; 

Fixed  income  securities  primarily  in  G-7  nations      - 
Investments  intended  to  isolate  mispricings  across  various 
fixed  income  markets 
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Collateral  Manager  Overview  -  HBK  Investments  LP. 


Section  3 
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Corporate  Structure 

■  Supporting  the  investment  unit  is  the  back  office,  comprised  of  14  support  functions 

■  HBK  employs  over  300  individuals  in  its  five  offices  globally 


i  Credit:  Corporate;  Non  Corporate 

i  Equity;  Event  or  Spread  Driven;  Relative  Value. 

i  Volatility,  Quantitative  and  Other 

i  Developed  Markets  Fixed  Income 


■  Legal  &  Compliance 

■  Investor  Relations; 
*  Human  Resources 

■  Administrative  Support 

■  Risk  Management 

■  Quantitative  Research 

■  Strategic  Planning 


i  Accounting  and  Tax 

i  Finance 

i  Operations 

1 ; 1  nformation  Technology 

i  Systems  Development. 

i  Data  Management 

i  Internal  Audit 
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Structured  Products  Group 
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HBK's  Structured  Products  Group  is  one  of|the  leading  purchasers  and  long-term  investors  in  credit 
sensitive  mortgages 

-  the  group  is  responsible  for  managing  the  structured  products  portfolio,  including  RMBS  and  ABS,  a 
component  in  HBK's  overall  strategy  since  2002 

HBK's  business  model  focuses  on  deriving  returns  from  buy  and  hold  income  revenue  instead  of  short- 
term  trading 
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HBK's  investment  model  utilizes  proprietary  default,  prepay,  and  severity  loan  level  models  to  make 
investments  in  the  residential  market 


CDO  program  provides  long-term  committed  financing  to  HBK 


HBK  has  retained  100%  of  the  equity  from  cqo  transactions  resulting  in  strong  alignment  of  interests 
between  HBK  and  investors 
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Collateral  Manager  Overview  -  HBK  Investments  LP. 


Structured  Finance  Team 


Section  3 


CDO  Team 


Risk  Management 


Jamlel  Akhtar 

s    '■:■ ■■  Managing  Dinxtot  *  ■ 
S  /  4  yrs'iridOstry  exjpertenceV 
f4yraa/HBK 


Kevin  Jenks  ■ 

;::  5*w<3/:  PprifoSo  Manager : 

15:yrs  industry experience 

6  yrs  at  HBK 


o 
m 
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Joel  Eenlgonburg 
Senior  Developer.., ■:■:■■■. 

Wyrs  industry.  expe'riencBi 
13  yrs  at  HBK 


SethPadowltz 

Senior  Developer 

7  yts  industry  experience 

7  yrs  at  HBK 


Rui  Gong 

Developer 

7  yrs  industry  experience 

2  yrs  at  HBK 


Stewart  Stimson 

';.  £  Developer/  Support  :j;:; 

.  ■  1 7  yrs  mdusfry  experience 

9yreeJH8K 


Gayta  Otley 

0.t.  OS  Operations 

(f  yrs  industry  experience 

ttyrsalHBK 


Jefl  Schmltt 

Collateral  Analyst 

$  yrs  Industry  experience 

B  yrs  at  HBK 


sjISssS?  Bte  Mattel  ;!£ 
CoUateeal  Analyst 
Tyre  industry  experience 
eyrsatHBK 


Celeste  Bongston 

Pricing  Auditor 

5  yrs  industry  experience  . 

2yratHBK 


Greg  Thoma9 

Pricing  Auditor 

9  yrs  Industry  experience 

9  yrs  st  HBK 


■:■■..  Klmbertee  Rwman    ;; 

Associate  General      : 

Counsel 

1 7  yrs  industry  experience 

ByrsetHBK  , 


JaneRast 

Internal  Counsel 

1 1 yrs  Industry  experience 

iyt  at  HBK 


$  Professionals 


if;*-  Jim  Wang 
Sr.  Quant  Analyst 
10  yrs  industry  experience 
2  yrs  at  HBK 


Jason  Lowry 

Analyst/  Traitor 

$  yrs  industry  experience 

4  yrs  at  HBK 


''::■■':  ■:■;.  Marco  Lukesch *  s 

Analyst  /  trader 

6  yrs ihdusiiyexperisrice 

3  yrs  at  HBK 


9  Surveillance 
.    Analysts 


Quantitative 

KsfAnSJystS-VB 


Ql  Wang 

Managing  D-wctor 

IS  yrs  Industry  experience 

9  vns  aii  ';■ 


Brett  Orr 

Trader 

id  yes  Industry  experience: 
WyrsatHBK :.:..: 


50  Professionals 


30  Protesstonals 
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Structured  Products  Portfolio 
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RMBS  /  ABS  have  been  a  component  in  HBK's  overall  strategy  since  2002.  HBK  manages  a  structured 
products  portfolio  of  approximately  $5.0  billion,  including  $3.6  billion  of  structured  product  CDOs<1> 

HBK  follows  a  buy-and-hold  strategy  for  its  ABS  investments;  HBK  hedges  the  interest  rate  exposure 

and  retains  the  credit  exposure  of  its  ABS  portfolio 

Currently,  there  are  only  three  downgrades*2*  in  HBK's  ABS  portfolio 


Asset  Type 


Rating'3) 
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Deutsche  Bank 
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RMBS  prime 
3.9% 

Student  loans 
8.5%        ~~" 


RMBS  midprime 
35.8%        | 


RMBS  subprime 
34.6% 


(1)  As  of  November  2006. 

(2)  Excluding  one  other  downgraded  asset  that  paid  down  to  par. 

(3)  A  portion  of  the  "NR"  assets  includes  residuals. 
Sounx:  HBK 


Baa3 
14.6% 
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Investment  Process 
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Collateral  Manager  Overview  -  HBK  Investments  LP. 


Section  3 


Overview  of  Structured  Products  Investment  Strategy 


Multi-Strategy  Absolute  Return  Philosophy 


Credit:  Corporate 

Investments;  Non-Corporalo 

Investments 


Equity:  Event  or  Spread  \ 

Driven  Investments;  ftelatlve 

Value  Investments 


Volatility,  Quantitative and 

,-■:,.=.  inv  -stmsnts 


Developed  Mark .;, !  ixed 
Income  Inw  stments 


Overweight  US  Residential  Sector 

v  Higher  rates  have  reduced  ABS  issuance 

..  higher  relative  value  and  inherent  spread  pick-up  compared  to  other  fixed  income  markets  due  to  complexity  ot 

structures  and  liquidity  premium 

Bias  Portfolio  In  Favor  of  Liquid  Asset  Classes  within  Structured  Products 

m  Avoid  "unproven"  off-the-run  asset  classes  and  favor  established  liquid  asset  classes 
bs  High  granularity  of  underlying  collateral  supports  actuarial  security-level  analysis 

a  Generate  portfolio  alpha  by  exploiting  technical  market  inefficiencies  through  buy-and-hoid  strategy  and  not  through 
price-volatility  trades 

Target  Trlple-B  /  Double-B  Credit  Profile 

«  Triple-B  /  Double-B  residential  assets  present  best  relative  value  compared  to  other  sectors  in  structured  product 

market  and  the  broader  markets  ._....,,., .  *„hw 

a  Make  opportunistic  purchases  of  non-investment  grade  residential  assets  where  there  is  clear  track  record  and/or 

good  data  transparency 
«?  Emphasize  stability  of  credit  and  credit  ratings 
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Investment  Model 


Section  3 
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Pfim  i.v  & 

Secon  J  ..- ,  markets 

investment  Securities'' 


■  Prime  and  Alt-A  RMBS 

■  Alt-B 

■  Subprime  RMBS 

■  Investment  Grade  ABS 


Due  Diligence 

Servicing 
Surveillance 
Structuring 
Oi$tomfxed  -Pot 
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Long  term  financing  for 
HBK's  portfolio 


o 
o 
o 
o 

-g 

en 


Deutsche  Bank 


0 


28 


Footnote  Exhibits  -  Page  1457 


o 
o 

si 

Q. 
CD 

3 

0)' 


Collateral  Manager  Overview  -  HBK  Investments  L.P. 


Section  3 


Security  Selection  and  Portfolio  Management 
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Transaction 
Analysis 


Portfolio  Construction 
and  Management 
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i:'pealersV:.:--.: 

-  maintain  and  manage  dealer  relationships  in  order  to 
source  high  quality  opportunities  for  the  portfolio 

-  focus  on  new  issue  market 

-  consider  secondary  purchases  under  appropriate 
circumstances 

-  purchase  loans  directly  from  originators 


i  Originators 

-  analyze  originators  for  underwriting  consistency  and 
monitor  changes  to  competitive  landscape 

i  Servicers 

-  review  financial  condition  of  servicer 

-  historical  performance 

"'■  ';■'-;-  ease  of  transferring  servicing  \:\:- 
; ..:  -  delinquency  curing  strategies 

-  loss  mitigation 
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Collateral  Manager  Overview  -  HBK  Investments  UP. 


Section  3 


Security  Selection  and  Portfolio  Management  (continued) 
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investmenS  Origination 


Portfolio  Construction 

and  Management 


m 


o 
o 
o 
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i  Collateral  Analysis  i 

-  conduct  due  diligence  of  underlying  loan  collateral  to 
formulate  investment  assumptions 

-  loan  level  models:     : 

-  delinquency  and  default  forecast 

-  loss  severity 

-  collateral  prepayment  forecast 

-  FICO  stratifications,  loan  to  value  ratios,  historical  data, 
and  static  vintage  performance  are  among  the  factors 
included  in  the  analysis 


i  Waterfall  Analysis 

-  determine  priority  of  cash  flows  available  to  the 
investment 

■■:  -  seniority 

.■  -  lock-outs    V 

-  loss /delinquency  triggers 

-  static  vs.  revolving  pools 

-  use  cash  flow  models  to  analyze  investment 
performance  assuming  multiples  of  expected  default, 
varying  interest  rate  paths,  loss  severity  and  payment 
rates  _\  :;";..■'        *'•" rii' 

-  assess  sufficiency  of  credit  enhancement 
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Security  Selection  and  Portfolio  Management  (continued) 


CD 

I 

CD 

73 
CD 
-Q 
C 
CD 

J2. 

CD 
Q. 


Investment  Origination 


Transaction 
Analysis 
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■  Portfolio  Construction 

-  to  mitigate  potential  impact  of  any  one  investment 
decision  on  the  portfolio,  create  diversity  within  portfolio 

;    across: . :';;' 

"«   &  itrahsactibns  - 
',-",.   -originators 

■'■   -servicers 

;.;."   —  underwriters 

-  position  portfolio  with  top  issuers  and  tier  one  credits 


i  Portfolio  Management 

-  perform  regular  surveillance  of  collateral  performance 
using  remittance  reports,  Intex,  Loan  Performance,  and 
loan  level  data  from  servicers 

-  maintain  ongoing  dialogue  with  originators  and 
servicers 

-  aggressively  pursue  exit  strategies  when  investments 
significantly  underperform  compared  to  initial 
expectations -especially  in  cases  where  fraud  or 
servicer  "going  concern"  may  be  a  factor 

-  collateral  performance  is  monitored  and  measured  to 
original  and  subsequent  default  and  loss  assumptions 
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\V.'»i**m iST*  «"••  T?! «*» 


HBK  Investment  Approach 
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Underwnttng  guidelines 

Souronq  of  loans 

Servicing 

Past  perfbmw,.;  e 


■  Characterise 

■  Distributions 

■  Prepay  modal 

■  Loss  model 

-  default  timing 

-  cumulative  loss 

■  Loan  level  due  diligence  and 


1 


.Structural  Analysis 


Triggers 

Timing  of  payments  and  waterfall 

Mortgage  Insurance 

Prepay  penalties 

Fixed  t  floating 

Excess  spread 

Overcoilaterataa'uon 
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Source:  HBK 
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;  ■  IncdriWratfis M  COllgteral aMsrhictural  analysis 

■  Prepay,  loss  and  interest  rate  stress  scenarios 

■  Bonds  must  pass  multiple  tomes,  base  prepay  and  loss  assumptwns 
inclusive  of  intonc'jt  rate  fluctuations 


■  Diversity  across  transactions,  originators/ servicers;  and  underwnters 

■  Liquid  W-the-run  names 
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Collateral  Manager  Overview  -  HBK  Investments  LP. 

i  ~ 

Ongoing  Surveillance  and  Monitoring 


■  HBK's  upgrade  to  downgrade  ratio  is  23:3 

■  HBK's  credit  files  contain  the  relevant  documentation  and  analysis  performed  at  the  time  of  asset  purchase  including,  where 
available:  offering  documents,  marketing  material,  rating  agency  reports,  collateral  stratifications,  loan-level  information  and 
performance,  servicer  reports,  and  sensitivity  analysis  (movements  in  interest  curves,  prepayments,  defaults) 

■  Transaction  performance  is  tracked  monthly  via  trustee  surveillance  reports  and  ongoing  loan-level  information  to  monitor  and 
analyze  parameters  such  as  collateral  yields,  delinquency  and  default  trends,  recoveries,  prepayments,  and  available  credit 
enhancement 

■  Updated  stress  analysis  performed  on  underperforming  transactions  to  review  adequacy  of  credit  enhancement  under  various 
probabilistic  scenarios  to  analyze  potential  losses  and  make  a  sell  or  hold  decision 

■  News  monitoring  for  headline  risk  (related  to  originators  and  servicers)  including  changes  in  senior  unsecured  ratings  or  stock 
prices 

■  On-site  servicer  due-diligence  on  an  ongoing  basis  and  when  required  on  a  per  deal  basis  on  below-investment-grade 
securities 

i 
O  ■  Systems  used  for  monitoring  include:  Intex,  Bloomberg,  iCDO,  YieldBook,  ABSNet,  RiskSpan,  Loan  Performance  and  HBK's 

3  proprietary  loan-level  loss,  default  and  prepayment  models 
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Asset  level  credit  and  prepayment  performance  data  is  collected  monthly  from  remittance  reports  and 
flagged  for  certain  performance  statistics 
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Ongoing  Surveillance  -  Step  1  (continued) 
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Bonds  are  compared  monthly  to  the  entire  market  on  a  number  of  different  factors  based  on  loan  level 
performance 
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Collateral  Manager  Overview  -  HBK  Investments  LP. 


Section  3 


Ongoing  Surveillance  -  Step  2 


Updated  loan  level  information  is  received  monthly  from  servicers  and  Loan  Performance 

Prepayment  Default  Severity 


i&riafi  fpttrtofntafase:  ■-. 


Servicer  A 


Servicer  B      gg* 


Servicer  C 


Servicer  D 


ii':pS':LoanE;::::s5 
-*.         surveillance 
system  and 
database 


Sei  '■.     >•  >a  received  in 
c  ■<■■:!- '■;r  t  format 


Data  is  fed  through  HBK's 
proprietary  model    . 


Deal  1 


Deal  2 


Deal  3 


Deal  4 


•f 


Deal  5        JNT^ 


Deal  6 


Updated  default,  severity, 

and  prepayment  vectors  are . 

calculated 
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Asset  and  loan  data  are  cross-checked  and  compared  to  initial  assumptions  and  to  cohort  group  to 
identity  performance  deviation 

Deal  Performance  vs.  Cohort  and  Forecast 
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60  +  Delinquency  Performance 


Cumulative  Loss  Performance 
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The  quality  of  the  underlying  collateral  of  HBK's  previous  ABS  CDOs  is  reflected  in  a  stable  or  improved 
Moody's  WARF  since  inception 

Moody's  WARF  Change  Since  Closing  ^^ 


O 
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Quality 
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Increased  Credit 
Quality 
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Note:  Sufficient  data  points  for  Gemstone  CDO  VI  are  not  yet  available  to  chart  historical  performance. 
Source:  HBK  and  Trustee  Reports,  as  of  December  2006  reports. 
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Improving  Coverage  Ratios  in  HBK's  ABS  CDOs<1> 
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(1)  Graphs  depict  actual  overcollateralization  COC")  ratios  over  Ume  for  each  of  Sandstone  CDO  and  Gemstone  CDO  through  Gemstone  CDO  V.  Each  transaction's  historical  OC  ratio 
calculated  using  information  from  each  transaction's  respective  trustee  reports  was  indexed  to  1 00%  by  dividing  each  transaction's  historical  OC  ratio  by  the  respective  transaction  s 
original  OC  ratio.  Gemstone  VI  is  not  included  as  it  was  recently  closed  and  sufficient  data  is  not  available. 

(2)  Gemstone  II  Class  C/D  OC  data  points  are  graphed  as  Class  C  OC  levels  for  consistency. 

(3)  Gemstone  II  Class  E  OC  data  points  are  graphed  as  Class  D  OC  levels  for  consistency. 

Source:  HBK  and  Trustee  Reports,  as  of  December  2006  reports. 
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HBK's  proprietary  Default/Prepay  and  Severity  MSA-level  model  allows  for  predictive 
power  of  future  deal  performance 

Because  all  whole  loan  packages  and  every  primary  deal  issued  in  the  market  is  analyzed, 
in  addition  to  our  loan  level  surveillance  systems,  HBK  is  able  to  pick  up  on  trends  before 
they  adversely  impact  the  CDO 
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Due  to  size  and  trading  volume,  HBK  works  with  dealers  and  originators  to  customize 
pools  by  kicking  out  problem  loans 

As  a  significant  buyer  of  residuals,  HBK  also  purchases  much  of  the  capital  structure  of 
those  particular  RMBS  names 

-    CDO  buyers'  interests  are  closely  aligned  with  HBK's  interests  as  HBK  has 
considerable  exposure  to  the  same  or  lower  rated  bonds  in  our  CDOs 

HBK  now  has  the  ability  to  monitor  the  portfolio  performance  through  a  Blackberry  globally 
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HBK  analyzes  every 
bond  in  the  market, 
providing  for  a  vast 
range  of  data  as  well 
as  meaningful 
comparison  both  on 
an  absolute  and  a 
relative  basis 
From  this  data,  trends 
can  be  observed  early 
regarding  the  bonds 
themselves  as  well  as 
the  general  economy 
and  the  implications 
on  future  issuance 
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Proprietary  Cashflow  Systems 


CD 
0) 

3 

CD 

«— * 

73 
CD 
XI 

c 

CD 

a 

CD 
Q. 


m 


Based  on  existing  loan 
and  economic  data. 
HBK's  models  generate 
multiple  scenarios  based 
on  HPA,  interest  rates, 
unemployment  as  well  as 
other  factors 

These  scenarios  are  fed 
through  our  proprietary 
cash  flow  engine  to 
calculate  loss  coverage 
multiples  and  likely  total 
return  over  the  life  of  the 
security 
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Proprietary  Credit  Analysis  Systems 
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For  each  bond,  HBK's 
system  generates  a 
report,  providing  the 
stratification  of  the 
deal's  collateral  as  well 
as  highlighting  potential 
problems 

Users  can  literally  drill 
down  to  the  loan  level 
via  a  mouse  click 
Reports  are  also 
available  providing 
greater  detail  on 
specific  collateral 
characteristics  such  as 
state  or  FICO 
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Collateral  Manager  Overview  -  HBK  Investments  L.P. 


Section  3 


Market  Data 


HBK  maintains  extensive 
databases  of  current  market 
data,  both  proprietary  and 
from  public  sources  such  as 
broker-dealer's  research 
and  research  from 
government  agencies 

All  are  utilized  to  gain 
better  insight  into  the 
market  and  to  further 
streamline  proprietary 
models 
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Prepayments 


HBK  is  continuously  looking  to  improve  our  existing  models  and  methodology 

HBK  maintains  constant  dialogue  with  other  market  leaders  such  as  broker-dealers,  originators, 

servicers,  and  the  rating  agencies  to  better  improve  our  models 

HBK  spent  months  developing  and  streamlining  a  new  system  to  allow  for  faster  analysis  and  additional 

stresses  on  collateral 

HBK  continuously  compares  our  predictions  to  market  empirical  evidence  to  verify  and  improve  our 

models 

Cumulative  Losses 
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Collateral  Manager  Overview  -  HBK  Investments  LP. 


Section  3 


Biographies 


Jamiel  Akhtar 

Mr.  Akhtar  has  been  associated  with  HBK  since  1993  and  is  a  Managing  Director  of  HBK.  Mr.  Akhtar  is  primarily  responsible  for 
HBK's  developed  markets  fixed  income  arbitrage  portfolio,  which  includes  investments  in  government  and  agency  bonds,  futures, 
interest  rate  derivatives,  and  mortgage  and  asset-backed  securities.  Mr.  Akhtar  is  also  responsible  for  HBK's  Risk  Management 
Group.  He  received  an  A.B.  degree  cum  laude  in  Economics  in  1993  from  Harvard  College 

Kevin  Jenks 

Mr.  Jenks  has  been  associated  with  HBK  since  2002  and  is  the  firm's  senior  portfolio  manager  for  the  ABS,  MBS  and  CMBS 
sectors.  From  2000  to  2002,  Mr.  Jenks  was  a  senior  portfolio  manager  at  Vanderbilt  Capital  Advisors,  LLC  specializing  in  the 
structured  product  fixed  income  market  with  a  focus  on  structured  credit  securities.  He  was  a  senior  member  of  a  five  person 
team  responsible  for  managing  over  $6  billion  in  institutional  fixed  income  portfolios  for  clients.  From  1997  to  2000,  Mr.  Jenks 
was  a  portfolio  manager  with  Prime  Advisors,  where  he  was  responsible  for  the  trading,  investment  strategy  and  management  of 
a  $3  billion  plus  fixed  income  portfolio  consisting  of  total  return  funds  and  insurance  company  portfolios.  In  addition,  he  was  also 
the  firm's  sector  manager  for  structured  product  securities.  Prior  to  1997,  Mr.  Jenks  held  various  trading,  analyst  and  portfolio 
management  positions  at  Bank  Boston,  The  Boston  Company  Asset  Management  and  Fidelity  Investments.    Mr.  Jenks  received 
a  B.S.  degree  in  Finance  in  1992  from  the  University  of  Massachusetts 


Jason  Lowry 

Mr.  Lowry  is  an  assistant  trader/analyst  with  HBK.  Jason  oversees  system  analytics  and  structural  analysis.  Prior  to  joining  HBK 
Mr.  Lowry  was  a  quantitative  analyst  with  Freddie  Mac  in  fixed  income  research.  Mr.  Lowry  received  a  B.S.  degree  in  Physics 
and  Mathematics  with  University  and  Departmental  Honors  from  Carnegie  Mellon  in  2001 
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Marco  Lukesch 

Mr.  Lukesch  is  an  analyst  with  HBK.  Marco  oversees  surveillance  and  collateral  analysis  on  new  trades  and  existing  positions. 
Prior  to  joining  HBK  Mr.  Lukesch  was  a  consultant  with  Oliver,  Wyman  &  Co,  a  strategy  consulting  firm  devoted  to  the  financial 
services  industry.  Mr.  Lukesch  graduated  magna  cum  laude  from  the  University  of  Pennsylvania  in  2001  receiving  a  B.S.  from 
the  Wharton  School  and  a  B.A.  from  the  College  and  was  elected  Phi  Beta  Kappa 
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Kimberlee  Rozman 

Ms.  Rozman  has  been  associated  with  HBK  since  1999  and  is  Associate  General  Counsel  of  HBK.  Ms.  Rozman  is  responsible 
for  a  range  of  HBK's  legal  and  compliance  matters.  Prior  to  joining  HBK  Ms.  Rozman  was  associated  with  Jackson  &  Walker 
L.L.P.  Ms.  Rozman  received  a  J.D.  degree  summa  cum  laude  from  Dickinson  Law  School  in  1990 

Gayla  Mathis 

Mrs.  Mathis  has  been  associated  with  HBK  since  1996  and  is  responsible  for  global  trading  operations.  Mrs.  Mathis  graduated 
from  Texas  A&M  University  in  1996  with  a  B.S.  in  Accounting 
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Jim  Wang 

Mr.  Wang  is  a  senior  quantitative  analyst  with  HBK.  His  primary  responsibilities  include  developing  prepayment  and  default 
models  to  analyze  mortgage  pools.  Prior  to  joining  HBK,  Mr.  Wang  was  a  quantitative  analyst  in  ABS  Research  at  Citigroup.  Mr. 
Wang  graduated  from  Brandeis  University  with  Ph.D.  in  physics  in  1996 
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Perlormance  o1  HBK's  Prior  CDOs 


Section  4 


Sandstone  CDO 

Sandstone  CDO'1)  (closed  in  June  2004) 


As  of  12/31/06 
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~  FFML  2003*FH2  M6  was  downgraded  from  B8  to  B  By  S&P.  currently  has  a  factor  of  .34836 

-  IBMLT  2003-1  M3  was  downgraded  from  BBB  to 6B+  by  Fitch;  currehay  has  a  factor  of  ,48116 

•Static  deal,  tests  do  not  apply  after  Closing 
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(1)  Source:  Trustee  Reports. 

(2)  A9  of  Closing  Date.  Rating  Stratification  shows  Moody's  indenture  rating  and  includes  notched  assets. 
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Performance  of  HBK's  Prior  CDOs 


Section  4 


Gemstone  CDO 

Gemstone  CDO<1>  (closed  in  December  2004) 


Current     Test     Pass/Fall* 


As  of  12/31/06 

Moody's  Diversify 
Moody's  WARF 
Moody's  WA  Recovery  Rate 
Min  WA  Spread 
Min  WA  Coupon 

There  are  currently  no  downgrades  or  defaults  in  portfolio 

"Static  deal,  tests  do  not  apply  after  Closing 


Rating  Stratification*2) 


12.3 

US: 
32  9% 

5.48% 


n/a 

iTi/a;; 

nia: 

v-n/a::- 

■  rifal 


ri/a 
n/a; 
ri/a  ;j 
ri/a;:; 
n/a 


cum  ao» 


WA  Spread 


Am     Aal     Aal     *»i     Ai       A3      A3     Bmi   8m2  Baa3    I 

WA  Coupon 


BaZ     D<       07 


2.50% 
2.30% 
2.10% 
1.90% 
170% 
1.50% 


Wtigtled  Avoags  $rad 


-WA33rtid(noifeg) 


600%  -I 
5B0%  ■ 
500% 


520% 


VWghted  Awragi  Ca4xxi 

— K— WA  Coupon  (Fined) 


hi 

132 


?        ?        ? 


9      s?      S      S 
5     f     S     JS 


?      S      ?      3      3 


Industry  Stratification'2) 


HomftEQUtty 


Rod  A 
l/.S*" 


Moody's  Diversity 


Moody's  Otanily  Score 


-  Uootye  Oiv«*ily  Score 


S       SI 
1       * 


1  ! 


Moody's  WARF 


Class  C  (A2/A)  Overcollaterallzation 


Class  D  (Baa2/BBB)  Overcollaterallzation 


Wwdy'sVW^rtBdAvcrooo  Baling  Fector 


*,_w-»H  M'"MK 


130% 
125% 
120% 


-  Moocy  i  WA  Ratng  Factor 


110%  ■ 

105% 

100% 


Oasa  C  Ovecoflmeralzaflon 


]]K;^HS^H»HHHHt 


— H — OassC 

Class  C  Test 


119% 
112% 
109% 
108% 
103% 
100% 


Class  0  O/BfcoHffloratlzaJon 


*■*-*--» 


**-*-«*-*-»« 


"ClassD 
-ChmOTf* 

,.H-»«-H*-*-*« 


Deutsche  Bank 


s     ?     ? 
I    s    & 


,    ■$    ?    ? 
*   *   4   f 


?    3    s 

*     3     I 


s    $ 


*      3 


m 


(1)  Source:  Trustee  Reports. 

(2)  As  of  Closing  Date.  Rating  stratification  shows  Moody's  indenture  rating  and  includes  notched  assets. 
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Performance  ol  HBK's  Prior  CDOs 


Section  4 


Gemstone  CDO  II 

Gemstone  CDO  IK1'  (closed  In  May  2005) 


As  of  12/31/06 

Moody's  Diversity 
Moody's  WARF 
Moody's  WA  Recovery  Rate 
Min  WA  Spread 
Min  WA  Coupon 

There  are  currently  no  downgrades  or  defaults  in  portfolio 

•Static  deal,  tests  do  not  apply  after  Closing 


Current     Test     Pass/Fair 

1 1  n/a  n/a 

n/a 

0/a«Ki:: 

Sri/Si!;- 


27  6% 
2.19% 
5  56% 


:n/a 

;n/a  : 
n/a 
n/a : 


Rating  Stratification*2' 


Industry  Stratification'2) 


Equipment     Studeni  Loam 
2.1%     "\        3.8% 


to      til      Ml     M      Al       M       «      Bnt    B*i3    Bail     B»>      BU 


o 

m 


o 
o 
o 
o 

-J 

o 


WA  Spread 

Z50%  - 

Weighted  Average  Spread 

2.30*  . 

2.10%  ! 

(-X-^-X-X-K-X     »     »     »«     H     X     *     X-X-X  "X-   X-« 

1.90%  ■ 

1.70%  J 
1.50%  - 

......  WA  Spread  (Floaingl 

I?     1? 


I 


I?     $ 


Moody's  WARF 


Moody's  Weighted  Ave-age  Rating  Factor 


-•K—  Hooayi  WA  Rrfng  F«ssr 


9  9 

S      J! 


8         9        9 

2    a     & 


WA  Coupon 


Weighted  AverageCoupon 


KXXXXXXXXXKXXK- 


.-X—  WA  Coupon  (Fixed) 


8         8         ?         9 

Ilia 


I 


?         8 


Class  C/D  (A2/A3/A/A-)  Overcollaterallzation 


130% 
125%  - 
120% 
115%  ■ 
110%  - 
105% 
100% 


Class  C/D  Overcot  lateralization 


I  [-K      M — H"  M 


HWWHMWKWHHIIHXK 


-  Class  C/0 
Class  CD  Test 


13.0  - 

12.0 


Moody's  Diversity 


Moody's  Diversity  Score 


It— M  -W  -M— H-M 


-<\  m  n   w  w  nr'Sc-'* 


-Moody's  Dhsrslty  Seas 


9       9 
S       2 


9 


9       9 
8       & 


Class  E  (Baa2/BBB)  Overcollaterallzation 

Class  EOercollaaaraJIZHden 

112%  ■ 

109%  U-X-X     X     X     X     X     X     X     X    X-X     X    X     X     X     x-x 


106% 
103% 


.....K. —  Class  E 
Class  E  Test 


8 


Deutsche  Bank 


0(1 )    Source:  Trustee  Reports. 
(2)    As  of  Closing  Date.  Rating  stratification  shows  Moody's  indenture  rating  and  includes  notched  assets. 
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Performance  ol  HBK's  Prior  CDOs 


Section  4 


WiSMSi&M 


Gemstone  CDO  III 

Gemstone  CDO  III'1'  (closed  in  July  2005) 


As  of  12/31/06 

Moody's  Correlation 
Moody's  WARF 
Moody's  WA  Recovery  Rate 
Min  WA  Spread 
Min  WA  Coupon 

There  are  currently  no  downgrades  or  defaults  in  portfolio 

"Static  d«ai.  tests  <lo  nol  apply  after  Closing 


Current 

16.5% 

"-Tests' 
If-rM-i! 

Pass/Fail* 

n/a 

f?;:652::™::i 
28.1% 

lsf$Sll 
S.;j;n/al|5 

n/a 

186% 

tSMM 

n/a 

5  50% 

lirWll 

||^:||?ij5a||j§- 

Rating  Stratification^ 


Industry  Stratification)2) 


R MBS  Prim 
30.9% 


O 

m 


o 
o 
o 
o 

4*. 


WA  Spread 


2.50% 
2.25% 
2.00% 
1.75% 
1.50% 


Weghted  Average  ^jraad 


j|(— -X — XXX M  K     X — XXX — XXX 

-X—WASpnad  (Floating) 


640 
620 
600 


Moody's  WARF 


Moodys  VyHgtasd  Average  Rating  Facet 


W— X— M X  »     X X    X     X- 


-  Moody's  WA  Ralng  Facet 


! 


5.25% 


WA  Coupon 


6.00%  -.  WsightadAverags  Coupon 

5.75%  ■ 

5  50%!!-— X — XXX XXX — XXX — XXX 


-WA  Coupon  (Rx«d) 


S 

1 


8 


Class  C  (A2/A)  Overcol lateralization 


130% 
125% 
120% 


110%' 

105% 

100% 


CbssCOretcolBlBrsltzatic-n 


-X — CtaC 
OassCTost 


X  IIS*  31 — X — XXX XXX — XXX — X    X     X' 

9C — X — X  ** 


Moody's  Correlation 


Moooys  Asset  Correlation 
~H — M-H     M MX* — XXX H    W     X 


-  Moody's  Amt  Corretatton 


8  8 

&  I 


8  8 

S  & 


$      5       s 
Class  D  (Baa2/BBB)  Overcollaterallzation 


115% -I 

Class  D  C\o  rarilHte red  ballon 

— H — Class  D 

100% - 

)i — X- 

-X    X 

103%- 

100%- 

9 
S 

5 

o 

I 

8             8             8             8 

1        1        s         « 

Deutsche  Bank 


(1)  Source:  Trustee  Reports. 

(2)  As  of  Closing  Date.  Rating  Stratification  shows  Moody's  indenture  rating  and  includes  notched  assets. 
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Performance  of  HBK's  Prior  CDOs 


Section  4 


Gemstone  CDO  IV 

Gemstone  CDO  IV<1>  (closed  in  January  2006) 


As  of  12/31/06 

Moody's  Correlation 
Moody's  WARF 
Moody's  WA  Recovery  Rate 
Min  WA  Spread 
Min  WA  Coupon 

There  is  currently  one  downgrade  and  no  defaults  in  the  portfolio. 

-  AMSI  Z003^  MV6  was  downgraded  from  Baa3  to  Ba3  by  Mood/s.BBB-  to  BB;  by 
S&P,  BSD-  to  BB»  by  File!),  currently  has  a  factor  of  31717 

•Static  deal,  tests  do  not  apply  after  Closing 
WA  Spread 


Rating  Stratification*2' 


Industry  Stratification'2) 


18  3% 

n/a 

n/a 

-;^&mm 

iprtte?!i|s; 

-j;j w;- nte  s;;.- :|: 

27.7% 

CffiKrlfai-ilwi 

i:'£nfa£ 

1.86% 

fEfi|:|li-- 

n/a 

%5J27%:;::: 

rt/a 

^fWnfMm 

Cwffl  CbttJ        student  Lanm 

3.6%                     4.2% 

CMBSCondul 

6.4% 
COO 

RMBSPitms 

^PlllllH 

35% 

SfeiislBB 

iSSM 

200%  -J 

Waghtad  Avorag*  Spread 

1.90%  • 

1.80% 

1.70%- 

— X—  WA  Spmad  (Floating) 

1.60% 

?      ?     ?      1     §      1     ; 

I    *    I    I    5    I    , 

Moody's  WARF 


?      ? 


WA  Coupon 

5.45% 

¥4aghtadAv«ag9Coupon 

5.30% 

5.15%  - 

— *—  WAC«BJOn|FraKJ) 

!  1 

1    I    1     3     1    I    s     | 

& 

Class  C  (A2/A)  Overcollateralization 

Moody's  Correlation 


25.0  i 

Mood/aCorratalion 

200 

150- 

—♦*— Moody's  Cwtdabon 

100  - 

Class  D  (Baa2/BBB)  Overcollateralization 


AAwdys  Weighted  AvwagsRding  Factor 

— K *- H- 


-  Mood/a  WA  filing  Factor 


130% 
125% 
120% 

110% 

105%- 

100% 


Class  C  Overcdlaleralization 

— M dassC- 

-W M M M M »- 


112% 
109% 
10<% 
100% 


Class  DOvercdlateralizali  on 


I — ClaaiD 
•  --CluiDT.il 


-1 


Deutsche  Bank 


13 


(1)  Source:  Trustee  Reports. 

(2)  As  of  Closing  Date.  Rating  Stratification  shows  Moody's  indenture  rating  and  includes  notched  assets. 
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Performance  ot  HBK's  Prior  CDOs 


Section  4 


Gemstone  CDO  V 

Gemstone  CD0<1>  (closed  In  May  2006) 


As  of  12/31/06 

Moody's  Correlation 
Moody's  WARF 
Moody's  WA  Recovery  Rate 
Min  WA  Spread 
Min  WA  Coupon 

There  are  currently  no  downgrades  or  defaults  In  portfolio 

'Static  deal,  tests  do  not  apply  after  Closing 

WA  Spread 


Current 

17.5% 

Bill 

n/a 

Pass/Fall* 

Ipstn/aiv;.^ 

•    610.6 

lififa:! 

:k:mxj\la:<  t,.:::; 

26.7% 

n/a 

;:;;::^:,:;.:h/aT::,;:,; 

1.90% 

n/a 

||:.S;;::;;n/a';'!;:';-?;: 

5.00% 

llri/all 

liafin^^agi 

Rating  Stratification*2) 


—  «"  1 


Aal      A*3       At        «        A3     6**'    Sail    Bid     8*1      fltf 


WA  Coupon 


2.10%- 

Wa^rtad  Averago  Spread 

2  00% 

1.10% 

-M-WA  Spread  (Ft(w6ng) 

1.70% 

405% 

4  80% 


Ws^itod  Average  Goi^on 


i         £ 


I  I 


Industry  Stratification'2) 


Credit  Card      „.    .    , 
CMBS  ,  8%  Sludent 

Conduit-,         '  I  r  Loans 

*™      \  /     4.1% 


crxi 

2.2%" 


RMBS  Prime 
2.9% 


Moody's  Correlation 


25%  -i 

Moody's  Conefcrion 

20%  ■ 

15% 

10% 

— H—  Mood/i  Corratilion 

Moody's  WARF 


Class  C  (A2/A)  Overcollaterallzatlon 


hbody1!  Weighted  Avwage  Rating  fcdor 


130% 
IS* 
120% 
115% 


-Moody'!  WA  Rftbno.  Fsctor 


Chs3COvetconatBrai2a»on 


Class  D  (Baa2/BBB)  Overcollaterallzatlon 


Class  0  OverooflateiaSzatiori 

— M — CtinD 
CtmDTwJ 


I  I  I 


Deutsche  Bank 


El 


(1)  Source:  Trustee  Reports. 

(2)  As  of  Closing  Date.  Rating  Stratification  shows  Moody's  indenture  rating  and  includes  notched 
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Performance  ot  HBK's  Prior  CDOs 


Section  4 


'*:";.: 


Gemstone  CDO  VI 

Gemstone  CDO  VK1>  (closed  in  September  2006) 


As  of  12/31/06 

Current: 

lIMill 

Pass/Fall 

Moody's  Correlation 

18.6% 

19.5% 

Pass 

Moody's  WARF 

%:p6^ii 

650 

Pass 

Moc ' .  - 1  ■■'-•  Recovery  Rate 

24.90% 

23.5% 

Pass 

Min  WA  Spread 

1.88% 

1.80% 

SiSPassfv;;;' 

Min  WA  Coupon 

5.68% 

4.90% 

y.;p;P^SS|;.;;. 

Class  C  (A2/A)  OC 

113.38% 

108.36% 

Pass 

Class  D  (Baa2/BBB)  OC 

;;r  :i07^25%;; 

104.75% 

PaSS 

Rating  Stratification*2' 


There  have  been  no  downgrades  or  defaults  in  portfolio 


Industry  Stratification'2) 


Am     Ml     MB     Aa3      A'       A3       A3     Bmi   Bm3  Bj»1    Ba1     Btf 


O 

m 


Recently  closed  CDO:  Sufficient  data  points  are  not  yet  available  to  chart  historical  performance 


o 
o 
o 
o 

-vl 


Deutsche  Bank 


S 


(1)  Source:  Trustee  Reports. 

(2)  As  of  Closing  Date.  Rating  Stratification  shows  Moody's  indenture  rating  and  includes  notched  assets. 
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Lack  of  Liquidity  and  Restrictions 
oh  transfer 


Potential  for  Interruption  and 
Deferral  of  Cash  Flow 


The  Notes  should  be  viewed  as  a  long-term  investment  and  not  as  an  investment  to  be  traded.  There  can  be  no  assurance  that  there 
will  be  any  secondary  market  for  the  Notes.  Furthermore,  any  trading  of  the  Notes  will  be  subject  to  certain  transfer  restrictions 

If  certain  Coverage  Tests  are  not  met(e.g.  due  to  Collateral  Debt  Security  defaults),  then  cash  flow  that  otherwise  wouldhaye  been 
available  to  pay  interest  on  the  subordinate  Notes  and  distributions  to  the  Preference  Shares  would  instead  be  used  to  redeem  Class  A 
Notes  and,  after  the  Class  A  Notes  are  paid  in  full,  to  redeem  the  ClassB  Notes  and,  after  the  Class  B  Notes  are  paid  in  full,  to  redeem 
the  Class  C  Notes  and,  after  the  Class  C  Notes  are  paid  in  full,  to  redeem  the  Class  D  Notes  until  the  tests  again  are  satisfied.  This  could 
result  in  the  early  redemption  of  the  Class  A  Notes,  Class  B  Notes,  Class  C  Notes  and  Class  D  Notes. 


Limited  Recourse  Obligations 


The  Issuer  will  have  no  assets  other  than  the  Collateral  Debt  Securities  and  theinterest  Rate  Swap  Agreement.and  Investment 
Agreements.  Payments  on  the  Notes  and  distributions  on  the  Preference  Shares  will  be  payable  solely  from  the  cash  flowof  theassets 
of  the  issuer  None  of  the  Placement  Agent  (Deutsche  Bank  Secuntles  Inc.),  the  Collateral  Manager  or  any of  theirrespective  affiliates 
will  have  any  obligation  to  make  payments  of  principal  or  interest  or  other  distributions  on  any  of  the  securities  issued  by  the  Issuer. 


Subordination 


The  payment  of  interest  on  each  class  of  Notes  is  subordinated  to  the  payment  in  full  of  the  interest  due  and  payable  on  any  more  senior 
class  of  Notes  and  certain  other  amounts,  and  application  of  Interest  Proceeds  to  make  payments  on  the:  Preference  Shares  is 
subordinated  to  the  payment  in  full  of  the  interest  due  and  payable  on  each  class  of  Notes  and  certain  other  amounts.  Subject  to  certain 
limit^iexceptiphs,  the  payment  of  principal  of  each  class  of Notes  is  subordinated  to  payment  in  fulllof  interest  oh  and  principal  Many, 
!  more  senior  class  of  Notes  and  air  other  amounts  payable  to  the  Issuer,  and  the  application  of  Principal  Proceeds  tbmakeipaymehts  on 
the  Preference  Shares  Is  subordinated  to  the  payment  in  full  of  interest  oh  and  principal  of  each  class  of  Notes  payable  to  the  Issuer  and 
allotheramounts.    : 


O 
m 


o 
o 
o 
o 

05 


Asset/Liability  Mismatch  Risk 


the  floating  rate  nature  of  the  Notes  financing  of  the  Issuer  and  the  fixed  rate ^nature  of  certain  of  the  Collateral  DebtSecurities  could 
produce  a  fixed/floating  interest  rate  mismatch  between  the  assets  and  the  liabilities  of  the  Issuer.  Therefore,  an  increase  in  the  level  of 
LIBOR  may  adversely  impact  the  returns  on  the  Notes.  The  Issuer  will  enter  into  interest  rate  swaps  which  shpuld  reduce  the. 
asset/liability  mismatch  and  therefore  lower  the  return  sensitivity  of  the  Notes  to  changes  in  the  absolute  level  of  interest  rates.  Any 
mismatch  would ijadversely  affect  returns  on  the  Notes. 

Please  refer  to  the  Offering  Circular  for  a  complete  list  of  Risk  Factors  and  detailed  descriptions. 


Deutsche  Bank 
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Risk  of  the  Collateral 
Debt  Securities 


Maturity  and  Prepayment 
'Considerations 


The  Collateral  Debt  Securities  are  subject  to  substantial  Credit,  liquidity  and  interest  rate  risk.  The  synthetic  securities,  the  interest 
rate  'swap and  the  Investment  Agreement  are  subject  to  counterparty  risk.  ::}-_ 

The  Stated  Maturity  of  the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C  Notes,  the  Class  D  Notes  and  the  Class  E  Notes  will  be  the 
Distribution  Date  in  [J.  However,  due  to,  among  other  things,  the  Clean-Up  Call  Redemption  and  the  performance  of  the  Collateral  Debt 
Securities,  the  average  life  of  the  Notes  is  expected  to  be  significantly  shorter  than  the  Stated  Maturity  for  such  classof  Notes. 


Structured  Finance  Obligations 
and  Synthetic  Securities 


The  Collateral  Debt  Securities  may  consist  of  structured  finance  securities  and  synthetic  securities  for  which  the  reference  obligations  are 
structured  finance  securities.  The  market  for  these  securities  is  generally  less  liquid  than  for  other  types  of  securities,  which  may  prevent 
the  Collateral  Manager  from  taking  advantage  of  changes  in  market  conditions  for  the  resale  of  the  structured  finance  securities  and 
synthetic  securities.  The  Issuer  may  also  be  subject  to  the  credit  risk  of  the  counterparty  on  any  synthetic  securities,  which  will  be  in 
addition  to  the  credit  risk  associated  with  the  reference  obligation  and  the  synthetic  security  itself. 


Tax  and  ERISA  Considerations 


Special  tax  and  ERISA  considerations  may  apply  to  certain  types  of  Investors.  Prospective  Investors  are  urged  to  consult  with  their  own 
tax  and  ERISA  advisors  to  determine  the  tax  and  ERISA  implications  of  this  investment,  and  to  review  the  tax-related  and  ERISA-related 
provisions  in  the  final  Offering  Memorandum  and  the  Indenture 


Conflicts  of  Interest 
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Deutsche  Bank 


m 


Various  potential  and  actual  conflicts  of  interest  may  arise  from  the  overall  investment  activity  of  the  Collateral  Manager  and  its 
respective  affiliates.  Among  other  things,  the  Collateral  Manager  may  invest  for  the  accounts  of  others  in  securities  that  would  be 
appropriate  for  the  Issuer  and  in  securities  that  are  senior  to  or  subordinate  to  securities  of  the  same  issuers  as  those  owned  by  the 
Issuer,  Also,  since  the  Collateral  Manager,  its  affiliates,  or  its  clients  may  own  all  or  part  of  a  Class  of  the  Notes  or  the  Preference 
Shares,  various  actual  and  potential  conflicts  may  exist  as  a  result  of  the  Collateral  Manager  taking  action  oh  its  behalf,  on  behalf  of  its 
affiliates  or  its  asset  management  clients  and  on  behalf  of the  Holders  of  the  Notes  or  the  Preference  Shares. ; 


Please  refer  to  the  Offering  Circular  for  a  complete  list  of  Risk  Factors  and  detailed  descriptions. 
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Issue  Date   IServicer/ Manager 


Counterparty  I  Trade  Dato 
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LBMLT  2006-5  M9 

10,000.000 

8B8+ 

Baa3 

Synthetic 

RMBS  MWprfme 

6/15/2006 

Washington  Mutual 

2 

LBMLT  2006-5  M9 

10.000,000 

BBB* 

Baa3 

Synthetic 

RMBS  Mldprime 

6/15/2006 

Washington  Mutual 

3 

JPMAC  2006-HE1  M9 

15,000.000 

BBB- 

Baa3 

Synthetic 

RMBS  Mldprime 

2/26/2006 

Chase 

4 

SA8R  2006-OP1  B3 

15,000,000 

BBB 

Baa3 

Synthetic 

RMBS  Subprime 

1/26/2006 

Option  One 

$ 

SABR  2006-OP1  B3 

5,000,000 

BBB 

Baa3 

Synthetic 

RMBS  Subprime 

1/26/2O06 

Option  One 

6 

SABR  2006-OP1  B3 

10.000,000 

BBB 

Baa3 

Synthetic 

RMBS  Subprime 

1/26/2006 

Option  One 

7 

MSAC  2006-NC1  B3 

5,000,000 

BBB 

Baa3 

Synthetic 

RMBS  Subprime 

1/27/2006 

HomEq 

8 

MSAC  200S-NC1  B3 

5.000,000 

BBB 

Baa3 

Synthetic 

RMBS  Subprime 

1/27/2006 

HomEq 

9 

CWL  2006-4  B 

15,000,000 

BBB 

Baa3 

Synthetic 

RMBS  Subprime 

3/17/2006 

Countrywide 

10 

CWL  2006-4  B 

5;000,000 

BBB 

Baa3 

Synthetic 

RMBS  Subprime 

3/17/2006 

Countrywide 

11 

MLMI  2005-HE1  B3 

15,000.000 

A- 

Ba1 

Synthetic 

RM8S  Mldprime 

4/21/2005 

Wilshlre 

12 

ARSI  2O0S-W2  M9 

15,000,000 

BBB+ 

Baa3 

Synthetic 

RMBS  Subprime 

9/27/2005 

Ameriquest 

13 

FHLT2005-CM9 

5,000,000 

BBB* 

Baa3 

Synthetic 

RMBS  Subprime 

7/14/2005 

Fremont 

14 

NHEL  2006-3  M8 

5,000,000 

BBB* 

Baa3 

Synthetic 

RMBS  Subprime 

6/29/2006 

NovaStar 

15 

LBMLT  2006-1  M7 

10.000,000 

A 

Baal 

Synthetic 

RMBS  Mldprime 

2/7/2006 

Washington  Mutual 

16 

JPMAC  2006-FRE1  M9 

10,000,000 

BBB- 

Baa3 

Synthetic 

RMBS  Mldprime 

1/27/2006 

Chase 

17 

JPMAC  2006-FRE1  M9 

5,000,000 

BBB- 

Baa3 

Synthetic 

RMBS  Mldprime 

1/27/2006 

Chase 

18 

HEAT  2006-7  B1 

10.000.000 

BBB 

8ee3 

Synthetic 

RMBS  Mldprime 

10/3/2006 

SPS 

19 

.HEAT  2006-7  B1 

5,000,000 

BBB 

Baa3 

Synthetic 

RMBS  Mldprime 

10/3/2008 

SPS 

20 

GSAMP  2009-NC2  M9 

10,000,000 

BBB- 

Baa3 

Synthetic 

RMBS  Subprime 

6/29/2006 

Ocwen 

21 

HEAT  2006-5  B1 

15,000.000 

BBB 

Baa3 

Synthetic 

RMBS  Mldprime 

6/25/2006 

SPS 

22 

LBMLT  2005-3  M8 

15,000,000 

8BB 

Baa2 

Synthetic 

RMBS  Mldprime 

9/7/2005 

Washington  Mutual 

23 

LBMLT  2006-1  M7 

10,000,000 

.    A 

Baal 

Synthetic 

RMBS  Mldprime 

2/7/2006 

Washington  Mutual 

24 

MABS  2006-NC1  M9 

15,000.000 

BBB 

Baa3 

Synthetic 

RMBS  Subprime 

2/24/2006 

Wells  Fargo 

25 

MLMI  2006-AHL1  B3 

20,000,000 

BBB- 

Baa3 

Synthetic 

RMBS  Mldprime 

6/29/2006 

Wilshlre 

26 

MSAC  2006-HES  B3 

20,000.000 

BBB- 

Baa3 

Synthetic 

RMBS  Subprime 

6/30/2006 

Countrywide 

27 

SABR  2O05-FR4  B3 

20,000,000 

BBB- 

8aa3 

Synthetic 

RMBS  Mldprime 

9/29/2005 

Countrywide 

26 

RASC  2006-KS3  M9 

20,000.000 

BBB+ 

Baa3 

Synthetic 

RMBS  Subprime 

3/29/2006 

Homecomings 

29 

RASC  2006-KS3  M9 

10,000,000 

BBB* 

Baa3 

Synthetic 

RMBS  Subprime 

3/29/2006 

Homecomings 

30 

BNLI  2006-1A  B 

15,000,000 

AA 

Aa2 

Synthetic 

CDO 

3/30/2006 

Babcock  &  Brown 

31 

WADS  2006-1 A  B    , 

15,000.000 

AA 

Aa2 

Synthetic 

CDO 

9/28/2006 

Hartford  Investment 

32 

GSAMP  2006-NC2  M9 

10,000,000 

8BB- 

Baa3 

Synthetic 

RMBS  Subprime 

6/29/2006 

Ocwen 

33 

LBMLT  2004-2  M7 

10.000,000 

BBB- 

Baa3 

Synthetic  • 

RMBS  Mldprime 

5/4/2004 

Washington  Mutual 

34 

ACE  2006-NC1  M9 

10;000,000 

BBB* 

Baa3 

Synthetic 

RMBS  Mldprime 

1/30/2O06 

Saxon 

35 

CMLTI  2008-NC1  M9 

15,000,000 

BBB- 

Baa3 

Synthetic 

RMBS  Subprime 

6/29/2006 

Wells  Fargo 

36 

CMLTI  2006-NC1  M9 

10,000,000 

BBB- 

8aa3 

Synthetic 

RMBS  Subprime 

6/29/2006 

Wells  Fargo 

37 

SURF  2006-AB1  83 

15,000.000 

A- 

Baa3 

Synthetic 

RMBS  Mldprime 

2/23/2006 

Wilshlre 

36 

MSC  2006-HE2  B3 

10.000,000 

BBB 

Baa3 

Synthetic 

RMBS  Mldprime 

4/28/2006 

Wells  Fargo 

Long  Beach 
Long  Beach 

Option  One 

Option  One 

Option  One 

New  Century 

New  Century 

Countrywide 

Countrywide 

Accredited  Home  Lenders 

Argent 

Fremont 

Novastar 

Long  Beach 

Fremont 

Fremont 

encore  ureon  uorp  24,1%, 
Ownlt  Mortgage  Solutions  24.0%, 
Lime  Financial  Services  20.4% 
tncore  ureait  uorp  win, 
Ownlt  Mortgage  Solutions  24.0%, 
Lime  Financial  Services  20.4% 

New  Century 

Equifirst  15.5%.  Encore  13.7% 

Long  Beach 

Long  Beach 

New  Century 

ML  Mortgagelnvestora,  AHL 
New  century  ta.SB** , 
Decision  One  31.84%, 
WMC  5.58% 

Fremont 

43.03%  ti-C", 

19%  Peoples  Choice*. 

13.16%  Homecomings 

4S.09"*  trV', 

19%  Peoples  Choice", 

13.16%  Homecomings 


New  Century 

Long  Beach 

New  Century 

New  Century 

New  Century 

SURF  Program 
WMC  72.84%, 
Decision  One  27.16% 


JPM 

10/24/2006 

BCAP 

10/24/2006 

GS 

10/24/2006 

DB 

12/12/2006 

GS 

10/24/2006 

BCAP 

10/24/2006 

ML 

10/24/2006 

BCAP 

10/24/2006 

UBS 

10/24/2008 

BCAP 

10/24/2006 

UBS 

10/24/2006 

GS 

10/31/2006 

DB 

10/31/2006 

MS 

11/3/2006 

DB 

11/2/2006 

MS 

11/10/2006 

DB 

11/10/2006 

OB 

11/13/2006 

DB 

11/29/2006 

JPM 

11/13/2008 

CITI 

11/15/2006 

DB 

10/24/2006 

CITI 

11/2/2008 

DB 

11/28/2008 

DB 

12/6/2006 

DB 

12/6/2006 

DB 

12/6/2008 

BCAP 

12/8/2006 

DB 

12/8/2006 

CITI 

12/1872006 

cm 

12/18/2006 

OB 

12/B/2006 

DB 

12/14/2006 

CITI 

12/19/2006 

CITI 

12/19/2006 

JPM 

12/19/2008 

GS 

12/19/2006 

BOA 

12/19/2006 

PSI-DeutscheBank-17-Gemstone7-0001 
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39  MSC  2006-HE2  B3 

40  OOMLT  2006-1  M9 

41  OOMLT  2006-1  M9 

42  JPMAC  2006-NC1  M9 

43  GSAMP  2006-NC2  M9 

44  GSAMP  2006-FM2  M9 

45  LBMLT  2006-5  M9 

46  MABS  2006-NC1  M9 

47  WFHET  2006-1  M9 

48  SURF2006-AB1  B2 
4»  FFML  2006-FF1  M8 


50 

OOMLT  2006-1  M8 

51 

MSAC  2006-NC1  B2 

52 

HASC  2006-OPT2  M8 

S3 

MABS  2005-NC2  M9 

54 

HEAT  2006-5  B1 

ss 

FFML2006-FF13M9 

66 

SLMA2006-BC 

57 

NCSLT  2006-3  C 

58 

TMTS  2006-6  1A2 

69 

TMTS  2006-8  1A2 

60 

HEAT  2006-7  M7 

61 

SURF  2006-AB3  B1 

62 

HEAT  2006-7  B1 

63 

SURF  2006-AB3  B3 

64 

FHLT  2005nA  M9 

65 

FFML2006-FF13B1 

66 

GSAMP  2006-FM2  B1 

67 

SVHE2006-EQ1M10 

68 

LBMLT  2005-1  B1 

69 

DBALT  2006-AR4  M8 

70 

AMSI 2005-R1  M9 

71 

FFML  2006-FF13  B2 

72 

FFML  2005-FF2  B5 

73 

FFML  2006-FF3  B2 

74 

FFML  2006-FF4  B2 

7S 

FFML  2005-FF8  B5 

76 

WFHET  2005-3  M11 

77 

WFHET  2006-1  M11 

78 

AMSI  2005-R1  M10 

79 

FHLT  2005-D  B2 

80 

GSAMP  2006-FM1  B4 

81 

GSAMP  2006-FM2  B2 

82 

HEAT  2005-9  B3 

83 

HEAT  2005-8  B3 

84 

GSAMP  2006-NC2  B2 

8S 

FFML2006-FF13B2 

Original  Face    I 

Rating     I 

Rating 

Cash 

Specified  Type 

Issue  Date 

1  Servicer/  Manager 

15,000,000 

BBB 

Baa3 

Synthetic 

RMBS  Mldprime 

4/28/2006 

Wells  Fargo 

10,000.000 

A 

Baa3 

Synthetic 

RMBS  Midprime 

2/3/2006 

Option  One 

10,000,000 

A 

Baa3 

Synthetic 

RMBS  Mldprime 

2/3/2006 

Option  One  - 

15,000,000 

BBB- 

Baa3 

Synthetic 

RMBS  Subprime 

4/27/2006 

Chase 

10.000,000 

BBB- 

Baa3 

Synthetic 

RMBS  Subprime 

6/29/2006 

Ocwen 

10,000.000 

BBB 

Baa3 

Synthetic 

RMBS  Midprime 

9/29/2006 

Fremont 

5,000,000 

BBB+ 

Baa3 

Synthetic 

RMBS  Midprime 

6/15/2006 

Washington  Mutual 

10,000,000 

BBB 

Baa3 

Synthetic 

RMBS  Subprime 

2/24/2006 

Wells  Fargo 

25,000,000 

BBB+ 

Baa3 

Synthetic 

RMBS  Subprime 

5/30/2006 

Wells  Fargo 

10,000,000. 

A+ 

Baa2 

Synthetic 

RMBS  Midprime 

2/23/2006 

Wilshlre 

10,000,000 

A 

Baa2 

Synthetic 

RMBS  Mldprime 

1/27/2006 

National  City 

10,000,000 

A+ 

Baa2 

Synthetic 

RMBS  Midprime 

2/3/2006 

Option  One 

10,000,000 

BBB+ 

Baa2 

Synthetic 

RMBS  Subprime 

1/27/2006 

HomEq 

5,000,000 

BB8+ 

Baa2 

Synthetic 

RMBS  Midprime 

2/28/2006 

Option  One 

10,000,000 

.  A 

Baa3 

Synthetic 

RMBS  Midprime 

1 1/29/2005 

Ocwen  ' 

10.000,000 

BBB 

Baa3 

Synthetic  . 

RMBS  Midprime 

6/25/2006 

SPS 

10,600,000 

BBB+ 

Baa3 

Synthetic 

RMBS  Midprime 

9/28/2006 

National  City 

20,000,000 

A 

A2 

Cash 

Student  Loans 

6/6/2006 

Sallie  Mae 

8,000,000 

A 

A3 

Cash 

Student  Loans 

9/28/2006 

Pennsylvania  Higher  Education 

15,000,000 

AAA 

Aaa 

Cash 

RMBS  Mldprime 

6/1/2006 

SLS 

15,000,000 

AAA 

Aaa 

Cash 

RMBS  Mldprime 

8/1/2006 

SLS 

4,125,000 

A- 

Baal 

Cash 

RMBS  Midprime 

10/3/2006 

SPS 

2.550,000 

BBB+ 

Baal 

Cash 

RMBS  Mldprime 

9/26/2006 

Wllshire 

4,125,000 

BBB 

Baa3 

Cash 

RMBS  Mldprime 

10/3/2006 

SPS 

4,250,000 

BBB- 

Baa3 

Cash 

RMBS  Mldprime 

9/26/2006 

Wilshlre 

1,006,000 

BBB- 

Baa3 

Cash 

RMBS  Subprime 

2/22/2005 

Fremont 

11,668,000 

BBB 

Ba1 

Cash 

RMBS  Midprime 

9/28/2006 

National  City 

6,131,000 

8BB- 

Ba1 

Cash 

RMBS  Mldprime 

9/1/2006 

Fremont 

6,746,000 

BB+ 

Ba1 

Cash 

RMBS  Midprime 

9/15/2006 

Saxon 

3,000,000 

BB+ 

Ba1 

Cash 

RMBS  Midprime 

1/672005 

Washington  Mutual 

6,142,000 

BBB- 

Ba2 

Cash 

RMBS  Prime 

9/29/2006 

Countrywide 

5,000,000 

BB 

Ba1 

Cash 

RMBS  Subprime 

2/23/2005 

Ameriquest 

10,000,000 

BBB- 

Ba2 

Cash 

RMBS  Midprime 

9/28/2006 

National  City 

2.397.000 

BB+ 

Ba2 

Cash 

RMBS  Midprime 

4/28/2005 

National  City 

2,915.000 

BBB 

Ba2 

Cash 

RMBS  Mldprime 

2/23/2006 

National  City 

2.000,000 

BBB 

Ba1 

Cash 

RMBS  Midprime 

3/30/2006 

National  City 

8,000,000 

BBB- 

Ba2 

Cash 

RMBS  Midprime 

9/29/2005 

National  City 

8,759,000 

BBB+ 

Ba2 

Cash 

RMBS  Midprime 

11/29/2005 

Wells  Fargo 

4,000,000 

BB+ 

Ba2 

Cash 

RMBS  Subprime 

5/30/2006 

Wells  Fargo 

4,000,000 

BB 

Ba2 

Cash 

RMBS  Subprime 

2/23/2005 

Ameriquest 

3,000,000 

BBB 

Ba2 

Cash 

RMBS  Midprime 

11/18/2005 

Fremont 

3,000,000 

BB* 

Ba2 

Cash 

RMBS  Subprime 

4/27/2006 

Wells  Fargo 

10.217.000 

BB* 

Ba2 

Cash 

RMBS  Midprime 

9/1/2006 

Fremont 

4.500.000 

BBB 

Ba2 

Cash 

RMBS  Subprime 

12/1/2005 

SPS 

7,500,000 

BBB- 

Ba2 

Cash 

RMBS  Midprime 

11/1/2005 

SPS 

8,815.000 

BB+ 

Ba2 

Cash 

RMBS  Subprime 

6/29/2006 

Ocwen 

6,216,000 

BBB- 

Ba2 

Cash 

RMBS  Midprime 

9/28/2006 

National  City 

WMC  72.84%, 
Decision  One  27.16% 

Option  One 

Option  One 

New  Century 

New  Century 

Fremont 

Long  Beach 

New  Century 

Wells  Fargo 

SURF  Program 

First  Franklin 

Option  One 

New  Century 

Option  One 

Equifirst  15.5%,  Encore  13.7% 
GS  Mortgage  Securities 


Terwin  Securitization 

Terwin  Securitization 

Ownlt  Mortgage  Solutions  24.0%, 

SURF  Program 

Ownlt  Mortgage  Solutions  24.0%, 

SURF  Program 

Fremont 

GS  Mortgage  Securities 

Fremont 

EFC  Holdings  Corp 

Long  Beach 

DBALT  /  Countrywide  apx  50% 

Ameriquest 

GS  Mortgage  Securities 

First  Franklin 

First  Franklin 

First  Franklin 

First  Franklin 

Wells  Fargo 

Wells  Fargo 

Ameriquest 

Fremont 

Fremont 

Fremont 

n/a 

People's  Choice  19.0%, 

New  Century 

GS  Mortgage  Securities 

PSI-DeutscheBank- 


GS 

DB 

OB 
JPM 

GS 

GS 

GS 

GS 

GS 

ML 

DB 

ML 

UBS 

Barclays 

GS 

GS 

DB 
DB 
DB 

DB 
DB 

DB  . 

D8 

DB 

DB 

DB 

DB 

DB 

DB 

DB 
HBK 
HBK 
HBK 
HBK 

DB 
HBK 
HBK 
HBK 
HBK 
HBK 
HBK 
HBK 
HBK 
HBK 
HBK 
HBK 


12/19/2006 

12/19/2006 

12/19/2006 

12/19/2006 

12/21/2006 

12/21/2006 

12/21/2006 

12/21/2006 

12/21/2006 

1/4/2007 

1/4/2007 

1/4/2007 

1/4/2007 

1/4/2007 

1/17/2007 

1/17/2007 

3/15/2007 

10/30/2006 

10/30/2006 

10/30/2006 

10/30/2006 
10/30/2006 

10/30/2006 
10/30/2008 
10/30/2008 
10/30/2006 
10/30/2006 
10/30/2006 
10/30/2006 
10/30/2006 
10/30/2006 
11/17/2006 
11/17/2006 
11/17/2006 
11/17/2006 
10/31/2006 
12/11/2006 
12/11/2006 
12/11/2006 
12/18/2006 
12/18/2006 
12/18/2006 
12/18/2006 
12/18/2006 
12/18/2008 
12/18/2006 
1/9/2007 


;-17-Gemstone7-0002 
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87 
88 
89 
90 
91 
92 


FFML2004-FFCB4 
HEAT  2006-3  B3 

HEAT  2006-5  B3 
HEAT  2006-7  B3 


ARSI2005-W2M12 

AMSI  200S-R9  M9 
HEAT  2005-8  B4 

93  ARSI  20O5-W3  M12 

94  FFML  2005-FF8  B5 

95  LBMLT  2004-4  M1 2 

96  JPMAC  2006-CH1  M9 

97  JPMAC  2006-CH1M10 

98  BAYC  2006-4A  B1 

99  ABSHE  2006-HE1  M7 

00  HEAT  2005-8  M7 

01  SGMS  2006-OPT2  M4 

02  SGMS  2006-OPT2  M7 

03  MSAC  2006-HE8  M4 

04  BACM  2006-6  D 

05  BACM  2006-6  E 

06  D8ALT  2006-AR6  M 1 0 

07  NCSLT  2008-4  C 

08  RAMP  2005-RS7  B 

09  FHLT  2006-E  M7 

10  JPMAC  20O6-CH2  MV4 

11  OMTS  2006-OT1  M3 

12  TMTS  2006-1 7HEM4 
»  FFML  2005-FF1  B4 

14  SABR  2005-OP1  B4 

15  AMSI2005-R11  M10 

16  JPMCC  2006-LDP9  0 

17  JPMCC  2006-LDP9  E 
16  RAMC  2006-4  M4 

19  RAMC  2006-4  M7 

20  ACE  2006-HE1  M10 

21  BSABS  2007-HE1  2M10 

22  8AYC  2007-1  B1 

M  ACE  2006-NC1  M10 

24  HEAT  2005-8  B2 

25  GSAMP2007-NC1B1 

26  GCCFC  2O07-GG9  F 

27  EULER  2007-1A  B 
28 


29 


JPMCC2007-CB18D 


AMSI2005-R11  M10 


5&P  Final 

Moody  s  Final 

Synthetic  / 

Original  Face    I 

Rating 

Rating 

Cash 

Specified  Type 

Issue  Date 

[Servicer /Manager 

1                        Originator 

3,000.000 

BB 

Ba2 

Cash 

RMBS  Midprime 

12/28/2004 

Wilshire 

First  Franklin 

14,000,000 

BBB- 

Ba2 

Cash 

RMBS  Midprime 

3/30/2006 

SPS 

DecicionOne  15.7%. 

2,500,000 

BBB- 

Ba2 

Cash 

RMBS  Midprime 

6/25/2006 

SPS 

Equifirst  15.5%,  Encore  13.7% 

11,000.000 

BB+ 

Ba2 

Cash 

RMBS  Midprime 

10/3/2006 

SPS 

Ownlt  Mortgage  Solutions  24.0* 

14,000,000 

BBB- 

Ba2 

Cash 

RMBS  Subprime 

9/27/2005 

Ameriquest 

Argent 

5,000,000 

BBB- 

Ba2 

Cash 

RMBS  Midprime 

10/27/2005 

Ameriquest 

Ameriquest 

11,250,000 

B8B- 

Ba2 

Cash 

RMBS  Midprime 

11/1/2005 

SPS 

People's  Choice  19.0%, 

8,000.000 

BBB- 

Ba2 

Cash 

RMBS  Subprime 

10/28/2005 

Ameriquest 

Argent 

7,945,000 

BBB- 

Ba2 

Cash 

RMBS  Midprime 

9/29/2005 

National  City 

First  Franklin 

8,500,000 

BBB- 

Ba2 

Cash 

RMBS  Midprime 

9/8/2004 

Washington  Mutual 

1,200,000 

BBB- 

Baa3 

Cash 

RMBS  Subprime 

11/14/2006 

Chase 

JP  Morgan 

2,898,000 

BB+ 

Ba1 

Cash 

RMBS  Subprime 

11/14/2006 

Chase 

JP  Morgan 

1,700,000 

BBB 

Baal 

Cash 

CMBS  Conduit 

10/30/2006 

M  &  T  MORTGAGE  CORP. 

5,000,000 

A 

Baal 

Cash 

RMBS  Subprime 

2/6/2006 

SPS 

Option  One 

7,250.000 

A- 

Baal 

Cash 

RMBS  Midprime 

11/1/2005 

SPS 

People's  Choice  19.0%, 

4.000.000 

A+ 

A1 

Cash 

RMBS  Subprime 

12/14/2008 

Wells  Fargo 

Option  One 

1,650,000 

BBB+ 

Baal 

Cash 

RMBS  Subprime 

12/14/2006 

Wells  Fargo 

Option  One 

9,000.000 

A* 

A1 

Cash 

RMBS  Midprime 

11/29/2006 

Countrywide 

Decision  One  26.83%. 

6.000,000 

A 

A2 

Cash 

CMBS  Conduit 

11/1/2006 

Bank  of  America 

5,777,000 

A- 

A3 

Cash 

CMBS  Conduit 

11/1/2006 

Bank  of  America 

8,820,000 

BBB- 

Ba2 

Cash 

RMBS  Prime 

12/15/2006 

GMAC 

Deutsche  Securities 

11.000.000 

A 

A3 

Cash 

Student  Loans 

12/7/2006 

Pennsylvania  Higher  Education 

4.500,000 

BB+ 

Ba1 

Cash 

RMBS  Subprime 

8/5/2005 

GMAC 

GMAC 

16,043,000 

BBB+ 

Baal 

Cash 

RMBS  Midprime 

12/6/2006 

Fremont 

Fremont 

6,000,000 

A+ 

A1 

Cash 

RMBS  Midprime 

.  12/14/2008 

Chase 

JP  Morgan 

8,190,000 

A 

A3 

Cash 

RMBS  Midprime 

12/8/2006 

SLS 

Terwin  Securitization 

3,488,000 

BBB+ 

Baa3 

Cash 

RMBS  Midprime 

12/15/2006 

SLS 

Terwin  Securitization 

2,549,000 

BBB- 

Ba1 

Cash 

RMBS  Midprime 

2/24/2005 

Saxon 

First  Franklin 

5,500,000 

BB+ 

Ba1 

Cash 

RMBS  Subprime 

3/24/2005 

Option  One 

Option  One 

5,000,000 

BBB- 

Ba2 

Cash 

RMBS  Subprime 

12/20/2005 

Ameriquest 

Ameriquest 

2,500,000 

A 

A2 

Cash 

CMBS  Conduit 

12/1/2006 

Midland  Loan  Services,  Wachovia,  Capmark 

4,000,000 

A- 

A3 

Cash 

CMBS  Conduit 

12/1/2006 

Midland  Loan  Services,  Wachovia,  Capmark 

4,687,000 

A+ 

A1 

Cash 

RMBS  Subprime 

12/1/2006 

Ocwen 

Renassiance 

6,000,000 

BBB+ 

Baal 

Cash 

RMBS  Subprime 

12/1/2006 

Ocwen    ■ 

Renassiance 

10,000,000 

BBB 

Ba1 

Cash 

RMBS  Midprime 

2/28/2006 

Wells  Fargo 

Fremont  75.75%,  Ownlt  10.82% 

7,391,000 

BB+ 

Baa3 

Cash 

RMBS  Subprime 

1/30/2007 

EMC 

4,500.000 

BBB 

Baal 

Cash 

CMBS  Conduit 

2/2/2007 

M  81 T  MORTGAGE  CORP. 

1,500,000 

BBB 

Ba1 

Cash 

RMBS  Midprime 

1/30/2006 

Saxon 

1,000.000 

BBB+ 

Ba1 

Cash 

RMBS  Midprime 

1 1/1/2005 

SPS 

12,500,000 

B8+ 

Ba1 

Cash 

RMBS  Subprime 

2/20/2007 

Avelo 

New  Century 

3,500,000 

A 

A2 

Cash 

.  CMBS  Conduit 

3/1/2007 

LNR  Partners 

.  15,000,000 

AA 

Aa2 

Cash 

CDO 

3/27/2007 

Babcock  8.  Brown 

3,000,000 

A 

A2 

Cash 

CMBS  Conduit 

3/7/2007 

Midland  Loan  Services,  Wachovia,  Capmark 

3,500,000 

BBB- 

Ba2 

Cash 

RMBS  Subprime 

12/20/2005 

Ameriquest 

Ameriquest 

Counterparty 

Trade  Dale 

HBK 

1/9/2007 

HBK 

1/9/2007 

HBK 

1/16/2007 

HBK 

1/16/2007  ' 

HBK 

1/16/2007 

HBK 

1/16/2007 

HBK 

1/16/2007 

HBK 

1/16/2007 

HBK 

1/17/2007 

HBK 

1/22/2007 

JPM 

10/26/2006 

JPM 

10/26/2006 

ML 

10/24/2006 

ML 

11/6/2006 

ML 

11/14/2006 

SOCGEN 

11/16/2006 

SOCGEN 

11/16/2006 

MS 

11/16/2006 

BOFA 

11/20/2006 

BOFA 

11/20/2006 

DB 

11/30/2006 

GS 

11/29/2008 

GS 

11/13/2006 

GS 

11/16/2006 

JPM 

11/21/2006 

CALYON 

12/1/2006 

TERWIN 

12/7/2006 

DB 

12/7/2006 

OB 

12/7/2006 

DB 

12/12/2006 

JPM 

12/15/2006 

JPM 

12/15/2006 

RBS 

12/1/2006 

RBS 

12/1/2006 

DB 

12/19/2008 

BS 

1/23/2007 

CITI 

1/25/2007 

GS 

2/7/2007 

GS 

2/7/2007 

GS 

2/7/2007 

Greenwich 

2/21/2007 

ML 

•     2/22/2007 

JPM 

2/23/2007 

3/15/2007 
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Gemstone  CDO  VII,  Ltd. 


Debt  Investor  Presentation 


January  2007 


Deutsche  Bank  Securities  Inc.,  a  subsidiary  of  Deutsche  Bank  AG,  conducts  investment  banking  and 
securities  activities  in  the  United  States. 


A  Passion  to  Perform. 


Deutsche  Bank 


o 

o 


n 


Footnote  Exhibits  -  Page  1493 


Strictly  private  and  confidential 


o 

g 

s 

8. 

3" 

o 
a 

GO 


IMPORTANT  NOTICE 


o 
a 

go 

CO 


00 

o 
o 
o 


A  Passion  to  Perform. 

IT71 

Deutsche  Bank   l£J 


THE  INFORMATION  CONTAINED  IN  THIS  CONFIDENTIAL  INFORMATION  MEMORANDUM  (THE  "INVESTOR  PRESENTATION")  IS  BEING  FURNISHED  TO 
SELECT  PROSPECTIVE  INVESTORS  ON  A  CONFIDENTIAL  BASIS  FOR  THE  PURPOSE  OF  PROVIDING  CERTAIN  INFORMATION  ABOUT  HBK 
INVESTMENTS  L  P  ("HBK"  OR  THE  "COLLATERAL  MANAGER")  AND  ITS  AFFILIATES,  AND  CERTAIN  CDO  TRANSACTIONS  MANAGED  BY  HBK.  THIS 
INVESTOR   PRESENTATION   MAY   NOT   BE   REPRODUCED  OR   PROVIDED  TO  OTHERS  WITHOUT  THE   PRIOR  WRITTEN   PERMISSION   OF  THE 

THIS  INVESTOR  PRESENTATION  CONTAINS  INFORMATION  WHICH  HAS  BEEN  PROVIDED  BY  A  NUMBER  OF  SOURCES,  INCLUDING  CERTAIN 
PERSONNEL  OF  HBK.  IN  ADDITION  THE  RESULTS  OF  CERTAIN  FINANCIAL  MODELS  ARE  CONTAINED  HEREIN.  FORWARD  LOOKING  DATA,  SUCH  AS 
THE  RESULTS  OF  THE  FINANCIAL  MODELS,  ARE  INHERENTLY  UNCERTAIN,  AND  NO  REPRESENTATION  OR  WARRANTY,  EXPRESS  OR  IMPLIED,  IS 
MADE  BY  DEUTSCHE  BANK  SECURITIES  INC.  OR  DEUTSCHE  BANK  AG,  LONDON  (COLLECTIVELY,  INCLUDING  ANY  OF  ITS  AFFILIATES,  "DB")  OR  HBK 
WITH  RESPECT  TO  SUCH  MODELS  OR  THE  ASSUMPTIONS,  HYPOTHETICAL  RESULTS,  ESTIMATES,  HYPOTHETICAL  PERFORMANCE  ANALYSIS  OR 
OTHER  FINANCIAL  INFORMATION  CONTAINED  IN  SUCH  MODELS.  ACTUAL  RESULTS  MAY  VARY  MATERIALLY  FROM  THE  HYPOTHETICAL  RESULTS 
CONTAINED  HEREIN  ASSUMPTIONS  INVOLVE  SIGNIFICANT  ELEMENTS  OF  SUBJECTIVE  JUDGMENTS  AND  ANALYSES  AND  CHANGES  THERETO 
AND/OR  CONSIDERATION  OF  DIFFERENT  OR  ADDITIONAL  FACTORS  COULD  HAVE  A  MATERIAL  IMPACT  ON  THE  RESULTS  INDICATED.  EACH 
RECIPIENT  HEREOF  MUST  MAKE  ITS  OWN  EVALUATION  OF  SUCH  FINANCIAL  MODELS  (INCLUDING  THE  ASSUMPTIONS  ON  WHICH  THEY  ARE 
BASED)  NEITHER  DB  NOR  HBK  ASSUMES  ANY  RESPONSIBILITY  FOR  THE  ACCURACY  OR  VALIDITY  OF  SUCH  FINANCIAL  MODELS  OR  THE 
ASSUMPTIONS  HYPOTHETICAL  RESULTS,  ESTIMATES,  HYPOTHETICAL  PERFORMANCE  ANALYSIS  OR  ANY  OTHER  FINANCIAL  INFORMATION 
CONTAINED  IN  SUCH  MODELS.     NOTHING  CONTAINED  HEREIN  SHALL  CONSTITUTE  ANY  REPRESENTATION  OR  WARRANTY  AS  TO  FUTURE 

THIS  PRESENTATION  IS  FOR  INFORMATIONAL  PURPOSES  ONLY  AND  IS  BEING  FURNISHED  ON  A  CONFIDENTIAL  BASIS  TO  A  LIMITED  NUMBER  OF 
ELIGIBLE  INVESTORS  THE  INFORMATION  AND  DATA  IN  THIS  INVESTOR  PRESENTATION  DO  NOT  PURPORT  TO  BE  ALL-INCLUSIVE  OR  TO  CONTAIN 
ALL  OF  THE  INFORMATION  AND  DATA  THAT  A  PROSPECTIVE  INVESTOR  MAY  DEEM  MATERIAL  TO  ITS  DECISION  TO  INVEST  IN  THE  NOTES  OR 
SUBORDINATED  INTERESTS  ACCORDINGLY,  PROSPECTIVE  INVESTORS  SHOULD  CONDUCT  THEIR  OWN  INDEPENDENT  INVESTIGATION  AND 
ANALYSIS  OF  AN  INVESTMENT  IN  THE  NOTES  OR  SUBORDINATED  INTERESTS  AND  THE  INFORMATION  AND  DATA  SET  FORTH  HEREIN.  THIS 
PRESENTATION  IS  NOT  AN  OFFER  TO  SELL,  OR  A  SOLICITATION  OF  AN  OFFER  TO  BUY  ANY  SECURITY.  ANY  SUCH  OFFERING  MAY  BE  MADE  ONLY 
BY  AN  OFFERING  CIRCULAR  RELATED  TO  THE  NOTES  OR  SUBORDINATED  INTERESTS  (THE  "OFFERING  CIRCULAR")  AND  THE  INFORMATION 
CONTAINED  HEREIN  IS  SUPERSEDED  IN  ITS  ENTIRETY  BY  SUCH  OFFERING  CIRCULAR  IN  FINAL  FORM.  INVESTORS  SHOULD  REVIEW  THE 
OFFERING  CIRCULAR  PRIOR  TO  MAKING  AN  INVESTMENT  DECISION.  THE  INFORMATION  CONTAINED  HEREIN  IS  CONFIDENTIAL  AND  MAY  NOT  BE 
DIVULGED  TO  ANY  PERSON  OR  ENTITY  OR  REPRODUCED,  DISSEMINATED  OR  DISCLOSED  IN  WHOLE  OR  IN  PART.  SHOULD  THE  RECIPIENT 
DECLINE  TO  INVEST  IN  THE  NOTES  OR  SUBORDINATED  INTERESTS,  IT  SHALL  RETURN  THIS  INVESTOR  PRESENTATION  AND  ANY  OTHER 
MATERIALS  SUPPLIED  BY  DB  AS  SOON  AS  POSSIBLE  AND,  IN  ANY  OTHER  EVENT,  UPON  REQUEST,  DESTROY  ALL  COPIES  AND  EXTRACTS,  AND 
DELETE  ALL  COMPUTER  FILES.  NEITHER  DB  NOR  HBK  MAKES  ANY  REPRESENTATION  WITH  RESPECT  TO  A  POTENTIAL  INVESTOR'S 
REGULATORY  OR  ACCOUNTING  TREATMENT.  INVESTORS  MUST  RELY  UPON  THEIR  OWN  EXAMINATION  OF  THE  TERMS  OF  THE  NOTES  AND 
SUBORDINATED  INTERESTS  AND  UPON  HIS  OR  HER  OWN  REPRESENTATIVES  AND  PROFESSIONAL  ADVISORS,  INCLUDING  LEGAL  COUNSEL  AND 
ACCOUNTANTS  AS  TO  THE  REGULATORY  AND  ACCOUNTING  TREATMENT,  SUITABILITY  FOR  SUCH  INVESTOR,  AND  OTHER  ASPECTS  OF  AN 
INVESTMENT  IN  THE  NOTES  OR  SUBORDINATED  INTERESTS.  ^Tni  „n 

THE  SECURITIES  DESCRIBED  HEREIN  HAVE  NOT  BEEN  REGISTERED  UNDER  THE  SECURITIES  ACT  OF  1933,  AS  AMENDED,  (THE  "1933  ACT )  OR 
THE  INVESTMENT  COMPANY  ACT  OF  1940,  AS  AMENDED  OR  ANY  STATE  OR  FOREIGN  SECURITIES  LAWS,  AND  WILL  BE  OFFERED  AND  SOLD  ONLY 
TO  (1)  "QUALIFIED  PURCHASERS"  WITHIN  THE  MEANING  OF  SECTION  3(C)(7)  OF  THE  INVESTMENT  COMPANY  ACT  OF  1940  WHO  ARE  EITHER 
"QUALIFIED  INSTITUTIONAL  BUYERS"  (AS  DEFINED  IN  RULE  144A  UNDER  THE  1933  ACT)  OR  INSTITUTIONAL  "ACCREDITED  INVESTORS"  (AS 
DEFINED  IN  RULE  501(A)(1),  (2),  (3)  OR  (7)  UNDER  THE  1933  ACT)  OR  (2)  NON-U.S.  PERSONS  WHO  PURCHASE  OUTSIDE  THE  UNITED  STATES 
PURSUANT  TO  REGULATION  SUNDER  THE  1933  ACT.  .,„..,-.-,,«.,«>  .*  mnu  a 

PAST  PERFORMANCE  IS  NOT  INDICATIVE  OF  FUTURE  RESULTS.  ANY  INFORMATION  HEREIN  REGARDING  OTHER  TRANSACTIONS  IS  FROM  A 
DIFFERENT  TIME  PERIOD  AND  HAS  UNIQUE  CHARACTERISTICS.  SUCH  INFORMATION  IS  NOT  INDICATIVE  OF  THE  CHARACTERISTICS  OR 
PERFORMANCE  OF  THE  CURRENT  TRANSACTION.  THE  ANALYSES  CONTAINED  HEREIN  PRESENTS  HYPOTHETICAL  RESULTS  WHICH  MAY  NOT  BE 
ATTAINABLE. 
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Section  1 
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Transaction  Schedule 

Pricing:  mid-Feb 

Closing:  mid-Mar 

Non-call  period  ends:  2  yrs 

Reinvestment  period  ends:  3  yrs 

Auction  calls  begin:  7.75  yrs 

Reverse  turbo  begins:  9.75  yrs 

Legal  final  date:  40  yrs 


Opportunity  Overview 

■  $1.1  billion  partially  static  mezzanine  ABS  CDO  to  be  managed  by  HBK  Investments  LP.  and  its  affiliated 
subsidiaries  ("HBK') 

-  Predominantly  RMBS  (-88.6%)  with  smaller  allocations  to  ABS  CDOs  (~4.5)%,  Student  Loans  (~3.5)% 
and  CMBS  (~3.3)% 

-  Static  [27.9]%  non-investment  grade  asset  bucket  (minimum  rating  of  Ba2/BB)  ~  only  RMBS  assets 

-  Pure  sequential  pay-down  structure  and  with  coverage  tests 

-  Optional  call  after  year  2;  auction  call  after  year  7.75 

-  As  with  all  its  prior  CDOs,  HBK  will  purchase  100%  of  the  Equity  in  Gemstone  CDO  VII 
i  De-levering,  partially  static  structure 

-  3-year  limited  reinvestment  period  -  only  investment-grade  asset  amortizations  can  be  reinvested 

-  Reinvestments  can  be  only  be  in  assets  rated  Baa3/BBB-  or  better  (investment  grade) 

-  Static  below-investment-grade  ("BIG")  bucket  -  principal  proceeds  on  BIG  assets  are  used  to  amortize 
the  capital  structure  sequentially 

i  15%  Credit-impaired  double-B  substitution  bucket  during  the  first  3  years  (details  on  page  7) 

-  Credit-impaired  double-B  assets  can  be  replaced  with  non-impaired  assets  with  equal  or  better  rating  and 
equal  or  higher  par  value 

i  Credit-risk,  Credit-improved  and  Discretionary  (up  to  20%  per  annum)  trading  permitted  on  IG  assets 

i  Flexibility  to  purchase  cash  and  synthetic  assets;  max  65%  synthetic  bucket  for  pay-as-you-go  CDS  (RMBS 

and  CDOs) 
I  Triple-B  turbo  amortizes  Class  D  (Baa2/BBB)  using  excess  interest  (otherwise  payable  to  Equity) 


00 

o 
o 


Deutsche  Bank 


(1)      Source:  HBK. 
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HBK  is  one  of  the 

premier  investment 

management  firms  in  the 

industry 


HBK's  CDO  Program  is  a 

key  component  of  the 

investment  and  funding 

strategy  of  its  structured 

product  division 


Section  1 


Executive  Summary 


Investment  Considerations 


Experienced  CDO  Manager  with  a  strong  alignment  of  economic  interest  with  investors 

-  Gemstone  VII  will  be  HBK's  eighth  ABS  CDO.  HBK  has  successfully  brought  to  market  7  ABS  CDOs 
totaling  $3.6  billion  aggregate  issuance 

-  HBK  is  an  investment  management  firm  founded  in  1991  with  equity  capital  under  management  of 
approximately  $12  billion*1  >.  HBK's  structured  finance  team  manages  $5.0  billion  in  structured  finance 
securities  including  $3.6  billion  of  structured  product  CDOs,  as  of  November  30th,  2006<1> 

-  As  with  all  its  prior  CDOs,  HBK  will  purchase  100%  of  the  Equity  in  Gemstone  CDO  VII 

HBK's  investment  process  integrates  expertise  in  capital  markets,  structural  analysis,  collateral  and  loan- 
level  analysis,  due  diligence,  and  in-house  surveillance.  HBK  is  seen  as  not  as  a  trader  but  as  a  vigilant 
investor  that  maximizes  value  through  intensive  analysis  and  surveillance 

i  Structured  products  exhibit  relatively  stable  performance  and  low  default  history 

-  Favorable  Default  and  Rating  History  -  structured  products  have  exhibited  historically  low  incidence  of 
default  and  as  structures  delever  these  assets  become  candidates  for  credit  outperform ance 

-  Good  Relative  Value  -  structured  products  have  historically  priced  and  continue  to  price  wider  than 
similarly  rated  corporates  due  to  liquidity  and  complexity  premium  that  can  be  arbitraged  through  buy- 
and-hold  cash  flow  CDO  structure 
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(1)      Source:  HBK. 
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Pure  sequential  pay- 
down  structure  and  with 
coverage  tests 


Transaction  Overview 

$1.1  billion  partially  static  mezzanine  ABS  CDO 

-  Target  portfolio  comprised  of  [88.6]%  RMBS,  [4.5]%  ABS  CDOs,  [3.3]%  CMBS  and  [3.5]%  Student  Loans 

-  Static  [27.9]%  non-investment  grade  bucket  comprised  of  RMBS  assets  only  rated  at  least  Ba2/BB 
i  Delevering  sequential  structure  with  coverage  tests 

-  Amortizations  on  assets  rated  below  Baa3/BBB-  are  used  to  delever  structure  and  pay  down  notes 

-  Amortizations  on  investment  grade  assets  can  be  reinvested  for  3  years  into  investment  grade  assets  only 

-  Coverage  tests  trap  and  divert  excess  interest  to  pay  down  notes  and  build  overcollateralization 
i  Credit-impaired  Double-B  Substitution  Bucket 

-  During  first  3  years,  HBK  can  substitute  up  to  15%  credit  impaired  double-B  RMBS  assets  into  non- 
impaired  RMBS  assets  with  equal  or  better  rating 

-  Principal  Balance  of  new  assets  should  be  equal  or  greater  than  that  of  the  replaced  assets 


Indicative  Capital  Structure 
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Triple-B  turbo  amortizes 

Class  D  (Baa2/BBB) 

using  excess  interest 


(1 )  Average  Life  of  tranches  calculated  to  7.75  year  Auction  Call  (20%  of  collateral  expected  to  remain  outstanding). 

(2)  Class  A  may  be  split  into  additional  tranches  based  on  investor  preference. 

(3)  100%  of  Preference  Shares  retained  by  the  Collateral  Manager  and  not  offered. 


Rating 

Class 

(MDY's/S&P) 

;  Aaa/AAA 

Size($) 

Size(%) 

[72:0]% 

Subord  (%) 

[280]% 

AvgLlfe^i 
[5.6]Years 

Legal  Final 

A(2); 

[793,100,000] 

40  years 

.::••:.;.:■:   :B  '                   " 

Aa2/AA 

[96,900,000] 

[8.8]% 

[19.2]% 

[7.7]  Years 

:  40  years 

:     G         .. 

A2/A 

[71,600,000] 

[6.5]% 

[12.7]% 

[7:8]  Years:: 

40  years 

.'■  .  D-;--:;;,.,:::-v. 

Baa2/BBB 

[57,300,000] 

[5.2]%     : 

[7.5]% 

[6.1]Years 

40  years 

..'   E-    i 

Bal/BB* 

[18,700,000] 

;    ;t1-7]%    •: 

[5.8]% 

•■;  [7.8]  Years 

40  years 

Preference  Shares*3' 

NR 

[63,900,000] 

[5.8]% 

40  years  : 

■v^Tdtai;:-'-:'- 

1,101,500,000 

100,0% 
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Portfolio  Composition 


Moody's  Rating  Composition*1' 


6.8*         8.4* 


Aa?  A1  A2  A3  Baal         8as2 


Portfolio  Composition 
S&P  Rating  Composition 
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Asset  Type  Composition 


Student  Loans 
CMBS  Conduit  35% 

3.3%       A 
COO  \ 

4.5%  .^^       \ 

RMBS  Prime -- 

1.4%  ,£'  >    , 


RMBSSubprime 
36.4% 


RMBSMidprime 
50.8% 


A.  A  A- 
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totalh; 

RMBS  Midprime 

50.8% 

RMBSSubprime 

36.4% 

RMBS  Prime         i 

1.4% 

;.gdo  i1::,;;:;:;;'     : 

*5%; 

CMBS  Conduit 

3  3% 

Student  Loans 

3  5% 

Total 

100  0% 

Aaa 

2,7% 


Initial  Asset  Type  vs  Moody's  Rating 


.(D 


Aa1 


Aa2 


4:5% 


Aa3 


At 


1.4% 

0:8% 


2.7%        0.0%        4.5%        0.0%        2.2% 


A2 


2.3% 
1.8% 
4.1% 


A3 


0:7% 


0:9% 
;i::7%: 

3:4% 


Baal       Baa2       Baa3 


4:5% 

11% 


0:2% 


5;8% 


4.5% 
0:9% 


(1)  Assets  not  explicitly  rated  by  Moody's  (approximately  4.8%)  are  notched  in  accordance  with  Moody's  notching  convention. 


20.6%: 

23.4% 


Ba1 

6.5% 
5.1%: 


Ba2 

9:8% 

5.1% 
1.4% 


5.4%       44.0%      11.6%      16.3% 
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$1.1  billion  mezzanine 
RMBS  CDO 


100%  of  equity  retained 
by  HBK  (or  its  affiliates) 
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Transaction  Highlights 


.IRamp-upi;  ,;;:;:-:l:;'; 
Management  Feel      ;: 

jL;imitied:Reihyestment  ; 
Period 

Triple-BTurbb;    ;  : 

BBDiversionTie^t1:      I 
Manager  Trading 

Optional  Call 
iftuctiorvGall 

PermahentReyerse;.; 
; Turbo;after 9:75years  ; 

Synthetic  Assets 


si  The  portfolio  is  expected  to;be 100%  ramped  at  closing 

<*  Senior  Management  Fee:  30  bps  per  annum 
;«;  Subordinate  Management  Fee:  none 

«   3  year  Limited  Reinvestment  Period  for  investment  grade  assets  only 

8  Static  non-investment  grade  bucket- these  amortizations  are  used  to  pay  down  structure 

«   During  the  first  3  years  after  closing,  20%  of  the  Class  D  (Baa2/BBB)  Notes  will  be  paid  down  with 
excess  interest  proceeds,  after  the  first  3  years,  20%  of  the  excess  interest  proceeds  will  be  paid  to 
Class  D 

«  Excess  interest  proceeds  (otherwise  payable  to  Equity)  will  pay  down  Class  E  (Ba1/BB+)  if  the 
Class  E  Interest  Diversion  Test  fails  until  it  is  brought  back  into  compliance 

«   Max  15%  Credit-impaired  Oouble-B  Substitution  into  equal  or  better  rated  assets 
»  Credit  Risk,  Credit  Improved  and  Defaulted  Assets  pursuant  to  the. Indenture 
«   20%  Discretionary  trading  on  investment-grade  assets 

;«:;2years   ■  

a  Auction  call  after  7.75  years,  and  if  unsuccessful,  on  a  semi-annual  basis  thereafter 

«   If  auction  calls  are  unsuccessful  for  two  years,  equity  will  not  be  paid  any  excess  interest  proceeds; 
instead  such  monies  shall  be  usedto  pay  down  outstanding:  Notes  in  a  reverse  order  of  seniority 
(Class  E,  followed  by  Class  D,  Class  C,  Class  B,  Class  A-2,  and  finally,  Class  A-1) 

s   Up  to  65%  of  the  portfolio  may  consist  of  'pay-as-you-go"  credit  default  swaps  on  RMBS  or  CDO 
reference  obligations,  replicating  cash  position  in  the  underlying 
-Fixed  Cap  will  apply  to  RMBS  PAUG  CDS 

-  Variable  Cap  (and  no  implied  Writedowns)  will  apply  to  CDO  PAUG  CDS 

-  The  transaction  may  feature  a  GIC  to  invest  the  cash  that  collateralizes  the  PAUG  assets 
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Transaction  Highlights  (continued) 


Key  Collateral  Characteristics 


Closing  Portfolio 

[94.1]% 
[5.9]% 
[54.9]% 

Limit 

floating  Rate  Assets 
Fixed  Rate  Assets ;-\ .'!; 
"Synthetic  Assets    ::;:;; 

[94.0]%  min 
[6.0]%  max 
[65.0]%  max 

Moody's  WARF 

Moody's  Correlation  Factor 

Moody's  Weighted  Average  Recovery  Rate 

(645](Baa3/Ba1) 
[21.5]% 
[25.5]% 

[674](Baa3/Ba1)max 
[22.6]%  max 
[24.0]%  min 

Weighted  Average  Spread 
Weighted  Average  Coupon 

[2.34]% 

[5i36]%i ■:•■; ; 

^Sp^eadiyecto^coyenant:  :•!: : 
Coupon  vector  covenant 

Coverage  Tests 

UOvercollateralization 

Interest  Coverage 

At  Closing 

Test 

Cushion 

AtCiosirig^ 

[142  13]% 

[129;25]%; 

:i..'  [1;18;44]% 

Test                Cushion: 

Class  A/B  OC  Test              [123.74]% 
Class  COC  Test                 [114.53]% 
Class  DOC  Test                 [108.09]% 

[118  74]% 
[110.78]% 
[105.34]% 

:  [5,oo]% i:i;  ;': 

[375]%;: 

ii            [275]%:        J      ; 

[107.00]%  .          [35.13]% 
[103  00]%              [26.25]% 
[100.00]%              [18.44]% 

Class  E  Diversion  Test        [106.14]% 

[104  02]% 

[2.12]% 

(1)  Interest  Coverage  at  Closing  are  estimates. 
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Eligibility  Criteria 


Ratings  Concentration  Limits 
Specified  Type  (Asset  Type)  Limits 


Servicer  Limits 
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Eligibility  Criteria  (Concentration  Limits) 


Issue  (Security/CUSIP4evel)  Limits 

Synthetic  Security  Li rh its 
Fixed!  Rate  Assets  i 


Max [27,9]%  rated  below Baa3/BBB-(RMBS only). 

Max  [100]%  Home  Equity,  Residential  A,  and  Residential  B/C  in  aggregate 

Max  [10]%  CMBS  in  aggregate 

Max  [10]%  CDO  in  aggregate;  all  CDOs  must  be:  rated  :Baa3/BBB- or  above 

Other  Asset  Types  subject  to  additional  limitations  v 

The  aggregate  principaibalance  of  all  assets  serviced  by  thesarne  Servicer  should  not 
exceed  [7.5]%,  except  that  the  aggregate  principal  balance  may  be  up  to- 

-  [20]%  if  the  Servicer  is  rated  at  least  Aa3  or  SQ1  by  Moody's  ... 

i     -  [10]%  if  the  Servier  is  rated  below  Aa3  and  below  SQ1  Moody's    . 

(2  exceptions  may  be  up  to  [15]%  each) 
or,  the  aggregate  principal  balance  may  be  up  to: 
-[15]%  if  rated  at  least  AA-  or  Strong  by  S&P 

-  [10]%  if  rated  at  least  A-  or  Above  :Average;by6&P     :;;:;;     r 

':  Max  [2.5]%  Baa3/BBB-  or  higher  (5  exceptions  up  to  [3.0]%) 
Max  [1  25]%  for  Ba1/BB+ or  below  (5  exceptionup  to  [1  5]%) 

:Max[65]%  Synthetic  Securities 

Max  [6.0]% 
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Collateral  Haircuts  for  Class  A/B,  C  and  D  Overcollateralization  Tests 


Initial  Level         Allowed  Cushion' 


.(D 


(2) 


P) 


Moody's  Ba1/Ba2/Ba3  rated  collateral;  [27  9]% 

Moody"s;B1/B2/B3  rated  collateral  [0]%       t              t5]% 

Mood/s:BelowB3  rated  collateral  [0]% 

S&P  BBWBB/BB-  ratedicbllateral  :         [12.6]%; 

S&P  B+/B/B*  rated  collateral  1°]%      \             [5]% 

S&P  Below;  B-  rated  collateral  [01% 

References  to  ratings  are  to  Moody's  and  S&P  ratings;  as  applicable  For  a  complete  description  of  haircuts,  please  referto  the  Offenng  Circular 

(1)    Allowed  Cushion  is  in  addition  to  the  Initial  Level  of  collateral.  „*mmoni, 

(2     Allowed  Cushion  may  be  up  to  [5]%  shared  between  the  three  major  rating  categories  listed  above  as  long  as  the  total  threshold  amount  is  no  more  than  [32.9]% 
W    p™*)  for  Moody's  and  no  more  than  [1 7.6)%  (12.6%  +  5.0%)  for  S&P  across  all  three  major  rahng  categones. 


Haircuts  for  collaterals  over  the 
threshold  (I  nitiajV  Cushion): 

[10]%:       .    .  >: 

;         [20]%:  V 
:         [50]%- 

;■      ::[10]%      - 

. :  :{2is\%  ■■"■'■■- 

j[30]%: 
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Investment  Rationale 


Class  C/D  Expected  OC  Levels 


■T  Faster  OC  Buildup  -  Compared  with  a  traditional  revolving  structure,  Gemstone  CDO  VII  builds  OC  quicker  due  to  the 
partially  static  structure  and  the  triple-B  turbo  feature 


-•-G7  Class  COC 

■«"  Revolving  ClassC  OC 


...07  Class  DOC 

-•...  Revolving  Class  D  OC 


JKXI7    JjW7    JaivOB    JJ-0S    JavOS    M<a    Jsn-'O    Juno    *►"    **"    ■""■"    -**" 


Weighted  Average  Spread  Vector 


Jm-07    J*C? 


JSt>09     JUt-06     J*vC9     Jul-M      J«vlO     -M-10     Jro-11     AMI     ■*«>«     AS-U 


Expected  WARF 


Spread  Curve  Vector<1»  -  WAS  is  expected  to  decrease  over 
time  due  to  static  amortizing  BB  RMBS  assets  which  have 
higher  spreads.  This  issue  is  addressed  in  Gemstone  VII  by 
modeling  the  WAS  as  a  spread  vector  that  declines  over  time. 


Improved  Credit  Quality  Over  Time'2)  -  As  the  BB  RMBS 
assets  amortize,  investment  grade  assets  will  remain, 
resulting  in  an  overall  credit  improvement 


K — 'X-X.-x.-*-*.--, 


I 

1 


— >•- WA  Spread 
-&~  Covenant 


^~^~\ 


:* <:-X--X -£.,,,  „ 


***** 


•WW 


~x-x 


X-*-;,:-*-*- 


-x-EKpededWARF 
Max  WARF 
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"*-■*•« 


JWMJ7      Jli-07      JilvOS      JU^»      Jan-00      JJ-0S      ■**»-">      J*10     -*""11      J*1 '      J"1*"13      JUM3 
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(D    IG  Floating  reinvestments  are  assumed  to  be  in  assets  with  4  year  bullet  maturity  and  spread  of  230  bps^ 

£     IG  asset  amortizations  are  assumed  to  be  reinvested  in  assets  that  have  a  WARF  equal  to  the  mrtial  WARF  of  the  relevant  IG  bucket. 


(2)    IG  asset  amortizations  are  assu 
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Investment  Rationale 


Asset  Portfolio  Amortization 


The  credit  quality  of  the  portfolio  is  expected  to  naturally  improve  over  time  due  to  the  static  BB  bucket 
and  the  reinvested  investment-grade  assets 

The  Gemstone  VII  structure  has  higher  subordination  because  it  does  not  take  credit  from  rating  agencies 
for  the  natural  WARF  improvement  and  is  also  conservatively  sized  to  take  into  account  that  portfolio 
spread  (WAS)  will  decline  over  time 


900m  -\ 


600m  • 


300m 


S3  Fixed  Cash 

is  Investment  Grade  Floating 

h  Below  Investment  Grade 
Floating  (RMBS) 
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Breakeven  Analysis 


Breakevens  -  to  Maturity11  ,ww 

ToPIK 

To  Break 

in  Yield 

To  Return  < 

if  investment 

CDR 

Cumulative 

CDR 

Cumulative 

[60.1]% 
[48.4]% 
[34.2]% 
[25.7J% 
[21.4]% 

Cumulative 

:-::V;:  Class ;A::;-:", 
;.;;;:-CteSS|B::;':i^ 

';;:;:;:Class;C;;;;;: 
::;-;';  :ctess;b:;:;;: 
"::;:':;Class^E!:::V  ■ 

[24.1]% 

I    [17.3]% 
[9  6]% 

[3.5]% 
[1:4]% 

[60.1]% 
[48.4]% 
[32.3]%         ■ 
[20.2]% 
[86]% 

[24.1]% 
[17.31% 
[10;2]% 
[4.6]% 
[3.7]% 

[42.2]% 
[20.0]% 
[12.8]% 
[7.8]% 
[4.4]% 

[76.1]% 
[53.5]% 
[40.1]% 
■  ;![27:5]% 
[24.6]% 

(1 )  Note  breakeven  analysis  assumes:  (i)  forward  LIBOR  curve,  (ii)  base  case  collateral  cash  flows,  (Hi)  constant  annual  defaults  occur 
from  the  closing  date  and  at  the  beginning  of  each  collection  period  with  50%  instantaneous  recovery,  (iv)  pnncipal  and  interest 
proceeds  on  cash  assets  are  assumed  to  be  reinvested  short  term  and  accrue  interest  at  3m  LIBOR  -  0.20%. 

(2)  30bps  senior  collateral  management  fee;  senior  ongoing  deal  expenses:  US$250,000  p/a  +  0.04%  p/a. 

(3)  To  maturity  assuming  no  calls. 
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Priority  of  Payments 


Interest  Proceeds 

Trustee  Fees 

Issuer  Expenses  (excluding  Management  Fees) 

Payment  on  Swap/Cap  or  CDS  (if  any) 

Senior  Management  Fee 

;';;■'. .: ■  v Class  A  Interest  ■;•• V" 

Class  B  Interest 
Class  A/B  Coverage  Tests 

Class  C  Interest^ 
Class  C  Coverage  Tests " 
Class  C  Deferred  Interest 
-    Class  D  Interest"' 
Class  D  Deferred  Interest 
Class  D  Coverage  Tests 
."■';   Class  E  Interest 
Class  E  Deferred  Interest 
Class  E  Diversion  Test 

Class  D  (Baa2/BBB)  "Turbo"  Payment 

Subordinated  Swap/Cap  or  CDS  Termination  Payments 
(if  any) 

Additional  Trustee /Issuer  Expenses  (if  any) 

After  year  9.75.  "Reverse  Turbo"  to  pay 
Class  E  to  Class  A  in  reverse  order  of  seniority 

Payments  to  Preference  Shares 


«s 


^w******** 


Principal  Proceeds  • 


Payments  to  Cover  Certain 
Interest  Proceeds  Shortfalls^ 


Reinvest  Principal  proceeds  for  first  3  years 
(BB  proceeds  are  not  reinvested,:  but  amortize  Notes) 

Class  A  Principal  Until  Fully  Amortized 
Class  B  Principal  Until  Fully  Amortized 

Class  C  Deferred  Interest 
Class  C  PrinoipalUntil  FullyAmortized 

Class  D  Deferred  Interest 
Class  D  Principal  Until  Fully  Amortized 

Class  E  Deferred  Interest 
Class  E  Principal  Until  Fully  Amortized 


Payments  to  Cover  Interest  Proceeds  Shortfall  of 

Subordinated  Swap/Cap  or  CDS  Payments  (if  any)  and 

Additional  Trustee  or  Issuer  Expenses  (if  any) 


Paymentsto  Preference  Shares 


(1)      Dotted  lines  signify  that  Class  C  &  □  Interest  paid  from  Principal  Proceeds  contingent  upon  maintaining  CC  Levels  in  compliance. 
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Collateral  Manager  Overview  -  HBK  Investments  L.P. 

I 

Overview 


HBK  Investments  L.P.  together  with  its  affiliated  subadvisors  ("HBK")  is  an  investment  management  firm 
founded  in  October  1 991  with  equity  capital  under  management  of  approximately  $12  billion.  HBK  s 
structured  finance  team  manages  $5.0  billion  in  structured  finance  securities,  including  $3.6  billion  of 
structured  product  CDOs,  as  of  November  30,  2006(1) 

HBKs  main  office  is  in  Dallas,  Texas,  with  affiliated  subadvisory  offices  in  New  York,  London,  Hong 
Kong  and  Tokyo 

HBK  employs  approximately  300  individuals  in  its  five  offices  globally 
HBKs  senior  management  team  has  been  working  together  since  1994 
i  The  firm  strives  to  provide  superior  risk-adjusted  rates  of  return  with  relatively  low  volatility  and  relatively 
low  correlation  to  most  major  market  indices 

-  "multi-strategy"  approach  with  a  sub-categorization  of  either  "market  neutral"  or  "absolute  return" 

i  From  inception  through  November,  2006,  HBK  generated  a  compounded  annual  return  of  12.34%,  net  of 
all  fees  and  expenses  and  assuming  reinvestment  of  all  distributions*1  ><2> 

-  positive  returns  for  every  consecutive  12-month  period  in  its  history 
i  HBK  currently  manages  seven  ABS  CDOs 

-  CDOs  as  a  term-financing  source,  not  as  a  fee-generation  arbitrage  vehicle 

-  performance  snapshots  of  prior  CDOs  are  provided  in  Section  4 

-  all  junior  tranches  of  Sandstone  CDO,  HBKs  first  ABS  CDO,  have  been  upgraded  a  full  rating  by  S&P 
and  are  currently  on  upgrade  watch  by  Moody's 


(1)  Source:  HBK. 

(2)  Past  performance  is  not  indicative  of  future  performance. 
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Funds  from  HBK's  investors  are  invested  through  one  of  two  feeder  funds: 

-  HBK  Fund  L.P.  is  structured  to  accommodate  qualifying  U.S.  taxable  investors 

-  HBK  Offshore  Fund  Ltd.  is  structured  to  accommodate  U.S.  tax  exempt  investors  and  non-U. S. 
investors 

These  two  funds  have  combined  most  of  their  assets  into  a  single  master  pool  called  HBK  Master 
Fund  LP. 

i  HBK  organizes  its  portfolio  positions  into  a  number  of  business  units,  each  with  a  different 

investment  strategy 
I  For  analysis  and  reporting,  the  business  units  are  aggregated  into  four  main  investment  groups: 

-  Credit:  Corporate;  Non-Corporate 

-  Equity:  Event  or  Spread  Driven;  Relative  Value 

-  Volatility,  Quantitative  and  Other 

-  Developed  Markets  Fixed  Income 

i  Investments  in  U.S.  structured  products  fall  under  both  Credit  (Non-Corporate)  and  Developed  Markets 
Fixed  Income  depending  on  the  credit  rating  of  the  asset  in  question 
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I 

Legal  Structure 


HBK  Investments  L.P.  (a  Delaware  limited  partnership)  its  affiliated  subadvisors  manage  two  funds: 
HBK  Fund  L.P.  (a  Delaware  limited  partnership)  and,  HBK  Offshore  Fund  Ltd.  (a  Cayman  Islands  limited 
company)  and  each  of  which  has  invested  most  of  its  capital  in  HBK  Master  Fund  L.P.  (a  Cayman 
Islands  limited  partnership) 
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U.S.  Taxable  Investors 


Offshore  and  U.S.  Tax 
Exempt  Investors 


HBKFundLP 


HBK  Offshore  Fund  Ltd     *" 


HBK  Master  Fund  UP. 


HBK  Investments  LP. 


Investment 

Management 

Agreement 


HBK  Services  LLC; 

HBK  New  York  LLC 

HBK  Virginia  LLC 


Affiliated  Sub-Advisors 


HBK  Fixed  Income  Ltd. 
:  .■;  DeyelopediMarket W^a 
Income  Investments 


HBK  Global  SecuritlesL  P 

■  Registered  Broker-Dealer 

■  Conducts  securities  lending 
business 


Wholly  Owned  Subsidiaries 


Source:  HBK 
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a  Structured  Prom:  is  -  (KB  3  C  ME  S,  RMSS ,  CD  D 
structured  notes  and  othe  * 

«='  Emerging  Markets-  fixed  income  and  equity  securities 
issued  in  countries  outside  the  G7  nations 
sovereign  and  private  issuers 
»  Corporate  Credit-  U.S.  and International 
•    credit-driven  investments  in  developed  market, 
corporate  securities 

Investment  grade  and  high  yield,  par  and  distressed 
bank  debt,  trade  claims,  equity  derivatives 
■    seek  best  risk-reward  opportunity  within  capital  structure 
-'«  Private  Placements  -  equity-linked  privately  negotiated 
investments  in  US  and  non-U. S.  companies 


Convertible  Arbitrage  -  US  and  International 

■•■•  publicly  traded  equity  derivatives  in  US,  Japan*  Europe 

and  Asia 
-  convertible  bonds,  convertible  preferred  stock,  warrants 

or  options 

Volatility-  volatility  relationships  among  options  on 

equities  and  equity  indices 

Quantitative  Strategies 
purchase  and  sale  of  stocks,  related  index  products  and 
exchange-traded  products  to  take  advantage  of  short-; 
term  and  long-term  statistical  phenomena 
highly  diversified  portfolio  intended  to  control  market 
exposure  and  exposure  to  a  variety  of  otherfactors 

Insurance-  insurance  and  insurance-related  investments 
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Risk  arbitrage  and  other  event-driven  strategies  in  different 
markets,  including  U:S,  Europe  and  Asia 
Investments  involving  price  disparities  between  multiple 
share  classes  or  positions  in  thecaprtal  structure 
Relative  value  -  market  neutral  investing  in  the  equity  or 
equity  derivatives  of  companies  deemed  to  be 
fundamentally  over  or  under  valued. 


Govenv.'  nl  i  &nds,  Age  icies,  MBS,  ABS 
Fixed  income  securities  primarily  in  G-7  nations 
Investments  intended  to  isolate  mispricings  across  various 
fixed  income  markets 
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Corporate  Structure 

■  Supporting  the  investment  unit  is  the  back  office,  comprised  of  14  support  functions 

■  HBK  employs  over  300  individuals  in  its  five  offices  globally 


Credit:  Corporate;  Noncorporate 
i  Equity:  Event  or  Spread  Driven;  Relative  Value 
i  Volatility,  Quantitative  and  Other 
i  Developed  Markets  Fixed  Income 


Legal  &  Compliance 
i  Investor  Relations 
i  Human  Resources 
i  Administrative  Support 
i  Risk  Management 
i  Quantitative  Research 
i  Strategic  Planning 


Accounting  and  Tax: 
Finance 
Operations: 

Information:  Technology 
Systems  Development 
Data  Management 
Internal  Audit 
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Structured  Products  Group 


HBK's  Structured  Products  Group  is  one  of  the  leading  purchasers  and  long-term  investors  in  credit 
sensitive  mortgages 

-  the  group  is  responsible  for  managing  the  structured  products  portfolio,  including  RMBS  and  ABS,  a 
component  in  HBK's  overall  strategy  since  2002 
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HBK's  business  model  focuses  on  deriving  returns  from  buy  and  hold  income  revenue  instead  of  short- 
term  trading 

HBK's  investment  model  utilizes  proprietary  default,  prepay,  and  severity  loan  level  models  to  make 
investments  in  the  residential  market 

CDO  program  provides  long-term  committed  financing  to  HBK 

HBK  has  retained  100%  of  the  equity  from  CDO  transactions  resulting  in  strong  alignment  of  interests 
between  HBK  and  investors 
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Structured  Finance  Team 


CDO  Team 


Jamiel  Akhtar 

■■::■.■   Managing  Director 
14  yrs  Industry  experience 
14  yrs  at  HBK 


Kevin  Jenks  ;;:;: 
Ser^PerSoth  Manager 
1 5  yre  Industry  experience 

6yrsatHBK 


Joel  Eenlgenburg 

Senior  Developer 

13  yrs industry  experience 

13  yrs  at  HBK 


Seth  PadoWitz 

i:<:  ^Senior  Developer  ■ 
7  yrs  Industry  experience 
7  yrs  at  HBK 


:      RulOong 
Developer 
7  yrs  Industry  experience 
2yrsatHBK 


■  ■■.    Stewart  Stlrnson  ■.:::::; 

Developer/  Support 

11  yrs  Industry  experience 

9  yrs  at  HBK 


60  Professionals 


GayiaUtley 

Dlr.  Of  Operations 

1 1  yrs  Industry  experience 

llyrsalHBK 


Jeff  Schniitt ; 
'     icotetemi  Analyst  r 
8  yrs  Industry  experience 
':  ByrsatHBK  :^ 


ErlcMartel    :: 

.-.■';  ;'■  Collateral  Analyst  :: 

7  yrs  Industry  experience 

6  yrs  at  HBK 


Celeste  Bengston 

Pricing  Auditor 
5  yrs  Industry  experience 

\\::.:^yretHBkr::,-:^. 


:-   ;  -Greg  Thomas  ;;      ; 
;    !  Pricing i Auditor: 
9  yrs  Industry  experience 
9  yrs  at  HBK 


30  Professionals 


Klmberlee  Rozman 

Associate  General 

Counsel 

17  yrs  Industry  experience 

8  yrs  at  HBK 


JaneRast 

Internal  Counsel 

11 yrs  Industry  experience 

2  yr  at  HBK 


6  Professionals 


Jim  Wang 

Sr.  Quant  Analyst 

10  yrs  Industry  experience 

2  yrs  at  HBK 


Jason  Lowry 

Analyst/  Trader 
*~    6  yrs  Industry  experience 
4yrsatHBK 


Marco  Lukesch 

Analyst  /  Trader 

6  yrs  Industry  experience 

3yrsatHBK 


3  Surveillance 
Analysts 


Quantitative 
Analyst 


Risk  Management 


Ql  Wang 

Managing  Director 

12  yrs  Industry  experience 

9  yrs  at  HBK 


Brett  Orr 

Trader 

10  yrs  industry  experience 

10  yrs  at  HBK 
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Structured  Products  Portfolio 
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RMBS  /  ABS  have  been  a  component  in  HBK's  overall  strategy  since  2002.  HBK  manages  a  structured 
products  portfolio  of  approximately  $5.0  billion,  including  $3.6  billion  of  structured  product  CDOs<1> 

HBK  follows  a  buy-and-hold  strategy  for  its  ABS  investments;  HBK  hedges  the  interest  rate  exposure 

and  retains  the  credit  exposure  of  its  ABS  portfolio 

Currently,  there  are  only  three  downgrades*2*  in  HBK's  ABS  portfolio 


Asset  Type 


Rating<3> 
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RMBS  prime 
3.9% 

Student  loans 
8.5%        ""^ 


Credit  cards 
3.2% 


RMBS  midprlme 
35.8% 


RMBS  subprime 
34.6% 


(1)  As  of  November  1 ,  2006. 

(2)  Excluding  one  other  downgraded  asset  that  paid  down  to  par. 

(3)  A  portion  of  the  "NR"  assets  includes  residuals. 
Source;  HBK 


NR 
33.8% 


B2  _ 
0.5% 

B1 
1.5%" 


Ba3 
2.1%" 


Baa3 
14.6% 
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Overview  of  Structured  Products  Investment  Strategy 


Multi-Strategy  Absolute  Return  Philosophy 


Credit:  Corporate  Equity:  Event  of  -ftpfead  Volatility,  Quantitative  and 

Investments;  Non-Corporate      Driven  Invesin^nii    Restive  other  InveM^-tas 

Investments  Value  Investments 


Developed  Markets  Fixed 
Income  Investments 


Allocations  made  to  structured  products 
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Overweight  US  Residential  Sector 

s  Higher  rates  have  reduced  ABS  issuance  ,•..„* 

.    higher  relative  value  and  inherent  spread  pick-up  compared  to  other  fixed  income  markets  due  to  complexity  of 

structures  and  liquidity  premium 

Bias  Portfolio  in  Favor  of  Liquid  Asset  Classes  within  Structured  Products 

s  Avoid  "unproven"  off-the-run  asset  classes  and  favor  established  liquid  asset  classes 
«  High  granularity  of  underlying  collateral  supports  actuarial  security-level  analysis 

a  Generate  portfolio  alpha  by  exploiting  technical  market  inefficiencies  through  buy-and-hold  strategy  and  not  through 
price-volatility  trades 

Target  Triple-B  /  Double-B  Credit  Profile  .     .     .      .,       ,,  ^ 

«  Triple-B  /  Double-B  residential  assets  present  best  relative  value  compared  to  other  sectors  in  structured  product 

market  and  the  broader  markets  ....       „^  „„hw 

«  Make  opportunistic  purchases  of  non-investment  grade  residential  assets  where  there  is  clear  track  record  and/or 

good  data  transparency 
»  Emphasize  stability  of  credit  and  credit  ratings 
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Investment  Model 
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■  Prime  and  Alt-A  RMBS 
■iAIt-B 

■  Subprime  RMBS 

■  InvestmentGrade  ABS 
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Section  3 


Long  term  financing  for 
HBK's  portfolio 
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Security  Selection  and  Portfolio  Management 


Transaction 
Analysis 


Portfolio  Construction 
and  Management 


o 


i  Dealers 

-  maintain  and  manage  dealer  relationships  in  order  to 
source  high  quality  opportunities  for  the  portfolio 

-^  focus  on  neW  issue  market 

-  consider  secondary  purchases  under  appropriate 
circumstances 

-  purchase ^ioah$directiyifrbrn  originators 


■  Originators 

-  analyze  originators  for  underwriting  consistency  and 
monitor  Changes  to  competitive  landscape  : 

■  Servicers 

-review  financial  condition  of  servicer 

-  historical  performance 

-  ease  of  transferring  servicing 

-  delinquency  curing  strategies 

-  loss  mitigation 
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Security  Selection  and  Portfolio  Management  (continued) 


Investment  Origination 


Portfolio  Construction 
and  Management 


s 

s 


i  Collateral  Analysis 

-  conduct  dueidiligehce of  underlying  loan  collateral  to 
formulate  investment  assumptions 

-loan  level  models: 

-  delinquency  and  default  forecast 

-  loss  severity   .. 
-collateral  prepayment  forecast 

-  FICO  stratifications,  loan  to  value  ratios,  historical  data, 
and  static  vintage  performance  are  among  the  factors 
included  in  the  analysis 


i  Waterfall  Analysis 

-  determine  priority  of  cash  flows  available  to  the 
;   investment 

-  seniority 

:":.  /'-  :|OCk-OUtS  '.  v;;; 

-  loss  /  delinquency  triggers 
-:  static  vs.  revolving  pools  ; 

-  use  cash  flow  models  to  analyze  investment 
performance  assuming  multiples  of  expected  default, 
varying  interest  rate  paths,  loss  severity  andpayment 

rates       . 

-  assess  sufficiency  of  credit  enhancement   '.;'■;; 
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Security  Selection  and  Portfolio  Management  (continued) 


Investment  Origination 


Transaction 
Analysis 


s 


i  Portfolio  Construction 

-  to  mitigate  potential  impact  of  any  one  investment 
decision  on  the  portfolio,  create  diversity  within  portfolio 
across:     .  

-  transactions 

-  originators 

-  servicers 

-  underwriters 

—  position  portfolio  with  top  issuers  and  tier  one  credits 


i  Portfolio  Management 

-  perform  regular  surveillance  of  collateral:  performance 
using  remittance  reports,  Intex,  LoanPerformance,  and 
loan  level  data  from; servicers 

-  maintain  ongoing  dialogue  with  originators  and 
servicers 

-  aggressively  pursue  exit  strategies  when  investments 
significantly  underperform  compared  to  Initial 
expectations  -especially  in  caseswhere  fraud  or 
servicer  "going  concern"  may  be  a  factor 

-  collateral  performance  is  monitored  and  measured  to 
original  and  subsequent  default  and  loss  assumptions 
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HBK  Investment  Approach 
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Underwriting  guidelines 

Sourclng  of  loans 

Servicing 

Past  performance 


Characteristics 

Distributions 

Prepay  model 

Loss  model 

-default  timing 

-  cumulative  loss 

Loan  level  due  diligence  and  analysis 


■  Triggers 

;••■  Timing  of  payments  and  waterfall 

■  Mortgage  insurance   : 

■  Prepay  penalties 

■  Fixed  /  floating 

■  Excess  spread 

: ■  ^Overcollateralization:i  ; 


Incorporates  all  Collateral  and  structural  analysis 

Prepay;  loss  and  interest  rate  stress  scenarios 

Bonds  must  pass  multiple  times  base  prepay  and  loss  assumptions 

inclusive  of  Interest  rate  fluctuations  • 
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Diversity  across  transactions,  originators,  servicere,  and  underwriters 
Liquid  on-the-run  names 
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Deutsche  Bank 


Ongoing  Surveillance  and  Monitoring 


HBK's  upgrade  to  downgrade  ratio  is  23:3 


HBK's  credit  files  contain  the  relevant  documentation  and  analysis  performed  at  the  time  of  asset  purchase  including,  where 
available:  offering  documents,  marketing  material,  rating  agency  reports,  collateral  stratifications,  loan-level  information  and 
performance,  servicer  reports,  and  sensitivity  analysis  (movements  in  interest  curves,  prepayments,  defaults) 

Transaction  performance  is  tracked  monthly  via  trustee  surveillance  reports  and  ongoing  loan-level  information  to  monitor  and 
analyze  parameters  such  as  collateral  yields,  delinquency  and  default  trends,  recoveries,  prepayments,  and  available  credit 
enhancement 

Updated  stress  analysis  performed  on  underperforming  transactions  to  review  adequacy  of  credit  enhancement  under  various 
probabilistic  scenarios  to  analyze  potential  losses  and  make  a  sell  or  hold  decision 

News  monitoring  for  headline  risk  (related  to  originators  and  servicers)  including  changes  in  senior  unsecured  ratings  or  stock 
prices 

On-site  servicer  due-diligence  on  an  ongoing  basis  and  when  required  on  a  per  deal  basis  on  below-investment-grade 
securities 

Systems  used  for  monitoring  include:  Intex,  Bloomberg,  iCDO,  YieldBook,  ABSNet,  RiskSpan,  Loan  Performance  and  HBK's 
proprietary  loan-level  loss,  default  and  prepayment  models 
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Ongoing  Surveillance  -  Step  1 


Asset  level  credit  and  prepayment  performance  data  is  collected  monthly  from  remittance  reports  and 
flagged  for  certain  performance  statistics 


(PC  aa-OC^iftrtXMg 


Low  Trtmcn  hmclQM 


PcBnqTilfflerhltfdoia^ 


SO 

00 

o 
o 


Deutsche  Bank 


M 


g. 


I 

O 
en 

a 

o 

S3 

CO 


Collateral  Manager  Overview  -  HBK  Investments  L.P. 


Footnote  Exhibits  -  Page  1527 

Section  3 


Ongoing  Surveillance  -  Step  1  (continued) 


■  Bonds  are  compared  monthly  to  the  entire  market  on  a  number  of  different  factors  based  on  loan  level 
performance 
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Ongoing  Surveillance  -  Step  2 


Updated  loan  level  information  is  received  monthly  from  servicers  and  Loan  Performance 

Prepayment  Default 
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Data  is  fedthrough  HBK's 
proprietary  model 
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Ongoing  Surveillance  -  Step  3 


Asset  and  loan  data  are  cross-checked  and  compared  to  initial  assumptions  and  to  cohort  group  to 
identify  performance  deviation 

Deal  Performance  vs.  Cohort  and  Forecast 
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Rating  Stability  in  HBK's  ABS  CDOs 
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The  quality  of  the  underlying  collateral  of  HBK's  previous  ABS  CDOs  is  reflected  in  a  stable  or  improved 
Moody's  WARF  since  inception 

Moody's  WARF  Change  Since  Closing 
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Note:  Sufficient  data  points  for  Gemstone  CDO  VI  are  not  yet  available  to  chart  historical  performance. 
Source:  HBK  and  Trustee  Reports,  as  of  December  2006  reports. 
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Improving  Coverage  Ratios  in  HBK's  ABS  CDOs<1> 
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(1)  Graphs  depict  actual  overcollateraliza.ion  (OCT)  ratios  over  lime  for  each  of  Sandstone  CDO  and  Gemstone  CDO  through  GemstoneCDO  V  E»* J™"^"^^*8'  °C..™,!° 
calculated  using  Information  from  each  transaction's  respective  trustee  reports  was  indexed  to  100%  by  dividing  each  transaction's  historical  OC  ratio  by  the  respective  transaction  s 
original  OC  ratio.  Gemstone  VI  is  not  included  as  it  was  recently  closed  and  sufficient  data  is  not  available. 

(2)  Gemstone  II  Class  CTD  OC  data  points  are  graphed  as  Class  C  OC  levels  for  consistency. 

(3)  Gemstone  II  Class  E  OC  data  points  are  graphed  as  Class  D  OC  levels  for  consistency. 

Source:  HBK  and  Trustee  Reports,  as  of  December  2006  reports. 
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HBK  Analytic  Systems 
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Collateral  Manager  Overview  -  HBK  Investments  L.P. 

I 

HBK  Analytics 


HBK's  proprietary  Default/Prepay  and  Severity  MSA-level  model  allows  for  predictive 
power  of  future  deal  performance 

Because  all  whole  loan  packages  and  every  primary  deal  issued  in  the  market  is  analyzed, 
in  addition  to  our  loan  level  surveillance  systems,  HBK  is  able  to  pick  up  on  trends  before 
they  adversely  impact  the  CDO 

Due  to  size  and  trading  volume,  HBK  works  with  dealers  and  originators  to  customize 
pools  by  kicking  out  problem  loans 

As  a  significant  buyer  of  residuals,  HBK  also  purchases  much  of  the  capital  structure  of 
those  particular  RMBS  names 

-    CDO  buyers'  interests  are  closely  aligned  with  HBK's  interests  as  HBK  has 
considerable  exposure  to  the  same  or  lower  rated  bonds  in  our  CDOs 

HBK  now  has  the  ability  to  monitor  the  portfolio  performance  through  a  Blackberry  globally 
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Proprietary  Systems 


HBK  analyzes  every 
bond  in  the  market, 
providing  for  a  vast 
range  of  data  as  well 
as  meaningful 
comparison  both  on 
an  absolute  and  a 
relative  basis 
From  this  data,  trends 
can  be  observed  early 
regarding  the  bonds 
themselves  as  well  as 
the  general  economy 
and  the  implications 
on  future  issuance 
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Proprietary  Cashflow  Systems 


Based  on  existing  loan 
and  economic  data, 
HBK's  models  generate 
multiple  scenarios  based 
on  HPA,  interest  rates, 
unemployment  as  well  as 
other  factors 
These  scenarios  are  fed 
through  our  proprietary 
cash  flow  engine  to 
calculate  loss  coverage 
multiples  and  likely  total 
return  over  the  life  of  the 
security 
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Proprietary  Credit  Analysis  Systems 


For  each  bond,  HBK's 
system  generates  a 
report,  providing  the 
stratification  of  the 
deal's  collateral  as  well 
as  highlighting  potential 
problems 

Users  can  literally  drill 
down  to  the  loan  level 
via  a  mouse  click 
Reports  are  also 
available  providing 
greater  detail  on 
specific  collateral 
characteristics  such  as 
state  or  FICO 
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Collateral  Manager  Overview  -  HBK  Investments  L.P. 


Market  Data 


HBK  maintains  extensive 
databases  of  current  market 
data,  both  proprietary  and 
from  public  sources  such  as 
broker-dealer's  research 
and  research  from 
government  agencies 

All  are  utilized  to  gain 
better  insight  into  the 
market  and  to  further 
streamline  proprietary 
models 
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Prepayments 


Collateral  Manager  Overview  -  HBK  Investments  LP. 


Future  Developments 


HBK  is  continuously  looking  to  improve  our  existing  models  and  methodology 

HBK  maintains  constant  dialogue  with  other  market  leaders  such  as  broker-dealers,  originators, 

servicers,  and  the  rating  agencies  to  better  improve  our  models 

HBK  spent  months  developing  and  streamlining  a  new  system  to  allow  for  faster  analysis  and  additional 

stresses  on  collateral 

HBK  continuously  compares  our  predictions  to  market  empirical  evidence  to  verify  and  improve  our 

models 

Cumulative  Losses 


Prepayments 
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Biographies 


Jamiel  Akhtar 

Mr.  Akhtar  has  been  associated  with  HBK  since  1993  and  is  a  Managing  Director  of  HBK.  Mr.  Akhtar  is  primarily  responsible  for 
HBK's  developed  markets  fixed  income  arbitrage  portfolio,  which  includes  investments  in  government  and  agency  bonds,  futures, 
interest  rate  derivatives,  and  mortgage  and  asset-backed  securities.  Mr.  Akhtar  is  also  responsible  for  HBK's  Risk  Management 
Group.  He  received  an  A.B.  degree  cum  laude  in  Economics  in  1993  from  Harvard  College 


Kevin  Jenks 

Mr.  Jenks  has  been  associated  with  HBK  since  2002  and  is  the  firm's  senior  portfolio  manager  for  the  ABS,  MBS  and  CMBS 
sectors.  From  2000  to  2002,  Mr.  Jenks  was  a  senior  portfolio  manager  at  Vanderbilt  Capital  Advisors,  LLC  specializing  in  the 
structured  product  fixed  income  market  with  a  focus  on  structured  credit  securities.  He  was  a  senior  member  of  a  five  person 
team  responsible  for  managing  over  $6  billion  in  institutional  fixed  income  portfolios  for  clients.  From  1997  to  2000,  Mr.  Jenks 
was  a  portfolio  manager  with  Prime  Advisors,  where  he  was  responsible  for  the  trading,  investment  strategy  and  management  of 
a  $3  billion  plus  fixed  income  portfolio  consisting  of  total  return  funds  and  insurance  company  portfolios.  In  addition,  he  was  also 
the  firm's  sector  manager  for  structured  product  securities.  Prior  to  1997,  Mr.  Jenks  held  various  trading,  analyst  and  portfolio 
management  positions  at  Bank  Boston,  The  Boston  Company  Asset  Management  and  Fidelity  Investments.    Mr.  Jenks  received 
a  B.S.  degree  in  Finance  in  1992  from  the  University  of  Massachusetts 
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Jason  Lowry 

Mr.  Lowry  is  an  assistant  trader/analyst  with  HBK.  Jason  oversees  system  analytics  and  structural  analysis.  Prior  to  joining  HBK 
Mr.  Lowry  was  a  quantitative  analyst  with  Freddie  Mac  in  fixed  income  research.  Mr.  Lowry  received  a  B.S.  degree  in  Physics 
and  Mathematics  with  University  and  Departmental  Honors  from  Carnegie  Mellon  in  2001 

Marco  Lukesch 

Mr  Lukesch  is  an  analyst  with  HBK.  Marco  oversees  surveillance  and  collateral  analysis  on  new  trades  and  existing  positions. 
Prior  to  joining  HBK  Mr.  Lukesch  was  a  consultant  with  Oliver,  Wyman  &  Co,  a  strategy  consulting  firm  devoted  to  the  financial 
services  industry.  Mr.  Lukesch  graduated  magna  cum  laude  from  the  University  of  Pennsylvania  in  2001  receiving  a  B.S.  from 
the  Wharton  School  and  a  BA.  from  the  College  and  was  elected  Phi  Beta  Kappa 
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Biographies  (continued) 


Kimberlee  Rozman 

Ms.  Rozman  has  been  associated  with  HBK  since  1999  and  is  Associate  General  Counsel  of  HBK.  Ms.  Rozman  is  responsible 
for  a  range  of  HBK's  legal  and  compliance  matters.  Prior  to  joining  HBK  Ms.  Rozman  was  associated  with  Jackson  &  Walker 
L.L.P.  Ms.  Rozman  received  a  J.D.  degree  summa  cum  laude  from  Dickinson  Law  School  in  1990 

Gayla  Mathis 

Mrs.  Mathis  has  been  associated  with  HBK  since  1996  and  is  responsible  for  global  trading  operations.  Mrs.  Mathis  graduated 
from  Texas  A&M  University  in  1996  with  a  B.S.  in  Accounting 

Jim  Wang 

Mr  Wang  is  a  senior  quantitative  analyst  with  HBK.  His  primary  responsibilities  include  developing  prepayment  and  default 
models  to  analyze  mortgage  pools.  Prior  to  joining  HBK,  Mr.  Wang  was  a  quantitative  analyst  in  ABS  Research  at  Citigroup.  Mr. 
Wang  graduated  from  Brandeis  University  with  Ph.D.  in  physics  in  1996 
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Sandstone  CDO 

Sandstone  CDO'1'  (closed  in  June  2004) 


As  of  12/31/06 

Current 

Test 

Pass/Fail* 

Moody's  Diversity 

15.2 

WM&\: 

Vit|:i«fn/a;'-?!!';; 

Moody's  WARF 

)mm&%-< 

n/a 

n/a 

Moody's  WA  Recovery  Rate 

32.7% 

n/a 

;T  ;:n/a.;:. ';:':.- 

Min  WA  Spread 

2.82% 

iv:;:n/a::^: 

i'f^h/arv'^ 

MinWA  Coupon 

5.90% 

Pin/a:'" 

n/a 

Rating  Stratification'2' 


Industry  Stratification'2' 


There  are  currently  3  downgrades  and  no  defaults  in  the  portfolio 

-  AMSI  2003-8  MV6  was  dbvvngradedfrom  Baa3  to  Ba3  by  Moody's,  BBB^  lo  B&-  by  S&P.  BBB- to 
BB-  by  Fitch,  currently  has  a  factor  of  .31717, 

-  Ff^L2003-fTH2  MB  vvasdovrngrao^fromBBtoB  by  S&P,  currently has  a  factor  of  34836 

-  LBMLT  2003-1  M3  was  downgraded  from  BBB  to  8B+  by.  Fitch,  currently  has  a  factor  of  .48116 

•Static  deal,  tests  do  not  apply  after  Closing 
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(1)  Source:  Trustee  Reports. 

(2)  As  of  Closing  Dale.  Rating  Stratification  shows  Moody's  indenture  rating  and  includes  notched  assets. 
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Gemstone  CDO 

Gemstone  CDO<1>  (closed  in  December  2004) 


As  of  12/31/06 

Moody's  Diversity 
Moody's  WARF 
Moody's  W A  Recovery  Rate 
MinWASpread 
MinWA  Coupon : 

There  are  currently  no  downgrades  or  defaults  in  portfolio 

"Static  deal*  tests  do  not  apply  after  Closing 

WA  Spread 


Gurrent     Test     Pass/Fail* 
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(i)    Source:  Trustee  Reports. 

(2)    As  of  Closing  Date.  Rating  stratification  shows  Moody's  indenture  rating  and  includes  notched  assets. 
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Gemstone  CDO  II 

Gemstone  CDO  ll<1>  (closed  in  May  2005) 


As  of  12/31/06 

Moody's  Diversity 
Moody's  WARF 
Moody's  WA  Recovery  Rate 
Min  WASpread 
Min  WA .Coupon 

There  are  currently  no  downgrades  or  defaults  in  portfolio 

"Static  deal,  tests  do  not  apply  after  Closing 


Current  Test  Pass/Fail* 
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E(1)    Source:  Trustee  Reports. 
(2)    As  of  Closing  Date.  Rating  stratification  shows  Moody's  indenture  rating  and  includes  notched  assets. 
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Gemstone  CDO  III 

Gemstone  CDO  lll<1>  (closed  in  July  2005) 


Asof  12/31/06 

Moody's  Correlation 

Moody's  WARF 

Moody's  VVA  Recovery  Rate : 

Min  WA  Spread 

Min  WA  Coupon 

There  are  currently  no  downgrades  or  defaults  in  portfolio 

"Static  deal,  tests  do  not  apply  after  Closing 
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(1)  Source:  Trustee  Reports. 

(2)  As  of  Closing  Date.  Rating  Stratification  shows  Moody's  indenture  rating  and  includes  notched  assets. 
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Performance  of  HBK's  Prior  CDOs 
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Gemstone  CDO  IV 

Gemstone  CDO  lV1>  (closed  in  January  2006) 
Rating  Stratification'2) 


As  of  12/31/06 

Current 

Test 

Pass/Fail* 

Moody's  Correlation 

18  3% 

:   n/a :".'" 

/.':::;-;n/a"-V:;:;::'. 
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There  is  currently  one  downgrade  and  no  defaults  in  the  portfolio 

-  AMSI  2003^8  MV6  was  downgraded  Horn  Baa3  to  Ba3  by  Moody's,  BBB-  to  BBr  by 
.     S&P.BBB-toBB-by  Filch,  currently  hasa  factor  of  .31717 

•Static  deal,  tests  do  not  apply  after  Closing 
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(1)  Source:  Trustee  Reports. 

(2)  As  ot  Closing  Date.  Rating  Stratification  shows  Moody's  indenture  rating  and  includes  notched  assets. 
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Gemstone  CDO  V 

Gemstone  CDO*1'  (closed  in  May  2006) 
Rating  Stratification'2' 


As  of  12/31/06 

Current 

Test 

Pass/Fail* 

Moody's  Correlation 

17.5% 
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There  are  currently  no  downgrades  or  defaults  in  portfolio 

•Static  deal,  tests  do  not  apply  after  Closing 
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Industry  Stratification'2' 
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Deutsche  Bank 


(1)  Source:  Trustee  Reports. 

(2)  As  of  Closing  Date.  Rating  Stratification  shows  Moody's  indenture  rating  and  includes  notched  assets. 
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Gemstone  CDO  VI 

Gemstone  CDO  VI'1'  (closed  in  September  2006) 


As  of  12/31/06 

Moody's  Correlation 
Moody's  WARF 
Moody's  WA  Recovery  Rate 
Mih  WA  Spread 
Min  WA  Coupon 
Class  C  (A2/A)  OC 
Class  D  (Baa2/BBB)  OC 
There  have  been  no  downgrades  or  defaults  in  portfolio 
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Recently  closed  CDO:  Sufficient  data  points  are  not  yet  available  to  chart  historical  performance 
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(1)  Source:  Trustee  Reports. 

(2)  As  of  Closing  Date.  Rating  Stratification  shows  Moody's  indenture  rating  and  includes  notched 
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Risk  Factors 


a 
w 


Lack  of  Liquidity  and  Restrictions 
on  Transfer 


The  Notes  should  be  viewed  as  a  long-term  investment  and  not  as  an  investment  to  be  traded  There  can  be  no  assurance  that  there 
will  be  any  secondary  market  for  the  Notes.  Furthermore,  any  trading  of  the  Notes  will  be  subject  to  certain  transfer  restrictions. 


Potential  for  Interruption  and 
Deferral  of  Cash  Flow 


If  certain  Coverage  Tests  are  not  met  (e.g.  due  toCollateral:  Debt  Security  defaults),  then  cash  flow  that  otherwise  would  have  been 
available  to  pay  interest  on  the  subordinate  Notes  and  distributions  to  the  PreferenceShares  would  instead:  be  used  to:  redeem  Class  A 
Notes  and,  after  the  Class  A  Notes  are  paidin  full,  to  redeem  the  Class  B  Notes  and,  after  the  Class  B  Notes  are  paid  In  full,  to  redeem 
the  Class  C  Notes  and,  after  the  Class  C  Notes  are  paid  in  full,  to  redeem  the  Class  D  Notes  until  the  tests  again  are  satisfied  This  could 
result  in  the  early  redemption  of  the  Class  A  Notes,  Class  B  Notes,  Class  C  Notes  and  Class  D  Notes; 


Limited  Recourse  Obligations 


The  Issuer  will  have  no  assets  other  than  the  Collateral  Debt  Securities  and  the  InterestRate  Swap  Agreement  and:lnyestment 
Agreements  Payments  on  the  Notes  and  distributions  on  the  Preference  Shareswill  be  payable  solely  from  the  cash  flowof  the  assets 
of  the  Issuer,:  None  of  the  Placement  Agent  (Deutsche  Bank  Securities  Inc.);  the  Collateral:  Manager  or  any  of  their  respective  affiliates 
will  have  any  obligation  to  make  payments  of  principal  or  interest  or  other  distributions  on  any  of  the  securities  issued  by  the  Issuer. 


Subordination 


The  payment  of  interest  on  each  class  of  Notes  is  subordinated  to  the  payment  in  full  of  the  interest  due  and  payabjeon  any  more  senior 
class  of  Notes  and  certain  other  amounts,  and  application  of  Interest  Proceeds  to  make.payments  on  the  Preference  Shares  is 
subordinated  to  the  payment  in  full  of  the  interest  due  and  payable  on  each  class  ofNotes  and  certain  other.amounts.  Subject  to  certain 
limited  exceptions,  the  payment  of  principal  of  each  class  of  Notes  is  subordinated  to  payment  in  full  of  interest  on  andprincipal  of  any 
more  senior  class  of  Notesand  allother  amounts  payable  to  the  Issuer,;  and  the  application  of  Principal  Proceeds  to  make  payments  on 
the  Preference  Shares  is  subordinated  to  the  payment  in  full  of  interest  on  and  principal  of  each  class  of  Notes  payable  to  the  Issuer  and 
all  other  amounts;    ";:: 


s 
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Asset/Liability  Mismatch  Risk 


The  floating  rate  nature  of  the  Notes  financing  of  the  Issuer  and  the  fixedrate  nature  of  certain  of  the  Collateral  Debt  Securitiescpuld    : 
produce  a  fixed/floating  interest  rate  mismatch  between  the  assets  and  the  liabilities  of  the  Issuer,  Therefore,  an  Increase  In  the  level  of 
LIBOR  may  adversely  impactthe  returns  on  the  Notes.  The  Issuer  will  enter  into  interest  rate  swaps  which  should;  reduce  the 
asset/liability  mismatch  and  therefore  lower  the  return  sensitivity  of  the  Notes  tochanges  in  the  absolute  level  of  Interest  rates  Any 
mismatch would  adverselyaffect  returns  on  the  Notes; 

Please  refer  to  the  Offering  Circular  for  a  complete  list  of  Risk  factors  m$  ctefaHed descoptions, . 
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Risk  Factors  (continued) 


Risk  of  the  Collateral 
Debt  Securities 


The  Collateral  Debt  Securities  are subject  to  substantial  credit .  liquidity  and  interest.rate  risk.  The  synthetic  securities,  the  Interest : 
irate  swap  and  thelnvestrrierif  Agreement  are  subject  to  counterparty  risk. 


Maturity  and  Prepayment: 
Considerations 


The  Stated  Maturity  ofthe  Class  A  Notes,  the  Class  B:  Notes,  the  Class  C  Notes,  the  Class  D  Notes  and  the:  Class  E  Notes  will  be  the 
Distribution  Date  in  {J  However,  due  to,  among  other  things,  the  Clean-Up  Call  Redemption  and  the  performance  of  the  Collateral  Debt 
Securities,  the  average  life  of  the  Notes  is  expected  to  be  significantly  shorter  than  the  Stated  Maturity  for  such  dass  of  Notes. 


Structured  Finance  Obligations 
and  Synthetic  Securities 


The  Collateral  Debt  Securities  may  consist  of  structured  finance  securities  and  synthetic  securities  for  which  the  reference  obligations:  are 
structured  finance  securities  The  marketfor  these  securities  is  generally  less  liquid  than  for  other  types  of  securities.which  may  prevent 
the  Collateral  Manager  from  taking  advantage  of  changes  in  market  conditions  for  the  resale  of  the  structured  finance  securities  and 
synthetic  securities;  The  Issuer  may  also  be  subject  to  the  credit  risk  ofthe  counterparty  on  any  synthetic  securities,  which  will  be  in 
addition  to  the  credit  risk  associated  with  the  reference  obligation  and  the  synthetic  security  itself. 


Tax  and  ERISA  Considerations 


Special  tax  and  ERISA  considerations  may  apply  to  certain  types:  of  investors.  Prospective  investors  are  urged  to  consult  with  their  own 
tax  and  ERISA  advisors  to  determine  the  tax  and  ERISA  implications  Of  this  investment,  and  to  review  the  tax-related  and  ERISA-related 
provisions  in  the  final  Offering  Memorandum jand  the  Indenture 


Conflicts  of  Interest 


Various  potential  and  actual  conflicts  of  interest  rriayarise  from  the  overallinvestmentactivity  of  the  Collateral  Manager,  and  its 
respective  affiliates  Amongother  things,  the  Collateral  Manager  may  invest  for  the  accountsof  others  in  securities  that  would  be 
appropriate  for  the  Issuer  arid  in  securities  that- are  senior  to  or  subordinate  to  securities  of  the  same  issuers  as  those  owned  by  the 
Issuer,  Also,  since  the  Collateral  Manager,  its  affiliates,  or  its  clients  may  own  all  or  part  of  a  Class  of  the  Notes  or  the  Preference 
Shares,  various  actual  and  potential  conflicts  may  exist  as  a  result  of  the  Collateral  Manager  takingaction  on  its  behalf,  on:  behalf  of  its 
affiliates  or  its  asset  management  clients  and  on  behalf  of  the  Holders  of  the  Notes  or  the  Preference  Shares. 
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From:  Chehao  Lu 

Sent:  Wednesday,  July  1 1 ,  2007  1 0:45:56  AM 

To:  Marco  Lukesch;  Rachel  Wish 

Subject:  G7  -  mgml  fee 

actually,  mgmt  fee  is  calculated  based  on  30/360 

Section  1,1  Definitions. 

"Management  Fee"  means  the  fee  which  will  accrue  from  the  Closing  Date  at 
a  rate  per  annum  of  0.30%  on  the  Quarterly  Asset  Amount,  payable  to  the 
Collateral  Manager  in  arrears  on  each  Distribution  Date,  as  compensation 
for  the  performance  of  its  obligations  as  Collateral  Manager  under  the 
Management  Agreement.  Any  Management  Fee  accrued  prior  to  the  resignation 
or  removal  of  the  Collateral  Manager  will  continue  to  be  payable  to  the 
Collateral  Manager  on  the  Distribution  Date  immediately  following  the 
effectiveness  of  such  resignation  or  removal.  This  payment  will  be  made  to 
the  extent  of  the  funds  available  for  such  purpose  in  accordance  with  the 
Priority  of  Payments. 

Section  1.2  Assumptions  as  to  Underlying  Assets,  Etc. 

(f)  Any  reference  in  the  definition  of  "Management  Fee"  in  Section  1.1  to 
an  amount  calculated  with  respect  to  a  period  at  a  per  annum  rate  shall  be 
computed  on  the  basis  of  a  360  day  year  of  twelve  30-day  months. 


Che  Lu 

Global  CDO  Group 

Deutsche  Bank  Securities  Inc. 

212-250-7801 


This  e-mail  may  contain  confidential  and/or  privileged  information.  If  you 
are  not  the  intended  recipient  (or  have  received  this  e-mail  in  error) 
please  notify  the  sender  immediately  and  destroy  this  e-mail.  Any 
unauthorized  copying,  disclosure  or  distribution  of  the  material  in  this 
e-mail  is  strictly  forbidden. 


|  Permanent  Subcommittee  on  Investigations 
Wall  Street  &  The  Financial  Crisis 
Report  Footnote  #1351 
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From:  Eric  Mattel 

Sent:  Tuesday,  September  1 1 ,  2007  0526:1 1  PM 

To:  Jarrtel  Akhtar;  Accounting  -  Mgmt  Co 

CC:  Ftxedlncome 

Subject:  FW:  Gemstone  CDO  VII  Ltd  -  09/12/2007  -  Payment  Date  Reports  -  Draft  #1 

Attachments:     •      Gemstone  VII  Note  Val  2007-09-1 2  v1  .pdf;  Gemstone  VII  Compliance  2007-09-05  v1  .pdf;  Gemstone  VII 
Build_Asset  2007-09-05  v1  .csv 

Gemstone  7  distribution  for  Wednesday  9/12  =  $71 1,420.60 
Collateral  Management  Fee  =  $826,067.88 


— Original  Message — 

From:  Susan  N  Anderson  [mailto:susan.n.anderson@db.com] 

Sent:  Tuesday,  September  1 1 ,  2007  12:51  AM 

To:  shannon.obrian@ey.com;  paul.penland@ey.com;  Rachel  Wish 

Cc:  Kevin  Jenks;  Jason  Lowry;  Marco  Lukesch;  Jeff  Schmitt;  Eric  Martel;  Ashley  Bonilla;  Fixedlncome; 

Patrick  Carvell 

Subject:  Gemstone  CDO  VII  Ltd  -  09/12/2007  -  Payment  Date  Reports  -  Draft  #1 

Attached  is  the  1st  draft  of  the  Note  Valuation  Report  and  Compliance  Report  (and  accompanying  data 
file)  in  connection  with  next  week's  payment  date  scheduled  for  Wednesday,  09/12/2007  (Finally!). 
Please  review  and  advise  me  of  any  changes,  corrections  or  modifications  you  see  may  be  needed. 

Please  forward  updated  WAL  info  asap,  if  changes  are  needed. 

(See  attached  file:  Gemstone  VII  Note  Val  2007-09-12  v1.pdf)(See  attached 

file:  Gemstone  VII  Compliance  2007-09-05  v1.pdf)(See  attached  file:  Gemstone  VII  Build_Asset  2007-09- 

05  v1  .csv) 

I  cant  apologize  enough  for  the  delay  in  getting  these  reports  out  to  all  of  you  for  review  and  comment. 
There  were  several  reasons  (namely  systems  problems  and  outages,  disaster  recovery  testing  over  the 
weekend,  and  model  problems),  but  no  excuse.  Every  effort  will  be  made  to  ensure  this  type  of  delay 
does  not  recur  on  future  payment  date  reporting.  I  really  appreciate  your  patience  and  know  you  will 
promptly  review  these  reports. 

As  reports  are  already  past  due  to  investors  (technically  due  2  business  days  prior  to  the  Distribution 
Date),  we  need  to  have  these  reports  finalized  asap  on  Tuesday,  especially  the  Waterfall,  l/C  and  O/C 
tests. 

Thank  you  .  .  . 

Susan  Anderson 

CDO  Business  Unit 

Trust  &  Securities  Services 

Deutsche  Bank  Trust  Company  Americas 

1761  East  St.  Andrew  Place 

Santa  Ana,  CA  92705-4934 

Voice:  (714)  247-6411 

Fax:  (714)  656-2585 

Email:  susan.n.anderson@db.com 

This  e-mail  may  contain  confidential  and/or  privileged  information.  If  you  are  not  the  intended  recipient  (or 
have  received  this  e-mail  in  error)  please  notify  the  sender  immediately  and  destroy  this  e-mail.  Any 
unauthorized  copying,  disclosure  or  distribution  of  the  material  in  this  e-mail  is  strictly  forbidden. 
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1  lun.  Carl  Levin,  Chairman 

Permanent  Subcommittee  on  Investigations 

Committee  on  Homeland  Security  and  Governmentai  Affairs 

United  States  Senate 

SIM 99  Russell  Senate  Office  Building 

Washington,  DC  205 10 

lion.  Tom  Cobuni.  Ranking  Member 

Permanent  Subcommittee  on  Investigations 

Committee  on  Homeland  Security  and  Governmental  A  Hairs 

United  States  Senate 

SR-199  Russell  Senate  Office  Building 

Washington.  DC  205 10 

Dear  Chairman  Levin  and  Ranking  Member  Cobum: 

Today  HBK  Capital  Management  C'MBK")  is  submitting  to  the  Permanent  Subcommittee 
ou  Investiuations  (*'FSI")  a  set  of  documents  responsive  to  the  PSI's  request  dated  August  2. 
2010.  These  documents  have  been  bates  labeled  GEM7-00000001  through  GEM7-0000IS30. 
We  hope  that  these  documents,  as  well  as  the  information  we  are  providing  in  this  letter  after 
consultation  with  HBK.  will  assist  the  PSI  in  understanding  the  Gemstonc  VII  CDO's  structure 
and  operations  as  well  as  HBK's  role  as  collateral  manager.   If  the  PSI  still  has  questions  after 
reviewing  the  information  below  and  the  documents  submitted  today,  we  would  be  happy  to 
arrange  a  teleconference  with  an  HBK  representative  and  counsel.  We  have  also  set  aside 
September  1 0  to  provide  an  in-person  briefing  for  the  staff,  if  necessary. 

As  you  may  know.  HBK  Capital  Management  manages  a  global,  multi-strategy  hedge 
fund  business.  At  the  lime  of  the  Gemstonc  VII  offering  in  March  2007,  HBK  managed  only 
two  funds— HBK  Fund  L.P.  and  HBK  Offshore  Fund  Ltd.  These  two  funds  have  identical 
investment  objectives  and  are  operated  in  a  "master- feeder"  structure,  under  which  they  invest 
most  of  their  assets  in  a  single  master  fund— -HBK  Master  Fund  L.P.  (the  "Master  Fund").  A 
substantial  majority  of  HBK's  investments  are  held  directly  in  the  Master  Fund,  although  various 
other  entities  have  been  established  from  time  to  time  for  specific  investments. 

HBK  organizes  its  portfolio  into  "business  units.*'  In  early  2007.  HBK  had  2 1  business 
units  across  a  range  of  strategics,  including  credit,  equities,  volatility,  sovereign  debt  and  private 
placements.  The  "Struct  uredCrcdit''  business  unit  invested  in  mortgages  and  mortgage-related 
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securities  and  derivatives,  including  asset  backed  securities  (ABS),  CDOs,  and  related  index 
products.  Approximately  10%  of  the  capital  managed  by  HBK  was  deployed  in  the  Structured 
Credit  business  unit  at  its  peak  in  2007. 

One  of  the  investment  strategies  pursued  by  HBK's  Structured  Credit  business  unit  was 
to  invest  in  mortgage-related  securities  through  CDOs  such  as  the  Gemstone  VII  CDO.  This 
CDO  was  structured  in  a  typical  fashion,  as  follows: 

•    On  October  24, 2006,  HBK  and  Deutsche  Bank  entered  into  a  "warehouse" 

arrangement,  evidenced  by  a  Risk  Sharing  Agreement  and  other  documents,  under 
which  the  CDO  entity  was  formed  and  began  to  acquire  the  pool  of  ABS  (and 
derivatives  on  ABS)  that  would  eventually  serve  as  the  collateral  for  the  various 
tranches  of  notes  to  be  issued  by  the  CDO.  The  collateral  purchased  under  this 
warehouse  arrangement  was  selected  by  HBK  and  subject  to  Deutsche  Bank's  right  of 
approval.  The  warehouse  documents  originally  contemplated  a  total  collateral  pool  of 
$750  million,  which  was  increased  to  $1.1  billion  in  late  December  2006. 


• 


At  the  closing,  the  warehouse  financing  was  replaced  with  financing  through  the 
issuance,  by  the  CDO,  of  seven  tranches  of  notes  with  an  aggregate  face  value  of 
$1.04  billion,  along  with  the  residual  equity  interest  in  the  CDO  that  was  sold  to  HBK 
(the  "Residual  Interest"). 

Pursuant  to  the  Risk  Sharing  Agreement,  if  the  closing  had  not  occurred,  the 
warehouse  would  have  been  liquidated.  Under  this  agreement,  HBK  would  have 
been  responsible  for  any  losses  up  to  a  maximum  of  $82.5  million  (increased  from 
$56.25  million  when  the  size  of  the  warehouse  was  increased),  and  Deutsche  Bank 
would  have  borne  any  losses  exceeding  HBK's  maximum. 

Deutsche  Bank  Securities  Inc.  was  the  "Initial  Purchaser"  in  the  transaction.  In  this 
capacity,  it  purchased  all  of  the  notes  issued  by  the  CDO  at  the  closing  and  then  re- 
sold most  of  the  notes  to  sophisticated  investors  (including  HBK)  in  a  private 
placement. 

HBK  served  as  "collateral  manager"  of  the  CDO  pursuant  to  a  Collateral 
Management  Agreement  between  HBK  and  the  CDO. 
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•    Payments  received  by  the  CDO  from  the  collateral  were  used  by  the  CDO  to  make 
interest  and  principal  payments  on  the  various  tranches  of  notes  issued  by  the  CDO, 
in  accordance  with  an  agreed  "waterfall."  The  Residual  Interest  owned  by  HBK  was 
at  the  very  bottom  of  the  waterfall . 

HBK  participated  in  the  Gemstone  VII  CDO  with  the  objective  of  obtaining  long 
exposure  to  the  CDO's  collateral,  on  a  leveraged  basis,  through  ownership  of  the  Residual 
Interest.  HBK  also  invested  an  additional  $300+  million  in  the  CDO  by  purchasing  CDO  notes 
at  the  closing.  HBK  never  had  a  short  position  in  any  securities  issued  by  the  Gemstone  VII 
CDO.  Information  showing  HBK's  positions  in  the  Gemstone  VII  securities  over  time  is 
attached  as  Exhibit  A  (GEM7-00000001  through  GEM7-00000002). 

In  addition  to  purchasing  notes  and  the  Residual  Interest  issued  by  the  CDO,  HBK  took 
additional  long  exposure  to  the  CDO's  collateral  outside  of  the  CDO  by  buying  (or  selling 
protection  on)  the  same  underlying  assets  and  on  other  bonds  issued  by  the  same  ABS  issuers. 
Information  showing  HBK's  positions  in  the  underlying  collateral  over  time  is  attached  as 
Exhibit  B  (GEM7-00000003  through  GEM7-00000007). 

As  a  result  of  the  investments  reflected  in  Exhibits  B  and  C,  following  the  Gemstone  VII 
closing  HBK  had  approximately  $350  million  of  long  exposure  to  the  CDO  itself  through 
securities  issued  by  the  CDO  and  over  $800  million  of  additional  long  exposure  to  the  same 
underlying  collateral  outside  of  the  CDO.  Consequently,  HBK  had  every  incentive  to  select 
attractive  collateral  for  the  CDO  and  to  manage  the  CDO  so  as  to  maximize  the  value  of  that 
collateral.  Information  showing  HBK's  aggregate  exposure  to  the  Gemstone  VII  securities  and 
the  underlying  collateral  over  time  is  attached  as  Exhibit  C  (GEM7-00000008). 

Primarily  as  a  result  of  the  unanticipated  and  unprecedented  decline  in  housing  prices 
later  in  2007,  HBK  lost  over  $700  million  in  its  Structured  Credit  business  unit  during  2007. 
Outside  of  the  Structured  Credit  business  unit,  HBK  had  no  short  positions  in  mortgage-related 
securities  (including  mortgages,  ABS,  CDOs,  indexes  and  similar  instruments).  Information 
showing  HBK's  profits  and  losses  in  its  Structured  Credit  business  unit,  by  month,  is  attached  as 
Exhibit  D  (GEM7-00000009  through  GEM7-00000010). 

In  addition  to  the  documents  described  above,  today's  production  includes  the  following: 

•    Two  organizational  charts  reflecting  HBK's  management  company  and  fund  entities  in 
March  2007  (the  closing  of  the  Gemstone  VII.  CDO)  (GEM7-0000001 1  through  GEM7-^ 
00000013).  The  chart  of  fund  entities  includes  all  entities  that  held  positions  in  the  firm's 
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Structured  Credit  business  unit  at  that  time.  Also  attached  is  a  list  of  all  of  the  other  HBK 
entities  existing  in  early  2007,  all  of  which  were  direct  or  indirect  subsidiaries  of  either 
HBK  Fund  L.P.  or  HBK  Master  Fund  L.P.  (and  none  of  which  held  any  positions  in  the 
Structured  Credit  business  unit). 

•  A  summary  organizational  chart  showing  HBK's  management  reporting  structure  as  of 
January  5, 2007,  followed  by  a  more  detailed  chart  for  the  Credit  group,  which  included 
the  Structured  Credit  business  unit  (GEM7-00000014  through  GEM7-00000015). 
Substantially  all  of  HBK's  U.S.  employees,  and  all  employees  in  the  Structured  Credit 
business  unit,  were  employed  by  HBK  Investments  L.P.,  which  was  HBK's  primary 
investment  management  company  with  offices  in  Dallas  and  New  York.  (A  small 
number  of  U.S.  employees  were  employed  by  HBK  Global  Securities  L.P.,  an  indirect 
wholly-owned  subsidiary  of  HBK  Master  Fund  L.P.,  and  non-U.S.  employees  were 
employed  by  the  subsidiaries  of  HBK  Investments  L.P.  identified  on  the  chart  of 
management  company  entities.) 

•  Deal  documents  governing  the  warehouse  arrangement  between  HBK  and  Deutsche  Bank 
related  to  the  Gemstone  VII  CDO  (GEM7-00000016  through  GEM7-00000 176). 

•  A  complete  set  of  closing  documents  for  the  Gemstone  VII  CDO  (GEM7-00000177 
through  GEM7-00001 747). 

•  Documents  related  to  two  repurchase  agreement  transactions  between  HBK  and  Deutsche 
Bank  related  to  the  Gemstone  VII  CDO  (GEM7-00001748  through  GEM7-00001830). 

Both  of  these  repo  transactions  were  executed  pursuant  to  a  standard  Master  Repurchase 
Agreement  between  HBK  Master  Fund  L.P.  and  Deutsche  Bank  Securities  Inc.  (GEM7- 
00001748  through  GEM7-00001772).  Pursuant  to  this  agreement,  Deutsche  Bank  provides 
financing  for  securities  in  HBK's  portfolio  by  buying  such  securities  against  HBK's  obligation  to 
repurchase  them.  The  effect  of  such  a  repurchase  agreement  is  identical  to  a  secured  loan  (i.e.,  a 
loan  from  Deutsche  Bank  to  HBK  secured  by  a  pledge  of  the  securities),  and  repurchase 
agreements  are  treated  as  secured  loans  for  purposes  of  GAAP.  Each  transaction  has  a  stated 
term,  generally  one  week  or  one  month,  after  which  the  transaction  is  closed  and  may  (if  the 
parties  agree)  be  re-opened  (or  "rolled")  to  start  a  new  secured  loan.  If  the  market  value  of  the 
pledged  securities  falls,  then  the  loan  is  essentially  repaid  by  the  same  amount  (through  HBK's 
repurchase  obligation),  so  that  the  securities  continue  to  provide  sufficient  collateral  for  the 
outstanding  loan  balance. 
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All  of  the  financing  provided  under  HBK's  Master  Repurchase  Agreement  with  Deutsche 
Bank,  including  the  two  transactions  related  to  Gemstone  VII,  was  provided  on  a  full  recourse 
basis,  with  HBK  bearing  all  risk  of  loss  associated  with  the  securities  being  financed. 

The  two  repo  transactions  related  to  Gemstone  VII  were  as  follows: 

•  The  first  transaction  was  initiated  on  March  26, 2007,  to  finance  the  $200  million  (face) 
of  A1B2  bonds  that  HBK  purchased  at  the  closing  of  the  Gemstone  VII  CDO.  (To 
facilitate  this  transaction,  these  bonds  were  first  sold  internally  from  HBK  CDO  Trust, 
which  originally  purchased  them,  to  HBK  Master  Fund  L.P.,  which  had  the  necessary 
Master  Repurchase  Agreement  with  Deutsche  Bank.)  This  repo  transaction  was  closed 
and  re-opened  ("rolled")  periodically  until  October  25, 2007,  when  it  was  closed 
permanently.  Through  this  standard  process,  HBK  repaid  (with  interest)  all  of  the  money 
borrowed  from  Deutsche  Bank  in  this  transaction. 

•  The  second  transaction  was  initiated  on  August  30,  2007,  to  finance  the  $50  million 
(face)  of  A1B1  bonds  that  HBK  purchased  on  August  24, 2007.  This  transaction  was 
rolled  periodically  until  March  25, 2008,  when  it  was  closed  permanently.  Through  this 
standard  process,  HBK  repaid  (with  interest)  all  of  the  money  borrowed  from  Deutsche 
Bank  in  this  transaction. 

Attached  (GEM7-00001773  through  GEM7-00001830)  are  the  following  documents 
related  to  these  two  transactions:  (i)  statements  from  HBK's  accounting  system  reflecting  the 
initial  purchase  of  each  of  these  securities,  (ii)  email  "trade  tickets"  exchanged  between  HBK 
and  Deutsche  Bank  to  open,  roll  and  close  the  repo  transactions,  and  (iii)  statements  from  HBK's 
accounting  system  reflecting  each  repo  transaction. 

HBK  may  amend  or  supplement  this  production  as  appropriate  based  on  continuing 
discussions  with  your  staff  and  our  further  review  of  these  issues. 


***** 

HBK  respectfully  requests  that  its  produced  documents  be  maintained  confidentially 
under  Rule  16  of  the  PSI's  Rules  of  Procedure  and  not  be  released  publicly  without  a  majority 
vote  of  the  PSI.  HBK  further  asks  that  the  PSI  staff  provide  the  undersigned  with  notice  and  an 
opportunity  to  be  heard  in  the  event  the  PSI  determines  that  it  will  disclose  any  information  from 
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this  production  or  letter  to  a  third  party.  Such  treatment  would  be  consistent  with  the  respect  for 
privileged  and  confidential  information  that  the  Subcommittee  has  shown  in  the  past. 

Please  feel  free  to  contact  us  at  (202)  663-6430  should  you  have  any  questions. 

Sincerely, 

Reginald  J.  Brown 
Laura  Muranchek  Hussain 
Enclosures 

cc:        Jon  Mosle 

Henry  KJchm  111 


Assets  Purchased  by  Gemstone  VII  CDO  during  Warehouse  Period 
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~    '     ■'""-'*••-.'--:■-•---'::      '  '  (IJOO.OOO.ob)   "'  '       "" 


6.746,000 


4.000,000 


5.777,000 


3,488.000 


10,000,000 


5.000.000 


4,500,000 


98.2187500000 


97.5781250000 


88.3750000000 


100.4939300000 


100.4990500000 


92.4687500000 


85.7187500000 


82.6992168000 


80.1171875000 


84.6914083000 


86.6437500000 


85.4848438000 


73.5000000000 


94.9492187500 


63.4921875000 


79.7421875000 


65.1716750000 


65.5664062500 


83.0898437500 


84.4101562500 


61.2167500000 


77.1210037500 


88.0664082500 


64.9555500000 


100.0000000000 


12,618,441.53) 


(1,200.000.00) 


(5,347.230.52) 


(10.829,680.08) 


(1.003,263.60) 


(5,540,147.00) 


(4,121,116.35) 


(4,134,768.43) 


(2,845.035.83) 


(8.053.016.02) 


(20.1 73,700.00) 


(2.556.075.20) 


(4,246,271.75) 


(5,061.507.10) 


(14.750.069.56) 


(14,794110.42) 


(5.036,010.42) 


(1,620,277.06) 


(4,173.426.86) 


(7,313.614.10) 


(16.043.000.00) 


(9.000,000.00) 


(4,000,000.00) 


(1,650,000.00) 


(4,650.133.33) 


(2.167,890.30) 


(6.503,036.60) 


(2.566,584.04) 


(8,056,233.84) 
(5,631,405,97) 


(6,000,000.00) 


(3,256,046.00) 


(7.405,505.50) 


(11.000,000.00) 


(B.144, 258.65) 


(4,707.305.46) 


(6.029,457.00) 


(2.512.963.51) 


(5.367,009,08) 


(6.638,253.26) 


(7.611.617.23) 


(3,513,521.11) 


Catyon 


(4.438,300,00) 


(8.064,221.07) 


(4.032,426,44) 


(3,720,270.00) 


(2,586.702.50) 


(2,496.616.56) 


(8.238,837,66) 


(7,511,502.00) 


(6.554,861.25) 


(3,669,377.97) 


(7,407.777,76) 


(2.880.569.06) 


(0.403,103,04) 


(11.215,472.02) 


(4.284,760.42) 


(12,052,563.55) 


(6.689.054.17) 


(9.558,767.56) 
(2.043.552.06) 


(8.540,866.96) 
(6,637,075.98) 


(6,279.064.70) 


(4,500,000.00) 
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46629YAM1 


;\gRAT6'MED6|8;H 

J.CUStl 
3137EAACT"  " 


3137EAAE9 


3137EAAJ8 


LBMLT2004_4  M12 


ACE2006_NC1_M10 


LBMLT2004-4  M12 


ACE  SECURtTIES  CORP.  Z008-NC1  M10 


GSAMP2007NC1B1 


HEAT2005  BB2 


GCCFC2007  GG6_F 


EULER2007  1AB 


JPMCC2007_CB18_D 


GSAMP2007_NC1_B1 


HEAT  2005-8  B2 


GREENWICH  CAPITAL  COMMERCIAL  FUNDING  COR  2007-GG9  F 


EULER  2007-1A  B 


JP  MORGAN  CHASE  COMMERCIAL  MORTGAGE  SEC  2007-CB18  D 


02/07/07 
02/07/07 


;■„.;«  Iii»tfum«ri«j» 
FHLMCS,125%04/08 


FHLMC5,25%05/08 


"'"  FEDERAL  HOME  LN  MTOCORP  S,125%  64/l"B/2008 


FHLMC5.125%10/18 


FHLMC5  J5%07/1 1 


FHLMC5.1 25%10/16 


FHLMC5.125%10/16 


FHLMC5.12S%10/16 


IT    •      .       Ti«-C-,w 

11/7/08 


1,500,000 


03,6001 562500 


89.6875000000 


80.0000000000 


87.3750000000 


100.4970000000 


100.0000000000 


100.4924700000 


(6.095,559,81) 


(1.351,552,50) 


(10.000,000.00) 


(877,910,00) 


(3,521,228.57) 


(15.000.000.00) 


FEDERAL  HOME  LN  MTG  CORP  5,25%  05/21/2009 


FREDDIE  MAC  5.125%  10/18/2016 


FEDERAL  HOME  LN  MTG  CORP  5.25*  07/18/2011 


FREDDIE  MAC  5.125%  10/18/2016 


FREDDIE  MAC  5.125%  10/16/2016 


FREDDIE  MAC  5.125%  10/18/2018 


•gissffi* Bat*1':!;-  Quantity  ;.,  JVprteef 


(15,700,000) 


(11,800.000) 


(11,350,000) 


(11,700,000) 


(11.600,000) 


(3,500,000) 


(3,000.000) 


100.0280000000 


100.6280000000 


101.5130000000 


102.5290000000 


101.6850000000 


100.7060000000 


100.8807800000 


15.751,332.48 


12,158,320,87 


11,563,125,85 


11.902.800.28 


TMTS2006_6SL_A2 


mm&m:BL 


TMTS2008_8SL_A2 


BACM2006  6_D  /  BACM2006_6_E 


RAMC2006  4  M4  /  RAMC2006_4_M7 


JPMCC2006_LOP9_O  /  JPMCC2006_LOP0_E 


GCCFC2007_GG9_F 


JPMCC2007_CIBC1 6_0 


0«i«iy«f  CUSIFji'y yhdetfji'  Ixtliuimn)        •  UndHtywOiicjlRMim 


CWL2006_4_B 


CWL2006_4_B 


JPMAC2006  HE1   M9 


LBMLT20053M8 


LBMLT2006_5_M9 


LBMLT2006_S_M9 


MLMI2005_HE1_B3 


MSAC2006  NC1B3 


MSAC2006  NC1B3 


SABR2008_OP1_B3 


SABR2006OP1   B3 


ARSI2005_W2_M9 


FHLT2005  C_M9 


LBMLT20061M7 


LBMLT2006   1    M7 


NHEL2006  3_MB 


JPMAC2006  FRE1M9 


COUNTRYWIDE  ASSET-BACKED  CERTI  CWL  2006-4  B 


COUNTRYWIDE  ASSET-BACKED  CERTI  CWL  2008-4  B 


JPMAC  2006-HE1  M0 


LBMLT  2005-3  M6 


LBMLT  2006-5  M9 


LBMLT  2008-5  M9 


MERRILL  LYNCH  MORTGAGE  INVESTO  2D05-HE1  B3 


Argent  Securities  Inc.  2005-W2  M9 


JPMAC2006  FRE1M9 


GSAMP2008_NC2  M9 


HEAT2008  7B1 


HEAT2008_5_B1 


MABS2008  NCI   M9 


HEAT2006_7_B1 


MLMI2008_AHL1   B3 


MSAC2008_HE5_83 


SABR2005_FR4  B3 


GSAMP2008_NC2  M9 


RASC2006KS3  M9 


RASC2006 _KS3_M9 


SABR2006_OP1_B3 


LBMLT2004  2_M7 


BNLI20081A  B 


MSAC  2006-NC1  B3 


MSAC  2006-NC1  B3 


SECURITIZED  ASSET  BACKED  RECEIVABLES  LLC  TRUST  2006-OP1  B3 
SECURITI2ED  ASSET  BACKED  RECEIVABLES  LLC  TRUST  2006-OP1  B3 


Fremont  2005-C  M9 


LBMLT  2006-1  M7 


LBMLT  2006-1  M7 


NHEL  2006-3  M6 


JP  MORGAN  MORTGAGE  ACQUISITION  CORP  2006-FRE1  M9 
JP  MORGAN  MORTGAGE  ACQUISITION  CORP  2006-FRE1  M9 


GSAMP2006NC2M9 


HEAT  2006-7  B1 


HEAT  2006-5  B1 


Master  Asset  Backed  Securities  Trust  2006-NC1  M9 


HEAT  2006-7  B1 


MLMI  2006-AHL1  B3 


MSAC2006HE5B3 


Securltlzed  Asset  Backed  Receivables  200S-FR4  B3 


GSAMP2006_NC2_M9 


RESIDENTIAL  ASSET  SECURITIES  CORPORATION  2008-KS3  M9 
RESIDENTIAL  ASSET  SECURITIES  CORPORATION  2006-KS3  M9~ 


SECURITIZED  ASSET  BACKED  RECEIVABLES  LLC  TRUST  2006-OP1  B3 


Long  Beach  Mortgage  Loan  Trust  (HEL)  2004-2  M7 


WAOS2006_1A_B 


ACE2006_NC1M9 


ACE  SECURITIES  CORP.  2006-NC1  M9 


CMLTI2008_NC1_MB 


CMLTI20O6_NC1_M0 


JPMAC2006NC1M9 


MSAC2006_HE2_B3 


MSAC2006HE2  B3 


OOMLT2006   I   119 


OOMLT2006_1_M9 


SURF2006_AB1_B3 


GSAMP20O6  FM2M9 


GSAMP2008_NC2_M9b 


LBMLT2006_5_M9 


MABS2006_NC1   M9 


WFHET2006_1_M9 


FFML2006_FF1._M8 


BNLI  2006-1A  B 


WADS  2008-1 A  B 


CMLTI  2008-NC1M9 


CMLTI  2006-NC1  M0 


JPMAC  20O6-NC1M9 


MSAC  2006-HE2  B3 


MSAC  2006-HE2  B3 


OOMLT2006   1M9 


OOMLT2006  1   M9 


SURF20O6  AB1   B3 


GSAMP2006_FM2_M9 


GSAMP  2000-NC2  M9 


LBMLT  2006-5  M9 


Master  Asset  Backed  Securities  Trust  2006-NC1  M9 


WFHET200B   1   M9 


FFML  2006-FF1  M8 


NijUdmlu-:-  Rate/ Spread-  '  Hm<"*'  CMl«rDS  ■ 

■— -  cos  


10,000,000 


10,000,000 


10,000,000 


15,000.000 


15,000,000 


5,000,000 


25.000.000 


10.000,000 
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40430HEH7 
81744CYJ9 
66389FKY9 
84751PL67 
43709SAR1 
57843LMY9 

HASC2006_OPT2_M8 

MSAC2008_NC1_B2 

OOMLT2006_1_Ma 

SURF2008_AB1_B2 

HEAT2008_5_B1 

MABS200S  NC2_M9 

HSI  ASSET  SECURITIZATION  CORPO  HASC  2008-OPT2  M8 

MSAC  2006-NC1  B2 

OOMLT  2008-1  MS 

SURF  2008-AB1  B2 

HEAT  2008-5  B1                                                                                                                       „_ 

MASTR  ASSET  BACKED  SECURtTIES  TRUST  2005-NC2  M9 

1/4/2007 
1/4/2007 
1/4/2007 
1/4/2007 
1/17/2007 
1/17/2007 

1/9/2007 
1/9/2007 
1/9/2007 
1/9/2007 
1/22/2007 
1/22/2007 

5,000,000 
10,000.000 
10.000,000 
10.000.000 
10,000,000 
10.000.000 

0.92000 
1.12000 
2.07000 
1.88000 
3.72000 
2.07000 

Barclays 

UBS 

ML 

ML 

GS 

OS 

CDS 
CDS 
CDS 
CDS 
CDS 
CDS 
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CONFIDENTIAL  -  PRODUCED  TO  M&T  PURSUA> 


Permanent  Subcommittee  nn  Investigations 

Wall  Street  &  The  Financial  Crisis 

Report  Footnote  #1357 


DBSI_00236844 

DB  PSI  00236844 


A 
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THE  COMPANIES  LAW  (2004  REVISIONS 

OF  THE  CAYMAN  ISLANDS 

COMPANY  LIMITED  BY  SHARES 


MEMORANDUM  AND  ARTICLES 


OF 


ASSOCIATION 


OF 


Gemstone  CDO  VII  Ltd. 
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1 

2 


4 
5 
6 


fuuliiulu  CAliiUilJi    "PapN^ift 


AND  FILED 


«sar 


COHAN  JSUfUft 


THE  COMPANIES  LAW  r2004  REVISIONS 


OF  THE  CAYMAN  ISLANDS 


COMPANY  LIMITED  BY  SHARES 


MEMORANDUM  OF  ASSOCIATION 


OF 


Gemstone  CDO  VII  Ltd. 

The  name  of  the  Company  is  Gemstone  CDO  VII  Ltd. 

The  registered  office  of  the  Company  shall  be  at  the  offices  of  Deutsche  Bank  (Cayman) 
Limited,  P.O.  Box  1984GT,  Elizabethan  Square,  George  Town,  Grand  Cayman,  Cayman 
Islands  or  at  such  other  place  as  the  Directors  may  from  time  to  time  decide. 

The  objects  for  which  the  Company  is  established  are  unrestricted  and  the  Company  shall 
have  full  power  and  authority  to  carry  out  any  object  not  prohibited  by  the  Companies 
Law  (2004  Revision)  or  as  the  same  may  be  revised  from  time  to  time,  or  any  other  law 
of  the  Cayman  Islands. 

The  liability  of  each  Member  is  limited  to  the  amount  from  time  to  time  unpaid  on  such 
Member's  shares. 

The  share  capital  of  the  Company  is  US$50,000.00  divided  into  50,000  shares  of  a  par 
value  of  US$1.00  each. 

The  Company  has  power  to  register  by  way  of  continuation  as  a  body  corporate  limited 
by  shares  under  the  laws  of  any  jurisdiction  outside  the  Cayman  Islands  and  to  be 
deregistered  in  the  Cayman  Islands. 

Capitalised  terms  that  are  not  defined  in  this  Memorandum  of  Association  bear  the  same 
meaning  as  those  given  in  the  Articles  of  Association  of  the  Company. 
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WE,  the  subscriber  to  this  Memorandum  of  Association,  wish  to  be  formed  into  a  company  pursuant 
to  this  Memorandum  of  Association,  and  we  agree  to  take  the  number  of  shares  shown  opposite  our 


name. 


DATED  this  20*  day  of  October,  2006. 

SIGNATURE  and  ADDRESS 
OF  SUBSCRIBER 


M&C  Corporate  Services  Limited 
of  PO  Box  309GT,  Ugland  House 
South  Church  Street,  George  Town, 
Grand  Cayman,  Cayman  Islands 
acting  by: 


NUMBER  OF  SHARES 
TAKEN    . 


One 


S-4*-"V 


Anna  Ptppper 


John  Dykstra 


Allison  Smith 

Witness  to  the  above  signatures 


I,  «|oy  A.  Ranfclne,  AML-         Registrar  o*  Companies  in  and  for  the  Cayman  Islands  DO 

HEREBY  CERTIFY  that  this  is  a  true  and  correct  copy  of  the  Memorandum  of  Association  of  this 


Company  duly  incorporated  on  20   day  of  O* 


GISTRAR  OF  COMPANIES 


CONFIDENTIAL  -  PRODUCED  TO  M&T  PURSUANT  TO  PROTECTIVE  ORDER 


DBSI_00236847 

DB  PSI  00236847 


A8N0:n 

THE  COMPANIES  LAW  (2004  REVISION)      ** 

OP  THE  CAYMAN  ISLANDS 
COMPANY  LIMITED  BY  SHARES 


ARTICLES  OF  ASSOCIATION 

OF 

Gemstone  CDO  VII  Ltd. 

INTERPRETATION 

In  these  Articles  Table  A  in  the  First  Schedule  to  the  Statute  does  not  apply  and,  unless 
there  is  something  in  the  subject  or  context  inconsistent  therewith: 

"Articles" 


"Auditor" 

"Company" 
"Directors" 
"Dividend" 
"Electronic  Record" 

"Member" 
"Memorandum" 

"Ordinary  Resolution" 


"Register  of  Members" 


"Registered  Office" 


"Seal" 


means  these  articles  of  association  of  the  Company. 

means  the  person  for  the  time  being  performing  the 
duties  of  auditor  of  the  Company  (if  any). 

means  the  above  named  company. 

means  the  directors  for  the  time  being  of  the  Company. 

includes  an  interim  dividend. 

has  the  same  meaning  as  in  the  Electronic  Transactions 
Law  (2003  Revision). 

has  the  same  meaning  as  in  the  Statute. 

means  the  memorandum  of  association  of  the 
Company. 

means  a  resolution  passed  by  a  simple  majority  of  the 
Members  as,  being  entitled  to  do  so,  vote  in  person  or, 
where  proxies  are  allowed,,  by  proxy  at  a  general 
meeting,  and  includes  a  unanimous  written  resolution. 
In  computing  the  majority  when  a  poll  is  demanded 
regard  shall  be  had  to  the  number  of  votes  to  which 
each  Member  is  entitled  by  the  Articles. 

means  the  register  maintained  in  accordance  with  the 
Statute  and  includes  (except  where  otherwise  stated) 
any  duplicate  Register  of  Members. 

means  the  registered  office  for  the  time  being  of  the 
Company. 

means  the  common  seal  of  the  Company  and 
every  duplicate  seal. 
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"Share"  and  "Shares" 
"Special  Resolution" 
"Statute" 
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means  a  share  or  shares  in  the  Company  and  includes  a 
fraction  of  a  share. 

has  the  same  meaning,  as  in  the  Statute,  and  includes  a 
unanimous  written.resolution. 


T56^ 


means  the  Companies  Law  (2004  Revision)  of  the 
Cayman  Islands. 

2         In  the  Articles: 

2.1  words  importing  the  singular  number  include  the  plural  number  and  vice-versa; 

2.2  words  importing  the  masculine  gender  include  the  feminine  gender, 

2.3  words  importing  persons  include  corporations; 

2.4  "written"  and  "in  writing"  include  all  modes  of  representing  or  reproducing  words 
in  visible  form,  including  in  the  form  of  an  Electronic  Record; 

2.5  references  to  provisions  of  any  law  or  regulation  shall  be  construed  as  references 
to  those  provisions  as  amended,  modified,  re-enacted  or  replaced  from  time  to 
time; 

2.6  any  phrase  introduced  by  the  terms  "including",  "include",  "in  particular"  of  any 
similar  expression  shall  be  construed  as  illustrative  and  shall  not  limit  the  sense  of 
the  words  preceding  those  terms; 

2.7"     headings  are  inserted  for  reference  only  and  shall  be  ignored  in  construing  these 

Articles;  and 
2.8       in  these  Articles  Section  8  of  the  Electronic  Transactions  Law  (2003  Revision) 

shall  not  apply. 

COMMENCEMENT  OF  BUSINESS 

3  The  business  of  the  Company  may  be  commenced  as  soon  after  incorporation  as  the 
Directors  shall  see  fit 

4  The  Directors  may  pay,  out  of  the  capital  or  any  other  monies  of  the  Company,  all 
expenses  incurred  in  or  about  the  formation  and  establishment  of  the  Company,  including 
the  expenses  of  registration. 

ISSUE  OF  SHARES 

5  Subject  to  the  provisions,  if  any,  in  the  Memorandum  (and  to  any  direction  that  may  be 
given  by  the  Company  in  general  meeting)  and  without  prejudice  to  any  rights  attached  to 
any  existing  Shares,  the  Directors  may  allot,  issue,  grant  options  over  or  otherwise 
dispose  of  Shares  (including  fractions  of  a  Share)  with  or  without  preferred,  deferred  or 
other  rights  or  restrictions,  whether  in  regard  to  Dividend,  voting,  return  of  capital  or 
otherwise  and  to  such  persons,  at  such  times  and  on  such  other  terms  as  they  think  proper. 

6  The  Company  shall  not  issue  Shares  to  bearer. 


A 
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10 


11 


12 


13 


REGISTER  OF  MEMBERS 

The  Company  shall  maintain  or  cause  to  be. maintained  the  Register  of  Members  in 
accordance  with  the  Statute. 

n  .OSING  REGISTER  OF  MEM™™«  Q*  FIXING  RECORD  DATE 

For  the  purpose  of  determining  Members  entitled  to  notice  of,  or  to  vote  at  any  meeting 

immediately  preceding  the  meeting. 

of  rrvotf^y  meSniof  the  Members  or  any  adjournment  thereof,  or  for  the  purpose 
of  oe^Sng  to  Members  entitled  to  receive  payment  of  any  Dividend  or  *  order  to 
make  a  determination  of  Members  for  any  other  proper  purpose. 
Tf  the  Register  of  Members  is  not  so  closed  and  no  record  date  is  fixed  for  the 

2  Mfcmbers Wta>  a  determination  of  Members  entitled  to  vole  a.  an) ■  meta. of 
Memta  his  been  made  as  provided  in  this  Article,  such  deterrmnatron  ahall  apply  to 
any  adjournment  thereof. 

nypTTFTrATES  FOR  SHARES 

been  surrendered  and  cancelled, 
sufficient  delivery  to  all  of  them. 
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14 


15 


16 


17 


18 


19 


prescribe,  and  (in  the  case  of  defacement  or  wearing  out)  upon  delivery  of  the  old 
certificate. 

TRANSFER  OF  SHARES 
Shares  are  transferable  subject  to  the  consent  of  the  Directors  who  may,  in  theii •absolute 

such  refusal. 

The  I—  of  transfer  of  any  Share  shall  be  in  writing  ■?*** '^SS)"* 

hlk.if  nf  .he  transferor  (and  if  the  Directors  so  require,  signed  by  the  transterce).  ins 

is  entered  in  the  Register  of  Members. 

pimnwriON  A*™  REPURCHASE  OF  SHARES 

Special  Resolution,  determine  before  the  issue  of  the  Shares. 

manner  of  purchase  by  Ordinary  Resolution. 

The  Company  may  make  a  payment  in  respect  of  the  redemption  or  purchase  of  iti  own 

v  API ATTON  OF  RIGHTS  OF  SHARES 

.      u  •  ♦»,  „r  th*  rnmnanv  is  divided  into  different  classes  of  Shares, 

Shares  of  that  class,  ^£*£»*£ SSZ    SuedTha res'  of  <ha,  class,  or 

Shares  of  that  class. 

The  provisions  of  these  Articles  relating  to  ^^2^*£**Z 
meefing  of  the  holders  of  one  class  of  Shares .except M .the  nece^^ ■£ m 

i^ritr^rKKrr^fn^ »,  by  w  »* 

demand  a  poll.  -„,,,.. 

The  rights  eonfened  upon  the  ^™%'t2£fcZ2£  ET3E 
^T*^rW"P^^r™-J-  issue  o,  further  Sha.es 
ranking  pari  passu  therewith. 

rnMMTSSIOP  ONSAI F  nff  SHARES 

*„,  „*  th^  sitBtntP  oermits  rjav  a  commission  to  any  person  in 
22       The  Company  may,  in  so  far  as  the  Statute  permit^  pay _  a  absolutely  or 
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parent  of  cash  and/or  the  issue  of  fully  or  partly  paid-up  Shares.  The  Company  may 
also  on  any  issue  of  Shares  pay  such  brokerage  as  may  be  lawful. 
NON.HECOGNTTTON  OF  TRUSTS 

23  The  Company  shall  not  be  bound  by  or  compelled  »«^^(J^S 

stL  oSaJ  an  absolute  right  to  the  entirety  theieof  in  the  registered  holder. 

T  TON  ON  SHARES 

24  The Comply  she,,  have  a «-£-«* ^^S^KS 

Share  shall  also  extend  to  any  amount  payable  in  respect  of  that  Share. 

25       The  Company  may  sell,  in  such  ™  ^^^J^^"^ 
the  Company  has  a  lien,  if  a  sum  in  res ^^^^^Je  holder  of  the 
and  is  not  paid  within  fourteen  clear  days  after  notice  has  been  given  to 
Shares  or  to  the  person  entitled  to  it  in  consequence  of  the  death  mJT?^*x 
KS  Smanding'pavment  and  stating  that  if  the  notice  rs  not  complied  with  the  Shares 

may  be  sold. 

27       The  -  proceeds  of  such  sale  after  P^™:^  ^ESKi'S 
part  of  the  amount  in  respect  of  which  the  hen  exis B  as  is preseri  y  pj 

rATT,  ON  SHARES 

2S        SubjecUothetennsofmeallo^^ 

the  Members  in  respect  of  any  monies  unpaid  on  ^hm* £JJ  fourteen  days 
value  or  premium),  and  each  Member  shall  <^  %™^Jn*  *  the  time  or  times 
notice  specifying  the  time  or  ^f^W^ffl^  as  the 
so  specified  the ^amount  called ^^^^^X^  ^V^ 

KuCuennransfer  of  the  Shares  in  respect  of  which  the  call  was  made. 
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A  call  shall  be  deemed  to  have  been  made  at  the  time  when  the. resolution  of  the  Directors 

authorising  such  call  was  passed. 

The  joint  holders  of  a  Share  shall  be  jointly  and  severally  liable  to  pay  all  calls  in  respect 

thereof. 

If  a  call  remains  unpaid  after  it  has  become  due  and  payable  the  V™*?*^** 

due  shall  pay  interest  on  the  amount  unpaid  from  the  day  it  became  due  and  payable  until 

U  is  paid  *  sucl Trate  as  the  Director  may  determine,  but  the  Directors  may  waive 

payment  of  the  interest  wholly  or  in  part.    . 

An  amount  payable  in  respect  of  a  Share  on  allotment  or  at  any  &»"*.  whether  on 

account  of  the  par  value  of  the  Share  or  premium  or  otherwise  shal  be  deemed  to  be; 

can  and  if  it  is  not  paid  all  the  provisions  of  these  Articles  shall  apply  as  .f  that  amount 

had  become  due  and  payable  by  virtue  of  a  call. 

The  Directors  may  issue  Shares  with  different  terms  as  to  the  amount  and  times  of 

payment  of  calls,  or  the  interest  to  be  paid. 

The  Directors  may  if  they  think  fit,  receive  an  amount  from  any  Member  willing  to 

SvanS X  aT/part  of  the  monies  uncalled  and  unpaid  upon  any  Shares  held  by  htm 

and  may  (until  the  amount  would  otherwise  become  payable)  pay  interest  at  such  rate  *s 

rnayTe  agreed  upon  between  the  Directors  and  the  Member  paymg  such  amount  in 

advance. 

No  such  amount  paid  in  advance  of  calls  shall  entitle  the  Member  paying  such  amount  to 

any  portion  of  a  Dividend  declared  in  respect  of  any  period  prior  to  the  date  upon  which 

such  amount  would,  but  for  such  payment,  become  payable. 

FORFEITURE  OF  SHARES 
If  a  call  remains  unpaid  after  it  has  become  due  and  payable  the  Directors  may  give  to  the 
Person  f£m  whom  it  is  due  not  less  than  fourteen  clear  days  notice  rearing  payment  o 
Se  amount  unpaid  together  with  any  interest,  which  may  have  accrued.  The  notice  shall 
pecTy  wSayment  is  to  be  made  and  shall  state  that  if  the  notice  isnot  complied  with 
Shares  in  respect  of  which  the  call  was  made  will  be  liable  to  be  forfeited. 
If  the  notice  is  not  complied  with  any  Share  in  respect  of  which  it  was  given  may,  before 
me  payment  required  by  the  notice  has  been  made,  be  forfeited  by  a  resolution  of  the 
dTkE SuS? forfeiture  shall  include  all  Dividends  or  other  monies  declared  payable  m 
respect  of  the  forfeited  Share  and  not  paid  before  the  forfeiture. 
A  forfeited  Share  may  be  sold,  re-allotted  or  otherwise  disposed  of  on  such  terms  and  in 
fuch  manner      the  Directors  think  fit  and  at  any  time  before  a  sale,  re-allotment  or 
dSosTZ  the  forfeiture,  may  be  cancelled  on  such  terms  as  the  Directors  thmk  fit 
WhSr  the  purposes  of  its  disposal  a  forfeited  Share  is  to  be  »^J^££ 
the  Directors  may  authorise  some  person  to  execute  an  instrument  of  transfer  of  the  Share 
in  favour  of  that  person. 

A  person  any  of  whose  Shares  have  been  forfeited  shall  cease  to  be  a  Member  in  respect 
of  thtm  anTshall  surrender  to  the  Company  for  cancellation  the  certificate  for  the  Shares 
forfekXd  shall  remain  liable  to  pay  to  the  Company  all  monies  which  at £e  date  of 
forfeiture  were  payable  by  him  to  the  Company  in  respect  of  those  Shares  together  with 
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interest,  but  his  liabihty  shall  cease  if  and  when  the  Company  shall  have  received 
payment  in  full  of  all  monies  due  and  payable  by  him  in  respect  of  those  Shares. 

40  A  certificate  in  writing  under  the  hand  of  one  Director  or  officer  of  the  Company  that  a 
'     Share  has  been  forfeited  on  a  specified  date  shall  be  conclusive  evidence  of  the  fact  as 

against  all  persons  claiming  to  be  entitled  to  the  Share.  The  certificate  shall  (subject  to 
the  execution  of  an  instrument  of  transfer)  constitute  a  good  title  to  the  Share  and  the 
person  to  whom  the  Share  is  disposed  of  shall  not  be  bound  to  see  to  the  application  of 
the  purchase  money,  if  any,  nor  shall  his  title  to  the  Share  be  affected  by  any  irregularity 
or  invalidity  in  the  proceedings  in  reference  to  the  forfeiture,  sale  or  disposal  of  the 
Share. 

41  The  provisions  of  these  Articles  as  to  forfeiture  shall  apply  in  the  case  of  non-payment  of 
any  sum  which,  by  the  terms  of  issue  of  a  Share,  becomes  payable  at  a  fixed  time, 
whether  on  account  of  the  par  value  of  the  Share  or  by  way  of  premium  as  if  it  had  been 
payable  by  virtue  of  a  call  duly  made  and  notified. 

TRANSMISSION  OF  SHARES 

42  If  a  Member  dies  the  survivor  or  survivors  where  he  was  a  joint  holder,  and  his  legal 
personal  representatives  where  he  was  a  sole  holder,  shall  be  the  only  persons  recognised 
by  the  Company  as  having  any  title  to  his  interest.  The  estate  of  a  deceased  Member  is 
not  thereby  released  from  any  liability  in  respect  of  any  Share,  which  had  been  jointly 
held  by  him. 

43  Any  person  becoming  entitled  to  a  Share  in  consequence  of  the  death  or  bankruptcy  or 
liquidation  or  dissolution  of  a  Member  (or  in  any  other  way  than  by  transfer)  may,  upon 
such  evidence  being  produced  as  may  from  time  to  time  be  required  by  the  Directors, 
elect  either  to  become  the  holder  of  the  Share  or  to  have  some  person  nominated  by  rum 
as  the  transferee.  If  he  elects  to  become  the  holder  he  shall  give  notice  to  the  Company  to 
that  effect,  but  the  Directors  shall,  in  either  case,  have  the  same  right  to  decbne  or 
suspend  registration  as  they  would  have  had  in  the  case  of  a  transfer  of  the  Share  by  that 
Member  before  his  death  or  bankruptcy,  as  the  case  may  be. 

44  If  the  person  so  becoming  entitled  shall  elect  to  be  registered  himself  as  holder  he  shall 
:    deliver  or  send  to  the  Company  a  notice  in  writing  signed  by  him  stating  that  he  so  elects. 

45  A  person  becomfagentiUed  ID  a  Share  by  reason  of  llie  death  or  bankm^ 

or  dissolution  of  the  holder  (or  in  any  other  case  than  by  transfer)  shall  be  entitled  to  the 
same  Dividends  and  other  advantages  to  which  he  would  be  entitled  if  he  were  the 
registered  holder  of  the  Share.  However,  he  shall  not.  before  being  registered  as  a 
Member  in  respect  of  the  Share,  be  entitled  in  respect  of  it  to  exercise  any  right  conferred 
by  membership  in  relation  to  meetings  of  the  Company  and  the  Directors  may  at  any  time 
give  notice  requiring  any  such  person  to  elect  either  to  be  registered  himself  or  to  transfer 
tne  Share  If  the  notice  is  not  complied  with  within  ninety  days  the  Directors  may 
thereafter  withhold  payment  of  all  Dividends,  bonuses  or  other  monies  payable  m  respect 
of  the  Share  until  the  requirements  of  the  notice  have  been  complied  with. 

ATV/nrNmMENTS  OF  MEMORANDUM  AND  ARTICLES  OF  ASSOCIATION  AND 

~"~  ALTERATION  OF  CAPITAL 

46        The  Company  may  by  Ordinary  Resolution: 
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46.1  increase  the  share  capital  by  such  sum  as  the  resolution  shall  prescribe  and  with 
such  rights,  priorities  and  privileges  annexed  thereto,  as  the  Company  in  general 
meeting  may  determine; 

46.2  consolidate  and  divide  all  or  any  of  its  share  capital  into  Shares  of  larger  amount 
than  its  existing  Shares; 

46  3  by  subdivision  of  its  existing  Shares  or  any  of  them  divide  the  whole  or  any  part 
of  its  share  capital  into  Shares  of  smaller  amount  than  is  fixed  by  the 
Memorandum  or  into  Shares  without  par  value;  and 

46.4-  cancel  any.  Shares  that  at  the  date  of  the  passing  of  the  resolution  have  not  been 
taken  or  agreed  tobe  taken  by  any  person. 

47  AH  new  Shares  created  in  accordance  with  the  provisions  of  the  preceding  Article  shall 
be  subject  to  the  same  provisions  of  the  Articles  with  reference  to  the  payment  of  calls, 
liens,  transfer,  transmission,  forfeiture  and  otherwise  as  the  Shares  in  the  original  share 
capital. 

48  Subject  to  the  provisions  of  the  Statute  and  the  provisions  of  these  Articles  as  regards  the 
matters  to  be  dealt  with  by  Ordinary  Resolution,  the  Company  may  by  Special 
Resolution: 

48.1  change  its  name; 

48.2  alter  or  add  to  these  Articles; 

48.3  alter  or  add  to  "the  Memorandum  with  respect  to  any  objects,  powers  or  other 
matters  specified  therein;  and 

48.4  reduce  its  share  capital  and  any  capital  redemption  reserve  fund. 

REGISTERED  OFFICE 
Subject  to  the  provisions  of  the  Statute,  the  Company  may  by  resolution  of  the  Directors 
change  the  location  of  its  Registered  Office. 

GENERAL  MEETINGS 
All  general  meetings  other  than  annual  general  meetings  shall  be  called  extraordinary 
general  meetings. 

The  Company  shall,  if  required  by  the  Statute,  in  each  year  hold  a  general  meeting  as  its 
annual  general  meeting,  and  shall  specify  the  meeting  as  such  in  the  notices  calling  i 
The  annual  general  meeting  shall  be  held  at  suchtime  and  place  as  the  Directors  shall 
appoint  and  if  no  other  time  and  place  is  prescribed  by  them,  it  shall  be  held  at  the 
Registered  Office  on  the  second  Wednesday  in  December  of  each  year  at  ten  oclock  in 
the  morning.  At  these  meetings  the  report  of  the  Directors  (if  any)  shall  be  presented. 
The  Company  may  hold  an  annual  general  meeting,  but  shall  not  (unless  required  by 
Statute)  be  obliged  to  hold  an  annual  general  meeting. 

The  Directors  may  call  general  meetings,  and  they  shall  on  a  Members  requisition 
forthwith  proceed  to  convene  an  extraordinary  general  meeting  of  the  Company. 
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A  Members  requisition  is  a  requisition  of  Members  of  the  Company  holding  at  the  date  of 
deposit  of  the  requisition  not  less  than  ten  per  cent,  in  par  value  of  the  capital  of  the 
Company  which  as  at  that  date  carries  the  right  of  voting  at  general  meetings  of  the 
Company. 

The  requisition  must  state  the  objects  of  the  meeting  and  must  be  signed  by  the 
requisitionists  and  deposited  at  the  Registered  Office,  and  may  consist  of  several 
documents  in  like  form  each  signed  by  one  or  more  requisitionists. 
If  the  Directors  do  not  within  twenty-one  days  from  the  date  of  the  deposit  of  the 
requisition  duly  proceed  to  convene  a  general  meeting  to  be  held  within  a  further  twenty- 
one  days,  the  requisitionists,  or  any  of  them  representing  more  than  one-half  of  the  total 
voting  rights  of  all  of  them,  may  themselves  convene  a  general  meeting,  but  any  meeting 
so  convened  shall  not  be  held  after  the  expiration  of  three  months  after  the  expiration  of 
the  said  twenty-one  days. 

A  general  meeting  convened  as  aforesaid  by  requisitionists  shall  be  convened  in  the  same 
manner  as  nearly  as  possible  as  that  in  which  general  meetings  are  to  be  convened  by 
Directors. 

NOTICE  OF  GENERAL  MEETINGS 

At  least  five  days'  notice  shall  be  given  of  any  general  meeting.  Every  notice  shall  be 
exclusive  of  the  day  on  which  it  is  given  or  deemed  to  be  given  and  of  the  day  for  which 
it  is  given  and  shall  specify  the  place,  the  day  and  the  hour  of  the  meeting  and  the  general 
nature  of  the  business  and  shall  be  given  in  manner  hereinafter  mentioned  or  m  such 
other  manner  if  any  as  may  be  prescribed  by  the  Company,  provided  that  a  general 
meeting  of  the  Company  shall,  whether  or  not  the  notice  specified  in  this  regulation  has 
been  given  and  whether  or  not  the  provisions  of- the  Articles  regarding  general  meetings 
have  been  complied  with,  be  deemed  to  have  been  duly  convened  if  it  is  so  agreed: 
58.1     in  the  case  of  an  annual  general  meeting,  by  all  the  Members  (or  their  proxies) 

entitled  to  attend  and  vote  thereat;  and 
58  2     in  the  case  of  an  extraordinary  general  meeting,  by  a  majority  in  number  of  the 

Members  (or  their  proxies)  having  a  right  to  attend  and  vote  at  the  meeting,  being 

a  majority  together  holding  not  less  than  ninety-five  per  cent,  in  par  value  of  the 

Shares  giving  that  right. 
The  accidental  omission  to  give  notice  of  a  general  meeting  to,  or  the  non-receipt  of 
notice  of  a  meeting  by,  any  person  entitled  to  receive  notice  shall  not  invalidate  the 
proceedings  of  that  meeting. 

PROCEEDINGS  AT  GENERAL  MEETINGS 

No  business' shall  be  transacted  at  any  general  meeting  unless  a  quorum  is  present.  Two 
Members  being  individuals  present  in  person  or  by  proxy  or  if  a  corporation  or  other  non- 
natural  person  by  its  duly  authorised  representative  shall  be  a  quorum  unless  the 
Company  has  only  one  Member  entitled  to  vote  at  such  general  meeting  in  which  case  the 
quorum  shall  be  that  one  Member  present  in  person  or  by  proxy  or  (in  the  case  of  a 
corporation  or  other  non-natural  person)  by  a  duly  authorised  representative. 
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A  person  may  participate  at  a  general  meeting  by  conference  telephone  or  other 
communications  equipment  by  means  of  which  all  the  persons  participating  in  the 
meeting  can  communicate  with  each  other..  Participation  by  a  person  in  a  general 
meeting  in  this  manner  is  treated  as  presence  in  person  at  that  meeting. 
A  resolution  (including  a  Special  Resolution)  in  writing  (in  one  or  more  counterparts) 
signed  by  all  Members  for  the  time  being  entitled  to  receive  notice  of  and  to  attend  and 
vote  at  general  meetings  (or,  being  corporations,  signed  by  their  duly  authorised 
representatives)  shall  be  as  valid  and  effective  as  if  the  resolution  had  been  passed  at  a 
general  meeting  of  the  Company  duly  convened  and  held. 

If  a  quorum  is  not  present  within  half  an  hour  from  the  time  appointed  for  the  meeting  or 
if  during  such  a  meeting  a  quorum  ceases  to  be  present,  the  meeting,  if  convened  upon 
the  requisition  of  Members,  shall  be  dissolved  and  in  any  other  case  it  shall  stand 
adjourned  to  the  same  day  in  the  next  week  at  the  same  time  and  place  or  to  such  other 
day,  time  or  such  other  place  as  the  Directors  may  determine,  and  if  at  the  adjourned 
meeting  a  quorum  is  not  present  within  half  an  hour  from  the  time  appointed  for  the 
meeting  the  Members  present  shall  be  a  quorum. 

The  chairman,  if  any,  of  the  board  of  Directors  shall  preside  as  chairman  at  every  general 
meeting  of  the  Company,  or  if  there  is  no  such  chairman,  or  if  he  shall  not  be  present 
within  fifteen  minutes  after  the  time  appointed  for  the  holding  of  the  meeting,  or  is- 
unwilling  to  act,  the  Directors  present  shall  elect  one  of  their  number  to  be  chairman  of 
the  meeting. 

If  no  Director  is  willing  to  act  as  chairman  or  if  no  Director  is  present  within  fifteen 
minutes  after  the  time  appointed  for  holding  the  meeting,  the  Members  present  shall 
choose  one  of  their  number  to  be  chairman  of  the  meeting. 

The  chairman  may,  with  the  consent  of  a  meeting  at  which  a  quorum  is  present,  (and  shall 
if  so  directed  by  the  meeting),  adjourn  the  meeting  from  time  to  time  and  from  place  to 
place  but  no  business  shall  be  transacted  at  any  adjourned  meeting  other  than  the 
business  left  unfinished  at  the  meeting  from  which  the  adjournment  took  place.  When  a 
general  meeting  is  adjourned  for  thirty  days  or  more,  notice  of  the  adjourned  meeting 
shall  be  given  as  in  the  case  of  an  original  meeting.  Otherwise  it  shall  not  be  necessary  to 
give  any  such  notice. 

A  resolution  put  to  the  vote  of  the  meeting  shall  be  decided  on  a  show  of  hands  unless 
before,  or  on  the  declaration  of  the  result  of,  the  show  of  hands,  the  chairman  demands  a 
poll  or  any  other  Member  or  Members  collectively  present  in  person  or  by  proxy  and 
holding  at  least  ten  per  cent,  in  par  value  of  the  Shares  giving  a  right  to  attend  and  vote  at 
the  meeting  demand  a  poll. 

Unless  a  poll  is  duly  demanded  a  declaration  by  the  chairman  that  a  resolution  has  been 
carried  or  carried  unanimously,  or  by  a  particular  majority,  or  lost  or  not  earned  by  a 
particular  majority,  an  entry  to  that  effect  in  the  minutes  of  the  proceedings  of  the 
meeting  shall  be  conclusive  evidence  of  that  fact  without  proof  of  the  number  or 
proportion  of  the  votes  recorded  in  favour  of  or  against  such  resolution. 

The  demand  for  a  poll  may  be  withdrawn. 
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70  Except  on  a  poll  demanded,  on  the  election  of  a  chairman  or  on  a  question  of 
.adjournment,  a  poll  shall  be  taken  as  the  chairman  directs,  and  the  result  of  the  poll  shall 
be  deemed  to  be  the  resolution  of  the  general  meeting  at  which  the  poll  was  demanded. 

71  A  poll  demanded  on  the  election  of  a  chairman  or  on  a  question  of  adjournment  shall  be 
taken  forthwith.  A  poll  demanded  on  any  other  question  shall  be  taken  at  such  time  as 
the  chairman  of  the  general  meeting  directs,  and  any  business  other  than  that  upon  which 
a  poll  has  been  demanded  or  is  contingent  thereon  may  proceed  pending  the  taking  of  the 
poll. 

72  In  the  case  of  an  equality  of  votes,  whether  on  a  show  of  hands  or  on  a  poll,  the  chairman 
shall  be  entitled  to  a  second  or  casting  vote. 

VOTES  OF  MEMBERS 

73  Subject  to  any  rights  or  restrictions  attached  to  any  Shares,  on  a  show  of  hands  every 
Member  who  (being  an  individual)  is  present  in  person  or  by  proxy  or,  if  a  corporation  or 
other  non-natural  person  is  present  by  its  duly  authorised  representative  or  proxy,  shall 
have  one  vote  and  on  a  poll  every  Member  shall  have  one  vote  for  every  Share  of  which 
he  is  the  holder. 

74  In  the  case  of  joint  holders  of  record  the  vote  of  the  senior  holder  who  tenders  a  vote, 
whether  in  person  or  by  proxy,  shall  be  accepted  to  the  exclusion  of  the  votes  of  the  other 
joint  holders,  and  seniority  shall  be  determined  by  the  order  in  which  the  names  of  the 
holders  stand  in  the  Register  of  Members. 

75  A  Member  of  unsound  mind,  or  in  respect  of  whom  an  order  has  been  made  by  ay  court, 
having  jurisdiction  in  lunacy,  may  vote,  whether  on  a  show  of  hands  or  on  a  poll,  by  his 
committee,  receiver,  curator  bonis,  or  other  person  on  such  Members  behalf  appointed  by 
that  court,  and  any  such  committee,  receiver,  curator  bonis  or  other  person  may  vote  by 
proxy. 

76  No  person  shall  be  entitled  to  vote  at  any  general  meeting  or  at  any  separate  meeting  of 
the  holders  of  a  class  of  Shares  unless  he  is  registered  as  a  Member  on  the  record  date  for 
such  meeting  nor  unless  all  calls  or  other  monies  then  payable  by  him  in  respect  of  Shares 
have  been  paid. 

77  No  objection  shall  be  raised  to  the  qualification  of  any  voter  except  at  the  general 
meeting  or  adjourned  general  meeting  at  which  the  vote  objected  to  is  g.ven  or  tendered 
and  every  vote  not  disallowed  at  the  meeting  shall  be  valid.  Any  objection  made  in  due 
time  shall  be  referred  to  the  chairman  whose  decision  shall  be  final  and  conclusive. 

78  On  a  poll  or  on  a  show  of  hands  votes  may  be  cast  either  personally  or  by  proxy.  A 
Member  may  appoint  more  than  one  proxy  or  the  same  proxy  under  one  or  more 
instruments  to  attend  and  vote  at  a  meeting.  Where  a  Member  appoints  more  than  one 
proxy  the  instrument  of  proxy  shall  state  which  proxy  is  entitled  to  vote  on  a  show  of 
hands. 

79  A  Member  holding  more  than  one  Share  need  not  cast  the  votes  in  respect  of  his  Shares 
in  the  same  way  on  any  resolution  and  therefore  may  vote  a  Share  or  some  or  all  such 
Shares  either  for  or  against  a  resolution  and/or  abstain  from  voting  a  Share  or  some  or  all 
of  the  Shares  and,  subject  to  the  terms  of  the  instrument  appointing  him,  a  proxy 
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appointed  under  one  or  more  instruments  may  vote  a  Share  or  some  or  all  of  the  Shares  in 
respect  of  which  he  is  appointed  either  for  or  against  a  resolution  and/or  abstain  from 
voting. 

PROXIES 

80  The  instrument  appointing  a  proxy  shall  be  in  writing,  be  executed  under  the  hand  of  the 
appointor  or  of  his  attorney  duly  authorised  in  writing,  or,  if  the  appointor  is  a 
corporation  under  the  hand  of  an  officer  or  attorney  duly  authorised  for  that  purpose.  A 
proxy  need  not  be  a  Member  of  the  Company. 

81  The  instrument  appointing  a  proxy  shall  be  deposited  at  the  Registered  Office  or  at  such 
other  place  as  is  specified  for  that  purpose  in  the  notice  convening  the  meeting,  or  in  any 
instrument  of  proxy  sent  out  by  the  Company: 

81.1  not  less  than  48  hours  before  the  time  for  holding  the  meeting  or  adjourned 
meeting  at  which  the  person  named  in  the  instrument  proposes  to  vote;  or 

81.2  in  the  case  of  a  poll  taken  more  than  48  hours  after  it  is  demanded,  be  deposited  as 
aforesaid  after  the  poll  has  been  demanded  and  not  less  than  24  hours  before  the 
time  appointed  for  the  taking  of  the  poll;  or 

81 .3  where  the  poll  is  not  taken  forthwith  but  is  taken  not  more  than  48  hours  after  it  was 
demanded  be  delivered  at  the  meeting  at  which  the  poll  was  demanded  to  the 
chairman  or  to  the  secretary  or  to  any  director; 

provided  that  the  Directors  may  in  the  notice  convening  the  meeting,  or  in  an  instrument 
of  proxy  sent  out  by  the  Company,  direct  that  the  instrument  appointing  a  proxy  may  be 
deposited  (no  later  than  the  time  for  holding  the  meeting  or  adjourned  meeting)  at  the 
Registered  Office  or  at  such  other  place  as  is  specified  for  that  purpose  in  the  notice 
convening  the  meeting,  or  in  any  instrument  of  proxy  sent  out  by  the  Company.  The 
chairman  may  in  any  event  at  his  discretion  direct  that  an  instrument  of  proxy  shall  be 
deemed  to  have  been  duly  deposited.  An  instrument  of  proxy  that  is  not  deposited  in  the 
manner  permitted  shall  be  invalid 

82  The  instrument  appointing  a  proxy  may  be  in  any  usual  or  common  form  and  may  be 
expressed  to  be  for  a  particular  meeting  or  any  adjournment  thereof  or  generally  until 
revoked.  An  instrument  appointing  a  proxy  shall  be  deemed  to  include  the  power  to 
demand  or  join  or  concur  in  demanding  a  poll. 

83  Votes  given  in  accordance  with  the  terms  of  an  instrument  of  proxy  shall  be  valid 
notwithstanding  the  previous  death  or  insanity  of  the  principal  or  revocation  of  the  proxy 
or  of  the  authority  under  which  the  proxy  was  executed,  or  the  transfer  of  the  Share  in 
respect  of  which  the  proxy  is  given  unless  notice  in  writing  of  such  death,  insanity, 
revocation  or  transfer  was  received  by  the  Company  at  the  Registered  Office  before  the 
commencement  of  the  general  meeting,  or  adjourned  meeting  at  which  it  is  sought  to.  use 
the  proxy. 

CORPORATE  MEMBERS 

84  Any  corporation  or  other  non-natural  person  which  is  a  Member  may  in  accordance  with 
its  constitutional  documents,  or  in  the  absence  of  such  provision  by  resolution  of  its 
directors  or  other  governing  body,  authorise  such  person  as  it  thinks  fit  to  act  as  its 
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representative  at  any  meeting  of  the  Company  or  of  any  class  of  Members,  and  the  person 
so  authorised  shall  be  entitled  to  exercise  the  same  powers  on  behalf  of  the  corporation 
which  he  represents  as  the  corporation  could  exercise  if  it  were  an  individual  Member. 

SHARES  THAT  MAY  NOT  BE  VOTED 

85  Shares  in  the  Company  that  are  beneficially  owned  by  the  Company  shall  not  be  voted, 
directly  or  indirectly,  at  any  meeting  and  shall  not  be  counted  in  determining  the  total 
number  of  outstanding  Shares  at  any  given  time. 

DIRECTORS 

86  There  shall  be  a  board  of  Directors  consisting  of  not  less  than  one  person  (exclusive  of 
alternate  Directors)  provided  however  that  the  Company  may  from  time  to  time  by 
Ordinary  Resolution  increase  or  reduce  the  limits  in  the  number  of  Directors.  The  first 
Directors  of  the  Company  shall  be  determined  in  writing  by,  or  appointed  by  a  resolution 
of,  the  subscribers. 

POWERS  OF  DIRECTORS 

87  Subject  to  the  provisions  of  the  Statute,  the  Memorandum  and  the  Articles  and  to  any 
directions  given  by  Special  Resolution,  the  business  of  the  Company  shall  be  managed  by 
the  Directors  who  may  exercise  all  the  powers  of  the  Company.  No  alteration  of  the 
Memorandum  or  Articles  and  no  such  direction  shall  invalidate  any  prior  act  of  the 
Directors  which  would  have  been  valid  if  that  alteration  had  not  been  made  or  that 
direction  had  not  been  given.  A  duly  convened  meeting  of  Directors  at  which  a  quorum 
is  present  may  exercise  all  powers  exercisable  by  the  Directors. 

88  All  cheques,  promissory  notes,  drafts,  bills  of  exchange  and  other  negotiable  instruments 
and  all  receipts  for  monies  paid  to  the  Company  shall  be  signed,  drawn,  accepted, 
endorsed  or  otherwise  executed  as  the  case  may  be  in  such  manner  as  the  Directors  shall 
determine  by  resolution. 

89  The  Directors  on  behalf  of  the  Company  may  pay  a  gratuity  or  pension  or  allowance  on 
retirement  to  any  Director  who  has  held  any  other  salaried  office  or  place  of  profit  with 
the  Company  or  to  his  widow  or  dependants  and  may  make  contributions  to  any  fund  and 
pay  premiums  for  the  purchase  or  provision  of  any  such  gratuity,  pension  or  allowance. 

90  The  Directors  may  exercise  all  the  powers  of  the  Company  to  borrow  money  and  to 
mortgage  or  charge  its  undertaking,  property  and  uncalled  capital  or  any  part  thereof  and 
to  issue  debentures,  debenture  stock,  mortgages,  bonds  and  other  such  securities  whether 
outright  or  as  security  for  any  debt,  liability  or  obligation  of  the  Company  or  of  any  third 
party. 

APPOINTMENT  AND  REMOVAL  OF  DIRECTORS 

91  The  Company  may  by  Ordinary  Resolution  appoint  any  person  to  be  a  Director  or  may 
by  Ordinary  Resolution  remove  any  Director. 

92  The  Directors  may  appoint  any  person  to  be  a  Director,  either  to  fill  a  vacancy  or  as  an 
additional  Director  provided  that  the  appointment  does  not  cause  the  number  of  Directors 
to  exceed  any  number  fixed  by  or  in  accordance  with  the  Articles  as  the  maximum 
number  of  Directors. 
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VACATION  OF  OFFICE  OF  DIRECTOR 

93  The  office  of  a  Director  shall  be  vacated  i  f: 

93 . 1  he  gives  notice  in  writing  to  the  Company  that  he  resigns  the  office  of  Director;  or 

93.2  if  he  absents  himself  (without  being  represented  by  proxy  or  an  alternate  Director 
appointed  by  him)  from  three  consecutive  meetings  of  the  board  of  Directors 
without  special  leave  of  absence  from  the  Directors,  and  they  pass  a  resolution 
that  he  has  by  reason  of  such  absence  vacated  office;  or 

93.3  if  he  dies,  becomes  bankrupt  or  makes  any  arrangement  or  composition  with  his 
creditors  generally;  or 

93.4  if  he  is  found  to  be  or  becomes  of  unsound  mind;  or 

93.5  if  all  the  other  Directors  of  the  Company  (being  not  less  than  two  in  number) 
resolve  that  he  should  be  removed  as  a  Director.. 

PROCEEDINGS  OF  DIRECTORS 

94  The  quorum  for  the  transaction  of  the  business  of  the  Directors  may  be  fixed  by  the 
Directors,  and  unless  so  fixed  shall  be  two  if  there  are  two  or  more  Directors,  and  shall  be 
one  if  there  is  only  one  Director.  A  person  who  holds  office  as  an  alternate  Director 
shall,  if  his  appointor  is  not  present,  be  counted  in  the  quorum.  A  Director  who  also  acts 
as  an  alternate  Director  shall,  if  his  appointor  is  not  present,  count  twice  towards  the 
quorum. 

95  Subject  to  the  provisions  of  the  Articles,  the  Directors  may  regulate  their  proceedings  as 
they  think  fit.  Questions  arising  at  any  meeting  shall  be  decided  by  a  majority  of  votes. 
In  the  case  of  an  equality  of  votes,  the  chairman  shall  have  a  second  or  casting  vote.  A 
Director  who  is  also  an  alternate  Director  shall  be  entitled  in  the  absence  of  his  appointor 
to  a  separate  vote  on  behalf  of  his  appointor  in  addition  to  his  own  vote. 

96  A  person  may  participate  in  a  meeting  of  the  Directors  or  committee  of  Directors  by 
conference  telephone  or  other  communications  equipment  by  means  of  which  all  the 
persons  participating  in  the  meeting  can  communicate  with  each  other  at  the  same  time. 
Participation  by  a  person  in  a  meeting  in  this  manner  is  treated  as  presence  in  person  at 
that  meeting.  Unless  otherwise  determined  by  the  Directors  the  meeting  shall  be  deemed 
to  be  held  at  the  place  where  the  chairman  is  at  the  start  of  the  meeting. 

97  A  resolution  in  writing  (in  one  or  more  counterparts)  signed  by  all  the  Directors  or  all  the 
members  of  a  committee  of  Directors  (an  alternate  Director  being  entitled  to  sign  such  a 
resolution  on  behalf  of  his  appointor)  shall  be  as  valid  and  effectual  as  if  it  had  been 
passed  at  a  meeting  of  the  Directors,  or  committee  of  Directors  as  the  case  may  be,  duly 
convened  and  held. 

98  A  Director  or  alternate  Director  may,  or  other  officer  of  the  Company  on  the  requisition 
of  a  Director  or  alternate  Director  shall,  call  a  meeting  of  the  Directors  by  at  least  two 
days'  notice  in  writing  to  every  Director  and  alternate  Director  which  notice  shall  set 
forth  the  general  nature  of  the  business  to  be  considered  unless  notice  is  waived  by  all  the 
Directors  (or  their  alternates)  either  at,  before  or  after  the  meeting  is  held. 
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The  continuing  Directors  may  act  notwithstanding  any  vacancy  in  their  body,  but  if  and 
so  long  as  their  number  is  reduced  below  the  number  fixed  by  or  pursuant  to  these 
Articles  as  the  necessary  quorum  of  Directors  the  continuing  Directors  or  Director  may 
act  for  the  purpose  of  increasing  the  number  of  Directors  to  that  number,  or  of 
summoning  a  general  meeting  of  the  Company,  but  for  no  other  purpose. 

100  The  Directors  may  elect  a  chairman  of  their  board  and  determine  the  period  for  which  he 
is  to  hold  office;  but  if  no  such  chairman  is  elected,  or  if  at  any  meeting  the  chairman  is 
not  present  within  five  minutes  after  the  time  appointed  for  holding  the  same,  the 
Directors  present  may  choose  one  of  their  number  to  be  chairman  of  the  meeting. 

101  All  acts  done  by  any  meeting  of  the  Directors  or  of  a  committee  of  Directors  (including 
any  person  acting  as  an  alternate  Director)  shall,  notwithstanding  that  it  be  afterwards 
discovered  that  there  was  some  defect  in  the  appointment  of  any  Director  or  alternate 
Director,  or  that  they  or  any  of  them  were  disqualified,  be  as  valid  as  if  every  such  person 
had  been  duly  appointed  and  qualified  to  be  a  Director  or  alternate  Director  as  the  case 
maybe. 

102  A  Director  but  not  an  alternate  Director  may  be  represented  at  any  meetings  of  the  board 
of  Directors  by  a  proxy  appointed  in  writing  by  him.  The  proxy  shall  count  towards  the 
quorum  and  the  vote  of  the  proxy  shall  for  all  purposes  be  deemed  to  be  that  of  the 
appointing  Director. 

PRESUMPTION  OF  ASSENT 

103  A  Director  of  the  Company  who  is  present  at  a  meeting  of  the  board  of  Directors  at  which 
action  on  any  Company  matter  is  taken  shall  be  presumed  to  have  assented  to  the  action 
taken  unless  his  dissent  shall  be  entered  in  the  minutes  of  the  meeting  or  unless  he  shall 
file  his  written  dissent  from  such  action  with  the  person  acting  as  the  chairman  or 
secretary  of  the  meeting  before  the  adjournment  thereof  or  shall  forward  such  dissent  by 
registered  post  to  such  person  immediately  after  the  adjournment  of  the  meeting.  Such 
right  to  dissent  shall  not  apply  to  a  Director  who  voted  in  favour  of  such  action. 

DIRECTORS'  INTERESTS 

104  A  Director  may  hold  any  other  office  or  place  of  profit  under  the  Company  (other  than 
the  office  of  Auditor)  in  conjunction  with  his  office  of  Director  for  such  period  and  on 
such  terms  as  to  remuneration  and  otherwise  as  the  Directors  may  determine. 

105  A  Director  may  act  by  himself  or  his  firm  in  a  professional  capacity  for  the  Company  and 
he  or  his  firm  shall  be  entitled  to  remuneration  for  professional  services  as  if  he  were  not 
a  Director  or  alternate  Director. 

106  A  Director  or  alternate  Director  of  the  Company  may  be  or  become  a  director  or  other 
officer  of  or  otherwise  interested  in  any  company  promoted  by  the  Company  or  in  which 
the  Company  may  be  interested  as  shareholder  or  otherwise,  and  no  such  Director  or 
alternate  Director  shall  be  accountable  to  the  Company  for  any  remuneration  or  other 
benefits  received  by  him  as  a  director  or  officer  of,  or  from  his  interest  in,  such  other 
company.  ;._ 

107  No  person  shall  be  disqualified  from  the  office  of  Director  or  alternate  Director  or 
prevented  by  such  office  from  contracting  with  the  Company,  either  as  vendor,  purchaser 
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or  otherwise,  nor  shall  any  such  contract  or  any  contract  or  transaction  entered  into  by  or 
on  behalf  of  the  Company  in  which  any  Director  or  alternate  Director  shall  be  in  any  way 
interested  be  or  be  liable  to  be  avoided,  nor  shall  any  Director  or  alternate  Director  so 
contracting  or  being  so  interested  be  liable  to  account  to  the  Company  for  any  profit 
realised  by  any  such  contract  or  transaction  by  reason  of  such  Director  holding  office  or 
of  the  fiduciary  relation  thereby  established.  A  Director  (or  his  alternate  Director  in  his 
absence)  shall  be  at  liberty  to  vote  in  respect  of  any  contract  ot  transaction  in  which  he  is 
interested  provided  that  the  nature  of  the  interest  of  any  Director  or  alternate  Director  in 
any  such  contract  or  transaction  shall  be  disclosed  by  him  at  or  prior  to  its  consideration 
and  any  vote  thereon. 

108  A  general  notice  that  a  Director  or  alternate  Director  is  a  shareholder,  director,  officer  or 
employee  of  any  specified  firm  or  company  and  is  to  be  regarded  as  interested  in  any 
transaction  with  such  firm  or  company  shall  be  sufficient  disclosure  for  the  purposes  of 
voting  on  a  resolution  in  respect  of  a  contract  or  transaction  in  which  he  has  an  interest, 
and  after  such  general  notice  it  shall  not  be  necessary  to  give  special  notice  relating  to 
any  particular  transaction. 

MINUTES 

109  The  Directors  shall  cause  minutes  to  be  made  in  books  kept  for  the  purpose  of  all 
appointments  of  officers  made  by  the  Directors,  all  proceedings  at  meetings  of  the 
Company  or  the  holders  of  any  class  of  Shares  and  of  the  Directors,  and  of  committees  of 
Directors  including  the  names  of  the  Directors  or  alternate  Directors  present  at  each 
meeting. 

DELEGATION  OF  DIRECTORS'  POWERS 

1 10  The  Directors  may  delegate  any  of  their  powers  to  any  committee  consisting  of  one  or 
more  Directors.  They  may  also  delegate  to  any  managing  director  or  any  Director  holding 
any  other  executive  office  such  of  their  powers  as  they  consider  desirable  to  be  exercised 
by  him  provided  that  an  alternate  Director  may  not  act  as  managing  director  and  the 
appointment  of  a  managing  director  shall  be  revoked  forthwith  if  he  ceases  to  be  a 
Director.  Any  such  delegation  may  be  made  subject  to  any  conditions  the  Directors  may 
impose,  and  either  collaterally  with  or  to  the  exclusion  of  their  own  powersand  may  be 
revoked  or  altered.  Subject  to  any  such  conditions,,  the  proceedings  of  a  committee  of 
Directors  shall  be  governed  by  the  Articles  regulating  the  proceedings  of  Directors,  so  far 
as  they  are  capable  of  applying. 

111  The  Directors  may  establish  any  committees,  local  boards  or  agencies  or  appoint  any 
person  to  be  a  manager  or  agent  for  managing  the  affairs  of  the  Company  and  may 
appoint  any  person  to  be  a  member  of  such  committees  or  local  boards.  Any  such 
appointment  may  be  made  subject  to  any  conditions  the  Directors  may  impose,  and  either 
collaterally  with  or  to  the  exclusion  of  their  own  powers  and  may  be  revoked  or  altered. 
Subject  to  any  such  conditions,  the  proceedings  of  any  such  committee,  local  board  or 
agency  shall  be  governed  by  the  Articles  regulating  the  proceedings  of  Directors,  so  far 
as  they  are  capable  of  applying. 

1 12  The  Directors  may  by  power  of  attorney  or  otherwise  appoint  any  person  to  be  the  agent 
of  the  Company  on  such  conditions  as  the  Directors  may  determine,  provided  that  the 
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delegation  is  not  to  the  exclusion  of  their  own  powers  and  may  be  revoked  by  the 
Directors  at  any  time. 

The  Directors  may  by  power  of  attorney  or  otherwise  appoint  any  company,  firm,  person 
or  body  of  persons,  whether  nominated  directly  or  indirectly  by  the  Directors,  to  be  the 
attorney  or  authorised  signatory  of  the  Company  for  such  purpose  and  with  such  powers, 
authorities  and  discretions  (not  exceeding  those  vested  in  or  exercisable  by  the  Directors 
under  these  Articles)  and  for  such  period  and  subject  to  such  conditions  as  they  may  think 
fit,  and  any  such  powers  of  attorney  or  other  appointment  may  contain  such  provisions 
for  the  protection  and  convenience  of  persons  dealing  with  any  such  attorneys  or 
authorised  signatories  as  the  Directors  may  think  fit  and  may  also  authorise  any  such 
attorney  or  authorised  signatory  to  delegate  all  or  any  of  the  powers,  authorities  and 
discretions  vested  in  him. 

The  Directors  may  appoint  such  officers  as  they  consider  necessary  on  such  terms,  at 
such  remuneration  and  to  perform  such  duties,  and  subject  to  such  provisions  as  to 
disqualification  and  removal  as  the  Directors  may  think  fit.  Unless  otherwise  specified  in 
the  terms  of  his  appointment  an  officer  may  be  removed  by  resolution  of  the  Directors  or 
Members. 

ALTERNATE  DIRECTORS 

Any  Director  (other  than  an  alternate  Director)  may  by  writing  appoint  any  other 
Director,  or  any  other  person  willing  to  act,  to  be  an  alternate  Director  and  by  writing 
may  remove  from  office  an  alternate  Director  so  appointed  by  him. 

An  alternate  Director  shall  be  entitled  to  receive  notice  of  all  meetings  of  Directors  and  of 

all  meetings  of  committees  of  Directors  of  which  his  appointor  is  a  member,  to  attend  and 

vote  at  every  such  meeting  at  which  the  Director  appointing  him  is  not  personally 

present,  and  generally  to  perform  all  the  functions  of  his  appointor  as  a  Director  in  his 

absence. 

An  alternate  Director  shall  cease  to  be  an  alternate  Director  if  his  appointor  ceases  to  be  a 

Director. 

Any  appointment  or  removal  of  an  alternate  Director  shall  be  by  notice  to  the  Company 
signed  by  the  Director  making  or  revoking  the  appointment  or  in  any  other  manner 
approved  by  the  Directors. 

An  alternate  Director  shall  be  deemed  for  all  purposes  to  be  a  Director  and  shall  alone  be 
responsible  for  his  own  acts  and  defaults  and  shall  not  be  deemed  to  be  the  agent  of  the 
Director  appointing  him. 

NO  MINIMUM  SHAREHOLDING 

The  Company  in  general  meeting  may  fix  a  minimum  shareholding  required  to  be  held  by 
a  Director,  but  unless  and  until  such  a  shareholding  qualification  is  fixed  a  Director  is  not 
required. to  hold  Shares. 

REMUNERATION  OF  DIRECTORS 

The  remuneration  to  be  paid  to  the  Directors,  if  any,  shall  be  such  remuneration  as  the 
Directors  shall  determine.  The  Directors  shall  also  be  entitled  to  be  paid  all  travelling, 
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hotel  and  other  expenses  properly  incurred  by  them  in  connection  with  their  attendance  at 
meetings  of  Directors  or  committees  of  Directors,  or  general  meetings  of  the  Company, 
or  separate  meetings  of  the  holders  of  any  class  of  Shares  or  debentures  of  the  Company, 
or  otherwise  in  connection  with  the  business  of  the  Company,  or  to  receive  a  fixed 
allowance  in  respect  thereof  as  may  be  determined  by  the  Directors,  or  a  combination 
partly  of  one  such  method  and  partly  the  other. 

The  Directors  may  by  resolution  approve  additional  remuneration  to  any  Director  for  any 
services  other  than  his  ordinary  routine  work  as  a  Director.  Any  fees  paid  to  a  Director 
who  is  also  counsel  or  solicitor  to  the  Company,  or  otherwise  serves  it  in  a  professional 
capacity  shall  be  in  addition  to  his  remuneration  as  a  Director. 

SEAL 

The  Company  may,  if  the  Directors  so  determine,  have  a  Seal.  The  Seal  shall  only  be 
used  by  the  authority  of  the  Directors  or  of  a  committee  of  the  Directors  authorised  by  the 
Directors.  Every  instrument  to  which  the  Seal  has  been  affixed  shall  be  signed  by  at  least 
one  person  who  shall  be  either  a  Director  or  some  officer  or  other  person  appointed  by 
the  Directors  for  the  purpose. 

The  Company  may  have  for  use  in  any  place  or  places  outside  the  Cayman  Islands  a 
duplicate  Seal  or  Seals  each  of  which  shall  be  a  facsimile  of  the  common  Seal  of  the 
Company  and,  if  the  Directors  so  determine,  with  the  addition  on  its  face  of  the  name  of 
every  place  where  it  is  to  be  used. 

A  Director  or  officer,  representative  or  attorney  of  the  Company  may  without  further 
authority  of  the  Directors  affix  the  Seal  over  his  signature  alone  to  any  document  of  the 
Company  required  to  be  authenticated  by  him  under  seal  or  to  be  filed  with  the  Registrar 
of  Companies  in  the  Cayman  Islands  or  elsewhere  wheresoever. 

PVmDENDS.  DISTRIBUTIONS  AND  RESERVE 

Subject  to  the  Statute  and  this  Article,  the  Directors  may  declare  Dividends  and 
distributions  on  Shares  in  issue  and  authorise  payment  of  the  Dividends  or  distributions 
out  of  the  funds  of  the  Company  lawfully  available  therefor.  No  Dividend  or  distribution 
shall  be  paid  except  out  of  the  realised  or  unrealised  profits  of  the  Company,  or  out  of  the 
share  premium  account  or  as  otherwise  permitted  by  the  Statute. 

Except  as  otherwise  provided  by  the  rights  attached  to  Shares,  all  Dividends  shall  be 
declared  and  paid  according  to  the  par  value  of  the  Shares  that  a  Member  holds.  If  any 
Share  is  issued  on  terms  providing  that  it  shall  rank  for  Dividend  as  from  a  particular 
date,  that  Share  shall  rank  for  Dividend  accordingly. 

The  Directors  may  deduct  from  any  Dividend  or  distribution  payable  to  any  Member  all 
sums  of  money  (if  any)  then  payable  by  him  to  the  Company  on  account  of  calls  or 
otherwise. 

The  Directors  may  declare  that  any  Dividend  or  distribution  be  paid  wholly  or  partly  by 
the  distribution  of  specific  assets  and  in  particular  of  shares,  debentures,  or  securities  of 
any  other  company  orin  any  one  or  more  of  such  ways  and  where  any  difficulty  arises  in 
regard  to  such  distribution,  the  Directors  may  settle  the  same  as  they  think  expedient  and 
in  particular  may  issue  fractional  Shares  and  fix  the  value  for  distribution  of  such  specific 
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assets  or  any  part  thereof  and  may  determine  that  cash  payments  shall  be  made  to  any 
Members  upon  the  basis  of  the  value  so  fixed  in  order  to  adjust  the  rights  of  all  Members 
and  may  vest  any  such  specific  assets  in  trustees  as  may  seem  expedient  to  the  Directors. 

130  Any  Dividend,  distribution,  interest  or  other  monies  payable  in  cash  in  respect  of  Shares 
may  be  paid  by  wire  transfer  to  the  holder  or  by  cheque  or  warrant  sent  through  the  post 
directed  to  the  registered  address  of  the  holder  or,  in  the  case  of  joint  holders,  to  the 
registered  address  of  the  holder  who  is  first  named  on  the  Register  of  Members  or  to  such 
person  and  to  such  address  as  such  holder  or  joint  holders  may  in  writing  direct.  Every 
such  cheque  or  warrant  shall  be  made  payable  to  the  order  of  the  person  to  whom  it  is 
sent  Any  one  of  two  or  more  joint  holders  may  give  effectual  receipts  for  any 
Dividends,  bonuses,  or  other  monies  payable  in  respect  of  the  Share  held  by  them  as  joint 
holders. 

131  No  Dividend  or  distribution  shall  bear  interest  against  the  Company. 

132  Any  Dividend  which  cannot  be  paid  to  a  Member  and/or  which  remains  unclaimed  after 
six  months  from  the  date  of  declaration  of  such  Dividend  may,  in  the  discretion  of  the 
Directors,  be  paid  into  a  separate  account  in  the  Company's  name,  provided  that  the 
Company  shall  not  be  constituted  as  a  trustee  in  respect  of  that,  account  and  the  Dividend 
shall  remain  as  a  debt  due  to  the  Member.  Any  Dividend  which  remains  unclaimed  after 
a  period  of  six  years  from  the  date  of  declaration  of  such  Dividend  shall  be  forfeited  and 
shall  revert  to  the  Company. 

CAPITALISATION 

133  The  Directors  may  capitalise  any  sum  standing  to  the  credit  of  any  of  the  Company's 
reserve  accounts  (including  share  premium  account  and  capital  redemption  reserve  fund) 
or  any  sum  standing  to  the  credit  of  profit  and  loss  account  or  otherwise  available  for 
distribution  and  to  appropriate  such  sum  to  Members  in  the  proportions  in  which  such 
sum  would  have  been  divisible  amongst  them  had  the  same  been  a  distribution  of  profits 
by  way  of  Dividend  and  to  apply  such  sum  on  their  behalf  in  paying  up  in  full  unissued 
Shares  for  allotment  and  distribution  credited  as  fully  paid-up  to  and  amongst  them  in  the 
proportion  aforesaid.  In  such  event  the  Directors  shall  do  all  acts  and  things  required  to 
give  effect  to  such  capitalisation,  with  full  power  to  the  Directors  to  make  such 
provisions  as  they  think  fit  for  the  case  of  Shares  becoming  distributable  in  fractions 
(including  provisions  whereby  the  benefit  of  fractional  entitlements  accrue  to  the 
Company  rather  than  to  the  Members  concerned).  The  Directors  may  authorise  any 
person  to  enter  on  behalf  of  all  of  the  Members  interested  into  an  agreement  with  the 
Company  providing  for  such  capitalisation  and  matters  incidental  thereto  and  any 
agreement  made  under  such  authority  shall  be  effective  and  binding  on  all  concerned. 

BOOKS  OF  ACCOUNT 

134  The  Directors  shall  cause  proper  books  of  account  to  be  kept  with  respect  to  all  sums  of 
money  received  and  expended  by  the  Company  and  the  matters  in  respect  of  which  the 
receipt  or  expenditure  takes  place,  all  sales  and  purchases  of  goods  by  the  Company  and 
the  assets.and  liabilities  of  the  Company.  Proper  books  shall  not  be  deemed  to  be  kept  if 
there  are  not  kept  such  books  of  account  as  are  necessary  to  give  a  true  and  fair  view  of 
the  state  of  the  Company's  affairs  and  to  explain  its  transactions. 
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135  The  Directors  shall  from  time  to  time  determine  Whether  and  to  what  extent  and  at  what 
times  and  places  and  under  what  conditions  or  regulations  the  accounts  and  books  of  the 
Company  or  any  of  them  shall  be  open  to  the  inspection  of  Members  not  being  Directors 
and  no  Member  (not  being  a  Director)  shall  have  any  right  of  inspecting  any  account  or 
book  or  document  of  the  Company  except  as  conferred  by  Statute  or  authorised  by  the 
Directors  or  by  the  Company  in  general  meeting. 

136  The  Directors  may  from  time  to  time  cause  to  be  prepared  and  to  be  laid  before  the 
Company  in  general  meeting  profit  and  loss  accounts,  balance  sheets,  group  accounts  (if 
any)  and  such  other  reports  and  accounts  as  may  be  required  by  law. 

AUDIT 

137  The  Directors  may  appoint  an  Auditor  of  the  Company  who  shall  hold  office  until 
removed  from  office  by  a  resolution  of  the  Directors,  and  may  fix  his  or  their 
remuneration. 

138  Every  Auditor  of  the  Company  shall  have  a  right  of  access  at  all  times  to  the  books  and 
accounts  and  vouchers  of  the  Company  and  shall  be  entitled  to  require  from  the  Directors 
and  officers  of  the  Company  such  information  and  explanation  as  may  be  necessary  for 
the  performance  of  the  duties  of  the  Auditor. 

139  Auditors  shall,  if  so  required  by  the  Directors,  make  a  report  on  the  accounts  of  the 
Company  during  their  tenure  of  office  at  the  next  annual  general  meeting  following  their 
appointment  in  the  case  of  a  company  which  is  registered  with  the  Registrar  of 
Companies  as  an  ordinary  company,  and  at  the  next  extraordinary  general  meeting 
following  their  appointment  in  the  case  of  a  company  which  is  registered  with  the 
Registrar  of  Companies  as  an  exempted  company,  and  at  any  other  time  during  their  term 
of  office,  upon  request  of  the  Directors  or  any  general  meeting  of  the  Members. 

NOTICES 

140  Notices  shall  be  in  writing  and  may  be  given  by  the  Company  to  any  Member  either 
personally  or  by  sending  it  by  courier,  post,  cable,  telex,  fax  or  e-mail  to  him  or  to  his 
address  as  shown  in  the  Register  of  Members  (or  where  the  notice  is  given  by  e-mail  by 
sending  it  to  the  e-mail  address  provided  by  such  Member).  Any  notice,  if  posted  from 
one  country  to  another,  is  to  be  sent  airmail; 

141  Where  a  notice  is  sent  by  courier,  service  of  the  notice  shall  be  deemed  to  be  effected  by 
delivery  of  the  notice  to  a  courier  company,  and  shall  be  deemed  to  have  been  received 
on  the  third  day  (not  including  Saturdays  or  Sundays  or  public  holidays)  following  the 
day  on  which  the  notice  was  delivered  to  the  courier.  Where  a  notice  is  sent  by  post, 
service  of  the  notice  shall  be  deemed  to  be  effected  by  properly  addressing,  pre-paying 
and  posting  a  letter  containing  the  notice,  and  shall  be  deemed  to  have  been  received  on 
the  fifth  day  (not  including  Saturdays  or  Sundays  or  public  holidays)  following  the  day 
on  which  the  notice  was  posted.  Where  a  notice  is  sent  by  cable,  telex  or  fax,  service  of 
the  notice  shall  be  deemed  to  be  effected  by  properly  addressing  and  sending  such  notice 
and  shall  be  deemed  to  have  been  received  on  the  same  day  that  it  was  transmitted. 
Where  a  notice  is  given  by  e-mail  service  shall  be  deemed  to  be  effected  by  transmitting 
the  e-mail  to  the  e-mail  address  provided  by  the  intended  recipient  and  shall  be  deemed  to 
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have  been  received  on  the  same  day  that  it  was  sent,  and  it  shall  not  be  necessary  for  the 
receipt  of  the  e-mail  to  be  acknowledged  by  the  recipient. 

142  A  notice  may  be  given  by  the  Company  to  the.  person  or  persons  which  the  Company  has 
been  advised  are  entitled  to  a  Share  or  Shares  in  consequence  of  the  death  or  bankruptcy 
of  a  Member  in  the  same  manner  as  other  notices  which  are  required  to  be  given  under 
these  Articles  and  shall  be  addressed  to  them  by  name,  or  by  the  title  of  representatives  of 
the  deceased,  or  trustee  of  the  bankrupt,  or  by  any  like  description  at  the  address  supplied 
for  that  purpose  by  the  persons  claiming  to  be  so  entitled,  or  at  the  option  of  the  Company 
by  giving  the  notice  in  any  manner  in  which  the  same  might  have  been  given  if  the  death 
or  bankruptcy  had  not  occurred. 

143  Notice  of  every  general  meeting  shall  be  given  in  any  manner  hereinbefore  authorised  to 
every  person  shown  as  a  Member  in  the  Register  of  Members  on  the  record  date  for  such 
meeting  except  that  in  the  case  of  joint  holders  the  notice  shall  be  sufficient  if  given  to 
the  joint  holder  first  named  in  the  Register  of  Members  and  every  person  upon  whom  the 
ownership  of  a  Share  devolves  by  reason  of  his  being  a  legal  personal  representative  or  a 
trustee  in  bankruptcy  of  a  Member  of  record  where  the  Member  of  record  but  for  his 
death  or  bankruptcy  would  be  entitled  to  receive  notice  of  the  meeting,  and  no  other 
person  shall  be  entitled  to  receive  notices  of  general  meetings; 

WINDING  UP 

144  If  the  Company  shall  be  wound  up,  and  the  assets  available  for  distribution  amongst  the 
Members  shall  be  insufficient  to  repay  the  whole  of  the  share  capital,  such  assets  shall  be 
distributed  so  that,  as  nearly  as  may  be,  the  losses  shall  be  borne  by  the  Members  in 
proportion  to  the  par  value  of  the  Shares  held  by  them.  If  in  a  winding  up  the  assets 
available  for  distribution  amongst  the  Members  shall  be  more  than  sufficient  to  repay  the 
whole  of  the  share  capital  at  the  commencement  of  the  winding  up,  the  surplus  shall  be 
distributed  amongst  the  Members  in  proportion  to  the  par  value  of  the  Shares  held  by 
them  at  the  commencement  of  the  winding  up  subject  to  a  deduction  from  those  Shares  in 
respect  of  which  there  are  monies  due,  of  all  monies  payable  to  the  Company  for  unpaid 
calls  or  otherwise.  This  Article  is  without  prejudice  to  the  rights  of  the  holders  of  Shares 
issued  upon  special  terms  and  conditions. 

145  If  the  Company  shall  be  wound  up  the  liquidator  may,  with  the  sanction  of  a  Special 
Resolution  of  the  Company  and  any  other  sanction  required  by  the  Statute,  divide 
amongst  the  Members  in  kind  the  whole  or  any  part  of  the  assets  of  the  Company 
(whether  they  shall  consist  of  property  of  the  same  kind  or  not)  and  may  for  that  purpose 
value  any  assets  and  determine  how  the  division  shall  be  carried  out  as  between  the 
Members  or  different  classes  of  Members.  The  liquidator  may,  with  the  like  sanction, 
vest  the  whole  or  any  part  of  such  assets  in  trustees  upon  such  trusts  for  the  benefit  of  the 
Members  as  the  liquidator,  with  the  like  sanction,  shall  think  fit,  but  so  that  no  Member 
shall  be  compelled  to  accept  any  asset  upon  which  there  is  a  liability. 

INDEMNITY 

146  Every  Director,  agent  or  officer  of  the  Company  shall  be  indemnified  out  of  the.  assets  of 
the  Company  against  any  liability  incurred  by  him  as  a  result  of  any  act  or  failure  to  act  in 
carrying  out  his  functions  other  than  such  liability  (if  any)  that  he  may  incur  by  his  own 
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wilful  neglect  or  default  No  such  Director,  agent  or  officer  shall  be  liable  to  the 
Company  for  any  loss  or  damage  in  carrying  out  his  functions  unless  that  liability  arises 
through  the  wilful  neglect  or  default  of  such  Director,  agent  or  officer.. 

FINANCIAL  YEAR 

147  Unless  the  Directors  otherwise  prescribe,  the  financial  year  of  the  Company  shall  end  on 
31st  December  in  each  year  and,  following  the  year  of  incorporation,  shall  begin  on  1st 
January  in  each  year; 

TRANSFER  BY  WAY  OF  CONTINUATION 

148  If  the  Company  is  exempted  as  defined  in  the  Statute,  it  shall,  subject  to  the  provisions  of 
the  Statute  and  with  the  approval  of  a  Special  Resolution,  have  the  power  to  register  by 
way  of  continuation  as  a  body  corporate  under  the  laws  of  any  jurisdiction  outside  the 
Cayman  Islands  and  to  be  deregistered  in  the  Cayman  Islands. 
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DATED  this  20*  day  of  October,  2006. 


M&C  Corporate  Services  limited 
of  PO  Box  309GT,  Ugland  House 
South  Church  Street,  George  Town, 
Grand  Cayman,  Cayman  Islands 
acting  by. 

AnnaPropper  \ 

John  Dykstra 

Allison  Smith 

Witness  to  the  above  signatures 


I.  *^      itinwi^  mMm*.  Registrar  of  Companies  in  and  for  the  Cayman  Islands 

DO  HEREBY  CERTIFY  that  this  is  a  true  and  correct  copy  of  the  Articles  of  Association  of  this 
Company  duly  incorporated  on  20*  day  of  October}  2006. 


I\s»:  REGISTRAR  OF  COMPANIES 
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EXECUTION  COPY 


GEMSTONE  CDO  VH  LTD. 
Issuer 


DEUTSCHE  BANK  TRUST  COMPANY  AMERICAS 
Preference  Share  Paying  Agent  and  Transfer  Agent 


and 


DEUTSCHE  BANK  (CAYMAN)  LIMITED 
Share  Registrar 


PREFERENCE  SHARE  PAYING  AGENCY  AGREEMENT 
(Relating  to  the  Issuer's  Preference  Shares) 


Dated  as  of  March  15, 2007 
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PREFERENCE  SHARE  PAYING  AGENCY  AGREEMENT,  dated  as  of  March  15, 
2007  (this  "Agreement"),  among  GEMSTONE  CDO  VII  LTD.,  a  limited  liability  company  incorporated 
under  the  laws  of  the  Cayman  Islands  (together  with  its  permitted  successors  and  assigns,  the  "Issuer"), 
DEUTSCHE  BANK  TRUST  COMPANY  AMERICAS,  a  national  banking  association,  as  the  Paying 
Agent  hereunder  (in  such  capacity,  together  with  its  permitted  successors  and  assigns,  the  "Paving 
Agent")  and  as  the  Transfer  Agent  hereunder  (in  such  capacity,  together  with  its  permitted  successors  and 
assigns,  the  "Transfer  Agent"),  and  DEUTSCHE  BANK  (CAYMAN)  LIMITED,  a  licensed  trust 
company  incorporated  in  the  Cayman  Islands,  as  the  share  registrar  (the  "Share  Registrar"  and,  together 
with  the  Paying  Agent  and  the  Transfer  Agent,  the  "Agents"). 

PRELIMINARY  STATEMENT 

The  Issuer  may,  pursuant  to  an  Indenture  dated  as  of  the  date  hereof  (the  "Indenture"), 
among  the  Issuer,  GEMSTONE  CDO  VII  CORP.,  a  Delaware  corporation,  as  the  Co-Issuer  (the  "Cp^ 
Issuer"  and,  together  with  the  Issuer,  the  "Co-Issuers")  and  DEUTSCHE  BANK  TRUST  COMPANY 
AMERICAS,  as  the  Trustee  thereunder  (the  "Trustee"),  issue  up  to  (i)  $244,000,000  Class  A-la  Floating 
Rate  Notes  due  December  2045,  $400,000,000  Class  A-lb  Floating  Rate  Notes  due  December  2045, 
$159,000,000  Class  A-2  Floating  Rate  Notes  due  December  2045,  $96,900,000  Class  B  Floating  Rate 
Notes  due  December  2045,  $68,300,000  Class  C  Floating  Rate  Deferrable  Interest  Notes  due  December 
2045,  $55,100,000  Class  D  Floating  Rate  Deferrable  Interest  Notes  due  December  2045  and  $18,700,000 
Class  E  Floating  Rate  Deferrable  Interest  Notes  due  December  2045  (collectively,  the  "Notes"). 

As  authorized  by  the  Issuer  and  permitted  under  the  terms  of  the  Indenture,  the  Issuer 
may  issue  up  to  59,500  Preference  Shares  having  a  par  value  of  $0.01  per  share  and  a  liquidation 
preference  of  $  1 ,000  per  share  (the  "Preference  Shares"),  the  dividends  and  other  distributions  on  which 
are  payable  in  accordance  with  the  Memorandum  and  Articles  of  Association  of  the  Issuer,  certain 
resolutions  passed  by  the  board  of  directors  of  the  Issuer  prior  to  the  issue  of  the  Preference  Shares  (the 
"Resolutions")  and  this  Agreement  (this  Agreement,  the  Memorandum  and  Articles  of  Association  and 
the  Resolutions  together,  the  "Preference  Share  Documents").  The  Issuer  has  entered  into  this 
Agreement  to  provide  for  the  payment  of  such  dividends  and  other  distributions  on  the  Preference  Shares. 

Section  1.         Definitions. 

Except  as  otherwise  specified  herein  or  as  the  context  may  otherwise  require,  the 
following  terms  shall  have  the  respective  meanings  set  forth  below  for  all  purposes  of  this  Agreement, 
and  the  definitions  of  such  terms  are  equally  applicable  both  to  the  singular  and  plural  forms  of  such 
terms,  and  to  the  masculine,  feminine  and  neuter  genders  of  such  terms.  All  other  defined  terms  used 
herein  and  not  defined  herein  shall  have  the  meanings  specified  in  the  Indenture. 

"Administration  Agreement":  the  Administration  Agreement,  dated  the  date  hereof,  as 
amended  from  time  to  time,  between  the  Issuer  and  the  Administrator. 

"Administrator":  Deutsche  Bank  (Cayman)  Limited,  a  licensed  trust  company 
incorporated  in  the  Cayman  Islands,  as  Administrator  under  the  Administration  Agreement  and  any  of  its 
successors  and  assigns. 

"Agents":  The  meaning  set  forth  in  the  preamble  of  this  Agreement. 
"Applicable  Procedures":  The  meaning  set  forth  in  Section  8(c). 
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"Articles":  The  Articles  of  Association  of  the  Issuer. 

"Authorized  Representative":  Any  officer,  director,  employee,  or  agent  of  the  Issuer 
authorized  to  give  instructions  and  notices  on  behalf  of  the  Issuer  pursuant  to  Section  3  hereof. 

"Business  Day":  any  day  that  is  a  "Business  Day"  as  defined  in  the  Indenture,  and  that  is 
not  a  day  on  which  commercial  banking  institutions  in  the  city  in  which  the  Paying  Agent  or  the  Transfer 
Agent  is  located  and  Cayman  Islands  and  New  York  are  authorized  or  obligated  by  law  or  executive  order 
to  be  closed. 

"Clearance  System":  The  meaning  set  forth  in  Section  8(c). 

"Depositary":  Depository  Trust  Company,  a  New  York  corporation. 

"Disqualified  Transferee":  The  meaning  set  forth  in  Section  8(h). 

"Distributable  Profits":  With  respect  to  any  Distribution  Date,  the  amounts  (other  than 
Share  Premium)  available  to  pay  dividends  and  any  final  distributions  on  the  Preference  Shares  in 
accordance  with  Article  Eleven  of  the  Indenture  and  Cayman  Islands  law  on  such  Distribution  Date,  as 
determined  by  the  Issuer. 

"Distribution  Compliance  Period":  The  period  of  time  ending  on  the  expiration  of  one 
year  beginning  on  the  later  of  the  Closing  Date  or  on  the  day  on  which  the  offer  of  the  Preference  Shares 
is  completed. 

"ERISA":  The  Employee  Retirement  Income  Security  Act  of  1974,  as  amended. 

"Excess  Cash  Flows":  Excess  Interest,  Excess  Principal  Proceeds  and  the  funds 
disbursed  on  the  Final  Maturity  Date  by  the  Trustee  to  the  Paying  Agent  (for  the  benefit  of  the  Preference 
Shareholders)  pursuant  to  clause  (iv)  of  Section  1 1 . 1  (b)  of  the  Indenture. 

"Excess  Interest":  With  respect  to  any  Distribution  Date  beginning  with  the  June  2007 
Distribution  Date,  other  than  the  Redemption  Date,  the  funds  disbursed  on  such  Distribution  Date  by  the 
Trustee  to  the  Paying  Agent  (for  the  benefit  of  the  Preference  Shareholders)  pursuant  to  clause  21  of 
Section  11.1  (a)(i)  of  the  Indenture. 

"Excess  Principal  Proceeds":  With  respect  to  any  Distribution  Date  beginning  with  the 
June  2007  Distribution  Date,  other  than  the  Redemption  Date,  the  funds  disbursed  on  such  Distribution 
Date  by  the  Trustee  to  the  Paying  Agent  (for  the  benefit  of  the  Preference  Shareholders)  pursuant  to 
clause  14  of  Section  11.1  (a)(ii)  of  the  Indenture. 

"Holder"  or  "Preference  Shareholder":  The  registered  holder  of  any  Preference  Share  as 
set  forth  in  the  Share  Register  maintained  by  the  Share  Registrar.  Notwithstanding  any  notice  to  the 
contrary,  none  of  the  Issuer,  the  Paying  Agent  or  the  Transfer  Agent  shall  have  any  obligation  to 
recognize  or  deal  with  any  Person  claiming  an  interest  in  the  Preference  Shares  other  than  such  registered 
holders. 

"Indenture":  The  meaning  set  forth  in  the  Preliminary  Statement  hereof. 

"Investor  Certificate":  A  letter  substantially  in  the  form  of  F.Thihit  B  attached  hereto, 
duly  completed  as  appropriate. 
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hereunder. 


"Oripnal  Pinr.hasCT":  HBK  CDO  Trust. 

"Paving  Agent":  Deutsche  Bank  Trust  Company  Americas,  as  the  Paying  Agent 


"Preference  Share  Redemption  Price":  The  price  paid  to  redeem  the  Preference  Shares 
which  is  a  percentage  of  the  Aggregate  Outstanding  Amount  thereof  equal  to  a  fraction  the  numerator  of 
which  is  the  Available  Redemption  Amount  remaining  after  giving  effect  to  redemption  of  the  Notes  and 
payment  of  all  fees  and  expenses  of  the  Issuer  in  accordance  with  Section  11.1  of  the  Indenture  and  the 
denominator  of  which  is  the  Aggregate  Outstanding  Amount  of  the  Preference  Shares  to  be  redeemed. 

"Qualified  Purchaser":  (i)  A  "qualified  purchaser"  as  defined  in  the  Investment  Company 
Act,  (ii)  a  "knowledgeable  employee"  with  respect  to  the  Issuer  within  the  meaning  of  Rule  3c-5  under 
the  Investment  Company  Act  or  (iii)  a  company  beneficially  owned  exclusively  by  one  or  more  "qualified 
purchasers"  and/or  "knowledgeable  employees"  with  respect  to  the  Issuer. 

"Redemption  Date":  The  latest  date  of  the  "Stated  Maturity"  and  Scheduled  Preference 
Share  Redemption  Date,  as  such  terms  are  defined  in  the  Indenture. 

"Regulation  S  Global  Preference  Shares":  The  meaning  set  forth  in  Section  8(a). 

"Regulation  S  Transferor  Certificate":  A  certificate  substantially  in  the  form  of  Exhibit  D 
attached  hereto,  duly  completed  as  appropriate. 

"Responsible  Officer":  With  respect  to  the  Paying  Agent  or  the  Transfer  Agent,  as 
applicable,  any  officer  within  the  corporate  trust  department  (or  any  successor  group  of  the  Paying  Agent 
or  the  Transfer  Agent,  as  applicable)  including  any  vice  president,  director,  managing  director,  associate, 
assistant  vice  president,  assistant  secretary,  or  any  other  officer  or  assistant  officer  of  the  Paying  Agent  or 
the  Transfer  Agent,  as  applicable,  customarily  performing  functions  similar  to  those  performed  by  the 
Persons  who  at  the  time  shall  be  such  officers,  respectively,  or  to  whom  any  corporate  trust  matter  is 
referred  within  the  Corporate  Trust  Office  because  of  his  or  her  knowledge  of,  familiarity  with  the 
particular  subject  and  having  direct  responsibility  for  the  administration  of  this  Agreement,  and  with 
respect  to  the  Share  Registrar,  any  officer  of  the  Administrator  from  time  to  time. 

"Restricted  Preference  Share":  The  meaning  set  forth  in  Section  8(b)(ii). 

"Rule  144A  Transferor  Certificate":  A  certificate  substantially  in  the  form  of  Exhibit  C 
attached  hereto,  duly  completed  as  appropriate. 

"Share  Certificate":  With  respect  to  any  of  the  Preference  Shares,  the  physical  certificate 
evidencing  such  Preference  Shares,  which  shall  be  substantially  in  the  form  of  Exhibit  A-l  or  A-2 
attached  hereto. 

"Share  Premium":  As  of  any  Distribution  Date  or  the  Redemption  Date  or  any  other 
redemption  date,  an  amount  equal  to  (a)  the  excess  of  (i)  the  aggregate  proceeds  to  the  Issuer  of  the 
offering  of  Preference  Shares  by  the  Issuer,  but  without  taking  into  account  any  fees  and  expenses  of  the 
Issuer  relating  to  such  offering  over  (ii)  the  aggregate  par  value  of  all  Preference  Shares  issued  by  the 
Issuer  minus  (b)  the  aggregate  of  any  reductions  made  to  such  amount  on  account  of  distributions 
previously  made  from  such  account  to  the  Holders  of  Preference  Shares  by  or  on  behalf  of  the  Issuer  prior 
to  such  Distribution  Date  or  Redemption  Date  or  any  other  redemption  date,  as  applicable,  or  as  otherwise 
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defined  under  the  laws  of  the  Cayman  Islands  from  time  to  time  in  effect,  in  each  case  determined  by  the 
Issuer. 

"Share  Register":  The  meaning  set  forth  in  Section  8(a). 

"Share  Registrar":  The  meaning  set  forth  in  Section  8(a). 

"Share  Registrar  Office":  means  the  principal  office  of  the  Share  Registrar  or  such  other 
address  as  the  Share  Registrar  may  designate  from  time  to  time  by  notice  to  the  Paying  Agent,  the 
Collateral  Manager  and  the  Issuer.  The  initial  Share  Registrar  Office  shall  be  at  P.O.  Box  1984  Grand 
Cayman  KY1-1104,  Cayman  Islands. 

"Share  Surplus":  With  respect  to  any  Distribution  Date  or  the  Redemption  Date  or  any 
other  redemption  date,  the  sum  of  the  Share  Premium  and  the  Distributable  Profits  for  the  related  Due 
Period. 

"Transfer  Agent":  Deutsche  Bank  Trust  Company  Americas,  as  the  Transfer  Agent 
hereunder. 

"Trust  Termination  Date":  The  date  on  which  the  obligations  of  the  Issuer  are  terminated 
as  set  forth  in  Section  4.1  of  the  Indenture. 

"U.S.  Person":  The  vneanmg  attributed  to  such  term  by  Regulation  S  under  the  Securities 
Act. 

Section  2.         Appointment  of  Agents. 

(a)  The  Issuer  hereby  appoints  Deutsche  Bank  Trust  Company  Americas,  to  act  as 
the  Paying  Agent  for  the  Preference  Shares  upon  the  terms,  and  subject  to  the  conditions,  set  forth  herein 
and  in  the  Articles;  provided  that  all  payments  with  respect  to  the  Preference  Shares  shall  be  made  by  the 
Paying  Agent  or  an  affiliate  or  agent  of  such  Paying  Agent  from  a  location  outside  the  United  States.  The 
Issuer  may  at  any  time  and  from  time  to  time  vary  or  terminate  the  appointment  of  the  Paying  Agent  or 
appoint  one  or  more  additional  Paying  Agents;  provided  that  at  no  time  may  the  Issuer  appoint  a  Paying 
Agent  that  does  not  have  offices  located  outside  the  United  States  or  does  not  use  an  affiliate  or  agent 
located  outside  the  United  States.  The  Issuer  will  give  prompt  written  notice  to  the  Trustee  of  the 
appointment  or  termination  of  the  Paying  Agent  and  of  the  location  and  any  change  in  the  location  of  the 
Paying  Agent's  office  or  agency.  The  Paying  Agent  shall  promptly  provide  notice  to  the  Holders  of  any 
such  change  or  variation  of  which  it  receives  notices. 

(b)  The  Issuer  hereby  further  appoints  Deutsche  Bank  Trust  Company  Americas,  as 
the  Transfer  Agent  for  the  Preference  Shares  upon  the  terms,  and  subject  to  the  conditions,  set  forth 
herein.  The  Issuer  may  at  any  time  and  from  time  to  time  vary  or  terminate  the  appointment  of  the 
Transfer  Agent  or  appoint  one  or  more  additional  Transfer  Agents;  provided  that  at  no  time  may  the 
Issuer  appoint  a  Transfer  Agent  that  does  not  have  offices  located  outside  the  United  States  or  does  not 
use  an  affiliate  or  agent  located  outside  the  United  States.  The  Issuer  will  give  prompt  written  notice  to 
the  Trustee  of  the  appointment  or  termination  of  the  Transfer  Agent  and  of  the  location  and  any  change  in 
the  location  of  the  Transfer  Agent's  office  or  agency.  The  Transfer  Agent  shall  promptly  provide  notice 
to  the  Holders  of  any  such  change  or  variation  of  which  it  receives  notices. 

(c)  The  Issuer  hereby  further  appoints  Deutsche  Bank  (Cayman)  Limited,  a  licensed 
trust  company  incorporated  in  the  Cayman  Islands,  as  the  Share  Registrar  for  the  Preference  Shares  upon 
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the  terms,  and  subject  to  the  conditions,  set  forth  herein.  The  Issuer  may  at  any  time  and  from  time  to 
time  vary  or  terminate  the  appointment  of  the  Share  Registrar.  The  Issuer  will  give  prompt  written  notice 
to  the  Trustee  of  the  appointment  or  termination  of  the  Share  Registrar  and  of  the  location  and  any  change 
in  the  location  of  the  Share  Registrar  Office.  The  Share  Registrar  shall  promptly  provide  notice  to  the 
Holders  of  any  such  change  or  variation  of  which  it  receives  notices. 

Section  3.         Authorized  Representatives. 

From  time  to  time  the  Issuer  will  furnish  the  Agents  with  a  signature  list  certifying  the 
incumbency  and  specimen  signatures  of  the  Authorized  Representatives.  The  Agents  shall  be  entitled  to 
conclusively  rely  on  the  last  such  certificate  delivered  to  it  for  the  purposes  of  determining  the  identity  of 
Authorized  Representatives. 

Section  4.         Payment  of  Dividends 

(a)  On  each  Distribution  Date  beginning  with  the  June  2007  Distribution  Date,  other 
than  the  Redemption  Date,  the  Holders  of  the  Preference  Shares  shall  (subject  to  Section  4(c))  be  entitled 
to  receive  dividends  on  the  Preference  Shares  in  an  amount  equal  to  the  amount  of  Excess  Cash  Flows  for 
such  Distribution  Date. 

The  Paying  Agent,  on  behalf  of  the  Issuer,  shall  promptly  give  notice  of  the  amount  of  all 
Excess  Cash  Flows  distributed  hereunder  for  the  relevant  Distribution  Date  to  the  Holders  of  the 
Preference  Shares  in  accordance  with  Section  12  and  to  the  Issuer,  to  the  Initial  Purchaser  and  to  the 
Collateral  Manager.  The  Paying  Agent  shall  also  make  such  information  available  to  the  Preference 
Shareholders  at  the  offices  of  the  Paying  Agent. 

(b)  Subject  to  section  4(c),  dividends,  if  any,  will  be  paid  on  each  Distribution  Date 
other  than  the  Redemption  Date  to  the  Persons  in  whose  names  the  Preference  Shares  are  registered  at  the 
close  of  business  on  the  Record  Date  for  such  Distribution  Date.  Dividends  on  the  Preference  Shares 
shall  be  paid  by  the  Paying  Agent  pro  rata  in  the  proportion  that  the  number  of  Preference  Shares  held  by 
a  Holder  bears  to  the  total  number  of  Preference  Shares. 

(c)  Notwithstanding  anything  in  this  Agreement  to  the  contrary,  distributions  of 
Excess  Cash  Flows  by  way  of  dividends  to  the  Holders  of  the  Preference  Shares  on  any  Distribution  Date 
(other  than  the  Redemption  Date)  out  of  amounts  on  deposit  in  the  Preference  Share  Payment  Account  (i) 
shall  be  subject  to  the  Issuer  being  solvent  under  Cayman  Islands  law  (defined  as  the  Issuer  being  able  to 
pay  its  debts  as  they  become  due  in  the  ordinary  course  of  business)  immediately  prior  to,  and  after  giving 
effect  to,  such  payment  as  determined  by  the  Issuer  or  the  Collateral  Manager  acting  on  behalf  of  the 
Issuer  and  (ii)  shall  be  made  only  to  the  extent  the  Issuer  has  sufficient  Share  Surplus  out  of  which  to 
make  such  payment  as  determined  by  the  Issuer  or  the  Collateral  Manager  acting  on  behalf  of  the  Issuer. 
If  the  Issuer  or  the  Collateral  Manager  acting  on  behalf  of  the  Issuer  determines  that  the  conditions  set 
forth  in  either  clause  (i)  or  clause  (ii)  above  are  not  satisfied  with  respect  to  any  portion  of  the  Excess 
Cash  Flows  payable  on  such  Distribution  Date,  the  Issuer  or  the  Collateral  Manager  acting  on  behalf  of 
the  Issuer  shall  instruct  the  Paying  Agent  in  writing  on  or  before  one  Business  Day  prior  to  such 
Distribution  Date  that  such  portion  should  not  be  paid,  and  the  Paying  Agent  shall  not  pay  the  same,  to 
the  Holders  of  the  Preference  Shares  until  the  first  succeeding  Distribution  Date,  or  (in  the  case  of  any 
payments  which  would  otherwise  be  payable  on  any  Redemption  Date)  until  the  first  succeeding  Business 
Day,  upon  which  the  Issuer  notifies  the  Paying  Agent  in  writing  that  each  such  condition  is  satisfied,  and 
the  amounts  so  retained  in  the  Preference  Share  Payment  Account  will  be  held  therein  until  such  amounts 
are  paid,  subject  to  the  availability  of  such  funds  under  Cayman  Islands  law  to  pay  any  liability  of  the 
Issuer  not  limited  in  recourse  to  the  Collateral.  To  the  extent  available,  distributions  shall  be  made  first 
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out  of  Distributable  Profits  for  the  current  Due  Period,  then  out  of  Distributable  Profits  in  excess  of 
dividends  for  the  prior  Due  Periods  and  then  out  of  Share  Premium. 

Section  5.         Procedures   for  Payment  of  Dividends   and  Redemption  Price: 
Persons  Deemed  Owners:  Withholding. 

(a)  All  payments  of  dividends  on  the  Preference  Shares  and  the  payment  of  the 
Preference  Share  Redemption  Price  for  the  Preference  Shares  will  be  made  in  U.S.  Dollars,  and,  in  the 
case  of  a  redemption  of  the  Preference  Shares,  will  be  made  only  upon  the  surrender  of  the  certificates 
representing  the  Preference  Shares  at  the  office  of  the  Paying  Agent  or  the  office  of  its  agent  as  specified 
in  a  notice  to  the  Holders  delivered  in  accordance  with  the  terms  of  Section  12  hereof.  All  of  such 
payments  shall  be  made  by  U.S.  Dollar  check  drawn  by  the  Paying  Agent  or,  at  the  option  of  the  relevant 
Holder,  by  wire  transfer  in  accordance,  with  this  Section  5  (and  subject  to  usual  and  necessary  banking 
procedures  regarding  U.S.  Dollar  denominated  accounts),  subject  in  all  cases  to  any  tax,  fiscal  or  other 
laws  or  regulations  applicable  in  the  place  of  payment.  Any  Holder  desiring  to  receive  a  wire-transfer 
payment  shall  deliver  a  written  request  therefor  to  the  Paying  Agent  setting  forth  the  numbers  of  the 
Preference  Shares  held  by  it  and  for  which  it  desires  to  receive  payment  by  wire  transfer  and  specifying 
.  the  banking  institution  and  account  number  (with  any  other  appropriate  information  necessary  to  enable 
the  Paying  Agent  to  transmit  such  payment  and  to  assure  proper  credit  to  such  Holder's  account)  to  which 
such  payments  are  to  be  transferred  and  in  the  absence  of  any  such  request,  payments  shall  be  made  by 
U.S.  Dollar  check.  A  record  of  each  payment  made  will  be  maintained  by  or  on  behalf  of  the  Paying 
Agent  in  accordance  with  its  customary  procedures,  and  such  record  shall  be  prima  facie  evidence  that  the 
payment  in  question  has  been  made.  The  Issuer  and  the  Paying  Agent  shall  be  fully  protected  in  relying 
upon  any  such  request  in  making  payments  on  the  Preference  Shares,  and  any  payment  transmitted  in 
accordance  with  such  request  shall  be  deemed  to  have  been  made  upon  transmission  thereof  to  the 
banking  institution  identified  in  such  request. 

(b)  Payments  with  respect  to  the  Preference  Shares  held  by  persons  to  whom  the 
transfers  were  made  in  reliance  on  Rule  144A  under  the  Securities  Act  may  be  made,  whether  pursuant  to 
presentation  of  a  certificate  representing  the  Preference  Shares  or  the  making  of  any  other  demand  for 
payment,  in  the  United  States  and  (i)  if  by  U.S.  Dollar  check,  by  being  drawn  on  a  U.S.  Dollar  account 
maintained  by  the  Paying  Agent  or  (ii)  if  by  wire  transfer,  from  a  U.S.  Dollar  account  maintained  by  the 
Paying  Agent.  Payments  with  respect  to  the  Preference  Shares  held  by  persons  to  whom  the  transfers 
were  made  in  reliance  on  Regulation  S  under  the  Securities  Act  may  be  made,  whether  pursuant  to 
presentation  of  a  certificate  representing  the  Preference  Shares  or  the  making  of  any  other  demand  for 
payment,  (i)  if  by  U.S.  Dollar  check,  by  being  drawn  on  a  U.S.  Dollar  account  maintained  by  the  Paying 
Agent  and  the  Paying  Agent  mailing  the  same  from  an  address  outside  the  United  States  or  (ii)  if  by  wire 
transfer,  from  a  U.S.  Dollar  account  maintained  by  the  Paying  Agent  or  an  affiliate  or  agent  outside  the 
United  States  to  an  account  maintained  by  the  Preference  Shareholder  at  a  bank  outside  of  the  United 
States. 

(c)  In  the  case  where  the  Trust  Termination  Date  or  Redemption  Date  shall  not  be  a 
Business  Day,  then  payment  need  not  be  made  on  such  date,  but  may  be  made  on  the  next  succeeding 
Business  Day  with  the  same  force  and  effect  as  if  made  on  the  nominal  date  of  any  such  Trust 
Termination  Date  or  Redemption  Date,  as  the  case  may  be. 

(d)  If  any  amount  received  by  the  Issuer  is  reduced  by  reason  of  any  amounts  being 
withheld  from  (i)  payments  to  the  Issuer  on  any  of  the  Collateral  Debt  Securities  included  in  the 
Collateral  or  (ii)  payments'on  the"  Notes  or  the  Preference  Shares,  the  Issuer  shall  not  be  obligated  to  pay 
any  additional  amounts  to  cause  the  Holders  of  the  Preference  Shares  to  receive  the  amount  that  would 
have  been  payable  to  them  had  no  such  withholding  been  required  or  made.  The  Paying  Agent  shall  give 
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prompt  notice  of  any  such  withholding  to  each  Preference  Shareholder  of  which  it  has  actual  knowledge. 
As  a  condition  to  the  payment  of  capital  and  dividends  on  any  Preference  Share  without  the  imposition  of 
United  States  withholding  tax,  the  Issuer  shall  require  that  certification  acceptable  to  it  be  furnished  to  the 
Issuer  and  the  Paying  Agent  in  order  to  enable  the  Issuer  and  the  Paying  Agent  to  determine  their  duties 
and  liabilities  with  respect  to  any  taxes  or  other  charges  that  they  may  be  required  to  deduct  or  withhold 
from  payments  in  respect  of  such  Preference  Share  under  any  present  or  future  law  or  regulation  of  the 
United  States  or  any  present  or  future  law  or  regulation  of  any  political  subdivision  thereof  or  taxing 
authority  therein  or  to  comply  with  any  reporting  or  other  requirements  under  any  such  law  or  regulation. 

(e)  The  Issuer  and  the  Agents  may  deem  and  treat  the  registered  Holder  of  any 
Preference  Share  as  the  absolute  owner  of  such  Preference  Share,  notwithstanding  any  notation  of 
ownership  or  other  writing  on  any  certificate  representing  such  Preference  Share,  for  the  purpose  of 
receiving  dividends  and  the  Preference  Share  Redemption  Price  thereof  and  for  all  other  purposes,  and 
neither  the  Issuer  nor  the  Agents  shall  be  affected  by  any  notice  to  the  contrary.  All  such  payments  so 
made  to  such  Holder  or  upon  such  Holder's  order  shall  be  valid  and,  to  the  extent  of  the  sum  or  sums  so 
paid,  effectual  to  satisfy  and  discharge  the  liability  for  the  monies  payable  upon  any  such  Preference 
Share. 

Section  6.         Redemption. 

(a)  On  the  Redemption  Date,  the  Preference  Shares  shall  (subject  to  Section  4(d))  be 
redeemed  in  whole  at  the  Preference  Share  Redemption  Price. 

(b)  All  redemption  payments  shall  be  made  pro  rata  in  the  proportion  that  the 
number  of  Preference  Shares  held  by  a  Holder  bears  to  the  total  number  of  Preference  Shares. 

(c)  Notwithstanding  anything  in  this  Agreement  to  the  contrary,  distributions  of  the 
Preference  Share  Redemption  Price  by  way  of  redemption  of  the  Preference  Shares  shall  be  subject  to  the 
Issuer  being  solvent  under  Cayman  Islands  law  (defined  as  the  Issuer  being  able  to  pay  its  debts  as  they 
become  due  in  the  ordinary  course  of  business)  immediately  prior  to,  and  after  giving  effect  to,  such 
payment  as  determined  by  the  Issuer  or  the  Collateral  Manager  acting  on  behalf  of  the  Issuer.  For 
purposes  of  this  subsection  (d),  a  determination  as  to  whether  the  Issuer  is  solvent  on  a  Redemption  Date 
shall  be  made  by  the  Issuer  or  the  Collateral  Manager  acting  on  behalf  of  the  Issuer  (A)  after  giving  effect 
to  any  payments  to  be  made  on  such  Redemption  Date  and  (B)  in  light  of  the  fact  that  the  other 
obligations  of  the  Issuer  to  Noteholders,  the  other  secured  parties  and  persons  subject  to  the  Priority  of 
Payments  are  limited  in  recourse  to  the  Collateral,  and  not  to  (i)  amounts  in  the  Preference  Share  Payment 
Account  or  investment  earnings  of  amounts  therein,  (ii)  any  other  amounts  released  from  the  Collateral  in 
accordance  with  the  Indenture  and  held  by  or  on  behalf  of  the  Issuer  for  the  benefit  of  the  Holders  of  the 
Preference  Shares  or  (iii)  amounts  on  deposit  in  the  Issuer's  bank  account  in  the  Cayman  Islands,  and  that 
after  the  assets  in  the  Collateral  are  exhausted,  such  parties  will  have  no  further  claim  against  the  Issuer.  If 
the  Issuer  or  the  Collateral  Manager  acting  on  behalf  of  the  Issuer  determines  that  such  condition  is  not 
satisfied  on  a  Redemption  Date  with  respect  to  any  portion  of  the  Preference  Share  Redemption  Price,  the 
Issuer  shall  instruct  the  Paying  Agent  in  writing  that  such  portion  should  not  be  paid,  and  the  Paying 
Agent  shall  not  pay  the  same,  to  the  Holders  of  the  Preference  Shares  until  the  first  succeeding  Business 
Day  upon  which  the  Issuer  notifies  the  Paying  Agent  in  writing  that  each  such  condition  is  satisfied,  and 
the  amounts  so  retained  in  the  Preference  Share  Payment  Account  will  be  held  therein  until  such  amounts 
are  paid,  subject  to  the  availability  of  such  funds  under  Cayman  Islands  law  to  pay  any  liability  of  the 
Issuer  not  limited  in  recourse  to  the  Collateral. 
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Section  7.         Accountings:  Reports  by  Issuer;  Information  to  Holders. 

(a)  On  or  prior  to  each  Distribution  Date  (including  the  Redemption  Date),  the  Issuer 
or  the  Paying  Agent,  on  behalf  of  the  Issuer,  shall  render  an  accounting,  determined  as  of  the  fifth 
Business  Day  preceding  such  Distribution  Date  and  delivered  to  the  Paying  Agent,  the  Collateral 
Manager  and  the  Initial  Purchaser.  The  Issuer  or  the  Paving  Agent,  on  behalf  of  the  Issuer,  shall  render 
such  accounting  by  reference  to  the  accounting  delivered  by  the  Issuer  pursuant  to  Section  10.8  of  the 
Indenture.  Such  accounting  shall  contain  the  following  information  (stated  in  aggregate): 

(i)  the  amount  of  Excess  Cash  Flows  to  be  received  by  the  Paying  Agent  from  the 
Trustee  on  the  related  Distribution  Date; 

(ii)  the  amounts  payable  as  dividends  on  the  Preference  Shares  on  such  Distribution 
Date;  and 

(iii)  if  such  accounting  relates  to  the  Redemption  Date,  the  Preference  Share 
Redemption  Price  payable  with  respect  to  the  Preference  Shares  on  such 
Distribution  Date. 

(b)  On  or  prior  to  each  Distribution  Date,  the  Paying  Agent  shall  provide  the  Holders 
of  the  Preference  Shares  with  a  copy  of  the  Note  Valuation  Report  prepared  for  delivery  pursuant  to 
Section  10.8(b)  of  the  Indenture  (to  the  extent  requested  by  each  Preference  Shareholder),  together  with 
the  report  prepared  by  the  Issuer  or  the  Paying  Agent,  on  behalf  of  the  Issuer,  pursuant  to  Section  7(a) 
hereof. 

Section  8.         Share  Register;  Registration.  Transfer.  Exchange;  Persons  Deemed 
Owners. 

(a)  The  Issuer  shall  cause  to  be  kept  a  register  (the  "Share  Register")  in  which, 
subject  to  such  reasonable  regulations  as  it  may  prescribe  and  to  the  Companies  Law  (2004  Revision)  of 
the  Cayman  Islands,  the  Issuer  shall  provide  for  the  registration  of  the  Preference  Shares  (and  any  other 
share  capital  of  the  Issuer)  and  the  registration  of  transfers  of  the  Preference  Shares  (and  any  other  share 
capital  of  the  Issuer).  The  Administrator  is  hereby  irrevocably  appointed  by  the  Issuer  to  act  as  the 
"Share  Registrar"  for  the  purpose  of  registering  the  Preference  Shares  (and  any  other  share  capital  of 
the  Issuer)  and  all  transfers  of  the  Preference  Shares  (and  any  other  share  capital  of  the  Issuer)  as  herein 
provided  (it  being  hereby  acknowledged  that  nothing  contained  herein  shall  limit,  bar  or  restrict  the  ability 
or  the  right  of  the  Administrator  to  appoint  agents  or  to  delegate  duties  from  time  to  time).  A  duplicate 
copy  of  the  Share  Register  shall  be  maintained  outside  the  Cayman  Islands  by  the  Transfer  Agent. 

Preference  Shares  offered  in  the  United  States  in  reliance  on  Rule  144 A  under  the 
Securities  Act  shall  be  represented  by  certificates  in  fully  registered  definitive  form  registered  in  the  name 
of  the  legal  and  beneficial  owner  thereof  and  substantially  in  the  form  of,  and  with  the  applicable  legends 
set  forth  in,  Exhibit  A-l  attached  hereto. 

Preference  Shares  sold  outside  the  United  States  to  non-U.S.  Persons  in  reliance  on 
Regulation  S  shall  be  represented  by  one  or  more  global  share  certificates,  in  definitive,  fully  registered 
form  and  substantially  in  the  form  of,  and  with  the  applicable  legends  set  forth  in,  Exhibit  A-2  attached 
hereto,  (the  "Regulation  S  Global  Preference  Shares")  deposited  with  a  custodian  for,  and  registered  in 
the  name  of,  the  Depositary  (or  its  nominee)  on  behalf  of  Euroclear  Bank  S.AVN.V.,  as  operator-  of 
Euroclear,  or  Clearstream.  Until  the  end  of  the  Distribution  Compliance  Period,  beneficial  interests  in 
such  preference  shares  may  be  held  only  through  Euroclear  or  Clearstream    After  the  Distribution 
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Compliance  Period,  beneficial  interests  in  such  Preference  Snares  may  also  be  held  other  than  through 
Euroclear  or  Clearstream  via  the  Depositary's  other  direct  and  indirect  participants,  but  still  registered  in 
the  name  of  the  Depositary  (or  its  nominee).  Euroclear  or  Clearstream  will  credit  the  Regulation  S 
Global  Preference  Share  to  the  respective  accounts  designated  by  the  owners  of  such  Preference  Share  at 
Euroclear  or  Clearstream.  The  registered  owner  of  the  relevant  Regulation  S  Global  Preference  Share 
shall  be  the  only  person  entitled  to  receive  payments  in  respect  of  the  Preference  Shares  represented  by  a 
Regulation  S  Global  Preference  Share,  and  the  Issuer  will  be  discharged  by  payment  to,  or  to  the  order  of, 
the  registered  owner  of  such  Regulation  S  Global  Preference  Share  in  respect  of  each  amount  so  paid.  No 
person  other  than  the  registered  owner  of  the  relevant  Regulation  S  Global  Preference  Share  shall  have 
any  claim  against  the  Issuer  in  respect  of  any  payment  due  on  that  Regulation  S  Global  Preference  Share. 

Owners  of  beneficial  interests  in  Preference  Shares  sold  outside  the  United  States  to  non- 
U.S.  Persons  in  reliance  on  Regulation  S  will  be  entitled  or  required  under  certain  limited  circumstances 
to  receive  physical  delivery  of  certificated  Preference  Shares  in  fully  registered,  definitive  form. 

Every  certificate  representing  a  Preference  Share  presented  or  surrendered  for  registration 
of  transfer  or  exchange  shall  (if  so  required  by  the  Issuer,  the  Transfer  Agent  or  the  Share  Registrar)  be 
presented  or  surrendered  at  the  Share  Registrar  Office  or  the  office  of  the  Transfer  Agent  and  be 
accompanied  by  a  written  instrument  of  transfer  in  form  satisfactory  to  the  Issuer  (including,  as 
applicable,  a  Rule  144A  Transferor  Certificate  or  a  Regulation  S  Transferor  Certificate),  the  Transfer 
Agent  and  the  Share  Registrar  duly  executed  by  the  Holder  thereof  or  its  attorney-in-fact  duly  authorized 
in  writing.  In  addition,  if  the  certificates  being  exchanged  or  transferred  contain  a  legend,  additional 
certifications  to  the  effect  that  such  exchange  or  transfer  is  in  compliance  with  the  restrictions  contained 
in  such  legend,  may  be  required.  The  Transfer  Agent  shall  promptly  notify  the  Share  Registrar  and  the 
Paying  Agent  of  any  transfer  or  exchange  and  provide  each  of  them  with  copies  of  the  relevant  certificate 
and  written  instrument  of  transfer  and  any  other  relevant  documentation  received  in  conjunction  with  such 
transfer  or  exchange.  Following  a  proper  request  for  transfer  or  exchange,  the  Transfer  Agent  shall 
promptly  instruct  the  Share  Registrar  in  writing  to  make  the  relevant  entries  in  the  Share  Register  (and  the 
Share  Registrar  shall  be  entitled  to  rely  on  the  accuracy  and  completeness  of  such  instructions  received  by 
it  from  the  Transfer  Agent).  With  respect  to  any  transfer  of  a  portion  of  the  Preference  Shares  represented 
by  such  certificate,  the  transferor  will  be  entitled  to  receive,  at  any  aforesaid  office,  new  certificates 
representing  the  principal  amount  retained  by  the  transferor  after  giving  effect  to  such  transfer.  New 
certificates  issued  upon  any  such  exchange  or  transfer  (whether  in  whole  or  in  part)  will  be  made 
available  at  the  office  of  the  Transfer  Agent. 

The  Share  Registrar  shall  (upon  receipt  of  the  relevant  information)  cause  to  be  entered  in 
the  Share  Register  and  the  Transfer  Agent  shall  cause  to  be  entered  in  its  duplicate  Share  Register  the 
following  particulars:  (i)  the  name  and  address  of  each  Holder  of  Preference  Shares,  a  statement  of  the 
number  of  Preference  Shares  held  by  him  and  the  amount  paid  or  agreed  to  be  considered  as  paid  on  such 
preference  shares;  (ii)  the  date  on  which  each  person  was  entered  on  the  Share  Register  as  a  Holder  of 
Preference  Shares;  and  (iii)  the  date  on  which  any  person  ceased  to  be  a  Holder  of  Preference  Shares. 

No  service  charge  shall  be  made  to  a  Holder  for  any  registration  of  transfer  or  exchange 
of  any  Preference  Shares,  but  the  Share  Registrar  and/or  the  Transfer  Agent  may  require  payment  of  a 
sum  sufficient  to  cover  any  tax  or  other  governmental  charge  that  may  be  imposed  in  connection  with  any 
registration  of  transfer  or  exchange  of  Preference  Shares  and  expenses  of  delivery  (if  any)  not  made  by 
regular  mail. 

(b)  No  Preference  Shares  may  be  sold  or  transferred  (including,  without  limitation, 
by  pledge  or  hypothecation)  unless  such  sale  or  transfer  (i)  is  in  rninimum  lots  of  200  shares  and  integral 
multiples  of  1  share  in  excess  thereof  and  after  giving  effect  to  any  sale  or  transfer,  the  transferor  thereof 
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shall  have  retained  an  aggregate  number  of  Preference  Shares  that  is  either  (a)  equal  to  zero  or  (b)  equal 
to  or  greater  than  the  rninimum  lot  of  200  snares  and  integral  multiples  of  1  share  in  excess  thereof  and 
(ii)  is  exempt  from  the  registration  requirements  of  the  Securities  Act  and  is  exempt  from  registration 
under  applicable  state  securities  laws.  No  purported  transfer  of  any  interest  in  any  Preference  Share  or 
any  portion  thereof  that  is  not  made  in  accordance  with  this  Section  8  shall  be  given  effect  by  or  be 
binding  upon  the  Transfer  Agent,  the  Share  Registrar  or  the  Issuer,  and  any  such  purported  transfer  shall 
be  null  and  void  ab  initio  and  vest  in  the  transferee  no  rights  against  the  Transfer  Agent,  the  Share 
Registrar  or  the  Issuer. 

A  Preference  Shareholder  may  transfer  a  Preference  Share  or  its  beneficial  interest  in  a 
Preference  Share  only  in  accordance  with  the  following  provisions: 

(i)  The  Holder  of  a  Preference  Share  sold  to  an  initial  Holder  who  is  a  non-U.S. 
Person  pursuant  to  Regulation  S  under  the  Securities  Act  may  transfer  such  Preference  Share  in 
accordance  with  the  Applicable  Procedures  only  to  (1)  a  non-U.S.  Person  in  an  offshore 
transaction  (within  the  meaning  of  Regulation  S)  in  accordance  with  Rule  904  of  Regulation  S  or 
(2)  to  a  person  who  agrees  to  receive  a  Restricted  Preference  Share  (as  such  term  is  defined  in 
paragraph  (ii)  below)  and  who  certifies  that  it  is  a  "qualified  institutional  buyer"  within  the 
meaning  of  Rule  144A  under  the  Securities  Act  and  agrees  to  resell  such  Preference  Share  only  in 
accordance  with  the  provisions  of  Regulation  S,  pursuant  to  registration  under  the  Securities  Act, 
or  pursuant  to  an  available  exemption  from  registration  under  the  Securities  Act  and  agrees  not  to 
engage  in  hedging  transactions  with  regard  to  such  securities  unless  in  compliance  with  the 
Securities  Act. 

(ii)  A  Holder  of  a  Preference  Share  (a  "Restricted  Preference  Share")  that  was 
sold  to  an  initial  Holder  who  is  a  U.S.  Person  may  at  any  time  transfer  its  interest  in  such 
Preference  Share  only  to  (A)  a  non-U.S.  Person  in  an  offshore  transaction  (within  the  meaning  of 
Regulation  S)  in  accordance  with  Rule  904  of  Regulation  S  or  (B)  a  "qualified  institutional 
buyer"  within  the  meaning  of  Rule  144 A  under  the  Securities  Act,  in  transactions  not  requiring 
registration  under  the  Securities  Act  and,  in  each  case,  in  accordance  with  the  certifications 
requirements  required  herein. 

(iii)  The  Transfer  Agent  shall  require,  prior  to  any  such  transfer  of  a  Preference 
Share,  receipt  by  the  Transfer  Agent  and  the  Issuer  of  (A)  an  Investor  Certificate  from  such 
Preference  Shareholder's  transferee  and  (B)  as  applicable,  a  Regulation  S  Transferor  Certificate  or 
a  Rule  144 A  Transferor  Certificate  from  such  Holder,  in  each  case  certifying  to  the  foregoing  and 
the  other  matters  covered  by  the  forms  of  such  certificates  prescribed  by  this  Agreement.  Upon 
receipt  of  the  Investor  Certificate  and  the  relevant  Transferor  Certificate,  and  the  surrender  to  the 
Transfer  Agent  of  the  Share  Certificate  to  be  so  transferred,  the  Transfer  Agent  shall  cancel  such 
Share  Certificate,  and  the  Issuer  shall  execute  and  provide  to  the  Transfer  Agent,  and  the  Transfer 
Agent  shall  deliver,  a  Share  Certificate  representing  the  Preference  Shares  intended  to  be 
transferred  to  such  transferee  (and,  in  the  event  of  a  partial  transfer,  the  Issuer  shall  execute  and 
provide  to  the  Transfer  Agent,  and  the  Transfer  Agent  shall  deliver,  a  Share  Certificate 
representing  the  remaining  balance  to  the  transferring  Holder)  in  accordance  with  Section  8(a). 

(iv)  Notwithstanding  the  foregoing,  where  the  transfers  of  the  Preference  Shares  are 
by  way  of  transfers  of  beneficial  interests  in  the  Regulation  S  Global  Preference  Shares,  such 
transfers  may  be  made  by  book-entry  transfer  of  beneficial  interests  in  the  Regulation  S  Global 
Preference  Shares  (and  if  within  the  Distribution  Compliance  Period,  within  Euroclear  or 
Clearstream,  to  non-U.S.  Persons  in  accordance  with  Regulation  S)  in  accordance  with  the 
Applicable  Procedures  without  the  provision  of  any  certification.    Each  subsequent  transferee 
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shall  be  deemed  to  have  made  the  applicable  representations  set  forth  in  the  form  of  the  Investor 
Certificate. 

The  Investor  Certificate  and  any  Rule  144A  Transferor  Certificate  or  Regulation  S  Transferor 
Certificate  furnished,  as  required,  pursuant  to  this  Section  8(b)  may  be  relied  on  conclusively  by  the  Share 
Registrar  and  Transfer  Agent  in  determining  whether  the  provisions  of  this  Section  8(b)  have  been 
complied  with.  None  of  the  Issuer,  the  Transfer  Agent,  the  Share  Registrar  or  any  other  Person  shall  be 
required  to  register  the  Preference  Shares  under  the  Securities  Act  or  any  state  securities  laws. 

(c)  The  applicable  procedures  (collectively,  "Applicable  Procedures")  utilized  or 
imposed  from  time  to  time  by  the  Depositary,  Euroclear  or  Clearstream  (collectively,  the  "Clearance 
System")  shall  be  applicable  to  the  Regulation  S  Global  Preference  Shares  insofar  as  and  to  the  extent 
beneficial  interests  in  such  Regulation  S  Global  Preference  Shares  are  held  by  the  agent  members  of  or 
participants  in  the  applicable  Clearance  System.  Account  holders  or  agent  members  of  or  participants  in 
the  applicable  Clearance  System  shall  have  no  rights  under  this  Agreement  with  respect  to  such 
Regulation  S  Global  Preference  Shares,  and  the  Depositary  as  registered  Holder  of  the  Regulation  S 
Global  Preference  Shares  may  be  treated  by  the  Issuer  or  the  Agents  as  the  owner  of  such  Regulation  S 
Global  Preference  Shares  for  all  purposes  whatsoever.  Notwithstanding  the  foregoing,  nothing  herein 
shall  prevent  the  Issuer,  the  Agents  from  giving  effect  to  any  written  certification,  proxy  or  other 
authorization  furnished  by  the  applicable  Clearance  System  or  impair,  as  among  the  applicable  Clearance 
System  and  its  agent  members  or  participants,  the  operation  of  customary  practices  governing  the  exercise 
of  the  rights  of  a  Holder  of  any  Regulation  S  Global  Preference  Shares.  Requests  or  directions  from,  or 
votes  of  the  applicable  Clearance  System  with  respect  to  any  matter  shall  not  be  deemed  inconsistent  if 
made  with  respect  to  (or  in  separate  proportions  corresponding  to)  different  beneficial  owners.  None  of 
the  Agents  shall  have  any  duty  to  monitor,  maintain  records  concerning  (or  determine  compliance  with 
any  of  the  restrictions  on  transfer  set  forth  herein  with  respect  to)  owners  of  beneficial  interest  in  the 
Regulation  S  Global  Preference  Shares.  None  of  the  Agents  shall  have  any  liability  for  the  accuracy, 
completeness  or  validity  of  the  records  of  the  applicable  Clearance  System,  or  any  actions  or  omissions  of 
the  applicable  Clearance  System  (or  of  the  agent  members  of  or  participants  in  the  applicable  Clearance 
System). 

(d)  No  Preference  Share  may  be  purchased  or  transferred  to,  on  behalf  of  or  using 
the  assets  of  (i)  an  employee  benefit  plan  subject  to  Title  I  of  ERISA  or  a  plan  subject  to  Section  4975  of 
the  U.S.  Internal  Revenue  Code  of  1986,  as  amended  (the  "Code")  (each  such  plan,  an  "ERISA  Plan");  (ii) 
a  collective  investment  fund,  separate  account  or  other  entity  whose  underlying  assets  are  treated  as  "Plan 
Assets"  of  an  ERISA  Plan  under  U.S.  Department  of  Labor  regulation  Section  2510.3-101,  as  modified  by 
section  3(42)  of  ERISA  (a  "Benefit  Plan  Investor"):  or  (iii)  a  person  acting  on  behalf  of  an  ERISA  Plan. 

By  its  purchase  of  the  Preference  Shares,  each  purchaser  and  transferee  will  be  required 
to  represent  and  warrant  to  and  agree  with  the  Issuer,  the  Collateral  Manager  and  the  Agents  that  (A)  its 
purchase  and  holding  of  such  Preference  Shares  will  satisfy  the  ERISA  requirements  described  above  and 
(B)  it  will  not  assign  or  transfer  such  Preference  Shares  unless  the  proposed  assignee  or  transferee 
delivers  a  letter  to  the  Issuer  evidencing  its  agreement  to  the  foregoing  ERISA  representations  and 
covenants  with  respect  to  its  purchase,  holding  and  transfer  of  such  Preference  Shares. 

(e)  No  Preference  Share  shall  be  sold  or  transferred  (including,  without  limitation, 
by  pledge  or  hypothecation)  to  a  U.S.  resident  (within  the  meaning  of  the  Investment  Company  Act) 
unless  such  purchaser  or  transferee  is  a  Qualified  Purchaser.  The  Transfer  Agent  and  the  Share  Registrar 
may  rely  on  the  statement  in  any  Investor  Certificate,  and  shall  be  entitled  to"  rely  on  the  continuing 
accuracy  thereof  from  time  to  time  (unless  and  until  a  Responsible  Officer  is  otherwise  notified  in  writing 
by  the  signatory  thereto  or  by  the  Issuer)  in  determining  whether  the  provisions  of  this  Section  8(e)  have 
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been  complied  with.  Notwithstanding  anything  to  the  contrary  in  this  Agreement,  no  transfer  of  a 
Preference  Share  may  be  made  if  the  Transfer  Agent  has  written  notice  or  actual  knowledge  that  such 
transfer  would  require  registration  of  the  Issuer  or  the  Co-Issuer  under  the  Investment  Company  Act 
(subject,  with  respect  to  the  transfer  Agenfs  duties,  to  Section  8(f)  below). 

(f)  At  any  time  when  the  Issuer  is  not  subject  to  Section  13  or  15(d)  of  the  United 
States  Securities  Exchange  Act  of  1934,  as  amended,  upon  the  request  of  any  Preference  Shareholder,  the 
Issuer  shall  promptly  furnish,  and  shall  cause  the  Collateral  Manager  to  promptly  furnish,  to  such 
Preference  Shareholder  or  to  a  prospective  purchaser  of  any  Preference  Share  designated  by  such 
Preference  Shareholder,  as  the  case  may  be,  the  information  which  the  Issuer  determines  to  be  required  to 
be  delivered  pursuant  to  Rule  144A(d)(4)  under  the  Securities  Act  f"Rnle  144A  Information")  in  order 
to  permit  compliance  by  such  Preference  Shareholder  with  Rule  144 A  in  connection  with  the  resale  of 
such  Preference  Share  by  such  Preference  Shareholder.  Upon  written  request  by  the  Issuer,  the  Transfer 
Agent  shall  cooperate  with  the  Issuer  in  mailing  or  otherwise  distributing  (at  the  Issuer's  expense)  to  such 
Preference  Shareholders  or  prospective  purchasers,  at  and  pursuant  to  the  Issuer's  written  direction,  any 
Rule  144 A  Information  prepared  and  provided  by  the  Issuer,  provided  that  the  Transfer  Agent  shall  be 
entitled  to  affix  thereto  or  enclose  therewith  such  disclaimers  as  the  Transfer  Agent  shall  deem  reasonably 
appropriate,  at  its  discretion  (such  as,  for  example,  a  disclaimer  that  such  Rule  144A  Information  was 
assembled  by  the  Issuer,  and  not  by  the  Transfer  Agent,  that  the  Transfer  Agent  has  not  reviewed  or 
verified  the  accuracy  thereof,  and  that  it  makes  no  representation  as  to  the  sufficiency  of  such  information 
under  Rule  144A  or  for  any  other  purpose). 

(g)  The  Transfer  Agent  and  the  Share  Registrar  shall  not  be  responsible  for 
ascertaining  whether  any  transfer  of  the  Preference  Shares  complies  with,  or  otherwise  for  monitoring  or 
determining  compliance  with,  the  requirements  or  terms  of  the  Securities  Act,  applicable  state  securities 
laws,  ERISA,  the  Code  or  the  Investment  Company  Act;  except  that  if  a  certificate  is  specifically  required 
by  the  terms  of  this  Section  8  to  be  provided  to  the  Transfer  Agent  by  a  transferee  of  the  Preference 
Shares,  a  transferor  of  the  Preference  Shares,  or  the  Issuer,  the  Transfer  Agent  shall  be  under  a  duty  to 
receive  and  examine  the  same  to  determine  whether  it  conforms  substantially  on  its  face  to  the  applicable 
requirements  of  this  Section  8. 

(h)  If  a  Responsible  Officer  of  the  Transfer  Agent  has  actual  knowledge  that  (i)  a 
transfer  or  attempted  or  purported  transfer  of  any  of  the  Preference  Shares  or  any  interest  therein  was 
consummated  in  compliance  with  the  provisions  of  this  Section  8  on  the  basis  of  a  materially  incorrect 
certification  from  the  transferor  or  purported  transferee  that  has  not  been  cured  within  a  reasonable  period 
of  time  after  notice  thereof,  (ii)  a  transferee  failed  to  deliver  within  a  reasonable  period  of  time  (including 
any  applicable  period  provided  to  cure  such  failure  to  deliver)  to  the  Transfer  Agent  any  certificate 
required  to  be  delivered  hereunder,  or  (iii)  the  Holder  of  any  Preference  Share  or  interest  therein  is  in 
material  breach  of  any  representation  or  agreement  set  forth  in  any  certificate  or  any  deemed 
representation  or  agreement  of  such  Holder,  then  the  Transfer  Agent  or  the  Share  Registrar  nor  the  Paying 
Agent  will  not  register  such  attempted  or  purported  transfer,  and,  if  a  transfer  has  been  registered,  such 
transfer  shall  be  absolutely  null  and  void  ab  initio  and  shall  vest  no  rights  in  the  purported  transferee 
(such  purported  transferee,  a  "Disqualified  Transferee"),  and  the  last  preceding  Holder  of  such 
Preference  Share  that  was  not  a  Disqualified  Transferee  shall  be  restored  to  all  rights  as  a  Holder  thereof 
retroactively  to  the  date  of  transfer  of  such  Preference  Share  by  such  Holder. 

(i)  If,  notwithstanding  the  restrictions  on  transfer  contained  herein  and/or  in  the 
Articles,  the  Issuer  determines  that  any  beneficial  owner  of  Preference  Sharesjoffered  in  the  United  States 
in  reliance  on  Rule  144A  under  the  Securities  Act  (A)  is  a  U.S.  Person  and  (B)  is  not  both  (i)(a)  a 
Qualified  Institutional  Buyer  within  the  meaning  of  Rule  144A  under  the  Securities  Act  or  (b),  in  respect 
of  the  Original  Purchaser,  an  institutional  "accredited  investor"  within  the  meaning  of  Rule  501(a)(1),  (2), 
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(3)  or  (7)  and  (ii)  a  Qualified  Purchaser,  then  the  Issuer  may  require,  by  notice  to  such  Holder,  that  such 
Holder  sell  all  of  its  right,  title  and  interest  to  such  Preference  Shares  to  a  Person  that  is  both  (i)  a 
Qualified  Institutional  Buyer  and  (ii)  a  Qualified  Purchaser,  with  such  sale  to  be  effected  within  30  days 
after  notice  of  such  sale  requirement  is  given.  If  such  beneficial  owner  fails  to  effect  the  transfer  required 
within  such  30-day  period,  (i)  upon  direction  from  the  Collateral  Manager  or  the  Issuer,  the  Share 
Registrar,  on  behalf  of  and  at  the  expense  of  the  Issuer,  shall  cause  such  beneficial  owner's  interest  in 
such  Preference  Share  to  be  transferred  in  a  commercially  reasonable  sale  (conducted  by  an  investment 
banker  selected  by  the  Paying  Agent  in  accordance  with  Section  9-610(b)  of  the  Uniform  Commercial 
Code  as  in  effect  in  the  State  of  New  York  as  applied  to  securities  that  are  sold  on  a  recognized  market  or 
that  may  decline  speedily  in  value)  to  a  person  that  certifies  to  the  Share  Registrar,  the  Issuer  and  the 
Collateral  Manager,  in  connection  with  such  transfer,  that  such  person  is  both  (a)  a  Qualified  Institutional 
Buyer  and  (b)  a  Qualified  Purchaser  and  (ii)  pending  such  transfer,  no  further  payments  will  be  made  in 
respect  of  such  Preference  Shares  held  by  such  beneficial  owner. 

Section  9.         Liability. 

None  of  the  Agents  or  directors,  officers,  employees  or  agents  of  any  of  them  shall  be 
liable  for  any  act  or  omission  hereunder  except  in  the  case  of  criminal  conduct,  fraud,  gross  negligence, 
bad  faith,  or  willful  misconduct  of  the  applicable  Agent,  as  the  case  may  be,  in  violation  of  its  duties 
under  this  Agreement.  The  duties  and  obligations  of  the  Agents  and  the  employees  or  agents  shall  be 
determined  solely  by  the  express  provisions  of  this  Agreement,  and  they  shall  not  be  liable  except  for  the 
performance  of  such  duties  and  obligations  as  are  specifically  set  forth  herein,  and  no  implied  covenants 
or  obligations  shall  be  read  into  this  Agreement  against  them  The  Agents  may  consult  with  counsel  and 
shall  be  fully  protected  in  any  action  reasonably  taken  or  omitted  to  be  taken  in  good  faith,  in  reliance 
upon  and  in  accordance  with  the  advice  of  such  counsel.  In  particular,  neither  the  Issuer  nor  the  Agents 
will  have  any  responsibility  or  liability  for  the  performance  by  the  Depositary,  Clearstream  or  Euroclear 
or  their  respective  participants  or  indirect  participants  of  their  respective  obligations  under  the  rules  and 
procedures  governing  their  operations. 

In  the  absence  of  criminal  conduct,  fraud,  gross  negligence  and  willful  misconduct  on  its 
part,  each  of  the  Agents  may  rely  conclusively  and  shall  be  fully  protected  in  acting  or  refraining  from 
acting  on  any  notice,  certificate  or  other  document  furnished  to  it  hereunder  and  reasonably  believed  by  it 
in  good  faith  to  be  genuine.  No  Agent  shall  be  liable  for  any  action  taken  by  it  in  good  faith  and 
reasonably  believed  by  it  to  be  within  the  discretion  or  powers  conferred  upon  it,  or  taken  by  it  pursuant 
to  any  direction  or  instruction  by  which  it  is  governed  hereunder,  or  omitted  to  be  taken  by  it  by  reason  of 
the  lack  of  direction  or  instruction  required  hereby  for  such  action.  The  Agents  shall  in  no  event  be  liable 
for  the  application  or  misapplication  of  funds  by  any  other  Person,  or  for  the  acts  or  omissions  of  any 
other  Person.  The  Paying  Agent  and  the  Transfer  Agent  shall  not  be  bound  to  make  any  investigation  into 
the  facts  or  matters  stated  in  any  certificate,  report  or  other  document;  provided  that,  if  the  form  thereof  is 
prescribed  by  this  Agreement,  the  Paying  Agent  and  the  Transfer  Agent,  as  the  case  may  be,  shall 
examine  the  same  to  determine  whether  it  conforms  on  its  face  to  the  requirements  hereof.  Each  of  the 
Agents  may  exercise  or  carry  out  any  of  its  duties  under  this  Agreement  either  directly  or  indirectly 
through  agents,  nominees,  custodians  or  attorneys,  and  none  of  the  Agents  shall  be  responsible  for  any 
arts  or  omissions  on  the  part  of  any  such  agent,  nominee,  custodian  or  attorney  appointed  with  due  care; 
provided  that  no  such  delegation  to  any  agent,  nominee,  custodian  or  attorney  shall  relieve  such  Agent  of 
any  of  its  duties  or  responsibilities  under  this  Agreement.  To  the  extent  permitted  by  applicable  law,  no 
Agent  shall  be  required  to  give  any  bond  or  surety  in  the  execution  of  its  duties.  No  Agent  shall  be 
deemed  to  have  knowledge  or  notice  of  any  matter  unless  actually  known  to  an  officer  of  the  relevant 
Agent,  as  applicable,  or  unless  the  Paying  Agent  or  the  Transfer  Agent,  as  applicable,  has  received  written 
notice  thereof  from  the  Issuer,  the  Collateral  Manager,  the  Trustee,  or  the  Holder  of  a  Preference  Share. 
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In  the  absence  of  criminal  conduct,  fraud,  gross  negligence,  bad  faith  and  willful 
misconduct  on  the  part  of  any  Agent,  such  Agent  may  conclusively  rely,  as  to  the  truth  of  the  statements 
and  the  correctness  of  the  opinions  expressed  therein,  upon  any  certificates  or  opinions  furnished  to  such 
Agent  which  conform  on  their  face  to  the  requirements  of  this  Agreement 

None  of  the  Agents  shall  be  liable  for  any  error  of  judgment  made  in  good  faith  by  an 
officer  or  officers  of  such  Agent,  unless  it  shall  be  conclusively  d'etermined  by  a  court  of  competent 
jurisdiction  that  the  Agent  was  grossly  negligent  or  acted  with  criminal  conduct,  fraud,  bad  faith  or  willful 
misconduct  in  ascertaining  the  pertinent  facts. 

None  of  the  provisions  of  this  Agreement  shall  require  any  Agent  to  expend  or  risk  its 
own  funds  or  otherwise  to  incur  any  liability,  financial  or  otherwise,  in  the  performance  of  any  of  its 
duties  hereunder,  or  in  the  exercise  of  any  of  its.  rights  or  powers  if  it  shall  have  reasonable  grounds  for 
believing  that  repayment  of  such  funds  or  indemnity  satisfactory  to  it  against  such  risk  or  liability  is  not 
assured  to  it;  unless  such  risk  or  liability  relates  to  the  performance  of  its  ordinary  services  hereunder. 

Whenever  in  the  administration  of  the  provisions  of  this  Agreement  an  Agent  shall  deem 
it  necessary  or  desirable  that  a  matter  be  proved  or  established  prior  to  taking  or  suffering  any  action  to  be 
taken  hereunder,  such  Agent  (unless  other  evidence  in  respect  thereof  be  herein  specifically  prescribed) 
may,  in  the  absence  of  criminal  conduct,  fraud,  gross  negligence,  bad  faith  and  willful  misconduct  on  the 
part  of  such  Agent,  rely  on  a  certificate  signed  by  an  officer  of  the  Issuer  and  delivered  to  such  Agent  and 
such  certificate,  in  the  absence  of  criminal  conduct,  fraud,  gross  negligence,  bad  faith  and  willful 
misconduct  on  the  part  of  the  Agent,  shall  be  full  warrant  to  such  Agent  for  any  action  taken,  suffered  or 
omitted  by  it  under  the  provisions  of  this  Agreement  upon  the  faith  thereof. 

Section  10.        Indemnification. 

The  Issuer  agrees  to  indemnify  and  hold  harmless  the  Agents,  and  their  respective 
directors,  officers,  employees,  and  agents  from  and  against  any  and  all  liabilities,  costs  and  expenses 
(including  reasonable  legal  fees  and  expenses)  directly  or  indirectly  relating  to  or  arising  out  of  or  in 
connection  with  its  or  their  performance  under  this  Agreement,  except  to  the  extent  that  they  are  caused 
by  the  criminal  conduct,  fraud,  gross  negligence,  bad  faith,  or  willful  misconduct  of  the  applicable  Agent, 
as  the  case  may  be.  The  foregoing  indemnity  includes,  but  is  not  limited  to,  any  action  taken  or  omitted 
in  good  faith  within  the  scope  of  this  Agreement  upon  telephone,  telecopier  or  other  electronically 
transmitted  instructions,  if  authorized  herein,  received  from  or  reasonably  believed  by  the  applicable 
Agent,  as  the  case  may  be,  acting  in  good  faith,  to  have  been  given  by,  an  Authorized  Representative. 
This  indemnity  shall  survive  the  resignation  or  removal  of  any  Agents  and  the  satisfaction  or  termination 
of  this  Agreement. 

Section  11.       Compensation  of  the  Agents. 

(a)  Pursuant  to,  and  at  the  times  and  to  the  extent  contemplated  by  the  Indenture,  the 
Trustee  shall  forward  to  the  Paying  Agent  and  the  Transfer  Agent  compensation  at  such  amounts  and/or 
rates  as  shall  be  agreed  between  the  Issuer  and,  as  applicable,  the  Paying  Agent  and  the  Transfer  Agent  in 
writing  and  from  time  to  time  shall  reimburse  the  Paying  Agent  and  the  Transfer  Agent  for  their 
respective  reasonable  out-of-pocket  expenses  (including  reasonable  legal  fees  and  expenses), 
disbursements,  and  advances  incurred  or  made  in  accordance  with  any  provisions  of  this  Agreement, 
except  any  such  expense,  disbursement,  or  advance  that  may  be  attributable  to  its  gross  negligence,  bad 
faith  or  willful  misconduct.  The  obligations  of  the  Trustee  to  the  Paying  Agent  and  the  Transfer  Agent 
pursuant  to  the  Indenture  and  this  Section  shall  survive  the  resignation  or  removal  of  the  Trustee  and  the 
satisfaction  or  termination  of  this  Agreement.  Notwithstanding  any  provision  of  this  Agreement  to  the 
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contrary,  to  the  extent  any  amounts  owing  to  the  Paying  Agent  and  Transfer  Agent  from  time  to  time 
pursuant  to  this  Section  1 1  remain  unpaid,  the  Paying  Agent  and  the  Transfer  Agent  shall  be  entitled  to 
pay  to  itself,  for  application  to  such  unpaid  amounts,  any  funds  held  or  received  by  it  at  any  time  or  times 
under  or  pursuant  to  this  Agreement  prior  to  making  payment  of  amounts  otherwise  required  under  this 
Agreement  to  be  made  to  the  Preference  Shareholders  (or  any  other  Persons). 

(b)  Pursuant  to,  and  at  the  times  and  to  the  extent  contemplated  by  the  Indenture,  the 
Trustee  shall  forward  to  the  Share  Registrar  compensation  at  such  amounts  and/or  rates  as  shall  be  agreed 
between  the  Issuer  and  the  Share  Registrar  in  writing. 

Section  12.       Notices. 

(a)  All  communications  by  or  on  behalf  of  the  Issuer  relating  to  the  transfer, 
exchange,  or  payment  of  a  Preference  Share  or  any  interest  therein  shall  be  directed  to  the  Paying  Agent, 
the  Transfer  Agent  and  the  Share  Registrar  at  its  address  set  forth  in  subsection  (c)  hereof. 

(b)  The  Paying  Agent  shall  promptly  notify  the  Preference  Shareholders  of  the 
occurrence  of  an  Event  of  Default  under  the  Indenture  of  which  it  receives  written  notice  from  the 
Trustee. 

Where  this  Agreement  provides  for  notice  to  Preference  Shareholders  of  any  event,  such 
notice  shall  be  sufficiently  given  (unless  otherwise  herein  expressly  provided)  if  such  notice  is  in  writing 
and  mailed,  first-class  postage  prepaid  or  overnight  delivery,  or  sent  via  facsimile  or  e-mail  to  each 
Preference  Shareholder  affected  by  such  event,  at  such  Preference  Shareholder's  address  as  it  appears  on 
the  Share  Register,  in  the  case  of  (a)  or  (b)  not  later  than  the  latest  date,  and  not  earlier  than  the  earliest 
date,  prescribed  for  the  giving  of  such  notice.  All  such  notices  shall  be  mailed  or  transmitted  from  outside 
the  United  States. 

Neither  the  failure  to  mail  or  transmit  such  notice,  nor  any  defect  in  any  notice  so  mailed 
or  transmitted,  to  any  particular  Preference  Shareholder  shall  affect  the  sufficiency  of  such  notice  with 
respect  to  other  Preference  Shareholders.  Any  notice  that  is  given  in  the  manner  herein  provided  shall  be 
presumed  to  have  been  duly  given  whether  or  not  actually  received  by  such  Preference  Shareholder.  Any 
notice  to  Preference  Shareholders  provided  for  in  this  Agreement  will  be  deemed  to  have  been  given  on 
the  date  of  mailing  or  transmission. 

Where  this  Agreement  provides  for  notice  in  any  manner,  such  notice  may  be  waived  in 
writing  by  any  Person  entitled  to  receive  such  notice,  either  before  or  after  the  event,  and  such  waiver 
shall  be  the  equivalent  of  such  notice.  Waivers  of  notice  by  Preference  Shareholders  shall  be  filed  with 
the  Paying  Agent  but  such  filing  shall  not  be  a  condition  precedent  to  the  validity  of  any  action  taken  in 
reliance  upon  such  waiver. 

In  the  event  that,  by  reason  of  the  suspension  of  the  regular  mail  service  as  a  result  of  a 
strike,  work  stoppage  or  similar  activity,  it  shall  be  impractical  to  mail  notice  of  any  event  to  Preference 
Shareholders  when  such  notice  is  required  to  be  given  pursuant  to  any  provision  of  this  Agreement,  then 
any  manner  of  giving  such  notice  as  shall  be  satisfactory  to  the  Paying  Agent  shall  be  deemed  to  be  a 
sufficient  giving  of  such  notice. 

(c)  Notices  and  other  communications  hereunder  shall  (except  to  the  extent 
otherwise  expressly  provided)  be  in  writing  and  shall  be  addressed  as  follows,  or  to  such  other  addresses 
as  the  parties  hereto  shall  specify  from  time  to  time: 
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(i)         if  to  the  Issuer. 

Gemstone  CDO  VII  Ltd. 

c/o  Deutsche  Bank  (Cayman)  Limited, 

P.O.  Box  1984 

Grand  Cayman  KYI -1 1 04, 

Cayman  Islands 

Facsimile:     (345)  949  8244 

Telephone:    (345)949  5223 

Attention:      Directors 

(ii)      if  to  the  Share  Registrar 

Deutsche  Bank  (Cayman)  Limited, 

P.O.  Box  1984 

Grand  Cayman  KY1-1 104, 

Cayman  Islands 

Facsimile:     (345)  949  8244 

Telephone:    (345)949  5223 

Attention:      Directors 

(iii)       if  to  the  Paying  Agent  or  to  the  Transfer  Agent: 

Deutsche  Bank  Trust  Company  Americas 

1761  East  St.  Andrew  Place 

Santa  Ana,  California  92705 

Attn:  CDO  Business  Unit  -  Gemstone  VI 

Telephone:  (714)  247-6000 

Telefax:  (714)  247-6483 

(iv)       if  to  the  Collateral  Manager 

HBK  Investments  L.P. 
300  Crescent  Court  Suite  700 
Dallas,  Texas  75201 
Attention:  Legal  Department 
Telephone:  (214)  758-1207 
Telefax:  (214)  758-6107 

Section  13.        Resignation  or  Removal  of  Agent  and  Appointment  of  Successor 
Agent:  Merger.  Conversion  and  Consolidation. 

(a)  The  Issuer  agrees,  for  the  benefit  of  the  Holders  of  the  Preference  Shares,  that 
there  shall  at  all  times  be  a  Paying  Agent,  a  Transfer  Agent  and  a  Share  Registrar  hereunder  which  shall 
be  a  company  authorized  to  engage  in  the  activities  set  forth  in  this  Agreement,  subject  to  supervision  or 
examination  by  governmental  authorities,  until  all  the  Preference  Shares  shall  have  been  redeemed; 
provided  that  (i)  the  Paying  Agent,  the  Transfer  Agent  or  the  Share  Registrar  shall  act  through  an  affiliate 
or  agent  located  outside  the  United"  States, -except  to  the  extent  otherwise  expressly  provided  in,  or 
permitted  by,  this  Agreement;  (ii)  neither  the  Paying  Agent  nor  the  Transfer  Agent  nor  the  Share 
Registrar  will  be  regarded  as  acting  through  an  office  in  the  United  States  by  reason  of  engaging  the 


40713-00080 NY:I979434J  -  16  ■ 


Confidential  Treatment  Requested  GEM7-00001107 


Footnote  "Exhibits-  -  F*Hge~1-&tO 


Trustee  or  the  Collateral  Manager  for  consultation,  advice,  information  or  recommendations  regarding,  or 
utilizing  the  services  of  the  Trustee  to  review,  or  to  prepare  and  provide  drafts  of,  or  otherwise  to  perform 
ministerial  or  advisory  services  concerning,  any  notices,  reports,  and  other  documents  to  be  rendered, 
maintained  or  reviewed  by  the  Paying  Agent,  the  Transfer  Agent  or  the  Share  Registrar  under  the  terms  of 
this  Agreement  (including  without  limitation  shareholder  accounting  and  reports),  and  concerning  any 
other  duties  or  services  to  be  performed  by  the  Paying  Agent,  the  Transfer  Agent  or  the  Share  Registrar 
under  the  terms  of  this  Agreement  (including  without  limitation  matters  pertaining  to  the  transfer, 
exchange  and  replacement  of  Preference  Shares,  calculation,  allocation,  distribution  and  withholding  of 
payments),  and  (iii)  notwithstanding  the  preceding  proviso,  the  following  shall,  if  and  to  the  extent 
required  by  this  Agreement  to  be  performed  by  the  Paying  Agent,  the  Transfer  Agent  or  the  Share 
Registrar,  be  performed  or  carried  out  by  the  Paying  Agent,  the  Transfer  Agent  or  the  Share  Registrar  and 
not  by  the  Trustee  acting  for  the  Paying  Agent,  the  Transfer  Agent  or  the  Share  Registrar  (A) 
communicating  (including  the  furnishing  of  financial  reports)  with  Preference  Shareholders  concerning 
the  Preference  Shares  or  the  Issuer,  (B)  communicating  with  the  general  public  concerning  the  Preference 
Shares  or  the  Issuer,  (Q  effecting  any  exchange  of  Preference  Shares  (except  that  the  Paving  Agent  shall 
be  permitted  to  consult  with  the  Trustee  and  call  upon  the  Trustee  to  review  and  advise  with  respect  to  the 
form  of  Preference  Shares  and  compliance  with  the  requirements  for  transfer,  including  review  of 
required  transfer  documentation),  (D)  accepting  subscriptions  of  Preference  Shareholders,  (E)  maintaining 
principal  corporate  records  or  books  of  account  of  the  Issuer,  (F)  auditing  books  of  account  of  the  Issuer, 
(G)  disbursing  payments  to  Preference  Shareholders  of  the  Issuer  or  other  payments  relating  to  the  Issuer, 
(H)  publishing  or  furnishing  the  offering  and  the  Preference  Share  Redemption  Price  of  Preference 
Shares,  (I)  conducting  meetings  of  Preference  Shareholders,  or  (J)  effecting,  mailing  or  publishing  notice 
of  the  redemption  of  the  Preference  Shares,  receiving  presentment  of  such  Preference  Shares  therefor  or 
disbursing  payments  of  the  Preference  Share  Redemption  Price  to  Preference  Shareholders  in  connection 
therewith,  or  making  registration  or  exchanges  of  the  Preference  Shares  (provided  further  that  nothing  in 
this  proviso  shall  be  construed  as  implying  that  the  Paving  Agent,  the  Transfer  Agent  or  the  Share 
Registrar  has  any  such  duties  set  forth  in  (A)  through  (J)). 

(b)  Each  Agent  may  at  any  time  resign  as  such  agent  by  giving  written  notice  to  the 
Issuer,  the  Collateral  Manager  and  the  Preference  Shareholders  of  such  intention  on  its  part,  specifying 
the  date  on  which  its  desired  resignation  shall  become  effective;  provided  that  such  date  shall  be  not  less 
than  45  days  after  the  giving  of  such  notice  by  the  Paying  Agent,  the  Transfer  Agent  or  the  Share 
Registrar  to  the  Issuer.  The  Paying  Agent,  the  Transfer  Agent  or  the  Share  Registrar  may  be  removed  at 
any  time  by  the  Issuer  or  by  a  Majority-in-Interest  of  Preference  Shareholders  by  the  filing  with  it  of  an 
instrument  in  writing  signed  by  an  Authorized  Representative  of  the  Issuer  acting  on  behalf  of  the  Issuer 
or  at  the  direction  of  a  Majority-in-Interest  of  Preference  Shareholders  and  specifying  such  removal  and 
the  date,  which  shall  be  at  least  45  days  after  the  date  of  such  written  notice,  upon  which  it  is  intended  to 
become  effective.  Any  such  resignation  or  removal  shall  take  effect  on  the  date  of  the  appointment  by  the 
Issuer,  acting  on  its  own  behalf  or  at  the  direction  of  a  Majority-in-Interest  of  Preference  Shareholders,  of 
a  successor  paying  agent  or  transfer  agent  and  the  acceptance  of  such  appointment  by  such  successor 
paying  agent  or  transfer  agent  that  qualifies  as  such  under  clause  (a)  of  this  Section.  In  the  event  of 
resignation  by  the  Paying  Agent,  the  Transfer  Agent  or  the  Share  Registrar,  if  a  successor  agent  has  not 
been  appointed  by  the  Issuer  within  90  days  after  the  giving  of  notice  by  or  to  the  Paying  Agent,  the 
Transfer  Agent  or  the  Share  Registrar,  the  Paying  Agent,  the  Transfer  Agent  or  the  Share  Registrar,  as 
applicable,  may,  at  the  expense  of  the  Issuer,  petition  any  court  of  competent  jurisdiction  for  appointment 
of  a  successor  Paying  Agent,  the  Transfer  Agent  or  the  Share  Registrar  provided  that  it  shall  be  qualified 
under  clause  (a)  of  this  Section.  Upon  any  such  resignation  or  removal  and  upon  payment  of  all  monies 
due  and  payable  to  the  Paying  Agent  or  Transfer  Agent,  the  Paying  Agent  or  the  Transfer  Agent  or  the 
Share  Registrar  shall  transfer  to  "the  successor  Paying  Agent,  the  Transfer  Agent  or  the  Share  Registrar 
(or,  if  none  shall  have  been  appointed,  to  the  Issuer)  all  monies  held  by  the  Paying  Agent  or  the  Transfer 
Agent  on  behalf  of  the  Issuer  in  respect  of  any  Preference  Shares  and  all  books  and  records  related  to 
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Preference  Shares  maintained  by  the  Paying  Agent,  the  Transfer  Agent  or  the  Share  Registrar,  including  a 
copy  of  the  Share  Register. 

(c)  Any  corporation  or  bank  into  which  any  Agent  hereunder  may  be  merged  or 
converted,  or  any  corporation  or  bank  with  which  such  Agent  may  be  consolidated,  or  any  corporation  or 
bank  resulting  from  any  merger,  conversion  or  consolidation  to  which  such  Agent  shall  be  a  party,  or  any 
corporation  or  bank  to  which  such  Agent  shall  sell  or  otherwise  transfer  all  or  substantially  all  of  the 
assets  and  business  of  such  Agent,  provided  that  it  shall  be  qualified  under  clause  (a)  of  this  Section,  shall 
be  the  successor  Agent,  as  applicable,  under  this  Agreement,  without  the  execution  or  filing  of  any  paper 
or  any  further  act  on  the  part  of  any  of  the  parties  hereto. 

(d)  The  successor  Agent,  as  applicable,  shall  give  prompt  notice  of  the  resignation 
and  removal  of  the  Paying  Agent,  the  Transfer  Agent  or  the  Share  Registrar,  as  applicable,  and  the 
appointment  of  a  successor  Agent,  as  applicable,  by  notifying  the  Holders  of  the  Preference  Shares  in 
accordance  with  Section  12  hereof.  Each  notice  shall  include  the  name  of  the  successor  Agent  and  the 
address  of  the  office  from  which  this  Agreement  shall  be  administered. 

Section  14.        Benefit  of  Agreement. 

This  Agreement  is  solely  for  the  benefit  of  the  parties  hereto,  the  Holders  of  the 
Preference  Shares  and  their  respective  successors  and  assigns,  and  nothing  herein,  express  or  implied, 
shall  give  to  any  other  Persons  any  benefits  or  any  legal  or  equitable  right,  remedy  or  claim  under  or  by 
virtue  of  this  Agreement.  No  party  hereto  may  assign  any  of  its  rights  or  obligations  hereunder  except 
with  the  prior  written  consent  of  all  the  parties  hereto. 

Section  15.        Preference  Shares  Held  by  the  Agents:  Other  Business  Relations. 

Each  Agent,  in  its  individual  or  other  capacity,  may  become  the  owner  or  pledgee  of  the 
Preference  Shares  with  the  same  rights  it  would  have  if  it  were  not  acting  as  paying  agent,  transfer  agent 
or  share  registrar,  as  applicable,  hereunder.  Each  Agent  may  conduct  other  business  with  the  Issuer  from 
time  to  time  (including  but  not  limited  to  its  appointment  and  service  as  Principal  Paying  Agent  under  the 
Indenture  in  the  case  of  Deutsche  Bank  Trust  Company  Americas  and  as  Administrator  in  the  case  of 
Deutsche  Bank  (Cayman)  Limited.) 

Section  16.        Amendment. 

This  Agreement  may  not  be  amended  by  any  party  hereto  except  in  writing  executed  by 
each  party  hereto  (with  the  prior  written  approval  of  the  holders  of  a  Majority-in-Interest  of  Preference 
Shareholders).  The  Issuer  shall  provide  prompt  written  notice  to  the  Rating  Agency  if  this  Agreement 
shall  be  amended  or  otherwise  modified. 

Section  17.        Governing  Law  and  Submission  to  Jurisdiction. 

This  Agreement  is  to  be  delivered  and  performed  in,  and  shall  be  construed  and  enforced 
in  accordance  with,  and  the  rights  of  the  parties  shall  be  governed  by,  the  laws  of  the  State  of  New  York 
The  Issuer  hereby  agree  that  any  judicial  proceedings  instituted  by  any  of  the  Paving  Agent,  the  Transfer 
Agent  and/or  the  Share  Registrar  in  relation  to  any  matter  arising  under  this  Agreement  or  the  Preference 
Shares  may  be  brought  in  any  court  having  subject  matter  jurisdiction  in  the  State  of  New  York 
(including,  without  limitation,-  federal  courts  located  in  the  State  of  New  York);  irrevocably  accepts 
generally  and  unconditionally  the  jurisdiction  of  such  courts,  acknowledge  their  competence  and 
irrevocably  agree  to  be  bound  by  any  judgment  rendered  in  such  proceeding;  and  irrevocably  designates 
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and  appoints  CT  Coiporation  System,  1 1 1  Eighth  Avenue,  13th  Floor,  New  York,  New  York  1001 1  as 
the  agent  of  the  Issuer  to  receive  on  its  behalf  service  of  all  process  brought  against  the  Issuer  with  respect 
to  any  such  proceeding  in  any  such  court  in  the  State  of  New  York,  such  service  being  hereby 
acknowledged  by  the  Issuer  to  be  effective  and  binding  on  it  in  every  respect.  If  for  any  reason  such 
agent  shall  cease  to  be  available  to  act  as  such,  then  the  Issuer  shall  designate  a  new  agent  in  the  City  of 
New  York.  Any  party  serving  such  process  on  such  process  agent  shall  also  send  a  copy  of  such  process 
to  the  Issuer  at  its  registered  address,  but  the  failure  to  do  so  shall  not  affect  the  validity  of  service  on  the 
process  agent.  Nothing  contained  herein  shall  in  any  way  inhibit  the  ability  of  any  of  the  Paying  Agent, 
the  Transfer  Agent  and/or  the  Share  Registrar  to  serve  process  in  any  other  manner  or  bring  actions  or 
proceedings  in  such  other  jurisdictions  and  in  such  manner  as  may  be  permitted  by  applicable  law. 

EACH  PARTY  HERETO  HEREBY  IRREVOCABLY  WAIVES,  TO  THE  FULLEST 
EXTENT  PERMnTED  BY  LAW,  ANY  AND  ALL  RIGHT  TO  TRIAL  BY  JURY  IN  ANY  LEGAL 
PROCEEDING  ARISING  OUT  OF  OR  RELATING  TO  THIS  AGREEMENT  OR  THE 
TRANSACTIONS  CONTEMPLATED  HEREBY. 

Section  18.        Connterparts. 

This  Agreement  may  be  executed  by  the  parties  hereto  in  any  number  of  counterparts, 
and  by  each  of  the  parties  hereto  in  separate  counterparts,  and  each  such  counterpart,  when  so  executed 
and  delivered,  shall  be  deemed  to  be  an  original,  but  all  such  counterparts  shall  together  constitute  but  one 
and  the  same  instrument.  Delivery  of  an  executed  signature  page  hereto  by  facsimile  or  other  electronic 
means  shall  be  equally  effective  as  delivery  of  an  original  signature  page. 

Section  19.        Exhibits. 

The  exhibits  to  this  Agreement  are  hereby  incorporated  and  made  a  part  hereof  and  are  an 
integral  part  of  this  Agreement. 

Section  20.        No  Petition. 

The  Paying  Agent,  the  Transfer  Agent  and  the  Share  Registrar,  by  entering  into  this 
Agreement,  each  hereby  covenant  and  agree  that  it  will  not  at  any  time  institute  against  the  Issuer  or  the 
Co-Issuer,  or  voluntarily  join  in  any  institution  against  the  Issuer  or  the  Co-Issuer  of,  any  bankruptcy, 
reorganization,  arrangement,  insolvency  or  liquidation  proceedings,  or  other  proceedings  under  any 
United  States  federal  or  state  bankruptcy  or  similar  law  of  any  jurisdiction  within  or  without  the  United 
States  in  connection  with  any  obligations  relating  to  the  Preference  Shares  or  this  Agreement  for  a  period 
of  one-year  and  one-day  or,  if  longer,  the  preference  period  then  in  effect  following  the  Trust  Termination 
Date;  provided,  however,  nothing  herein  shall  prohibit  the  filing  of  proofs  of  claim  in  connection  with  any 
such  proceeding.  The  parties  hereto  agree  that  they  will  not  amend,  modify  or  waive  the  provisions  of 
this  Section  20  without  the  prior  consent  of  the  Rating  Agencies. 

Section  21.        Prescription. 

Dividends  and  the  Preference  Share  Redemption  Price  payable  with  respect  to  the 
Preference  Shares  will  cease  to  be  payable  by  the  Issuer  if  such  non  payment  is  due  to  insufficient 
instructions  (or  in  the  case  of  the  Preference  Share  Redemption  Price,  if  the  share  certificates  with  respect 
to  the  Preference  Shares  are  not  presented  for  payment  also)  within  ten  years  from  the  Relevant  Date 
therefor.  "Relevant  Date"  means  the  date  on  which  the  final  payment  in  respect  of  the  Preference  Shares 
first  becomes  due,  except  that  if  the  full  amount  of  the  monies  payable  has  not  been  duly  received  by  the 
Paying  Agent  on  or  prior  to  such  due  date,  it  means  the  date  on  which  such  monies  have  been  so  received. 
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Section  22.        Identification  of  Preference  Shareholders. 

On  demand  of  the  Issuer,  a  Holder  of  a  Preference  Share  will  notify  the  Issuer  and  the 
Paying  Agent  whether  or  not  the  Preference  Share  is  held  by  a  U.S.  Person  and  the  name  and  status  of  the 
Holder  as  an  individual,  partnership,  corporation,  or  other  entity  and  such  other  information  the  Issuer 
shall  reasonably  request  for  purposes  of  tax  reporting  of  the  Issuer  or  other  Preference  Shareholders, 

Section  23.        OEF  Election. 

(a)  If  required  to  prevent  the  withholding  and  imposition  of  United  States  income 
tax,  the  Issuer  shall  deliver  or  cause  to  be  delivered  a  United  States  Internal  Revenue  Service  Form  W-8 
to  each  withholding  agent  related  to  an  Collateral  Debt  Security  and  each  issuer  of  an  Eligible  Investment 
included  in  the  Collateral  at  the  time  such  Collateral  Debt  Security  or  Eligible  Investment  is  purchased  by 
the  Issuer  and  annually  thereafter  and  as  otherwise  required  by  applicable  U.S  Treasury  Regulations. 

(b)  The  Issuer  will  take  all  actions  necessary  in  order  to  permit  any  holder  of  equity 
in  the  Issuer,  or  any  Holder  of  a  Preference  Share,  or  any  holder  of  a  Note  that  is  or  may  be  characterized 
as  an  equity  interest  in  the  Issuer  for  U.S.  federal  income  tax  purposes  to  make  a  "qualified  electing  fund" 
election  for  U.S.  federal  income  tax  purposes,  including  causing  any  such  Person  to  be  provided  annually 
a  timely  and  complete  "PFIC  Annual  Statement"  as  described  in  U.S.  Treasury  Regulation  Section 
1.1 295-1  (g)  or  any  successor  thereto,  as  well  as  supplying  any  additional  information  which  such  Person 
may  reasonably  request  and  which  is  in  the  possession  of  the  Issuer. 

Section  24.        Performance  of  Functions  Outside  the  United  States. 

The  Paying  Agent  shall  perform  its  functions  through  an  agent  or  affiliate  outside  the 


United  States. 


Section  25.        Survival  of  Provisions. 


Notwithstanding  the  satisfaction  and  discharge  of  this  Agreement,  the  rights  and 
obligations  of  the  Issuer,  the  Paying  Agent,  the  Share  Registrar  and  the  Preference  Shareholders  under 
Sections  13, 20, 22, 23  and  26  shall  otherwise  survive  termination  of  the  rights  of  the  parties  hereunder. 

Section  26.        Limited  Recourse 

Notwithstanding  any  other  provision  of  this  Agreement,  the  Paying  Agent,  the  Share 
Registrar  and  the  Transfer  Agent  acknowledge  that  the  obligations  of  the  Issuer  under  this  Agreement  will 
be  nonrecourse  obligations  of  the  Issuer  payable  solely  from  the  Collateral  in  accordance  with  the  Priority 
of  Payments.  Neither  the  Issuer  nor  its  Affiliates,  nor  any  of  its  respective  agents,  partners,  beneficiaries, 
officers,  directors,  employees  or  successors  or  assigns  shall  be  personally  liable  for  any  amounts  payable, 
or  performance  due,  under  this  Agreement.  Following  realization  of  the  Collateral  and  its  application  in 
accordance  with  the  Indenture,  any  outstanding  obligations  of  the  Issuer  hereunder  shall  be  extinguished 
and  shall  not  thereafter  revive.  The  parties  hereto  agree  that  they  will  not  amend,  modify  or  waive  the 
provisions  of  this  Section  26  without  the  prior  consent  of  the  Rating  Agencies. 
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Agency  Agree-no*  at  of  tfca  day  anil  year  Sot  above  written. 

GEMSTONBCDOVIILTD. 


By* 

Mame;    AfanCoridsh 
TUe:      Director 


vn-; 


DEUTSCHE  BANK  TR03T  COMPANY  AMERICAS, 
not  in  in  indWdnri  capacity  but  loWy  »  Faying 
Agent  tod  Tianrfor  Agent 


By. 


■* 


Name: 
Title: 


Name 
Tide: 


DEUTSCHE  BANK  (CAYMAN)  LIMITED, 
at  Share  Segutnr 


Vl^T^ui.  f^ta^J 


Nan^(fe>->J  (^neflu  /  Ke^Cerce.  80*0*^ 
Tifla   Authorised  Signatories 
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IN  WITNESS  WHEREOF,  the  parties  hereto  have  executed  tins  Preference  Share  Paying 
Agency  Agreement  as  of  fhe  day  and  year  first  above  written. 

GEMSTONE  CDO  VBLTD. 


By. 


Name: 
Title: 


DEUTSCHE  BANK  TRUST  COMPANY  AMERICAS, 
not  in  its  individual  capacity  but  solely  as  Paying 
Agent  and  Transfer  Agent 


Susan  Anderson 
Assistant  Vice  President 


By: 


Name:    Kathleen  Gafinaway 
Title:  Assistant  Vice  President 


DEUTSCHE  BANK  (CAYMAN)  LIMITED, 
aa  Share  Registrar 


By: 


Name: 
Title: 


Gcmstone  VB- Preference  Share  Paying  Agency  Agreement 
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Exhibit  A-l 


Number 
-[     1- 


CUSIP 

[      ] 


FORM  OF  SHARE  CERTIFICATE 
GEMSTONE  CDO  VII  LTD. 

Preference  Shares 
-[         ]- 

Incorporated  under  the  laws  of  the  Cayman  Islands 

US  $845.00  Capital  divided  into  250  Ordinary  Shares 

of  a  nominal  par  value  of  US  $1.00  per  share  and 

59,500  Preference  Shares  of  a  par  value  of  US  $0.01  per  share 

THIS  IS  TO  CERTIFY  THAT 

-[]- 

is  the  registered  holder  of 

-/  7  Preference  Shares- 

in  the  above-named  Company  subject  to  the  Memorandum  and  Articles  of  Association  thereof. 

ISSUED  BY  the  said  Company  on  this  March  15, 2007. 

EXECUTED  on  behalf  of  the  said  Company  by: 


ATTORNEY 
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THE  PREFERENCE  SHARES  REPRESENTED  HEREBY  HAVE  NOT  BEEN  AND  WILL  NOT  BE 
REGISTERED  UNDER  THE  SECURITIES  ACT  OF  1933,  AS  AMENDED  (THE  "SECURITIES 
ACT"),  OR  THE  SECURITIES  LAWS  OF  ANY  STATE  OF  THE  UNITED  STATES  OR  ANY 
OTHER  JURISDICTION,  AND  MAY  BE  RESOLD,  PLEDGED  OR  OTHERWISE  TRANSFERRED 
ONLY  (A)(1)  TO  A  PERSON  WHOM  THE  SELLER  REASONABLY  BELIEVES  IS  A  "QUALIFIED 
INSTITUTIONAL  BUYER"  WITHIN  THE  MEANING  OF  RULE  144A  UNDER  THE  SECURITIES 
ACT  ("RULE144A"),  PURCHASING  FOR  ITS  OWN  ACCOUNT,  TO  WHOM  NOTICE  IS  GIVEN 
THAT  THE  RESALE,  PLEDGE  OR  OTHER  TRANSFER  IS  BEING  MADE  IN  RELIANCE  ON  THE 
EXEMPTION  FROM  SECURITIES  ACT  REGISTRATION  PROVIDED  BY  RULE  144A  OR  (2)  IN 
AN  OFFSHORE  TRANSACTION  IN  ACCORDANCE  WITH  RULE  904  OF  REGULATION  S 
UNDER  THE  SECURITIES  ACT  ("REGULATION  S").  (B)  IN  COMPLIANCE  WITH  THE 
CERTIFICATION  AND  OTHER  REQUIREMENTS  SPECIFIED  IN  THE  ISSUER  CHARTER 
REFERRED  TO  BELOW  AND  THE  PREFERENCE  SHARE  PAYING  AGENCY  AGREEMENT 
REFERRED  TO  BELOW  AND  (C)  IN  ACCORDANCE  WITH  ANY  APPLICABLE  SECURITIES 
LAWS    OF   ANY    STATE   OF   THE   UNITED    STATES    AND   ANY   OTHER   APPLICABLE 
JURISDICTION.  THE  ISSUER  HAS  NOT  BEEN  REGISTERED  UNDER  THE  INVESTMENT 
COMPANY  ACT  OF   1940,  AS  AMENDED  (THE  "INVESTMENT  COMPANY  ACT").  NO 
TRANSFER  OF  THE  PREFERENCE  SHARES  REPRESENTED  HEREBY  (OR  ANY  INTEREST 
HEREIN)  MAY  BE  MADE  (AND  NEITHER  THE  ISSUER  NOR  THE  TRANSFER  AGENT  NOR 
THE  SHARE  REGISTRAR  NOR  PAYING  AGENT  WILL  RECOGNIZE  ANY  SUCH  TRANSFER)  IF 
(A)  SUCH  TRANSFER  WOULD  BE  MADE  TO  A  TRANSFEREE  WHO  IS  A  U.S.  RESIDENT 
(WITHIN  THE  MEANING  OF  THE  INVESTMENT  COMPANY  ACT)  THAT  IS  NOT  (I)  A 
"QUALIFIED  PURCHASER"  AS  DEFINED  IN  THE  INVESTMENT  COMPANY  ACT,  (II)  A 
"KNOWLEDGEABLE  EMPLOYEE"  WITH  RESPECT  TO  THE  ISSUER  WITHIN  THE  MEANING 
OF    RULE    3c-5    UNDER   THE    INVESTMENT    COMPANY    ACT    OR   (IU)    A   COMPANY 
BENEFICIALLY  OWNED  EXCLUSIVELY  BY  ONE  OR  MORE  "QUALIFIED  PURCHASERS" 
AND/OR  "KNOWLEDGEABLE  EMPLOYEES"  WITH  RESPECT  TO  THE  ISSUER,  (B)  SUCH 
TRANSFER  WOULD  HAVE  THE  EFFECT  OF  REQUIRING  THE  ISSUER  OR  THE  COLLATERAL 
TO  REGISTER  AS  AN  INVESTMENT  COMPANY  UNDER  THE  INVESTMENT  COMPANY  ACT, 
(C)  SUCH  TRANSFER  WOULD  BE  MADE  TO  A  TRANSFEREE  THAT  IS  A  U.S.  RESIDENT 
WHICH  IS  A  FLOW-THROUGH  INVESTMENT  VEHICLE  OTHER  THAN  A  QUALIFYING 
INVESTMENT  VEHICLE  (EACH  AS  DEFINED  IN  THE  ISSUER  CHARTER)  OR  (D)  SUCH 
TRANSFER  WOULD  BE  MADE  TO  A  PERSON  WHO  IS  OTHERWISE  UNABLE  TO  MAKE  THE 
CERTIFICATIONS  AND  REPRESENTATIONS  REQUIRED  BY  THE  APPLICABLE  TRANSFER 
CERTIFICATE  ATTACHED  AS  AN  EXHIBIT  TO  THE  PREFERENCE  SHARE  PAYING  AGENCY 
AGREEMENT,  DATED  AS  OF  MARCH  15,  2007,  MADE  AMONG  THE  ISSUER,  THE  PAYING 
AGENT  AND  TRANSFER  AGENT,  AND  THE  SHARE  REGISTRAR  (THE  "PREFERENCE 
SHARE   PAYING   AGENCY   AGREEMENT").    ACCORDINGLY,    AN   INVESTOR   IN   THIS 
PREFERENCE  SHARES  MUST  BE  PREPARED  TO  BEAR  THE  ECONOMIC  RISK  OF  THE 
INVESTMENT  FOR  AN  INDEFINITE  PERIOD  OF  TIME. 

NO  PREFERENCE  SHARE  MAY  BE  PURCHASED  OR  TRANSFERRED  TO,  ON  BEHALF  OF  OR 
USING  THE  ASSETS  OF  (I)  AN  EMPLOYEE  BENEFIT  PLAN  SUBJECT  TO  TITLE  I  OF  ERISA  OR 
A  PLAN  SUBJECT  TO  SECTION  4975  OF  THE  U.S.  INTERNAL  REVENUE  CODE  OF  1986,  AS 
AMENDED  (THE  "CODE")  (EACH  SUCH  PLAN,  AN  "ERISA  PLAN");  (U)  A  COLLECTIVE 
INVESTMENT  FUND,  SEPARATE  ACCOUNT  OR  OTHER  ENTITY  WHOSE  UNDERLYING 
ASSETS  ARE  TREATED  AS  "PLAN  ASSETS"  OF  AN  ERISA  PLAN  UNDER  U.S.  DEPARTMENT 
OF  LABOR  REGULATION  SECTION  2510.3-101  (A  "BENEFIT  PLAN  INVESTOR");  OR  (HI)  A 
PERSON  ACTING  ON  BEHALF  OF  AN  ERISA  PLAN  AS  MODIFIED  BY  SECTION  3(42)  OF 
ERISA. 
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Exhibit  A-2 


FORM  OF  REGULATION  S  GLOBAL  SHARE  CERTIFICATE 
GEMSTONE  CDO  VH  LTD. 

Number  Preference  Shares  ISIN 

-[     ]-  -[  ]-  [  1 

Incorporated  under  the  laws  of  the  Cayman  Islands 

US  $845.00  Capital  divided  into  250  Ordinary  Shares 

of  a  nominal  par  value  of  US  $1 .00  per  share  and 

59,500  Preference  Shares  of  a  par  value  of  US  $0.01  per  share 

THIS  IS  TO  CERTIFY  THAT 

-  CEDE  &  CO.  - 

is  the  registered  holder  of 

-  [  J  Preference  Shares  - 

in  the  above-named  Company  subject  to  the  Memorandum  and  Articles  of  Association  thereof. 

ISSUED  BY  the  said  Company  on  this  March  15, 2007. 

EXECUTED  on  behalf  of  the  said  Company  by: 

DIRECTOR  
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THE  PREFERENCE  SHARES  REPRESENTED  HEREBY  HAVE  NOT  BEEN  AND 
WILL  NOT  BE  REGISTERED  UNDER  THE  SECURITIES  ACT  OF  1933,  AS 
AMENDED  (THE  "SECURITIES  ACT").  OR  THE  SECURITIES  LAWS  OF  ANY 
STATE  OF  THE  UNITED  STATES  OR  ANY  OTHER  JURISDICTION,  AND  MAY 
BE  RESOLD,  PLEDGED  OR  OTHERWISE  TRANSFERRED  ONLY  (A)(1)  TO  A 
PERSON  WHOM  THE  SELLER  REASONABLY  BELIEVES  IS  A  "QUALIFIED 
INSTITUTIONAL  BUYER"  WITHIN  THE  MEANING  OF  RULE  144A  UNDER  THE 
SECURITIES  ACT  ("RULE  144A").  PURCHASING  FOR  ITS  OWN  ACCOUNT,  TO 
WHOM  NOTICE  IS  GIVEN  THAT  THE  RESALE,  PLEDGE  OR  OTHER  TRANSFER 
IS  BEING  MADE  IN  RELIANCE  ON  THE  EXEMPTION  FROM  SECURITIES  ACT 
REGISTRATION   PROVIDED    BY   RULE    144A    OR    (2)    IN   AN    OFFSHORE 
TRANSACTION  IN  ACCORDANCE  WITH  RULE  904  OF  REGULATION  S  UNDER 
THE  SECURITIES  ACT  ("REGULATION  S").  (B)  IN  COMPLIANCE  WTTH  THE 
CERTIFICATION  AND  OTHER  REQUIREMENTS  SPECIFIED  IN  THE  ISSUER 
CHARTER  REFERRED  TO  BELOW  AND  THE  PREFERENCE  SHARE  PAYING 
AGENCY  AGREEMENT  REFERRED  TO  BELOW  AND  (C)  IN  ACCORDANCE 
WTTH  ANY  APPLICABLE  SECURITIES  LAWS  OF  ANY  STATE  OF  THE  UNTIED 
STATES  AND  ANY  OTHER  APPLICABLE  JURISDICTION.  THE  ISSUER  HAS 
NOT  BEEN  REGISTERED  UNDER  THE  INVESTMENT  COMPANY  ACT  OF  1940, 
AS  AMENDED  (THE  "INVESTMENT  COMPANY  ACT").  NO  TRANSFER  OF 
THE  PREFERENCE  SHARES  REPRESENTED  HEREBY  (OR  ANY  INTEREST 
HEREIN)  MAY  BE  MADE  (AND  NEITHER  THE  ISSUER  NOR  THE  TRANSFER 
AGENT  NOR  THE  SHARE  REGISTRAR  NOR  THE  PAYING  AGENT  WILL 
RECOGNIZE  ANY  SUCH  TRANSFER)  IF  (A)  SUCH  TRANSFER  WOULD  BE 
MADE  TO  A  TRANSFEREE  WHO  IS  A  U.S.  RESIDENT  (WITHIN  THE  MEANING 
OF  THE  INVESTMENT  COMPANY  ACT)  THAT  IS  NOT  (I)  A  "QUALIFIED 
PURCHASER"  AS  DEFINED  IN  THE  INVESTMENT  COMPANY  ACT,  (U)  A 
"KNOWLEDGEABLE  EMPLOYEE"  WTTH  RESPECT  TO  THE  ISSUER  WITHIN 
THE  MEANING  OF  RULE  3c-5  UNDER  THE  INVESTMENT  COMPANY  ACT  OR 
(HI)  A  COMPANY  BENEFICIALLY  OWNED  EXCLUSIVELY  BY  ONE  OR  MORE 
"QUALIFIED  PURCHASERS"  AND/OR  "KNOWLEDGEABLE  EMPLOYEES"  WTTH 
RESPECT  TO  THE  ISSUER,  (B)  SUCH  TRANSFER  WOULD  HAVE  THE  EFFECT 
OF  REQUIRING  THE  ISSUER  OR  THE  COLLATERAL  TO  REGISTER  AS  AN 
INVESTMENT  COMPANY  UNDER  THE  INVESTMENT  COMPANY  ACT,  (C) 
SUCH  TRANSFER  WOULD  BE  MADE  TO  A  TRANSFEREE  THAT  IS  A  U.S. 
RESIDENT  WHICH  IS  A  FLOW-THROUGH  INVESTMENT  VEHICLE  OTHER 
THAN  A  QUALIFYING  INVESTMENT  VEHICLE  (EACH  AS  DEFINED  IN  THE 
ISSUER  CHARTER)  OR  (D)  SUCH  TRANSFER  WOULD  BE  MADE  TO  A  PERSON 
WHO    IS    OTHERWISE    UNABLE   TO   MAKE    THE   CERTIFICATIONS    AND 
REPRESENTATIONS      REQUIRED      BY      THE      APPLICABLE      TRANSFER 
CERTIFICATE  ATTACHED  AS  AN  EXHIBIT  TO  THE  PREFERENCE  SHARE 
PAYING  AGENCY  AGREEMENT,  DATED  AS  OF  MARCH  15,  2007,  MADE 
AMONG  THE  ISSUER,  THE  PAYING  AGENT  AND  TRANSFER  AGENT  AND  THE 
SHARE    REGISTRAR    (THE     "PREFERENCE    SHARE    PAYING    AGENCY 
AGREEMENT").    ACCORDINGLY,    AN   INVESTOR   IN    THIS    PREFERENCE 
SHARES  MUST  BE  PREPARED  TO  BEAR  THE  ECONOMIC  RISK  OF  THE 
INVESTMENT  FOR  AN  INDEFINITE  PERIOD  OF  TIME. 

NO  PREFERENCE  SHARE  MAY  BE  PURCHASED  OR  TRANSFERRED  TO,  ON 
BEHALF  OF  OR  USING  THE  ASSETS  OF  (I)  AN  EMPLOYEE  BENEFIT  PLAN 
SUBJECT  TO  TITLE  I  OF  ERISA  OR  A  PLAN  SUBJECT  TO  SECTION  4975  OF 
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THE  U.S.  INTERNAL  REVENUE  CODE  OF  1986,  AS  AMENDED  (THEnCODEn) 
(EACH  SUCH  PLAN,  AN  "ERISA  PLAN");  (II)  A  COLLECTIVE  INVESTMENT 
FUND,  SEPARATE  ACCOUNT  OR  OTHER  ENTITY  WHOSE  UNDERLYING 
ASSETS  ARE  TREATED  AS  "PLAN  ASSETS"  OF  AN  ERISA  PLAN  UNDER  U.S. 
DEPARTMENT  OF  LABOR  REGULATION  SECTION  2510.3-101  (A  "BENEFIT 
PLAN  INVESTOR");  (ID)  A  PERSON  ACTING  ON  BEHALF  OF  AN  ERISA  PLAN 
OR;  OR  (TV)  UNLESS  NONE  OF  ITS  ASSETS  COULD  BE  DEEMED  TO  INCLUDE 
"PLAN  ASSETS"  SUBJECT  TO  TITLE  I  OF  ERISA  OR  SECTION  4975  OF  THE 
CODE,  ANY  OTHER  BENEFIT  PLAN  INVESTOR. 
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Exhibit  B 
INVESTOR  LETTER  FOR  PREFERENCE  SHARES 

March  15, 2007 


(1)  Deutsche  Bank  Trust  Company  Americas 

1761  East  St.  Andrew  Place 
Santa  Ana,  California  92705 

(2)  Gemstone  CDO  VII  Ltd. 

c/o  Deutsche  Bank  (Cayman)  Limited, 

P.O.  Box  1984 

Grand  Cayman  KY1-1 104, 

Cayman  Islands 

Facsimile:  (345)  949  8244 

Telephone:  (345)  949  5223 

Attention:    Directors 

(3)  [Deutsche  Bank  Securities  Inc. 
60  Wall  Street,  New  York 
New  York  10005 

Attention:  Global  Markets/CDO  Group] 

Re:        Gemstone  CDO  VII  Ltd.  Preference  Shares 
Ladies  and  Gentlemen: 

The  undersigned  proposes  to  purchase  the  Preference  Shares  identified  below  issued  by  Gemstone  CDO 
VII  Ltd.  (the  "Issuer"),  pursuant  to  its  articles  of  incorporation  (the  "Articles"),  certain  resolutions  of  its 
board  of  directors  passed  prior  to  the  issue  of  the  Preference  Shares  (the  "Resolutions")  and  the 
Preference  Share  Paying  Agency  Agreement,  to  be  dated  as  of  March  15, 2007  (together  the  "Preference 
Share  Documents"),  between  the  Issuer,  Deutsche  Bank  Trust  Company  Americas,  as  Paying  Agent  (the 
"Paying  Agent"),  and  Deutsche  Bank  (Cayman)  Limited,  as  Share  Registrar  (the  "Share  Registrar"). 
Capitalized  terms  used  in  this  letter  which  are  not  defined  herein  bear  the  same  meanings  as  in  the 
Preference  Share  Paying  Agency  Agreement.  In  connection  with  our  proposed  purchase  of  such 
Preference  Shares  we  acknowledge,  represent,  agree  and  confirm  that: 

(1)  The  Preference  Shares  have  not  been  approved  or  disapproved  by  the  SEC  or 
any  other  governmental  authority  or  agency  of  any  jurisdiction,  nor  has  the  SEC  or  any  other 
governmental  authority  or  agency  passed  upon  the  accuracy  or  adequacy  of  this  Offering  Circular 
and  any  representation  to  the  contrary  is  a  criminal  offense. 

(2)  If  required  by  the  Preference  Share  Documents,  we  will,  prior  to  any  sale,  pledge 
or  other  transfer  by  us  of  any  Preference  Shares  (or  any  interest  therein),  obtain  from  the 
transferee  and  deliver  to  the  Issuer  and  the  Share  Registrar  a  duly  executed  transferee  certificate 
addressed  to  each  of  the  Administrator  or  the  Issuer  in  the  form  of  the  relevant  exhibit  attached  to 
the  Preference  Share  Paying  Agency  Agreement  and  such  other  certificates  and  other  information 
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as  the  Issuer  or  the  Share  Registrar  may  reasonably  require  to  confirm  that  the  proposed  transfer 
substantially  complies  with  the  transfer  restrictions  contained  in  the  Preference  Share  Documents. 

(3)  No  Preference  Shares  (or  any  interest  therein)  may  be  sold,  pledged  or  otherwise 
transferred  unless  such  transfer  is  done  in  minimum  lots  of  200  shares  and  integral  multiples  of  1 
share  in  excess  thereof.  In  addition,  Preference  Shares  sold  to  an  initial  Holder  in  reliance  on 
Regulation  144A  under  the  Securities  Act  ("Rule  144A  Preference  Shares"')  will  be  issued  in 
fully  registered,  definitive  form  and  will  be  transferable  only  by  delivery  of  the  certificates 
representing  such  Preference  Shares  and  a  duly  executed  instrument  of  transfer  signed  by  the 
transferor. 

(4)  The  Preference  Shares  have  not  been  registered  under  the  Securities  Act  and, 
therefore,  cannot  be  offered  or  sold  in  the  United  States  or  to  U.S.  Persons  (as  defined  in  Rule 
902(k)  promulgated  under  the  Securities  Act)  unless  they  are  registered  under  the  Securities  Act 
or  unless  an  exemption  from  registration  is  available.  We  understand  that  the  Issuer  has  no 
obligation  to  register  any  of  the  Preference  Shares  under  the  Securities  Act  or  to  comply  with  the 
requirements  for  any  exemption  from  the  registration  requirements  of  the  Securities  Act  (other 
than  to  supply  information  specified  in  Rule  144A(d)(4)  of  the  Securities  Act  as  required  by  the 
Preference  Share  Paying  Agency  Agreement). 

*(5)  We  (a)  are  a  Qualified  Institutional  Buyer  acquiring  the  Preference  Shares  for  our 
own  account  for  investment  purposes  and  not  with  a  view  to  the  distribution  thereof  (except  in 
accordance  with  Rule  144A)  or  (b)  (i)  are  not  a  U.S.  Person  (as  defined  in  Regulation  S)  and  are 
purchasing  such  Preference  Shares  for  our  own  account  and  not  for  the  account  or  benefit  of  a 
U.S.  Person  and  (ii)  understand  that  prior  to  the  end  of  the  Distribution  Compliance  Period, 
interests  in  a  Preference  Share  sold  to  an  initial  Holder  who  is  a  non-U.S.  Person  pursuant  to 
Regulation  S  under  the  Securities  Act  ("Regulation  S  Preference  Share")  may  only  be  held 
through  Euroclear  or  Clearstream. 

*(6)  We  (a)  have  such  knowledge  and  experience  in  financial  and  business  matters 
that  we  are  capable  of  evaluating  the  merits  and  risks  (including  for  tax,  legal,  regulatory, 
accounting  and  other  financial  purposes)  of  our  prospective  investment  in  Preference  Shares,  (b) 
are  financially  able  to  bear  such  risk,  (c)  in  making  such  investment  are  not  relying  on  the  advice 
or  recommendations  of  the  Initial  Purchaser,  the  Issuer,  the  Collateral  Manager  or  any  of  their 
respective  affiliates  (or  any  representative  of  any  of  the  foregoing)  and  (d)  have  determined  that 
an  investment  in  Preference  Shares  is  suitable  and  appropriate  for  us.  We  have  received,  and 
have  had  an  adequate  opportunity  to  review  the  contents  of,  the  Offering  Circular  dated  March 
13,  2007  related  to  the  Preference  Shares.  We  have  had  access  to  such  financial  and  other 
information  concerning  the  Issuer,  the  Preference  Shares  as  we  have  deemed  necessary  to  make 
our  own  independent  decision  to  purchase  Preference  Shares,  including  the  opportunity,  at  a 
reasonable  time  prior  to  our  purchase  of  Preference  Shares,  to  ask  questions  and  receive  answers 
concerning  the  Issuer  and  the  terms  and  conditions  of  the  offering  of  the  Preference  Shares. 

(7)  No  Preference  Shares  (or  any  interest  therein)  may  be  offered,  sold,  pledged  or 
otherwise  transferred  to  (a)  a  transferee  acquiring  Rule  144A  Preference  Shares  except  to  a 
transferee  whom  the  seller  reasonably  believes  is  a  qualified  institutional  buyer  (as  defined  in 
Rule  144 A)  (a  "Qualified  Institutional  Buyer"),  to  whom  notice  is  given  that  the  resale,  pledge 
or  other  transfer  is  being  made  in  reliance  on  the  exemption  from  the  registration  requirements  of 
the  Securities  Act  provided  by  Rule  144A  or  another  exemption  from  the  registration 
requirements  of  the  Securities  Act  (subject  to  the  delivery  of  such  certifications,  legal  opinions  or 
other  information  as  the  Issuer  may  reasonably  require  to  confirm  that  such  transfer  is  being  made 
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pursuant  to  an  exemption  from,  or  in  a  transaction  not  subject  to,  the  registration  requirements  of 
the  Securities  Act),  (ii)  to  a  transferee  that  is  a  Qualified  Purchaser  or  is  not  a  U.S.  resident 
(within  the  meaning  of  the  Investment  Company  Act),  (hi)  to  a  transferee  that  is  not  a  Flow- 
Through  Investment  Vehicle  (other  than  a  Qualifying  Investment  Vehicle),  (iv)  if  such  transfer  is 
made  in  compliance  with  the  certification  and  other  requirements  set  forth  in  the  Issuer  Charter 
and  (v)  if  such  transfer  is  made  in  accordance  with  any  applicable  securities  laws  of  any  state  of 
the  United  States  and  any  other  relevant  jurisdiction  or  (b)  a  transferee  acquiring  an  interest  in  a 
Regulation  S  Preference  Share  except  (i)  to  a  transferee  that  is  acquiring  such  interest  in  an 
offshore  transaction  (within  the  meaning  of  Regulation  S)  in  accordance  with  Rule  904  of 
Regulation  S,  (ii)  to  a  transferee  (other  than  any  transferee  who  acquires  an  interest  in  a 
Regulation  S  Preference  Share  after  the  end  of  the  Distribution  Compliance  Period  in  an  offshore 
transaction  in  accordance  with  Rule  904  of  Regulation  S)  that  is  not  a  U.S.  resident  (within  the 
meaning  of  the  Investment  Company  Act)  unless  such  transferee  is  a  Qualified  Purchaser,  (iii)  to 
a  transferee  (other  than  any  transferee  who  acquires  an  interest  in  a  Regulation  S  Preference 
Share  after  the  end  of  the  Distribution  Compliance  Period  in  an  offshore  transaction  in 
accordance  with  Rule  904  of  Regulation  S)  that  is  not  a  U.S.  resident  (within  the  meaning  of  the 
Investment  Company  Act)  or  a  transferee  that  is  not  a  Flow-Through  Investment  Vehicle  (other 
than  a  Qualifying  Investment  Vehicle),  (iv)  if  such  transfer  is  made  in  compliance  with  the  other 
requirements  set  forth  in  the  Issuer  Charter  and  (v)  if  such  transfer  is  made  in  accordance  with 
any  applicable  securities  laws  of  any  state  of  the  United  States  and  any  other  relevant  jurisdiction 

*(8)  There  is  no  market  for  Preference  Shares  and  that  no  assurance  can  be  given  as  to 
the  liquidity  of  any  trading  market  for  Preference  Shares  and  that  it  is  unlikely  that  a  trading 
market  for  any  of  the  Preference  Shares  will  develop.  We  further  understand  that,  although  the 
Initial  Purchaser  may  from  time  to  time  make  a  market  in  Preference  Shares,  the  Initial  Purchaser 
is  under  no  obligation  to  do  so  and,  following  the  commencement  of  any  market-making,  may 
discontinue  the  same  at  any  time.  Accordingly,  we  are  prepared  to  hold  Preference  Shares  for  an 
indefinite  period  of  time  or  until  their  maturity. 

(9)  We  either  (a)  are  not  a  U-S.  resident  (within  the  meaning  of  the  Investment 
Company  Act)  or  (b)  are  a  Qualified  Purchaser.  No  sale,  pledge  or  other  transfer  of  Preference 
Shares  (or  any  interest  therein)  may  be  made  (a)  unless  such  transfer  is  made  to  a  transferee  who, 
if  a  U.S.  resident  (within  the  meaning  of  the  Investment  Company  Act)  (other  than  any  transferee 
who  acquires  an  interest  in  Regulation  S  Preference  Shares  after  the  end  of  the  Distribution 
Compliance  Period  in  an  offshore  transaction  in  accordance  with  Rule  904  of  Regulation  S),  is  a 
Qualified  Purchaser  or  (b)  if  such  transfer  would  have  the  effect  of  requiring  the  Issuer  or  the 
Collateral  to  register  as  an  investment  company  under  the  Investment  Company  Act.  If  we  are  a 
U.S.  resident,  being  an  entity  that  would  be  an  investment  company  but  for  the  exception 
provided  for  in  Section  3(c)(1)  or  Section  3(cX7)  of  the  Investment  Company  Act  (any  such 
entity,  an  "excepted  investment  company"):  (x)  all  of  the  beneficial  owners  of  outstanding 
securities  (other  than  short-term  paper)  issued  by  us  (such  beneficial  owners  determined  in 
accordance  with  Section  3(c)(1)(A)  of  the  Investment  Company  Act)  that  acquired  such  securities 
on  or  before  April  30,  1996  f  "pre-amendment  beneficial  owners"):  and  (y)  all  pre-amendment 
beneficial  owners  of  the  outstanding  securities  (other  than  short-term  paper)  of  any  excepted 
investment  company  that,  directly  or  indirectly,  owns  any  outstanding  securities  issued  by  us, 
have  consented  to  our  treatment  as  a  Qualified  Purchaser  in  accordance  with  the  Investment 
Company  Act. 

The  Preference  Share  Documents  provide  that  if,  notwithstanding  the  restrictions  on 
transfer  contained  therein,  the  Issuer  determines  that  any  beneficial  owner  of  Rule  144A 
Preference  Shares  (A)  is  a  U.S.  Person  (within  the  meaning  of  Regulation  S  under  the  Securities 
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Act)  and  (B)  is  not  both  (i)  a  Qualified  Institutional  Buyer  and  (ii)  a  Qualified  Purchaser,  then  the 
Issuer  may  require,  by  notice  to  such  Holder,  that  such  Holder  sell  all  of  its  right,  title  and  interest 
to  such  Rule  144A  Preference  Shares  to  a  Person  that  is  both  (i)  a  Qualified  Institutional  Buyer 
and  (ii)  a  Qualified  Purchaser,  with  such  sale  to  be  effected  within  30  days  after  notice  of  such 
sale  requirement  is  given.  If  such  beneficial  owner  fails  to  effect  the  transfer  required  within  such 
30-day  period,  (i)  upon  direction  from  the  Collateral  Manager  or  the  Issuer,  the  Share  Registrar, 
on  behalf  of  and  at  the  expense  of  the  Issuer,  shall  cause  such  beneficial  owner's  interest  in  such 
Preference  Share  to  be  transferred  in  a  commercially  reasonable  sale  (conducted  by  an  investment 
banker  selected  by  the  Paying  Agent  in  accordance  with  Section  9-610(b)  of  the  Uniform 
Commercial  Code  as  in  effect  in  the  State  of  New  York  as  applied  to  securities  that  are  sold  on  a 
recognized  market  or  that  may  decline  speedily  in  value)  to  a  person  that  certifies  to  the  Share 
Registrar,  the  Issuer  and  the  Collateral  Manager,  in  connection  with  such  transfer,  that  such 
person  is  both  (i)  a  Qualified  Institutional  Buyer  and  (ii)  a  Qualified  Purchaser  and  (b)  pending 
such  transfer,  no  further  payments  will  be  made  in  respect  of  such  Preference  Shares  held  by  such 
beneficial  owner. 

(10)  No  Preference  Share  may  be  purchased  or  transferred  to,  on  behalf  of  or  using 
the  assets  of  (i)  an  employee  benefit  plan  subject  to  Title  I  of  ERISA  or  a  plan  subject  to  Section 
4975  of  the  U.S.  Internal  Revenue  Code  of  1986,  as  amended  (the"Code")  (each  such  plan,  an 
"ERISA  Plan");  (ii)  a  collective  investment  fund,  separate  account  or  other  entity  whose 
underlying  assets  are  treated  as  "Plan  Assets"  of  an  ERISA  Plan  under  U.S.  Department  of  Labor 
Regulation  Section  2510.3-101  as  modified  by  Section  3(42)  of  ERISA  (a  "Benefit  Plan 
Investor");  or  (iii)  a  person  acting  on  behalf  of  an  ERISA  Plan. 

(1 1)  We  represent  that,  unless  we  are  a  Qualifying  Investment  Vehicle  (as  defined 
below),  (a)  if  we  would  be  an  investment  company  but  for  the  exception  in  Section  3(c)(1)  or 
Section  3(c)(7)  of  the  Investment  Company  Act,  the  amount  of  our  investment  in  the  Preference 
Shares  does  not  exceed  40%  of  our  total  assets  (determined  on  a  consolidated  basis  with  our 
subsidiaries);  (b)  no  person  owning  any  equity  or  similar  interest  in  us  has  the  ability  to  control 
our  investment  decisions  or  to  determine,  on  an  investment-by-investment  basis,  the  amount  of 
such  person's  contribution  to  any  investment  made  by  us;  (c)  we  were  not  organized  or 
reorganized  for  the  specific  purpose  of  acquiring  Preference  Shares;  and  (d)  no  additional  capital 
or  similar  contributions  were  specifically  solicited  from  any  person  owning  an  equity  or  similar 
interest  in  us  for  the  purpose  of  enabling  us  to  purchase  Preference  Shares  (any  such  entity  in  (a), 
(b),  (c)  or  (d)  above  being  herein  referred  to  as  a  "Flow-Through  Investment  Vehicle").  For 
this  purpose,  a  "Qualifying  Investment  Vehicle"  is  an  entity  (i)  as  to  which  all  of  the  beneficial 
owners  of  any  securities  issued  by  an  entity  have  made,  and  as  to  which  (in  accordance  with  the 
document  pursuant  to  which  such  entity  was  organized  or  the  agreement  or  other  document 
governing  such  securities)  each  such  beneficial  owner  must  require  any  transferee  of  any  such 
security  to  make,  to  the  Issuer  and  the  Share  Registrar  each  of  the  representations  set  forth  herein 
and  in  the  Preference  Share  Paying  Agency  Agreement  required  to  be  made  upon  transfer  of  any 
Preference  Shares.  If  we  are  a  Flow-Through  Investment  Vehicle,  we  represent  and  warrant  that 
either  (a)  none  of  the  beneficial  owners  of  our  securities  are  U.S.  residents  (within  the  meaning  of 
the  Investment  Company  Act)  or  (b)  some  or  all  of  the  beneficial  owners  of  our  securities  are 
U.S.  residents  (within  the  meaning  of  the  Investment  Company  Act)  and  each  such  beneficial 
owner  has  certified  to  us  that  it  is  a  Qualified  Purchaser.  If  we  are  a  Flow-Through  Investment 
Vehicle,  we  also  represent  and  warrant  that  we  have  only  one  class  of  securities  outstanding 
(other  than  any  nominal  share  capital  the  distributions  in  respect  of  which  are  not  correlated  to  or 
dependent  upon  distributions  on,  or  the  performance  of,  the  Preference  Shares). 
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(12)  No  Reg  Y  Institution  may  transfer  any  Preference  Shares  held  by  it  to  any  person 
other  than  (a)  a  person  or  group  of  persons  under  common  control  that  controls  the  Issuer  without 
reference  to  any  Preference  Shares  transferred  to  such  person  or  group  by  such  Reg  Y  Institution 
(a  "Controlling  Party"),  (b)  a  person  or  persons  designated  by  a  Controlling  Party,  (c)  in  a 
widespread  public  distribution  as  part  of  a  public  offering,  (d)  in  amounts  such  that,  after  giving 
effect  thereto,  no  single  transferee  and  its  affiliates  will  hold  more  than  2%  of  the  aggregate 
number  of  Preference  Shares  (including  all  options,  warrants  and  similar  rights  exercisable  or 
convertible  into  Preference  Shares)  or  (e)  as  otherwise  permitted  by  applicable  U.S.  Federal 
banking  law  and  regulations. 

(13)  We  are  not  a  member  of  the  public  in  the  Cayman  Islands. 

(14)  A  legend  in  substantially  the  following  form  will  be  placed  on  each  certificate 
representing  any  Preference  Shares: 

THE  PREFERENCE  SHARES  REPRESENTED  HEREBY  HAVE  NOT  BEEN  AND 
WILL  NOT  BE  REGISTERED  UNDER  THE  SECURITIES  ACT  OF  1933,  AS 
AMENDED  CTHE  "SECURITIES  ACT").  OR  THE  SECURITIES  LAWS  OF  ANY 
STATE  OF  THE  UNITED  STATES  OR  ANY  OTHER  JURISDICTION,  AND  MAY 
BE  RESOLD,  PLEDGED  OR  OTHERWISE  TRANSFERRED  ONLY  (A)(1)  TO  A 
PERSON  WHOM  THE  SELLER  REASONABLY  BELIEVES  IS  A  "QUALIFIED 
INSTITUTIONAL  BUYER"  WITHIN  THE  MEANING  OF  RULE  144A  UNDER  THE 
SECURITIES  ACT  ("RULE  144A").  PURCHASING  FOR  ITS  OWN  ACCOUNT,  TO 
WHOM  NOTICE  IS  GIVEN  THAT  THE  RESALE,  PLEDGE  OR  OTHER  TRANSFER 
IS  BEING  MADE  IN  RELIANCE  ON  THE  EXEMPTION  FROM  SECURITIES  ACT 
REGISTRATION  PROVIDED  BY  RULE  144A  OR  (2)  IN  AN  OFFSHORE 
TRANSACTION  IN  ACCORDANCE  WITH  RULE  904  OF  REGULATION  S  UNDER 
THE  SECURITIES  ACT  ("REGULATION  S").  (B)  IN  COMPLIANCE  WITH  THE 
CERTIFICATION  AND  OTHER  REQUIREMENTS  SPECIFIED  IN  THE  ISSUER 
CHARTER  REFERRED  TO  HEREIN  AND  THE  PREFERENCE  SHARE  PAYING 
AGENCY  AGREEMENT  REFERRED  TO  BELOW  AND  (C)  IN  ACCORDANCE 
WITH  ANY  APPLICABLE  SECURITIES  LAWS  OF  ANY  STATE  OF  THE  UNITED 
STATES  AND  ANY  OTHER  APPLICABLE  JURISDICTION.  THE  ISSUER  HAS 
NOT  BEEN  REGISTERED  UNDER  THE  INVESTMENT  COMPANY  ACT  OF  1940, 
AS  AMENDED  (THE  "INVESTMENT  COMPANY  ACT").  NO  TRANSFER  OF 
THE  PREFERENCE  SHARES  REPRESENTED  HEREBY  (OR  ANY  INTEREST 
HEREIN)  MAY  BE  MADE  (AND  NEITHER  THE  ISSUER  NOR  THE  TRANSFER 
AGENT  NOR  THE  SHARE  REGISTRAR  NOR  THE  PAYING  AGENT  WILL 
RECOGNIZE  ANY  SUCH  TRANSFER)  W  (A)  SUCH  TRANSFER  WOULD  BE 
MADE  TO  A  TRANSFEREE  WHO  IS  A  U.S.  RESIDENT  (WITHIN  THE  MEANING 
OF  THE  INVESTMENT  COMPANY  ACT)  THAT  IS  NOT  (I)  A  "QUALIFIED 
PURCHASER"  AS  DEFINED  IN  THE  INVESTMENT  COMPANY  ACT,  (IT)  A 
"KNOWLEDGEABLE  EMPLOYEE"  WITH  RESPECT  TO  THE  ISSUER  WITHIN 
THE  MEANING  OF  RULE  3c-5  UNDER  THE  INVESTMENT  COMPANY  ACT  OR 
(TH)  A  COMPANY  BENEFICIALLY  OWNED  EXCLUSIVELY  BY  ONE  OR  MORE 
"QUALIFIED  PURCHASERS"  AND/OR  "KNOWLEDGEABLE  EMPLOYEES"  WITH 
RESPECT  TO  THE  ISSUER,  (B)  SUCH  TRANSFER  WOULD  HAVE  THE  EFFECT 
OF  REQUIRING  THE  ISSUER  OR  THE  COLLATERAL  TO  REGISTER  AS  AN 
INVESTMENT  COMPANY  UNDER  THE  INVESTMENT  COMPANY  ACT,  (C) 
SUCH  TRANSFER  WOULD  BE  MADE  TO  A  TRANSFEREE  THAT  IS  A  U.S. 
RESIDENT  WHICH  IS  A  FLOW-THROUGH  INVESTMENT  VEHICLE  OTHER 


40713-00080  NY:1979434.3  B-5 


Confidential  Treatment  Requested  GEM7-00001 1 23 


Footnote  Exhibits  -  Page  1626 


THAN  A  QUALIFYING  INVESTMENT  VEHICLE  (EACH  AS  DEFINED  IN  THE 
ISSUER  CHARTER)  OR  (D)  SUCH  TRANSFER  WOULD  BE  MADE  TO  A  PERSON 
WHO  IS  OTHERWISE  UNABLE  TO  MAKE  THE  CERTIFICATIONS  AND 
REPRESENTATIONS  REQUIRED  BY  THE  APPLICABLE  TRANSFER 
CERTIFICATE  ATTACHED  AS  AN  EXHIBIT  TO  THE  PREFERENCE  SHARE 
PAYING  AGENCY  AGREEMENT,  DATED  AS  OF  MARCH  15,  2007,  MADE 
AMONG  THE  ISSUER,  THE  PAYING  AGENT  AND  TRANSFER  AGENT  AND  THE 
SHARE  REGISTRAR  (THE  "PREFERENCE  SHARE  PAYING  AGENCY 
AGREEMENT").  ACCORDINGLY,  AN  INVESTOR  IN  THIS  PREFERENCE 
SHARES  MUST  BE  PREPARED  TO  BEAR  THE  ECONOMIC  RISK  OF  THE 
INVESTMENT  FOR  AN  INDEFINITE  PERIOD  OF  TIME. 

NO  PREFERENCE  SHARE  MAY  BE  PURCHASED  OR  TRANSFERRED  TO,  ON 
BEHALF  OF  OR  USING  THE  ASSETS  OF  (I)  AN  EMPLOYEE  BENEFIT  PLAN 
SUBJECT  TO  TITLE  I  OF  ERISA  OR  A  PLAN  SUBJECT  TO  SECTION  4975  OF 
THE  U.S.  INTERNAL  REVENUE  CODE  OF  1986,  AS  AMENDED  (THE  "CODE") 
(EACH  SUCH  PLAN,  AN  "ERISA  PLAN");  (U)  A  COLLECTIVE  INVESTMENT 
FUND,  SEPARATE  ACCOUNT  OR  OTHER  ENTITY  WHOSE  UNDERLYING 
ASSETS  ARE  TREATED  AS  "PLAN  ASSETS"  OF  AN  ERISA  PLAN  UNDER  U.S. 
DEPARTMENT  OF  LABOR  REGULATION  SECTION  2510.3-101  AS  MODIFIED 
BY  SECTION  3(42)  OF  ERISA  (A  "BENEFIT  PLAN  INVESTOR");  OR  (IJJ)  A 
PERSON  ACTING  ON  BEHALF  OF  AN  ERISA  PLAN. 

(15)      Our  Taxpayer  Identification  Number  is . 


(16)      We  hereby  certify  that  we  [check  one]  are  are  not  an  Affiliate  (as 

defined  in  the  Indenture)  or  nominee  of  the  Paying  Agent,  the  Issuer,  the  Co-Issuer  or  a  nominee  of  an 
Affiliate  of  any  of  them.  We  [check  onel         are         are  not  an  Affiliate  of  the  Collateral  Manager. 

[(17)     We  agree  not  to  engage  in  hedging  transactions  with  regard  to  the  Preference 
Shares  unless  we  are  thereby  in  compliance  with  the  Securities  Act.] 

(1 8)      We  agree  to  provide  the  Paying  Agent  in  writing  with  any  additional  registration, 
payment  and  delivery  information  as  the  Trustee  may  reasonably  request. 

Very  truly  yours, 


(Name  of  Investor) 


By:_ 
Name: 
Title: 


PREFERENCE  SHARES  TO  BE  PURCHASED 

/      U.S.S aggregate  principal  amount  of  Preference  Shares 

*  Note:  the  paragraphs  (5),  (6)  and  (8)  are  to  be  deleted  for  all  purchasers  other  than  the  initial 
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purchaser.  Paragraphs  (7)  to  (14)  are  to  be  renumbered  as  the  new  paragraphs  (5)  to  (11)  accordingly 
with  the  following  added  as  the  new  paragraphs  (12)  and  (13):- 

"(12)  In  the  case  where  we  are  a  transferee  taking  delivery  of  Rule  144A  Preference  Shares,  we  (i)  are 
both  (x)  a  Qualified  Institutional  Buyer  and  (y)  a  Qualified  Purchaser;  (ii)  are  not  a  dealer  described  in 
paragraph  (a)(l)(ii)  of  Rule  144A  unless  we  own  and  invest  on  a  discretionary  basis  at  least 
U.S.$25,000,000  in  securities  of  issuers  that  are  not  affiliated  persons  of  the  dealer,  (iii)  are  not  a  plan 
referred  to  in  paragraph  (aXIXOOD)  or  (aXl)(i)(E)  of  Rule  144A,  or  a  trust  fund  referred  to  in  paragraph 
(a)(l)(i)(F)  of  Rule  144A  that  holds  the  assets  of  such  a  plan,  unless  investment  decisions  with  respect  to 
the  plan  are  made  solely  by  the  fiduciary,  trustee  or  sponsor  of  such  plan;  (iv)  will  provide  written  notice 
of  the  foregoing,  and  of  any  applicable  restrictions  on  transfer,  to  any  transferee,  (v)  are  aware  that  the 
sale  to  us  is  being  made  in  reliance  on  Rule  144A  or  another  exemption  from  the  registration 
requirements  of  the  Securities  Act;  and  (vi)  are  acquiring  such  Preference  Shares  for  our  own  account; 
provided  that  if  we  are  a  transferee  of  Preference  Shares  (or  interest  therein)  acquiring  pursuant  to  a 
transfer  made  in  accordance  with  exemption  from  the  registration  requirements  of  the  Securities  Act 
other  than  Rule  144A  (subject  to  the  delivery  of  such  certifications,  legal  opinions  or  other  information 
as  the  Issuer  may  reasonably  require  to  confirm  that  such  transfer  is  being  made  pursuant  to  an 
exemption  from,  or  in  a  transaction  not  subject  to,  the  registration  requirements  of  the  Securities  Act), 
we  need  not  make  any  of  the  foregoing  representations  relating  to  Rule  144A.  In  the  case  where  we  are 
a  transferee  taking  delivery  of  Regulation  S  Preference  Shares,  we  (i)  are  acquiring  such  Regulation  S 
Preference  Shares  in  an  offshore  transaction  in  accordance  with  Rule  904  of  Regulation  S,  (ii)  are 
acquiring  such  Regulation  S  Preference  Shares  for  our  own  account,  (iii)  are  not  acquiring,  and  have  not 
entered  into  any  discussions  regarding  our  acquisition  of,  such  Regulation  S  Preference  Shares  while  we 
are  in  the  United  States  or  any  of  its  territories  or  possessions,  (iv)  understand  that  such  Regulation  S 
Preference  Shares  are  being  sold  without  registration  under  the  Securities  Act  by  reason  of  an  exemption 
that  depends,  in  part,  on  the  accuracy  of  these  representations,  (v)  understand  that  such  Regulation  S 
Preference  Shares  may  not,  absent  an  applicable  exemption,  be  transferred  without  registration  and/or 
qualification  under  the  Securities  Art  and  applicable  state  securities  laws  and  the  laws  of  any  other 
applicable  jurisdiction  and  (vi)  understand  that  prior  to  the  end  of  the  Distribution  Compliance  Period, 
interests  in  Regulation  S  Preference  Shares  may  only  be  held  through  Euroclear  or  Clearstream.  In 
addition,  we  enclose  or  will,  prior  to  the  transfer  of  the  Preference  Shares  to  us,  deliver  to  you,  with  a 
copy  to  the  Share  Registrar,  an  executed  certificate  in  the  appropriate  form  attached  to  the  Preference 
Share  Paying  Agency  Agreement,  if  so  required  by  the  Preference  Share  Paying  Agency  Agreement. 

(13)  We  acknowledge  that  the  foregoing  acknowledgements,  representations  and  agreements  will  be 
relied  upon  by  you  and  the  Transfer  Agent  for  the  purpose  of  determining  our  eligibility  to  purchase 
Preference  Shares.  We  agree  to  provide,  if  requested,  any  additional  information  that  may  be  required 
to  substantiate  our  status  as  a  Qualified  Institutional  Buyer  or  our  eligibility  for  an  exception  under  the 
Investment  Company  Act,  to  determine  compliance  with  ERISA  and/or  Section  4975  of  the  Code  or  to 
otherwise  determine  our  eligibility  to  purchase  Preference  Shares.", 

and  the  paragraphs  (15)  to  [(18)]  renumbered  as  the  new  paragraphs  (14)  to  [(1 7)]  accordingly. 
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Exhibit  C 

FORM  OF  RULE  144A  TRANSFEROR  CERTIFICATE 
[_J,2007 

(1)  Deutsche  Bank  Trust  Company  Americas 
1761  East  St.  Andrew  Place 

Santa  Ana,  California  92705 

(2)  Gemstone  CDO  VH  Ltd 

c/o  Deutsche  Bank  (Cayman)  Limited, 

P.O.  Box  1984 

Grand  Cayman  KY1-1 104, 

Cayman  Islands 

Facsimile:  (345)  949  8244 

Telephone:  (345)  949  5223 

Attention:    Directors 

(3)  [Deutsche  Bank  Securities  Inc. 
60  Wall  Street,  New  York 
New  York  10005 

Attention:  Global  Markets/CDO  Group] 


Re:        Gemstone  CDO  VII  Ltd.  Preference  Shares 

Ladies  and  Gentlemen: 

Reference  is  hereby  made  to  the  Preference  Share  Paying  Agency  Agreement,  dated  as  of  March 
1 5, 2007,  as  amended  and  supplemented  from  time  to  time  (the  "Preference  Share  Paving  Agency 
Agreement")  among  Gemstone  CDO  VII  Ltd.  (the  "Issuer").  Deutsche  Bank  Trust  Company  Americas, 
as  paying  agent  and  transfer  agent,  and  Deutsche  Bank  (Cayman)  Limited,  as  Share  Registrar. 
Capitalized  terms  used  but  not  defined  herein  shall  have  the  meanings  given  to  them  in  the  Preference 
Share  Paying  Agency  Agreement. 

This  letter  relates  to Preference  Shares  (the  "Preference  Shares")  of  the  Issuer 

which  are  registered  in  the  name  of  [insert  name  of  transferor]  (the  "Transferor").  The  Transferor  has 
requested  a  transfer  of  such  Preference  Shares  for  Preference  Shares  registered  in  the  name  of  [insert 
name  of  transferee]. 

In  connection  with  such  request,  and  in  respect  of  such  Preference  Shares,  the  Transferor  does 
hereby  certify  that  such  Preference  Shares  are  being  transferred  in  accordance  with  (i)  the  transfer 
restrictions  set  forth  in  Section  8  of  the  Preference  Share  Paying  Agency  Agreement  and  the  Preference 
Shares  and  (ii)  Rule  144A  under  the  Securities  Act  to  a  transferee  that  the  Transferor  reasonably  believes 
is  purchasing  the  Preference  Shares  for  its  own  account  or  an  account  with  respect  to  which  the  transferee 
exercises  sole  investment  discretion  and  the  transferee  and  any  such  account  is  a  "qualified  institutional 
buyer"  within  the  meaning  of  Rule  144 A  and  such  transferee  is  aware  that  the  sale,  pledge  or  other 
transfer  to  it  is  being  made  in  reliance  upon  Rule  144 A,  and  (iii)  any  applicable  securities  laws  of  any 
state  of  the  United  States  or  any  other  jurisdiction. 
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[Insert  Name  of  Transferor] 


By 

Name: 
Title: 
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Exhibit  D 

FORM  OF  REGULATION  S  TRANSFEROR  CERTIFICATE 

LJ,  2007 


(1)  Deutsche  Bank  Trust  Company  Americas 
1761  East  St.  Andrew  Place 

Santa  Ana,  California  92705 

(2)  Gemstone  CDO  VII  Ltd. 

c/o  Deutsche  Bank  (Cayman)  Limited, 

P.O.  Box  1984 

Grand  Cayman  KYI  -1 1 04, 

Cayman  Islands 

Facsimile:  (345)  949  8244 

Telephone:  (345)  949  5223 

Attention:    Directors 

(3)  [Deutsche  Bank  Securities  Inc. 
60  Wall  Street,  New  York 
New  York  10005 

Attention:  Global  Maikets/CDO  Group] 


Re:        GEMSTONE  CDO  VII  Ltd.  Preference  Shares 

Ladies  and  Gentlemen: 

Reference  is  hereby  made  to  the  Preference  Share  Paying  Agency  Agreement,  dated  as  of 
March  15,  2007  (the  "Preference  Share  Paving  Agency  Agreement"),  among  Gemstone  CDO  VTI  Ltd. 
(the  "Issuer").  Deutsche  Bank  Trust  Company  Americas,  as  paying  agent  and  transfer  agent,  and 
Deutsche  Bank  (Cayman)  Limited,  as  Share  Registrar.  Capitalized  terms  used  but  not  defined  herein 
shall  have  the  meanings  assigned  to  them  in  the  Preference  Share  Paying  Agency  Agreement.  Other 
terms  shall  have  the  meanings  assigned  to  them  in  Regulation  S  under  the  U.S.  Securities  Act  of  1933,  as 
amended  (the  "Securities  Act"). 

This  letter  relates  to Preference  Shares  (the  "Preference  Shares")  of  the 

Issuer  which  are  held  in  the  registered  name  of  [insert  name  of  transferor]  (the  "Transferor").  The 
Transferor  has  requested  a  transfer  of  such  Preference  Shares  for  Preference  Shares  registered  in  the  name 
of  [insert  name  of  transferee]. 

In  connection  with  such  request  and  in  respect  of  such  Preference  Shares,  the  Transferor 
does  hereby  certify  that  such  transfer,  has  been  effected  in  accordance  with  the  transfer  restrictions  set 
forth  in  Section  8  of  the  Preference  Share  Paying  Agency  Agreement  and  the  Preference  Shares  and 
pursuant  to  and  in  accordance  with  Regulation  S  under  the  Securities  Act,  and  accordingly  the  Transferor 
does  hereby  certify  that: 

(1)        the  offer  of  the  Preference  Shares  was  not  made  to  a  person  in  the  United  States; 
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Dated: 


[(2)  at  the  time  the  buy  order  was  originated,  the  transferee  was  outside  the  United 
States  or  the  Transferor  and  any  person  acting  on  its  behalf  reasonably  believed 
that  the  transferee  was  outside  the  United  States;]* 

[(2)  the  transaction  was  executed  in,  on  or  through  the  facilities  of  a  designated 
offshore  securities  market  and  neither  the  Transferor  nor  any  person  acting  on  its 
behalf  knows  that  the  transaction  was  prearranged  with  a  buyer  in  the  United 
States;]* 


•Insert  one  of  these  provisions. 

(3)  no  directed  selling  efforts  have  been  made  in  contravention  of  the  requirements 
of  Rule  903(b)  or  904(b)  of  Regulation  S,  as  applicable;  and 

(4)  the  transaction  is  not  part  of  a  plan  or  scheme  to  evade  the  registration 
requirements  of  the  Securities  Act. 

[Insert  Name  of  Transferor] 


By_ 


Name: 
Title: 


40713-00080NY:1979434J  D-2 


Confidential  Treatment  Requested  GEM7-00001 129 


Footnote  Exhibits  -  Page  1632 


An  extra  section  break  has  been  inserted  above  this  paragraph.  Do  not  delete  this  section  break  if  you  plan 
to  add  text  after  the  Table  of  Contents/Authorities.  Deleting  this  break  will  cause  Table  of 
Contents/Authorities  headers  and  footers  to  appear  on  any  pages  following  the  Table  of 
Contents/Authorities. 
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15  March,  2007 


DEUTSCHE  BANK  (CAYMAN)  LIMITED 

and 

GEMSTONE  CDO  VII  LTD. 


AMENDED  AND  RESTATED 
ADMINISTRATION  AGREEMENT 


MAPLES  and  CALDER 


DMC/624524/l  1236870v3 


Permanent  Subcommittee  on  Investigations  | 

Wall  Street  &  The  Financial  Crisis 

Report  Footnote  #1359 
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THIS  AMENDED  AND  RESTATED  ADMINISTRATION  AGREEMENT  is  made  this  15* 
day  of  March,  2007. 

BETWEEN: 

(1)  GEMSTONE  CDO  VII  LTD.,  a  company  incorporated  in  the  Cayman  Islands,  the 
registered  office  of  which  is  at  PO  Box  1984,  George  Town,  Grand  Cayman  KY1-1104, 
Cayman  Islands  (the  "Company");  and 

(2)  DEUTSCHE  BANK  (CAYMAN)  LIMITED,  the  principal  office  of  which  is  at  PO 
Box  1984,  George  Town,  Grand  Cayman  KY1-1104,  Cayman  Islands  (the 
"Administrator"). 

WHEREAS: 

(A)  The  Company  and  the  Administrator  executed  an  Administration  Agreement  on  20 
October,  2006  (the  "Original  Administration  Agreement")  and  intend  to  amend  and 
restate  that  agreement  in  its  entirety  by  replacing  it  with  this  amended  and  restated 
Administration  Agreement  (as  amended  and  restated,  the  "Administration  Agreement"). 

(B)  The  Company  has  been  established  for  the  purpose  of  (i)  issuing  Notes  (the  "Notes")  in 
accordance  with  the  terms  and  conditions  thereof  (the  "Conditions")  as  constituted  by  the 
Indenture  (the  "Indenture")  to  be  entered  into  by  the  Company,  Gemstone  CDO  VH 
Corp.  and  Deutsche  Bank  Trust  Company  Americas  as  trustee  (in  such  capacity,  the 
"Notes  Trustee")  and  as  securities  intermediary,  (ii)  issuing  preference  shares  (the 
"Preference  Shares")  on  or  about  the  date  hereof  in  accordance  with  a  preference  share 
paying  agency  agreement  among  the  Company,  Deutsche  Bank  Trust  Company  Americas 
as  preference  share  paying  agent  (in  such  capacity,  the  "Preference  Share  Paying 
Agent")  and  as  transfer  agent  and  Deutsche  Bank  (Cayman)  Limited  as  share  registrar 
(the  "Preference  Share  Paying  Agency  Agreement"),  (iii)  purchasing  a  diversified 
portfolio  of  securities  and  other  assets  and  (iv)  entering  into  ancillary  documents  and 
arrangements  in  respect  thereof  including  any  warehousing  arrangements  prior  to  the 
issue  of  the  Notes  and  Preference  Shares  (the  "Business"). 

(B)  The  Company  has  requested  the  Administrator  to  provide  in  the  Cayman  Islands  certain 
management,  administrative  and  related  services  which  the  Administrator  has  agreed  to 
do  subject  to  the  terms  and  conditions  hereinafter  appearing. 

(C)  Terms  used  herein  and  not  otherwise  defined  herein  shall  have  the  meanings  ascribed  to 
them  in  the  Indenture  and/or  the  Preference  Share  Paying  Agency  Agreement. 
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IT  IS  AGREED  as  follows: 

1  APPOINTMENT  OF  ADMINISTRATOR 


The  Company  hereby  retains  the  Administrator  and  the  Administrator  agrees  to  provide  such 
services  as  are  hereinafter  set  forth  for  the  period  from  the  date  the  directors  of  the  Company 
were  appointed  pursuant  to  sub-clause  2.4  below  to  the  date  on  which  the  Company  is  dissolved 
or  the  date  on  which  this  Agreement  is  terminated  in  accordance  with  Clause  7,  if  earlier. 

2  SERVICES  TO  BE  PROVIDED 

The  Administrator  hereby  agrees  to  perform  and  provide  the  services  necessary  and  appropriate 
to  the  management  of  the  Business  in  and  from  within  the  Cayman  Islands  as  follows: 

2.1  to  provide  signatories  on  the  Company's  bank  accounts  from  among  the  Administrator's 
employees; 

2.2  to  prepare  and  maintain  such  books  and  records  in  the  Cayman  Islands  as  may  be 
required  in  the  normal  course  of  the  Business  and  as  may  be  agreed  between  the  parties 
and  in  order  to  comply  with  any  laws  or  regulations  of  the  Cayman  Islands  and  in  such 
form  and  manner  as  may  be  agreed  upon  from  time  to  time; 

2.3  to  deal  with  correspondence  relating  to  the  Business; 

2.4  to  provide  the  services  of  two  or  more  directors  of  the  Company  in  the  Cayman  Islands; 

2.5  to  provide  a  company  secretary  if  required; 

2.6  to  provide  registered  office  facilities  to  the  company  on  the  Administrator's  standard 
terms  and  conditions  in  effect  from  time  to  time; 

2.7  to  make  available  non-exclusive  telephone,  facsimile  and  postal  address  or  post  office 
box  facilities  and  within  its  premises  such  non-exclusive  space  as  may  be  necessary  for 
the  purposes  of  the  Business  and  in  particular  but  without  limitation  facilities  for 
meetings  of  the  directors  from  time  to  time; 

2.8  not  to  undertake  actions  inconsistent  with  the  terms  of  the  Memorandum  and  Articles  of 
Association  of  the  Company,  the  Indenture,  the  Preference  Share  Paying  Agency 
Agreement  and  all  other  agreements  to  which  the  Company  is  a  party  and  copies  of 
which  have  been  provided  to  the  Administrator  and,  without  prejudice  to  the  foregoing, 
not  to  enter  into,  on  behalf  of  the  Company,  any  commitments,  loans  or  obligations  or 
charge,  mortgage,  pledge,  encumber  or  otherwise  restrict  or  dispose  of  the  Company's 
property  or  assets  other  than  as  contemplated  by  the  Business  and  generally  not  to  take 
any  action  regarding  the  Business  inconsistent  with  the  Conditions ,  the  Indenture  and  the 
Preference  Share  Paying  Agency  Agreement; 
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2.9  to  keep  confidential  all  documents,  materials  and  other  information  relating  to  the 
Business  and  not  to  disclose  any  of  the  aforesaid  without  the  prior  consent  of  the 
Company  unless  it  is  necessary  to  protect  the  interests  of  the  Administrator  or  pursuant  to 
an  order  of  any  court  or  authority  with  jurisdiction  over  the  Administrator  or  the 
Company  or  as  contemplated  by  the  Conditions,  the  Indenture  or  any  other  document 
relating  or  ancillary  to  the  issue  of  the  Notes; 

2.10  to  perform  all  services  and  take  all  actions  in  connection  with  this  agreement  in  or  from 
within  the  Cayman  Islands;  and 

2.11  to  act  as  share  registrar  as  denned  in  and  pursuant  to  the  Preference  Share  Paying  Agency 
Agreement,  in  which  such  capacity  the  Administrator  shall: 

2.11.1  maintain  the  Register  of  Members  of  the  Company  (the  "Register")  in 
accordance  with  Cayman  Islands  law  and  the  articles  of  association  of  the 
Company  (the  "Articles")  and  the  Preference  Share  Paying  Agency 
Agreement; 

2.11.2  receive  requests  from  holders  of  the  Company's  shares,  forwarded  by  the 
transfer  agent  appointed  by  the  Company  pursuant  to  the  Preference  Share 
Paying  Agency  Agreement  or  from  the  Notes  Trustee  for  transfers  of  shares  of 
the  Company,  including  Preference  Shares,  and  deal  therewith  in  accordance 
with  the  provisions  of  the  Articles  and  the  resolutions  of  the  directors  of  the 
Company  and  the  Preference  Share  Paying  Agency  Agreement; 

2.11.3  in  relation  to  such  requests  for  transfers  of  shares,  subject  to  receipt  of  the 
relevant  share  certificates,  duly  completed  forms  of  transfer  in  a  form 
acceptable  to  the  Administrator,  the  Administrator  will  register  such  transfer 
by  making  the  necessary  entries  on  the  Register,  and  will  prepare  new 
certificates  for  such  shares,  cancel  any  old  certificates  for  the  shares  and 
forward  new  share  certificates  to  the  transfer  agent  or  directly  to  the 
shareholders  on  behalf  of  the  Company, 

2.11.4  at  any  time  during  business  hours,  permit  any  duly  appointed  agent  or 
representative  of  the  Company  and  any  person  entitled  to  inspect  pursuant  to 
the  Preference  Share  Paying  Agency  Agreement,  at  the  expense  of  the 
Company,  to  inspect  the  Register  or  other  documents  or  records  kept  by  and  in 
the  possession  of  the  Administrator  and  give  such  agent  or  representative 
during  business  hours  all  information,  explanations  and  assistance  as  such 
agent  or  representative  may  reasonably  require; 

2.11.5  safeguard  the  Register  and  documents  in  connection  therewith  and  enter  on 
such  Register  all  original  issues  or  allotments  of  shares  and  all  transfers, 
redemptions  and  repurchases  of  such  shares,  all  in  accordance  with  the 
provisions  of  the  Articles  and  the  resolutions  passed  by  the  Company  and 
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prepare  all  such  lists  of  shareholders  of  the  Company  as  may  be  required  by 
the  directors; 

2.11.6  send  as  promptly  as  reasonably  possible  to  all  shareholders  copies  of  all 
notices  received  from  the  Preference  Share  Paying  Agent  or  the  Notes  Trustee 
for  forwarding  to  the  shareholders; 

2.11.7  upon  request  at  any  reasonable  time,  provide  to  the  Notes  Trustee,  the 
Preference  Share  Paying  Agent,  the  Company  and  any  other  agent  of  the 
Company  or  person  entitled  thereto  under  any  contract  entered  into  with  the 
Company  a  current  list  of  Preference  Shareholders  as  reflected  in  the  Register, 
and 

2.11.8  not  be  required  to  investigate  or  determine  whether  any  holder  or  transferee  is 
entitled  to  hold  any  shares  under  any  applicable  securities  or  other  laws  or 
otherwise  satisfies  any  particular  requirements  imposed  under  the  Articles  or 
any  other  document  (other  than  as  required  in  sub-clause  2.1 1.3). 

3  FEES 

3. 1  The  Company  shall  pay  the  Administrator  an  initial  documentation  fee  of  US$4,000. 

3.2  The  Company  shall  pay  the  Administrator  a  base  fee  of  US$7,000  per  annum  (prorated 
for  part  years  but  subject  to  a  minimum  of  50%  of  such  amount)  payable  on  the  date 
hereof  and  annually  thereafter  in  advance  on  1st  January  in  each  year.  The  base  fee  may 
be  increased  by  the  Administrator  as  set  out  in  sub-clauses  3.5  and  3.6. 

3.3  To  provide  the  registered  office  of  the  Company  in  the  Cayman  Islands,  the  Company 
shall  pay  the  Administrator  a  base  fee  of  US$1,000  per  annum  (prorated  for  part  years  but 
subject  to  a  niinimum  of  50%  of  such  amount)  payable  on  the  date  hereof  and  annually 
thereafter  in  advance  on  1st  January  in  each  year.  The  base  fee  may  be  increased  by  the 
Administrator  as  set  out  in  sub-clauses  3.5  and  3.6. 

3.4  The  Company  shall  pay  to  the  Administrator  to  act  as  the  Company's  share  registrar  an 
annual  fee  of  US$2,000  (prorated  for  part  years  but  subject  to  a  minimum  of  50%  of  such 
amount)  payable  on  the  date  hereof  and  annually  thereafter  in  advance  on  1st  January  in 
each  year.  The  annual  fee  may  be  increased  by  the  Administrator  as  set  out  in  sub- 
clauses 3.5  and  3.6. 

3.5  The  fees  set  forth  in  sub-clauses  3.2,  3.3  and  3.4  above  shall  apply  for  a  period  of  five  (5) 
years  from  the  date  hereof.  The  amount  payable  in  each  succeeding  period  of  five  (5) 
years  shall  be  as  agreed  by  the  parties  or,  failing  such  agreement  by  the  end  of  the 
preceding  period,  shall  be  the  amount  determined  by  the  Administrator  after  applying  the 
aggregate  percentage  change  in  the  consumer  price  index  of  the  Cayman  Islands  over  the 
preceding  period  to  the  amount  payable  in  respect  of  that  period  and  rounding  up  to  the 
nearest  whole  multiple  of  US$100. 
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3.6  Where  the  Company  is  required  to  consider  or  engage  in  further  activities,  litigation  or 
other  exceptional  matters,  additional  fees  will  be  subject  to  further  negotiation  at  the 
relevant  time  and  in  the  absence  of  contrary  agreement  additional  fees  will  be  charged  by 
the  Administrator  at  its  hourly  rates  from  time  to  time  in  effect. 

3.7  The  Company  shall  also  pay  or  reimburse  the  Administrator  for  its  out-of-pocket 
expenses  for  photocopying,  fax,  telephone,  postage  and  other  communications  charges 
and  registered  office  and  Registry  fees  and  other  such  expenses  properly  incurred  by  the 
Administrator  on  behalf  of  the  Company. 

3.8  At  the  request  of  the  Company,  the  Administrator  shall  arrange  for  the  preparation  of 
annual  balance  sheets  and  profit  and  loss  accounts  and,  for  this  service,  will  charge  an 
additional  fee  based  upon  the  time  engaged  by  the  appropriate  officers  of  the 
Administrator  and  any  external  accountants  or  other  persons  engaged  by  the 
Administrator  for  such  purpose  at  their  respective  hourly  rates  from  time  to  time  in  "effect 
or  as  otherwise  agreed. 

3.9  The  Company  shall  pay  the  Administrator  a  fee  of  US$5,600  on  account  within  30  days 
of  the  date  hereof  against  the  Administrator's  costs  in  acting  as  liquidator  for  the  purposes 
of  winding  up  the  Company  voluntarily.  If  the  foregoing  fee  is  not  so  paid  and  the 
Administrator  subsequently  acts  as  liquidator  or  the  cost  of  the  time  spent  by  the 
appropriate  officers  of  the  Administrator  in  relation  to  the  liquidation  at  their  then  current 
hourly  rates  exceeds  such  amount,  the  then  current  fees  of  the  Administrator  for  so  acting 
shall  be  payable  by  the  Company  due  credit  being  given  for  any  fee  paid  on  account. 

4  LIABILITY  OF  ADMINISTRATOR  AND  INDEMNITY 

4.1  The  Administrator  shall  not  be  liable  for  any  damage,  loss,  costs  or  expenses  whatsoever 
to  or  of  the  Company  at  any  time  from  any  cause  whatsoever  unless  caused  by  the 
Administrator's  own  fraud  or  wilful  default. 

4.2  The  Company  agrees  to  indemnify  and  hold  harmless  the  Administrator,  its  successors 
and  assigns  and  their  respective  directors  and  officers  and  employees  present  and  future, 
the  directors,  officers  provided  pursuant  to  sub-clause  2.1  and,  where  these  are 
companies,  their  respective  directors,  officers  and  employees  present  and  future 
(collectively,  the  "Indemnified  Persons")  and  each  of  them,  as  the  case  may  be,  against 
any  liability,  action,  proceedings,  claim,  demand,  costs,  damages  or  expenses  whatsoever 
which  they  or  any  of  them  may  incur  or  be  subject  to  in  consequence  of  this  Agreement 
or  as  a  result  of  the  performance  of  the  functions  and  services  provided  for  hereunder 
except  as  a  result  of  fraud  or  wilful  default  of  any  of  the  Indemnified  Persons  and  this 
indemnity  shall  expressly  inure  to  the  benefit  of  any  such  person  existing  or  future. 

4.3  The  Administrator  and  the  directors  and  officers  provided  pursuant  to  Clause  2  shall  not 
be  required  to.take  any  legal  action  on  behalf  of  the  Company  unless  fully  indemnified  to 
their  satisfaction. 
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4.4  The  provisions  of  this  Clause  4  shall  continue  to  apply  notwithstanding  the  termination  of 
this  Agreement. 

5  NO  COMMERCIAL  ADVICE 

For  the  avoidance  of  doubt  the  Company  agrees  that  the  Administrator  is  not  responsible  for  the 
commercial  structuring  of  the  Business  or  for  the  rendering  of  investment,  commercial, 
accounting,  legal  or  any  other  advice  whatsoever  to  the  Company  or  any  other  person. 

6  NO  PARTNERSHIP  AND  NO  EMPLOYMENT  RELATIONSHIP 

6. 1  Nothing  herein  contained  shall  constitute  a  partnership  between  the  parties  hereto. 

6.2  The  directors,  officers,  employees  or  agents  of  the  Administrator  referred  to  in  sub-clause 
2.1  shall  not  be  deemed  to  be  employees  of  the  Company  or  entitled  to  any  remuneration 
or  other  benefits  from  the  Company. 

6.3  The  Administrator  shall  be  entitled  to  provide  services  of  a  like  nature  to  those  provided 
under  this  Agreement  to  any  other  person,  firm  or  corporation. 

7  TERMINATION  OF  AGREEMENT 

7.1  The  appointment  of  the  Administrator  hereunder  shall  continue  until  one  of  the  parties 
gives  notice  in  writing  to  the  other  party  hereto  terminating  this  Agreement  in  accordance 
with  sub-clauses  7.2  or  7.3  below.  Provided  that,  termination  of  the  appointment  of  the 
Administrator  as  Share  Registrar  shall  be  in  accordance  with  the  Preference  Share  Paying 
Agency  Agreement. 

7.2  Either  party  may  terminate  this  Agreement  by  giving  at  least  fourteen  (14)  days  notice  in 
writing  to  the  other  party  with  a  copy  to  any  applicable  rating  agencies  at  any  time  within 
twelve  months  of  the  happening  of  any  of  the  following  events: 

7.2.1  if  the  other  party  goes  into  liquidation  or  is  dissolved  (except  as  a  voluntary 
liquidation  or  dissolution  for  the  purposes  of  reconstruction  or  amalgamation 
upon  terms  previously  approved  in  writing  by  the  party  otherwise  entitled  to 
serve  notice)  or  commits  any  other  act  of  bankruptcy  under  applicable  laws;  or 

7.2.2  if  the  other  party  commits  any  breach  of  its  obligations  under  this  Agreement 
and  (if  such  breach  shall  be  capable  of  remedy)  fails  within  thirty  (30)  days  of 
notice  served  on  it  requiring  it  so  to  do  to  make  good  such  breach. 

7.3  Either  party  may  terminate  this  Agreement  at  any  time  by  giving  at  least  three  (3) 
months*  notice. in  writing  to  the  other  party  with  a  copy  to  any  applicable  rating  agencies. 
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7.4  Upon  termination  of  this  Agreement,  the  Administrator  shall,  at  the  expense  of  the 
Company  or  its  liquidator,  as  the  case  may  be,  deliver  to  the  Company,  or  as  it  shall 
direct,  all  books  of  account,  records,  registers,  correspondence,  documents  and  all  assets 
relating  to  the  affairs  of  or  belonging  to  the  Company  and  in  the  possession  of  or  under 
the  control  of  the  Administrator  and  shall  take  all  necessary  steps  to  vest  in  the  Company 
or  any  new  administrator  or  liquidator,  as  the  case  may  be,  any  assets  previously  held  in 
the  name  of  or  to  the  order  of  the  Administrator  on  behalf  of  the  Company. 

7.5  The  Company  shall  notify  each  applicable  rating  agency  (if  any)  rating  the  Notes  and  the 
Notes  Trustee  (for  so  long  as  any  of  the  Notes  or  Preference  Shares  are  rated  by  a  rating 
agency): 

7.5.1  of  any  notice  given  or  received  pursuant  to  sub-clause  7.2  or  7.3;  or 

7 .5 .2  any  amendment  or  termination  to  this  Agreement. 

8  LIMITED  RECOURSE 

Notwithstanding  any  provision  in  this  Agreement  to  the  contrary,  the  rights  of  recourse  of  the 
Administrator  against  the  Company  shall  be  limited  to  the  remaining  amounts  from  time  to  time 
available  and  comprising  the  assets  of  the  Company  (other  than  the  ordinary  share  capital  and  the 
transaction  fee  charged  by  the  Company)  having  satisfied  or  provided  for  all  other  prior  ranking 
liabilities  of  the  Company.  Accordingly,  the  Administrator  shall  have  no  claim  or  recourse 
against  the  Company  in  respect  of  any  amount  which  is  or  remains  unsatisfied  after  the 
application  of  the  funds  comprising  such  assets  of  the  Company  and/or  representing  the  proceeds 
of  realisation  thereof  and  any  remaining  obligation  to  pay  any  further  unsatisfied  amounts  shall 
be  extinguished.  This  Clause  shall  survive  termination  of  this  Agreement  for  any  reason 
whatsoever. 

9  NON-PETITION 

The  Adnrinistrator  agrees  that  its  rights  against  the  Company  under  this  Agreement  are  limited  to 
the  extent  that  it  will  not  take  any  action  or  proceedings  against  the  Company  to  recover  any 
amounts  due  and  payable  by  the  Company  to  it  under  this  Agreement  except  as  expressly 
permitted  by  the  provisions  of  this  Agreement.  The  Administrator  further  agrees  that  it  will  not 
in  its  capacity  as  Administrator  petition  a  court  for,  or  take  any  other  action  or  commence  any 
proceedings  for,  the  liquidation  or  winding-up  of  the  Company  or  any  other  bankruptcy  or 
insolvency  proceedings  with  respect  to  the  Company  under  the  laws  at  any  applicable 
jurisdiction  now  or  hereafter  in  effect  until  one  year  and  one  day  or,  if  longer,  the  preference 
period  then  in  effect  after  the  later  to  occur  of  repayment  of  all  outstanding  Notes  (if  any)  or 
other  satisfaction  or  extinguishment  of  all  liability  with  respect  thereto.  This  Clause  shall 
survive  termination  of  this  Agreement  for  any  reason  whatsoever. 
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10        NOTICES 

Notices  to  be  given  hereunder  shall  be  delivered  by  hand  or  mailed  to  the  address  of  the  relevant 
party  set  out  herein  and  where  mailed  shall  be  deemed  to  be  duly  given  on  the  fifth  day  after  the 
date  of  mailing.  In  the  case  of  notice  to  the  Company,  a  copy  shall  also  be  delivered  by  hand  or 
mailed  to: 

Maples  and  Calder 

PO  Box  309GT,  Ugland  House 

South  Church  Street,  George  Town 

Grand  Cayman,  Cayman  Islands 

Attn:  Dale  Crowley 


11 


LAW  AND  JURISDICTION 


This  Agreement  shall  be  governed  by  and  construed  in  accordance  with  the  laws  of  the  Cayman 
Islands  and  the  parties  hereby  submit  to  the  non-exclusive  jurisdiction  of  the  Cayman  Islands 
courts. 

IN  WITNESS  WHEREOF  the  parties  hereto  have  caused  this  document  to  be  executed  on  the 
day  and  year  first  before  written. 


SIGNED  for  and  on  behalf  of 
GEMSTONE  CDO  VII  LTD. 

by: 

in  the  presence  of: 


1^4 


Witness 


SIGNED  for  and  on  behalf  of 
DEUTSCHE  BANK 
(CAYMAN)  LIMITED 
by 


in  the  presence  o 


Witness 


cu>~- 


Director 


Authorised  Sii 
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Exhibit  A 
HBK's  Exposure  to  Gemstone  VII  Notes 

Attached  is  a  listing  of  all  of  the  securities  issued  by  Gemstone  VII,  along  with  all  of  HBK's  positions 
in  those  securities.  This  data  is  presented  monthly  from  September  30,  2006  through  December  31, 
2007.  In  the  first  chart,  positions  are  shown  at  their  face  amount  (par).  In  the  second  chart,  HBK's 
positions  at  the  end  of  each  month  are  shown  at  the  prices  paid  by  HBK  for  the  positions,  except 
that  HBK's  exposure  under  the  warehouse  arrangement  is  shown  at  HBK's  maximum  loss  amount. 
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Faca  Amount  Purthaiad  by  HBK 


Qamatona  7  Notaa 


GEMST  20O7-7A  A1A 
GEMST  2007-7AA1B1 
GEMST  2O07-7A  AIB2 
GEMST  2O07-7AA2 
GEMST  20O7-7A  B 
GEMST  2O07-7A  C 
OEMS!  2007-7A  D 
GEMST  2007-7A  E 
GEMSTONE  7  Pnrt  Shara* 
QEMSTONE  7  Winhwiw 
Total 


Aggngati  Pact 

Amount  laauad 


244.000.000 
200.000.000 
200.000.000 
159,000.000 
06.900.000 

66.30o.ooo 

95.100,000 

1B.700.000 

S9.SO0.00O 

N>A 


anonoM 

fK«  Amount 


lonmoo* 

Pact  Amount 


linO/1008 
Taca  Amount 


iini/iooo 

Faca  Amount 


V31/2MT 
■ae  •Amount 


Pact  Amount 


inittow 

Pact  Amount 


31.900.000 
JB.SOO.OOO 
34.100.000 
18.700.000 
S9.SOO.000 


4rt0/2OO7 
Pact  Amount 


31,900.000 
31.300.000 

H.  100,000 
(8.700.000 
59.500,000 


6731/2007 
Pact  Amount 


31,900.000 
M.3O0.00O 
38.100.000 
18.700.000 
S9.SO0.O00 


1/30/1007 
Paca  Amount 


31,900.000 
38.300.000 
30.100,000 
16.700.000 
S9.SOO.000 


7/3172007 
Pact  Amount 


31,900,000 
38.300.000 
36.100,000 
18.700.000 
59.SO0.0OO 


•£31(3007 
Pica  Amount 


50.000,000 
200,000,000 

31,900.000 
38.300.000 
38,100,000 
18.700.000 
59,600.000 


9(30/2007 

tom/iooT 

1WOJ1007 

12/31/1007 

Faca  Amount 

Paca  Amount 

Paca  Amount 

Paca  Amount 

50,000,000 

50,000.000 

60.000,000 

60.000,000 

300,000.000 

•       200.000.000 

200.000.000 

200.000,000 

31.900,000 

31.000.000 

31.900.000 

31. 000, 000 

38.300.000 

38.300.000 

38.300.000 

38.300.000 

38.100.000 

38.100.000 

38,100,000 

38.100,000 

18.7O0.0OO 

18.700,000 

18.700.000 

18,700.000 

S9.SO0.000 

59.500.000 

S9.SO0.0O0 

69.500.000 

434,100 .000 

414,600  ,090 

434,800 .000 

Oamatona  7  KoUs 


OEMST2007-7AA1A 
GEMST  2O07-7A  A1B1 
GEMST  2O07-7A  A1B2 
GEMST  2007-7A  A2 
GEMST  2007-7 A  B 
GEMST  2007-7AC 
GEMST  2O07-7AD 
GEMST  2007-7*  E 
OEM3TONE  7  Prat  Shaiai 
GEMSTONE  7  Wawnouao 


Total 


9/30/100*  10/11/UOO  1V30/2D08 

Purchaia  Prtca       Purchaaa  Prtca  |   Purchaaa  Prtca 


11731/1008 

Purchaaa  Prtca 


1/31/100T 
Purchaaa  Prtca 


1/11/1007 
Pyrchaia  Priea 


83.500.000 
•2,600,000 


Amount  Purchased  by  HBK,  at  Coit 


1/11/1007 
Purchaaa  Prtca 


31.777.701 
37.884.588 

35.062.3*7 
18.700.000 
31.571.715 


199,546.707 

31.777.701 
37.084,688 
3S.082.347 
18,700,000 
31.571.715 


3H,3»,06I 


1/31/1007 
purchaaa  Prtca 


199.548.707 

31.777.701 
37.684.588 

35.082.347 
18,700.000 
31.571,715 


6/30/2MT 
Purchaaa  Prtca 


184^13.068  J 


31.777.701 
37.084.588 
35,082.347 
18.700.000 
31,571,715 


364,363,068 


7/31/2007 
Purchaia  Prtca 


199.546.707 

31.777.701 
37.684.588 
35.082.347 
18.700.000 
31.571.715 


164,303 ,081 


in  moo? 

Purchaaa  Prtca 


44.000.000 
199.546.707 

31.777.701 
37.684.568 

39.062.347. 
16.700,000 
31.671.715 


1IB,3»,0*I 


•QO/2007 
PunthaaaPrtea 


44.000.000 
199.546.707 

31.777.701 
37.084.388 

35.062.347 
18.700,000 
31.671.716 


SIMM.0M 


10731/2007 

Purchaaa  Prtci 


44.000.000 
199,540.707 

31.777.701 
37,084,568 
35.062.347 
18.7X.OOO 
31,971.71S 


l»8,103,OtO 


i  ins/2007 

PurehaaaPrka 


44.000,000 
199.840.707 

31.777.701 
37,084,568 
39.082.347 
16,700.000 
31,671,719 


12/31/2007 
Purchaaa  Prtca 


44,000,000 
108,540,707 


31,777.701 


37.6 


1,068 


35.082.347 
18.700.000 
31.571.715 


10BJI3.0S8 
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Exhibit  B 
HBK's  Exposure  to  Gemstone  VII  Collateral 

Attached  is  a  listing  of  the  collateral  held  by  Gemstone  VII,  along  with  all  of  HBK's  direct  positions 
(outside  of  the  CDO)  in  those  same  bonds  and  in  other  bonds  issued  by  or  dependent  on  the  same 
ABS  issuers. 

For  example,  the  Gemstone  VII  collateral  included  the  M9  tranche  of  the  "AMSI2005_R9"  ABS 
issuance,  which  is  labeled  "AMSI2005_R9_M9"  on  the  attached  chart.  On  September  30,  2006,  HBK 
also  held  (outside  of  the  CDO)  $4.1  million  of  this  same  tranche  of  ABS,  as  well  as  $8.9  million  of  the 
M10  tranche  and  $5.5  million  of  the  Mil  tranche.  In  addition,  HBK  held  two  tranches  of  a  "NIM" 
security  (AQNIM2006_RN9)  that  was  created  out  of  the  equity  of  the  AMSI2005_R9  issuance. 
Accordingly,  HBK  had  direct  exposure  (outside  of  the  Gemstone  VII  CDO)  to  over  $26  million  of 
securities  issued  by  or  dependent  on  this  one  ABS  issuer. 

The  attached  data  is  presented  monthly  from  September  30,  2006  through  December  31,  2007. 
HBK's  positions  are  shown  using  the  following  values:  (a)  for  positions  held  at  September  30,  2006, 
the  market  value  on  such  date,  and  (b)  for  positions  purchased  thereafter,  the  purchase  price  paid 
by  HBK.  (The  value  reflected  for  some  residual  ABS  positions  is  very  small.  These  positions  are 
essentially  out-of-the-money  call  options  that  are  embedded  in  a  tranche  of  ABS  bonds.) 
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HBK's  Exposure  to  Gemstone  VII  Collateral 


1/1 


Bonds  held  by  Oamstona  VII 
as  coltatarsl 


ABSHE2Q06_HE1_M7 
ACE2006_HE1_M10 
ACE2D08_NC1_M10 
ACE2006_NC1_M9 


AMSt2005_R1_M10 
AMSI2005_R1_M9 
AMSI20Q5_R11_M10 
AMSI20Q5_R9_M9 


AMlT2006_1_M3 

ARS12005_W2_M9 

ARSI2005_W2_M12 

ARSI2005_W3_M12 

ARSI2008_W1_M4 

BACM2008.6_D 

BACM2006_6_E 

BAYC2008_4A_81 

BAYC2O07_1_BI 

BNU2006_1A_B 

BSABS2007_HE1_2M10 

CMLTt20O6_NC1_M9 

CMLTI2O06_NC1_M9o 

CVW2006_4_B 

CWL2006_4_Ba 

CWL_20O7_BC1_M5 

DBAlT2006_AR4_M8 


DBALT2006_AR6_M10 

EULER2007_1A_B 

FFML2004_FFC_B4 


FFM12005_FF1_B4 
FFML2005_FF3_B5 
FFM12004_FF7_M5 
FFML20O5_FF6_B5 


FFML2006J:F1_M8 
FFML2006_FF13_B1 
FFML2006_FF13_B2 
FFML2006_FF13_MB 


FFML2006_FF3_B2 


FFML20t»_FF4_B2 


FHLT2005_A.M9 
FHU2005_C_M9 
FHIT2005_D_B2 
FHLT20O6_E_M7 


Cash 
Of  CDS 


Cash 
Cash 
Caih 
COS 


Cash 
Cash 
Cash 
Cash 


Cash 
CDS 
Cash 
Cash 
CDS 
Cash 
Cash 
Cash 
Cash 
CDS 
Cash 
CDS 
COS 
CDS 
COS 
_  Cash 
Cash 


Cash 
Cash 
Cash 


Cash 
Cash 
Cash 
Cash 


COS 
Cash 
Cash 
CDS 


Othar  bonds  from  sama  ABS 
Issusrs  ownad  directly  by  HBK 


AOE2006_NC1_M10 

ACE2008_NC1_M9cd*A 

ACE2006_NC  1_M9cdsB 

ACE2006.NC  1_M9odsC 

AMSI2005_R1_M10 

ARSD005_W2_MBcdsA 

AMSI200S_R11_M10 

AMSI2005_R9_M9 

AMSI2005_R9_M10" 

AMSI20Q5_R9_M11 

AQNIM2005_RN9_RESID 

AQNIM2005_RN9_B 


ARSI20O5_W2_M12 
ARSI2009_W3_M12 


BAVC2006.4A_B1 


DBALT2006_AR4_MB 

5KARP2006_AR4N_RESID 

SHARP20G6_AR4_N3 


ffmu004_ffc_b4 
ffml20q4  ffc_oc_resid 
ffml20w!ffc_p_resid 

FFML2005_FF2_B5 
FFML2004_FF7_M5 
FFML2005_FF8_B5 
FFML2005  FFS_C 
FFMU2005  FF6N_N2 


FFML2006_ 
FFML2006, 
FFML2006, 
FF  ML  2006. 
FFNT2006. 
FFNT2008. 
FFML20O6. 
FFHL2008. 
FFNT2006. 
FFNT2O06, 
FFML2008. 
FFML2006. 
FFML2006. 
FFML2006. 
FFNT2008. 
FFNT2006. 


FF13_81 
FF13_B2 
FF13_M9cdsA 
FF13_C 
FF13N.N3 
FF13N_RES© 
FF3_B2 
FF3_C 
FF3_N2 

>F3  NIM.RESID 
>F4~B2 
.FF4_B1cdsA 
FF4_B1cdsB 
.FF4_C 
.FF4N.N3 
*FF4N_RES 


Cash 
CDS 
Cash 
Cash 


FHlT2O05_C_M9cdsA 


S/30/2006  1W31/2006  11/30/2006  12731/2001  1/31/2007  2/2B/2007  3/31fl007  4/30/2007        J™*"" 

HB^"tL    HBK  Position    HBK  PosKton    HBKPogJtjon  JjBJU^Uj^  HBJCP^sJtl^ 


3.653.786 
15.000.000 

4.139.063 
8.896.923 
5.452.248 
5.250.000 
2.516,211 


11.420.840 
6.363.494 


2,864.688 

12. 73tt  124 

1.201 

2.139.884 

15.207.036 

49 

4.209.975 

10.575.082 
17.954.040 


6.313.580 
13.214.750 
1.818.910 


7.7D1.368 
12.292.000 


5,000,000 
2.517.168 


4.139.063 
B.B98.923 
5.432.248 
5.250.000 
2.516.211 


11.420,640 
8.363.494 


11.239.997 
923.700 


2.684.686 

12.730. 124 

1.201 

2.139.884 

15.207.036 

49 

4.209.975 

17.954.040 

75 
10.057.051 
18.795.427 
2.526.030 
100 
6.313.560 
13.214.750 


7.791.366 
12.292.000 


4.139.063 
8.898.923 
5.452.248 
5.250.000 
2.516.211 


11,420,640 
6.363.494 


11.239.997 
823.7QG 


2,664.668 

12.730.124 
1.201 


15.207.036 

49 

4.209.975 


10.057.051 
18.795.427 


8.313.560 
13.214,750 


7.791.366 
1 2.292.000 


4.139.083 
B.B96.B23 
5.452.248 
5.250.000 
2,518.211 


11.420.640 
8.363.494 


11.239.997 
923.700 


2,884.688 

12.730.124 

1.201 


6,732,789 

49 

4.209.97S 


10.057.031 
18.795.427 


6.313.560 
13.214.750 


7.791.368 
12.292.000 


6.896.923 
5.452.248 
5.250.000 
2.516,211 


11.239.997 
923,700 


12.730.124 
1.201 


10.057.031 
16.795.427 


6,313,560 
13,214,750 


7.791.368 
12.292.000 


8.722.554 
17.445.108 
17.528.585 


8.896.923 
5,452.248 
5,250,000 
2.516.211 


11.239.997 
923.700 


12,730.124 
1,201 


10.057.051 
18.795,427 


8.313.580 
13,214.750 


7,791.368 
12.292.000 


8.722.554 
17.445.108 
17.526.5B5 


1.249.220 

8.896.923 
5.432.248 
5.250.000 
2.516.211 


11.239.997 
923.700 


12.730.124 
1.201 


10.057,051 
18.795.427 

100 
6.313.5B0 
13.214,750 


7.791,368 
12.292.000 


B.T22.554 
17.445.108 
17.526.585 


1.249.220 

8.896.923 
5.432.248 
5.250.000 
2.516,211 


11.239.997 
923.700 


3.729.688 
7.795.000 
75 
10.057.051 
18.795,427 

100 
6.313.580 
13.214.750 

18,355.000 

7.950.000 

49 

7.791.368 

12.292.000 


8.722.554 
17.445.108 
17,528.585 


8.698,923 
5.452.248 
5.250,000 


6730/2007 
HBK  Position 


11,239,997 
923.700 


12.730.124 
1,201 


3.729,686 
7.795.000 
75 
10.057.051 
16.795,427 

100 
8.313.580 
13.214.760 

18.355.000 

7.950.000 

49 

7,791.368 

12.292.000 


3.177.689 
6.722.554 
17.445.108 
17.528.585 


6,696,923 
5.4.52.248 

5.250.000 


7/31/2007 
HBK  Position 


11,239.997 
923.700 


12.730.124 
1.201 


3.729.688 
7,795.000 
75 
10.057.051 
18.795.427 

IX 
6.313.580 
13.214,750 

18.355.000 

7.950.000 

49 

7.791.366 

12.292.000 


3.177,689 
6.722.554 
17.445.108 
17.526.585 


8.896.923 
5.452.248 
5,250.000 


8/31/2007 
HBK  Position 


11,239,997 
323,700 


12.730.124 
1.201 


3.729,686 
7,795,000 
75 
10.057.051 
18.795.427 

100 
6,313.580 
13,214.750 

18.355.0X 

7.950.000 

49 

7.791.368 

12.292.000 


3.177.8B9 
B.722.554 
17.445.108 
17,526,585 


8,B96.923 
5.452.248 
3.250.000 


9/30/2007 
HBK  Position 


11.239.997 
923.700 


12.730.124 
1,201 


3,729.688 
7,795.000 


10,057.051 
18.795,427 


6.313.580 
13.214,750 


IB.  355.000 
7.950.000 


7.791.368 
12.292.000 


3,177.889 
8.722.554 
17.445.108 
17.528.565 


6.896.923 
5,452.248 
5,250.000 


10/31/2007 
HBK  Position 


11.239.997 
923.700 


12,730,124 
1.201 


1.615,000 
49 


3,729. 
7,795.000 


10.057.051 
IB,  795.4  27 


6.313.560 
13,214,750 


18.355.000 
7.950,000 


7.791,368 
12.292.000 


3.177,889 
8.722.554 
17,445.106 
17.526.585 


8.698.923 

5.452.248 
5.250.000 


11/30/2007 
HBK  Position 


11.239.997 

923.700 


12.730,124 
1.201 


1.157.314 
1.815.000 


3.729.688 
7.795.000 
75 
10.057.051 
18.703.427 

100 
6.313.580 
13.214.750 

18,355.000 

7.950.000 

49 

7,791.368 

12.292.000 


3,177,689 
8.722.534 
17.443,108 
17.526.5B5 


6.896.923 
5.452.24  B 
5,250,000 


12731/2007 
HBK  Position 


1.239.097 
923.700 


12.730.124 
1.201 


1.157.314 
1.615.000 


3. 729.68  B 
7.703.000 
75 
10.057.051 
18,795.427 

100 
6.313.580 
13.214.760 

tB.3S3.000 

7.950.000 

49 

7.791.368 

12.292.000 


3.177.669 
6.722,554 
17,445,106 
17.526,565 


6.696.923 
5.452.248 
5.250,000 


11.239.997 
923.700 


12,730.124 
1.201 


1.157,314 
1.613.000 


3.729.66B 
7,795.000 


10.057.051 
18.795.427 


6.313.580 
13,214.730 


16.355.000 
(7.950.000) 


7.791.368 
12.292.000 
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Bonds  hard  by  O«rator»  VII 

as  collsttrsl 

GCCFC2007_GG9_F 
GSAMP2006_FM1_B4 


GSAMP2006_FM2_B1 
GSAMP2006jrM2_B3 
GSAMP2006_FM2_M9 


Cnh 

ofcoa 


Other  bond*  from  ••ma  ABS 

Issmrs  own«d  directly  by  HBK 


HEAT2006J.M4 
HEAT2006_3_B3 


HEAT2O08_5_B1 

HEAT2O06_5_Bla 

HEAT2O06_S_B3 


HEAT2006_7_B1 
HEAT2006_7_B1 
HEAT2O06_7_B1a 


HEAT2006_7_B3 
HEAT2006_7_M7 


JPMAC2008_CH1_M10 
JPMAC2008_CHI_M9 
JPMAC20Q8_CH2_MV4 
JPMAC2000_FRE1_M9 


Cosh 

Cash 


Cash 

Cash 
COS 


GSAMP2006_FM1_C 

GSAMP2008_FM1N_N3 

GSAMP2006_FM1N_N_REBIO 


GSAMP2008_FM2_M9cdsA 
GSAMP20O6_FM2_C_RESIO 
a8AMP20Q6_FM2N_N3 
GSAMP2008_FM2N_RESID 


GSAMP2006_NC2_B2 
GSAMP2008  NC2_M9 

Cash 
COS 

asAMP2008_NC2_M9edsA 

GSAMP2Q06_NC2_M9» 

COS 

GSAMP2O06_NC2_M9b 

COS 

GSAMP2006_N  C2_C_RESID 
GSAMP2006_NC2N_N3 
QSAMP200B  NC2N_RESID 

GSAMP2007_NC1_B1 

Cash 

OSAMP2007_NC1_B1 

GSAMP2007_NC  1_M8cdsA 

GSAMP3O07_NC1_B3  ■ 

OSAMP2O07.NC1_P_REStO 

GSAMP2D07_NC1_X_RESID 

GSAMP2007_NC1_NIM_RES10 

GSAMP2007_NC1_N2 

HASC3008.OPT2.M8 

CDS 

HASC2006  OPT3_M4 

HASC2008_OPT3_M4 

CDS 

HEAT2005_B_B2 
HEAT2005_B_B3 
HEAT  2005  6_B4 

Cash 
Cash 
Cash 

HEAT2005_8_B3 
HEAT20O5_8_B4 

HEAT2005_8_M7 

Cash 

HEAT2005_B_B5 

HEAT2Q05_9_B3 

Cash 

HEAT200S_B_B3 

COS 
Cash 


CDS 
COS 
Cash 


Cash 
CDS 
CDS 


Cash 
Cash 


Cash 
Cash 
Cash 
CDS 


HEAT2005_9_B1cdsA 
HEAT2Q05  B.NIMC 
HEAT-2005_9_NtMRESID 
HEAT2Q03_9_B5 

HEAT2008_3_B3 

HEAT2006_3_B1cdtA 

HEAT2008_3_Bl«JsB 


HEAT2008_S_B3 
HEAT2008_5_NIM_RES10 
HEAT  20O8_5_N  IMC 
HEAT20Q6_7_B1 


HEAT2006_7. 
HEAT20O6_7. 
HEAT2Q08_7. 
HEAT2008.7. 
HEAT2008_7. 
HEAT2008.7. 
HEAT2006_7. 
HEAT2006_7. 
HEAT  2008.7 
HEAT2006_7 
HEAT2006_7 
HEAT2006_7 


BICdaA 
,BlcdsB 
BlcdsC 
BIcdsD 
[sicdsE 
.83 
M7 

.MBcdsA 
.P_RESID 
,X_RESI0 

"n7m_resid 

NIMB 


JPMAC2Q06_FRE1_M9cd»A 


boqoooo        10010006       imoooo6 

HBK  Position    HBK  Position    HBK  Position 


5.263.338 
2.851.750 


4.414.274 
12.141.057 


5.263.338 
2.851.750 


5.292.483 
1,814,675 
7.309.454 


4.414.274 
12.141.057 


6.414.844 
9.363.092 

8.628.066 
3.776.484 

1.690.006 
4,607.500 
2.176.130 


2.114.063 
6.692.824 
1.771.560 
4.125,000 


8,865,615 
4.125.000 


6.414.844 
9.363.092 

8.626.066 
3.778.484 

1.690.006 
4.607.500 
2.178.130 


2.114.063 
6.692.824 
1.771.560 


5.263.336 
2.651.750 


5.292.483 
1.814.875 
7.309.454 


4.414.2 
12.141.0 


9.174.415 
4.256.352 


120172006 

HBK  Position 


6.414.644 
9.363.092 

8.628.066 
3.776.484 

1.690.008 
4.607,500 
2.178.130 


2.114.063 
6.692.824 
1,771.560 


9.174.415 
4.256.352 


5.263.336 
2,851.750 


5.292.463 

1.814.875 


4.414.274 
12.141.057 


1/31/3007 

HBK  Position 


9.363.092 
6.628.066 


1.690,006 
4.607.500 
2.176.130 


2.114.063 
6.692.824 
1.771.580 


9.174.415 
4.256.352 


5.263.336 
2.851.750 


5.292 ,4B3 
1.814.B75 


573.914 
12.141.057 


2/26/2007 

HBK  Position 


1.690,008 
4,607.500 
2.176.130 


6.692,824 
1.771.580 


5.263.336 
2.851.750 


5.292,483 
1.614.B75 


1 
3,283.751 
12.141.057 
15.077,829 
[14.577.968) 
17.165.427 
49 
38.171.011 


9.174.416 
4,256.352 


3/31/2007 
HBK  Position 


8,626.066 

18.117, 
1.690.008 
4.607.500 
2.176.130 


10.000.000 
4.860,320 


6.692.824 
1,771,560 


10.000.000 
B.727.200 
6.666.742 
8.727.200 
8.806,750 


9.174.415 
4,256.352 


5.263.336 
2.651.750 


5,292.483 
1.814.875 


1 
3.283.751 
12.141.057 
15.077.829 
(14.577,966) 
17,165.427 
49 
38.171.011 


4730/2007 
HBK  Position 


5.263.336 
2.851.750 


40.000.000 

49 

3.292.483 

1,614,875 

10.000.000 


1 
3.263.751 
12.141.057 
15.077.839 
(14.577,966) 
17.165.427 
49 
38,171.011 


8,628.066 

1B.1 17.066 
1.690.008 
4.607.500 
2,176.130 


10.000.000 
4.860.320 


8.692.624 
1.771.560 


10.000,000 
B.727,200 
6.666.742 
8.727.200 
B.806,750 


9.174.415 
4.256,352 


5/31/2007 
HBK  Position 


6.628.066 

18.117.066 
1,690.006 
4.607.500 
2.176.130 


10,000,000 
4.660.320 


6.692.824 
1,771.580 


10,000,000 
B.727.200 
8.668.742 
8.727.200 
8.606.750 


9.174.415 
4.256.352 


6000007 
HBK  Position 


5.263.336 
2.651.760 


5,292.483 
1.614.875 


3.283.751 
12.141.057 
15.077.629 
(14.577.968) 
17.165.427 


11.168.717 
1.637.282 


8.626.065 

16.117.066 
1.690.006 
4.607.500 
2.176.130 


10.000.000 
4.660.320 


6.692.824 
1.771.580 


10.000.000 
6.727,200 
8.666.742 
6.727.200 
8,806.750 


9.174.415 
4.256.352 


7731/2007 
HBK  Position 


5.263.336 
2.851.750 


5.292.483 
1,814,675 


1 

3.263.751 

12,141.057 

15.077.829 

(14.577,968) 

'   17.165.427 


11.1B5.717 
1.637.282 


8.628.068 

16.117.066 
1.690,008 
4.607.500 
2.176.130 


10.000,000 
4.680.320 


8.692,824 
1.771.580 


10,000.000 
8.727.200 
8.666.742 
6.727.200 
8.606.750 


9.174.415 
4.258.352 


8/31/2007 
HBK  Position 


5.263.336 
7.851.750 


5,292.483 
1,614.875 


3,263.731 
12.141.057 
15.077.829 
(14.577.966) 
17.165.427 


11.166.717 
1,637.282 


8.628,066 

13.6U.2T9 
1.690.003 
4.607.500 
2.176.130 


10.000.000 
4.860.310 


6.692.624 
1.771,580 


10.000.000 
8.727.200 
8,666,742 
8.727.200 
6.606.750 


8,174,415 
4.256.352 


8O0O00T 
HBK  Position 


5.263.336 
2.651,750 


5,292.483 
1.814,875 


3.283.751 
12.141,057 
15.077.829 
(14.577,968) 
17.185.427 


11.188.717 
1.637.262 


8.62B.066 

13.B14.37B 
1.690.008 

.  4.607.500 
2,176.130 


10,000,000 
4.860.320 


6.693.824 
1.771.560 


10.000,000 
8.727.200 
8.666.742 
8.727.200 
6.606.750 


9,174,415 
4.256.353 


10/31/2007 
HBK  Position 


5.263.336 
2.651.750 


5,293.483 
1.614.875 


3,283,751 
12.141.057 
13.077.829 
(14.577.96B) 
17.165.437 


11,188,717 
1.637.262 


8.628,066 

13.814.276 
1.690.008 
4.607.500 
2.176.130 


10.000,000 
4.860.320 


6.692.834 
1.771.560 


10.000.000 
8.737.200 
8.666.742 
8,737.200 
8,806.750 


6,174,413 
4.256.352 


11000007 
HBK  Position 


5,283.336 
2.651.730 


40,000.000 

49 

5.263.483 

1.814.875 

10.000.000 


1 
3.283.751 
12.141.057 
13.077,829 
(14.577.968) 
17.185.427 


11.188.717 
1.637.262 


8,626.068 

13.BU.2TB 
1.690,008 
4,607,500 
2.178.130 


10.000,000 
4.860.320 


6.692,624 
1.771.580 


10.000.000 
8.727.200 
8.666.742 
6.727.200 
8,606.750 


9.174.415 
4.256.352 


11010007 
HBK  Position 


5.363.336 
2,651.750 


5.392.483 
1,814,673 


3,263.751 
2.141.037 
5.077,839 
4.577.968) 
7.163.427 


1.168.717 
1.637,363 


6.62B.066 

13,614.278 
1,690,006 
4,607.300 
2.178.130 


10.000,000 
4.660.320 


6.692.824 
1.771.580 


10.000.000 
8.727.200 
8.666.742 
6.727.200 
6.806,750 


9,174.415 
4.256.352 


5,263,336 
2.651.750 


5.292.463 
1.614,875 


t 
3.263.751 
12.141,057 
13.077.839 
(14.577.968) 
17.165.437 


11.186,717 
1.637.363 


8.628.066 

13.614.278 
1.690.008 
4.607.500 
2.178,130 


10.000.000 
4.660.320 


6.692,824 
1.771,560 


10.000.000 
6.737.200 
8.666.742 
6.727.200 
6.806.750 


9.174.413 
4.256.352 
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Bondt  hald  by  Oamstona  VII 
««  collataral 


jPMAC20Q6_FRE1_M9a 


JPMAC2006_HEl_M9 

JPMAC2006_NC1_M9 

JPMCC2006J.DP9_D 

JPMCC2006_LDP9_E 

JPMCC2007_C816_D 

18MLT20Q4_2_M7 

IBMLT2Q04_4_M12 

IBMIT2005_1_B1 

LBMLT2005_3_M8 

tBMLT2006_1_M7 

LBMlT2008_1_M7a 

LBMlT2006_5_M9 

LBMLI2006.5_M9» 

LBMLT2006_5_M96 

MABS2006_NC1_M9 
MABS2006_NC1_M9e 

MABS2005_NC2_M9 

MLMI20O5_HE1_B3 

MIMI2008_AHL1_B3 

MLMI2006_HE1_M4 

MSAC2006_HE2_B3 

MSAC2006_HE2_83e 

MSAC200e_HE2_M2 

MSAC2006.HE5_B3 


MSAC2008_HE8_M4 

MSAC2006_NC1_B2 

MSAC2006_NC»_B3 

MSAC2O06_NC1_B3e 

NCSLT2006_3_C 

NCSLT20M_4_C 

NHEL20O6_3_MB 

OMTS2006_OT1_M3 

OOMLT2006_1_M8 

OOMLT2008_1_M9 

OOMLT2006_1_M9a 


RAMC2008_4_M4 

RAMC20O6_4_M7 

RAMP2O05_RS7_B 

RASC2005_KS11_M4 

RASC2005_KS11_M4a 

RASC20O8_EMX2_M4 

RASC2006_EMX2_M5 

RASC20Q6_KS2_M4 

RASC2006_KS3_M9 

RASC2008_KS3_M9a 


SABR2005_FR4_93 

SABR2005_OP1_B4 

SABR2006_OP1_B3 

SABR2006_OP1_B3B 

SABR2O08_OP1_B3b 

SGMS2006_OPT2_M4 
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Cash       Othar  bonds  from  tarns  ABS 
or  CDS    Issuart  ownad  directly  by  HBK 

COS  ' 

JPMAC20Q6_FRE1_M" 

COS 

COS 

Cash 

Cash 

Csah 

CDS         LBMLT20Q4_2_M7cd*A 

Cash        LBMLT2004_4_M12 
LBMLT20O4_4_B 
IBMLT2003_1_B1 
LBMlT2005_1_M9cdsB 


COS 
COS 
COS 
COS 

COS 
CDS 

CDS 
COS 
COS 
CDS 
CDS 
COS 
Cart 
COS 


MAB  S2008_NC  1_M9cdsA 
MNIM2006_C115_N3 


M8AC2006_HE2_M2 
M  SAC20Q6_HE5_B3odsA 
MSAC2008_HE5_B3odsB 
MSAC2Q06_HE5_B3odsC 


CDS 
Cash 
Cash 
COS 
Cash 
COS 
COS 
COS 


Cash 
Cash 
Cash 
Cash 
Cash 
CDS 
COS 
CDS 
COS 
CDS 


COS 

Cash 
COS 
COS 
COS 
Cash 


QOMLT2008_l_M9odsA 
OOMLT  200fl_  1_M9orJsB 
OOMLT2006_1_M9cdsC 
OOMLT2006_1_M9cdsO 


RASC2008_KS3_M8odsA 

SBFT  20O6_K  S3N_Ras»d 

S8FT2O06_KS3N_N3 

RASC2Q05_KS11_M9cdsB 


W30/2006 
HBK  Position 


10/31/2006 
HBK  Position 


118W30M 
HBK  Position 


(to.ooo.ooo) 

11.375,000 
1S.65T.893 
7.883.645 
9.967.972 


(10.000.000) 
5.915.000 
15.657.693 


(10.000.000) 
5.915.000 
15.657.693 


12/31/2006 
HBK  Position 


101/2007 
HBK  Position 


5.915. 
15.657, 


(9.960.000) 
(6.960.000) 
(4.980.000) 


(9.960.000) 
(9.960.000) 
(4.980.000) 


(9.960.000) 
(9.960.000) 
(4,980.000) 


20.000. 
5.848. 


(9.1 

(9.960. 

(4.980. 


15.711.000 
7.735.000 
(B.822.522) 


15.711.000 
7.735.000 
(9.822.522) 


15.711,000 
7.735.000 
(9.822.522) 


.15.7 
7.735. 


2/2B72007 
HBK  Position 


2.533.341 
14.B53.005 


15,657.693  15.657.893 

9.987,972  9.967.972 


3/31/2007 
HBK  Position 


2.533,341 
14.853.005 


20.000.000 
5.B48.564 


(9,960.000) 
(9.960.000) 
(4,980.000) 


20.000.000 
5.646.564 


(9.960.000) 
(9.960.000) 
(4,980.000) 


15.711.000 
7.735.000 
(9.822.522) 


10.000.000 
9,335.41  B 
9.356.093 
9.335.41  B 


4730/2007 

HBK  Position 


2.533.341 
14.B53.00S 


15.711.000 
7.735.0O0 
(9.822.522) 
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5/31/2007 
HBK  Position 


2.533.341 
14,853.005 


•730/2007 
HBK  Position 


2.533.341 

14,853,005 


7/31/2007 
HBK  Position 


2.533.341 
14,853,005 


,M57..»         1MM.693         KM*'.»<*         «.«">«         '""I"         ,!e"-8'5 
..M7.S7J  %*>m  1*1X1  »."'.»"  U07.W2  ».»'■■» 


20.000.000 
5.B4B.564 


(9,960,000) 
(9,960.000) 
(4.980.000) 


10.000.000 
9.335.41  B 
9,356.093 
9.335.41  B 


15.711.000 
7.735.000 
(9.822.522) 


20.000.000 
5,848.564 


(9.960.000) 
(9.960,000) 
(4.960.000) 


10.000.000 
9.335,418 
9.358.093 
9.335.418 


15.711.000 
7,735.000 
(9.822.522) 


20.000.000 
5. 848.584 


(9.960,000) 
(9.960.000) 
(4.980,000) 


10.000.000 
9,335.418 
9.356.093 
9.335.418 


15.711.000 
7.735.000 
(9.822.522) 


0/31/2007 
HBK  Position 


2,533.341 
14,853.005 


9730/2007 
HBK  Position 


10.000.000 
5.648.564 


10.000,000 
5.848.564 


B.960.000)  (9.960.000) 
(9.960.000)  (9.960.000) 
(4.080.000)         (4.980.000) 


10.000.000 
9.335.418 
9.356.093 
9.335.418 


15.711.000 
7,735.000 
(9,822.522) 


10.000.000 
9.335.418 
9,356,093 
9.335.418 


15.711.000 
7,735.000 
(9,822.522) 


10.000.000 
5.848.564 


(9,960.000) 
(9.980.000) 
(4.980.000) 


10,000,000 
9.335,418 
9.356.093 
9.335.418 


10/31/2007 
HBK  Position 


15.711.000 
7.735.000 
(9.822.522) 


2.533.341 
14.653.005 


15.657.693 
9.967.972 


10,000.000 
5.848.564 


(9.960.000) 
(9.960.000) 


10.000,000 
9.335.41  B 
9,356,093 
9.335.41  B 


11/30/2007 
HBK  Position 


2.533.341 

14,853,005 


15.657,693 
9.067.972 


10,000,000 
5.648.564 


406.080 
(9.960.000) 
(9.960.000) 


15.711,000 
7.735.000 
(9,822.522) 


10.000.000 
9,335.418 
B.356.093 
9.335.418 


12/31/2007 
HBK  Position 


2.533.341 

14.853.005 


13.657.693 
9.987.972 


10.000.000 
5,840,564 


406.080 
(9.960.000) 
(9.960.000) 


15.711.000 
7.735.000 
(9.822.522) 


10.000.000 
9.335,418 
9,356,093 
9.335.418 


2.533.341 
14,853.005 


15,657.693 
9,967.972 


10.000.000 
5,848.564 


406.080 
(9.960.000)1 
(9.960.000) 


15,711.000 
7.735.000 
(9.822.522) 


10,000.000 
9.335.418 
9.356.093 

9.335.41  B 


13.711.000 
7.735.000 
(9,872.522) 
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HBK's  Exposure  to  Gemstone  VII  Collateral 


4/4 


Bends  hald  by  Oamstona  VII 

Cash 

Othar  bonds  from  sarna  ABS 

■/30/2006 

torai/TOM 

1100/2006 

12/31r7006 

1/31/2007 
KBK  Position 

2/2V2O07 
HBK  Position 

3/31/2007 

HBK  Position 

4/30/2007 
HBK  Position 

5/31/2007 
KBK  Position 

6/30/2007 
KBK  Position 

7/31/2007 
HBK  Position 

8/31(7007 

HBK  Position 

0730/2007 
HBK  Position 

10731/2007 

HBK  Position 

11/30/2007 
HBK  Position 

12/31/2007 
HBK  Position 

■t  collateral 

or  COS 
Cash 

SLMA20O8_B_C 

SURF2008_AB1_B2 

SURF2006_AB1_B3 

Cash 
COS 
COS 

SlMA200fl_B..C 

SURF2006_AB1_B3cdlA 
$URF2008_AB  1  _B3cds8 
SURF20Q8_AB  1  _B3odsC 
SURF2O06  AB1  NIM  RESIO 

8.B42;125 

8.842.125 

8.842.125 

8.842.125 

B.  842. 125 

4.751.000 
9.601.600 
9.402.400 
6.842.125 

4.751,000 
8.60 1.600 
9,402.400 
8.842.125 

4,751.000 
9.601.600 
8.402,400 
8.842.125 

4.751.000 
9.601.600 
9.402.400 
8,842.125 

4,751,000 
9,601.600 
9,402.400 
8.842.125 

4,751.000 
9.601.600 
9.402.400 
8.842.125 

4,751,000 
0.601.600 
9.402.400 
8.642,125 

4.751,000 
9.601.600 
9.402,400 
6,642.125 

4,751.000 
9,601.600 
0.402.400 
6.642.125 

4.751.000 
9.601.600 
9.402.400 
fl.642,125 

4.751.000 
9.601.600 
9.402.400 
8.842.125 

Cash 

SURF2008>B3_B1 

2.550.000 

SURF2006_AB3_B3 

Cash 

SURF2006_AB3_B3 
SURF2006_AB3_C_RES1D 
SURF2O0fl_AB3_P_RESID 
5URF2006  AB3N_Resid 

14.108.112 
4.720.000 

14.108.112 
4.720.0OO 

14.108.112 
4.720.000 

14.108.1 12 
4,720.000 

14.108.112 
4.720.000 

14.108.112 
4.720.000 

14.108.112 
4.720.000 

10,092.085 

10.092.085 

10.092.085 

10,092.085 

10,002.085 

10.092.085 

10.092.085 

10.092.085 
170,000 

10.092.085 
170.000 

SVHE2006_EQ1_M10 
TMTS20Q6_17HE_M4 

Cash 
Cash 

SVHE2006_EQ1_M10 
TMTS2008_17HE_N 

12.800,000 

12.800.000 
3.152.249 

11,800,000 
3.152.249 

12.800.000 
3.152.249 

12.600.000 
3.152.248 

12.800.000 
3.153.249 

12.B00.0TO 
3.152.249 

12.800.000 
3.152.249 

12.800,000 
3.152.248 

12.600.000 
3.152.249 

12,600.000 
3.152,249 

12.600.000 
3,152.249 

12.600.000 
3.152.240 

TMTS2006_6Sl_A3 
TMTS2006_8_1A2 

Cash 
Cash 

TMTS2006_65L_A2 
TMTS2006_8_1A2 

32.517.844 
124.541,890 

32.517.844 
109.80t.4fl1 

17.82fl.047 
109.801.461 

17,828.047 
109.801.461 

17.826.047 
109.001,461 

17,626.047 
10S.S01.461 

17.826.047 
109.801.461 

109.601.461 

109.801.461 

109.801.461 

109.801.461 

109.601.461 

87.545,562 

67.545,562 

87.545562 

67.545.562 

WADS20Q6_1A_B 
WFHET2006   1.MH 

CDS 
Cash 

*  Cash 

V*HET2005_3_M11 
WHET2O06_1_MH 

7,552.040 
3,532,500 

7.552.040 
3.532.500 

7.552.040 
3.532.500 

44.539,625 

44.539.625 

44.539.625 

44,539.625 

44.530.625 

44.539,625 
5.916.908 
4.767.149 

44.539.625 
5.916,888 
4.767.149 

'  44,538.625 
5.916.898 
4.767.148 

44.539.625 

44,539,625 
5.916.998 

WFHET2006_1_M9 

CDS 

WFHET2006_1_M9cdtA 
OSAMP2006_WF  1  N.RESD 

5.010.898 

5.916.998 

5.918.998 

5.916.998 
4.767.143 

5.B1 6.998 
4,767,149 

5.916.96B 
'4.767.140 

5.016.998 
4.787.149 

5.916.896 
4,767.149 

5.918.998 
4,767.149 

4.797.149 

4.767.148 

4,767,149 

4.767.149 

|     620,206,328 

S21.22M70 

502.302,71 1 

544.021,515 

401.214.357 

107.710,023 

832,650,130 

1     821,142,756 

709,771,410 

712.049,377 

770.646,560 

|     771.646,5*9 

741,370.671 

743J35.77S 

743421,523 

727,921,533 
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Exhibit  C 
Summary  of  HBK's  Exposure  to  Gemstone  VII  Notes  and  Collateral 

The  chart  below  shows  HBK's  aggregate  exposure  to  the  Gemstone  VII  collateral,  reflecting  the  sum 
of  (a)  exposure  to  the  Gemstone  VII  notes  and  Residual  Interest  (from  Exhibit  A)  and  (b)  exposure  to 
the  Gemstone  VII  collateral  and  other  bonds  issued  by  the  same  ABS  issuers  (from  Exhibit  B),  at  the 
end  of  each  month  from  September  2006  through  December  2007.  Exposure  is  shown  using  the 
same  values  reflected  on  Exhibit  A  (second  chart)  and  Exhibit  B. 
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Exhibit  D 
Monthly  Profits  and  Losses  for  HBK's  Structured  Credit  Business  Unit 

Attached  is  a  chart  showing  the  profits  and  losses  of  HBK's  Structured  Credit  business  unit  on  a 
monthly  basis  during  2007. 

Substantially  all  of  HBK's  mortgage-related  positions  (including  mortgages,  ABS,  CDOs  and  related 
index  products  and  derivatives)  were  held  in  HBK's  Structured  Credit  business  unit.  A  relatively 
small  amount  of  long  positions  in  such  assets  were  held  in  the  firm's  Treasury  and  Developed 
Markets  Fixed  Income  units,  but  no  short  positions  in  such  assets  were  held  outside  of  Structured 
Credit. 
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Total  Profit  (Loss) 

Structured  Credit  Business  Unit 

2007 

Mohth>^>V     ' 

", '"  ;:T6tif^rp'fv{U)ss):  /     \ 

Jan 

8,162,946.09 

Feb 

336,665.66 

Mar 

(50,140,483.30) 

Apr 

(31,599,011.20) 

May 

(8,066,517.86) 

Jun 

(11,855,742.33) 

Jul 

(66,082,039.71) 

Aug 

(38,509,888.97) 

Sep 

(90,157,337.75) 

Oct 

(74,630,874.25) 

Nov 

(111,989,924.67) 

Dec 

(262,705,765.48) 

Grand  Total  for  2007 

(737,237,973.77) 
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From:  Jordan  Mitotan 

Sent:  Tuesday,  January  9,  2007  04:18:33  PM 

To:  Jason  Lowry 

CC:  Greg  Lippmann;  Kevin  Jenks 

Subject:  Re:  Corrected  Final  Approval  Request 

approved  contingent  upon  first  pay  defaults  getting  bought  back  on  the  2  heat  bonds 


"Jason  Lowry"  <JLowry@hbk.eom> 

01/09/2007  11:44  AM 


To 


Greg  Lippmann/NewYork/DBNA/DeuBa@DBAmericas,  Jordan 


Milman/NewYork/DBNA/DeuBa@DBAmericas 

00  "Kevin  Jenks"  <kjenks@hbk.com> 
Subject  Corrected  Final  Approval  Request 


This  is  the  last  BB  list  for  approval.  Could  you  take  a  look? 


spread  speed  price 

BBB-     Ba2       1050      100ppc 


Notional  (000s) 
437096AT7        2500     HEAT  2006-5  B3  Mtge 
81.218750000 

43709NAS2         11000    HEAT  2006-7  B3  Mtge 
77.121093750 
040104NQ0        14000    ARSI 2005-W2  M12  Mtge    BBB-     NR       910       35cpr  85.566406250 


BB+      Ba2      1050       100ppc 


This  e-mail  may  contain  confidential  and/or  privileged  information.  If  you 
are  not  the  intended  recipient  (or  have  received  this  e-mail  in  error) 
please  notify  the  sender  immediately  and  destroy  this  e-mail.  Any 
unauthorized  copying,  disclosure  or  distribution  of  the  material  in  this 
e-mail  is  strictly  forbidden. 


Permanent  Subcommittee  on  Investigations  | 

Wall  Street  &  The  Financial  Crisis 

Report  Footnote  #1373 
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From: 
Sent: 
To: 
Subject: 


Greg  Lippmann 

Monday,  December  1 1 ,  2006  05:37:58  PM 

Kevin  Jenks 

Re:  List  we  want  to  move  to  cdo 


We  want  to  work  together.  Can  we  compromide,  call  it  1  pt  on  those  bonds  and 
I'm  koi  on  the  rest.  I  think  that  is  fairt. 


Sent  from  my  BlackBerry  Handheld. 


Original  Message  

From:  "Kevin  Jenks"  [kjenks@hbk.com] 

Sent:  12/11/2006  04:19  PM 

To:  Greg  Lippmann 

Subject:  RE:  List  we  want  to  move  to  cdo 


One  goes  for  the  other.  I  need  to  rethink  things  as  we  go  forward.  Not  personal  This  is  where  good  paper 
is  trading  and  our  month  end  marks  prove  it.  You  can't  compare  to  the  crap  in  the  market  now.  Just  look 
at  the  aggressive  levels  on  cash  bid  lists. 

From:  Greg  Lippmann 

Sent:  Monday,  December  11,  2006  3:47  PM 

To:  Kevin  Jenks 

Subject:  Re:  List  we  want  to  move  to  cdo 

I.  appreciate  allk  you've  done  and  want  to  continue  the  non  comp.  I've  tried 
to  work  with  you  and  don't  think  my  'ask'  is  that  onerous. 


Sent  from  my  BlackBerry  Handheld. 


Original  Message  

From:  "Kevin  Jenks"  [kjenks@hbk.com] 

Sent:  12/11/2006  02:56  PM 

To:  Greg  Lippmann 

Subject:  RE:  List  we  want  to  move  to  cdo 


Greg,  I  have  been  trying  to  work  with  you.  Doing  trades  just  with  you  and  not  on  bid  lists.  But  we  play  in 
the  higher  quality  part  of  the  market,  I  really  expected  you  to  approve  the  list  as  is.  We  still  have  several 
hundred  million  of  bonds  to  do  in  cds  form  to  do.  The  bonds  that  I  create  have  more  OC  are  better 
collateral  and  better  names.  They  always  trade  at  the  tighter  end  of  the  market  None  are  on  downgrade 
watch  and  are  seasoned,  and  I  really  don't  understand  your  incentive  to  be  doing  this.  We  can  start 
doing  bid  lists. 

Ksvin 


From:  Greg  Lippmann 

Sent:  Friday,  December  08,  2006  4:37  PM 

To:  Kevin  Jenks 

Subject:  RE:  List  we  want  to  move  to  cdo 


we  have  seen  the  fiht  05-d  bbb-  trade  wide.. ..please  work  with  me  on  this...i  am  trying  to  work  with  you 


Permanent  Subcommittee  on  Investigations 
Wall  Street  &  The  Financial  i 
Report  Footnote  #1373 


ligations  I 
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Greg  H.  Lippmann 

Managing  Director 

Deutsche  Bank  Securities  Inc. 

3rd  Floor 

60  Wall  Street 

New  York,  New  York  10005 

Phone  (212)  250-7730 

Fax  (212)  797-2201 

Mobile  (917)  601-1916 

greg.lippmann@db.com 


"Kevin  Jenks"  <kjenks@hbk.com> 

12/08/2006  04:20  PM 


To  Greg  Lippmann/NewYork/DBNA/DeuBa@DBAmericas 
00 
Subject  RE:  List  we  want  to  move  to  cdo 


Greg,  Fremont  overall  is  really  not  trading  badly  just  the  ones  on  downgrade  watch.  Also  from  the  bb  list 
color  which  I  am  sure  you  have  seen.  Good  BB's  are  trading  well.  Also  we  have  the  majority  of  the  bonds 
in  here  that  are  05  vintage  which  is  trading  very  well.  So  I  donl  want  to  lower  them  by  2  pts.  and  even 
yesterdays  bb  list  traded  great  with  the  significant  widening  of  baa3  cds 


From:  Greg  Lippmann 

Sent:  Friday,  December  08,  2006  4:00  PM 

To:  Kevin  Jenks 

Subject:  Re:  List  we  want  to  move  to  cdo 

Ok  approved  but  would  like  to  lower  these  2  pts  each  given  recent  press  on 
fhlt  and  the  significant  widening  in  the  baa3  cds.  Is  that  cool? 

35729PMRBBBBBBBB     3,000.000    ■■■■     FHLT    2005-D    B2    Mtgellll 
■  ■■■■■■     775BBBBB     35c    ■■     ■■■■■■■     86.71875 
362334PWSBBBBBBB    3,000.000    ■■■■    GSAMP    06-FM1    B4    MtgeBBB 
900BBBBB    35c    BB    BBBBBBB     83.69921875 

36245DAV2BBBBBBB     10,217.000    III    GSAMP    06-FM2    B2    MtgeB  B  B 
900BBBBB    lOOppc    BBBBBBB    81.1171875 


Sent  from  my  BlackBerry  Handheld. 


Original  Message  

Prom:  "Kevin  Jenks"  [kjenks@hbk.com] 

Sent:  12/08/2006  03:31  PM 

To:  Greg  Lippmann 

Subject:  List  we  want  to  move  to  cdo 


Please  approve 


spread  speed 

price 

03072SYH2 

4,000.000 

AMSI  2005-R1  M10  Mtge 

800       35c              92.46875 

35729PMR8 

3,000.000 

FHLT  2005-D  B2  Mtge 

775        35c              86.71875 

362334PW8 

3,000.000 

GSAMP  06-FM1  B4  Mtge 

900       35c             83.69921875 

36245DAV2 

10,217.000 

GSAMP  06-FM2  B2  Mtge 

900       100ppc          81.1171875 

437084RJ7 

4,500.000 

HEAT  2005-9  B3  Mtge 

850        100ppc           85.46484375 

437084QK5 

7,500.000 

HEAT  2005-8  B3  Mtge 

850       100ppc          86.84375 

362463AR2 

8,815.000 

GSAMP  06-NC2  B2  Mtge 

800        100ppc           84.69140625 
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October  25, 2006 


Jamiel  Akhtar 

Managing  Director 

HBK  Investments  L.P. 

300  Crescent  Court  Suite  700 

Dallas,  Texas  75201 

Dear  Mr.  Akhtar: 

This  letter  agreement  (this  "Agreement")  confirms  the  understanding  and  agreement  among  (i) 
Deutsche  Bank  Securities  Inc.  (together  with  its  affiliates,  "DBSI"),  (ii)  HBK  Investments  L.P.  (the 
"Company"),  (iii)  HBK  Master  Fund  L.P.  and  HBK  Fixed  Income  Ltd.  (collectively,  the  "HBK  Funds", 
and  together  with  the  Company,  the  "HBK  Entities"),  and  (iv)  Gemstone  CDO  VII  Ltd.,  an  exempted 
company  formed  with  limited  liability  in  the  Cayman  Islands  (the  "Issuer")  with  respect  to  the  proposed 
collateralized  debt  obligation  transaction  described  below: 

1.  Description  of  the  Transaction 

The  parties  hereto  agree,  subject  to  the  terms  and  conditions  set  forth  in  this  Agreement,  that 
DBSI  shall  act  as  structuring  agent,  sole  lead  placement  agent  and  sole  bookrunner  with  respect  to  the 
following: 

(a)  the  acquisition  of  structured  product  securities  (the  "Underlying  Assets")  and  certain 
swaps,  caps,  floors  or  other  derivative  instruments  related  thereto  (the  "Swaps"  and, 
together  with  the  Underlying  Assets,  the  "Collateral")  purchased  by  the  Issuer; 

(b)  the  appointment  of  the  Company  as  the  sole  investment  manager  to  the  Issuer  with 
respect  to  the  Collateral  (in  such  capacity,  the  "Collateral  Manager"),  pursuant  to  a 
management  agreement  to  be  entered  into  between  the  Issuer  and  the  Collateral  Manager 
(the  "Management  Agreement");  and 

(c)  the  offering  of  (i)  multiple  classes  of  notes  rated  investment  grade  or  higher  (the 
"Investment  Grade  Notes")  and  (ii)  one  or  more  classes  of  notes  rated  below  investment 
grade  (the  "Below  Investment  Grade  Notes",  and  together  with  the  Investment  Grade 
Notes,  the  "Notes")  and  preferred  equity  (the  "Preferred  Equity"  and,  together  with  the 
Notes,  the  "Securities")  to  be  issued,  in  each  case,  by  the  Issuer,  with  services  provided 
by  DBSI  as  outlined  in  paragraph  2  of  this  Agreement  ((a)  through  (c),  collectively,  the 
"Transaction"). 

It  is  anticipated  that  the  Securities  will  have  an  approximate  aggregate  initial  principal  and 
notional  balance  of  up  to  $750  million  (the  initial  principal  and  notional  balance  of  the  Transaction  is  the 
"Transaction  Size"). 

2.  DBSPs  Services 

In  connection  with  the  Transaction,  the  parties  hereto  agree  that  DBSI  shall  provide,  and,  where 
relevant,  the  Company  will  assist  DBSI  in  providing,  services  including,  but  not  limited  to,  the  following: 

This  letter  does  not  constitute  an  offer  to  underwrite  or  seD  securities.  This  letter  does  not  present  all  of  the  terms,  conditions,  covenants,  representations,  warranties 
and  other  provisions  which  will  be  contained  in  the  definitive  legal  documentation  for  the  transaction  described  hereby.  Those  matters  that  are  not  covered  or  made 
clear  in  this  letter  are  subject  to  mutual  agreement  of  the  parties.  Any  transaction  will  be  subject  to,  among  other  things,  satisfactory  due  diligence,  final  credit 
approval,  documents,  filings  and  opinions  acceptable  to  counsel  and  the  execution  of  mutually  acceptable  definitive  documentation. 
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(a)  advising  the  Issuer  and  the  Company  on  selection  and  acquisition  of  the  Underlying 
Assets; 

(b)  structuring  the  Transaction,  including  evaluation  of  the  effect  of  various  structural 
alternatives  and  the  potential  economic  and  market  impact  of  such  alternatives; 

(c)  assisting  the  Issuer  and  the  Company  in  managing  the  Transaction  process; 

(d)  advising  the  Issuer  and  the  Company  on  the  scope  of  due  diligence  for  the  Underlying 
Assets; 

(e)  obtaining  credit  ratings  on  the  Notes  from  at  least  two  rating  agencies  (each,  a  "Rating 
Agency"),  which  shall  consist  of  at  least  Standard  &  Poor's  Ratings  Services  and  one  of 
Moody's  Investors  Service,  Inc.  and  Fitch,  Inc.; 

(f)  assist  the  Issuer  and  the  Company  in  obtaining  a  financial  guaranty  insurance  policy,  if 
applicable,  from  one  of  Ambac  Assurance  Corporation,  CIFG  Group,  Financial  Security 
Assurance  Inc.,  MBIA  Insurance  Corporation,  XL  Capital  or  any  other  firm  mutually 
agreed  by  DBSI  and  the  Company  (each,  a  "Bond  Insurer"); 

(g)  assisting  the  Issuer  and  the  Company  in  evaluating  and  retaining  third  party  Transaction 
participants,  including  any  trustees,  SPV  administrators,  all  Transaction  counsel,  printer, 
accountants  and  such  other  parties  and  Transaction  services  mat  may  be  desired; 

(h)  developing  necessary  modeling  and  collateral  tracking  tools  for  the  Transaction,  with  all 
such  materials  to  be  shared  with  the  Company; 

(i)  assisting  the  Issuer,  the  Company  and  their  counsel  in  coordinating  efforts  to  achieve 
timely  and  efficient  documentation  and  closing  of  the  Transaction; 

(j)  assisting  in  the  preparation  of  any  offering  or  information  memorandum,  or  other  offering 
document,  in  respect  of  the  Securities,  including  any  amendments  or  supplements  thereto 
(collectively,  the  "Offering  Documents")  and,  in  the  preparation  of  supplemental 
marketing  materials,  including  any  confidential  information  memorandum,  a  roadshow 
presentation,  cash  flow  analyses  and  other  summary  information  in  connection  with  the 
Transaction  (the  "Marketing  Materials");  other  than,  in  either  instance,  the  preparation 
of  any  Company  Materials,  which  shall  be  the  responsibility  of  the  Company; 

(k)  acting  as  sole  lead  placement  agent  and  sole  bookrunner  for  an  offering  of  the  Securities 
that  is  exempt  from  the  registration  requirements  of  the  Securities  Act  of  1933,  as 
amended,  pursuant  to  Section  4(2),  Rule  144A  and/or  Regulation  S,  where  applicable; 

(1)  subject  to  internal  credit  approval,  provide  a  facility  to  the  Issuer  to  allow  the  Issuer  to 
purchase  Underlying  Assets  prior  to  the  closing  date  of  the  Transaction  and  allow  the 
Issuer  to  continue  to  hold  such  collateral  after  the  closing  date,  in  each  case  on  terms 
acceptable  to  both  the  Company  and  DBSI,  with  certain  risks  included  in  such  facility 

This  letter  doei  not  constitute  an  offer  to  underwrite  or  sell  securities.  This  letter  does  not  present  all  of  the  terms,  conditions,  covenants,  representations,  warranties 
and  other  provisions  which  wili  be  contained  in  the  definitive  legal  documentation  for  the  transaction  described  hereby.  Those  matters  that  are  not  covered  or  made 
clear  in  this  letter  are  subject  to  mutual  agreement  of  the  parties.  Any  transaction  will  be  subject  to,  among  other  things,  satisflictory  due  diligence,  final  credit 
approval,  documents,  filings  and  opinions  acceptable  to  counsel  and  the  execution  of  mutually  acceptable  definitive  documentation. 
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apportioned  between  DBSI  and  the  Company,  or  an  affiliate  of  the  Company,  on  terms  to 
be  set  forth  in  the  Risk  Sharing  Agreement  to  be  entered  into  by  the  Issuer,  the  Company 
or  its  affiliate,  and  DBSI; 

(m)  assisting  the  Issuer  and  the  Company  in  designing  a  hedging  strategy  if  such  strategy  is 
deemed  necessary  or  appropriate  by  the  Issuer  and  the  Company  in  connection  with  the 
Transaction  and,  if  acceptable  to  the  Rating  Agencies,  the  Company,  DBSI  and  the 
Issuer,  providing  or  arranging  to  provide  such  hedges;  and 

(n)  if  applicable  and  subject  to  credit  and  management  approval  by  DBSI  and  Deutsche  Bank 
AG  London,  providing  a  facility  to  the  Company,  or  an  affiliate  of  the  Company,  to  allow 
the  Company  or  such  affiliate  to  purchase  100%  of  the  triple-B  rated  Notes  on  the  closing 
date  of  the  Transaction  (the  terms  of  such  facility  are  summarized  in  Exhibit  A). 

3.  The  Responsibilities  of  the  Issuer  and  the  Company 

In  connection  with  DBSI's  services  as  described  in  paragraph  2,  the  Issuer  and  the  Company 
agree,  subject  to  the  terms  and  conditions  set  forth  in  this  Agreement,  as  follows: 

(a)  with  respect  to  the  offering  of  any  Securities  in  connection  with  this  Agreement,  the 
Company  shall  cause  the  Issuer  to  designate  DBSI  as  the  lead  placement  agent  and  sole 
bookrunner  with  respect  to  the  Securities  subject  to  negotiation  and  execution  of 
appropriate  agreements.  DBSI  will,  as  the  book-running  manager,  manage  the  placement 
process  related  to  the  sale  of  the  Securities,  with  authority  to  allocate  Securities  (other 
than  the  Securities  referenced  in  clause  (b)  below)  in  DBSI's  discretion,  after 
consultation  with  the  Company,  taking  into  account  the  timing  of  firm  orders  on  each 
class  of  Securities; 

(b)  the  Company,  or  an  HBK  Entity  (as  defined  herein)  or  an  affiliate  thereof,  shall  purchase 
on  the  Closing  Date  all  of  the  Below  Investment  Grade  Notes  and  all  of  the  Preferred 
Equity  (such  purchasing  entity,  the  "Securities  Purchaser"  and  such  securities,  the 
"Subscribed  Securities");  provided  that  DBSI  may,  with  the  Company's  consent, 
purchase  and  place  all  or  a  portion  of  the  Preferred  Equity.  In  addition,  on  or  prior  to  the 
pricing  of  the  transaction,  DBSI  will  set  the  coupon  on  the  triple-B  rated  Notes  (in  good 
faith  and  in  its  own  discretion)  within  50  basis  points  of  market  indication  levels  of 
discount  margin  ("DM")  at  the  time  of  issuance  with  an  assumption  that  such  Notes  will 
be  issued  at  par.  HBK  will  have  the  right  of  first  refusal  to  purchase  the  notes  if  the 
triple-B  rated  Notes  are  issued  at  a  DM  of  3.25%  or  higher, 

(c)  with  respect  to  the  purchase  of  the  Subscribed  Securities,  the  Securities  Purchaser, 
represents  and  warrants  that: 

(i)  it  is  a  "Qualified  Institutional  Buyer"  as  defined  in  Rule  144A  under  the 
Securities  Act  of  1933,  as  amended,  and  is  purchasing  the  Subscribed  Securities 
for  its  own  account  and  not  with  a  view  to  distribution, 


This  tetter  does  not  constitute  an  offer  to  underwrite  or  sell  securities.  This  letter  does  not  present  all  of  the  terms,  conditions,  covenants,  representations,  warranties 
and  other  provisions  which  will  he  contained  in  the  definitive  legal  documentation  for  the  transaction  described  hereby.  Those  matters  that  are  not  covered  or  made 
dear  in  this  letter  are  subject  to  mutual  agreement  of  the  parties.  Any  transaction  will  be  subject  to,  among  other  things,  satisfactory  due  diligence,  final  credit 
approval,  documents,  filings  and  opinions  acceptable  to  counsel  and  the  execution  of  mutually  acceptable  definitive  documentation. 
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(ii)  it  is  a  "Qualified  Purchaser"  as  defined  in  Section  2(a)(51)(A)  of  the  Investment 
Company  Act  of  1940  as  amended,  and 

(iii)  for  the  entire  time  it  owns,  directly  or  indirectly,  Subscribed  Securities,  it  will  not 
be  (i)  an  employee  benefit  plan  (as  defined  in  Section  3(3)  of  the  Employee 
Retirement  Income  Security  Act  of  1974,  as  amended  ("ERISA")),  whether  or 
not  it  is  subject  to  the  provisions  of  Title  I  of  ERISA  (ii)  a  plan  described  in 
Section  4975(e)(1)  of  the  Internal  Revenue  Code  of  1986,  as  amended,  or  (iii)  an 
entity  whose  underlying  assets  include  plan  assets  by  reason  of  a  plan's 
investment  in  the  entity  or  otherwise  under  ERISA; 

(d)  the  Company  covenants  to  execute,  or  an  HBK  Entity  (as  defined  herein)  or  an  affiliate 
thereof  shall  execute,  prior  to  the  Closing  Date  a  customary  subscription  agreement  in 
relation  to  the  purchase  of  the  Subscribed  Securities; 


(e) 


the  Company  and  the  Issuer  shall  prepare,  or  otherwise  cause  to  be  prepared,  Offering 
Documents  relating  to  the  Securities  containing  all  required  and  appropriate  disclosures; 

(f)  on  the  Closing  Date,  the  Company  shall  furnish  to  DBSI  (i)  a  10b-5  letter  in  regard  to  the 
Company  Materials  and  (ii)  other  corporate  and  enforceability  opinions  of  counsel  for  the 
Company  with  respect  to  the  Company's  activities,  each  of  which  will  be  dated  the 
Closing  Date  and  in  form  and  substance  mutually  agreeable  (subject  to  customary 
provisions)  to  the  Company  and  DBSI; 

(g)  with  respect  to  any  placement  of  Securities,  the  HBK  Entities  will  cooperate  folly. with 
DBSI  and  provide  such  information  and  take  such  actions  (including  all  sales  and 
marketing  assistance)  as  may  be  reasonably  requested  by  DBSI  to  effect  the  issuance  and 
sale  of  the  Securities  (including  but  not  limited  to  telephonic  and  personal  attendance  of 
Company  representatives  at  presentations  to  investors  and  the  registration  or  qualification 
of  the  Securities  in  mutually  agreed-upon  jurisdictions).  The  Company  shall  make 
available  to  DBSI  all  information  that  is  directly  related  to  the  Transaction  concerning  the 
business,  assets,  operations,  financial  condition  and  prospects  of  the  Company  that  DBSI 
reasonably  requests  in  connection  with  the  performance  of  its  obligations  and  the 
preparation  of  the  Offering  Documents  and  Marketing  Materials  (the  "Company 
Materials").  AH  such  information  shall  be  complete  and  accurate  and  not  misleading. 
The  Company  shall  continue  to  advise  DBSI  regarding  any  material  developments  or 
matters  relating  to  the  Company  that  occur  during  the  term  of  DBSI's  engagement 
hereunder;  and  notwithstanding  anything  to  the  contrary  contained  herein  or  any  oral 
representations  or  assurances  previously  or  subsequently  made  by  the  parties,  DBSI's 
obligation  to  place  any  Securities  or  to  provide  any  financing  for  the  Underlying  Assets 
to  be  acquired  in  anticipation  of  the  closing  of  the  Transaction  or  for  the  Subscribed. 
Securities  from  and  after  the  Closing  Date  is  subject  to  the  execution  by  the  Issuer,  the 
Company  and/or  DBSI,  where  applicable,  of  a  final,  definitive  placement  agent 
agreement,  a  final,  definitive  subscription  agreement,  financing  agreements,  warehousing 
agreements  and  indemnification  agreements,  as  the  case  may  be,  containing  customary 
representations,  warranties,  covenants,  indemnification  provisions  and  closing  conditions, 

This  letter  does  not  constitute  an  offer  to  underwrite  or  sell  securities.  This  letter  does  not  present  all  of  the  terms,  conditions,  covenants,  representations,  warranties 
and  other  provisions  which  will  be  contained  in  the  definitive  legal  documentation  for  the  transaction  described  hereby.  Those  matters  that  are  not  covered  or  made 
clear  in  this  letter  are  subject  to  mutual  agreement  of  the  parties.  Any  transaction  will  be  subject  to,  among  other  things,  satisfactory  due  diligence,  final  credit 
approval,  documents,  filings  and  opinions  acceptable  to  counsel  and  the  execution  of  mutually  acceptable  definitive  documentation. 
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and  the  satisfaction  of  each  of  such  conditions,  as  well  as  the  absence  of  any  events  set 
forth  therein  which  would  permit  DBSI  to  terminate  such  agreement,  and  also  to  the 
satisfaction  of  each  of  the  following  conditions: 

(i)  the  satisfactory  completion  by  DBSI  of  its  due  diligence  investigation  of  the 
Company  and  the  Underlying  Assets;  and 

(ii)  there  not  having  occurred  (x)  any  material  adverse  change  or  any  development 
involving  a  prospective  material  adverse  change  in  the  business,  operations,  or 
condition  (financial  or  otherwise)  of  the  Company,  whether  or  not  arising  in  the 
ordinary  course  of  business,  or  (y)  any  material  adverse  change  in  the  Underlying 
Assets,  in  each  case,  which  would,  in  the  reasonable  judgment  of  DBSI,  make  it 
inadvisable  or  impracticable  to  proceed  with  any  offering  or  financing  of  the 
Securities. 

4.  Compensation 

(a)  As  compensation  for  the  services  rendered  by  DBSI  hereunder,  the  Issuer  shall  pay  from 
the  proceeds  of  the  Transaction  on  the  Closing  Date  a  structuring  and  placement  fee  equal  to  the  sum  of 
(i)  the  product  of  (a)  0.75%  and  (b)  the  aggregate  principal  balance  of  Investment  Grade  Notes  issued  by 
the  Issuer  (the  "Initial  Note  Balance")  up  to  $350  million,  (ii)  the  product  of  (a)  0.65%  and  (b)  the  Initial 
Note  Balance  in  excess  of  $350  million  and  (iii)  the  product  of  (a)  4.00%  and  (b)  the  amount  of  Preferred 
Equity  purchased  and  placed  by  DBSI  (the  "Structuring  and  Placement  Fee"). 

(b)  The  parties  hereto  anticipate  mat  on  the  Closing  Date  the  Issuer  and  the  Company  shall 
enter  into  the  final  Management  Agreement  whereby  the  Issuer  shall  agree  to  pay  the  Company  a  fee 
equal  to  0.30%  per  annum  (the  "Collateral  Management  Fee"),  calculated  based  on  the  aggregate 
principal  balance  of  Underlying  Assets  as  of  the  first  day  of  the  related  collection  period  and  payable  on 
each  payment  date  prior  to  the  senior  most  class  of  Notes,  in  accordance  with  the  priority  of  distributions 
set  forth  in  the  Indenture. 

The  parties  hereto  acknowledge  that  the  management  fee  in  the  final  Management  Agreement 
may  differ  from  the  above,  with  the  consent  of  the  Company,  in  order  to  result  in  a  marketable  transaction 
for  the  Securities  and  such  amended  management  fee  shall  supersede  the  above  set  forth  Collateral 
Management  Fee. 

5.  Matters  Relating  to  DBSI 

In  connection  with  any  offering  of  Securities,  each  of  the  Issuer  and  the  Company  acknowledges 
that  DBSI  is  engaged  in  securities  trading  and  brokerage  activities,  as  well  as  the  provision  of  investment 
banking  and  financial  advisory  services.  In  the  ordinary  course  of  trading  and  brokerage  activities,  DBSI 
and  its  affiliates  may  at  any  time  hold  long  or  short  positions,  and  may  trade  or  otherwise  effect 
transactions,  for  their  own  account  or  the  accounts  of  customers,  in  debt  or  equity  securities  of  entities 
that  may  be  involved  in  the  Transaction  contemplated  hereby.  DBSI  recognizes  its  responsibility  for 
compliance  with  federal  securities  laws  in  connection  with  such  activities. 

This  later  does  not  constitute  an  offer  to  underwrite  or  sell  securities.  This  letter  does  not  present  all  of  the  terms,  conditions,  covenants,  representations,  warranties 
and  other  provisions  which  will  be  contained  in  the  definitive  legal  documentation  for  the  transaction  described  hereby.  Those  matters  that  are  not  covered  or  made 
dear  in  this  letter  are  subject  to  mutual  agreement  of  the  parries.  Any  transaction  will  be  subject  to,  among  other  things,  satisfactory  due  diliBence.  final  credit 
approval,  documents,  filings  and  opinions  acceptable  to  counsel  and  the  execution  of  mutually  acceptable  definitive  documentation. 
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Each  of  the  Issuer  and  the  Company  acknowledges  and  agrees  mat  DBSI  is  not,  and  does 
not  hold  itself  out  to  be,  an  advisor  as  to  legal,  tax,  accounting  or  regulatory  matters  in  any  jurisdiction. 
The  Issuer  and  the  Company  shall  consult  with  their  own  advisors  concerning  such  matters  and  shall  be 
responsible  for  making  their  own  independent  investigation  and  appraisal  of  the  risks,  benefits  and 
suitability  of  the  transactions  contemplated  by  this  Agreement,  and  DBSI  shall  have  no  responsibility  or 
liability  to  the  Issuer  or  the  Company  with  respect  thereto. 

6.  Exclusivity 

The  Company  hereby  agrees  that  prior  to  the  earlier  to  occur  of  (i)  the  Closing  Date  and  (ii)  the 
termination  of  this  Agreement  in  accordance  with  paragraph  13  below,  none  of  the  Company,  any  of  its 
subsidiaries  or  any  fund  controlled  by  the  Company  or  any  such  subsidiary  will,  without  the  prior  written 
consent  of  DBSI,  market  at  the  same  time  as  the  transactions  contemplated  herein,  any  collateralized  debt 
obligation  transactions  the  underlying  collateral  of  which  consists  primarily  of  asset-backed  securities  or 
mortgage-backed  securities,  including  in  synthetic  form  (a  "Similar  Transaction");  provided  mat  (i)  the 
Company  may  market  a  Similar  Transaction  at  any  time  if  DBSI  (or  its  successor,  if  any)  is  no  longer 
pursuing  or  structuring  collateralized  debt  obligations  (any  of  the  foregoing,  a  "DBSI  Exit")  and  (ii)  the 
Company  may  enter  into  a  transaction  to  warehouse  collateral  for  a  Similar  Transaction  so  long  as  the 
marketing  for  such  Similar  Transaction  does  not  begin  before  the  Closing  Date  of  the  Transaction. 

7.  Transaction  Expenses 

The  Issuer  will  pay  when  due  but  no  later  than  the  Closing  Date  any  costs  (all  fees,  expenses  and 
any  sales,  use  or  similar  taxes,  collectively  the  "Costs")  due  in  connection  with  the  Transaction,  including 
such  fees  and  expenses  incurred  by  all  counsel  to  the  Transaction  (such  fees  and  expenses  to  include  any 
disbursements),  accountants,  trustees,  paying  agents,  listing  agents,  securities  intermediaries,  hedge 
counterparties,  the  Company  (limited  to  out-of-pocket  expenses),  the  Collateral  Manager,  DBSI  (limited 
to  out-of-pocket  expenses),  printer,  SPV  administrators,  each  Rating  Agency,  and  such  other  transaction 
parties  approved  by  both  the  Company  and  DBSI.  In  the  event  that  the  Transaction  does  not  close,  all 
Costs  shall  be  borne  equally  by  the  Company  and  DBSI,  provided  that  each  of  the  Company  and  DBSI 
will  pay  their  respective  out-of-pocket  expenses.  However,  if  the  Transaction  does  not  close  due  to  any 
DBSI  Breach  (other  than,  where  relevant,  if  the  Company  has  failed  to  assist  in  the  provision  of  those 
services  or  has  otherwise  frustrated  DBSI's  ability  to  perform  such  services)  or  any  DBSI  Exit,  then  all 
Costs  will  be  borne  by  DBSI.  If  the  offering  of  Notes  cannot  be  completed  due  to  (x)  the  inability  or 
refusal  of  the  Company  without  cause  to  purchase  any  Subscribed  Securities  it  has  committed  to  purchase 
pursuant  to  the  terms  of  the  subscription  agreement  relating  thereto  or  (y)  a  breach  by  the  Company  of  its 
obligations  under  the  Interim  Collateral  Management  Agreement  or  any  other  document  to  be  executed 
prior  to  the  Closing  Date  in  connection  with  the  Transaction,  then  all  Costs  shall  be  borne  by  the 
Company.  "DBSI  Breach"  shall  mean  gross  negligence,  willful  misconduct,  fraud,  criminal  conduct,  or 
material  breach  of  DBSI's  obligations  under  this  Agreement. 

8.  Indemnification  between  the  Issuer  and  DBSI 

The  Issuer  shall: 


This  later  does  not  constitute  «n  offer  to  underwrite  or  icD  securities.  This  letter  does  not  present  «n  of  the  terms,  conditions,  covenants,  representations,  warranties 
and  other  provisions  which  will  be  contained  in  the  definitive  legal  documentation  for  the  transaction  described  hereby.  Those  matters  that  are  not  covered  or  made 
clear  in  this  letter  are  subject  to  mutual  agreement  of  the  parties.  Any  transaction  will  be  subject  to,  among  other  things,  satisfactory  due  diligence,  final  credit 
approval,  documents,  filings  and  opinions  acceptable  to  counsel  and  the  execution  of  mutually  acceptable  definitive  documentation. 
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(a)  indemnify  DBSI  and  each  other  Indemnified  Person  (as  hereinafter  defined)  and  hold  it 
harmless  against  any  and  all  losses,  claims,  damages  or  liabilities  to  which  DBSI  or  such 
other  Indemnified  Person  may  become  subject  (i)  arising  out  of  or  based  upon  any  untrue 
statement  or  alleged  untrue  statement  of  a  material  fact  contained  in  the  Offering 
Documents  or  in  any  other  written  or  oral  communication  provided  by  or  on  behalf  of  the 
Issuer  to  any  actual  or  prospective  purchaser  of  the  Securities  or  arising  out  of  or  based 
upon  the  omission  or  alleged  omission  to  state  therein  a  material  fact  required  to  be  stated 
therein  or  necessary  in  order  to  make  the  statements  therein,  in  the  light  of  the 
circumstances  under  which  they  were  made,  not  misleading  (except  information 
describing  DBSI  that  is  provided  by  DBSI  specifically  for  use  in  the  Offering  Documents 
(the  "DBSI  Information"))  or  (ii)  arising  in  any  manner  out  of  or  in  connection  with  the 
services  or  matters  which  are  the  subject  of  this  Agreement,  including,  without  limitation, 
the  offer  and  sale  of  the  Securities;  provided,  that  the  Issuer  shall  not  be  liable  under 
clause  (ii)  to  an  Indemnified  Person  under  this  paragraph  in  respect  of  any  loss,  claim, 
damage,  liability  or  expense  to  the  extent  that  it  is  finally  judicially  determined  that  such 
loss,  claim,  damage  or  liability  resulted  directly  from  the  gross  negligence  or  willful 
misconduct  of  such  Indemnified  Person  in  the  performance  of  its  services  hereunder;  and 

(b)  reimburse  DBSI  and  each  other  Indemnified  Person  promptly  upon  demand  for  any  legal 
or  other  expenses  reasonably  incurred  by  it  in  connection  with  investigating,  preparing  to 
defend  or  defending,  providing  evidence  in  or  preparing  to  serve  or  serving  as  a  witness 
with  respect  to,  or  otherwise  relating  to  any  lawsuits,  investigations,  claims  or  other 
proceedings  arising  in  any  manner  out  of  or  in  connection  with  the  rendering  of  services 
by  DBSI  hereunder;  provided,  that  in  the  event  a  final  judicial  determination  is  made  to 
the  effect  specified  in  subparagraph  (a)  above,  each  Indemnified  Person  will  remit  to  the 
Issuer  any  amounts  reimbursed  to  it  under  this  subparagraph  (b). 

The  Issuer  agrees  that  the  indemnification  and  reimbursement  commitments  set  forth  above  shall 
apply  if  the  Company,  the  Issuer  or  DBSI  is  a  formal  party  to  any  such  lawsuits,  claims  or  other 
proceedings,  and  that  such  commitments  shall  extend  upon  the  terms  set  forth  in  this  paragraph  to  any 
controlling  person,  affiliate,  director,  officer,  employee  or  agent  of  DBSI  (each,  with  DBSI,  an 
"Indemnified  Person").  The  Issuer  further  agrees  that,  without  DBSI's  prior  written  consent,  which 
consent  shall  not  be  unreasonably  withheld,  it  will  not  enter  into  any  settlement  of  a  lawsuit,  claim  or 
other  proceeding  arising  out  of  the  transactions  contemplated  by  this  Agreement  unless  such  settlement 
includes  an  explicit  and  unconditional  release  from  the  party  bringing  such  lawsuit,  claim  or  other 
proceeding  of  all  Indemnified  Persons.  The  Issuer  shall  not  be  liable  under  this  Agreement  on  account  of 
any  settlement  entered  into  by  any  Indemnified  Person  unless  the  terms  thereof  have  been  approved  in 
writing  by  the  Issuer  (which  approval  shall  not  be  unreasonably  withheld). 

If  indemnification  is  to  be  sought  hereunder  by  an  Indemnified  Person,  then  such  Indemnified 
Person  shall  promptly  notify  the  Issuer  of  the  commencement  of  any  action  or  proceeding  in  respect 
thereof;  provided,  that  the  failure  so  to  notify  the  Issuer  shall  not  relieve  the  Issuer  from  any  liability  that 
it  may  have  to  such  Indemnified  Person  pursuant  to  this  paragraph  except  to  the  extent  the  Issuer  has  been 
prejudiced  in  any  material  respect  by  such  failure  or  from  any  liability  that  it  may  have  to  such 
Indemnified  Person  other  than  pursuant  to  this  paragraph.  Notwithstanding  the  above,  following  such 
notification,  the  Issuer  may  elect  in  writing  to  assume  and  shall  have  the  right  to  control  the  defense  of 

This  letter  does  not  constitute  an  offer  to  underwrite  or  sell  securities.  This  letter  does  not  present  all  of  the  terms,  conditions,  covenants,  representations,  warranties 
and  other  provisions  which  will  be  contained  in  the  definitive  legal  documentation  for  the  transaction  described  hereby.  Those  matters  that  are  not  covered  or  made 
clear  in  this  letter  are  subject  to  mutual  agreement  of  the  parties.  Any  transaction  will  be  subject  to,  among  other  things,  satisfactory  due  diligence,  final  credit 
approval,  documents,  filings  and  opinions  acceptable  to  counsel  and  the  execution  of  mutually  acceptable  definitive  documentation. 
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such  action  or  proceeding,  and,  upon  such  election,  it  shall  not  be  liable  for  any  legal  costs  subsequently 
incurred  by  such  Indemnified  Person  (other  than  reasonable  costs  of  investigation  and  providing 
evidence)  in  connection  therewith,  unless:  (i)  the  Indemnified  Person  reasonably  determines  that  there 
may  be  legal  defenses  available  to  it  which  are  different  from  or  in  addition  to  those  available  to  the 
Issuer;  (ii)  the  Issuer  has  failed  to  provide  counsel  reasonably  satisfactory  to  such  Indemnified  Person  in  a 
timely  manner;  or  (iii)  counsel  which  has  been  provided  by  the  Issuer  reasonably  determines  mat  its 
representation  of  such  Indemnified  Person  would  present  it  with  a  conflict  of  interest.  In  connection  with 
any  one  action  or  proceeding,  the  Issuer  shall  not  be  responsible  for  the  fees  and  expenses  of  more  than 
one  separate  law  firm  in  any  one  jurisdiction  for  all  Indemnified  Persons. 

The  Issuer  and  DBSI  agree  that  if  any  indemnification  or  reimbursement  sought  pursuant  to  this 
paragraph  8  is  judicially  determined  to  be  unavailable  for  a  reason  other  than  the  gross  negligence  or 
willful  misconduct  of  the  Indemnified  Person,  then,  whether  or  not  DBSI  is  the  Indemnified  Person,  the 
Issuer  and  DBSI  shall  contribute  to  the  losses,  claims,  damages,  liabilities  and  expenses  for  which  such 
indemnification  or  reimbursement  is  held  unavailable:  (i)  in  such  proportion  as  is  appropriate  to  reflect 
the  relative  benefits  to  the  Issuer  on  the  one  hand,  and  DBSI  on  the  other  hand,  in  connection  with  the 
transactions  to  which  such  indemnification  or  reimbursement  relates;  or  (ii)  if  the  allocation  provided  by 
clause  (i)  above  is  judicially  determined  not  to  be  permitted,  in  such  proportion  as  is  appropriate  to  reflect 
not  only  the  relative  benefits  referred  to  in  clause  (i)  but  also  the  relative  faults  of  the  Issuer  on  the  one 
hand,  and  DBSI  on  the  other  hand,  as  well  as  any  other  equitable  considerations;  provided,  that  in  no 
event  shall  the  amount  to  be  contributed  by  DBSI  pursuant  to  this  paragraph,  paragraph  9  and  paragraph 
10  exceed  the  amount  of  the  fees  actually  received  by  DBSI  hereunder. 

9.  Indemnification  between  the  HBK  Funds  and  DBSI 

The  HBK  Funds  shall: 

(a)  indemnify  DBSI  and  each  other  Indemnified  Person  (as  defined  above)  and  hold  it 
harmless  against  any  and  all  losses,  claims,  damages  or  liabilities  to  which  DBSI  or  such 
other  Indemnified  Person  may  become  subject  (i)  arising  out  of  or  based  upon  (x)  any 
untrue  statement  or  alleged  untrue  statement  of  a  material  fact  contained  in  any 
information  regarding  the  Company  provided  by  the  Company  (including,  among  other 
things,  the  Company  Materials)  specifically  for  use  in  the  Offering  Documents  or  any 
Marketing  Materials  or  (y)  any  other  information  provided  by  the  Company  specifically 
for  use  in  any  written  materials  given  to  any  actual  or  prospective  purchaser  of  the 
Securities  or  arising  out  of  or  based  upon,  in  the  case  of  the  information  described  in  (x) 
or  (y)  above  (such  information,  the  "Offering  Materials"),  the  omission  or  alleged 
omission  to  state  in  the  Offering  Materials  a  material  fact  related  to  the  Company 
required  to  be  stated  in  the  Offering  Materials  or  necessary  in  order  to  make  the 
statements  in  the  Offering  Materials,  in  the  light  of  the  circumstances  under  which  they 
were  made,  not  misleading,  or  (ii)  arising  out  of  or  in  connection  with  a  Collateral 
Manager  Breach  (as  defined  in  the  Interim  Collateral  Management  Agreement); 
provided,  however,  that  the  HBK  Funds  shall  not  be  liable  to  an  Indemnified  Person 
under  this  paragraph  in  respect  of  any  loss,  claim,  damage,  liability,  or  expense  to  the 
extent  that  it  is  finally  judicially  determined  (or  in  arbitration)  that  such  loss,  claim, 
damage,  liability  or  expense,  resulted  directly  from  the  gross  negligence,  willful 

Thij  letter  does  nol  constitute  an  offer  to  underwrite  or  sell  securities.  This  letter  does  not  present  all  of  the  terms,  conditions,  covenants,  representations,  warranties 
and  other  provisions  which  will  be  contained  in  the  definitive  legal  documentation  for  the  transaction  described  hereby.  Those  matters  that  are  not  covered  or  made 
clear  in  this  letter  are  subject  to  mutual  agreement  of  the  parties.  Any  transaction  will  be  subject  to,  among  other  things,  satisftctory  due  diligence,  final  credit 
approval,  documents,  filings  and  opinions  acceptable  to  counsel  and  the  execution  of  mutually  acceptable  definitive  documentation. 
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misconduct,  or  fraud  of  such  Indemnified  Person  in  the  performance  of  its  services 
hereunder,  and 

(b)  reimburse  DBSI  and  each  other  Indemnified  Person  promptly  upon  demand  for  any  legal 
or  other  expenses  reasonably  incurred  by  it  in  connection  with  investigating,  preparing  to 
defend  or  defending,  providing  evidence  in  or  preparing  to  serve  or  serving  as  a  witness 
with  respect  to,  or  otherwise  relating  to  any  lawsuits,  investigations,  claims  or  other 
proceedings  arising  in  any  manner  out  of  or  in  connection  with  a  claim  pursuant  to 
subparagraph  (a)  above;  provided,  however,  that  the  HBK  Funds  shall  not  be  liable  to  an 
Indemnified  Person  under  this  paragraph  in  respect  of  any  loss,  claim,  damage,  liability 
or  expense  to  the  extent  that  it  is  finally  judicially  determined  (or  in  arbitration)  that  such 
loss,  claim,  damage,  liability  or  expense,  resulted  directly  from  the  gross  negligence, 
willful  misconduct,  or  fraud  of  such  Indemnified  Person  in  the  performance  of  its 
services  hereunder. 

The  HBK  Funds  agree  that  the  indemnification  and  reimbursement  commitments  set  forth  above 
shall  apply  if  either  the  Company,  the  Issuer  or  DBSI  is  a  formal  party  to  any  such  lawsuits,  claims  or 
other  proceedings,  and  that  such  commitments  shall  extend  upon  the  terms  set  forth  in  this  paragraph  to 
any  Indemnified  Person.  The  HBK  Funds  further  agree  that,  without  DBSI's  prior  written  consent,  which 
consent  shall  riot  be  unreasonably  withheld,  it  will  not  enter  into  any  settlement  of  a  lawsuit,  claim  or 
other  proceeding  arising  out  of  the  transactions  contemplated  by  this  Agreement  unless  such  settlement 
includes  an  explicit  and  unconditional  release  from  the  party  bringing  such  lawsuit,  claim  or  other 
proceeding  of  all  Indemnified  Persons.  The  HBK  Funds  shall  not  be  liable  under  this  Agreement  on 
account  of  any  settlement  entered  into  by  any  Indemnified  Person  unless  the  terms  thereof  have  been 
approved  in  writing  by  the  HBK  Funds  (which  approval  shall  not  be  unreasonably  withheld). 

If  indemnification  is  to  be  sought  hereunder  by  an  Indemnified  Person,  then  such  Indemnified 
Person  shall  promptly  notify  the  HBK  Funds  of  the  commencement  of  any  action  or  proceeding  in  respect 
thereof;  provided,  that  the  failure  so  to  notify  the  HBK  Funds  shall  not  relieve  the  HBK  Funds  from  any 
liability  that  it  may  have  to  such  Indemnified  Person  pursuant  to  mis  paragraph  except  to  the  extent  the 
HBK  Funds  have  been  prejudiced  in  any  material  respect  by  such  failure  or  from  any  liability  that  it  may 
have  to  such  Indemnified  Person  other  than  pursuant  to  this  paragraph.  Notwithstanding  the  above, 
following  such  notification,  the  HBK  Funds  may  elect  in  writing  to  assume  and  shall  have  the  right  to 
control  the  defense  of  such  action  or  proceeding,  and,  upon  such  election,  it  shall  not  be  liable  for  any 
legal  costs  subsequently  incurred  by  such  Indemnified  Person  (other  than  reasonable  costs  of 
investigation  and  providing  evidence)  in  connection  therewith,  unless:  (i)  the  Indemnified  Person  - 
reasonably  determines  that  there  may  be  legal  defenses  available  to  it  which  are  different  from  or  in 
addition  to  those  available  to  the  HBK  Funds;  (ii)  the  HBK  Funds  have  failed  to  provide  counsel 
reasonably  satisfactory  to  such  Indemnified  Person  in  a  timely  manner,  or  (iii)  counsel  which  has  been 
provided  by  the  HBK  Funds  reasonably  determines  that  its  representation  of  such  Indemnified  Person 
would  present  it  with  a  conflict  of  interest.  In  connection  with  any  one  action  or  proceeding,  the  HBK 
Funds  shall  not  be  responsible  for  the  fees  and  expenses  of  more  than  one  separate  law  firm  in  any  one 
jurisdiction  for  all  Indemnified  Persons. 

The  HBK  Funds  and  DBSI  agree  mat  if  any  indemnification  or  reimbursement  sought  pursuant  to 
paragraph  8,  paragraph  10  and  this  paragraph  9  is  judicially  determined  to  be  unavailable  for  a  reason 

This  letter  does  not  constitute  an  offer  to  underwrite  or  sell  securities.  This  letter  docs  not  present  all  of  the  terms,  conditions,  covenants,  representations,  warranties 
and  other  provisions  which  will  be  contained  in  the  definitive  lepl  documentation  for  the  transaction  described  hereby.  Those  matters  that  arc  not  covered  or  made 
clear  in  this  letter  are  subject  to  mutual  agreement  of  the  parties.  Any  transaction  will  be  subject  to,  among  other  things,  satis&ctory  due  diligence,  final  credit 
approval,  documents,  filings  and  opinions  acceptable  to  counsel  and  the  execution  of  mutually  acceptable  definitive  documentation. 
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other  than  the  gross  negligence  or  willful  misconduct  or  fraud  of  the  Indemnified  Person,  then,  whether  or 
not  DBSI  is  the  Indemnified  Person,  the  HBK  Funds  and  DBSI  shall  contribute  to  the  losses,  claims, 
damages,  liabilities  and  expenses  for  which  such  indemnification  or  reimbursement  is  held  unavailable: 
(i)  in  such  proportion  as  is  appropriate  to  reflect  the  relative  benefits  to  the  HBK  Funds  on  the  one  hand, 
and  DBSI  on  the  other  hand,  in  connection  with  the  transactions  to  which  such  indemnification  or 
reimbursement  relates;  or  (ii)  if  the  allocation  provided  by  clause  (i)  above  is  judicially  determined  not  to 
be  permitted,  in  such  proportion  as  is  appropriate  to  reflect  not  only  the  relative  benefits  referred  to  in 
clause  (i)  but  also  the  relative  faults  of  the  HBK  Funds  on  the  one  hand,  and  DBSI  on  the  other  hand,  as 
well  as  any  other  equitable  considerations;  provided,  that  in  no  event  shall  the  amount  to  be  contributed 
by  DBSI  pursuant  to  paragraph  8,  paragraph  10  and  this  paragraph  9  exceed  the  amount  of  the  fees 
actually  received  by  DBSI  hereunder.  HBK  Fund's  aggregate  liability  with  respect  to  contributions  sought 
pursuant  to  paragraph  10  and  this  paragraph  9  shall  not  exceed  an  amount  equal  to  (1)  the  greater  of  (i) 
1.2%  of  the  Transaction  Size,  subject  to  a  minimum  of  $6,000,000  or  (ii)  the  aggregate  gross  amount  of 
all  Collateral  Management  Fees  paid  to  the  Company  under  the  Management  Agreement  from  the  Closing 
Date  to  the  date  of  such  contribution  (such  fees  not  to  include  income  paid  to  any  HBK  Entity  or  an 
affiliate  thereof,  as  a  result  of  its  holding  of  any  Securities)  minus  (2)  the  aggregate  amount  of  all 
contributions,  liabilities  or  damages  previously  paid  by  the  HBK  Funds  hereunder. 

10.        Indemnification  between  DBSI  and  the  Company 

DBSI  shall: 

(a)  indemnify  the  Company  and  each  controlling  person  affiliate,  director,  officer,  manager, 
employee  or  agent  of  the  Company  (each,  with  the  Company,  "a  HBK  Indemnified 
Person")  and  hold  it  harmless  against  any  and  all  losses,  claims,  damages  or  liabilities  to 
which  the  Company  or  such  other  HBK  Indemnified  Person  may  become  subject  arising 
out  of  or  based  upon  any  untrue  statement  or  alleged  untrue  statement  of  a  material  fact 
contained  in  the  DBSI  Information  specifically  for  use  in  the  Offering  Documents  or 
based  upon  the  omission  or  alleged  omission  to  state  in  the  DBSI  Information  a  material 
fact  required  to  be  stated  therein  or  necessary  in  order  to  make  the  statements  in  the  DBSI 
Information,  in  the  light  of  the  circumstances  under  which  they  were  made,  not 
misleading;  provided,  however,  that  DBSI  shall  not  be  liable  to  an  HBK  Indemnified 
Person  under  this  paragraph  in  respect  of  any  loss,  claim,  damage,  liability  or  expense  to 
the  extent  that  it  is  finally  judicially  determined  (or  in  arbitration)  that  such  loss,  claim, 
damage,  liability  or  expense,  resulted  directly  from  the  gross  negligence,  willful 
misconduct,  or  fraud  of  such  HBK  Indemnified  Person  in  the  performance  of  its  services 
hereunder;  and 

(b)  reimburse  the  Company  and  each  other  HBK  Indemnified  Person  promptly  upon  demand 
for  any  legal  or  other  expenses  reasonably  incurred  by  it  in  connection  with  investigating, 
preparing  to  defend  or  defending,  providing  evidence  in  or  preparing  to  serve  or  serving 
as  a  witness  with  respect  to,  or  otherwise  relating  to  any  lawsuits,  investigations,  claims 
or  other  proceedings  arising  in  any  manner  out  of  or  in  connection  with  a  claim  pursuant 
to  subparagraph  (a)  above;  provided,  however,  mat  DBSI  shall  not  be  liable  to  an  HBK 
Indemnified  Person  under  this  paragraph  in  respect  of  any  loss,  claim,  damage,  liability 
or  expense  to  the  extent  that  it  is  finally  judicially  determined  (or  in  arbitration)  that  such 

This  letter  does  not  constitute  an  offer  to  underwrite  or  sell  securities.  This  letter  does  not  present  all  of  the  terms,  conditions,  covenants,  representations,  warranties 
and  other  provisions  which  will  be  contained  in  the  definitive  legal  documentation  for  the  transaction  described  hereby.  Those  matters  that  are  not  covered  or  made 
clear  in  this  letter  are  subject  to  mutual  agreement  of  the  parties.  Any  transaction  will  be  subject  to,  among  other  things,  satisfactory  due  diligence,  final  credit 
approval,  documents,  filings  and  opinions  acceptable  to  counsel  and  the  execution  of  mutually  acceptable  definitive  documentation. 
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loss,  claim,  damage,  liability  or  expense,  resulted  directly  from  the  gross  negligence, 
willful  misconduct,  or  fraud  of  such  HBK  Indemnified  Person  in  the  performance  of  its 
services  hereunder. 

DBSI  agrees  that  the  indemnification  and  reimbursement  commitments  set  forth  above  shall 
apply  if  either  the  Company,  the  Issuer  or  DBSI  is  a  formal  party  to  any  such  lawsuits,  claims  or  other 
proceedings,  and  that  such  commitments  shall  extend  upon  the  terms  set  forth  in  this  paragraph  to  any 
HBK  Indemnified  Person.  DBSI  further  agrees  that,  without  the  Company's  prior  written  consent,  which 
consent  shall  not  be  unreasonably  withheld,  it  will  not  enter  into  any  settlement  of  a  lawsuit,  claim  or 
other  proceeding  arising  out  of  the  transactions  contemplated  by  this  Agreement  unless  such  settlement 
includes  an  explicit  and  unconditional  release  from  the  party  bringing  such  lawsuit,  claim  or  other 
proceeding  of  all  HBK  Indemnified  Persons.  DBSI  shall  not  be  liable  under  this  Agreement  on  account 
of  any  settlement  entered  into  by  any  HBK  Indemnified  Person  unless  the  terms  thereof  have  been 
approved  in  writing  by  DBSI  (which  approval  shall  not  be  unreasonably  withheld). 

If  indemnification  is  to  be  sought  hereunder  by  a  HBK  Indemnified  Person,  then  such 
Indemnified  Person  shall  promptly  notify  DBSI  of  the  commencement  of  any  action  or  proceeding  in 
respect  thereof,  provided,  that  the  failure  so  to  notify  DBSI  shall  not  relieve  DBSI  from  any  liability  that 
it  may  have  to  such  HBK  Indemnified  Person  pursuant  to  this  paragraph  except  to  the  extent  DBSI  has 
been  prejudiced  in  any  material  respect  by  such  failure  or  from  any  liability  that  it  may  have  to  such 
Indemnified  Person  other  than  pursuant  to  this  paragraph.  Notwithstanding  the  above,  following  such 
notification,  DBSI  may  elect  in  writing  to  assume  and  shall  have  the  right  to  control  the  defense  of  such 
action  or  proceeding,  and,  upon  such  election,  it  shall  not  be  liable  for  any  legal  costs  subsequently 
incurred  by  such  HBK  Indemnified  Person  (other  than  reasonable  costs  of  investigation  and  providing 
evidence)  in  connection  therewith,  unless:  (i)  the  HBK  Indemnified  Person  reasonably  determines  that 
there  may  be  legal  defenses  available  to  it  which  are  different  from  or  in  addition  to  those  available  to 
DBSI;  (ii)  DBSI  has  failed  to  provide  counsel  reasonably  satisfactory  to  such  Indemnified  Person  in  a 
timely  manner;  or  (iii)  counsel  which  has  been  provided  by  DBSI  reasonably  determines  that  its 
representation  of  such  HBK  Indemnified  Person  would  present  it  with  a  conflict  of  interest.  In  connection 
with  any  one  action  or  proceeding,  DBSI  shall  not  be  responsible  for  the  fees  and  expenses  of  more  than 
one  separate  law  firm  in  any  one  jurisdiction  for  all  HBK  Indemnified  Persons. 

The  Company  and  DBSI  agree  that  if  any  indemnification  or  reimbursement  sought  pursuant  to 
this  paragraph  10  is  judicially  determined  to  be  unavailable  for  a  reason  other  than  the  gross  negligence  or 
willful  misconduct  of  the  HBK  Indemnified  Person,  then,  whether  or  not  the  Company  is  the  HBK 
Indemnified  Person,  the  HBK  Funds  and  DBSI  shall  contribute  to  the  losses,  claims,  damages,  liabilities 
and  expenses  for  which  such  indemnification  or  reimbursement  is  held  unavailable:  (i)  in  such  proportion 
as  is  appropriate  to  reflect  the  relative  benefits  to  the  Company  on  the  one  hand,  and  DBSI  on  the  other 
hand,  in  connection  with  the  transactions  to  which  such  indemnification  or  reimbursement  relates;  or  (ii) 
if  the  allocation  provided  by  clause  (i)  above  is  judicially  determined  not  to  be  permitted,  in  such 
proportion  as  is  appropriate  to  reflect  not  only  the  relative  benefits  referred  to  in  clause  (i)  but  also  the 
relative  faults  of  the  Company  on  the  one  hand,  and  DBSI  on  the  other  hand,  as  well  as  any  other 
equitable  considerations.  Notwithstanding  the  foregoing,  in  no  event  shall  DBSI's  liability  pursuant  to 
the  contribution  provisions  of  this  Agreement  exceed  the  aggregate  amount  of  fees  actually  received  by 
DBSI  under  this  Agreement.  HBK  Fund's  aggregate  liability  with  respect  to  contributions  sought 
pursuant  paragraph  9  and  this  paragraph  shall  not  exceed  an  amount  equal  to  (1)  the  greater  of  (i)  1 .2%  of 

This  letter  does  not  constitute  an  offer  to  underwrite  or  sell  securities.  This  letter  does  not  present  all  of  the  terms,  conditions,  covenants,  representations,  warranties 
and  other  provisions  which  will  be  contained  in  the  definitive  legal  documentation  for  the  transaction  described  hereby.  Those  matters  that  are  not  covered  or  made 
clear  in  this  letter  are  subject  to  mutual  agreement  of  the  parties.  Any  transaction  will  be  subject  to,  among  other  things,  satisfactory  due  diligence,  final  credit 
approval,  documents,  filings  and  opinions  acceptable  to  counsel  and  the  execution  of  mutually  acceptable  definitive  documentation. 

40713-00080  NY:1596055.5 


Confidential  Treatment  Requested  GEM7-00000081 


Footnote  Exhibits  -  Page  1667 


HBK  Investments  LP 
October  26, 2006 
Page  12 


the  Transaction  Size,  subject  to  a  minimum  of  $6,000,000  or  (ii)  the  aggregate  gross  amount  of  all 
Collateral  Management  Fees  paid  to  the  Company  under  the  Management  Agreement  from  the  Closing 
Date  to  the  date  of  such  contribution  (such  fees  not  to  include  income  paid  to  any  HBK  Entity  or  an 
affiliate  thereof,  as  a  result  of  its  holding  of  any  Securities)  minus  (2)  the  aggregate  amount  of  all 
contributions,  liabilities  or  damages  previously  paid  by  the  HBK  Funds  hereunder. 

11.        Confidentiality 

Except  as  contemplated  by  the  terms  hereof  or  as  required  by  applicable  law  or  pursuant  to  an 
order  entered  or  subpoena  issued  by  a  court  of  competent  jurisdiction,  DBSI  shall  keep  confidential  all 
non-public  information  provided  to  it  by  the  Company,  and  shall  not  disclose  such  information  to  any 
third  party,  other  than  such  of  its  employees  and  advisors  as  DBSI  determines  to  have  a  need  to  know. 
DBSI  shall  not  use  any  such  non-public  information  provided  to  it  by  the  Company  except  in  providing 
the  services  contemplated  herein. 

Except  as  required  by  applicable  law,  or  pursuant  to  an  order  entered  or  subpoena  issued  by  a 
court  of  competent  jurisdiction,  any  materials  and  analysis  to  be  provided  by  DBSI  under  this  Agreement, 
including  the  content  and  results  of  presentations  to  and  discussions  with  the  Rating  Agencies,  shall  not 
be  disclosed  publicly  or  made  available  to  third  parties  without  the  prior  written  approval  of  DBSI  and  the 
Company,  and  accordingly  such  materials  and  analysis  shall  not  be  relied  upon  by  any  person  or  entity 
other  than  the  Company. 

Except  as  required  by  applicable  law,  or  pursuant  to  an  order  entered  or  subpoena  issued  by  a 
court  of  competent  jurisdiction  or  the  Transaction  documents,  the  Company  agrees  not  to  disclose  to  any 
third  party  (other  than  its  advisors  in  connection  with  this  Transaction)  the  names  of  any  purchasers  or 
prospective  purchasers  of  the  Securities  and  any  financial  analysis,  presentation  materials,  draft  or  final 
legal  documents  or  other  information  prepared  by  DBSI  or  by  legal  counsel  to  DBSI  without  the  prior 
written  approval  of  DBSI. 

Notwithstanding  the  foregoing,  the  Company  may  disclose  any  information  referred  to  in  the 
preceding  two  paragraphs  (i)  to  the  Company's  officers,  directors,  partners,  affiliates,  employees,  agents, 
consultants  and  advisors  as  the  Company  determines  to  have  a  need  to  know,  (ii)  that  was  already  in  the 
Company's  possession  prior  to  receipt  from  DBSI,  (iii)  that  is  obtained  by  the  Company  from  a  third 
party  who  is  not  otherwise  known  by  the  Company  to  be  prohibited  from  transmitting  the  information  to 
the  Company  by  a  confidentiality  agreement,  (iv)  that  is  or  becomes  publicly  available  other  than  as  a 
result  of  disclosure  by  the  Company,  or  (v)  that  is  independently  developed  by  the  Company. 

Notwithstanding  any  other  provision  in  this  Agreement,  in  connection  with  Treasury  Regulation 
Section  1.6011-4  of  the  Internal  Revenue  Code  of  1986,  as  amended,  the  Company,  the  Issuer  and  DBSI 
hereby  agree  that  each  party  (and  each  employee,  representative,  or  other  agent  of  such  party)  may 
disclose  to  any  and  all  persons,  without  limitation  of  any  kind,  the  U.S.  tax  treatment  and  U.S.  tax 
structure  of  the  Transaction  and  all  materials  of  any  kind  (including  opinions  or  other  tax  analyses)  that 
are  provided  to  such  party  relating  to  such  U.S.  tax  treatment  and  U.S.  tax  structure,  other  than  any 
information  for  which  nondisclosure  is  reasonably  necessary  in  order  to  comply  with  applicable  securities 
laws. 


This  letter  does  not  constitute  an  offer  to  underwrite  or  sell  securities.  This  letter  does  not  present  all  of  the  terms,  conditions,  covenants,  representations,  warranties 
and  other  provisions  which  will  be  contained  in  the  definitive  legal  documentation  for  the  transaction  described  hereby.  Those  matters  that  arc  not  covered  or  made 
clear  in  this  letter  are  subject  to  mutual  agreement  of  the  parties.  Any  transaction  will  be  subject  to,  among  other  things,  satisfactory  due  diligence,  final  credit 
approval,  documents,  filings  and  opinions  acceptable  to  counsel  and  the  execution  of  mutually  acceptable  definitive  documentation. 
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12.  Advertising 

The  Company  agrees  that  DBSI  has  the  right  following  the  closing  of  the  Transaction  to  place 
advertisements  in  financial  and  other  newspapers  and  journals  at  its  own  expense  describing  its  services 
to  the  Company  hereunder,  provided  that  DBSI  will  submit  a  copy  of  any  such  advertisements  to  the 
Company  for  its  prior  approval. 

13.  Termination;  Survivability 

The  term  of  DBSI's  engagement  hereunder  shall  extend  from  the  date  hereof  until  the  earlier  to 
occur  of  (a)  the  three  month  anniversary  of  this  Agreement  or  (b)  termination  by  the  Company,  or 
otherwise,  of  the  credit  agreement  between  Deutsche  Bank  AG,  Cayman  Islands  Branch  and  the  Issuer, 
provided  that  upon  mutual  agreement  by  the  Company  and  DBSI  the  engagement  may  be  extended  for  a 
period  of  60  days  (me  "Term").  Subject  to  the  provisions  of  paragraphs  4,  5, 6,  7,  8, 9, 10, 11, 12  and  13, 
which  shall  survive  any  termination  or  expiration  of  this  Agreement,  either  party  may  terminate  the 
engagement  hereunder  at  any  time  by  giving  the  other  party  at  least  10  days  prior  written  notice.  If  the 
Company  provides  notice  of  its  termination  of  this  Agreement  to  DBSI  during  the  Term  or  if  the  credit 
agreement  is  terminated,  then,  if  the  Company  closes  a  Similar  Transaction  before  the  earlier  to  occur  of 
(a)  the  date  which  is  3  months  after  the  effective  date  of  the  termination  notice  from  the  Company  or  the 
date  of  termination  of  the  credit  agreement,  as  applicable,"  and  (b)  the  twelve  month  anniversary  of  the 
date  of  this  Agreement,  then  the  Company  shall  pay  DBSI,  upon  the  closing  of  such  Similar  Transaction, 
fees  equal  to  the  minimum  fees  that  DBSI  would  have  received  had  it  closed  the  Transaction,  assuming 
the  same  tranching  and  notional  transaction  size  as  the  Similar  Transaction;  provided  that  the  Company 
shall  not  be  required  to  pay  such  fees  if  mis  Agreement  is  terminated  or  if  the  Transaction  otherwise  fails 
to  close  as  a  result  of  any  DBSI  Breach  or  DBSI  Exit. 

14.  Other  Parties 

The  Company  and  DBSI  each  represent  to  the  other  that  there  is  no  other  person  or  entity  that  is 
entitled  to  a  finder's  fee  or  any  type  of  brokerage  commission  in  connection  with  the  Transactions 
contemplated  by  this  Agreement  as  a  result  of  any  agreement  or  understanding  with  it  At  DBSI's  option, 
some  or  all  of  its  services  hereunder  may  be  performed  by,  and  some  or  all  of  its  fees  may  be  paid  to,  an 
affiliate  or  affiliates  of  DBSI  and  the  term  "DBSI"  as  used  in  this  Agreement  shall  include  such  affiliate 
or  affiliates  wherever  appropriate. 

15.  Scope  of  Agreement 

Nothing  in  this  Agreement,  expressed  or  implied,  is  intended  to  confer  or  does  confer  on  any 
person  or  entity  other  than  the  parties  hereto  or  their  respective  successors  and  assigns,  and  to  the  extent 
expressly  set  forth  herein,  the  Indemnified  Persons,  any  rights  or  remedies  under  or  by  reason  of  mis 
Agreement  or  as  a  result  of  the  services  to  be  rendered  by  DBSI  hereunder.  The  Company  further  agrees 
that  neither  DBSI  nor  any  of  its  controlling  persons,  affiliates,  directors,  officers,  employees  or  agents 
shall  have  any  liability  to  the  Company  for  any  losses,  claims,  damages,  liabilities  or  expenses  arising  out 
of  or  relating  to  this  Agreement  or  the  services  rendered  or  to  be  rendered  by  DBSI  hereunder,  unless  it  is 
finally  judicially  determined  that  such  losses,  claims,  damages,  liabilities  or  expenses  directly  resulted 
from  the  gross  negligence,  willful  misconduct  or  fraud  of  DBSI. 

This  letter  does  not  constitute  en  offer  to  underwrite  or  sell  securities.  This  letter  does  not  present  all  of  the  terms,  condition!,  covenants,  representations,  warranties 
and  other  provisions  which  will  be  contained  in  the  definitive  legal  documentation  for  the  transaction  described  hereby.  Those  matters  that  arc  not  covered  or  made 
clear  in  this  letter  are  subject  to  mutual  agreement  of  the  parties.  Any  transaction  will  be  subject  to,  among  other  things,  satisfactory  due  diligence,  final  credit 
approval,  documents,  filings  and  opinions  acceptable  to  counsel  and  the  execution  of  mutually  acceptable  definitive  documentation. 
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16.  Enforceability 

The  invalidity  or  unenforceability  of  any  provision  of  this  Agreement  shall  not  affect  the  validity 
or  enforceability  of  any  other  provisions  of  this  Agreement,  which  shall  remain  in  full  force  and  effect. 

17.  Choice  of  Law;  Waiver  of  Trial  by  Jury 

This  Agreement  may  not  be  amended  or  modified  except  in  writing  signed  by  each  of  the  parties. 
This  Agreement  shall  be  construed  in  accordance  with,  and  this  Agreement  and  all  matters  arising  out  of 
or  relating  in  any  way  whatsoever  to  this  Agreement  (whether  in  contract,  tort  or  otherwise)  shall  be 
governed  by,  the  laws  of  the  State  of  New  York  without  reference  to  its  conflict  of  law  provisions  (other 
than  Section  5-1401  of  the  New  York  General  Obligations  Law).  Any  right  to  trial  by  jury  with  respect  to 
any  lawsuit,  claim  or  other  proceeding  arising  out  of  or  relating  to  this  Agreement  or  the  services  to  be 
rendered  by  DBSI  hereunder  is  expressly  and  irrevocably  waived. 

18.  No  Fiduciary  Relationship 

The  Company  further  acknowledges  and  agrees  that: 

(i)  DBSI  has  been  engaged  solely  to  act  as  structurer  and  placement  agent  in 
connection  with  the  Transaction  and  that  no  fiduciary,  advisory  or  agency 
relationship  between  the  Issuer  or  the  Company,  on  the  one  hand,  and  DBSI,  on 
the  other  hand,  has  been  created  in  respect  of  any  of  the  transactions 
contemplated  by  this  Agreement,  irrespective  of  whether  DBSI  has  advised  or  is 
advising  the  Issuer  or  the  Company  on  other  matters; 

(ii)  the  pricing  of  the  Securities  will  be  established  following  discussions  and  arms- 
length  negotiations  with  DBSI,  and  the  Company  is  capable  of  evaluating  and 
understanding  and  understands  and  accepts  the  terms,  risks  and  conditions  of  the 
transactions  contemplated  by  this  Agreement; 

(iii)  it  has  been  advised  that  DBSI  and  its  affiliates  are  engaged  in  a  broad  range  of 
transactions  which  may  involve  interests  that  differ  from  those  of  the  Company 
and  that  DBSI  has  no  obligation  to  disclose  such  interests  and  transactions  to  the 
Company  by  virtue  of  any  fiduciary,  advisory  or  agency  relationship;  and 

(iv)  It  waives,  to  the  fullest  extent  permitted  by  law,  any  claims  it  may  have  against 
DBSI  for  breach  of  fiduciary  duty  or  alleged  breach  of  fiduciary  duty  and  agrees 
that  DBSI  shall  have  no  liability  (whether  direct  or  indirect)  to  the  Company  in 
respect  of  such  a  fiduciary  duty  claim  or  to  any  person  asserting  a  fiduciary  duty 
claim  on  behalf  of  or  in  right  of  the  Company,  including  stockholders,  employees 
or  creditors  of  the  Company. 


Thii  letter  does  not  constitute  an  offer  to  underwrite  or  sell  securities.  This  letter  docs  not  present  oil  of  the  terms,  conditions,  covenants,  representations,  warranties 
and  other  provisions  which  will  be  contained  in  the  definitive  legal  documentation  for  the  transaction  described  hereby.  Those  matters  that  are  not  covered  or  made 
clear  in  this  letter  ore  subject  to  mutual  agreement  of  the  parties.  Any  transaction  will  be  subject  to,  among  other  things,  satisfactory  due  diligence,  final  credit 
approval,  documents,  filings  and  opinions  acceptable  to  counsel  and  the  execution  of  mutually  acceptable  definitive  documentation. 
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HBK  Investments  LP 
October  26, 2006 
Page  15 


19.        Limited  Recourse 


The  obligations  of  the  Issuer  hereunder  are  limited  recourse  obligations  payable  solely  from  the 
Collateral  and  following  realization  of  such  Collateral,  any  claims  of  the  parties  hereto  shall  be 
extinguished.  No  recourse  shall  be  had  against  any  officer,  director,  employee,  shareholder  or 
incorporator  of  the  Issuer  or  their  respective  successors  or  assigns  for  any  amounts  payable  under  the 
obligations  of  the  Issuer  hereunder.  It  is  understood  that  the  foregoing  provisions  shall  not  (a)  prevent 
recourse  to  the  Collateral  for  the  sums  due  or  to  become  due  under  any  instrument  or  agreement  which  is 
part  of  the  Collateral  or  (b)  constitute  a  waiver,  release  or  discharge  of  any  obligations  of  the  Issuer 
hereunder  until  such  Collateral  has  been  realized,  whereupon  any  outstanding  indebtedness  or  obligation 
shall  be  extinguished  and  hereafter  shall  not  revive.  It  is  further  understood  that  the  foregoing  provisions 
shall  not  limit  the  right  of  any  person  to  name  the  Issuer  as  a  party  or  defendant  in  any  action  or  suit  or  in 
the  exercise  of  any  other  remedy  pursuant  to  the  obligations  of  the  Issuer  hereunder,  so  long  as  no 
judgment  in  the  nature  of  a  deficiency  judgment  or  seeking  personal  liability  shall  be  asked  for  or  (if 
obtained)  enforced  against  any  such  person  or  entity.  This  Section  shall  survive  termination  of  this 
Agreement. 


This  letter  does  not  constitute  an  offer  to  underwrite  or  sell  securities.  This  letter  does  not  present  all  of  the  terms,  conditions,  covenants,  representations,  warranties 
and  other  provisions  which  will  be  contained  in  the  definitive  legal  documentation  for  the  transaction  described  hereby.  Those  matters  that  are  not  covered  or  made 
clear  in  this  letter  are  subject  to  mutual  agreement  of  the  parties.  Any  transaction  will  be  subject  to,  among  other  things,  satisfactory  due  diligence,  final  credit 
approval,  documents,  filings  and  opinions  acceptable  to  counsel  and  the  execution  of  mutually  acceptable  definitive  documentation. 
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If  the  foregoing  eoneotiy  sets  form  the  underetanffing  and  agreementoBiong  DBSL  1fae  Company 
and  the  Issuer,  please-so  ijidieate  mfhe  spaeepcoyidedforlhat  purpose; below,  ^hereopoa mis  latter  t '  " 
constitute  a  binding  agreement  as  ef  die  d£te  fast  above  written. 


DEUTSCHE  BANK.iSBCUMnSS  INC. 
Name:  ^dJUx^A.  Laiw^ 


By: 


By: 


««/    ^ffiTOB 


AGREED: 


HBK  INYBBlMENtS  LP. 


HBK  1»U$TER.  FUND  LJ. 


Sr&C'ip>)>it> BffaaX*S »Fit»p«aBi  A« Biarfas^ yfia W> nt^ to. faa>*p(ta( driaiJMnbSeiotf  dwnUBjao?. sol  W» 
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HBK  FIXED  INCOME  LTD. 


By: 


Name: 
Title: 


GEMSTONE  CDO  VH  LTD. 


By: 


Name:  Alan  Corkish 

Title:    Director 


This  letter  does  not  constitute  on  offer  to  underwrite  or  sell  securities.  This  letter  does  not  present  nit  of  the  terms,  conditions,  covenants,  representations,  warranties 
and  other  provisions  which  will  be  contained  in  the  definitive  legal  documentation  for  the  transaction  described  hereby.  Those  matters  that  are  not  covered  or  made 
dear  in  this  letter  ore  subject  to  mutual  agreement  of  the  parties.  Any  transaction  will  be  subject  to,  among  other  things,  satisfactory  due  diligence,  final  credit 
approval,  documents,  filings  and  opinions  acceptable  to  counsel  and  the  execution  of  mutually  acceptable  definitive  documentation. 
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HBK  FIXED  INCOME  LTD. 


r  By:   J?y^> 


9  ante: 
Title: 


GEMSTONE  CDO  VH  LTD. 


By: 


Name: 
Title: 


This  letter  does  not  constitute  an  offer  to  underwrite  or  sell  securities.  This  letter  does  not  present  all  of  the  terms,  conditions,  covenants,  representations,  warranties 
and  other  provisions  which  will  be  contained  in  the  definitive  legal  documentation  for  the  transaction  described  hereby.  Those  matters  that  are  not  covered  or  made 
dear  in  this  letter  are  subject  to  mutual  agreement  of  the  parties.  Any  transaction  will  be  subject  to,  among  other  things,  satistactory  due  diligence,  final  credit 
approval,  documents,  filings  and  opinions  acceptable  to  counsel  and  the  execution  of  mutually  acceptable  definitive  documentation. 
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Borrower 

Collateral 
Facility  Provider 
Facility  Term 

Interest  Rates 
Advance  Rates 
Funded  Amount 

Conditions 


EXHIBIT  A 

An  affiliate  of  HBK  Investments  L.P.("HBK");  provided  mat  such 
affiliate's  obligations  shall  be  guaranteed  by  an  HBK  Entity 

Triple-B  rated  Notes  issued  by  GEMSTONE  CDO  VII  Ltd. 

Deutsche  Bank  AG  London  (nDB  London") 

Initial  term  of  18  months,  extendable  for  additional  six  months  at  the 
option  of  DB  London  and  such  extension  is  agreed  to  in  writing  by 
the  Company. 

LIBOR  +  0.45%  for  triple-B  Rated(1)  Notes 

75%  for  triple-B  Rated  Notes 

Advance  Rates  applied  to  lesser  of  (1)  mark-to-market  value  of  the 
purchased  securities  and  (2)  the  purchase  price  of  the  purchased 
securities. 

Agreement  by  the  Company  to,  inter  alia,  standard  financial 
representations,  warrantees  and  covenants  consistent  with  the  existing 
facilities  provided  by  DBSI. 


(1)        "Rated"  means  rated  by  both  Rating  Agencies  as  to  principal  and  market  interest  for  the  rating 
level  described. 


This  letter  does  not  constitute  an  offer  to  underwrite  or  sell  securities.  This  letter  does  not  present  all  of  the  terms,  conditions,  covenants,  representations,  warranties 
and  other  provisions  which  will  be  contained  in  the  definitive  legal  documentation  tor  the  transaction  described  hereby.  Those  matters  that  are  not  covered  or  made 
clear  in  this  letter  are  subject  to  mutual  agreement  of  the  parties.  Any  transaction  will  be  subject  to,  among  other  things,  satisfactory  due  diligence,  final  credit 
approval,  documents,  filings  and  opinions  acceptable  to  counsel  and  the  execution  of  mutually  acceptable  definitive  documentation. 
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EXECUTION  COPY 


RISK  SHARING  AGREEMENT 

OCTOBER  24, 2006 

Among 

DEUTSCHE  BANK  AG  CAYMAN  ISLANDS  BRANCH 

DEUTSCHE  BANK  SECURITIES  INC. 

And 

GEMSTONE  CDO  VH  LTD. 

And 
HBK  MASTER  FUND  L.P. 

And 
HBK  FIXED  INCOME  LTD. 

And 
HBK  INVESTMENTS  L.P. 


ALLEN  8c  OVERY 

Allen  &  Overy  LLP 
40713-00080  NY:1 595961. 4 


Permanent  Subcommittee  on  Investigations  L  __,..,  nnnnnnnn 
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RISK  SHARING  AGREEMENT  (the  Agreement)  dated  as  of  October  24, 2006 
AMONG 

(1 )  DEUTSCHE  BANK  AG  CAYMAN  ISLANDS  BRANCH  (the  Bank), 

(2)  GEMSTONE  CDO  Vn  LTD.,  an  exempted  company  incorporated  with  limited  liability  under 
the  laws  of  the  Cayman  Islands  (the  Issuer), 

(3)  DEUTSCHE  BANK  SECURITIES  INC.  (DBSI)  and  HBK  Master  Fund  L.P.  (HBK  Master) 
and, 

(4)  HBK  FIXED  INCOME  LTD.  (HBK  Fixed  Income  and,  together  with  HBK  Master,  the  HBK 
Entities)  and 

(5)  HBK  INVESTMENTS  L.P.  (HBK  Investments). 
PRELIMINARY  STATEMENT 

(A)  It  is  expected  that,  on  or  before  the  120th  day  after  the  date  of  the  Credit  Agreement  (the  CDO 
Closing  Date),  (i)  pursuant  to  an  Indenture  (the  Indenture)  among  the  Issuer,  Gemstone  CDO 
VII  Corp.,  a  corporation  to  be  formed  under  the  laws  of  Delaware,  (the  Co-Issuer)  and  a  trustee, 
the  Issuer  and  the  Co-Issuer  intend  to  issue  one  or  more  Classes  of  secured  notes  (the  CDO 
Notes)  and  (ii)  pursuant  to  the  Issuer's  Articles  of  Association  and  the  Issuer's  corporate 
resolutions  and  the  Preference  Share  Paying  Agency  Agreement,  to  be  dated  as  of  the  CDO 
Closing  Date  between  the  Issuer  and  a  paying  agent,  the  Issuer  will  issue  Preference  Shares  (the 
Preference  Shares). 

(B)  It  is  expected  that  on  the  CDO  Closing  Date  the  Aggregate  Principal  Amount  of  the  CDO  Notes 
together  with  the  aggregate  issue  price  of  the  Preference  Shares  will  equal  up  to  U.S. 
$750,000,000. 

(C)  Pursuant  to  a  Credit  Agreement  dated  as  of  the  date  hereof  (the  Credit  Agreement),  by  and 
among  the  Issuer,  DBSI  and  the  Bank,  the  Bank  will  make  available  to  the  Issuer  certain  loans 
(collectively,  the  Loans),  the  proceeds  of  which  will  be  used  by  the  Issuer  to  acquire  certain 
Underlying  Assets  in  advance  of  the  closing  of  the  CDO  Transaction  and  the  issuance  of  the  CDO 
Notes  and  the  Preference  Shares. 

(D)  Each  Underlying  Asset  and  all  Eligible  Investments  will  be  selected  by  HBK  Investments  LP, 
with  the  approval  of  DBSI,  pursuant  to  the  Interim  Collateral  Management  Agreement,  dated  as 
of  the  date  hereof  (the  Interim  Collateral  Management  Agreement),  between  the  Issuer  and 
HBK  Investments  L.P.  (the  Collateral  Manager). 

(E)  It  is  expected  that,  at  the  closing  of  the  CDO  Transaction,  the  proceeds  from  the  issuance  of  the 
CDO  Notes  and  the  Preference  Shares  will  be  used  to  repay  in  full  all  amounts  owing  by  the 
Issuer  to  the  Bank  under  the  Credit  Agreement 
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(F)  Capitalized  terms  that  are  used  but  not  defined  herein  have  the  respective  meanings  specified  in 
the  Credit  Agreement  and,  if  not  defined  in  the  Credit  Agreement,  in  the  Interim  Collateral 
Management  Agreement. 

NOW,  THEREFORE,  for  good  and  valuable  consideration,  the  receipt  and  sufficiency  of  which  are 
hereby  acknowledged,  the  parties  hereto  agree  as  follows: 

1.  MANDATORY  LIQUIDATION  EVENT 

If  a  Mandatory  Liquidation  Event  occurs,  the  Bank  and  the  Issuer  shall  cause  all  of  the  Collateral 
Debt  Securities  to  be  sold  and  liquidated  and  all  of  the  Long  CDS  Transactions  and  interest  rate 
agreements  to  be  terminated  or  assigned  pursuant  to  this  Section  1,  the  Credit  Agreement  and  the 
Pledge  Agreement. 

2.  GAINS  AND  LOSSES 

In  connection  with  the  risk  associated  with  the  Issuer's  purchase  of  Underlying  Assets  in  the 
manner  contemplated  by  the  Credit  Agreement,  if  any  of  the  Underlying  Assets  are  liquidated, 
terminated  or  assigned,  as  applicable,  subject  to  the  terms  of  the  Pledge  Agreement,  the  Bank,  the 
HBK  Entities,  DBSI  and  the  Issuer  agree  as  follows: 

(a)         On  the  fifth  Business  Day  after  the  liquidation  of  any  Underlying  Asset  purchased  by  the 
Issuer, 

(i)  the  HBK  Entities  shall  pay  to  the  Issuer,  an  amount  equal  to  any  Loss  that  results 
from  such  liquidation  and  any  Negative  Portfolio  Net  Carry;  provided  that  the 
aggregate  amounts  paid  by  the  HBK  Entities  to  the  Issuer  pursuant  to  this 
subsection  2(a)(i)  shall  not  exceed  7.5%  of  the  Commitment  (net  of  the  aggregate 
amounts  paid  by  the  Issuer  to  the  HBK  Entities  pursuant  to  subsection  2(a)(ii) 
and  (iii))  (the  HBK  Aggregate  Liability), 

(ii)  the  Issuer  shall  pay,  an  amount  equal  to  any  Gain  that  results  from  such 
liquidation,  first,  in  reduction  of  any  Loss  realized  on  any  Underlying  Asset 
(prior  to  and  without  duplication  with  any  amounts  paid  by  the  HBK  Entities  in 
respect  of  such  Loss  hereunder),  and  second,  to  the  HBK  Entities,  pro  rata  per 
such  HBK  Entities  as  advised  by  the  HBK  Entities,  and 

(iii)  The  Issuer  shall  pay,  an  amount  equal  to  any  Positive  Net  Carry,  first,  in 
reduction  of  any  Loss  realized  on  any  Underlying  Asset  (prior  to  and  without 
duplication  with  any  amounts  paid  by  the  HBK  Entities  in  respect  of  such  Loss 
hereunder),  and  second,  to  the  HBK  Entities,  pro  rata  per  such  HBK  Entities  as 
advised  by  the  HBK  Entities. 

(b)  On  the  CDO  Closing  Date,  the  Issuer  shall  pay,  an  amount  equal  to  the  Portfolio  Net 
Carry,  first,  in  reduction  of  any  Loss  realized  on  any  Underlying  Asset  (prior  to  and 
without  duplication  with  any  amounts  paid  by  the  HBK  Entities  in  respect  of  such  Loss 
hereunder),  and,  second,  to  the  HBK  Entities,  pro  rata  per  such  HBK  Entities  as  advised 
by  the  HBK  Entities. 
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(c)  The  HBK  Entities  shall  be  jointly  and  severally  liable  for  all  obligations  under  this 
Agreement. 

(d)  Definitions. 

(i)  Loss  means,  with  respect  to  the  sale  of  any  Collateral  Debt  Security  or  the 
termination  or  assignment  of  any  Long  CDS  Transaction,  as  applicable,  the 
amount  by  which, 

(A)  the  sum  of  (I)  the  amount  of  proceeds  paid  by  the  Issuer  in  connection 
with  the  purchase  of  such  Collateral  Debt  Security  less  the  sum  of 

(a)  any  accrued  interest  received  which  accrued  prior  to  purchase,  and 

(b)  the  amount  of  any  upfront  or  similar  fees  received  by  the  Issuer  in 
connection  with  the  original  purchase  or  funding  of  such  Collateral  Debt 
Security,  (II)  Hedging  Costs,  (HI)  any  interest,  premium  or  breakage  fees 
that  are  due  to  the  Bank  in  connection  with  the  related  Loan,  and  (TV)  the 
Removal  Loss  with  respect  to  such  Long  CDS  Transaction  exceeds 

(B)  the  sum  of  (I)  the  amount  of  proceeds  received  by  the  Issuer  in 
connection  with  the  sale  of  such  Collateral  Debt  Security  pursuant  to 
Section  1,  net  of  any  reasonable  amounts  expended  by  the  Issuer  in 
connection  with  the  assignment  or  other  sale  of  such  Collateral  Debt 
Security  less  the  portion  of  the  sale  price  attributable  to  accrued  interest 
which  accrued  before  the  assignment  or  sale,  (II)  the  aggregate  amount 
of  all  distributions  of  principal  received  or  receivable  by  the  Issuer  in 
respect  of  such  Underlying  Asset  from  the  issuer  thereof  in  respect  of 
any  record  date  occurring  during  the  Carry  Period  for  such  Underlying 
Asset  and  (m)  the  Removal  Gain  with  respect  to  such  Long  CDS 
Transaction;  provided  that  Loss  shall  not  include  any  losses  due  to 
DBSI's  gross  negligence,  willful  misconduct,  fraud,  criminal  conduct  or 
a  material  breach  of  DBSI's  obligations  under  the  Loan  Documents  (any 
of  the  foregoing,  a  DB  Breach). 

(ii)  Gain  means,  with  respect  to  the  sale  of  any  Collateral  Debt  Security  or  the 
termination  or  assignment  of  any  Long  CDS  Transaction,  as  applicable,  the 
amount  by  which, 

(A)  the  sum  of  (I)the  amount  of  proceeds  received  by  the  Issuer  in 
connection  with  the  sale  of  such  Collateral  Debt  Security  pursuant  to 
Section  1,  net  of  any  reasonable  amounts  expended  by  the  Issuer  in 
connection  with  the  assignment  or  other  sale  of  such  Collateral  Debt 
Security  less  the  portion  of  the  sale  price  attributable  to  accrued  interest 
which  accrued  before  the  assignment  or  sale,  (II)  the  aggregate  amount 
of  all  distributions  of  principal  received  or  receivable  by  the  Issuer  in 
respect  of  such  Collateral  Debt  Security  from  the  issuer  thereof  in  respect 
of  any  record  date  occurring  during  the  Carry  Period  for  such  Collateral 
Debt  Security,  (HI)  the  Removal  Gain  with  respect  to  such  Long  CDS 
Transaction  exceeds 
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(B)       the  sum  of  (I)  the  amount  of  proceeds  paid  by  the  Issuer  in  connection 
with  the  purchase  of  such  Collateral  Debt  Security  less  the  sum  of 

(a)  any  accrued  interest  received  which  accrued  prior  to  purchase,  and 

(b)  the  amount  of  any  upfront  or  similar  fees  received  by  the  Issuer  in 
connection  with  the  original  purchase  or  funding  of  such  Collateral  Debt 
Security,  (IT)  the  Hedging  Costs,  (HI)  any  interest,  premium  or  breakage 
fees  that  are  due  to  the  Bank  in  connection  with  the  related  Loan  and 
(TV)  the  Removal  Loss  with  respect  to  such  Long  CDS  Transaction. 
Notwithstanding  anything  herein  to  the  contrary,  Gain  on  the  liquidation 
of  Underlying  Assets  shall  not  be  distributed  until  the  earlier  of  (a)  the 
CDO  Closing  Date  and  (b)  the  date  that  all  of  the  Underlying  Assets 
have  been  sold,  terminated  or  assigned,  as  applicable. 

(iii)  Hedging  Cost  means,  with  respect  to  a  Collateral  Debt  Security,  fees  incurred  by 
the  Issuer  in  connection  with  any  related  Hedge  Agreement,  which  amount  shall 
be  increased  by  any  loss  recognized  with  respect  to  such  Hedge  Agreement  or 
reduced  by  any  gain  recognized  with  respect  to  such  Hedge  Agreement  To  the 
extent  that  gains  on  a  Hedge  Agreement  exceed  the  costs  of  the  Hedge 
Agreement,  the  Hedging  Cost  shall  be  zero  and  the  excess  of  the  gain  over  the 
cost  of  such  Hedge  Agreement  shall  be  treated  as  proceeds  received  by  the  Issuer 
in  respect  of  the  Collateral  Debt  Security. 

(iv)  Carry  Period  means,  with  respect  to  any  Collateral  Debt  Security  or  Long  CDS 
Transaction,  the  period  commencing  on  (and  including)  the  settlement  date  on 
which  the  Issuer  purchases  such  Collateral  Debt  Security  or  the  effective  date  of 
such  Long  CDS  Transaction  hereunder  and  ending  on  (and  excluding)  the  earlier 
of  (i)  the  date  of  the  sale  of  the  Collateral  Debt  Security  or  the  termination  or 
assignment  of  the  Long  CDS  Transaction  and  (ii)  the  CDO  Closing  Date. 

(v)  Net  Carry  means,  with  respect  to  any  Underlying  Asset,  (A)  the  aggregate 
amount  of  interest  or  Fixed  Amount  that  accrues  on  such  Underlying  Asset 
during  the  Carry  Period  at  such  Underlying  Asset's  interest  rate  or  Fixed  Rate,  as 
applicable,  minus  (B)  if  the  Purchase  Price  Percentage  is  greater  than  100%, 
(1)  the  Purchase  Price  Percentage  in  respect  of  such  Underlying  Asset  minus 
100%  multiplied  by  (2)  the  aggregate  amount  of  all  distributions  of  principal 
received  by  the  Issuer  in  respect  of  such  Underlying  Asset  on  or  prior  to  such 
date  of  determination,  plus  (C)  if  the  Purchase  Price  Percentage  is  less  than 
100%,  (1)100%  minus  the  Purchase  Price  Percentage  in  respect  of  such 
Underlying  Asset  multiplied  by  (2)  the  aggregate  amount  of  all  distributions  of 
principal  received  by  the  Issuer  in  respect  of  such  Underlying  Asset  on  or  prior  to 
such  date  of  determination,  minus  (D)  the  aggregate  amount  of  interest  due  and 
payable  under  the  Loan  with  respect  to  such  Underlying  Asset,  minus  (E)  with 
respect  to  an  Underlying  Asset  bearing  a  fixed  rate  of  interest,  the  carrying  cost 
in  connection  with  hedging  transactions  with  respect  to  such  fixed  rate 
Underlying  Asset  for  the  period  that  each  hedging  transaction  remains 
outstanding  arising  from  any  expense  premium  payment  of  interest  or  accrual  of 
interest  due  as  a  result  of  each  hedging  transaction;  provided  that  mark-to-market 
gains  and  losses  (I)  on  liquidated  Underlying  Assets  and  (IT)  upon  termination  of 
the  interest  rate  hedging  transactions  shall  not  be  included  in  the  calculation  of 
Net  Carry.  Notwithstanding  anything  herein  to  the  contrary,  Net  Carry  shall  not 
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be  distributed  until  the  earlier  of  (i)  the  CDO  Closing  Date  and  (ii)  the  date  that 
all  of  the  Underlying  Assets  have  been  sold,  terminated  or  assigned. 

(vi)  If  the  Net  Carry  is  a  positive  number,  men  such  amount  is  a  Positive  Net  Carry, 
and  if  the  Net  Carry  is  a  negative  number,  then  such  amount  is  a  Negative  Net 
Carry.  Positive  Portfolio  Net  Carry  means  the  net  positive  sum,  if  any,  of  the 
Net  Carry  for  each  Underlying  Asset.  Negative  Portfolio  Net  Carry  means  the 
net  negative  sum,  if  any,  of  the  Net  Carry  for  each  Underlying  Asset 

(vii)  Purchase  Price  Percentage  means,  with  respect  to  any  (A)  Collateral  Debt 
Security  as  of  any  date  of  determination,  a  percentage  equal  to  (i)  the  purchase 
price  (total  dollar  amount  paid)  thereof  divided  by  (ii)  the  outstanding  principal 
balance  of  such  Collateral  Debt  Security  as  of  the  date  of  purchase  hereunder  by 
the  Issuer  and  (B)  Long  CDS  Transaction  as  of  any  determination  date,  a 
percentage  equal  to  (X)  if  an  Upfront  Payment  was  made  by  the  Issuer  to  the 
related  CDS  Counterparty,  the  sum  of  (a)  100%  and  (b)  the  amount  of  the  upfront 
payment  made  (in  dollars)  divided  by  the  outstanding  notional  balance  related  to 
such  Long  CDS  Transaction  as  of  the  date  of  entering  into  such  Long  CDS 
Transaction  hereunder  by  the  Issuer,  (Y)  if  an  Upfront  Payment  was  made  to  the 
Issuer  by  the  related  CDS  Counterparty,  the  excess  of  (a)  100%  over  (b)  the 
amount  of  the  upfront  payment  made  (in  dollars)  divided  by  the  outstanding 
notional  balance  related  to  such  Long  CDS  Transaction  as  of  the  date  of  entering 
into  the  Long  CDS  Transaction  hereunder  by  the  Issuer,  of  (Z)  if  no  Upfront 
Payment  was  made  by  either  party,  100%. 

(viii)  Removal  Loss  means,  with  respect  to  the  transfer  or  assignment  of  a  Long  CDS 
Transaction,  the  amount  if  positive,  calculated  by  the  Calculation  Agent  equal  to 
the  sum  of  (A)  Aggregate  Issuer  Payments  plus  (B)  the  Negative  Assignment 
Amount  less  (C)  the  Aggregate  Synthetic  Security  Counterparty  Payments,  less 
(D)  the  Positive  Assignment  Amount. 

(ix)  Removal  Gain  means,  with  respect  to  the  transfer  or  assignment  of  a  Long  CDS 
Transaction,  the  amount  if  positive,  calculated  by  the  Calculation  Agent  equal  to 
the  sum  of  (A)  the  Aggregate  Synthetic  Security  Counterparty  Payments  plus 
(B)  the  Positive  Assignment  Amount  less  (C)  Aggregate  Issuer  Payments  less 
(D)  Negative  Assignment  Amount. 

(x)        With  respect  to  the  definition  of  Removal  Gain  and  Removal  Loss: 

Aggregate  Issuer  Payments  means  with  respect  to  a  Long  CDS  Transaction,  the 
aggregate  amount  of  payments  made  by  the  Issuer  to  the  Synthetic  Security 
Counterparty  including  any  Early  Termination  Amount  paid  by  the  Issuer. 

Aggregate  Synthetic  Security  Counterparty  Payments  means  with  respect  to  a 
Long  CDS  Transaction,  the  aggregate  amount  of  payments  made  by  the  Synthetic 
Security  Counterparty  to  the  Issuer  including  any  Early  Termination  Amount 
paid  by  the  Synthetic  Security  Counterparty  but  excluding  any  Fixed  Payments. 

Assignment  Amount  means  with  respect  to  an  assignment  or  novation  by  the 
Issuer  of  a  Long  CDS  Transaction  to  a  replacement  counterparty,  the  amount  of 
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payment  due  with  respect  to  such  assignment  or  novation  but  for  the  avoidance 
of  doubt  shall  not  include  any  Early  Termination  Amount  If  the  Assignment 
Amount  is  due  to  the  Issuer,  such  amount  is  a  Positive  Assignment  Amount  and 
if  a  payment  is  due  to  the  replacement  counterparty  such  amount  is  a  Negative 
Assignment  Amount. 

Early  Termination  Amount  shall  mean,  with  respect  to  the  Long  CDS 
Transactions,  the  amount  payable  pursuant  to  Section  6(e)(ii)(2)  of  the  Master 
Agreement  relating  to  such  Long  CDS  Transaction  but  for  the  avoidance  of  doubt 
shall  not  include  any  Assignment  Amount. 

ADDITIONAL  AGREEMENTS 

It  is  further  agreed  that: 

(a)  Each  of  the  Collateral  Manager  and  DBSI  shall  use  its  best  efforts  to  cause  the  CDO 
Transaction,  to  be  completed  on  or  prior  to  the  120th  day  after  the  date  of  the  Credit 
Agreement; 

(b)  Notwithstanding  anything  to  the  contrary  contained  in  the  Credit  Agreement  or  the 
Interim  Collateral  Management  Agreement,  neither  the  Issuer  nor  the  Collateral  Manager 
shall  purchase  or  sell  any  Collateral  Debt  Security  or  enter  into  or  terminate  or  assign  any 
Long  CDS  Transaction  unless  DBSI  shall  have  consented  to  such  purchase  or  sale  or 
entering  into  or  termination  or  assignment,  as  applicable; 

(c)  Notwithstanding  anything  to  the  contrary  contained  in  the  Credit  Agreement  or  the 
Interim  Collateral  Management  Agreement,  neither  the  Collateral  Manager  nor  the  HBK 
Entities  shall  permit  (i)  the  Credit  Agreement  to  be  amended  to  change  any  of  the 
portfolio  covenants  of  the  Issuer  set  forth  in  Section  5  of  the  Credit  Agreement  or  (ii)  the 
Interim  Collateral  Management  Agreement  to  be  amended  to  change  the  portfolio 
covenants  of  the  Collateral  Manager  set  forth  in  Section  4  of  the  Interim  Collateral 
Management  Agreement,  without  the  prior  written  consent  of  DBSI  and  the  Bank; 

(d)  Any  Losses  in  excess  of  the  HBK  Aggregate  Liability  or  any  losses  due  to  a  DB  Breach 
shall  be  borne  solely  by  DBSI;  and 

(e)  The  Bank,  the  Issuer  and  DBSI  hereby  covenant  and  agree  that  they  shall  not  amend  the 
Credit  Agreement  without  the  written  consent  of  the  collateral  Manager. 

CONDITIONS  PRECEDENT 

Each  of  the  HBK  Entities'  obligations  hereunder  shall  be  subject  to  the  satisfaction  of  the 
following  conditions  precedent:  (a)  the  Credit  Agreement  and  (b)the  Interim  Collateral 
Management  Agreement  shall,  each,  have  been  executed  and  delivered  by  the  parties  thereto. 

GOVERNING  LAW 

THIS  AGREEMENT  SHALL  BE  CONSTRUED  IN  ACCORDANCE  WITH,  AND  THIS 
AGREEMENT  AND  ALL  MATTERS  ARISING  OUT  OF  OR  RELATING  IN  ANY  WAY 
WHATSOEVER  (WHETHER  IN  CONTRACT,  TORT  OR  OTHERWISE)  TO  THIS 
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AGREEMENT  SHALL  BE  GOVERNED  BY,  THE  LAWS  OF  THE  STATE  OF  NEW 
YORK  WITHOUT  REFERENCE  TO  ITS  CONFLICT  OF  LAWS  PROVISIONS  (OTHER 
THAN  SECTION  5-1401  OF  THE  NEW  YORK  GENERAL  OBLIGATIONS  LAW). 

6.  JURISDICTION 

Each  of  the  parties  hereto  hereby  irrevocably  submits  to  the  non-exclusive  jurisdiction  of  any 
New  York  State  or  United  States  federal  court  sitting  in  the  City  and  County  of  New  York  over 
any  suit,  action  or  proceeding  arising  out  of  or  relating  to  this  Agreement  or  the  transactions 
contemplated  hereby  and  irrevocably  waives,  to  the  fullest  extent  it  may  effectively  do  so,  any 
objection  which  it  may  now  or  hereafter  have  to  the  laying  of  venue  of  any  such  proceeding. 

7.  TERMINATION 

This  Agreement  will  automatically  terminate  and  be  of  no  further  force  or  effect  (A)  upon  the 
closing  of  the  CDO  Transaction  and  the  issuance  of  the  CDO  Notes  and  the  Preference  Shares  or 
(B)  on  the  fifth  day  following  the  final  liquidation  of  all  assets  held  under  the  Credit  Agreement 
pursuant  to  paragraph  2. 

8.  NON-PETITION 

The  parties  hereto,  by  entering  into  this  Agreement,  hereby  covenant  and  agree  that  they  will  not 
at  any  time  institute  against  the  Issuer,  or  voluntarily  join  in  any  institution  against  the  Issuer  of, 
any  bankruptcy,  reorganization,  arrangement,  insolvency  or  liquidation  proceedings,  or  other 
proceedings  under  any  United  States  federal  or  state  bankruptcy  or  similar  law  of  any  jurisdiction 
within  or  without  the  United  States  in  connection  with  any  obligations  owing  to  it  for  a  period  of 
one-year  (or  the  then  applicable  preference  period)  and  one-day  following  the  Maturity  Date. 
This  Section  shall  survive  termination  of  this  Agreement 

9.  LIMITED  RECOURSE 

The  obligations  of  the  Issuer  hereunder  are  limited  recourse  obligations  payable  solely  from  the 
Collateral  and  following  realization  of  such  Collateral,  any  claims  of  the  parties  hereto  shall  be 
extinguished.  No  recourse  shall  be  had  against  any  officer,  director,  employee,  shareholder  or 
incorporator  of  the  Issuer  or  their  respective  successors  or  assigns  for  any  amounts  payable  under 
the  obligations  of  the  Issuer  hereunder.  It  is  understood  that  the  foregoing  provisions  shall  not 
(a)  prevent  recourse  to  the  Collateral  for  the  sums  due  or  to  become  due  under  any  instrument  or 
agreement  which  is  part  of  the  Collateral  or  (b)  constitute  a  waiver,  release  or  discharge  of  any 
obligations  of  the  Issuer  hereunder  until  such  Collateral  has  been  realized,  whereupon  any 
outstanding  indebtedness  or  obligation  shall  be  extinguished  and  thereafter  shall  not  revive.  It  is 
further  understood  that  the  foregoing  provisions  shall  not  limit  the  right  of  any  person  to  name  the 
Issuer  as  a  parry  or  defendant  in  any  action  or  suit  or  in  the  exercise  of  any  other  remedy  pursuant 
to  the  obligations  of  the  Issuer  hereunder,  so  long  as  no  judgment  in  the  nature  of  a  deficiency 
judgment  or  seeking  personal  liability  shall  be  asked  for  or  (if  obtained)  enforced  against  any 
such  person  or  entity.  This  Section  shall  survive  termination  of  this  Agreement. 

[Signature  Page  Follows] 
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IN  WITNESS  WHEREOF,  thfi  Riiflc  Shapag  Agreeaiefet  ba?%en  entered  into  .asof  the"  date  set 
fiJrth  above. 


DEUTSCHE      BANK      AG       CAYMAN 


Name;  VfflW  tWif/V&HjtH 
Tilte    ,/ite    fie.rtt.,^ 

By:  J^±LkjL> 


Wj^jvujFm.  l£^ 


Name 

By: 

'?UCHARVr.  K'M 
IRECTOR 
GEK^TONECDOVIlf 


By: 


Name:     AJatl  Gorklsh 

Tlfle:     Director 


HBK  MASTER  FUND  LJ. 
By:      


Nam*: 
TWp 

H»KFDDEP  INCOME  LTD. 

B?: 


Name: 
TJt}e: 

HBK  INVESTMENTS  jLP. 

By:      


•Name: 
TMe: 


[Sjgpjfcpt  Pagetd  the  Bfek  Sharing  Agrctoraeng 
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IN  WITNESS  WHEREOF,  this  Risk  Sharing  Agreement  has  been  entered  into  as  of  the  date  set 
forth  above. 

DEUTSCHE       BANK       AG       CAYMAN 
ISLANDS  BRANCH 

By:       


Name: 
Title: 


By: 


Name: 
Title: 


DEUTSCHE  BANK  SECURniES  INC. 

By:       


Name: 
Title: 


By: 


Name: 
Title: 


GEMSTONE  CDO  VH  LTD. 

By:       


Name: 
Title: 


pi-  By 


ph 


ph 


[Signature  Page  to  the  Risk  Sharing  Agreement] 
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From:  Kevin  Jenks 

Sent:  Friday,  January  5,2007  1228:33  PM 

To:  Abhayad  Kamat 

Subject:  RE:  Gemstone  CDO  7  -  concentration  Dmits 

1.   OK 

2  I  think  3  is  fine 

3  would  like  this  to  1 .25  at  least 

4  no  lets  leave  it  in 


— Original  Message — 

From:  Abhayad  Kamat 

Sent:  Thursday,  January  04,  2007  7:27  PM 

To:  Kevin  Jenks;  Marco  Lukesch;  Rachel  Wish 

Cc:  Sourav  Sen;  Chehao  Lu 

Subject:  Gemstone  CDO  7  -  concentration  limits 


Kevin, 

this  is  what  we  are  thinking  of  in  terms  of  concentration  limits  for  the  revolving  deal,  let  me  know  what  you 

think,  thanks. 

1. 

Issue  concentration  limit  2.5%  (5  exceptions  up  to  3%) 


2. 


We  will  try  not  to  have  issuer  concentration  limits  but  if  investors  ask,  it  will  be  as  follows: 
Issuer  concentration:  2.5%  (4  exceptions  upto  3%  and  1  additional  exception  upto  4%) 
or  HBK  to  decide  if  ok  to  reduce  the  GSAMP  2006-NC2  to  at  or  below  3% 


Issue  concentration  limits  for  assets  rated  below  Baa3:  1.0%  (with  2  exceptions  upto  1.40%)  MLMI  2005- 

HE1  B3  1.36% 

FFML2006-FF13B1         1.06% 

-  any  chance  we  can  reduce  this  to  below  1.0%? 

4. 

MLMI  2005-HE1  B3  on  negative  watch  -  do  you  want  to  move  this  out  of  the  portfolio  -  investors  might 

question/resist 

Note:  this  does  not  include  non-ramped  assets,  so  you  would  need  to  keep  these  in  compliance  for 
ramping  remaining  assets. 


Abhayad  Kamat 
Global  CDO  Group 
Deutsche  Bank  Securities  Inc. 
60  Wall  Street,  19th  Floor, 
New  York,  NY  10005-2858 
(21 2)  250-0526  work 

(917)MMBcell 
(732)  578-2890  fax 
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"Kevin  Jenks" 
<kjenks@hbk.com> 

12/11/2006  02:56  PM 


ToGregLippmann/NewYork/DBNA/DeuBa@DBAmericas 
cc 
bcc 
SubjectRE:  List  we  want  to  move  to  cdo 


Greg  I  have  been  trying  to  work  with  you.  Doing  trades  just  with  you  and  not  on  bid  lists.  But  we  play  in  the  higher 
quality  part  of  the  market,  I  really  expected  you  to  approve  the  list  as  is.  We  still  have  several  hundred  million  of  bonds  to 
do  in  cds  form  to  do.  The  bonds  that  I  create  have  more  OC  are  better  collateral  and  better  names.  They  always  trade  at 
the  tighter  end  of  the  market.  None  are  on  downgrade  watch  and  are  seasoned,  and  I  really  dont  understand  your 
incentive  to  be  doing  this.  We  can  start  doing  bid  lists. 

Kevin 


From:  Greg  Lippmann 

Sent:  Friday,  December  08,  2006  4:37  PM 

To:  Kevin  Jenks 

Subject:  RE:  List  we  want  to  move  to  cdo 


we  have  seen  the  flht  05-d  bbb-  trade  wide.. ..please  work  with  me  on  this...i  am  trying  to  work  with  you 


Greg  H.  Lippmann 

Managing  Director 

Deutsche  Bank  Securities  Inc. 

3rd  Floor 

60  Wall  Street 

New  York,  New  York  10005 

Phone  (212)  250-7730 

Fax  (212)  797-2201 

Mobile  (917)  601-1916 

greg.lippmann@db.com 


"Kevin  Jenks"  <kjenks@hbk.com> 


To  Greg  Lippmann/NewYork/DBNA/DeuBa@DBAmericas 


12/08/2006  04:20  PM 


Subject  RE:  List  we  want  to  move  to  cdo 


Greg  Fremont  overall  is  really  not  trading  badly  just  the  ones  on  downgrade  watch.  Also  from  the  bb  list  color  which  I  am 
sure  you  have  seen.  Good  BB's  are  trading  well.  Also  we  have  the  majority  of  the  bonds  in  here  that  are  05  vintage 
which  is  trading  very  well.  So  I  don't  want  to  lower  them  by  2  pts.  and  even  yesterdays  bb  list  traded  great  with  the 
significant  widening  of  baa3  cds 


From:  Greg  Lippmann 

Sent:  Friday,  December  08,  2006  4:00  PM 

To:  Kevin  Jenks 

Subject:  Re:  List  we  want  to  move  to  cdo 

Ok  approved  but  would  like  to  lower  these  2  pts  each  given  recent  press. on  fhlt  and  the 
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significant  widening  in  the  baa3  cds .  Is  that  cool? 


35729PMR8???????  3,000.000  ????  FHLT  2005-D  B2  Mtge????  ???????  775?????  35c  ??  ??????? 

86.71875 

362334PW8???????  3,000.000  ????  GSAMP  06-FM1  B4  Mtge???  900?????  35c  ??  ??????? 

83.69921875 

36245DAV2???????  10,217.000  ???  GSAMP  06-FM2  B2  Mtge???  900?????  lOOppc  ??????? 

81.1171875 


Sent    from  my  BlackBerry  Handheld. 


Original  Message   

From:    "Kevin   Jenks"    [kjenks@hbk.com] 

Sent:     12/08/2006    03:31    PM 

To :    Greg   Lippmann 

Subject:    List  we   want   to  move   to   cdo 


Please  approve 

03072SYH2 

35729PMR8 

362334PW8 

36245DAV2 

437084RJ7 

437084QK5 

362463AR2 


4,000.000 
3,000.000 
3,000.000 
10,217.000 
4,500.000 
7,500.000 
8,815.000 


spread  speed  price 

AMSI2005-R1  MIOMtge    800       35c 


FHLT  2005-D  B2  Mtge 
GSAMP  06-FM1  B4  Mtge 
GSAMP  06-FM2  B2  Mtge 
HEAT  2005-9  B3  Mtge 
HEAT  2005-8  B3  Mtge 


775       35c 
900       35c 
900       100ppc 
850       100ppc 


92.46875 
86.71875 
83.69921875 
81.1171875 
85.46484375 


850       100ppc  86.84375 


GSAMP  06-NC2  B2  Mtge     800       100ppc  84.69140625 


This  e-mail  may  contain  confidential  and/or  privileged  information.  If  you 
are  not  the  intended  recipient  (or  have  received  this  e-mail  in  error) 
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WlLMERHALL 


Reginald  ).  Brown 

Ociobcr  1 2,  20 1 0  . ,  m  mi  53&3  m 

Hy  Courier  Delivery 

i  Ion.  Car!  Levin,  Chairman 

Permanent  Subcommittee  on  Investigations 

Committee  on  Homeland  Security  and  Governmental  Affairs 

United  States  Senate 

SR-199  Russell  Senate  OlT.ce  Building 

Washington,  DC  20510 

Hon.  Tom  Cobu'rn.  Ranking  Member 

Permanent  Subcommittee  en  Investigations 

Committee  on  Homeland  Security  and  Governmental  Affairs 

United  States  Senate 

SR-199  Russell  Senate  Office  Building 

Washington,  DC  20510 

Dear  Chairman  Levin  and  Ranking  Member  Coburn; 

Today  HBK  Capita!  Management  ("HBK")  is  submitting  to  the  Permanent  Subcommittee 
on  Investigations  ("PSl")  a  further  set  of  documents  in  response  to  the  PSl's  requests.  These 
documents  have  been  bates  labeled  GEM7-00006353  through  GEM7-0000S037.  and  are  being 
provided  electronically  on  the  enclosed  CD.  A  limited  amount  of  potentially  privileged 
information  or  proprietary  or  sensitive  information  that  is  not  related  to  Gemstone  VII  has  been 
withheld  or  redacted.  HBK  may  amend  or  supplement  this  production  as  appropriate  based  on 
continuing  discussions  with  your  staff  and  our  further  review  of  these  issues. 

The  documents  labeled  GEM7-00006353  through  GEM7-0000S029  contain  additional 
custodian  emails  of  Marco  Lukesch,  Jason  Lowry,  Jamiel  Akhtar,  and  Kevin  Jenks,  and 
supplements  our  production  of  September  22.  2010.  The  documents  labeled  GEM7-0000S030 
through  GEM7-0000S037  provide  information  regarding  the  analytic  tools  that  HBK  used  to 
evaluate  assets  that  were  considered  for  inclusion  in  the  Gemstone  VII  CDO.  To  assist  the  staff 
in  understanding  these  tools  and  how  they  operated,  we  also  provide  the  information  below. 


HBK  used  a  statistically  driven  mortgage  behavior  model  to  help  make  trading  decisions 
and  select  assets  for  inclusion  in  the  Gemstone  VII  CDO.  Three  separate  database  tools  were 
utilized  in  this  process.   First.  HBK  licensed  a  commercial  database  called  LP  Database,  which 
contained  detailed  information  and  performance  history  for  millions  of  non-agency  mortgages. 
HBK  used  this  database  for  three  purposes:  (i)  to  obtain  data  on  loan  performance  history  that 
could  be  used  to  develop  and  calibrate  HBK's  proprietary  model,  (ii)  to  obtain  loan  performance 
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information  which  could  then  be  inputted  into  HBK's  proprietary  model,  and  (iii)  to  provide 
information  that  could  be  used  as  a  tool  to  monitor  mortgage  bond  performance.  The  LP 
Database  was  a  robust  dataset  comprising  close  to  80%  of  the  market,  back  to  the  1996  vintage. 

Utilizing  the  data  acquired  from  the  LP  Database,  HBK  then  developed  a  proprietary 
system  called  the  Loss  Model  that  forecasted  the  likelihood  of  default,  prepayment,  delinquency, 
or  timely  payment  for  an  individual  mortgage  monthly  over  a  ten-year  time  horizon.  The  Loss 
Model  made  these  forecasts  based  on  a  series  of  50  loan  characteristics,  including  whether  the 
mortgage  was  a  first  or  second  lien  mortgage,  the  type  of  mortgage  {e.g.,  fixed  or  ARM),  its 
geographic  location,  FICO  score,  loan-to- value  ratio,  and  level  of  documentation,  and 
projections  of  home  price  appreciation  and  unemployment  rates. 

Finally,  HBK  merged  the  information  from  the  Loss  Model  into  a  Bond  Evaluation 
Engine,  which  was  based  on  software  licensed  from  Intex  Solutions.  The  Bond  Evaluation 
Engine  provided  information  that  assisted  HBK  traders  in  pricing  mortgage  bonds  and  evaluating 
how  the  bonds  might  perform  under  certain  stresses.  The  purpose  of  this  tool  was  to  assist  HBK 
in  predicting  how  the  cash  flows  and  losses  from  the  individual  mortgages  within  a  given  RMBS 
bond  would  be  pushed  through  the  liability  waterfall  of  the  bond.  This  portion  of  the  analysis 
focused  on  the  structure  and  enhancements  of  the  RMBS  and  how  those  structures  would 
contribute  to  bond  performance. 

The  entire  universe  of  RMBS  was  inputted  into  the  model  every  month,  with  new  issues 
being  entered  as  soon  as  information  became  available.  This  allowed  HBK's  traders  to  run  a 
particular  RMBS  through  the  model  at  any  time,  using  a  user  interface  on  HBK's  internal  web 
site.  In  addition  to  the  real-time  web-based  interface,  a  trader  could  also  generate  results  from 
the  model  by  sending  an  email  to  a  particular  email  address,  which  would  generate  an  automated 
response  containing  model  results.  We  have  included  an  exemplar  email  request  and  automated 
response  at  GEM7-00008035  through  GEM7-00008037.  Lastly,  we  have  also  included  (at 
GEM7-00008030  through  GEM7-00008034)  a  presentation  for  investors  that  was  created  in 
December  2006,  which  was  intended  to  describe  and  summarize  this  process  by  walking  through 
a  case  study  in  the  analysis  of  a  particular  bond. 

***** 

HBK  respectfully  requests  that  its  produced  documents  be  maintained  confidentially 
under  Rule  16  of  the  PSl's  Rules  of  Procedure  and  not  be  released  publicly  without  a  majority 
vote  of  the  PS1.  HBK  further  asks  that  the  PSI  staff  provide  the  undersigned  with  notice  and  an 
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opportunity  to  be  heard  in  the  event  the  PSI  determines  that  it  will  disclose  any  information  from 
this  production  or  letter  to  a  third  party.  Such  treatment  would  be  consistent  with  the  respect  for 
privileged  and  confidential  information  that  the. Subcommittee  has  shown  in  the  past. 

Please  feel  free  to  contact  us  at  (202)  663-6430  should  you  have  any  questions. 

Sincerely, 


Reginald  J.  Brown 


~c 


Laura  Moranchek  Hussain 
Enclosures 

cc:        Jon  N'losle 

Henry  Klehm  111 
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Greg 
Lippmann/NewYork/DBNA/DeuBa@DBAMERICAS 


12/08/2006  04:00  PM 


To"Jashin  Patel" 

<jashin.patel@db.com>,  "Rocky 
Kurita"  <hiroki.kurita@db.com> 
cc 
bcc 
SubjectFw:  Warehouse  Approval  Request 


Another  trade  with  jenks. 

Sent  from  my  BlackBerry  Handheld. 

Original  Message  

From:  "Kevin  Jenks"  [kjenks@hbk.com] 

Sent:  12/08/2006  03:40  PM 

To:  Greg  Lippmann/NewYork/DBNA/DeuBa@DBAmericas 

Subject:  Re:  Warehouse  Approval  Request 

Yes. 

Original  Message  

From:  Greg  Lippmann 

To:  Kevin  Jenks 

Sent:  Fri  Dec  08  14:38:52  2006 

Subject:  Re:  Warehouse  Approval  Request 

Done  this  is  in  addition  to  the  rase,  yes? 

Sent  from  my  BlackBerry  Handheld. 

Original  Message  

From:  "Kevin  Jenks"  [kjenks@hbk.com] 

Sent:  12/08/2006  03:29  PM 

To:  Greg  Lippmann 

Subject:  RE:  Warehouse  Approval  Request 


ok  then  gsamp  069-nc2  m9  at  375  for  you  at  10m 


From:  Greg  Lippmann 

Sent:  Friday,  December  08,  2006  3:21  PM 

To:  Kevin  Jenks 

Subject:  RE:  Warehouse  Approval  Request 


165  bid  for  that  one... show  me  something  interesting  maybe  gsamp  06-nc2  m8  275  or  m9 
375   or  some  more  rase  ks  or  a  heat  etc... 


Greg  H.  Lippmann 
Managing  Director 
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Deutsche  Bank  Securities  Inc. 

3rd  Floor 

60  Wall  Street 

New  York,  New  York  10005 

Phone  (212)  250-7730 

Fax  (212)  797-2201 

Mobile  (917)  601-1916 

greg . lippmann@db . com 


"Kevin  Jenks"  <kjenks@hbk. com> 
12/08/2006  02:48  PM 


To 
cc 
Subject 


Greg  Lippmann/NewYork/DBNA/DeuBa@DBAmericas 


RE:  Warehouse  Approval  Request 


I  would  not  do  that  to  you  so  I  can't  do  it  to  Barclays.   Here  is  another  bond 
55275BAP2  MABS  06-NC2  M9  Baa2  BBB- 


From:  Greg  Lippmann 

Sent:  Friday,  December  08,  2006  2:34  PM 

To:  Kevin  Jenks 

Subject:  RE:  Warehouse  Approval  Request 


i  dont  doubt  anythin  you  are  saying  about  the  confusion  but  I  would  really  like  to  do 
the  m9  with  you.  We  have  been  trumped  in  a  similar  way  by  other  dealers  so  I  would  ask 
you  to  do  the  same  to  barclays  here  or  show  me  an  equivalent  bond  that  we  can  buy 
protection  at  same  level 


Greg  H.  Lippmann 

Managing  Director 

Deutsche  Bank  Securities  Inc. 

3rd  Floor 

60  Wall  Street 

New  York,  New  York  10005 

Phone  (212)  250-7730 

Fax  (212)  797-2201 

Mobile  (917)  601-1916 

greg . lippmannGdb . com 


"Kevin  Jenks"  <kjenks@hbk. com> 
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12/08/2006  02:21  PM 


To 


Greg  Lippmann/NewYork/DBNA/DeuBa@DBAmericas 


Subject 


RE:  Warehouse  Approval  Request 


That  was  the  confusion,  larry  told  us  that  rocky  did  not  want  to  bid  because  of  the 
level  on  the  M8 ' s .   which  we  only  found  out  after  we  already  did  the  M9 '  that  is  was  all 
bull.   The  M8  was  on  a  owic,  an  account  with  one  of  our  salespeople.   So  she  put  in  the 
bid  and  said  we  were  the  best  bid  on  the  M8 ' s .   After  several  hours  the  account  did  not 
care  there  as  we  had  been  lead  to  believe  so  we  killed  it.   Though  we  had  already  traded 
the  M9's.   So  of  course  I  would  have  liked  to  do  the  trade  with  you,  but  as  I  have  said 
we  have  already  done  it.   We  have  many  more  coming. 

Also  aside  from  the  cdo,  we  are  doing  an  entire  new  index  cds  strategy  that  we  are  being 
given  more  risk  tolerances  for. 


From:  Greg  Lippmann 

Sent:  Friday,  December  08,  2006  2:15  PM 

To:  Jason  Lowry 

Cc:  Abhayad  Kamat;  ABS;  Chehao  Lu;  Fixedlncome;  Hiroki  Kurita;  Jordan  Milman; 

Fagan;.  Mike  Li;  Rachel  Wish;  Sourav  Sen 

Subject:  RE:  Warehouse  Approval  Request 


Lucy 


no  that  qwas  on  the  Baa2...we  would  like  to  book  this  trade... I  think  the  confusion  was 
due  to  kevin  telling  rocky  that  he  was  seeing  300  on  the  baa2 ... .please  do  this  trade 
with  us 


Greg  H.  Lippmann 

Managing  Director 

Deutsche  Bank  Securities  Inc. 

3rd  Floor 

60  Wall  Street 

New  York,  New  York  10005 

Phone  (212)  250-7730 

Fax  (212)  797-2201 

Mobile  (917)  601-1916 

greg. lippmannSdb. com 


"Jason  Lowry"  <JLowry@hbk . com> 


12/08/2006  02:10  PM 
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To 

Greg  Lippmann/NewYork/DBNA/DeuBa@DBAmericas 

cc 

Abhayad  Kamat/NewYork/DBNA/DeuBa@DBAmericas,  "ABS"  <ABS@hbk. com>,  Chehao 
Lu/NewYork/DBNA/DeuBa@DBAmericas,  "Fixedlncome"  <FixedIncome@hbk.com>,  Hiroki 
Kurita/NewYork/DBNA/DeuBa@DBAmericas,  Jordan  Milman/NewYork/DBNA/DeuBa@DBAmericas,  Lucy 
Fagan/db/dbcom@DBAmericas,  Mike  Li/db/dbcom@DBAmericas,  "Rachel  Wish"  <RWish@hbk.com>, 
Sourav  Sen/NewYork/DBNA/DeuBa@DBAmericas 
Subject 

RE:  Warehouse  Approval  Request 


Rocky  told  Larry  that  he  would  prefer  to  pass. 


From:  Greg  Lippmann 

Sent:  Friday,  December  08,  2006  2:09  PM 

To:  Jason  Lowry 

Cc:  Abhayad  Kamat;  ABS;  Chehao  Lu;  Fixedlncome;  Hiroki  Kurita;  Jordan  Milman;  Lucy 

Fagan;  Mike  Li;  Rachel  Wish;  Sourav  Sen 

Subject:  Re:  Warehouse  Approval  Request 

we  would  like  this  trade  for  ourselves,  we  are  a  BUYER  of  protection  on  the  bbb-  at  365. 
We  were  NOT  a  buyer  of  Baa2  at  300. 


Greg  H.  Lippmann 

Managing  Director 

Deutsche  Bank  Securities  Inc. 

3rd  Floor 

60  Wall  Street 

New  York,  New  York  10005 

Phone  (212)  250-7730 

Fax  (212)  797-2201 

Mobile  (917)  601-1916 

greg . lippmannSdb . com 

"Jason  Lowry"  <JLowry@hbk.com> 

12/08/2006  01:16  PM 


To 

Greg  Lippmann/NewYork/DBNA/DeuBa@DBAmericas,  Jordan 
Milman/NewYork/DBNA/DeuBa@DBAmericas,  Hiroki  Kurita/NewYork/DBNA/DeuBa@DBAmericas, 
Abhayad  Kamat/NewYork/DBNA/DeuBa@DBAmericas,  Sourav  Sen/NewYork/DBNA/DeuBa@DBAmericas, 
Chehao  Lu/NewYork/DBNA/DeuBa@DBAmericas,  Lucy  Fagan/db/dbcom@DBAmericas,  Sourav 
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Sen/NewYork/DBNA/DeuBa@DBAmericas,    "Rachel  Wish"   <RWish@hbk.com>,    "Fixedlncome' 

<FixedIncome@hbk.com>,    Mike   Li/db/dbcom@DBAmericas,    "ABS"    <ABS@hbk.com> 

cc 

Subject 

Warehouse  Approval  Request 


Can  you  approve  15mm  of  RASC  06-KS3  M9  at  365  with  Barclays  for  the  CDO  warehouse? 


This  e-mail  may  contain  confidential  and/or  privileged  information.  If  you 
are  not  the  intended  recipient  (or  have  received  this  e-mail  in  error) 
please  notify  the  sender  immediately  and  destroy  this  e-mail.  Any 
unauthorized  copying,  disclosure  or  distribution  of  the  material  in  this 
e-mail  is  strictly  forbidden. 


This  e-mail  may  contain  confidential  and/or  privileged  information.  If  you 
are  not  the  intended  recipient  (or  have  received  this  e-mail  in  error) 
please  notify  the  sender  immediately  and  destroy  this  e-mail.  Any 
unauthorized  copying,  disclosure  or  distribution  of  the  material  in  this 
e-mail  is  strictly  forbidden. 


This  e-mail  may  contain  confidential  and/or  privileged  information.  If  you 
are  not  the  intended  recipient  (or  have  received  this  e-mail  in  error) 
please  notify  the  sender  immediately  and  destroy  this  e-mail.  Any 
unauthorized  copying,  disclosure  or  distribution  of  the  material  in  this 
e-mail  is  strictly  forbidden. 


This  e-mail  may  contain  confidential  and/or  privileged  information.  If  you 
are  not  the  intended  recipient  (or  have  received  this  e-mail  in  error) 
please  notify  the  sender  immediately  and  destroy  this  e-mail.  Any 
unauthorized  copying,  disclosure  or  distribution  of  the  material  in  this 
e-mail  is  strictly  forbidden. 


This  e-mail  may  contain  confidential  and/or  privileged  information.  If  you 
are  not  the  intended  recipient  (or  have  received  this  e-mail  in  error) 
please  notify  the  sender  immediately  and  destroy  this  e-mail.  Any 
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unauthorized  copying,  disclosure  or  distribution  of  the  material  in  this 
e-mail  is  strictly  forbidden. 
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ToJMILMAN@bloomberg.net 
cc 
bcc 
SubjectRe:  gemstone  AAs 


=====Begin  Message===== 

Messagei :  2768 

Message  Sent:  02/23/2007  15:53:30 

From:  GREGLIP@bloomberg. net | GREG  LI PPMANN | DEUTSCHE  BANK  SECURI | 1726 | 328663 

To:  JMILMAN@bloomberg.net | JORDAN  MILMANI DEUTSCHE  BANK  SECURI | 1726 | 328663 

Subject:  Re:  gemstone  AAs 


fine. . . 

Original  Message  

From:  JORDAN  MILMAN,  DEUTSCHE  BANK  SECURI 
At:   2/23  15:34:40 

we  have  so  many  jv's  floating  around  i'd  really  like  to  avoid  that.  Then  we  get 
in  to  a  whole  thing  about  our  levels  which  will  be  horrible  on  these.  I'd 
rather  just  have  ilinca  show  hbk,  he  loves  bonds  like  this 


=End  Message===== 
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IMPORTANT  NOTICE 

Attached  please  find  an  electronic  copy  of  the  Preliminary  Offering  Circular  (the  "Offering  Circular"), 
dated  February  14,  2007  relating  to  the  offering  of  certain  notes  (the  "Notes")  of  GEMSTONE  CDO  VII 
LTD.  (the  "Issuer")  and  GEMSTONE  CDO  VII  CORP.  (the  "Co-Issuer"  and  together  with  the  Issuer,  the 
"Issuers"). 

The  Preliminary  Offering  Circular  is  highly  confidential  and  does  not  constitute  an  offer  to  any  person, 
other  than  the  recipient,  or  to  the  public  generally  to  subscribe  for  or  otherwise  acquire  any  of  the 
securities  described  therein. 

Distribution  of  this  electronic  transmission  of  the  Preliminary  Offering  Circular  to  any  person  other  than  (a) 
the  person  receiving  this  electronic  transmission  from  Deutsche  Bank  Securities  Inc.  as  Initial  Purchaser 
on  behalf  of  the  Issuers,  and  (b)  any  person  retained  to  advise  the  person  receiving  this  electronic 
transmission  with  respect  to  the  offering  contemplated  by  the  Preliminary  Offering  Circular  (each,  an 
"Authorized  Recipient")  is  unauthorized.  Any  photocopying,  disclosure  or  alteration  of  the  contents  of 
the  Preliminary  Offering  Circular,  and  any  forwarding  of  a  copy  of  the  Preliminary  Offering  Circular  or  any 
portion  thereof  by  electronic  mail  or  any  other  means  to  any  person  other  than  an  Authorized  Recipient,  is 
prohibited.  By  accepting  delivery  of  this  Preliminary  Offering  Circular,  each  recipient  hereof  agrees  to  the 
foregoing. 
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Subject  to  Completion  dated  February  14,  2G07 
Gemstone  CDO  VII  Ltd. 
Gemstone  CDO  VII  Corp. 
U.S.$[  ]  Class  A-1  Floating  Rate  Notes  Due  Q 
U.S.$[  ]  Class  A-2  Floating  Rate  Notes  Due  Q 
U.S.$[  ]  Class  B  Floating  Rate  Notes  Due  Q 
U.S.$[  ]  Class  C  Floating  Rate  Deferrable  Interest  Notes  Due  Q 
U.S.$[  ]  Class  D  Floating  Rate  Deferrable  Interest  Notes  Due  Q 
U.S.$[  ]  Class  E  Floating  Rate  Deferrable  Interest  Notes  Due  D 
U.S.$[  ]  Preference  Shares 
Secured  by  a  Portfolio  of  Asset-Backed  Securities 

Gemstone  CDO  VII  Ltd.,  an  exempted  company  with  limited  liabBity  incorporated  under  the  laws  of  the  Cayman  Islands  (the 
■Issuer"),  and  Gemstone  CDO  VII  Corp.,  a  Delaware  corporation  (the  "Co-Issuer*  and,  together  with  the  Issuer,  the  "Issuers"),  will 
issue  U  S.$[  ]  Class  A-1  Floating  Rate  Notes  Due  Q  (the  "Class  A-1  Notes"),  U.S.$[  ]  Class  A-2  Floating  Rate  Notes  Due  D  (the 
•Class  A-2  Notes")  and,  together  with  the  Class  A-1  Notes,  the  "Class  A  Notes"),  U.S.$[  ]  Class  B  Floating  Rate  Notes  Due  G  (the 
■Class  B  Notes"),  U.S.$(  ]  Class  C  Floating  Rate  Deferrable  Interest  Notes  Due  rj  (the  "Class  C  Notes"),  U.S.$[  ]  Class  D  Floating 
Rate  Deferrable  Interest  Notes  Due  Q  (the  "Class  D  Notes")  and  U.S.${  ]  Class  E  Floating  Rate  Deferrable  Interest  Notes  Due  rj  (the 
■Class  E  Notes"  and,  together  with  the  Class  A  Notes,  Class  B  Notes,  Class  C  Notes  and  Class  D  Notes,  the  "Notes").  The  Notes 
will  be  issued  and  secured  pursuant  to  an  Indenture  dated  as  of  March  [  ],  2007  (the  "Indenture"),  among  the  Issuer,  the  Co-Issuer 
and  Deutsche  Bank  Trust  Company  Americas,  as  trustee  (the  "Trustee").  The  Collateral  securing  the  Notes  will  be  managed  by 
HBK  Investments  LP.  (together  with  its  affiliated  subadvisors,  the  "Collateral  Manager"),  (continued  on  next  page) 
It  is  a  condition  to  the  issuance  of  the  Notes  that  the  Class  A-1  Notes  be  rated  "Aaa"  by  Moody's  Investors  Service,  Inc.  ("Moody's") 
and  "AAA"  by  Standard  &  Poor's  Ratings  Services,  a  division  of  The  McGraw-Hill  Companies,  Inc.  ("Standard  &  Poor's"  and, 
together  with  Moody's,  the  "Rating  Agencies"),  that  the  Class  A-2  Notes  be  rated  "Aaa"  by  Moody's  and  "AAA"  by  Standard  & 
,2  Poor's,  that  the  Class  B  Notes  be  rated  at  least  "Aa2"  by  Moody's  and  "AA"  by  Standard  &  Poor's,  that  the  Class  C  Notes  be  rated  at 

0  least  "A2"  by  Moody's  and  "A"  by  Standard  &  Poor's,  that  the  Class  D  Notes  be  rated  at  least  "Baa2"  by  Moody's  and  "BBB"  by 
>>  Standard  &  Poor's  and  that  the  Class  E  Notes  be  rated  at  least  "Ba1"  by  Moody's  and  "BB+"  by  Standard  &  Poor's.  The  Preference 
3  Shares  will  not  be  rated. 

This  document  constitutes  a  prospectus  under  the  Prospectus  Directive.  The  "Prospectus  Directive"  means  Directive  2003/71/EC 

of  the  European  Parliament  and  of  the  Council  of  4  November  2003  on  the  prospectus  to  be  published  when  securities  are  offered 

a.    E        to  the  public  or  admitted  to  trading. 

•*?    o.       Application  will  be  made  to  the  Irish  Financial  Services  Regulatory  Authority,  as  competent  authority  under  Directive  2003/71/EC,  for 

K    5        the  prospectus  to  be  approved.   Application  will  be  made  to  the  Irish  Stock  Exchange  to  admit  the  Notes  to  the  Official  List  and 

•    'z        trading  on  its  regulated  market.  Such  approval  will  relate  only  to  Notes  which  are  to  be  admitted  to  trading  on  the  regulated  market 

1  ~  of  the  Irish  Stock  Exchange  or  other  regulated  markets  for  the  purposes  of  Directive  g3/22/EEC  or  which  are  to  be  offered  to  the 
c'  "5        public  in  any  Member  State  of  the  European  Economic  Area.  There  can  be  no  assurance  that  such  admission  will  be  granted.  No 

Z        application  will  be  made  to  list  the  Notes  on  any  other  stock  exchange. 
2        Investing  in  the  Notes  involves  risks.  See  "Risk  Factors"  starting  on  page  24. 

I         THE  PLEDGED  ASSETS  OF  THE  ISSUER  ARE  THE  SOLE  SOURCE  OF  PAYMENTS  ON  THE  NOTES  AND  THE  PREFERENCE 

0         SHARES  THE  NOTES  AND  THE  PREFERENCE  SHARES  DO  NOT  REPRESENT  AN  INTEREST  IN  OR  OBLIGATIONS  OF,  AND 

t         ARE  NOT  INSURED  OR  GUARANTEED  BY.  THE  TRUSTEE.  THE  COLLATERAL  MANAGER,  DEUTSCHE  BANK  SECURITIES 

%         INC.  ("DBSI"  OR  THE  "INITIAL  PURCHASER"),  ANY  OF  ITS  AFFILIATES  OR  ANY  OTHER  PERSON  OR  ENTITY. 

9         THE  NOTES  AND  PREFERENCE  SHARES  HAVE  NOT  BEEN  AND  WILL  NOT  BE  REGISTERED  UNDER  THE  SECURITIES  ACT 

S         OF  1933  AS  AMENDED  (THE  "SECURITIES  ACT"),  UNDER  APPLICABLE  STATE  SECURITIES  LAWS  OR  UNDER  THE  LAWS 

£         OF  ANY  OTHER  JURISDICTION.    NEITHER  THE  ISSUER  NOR  THE  CO-ISSUER  IS  OR  WILL  BE  REGISTERED  UNDER  THE 

P.         UNITED  STATES  INVESTMENT  COMPANY  ACT  OF  1 940,  AS  AMENDED  (THE  "INVESTMENT  COMPANY  ACT"),  IN  RELIANCE 

%         UPON  THE  EXCLUSION  PROVIDED  BY  SECTION  3(c)(7)  THEREOF.   THE  NOTES  AND  PREFERENCE  SHARES  ARE  BEING 

•c         OFFERED  (A)  IN  THE  UNITED  STATES  IN  RELIANCE  UPON  AN  EXEMPTION  FROM  THE  REGISTRATION  REQUIREMENTS 

■->        OF  THE  SECURITIES  ACT  (i)  PROVIDED  BY  SECTION  4(2)  THEREOF  TO  A  LIMITED  NUMBER  OF  INSTITUTIONAL 

ACCREDITED  INVESTORS  WITHIN  THE  MEANING  OF  RULE  501(a)(1),  (2),  (3)  or  (7)  UNDER  THE  SECURITIES  ACT,  OR  (ii) 

PURSUANT  TO  RULE  144A  UNDER  THE  SECURITIES  ACT  ("RULE  144A")  TO  "QUALIFIED  INSTITUTIONAL  BUYERS"  (AS 

DEFINED  IN  RULE  144A),  AND  (B)  OUTSIDE  THE  UNITED  STATES  TO  PERSONS  WHO  ARE  NOT  U.S.  PERSONS  (AS 

DEFINED  IN  REGULATION  S)  IN  OFFSHORE  TRANSACTIONS  IN  RELIANCE  ON  REGULATION  S  UNDER  THE  SECURITIES 

ACT   ("REGULATION    S")   AND,    IN    EACH   CASE,    IN   ACCORDANCE   WITH   APPLICABLE    LAWS.      THE    NOTES   AND 

PREFERENCE  SHARES  MAY  NOT  BE  OFFERED  OR  SOLD  WITHIN  THE  UNITED  STATES  OR  TO  OR  FOR  THE  ACCOUNT 

OR  BENEFIT  OF  U  S.  PERSONS  EXCEPT  TO  QUALIFIED  PURCHASERS  (WITHIN  THE  MEANING  OF  THE  INVESTMENT 

COMPANY  ACT  AND  THE  RULES  THEREUNDER).    EACH  PURCHASER  OF  NOTES  OR  PREFERENCE  SHARES  WILL  BE 

DEEMED  TO  HAVE  MADE  OR  WILL  BE  REQUIRED  TO  MAKE  CERTAIN  ACKNOWLEDGMENTS,  REPRESENTATIONS  AND 

AGREEMENTS  AS  SET  FORTH  UNDER  "TRANSFER  RESTRICTIONS."  A  TRANSFER  OF  NOTES  OR  PREFERENCE  SHARES 

(OR  ANY  INTEREST  THEREIN)  IS  SUBJECT  TO  CERTAIN  RESTRICTIONS  DESCRIBED  HEREIN,  INCLUDING  THAT  NO 

SALE,  PLEDGE,  TRANSFER  OR  EXCHANGE  MAY  BE  MADE  IN  A  DENOMINATION  LESS  THAN  THE  REQUIRED  MINIMUM 

DENOMINATION.  SEE  "TRANSFER  RESTRICTIONS." 

The  Notes  are  offered  by  trie  Initial  Purchaser  at  varying  prices  determined  in  each  case  at  the  time  of  sale,  subject  to  prior  sale, 
when,  as  and  if  issued,  the  approval  of  certain  legal  matters  by  counsel  and  the  satisfaction  of  certain  other  conditions.  The  Initial 
Purchaser  reserves  the  right  to  withdraw,  cancel  or  modify  such  offer  and  to  reject  orders  in  whole  or  in  part.  It  is  expected  that  the 
Notes  will  be  delivered  on  or  about  March  ( ],  2007  (the  "Closing  Date")  through  the  facilities  of  The  Depository  Trust  Company 
("DTC"),  Euroclear  Bank  S.A./N.V.,  and  Clearstream  Banking,  society  anonyme.  against  payment  therefor  in  immediately  available 
funds.  It  is  a  condition  to  the  issuance  of  each  of  the  Notes  and  the  Preference  Shares  that  all  of  the  Notes  and  the  Preference 
■2  5-.  Shares  be  issued  concurrently. 
'%  "5  DEUTSCHE  BANK  SECURITIES  INC. 
jE    m        The  date  of  this  Offering  Circular  is  February  0,  2007 
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(cover  continued) 

Concurrently  with  the  issuance  of  the  Notes,  the  Issuer  will  issue  Q  Preference  Shares  pursuant  to  the 
Memorandum  and  Articles  of  Association  of  the  Issuer  (the  "Issuer  Charter")  and  in  accordance  with  a 
Preference  Share  Paying  Agency  Agreement  dated  as  of  March  [  ],  2007  (the  "Preference  Share  Paying 
Agency  Agreement"),  among  the  Issuer,  Deutsche  Bank  Trust  Company  Americas,  acting  through  an 
affiliate  or  agent  outside  the  United  States  as  preference  share  paying  agent  and  preference  share 
transfer  agent  (in  such  capacities,  the  "Preference  Share  Paying  Agent"  and  the  "Preference  Share 
Transfer  Agent")  and  Maples  Finance  Limited  as  the  share  registrar  (in  such  capacity,  the  "Share 
Registrar"). 

Interest  on  the  Notes  will  be  payable  in  U.S.  dollars  in  arrears  on  each  Payment  Date.  Payments  of 
principal  of  and  interest  on  the  Notes  on  any  Distribution  Date  will  be  made  if  and  to  the  extent  that  funds 
are  available  on  such  Distribution  Date  in  accordance  with  the  Priority  of  Payments  set  forth  herein. 
Distributions  on  the  Preference  Shares  will  be  paid  to  the  extent  funds  are  available  in  accordance  with 
the  Priority  of  Payments.  See  "Description  of  the  Notes— Interest,"  "—Principal"  and  "—Priority  of 
Payments."  The  principal  of  the  Notes  is  payable  on  each  Distribution  Date  and  is  required  to  be  paid  by 
their  applicable  Stated  Maturity,  unless  redeemed  or  repaid  prior  thereto.  See  "Description  of  the  Notes- 
Principal." 

The  Notes  are  subject  to  redemption  under  the  circumstances  described  under  "Description  of  the 
Notes— Mandatory  Redemption,"  "—Auction  Call  Redemption,"  "—Optional  Redemption",  "— Clean-Up 
Call  Redemption"  and  " — Tax  Redemption." 

The  Notes  offered  by  the  Issuers  in  the  United  States  will  be  offered  in  reliance  on  an  exemption  from  the 
registration  requirements  of  the  Securities  Act  and  will  be  represented  by  one  or  more  global  notes 
("Restricted  Global  Notes")  in  fully  registered  form  without  interest  coupons  attached,  deposited  with, 
and  registered  in  the  name  of,  DTC  (or  its  nominee).  The  Notes  offered  by  the  Issuers  outside  the  United 
States  will  be  offered  in  reliance  upon  Regulation  S  under  the  Securities  Act  and  initially  will  be 
represented  by  one  or  more  temporary  global  notes  ("Temporary  Regulation  S  Global  Notes"),  that  will 
be  exchangeable  for  one  or  more  permanent  global  notes  ("Permanent  Regulation  S  Global  Notes" 
and,  together  with  the  Temporary  Regulation  S  Global  Notes,  the  "Regulation  S  Global  Notes")  in  fully 
registered  form  without  interest  coupons  attached,  deposited  with,  and  registered  in  the  name  of,  DTC  (or 
its  nominee),  initially  for  the  accounts  of  Euroclear  Bank  S.A./N.V.,  as  operator  of  the  Euroclear  system 
("Euroclear"),  and/or  Clearstream  Banking,  soctefe  anonyme  ("Clearstream").  Until  and  including  the 
40th  day  after  the  later  of  the  commencement  of  the  offering  and  the  Closing  Date  (the  "Distribution 
Compliance  Period"),  beneficial  interests  in  a  Regulation  S  Global  Note  may  be  held  only  through 
Euroclear  or  Clearstream.  Except  in  the  limited  circumstances  described  herein,  certificated  notes  will  not 
be  issued  in  exchange  for  beneficial  interests  in  a  global  note.  See  "Description  of  the  Notes— Form, 
Denomination,  Registration  and  Transfer." 

NOTWITHSTANDING  ANY  OTHER  EXPRESS  OR  IMPLIED  AGREEMENT  TO  THE  CONTRARY,  THE 
ISSUER,  THE  COLLATERAL  MANAGER  AND  EACH  RECIPIENT  HEREOF  AGREE  THAT  EACH  OF 
THEM  AND  EACH  OF  THEIR  EMPLOYEES,  REPRESENTATIVES,  AND  OTHER  AGENTS  MAY 
DISCLOSE  IMMEDIATELY  UPON  COMMENCEMENT  OF  DISCUSSIONS,  TO  ANY  AND  ALL 
PERSONS,  WITHOUT  LIMITATION  OF  ANY  KIND,  THE  TAX  TREATMENT  AND  TAX  STRUCTURE  OF 
THE  TRANSACTION  AND  ALL  MATERIALS  OF  ANY  KIND  (INCLUDING  OPINIONS  OR  OTHER  TAX 
ANALYSES)  THAT  ARE  PROVIDED  TO  ANY  OF  THEM  RELATING  TO  SUCH  TAX  TREATMENT  AND 
TAX  STRUCTURE,  EXCEPT  WHERE  CONFIDENTIALITY  IS  REASONABLY  NECESSARY  TO 
COMPLY  WITH  U.S.  FEDERAL,  STATE,  OR  CAYMAN  ISLAND'S  SECURITIES  LAWS.  FOR 
PURPOSES  OF  THIS  PARAGRAPH,  THE  TERMS  "TAX",  "TAX  TREATMENT",  "TAX  STRUCTURE", 
AND  "TAX  BENEFir  ARE  DEFINED  UNDER  TREASURY  REGULATION  §  1 .601 1 -4(c). 

In  this  Offering  Circular,  references  to  "U.S.  Dollars","  USD,"  "Dollars"  and  "U.S.$"  are  to  United  States 
dollars. 
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NOTICE  TO  NEW  HAMPSHIRE  RESIDENTS 

NEITHER  THE  FACT  THAT  A  REGISTRATION  STATEMENT  OR  AN  APPLICATION  FOR  A  LICENSE 
HAS  BEEN  FILED  UNDER  CHAPTER  421 -B  OF  THE  NEW  HAMPSHIRE  REVISED  STATUTES  WITH 
THE  STATE  OF  NEW  HAMPSHIRE  NOR  THE  FACT  THAT  A  SECURITY  IS  EFFECTIVELY 
REGISTERED  OR  A  PERSON  IS  LICENSED  IN  THE  STATE  OF  NEW  HAMPSHIRE  CONSTITUTES  A 
FINDING  BY  THE  SECRETARY  OF  STATE  THAT  ANY  DOCUMENT  FILED  UNDER  RSA  421-B  IS 
TRUE,  COMPLETE  AND  NOT  MISLEADING.  NEITHER  ANY  SUCH  FACT  NOR  THE  FACT  THAT  AN 
EXEMPTION  OR  EXCEPTION  IS  AVAILABLE  FOR  A  SECURITY  OR  A  TRANSACTION  MEANS 
THAT  THE  SECRETARY  OF  STATE  HAS  PASSED  IN  ANY  WAY  UPON  THE  MERITS  OR 
QUALIFICATIONS  OF,  OR  RECOMMENDED  OR  GIVEN  APPROVAL  TO,  ANY  PERSON,  SECURITY 
OR  TRANSACTION.  IT  IS  UNLAWFUL  TO  MAKE,  OR  CAUSE  TO  BE  MADE,  TO  ANY 
PROSPECTIVE  PURCHASER,  CUSTOMER  OR  CLIENT  ANY  REPRESENTATION  INCONSISTENT 
WITH  THE  PROVISIONS  OF  THIS  PARAGRAPH. 


NOTICE  TO  PURCHASERS 


THE  NOTES  HAVE  NOT  BEEN  AND  WILL  NOT  BE  REGISTERED  UNDER  THE  SECURITIES  ACT  OR 
THE  SECURITIES  LAWS  OF  ANY  STATE.  THE  NOTES  ARE  TO  BE  PURCHASED  FOR  INVESTMENT 
ONLY  AND  MAY  NOT  BE  SOLD,  PLEDGED  OR  OTHERWISE  TRANSFERRED  BY  AN  INVESTOR 
DIRECTLY  OR  INDIRECTLY  WITHIN  THE  UNITED  STATES  OR  TO  OR  FOR  THE  ACCOUNT  OF  U.S. 
PERSONS  (AS  DEFINED  IN  REGULATION  S)  EXCEPT  PURSUANT  TO  AN  EXEMPTION  FROM  THE 
REGISTRATION  REQUIREMENTS  OF  THE  SECURITIES  ACT.  PROSPECTIVE  PURCHASERS  ARE 
HEREBY  NOTIFIED  THAT  THE  SELLER  OF  ANY  NOTES  MAY  BE  RELYING  ON  THE  EXEMPTION 
FROM  THE  REGISTRATION  REQUIREMENTS  OF  SECTION  5  OF  THE  SECURITIES  ACT  PROVIDED 
BY  SECTION  4(2)  OF  THE  SECURITIES  ACT,  RULE  144A  OR  ANOTHER  EXEMPTION  FROM  THE 
REGISTRATION  REQUIREMENTS  UNDER  THE  SECURITIES  ACT.  FOR  CERTAIN  RESTRICTIONS 
ON  RESALE,  SEE  "DESCRIPTION  OF  THE  NOTES— FORM,  DENOMINATION,  REGISTRATION  AND 
TRANSFER."  A  TRANSFER  OF  NOTES  IS  SUBJECT  TO  THE  RESTRICTIONS  DESCRIBED  HEREIN, 
INCLUDING  THAT  NO  SALE,  PLEDGE,  TRANSFER  OR  EXCHANGE  MAY  BE  MADE  OF  A  NOTE  (1) 
EXCEPT  AS  PERMITTED  UNDER  THE  SECURITIES  ACT  AND  APPLICABLE  STATE  SECURITIES 
LAWS  PURSUANT  TO  AN  EXEMPTION  FROM  REGISTRATION  AS  DESCRIBED  HEREIN,  (2) 
EXCEPT  IN  COMPLIANCE  WITH  THE  CERTIFICATION  AND  OTHER  REQUIREMENTS  SET  FORTH 
IN  THE  INDENTURE  AND  (3)  IN  A  DENOMINATION  LESS  THAN  THE  REQUIRED  MINIMUM 
DENOMINATION.  THE  NOTES  ARE  SUBJECT  TO  FURTHER  RESTRICTIONS  ON  TRANSFER.  SEE 
"TRANSFER  RESTRICTIONS." 

NEITHER  THE  ISSUERS  NOR  THE  COLLATERAL  HAS  BEEN  REGISTERED  UNDER  THE 
INVESTMENT  COMPANY  ACT  BY  REASON  OF  THE  EXEMPTION  FROM  REGISTRATION 
CONTAINED  IN  SECTION  3(c)(7)  THEREOF.  EACH  ORIGINAL  PURCHASER  OF  AN  INTEREST  IN 
THE  NOTES  AND  EACH  SUBSEQUENT  TRANSFEREE  OF  AN  INTEREST  THEREIN  THAT  IS  A  U.S. 
RESIDENT  (WITHIN  THE  MEANING  OF  THE  INVESTMENT  COMPANY  ACT)  WILL  BE  DEEMED  TO 
HAVE  REPRESENTED  AND  AGREED  THAT  IT  IS  A  QUALIFIED  PURCHASER  AND  ALSO  WILL  BE 
DEEMED  TO  HAVE  MADE  THE  REPRESENTATIONS  SET  FORTH  IN  TRANSFER  RESTRICTIONS" 
HEREIN.  NO  TRANSFER  OF  NOTES  THAT  WOULD  HAVE  THE  EFFECT  OF  REQUIRING  EITHER  OF 
THE  ISSUERS  TO  REGISTER  AS  AN  INVESTMENT  COMPANY  UNDER  THE  INVESTMENT 
COMPANY  ACT  WILL  BE  PERMITTED.  THE  PURCHASER  OF  ANY  NOTE  AGREES  THAT  SUCH 
NOTE  IS  BEING  ACQUIRED  FOR  ITS  OWN  ACCOUNT  AND  NOT  WITH  A  VIEW  TO  DISTRIBUTION 
AND  MAY  BE  RESOLD,  PLEDGED  OR  OTHERWISE  TRANSFERRED  ONLY  (A)  TO  A  PERSON 
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WHOM  THE  SELLER  REASONABLY  BELIEVES  IS  A  QUALIFIED  INSTITUTIONAL  BUYER, 
PURCHASING  FOR  ITS  OWN  ACCOUNT,  TO  WHOM  NOTICE  IS  GIVEN  THAT  THE  RESALE, 
PLEDGE  OR  OTHER  TRANSFER  IS  BEING  MADE  IN  RELIANCE  ON  THE  EXEMPTION  FROM 
SECURITIES  ACT  REGISTRATION  PROVIDED  BY  RULE  144A  OR  (B)  TO  A  NON-U.S.  PERSON  IN 
AN  OFFSHORE  TRANSACTION  IN  ACCORDANCE  WITH  RULE  904  OF  REGULATION  S,  IN  EACH 
SUCH  CASE  IN  COMPLIANCE  WITH  THE  INDENTURE  AND  ALL  APPLICABLE  SECURITIES  LAWS 
OF  ANY  STATE  OF  THE  UNITED  STATES  OR  ANY  OTHER  JURISDICTION.  ANY  TRANSFER  OF  A 
RESTRICTED  DEFINITIVE  NOTE  OR  A  REGULATION  S  DEFINITIVE  NOTE  MAY  BE  EFFECTED 
ONLY  ON  THE  NOTE  REGISTER  MAINTAINED  BY  THE  NOTE  REGISTRAR  PURSUANT  TO  THE 
INDENTURE.  ANY  TRANSFER  OF  AN  INTEREST  IN  A  RESTRICTED  GLOBAL  NOTE  OR  A 
REGULATION  S  GLOBAL  NOTE  WILL  BE  SHOWN  ON,  AND  TRANSFERS  THEREOF  WILL  BE 
EFFECTED  ONLY  THROUGH,  RECORDS  MAINTAINED  BY  DTC  AND  ITS  DIRECT  AND  INDIRECT 
PARTICIPANTS  (INCLUDING,  IN  THE  CASE  OF  REGULATION  S  GLOBAL  NOTES,  EUROCLEAR  AND 
CLEARSTREAM). 

EACH  ORIGINAL  PURCHASER  AND  TRANSFEREE  WILL  BE  DEEMED  TO  REPRESENT  AND 
WARRANT)  THAT  EITHER  (A)  IT  IS  NOT  AN  "EMPLOYEE  BENEFIT  PLAN"  AS  DEFINED  IN  SECTION 
3(3)  OF  THE  U.S.  EMPLOYEE  RETIREMENT  INCOME  SECURITY  ACT  OF  1974,  AS  AMENDED 
("ERISA")  THAT  IS  SUBJECT  TO  TITLE  I  OF  ERISA,  A  PLAN  DESCRIBED  IN  SECTION  4975(e)(1)  OF 
THE  UNITED  STATES  INTERNAL  REVENUE  CODE  OF  1986,  AS  AMENDED  (THE  "CODE")  THAT  IS 
SUBJECT  TO  SECTION  4975  OF  THE  CODE,  A  GOVERNMENTAL  OR  CHURCH  PLAN  WHICH  IS 
SUBJECT  TO  ANY  U.S.  FEDERAL,  STATE  OR  LOCAL  LAW  THAT  IS  SIMILAR  TO  THE  PROHIBITED 
TRANSACTION  PROVISIONS  OF  SECTION  406  OF  ERISA  OR  SECTION  4975  OF  THE  CODE,  OR  AN 
ENTITY  WHICH  IS  DEEMED  TO  HOLD  THE  ASSETS  OF  ANY  SUCH  PLAN  PURSUANT  TO  29  C.F.R. 
SECTION  2510.3-101,  AS  MODIFIED  BY  SECTION  3(42)  OF  ERISA,  OR  OTHERWISE,  OR  (B)  ITS 
PURCHASE  AND  OWNERSHIP  OF  SUCH  NOTE  WILL  NOT  RESULT  IN  A  NON-EXEMPT 
PROHIBITED  TRANSACTION  UNDER  SECTION  406  OF  ERISA  OR  SECTION  4975  OF  THE  CODE 
(OR,  IN  THE  CASE  OF  A  GOVERNMENTAL  OR  CHURCH  PLAN,  A  NON-EXEMPT  VIOLATION  OF 
ANY  SUCH  SIMILAR  U.S.  FEDERAL,  STATE  OR  LOCAL  LAW). 


THE  NOTES  HAVE  NOT  BEEN  APPROVED  OR  DISAPPROVED  BY  THE  UNITED  STATES 
SECURITIES  AND  EXCHANGE  COMMISSION  OR  ANY  STATE  SECURITIES  COMMISSION  OR 
OTHER  REGULATORY  AUTHORITY,  AND  NONE  OF  THE  FOREGOING  AUTHORITIES  HAS 
CONFIRMED  THE  ACCURACY  OR  DETERMINED  THE  ADEQUACY  OF  THIS  OFFERING  CIRCULAR. 
ANY  REPRESENTATION  TO  THE  CONTRARY  IS  A  CRIMINAL  OFFENSE. 


This  Offering  Circular  has  been  prepared  by  the  Issuers  solely  for  use  in  connection  with  the  offering 
described  herein  of  the  Notes  and  the  Preference  Shares  (the  "Offering")  and  for  listing  purposes.  The 
Issuers  accept  responsibility  for  the  information  contained  in  this  document  (except  as  provided  below). 
To  the  best  knowledge  and  belief  of  the  Issuers,  the  information  contained  in  this  document  (except  in 
respect  of  the  information  appearing  in  the  Section  (i)  "The  Collateral  Manager"  as  to  which  the  Collateral 
Manager  accepts  sole  responsibility,  (ii)  "Description  of  the  Initial  Investment  Agreement— The  Initial 
Investment  Agreement  Provider"  as  to  which  the  Initial  Investment  Agreement  Provider  accepts  sole 
responsibility,  (iii)  "Deutsche  Bank  Aktiengesellschaft"  as  to  which  the  First  Synthetic  Security 
Counterparty  accepts  sole  responsibility  and  (iv)  "Plan  of  Distribution"  as  to  which  the  Initial  Purchaser 
accept  sole  responsibility),  is  in  accordance  with  the  facts  and  does  not  omit  anything  likely  to  affect  the 
import  of  such  information.    The  Issuers  accept  responsibility  accordingly.    The  Issuers  disclaim  any 
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obligation  to  update  such  information  and  do  not  intend  to  do  so.  Neither  the  Initial  Purchaser  nor  any  of 
their  affiliates  makes  any  representation  or  warranty  as  to,  has  independently  verified  or  assumes  any 
responsibility  for,  the  accuracy  or  completeness  of  the  information  contained  herein  other  than  the 
information  appearing  in  the  section  "Deutsche  Bank  Aktiengesellschaft",  for  which  it  accepts  sole 
responsibility.  Neither  the  Collateral  Manager  nor  any  of  its  affiliates  makes  any  representation  or 
warranty  as  to,  has  independently  verified  or  assumes  any  responsibility  for,  the  accuracy  and 
completeness  of  the  information  contained  herein  other  than  the  information  appearing  in  the  section  The 
Collateral  Manager",  for  which  it  accepts  sole  responsibility.  Neither  the  Initial  Investment  Agreement 
Provider  nor  any  of  its  affiliates  makes  any  representation  or  warranty  as  to,  has  independently  verified  or 
assumes  any  responsibility  for,  the  accuracy  and  completeness  of  the  information  contained  herein  other 
than  the  information  appearing  in  the  section  "Description  of  the  Initial  Investment  Agreement— The  Initial 
Investment  Agreement  Provider",  for  which  it  accepts  sole  responsibility.  To  the  best  knowledge  and 
belief  of  the  First  Synthetic  Security  Counterparty,  the  information  contained  in  the  section  "Deutsche 
Bank  Aktiengesellschaft"  is  in  accordance  with  the  facts  and  does  not  omit  anything  likely  to  affect  the 
import  of  such  information.  To  the  best  knowledge  and  belief  of  the  Collateral  Manager,  the  information 
contained  in  the  section  "The  Collateral  Manager"  is  in  accordance  with  the  facts  and  does  not  omit 
anything  likely  to  affect  the  import  of  such  information.  To  the  best  knowledge  and  belief  of  the  Initial 
Investment  Agreement  Provider,  the  information  contained  in  the  section  "Description  of  the  Initial 
Investment  Agreement— The  Initial  Investment  Agreement  Provider"  is  in  accordance  with  the  facts  and 
does  not  omit  anything  likely  to  affect  the  import  of  such  information.  Nothing  contained  in  this  Offering 
Circular  is  or  should  be  relied  upon  as  a  promise  or  representation  as  to  future  results  or  events.  The 
Trustee  has  not  participated  in  the  preparation  of  this  Offering  Circular  and  assumes  no  responsibility  for 
its  contents. 

All  of  the  statements  in  this  Offering  Circular  with  respect  to  the  business  of  the  Issuers,  and  any  financial 
projections  or  other  forecasts,  are  based  on  information  furnished  by  the  Issuers.  See  "Forward  Looking 
Statements."  None  of  the  Initial  Purchaser,  the  Collateral  Manager  and  their  respective  affiliates  assumes 
any  responsibility  for  the  performance  of  any  obligations  of  either  of  the  Issuers  or  any  other  persons 
described  in  this  Offering  Circular  (except  that  the  Collateral  Manager  is  responsible  for  the  performance 
of  its  obligations  under  the  Management  Agreement)  or  for  the  due  execution,  validity  or  enforceability  of 
the  Notes,  instruments  or  documents  delivered  in  connection  with  the  Notes  or  for  the  value  or  validity  of 
any  collateral  or  security  interests  pledged  in  connection  therewith. 

This  Offering  Circular  contains  summaries  of  certain  documents.  The  summaries  do  not  purport  to  be 
complete  and  are  qualified  in  their  entirety  by  reference  to  such  documents,  copies  of  which  will  be  made 
available  to  offerees  upon  request.  Requests  and  inquiries  regarding  this  Offering  Circular  or  such 
documents  should  be  directed  to  DBSI  Inc.,  60  Wall  Street,  New  York,  New  York  10005,  Attention:  Global 
Markets/CDO  Group.  Copies  of  such  documents  may  also  be  obtained  free  of  charge  from  the  Irish 
Paying  Agent. 

The  Issuers  will  make  available  to  any  offeree  of  the  Notes,  prior  to  the  issuance  thereof,  the  opportunity 
to  ask  questions  of  and  to  receive  answers  from  the  Issuers  or  a  person  acting  on  their  behalf  concerning 
the  terms  and  conditions  of  the  Offering,  the  Issuers  or  any  other  relevant  matters  and  to  obtain  any 
additional  information  to  the  extent  the  Issuers  possess  such  information  or  can  obtain  it  without 
unreasonable  expense.  The  information  referred  to  in  this  paragraph  will  also  be  obtainable  at  the  office 
of  the  Irish  Paying  Agent. 

Each  Original  Purchaser  of  a  Note  or  Preference  Share  (or  interest  therein)  offered  and  sold  in  the  United 
States  will  be  required  (or  in  certain  circumstances  deemed)  to  represent  to  the  Initial  Purchaser  offering 
any  Note  to  it  that  such  Original  Purchaser  (a)(i)  is  an  institutional  "accredited  investor"  within  the 
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meaning  of  Rule  501(a)(1),  (2),  (3)  or  (7)  (an  "Institutional  Accredited  Investor"),  or  (ii)  is  a  qualified 
institutional  buyer  as  defined  in  Rule  144A  ("Qualified  Institutional  Buyer")  and  (b)  is  acquiring  the 
Notes  or  Preference  Shares  for  its  own  account  for  investment  purposes  and  not  with  a  view  to  the 
distribution  thereof  (except  in  accordance  with  Rule  144A).  Each  Original  Purchaser  of  the  Notes  and 
Preference  Shares  will  also  be  required  to  acknowledge  or  be  deemed  to  acknowledge  that  the  Notes 
and  Preference  Shares  have  not  been  and  will  not  be  registered  under  the  Securities  Act  and  may  not  be 
reoffered,  resold,  pledged  or  otherwise  transferred  except  (a)  (i)  to  a  person  whom  the  seller  reasonably 
believes  is  both  a  Qualified  Purchaser  (as  defined  below)  and  a  Qualified  Institutional  Buyer  purchasing 
for  its  own  account,  to  whom  notice  is  given  that  the  resale,  pledge  or  other  transfer  is  being  made  in 
reliance  on  the  exemption  from  registration  provided  by  Rule  144A  under  the  Securities  Act  or  (ii)  to  a  non 
U.S.  Person  in  an  offshore  transaction  in  accordance  with  Rule  904  of  Regulation  S,  (b)  in  compliance 
with  the  certification  (if  any)  and  other  requirements  specified  in  the  Indenture  (or  Preference  Share 
Paying  Agency  Agreement,  as  applicable)  and  (c)  in  accordance  with  any  applicable  securities  laws  of 
any  state  of  the  United  States  and  any  other  relevant  jurisdiction.  Each  Original  Purchaser  of  a  Note  that 
is  a  U.S.  resident  (within  the  meaning  of  the  Investment  Company  Act)  will  be  required  to  represent  or  be 
deemed  to  represent  that  it  or  the  account  for  which  it  is  purchasing  such  Notes  is  a  Qualified  Purchaser. 
A  "Qualified  Purchaser"  is  (i)  a  "qualified  purchaser"  within  the  meaning  of  the  Investment  Company  Act 
and  the  rules  thereunder,  (ii)  a  "knowledgeable  employee"  with  respect  to  the  Issuer  within  the  meaning  of 
Rule  3c-5  under  the  Investment  Company  Act,  or  (iii)  a  company  beneficially  owned  exclusively  by  one  or 
more  "qualified  purchasers"  and/or  "knowledgeable  employees"  with  respect  to  the  Issuer. 

The  Initial  Purchaser  currently  does  not  intend  to  make  a  market  in  any  Class  of  Notes  or  the  Preference 
Shares,  and  the  Initial  Purchaser  is  under  no  obligation  to  do  so.  In  the  event  that  the  Initial  Purchaser 
commences  any  market-making,  it  may  discontinue  the  same  at  any  time.  There  can  be  no  assurance 
that  a  secondary  market  for  any  Class  of  Notes  or  the  Preference  Shares  will  develop,  or  if  a  secondary 
market  does  develop,  that  it  will  provide  the  holders  of  such  Class  of  Notes  or  Preference  Shares  with 
liquidity  of  investment  or  that  it  will  continue. for  the  life  of  such  Class  of  Notes  or  Preference  Shares. 


THIS  OFFERING  CIRCULAR  IS  FOR  INFORMATION  PURPOSES  ONLY  AND  IS  NOT  INTENDED  TO 
BE  RELIED  UPON  ALONE  AS  THE  BASIS  FOR  AN  INVESTMENT  DECISION.  IN  MAKING  AN 
INVESTMENT  DECISION,  PROSPECTIVE  INVESTORS  MUST  RELY  ON  THEIR  OWN  EXAMINATION 
OF  THE  ISSUERS  AND  THE  TERMS  OF  THE  OFFERING,  INCLUDING  THE  MERITS  AND  RISKS 
INVOLVED  AND  MUST  NOT  RELY  UPON  INFORMATION  PROVIDED  BY  OR  STATEMENTS  MADE 
BY  THE  INITIAL  PURCHASER,  THE  COLLATERAL  MANAGER  OR  ANY  OF  THEIR  AFFILIATES. 
INVESTORS  SHOULD  BE  AWARE  THAT  THEY  MAY  BE  REQUIRED  TO  BEAR  THE  FINANCIAL 
RISKS  OF  AN  INVESTMENT  IN  THE  NOTES  FOR  AN  INDEFINITE  PERIOD  OF  TIME. 

NONE  OF  THE  ISSUERS,  THE  COLLATERAL  MANAGER,  THE  INTEREST  RATE  SWAP 
COUNTERPARTY  (IF  ANY),  THE  SYNTHETIC  SECURITY  COUNTERPARTY,  THE  OFFSETTING 
TRANSACTION  COUNTERPARTY,  THE  INITIAL  INVESTMENT  AGREEMENT  PROVIDER,  THE 
INITIAL  PURCHASER  AND  ITS  AFFILIATES  MAKES  ANY  REPRESENTATION  TO  ANY  OFFEREE  OR 
PURCHASER  OF  NOTES  REGARDING  THE  LEGALITY  OF  INVESTMENT  THEREIN  BY  SUCH 
OFFEREE  OR  PURCHASER  UNDER  APPLICABLE  LEGAL  INVESTMENT  OR  SIMILAR  LAWS  OR 
REGULATIONS  OR  THE  PROPER  CLASSIFICATION  OF  SUCH  AN  INVESTMENT  THEREUNDER. 
THE  CONTENTS  OF  THIS  OFFERING  CIRCULAR  ARE  NOT  TO  BE  CONSTRUED  AS  LEGAL, 
BUSINESS  OR  TAX  ADVICE.  EACH  PROSPECTIVE  INVESTOR  SHOULD  CONSULT  ITS  OWN 
ATTORNEY,  BUSINESS  ADVISOR  AND  TAX  ADVISOR  AS  TO  LEGAL,  BUSINESS  AND  TAX  ADVICE. 
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NO  PERSON  IS  AUTHORIZED  IN  CONNECTION  WITH  ANY  OFFERING  MADE  HEREBY  TO  GIVE 
ANY  INFORMATION  OR  MAKE  ANY  REPRESENTATION  OTHER  THAN  AS  CONTAINED  HEREIN 
AND,  IF  GIVEN  OR  MADE,  SUCH  INFORMATION  OR  REPRESENTATION  MUST  NOT  BE  RELIED 
UPON  AS  HAVING  BEEN  AUTHORIZED  BY  THE  ISSUER,  THE  CO-ISSUER,  THE  COLLATERAL 
MANAGER,  THE  INITIAL  PURCHASER  OR  ITS  AFFILIATES.  THIS  OFFERING  CIRCULAR  DOES  NOT 
CONSTITUTE  AN  OFFER  TO  SELL,  OR  A  SOLICITATION  OF  AN  OFFER  TO  BUY,  (A)  ANY 
SECURITIES  OTHER  THAN  THE  NOTES  OR  PREFERENCE  SHARES  OR  (B)  ANY  NOTE  OR 
PREFERENCE  SHARE  IN  ANY  JURISDICTION  IN  WHICH  IT  IS  UNLAWFUL  FOR  SUCH  PERSON  TO 
MAKE  SUCH  AN  OFFER  OR  SOLICITATION.  THE  DISTRIBUTION  OF  THIS  OFFERING  CIRCULAR 
AND  THE  OFFERING  OF  THE  NOTES  AND/OR  PREFERENCE  SHARES  IN  CERTAIN 
JURISDICTIONS  MAY  BE  RESTRICTED  BY  LAW.  PERSONS  INTO  WHOSE  POSSESSION  THIS 
OFFERING  CIRCULAR  COMES  ARE  REQUIRED  BY  THE  ISSUERS  AND  THE  INITIAL  PURCHASER 
TO  INFORM  THEMSELVES  ABOUT,  AND  TO  OBSERVE,  ANY  SUCH  RESTRICTIONS.  IN 
PARTICULAR,  THERE  ARE  RESTRICTIONS  ON  THE  DISTRIBUTION  OF  THIS  OFFERING 
CIRCULAR,  AND  THE  OFFER  AND  SALE  OF  NOTES  AND  PREFERENCE  SHARES,  IN  THE  UNITED 
STATES  OF  AMERICA,  THE  UNITED  KINGDOM  AND  THE  CAYMAN  ISLANDS.  SEE  "PLAN  OF 
DISTRIBUTION."  NEITHER  THE  DELIVERY  OF  THIS  OFFERING  CIRCULAR  NOR  ANY  SALE  MADE 
HEREUNDER  SHALL  UNDER  ANY  CIRCUMSTANCES  IMPLY  THAT  THERE  HAS  BEEN  NO  CHANGE 
IN  THE  AFFAIRS  OF  THE  ISSUERS  OR  THAT  THE  INFORMATION  HEREIN  IS  CORRECT  AS  OF  ANY 
DATE  SUBSEQUENT  TO  THE  DATE  AS  OF  WHICH  SUCH  INFORMATION  IS  GIVEN  HEREIN.  THE 
ISSUERS  AND  THE  INITIAL  PURCHASER  RESERVES  THE  RIGHT,  FOR  ANY  REASON,  TO  REJECT 
ANY  OFFER  TO  PURCHASE  IN  WHOLE  OR  IN  PART,  TO  ALLOT  TO  ANY  OFFEREE  LESS  THAN 
THE  FULL  AMOUNT  OF  NOTES  SOUGHT  BY  SUCH  OFFEREE  OR  TO  SELL  LESS  THAN  THE 
AGGREGATE  STATED  PRINCIPAL  AMOUNT  OF  ANY  CLASS  OF  NOTES. 


THE  DISTRIBUTION  OF  THIS  OFFERING  CIRCULAR  AND  THE  OFFER  OR  SALE  OF  NOTES  AND 
PREFERENCE  SHARES  MAY  BE  RESTRICTED  BY  LAW  IN  CERTAIN  JURISDICTIONS.  NONE  OF 
THE  ISSUER,  THE  CO-ISSUER  OR  THE  INITIAL  PURCHASER  REPRESENTS  THAT  THIS 
DOCUMENT  MAY  BE  LAWFULLY  DISTRIBUTED,  OR  THAT  ANY  NOTES  MAY  BE  LAWFULLY 
OFFERED,  IN  COMPLIANCE  WITH  ANY  APPLICABLE  REGISTRATION  OR  OTHER 
REQUIREMENTS  IN  ANY  SUCH  JURISDICTION,  OR  PURSUANT  TO  AN  EXEMPTION  AVAILABLE 
THEREUNDER,  OR  ASSUME  ANY  RESPONSIBILITY  FOR  FACILITATING  ANY  SUCH 
DISTRIBUTION  OR  OFFERING.  IN  PARTICULAR,  NO  ACTION  HAS  BEEN  TAKEN  BY  THE  ISSUER, 
THE  CO-ISSUER  OR  THE  INITIAL  PURCHASER  WHICH  WOULD  PERMIT  A  PUBLIC  OFFERING  OF 
ANY  NOTES  OR  DISTRIBUTION  OF  THIS  DOCUMENT  IN  ANY  JURISDICTION  WHERE  ACTION  FOR 
THAT  PURPOSE  IS  REQUIRED.  ACCORDINGLY,  NO  NOTES  OR  PREFERENCE  SHARES  MAY  BE 
OFFERED  OR  SOLD,  DIRECTLY  OR  INDIRECTLY,  AND  NEITHER  THIS  OFFERING  CIRCULAR  NOR 
ANY  ADVERTISEMENT  OR  OTHER  OFFERING  MATERIAL  MAY  BE  DISTRIBUTED  OR  PUBLISHED 
IN  ANY  JURISDICTION,  EXCEPT  UNDER  CIRCUMSTANCES  THAT  WILL  RESULT  IN  COMPLIANCE 
WITH  ANY  APPLICABLE  LAWS  AND  REGULATIONS.  PERSONS  INTO  WHOSE  POSSESSION  THIS 
OFFERING  CIRCULAR  OR  ANY  NOTES  COME  MUST  INFORM  THEMSELVES  ABOUT  AND 
OBSERVE  ANY  SUCH  RESTRICTIONS. 


NOTWITHSTANDING  ANY  OTHER  EXPRESS  OR  IMPLIED  AGREEMENT  TO  THE  CONTRARY,  THE 
ISSUER,  THE  INITIAL  PURCHASER,  THE  COLLATERAL  MANAGER  AND  EACH  RECIPIENT  HEREOF 
AGREE  THAT  EACH  OF  THEM  AND  EACH  OF  THEIR  EMPLOYEES,  REPRESENTATIVES,  AND 
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OTHER  AGENTS  MAY  DISCLOSE,  IMMEDIATELY  UPON  COMMENCEMENT  OF  DISCUSSIONS,  TO 
ANY  AND  ALL  PERSONS,  WITHOUT  LIMITATION  OF  ANY  KIND,  THE  TAX  TREATMENT  AND  TAX 
STRUCTURE  OF  THE  TRANSACTION  AND  ALL  MATERIALS  OF  ANY  KIND  (INCLUDING  OPINIONS 
OR  OTHER  TAX  ANALYSES)  THAT  ARE  PROVIDED  TO  ANY  OF  THEM  RELATING  TO  SUCH  TAX 
TREATMENT  AND  TAX  STRUCTURE,  EXCEPT  WHERE  CONFIDENTIALITY  IS  REASONABLY 
NECESSARY  TO  COMPLY  WITH  U.S.  FEDERAL,  STATE,  OR  CAYMAN  ISLAND'S  SECURITIES 
LAWS. 


THIS  DOCUMENT  IS  CONSIDERED  AN  ADVERTISEMENT  FOR  PURPOSES  OF  APPLICABLE 
MEASURES  IMPLEMENTING  E.U.  DIRECTIVE  2003f71/EC.  A  PROSPECTUS  PREPARED 
PURSUANT  TO  THE  PROSPECTUS  DIRECTIVE  WILL  BE  PUBLISHED,  WHICH  CAN  BE  OBTAINED 
FROM  THE  ISSUER  AND  THE  IRISH  PAYING  AGENT.  SEE  "LISTING  AND  GENERAL 
INFORMATION". 


NOTICE  TO  FLORIDA  RESIDENTS 

THE  NOTES  AND  PREFERENCE  SHARES  ARE  OFFERED  PURSUANT  TO  A  CLAIM  OF  EXEMPTION 
UNDER  SECTION  517.061  OF  THE  FLORIDA  SECURITIES  ACT  (THE  "FLORIDA  ACT")  AND  HAVE 
NOT  BEEN  REGISTERED  UNDER  THE  FLORIDA  ACT.  IN  THE  STATE  OF  FLORIDA.  FLORIDA 
RESIDENTS  WHO  ARE  NOT  INSTITUTIONAL  INVESTORS  DESCRIBED  IN  SECTION  517.061(7)  OF 
THE  FLORIDA  ACT  HAVE  THE  RIGHT  TO  VOID  THEIR  PURCHASES  OF  THE  NOTES  AND 
PREFERENCE  SHARES  WITHOUT  PENALTY  WITHIN  THREE  DAYS  AFTER  THE  FIRST  TENDER  OF 
CONSIDERATION. 


NOTICE  TO  CONNECTICUT  RESIDENTS 

THE  NOTES  AND  PREFERENCE  SHARES  HAVE  NOT  BEEN  REGISTERED  UNDER  THE 
CONNECTICUT  SECURITIES  LAW.  THE  NOTES  AND  PREFERENCE  SHARES  ARE  SUBJECT  TO 
RESTRICTIONS  ON  TRANSFERABILITY  AND  SALE. 


NOTICE  TO  GEORGIA  RESIDENTS 

THE  NOTES  AND  PREFERENCE  SHARES  HAVE  BEEN  ISSUED  OR  SOLD  IN  RELIANCE  ON 
PARAGRAPH  (13)  OF  CODE  SECTION  10-5-9  OF  THE  GEORGIA  SECURITIES  ACT  OF  1973,  AND 
MAY  NOT  BE  SOLD  OR  TRANSFERRED  EXCEPT  IN  A  TRANSACTION  WHICH  IS  EXEMPT  UNDER 
SUCH  ACT  OR  PURSUANT  TO  AN  EFFECTIVE  REGISTRATION  UNDER  SUCH  ACT. 


NOTICE  TO  RESIDENTS  OF  AUSTRALIA 

NO  PROSPECTUS,  DISCLOSURE  DOCUMENT,  OFFERING  MATERIAL  OR  ADVERTISEMENT  IN 
RELATION  TO  THE  NOTES  AND  PREFERENCE  SHARES  HAS  BEEN  LODGED  WITH  THE 
AUSTRALIAN  SECURITIES  AND  INVESTMENTS  COMMISSION  OR  THE  AUSTRALIAN  STOCK 
EXCHANGE   LIMITED.   ACCORDINGLY,   A   PERSON    MAY   NOT   (A)   MAKE,    OFFER   OR   INVITE 
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APPLICATIONS  FOR  THE  ISSUE,  SALE  OR  PURCHASE  OF  THE  NOTES  AND  PREFERENCE 
SHARES  WITHIN,  TO  OR  FROM  AUSTRALIA  (INCLUDING  AN  OFFER  OR  INVITATION  WHICH  IS 
RECEIVED  BY  A  PERSON  IN  AUSTRALIA)  OR  (B)  DISTRIBUTE  OR  PUBLISH  THIS  OFFERING 
CIRCULAR  OR  ANY  OTHER  PROSPECTUS,  DISCLOSURE  DOCUMENT,  OFFERING  MATERIAL  OR 
ADVERTISEMENT  RELATING  TO  THE  SECURITIES  IN  AUSTRALIA,  UNLESS  (I)  THE  MINIMUM 
AGGREGATE  CONSIDERATION  PAYABLE  BY  EACH  OFFEREE  IS  THE  U.S.  DOLLAR  EQUIVALENT 
OF  AT  LEAST  A$500,000  (DISREGARDING  MONEYS  LENT  BY  THE  OFFEROR  OR  ITS 
ASSOCIATES)  OR  THE  OFFER  OTHERWISE  DOES  NOT  REQUIRE  DISCLOSURE  TO  INVESTORS 
IN  ACCORDANCE  WITH  PART  6D.2  OF  THE  CORPORATIONS  ACT  2001  (CWLTH)  OF  AUSTRALIA, 
AND  (II)  SUCH  ACTION  COMPLIES  WITH  ALL  APPLICABLE  LAWS  AND  REGULATIONS. 
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NOTICE  TO  RESIDENTS  OF  AUSTRIA 

THIS  OFFERING  CIRCULAR  IS  NOT  A  PROSPECTUS  UNDER  THE  AUSTRIAN  CAPITAL  MARKETS 
ACT  OR  THE  AUSTRIAN  INVESTMENT  FUNDS  ACT.  THIS  OFFERING  CIRCULAR  HAS  NOT  BEEN 
EXAMINED  BY  A  PROSPECTUS  AUDITOR  AND  NO  PROSPECTUS  ON  THE  PRIVATE  PLACEMENT 
OF  THE  NOTES  AND  PREFERENCE  SHARES  HAS  BEEN  PUBLISHED  OR  WILL  BE  PUBLISHED  IN 
AUSTRIA.  THE  NOTES  AND  PREFERENCE  SHARES  ARE  OFFERED  IN  AUSTRIA  ONLY  TO  A 
RESTRICTED  AND  SELECTED  NUMBER  OF  PROFESSIONAL  AND  SOPHISTICATED  INDIVIDUAL 
INVESTORS,  AND  NO  PUBLIC  OFFERING  OF  THE  NOTES  AND  PREFERENCE  SHARES  IN 
AUSTRIA  IS  BEING  MADE  OR  IS  INTENDED  TO  BE  MADE.  THE  NOTES  AND  PREFERENCE 
SHARES  CAN  ONLY  BE  ACQUIRED  FOR  A  COMMITMENT  EXCEEDING  ATS600.000  OR  ITS 
EQUIVALENT  VALUE  IN  ANY  FOREIGN  CURRENCY.  THE  INTERESTS  ISSUED  BY  THE  ISSUERS 
ARE  NOT  OFFERED  IN  AUSTRIA,  AND  THE  ISSUERS  ARE  NOT  AND  WILL  NOT  BE  REGISTERED 
AS  A  FOREIGN  INVESTMENT  FUND  IN  AUSTRIA. 


NOTICE  TO  RESIDENTS  OF  BAHRAIN 

NO  PUBLIC  OFFER  OF  THE  NOTES  AND  PREFERENCE  SHARES  WILL  BE  MADE  IN  BAHRAIN  AND 
NO  APPROVALS  HAVE  BEEN  SOUGHT  FROM  ANY  GOVERNMENTAL  AUTHORITY  OF  OR  IN 
BAHRAIN.  NONE  OF  THE  CO-ISSUERS,  THE  COLLATERAL  MANAGERAND  THE  INITIAL 
-PURGHASER-IS-PERMITTED-TO-MAKE-ANY-|NVITATION-TO-THE-PUBL"rC  IN  THE  STATE  OF 
BAHRAIN  TO  SUBSCRIBE  FOR  THE  NOTES  AND  PREFERENCE  SHARES  AND  THIS  OFFERING 
CIRCULAR  MAY  NOT  BE  ISSUED,  PASSED  TO,  OR  MADE  AVAILABLE  TO  MEMBERS  OF  THE 
PUBLIC  IN  BAHRAIN  GENERALLY. 


NOTICE  TO  RESIDENTS  OF  BELGIUM 

THE  NOTES  AND  PREFERENCE  SHARES  MAY  NOT  BE  OFFERED,  SOLD,  TRANSFERRED  OR 
DELIVERED  IN  OR  FROM  BELGIUM  AS  PART  OF  THEIR  INITIAL  DISTRIBUTION  OR  AT  ANY  TIME 
THEREAFTER,  DIRECTLY  OR  INDIRECTLY,  OTHER  THAN  TO  PERSONS  OR  ENTITIES 
MENTIONED  IN  ARTICLE  3  OF  THE  ROYAL  DECREE  OF  JANUARY  9,  1991  RELATING  TO  THE 
PUBLIC  CHARACTERISTIC  OF  OPERATIONS  CALLING  FOR  SAVINGS  AND  ON  THE  ASSIMILATION 
OF  CERTAIN  OPERATIONS  TO  A  PUBLIC  OFFER  (BELGIAN  OFFICIAL  JOURNAL  OF  JANUARY  12, 
1991).  THEREFORE,  THE  NOTES  AND  PREFERENCE  SHARES  ARE  EXCLUSIVELY  DESIGNED  FOR 
CREDIT  INSTITUTIONS,  STOCK  EXCHANGE  COMPANIES,  COLLECTIVE  INVESTMENT  FUNDS, 
COMPANIES  OR  INSTITUTIONS,  INSURANCE  COMPANIES  AND/OR  PENSION  FUNDS  ACTING 
FOR  THEIR  OWN  ACCOUNT  ONLY. 


NOTICE  TO  RESIDENTS  OF  THE  CAYMAN  ISLANDS 

NO  INVITATION  TO  SUBSCRIBE  FOR  ANY  NOTES  AND  PREFERENCE  SHARES  MAY  BE  MADE  TO 
THE  PUBLIC  IN  THE  CAYMAN  ISLANDS. 
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NOTICE  TO  RESIDENTS  OF  DENMARK 

EACH  OF  THE  ISSUERS  AND  THE  INITIAL  PURCHASER  HAS  AGREED  THAT  IT  HAS  NOT 
OFFERED  OR  SOLD  AND  WILL  NOT  OFFER,  SELL  OR  DELIVER  ANY  NOTES  AND  PREFERENCE 
SHARES  IN  THE  KINGDOM  OF  DENMARK,  DIRECTLY  OR  INDIRECTLY,  BY  WAY  OF  PUBLIC 
OFFER,  UNLESS  SUCH  OFFER,  SALE  OR  DELIVERY  IS,  OR  WAS,  IN  COMPLIANCE  WITH  THE 
DANISH  ACT  NO.  1072  OF  DECEMBER  20,  1995  ON  SECURITIES  TRADING,  CHAPTER  12  ON 
PROSPECTUSES  ON  FIRST  PUBLIC  OFFER  OF  CERTAIN  EXECUTIVE  SECURITIES  AND  ANY 
EXECUTIVE  ORDERS  ISSUED  PURSUANT  THERETO. 


NOTICE  TO  RESIDENTS  OF  FINLAND 

THIS  OFFERING  CIRCULAR  HAS  BEEN  PREPARED  FOR  PRIVATE  INFORMATION  PURPOSES  OF 
INTERESTED  INVESTORS  ONLY.  IT  MAY  NOT  BE  USED  FOR  AND  SHALL  NOT  BE  DEEMED  A 
PUBLIC  OFFERING  OF  THE  NOTES  AND  PREFERENCE  SHARES.  THE  RAHOITUSTARKASTUS 
HAS  NOT  AUTHORIZED  ANY  OFFERING  OF  THE  SUBSCRIPTION  OF  THE  NOTES  AND 
PREFERENCE  SHARES;  ACCORDINGLY,  THE  NOTES  AND  PREFERENCE  SHARES  MAY  NOT  BE 
OFFERED  OR  SOLD  IN  FINLAND  OR  TO  RESIDENTS  THEREOF  EXCEPT  AS  PERMITTED  BY 
FINNISH  LAW.  THIS  OFFERING  CIRCULAR  IS  STRICTLY  FOR  PRIVATE  USE  BY  ITS  HOLDER  AND 
MAY  NOT  BE  PASSED  ON  TO  THIRD  PARTIES. 


NOTICE  TO  RESIDENTS  OF  FRANCE 

THIS  OFFERING  CIRCULAR  IS  FURNISHED  TO  YOU  SOLELY  FOR  YOUR  INFORMATION  AND  MAY 
NOT  BE  REPRODUCED  OR  REDISTRIBUTED  TO  ANY  OTHER  PERSON.  IT  IS  STRICTLY 
CONFIDENTIAL  AND  IS  SOLELY  DESTINED  FOR  PERSONS  OR  INSTITUTIONS  TO  WHICH  IT  WAS 
INITIALLY  SUPPLIED.  THIS  OFFERING  CIRCULAR  DOES  NOT  CONSTITUTE  AN  OFFER  OR  AN 
INVITATION  TO  SUBSCRIBE  FOR  OR  TO  PURCHASE  ANY  OFFERED  SECURITIES  AND  NEITHER 
THIS  DOCUMENT  NOR  ANYTHING  CONTAINED  HEREIN  SHALL  FORM  THE  BASIS  OF  ANY 
CONTRACT  OR  COMMITMENT  WHATSOEVER. 

AS  LONG  AS  THE  PROSPECTUS  DIRECTIVE  IS  NOT  IMPLEMENTED  IN  FRANCE,  THE  FOLLOWING 
FRENCH  SELLING  RESTRICTIONS  WILL  APPLY:  EACH  OF  THE  INITIAL  PURCHASER  HAS 
REPRESENTED  AND  AGREED,  AND  EACH  FUTURE  DEALER  WILL  BE  REQUIRED  TO  REPRESENT 
AND  AGREE  ,THAT  IN  CONNECTION  WITH  THEIR  INITIAL  DISTRIBUTION  IT  HAS  NOT  OFFERED 
OR  SOLD  OR  CAUSED  TO  BE  OFFERED  OR  SOLD  AND  WILL  NOT  OFFER  OR  SELL  OR  CAUSED 
TO  BE  OFFERED  OR  SOLD,  DIRECTLY  OR  INDIRECTLY,  ANY  OFFERED  SECURITIES  BY  WAY  OF 
A  PUBLIC  OFFERING  IN  THE  REPUBLIC  OF  FRANCE  (AN  APPEL  PUBLIC  A  L'EPARGNE  AS 
DEFINED  IN  ARTICLE  L.411-1  OF  THE  FRENCH  CODE  MONETAIRE  ET  FINANCIER  (THE  "FRENCH 
CODE"))  AND  THAT  OFFERS  AND  SALES  OF  THE  OFFERED  SECURITIES  WILL  BE  MADE  IN  THE 
REPUBLIC  OF  FRANCE  IN  ACCORDANCE  WITH  THE  ARTICLE  L.411-1  AND  FOLLOWING  OF  THE 
FRENCH  CODE  AND  DECREE  NO.98.880  DATED  1ST  OCTOBER,  1998  RELATING  TO  OFFERS  TO 
QUALIFIED  INVESTORS. 
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NOTICE  TO  RESIDENTS  OF  GERMANY 

THE  NOTES  AND  PREFERENCE  SHARES  MAY  ONLY  BE  ACQUIRED  IN  ACCORDANCE  WITH  THE 
GERMAN  WERTPAPIERPROSPEKTGESETZ  ("SECURITIES  PROSPECTUS  ACT")  AND  THE 
INVESTMENTGESETZ  ("INVESTMENT  ACT).  THE  SECURITIES  ARE  NOT  REGISTERED  OR 
AUTHORIZED  FOR  DISTRIBUTION  UNDER  THE  INVESTMENT  ACT  AND  MAY  NOT  BE,  AND  ARE 
NOT  BEING  OFFERED  OR  ADVERTISED  PUBLICLY  OR  OFFERED  SIMILARLY  UNDER  THE 
INVESTMENT  ACT  OR  THE  SECURITIES  PROSPECTUS  ACT.  THEREFORE,  THIS  OFFER  IS  ONLY 
BEING  MADE  TO  RECIPIENTS  TO  WHOM  THIS  DOCUMENT  IS  PERSONALLY  ADDRESSED  AND 
DOES  NOT  CONSTITUTE  AN  OFFER  OR  ADVERTISEMENT  TO  THE  PUBLIC.  THE  SECURITIES 
CAN  ONLY  BE  ACQUIRED  FOR  A  MINIMUM  PURCHASE  PRICE  OF  AT  LEAST  €  50,000 
(EXCLUDING  COMMISSIONS  AND  OTHER  FEES)  PER  PERSON.  ALL  PROSPECTIVE  INVESTORS 
ARE  URGED  TO  SEEK  INDEPENDENT  TAX  ADVICE.  NONE  OF  THE  ISSUER,  THE  TRUSTEE,  THE 
COLLATERAL  MANAGER,  THE  INITIAL  PURCHASER  OR  ANY  OF  THEIR  RESPECTIVE  AFFILIATES 
GIVES  ANY  TAX  ADVICE. 


NOTICE  TO  RESIDENTS  OF  HONG  KONG 

NO  PERSON  MAY  OFFER  OR  SELL  ANY  NOTE  IN  HONG  KONG  BY  MEANS  OF  THIS  OFFERING 
CIRCULAR  OR  ANY  OTHER  DOCUMENT  OTHERWISE  THAN  TO  PERSONS  WHOSE  ORDINARY 
BUSINESS_IT_IS_TO_BUY-OR-SELL-SHARES-OR-DEBENTURES-(WHE-THER-AS-PRINeiPAL-OR- 
AGENT)  OR  IN  CIRCUMSTANCES  WHICH  DO  NOT  CONSTITUTE  AN  OFFER  TO  THE  PUBLIC 
WITHIN  THE  MEANING  OF  THE  COMPANIES  ORDINANCE  (CHAPTER  32  OF  THE  LAWS  OF  HONG 
KONG).  UNLESS  IT  IS  A  PERSON  WHO  IS  PERMITTED  TO  DO  SO  UNDER  THE  SECURITIES  LAWS 
OF  HONG  KONG,  NO  PERSON  MAY  IN  HONG  KONG  ISSUE,  OR  HAVE  IN  ITS  POSSESSION  FOR 
THE  PURPOSES  OF  ISSUE,  THIS  OFFERING  CIRCULAR  OR  ANY  OTHER  ADVERTISEMENT, 
INVITATION  OR  DOCUMENT  RELATING  TO  THE  NOTES  AND  PREFERENCE  SHARES  OTHER 
THAN  (I)  IN  RESPECT  OF  NOTES  OR  PREFERENCE  SHARES  TO  BE  DISPOSED  OF  TO  PERSONS 
OUTSIDE  HONG  KONG  OR  ONLY  TO  PERSONS  WHOSE  BUSINESS  INVOLVES  THE  ACQUISITION, 
DISPOSAL  OR  HOLDING  OF  SECURITIES,  WHETHER  AS  PRINCIPAL  OR  AGENT,  OR  (II)  IN 
CIRCUMSTANCES  WHICH  DO  NOT  CONSTITUTE  AN  INVITATION  TO  THE  PUBLIC  WITHIN  THE 
MEANING  OF  THE  PROTECTION  OF  INVESTORS  ORDINANCE  (CHAPTER  335  OF  THE  LAWS  OF 
HONG  KONG). 


NOTICE  TO  RESIDENTS  OF  ITALY 

THIS  OFFERING  CIRCULAR  MAY  NOT  BE  DISTRIBUTED  TO  MEMBERS  OF  THE  PUBLIC  IN  ITALY. 
THE  ITALIAN  COMMISSIONE  NAZIONALE  PER  LA  SOCIETA  E  LA  BORSA  HAS  NOT  AUTHORIZED 
ANY  OFFERING  OF  THE  SUBSCRIPTION  OF  THE  NOTES  OR  PREFERENCE  SHARES. 
ACCORDINGLY,  THE  NOTES  AND  PREFERENCE  SHARES  MAY  NOT  BE  OFFERED  OR  SOLD  IN 
ITALY  OR  TO  RESIDENTS  THEREOF  EXCEPT  AS  PERMITTED  BY  ITALIAN  LAW. 


NOTICE  TO  RESIDENTS  OF  JAPAN 

THE  NOTES  AND  PREFERENCE  SHARES  HAVE  NOT  BEEN,  AND  WILL  NOT  BE,  REGISTERED 
UNDER   THE    SECURITIES    AND    EXCHANGE    LAW   OF    JAPAN.    NEITHER   THE    NOTES,    THE 
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PREFERENCE  SHARES  NOR  ANY  INTEREST  THEREIN  MAY  BE  OFFERED,  SOLD,  RESOLD  OR 
OTHERWISE  TRANSFERRED,  DIRECTLY  OR  INDIRECTLY,  IN  JAPAN  OR  TO  OR  FOR  THE 
ACCOUNT  OF  ANY  RESIDENT  OF  JAPAN  (WHICH  TERM  AS  USED  HEREIN  MEANS  ANY  PERSON 
RESIDENT  IN  JAPAN,  INCLUDING  ANY  CORPORATION  OR  OTHER  ENTITY  ORGANIZED  UNDER 
THE  LAWS  OF  JAPAN),  OR  TO  OTHERS  FOR  RE-OFFERING  OR  SALE,  DIRECTLY  OR  INDIRECTLY, 
IN  JAPAN  OR  TO  A  RESIDENT  OF  JAPAN  EXCEPT  PURSUANT  TO  AN  EXEMPTION  FROM  THE 
REGISTRATION  REQUIREMENTS  OF,  AND  OTHERWISE  IN  COMPLIANCE  WITH,  THE  SECURITIES 
AND  EXCHANGE  LAW  AND  ANY  OTHER  APPLICABLE  LAW,  REGULATIONS  AND  MINISTERIAL 
GUIDELINES  OF  JAPAN. 


NOTICE  TO  RESIDENTS  OF  KOREA 

NONE  OF  THE  ISSUER,  THE  CO-ISSUER  AND  THE  INITIAL  PURCHASER  IS  MAKING  ANY 
REPRESENTATION,  EXPRESS  OR  IMPLIED,  WITH  RESPECT  TO  THE  QUALIFICATION  OF  THE 
RECIPIENTS  OF  THIS  OFFERING  CIRCULAR  FOR  THE  PURPOSE  OF  INVESTING  IN  THE  NOTES 
OR  PREFERENCE  SHARES  UNDER  THE  LAWS  OF  KOREA,  INCLUDING  AND  WITHOUT 
LIMITATION  THE  FOREIGN  EXCHANGE  MANAGEMENT  LAW  AND  REGULATIONS  THEREUNDER. 
THE  NOTES  AND  PREFERENCE  SHARES  HAVE  NOT  BEEN  REGISTERED  UNDER  THE 
SECURITIES  AND  EXCHANGE  LAW  OF  KOREA  AND  NONE  OF  THE  NOTES  OR  PREFERENCE 
SHARES  MAY  BE  OFFERED  OR  SOLD  OR  DELIVERED,  DIRECTLY  OR  INDIRECTLY,  IN  KOREA  OR_ 
-TO-ANY-RESIDENT-OF-KOREA-EXGEPT-PURSUANT-TO-APPtlCABtE-LAWS-AND-REGULATIONS 

OF  KOREA. 


NOTICE  TO  RESIDENTS  OF  THE  NETHERLANDS 

THE  NOTES  AND  PREFERENCE  SHARES  MAY  NOT  BE  OFFERED,  SOLD,  TRANSFERRED  OR 
DELIVERED,  WHETHER  DIRECTLY  OR  INDIRECTLY,  TO  ANY  INDIVIDUAL  OR  LEGAL  ENTITY  IN 
THE  NETHERLANDS  OTHER  THAN  TO  INDIVIDUALS  WHO,  OR  LEGAL  ENTITIES  WHICH,  IN  THE 
COURSE  OF  THEIR  OCCUPATION  OR  BUSINESS,  DEAL  OR  INVEST  IN  SECURITIES  (AS  SET  OUT 
IN  SECTION  1  OF  THE  REGULATION  OF  9  OCTOBER  1990  IN  IMPLEMENTATION  OF  SECTION  14 
OF  THE  ACT  ON  THE  SUPERVISION  OF  INVESTMENT  INSTITUTIONS). 


NOTICE  TO  RESIDENTS  OF  NORWAY 

EACH  OF  THE  ISSUERS  AND  THE  INITIAL  PURCHASER  REPRESENTS  AND  AGREES  THAT  IT 
WILL  COMPLY  WITH  CHAPTER  5  OF  THE  NORWEGIAN  ACT  NO.  79  OF  JUNE  19,  1997  ON 
SECURITIES  TRADING  (SECURITIES  TRADING  ACT)  AND  EACH  OF  THE  ISSUERS  AND  THE 
INITIAL  PURCHASER  ADDITIONALLY  REPRESENT  AND  AGREE  THAT  THEY  HAVE  NOT,  DIRECTLY 
OR  INDIRECTLY,  OFFERED  OR  SOLD  AND  WILL  NOT,  DIRECTLY  OR  INDIRECTLY,  OFFER  OR 
SELL  IN  THE  KINGDOM  OF  NORWAY  OR  TO  INVESTORS  IN  THE  NORWEGIAN  SECURITIES 
MARKET  ANY  NOTES  OR  PREFERENCE  SHARES  OTHER  THAN  TO  PERSONS  WHO  ARE 
REGISTERED  WITH  THE  OSLO  STOCK  EXCHANGE  AS  PROFESSIONAL  INVESTORS. 
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NOTICE  TO  RESIDENTS  OF  SINGAPORE 

THIS  OFFERING  CIRCULAR  WILL,  PRIOR  TO  ANY  SALE  OF  SECURITIES  PURSUANT  TO  THE 
PROVISIONS  OF  SECTION  106D  OF  THE  COMPANIES  ACT  (CAP.  50),  BE  LODGED,  PURSUANT  TO 
SAID  SECTION  106D,  WITH  THE  REGISTRAR  OF  COMPANIES  IN  SINGAPORE,  WHICH  TAKES  NO 
RESPONSIBILITY  FOR  ITS  CONTENTS,  BUT  HAS  NOT  BEEN  AND  WILL  NOT  BE  REGISTERED  AS 
A  PROSPECTUS  WITH  THE  REGISTRAR  OF  COMPANIES  IN  SINGAPORE.  ACCORDINGLY,  THE 
NOTES  AND  PREFERENCE  SHARES  MAY  NOT  BE  OFFERED  NOR  MAY  THIS  OFFERING 
CIRCULAR  NOR  ANY  OTHER  OFFERING  DOCUMENT  OR  MATERIAL  RELATING  TO  THE  NOTES 
OR  PREFERENCE  SHARES  BE  CIRCULATED  OR  DISTRIBUTED,  DIRECTLY  OR  INDIRECTLY,  TO 
THE  PUBLIC  OR  ANY  MEMBER  OF  THE  PUBLIC  IN  SINGAPORE  OTHER  THAN  TO  INSTITUTIONAL 
INVESTORS  OR  OTHER  PERSONS  OF  THE  KIND  SPECIFIED  IN  SECTION  106C  AND  SECTION 
106D  OF  THE  COMPANIES  ACT  OR  ANY  OTHER  APPLICABLE  EXEMPTION  INVOKED  UNDER 
DIVISION  5A  OF  PART  IV  OF  THE  COMPANIES  ACT.  THE  FIRST  SALE  OF  SECURITIES  ACQUIRED 
UNDER  A  SECTION  106C  OR  SECTION  106D  EXEMPTION  IS  SUBJECT  TO  THE  PROVISIONS  OF 
SECTION  106E  OF  THE  COMPANIES  ACT. 


NOTICE  TO  RESIDENTS  OF  SPAIN 

THIS   OFFERING   CIRCULAR   HAS    NOT   BEEN   AND  WILL   NOT   BE   REGISTERED  WITH   THE 
COMISION  NACIONAL  DEL  MERCADO  DE  VALORES  OF  SPAIN  AND  MAY_NPXBE.DIST-RIBUTED-IN- 
-SPAIN-IN-e©NNEeT-|ON-WITH-THE~OFFERING  AND  SALE  OF  THE  NOTES  OR  PREFERENCE 
SHARES   WITHOUT   COMPLYING   WITH   ALL   LEGAL  AND   REGULATORY   REQUIREMENTS    IN 
RELATION  THERETO. 


NOTICE  TO  RESIDENTS  OF  SWEDEN 

THIS  OFFERING  CIRCULAR  IS  FOR  THE  RECIPIENT  ONLY  AND  MAY  NOT  IN  ANY  WAY  BE 
FORWARDED  TO  ANY  OTHER  PERSON  OR  TO  THE  PUBLIC  IN  SWEDEN.  THE  OFFERING  OF  THE 
NOTES  AND  PREFERENCE  SHARES  IS  INTENDED  TO  BE  A  PRIVATE  PLACEMENT,  AND  A 
MINIMUM  INVESTMENT  OF  SEK  300,000  IN  THE  NOTES  OR  PREFERENCE  SHARES  IS  REQUIRED. 


NOTICE  TO  RESIDENTS  OF  SWITZERLAND 

THE  ISSUER  HAS  NOT  BEEN  AUTHORIZED  BY  THE  SWISS  FEDERAL  BANKING  COMMISSION  AS 
A  FOREIGN  INVESTMENT  FUND  UNDER  ARTICLE  45  OF  THE  SWISS  FEDERAL  LAW  ON 
INVESTMENT  FUNDS  OF  18  MARCH  1994.  ACCORDINGLY,  THE  NOTES  AND  PREFERENCE 
SHARES  MAY  NOT  BE  OFFERED  OR  DISTRIBUTED  ON  A  PROFESSIONAL  BASIS  IN  OR  FROM 
SWITZERLAND,  AND  NEITHER  THIS  OFFERING  CIRCULAR  NOR  ANY  OTHER  OFFERING 
MATERIALS  RELATING  TO  THE  NOTES  OR  PREFERENCE  SHARES  MAY  BE  DISTRIBUTED  IN 
CONNECTION  WITH  ANY  SUCH  OFFERING  OR  DISTRIBUTION.  THE  NOTES  AND  PREFERENCE 
SHARES  MAY,  HOWEVER,  BE  OFFERED  AND  THIS  OFFERING  CIRCULAR  MAY  BE  DISTRIBUTED 
IN  SWITZERLAND  ON  A  PROFESSIONAL  BASIS  TO  A  LIMITED  NUMBER  OF  PROFESSIONAL 
INVESTORS  IN  CIRCUMSTANCES  SUCH  THAT  THERE  IS  NO  PUBLIC  OFFER. 
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NOTICE  TO  RESIDENTS  OF  TAIWAN  AND  CHINA 

THE  OFFER  OF  THE  NOTES  AND  PREFERENCE  SHARES  HAS  NOT  BEEN  AND  WILL  NOT  BE 
REGISTERED  WITH  THE  SECURITIES  AND  FUTURES  COMMISSION  OF  TAIWAN  OR  WITH  THE 
RELEVANT  REGULATORY  AUTHORITIES  IN  THE  REPUBLIC  OF  CHINA  PURSUANT  TO  RELEVANT 
SECURITIES  LAWS  AND  REGULATIONS  AND  MAY  NOT  BE  OFFERED  OR  SOLD  WITHIN  TAIWAN 
OR  THE  REPUBLIC  OF  CHINA  THROUGH  A  PUBLIC  OFFERING  OR  IN  CIRCUMSTANCES  WHICH 
CONSTITUTE  AN  OFFER  WITHIN  THE  MEANING  OF  THE  SECURITIES  AND  EXCHANGE  LAW  OF 
TAIWAN  OR  WITHIN  THE  MEANING  OF  RELEVANT  SECURITIES  LAWS  AND  REGULATIONS  IN  THE 
REPUBLIC  OF  CHINA  THAT  REQUIRE  A  REGISTRATION  OR  APPROVAL  OF  THE  SECURITIES  AND 
FUTURES  COMMISSION  OF  TAIWAN  OR  THE  RELEVANT  SECURITIES  REGULATORY 
AUTHORITIES  IN  CHINA. 


NOTICE  TO  RESIDENTS  OF  THE  UNITED  KINGDOM 

THIS  DOCUMENT  IS  ONLY  BEING  DISTRIBUTED  TO  AND  IS  ONLY  DIRECTED  AT  (I)  PERSONS 
WHO  ARE  OUTSIDE  THE  UNITED  KINGDOM  OR  (II)  TO  INVESTMENT  PROFESSIONALS  FALLING 
WITHIN  ARTICLE  19(5)  OF  THE  FINANCIAL  SERVICES  AND  MARKETS  ACT  OF  2000  ("FSMA") 
(FINANCIAL  PROMOTION)  ORDER  2005  (THE  "ORDER")  OR  (III)  HIGH  NET  WORTH  ENTITIES,  AND 
OTHER  PERSONS  TO  WHOM  IT  MAY  LAWFULLY  BE  COMMUNICATED,  FALLING  WITHIN  ARTICLE 
49(2)  (A)  TO  (D)  OF  THE  ORDER  (ALL  SUCH  PERSONS  TOGETHER  BEING-REEERRED-TO-AS- 
-■RELEVANTPERSONS")-  THE  SECURITIES  ARE  AVAILABLE  ONLY  TO,  AND  ANY  INVITATION, 
OFFER  OR  AGREEMENT  TO  SUBSCRIBE,  PURCHASE  OR  OTHERWISE  ACQUIRE  SUCH 
SECURITIES  WILL  BE  ENGAGED  IN  ONLY  WITH,  RELEVANT  PERSONS.  ANY  PERSON  WHO  IS 
NOT  A  RELEVANT  PERSON  SHOULD  NOT  ACT  OR  RELY  ON  THIS  DOCUMENT  OR  ANY  OF  ITS 
CONTENTS. 


AVAILABLE  INFORMATION 


To  permit  compliance  with  Rule  144A  under  the  Securities  Act  in  connection  with  the  sale  of  the  Notes 
and  Preference  Shares,  each  of  the  Issuers  will  be  required  to  furnish,  upon  request  of  a  holder  of  a  Note 
or  Preference  Share,  to  such  holder  and  a  prospective  purchaser  designated  by  such  holder  the 
information  required  to  be  delivered  under  Rule  144A(d)(4)  under  the  Securities  Act  if  at  the  time  of  the 
request  such  Co-Issuer  is  not  a  reporting  company  subject  to  Section  13  or  15(d)  of  the  Securities 
Exchange  Act  of  1934,  as  amended  (the  "Exchange  Act"),  or  is  not  exempt  from  reporting  pursuant  to 
Rule  12g3-2(b)  under  the  Exchange  Act.  Such  information  may  be  obtained  from  the  Trustee  or  the  Irish 
Paying  Agent.  It  is  not  contemplated  that  either  of  the  Issuers  will  be  such  a  reporting  company  or  so 
exempt. 


FORWARD  LOOKING  STATEMENTS 

Any  projections,  forecasts  and  estimates  contained  herein  are  forward  looking  statements  and  are  based 
upon  certain  assumptions  that  the  Collateral  Manager  considers  reasonable.  Projections  are  necessarily 
speculative  in  nature,  and  it  can  be  expected  that  some  or  all  of  the  assumptions  underlying  the 
projections  will  hot  materialize  or  will  vary  significantly  from  actual,  results.  Accordingly,  the  projections 
are  only  an  estimate.   Actual  results  may  vary  from  the  projections,  and  the  variations  may  be  material. 
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Some  important  factors  that  could  cause  actual  results  to  differ  materially  from  those  in  any  forward 
looking  statements  include  changes  in  interest  rates,  market,  financial  or  legal  uncertainties,  differences 
in  the  actual  allocation  of  the  Underlying  Assets  among  asset  categories  from  those  identified  on 
Schedule  A  hereto,  the  timing  and  frequency  of  defaults,  writedowns,  principal  shortfalls  and  interest 
shortfalls  on  the  Underlying  Assets,  mismatches  between  the  timing  of  accrual  and  receipt  of  Interest 
Proceeds  and  Principal  Proceeds  from  the  Underlying  Assets  (particularly  prior  to  the  investment  of  all 
Uninvested  Proceeds),  defaults  under  Underlying  Assets  and  the  effectiveness  of  any  Interest  Rate  Swap 
Agreement,  among  others.  Consequently,  the  inclusion  of  projections  herein  should  not  be  regarded  as  a 
representation  by  the  Issuer,  the  Co-Issuer,  the  Collateral  Manager,  the  Trustee,  the  Initial  Purchaser  or 
its  affiliates  or  any  other  person  or  entity  of  the  results  that  will  actually  be  achieved  by  the  Issuer. 

None  of  the  Issuer,  the  Co-Issuer,  the  Collateral  Manager,  the  Trustee,  the  Initial  Purchaser  or  its 
affiliates  has  any  obligation  to  update  or  otherwise  revise  any  projections,  including  any  revisions  to 
reflect  changes  in  economic  conditions. or  other  circumstances  arising  after  the  date  hereof  or  to  reflect 
the  occurrence  of  unanticipated  events,  even  if  the  underlying  assumptions  do  not  come  to  fruition. 
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SUMMARY  OF  TERMS 

The  following  summary  is  qualified  in  its  entirety  by,  and  should  be  read  in  conjunction  with,  the  more 
detailed  information  appearing  elsewhere  in  this  Offering  Circular.  An  index  of  defined  terms  appears  at 
the  back  of  this  Offering  Circular. 


Securities  Offered . 


Preference  Shares. 


Status  of  the  Notes  . 


U.S.$[  ]  aggregate  principal  amount  Class  A-1  Floating  Rate 
Notes  Due  Q  (the  "Class  A-1  Notes"). 

U.S.$[  ]  aggregate  principal  amount  Class  A-2  Floating  Rate 
Notes  Due  fj  (the  "Class  A-2  Notes")  and,  together  with  the 
Class  A-1  Notes,  the  "Class  A  Notes"). 

U.S.$[  ]  aggregate  principal  amount  Class  B  Floating  Rate 
Notes  Due  Q  (the  "Class  B  Notes"). 

U.S.$[  ]  aggregate  principal  amount  Class  C  Floating  Rate 
Deferrable  Interest  Notes  Due  Q  (the  "Class  C  Notes"). 

U.S.$[  ]  aggregate  principal  amount  Class  D  Floating  Rate 
Deferrable  Interest  Notes  Due  Q  (the  "Class  D  Notes"). 

U.S.$[  ]  aggregate  principal  amount  Class  E  Floating  Rate 
Deferrable  Interest  Notes  Due  Q  (the  "Class  E  Notes,  together 
with  the  Class  A  Notes,  Class  B  Notes,  Class  C  Notes  and 
Class  D  Notes,  the  "Notes"). 

Concurrently  with  the  issuance  of  the  Notes,  the  Issuer  will 
issue  Q  Preference  Shares,  par  value  U.S.$0.01  per  share, 
issued  at  a  liquidation  preference  of  U.S.$[1 ,000]  per  share  (the 
"Preference  Shares").  It  is  expected  that  the  Collateral 
Manager  will  purchase  all  of  the  Preference  Shares  and  the 
Collateral  Manager  may  purchase  some  or  all  of  the  Class  E 
Notes. 

Each  of  the  Class  A-1  Notes,  Class  A-2  Notes,  Class  B  Notes, 
Class  C  Notes,  Class  D  Notes  and  Class  E  Notes  are  herein 
referred  to  as  a  "Class"  of  Notes.  The  entire  principal  amount 
of  each  Class  of  Notes  and  all  of  the  Preference  Shares  will  be 
issued  on  the  Closing  Date. 

The  Notes  will  be  issued  and  secured  pursuant  to  the 
Indenture.  The  Synthetic  Security  Counterparty  will  be  an 
express  third  party  beneficiary  of  the  Indenture.  See 
"Description  of  the  Notes — Status  and  Security"  and  " — The 
Indenture."  The  Notes  will  be  limited-recourse  debt  obligations 
of  the  Issuers  secured  solely  by  a  pledge  of  the  Collateral  by 
the  Issuer  to  the  Trustee  pursuant  to  the  Indenture  for  the 
benefit  of  the  holders  from  time  to  time  of  the  Notes,  the 
Collateral  Manager,  the  Trustee,  the  Synthetic  Security 
Counterparty,  the  Offsetting  Transaction  Counterparty  and  any 
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Interest  Rate  Swap  Counterparty  (collectively,  the  "Secured 
Parties").  See  "Description  of  the  Notes— Status  and 
Security." 

The  relative  order  of  seniority  of  payment  of  each  Class  of 
Notes  is  as  follows:  first,  Class  A-1  Notes,  second.  Class  A-2 
Notes,  third,  Class  B  Notes,  fourth.  Class  C  Notes,  fifth.  Class 
D  Notes  and  sixth.  Class  E  Notes,  with  (a)  each  Class  of  Notes 
in  such  list  being  "Senior"  to  each  other  Class  of  Notes  that 
follows  such  Class  of  Notes  in  such  list  and  (b)  each  Class  of 
Notes  (other  than  the  Class  A-1  Notes)  in  such  list  being 
"Subordinate"  to  the  Class  of  Notes  that  precedes  such  Class 
of  Notes  in  such  list.  The  Notes  are  Senior  to  the  Preference 
Shares. 

No  payment  of  interest  on  any  Class  of  Notes  will  be  made  until 
all  accrued  interest  due  and  payable  on  the  Notes  of  each 
Class  that  is  Senior  to  such  Class  and  that  remains  outstanding 
has  been  paid  in  full.  No  payment  of  principal  of  any  Class  of 
Notes  will  be  made  until  all  principal  of,  and  all  accrued  and 
unpaid  interest  on,  the  Notes  of  each  Class  that  is  Senior  to 
such  Class  and  that  remain  outstanding  have  been  paid  in  full, 
except  as  described  under  " — Principal  Repayment  of  the 
Notes".  See  also  "Description  of  the  Notes — Priority  of 
Payments." 

However: 

(a)  on  any  Distribution  Date  occurring  on  or  before  the 
Distribution  Date  in  Q  (with  the  period  from  the  Closing 
Date  to  such  Distribution  Date  referred  to  herein  as  the 
"Priority  Distribution  Period"),  Interest  Proceeds  will 
be  applied,  in  an  amount  available  for  such  purpose,  if 
any,  on  the  relevant  Distribution  Date,  to  pay  principal 
of  the  Class  D  Notes  in  an  amount  up  to  the  Class  D 
Priority  Redemption  Amount  for  such  Distribution  Date 
as  set  forth  in  Schedule  G  to  this  Offering  Circular  until 
Q%  of  the  aggregate  principal  amount  of  the  Class  D 
Notes  as  of  the  Closing  Date  is  redeemed;  and  on  any 
Distribution  Date  occurring  after  the  rj  Distribution  Date, 
0%  of  the  Interest  Proceeds  that  would  otherwise  be 
paid  to  the  Preference  Share  Paying  Agent  for 
distribution  to  the  holders  of  the  Preference  Shares  will 
be  applied  to  pay  principal  of  the  Class  D  Notes  until 
the  Class  D  Notes  are  paid  in  full; 

(b)  on  any  Distribution  Date  occurring  on  or  after  the 
Distribution  Date  in  Q  (if  no  Optional  Redemption, 
Auction  Call  Redemption,  Clean-Up  Call  Redemption 
or  Tax  Redemption  has  been  successfully  completed 
before    such    Distribution    Date)    (the    "Accelerated 
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The  Issuers . 


Amortization  Date"),  Interest  Proceeds  that  would 
otherwise  be  paid  to  the  Preference  Share  Paying 
Agent  for  distribution  to  the  holders  of  the  Preference 
Shares  will  be  applied  to  pay,  first,  the  principal  of  the 
Class  E  Notes,  second,  the  principal  of  the  Class  D 
Notes,  third,  the  principal  of  the  Class  C  Notes,  fourth, 
the  principal  of  the  Class  B  Notes,  fifth,  the  principal  of 
the  Class  A-2  Notes  and  sixth,  the  principal  of  the 
Class  A-1  Notes,  in  each  case  until  such  Class  has 
been  paid  in  full;  and 

(c)  if  the  Class  E  Diversion  Test  is  not  satisfied  on  a 
Determination  Date,  Interest  Proceeds  will  be  applied 
on  the  immediately  succeeding  Distribution  Date  to  pay 
principal  of  the  Class  E  Notes  in  sufficient  amounts  to 
satisfy  the  Class  E  Diversion  Test. 

See  "Description  of  the  Notes— Priority  of  Payments." 

Gemstone  CDO  VII  Ltd.  (the  "Issuer")  is  an  exempted 
company  with  limited  liability  incorporated  under  the 
Companies  Law  (2004  Revision)  of  the  Cayman  Islands 
pursuant  to  its  Memorandum  and  Articles  of  Association  (the 
"Issuer  Charter")  and  is  in  good  standing  under  the  laws  of  the 
Cayman  Islands.  The  Indenture  and  Issuer  Charter  will  provide 
that  the  activities  of  the  Issuer  are  limited  to: 

(a)  acquiring,  holding,  pledging  and  selling  Underlying 
Assets,  Offsetting  Transactions  and  Eligible 
Investments; 

(b)  entering  into  and  performing  its  obligations  under  the 
Indenture,  any  Interest  Rate  Swap  Agreement,  any 
Investment  Agreement,  the  Management  Agreement, 
the  Collateral  Administration  Agreement,  the  Note 
Purchase  Agreement,  the  subscription  agreements  with 
respect  to  the  private  placement  of  the  Class  E  Notes 
and  the  Preference  Shares  (the  "Subscription 
Agreements")  and  the  Preference  Share  Paying 
Agency  Agreement; 

(c)  issuing,  redeeming  and  selling  the  Notes  and  the 
Preference  Shares,  and  issuing  the  Ordinary  Shares; 

(d)  pledging  the  Collateral  as  security  for  its  obligations  in 
respect  of  the  Notes  and  otherwise  for  the  benefit  of 
the  Secured  Parties; 

(e)  owning  the  Co-Issuer;  and 

(f)  other  activities  incidental  to  the  foregoing. 
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Collateral  Manager. 


Use  of  Proceeds . 


The  Issuer  will  not  have  any  material  assets  other  than  the 
Underlying  Assets,  Eligible  Investments,  any  Interest  Rate 
Swap  Agreement  and  rights  under  certain  other  agreements 
entered  into  as  described  herein. 

Gemstone  CDO  VII  Corp.,  a  Delaware  corporation  (the  "Co- 
Issuer"  and,  together  with  the  Issuer,  the  "Issuers"),  was 
incorporated  for  the  sole  purpose  of  co-issuing  the  Notes.  The 
entire  authorized  share  capital  of  the  Co-Issuer  is  owned  by  the 
Issuer. . 

The  Co-Issuer  will  not  have  any  assets  (other  than  the 
proceeds  of  its  common  shares,  being  U.S.$[250] )  and  will  not 
pledge  any  assets  to  secure  any  Class  of  Notes.  The  Co- 
Issuer  will  not  have  any  interest  in  the  Underlying  Assets  held 
by  the  Issuer. 

HBK  Investments  L.P.,  a  Delaware  limited  partnership  (together 
with  its  affiliated  subadvisors,  the  "Collateral  Manager")  with 
headquarters  in  Dallas,  Texas,  will  manage  the  Collateral  under 
a  Management  Agreement  to  be  entered  into  between  the 
Issuer  and  the  Collateral  Manager  (the  "Management 
Agreement").  Collateral  management  services  for  the  Issuer 
will  be  performed  by  various  affiliated  subadvisors  of  HBK 
Investments  LP.,  which  are  under  common  control  with  HBK 
Investments  L.P.  Pursuant  to  the  Management  Agreement  and 
in  accordance  with  the  Indenture,  the  Collateral  Manager  has 
selected  and  will  manage  the  Collateral  and  will  exercise  rights 
and  remedies  associated  with  the  Underlying  Assets  based  on 
the  restrictions  set  forth  in  the  Indenture  and  on  the  Collateral 
Manager's  research,  credit  analysis  and  judgment.  The 
Collateral  Manager  will  also  monitor  any  Interest  Rate  Swap 
Agreement  and  may  also  act  as  the  Auction  Agent  in 
connection  with  an  Auction  Call  Redemption.  Also,  the 
Collateral  Manager  may  direct  the  Disposition  of  the  Underlying 
Assets  in  the  case  of  an  Optional  Redemption,  a  Clean-up  Call 
or  a  Tax  Redemption.  For  a  summary  of  the  provisions  of  the 
Management  Agreement  and  certain  other  information 
concerning  the  Collateral  Manager  and  key  individuals 
associated  therewith  who  will  be  managing  the  Issuer's 
portfolio,  see  "The  Collateral  Manager"  and  "The  Management 
Agreement." 

The  gross  proceeds  received  from  the  issuance  and  sale  of  the 
Notes  and  the  Preference  Shares  will  be  approximately  U.S.$[ 
].  On  the  Closing  Date,  the  Issuer  will  receive  approximately 
U.S.$[  ]  as  the  net  proceeds  from  the  issuance  and  sale  of  the 
Notes  and  the  Preference  Shares.  The  net  proceeds  from  the 
issuance  and  sale  of  the  Notes  and  the  Preference  Shares  are 
the  gross  proceeds  net  of  the  payment  of  the  placement  and 
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Security  for  the  Notes. 


structuring  fees  related  to  the  placement  of  the  Notes  and 
Preference  Shares,  the  payment  of  other  closing  expenses  and 
an  initial  deposit  into  the  Expense  Account.   The  net  proceeds 
from  the  issuance  and  the  sale  of  the  Notes  and  the  Preference 
Shares  will  be  used  by  the  Issuer  to  purchase  on  the  Closing 
Date    a    diversified    portfolio    of   interests    in    asset-backed 
securities      ("Asset-Backed      Securities")      and      Synthetic 
Securities   (together  with   the  Asset-Backed   Securities,  the 
"Underlying   Assets")   having   the   characteristics   described 
herein,  to  enter  into     Offsetting  Transactions  (including  the 
payment  of  any  initial  amounts  upon  the  entry  into  an  Offsetting 
Transaction)  and  to  fund  certain  accounts  established  under 
the  Indenture.  See  "Security  for  the  Notes— Underlying  Assets" 
and  "—Closing  Date  Portfolio."  On  the  Closing  Date,  the  Issuer 
will  have  acquired  (or  committed  to  acquire  for  settlement  in 
accordance   with    customary   settlement   procedures    in   the 
relevant  markets)  the  entire  portfolio.   As  of  the  Closing  Date, 
the  portfolio  will  consist  of  Underlying  Assets  (acquired  or 
committed      to      be      acquired)      having      an      aggregate 
Principal/Notional  Balance  (including  principal  collections  on 
such  Underlying  Assets  deposited  in  the  Uninvested  Proceeds 
Account  on  the  Closing  Date)  of  approximately  U.S.$[  ].   In  the 
event  that  there  are  any  remaining  uninvested  net  proceeds  on 
the  Determination  Date  preceding  the  Q  2007  Distribution  Date 
(the  "First  Distribution  Date"),  they  will  be  applied  in  the 
manner  described  herein  under  "Description  of  the  Notes — 
Certain  Definitions— Principal  Proceeds,"  "Description  of  the 
Notes— Priority     of     Payments— Principal     Proceeds"     and 
"Security  for  the  Notes— The  Accounts— Uninvested  Proceeds 
Account." 

Pursuant  to  the  Indenture,  the  Notes,  together  with  the  Issuer's 
obligations  to  the  Interest  Rate  Swap  Counterparty  under  any 
Interest  Rate  Swap  Agreement,  the  Synthetic  Security 
Counterparty  under  the  Synthetic  Securities,  the  Initial 
Investment  Agreement  Provider  under  the  Initial  Investment 
Agreement,  the  Trustee  under  the  Indenture  and  the  Collateral 
Manager  under  the  Management  Agreement,  will  be  secured 
by: 


(a) 


(b) 


(c) 


the  Underlying  Assets  and  Equity  Securities  and  the 
Offset  Transactions  and  the  Offsetting  Transactions; 

the  rights  of  the  Issuer  under  any  Interest  Rate  Swap 
Agreement; 

amounts  on  deposit  in  the  Payment  Account,  the 
Interest  Collection  Account,  the  Principal  Collection 
Account,  the  Expense  Account,  the  Uninvested 
Proceeds    Account,    the    Synthetic    Security    Issuer 


PSI-M&T  Bank-02-0026 


Footnote  Exhibits  -  Page  1724 


Acquisition 
Assets 


of     the      Underlying 


Account,  the  Disposition  Proceeds  Account,  the 
Synthetic  Security  Collateral  Account  [and  the  Interest 
Rate  Swap  Counterparty  Collateral  Account] 
(collectively,  the  "Accounts")  and  Eligible  Investments 
purchased  with  funds  on  deposit  in  such  accounts; 

(d)  the  rights  of  the  Issuer  under  the  Management 
Agreement,  the  Note  Purchase  Agreement,  the 
Subscription  Agreements  and  the  Administration 
Agreement;  and 

(e)  all  proceeds  of  the  foregoing  (collectively,  the 
"Collateral"). 

in  the  event  of  any  realization  on  the  Collateral,  proceeds  will 
be  allocated  to  the  payment  of  each  Class  of  Notes  in 
accordance  with  the  respective  priorities  established  by  the 
Priority  of  Payments.  The  Collateral  will  not  include  the 
Excepted  Property. 


On  the  Closing  Date,  the  Issuer  will  have  acquired  (or 
committed  to  acquire  for  settlement  in  accordance  with 
customary  settlement  procedures  in  the  relevant  markets)  the 
entire  portfolio,  which  will  consist  of  Underlying  Assets  having 
an  Aggregate  Principal/Notional  Balance  (including  principal 
collections  on  Asset-Backed  Securities  deposited  in  the 
Uninvested  Proceeds  Account  on  the  Closing  Date)  of 
approximately  U.S.$[  ]  and  will  be  pledged  to  the  Trustee  under 
the  Indenture.  The  Underlying  Assets  so  acquired  by  the 
Issuer  will,  on  the  Closing  Date,  have  the  characteristics 
described  herein  under  "Security  for  the  Notes —  Underlying 
Assets"  and " — Closing  Date  Portfolio." 

After  the  Closing  Date,  following  the  Disposition  of  Underlying 
Assets  in  accordance  with  and  subject  to  the  conditions  herein, 
the  Issuer,  at  the  direction  of  the  Collateral  Manager,  may  apply 
the  Disposition  Proceeds  in  respect  of  such  Dispositions  to 
purchase  additional  Asset-Backed  Securities  or  to  enter  into 
additional  Synthetic  Securities.  During  the  Reinvestment 
Period,  the  Issuer,  at  the  direction  of  the  Collateral  Manager 
and  subject  to  the  limitations  described  in  "Disposition  of  the 
Underlying  Assets,"  may  trade  Underlying  Assets  on  a 
discretionary  basis.  After  the  Reinvestment  Period,  the  Issuer 
will  not  be  able  to  acquire  Underlying  Assets  on  a  discretionary 
basis.  Both  during  and  after  the  Reinvestment  Period,  the 
Collateral  Manager  may  direct  the  Issuer  to  Dispose  of 
Defaulted  Assets,  Equity  Securities,  Credit-Risk  Assets,  Credit- 
Improved  Assets  and  Withholding  Securities  as  described 
under  "Disposition  of  the  Underlying  Assets"  and  may  be 
required    to    reinvest    the    Disposition    Proceeds    of    such 
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Dispositions  in  additional  Underlying  Assets.  During  and  after 
the  Reinvestment  Period,  the  Issuer,  at  the  direction  of  the 
Collateral  Manager,  may  also  enter  into  Offsetting 
Transactions;  provided  that  any  Offsetting  Transaction  will  be 
treated  as  a  Disposition  of  the  related  Underlying  Asset, 
meaning  that  Offsetting  Transactions  deemed  to  be 
discretionary  and  not  in  connection  with  the  Disposition  of 
Defaulted  Assets,  Equity  Securities,  Credit-Risk  Assets,  Credit- 
Improved  Assets  and  Withholding  Securities  shall  only  occur 
during  the  Reinvestment  Period. 

Disposition      of     the      Underlying 

Assets At  any  time,  the  Collateral  Manager  may  direct  the  Issuer  to 

Dispose  of  any  Defaulted  Assets,  Equity  Securities  or 
Underlying  Assets  subject  to  withholding  or  other  similar  taxes 
and  acquire  additional  Underlying  Assets;  provided  that  such 
Dispositions  and  acquisitions  are  subject  to  the  restrictions 
described  in  "Security  for  the  Notes — Disposition  of  Underlying 
Assets." 

The  Collateral  Manager  may  also  direct  the  Issuer  to  Dispose 
of  Credit-Risk  Assets,  Credit-Improved  Assets  or  other 
Underlying  Assets  and  acquire  additional  Underlying  Assets, 
subject  to  the  conditions  indicated  below. 

Credit-Risk  Assets.  The  Collateral  Manager,  on  behalf  of  the 
Issuer,  may  direct  the  Trustee  in  writing  to  Dispose  of  any 
Underlying  Asset  that  the  Coiiaterai  Manager,  acting  on  behalf 
of  the  Issuer,  determines  to  be  (and  which  the  Collateral 
Manager  certifies  in  writing  to  the  Trustee  that  it  has 
determined  to  be)  a  Credit-Risk  Asset  and,  if  applicable,  to 
acquire  additional  Underlying  Assets  in  accordance  with  clause 
(B)  below.  The  Collateral  Manager  may  not  direct  the  Trustee 
to  Dispose  of  any  Underlying  Asset  that  it  determines  to  be  a 
Credit-Risk  Asset  unless,  in  connection  with  the  Disposition  of 
such  Credit-Risk  Asset,  the  Collateral  Manager  will  certify  in 
writing  to  the  Trustee  that: 

(A)  at  the  direction  of  the  Collateral  Manager,  the 
Disposition  Proceeds  arising  from  the  Disposition  of  such 
Credit-Risk  Asset  shall  be  transferred  to  the  Principal  Collection 
Account  to  be  applied  in  accordance  with  the  Priority  of 
Payments;  provided  that  such  Disposition  Proceeds  may  not  be 
reinvested,  or 

(B)  the  Collateral  Manager  believes  that  the  Issuer  will  be 
able  to  reinvest  the  Disposition  Proceeds  arising  from  the 
Disposition  of  such  Credit-Risk  Asset,  within  [180]  days  after 
such  Credit-Risk  Asset  is  Disposed  of,  in  one  or  more 
additional  Asset-Backed  Securities  or  Synthetic  Securities 
having  an  Aggregate  Principal/Notional  Balance  that,  together 
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with  accrued  interest  thereon,  is  at  least  equal  to  the 
Disposition  Proceeds  arising  from  the  Disposition  of  such 
Credit-Risk  Asset  being  Disposed  of  and  the  Collateral 
Manager  believes  that  after  giving  effect  to  such  Disposition 
and  the  subsequent  acquisition,  the  level  of  each  of  the 
Collateral  Quality  Tests  and  Eligibility  Criteria  is  maintained  or 
improved  as  compared  to  the  test  levels  prior  to  such 
Disposition  and  subsequent  acquisition;  provided  however  that 
after  the  Reinvestment  Period,  the  Issuer  may  not  Dispose  of  a 
Credit-Risk  Asset  and  acquire  one  or  more  additional 
Underlying  Assets  pursuant  to  this  paragraph  unless, 
additionally,  (i)  the  Collateral  Quality  Tests  are  in  compliance, 
(ii)  the  Underlying  Asset  proposed  to  be  acquired  shall  have  a 
Moody's  Rating  and  a  Standard  &  Poor's  Rating  at  least  equal 
to  the  Moody's  Rating  and  the  Standard  &  Poor's  Rating 
respectively  of  the  Credit-Risk  Asset  to  be  Disposed,  (iii)  the 
weighted  average  life  of  the  Underlying  Asset(s)  proposed  to  be 
acquired  following  such  Disposition  shall  be  no  more  than  two 
years  greater  than  the  weighted  average  life  of  the  Credit-Risk 
Asset  to  be  Disposed  and  (iv)(A)  all  Coverage  Tests  are 
satisfied  prior  to  such  Disposition,  (B)  the  Collateral  Manager 
believes  that,  after  giving  effect  to  such  Disposition  and  the 
subsequent  acquisition  described  in  this  paragraph  all 
Coverage  Tests  will  be  satisfied  and  the  level  of  each  Coverage 
Test  will  be  at  least  equal  to  its  level  prior  to  such  Disposition 
and  (C)  the  level  of  the  Class  D  Overcollateralization  Test  is  at 
least  equal  to  fj. 

Credit-Improved  Assets.  The  Collateral  Manager,  on  behalf  of 
the  Issuer,  may  direct  the  Trustee  in  writing  to  Djspose  of  any 
Underlying  Asset  that  the  Collateral  Manager,  acting  on  behalf 
of  the  Issuer,  determines  to  be  (and  which  the  Collateral 
Manager  certifies  in  writing  to  the  Trustee  that  it  has 
determined  to  be)  a  Credit  Improved  Asset  and,  if  applicable,  to 
acquire  additional  Underlying  Assets  in  accordance  with  clause 
(B)  below.  The  Collateral  Manager  may  not  direct  the  Trustee 
to  Dispose  of  any  Underlying  Asset  that  it  determines  to  be  a 
Credit-Improved  Asset  unless,  in  connection  with  the 
Disposition  of  such  Credit-Improved  Asset,  the  Collateral 
Manager  will  certify  in  writing  to  the  Trustee  that: 

(A)  at  the  direction  of  the  Collateral  Manager,  the 
Disposition  Proceeds  arising  from  the  Disposition  of  such 
Credit-Improved  Asset  shall  be  transferred  to  the  Principal 
Collection  Account  to  be  applied  in  accordance  with  the  Priority 
of  Payments;  provided  that  (i)  such  Disposition  Proceeds  may 
not  be  reinvested  and  (ii)  such  Disposition  Proceeds  must  be  at 
least  equal  to  the  par  value  of  the  Credit-Improved  Asset 
Disposed,  or 
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(B)  the  Collateral  Manager  believes  that  the  Issuer  will  be 
able  to  reinvest  the  Disposition  Proceeds  arising  from  the 
Disposition  of  such  Credit-Improved  Asset,  within  [180]  days 
after  such  Credit-Improved  Asset  is  Disposed  of,  in  one  or  more 
additional  Asset-Backed  Securities  or  Synthetic  Securities 
having  an  Aggregate  Principal/Notional  Balance  at  least  equal 
to  the  Aggregate  Principal/Notional  Balance  of  the  Credit- 
Improved  Asset  to  be  Disposed,  and  the  Collateral  Manager 
believes  that  after  giving  effect  to  such  Disposition  and  the 
subsequent  acquisition,  the  level  of  each  of  the  Collateral 
Quality  Tests  and  Eligibility  Criteria  is  maintained  or  improved 
as  compared  to  the  test  levels  prior  to  such  Disposition  and 
subsequent  acquisition;  provided  however  that  after  the 
Reinvestment  Period,  the  Issuer  may  not  Dispose  of  a  Credit- 
Improved  Asset  and  acquire  another  Underlying  Asset  pursuant 
to  this  paragraph  unless,  additionally,  (i)  the  Collateral  Quality 
Tests  are  in  compliance,  (ii)  the  Underlying  Asset  proposed  to 
be  acquired  shall  have  a  Moody's  Rating  and  a  Standard  & 
Poor's  Rating  at  least  equal  to  the  Moody's  Rating  and  the 
Standard  &  Poor's  Rating,  respectively,  of  the  Credit-Improved 
Asset  to  be  Disposed,  (iii)  the  weighted  average  life  of  the 
Underlying  Asset(s)  proposed  to  be  acquired  following  such 
Disposition  shall  be  no  more  than  two  years  greater  than  the 
weighted  average  life  of  the  Credit-Improved  Asset  to  be 
Disposed  and  (iv)(A)  all  Coverage  Tests  are  satisfied  prior  to 
such  Disposition.  (B)  the  Collateral  Manager  believes  that,  after 
giving  effect  to  such  Disposition  and  the  subsequent  acquisition 
described  in  this  paragraph  all  Coverage  Tests  will  be  satisfied 
and  the  level  of  each  Coverage  Test  will  be  at  least  equal  to  its 
level  prior  to  such  Disposition  and  (C)  the  level  of  the  Class  D 
Overcollateralization  Test  is  at  least  equal  to  Q. 

Discretionary  Trading.  At  any  time  during  the  Reinvestment 
Period,  the  Collateral  Manager,  on  behalf  of  the  Issuer,  may 
direct  the  Trustee  in  writing  to  Dispose  of  (and  acquire  if 
applicable),  and  the  Trustee  shall  Dispose  of  (and  acquire,  if 
applicable)  in  the  manner  so  directed  by  the  Collateral 
Manager,  acting  on  behalf  of  the  Issuer,  in  writing,  any 
Underlying  Asset  if,  in  connection  with  the  Disposition  of  such 
Underlying  Asset  and  the  acquisition  of  another  Underlying 
Asset,  as  applicable,  the  Collateral  Manager  shall  certify  in 
writing  to. the  Trustee  that: 

(i)  the  Collateral  Manager  believes   in  good  faith  that 

Disposition  Proceeds  relating  to  such  Underlying  Asset  can  be 
reinvested  within  [180]  days  after  the  Disposition  of  such 
Underlying  Asset  in  one  or  more  additional  Underlying  Assets 
such  that  the  Aggregate  Principal/Notional  Balance  of  such 
additional  Underlying  Assets  is  greater  than  or  equal  to  the 
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Principal/Notional  Balance  of  the  Underlying  Asset  to  be  so 
Disposed, 

(ii)  the  Aggregate  Principal/Notional  Balance  of  all 
Underlying  Assets  Disposed  of  pursuant  to  this  paragraph 
during  any  calendar  year  (including  the  period  from  the  Closing 
Date  to  the  end  of  calendar  year  2007),  does  not  exceed  [20]% 
of  the  Net  Outstanding  Asset  Balance  as  of  the  first  day  of  such 
period  (excluding,  for  the  purposes  of  such  calculation,  the 
Disposition  of  any  Credit-Risk  Assets,  Credit-Improved  Assets, 
Defaulted  Assets,  Equity  Securities  and  Withholding  Securities 
and  any  Underlying  Asset  Disposed  by  the  entry  of  the  Issuer 
into  an  Offsetting  Transaction  with  respect  to  such  Underlying 
Asset), 

(iii)  the  Collateral  Manager  believes  that  after  giving  effect 
to  such  Disposition  and  the  subsequent  acquisition,  the  level  of 
each  of  the  Collateral  Quality  Tests  and  Eligibility  Criteria  is 
maintained  or  improved  as  compared  to  the  test  levels  prior  to 
such  Disposition  and  subsequent  acquisition; 

(iv)  and  Moody's  has  not  reduced  the  long  term  rating  of 
any  Class  of  Notes  below  the  long  term  rating  in  effect  on  the 
Closing  Date  by  one  or  more  major  rating  categories. 

The  Disposition  Proceeds  of  an  Asset-Backed  Security  will  be 
deposited  in  the  Disposition  Proceeds  Account  and,  subject  to 
the  restrictions  described  in  "Security  for  the  Notes — 
Disposition  of  Underlying  Assets,"  will  be  available  to  be 
reinvested  in  other  Underlying  Assets  within  [180]  days 
following  such  Disposition.  Following  such  [180]  day  period,  if 
not  earlier  transferred  to  the  Principal  Collection  Account  at  the 
direction  of  the  Collateral  Manager,  if  such  Disposition 
Proceeds  have  not  been  reinvested  in  any  substitute 
Underlying  Asset  and  remain  in  the  Disposition  Proceeds 
Account,  such  Disposition  Proceeds  shall  be  deposited  in  the 
Principal  Collection  Account  and  applied  in  accordance  with  the 
Priority  of  Payments. 

"Reinvestment  Period"  means  the  period  from  the  Closing 
Date  until  the  first  to  occur  of  (i)  the  Payment  Date  immediately 
following  the  date  that  the  Collateral  Manager,  acting  on  behalf 
of  the  Issuer,  notifies  the  Trustee  and  the  other  designated 
parties  that,  in  light  of  the  composition  of  the  Assets,  general 
market  conditions  and  other  factors,  the  Collateral  Manager  (in 
its  sole  discretion)  has  determined  on  behalf  of  the  Issuer  that 
investments  in  additional  Underlying  Assets  within  the 
foreseeable  future  would  either  be  impractical  or  not  beneficial, 
(ii)  an  Event  of  Default  or  (iii)  the  day  after  the  Payment  Date 
occurring  in  Q;  provided  that  if  the  Collateral  Manager  had 
previously  terminated  the  Reinvestment  Period,  the  Collateral 
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Manager  may  (in  its  sole  discretion)  reinstate  the  Reinvestment 
Period  if  the  notice  of  reinstatement  is  delivered  prior  to  the 
Determination  Date  for  the  Distribution  Date  occurring  in  Q. 

Principal  Proceeds  from  the  Disposition  of,  or  principal 
payments  on,  Underlying  Assets  that  are  Investment  Grade 
may  at  the  Collateral  Manager's  sole  discretion  (exercised  on 
behalf  of  the  Issuer)  be  deposited  into  (x)  the  Collection 
Account  for  investment  on  a  later  date  in  additional  Underlying 
Assets  that  are  Investment  Grade,  or  (y)  the  Synthetic 
Collateral  Account  to  be  invested  in  Eligible  Investments,  in 
each  case,  in  accordance  with  the  Eligibility  Criteria  and  the 
Collateral  Quality  Tests. 

See  "Security  for  the  Notes — Disposition  of  Underlying  Assets." 

Following  the  Closing  Date,  subject  to  satisfaction  of  the  Rating 
Condition,  the  Issuer  may  enter  into  an  ISDA  Master 
Agreement  pursuant  to  which  the  Issuer  will  enter  into  an 
interest  rate  swap  in  accordance  with  the  Indenture  (such 
interest  rate  swap,  together  with  any  replacement  therefor  or 
additional  interest  rate  swap  agreement  entered  into  in 
accordance  with  the  Indenture,  the  "Interest  Rate  Swap 
Agreement").  Any  Interest  Rate  Swap  Agreement  will  provide 
that  the  Issuer  will  pay  to  the  Interest  Rate  Swap  Counterparty 
on  each  related  Distribution  Date  interest  at  a  fixed  rate  on  a 
specified  notional  amount,  in  exchange  for  which  the  Interest 
Rate  Swap  Counterparty  will  pay  to  the  Issuer  interest  on  such 
notional  amount  at  a  rate  equal  to  three  month  LIBOR  for  the 
related  calculation  period.  See  "Security  for  the  Notes — The 
Interest  Rate  Swap  Agreement." 

On  the  Closing  Date,  the  Issuer  will  enter  into  a  series  of  credit 
default  swaps  (each  a  "Synthetic  Security")  with  Deutsche 
Bank  AG  (in  such  role,  the  "First  Synthetic  Security 
Counterparty").  Each  Synthetic  Security  will  relate  to  a 
Reference  Obligation  whereby  the  Issuer  will  sell  credit 
protection  to  the  related  Synthetic  Security  Counterparty  on 
such  Reference  Obligation.  Each  Synthetic  Security  will  be 
entered  into  pursuant  to  a  1992  ISDA  Master  Agreement 
(Multicurrency-Cross  Border),  including  the  schedule  thereto 
(the  "Master  Agreement"),  between  the  Issuer  and  a  Synthetic 
Security  Counterparty,  and  a  separate  confirmation  of 
transaction  (a  "Confirmation")  evidencing  the  Synthetic 
Security  thereunder.  Each  Confirmation  may  evidence  several 
different  transactions,  each  of  which  will  be  separate  and 
distinct  from  all  others  documented  under  such  Confirmation 
and  relates  to  an  individual  Reference  Obligation  that  is  an 
Asset-Backed  Security.  The  form  of  Confirmation  for 
Reference  Obligations  that  are  RMBS  Securities  is  attached 
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hereto  as  Schedule  H.  The  form  of  Confirmation  for  Reference 
Obligations  that  are  ABX  Tranche  Securities  is  attached  hereto 
as  Schedule  I.  The  form  of  Confirmation  for  Reference 
Obligations  that  are  CMBS  Securities  is  attached  hereto  as 
Schedule  J.  The  form  of  Confirmation  for  Reference 
Obligatbns  that  are  CDO  Securities  is  attached  hereto  as 
Schedule  K.  The  2003  ISDA  Credit  Derivatives  Definitions,  as 
published  by  ISDA  (the  "Credit  Derivatives  Definitions")  will 
apply  to,  and  be  incorporated  by  reference  into,  each  Synthetic 
Security. 

Each  Synthetic  Security  exposes  the  Issuer  to  the  credit  risk  of 
a  Reference  Obligation.  Each  "Reference  Obligation,"  as  of 
the  related  trade  date,  will  be  an  Asset-Backed  Security  that 
satisfies  the  Eligibility  Criteria. 

During  the  Reinvestment  Period,  and  only  in  accordance  with 
the  Eligibility  Criteria,  the  Issuer  may  (i)  enter  into  additional 
Synthetic  Securities  with  the  First  Synthetic  Security 
Counterparty  and  (ii)  enter  into  new  Synthetic  Securities  with 
other  synthetic  security  counterparties  (together  with  the  First 
Synthetic  Security  Counterparty,  the  "Synthetic  Security 
Counterparties")  made  pursuant  to  a  separate  Master 
Agreement  and  Confirmation;  provided  that  after  giving  effect  to 
any  such  transaction,  the  Synthetic  Security  Collateral  Amount 
equals  or  exceeds  the  Required  Synthetic  Security  Collateral 
Amount.  The  "Synthetic  Security  Collateral  Amount"  equals 
on  any  date  of  determination,  the  amount  on  deposit  in  the 
related  Synthetic  Security  Collateral  Account,  if  any  (including 
the  Aggregate  Principal/Notional  Balance  of  the  Eligible 
Investments  on  deposit  in  such  account,  but  excluding  all 
earnings  on  such  Eligible  Investments).  The  "Required 
Synthetic  Security  Collateral  Amount"  equals,  with  respect  to 
each  Synthetic  Security  Counterparty,  on  any  date  of 
determination,  the  Aggregate  Principal/Notional  Balance  of  all 
Synthetic  Securities  entered  into  with  such  Synthetic  Security 
Counterparty.  Each  Master  Agreement  entered  into  with  a 
Synthetic  Security  Counterparty  shall  be  substantially  identical 
to  the  Master  Agreement  entered  into  between  the  Issuer  and 
the  First  Synthetic  Security  Counterparty  prior  to  closing  or,  if 
not  substantially  identical,  shall  be  approved  by  the  First 
Synthetic  Security  Counterparty  and  each  Rating  Agency. 
Each  Confirmation  entered  into  with  a  Synthetic  Security 
Counterparty  shall  be  substantially  similar  to  (w)  the  form  of 
Confirmation  attached  hereto  as  Schedule  H  in  the  case  of 
Reference  Obligations  that  are  RMBS  Securities,  (x)  the  form  of 
Confirmation  attached  hereto  as  Schedule  I  in  the  case  of 
Reference  Obligations  that  are  ABX  Tranche  Securities,  (y)  the 
form  of  Confirmation  attached  hereto  as  Schedule  J  in  the 
case  of  Reference  Obligations  that  are  CMBS  Securities  or  (z) 
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the  form  of  Confirmation  attached  hereto  as  Schedule  K  in  the 
case  of  Reference  Obligations  that  are  CDO  Securities  or,  if  not 
substantially  similar,  shall  be  approved  by  each  other  Synthetic 
Security  Counterparty  and  each  Rating  Agency. 

The  Synthetic  Security  Counterparty  has  the  right  in  the  event 
of  an  assignment  of  a  Synthetic  Security  to  reject  any 
replacement  for  the  Issuer,  such  right  not  to  be  unreasonably 
exercised.  In  deciding  whether  to  approve  or  reject  a 
replacement  for  the  Issuer,  the  Synthetic  Security  Counterparty 
does  not  have  to  consider  the  interests  of  the  Issuer  or  the 
Noteholders. 

For  a  further  description  of  the  Synthetic  Securities  see 
"Security  for  the  Notes—  Underlying  Assets  Synthetic 
Securities"  herein. 
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On  or  after  the  Closing  Date,  the  Issuer  may  enter  into  a  series 
of  credit  default  swaps  (each  an  "Offsetting  Transaction")  with 
one  or  more  counterparties  (each,  an  "Offsetting  Transaction 
Counterparty")  required  in  order  to  hedge  all  or  part  of  its 
credit  exposure  (determined  as  set  out  below)  to  obligors  under 
Synthetic  Securities.  In  the  event  that  any  such  Offsetting 
Transaction  is  entered  into  in  respect  of  all  or  part  of  a 
Synthetic  Security,  such  Synthetic  Security  (or  part  thereof)  will 
not  be  considered  a  Synthetic  Security  (the  amount  of  such 
Synthetic  Security  so  offset,  .  the  "Offset  Transaction"). 
Offsetting  Transactions  must  be  entered  into  under  one  of  the 
forms  of  confirmation  attached  as  Schedule  H,  Schedule  I. 
Schedule  J  or  Schedule  K  hereto,  each  when  so  used  for  an 
Offsetting  Transaction  a  "Form  Approved  Short  Synthetic 
Confirmation". 

Each  Offsetting  Transaction  will  relate  to  a  Reference 
Obligation  whereby  the  Issuer  purchases  credit  protection  from 
the  related  Offsetting  Transaction  Counterparty  on  such 
Reference  Obligation.  An  Offsetting  Transaction  shall  hedge  all 
or  part  of  the  Issuer's  credit  exposure  if,  in  the  reasonable 
judgment  of  the  Collateral  Manager  acting  on  behalf  of  the 
Issuer,  such  Offsetting  Transaction  hedges  the  Issuer's  risk  of 
loss  (in  whole  or  in  part)  with  respect  to  the  relevant  Synthetic 
Security  and  the  Offsetting  Transaction  relates  to  the  same 
Reference  Obligation  and  provides  for  all  obligations 
thereunder  to  have  substantially  the  same  characteristics  as 
obligations  specified  in  such  Synthetic  Security. 

[Each  Offsetting  Transaction  and  Offset  Transaction  will  include 
cross-default  provisions  providing  that,  in  the  case  of  an 
Offsetting  Transaction,  following  an  event  of  default  or 
termination  event  with  respect  to  an  Offset  Transaction,  the 
related  Offsetting  Transaction  will  terminate  and  that,  in  the 
case  of  an  Offset  Transaction,  following  an  event  of  default  or 
termination  event  with  respect  to  an  Offsetting  Transaction,  the 
related  Offset  Transaction  will  terminate.] 

The  fixed  amounts  payable  with  respect  to  an  Offsetting 
Transaction  must  be  less  than  or  equal  to  the  fixed  amounts 
payable  with  respect  to  the  related  Synthetic  Security  and  in 
certain  circumstances  the  Issuer  may  be  required  to  make  an 
upfront  payment  to  the  Offsetting  Transaction  Counterparty. 

Amounts  on  deposit  in  the  Synthetic  Security  Collateral 
Account  may  be  invested  in  Eligible  Investments  (as  defined 
herein)  and  will  initially  be  invested  under  an  investment 
agreement,  dated  as  of  the  Closing  Date  (such  agreement,  the 
"Initial  Investment  Agreement,"  and  amounts  so  invested,  the 
"Investment"),  among  the  Issuer,  the  Trustee  and   [  ],  as 
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investment  agreement  provider  (in  such  capacity,  the  "Initial 
Investment  Agreement  Provider").  On  the  Closing  Date, 
funds  in  an  amount  of  about  $[  ]  are  expected  to  be  invested 
as  the  Investment. 

Pursuant  to  the  Initial  Investment  Agreement,  the  Initial 
Investment  Agreement  Provider  will  be  required  to  pay  interest 
at  a  per  annum  floating  rate  equal  to  three-month  LIBOR  minus 
0%  on  the  amounts  invested  thereunder.  Interest  on  the 
Investment  will  accrue  until  the  date  the  Initial  Investment 
Agreement  terminates  or  is  terminated  in  accordance  with  its 
terms  over  each  Interest  Period  and  will  be  payable  on  the 
Business  Day  immediately  prior  to  the  Distribution  Dates. 

On  any  Business  Day  of  each  month,  subject  to  applicable 
notice  requirements  specified  in  the  Initial  Investment 
Agreement,  the  Trustee  may  make  a  withdrawal  from  the  Initial 
Investment  Agreement  in  order  to  make  payments  as  described 
under  Allocation  Procedures. 

On  or  immediately  prior  to  the  Final  Maturity  Date,  the  Trustee 
(acting  pursuant  to  the  Indenture  on  behalf  of  the  Issuer)  will 
have  the  right  to  demand  payment  in  full  under  the  Initial 
Investment  Agreement  (if  it  is  then  in  effect).  On  the  Final 
Maturity  Date  of  the  Notes,  all  net  proceeds  from  such 
liquidation  and  all  available  cash  will  be  distributed  in 
accordance  with  the  priority  of  distribution  provisions  described 
herein.  The  obligations  of  the  Initial  Investment  Agreement 
Provider  under  the  Initial  Investment  Agreement  will  be  insured 
by  a  financial  guarantee  policy  (the  "Policy"  and  together  with 
the  Initial  Investment  Agreement,  the  "GIC")  to  the  extent 
specified  therein.  See  "Security  for  the  Notes— The  Initial 
Investment  Agreement",  "Security  for  the  Notes — The  Initial 
Investment  Agreement — The  Initial  Investment  Agreement 
Provider". 

The  Class  A-1  Notes  will  bear  interest  at  a  floating  rate  per 
annum  equal  to  LIBOR  plus  [  ]%. 

The  Class  A-2  Notes  will  bear  interest  at  a  floating  rate  per 
annum  equal  to  LIBOR  plus  [  ]%. 

The  Class  B  Notes  will  bear  interest  at  a  floating  rate  per 
annum  equal  to  LIBOR  plus  [  ]%. 

The  Class  C  Notes  will  bear  interest  at  a  floating  rate  per 
annum  equal  to  LIBOR  plus  [  ]%. 

The  Class  D  Notes  will  bear  interest  at  a  floating  rate  per 
annum  equal  to  LIBOR  plus  [  ]%. 
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The  Class  E  Notes  will  bear  interest  at  a  floating  rate  per 
annum  equal  to  LIBOR  plus  [  ]%. 

The  Preference  Shares  will  receive  any  Excess  Interest  in 
accordance  with  the  Priority  of  Payments. 

Interest  on  the  Notes  will  be  computed  on  the  basis  of  a  360- 
day  year  and  the  actual  number  of  days  elapsed. 

Interest  on  the  Notes  will  accrue  from  the  Closing  Date. 
Accrued  and  unpaid  interest  will  be  payable  quarterly  in  arrears 
on  each  Distribution  Date,  if  and  to  the  extent  that  funds  are 
available  on  such  Distribution  Date  in  accordance  with  the 
Priority  of  Payments  set  forth  herein;  provided  that  Interest  in 
respect  of  the  First  Distribution  Date  will  be  paid  on  a  period  of 
0  days.  See  "Description  of  the  Notes — Interest." 

Any  interest  on  the  Class  C  Notes,  Class  D  Notes  or  Class  E 
Notes  that  is  not  paid  when  due  by  operation  of  the  Priority  of 
Payments  will  be  deferred  ("Deferred  Interest",  or  as 
applicable,  "Class  C  Deferred  Interest",  "Class  D  Deferred 
Interest"  or  "Class  E  Deferred  Interest").  Interest  will  accrue 
on  any  deferred  interest.  Failure  to  make  payment  in  respect  of 
interest  on  the  Class  C  Notes,  Class  D  Notes  or  Class  E  Notes 
on  any  Distribution  Date  by  reason  of  the  Priority  of  Payments 
will  not  constitute  an  Event  of  Default  under  the  Indenture  as 
long  as  a  more  Senior  Class  of  Notes  remains  outstanding. 
Upon  the  payment  of  Class  C  Deferred  Interest,  Class  D 
Deferred  Interest  or  Class  E  Deferred  Interest,  the  deferred 
interest  amount  with  respect  to  the  Class  C  Notes,  Class  D 
Notes  or  the  Class  E  Notes,  as  the  case  may  be,  will  be 
reduced  by  the  amount  of  such  payment. 

Additionally,  as  long  as  any  Class  of  Notes  is  outstanding  if  a 
Coverage  Test  applicable  to  such  Class  of  Notes  is  not 
satisfied  on  any  Determination  Date  relating  to  a  Distribution 
Date,  then  Interest  Proceeds  that  would  otherwise  be  used  to 
make  payments  in  respect  of  interest  on  any  Class  of  Notes 
Subordinate  to  such  Class  will  be  used  instead  to  redeem,  first, 
each  Class  (if  any)  of  Notes  Senior  to  such  Class  of  Notes 
(sequentially  in  direct  order  of  seniority)  and,  second,  such 
Class  of  Notes,  until  each  applicable  Coverage  Test  is  satisfied. 
See  "Description  of  the  Notes— Priority  of  Payments." 


Maturity;  Average  Life;  Duration  . 


The  stated  maturity  of  the  Notes  is  the  Q  Distribution  Date  (with 
respect  to  each  Class  of  Notes,  the  "Stated  Maturity").  Each 
Class  of  Notes  will  mature  at  the  applicable  Stated  Maturity 
unless  redeemed  or  repaid  before  the  Stated  Maturity.  With 
respect  to  each  Class  of  Notes,  the  earlier  of  the  Stated 
Maturity  and  the  Distribution  Date  on  which  the  aggregate 
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principal  amount  of  such  Class  of  Notes  is  paid  in  full,  including 
a  Redemption  Date  or  an  Accelerated  Maturity  Date,  is  referred 
to  herein  as  the  "Final  Maturity  Date".  The  average  life  of 
each  Class  of  Notes  may  be  less  than  the  number  of  years  until 
its  Stated  Maturity.  See  "Maturity  and  Prepayment 
Considerations,"  "Risk  Factors — Projections,  Forecasts  and 
Estimates"  and  " — Average  Life  of  the  Notes  and  Prepayment 
Considerations." 

Principal       Repayment       of       the 

Notes Principal  Proceeds  will  be  applied  on  each  Distribution  Date  in 

accordance  with  the  Priority  of  Payments  to  pay  principal  of 
each  Class  of  Notes  and,  to  the  extent  that  there  are  Excess 
Principal  Proceeds,  to  pay  a-  dividend  on  the  Preference 
Shares.  In  addition, 

(a)  if  a  Coverage  Test  is  not  satisfied  on  a  Determination 
Date,  Interest  Proceeds  will  be  applied  on  the 
immediately  succeeding  Distribution  Date  to  pay 
principal  of  the  Class  A  Notes,  the  Class  B  Notes,  the 
Class  C  Notes,  the  Class  D  Notes  and  the  Class  E 
Notes,  sequentially  in  order  of  seniority  in  sufficient 
amounts  to  satisfy  each  Coverage  Test, 

(b)  on  any  Distribution  Date  occurring  on  or  before  the  last 
day  of.  the  Priority  Distribution  Period,  Interest 
Proceeds  will  be  applied,  in  an  amount  available  for 
such  purpose,  if  any,  on  the  relevant  Distribution  Date, 
to  pay  principal  of  the  Class  D  Notes  in  an  amount  up 
to  the  Class  D  Priority  Redemption  Amount  for  such 
Distribution  Date  as  set  forth  in  Schedule  G  to  this 
Offering  Circular  until  Q%  of  the  aggregate  principal 
amount  of  the  Class  D  Notes  as  of  the  Closing  Date  is 
redeemed;  and  on  any  Distribution  Date  occurring  after 
Q,  D%  of  the  Interest  Proceeds  that  would  otherwise  be 
paid  to  the  Preference  Share  Paying  Agent  for 
distribution  to  the  holders  of  the  Preference  Shares  will 
be  applied  to  pay  principal  of  the  Class  D  Notes  until 
the  Class  D  Notes  are  paid  in  full,  and 

(c)  if  no  Optional  Redemption,  Auction  Call  Redemption, 
Clean-Up  Call  Redemption  or  Tax  Redemption  has 
been  successfully  completed  before  the  Accelerated 
Amortization  Date,  on  each  Distribution  Date  occurring 
on  or  after  the  Accelerated  Amortization  Date,  Interest 
Proceeds  that  would  otherwise  be  paid  to  the 
Preference  Share  Paying  Agent  for  distribution  to  the 
holders  of  the  Preference  Shares  will  be  applied  to  pay, 
first,  the  principal  of  the  Class  E  Notes,  second,  the 
principal  of  the  Class  D  Notes,  third,  the  principal  of  the 
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Mandatory  Redemption . 


Class  C  Notes,  fourth,  the  principal  of  the  Class  B 
Notes,  fifth,  the  principal  of  the  Class  A-2  Notes  and 
sixth,  the  principal  of  the  Class  A-1  Notes,  in  each  case 
until  such  Class  has  been  paid  in  full, 

(d)  if  the  Class  E  Diversion  Test  is  not  satisfied  on  a 
Determination  Date,  Interest  Proceeds  will  be  applied 
on  the  immediately  succeeding  Distribution  Date  to  pay 
principal  of  the  Class  E  Notes  in  sufficient  amounts  to 
satisfy  the  Class  E  Diversion  Test, 

in  each  case,  to  the  extent  of  funds  available  for  such  purposes 
in  accordance  with  the  Priority  of  Payments.  See  "Description 
of  the  Notes— Priority  of  Payments,"  "—Principal,"  "— 
Mandatory  Redemption"  and  " — The  Coverage  Tests." 

The  Issuer  may  redeem  the  Notes,  in  whole  but  not  in  part,  at 
the  applicable  Redemption  Price  therefor  at  the  times  and 
under  the  circumstances  described  in  "Description  of  the 
Notes— Auction  Call  Redemption,"  "—Optional  Redemption", 
"— Clean-Up  Call  Redemption"  and  "—Tax  Redemption." 

The  Class  A  Notes,  the  Class  B  Notes,  the  Class  C  Notes,  the 
Class  D  Notes  and  the  Class  E  Notes  will,  on  any  Distribution 
Date,  be  subject  to  mandatory  redemption  from  Interest 
Proceeds  in  the  event  that  any  Coverage  Test  is  not  satisfied 
on   that   Determination   Date.      In   addition,   certain   Principal 


Proceeds,  to  the  extent 


liable,  will  be  applied  on  eacn 


Optional  Redemption. 


Distribution  Date  (after  payment  of  certain  other  amounts  in 
accordance  with  the  Priority  of  Payments)  to  repay  the  principal 
of  each  Class  of  Notes.  Any  such  redemption  from  Interest 
Proceeds  or  Principal  Proceeds  will  be  applied  to  each 
outstanding  Class  of  Notes  sequentially  in  direct  order  of 
seniority  and  will  otherwise  be  effected  as  described  below 
under  "Description  of  the  Notes— Priority  of  Payments"  and  "— 
Mandatory  Redemption." 

Subject  to  certain  conditions  described  herein,  on  any 
Distribution  Date  on  or  after  the  Q  Distribution  Date,  the  Issuer 
may  redeem  the  Notes  (such  redemption,  an  "Optional 
Redemption"),  in  whole  but  not  in  part,  at  the  direction  of  the 
holders  of  at  least  sixty-six  and  two-thirds  percent  (66  2/3%)  of 
the  Preference  Shares  at  the  applicable  Redemption  Price 
therefor.  Any  such  Optional  Redemption  may  only  be  effected 
on  a  Distribution  Date  at  the  applicable  Redemption  Price  and 
only  from  the  Disposition  Proceeds  of  all  Collateral  including 
Eligible  Investments  credited  to  the  Accounts  (other  than  that  in 
[the  Interest  Rate  Swap  Counterparty  Collateral  Account  and] 
the  Synthetic  Security  Issuer  Account)  on  such  Distribution 
Date.  No  Optional  Redemption  may  be  effected,  however, 
unless  (i)  all  such  Disposition  Proceeds  are  used,  in  whole  or  in 
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part,  to  make  such  an  Optional  Redemption  and  (ii)  such 
Disposition  Proceeds  are  at  least  equal  to  the  Redemption 
Amount.  See     "Description     of     the     Notes — Optional 

Redemption". 

Auction    Call    Redemption    of    the 

Notes : If  the  Notes  have  not  been  redeemed  in  full  on  or  prior  to  the 

Distribution  Date  occurring  in  Q  (the  "First  Auction  Call  Date"), 
and  the  Preference  Shareholders  have  not  directed  an  Optional 
Redemption,  then  an  auction  of  the  Underlying  Assets  will  be 
conducted  by  the  Auction  Agent  on  behalf  of  the  Issuer  and, 
provided  that  certain  conditions  described  herein  are  satisfied, 
the  Underlying  Assets  will  be  sold  and  the  Notes  will  be 
redeemable  (an  "Auction  Call  Redemption"),  in  whole  but  not 
in  part  and  at  the  applicable  Redemption  Price,  from  the 
Disposition  Proceeds  of  all  Collateral  including  any  Eligible 
Investments  credited  to  the  Accounts  (other  than  that  in  the 
[Interest  Rate  Swap  Counterparty  Collateral  Account  and  the] 
Synthetic  Security  Issuer  Account);  provided  that  funds  under 
clauses  (a)  and  (b)  are  sufficient  to  pay  in  full  (i)  the 
Redemption  Amount  and  (ii)  the  Minimum  Preference  Share 
Redemption  Amount.  The  "Minimum  Preference  Share 
Redemption  Amount"  equals  (i)  the  aggregate  liquidation 
preference  of  the  Preference  Shares  minus  (ii)  the  aggregate 
amount  of  all  cash  distributions  on  the  Preference  Shares 
(whether  in  respect  of  dividends  or  redemption  payments) 
made  to  the  Preference  Share  Paying  Agent  for  distribution  to 
the  Preference  Shareholders  prior  to  the  relevant  Auction  Date. 
If  such  conditions  are  not  satisfied  and  the  Underlying  Assets 
are  not  Disposed  of  prior  to  such  Distribution  Date,  the  Auction 
Agent  will  conduct  an  auction  on  a  semi-annual  basis  prior  to 
each  subsequent  Distribution  Date  (each,  a  "Subsequent 
Auction  Call  Date,"  and,  together  with  the  First  Auction  Call 
Date,  each,  an  "Auction  Date")  until  the  Notes  are  redeemed 
in  full.  An  auction  conducted  in  connection  with  an  Auction  Call 
Redemption  (an  "Auction")  shall  be  carried  out  in  accordance 
with  the  auction  procedures  set  forth  in  Schedule  B  attached 
hereto  (the  "Auction  Procedures").  See  "Description  of  the 
Notes — Auction  Call  Redemption." 

Pursuant  to  the  Management  Agreement,  the  Issuer  may 
designate  the  Collateral  Manager  as  the  Auction  Agent  (in  such 
capacity,  the  "Auction  Agent")  in  connection  with  the  sale  of 
the  Collateral  in  connection  with  any  Auction  Call  Redemption; 
provided  that  if  the  Collateral  Manager  or  any  of  its  Affiliates  is 
a  bidder  on  the  Collateral,  the  Collateral  Manager  shall  resign 
as  Auction  Agent  and  the  Auction  Agent  for  that  Auction  shall 
be  the  Initial  Purchaser,  an  Affiliate  of  the  Initial  Purchaser  or 
another  unaffiliated  third  party  as  successor  Auction  Agent.  In 
no  event,  however,  will  the  Initial  Purchaser  have  any  obligation 
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Clean-Up  Call  Redemption. 


Tax  Redemption  of  the  Notes  . 


Manner  of  Distribution. 


to  act  as  Auction  Agent  with  respect  to  the  Collateral.  If  an 
Auction  Call  Redemption  is  not  successfully  completed  on  any 
Auction  Date,  the  Auction  Agent  shall  conduct  an  Auction  on 
each  Subsequent  Auction  Call  Date  in  accordance  with  the 
Auction  Procedures  on  each  subsequent  Auction  Date  until  an 
Auction  Call  Redemption  is  completed  successfully.  See 
"Schedule  B — Auction  Call  Redemption — Auction  Procedures." 

At  the  direction  of  the  Collateral  Manager,  the  Notes  will  be 
subject  to  redemption  by  the  Issuer,  in  whole  but  not  in  part  (a 
"Clean-Up  Call  Redemption"),  at  the  applicable  Redemption 
Price,  on  any  Distribution  Date  selected  by  the  Collateral 
Manager  which  occurs  on  or  after  the  Distribution  Date  on 
which  the  aggregate  outstanding  principal  amount  of  the  Notes 
is  less  than  or  equal  to  Q%  of  the  original  aggregate 
outstanding  principal  amount  of  the  Notes  as  of  the  Closing 
Date.  Any  such  redemption  may  only  be  effected  on  a 
Distribution  Date  and  only  from  the  Disposition  Proceeds  of  all 
Collateral  including  Eligible  Investments  credited  to  the 
Accounts  (other  than  that  in  the  Synthetic  Security  Issuer 
Account).  See  "Description  of  the  Notes — Clean-Up  Call 
Redemption." 

The  Issuer  may  redeem  the  Notes  (such  redemption,  a  Tax 
Redemption"),  in  whole  but  not  in  part,  at  the  direction  of  the 
Majority-in-lnterest  of  Preference  Shareholders.  Any  such 
redemption  may  only  be  effected  on  a  Distribution  Date  at  the 
applicable  Redemption  Price  and  only  from  the  Disposition 
Proceeds  of  all  Collateral  including  the  Eligible  Investment 
credited  to  the  Accounts  (other  than  that  in  the  [Interest  Rate 
Swap  Counterparty  Collateral  Account  and  the]  Synthetic 
Security  Issuer  Account)  on  such  Distribution  Date.  No  Tax 
Redemption  may  be  effected,  however,  unless  (i)  all  such 
Disposition  Proceeds  are  used,  in  whole  or  in  part,  to  make 
such  a  Tax  Redemption,  (ii)  such  Disposition  Proceeds  are  at 
least  equal  to  the  Redemption  Amount,  (iii)  a  Tax  Event  shall 
have  occurred  and  (iv)  the  Tax  Materiality  Condition  is  satisfied. 
See  "Description  of  the  Notes — Tax  Redemption." 

The  Initial  Purchaser  is  offering  the  Notes  for  sale  to  investors 
("Original  Purchasers"),  subject  to  prior  sale  when,  as  and  if 
issued,  the  approval  of  certain  legal  matters  by  counsel  and  the 
satisfaction  of  certain  other  conditions:  (a)  in  the  United  States 
who  are  (i)  Institutional  Accredited  Investors  in  reliance  upon  an 
exemption  from  registration  provided  by  Section  4(2)  of  the 
Securities  Act,  or  (ii)  Qualified  Institutional  Buyers  in  reliance  on 
the  exemption  from  registration  provided  by  Rule  144A  and  (b) 
outside  the  United  States  to  persons  that  are  not  U.S.  Persons 
in  offshore  transactions  in  reliance  on  Regulation  S  and  in 
accordance  with  any  applicable  securities  laws  of  any  state  of 
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Ratings . 


the  United  States  and  any  other  relevant  jurisdiction.  Notes 
offered  for  sale  to  a  U.S.  resident  (within  the  meaning  of  the 
Investment  Company  Act)  will  be  offered  only  to  Qualified 
Purchasers.  See  "Plan  of  Distribution"  and  Transfer 
Restrictions." 

It  is  a  condition  to  the  issuance  of  the  Notes  that  Moody's  and 
Standard  &  Poor's  assign  the  following  ratings  to  the  Notes: 


Class 

Moody's 

S&P 

Class  A-1  Notes 

Aaa 

AAA 

Class  A-2  Notes 

Aaa 

AAA 

Class  B  Notes 

at  least  Aa2 

at  least  AA 

Class  C  Notes 

at  least  A2 

at  least  A 

Class  D  Notes 

at  least  Baa2 

at  least  BBB 

Class  E  Notes 

at  least  Ba1 

at  least  BB+ 

The  ratings  assigned  to  the  Class  A  Notes  and  the  Class  B 
Notes  by  Standard  &  Poor's  address  the  timely  payment  of 
interest  on,  and  the  ultimate  payment  of  the  principal  of  the 
Class  A  Notes  and  the  Class  B  Notes.  The  ratings  assigned  to 
the  Class  C  Notes,  Class  D  Notes  and  Class  E  Notes  by 
Standard  &  Poor's  address  the  ultimate  payment  of  principal  of, 
and  the  ultimate  payment  of  interest  on,  the  Class  C  Notes, 
Class  D  Notes  and  Class  E  Notes.  The  ratings  assigned  to  the 
Notes  by  Moody's  address  the  ultimate  cash  receipt  of  all 
required  payments  as  provided  by  the  governing  documents, 
and  are  based  on  the  expected  loss  to  the  Noteholders  of  each 
Class  relative  to  the  promise  of  receiving  the  present  value  of 
such  payments.  A  security  rating  is  not  a  recommendation  to 
buy,  sell  or  hold  securities  and  may  be  subject  to  revision  at 
any  time. 

The  Notes  (or  interests  therein)  will  be  issuable  in  minimum 

denominations  of  U.S. $500,000,  and  in  integral  multiples  of 
U.S.$1 ,000  in  excess  thereof. 

Form,  Registration  and  Transfer  of 

the  Notes The  Notes  offered  in  reliance  upon  Regulation  S  ("Regulation 

S  Notes")  initially  will  be  represented  by  one  or  more 
Temporary  Regulation  S  Global  Notes  in  fully  registered  form 
without  interest  coupons  attached,  deposited  with,  and 
registered  in  the  name  of,  DTC  (or  its  nominee)  initially  for  the 
accounts  of  Euroclear,  and/or  Clearstream. 

On  the  40th  day  after  which  all  of  the  Notes  of  any  Class  have 


Minimum  Denominations . 
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been  sold  to  investors  other  than  the  Initial  Purchaser  or  its 
Affiliates,  and  subject  to  the  receipt  by  the  Trustee  of  a 
certificate  in  the  form  provided  by  the  Indenture  from  the  person 
holding  such  interest,  a  beneficial  interest  in  a  Class  of 
Temporary  Regulation  S  Global  Notes  may  be  exchanged  for 
an  interest  in  a  Permanent  Regulation  S  Global  Note  of  such 
Class  in  fully  registered  form  without  coupons,  in  an  amount 
equal  to  the  aggregate  principal  amount  of  such  interest  in  the 
Temporary  Regulation  S  Global  Note. 

Interests  in  the  Regulation  S  Global  Notes  will  be  shown  on, 
and  transfers  thereof  will  be  effected  only  through,  records 
maintained  by  DTC  and  its  direct  and  indirect  participants 
(including  Euroclear  and  Clearstream).  Until  and  including  the 
40th  day  after  the  later  of  the  commencement  of  the  offering 
and  the  closing  of  the  offering  of  the  Notes  (the  "Distribution 
Compliance  Period"),  interests  in  a  Regulation  S  Global  Note 
may  be  held  only  through  Euroclear  or  Clearstream. 

The  Notes  offered  in  the  United  States  ("Restricted  Notes") 
will  be  represented  by  one  or  more  Restricted  Global  Notes  in 
fully  registered  form  without  interest  coupons  attached, 
deposited  with,  and  registered  in  the  name. of,  DTC  (or  its 
nominee).  Interests  in  Restricted  Global  Notes  will  be  shown 
on,  and  transfers  thereof  will  be  effected  only  through,  records 
maintained  by  DTC  and  its  direct  and  indirect  participants. 

The  Regulation  S  Giobal  Notes  and  the  Restricted  Global 
Notes  are  collectively  referred  to  herein  as  "Global  Notes." 
Under  certain  limited  circumstances  described  herein,  definitive 
registered  Notes  may  be  issued  in  exchange  for  Global  Notes. 

No  Note  (or  any  interest  therein)  may  be  transferred  to  a 
transferee  acquiring  such  Note  in  the  form  of  an  interest  in  a 
Global  Note  except  (a)  to  a  transferee  whom  the  seller 
reasonably  believes  is  (i)  a  Qualified  Institutional  Buyer  that  is  a 
Qualified  Purchaser  or  (ii)  a  non-U.S.  Person  in  an  offshore 
transaction  in  accordance  with  Regulation  S,  (b)  in  compliance 
with  the  certification  (if  any)  and  other  requirements  set  forth  in 
the  Indenture,  and  (c)  in  accordance  with  any  applicable 
securities  laws  of  any  state  of  the  United  States  and  any  other 
relevant  jurisdiction.  See  "Description  of  the  Notes — Form, 
Denomination,  Registration  and  Transfer"  and  "Transfer 
Restrictions." 

Application  will  be  made  to  the  Irish  Financial  Services 
Regulatory  Authority  as  competent  authority  under  Directive 
2003/71 /EC,  for  the  prospectus  to  be  approved.  Application  will 
be  made  to  the  Irish  Stock  Exchange  to  admit  the  Notes  to  the 
Official  List  and  trading  on  its  regulated  market.  Such  approval 
will  relate  only  to  Notes  which  are  to  be  admitted  to  trading  on 
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the  regulated  market  of  the  Irish  Stock  Exchange  or  other 
regulated  markets  for  the  purposes  of  Directive  93/22/EEC  or 
which  are  to  be  offered  to  the  public  in  any  Member  State  of  the 
European  Economic  Area.  See  "Listing  and  General 
Information."  No  application  will  be  made  to  list  the  Notes  on 
any  other  exchange. 


Listing    Agent    and    Irish    Paying 

Agent RSM  Robson  Rhodes  LLP. 


Governing  Law . 


The  Notes,  the  Indenture,  the  Subscription  Agreements,  the 
Collateral  Administration  Agreement,  the  Management 
Agreement,  any  Interest  Rate  Swap  Agreement,  each  Synthetic 
Security,  the  Initial  Investment  Agreement,  the  Preference 
Share  Paying  Agency  Agreement  and  the  Note  Purchase 
Agreement  will  be  governed  by  the  law  of  the  State  of  New 
York.  The  Issuer  Charter,  the  Preference  Shares  and  the 
Administration  Agreement  will  be  governed  by  the  law  of  the 
Cayman  Islands. 


Tax  Matters See  "Tax  Considerations." 

Benefit  Plan  Investors See  "ERISA  Considerations.' 
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RISK  FACTORS 

An  investment  in  the  Notes  or  Preference  Shares  involves  certain  risks.  Prospective  investors  should 
carefully  consider  the  following  factors,  in  addition  to  the  matters  set  forth  elsewhere  in  this  Offering 
Circular,  prior  to  investing  in  the  Notes  or  Preference  Shares. 

Risks  Relating  to  the  Notes 

Investor  Suitability.  An  investment  in  the  Notes  or  Preference  Shares  will  not  be  appropriate  for 
all  investors.  Structured  investment  products,  like  the  Notes  and  Preference  Shares,  are  complex 
instruments,  and  may  involve  a  high  degree  of  risk  and  are  intended  for  sale  only  to  sophisticated 
investors  who  are  capable  of  understanding  and  assuming  the  risks  involved.  Any  investor  interested  in 
purchasing  Notes  or  Preference  Shares  should  conduct  its  own  investigation  and  analysis  of  the  product 
and  consult  its  own  professional  advisers  as  to  the  risks  involved  in  making  such  a  purchase. 

Limited  Liquidity.  There  is  currently  no  market  for  the  Notes  or  Preference  Shares.  The  Initial 
Purchaser  currently  does  not  intend  to  make  a  market  in  Notes  or  Preference  Shares,  and  the  Initial 
Purchaser  is  under  no  obligation  to  do  so.  In  the  event  that  the  Initial  Purchaser  commences  any  market- 
making,  it  may  discontinue  market-making  at  any  time.  There  can  be  no  assurance  that  a  secondary 
market  for  any  of  the  Notes  or  Preference  Shares  will  develop,  or,  if  a  secondary  market  does  develop, 
that  it  will  provide  the  holders  of  such  Notes  or  Preference  Shares  with  liquidity  of  investment  or  that  it  will 
continue  for  the  life  of  the  Notes  or  Preference  Shares.  In  addition,  the  Notes  and  Preference  Shares  are 
subject  to  transfer  restrictions  and  can  only  be  transferred  to  certain  transferees  as  described  under 
"Transfer  Restrictions."  Consequently,  an  investor  in  the  Notes  or  Preference  Shares  must  be  prepared 
to  hold  its  Notes  or  Preference  Shares  for  an  indefinite  period  of  time  or  until  their  Stated  Maturity. 

Limited-Recourse  Obligations.  The  Notes  and  Preference  Shares  are  limited-recourse 
obligations  of  the  issuer  and  the  Co-Issuer.  The  Notes  and  Preference  Shares  are  payable  solely  from 
the  Underlying  Assets  and  other  Collateral  pledged  by  the  Issuer  to  secure  the  Notes.  None  of  the 
security  holders,  members,  officers,  directors,  managers  or  incorporators  of  the  Issuer,  the  Co-Issuer,  the 
Trustee,  the  Administrator,  the  Rating  Agencies,  the  Synthetic  Security  Counterparty,  the  Offsetting 
Transaction  Counterparty,  the  Share  Trustee,  the  Collateral  Manager,  the  Initial  Purchaser,  its  Affiliates  or 
any  other  person  or  entity  will  be  obligated  to  make  payments  on  the  Notes  or  Preference  Shares. 
Consequently,  the  holders  of  the  Notes  (the  "Noteholders")  must  rely  solely  on  amounts  received  in 
respect  of  the  Underlying  Assets  and  other  Collateral  pledged  to  secure  the  Notes  for  the  payment  of 
principal  thereof  and  interest  thereon.  There  can  be  no  assurance,  that  the  distributions  on  the  Underlying 
Assets  and  other  Collateral  pledged  by  the  Issuer  to  secure  the  Notes  will  be  sufficient  to  make  payments 
on  any  Class  of  Notes,  In  particular  after  making  payments  on  more  Senior  Classes  of  Notes  and  certain 
other  required  amounts  ranking  Senior  to  such  Class.  The  ability  of  the  Issuers  to  make  payments  in 
respect  of  any  Class  of  Notes  or  the  Preference  Shares  will  be  constrained  by  the  terms  of  the  Notes  of 
Classes  more  Senior  to  such  Notes  or  Preference  Shares  and  the  Indenture.  If  distributions  on  the 
Collateral  are  insufficient  to  make  payments  on  the  Notes,  no  other  assets  will  be  available  for  payment  of 
the  deficiency  and,  following  liquidation  of  all  the  Collateral,  the  obligations  of  the  Issuers  to  pay  such 
deficiencies  will  be  extinguished. 

Limited  Source  of  Funds  to  pay  Expenses  of  the  Issuer.  The  funds  available  to  the  Issuer  to  pay 
its  expenses  on  any  Distribution  Date  are  limited  to  the  Fee  Cap  Amount  plus  an  amount  up  to  U.S.$  [  ] 
per  annum  plus  any  Interest  Proceeds  remaining  after  the  payments  described  in  clauses  (1)  through 
([18])  under  "Description  of  the  Notes — Priority  of  Payments — Interest  Proceeds"  and,  in  some  cases,  a 
portion  of  the  Principal  Proceeds  remaining  after  the  payments  described  in  clauses  (1)  through  ([12]) 
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under  "Description  of  the  Notes— Priority  of  Payments— Principal  Proceeds."  In  the  event  that  such  funds 
are  not  sufficient  to  pay  the  expenses  incurred  by  the  Issuer,  the  ability  of  the  Issuer  to  operate  effectively 
may  be  impaired,  and  it  may  not  be  able  to  defend  or  prosecute  legal  proceedings  brought  against  it  or 
which  it  might  otherwise  bring  to  protect  the  interests  of  the  Issuer  or  pay  the  expenses  of  legal 
proceedings  against  persons  which  the  Issuer  has  indemnified. 

Subordination  of  each  Class  of  Subordinate  Notes.  No  payment  of  interest  on  any  Class  of  Notes 
will  be  made  until  all  accrued  interest  due  and  payable  on  the  Notes  of  each  Class  that  is  Senior  to  such 
Class  has  been  paid  in  full.  No  payment  of  principal  of  any  Class  of  Notes  will  be  made  until  all  principal 
of,  and  ail  accrued  interest  due  and  payable  on,  the  Notes  of  each  Class  that  is  Senior  to  such  Class 
have  been  paid  in  full,  except: 

(a)  on  any  Distribution  Date  occurring  on  or  before  the  last  day  of  the  Priority  Distribution 
Period,  Interest  Proceeds  will  be  applied,  in  an  amount  available  for  such  purpose,  if  any, 
on  the  relevant  Distribution  Date,  to  pay  principal  of  the  Class  D  Notes  in  an  amount  up  to 
the  Class  D  Priority  Redemption  Amount  for  such  Distribution  Date  as  set  forth  in 
Schedule  G  to  this  Offering  Circular  until  Q%  of  the  aggregate  principal  amount  of  the 
Class  D  Notes  as  of  the  Closing  Date  is  redeemed;  and  on  any  Distribution  Date 
occurring  after  Q,  Q%  of  the  interest  Proceeds  that  would  otherwise  be  paid  to  the 
Preference  Share  Paying  Agent  for  distribution  to  the  holders  of  the  Preference  Shares 
will  be  applied  to  pay  principal  of  the  Class  D  Notes  until  the  Class  D  Notes  are  paid  in 
full; 

(b)  on  any  Distribution  Date  occurring  on  or  after  the  Accelerated  Amortization  Date  and  if 
any  Class  of  Notes  is  outstanding,  Interest  Proceeds  that  would  otherwise  be  paid  to  the 
Preference  Share  Paying  Agent  for  distribution  to  the  Preference  Shareholders  will  be 
applied  to  pay,  first,  the  principal  of  the  Class  E  Notes,  second,  the  principal  of  the  Class 
D  Notes,  third,  the  principal  of  the  Class  C  Notes,  fourth,  the  principal  of  the  Class  B 
Notes,  fifth,  the  principal  of  the  Class  A-2  Notes  and  sixth,  the  principal  of  the  Class  A-1 
Notes,  in  each  case  until  such  Class  has  been  paid  in  full;  and 

(c)  if  the  Class  E  Diversion  Test  is  not  satisfied  on  a  Determination  Date,  Interest  Proceeds 
will  be  applied  on  the  immediately  succeeding  Distribution  Date  to  pay  principal  of  the 
Class  E  Notes  in  sufficient  amounts  to  satisfy  the  Class  E  Diversion  Test.  See 
"Description  of  the  Notes — Priority  of  Payments." 

Payments  in  respect  of  the  Preference  Shares  are  Subordinated  to  payments  in  respect  of  the 
Notes.  Payments  on  the  Preference  Shares  will  be  made  only  if  either  Excess  Interest  or  Excess 
Principal  Proceeds  remain  after  making  payments  on  the  Notes  in  accordance  with  the  Priority  of 
Payments. 

If  an  Event  of  Default  occurs,  so  long  as  any  Notes  are  outstanding,  the  holders  of  the  most 
Senior  Class  of  Notes  then  outstanding  will  be  entitled  to  determine  the  remedies  to  be  exercised  under 
the  Indenture.  So  long  as  a  more  Senior  Class  of  Notes  remains  outstanding,  failure  to  make  payments 
in  respect  of  interest  on  the  Class  C  Notes,  the  Class  D  Notes  or  the  Class  E  Notes,  as  the  case  may  be, 
on  any  Distribution  Date  by  reason  of  the  Priority  of  Payments  will  not  constitute  an  Event  of  Default 
under  the  Indenture.  Any  such  unpaid  interest  will  instead  become  Deferred  Interest.  In  the  event  of  any 
realization  on  the  Collateral,  proceeds  will  be  allocated  to  the  Notes  and  payment  of  other  amounts  in 
accordance  with  the  Priority  of  Payments  prior  to  any  distribution  to  the  Preference  Shareholders.  See 
"Description  of  the  Notes— The  Indenture"  and  " — Priority  of  Payments."  Remedies  pursued  by  the 
holders  of  the  Class  or  Classes  of  Notes  entitled  to  determine  the  exercise  of  such  remedies  could  be 
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adverse  to  the  interest  of  the  holders  of  the  other  Classes  of  Notes.  To  the  extent  that  any  losses  are 
suffered  by  any  of  the  holders  of  any  Notes  or  Preference  Shares,  such  losses  will  be  borne,  first,  by  the 
holders  of  the  Preference  Shares  (the  "Preference  Shareholders"),  second,  by  the  holders  of  the  Class. 
E  Notes,  third,  by  the  holders  of  the  Class  D  Notes,  fourth,  by  the  holders  of  the  Class  C  Notes,  fifth,  by 
the  holders  of  the  Class  B  Notes,  sixth,  by  the  holders  of  the  Class  A-2  Notes  and  seventh,  by  the  holders 
of  the  Class  A-1  Notes. 

Volatility  of  the  Class  D  and  Class  E  Notes.  The  Class  D  and  Class  E  Notes  represent  leveraged 
investments  in  the  underlying  Collateral.  Therefore,  it  is  expected  that  changes  in  the  value  of  the  Class  D 
and  Class  E  Notes  will  be  greater  than  the  change  in  the  value  of  the  Underlying  Assets,  which 
themselves  are  subject  to  credit,  liquidity,  interest  rate  and  other  risks.  Utilization  of  leverage  is  a 
speculative  investment  technique  and  involves  certain  risks  to  investors.  The  indebtedness  of  the  Issuer 
under  the  Notes  will  result  in  interest  expense  and  other  costs  incurred  in  connection  with  such 
indebtedness  that  may  not  be  covered  by  proceeds  received  from  the  Collateral.  The  use  of  leverage 
generally  magnifies  the  Issuer's  opportunities  for  gain  and  risk  of  loss. 

Priority  Distribution  Period:  Accelerated  Amortization.  On  any  Distribution  Date  occurring  (a)(i)  on 
or  before  the  last  day  of  the  Priority  Distribution  Period,  Interest  Proceeds  will  be  applied,  in  an  amount 
available  for  such  purpose,  if  any,  on  the  relevant  Distribution  Date,  to  pay  principal  of  the  Class  D  Notes 
in  an  amount  up  to  the  Class  D  Priority  Redemption  Amount  for  such  Distribution  Date  as  set  forth  in 
Schedule  G  to  this  Offering  Circular  until  rj%  of  the  aggregate  principal  amount  of  the  Class  D  Notes  as 
of  the  Closing  Date  is  redeemed;  and  (ii)  on  any  Distribution  Date  occurring  after  Q,  Q%  of  the  Interest 
Proceeds  that  would  otherwise  be  paid  to  the  Preference  Share  Paying  Agent  for  distribution  to  the 
holders  of  the  Preference  Shares  will  be  applied  to  pay  principal  of  the  Class  D  Notes  until  the  Class  D 
Notes  are  paid  in  full,  or 

(b)  on  or  after  the  Accelerated  Amortization  Date,  Interest  Proceeds  that  would  otherwise  be  paid 
to  the  Preference  Share  Paying  Agent  for  distribution  to  the  hoiders  of  the  Preference  Shares  will  be 
applied  to  pay,  first,  the  principal  of  the  Class  E  Notes,  second,  the  principal  of  the  Class  D  Notes,  third, 
the  principal  of  the  Class  C  Notes,  fourth,  the  principal  of  the  Class  B  Notes,  fifth,  the  principal  of  the 
Class  A-2  Notes  and  sixth,  the  principal  of  the  Class  A-1  Notes,  in  each  case  until  such  Class  has  been 
paid  in  full.  By  reason  of  such  application  of  Interest  Proceeds,  the  Class  E  Notes  may  be  repaid  in  full 
prior  to  the  full  repayment  of  the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C  Notes  and  the  Class  D 
Notes.  See  "Description  of  the  Notes— Priority  of  Payments— Interest  Proceeds." 

Investment  Company  Act.  The  Issuers  have  not  registered  with  the  United  States  Securities  and 
Exchange  Commission  (the  "SEC")  as  an  investment  company  pursuant  to  the  Investment  Company  Act. 
The  Issuer  has  not  so  registered  in  reliance  on  an  exception  for  investment  companies  organized  under 
the  laws  of  a  jurisdiction  other  than  the  United  States  or  any  state  thereof  (a)  whose  investors  resident  in 
the  United  States  are  solely  "qualified  purchasers"  or  "knowledgeable  employees"  (within  the  meaning 
given  to  such  terms  in  the  Investment  Company  Act  and  the  regulations  of  the  SEC  thereunder)  with 
respect  to  the  Issuer  or  certain  transferees  thereof  identified  in  Rule  3c-6  under  the  Investment  Company 
Act  and  (b)  which  do  not  make  a  public  offering  of  their  securities  in  the  United  States.  U.S.  counsel  for 
the  Issuers  will  opine,  in  connection  with  the  sale  of  the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C 
Notes,  the  Class  D  Notes  and  the  Class  E  Notes  by  the  Initial  Purchaser  and  the  Preference  Shares  by 
the  Issuer  that  neither  the  Issuer  nor  the  Co-Issuer  is  on  the  Closing  Date  an  investment  company 
required  to  be  registered  under  the  Investment  Company  Act  (assuming,  for  the  purposes  of  such 
opinion,  that  the  Notes  or  Preference  Shares  are  sold  by  the  Initial  Purchaser  or  the  Issuer,  as  the  case 
may  be,  in  accordance  with  the  terms  of  the  Note  Purchase  Agreement  or,  in  the  case  of  the  Preference 


26 


PSI-M&T  Bank-02-0047 


Footnote  Exhibits  -  Page  1745 


Shares  and  the  Class  E  Notes,  the  Subscription  Agreements).  No  opinbn  or  no-action  position  has  been 
requested  of  the  SEC. 

To  rely  on  Section  3(c)(7)  of  the  Investment  Company  Act,  the  Issuers  must  have  a  "reasonable 
belief"  that  all  purchasers  of  the  Notes  and  the  Preference  Shares  (including  the  Initial  Purchaser  and 
subsequent  transferees)  are  Qualified  Purchasers.  Given  that  transfers  of  beneficial  interests  in  the 
Notes  will  generally  be  effected  only  through  DTC  and  its  participants  and  indirect  participants  without 
delivery  of  written  transferee  certifications  to  the  Issuers,  the  Issuers  will  establish  the  existence  of  such  a 
reasonable  belief  by  means  of  the  deemed  representations,  warranties  and  agreements  described  under 
"Transfer  Restrictions,"  the  agreements  of  the  Initial  Purchaser  referred  to  under  "Plan  of  Distribution"  and 
the  procedures  described  below.  Although  the  SEC  has  stated  that  it  is  possible  for  an  issuer  of 
securities  to  satisfy  the  reasonable  belief  standard  referred  to  above  by  establishing  procedures  to 
provide  a  means  by  which  such  issuer  can  make  a  reasonable  determination  as  to  status  of  its 
securityholders  as  Qualified  Purchasers,  the  SEC  has  not  approved,  and  has  stated  that  it  will  not 
approve,  any  particular  set  of  procedures  including  the  procedures  described  herein.  Accordingly,  there 
can  be  no  assurance  that  the  Issuers  will  have  satisfied  the  reasonable  belief  standard  referred  to  above. 

If  the  SEC  or  a  court  of  competent  jurisdiction  were  to  find  that  the  Issuer  or  the  Co-Issuer  is 
required,  but  in  violation  of  the  Investment  Company  Act  had  failed,  to  register  as  an  investment 
company,  possible  consequences  include,  but  are  not  limited  to,  the  following:  (a)  the  SEC  could  apply  to 
a  district  court  to  enjoin  the  violation;  (b)  investors  in  the  Issuer  or  the  Co-Issuer  could  sue  the  Issuer  or 
the  Co-Issuer,  as  the  case  may  be,  and  recover  any  damages  caused  by  the  violation;  and  (c)  any 
contract  to  which  the  Issuer  or  the  Co-Issuer,  as  the  case  may  be,  is  a  party  that  is  made  in,  or  whose 
performance  involves  a,  violation  of  the  Investment  Company  Act  would  be  unenforceable  by  any  party  to 
the  contract  unless  a  court  were  to  find  that  under  the  circumstances  enforcement  would  produce  a  more 
equitable  result  than  nonenforcement  and  would  not  be  inconsistent  with  the  purposes  of  the  Investment 
Company  Act.  Should  the  Issuer  or  the  Co-Issuer  be  subjected  to  any  or  all  of  the  foregoing,  the  Issuer 
or  the  Co-issuer,  as  the  case  may  be,  would  be  materially  and  adversely  affected. 

Each  purchaser  of  a  Restricted  Note  or  an  interest  therein  will  be  deemed  to  represent  and  agree 
at  the  time  of  purchase  that  the  purchaser  (a)  is  a  Qualified  Institutional  Buyer  (or,  in  respect  of  certain 
Original  Purchasers,  an  Institutional  Accredited  Investor),  (b)  is  a  Qualified  Purchaser,  (c)  (i)  is  not  a 
dealer  described  in  paragraph  (a)(1)(ii)  of  Rule  144A  unless  such  purchaser  owns  and  invests  on  a 
discretionary  basis  at  least  U.S.$25,000,000  in  securities  of  issuers  that  are  not  affiliated  persons  of  the 
dealer  and  (ii)  is  not  a  plan  referred  to  in  paragraph  (a)(1)(i)(D)  or  (a)(1)(i)(E)  of  Rule  144A,  or  a  trust  fund 
referred  to  in  paragraph  (a)(1)(i)(F)  of  Rule  144A  that  holds  the  assets  of  such  a  plan,  unless  investment 
decisions  with  respect  to  the  plan  are  made  solely  by  the  fiduciary,  trustee  or  sponsor  of  such  plan,  and 
(d)  will  provide  written  notice  of  the  foregoing,  and  of  any  applicable  restrictions  on  transfer,  to  any 
transferee. 

The  Indenture  provides  that  if,  notwithstanding  the  restrictions  on  transfer  contained  therein, 
either  of  the  Issuers  determines  that  any  beneficial  owner  of  a  Restricted  Note  (or  any  interest  therein)  (a) 
is  a  U.S.  Person  and  (b)  is  not  both  a  Qualified  Institutional  Buyer  (or,  in  respect  of  certain  Original 
Purchasers,  an  Institutional  Accredited  Investor)  and  a  Qualified  Purchaser,  then  either  of  the  Issuers 
may  require,  by  notice  to  such  beneficial  owner,  that  such  beneficial  owner  sell  all  of  its  right,  title  and 
interest  to  such  Restricted  Note  (or  interest  therein)  to  a  person  that  is  (m)  a  non-U.S.  Person  in  a  transfer 
for  an  interest  in  a  Regulation  S  Note,  or  (n)  both  a  Qualified  Institutional  Buyer  and  a  Qualified 
Purchaser,  with  such  sale  to  be  effected  within  30  days  after  notice  of  such  sale  requirement  is  given.  If 
such  beneficial  owner  fails  to  effect  the  transfer  required  within  such  30-day  period,  (x)  upon  direction 
from  the  Collateral  Manager  or  the  Issuer,  the  Trustee,  on  behalf  of  and  at  the  expense  of  the  Issuer, 


27 


PSI-M&T  Bank-02-0048 


Footnote  Exhibits  -  Page  1746 


shall  cause  such  beneficial  owner's  interest  in  such  Restricted  Note  to  be  transferred  in  a  commercially 
reasonable  sale  (conducted  by  an  investment  bank  selected  by  the  Trustee  with  the  consent  of  the 
Collateral  Manager  in  accordance  with  Section  9-61 0(b)  of  the  Uniform  Commercial  Code  as  in  effect  in 
the  State  of  New  York  as  applied  to  securities  that  are  sold  on  a  recognized  market  or  that  may  decline 
speedily  in  value)  to  a  person  to  whom  such  Restricted  Note  (or  interest  therein)  may  be  transferred  in 
accordance  with  the  transfer  restrictions  set  forth  in  the  Indenture  and  (y)  pending  such  transfer,  no 
further  payments  will  be  made  in  respect  of  such  Note  held  by  such  beneficial  owner. 

Mandatory  Redemption.  If  a  Coverage  Test  is  not  satisfied  on  a  Determination  Date,  Interest 
Proceeds,  to  the  extent  funds  are  available  in  accordance  with  the  Priority  of  Payments  and  to  the  extent 
necessary  to  restore  the  Coverage  Test  to  certain  minimum  required  levels,  will  be  used  to  repay  principal 
of  the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C  Notes,  the  Class  D  Notes  and  the  Class  E  Notes, 
sequentially  in  order  of  seniority  on  the  immediately  succeeding  Distribution  Date.  In  addition,  certain 
Principal  Proceeds,  to  the  extent  available,  will  be  applied  on  each  Distribution  Date  (after  payment  of 
certain  other  amounts)  to  repay  the  principal  of  each  Class  of  Notes  sequentially  in  direct  order  of 
seniority.  Any  of  these  events  could  result  in  an  elimination,  deferral  or  reduction  in  the  interest  payments 
or  principal  repayments  made  to  the  Noteholders  or  Preference  Shareholders,  which  could  adversely 
impact  the  returns  of  the  holders  of  the  Notes  or  Preference  Shares.  See  "Description  of  the  Notes- 
Principal,"— Mandatory  Redemption"  and  "—Priority  of  Payments." 

Optional  Redemption.  The  Notes  may  be  redeemed,  in  whole  and  not  in  part,  pursuant  to  an 
Optional  Redemption  on  any  Distribution  Date  on  or  after  the  Q  Distribution  Date  at  the  direction  of  the 
holders  of  at  least  sixty-six  and  two-thirds  percent  (66  2/3%)  of  the  Preference  Shares,  provided  that  no 
such  Optional  Redemption  may  be  effected  unless  the  Redemption  Amount  is  paid  in  full  on  the  date  of 
such  redemption  in  accordance  with  the  Priority  of  Payments.  See  "Description  of  the  Notes— Optional 
Redemption". 

Interests  of  the  holder  of  the  Preference  Shares  in  determining  whether  to  elect  to  require  an 
Optional  Redemption  of  the  Notes  may  be  different  from  the  interests  of  the  holders  of  the  Notes  in  such 
respect.  The  holders  of  the  Notes  may  not  be  able  to  invest  the  proceeds  of  the  redemption  of  their  Notes 
in  one  or  more  comparable  investments  providing  a  return  equal  to  or  greater  than  the  return  such 
holders  of  the  Notes  expected  to  obtain  from  their  investment  in  the  Notes. 

.  Auction  Call  Redemption.  On  the  First  Auction  Call  Date  and  on  each  subsequent  Auction  Date 
(unless  previously  redeemed  or  the  holders  of  at  least  sixty-six  and  two-thirds  percent  (66  2/3%)  of  the 
Preference  Shares  have  directed  an  Optional  Redemption),  the  Notes  shall  be  redeemable,  in  whole  but 
not  in  part,  pursuant  to  an  Auction  Call  Redemption  effected  from  (a)  the  Disposition  Proceeds  of  all 
Collateral  including  Eligible  Investments  credited  to  the  Accounts  (other  than  that  in  the  [Interest  Rate 
Swap  Counterparty  Collateral  Account  and  the]  Synthetic  Security  Issuer  Account),  at  the  applicable 
Redemption  Price;  provided  that  no  Auction  Call  Redemption  shall  be  completed  except  in  accordance 
with  the  Auction  Procedures  and  unless  funds  under  clauses  (a)  and  (b)  are  sufficient  to  pay  in  full  (i)  the 
Redemption  Amount  and  (ii)  the  Minimum  Preference  Share  Redemption  Amount.  See  "Description  of 
the  Notes — Auction  Call  Redemption"  and  "Schedule  B — Auction  Call  Redemption — Auction  Procedures." 

Clean-Up  Call  Redemption.  At  the  direction  of  the  Collateral  Manager,  the  Notes  will  be  subject 
to  redemption  in  whole  but  not  in  part,  at  their  Redemption  Price  on  or  after  the  Distribution  Date  on  which 
the  aggregate  outstanding  principal  amount  of  the  Notes  is  less  than  or  equal  to  0%  of  the  original 
aggregate  outstanding  principal  amount  of  the  Notes  as  of  the  Closing  Date;  provided  that  any  such 
redemption  is  subject  to  certain  conditions  described  below  under  "Description  of  the  Notes— Clean-Up 
Call  Redemption." 
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Tax  Redemption.  The  Issuer  may  redeem  the  Notes,  in  whole  but  not  in  part,  at  the  direction  of 
the  Majority-in-lnterest  of  Preference  Shareholders.  Any  such  redemption  may  only  be  effected  on  a 
Distribution  Date  and  only  from  the  Disposition  Proceeds  of  all  Collateral  including  the  Eligible 
Investments  credited  to  the  Accounts  (other  than  that  in  the  [Interest  Rate  Swap  Counterparty  Collateral 
Account  and  the]  Synthetic  Security  Issuer  Account)  on  such  Distribution  Date,  at  the  applicable 
Redemption  Price.  No  Tax  Redemption  may  be  effected,  however,  unless  (i)  all  such  Disposition 
Proceeds  are  used,  in  whole  or  in  part,  to  make  such  a  Tax  Redemption,  (ii)  such  Disposition  Proceeds 
are  sufficient  to  pay  in  full  the  Redemption  Amount,  (iii)  a  Tax  Event  shall  have  occurred  and  (iv)  the  Tax 
Materiality  Condition  is  satisfied.  See  "Description  of  the  Notes— Tax  Redemption."  A  Tax  Redemption,  if 
effected,  may  reduce  amounts  that  would  otherwise  be  paid  to  the  Preference  Share  Paying  Agent  for 
distribution  to  the  holders  of  the  Preference  Shares  and,  under  certain  circumstances,  the  Noteholders, 
which  could  adversely  impact  the  returns  of  the  Preference  Shareholders  and,  under  those 
circumstances,  the  Noteholders. 

Accelerated  Maturity  Date.  If  an  Event  of  Default  occurs  and  is  continuing  and  the  conditions  to 
liquidating  the  Collateral  set  forth  herein  are  satisfied,  the  Trustee  will  use  commercially  reasonable 
efforts  to  liquidate  the  Collateral,  including  the  termination  or  novation  of  the  Synthetic  Securities,  and 
terminate  any  Interest  Rate  Swap  Agreement  and  any  Investment  Agreement  as  per  the  terms  thereof 
and,  on  the  second  Business  Day  (the  "Accelerated  Maturity  Date")  following  the  Business  Day  on 
which  the  Trustee  determines,  or  the  Issuer  (or  the  Collateral  Manager  on  its  behalf)  notifies  the  Trustee, 
that  such  liquidation  and  such  termination  is  completed,  apply  the  proceeds  thereof  in  accordance  with 
the  Priority  of  Payments  described  under  "Description  of  the  Notes— Priority  of  Payments— Interest 
Proceeds"  and  "—Principal  Proceeds."  See  "Description  of  the  Notes— The  Indenture." 

An  Accelerated  Maturity  Date  may  occur  even  if  there  are  insufficient  proceeds  to  make  any 
distribution  on  the  Preference  Shares  or,  if  the  holders  of  at  least  66  2/3%  in  aggregate  outstanding 
principal  amount  of  each  Class  of  Notes  voting  as  a  separate  Class  so  direct,  even  if  there  are  insufficient 
funds  to  pay  the  Redemption  Price  of  each  Class  of  Notes  in  full,  provided  that,  so  long  as  one  or  more 
Affiliates  of  the  Collateral  Manager  is  the  holder  of  at  least  66  2/3%  in  aggregate  outstanding  principal 
amount  of  the  Class  E  Notes,  such  an  Accelerated  Maturity  Date  will  require,  effectively,  the  consent  of 
one  or  more  Affiliates  of  the  Collateral  Manager. 

Termination  of  Interest  Rate  Swap  Agreement  and  Liquidation  of  Collateral  Upon  Redemption. 
Any  Interest  Rate  Swap  Agreement  will  terminate  upon  a  Clean  Up  Call  Redemption,  Optional 
Redemption,  Tax  Redemption  or  Auction  Call  Redemption  and  on  the  Accelerated  Maturity  Date,  which 
may  require  the  Issuer  to  make  a  termination  payment  to  any  Interest  Rate  Swap  Counterparty.  Any  such 
termination  payment  would  reduce  the  proceeds  available  to  be  distributed  on  the  Notes.  Furthermore,  if 
the  Issuer  enters  into  an  Interest  Rate  Swap  Agreement,  in  the  event  that  on  any  date  the  Net 
Outstanding  Underlying  Asset  Balance  is  less  than  the  Notional  Amount  of  the  Interest  Rate  Swap 
Transaction,  the  Notional  Amount  of  the  Interest  Rate  Swap  Transaction  will  be  reduced  such  that  the 
Notional  Amount  is  equal  to  the  Net  Outstanding  Underlying  Asset  Balance.  The  Issuer  may  owe  a 
termination  payment  to  the  Interest  Rate  Swap  Counterparty  in  connection  with  any  Interest  Rate  Swap 
Termination.  Any  such  payment  would  reduce  the  proceeds  available  to  be  distributed  on  the  Notes.  In 
addition,  a  Clean-Up  Call  Redemption,  an  Optional  Redemption,  a  Tax  Redemption,  an  Auction  Call 
Redemption  or  the  occurrence  of  an  Accelerated  Maturity  Date  may  require  the  Collateral  Manager  to 
liquidate  positions  more  rapidly  than  would  otherwise  be  desirable,  which  could  adversely  affect  the 
realized  value  of  the  Underlying  Assets  sold.  Moreover,  the  Collateral  Manager  may  be  required,  in  order 
to  Dispose  of  all  the  Underlying  Assets,  to  aggregate  "Underlying  Assets  in  a  block  transaction,  thereby 
possibly  resulting  in  a  lower  realized  value  for  the  Underlying  Assets  sold. 
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Eahv  Termination  of  the  Reinvestment  Period.  Although  the  Reinvestment  Period  is  expected  to 
terminate  on  the  day  after  the  Payment  Date  occurring  in  0.  the  Reinvestment  Period  may  terminate  prior 
to  such  date  (i)  if  the  Collateral  Manager,  acting  on  behalf  of  the  Issuer,  notifies  the  Trustee  and  the  other 
designated  parties  that,  in  light  of  the  composition  of  the  Underlying  Assets,  general  market  conditions 
and  other  factors,  the  Collateral  Manager  (in  the  Collateral  Manager's  sole  discretion),  acting  on  behalf  of 
the  Issuer  has  determined  that  investments  in  additional  Assets  within  the  foreseeable  future  would  either 
be  impractical  or  not  beneficial  or  (ii)  upon  an  Event  of  Default;  provided  that  if  the  Collateral  Manager 
had  previously  terminated  the  Reinvestment  Period,  the  Collateral  Manager  may  (in  its  sole  discretion) 
reinstate  the  Reinvestment  Period  if  the  notice  of  reinstatement  is  delivered  prior  to  the  Determination 
Date  for  the  Distribution  Date  occurring  in  Q. 

If  the  Reinvestment  Period  terminates  prior  to  the  day  after  the  Distribution  Date  occurring  in  Q, 
such  early  termination  may  affect  the  expected  average  lives  of  the  Notes  described  under  "Maturity, 
Prepayment  and  Yield  Considerations". 

Disposition  of  Underlying  Assets  by  the  Collateral  Manager  Under  Certain  Circumstances.  Under 
the  Indenture,  during  certain  periods,  the  Collateral  Manager  has  the  right,  but  not  the  obligation,  to 
Dispose  of  Underlying  Assets  that  are  Credit-Risk  Assets,  Defaulted  Securities  or  Withholding  Securities, 
subject  to  satisfaction  of  the  conditions  described  herein.  In  addition,  during  the  Reinvestment  Period  and 
subject  to  the  satisfaction  of  certain  conditions,  the  Collateral  Manager  may  Dispose  of  and  acquire  other 
Underlying  Assets  on  a  discretionary  basis.  Such  Disposition  of  Underlying  Assets  may  result  in  losses 
by  the  Issuer,  which  losses  may  result  in  the  reduction  or  withdrawal  of  the  rating  of  any  or  all  of  the 
Notes  by  any  of  the  Rating  Agencies.  On  the  other  hand,  circumstances  may  exist  under  which  it  is  in  the 
best  interests  of  the  Issuer  to  Dispose  of  Underlying  Assets,  but  the  Collateral  Manager  does  not,  or  is  not 
permitted  to,  exercise  the  right  to  purchase  such  assets. 

Interest  Rate  Risk.  The  Notes  bear  interest  at  a  rate  based  on  three-month  LIBOR  as  determined 
on  the  relevant  LIBOR  Determination  Date.  The  Asset-Backed  Securities  will  include  obligations  that 
bear  interest  at  fixed  rates  or  are  subject  to  interest  rate  caps  and  the  Synthetic  Securities  will  pay  fixed 
amounts.  Accordingly,  the  Notes  are  subject  to  interest  rate  risk  to  the  extent  that  there  is  an  interest  rate 
mismatch  between  the  floating  rate  at  which  interest  accrues  on  such  Notes  and  the  fixed  rate  at  which 
interest  accrues  on  the  fixed  rate  Underlying  Assets  and  any  limitation  on  floating  rate  created  on  Asset- 
Backed  Securities  by  related  interest  rate  caps.  In  addition,  any  payments  of  principal  of  or  interest  on 
the  Underlying  Assets  received  during  a  Due  Period  will  be  reinvested  in  Eligible  Investments  maturing 
not  later  than  the  next  Distribution  Date.  There  is  no  requirement  that  Eligible  Investments  bear  interest 
at  LIBOR,  and  the  interest  rates  available  for  Eligible  Investments  are  inherently  uncertain.  As  a  result  of 
these  mismatches,  an  increase  in  three-month  LIBOR  could  adversely  impact  the  ability  of  the  Issuer  to 
make  payments  on  the  Notes.  With  a  view  to  mitigating  a  portion  of  such  interest  rate  mismatch,  the 
Issuer  may  after  the  Closing  Date  and  subject  to  satisfaction  of  the  Rating  Condition,  enter  into  an 
Interest  Rate  Swap  Agreement.  Any  Interest  Rate  Swap  Agreement  will  expire  after  the  Q  Distribution 
Date.  However,  there  can  be  no  assurance  that  the  Underlying  Assets  and  Eligible  Investments,  together 
with  such  transactions  under  any  Interest  Rate  Swap  Agreement,  will  in  all  circumstances  generate 
sufficient  Interest  Proceeds  to  make  timely  payments  of  interest  on  the  Notes.  Moreover,  the  benefits  of 
such  transactions  under  an  Interest  Rate  Swap  Agreement  may  not  be  achieved  in  the  event  of  the  early 
termination  of  the  Interest  Rate  Swap  Agreement,  including  termination  upon  the  failure  of  the  Issuer  or 
the  related  Interest  Rate  Swap  Counterparty  to  perform  its  obligations  thereunder.  See  "Security  for  the 
Notes— The  Interest  Rate  Swap  Agreement." 

Pursuant  to  the  Indenture,  the  Issuer  may  (i)  enter  into  an  Interest  Rate  Swap  Agreement  or  (ii) 
enter  into  an  additional  Interest  Rate  Swap  Agreement  only  with  the  consent  of  the  Collateral  Manager 
and  (a)  the  satisfaction  of  the  Rating  Condition  and  (b)  with  respect  to  any  additional  Interest  Rate  Swap 
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Agreement,  the  Interest  Rate  Swap  Counterparty  consents  to  such  additional  Interest  Rate  Swap 
Agreement.  If  an  Interest  Rate  Swap  Agreement  terminates  it  may  be  difficult  or  impossible  for  the  Issuer 
to  enter  into  a  replacement  Interest  Rate  Swap  Agreement  and  sufficient  Interest  Proceeds  may  not  be 
available  to  pay  interest  when  due  on  one  or  more  Classes  of  Notes.  If  interest  is  not  paid  on  the  most 
Senior  Class  of  Notes  then  outstanding,  an  Event  of  Default  under  the  Indenture  may  occur.  In  limited 
circumstances  specified  in  the  Interest  Rate  Swap  Agreement,  the  Interest  Rate  Swap  Counterparty  may 
have  the  unilateral  right  to  reduce  the  notional  amount  of  such  Interest  Rate  Swap  Agreement,  in  which 
event  the  Issuer  could  be  required  to  pay  a  termination  payment  to  the  Interest  Rate  Swap  Counterparty. 

Average  Life  of  the  Notes  and  Prepayment  Considerations.  The  average  life  of  each  Class  of 
Notes  is  expected  to  be  shorter  than  the  number  of  years  until  the  Stated  Maturity.  See  "Maturity  and 
Prepayment  Considerations." 

The  average  life  of  each  Class  of  Notes  will  be  affected  by  the  financial  condition  of  the  obligors 
on  or  issuers  of  the  Underlying  Assets,  the  characteristics  of  the  Underlying  Assets,  including  the 
existence  and  frequency  of  exercise  of  any  prepayment,  optional  redemption  or  sinking  fund  features,  the 
prevailing  level  of  interest  rates,  the  redemption  price,  the  actual  default  rate  and  the  actual  level  of 
recoveries  on  any  Defaulted  Securities,  the  frequency  of  tender  or  exchange  offers  for  the  Underlying 
Assets  and  any  dividends  or  other  distributions  received  in  respect  of  Equity  Securities  and  the 
occurrence  of  the  Auction  Call  Redemption.  See  "Maturity  and  Prepayment  Considerations,"  "Security  for 
the  Notes"  and  "Description  of  the  Notes— Auction  Call  Redemption." 

Withholding  on  the  Notes:  No  Gross-Up.  The  Issuer  expects  that  payments  of  principal  and 
interest  in  respect  of  the  Notes  by  the  Issuer  will  ordinarily  not  be  subject  to  any  withholding  tax  in  the 
Cayman  Islands  or  the  United  States.  See  "Tax  Considerations."  In  the  event  that  withholding  or 
deduction  of  any  taxes  from  payments  of  principal  or  interest  in  respect  of  the  Notes  or  any  distribution  in 
respect  of  the  Preference  Shares  is  required  by  law  in  any  jurisdiction,  neither  of  the  Issuers  shall  be 
under  any  obligation  to  make  any  additional  payments  to  the  holders  of  any  Notes  or  Preference  Shares 
in  respect  of  such  withholding  or  deduction. 

As  a  condition  to  the  payment  of  principal  of  and  interest  on  any  Notes  without  U.S.  federal  back- 
up withholding,  the  Issuers  may  require  the  delivery  of  properly  completed  and  signed  applicable  U.S. 
federal  income  tax  certifications  (generally,  an  Internal  Revenue  Service  Form  W-9  (or  applicable 
successor  form)  in  the  case  of  a  person  that  is  a  "United  States  person"  within  the  meaning  of  Section 
7701(a)(30)  of  the  Code  or  the  applicable  Internal  Revenue  Service  Form  W-8  BEN  (or  applicable 
successor  form)  in  the  case  of  a  person  that  is  not  a  "United  States  person"  within  the  meaning  of  Section 
7701  (a)(30)  of  the  Code). 

Additional  Taxes.  The  Issuer  expects  that  payments  received  on  the  Underlying  Assets,  Eligible 
Investments  and  any  Interest  Rate  Swap  Agreement  generally  will  not  be  subject  to  withholding  or  other 
taxes  imposed  by  the  United  States.  Payments  on  the  Underlying  Assets  and  Eligible  Investments  and 
under  any  Interest  Rate  Swap  Agreement,  however,  might  become  subject  to  U.S.  or  other  tax  due  to  a 
change  in  law  or  other  causes.  Payments  with  respect  to  Equity  Securities  likely  will  be  subject  to 
withholding  taxes  imposed  by  the  United  States  or  other  countries  from  which  such  payments  are 
sourced.  The  imposition  of  unanticipated  withholding  taxes  or  tax  on  the  Issuer's  net  income  could 
materially  impair  the  Issuer's  ability  to  pay  principal  of  and  interest  on  the  Notes  and  dividends  and  return 
of  capital  in  respect  of  the  Preference  Shares.  Upon  the  occurrence,  solely  as  a  result  of  Cayman  Islands 
law,  of  any  such  events  set  forth  in  the  preceding  sentence,  the  Issuer  will  use  its  best  endeavors  to 
procure  (i)  the  substitution  of  a  company  incorporated  in  another  jurisdiction  in  which  the  relevant  tax 
does  not  apply  or  (ii)  the  establishment  of  a  branch  office  in  another  jurisdiction  in  which  the  relevant  tax 
does  not  apply  from  which  it  will  continue  to  carry  out  its  functions  under  the  Notes,  subject  in  each  case 
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to  the  prior  receipt  by  the  Issuer  and  the  Trustee  of  written  confirmation  from  each  Rating  Agency  that  the 
rating  of  the  Notes  will  not  be  adversely  affected  by  such  substitution  or  change  of  jurisdiction.  As  soon 
as  practicable  after  such  investigation,  the  Issuer  will  send  written  notice  to  the  Trustee  as  to  whether 
either  of  such  actions  will  be  taken  by  the  Issuer.  No  assurance  can  be  made  that  any  such  actions  by 
the  Issuer  will  eliminate  any  such  withholding  taxes  or  tax  on  the  Issuer's  net  income. 

Risks  Relating  to  the  Collateral 

Nature  of  the  Collateral.  The  Underlying  Assets  are  subject  to  credit,  liquidity,  interest  rate, 
market  operations,  fraud,  structural,  legal  and  other  risks.  In  addition,  during  the  Reinvestment  Period,  a 
significant  portion  of  the  Underlying  Assets  may  be  amortized  or  Disposed  of  after  the  Closing  Date  and 
replaced  with  new  Underlying  Assets  and  accordingly  the  financial  performance  of  the  Issuer  may  be 
affected  by  the  price  and  availability  of  the  Underlying  Assets  to  be  acquired.  The  amount  and  nature  of 
the  Collateral  securing  the  Notes  have  been  established  to  withstand  certain  assumed  deficiencies  in 
payment  occasioned  by  defaults,  writedowns,  principal  shortfalls  and  interest  shortfalls  in  respect  of  the 
Underlying  Assets.  See  "Ratings  of  the  Notes".  If  any  deficiencies  arise,  however,  payment  of  the  Notes 
and  Preference  Shares  could  be  adversely  affected.  To  the  extent  that  a  default  occurs  with  respect  to 
any  Underlying  Asset  securing  the  Notes  and  the  Issuer  (upon  the  advice  of  the  Collateral  Manager) 
Disposes  of  such  Underlying  Asset,  it  is  not  likely  that  the  proceeds  of  such  Disposition  will  be  equal  to 
the  amount  of  principal  and  interest  owing  to  the  Issuer  in  respect  of  such  Underlying  Asset.  To  the 
extent  that  a  credit  event  occurs  with  respect  to  any  Reference  Obligation  underlying  any  Synthetic 
Security  securing  the  Notes,  the  Synthetic  Security  Counterparty  will  have  an  option  to  deliver  to  the 
Issuer  such  Reference  Obligation  against  the  payment  by  the  Issuer  of  the  Physical  Settlement  Amount 
(as  defined  in  the  related  Confirmation).  If  the  Issuer  subsequently  Disposes  of  such  Reference 
Obligation,  it  is  not  likely  that  the  proceeds  thereof  will  be  equal  to  the  amount  of  principal  and  interest 
owing  to  the  Issuer  in  respect  of  such  Reference  Obligation.  In  addition,  if  the  Issuer  is  obligated  to  make 
a  Floating  Payment  under  a  Synthetic  Security,  such  Floating  Payment  would  result  in  a  reduction  of  the 
Principai/Notional  Balance  of  such  Synthetic  Security,  and;  therefore,  reduce  the  amounts  payable  by  the 
Synthetic  Security  Counterparty,  and  reduce  the  amount  of  Interest  Proceeds  available  to  pay  the  Notes 
and  Preference  Shares.  Any  Floating  Payment  would  reduce  the  Collateral  that  is  available  to  pay  the 
principal  of  the  Notes  and  Preference  Shares,  and  would  expose  the  Issuer  to  reinvestment  risk. 

The  market  value  of  the  Underlying  Assets  generally  will  fluctuate  with,  among  other  things,  the 
financial  condition  of  the  obligors  on  or  issuers  of  the  Underlying  Assets  or,  with  respect  to  Synthetic 
Securities,  of  the  obligors  on  or  issuers  of  the  Reference  Obligations,  general  economic  conditions,  the 
condition  of  certain  financial  markets,  political  events,  developments  or  trends  in  any  particular  industry 
and  changes  in  prevailing  interest  rates. 

If  an  Underlying  Asset  becomes  an  Equity  Security,  Credit-Risk  Asset,  Defaulted  Asset  or 
Withholding  Security,  the  Collateral  Manager  may  or  may  not  elect  to  Dispose  of  the  affected  asset. 
There  can  be  no  assurance  as  to  the  timing  of  the  Collateral  Manager's  purchase  of  the  affected  asset,  or 
as  to  the  rates  of  recovery  on  such  affected  asset.  The  inability  to  realize  immediate  recoveries  at  the 
recovery  levels  assumed  herein  may  result  in  lower  cash  flow  and  a  lower  yield  to  maturity  of  the  Notes 
and  Preference  Shares. 

Although  the  Issuer  is  permitted  to  invest  in  Asset-Backed  Securities  and  Synthetic  Securities,  the 
Issuer  may  find  that,  as  a  practical  matter,  these  investment  opportunities  are  not  available  to  it  for  a 
variety  of  reasons  such  as  the  limitations  imposed  by  the  Eligibility  Criteria  and  the  Collateral  Quality 
Tests.  At  any  time  there  may  be  a  limited  universe  of  investments  that  would  satisfy  the  Eligibility  Criteria 
and  the  Collateral  Quality  Tests  given  the  other  investments  in  the  Issuer's  portfolio.  As  a  result,  the 
Issuer  may  at  times  find  it  difficult  to  acquire  suitable  investments.  See  "Security  for  the  Notes". 
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The  ability  of  the  Issuer  to  Dispose  of  Underlying  Assets  prior  to  maturity  is  subject  to  certain 
restrictions  under  the  Indenture.  Notwithstanding  such  restrictions  and  satisfaction  of  the  conditions  set 
forth  in  the  Indenture,  the  acquisition  and  the  Disposition  of  Underlying  Assets  could  result  in  losses  to  the 
Issuer,  which  losses  could  affect  the  timing  and  amount  of  payments  in  respect  of  the  Notes  or 
Preference  Shares  or  result  in  the  reduction  in  or  withdrawal  of  the  rating  on  any  or  all  of  the  Notes  by 
one  or  more  of  the  Rating  Agencies. 

/Asset-Backed  Securities.  The  Underlying  Assets  will  consist  of  Asset-Backed  Securities,  which 
may  include,  without  limitation,  CMBS  Securities,  RMBS  Securities,  Automobile  Securities,  Small 
Business  Loan  Securities,  Car  Rental  Fleet  Securities,  CDO  Securities,  Credit  Card  Securities, 
Equipment  Lease  Securities  and  Student  Loan  Securities,  or  Synthetic  Securities  with  Reference 
Obligations  as  Asset-Backed  Securities.  "Asset-Backed  Securities''  are  securities  that  entitle  the 
holders  thereof  to  receive  payments  that  depend  primarily  on  the  cash  flow  from  a  specified  pool  of 
financial  assets,  either  fixed  or  revolving,  that  by  their  terms  convert  into  cash  within  a  finite  time  period, 
together  with  rights  or  other  assets  designed  to  assure  the  servicing  or  timely  distribution  of  proceeds  to 
holders  of  the  Asset-Backed  Securities.  See  "Security  for  the  Notes— Underlying  Assets— Asset-Backed 
Securities". 

Holders  of  Asset-Backed  Securities  bear  various  risks,  including  interest  rate  risks,  market  risks, 
credit  risks,  liquidity  risks,  operations  risks,  structural  risks  and  legal  risks.  Credit  risk  is  an  important 
issue  in  Asset-Backed  Securities  because  of  the  significant  credit  risks  inherent  in  the  underlying 
collateral  and  because  issuers  are  primarily  private  entities.  The  structure  of  an  Asset-Backed  Security 
and  the  terms  of  the  investors'  interest  in  the  collateral  can  vary  widely  depending  on  the  type  of 
collateral,  the  desires  of  investors  and  the  use  of  credit  enhancements.  Although  the  basic  elements  of 
all  Asset-Backed  Securities  are  similar,  individual  transactions  can  differ  markedly  in  both  structure  and 
execution.  Important  determinants  of  the  risk  associated  with  issuing  or  holding  the  securities  include  the 
relative  seniority  or  subordination  of  the  class  of  Asset-Backed  Security  held  by  the  investor,  the  process 
by  which  principal  and  interest  payments  are  allocated  to  investors,  how  credit  losses  affect  the  issuing 
vehicle  and  the  return  to  investors,  whether  collateral  represents  a  static  or  revolving  pool  of  specific 
assets  or  accounts,  whether  the  underlying  collateral  assets  are  revolving  or  closed-end,  under  what 
terms  (including  maturity  of  the  asset-backed  instrument)  any  remaining  balance  in  the  accounts  may 
revert  to  the  issuing  company  and  the  extent  to  which  the  company  that  is  the  actual  source  of  the 
collateral  assets  is  obligated  to  provide  support  to  the  issuing  vehicle  or  to  the  investors.  See  "Security 
for  the  Notes— Underlying  Assets— Asset-Backed  Securities"  below. 

Liquidity  risk  can  arise  from  an  increase  in  perceived  credit  risk,  as  occurred  in  1996  and  1997 
with  the  rise  in  reported  delinquencies  and  losses  on  securitized  pools  of  credit  cards.  Liquidity  can  also 
become  a  major  concern  for  asset-backed  commercial  paper  programs  if  concerns  about  credit  quality, 
for  example,  lead  investors  to  avoid  the  commercial  paper  issued  by  the  relevant  special-purpose  entity. 
For  these  cases,  the  securitization  transaction  may  include  a  "liquidity  facility,"  which  requires  the  facility 
provider  to  advance  funds  to  the  relevant  special-purpose  entity  should  liquidity  problems  arise.  To  the 
extent  that  the  bank  originating  the  loans  is  also  the  provider  of  the  liquidity  facility,  and  that  the  bank  is 
likely  to  experience  similar  market  concerns  if  the  loans  it  originates  deteriorate,  the  ultimate  practical 
value  of  the  liquidity  facility  to  the  transaction  may  be  questionable.  Operations  risk  arises  through  the 
potential  for  misrepresentation  of  the  loan  quality  or  terms  by  the  originating  institution,  misrepresentation 
of  the  nature  and  current  value  of  the  assets  by  the  servicer  and  inadequate  controls  over  disbursements 
and  receipts  by  the  servicer. 

If  the  servicer  becomes  subject  to  financial  difficulty  or  otherwise  ceases  to  be  able  to  carry  out  its 
function,  it  may  be  difficult  to  find  other  acceptable  substitute  servicers  and  cash  flow  disruptions  or 
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losses  may  occur.  Structural  and  legal  risks  include  the  possibility  that,  in  a  bankruptcy  or  similar 
proceeding  involving  the  originator  or  the  servicer  (often  the  same  entity  or  Affiliates),  the  assets  of  the 
Issuer  could  be  treated  as  never  having  been  truly  sold  by  the  originator  to  the  Issuer  and  could  be 
substantively  consolidated  with  those  of  the  originator,  or  me  transfer  of  such  assets  to  the  Issuer  could 
be  voided  as  a  fraudulent  transfer.  Challenges  based  on  such  doctrines  could  result  also  in  cash  flow 
delays  and  reductions.  Other  similar  risks  relate  to  the  degree  to  which  cash  flows  on  the  assets  of  the 
Issuer  may  be  commingled  with  those  on  the  originator's  other  assets. 

Residential  ABS  Securities.  Most  of  the  Underlying  Assets  will  consist  of  Residential  ABS 
Securities.  Residential  ABS  Securities  represent  interests  in  pools  of  residential  mortgage  loans  secured 
by  one-  to  four-family  residential  mortgage  loans.  Such  loans  may  be  prepaid  at  any  time.  See  "Maturity, 
Prepayment  and  Yield  Considerations".  Residential  mortgage  loans  are  obligations  of  the  borrowers 
thereunder  only  and  are  not  typically  insured  or  guaranteed  by  any  other  person  or  entity.  The  rate  of 
defaults,  writedowns,  principal  shortfalls,  interest  shortfalls  and  losses  on  residential  mortgage  loans  will 
be  affected  by  a  number  of  factors,  including  general  economic  conditions  and  those  in  the  area  where 
the  related  mortgaged  property  is  located  (including  local  property  values),  the  borrower's  equity  in  the 
mortgaged  property  and  the  financial  circumstances  of  the  borrower.  If  a  residential  mortgage  loan  is  in 
default,  foreclosure  of  such  residential  mortgage  loan  may  be  a  lengthy  and  difficult  process,  and  may 
involve  significant  expenses.  Furthermore,  the  market  for  defaulted  residential  mortgage  loans  or 
foreclosed  properties  may  be  very  limited. 

Residential  mortgage  loans  may  be  subject  to  various  Federal  and  state  laws,  public  policies  and 
principles  of  equity  that  protect  consumers,  which  among  other  things  may  regulate  interest  rates  and 
other  charges,  require  certain  disclosures,  require  licensing  of  originators,  prohibit  discriminatory  lending 
practices,  regulate  the  use  of  consumer  credit  information  and  regulate  debt  collection  practices. 
Violation  of  certain  provisions  of  these  laws,  public  policies  and  principles  may  limit  the  servicer's  ability  to 
collect  all  or  part  of  the  principal  of  or  interest  on  a  residential  mortgage  loan,  entitle  the  borrower  to  a 
refund  of  amounts  previously  paid  by  it,  or  subject  the  servicer  to  damages  and  sanctions. 

At  any  one  time,  the  portfolio  of  Residential  ABS  Securities  may  be  backed  by  residential 
mortgage  loans  with  disproportionately  large  aggregate  principal  amounts  secured  by  properties  in  only  a 
few  states  or  regions.  As  a  result,  the  residential  mortgage  loans  may  be  more  susceptible  to  geographic 
risks  relating  to  such  areas,  such  as  adverse  economic  conditions,  adverse  events  affecting  industries 
located  in  such  areas  and  natural  hazards  affecting  such  areas,  than  would  be  the  case  for  a  pool  of 
mortgage  loans  having  more  diverse  property  locations.  In  addition,  the  residential  mortgage  loans  may 
include  so-called  "jumbo"  mortgage  loans,  having  original  principal  balances  that  are  higher  than  is 
generally  the  case  for  residential  mortgage  loans.  As  a  result,  the  related  mortgaged  properties  may 
have  a  more  limited  market  than  those  securing  average-sized  residential  mortgage  loans. 

Each  underlying  residential  mortgage  loan  in  an  issue  of  Residential  ABS  Securities  may  have  a 
balloon  payment  due  at  its  maturity  date.  Balloon  residential  mortgage  loans  involve  a  greater  risk  to  a 
lender  than  self-amortizing  loans  because  the  ability  of  the  borrower  to  pay  such  amount  will  normally 
depend  on  its  ability  to  obtain  refinancing  of  the  related  mortgage  loan  or  sell  the  related  mortgaged 
property  at  a  price  sufficient  to  permit  the  borrower  to  make  the  balloon  payment,  which  will  depend  on  a 
number  of  factors  prevailing  at  the  time  such  refinancing  or  sale  is  required,  including,  without  limitation, 
the  strength  of  the  residential  real  estate  markets,  tax  laws,  the  financial  situation  and  operating  history  of 
the  underlying  property,  interest  rates,  and  general  economic  conditions.  If  the  borrower  is  unable  to 
make  such  balloon  payment,  the  related  issue  of  Residential  ABS  Securities  may  experience  losses. 

Commercial  Mortgage-Backed  Securities.  Asset-Backed  Securities  include  Commercial 
Mortgage-Backed   Securities.      Commercial   Mortgage-Backed   Securities   are   securities   backed   by 
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obligations  (including  participation  interests  in  obligations)  that  are  principally  secured  by  mortgages  on 
real  property  or  interests  therein  having  a  multifamily  or  commercial  use,  such  as  regional  malls,  other 
retail  space,  office  buildings,  industrial  or  warehouse  properties,  hotels,  apartments,  cooperatives,  nursing 
homes  and  senior  living  centers.  Commercial  Mortgage-Backed  Securities  have  been  issued  in  public 
and  private  transactions  by  a  variety  of  public  and  private  issuers  using  a  variety  of  structures,  including 
senior  and  subordinated  classes.  Risks  affecting  real  estate  investments  include  general  economic 
conditions,  the  condition  of  financial  markets,  political  events,  developments  or  trends  in  any  particular 
industry  and  changes  in  prevailing  interest  rates.  The  cyclicality  and  leverage  associated  with  real  estate- 
related  investments  have  historically  resulted  in  periods,  including  significant  periods,  of  adverse 
performance,  including  performance  that  may  be  materially  more  adverse  than  the  performance 
associated  with  other  investments.  In  addition,  commercial  mortgage  loans  generally  are  non-recourse 
loans,  lack  standardized  terms,  tend  to  have  shorter  maturities  than  residential  mortgage  loans  and  may 
provide  for  the  payment  of  all  or  substantially  all  of  the  principal  only  at  maturity.  In  some  cases,  the 
properties  securing  commercial  mortgage  loans  may  be  subject  to  additional  debt  that  may  affect  the 
related  borrower's  ability  to  refinance  the  loan  and/or  result  in  reduced  cash  flow  and  deferred 
maintenance.  Additional  risks  may  be  presented  by  the  type  and  use  of  a  particular  commercial  property. 
For  instance,  commercial  properties  that  operate  as  hospitals  and  nursing  homes  may  present  special 
risks  to  lenders  due  to  the  significant  governmental  regulation  of  the  ownership,  operation,  maintenance 
and  financing  of  health  care  institutions.  Hotel  and  motel  properties  are  often  operated  pursuant  to 
franchise,  management  or  operating  agreements  which  may  be  terminable  by  the  franchisor  or  operator; 
and  the  transferability  of  a  hotel's  operating,  liquor  and  other  licenses  upon  a  transfer  of  the  hotel, 
whether  through  purchase  or  foreclosure,  is  subject  to  local  law  requirements.  All  of  these  factors 
increase  the  risks  involved  with  commercial  real  estate  lending.  Commercial  properties  tend  to  be  unique 
and  are  more  difficult  to  value  than  single-family  residential  properties.  Commercial  lending  is  generally 
viewed  as  exposing  a  lender  to  a  greater  risk  of  loss  than  residential  mortgage  lending  since  it  typically 
involves  larger  loans  to  a  single  borrower  or  related  borrowers  than  residential  mortgage  lending. 

Commercial  mortgage  lenders  typically  look  to  the  debt  service  coverage  ratio  of  a  loan  secured 
by  income-producing  property  as  an  important  measure  of  the  risk  of  default  on  such  a  loan.  Commercial 
property  values  and  net  operating  income  are  subject  to  volatility,  and  net  operating  income  may  be 
sufficient  or  insufficient  to  cover  debt  service  on  the  related  mortgage  loan  at  any  given  time.  The 
repayment  of  loans  secured  by  income-producing  properties  is  typically  dependent  upon  the  successful 
operation  of  the  related  real  estate  project  rather  than  upon  the  liquidation  value  of  the  underlying  real 
estate  or  the  existence  of  independent  income  or  assets  of  the  borrower.  Furthermore,  the  net  operating 
income  from  and  value  of  any  commercial  property  may  be  adversely  affected  by  risks  generally  incident 
to  interests  in  real  property,  including  events  which  the  borrower  or  manager  of  the  property,  or  the  issuer 
or  servicer  of  the  related  issuance  of  Commercial  Mortgage-Backed  Securities,  may  be  unable  to  predict 
or  control,  such  as  changes  in  general  or  local  economic  conditions  and/or  specific  industry  segments: 
declines  in  real  estate  values;  declines  in  rental  or  occupancy  rates;  increases  in  interest  rates,  real 
estate  tax  rates  and  other  operating  expenses;  changes  in  governmental  rules,  regulations  and  fiscal 
policies;  acts  of  God;  acts  of  war;  acts  of  terrorism;  and  social  unrest  and  civil  disturbances.  The  value  of 
commercial  real  estate  is  also  subject  to  a  number  of  laws,  such  as  laws  regarding  environmental  clean- 
up and  limitations  on  remedies  imposed  by  bankruptcy  laws  and  state  laws  regarding  foreclosures  and 
rights  of  redemption. 

A  commercial  property  may  not  readily  be  converted  to  an  alternative  use  in  the  event  that  the 
operation  of  such  commercial  property  for  its  original  purpose  becomes  unprofitable.  In  such  cases,  the 
conversion  of  the  commercial  property  to  an  alternative  use  would  generally  require  substantial  capital 
expenditures.  Thus,  if  the  borrower  becomes  unable  to  meet  its  obligations  under  the  related  commercial 
mortgage  loan,  the  liquidation  value  of  any  such  commercial  property  may  be  substantially  less,  relative 
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to  the  amount  outstanding  on  the  related  commercial  mortgage  loan,  than  would  be  the  case  if  such 
commercial  property  were  readily  adaptable  to  other  uses.  The  exercise  of  remedies  and  successful 
realization  of  liquidation  proceeds  may  be  highly  dependent  on  the  performance  of  Commercial 
Mortgage-Backed  Securities  servicers  or  special  servicers,  of  which  there  may  be  a  limited  number  and 
which  may  have  conflicts  of  interest  in  any  given  situation. 

Commercial  Mortgage-Backed  Securities  may  pay  fixed  or  floating  rates  of  interest.  Fixed  rate 
Commercial  Mortgage-Backed  Securities,  like  all  fixed-income  securities,  generally  decline  in  value  as 
interest  rates  rise.  Moreover,  although  generally  the  value  of  fixed-income  securities  increases  during 
periods  of  falling  interest  rates,  this  inverse  relationship  may  not  be  as  marked  in  the  case  of  Commercial 
Mortgage-Backed  Securities  due  to  the  increased  likelihood  of  prepayments  during  periods  of  falling 
interest  rates.  This  effect  is  mitigated  to  some  degree  for  mortgage  loans  providing  for  a  period  during 
which  no  prepayments  may  be  made. 

Mortgage  loans  underlying  a  Commercial  Mortgage-Backed  Securities  issue  may  lack  regular 
amortization  of  principal,  resulting  in  a  single  "balloon"  payment  due  at  maturity.  If  the  underlying 
mortgage  borrower  experiences  business  problems,  or  other  factors  limit  refinancing  alternatives,  such 
balloon  payment  mortgages  are  likely  to  experience  payment  delays  or  even  default. 

Synthetic  Securities.  A  portion  of  the  Underlying  Assets  may  consist  of  Synthetic  Securities,  the 
Reference  Obligations  of  which  are  Asset-Backed  Securities  (primarily,  Residential  ABS  Securities). 
Investments  in  such  types  of  assets  through  the  acquisition  of  Synthetic  Securities  present  risks  in 
addition  to  those  resulting  from  direct  acquisition  of  such  Underlying  Assets.  With  respect  to  Synthetic 
Securities,  the  Issuer  will  have  a  contractual  relationship  only  with  the  counterparty  of  such  Synthetic 
Security,  and  not  the  Reference  Obligor  on  the  Reference  Obligation.  The  Issuer  generally  will  have  no 
right  directly  to  enforce  compliance  by  the  Reference  Obligor  with  the  terms  of  either  the  Reference 
Obligation  or  any  rights  of  set-off  against  the  Reference  Obligor,  nor  will  the  Issuer  generally  have  any 
voting  or  other  consensual  rights  of  ownership  with  respect  to  the  Reference  Obligation. 

Illiauiditv  of  the  Underlying  Assets.  Some  of  the  Underlying  Assets  purchased  by  the  Issuer  will 
have  no,  or  only  a  limited,  trading  market.  The  market  for  Synthetic  Securities  may  be  less  liquid  than  the 
market  for  certain  other  types  of  financial  assets.  The  Issuer's  investment  in  illiquid  Underlying  Assets 
may  restrict  its  ability  to  dispose  of  investments  in  a  timely  fashion  and  for  a  fair  price  as  well  as  its  ability 
to  take  advantage  of  market  opportunities.  Illiquid  Underlying  Assets  may  trade  at  a  discount  from 
comparable,  more  liquid  investments.  In  addition,  the  Issuer  may  invest  in  privately  placed  Underlying 
Assets  that  may  or  may  not  be  freely  transferable  under  the  laws  of  the  applicable  jurisdiction  or  due  to 
contractual  restrictions  on  resale,  and  even  if  such  privately  placed  Underlying  Assets  are  transferable, 
the  prices  realized  from  their  sale  could  be  less  than  those  originally  paid  by  the  Issuer  or  less  than  what 
may  be  considered  the  fair  value  of  such  securities. 

Exposure  to  Credit  Risks  -  the  Reference  Obligations  and  the  Synthetic  Securities 
Counterparties.  The  obligation  of  the  Issuer  to  make  payments  to  each  Synthetic  Security  Counterparty 
relating  to  the  Synthetic  Securities  creates  exposure  to  the  credit  risk  of  the  Reference  Obligations  related 
to  such  Synthetic  Securities.  The  funds  available  to  make  payments  in  respect  of  principal  on  the  Notes 
and  Preference  Shares  is  dependent  upon  whether  and  to  what  extent  payments  are  due  and  payable  by 
the  Issuer  to  a  Synthetic  Security  Counterparty  relating  to  the  Synthetic  Securities.  Any  settlement 
payments  and  termination  payments  payable  by  the  Issuer  (net  of  termination  payments  payable  by  a 
Synthetic  Security  Counterparty)  due  and  owing  to  a  Synthetic  Security  Counterparty  will  reduce  the 
amount  available  to  pay  the  obligations  of  the  Issuer  to  the  Noteholders  and  Preference  Shareholdes  in 
inverse  order  of  Seniority.  Accordingly,  the  holders  of  the  Preference  Shares  and  then  the  Noteholders 
may  lose  all  or  a  portion  of  their  investment.      The  Issuer  will  not  directly  benefit  from  any  collateral 
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supporting  the  Reference  Obligation  and  will  not  have  the  benefit  of  the  remedies  that  would  normally  be 
available  to  a  holder  of  such  Reference  Obligation. 

In  addition,  in  the  event  of  the  insolvency  of  the  First  Synthetic  Security  Counterparty  or  any  other 
Synthetic  Security  Counterparty,  the  Issuer  will  be  treated  as  a  general  unsecured  creditor  of  such 
counterparty,  and  will  not  have  any  claim  of  title  with  respect  to  the  Reference  Obligation.  Consequently, 
the  Issuer  will  be  subject  to  the  credit  risk  of  the  counterparty  as  well  as  that  of  the  Reference  Obligor.  As 
a  result,  concentrations  of  Synthetic  Securities  entered  into  with  any  one  counterparty  will  subject  the 
Notes  and  Preference  Shares  to  an  additional  degree  of  risk  with  respect  to  defaults  by  or  the  insolvency 
of  such  counterparty  as  well  as  by  the  Reference  Obligor.  One  or  more  Affiliates  of  the  Initial  Purchaser 
may  act  as  counterparty  with  respect  to  all  or  a  portion  of  the  Synthetic  Securities,  which  relationship  may 
create  certain  conflicts  of  interest.  See  " — Conflicts  of  Interest  Involving  the  Initial  Purchaser"  below. 

Additionally,  while  the  Issuer  expects  that  the  returns  on  a  Synthetic  Security  will  generally  reflect 
those  of  the  related  Reference  Obligation,  as  a  result  of  the  terms  of  the  Synthetic  Security  and  the 
assumption  of  the  credit  risk  of  the  Synthetic  Security  Counterparty,  a  Synthetic  Security  may  have  a 
different  expected  return,  a  different  (and  potentially  greater)  probability  of  default  and  expected  loss 
characteristics  following  a  default,  and  a  different  expected  recovery  following  default.  Additionally,  when 
compared  to  the  related  Reference  Obligation,  the  terms  of  a  Synthetic  Security  may  provide  for  different 
maturities,  payment  dates,  interest  rates,  interest  rate  references,  credit  exposures,  or  other  credit  or  non- 
credit  related  characteristics.  Upon  maturity,  default,  acceleration  or  any  other  termination  (including  a 
put  or  call)  other  than  pursuant  to  a  credit  event  (as  defined  therein)  of  the  Synthetic  Security,  the  terms 
of  the  Synthetic  Security  may  permit  or  require  the  issuer  of  such  Synthetic  Security  to  satisfy  its 
obligations  under  the  Synthetic  Security  by  delivering  to  the  Issuer  securities  other  than  the  Reference 
Obligation  or  an  amount  different  than  the  then  current  market  value  of  the  Reference  Obligation. 

If  the  Issuer  is  obligated  to  make  a  Floating  Amount  Payment  under  a  Synthetic  Security,  such 
Floating  Amount  Payment  may  result  in  a  reduction  of  the  Principal/Notional  Balance  of  such  Synthetic 
Security,  and  therefore  reduce  the  amounts  payable  by  a  Synthetic  Security  Counterparty  and  the  amount 
of  Interest  Proceeds  available  to  pay  the  Notes  and  Preference  Shares.  In  addition,  any  Floating  Amount 
Payment  related  to  writedowns  or  failure  to  pay  principal  will  reduce  the  Aggregate  Principal/Notional 
Balance  of  Synthetic  Securities  that  are  available  to  pay  the  principal  of  the  Notes  and  Preference 
Shares. 

The  ability  of  the  Issuer  to  meet  its  obligations  under  the  Notes  will  be  dependent  on  the  Issuer's 
receipt  of  payments  from  the  Synthetic  Security  Counterparty  pursuant  to  the  Synthetic  Securities. 
Consequently,  in  addition  to  relying  on  the  creditworthiness  of  the  reference  obligors,  the  Issuer  will  also 
be  relying  upon  the  creditworthiness  of  the  Synthetic  Security  Counterparty  to  perform  its  obligations 
under  the  Synthetic  Securities. 

Offsetting  Transactions.  As  described  herein,  the  Issuer  may  enter  into  certain  Offsetting 
Transactions  intended  to  hedge  the  Issuer's  credit  exposure  in  relation  to  certain  Synthetic  Securities. 
Such  Offsetting  Transactions  are  subject  to  certain  risks  including  those  described  above  in  respect  of 
Synthetic  Securities.  There  can  be  no  guarantee  or  assurance  that  any  such  Offsetting  Transactions  will 
effectively  hedge  all  or  any  of  the  Issuer's  exposure  under  the  applicable  Synthetic  Security. 

Limited  Information  with  Respect  to  the  Reference  Obligations.  Synthetic  Security  Counterparties 

.  -are  not  required  to  hold  any  Reference  Obligation.   The  Issuer  will  not  have  any  right  to  obtain  from  the 

issuer  of  the  Reference  Obligations,  any  related  trustee,  fiscal  agent,  collateral  manager  or  custodian 

information  on  the  Reference  Obligations  or  information  regarding  any  obligation  of  any  Reference 

Obligation.   Synthetic  Security  Counterparties  will  have  no  obligation  to  keep  the  Issuer,  the  Trustee,  the 
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Collateral  Manager,  the  Noteholders  or  the  Preference  Shareholders  informed  as  to  matters  arising,  in 
relation  to  any  Reference  Obligation  including  whether  or  not  circumstances  exist  under  which  there  is  a 
possibility  of  the  occurrence  of  a  Credit  Event  or  an  obligation  to  make  Floating  Amount  Payments. 

No  Legal  or  Beneficial  Interest  in  Reference  Obligations.  Under  the  Synthetic  Securities,  the 
Issuer  will  have  a  contractual  relationship  only  with  the  Synthetic  Security  Counterparty  and  not  with  the 
issuer  or  obligor  of  any  Reference  Obligation.  Consequently,  the  Synthetic  Securities  do  not  constitute  an 
acquisition  or  other  acquisition  or  assignment  of  any  interest  in  any  Reference  Obligation.  The  Issuer 
generally  will  have  no  right  to  directly  enforce  compliance  by  the  Reference  Obligor  with  the  terms  of  the 
Reference  Obligation  nor  any  rights  of  set-off  or  recourse  against  the  Reference  Obligor,  nor  have  any 
voting  or  other  consensual  rights  of  ownership  with  respect  to  the  Reference  Obligation  and  will  not  have 
the  benefit  of  the  remedies  that  would  normally  be  available  to  the  holder  of  such  Reference  Obligation. 
The  Issuer  and  the  Trustee,  therefore,  will  have  rights  solely  against  the  related  Synthetic  Security 
Counterparty  in  accordance  with  the  Synthetic  Securities.  In  addition,  neither  a  Synthetic  Security 
Counterparty  nor  its  affiliates  will  be  (or  deemed  to  be  acting  as)  the  agent  or  trustee  of  the  Issuer,  the 
Noteholders  or  the  Preference  Shareholders  in  connection  with  the  exercise  of,  or  the  failure  to  exercise, 
any  of  the  rights  or  powers  of  a  Synthetic  Security  Counterparty  and/or  its  affiliates  arising  under  or  in 
connection  with  their  respective  holding  of  any  Reference  Obligation.  Each  Synthetic  Security 
Counterparty  and  its  affiliates  (ij  may  deal  in  any  Reference  Obligation,  (ii)  may  generally  engage  in  any 
kind  of  commercial  or  investment  banking  or  other  business  transactions  with  any  issuer  of  a  Reference 
Obligation,  and  (iii)  may  act  with  respect  to  transactions  described  in  the  preceding  clauses  (i)  and  (ii)  in 
the  same  manner  as  if  a  Synthetic  Security  Counterparty  and  the  Notes  did  not  exist  and  without  regard 
to  whether  any  such  action  might  have  an  adverse  affect  on  such  Reference  Obligation,  the  Issuer,  the 
Preference  Shareholders  or  the  Noteholders. 

Legal  Risk  relating  to  the  Synthetic  Securities.  Initially  the  Synthetic  Securities  will  be  structured 
as  "Pay  As  You  Go"  credit  default  swaps.  "Pay  As  You  Go"  credit  default  swaps  are  a  type  of  credit 
default  swap  that  has  been  developed  recently  to  reference,  and  incorporate  certain  terms  of  the  unique 
structures  of,  Asset-Backed  Securities.  On  November  10,  2006,  the  International  Swaps  and  Derivatives 
Association,  Inc.  ("ISDA")  published  its  revised  form  of  confirmation  and  a  Standard  Terms  Supplement 
for  a  "Pay  As  You  Go"  transaction  on  a  mortgage-backed  security  (the  "MBS  Pay  As  You  Go  Form"). 
On  June  7,  2006  ISDA  published  its  form  of  confirmation  for  a  "Pay  As  You  Go"  transaction  on  a 
collateralized  debt  obligation  (the  "CDO  Pay  As  You  Go  Form"  and,  together  with  the  MBS  Pay  As  You 
Go  Form,  the  "Pay  As  You  Go  Forms").  It  is  expected  that  the  Synthetic  Securities  to  which  the  Issuer 
will  be  a  party  will  be  based  on  modified  versions  of  the  Pay  As  You  Go  Forms.  See  "Security  for  the 
Notes"  herein.  While  ISDA  has  published  the  Pay  As  You  Go  Forms  and  has  published  and 
supplemented  the  Credit  Derivatives  Definitions  in  order  to  facilitate  transactions  and  promote  uniformity 
in  the  credit  default  swap  market,  the  credit  default  swap  market  is  expected  to  change  and  the  Pay  As 
You  Go  Forms  and  the  Credit  Derivatives  Definitions  and  terms  applied  to  credit  derivatives  are  subject  to 
interpretation  and  further  evolution.  There  can  be  no  assurance  that  such  forms  will  be  substantially 
similar  to  the  form  Confirmations.  Past  events  have  shown  that  the  views  of  market  participants  may 
differ  as  to  how  the  Credit  Derivatives  Definitions  operate  or  should  operate.  As  a  result  of  the  continued 
evolution  of  the  Pay  As  You  Go  Forms,  each  of  the  Synthetic  Security  confirmations  to  which  the  Issuer  is 
from  time  to  time  a  party  may  differ  from  the  future  market  standard.  Any  difference  between  the  Pay  As 
You  Go  Forms  and  the  forms  used  for  the  Synthetic  Securities  may  have  a  negative  impact  on  the 
liquidity  and  market  value  of  such  Synthetic  Securities. 

There  can  be  no  assurances  that  changes  to  the  Credit  Derivatives  Definitions  and  other  terms 
applicable  to  credit  derivatives  generally  will  be  predictable  or  favorable  to  the  Issuer  or  investors  in  the 
Notes  or  Preference  Shares.  Amendments  or  supplements  to  the  "Pay-As-You-Go"  credit  default  swap 
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forms  and  amendments  and  supplements  to  the  Credit  Derivatives  Definitions  that  are  published  by  ISDA 
will  not  apply  to  the  Synthetic  Securities  executed  prior  to  such  amendment  or  supplement  unless  the 
Issuer  and  the  related  Synthetic  Security  Counterparty  agree  to  amend  the  Synthetic  Securities  to 
incorporate  such  amendments  or  supplements,  and  the  Rating  Condition  is  satisfied.  In  addition,  the 
Issuer  and  the  Synthetic  Security  Counterparty  may  enter  into  additional  Synthetic  Securities  that 
incorporate  such  amendments  and  supplements  as  long  as  the  Rating  Condition  has  been  satisfied. 
Markets  in  different  jurisdictions  have  also  already  adopted  and  may  continue  to  adopt  different  practices 
with  respect  to  the  Credit  Derivatives  Definitions.  Furthermore,  the  Credit  Derivatives  Definitions  may 
contain  ambiguous  provisions  that  are  subject  to  interpretation  and  may  result  in  consequences  that  are 
adverse  to  the  Issuer.  In  addition  to  the  credit  risk  of  the  Reference  Obligations  and  the  credit  risk  of  the 
related  Synthetic  Security  Counterparty,  the  Issuer  is  also  subject  to  the  risk  that  the  Credit  Derivatives 
Definitions  could  be  interpreted  in  a  manner  that  would  be  adverse  to  the  Issuer  or  investors  in  the  Notes 
or  Preference  Shares  or  that  the  credit  derivatives  market  generally  may  evolve  in  a  manner  that  would 
be  adverse  to  the  Issuer  or  investors  in  the  Notes  or  Preference  Shares. 

Synthetic  Security  Collateral  Account  and  the  Reliance  on  the  Credit  Worthiness  of  Eligible 
Investments  held  therein.  The  Synthetic  Securities  may  require  the  Issuer  to  secure  its  obligations  with 
respect  to  each  such  Synthetic  Security.  As  directed  by  the  Collateral  Manager  in  writing,  cash  on 
deposit  in  the  Synthetic  Security  Collateral  Account  on  behalf  of  each  Synthetic  Security  Counterparty  will 
be  invested  in  Eligible  Investments.  Amounts  on  deposit  in  the  Synthetic  Security  Collateral  Account  will 
be  applied,  as  directed  by  the  Collateral  Manager,  to  the  payment  of  any  amounts  owed  by  the  Issuer  to 
each  Synthetic  Security  Counterparty  on  the  date  any  such  amounts  are  due.  Any  Excess  Collateral 
Account  Amount  will  be  withdrawn  from  the  Synthetic  Security  Collateral  Account  and  deposited  to  the 
Disposition  Proceeds  Account;  provided  that  to  the  extent  that  any  such  withdrawal  from  the  Synthetic 
Security  Collateral  Account  would  require  a  withdrawal  from  any  Investment  Agreement,  such  withdrawal 
may  only  be  made  in  accordance  with  the  terms  of  such  Investment  Agreement.  Any  income  on  Eligible 
Investments  contained  in  the  Synthetic  Security  Collateral  Account  will  be  withdrawn  from  such  account 
and  deposited  in  the  Collection  Account  for  distribution  as  Interest  Proceeds.  Cash  and  Eligible 
Investments  on  deposit  in  the  Synthetic  Security  Collateral  Account  will  be  included  in  the  Collateral  to  the 
extent  provided  under  "Security  for  the  Notes— General"  herein,  will  not  be  available  to  make  payments 
under  the  Notes  or  Preference  Shares  and  shall  not  be  considered  to  be  an  asset  of  the  Issuer  for 
purposes  of  any  of  the  Collateral  Quality  Tests  or  the  Coverage  Tests,  but  the  Synthetic  Securities  that 
relate  to  such  Synthetic  Security  Collateral  Account  shall  be  considered  an  asset  of  the  Issuer.  The 
Issuer  will  bear  the  risk  of  any  losses  with  respect  to  the  Eligible  Investments  held  in  the  Synthetic 
Security  Collateral  Account.  Therefore,  with  respect  to  each  Synthetic  Security,  the  Issuer  bears  the  risk 
of  the  Reference  Obligation,  the  related  Synthetic  Security  Counterparty  and  the  credit  and  market  risks 
relating  to  the  Eligible  Investments  including  credit  risk  with  respect  to  any  Investment  Agreement  that 
secure  the  Issuer's  obligations  with  respect  to  such  Synthetic  Security. 

Reliance  on  Creditworthiness  of  Investment  Agreements.  The  amounts  on  deposit  in  the 
Synthetic  Security  Collateral  Account  are  expected  to  be  invested  in  Eligible  Investments  consisting 
initially  of  the  Initial  Investment  Agreement  and,  accordingly,  the  Issuer  will  be  exposed  to  the 
creditworthiness  of  the  Initial  Investment  Agreement  Provider.  The  insolvency  of  the  Initial  Investment 
Agreement  Provider  or  a  default  by  such  parties  under  the  Initial  Investment  Agreement,  respectively, 
would  adversely  affect  the  ability  of  the  Issuer  to  pay  principal  and  interest  when  due  under  the  Notes  and 
distributions  in  respect  of  the  Preference  Shares  and  could  result  in  a  downgrade  of  the  ratings  on  the 
Notes. 

If  an  Investment  Agreement  is  terminated  as  a  result  of  an  event  of  default  or  an  uncured  ratings 
downgrade  condition  as  specified  therein,  the  Issuer  may  enter  into  one  or  more  replacement  investment 
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agreements  (each  a  "Replacement  Investment  Agreement"),  and  accordingly,  the  Issuer  will  be 
exposed  to  the  creditworthiness  of  the  related  Replacement  Investment  Agreement  provider  (each  a 
"Replacement  Investment  Agreement  Provider").  See  "Description  of  the  Initial  Investment 
Agreement — The  Initial  Investment  Agreement". 

Credit  Ratings.  Credit  ratings  of  debt  securities  represent  the  rating  agencies'  opinions  regarding 
their  credit  quality  and  are  not  a  guarantee  of  quality.  Rating  agencies  attempt  to  evaluate  the  safety  of 
principal  and  interest  payments  and  do  not  evaluate  the  risks  of  fluctuations  in  market  value  and, 
therefore,  credit  ratings  may  not  fully  reflect  the  true  risks  of  an  investment.  Also,  rating  agencies  may  fail 
to  make  timely  changes  in  credit  ratings  in  response  to  subsequent  events,  so  that  an  issuer's  current 
financial  condition  may  be  better  or  worse  than  a  rating  indicates.  Consequently,  credit  ratings  of  the 
Asset-Backed  Securities  and  Reference  Obligations  will  be  used  by  the  Collateral  Manager  only  as  a 
preliminary  indicator  of  investment  quality.  Investments  in  non-investment  grade  and  comparable  unrated 
obligations  will  be  more  dependent  on  the  Collateral  Manager's  credit  analysis  than  would  be  the  case 
with  investments  in  investment-grade  debt  obligations. 

International  Investing.  A  limited  portion  of  the  Underlying  Assets  may  consist  of  obligations  of 
issuers  organized  under  the  law  of  the  Bahamas,  Bermuda,  the  Cayman  Islands,  the  Channel  Islands  or 
the  Netherlands  Antilles.  Moreover,  collateral  securing  Asset-Backed  Securities  may  consist  of 
obligations  of  issuers  or  borrowers  organized  under  the  laws  of  various  jurisdictions  other  than  the  United 
States.  Investing  outside  the  United  States  may  involve  greater  risks  than  investing  in  the  United  States. 
These  risks  may  include:  (a)  less  publicly  available  information;  (b)  varying  levels  of  governmental 
regulation  and  supervision;  and  (c)  the  difficulty  of  enforcing  legal  rights  in  a  foreign  jurisdiction  and 
uncertainties  as  to  the  status,  interpretation  and  application  of  laws.  Moreover,  foreign  companies  are  not 
subject  to  accounting,  auditing  and  financial  reporting  standards,  practices  and  requirements  comparable 
to  those  applicable  to  U.S.  companies. 

There  generally  is  less  governmental  supervision  and  regulation  of  exchanges,  brokers  and 
issuers  in  foreign  countries  than  there  is  in  the  United  States.  For  example,  there  may  be  no  comparable 
provisions  under  certain  foreign  laws  with  respect  to  insider  trading  and  similar  investor  protection 
securities  laws  that  apply  with  respect  to  securities  transactions  consummated  in  the  United  States. 

Foreign  markets  also  have  different  clearance  and  settlement  procedures,  and  in  certain  markets 
there  have  been  times  when  settlements  have  failed  to  keep  pace  with  the  volume  of  securities 
transactions,  making  it  difficult  to  conduct  such  transactions.  Delays  in  settlement  could  result  in  periods 
when  assets  of  the  Issuer  are  uninvested  and  no  return  is  earned  thereon.  The  inability  of  the  Issuer  to 
make  intended  Underlying  Assets  acquisitions  due  to  settlement  problems  or  the  risk  of  intermediary 
counterparty  failures  could  cause  the  Issuer  to  miss  investment  opportunities.  The  inability  to  Dispose  of 
an  Underlying  Asset  due  to  settlement  problems  could  result  either  in  losses  to  the  Issuer  due  to 
subsequent  declines  in  the  value  of  such  Underlying  Asset  or,  if  the  Issuer  has  entered  into  a  contract  to 
sell  the  security,  could  result  in  possible  liability  to  the  purchaser.  Transaction  costs  of  buying  and  selling 
foreign  securities,  including  brokerage,  tax  and  custody  costs,  also  are  generally  higher  than  those 
involved  in  domestic  transactions.  Furthermore,  foreign  financial  markets,  while  generally  growing  in 
volume,  have,  for  the  most  part,  substantially  less  volume  than  U.S.  markets,  and  securities  of  many 
foreign  companies  are  less  liquid  and  their  prices  more  volatile  than  securities  of  comparable  domestic 
companies. 

In  many  foreign  countries  there  is  the  possibility  of  expropriation,  nationalization  or  confiscatory 
taxation,  limitations  on  the  convertibility  of  currency  or  the  removal  of  securities,  property  or  other  assets 
of  the  Issuer,  political,  economic  or  social  instability  or  adverse  diplomatic  developments,  each  of  which 
could  have  an  adverse  effect  on  the  Issuer's  investments  in  such  foreign  countries.   The  economies  of 


40 


PSI-M&T  Bank-02-0061 


Footnote  Exhibits  -  Page  1759 


individual  non-U.S.  countries  may  also  differ  favorably  or  unfavorably  from  the  U.S.  economy  in  such 
respects  as  growth  of  gross  domestic  product,  rate  of  inflation,  volatility  of  currency  exchange  rates, 
depreciation,  capital  reinvestment,  resource  self-sufficiency  and  balance  of  payments  position. 

-  Other  Considerations 

Certain  Conflicts  of  Interest.  The  activities  of  the  Collateral  Manager,  the  Initial  Purchaser  and  its 
affiliates  may  result  in  certain  conflicts  of  interest 

Conflicts  of  Interest  Involving  the  Collateral  Manager.  Various  potential  and  actual  conflicts  of 
interest  may  arise  from  the  overall  investment  activities  of  the  Collateral  Manager  and  its  Affiliates.  The 
Collateral  Manager  and  its  Affiliates  may  invest  or  invest  for  the  account  of  others  in  debt  obligations  that 
would  be  appropriate  as  security  for  the  Notes  and  have  no  duty  in  making  such  investments  or  to  act  in  a 
way  that  is  favorable  to  the  Issuer,  the  Noteholders  or  the  Preference  Shareholders.  Such  investments 
may  be  different  from  those  made  on  behalf  of  the  Issuer.  The  Collateral  Manager  and  its  Affiliates  may 
have  economic  interests  in,  or  other  relationships  with,  issuers  in  whose  obligations  or  securities  the 
Issuer  may  invest.  In  particular,  a  substantial  portion  of  the  Underlying  Assets  acquired  by  the  Issuer 
from  the  Initial  Purchaser  were  sold  to  the  Initial  Purchaser  from  portfolios  of  securities  held  by  one  or 
more  of  the  Collateral  Manager  and  its  Affiliates.  In  addition,  the  Collateral  Manager  or  its  Affiliates  may 
make  and/or  hold  an  investment  in  an  issuer's  securities  that  may  be  pari  passu,  senior  or  junior  in 
ranking  to  an  investment  in  such  issuer's  securities  made  and/or  held  by  the  Issuer  or  in  which  partners, 
security  holders,  officers,  directors,  agents  or  employees  of  the  Collateral  Manager  or  its  Affiliates  serve 
on  boards  of  directors  or  otherwise  have  ongoing  relationships.  Each  of  such  ownership  and  other 
relationships  may  result  in  securities  laws  restrictions  on  transactions  in  such  securities  by  the  Issuer  and 
otherwise  create  conflicts  of  interest  for  the  Issuer.  In  such  instances,  the  Collateral  Manager  and  its 
Affiliates  may  in  their  discretion  (except  as  provided  below  under  "Security  for  the  Notes— Dispositions  of 
Underlying  Assets")  make  investment  recommendations  and  decisions  that  may  be  the  same  as  or 
different  from  those  made  with  respect  to  the  Issuer's  investments. 

Although  the  officers  and  employees  of  the  Collateral  Manager  will  devote  as  much  time  to  the 
Issuer  as  the  Collateral  Manager  deems  appropriate,  the  officers  and  employees  may  have  conflicts  in 
allocating  their  time  and  services  among  the  Issuer  and  the  Collateral  Manager's  and  its  Affiliates'  other 
accounts. 

The  Collateral  Manager  also  serves  as  a  manager  of  one  or  more  other  companies  organized  to 
invest  in  Asset-Backed  Securities.  The  Collateral  Manager  and  its  Affiliates  may  pursue  its  own  interests 
as  an  owner  of  other  securities  issued  by  an  issuer  of  Underlying  Assets,  without  considering  the  effect  of 
its  actions  or  omissions  on  the  Issuer.  In  addition,  the  Collateral  Manager  may  act  as  the  Auction  Agent 
in  an  Auction  Call  Redemption  of  the  Notes  or  may  resign  as  Auction  Agent  and  bid  on  any  Underlying 
Assets  that  are  sold  pursuant  to  an  Auction  Call  Redemption. 

One  or  more  Affiliates  of  the  Collateral  Manager  will  acquire  all  of  the  Preference  Shares  and  may 
purchase  some  or  all  of  the  Class  E  Notes  on  the  Closing  Date.  Pursuant  to  the  Management 
Agreement,  the  Collateral  Manager,  in  its  capacity  as  holder  of,  or  an  advisor  to  the  holder  of  Class  E 
Notes  and  Preference  Shares  may,  in  such  capacity,  act  in  a  manner  which  it  determines  to  be  in  the  best 
interests  of  a  holder  of  Class  E  Notes  and/or  Preference  Shares,  without  regard  to  the  effect  on  the 
interests  of  other  Noteholders.  In  addition,  the  Collateral  Manager  and  its  Affiliates  may  at  times  own  any 
other  Class  of  Notes.  A  portion  of  the  purchase  price  of  Notes  and  the  Preference  Shares  to  be  acquired 
by  the  Collateral  Manager  or  its  Affiliates  may  be  financed  by  the  Initial  Purchaser.  At  any  given  time,  the 
Collateral  Manager  and  its  Affiliates  will  not  be  entitled  to  vote  the  Notes  or  Preference  Shares 
beneficially  owned  by  the  Collateral  Manager  or  any  Affiliate  thereof  or  by  an  account  or  fund  for  which 
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the  Collateral  Manager  or  an  Affiliate  thereof  acts  as  the  investment  adviser  (with  discretionary  authority) 
('Collateral  Manager  Securities")  with  respect  to  any  vote  or  consent  on  any  assignment  or  termination 
of  the  Management  Agreement  (including  the  exercise  of  any  rights  to  remove  the  Collateral  Manager  or 
terminate  the  Management  Agreement)  or  any  amendment  or  other  modification  of  the. Management 
Agreement  or  the  Indenture  increasing  the  rights  or  decreasing  the  obligations  of  the  Collateral  Manager. 
However,  at  any  given  time  the  Collateral  Manager  and  its  Affiliates  will  be  entitled  to  vote  the  Notes  and 
Preference  Shares  held  by  them  with  respect  to  all  other  matters.  For  purposes  hereof,  "Affiliate" 
means,  with  respect  to  any  person,  (a)  any  other  person  who,  directly  or  indirectly,  is  in  control  of,  or 
controlled  by,  or  is  under  common  control  with,  such  person,  (b)  any  other  person  who  is  a  director, 
officer,  employee,  managing  member  or  general  partner  of  (i)  such  person  or  (ii)  any  such  other  person 
described  in  clause  (a)  above,  or  (c)  with  respect  to  the  Collateral  Manager,  any  account  or  fund  for  which 
the  Collateral  Manager  or  any  of  the  foregoing  acts  as  investment  advisor  with  discretionary  authority. 
For  the  purposes  of  the  foregoing  definition,  control  of  a  person  shall  mean  the  power,  direct  or  indirect, 
(x)  to  vote  more  than  50%  of  the  securities  having  ordinary  voting  power  for  the  election  of  directors  of 
such  person  or  (y)  to  direct  or  cause  the  direction  of  the  management  and  policies  of  such  person 
whether  by  contract  or  otherwise.  The  ownership  of  some  or  all  of  the  Class  E  Notes  and  all  of  the 
Preference  Shares  by  one  or  more  Affiliates  of  the  Collateral  Manager  may  give  the  Collateral  Manager 
an  incentive  to  take  actions  that  vary  from  the  interests  of  the  holders  of  the  Notes. 

Conflicts  of  Interest  Involving  the  Initial  Purchaser.  Certain  of  the  Asset-Backed  Securities 
acquired  by  the  Issuer  may  consist  of  obligations  of  issuers  or  obligors,  or  obligations  sponsored  or 
serviced  by  companies,  for  which  DBSI  as  the  Initial  Purchaser  or  an  Affiliate  of  DBSI  has  acted  as 
underwriter,  agent,  placement  agent  or  dealer  or  for  which  an  Affiliate  of  DBSI  has  acted  as  lender  or 
provided  other  administrative,  commercial  or  investment  banking  services.  In  addition,  if  not  the  Auction 
Agent,  the  Initial  Purchaser  may  bid  on  the  Underlying  Assets  at  any  time  the  Issuer  Disposes  of  an 
Underlying  Asset.  In  addition,  an  Affiliate  of  the  Initial  Purchaser  will  be  the  First  Synthetic  Security 
Counterparty  and  may  be  Offsetting  Transaction  Counterparty.  Also,  as  described  under  "Use  of 
Proceeds",  the  Issuer,  DBSI  and  Deutsche  Bank  AG  Cayman  Islands  Branch  (the  "Warehouse  Lender"), 
an  Affiliate  of  DBSI,  have  entered  into  a  credit  agreement  (the  "Warehouse  Credit  Agreement"), 
pursuant  to  which  the  Warehouse  Lender  has  financed  the  acquisition  of  certain  Asset-Backed  Securities 
and  the  payment  of  certain  transaction-related  fees  and  expenses  prior  to  the  Closing  Date.  On  the 
Closing  Date,  the  net  proceeds  from  the  sale  of  the  Notes  and  the  Preference  Shares  will  be  used  by  the 
Issuer  to  repay  in  full  all  amounts  owing  by  the  Issuer  to  the  Warehouse  Lender  relating  to  the 
Warehouse  Credit  Agreement,  and  such  revolving  credit  facility,  along  with  the  lien  on  the  Asset-Backed 
Securities,  the  Offsetting  Transactions  and  the  Synthetic  Securities  securing  it,  will  be  terminated.  See 
"Use  of  Proceeds". 

Conflicts  of  Interest  involving  the  Synthetic  Security  Counterparties  and  the  Offsetting  Transaction 
Counterparty.  The  First  Synthetic  Security  Counterparty  is  an  Affiliate  of  the  Initial  Purchaser  and  the 
Offsetting  Transaction  Counterparty  may  be  an  Affiliate  of  the  Initial  Purchaser.  Each  Synthetic  Security 
Counterparty  or  Offsetting  Transaction  Counterparty  may  take  actions  under  the  related  Synthetic 
Securities  or  Offsetting  Transactions  or  otherwise  that  may  be  inconsistent  with  or  adverse  to  the  interests 
of  the  Noteholders.  Synthetic  Security  Counterparties  will  not  be  obligated  to  take  any  action  to  minimize 
losses  with  respect  to  any  Reference  Obligation.  In  addition,  each  Synthetic  Security  Counterparty  or 
Offsetting  Transaction  Counterparty  has  the  right  in  the  event  of  an  assignment  of  a  Synthetic  Security  (or 
Offsetting  Transaction,  as  applicable)  to  reject  any  replacement  for  the  Issuer,  such  right  not  to  be 
unreasonably  exercised.  In  deciding  whether  to  approve  or  reject  a  replacement  for  the  Issuer,  the 
Synthetic  Security  Counterparty  does  not  have  to  consider  the  interests  of  the  Issuer  or  the  Noteholders. 
See  "Security  for  the  Notes— Underlying  Assets— Synthetic  Securities— Assignment". 
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Each  Synthetic  Security  Counterparty,  each  Offsetting  Transaction  Counterparty  and  each  of  their 
affiliates  may  deal  in  any  obligations  or  other  securities  of  any  Reference  Obligor  (including,  but  not 
limited  to,  any  Reference  Obligations),  may  enter  into  other  credit  derivatives  involving  entities  that  may 
include  the  Reference  Obligors  or  their  affiliates  or  sponsors  (including  credit  derivatives  to  hedge  its 
obligations  under  the  Synthetic  Securities  or  Offsetting  Transactions),  may  accept  deposits  from,  make 
loans  or  otherwise  extend  credit  to,  and  generally  engage  in  any  kind  of  commercial  or  investment 
banking  or  other  business  with,  any  Reference  Obligor,  any  affiliate  or  sponsor  of  any  Reference  Obligor 
or  any  other  person  or  other  entity  having  obligations  relating  to  any  Reference  Obligor  or  affiliate  or 
sponsor  of  such  Reference  Obligor,  and  may  act  with  respect  to  such  business  in  the  same  manner  as  if 
the  related  Synthetic  Securities  and/or  Offsetting  Transactions  did  not  exist,  regardless  of  whether  any 
such  relationship  or  action  might  have  an  adverse  effect  on  any  Reference  Obligations  (including,  without 
limitation,  any  action  which  might  constitute  or  give  rise  to  a  Credit  Event),  or  on  the  position  of  the  Issuer, 
the  Noteholders  or  any  other  party  to  the  transaction  described  herein  or  otherwise.  Each  Synthetic 
Security  Counterparty,  each  Offsetting  Transaction  Counterparty  and  each  of  their  affiliates  may,  whether 
by  reason  of  the  types  of  relationships  described  herein  or  otherwise,  on  the  date  hereof  or  at  any  time 
hereafter,  be  in  possession  of  information  in  relation  to  any  Reference  Obligation,  Reference  Obligor  or 
any  of  such  Reference  Obligor's  sponsors  or  affiliates,  that  is  or  may  be  material  in  the  context  of  the 
related  Synthetic  Securities  or  Offsetting  Transactions  and  the  other  transaction  documents  and  that  may 
or  may  not  be  publicly  available  or  known  to  the  other  parties  to  the  transaction  documents  and  which 
information  each  Synthetic  Security  Counterparty,  each  Offsetting  Transaction  Counterparty  or  their 
affiliates  may  be  prohibited  from  using  for  the  benefit  of  the  Issuer.  The  Synthetic  Securities,  Offsetting 
Transactions  and  the  other  transaction  documents  do  not  create  any  obligation  on  the  part  of  the  related 
Synthetic  Security  Counterparty  (or  Offsetting  Transaction  Counterparty)  and  its  affiliates  to  disclose  to 
any  other  such  party  any  such  information  (whether  or  not  confidential).    In  addition,  with  respect  to  the 
deletion  or  addition  of  Reference  Obligations  in  connection  with  any  trading  activity  undertaken  by  the 
Collateral  Manager  on  behalf  of  the  Issuer,  the  related  Synthetic  Security  Counterparty  (or  Offsetting 
Transaction  Counterparty)  is  not  obligated  to  agree  to  any  such  deletion  or  addition  of  a  Reference 
Obligation  and  may  make  its  decision  whether  to  agree  to  any  such  deletion  or  addition  on  the  basis  of  its 
own  best  interests  and  without  regard  to  the  interests  of  the  Issuer  or  the  Noteholders. 

Money  Laundering  Prevention.  The  Uniting  and  Strengthening  America  by  Providing  Appropriate 
Tools  Required  to  Intercept  and  Obstruct  Terrorism  Act  of  2001  (the  "USA  PATRIOT  Act"),  effective  as  of 
October  26,  2001 ,  requires  that  financial  institution's,  a  term  that  includes  banks,  broker-dealers  and 
investment  companies,  establish  and  maintain  compliance  programs  to  guard  against  money  laundering 
activities.  The  USA  PATRIOT  Act  requires  the  Secretary  of  the  U.S.  Treasury  ('Treasury")  to  prescribe 
regulations  in  connection  with  anti-money  laundering  policies  of  financial  institutions.  The  Federal 
Reserve  Board,  the  Treasury  and  the  SEC  are  currently  studying  what  types  of  investment  vehicles 
should  be  required  to  adopt  anti-money  laundering  procedures,  and  it  is  unclear  at  this  time  whether  such 
procedures  will  apply  to  pooled  investment  vehicles  such  as  the  Issuer.  It  is  possible  that  there  could  be 
promulgated  legislation  or  regulations  that  would  require  the  Issuer  or  the  Initial  Purchaser  or  other 
service  providers  to  the  Issuer,  in  connection  with  the  establishment  of  anti-money  laundering 
procedures,  to  share  information  with  governmental  authorities  with  respect  to  investors  in  the  Notes  and 
Preference  Shares.  Such  legislation  and/or  regulations  could  require  the  Issuer  to  implement  additional 
restrictions  on  the  transfer  of  the  Notes  and  Preference  Shares  or  interests  therein.  The  Issuer  reserves 
the  right  to  request  such  information  as  is  necessary  to  verify  the  identity  of  investors  in  the  Notes  and 
Preference  Shares  and  the  source  of  the  payment  of  subscription  monies,  or  as  is  necessary  to  comply 
with  any  customer  identification  programs  required  by  Financial  Crimes  Enforcement  Network  and/or  the 
SEC.  In  the  event  of  delay  or  failure  by  the  applicant  to  produce  any  information  required  for  verification 
purposes,  an  application  for  or  transfer  of  Notes,  Preference  Shares  or  interests  therein  and  the 
subscription  monies  relating  thereto  may  be  refused.  In  connection  with  the  establishment  of  anti-money 
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laundering  procedures,  the  Issuer  may  implement  additional  restrictions  on  the  transfer  of  Notes  or 
Preference  Shares. 

Purchase  of  Underlying  Assets.  The  Issuer  will  acquire  Underlying  Assets  from  a  warehouse 
facility  (the  "Warehouse  Facility")  provided  by  an  affiliate  of  DBSI,  which  provides  for  the  purchase  of 
Asset-Backed  Securities  at  the  direction  of  the  Collateral  Manager  on  behalf  of  the  Issuer  prior  to  the 
Closing  Date.  In  addition,  a  substantial  portion  of  the  Underlying  Assets  purchased  by  the  Issuer  are 
securities  from  portfolios  of  Asset-Backed  Securities  held,  directly  or  indirectly,  by  the  Collateral  Manager 
or  one  or  more  Affiliates  of,  or  investment  funds  managed  by,  the  Collateral  Manager. 

Some  of  the  Underlying  Assets  subject  to  the  Warehouse  Facility  may  have  been  originally 
acquired  by  DBSI  or  one  of  its  Affiliates  in  connection  with  its  underwriting  or  placement  thereof  upon 
issuance  thereof  or  from  the  Collateral  Manager  or  one  of  its  Affiliates.  The  Warehouse  Facility  requires 
the  Issuer  to  purchase  Asset-Backed  Securities  eligible  for  inclusion  in  the  Collateral  on  the  Closing  Date 
at  a  price  equal  to  the  price  paid  when  DBSI  or  its  Affiliate  acquired  such  Asset-Backed  Securities 
pursuant  to  the  Warehouse  Facility,  plus  accrued  interest  thereon,  and  net  of  any  hedging  gains  or 
losses.  As  a  result*  the  Issuer  bears  the  risk  of  depreciation  in  the  value  of  an  Asset-Backed  Security 
purchased  under  the  Warehouse  Facility.  The  Issuer  will  purchase,  and  DBSI  and  its  Affiliates  under  the 
Warehouse  Facility  will  sell,  Asset-Backed  Securities  only  to  the  extent  that  the  Collateral  Manager 
determines  that  such  purchases  are  consistent  with  the  restrictions  contained  in  the  Indenture. 

If  any  such  seller  were  to  become  the  subject  of  a  case  or  proceeding  under  the  United  States 
Bankruptcy  Code  or  another  applicable  insolvency  law,  the  trustee  in  bankruptcy  could  assert  that  Asset- 
Backed  Securities  acquired  from  such  seller  are  property  of  such  seller's  insolvency  estate.  Property  that 
such  seller  has  pledged  or  assigned,  or  in  which  such  seller  has  granted  a  security  interest,  as  collateral 
security  for  the  payment  or  performance  of  an  obligation,  would  be  property  of  such  seller's  estate. 
Property  that  such  seller  has  sold  or  absolutely  assigned  and  transferred  to  another  party,  however,  is  not 
property  of  such  seller's  estate.  The  Issuer  does  not  expect  that  the  purchase  by  the  Issuer  of  Asset- 
Backed  Securities,  under  the  circumstances  contemplated  by  this  Offering  Circular,  will  be  deemed  to  be 
a  pledge  or  collateral  assignment  (as  opposed  to  the  sale  or  other  absolute  transfer  of  such  Asset-Backed 
Securities  to  the  Issuer). 

Relation  to  Prior  Investment  Results.  The  prior  investment  results  of  the  Collateral  Manager  and 
the  persons  associated  with  the  Collateral  Manager  or  any  other  entity  or  person  described  herein  are  not 
indicative  of  the  Issuer's  future  investment  results.  The  nature  of,  and  risks  associated  with,  the  Issuer's 
future  investments  may  differ  substantially  from  those  investments  and  strategies  undertaken  historically 
by  such  persons  and  entities.  There  can  be  no  assurance  that  the  Issuer's  investments  will  perform  as 
well  as  the  past  investments  of  any  such  persons  or  entities. 

Projections.  Forecasts  and  Estimates.  Any  projections,  forecasts  and  estimates  contained  herein 
are  forward  looking  statements  and  are  based  upon  certain  assumptions  that  the  Collateral  Manager 
considers  reasonable.  Projections  are  necessarily  speculative  in  nature,  and  it  can  be  expected  that 
some  or  all  of  the  assumptions  underlying  the  projections  will  not  materialize  or  will  vary  significantly  from 
actual  results.  Accordingly,  the  projections  are  only  an  estimate.  Actual  results  may  vary  from  the 
projections,  and  the  variations  may  be  material. 

Some  important  factors  that  could  cause  actual  results  to  differ  materially  from  those  in  any 
forward  looking  statements  include  changes  in  interest  rates,  market,  financial  or  legal  uncertainties, 
differences  in  the  actual  allocation  of  the  Underlying  Assets  among  asset  categories  from  those  identified 
on  Schedule  A,  mismatches  between  the  timing  of  accrual  and  receipt  of  Interest  Proceeds  and  Principal 
Proceeds  from  the  Underlying  Assets,  defaults  under  Underlying  Assets  and  the  effectiveness  of  any 
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Interest  Rate  Swap  Agreement,  among  others.  Consequently,  the  inclusion  of  projections  herein  should 
not  be  regarded  as  a  representation  by  the  Issuer,  the  Co-Issuer,  the  Collateral  Manager,  the  Trustee,  the 
Initial  Purchaser  or  its  affiliates  or  any  other  person  or  entity  of  the  results  that  will  actually  be  achieved  by 
the  Issuer.  None  of  the  Issuer,  the  Co-Issuer,  the  Collateral  Manager,  the  Trustee,  the  Initial  Purchaser, 
its  affiliates  or  any  other  person  has  any  obligation  to  update  or  otherwise  revise  any  projections, 
including  any  revisions  to  reflect  changes  in  economic  conditions  or  other  circumstances  arising  after  the 
date  hereof  or  to  reflect  the  occurrence  of  unanticipated  events,  even  if  the  underlying  assumptions  do 
not  come  to  fruition. 
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DESCRIPTION  OF  THE  NOTES 

The  Notes  will  be  issued  pursuant  to  the  Indenture.  The  following  summary  describes  certain 
provisions  of  the  Notes  and  the  Indenture.  This  summary  does  not  purport  to  be  complete  and  is  subject 
to,  and  qualified  in  its  entirety  by  reference  to,  the  provisions  of  the  Indenture.  Copies  of  the  Indenture 
may  be  obtained  by  prospective  investors  upon  request  to  the  Trustee  at  1761  East  St.  Andrew  Place, 
Santa  Ana,  California  92705,  or  to  RSM  Robson  Rhodes  LLP  (the  "Irish  Paying  Agent"),  at  RSM  House, 
Herbert  Street,  Dublin  2,  Ireland. 

Status  and  Security 

The  Notes  will  be  limited-recourse  debt  obligations  of  the  Issuers.  The  relative  order  of  seniority 
of  payment  of  each  Class  of  Notes  is  as  follows:  first,  Class  A-1  Notes,  second.  Class  A-2  Notes,  third, 
Class  B  Notes,  fourth.  Class  C  Notes,  fifth,  Class  D  Notes  and  sixth,  Class  E  Notes,  with  (a)  each  Class 
of  Notes  (other  than  the  Class  E  Notes)  in  such  list  being  "Senior"  to  each  other  Class  of  Notes  that 
follows  such  Class  of  Notes  in  such  list  and  (b)  each  Class  of  Notes  (other  than  the  Class  A-1  Notes)  in 
such  list  being  "Subordinate"  to  each  other  Class  of  Notes  that  precedes  such  Class  of  Notes  in  such  list. 
No  payment  of  interest  on  any  Class  of  Notes  will  be  made  until  all  accrued  and  unpaid  interest  on  the 
Notes  of  each  Class  that  is  Senior  to  such  Class  and  that  remains  outstanding  has  been  paid  in  full  in 
accordance  with  the  Priority  of  Payments.  Certain  Principal  Proceeds,  to  the  extent  available,  will  be 
applied  on  each  Distribution  Date  in  accordance  with  the  Priority  of  Payments  to  pay  principal  of  each 
Class  of  Notes. 

Under  the  terms  of  the  Indenture,  the  Issuer  will  grant  to  the  Trustee  for  the  benefit  of  the 
Secured  Parties  a  first  priority  security  interest  in  the  Collateral  described  herein  to  secure  the  Issuer's 
obligations  under  the  Indenture,  the  Notes,  any  Interest  Rate  Swap  Agreement,  the  Synthetic  Security 
Agreement,  the  Investment  Agreement  and  the  Management  Agreement. 

Payments  of  principal  of  and  interest  on  the  Notes  will  be  made  solely  from  the  proceeds  of  the 
Collateral,  in  accordance  with  the  priorities  described  under  "—Priority  of  Payments"  herein.  If  the 
amounts  received  in  respect  of  the  Collateral  (net  of  certain  expenses)  are  insufficient  to  make  payments 
on  the  Notes,  no  other  assets  will  be  available  for  payment  of  the  deficiency  and,  following  liquidation  of 
all  the  Collateral,  the  obligations  of  the  Issuers  to  pay  any  such  deficiency  will  be  extinguished. 

Interest 

The  Class  A-1  Notes  will  bear  interest  at  a  floating  rate  per  annum  equal  to  LIBOR  plus  [  ]%. 

The  Class  A-2  Notes  will  bear  interest  at  a  floating  rate  per  annum  equal  to  LIBOR  plus  [  ]%. 

The  Class  B  Notes  will  bear  interest  at  a  floating  rate  per  annum  equal  to  LIBOR  plus  [  ]%. 

The  Class  C  Notes  will  bear  interest  at  a  floating  rate  per  annum  equal  to  LIBOR  plus  [  ]%. 

The  Class  D  Notes  will  bear  interest  at  a  floating  rate  per  annum  equal  to  LIBOR  plus  [  ]%. 

The  Class  E  Notes  will  bear  interest  at  a  floating  rate  per  annum  equal  to  LIBOR  plus  [  ]%. 

Interest  on  the  Notes  will  be  computed  on  the  basis  of  a  360-day  year  and  the  actual  number  of 
days  elapsed.  Interest  will  accrue  on  the  aggregate  outstanding  principal  amount  of  each  Class  of  Notes 
(determined  as  of  the  first  day  of  each  Interest  Period  and  after  giving  effect  to  any  redemption  or  other 
payment  of  principal  occurring  on  such  day)  from  the  Closing  Date.    Interest  accruing  for  any  Interest 
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Period  will  accrue  for  the  period  from  and  including  the  first  day  of  such  Interest  Period  to  and  including 
the  last  day  of  such  Interest  Period. 

Accrued  and  unpaid  interest  will  be  payable  in  U.S.  Dollars  quarterly  in  arrears  on  the  [  ]  day  of 
each  Q.Q.Qand  Q  commencing  on  rj,  2007  (each  such  date,  together  with  the  Accelerated  Maturity  Date,  a 
"Distribution  Date");  provided  that  (i)  the  final  scheduled  Distribution  Date  shall  be,  with  respect  to  each 
Class  of  Notes,  the  □  Distribution  Date,  and  (ii)  if  any  such  date  is  not  a  Business  Day,  the  relevant 
Distribution  Date  will  be  the  next  succeeding  Business  Day. 

In  the  event  that  any  Distribution  Date  falls  on  a  date  that  is  not  a  Business  Day,  then  payment 
will  be  made  on  the  next  succeeding  Business  Day  with  the  same  force  and  effect  as  if  made  on  the 
nominal  Distribution  Date,  and  any  interest  accrued  for  the  period  from  or  after  such  nominal  date  to  the 
next  succeeding  Business  Day  shall  not  be  payable  on  such  Business  Day  but  shall  be  payable  on  the 
next  following  Distribution  Date. 

As  long  as  the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C  Notes  or  the  Class  D  Notes  are 
outstanding,  if  either  Coverage  Test  applicable  to  such  Class  of  Notes  is  not  satisfied  on  any 
Determination  Date,  then  Interest  Proceeds  that  would  otherwise  be  used  to  make  payments  in  respect  of 
interest  on  any  Class  of  Notes  Subordinate  to  such  Class  will  be  used  instead  to  redeem,  first,  each  Class 
(if  any)  of  Notes  Senior  to  such  Class  of  Notes  (sequentially  in  direct  order  of  seniority)  and,  second,  such 
Class  of  Notes,  until  each  applicable  Coverage  Test  is  satisfied.  See  "—Priority  of  Payments." 

Any  interest  on  the  Class  C  Notes,  the  Class  D  Notes  and  the  Class  E  Notes  that  is  not  paid  to 
such  Class  when  due  will  be  deferred  (such  interest  being  referred  to  herein  as  "Deferred  Interest"; 
Deferred  Interest  in  the  case  of  the  Class  C  Notes  being  referred  to  herein  as  "Class  C  Deferred 
Interest",  Deferred  Interest  in  the  case  of  the  Class  D  Notes  being  referred  to  herein  as  "Class  D 
Deferred  Interest"  and  Deferred  Interest  in  the  case  of  the  Class  E  Notes  being  referred  to  herein  as 
"Class  E  Deferred  Interest");  provided  that  no  accrued  inierest  on  a  Class  of  Notes  shall  become 
Deferred  Interest  unless  a  more  Senior  Class  of  Notes  is  then  outstanding.  Interest  will  accrue  on  the 
aggregate  outstanding  deferred  amount  at  the  rates  of  interest  applicable  to  that  Class  of  Notes.  Upon 
the  payment  of  Deferred  Interest,  the  aggregate  outstanding  deferred  amount  with  respect  to  the  related 
Class  of  Notes  will  be  reduced  by  the  amount  of  such  payment.  So  long  as  any  more  Senior  Class  of 
Notes  remains  outstanding,  failure  to  make  payment  in  respect  of  interest  on  the  Class  C  Notes,  the 
Class  D  Notes  or  the  Class  E  Notes  on  any  Distribution  Date  by  reason  of  Priority  of  Payments  will  not 
constitute  an  Event  of  Default  under  the  Indenture. 

Interest  will  cease  to  accrue  on  each  Note  or,  in  the  case  of  a  partial  repayment,  on  such  part, 
from  the  date  of  repayment  or  Stated  Maturity  unless  payment  of  principal  is  improperly  withheld  or  unless 
default  is  otherwise  made  with  respect  to  such  payments.  To  the  extent  lawful  and  enforceable,  interest 
on  any  Defaulted  Interest  on  any  Note  will  accrue  at  the  interest  rate  applicable  to  such  Note  until  paid. 
"Defaulted  Interest"  means  any  interest  due  and  payable  in  respect  of  any  Class  A  Note  or  any  Class  B 
Note  or,  if  no  Class  A  Notes  or  Class  B  Notes  are  outstanding,  any  Class  C  Note  (other  than  Class  C 
Deferred  Interest),  if  no  Class  C  Notes  are  outstanding,  any  Class  D  Notes  (other  than  Class  D  Deferred 
Interest)  or,  if  no  Class  D  Notes  are  outstanding,  any  Class  E  Note  (other  than  Class  E  Deferred  Interest) 
that  is  not  punctually  paid  or  duly  provided  for  on  the  applicable  Distribution  Date  or  at  Stated  Maturity. 
Defaulted  Interest  will  not  include  Deferred  Interest. 

"Interest  Period"  means  (a)  with  respect  to  the  rj  Distribution  Date  (the  "First  Distribution 
Date")  the  period  from,  and  including,  the  Closing  Date  to  and  excluding  the  First  Distribution  Date,  and 
(b)  with  respect  to  each  Distribution  Date  thereafter,  the  period  from,  and  including,  the  immediately 
preceding  Distribution  Date  and  ending  on,  but  excluding,  such  Distribution  Date. 
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Calculation  of  LIBOR.  With  respect  to  each  Interest  Period,  LIBOR  for  purposes  of  calculating 
the  interest  rate  for  the  Notes  for  such  Interest  Period  will  be  determined  by  the  Trustee,  as  calculation 
agent  (the  "Calculation  Agent")  in  accordance  with  the  following  provisions: 

(a)  LIBOR  for  any  Interest  Period  shall  equal  the  offered  rate,  as  determined  by  the 
Calculation  Agent,  for  Dollar  deposits  of  the  Designated  Maturity  which  appears  on 
Telerate  Page  3750  (or  such  other  page  as  may  replace  such  Telerate  Page  3750  for  the 
purpose  of  displaying  comparable  rates),  as  reported  by  Bloomberg  Financial  Markets 
Commodities  News,  as  of  11:00  a.m.  (London  time)  on  the  applicable  LIBOR 
Determination  Date.  "LIBOR  Determination  Date"  means,  with  respect  to  any  Interest 
Period,  the  second  London  Banking  Day  prior  to  the  first  day  of  such  Interest  Period. 

(b)  If,  on  any  LIBOR  Determination  Date,  such  rate  does  not  appear  on  Telerate  Page  3750 
(or  such  other  page  as  may  replace  such  Telerate  Page  3750  for  the  purpose  of 
displaying  comparable  rates),  as  reported  by  Bloomberg  Financial  Markets  Commodities 
News,  the  Calculation  Agent  shall  determine  the  arithmetic  mean  of  the  offered 
quotations  of  the  Reference  Banks  to  prime  banks  in  the  London  interbank  market  for 
Dollar  deposits  of  three  months  (except  that  in  the  case  where  such  Interest  Period  shall 
commence  on  a  day  that  is  not  a  LIBOR  Business  Day,  for  a  term  of  three  months 
commencing  on  the  next  following  LIBOR  Business  Day),  by  reference  to  requests  for 
quotations  as  of  approximately  11:00  a.m.  (London  time)  on  such  LIBOR  Determination 
Date  made  by  the  Calculation  Agent  to  the  Reference  Banks.  If,  on  any  LIBOR 
Determination  Date,  at  least  two  of  the  Reference  Banks  provide  such  quotations,  LIBOR 
shall  equal  such  arithmetic  mean.  If,  on  any  LIBOR  Determination  Date,  fewer  than  two 
Reference  Banks  provide  such  quotations,  LIBOR  shall  be  deemed  to  be  the  arithmetic 
mean  of  the  offered  quotations  that  leading  banks  in  New  York  City  selected  by  the 
Calculation  Agent  are  quoting  on  the  relevant  LIBOR  Determination  Date  for  Dollar 
deposits  for  the  term  of  such  Interest  Period  (except  that  in  the  case  where  such  Interest 
Period  shall  commence  on  a  day  that  is  not  a  LIBOR  Business  Day,  for  a  term  of  three 
months  commencing  on  the  next  following  LIBOR  Business  Day),  to  the  principal  London 
offices  of  leading  banks  in  the  London  interbank  market. 

(c)  In  respect  of  any  Interest  Period  having  a  designated  maturity  other  than  three  months, 
LIBOR  shall  be  determined  through  the  use  of  straight-line  interpolation  by  reference  to 
two  rates  calculated  in  accordance  with  clauses  (a)  and  (b)  above,  one  of  which  shall  be 
determined  as  if  the  maturity  of  the  Dollar  deposits  referred  to  therein  were  the  period  of 
time  for  which  rates  are  available  next  shorter  than  the  Interest  Period  and  the  other  of 
which  shall  be  determined  as  if  the  maturity  were  the  period  of  time  for  which  rates  are 
available  next  longer  than  the  Interest  Period;  provided  that,  if  an  Interest  Period  is  less 
than  or  equal  to  seven  days,  then  LIBOR  shall  be  determined  by  reference  to  a  rate 
calculated  in  accordance  with  clauses  (a)  and  (b)  above  as  if  the  maturity  of  the  Dollar 
deposits  referred  to  therein  were  a  period  of  time  equal  to  seven  days. 

(d)  If  the  Calculation  Agent  is  required  but  is  unable  to  determine  a  rate  in  accordance  with 
either  procedure  described  in  clauses  (a)  and  (b)  above,  LIBOR  with  respect  to  such 
Interest  Period  shall  be  the  arithmetic  mean  of  the  offered  quotations  of  the  Reference 
Dealers  as  of  10:00  a.m.  (New  York  time)  on  the  first  day  of  such  Interest  Period  for 
negotiable  U.S.  Dollar  certificates  of  deposit  of  major  U.S.  money  market  banks  having  a 
remaining  maturity  closest  to  the  Designated  Maturity. 
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(e)  If  the  Calculation  Agent  is  required  but  is  unable  to  determine  a  rate  in  accordance  with 
any  of  the  procedures  described  in  clauses  (a),  (b)  or  (d)  above,  LIBOR  with  respect  to 
such  Interest  Period  will  be  calculated  on  the  last  day  of  such  Interest  Period  and  shall  be 
the  arithmetic  mean  of  the  Base  Rate  for  each  day  during  such  Interest  Period. 

For  purposes  of  clauses  (a),  (c),  (d)  and  (e)  above,  ail  percentages  resulting  from  such 
calculations  shall  be  rounded,  if  necessary,  to  the  nearest  one  hundred-thousandth  of  a  percentage  point. 
For  the  purposes  of  clause  (b)  above,  all  percentages  resulting  from  such  calculations  shall  be  rounded,  if 
necessary,  to  the  nearest  one  thirty-second  of  a  percentage  point. 

As  used  in  the  calculation  of  LIBOR  above  and  elsewhere  in  this  Offering  Circular: 

"Base  Rate"  means  a  fluctuating  rate  of  interest  determined  by  the  Calculation  Agent  as  being 
the  rate  of  interest  most  recently  announced  by  the  Base  Rate  Reference  Bank  at  its  New  York  office  as 
its  base  rate,  prime  rate,  reference  rate  or  similar  rate  for  Dollar  loans.  Changes  in  the  Base  Rate  will 
take  effect  simultaneously  with  each  change  in  the  underlying  rate. 

"Base  Rate  Reference  Bank"  means  Deutsche  Bank  Trust  Company  Americas,  or  if  such  bank 
ceases  to  exist  or  is  not  quoting  a  base  rate,  prime  rate  reference  rate  or  similar  rate  for  Dollar  loans, 
such  other  major  money  center  commercial  bank  in  New  York  City,  as  selected  by  the  Calculation  Agent 
after  consultation  with  the  Collateral  Manager. 

"Designated  Maturity"  means,  with  respect  to  any  Class  of  Notes  for  each  Interest  Period,  three 
months;  provided  that,  with  respect  to  the  First  Distribution  Date,  the  Designated  Maturity  shall  be  Q  days. 

"LIBOR  Business  Day"  means  a  day  on  which  commercial  banks  and  foreign  exchange  markets 
settle  payments  in  Dollars  in  New  York  and  London. 

"London  Banking  Day"  means  a  day  on  which  commercial  banks  are  open  for  business 
(including  dealings  in  foreign  exchange  and  foreign  currency  deposits)  in  London. 

"Reference  Banks"  means  four  major  banks  in  the  London  interbank  market,  selected  by  the 
Calculation  Agent  after  consultation  with  the  Collateral  Manager. 

"Reference  Dealers"  means  three  major  dealers  in  the  secondary  market  for  U.S.  Dollar 
certificates  of  deposit,  selected  by  the  Calculation  Agent  after  consultation  with  the  Collateral  Manager. 

For  so  long  as  any  Note  remains  outstanding,  the  Issuers  will  at  all  times  maintain  an  agent 
appointed  to  calculate  LIBOR  in  respect  of  each  Interest  Period.  As  soon  as  possible  after  11:00  a.m. 
(London  time)  on  each  LIBOR  Determination  Date,  but  in  no  event  later  than  1 1:00  a.m.  (London  time)  on 
the  Business  Day  immediately  following  each  LIBOR  Determination  Date,  the  Calculation  Agent  will 
calculate  the  interest  rate  for  each  Class  of  Notes  for  the  related  Interest  Period  and  the  amount  of 
interest  for  such  Interest  Period  payable  in  respect  of  each  U.S.$1,000  in  principal  amount  of  each  Class 
of  Notes  (in  each  case  rounded  to  the  nearest  cent,  with  half  a  cent  being  rounded  upward)  on  the  related 
Distribution  Date  and  will  communicate  such  rates  and  amounts  and  the  related  Distribution  Date  to  the 
Issuers,  the  Trustee,  each  Paying  Agent,  Euroclear,  Clearstream,  DTC  and  (for  so  long  as  any  Class  of 
Notes  is  listed  on  the  Irish  Stock  Exchange)  the  Irish  Stock  Exchange. 

The  Calculation  Agent  may  be  removed  by  the  Issuers  at  any  time.  If  the  Calculation  Agent  is 
unable  or  unwilling  to  act  as  such  or  is  removed  by  the  Issuers,  the  Issuers  will  promptly  appoint  as  a 
replacement  Calculation  Agent  a  leading  bank  that  is  engaged  in  transactions  in  Dollar  deposits  in  the 
international  Eurodollar  market  and  which  does  not  control  and  is  not  controlled  by  or  under  common 
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control  with  either  of  the  Issuers  or  any  affiliate  thereof.  The  Calculation  Agent  may  not  resign  its  duties 
without  a  successor  having  been  duly  appointed.  The  determination  of  the  interest  rate  for  each  Class  of 
Notes  for  each  Interest  Period  by  the  Calculation  Agent  shall  (in  the  absence  of  manifest  error)  be  final 
and  binding  upon  all  parties. 

Principal 

The  Stated  Maturity  of  each  Class  of  Notes  is  the  D  Distribution  Date.  Each  Class  of  Notes  will 
mature  at  the  Stated  Maturity  unless  redeemed  or  repaid  prior  to  the  Stated  Maturity.  However,  the  Notes 
may  be  paid  in  full  prior  to  their  Stated  Maturity.  With  respect  to  each  Class  of  Notes,  the  earlier  of  the 
Stated  Maturity  and  the  Distribution  Date  on  which  the  aggregate  principal  amount  of  such  Class  of  Notes 
is  paid  in  full,  including  a  Redemption  Date  or  an  Accelerated  Maturity  Date,  is  referred  to  herein  as  the 
"Final  Maturity  Date".  See  "Risk  Factors— Average  Life  of  the  Notes  and  Prepayment  Considerations" 
and  "Maturity  and  Prepayment  Considerations."  Any  payment  of  principal  with  respect  to  any  Class  of 
Notes  (including  any  payment  of  principal  made  in  connection  with  the  Final  Maturity  Date)  will  be  made 
by  the  Trustee  on  a  pro  rata  basis  on  each  Distribution  Date  among  the  Notes  of  such  Class  according  to 
the  respective  unpaid  principal  amounts  thereof  outstanding  immediately  prior  to  such  payment. 

Principal  Proceeds  will  be  applied  on  each  Distribution  Date  in  accordance  with  the  Priority  of 
Payments  to  pay  principal  of  each  Class  of  Notes.  No  payment  of  principal  of  any  Class  of  Notes  will  be 
made  until  all  principal  of,  and  all  accrued  interest  due  and  payable  on,  the  Notes  of  each  Class  that  is 
Senior  to  such  Class  have  been  paid  in  full. 

However: 

(a)  on  each  Distribution  Date  occurring  on  or  before  the  last  day  of  the  Priority  Distribution 
Period,  Interest  Proceeds  will  be  applied,  in  an  amount  available  for  such  purpose,  if  any, 
on  the  relevant  Distribution  Date,  to  pay  principal  of  the  Class  D  Notes  in  an  amount  up  to 
the  Class  D  Priority  Redemption  Amount  for  such  Distribution  Date  as  set  forth  in 
Schedule  G  to  this  Offering  Circular  until  0%  of  the  aggregate  principal  amount  of  the 
Class  D  Notes  as  of  the  Closing  Date  is  redeemed;  and  on  any  Distribution  Date 
occurring  after  Q,  Q%  of  the  Interest  Proceeds  that  would  otherwise  be  paid  to  the 
Preference  Share  Paying  Agent  for  distribution  to  the  holders  of  the  Preference  Shares 
will  be  applied  to  pay  principal  of  the  Class  D  Notes  until  the  Class  D  Notes  are  paid  in 
full; 

(b)  if  no  Optional  Redemption,  Auction  Call  Redemption,  Clean-Up  Call  Redemption  or  Tax 
Redemption  has  been  successfully  completed  before  the  Accelerated  Amortization  Date, 
on  any  Distribution  Date  occurring  on  or  after  the  Accelerated  Amortization  Date,  Interest 
Proceeds  that  would  otherwise  be  paid  to  the  Preference  Share  Paying  Agent  for 
distribution  to  the  Preference  Shareholders  will  be  applied  to  pay,  first,  the  principal  of  the 
Class  E  Notes,  second,  the  principal  of  the  Class  D  Notes,  third,  the  principal  of  the  Class 
C  Notes,  fourth,  the  principal  of  the  Class  B  Notes,  fifth,  the  principal  of  the  Class  A-2 
Notes  and  sixth,  the  principal  of  the  Class  A-1  Notes,  in  each  case  until  such  Class  has 
been  paid  in  full;  and 

(c)  if  the  Class  E  Diversion  Test  is  not  satisfied  on  a  Determination  Date,  Interest  Proceeds 
will  be  applied  on  the  immediately  succeeding  Distribution  Date  to  pay  principal  of  the 
Class  E  Notes  in  sufficient  amounts  to  satisfy  the  Class  E  Diversion  Test.  See 
"Description  of  the  Notes— Priority  of  Payments." 
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Payments 

Payments  in  respect  of  principal  of  and  interest  on  any  Note  will  be  made  to  the  person  in  whose 
name  such  Note  is  registered  fifteen  days  prior  to  the  applicable  Distribution  Date  (the  "Record  Date"). 
Payments  on  each  Note  will  be  payable  by  wire  transfer  in  immediately  available  funds  to  a  Dollar- 
denominated  account  maintained  by  the  holder  thereof  in  accordance  with  wire  transfer  instructions 
received  by  any  paying  agent  appointed  under  the  Indenture  (each,  a  "Paying  Agent")  on  or  before  the 
Record  Date  or,  if  no  wire  transfer  instructions  are  received  by  a  Paying  Agent  in  respect  of  such  Note,  by 
a  Dollar-denominated  check  drawn  on  a  bank  in  the  United  States  mailed  to  the  address  of  the  holder  of 
such  Note  as  it  appears  on  the  Note  Register  at  the  close  of  business  on  the  Record  Date  for  such 
payment.  Final  payments  in  respect  of  principal  of  the  Notes  will  be  made  against  surrender  of  such 
Notes  at  the  office  of  the  Paying  Agent. 

If  any  payment  on  the  Notes  is  due  on  a  day  that  is  not  a  Business  Day,  then  payment  will  be 
made  on  the  next  succeeding  Business  Day  with  the  same  force  and  effect  as  if  made  on  the  date  for 
payment.  "Business  Day"  means  any  day  other  than  Saturday,  Sunday  or  a  day  on  which  banking 
institutions  are  authorized  or  obligated  by  law,  regulation  or  executive  order  to  close  in  New  York  City, 
London  or  the  city  of  the  designated  corporate  trust  office  of  the  Trustee  or,  in  the  case  of  the  final 
payment  of  principal  of  a  Note  or  distribution  of  Excess  Principal  Proceeds  with  respect  to  a  Preference 
Share,  in  the  place  of  presentation  of  such  Note  or  Preference  Share.  To  the  extent  action  is  required  of 
the  Issuer  that  has  not  been  delegated  to  the  Trustee,  the  Collateral  Manager  or  any  agent  of  the  Issuer 
located  outside  of  the  Cayman  Islands,  the  Cayman  Islands  shall  be  considered  in  determining  "Business 
Day"  for  purposes  of  determining  when  such  Issuer  action  is  required.  To  the  extent  action  is  required  of 
the  Irish  Paying  Agent,  Ireland  shall  be  considered  in  determining  "Business  Day"  for  purposes  of 
determining  when  such  Irish  Paying  Agent  action  is  required. 

For  so  long  as  the  Notes  are  listed  on  the  Irish  Stock  Exchange  and  the  rules  of  such  exchange 
shall  so  require,  the  issuers  will  maintain  a  listing  agent  and  a  Paying  Agent  with  an  office  in  Ireland. 

Except  as  otherwise  required  by  applicable  law,  any  money  deposited  with  the  Trustee  or  any 
Paying  Agent  in  trust  for  the  payment  of  principal  of  or  interest  on  any  Note  and  remaining  unclaimed  for 
two  years  after  such  principal  or  interest  has  become  due  and  payable  shall  be  paid  to  the  Issuer  upon 
request  by  the  Issuer  therefor,  and  the  holder  of  such  Note  shall  thereafter,  as  an  unsecured  general 
creditor,  look  to  the  Issuers  for  payment  of  such  amounts  and  all  liability  of  the  Trustee  or  such  Paying 
Agent  with  respect  to  such  trust  money  shall  thereupon  cease.  The  Trustee  or  the  Paying  Agent,  before 
being  required  to  make  any  such  release  of  payment  may,  but  shall  not  be  required  to,  adopt  and  employ, 
at  the  expense  of  the  Issuers,  any  reasonable  means  of  notification  of  such  release  of  payment,  including 
mailing  notice  of  such  release  to  holders  whose  Notes  have  been  called  but  have  not  been  surrendered 
for  redemption  or  whose  right  to  or  interest  in  monies  due  and  payable  but  not  claimed  is  determinable 
from  the  records  of  any  Paying  Agent,  at  the  last  address  of  record  of  each  such  holder. 

Priority  of  Payments 

With  respect  to  any  Distribution  Date,  collections  received  on  the  Collateral  during  each  Due 
Period  in  respect  of  the  Collateral  will  be  divided  into  Interest  Proceeds  and  Principal  Proceeds  and 
applied  in  the  priority  set  forth  below  under  "—Interest  Proceeds"  and  "—Principal  Proceeds,"  respectively 
(collectively,  the  "Priority  of  Payments").  "Due  Period"  means,  with  respect  to  any  Distribution  Date,  the 
period  commencing  immediately  following  the  fifth  Business  Day  prior  to  the  preceding  Distribution  Date 
(or  on  the  Closing  Date,  in  the  case  of  the  Due  Period  relating  to  the  First  Distribution  Date)  and  ending 
on  the  fifth  Business  Day  prior  to  such  Distribution  Date  (or,  in  the  case  of  the  Due  Period  that  is 
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applicable  to  the  Distribution  Date  relating  to  the  Stated  Maturity  of  the  Notes,  such  Due  Period  shall  end 
on  the  day  preceding  the  Stated  Maturity). 

Interest  Proceeds.  On  each  Distribution  Date,  Interest  Proceeds  with  respect  to  the  related  Due 
Period  will  be  distributed  in  the  order  of  priority  set  forth  below: 

(1 )  to  the  payment  of  taxes,  government  fees  and  registered  office  fees  owed  by  the  Issuers, 
if  any; 

(2)  up  to  a  maximum  amount  on  any  Distribution  Date  equal  to  the  Fee  Cap  Amount  plus  an 
amount  up  to  U.S.$  [  ]  per  annum,  (a)  first,  in  the  following  order  of  priority,  to  the 
payment  to  the  Trustee,  the  Preference  Share  Paying  Agent,  the  Collateral  Administrator 
and  the  Administrator  of  accrued  and  unpaid  fees  owing  to  them  under  the  Indenture;  (b) 
second,  to  the  payment  of  other  accrued  and  unpaid  administrative  expenses  (including 
indemnities)  incurred  by  or  on  behalf  of  the  Issuers  (including  any  administrative 
expenses  payable  to  the  Collateral  Manager,  but  excluding  the  Management  Fee  and  the 
Auction  Agent  Fee,  if  applicable),  provided  that  administrative  expenses  payable  to 
Deutsche  Bank  Trust  Company  Americas  (in  all  of  its  capacities)  shall  be  paid  prior  to 
administrative  expenses  payable  to  any  other  party  under  this  clause  (2),  administrative 
expenses  payable  to  the  Administrator  shall  be  paid  prior  to  administrative  expenses 
payable  to  any  party  other  than  Deutsche  Bank  Trust  Company  Americas  under  this 
clause  (2),  and  that  administrative  expenses  payable  to  parties  other  than  the  Trustee 
and  Administrator  shall  be  paid  pro  rata;  and  (c)  third,  prior  to  the  date  on  which  amounts 
on  deposit  in  the  Expense  Account  are  transferred  to  the  Payment  Account  (in 
connection  with  the  sale  or  disposition  of  substantially  all  of  the  Issuer's  assets)  for 
application  as  Interest  Proceeds,  for  deposit  in  the  Expense  Account  an  amount  equal  to 
the  lesser  of  (x)  an  amount  sufficient  to  cause  the  balance  of  all  Eligible  Investments  and 
cash  in  the  Expense  Account,  immediately  after  such  deposit,  to  equal  U.S.$  [  ],  and  (y) 
the  amount  by  which  the  Fee  Cap  Amount  exceeds  the  sums  paid  under  clauses  (a)  and 
(b); 

(3)  to  the  payment,  pro  rata,  of  any  amount  scheduled  to  be  paid  (i)  to  the  relevant  Interest 
Rate  Swap  Counterparty  pursuant  to  any  Interest  Rate  Swap  Agreement,  together  with 
termination  payments  (and  any  accrued  interest  thereon)  payable  by  the  Issuer  pursuant 
to  any  such  Interest  Rate  Swap  Agreement  and  the  Synthetic  Securities  other  than 
amounts  payable  by  reason  of  an  event  of  default  or  termination  event  as  to  which  an 
Interest  Rate  Swap  Counterparty  under  an  Interest  Rate  Swap  Agreement  or  the 
Synthetic  Security  Counterparty  under  the  Synthetic  Securities  is  the  "defaulting  party"  or 
the  sole  "affected  party"  and  (ii)  to  the  Offsetting  Transaction  Counterparty  pursuant  to 
any  Offsetting  Transactions  together  with  termination  payments  (and  any  accrued  interest 
thereon)  payable  by  the  Issuer  pursuant  to  any  such  Offsetting  Transaction  other  than 
amounts  payable  by  reason  of  an  event  of  default  or  termination  event  as  to  which  an 
Offsetting  Transaction  Counterparty  is  the  "defaulting  party"  or  the  sole  "affected  party;" 

(4)  to  the  payment  to  the  Collateral  Manager  of  the  accrued  and  unpaid  Management  Fee; 

(5)  first  to  the  payment  of  accrued  and  unpaid  interest  on  the  Class  A-1  Notes  (including 
Defaulted  Interest  and  any  interest  thereon)  and  second,  to  the  payment  of  accrued  and 
unpaid  interest  on  the  Class  A-2  Notes  (including  Defaulted  Interest  and  any  interest 
thereon); 
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(6)  to  the  payment  of  accrued  and  unpaid  interest  on  the  Class  B  Notes  (including  Defaulted 
Interest  and  any  interest  thereon); 

(7)  if  either  Class  A/B  Coverage  Test  is  not  satisfied  on  the  related  Determination  Date  and  if 
any  Class  A  Note  or  Class  B  Note  remains  outstanding,  to  the  payment  of  principal  of, 
first,  the  Class  A-1  Notes,  second,  the  Class  A-2  Notes  and  third,  the  Class  B  Notes,  to 
the  extent  necessary  to  cause  each  Class  A/B  Coverage  Test  to  be  satisfied; 

(8)  to  the  payment  of  accrued  and  unpaid  interest  on  the  Class  C  Notes  (including  Defaulted 
Interest  and  any  interest  thereon  and  interest  on  Class  C  Deferred  Interest,  if  any,  but 
excluding  any  Class  C  Deferred  Interest); 

(9)  if  either  Class  C  Coverage  Test  is  not  satisfied  on  the  related  Determination  Date  and  if 
any  Class  A  Note,  Class  B  Note  or  Class  C  Note  remains  outstanding,  to  the  payment  of 
principal  of,  first,  the  Class  A-1  Notes,  second,  the  Class  A-2  Notes,  third,  the  Class  B 
Notes  and  fourth,  the  Class  C  Notes,  to  the  extent  necessary  to  cause  each  of  the  Class 
C  Coverage  Tests  to  be  satisfied; 

(1 0)  to  the  payment  of  Class  C  Deferred  Interest,  if  any; 

(11)  to  the  payment  of  accrued  and  unpaid  interest  on  the  Class  D  Notes  (including  Defaulted 
Interest  and  any  interest  thereon  and  interest  on  Class  D  Deferred  Interest,  if  any,  but 
excluding  any  Class  D  Deferred  Interest); 

(12)  if  either  Class  D  Coverage  Test  is  not  satisfied  on  the  related  Determination  Date  and  if 
any  Class  A  Note,  Class  B  Note,  Class  C  Note  or  Class  D  Note  remains  outstanding,  to 
the  payment  of  principal  of,  first,  the  Class  A-1  Notes,  second,  the  Class  A-2  Notes,  third, 
the  Class  B  Notes,  fourth.,  the  Class  C  Notes  and  fifth,  the  Class  D  Notes,  to  the  extent 
necessary  to  cause  each  of  the  Class  D  Coverage  Tests  to  be  satisfied; 

(1 3)  to  the  payment  of  Class  D  Deferred  Interest,  if  any; 

(14)  to  the  payment  of  accrued  and  unpaid  interest  on  the  Class  E  Notes  (including  Defaulted 
Interest  and  interest  thereon  and  interest  on  Class  E  Deferred  Interest,  if  any,  but 
excluding  any  Class  E  Deferred  Interest); 

(1 5)  to  the  payment  of  Class  E  Deferred  Interest,  if  any; 

(16)  if  the  Class  E  Diversion  Test  Is  not  satisfied  on  the  related  Determination  Date  and  if  any 
Class  A  Note,  Class  B  Note,  Class  C  Note,  Class  D  Note  or  Class  E  Note  remains 
outstanding,  to  the  payment  of  principal  of  the  Class  E  Notes,  to  the  extent  necessary  to 
cause  the  Class  E  Diversion  Test  to  be  satisfied; 

(17)  (i)  on  any  Distribution  Date  occurring  on  or  before  the  last  day  of  the  Priority  Distribution 
Period,  to  the  payment  of  principal  of  the  Class  D  Notes  in  an  amount  up  to  the  Class  D 
Priority  Redemption  Amount  for  such  Distribution  Date  as  set  forth  in  Schedule  G  to  this 
Offering  Circular  until  0%  of  the  aggregate  principal  amount  of  the  Class  D  Notes  as  of 
the  Closing  Date  is  redeemed;  and  (ii)  on  any  Distribution  Date  occurring  after  the  Q 
Distribution  Date-to  the  payment-of  principal.of -the  Class  D  Notes  until  the  Class  D  Notes 
are  paid  in  full  in  an  amount  equal  to  Q%  of  the  Interest  Proceeds  that  would  otherwise  be 
paid  on  such  Distribution  Date  under  clause  (21)  below  but  for  the  application  of  this 
clause  (17); 
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(1 8)  to  the  payment,  pro  rata,  of  any  termination  payments  (and  any  accrued  interest  thereon) 
payable  by  the  Issuer  pursuant  to  any  Interest  Rate  Swap  Agreement,  the  Synthetic 
Securities  or  the  Offsetting  Transactions  by  reason  of  an  event  of  default  or  termination 
event  as  to  which  an  Interest  Rate  Swap  Counterparty  under  an  Interest  Rate  Swap 
Agreement  or  the  Synthetic  Security  Counterparty  under  the  Synthetic  Securities  or  the 
Offsetting  Transaction  Counterparty  under  the  Offsetting  Transactions  is  the  "defaulting 
party"  or  the  sole  "affected  party"; 

(19)  to  the  payment  of  all  other  accrued  and  unpaid  administrative  expenses  of  the  Issuers 
(including  any  accrued  and  unpaid  fees  and  expenses  owing  to  the  Trustee,  the  Note 
Registrar,  the  Preference  Share  Paying  Agent,  the  Collateral  Manager  (other  than  the 
Management  Fee),  the  Auction  Agent,  the  Share  Registrar  and  the  Administrator  under 
the  Indenture,  the  Management  Agreement,  the  Preference  Share  Paying  Agency 
Agreement  and  the  Administration  Agreement)  not  paid  in  full  pursuant  to  and  in  the 
order  stated  in  clause  (2)  above  (whether  as  the  result  of  the  limitations  on  amounts  set 
forth  therein  or  otherwise); 

(20)  if  no  Optional  Redemption,  Auction  Call  Redemption,  Clean-Up  Call  Redemption  or  Tax 
Redemption  has  been  successfully  completed  before  the  Accelerated  Amortization  Date, 
on  any  Distribution  Date  occurring  on  or  after  the  Accelerated  Amortization  Date,  first,  to 
the  payment  of  principal  of  the  Class  E  Notes  until  the  Class  E  Notes  have  been  paid  in 
full,  second  to  the  payment  of  principal  of  the  Class  D  Notes  until  the  Class  D  Notes  have 
been  paid  in  full,  third,  to  the  payment  of  principal  of  the  Class  C  Notes  until  the  Class  C 
Notes  have  been  paid  in  full,  fourth,  to  the  payment  of  principal  of  the  Class  B  Notes  until 
the  Class  B  Notes  have  been  paid  in  full,  fifth,  to  the  payment  of  principal  of  the  Class  A-2 
Notes  until  the  Class  A-2  Notes  have  been  paid  in  full;  and  sixth,  to  the  payment  of 
principal  of  the  Class  A-1  Notes  until  the  Class  A-1  Notes  have  been  paid  in  full;  and 

(21)  the  remainder  ("Excess  Interest"),  to  be  released  from  the  lien  of  the  Indenture  and  paid 
(upon  standing  order  of  the  Issuer)  to  the  Preference  Share  Paying  Agent  for  deposit  into 
the  Preference  Share  Payment  Account  for  payment  to  the  holders  of  the  Preference 
Shares  as  a  distribution  by  way  of  dividend  thereon. 

Principal  Proceeds.    On  each  Distribution  Date,  Principal  Proceeds  with  respect  to  the  related 
Due  Period  will  be  distributed  in  the  order  of  priority  set  forth  below: 

(1)  to  the  payment  of  the  amounts  referred  to  in  clauses  (1)  through  (6)  under  "—Interest 
Proceeds"  in  the  same  order  of  priority  specified  therein,  but  only  to  the  extent  not  paid  in 
full  thereunder; 

(2)  so  long  as  each  of  the  Overcollateralization  Tests  is  in  compliance  (after  application  of 
payments  under  all  clauses  under  "—  Interest  Proceeds"  and  clause  (1)  above)  and 
remains  in  compliance  (after  giving  effect  to  the  payments  in  this  clause  (2)),  to  the 
payment  of  accrued  and  unpaid  interest  on  the  Class  C  Notes,  but  only  to  the  extent  not 
paid  in  full  in  clause  (8)  under  "—Interest  Proceeds"; 

(3)  (i)  so  long  as  each  of  the  Overcollateralization  Tests  is  in  compliance  (after  application  of 
payments  under  all  clauses  under  "—-Interest  Proceeds"  and  clauses  (1)  and  (2)  above) 
and  remains  in  compliance  (after  giving  effect  to  the  payments  in  this  clause  (3)),  to  the 
payment  of  accrued  and  unpaid  interest  on  the  Class  D  Notes,  but  only  to  the  extent  not 
paid  in  full  in  clause  (11)  under "—  Interest  Proceeds";  and  (ii)  during  the  Reinvestment 
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Period,  Principal  Proceeds  from  the  Disposition  of,  or  principal  payments  on,  Underlying 
Assets  that  are  Investment  Grade  may  at  the  Collateral  Managers  sole  discretion 
(exercised  on  behalf  of  the  Issuer)  be  deposited  into  (x)  the  Collection  Account  for 
investment  on  a  later  date  in  additional  Underlying  Assets  that  are  Investment  Grade,  or 
(y)  the  Synthetic  Collateral  Account  to  be  invested  in  Eligible  Investments,  in  each  case, 
in  accordance  with  the  Eligibility  Criteria  and  the  Collateral  Quality  Tests  as  more  fully 
described  herein; 

(4)  to  the  payment  of  principal  of  the  Class  A-1  Notes  until  the  Class  A-1  Notes  have  been 
paid  in  full; 

(5)  to  the  payment  of  principal  of  the  Class  A-2  Notes  until  the  Class  A-2  Notes  have  been 
paid  in  full; 

(6)  to  the  payment  of  principal  of  the  Class  B  Notes,  until  the  Class  B  Notes  have  been  paid 
in  full; 

(7)  to  the  payment  of  amounts  referred  to  in  clause  (8)  and  then  clause  (9)  under  "—Interest 
Proceeds,"  but  only  to  the  extent  not  paid  in  full  thereunder  or  under  clause  (2)  above; 

(8)  to  the  payment  of  principal  of  the  Class  C  Notes  until  the  Class  C  Notes  have  been  paid 
in  full; 

(9)  to  the  payment  of  amounts  referred  to  in  clauses  (11)  and  (12)  under  "—Interest 
Proceeds,"  but  only  to  the  extent  not  paid  in  full  thereunder  or  under  clause  (3)  above; 

(10)  to  the  payment  of  principal  of  the  Class  D  Notes  until  the  Class  D  Notes  have  been  paid 
in  full; 

(11)  to  the  payment  of  amounts  referred  to  in  clauses  (14)  and  (15)  under  "—Interest 
Proceeds,"  but  only  to  the  extent  not  paid  in  full  thereunder; 

(12)  to  the  payment  of  principal  of  the  Class  E  Notes  until  the  Class  E  Notes  have  been  paid 
in  full; 

(13)  to  the  payment  of  amounts  referred  to  in  clauses  (18)  and  (19)  under  "—Interest 
Proceeds"  in  the  same  order  of  priority,  but  only  to  the  extent  not  paid  in  full  thereunder; 
and 

(14)  with  respect  to  the  remainder  ("Excess  Principal  Proceeds"),  to  be  released  from  the 
lien  of  the  Indenture  and  paid  (upon  standing  order  of  the  Issuer)  to  the  Preference  Share 
Paying  Agent  for  deposit  into  the  Preference  Share  Payment  Account  for  payment  to  the 
Preference  Shareholders  as  a  dividend  on  the  Preference  Shares  or  (on  any  date  upon 
which  the  Preference  Shares  are  redeemed)  as  payment  by  way  of  redemption  of  the 
Preference  Shares  as  provided  in  the  Issuer  Charter. 

Notwithstanding  any  of  the  foregoing  provisions,  on  the  Final  Maturity  Date,  the  Interest 
Proceeds,  the  Principal  Proceeds  and  any  funds  in  the  Expense  Account  will  be  distributed  in  the 
following  order  of  priority:  ..(i)  to  make. payments  of.the  amounts  referred  to  in  clauses  (1)  through  (4) 
unCjer  • — interest  Proceeds"  in  the  same  order  of  priority  specified  therein;  (ii)  to  make  payments  on  the 
Notes  in  the  following  order:  first,  to  the  payment  of  the  accrued  and  unpaid  interest  (including  any 
Defaulted  Interest  and  any  interest  thereon)  on  the  Class  A-1  Notes,  and  then  to  the  payment  of  the 
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accrued  and  unpaid  interest  (including  any  Defaulted  Interest  and  any  interest  thereon)  on  the  Class  A-2 
Notes,  second,  to  the  payment  of  the  aggregate  principal  amount  of  the  Class  A-1  Notes  and  then  to  the 
payment  of  the  aggregate  principal  amount  of  the  Class  A-2  Notes,  third,  to  the  payment  of  the  accrued 
and  unpaid  interest  (including  Defaulted  Interest  and  any  interest  thereon)  on  the  Class  B  Notes  and  then 
to  the  payment  of  the  aggregate  principal  amount  of  the  Class  B  Notes,  fourth,  to  the  payment  of  the 
accrued  and  unpaid  interest  (including  any  Class  C  Deferred  Interest  and  any  interest  thereon,  and  any 
Defaulted  Interest  and  any  interest  thereon)  on  the  Class  C  Notes  and  then  to  the  payment  of  the 
aggregate  principal  amount  of  the  Class  C  Notes,  fifth,  to  the  payment  of  the  accrued  and  unpaid  interest 
(including  any  Class  D  Deferred  Interest  and  any  interest  thereon,  and  any  Defaulted  Interest  and  any 
interest  thereon)  on  the  Class  D  Notes  and  then  to  the  payment  of  the  aggregate  principal  amount  of  the 
Class  D  Notes,  and  sixth,  to  the  payment  of  the  accrued  and  unpaid  interest  (including  any  Class  E 
Deferred  Interest  and  any  interest  thereon,  and  any  Defaulted  Interest  and  any  interest  thereon)  on  the. 
Class  E  Notes  and  then  to  the  payment  of  the  aggregate  principal  amount  of  the  Class  E  Notes,  until 
each  class  is  paid  in  full;  (Hi)  to  make  payments  of  the  amounts  referred  to  in  clauses  (18)  and  (19)  under 
"—Interest  Proceeds"  in  the  same  order  of  priority  specified  therein  and  (iv)  the  remainder  to  make 
dividend  or  redemption  payments,  as  applicable,  to  the  Preference  Shareholders. 

In  the  event  that  Excess  Interest  or  Excess  Principal  Proceeds  cannot  be  distributed  to  the 
Preference  Shareholders  due  to  restrictions  on  such  distributions  under  the  laws  of  the  Cayman  Islands, 
the  Issuer  will  notify  the  Preference  Share  Paying  Agent  and  all  such  amounts  will  be  held  in  the 
Preference  Share  Payment  Account  until  the  First  Distribution  Date  or  (in  the  case  of  any  payment 
otherwise  due  on  a  redemption  date  of  the  Preference  Shares)  the  first  Business  Day  on  which  the  Issuer 
notifies  the  Preference  Share  Paying  Agent  that  such  distribution  can  be  made  to  the  Preference 
Shareholders  (subject  to  the  availability  of  such  amounts  under  Cayman  Islands  law  to  pay  any  liability  of 
the  Issuer  not  limited  in  recourse  to  the  Collateral). 

Except  as  otherwise  expressly  provided  in  the  Priority  of  Payments,  if,  on  any  Distribution  Date, 
the  amount  avaiiabie  in  the  Payment  Account  from  amounts  received  in  the  related  Due  Period  is 
insufficient  to  make  the  full  amount  of  the  disbursements  required  by  any  paragraph  in  this  section  to 
different  Persons,  the  Trustee  will  make  the  disbursements  called  for  by  such  paragraph  ratably  in 
accordance  with  the  respective  amounts  of  such  disbursements  then  due  and  payable  to  the  extent  funds 
are  available  therefor. 

On  or  prior  to  the  latest  Stated  Maturity  of  the  Notes,  a  redemption  of  the  Preference  Shares,  a 
Mandatory  Redemption,  a  Tax  Redemption,  a  Clean-Up  Call  Redemption  or  an  Auction  Call  Redemption, 
the  Issuer  (or  the  Collateral  Manager  acting  pursuant  to  the  Management  Agreement  on  behalf  of  the 
Issuer)  will  Dispose  of  all  of  the  Underlying  Assets  and  all  Eligible  Investments  and  sell  or  liquidate  all 
other  Collateral;  and,  after  the  payment  (in  the  order  of  priorities  set  forth  above)  of  all  (a)  fees,  (b) 
expenses  (including  any  amount  owing  by  the  Issuer  under  any  Interest  Rate  Swap  Agreement),  (c) 
interest  (including  any  Defaulted  Interest  and  interest  on  Defaulted  Interest  and  any  Deferred  Interest  and 
interest  on  Deferred  Interest)  on  and  principal  of  the  Notes  and  (d)  Excess  Interest  in  respect  of  the 
Preference  Shares,  all  remaining  proceeds  from  such  sales  and  liquidations  and  all  available  cash  will  be 
paid  to  the  Preference  Share  Paying  Agent  for  deposit  into  the  Preference  Share  Payment  Account  for 
(subject  to  the  restrictions  on  distributions  under  the  laws  of  the  Cayman  Islands)  payment  to  the 
Preference  Shareholders  as  a  distribution  by  way  of  redemption,  whereupon  all  of  the  Notes  and 
Preference  Shares  will  be  cancelled.  The  Issuer  will  be  entitled  to  retain  for  its  own  account  the  [250] 
shares  of  common  -stock  It  holds  in  the-  Co-Issuer,  the  US$[250]  representing  its  share  capital  and 
U.S.$[250]  representing  a  profit  fee  to  the  Issuer,  together  with  any  interest  accrued  thereon. 
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"Accelerated  Amortization  Date"  means,  if  no  Optional  Redemption,  Auction  Call  Redemption, 
Clean-Up  Call  Redemption  or  Tax  Redemption  has  been  successfully  completed  before  the  Q  Distribution 
Date,  such  date. 

"Aggregate  Principal/Notional  Balance"  means,  (i)  when  used  with  respect  to  one  or  more 
Underlying  Assets,  the  sum  of  the  Principal/Notional  Balances  of  such  Underlying  Assets  on  the  date  of 
determination,  and  (ii)  with  respect  to  Eligible  Investments,  the  aggregate  Balance  of  such  Eligible 
Investments. 

"Applicable  Recovery  Rate"  means,  with  respect  to  any  Underlying  Asset  (which  shall  mean 
with  respect  to  a  Synthetic  Security,  the  related  Reference  Obligation)  on  any  Measurement  Date,  an 
amount  equal  to  the  lower  of  (a)  the  percentage  for  such  Underlying  Asset  set  forth  in  the  Moody's 
Recovery  Rate  Matrix  attached  as  Schedule  F  hereto  in  (i)  the  applicable  table  therein,  (ii)  the  row  in 
such  table  opposite  the  applicable  percentage  of  the  underlying  capital  structure  and  (iii)  the  column  in 
such  table  below  the  Moody's  Rating  of  such  Underlying  Asset  as  of  the  date  of  issuance  of  such 
Underlying  Asset,  or  (b)  the  percentage  for  such  Underlying  Asset  set  forth  in  the  Standard  &  Poor's 
Recovery  Matrix  attached  as  Schedule  E  hereto  in  (i)  the  applicable  table,  (ii)  the  row  in  such  table 
opposite  the  Standard  &  Poor's  Rating  of  such  Underlying  Asset  as  of  the  date  of  issuance  of  such 
Underlying  Asset  and  (iii)(x)  for  purposes  of  determining  the  Standard  &  Poor's  Recovery  Rate,  the 
column  in  such  table  below  the  current  rating  of  the  respective  Class  of  Notes  or  (y)  for  purposes  of 
determining  the  Calculation  Amount,  the  column  in  such  table  below  the  current  rating  of  the  most  senior 
Class  of  Notes  outstanding. 

"Bankruptcy  Event"  means  with  respect  to  any  entity:  (a)  an  involuntary  proceeding  shall  be 
commenced  or  an  involuntary  petition  shall  be  filed  seeking  (i)  winding  up,  liquidation,  reorganization  or 
other  relief  in  respect  of  such  entity  or  its  debts,  or  of  a  substantial  part  of  its  assets,  under  any 
bankruptcy,  insolvency,  receivership  or  similar  law  now  or  hereafter  in  effect  or  (ii)  the  appointment  of  a 
receiver,  trustee,  custodian,  sequestrator,  conservator  or  similar  official  for  such  entity  or  for  a  substantial 
part  of  its  assets,  and,  in  any  such  case,  such  proceeding  or  petition  shall  continue  undismissed  for  60 
days;  or  an  order  or  decree  approving  or  ordering  any  of  the  foregoing  shall  be  entered;  or  (b)  such  entity 
shall  (i)  voluntarily  commence  any  proceeding  or  file  any  petition  seeking  winding  up,  liquidation, 
reorganization  or  other  relief  under  any  bankruptcy,  insolvency,  receivership  or  similar  law  now  or 
hereafter  in  effect,  (ii)  consent  to  the  institution  of,  or  fail  to  contest  in  a  timely  and  appropriate  manner, 
any  proceeding  or  petition  described  in  clause  (a)  of  this  definition,  (iii)  apply  for  or  consent  to  the 
appointment  of  a  receiver,  trustee,  custodian,  sequestrator,  conservator  or  similar  official  for  such  entity  or 
for  a  substantial  part  of  its  assets,  (iv)  file  an  answer  admitting  the  material  allegations  of  a  petition  filed 
against  it  in  any  such  proceeding,  or  (v)  make  a  general  assignment  for  the  benefit  of  creditors  or.  (vi)  take 
any  action  for  the  purpose  of  effecting  any  of  the  foregoing. 

"Calculation  Amount"  means,  with  respect  to  any  Defaulted  Asset  at  any  time,  the  lesser  of  (a) 
the  fair  market  value  of  such  Defaulted  Asset  as  determined  by  the  Collateral  Manager  and  (b)  the 
amount  obtained  by  multiplying  the  Applicable  Recovery  Rate  by  the  Principal/Notional  Balance  of  such 
Defaulted  Asset. 

"Convertible  Bond"  means  a  bond,  debenture  or  other  fixed  income  security  which  may  be 
exchanged  by  the  owner  for  common  stock  or  another  security,  usually  of  the  same  company,  in 
accordance  with  the  terms  of  the  issue. 

"Defaulted  Asset"  means  any  Underlying  Asset  (which  shall  mean  with  respect  to  a  Synthetic 
Security,  the  related  Reference  Obligation)  or  any  other  security  included  in  the  Collateral: 
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(a)  as  to  which  (i)  the  issuer  thereof  has  failed  to  make  a  scheduled  payment  of  principal  or 
interest  without  giving  effect  to  any  grace  period  or  waiver;  provided  that  a  payment 
default  of  up  to  three  (3)  Business  Days  with  respect  to  which  the  Collateral  Manager 
certifies  in  writing  to  the  Trustee,  in  its  reasonable  judgment,  is  due  to  non-credit  and 
non-fraud  related  reasons  shall  not  cause  an  Underlying  Asset  to  be  classified  as  a 
Defaulted  Asset  or  (ii)  pursuant  to  its  Underlying  Instruments,  there  has  occurred  any 
default  or  event  of  default  which  entitles  the  holders  thereof,  with  notice  or  passage  of 
time  or  both,  to  accelerate  the  maturity  (whether  by  mandatory  prepayment,  mandatory 
redemption  or  otherwise)  of  all  or  a  portion  of  the  outstanding  principal  amount  of  such 
security,  unless  (A)  in  the  case  of  a  default  or  event  of  default  consisting  of  a  failure  of  the 
obligor  on  such  security  to  make  required  interest  payments,  such  security  has  resumed 
current  payments  of  interest  in  cash  (provided  that  no  restructuring  has  been  effected)  or 
(B)  in  the  case  of  any  other  default  or  event  of  default,  such  default  or  event  of  default  is 
no  longer  continuing; 

(b)  that  ranks  pari  passu  with  or  subordinate  to  any  other  material  indebtedness  for  borrowed 
money  owed  by  the  issuer  of  such  Underlying  Asset  (for  purposes  hereof,  "Other 
Indebtedness")  if  such  issuer  had  defaulted  in  the  payment  of  principal  or  interest  with 
respect  to  such  Other  Indebtedness;  provided  that  a  payment  default  of  up  to  three  (3) 
Business  Days  with  respect  to  which  the  Collateral  Manager  certifies  in  writing  to  the 
Trustee,  in  its  reasonable  judgment,  is  due  to  non-credit  and  non-fraud  related  reasons 
shall  not  cause  an  Underlying  Asset  to  be  classified  as  a  Defaulted  Asset;  provided, 
further,  that  in  the  case  of  a  default  or  event  of  default  consisting  of  a  failure  of  the  obligor 
on  such  security  to  make  required  interest  payments,  such  Other  Indebtedness  has 
resumed  current  payments  of  interest  (including  all  accrued  interest)  in  cash  (whether  or 
not  any  waiver  or  restructuring  has  been  effected),  provided  that  a  security  shall  be 
considered  a  Defaulted  Asset  pursuant  to  this  clause  (b)  only  if  either  (I)  such  default  or 
event  of  default  results  in  the  assignment  of  a  rating  of  "CC"  or  lower  or  "D"  or  "SD"  by 
Standard  &  Poor's  or  "Ca"  or  "C"  by  Moody's,  or.(ii)  the  Collateral  Manager,  based  upon 
due  inquiry  in  accordance  with  the  practices  and  procedures  followed  by  investment 
managers  of  recognized  standing,  has  obtained  knowledge  of  such  default  or  event  of 
default  and  any  characterization  by  the  Collateral  Manager  of  such  security  other  than  as 
a  "Defaulted  Asset"  fails  to  satisfy  the  Rating  Condition; 

(c)  as  to  which  a  Bankruptcy  Event  has  occurred  and  is  continuing  with  respect  to  an  entity 
that  is:  (i)  with  respect  to  securities  issued  by  an  issuer  directly,  the  special  purpose  entity 
that  is  the  issuer  of  such  securities,  or  (ii)  with  respect  to  securities  issued  by  trusts  to 
which  an  entity  deposits  assets,  either  (A)  the  special  purpose  entity  that  is  the  depositor 
to  the  trust  that  issues  such  securities,  or  (B)  the  trust  that  issues  such  securities; 

(d)  that  is  rated  (i)  "CC"  or  lower  or  "D"  or  "SD"  by  Standard  &  Poor's  or  a  rating  withdrawn 
by  Standard  &  Poor's,  or  (ii)  "Ca"  or  "C"  by  Moody's; 

(e)  in  respect  of  any  Underlying  Asset  that  is  a  PIK  Bond,  of  which  there  has  been  a  failure  to 
pay  interest  (i)  in  a  cumulative  amount  equal  or  exceeding  the  interest  due  during  one 
payment  period  (if  such  Underlying  Asset  is  rated  (or  privately  rated  for  purposes  of  the 
issuance  of  the  Underlying  Asset)  below  "Baa3"  by  Moody's)  or  (ii)  for  two  consecutive 
payment  periods  even  if  by  its  terms  it  provides  for  the  deferral  and  capitalization  of 
interest  thereon,  but  only  until  such  time  as  payment  of  interest  on  such  Underlying  Asset 
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has  resumed  and  all  deferred  interest  has  been  paid  in  accordance  with  the  terms  of  the 
related  Underlying  Instrument;  or 

(f)  which  is  a  Synthetic  Security  with  respect  to  which  the  relevant  Synthetic  Security 

Counterparty  has  defaulted  in  the  performance  of  its  payment  obligations  under  such 
Synthetic  Security. 

"Deferred  Interest  PIK  Bond"  means  a  PIK  Bond  with  respect  to  which  payment  of  interest 
either  in  whole  or  in  part  has  been  deferred  in  an  amount  equal  to  (a)  if  such  PIK  Bond  has  a  Moody's 
Rating  of  at  least  "Baa3",  the  amount  of  interest  payable  in  respect  of  the  lesser  of  (x)  two  payment 
periods  and  (y)  a  period  of  one  year;  or  (b)  if  such  PIK  Bond  has  a  Moody's  Rating  of  below  "Baa3",  the 
amount  of  interest  payable  in  respect  of  the  lesser  of  (x)  one  payment  period  and  (y)  a  period  of  six 
months,  but  only  until  such  time  as  payment  of  interest  on  such  PIK  Bond  has  resumed  and  all  capitalized 
and  deferred  interest  has  been  paid  in  accordance  with  the  terms  of  the  relevant  Underlying  Instruments. 

"Determination  Date"  means  the  last  day  of  a  Due  Period. 

"Discount  Underlying  Asset"  means 

(i)  any  Underlying  Asset  (other  than  a  Defaulted  Asset  or  a  Deferred  Interest  PIK  Bond)  that 

is  a  Floating  Rate  Security  and  has  a  Moody's  Rating  of  "Aa3"  or  higher  acquired  by  the  Issuer  after  the 
Closing  Date  for  an  acquisition  price  of  less  than  [92]%  of  the  Principal/Notional  Balance  of  such 
Underlying  Asset,  unless  the  market  value  for  such  Underlying  Asset  equals  or  exceeds  [95]%  of  the 
Principal/Notional  Balance  of  such  Underlying  Asset  (as  certified  by  the  Collateral  Manager  to  the 
Trustee)  for  60  consecutive  days, 

(ii)  any  Underlying  Asset  (other  than  a  Defaulted  Asset  or  a  Deferred  Interest  PIK  Bond)  that 
is  a  Fixed  Rate  Security  and  has  a  Moody's  Rating  of  "Aa3"  or  higher  acquired  by  the  Issuer  after  the 
Closing  Date  for  an  acquisition  price  of  less  than  [85]%  of  the  Principal/Notional  Balance  of  such 
Underlying  Asset,  unless  the  market  value  for  such  Underlying  Asset  equals  or  exceeds  [90]%  of  the 
Principal/Notional  Balance  of  such  Underlying  Asset  (as  certified  by  the  Collateral  Manager  to  the 
Trustee)  for  60  consecutive  days  and 

(iii)  any  Underlying  Asset  (other  than  a  Defaulted  Asset  or  a  Deferred  Interest  PIK  Bond)  that 
has  a  Moody's  Rating  below  "Aa3"  acquired  by  the  Issuer  after  the  Closing  Date  for  an  acquisition  price  of 
less  than  [75]%  of  the  Principal/Notional  Balance  of  such  Underlying  Asset;  prow'ctedthat  such  Underlying 
Asset  shall  cease  to  be  a  Discount  Underlying  Asset  at  such  time  as  the  market  value  of  such  Underlying 
Asset  equals  or  exceeds  [85]%  of  the  Principal/Notional  Balance  of  such  Underlying  Asset  (as  certified  by 
the  Collateral  Manager  to  the  Trustee)  for  60  consecutive  days. 

"Eligible  Country"  means  a  Group  I  Country  or  a  Group  II  Country,  Austria,  Denmark  or  a 
country  that  is  an  Eligible  SPV  Jurisdiction,  provided  that,  at  the  time  of  such  acquisition  of  any  Asset, 
such  country  has  a  foreign  currency  credit  rating  of  at  least  "AA"  by  Standard  &  Poor's  and  "Aa2"  from 
Moody's. 

"Eligible  SPV  Jurisdiction"  means  the  Bahamas,  the  British  Virgin  Islands,  the  Cayman  Islands, 
Bermuda,  Luxembourg,  the  Netherlands  Antilles,  the  Channel  Islands,  Jersey,  Guernsey  or  (subject  to 
satisfaction  of  the  Rating  Agency  Condition)  any  similar  jurisdiction,  provided  that  the  related  obligor  or 
issuer  is  a  special  purpose  entity. 

"Excepted  Property"  means  (a)  the  Preference  Share  Payment  Account  and  all  of  the  funds  and 
other  property  from  time  to  time  deposited  in  or  credited  to  the  Preference  Share  Payment  Account  and 
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the  proceeds  thereof,  (b)  the  [250]  shares  of  common  stock  of  the  Co-Issuer,  par  value  U.S.S1.00  per 
share,  owned  by  the  Issuer,  (c)  U.S.$[250]  representing  the  paid  share  capital  on  the  ordinary  shares  of 
the  Issuer,  and  (d)  U.S.$[250]  representing  a  profit  fee  to  the  Issuer,  together  with  any  interest  accruing 
thereon,  and  the  trust  account  in  which  such  monies  are  held. 

"Fee  Cap  Amount"  means,  on  any  Distribution  Date,  Q%  of  the  Quarterly  Asset  Amount  per 
annum  subject  to  an  annual  minimum  of  $rj. 

"Floating  Rate  Security"  means  (i)  any  Asset-Backed  Security  that  is  expressly  stated  to  bear 
interest  based  upon  a  floating  rate  index  and  (ii)  any  Synthetic  Security  or  Offset  Transaction  so 
designated  by  the  Collateral  Manager  at  the  time  of  purchase. 

"Fixed  Rate  Security"  means  any  Asset-Backed  Security  other  than  a  Floating  Rate  Security. 

"Group  I  Countries"  means  Australia,  Canada,  the  Netherlands  and  the  United  Kingdom. 

"Group  II  Countries"  means  Germany,  Ireland,  New  Zealand,  Sweden  and  Switzerland. 

"Interest  Only  Security"  means  an  Asset-Backed  Security  that  does  not  provide  for  the 
repayment  of  a  stated  principal  amount  in  one  or  more  installments  on  or  prior  to  the  date  three  Business 
Days  prior  to  the  Stated  Maturity  of  the  Notes. 

"Interest  Proceeds"  means,  with  respect  to  any  Due  Period: 

(1)         the  sum  (without  duplication)  of 

(a)  all  payments  of  interest  and  other  income  on  the  Underlying  Assets  and 
Delivered  Obligations  (other  than  Defaulted  Securities)  received  in  cash  during 
such  Due  Period; 

(b)  all  payments  of  interest  (including  any  amount  representing  the  accreted  portion 
of  a  discount  from  the  face  amount  of  an  Eligible  Investment)  on  Eligible 
Investments  in  the  Collection  Accounts  received  in  cash  by  the  Issuer  during 
such  Due  Period  and  all  payments  of  principal,  including  repayments,  on  Eligible 
Investments  purchased  with  amounts  from  the  Interest  Collection  Account 
received  by  the  Issuer  during  such  Due  Period; 

(c)  all  amendment  and  waiver  fees,  all  late  payment  fees,  and  all  other  fees  and 
commissions  received  in  cash  by  the  Issuer  during  such  Due  Period  in 
connection  with  such  Underlying  Assets  and  Eligible  Investments  (other  than 
fees  and  commissions  received  in  respect  of  Defaulted  Securities  and  Written 
Down  Securities  and  yield  maintenance  payments  included  in  Principal  Proceeds 
pursuant  to  clause  (c)  and  clause  (j)  of  the  definition  thereof); 

(d)  all  payments  of  interest  received  in  respect  of  a  Defaulted  Asset  in  excess  of  an 
amount  equal  to  the  Principal/Notional  Balance  of  such  security  at  the  time  it 
became  a  Defaulted  Asset; 

(e)  all  accrued  interest  received  in  cash  by  the  Issuer  in  connection  with  the  sale  or 
liquidation  of  any  Underlying  Asset  other  than  accrued  interest  purchased  with 
Principal  Proceeds; 
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(f)  all  payments  received  pursuant  to  any  Interest  Rate  Swap  Agreement  (excluding 
any  payments  received  by  the  Issuer  by  reason  of  an  event  of  default  or 
termination  event)  less  any  deferred  premium  payments,  if  any,  payable  by  the 
Issuer  under  such  Interest  Rate  Swap  Agreement  with  respect  to  such  Due 
Period; 

(g)  (i)  any  amounts  received  from  each  Synthetic  Security  Counterparty  relating  to 
each  Synthetic  Security  with  respect  to  such  Due  Period  (including  any  Fixed 
Amounts  and  Interest  Shortfall  Reimbursement  Payment  Amounts  (as  defined  in 
Schedule  H  in  the  case  of  Reference  Obligations  that  are  RMBS  Securities, 
Schedule  I  in  the  case  of  Reference  Obligations  that  are  ABX  Tranche 
Securities,  Schedule  J  in  the  case  of  Reference  Obligations  that  are  CMBS 
Securities  or  Schedule  K  in  the  case  of  Reference  Obligations  that  are  CDO 
Securities)  but  excluding,  for  the  avoidance  of  doubt,  any  premium  relating  to  the 
following  Due  Period),  other  than  Writedown  Reimbursement  Payment  Amounts, 
Principal  Shortfall  Reimbursement  Payment  Amounts  (each  as  defined  in 
Schedule  H  in  the  case  of  Reference  Obligations  that  are  RMBS  Securities, 
Schedule  I  in  the  case  of  Reference  Obligations  that  are  ABX  Tranche 
Securities,  Schedule  J  in  the  case  of  Reference  Obligations  that  are  CMBS 
Securities  or  Schedule  K  in  the  case  of  Reference  Obligations  that  are  CDO 
Securities),  any  upfront  payment  or  any  termination  payment  received  with 
respect  to  early  termination  of  a  Synthetic  Security  (including  proceeds  from 
liquidation  of  any  collateral  posted  by  the  Synthetic  Security  Counterparty  to 
secure  its  obligations  under  the  Synthetic  Securities);  (ii),  without  duplication,  any 
Net  Scheduled  Periodic  Offsetting  Transaction  Payments  received  by  the  Issuer 
with  respect  to  Offset  Transactions; 

(h)  all  earnings  on  Eligible  Investments  on  deposit  in  the  Synthetic  Security 
Collateral  Account  that  are  transferred  to  the  Interest  Collection  Account  as 
described  below  under  "Security  for  the  Notes— The  Accounts— Synthetic 
Security  Collateral  Account"; 

(i)  all  Earnings  (as  defined  in  the  related  Investment  Agreement)  received  by  the 

Issuer  and  payable  under  the  Investment  Agreement  on  or  before  the  related 
Distribution  Date;  and 

(j)  all  amounts  on  deposit  in  the  Expense  Account  that  are  transferred  to  the 

Payment  Account  for  application  as  Interest  Proceeds  as  described  below  under 
"Security  for  the  Notes— The  Accounts— Expense  Account";  provided  that 
Interest  Proceeds  shall  in  no  event  include  (i)  any  payment  or  proceeds 
specifically  defined  as  "Principal  Proceeds"  in  the  definition  thereof  or  (ii)  the 
Excepted  Property; 

minus 

(2)  the  sum  of  (i)  any  Interest  Shortfall  Amounts  paid  by  the  Issuer  to  each  Synthetic  Security 
Counterparty  and  (ii)  any  initial  payments  made  by  the  Issuer  to  the  Offsetting 
Transaction  Counterparty  in  connection  with  the  entry  into  an  Offsetting  Transaction. 

"Issue"  means  an  Underlying  Asset  or  Synthetic  Security  consisting  of  or  referencing  a  single 
Asset-Backed  Security,  identified  by  its  (i)  series  and  class,  and  (ii)  CUSIP  number  or  other  identifying 
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number.  For  the  avoidance  of  doubt,  Underlying  Assets  or  Synthetic  Securities  consisting  of  or 
referencing  two  Asset-Backed  Securities  issued  by  the  same  issuer  and  issued  in  the  same  series,  but  in 
separate  classes  or  tranches,  shall  be  deemed  to  be  separate  Issues. 

"Majority-in-lnterest  of  Preference  Shareholders"  means,  at  any  time,  Preference 
Shareholders  whose  aggregate  Voting  Percentages  at  such  time  exceed  50%  of  all  Preference 
Shareholders'  Voting  Percentages  at  such  time. 

"Margin  Stock"  means  "Margin  stock"  as  defined  under  Regulations  T,  U  and  X  issued  by  the 
Board  of  Governors  of  the  Federal  Reserve  System. 

"Measurement  Date"  means  any  of  the  following:  (a)  any  date  after  the  Closing  Date  on  which  an 
Underlying  Asset  becomes  a  Defaulted  Asset,  (b)  each  Determination  Date,  (c)  the  last  Business  Day  of 
any  calendar  month  (other  than  the  month  prior  to  which  there  is  a  Determination  Date),  and  (d)  with 
reasonable  notice  to  the  Issuer  and  the  Trustee,  any  other  Business  Day  that  any  Rating  Agency 
requests  be  a  "Measurement  Date";  provided  that,  if  any  such  date  would  otherwise  fall  on  a  day  that  is 
not  a  Business  Day,  the  relevant  Measurement  Date  will  be  the  next  succeeding  day  that  is  a  Business 
Day. 

"Negative  Amortization  Security"  means  an  Asset-Backed  Security  whose  underlying  portfolio 
consists  of  at  least  [25]%  of  mortgages  with  a  negative  amortization  feature. 

"Net  Outstanding  Underlying  Asset  Balance"  means,  as  of  any  Measurement  Date,  an  amount 
equal  to  (a)  the  sum  of  (i)  the  Aggregate  Principal/Notional  Balance  on  such  Measurement  Date  of  all 
Underlying  Assets,  (ii)  the  Aggregate  Principal/Notional  Balance  of  all  Principal  Proceeds  and  Uninvested 
Proceeds  held  as  cash,  all  Disposition  Proceeds  on  deposit  in  the  Disposition  Proceeds  Account  and 
Eligible  Investments,  purchased  with  Principal  Proceeds  or  Uninvested  Proceeds,  and  (iii)  for  each 
Defaulted  Asset,  the  Calculation  Amount  with  respect  to  such  Defaulted  Asset  minus  (b)  the  sum  of  the 
Aggregate  Principai/'Notional  Balance  on  such  Measurement  Date  of  all  Underlying  Assets  that  are  either 
(i)  Defaulted  Securities  or  (ii)  Equity  Securities;  provided  that  solely  for  the  purpose  of  calculating  the  Net 
Outstanding  Underlying  Asset  Balance  in  connection  with  the  Class  A/B  Overcollateralization  Ratio,  the 
Class  C  Overcollateralization  Ratio,  the  Class  D  Overcollateralization  Ratio  and  the  Class  E  Diversion 
Test  the  Net  Outstanding  Underlying  Asset  Balance  shall  be  deemed  to  equal  the  lesser  of  the  Moody's 
Haircut  Value  and  the  Standard  &  Poor's  Haircut  Value,  as  determined  as  set  forth  below: 

For  the  purposes  of  this  definition  of  "Net  Outstanding  Underlying  Asset  Balance",  the 
following  terms  shall  have  the  meanings  set  forth  below: 

"Moody's  Haircut  Value"  shall  have  the  following  meaning  for  any  Underlying  Asset  that 
has  a  Moody's  Rating  of  below  "Baa3",  and  no  meaning  for  any  Underlying  Asset  with  a 
Moody's  Rating  of  "Baa3"  or  higher  (for  the  purpose  of  all  clauses  of  the  definition  of 
Moody's  Haircut  Value,  any  reference  to  a  Moody's  Rating  of  an  Underlying  Asset  shall, 
with  respect  to  a  Synthetic  Security,  mean  a  reference  to  the  Moody's  Rating  of  the 
related  Reference  Obligation): 

(a)  if  on  any  date  the  Aggregate  Principal/Notional  Balance  (determined  without 
regard  to  this  clause  (a))  of  all  Underlying  Assets  (other  than  Defaulted  Assets 
and  Deferred  Interest  PIK  Bonds)  that  have  a  Moody's  Rating  of  "Ba1",  "Ba2"  or 
"Ba3"  exceeds  Q%  of  the  Aggregate  Principal/Notional  Balance  of  all  Underlying 
Assets  and  Principal  Proceeds  ("Moody's  Limit  1"),  then  the  Aggregate 
Principal/Notional  Balance  of  the  Underlying  Assets  constituting  such  excess 
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shall  be  deemed  to  equal  90%  of  the  actual  Aggregate  Principal/Notional 
Balance  of  such  Underlying  Assets  (determined  without  regard  to  this  clause  (a)); 

(b)  if  on  any  date  the  Aggregate  Principal/Notional  Balance  (determined  without 
regard  to  this  clause  (b))  of  all  Underlying  Assets  (other  than  Defaulted  Assets 
and  Deferred  Interest  PIK  Bonds)  that  have  a  Moody's  Rating  of  "B1",  "B2"  or 
"B3"  exceeds  [0]%  of  the  Aggregate  Principal/Notional  Balance  of  all  Underlying 
Assets  and  Principal  Proceeds  ("Moody's  Limit  2"),  then  the  Aggregate 
Principal/Notional  Balance  of  the  Underlying  Assets  constituting  such  excess 
shall  be  deemed  to  equal  80%  of  the  actual  Aggregate  Principal/Notional 
Balance  of  such  Underlying  Assets  (determined  without  regard  to  this  clause  (b)); 
and 

(c)  if  such  Underlying  Assets  (other  than  Defaulted  Assets  and  Deferred  Interest  PIK 
Bonds)  have  a  Moody's  Rating  of  below  "B3"  exceeds  [0]%  of  the  Aggregate 
Principal/Notional  Balance  of  all  Underlying  Assets  and  Principal  Proceeds,  then 
the  Aggregate  Principal/Notional  Balance  of  such  Underlying  Assets  shall  be 
deemed  to  equal  50%  of  the  actual  Aggregate  Principal/Notional  Balance  of  such 
Underlying  Assets  (determined  without  regard  to  this  clause  (c)); 

provided  that  the  reductions  contemplated  by  clauses  (a),  (b)  and  (c)  immediately 
above  shall  be  without  duplication;  provided  further  that  each  of  Moody's  Limit  1 
and  Moody's  Limit  2  may  be  up  to  [5]  percentage  points  larger  than  set  out  above 
(as  determined  by  the  Trustee  in  a  manner  maximizing  the  Net  Outstanding 
Underlying  Asset  Balance  as  of  the  date  of  determination)  so  long  as  the 
aggregate  of  Moody's  Limit  1  and  Moody's  Limit  2  is  not  more  than  []%• 

"Standard  &  Poor's  Haircut  Value"  shall  have  the  following  meaning  set  forth  in  clauses 
(a)  and  (b)  below  for  any  Underlying  Asset  that  has  a  Standard  &  Poor's  Rating  of  below 
"BBB-",  and  no  meaning  for  any  Underlying  Asset  that  has  a  Standard  &  Poor's  Rating  of 
"BBB-"  or  higher.  For  the  purpose  of  all  clauses  of  the  definition  of  Standard  &  Poor's 
Haircut  Value,  any  reference  to  a  Standard  &  Poor's  Rating  of  an  Underlying  Asset  shall, 
with  respect  to  a  Synthetic  Security,  mean  a  reference  to  a  Standard  &  Poor's  Rating  of 
the  related  Reference  Obligation: 

(a)  if  on  any  date  the  Aggregate  Principal/Notional  Balance  (determined  without 
regard  to  this  clause  (a))  of  ail  Underlying  Assets  (other  than  Defaulted  Assets 
and  Deferred  Interest  PIK  Bonds)  that  have  a  Standard  &  Poor's  Rating  of  "BB+", 
"BB"  or  "BB-"  exceeds  Q%  of  the  Aggregate  Principal/Notional  Balance  of  all 
Underlying  Assets  and  Principal  Proceeds  ("S&P  Limit  1"),  then  the  Aggregate 
Principal/Notional  Balance  of  the  Underlying  Assets  constituting  such  excess 
shall  be  deemed  to  equal  90%  of  the  actual  Aggregate  Principal/Notional 
Balance  of  such  Underlying  Assets  (determined  without  regard  to  this  clause  (a)); 

(b)  if  on  any  date  the  Aggregate  Principal/Notional  Balance  (determined  without 
regard  to  this  clause  (b))  of  all  Underlying  Assets  (other  than  Defaulted  Assets 
and  Deferred  Interest  PIK  Bonds)  that  have  a  Standard  &  Poor's  Rating  of  "B+", 
"B"  or  "B-"  exceeds  [0]%  of  the  Aggregate  Principal/Notional  Balance  of  all 
Underlying  Assets  and  Principal  Proceeds  ("S&P  Limit  2"),  then  the  Aggregate 
Principal/Notional  Balance  of  the  Underlying  Assets  constituting  such  excess 
shall   be  deemed   to  equal  80%  of  the  actual  Aggregate   Principal/Notional 
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Balance  of  such  Underlying  Assets  (determined  without  regard  to  this  clause  (b)); 
and 

(c)  if  such  Underlying  Assets  (other  than  Defaulted  Assets  and  Deferred  Interest  PIK 
Bonds)  have  a  Standard  &  Poor's  Rating  of  below  "B-°  exceeds  [0]%  of  the 
Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets  and  Principal 
Proceeds  ("S&P  Limit  3"),  then  the  Aggregate  Principal/Notional  Balance  of  such 
Underlying  Assets  shall  be  deemed  to  equal  70%  of  the  actual  Aggregate 
Principal/Notional  Balance  of  such  Underlying  Assets  (determined  without  regard 
to  this  clause  (c)); 

provided  that  the  reductions  contemplated  by  clauses  (a),  (b)  and  (c)  immediately  above 
shall  be  without  duplication;  provided  further  that  each  of  S&P  Limit  1,  S&P  Limit  2  and 
S&P  Limit  3  may  be  up  to  [5]  percentage  points  larger  than  set  out  above  (as  determined 
by  the  Trustee  in  a  manner  maximizing  the  Net  Outstanding  Underlying  Asset  Balance  as 
of  the  date  of  determination)  so  long  as  the  aggregate  of  S&P  Limit  1,  S&P  Limit  2,  and 
S&P  Limit  3  is  not  more  than  Q%. 

Solely  for  purposes  of  the  calculation  of  the  Class  A/B  Overcollateralization  Ratio,  the  Class  C 
Overcollateralization  Ratio,  the  Class  D  Overcollateralization  Ratio  and  the  Class  E  Diversion  Test  (and 
without  duplication  of  any  reduction  under  clauses  (a)  and  (b)  of  the  definition  of  Net  Outstanding 
Underlying  Asset  Balance),  the  Principal/Notional  Balance  of  any  Discount  Underlying  Asset  acquired 
after  the  Closing  Date  shall  be  the  original  acquisition  price  of  such  Discount  Underlying  Asset. 

"Net  Scheduled  Periodic  Offsetting  Transaction  Payment"  means  in  respect  of  an  Offset 
Transaction  that  comprises:  the  long  component  of  an  Offset  Transaction  and  the  related  Offsetting 
Transaction,  the  difference  between  premium  payments  due  to  the  Issuer  from  the  Synthetic  Security 
Counterparty  and  the  Scheduled  Periodic  Offsetting  Transaction  Payments  due  to  the  Offsetting 
Transaction  Counterparty  from  the  Issuer  pursuant  to  the  terms  of  the  Offsetting  Transaction. 

"PIK  Bond"  means  any  Underlying  Asset  that  pursuant  to  the  terms  of  the  related  Underlying 
Instruments  (a)  permits  the  payment  of  interest  thereon  (with  respect  to  such  payments  due  on  or  after 
the  date  on  which  the  security  is  purchased  by  the  Issuer)  to  be  deferred  and  capitalized  as  additional 
principal  thereof  or  (b)  issues  identical  (except  principal  and  term)  securities  in  place  of  payments  of 
interest  in  cash. 

"Principal/Notional  Balance"  means  as  of  any  date  of  determination,  with  respect  to  any  Asset- 
Backed  Security,  the  outstanding  principal  balance  of  such  Asset-Backed  Security  (excluding  any 
capitalized  interest  and  any  negative  amortization  amounts),  and,  with  respect  to  each  Synthetic  Security 
or  a  related  Reference  Obligation,  in  each  case,  the  Reference  Obligation  Notional  Amount  (as  defined  in 
the  Confirmation)  of  such  Synthetic  Security. 

"Principal  Only  Security"  means  any  Asset-Backed  Security  that  does  not  provide  for  the 
payment  of  rated  interest  in  periodic  installments  on  or  prior  to  the  date  three  Business  Days  prior  to  the 
Stated  Maturity  of  the  Notes  or  provides  that  all  payments  of  interest  will  be  deferred  until  the  final 
maturity  date  thereof. 

"Principal  Proceeds"  means,  with  respect  to  any  Due  Period,  the  sum  (without  duplication)  of: 

(a)         all  payments  of  principal  on  the  Underlying  Assets  and  Eligible  Investments  (excluding 
any  amount  representing  the  accreted  portion  of  a  discount  from  the  face  amount  of  an 


64 


PSI-M&T  Bank-02-0085 


Footnote  Exhibits  -  Page  1783 


Eligible  Investment)  received  in  cash  by  the  Issuer  during  such  Due  Period  including 
prepayments  or  mandatory  sinking  fund  payments,  or  payments  in  respect  of  optional 
redemptions,  exchange  offers,  tender  offers,  recoveries  on  Defaulted  Securities  and 
Written  Down  Securities  (other  than  Uninvested  Proceeds  and  payments  of  principal  of 
Eligible  Investments  acquired  with  Interest  Proceeds),  including  the  proceeds  of  a  sale  of 
any  Equity  Security,  the  proceeds  received  from  any  special  purpose  subsidiary  of  the 
Issuer  holding  an  Equity  Security,  and  any  amounts  received  as  a  result  of  optional 
redemptions,  exchange  offers  or  tender  offers  for  any  Equity  Security  received  in  cash  by 
the  Issuer  during  such  Due  Period  but  excluding  any  accreted  portion  of  a  discount  from 
the  face  amount  of  an  Eligible  Investment; 

(b)  all  payments  of  principal  of  Eligible  Investments  purchased  with  amounts  from  the 
Principal  Collection  Account  received  in  cash  by  the  Issuer  during  such  Due  Period; 

(c)  all  amendment,  waiver,  late  payment  fees,  restructuring  and  other  fees  and  commissions, 
collected  during  the  related  Due  Period  in  respect  of  Defaulted  Securities  and  Written 
Down  Securities; 

(d)  all  payments  of  interest  received  in  respect  of  Defaulted  Securities  up  to  an  amount  equal 
to  the  Principal/Notional  Balance  of  such  security  at  the  time  it  became  a  Defaulted 
Asset; 

(e)  any  Writedown  Reimbursement  Amount, 

(f)  any  proceeds  to  the  Issuer  resulting  from  the  termination  and  liquidation  of  an  Interest 
Rate  Swap  Agreement,  to  the  extent  such  proceeds  exceed  the  cost  of  entering  into  a 
replacement  Interest  Rate  Swap  Agreement  or  additional  Interest  Rate  Swap 
Agreements  in  accordance  with  the  requirements  set  forth  in  the  Indenture; 

(g)  any  Principal  Shortfall  Reimbursement  Amount, 

(h)  upfront  payment  or  any  termination  payments  received  with  respect  to  early  termination 
of  a  Synthetic  Security  received  from  the  related  Synthetic  Security  Counterparty; 

(i)  all  amounts  transferred  from  the  Synthetic  Security  Collateral  Account  to  the  Principal 

Collection  Account  as  described  below  under  "Security  for  the  Notes— The  Accounts- 
Synthetic  Security  Collateral  Account"; 

(j)  all  payments  received  in  cash  by  the  Issuer  during  such  Due  Period  that  represent  call, 

prepayment  or  redemption  premiums; 

(k)  all  payments  of  interest  received  to  the  extent  that  they  represent  accrued  interest 
purchased  with  Principal  Proceeds; 

(I)  all  yield  maintenance  payments  received  in  cash  by  the  Issuer  during  such  Due  Period; 

(m)  any  proceeds  from  the  issuance  and  sale  of  the  Notes  and  Preference  Shares  that  are 
not  applied  to  the  acquisition  of  Underlying  Assets  prior  to  the  Determination  Date 
preceding  the  First  Distribution  Date,-  including  amounts  on  deposit  in  the  Uninvested 
Proceeds  Account,  and  not  deposited  into  the  Expense  Account  on  the  Closing  Date; 
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(n)  any  proceeds  from  the  liquidation  of  Underlying  Assets  received  in  cash  by  the  Issuer 
(excluding  (1)  all  accrued  interest  received  in  cash  by  the  Issuer  and  (2)  the  Disposition 
Proceeds); 

(o)  any  Disposition  Proceeds  on  deposit  in  the  Disposition  Proceeds  Account  or  Principal 
Collection  Account; 

(p)         any  payment  of  capitalized  interest  on  any  Underlying  Assets; 

(q)         any  payment  of  accrued  interest  paid  for  with  principal  proceeds;  and 

(r)  all  other  payments  received  in  connection  with  the  Underlying  Assets  and  Eligible 
Investments  that  are  not  included  in  Interest  Proceeds;  provided,  that  in  no  event  shall 
Principal  Proceeds  include  the  Excepted  Property. 

"Pure  Private  Asset-Backed  Security"  means  any  security  that  was  not  (i)  issued  pursuant  to 
an  effective  registration  statement  under  the  Securities  Act  or  (ii)  a  privately  placed  security  that  is  eligible 
for  resale  under  Rule  144Aor  Regulation  S  under  the  Securities  Act. 

"Qualifying  Foreign  Obligor"  means  a  corporation,  partnership,  trust  or  other  entity  organized  or 
incorporated  under  the  laws  of  an  Eligible  Country. 

"Quarterly  Asset  Amount"  means,  with  respect  to  any  Distribution  Date,  the  Net  Outstanding 
Underlying  Asset  Balance  on  the  first  day  of  the  related  Due  Period. 

"Rating  Condition"  means,  with  respect  to  any  action  taken  or  to  be  taken  or  any  determination 
made  or  to  be  made  under  the  Indenture,  a  condition  that  is  satisfied  when  each  Rating  Agency  has 
confirmed  in  writing  to  the  Issuer,  the  Trustee  and  the  Collateral  Manager  prior  to  such  action  or 
determination,  that  such  action  or  determination  will  not  result  in  the  withdrawal,  reduction  or  other 
adverse  action  with  respect  to  any  then-current  rating  (including  any  shadow,  private  or  confidential 
rating)  of  any  Class  of  Notes. 

"Scheduled  Periodic  Offsetting  Transaction  Payment"  means,  with  respect  any  Offsetting 
Transaction,  the  fixed  amounts  scheduled  to  be  paid  by  the  Offsetting  Transaction  Counterparty  to  the 
Issuer  under  such  Offsetting  Transaction,  but  excluding  any  termination  payment  in  respect  of  such 
Offsetting  Transaction. 

"Servicer"  means,  with  respect  to  any  issue  of  Asset-Backed  Securities,  the  entity  that,  absent 
any  default,  event  of  default  or  similar  condition  (however  described),  is  primarily  responsible  for 
managing,  servicing,  monitoring  and  otherwise  administering  the  cash  flows  from  which  payments  to 
investors  in  such  Asset-Backed  Securities  are  made. 

"Special-Majority-in-lnterest  of  Preference  Shareholders"  means,  at  any  time,  Preference 
Shareholders  whose  aggregate  Voting  Percentages  at  such  time  exceed  66  2/3%  of  all  Preference 
Shareholders'  Voting  Percentages  at  such  time. 

"Step  Down  Bond"  means  a  security  which  by  the  terms  of  the  related  Underlying  Instrument 
provides  for  a  decrease,  in  the  case  of  a  fixed  rate  security,  in  the  per  annum  interest  rate  on  such 
security  or,  in  the  case  of  a  floating  rate  security,  in  the_spread  over  the  applicable  index  or  benchmark 
rate,  solely  as  a  function  of  the  passage  of  time;  provided  that  a  Step  Down  Bond  shall  not  include  any 
such  security  providing  for  payment  of  a  constant  rate  of  interest  at  all  times  after  the  date  of  acquisition 
by  the  Issuer.  In  calculating  the  Weighted  Average  Spread  and  the  Weighted  Average  Coupon  by 
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reference  to  the  spread  (in  the  case  of  a  floating  rate  Step  Down  Bond)  or  coupon  (in  the  case  of  a  fixed 
rate  Step  Down  Bond)  of  a  Step  Down  Bond,  the  spread  or  coupon  on  any  date  shall  be  deemed  to  be 
the  lowest  spread  or  coupon,  respectively,  scheduled  to  apply  to  such  Step  Down  Bond  on  or  after  such 
date. 

"Step  Up  Bond"  means  a  security  which  by  the  terms  of  the  related  Underlying  Instrument 
provides  for  an  increase,  in  the  case  of  a  fixed  rate  security,  in  the  per  annum  interest  rate  on  such 
security  or,  in  the  case  of  a  floating  rate  security,  in  the  spread  over  the  applicable  index  or  benchmark 
rate,  solely  as  a  function  of  the  passage  of  time;  provided  that  a  Step  Up  Bond  shall  not  include  any  such 
security  providing  for  payment  of  a  constant  rate  of  interest  at  all  times  after  the  date  of  acquisition  by  the 
Issuer.  In  calculating  the  Weighted  Average  Spread  and  the  Weighted  Average  Coupon  by  reference  to 
the  spread  (in  the  case  of  a  floating  Step  Up  Bond)  or  coupon  (in  the  case  of  a  fixed  rate  Step  Up  Bond) 
of  a  Step  Up  Bond,  the  spread  or  coupon  on  any  date  shall  be  deemed  to  be  the  spread  or  coupon  stated 
to  be  payable  in  cash  or  in  effect  on  such  date. 

"Underlying  Instruments"  means  the  indenture  or  other  agreement  pursuant  to  which  an 
Underlying  Asset,  Eligible  Investment  or  Equity  Security  has  been  issued  or  created  and  each  other 
agreement  that  governs  the  terms  of  or  secures  the  obligations  represented  by  such  Underlying  Asset, 
Eligible  Investment  or  Equity  Security  or  of  which  holders  of  such  Underlying  Asset,  Eligible  Investment  or 
Equity  Security  are  the  beneficiaries. 

"Uninvested  Proceeds"  means,  at  any  time  on  or  prior  to  the  Determination  Date  prior  to  the 
First  Distribution  Date,  the  net  proceeds  received  by  the  Issuer  on  the  Closing  Date  from  the  initial 
issuance  of  the  Notes  and  Preference  Shares  and  any  principal  collections  on  the  Underlying  Assets 
received  on  or  prior  to  the  Closing  Date,  to  the  extent  such  proceeds  have  not  theretofore  been  invested 
in  Underlying  Assets  or  deposited  in  the  Expense  Account. 

"Voting  Percentaae"  of  a  Preference  Shareholder  at  any  time  means  the  ratio  (expressed  as  a 
percentage)  of  such  Preference  Shareholder's  Preference  Shares  outstanding  to  the  aggregate 
outstanding  Preference  Shares  of  all  Preference  Shareholders  at  such  time. 

"Written  Down  Security"  means,  as  of  any  date  of  determination,  any  Underlying  Asset  that  is 
part  of  an  issue  as  to  which  the  aggregate  par  amount  of  the  entire  class  and  all  other  securities  secured 
by  the  same  pool  of  collateral  that  rank  senior  in  priority  of  payment  to  such  class  exceeds  the  aggregate 
par  amount  (including  reserved  interest  or  other  amounts  available  for  overcollateralization)  of  all 
collateral  securing  such  issue  (excluding  defaulted  collateral). 

The  Coverage  Tests 

The  Coverage  Tests  applicable  to  a  Class  of  Notes  will  be  used  primarily  to  determine  whether 
and  to  what  extent  Interest  Proceeds  may  be  used  to  pay  interest  on  and  dividends  in  respect  of  Classes 
of  Notes  Subordinate  to  such  Class  and  the  Preference  Shares  and  certain  other  expenses.  The 
"Coverage  Tests"  include  the  Class  A/B  Coverage  Tests,  the  Class  C  Coverage  Tests  and  the  Class  D 
Coverage  Tests. 

In  the  event  that  either  Class  A/B  Coverage  Test  is  not  satisfied  on  any  Distribution  Date,  funds 
that  would  otherwise  be  used  to  pay  interest  on  the  Class  C  Notes,  the  Class  D  Notes  and  the  Class  E 
Notes  and  dividends  on  the- Preference  Shares  and..certain  other  expenses  must  instead  be  used  to  pay 
principal  of,  firsf,  the  Class  A  Notes  and  second,  the  Class  B  Notes,  to  the  extent  necessary  to  cause 
each  Class  A/B  Coverage  Test  to  be  satisfied. 
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In  the  event  that  any  Class  C  Coverage  Test  is  not  satisfied  on  any  Distribution  Date,  funds  that 
would  otherwise  be  used  to  pay  interest  on  the  Class  D  Notes  and  the  Class  E  Notes  and  dividends  on 
the  Preference  Shares  and  certain  other  expenses  must  instead  be  used  to  pay  principal  of,  first,  the 
Class  A  Notes,  second,  the  Class  B  Notes  and  third,  the  Class  C  Notes,  to  the  extent  necessary  to  cause 
each  Class  C  Coverage  Test  to  be  satisfied. 

In  the  event  that  any  Class  D  Coverage  Test  is  not  satisfied  on  any  Distribution  Date,  funds  that 
would  otherwise  be  used  to  pay  interest  on  the  Class  E  Notes  and  dividends  on  the  Preference  Shares 
and  certain  other  expenses  must  instead  be  used  to  pay  principal  of,  first,  the  Class  A  Notes,  second,  the 
Class  B  Notes,  third,  the  Class  C  Notes  and  fourth,  the  Class  D  Notes,  to  the  extent  necessary  to  cause 
each  Class  D  Coverage  Test  to  be  satisfied. 

The  "Class  A/B  Coverage  Tests"  will  consist  of  the  Class  A/B  Overcollateralization  Test  and  the 
Class  A/B  Interest  Coverage  Test.  The  "Class  C  Coverage  Tests"  will  consist  of  the  Class  C 
Overcollateralization  Test  and  the  Class  C  Interest  Coverage  Test.  The  "Class  D  Coverage  Tests"  will 
consist  of  the  Class  D  Overcollateralization  Test  and  the  Class  D  Interest  Coverage  Test. 

The  Overcollateralization  Tests 

The  Class  A/B  Overcollateralization  Test: 

The  "Class  A/B  Overcollateralization  Ratio"  is,  as  of  any  Measurement  Date,  the  number 
(expressed  as  a  percentage)  calculated  by  dividing  (a)  the  Net  Outstanding  Underlying  Asset  Balance  on 
such  Measurement  Date  by  (b)  the  aggregate  outstanding  principal  amount  of  the  Class  A  Notes  plus  the 
aggregate  outstanding  principal  amount  of  the  Class  B  Notes. 

The  "Class  A/B  Overcollateralization  Test"  will  be  satisfied  on  the  Closing  Date  or  a 
Measurement  Date  on  which  any  Class  A  Note  or  Class  B  Note  remains  outstanding  if  the  Class  A/B 
Overcoiiateralization  Ratio  on  such  Measurement  Date  is  equal  to  or  greater  than  n%- 

The  Class  C  Overcollateralization  Test: 

The  "Class  C  Overcollateralization  Ratio"  is,  as  of  any  Measurement  Date,  the  number 
(expressed  as  a  percentage)  calculated  by  dividing  (a)  the  Net  Outstanding  Underlying  Asset  Balance  on 
such  Measurement  Date  by  (b)  the  aggregate  outstanding  principal  amount  of  the  Class  A  Notes  plus  the 
aggregate  outstanding  principal  amount  of  the  Class  B  Notes  plus  the  aggregate  outstanding  principal 
amount  of  the  Class  C  Notes,  plus  any  outstanding  Class  C  Deferred  Interest. 

The  "Class  C  Overcollateralization  Test"  will  be  satisfied  on  the  Closing  Date  or  a 
Measurement  Date  on  which  any  Class  A  Note,  Class  B  Note  or  Class  C  Note  remains  outstanding  if  the 
Class  C  Overcollateralization  Ratio  on  such  Measurement  Date  is  equal  to  or  greater  than  Q%. 

The  Class  D  Overcollateralization  Test: 

The  "Class  D  Overcollateralization  Ratio"  is,  as  of  any  Measurement  Date,  the  number 
(expressed  as  a  percentage)  calculated  by  dividing  (a)  the  Net  Outstanding  Underlying  Asset  Balance  on 
such  Measurement  Date  by  (b)  the  aggregate  outstanding  principal  amount  of  the  Class  A  Notes  plus  the 
aggregate  outstanding  principal  amount  of  the  Class  B  Notes  plus  the  aggregate  outstanding  principal 
amount  of  the  Class  C  Notes  plus  the  aggregate  principal  amount  of  the  Class  D  Notes,  plus  any 
outstanding  Class  C  Deferred  Interest  and  plus  any  outstanding  Class  D  Deferred  Interest. 
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The  "Class  D  Overcollateralizatlon  Test"  will  be  satisfied  on  the  Closing  Date  or  a 
Measurement  Date  on  which  any  Class  A  Note,  Class  B  Note,  Class  C  Note  or  Class  D  Note  remains 
outstanding  if  the  Class  D  Overcollateralization  Ratio  on  such  Measurement  Date  is  equal  to  or  greater 
than  0%. 

The  Class  E  Diversion  Test 

The  Class  E  Diversion  Test  determines  whether  Interest  Proceeds  may  be  applied,  in  accordance 
with  the  Priority  of  Payments,  to  make  payments  that  are  subordinate  to  payments  on  the  Class  E  Notes. 
If  the  Class  E  Diversion  Test  is  not  passing  on  a  Measurement  Date  then  on  the  immediately  following 
Distribution  Date,  Interest  Proceeds,  to  the  extent  available  in  accordance  with  the  Priority  of  Payments, 
will  be  applied  to  make  principal  payments  on  the  Class  E  Notes. 

The  "Class  E  Diversion  Ratio"  is,  as  of  any  Measurement  Date,  the  number  (expressed  as  a 
percentage)  calculated  by  dividing  (a)  the  Net  Outstanding  Underlying  Asset  Balance  on  such 
Measurement  Date  by  (b)  the  aggregate  outstanding  principal  amount  of  the  Class  A  Notes  plus  the 
aggregate  outstanding  principal  amount  of  the  Class  B  Notes  plus  the  aggregate  outstanding  principal 
amount  of  the  Class  C  Notes  plus  the  aggregate  principal  amount  of  the  Class  D  Notes  plus  the 
aggregate  principal  amount  of  the  Class  E  Notes,  plus  any  outstanding  Class  C  Deferred  Interest  plus 
any  outstanding  Class  D  Deferred  Interest  and  plus  any  outstanding  Class  E  Deferred  Interest. 

The  "Class  E  Diversion  Test"  will  be  satisfied  on  the  Closing  Date  or  a  Measurement  Date  on 
which  any  Class  A  Note,  Class  B  Note,  Class  C  Note,  Class  D  Note  or  Class  E  Note  remains  outstanding 
if  the  Class  E  Diversion  Ratio  on  such  Measurement  Date  is  equal  to  or  greater  than  Q%. 

The  Interest  Coverage  Tests 

The  Interest  Coverage  Ratio  with  respect  to  the  Class  A  Notes  and  Class  B  Notes  (the  "Class 
A/B  Interest  Coverage  Ratio"),  the  Class  C  Notes  (the  "Class  C  Interest  Coverage  Ratio")  and  the 
Class  D  Notes  (the  "Class  D  Interest  Coverage  Ratio")  as  of  any  Measurement  Date  will  be  calculated 
by  dividing: 

(a)  (i)  the  sum  of  (A)  the  scheduled  interest  payments  due  (regardless  of  whether  the  due 
date  for  any  such  interest  payment  has  yet  occurred)  in  the  Due  Period  in  which  such 
Measurement  Date  occurs  on  (1 )  the  Underlying  Assets  and  (2)  any  Eligible  Investments 
held  in  the  Collection  Accounts  (whether  such  Eligible  Investments  were  purchased  with 
Interest  Proceeds  or  Principal  Proceeds),  (B)  any  fees  actually  received  by  the  Issuer 
during  such  Due  Period  that  constitute  Interest  Proceeds  and  (C)  any  earnings  on  Eligible 
Investments  in  the  Synthetic  Security  Collateral  Account,  constituting  Interest  Proceeds 
and  received  after  the  end  of  the  related  Collection  Period  and  immediately  prior  to  the 
related  Payment  Date,  (D)  any  amounts  scheduled  to  be  paid  to  the  Issuer  by  an  Interest 
Rate  Swap  Counterparty  under  an  Interest  Rate  Swap  Agreement  on  the  Distribution 
Date  relating  to  such  Due  Period,  and  (E)  any  Net  Scheduled  Periodic  Offsetting 
Transaction  Payments  payable  to  the  Issuer  minus  (ii)  the  sum  of  the  Interest  Proceeds 
scheduled  to  be  paid  pursuant  to  clauses  (1)  through  (4)  of  the  Interest  Proceeds  Priority 
of  Payments  on  the  immediately  succeeding  Distribution  Date;  by 

(b)  an  amount  equal  -to- (i)- in  the  case  of  the  Class  A/B  Interest  Coverage  Ratio,  the 
scheduled  interest  on  the  Class  A  Notes  and  Class  B  Notes  (including  Defaulted  Interest 
thereon  and  accrued  interest  on  such  Defaulted  Interest,  if  any)  payable  on  the 
immediately  succeeding  Distribution  Date,  (ii)  in  the  case  of  the  Class  C  Interest 
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Coverage  Ratio,  the  scheduled  interest  on  the  Class  A  Notes,  Class  B  Notes  and  Class  C 
Notes  (including  Defaulted  Interest  and  interest  thereon,  interest  on  Class  C  Deferred 
Interest,  if  any,  but  excluding  any  Class  C  Deferred  Interest)  payable  on  the  immediately 
succeeding  Distribution  Date  or  (iii)  in  the  case  of  the  Class  D  Interest  Coverage  Ratio, 
the  scheduled  interest  on  the  Class  A  Notes,  Class  B  Notes,  Class  C  Notes  and  Class  D 
Notes  (including  Defaulted  Interest  and  interest  thereon,  interest  on  Class  C  Deferred 
Interest  and  interest  on  Class  D  Deferred  Interest,  if  any,  but  excluding  any  Class  C 
Deferred  Interest  and  Class  D  Deferred  Interest)  payable  on  the  immediately  succeeding 
Distribution  Date  (or,  if  such  Measurement  Date  coincides  with  a  Distribution  Date,  on 
such  Distribution  Date). 

For  the  purpose  of  determining  compliance  with  any  Interest  Coverage  Test,  there  will  be 
excluded  all  scheduled  payments  of  interest  on  or  principal  of  Defaulted  Securities  and  any  payment, 
including  any  amount  payable  to  the  Issuer  by  an  Interest  Rate  Swap  Counterparty,  that  will  not  be  made 
in  cash  or  received  when  due,  as  determined  by  the  Collateral  Manager  in  its  reasonable  business 
judgment.  For  purposes  of  calculating  any  Interest  Coverage  Ratio,  (i)  the  expected  interest  income  on 
floating  rate  Underlying  Assets  and  Eligible  Investments  and  under  any  Interest  Rate  Swap  Agreement 
and  the  expected  interest  payable  on  the  Notes  will  be  calculated  using  the  interest  rates  applicable 
thereto  on  the  applicable  Measurement  Date  and  (ii)  accrued  original  issue  discount  on  Eligible 
Investments  will  be  deemed  to  be  a  scheduled  interest  payment  thereon  due  on  the  date  such  original 
issue  discount  is  scheduled  to  be  paid. 

The  "Class  A/B  Interest  Coverage  Test"  will  be  satisfied  on  the  Closing  Date  or  a  Measurement 
Date  on  which  any  Class  A  Note  or  Class  B  Note  remains  outstanding  if  the  Class  A/B  Interest  Coverage 
Ratio  as  of  such  Measurement  Date  is  equal  to  or  greater  than  □%;  provided,  that  the  Class  A/B  Interest 
Coverage  Test  will  be  deemed  to  be  satisfied  on  the  First  Distribution  Date. 

The  "Class  C  Interest  Coverage  Test"  will  be  satisfied  on  the  Closing  Date  or  a  Measurement 
Date  on  which  any  Class  A  Note,  Class  B  Note  or  Class  C  Note  remains  outstanding  if  the  Class  C 
Interest  Coverage  Ratio  as  of  such  Measurement  Date  is  equal  to  or  greater  than  \\%;  provided,  that  the 
Class  C  Interest  Coverage  Test  will  be  deemed  to  be  satisfied  on  the  First  Distribution  Date. 

The  "Class  D  Interest  Coverage  Test"  will  be  satisfied  on  the  Closing  Date  or  a  Measurement 
Date  on  which  any  Class  A  Note,  Class  B  Note,  Class  C  Note  or  Class  D  Note  remains  outstanding  if  the 
Class  D  Interest  Coverage  Ratio  as  of  such  Measurement  Date  is  equal  to  or  greater  than  Q%;  provided, 
that  the  Class  D  Interest  Coverage  Test  will  be  deemed  to  be  satisfied  on  the  First  Distribution  Date. 

Mandatory  Redemption 

In  the  event  that  any  of  the  Overcollateralization  Tests  (not  including,  for  the  avoidance  of  doubt, 
the  Class  E  Diversion  Test)  or  the  Interest  Coverage  Tests  applicable  to  a  Class  of  Notes  is  not  satisfied 
on  a  Determination  Date  related  to  any  Distribution  Date,  then  Interest  Proceeds  that  would  otherwise  be 
used  to  make  payments  in  respect  of  interest  on  any  Class  of  Notes  Subordinate  to  that  Class  will  be 
used  instead  to  redeem,  first,  each  Class  (if  any)  of  Notes  Senior  to  such  Class  of  Notes  (sequentially  in 
direct  order  of  seniority)  and,  second,  such  Class  of  Notes,  to  the  extent  necessary  to  cause  each 
Coverage  Test  to  be  satisfied. 

'  In  addition;  each  Class  ofNotes-will  be  subject  to  mandatory  redemption  from  Principal  Proceeds 
available  after  payment  of  certain  other  amounts  in  accordance  with  the  Priority  of  Payments  on  each 
Distribution  Date.   Any  such  redemption  from  Interest  Proceeds  or  Principal  Proceeds  will  be  applied  to 
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each  outstanding  Class  of  Notes  sequentially  in  direct  order  of  seniority  and  will  otherwise  be  effected  as 
described  above  under " — Priority  of  Payments." 

Optional  Redemption 

Subject  to  certain  conditions  described  herein,  the  Issuer  may  redeem  the  Notes  (such 
redemption,  an  "Optional  Redemption"),  in  whole  but  not  in  part,  at  the  direction  of  the  holders  of  at  least 
sixty-six  and  two-thirds  percent  (66  2/3%)  of  the  Preference  Shareholders  at  the  applicable  Redemption 
Price  therefor  on  any  Distribution  Date,  provided  that  no  such  Optional  Redemption  may  be  effected  prior 
to  the  0  Distribution  Date.  Any  such  Optional  Redemption  may  only  be  effected  on  a  Distribution  Date  at 
the  applicable  Redemption  Price  and  only  from  the  Disposition  Proceeds  of  all  Collateral  including  the 
Eligible  Investments  credited  to  the  Accounts  (other  than  that  in  the  Interest  Rate  Swap  Counterparty 
Collateral  Account  and  the  Synthetic  Security  Issuer  Account)  on  such  Distribution  Date.  No  Optional 
Redemption  may  be  effected,  however,  unless  (i)  all  such  Disposition  Proceeds  are  used,  in  whole  or  in 
part,  to  make  such  an  Optional  Redemption  and  (ii)  such  Disposition  Proceeds  (including  the  payment  in 
full  to  the  Issuer  of  all  amounts  that  can  be  withdrawn  under  the  Investment  Agreement)  are  at  least  equal 
to  the  Redemption  Amount. 

Any  Optional  Redemption  is  subject  to  (i)  the  sale  of  the  Collateral  (other  than  the  cash  and 
Eligible  Investments  referred  to  in  clause  (b)  of  this  sentence)  arranged  by  the  Collateral  Manager,  on  the 
proposed  Redemption  Date,  for  a  sale  price  in  cash  at  least  equal  to  (a)  the  Redemption  Amount  minus 
(b)  the  balance  of  the  cash  and  Eligible  Investments  in  the  Accounts  (other  than  that  in  the  [Interest  Rate 
Swap  Counterparty  Collateral  Account  and  the]  Synthetic  Security  Issuer  Account)  and  (ii)  the  receipt  by 
the  Trustee  from  the  Collateral  Manager  of  certification  from  the  Collateral  Manager  that  the  sum  so 
received  from  the  purchaser  satisfies  clause  (i).  Upon  receipt  by  the  Trustee  of  the  certification  referred 
to  in  the  preceding  sentence,  the  Issuer  shall  take  all  actions  necessary  to  sell,  assign  and  transfer  the 
Collateral  to  the  prospective  purchaser  upon  payment  in  immediately  available  funds  of  the  sum  referred 
to  above  and  the  Trustee  shall  release  the  Collateral  from  the  lien  of  the  Indenture.  The  Trustee  shall 
deposit  such  payment  into  the  Collection  Accounts.  The  Collateral  Manager  or  an  Affiliate  thereof  may  be 
the  purchaser  of  the  Collateral  in  accordance  with  the  procedures  set  forth  in  the  Management 
Agreement. 

Auction  Call  Redemption 

In  accordance  with  the  procedures  set  forth  in  Schedule  B  to  this  Offering  Circular  (the  "Auction 
Procedures"),  the  Auction  Agent  shall,  at  the  expense  of  the  Issuer,  conduct  an  auction  (an  "Auction")  of 
the  Underlying  Assets  if,  on  or  prior  to  the  Distribution  Date  occurring  in  Q,  the  Notes  have  not  been 
redeemed  in  full  and  the  holders  of  the  Preference  Shares  have  not  directed  an  Optional  Redemption  of 
the  Notes.  The  Auction  will  be  conducted  not  later  than  seven  Business  Days  prior  to  (a)  the  Distribution 
Date  occurring  in  □  (the  "First  Auction  Call  Date")  and  (b)  if  the  Notes  are  not  redeemed  in  full  on  such 
Distribution  Date,  each  subsequent  Distribution  Date  occurring  on  or  closest  to  any  six-month  anniversary 
of  the  First  Auction  Call  Date  (each,  a  "Subsequent  Auction  Call  Date"  and,  together  with  the  First 
Auction  Call  Date,  each  an  "Auction  Date"),  until  the  Notes  have  been  redeemed  in  full.  Any  of  the 
Collateral  Manager  (if  it  is  not  the  Auction  Agent),  the  Initial  Purchaser,  the  Preference  Shareholder  or  the 
Trustee  or  any  of  their  respective  affiliates  may,  but  will  not  be  required  to,  bid  at  the  Auction. 

The  Notes  will  be  redeemable  at  the  applicable  Redemption  Price  and  Preference  Shares  will  be 

"redeemable  at  a  price  equarto'not  less  than  the  Minimum  Preference  Share  Redemption  Amount.  The 

Notes  and  Preference  Shares  will  be  redeemable  from  the  Disposition  Proceeds  of  all  Collateral  including 

Eligible  Investments  credited  to  the  Accounts  (other  than  that  in  the  [Interest  Rate  Swap  Counterparty 

Collateral  Account  and  the]  Synthetic  Security  Issuer  Account);  provided  that  funds  under  clauses  (a)  and 
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(b)  are  sufficient  to  pay  in  full  (i)  the  Redemption  Amount  and  (ii)  the  Minimum  Preference  Share 
Redemption  Amount  The  "Minimum  Preference  Share  Redemption  Amount"  shall  equal  (i)  the 
aggregate  liquidation  preference  of  the  Preference  Shares  minus  (ii)  the  aggregate  amount  of  all  cash 
distributions  on  the  Preference  Shares  (whether  in  respect  of  dividends  or  redemption  payments)  made  to 
the  Preference  Share  Paying  Agent  for  distribution  to  the  Preference  Shareholders  prior  to  the  relevant 
Auction  Date.  If  an  Auction  Call  Redemption  is  not  completed  on  any  Auction  Date,  the  Auction  Agent 
shall  carry  out  an  Auction  in  accordance  with  the  Auction  Procedures  on  each  subsequent  Auction  Date 
until  an  Auction  Call  Redemption  is  completed  successfully  (the  "Auction  Call  Redemption  Date"). 

Pursuant  to  the  Management  Agreement,  the  Issuer  has  designated  the  Collateral  Manager  (in 
such  capacity,  the  "Auction  Agent")  as  the  Issuer's  agent  in  connection  with  the  sale  of  the  Collateral  in 
connection  with  any  Auction  Call  Redemption  or  if  the  Collateral  Manager  indicates  its  desire  to  bid  on  the 
Underlying  Assets,  the  Collateral  Manager  shall  resign  as  Auction  Agent  and  the  Auction  Agent  for  that 
Auction  may  be  the  Initial  Purchaser,  an  Affiliate  of  the  Initial  Purchaser  or  another  unaffiliated  third  party 
as  successor  Auction  Agent. 

The  Issuer  shall  Dispose  of  and  transfer  the  Underlying  Assets  to  the  highest  bidder  identified  by 
the  Auction  Agent  (or  to  the  highest  bidder  for  each  subpool)  at  the  Auction  and  the  Trustee  shall  release 
the  Collateral  from  the  lien  of  the  Indenture,  as  long  as: 

(a)  the  Auction  has  been  conducted  in  accordance  with  the  Auction  Procedures,  as 
evidenced  by  a  certification  of  the  Auction  Agent; 

(b)  the  Auction  Agent  has  received  bids  for  the  Underlying  Assets  (or  for  each  of  the  related 
subpools)  from  at  least  two  prospective  purchasers  (including  the  winning  bidder) 
identified  on  a  list  of  Qualified  Bidders  provided  by  the  Auction  Agent  to  the  Trustee  in 
accordance  with  the  Indenture;  provided  that  each  Qualified  Bidder  for  the  Synthetic 
Securities  shall  have  been  approved  by  ihe  relevant  Synthetic  Security  Counterparty; 
provided,  further,  that  if  the  Auction  Agent  has  not  received  bids  for  one  or  more 
Synthetic  Securities,  the  requirements  of  this  clause  may  be  satisfied  by  determining 
required  payments  from  or  to  the  Issuer  relating  to  the  termination  of  such  Synthetic 
Securities  and  including  such  aggregate  amount  in  the  calculation  of  the  Redemption 
Amount; 

(c)  the  Auction  Agent  certifies  that  the  highest  bids  would  result  in  the  Disposition  of  the 
Underlying  Assets  (or  the  related  subpools)  for  a  purchase  price  (paid  in  cash)  that, 
together  with  the  balance  of  all  Eligible  Investments  (including  the  payment  in  full  to  the 
Issuer  of  all  amounts  that  can  be  withdrawn  under  the  Investment  Agreement)  and  cash 
held  by  the  Issuer  (other  than  Eligible  Investments  and  cash  in  the  [Interest  Rate  Swap 
Counterparty  Collateral  Account  and  the]  Synthetic  Security  Issuer  Account),  will  be  at 
least  equal  to  the  sum  of  (i)  the  Redemption  Amount  and  (ii)  the  Minimum  Preference 
Share  Redemption  Amount;  and 

(d)  the  highest  bidder  (or  the  highest  bidder  for  each  subpool)  enters  into  a  written 
agreement  with  the  Issuer  (which  the  Issuer  will  execute  if  the  conditions  set  forth  above 
and  in  the  Indenture  are  satisfied  (such  execution  to  constitute  certification  by  the  Issuer 
that  such  conditions  have  been  satisfied))  that  obligates  the  highest  bidder  (or  the  highest 
bidder  for  each  subpool)  to  acquire  all  of  the  Underlying  Assets  (or  the  relevant  subpool) 
and  provides  for  payment  in  full  (in  cash)  of  the  price  for  any  Underlying  Asset  that  is  not 
a  Synthetic  Security  and  any  amount  due  to  the  Issuer  as  a  result  of  the  assignment  of 
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the  Synthetic  Securities  to  the  Trustee  on  or  prior  to  the  sixth  Business  Day  following  the 
relevant  Auction  Date. 

Provided  that  all  of  the  conditions  set  forth  in  clauses  (a)  through  (d)  of  the  preceding  paragraph 
have  been  met,  the  Issuer  will  Dispose  of  and  transfer  the  Underlying  Assets  (or  the  related  subpool), 
without  representation,  warranty  or  recourse,  to  such  highest  bidder  identified  by  the  Auction  Agent  (or 
the  highest  bidder  for  each  subpool,  as  the  case  may  be)  in  accordance  with  and  upon  completion  of  the 
Auction  Procedures.  The  Issuer  will  deposit  the  purchase  price  for  the  Underlying  Assets  in  the  Collection 
Accounts  and,  on  the  Distribution  Date  immediately  following  the  relevant  Auction  Date,  (i)  pay  the 
Redemption  Amount  and  (ii)  make  a  payment  to  the  Preference  Share  Paying  Agent  (that  shall  not  be 
less  than  the  Minimum  Preference  Share  Redemption  Amount)  for  distribution  to  the  holder  of  the 
Preference  Shares  in  an  amount  equal  to  the  remainder  of  such  Disposition  Proceeds  and  cash  in  the 
Collection  Accounts  (such  redemption,  the  "Auction  Call  Redemption").  Notwithstanding  the  foregoing, 
the  holders  of  100%  of  the  aggregate  outstanding  principal  amount  of  a  Class  of  Notes  may  elect,  in 
connection  with  any  Auction  Call  Redemption,  to  receive  less  than  100%  of  the  Redemption  Price  that 
would  otherwise  be  payable  to  holders  of  such  Class  (and  the  Redemption  Price  shall  be  reduced  by 
such  amount). 

If  any  of  the  foregoing  conditions  is  not  met  with  respect  to  any  Auction  or  if  the  highest  bidder  (or 
the  highest  bidder  for  any  subpool,  as  the  case  may  be)  fails  to  pay  the  purchase  price  before  the  sixth 
Business  Day  following  the  relevant  Auction  Date,  (a)  the  Auction  Call  Redemption  will  not  occur  on  the 
Distribution  Date  following  the  relevant  Auction  Date,  (b)  the  Auction  Agent  will  notify  the  Trustee  and  the 
Trustee  will  give  notice  of  the  withdrawal,  (c)  subject  to  clause  (d)  below,  the  Trustee  on  behalf  of  the 
Issuer  will  decline  to  consummate  such  sale  and  the  Auction  Agent  will  not  solicit  any  further  bids  or 
otherwise  negotiate  any  further  Disposition  of  Underlying  Assets  in  relation  to  such  Auction  and  (d)  unless 
the  Notes  are  redeemed  in  full  prior  to  the  next  succeeding  Auction  Date,  the  Auction  Agent  will  conduct 
another  Auction  on  the  next  succeeding  Auction  Date. 

The  Notes  may  not  be  redeemed  pursuant  to  an  Auction  Call  Redemption  unless,  at  least  four 
Business  Days  before  the  scheduled  Redemption  Date,  the  Collateral  Manager  shall  have  furnished  to 
the  Trustee  and  any  Interest  Rate  Swap  Counterparty  evidence,  in  form  satisfactory  to  the  Trustee,  that 
the  Issuer  has  entered  into  a  binding  agreement  or  agreements  with  (or  guaranteed  by)  a  financial 
institution  or  institutions  (whose  long-term  unsecured  debt  obligations  (other  than  such  obligations  whose 
rating  is  based  on  the  credit  of  a  person  other  than  such  institution)  have  a  credit  rating  from  each  Rating 
Agency  at  least  equal  to  the  highest  rating  of  the  Notes  then  outstanding  or  whose  short-term  unsecured 
debt  obligations  have  a  credit  rating  of  at  least  "A-1"  by  Standard  &  Poor's  and  (if  rated  by  Fitch)  at  least 
"F1"  by  Fitch  and  provided  that  in  case  such  financial  institution  is  the  Collateral  Manager  no  credit  rating 
is  required)  to  sell,  not  later  than  the  Business  Day  immediately  preceding  the  scheduled  Redemption 
Date,  in  immediately  available  funds,  all  or  part  of  the  Underlying  Assets  at  a  sale  price  (including  in  such 
price  an  amount  equal  to  any  accrued  interest)  which,  together  with  the  balance  of  the  cash  and  Eligible 
Investments  in  the  Accounts  (other  than  that  in  the  [Interest  Rate  Swap  Counterparty  Collateral  Account 
and  the]  Synthetic  Security  Issuer  Account),  is  at  least  equal  to  (i)  the  Redemption  Amount  and  (ii)  the 
Minimum  Preference  Share  Redemption  Amount. 

Clean-Up  Call  Redemption 

At  the  direction  of  the  Collateral  Manager,  the  Notes  will  be  subject  to  redemption  by  the  Issuer, 
in  whole  but  not  in  part  (a  "Clean-Up  Call  Redemption"),  at  the  applicable  Redemption  Price  on  any 
Distribution  Date  which  occurs  on  or  after  the  Distribution  Date  on  which  the  aggregate  outstanding 
principal  amount  of  the  Notes  is  less  than  or  equal  to  D%  of  the  original  aggregate  outstanding  principal 
amount  of  the  Notes  as  of  the  Closing  Date.  Any  such  redemption  may  only  be  effected  on  a  Distribution 
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Date  and  only  from  the  Disposition  Proceeds  of  all  Collateral  including  the  Eligible  Investments  credited  to 
the  Accounts  (other  than  that  in  the  Synthetic  Security  Issuer  Account)  and  all  Offsetting  Transactions. 

Any  Clean-Up  Call  Redemption  is  subject  to  (a)  the  purchase  of  the  Collateral  (other  than  the 
cash  and  Eligible  Investments  referred  to  in  clause  (ii)  below)  by  the  Collateral  Manager  or  any  of  its 
Affiliates  from  the  Issuer,  on  the  scheduled  Redemption  Date,  for  a  purchase  price  in  cash  at  least  equal 
to  (i)  the  Redemption  Amount  minus  (ii)  the  balance  of  the  cash  and  Eligible  Investments  in  the  Accounts 
(other  than  that  in  the  Synthetic  Security  Issuer  Account,  but  including  the  payment  in  full  to  the  Issuer  of 
all  amounts  that  can  be  withdrawn  under  the  Investment  Agreement)  and  (b)  the  receipt  by  the  Trustee, 
prior  to  such  purchase,  of  the  Collateral  Manager's  certification  that  the  sum  so  received  satisfies  clause 
(a).  Upon  receipt  by  the  Trustee  of  the  Collateral  Manager's  certification,  the  Trustee  and  the  Issuer  shall 
take  all  actions  necessary  to  sell,  assign  and  transfer  the  Collateral  to  the  Collateral  Manager  or  any  of  its 
Affiliates  upon  payment  in  immediately  available  funds  of  the  purchase  price.  The  Trustee  shall  deposit 
such  payment  into  the  Collection  Accounts  and  apply  the  funds  therein  in  accordance  with  the  Priority  of 
Payments  on  such  Redemption  Date. 

Tax  Redemption 

The  Notes  will  be  redeemable  (such  redemption,  a  "Tax  Redemption"),  in  whole  but  not  in  part, 
by  the  Issuer  at  the  direction  of  a  Majority-in-lnterest  of  Preference  Shareholders.  Any  such  redemption 
may  only  be  effected  on  a  Distribution  Date  at  the  applicable  Redemption  Price  and  only  from  the 
Disposition  Proceeds  of  all  Collateral  including  the  Eligible  Investments  credited  to  the  Accounts  (other 
than  that  in  the  [Interest  Rate  Swap  Counterparty  Collateral  Account  and  the]  Synthetic  Security  Issuer 
Account).  No  Tax  Redemption  may  be  effected,  however,  unless  (i)  all  such  Disposition  Proceeds  are 
used,  in  whole  or  in  part,  to  make  such  Tax  Redemption,  (ii)  such  Disposition  Proceeds  (including  the 
payment  in  full  to  the  Issuer  of  all  amounts  that  can  be  withdrawn  under  the  Investment  Agreement)  are 
sufficient  to  pay  in  full  the  Redemption  Amount,  (iii)  a  Tax  Event  shall  have  occurred  and  (iv)  the  Tax 
Materiality  Condition  is  satisfied. 

A  "Tax  Event"  will  occur,  whether  or  not  as  a  result  of  any  change  in  law  or  interpretation,  if  (a) 
any  obligor  is  required  to  deduct  or  withhold  from  any  payment  under  any  Underlying  Asset  to  the  Issuer 
for  or  on  account  of  any  tax  for  whatever  reason,  whether  or  not  as  a  result  of  any  change  in  law  or 
interpretation,  and  such  obligor  is  not  required  to  pay  to  the  Issuer  such  additional  amount  as  is 
necessary  to  ensure  that  the  net  amount  actually  received  by  the  Issuer  (free  and  clear  of  taxes,  whether 
assessed  against  such  obligor  or  the  Issuer)  will  equal  the  full  amount  that  the  Issuer  would  have 
received  had  no  such  deduction  or  withholding  occurred,  (b)  the  Issuer  or  an  Interest  Rate  Swap 
Counterparty  is  required  to  deduct  or  withhold  from  any  payment  under  any  Interest  Rate  Swap 
Agreement  for  or  on  account  of  any  tax  and  the  Issuer  is  obligated  to  pay  gross-up  amounts  to  the 
relevant  Interest  Rate  Swap  Counterparty,  or  the  relevant  Interest  Rate  Swap  Counterparty  is  not 
obligated  to  pay  the  Issuer  such  additional  amount  as  is  necessary  to  ensure  that  the  net  amount  actually 
received  by  the  Issuer  (free  and  clear  of  taxes,  whether  assessed  against  such  obligor  or  the  Issuer)  will 
equal  the  full  amount  that  the  Issuer  would  have  received  had  no  such  deduction  or  withholding  occurred 
or  (c)  any  net  income,  profits  or  similar  tax  is  imposed  on  the  Issuer.  The  "Tax  Materiality  Condition" 
will  be  satisfied  during  any  12-month  period  if  any  combination  of  Tax  Events  results,  in  aggregate,  in  a 
payment,  charge  or  tax  burden  to  the  Issuer  in  excess  of  U.S.$1, 000,000. 

Any  Tax  Redemption  is  subject  to  (a)  the  Disposition  of  the  Collateral  (other  than  the  cash  and 
Eligible  Investments  referred  to  in  clause  (ii)  below)  arranged  by  the  Collateral  Manager,  on  the 
scheduled  Redemption  Date,  for  a  sale  price  in  cash  at  least  equal  to  (i)  the  Redemption  Amount  minus 
(ii)  the  balance  of  Eligible  Investments  and  cash  in  the  Accounts  (other  than  that  in  the  [Interest  Rate 
Swap  Counterparty  Collateral  Account  and  the]  Synthetic  Security  Issuer  Account),  and  (b)  the  receipt  by 
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the  Trustee  of  certification  from  the  Collateral  Manager  that  the  sum  so  received  from  the  purchaser 
satisfies  clause  (a).  Upon  receipt  by  the  Trustee  of  the  Collateral  Manager's  certification,  the  Issuer  shall 
take  all  actions  necessary  to  sell,  assign  and  transfer  the  Collateral  to  the  prospective  purchaser  upon 
payment  in  immediately  available  funds  of  the  sum  referred  to  above  and  the  Trustee  shall  release  the 
Collateral  from  the  lien  of  the  Indenture.  The  Collateral  Manager  or  an  Affiliate  of  the  Collateral  Manager 
may  purchase  the  Collateral.  The  Trustee  shall  deposit  such  payment  into  the  Collection  Accounts. 

Redemption  Price  and  Redemption  Amount 

The  amount  payable  in  connection  with  an  Auction  Call  Redemption,  Optional  Redemption, 
Clean-Up  Call  Redemption  or  Tax  Redemption  of  any  Note  will  be  an  amount  equal  to  (a)  the  aggregate 
outstanding  principal  amount  of  such  Note  being  redeemed,  plus  (b)  the  accrued  and  unpaid  interest 
thereon  (including  Defaulted  Interest  and  Deferred  Interest  and  interest  thereon,  if  any)  (the  "Redemption 
Price"). 

"Redemption  Amount"  means,  with  respect  to  an  Auction  Call  Redemption,  Optional 
Redemption,  Clean-Up  Call  Redemption  or  Tax  Redemption,  an  amount  equal  to  the  sum  of  (i)  the 
Redemption  Price  in  respect  of  all  Notes  and  (ii)  all  unpaid  administrative  expenses  (including 
indemnities)  and  fees  then  due  and  payable  of  the  Issuers,  including  any  termination  payments  payable 
by  the  Issuer  under  any  Interest  Rate  Swap  Agreement  and  the  Synthetic  Securities,  the  Management 
Fee  due  to  the  Collateral  Manager  and,  with  respect  to  an  Auction  Call  Redemption,  fees  and  expenses 
of  the  Auction  Agent. 

Redemption  Procedures 

Notice  of  any  Auction  Call  Redemption,  Optional  Redemption,  Clean-Up  Call  Redemption  or  Tax 
Redemption  will  be  given  by  first-class  mail,  postage  prepaid,  mailed  not  less  than  ten  days  and  not  more 
than  30  days  prior  to  the  date  scheduled  for  redemption  (with  respect  to  such  Auction  Caii  Redemption, 
Optional  Redemption,  Clean-Up  Call  Redemption  or  Tax  Redemption,  the  "Redemption  Date"),  to  DTC, 
to  the  registered  holders  of  the  Regulation  S  Global  Notes  by  delivery  of  the  relevant  notice  to  Euroclear 
and  Clearstream  for  communication  by  them  to  entitled  accountholders  and  to  each  holder  of  Preference 
Shares  at  such  holder's  address  in  the  Note  Register  or,  in  the  case  of  the  Preference  Shares,  the 
register  of  Preference  Shares  maintained  under  the  Preference  Share  Paying  Agency  Agreement  (the 
"Share  Register"),  any  Interest  Rate  Swap  Counterparty,  each  Synthetic  Security  Counterparty,  the  Initial 
Investment  Agreement  Provider  and  to  each  Rating  Agency.  The  Trustee  will  also  give  notice  thereof  to 
the  Company  Announcements  Office  of  the  Irish  Stock  Exchange.  Notes  must  be  surrendered  at  the 
offices  of  a  Paying  Agent  under  the  Indenture  in  order  to  receive  the  applicable  Redemption  Price,  unless 
the  holder  provides  (a)  an  undertaking  to  surrender  such  Note  thereafter  and  (b)  in  the  case  of  a  holder 
that  is  not  a  Qualified  Institutional  Buyer,  such  security  or  indemnity  as  may  be  required  by  the  Issuers  or 
the  Trustee. 

Any  notice  of  redemption  may  be  withdrawn  by  the  Issuer  up  to  the  fifth  Business  Day  prior  to  the 
scheduled  Redemption  Date  by  written  notice  to  the  Trustee,  any  Interest  Rate  Swap  Counterparty,  each 
Synthetic  Security  Counterparty,  the  Initial  Investment  Agreement  Provider  and  the  Collateral  Manager; 
provided  that  such  notice  is  effective  only  if  the  Disposition  Proceeds  and  the  Collateral  Manager 
certificates  (if  any)  required  to  be  delivered  to  the  Trustee  with  respect  to  an  Auction  Call  Redemption, 
Optional  Redemption,  Tax  Redemption  or  Clean-Up  Call  Redemption  have  not  been  delivered  to  the 
Trustee  by  such  date  in  form  satisfactory  to  the  Trustee.  Notice  of  any  such  withdrawal  shall  be  given  by 
the  Trustee  to  DTC,  to  the  registered  holders  of  the  Regulation  S  Global  Notes  by  delivery  of  the  relevant 
notice  to  Euroclear  and  Clearstream  for  communication  by  them  to  entitled  accountholders  and  to  each 
holder  of  Preference  Shares  at  such  holder's  address  in  the  Share  Register. 
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Cancellation 

All  Notes  that  are  redeemed  or  paid  and  surrendered  for  cancellation  as  described  herein  will 
forthwith  be  canceled  and  may  not  be  reissued  or  resold. 

Form,  Denomination,  Registration  and  Transfer 

General 

(1)  The  Notes  which  will  be  offered  by  the  Initial  Purchaser  to  persons  that  are  not  U.S. 
Persons  and  outside  the  United  States  will  initially  be  represented  by  one  or  more  Temporary  Regulation 
S  Global  Notes  in  definitive,  fully  registered  form,  without  interest  coupons  attached,  deposited  with  the 
Trustee  as  custodian  for,  and  registered  in  the  name  of,  DTC  or  its  nominee,  initially  for  the  accounts  of 
Euroclear  and  Clearstream.  On  the  40th  day  after  which  all  of  the  Notes  of  any  Class  have  been  sold  to 
investors  other  than  the  Initial  Purchaser  or  its  Affiliates,  and  subject  to  the  receipt  by  the  Trustee  of  a 
certificate  in  the  form  provided  by  the  Indenture  from  the  person  holding  such  interest,  a  beneficial 
interest  in  a  Class  of  Temporary  Regulation  S  Global  Notes  may  be  exchanged  for  an  interest  in  a 
Permanent  Regulation  S  Global  Note  of  such  Class  in  fully  registered  form  without  coupons  in  an  amount 
equal  to  the  aggregate  principal  amount  of  such  interest  in  the  Temporary  Regulation  S  Global  Note. 
During  the  Distribution  Compliance  Period,  beneficial  interests  in  a  Regulation  S  Global  Note  may  be  held 
only  through  Euroclear  and  Clearstream.  By  acquisition  of  a  beneficial  interest  in  a  Regulation  S  Global 
Note,  any  purchaser  thereof  will  be  deemed  to  represent  that  it  is  not  a  U.S.  Person  and  that,  if  in  the 
future  it  decides  to  transfer  such  beneficial  interest,  it  will  transfer  such  interest  only  (x)  to  a  non-U. S. 
Person  in  an  offshore  transaction  in  accordance  with  Regulation  S,  or  (y)  to  a  person  who  takes  delivery 
in  the  form  of  a  Restricted  Note.  Beneficial  interests  in  each  Regulation  S  Note  will  be  shown  on,  and 
transfers  thereof  will  be  effected  only  through,  records  maintained  by  DTC  and  its  direct  and  indirect 
participants,  including  Euroclear  and  Clearstream. 

(2)  The  Notes  which  will  be  offered  by  the  Initial  Purchaser  in  reliance  upon  an  exemption 
from  the  registration  requirements  of  the  Securities  Act  (a)  under  Section  4(2)  of  the  Securities  Act  or  (b) 
pursuant  to  Rule  144A  will  be  represented  by  one  or  more  Restricted  Global  Notes  in  fully  registered 
form,  without  interest  coupons  attached,  deposited  with  the  Trustee  as  custodian  for,  and  registered  in  the 
name  of,  DTC  or  its  nominee.  By  acquisition  of  a  beneficial  interest  in  a  Restricted  Note,  any  purchaser 
thereof  will  be  deemed  to  represent  that  it  is  a  U.S.  Person  and  that,  if  in  the  future  it  decides  to  transfer 
such  beneficial  interest,  it  will  transfer  such  interest  only  (a)  to  a  Qualified  Institutional  Buyer  that  is  a 
Qualified  Purchaser,  or  (b)  to  a  non-U.S.  Person  in  an  offshore  transaction  in  accordance  with  Regulation 
S.  Restricted  Notes  may  not  be  transferred  to  non-U.S.  Persons  except  in  the  form  of  a  Regulation  S 
Note.  Interests  in  Restricted  Global  Notes  will  be  shown  on,  and  transfers  thereof  will  be  effected  only 
through,  records  maintained  by  DTC  and  its  direct  and  indirect  participants. 

(3)  The  Notes  are  subject  to  the  restrictions  on  transfer  set  forth  herein  under  "Transfer 
Restrictions." 

(4)  Owners  of  beneficial  interests  in  Regulation  S  Global  Notes  and  Restricted  Global  Notes 
will  be  entitled  or  required,  as  the  case  may  be,  under  certain  limited  circumstances  described  below,  to 
receive  physical  delivery  of  certificated  Notes  (either  a  "Restricted  Definitive  Note"  or  a  "Regulation  S 
Definitive  Note"  and  collectively,  "Definitive  Notes")  in  fully  registered,  definitive  form.  No  owner  of  an 
interest  in  a  Regulation  S  Global  Note  will  be  entitled  to  receive  a  Definitive  Note  (a)  until  after  the 
expiration  of  the  Distribution  Compliance  Period  and  (b)  unless  (i)  for  a  person  other  than  a  distributor  (as 
defined  in  Regulation  S),  such  person  provides  certification  that  the  Definitive  Note  will  be  owned  by  a 
person  that  is  not  a  U.S.  Person  (as  defined  in  Regulation  S)  or  (ii)  for  a  person  that  is  a  U.S.  Person, 
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such  person  provides  certification  that  any  interest  in  such  Definitive  Note  was  purchased  in  a  transaction 
that  did  not  require  registration  under  the  Securities  Act  and  that  such  person  is  a  Qualified  Purchaser. 
The  Notes  are  not  issuable  in  bearer  form. 

(5)  Pursuant  to  the  Indenture,  the  Trustee  has  been  appointed  and  will  serve  as  the  registrar 
of  the  Notes  (the  "Note  Registrar")  and  will  provide  for  the  registration  of  the  Notes  and  the  registration  of 
transfers  of  Notes  in  the  register  maintained  by  it  (the  "Note  Register").  The  Trustee  has  been  appointed 
as  a  transfer  agent  with  respect  to  the  Notes  (in  such  capacity,  a  "Transfer  Agent"). 

(6)  The  Notes  (or  interests  therein)  will  be  issuable  in  minimum  denominations  of 
U.S.$500,000  and  in  integral  multiples  of  U.S.$1,000  in  excess  thereof. 

Global  Notes 

(1)  So  long  as  the  depositary  for  a  Global  Note,  or  its  nominee,  is  the  registered  holder  of 
such  Global  Note,  such  depositary  or  such  nominee,  as  the  case  may  be,  will  be  considered  the  absolute 
owner  or  holder  of  such  Regulation  S  Note  or  Restricted  Note,  as  the  case  may  be,  represented  by  such 
Global  Note  for  all  purposes  under  the  Indenture  and  the  Notes  and  members  of,  or  participants  in,  the 
depositary  (the  "Participants"),  as  well  as  any  other  persons  on  whose  behalf  Participants  may  act 
(including  Euroclear  and  Clearstream  and  account  holders  and  participants  therein),  will  have  no  rights 
under  the  Indenture  or  under  a  Note.  Owners  of  beneficial  interests  in  a  Global  Note  will  not  be 
considered  to  be  the  owners  or  holders  of  any  Note  under  the  Indenture  or  the  Notes.  In  addition,  no 
beneficial  owner  of  an  interest  in  a  Global  Note  will  be  able  to  exchange  or  transfer  that  interest,  except  in 
accordance  with  the  applicable  procedures  of  the  depositary  and  (in  the  case  of  a  Regulation  S  Global 
Note)  Euroclear  or  Clearstream  (in  addition  to  those  under  the  Indenture),  in  each  case  to  the  extent 
applicable  (the  "Applicable  Procedures"). 

(2)  Investors  may  hold  their  interests  in  a  Regulation  S  Global  Note  directiy  through 
Eurociear  or  Clearstream,  if  they  are  participants  in  such  systems,  or  indirectly  through  organizations 
which  are  participants  in  such  systems.  After  the  Distribution  Compliance  Period  (but  not  earlier), 
investors  may  also  hold  such  interests  other  than  through  Euroclear  or  Clearstream.  Euroclear  and 
Clearstream  will  hold  interests  in  Regulation  S  Global  Notes  on  behalf  of  their  participants  through 
customers'  securities  accounts  in  their  respective  names  on  the  books  of  their  respective  depositaries, 
which  in  turn  will  hold  such  interests  in  such  Regulation  S  Notes  in  customers'  securities  accounts  in  the 
depositaries'  names  on  the  books  of  DTC.  Investors  may  hold  their  interests  in  a  Restricted  Global  Note 
directly  through  DTC,  if  they  are  participants  in  such  system,  or  indirectly  through  organizations  which  are 
participants  in  such  system. 

(3)  Payments  of  the  principal  of,  and  interest  on,  an  individual  Global  Note  registered  in  the 
name  of  a  depositary  or  its  nominee  will  be  made  to  the  depositary  or  its  nominee,  as  the  case  may  be, 
as  the  registered  owner  of  the  Global  Note.  None  of  the  Issuer,  the  Trustee,  the  Note  Registrar  or  any 
Paying  Agent  will  have  any  responsibility  or  liability  for  any  aspect  of  the  records  relating  to  or  payments 
made  on  account  of  beneficial  ownership  interests  in  Global  Notes  or  for  maintaining,  supervising  or 
reviewing  any  records  relating  to  such  beneficial  ownership  interests. 

(4)  With  respect  to  the  Global  Notes,  the  Issuer  expects  that  the  depositary  for  any  Global 
Note  or  its  nominee,  upon  receipt  of  any  payment  of  principal  of  or  interest  on  such  Global  Note,  will 
credit  the  accounts  of  Participants  with  payments  in  amounts  proportionate  to  their  respective  beneficial 
interests  in  the  principal  amount  of  such  Global  Note  as  shown  on  the  records  of  the  depositary  or  its 
nominee.  The  Issuer  also  expects  that  payments  by  Participants  to  owners  of  beneficial  interests  in  such 
Global  Note  held  through  such  Participants  will  be  governed  by  standing  instructions  and  customary 
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practices,  as  is  now  the  case  with  securities  held  for  the  accounts  of  customers  registered  in  the  name  of 
nominees  for  such  customers.  Such  payments  will  be  the  responsibility  of  such  Participants. 

Definitive  Notes 

Interests  in  a  Regulation  S  Note  or  a  Restricted  Note  represented  by  a  Global  Note  will  be 
exchangeable  or  transferable,  as  the  case  may  be,  for  a  Regulation  S  Note  or  a  Restricted  Note, 
respectively,  that  is  a  Definitive  Note  if  (a)  DTC  notifies  the  Issuer  that  it  is  unwilling  or  unable  to  continue 
as  depositary  for  such  Note,  (b)  DTC  ceases  to  be  a  "Clearing  Agency"  registered  under  the  Exchange 
Act,  and  a  successor  depositary  is  not  appointed  by  the  Issuer  within  90  days,  (c)  the  transferee  of  an 
interest  in  such  Global  Note  is  required  by  law  to  take  physical  delivery  of  securities  in  definitive  form,  (d) 
any  Regulation  S  Global  Note  becomes  immediately  due  and  payable  following  an  Event  of  Default  under 
the  Indenture,  (e)  DTC,  Euroclear  or  Clearstream  is  closed  for  business  for  a  continuous  period  of  14 
days  (other  than  by  reason  of  holiday),  (f)  DTC,  Euroclear  or  Clearstream  announces  an  intention 
permanently  to  cease  business  and  no  alternative  clearance  system  satisfactory  to  the  Issuer  is  available, 
(g)  as  a  result  of  any  amendment  to,  or  change  in,  the  laws  or  regulations  of  the  Cayman  Islands  or  of 
any  authority  therein  or  thereof  having  power  to  tax  or  in  the  interpretation  or  administration  of  such  laws 
or  regulations  which  becomes  effective  on  or  after  the  Closing  Date,  the  Issuer  or  any  Paying  Agent  is  or 
will  be  required  to  make  any  deduction  or  withholding  from  any  payment  in  respect  of  the  Notes  which 
would  not  be  required  were  the  Notes  in  definitive  form  or  (h)  the  Issuer  so  elects  by  notice  to  the  holders 
of  the  Notes,  and  DTC,  Euroclear  and/or  Clearstream,  as  the  case  may  be,  do  not  object.    Upon  the 
occurrence  of  any  of  the  events  described  in  the  preceding  sentence,  the  Issuer  will  cause  Definitive 
Notes  bearing  an  appropriate  legend  (a  "Legend")  regarding  restrictions  on  transfer  to  be  delivered. 
Upon  the  transfer,  exchange  or  replacement  of  Definitive  Notes  bearing  a  Legend,  or  upon  specific 
request  for  removal  of  a  Legend  on  a  Note,  the  Issuers  shall  deliver  through  the  Trustee  or  any  Paying 
Agent  to  the  holder  and  the  transferee,  as  applicable,  one  or  more  Definitive  Notes  in  certificated  form 
corresponding  to  the  principal  amount  of  Definitive  Notes  surrendered  for  transfer,  exchange  or 
replacement  that  bear  such  Legend,  or  will  refuse  to  remove  such  Legend,  as  the  case  may  be,  unless 
there  is  delivered  to  the  Issuer  such  satisfactory  evidence,  which  may  include  an  opinion  of  U.S.  counsel, 
as  may  reasonably  be  required  by  the  Issuer  that  neither  the  Legend  nor  the  restrictions  on  transfer  set 
forth  therein  is  required  to  ensure  compliance  with  the  provisions  of  the  Securities  Act  or  the  Investment 
Company  Act.  Definitive  Notes  will  be  exchangeable  or  transferable  for  interests  in  other  Definitive  Notes 
as  described  below. 

Transfer  and  Exchange  of  Global  Notes 

(1)  Transfer  of  a  Regulation  S  Note  (or  any  interest  therein)  to  a  transferee  who  takes 
delivery  of  such  Note  (or  interest  therein)  in  the  form  of  a  Restricted  Note  (or  any  interest  therein)  may  be 
made  before  or  after  the  end  of  the  Distribution  Compliance  Period,  in  accordance  with  the  Applicable 
Procedures  (in  the  case  of  Global  Notes)  and  upon  receipt  by  the  Trustee,  the  Issuers  and  the  Note 
Registrar  of  a  transfer  certificate  in  the  form  provided  in  the  Indenture  to  the  effect  that,  among  other 
things,  such  transfer  is  being  made  (a)  to  a  person  whom  the  transferor  reasonably  believes  is  a  Qualified 
Institutional  Buyer,  acquiring  such  Notes  (or  any  interest  therein)  for  its  own  account  and  to  whom  notice 
is  given  that  the  resale,  pledge  or  other  transfer  is  being  made  in  reliance  on  the  exemption  from  the 
registration  requirements  of  the  Securities  Act  provided  by  Rule  144A  and  a  Qualified  Purchaser,  and  (b) 
in  accordance  with  any  applicable  securities  laws  of  any  state  of  the  United  States  and  any  other  relevant 
jurisdiction  and  from  the  transferee  in  the  form  provided  for  in  the  Indenture.  An  exchange  or  transfer  of  a 
Note  represented  by  a  Definitive  Note  to  a  transferee  who  takes  delivery  of  such  Note  in  the  form  of  a 
Restricted  Global  Note  may  be  made  after  the  receipt  by  the  Note  Registrar  or  Transfer  Agent,  as  the 
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case  may  be,  of  the  Definitive  Notes  to  be  so  exchanged  or  transferred  and  upon  receipt  by  the  Trustee 
and  the  Issuers  of  a  transfer  certificate  in  the  form  provided  in  the  Indenture. 

An  owner  of  a  beneficial  interest  in  a  Regulation  S  Global  Note  may  transfer  such  interest  in  the 
form  of  a  beneficial  interest  in  such  Regulation  S  Global  Note  without  the  provision  of  written  certification, 
provided  that  such  transfer  is  not  made  to  a  U.S.  Person  or  for  the  account  or  benefit  of  a  U.S.  Person 
and  is  effected,  prior  to  the  expiration  of  the  Distribution  Compliance  Period,  through  Euroclear  or 
Clearstream  or,  after  the  expiration  of  the  Distribution  Compliance  Period,  through  a  clearing  system 
other  than  Euroclear  or  Clearstream,  in  an  offshore  transaction  as  required  by  Regulation  S. 

(2)  Transfer  of  a  Restricted  Note  (or  any  interest  therein)  to  a  transferee  who  takes  delivery 
of  such  Note  (or  interest  therein)  in  the  form  of  a  Regulation  S  Note  will  be  made  only  in  accordance  with 
the  Applicable  Procedures  (in  the  case  of  Global  Notes)  and  upon  receipt  by  the  Trustee,  the  Issuers  and 
the  Note  Registrar  of  a  transfer  certificate  in  the  form  provided  in  the  Indenture  to  the  effect  that  such 
transfer  is  being  made  to  a  non-U. S.  Person  in  an  offshore  transaction  (within  the  meaning  of  Regulation 
S)  in  accordance  with  Rule  904  of  Regulation  S.  An  exchange  or  transfer  of  a  Note  represented  by  a 
Definitive  Note  to  a  transferee  who  takes  delivery,  of  such  Note  in  the  form  of  a  Regulation  S  Global  Note 
may  be  made  after  the  receipt  by  the  Note  Registrar  or  Transfer  Agent,  as  the  case  may  be,  of  the 
Definitive  Notes  to  be  so  exchanged  or  transferred  and  upon  receipt  by  the  Trustee  and  the  Issuers  of  a 
transfer  certificate  in  the  form  provided  in  the  Indenture. 

An  owner  of  a  beneficial  interest  in  a  Restricted  Global  Note  may  transfer  such  interest  in  the 
form  of  a  beneficial  interest  in  such  Restricted  Global  Note  without  the  provision  of  written  certification  if 
the  transferee  is  a  Qualified  Institutional  Buyer  and  a  Qualified  Purchaser. 

(3)  Transfers  between  Participants  in  DTC  will  be  effected  in  the  ordinary  way  in  accordance 
with  the  Applicable  Procedures  and  will  be  settled  in  immediately  available  funds.  Transfers  between 
participants  in  Euroclear  and  Clearstream  will  be  effected  In  the  ordinary  way  in  accordance  with  their 
respective  rules  and  operating  procedures. 

(4)  Notes  in  the  form  of  Definitive  Notes  may  be  exchanged  or  transferred  in  whole  or  in  part 
in  the  principal  amount  of  authorized  denominations  by  surrendering  such  Definitive  Notes  at  the  office  of 
the  Note  Registrar  or  any  Transfer  Agent  with  a  transfer  certificate  in  the  form  provided  in  the  Indenture. 
In  addition,  if  the  Definitive  Notes  being  exchanged  or  transferred  contain  a  Legend,  additional 
certifications  to  the  effect  that  such  exchange  or  transfer  is  in  compliance  with  the  restrictions  contained  in 
such  Legend  may  be  required.  With  respect  to  any  transfer  of  a  portion  of  a  Definitive  Note,  the 
transferor  will  be  entitled  to  receive,  at  any  aforesaid  office,  a  new  Definitive  Note  representing  the 
principal  amount  retained  by  the  transferor  after  giving  effect  to  such  transfer.  Definitive  Notes  issued 
upon  any  such  exchange  or  transfer  (whether  in  whole  or  in  part)  will  be  made  available  at  the  office  of 
the  applicable  Transfer  Agent 

(5)  For  so  long  as  any  of  the  Notes  are  listed  on  the  Irish  Stock  Exchange  and  the  rules  of 
such  exchange  shall  so  require,  the  Issuers  will  have  a  paying  agent  for  such  Notes  in  Ireland  and 
payments  on  and  transfers  or  exchanges  of  interests  in  such  Notes  may  be  effected  through  the  Irish 
Paying  Agent.  If  the  Irish  Paying  Agent  is  replaced  at  any  time  during  such  period,  notice  of  the 
appointment  of  any  replacement  will  be  given  to  the  Company  Announcements  Office  of  the  Irish  Stock 
Exchange. 

(6)  No  service  charge  will  be  made  for  exchange  or  registration  of  transfer  of  any  Note  but 
the  Trustee  may  require  payment  of  a  sum  sufficient  to  cover  any  tax  or  governmental  charge  payable  in 
connection  therewith  and  expenses  of  delivery  (if  any)  not  made  by  regular  mail. 
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(7)  Definitive  Notes  issued  upon  any  exchange  or  registration  of  transfer  of  Notes  will  be 
valid  obligations  of  the  Issuers,  evidencing  the  same  debt,  and  entitled  to  the  same  benefits,  as  the 
Definitive  Notes  surrendered  upon  exchange  or  registration  of  transfer. 

(8)  The  Trustee  will  effect  transfers  of  Global  Notes  and,  along  with  the  Transfer  Agents,  will 
effect  exchanges  and  transfers  of  Definitive  Notes.  In  addition,  the  Note  Registrar  will  keep  in  the  Note 
Register  records  of  the  ownership,  exchange  and  transfer  of  any  Note  in  definitive  form. 

(9)  The  laws  of  some  states  require  that  certain  persons  take  physical  delivery  of  securities 
in  definitive  form.  Consequently,  any  transfer  of  beneficial  interests  in  a  Note  represented  by  a  Global 
Note  to  such  persons  may  require  that  such  interests  in  a  Global  Note  be  exchanged  for  Definitive  Notes. 
Because  DTC  can  only  act  on  behalf  of  Participants,  which  in  turn  act  on  behalf  of  indirect  Participants 
and  certain  banks,  the  ability  of  a  person  having  a  beneficial  interest  in  a  Global  Note  to  pledge  such 
interest  to  persons  or  entities  that  do  not  participate  in  the  DTC  system,  or  otherwise  take  actions  in 
respect  of  such  interest,  may  require  that  such  interest  in  a  Global  Note  be  exchanged  for  Definitive 
Notes.  Interests  in  a  Global  Note  will  be  exchangeable  for  Definitive  Notes  only  as  described  above. 

(10)  Subject  to  compliance  with  the  transfer  restrictions  applicable  to  the  Notes  described 
above  and  under  "Transfer  Restrictions,"  cross-market  transfers  between  DTC,  on  the  one  hand,  and 
directly  or  indirectly  through  Euroclear  or  Clearstream  participants,  on  the  other,  will  be  effected  in  DTC  in 
accordance  with  DTC  rules  on  behalf  of  Euroclear  or  Clearstream,  as  the  case  may  be,  by  its  respective 
depositary;  however,  such  cross-market  transactions  will  require  delivery  of  instructions  to  Euroclear  or 
Clearstream,  as  the  case  may  be,  by  the  counterparty  in  such  system  in  accordance  with  its  rules  and 
procedures  and  within  its  established  deadlines  (Brussels  time).  Euroclear  or  Clearstream,  as  the  case 
may  be,  will,  if  the  transaction  meets  its  settlement  requirements,  deliver  instructions  to  its  respective 
depositary  to  take  action  to  effect  final  settlement  on  its  behalf  by  delivering  or  receiving  interests  in  a 
Regulation  S  Global  Note  in  DTC  and  making  or  receiving  payment  in  accordance  with  normal 
procedures  for  same-day  funds  settlement  applicable  to  DTC.  Clearstream  participants  and  Euroclear 
participants  may  not  deliver  instructions  directly  to  the  depositaries  of  Euroclear  or  Clearstream, 
respectively. 

(11)  Because  of  time  zone  differences,  cash  received  in  Euroclear  or  Clearstream  as  a  result 
of  sales  of  interests  in  a  Regulation  S  Global  Note  by  or  through  a  Euroclear  or  Clearstream  participant  to 
a  DTC  participant  will  be  received  with  value  on  the  DTC  settlement  date  but  will  be  available  in  the 
relevant  Euroclear  or  Clearstream  cash  account  only  as  of  the  business  day  following  settlement  in  DTC. 

(12)  DTC  has  advised  the  Issuers  that  It  will  take  any  action  permitted  to  be  taken  by  a  holder 
of  Notes  (including,  without  limitation,  the  presentation  of  Notes  for  exchange  as  described  above)  only  at 
the  direction  of  one  or  more  Participants  to  whose  account  the  DTC  interests  in  the  Global  Notes  are 
credited  and  only  in  respect  of  such  portion  of  the  aggregate  principal  amount  of  the  Notes  as  to  which 
such  Participant  or  Participants  has  or  have  given  such  direction.  However,  if  there  is  an  Event  of  Default 
under  the  Notes,  DTC  will  exchange  the  Global  Notes  for  Definitive  Notes,  legended  as  appropriate, 
which  it  will  distribute  to  its  Participants. 

(13)  DTC  has  advised  the  Issuers  as  follows:  DTC  is  a  limited-purpose  trust  company 
organized  under  the  New  York  Banking  Law,  a  "banking  organization"  within  the  meaning  of  the  New 
York  Banking  Law,  a  member  of  the  Federal  Reserve  System,  a  "clearing  corporation"  within  the  meaning 
of  the  New  York  Uniform  Commercial  Code  and  a  "clearing  agency"  registered  pursuant  to  the  provisions 
of  Section  17A  of  the  Exchange  Act.  DTC  was  created  to  hold  securities  for  its  Participants  and  facilitate 
the  clearance  and  settlement  of  securities  transactions  between  Participants  through  electronic  book- 
entry  changes  in  accounts  of  its  Participants,  thereby  eliminating  the  need  for  physical  movement  of 
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certificates.  Participants  include  securities  brokers  and  dealers,  banks,  trust  companies  and  clearing 
corporations  and  may  include  certain  other  organizations.  Indirect  access  to  the  DTC  system  is  available 
to  others  such  as  banks,  brokers,  dealers  and  trust  companies  that  clear  through  or  maintain  a  custodial 
relationship  with  a  participant,  either  directly  or  indirectly  ("indirect  participants"). 

(14)  Although  DTC,  Euroclear  and  Clearstream  have  agreed  to  the  foregoing  procedures  in 
order  to  facilitate  transfers  of  interests  in  Global  Notes  among  participants  of  DTC,  Euroclear  and 
Clearstream,  they  are  under  no  obligation  to  perform  or  continue  to  perform  such  procedures,  and  such 
procedures  may  be  discontinued  at  any  time.  None  of  the  Issuer,  the  Co-Issuer  and  the  Trustee  will  have 
any  responsibility  for  the  performance  by  DTC,  Euroclear  or  Clearstream  or  their  respective  Participants 
or  indirect  participants  of  their  respective  obligations  under  the  rules  and  procedures  governing  their 
operations. 

(15)  The  Issuer  may  impose  additional  transfer  restrictions  to  comply  with  the  USA  PATRIOT 
Act,  or  any  similar  laws  or  regulations  to  the  extent  they  are  applicable  to  the  Issuer,  and  each  holder  of 
Securities  will  be  required  to  comply  with  such  transfer  restrictions. 

Preference  Shares 

The  Preference  Shares  will  be  issued  in  fully  registered,  definitive  form,  registered  in  the  name  of 
the  legal  owner  thereof  (or  a  nominee  acting  on  behalf  of  the  disclosed  legal  owner  thereof).  No 
Preference  Share  may  be  transferred  except  in  accordance  with  the  terms  set  forth  in  the  Issuer  Charter 
and  the  Preference  Share  Paying  Agency  Agreement. 

No  Gross-Up 

All  payments  made  by  the  Issuer  under  the  Notes  will  be  made  without  any  deduction  or 
withholding  for  or  on  the  account  of  any  tax  unless  such  deduction  or  withholding  is  required  by  applicable 
law,  as  modified  by  the  practice  of  any  relevant  governmental  revenue  authority,  then  in  effect.  If  the 
Issuer  is  so  required  to  deduct  or  withhold,  then  the  Issuer  will  not  be  obligated  to  pay  any  additional 
amounts  in  respect  of  such  withholding  or  deduction. 

The  Indenture 

The  following  summary  describes  certain  provisions  of  the  Indenture.  The  summary  does  not 
purport  to  be  complete  and  is  subject  to,  and  qualified  in  its  entirety  by  reference  to,  the  provisions  of  the 
Indenture. 

Events  of  Default 

An  "Event  of  Default"  is  defined  in  the  Indenture  as: 

(a)  a  default  on  any  Distribution  Date  in  the  payment  of  any  interest  accrued  during  the 
Interest  Period  immediately  preceding  such  Distribution  Date  (i)  on  any  Class  A  Note  or 
Class  B  Note,  (ii)  if  there  are  no  Class  A  Notes  or  Class  B  Notes  outstanding,  on  any 
Class  C  Note,  (iii)  if  there  are  no  Class  A  Notes,  Class  B  Notes  or  Class  C  Notes 
outstanding,  on  any  Class  D  Note  or  (iv)  if  there  are  no  Class  A  Notes,  Class  B  Notes, 
Class  C  Notes,  or  Class  D  Notes  outstanding,  on  any  Class  E  Note,  when  the  same 
becomes  due  and  payable,  in  each  case  which  default  continues  for  a  period  of  three 
Business  Days  (or,  in  the  case  of  a  failure  to  make  such  payment  resulting,  as  certified  in 
writing  by  the  Trustee,  solely  from  an  administrative  error  or  omission  by  the  Trustee,  the 
Administrator,  any  Paying  Agent  or  the  Note  Registrar,  seven  days); 
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(b)  a  default  in  the  payment  of  principal  of  any  Note  at  its  Stated  Maturity  or  Redemption 
Date  or,  in  the  case  of  a  failure  to  make  such  payment  resulting  solely  from  an 
administrative  error  or  omission  by  the  Administrator,  the  Trustee,  any  Paying  Agent  or 
the  Note  Registrar  which  continues  for  a  period  of  seven  days; 

(c)  the  failure  on  any  Distribution  Date  to  disburse  amounts  (other  than  a  default  in  payment 
described  in  clause  (a)  or  (b)  above)  available  in  the  Interest  Collection  Account  or 
Principal  Collection  Account  in  accordance  with  the  order  of  priority  set  forth  above  under 
" — Priority  of  Payments",  which  failure  continues  for  a  period  of  two  Business  Days  or,  in 
the  case  of  a  failure  resulting  solely  from  an  administrative  error  or  omission  by  the 
Trustee,  the  Administrator,  any  Paying  Agent  or  the  Note  Registrar,  which  failure 
continues  for  a  period  of  seven  days; 

(d)  either  of  the  Issuers  becomes  an  investment  company  required  to  be  registered  under 
the  Investment  Company  Act; 

(e)  a  default  in  the  performance,  or  breach,  of  any  other  covenant  or  other  agreement  (other 
than  any  covenant  to  meet  the  Collateral  Quality  Tests  or  the  Coverage  Tests)  of  the 
Issuer  or  the  Co-Issuer  under  the  Indenture  or  any  representation  or  warranty  of  the 
Issuer  or  the  Co-Issuer  made  in  the  Indenture  or  in  any  certificate  or  other  writing 
delivered  pursuant  thereto  or  in  connection  therewith  proves  to  be  incorrect  in  any 
material  respect  when  made,  and  the  continuation  of  such  default  or  breach  for  a  period 
of  30  days  (or,  if  such  default  or  breach  has  an  adverse  effect  on  the  validity,  perfection 
or  priority  of  the  security  interest  granted  under  the  Indenture,  15  days)  after  any  of  the 
Issuer,  the  Co-Issuer  or  the  Collateral  Manager  has  actual  knowledge  thereof  or  after 
notice  thereof  to  the  Issuer  and  the  Collateral  Manager  by  the  Trustee  or  to  the  Issuer, 
the  Collateral  Manager  and  the  Trustee  by  the  holders  of  at  least  50%  in  aggregate 
outstanding  principal  amount  of  Notes  of  the  Controlling  Class; 

(f)  certain  events  of  bankruptcy,  insolvency,  receivership  or  reorganization  of  either  of  the 
Issuers  (as  set  forth  in  the  Indenture);  or 

(g)  one  or  more  final  judgments  being  rendered  against  either  of  the  Issuers  that  exceed,  in 
the  aggregate,  U.S.$1, 000,000  (or  such  lesser  amount  as  each  Rating  Agency  may 
specify)  and  which  remain  unstayed,  undischarged  and  unsatisfied  for  30  days  after  such 
judgment(s)  becomes  nonappealable,  unless  adequate  funds  have  been  reserved  or  set 
aside  for  the  payment  thereof. 

If  either  of  the  Issuers  obtains  knowledge,  or  has  reason  to  believe,  that  an  Event  of  Default  has 
occurred  and  is  continuing,  such  Co-Issuer  is  obligated  to  promptly  notify  the  Trustee,  the  Preference 
Share  Paying  Agent,  the  Collateral  Manager,  the  Noteholders,  any  Interest  Rate  Swap  Counterparty,  the  . 
Synthetic  Security  Counterparty,  the  Initial  Investment  Agreement  Provider,  the  other  of  the  Issuers  and 
each  Rating  Agency  of  such  Event  of  Default  in  writing. 

If  an  Event  of  Default  occurs  and  is  continuing  (other  than  an  Event  of  Default  described  in  clause 
(f)  under  "Events  of  Default"  above),  the  Trustee  (at  the  direction  of  the  holders  of  a  majority  in  aggregate 
outstanding  principal  amount  of  the  Controlling  Class)  by  notice  to  the  Issuers,  or  holders  of  a  majority  in 
aggregate  outstanding  principal  amount  of  the  Controlling  Class  by  notice  to  the  Issuers  and  the  Trustee, 
may  declare  the  principal  of  and  accrued  and  unpaid  interest  on  all  of  the  Notes  to  be  immediately  due 
and  payable.  If  an  Event  of  Default  described  in  clause  (f)  above  under  "Events  of  Default"  occurs,  such 
an  acceleration  will  occur  automatically  and  without  any  further  action.   Notwithstanding  the  foregoing,  if 
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the  sole  Event  of  Default  is  an  Event  of  Default  described  in  clause  (a)  or  clause  (b)  above,  under  "Events 
of  Default"  with  respect  to  a  default  in  the  payment  of  any  principal  of  or  interest  on  the  Notes  of  a  Class 
other  than  the  Controlling  Class,  neither  the  Trustee  nor  the  holders  of  such  non-Controlling  Class  will 
have  the  right  to  declare  such  principal  and  other  amounts  to  be  immediately  due  and  payable.  Any 
declaration  of  acceleration  may  under  certain  circumstances  be  rescinded  by  the  holders  of  at  least  a 
majority  in  aggregate  outstanding  principal  amount  of  Notes  of  the  Controlling  Class.  The  "Controlling 
Class"  will  be  the  Class  A  Notes  or,  if  there  are  no  Class  A  Notes  outstanding,  the  Class  B  Notes  or,  if 
there  are  no  Class  A  Notes  or  Class  B  Notes  outstanding,  the  Class  C  Notes  or,  if  there  are  no  Class  A 
Notes,  Class  B  Notes  or  Class  C  Notes  outstanding,  the  Class  D  Notes  or,  if  there  are  no  Class  A  Notes, 
Class  B  Notes,  Class  C  Notes  or  Class  D  Notes  outstanding,  the  Class  E  Notes. 

If  an  Event  of  Default  occurs  and  is  continuing  when  any  Note  is  outstanding,  the  Trustee  will 
retain  the  Collateral  intact  and  collect  all  payments  in  respect  of  the  Collateral  and  continue  making 
payments  in  the  manner  described  under  "—Priority  of  Payments"  unless: 

(a)  the  Trustee,  or  an  independent  investment  banking  firm  of  national  reputation  selected  by 
the  Trustee  at  the  expense  of  the  Issuer,  determines  that  the  anticipated  net  proceeds  of 
a  sale  or  liquidation  of  such  Collateral  would  be  sufficient  to  discharge  in  full  the  amounts 
then  due  and  unpaid  on  the  Notes  and  certain  administrative  expenses  (including  any 
amounts  due  to  the  Collateral  Manager  and  any  Interest  Rate  Swap  Counterparty)  in 
accordance  with  the  Priority  of  Payments  and  the  holders  of  a  majority  in  aggregate 
outstanding  principal  amount  of  the  Controlling  Class  agree  with  such  determination;  or 

(b)  the  holders  of  at  least  66  2/3%  in  aggregate  outstanding  principal  amount  of  each  Class 
of  the  Notes  voting  as  a  separate  Class  (and  (i)  any  Interest  Rate  Swap  Counterparty, 
unless  no  early  termination  payment  would  be  owing  by  the  Issuer  to  the  relevant  Interest 
Rate  Swap  Counterparty  or  it  will  be  paid  in  full  all  amounts  owing  to  it  by  the  Issuer  and 
(ii)  the  Synthetic  Security  Counterparty,  unless  no  payment  would  be  owing  by  the  Issuer 
to  the  Synthetic  Security  Counterparty  or  it  will  be  paid  in  full  all  amounts  owing  to  it  by 
the  Issuer)  direct,  subject  to  the  provisions  of  the  Indenture,  the  sale  of  the  Collateral. 

If  an  Event  of  Default  occurs  and  is  continuing  and  either  condition  (a)  or  condition  (b)  above  is 
satisfied,  the  Trustee  will  liquidate  the  Collateral,  including  the  termination  or  novation  of  the  Synthetic 
Securities,  and  terminate  any  Interest  Rate  Swap  Agreement  and,  on  the  second  Business  Day  (the 
"Accelerated  Maturity  Date")  following  the  Business  Day  on  which  the  Trustee  notifies  the  Issuer,  the 
Collateral  Manager  and  each  Rating  Agency  that  such  liquidation  and  such  termination  is  completed, 
apply  the  proceeds  thereof,  net  of  reasonable  costs  of  collection  and  enforcement,  in  accordance  with  the 
Priority  of  Payments  described  above  under  "Priority  of  Payments— Interest  Proceeds"  and  "Priority  of 
Payments— Principal  Proceeds."  The  Accelerated  Maturity  Date  will  be  treated  as  a  Distribution  Date. 

The  holders  of  a  majority  in  aggregate  outstanding  principal  amount  of  Notes  of  the  Controlling 
Class  will  have  the  right  to  direct  the  Trustee  in  the  conduct  of  any  proceedings  for  any  remedy  available 
to  the  Trustee,  provided  that  (a)  such  direction  will  not  conflict  with  any  rule  of  law  or  the  Indenture;  (b)  the 
Trustee  may  take  any  other  action  not  inconsistent  with  such  direction  (and  the  Trustee  need  not  take  any 
action  whether  pursuant  to  direction  from  the  Controlling  Class  or  otherwise  that  it  determines  might 
involve  it  in  liability  unless  it  has  received  indemnity  against  such  liability  as  set  forth  in  (c));  (c)  the 
Trustee  has  been  provided  with  indemnity  satisfactory  to  it;  and  (d)  any  direction  to  undertake  a  sale  of 
the  Collateral  may  be  made  only  as  described  in  the  preceding  paragraph. 

Pursuant  to  the  Indenture,  as  security  for  the  payment  by  the  Issuer  of  the  compensation  and 
expenses  of  the  Trustee  and  any  sums  the  Trustee  may  be  entitled  to  receive  as  indemnification  by  the 
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Issuer,  the  Issuer  will  grant  the  Trustee  a  lien  on  the  Collateral,  which  lien  is  senior  to"  the  lien  of  the 
Secured  Parties.  The  Trustee's  lien  will  be  exercisable  by  the  Trustee  only  if  the  Notes  have  been 
declared  due  and  payable  following  an  Event  of  Default  and  such  acceleration  has  not  been  rescinded  or 
annulled. 

Subject  to  the  provisions  of  the  Indenture  relating  to  the  duties  of  the  Trustee,  in  case  an  Event  of 
Default  occurs  and  is  continuing,  the  Trustee  will  be  under  no  obligation  to  exercise  any  of  the  rights  or 
powers  under  the  Indenture  at  the  request  of  any  holders  of  any  of  the  Notes,  unless  such  holders  have 
offered  to  the  Trustee  reasonable  security  or  indemnity. 

The  holders  of  a  majority  in  aggregate  outstanding  principal  amount  of  Notes  of  the  Controlling 
Class,  acting  together  with  each  Synthetic  Security  Counterparty,  may,  prior  to  the  time  a  judgment  or 
decree  for  the  payment  of  money  due  has  been  obtained  by  the  Trustee,  waive  any  past  default  on  behalf 
of  the  holders  of  all  the  Notes  and  its  consequences,  except  a  default  in  the  payment  of  the  principal  of 
any  Note  or  in  the  payment  of  interest  (including  any  Deferred  Interest,  Defaulted  Interest  or  interest 
thereon)  on  the  Class  A  Notes  or,  after  the  Class  A  Notes  have  been  paid  in  full,  the  Class  B  Notes  or, 
after  the  Class  B  Notes  have  been  paid  in  full,  the  Class  C  Notes,  after  the  Class  C  Notes  have  been  paid 
in  full,  the  Class  D  Notes,  or  after  the  Class  D  Notes  are  paid  in  full,  the  Class  E  Notes,  or  in  respect  of  a 
provision  of  the  Indenture  that  cannot  be  modified  or  amended  without  the  waiver  or  consent  of  the  holder 
of  each  outstanding  Note  affected  thereby  or  arising  as  a  result  of  an  Event  of  Default  described  in  clause 
(d)  above  under  "Events  of  Default."  Notwithstanding  any  such  grant  of  a  waiver,  an  Interest  Rate  Swap 
Counterparty  may  rescind  such  waiver  by  notice  to  the  Trustee,  the  Collateral  Manager,  each  Synthetic 
Security  Counterparty  and  the  holders  of  the  Controlling  Class  of  Notes  (given  within  five  Business  Days 
after  receipt  of  notice  of  such  waiver)  if  the  relevant  Interest  Rate  Swap  Counterparty  delivers  a 
certification  to  the  effect  that  such  waiver  will  have  a  material  and  adverse  effect  on  such  Interest  Rate 
Swap  Counterparty. 

No  holder  of  a  Note  will  have  the  right  to  institute  any  proceeding  with  respect  to  the  Indenture 
unless  (a)  such  holder  previously  has  given  to  the  Trustee  written  notice  of  an  Event  of  Default,  (b)  except 
in  certain  cases  of  a  default  in  the  payment  of  principal  or  interest,  the  holders  of  at  least  50%  in 
aggregate  outstanding  principal  amount  of  the  Notes  of  the  Controlling  Class  have  made  a  written  request 
upon  the  Trustee  to  institute  such  proceedings  in  its  own  name  as  Trustee  and  such  holders  have  offered 
the  Trustee  reasonable  indemnity,  (c)  the  Trustee  has  for  30  days  failed  to  institute  any  such  proceeding 
and  (d)  no  direction  inconsistent  with  such  written  request  has  been  given  to  the  Trustee  during  such  30- 
day  period  by  the  holders  of  a  majority  in  aggregate  outstanding  principal  amount  of  the  Notes  of  the 
Controlling  Class. 

In  determining  whether  the  holders  of  the  requisite  percentage  of  Notes  or  requisite  percentage  in 
interest  of  Preference  Shareholders  have  given  any  direction,  notice  or  consent,  (a)  Notes  owned  by  the 
Issuer,  the  Co-Issuer  or  any  affiliate  thereof  shall  be  disregarded  and  deemed  not  to  be  outstanding  and 
(b)  in  relation  to  any  assignment  or  termination  of  the  Management  Agreement  (including  the  exercise  of 
any  right  to  remove  the  Collateral  Manager  or  terminate  the  Management  Agreement)  or  any  amendment 
or  other  modification  of  the  Management  Agreement  or  the  Indenture  increasing  the  rights  or  decreasing 
the  obligations  of  the  Collateral  Manager,  Collateral  Manager  Securities  shall  be  disregarded  and  deemed 
not  to  be  outstanding.  Collateral  Manager  Securities  shall  be  disregarded  and  deemed  not  to  be 
outstanding  for  purposes  of  determining  whether  holders  of  the  requisite  percentage  in  interest  of 
Preference  Shares  have  approved  certain  acquisitions  of  Underlying  Assets  from  the  Collateral  Manager 
or  its  Affiliates.  The  Collateral  Manager  and  its  Affiliates  will  be  entitled  to  vote  Notes  and  Preference 
Shares  held  by  them  with  respect  to  all  matters  other  than  those  described  in  the  foregoing  clause  (b) 
(including  the  selection  of  or  consent  to  a  successor  collateral  manager  that  is  not  an  Affiliate  of  the 
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existing  Collateral  Manager).  The  term  "Collateral  Manager"  for  purposes  of  this  paragraph  includes  any 
successor  or  successors  to  HBK  Investments  LP.  and  any  of  HBK  Investments  L.P.'s  affiliated 
subadvisors. 

Notices 

Notices  to  the  Noteholders  will  be  given  by  first-class  mail,  postage  prepaid,  to  the  registered 
Noteholders  at  their  addresses  appearing  in  the  Note  Register.  In  addition,  for  so  long  as  any  of  the 
Notes  are  listed  on  the  Irish  Stock  Exchange  and  the  rules  of  such  exchange  so  require,  notices  will  also 
be  given  to  the  Company  Announcements  Office  of  the  Irish  Stock  Exchange. 

Modification  of  the  Indenture 

With  the  consent  of  (a)  the  holders  of  not  less  than  a  majority  of  each  Class  materially  and 
adversely  affected  thereby  and  all  of  the  Preference  Shareholders  if  materially  and  adversely  affected 
thereby,  (b)  the  consent  of  any  Interest  Rate  Swap  Counterparty  adversely  affected  thereby,  (c)  the 
consent  of  the  Synthetic  Security  Counterparty  adversely  affected  thereby,  and  (c)  the  consent  of  the 
Initial  Investment  Agreement  Provider  adversely  affected  thereby,  the  Trustee  and  Issuers  may  enter  into 
one  or  more  indentures  to  add  any  provisions  to,  or  change  in  any  manner  or  eliminate  any  of  the 
provisions  of,  the  Indenture  or  modify  in  any  manner  the  rights  of  the  Noteholders  of  such  Class,  the 
Preference  Shareholders,  any  Interest  Rate  Swap  Counterparty,  Synthetic  Security  Counterparty  or  the 
Initial  Investment  Agreement  Provider,  as  the  case  may  be,  under  the  Indenture.  Unless  notified  by 
holders  of  a  majority  in  aggregate  outstanding  principal  amount  of  any  Class  of  Notes,  a  Majority-in- 
Interest  of  Preference  Shareholders,  any  Interest  Rate  Swap  Counterparty,  the  Synthetic  Security 
Counterparty  or  the  Initial  Investment  Agreement  Provider  that  such  Class  of  Notes  or  the  Preference 
Shares,  as  the  case  may  be,  will  be  materially  and  adversely  affected,  or  any  Interest  Rate  Swap 
Counterparty  will  be  adversely  affected,  or  the  Synthetic  Security  Counterparty  will  be  adversely  affected, 
or  the  Initial  Investment  Agreement  Provider  will  be  adversely  affected,  the  Trustee  may,  consistent  with 
the  written  advice  of  counsel,  determine  whether  or  not  such  Class  of  Notes  or  the  Preference  Shares 
would  be  materially  and  adversely  affected,  or  any  Interest  Rate  Swap  Counterparty  would  be  adversely 
affected,  or  the  Synthetic  Security  Counterparty  would  be  adversely  affected,  or  the  Initial  Investment 
Agreement  Provider  would  be  adversely  affected,  by  such  change  (after  giving  15  Business  Days'  notice 
of  such  change  to  the  holders  of  such  Class  of  Notes,  the  Preference  Shareholders,  any  Interest  Rate 
Swap  Counterparty  and  the  Initial  Investment  Agreement  Provider).  Such  determination  shall  be 
conclusive  and  binding  on  all  present  and  future  Noteholders,  the  Preference  Shareholders,  any  Interest 
Rate  Swap  Counterparty,  the  Synthetic  Security  Counterparty  and  the  Initial  Investment  Agreement 
Provider. 

Notwithstanding  the  foregoing,  the  Trustee  may  not  enter  into  any  supplemental  indenture  without 
the  consent  of  each  holder  of  each  outstanding  Note  of  each  Class  affected  thereby  and  each  Preference 
Shareholder  if  the  Preference  Shares  are  affected  by  the  supplemental  indenture  if  such  supplemental 
indenture: 

(a)  changes  the  Stated  Maturity  of  any  Note  or  the  scheduled  redemption  date  of  the 
Preference  Shares  or  the  due  date  of  any  installment  of  interest  on  any  Note  or 
distribution  of  Excess  Interest  in  respect  of  a  Preference  Share,  reduces  the  principal 
amount  of  any  Note  or  the  rate  of  interest  thereon,  or  the  redemption  price  with  respect  to 
any  Note  or  Preference  Share,  changes  the  earliest  date  on  which  the  Issuer  may 
redeem  any  Note  or  Preference  Share  or  the  amount  of  Excess  Interest  or  Excess 
Principal  Proceeds  payable  in  respect  of  a  Preference  Share,  changes  the  provisions  of 
the  Indenture  relating  to  the  application  of  proceeds  of  any  Collateral  to  the  payment  of 
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principal  of  or  interest  on  the  Notes  or  the  payment  of  Excess  Interest  and  Excess 
Principal  Proceeds  in  respect  of  the  Preference  Shares,  changes  any  place  where,  or  the 
coin  or  currency  in  which,  any  Note  or  any  Preference  Share,  or  the  principal  thereof  or 
interest  thereon  or  any  Excess  Interest  or  Excess  Principal  Proceeds  in  respect  thereof, 
respectively,  is  payable,  or  impairs  the  right  to  institute  suit  for  the  enforcement  of  any 
such  payment  on  or  after  the  Stated  Maturity  thereof  or  the  scheduled  redemption  date  of 
the  Preference  Shares  (or,  in  the  case  of  redemption,  on  or  after  the  applicable 
redemption  date); 

(b)  reduces  the  percentage  in  aggregate  outstanding  principal  amount  of  holders  of  Notes  of 
each  Class  or  the  percentage  of  Preference  Shares  whose  consent  is  required  for  the 
authorization  of  any  supplemental  indenture  or  for  any  waiver  of  compliance  with 
applicable  provisions  of  the  Indenture  or  certain  defaults  thereunder  or  their 
consequences; 

(c)  impairs  or  adversely  affects  the  Collateral  pledged  under  the  Indenture  except  as 
otherwise  permitted  thereby; 

(d)  permits  the  creation  of  any  lien  ranking  prior  to  or  on  a  parity  with  the  lien  created  by  the 
Indenture  with  respect  to  any  part  of  the  Collateral  or  terminates  such  lien  on  any 
property  at  any  time  subject  thereto  or  deprives  the  holder  of  any  Note  of  the  security 
afforded  by  the  lien  created  by  the  Indenture; 

(e)  reduces  the  percentage  of  the  aggregate  outstanding  principal  amount  of  holders  of 
Notes  of  each  Class  whose  consent  is  required  to  request  that  the  Trustee  preserve  the 
Collateral  pledged  under  the  Indenture  or  rescind  the  Trustee's  election  to  preserve  the 
Collateral  or  to  sell  or  liquidate  the  Collateral  pursuant  to  the  Indenture; 

(f)  modifies  any  of  the  provisions  of  the  Indenture  with  respect  to  supplemental  indentures 
requiring  the  consent  of  Noteholders  except  to  increase  the  percentage  of  outstanding 
Notes  (or  percentage  of  Preference  Shares)  whose  holders'  consent  is  required  for  any 
such  action  or  to  provide  that  other  provisions  of  the  Indenture  cannot  be  modified  or 
waived  without  the  consent  of  the  holder  of  each  outstanding  Note  or  Preference  Share 
affected  thereby; 

(g)  modifies  the  definition  of  the  term  "Outstanding,"  the  Priority  of  Payments  or  the 
subordination  provisions  of  the  Indenture; 

(h)  changes  the  permitted  minimum  denominations  of  any  Class  of  Notes  or  the  minimum 
number  of  Preference  Shares;  or 

(i)  modifies  any  of  the  provisions  of  the  Indenture  in  such  a  manner  as  to  affect  the 

calculation  of  the  amount  of  any  payment  of  interest  on  or  principal  of  any  Note  or  the 
calculation  of  the  amount  of  Excess  Interest  or  Excess  Principal  Proceeds  with  respect  to 
the  Preference  Shares  on  any  Distribution  Date  or  the  right  of  the  Noteholders  or  the 
Preference  Shareholders  to  the  benefit  of  any  provisions  for  the  redemption  of  such 
Notes  or  Preference  Shares  contained  in  the  Indenture; 

provided  that  no  such  supplemental  indenture  shall  modify  the  rights  of  the  Preference  Shareholders 
without  the  written  consent  of  each  Preference  Shareholder.  At  any  time  that  any  Class  of  Notes  is  rated 
by  any  Rating  Agency,  the  Trustee  shall  not  enter  into  any  such  supplemental  indenture  if,  as  a  result  of 
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such  supplemental  indenture,  the  Rating  Condition  would  not  be  satisfied  with  respect  to  such 
supplemental  indenture,  unless  each  holder  of  Notes  of  each  Class  whose  rating  will  be  reduced  or 
withdrawn  has  consented  to  such  supplemental  indenture. 

The  Issuers  and  the  Trustee  may  also  enter  into  supplemental  indentures  without  obtaining  the 
consent  of  the  holders  of  any  Notes  or  Preference  Shares,  any  Interest  Rate  Swap  Counterparty,  the 
Synthetic  Security  Counterparty  or  the  Initial  Investment  Agreement  Provider  in  order  to,  among  other 
things: 

(a)  evidence  the  succession  of  any  person  to  the  Issuer  or  the  Co-Issuer  and  the  assumption 
by  such  successor  of  the  covenants  in  the  Indenture  and  the  Notes  or  to  change  the 
name  of  the  Issuer  or  the  Co-Issuer; 

(b)  add  to  the  covenants  of  the  Issuers  or  the  Trustee  for  the  benefit  of  the  holders  of  all  of 
the  Notes  and  Preference  Shares  or  to  surrender  any  right  or  power  conferred  upon  the 
Issuers; 

(c)  convey,  transfer,  assign,  mortgage  or  pledge  any  property  to  or  with  the  Trustee; 

(d)  evidence  and  provide  for  the  acceptance  of  appointment  under  the  Indenture  by  a 
successor  trustee,  collateral  manager,  listing  agent,  calculation  agent,  custodian, 
securities  intermediary,  note  registrar,  paying  agent  and/or  collateral  administrator  and 
the  compensation  thereof  and  to  add  to  or  change  any  of  the  provisions  of  the  Indenture 
as  shall  be  necessary  to  facilitate  the  administration  of  the  trusts  under  the  Indenture  by 
more  than  one  Trustee; 

(e)  correct  or  amplify  the  description  of  any  property  at  any  time  subject  to  the  lien  created  by 
the  Indenture,  or  to  better  assure,  convey  and  confirm  unto  the  Trustee  any  property 
subject  or  required  to  be  subject  to  the  lien  created  by  the  Indenture  (including,  without 
limitation,  any  and  all  actions  necessary  or  desirable  as  a  result  of  changes  in  law  or 
regulations)  or  to  subject  to  the  lien  created  by  the  Indenture  any  additional  property; 

(f)  make  administrative  and  other  non-material  changes  as  the  Issuer  deems  appropriate; 

(g)  obtain  ratings  on  one  or  more  Classes  of  Notes  from  any  rating  agency; 

(h)  with  the  prior  written  consent  of  the  Collateral  Manager,  modify  the  restrictions  on  and 
procedures  for  resales  and  other  transfers  of  the  Notes  to  reflect  any  changes  in 
applicable  law  or  regulation  (or  the  interpretation  thereof)  or  to  enable  the  Issuers  to  rely 
upon  any  less  restrictive  exemption  from  registration  under  the  Securities  Act  or  the 
Investment  Company  Act  or  to  remove  restrictions  on  resale  and  transfer  to  the  extent 
not  required  thereunder, 

(i)  with  the  prior  written  consent  of  the  Collateral  Manager,  correct  any  inconsistency,  defect 

or  ambiguity  in  the  Indenture; 

(j)  with  the  prior  written  consent  of  the  Collateral  Manager,  modify  the  restrictions  on  and 

procedures  for  resales  and  other  transfers  of  the  Notes  to  reflect  any  changes  in 
applicable  law  or  regulation  (or  the  interpretation  thereof)  or  in  accordance  with  the  USA 
PATRIOT  Act,  or  other  similar  applicable  laws  or  regulations  to  enable  the  Issuers  to  rely 
upon  any  less  restrictive  exemption  from  registration  under  the  Securities  Act  or  the 
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Investment  Company  Act  or  to  remove  restrictions  on  resale  and  transfer  to  the  extent 
not  required  thereunder; 

(k)  avoid  the  imposition  of  tax  on  the  net  income  of  the  Issuer  (or  to  reduce  the  amount  of 
such  tax  payable  by  the  Issuer)  or  of  withholding  tax  on  any  payment  to  the  Issuer,  or 
prevent  the  Noteholders,  the  Preference  Shareholders  or  the  Trustee  from  being  subject 
to  withholding  or  other  taxes,  fees  or  assessments,  or  prevent  the  Issuer  from  being 
treated  as  engaged  in  a  United  States  trade  or  business  for  U.S.  federal  income  tax 
purposes  or  otherwise  subject  to  U.S.  federal,  state,  local  or  foreign  income  or  franchise 
tax  on  a  net  income  tax  basis,  or  avoid  the  Issuer  being  required  to  register  as  an 
investment  company  under  the  Investment  Company  Act  (or  to  reflect  any  change 
permitted  by  the  Indenture  to  avoid  the  occurrence  of  a  Tax  Event  or  the  existence  of  a 
Tax  Materiality  Condition);  provided  that  such  action  will  not  cause  the  Noteholders  to  be 
adversely  affected  to  any  material  extent  by  any  change  to  the  timing,  character  or 
source  of  the  income  from  the  Note; 

(I)  with  the  prior  written  consent  of  the  Collateral  Manager,  to  avoid  the  consolidation  of  the 

Issuer  with  the  Collateral  Manager  on  the  financial  statements  of  the  Collateral  Manager; 

(m)        accommodate  the  issuance  of  any  Class  of  Notes  as  definitive  notes; 

(n)  if  100%  of  the  Preference  Shareholders  request  in  writing  to  the  Issuer  and  the  Trustee, 
accommodate  the  issuance  of  additional  Preference  Shares  with  terms  identical  to  those 
of  the  existing  Preference  Shares; 

(o)         if  the  Collateral  Manager  consents,  modify  the  Auction  Procedures;  or 

(p)  correct  any  manifest  error  in  any  provision  of  the  Indenture  upon  receipt  by  the  Trustee  of 
written  direction  from  the  Issuers  describing  in  reasonable  detail  such  error  and  the 
modification  necessary  to  correct  such  error; 

provided  that,  in  each  such  case,  such  supplemental  indenture  would  not  materially  and  adversely  affect 
any  holder  of  Notes  or  any  Preference  Shareholder  or  adversely  affect  any  Interest  Rate  Swap 
Counterparty,  the  Synthetic  Security  Counterparty  or  the  Initial  Investment  Agreement  Provider.  Unless 
notified  by  holders  of  a  majority  in  aggregate  outstanding  principal  amount  of  Notes  of  any  Class,  a 
Majority-in-lnterest  of  Preference  Shareholders,  any  Interest  Rate  Swap  Counterparty,  the  Synthetic 
Security  Counterparty  or  the  Initial  Investment  Agreement  Provider  that  such  Class  or  the  Preference 
Shareholders  will  be  materially  and  adversely  affected,  or  any  Interest  Rate  Swap  Counterparty  will  be 
adversely  affected,  or  the  Synthetic  Security  Counterparty  will  be  adversely  affected,  or  the  Initial 
Investment  Agreement  Provider  will  be  adversely  affected,  the  Trustee  may  rely  upon  an  opinion  of 
counsel  as  to  whether  the  interests  of  any  Noteholder  or  Preference  Shareholder  would  be  materially  and 
adversely  affected,  or  any  Interest  Rate  Swap  Counterparty  would  be  adversely  affected,  or  the  Synthetic 
Security  Counterparty  would  be  adversely  affected,  or  the  Initial  Investment  Agreement  Provider  would  be 
adversely  affected,  by  any  such  supplemental  indenture  (after  giving  ten  days'  notice  of  such  change  to 
each  Noteholder,  Preference  Shareholder,  any  Interest  Rate  Swap  Counterparty,  the  Synthetic  Security 
Counterparty  and  the  Initial  Investment  Agreement  Provider).  The  Trustee  may  not  enter  into  any  such 
supplemental  indenture  if,  with  respect  to  such  supplemental  indenture,  the  Rating  Condition  would  not 
be  satisfied;  provided  that  the  Trustee  may,  with  the  consent  of  each  holder  of  Notes  of  each  Class  with 
respect  to  which  the  Rating  Condition  would  not  be  satisfied,  enter  into  any  such  supplemental  indenture 
notwithstanding  any  such  reduction  or  withdrawal  of  the  ratings  of  such  Class  of  Notes. 
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Notwithstanding  any  of  the  foregoing,  the  Trustee  may  not  enter  into  any  supplemental  indenture 
without  the  prior  written  consent  of  the  Collateral  Manager,  if  such  supplemental  indenture  adversely 
affects  the  Collateral  Manager  (as  determined  by  the  Collateral  Manager  in  its  reasonable  judgment)  in 
any  respect  or  changes  the  rights  or  obligations  of  the  Collateral  Manager  in  any  respect. 

Modification  of  Certain  Other  Documents 

Prior  to  entering  into  any  amendment  or  other  modification  of,  or  consenting  to  or  directing  any 
assignment  or  termination  of  the  Management  Agreement  or  any  Interest  Rate  Swap  Agreement,  the 
Issuer  is  required  by  the  Indenture  to  obtain  the  written  confirmation  of  each  Rating  Agency  that  the 
Rating  Condition  is  satisfied  with  respect  to  such  amendment,  modification,  assignment  or  termination. 
Prior  to  entering  into  any  waiver  in  respect  of  any  of  the  foregoing  agreements,  the  Issuer  is  required  to 
provide  each  Rating  Agency,  the  Collateral  Manager,  any  Interest  Rate  Swap  Counterparty,  the  Synthetic 
Security  Counterparty  and  the  Trustee  with  written  notice  of  such  waiver.  The  Indenture  also  provides 
that  the  Issuer  may  not  amend  or  modify,  or  consent  to  or  direct  any  assignment  or  termination  of  the 
Administration  Agreement  without  the  prior  written  consent  of  a  Special-Majority-in-lnterest  of  Preference 
Shareholders,  any  Interest  Rate  Swap  Counterparty  and  the  Synthetic  Security  Counterparty  (if  such 
Interest  Rate  Swap  Counterparty  or  Synthetic  Security  Counterparty  would  be  adversely  affected 
thereby).  The  Synthetic  Security  Counterparty  will  be  an  express  third  party  beneficiary  of  the  Indenture. 

Consolidation.  Merger  or  Transfer  of  Assets 

Except  under  the  limited  circumstances  set  forth  in  the  Indenture,  neither  of  the  Issuers  may 
consolidate  with,  merge  into,  or  transfer  or  convey  all  or  substantially  all  of  its  assets  to,  any  other 
corporation,  partnership,  trust  or  other  person  or  entity. 

Petitions  for  Bankruptcy 

The  Indenture  provides  that  the  Noteholders  agree  not  to  cause  the  filing  of  a  petition  for  winding 
up  or  a  petition  in  bankruptcy  against  the  Issuer  or  the  Co-Issuer  before  one  year  (or,  if  longer,  the 
applicable  preference  period  then  in  effect,  including  any  period  established  pursuant  to  the  laws  of  the 
Cayman  Islands)  and  one  day  have  elapsed  since  the  payment  in  full  of  all  Notes. 

Satisfaction  and  Discharge  of  Indenture 

The  Indenture  will  be  discharged  with  respect  to  the  Collateral  upon  delivery  to  the  Trustee  for 
cancellation  of  all  of  the  Notes,  or,  within  certain  limitations  (including  the  obligation  to  pay  principal  and 
interest,  including  Deferred  Interest,  Defaulted  Interest  and  interest  on  Defaulted  Interest),  upon  deposit 
with  the  Trustee  of  funds  sufficient  for  the  payment  or  redemption  thereof  and  the  payment  by  the  Issuers 
of  all  other  amounts  due  under  the  Notes,  the  Indenture,  any  Interest  Rate  Swap  Agreement  (including  all 
relevant  termination  payments),  the  Administration  Agreement,  the  Preference  Share  Paying  Agency 
Agreement  and  the  Management  Agreement. 

Trustee 

Deutsche  Bank  Trust  Company  Americas  will  be  the  Trustee  under  the  Indenture.  The  Issuers, 
the  Collateral  Manager  and  their  respective  affiliates  may  maintain  other  banking  relationships  in  the 
ordinary  course  of  business  with  the  Trustee.  The  payment  of  the  fees  and  expenses  of  the  Trustee  is 
solely  the  obligation  of  the  Issuers.  The  Trustee  a'n'd  its  affiliates  may  receive  compensation  in 
connection  with  the  investment  of  trust  assets  in  certain  Eligible  Investments  as  provided  in  the  Indenture. 
Eligible  Investments  may  include  investments  for  which  the  Trustee  and/or  its  affiliates  provide  services. 
The  Indenture  contains  provisions  for  the  indemnification  of  the  Trustee  for  any  loss,  liability  or  expense 
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incurred  without  negligence,  willful  misconduct  or  bad  faith  on  its  part,  arising  out  of  or  in  connection  with 
the  acceptance  or  administration  of  the  Indenture.  Pursuant  to  the  Indenture,  the  Issuer  has  granted  to 
the  Trustee  a  lien  senior  to  that  of  the  Noteholders  to  secure  payment  by  the  Issuer  of  the  compensation 
and  expenses  of  the  Trustee  and  any  sums  the  Trustee  may  be  entitled  to  receive  as  indemnification  by 
the  Issuer  under  the  Indenture  (subject  to  the  dollar  limitations  set  forth  in  the  Priority  of  Payments  with 
respect  to  any  Distribution  Date),  which  lien  the  Trustee  is  entitled  to  exercise  only  under  certain 
circumstances.  The  Trustee  may  resign  at  any  time  by  giving  written  notice  of  such  resignation  to  the 
Preference  Share  Paying  Agent,  the  Issuers,  the  Noteholders,  the  Collateral  Manager  and  each  Rating 
Agency.  The  Trustee  may  be  removed  by  66  2/3%  in  aggregate  outstanding  principal  amount  of  the 
Notes  (voting  together  as  a  single  Class)  or,  at  any  time  when  an  Event  of  Default  shall  have  occurred 
and  be  continuing  or  when  a  successor  Trustee  has  been  appointed  pursuant  to  the  Indenture,  by  a 
majority  in  aggregate  outstanding  principal  amount  of  the  Controlling  Class.  No  resignation  or  removal  of 
the  Trustee  will  become  effective  until  the  acceptance  of  the  appointment  of  a  successor  Trustee.  In  the 
Indenture,  the  Trustee  will  agree  not  to  cause  the  filing  of  a  petition  for  winding  up  or  a  petition  in 
bankruptcy  against  the  Issuers  for  nonpayment  to  the  Trustee  of  amounts  payable  thereunder  until  at 
least  one  year,  or  if  longer,  the  applicable  preference  period  then  in  effect  including  any  period 
established  pursuant  to  the  laws  of  the  Cayman  Islands,  and  one  day  after  the  payment  in  full  of  all  of  the 
Notes. 

Characterization  of  the  Notes 

The  Issuer  will  treat  the  Notes  as  indebtedness  of  the  Issuer  for  U.S.  federal,  state  and  local 
income  tax  purposes.  The  Indenture  will  provide  that  each  holder,  by  accepting  a  Note,  agrees  not  to 
take  any  action  inconsistent  with  such  treatment  unless  required  by  law. 

Governing  Law 

The  Notes,  the  Indenture,  the  Subscription.  Agreements,  the  Management  Agreement,  the 
Collateral  Administration  Agreement,  any  Interest  Rate  Swap  Agreement,  each  Synthetic  Security,  the 
Initial  Investment  Agreement,  the  Preference  Share  Paying  Agency  Agreement  and  the  Note  Purchase 
Agreement  will  be  governed  by  the  law  of  the  State  of  New  York.  The  Issuer  Charter,  the  Preference 
Shares  and  the  Administration  Agreement  will  be  governed  by  the  law  of  the  Cayman  Islands. 

Reports 

The  Issuer  will  deliver,  or  cause  to  be  delivered,  a  monthly  report  (the  "Monthly  Report"),  except 
for  the  months  when  it  prepares  the  Note  Valuation  Report  described  below,  containing  certain 
information  regarding,  among  other  things,  the  characteristics  and  performance  of  the  Underlying  Assets 
included  in  the  Collateral.  The  Issuer  will  deliver,  or  cause  to  be  delivered,  as  of  each  Determination 
Date,  a  report  (the  "Note  Valuation  Report"),  containing  certain  information  regarding,  among  other 
things,  the  aggregate  principal  amount  of,  and  payments  of  interest  on  or  principal  of,  the  Notes  and  the 
information  with  respect  to  the  Underlying  Assets  normally  included  in  the  Monthly  Report.  In  connection 
with  the  Monthly  Report,  the  Issuer  also  shall  provide,  or  cause  to  be  provided,  certain  monitoring 
information  to  each  Rating  Agency  as  set  forth  in  the  Indenture.  The  Note  Valuation  Report  will  be 
delivered  no  later  than  2  Business  Days  prior  to  the  relevant  Distribution  Date. 

Collateral  Administrator 

On  or  before  the  Closing  Date,  the  Issuer  shall  enter  into  a  collateral  administration  agreement 
(the  "Collateral  Administration  Agreement")  among  the  Issuer,  the  Collateral  Manager  and  Deutsche 
Bank    Trust    Company    Americas,    as    collateral    administrator    (in    such    capacity,    the    "Collateral 
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Administrator"),  pursuant  to  which  the  Collateral  Administrator  will  assist  the  issuer  in  certain  data 
collection  and  compellation  functions  with  respect  to  the  Underlying  Assets. 
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CERTAIN  TERMS  OF  THE  PREFERENCE  SHARES 

The  following  summary  describes  certain  terms  and  conditions  applicable  to  the  Preference 
Shares.  This  summary,  together  with  other  portions  of  this  Offering  Circular  summarizing  terms  and 
conditions  applicable  to  the  Preference  Shares,  does  not  purport  to  be  complete  and  is  subject  to,  and 
qualified  in  its  entirety  by  reference  to,  the  provisions  of  the  Indenture,  the  Issuer  Charter  and  the 
Preference  Share  Paying  Agency  Agreement. 

Status  of  the  Preference  Shares 

The  Preference  Shares  are  equity  in  the  Issuer  and  are  not  secured  by  the  Collateral  securing  the 
Notes.  As  such,  the  Preference  Shareholders  will,  on  a  winding  up  of  the  Issuer,  rank  behind  all  of  the 
creditors,  whether  secured  or  unsecured  and  known  or  unknown,  of  the  Issuer,  including,  without 
limitation,  the  Noteholders,  any  Interest  Rate  Swap  Counterparty,  the  Synthetic  Security  Counterparty, 
the  Initial  Investment  Agreement  Provider  and  any  judgment  creditors. 

Payments  in  respect  of  the  Preference  Shares  are  subject  to  certain  requirements  imposed  by 
Cayman  Islands  law.  Any  amounts  paid  by  the  Preference  Share  Paying  Agent  as  distributions  by  way  of 
dividend  on  the  Preference  Shares  will  be  payable  only  if  the  Issuer  has  sufficient  distributable  profits 
and/or  share  premium.  In  addition,  such  distributions  and  the  payment  of  Excess  Principal  Proceeds 
upon  redemption  of  the  Preference  Shares  will  be  payable  only  to  the  extent  that  the  Issuer  is  and 
remains  solvent  after  such  distributions  are  paid.  Under  Cayman  Islands  law,  a  company  is  generally 
deemed  solvent  if  it  is  able  to  pay  its  debts  as  they  come  due. 

To  the  extent  the  requirements  under  Cayman  Islands  law  described  in  the  preceding  paragraph 
are  not  met,  amounts  otherwise  payable  to  the  Preference  Shareholders  will  be  retained  in  the 
Preference  Share  Payment  Account  until,  in  the  case  of  any  payment  by  way  of  dividend  which  would 
otherwise  be  payable  other  than  on  a  redemption  date  of  the  Preference  Shares,  the  next  succeeding 
Distribution  Date,  or,  in  the  case  of  any  payment  which  would  otherwise  be  payable  on  a  redemption  date 
of  the  Preference  Shares,  the  next  succeeding  Business  Day,  in  each  case  on  which  the  Issuer  notifies 
the  Preference  Share  Paying  Agent  that  such  requirements  are  met.  Amounts  on  deposit  in  the 
Preference  Share  Payment  Account  will  not  be  available  to  pay  amounts  due  to  the  Noteholders,  the 
Trustee,  the  Collateral  Manager,  the  Administrator,  any  Interest  Rate  Swap  Counterparty  or  any  other 
creditor  of  the  Issuer  whose  claim  is  limited  in  recourse  to  the  Collateral.  However,  amounts  on  deposit  in 
the  Preference  Share  Payment  Account  may  be  subject  to  the  claims  of  creditors  of  the  Issuer  that  have 
not  contractually  limited  their  recourse  to  the  Collateral. 

Rights  of  Consent  of  the  Preference  Shareholders 

Set  forth  below  is  a  summary  of  certain  matters  with  respect  to  which  the  consent  of  the 
Preference  Shareholders  is  required  or  in  respect  of  which  the  Preference  Shareholders  may  give 
directions.  This  summary  is  not  meant  to  be  an  exhaustive  list. 

Optional  Redemption  of  the  Notes:  On  any  Distribution  Date  on  or  after  the  Q  Distribution  Date, 
the  Notes  may,  subject  to  satisfaction  of  certain  conditions  described  herein,  be  redeemed  (in 
whole  but  not  in  part)  at  the  direction  of  the  holders  of  at  least  sixty-six  and  two  thirds  percent  (66 
2/3%)  of  the  Preference  Shares,  as  described  under  "Description  of  the  Notes — Optional 
Redemption."  .  — 

Tax  Redemption  of  the  Notes:  On  any  Distribution  Date,  the  Notes  may,  subject  to  satisfaction  of 
certain  conditions  described  herein,  be  redeemed  (in  whole  but  not  in  part)  at  the  direction  of  a 
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Majority-in-lnterest  of  the  Preference  Shareholders,  as  described  under  "Description  of  the 
Notes — Tax  Redemption." 

The  Management  Agreement  For  a  description  of  certain  of  the  rights  of  the  Preference 
Shareholders  in  relation  to  the  removal  of  the  Collateral  Manager  and  the  appointment  of  a 
successor  Collateral  Manager,  see  "The  Management  Agreement." 

The  Indenture:  The  Issuer  is  not  permitted  to  enter  into  a  supplemental  indenture  without  the 
consent  of  the  Preference  Shareholders,  if  materially  and  adversely  affected  thereby. 

Auction  Call  Redemption  of  the  Preference  Shares 

The  Preference  Shares  will  be  subject  to  redemption  pursuant  to  an  Auction  Call  Redemption 
occurring  on  or  after  the  First  Auction  Call  Date  under  the  circumstances  described  under  "Description  of 
the  Notes — Auction  Call  Redemption." 

Governing  Law 

The  Preference  Share  Paying  Agency  Agreement  and  the  Subscription  Agreements  will  be 
governed  by  the  law  of  the  State  of  New  York.  The  Issuer  Charter  and  the  Preference  Shares  will  be 
governed  by  the  law  of  the  Cayman  Islands: 
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USE  OF  PROCEEDS 

The  gross  proceeds  received  from  the  issuance  and  sale  of  the  Notes  and  the  Preference  Shares 
will  be  approximately  U.S.$[  ].  On  the  Closing  Date,  the  Issuer  will  receive  approximately  U.S.$[  ]  as  the 
net  proceeds  from  the  issuance  and  sale  of  the  Notes  and  the  Preference  Shares.  The  net  proceeds 
from  the  issuance  and  sale  of  the  Notes  and  the  Preference  Shares  are  the  gross  proceeds  net  of  the 
payment  of  the  placement  and  structuring  fees  related  to  the  placement  of  the  Notes  and  Preference 
Shares,  the  payment  of  other  closing  expenses  and  an  initial  deposit  into  the  Expense  Account.  Such  net 
proceeds  from  the  issuance  and  sale  of  the  Notes  and  the  Preference  Shares  will  be  used  by  the  Issuer 
to  purchase  a  diversified  portfolio  of  interests  in  Underlying  Assets  having  the  characteristics  described 
herein  under  "Security  for  the  Notes— Underlying  Assets"  and  "—Closing  Date  Portfolio"  and  to  fund 
certain  accounts  established  under  the  Indenture. 

On  the  Closing  Date,  the  Issuer  will  have  acquired  (or  committed  to  acquire  for  settlement  in 
accordance  with  customary  settlement  procedures  in  the  relevant  markets)  the  entire  portfolio.  As  of  the 
Closing  Date,  the  portfolio,  along  with  funds  on  deposit  in  the  Uninvested  Proceeds  Account,  will  consist 
of  Underlying  Assets  (acquired  or  committed  to  be  acquired)  having  an  Aggregate  Principal/Notional 
Balance  (including  principal  collections  on  such  Underlying  Assets  deposited  in  the  Uninvested  Proceeds 
Account  on  the  Closing  Date)  of  approximately  U.S.$[  ].  Pending  investment  in  Underlying  Assets,  the 
Uninvested  Proceeds,  if  any,  will  be  deposited  into  the  Uninvested  Proceeds  Account  and  invested  in 
Eligible  Investments.  In  the  event  that  there  are  any  remaining  Uninvested  Proceeds  on  the 
Determination  Date  preceding  the  First  Distribution  Date,  they  will  be  transferred  to  the  Payment  Account 
and  treated  as  Principal  Proceeds  on  the  First  Distribution  Date  and  distributed  in  accordance  with  the 
Priority  of  Payments. 
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RATING  OF  THE  NOTES 

It  is  a  condition  to  the  issuance  of  the  Notes  that  the  Class  A-1  Notes  be  rated  "Aaa"  by  Moody's 
and  "AAA"  by  Standard  &  Poor's,  that  the  Class  A-2  Notes  be  rated  "Aaa"  by  Moody's  and  "AAA"  by 
Standard  &  Poor's,  that  the  Class  B  Notes  be  rated  at  least  "Aa2"  by  Moody's  and  "AA"  by  Standard  & 
Poor's,  that  the  Class  C  Notes  be  rated  at  least  "A2"  by  Moody's  and  "A"  by  Standard  &  Poor's,  that  the 
Class  D  Notes  be  rated  at  least  "Baa2"  by  Moody's  and  "BBB"  by  Standard  &  Poor's  and  that  the  Class  E 
Notes  be  rated  at  least  "Ba1"  by  Moody's  and  "BB+"  by  Standard  &  Poor's.  The  ratings  assigned  to  the 
Class  A  Notes  and  the  Class  B  Notes  by  Standard  &  Poor's  address  the  timely  payment  of  interest  on, 
and  the  ultimate  payment  of  the  principal  of,  the  Class  A.  Notes  and  the  Class  B  Notes.  The  ratings 
assigned  to  the  Class  C  Notes,  the  Class  D  Notes  and  the  Class  E  Notes  by  Standard  &  Poor's  address 
the  ultimate  payment  of  principal  of,  and  the  ultimate  payment  of  interest  on,  the  Class  C  Notes,  the  Class 
D  Notes  and  the  Class  E  Notes.  The  ratings  assigned  to  the  Notes  by  Moody's  address  the  ultimate  cash 
receipt  of  all  required  payments  as  provided  by  the  governing  documents,  and  are  based  on  the  expected 
loss  to  the  Noteholders  of  each  Class  relative  to  the  promise  of  receiving  the  present  value  of  such 
payments.  A  security  rating  is  not  a  recommendation  to  buy,  sell  or  hold  securities  and  may  be  subject  to 
revision  or  withdrawal  at  any  time. 
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MATURITY  AND  PREPAYMENT  CONSIDERATIONS 

The  Stated  Maturity  of  each  Class  of  Notes  is  the  0  Distribution  Date.  The  Notes  will  mature  at 
their  Stated  Maturity  unless  redeemed  or  repaid  prior  thereto.  However,  the  average  lives  of  the  Notes 
may  be  less  than  the  number  of  years  until  the  Stated  Maturity.  Based  on  the  portfolio  of  Underlying 
Assets  that  the  Collateral  Manager  expects  the  Issuer  to  purchase  no  later  than  the  Determination  Date 
preceding  the  First  Distribution  Date,  and  assuming  (a)  no  Underlying  Assets  default,  and  (b)  prepayment 
of  any  Underlying  Assets  during  any  month  occurs  at  a  rate  equal  to  an  average  rate  of  prepayment 
specified  by  the  Collateral  Manager,  redemption  will  occur  and  the  average  life  of  each  Class  of  Notes 
from  the  Closing  Date  will  be  as  follows: 


Class 

Average  Life  in  Years  assuming 

an  Auction  Call  Redemption 

occurrinq  in  fl 

Class  A-1  Notes 

n 

Class  A-2  Notes 

n 

Class  B  Notes 

n 

Class  C  Notes 

n 

Class  D  Notes 

n 

Class  E  Notes 

n 

Such  average  lives  of  the  Notes  are  presented  for  illustrative  purposes  only.  Although  the 
Collateral  Manager  prepared  the  list  in  Schedule  A  identifying  the  portfolio  of  Underlying  Assets  that  the 
Issuer  will  purchase  on  the  Closing  Date  (or  that  the  Issuer  has  committed  on  or  prior  to  the  Closing  Date 
to  purchase  thereafter  for  settlement  in  accordance  with  customary  settlement  procedures  in  the  relevant 
markets),  the  assumptions  used  to  calculate  the  average  lives  of  the  Notes  are  necessarily  arbitrary,  do 
not  necessarily  reflect  historical  experience  with  respect  to  securities  similar  to  the  Underlying  Assets  and 
do  not  constitute  a  prediction  with  respect  to  the  rates  or  timing  of  receipts  of  Interest  Proceeds  or 
Principal  Proceeds,  defaults,  recoveries,  sales,  prepayments  or  optional  redemptions  to  which  the 
Underlying  Assets  may  be  subject.  Actual  experience  as  to  these  matters  will  differ,  and  may  differ 
materially,  from  that  assumed  in  calculating  the  illustrative  average  lives  set  forth  above,  and 
consequently  the  actual  average  lives  of  the  Notes  will  differ,  and  may  differ  materially,  from  those  set 
forth  above.  In  addition,  the  assumptions  set  forth  above  do  not  necessarily  reflect  historical  performance 
and  defaults  for  Asset-Backed  Securities  and  the  Issuer  makes  no  representation  or  warranty  that  such 
assumptions  are  appropriate  or  reasonable.  Accordingly,  prospective  investors  should  make  their  own 
determinations  of  the  expected  weighted  average  lives  and  maturity  of  the  Notes  and,  accordingly,  their 
own  evaluation  of  the  merits  and  risks  of  an  investment  in  the  Notes.  See  "Risk  Factors— Projections, 
Forecasts  and  Estimates." 

Average  life  refers  to  the  average  number  of  years  that  will  elapse  from  the  date  of  delivery  of  a 
security  until  each  dollar  of  the  principal  of  such  security  will  be  paid  to  the  investor. 

The  average  lives  of  the  Notes  will  be  determined  by  the  amount  and  frequency  of  principal 
payments.  The  actual  average  lives  of  the  Notes  will  also  be  affected  by  the  financial  condition  of  the 
obligors  of  the  Underlying  Assets  and  the  characteristics  of  such  obligations,  including  the  existence  and 
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frequency  of  exercise  of  any  optional  or  mandatory  redemption  or  prepayment  features,  the  prevailing 
level  of  interest  rates,  the  redemption  price  and  the  actual  default  rate  and  the  actual  level  of  recoveries 
on  any  Defaulted  Securities.  The  rate  of  future  defaults  and  the  amount  and  timing  of  any  cash 
realization  from  Defaulted  Securities  also  will  affect  the  average  lives  of  the  Notes. 
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SECURITY  FOR  THE  NOTES 
General 

The  Collateral  securing  the  Notes  will  consist  of: 

(a)  the  Underlying  Assets  and  Equity  Securities  (if  any)  and  the  Offset  Transactions  and  the 
Offsetting  Transactions; 

(b)  the  rights  of  the  Issuer  under  any  Interest  Rate  Swap  Agreement; 

(c)  amounts  on  deposit  in  the  Payment  Account,  the  Interest  Collection  Account,  the 
Principal  Collection  Account,  the  Expense  Account,  the  Uninvested  Proceeds  Account, 
the  Synthetic  Security  Collateral  Account,  the  Disposition  Proceeds  Account  and  the 
Synthetic  Security  Issuer  Account  (collectively,  the  "Accounts")  and  Eligible  Investments 
purchased  with  funds  on  deposit  in  such  accounts; 

(d)  the  rights  of  the  Issuer  under  the  Management  Agreement,  the  Note  Purchase 
Agreement,  the  Subscription  Agreements,  the  Collateral  Administration  Agreement  and 
the  Administration  Agreement;  and 

(e)  all  proceeds  of  the  foregoing  (collectively,  the  "Collateral").  The  Collateral  will  not 
include  the  Excepted  Property. 

Underlying  Assets — Asset-Backed  Securities 

An  "Asset-Backed  Security"  includes  any  Dollar-denominated  asset-backed  security  or  any 
security  that  represents  a  direct  or  indirect  interest  in  such  an  asset-backed  security  that,  at  the  time  of 
acquisition  (or  commitment  for  acquisition)  by  the  Issuer  on  the  Closing  Date,  is  not  a  Prohibited  Asset  or 
a  Defaulted  Asset  and  which  satisfies  each  of  the  following  conditions: 

(a)  it  provides  for  a  fixed  amount  payable  in  cash  no  later  than  its  stated  maturity; 

(b)  the  Underlying  Instruments  with  respect  to  such  Asset-Backed  Security  do  not  prohibit  it 
from  being  purchased  by  the  Issuer  and  pledged  to  the  Trustee; 

(c)  it  is  not  denominated  or  payable  in,  or  convertible  into  an  obligation  or  security 
denominated  or  payable  in,  a  currency  other  than  Dollars; 

(d)  it  does  not  require  the  Issuer  to  make  future  advances  or  payments  to  the  obligor  or 
issuer; 

(e)  it  has  a  Standard  &  Poor's  Rating  (excluding  those  with  a  rating  from  Standard  &  Poor's 
which  includes  the  subscript  "p",  "pi",  "q",  "r"  or  "t")  and  a  Moody's  Rating; 

(f)  it  is  not  "margin  stock"  and  does  not  provide  for  conversion  into  "margin  stock"; 

(g)  it  is  not  subject  to  an  Offer; 

(h)  it  (or,  if  it  is  a  certificate  of  beneficial  interest  in  an  entity  that  is  treated  as  a  grantor  trust 
or  a  partnership  and  not  as  a  REMIC  or  FASIT  for  U.S.  federal  income  tax  purposes, 
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each  of  the  debt  instruments  or  securities  held  by  such  entity)  is  described  in  at  least  one 
of  the  following  four  clauses: 

(i)  it  is  a  Public  Security  that  was  issued  in  a  firm  commitment  underwriting  for  which 

neither  the  Collateral  Manager  nor  an  Affiliate  thereof  served  as  underwriter; 

(ii)  it  was  not  purchased  by  the  Issuer  (A)  directly  or  indirectly  from  its  issuer,  (B) 
pursuant  to  a  legally  binding  agreement  made  before  the  issuance  of  the 
obligation  or  security  or  (C)  from  the  Collateral  Manager  or  any  of  its  Affiliates 
unless  such  entity  (1)  regularly  acquires  securities  of  the  same  type  for  its  own 
account,  (2)  could  have  held  the  obligation  or  security  for  its  own  account 
consistent  with  its  investment  policies,  (3)  did  not  identify  the  obligation  or 
security  as  intended  for  sale  to  the  Issuer  or  the  Collateral  Manager  within  30 
days  of  its  issuance  and  (4)  held  the  obligation  or  security  for  at  least  30  days; 

(iii)         it  is  a  Private  Security  and 

(A)  it  was  originally  issued  pursuant  to  an  offering  circular,  private  placement 
memorandum  or  similar  offering  document; 

(B)  the  Issuer,  the  Collateral  Manager  and  the  Affiliates  of  the  Collateral 
Manager  did  not  at  original  issuance  acquire  [20]%  or  more  of  the 
aggregate  principal  amount  of  all  classes  of  securities  offered  by  the 
issuer  of  the  Asset-Backed  Security  in  the  offering  and  any  related 
offering;  provided  in  each  case  that  any  acquisition  by  an  Affiliate  of  the 
Collateral  Manager  that  is  not  a  member  of  the  Collateral  Manager 
Group  shall  be  included  only  if  the  Collateral  Manager  or  any  of  its 
employees  or  agents  knew  or  had  reason  to  know  of  such  acquisition; 
and 

(C)  the  Issuer,  the  Collateral  Manager  and  any  Affiliate  of  the  Collateral 
Manager  did  not  participate  in  negotiating  or  structuring  the  terms  of  the 
Asset-Backed  Security,  except  (1)  to  the  extent  such  participation 
consisted  of  an  election  by  the  Issuer,  the  Collateral  Manager  or  an 
Affiliate  of  the  Collateral  Manager  to  tranche  the  subordinate  classes  of 
securities  of  an  issue  in  the  form  of  one  of  the  structuring  options  offered 
by  the  issuer  of  the  securities  or  (2)  for  the  purposes  of  (i)  commenting 
on  offering  documents  to  an  unrelated  underwriter  or  placement  agent 
where  the  ability  to  comment  on  such  documents  was  generally  available 
to  investors  or  (ii)  due  diligence  of  the  kind  customarily  performed  by 
investors  in  securities,  or  (3)  to  the  extent  the  Collateral  Manager  or  any 
Affiliate  of  the  Collateral  Manager,  either  directly  or  indirectly  through  a 

,  conduit  issuer,  was  the  issuer  of  the  Asset-Backed  Security;  provided 
that  any  participation  in  negotiating  or  structuring  by  any.  Affiliate  of  the 
Collateral  Manager  that  is  not  a  member  of  the  Collateral  Manager 
Group  shall  be  included  only  if  the  Collateral  Manager  or  any  of  its 
employees  or  agents  knew  or  had  reason  to  know  of  such  participation; 
or 

(iv)        it  is  either  (A)  the  sole  material  obligation  of  a  repackaging  vehicle  formed  and 
operated  exclusively  to  hold  a  single  Asset-Backed  Security  described  in  at  least 
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one  of  clauses  (h)(i),  (h)(ii)  or  (h)(iii),  which  vehicle  may  also  hold  a  derivative 
financial  instrument  or  guarantee  designed  solely  to  offset  one  or  more  terms  of 
such  Asset-Backed  Security  or  (B)  a  security  issued  by  a  repackaging  vehicle 
that  holds  one  or  more  Asset-Backed  Securities  described  in  at  least  one  of 
clauses  (h)(i),  (h)(ii),  (h)(iii),  or  (h)(iv)(A)  and  which  is  treated  as  a  REMIC,  FASIT, 
grantor  trust,  or  partnership  for  U.S.  federal  income  tax  purposes,  and  is  formed 
by  the  Collateral  Manager  or  one  of  its  Affiliates; 

(i)  if  interest  income  on  an  Asset-Backed  Security  is  considered  U.S.-source  income  for  U.S. 

federal  income  tax  purposes,  it  is  in  registered  form  for  U.S.  federal  income  tax  purposes 
and  it  (and  if  it  is  a  certificate  of  interest  in  a  trust  that  is  treated  as  a  grantor  trust  and  not 
as  a  REMIC  or  FASIT  for  U.S.  federal  income  tax  purposes,  each  of  the  obligations  or 
securities  held  by  such  trust)  was  issued  after  July  18,  1984;  provided  that,  if  it  is  a 
certificate  of  beneficial  interest  in  an  entity  that  is  treated  as  a  partnership  for  U.S.  federal 
income  tax  purposes,  each  of  the  obligations  or  securities  held  by  such  entity  is  in 
registered  form  for  U.S.  Federal  income  tax  purposes  and  was  issued  after  July  18, 1984  • 
(a  "Registered"  obligation  or  security); 

(j)  either  (i)  the  Issuer  meets  the  certification  and  other  requirements  to  receive  payments 

with  respect  to  the  Asset-Backed  Security  free  of  U.S.  and  foreign  withholding  tax,  (ii)  the 
issuer  thereof  is  required  to  make  additional  payments  sufficient  on  an  after-tax  basis  to 
cover  any  U.S.  and  foreign  withholding  tax  imposed  on  payments  made  to  the  Issuer  with 
respect  thereto  (including  any  tax  on  the  additional  payments  described  in  this 
paragraph)  or  (iii)  the  issuer  thereof  has  obtained  or  expects  to  obtain  in  the  ordinary 
course  and  not  more  than  six  weeks  following  the  issuance  thereof  an  exemption  from 
withholding  tax  for  the  entire  period  during  which  the  Notes  and  the  Preference  Shares 
will  be  outstanding;  provided  that,  for  purposes  of  this  clause  (h),  a  determination  that  an 
Asset-Backed  Security  is  eligible  for  exemption  from  U.S.  withholding  tax  under  Section 
871  (h)  or  Section  661  (c)  of  the  Code  may  be  based  on  advice  of  Allen  &  Overy  LLP  or  an 
opinion  of  counsel  that  the  Asset-Backed  Security  will  or  should  be  treated  as  debt  for 
U.S.  federal  income  tax  purposes; 

(k)  (i)  the  Asset-Backed  Security  is  the  obligation  of  a  single  issuer  incorporated  as  a 
corporation  under  the  state  or  federal  laws  of  the  United  States,  that  is  not  a  U.S.  real 
property  holding  company;  (ii)  the  Issuer  has  been  advised  by  Allen  &  Overy  LLP  or  has 
received  an  opinion  of  counsel  that  owning  the  Asset-Backed  Security  will  not  subject  the 
Issuer  to  U.S.  federal  income  tax  on  a  net  income  basis  or  cause  the  Issuer  to  be  treated 
as  engaged  in  a  trade  or  business  within  the  United  States;  (iii)  the  Issuer  has  received 
an  opinion  of  counsel  that  the  Asset-Backed  Security  will  be  treated  as  debt  for  U.S. 
federal  income  tax  purposes;  (iv)  the  Issuer  has  received  an  opinion  of  counsel  that  for 
.  U.S.  federal  income  tax  purposes  (A)  the  issuer  of  the  Asset-Backed  Security  is  a  grantor 
trust  and  (B)  all  the  assets  of  the  trust  are  regular  interests  in  a  REMIC  or  FASIT  or 
interest  rate  floors,  caps,  swaps  or  other  notional  principal  contracts  (within  the  meaning 
of  applicable  Treasury  Regulations),  the  payments  under  which  are  determined  solely  by 
reference  to  interest  rates,  or  (v)  the  Alternative  Debt  Test  is  satisfied,  provided  that,  for 
purposes  of  clauses  (f),  (g),  (h)  and  this  clause  (i),  (1)  an  opinion  of  counsel  that  the 
issuer  of  an  Asset-Backed  Security  will  be  treated  as  a  REMIC  or  FASIT  for  U.S.  federal 
income  tax  purposes  shall  be  treated  as  an  opinion  of  counsel  that  the  Asset-Backed 
Security  will  be  treated  as  debt  for  U.S.  federal  income  tax  purposes  (unless  the  Asset- 
Backed  Security  is  the  residual  interest  in  the  REMIC  or  the  ownership  interest  in  the 
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FASIT),  (2)  if  there  has  been  no  change  in  the  terms  of  an  Asset-Backed  Security  prior  to 
its  acquisition,  the  Issuer  shall  be  treated  as  having  received  an  opinion  that  it  will  or 
should  be  treated  as  debt  if  the  Issuer  either  has  obtained  a  tax  opinion  to  that  effect 
rendered  at  the  issuance  of  such  Asset-Backed  Security  or  has  received  offering 
documents  pursuant  to  which  such  Asset-Backed  Security  was  offered  that  include  a  tax 
opinion  to  such  effect  or  state  that  an  opinion  of  counsel  to  such  effect  has  been 
rendered,  and  (3)  if  there  has  been  no  change  in  any  of  the  organizational  documents  of 
an  entity  issuing  an  Asset-Backed  Security  since  its  issuance,  the  Issuer  shall  be  treated 
as  having  received  an  opinion  that  such  entity  will  be  treated  as  a  corporation, 
partnership,  grantor  trust,  REMIC  or  FASIT  (as  the  case  may  be)  for  U.S.  federal  income 
tax  purposes  if  the  Issuer  either  has  obtained  a  tax  opinion  to  that  effect  rendered  at  the 
time  of  the  issuance  of  the  Asset-Backed  Security  or  has  obtained  offering  documents 
that  include  an  opinion  of  counsel  to  such  effect  or  state  that  an  opinion  of  counsel  to 
such  effect  has  been  rendered; 

(I)  it  is  not  a  swap  transaction  or  other  derivative  financial  instrument  referencing  a  debt 

instrument; 

(m)  acquisition  of  the  Asset-Backed  Security  will  not  cause  the  Issuer  to  register,  or  be 
required  to  register,  under  the  Investment  Company  Act; 

(n)         it  is  not  convertible  into  one  or  more  Equity  Securities; 

(o)         it  is  not  currently  deferring  interest  or  a  Written  Down  Security; 

(p)  it  is  expected  to  have  an  outstanding  Principal/Notional  Balance  of  less  than  U.S.$1,000 
as  of  the  Stated  Maturity  of  the  Notes,  assuming  a  constant  prepayment  rate  since  the 
date  of  purchase  equal  to  the  lesser  of  (a)  5.0%  per  annum  and  (b)  the  constant 
prepayment  rate  reasonably  expected  by  the  Collateral  Manager  as  of  the  date  of 
purchase,  or,  if  constant  prepayment  rate  is  not  applicable,  the  slowest  prepayment 
scenario  as  described  in  the  prospectus  relating  to  such  Asset-Backed  Security;  and 

(q)         it  will  be  pledged  to  the  Trustee  under  the  Indenture. 

An  "A/B  Exchange"  is  an  exchange  of  one  security  (the  "A  Security")  for  another  security  (the 
"B  Security")  of  the  same  issuer  or  issuers  which  B  Security  shall  have  substantially  identical  terms  to  the 
A  Security  except  that  one  or  more  restrictions  applicable  to  the  A  Security  are  inapplicable  to  the 
B  Security. 

The  "Alternative  Debt  Test"  is  satisfied  with  respect  to  a  security  if,  on  the  date  the  Issuer 
acquires  such  security,  each  of  the  following  is  satisfied: 

(a)  such  security  is  in  the  form  of  a  note  or  other  debt  instrument  and  is  treated  as  debt  for 
corporate  law  purposes  in  the  jurisdiction  of  the  issuer  of  such  security; 

(b)  the  documents  pursuant  to  which  such  security  was  offered,  if  any,  do  not  require  that 
any  holder  thereof  treat  such  security  other  than  as  debt  for  tax  purposes; 

(c)  such  security  bears  interest  at  a  fixed  rate  per  annum  or  at  a  rate  based  upon  a 
customary  floating  rate  index  plus  or  minus  a  spread  and  does  not  provide  for  any 
interest  based  on  any  other  factor,  such  as  the  issuer's  profits  or  cash  flow; 
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(d)  such  security  had  a  fixed  term  at  original  issuance  not  in  excess  of  35  years; 

(e)  such  security  provides  for  a  fixed  principal  amount  (leaving  no  amount  outstanding) 
payable  no  later  than  its  stated  maturity;  and 

(f)  such  security  is  rated  at  least  "BBB  "  by  Fitch,  at  least  "BBB  "  by  Standard  &  Poor's  or  at 
least  "Baa3"  by  Moody's,  and  if  so  rated,  such  rating  is  not  on  watch  for  downgrade  by 
Moody's,  as  to  ultimate  payment  of  principal  and  interest;  provided  that,  in  the  case  of  a 
security  in  the  form  of  a  beneficial  interest  in  an  entity  that  is  treated  (as  evidenced  by  an 
opinion  of  counsel  or  a  reference  to  an  opinion  of  counsel  in  documents  pursuant  to 
which  such  security  was  offered)  as  a  grantor  trust  or  a  partnership  for  U.S.  federal 
income  tax  purposes  and  not  as  an  association  taxable  as  a  corporation,  any  of  the 
conditions  specified  in  clauses  (a),  (b),  (c),  (d)  and  (e)  may  be  satisfied  by  reference  to 
each  asset  held  by  such  entity  rather  than  by  reference  to  such  beneficial  ownership 
interests. 

"Collateral  Manager  Group"  means  the  Collateral  Manager  and  any  directly  or  indirectly 
controlled  subsidiary  of  the  Collateral  Manager. 

An  "Offer"  means,  with  respect  to  any  security,  (i)  any  offer  by  the  issuer  of  such  security  or  by 
any  other  person  made  to  all  of  the  holders  of  such  security  to  purchase  or  otherwise  acquire  such 
security  (other  than  pursuant  to  any  redemption  in  accordance  with  the  terms  of  its  Underlying 
Instruments)  or  to  convert  or  exchange  such  security  into  or  for  cash,  securities  or  any  other  type  of 
consideration  or  (ii)  any  solicitation  by  the  issuer  of  such  security  or  any  other  person  to  amend,  modify  or 
waive  any  provision  of  such  security  or  any  of  its  Underlying  Instruments. 

A  "Private  Security"  is  any  security  that  is  not  a  Public  Security,  including,  without  limitation,  any 
of  the  following: 

(a)  any  security  that  was  not  (i)  issued  pursuant  to  an  effective  registration  statement  under 
the  Securities  Act  or  (ii)  a  privately  placed  security  that  is  eligible  for  resale  under  Rule 
144A  or  Regulation  S  under  the  Securities  Act; 

(b)  any  security  (other  than  a  Public  Security  or  a  security  described  by  clause  (c)  below) 
that  is  eligible  for  resale  under  Rule  144A  under  the  Securities  Act;  or 

(c)  any  security  that  is  not  a  Public  Security  but  that  (i)  is  eligible  for  resale  by  the  Issuer 
under  Rule  144A  under  the  Securities  Act  and  (ii)  with  respect  to  which  the  Issuer,  either 
by  itself  or  together  with  other  holders  of  such  securities,  has  the  right  to  require  the 
issuer  thereof  (or  such  issuer  is  otherwise  obligated  or  is  penalized  if  such  item  is  not  so 
registered),  within  one  year  from  any  date  of  determination,  to  register  under  the 
Securities  Act  the  public  resale  of  such  security  or  to  effect  an  A/B  Exchange;  provided 
that  clause  (ii)  does  not  apply  to  Asset-Backed  Securities. 

A  "Prohibited  Asset"  is  any  of  the  following:  (a)  any  asset  the  ownership  of  which  would  cause 
the  Issuer  to  be  subject  to  income  tax  on  a  net  income  basis  in  any  jurisdiction,  or  (b)  any  asset  the  gain 
from  the  Disposition  of  which  will  be  subject  to  U.S.  federal  income  or  withholding  tax  under  Section  897 
or  Section  1445  of  the  Code  and  Treasury  Regulations  promulgated  thereunder;  provided,  however,  that 
the  Issuer  shall  set  up  a  special  purpose  subsidiary  (which  shall  be  a  corporation  for  U.S.  tax  purposes)  to 
receive  and  hold  an  Equity  Security,  unless  it  has  consulted  with  its  tax  counsel  and  has  been  advised 
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that  the  Issuer  can  hold  the  Equity  Security  directly  without  causing  the  Issuer  to  be  treated  as  engaged  in 
a  trade  or  business  in  the  United  States  for  U.S.  federal  income  tax  purposes. 

A  "Public  Security"  is  any  of  the  following:  any  security  (a)  the  public  resale  of  which  by  the 
Issuer  either  has  been  registered  under  the  Securities  Act  or  is  exempt  from  such  registration  pursuant  to 
Section  4(1)  or  Rule  144(k)  under  the  Securities  Act,  (b)  issued  or  guaranteed  by  Government  National 
Mortgage  Association,  Federal  National  Mortgage  Association  and  Federal  Home  Loan  Mortgage 
Corporation  or  (c)  issued  by  an  issuer  organized  outside  of  the  United  States  and  registered  in  the 
jurisdiction  where  the  issuer  is  organized. 

Asset-Backed  Securities 

The  Underlying  Assets  will  consist  of  Asset-Backed  Securities,  which  may  include  CMBS 
Securities,  RMBS  Securities,  Automobile  Securities,  Car  Rental  Fleet  Securities,  CDO  Securities,  Credit 
Card  Securities,  Equipment  Lease  Securities,  Small  Business  Loan  Securities  and  Student  Loan 
Securities,  or  Synthetic  Securities  with  Reference  Obligations  as  Asset-Backed  Securities.  Asset-Backed 
Securities  are  securities  that  entitle  the  holders  thereof  to  receive  payments  that  depend  primarily  on  the 
cash  flow  from  a  specified  pool  of  financial  assets,  either  fixed  or  revolving,  that  by  their  terms  convert  into 
cash  within  a  finite  time  period,  together  with  rights  or  other  assets  designed  to  assure  the  servicing  or 
timely  distribution  of  proceeds  to  holders  of  the  Asset-Backed  Securities. 

Issuers  of  Asset-Backed  Securities  are  primarily  banks  and  finance  companies,  captive  finance 
subsidiaries  of  non-financial  corporations  or  specialized  originators  such  as  credit  card  lenders,  or  trusts 
or  entities  formed  by  such  institutions  to  issue  Asset-Backed  Securities.  Credit  risk  is  an  important  issue 
in  Asset-Backed  Securities  because  of  the  significant  credit  risks  inherent  in  the  underlying  collateral  and 
because  issuers  are  primarily  private  entities.  Accordingly,  Asset-Backed  Securities  generally  include 
one  or  more  credit  enhancements  that  are  designed  to  raise  the  overall  credit  quality  of  the  security 
above  that  of  the  underlying  collateral.  Another  important  type  of  Asset-Backed  Security  is  commercial 
paper  issued  by  special-purpose  entities.  Asset-backed  commercial  paper  is  usually  backed  by  trade 
receivables,  though  such  conduits  may  also  fund  commercial. and  industrial  loans.  Banks  are  typically 
more  active  as  issuers  of  these  instruments  than  as  investors  in  them. 

An  Asset-Backed  Security  is  created  by  the  sale  of  assets  or  collateral  to  a  conduit,  which 
becomes  the  legal  issuer  of  the  Asset-Backed  Securities.  The  securitization  conduit  or  issuer  is  generally 
a  bankruptcy-remote  vehicle  such  as  a  grantor  trust  or,  in  the  case  of  an  asset-backed  commercial  paper 
program,  a  special-purpose  entity.  The  sponsor  or  originator  of  the  collateral  usually  establishes  the 
issuer.  Interests  in  the  trust,  which  embody  the  right  to  certain  cash  flows  arising  from  the  underlying 
assets,  are  then  sold  in  the  form  of  securities  to  investors  through  an  investment  bank  or  other  securities 
underwriter.  Each  Asset-Backed  Security  has  a  servicer  (often  the  originator  of  the  collateral)  that  is 
responsible  for  collecting  the  cash  flows  generated  by  the  securitized  assets — principal,  interest  and  fees 
net  of  losses  and  any  servicing  costs  as  well  as  other  expenses — and  for  passing  them  along  to  the 
investors  in  accordance  with  the  terms  of  the  securities.  The  servicer  processes  the  payments  and 
administers  the  borrower  accounts  in  the  pool. 

The  structure  of  an  Asset-Backed  Security  and  the  terms  of  the  investors'  interests  in  the 
collateral  can  vary  widely  depending  on  the  type  of  collateral,  the  desires  of  investors  and  the  use  of 
credit  enhancements.  Often  Asset-Backed  Securities  are  structured  to  reallocate  the  risks  entailed  in  the 
underlying  collateral  (particularly  credit  risk)  into  security  tranches  that  match  the  desires  of  investors.  For 
example,  senior  subordinated  security  structures  give  holders  of  senior  tranches  greater  credit  risk 
protection  (albeit  at  lower  yields)  than  holders  of  subordinated  tranches.  Under  this  structure,  at  least  two 
classes  of  Asset-Backed  Securities  are  issued,  with  the  senior  class  having  a  priority  claim  on  the  cash 
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flows  from  the  underlying  pool  of  assets.  The  subordinated  class  must  absorb  credit  losses  on  the 
collateral  before  losses  can  be  charged  to  the  senior  portion.  Because  the  senior  class  has  this  priority 
claim,  cash  flows  from  the  underlying  pool  of  assets  must  first  satisfy  the  requirements  of  the  senior  class. 
Only  after  these  requirements  have  been  met  will  the  cash  flows  be  directed  to  service  the  subordinated 
class. 

Asset-Backed  Securities  also  use  various  forms  of  credit  enhancements  to  transform  the  risk- 
return  profile  of  underlying  collateral,  including  third-party  credit  enhancements,  recourse  provisions, 
overcollateralization  and  various  covenants.  Third-party  credit  enhancements  include  standby  letters  of 
credit,  collateral,  mortgage  insurance  or  pool  insurance,  or  surety  bonds  from  third  parties.  Recourse 
provisions  are  guarantees  that  require  the  originator  to  cover  any  losses  up  to  a  contractually  agreed- 
upon  amount.  One  type  of  recourse  provision,  usually  seen  in  securities  backed  by  credit  card 
receivables,  is  the  "spread  account."  This  account  is  actually  an  escrow  account  whose  funds  are  derived 
from  a  portion  of  the  spread  between  the  interest  earned  on  the  assets  in  the  underlying  pool  of  collateral 
and  the  lower  interest  paid  on  securities  issued  by  the  trust.  The  amounts  that  accumulate  in  this  escrow 
account  are  used  to  cover  credit  losses  in  the  underlying  asset  pool,  up  to  several  multiples  of  historical 
losses  on  the  particular  assets  collateralizing  the  securities.  Overcollateralization  is  another  form  of  credit 
enhancement  that  covers  a  predetermined  amount  of  potential  credit  losses.  It  occurs  when  the  value  of 
the  underlying  assets  exceeds  the  face  value  of  the  securities.  A  similar  form  of  credit  enhancement  is 
the  cash-collateral  account,  which  is  established  when  a  third  party  deposits  cash  into  a  pledged  account. 
The  use  of  cash-collateral  accounts,  which  are  considered  by  enhancers  to  be  loans,  grew  as  the  number 
of  highly  rated  banks  and  other  credit  enhancers  declined  in  the  early  1990s.  Cash-collateral  accounts 
provide  credit  protection  to  investors  of  a  securitization  by  eliminating  "event  risk,"  or  the  risk  that  the 
credit  enhancer  will  have  its  credit  rating  downgraded  or  that  it  will,  not  be  able  to  fulfill  its  financial 
obligation  to  absorb  losses.  An  investment  banking  firm  or  other  organization  generally  serves  as  an 
underwriter  for  Asset-Backed  Securities.  In  addition,  a  credit-rating  agency  often  will  analyze  the  policies 
and  operations  of  the  originator  and  servicer,  as  well  as  the  structure,  underlying  pool  of  assets,  expected 
cash  flows  and  other  attributes  of  the  securities.  Before  assigning  a  rating  to  the  issue,  the  rating  agency 
will  also  assess  the  extent  of  loss  protection  provided  to  investors  by  the  credit  enhancements  associated 
with  the  issue. 

Although  the  basic  elements  of  all  Asset-Backed  Securities  are  similar,  individual  transactions 
can  differ  markedly  in  both  structure  and  execution.  Important  determinants  of  the  risk  associated  with 
issuing  or  holding  the  securities  include  the  process  by  which  principal  and  interest  payments  are 
allocated  and  down-streamed  to  investors,  how  credit  losses  affect  the  trust  and  the  return  to  investors, 
whether  collateral  represents  a  fixed  set  of  specific  assets  or  accounts,  whether  the  underlying  collateral 
assets  are  revolving  or  closed-end,  under  what  terms  (including  maturity  of  the  asset-backed  instrument) 
any  remaining  balance  in  the  accounts  may  revert  to  the  issuing  company  and  the  extent  to  which  the 
company  that  is  the  actual  source  of  the  collateral  assets  is  obligated  to  provide  support  to  the  trust  or 
conduit  or  to  the  investors.  Further  issues  may  arise  based  on  discretionary  behavior  of  the  issuer  within 
the  terms  of  the  securitization  agreement,  such  as  voluntary  buybacks  from,  or  contributions  to,  the 
underlying  pool  of  loans  when  credit  losses  rise.  A  bank  or  other  issuer  may  play  more  than  one  role  in 
the  securitization  process.  An  issuer  can  simultaneously  serve  as  originator  of  loans,  servicer, 
administrator  of  the  trust,  underwriter,  provider  of  liquidity  and  credit  enhancer.  Issuers  typically  receive  a 
fee  for  each  element  of  the  transaction  they  undertake.  The  multiplicity  of  roles  that  may  be  played  by  a 
single  firm-^within  a  single  securitization  or  across  a  number  of  them — means  that  credit  and  operational 
risk  can  accumulate  into  significant  concentrations  with  respect  to  one  or  a  small  number  of  firms. 

There  are  many  different  varieties  of  Asset-Backed  Securities,  often  customized  to  the  terms  and 
characteristics  of  the  underlying  collateral.     The  most  common  types  are  securities  collateralized  by 
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mortgages  and  revolving  credit-card  receivables,  but  instruments  backed  by  home  equity  loans,  other 
second  mortgages  and  automobile-finance  receivables  are  also  common. 

Securities  backed  by  closed-end  installment  loans  are  typically  the  least  complex  form  of  asset- 
backed  instruments.  Collateral  for  these  Asset-Backed  Securities  typically  includes  leases,  student  loans 
and  automobile  loans.  The  loans  that  form  the  pool  of  collateral  for  the  Asset-Backed  Securities  may 
have  varying  contractual  maturities  and  may  or  may  not  represent  a  heterogeneous  pool  of  borrowers. 
Unlike  a  mortgage  pass-through  instrument,  the  trustee  does  not  need  to  take  physical  possession  of  any 
account  documents  to  perfect  a  security  interest  in  the  receivables  under  the  Uniform  Commercial  Code. 
The  repayment  stream  on  installment  loans  is  fairly  predictable,  since  it  is  primarily  determined  by  a 
contractual  amortization  schedule.  Early  repayment  on  these  instruments  can  occur  for  a  number  of 
reasons,  with  most  tied  to  the  disposition  of  the  underlying  collateral  (for  example,  in  the  case  of  Asset- 
Backed  Securities  backed  by  automobile  loans,  the  sale  of  the  vehicles).  Interest  is  typically  passed 
through  to  security  holders  at  a  fixed  rate  that  is  slightly  below  the  weighted  average  coupon  of  the  loan 
pool,  allowing  for  servicing  and  other  expenses  as  well  as  credit  losses. 

Unlike  closed-end  installment  loans,  revolving  credit  receivables  involve  greater  uncertainty  about 
future  cash  flows.  Therefore,  Asset-Backed  Securities  structures  using  this  type  of  collateral  must  be 
more  complex  to  afford  investors  more  comfort  in  predicting  their  repayment.  Accounts  included  in  the 
securitization  pool  may  have  balances  that  grow  or  decline  over  the  life  of  the  Asset-Backed  Securities. 
Accordingly,  at  maturity  of  the  Asset-Backed  Securities,  any  remaining  balances  revert  to  the  originator. 
During  the  term  of  the  Asset-Backed  Securities,  the  originator  may  be  required  to  sell  additional  accounts 
to  the  pool  to  maintain  a  minimum  dollar  amount  of  collateral  if  accountholders  pay  down  their  balances  at 
greater  than  predetermined  rates.  Credit  card  securitizations  are  the  most  prevalent  form  of  revolving 
credit  Asset-Backed  Securities,  although  home  equity  lines  of  credit  are  a  growing  source  of  Asset- 
Backed  Securities  collateral.  Credit  card  securitizations  are  typically  structured  to  incorporate  two  phases 
in  the  life  cycle  of  the  collateral:  an  initial  phase  during  which  the  principal  amount  of  the  securities 
remains  constant  and  an  amortization  phase  during  which  investors  are  paid  off.  A  specific  period  of  time 
is  assigned  to  each  phase.  Typically,  a  specific  pool  of  accounts  is  identified  in  the  securitization 
documents,  and  these  specifications  may  include  not  only  the  initial  pool  of  loans  but  a  portfolio  from 
which  new  accounts  may  be  contributed.  The  dominant  vehicle  for  issuing  securities  backed  by  credit 
cards  is  a  master  trust  structure  with  a  "spread  account,"  which  is  funded  up  to  a  predetermined  amount 
through  "excess  yield" — that  is,  interest  and  fee  income  less  credit  losses,  servicing  and  other  fees.  With 
credit  card  receivables,  the  income  from  the  pool  of  loans — even  after  credit  losses — is  generally  much 
higher  than  the  return  paid  to  investors.  After  the  spread  account  accumulates  to  its  predetermined  level, 
the  excess  yield  reverts  to  the  issuer.  Under  GAAP,  issuers  are  required  to  recognize  on  their  balance 
sheet  an  excess  yield  asset  that  is  based  on  the  fair  value  of  the  expected  future  excess  yield;  in 
principle,  this  value  would  be  based  on  the  net  present  value  of  the  expected  earnings  stream  from  the 
transaction.  Issuers  are  further  required  to  revalue  the  asset  periodically  to  take  account  of  changes  in 
fair  value  that  may  occur  due  to  interest  rates,  actual  credit  losses  and  other  factors  relevant  to  the  future 
stream  of  excess  yield. 

A  number  of  banks  have  used  a  structure — a  "special-purpose  entity" — that  is  designed  to 
acquire  trade  receivables  and  commercial  loans  from  high-quality  (often  investment-grade)  obligors  and 
to  fund  those  loans  by  issuing  (asset-backed)  commercial  paper  that  is  to  be  repaid  from  the  cash  flow  of 
the  receivables.  Capital  is  contributed  to  the  special-purpose  entity  by  the  originating  bank  that,  together 
with  the  high  quality  of  the  underlying  borrowers,  is  sufficient  to  allow  the  special-purpose  entity  to  receive 
a  high  credit  rating.  The  net  result  is  that  the  special-purpose  entity's  cost  of  funding  can  be  at  or  below 
that  of  the  originating  bank  itself.  The  special-purpose  entity  is  "owned"  by  individuals  who  are  not 
formally  affiliated  with  the  bank,  although  the  degree  of  separation   is  typically  minimal.     These 
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securitization  programs  enable  banks  to  arrange  short-term  financing  support  for  their  customers  without 
having  to  extend  credit  directly.  This  structure  provides  borrowers  with  an  alternative  source  of  funding 
and  allows  banks  to  earn  fee  income  for  managing  the  programs.  As  the  asset-backed  commercial  paper 
structure  has  developed,  it  has  been  used  to  finance  a  variety  of  underlying  loans— in  some  cases,  loans 
purchased  from  other  firms  rather  than  originated  by  the  bank  itself— and  as  a  "remote  origination"  vehicle 
from  which  loans  can  be  made  directly.  Like  other  securitization  techniques,  this  structure  allows  banks 
to  meet  their  customers'  credit  needs  while  incurring  lower  capital  requirements  and  a  smaller  balance 
sheet  than  if  it  made  the  loans  directly. 

Issuers  obtain  a  number  of  advantages  from  securitizing  assets,  including  improving  their  capital 
ratios  and  return  on  assets,  monetizing  gains  in  loan  value,  generating  fee  income  by  providing  services 
to  the  securitization  conduit,  closing  a  potential  source  of  interest-rate  risk  and  increasing  institutional 
liquidity  by  providing  access  to  a  new  source  of  funds.  Investors  are  attracted  by  the  high  credit  quality  of 
Asset-Backed  Securities,  as  well  as  their  attractive  returns. 

Asset-Backed  Securities  carry  coupons  that  can  be  fixed  or  floating.  Pricing  is  typically  designed 
to  mirror  the  coupon  characteristics  of  the  loans  being  securitized.  The  spread  will  vary  depending  on  the 
credit  quality  of  the  underlying  collateral,  the  degree  and  nature  of  credit  enhancement  and  the  degree  of 
variability  in  the  cash  flows  emanating  from  the  securitized  loans. 

Credit  risk  arises  from  (a)  losses  due  to  defaults  by  the  borrowers  in  the  underlying  collateral,  (b) 
the  issuer's  or  servicer's  failure  to  perform  and  (c)  fraud.  These  elements  can  blur  together  as,  for 
example,  in  the  case  of  a  servicer  who  does  not  provide  adequate  credit-review  scrutiny  to  the  serviced 
portfolio,  leading  to  higher  incidence  of  defaults.  Asset-Backed  Securities  are  rated  by  major  rating 
agencies.  Market  risk  arises  from  the  cash-flow  characteristics  of  the  security,  which  for  many  Asset- 
Backed  Securities  tend  to  be  predictable.  The  greatest  variability  in  cash  flows  comes  from  credit 
performance,  including  the  presence  of  wind-down  or  acceleration  features  designed  to  protect  the 
investor  in  the  event  that  credit  losses  in  the  portfolio  rise  well  above  expected  levels.  Interest-rate  risk 
arises  for  the  issuer  from  the  relationship  between  the  pricing  terms  on  the  underlying  collateral  and  the 
terms  of  the  rate  paid  to  security  holders  and  from  the  need  to  mark  to  market  the  excess  servicing  or 
spread  account  proceeds  carried  on  the  balance  sheet.  Liquidity  risk  can  arise  from  increased  perceived 
credit  risk,  like  that  which  occurred  in  1996  and  1997  with  the  rise  in  reported  delinquencies  and  losses 
on  securitized  pools  of  credit  cards.  Liquidity  can  also  become  a  major  concern  for  asset-backed 
commercial  paper  programs  if  concerns  about  credit  quality,  for  example,  lead  investors  to  avoid  the 
commercial  paper  issued  by  the  relevant  special-purpose  entity.  For  these  cases,  the  securitization 
transaction  may  include  a  "liquidity  facility,"  which  requires  the  facility  provider  to  advance  funds  to  the 
relevant  special-purpose  entity  should  liquidity  problems  arise.  To  the  extent  that  the  bank  originating  the 
loans  is  also  the  provider  of  the  liquidity  facility,  and  that  the  bank  is  likely  to  experience  similar  market 
concerns  if  the  loans  it  originates  deteriorate,  the  ultimate  practical  value  of  the  liquidity  facility  to  the 
transaction  may  be  questionable.  Operations  risk  arises  through  the  potential  for  misrepresentation  of 
loan  quality  or  terms  by  the  originating  institution,  misrepresentation  of  the  nature  and  current  value  of  the 
assets  by  the  servicer  and  inadequate  controls  over  disbursements  and  receipts  by  the  servicer. 

A  list  of  all  Underlying  Assets  to  be  acquired  by  the  Issuer  on  the  Closing  Date  is  set  forth  in 
Schedule  A  attached  hereto.  The  Underlying  Assets  are  divided  into  different  "Specified  Types  ".  The 
Specified  Types  are  set  forth  below. 

"ABX  Tranche  Security"  means  Underlying  Assets  that  are  issued  by  a  special  purpose  issuer 
as  part  of  an  ABX.HE  index  administered  and  marketed  by  Markit  Group  Limited. 
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"Automobile  Securities"  means  Underlying  Assets  that  entitle  the  holders  thereof  to  receive 
payments  that  depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely 
distribution  of  proceeds  to  holders  of  the  Asset-Backed  Securities)  on  the  cash  flow  from  installment  sale 
loans  made  to  finance  the  purchase  of,  or  from  leases  of,  automobiles,  generally  having  the  following 
characteristics:  (1)  the  loans  or  leases  may  have  varying  contractual  maturities;  (2)  the  loans  or  leases 
are  obligations  of  numerous  borrowers  or  lessors  and  accordingly  represent  a  diversified  pool  of  obligor 
credit  risk;  (3)  the  repayment  stream  on  such  loans  or  leases  is  primarily  determined  by  a  contractual 
payment  schedule,  with  early  repayment  on  such  loans  or  leases  predominantly  dependent  upon  the 
disposition  of  the  underlying  vehicle;  and  (4)  such  leases  typically  provide  for  the  right  of  the  lessee  to 
purchase  the  vehicle  for  its  stated  residual  value,  subject  to  payments  at  the  end  of  lease  term  for  excess 
mileage  or  use. 

"Car  Rental  Fleet  Securities"  means  Underlying  Assets  that  entitle  the  holders  thereof  to  receive 
payments  that  depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely 
distribution  of  proceeds  to  holders  of  the  Asset-Backed  Securities)  on  the  cash  flow  from  leases  and 
subleases  of  vehicles  to  car  rental  systems  and  their  franchisees,  generally  having  the  following 
characteristics:  (1)  the  leases  and  subleases  have  varying  contractual  maturities;  (2)  the  subleases  are 
obligations  of  numerous  franchisees  and  accordingly  represent  a  very  diversified  pool  of  obligor  credit 
risk;  (3)  the  repayment  stream  on  such  leases  and  subleases  is  primarily  determined  by  a  contractual 
payment  schedule,  with  early  termination  of  such  leases  and  subleases  predominantly  dependent  upon 
the  disposition  to  a  lessee  or  third  party  of  the  underlying  vehicle;  and  (4)  such  leases  or  subleases 
typically  provide  for  the  right  of  the  lessee  or  sublessee  to  purchase  the  vehicle  for  its  stated  residual 
value,  subject  to  payments  at  the  end  of  lease  term  for  excess  mileage  or  use. 

"CDO  Securities"  means  securities  that  entitle  the  holders  thereof  to  receive  payments  that 
depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely  distribution  of 
proceeds  to  holders  of  the  CDO  Securities)  on  the  cash  flow  from  a  portfolio  of  Synthetic  Securities, 
Asset-Backed  Securities,  Commercial  Mortgage-Backed  Securities,  Residential  Mortgage-Backed 
Securities,  bank  loan  securities,  domestic  corporate  debt  securities,  high-grade  asset-backed  securities 
and  trust  preferred  securities  or  any  combination  of  the  foregoing,  generally  having  the  following 
characteristics:  (1)  the  securities  have  varying  contractual  maturities;  (2)  the  securities  are  obligations  of 
a  relatively  limited  number  of  obligors  or  issuers  and  accordingly  represent  a  relatively  undiversified  pool 
of  obligor  credit  risk;  (3)  repayment  thereof  can  vary  substantially  from  the  contractual  payment  schedule 
(if  any),  with  early  prepayment  of  individual  securities  depending  on  numerous  factors  specific  to  the 
particular  issuers  or  obligors  and  upon  whether,  in  the  case  of  securities  bearing  interest  at  a  fixed  rate, 
such  securities  include  an  effective  prepayment  premium;  and  (4)  proceeds  from  such  repayments  can  for 
a  limited  period  and  subject  to  compliance  with  certain  eligibility  criteria  be  reinvested  in  additional 
securities. 

"CMBS  Securities"  means  Asset-Backed  Securities  that  entitle  the  holders  thereof  to  receive 
payments  that  depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely 
distribution  of  proceeds  to  holders  of  the  Asset-Backed  Securities)  on  the  cash  flow  from  (a)  a  pool  of 
commercial  mortgage  loans  made  to  finance  the  acquisition,  construction  and  improvement  of  properties 
or  (b)  the  leasing  of  such  properties  to  corporate  tenants.  They  generally  have  the  following 
characteristics:  (a)  the  commercial  mortgage  loans  have  varying  contractual  maturities;  (b)  the 
commercial  mortgage  loans  are  secured  by  real  property  purchased  or  improved  with  the  proceeds 
thereof;  (c)  the  commercial  mortgage  loans  are  obligations  of  a  relatively  limited  number  of  obligors  and 
accordingly  represent  a  relatively  undiversified  pool  of  obligor  credit  risk;  (d)  repayment  thereof  can  vary 
substantially  from  the  contractual  payment  schedule  (if  any),  with  early  prepayment  of  individual  loans 
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depending  on  numerous  factors  specific  to  the  particular  obligors  and  upon  whether,  in  the  case  of  loans 
bearing  interest  at  a  fixed  rate,  such  loans  or  securities  include  an  effective  prepayment  premium. 

"Commercial  ABS  Securities"  means  Equipment  Lease  Securities  and  Small  Business  Loan 
Securities;  and  any. other  type  of  Asset-Backed  Securities  that  becomes  a  Specified  Type  after  the 
Closing  Date  as  described  below  and  is  designated  as  "Commercial  ABS  Securities"  in  connection 
therewith. 

"Consumer  ABS  Securities"  means  Automobile  Securities,  Car  Rental  Fleet  Securities, 
Consumer  Loan  Securities,  Credit  Card  Securities  and  Student  Loan  Securities;  and  any  other  type  of 
Asset-Backed  Securities  that  becomes  a  Specified  Type  after  the  Closing  Date  as  described  below  and  is 
designated  as  "Consumer  ABS  Securities"  in  connection  therewith. 

"Consumer  Loan  Securities"  means  Asset-Backed  Securities  that  entitle  the  holders  thereof  to 
receive  payments  that  depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely 
distribution  of  proceeds  to  holders  of  the  Asset-Backed  Securities)  on  the  cash  flow  from  balances 
outstanding  under  revolving  consumer  loan  accounts,  generally  having  the  following  characteristics:  (1) 
the  accounts  have  standardized  payment  terms;  (2)  the  balances  are  obligations  of  numerous  borrowers 
and  accordingly  represent  a  very  diversified  pool  of  obligor  credit  risk;  and  (3)  the  repayment  stream  on 
such  balances  does  not  depend  upon  a  contractual  payment  schedule,  with  early  repayment  depending 
primarily  on  interest  rates,  availability  of  credit  against  a  maximum  credit  limit  and  general  economic 
matters. 

"Credit  Card  Securities"  means  Underlying  Assets  that  entitle  the  holders  thereof  to  receive 
payments  that  depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely 
distribution  of  proceeds  to  holders  of  the  Asset-Backed  Securities)  on  the  cash  flow  from  balances 
outstanding  under  revolving  consumer  credit  card  accounts,  generally  having  the  following 
characteristics:  (1)  the  accounts  have  standardized  payment  terms  and  require  minimum  monthly 
payments;  (2)  the  balances  are  obligations  of  numerous  borrowers  and  accordingly  represent  a 
diversified  pool  of  obligor  credit  risk;  and  (3)  the  repayment  stream  on  such  balances  does  not  depend 
upon  a  contractual  payment  schedule,  with  early  repayment  depending  primarily  on  interest  rates, 
availability  of  credit  against  a  maximum  credit  limit  and  general  economic  matters. 

"Emerging  Market "  means  a  country  that  is  in  Latin  America,  Asia,  Africa,  Eastern  Europe  or  the 
Caribbean  or  in  a  country  the  Dollar  denominated  obligations  of  which  are  rated  lower  than  "Aa2"  by 
Moody's  or  "AA"  by  Standard  &  Poor's; 

"Equipment  Lease  Securities"  means  Underlying  Assets  that  entitle  the  holders  thereof  to 
receive  payments  that  depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely 
distribution  of  proceeds  to  holders  of  the  Underlying  Assets)  on  the  cash  flow  from  leases  and  subleases 
of  equipment  to  commercial  and  industrial  customers,  generally  having  the  following  characteristics:  (1) 
the  leases  and  subleases  have  varying  contractual  maturities;  (2)  the  leases  or  subleases  are  obligations 
of  a  relatively  limited  number  of  obligors  and  accordingly  represent  an  undiversified  pool  of  obligor  credit 
risk;  (3)  the  repayment  stream  on  such  leases  and  subleases  is  primarily  determined  by  a  contractual 
payment  schedule,  with  early  termination  of  such  leases  and  subleases  predominantly  dependent  upon 
the  disposition  to  a  lessee,  sublessee  or  third  party  of  the  underlying  equipment;  and  (4)  such  leases  or 
subleases  typically  provide  for  the  right  of  the  lessee  or  sublessee  to  purchase  the  equipment  for  its 
stated  residual  value,  subject  to  payments  at  the  end  of  lease  term  for  excess  usage. 

"FICO  Score"  means  the  credit  score  developed  by  Fair  Isaac  &  Co  and  provided  by  Experian  (a 
subsidiary  of  GUS  pic),  Trans  Union  LLC  or  Equifax  Inc. 
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"High  LTV  RMBS  Security"  means  a  Residential  B/C  Mortgage-Backed  Security  that  depends 
primarily  on  the  cash  flow  from  subprime  residential  mortgage  loans  with  loan-to-value  ratios  of  greater 
than  80%. 

"Mid-Prime  Securities"  means  Residential  Securities  that  have  a  FICO  Score  above  625  and 
below  700. 

"Non-Subprime  Home  Equity  Loan  Asset-Backed  Securities"  means  Underlying  Assets  (other 
than  Residential  B/C  Mortgage-Backed  Securities  and  Residential  A  Mortgage-Backed  Securities)  that 
entitle  their  holders  to  receive  payments  that  depend  primarily  on  the  cash  flow  from  balances  (including 
revolving  balances)  outstanding  under  loans  or  lines  of  credit  to  non-subprime  borrowers  secured  by 
residential  real  estate  (single  or  two-or-four-family  properties)  the  proceeds  of  which  loans  or  lines  of 
credit  are  not  generally  used  to  purchase  such  real  estate  or  to  purchase  or  construct  dwellings  thereon 
(or  to  refinance  indebtedness  previously  used  for  such  purchase  or  construction),  generally  having  the 
following  characteristics:  (1)  the  balances  have  standardized  payment  terms  and  require  minimum 
monthly  payments;  (2)  the  balances  are  obligations  of  numerous  borrowers  and  accordingly  represent  a 
diversified  pool  of  obligor  credit  risk;  (3)  the  repayment  stream  on  such  balances  does  not  depend  upon  a 
contractual  payment  schedule,  with  early  repayment  depending  primarily  on  interest  rates  and  general 
economic  matters;  and  (4)  the  loan  or  line  of  credit  may  be  secured  by  residential  real  estate  with  a 
market  value  (determined  on  the  date  of  origination  of  such  loan  or  line  of  credit)  that  is  less  or  more  than 
the  original  proceeds  of  such  loan  or  line  of  credit. 

"Prime  Securities"  means  Residential  Securities  that  have  a  FICO  Score  equal  to  or  above  700. 

"Residential  A  Mortgage-Backed  Securities"  means  Underlying  Assets  (other  than  Residential 
B/C  Mortgage-Backed  Securities  and  Non-Subprime  Home  Equity  Loan  Asset-Backed  Securities)  that 
entitle  their  holders  to  receive  payments  that  depend  primarily  on  the  cash  flow  from  prime  residential 
mortgage  loans  secured  (on  a  first  priority  basis,  subject  to  permitted  liens,  easements  and  other 
encumbrances)  by  residential  real  estate  (single  or  two-to-four-family  properties)  the  proceeds  of  which 
were  used  to  purchase  real  estate  and  purchase  or  construct  dwellings  thereon  (or  to  refinance 
indebtedness  previously  so  used),  generally  having  the  following  characteristics:  (1)  the  mortgage  loans 
have  standardized  payment  terms  and  require  minimum  monthly  payments;  (2)  the  mortgage  loans  are 
obligations  of  numerous  borrowers  and  accordingly  represent  a  diversified  pool  of  obligor  credit  risk;  (3) 
repayment  of  such  securities  can  vary  substantially  from  their  contractual  payment  schedules  and 
depends  entirely  upon  the  rate  at  which  the  mortgage  loans  are  repaid;  and  (4)  the  repayment  of  such 
mortgage  loans  is  subject  to  a  contractual  payment  schedule,  with  early  prepayment  of  individual  loans 
depending  on  numerous  factors  specific  to  the  particular  obligors  and  upon  whether,  in  the  case  of  loans 
bearing  interest  at  a  fixed  rate,  such  loans  or  securities  include  an  effective  prepayment  premium  and 
with  early  repayment  depending  primarily  on  interest  rates  and  the  sale  of  the  mortgaged  real  estate  and 
related  dwelling  and  generally  no  penalties  for  early  repayment. 

"Residential  B/C  Mortgage-Backed  Securities"  means  Underlying  Assets  (other  than 
Residential  A  Mortgage-Backed  Securities  and  Non-Subprime  Home  Equity  Loan  Asset-Backed 
Securities)  that  entitle  their  holders  to  receive  payments  that  depend  primarily  on  the  cash  flow  from 
subprime  residential  mortgage  loans  secured  (on  a  first  priority  basis,  subject  to  permitted  liens, 
easements  and  other  encumbrances)  by  residential  real  estate  (single  or  two-to-four-family  properties)  the 
proceeds  of  which  were  used  to  purchase  real  estate  and  purchase  or  construct  dwellings  thereon  (or  to 
refinance  indebtedness  previously  so  used),  generally  having  the  following  characteristics:  (1)  the 
mortgage  loans  have  standardized  payment  terms  and  require  minimum  monthly  payments;  (2)  the 
mortgage  loans  are  obligations  of  numerous  borrowers  and  accordingly  represent  a  diversified  pool  of 
obligor  credit  risk;  (3)  repayment  of  such  securities  can  vary  substantially  from  their  contractual  payment 
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schedules  and  depends  entirely  upon  the  rate  at  which  the  mortgage  loans  are  repaid;  and  (4)  the 
repayment  of  such  mortgage  loans  is  subject  to  a  contractual  payment  schedule,  with  early  prepayment 
of  individual  loans  depending  on  numerous  factors  specific  to  the  particular  obligors  and  upon  whether,  in 
the  case  of  loans  bearing  interest  at  a  fixed  rate,  such  loans  or  securities  include  an  effective  prepayment 
premium  and  with  early  repayment  depending  primarily  on  interest  rates  and  the  sale  of  the  mortgaged 
real  estate  and  related  dwelling  and  generally  no  penalties  for  early  repayment. 

"Residential  Securities"  or  "RMBS  Securities"  means  Residential  A  Mortgage-Backed 
Securities,  Residential  B/C  Mortgage-Backed  Securities  and  Non-Subprime  Home  Equity  Loan  Asset- 
Backed  Securities. 

"Small   Business   Loan  Securities"  means  Asset-Backed   Securities  (other  than   Franchise 
Securities)  that  entitle  the  holders  thereof  to  receive  payments  that  depend  (except  for  rights  or  other 
assets  designed  to  assure  the  servicing,  or  timely  distribution  of  proceeds  to  holders  of  the  Asset-Backed 
Securities)  on  the  cash  flow  from  general  purpose  corporate  loans  made  to  small  business  concerns, 
including  but  not  limited  to  those  (a)  made  pursuant  to  Section  7(a)  of  the  United  States  Small  Business 
Act,  as  amended,  and  (b)  partially  guaranteed  by  the  United  States  Small  Business  Administration.  Small 
Business  Loan  Securities  generally  have  the  following  characteristics:  (1)  the  loans  have  standardized 
terms;  (2)  the  loans  are  obligations  of  a  relatively  limited  number  of  borrowers  and  accordingly  represent 
an  undiversified  pool  of  obligor  credit  risk;  and  (3)  repayment  thereof  can  vary  substantially  from  the 
contractual  payment  schedule  (if  any),  with  early  prepayment  of  individual  loans  depending  on  numerous 
factors  specific  to  the  particular  obligors  and  upon  whether,  in  the  case  of  loans  bearing  interest  at  a  fixed 
rate,  such  loans  or  securities  include  an  effective  prepayment  premium.  For  the  purpose  of  this  definition, 
"Franchise  Securities"  means  Asset-Backed  Securities  that  entitle  the  holders  thereof  to  receive 
payments  that  depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely 
distribution  of  proceeds  to  holders  of  the  Asset-Backed  Securities)  on  the  cash  flow  from  (a)  a  pool  of 
franchise  loans  made  to  operators  of  franchises  that  provide  oil,  gasoline,  restaurant  or  food  services  and 
provide  other  services  related  thereto  and  (b)  leases  or  subleases  of  equipment  to  such  operators  for  use 
in  the  provision  of  such  goods  and  services.  They  generally  have  the  following  characteristics:  (1)  the 
loans,  leases  or  subleases  have  varying  contractual  maturities;  (2)  the  loans  are  secured  by  real  property 
purchased  or  improved  with  the  proceeds  thereof  (or  to  refinance  an  outstanding  loan  the  proceeds  of 
which  were  so  used);  (3)  the  obligations  of  the  lessors  or  sublessors  of  the  equipment  may  be  secured 
not  only  by  the  leased  equipment  but  also  the  related  real  estate;  (4)  the  loans,  leases  and  subleases  are 
obligations  of  a  relatively  limited  number  of  obligors  and  accordingly  represent  a  relatively  undiversified 
pool  of  obligor  credit  risk;  (5)  payment  of  the  loans  can  vary  substantially  from  the  contractual  payment 
schedule  (if  any),  with  prepayment  of  individual  loans  depending  on  numerous  factors  specific  to  the 
particular  obligors  and  upon  whether,  in  the  case  of  loans  bearing  interest  at  a  fixed  rate,  such  loans 
include  an  effective  prepayment  premium;  (6)  the  repayment  stream  on  the  leases  and  subleases  is 
primarily  determined  by  a  contractual  payment  schedule,  with  early  termination  of  such  leases  and 
subleases  predominantly  dependent  upon  the  disposition  to  a  lessee,  a  sublessee  or  third  party  of  the 
underlying  equipment;  (7)  such  leases  and  subleases  typically  provide  for  the  right  of  the  lessee  or 
sublessee  to  purchase  the  equipment  for  its  stated  residual  value,  subject  to  payments  at  the  end  of  a 
lease  term  for  excess  usage  or  wear  and  tear;  and  (8)  the  ownership  of  a  franchise  right  or  other  similar 
license  and  the  creditworthiness  of  such  franchise  operators  is  the  primary  factor  in  any  decision  to  invest 
in  these  securities. 

"Student  Loan  Securities"  means  Underlying  Assets  that  entitle  the  holders  thereof  to  receive 
payments  that  depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely 
distribution  of  proceeds  to  holders  of  the  Asset-Backed  Securities)  on  the  cash  flow  from  loans  made  to 
students  (or  their  parents)  to  finance  educational  needs,  generally  having  the  following  characteristics: 
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(1)  the  loans  have  standardized  terms;  (2)  the  loans  are  obligations  of  numerous  borrowers  and 
accordingly  represent  a  diversified  pool  of  obligor  credit  risk;  (3)  the  repayment  stream  on  such  loans  is 
primarily  determined  by  a  contractual  payment  schedule,  with  early  repayment  on  such  loans 
predominantly  dependent  upon  interest  rates  and  the  income  of  borrowers  following  the  commencement 
of  amortization;  and  (4)  such  loans  may  be  fully  or  partially  insured  or  reinsured  by  the  United  States 
Department  of  Education. 

"Sub-Prime  Securities"  means  Residential  Securities  that  have  a  FICO  Score  equal  to  or  below 
625. 

Underlying  Assets— Synthetic  Securities 

The  following  is  a  description  of  the  Synthetic  Securities.  The  terms  used  in  this  Section  " — 
Synthetic  Securities"  but  not  otherwise  defined  in  this  Offering  Circular  have  the  meanings  set  forth  in  the 
form  of  Confirmation  attached  hereto  as  Schedule  H  in  the  case  of  Reference  Obligations  that  are  RMBS 
Securities,  in  the  form  of  Confirmation  attached  hereto  as  Schedule  I  in  the  case  of  Reference 
Obligations  that  are  ABX  Tranche  Securities,  in  the  form  of  Confirmation  attached  hereto  as  Schedule  J 
in  the  case  of  Reference  Obligations  that  are  CMBS  Securities  or  in  the  form  of  Confirmation  attached 
hereto  as  Schedule  K  in  the  case  of  Reference  Obligations  that  are  CDO  Securities.  The  terms  of  any 
additional  Synthetic  Security  may  vary  substantially  from  the  terms  described  below  and  in  the 
Confirmation.  Any  material  change  to  the  terms  of  an  additional  Confirmation  will  be  required  to  satisfy 
the  Rating  Condition. 

Prior  to  the  Closing  Date,  the  Issuer  entered  into  a  series  of  credit  default  swaps  (each  a 
"Synthetic  Security")  with  Deutsche  Bank  AG  (in  such  role,  the  "First  Synthetic  Security 
Counterparty").  Each  Synthetic  Security  relates  to  a  Reference  Obligation  whereby  the  Issuer  sells 
credit  protection  to  the  related  Synthetic  Security  Counterparty  on  such  Reference  Obligation.  Each 
Synthetic  Security  will  be  entered  into  pursuant  to  a  1992  ISDA  Master  Agreement  (Multicurrency-Cross 
Border),  including  the  schedule  thereto  (the  "Master  Agreement"),  between  the  Issuer  and  a  Synthetic 
Security  Counterparty,  and  a  separate  confirmation  of  transaction  (a  "Confirmation")  evidencing  the 
Synthetic  Security  thereunder.  Each  Confirmation  may  evidence  several  different  transactions,  each  of 
which  is  separate  and  distinct  from  all  others  documented  under  such  Confirmation  and  relates  to  an 
individual  Reference  Obligation  that  is  an  Asset-Backed  Security.  Terms  used  in  this  section  and  not 
defined  herein  or  in  the  Confirmations  attached  hereto  as  (i)  Schedule  H  in  the  case  of  Reference 
Obligations  that  are  RMBS  Securities,  in  the  form  of  Confirmation,  (ii)  attached  hereto  as  Schedule  I  in 
the  case  of  Reference  Obligations  that  are  ABX  Tranche  Securities,  (iii)  in  the  form  of  Confirmation 
attached  hereto  as  Schedule  J  in  the  case  of  Reference  Obligations  that  are  CMBS  Securities  or  (iv)  in 
the  form  of  Confirmation  attached  hereto  as  Schedule  K  in  the  case  of  Reference  Obligations  that  are 
CDO  Securities  will  have  the  meanings  specified  in  the  2003  ISDA  Credit  Derivatives  Definitions  as 
published  by  ISDA  (the  "Credit  Derivatives  Definitions"). 

For  the  avoidance  of  doubt  the  Synthetic  Securities  will  exclude  any  Offsetting  Transactions  and 
any  Synthetic  Security  that  constitutes  a  component  of  the  Offset  Transactions  shall  cease  to  be  a 
Synthetic  Security  from  and  including  the  time  the  relevant  Offsetting  Transaction  is  effective. 

"Reference  Obligation"  means  any  Asset-Backed  Security  that,  as  of  the  related  trade  date, 
satisfies  the  Eligibility  Criteria. 

"Reference  Obligor"  means  the  obligor  on  a  Reference  Obligation. 
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On  or  before  the  D  Distribution  Date  and  only  in  accordance  with  the  Eligibility  Criteria,  the  Issuer 
may  (i)  enter  into  additional  Synthetic  Securities  with  the  First  Synthetic  Security  Counterparty  and/or  (ii) 
enter  into  new  Synthetic  Securities  with  different  synthetic  security  counterparties  (together  with  the  First 
Synthetic  Security  Counterparty,  the  "Synthetic  Security  Counterparties")  made  pursuant  to  a  separate 
Master  Agreement  and  Confirmation;  provided  that  after  giving  effect  to  any  such  transaction,  the 
Synthetic  Security  Collateral  Amount  equals  or  exceeds  the  Required  Synthetic  Security  Collateral 
Amount.  The  "Synthetic  Security  Collateral  Amount"  equals  on  any  date  of  determination,  the  amount 
on   deposit  in  the   related   Synthetic  Security  Collateral  Account,   if  any  (including  the  Aggregate 
Principal/Notional  Balance  of  the  Eligible  Investments  on  deposit  in  such  account,  but  excluding  all 
earnings  on  such  Eligible  Investments).  The  "Required  Synthetic  Security  Collateral  Amount"  equals, 
with  respect  to  each  Synthetic  Security  Counterparty,  on  any  date  of  determination,  the  Aggregate 
Principal/Notional   Balance   of  all   Synthetic   Securities   entered    into   with    such    Synthetic   Security 
Counterparty  minus  the  Aggregate  Principal/Notional  Balance  of  all  Offset  Transactions  with  respect  to 
Synthetic  Securities  entered  into  with  such  Synthetic  Security  Counterparty.    Each  Master  Agreement 
entered  into  with  a  Synthetic  Security  Counterparty  shall  be  substantially  identical,  to  the  Master 
Agreement  entered  into  between  the  Issuer  and  the  First  Synthetic  Security  Counterparty  prior  to  closing 
or,  if  not  substantially  identical,  shall  be  approved  by  the.  First  Synthetic  Security  Counterparty  and  each 
Rating  Agency.     Each  Confirmation  entered  into  with  a  Synthetic  Security  Counterparty  shall  be 
substantially  similar  to  (w)  the  form  of  Confirmation  attached  hereto  as  Schedule  H  in  the  case  of 
Reference  Obligations  that  are  RMBS  Securities,  (x)  the  form  of  Confirmation  attached  hereto  as 
Schedule  I  in  the  case  of  Reference  Obligations  that  are  ABX  Tranche  Securities,  (y)  the  form  of 
Confirmation  attached  hereto  as  Schedule  J  in  the  case  of  Reference  Obligations  that  are  CMBS 
Securities  or  (z)  the  form  of  Confirmation  attached  hereto  as  Schedule  K  in  the  case  of  Reference 
Obligations  that  are  CDO  Securities  or,  if  not  substantially  similar,  shall  be  approved  by  each  other 
Synthetic  Security  Counterparty  and  each  Rating  Agency. 

Each  Synthetic  Security  Counterparty  has  the  right  in  the  event  of  an  assignment  of  the  relevant 
synthetic  Securit"  to  reject  any  replacement  for  the  Issuer.  In  deciding  whether  to  accepi  or  reject  a 
replacement  for  the  Issuer,  the  Synthetic  Security  Counterparty  does  not  have  to  consider  the  interests  of 
the  Issuer  or  the  Noteholders.  If  as  of  any  Determination  Date,  the  amount  on  deposit  in  the  Synthetic 
Security  Collateral  Account  exceeds  the  Required  Synthetic  Security  Collateral  Amount,  such  excess 
amount  will  be  deposited  into  the  Principal  Collection  Account  and  deemed  to  be  Principal  Proceeds. 
Under  each  Synthetic  Security,  on  each  Fixed  Rate  Payer  Payment  Date,  the  related  Synthetic  Security 
Counterparty  will  be  obligated  to  pay  the  Fixed  Amounts  to  the  Issuer.  The  First  Synthetic  Security 
Counterparty  will  pay  the  Fixed  Amount  to  the  Issuer  as  determined  by  Deutsche  Bank  AG  as  calculation 
agent  (together  with  its  permitted  successors  and  assigns  in  such  capacity,  the  "Synthetic  Security 
Calculation  Agent"). 

In  addition,  on  each  Fixed  Rate  Payer  Payment  Date,  the  related  Synthetic  Security  Counterparty 
will  be  obligated  to  pay  the  Additional  Fixed  Amount,  if  due,  to  the  Issuer.  The  Additional  Fixed  Amount  is 
comprised  of  Interest  Shortfall  Reimbursement  Payment  Amounts,  Writedown  Reimbursement  Payment 
Amounts  and  Principal  Shortfall  Reimbursement  Payment  Amounts. 

Under  each  Synthetic  Security,  on  each  Floating  Rate  Payer  Payment  Date,  the  Issuer  will  be 
obligated  to  pay  the  applicable  Floating  Amounts  to  the  related  Synthetic  Security  Counterparty. 

Each  Synthetic  Security  Counterparty  may,  at  its  option,  at  any  time  following  the  occurrence  of  a 
Credit  Event,  physically  deliver  all  or  a  portion  of  the  underlying  Reference  Obligation  to  the  Issuer  (any 
such  delivered  Reference  Obligation  or  portion  thereof,  a  "Delivered  Obligation")  with  an  Exercise 
Amount  not  to  exceed  the  Notional  Amount  of  the  related  Synthetic  Security.  Upon  such  physical  delivery 
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of  any  Reference  Obligation  or  portion  thereof,  the  Issuer  will  be  obligated  to  pay  to  the  related  Synthetic 
Security  Counterparty  an  amount  in  cash  equal  to  the  Physical  Settlement  Amount.  Any  such  Delivered 
Obligation  will  be  credited  to  a  securities  account  maintained  with  the  Trustee  subject  to  the  lien  of  the 
Indenture.  Upon  delivery,  any  Delivered  Obligation  will  be  deemed  to  be  an  Underlying  Asset  and  will 
have  the  same  effect  on  the  Eligibility  Criteria  as  the  related  Synthetic  Security  prior  to  the  delivery  and 
with  a  Principal/Notional  Balance  equal  to  its  outstanding  Principal/Notional  Balance.  "Notional  Amount" 
of  any  Synthetic  Security  will  equal  the  "Reference  Obligation  Notional  Amount"  as  defined  in  such 
Synthetic  Security. 

Allocation  Procedures.  With  respect  to  the  Synthetic  Securities  and  Offsetting  Transactions,  and 
before  any  disbursements  are  made  pursuant  to  "Description  of  the  Notes— Priority  of  Payments— 
Interest  Proceeds"  and  "—Principal  Proceeds"  (i)  Floating  Payments  and  other  amounts  due  under  any 
Synthetic  Security,  (ii)  Physical  Settlement  Amounts,  (iii)  Principal  Payment  Amounts,  (iv)  payments  of 
Additional  Fixed  Amounts,  (v)  termination  amounts  and  (vi)  Offsetting  Transactions  will  be  allocated  in 
accordance  with  the  "Allocation  Procedures"  described  below  and  such  amounts  will  not  be  applied 
through  the  Priority  of  Payments  unless  specifically  set  forth  below: 

(j)  Floating  Payments  and  other  amounts  due  under  the  Synthetic  Securities.    If  on 

any  Business  Day,  Floating  Payments  or  any  other  amounts  are  due  and  payable 
by  the  Issuer  in  accordance  with  the  provisions  of  any  Synthetic  Security,  other 
than  Interest  Shortfall  Amounts  and  any  termination  payments  with  respect  to  an 
early  termination  or  an  event  of  default  (the  "Synthetic  Security  Payment 
Amount"),  the  Trustee  shall,  on  behalf  of  the  Issuer,  and  pursuant  to  instruction 
of  the  Issuer  or  Collateral  Manager  acting  on  its  behalf,  subject  to  the  procedures 
set  forth  in  the  Indenture: 

(A)  withdraw  from  the  Synthetic  Security  Collateral  Account  (including,  at  the 
Collateral  Manager's  discretion,  by  withdrawing  the  necessary  amount 
from  the  Investment  Agreement)  an  amount  equal  to  the  lesser  of  (1)  the 
amount  credited  to  the  Synthetic  Security  Collateral  Account  and  (2)  the 
Synthetic  Security  Payment  Amount;  and 

(B)  if  the  amount  withdrawn  under  (A)  above  is  less  than  the  Synthetic 
Security  Payment  Amount,  withdraw  from  the  Principal  Collection 
Account  an  amount  equal  to  the  lesser  of  (1)  the  amount  credited  to  the 
Principal  Collection  Account  and  (2)  the  Synthetic  Security  Payment 
Amount  less  the  amounts  withdrawn  pursuant  to  clause  (A)  above. 

The  Trustee,  on  behalf  of  the  Issuer,  and  pursuant  to  instruction  of  the  Issuer  or 
Collateral  Manager  acting  on  its  behalf,  shall  pay  such  proceeds  to  the  relevant  Synthetic 
Security  Counterparty  in  an  amount  equal  to  the  Synthetic  Security  Payment  Amount. 

(ii)  Physical  Settlement  Amount.  If  on  any  Business  Day,  the  Physical  Settlement 
Amount  for  any  Delivered  Obligation  is  due  and  payable  by  the  Issuer  to  the 
relevant  Synthetic  Security  Counterparty  pursuant  to  the  terms  of  the  related 
Synthetic  Security,  the  Trustee  shall,  on  behalf  of  the  Issuer,  and  pursuant  to 
instruction  of  the  Issuer  or  Collateral  Manager  acting  on  its  behalf,  subject  to  the 
procedures  set  forth  in  the  Indenture: 

(A)  withdraw  from  the  Synthetic  Security  Collateral  Account  (including,  at  the 
Collateral  Manager's  discretion,  by  withdrawing  the  necessary  amount 
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from  the  Investment  Agreement)  an  amount  equal  to  the  lesser  of  (1)  the 
amount  credited  to  the  Synthetic  Security  Collateral  Account  and  (2)  the 
Physical  Settlement  Amount;  and 

(B)  if  the  amount  withdrawn  under  (A)  above  is  less  than  the  Physical 
Settlement  Amount,  withdraw  from  the  Principal  Collection  Account  an 
amount  equal  to  the  lesser  of  (1)  the  amount  credited  to  the  Principal 
Collection  Account  and  (2)  the  Physical  Settlement  Amount  less  the 
amounts  withdrawn  pursuant  to  clause  (A)  above. 

The  Trustee,  on  behalf  of  the  Issuer,  and  pursuant  to  instruction  of  the  Collateral 
Manager,  shall  pay  such  proceeds  to  the  relevant  Synthetic  Security  Counterparty  in  an 
amount  equal  to  the  Physical  Settlement  Amount. 

(iil)  Principal  Payment  Amount.  If  on  any  Business  Day,  there  is  a  Principal  Payment 
Amount  with  respect  to  any  Reference  Obligation  under  a  Synthetic  Security,  the 
Trustee  shall,  on  behalf  of  the  Issuer,  and  pursuant  to  instruction  of  the  Collateral 
Manager,  subject  to  the  procedures  set  forth  in  the  Indenture,  withdraw  from  the 
Synthetic  Security  Collateral  Account  (including,  at  the  Collateral  Manager's 
discretion,  by  withdrawing  the  necessary  amount  from  the  Investment 
Agreement),  an  amount  equal  to  the  lesser  of  (1)  the  amount  credited  to  the 
Synthetic  Security  Collateral  Account  (including  the  amount  that  the  Issuer  can 
withdraw  from  the  Investment  Agreement)  and  (2)  the  Principal  Payment 
Amount,  and  such  withdrawn  amounts  will  be  deemed  to  be  Principal  Proceeds 
and  credited  to  the  Principal  Collection  Account. 

(iv)  Payments  of  Additional  Fixed  Amounts.  If  on  any  Business  Day,  the  Issuer 
receives  Additional  Fixed  Amounts,  the  Issuer  shall  allocate  (i)  any  Interest 
Shortfall  Reimbursement  Payment  Amount,  into  the  Interest  Collection  Account 
as  Interest  Proceeds  and  (ii)  any  Writedown  Reimbursement  Payment  Amount 
and  any  Principal  Shortfall  Reimbursement  Payment  Amount  into  the  Synthetic 
Security  Collateral  Account. 

(v)  Termination  or  Novation  of  a  Synthetic  Security.    If  on  any  Business  Day,  (A)(x) 

there  is  an  early  termination  of  a  Synthetic  Security  resulting  from  a  termination 
event  or  an  event  of  default  pursuant  to  the  terms  of  the  related  Synthetic 
Security,  and  (y)  the  Issuer  is  the  Defaulting  Party  or  sole  Affected  Party  (as  such 
term  is  defined  in  the  related  Synthetic  Security)  and  (z)  as  a  result  of  the 
termination  of  the  Synthetic  Security,  a  termination  payment  is  due  to  the 
Synthetic  Security  Counterparty  or  (B)  the  Issuer  novates  a  Synthetic  Security 
and  a  payment  is  due  to  the  replacement  synthetic  swap  counterparty  (such 
amount,  the  "Synthetic  Security  Termination/Novation  Payment  (Issuer)")  the 
Trustee  shall,  on  behalf  of  the  Issuer,  and  pursuant  to  written  instruction  of  the 
Collateral  Manager,  subject  to  the  procedures  set  forth  in  the  Indenture: 

(A)  withdraw  from  the  Synthetic  Security  Collateral  Account  (including,  at  the 
Collateral  Manager's  discretion,  by  withdrawing  the  necessary  amount 
from  the  Investment  Agreement)  an  amount  equal  to  the  lesser  of  (1)  the 
amount  credited  to  the  Synthetic  Security  Collateral  Account  and  (2)  the 
Synthetic  Security  Termination/Novation  Payment  (Issuer);  and 
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(B)  if  the  amount  withdrawn  under  (A)  above  is  less  than  the  Synthetic 
Security  Termination/Novation  Payment  (Issuer),  withdraw  from  the 
Principal  Collection  Account  an  amount  equal  to  the  lesser  of  (1)  the 
amount  credited  to  the  Principal  Collection  Account  and  (2)  the  Synthetic 
Security  Termination/Novation  Payment  (Issuer)  less  the  amounts 
withdrawn  pursuant  to  clause  (A). 

(vi)  Payment  of  amounts  due  under  the  Offsetting  Transactions.  Any  payments  due 
to  the  Offsetting  Transaction  Counterparty  in  connection  with  the  Disposition  of 
an  Offsetting  Transaction  will  be  made  from  (i)  the  amount  received  by  the  Issuer 
in  respect  of  the  Disposition  of  the  related  Synthetic  Security  (for  the  avoidance 
of  doubt,  no  Disposition  of  Offsetting  Transactions  may  occur  unless  the  Issuer 
procures  a  corresponding  Disposition  of  the  respective  Synthetic  Security),  (ii)  (a) 
from  the  Synthetic  Security  Collateral  Account  and  (b)  from  Principal  Proceeds, 
provided  that  after  the  application  of  (a)  and  (b)  the  Overcollateralization  Ratios 
remain  at  or  above  their  levels  as  of  the  Effective  Date  and  (iii)  from  Interest 
Proceeds.  If  the  aggregate  of  (i),  (ii)  and  (iii)  above  is  less  than  the  amount  that 
would  be  payable  to  the  Offsetting  Transaction  Counterparty  in  connection  with 
the  Disposition  of  an  Offsetting  Transaction,  then  such  Disposition  (together  with 
the  Disposition  of  the  corresponding  amount  of  the  related  Synthetic  Security) 
shall  only  be  effected  in  respect  of  a  proportion  of  the  relevant  Offset  Transaction 
such  that  the  aggregate  of  (i),  (ii)  and  (iii)  is  greater  than  or  equal  to  the  amount 
that  would  be  payable  to  the  Offsetting  Transaction  Counterparty  in  connection 
with  such  Disposition. 

The  Trustee,  on  behalf  of  the  Issuer,  shall  pay  from  such  proceeds  any  amounts  due  to 
the  Synthetic  Security  Counterparty  of  the  related  Synthetic  Security  (other  than  with 
respect  to  a  termination  event  or  event  of  default  where  the  Synthetic  Security 
Counterparty  is  the  Defaulting  Party  or  Affected  Party  (as  such  term  is  defined  in  the 
Synthetic  Security)). 

Floating  Payments  Payable  by  the  Issuer.  With  respect  to  each  Synthetic  Security  executed 
substantially  in  the  form  as  shown  in  Schedule  H.  Schedule  I.  Schedule  J  or  in  Schedule  K,  the  Issuer 
shall  pay  to  the  Synthetic  Security  Counterparty  on  each  Floating  Rate  Payer  Payment  Date  the 
"Floating  Payment"  applicable  to  such  Synthetic  Security  as  calculated  by  the  Synthetic  Security 
Calculation  Agent  and  confirmed  by  the  Trustee,  which  shall  equal  the  related  Writedown  Amount, 
Principal  Shortfall  Amount  or  Interest  Shortfall  Payment  Amount,  as  applicable. 

"Writedown  Amount"  means,  with  respect  to  any  Reference  Obligation  Payment  Date,  the 
product  of  (a)  the  amount  of  any  Writedown  on  such  date,  (b)  the  Applicable  Percentage  and  (c)  the 
Reference  Price. 

"Principal  Shortfall  Amount"  which  means,  with  respect  to  a  Failure  to  Pay  Principal,  the 
greater  of  (i)  zero;  and  (ii)  the  product  of  (a)  the  Expected  Principal  Amount  minus  the  Actual  Principal 
Amount,  (b)  the  Applicable  Percentage  and  (c)  the  Reference  Price.  If  the  Principal  Shortfall  Amount 
would  not  be  greater  than  the  Notional  Amount  immediately  prior  to  the  occurrence  of  a  Failure  to  Pay 
Principal,  then  the  Principal  Shortfall  Amount  shall  be  deemed  to  be  equal  to  the  Notional  Amount  at  such 
time. 

"Interest  Shortfall  Amount",  means,  with  respect  to  any  Reference  Obligation  Payment  Date,  an 
amount  equal  to  the  greater  of  (a)  zero  and  (b)  the  product  of  (i)  the  Expected  Interest  Amount  minus  the 
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Actual  Interest  Amount  and  (ii)  the  Applicable  Percentage;  provided  that  the  Interest  Shortfall  Amount 
shall  be  subject  to  a  "Fixed  Cap"  or  other  similar  provision  such  that  the  Interest  Shortfall  Amount  payable 
with  respect  to  an  interest  period  shall  be  limited  to  the  Fixed  Amount  payable  by  the  relevant  Synthetic 
Security  Counterparty. 

"Expected  Interest  Amount"  means,  with  respect  to  any  Reference  Obligation  Payment  Date, 
the  amount  of  current  interest  that  would  accrue  during  the  related  Reference  Obligation  Calculation 
Period  calculated  using  the  Reference  Obligation  Coupon  on  a  Principal/Notional  Balance  of  the 
Reference  Obligation  equal  to  the  Outstanding  Principal  Amount  taking  into  account  any  reductions  due 
to  a  principal  deficiency  balance  or  realized  loss  amount  (however  described  in  the  Underlying 
Instruments)  that  are  attributable  to  the  Reference  Obligation.  Except  as  provided  in  the  previous 
sentence,  the  Expected  Interest  Amount  shall  be  determined  without  regard  to  (i)  unpaid  amounts  in 
respect  of  accrued  interest  on  prior  Reference  Obligation  Payment  Dates,  or  (ii)  any  prepayment 
penalties  or  yield  maintenance  provisions. 

"Actual  Interest  Amount"  means,  with  respect  to  any  Reference  Obligation  Payment  Date, 
payment  by  or  on  behalf  of  the  Issuer  of  an  amount  in  respect  of  interest  due  under  Reference  Obligation 
including,  without  limitation,  any  deferred  interest,  defaulted  interest,  but  excluding  payments  in  respect  of 
prepayment  penalties  or  principal  (except  that  the  Actual  Interest  Amount  shall  include  any  payment  of 
principal  representing  capitalized  interest)  paid  to  the  holder(s)  of  the  Reference  Obligation  in  respect  of 
the  Reference  Obligation. 

"Reference  Obligation  Calculation  Period"  means,  with  respect  to  each  Reference  Obligation 
Payment  Date,  a  period  corresponding  to  the  interest  accrual  period  relating  to  such  Reference  Obligation 
Payment  Date  pursuant  to  the  Underlying  Instruments;  provided,  however,  that  in  the  case  of  the  first 
Reference  Obligation  Calculation  Period,  such  Reference  Obligation  Calculation  Period  shall  commence 
on  and  include  the  Effective  Date  of  such  Synthetic  Security. 

"Floating  Rate  Payer  Payment  Daie"  has  the  meaning  specified  in  the  related  Synthetic 
Security,  but  will  generally  mean  the  first  Fixed  Rate  Payer  Payment  Date  falling  at  least  two  Business 
Days  after  delivery  of  a  notice  by  the  Calculation  Agent  to  the  Synthetic  Security  Counterparty  and  the 
Issuer  or  the  Synthetic  Security  Counterparty  to  the  Issuer  that  the  related  Floating  Amount  is  due. 

Additional  Fixed  Amounts  Payable  by  the  Synthetic  Security  Counterparty.  With  respect  to  each 
Synthetic  Security  executed  in  the  form  as  shown  in  Schedule  H.  in  the  form  as  shown  in  Schedule  I,  in 
the  form  as  shown  in  Schedule  J  or  in  the  form  as  shown  in  Schedule  K.  in  addition  to  the  Fixed 
Amounts,  the  Synthetic  Security  Counterparty  shall  pay  to  the  Issuer  "Additional  Fixed  Amounts" 
consisting  of: 

(a)  the  payment  of  an  Actual  Interest  Amount  that  is  greater  than  the  Expected  Interest 
Amount  multiplied  by  the  Applicable  Percentage  subject  to  the  Fixed  Cap  (such 
reimbursement  amount  the  "Interest  Shortfall  Reimbursement  Payment  Amount"); 

(b)  the  Writedown  Reimbursement  Amount  specified  by  the  Synthetic  Security  Calculation 
Agent  in  Its  notice  to  the  parties  or  the  Issuer  in  its  notice  to  the  Synthetic  Security 
Counterparty  of  the  existence  of  a  Writedown  Reimbursement  (such  reimbursement 
amount,  the  "Writedown  Reimbursement  Payment  Amount");  provided  that  the 
aggregate  of  all  Writedown  Reimbursement  Payment  Amounts  at  any  time  shall  not 
exceed  the  aggregate  of  all  Floating  Amounts  paid  by  the  Issuer  in  respect  of 
Writedowns;  and 
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(c)  the  Principal  Shortfall  Reimbursement  Amount  specified  by  the  Synthetic  Security 
Calculation  Agent  in  its  notice  to  the  parties  or  the  Issuer  in  its  notice  to  the  Synthetic 
Security  Counterparty  of  the  existence  of  a  Principal  Shortfall  Reimbursement  (such 
reimbursement  amount,  the  "Principal  Shortfall  Reimbursement  Payment  Amount"); 
provided  that  the  aggregate  of  all  Principal  Shortfall  Reimbursement  Payment  Amounts  at 
any  time  shall  not  exceed  the  Aggregate  of  all  Floating  Amounts  paid  by  the  Issuer  in 
respect  of  occurrences  of  Failure  to  Pay  Principal. 

"Writedown  Reimbursement"  means,  with  respect  to  any  day,  the  occurrence  of  either  (a)  a 
payment  in  respect  of  the  Reference  Obligation  in  reduction  of  any  prior  Writedowns  or  (b)  (i)  an  increase 
in  the  Outstanding  Principal  Amount  of  the  Reference  Obligation  to  reflect  the  reversal  of  any  prior 
Writedowns  or  (ii)  a  decrease  in  the  principal  deficiency  balance  or  realized  loss  amounts  (howsoever 
described  in  the  Underlying  Instruments)  attributable  to  the  Reference  Obligation). 

"Writedown  Reimbursement  Amount"  means,  with  respect  to  any  day  the  product  of  (a)  the 
sum  of  all  Writedown  Reimbursements  on  that  day  (b)  the  Applicable  Percentage  and  (c)  the  Reference 
Price. 

"Principal  Shortfall  Reimbursement  Amount"  means,  with  respect  to  any  Reference  Obligation 
Payment  Date,  the  product  of  (a)  the  amount  of  any  Principal  Shortfall  Reimbursement,  (b)  the  Applicable 
Percentage  and  (c)  the  Reference  Price. 

"Principal  Shortfall  Reimbursement"  means,  with  respect  to  any  Reference  Obligation  Payment 
Date,  the  payment  of  an  amount  in  respect  of  the  Reference  Obligation  in  or  toward  the  satisfaction  of 
any  deferral  of  or  failure  to  pay  principal  arising  from  one  or  more  prior  occurrences  of  a  Failure  to  Pay 
Principal. 

Credit  Events.  "Credit  Event"  means,  solely  with  respect  to  Reference  Obligations  that  are 
RMBS  Securities,  with  respect  to  any  Reference  Obligation,  the  occurrence  of  a: 

(i)  "Failure  to  Pay  Principal",  means  (i)  a  failure  by  the  Reference  Entity  (or  any 

Insurer)  to  pay  an  Expected  Principal  Amount  on  the  Final  Amortization  Date  or 
the  Legal  Final  Maturity  Date,  as  the  case  may  be  or  (ii)  payment  on  any  such 
day  of  an  Actual  Principal  Amount  that  is  less  than  the  Expected  Principal 
Amount;  provided  that  the  failure  by  the  Reference  Entity  (or  any  Insurer)  to  pay 
any  such  amount  in  respect  of  principal  in  accordance  with  the  foregoing  shall 
not  constitute  a  Failure  to  Pay  Principal  if  such  failure  has  been  remedied  within 
any  grace  period  applicable  to  such  payment  obligation  under  the  Underlying 
Instruments  or,  if  no  such  grace  period  is  applicable,  within  three  Business  Days 
after  the  day  on  which  the  Expected  Principal  Amount  was  scheduled  to  be  paid; 

(ii)  "Writedown",  means  the  occurrence  at  any  time  on  or  after  the  Effective  Date  of: 
(i)  (A)  a  writedown  or  applied  loss  (however  described  in  the  Underlying 
Instruments)  resulting  in  a  reduction  in  the  Outstanding  Principal  Amount  (other 
than  as  a  result  of  a  scheduled  or  unscheduled  payment  of  principal);  or  (B)  the 
attribution  of  a  principal  deficiency  or  realized  loss  (howsoever  described  in  the 
Underlying  Instruments)  to  the  Reference  Obligation  resulting  in  a  reduction  of 
the  current  interest  payable  on  the  Reference  Obligation;  or  (ii)  the  forgiveness  of 
any  amount  of  principal  by  the  holders  of  the  Reference  Obligation  pursuant  to 
an  amendment  to  the  Underlying  Instruments  resulting  in  a  reduction  in  the 
Outstanding  Principal  Amount; 
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(iii)         "Distressed  Ratings  Downgrade",  which  means  that  the  Reference  Obligation, 
on  any  date  of  determination: 

(a)  if  publicly  rated  by  Moody's, 

(i)  is  downgraded  to  "Caa2"  or  below  by  Moody's  or 

(ii)  has  the  rating  assigned  to  it  by  Moody's  withdrawn  and,  in  each 
case,  not  reinstated  within  five  (5)  Business  Days  of  such 
downgrade  or  withdrawal;  provided,  if  such  Reference  Obligation 
was  assigned  a  public  rating  of  "Baa3"  or  higher  by  Moody's 
immediately  prior  to  the  occurrence  of  such  withdrawal,  it  shall 
not  constitute  a  Distressed  Ratings  Downgrade  if  such 
Reference  Obligation  is  assigned  a  public  rating  of  at  least 
"Caa1"  by  Moody's  within  three  (3)  calendar  months  of  such 
withdrawal;  or 

(b)  if  publicly  rated  by  Standard  &  Poor's, 

(i)  is  downgraded  to  "CCC"  or  below  by  Standard  &  Poor's  or 

(ii)  has  the  rating  assigned  to  it  by  Standard  &  Poor's  withdrawn 
and,  in  each  case,  not  reinstated  within  five  (5)  Business  Days  of 
such  downgrade  or  withdrawal;  provided,  if  such  Reference 
Obligation  was  assigned  a  public  rating  of  "BBB-"  or  higher  by 
Standard  &  Poor's  immediately  prior  to  the  occurrence  of  such 
withdrawal,  it  shall  not  constitute  a  Distressed  Ratings 
Downgrade  if  such  Reference  Obligation  is  assigned  a  public 
rating  of  at  least  "CCC+"  by  Standard  &  Poor's  within  three  (3) 
calendar  months  of  such  withdrawal;  or 

(c)  if  publicly  rated  by  Fitch  Ratings  Inc.  ("Fitch"), 

(i)  is  downgraded  to  "CCC"  or  below  by  Fitch  or 

(ii)  has  the  rating  assigned  to  it  by  Fitch  withdrawn  and,  in  each 
case,  not  reinstated  within  five  (5)  Business  Days  of  such 
downgrade  or  withdrawal;  provided,  however,  if  such  Reference 
Obligation  was  assigned  a  public  rating  of  "BBB-"  or  higher  by 
Fitch  immediately  prior  to  the  occurrence  of  such  withdrawal,  it 
shall  not  constitute  a  Distressed  Ratings  Downgrade  if  such 
Reference  Obligation  is  assigned  a  public  rating  of  at  least 
"CCC+"  by  Fitch  within  three  (3)  calendar  months  of  such 
withdrawal. 

Downgrade  of  the  Synthetic  Security  Counterparties.  If  a  Synthetic  Security  Counterparty  or  its 
guarantor  fails  to  maintain  certain  rating  levels  described  in  the  Schedule  to  the  ISDA  Master  Agreement, 
such  Synthetic  Security  Counterparty  may  be  required  to  post  collateral,  obtain  a  guaranty  from  a 
guarantor  with  the  required  rating,  or  assign  its  rights  and  obligations  under  each  related  Synthetic 
Security  to  a  replacement  synthetic  security  counterparty  satisfying  the  ratings  requirements  specified  by 
each  of  the  Rating  Agencies  for  the  synthetic  security  counterparty  and,  if  the  Synthetic  Security 
Counterparty  does   not,  within  thirty  (30)  days  of  such  failure  (or  where  the  Synthetic  Security 
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Counterparty  fails  to  maintain  certain  lower  rating  levels  described  in  the  Schedule  to  the  ISDA  Master 
Agreement,  it  does  not,  within  10  days  of  such  failure)  take  such  action,  the  Issuer  will  be  permitted  to 
terminate  each  such  Synthetic  Security. 

If  and  to  the  extent  that  the  Synthetic  Security  Counterparty  posts  collateral  to  secure  its 
obligations  under  the  related  Synthetic  Security  due  to  failure  to  maintain  certain  rating  levels  described  in 
the  Schedule  to  the  ISDA  Master  Agreement,  the  Trustee  shall  establish  a  Synthetic  Security  Issuer 
Account.  The  Trustee  shall  credit  to  the  Synthetic  Security  Issuer  Account  all  amounts  that  are  required 
to  secure  the  obligations  of  the  Synthetic  Security  Counterparty.  Except  for  investment  earnings,  the 
Synthetic  Security  Counterparty  shall  not  have  any  legal,  equitable  or  beneficial  interest  in  the  related 
Synthetic  Security  Issuer  Account  other  than  in  accordance  with  the  Indenture,  the  applicable  Synthetic 
Security  and  applicable  law. 

Governing  Law.  Each  Synthetic  Security  will  state  that  it  will  be  governed  by,  and  will  be 
construed  in  accordance  with,  the  laws  of  the  State  of  New  York  without  regard  to  any  conflicts  of  laws 
principle.  Each  of  the  Issuer  and  the  Synthetic  Security  Counterparty  will  be  required  to  submit  to  the 
jurisdiction  of  the  New  York  courts  in  connection  with  each  Synthetic  Security,  and  the  Issuer  is  expected 
to  appoint  CT  Corporation  System  to  accept  service  of  process  on  its  behalf. 

Investments  in  Synthetic  Securities  present  risks  in  addition  to  those  associated  with  other  types 
of  Underlying  Assets.  See  "Risk  Factors— Nature  of  the  Underlying  Assets"  and  "—Synthetic  Securities". 

Offsetting  Transactions 

The  Issuer  may  from  time  to  time,  subject  to  compliance  with  the  Collateral  Quality  Tests,  enter 
into  credit  default  swaps  with  one  or  more  Offsetting  Transaction  Counterparties,  to  the  extent  required  in 
order  to  hedge  all  or  part  of  its  credit  exposure  (determined  as  set  out  below)  to  obligors  under  Synthetic 
Securities  (each  such  transaction,  as  "Offsetting  Transaction").  In  the  event  that  any  such  Offsetting 
Transaction  is  entered  into  in  respect  of  a!!  or  part  of  a  Synthetic  Security,  such  Synthetic  Security  (or  part 
thereof)  will  no  longer  be  considered  a  Synthetic  Security  (the  amount  of  such  Synthetic  Security  so 
offset,  the  "Offset  Transaction"). 

An  Offsetting  Transaction  shall  hedge  all  or  part  of  the  Issuer's  credit  exposure  if,  in  the 
reasonable  judgment  of  the  Collateral  Manager  acting  on  behalf  of  the  Issuer,  such  Offsetting  Transaction 
hedges  the  Issuer's  risk  of  loss  (in  whole  or  in  part)  with  respect  to  the  relevant  Synthetic  Security  and  the 
Offsetting  Transaction  relates  to  the  same  Reference  Obligation  .  and  provides  for  all  obligations 
thereunder  to  have  substantially  the  same  characteristics  as  obligations  specified  in  such  Synthetic 
Security  (other  than  premium  payable). 

[Each  Offsetting  Transaction  and  Offset  Transaction  will  include  cross-default  provisions 
providing  that,  in  the  case  of  an  Offsetting  Transaction,  following  an  event  of  default  or  termination  event 
with  respect  to  an  Offset  Transaction,  the  related  Offsetting  Transaction  will  terminate  and  that,  in  the 
case  of  an  Offset  Transaction,  following  an  event  of  default  or  termination  event  with  respect  to  an 
Offsetting  Transaction,  the  related  Offset  Transaction  will  terminate.) 

The  fixed  amounts  payable  with  respect  to  an  Offsetting  Transaction  must  be  less  than  or  equal 
to  the  fixed  amounts  payable  with  respect  to  the  related  Synthetic  Security  and  in  certain  circumstances 
the  Issuer  may  be  required  to  make  an  upfront  payment  to  the  Offsetting  Transaction  Counterparty. 
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An  Offsetting  Transaction  may  only  hedge  a  component  in  the  related  Offset  Transaction  that 
prior  to  such  offset  was  a  Synthetic  Security.  For  the  avoidance  of  doubt  hedging  an  Offset  Transaction 
with  additional  Offsetting  Transactions  is  not  allowed. 

An  Offsetting  Transaction  may  only  be  Disposed  if  the  long  component  of  the  related  Offset 
Transaction  is  simultaneously  Disposed.  An  Offsetting  Transaction  must  be  immediately  Disposed  if  the 
related  Offset  Transaction  is  Disposed. 

Any  payments  received  by  the  Issuer  under  an  Offsetting  Transaction  that  is  a  component  of  an 
Offset  Transaction  will  be  netted  against  payments  paid  by  the  Issuer  under  the  opposite  component. 

The  acquisition  of  any  Offsetting  Transaction  will  be  subject  to  the  Rating  Agency  Condition 
except  where  such  Offsetting  Transaction  is  a  Form  Approved  Short  Synthetic  Confirmation.  The  fixed 
amount  payable  under  any  Offsetting  Transaction  acquired  by  the  Issuer  will  be  paid  on  an  ongoing  basis 
from  Interest  Proceeds;  provided  that  the  acquisition  of  such  Offsetting  Transaction  will  be  subject  to 
compliance  with  the  Weighted  Average  Spread  Test  or,  if  the  Weighted  Average  Spread  Test  is  not  in 
compliance  prior  to  such  acquisition,  would  result  in  the  Weighted  Average  Spread  Test  being  maintained 
or  improved,  if  recalculated  after  giving  effect  to  acquisition  of  such  Offsetting  Transaction;  and  provided 
further  that  such  fixed  amounts  may  only  be  paid  out  of  Interest  Proceeds. 

Upon  the  occurrence  of  a  Credit  Event  under  an  Offsetting  Synthetic  Transaction,  the  Physical 
Settlement  Amount  or  any  cash  settlement  amount  receivable  by  the  Issuer  will  be  paid  into  the  Principal 
Collection  Account,  except  to  the  extent  that  such  amounts  are  offset  against  any  amount  payable  by  the 
Issuer. 

Notwithstanding  anything  to  the  contrary  herein: 

(1 )  Offset  Transactions  and  the  related  Offsetting  Transactions  will  not  be  considered  Assets 
for  purposes  of  the  Collateral  Quality  Tests  other  than  the  Weighted  Average  Spread  Test:  and 

(2)  for  the  purposes  of  the  Eligibility  Criteria,  neither  the  Offset  Transactions  nor  the 
Offsetting  Transactions  will  be  considered. 

The  Collateral  Quality  Tests 

The  Collateral  Quality  Tests  will  be  used  to  establish  that  the  characteristics  of  the  Issuer's 
portfolio  on  the  Closing  Date  satisfy  certain  threshold  levels  and,  following  the  Closing  Date,  to  determine 
whether  trading  of  the  Underlying  Assets  is  permitted.  The  "Collateral  Quality  Tests"  are  the  Standard  & 
Poor's  Minimum  Weighted  Average  Recovery  Rate  Test,  the  Moody's  Asset  Correlation  Test,  the  Moody's 
Minimum  Weighted  Average  Recovery  Rate  Test,  the  Moody's  Weighted  Average  Rating  Factor  Test,  the 
Weighted  Average  Coupon  Test,  the  Weighted  Average  Spread  Test  and  the  Weighted  Average  Life  Test 
described  below. 

Measurement  of  the  degree  of  compliance  with  the  Collateral  Quality  Tests  will  be  required  on  the 
Closing  Date  and  on  each  Measurement  Date.  For  purposes  of  the  Weighted  Average  Coupon  Test  and 
Weighted  Average  Spread  Test,  a  Synthetic  Security  will  be  included  as  an  Underlying  Asset  having  the 
characteristics  of  the  Synthetic  Security  and  not  of  the  related  Reference  Obligation.  A  failure  by  the 
Issuer  to  satisfy  a  Collateral  Quality  Test  will  not  result  in  an  Event  of  Default  under  the  Indenture. 

Ratings  of  Underlying  Assets.  The  "Standard  &  Poor's  Rating"  of  any  Underlying  Asset  will  be 
determined  as  described  on  Schedule  C  hereto.  The  "Moody's  Rating"  of  any  Underlying  Asset  will  be 
determined  as  described  on  Schedule  D  hereto. 
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Standard  &  Poor's  Minimum  Weighted  Average  Recovery  Rate  Test  The  "Standard  &  Poor's 
Minimum  Weighted  Average  Recovery  Rate  Test"  will  be  satisfied  on  the  Closing  Date  or  any 
Measurement  Date  if  the  Standard  &  Poor's  Weighted  Average  Recovery  Rate  is  greater  than  or  equal  to 

(a)  with  respect  to  the  Class  A-1  Notes,  rj%, 

(b)  with  respect  to  the  Class  A-2  Notes,  □%. 

(c)  with  respect  to  the  Class  B  Notes,  Q%, 

(d)  with  respect  to  the  Class  C  Notes,  0%, 

(e)  with  respect  to  the  Class  D  Notes,  Q%  and 

(f)  with  respect  to  the  Class  E  Notes,  Q%. 

The  "Standard  &  Poor's  Weighted  Average  Recovery  Rate"  is  the  number  obtained  by 
summing  the  products  obtained  by  multiplying  the  Principal/Notional  Balance  of  each  Underlying  Asset  by 
its  Standard  &  Poor's  Applicable  Recovery  Rate,  dividing  such  sum  by  the  Aggregate  Principal/Notional 
Balance  of  all  such  Underlying  Assets,  multiplying  the  result  by  100  and  rounding  up  to  the  first  decimal 
place.  The  "Standard  &  Poor's  Applicable  Recovery  Rate"  means,  with  respect  to  any  Underlying  Asset, 
an  amount  equal  to  the  percentage  for  such  Underlying  Asset  (which  shall  mean  with  respect  to  a 
Synthetic  Security,  the  related  Reference  Obligation)  set  forth  in  the  Standard  &  Poor's  Recovery  Matrix 
attached  as  Schedule  E  in  (a)  the  applicable  table,  (b)  the  row  in  such  table  opposite  the  Standard  & 
Poor's  Rating  of  such  Underlying  Asset  as  of  the  date  of  issuance  of  such  Underlying  Asset  and  (c)(i)  for 
purposes  of  determining  the  Standard  &  Poor's  Recovery  Rate,  the  column  in  such  table  below  the 
current  rating  of  the  respective  Class  of  Notes  or  (ii)  for  purposes  of  determining  the  Calculation  Amount, 
the  column  in  such  table  below  the  current  rating  of  the  most  senior  Class  of  Notes  outstanding. 

Standard  &  Poor's  CDO  Evaiuator.  The  "Standard  &  Poors  CDO  Evaiuator  means  the 
dynamic,  analytical  computer  model  developed  by  Standard  &  Poor's  and  used  to  estimate  default  risk  of 
Underlying  Assets  and  provided  to  the  Collateral  Manager  and  the  Trustee  on  or  before  the  Closing  Date, 
as  it  may  be  modified  by  Standard  &  Poor's  from  time  to  time  and  provided  to  the  Collateral  Manager  and 
the  Trustee  following  the  Closing  Date. 

Moody's  Asset  Correlation  Test.  The  "Moody's  Asset  Correlation  Test"  means  a  test  which  will 
be  satisfied  as  of  the  Closing  Date  or  any  Measurement  Date  if  the  Moody's  Correlation  Factor  is  equal  to 
or  less  than  []%;  provided  that  a  single-obligation  Synthetic  Security  will  be  included  as  an  Asset-Backed 
Security  having  the  characteristics  of  the  related  Reference  Obligation  (and  the  issuer  thereof  will  be 
deemed  to  be  the  related  Reference  Obligor  and  not  the  Synthetic  Security  Counterparty).  For  the 
purpose  of  this  test,  the  number  of  assets  is  fj. 

"Moody's  Correlation  Factor"  means  Q. 

Moody's  Minimum  Weighted  Average  Recovery  Rate  Test.  The  "Moody's  Minimum  Weighted 
Average  Recovery  Rate  Test"  will  be  satisfied  as  of  the  Closing  Date  or  any  Measurement  Date  if  the 
Moody's  Weighted  Average  Recovery  Rate  is  greater  than  or  equal  to  □%. 

The  "Moody's  Weighted  Average  Recovery  Rate"  is  the  number  obtained  by  summing  the 
products  obtained  by  multiplying  the  Principal/Notional  Balance  of  each  Underlying  Asset  (excluding  any 
Defaulted  Asset)  by  its  applicable  recovery  rate  (determined  for  purposes  of  this  definition  in  accordance 
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with  Schedule  F),  dividing  such  sum  by  the  Aggregate  Principal/Notional  Balance  of  all  such  Underlying 
Assets,  multiplying  the  result  by  100  and  rounding  up  to  the  first  decimal  place. 

Moody's  Weighted  Average  Rating  Factor  Test.  The  "Moody's  Weighted  Average  Rating 
Factor  Test"  will  be  satisfied  as  of  the  Closing  Date  or  any  Measurement  Date  if  the  Moody's  Weighted 
Average  Rating  Factor  of  the  Underlying  Assets  is  equal  to  a  numerical  value  of  not  more  than  □• 

The  "Moody's  Weighted  Average  Rating  Factor"  is  the  number  determined  by  dividing: 

(a)  the  summation  of  the  series  of  products  obtained  for  any  Underlying  Asset  that  is  not  a 
Defaulted  Asset,  by  multiplying  (i)  the  Principal/Notional  Balance  of  each  such  Underlying 
Asset  by  (ii)  its  respective  Moody's  Rating  Factor,  by 

(b)  the  sum  of  the  Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets  that  are  not 
Defaulted  Securities. 

Weighted  Average  Coupon  Test.  The  "Weighted  Average  Coupon  Test"  will  be  satisfied  on  the 
Closing  Date  or  any  Measurement  Date  if  the  Weighted  Average  Coupon  is  greater  than  or  equal  to  the 
percentage  specified  in  the  table  below  with  respect  to  such  date. 


Date 

Test 
Percentage 

n 

n 

n 

n 

n 

n 

n 

n 

n 

n 

The  "Weighted  Average  Coupon"  is  the  number  (rounded  up  to  the  next  0.01%)  obtained  by  (i) 
summing  the  products  obtained  by  multiplying  (A)  the  current  interest  rate  on  each  Underlying  Asset  that 
is  a  Fixed  Rate  Security  (excluding  all  Defaulted  Securities,  Written  Down  Securities  and  Deferred 
Interest  PIK  Bonds)  by  (B)  the  Principal/Notional  Balance  of  each  such  Underlying  Asset  and  (ii)  dividing 
such  sum  by  the  Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets  that  are  Fixed  Rate. 
Securities  (excluding  all  Defaulted  Securities,  Written  Down  Securities  and  Deferred  Interest  PIK  Bonds). 

Weighted  Average  Spread  Test.  The  "Weighted  Average  Spread  Test"  will  be  satisfied  as  of 
the  Closing  Date  or  any  Measurement  Date  if  the  Weighted  Average  Spread  is  greater  than  or  equal  to 
the  percentage  specified  in  the  table  below  with  respect  to  such  date. 


Date 

Test 
Percentage 

n 

n 

n 

n 

fl 

n 
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n 

n 

n 

n 

The  "Weighted  Average  Spread"  is  the  number  (rounded  up  to  the  next  0.01%)  obtained  by  (a) 
summing  the  products  obtained  by  multiplying  (i)  the  spread  above  the  floating  rate  index  at  which 
interest  accrues  on  each  Underlying  Asset  or  Offset  Transaction  (in  an  amount  equal  to  the  difference,  if 
any,  between  the  spread  of  the  long  component  of  such  Offset  Transaction  and  that  of  the  related 
Offsetting  Transaction)  that  is  a  Floating  Rate  Security  or  the  Fixed  Amount  applicable  to  a  Synthetic 
Security  (in  each  case,  other  than  a  Defaulted  Asset,  Written  Down  Security  or  Deferred  Interest  PIK 
Bond)  as  of  such  date  by  (ii)  the  Principal/Notional  Balance  of  such  Underlying  Asset  or  Offset 
Transaction  as  of  such  date,  and  (b)  dividing  such  sum  by  the  Aggregate  Principal/Notional  Balance  of  all 
Underlying  Assets  that  are  Floating  Rate  Securities  (excluding  all  Defaulted  Securities,  Written  Down 
Securities  and  Deferred  Interest  PIK  Bonds). 

The  "Weighted  Average  Life  Test"  will  be  satisfied  as  of  the  Closing  Date  or  any  Measurement 
Date  during  any  period  set  forth  below  if  the  Weighted  Average  Life  of  all  Underlying  Assets  as  of  such 
Measurement  Date  is  less  than  or  equal  to  the  number  of  years  set  forth  in  the  table  below. 


On      any      Measurement      Date      during      the 
Reinvestment  Period • 


Thereafter 


□  years 


P  years 


"Weighted  Average  Life"  means,  on  any  Measurement  Date  with  respect  to  any  Underlying 
Asset,  the  number  obtained  by  (i)  summing  the  products  obtained  by  multiplying  (a)  the  Average  Life  at 
such  time  of  each  Underlying  Asset  (excluding  Defaulted  Assets)  by  (b)  the  Principal/Notional  Balance  of 
such  Underlying  Assets  and  (ii)  dividing  such  sum  by  the  Aggregate  Principal/Notional  Balance  at  such 
time  of  all  Underlying  Assets.  For  the  purpose  of  this  definition,  with  respect  to  the  Synthetic  Securities, 
calculations  will  be  made  with  respect  to  related  Reference  Obligation. 

"Average  Life"  means  on  any  Measurement  Date  with  respect  to  any  Underlying  Asset  (provided 
that,  with  respect  to  any  Synthetic  Security,  such  determination  will  be  made  with  respect  to  the  related 
Reference  Obligation),  the  quotient  obtained  by  dividing  (i)  the  sum  of  the  products  of  (a)  the  number  of 
years  (rounded  to  the  nearest  one  tenth  thereof)  from  such  Measurement  Date  to  the  respective  dates  of 
each  successive  distribution  of  principal  of  such  Underlying  Asset  (other  than  a  Defaulted  Asset) 
(assuming  that  (A)  no  collateral  defaults  or  is  sold,  (B)  prepayment  of  any  Underlying  Asset  during  any 
month  occurs  (a)  at  the  rate  of  prepayment  assumed  at  the  time  of  issuance  of  such  Underlying  Asset  or 
(b)  at  the  prospectus  pricing  curve  or  other  similar  rate  as  determined  by  the  Collateral  Manager  in  its 
reasonable  business  judgment  and  (C)  any  clean-up  call,  auction  call  or  similar  redemption  of  the 
Underlying  Asset  occurs  in  accordance  with  its  terms),  and  (b)  the  respective  amounts  of  principal  of  such 
distributions  by  (ii)  the  sum  of  all  successive  distributions  of  principal  on  such  Underlying  Asset  (other 
than  a  Defaulted  Asset). 
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Closing  Date  Portfolio 

The  portfolio  of  Underlying  Assets  acquired  (or  committed  to  be  acquired  for  settlement  in 
accordance  with  customary  settlement  procedures  in  the  relevant  markets)  by  the  Issuer  on  or  prior  to  the 
Closing  Date  has  the  following  characteristics  (as  of  rj  2007): 


Aggregate  Principal/Notional  Balance 
Fixed  Rate  Securities 


Floating  Rate  Securities 


Top  Issue  Concentration 


Top  Servicer  Concentration 


Standard    &     Poor's    Weighted    Average 
Recovery  Rate 


ill 


U.S.$[1 


(2)           [  ]%  of  the  Net  Outstanding  Underlying  Asset 
Balance  


(3)           [  ]%  of  the  Net  Outstanding  Underlying  Asset 
Balance  


ml 


JL 


S§L 


JL 


Weighted  Average  Coupon 


Weighted  Average  Spread 


Weighted  Average  Life 


Moody's  Correlation  Factor 


(6)         (a)  with  respect  to  the  Class  A-1  Notes,  [  ]% 

(b)  with  respect  to  the  Class  A-2  Notes,  [  ]% 

(c)  with  respect  to  the  Class  B  Notes,  [  ]% 

(d)  with  respect  to  the  Class  C  Notes,  [  ]% 

(e)  with  respect  to  the  Class  D  Notes,  [  ]% 
(f)  with  respect  to  the  Ciass  E  Notes,  [  ]% 


(7)         f1% 


M. 


]% 


M. 


(10)      n% 


Moody's  Weighted  Average  Recovery  Rate 


Moody's  Weighted  Average  Rating  Factor 


(11)       M% 


(12) 


The  Issuer  may  not  acquire  any  Underlying  Asset  unless  such  acquisition  is  made  on  an  "arm's- 
length  basis"  for  fair  market  value. 

Disposition 

Underlying  Assets  may  be  retired  prior  to  their  respective  final  maturities  due  to,  among  other 
things,  the  existence  and  frequency  of  exercise  of  any  optional  or  mandatory  redemption  features  of  such 
Underlying  Assets.  In  addition,  pursuant  to  the  Indenture  and  so  long  as  no  Event  of  Default  has  occurred 
and  is  continuing  and  subject  to  the  conditions  set  forth  in  paragraphs  (1)  through  (5)  in  the  section 
"Disposition  of  Underlying  Assets"  below,  the  Collateral  Manager  may  Dispose  of  any  (i)  Defaulted  Asset, 
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(ii)  Equity  Security,  (iii)  Credit-Risk  Asset,  (iv)  Credit  Improved  Asset,  (v)  other  Underlying  Assets 
Disposed  of  pursuant  to  paragraph  (4)  below  and  (vi)  any  Underlying  Asset  that  is  subject  to  withholding 
as  described  below. 

"Disposition''  means  one  of  the  following: 

(i)  in  the  case  of  any  Asset-Backed  Security,  Equity  Security,  Defaulted  Asset,  Written  Down 

Security  or  Eligible  Investment,  the  sale  thereof  by  the  Collateral  Manager,  acting  on 
behalf  of  the  Issuer; 

(ii)         in  the  case  of  any  Synthetic  Security,  the  termination  or  novation  thereof  by  agreement 
between  the  parties  thereto;  or 

(iii)         in  respect  of  any  Underlying  Asset,  the  entry  by  the  Issuer  into  an  Offsetting  Transaction 
in  respect  of  such  Underlying  Asset. 

References  to  "Dispose"  and  "Disposed"  will  be  construed  accordingly. 

"Disposition  Proceeds"  means: 

(i)  in  the  case  of  any  Asset-Backed  Security,  Equity  Security,  Eligible  Investment,  Defaulted 

Asset  or  Written  Down  Security,  the  net  proceeds  of  sale  by  agreement  between  the 
parties  thereto,  the  amounts  received  by  the  Issuer  from  the  applicable  counterparty, 
excluding  any  amounts  included  in  such  proceeds  that  represent  accrued  and  unpaid 
interest  save  to  the  extent  that  such  amounts  are  designated  as  Principal  Proceeds  by 
the  Collateral  Manager,  acting  on  behalf  of  the  Issuer,  in  connection  with  such  sale;  or 

(ii)  in  the  case  of  any  Synthetic  Security  that  is  terminated  or  novated  by  agreement  between 
the  parties  thereto: 

(a)  solely  for  the  purposes  of  applying  paragraphs  (1)  through  (5)  in  the  section 
"Disposition  of  Assets"  below,  an  amount  equal  to  the  Principal/Notional  Balance 
thereof,  plus  or  minus  any  mark-to-market  amounts  payable  or  received  by  the 
Issuer  upon  such  termination  or  novation;  and 

(b)  in  all  other  cases,  any  mark-to-market  amounts  payable  or  received  by  the  Issuer 
upon  such  termination  or  novation. 

Disposition  of  Underlying  Assets 

Defaulted  Assets  and  Equity  Securities 

(1)  Subject  to  the  provisions  of  the  immediately  following  sentence,  the  Collateral  Manager 
on  behalf  of  the  Issuer,  may  direct  the  Trustee  in  writing  to  Dispose  of  any  Underlying 
Asset  that  the  Collateral  Manager,  acting  on  behalf  of  the  Issuer,  determines  to  be  (and 
which  the  Collateral  Manager  certifies  in  writing  to  the  Trustee  that  it  has  determined  to 
be)  a  Defaulted  Asset  or  an  Equity  Security;  it  being  agreed  in  the  Indenture,  however, 
that  notwithstanding  any  of  the  foregoing,  (A)  the  Issuer  will  be  obligated  to  complete  the 
Disposition  of  any  Defaulted  Asset  (i)  within  one  year  of  the  date  on  which  it  was  so 
determined  to  be  a  Defaulted  Asset,  (ii)  subject  to  the  satisfaction  of  the  Rating  Condition 
with  respect  to  Moody's  only,  within  two  years  of  the  date  on  which  it  was  determined  to 
be  a  Defaulted  Asset  or  (iii)  if  applicable,  within  two  years  of  such  later  date  on  which 
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such  Defaulted  Asset  may  first  be  Disposed  of  in  accordance  with  its  terms  or  under 
applicable  law;  (B)  the  Issuer  will  be  obligated  to  complete  the  Disposition  of  any  Equity 
Security  received  in  exchange  for  a  Defaulted  Asset  (i)  within  one  year  of  the  date  on 
which  the  related  Underlying  Asset  was  so  determined  to  be  a  Defaulted  Asset  or  (ii)  if 
applicable,  within  one  year  of  such  later  date  on  which  such  Equity  Security  may  first  be 
Disposed  of  in  accordance  with  its  terms  or  under  applicable  law;  and  (C)  the  Issuer  will 
be  obligated  to  complete  the  Disposition  of  any  other  kind  of  Equity  Security  (i)  within  five 
Business  Days  of  the  Issuer's  receipt  thereof  or  (ii)  if  applicable,  within  five  Business 
Days  of  any  later  date  on  which  such  Equity  Security  may  first  be  Disposed  of  in 
accordance  with  its  terms  or  under  applicable  law. 

Credit-Risk  Assets 

(2)  The  Collateral  Manager,  on  behalf  of  the  Issuer,  may  direct  the  Trustee  in  writing  to 
Dispose  of  any  Underlying  Asset  that  the  Collateral  Manager,  acting  on  behalf  of  the 
Issuer,  determines  to  be  (and  which  the  Collateral  Manager  certifies  in  writing  to  the 
Trustee  that  it  has  determined  to  be)  a  Credit-Risk  Asset  and,  if  applicable,  to  acquire 
additional  Underlying  Assets  in  accordance  with  clause  (B)  below.  The  Collateral 
Manager  may  not  direct  the  Trustee  to  Dispose  of  any  Underlying  Asset  that  it 
determines  to  be  a  Credit-Risk  Asset  unless,  in  connection  with  the  Disposition  of  such 
Credit-Risk  Asset,  the  Collateral  Manager  will  certify  in  writing  to  the  Trustee  that: 

(A)  at  the  direction  of  the  Collateral  Manager,  the  Disposition  Proceeds 
arising  from  the  Disposition  of  such  Credit-Risk  Asset  shall  be 
transferred  to  the  Principal  Collection  Account  to  be  applied  in 
accordance  with  the  Priority  of  Payments;  provided  that  such  Disposition 
Proceeds  may  not  be  reinvested,  or 

(B)  the  Collateral  Manager  believes  that  the  Issuer  will  be  able  to  reinvest 
the  Disposition  Proceeds  arising  from  the  Disposition  of  such  Credit-Risk 
Asset,  within  [180]  days  after  such  Credit-Risk  Asset  is  Disposed  of,  in 
one  or  more  additional  Asset-Backed  Securities  or  Synthetic  Securities 
having  an  Aggregate  Principal/Notional  Balance  that,  together  with 
accrued  interest  thereon,  is  at  least  equal  to  the  Disposition  Proceeds 
arising  from  the  Disposition  of  such  Credit-Risk  Asset  being  Disposed  of 
and  the  Collateral  Manager  believes  that  after  giving  effect  to  such 
Disposition  and  the  subsequent  acquisition,  the  level  of  each  of  the 
Collateral  Quality  Tests  and  Eligibility  Criteria  is  maintained  or  improved 
as  compared  to  the  test  levels  prior  to  such  Disposition  and  subsequent 
acquisition;  provided  however  that  after  the  Reinvestment  Period,  the 
Issuer  may  not  Dispose  of  a  Credit-Risk  Asset  and  acquire  one  or  more 
additional  Underlying  Assets  pursuant  to  this  paragraph  unless, 
additionally,  (i)  the  Collateral  Quality  Tests  are  in  compliance,  (ii)  the 
Underlying  Asset  proposed  to  be  acquired  shall  have  a  Moody's  Rating 
and  a  Standard  &  Poor's  Rating  at  least  equal  to  the  Moody's  Rating  and 
the  Standard  &  Poor's  Rating  respectively  of  the  Credit-Risk  Asset  to  be 
Disposed,  (iii)  the  weighted  average  life  of  the  Underlying  Asset(s) 
proposed  to  be  acquired  following  such  Disposition  shall  be  no  more 
than  two  years  greater  than  the  weighted  average  life  of  the  Credit-Risk 
Asset  to  be  Disposed  and  (iv)(A)  all  Coverage  Tests  are  satisfied  prior  to 
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such  Disposition,  (B)  the  Collateral  Manager  believes  that,  after  giving 
effect  to  such  Disposition  and  the  subsequent  acquisition  described  in 
this  paragraph  all  Coverage  Tests  will  be  satisfied  and  the  level  of  each 
Coverage  Test  will  be  at  least  equal  to  its  level  prior  to  such  Disposition 
and  (C)  the  level  of  the  Class  D  Overcollateralization  Test  is  at  least 
equal  to  Q. 

Credit-Improved  Assets 

(3)  Credit-Improved  Assets.  The  Collateral  Manager,  on  behalf  of  the  Issuer,  may  direct  the 
Trustee  in  writing  to  Dispose  of  any  Underlying  Asset  that  the  Collateral  Manager,  acting 
on  behalf  of  the  Issuer,  determines  to  be  (and  which  the  Collateral  Manager  certifies  in 
writing  to  the  Trustee  that  it  has  determined  to  be)  a  Credit  Improved  Asset  and,  if 
applicable,  to  acquire  additional  Underlying  Assets  in  accordance  with  clause  (B)  below. 
The  Collateral  Manager  may  not  direct  the  Trustee  to  Dispose  of  any  Underlying  Asset 
that  it  determines  to  be  a  Credit-Improved  Asset  unless,  in  connection  with  the 
Disposition  of  such  Credit-Improved  Asset,  the  Collateral  Manager  will  certify  in  writing  to 
the  Trustee  that 

(A)  at  the  direction  of  the  Collateral  Manager,  the  Disposition  Proceeds 
arising  from  the  Disposition  of  such  Credit-Improved  Asset  shall  be 
transferred  to  the  Principal  Collection  Account  to  be  applied  in 
accordance  with  the  Priority  of  Payments;  provided  that  (i)  such 
Disposition  Proceeds  may  not  be  reinvested  and  (ii)  such  Disposition 
Proceeds  must  be  at  least  equal  to  the  par  value  of  the  Credit-Improved 
Asset  Disposed,  or 

(B)  the  Collateral  Manager  believes  that  the  Issuer  will  be  able  to  reinvest 
the  Disposition  Proceeds  arising  from  the  Disposition  of  such  Credit- 
Improved  Asset,  within  [180]  days  after  such  Credit-Improved  Asset  is 
Disposed  of,  in  one  or  more  additional  Asset-Backed  Securities  or 
Synthetic  Securities  having  an  Aggregate  Principal/Notional  Balance  at 
least  equal  to  the  Aggregate  Principal/Notional  Balance  of  the  Credit- 
Improved  Asset  to  be  Disposed,  and  the  Collateral  Manager  believes 
that  after  giving  effect  to  such  Disposition  and  the  subsequent 
acquisition,  the  level  of  each  of  the  Collateral  Quality  Tests  and  Eligibility 
Criteria  is  maintained  or  improved  as  compared  to  the  test  levels  prior  to 
such  Disposition  and  subsequent  acquisition;  provided  however  that  after 
the  Reinvestment  Period,  the  Issuer  may  not  Dispose  of  a  Credit- 
Improved  Asset  and  acquire  another  Underlying  Asset  pursuant  to  this 
paragraph  unless,  additionally,  (i)  the  Collateral  Quality  Tests  are  in 
compliance,  (ii)  the  Underlying  Asset  proposed  to  be  acquired  shall  have 
a  Moody's  Rating  and  a  Standard  &  Poor's  Rating  at  least  equal  to  the 
Moody's  Rating  and  the  Standard  &  Poor's  Rating,  respectively,  of  the 
Credit-Improved  Asset  to  be  Disposed,  (iii)  the  weighted  average  life  of 
the  Underlying  Asset(s)  proposed  to  be  acquired  following  such 
Disposition  shall  be  no  more  than  two  years  greater  than  the  weighted 
average  life  of  the  Credit-Improved  Asset  to  be  Disposed  and  (iv)(A)  all 
Coverage  Tests  are  satisfied  prior  to  such  Disposition,  (B)  the  Collateral 
Manager  believes  that,  after  giving  effect  to  such  Disposition  and  the 
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subsequent  acquisition  described  in  this  paragraph  all  Coverage  Tests 
will  be  satisfied  and  the  level  of  each  Coverage  Test  will  be  at  least  equal 
to  its  level  prior  to  such  Disposition  and  (C)  the  level  of  the  Class  D 
Overcollateralization  Test  is  at  least  equal  to  Q. 


Discretionary  Trading 


(4)  At  any  time  during  the  Reinvestment  Period,  the  Collateral  Manager,  on  behalf  of  the 
Issuer,  may  direct  the  Trustee  in  writing  to  Dispose  of  (and  acquire  if  applicable),  and  the 
Trustee  shall  Dispose  of  (and  acquire,  if  applicable)  in  the  manner  so  directed  by  the 
Collateral  Manager,  acting  on  behalf  of  the  Issuer,  in  writing,  any  Underlying  Asset  if,  in 
connection  with  the  Disposition  of  such  Underlying  Asset  and  the  acquisition  of  another 
Underlying  Asset,  as  applicable,  the  Collateral  Manager  shall  certify  in  writing  to  the 
Trustee  that: 

(i)  the  Collateral  Manager  believes  in  good  faith  that  Disposition 

Proceeds  relating  to  such  Underlying  Asset  can  be  reinvested 
within  [180]  days  after  the  Disposition  of  such  Underlying  Asset 
in  one  or  more  additional  Underlying  Assets  such  that  the 
Aggregate  Principal/Notional  Balance  of  such  additional 
Underlying  Assets  is  greater  than  or  equal  to  the 
Principal/Notional  Balance  of  the  Underlying  Asset  to  be  so 
Disposed, 

(ii)  the  Aggregate  Principal/Notional  Balance  of  all  Underlying 
Assets  Disposed  of  pursuant  to  this  paragraph  during  any 
calendar  year  (including  the  period  from  the  Closing  Date  to  the 
end  of  calendar  year  2007),  does  not  exceed  [20]%  of  the  Net 
Outstanding  Asset  Balance  as  of  the  first  day  of  such  period 
(excluding,  for  the  purposes  of  such  calculation,  the  Disposition 
of  any  Credit-Risk  Assets,  Credit-Improved  Assets,  Defaulted 
Assets,  Equity  Securities  and  Withholding  Securities  and  any 
Underlying  Asset  Disposed  by  the  entry  of  the  Issuer  into  an 
Offsetting  Transaction  with  respect  to  such  Underlying  Asset), 

(iii)  the  Collateral  Manager  believes  that  after  giving  effect  to  such 
Disposition  and  the  subsequent  acquisition,  the  level  of  each  of 
the  Collateral  Quality  Tests  and  Eligibility  Criteria  is  maintained 
or  improved  as  compared  to  the  test  levels  prior  to  such 
Disposition  and  subsequent  acquisition; 

(iv)  and  Moody's  has  not  reduced  the  long  term  rating  of  any  Class 
of  Notes  below  the  long  term  rating  in  effect  on  the  Closing  Date 
by  one  or  more  major  rating  categories. 

Underlying  Assets  Subject  to  Withholding 

(5)  Notwithstanding  any  of  the  limitations  prescribed  by  the  preceding  paragraphs,  if  no 
Event  of  Default  has  occurred  and  is  continuing,  the  Collateral  Manager,  on  behalf  of  the 
Issuer,  may,  at  any  time,  direct  the  Trustee  in  writing  to  Dispose  of  any  Underlying  Asset 
(regardless   of  whether  such   Underlying   Asset   is   or  can    be   characterized   as,   or 
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determined  to  be,  a  Defaulted  Asset,  an  Equity  Security,  a  Credit-Risk  Asset  or  a  Credit 
Improved  Asset)  if  the  Collateral  Manager  shall  certify  in  writing  to  the  Trustee  that, 
based  upon  an  opinion  of  counsel  addressed  to  the  Issuer  and  the  Collateral  Manager, 
the  Collateral  Manager,  acting  on  behalf  of  the  Issuer,  has  determined,  that  such 
Underlying  Asset  is,  or  may  become,  subject  to  withholding  or  other  similar  taxes. 

In  addition,  during  and  after  the  Reinvestment  Period,  the  Issuer,  at  the  direction  of  the  Collateral 
Manager,  may  also  enter  into  Offsetting  transactions;  provided  that  each  Offsetting  Transaction  will  be 
treated  as  a  Disposition  of  the  related  Underlying  Asset,  meaning  that  Offsetting  Transactions  will  be 
deemed  to  be  discretionary  and  not  in  connection  with  the  Disposition  of  Defaulted  Assets,  Equity 
Securities,  Credit-Risk  Assets,  Credit-Improved  Assets  and  Withholding  Securities  shall  only  occur  during 
the  Reinvestment  Period. 

Any  Disposition  of  an  Underlying  Asset  will  be  conducted  on  an  "arm's  length  basis"  for  fair 
market  value  and  in  accordance  with  the  requirements  of  the  Management  Agreement,  and,  if  effected 
with  the  Issuer,  the  Trustee,  a  Designated  Party  or  any  Affiliate  of  any  of  the  foregoing,  will  be  effected  in 
a  secondary  market  transaction  on  terms  at  least  as  favorable  to  the  Noteholders  as  would  be  the  case  if 
such  person  were  not  so  affiliated;  prowcted  that,  after  the  Closing  Date,  the  Collateral  Manager  on  behalf 
of  the  Issuer  shall  not  direct  the  Trustee  to  acquire  directly  any  Asset-Backed  Security  or  a  Synthetic 
Security  for  inclusion  in  the  Collateral  from  any  account  or  portfolio  for  which  the  Collateral  Manager 
serves  as  investment  advisor  or  direct  the  Trustee  to  Dispose  of  directly  any  Underlying  Asset  to  any 
account  or  portfolio  for  which  the  Collateral  Manager  serves  as  investment  advisor  unless  such 
acquisition  or  Disposition  complies  with  all  material  requirements  of  any  applicable  laws.  The  Trustee  will 
have  no  responsibility  to  oversee  or  ensure  compliance  with  the  above  conditions  by  the  other  parties. 
Any  Disposition  Proceeds  arising  out  of  the  Disposition  of  an  Asset-Backed  Security  that  are  deposited  in 
the  Disposition  Proceeds  Account  to  be  reinvested  in  other  Underlying  Assets  within  [180]  days  following 
such  Disposition.  Following  such  [180]  day  period,  if  such  Disposition  Proceeds  have  not  been 
rojm/ested  in  an"  substitute  Undenting  Asset  and  remain  in  the  Disposition  Proceeds  Account,  such 
Disposition  Proceeds  shall  be  deposited  in  the  Principal  Collection  Account  and  applied  in  accordance 
with  the  Priority  of  Payments. 

During  the  Reinvestment  Period,  Principal  Proceeds  may  be  reinvested  in  additional  Asset- 
Backed  Securities  or  additional  Synthetic  Securities,  or  used  to  purchase  Eligible  Investments,  in  each 
case  in  accordance  with  the  reinvestment  criteria  set  forth  under " — Eligibility  Criteria". 

In  addition,  during  the  Reinvestment  Period,  the  Collateral  Manager  may  direct  the  Trustee  to 
apply,  by  transferring  such  amount  or  portion  thereof  from  the  Synthetic  Collateral  Account  to  the 
Principal  Collection  Subaccount,  on  any  Distribution  Date  to  pay  the  amounts  set  forth  in  clauses  (1) 
through  (3)  under  the  Principal  Proceeds  Priority  of  Payments,  to  the  extent  such  amounts  are  not  paid 
with  Principal  Proceeds  listed  in  clauses  (1)  through  (11)  and  (14)  of  the  definition  thereof  and/or  on  any 
date  as  directed  by  the  Issuer  to  acquire  additional  Asset-Backed  Securities  or  additional  Synthetic 
Securities,  in  each  case,  in  accordance  with  the  reinvestment  criteria  set  forth  under  "The  Accounts— 
Synthetic  Collateral  Accounts"  (unless,  at  the  sole  and  absolute  discretion  of  the  Collateral  Manager,  such 
amount  is  to  be  treated  as  Principal  Proceeds  and  applied  in  accordance  with  the  Priority  of  Payments  for 
Principal  Proceeds). 

Certain  Definitions 

"Average  Life"  means  on  any  Measurement  Date  on  or  after  the  Closing  Date  with  respect  to  any 
Underlying  Asset  {provided,  that  with  respect  to  any  Synthetic  Security,  such  determination  will  be  made 
with  respect  to  the  related  Reference  Obligation),  the  quotient  obtained  by  dividing  (i)  the  sum  of  the 


129 


PSI-M&T  Bank-02-0150 


Footnote  Exhibits  -  Page  1848 


products  of  (a)  the  number  of  years  (rounded  to  the  nearest  one  tenth  thereof)  from  such  Measurement 
Date  to  the  respective  dates  of  each  successive  scheduled  distribution  of  principal  of  such  Underlying 
Asset  (other  than  a  Defaulted  Asset  or  Deferred  Interest  PIK  Bond)  (assuming  that  (A)  no  collateral 
defaults  or  is  sold  except  those  that  have  already  defaulted  or  been  sold,  (B)  prepayment  of  any 
Underlying  Asset  during  any  month  occurs  (x)  with  respect  to  an  Underlying  Asset  issued  no  more  than 
six  months  prior  to  such  Measurement  Date,  at  the  rate  of  prepayment  assumed  at  the  time  of  issuance 
of  such  Underlying  Asset  and  (y)  with  respect  to  an  Underlying  Asset  issued  more  than  six  months  prior  to 
such  Measurement  Date,  at  the  average  rate  of  prepayment  observed  over  the  six  months  immediately 
preceding  such  Measurement  Date  based  on  available  transaction  reporting  data  (and  if  such  data  is 
unavailable,  at  the  assumed  constant  prepayment  rate  or  prepayment  curve  set  out  in  the  offering 
document  for  such  Underlying  Asset,  as  determined  by  the  Collateral  Manager  in  its  reasonable  business 
judgment),  (C)  any  clean  up  call,  auction  call  or  similar  redemption  (but  not  optional  redemption)  of  the 
Underlying  Asset  occurs  in  accordance  with  the  terms  of  the  relevant  Underlying  Asset  and  (D)  no 
optional  redemption  occurs),  and  (b)  the  respective  amounts  of  principal  of  such  scheduled  distributions 
by  (ii)  the  sum  of  all  successive  scheduled  distributions  of  principal  on  such  Underlying  Asset  (other  than 
a  Defaulted  Asset  or  Deferred  Interest  PIK  Bond). 

"Credit-Improved  Asset"  means  any  Asset-Backed  Security  or  Synthetic  Security  (in  which  case 
such  determination  will  be  made  with  respect  to  the  related  Reference  Obligation)  (excluding  in  each  case 
the  long  component  of  any  Offset  Transaction)  that  is  in  compliance  with  at  least  one  of  the  following 
criteria  (the  "Credit-Improved  Criteria"): 

(a)  so  long  as  the  long  term  ratings  of  the  Class  A-1  Notes,  Class  A-2  Notes  or  the  Class  B 
Notes  have  not  been  downgraded  by  one  or  more  rating  sub-categories  by  Moody's  and  so  long  as  the 
long  term  ratings  of  the  Class  C  Notes,  the  Class  D  Notes  or  the  Class  E  Notes  have  not  been 
downgraded  by  two  or  more  rating  sub-categories  by  Moody's  (and  such  ratings  have  not  been  restored), 
the  Collateral  Manager,  acting  on  behalf  of  the  Issuer,  has  determined  in  a  commercially  reasonable 
manner  (which  determination  may  not  be  called  into  question  as  a  result  of  subsequent  events)  that:  (i) 
the  issuer  of  such  Asset-Backed  Security  or  the  issuer  of  the  Reference  Obligation  related  to  such 
Synthetic  Security,  as  applicable,  in  the  commercially  reasonable  judgment  of  the  Collateral  Manager, 
acting  on  behalf  of  the  Issuer,  has  shown  improved  financial  results;  (ii)  the  transferor,  originator,  obligor 
of  or  insurer  of  such  Asset-Backed  Security  or  of  the  Reference  Obligation  related  to  such  Synthetic 
Security,  as  applicable,  since  the  date  on  which  such  Asset-Backed  Security  or  Synthetic  Security  was 
purchased  or  entered  into,  as  applicable,  by  the  Issuer  has  raised  significant  equity  capital  or  has  raised 
other  capital  that  has  improved  the  liquidity  or  credit  standing  of  such  transferor,  originator,  obligor  or 
insurer;  (iii)  in  the  case  of  an  Asset-Backed  Security,  there  has  occurred  a  significant  improvement  in  the 
underlying  pool  of  assets  or  an  increase  in  the  level  of  subordination;  or  (iv)  such  Asset-Backed  Security 
or  the  Reference  Obligation  related  to  such  Synthetic  Security,  as  applicable,  has  decreased  its  spread 
over  the  interest  rate  on  the  applicable  U.S.  Treasury  Benchmark  by  an  amount  exceeding  [0.50]%  for 
fixed  rate  assets  or  by  an  amount  exceeding  [0.25]%  over  the  relevant  rate  index  for  floating  rate  assets 
or  has  increased  in  price  to  [102]%  or  more  of  its  original  purchase  price  paid  by  the  Issuer  due  primarily 
to  credit  related  reasons  as  determined  by  the  Collateral  Manager,  acting  on  behalf  of  the  Issuer,  in  each 
case,  since  it  was  acquired  by  the  Issuer,  and 

(b)  (i)  the  Collateral  Manager,  acting  on  behalf  of  the  Issuer,  believes,  in  the  Collateral 
Manager's  commercially  reasonable  judgement  (which  belief  may  not  be  called  into  question  as  a  result 
of  subsequent  events)  that  the  Underlying  Asset  or  such  related  Reference  Obligation,  as  applicable,  has 
substantially  improved  in  credit  quality  and  (ii)  such  Underlying  Asset  or  such  related  Reference 
Obligation,  as  applicable,  has  been  upgraded  or  put  on  a  watch  list  for  possible  upgrade  by  one  or  more 
rating  sub-categories  by  one  or  more  Rating  Agencies  since  the  date  on  which  it  was  acquired  or  entered 
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into  by  the  Issuer;  it  being  agreed  in  the  Indenture  that  only  clause  (2)  of  the  definition  of  "Credit  Improved 
Criteria"  will  apply  if  the  long  term  ratings  of  Class  A-  Notes,  Class  A-2  Notes  or  the  Class  B  Notes  have 
been  downgraded  by  one  or  more  rating  sub-categories  by  Moody's  or  the  long  term  rating  of  the  Class  C 
Notes,  the  Class  D  Notes  or  the  Class  E  Notes  have  been  downgraded  by  two  or  more  rating  sub 
categories  by  Moody's. 

"Credit-Risk  Asset"  means  any  Underlying  Asset  with  respect  to  which  (a)  during  any  period 
which  is  not  a  Restricted  Trading  Period,  its  rating  has  been  downgraded,  qualified  or  withdrawn  by 
Standard  &  Poor's,  Moody's  or  Fitch  or  has  been  put  on  "negative  credit  watch"  or  similar  status  for 
possible  downgrading,  qualification  or  withdrawal  from  the  ratings  that  were  in  place  as  of  the  date  the 
Issuer  purchased  such  Underlying  Asset  or  if  (i)  in  the  reasonable  business  judgment  of  the  Collateral 
Manager  (which  judgment  shall  not  be  called  into  question  as  a  result  of  subsequent  events),  has  a 
significant  risk  of  declining  in  credit  quality  or,  over  time,  becoming  a  Defaulted  Asset  or  (ii)  it  is  deferring 
interest  or  is  a  Written  Down  Security;  or  (b)  during  any  period  which  is  a  Restricted" Trading  Period,  (i)  its 
rating  has  been  downgraded,  qualified  or  withdrawn  by  Standard  &  Poor's,  Moody's  or  Fitch  or  has  been 
put  on  "negative  credit  watch"  or  similar  status  for  possible  downgrading,  qualification  or  withdrawal  from 
the  ratings  that  were  in  place  as  of  the  date  the  Issuer  purchased  such  Underlying  Asset,  (ii)  has 
experienced  an  increase  in  credit  spread  over  the  applicable  U.S.  Treasury  Benchmark,  the  applicable 
swap  benchmark  or  the  applicable  LIBOR  by  (x)  [  ]%  or  more  if  the  original  credit  spread  (as  of  the  date 
on  which  such  Underlying  Asset  was  first  included  in  the  portfolio)  was  greater  than  [1.50]%  or  (y)  [0.20]% 
if  the  original  credit  spread  (as  of  the  date  on  which  such  Underlying  Asset  was  first  included  in  the 
portfolio)  was  less  than  or  equal  to  [1 .50]%,  or  (iii)  it  is  deferring  interest  or  is  a  Written  Down  Security. 

"Equity  Security"  means  any  equity  security  which  is  acquired  by  the  Issuer  as  a  result  of  the 
exercise  or  conversion  of  an  Underlying  Asset,  in  conjunction  with  the  purchase  of  an  Underlying  Asset  or 
in  exchange  for  a  Defaulted  Asset  and  which  does  not  entitle  the  holder  thereof  to  receive  periodic 
payments  of  interest  and  one  or  more  installments  of  principal. 

"initiai  Rating"  means  (I)  with  respect  to  the  Class  A-1  Notes  and  the  Class  A-2  Notes,  "Aaa"  by 
Moody's  and  "AAA"  by  Standard  &  Poor's,  (ii)  with  respect  to  the  Class  B  Notes,  "Aa2"  by  Moody's  and 
"AA"  by  Standard  &  Poor's,  (iii)  with  respect  to  the  Class  C  Notes,  "A2"  by  Moody's  and  "A"  by  Standard  & 
Poor's;  (iv)  with  respect  to  the  Class  D  Notes,  "Baa2"  by  Moody's  and  "BBB"  by  Standard  &  Poor's,  and 
(v)  with  respect  to  the  Class  E  Notes,  "Ba1"  by  Moody's  and  "BB+"  by  Standard  &  Poor's. 

"Investment  Grade"  means  a  security  with  a  Moody's  Rating  of  at  least  "Baa3"  by  Moody's  and  a 
Standard  &  Poor's  Rating  of  at  least  "BBB-". 

"Restricted  Trading  Period"  means  each  day  during  which  (a)  the  Moody's  rating  of  the  Class  A 
Notes  or  Class  B  Notes  is  one  or  more  subcategories  below  its  Initial  Rating,  or  (b)  the  Moody's  rating  of 
the  Class  C  Notes,  the  Class  D  Notes  or  the  Class  E  Notes  is  two  or  more  sub-categories  below  its  Initial 
Rating;  unless  the  holders  of  a  majority  in  aggregate  outstanding  principal  amount  of  the  Controlling 
Class  has  directed  the  Issuer  to  waive  the  Restricted  Trading  Period  (which  waiver  may  be  rescinded  by 
the  Controlling  Class  at  any  time  that  such  rating  requirement  is  not  satisfied). 

An  Underlying  Asset  will  be  a  "Withholding  Security"  if  the  related  trustee  or  paying  agent 
informs  the  Issuer,  Trustee  or  Collateral  Manager  that  it  intends  to  withhold,  or  actually  does  withhold 
from  payment  on  such  Underlying  Asset,  amounts  in  respect  of  withholding  taxes. 

"writing"  or  "written"  shall  include  electronic  mail. 
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Notwithstanding  anything  to  the  contrary  set  forth  in  this  section  "—Disposition  of  Underlying 
Assets,"  the  Issuer  will  have  the  right  to  effect  any  transaction  that  has  been  consented  to  by  holders  of 
Notes  evidencing  100%  of  the  aggregate  outstanding  principal  amount  of  each  Class  of  Notes  and  by 
each  Preference  Shareholder  and  of  which  each  Rating  Agency  has  been  notified. 

Eligibility  Criteria 

During  the  Reinvestment  Period,  the  Issuer  may  Dispose  of  and  acquire  additional  Underlying 
Assets;  provided  that,  after  giving  effect  to  such  investment,  (i)  each  of  the  Collateral  Quality  Tests  is 
satisfied  or,  if  a  Collateral  Quality  Test  is  not  satisfied,  the  degree  of  compliance  with  such  Collateral 
Quality  Test  would  be  maintained  or  improved,  (ii)  with  respect  to  the  acquisition  of  any  Synthetic 
Security,  the  Synthetic  Security  Collateraiization  Conditions  are  satisfied,  and  (iii)  the  criteria  set  forth 
below  (the  "Eligibility  Criteria")  are  complied  with  or,  if  the  Eligibility  Criteria  will  not  be  complied  with,  the 
degree  of  compliance  with  the  Eligibility  Criteria  will  be  maintained  or  improved.  Unless  otherwise  stated 
in  this  section  or  unless  the  context  clearly  otherwise  requires,  in  respect  of  the  Synthetic  Securities,  (x) 
any  rating  criteria  and  any  criteria  relating  to  its  status  as  a  "Specified  Type"  described  in  this  section  in 
respect  of  such  Synthetic  Securities  will  be  deemed  to  relate  to  the  related  Reference  Obligations,  and 
any  quantitative  criteria  and  limits  so  described  will  be  deemed  to  apply  to  the  Principal/Notional  Balance 
of  the  relevant  Synthetic  Securities  and  (y)  all  references  to  "rated"  or  "rating"  by  Standard  &  Poor's  or 
Fitch  in  this  section,  unless  otherwise  specified  or  unless  the  context  otherwise  requires,  shall  refer  to  the 
long-term,  unsecured  debt  rating  assigned  by  Standard  &  Poor's  or  Fitch,  as  applicable. 

With  respect  to  any  acquisitions  or  Disposition  of  multiple  Underlying  Assets,  that  are  effected 
either  contemporaneously  or  no  later  than  [30]  days  from  each  other  in  accordance  with  the  provisions 
described  herein,  the  Collateral  Manager  may,  in  its  sole  discretion,  direct  that  two  or  more  of  such 
acquisitions  or  Dispositions  of  multiple  Underlying  Assets  be  treated  as  a  "Combined  Trade"  and, 
following  such  designation  by  the  Collateral  Manager,  compliance  with  the  Collateral  Quality  Tests  and 
Eligibility  Criteria  will  be  measured  by  determining  the  aggregate  effect  of  such  Combined  Trade  on  the 
Issuer's  level  of  compliance  with  the  applicable  Collateral  Quality  Tests  and  Eligibility  Criteria  rather  than 
considering  the  effect  of  each  acquisition  or  Disposition  of  the  related  Underlying  Assets  individually. 

The  Issuer  may  also,  at  the  direction  of  the  Collateral  Manager,  enter  into  a  trading  plan  (a) 
pursuant  to  which  the  Collateral  Manager  believes  all  trades  contemplated  thereby  will  be  entered  into 
within  [20]  Business  Days,  (b)  specifying  certain  (i)  amounts  received  or  expected  to  be  received  as 
Principal  Proceeds  in  connection  with  a  Trading  Plan,  (ii)  Underlying  Assets  related  to  such  Principal 
Proceeds  and  (iii)  Underlying  Assets  acquired  or  intended  to  be  acquired  as  a  result  of  such  Trading  Plan, 
and  (c)  for  which  the  Collateral  Manager  believes  such  plan  can  be  executed  according  to  its  terms.  Any 
trading  plan  satisfying  the  requirements  of  clauses  (a)-(c),  a  "Trading  Plan".  The  time  period  for  such 
Trading  Plan  will  be  measured  from  the  earliest  trade  date  to  the  latest  trade  date  of  any  such  amounts. 
With  respect  to  any  series  of  trades  in  which  the  Issuer  commits  to  purchase,  sell  or  purchase  and  sell 
multiple  Underlying  Assets  pursuant  to  a  Trading  Plan,  compliance  with  the  Eligibility  Criteria  and  the 
Collateral  Quality  Tests  may,  at  the  option  of  the  Collateral  Manager,  be  measured  by  determining  the 
aggregate  effect  of  such  Trading  Plan  on  the  Issuer's  level  of  compliance  with  the  Eligibility  Criteria  and 
the  Collateral  Quality  Tests  rather  than  considering  the  effect  of  each  purchase  and  sale  of  such 
Underlying  Assets  individually.  The  Issuer  (or  the  Collateral  Manager  on  its  behalf)  may  enter  into  a 
Trading  Plan  only  if  (1)  there  are  no  other  Trading  Plans  being  implemented  at  such  time  and  that  the 
Collateral  Quality  Tests  and  Eligibility  Criteria  with  respect  to  all  previously  implemented  Trading  Plans 
were  in  compliance  as  at  the  scheduled  completion  date  of  such  Trading  Plans,  (2)  as  evidenced  by  an 
officer's  certificate  of  the  Collateral  Manager,  acting  on  behalf  of  the  Issuer,  delivered  to  the  Trustee  on  or 
prior  to  the  earliest  event  specified  in  the  related  Trading  Plan,  the  Eligibility  Criteria  and  the  Collateral 
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Quality  Tests  are  expected  to  be  in  compliance  as  of  the  scheduled  completion  date  of  the  related 
Trading  Plan,  (3)  the  Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets  that  are  to  be 
Disposed  of  pursuant  to  such  Trading  Plan  may  not  exceed  [5]%  of  the  Portfolio  Balance  (each  measured 
as  of  the  earliest  trade  date)  and  (4)  Standard  &  Poor's  has  received  a  prior  written  notice  of  such  Trading 
Plan  from  the  Collateral  Manager,  acting  on  behalf  of  the  Issuer.  If  at  any  time  any  Trading  Plan  that  was 
previously  implemented  resulted  in  the  deterioration  in  the  Issuer's  level  of  compliance  with  any  of  the 
Eligibility  Criteria  and  the  Collateral  Quality  Tests,  other  than  due  to  (x)  a  failure  of  the  Synthetic  Security 
Counterparty  or  issuer  to  comply  with  any  of  its  payment  or  delivery  obligations  to  the  Issuer  or  any  other 
default  by  such  counterparty  or  obligor/issuer  for  reasons  beyond  the  control  of  the  Issuer  or  any  other 
terms  that  were  agreed  with  the  Issuer  at  or  prior  to  the  commencement  of  such  Trading  Plan  or  (y)  an 
error  or  omission  of  an  administrative  or  operational  nature  made  by  any  bank,  broker-dealer,  clearing 
corporation  or  other  similar  financial  intermediary  holding  funds,  securities  or  other  property  directly  or 
indirectly  for  the  account  of  the  Issuer,  notice  will  be  provided  to  Standard  &  Poor's  and  the  Issuer  will  be 
prohibited  from  entering  into  any  additional  Trading  Plans  until  the  Issuer's  level  of  compliance  is  restored 
to  its  prior  level.  The  time  period  for  each  such  Trading  Plan  will  be  measured  from  the  earliest  trade  date 
to  the  latest  trade  date  of  any  such  amounts.  The  Collateral  Manager,  acting  on  behalf  of  the  Issuer,  may 
only  specify  one  Trading  Plan  per  trade  date.  The  Eligibility  Criteria  will  be  as  follows: 

Standard  &  Poor's  or  1-  The    Aggregate     Principal/Notional    Balance     of    the    acquired 

Moody's  Rating  Underlying  Assets  with  a  Moody's  Rating  or  a  Standard  &  Poor's 

Rating  of  below  "Baa3"  or  "BBB-",  respectively,  shall  not  exceed 
[26.1]%  of  the  Net  Outstanding  Underlying  Asset  Balance  as  of  the 
Closing  Date;  provided  that  any  such  Underlying  Assets  shall  be 
RMBS  Securities. 

Dollar  denominated  2.  Such  security  is  Dollar  denominated  and  is  not  convertible  into,  or 

payable  in,  any  other  currency. 

Single  Issue  3-  With  respect  to  the  particular  Issue  being  acquired,  the  Aggregate 

Principal/Notional  Balance  of  such  Issue  does  not  exceed: 

(a)  [2.5]%  of  the  Net  Outstanding  Underlying  Asset  Balance,  if 
such  Issue  has  a  Moody's  Rating  of  "Baa3"  or  higher  or  a 
Standard  &  Poor's  Rating  of  "BBB-"  or  higher;  provided 
however  that  with  respect  to  up  to  five  such  Issues,  the 
Aggregate  Principal/Notional  Balance  of  each  such  Issue 
may  be  up  to  [3.0]%  of  the  Net  Outstanding  Underlying 
Asset  Balance; 

(b)  [1.25]%  of  the  Net  Outstanding  Underlying  Asset  Balance, 
if  such  Issue  has  a  Moody's  Rating  of  "Ba1"  or  less  and  a 
Standard  &  Poor's  Rating  of  "BB+"  or  less;  provided 
however  that  with  respect  to  up  to  five  such  Issues,  the 
Aggregate  Principal/Notional  Balance  of  each  such  Issue 
may  be  up  to  [1.5]%  of  the  Net  Outstanding  Underlying 
Asset  Balance. 
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Single  Servicer 


4.  With  respect  to  the  Servicer  of  the  Underlying  Asset  being  acquired, 

the  Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets 
serviced  by  such  Servicer  does  not  exceed  [7.50]%  of  the  Net 
Outstanding  Underlying  Asset  Balance;  provided,  however,  the 
Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets 
serviced  by  such  Servicer  does  not  exceed: 

(a)  [20.0]%  of  the  Net  Outstanding  Underlying  Asset  Balance, 
if  such  Servicer  is  rated  (i)  at  least  "Aa3"  or  at  least  "SQ1-" 
by  Moody's,  or  (ii)  at  least  "AA-"  or  at  least  "Strong"  by 
Standard  &  Poor's  or  (iii)  at  least  "AA-"  or  at  least  "S-1"  by 
Fitch;  and 


Backed  by  Obligations  of 
Non-U.S.  Obligors 


(b)  [12.5]%  of  the  Net  Outstanding  Underlying  Asset  Balance, 
if  such  Servicer  is  rated  (i)  at  least  "A3"  or  at  least  "SQ2-" 
by  Moody's,  or  (ii)  at  least  "A-"  or  at  least  "Above  Average" 
by  Standard  &  Poor's  or  (iii)  at  least  "A-"  or  at  least  "S-2"  by 
Fitch; 

provided  that  [Wells  Fargo]  or  its  Affiliates  may  constitute  up  to 
[20.0]%,  [Select  Portfolio  Servicing]  or  its  Affiliates  may  constitute 
up  to  [15;0]%  and  [Washington  Mutual]  or  its  Affiliates  may 
constitute  up  to  [15.0]%,  of  the  Aggregate  Principal/Notional 
Balance  of  all  Underlying  Assets;  provided  further  that,  regardless 
of  clauses  (a),  (b)  and  the  first  proviso  above,  two  single  servicers 
(other  than  servicers  with  a  servicer  rating  of  "Weak"  by  Standard 
&  Poor's)  may  each  constitute  up  to  [15.0]%  of  the  Net 
Outstanding  Underlying  Asset  Balance. 

5.  The  Aggregate  Attributable  Amount  of  all  Underlying  Assets  related 

to  obligors  organized  or  incorporated  outside  the  United  States 
does  not  exceed  [5]%  of  the  Net  Outstanding  Underlying  Asset 
Balance;  provided  that  for  purposes  of  this  paragraph,  "obligors" 
shall  mean  the  obligors  on  the  underlying  receivables;  provided 
further  that  the  Aggregate  Attributable  Amount  of  all  Underlying 
Assets  related  to 


(a)  Qualifying  Foreign  Obligors  (including  those  obligors 
organized  or  incorporated  in  the  United  Kingdom  or 
Canada)  does  not  exceed  [5]%  of  the  Net  Outstanding 
Underlying  Asset  Balance;  and 

(b)  obligors  (including  obligors  organized  or  incorporated  in 
Emerging  Markets)  organized  or  incorporated  outside  the 
United  States,  the  United  Kingdom  and  Canada  (other  than 
Qualifying  Foreign  Obligors)  does  not  exceed  [0.0]%  of  the 
Net  Outstanding  Underlying  Asset  Balance. 
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Consumer  ABS 
Securities 


Commercial  ABS 
Securities 


CMBS  Securities 


CDO  Securities 


Synthetic  Securities 


6.  The  Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets 

constituting  Consumer  ABS  Securities  does  not  exceed  [15]%  of 
the  Net  Outstanding  Underlying  Asset  Balance,  provided  that  the 
Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets 
consisting  of: 

(a)  Automobile  Securities  does  not  exceed  [7.5]%  of-  the  Net 
Outstanding  Underlying  Asset  Balance; 

(b)  Car  Rental  Fleet  Securities  does  not  exceed  [1.5]%  of  the 
Net  Outstanding  Underlying  Asset  Balance; 

(c)  Consumer  Loan  Securities  does  not  exceed  [1 .5]%  of  the 
Net  Outstanding  Underlying  Asset  Balance; 

(d)  Credit  Card  Securities  does  not  exceed  [7.5]%  of  the  Net 
Outstanding  Underlying  Asset  Balance;  and 

(e)  Student  Loan  Securities  does  not  exceed  [7.5]%  of  the  Net 
Outstanding  Underlying  Asset  Balance. 

7.  The  Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets 
constituting  Commercial  ABS  Securities  does  not  exceed  [10]%  of 
the  Net  Outstanding  Underlying  Asset  Balance,  provided  that  the 
Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets 
consisting  of: 

(a)  Equipment  Lease  Securities  does  not  exceed  [5]%  of  the 
Net  Outstanding  Underlying  Asset  Balance;  and 

(b)  Small  Business  Loan  Securities  does  not  exceed  [5]%  of 
the  Net  Outstanding  Underlying  Asset  Balance. 

8.  The  Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets 
that  are  CMBS  Securities  shall  not  exceed  [10]%,  of  the  Net 
Outstanding  Underlying  Asset  Balance. 

9.  The  Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets 
that  are  CDO  Securities  shall  not  exceed  [10]%  of  the  Net 
Outstanding  Underlying  Asset  Balance;  provided  that 

(a)  no  CDO  Security  shall  have  a  Moody's  Rating  below 
"Baa3"  or  a  Standard  &  Poor's  Rating  below  "BBB-"  and 

(b)  the  Aggregate  Principal/Notional  Balance  of  all  Underlying 
Assets  that  are  CDO  Securities  managed  by  the  Collateral 
Manager  shall  not  exceed  [0]%  of  the  Net  Outstanding 
Underlying  Asset  Balance. 

10.  The  Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets 
that  are  Synthetic  Securities  that  are  Investment  Grade  shall  not 
exceed  [J%  of  the  Net  Outstanding  Underlying  Asset  Balance. 
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Fixed  Rate  Securities  1 1  ■ 


Pure  Private  Asset- 
Backed  Securities 


12. 


ABX  Tranche  Securities        1 3. 


Negative  Amortization  14- 

Securities 

Interest-Only  Securities        15. 


Principal-Only  Securities      16. 


Maturity 


17. 


PIK  Bonds 


Periodic  interest 
Payments 


Other  Eligibility  Criteria        20. 


The  Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets 
that  are  Fixed  Rate  Securities  shall  not  exceed  [6.0]%  of  the  Net 
Outstanding  Underlying  Asset  Balance. 

If  such  Underlying  Asset  is  a  Pure  Private  Asset-Backed  Security, 
the  Aggregate  Principal/Notional  Balance  of  all  such  Underlying 
Assets  does  not  exceed  [5.0]%  of  the  Net  Outstanding  Underlying 
Asset  Balance. 

The  Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets 
that  are  ABX  Tranche  Securities  shall  not  exceed  [5]%,  of  the  Net 
Outstanding  Underlying  Asset  Balance. 

The  Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets 
that  are  Negative  Amortization  Securities  shall  not  exceed  [0]%,  of 
the  Net  Outstanding  Underlying  Asset  Balance. 

The  Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets 
that  are  Interest-Only  Securities  shall  not  exceed  [0]%,  of  the  Net 
Outstanding  Underlying  Asset  Balance. 

The  Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets 
that  are  Principal-Only  Securities  shall  not  exceed  [0]%,  of  the  Net 
Outstanding  Underlying  Asset  Balance. 

The  legal  final  maturity  of  such  Underlying  Asset  is  no  later  than  the 
Stated  Maturity;  provided  that  up  to  [10]%  of  the  Aggregate 
Principal/Notional  Balance  of  the  Underlying  Assets  may  have  a 
legal  final  maturity  after  the  Stated  Maturity  but  in  no  event  shall  (A) 
the  legal  final  maturity  of  any  Underlying  Asset  occur  later  than  five 
years  after  the  Stated  Maturity  of  the  Notes  or  (B)  the  expected 
maturity  of  any  Underlying  Asset  occur  later  than  the  Stated 
Maturity  of  the  Notes. 

The  Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets 
that  are  PIK  Bonds  shall  not  exceed  [10]%  of  the  Net  Outstanding 
Underlying  Asset  Balance. 

The  Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets 
that  provide  for  the  periodic  payment  of  interest  less  frequently  than 
quarterly  shall  not  exceed  [5]%  of  the  Net  Outstanding  Underlying 
Asset  Balance  and  the  Aggregate  Principal/Notional  Balance  of  all 
Underlying  Assets  that  provide  for  the  periodic  payment  of  interest 
less  frequently  than  semi-annually  shall  not  exceed  [0]%  of  the  Net 
Outstanding  Underlying  Asset  Balance. 

Such  Underlying  Asset  is  not  a  Convertible  Bond  and  does  not 
provide  for  the  mandatory  conversion  or  exchange  into  equity 
capital  at  any  time. 

Such  Underlying  Asset  is  permitted  by  its  terms  to  be  held  by, 
among  others,  the  Issuer  or  other  non  U.S.  Persons  and,  if 
applicable,  assigned,  participated  or  otherwise  transferred  to  the 
Issuer. 

22.         Such  Underlying  Asset  is  not  an  obligation  or  a  Underlying  Asset 


18. 


19. 


21. 


136 


PSI-M&T  Bank-02-0157 


Footnote  Exhibits  -  Page  1855 


the  rating  of  which  from  Standard  &  Poor's  includes  the  subscript 
"p",  "pi",  "q",  "r"  or  "t". 

23.  Such  Underlying  Asset  (a)  is  not  a  Underlying  Asset  issued  by  an 
issuer  located  in  a  country  that  imposes  foreign  exchange  controls 
that  effectively  limit  the  availability  or  use  of  Dollars  to  make  when 
due  the  scheduled  payments  of  principal  of  and  interest  on  such 
security;  (b)  does  not  provide  for  conversion  into  Margin  Stock;  and 
(c)  is  not  a  financing  by  a  debtor  in  possession  in  any  insolvency 
proceeding. 

24.  Such  Underlying  Asset  does  not  have  a  coupon  or  other  payment 
that  is  subject  to  withholding  tax,  in  each  case,  unless  the  issuer  of 
the  security  is  required  to  make  "gross  up  payments"  for  the  total 
amount  of  withholding  on  an  after  tax  basis. 

25.  The  acquisition  of  such  Underlying  Asset  will  not  cause  the  Issuer 
to  be  subject  to  entity  level  taxation. 

26.  If  such  Underlying  Asset  is  a  Step  Up  Bond,  the  Aggregate 
Principal/Notional  Balance  of  all  such  Underlying  Assets  does  not 
exceed  [5.0]%  of  the  Net  Outstanding  Underlying  Asset  Balance.  If 
such  Underlying  Asset  is  a  Step  Down  Bond,  the  Aggregate 
Principal/Notional  Balance  of  all  such  Underlying  Assets  does  not 
exceed  [5.0]%  of  the  Net  Outstanding  Underlying  Asset  Balance. 

27.  Such  Underlying  Asset  is  not  a  security  that  is  not  eligible  under  its 
Underlying  Instruments  to  be  purchased  by  the  Issuer  and  granted 
to  the  Trustee. 

28.  Such  Underlying  Asset  is  not  a  floating  rate  security  whose  interest 
rate  is  inversely  related  to  an  interest  rate  index. 

29.  Such  Underlying  Asset  is  included  in  one  of  the  Specified  Types. 

30.  Such  Underlying  Asset  has  a  Moody's  Rating  of  "[Ba2]"  or  higher 
and  a  Standard  &  Poor's  Rating  of  "[BB]"  or  higher. 

The  Initial  Investment  Agreement 

The  information  appearing  under  "Security  for  the  Notes— The  Initial  Investment  Agreement"  with 
respect  to  the  Initial  Investment  Agreement  Provider  has  been  derived  from  a  description  thereof  provided 
by  the  Initial  Investment  Agreement  Provider.  The  Initial  Investment  Agreement  Provider  has  reviewed 
such  information,  but  such  information  has  not  been  independently  verified  by  the  Co-Issuers,  the 
Collateral  Manager,  the  Initial  Purchaser,  any  Interest  Rate  Swap  Counterparty  or  the  Synthetic  Security 
Counterparty. 

Amounts  on  deposit  in  the  Synthetic  Security  Collateral  Account  may  be  invested  in  Eligible 
Investments  and  will  initially  be  invested  under  an  investment  agreement,  dated  as  of  the  Closing  Date 
(such  agreement,  the  "Initial  Investment  Agreement,"  and,  together  with  any  Replacement  Investment 
Agreement,  the  "Investment  Agreement"  and  amounts  so  invested,  the  "Investment"),  among  the 
Issuer,  the  Trustee  and  [  ],  as  investment  agreement  provider  (in  such  capacity,  the  "Initial  Investment 
Agreement  Provider").  On  the  Closing  Date,  funds  in  an  amount  of  approximately  $[  ]  are  expected  to 
be  invested  as  Investments. 
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Pursuant  to  the  Initial  Investment  Agreement,  the  Initial  Investment  Agreement  Provider  will  be 
required  to  pay  interest  until  the  Initial  Investment  Agreement  is  terminated  or  terminates  by  its  terms  at  a 
floating  rate  per  annum  equal  to  three-month  LIBOR  minus  fj%  on  the  amounts  invested  thereunder. 
Interest  on  the  Investment  will  accrue  over  each  Interest  Period  and  will  be  payable  on  the  Business  Day 
immediately  prior  to  the  Distribution  Dates,  commencing  in  [  ]  2007. 

On  any  Business  Day  of  each  month,  subject  to  applicable  notice  requirements  specified  in  the 
Initial  Investment  Agreement,  the  Trustee  may  make  a  withdrawal  from  the  Initial  Investment  Agreement 
in  order  to  make  payments  as  described  under  Allocation  Procedures. 

On  or  immediately  prior  to  the  Final  Maturity  Date,  the  Trustee  (acting  pursuant  to  the  Indenture 
on  behalf  of  the  Issuer)  will  have  the  right  to  demand  payment  in  full  under  the  Initial  Investment 
Agreement  (if  it  is  then  in  effect).  On  the  Final  Maturity  Date  of  the  Notes,  all  net  proceeds  from  such 
liquidation  and  all  available  cash  will  be  distributed  in  accordance  with  the  priority  of  distribution 
provisions  described  herein. 

The  Trustee,  subject  to  the  Indenture,  will  upon  the  occurrence  of  an  event  of  default  under  the 
Initial  Investment  Agreement,  take  actions  to  enforce  the  rights  of  the  Issuer  under  the  Initial  Investment 
Agreement  and  to  obtain  payment  to  the  Trustee  of  all  amounts  due  thereunder  to  the  extent  required  or 
directed  to  do  so  in  accordance  with  the  Indenture. 

In  the  event  that  the  financial  strength  ratings  of  the  Initial  Investment  Agreement  Provider  are 
downgraded  below  certain  thresholds  specified  in  the  Initial  Investment  Agreement,  the  Initial  Investment 
Agreement  Provider  is  required  to  perform  one  or  more  of  the  following  actions:  (i)  post  collateral  of  the 
kind  and  in  the  amount  and  form  to  the  satisfaction  of  the  Rating  Condition,  or  (ii)  transfer  the  Initial 
Investment  Agreement  to  an  entity  approved  by  the  Collateral  Manager  and  satisfying  the  rating 
requirements  (as  specified  in  the  Initial  Investment  Agreement).  If  within  ten  Business  Days  of  a  ratings 
event  which  it  may  remedy  by  (i)  above  or,  within  30  days  of  a  ratings  event  which  it  may  remedy  by  (ii) 
above,  the  Initial  Investment  Agreement  Provider  does  not  remedy  the  situation  by  satisfying  the  relevant 
requirements  of  one  or  more  of  clause  (i)  or  (ii)  above,  then  the  Initial  Investment  Agreement  Provider  will 
pay  the  entire  balance  of  the  Investment,  together  with  all  accrued,  unpaid  interest  to  the  Trustee.  Upon 
any  such  payment  in  full,  the  Initial  Investment  Agreement  shall  terminate. 

Events  of  default  under  the  Initial  Investment  Agreement  include  a  failure  by  the  Initial  Investment 
Agreement  Provider  to  make  any  payment  when  due  pursuant  to  the  Initial  Investment  Agreement, 
certain  bankruptcy  and  insolvency  events  with  respect  to  the  Initial  Investment  Agreement  Provider,  a 
failure  by  the  Initial  Investment  Agreement  Provider  to  perform,  in  any  material  respect,  any  of  its  other 
obligations  under  the  Initial  Investment  Agreement  which  continues  for  at  least  ten  Business  Days  after 
receipt  of  notice  thereof. 

Upon  the  occurrence  of  an  event  of  default  under  the  Initial  Investment  Agreement,  the  Trustee 
the  Issuer  and  the  Collateral  Manager  will  have  the  right  to  declare  the  entire  balance  of  the  Investment 
and  all  accrued  and  unpaid  interest  to  be  due  and  payable  immediately  and  to  withdraw  such  entire 
balance  and  unpaid  interest.  If,  as  a  result  of  the  occurrence  of  an  event  of  default,  the  entire  balance  of 
the  Investment  and  all  unpaid  interest  are  so  withdrawn  by  the  Trustee,  the  Initial  Investment  Agreement 
will  be  terminated  on  the  date  of  such  withdrawal.  If  an  event  of  default  occurs  under  the  Initial 
Investment  Agreement  and  the  Initial  Investment  Agreement  is  terminated,  any  amounts  withdrawn  by  the 
issuer  in  connection  therewith  may  be  reinvested  in  Eligible  Investments. 

If  there  is  a  withdrawal  of  the  funds,  then  a  breakage  fee  may  be  payable  and  the  gross  amount 
of  interest  or  principal  due  may  be  paid  net  of  the  breakage  fee. 
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The  Initial  Investment  Agreement  Provider.  The  Initial  Investment  Agreement  is  being  provided 
by  [  ]  or  the  "Initial  Investment  Agreement  Provider").  Except  for  the  information  contained  under  this 
subheading,  the  Initial  Investment  Agreement  Provider  has  not  been  involved  in  the  preparation  of,  and 
does  not  accept  responsibility  for  this  Offering  Circular. 

D  ("I  ]")•  [  1  consists  of  [  ]  and  certain  subsidiaries  and,  as  of  December  31 ,  200{ },  [Description  of 
Provider.] 
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The  Interest  Rate  Swap  Agreement 

After  the  Closing  Date,  subject  to  satisfaction  of  the  Rating  Condition,  the  Issuer  may  enter  into 
an  ISDA  Master  Agreement  pursuant  to  which  the  Issuer  will  enter  into  an  interest  rate  swap  entered  into 
in  accordance  with  the  Indenture  (such  interest  rate  swap,  together  with  any  replacement  therefor  or 
additional  swap  agreement  entered  into  in  accordance  with  the  Indenture,  the  "Interest  Rate  Swap 
Agreement")  with  Deutsche  Bank  AG  or  one  of  its  Affiliates  (together  with  its  successors,  the  "Interest 
Rate  Swap  Counterparty").  The  address  of  the  Interest  Rate  Swap  Counterparty  is  [  ].  Any  Interest 
Rate  Swap  Agreement  will  provide  that  the  Issuer  will  pay  to  the  relevant  Interest  Rate  Swap 
Counterparty  on  each  related  Distribution  Date  interest  at  a  fixed  rate  on  a  specified  notional  amount,  in 
exchange  for  which  the  Interest  Rate  Swap  Counterparty  will  pay  to  the  Issuer  interest  on  such  notional 
amount  at  a  rate  equal  to  three-month  LIBOR  for  the  related  calculation  period.  The  Interest  Rate  Swap 
Counterparty  will  satisfy  the  ratings  requirements  specified  by  each  of  the  Rating  Agencies  for  the  Interest 
Rate  Swap  Counterparty. 

Any  Interest  Rate  Swap  Agreement  will  provide  that,  for  each  Distribution  Date  prior  to  the 
termination  of  such  Interest  Rate  Swap  Agreement,  the  Interest  Rate  Swap  Counterparty  will  pay  to  the 
Issuer  a  quarterly  floating  amount  equal  to  the  product  of: 

•  the  three-month  LIBOR  rate  for  the  relevant  quarterly  calculation  period; 

•  the  specified  hedge  notional  amount  for  the  relevant  quarterly  calculation  period;  and 

•  the  quotient  of  the  actual  number  of  days  in  that  period  divided  by  360. 

In  exchange  for  the  floating  amounts  due  from  the  Interest  Rate  Swap  Counterparty,  and  subject 
to  the  payment  netting  provisions  of  the  Interest  Rate  Swap  Agreement,  the  Issuer  will  pay  to  the  Interest 
Rate  Swap  Counterparty,  for  each  Distribution  Date  prior  to  the  termination  of  the  Interest  Rate  Swap 
Agreement,  a  quarterly  fixed  amount  equal  to  the  product  of: 

•  fixed  swap  rate  for  the  relevant  quarterly  calculation  period; 

•  the  specified  swap  notional  amount  for  the  relevant  quarterly  calculation  period;  and 

•  the  quotient  of  30  over  360,  calculated  quarterly,  adjusted. 

Any  Interest  Rate  Swap  will  expire  after  the  Q  Distribution  Date.  Pursuant  to  the  Priority  of 
Payments,  scheduled  payments  required  to  be  made  by  the  Issuer  under  the  Interest  Rate  Swap 
Agreement,  together  with  any  termination  payments  payable  by  the  Issuer  other  than  by  reason  of  an 
event  of  default  with  respect  to  the  Interest  Rate  Swap  Counterparty  or  termination  event  where  the 
Interest  Rate  Swap  Counterparty  is  the  "defaulting  party"  or  the  sole  "affected  party,"  will  be  payable 
pursuant  to  clause  (3)  under  "Description  of  the  Notes— Priority  of  Payments— Interest  Proceeds"  and,  if 
Interest  Proceeds  are  insufficient  to  pay  such  amounts  in  full,  from  Principal  Proceeds  pursuant  to  clause 
(1)  under  "Description  of  the  Notes— Priority  of  Payments— Principal  Proceeds."  The  Interest  Rate  Swap 
Agreement  will  be  governed  by  New  York  law. 

If  the  Interest  Rate  Swap  Counterparty  or  its  guarantor  fails  to  maintain  certain  rating  levels 
described  in  the  Indenture  and  the  Interest  Rate  Swap  Agreement,  such  Interest  Rate  Swap  Counterparty 
may  be  required  to  post  collateral  or  assign  its  rights  and  obligations  under  the  Interest  Rate  Swap 
Agreement  to  a  replacement  Interest  Rate  Swap  Counterparty  and,  if  the  Interest  Rate  Swap 
Counterparty  does  not  take  such  action  as  required  under  the  Interest  Rate  Swap  Agreement,  the  Issuer 
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will  be  permitted  to  terminate  the  Interest  Rate  Swap  Agreement.  See  "Risk  Factors— Interest  Rate  Risk" 
for  a  discussion  of  certain  considerations  with  respect  to  the  Interest  Rate  Swap  Agreement. 

The  Collateral  Manager  will  have  a  limited  role  in  connection  with  decisions  relating  to  the  Interest 
Rate  Swap  Agreement.  Pursuant  to  the  Indenture,  the  Issuer  may  not  reduce  the  rtotional  amount  under 
the  Interest  Rate  Swap  Agreement.  However,  on  any  date  (each  such  date,  a  "Collateral  Imbalance 
Date")  on  which  the  Net  Outstanding  Underlying  Asset  Balance  is  less  than  the  notional  amount  of  the 
Interest  Rate  Swap  Agreement,  the  Interest  Rate  Swap  Counterparty  to  the  Interest  Rate  Swap  Agreement 
will  designate  an  early  termination  date  with  respect  to  the  portion  of  the  notional  amount  of  each  hedging 
transaction  so  affected;  provided,  however,  that  the  Rating  Condition  must  be  satisfied  with  respect  to  any 
such  early  termination  date.  In  addition,  the  Issuer  may  enter  into  a  replacement  Interest  Rate  Swap 
Agreement  upon  termination  of  an  Interest  Rate  Swap  Agreement  or  enter  into  additional  Interest  Rate 
Swap  Agreements  with  the  advice  of  the  Collateral  Manager  only  (a)  if  the  Rating  Condition  is  satisfied 
and  (b)  with  respect  to  any  additional  Interest  Rate  Swap  Agreement,  the  Interest  Rate  Swap 
Counterparty  consents  to  such  additional  Interest  Rate  Swap  Agreement. 

The  Interest  Rate  Swap  Counterparty  may  terminate  the  Interest  Rate  Swap  Agreement  with  the 
Issuer  in  limited  circumstances  whether  or  not  the  Notes  have  been  paid  in  full  prior  to  such  termination, 
including  in  the  event  of  (a)  a  failure  by  the  Issuer  to  make,  when  due,  any  payment  under  the  Interest 
Rate  Swap  Agreement  within  the  applicable  grace  period;  (b)  certain  events  of  bankruptcy,  insolvency, 
conservatorship,  receivership  or  reorganization  of  the  Issuer;  (c)  a  change  in  law  making  it  illegal  for 
either  the  Issuer  or  the  Interest  Rate  Swap  Counterparty  to  be  a  party  to,  or  perform  an  obligation  under, 
the  Interest  Rate  Swap  Agreement;  (d)  an  Event  of  Default  under  the  Indenture  followed  by  a  liquidation 
of  Collateral  on  the  Accelerated  Maturity  Date;  and  (e)  the  occurrence  of  a  Clean-up  Call  Redemption, 
Optional  Redemption,  Tax  Redemption,  or  Auction  Call  Redemption.  With  respect  to  such  terminations, 
any  amounts  payable  upon  the  termination  of  the  Interest  Rate  Swap  Agreement  will  be  based  upon 
standard  replacement  transaction  valuation  methodology  set  forth  in  the  1992  ISDA  Master  Agreement 
published  by  ISDA.  In  addition,  the  Issuer  will  not  agree,  without  satisfaction  of  the  Rating  Condition 
solely  with  respect  to  Standard  &  Poor's,  to  any  amendment,  modification,  or  waiver  of  any  provision  of 
the  Interest  Rate  Swap  Agreement. 

The  obligations  of  the  Issuer  under  the  Interest  Rate  Swap  Agreement  are  limited  recourse 
obligations  payable  solely  from  the  Collateral  pursuant  to  the  Priority  of  Payments. 

The  Accounts 

Collection  Accounts 

All  distributions  on  the  Underlying  Assets  and  any  proceeds  received  from  the  Disposition  of  any 
such  Underlying  Assets,  to  the  extent  such  distributions  or  proceeds  constitute  Interest  Proceeds  and  any 
amounts  payable  to  the  Issuer  by  any  Interest  Rate  Swap  Counterparty  under  the  Interest  Rate  Swap 
Agreement  (other  than  amounts  received  by  the  Issuer  by  reason  of  an  event  of  default  or  termination 
event  thereunder)  will  be  remitted  to  a  single,  segregated  account  established  and  maintained  under  the 
Indenture  by  the  Trustee  (the  "Interest  Collection  Account").  All  distributions  on  the  Underlying  Assets 
and  any  proceeds  received  from  the  Disposition  of  any  such  Underlying  Assets  to  the  extent  such 
distributions  or  proceeds  constitute  Principal  Proceeds  (unless  simultaneously  reinvested  in  Eligible 
Investments)  will  be  remitted  to  a  single,  segregated  account  established  and  maintained  under  the 
Indenture  by  the  Trustee  (the  "Principal  Collection  Account"  and,  together  with  the  Interest  Collection 
Account,  the  "Collection  Accounts").  Amounts  on  credited  to  the  Principal  Collection  Account  shall  be 
applied  in  accordance  with  the  Priority  of  Payments.  The  Collection  Accounts  shall  be  maintained  for  the 
.  benefit  of  the  Noteholders  and  amounts  on  deposit  therein  will  be  available,  together  with  reinvestment 
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earnings  thereon,  for  application  in  the  order  of  priority  set  forth  above  under  "Description  of  the  Notes- 
Priority  of  Payments." 

Amounts  received  in  the  Collection  Accounts  during  a  Due  Period  will  be  invested  in  Eligible 
Investments  (as  described  below)  with  stated  maturities  no  later  than  the  Business  Day  immediately 
preceding  the  next  Distribution  Date.  All  such  proceeds  will  be  retained  in  the  Collection  Accounts  unless 
used  as  otherwise  permitted  under  the  Indenture. 

"Eligible  Investments"  include  any  Dollar-denominated  investment  that  is  not  a  Prohibited  Asset 
and  is  one  or  more  of  the  following  (and  may  include  investments  for  which  the  Trustee  and/or  its  affiliates 
provides  services): 

(a)  cash; 

(b)  direct  Registered  obligations  of,  and  Registered  obligations  the  timely  payment  of 
principal  and  interest  on  which  is  fully  and  expressly  guaranteed  by,  the  United  States  or 
any  agency  or  instrumentality  of  the  United  States  the  obligations  of  which  are  expressly 
backed  by  the  full  faith  and  credit  of  the  United  States; 

(c)  demand  and  time  deposits  in,  certificates  of  deposit  of,  bankers'  acceptances  payable 
within  183  days  of  issuance  issued  by,  or  Federal  funds  sold  by  any  depository  institution 
or  trust  company  incorporated  under  the  laws  of  the  United  States  or  any  state  thereof 
and  subject  to  supervision  and  examination  by  Federal  and/or  state  banking  authorities 
so  long  as  the  commercial  paper  and/or  the  debt  obligations  of  such  depository  institution 
or  trust  company  (or,  in  the  case  of  the  principal  depository  institution  in  a  holding 
company  system,  the  commercial  paper  or  debt  obligations  of  such  holding  company)  at 
the  time  of  such  investment  or  contractual  commitment  providing  for  such  investment 
have  a  credit  rating  of  not  less  than  "Aa2"  by  Moody's,  and  if  so  rated,  such  rating  is  not 
on  watch  for  downgrade  by  Moody's,  "AA+"  by  Standard  &  Poor's  and  "AA+"  by  Fitch 
Ratings  ("Fitch")  (if  rated  by  Fitch)  in  the  case  of  long-term  debt  obligations,  or  "P  1"  by 
Moody's,  and  if  so  rated,  such  rating  is  not  on  watch  for  downgrade  by  Moody's,  "A  1+" 
by  Standard  &  Poor's  and  "F1+"  by  Fitch  (if  rated  by  Fitch)  in  the  case  of  commercial 
paper  and  short-term  debt  obligations;  provided  that  (i)  in  each  case,  the  issuer  thereof 
must  have  at  the  time  of  such  investment  or  contractual  commitment  providing  for  such 
investment  a  long-term  credit  rating  of  not  less  than  "Aa2"  by  Moody's,  and  if  so  rated, 
such  rating  is  not  on  watch  for  downgrade  by  Moody's,  and  "AA+"  by  Fitch  (if  rated  by 
Fitch)  and  (ii)  in  the  case  of  commercial  paper  and  short-term  debt  obligations  with  a 
maturity  of  longer  than  91  days,  the  issuer  thereof  must  also  have  at  the  time  of  such 
investment  or  contractual  commitment  providing  for  such  investment  a  long-term  credit 
rating  of  not  less  than  "AA+"  by  Standard  &  Poor's  and  "AA+"  by  Fitch  (if  rated  by  Fitch); 

(d)  unleveraged  repurchase  obligations  (if  treated  as  debt  for  tax  purposes  by  the  issuer) 
with  respect  to  (i)  any  security  described  in  clause  (b)  above  or  (ii)  any  other  Registered 
security  issued  or  guaranteed  by  an  agency  or  instrumentality  of  the  United  States  (in 
each  case  without  regard  to  the  stated  maturity  of  such  security),  in  either  case  entered 
into  with  a  U.S.  Federal  or  state  depository  institution  or  trust  company  (acting  as 
principal)  described  in  clause  (c)  above  or  entered  into  with  a  corporation  (acting  as 
principal)  whose  long-term  rating  at  the  time  of  such  investment  or  contractual 
commitment  providing  for  such  investment  is  not  less  than  "Aa2"  by  Moody's,  and  if  so 
rated,  such  rating  is  not  on  watch  for  downgrade  by  Moody's,  "AA+"  by  Standard  &  Poor's 
and  "AA+"  by  Fitch  (if  rated  by  Fitch)  or  whose  short-term  credit  rating  at  the  time  of  such 
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investment  or  contractual  commitment  providing  for  such  investment  is  "P  1"  by  Moody's, 
and  if  so  rated,  such  rating  is  not  on  watch  for  downgrade  by  Moody's,  "A  1+"  by 
Standard  &  Poor's  and  "F1+"  by  Fitch  (if  rated  by  Fitch)  at  the  time  of  such  investment  or 
contractual  commitment  providing  for  such  investment;  provided  that  (i)  in  each  case,  the 
issuer  thereof  must  have  at  the  time  of  such  investment  or  contractual  commitment 
providing  for  such  investment  a  long-term  credit  rating  of  not  less  than  "Aa2"  by  Moody's, 
and  if  so  rated,  such  rating  is  not  on  watch  for  downgrade  by  Moody's,  and  "AA+"  by 
Fitch  (if  rated  by  Fitch)  and  (ii)  if  such  security  has  a  maturity  of  longer  than  91  days,  the 
issuer  thereof  must  also  have  at  the  time  of  such  investment  or  contractual  commitment 
providing  for  such  investment  a  long-term  credit  rating  of  not  less  than  "AA+"  by  Standard 
&  Poor's  and  not  less  than  "AA+"  by  Fitch  (if  rated  by  Fitch); 

(e)  Registered  debt  securities  bearing  interest  or  sold  at  a  discount  issued  by  any 
corporation  incorporated  under  the  laws  of  the  United  States  or  any  state  thereof  that 
have  a  credit  rating  at  the  time  of  such  investment  or  contractual  commitment  providing 
for  such  investment  of  not  less  than  "Aa2"  by  Moody's,  and  if  so  rated,  such  rating  is  not 
on  watch  for  downgrade  by  Moody's,  "AA"  by  Standard  &  Poor's  and  "AA+"  by  Fitch  (if 
rated  by  Fitch); 

(f)  commercial  paper  or  other  short-term  obligations  with  a  maturity  of  not  more  than  183 
days  from  the  date  of  issuance  and  having  at  the  time  of  such  investment  or  contractual 
commitment  providing  for  such  investment  a  credit  rating  of  "A  1+"  by  Standard  &  Poor's 
and  -F1+"  by  pitch  (if  rated  by  Fitch);  provided  that  (i)  in  each  case,  the  issuer  thereof 
must  have  at  the  time  of  such  investment  or  contractual  commitment  providing  for  such 
investment  a  long-term  credit  rating  of  not  less  than  "Aa2"  by  Moody's,  and  if  so  rated, 
such  rating  is  not  on  watch  for  downgrade  by  Moody's,  and  "AA+"  by  Fitch  (if  rated  by 
Fitch)  and  (ii)  if  such  security  has  a  maturity  of  longer  than  91  days,  the  issuer  thereof 
must  also  have  at  the  time  of  such  investment  or  contractual  commitment  providing  for 
such  investment  a  long-term  credit  rating  of  not  less  than  "AA"  by  Standard  &  Poor's  and 
not  less  than  "AA+"  by  Fitch  (if  rated  by  Fitch); 

(g)  reinvestment  agreements  issued  by  any  bank  (if  treated  as  a  deposit  by  such  bank),  or  a 
Registered  reinvestment  agreement  issued  by  any  insurance  company  or  other 
corporation  or  entity  organized  under  the  laws  of  the  United  States  or  any  state  thereof  (if 
treated  as  debt  for  tax  purposes  by  the  issuer),  in  each  case,  that  has  a  credit  rating  of 
not  less  than  "P-1"  by  Moody's,  and  if  so  rated,  such  rating  is  not  on  watch  for  downgrade 
by  Moody's,  "A-1+"  by  Standard  &  Poor's  and  "F1+"  by  Fitch  (if  rated  by  Fitch);  provided 
that  (i)  in  each  case,  the  issuer  thereof  must  have  at  the  time  of  such  investment  a  long- 
term  credit  rating  of  not  less  than  "Aa2"  by  Moody's,  and  if  so  rated,  such  rating  is  not  on 
watch  for  downgrade  by  Moody's,  and  "AA+"  by  Fitch  (if  rated  by  Fitch)  and  (ii)  if  such 
security  has  a  maturity  of  longer  than  91  days,  the  issuer  thereof  must  also  have  at  the 
time  of  such  investment  a  long-term  credit  rating  of  not  less  than  "AA"  by  Standard  & 
Poor's  and  not  less  than  "AA+"  by  Fitch  (if  rated  by  Fitch); 

(h)  any  money  market  fund  or  similar  investment  vehicle  having  at  the  time  of  investment 
therein  the  highest  credit  rating  assigned  by  each  of  the  Rating  Agencies;  provided  that 
(i)  such  fund  or  vehicle  is  formed  outside  the  United  States  and  is  not  engaged  in  a 
United  States  trade  or  business,  (ii)  no  income  to  be  received  from  such  fund  or  vehicle  is 
or  will  be  subject  to  deduction  or  withholding  for  or  on  account  of  any  withholding  or 
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similar  tax,  and  (iii)  the  ownership  of  an  interest  in  such  fund  or  vehicle  will  not  subject  the 
Issuer  to  net  income  tax  in  any  jurisdiction; 

(i)  any  guaranteed   investment   contract,   asset   swap,  funding   agreement,    investment 

agreement  or  other  similar  agreement  from,  or  a  note  or  a  certificate  backed  by  any 
guaranteed  investment  contract,  funding  agreement,  investment  agreement  or  other 
similar  agreement  from,  a  bank,  insurance  company  or  other  corporation  or  entity  and 
has  a  long-term  unsecured  obligation  rating  of  at  least  "AA-"  by  Standard  &  Poor's  and  at 
least  "Aa3"  by  Moody's;  and 

(j)  any  other  security  the  acquisition  of  which  satisfies  the  Rating  Condition  and  the 

ownership  of  which  will  not  subject  the  Issuer  to  income  tax  on  a  net  income  basis  for 
U.S.  federal  income  tax  purposes; 

and,  in  each  case  (other  than  clause  (a)  or  (i)  or  (j)),  with  a  stated  maturity  (giving  effect  to  any  applicable 
grace  period)  no  later  than  the  Business  Day  immediately  preceding  the  Distribution  Date  immediately 
following  the  Due  Period  in  which  the  date  of  investment  occurs;  provided  that  Eligible  Investments  may 
not  include  (i)  any  security  that  does  not  provide  for  the  repayment  of  a  stated  fixed  amount  of  principal  in 
one  or  more  installments,  any  interest-only  security,  any  security  purchased  at  a  price  in  excess  of  100% 
of  the  par  value  thereof  or  any  security  whose  repayment  is  subject  to  substantial  non-credit  related  risk 
as  determined  in  the  reasonable  business  judgment  of  the  Collateral  Manager,  (ii)  any  Floating  Rate 
Security  whose  interest  rate  is  inversely  or  otherwise  not  proportionately  related  to  an  interest  rate  index 
or  is  calculated  as  other  than  the  sum  of  an  interest  rate  index  plus  a  spread,  (iii)  any  security  subject  to 
withholding  tax  in  any  jurisdiction  or  (iv)  any  security  that  is  subject  to  an  Offer  and  has  not  been  called  for 
redemption.  Notwithstanding  the  foregoing,  Eligible  Investments  will  not  include  PIK  Bonds,  CMBS 
Securities,  RMBS  Securities,  margin  stock,  securities  that  do  not  provide  for  the  periodic  payment  of 
interest  or  which  are  zero  coupon  bonds  and  any  security  with  a  rating  from  Standard  &  Poor's  which 
includes  the  subscript  "p,"  "pi,"  "q,"  T  or  T.  The  Trustee  or  its  Affiliates  are  permitted  to  receive 
additional  compensation  that  could  be  deemed  to  be  in  the  Trustee's  economic  self-interest  for  (x)  serving 
as  investment  advisor,  administrator,  shareholder,  servicing  agent,  custodian  or  sub-custodian  with 
respect  to  certain  of  the  Eligible  Investments,  (y)  using  Affiliates  to  effect  transactions  in  certain  Eligible 
Investments  and  (z)  effecting  transactions  in  certain  Eligible  Investments;  provided,  however,  that  such 
compensation  shall  not  be  an  amount  that  is  reimbursable  or  payable  by  the  Issuer  or  otherwise  pursuant 
to  the  Indenture.  For  the  avoidance  of  doubt,  an  Eligible  Investment  is  not  an  Underlying  Asset. 

Payment  Account 

On  or  prior  to  the  Business  Day  prior  to  each  Distribution  Date,  the  Trustee  will  deposit  into  a 
single,  segregated  account  established  and  maintained  by  the  Trustee  under  the  Indenture  (the 
"Payment  Account")  for  the  benefit  of  the  Secured  Parties  all  funds  in  the  Collection  Accounts  (other 
than  amounts  received  after  the  end  of  the  Due  Period  with  respect  to  such  Distribution  Date)  required  for 
payments  to  Noteholders  and  payments  of  fees  and  expenses  in  accordance  with  the  priority  described 
under  "Description  of  the  Notes— Priority  of  Payments."  In  addition,  any  Uninvested  Proceeds  on  deposit 
in  the  Uninvested  Proceeds  Account  on  the  Determination  Date  preceding  the  First  Distribution  Date  will 
be  transferred  to  the  Payment  Account  and  treated  as  Principal  Proceeds  on  the  First  Distribution  Date 
and  distributed  in  accordance  with  the  Priority  of  Payments. 

Expense  Account 

On  the  Closing  Date,  after  payment  of  the  organizational  and  structuring  fees  and  expenses  of 
the  Issuers  (including,  without  limitation,  the  legal  fees  and  expenses  of  counsel  to  the  Issuers,  the  Initial 
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Purchaser  and  the  Collateral  Manager)  and  the  expenses  of  offering  the  Notes,  at  least  U.S.$  [  ]  from  the 
proceeds  of  the  offering  of  the  Notes  will  be  deposited  by  the  Trustee  into  a  single,  segregated  account 
established  and  maintained  by  the  Trustee  under  the  Indenture  (the  "Expense  Account").  All  funds  on 
deposit  in  the  Expense  Account  will  be  invested  in  Eligible  Investments.  Amounts  standing  to  the  credit  of 
the  Expense  Account  may  be  used  to  pay  administrative  expenses  (including  indemnities)  and 
organization  fees  of  the  Issuers  on  any  day  other  than  a  Distribution  Date  (other  than  fees  of  the  Trustee, 
but  including  other  amounts  payable  by  the  Issuer  to  the  Collateral  Manager  under  the  Management 
Agreement  or  the  Indenture).  Amounts  credited  to  the  Expense  Account  will  be  (a)  applied  on  or  prior  to 
the  Determination  Date  preceding  the  First  Distribution  Date  to  pay  amounts  due  in  connection  with  the 
offering  of  the  Notes  and  Preference  Shares  and  (b)  on  the  First  Distribution  Date,  to  the  extent  that  the 
balance  of  the  Expense  Account  exceeds  U.S.$  [  ]  on  the  related  Determination  Date,  transferred  to  the 
Payment  Account  and  applied  as  Interest  Proceeds.  After  the  Closing  Date,  additional  amounts  may  be 
credited  to  the  Expense  Account  on  any  Distribution  Date  as  described  under  "Description  of  the  Notes- 
Priority  of  Payments." 

Uninvested  Proceeds  Account 

On  the  Closing  Date,  the  Trustee  will  deposit  the  net  proceeds  (if  any)  from  the  issuance  and  sale 
of  the  Notes  and  Preference  Shares  plus  any  principal  collections  on  the  Underlying  Assets  received  on 
or  prior  to  the  Closing  Date  that,  on  the  Closing  Date,  are  not  invested  in  Underlying  Assets,  not 
deposited  in  the  Collection  Accounts  and  not  deposited  in  the  Expense  Account  into  a  single,  segregated 
account  established  and  maintained  by  the  Trustee  under  the  Indenture  (the  "Uninvested  Proceeds 
Account").  At  the  direction  of  the  Collateral  Manager,  amounts  (if  any)  standing  to  the  credit  of  the 
Uninvested  Proceeds  Account  will  be  used  to  acquire  Underlying  Assets  and  Eligible  Investments,  which 
Eligible  Investments  shall  be  in  overnight  deposits.  Investment  earnings  on  Eligible  Investments  in  the 
Uninvested  Proceeds  Account  will  be  transferred  to  the  Interest  Collection  Account  and  treated  as 
Interest  Proceeds  on  the  First  Distribution  Date.  In  addition,  any  Uninvested  Proceeds  on  deposit  in  the 
Uninvested  Proceeds  Account  on  the  Determination  Date  preceding  the  First  Distribution  Date  will  be 
transferred  to  the  Payment  Account  and  treated  as  Principal  Proceeds  on  the  First  Distribution  Date  and 
distributed  in  accordance  with  the  Priority  of  Payments. 

Disposition  Proceeds  Account 

All  Disposition  Proceeds  will  be  deposited  into  a  single,  segregated  account  established  and 
maintained  by  the  Trustee  under  the  Indenture  (the  "Disposition  Proceeds  Account")  and  (i)  either  used 
to  purchase  one  or  more  Underlying  Assets  within  [180]  days  from  the  date  of  deposit  into  the  Disposition 
Proceeds  Account;  or  (ii)  after  [180]  days  from  the  date  of  deposit  into  the  Disposition  Proceeds  Account, 
if  not  used  to  purchase  Underlying  Assets,  transferred  to  the  Principal  Collection  Account  and  designated 
as  Principal  Proceeds  and  on  the  following  Distribution  Date  distributed  in  accordance  with  the  Priority  of 
Payments.  In  no  event  shall  Disposition  Proceeds  be  designated  as  Interest  Proceeds. 

Preference  Share  Payment  Account 

On  each  Distribution  Date,  the  Trustee,  in  accordance  with  the  Priority  of  Payments,  will  transfer 
to  the  Preference  Share  Paying  Agent  the  amounts  (if  any)  for  deposit  to  a  segregated  account  (the 
"Preference  Share  Payment  Account")  established  and  maintained  by  the  Preference  Share  Paying 
Agent  pursuant  to  the  Preference  Share  Paying  Agency  Agreement.  The  Preference  Share  Payment 
Account  and  any  sums  standing  to  the  credit  thereof  shall  not  form  part  of  the  Collateral. 
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Synthetic  Security  Collateral  Account 

The  Trustee  will  establish  a  segregated  trust  account  (the  "Synthetic  Security  Collateral 
Account"),  that  will  be  maintained  by  the  Trustee  as  entitlement  holder  in  respect  of  each  Synthetic 
Security  Counterparty  and  over  which  the  Trustee  will  have  exclusive  control  and  the  sole  right  of 
withdrawal  in  accordance  with  the  Synthetic  Securities  and  the  Indenture.  As  directed  by  the  Collateral 
Manager,  the  Trustee  will,  on  the  Closing  Date,  deposit  into  the  relevant  Synthetic  Security  Collateral 
Account  all  cash  and  Eligible  Investments  that  are  required  to  secure  the  obligations  of  the  Issuer  in 
accordance  with  the  terms  of  the  Synthetic  Securities  and  the  Offsetting  Transactions.  The  Synthetic 
Security  Collateral  Account  shall  remain  at  all  times  with  a  financial  institution  having  a  long-term  debt 
rating  of  at  least  "BBB+"  by  Standard  &  Poor's,  at  least  "Baal"  by  Moody's,  and  at  least  "BBB+"  by  Fitch 
and  a  combined  capital  and  surplus  in  excess  of  $Q. 

As  directed  by  the  Collateral  Manager  in  writing,  cash  on  deposit  in  any  Synthetic  Security 
Collateral  Account  will  be  invested  in  Eligible  Investments.  Interest  payments  on  Eligible  Investments 
credited  to  any  Synthetic  Security  Collateral  Account  will  be  applied,  as  directed  by  the  Collateral 
Manager,  to  the  payment  of  any  periodic  amounts  owed  by  the  Issuer  to  the  related  Synthetic  Security 
Counterparty  or  Offsetting  Transaction  Counterparty  on  the  date  any  such  amounts  are  due.  After 
application  of  any  such  amounts,  any  remaining  interest  payments  then  contained  in  the  related  Synthetic 
Security  Collateral  Account  will  be  withdrawn  from  such  account  and  deposited  in  the  Collection  Account 
for  distribution  as  Interest  Proceeds.  Cash  and  Eligible  Investments  on  deposit  in  any  Synthetic  Security 
Collateral  Account  will  be  included  in  the  Collateral  to  the  extent  provided  under  "Security  for  the  Notes- 
General"  herein,  will  not  be  available  to  make  payments  under  the  Notes  and  shall  not  be  considered  to 
be  an  asset  of  the  Issuer  for  purposes  of  any  of  the  Collateral  Quality  Tests  or  the  Coverage  Tests,  but 
the  Synthetic  Securities  that  relate  to  the  Synthetic  Security  Collateral  Account  shall  be  considered  an 
asset  of  the  Issuer. 

In  the  event  a  Synthetic  Security  or  Offsetting  Transaction  is  terminated  prior  to  its  scheduled 
maturity  the  Collateral  Manager  on  behalf  of  the  Issuer  shall  cause  such  portion  of  the  collateral  in  the 
related  Synthetic  Security  Collateral  Account  that  (subject  to  the  Allocation  Procedures)  is  available  for 
making  partial  or  full  termination  payment  owed,  if  any,  to  the  related  Synthetic  Security  Counterparty  or 
Offsetting  Transaction  Counterparty  to  be  delivered  to  such  Synthetic  Security  Counterparty  or  Offsetting 
Transaction  Counterparty,  and  the  remaining  collateral  for  such  terminated  Synthetic  Security  or 
Offsetting  Transaction  in  the  related  Synthetic  Security  Collateral  Account  (to  the  extent  not  required  to  be 
pledged  to  the  related  Synthetic  Security  Counterparty  or  Offsetting  Transaction  Counterparty)  shall  be 
released  from  the  lien  of  the  related  Synthetic  Security  Counterparty  and  the  Offsetting  Transaction 
Counterparty  and  granted  to  the  Trustee  free  of  such  lien.  Any  cash  received  upon  the  maturity  or 
liquidation  of  any  such  collateral  in  the  related  Synthetic  Security  Collateral  Account  released  from  the 
lien  of  the  relevant  Synthetic  Security  Counterparty  and  the  Offsetting  Transaction  Counterparty  shall  be 
credited  to  the  Disposition  Proceeds  Account  or  deemed  to  be  Principal  Proceeds  and  credited  to  the 
Principal  Collection  Account. 

Upon  the  occurrence  of  a  "credit  event"  under  a  Synthetic  Security,  at  the  direction  of  the 
Collateral  Manager,  the  related  collateral  in  the  related  Synthetic  Security  Collateral  Account  will  be 
delivered  to  the  related  Synthetic  Security  Counterparty,  to  the  extent  required,  upon  delivery  of  a 
Delivered  Obligation.  In  the  event  a  "credit  event"  has  occurred  and  the  Issuer  is  required  to  liquidate 
such  collateral  in  the  related  Synthetic  Security  Collateral  Account  and  deliver  cash  to  the  relevant 
Synthetic  Security  Counterparty,  the  Issuer  will  bear  any  market  risk  on  the  liquidation  of  the  collateral  in 
such  Synthetic  Security  Collateral  Account. 
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Amounts  contained  in  any  Synthetic  Security  Collateral  Account  shall  be  withdrawn  by  the 
Trustee  and  applied  toward  the  payment  of  any  amounts  payable  by  the  Issuer  to  the  related  Synthetic 
Security  Counterparty  or  Offsetting  Transaction  Counterparty  in  accordance  with  the  terms  of  the 
Indenture  and  the  related  Synthetic  Security  or  Offsetting  Transaction,  as  directed  by  the  Collateral 
Manager  in  writing.  Any  Excess  Collateral  Account  Amount  shall  be  withdrawn  from  any  Synthetic 
Security  Collateral  Account  and  deposited  in  the  Principal  Collection  Account  or  Disposition  Proceeds 
Account  for  application  in  accordance  with  the  terms  of  the  Indenture;  provided  that  to  the  extent  that  any 
such  withdrawal  from  such  Synthetic  Security  Collateral  Account  would  require  a  withdrawal  from  the 
Initial  Investment  Agreement,  such  withdrawal  may  only  be  made  in  accordance  with  the  terms  of  the 
Initial  Investment  Agreement.  "Excess  Collateral  Account  Amount"  means  the  excess  of  (i)  the  related 
Synthetic  Security  Collateral  Amount  over  (ii)  the  sum  of  (A)  the  related  Required  Synthetic  Security 
Collateral  Amount  and  (B)  the  absolute  value  of  the  net  loss  on  the  relevant  Offset  Transactions. 

Synthetic  Security  Issuer  Accounts 

If  and  to  the  extent  that  any  Synthetic  Security  requires  a  Synthetic  Security  Counterparty  to 
secure  its  obligations  with  respect  to  such  Synthetic  Security,  the  Trustee  will  establish  a  segregated  trust 
account,  held  in  the  name  of  the  Trustee  (each  such  account,  a  "Synthetic  Security  Issuer  Account"). 
The  Trustee  shall  deposit  into  each  Synthetic  Security  Issuer  Account  all  amounts  that  are  required  to 
secure  the  obligations  of  the  Synthetic  Security  Counterparty  in  accordance  with  the  terms  of  such 
Synthetic  Security.  Except  for  investment  earnings,  a  Synthetic  Security  Counterparty  shall  not  have  any 
legal,  equitable  or  beneficial  interest  in  any  Synthetic  Security  Issuer  Account  other  than  in  accordance 
with  the  Indenture,  the  applicable  Synthetic  Security  and  applicable  law.  The  Synthetic  Security  Issuer 
Accounts  shall  remain  at  all  times  with  a  financial  institution  having  a  long-term  debt  rating  of  at  least 
"BBB+"  by  Standard  &  Poor's,  at  least  "Baal"  by  Moody's,  and  at  least  "BBB+"  by  Fitch  and  a  combined 
capital  and  surplus  in  excess  of  $Q. 

As  directed  by  the  Collateral  Manager  in  writing  and  in  accordance  with  the  applicable  Synthetic 
Security,  cash  on  deposit  in  a  Synthetic  Security  Issuer  Account  on  behalf  of  the  Issuer  shall  be  invested 
in  Eligible  Investments.  Income  received  on  amounts  on  deposit  in  the  Synthetic  Security  Issuer  Account, 
may  be  withdrawn  from  such  account  and  paid   to  the  related   Synthetic  Security  Counterparty  in 
accordance  with  the  applicable  Synthetic  Security. 

Cash  and  Eligible  Investments  on  deposit  in  each  Synthetic  Security  Issuer  Account  will  not  be 
included  in  the  Collateral  and  will  not  be  available  to  make  payments  under  the  Notes  other  than  as 
required  under  the  related  Synthetic  Security.  Amounts  contained  in  any  Synthetic  Security  Issuer 
Account  shall  not  be  considered  to  be  an  asset  of  the  Issuer  for  purposes  of  any  of  the  Collateral  Quality 
Tests  or  the  Coverage  Tests,  but  the  Synthetic  Security  or  Synthetic  Securities  that  relate  to  such 
Synthetic  Security  Issuer  Account  shall  be  so  considered  an  asset  of  the  Issuer. 

With  respect  to  any  obligation  by  the  Synthetic  Security  Counterparty  for  payment  under  any 
Synthetic  Security,  amounts  contained  in  the  related  Synthetic  Security  Issuer  Account  shall,  as  directed 
by  the  Collateral  Manager  in  writing,  be  withdrawn  by  the  Trustee  and  applied  to  the  payment  of  such 
obligation  payable  by  the  related  Synthetic  Security  Counterparty  to  the  Issuer.  Any  excess  amounts  held 
in  a  Synthetic  Security  Issuer  Account  after  payment  of  all  amounts  owing  from  the  related  Synthetic 
Security  Counterparty  to  the  Issuer  shall  be  withdrawn  from  such  Synthetic  Security  Issuer  Account  and 
paid  to  the  related  Synthetic  Security  Counterparty  in  accordance  with  the  applicable  Synthetic  Security. 
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THE  ISSUERS 


General 


The  Issuer  was  incorporated  as  an  exempted  company  with  limited  liability  and  registered  on  Q, 
2006  in  the  Cayman  Islands  with  registered  number  Q,  is  in  good  standing  under  the  laws  of  the  Cayman 
Islands  and  has  an  indefinite  existence.  The  Issuer  has  been  established  as  a  special  purpose  vehicle  for 
the  purpose  of  issuing  the  Notes.  The  registered  office  of  the  Issuer  is  at  the  offices  of  Maples  Finance  . 
Limited,  P.O.  Box  1093GT,  Queensgate  House,  South  Church  Street,  George  Town,  Grand  Cayman, 
Cayman  Islands.  The  Issuer's  telephone  number  is  +1(345)  945-7100.  The  Issuer  has  no  prior  operating 
experience  other  than  in  connection  with  the  acquisition  of  certain  Underlying  Assets  prior  to  the  issuance 
of  the  Notes  and  the  Preference  Shares  and  the  engagement  of  the  Collateral  Manager  and  the  entering 
into  of  arrangements  with  respect  thereto,  and  the  Issuer  will  not  have  any  substantial  assets  other  than 
the  Collateral  pledged  to  secure,  among  other  things,  the  Notes  and  the  Issuer's  obligations  to  the 
Trustee,  the  Collateral  Manager,  any  Interest  Rate  Swap  Counterparty,  the  Offsetting  Transaction 
Counterparty  and  the  Synthetic  Security  Counterparty.  Clause  3  of  the  Issuer  Charter  sets  out  the 
objects  of  the  Issuer,  which  include  the  business  to  be  carried  out  by  the  Issuer  in  connection  with  the 
Notes.  As  at  the  Closing  Date,  the  entire  authorized  shares  of  the  Issuer  will  consist  of  (a)  [250]  ordinary 
shares,  par  value  U.S.$1 .00  each  (all  of  which  will  be  issued  and  held  in  trust  for  charitable  purposes  by 
Maples  Finance  Limited,  a  licensed  trust  company  incorporated  in  the  Cayman  Islands  (in  such  capacity, 
the  "Share  Trustee"),  under  the  terms  of  a  declaration  of  trust)  and  (b)  Q  Preference  Shares,  par  value 
U.S.$0.01,  all  of  which  will  be  issued  at  a  liquidation  preference  of  U.S.$1 ,000  each. 

The  Co-Issuer  was  incorporated  on  March  [  ],  2007  under  the  law  of  the  State  of  Delaware  with 
an  organizational  number  [  ]  and  its  registered  office  is  c/o  Donald  Puglisi,  850  Library  Avenue,  Suite  204, 
Newark,  Delaware  1 971 1 .  The  sole  director  and  officer  of  the  Co-Issuer  is  Donald  Puglisi,  and  he  may  be 
contacted  at  the  principal  office  of  the  Co-Issuer  listed  on  the  last  page  of  this  Offering  Circular.  The  Co- 
Issuer's  telephone  number  is  +1(302)  738-6680.  The  Co-Issuer  has  no  prior  operating  experience.  The 
Co-Issuer  has  been  established  as  a  special  purpose  vehicle  for  the  purpose  of  issuing  the  Notes.  It  will 
not  have  any  assets  (other  than  its  U.S.$1,000  of  share' capital  owned  by  the  Issuer)  and  will  not  pledge 
any  assets  to  secure  the  Notes.  The  third  clause  of  the  Co-Issuer's  certificate  of  incorporation  sets  out 
the  objects  of  the  Co-Issuer,  which  include  the  business  to  be  carried  out  by  the  Co-Issuer  in  connection 
with  the  Notes.  The  Co-Issuer  will  not  have  any  interest  in  the  Underlying  Assets  or  other  assets  held  by 
the  Issuer. 

The  Notes  are  obligations  only  of  the  Issuers,  and  none  of  the  Notes  are  obligations  of  the 
Trustee,  the  Share  Trustee,  the  Administrator,  the  Collateral  Manager,  the  Initial  Purchaser  or  its  affiliates 
or  any  directors  or  officers  of  the  Issuers. 

Maples  Finance  Limited  will  act  as  the  administrator  (in  such  capacity,  the  "Administrator")  and 
the  Share  Registrar  of  the  Issuer.  The  office  of  the  Administrator  will  serve  as  the  general  business  office 
of  the  Issuer.  Through  this  office  and  pursuant  to  the  terms  of  an  agreement  by  and  between  the 
Administrator  and  the  Issuer  (the  "Administration  Agreement"),  the  Administrator  will  perform  various 
management  functions  on  behalf  of  the  Issuer,  including  the  provision  of  certain  clerical,  administrative 
and  other  services  until  termination  of.the  Administration  Agreement.  In  consideration  of  the  foregoing, 
the  Administrator  will  receive  various  fees  and  other  charges  payable  by  the  Issuer  at  rates  provided  for  in 
the  Administration  Agreement  and  will  be  reimbursed  for  expenses  and  the  Issuer  will  provide  certain 
indemnities  to  the  Administrator  in  connection  with  its  performance  of  such  services. 
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The  Administrator  will  be  subject  to  the  overview  of  the  Board  of  Directors  of  the  Issuer.  The 
directors  of  the  Issuer  are  Wendy  Ebans  and  Carlos  Farjallah,  each  of  whom  is  a  director  or  officer  and 
an  employee  of  the  Administrator  and  each  of  whose  offices  are  at  P.O.  Box  1984  GT,  Elizabethan 
Square,  George  Town,  Grand  Cayman,  Cayman  Islands.  The  Administration  Agreement  may  be 
terminated  by  the  Issuer  or  the  Administrator  upon  14  days"  notice  following  the  occurrence  of  certain 
events.  In  addition,  the  Administration  Agreement  may  be  terminated  upon  three  months'  notice  (subject 
to  the  appointment  of  a  replacement  administrator). 

The  Administrator's  principal  office  is  at  P.O.  Box  1093GT,  Queensgate  House,  South  Church 
Street,  George  Town,  Grand  Cayman,  Cayman  Islands. 

Capitalization  and  Indebtedness  of  the  Issuer  and  the  Co-Issuer 

The  initial  capitalization  and  indebtedness  of  the  Issuer  as  of  the  Closing  Date,  after  giving  effect 
to  the  issuance  of  the  Notes,  the  Preference  Shares  and  the  ordinary  shares  of  the  Issuer  but  before 
deducting  expenses  of  the  offering  of  the  Notes  and  of  the  placement  of  the  Preference  Shares  and 
organizational  expenses  of  the  Issuers,  is  expected  to  be  as  follows: 

Class  A-1  Notes  U.S.$[  ] 

Class  A-2  Notes  U.S.$[  ] 

Class  B  Notes  U.S.$[  ] 

Class  C  Notes  U.S.$[  ] 

Class  D  Notes  U.S.$[  ] 

Class  E  Notes  U.S.$[  ] 

Total  Debt  U.S.$Q 

Ordinary  Shares  [250] 

Preference  Shares  U.S.$Q,000 

Total  Equity  U.S.$Q,250 

Total  Capitalization  U.S.$Q 

As  of  the  Closing  Date  and  after  giving  effect  to  the  issuance  of  the  Preference  Shares,  the 
issued  share  capital  of  the  Issuer  will  be  [250]  ordinary  shares,  par  value  U.S.$1 .00  per  share,  and  [  ] 
Preference  Shares,  par  value  U.S.$0.01  per  share  and  with  a  liquidation  preference  of  U.S.$1,000  per 
share. 

The  Issuer  will  not  have  any  material  assets  other  than  the  Collateral. 

The  Co-Issuer  will  be  capitalized  only  to  the  extent  of  its  U.S.$[250]  of  share  capital,  will  have  no 
assets  other  than  its  share  capital  and  will  have  no  debt  other  than  as  Co-Issuer  of  the  Notes.  As  of  the 
Closing  Date  and  after  giving  effect  to  the  issuance  of  the  Co-Issuer's  shares,,  the  authorized  and  issued 
share  capital  of  the  Co-Issuer  will  be  [250]  shares  of  common  stock,  par  value  U.S.$1.00  per  share. 
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Business 

The  Indenture  and  the  Issuer  Charter  provide  that  the  activities  of  the  Issuer  are  limited  to  (a) 
investment  and  reinvestment  in  Underlying  Assets  and  Eligible  Investments,  (b)  the  entering  into,  and  the 
performance  of  its  obligations  under,  the  Indenture,  any  Interest  Rate  Swap  Agreement,  the  Offset 
Transactions,  the  Offsetting  Transactions,  the  Synthetic  Securities,  any  Investment  Agreement,  the 
Management  Agreement,  the  Collateral  Administration  Agreement,  the  Administration  Agreement,  the 
Note  Purchase  Agreement,  the  Subscription  Agreements  and  the  Preference  Share  Paying  Agency 
Agreement,  (c)  the  issuance  and  sale  of  the  Notes  and  Preference  Shares,  (d)  the  pledge  of  the 
Collateral  as  security  for  its  obligations  in  respect  of  the  Notes  and  its  obligations  to  the  other  Secured 
Parties,  (e)  ownership  of  the  Co-Issuer  and  (f)  other  activities  incidental  to  the  foregoing.  The  Issuer  has 
no  employees  and  no  subsidiaries  other  than  the  Co-Issuer.  The  Co-Issuer  will  not  undertake  any 
business  other  than  the  issuance  of  the  Notes. 

The  Issuer  is  not  required  by  Cayman  Islands  law,  and  the  Issuer  does  not  intend,  to  publish 
annual  reports  and  accounts.  The  Co-Issuer  is  not  required  by  Delaware  law,  and  the  Co-Issuer  does  not 
intend,  to  publish  annual  reports  and  accounts.  The  Indenture,  however,  requires  the  Issuer  to  provide 
the  Trustee,  on  an  annual  basis,  with  a  certificate  reviewing  the  activities  of  the  Issuer  and  of  the  Issuer's 
performance  during  the  preceding  year  and  stating  that,  to  the  best  of  the  certifying  officer's  knowledge, 
the  Issuer  has  fulfilled  all  of  its  obligations  under  the  Indenture  or,  if  there  has  been  a  default,  specifying 
such  default,  the  nature  and  status  thereof  and  any  actions  undertaken  to  remedy  such  default. 
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THE  COLLATERAL  MANAGER 

The  information  appearing  in  this  section  (other  than  the  information  contained  under  the  heading 
"General")  has  been  prepared  by  the  Collateral  Manager  and  has  not  been  independently  verified  by  the 
Issuers  or  the  Initial  Purchaser.  Neither  the  Issuers  nor  the  Initial  Purchaser  assumes  any  responsibility 
for  the  accuracy,  completeness  or  applicability  of  such  information.  Accordingly,  the  Collateral  Manager 
assumes  sole  responsibility  for  the  accuracy,  completeness  or  applicability  of  such  information. 

General 

Certain  administrative  and  advisory  functions  with  respect  to  the  Collateral  will  be  performed  by 
the  Collateral  Manager  under  the  Management  Agreement  to  be  entered  into  between  the  Issuer  and  the 
Collateral  Manager  (the  "Management  Agreement").  The  Collateral  Manager  will,  pursuant  to  the  terms 
of  the  Management  Agreement,  select,  monitor  and  provide  the  Issuer  with  certain  information  relating  to, 
the  portfolio  of  Underlying  Assets,  may  act  as  the  Auction  Agent,  direct  the  Disposition  certain  Underlying 
Assets,  including  any  Credit  Risk  Asset,  Credit  Improved  Asset,  Defaulted  Asset,  Withholding  Security  or 
Equity  Security,  or  instruct  the  Trustee  with  respect  to  the  purchase  of  Underlying  Assets  and  investment 
in  Eligible  Investments  as  further  set  forth  herein. 

Additionally,  during  the  Reinvestment  Period,  the  Collateral  Manager  is  permitted  to  Dispose  of 
any  Underlying  Asset  that  is  Investment  Grade  other  than  an  Equity  Security,  Credit  Risk  Asset, 
Defaulted  Asset,  Withholding  Security  or  Credit-Improved  Asset;  provided  that,  for  any  given  calendar 
year,  the  aggregate  principal  balance  of  any  such  Underlying  Assets  Disposed  of  does  not  exceed  20%  of 
the  aggregate  principal  balance  of  all  Underlying  Assets. 

All  acquisitions  and  Dispositions  of  Eligible  Investments  and  Underlying  Assets,  and  all 
Dispositions  of  Equity  Securities,  by  the  Collateral  Manager  on  behalf  of  the  Issuer  shall  be  conducted  in 
compliance  with  all  applicable  laws.  The  Collateral  Manager  shall  cause  any  acquisition  or  Disposition  of 
any  Underlying  Asset  or  Eligible  Investment,  and  the  sale  of  any  Equity  Security,  to  be  conducted  on  an 
arm's-length  basis  or  as  provided  in  the  Indenture  with  respect  to  a  redemption  of  the  Notes  and/or 
Preference  Shares. 

One  or  more  Affiliates  of  the  Collateral  Manager  will  acquire  all  of  the  Preference  Shares  and  may 
acquire  some  or  all  of  the  Class  E  Notes  on  the  Closing  Date.  In  addition,  the  Management  Agreement 
will  provide  that  the  Collateral  Manager  shall  notify  the  Trustee  or  the  Preference  Share  Paying  Agent,  as 
applicable,  upon  the  sale  or  transfer  by  the  Collateral  Manager  of  any  Preference  Shares  to  a  person  that 
is  not  an  Affiliate  of  the  Collateral  Manager,  and  the  Trustee  shall  deliver  notice  of  such  transfer  to  the 
holders  of  the  Notes  (to  the  extent  such  Notes  remain  outstanding).  The  Collateral  Manager  and  its 
Affiliates  may  at  times  own  Notes.  At  any  given  time,  the  Collateral  Manager  and  its  Affiliates  will  not  be 
entitled  to  vote  the  Collateral  Manager  Securities  with  respect  to  any  assignment  or  termination  of  any  of 
the  express  rights  or  obligations  of  the  Collateral  Manager  under  the  Management  Agreement  or  the 
Indenture  (including  the  exercise  of  any  rights  to  remove  the  Collateral  Manager  or  terminate  the 
Management  Agreement),  or  any  amendment  or  other  modification  of  the  Management  Agreement  or  the 
Indenture  increasing  the  rights  or  decreasing  the  obligations  of  the  Collateral  Manager.  However,  at  any 
given  time  the  Collateral  Manager  and  its  Affiliates  will  be  entitled  to  vote  the  Notes  and  Preference 
Shares  held  by  them  with  respect  to  all  other  matters.  See  "Risk  Factors— Certain  Conflicts  of  Interest." 
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HBK  Investments  LP. 

HBK  Investments  L.P.,  a  Delaware  limited  partnership  (together  with  its  affiliated  subadvisors  and 
their  respective  successors,  "HBK"),  will  act  as  Collateral  Manager  to  the  Issuer  (in  such  capacity,  the 
■Collateral  Manager").  Collateral  management  services  for  the  Issuer  will  be  performed  by  various 
affiliated  subadvisors  of  HBK  Investments  LP.,  which  are  under  common  control  with  HBK  Investments 
L.P.  The  headquarters  of  HBK  are  located  at  300  Crescent  Court,  Suite  700,  Dallas,  Texas  75201. 

HBK  was  founded  in  1991.  HBK  is  managed  by  thirteen  managing  directors  and  has  offices  in 
Dallas,  New  York,  London,  Hong  Kong  and  Tokyo.  HBK  is  an  investment  management  firm  that,  as  of 
December  31,  2006,  had  approximately  $12  billion  in  capital  under  management. 

From  time  to  time,  HBK  has  responded  to  various  requests  for  information  from  governmental 
and  regulatory  bodies,  including  routine  inspections  and  examinations,  as  well  as  enforcement  inquiries 
and  investigations.  HBK  has  provided  information  to  the  SEC  related  to  private  investments  in  public 
equity  and  similar  transactions  and  related  trading  activity.  These  transactions  represent  a  small  portion 
of  HBK's  overall  business  and  are  unrelated  to  its  activities  as  Collateral  Manager.  HBK  is  listed,  along 
with  several  other  entities,  in  an  SEC  formal  order  of  investigation  related  to  these  matters,  and  relevant 
personnel  of  HBK  have  given  testimony.  HBK  believes  the  investigation  is  focused  on  insider  trading 
issues  related  to  trading  before  the  public  announcement  of  certain  transactions  and  is  one  of  many  such 
investigations  or  inquiries  directed  toward  numerous  market  participants,  including  brokerage  firms,  other 
intermediaries  and  investors.  Based  on  interactions  to  date  with  the  SEC  staff  and  the  limited  scope  of 
HBK's  activities  in  this  area,  HBK  does  not  believe  the  investigation  will  result  in  a  material  effect  on  HBK 
or  have  any  financial  effect  on  the  Issuer  or  any  of  the  private  investment  funds  that  HBK  manages. 

Biographies 

Set  forth  below  is  information  regarding  certain  persons  who  are  currently  employed  by  the 
Collateral  Manager,  although  such  persons  may  not  necessarily  continue  to  be  so  employed  during  the 
entire  term  of  the  Management  Agreement  and/or  may  not  continue  to  perform  services  for  the  Collateral 
Manager  under  the  Management  Agreement. 

Jamiel  Akhtar.  Managing  Director 

Mr.  Akhtar  has  been  associated  with  HBK  since  1993  and  is  a  Managing  Director  of  HBK.  Mr. 
Akhtar  is  primarily  responsible  for  HBK's  developed  markets  fixed  income  arbitrage  portfolio,  which 
includes  investments  in  government  and  agency  bonds,  futures,  interest  rate  derivatives,  and  mortgage 
and  asset-backed  securities.  He  received  an  A.B.  degree  cum  laude  in  Economics  in  1993  from  Harvard 
College. 

Kevin  Jenks.  Senior  Portfolio  Manager 

Mr.  Jenks  has  been  associated  with  HBK  since  2002  and  is  the  firm's  senior  portfolio  manager  for 
the  ABS,  MBS  and  CMBS  sectors.  From  2000  to  2002,  Mr.  Jenks  was  a  senior  portfolio  manager  at 
Vanderbilt  Capital  Advisors,  LLC  specializing  in  the  structured  product  fixed  income  market  with  a  focus 
on  structured  credit  securities.  He  was  a  senior  member  of  a  five  person  team  responsible  for  managing 
over  $6  billion  in  institutional  fixed  income  portfolios  for  clients.  From  1997  to  2000,  Mr.  Jenks  was  a 
portfolio  manager  with  Prime  Advisors,  where  he  was  responsible  for  the  trading,  investment  strategy  and 
management  of  a  $3  billion  plus  fixed  income  portfolio  consisting  of  total  return  funds  and  insurance 
company  portfolios.  In  addition,  he  was  also  the  firm's  sector  manager  for  structured  product  securities. 
Prior  to  1997,  Mr.  Jenks  held  various  trading,  analyst  and  portfolio  management  positions  at  Bank 
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Boston,  The  Boston  Company  Asset  Management  and  Fidelity  Investments.  Mr.  Jenks  received  a  B.S. 
degree  in  Finance  in  1 992  from  the  University  of  Massachusetts. 

Jason  Lowrv.  Assistant  Trader/Analyst 

Mr.  Lowry  is  an  assistant  trader/analyst  with  HBK.  Jason  oversees  system  analytics  and 
surveillance.  Prior  to  joining  HBK  Mr.  Lowry  was  a  quantitative  analyst  with  Freddie  Mac  in  fixed  income 
research.  Mr.  Lowry  received  a  B.S.  degree  in  Physics  from  Carnegie  Mellon  in  2001. 

Marco  Lukesch 

Mr.  Lukesch  is  an  analyst  with  HBK.  Marco's  primary  responsibilities  include  surveillance  and 
collateral  analysis  on  new  trades  and  existing  positions.  Prior  to  joining  HBK  Mr.  Lukesch  was  a 
consultant  with  Oliver,  Wyman  &  Co,  a  strategy  consulting  firm  devoted  to  the  financial  services  industry. 
Mr.  Lukesch  graduated  magna  cum  laude  from  the  University  of  Pennsylvania  in  2001  receiving  a  B.S. 
from  the  Wharton  School  and  a  B.A.  from  the  college. 

Kimberlee  K.  Rozman,  Associate  General  Counsel 

Ms.  Rozman  has  been  associated  with  HBK  since  1999  and  is  Associate  General  Counsel  of 
HBK.  Ms.  Rozman  is  responsible  for  a  range  of  HBK's  legal  matters.  Prior  to  joining  HBK  Ms.  Rozman 
was  associated  with  Jackson  &  Walker  L.L.P.  Ms.  Rozman  received  a  J.D.  degree  summa  cum  laude 
from  Dickinson  Law  School  in  1990. 

Gavla  Utlev.  Director  of  Operations 

Ms.  Utley  has  been  associated  with  HBK  since  1996  and  is  responsible  for  global  trading 
operations.  Ms.  Utley  graduated  from  Texas  A&M  University  in  1996  with  a  B.S.  in  Accounting. 

Qi  Wang 

Ms.  Wang  has  been  associated  with  HBK  since  1998  and  is  primarily  responsible  for  the  US  fixed 
income  arbitrage  book.  From  1996  to  1998,  she  worked  on  the  US  government  sales  desk  at  Lehman 
Brothers.  She  graduated  magna  cum  laude  from  Yale  University  in  1995  with  degrees  in  molecular 
biophysics  &  biochemistry  and  economics. 

Brett  Orr.  CFA 

Mr.  Orr  has  been  with  HBK  since  1997  and  is  responsible  for  financing  all  of  HBK's  government, 
asset  backed  and  mortgage  backed  securities.  He  graduated  with  honors  in  1997  from  Abilene  Christian 
University  with  a  B.S.  in  Financial  Management. 

Jim  Wang 

Mr.  Wang  is  a  senior  quantitative  analyst  with  HBK.  Jim's  primary  responsibilities  include 
developing  prepayment  and  default  models  to  analyze  mortgage  pools.  Prior  to  joining  HBK,  Mr.  Wang 
was  a  quantitative  analyst  in  ABS  research  at  Citigroup.  Mr.  Wang  graduated  from  Brandeis  University 
with  a  Ph.D.  in  physics  in  1996. 
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THE  MANAGEMENT  AGREEMENT 

The  following  summary  describes  certain  provisions  of  the  Management  Agreement.  The 
summary  does  not  purport  to  be  complete  and  is  subject  to,  and  qualified  in  its  entirety  by  reference  to, 
the  provisions  of  the  Management  Agreement. 

As  compensation  for  the  performance  of  its  obligations  as  Collateral  Manager  under  the 
Management  Agreement,  the  Collateral  Manager  will  receive  a  fee  (the  "Management  Fee"),  to  the 
extent  of  the  funds  available  for  such  purpose  in  accordance  with  the  Priority  of  Payments.  The 
Management  Fee  will  accrue  from  the  Closing  Date  at  a  rate  of  0.30%  per  annum  on  the  Quarterly  Asset 
Amount,  payable  in  arrears  on  each  Distribution  Date.  In  addition,  if  the  Collateral  Manager  acts  as 
Auction  Agent,  as  compensation  for  the  performance  of  its  obligations  as  Auction  Agent  under  the 
Management  Agreement,  the  Collateral  Manager  will  receive  fees  (the  "Auction  Agent  Fees")  as 
described  in  the  succeeding  sentence,  to  the  extent  of  the  funds  available  for  such  purpose  in  accordance 
with  the  Priority  of  Payments.  The  Auction  Agent  Fee  will  be  (a)  U.S.SQ  on  the  first  Auction  Date;  (b)  if  the 
Auction  Call  Redemption  is  not  successful  on  the  First  Auction  Call  Date,  U.S.SQ  on  the  Distribution  Date 
immediately  following  the  First  Auction  Call  Date;  and  (c)  U.S.SQ  on  each  Auction  Date  thereafter,  if  any. 
Any  Management  Fee  or  Auction  Agent  Fee  accrued  prior  to  the  resignation  or  removal  of  the  Collateral 
Manager  will  continue  to  be  payable  to  the  Collateral  Manager  on  the  Distribution  Date  immediately 
following  the  effectiveness  of  such  resignation  or  removal. 

To  the  extent  not  paid  on  any  Distribution  Date  when  due,  any  accrued  Management  Fee  or 
Auction  Agent  Fee  will  be  deferred  and  will  be  payable  on  the  next  subsequent  Distribution  Date  on  which 
funds  are  available  for  the  payment  thereof  in  accordance  with  the  Priority  of  Payments.  Any  unpaid 
Management  Fee  or  Auction  Agent  Fee  that  is  deferred  due  to  the  operation  of  the  Priority  of  Payments 
will  not  accrue  interest. 

The  Collateral  Manager  will  be  responsible  for  its  own  ordinary  expenses  and  costs  incurred  in 
the  course  of  performing  its  obligations  under  the  Management  Agreement;  provided  that  the  Collateral 
Manager  shall  not  be  liable  for  the  payment  of  any  extraordinary  expenses  and  costs  or  for  the  payment 
of  expenses  and  costs  of  (a)  legal  advisers,  accountants,  consultants  and  other  professionals  retained  by 
the  Issuer  or  by  the  Collateral  Manager  on  behalf  of  the  Issuer  in  connection  with  certain  services  to  be 
provided  by  the  Collateral  Manager  as  specified  in  the  Management  Agreement  and  (b)  reasonable  travel 
expenses  undertaken  in  connection  with  effecting  or  directing  Disposition  of  Underlying  Assets  and 
Eligible  Investments,  negotiating  with  issuers  of  Underlying  Assets  as  to  proposed  modifications  or 
waivers,  taking  action  or  advising  the  Trustee  with  respect  to  the  Issuer's  exercise  of  any  rights  or 
remedies  in  connection  with  the  Underlying  Assets  and  Eligible  Investments,  including  in  connection  with 
an  offer  or  default,  participating  in  committees  or  other  groups  formed  by  creditors  of  an  issuer  of 
Underlying  Assets.  Such  expenses  will  be  paid  by  the  Issuer. 

The  Collateral  Manager  will  not  be  liable  to  the  Issuers,  the  Trustee,  the  Noteholders,  any  Interest 
Rate  Swap  Counterparty  or  any  of  their  respective  affiliates,  partners,  shareholders,  officers,  directors, 
employees,  consultants,  agents,  accountants  and  attorneys  for  any  losses,  damages,  claims,  liabilities, 
costs  or  expenses  (including  attorney's  fees  and  expenses)  incurred  as  a  result  of  the  actions  taken  or 
omitted  or  recommended  by  or  on  behalf  of  the  Collateral  Manager  under  the  Management  Agreement  or 
the  Indenture,  except  by  reason  of  acts  constituting  bad  faith,  willful  misconduct,  gross  negligence  or 
reckless  disregard  of  its  duties  and  obligations  thereunder.  The  Collateral  Manager  and  its  Affiliates  and 
each  of  their  respective  partners,  shareholders,  members,  officers,  directors,  managers,  employees, 
consultants,  agents,  accountants  and  attorneys  will  be  entitled  to  indemnification  by  the  Issuer  under 


154 


PSI-M&T  Bank-02-0175 


Footnote  Exhibits  -  Page  1873 


certain  circumstances  (as  specified  in  the  Management  Agreement),  which  will  be  paid  in  accordance 
with  the  Priority  of  Payments. 

The  Collateral  Manager  may  not  assign  its  rights  or  responsibilities  under  the  Management 
Agreement  without  the  consent  of  the  Issuer  and  the  holders  of  a  majority  in  aggregate  principal  amount 
of  Notes  of  the  Controlling  Class  and  upon  satisfaction  of  the  Rating  Condition,  except  that  pursuant  to 
the  Management  Agreement  the  Collateral  Manager  may  assign  all  of  its  rights  and  responsibilities 
thereunder  (without  thereby  being  relieved  of  any  of  its  duties  or  obligations)  to  an  Affiliate  without  the 
consent  of  the  Issuer,  the  Trustee  or  any  Noteholder.  In  addition,  the  Collateral  Manager  may,  pursuant 
to  the  Management  Agreement,  enter  into  arrangements  pursuant  to  which  its  Affiliates  or  third  parties 
may  perform  certain  services  on  behalf  of  the  Collateral  Manager,  but  such  arrangements  shall  not  relieve 
the  Collateral  Manager  from  any  of  its  duties  or  obligations  thereunder. 

The  Collateral  Manager  may  resign  upon  60  days'  prior  written  notice  to  the  Issuer  and  the 
Trustee,  provided  that  (a)  no  such  resignation  shall  be  effective  unless  a  Replacement  Manager  is 
appointed  as  described  below  and  (b)  the  Collateral  Manager  shall  have  the  right  to  resign  immediately  if, 
due  to  a  change  in  applicable  law  or  regulation,  the  performance  by  the  Collateral  Manager  of  its  duties 
under  the  Indenture  or  the  Management  Agreement  would  be  a  violation  of  such  law  or  regulation. 

The  Management  Agreement  provides  that  the  Collateral  Manager  may  at  any  time  be  removed 
for  "cause"  (as  defined  in  the  Management  Agreement)  upon  15  Business  Days'  prior  written  notice  by 
the  Issuer,  which  will  effect  such  removal  at  the  direction  of  holders  of  at  least  66  2/3%  in  aggregate 
outstanding  principal  amount  of  the  holders  of  the  Controlling  Class  (voting  as  a  separate  class)  and  the 
holders  of  at  least  66  2/3%  of  Preference  Shares.  In  determining  whether  a  specified  percentage  of 
holders  of  Notes  or  Preference  Shares  has  directed  any  such  removal  as  described  above  or  given  any 
objection  to  a  successor  Collateral  Manager  as  described  below,  Collateral  Manager  Securities  will  be 
excluded. 

For  purposes  of  the  Management  Agreement,  "cause"  means  any  of  the  following  events: 

(a)  the  Collateral  Manager  willfully  breaches,  or  takes  any  action  that  it  knows  violates,  any 
provision  of  the  Management  Agreement  or  any  term  of  the  Indenture  applicable  to  it  (not 
including  a  willful  breach  or  knowing  violation  that  results  from  a  good  faith  dispute  on 
alternative  courses  of  action  or  interpretation  of  instructions); 

(b)  the  Collateral  Manager  breaches  in  any  material  respect  any  provision  of  the 
Management  Agreement  or  any  terms  of  the  Indenture  applicable  to  it  and  fails  to  cure 
such  breach  within  30  days  after  written  notice  of  such  failure  is  received  by  the  Collateral 
Manager  unless,  if  such  failure  is  remediable,  the  Collateral  Manager  has  taken  action 
that  the  Collateral  Manager  in  good  faith  believes  will  remedy,  and  that  does  in  fact 
remedy,  such  failure  within  90  days  after  written  notice  of  such  failure  is  received  by  the 
Collateral  Manager; 

(c)  the  Collateral  Manager  (i)  ceases  to  be  able  to,  or  admits  in  writing  its  inability  to,  pay  its 
debts  when  and  as  they  become  due,  (ii)  files,  or  consents  by  answer  or  otherwise  to  the 
filing  against  it  of,  a  petition  for  relief  or  reorganization  or  arrangement  or  any  other 
petition  in  bankruptcy,  for  liquidation  or  takes  advantage  of  any  bankruptcy,  insolvency, 
reorganization,  moratorium  or  other  similar  law  of  any  jurisdiction,  (iii)  makes  an 
assignment  for  the  benefit  of  its  creditors,  (iv)  consents  to  the  appointment  of  a  custodian, 
receiver,  trustee  or  other  officer  with  similar  powers  with  respect  to  it  or  with  respect  to 
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any  substantial  part  of  its  property  or  (v)  is  adjudicated  as  insolvent  or  is  to  be  liquidated; 
or 

(d)  the  occurrence  of  an  act  by  the  Collateral  Manager  that  constitutes  fraud  or  criminal 
activity  in  the  performance  of  its  obligations  under  the  Management  Agreement  or  the 
Collateral  Manager  being  convicted  for  a  criminal  offense  materially  related  to  its 
investment  advisory  business. 

No  removal,  termination  or  resignation  of  the  Collateral  Manager  or  termination  of  the 
Management  Agreement  shall  be  effective  unless  (a)  a  successor  Collateral  Manager  (the  "Replacement 
Manager")  has  agreed  in  writing  to  assume  all  of  the  Collateral  Manager's  duties  and  obligations, 
including  its  duties  and  responsibilities  as  the  Auction  Agent,  (b)  the  Replacement  Manager  is  not 
objected  to  by  holders  of  at  least  66  2/3%  in  aggregate  outstanding  principal  amount  of  any  Class  of 
Notes  or  the  holders  of  at  least  66  2/3%  of  the  Preference  Shares  (excluding  from  such  vote  any 
Collateral  Manager  Securities)  within  30  days  after  notice  and  (c)  the  Rating  Condition  has  been  satisfied 
with  respect  to  the  appointment  of  the  Replacement  Manager;  provided,  however,  that  at  any  time  when 
an  Event  of  Default  shall  have  occurred  and  be  continuing  under  the  Indenture  and  the  Collateral 
Manager  shall  have  resigned  or  been  removed  under  the  circumstances  set  forth  above,  the  holders  of  a 
Majority  of  the  Notes  of  the  Controlling  Class  may  appoint  a  successor  Collateral  Manager  (if  the  Rating 
Condition  has  been  satisfied  with  respect  to  the  appointment  of  the  Replacement  Manager). 

In  addition,  no  removal  or  resignation  of  the  Collateral  Manager  while  any  Note  or  Preference 
Share  is  outstanding  will  be  effective  until  the  appointment  by  the  Issuer  of  a  Replacement  Manager  that 
is  an  established  institution  which  (a)  is  legally  qualified  and  has  the  capacity  to  act  as  Collateral  Manager 
under  the  Management  Agreement  as  successor  to  the  Collateral  Manager  in  the  assumption  of  all  of  the 
responsibilities,  duties  and  obligations  of  the  Collateral  Manager  under  the  Management  Agreement  and 
under  the  applicable  terms  of  the  Indenture,  including  its  duties  and  responsibilities  as  the  Auction  Agent, 
and  (b)  will  not  cause  the  Issuer  or  the  pool  of  Collateral  to  become  required  to  register  as  an  investment 
company  under  the  provisions  of  the  investment  Company  Act.  The  indenture  provides  that  if  holders  of 
at  least  66  2/3%  in  aggregate  outstanding  principal  amount  of  any  Class  of  Notes  or  the  holders  of  at 
least  66  2/3%  of  the  Preference  Shares  (excluding  from  such  votes  the  Collateral  Manager  Securities  if 
the  proposed  Replacement  Manager  is  an  Affiliate  of  the  Collateral  Manager)  object  to  a  proposed 
Replacement  Manager  within  30  days  after  such  notice  (the  "First  Period"),  the  Trustee  shall  notify  the 
holders  of  the  Notes  and  Preference  Shares  that  such  Replacement  Manager  has  been  rejected.  Such 
notice  shall  state  that  a  Majority-in-lnterest  of  Preference  Shareholders  may  nominate  a  successor 
Collateral  Manager  within  60  days  after  the  termination  of  the  First  Period  (the  "Second  Period")  and 
specify  a  date  (not  more  than  20  days  after  the  end  of  the  First  Period),  time  and  place  for  a  meeting 
(which  meeting  may  be  held  telephonically)  at  which  the  Preference  Shareholders  may  nominate  (if 
necessary,  by  a  majority  vote  of  the  Preference  Shareholders  present  at  such  meeting)  not  more  than  two 
proposed  successor  Collateral  Managers  (which  proposed  successor  Collateral  Managers  shall  meet  the 
requirements  of  a  Replacement  Manager  specified  in  the  Management  Agreement).  The  Trustee  shall 
notify  each  Preference  Shareholder  and  Noteholder  of  the  successor  Collateral  Managers  proposed  at 
such  meeting  and  request  that  each  Preference  Shareholder  and  Noteholder,  by  notice  given  to  the 
Trustee  not  later  than  20  days  after  such  meeting,  select  a  successor  Collateral  Manager  (if  there  are  two 
proposed  successor  Collateral  Managers)  or  approve  such  proposed  Collateral  Manager  (if  only  one 
successor  Collateral  Manager  is  proposed).  If  such  a  successor  Collateral  Manager  is  objected  to  by  a 
Majority-in-lnterest  of  Preference  Shareholders  or  by  the  Holders  of  66  2/3%  in  aggregate  principal 
amount  of  any  Class  of  Notes,  the  Trustee  shall  notify  each  Holder  of  a  Preference  Share  of  the  failure  to 
appoint  a  successor  Collateral  Manager  and  specify  a  date  (prior  to  the  end  of  the  Second  Period),  time 
and  place  for  a  meeting  (which  meeting  may  be  held  telephonically)  at  which  a  Majority-ln-lnterest  of  the 
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Preference  Shareholders  present  (so  long  as  holders  of  at  least  66  2/3%  of  the  Preference  Shares  are 
represented  at  such  meeting)  may  appoint  a  successor  Collateral  Manager.  The  Collateral  Manager 
Securities  shall  be  excluded  from  the  determination  of  whether  66  2/3%  in  aggregate  principal  amount  of 
any  Class  of  Notes  or  a  Majority-in-lnterest  of  Preference  Shareholders  for  appointing  or  approving  (or 
objecting  to)  a  successor  Collateral  Manager  has  been  obtained,  except  that  for  purposes  of  appointing  or 
approving  a  successor  Collateral  Manager  that  is  not  an  Affiliate  of  the  Collateral  Manager,  the  Notes  and 
Preference  Shares  which  are  Collateral  Manager  Securities  shall  be  included  in  determining  whether  the 
Noteholders  and  Preference  Shareholders  have  selected  or  approved  (or  objected  to)  such  successor 
Collateral  Manager.  In  the  event  that  a  successor  to  the  Collateral  Manager  is  not  appointed  within  90 
days  after  its  resignation  or  removal,  the  Issuer  or  the  Collateral  Manager  may  petition  a  court  to  appoint 
a  successor,  without  obtaining  the  approval  of  the  Holders  of  the  Notes  and  the  Preference  Shares. 

Pursuant  to  the  Indenture,  the  Trustee  is  entitled  to  exercise  the  rights  and  remedies  of  the  Issuer 
under  the  Management  Agreement  (a)  upon  the  occurrence  of  an  Event  of  Default  until  such  time,  if  any, 
as  such  Event  of  Default  is  cured  or  waived,  (b)  upon  the  termination  of  the  Collateral  Manager  in 
accordance  with  the  Management  Agreement  or  (c)  upon  a  material  default  in  the  performance,  or 
breach,  of  any  covenant,  representation,  warranty  or  other  agreement  of  the  Issuer  under  the  Indenture  or 
in  any  certificate  or  writing  delivered  pursuant  thereto  or  made  in  connection  therewith  which  proves  to  be 
incorrect  in  any  material  respect  when  made  if  (i)  holders  of  at  least  50%  in  aggregate  outstanding 
principal  amount  of  the  Notes  of  any  Class,  Preference  Shareholders  whose  aggregate  Voting 
Percentages  are  at  least  50%  of  all  Preference  Shareholders'  Voting  Percentages  or  any  Interest  Rate 
Swap  Counterparty  gives  notice  of  such  default  or  breach  to  the  Trustee  and  the  Collateral  Manager  or  (ii) 
the  Collateral  Manager,  Issuer  or  Co-Issuer  has  actual  knowledge  of  such  default  or  breach,  and  in  either 
case,  such  default  or  breach  (if  remediable)  continues  for  a  period  of  30  days. 

In  certain  circumstances,  the  interests  of  the  Issuer  and/or  the  holders  of  the  Notes  with  respect 
to  matters  as  to  which  the  Collateral  Manager  is  advising  the  Issuer  may  conflict  with  the  interests  of  the 
Collateral  Manager  and  its  Affiliates.  See  "Risk  Factors— Certain  Conflicts  of  Interest," 
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DEUTSCHE  BANK  AKTIENGESELLSCHAFT 

Incorporation,  Registered  Office  and  Objectives 

Deutsche  Bank  Aktiengesellschaft  ("Deutsche  Bank"  or  the  "Bank")  originated  from  the 
reunification  of  Norddeutsche  Bank  Aktiengesellschaft,  Hamburg,  Rheinisch-Westfalische  Bank 
Aktiengesellschaft,  Duesseldorf  and  SOddeutsche  Bank  Aktiengesellschaft,  Munich;  pursuant  to  the  Law 
on  the  Regional  Scope  of  Credit  Institutions,  these  had  been  disincorporated  in  1952  from  Deutsche  Bank 
which  was  founded  in  1870.  The  merger  and  the  name  were  entered  in  the  Commercial  Register  of  the 
District  Court  Frankfurt  am  Main  on  2  May  1957.  Deutsche  Bank  is  a  banking  institution  and  a  stock 
corporation  incorporated  under  the  laws  of  Germany  under  registration  number  HRB  30  000.  The  Bank 
has  its  registered  office  in  Frankfurt  am  Main,  Germany.  It  maintains  its  head  office  at  Taunusanlage  12, 
60325  Frankfurt  am  Main  and  branch  offices  in  Germany  and  abroad  including  in  London,  New  York, 
Sydney,  Tokyo  and  an  Asia-Pacific  Head  Office  in  Singapore  which  serve  as  hubs  for  its  operations  in  the 
respective  regions. 

Deutsche  Bank  is  the  parent  company  of  a  group  consisting  of  banks,  capital  market  companies, 
fund  management  companies,  a  real-estate  finance  company,  installment  financing  companies,  research 
and  consultancy  companies  and  other  domestic  and  foreign  companies  (the  "Deutsche  Bank  Group"). 

The  objects  of  Deutsche  Bank,  as  laid  down  in  its  Articles  of  Association,  include  the  transaction 
of  all  kinds  of  banking  business,  the  provision  of  financial  and  other  services  and  the  promotion  of 
international  economic  relations.  The  Bank  may  realize  these  objectives  itself  or  through  subsidiaries  and 
affiliated  companies.  To  the  extent  permitted  by  law,  the  Bank  is  entitled  to  transact  all  business  and  to 
take  all  steps  which  appear  likely  to  promote  the  objectives  of  the  Bank,  in  particular  to  acquire  and 
dispose  of  real  estate,  to  establish  branches  at  home  and  abroad,  to  acquire,  administer  and  dispose  of 
participations  in  other  enterprises,  and  to  conclude  company-transfer  agreements. 

Deutsche  Bank  AG,  London  Branch 

"Deutsche  Bank  AG  London"  is  the  London  branch  of  Deutsche  Bank  AG.  On  12  January  1973, 
Deutsche  Bank  AG  filed  in  the  United  Kingdom  the  documents  required  pursuant  to  section  407  of  the 
Companies  Act  1948  to  establish  a  place  of  business  within  Great  Britain.  On  14  January  1993,  Deutsche 
Bank  registered  under  Schedule  21A  to  the  Companies  Act  1985  as  having  established  a  branch 
(Registration  No.  BR000005)  in  England  and  Wales.  Deutsche  Bank  AG  London  is  an  authorized  person 
for  the  purposes  of  section  19  of  the  Financial  Services  and  Markets  Act  2000.  In  the  United  Kingdom,  it 
conducts  wholesale  banking  business  and  through  its  Private  Wealth  Management  division,  it  provides 
holistic  wealth  management  advice  and  integrated  financial  solutions  for  wealthy  individuals,  their  families 
and  selected  institutions. 

Share  Capital 

As  of  30  June  2006,  Deutsche  Bank's  issued  share  capital  amounted  to  Euro  1,329,684,136.96 
consisting  of  519,407,866  ordinary  shares  without  par  value.  The  shares  are  fully  paid  up  and  in 
registered  form.  The  shares  are  listed  for  trading  and  official  quotation  on  all  the  German  Stock 
Exchanges.  They  are  also  listed  on  the  Stock  Exchanges  in  New  York,  Tokyo  and  Zurich.  The 
Management  Board  has  decided  to  pursue  delisting  on  certain  stock  exchanges  other  than  Germany  and 
New  York  in  order  to  benefit  from  the  integration  of  financial  markets.  In  respect  of  the  stock  exchanges  in 
Amsterdam,  Brussels,  London,  Luxembourg,  Paris  and  Vienna,  this  decision  was  already  completely 
implemented. 
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Capitalization  and  Indebtedness  of  Deutsche  Bank  Group 

As  of  30  June  2006,  Deutsche  Bank  Group's  capitalization  and  indebtedness  (unaudited)  on  the 
basis  of  United  States  Generally  Accepted  Accounting  Principles  ("U.S.  GAAP")  was  as  follows: 


As  of 

30  June  2006 

(in  Euro  million) 

Deposits 

367,253 

Trading  liabilities 

220,791 

Central  bank  funds  purchased  and  securities  sold  under  repurchase  agreements 

184,282 

Securities  loaned 

11,191 

Other  short-term  borrowings 

28,839 

Other  liabilities 

91,087 

Long-term  debt 

121,467 

Obligation  to  purchase  common  shares 

4,319 

Total  liabilities 

1,029,299 

Common  shares,  no  par  value,  nominal  value  of  Euro  2.56 

1,330 

Additional  paid-in  capital 

14,581 

Retained  earnings 

22,023 

Common  shares  in  treasury,  at  cost 

(2,139) 

Equity  classified  as  obligation  to  purchase  common  shares 

(4,319) 

Accumulated  other  comprehensive  income  (loss) 

Deferred  tax  on  unrealized  net  gains  on  securities  available  for  sale  relating  to  1999 
and  2000  tax  rate  changes  in  Germany 

(2,164) 

i 

Unrealized  net  gains  on  securities  available  for  sale,  net  of  applicable  tax  and  other 

1,829 

Unrealized  net  gains  (losses)  on  derivatives  hedging  variability  of  cash  flows,  net  of 
tax 

(52) 

Minimum  pension  liability,  net  of  tax 

(8) 

Foreign  currency  translation,  net  of  tax 

(2,017) 

Total  accumulated  other  comprehensive  loss 

(2,412) 

Total  shareholders'  equity 

29,064 

Total  liabilities  and  shareholders'  equity 

1,058,293 

There  has  been  no  material  change  in  Deutsche  Bank  Group's  capitalization  and  indebtedness 
since  30  June  2006. 
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Management 

In  accordance  with  German  law,  Deutsche  Bank  has  both  a  Supervisory  Board  (Aufsichtsrat)  and 
a  Management  Board  (Vorstand).  These  Boards  are  separate;  no  individual  may  be  a  member  of  both. 
The  Supervisory  Board  appoints  the  members  of  the  Management  Board  and  supervises  the  activities  of 
this  Board.  The  Management  Board  represents  Deutsche  Bank  and  is  responsible  for  its  management  of 
its  affairs. 


The  Management  Board  consists  of 


Dr.  Josef  Ackermann 


Dr.  Hugo  Banziger 


Anthony  Pi  lorio 


Dr.  Tessen  von  Heydebreck 


Hermann-Josef  Lamberti 


Chairman  of  the  Management  Board  (Chief 
Executive  Officer) 


Chief  Risk  Officer  (CRO) 


Chief  Financial  Officer  (CFO) 


Chief  Administrative  Officer  (CAP) 


Chief  Operating  Officer  (COO) 


The  Supervisory  Board  consists  of  the  following  20  members: 


Dr.  Clemens  Boersig 

Chairman 
Frankfurt  am  Main 

Heidrun  Forster* 

Deputy  Chairperson 

Deutsche  Bank  Privat-  und  Geschaftskunden 

AG 

Berlin 

Dr.  Karl-Gerhard  Eick 

Deputy  Chairman  of  the  Board  of  Managing 
Directors  of  Deutsche  Telekom  AG 
Coloqne 

Ulrich  Hartmann 

Chairman  of  the  Supervisory  Board  of  E.ON 
AG  Dusseldorf 

Gerd  Herzberg* 

Vice  President  of  ver.di  Vereinte 
Dienstleistunqsqewerkschaft  Berlin 

Sabine  Horn* 

Deutsche  Bank  AG 
Frankfurt  am  Main 

Rolf  Hu  nek* 

Deutsche  Bank  AG 
Hamburq 

Sir  Peter  Job 

London 

Prof.  Dr.  Henning  Kagermann 

Chairman  and  CEO  of  SAP  AG 
Walldorf/Baden 

Ulrich  Kaufmann* 

Deutsche  Bank  AG 
Dusseldorf 
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Peter  Kazmierczak* 


Maurice  Levy 


Henrierte  Mark* 


Dr.  jur.  Dr.-lng.  E.h.  Heinrich  von  Pierer 


Gabriele  Platscher* 


Karin  Ruck* 


Prof.  Dr.  Theo  Siegert 


Tilman  Todenhofer 


Dipl.-lng.  Dr.-lng.  E.h.  Jurgen  Weber 


Leo  Wunderlich* 


Deutsche  Bank  AG 
Essen  


Chairman  and  Chief  Executive  Officer,  Publicis 
Groupe  S.A.  Paris  


Deutsche  Bank  AG 
Munich         


Chairman  of  the  Supervisory  Board  of  Siemens 

AG 

Erlangen 


Deutsche  Bank  Privat-  und  Geschaftskunden 

AG 

Braunschweig   


Deutsche  Bank  AG 
Bad  Soden  am  Taunus 


Managing  Director  of  the  Haen  Carstanjen  & 
Sonne  Diisseldorf  . __ 


Managing  Partner  of  Robert  Bosch 

Industrietreuhand  KG 

Stuttgart 


Chairman  of  the  Supervisory  Board  of 

Deutsche  Lufthansa  AG 

Hamburg 


Deutsche  Bank  AG 
Mannheim       


*  Elected  by  the  staff  in  Germany. 

The  members  of  the  Management  Board  accept  membership  on  the  Supervisory  Boards  of  other 
corporations  within  the  limits  prescribed  by  law. 

The  business  address  of  each  member  of  the  Management  Board  and  of  the  Supervisory  Board 
of  Deutsche  Bank  is  Taunusanlage  12,  60325  Frankfurt  am  Main,  Germany. 

Financial  Year 

The  financial  year  of  Deutsche  Bank  is  the  calendar  year. 

Auditors 

The  independent  auditors  of  Deutsche  Bank  are  KPMG  Deutsche  Treuhand  Gesellschaft 
Aktiengesellschaft  Wirtschaftsprufungsgesellschaft  ("KPMG"),  Marie-Curie-Strasse  30,  60439  Frankfurt 
am  Main,  Germany.  KPMG  audited  Deutsche  Bank's  non-consolidated  financial  statements  for  the  years 
ended  31   December  2003,  2004  and  2005,  which  were  prepared  in  accordance  with  the  German 
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Commercial  Code  ("HGB").  In  accordance  with  §  292a  HGB  in  the  version  effective  until  9  December 
2004  in  connection  with  Article  2  of  the  Accounting  Law  Reform  Act  (Bilanzrechtsreformgesetz  -BilReG) 
and  Article  57  of  the  Introductory  Act  for  the  German  Commercial  Code  (EGHGB),  the  consolidated 
financial  statements  for  the  years  ended  31  December  2003,  2004  and  2005  were  prepared  in 
accordance  with  United  States  Generally  Accepted  Accounting  Principles  ("U.S.  GAAP")  and  audited  by 
KPMG.  In  each  case  an  unqualified  auditor's  certificate  has  been  provided. 

Set  out  below  are  the  following: 

•  Consolidated  Statement  of  Income  as  at  30  June  2006  and  30  June  2005; 

•  Consolidated  Balance  Sheet  as  at  30  June  2006  and  31  December  2005;  and 

•  Liabilities  and  Shareholders'  equity  as  at  30  June  2006  and  31  December  2005. 
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Consolidated  Statement  of  Income  (unaudited) 
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Consolidated  Balance  Sheet 

Assets 
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Liabilities  and  Shareholders'  Equity 
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Litigation 

Other  than  set  out  herein  Deutsche  Bank  is  not,  or  during  the  last  two  financial  years  has  not 
been  involved  (whether  as  defendant  or  otherwise)  in,  nor  does  it  have  knowledge  of  any  threat  of  any 
legal,  arbitration,  administrative  or  other  proceedings  the  result  of  which  may  have,  in  the  event  of  an 
adverse  determination,  a  significant  effect  on  its  financial  condition  presented  in  this  Offering  Circular. 

IPO  Allocation  Litigation 

Deutsche  Bank  Securities  Inc.  ("DBSI")  and  its  predecessor  firms,  along  with  numerous  other 
securities  firms,  have  been  named  as  defendants  in  over  80  putative  class  action  lawsuits  pending  in  the 
United  States  District  Court  for  the  Southern  District  of  New  York.  These  lawsuits  allege  violations  of 
securities  and  antitrust  laws  in  connection  with  the  allocation  of  shares  in  a  large  number  of  initial  public 
offerings  ("IPOs")  by  issuers,  officers  and  directors  of  issuers,  and  underwriters  of  those  securities.  DBSI 
is  named  in  these  suits  as  an  underwriter.  The  securities  cases  allege  material  misstatements  and 
omissions  in  registration  statements  and  prospectuses  for  the  IPOs  and  market  manipulation  with  respect 
to  aftermarket  trading  in  the  IPO  securities.  Among  the  allegations  are  that  the  underwriters  tied  the 
receipt  of  allocations  of  IPO  shares  to  required  aftermarket  purchases  by  customers  and  to  the  payment 
of  undisclosed  compensation  to  the  underwriters  in  the  form  of  commissions  on  securities  trades,  and  that 
the  underwriters  caused  misleading  analyst  reports  to  be  issued.  The  antitrust  claims  allege  an  illegal 
conspiracy  to  affect  the  stock  price  based  on  similar  allegations  that  the  underwriters  required  aftermarket 
purchases  and  undisclosed  commissions  in  exchange  for  allocation  of  IPO  stocks.  In  the  securities  cases, 
the  motions  to  dismiss  the  complaints  of  DBSI  and  others  were  denied  on  February  13,  2003.  Plaintiffs' 
motion  to  certify  six  "test"  cases  as  class  actions  in  the  securities  cases  was  granted  on  October  13, 
2004,  and  DBSI  and  other  defendants  appealed  that  decision  to  the  Court  of  Appeals  for  the  Second 
Circuit.  Discovery  in  the  securities  cases  is  underway.  In  the  putative  antitrust  class  action,  the 
defendants'  motion  to  dismiss  the  complaint  was  granted  on  November  3,  2003.  On  September  28,  2005 
the  Court  of  Appeals  for  the  Second  Circuit  vacated  the  ruling  and  remanded  the  case  to  the  lower  court 
for  consideration  of  alternate  grounds  for  dismissal.  Defendants  have  moved  for  reconsideration  by  the 
Second  Circuit. 

Enron  Litigation 

Deutsche  Bank  AG  and  certain  of  its  affiliates  are  collectively  involved  in  more  than  10  lawsuits 
arising  out  of  their  banking  relationship  with  Enron  Corp.,  its  subsidiaries  and  certain  Enron-related 
entities  ("Enron").  These  lawsuits  include  a  series  of  purported  class  actions  brought  on  behalf  of 
shareholders  of  Enron,  including  the  lead  action  captioned  Newby  v.  Enron  Corp.  The  consolidated 
complaint  filed  in  Newby  named  as  defendants,  among  others,  Deutsche  Bank  AG,  several  other 
investment  banking  firms,  a  number  of  law  firms,  Enron's  former  accountants  and  affiliated  entities  and 
individuals  and  other  individual  defendants,  including  present  and  former  officers  and  directors  of  Enron, 
and  it  purported  to  allege  claims  against  Deutsche  Bank  AG  under  federal  securities  laws.  On  June  5, 
2006,  the  Court  dismissed  all  of  the  claims  alleged  in  the  Newby  action  against  Deutsche  Bank  AG  and 
its  affiliates.  On  June  21,  2006,  Lead  Plaintiff  in  Newby  filed  a  motion  requesting  the  Court  to  reconsider 
the  dismissal  of  Deutsche  Bank  AG  and  its  affiliates  from  Newby. 

Also,  an  adversary  proceeding  has  been  brought  by  Enron  in  the  bankruptcy  court  against, 
among  others,  Deutsche  Bank  AG  and  certain  of  its  affiliates.  In  this  adversary  proceeding,  Enron  seeks 
damages  from  the  Deutsche  Bank  entities,  as  well  as  the  other  defendants,  for  alleged  aiding  and 
abetting  breaches  of  fiduciary  duty  by  Enron  insiders,  aiding  and  abetting  fraud  and  unlawful  civil 
conspiracy,  and  also  seeks  return  of  alleged  fraudulent  conveyances  and  preferences  and  equitable 
subordination  of  their  claims  in  the  Enron  bankruptcy.  The  Deutsche  Bank  entities'  motion  to  partially 
dismiss  the  adversary  complaint  is  pending. 
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In  addition  to  Newby  and  the  adversary  proceeding  described  above,  there  are  third-party  actions 
and  individual  and  putative  class  actions  brought  in  various  courts  by  Enron  investors  and  creditors 
alleging  federal  and  state  law  claims  against  Deutsche  Bank  AG  and  certain  of  its  affiliates. 

WorldCom  Litigation 

Deutsche  Bank  AG  and  DBSI  were  defendants  in  more  than  40  actions  filed  in  federal  and  state 
courts  arising  out  of  alleged  material  misstatements  and  omissions  in  the  financial  statements  of 
WorldCom  Inc.  DBSI  was  a  member  of  the  syndicate  that  underwrote  WorldCom's  May  2000  and  May 
2001  bond  offerings,  which  are  among  the  bond  offerings  at  issue  in  the  actions.  Deutsche  Bank  AG, 
London  branch  was  a  member  of  the  syndicate  that  underwrote  the  sterling  and  euro  tranches  of  the  May 
2001  bond  offering.  Plaintiffs  were  alleged  purchasers  of  these  and  other  WorldCom  debt  securities.  The 
defendants  in  the  various  actions  included  certain  WorldCom  directors  and  officers,  WorldCom's  auditor 
and  members  of  the  underwriting  syndicates  for  the  debt  offerings.  Plaintiffs  alleged  that  the  offering 
documents  contained  material  misstatements  and/or  omissions  regarding  WorldCom's  financial  condition. 
The  claims  against  DBSI  and  Deutsche  Bank  AG  were  made  under  federal  and  state  statutes  (including 
securities  laws),  and  under  various  common  law  doctrines.  The  largest  of  the  actions  against  Deutsche 
Bank  AG  and  DBSI  was  a  class  action  litigation  in  the  U.S.  District  Court  in  the  Southern  District  of  New 
York,  in  which  the  class  plaintiffs  are  the  holders  of  a  significant,  majority  of  the  bonds  at  issue.  On  March 
10,  2005,  Deutsche  Bank  AG  and  DBSI  reached  a  settlement  agreement,  subject  to  court  approval, 
resolving  the  class  action  claims  asserted  against  them,  for  a  payment  of  approximately  US$325  million. 
The  settlement  of  the  class  action  claims  did  not  resolve  the  individual  actions  brought  by  investors  who 
chose  to  opt  out  of  the  federal  class  action.  The  financial  effects  of  the  class  action  settlement  are 
reflected  in  our  2004  consolidated  financial  statements.  All  but  three  of  the  individual  actions  have  been 
resolved. 

Tax-Related  Products 

Deutsche  Bank  AG,  along  with  certain  affiliates  and  employees  (collectively  referred  to  as 
"Deutsche  Bank"),  have  collectively  been  named  as  defendants  in  more  than  75  legal  proceedings 
brouaht  bv  customers  in  various  tax-oriented  transactions.  Deutsche  Bank  provided  financial  products 
and  services  to  these  customers,  who  were  advised  by  various  accounting,  legal  and  financial  advisory 
professionals.  The  customers  claimed  tax  benefits  as  a  result  of  these  transactions,  and  the  United  States 
Internal  Revenue  Service  has  rejected  those  claims.  In  these  legal  proceedings,  the  customers  allege 
that,  together  with  Deutsche  Bank,  the  professional  advisors  improperly  misled  the  customers  into 
believing  that  the  claimed  tax  benefits  would  be  upheld  by  the  Internal  Revenue  Service.  The  legal 
proceedings  are  pending  in  numerous  state  and  federal  courts  and  in  arbitration,  and  claims  against 
Deutsche  Bank  are  alleged  under  both  U.S.  state  and  federal  law.  Many  of  the  claims  against  Deutsche 
Bank  are  asserted  by  individual  customers,  while  others  are  asserted  on  behalf  of  a  putative  customer 
class.  No  litigation  class  has  been  certified  as  against  Deutsche  Bank.  The  legal  proceedings  are 
currently  at  various  pre-trial  stages,  including  discovery. 

The  United  States  Department  of  Justice  ("DOJ")  is  also  conducting  a  criminal  investigation  of 
tax-oriented  transactions  that  were  executed  from  approximately  1997  through  2001.  In  connection  with 
that  investigation,  DOJ  has  sought  various  documents  and  other  information  from  Deutsche  Bank  and 
has  been  investigating  the  actions  of  various  individuals  and  entities,  including  Deutsche  Bank,  in  such 
transactions.  In  the  latter  half  of  2005,  DOJ  brought  criminal  charges  against  numerous  individuals  based 
on  their  participation  in  certain  tax-oriented  transactions  while  employed  by  entities  other  than  Deutsche 
Bank  In  the  latter  half  of  2005,  DOJ  also  entered  into  a  Deferred  Prosecution  Agreement  with  an 
accounting  firm  (the  "Accounting  Firm"),  pursuant  to  which  DOJ  agreed  to  defer  prosecution  of  a 
criminal  charge  against  the  Accounting  Firm  based  on  its  participation  in  certain  tax-oriented  transactions 
provided  that  the  Accounting  Firm  satisfied  the  terms  of  the  Deferred  Prosecution  Agreement.  On 
February  14,  2006,  DOJ  announced  that  it  had  entered  into  a  Deferred  Prosecution  Agreement  with  a 
financial  institution  (the  "Financial  Institution"),  pursuant  to  which  DOJ  agreed  to  defer  prosecution  of  a 
criminal  charge  against  the  Financial  Institution  based  on  its  role  in  providing  financial  products  and 
services  in  connection  with  certain  tax-oriented  transactions  provided  that  the  Financial  Institution 
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satisfied  the  terms  of  the  Deferred  Prosecution  Agreement.  Deutsche  Bank  provided  similar  financial 
products  and  services  in  certain  tax-oriented  transactions  that  are  the  same  or  similar  to  the  tax-oriented 
transactions  that  are  the  subject  of  the  above-referenced  criminal  charges.  Deutsche  Bank  also  provided 
financial  products  and  services  in  additional  tax-oriented  transactions  as  well.  DOJ's  criminal  investigation 
is  on-going. 

In  the  Matter  of  KPMG  LLP  Certain  Auditor  Independence  Issues 

On  November  20,  2003,  the  SEC  requested  Deutsche  Bank  to  produce  certain  documents  in 
connection  with  an  ongoing  investigation  of  certain  auditor  independence  issues  relating  to  KPMG  LLP. 
Deutsche  Bank  is  cooperating  with  the  SEC  in  its  inquiry.  KPMG  Deutsche  Treuhand-Gesellschaft 
Aktiengesellschaft  Wirtschaftsprufungsgesellschaft  ("KPMG  DTG"),  a  KPMG  LLP  affiliate,  is  Deutsche 
Bank's  auditor.  Aspects  of  this  investigation  appear  to  involve  certain  tax-oriented  transactions  among 
those  at  issue  in  the  tax-related  litigation  described  above,  where  Deutsche  Bank  provided  financial 
products  and  services  and  a  KPMG  LLP  affiliate  advised  the  investors.  During  all  relevant  periods, 
including  the  present,  KPMG  DTG  has  confirmed  to  Deutsche  Bank  that  KPMG  DTG  was  and  is 
"independent"  from  Deutsche  Bank  under  applicable  accounting  and  SEC  regulations. 

Kirch  Litigation 

In  May  2002,  Dr  Leo  Kirch  personally  and  as  an  assignee  initiated  legal  action  against  Dr  Breuer 
and  Deutsche  Bank  AG  alleging  that  a  statement  made  by  Dr  Breuer  (then  the  Spokesman  of  Deutsche 
Bank's  Management  Board)  in  an  interview  with  Bloomberg  television  on  February  4,  2002  regarding  the 
Kirch  Group  was  in  breach  of  laws  and  financially  damaging  to  Kirch.  On  January  24,  2006  the  German 
Federal  Supreme  Court  sustained  the  action  for  the  declaratory  judgment  only  in  respect  of  the  claims 
assigned  by  the  PrintBeteiligungs  GmbH.  Such  action  does  not  require  a  proof  of  any  loss  caused  by  the 
statement  made  in  the  interview.  PrintBeteiligungs  GmbH  is  the  only  company  of  the  Kirch  Group  which 
was  a  borrower  of  Deutsche  Bank.  Claims  by  Kirch  personally  and  by  the  group  holding  company, 
TaurusHolding  GmbH  &  Co.  KG,  were  dismissed.  To  be  awarded  a  judgment  for  damages  against 
Deutsche  Bank  AG,  Dr  Kirch  would  have  to  file  a  new  lawsuit;  in  such  proceedings  he  would  have  to 
prove  that  the  statement  caused  financial  damages  to  PrintBeteiligungs  GmbH  and  the  amount  thereof. 

In  2003,  Dr  Kirch  instituted  legal  action  in  the  Supreme  Court  of  the  State  of  New  York  in  which 
he  seeks  the  award  of  compensatory  and  punitive  damages  based  upon  Dr  Breuer's  interview.  Upon 
introduction  of  additional  plaintiffs  and  defendants  and  referral  to  the  U.S.  District  Court  for  the  Southern 
District  of  New  York  the  case  was  dismissed  on  September  24,  2004.  The  plaintiffs  appealed  this 
decision  On  June  5,  2006,  the  U.S.  Court  of  Appeals  for  the  Second  Circuit  partly  confirmed  the 
dismissal  of  the  claims  and  otherwise  remanded  the  case  to  the  court  of  first  instance  to  decide  for  the 
remaining  claims  the  issues  of  forum  non  conveniens  or  res  judicata. 

On  December  31,  2005,  the  KGL  Pool  GmbH  filed  a  lawsuit  against  Deutsche  Bank  and  Dr 
Breuer.  The  lawsuit  is  based  on  alleged  claims  assigned  from  various  subsidiaries  of  the  former  Kirch 
Group  The  KGL  Pool  GmbH  is  also  a  plaintiff  in  the  above  mentioned  case  in  the  USA  and  seeks  a 
declaratory  judgment  to  the  effect  that  Deutsche  Bank  AG  and  Dr  Breuer  are  jointly  and  severally  liable 
for  damages  as  a  result  of  the  interview  statement  and  the  behaviour  of  Deutsche  Bank  in  respect  of 
several  subsidiaries  of  the  Kirch  Group. 

Philipp  Holzmann  AG 

Philipp  Holzmann  AG  ("Holzmann")  is  a  major  German  construction  firm  which  filed  for 
insolvency  in  March  2002.  Deutsche  Bank  had  been  a  major  creditor  bank  and  holder  of  an  equity  interest 
of  Holzmann  for  many  decades,  and,  from  April  1997  until  April  2000,  a  former  member  of  Deutsche  Bank 
AG's  Management  Board  was  the  Chairman  of  its  Supervisory  Board.  When  Holzmann  had  become 
insolvent  at  the  end  of  1999,  a  consortium  of  banks  led  by  Deutsche  Bank  participated  in  late  1999  and 
early  2000  in  a  restructuring  of  Holzmann  that  included  the  banks'  extension  of  a  credit  facility, 
participation  in  a  capital  increase  and  exchange  of  debt  into  convertible  bonds.  In  March  2002,  Holzmann 
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and  several  of  its  subsidiaries,  including  in  particular  imbau  Industrielles  Bauen  GmbH  ("imbau"),  filed  for 
insolvency.  As  a  result  of  this  insolvency,  the  administrators  for  Holzmann  and  for  imbau  and  a  group  of 
bondholders  have  informed  Deutsche  Bank  they  are  asserting  claims  against  it  because  of  its  role  as 
lender  to  the  Holzmann  group  prior  to  and  after  the  restructuring  and  as  leader  of  the  consortium  of  banks 
which  supported  the  restructuring.  The  purported  claims  include  claims  that  amounts  repaid  to  the  banks 
constituted  voidable  preferences  that  should  be  returned  to  the  insolvent  entities  and  claims  of  lender 
liability  resulting  from  the  banks'  support  for  an  allegedly  infeasible  restructuring.  Although  Deutsche  Bank 
is  in  ongoing  discussions,  it  cannot  exclude  that  some  of  the  parties  may  file  jawsuits  against  it.  To  date, 
the  administrator  for  imbau  filed  a  lawsuit  against  Deutsche  Bank  in  August  2004  alleging  that  payments 
received  by  Deutsche  Bank  in  respect  of  a  loan  made  to  imbau  in  1997  and  1998  and  in  connection  with 
a  real  estate  transaction  that  was  part  of  the  restructuring  constituted  voidable  preferences  that  should  be 
returned  to  the  insolvent  entity.  Several  bondholders  filed  a  lawsuit  against  Deutsche  Bank  in  December 
2005  seeking  damages  because  of  its  allegedly  unlawful  support  of  Holzmann's  1999/2000  restructuring. 
Additionally,  Gebema  N.V.  filed  a  lawsuit  in  2000  seeking  damages  against  Deutsche  Bank  alleging 
deficiencies  in  the  offering  documents  based  on  which  Gebema  N.V.  had  invested  in  equity  and 
convertible  bonds  of  Holzmann  in  1998. 

Parmalat  Litigation 

Following  the  bankruptcy  of  the  Italian  company  Parmalat,  the  Special  Administrator  of  Parmalat, 
Mr.  Enrico  Bondi,  is  suing  Deutsche  Bank  for  damages  totaling  EUR2.199  billion  for  facilitating  the 
insolvency  offence  of  delaying  the  filing  of  a  petition  in  insolvency  allegedly  committed  by  Parmalat's 
former  management  and  supervisory  board.  There  are  two  separate  complaints  and  they  allege  that  by 
managing  and/or  underwriting  the  issuance  of  Parmalat  bonds  in  2003  and  entering  into  certain  derivative 
transactions,  Deutsche  Bank  assisted  Parmalat  by  providing  liquidity  in  order  to  enable  Parmalat  to  meet 
its  short  term  liabilities/obligations.  It  is  alleged  that  Deutsche  Bank  knowingly  helped  Parmalat  to 
continue  its  business  for  several  months  until  December  2003,  despite  being  aware  of  the  true  financial 
situation  that  the  company  was  in.  Parmalat  reserves  the  right  to  increase  the  amount  of  damages 
sought.  The  damages  currently  requested  are,  it  is  claimed,  equal  to  the  loss  creditors  of  Parmalat 
incurred  in  the  second  half  of  2003. 

Also  in  connection  with  the  Parmalat  insolvency,  Mr.  Bondi  has  already  brought  two  claw  back 
actions  against  Deutsche  Bank  SpA. 

General 

Due  to  the  nature  of  its  business,  Deutsche  Bank  and  its  subsidiaries  are  involved  in  litigation, 
arbitration  and  regulatory  proceedings  in  Germany  and  in  a  number  of  jurisdictions  outside  Germany, 
including  the  United  States,  arising  in  the  ordinary  course  of  its  businesses.  Such  matters  are  subject  to 
many  uncertainties,  and  the  outcome  of  individual  matters  is  not  predictable  with  assurance.  Although  the 
final  resolution  of  any  such  matters  could  have  a  material  effect  on  Deutsche  Bank's  consolidated 
operating  results  for  a  particular  reporting  period,  the  Bank  believes  that  it  should  not  materially  affect  its 
consolidated  financial  position. 
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TAX  CONSIDERATIONS 
United  States  Tax  Considerations 

General 

To  ensure  compliance  with  Internal  Revenue  Service  Circular  230,  investors  are  hereby 
notified  that:  (a)  any  discussion  of  U.S.  federal  tax  issues  contained  or  referred  to  in  this  Offering 
Circular  is  not  intended  or  written  to  be  used,  and  cannot  be  used,  by  investors  for  the  purpose  of 
avoiding  penalties  that  may  be  imposed  on  them  under  the  Code;  (b)  such  discussion  is  written  to 
support  the  promotion  or  marketing  of  the  transactions  or  matters  addressed  herein;  and  (c) 
prospective  investors  should  seek  advice  based  on  their  particular  circumstances  from  an 
independent  tax  adviser. 

The  following  is  a  summary  of  certain  of  the  United  States  federal  income  tax  consequences  of 
an  investment  in  the  Notes  by  purchasers  that  acquire  their  Notes  in  the  initial  offering.  The  discussion 
and  the  opinions  referenced  below  are  based  upon  laws,  regulations,  rulings,  and  decisions  currently  in 
effect,  all  of  which  are  subject  to  change,  possibly  with  retroactive  effect.  Prospective  investors  should 
note  that  no  rulings  have  been  or  are  expected  to  be  sought  from  the  Internal  Revenue  Service  (the 
"IRS")  with  respect  to  any  of  the  United  States  federal  income  tax  consequences  discussed  below,  and  no 
assurance  can  be  given  that  the  IRS  will  not  take  contrary  positions.  Further,  the  following  summary  does 
not  deal  with  all  United  States  federal  income  tax  consequences  applicable  to  any  given  investor,  nor 
does  it  address  the  United  States  federal  income  tax  considerations  applicable  to  all  categories  of 
investors,  some  of  which  may  be  subject  to  special  rules,  such  as  Non-U.S.  Holders  (defined  below), 
financial  institutions,  REITs,  RICs,  insurance  companies,  tax-exempt  organizations,  dealers  or  traders  in 
securities,  currencies  or  notional  principal  contracts,  persons  that  own  (or  are  deemed  to  own)  [10]%  or 
more  of  the  voting  shares  (or  interests  treated  as  equity)  of  the  Issuer,  partnerships,  pass-through  entities 
or  persons  who  hoid  the  Notes  through  partnerships  or  pass-through  entities,  S  corporations,  estates  and 
trusts,  investors  that  hold  their  Notes  as  part  of  a  hedge,  straddle,  synthetic  security  or  an  integrated  or 
conversion  transaction,  or  investors  whose  "functional  currency"  is  not  the  U.S.  dollar.  Furthermore,  it 
does  not  address  alternative  minimum  tax  consequences,  or  the  indirect  effects  on  investors  of  equity 
interests  in  either  a  U.S.  Holder  (as  defined  below)  or  a  Non-U.S.  Holder.  In  addition,  this  summary  is 
generally  limited  to  investors  that  will  hold  their  Notes  as  "capital  assets"  within  the  meaning  of  Section 
1221  of  the  Code.  Investors  should  consult  their  own  tax  advisors  to  determine  the  United  States  federal, 
state,  local,  and  other  tax  consequences  of  the  purchase,  ownership,  and  disposition  of  the  Notes. 

As  used  herein,  "U.S.  Holder"  or  means  a  beneficial  holder  of  a  Note  that  is  an  individual  citizen 
or  resident  of  the  United  States  for  United  States  federal  income  tax  purposes,  a  corporation  or  other 
entity  taxable  as  a  corporation  created  or  organized  in  or  under  the  laws  of  the  United  States  or  any  state 
thereof  (including  the  District  of  Columbia),  an  estate  the  income  of  which  is  subject  to  United  States 
federal  income  taxation  regardless  of  its  source,  or  a  trust  for  which  a  court  within  the  United  States  is 
able  to  exercise  primary  supervision  over  its  administration  and  for  which  one  or  more  United  States 
persons  (as  defined  in  the  Code)  have  the  authority  to  control  all  of  its  substantial  decisions  or  a  trust  that 
has  made  a  valid  election  under  U.S.  Treasury  Regulations  to  be  treated  as  a  domestic  trust.  "Non-U.S. 
Holder"  means  any  holder  (or  beneficial  holder)  of  a  Note  that  is  not  a  U.S.  Holder.  If  a  partnership  holds 
Notes,  the  tax  treatment  of  a  partner  will  generally  depend  upon  the  status  of  the  partner  and  upon  the 
activities  of  the  partnership.  Partners  of  partnerships  holding  Notes  should  consult  their  own  tax  advisors. 


170 


PSI-M&T  Bank-02-0191 


Footnote  Exhibits  -  Page  1889 


U.S.  Federal  Income  Tax  Consequences  to  the  Issuer 

Upon  the  issuance  of  the  Notes,  Allen  &  Overy  LLP,  special  U.S.  tax  counsel  to  the  Issuer,  will 
deliver  an  opinion  generally  to  the  effect  that  under  current  law,  and  assuming  compliance  with  the 
Indenture  (and  certain  other  documents)  and  based  on  certain  factual  representations  made  by  the  Issuer 
and  the  Collateral  Manager,  although  the  matter  is  not  free  from  doubt,  the  Issuer  will  not  be  engaged  in 
the  conduct  of  a  trade  or  business  in  the  United  States.  Accordingly,  the  Issuer  does  not  expect  to  be 
subject  to  net  income  taxation  in  the  United  States.  Prospective  investors  should  be  aware  that  opinions 
of  counsel  are  not  binding  on  the  IRS  and  there  can  be  no  absolute  assurance  that  the  IRS  will  not  seek 
to  treat  the  Issuer  as  engaged  in  a  U.S.  trade  or  business.  If  the  IRS  were  to  successfully  characterize 
the  Issuer  as  engaged  in  such  a  trade  or  business,  among  other  consequences,  the  Issuer  would  be 
subject  to  net  income  taxation  in  the  United  States  (as  well  as  the  branch  profits  tax)  on  its  income.  The 
levying  of  such  taxes  would  materially  affect  the  Issuer's  financial  ability  to  pay  principal  and  interest  on 
the  Notes. 

The  Issuer  intends  to  acquire  the  Underlying  Assets,  the  interest  on  which,  and  any  gain  from  the 
Disposition  thereof,  is  expected  not  to  be  subject  to  United  States  federal  withholding  tax  or  withholding 
tax  imposed  by  other  countries  (unless  subject  to  being  "grossed  up").  The  Issuer  will  not,  however, 
make  any  independent  investigation  of  the  circumstances  surrounding  the  issuance  of  the  individual 
assets  comprising  the  Underlying  Assets  and,  thus,  there  can  be  no  absolute  assurance  that  in  every 
case,  payments  will  be  received  free  of  withholding  tax.  If  the  Issuer  is  a  CFC  (defined  below),  the  Issuer 
would  incur  United  States  withholding  tax  on  interest  received  from  a  related  United  States  person. 

In  addition,  it  is  not  expected  that  the  Issuer  will  derive  material  amounts  of  any  other  items  of 
income  that  will  be  subject  to  United  States  withholding  taxes. 

If  withholding  or  deduction  of  any  taxes  from  payments  is  required  by  law  in  any  jurisdiction,  the 
Issuer  shall  be  under  no  obligation  to  make  any  additional  payments  to  any  holder  in  respect  of  such 
withholding  or  deduction. 

Notwithstanding  the  foregoing,  any  commitment  fee,  facility  fee  and  similar  fee  that  the  Issuer 
earns  may  be  subject  to  a  30%  withholding  tax  and  any  lending  fees  received  under  a  securities  lending 
agreement  may  also  be  subject  to  withholding  tax. 

Classification  of  the  Notes 

The  Issuer  has  agreed  and,  by  its  acceptance  of  a  Note,  each  Noteholder  will  be  deemed  to  have 
agreed,  to  treat  each  of  the  Notes  as  debt  of  the  Issuer  for  United  States  federal  income  tax  purposes, 
unless  required  by  law.  Upon  the  issuance  of  the  Notes,  Allen  &  Overy  LLP  will  deliver  an  opinion 
generally  to  the  effect  that  assuming  compliance  with  the  Indenture  (and  certain  other  documents)  and 
based  on  certain  factual  representations  made  by  the  Issuer  and  the  Initial  Purchaser,  the  Notes,  when 
issued,  will  be  characterized  as  debt  of  the  Issuer  for  United  States  federal  income  tax  purposes. 
Prospective  investors  should  be  aware  that  opinions  of  counsel  are  not  binding  on  the  IRS,  and  there  can 
be  no  assurance  that  the  IRS  will  not  seek  to  characterize  any  Class  of  Notes  as  other  than 
indebtedness.  Except  as  provided  under  "—Alternative  Characterization  of  the  Notes,"  below,  the 
balance  of  this  discussion  assumes  that  the  Notes  will  be  characterized  as  debt  of  the  Issuer  for  United 
States  federal  income  tax  purposes  unless  required  by  law. 

For  United  States  federal  income  tax  purposes,  the  Issuer,  and  not  the  Co-Issuer,  will  be  treated 
as  the  issuer  of  the  Notes. 
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Payments  of  Interest  on  the  Notes. 

Generally,  stated  interest  on  a  Note  that  is  considered  "unconditionally  payable"  (as  described 
below)  will  be  ordinary  income  taxable  to  a  U.S.  Holder  when  received  or  accrued  in  accordance  with 
such  U.S.  Holder's  method  of  accounting  for  U.S.  federal  income  tax  purposes.  Such  interest  income  will 
be  treated  as  foreign  source  income  for  foreign  tax  credit  purposes.  If  the  "stated  redemption  price  at 
maturity"  ("SRPM")  of  a  Note  exceeds  the  "issue  price"  of  such  Note  by  more  than  a  "de  minimis  amount," 
then  the  excess  of  SRPM  over  the  issue  price  may  constitute  original  issue  discount  ("OID").  The  SRPM 
of  a  debt  instrument  is  generally  the  sum  of  all  payments  provided  by  the  debt  instrument  other  than 
"qualified  stated  interest"  payments.  The  issue  price  is  the  first  price  at  which  a  substantial  amount  of  a 
debt  instrument  is  sold  to  the  public.  The  de  minimis  amount  is  any  amount  less  than  one-fourth  of  one 
percent  of  a  debt  instrument's  SRPM  multiplied  by  the  number  of  complete  years  to  maturity.  Qualified 
stated  interest  is  generally  interest  paid  on  a  debt  instrument  that  is  unconditionally  payable  at  least 
annually  at  a  single  fixed  rate. 

The  Treasury  Regulations  provide  that,  for  purposes  of  determining  whether  a  debt  instrument  is 
issued  with  OID,  stated  interest  must  be  included  in  the  SRPM  of  the  debt  instrument  if  such  interest  is 
not  "unconditionally  payable."  Interest  is  considered  "unconditionally  payable"  if  reasonable  legal 
remedies  exist  to  compel  timely  payment  or  terms  and  conditions  of  the  debt  instrument  make  the 
likelihood  of  late  payment  (other  than  late  payment  that  occurs  within  a  reasonable  grace  period)  or  non- 
payment (ignoring  the  possibility  of  non-payment  due  to  default,  insolvency  or  similar  circumstances)  a 
remote  contingency.  The  Issuer  intends,  pursuant  to  its  interpretation  of  the  foregoing  rules,  to  take  the 
position  that  payments  of  interest  on  the  Class  A-1  Notes,  Class  A-2  Notes  and  Class  B  Notes  are 
considered  unconditionally  payable,  and  thus  not  included  in  the  SRPM  of  such  Class  A-1  Notes,  Class 
A-2  Notes  and  Class  B  Notes  and  should  be  treated  as  "qualified  stated  interest".  Because  the  interest 
payments  on  the  Class  C  Notes,  Class  D  Notes  and  Class  E  Notes  are  subject  to  deferral  (and  the 
possibility  of  such  deferral  may  not  be  remote  within  the  meaning  of  the  Treasury  Regulations),  the  Issuer 
intends  to  take  the  position  that  all  interest  (including  interest  on  accrued  but  unpaid  interest)  payable  on 
the  Class  C  Notes,  Class  D  Notes  and  Class  E  Notes  should  be  included  in  the  SRPM  and  should  be 
treated  as  issued  with  OID.  However,  because  there  is  no  authority  addressing  when  the  likelihood  of  a 
contingency  such  as  the  deferral  of  interest  should  be  considered  not  "remote",  there  can  be  no 
assurance  the  IRS  will  agree  with  this  position. 

The  U.S.  federal  income  tax  treatment  of  the  Class  C  Notes,  the  Class  D  Notes  and  the  Class  E 
Notes  under  the  OID  rules  is  uncertain.  If  the  Class  C  Notes,  the  Class  D  Notes  and  the  Class  E  Notes 
are  issued  at  an  issue  price  equal  to  their  principal  amount,  the  Issuer  intends  not  to  calculate  OID  under 
the  PAC  Method  referred  to  beiow,  and  instead  to  take  the  position  that  the  amount  of  OID  that  accrued 
on  such  Class  C  Notes,  Class  D  Notes  and  Class  E  Notes  in  each  accrual  period  is  equal  to  the  amount 
of  interest  (including  any  Deferred  Interest  with  respect  to  the  Class  C  Notes,  the  Class  D  Notes  and  the 
Class  E  Notes)  that  accrues  on  such  Class  C  Notes,  Class  D  Notes  and  Class  E  Notes  during  such 
period.  Unless  the  Class  C  Notes,  the  Class  D  Notes  and  the  Class  E  Notes  are  issued  at  an  issue  price 
equal  to  their  principal  amount,  in  including  stated  interest  in  the  SRPM  of  the  Class  C  Notes,  the  Class  D 
Notes  and  the  Class  E  Notes,  the  Issuer  intends,  absent  definitive  guidance,  to  treat  the  Class  C  Notes, 
the  Class  D  Notes  and  the  Class  E  Notes  as  subject  to  an  income  accrual  method  analogous  to  the 
methods  applicable  to  debt  instruments  having  payments  that  are  contingent  as  to  amount  but  not  as  to 
time  and  debt  instruments  whose  payments  are  subject  to  acceleration  (prescribed  by  section  1272(a)(6) 
of  the  Code)  using  an.assumption  as  to  the  expected  prepayments  on  the  Class  C  Notes,  the  Class  D 
Notes  and  the  Class  E  Notes  (the  "PAC  Method").  As  such,  accruals  of  any  such  additional  OID  will 
generally  be  based  upon  the  weighted  average  life  of  such  Class  C  Notes,  Class  D  Notes  and  Class  E 
Notes  rather  than  the  stated  maturity.     Prospective  investors  should  consult  their  own  tax  advisors 
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regarding  the  application  of  the  OID  rules  to  the  Class  C  Notes,  the  Class  D  Notes  and  the  Class  E  Notes 
and  the  tax  characterization  and  treatment  of  payments  on  such  Notes. 

Sale,  Exchange  or  Retirement  of  the  Notes. 

A  U.S.  Holder's  tax  basis  in  a  Note  will  generally  equal  its  cost,  plus  any  accrued  OID,  reduced  by 
the  amount  of  any  payments  received  by  the  U.S.  Holder  with  respect  to  a  Note  that  are  not  qualified 
stated  interest  payments  as  described  above.  A  U.S.  Holder  will  generally  recognize  gain  or  loss  on  the 
sale,  exchange  or  retirement  of  a  Note  equal  to  the  difference  between  the  amount  realized  and  the  tax 
basis  of  the  Note.  That  gain  or  loss  will  be  a  capital  gain  or  loss  and  generally  will  be  treated  as  from 
sources  within  the  United  States.  Prospective  investors  should  consult  their  own  tax  advisors  with 
respect  to  the  treatment  of  capital  gains  (which  may  be  taxed  at  lower  rates  than  ordinary  income  for 
taxpayers  that  are  individuals,  trusts  or  estates  and  that  held  a  Senior  Debt  Note  for  more  than  one  year) 
and  capital  losses  (the  deductibility  of  which  is  subject  to  limitations). 

If  any  Class  of  Notes  were  considered  "contingent  payment  debt  instruments"  ("CPDIs")  within 
the  meaning  of  Treasury  Regulation  section  1 .1275-4,  then,  among  other  consequences,  gain  on  the  sale 
of  such  Notes  that  might  otherwise  be  capital  gain  would  be  ordinary  income.  Although  the  Issuer  does 
not  intend  to  treat  the  Notes  as  CPDIs,  prospective  investors  should  consult  their  own  tax  advisors 
regarding  the  possible  characterization  of  the  Notes  as  CPDIs. 

Alternative  Characterization  of  the  Notes 

Notwithstanding  tax  counsel's  opinion,  U.S.  Holders  should  recognize  that  there  is  some 
uncertainty  regarding  the  appropriate  classification  of  instruments  such  as  the  Notes.  It  is  possible,  for 
example,  that  the  IRS  may  contend  that  a  Class  of  the  Notes  should  be  treated  as  equity  interests  (or  as 
part-debt,  part-equity)  in  the  Issuer.  Such  a  recharacterization  might  result  in  materially  adverse  tax 
consequences  to  U.S.  Holders. 

If  U.S.  Holders  of  a  Class  of  Notes  were  treated  as  owning  equity  interests  in  the  Issuer,  interest 
payments  would  be  treated  as  dividends  (to  the  extent  of  current  and  accumulated  earnings).  Further, 
while  not  certain,  interest  on  the  Notes  might  accrue  (as  dividends)  prior  to  payment  in  a  manner  akin  to 
the  accrual  of  OID.  No  dividends  received  deduction  would  apply  to  any  of  those  dividends. 

Further,  the  Issuer  is  a  passive  foreign  investment  company,  or  PFIC.  If  U.S.  Holders  were 
treated  as  owning  equity  interests  in  the  Issuer,  U.S.  Holders  generally  will  be  considered  United  States 
shareholders  in  a  PFIC.  Under  the  rules  relating  to  PFICs,  a  United  States  shareholder  of  a  PFIC  that 
receives  an  "excess  distribution"  must  allocate  the  excess  distribution  ratably  to  each  day  in  the 
taxpayer's  holding  period  for  such  equity,  and  must  pay  a  deemed  deferred  tax  amount  with  respect  to 
each  prior  year  in  the  taxpayer's  holding  period.  The  total  excess  distribution  for  any  taxable  year  is  the 
excess  of  (a)  the  total  distributions  for  the  year  over  (b)  125  percent  of  the  average  amount  received  in 
respect  of  such  stock  by  the  taxpayer  during  the  three  preceding  years  (or,  if  shorter,  the  U.S.  Holder's 
holding  period  for  such  equity).  In  addition,  any  gain  on  the  disposition  of  such  equity  in  a  PFIC  would  be 
treated  as  though  it  were  an  excess  distribution.  The  deferred  tax  amount  is  equal  to  the  sum  of  (a)  the 
aggregate  increases  in  taxes  (computed  at  the  maximum  marginal  rate)  for  each  year  in  the  taxpayer's 
holding  period  before  the  current  year  that  would  result  from  allocating  the  excess  distributions  back  over 
the  taxpayer's  holding  period  ratably  and  (b)  interest  on  those  increases. 

In  order  to  avoid  the  application  of  the  PFIC  rules,  each  U.S.  Holder  should  consider  making  (and 
consult  with  its  tax  advisors  regarding  the  effectiveness  and  usefulness  of  making)  a  qualified  electing 
fund  election  (the  "QEF  election")  provided  in  Section  1295  of  the  Code  on  a  "protective"  basis  (although 
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such  protective  election  may  not  be  respected  by  the  IRS  because  current  regulations  do  not  specifically 
authorize  that  particular  election).  In  general,  a  QEF  election  should  be  made  on  or  before  the  due  date 
for  filing  a  U.S.  Holder's  federal  income  tax  return  for  the  first  taxable  year  for  which  it  held  a  Note.  In  lieu 
of  the  PFIC  rules  discussed  above,  a  U.S.  Holder  that  makes  a  valid  QEF  election  with  respect  to  a  Note 
that  is  recharacterized  as  an  equity  interest  in  the  Issuer  will,  in  very  general  terms,  be  required  to  include 
its  pro  rata  share  of  the  Issuer's  ordinary  income  and  net  capital  gains  (unreduced  by  any  prior  year 
losses)  in  income  as  ordinary  income  and  long-term  capital  gain,  respectively,  for  each  taxable  year  and 
pay  tax  thereon  (even  if  the  amount  of  that  income  is  not  the  same  as  the  interest  payment,  if  any,  made 
or  OID,  if  any  accruing,  on  the  Note  during  that  period).  In  general,  however,  payments  of  interest  on  the 
Note  that  reflect  income  on  which  the  U.S.  Holder  has  already  paid  taxes  under  the  QEF  election,  will  not 
be  further  taxable  to  the  U.S.  Holder.  While  there  can  be  no  assurance  that  the  IRS  would  respect  the 
following  allocation,  the  Issuer  intends  to  allocate  such  ordinary  income  and  net  capital  gains  in  a  manner 
designed  to  cause  any  Class  of  Notes  that  is  recharacterized  as  equity  in  the  Issuer  to  have 
approximately  the  same  amount  of  income  as  would  have  accrued  on  that  Class  had  it  been  respected  as 
debt. 

In  the  event  that  any  Class  of  Notes  is  recharacterized  as  voting  equity  in  the  Issuer  and  certain 
other  conditions  are  met,  the  Issuer  may  be  classified  as  a  controlled  foreign  corporation  (a  "CFC")  with 
respect  to  U.S.  Holders  that  own  at  least  10%  of  the  Issuer's  voting  equity.  In  such  event,  Noteholders 
would,  in  general,  be  taxed  in  a  similar  manner  as  if  they  had  made  the  QEF  election  described  above 
(although  some  income  that  would  otherwise  be  capital,  may  be  ordinary). 

Information  Reporting  Requirements 

Under  United  States  federal  income  tax  law  and  regulations,  certain  categories  of  U.S.  Holders 
must  file  information  returns  with  respect  to  their  investment  in,  or  involvement  in,  a  foreign  corporation. 
These  reporting  requirements  apply  to  both  taxable  and  tax-exempt  U.S.  Holders.  Penalties  for  failure  to 
file  certain  of  these  information  returns  are  severe.  Purchasers  of  the  Notes  should  consult  with  their  own 
tax  advisors  regarding  the  necessity  of  filing  information  returns. 

If  requested  by  the  Issuer,  each  holder  will  be  required  to  provide  the  Issuer  with  the  name  and 
status  of  each  beneficial  owner  of  a  Note  that  is  a  U.S.  Holder. 

Non-U.S.  Holders 

Assuming  that  (i)  the  Notes  are  treated  as  debt  of  a  non-United  States  corporation  or  (ii)  if  the 
Notes  are  treated  as  equity  in  a  non-United  States  corporation,  that  such  corporation  is  not  engaged  in  a 
U.S.  trade  or  business,  a  Non-U.S.  Holder  of  a  Note  that  has  no  connection  with  the  United  States  and  is 
not  related,  directly  or  indirectly,  with  the  Issuer  or  the  holders  of  the  Issuer's  equity  or  the  Preferred 
Shares,  will  not  be  subject  to  U.S.  withholding  tax  on  interest  payments.  Non-U.S.  Holders  may  be 
required  to  make  certain  tax  representations  regarding  the  identity  of  the  beneficial  owner  of  the  Notes  in 
order  to  receive  payments  free  of  withholding. 

Backup  Withholding  and  Information  Reporting 

Backup  withholding  and  information  reporting  requirements  may  apply  to  certain  payments  on  the 
Notes  (including  OID,  if  any)  and  proceeds  of  the  sale,  exchange,  redemption  or  other  disposition  of  the 
Notes  to  U.S.  Holders.  The  Issuer,  its  agent,  a  broker,  or  any  paying  agent,  as  the  case  may  be,  may  be 
required  to  withhold  tax  from  any  payment  that  is  subject  to  backup  withholding  if  the  U.S.  Holder  fails  to 
furnish  the  U.S.  Holder's  taxpayer  identification  number  (typically  by  providing  a  completed  and  executed 
IRS  Form  W-9),  to  certify  that  such  U.S.  Holder  is  not  subject  to  backup  withholding,  or  to  otherwise 
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comply  with  the  applicable  requirements  of  the  backup  withholding  rules.  Certain  U.S.  Holders  (including, 
among  others,  corporations)  are  not  subject  to  trie  backup  withholding  and  information  reporting 
requirements.  Non-U.S.  Holders  may  be  required  to  comply  with  applicable  certification  procedures  to 
establish  that  they  are  not  U.S.  Holders  in  order  to  avoid  the  application  of  such  information  reporting 
requirements  and  backup  withholding.  Backup  withholding  is  not  an  additional  tax.  Any  amounts  withheld 
under  the  backup  withholding  rules  from  a  payment  to  a  holder  generally  may  be  claimed  as  a  credit 
against  such  holder's  U.S.  federal  income  tax  liability,  provided  that  the  required  information  is  timely 
furnished  to  the  IRS.  Prospective  investors  in  the  Notes  should  consult  their  own  tax  advisers  as  to  their 
qualification  for  exemption  from  backup  withholding  and  the  procedure  for  obtaining  an  exemption. 

IRS  Disclosure  Reporting  Requirements 

Recently  promulgated  U.S.  Treasury  Regulations  (the  "Disclosure  Regulations")  meant  to 
require  the  reporting  of  certain  tax  shelter  transactions  ("Reportable  Transactions")  could  be  interpreted 
to  cover  transactions  generally  not  regarded  as  tax  shelters.  Under  the  Disclosure  Regulations  it  may  be 
possible  that  certain  transactions  with  respect  to  the  Notes  may  be  characterized  as  Reportable 
Transactions  requiring  a  holder  to  disclose  such  transaction,  such  as  a  sale,  exchange,  retirement  or 
other  taxable  disposition  of  a  Note  that  results  in  a  loss  that  exceeds  certain  thresholds  and  other 
specified  conditions  are  met.  Prospective  investors  in  the  Notes  should  consult  with  their  own  tax  advisers 
to  determine  the  tax  return  obligations,  if  any,  with  respect  to  an  investment  in  the  Notes,  including  any 
requirement  to  file  IRS  Form  8886  (Reportable  Transaction  Statement). 

THE  U.S.  FEDERAL  INCOME  TAX  DISCUSSION  SET  FORTH  ABOVE  IS  INCLUDED  FOR 
GENERAL  INFORMATION  ONLY  AND  MAY  NOT  BE  APPLICABLE  DEPENDING  UPON  A 
NOTEHOLDER'S  PARTICULAR  SITUATION.  PROSPECTIVE  INVESTORS  IN  THE  NOTES  SHOULD 
CONSULT  THEIR  OWN  TAX  ADVISORS  WITH  RESPECT  TO  THE  TAX  CONSEQUENCES  TO  THEM 
OF  THE  PURCHASE,  OWNERSHIP  AND  DISPOSITION  OF  THE  NOTES,  INCLUDING  THE  TAX 
CONSEQUENCES  UNDER  STATE,  LOCAL,  NON-U.S.  AND  OTHER  TAX  LAWS  AND  THE  POSSIBLE 
EFFECTS  OF  CHANGES  IN  U.S.  FEDERAL  OR  OTHER  TAX  LAWS. 

Cayman  Islands  Tax  Considerations 

The  following  discussion  of  certain  Cayman  Islands  income  tax  consequences  of  an  investment  in 
the  Notes  is  based  on  the  advice  of  Maples  &  Calder  as  to  Cayman  Islands  law.  The  discussion  is  a 
general  summary  of  present  law,  which  is  subject  to  prospective  and  retroactive  change.  It  assumes  that 
the  Issuer  will  conduct  its  affairs  in  accordance  with  assumptions  made  by,  and  representations  made  to, 
counsel.  It  is  not  intended  as  tax  advice,  does  not  consider  any  investor's  particular  circumstances,  and 
does  not  consider  tax  consequences  other  than  those  arising  under  Cayman  Islands  law. 

Under  existing  Cayman  Islands  laws: 

(a)  payments  of  principal  and  interest  in  respect  of  the  Notes  will  not  be  subject  to  taxation  in 
the  Cayman  Islands  and  no  withholding  will  be  required  on  such  payments  to  any  Holder 
of  a  Note  and  gains  derived  from  the  sale  of  Notes  will  not  be  subject  to  Cayman  Islands 
income  or  corporation  tax.  The  Cayman  Islands  currently  have  no  income,  corporation  or 
capital  gains  tax  and  no  estate  duty,  inheritance  tax  or  gift  tax;  and 

(b)  the  Holder  of  any  Note  (or  the  legal  personal  representative  of  such  Holder)  whose  Note 
is  brought  into  the  Cayman  Islands  may  in  certain  circumstances  be  liable  to  pay  stamp 
duty  imposed  under  the  laws  of  the  Cayman  Islands  in  respect  of  such  Note. 
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The  Issuer  has  been  incorporated  under  the  laws  of  the  Cayman  Islands  as  an  exempted 
company  with  limited  liability  and,  as  such,  has  applied  for  and  obtained  an  undertaking  from  the 
Governor  In  Cabinet  of  the  Cayman  Islands  substantially  in  the  following  form: 

"The  Tax  Concessions  Law 

(1999  Revision) 

Undertaking  as  to  Tax  Concessions 

In  accordance  with  Section  6  of  the  Tax  Concessions  Law  (1999  Revision)  the  Governor  in 
Cabinet  undertakes  with  Gemstone  CDO  VII  Ltd.  (the  "Company"): 

(a)  that  no  law  which  is  hereafter  enacted  in  the  Islands  imposing  any  tax  to  be  levied  on 
profits,  income,  gains  or  appreciations  shall  apply  to  the  Company  or  its  operations;  and 

(b)  in  addition,  that  no  tax  to  be  levied  on  profits,  income,  gains  or  appreciations  or  which  is 
in  the  nature  of  estate  duty  or  inheritance  tax  shall  be  payable: 

(i)  on  or  in  respect  of  the  shares,  debentures  or  other  obligations  of  the  Company; 


or 


(ii)         by  way  of  the  withholding  in  whole  or  in  part  of  any  relevant  payment  as  defined 
in  Section  6(3)  of  the  Tax  Concessions  Law  (1 999  Revision). 

These  concessions  shall  be  for  a  period  of  twenty  years  from  the  [  ]  day  of  [  ],  2007. 

Governor  in  Cabinet" 
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ERISA  CONSIDERATIONS 

The  U.S.  Employee  Retirement  Income  Security  Act  of  1974,  as  amended  ("ERISA"),  imposes 
certain  duties  on  persons  who  are  fiduciaries  of  employee  benefit  plans  (as  defined  in  Section  3(3)  of 
ERISA)  subject  to  Title  I  of  ERISA  ("ERISA  Plans")  and  of  entities  whose  underlying  assets  include 
assets  of  ERISA  Plans  by  reason  of  an  ERISA  Plan's  investment  in  such  entities.  These  duties  include 
investment  prudence  and  diversification  and  the  requirement  that  an  ERISA  Plan's  investments  be  made 
in  accordance  with  the  documents  governing  the  ERISA  Plan.  The  prudence  of  a  particular  investment 
must  be  determined  by  the  responsible  fiduciary  of  an  ERISA  Plan  by  taking  into  account  the  ERISA 
Plan's  particular  circumstances  and  liquidity  needs  and  all  of  the  facts  and  circumstances  of  the 
investment,  including  the  availability  of  a  public  market  for  the  investment.  In  addition,  certain  U.S. 
federal,  state  and  local  laws  impose  similar  duties  on  fiduciaries  of  governmental  and/or  church  plans 
which  are  not  subject  to  ERISA. 

Any  fiduciary  of  an  ERISA  Plan,  of  an  entity  whose  underlying  assets  include  assets  of  ERISA 
Plans  by  reason  of  an  ERISA  Plan's  investment  in  such  entity,  or  of  a  governmental  or  church  plan  which 
is  subject  to  fiduciary  standards  similar  to  those  of  ERISA  ("Plan  Fiduciary"),  who  proposes  to  cause 
such  a  plan  or  entity  to  purchase  Notes  should  determine  whether,  under  the  general  fiduciary  standards 
of  ERISA  or  other  applicable  law,  an  investment  in  the  Notes  is  appropriate  for  such  plan  or  entity.  In 
determining  whether  a  particular  investment  is  appropriate  for  an  ERISA  Plan,  U.S.  Department  of  Labor 
regulations  provide  that  the  fiduciaries  of  an  ERISA  Plan  must  give  appropriate  consideration  to,  among 
other  things,  the  role  that  the  investment  plays  in  the  ERISA  Plan's  portfolio,  taking  into  consideration 
whether  the  investment  is  designed  reasonably  to  further  the  ERISA  Plan's  purposes,  an  examination  of 
the  risk  and  return  factors,  the  portfolio's  composition  with  regard  to  diversification,  the  liquidity  and 
current  return  of  the  total  portfolio  relative  to  the  anticipated  cash  flow  needs  of  the  ERISA  Plan  and  the 
projected  return  of  the  total  portfolio  relative  to  the  ERISA  Plan's  funding  objectives.  Before  investing  the 
assets  of  an  ERISA  Plan  in  Notes,  a  Plan  Fiduciary  should  determine  whether  such  an  investment  is 
consistent  with  the  foregoing  regulations  and  its  fiduciary  responsibilities,  including  any  specific 
restrictions  to  which  such  fiduciary  may  be  subject. 

Section  406(a)  of  ERISA  and/or  Section  4975  of  the  U.S.  Internal  Revenue  Code  of  1986,  as 
amended  (the  "Code"),  prohibit  certain  transactions  involving  the  assets  of  ERISA  Plans  or  plans 
described  in  Section  4975(e)(1)  and  subject  to  Section  4975  of  the  Code  (together  with  ERISA  Plans, 
"Plans")  and  certain  persons  (referred  to  as  "parties  in  interesr  in. ERISA  and  as  "disqualified  persons" 
in  Section  4975  of  the  Code)  (collectively,  "Parties  in  Interesr)  having  certain  relationships  to  such  Plans 
and  entities.  A  Party  in  Interest  who  engages  in  a  non-exempt  prohibited  transaction  may  be  subject  to 
non-deductible  excise  taxes  and  other  penalties  and  liabilities  under  ERISA  and/or  the  Code. 

Each  of  the  Issuer,  the  Co-Issuer,  the  Initial  Purchaser  and  the  Collateral  Manager,  as  a  result  of 
their  own  activities  or  because  of  the  activities  of  an  Affiliate,  may  be  considered  a  Party  in  Interest  with 
respect  to  Plans.  Accordingly,  prohibited  transactions  (within  the  meaning  of  Section  406  of  ERISA  and 
Section  4975  of  the  Code)  may  arise  if  Notes  are  acquired  by  a  Plan  with  respect  to  which  any  of  the 
Issuer,  the  Co-Issuer,  the  Initial  Purchaser,  the  Collateral  Manager,  the  obligors  on  the  Underlying  Assets 
or  any  of  their  respective  Affiliates  is  a  Party  in  Interest.  In  addition,  if  a  Party  in  Interest  with  respect  to  a 
Plan  owns  or  acquires  a  beneficial  interest  in  the  Issuer  or  the  Co-Issuer,  the  acquisition  or  holding  of 
Notes  by  or  on  behalf  of  the  Plan  could  be  considered  to  constitute  an  indirect  prohibited  transaction. 
Moreover,  the  acquisition  or  holding  of  Notes  or  other  indebtedness  issued  by  the  Issuer  or  the  Co-Issuer 
by  or  on  behalf  of  a  Party  in  Interest  with  respect  to  a  Plan  which  owns  or  acquires  a  beneficial  interest  in 
the  Issuer  or  the  Co-Issuer,  as  the  case  may  be,  also  could  give  rise  to  an  indirect  prohibited  transaction. 
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Certain  exemptions  from  the  prohibited  transaction  rules  could  be  applicable,  however,  depending  in  part 
upon  the  type  of  Plan  Fiduciary  making  the  decision  to  acquire  a  Note  and  the  circumstances  under  which 
such  decision  is  made.  Included  among  these  exemptions  are  U.S.  Department  of  Labor  ("DOL")  PTE  96- 
23,  regarding  investments  by  certain  "in-house  asset  managers";  PTE  95-60,  regarding  investments  by 
insurance  company  general  accounts;  PTE  90-1,  regarding  investments  by  insurance  company  pooled 
separate  accounts;  PTE  91-38,  regarding  investments  by  bank  collective  investment  funds;  and  PTE  84- 
14,  regarding  transactions  effected  by  "qualified  professional  asset  managers."  Even  if  the  conditions 
specified  in  one  or  more  of  these  exemptions  are  met,  the  scope  of  the  relief  provided  by  these 
exemptions  might  or  might  not  cover  all  acts  which  might  be  construed  as  prohibited  transactions.  If  a 
purchase  of  Notes  were  to  constitute  or  result  in  a  non-exempt  prohibited  transaction,  the  purchase  might 
have  to  be  rescinded. 

In  addition,  recently  enacted  legislation  (the  "Pension  Protection  Act  of  2006")  provides  a 
statutory  exemption  for  prohibited  transactions  between  a  plan  and  a  Person  that  is  a  party  in  interest 
(other  than  a  fiduciary  or  an  affiliate  that,  directly  or  indirectly,  has  or  exercises  discretionary  authority  or 
control  or  renders  investment  advice  with  respect  to  the  assets  involved  in  the  transaction)  solely  by 
reason  of  providing  services  to  the  plan,  provided  that  there  is  adequate  consideration  for  the  transaction. 
Prospective  investors  should  consult  with  their  advisors  regarding  the  application  of  this  statutory 
exemption.  Governmental  plans  and  certain  church  plans.while  not  subject  to  the  fiduciary  responsibility 
provisions  of  ERISA  or  the  provisions  of  Section  4975  of  the  Code,  may  nevertheless  be  subject  to  local, 
state  or  other  Federal  laws  that  are  similar  to  the  foregoing  provisions  of  ERISA  and  the  Code. 

The  DOL,  the  government  agency  primarily  responsible  for  administering  the  ERISA  fiduciary 
rules  and  the  prohibited  transaction  rules  under  ERISA  and  Section  4975  of  the  Code,  has  issued  a 
regulation  (the  "Plan  Asset  Regulation")  which,  under  specified  circumstances,  requires  Plan  fiduciaries, 
and  entities  with  certain  specified  relationships  to  a  Plan,  to  "look  through"  investment  vehicles  (such  as 
the  Issuer)  and  treat  as  an  "asset"  of  the  Plan  each  underlying  investment  made  by  such  investment 
vehicle.  The  Plan  Asset  Regulation  provides,  however,  that  if  equity  participation  in  any  entity  by  oenent 
PlanTnvestors"  is  not  significant,  then  the  "look-through"  rule  will  not  apply  to  such  entity.  The  term 
"Benefit  Plan  Investors"  is  defined  in  the  Plan  Asset  Regulation,  as  modified  by  Section  3(42)  of  ERISA, 
to  include  (i)  any  employee  benefit  plan  (as  defined  in  Section  3(3)  of  ERISA)  that  is  subject  to  Title  I  of 
ERISA,  (ii)  any  plan  described  in  Section  4975(e)(1)  of  the  Code  that  is  subject  to  Section  4975  of  the 
Code,  and  (iii)  any  entity  whose  underlying  assets  include  "plan  assets"  by  reason  of  any  such  employee 
benefit  plan's  or  plan's  investment  in  the  entity.  Equity  participation  by  Benefit  Plan  Investors  in  an  entity 
is  significant  if,  immediately  after  the  most  recent  acquisition  of  any  equity  interest  in  the  entity,  25%  or 
more  of  the  value  of  any  class  of  equity  interests  in  the  entity  (excluding  the  value  of  any  interests  held  by 
certain  persons,  other  than  Benefit  Plan  Investors,  exercising  control  over  the  assets  of  the  entity  or 
providing  investment  advice  to  the  entity  for  a  fee  (such  as  the  Collateral  Manager)  or  any  Affiliates  of 
such  persons  (any  such  person,  a  "Controlling  Person"))  is  held  by  Benefit  Plan  Investors  (the  "25% 
Threshold"). 

There  is  little  pertinent  authority  in  this  area  and  securities  may  change  character  from  debt  to 
equity  over  time  due  to  changing  circumstances.  Fiduciaries  of  Plans  considering  the  purchase  of  Notes 
should  consult  their  counsel  in  this  regard.  However,  it  is  not  anticipated  that  the  Class  A  Notes,  the 
Class  B  Notes  or  the  Class  C  Notes  will  constitute  "equity  interests"  in  the  Issuers.  Based  primarily  on  the 
unconditional  obligation  of  the  Issuers  to  pay  interest  and  to  repay  principal  by  a  fixed  maturity  date  and 
the  creditors'  remedies  available  to  holders  of  the  Class  D  Notes  and  the  Class  E  Notes,  it  is  anticipated 
that  the  Class  D  Notes  and  the  Class  E  Notes  will  not  constitute  "equity  interests"  in  the  Issuers,  despite 
their  subordinated  position  in  the  capital  structure  of  the  Issuers.  No  measures  will  be  taken  to  restrict 
investment  in  the  Class  D  Notes  or  the  Class  E  Notes  by  Benefit  Plan  Investors. 
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The  sale  of  any  Note  to  a  Plan  is  in  no  respect  a  representation  by  the  Issuer,  the  Initial 
Purchaser,  the  Collateral  Manager  or  any  of  their  Affiliates  that  such  an  investment  meets  all  relevant 
legal  requirements  with  respect  to  investments  by  Plans  generally  or  any  particular  Plan,  or  that  such  an 
investment  is  appropriate  for  a  Plan  generally  or  any  particular  Plan. 

EACH  ORIGINAL  PURCHASER  AND  TRANSFEREE  WILL  BE  DEEMED  TO  REPRESENT  AND 
WARRANT)  THAT  EITHER  (A)  IT  IS  NOT  A  PLAN,  OR  A  GOVERNMENTAL  OR  CHURCH  PLAN 
WHICH  IS  SUBJECT  TO  ANY  FEDERAL,  STATE  OR  LOCAL  LAW  THAT  IS  SIMILAR  TO  THE 
PROHIBITED  TRANSACTION  PROVISIONS  OF  SECTION  406  OF  ERISA  OR  SECTION  4975  OF  THE 
CODE  OR  AN  ENTITY  WHICH  IS  DEEMED  TO  HOLD  THE  ASSETS  OF  ANY  SUCH  PLAN 
PURSUANT  TO  29  C.F.R.  SECTION  2510.3-101  AS  MODIFIED  BY  SECTION  3(42)  OF  ERISA,  OR 
OTHERWISE,  OR  (B)  ITS  PURCHASE  AND  OWNERSHIP  OF  SUCH  NOTE  WILL  NOT  RESULT  IN  A 
NON-EXEMPT  PROHIBITED  TRANSACTION  UNDER  SECTION  406  OF  ERISA  OR  SECTION  4975  OF 
THE  CODE  (OR,  IN  THE  CASE  OF  A  GOVERNMENTAL  OR  CHURCH  PLAN,  A  NON-EXEMPT 
VIOLATION  OF  ANY  SUCH  SIMILAR  U.S.  FEDERAL,  STATE  OR  LOCAL  LAW). 

It  should  be  noted  that  an  insurance  company's  general  account  may  be  deemed  to  include 
assets  of  ERISA  Plans  under  certain  circumstances,  e.g.,  where  an  ERISA  Plan  purchases  an  annuity 
contract  issued  by  such  an  insurance  company,  based  on  the  reasoning  of  the  U.S.  Supreme  Court  in 
John  Hancock  Mutual  Life  Ins.  Co.  v.  Harris  Trust  and  Savings  Bank,  510  U.S.  86  (1993).  An  insurance 
company  considering  the  purchase  of  Notes  with  assets  of  its  general  account  as  a  wholly  owned 
subsidiary  thereof  should  consider  such  purchase  and  the  insurance  company's  ability  to  make  the 
representations  described  above  in  light  of  John  Hancock,  Section  401(c)  of  ERISA  and  29  C.F.R. 
§2550.401c1. 

The  discussion  of  ERISA  and  Section  4975  of  the  Code  contained  in  this  Offering  Circular,  is,  of 
necessity,  general,  and  does  not  purport  to  be  complete.  Moreover,  the  provisions  of  ERISA  and  Section 
4975  of  the  Code  are  subject  to  extensive  and  continuing  administrative  and  judicial  interpretation  and 
review.  Therefore,  the  matters  discussed  above  may  be  affected  by  future  regulations,  rulings  and  court 
decisions,  some  of  which  may  have  retroactive  application  and  effect. 

Tax  penalty  avoidance 

The  summary  of  ERISA  considerations  contained  herein  was  written  to  support  the  promotion 
and  marketing  of  the  Notes,  and  was  not  intended  or  written  to  be  used,  and  cannot  be  used,  by  a 
taxpayer  for  the  purpose  of  avoiding  any  U.S.  federal  tax  penalties  that  may  be  imposed.  Each  taxpayer 
should  seek  advice  based  on  the  taxpayer's  particular  circumstances  from  an  independent  tax  advisor. 
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PLAN  OF  DISTRIBUTION 

The  Issuers  and  the  Initial  Purchaser  will  enter  into  a  Note  Purchase  Agreement  (the  "Note 
Purchase  Agreement")  relating  to  the  offering  and  sale  of  the  Notes.  In  the  Note  Purchase  Agreement, 
the  Issuers  have  agreed  to  sell  to  the  Initial  Purchaser,  and  the  Initial  Purchaser  will  agree  to  purchase, 
the  entire  principal  amount  of  the  Notes.  The  Notes  purchased  by  the  Initial  Purchaser,  if  any,  will  be 
privately  placed  with  eligible  investors  by  the  Initial  Purchaser.  The  obligations  of  the  Initial  Purchaser 
under  the  Note  Purchase  Agreement  are  subject  to  the  satisfaction  of  certain  conditions  in  the  Note 
Purchase  Agreement.  The  Issuer  will  pay  all  fees  and  expenses  in  connection  with  this  offering  as  set 
forth  in  the  Note  Purchase  Agreement.  Pursuant  to  the  Note  Purchase  Agreement,  the  Issuers  will  agree 
to  indemnify  the  Initial  Purchaser  against  certain  liabilities,  including  liabilities  under  the  Securities  Act,  or 
to  contribute  to  payments  it  may  be  required  to  make  in  respect  thereof. 

The  Issuers  have  been  advised  by  the  Initial  Purchaser  that  the  Initial  Purchaser  proposes  to  sell 
the  Notes  (i)  to  Qualified  Purchasers  who  are  also  (a)  Qualified  Institutional  Buyers  pursuant  to  Rule  144A 
or  (b)  Institutional  Accredited  Investors  pursuant  to  Section  4(2),  and  (ii)  to  certain  persons  in  offshore 
transactions  in  reliance  on  Regulation  S  under  the  Securities  Act.  Buyers  of  the  Notes  may  be  required  to 
make  certain  representations  with  respect  to  their  ability  to  invest  in  the  Notes. 

The  Notes  are  offered  subject  to  prior  sale,  to  withdrawal,  cancellation  or  modification  of  the  offer 
without  notice,  to  the  right  of  the  Initial  Purchaser  to  reject  any  order  in  whole  or  in  part  for  any  reason  and 
to  certain  other  conditions. 

United  States 

The  Notes  have  not  been  and  will  not  be  registered  under  the  Securities  Act  and  may  not  be 
offered  or  sold  within  the  United  States  or  to,  or  for  the  account  or  benefit  of,  U.S.  Persons  except  in 
accordance  with  Regulation  S  or  pursuant  to  the  exemptions  from  the  registration  requirements  under  the 
Securities  Act  provided  by  Rule  144A. 

(1 )  .  In  the  Note  Purchase  Agreement,  the  Initial  Purchaser  will  represent  and  agree  that  it  has 

offered  or  sold  Notes  and  will  offer  or  sell  Notes  (a)  as  part  of  its  distribution  at  any  time 
and  (b)  otherwise  until  40  days  after  the  completion  of  the  distribution  of  the  Notes,  only 
in  accordance  with  Rule  903  of  Regulation  S  or  Rule  144A  or  any  other  available 
exemption  from  the  Registration  requirements  of  the  Securities  Act.  Accordingly,  the 
Initial  Purchaser  will  represent  and  agree  that  neither  it,  its  affiliates  (if  any)  nor  any 
persons  acting  on  their  behalf  have  engaged  or  will  engage  in  any  directed  selling  efforts 
(within  the  meaning  of  Regulation  S)  with  respect  to  the  Notes,  and  they  have  complied 
and  will  comply  with  the  offering  restrictions  requirements  of  Regulation  S. 

(2)  In  the  Note  Purchase  Agreement  the  Initial  Purchaser  will  agree  that  (i)  it  will  not  solicit 
offers  for,  or  offer  or  sell,  any  of  the  Notes  by  any  form  of  general  solicitation  or  general 
advertising  (as  those  terms  are  used  in  Regulation  D  under  the  Securities  Act)  or  in  any 
manner  involving  a  public  offering  within  the  meaning  of  Section  4(2)  of  the  Securities 
Act,  (ii)  it  will  solicit  offers  for  the  Notes  only  from,  and  will  offer  the  Notes  only  to,  persons 
that  (A)  it  reasonably  believes  to  be,  in  the  case  of  offers  inside  the  United  States  or  to 
U.S.  Persons,  Qualified  Institutional  Buyers  or  Institutional  Accredited  Investors,  who  are 
also  Qualified  Purchasers  or  (B)  in  the  case  of  offers  outside  the  United  States,  are  non- 
U.S.  Persons;  and  (iii)  with  respect  to  offers  and  sales  of  the  Notes  outside  the  United 
States  that  it  will  not  offer,  sell  or  deliver  any  of  the  Notes  in  any  jurisdiction  outside  the 
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United  States  except  under  circumstances  that  will   result  in   compliance  with  the 
applicable  laws  thereof. 

United  Kingdom 

Pursuant  to  the  Purchase  Agreement,  the  Initial  Purchaser  will  represent  and  agree  that: 

(1)  it  is  a  person  whose  ordinary  activities  involve  it  in  acquiring,  holding,  managing  or 
disposing  of  investments  (as  principal  or  agent)  for  the  purposes  of  its  business  and  (ii)  it 
has  not  offered  or  sold  and  will  not  offer  or  sell  any  Notes  other  than  to  persons  whose 
ordinary  activities  involve  them  in  acquiring,  holding,  managing  or  disposing  of 
investments  (as  principal  or  as  agent)  for  the  purposes  of  their  businesses  or  who  it  is 
reasonable  to  expect  will  acquire,  hold,  manage  or  Dispose  of  investments  (as  principal 
or  agent)  for  the  purposes  of  their  businesses  where  the  issue  of  the  Notes  would 
otherwise  constitute  a  contravention  of  Section  19  of  the  FSMA  by  the  Issuer; 

(2)  it  has  only  communicated  or  caused  to  be  communicated  and  will  only  communicate  or 
cause  to  be  communicated  an  invitation  or  inducement  to  engage  in  investment  activity 
(within  the  meaning  of  Section  21  of  the  Financial  Services  and  Markets  Act  2000 
("FSMA"))  received  by  it  in  connection  with  the  issue  or  sale  of  any  Notes  in 
circumstances  in  which  Section  21  (1 )  of  the  FSMA  does  not  apply  to  the  Issuer;  and 

(3)  it  has  complied  and  will  comply  with  all  applicable  provisions  of  the  FSMA  with  respect  to 
anything  done  by  it  in  relation  to  any  Notes  in,  from  or  otherwise  involving  the  United 
Kingdom. 

Cayman  Islands 

The  initial  Purchaser  has  represented  and  agreed  that  it  has  not  made  and  will  not  make  any 
invitation  to  any  member  of  the  public  in  the  Cayman  Islands  to  subscribe  for  any  of  the  Notes  (or  the 
Preference  Shares). 

General 

The  Issuers  and  the  Collateral  Manager  extend  to  each  prospective  investor  the  opportunity  to 
ask  questions  of,  and  receive  answers  from,  the  Issuers  and  the  Collateral  Manager  concerning  the  Notes 
and  the  terms  and  conditions  of  this  Offering  and  to  obtain  any  additional  information  it  may  consider 
necessary  in  making  an  informed  investment  decision  and  any  information  necessary  in  order  to  verify  the 
accuracy  of  the  information  set  forth  herein,  to  the  extent  the  Issuers,  or  the  Collateral  Manager 
possesses  the  same.  Requests  for  such  additional  information  can  be  directed  to  Gemstone  CDO  VII 
Ltd.,  c/o  Maples  Finance  Limited,  P.O.  Box  1093GT,  Queensgate  House,  South  Church  Street,  George 
Town,  Grand  Cayman,  Cayman  Islands;  Gemstone  CDO  VII  Corp.,  c/o  Puglisi  &  Associates,  850  Library 
Avenue  Suite  204,  Newark,  Delaware  19711;  and  HBK  Investments  L.P.,  300  Crescent  Court  Suite  700, 
Dallas,  Texas  75201,  Attention:  Fixed  Income  Division. 

No  action  has  been  or  will  be  taken  in  any  jurisdiction  that  would  permit  a  public  offering  of  the 
Notes  or  possession,  circulation  or  distribution  of  this  Offering  Circular  or  any  other  offering  material 
relating  to  the  Issuer  of  the  Notes  in  any  country  or  jurisdiction  where  action  for  that  purpose  is  required. 
Accordingly,  the  Notes  may  not  be  offered  or  sold,  directly  or  indirectly,  and  neither  this  Offering  Circular 
nor  any  other  offering  material  or  advertisements  in  connection  with  the  Notes  may  be  distributed  or 
published,  in  or  from  any  country  or  jurisdiction,  except  under  circumstances  that  will  result  in  compliance 
with  any  applicable  rules  and  regulations  of  any  such  country  or  jurisdiction.    Purchasers  of  the  Notes 
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may  be  required  to  pay  stamp  taxes  and  other  charges  in  accordance  with  the  laws  and  practices  of  the 
country  of  purchase  in  addition  to  the  purchase  price. 

The  Notes  are  newly  issued  securities  for  which  there  currently  is  no  market.  The  Initial 
Purchaser  has  advised  the  Issuer  that  the  Initial  Purchaser  presently  does  not  intend  to  make  a  market  in 
the  Notes. 

Certain  of  the  Underlying  Assets  may  have  been  originally  underwritten,  originated  or  placed  by 
the  Initial  Purchaser  or  its  affiliates.  In  addition,  the  Initial  Purchaser  and  its  affiliates  may  have  in  the  past 
and  may  in  the  future  perform  investment  banking  services,  commercial  banking  services  or  other 
services  for  issuers  of  the  Underlying  Assets. 
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TRANSFER  RESTRICTIONS 

Because  of  the  following  restrictions,  purchasers  are  advised  to  consult  legal  counsel  prior  to 
making  any  offer,  resale,  pledge  or  transfer  of  Notes. 

Investor  Representations  on  Original  Purchase.  Each  Original  Purchaser  of  Notes  from  the  Initial 
Purchaser  will  be  deemed  to  acknowledge,  represent  to  and  agree  with  the  Issuers  and  the  Initial 
Purchaser  as  follows: 

(1)  No  Governmental  Approval.  The  purchaser  understands  that  the  Notes  have  not  been 
approved  or  disapproved  by  the  SEC  or  any  other  governmental  authority  or  agency  of 
any  jurisdiction,  nor  has  the  SEC  or  any  other  governmental  authority  or  agency  passed 
upon  the  accuracy  or  adequacy  of  this  Offering  Circular.  Any  representation  to  the 
contrary  is  a  criminal  offense. 

(2)  Certification  Upon  Transfer.  If  required  by  the  Indenture,  the  purchaser  will,  prior  to  any 
sale,  pledge  or  other  transfer  by  it  of  any  Note  (or  any  interest  therein),  obtain  from  the 
transferee  and  deliver  to  the  Issuers,  the  Trustee  and  the  Note  Registrar  a  duly  executed 
transfer  certificate  addressed  to  each  of  the  Issuers,  the  Trustee  and  the  Note  Registrar 
in  the  form  of  the  relevant  exhibit  attached  to  the  Indenture  and  such  other  certificates 
and  other  information  as  the  Issuers,  the  Trustee  or  the  Note  Registrar  may  reasonably 
require  to  confirm  that  the  proposed  transfer  substantially  complies  with  the  transfer 
restrictions  set  forth  in  the  Indenture  and  described  herein. 

(3)  Minimum  Denominations;  Form  of  Notes.  The  purchaser  agrees  that  no  Note  (or  any 
interest  therein)  may  be  sold,  pledged  or  otherwise  transferred  in  a  denomination  of  less 
than  the  applicable  required  minimum  denomination  set  forth  in  the  Indenture  and 
described  herein. 

(4)  Securities  Law  Limitations  on  Resale.  The  purchaser  understands  that  the  Notes  have 
not  been  registered  under  the  Securities  Act  and,  therefore,  cannot  be  offered  or  sold  in 
the  United  States  or  to  U.S.  Persons  (as  defined  in  Rule  902(k)  under  the  Securities  Act) 
unless  they  are  registered  under  the  Securities  Act  or  unless  an  exemption  from 
registration  is  available.  Accordingly,  the  certificates  representing  the  Notes  will  bear  a 
legend  stating  that  such  Notes  have  not  been  registered  under  the  Securities  Act  and 
setting  forth  certain  of  the  restrictions  on  transfer  of  the  Notes  described  herein.  The 
purchaser  understands  that  the  Issuers  have  no  obligation  to  register  any  of  the  Notes 
under  the  Securities  Act  or  to  comply  with  the  requirements  for  any  exemption  from  the 
registration  requirements  of  the  Securities  Act  (other  than  to  supply  information  specified 
in  Rule  144A(d)(4)  of  the  Securities  Act  as  required  by  the  Indenture). 

(5)  Qualified  Institutional  Buyer,  Institutional  Accredited  Investor  or  Non-U.S.  Person  Status; 
Investment  Intent.  In  the  case  of  a  purchaser  who  takes  delivery  of  Notes  in  the  form  of  a 
Restricted  Note,  (a)  it  is  a  Qualified  Institutional  Buyer  or,  in  respect  of  certain  Original 
Purchasers,  an  Institutional  Accredited  Investor,  and  (b)  is  acquiring  the  Notes  for  its  own 
account  for  investment  purposes  and  not  with  a  view  to  the  distribution  thereof  (except  in 
accordance  with  Rule  144A).  In  the  case  of  a  purchaser  who  takes  delivery  of  Notes  in 
the  form  of  a  Regulation  S  Note,  (a)  it  is  not  a  U.S.  Person  (as  defined  in  Rule  902(k) 
under  the  Securities  Act),  (b)  it  is  purchasing  such  Notes  for  its  own  account  and  not  for 
the  account  or  benefit  of  a  U.S.  Person  and  (c)  it  understands  that  prior  to  the  end  of  the 
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Distribution  Compliance  Period,  interests  in  a  Regulation  S  Note  may  be  held  only 
through  EuroclearorClearstream. 

(6)  Purchaser  Sophistication;  Non-Reliance;  Suitability;  Access  to  Information.  The 
purchaser  (a)  has  such  knowledge  and  experience  in  financial  and  business  matters  that 
the  purchaser  is  capable  of  evaluating  the  merits  and  risks  (including  for  tax,  legal, 
regulatory,  accounting  and  other  financial  purposes)  of  its  prospective  investment  in  the 
Notes,  (b)  is  financially  able  to  bear  such  risk,  (c)  in  making  such  investment  is  not  relying 
on  the  advice  or  recommendations  of  the  Initial  Purchaser,  the  Issuer,  the  Co-Issuer,  the 
Collateral  Manager  or  any  of  their  respective  affiliates  (or  any  representative  of  any  of  the 
foregoing)  and  (d)  has  determined  that  an  investment  in  the  Notes  is  suitable  and 
appropriate  for.it.  The  purchaser  has  received,  and  has  had  an  adequate  opportunity  to 
review  the  contents  of,  this  Offering  Circular.  The  purchaser  has  had  access  to  such 
financial  and  other  information  concerning  the  Issuers  and  the  Notes  as  it  has  deemed 
necessary  to  make  its  own  independent  decision  to  purchase  Notes,  including  the 
opportunity,  at  a  reasonable  time  prior  to  its  purchase  of  Notes,  to  ask  questions  and 
receive  answers  concerning  the  Issuers  and  the  terms  and  conditions  of  the  offering  of 
the  Notes. 

(7)  Certain  Resale  Limitations;  Rule  144A.  No  Note  (or  any  interest  therein)  may  be  offered, 
sold,  pledged  or  otherwise  transferred  to  (a)  a  transferee  acquiring  a  Restricted  Note 
except  (i)  to  a  transferee  whom  the  seller  reasonably  believes  is  a  Qualified  Institutional 
Buyer,  purchasing  for  its  own  account,  to  whom  notice  is  given  that  the  resale,  pledge  or 
other  transfer  is  being  made  in  reliance  on  the  exemption  from  the  registration 
requirements  of  the  Securities  Act  provided  by  Rule  144A,  (ii)  to  a  transferee  that  is  a 
Qualified  Purchaser,  (iii)  to  a  transferee  that  is  not  a  Flow-Through  Investment  Vehicle 
(other  than  a  Qualifying  Investment  Vehicle),  (iv)  if  such  transfer  is  made  in  compliance 
with  the  certification  (if  any)  and  other  requirements  set  forth  in  the  Indenture  and  (v)  if  • 
such  transfer  is  made  in  accordance  with  any  applicable  securities  laws  of  any  state  of 
the  United  States  and  any  other  relevant  jurisdiction  or  (b)  a  transferee  acquiring  an 
interest  in  a  Regulation  S  Note  except  (i)  to  a  transferee  that  is  a  non-U.S.  Person 
acquiring  such  interest  in  an  offshore  transaction  (within  the  meaning  of  Regulation  S)  in 
accordance  with  Rule  904  of  Regulation  S,  (ii)  if  such  transfer  is  made  in  compliance  with 
the  certification  (if  any)  and  other  requirements  set  forth  in  the  Indenture  and  (iii)  if  such 
transfer  is  made  in  accordance  with  any  applicable  securities  laws  of  any  state  of  the 
United  States  and  any  other  relevant  jurisdiction. 

(8)  Limited  Liquidity.  The  purchaser  understands  that  there  is  no  market  for  Notes  and  that 
no  assurance  can  be  given  as  to  the  liquidity  of  any  trading  market  for  Notes  and  that  it  is 
unlikely  that  a  trading  market  for  any  of  the  Notes  will  develop.  The  purchaser  further 
understands  that,  although  the  Initial  Purchaser  may  from  time  to  time  make  a  market  in 
Notes,  the  Initial  Purchaser  is  under  no  obligation  to  do  so  and,  following  the 
commencement  of  any  market-making,  it  may  discontinue  the  same  at  any  time. 
Accordingly,  the  purchaser  must  be  prepared  to  hold  Notes  for  an  indefinite  period  of  time 
or  until  their  maturity.  The  purchaser  further  understands  that  the  Notes  are  limited- 
recourse  obligations  of  the  Issuers,  payable  solely  from  the  Collateral  in  accordance  with 
the  Priority  of  Payments. 

(9)  Investment  Company  Act.  The  purchaser  either  (a)  is  not  a  U.S.  resident  (within  the 
meaning  of  the  Investment  Company  Act)  or  (b)  is  a  Qualified  Purchaser.  The  purchaser 
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agrees  that  no  sale,  pledge  or  other  transfer.of  a  Note  (or  any  interest  therein)  may  be 
made  (m)  unless  such  transfer  is  made  to  a  transferee  who,  if  a  U.S.  resident  (within  the 
meaning  of  the  Investment  Company  Act),  is  a  Qualified  Purchaser  or  (n)  if  such  transfer 
would  have  the  effect  of  requiring  either  of  the  Issuers  to  register  as  an  investment 
company  under  the  Investment  Company  Act.  If  the  purchaser  is  a  U.S.  resident  that  is 
an  entity  that  would  be  an  investment  company  but  for  the  exception  provided  for  in 
Section  3(c)(1)  or  Section  3(c)(7)  of  the  Investment  Company  Act  (any  such  entity,  an 
"excepted  investment  company"):  (x)  all  of  the  beneficial  owners  of  outstanding 
securities  (other  than  short-term  paper)  of  such  entity  (such  beneficial  owners  determined 
in  accordance  with  Section  3(c)(1  )(A)  of  the  Investment  Company  Act)  that  acquired  such 
securities  on  or  before  April  30,  1996  ("pre-amendment  beneficial  owners");  and  (y)  all 
pre-amendment  beneficial  owners  of  the  outstanding  securities  (other  than  short-term 
paper)  of  any  excepted  investment  company  that,  directly  or  indirectly,  owns  any 
outstanding  securities  of  such  entity,  have  consented  to  such  entity's  treatment  as  a 
Qualified  Purchaser  in  accordance  with  the  Investment  Company  Act. 

Each  purchaser  of  a  Restricted  Note  or  an  interest  therein  will  be  deemed  to  represent  at 
the  time  of  purchase  that  the  purchaser  is  (a)  a  Qualified  Institutional  Buyer  (or,  in  respect 
of  certain  Original  Purchasers,  an  Institutional  Accredited  Investor)  and  (b)  a  Qualified 
Purchaser. 

(10)  Certifications  Related  to  Tax  Withholding.  The  Purchaser  understands  that  the  Issuer 
may  require  certification  acceptable  to  it  (a)  to  permit  the  Issuer  to  make  payments  to  it 
without,  or  at  a  reduced  rate  of,  withholding  or  (b)  to  enable  the  Issuer  to  qualify  for  a 
reduced  rate  of  withholding  in  any  jurisdiction  from  or  through  which  the  Issuer  receives 
payments  on  its  assets.  The  Purchaser  agrees  to  provide  any  such  certification  that  is 
requested  by  the  Issuer. 

(11)  Tax  Treatment.  The  Purchaser  agrees  by  its  acquisition  of  the  Note  or  Notes  that  for 
purposes  of  U.S.  federal  income,  state  and  local  income  and  franchise  tax  and  any  other 
income  taxes,  it  will  treat  the  Notes  as  indebtedness  of  Issuer  acknowledges  that  the 
Issuer  will  be  treated  as  a  corporation  and  that  the  Preference  Shares  will  be  treated  as 
equity  in  the  Issuer,  and  agrees  to  take  no  action  inconsistent  with  such  treatment,  unless 
required  by  law. 

(12)  ERISA.  In  the  case  of  each  purchaser  of  a  Note  either  that  (i)  it  is  not,  and  is  not  acting 
on  behalf  of,  an  employee  benefit  plan  within  the  meaning  of  Section  3(3)  of  ERISA  that 
is  subject  to  Title  I  of  ERISA,  a  plan  within  the  meaning  of  Section  4975(e)(1 )  of  the  Code 
that  is  subject  to  Section  4975  of  the  Code,  a  governmental  or  church  plan  which  is 
subject  to  any  Federal,  state  or  local  law  that  is  similar  to  the  prohibited  transaction 
provisions  of  Section  406  of  ERISA  or  Section  4975  of  the  Code  or  an  entity  which  is 
deemed  to  hold  the  assets  of  any  such  plan  pursuant  to  29  C.F.R.  §2510.3-101,  as 
modified  by  Section  3(42)  of  ERISA,  or  otherwise  or  (ii)  its  purchase  and  ownership  of  the 
Notes  will  not  result  in  a  non-exempt  prohibited  transaction  under  Section  406  of  ERISA 
or  Section  4975  of  the  Code  (or,  in  the  case  of  a  governmental  or  church  plan,  a  non- 
exempt  violation  of  any  similar  U.S.  Federal,  state  or  local  law). 

(13)  Limitations  on  Flow-Through  Status.  In  the  case  of  a  purchaser  that  is  a  U.S.  resident 
(within  the  meaning  of  the  Investment  Company  Act),  the  purchaser  represents  that, 
unless  the  purchaser  is  a  Qualifying  Investment  Vehicle,  (a)  if  the  purchaser  would  be  an 
investment  company  but  for  the  exception  in  Section  3(c)(1)  or  Section  3(c)(7)  of  the 
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Investment  Company  Act,  the  amount  of  the  purchaser's  investment  in  the  Notes  and 
Preference   Shares   does   not  exceed   [40]%  of  the  total   assets   (determined   on   a 
consolidated  basis  with  its  subsidiaries)  of  the  purchaser;  (b)  no  person  owning  any 
equity  or  similar  interest  in  the  purchaser  has  the  ability  to  control  any  investment 
decision  of  the  purchaser  or  to  determine,  on  an  investment-by-investment  basis,  the 
amount  of  such  person's  contribution  to  any  investment  made  by  the  purchaser;  (c)  the 
purchaser  was  not  organized  or  reorganized  for  the  specific  purpose  of  acquiring  Notes 
or   Preference   Shares;   and   (d)   no  additional  capital   or  similar   contributions   were 
specifically  solicited  from  any  person  owning  an  equity  or  similar  interest  in  the  purchaser 
for  the  purpose  of  enabling  the  purchaser  to  purchase  Notes  or  Preference  Shares  (any 
such  transferee  in  (a),  (b),  (c)  or  (d)  above  being  herein  referred  to  as  a  "Flow-Through 
Investment  Vehicle").  For  this  purpose,  a  "Qualifying  Investment  Vehicle"  is  an  entity 
as  to  which  all  of  the  beneficial  owners  of  any  securities  issued  by  such  entity  have 
made,  and  as  to  which  (in  accordance  with  the  document  pursuant  to  which  such  entity 
was  organized  or  the  agreement  or  other  document  governing  such  securities)  each  such 
beneficial  owner  must  require  any  transferee  of  any  such  security  to  make,  to  the  Issuer 
or  the  Issuers,  as  the  case  may  be,  and  the  Trustee  and  the  Note  Registrar  (in  the  case 
of  the  Notes)  or  the  Preference  Shares  Transfer  Agent  (in  the  case  of  the  Preference 
Shares)  each  of  the  representations  set  forth  herein  and  in  the  Indenture  and  the 
Preference  Share  Paying  Agency  Agreement  required  to  be  made  upon  transfer  of  any  of 
the    relevant    Class    of   Notes    or    Preference    Shares    (with    modifications    to    such 
representations  satisfactory  to  the  Issuer,  the  Co-Issuer,  the  Trustee,  the  Note  Registrar 
and  the  Preference  Share  Transfer  Agent  (as  applicable)  to  reflect  the  indirect  nature  of 
the  interests  of  such  beneficial  owners  in  such  Notes  or  Preference  Shares.     If  the 
purchaser  is  a  Flow-Through  Investment  Vehicle,  the  purchaser  represents  and  warrants 
that  either  (x)  none  of  the  beneficial  owners  of  its  securities  are  U.S.  residents  (within  the 
meaning  of  the  Investment  Company  Act)  or  (y)  some  or  all  of  the  beneficial  owners  of  its 
securities  are  U.S.  residents  (within  the  meaning  of  the  Investment  Company  Act)  and 
each  such  beneficial  owner  has  certified  to  the  purchaser  that  it  is  a  Qualified  Purchaser. 
If  the  purchaser  is  a  Flow-Through  Investment  Vehicle,  the  purchaser  also  represents 
and  warrants  that  it  has  only  one  class  of  securities  outstanding  (other  than  any  nominal 
share  capital  the  distributions  in  respect  of  which  are  not  correlated  to  or  dependent  upon 
distributions  on,  or  the  performance  of,  the  Notes  or  Preference  Shares). 

(14)  Certain  Transfers  Void.  In  the  case  of  a  purchaser  who  takes  delivery  of  Notes  in  the 
form  of  a  Restricted  Note,  the  purchaser  agrees  that  (a)  any  sale,  pledge  or  other  transfer 
of  a  Note  (or  any  interest  therein)  made  in  violation  of  the  transfer  restrictions  contained 
in  Indenture  and  described  herein,  or  made  based  upon  any  false  or  inaccurate 
representation  made  by  the  purchaser  or  a  transferee  to  the  Issuer,  the  Co-Issuer,  the 
Trustee  or  the  Note  Registrar  will  be  void  and  of  no  force  or  effect  and  (b)  none  of  the 
Issuer,  the  Co-Issuer,  the  Trustee  and  the  Note  Registrar  has  any  obligation  to  recognize 
any  sale,  pledge  or  other  transfer  of  a  Note  (or  any  interest  therein)  made  in  violation  of 
any  such  transfer  restriction  or  made  based  upon  any  such  false  or  inaccurate 
representation. 

The  Indenture  provides  that  if,  notwithstanding  the  restrictions  on  transfer  contained 
therein,  either  of  the  Issuers  determines  that  any  beneficial  owner  of  a  Restricted  Note  (or 
any  interest  therein)  (a)  is  a  U.S.  Person  and  (b)  is  not  both  a  Qualified  Institutional  Buyer 
(or,  in  respect  of  certain  Original  Purchasers,  an  Institutional  Accredited  Investor)  and  a 
Qualified  Purchaser,  then  either  of  the  Issuers  may  require,  by  notice  to  such  beneficial 
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owner,  that  such  beneficial  owner  sell  all  of  its  right,  title  and  interest  to  such  Restricted 
Note  (or  interest  therein)  to  a  person  that  is  (i)  a  non-U.S.  Person  in  a  transfer  for  an 
interest  in  a  Regulation  S  Note,  or  (ii)  both  a  Qualified  Institutional  Buyer  and  a  Qualified 
Purchaser,  with  such  sale  to  be  effected  within  30  days  after  notice  of  such  sale 
requirement  is  given.  If  such  beneficial  owner  fails  to  effect  the  transfer  required  within 
such  30-day  period,  (y)  upon  direction  from  the  Collateral  Manager  or  the  Issuer,  the 
Trustee,  on  behalf  of  and  at  the  expense  of  the  Issuer,  shall  cause  such  beneficial 
owner's  interest  in  such  Note  to  be  transferred  in  a  commercially  reasonable  sale  . 
(conducted  by  an  investment  bank  selected  by  the  Trustee  with  the  consent  of  the 
Collateral  Manager  in  accordance  with  Section  9-61 0(b)  of  the  Uniform  Commercial  Code 
as  in  effect  in  the  State  of  New  York  as  applied  to  securities  that  are  sold  on  a  recognized 
market  or  that  may  decline  speedily  in  value)  to  a  person  to  whom  such  Note  (or  interest 
therein)  may  be  transferred  in  accordance  with  the  transfer  restrictions  set  forth  in  the 
Indenture  and  (z)  pending  such  transfer,  no  further  payments  will  be  made  in  respect  of 
such  Note  held  by  such  beneficial  owner. 

(15)  Reliance  on  Representations,  etc.  The  purchaser  acknowledges  that  the  Issuers,  the 
Initial  Purchaser  and  the  Trustee  will  rely  upon  the  truth  and  accuracy  of  the  foregoing 
acknowledgments,  representations  and  agreements  and  agrees  that,  if  any  of  the 
acknowledgments,  representations  or  warranties  made  or  deemed  to  have  been  made  by 
it  in  connection  with  its  purchase  of  Notes  are  no  longer  accurate,  the  purchaser  will 
promptly  notify  the  Issuers,  the  Initial  Purchaser  and  the  Trustee. 

(1 6)  Cayman  Islands.  The  purchaser  is  not  a  member  of  the  public  in  the  Cayman  Islands. 

(17)  USA  PATRIOT  Act.  To  the  extent  applicable  to  the  Issuers,  the  Issuers  may  impose 
additional  transfer  restrictions  to  comply  with  the  USA  PATRIOT  Act  and  other  similar 
laws  or  regulations,  and  each  beneficial  owner  of  a  Note  is  deemed  to  have  agreed  to 
comply  with  such  transfer  restrictions.  The  Issuers  shall  notify  the  Trustee,  the  Note 
Registrar  and  the  Share  Registrar  of  any  such  restrictions. 

(18)  Legend  for  Notes.  The  purchaser  understands  and  agrees  that  a  legend  in  substantially 
the  following  form  will  be  placed  on  each  certificate  representing  any  Regulation  S  Global 
Note: 

THIS  NOTE  HAS  NOT  BEEN  AND  WILL  NOT  BE  REGISTERED  UNDER  THE  SECURITIES 
ACT  OF  1933,  AS  AMENDED  (THE  "SECURITIES  ACT"),  OR  THE  SECURITIES  LAWS  OF 
ANY  STATE  OF  THE  UNITED  STATES  OR  ANY  OTHER  JURISDICTION,  AND  MAY  BE 
RESOLD,  PLEDGED  OR  OTHERWISE  TRANSFERRED  ONLY  (A)  (1)  TO  A  PERSON  WHICH 
TAKES  DELIVERY  OF  THIS  NOTE  (OR  INTEREST  HEREIN)  IN  THE  FORM  OF  A 
RESTRICTED  NOTE  AND  WHOM  THE  SELLER  REASONABLY  BELIEVES  IS  A  "QUALIFIED 
INSTITUTIONAL  BUYER"  WITHIN  THE  MEANING  OF  RULE  144A  UNDER  THE  SECURITIES 
ACT  ("RULE  144A"),  PURCHASING  FOR  ITS  OWN  ACCOUNT,  TO  WHOM  NOTICE  IS  GIVEN 
THAT  THE  RESALE,  PLEDGE  OR  OTHER  TRANSFER  IS  BEING  MADE  IN  RELIANCE  ON 
THE  EXEMPTION  FROM  SECURITIES  ACT  REGISTRATION  PROVIDED  BY  RULE  144A  OR 
(2)  TO  A  4MON-U.S.  PERSON  IN  AN  OFFSHORE  TRANSACTION  IN  ACCORDANCE  WITH 
RULE  904  OF  REGULATION  S  UNDER  THE  SECURITIES  ACT  ("REGULATION  S"),  (B)  IN 
COMPLIANCE  WITH  THE  CERTIFICATION  AND  OTHER  REQUIREMENTS  SPECIFIED  IN 
THE  INDENTURE  REFERRED  TO  HEREIN  AND  (C)  IN  ACCORDANCE  WITH  ANY 
APPLICABLE  SECURITIES  LAWS  OF  ANY  STATE  OF  THE  UNITED  STATES  AND  ANY 
OTHER  RELEVANT  JURISDICTION. 
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NEITHER    OF    THE    ISSUERS    HAS    BEEN    REGISTERED    UNDER    THE    INVESTMENT 
COMPANY  ACT  OF   1940,  AS  AMENDED  (THE   "INVESTMENT  COMPANY  ACT").      NO 
TRANSFER  OF  THIS  NOTE  (OR  ANY  INTEREST  HEREIN)  MAY  BE  MADE  (AND  NONE  OF 
THE  ISSUERS,  THE  TRUSTEE  OR  THE  NOTE  REGISTRAR  WILL  RECOGNIZE  ANY  SUCH 
TRANSFER)  IF  (A)  SUCH  TRANSFER  WOULD  BE  MADE  TO  A  TRANSFEREE  WHO  IS  A  U.S. 
RESIDENT  (WITHIN  THE  MEANING  OF  THE  INVESTMENT  COMPANY  ACT)  BUT  IS  NOT  A 
"QUALIFIED  PURCHASER"  AS  DEFINED  IN  SECTION  2(a)(51)(A)  OF  THE  INVESTMENT 
COMPANY  ACT  AND  RELATED  RULES,  A  "KNOWLEDGEABLE  EMPLOYEE"  WITH  RESPECT 
TO   EITHER   OF   THE   ISSUERS    (WITHIN   THE    MEANING   OF   RULE   3c-5   UNDER   THE 
INVESTMENT  COMPANY  ACT)  OR  A  COMPANY  EACH  OF  WHOSE  BENEFICIAL  OWNERS 
IS  A  QUALIFIED  PURCHASER  OR  A  KNOWLEDGEABLE  EMPLOYEE  (COLLECTIVELY,  A 
"QUALIFIED  PURCHASER")  TAKING  DELIVERY  OF  THIS  NOTE  (OR  INTEREST  HEREIN)  IN 
THE  FORM  OF  A  RESTRICTED  NOTE,  (B)  SUCH  TRANSFER  WOULD  HAVE  THE  EFFECT 
OF  REQUIRING  EITHER  OF  THE  ISSUERS  TO  REGISTER  AS  AN  INVESTMENT  COMPANY 
UNDER  THE  INVESTMENT  COMPANY  ACT  OR  (C)  OTHER  THAN  IN  THE  CASE  OF  A 
TRANSFEREE  WHO  ACQUIRES  AN  INTEREST  IN  A  REGULATION  S  GLOBAL  NOTE  AFTER 
THE  END  OF  THE  DISTRIBUTION  COMPLIANCE  PERIOD  IN  AN  OFFSHORE  TRANSACTION 
EFFECTED  IN  ACCORDANCE  WITH  RULE  904  OF  REGULATION  S,  SUCH  TRANSFER 
WOULD  BE  MADE  TO  A  TRANSFEREE  WHO  IS  A  U.S.  RESIDENT  THAT  IS  A  FLOW- 
THROUGH  INVESTMENT  VEHICLE  OTHER  THAN  A  QUALIFYING  INVESTMENT  VEHICLE 
(EACH  AS  DEFINED  IN  THE  INDENTURE)  WHICH  TAKES  DELIVERY  OF  THIS  NOTE  (OR 
INTEREST  HEREIN)  IN  THE  FORM  OF  A  RESTRICTED  NOTE. 

IN  ADDITION  NO  TRANSFER  OF  THIS  NOTE  (OR  ANY  INTEREST  HEREIN)  MAY  BE  MADE 
(AND  NEITHER  THE  TRUSTEE  NOR  THE  NOTE  REGISTRAR  WILL  RECOGNIZE  ANY  SUCH 
TRANSFER)  IF  SUCH  TRANSFER  WOULD  BE  MADE  TO  A  TRANSFEREE  THAT  IS  A  U.S. 
RESIDENT  AND  IS  (A)  A  DEALER  DESCRIBED  IN  PARAGRAPH  (a)(1)(H)  OF  RULE  144A 
WHICH  OWNS  AND  INVESTS  ON  A  DISCRETIONARY  BASIS  LESS  THAN  U.S.$25,000,000  IN 
SECURITIES  OF  ISSUERS  THAT  ARE  NOT  AFFILIATED  PERSONS  OF  THE  DEALER  OR  (B) 
A  PLAN  REFERRED  TO  IN  PARAGRAPH  (a)(1)(i)(D)  OR  (a)(1)(i)(E)  OF  RULE  144A  OR  A 
TRUST  FUND  REFERRED  TO  IN  PARAGRAPH  (a)(1)(i)(F)  OF  RULE  144A  THAT  HOLDS  THE 
ASSETS  OF  SUCH  A  PLAN,  UNLESS  INVESTMENT  DECISIONS  WITH  RESPECT  TO  THE 
PLAN  ARE  MADE  SOLELY  BY  THE  FIDUCIARY,  TRUSTEE  OR  SPONSOR  OF  SUCH  PLAN. 

EACH  ORIGINAL  PURCHASER  AND  TRANSFEREE  WILL  BE  DEEMED  TO  REPRESENT  AND 
WARRANT)  THAT  EITHER  (A)  IT  IS  NOT  A  PLAN,  A  GOVERNMENTAL  OR  CHURCH  PLAN 
WHICH  IS  SUBJECT  TO  ANY  FEDERAL,  STATE  OR  LOCAL  LAW  THAT  IS  SIMILAR  TO  THE 
PROHIBITED  TRANSACTION  PROVISIONS  OF  SECTION  406  OF  ERISA  OR  SECTION  4975 
OF  THE  CODE,  OR  AN  ENTITY  WHICH  IS  DEEMED  TO  HOLD  THE  ASSETS  OF  ANY  SUCH 
PLAN  PURSUANT  TO  29  C.F.R.  SECTION  2510.3-101,  AS  MODIFIED  BY  SECTION  3(42)  OF 
ERISA,  OR  OTHERWISE  OR  (B)  ITS  PURCHASE  AND  OWNERSHIP  OF  SUCH  NOTE  WILL 
NOT  RESULT  IN  A  NON-EXEMPT  PROHIBITED  TRANSACTION  UNDER  SECTION  406  OF 
ERISA  OR  SECTION  4975  OF  THE  CODE  (OR,  IN  THE  CASE  OF  A  GOVERNMENTAL  OR 
CHURCH  PLAN,  A  NON-EXEMPT  VIOLATION  OF  ANY  SUCH  SIMILAR  U.S.  FEDERAL, 
STATE  OR  LOCAL  LAW). 

EACH  PURCHASER  OF  THIS  NOTE  WILL  BE  DEEMED  TO  HAVE  MADE  THE  APPLICABLE 
REPRESENTATIONS  AND  AGREEMENTS  SET  FORTH  IN  THIS  LEGEND. 
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THIS  NOTE  OR  ANY  BENEFICIAL  INTEREST  HEREIN  MAY  NOT  BE  HELD  AT  ANY  TIME  BY 
A  U.S.  PERSON  WHO  IS  NOT  A  QUALIFIED  PURCHASER.  THIS  NOTE  OR  ANY  BENEFICIAL 
INTEREST  HEREIN  MAY  BE  TRANSFERRED  TO  A  PERSON  WHO  TAKES  DELIVERY  IN  THE 
FORM  OF  AN  INTEREST  IN  A  RESTRICTED  NOTE  OR  (IN  CERTAIN  LIMITED 
CIRCUMSTANCES)  A  DEFINITIVE  NOTE  ONLY  (IN  THE  CASE  OF  AN  INTEREST  IN  A 
RESTRICTED  GLOBAL  NOTE)  IN  ACCORDANCE  WITH  APPLICABLE  PROCEDURES  (AS 
DEFINED  IN  THE  INDENTURE)  AND  (IN  THE  CASE  OF  A  DEFINITIVE  NOTE)  UPON 
RECEIPT  BY  THE  NOTE  REGISTRAR  OF  A  TRANSFER  CERTIFICATE  BY  THE 
TRANSFEROR  AND  THE  TRANSFEREE  SUBSTANTIALLY  IN  THE  FORM  SPECIFIED  IN  THE 
INDENTURE. 

THIS  NOTE  (OR  AN  INTEREST  HEREIN)  MAY  NOT  BE  TRANSFERRED  UNLESS,  AFTER 
GIVING  EFFECT  TO  THE  TRANSFER,  THE  TRANSFEREE  IS  HOLDING  A  NOTE  WITH  AN 
ORIGINAL  PRINCIPAL  AMOUNT  WHICH  IS  EQUAL  TO  U.S.$500,000  OR  INTEGRAL 
MULTIPLES  OF  U.S.$1,000  IN  EXCESS  THEREOF. 

TO  THE  EXTENT  APPLICABLE  TO  THE  ISSUERS,  THE  ISSUERS  MAY  IMPOSE  ADDITIONAL 
TRANSFER  RESTRICTIONS  TO  COMPLY  WITH  THE  USA  PATRIOT  ACT  OR  OTHER 
SIMILAR  LAWS  AND  REGULATIONS,  AND  EACH  BENEFICIAL  OWNER  OF  A  NOTE  AGREES 
TO  COMPLY  WITH  SUCH  TRANSFER  RESTRICTIONS. 

THE  PURCHASER  OF  THIS  NOTE  OR  ANY  BENEFICIAL  INTEREST  HEREIN  WILL  BE 
DEEMED  TO  UNDERSTAND  AND  AGREE  THAT  IF  ANY  PURPORTED  TRANSFER  OF  THIS 
NOTE  OR  ANY  BENEFICIAL  INTEREST  HEREIN  TO  A  PURCHASER  DOES  NOT  COMPLY 
WITH  THE  REQUIREMENTS  SET  FORTH  IN  THIS  NOTE  OR  THE  INDENTURE,  THEN  THE 
PURPORTED  TRANSFEROR  OF  THIS  NOTE  OR  BENEFICIAL  INTEREST  HEREIN  SHALL  BE 
REQUIRED  TO  CAUSE  THE  PURPORTED  TRANSFEREE  TO  SURRENDER  THE 
TRANSFERRED  NOTE  OR  ANY  BENEFICIAL  INTEREST  THEREIN  IN  RETURN  FOR  A 
REFUND  OF  THE  CONSIDERATION  PAID  THEREFOR  BY  SUCH  TRANSFEREE  (TOGETHER 
WITH  INTEREST  THEREON)  OR  TO  CAUSE  THE  PURPORTED  TRANSFEREE  TO  DISPOSE 
OF  SUCH  NOTE  OR  BENEFICIAL  INTEREST  PROMPTLY  IN  ONE  OR  MORE  OPEN  MARKET 
SALES  TO  ONE  OR  MORE  PERSONS  EACH  OF  WHOM  SATISFIES  THE  REQUIREMENTS 
OF  THE  REPRESENTATIONS,  WARRANTIES  AND  COVENANTS  SET  FORTH  IN  THIS 
LEGEND,  AND  SUCH  PURPORTED  TRANSFEROR  SHALL  TAKE,  AND  SHALL  CAUSE  SUCH 
TRANSFEREE  TO  TAKE,  ALL  FURTHER  ACTION  NECESSARY  OR  DESIRABLE,  IN  THE 
JUDGMENT  OF  THE  ISSUER,  TO  ENSURE  THAT  SUCH  NOTE  OR  ANY  BENEFICIAL 
INTEREST  THEREIN  IS  HELD  BY  PERSONS  IN  COMPLIANCE  THEREWITH.  ANY 
TRANSFER  IN  VIOLATION  OF  THE  FOREGOING  PROVISIONS  OF  THIS  NOTE  OR  THE 
INDENTURE  WILL  BE  OF  NO  FORCE  AND  EFFECT,  WILL  BE  VOID  AB  INITIO,  AND  WILL 
NOT  OPERATE  TO  TRANSFER  ANY  RIGHTS  TO  THE  TRANSFEREE,  NOTWITHSTANDING 
ANY  INSTRUCTIONS  TO  THE  CONTRARY  TO  THE  ISSUERS,  THE  TRUSTEE  OR  ANY 
INTERMEDIARY. 

The  purchaser  understands  and  agrees  that  a  legend  in  substantially  the  following  form  will  be 
placed  on  each  certificate  representing  any  Restricted  Global  Note: 

THIS  NOTE  HAS  NOT  BEEN  AND  WILL  NOT  BE  REGISTERED  UNDER  THE  SECURITIES 
ACT  OF  1933,  AS  AMENDED  (THE  "SECURITIES  ACT"),  OR  THE  SECURITIES  LAWS  OF 
ANY  STATE  OF  THE  UNITED  STATES  OR  ANY  OTHER  JURISDICTION,  AND  MAY  BE 
RESOLD,  PLEDGED  OR  OTHERWISE  TRANSFERRED  ONLY  (A)  (1)  TO  A  PERSON  WHOM 
THE  SELLER  REASONABLY  BELIEVES  IS  A  "QUALIFIED  INSTITUTIONAL  BUYER"  WITHIN 
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THE  MEANING  OF  RULE  144A  UNDER  THE  SECURITIES  ACT  ("RULE  144A"),  PURCHASING 
FOR  ITS  OWN  ACCOUNT,  TO  WHOM  NOTICE  IS  GIVEN  THAT  THE  RESALE,  PLEDGE  OR 
OTHER  TRANSFER  IS  BEING  MADE  IN  RELIANCE  ON  THE  EXEMPTION  FROM 
SECURITIES  ACT  REGISTRATION  PROVIDED  BY  RULE  144A  OR  (2)  TO  A  NON-U.S. 
PERSON  IN  AN  OFFSHORE  TRANSACTION  IN  ACCORDANCE  WITH  RULE  904  OF 
REGULATION  S  UNDER  THE  SECURITIES  ACT  ("REGULATION  S"),  (B)  IN  COMPLIANCE 
WITH  THE  CERTIFICATION  AND  OTHER  REQUIREMENTS  SPECIFIED  IN  THE  INDENTURE 
REFERRED  TO  HEREIN  AND  (C)  IN  ACCORDANCE  WITH  ANY  APPLICABLE  SECURITIES 
LAWS  OF  ANY  STATE  OF  THE  UNITED  STATES  AND  ANY  OTHER  RELEVANT 
JURISDICTION. 

NEITHER  OF  THE  ISSUERS  HAS  BEEN  REGISTERED  UNDER  THE  INVESTMENT 
COMPANY  ACT  OF  1940,  AS  AMENDED  (THE  INVESTMENT  COMPANY  ACT").  NO 
TRANSFER  OF  THIS  NOTE  (OR  ANY  INTEREST  HEREIN)  MAY  BE  MADE  (AND  NONE  OF 
THE  ISSUERS,  THE  TRUSTEE  OR  THE  NOTE  REGISTRAR  WILL  RECOGNIZE  ANY  SUCH 
TRANSFER)  IF  (A)  SUCH  TRANSFER  WOULD  BE  MADE  TO  A  TRANSFEREE  WHO  IS  A  U.S. 
RESIDENT  (WITHIN  THE  MEANING  OF  THE  INVESTMENT  COMPANY  ACT)  BUT  IS  NOT  A 
"QUALIFIED  PURCHASER"  AS  DEFINED  IN  SECTION  2(a)(51)(A)  OF  THE  INVESTMENT 
COMPANY  ACT  AND  RELATED  RULES,  A  "KNOWLEDGEABLE  EMPLOYEE"  WITH  RESPECT 
TO  THE  ISSUER  (WITHIN  THE  MEANING  OF  RULE  3c-5  UNDER  THE  INVESTMENT 
COMPANY  ACT)  OR  A  COMPANY  EACH  OF  WHOSE  BENEFICIAL  OWNERS  IS  A  QUALIFIED 
PURCHASER  OR  A  KNOWLEDGEABLE  EMPLOYEE  (COLLECTIVELY,  A  "QUALIFIED 
PURCHASER")  TAKING  DELIVERY  OF  THIS  NOTE  (OR  INTEREST  HEREIN)  IN  THE  FORM 
OF  A  RESTRICTED  NOTE,  (B)  SUCH  TRANSFER  WOULD  HAVE  THE  EFFECT  OF 
REQUIRING  EITHER  OF  THE  ISSUERS  TO  REGISTER  AS  AN  INVESTMENT  COMPANY 
UNDER  THE  INVESTMENT  COMPANY  ACT  OR  (C)  SUCH  TRANSFER  WOULD  BE  MADE  TO 
A  TRANSFEREE  WHO  IS  A  U.S.  RESIDENT  THAT  IS  A  FLOW-THROUGH  INVESTMENT 
VEHICLE  OTHER  THAN  A  QUALIFYING  INVESTMENT  VEHICLE  (EACH  AS  DEFINED  IN  THE 
INDENTURE)  WHICH  TAKES  DELIVERY  OF  THIS  NOTE  (OR  INTEREST  HEREIN)  IN  THE 
FORM  OF  A  RESTRICTED  NOTE. 

IN  ADDITION,  NO  TRANSFER  OF  THIS  NOTE  (OR  ANY  INTEREST  HEREIN)  MAY  BE  MADE 
(AND  NEITHER  THE  TRUSTEE  NOR  THE  NOTE  REGISTRAR  WILL  RECOGNIZE  ANY  SUCH 
TRANSFER)  IF  SUCH  TRANSFER  WOULD  BE  MADE  TO  A  TRANSFEREE  THAT  IS  (A)  A 
DEALER  DESCRIBED  IN  PARAGRAPH. (a)(1)(H)  OF  RULE  144A  WHICH  OWNS  AND  INVESTS 
ON  A  DISCRETIONARY  BASIS  LESS  THAN  U.S.$25,000,000  IN  SECURITIES  OF  ISSUERS 
THAT  ARE  NOT  AFFILIATED  PERSONS  OF  THE  DEALER  OR  (B)  A  PLAN  REFERRED  TO  IN 
PARAGRAPH  (a)(1)(i)(D)  OR  (a)(1)(i)(E)  OF  RULE  144A  OR  A  TRUST  FUND  REFERRED  TO 
IN  PARAGRAPH  (a)(1)(i)(F)  OF  RULE  144A  THAT  HOLDS  THE  ASSETS  OF  SUCH  A  PLAN, 
UNLESS  INVESTMENT  DECISIONS  WITH  RESPECT  TO  THE  PLAN  ARE  MADE  SOLELY  BY 
THE  FIDUCIARY,  TRUSTEE  OR  SPONSOR  OF  SUCH  PLAN. 

EACH  ORIGINAL  PURCHASER  AND  TRANSFEREE  WILL  BE  DEEMED  TO  REPRESENT  AND 
WARRANT)  THAT  EITHER  (A)  IT  IS  NOT  A  PLAN,  A  GOVERNMENTAL  OR  CHURCH  PLAN 
WHICH  IS  SUBJECT  TO  ANY  FEDERAL,  STATE  OR  LOCAL  LAW  THAT  IS  SIMILAR  TO  THE 
PROHIBITED  TRANSACTION  PROVISIONS  OF  SECTION  406  OF  ERISA  OR  SECTION  4975 
OF  THE  CODE,  OR  AN  ENTITY  WHICH  IS  DEEMED  TO  HOLD  THE  ASSETS  OF  ANY  SUCH. 
PLAN  PURSUANT  TO  29  C.F.R.  SECTION  2510.3-101,  AS  MODIFIED  BY  SECTION  3(42)  OF 
EREISA,  OR  OTHERWISE  OR  (B)  ITS  PURCHASE  AND  OWNERSHIP  OF  SUCH  NOTE  WILL 
NOT  RESULT  IN  A  NON-EXEMPT  PROHIBITED  TRANSACTION  UNDER  SECTION  406  OF 
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ERISA  OR  SECTION  4975  OF  THE  CODE  (OR,  IN  THE  CASE  OF  A  GOVERNMENTAL  OR 
CHURCH  PLAN,  A  NON-EXEMPT  VIOLATION  OF  ANY  SUCH  SIMILAR  U.S.  FEDERAL, 
STATE  OR  LOCAL  LAW). 

EACH  PURCHASER  OF  THIS  NOTE  WILL  BE  DEEMED  TO  HAVE  MADE  THE  APPLICABLE 
REPRESENTATIONS  AND  AGREEMENTS  SET  FORTH  IN  THIS  LEGEND. 

THIS  NOTE  OR  ANY  BENEFICIAL  INTEREST  HEREIN  MAY  BE  TRANSFERRED  TO  A 
PERSON  WHO  TAKES  DELIVERY  IN  THE  FORM  OF  AN  INTEREST  IN  A  REGULATION  S 
NOTE  OR  (IN  CERTAIN  LIMITED  CIRCUMSTANCES)  A  DEFINITIVE  NOTE  ONLY  (IN  THE 
CASE  OF  AN  INTEREST  IN  A  REGULATION  S  GLOBAL  NOTE)  IN  ACCORDANCE  WITH 
APPLICABLE  PROCEDURES  (AS  DEFINED  IN  THE  INDENTURE)  AND  (IN  THE  CASE  OF  A 
DEFINITIVE  NOTE)  UPON  RECEIPT  BY  THE  NOTE  REGISTRAR  OF  A  TRANSFER 
CERTIFICATE  BY  THE  TRANSFEROR  AND  THE  TRANSFEREE  SUBSTANTIALLY  IN  THE 
FORM  SPECIFIED  IN  THE  INDENTURE. 

THIS  NOTE  (OR  AN  INTEREST  HEREIN)  MAY  NOT  BE  TRANSFERRED  UNLESS,  AFTER 
GIVING  EFFECT  TO  THE  TRANSFER,  THE  TRANSFEREE  IS  HOLDING  A  NOTE  WITH  AN 
ORIGINAL  PRINCIPAL  AMOUNT  WHICH  IS  EQUAL  TO  U.S.$500,000  OR  INTEGRAL 
MULTIPLES  OF  U.S.$1,000  IN  EXCESS  THEREOF. 

TO  THE  EXTENT  APPLICABLE  TO  THE  ISSUERS,  THE  ISSUERS  MAY  IMPOSE  ADDITIONAL 
TRANSFER  RESTRICTIONS  TO  COMPLY  WITH  THE  USA  PATRIOT  ACT  OR  OTHER 
SIMILAR  LAWS  AND  REGULATIONS,  AND  EACH  BENEFICIAL  OWNER  OF  A  NOTE  AGREES 
TO  COMPLY  WITH  SUCH  TRANSFER  RESTRICTIONS. 

THE  PURCHASER  OF  THIS  NOTE  OR  ANY  BENEFICIAL  INTEREST  HEREIN  WILL  BE 
DEEMED  TO  UNDERSTAND  AND  AGREE  THAT  IF  ANY  PURPORTED  TRANSFER  OF  THIS 
NOTE  OR  ANY  BENEFICIAL  INTEREST  HEREIN  TO  A  PURCHASER  DOES  NOT  COMPLY 
WITH  THE  REQUIREMENTS  SET  FORTH  IN  THIS  NOTE  OR  THE  INDENTURE,  THEN  THE 
PURPORTED  TRANSFEROR  OF  THIS  NOTE  OR  BENEFICIAL  INTEREST  HEREIN  SHALL  BE 
REQUIRED  TO  CAUSE  THE  PURPORTED  TRANSFEREE  TO  SURRENDER  THE 
TRANSFERRED  NOTE  OR  ANY  BENEFICIAL  INTEREST  THEREIN  IN  RETURN  FOR  A 
REFUND  OF  THE  CONSIDERATION  PAID  THEREFOR  BY  SUCH  TRANSFEREE  (TOGETHER 
WITH  INTEREST  THEREON)  OR  TO  CAUSE  THE  PURPORTED  TRANSFEREE  TO  DISPOSE 
OF  SUCH  NOTE  OR  BENEFICIAL  INTEREST  PROMPTLY  IN  ONE  OR  MORE  OPEN  MARKET 
SALES  TO  ONE  OR  MORE  PERSONS  EACH  OF  WHOM  SATISFIES  THE  REQUIREMENTS 
OF  THE  REPRESENTATIONS,  WARRANTIES  AND  COVENANTS  SET  FORTH  IN  THIS 
LEGEND  AND  SUCH  PURPORTED  TRANSFEROR  SHALL  TAKE,  AND  SHALL  CAUSE  SUCH 
TRANSFEREE  TO  TAKE,  ALL  FURTHER  ACTION  NECESSARY  OR  DESIRABLE,  IN  THE 
JUDGMENT  OF  THE  ISSUER,  TO  ENSURE  THAT  SUCH  NOTE  OR  ANY  BENEFICIAL 
INTEREST  THEREIN  IS  HELD  BY  PERSONS  IN  COMPLIANCE  THEREWITH.  ANY 
TRANSFER  IN  VIOLATION  OF  THE  FOREGOING  PROVISIONS  OF  THIS  NOTE  OR  THE 
INDENTURE  WILL  BE  OF  NO  FORCE  AND  EFFECT,  WILL  BE  VOID  AB  INITIO,  AND  WILL 
NOT  OPERATE  TO  TRANSFER  ANY  RIGHTS  TO  THE  TRANSFEREE,  NOTWITHSTANDING 
ANY  INSTRUCTIONS  TO  THE  CONTRARY  TO  THE  ISSUERS,  THE  TRUSTEE  OR  ANY 
INTERMEDIARY. 

IF  NOTWITHSTANDING  THE  RESTRICTIONS  SET  FORTH  IN  THIS  NOTE  OR  THE 
INDENTURE  EITHER  OF  THE  ISSUERS  DETERMINES  THAT  ANY  HOLDER  OF  THIS 
RESTRICTED  NOTE  OR  AN  INTEREST  HEREIN  (I)  IS  A  U.S.  PERSON  AND  (II)  IS  NOT  BOTH 
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A    QUALIFIED    INSTITUTIONAL    BUYER    (OR,    IN    RESPECT    OF    CERTAIN    ORIGINAL 
PURCHASERS,     AN     INSTITUTIONAL    ACCREDITED    INVESTOR)    AND    A    QUALIFIED 
PURCHASER,  THE  ISSUERS  SHALL  REQUIRE,  BY  NOTICE  TO  SUCH  HOLDER,  AS  THE 
CASE  MAY  BE,  THAT  SUCH  HOLDER  SELL  ALL  OF  ITS  RIGHT,  TITLE  AND  INTEREST  TO 
THIS  NOTE  (OR  INTEREST  HEREIN)  TO  A  PERSON  THAT  IS  (1)  A  NON-U.S.  PERSON  IN  A 
TRANSFER    FOR    AN    INTEREST    IN    A   REGULATION    S    NOTE    OR    (2)   A    QUALIFIED 
INSTITUTIONAL   BUYER   AND  A   QUALIFIED   PURCHASER,   WITH    SUCH   SALE   TO    BE 
EFFECTED  WITHIN  30  DAYS  AFTER  NOTICE  OF  SUCH  SALE  REQUIREMENT  IS  GIVEN.    IF 
SUCH  HOLDER  FAILS  TO  EFFECT  THE  TRANSFER  REQUIRED  WITHIN  SUCH  30-DAY 
PERIOD    (X)  UPON  WRITTEN  DIRECTION  FROM  THE  COLLATERAL  MANAGER  OR  THE 
ISSUER,'  THE  TRUSTEE  SHALL,  AND  IS  HEREBY  IRREVOCABLY  AUTHORIZED  BY  SUCH 
HOLDER    TO,    CAUSE    ITS    INTEREST    IN    THIS    NOTE    TO    BE    TRANSFERRED    IN    A 
COMMERCIALLY     REASONABLE     SALE     (CONDUCTED     BY    AN     INVESTMENT    BANK 
SELECTED  BY  THE  TRUSTEE  WITH  THE  CONSENT  OF  THE  COLLATERAL  MANAGER  IN 
ACCORDANCE  WITH  SECTION  9-610(b)  OF  THE  UCC  AS  APPLIED  TO  SECURITIES  THAT 
ARE  SOLD  ON  A  RECOGNIZED  MARKET  OR  THAT  MAY  DECLINE  SPEEDILY  IN  VALUE)  TO 
A  PERSON  THAT  CERTIFIES  TO  THE  TRUSTEE,  THE  ISSUERS  AND  THE  COLLATERAL 
MANAGER,  IN  CONNECTION  WITH  SUCH  TRANSFER,  THAT  SUCH  PERSON  IS  (1)  A  NON- 
U  S  PERSON  IN  A  TRANSFER  FOR  AN  INTEREST  IN  A  REGULATION  S  NOTE  OR  (2)  BOTH 
A  QUALIFIED  INSTITUTIONAL  BUYER  AND  A  QUALIFIED  PURCHASER,  AND  (Y)  PENDING 
SUCH   TRANSFER,   NO   FURTHER   PAYMENTS  WILL   BE   MADE   IN    RESPECT   OF  THE 
INTEREST  IN  THIS  NOTE,  AND  THE  INTEREST  IN  THIS  NOTE  SHALL  NOT  BE  DEEMED  TO 
BE    OUTSTANDING    FOR    THE    PURPOSE    OF    ANY    VOTE    OR    CONSENT    OF    THE 
NOTEHOLDERS. 

Investor  Representations  on  Resale.  Except  as  provided  in  the  remainder  of  this  paragraph, 
each  transferee  of  a  Note  will  be  required  to  deliver  to  the  Issuers,  the  Trustee  and  the  Note  Registrar  a 
duiy  executed  transferee  certificate  in  the  form  of  the  relevant  exhibit  attached  to  the  Indenture  an^  cue, 
other  certificates  and  other  information  as  the  Issuer,  the  Co-Issuer,  the  Trustee  or  the  Note  Registrar 
may  reasonably  require  to  confirm  that  the  proposed  transfer  complies  with  the  transfer  restrictions 
contained  in  this  Offering  Circular.  An  owner  of  a  beneficial  interest  in  a  Regulation  S  Global  Note  may 
transfer  such  interest  in  the  form  of  a  beneficial  interest  in  such  Regulation  S  Global  Note  without  the 
provision  of  written  certification,  provided  that  such  transfer  is  not  made  to  a  U.S.  Person  or  for  the 
account  or  benefit  of  a  U.S.  Person  and  is  effected,  prior  to  the  expiration  of  the  Distribution  Compliance 
Period,  through  Euroclear  or  Clearstream  or,  after  the  expiration  of  the  Distribution  Compliance  Period, 
through  a  clearing  system  other  than  Euroclear  or  Clearstream,  in  an  offshore  transaction  as  required  by 
Regulation  S  and  only  in  accordance  with  the  Applicable  Procedures.  An  owner  of  a  beneficial  interest  in 
a  Restricted  Global  Note  may  transfer  such  interest  in  the  form  of  a  beneficial  interest  in  such  Restricted 
Global  Note  without  the  provision  of  written  certification  if  the  Transferee  is  a  Qualified  Institutional  Buyer 
that  is  also  a  Qualified  Purchaser. 

Pursuant  to  such  transferee  certificate,  (a)  the  transferee  will  acknowledge,  represent  to  and 
agree  with  the  Issuers,  the  Trustee  and  the  Note  Registrar  as  to  the  matters  set  forth  in  each  of 
paragraphs  (1)  through  (18)  above  (other  than  paragraphs  (5),  (6)  and  (8)  above)  as  if  each  reference 
therein  to  "the  purchaser  were  instead  a  reference  to  the  transferee  and  (b)  further  represents  to  and 
agrees  with  the  Issuers,  the  Trustee  and  the  Note  Registrar  as  follows: 

(1 )  In  the  case  of  a  transferee  who  takes  delivery  of  Restricted  Notes,  it  (a)  is  a  U.S.  Person 
that  is  both  (i)  a  Qualified  Institutional  Buyer  and  (ii)  a  Qualified  Purchaser;  (b)  it  will 
provide  written  notice  of  the  foregoing,  and  of  any  applicable  restrictions  on  transfer,  to 
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any  transferee;  (c)  is  aware  that  the  sale  to  it  is  being  made  in  reliance  on  Rule  144A; 
and  (d)  is  acquiring  such  Notes  for  its  own  account.  In  the  case  of  a  transferee  who 
takes  delivery  of  Regulation  S  Notes,  it  (u)  is  a  non-U.S.  Person  acquiring  such  Notes  in 
an  offshore  transaction  in  accordance  with  Rule  904  of  Regulation  S,  (v)  is  acquiring  such 
Notes  for  its  own  account,  (w)  is  not  acquiring,  and  has  not  entered  into  any  discussions 
regarding  its  acquisition  of,  such  Notes  while  it  is  in  the  United  States  or  any  of  its 
territories  or  possessions,  (x)  understands  that  such  Notes  are  being  sold  without 
registration  under  the  Securities  Act  by  reason  of  an  exemption  that  depends,  in  part,  on 
the  accuracy  of  these  representations,  (y)  understands  that  such  Notes  may  not,  absent 
an  applicable  exemption,  be  transferred  without  registration  and/or  qualification  under  the 
Securities  Act  and  applicable  state  securities  laws  and  the  laws  of  any  other  applicable 
jurisdiction,  and  (z)  understands  that  prior  to  the  end  of  the  Distribution  Compliance 
Period,  interests  in  a  Regulation  S  Global  Note  may  only  be  held  through  Euroclear  or 
Clearstream. 

(2)  It  acknowledges  that  the  foregoing  acknowledgements,  representations  and  agreements 
will  be  relied  upon  by  the  Issuers,  the  Trustee  and  the  Note  Registrar  for  the  purpose  of 
determining  its  eligibility  to  purchase  Notes.  It  agrees  to  provide,  if  requested,  any 
additional  information  that  may  be  required  to  substantiate  its  status  as  a  Qualified 
Institutional  Buyer  or  under  the  exception  provided  pursuant  to  Section  3(c)(7)  of  the 
Investment  Company  Act,  to  determine  compliance  with  ERISA  and/or  Section  4975  of 
the  Code  or  to  otherwise  determine  its  eligibility  to  purchase  Notes. 
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LISTING  AND  GENERAL  INFORMATION 

1.  Application  will  be  made  to  the  Irish  Financial  Services  Regulatory  Authority,  as  competent 
authority  under  Directive  2003/71 /EC,  for  the  prospectus  to  be  approved.  Application  will  be  made 
to  the  Irish  Stock  Exchange  for  the  Notes  to  be  admitted  to  the  Official  List  and  trading  on  its 
regulated  market.  Such  approval  relates  only  to  Notes  which  are  to  be  admitted  to  trading  on  the 
regulated  market  of  the  Irish  Stock  Exchange  or  other  regulated  markets  for  the  purposes  of 
Directive  93/22/EEC  or  which  are  to  be  offered  to  the  public  in  any  Member  State  of  the  European 
Economic  Area.  Copies  of  this  Offering  Circular,  the  Issuer  Charter,  the  Preference  Share  Paying 
Agency  Agreement,  the  Management  Agreement,  the  Note  Purchase  Agreement,  the 
Administration  Agreement,  any  Interest  Rate  Swap  Agreement,  each  Synthetic  Security,  the  Initial 
Investment  Agreement,  the  Certificate  of  Incorporation  and  By-laws  of  the  Co-Issuer  and  the 
Indenture  will  be  available  for  inspection  at  the  registered  office  of  the  Issuer  and  at  the  office  of 
the  Irish  Paying  Agent,  where  electronic  copies  thereof  may  be  obtained,  free  of  charge,  upon 
request  for  the  life  of  this  document. 

2.  Copies  of  the  Issuer  Charter,  the  Certificate  of  Incorporation  and  By-laws  of  the  Co-Issuer,  the 
resolutions  of  the  Board  of  Directors  of  the  Issuer  authorizing  the  issuance  of  the  Notes  and  the 
resolutions  of  the  Board  of  Directors  of  the  Co-Issuer  authorizing  the  issuance  of  the  Notes,  the 
Indenture  and  the  Management  Agreement  may  be  obtained  free  of  charge  upon  request  within 
30  days  of  the  date  of  this  Offering  Circular  at  the  office  of  the  Trustee  on  behalf  of  the  Issuer. 

3  Each  of  the  Issuers  represents  that  there  has  been  no  material  adverse  change  in  its  financial 
position  since  its  date  of  incorporation.  The  Issuers  are  not,  and  have  not  since  incorporation 
been,  involved  in  any  litigation,  governmental  or  arbitration  proceedings  relating  to  claims  in 
amounts  which  may  have  or  have  had  a  material  effect  on  the  Issuers  in  the  context  of  the  issue 
of  the  Notes,  nor,  so  far  as  either  of  the  Issuers  is  aware,  is  any  such  litigation  or  arbitration 
involving  it  pending  or  threatened. 

4  Each  of  the  Issuers  represents  that  there  has  been  no  material  adverse  change  in  its  financial 
'  position  since  its  date  of  incorporation.    The  Issuers  are  not,  and  have  not  since  incorporation 

been,  involved  in  any  litigation,  governmental  or  arbitration  proceedings  relating  to  claims  in 
amounts  which  may  have  or  have  had  a  material  effect  on  the  Issuers  in  the  context  of  the  issue 
of  the  Notes,  nor,  so  far  as  either  of  the  Issuers  is  aware,  is  any  such  litigation  or  arbitration 
involving  it  pending  or  threatened. 

5  The  issuance  of  the  Notes  will  be  authorized  by  the  Board  of  Directors  of  the  Issuer  by  resolutions 
passed  on  or  before  the  Closing  Date.  The  issuance  of  the  Notes  will  be  authorized  by  the  Board 
of  Directors  of  the  Co-Issuer  by  resolutions  to  be  passed  on  or  before  the  Closing  Date.  Since 
incorporation,  neither  the  Issuer  nor  the  Co-Issuer  has  commenced  trading  or  established  any 
accounts,  except  as  disclosed  herein  or  accounts  used  to  hold  amounts  received  with  respect  to 
share  capital  and  fees.  It  is  estimated  that  the  fees  payable  in  respect  of  the  listing  of  the  Notes 
on  the  Irish  Stock  Exchange  will  be  approximately  $[7,500]  consisting  of  Irish  Stock  Exchange 
listing  fees,  listing  agent  sponsor  fees  and  fees  to  be  annually  paid  to  the  Irish  Paying  Agent. 

6.  The  Notes  sold  in  offshore  transactions  in  reliance  on  Regulation  S  under  the  Securities  Act  and 

represented  by  the  Global  Notes  have  been  accepted  for  clearance  through  Clearstream  and 
Euroclear  under  the  Common  Codes  indicated  below.  The  CUSIP  Numbers  and  International 
Securities  Identification  Numbers  (ISIN)  for  the  Notes  represented  by  Regulation  S  Global  Notes 
and  Restricted  Global  Notes  are  as  indicated  on  the  following  page. 
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LEGAL  MATTERS 

Certain  legal  matters  with  respect  to  the  Notes  and  New  York  law  will  be  passed  upon  for  the 
Issuer  by  Allen  &  Overy  LLP.  Allen  &  Overy  LLP  will  also  act  as  counsel  to  the  Initial  Purchaser. 
Cadwalader,  Wickersham  &  Taft  LLP  will  act  as  counsel  to  the  Collateral  Manager.  Certain  matters  with 
respect  to  Cayman  Islands  corporate  law  and  tax  law  will  be  passed  upon  for  the  Issuer  by  Maples  and 
Calder. 
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SCHEDULE  A 
LIST  OF  UNDERLYING  ASSETS 
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SCHEDULE  B 

AUCTION  CALL  REDEMPTION  -  AUCTION  PROCEDURES 

The  following  sets  forth  the  auction  procedures  (the  "Auction  Procedures")  to  be  followed  in 
connection  with  a  sale  effected  pursuant  to  the  Indenture. 

I.  Pre-Auction  Process 

•  The  Auction  Agent  will  initiate  the  Auction  Procedures  at  least  24  Business  Days  prior  to 

each  Auction  Date  by: 

•  with  the  assistance  of  the  Collateral  Manager,  preparing  a  list  containing  the 
names  of  the  issuer  and  guarantor  (if  any),  the  par  amount  and  the  CUSIP 
number  (if  any)  with  respect  to  each  Underlying  Asset  and  such  other  information 
as  shall  be  notified  to  the  Auction  Agent  by  the  Collateral  Manager; 

•  with  the  assistance  of  the  Collateral  Manager,  preparing  a  list  of  the  constituents 
of  each  subpool  which  shall  be  based  upon  the  Collateral  Manager's  good  faith 
determination  of  the  composition  of  subpools  that  will  maximize  Disposition 
Proceeds;  provided  that  the  maximum  number  of  subpools  shall  be  eight;  and 

•  directing  the  Trustee  to  send  the  lists  prepared  pursuant  to  clauses  (i)  and  (ii) 
above  to  the  Qualified  Bidders  identified  on  the  then-current  Qualified  Bidder  List 
(the  "Listed  Bidders")  and  requesting  bids  on  the  Auction  Date. 

.  The  general  solicitation  package  which  the  Auction  Agent  shall  deliver  to  the  Listed 

Bidders  will  include;  (i)  a  form  of  a  purchase  agreement  (which  shall,  among  other  things, 
provide  that  (A)  upon  satisfaction  of  all  conditions  precedent  therein,  the  purchaser  is 
irrevocably  obligated  to  acquire,  and  the  Issuer  is  irrevocably  obligated  to  Dispose  of,  the 
Underlying  Assets  (or  relevant  subpool,  as  the  case  may  be)  on  the  date  and  on  the 
terms  and  conditions  set  forth  therein  and  (B)  if  the  subpools  are  to  be  sold  to  more  than 
one  bidder,  the  consummation  of  the  purchase  of  each  subpool  must  occur 
simultaneously  and  the  closing  of  each  purchase  is  conditional  on  the  closing  of  each  of 
the  other  purchases);  (ii)  the  minimum  purchase  price;  (iii)  a  formal  bidsheet  (which  shall 
permit  the  relevant  bidder  to  bid  for  all  of  the  Underlying  Assets,  any  subpool  or 
separately  for  each  of  the  subpools)  including  a  representation  from  the  bidder  that  it  is 
eligible  to  acquire  all  of  the  Underlying  Assets;  (iv)  a  detailed  timetable;  and  (v)  copies  of 
all  transfer  documents  (including  transfer  certificates  and  subscription  agreements  which 
a  bidder  must  execute  pursuant  to  the  Underlying  Instruments  and  a  list  of  the 
requirements  which  the  bidder  must  satisfy  under  the  Underlying  Instruments  (i.e., 
Qualified  Institutional  Buyer,  Qualified  Purchaser,  etc.)). 

•  The  Auction  Agent  shall  send  solicitation  packages  to  all  Listed  Bidders  at  least  15 

Business  Days  before  the  Auction  Date.  No  later  than  10  Business  Days  before  the 
Auction  Date,  Listed  Bidders  may  submit  written  due  diligence  questions  relating  to  the 
legal  documentation  and  other  information  contained  in  the  general  solicitation  package 
(including  comments  on  the  draft  purchase  agreement  to  be  used  in  connection  with  the 
Auction  (the  "Auction  Purchase  Agreement"))  to  the  Collateral  Manager;  provided  that 
the  Collateral  Manager  shall  only  be  obligated  to  answer  questions  relating  to  the 
Collateral  to  the  extent  that  it  is  able  to  do  so  by  reference  to  information  which  it  is 
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required  to  provide  under  the  Management  Agreement.  The  Collateral  Manager  shall  be 
solely  responsible  for  (i)  responding  to  all  relevant  questions  and/or  comments  submitted 
to  it  in  accordance  with  the  foregoing  and  (ii)  distributing  the  questions,  answers  and 
revised  final  Auction  Purchase  Agreement  to  all  Listed  Bidders  at  least  five  Business 
Days  prior  to  the  Auction  Date. 

Auction  Process 

•  If  it  is  not  the  Auction  Agent,  the  Collateral  Manager  or  its  Affiliates  will  be  allowed  to  bid 
in  the  Auction  if  it  deems  appropriate,  but  will  not  be  required  to  do  so. 

•  On  the  Auction  Date,  all  bids  will  be  due  by  facsimile  to  the  offices  of  the  Auction  Agent 
by  11:00  a.m.,  New  York  City  time,  with  the  winning  bidder  to  be  notified  by  2:00  p.m., 
New  York  City  time.  All  bids  from  Listed  Bidders  will  be  due  on  the  bid  sheet  contained  in 
the  solicitation  package.  Each  bid  shall  be  for  the  purchase  and  delivery  to  one  purchaser 
of  (i)  all  (but  not  less  than  all)  of  the  Underlying  Assets  or  (ii)  all  (but  not  less  than  all)  of 
the  Underlying  Assets  that  constitute  the  components  of  one  or  more  subpools. 

•  If  the  Auction  Agent  receives  fewer  than  two  bids  from  Listed  Bidders  to  purchase  all  of 
the  Underlying  Assets  or  to  purchase  each  subpool,  the  Auction  Agent  shall  decline  to 
consummate  the  sale. 

•  Subject  to  clause  (c),  the  Auction  Agent  shall  identify  as  the  winning  bidder  the  bid  or  bids 
that  result  in  the  Highest  Auction  Price  (in  excess  of  the  minimum  purchase  price)  from 
one  or  more  Listed  Bidders. 

.  Upon  notification  to  the  winning  bidder(s),  the  winning  bidder  (or,  if  the  Highest  Auction 

Price  requires  the  sale  of  subpools  to  more  than  one  bidder,  each  winning  bidder)  will  be 
required  to  deiiver  to  the  Auction  Agent  a  signed  counterpart  of  the  Auction  Purchase 
Agreement  no  later  than  4:00  p.m.  New  York  City  time  on  the  Auction  Date.  The  winning 
bidder  (or,  if  the  Highest  Auction  Price  requires  the  sale  of  subpools  to  more  than  one 
bidder,  each  winning  bidder)  shall  be  required  to  pay  the  full  purchase  price  in  cash  prior 
to  the  sixth  Business  Day  following  the  relevant  Auction  Date,  at  which  time  all  monies 
will  be  transferred  into  the  Collection  Account.  If  payment  in  full  of  the  purchase  price  is 
not  made  when  due  (or,  if  the  subpools  are  to  be  sold  to  more  than  one  bidder,  if  any 
bidder  fails  to  make  payment  of  the  purchase  price  when  due),  the  Trustee  on  behalf  of 
the  Issuer  shall  decline  to  consummate  the  sale  of  each  subpool  and  shall  give  notice  (in 
accordance  with  the  Indenture)  that  the  Auction  Call  Redemption  will  not  occur. 

•  "Highest  Auction  Price"  means,  with  respect  to  an  Auction  Call  Redemption,  the  greater 
of  (a)  the  highest  price  bid  by.  any  Listed  Bidder  for  all  of  the  Underlying  Assets  and  (b) 
the  sum  of  the  highest  prices  bid  by  one  or  more  Listed  Bidders  for  each  subpool.  In  each 
case,  the  price  bid  by  a  Listed  Bidder  shall  be  the  Dollar  amount  which  the  Auction  Agent 
certifies  to  the  Trustee  based  on  the  Auction  Agenfs  review  of  the  bids,  which 
certification  shall  be  binding  and  conclusive. 

•  "Qualified  Bidder"  means  (a)  a  Person  whose  unsecured  debt  obligations  have  been 
assigned,  or  whose  obligations  under  the  bid  letter  and  resulting  purchase  agreement  will 
be  guaranteed  by  a  Person  whose  unsecured  debt  obligations  have  been  assigned,  a 
rating  equivalent  to  the  highest  rating  on  the  Notes  or  an  unsecured  short-term  rating  of 
"A-1+"  by  Standard  &  Poor's  and  "F-1"  by  Fitch,  (b)  a  Person  who  the  Auction  Agent 
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believes  to  be  an  active  purchaser  of  Asset-Backed  Securities  with  the  financial 
resources  available  to  it  to  pay  the  purchase  price  of  the  Underlying  Assets  in  a  timely 
fashion,  or  (c)  the  Collateral  Manager  or  any  of  its  Affiliates;  provided  that  with  respect  to 
the  Synthetic  Securities  entered  into  with  the  First  Synthetic  Security  Counterparty,  the 
Issuer  may,  upon  reasonable  notice  to  the  First  Synthetic  Security  Counterparty,  transfer 
to  an  Eligible  Counterparty,  as  such  term  is  defined  in  the  schedule  to  the  Master 
Agreement,  or  to  any  other  counterparty,  in  regard  to  which  the  First  Synthetic  Security 
Counterparty  will  have  the  right  to  approve  or  disapprove  of  any. novation  of  such 
Synthetic  Security  by  the  Issuer. 


B-3 


PSI-M&T  Bank-02-0224 


Footnote  Exhibits  -  Page  1922 


SCHEDULE  C 

STANDARD  &  POOR'S  RATING 

The  Standard  &  Poor's  Rating  of  any  Underlying  Asset  (which  shall  mean  with  respect  to  a 
Synthetic  Security,  the  related  Reference  Obligation)  will  be  determined  as  follows: 

(i)  if  such  Underlying  Asset  is  rated  either  publicly  or  privately  (with  appropriate  consents)  by 

Standard  &  Poor's,  the  Standard  &  Poor's  Rating  shall  be  such  rating,  or,  if  such  Underlying  Asset  is  not 
rated  by  Standard  &  Poor's,  but  the  Issuer  or  the  Collateral  Manager  on  behalf  of  the  Issuer  has 
requested  that  Standard  &  Poor's  perform  a  credit  estimate  in  respect  of  such  Underlying  Asset,  the 
Standard  &  Poor's  rating  shall  be  the  rating  so  assigned  by  Standard  &  Poor's,  provided  that  pending 
receipt  from  Standard  &  Poor's  of  such  rating,  such  Underlying  Asset  shall  have  a  Standard  &  Poor's 
Rating  of  "CCC-"  if  the  Collateral  Manager  believes  that  such  estimate  will  be  at  least  "CCC-";  and 

(ii)         with  respect  to  any  other  Underlying  Asset,  as  set  forth  below. 
Part  1  -  Standard  &  Poor's  Ratings 

Asset  classes  are  eligible  for  notching  if  they  are  not  first  loss  tranches  or  combination  securities.  If  the 
security  is  publicly  rated  by  two  agencies,  notch  down  as  shown  below  based  on  the  lowest  rating.  If  the 
security  is  publicly  rated  only  by  one  agency,  then  notch  down  what  is  shown  below  plus  one  more  notch. 
The  Aggregate  Principal/Notional  Balance  of  Underlying  Assets  the  Standard  &  Poor's  Rating  of  which  is 
based  on  a  Fitch  rating  or  a  Moody's  rating  may  not  exceed  20%  of  the  Aggregate  Principal/Notional 
Balance  of  all  Underlying  Assets,  the  balance  of  which  must  be  rated  by  Standard  &  Poor's  or  assigned 
Standard  &  Poor's  rating  estimates. 

Issued  prior  to  8/1/01  Issued  after  8/1/01 

Curreni  rating  is:  Current  rating  is: 


Inv.  Grade 


Non  Inv. 
Grade  Inv.  Grade 


Non  Inv. 
Grade 


CONSUMER  ABS  -1  "2 

Automobile  Loan  Receivable 
Securities 

Automobile  Lease  Receivable 
Securities 

Car  Rental  Receivables  Securities 
Credit  Card  Securities 
Healthcare  Securities 
Student  Loan  Securities 

COMMERCIAL  ABS  -1  -2 

Cargo  Securities 
Equipment  Lease  Securities 
Aircraft  Leasing  Securities 
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Issued  prior  to  8/1/01 
Current  rating  is: 

Issued  after  8/1/01 
Current  rating  is: 

Inv.  Grade 

Non  Inv. 
Grade 

Inv.  Grade 

Non  Inv. 
Grade 

Small  Business  Loan  Securities 
Restaurant  and  Food  Services 
Securities 

i.     Non-RE-REMIC  RMBS  -1 

Manufactured  Housing  Loan 
Securities 

4.  Non-RE-REMIC  CMBS  -1 

CMBS  -  Conduit 
CMBS  -  Credit  Tenant  Lease 
CMBS  -  Large  Loan 
CMBS  -  Single  Borrower 
CMBS  -  Single  Property 

5.  CBO/CLO  CASHFLOW  SECURITIES  -1 

Cash  Flow  CBO  -  at  least  80%  High 

Yield  Corporate 

Cash  Flow  CBO  -  at  least  80% 

Investment  Grade  Corporate 

Cash  Flow  CLO  -  at  least  80%  High 

Yield  Corporate 

Cash  Flow  CLO  -  at  least  80% 

Investment  Grade  Corporate 

6.  REITs  -1 

REIT  -  Multifamily  &  Mobile  Home 

Park 

REIT  -  Retail 

REIT -Hospitality 

REIT -Office 

REIT  -  Industrial 

REIT  -  Healthcare 

REIT  -  Warehouse 

REIT  -  Self  Storage 

REIT- Mixed  Use 

7.  SPECIALTY  STRUCTURED  -3 

Stadium  Financings 
Project  Finance 
Future  flows 


-2 


-2 


-3 


-2 


-3 


PSI-M&T  Bank-02-0226 


Footnote  Exhibits  -  Page  1924 


Issued  prior  to  8/1/01 
Current  rating  is: 


Inv.  Grade 


8.  RESIDENTIAL  MORTGAGES 

Residential  "A" 
Residential  "B/C" 
Home  equity  loans 

9.  REAL  ESTATE  OPERATING  COMPANIES 


Non  Inv. 
Grade 


-2 


-2 


Issued  after  8/1/01 
Current  rating  is: 


Inv.  Grade 


Non  Inv. 
Grade 


-2 


-3 


-3 


Part  2  -  Standard  &  Poor's  Asset  Backed  Categories 

Each  of  the  following  categories  of  asset  backed  security  shall  constitute  a  separate  asset  backed  class. 
Securities  not  included  in  any  of  these  categories  shall  be  assigned  by  Standard  &  Poor's. 

Structured  Finance  Sectors 

1 .  ABS  Consumer 

2.  ABS  Commercial 

3.  CDOs 

4.  CMBS  Diversified  -  Conduit  and  CTL 

5.  CMBS  -  Large  Loan,  Single  Borrower  and  Single  Property 

6.  REITs 

7.  RMBSA 

8.  RMBS  B&C.  HELs,  HELOCs  and  Tax  Lien 

9.  Manufactured  Housing 

10.  Project  Finance 

11.  U.S.  Agency  -  Explicitly  Guaranteed 

12.  Monoline/FER  Guaranteed 

1 3.  Non-FER  Company  Guaranteed 

14.  FFELP  Student  Loan  (Over  70%  FFELP) 

Part  3  -  Standard  &  Poor's  Asset  Classes  Not  Eligible  to  be  Notched 

The  following  asset  classes  are  not  eligible  to  be  notched.  Credit  estimates  must  be  performed. 

Asset  Type 

1.  Non-U. S.  Structured  Finance  Securities 

2.  Guaranteed  Securities 

3.  CDOs  of  Structured  Finance  and  Real  Estate  Securities 

4.  CBOsofCDOs 

5.  CLOs  of  Distressed  Debt 

6.  Mutual  Fund  Fee  Securities 

7.  Catastrophe  Bonds 

8.  First  Loss  Tranches  of  any  securitization 
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9.  Synthetics 

10.  Synthetic  CBOs 

1 1 .  Combination  Securities 

12.  Re-REMICs 

1 3.  Market  value  CDOs 

14.  Net  Interest  Margin  Securities  (NIMs) 

1 5.  Structured  Settlement  Obligations 

1 6.  Any  asset  class  not  listed  on  Part  1  above 
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SCHEDULE  D 

MOODY'S  RATING  AND  MOODY'S  WEIGHTED  AVERAGE  RATING 

The  "Weighted  Average  Rating"  on  any  Measurement  Date  is  the  number  determined  by 
dividing  (i)  the  sum  of  the  series  of  products  obtained  for  Underlying  Assets  (other  than  Underlying  Asset 
which  the  Asset  Manager  reasonably  believes  will  default  with  respect  to  payment  when  next  due  and  any 
Defaulted  Securities)  by  multiplying  the  Principal/Notional  Balance  on  such  Measurement  Date  of  each 
such  Underlying  Asset  by  its  respective  Moody's  Rating  Factor  on  such  Measurement  Date  by  (ii)  the  sum 
of  the  Aggregate  Principal/Notional  Balance  on  such  Measurement  Date  of  all  Underlying  Assets  that  are 
not  Underlying  Assets  which  the  Asset  Manager  reasonably  believes  will  default  with  respect  to  payment 
when  next  due  and  any  Defaulted  Securities. 

The  "Moody's  Rating  Factor"  relating  to  any  Underlying  Asset  is  the  number  set  forth  in  the 
table  below  opposite  the  Moody's  Rating  of  such  Underlying  Asset: 

Moody's  Rating  Moody's  Rating  Factor 

Aaa  1 

Aa1  10 

Aa2  20 

Aa3  40 

A1  70 

A2  120 

A3  180 

Baal  260 

Baa2  360 

Baa3  610 

Ba1  94° 

Ba2  1.350 

Ba3  1.766 

B1  2,220 

B2  2,720 

B3  3,490 

Caa1  4,770 

Caa2  6,500 

Caa3  8,070 

Ca  or  lower  10,000 

The  "Moody's  Rating"  of  any  Underlying  Asset  (which  shall  mean  with  respect  to  a  Synthetic 
Security,  the  related  Reference  Obligation)  will  be  determined  as  follows: 

with  respect  to.any  Asset-Backed  Security,  for  determining  the  Moody's  Rating  as  of  any  date  of 
determination: 

(i)  if  such  Asset-Backed  Security  is  publicly  rated  by  Moody's,  the  Moody's  Rating 

shall  be  such  rating,  or,  if  such  Underlying  Asset  is  not  publicly  rated  by  Moody's,  but  the  Issuer  or  the 
Collateral  Manager  on  behalf  of  the  Issuer  has  requested  that  Moody's  assign  a  rating  to  such  Underlying 
Asset,  the  Moody's  Rating  shall  be  the  rating  so  assigned  by  Moody's; 

(ii)         if  such  Asset-Backed  Security  is  not  publicly  rated  by  Moody's,  then  the  Moody's 
Rating  of  such  Asset-Backed  Security  may  be  determined  using  any  one  of  the  methods  below: 
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(A)  with  respect  to  any  ABS  type  Residential  Security  not  publicly  rated  by 
Moody's,  if  such  ABS  type  Residential  Security  is  publicly  rated  by  Standard  &  Poor's, 
then  the  Moody's  Rating  thereof  will  be  (1)  one  subcategory  below  the  Moody's 
equivalent  rating  assigned  by  Standard  &  Poor's  if  the  rating  assigned  by  Standard  & 
Poor's  is  "AAA";  (2)  two  rating  subcategories  below  the  Moody's  equivalent  rating 
assigned  by  Standard  &  Poor's  if  the  rating  assigned  by  Standard  &  Poor's  is  below 
"AAA"  but  above  "BB+"  and  (3)  three  rating  subcategories  below  the  Moody's  equivalent 
rating  assigned  by  Standard  &  Poor's  if  the  rating  assigned  by  Standard  &  Poor's  is  below 
"BBB-";  and 

(B)  with  respect  to  any  other  type  of  Asset-Backed  Securities,  pursuant  to 
any  method  specified  by  Moody's; 

provided  that 

(V)  the  rating  of  either  Rating  Agency  used  to  determine  the  Moody's  Rating  pursuant  to  any  of 
clauses  (i)  or  (ii)  above  shall  be  a  public,  non-exclusive  rating  (but  not  a  rating  estimate)  that 
addresses  the  obligation  of  the  obligor  to  pay  principal  of  and  interest  on  the  relevant  Underlying 
Asset  in  full  and  is  monitored  on  an  ongoing  basis  by  the  relevant  Rating  Agency, 

(W)  the  Aggregate  Principal/Notional  Balance  of  Underlying  Assets  the  Moody's  Rating  of  which  is 
based  on  a  Standard  &  Poor's  Rating  may  not  exceed  20%  of  the  Aggregate  Principal/Notional 
Balance  of  all  Underlying  Assets,  the  balance  of  which  must  be  rated  by  Moody's  or  assigned 
Moody's  rating  estimates, 

(X)  the  ratings  of  no  more  than  [10]%  of  the  Aggregate  Principal/Notional  Balance  of  all  Underlying 
Assets  may  be  assigned  rating  factors  derived  via  notching  from  single-rated  instruments, 

(Y)  with  respect  to  any  one  Rating  Agency,  the  single-rated  notched  bucket  may  be  no  larger  than 
7.5%  of  the  Aggregate  Principal/Notional  Balance  of  all  Underlying  Assets  and 

(Z)         if  an  Underlying  Asset 

(A)  is  placed  on  a  watch  list  for  possible  upgrade  by  Moody's,  the  Moody's  Rating  applicable 
to  such  Underlying  Asset  shall  be  two  rating  subcategories  above  the  Moody's  Rating 
applicable  to  such  Underlying  Asset  immediately  prior  to  such  Underlying  Asset  being 
placed  on  such  watch  list,  if  such  Underlying  Asset  is  rated  below  "Aaa"  by  Moody's 
unless  rated  "Aa1",  in  which  case  only  one  subcategory  above;  and 

(B)  is  placed  on  a  watch  list  for  possible  downgrade  by  Moody's,  the  Moody's  Rating 
applicable  to  such  Underlying  Asset  shall  be  (i)  one  rating  subcategory  below  the 
Moody's  Rating  applicable  to  such  Underlying  Asset  immediately  prior  to  such  Underlying 
Asset  being  placed  on  such  watch  list,  if  such  Underlying  Asset  is  rated  "Aaa"  by  Moody's 
or  (ii)  two  rating  subcategories  below  the  Moody's  Rating  applicable  to  such  Underlying 
Asset  immediately  prior  to  such  Underlying  Asset  being  placed  on  such  watch  list,  if  such 
Underlying  Asset  is  rated  below  "Aaa"  by  Moody's;  and 

provided  further  that,  with  respect  to  notched  ratings  on  certain  asset  classes,  the  Moody's  Rating 
shall  be  determined  in  conjunction  with  the  notching  conventions  set  forth  below. 
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Standard  &  Poor's 

The  following  notching  conventions  are  appropriate  for  Standard  &  Poor's-only  rated  tranches. 
(The  figures  represent  the  number  of  notches  to  be  subtracted  from  the  Standard  &  Poor's  rating.  For 
example,  a  "1"  applied  to  an  Standard  &  Poor's  rating  of  BBB  implies  a  Moody's  rating  of  Baa3.) 


ASSET  CLASS 

AAAtoAA- 

A+  to  BBB- 

Below  BBB- 

Auto  loan 

1 

2 

3 

Car  Rental  Fleet 

1 

2 

3 

CDO  Domestic  Corporate  Debt 

No  notching  permitted 

No  notching  permitted 

No  notching  permitted 

CDO  Structured  Product 

No  notching  permitted 

No  notching  permitted 

No  notching  permitted 

Consumer  Asset-Backed 

1 

2 

3 

Credit  Card 

1 

2 

3 

Equipment  Lease 

1 

2 

3 

Manufactured  Housing 

1 

2 

3 

Small  Business  Loan 

1 

2 

3 

Student  Loan 

1 

2 

3 

Residential  Mortgage  Related 

note  that  rating  category 
AAA 

groups  differ  here  from  above) 

AA+  to  BBB-                   Below  BBB- 

Jumbo  A 

1 

2 

3 

Alt-A  or  mixed  pools 

1 

3 

4 

HEL  (including  Residential  A 
and  Residential  B&C) 

1 

2 

3 

Fitch 


The  following  notching  conventions  are  with  respect  to  Fitch: 


Residential  Mortgage  Related 


Jumbo  A 


Alt-A  or  mixed  pools 


HEL  (including  Residential  A 
and  Residential  B&C) 


AAA 


1 


No  notching 


AA+  to  BBB- 


No  notching 


Below  BBB- 


No  notching 


For  dual-rated  Jumbo  A  or  Alt-A  transactions,  take  the  lower  of  the  two  ratings  on  the  security, 
apply  the  appropriate  single-rated  notching  guideline  from  above,  then  go  up  by  1/2  notch.  For  dual-rated 
HEL  (including  Residential  A  and  Residential  B&C)  transactions,  apply  the  Standard  &  Poor's-only  rated 
tranche  notching  guidelines  as  set  forth  above. 
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CMBS 


The  following  CMBS  notching  conventions  are  with  respect  to  S&P  and  Fitch: 


Commercial  Mortgage  Backed  Securities 

ASSET  CLASS 

Tranche  Rated  by  Fitch  and 

S&P;  no  tranche  in  deal 

rated  by  Moody's 

Tranche  Rated  by  Fitch 

and/or  S&P;  at  least  one 

other  tranche  in  deal  rated 

by  Moody's 

Conduit* 

2  notches  from  lower  of 
Fitch/S&P 

1 .5**  notches  from  lower  of 
Fitch/S&P 

Credit  Tenant  Lease 

Follow  corporate  notching 
practice 

Follow  corporate  notching 
practice 

Large  Loan 

No  notching  permitted 

*  For  this  purpose,  conduits  are  defined  as  fixed  rate,  sequential  pay,  multi-borrower  transactions  having 
a  Herfindahl  score  of  40  or  higher  at  the  loan  level  with  all  collateral  (conduit  loans,  A  notes,  large  loans, 
CTLs  and  any  other  real  estate  collateral)  factored  in. 

**  A  1.5  notch  haircut  implies,  for  example,  that  if  the  S&P/Fitch  rating  were  BBB,  then  the  Moody's  rating 
factor  would  be  halfway  between  the  Baa3  and  the  Ba1  rating  factors. 
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SCHEDULE  E 

STANDARD  &  POOR'S  RECOVERY  MATRIX 

If  the  Underlying  Asset  (which  shall  mean  with  respect  to  a  Synthetic  Security,  the  related 
Reference  Obligation)  is  an  Asset-Backed  Security  (other  than  a  CMBS  Security)  and  is  the 
senior-most  tranche  of  securities  issued  by  the  issuer  of  such  Underlying  Asset: 


Initial  Standard  & 

Liability  Rating  assigned  by 

Standard  &  Poor's 

Poor's  Rating  of  the 

AA+ 

A+ 

BBB+ 

BB+ 

B+ 

CCC+ 

Underlying  Asset  at 

AA 

A 

BBB 

BB 

B 

CCC 

Issuance 

AAA 

AA- 

A- 

BBB- 

BB- 

B- 

CCC- 

AAA 

80.0% 

85.0% 

90.0% 

90.0% 

90.0% 

90.0% 

90.0% 

AA+,  AA,  AA- 

70.0% 

75.0% 

85.0% 

90.0% 

90.0% 

90.0% 

90.0% 

A+,  A,  A- 

60.0% 

65.0% 

75.0% 

85.0% 

90.0% 

90.0% 

90.0% 

I  BBB+,  BBB,  BBB- 

50.0% 

55.0% 

65.0% 

75.0% 

85.0% 

85.0% 

85.0% 

If  the  Underlying  Asset  (which  shall  mean  with  respect  to  a  Synthetic  Security,  the  related 
Reference  Obligation)  is  an  Asset-Backed  Security  (other  than  a  CMBS  Security)  and  is  not  the 
senior-most  tranche  of  securities  issued  by  the  issuer  of  such  Underlying  Asset: 


Initial  Standard  & 

Liability  Rating  assigned  by  Standard  &  Poor's 

Poor's  Rating  of  the 

AA+ 

A+ 

BBB+ 

BB+ 

B+ 

CCC+ 

Underlying  Asset  at 

AA 

A 

BBB 

BB 

B 

CCC 

Issuance 

AAA 

AA- 

A- 

BBB- 

BB- 

B- 

CCC- 

AA.A 

65.0% 

70.0% 

80.0% 

85.0% 

SS. 0% 

65.0% 

85.0% 

AA+,  AA,  AA- 

55.0% 

65.0% 

75.0% 

80.0% 

80.0% 

80.0% 

80.0% 

A+,  A,  A- 

40.0% 

45.0% 

55.0% 

65.0% 

80.0% 

80.0% 

80.0% 

BBB+,  BBB,  BBB- 

30.0% 

35.0% 

40.0% 

45.0% 

50.0% 

60.0% 

70.0% 

BB+,  BB,  BB- 

10.0% 

10.0% 

10.0% 

25.0% 

35.0% 

40.0% 

50.0% 

B+,  B,  B- 

2.5% 

5.0% 

5.0% 

10.0% 

10.0% 

20.0% 

25.0% 

CCC+,  CCC,  CCC- 

0.0% 

0.0% 

0.0% 

0.0% 

2.5% 

5.0% 

5.0% 

C.          If  the  Underlyir 

ig  Asset  (which  shall 

mean  with 

respect  to 

a  Synthetic  Security, 

the  related 

Reference  Oblic 

jation)  is  a 

CMBS  Security: 

Initial  Standard  & 

Liability  Rating  assigned  by 

Standard  &  Poor's 

Poor's  Rating  of  the 

AA+ 

A+ 

BBB+ 

BB+ 

B+ 

CCC+ 

Underlying  Asset  at 

AA 

A 

BBB 

BB 

B 

CCC 

Issuance 

AAA 

AA- 

A- 

BBB- 

BB- 

B- 

CCC- 

AAA 

80.0% 

85.0% 

90.0% 

90.0% 

90.0% 

90.0% 

90.0% 

AA+,  AA,  AA- 

70.0% 

75.0% 

85.0% 

90.0% 

90.0% 

90.0% 

90.0% 

A+,  A,  A- 

60.0% 

65.0% 

75.0% 

85.0% 

90.0% 

90.0% 

90.0% 

BBB+,  BBB,  BBB- 

45.0% 

50.0% 

55.0% 

60.0% 

65.0% 

70.0% 

75.0% 

!  BB+,  BB,  BB- 

'35.0% 

40.0% 

45.0% 

45.0% 

50.0% 

50.0% 

50.0% 
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Initial  Standard  & 

Liability  Rating  assigned  by 

Standard  &  Poor's 

Poor's  Rating  of  the 

AA+ 

A+ 

BBB+ 

BB+ 

B+ 

CCC+ 

Underlying  Asset  at 

AA 

A 

BBB 

BB 

B 

CCC 

Issuance 

AAA 

AA- 

A- 

BBB- 

BB- 

B- 

CCC- 

B+,  B,  B- 

20.0% 

25.0% 

30.0% 

35.0% 

35.0% 

40.0% 

40.0% 

CCC+,  CCC,  CCC- 

5.0% 

5.0% 

5.0% 

5.0% 

5.0% 

5.0% 

5.0% 

NR 

0% 

0.0% 

0.0% 

0.0% 

0.0% 

0.0% 

0.0% 
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SCHEDULE  F 


MOODY'S  RECOVERY  RATE  MATRIX 


The  recovery  rate  with  respect  to  a  Synthetic  Security  will  be  calculated  using  the  related 
Reference  Obligation. 


ABS  Type  Diversified  ABS  Securities 

%  of  Underlying 
Capital  Structure1 


|i). 


,(2) 


Initial  Rating  of  Underlying  Asset 


(3) 


Aaa 


Aa 


Baa 


Ba 


>70% 

<=70%,  >[10]% 

<=[10]% 


85% 
75% 
70% 


80% 
70% 
65% 


70% 
60% 
55% 


60% 
50% 
45% 


50% 
[40]% 
35% 


B 


[40]% 
30% 
25% 


ABS  Type  Diversified  Residential  Securities 


(i). 


%  of  Underlying 

Initic 

il  Rating  of  U 

nderlying  As: 

seT' 

Capital  Structure'2' 

Aaa 

Aa 

A 

Baa 

Ba 

B 

>70% 

85% 

80% 

65% 

55% 

45% 

30% 

<=70%,  >[10]% 

75% 

70% 

55% 

45% 

35% 

25% 

<=[10]%,  >5% 

65% 

55% 

45% 

[40]% 

30% 

20% 

<=5%,  >2% 

55% 

45% 

[40]% 

35% 

25% 

[15]% 

<=2% 

45% 

35% 

30% 

25% 

[15]% 

[10]% 

ABS  Type  Undiversified  ABS  Securities 


(5). 


%  of  Underlying 
Capital  Structure'2' 


Aaa 


iniiiai  Rating  of  Underlying  Asset 


.(3) 


Aa 


>70% 

85% 

80% 

65% 

<=70%,  >[10]% 

75% 

70% 

55% 

<=[10]%,  >5%  • 

65% 

55% 

45% 

<=5%,  >2% 

55% 

45% 

35% 

<=2% 

45% 

35% 

25% 

Baa 


55% 
45% 
35% 
30% 
20% 


Ba 


45% 

30% 

35% 

25% 

25% 

[15]% 

20% 

[10]% 

[10]% 

5% 

ABS  Type  Low-Diversity  CDO  Securities'6': 
%  of  Underlying 


Initial  Rating  of  Underlying  Asset' 


(3) 


Capital  Structure'2' 

Aaa 

Aa 

A 

Baa 

Ba 

B 

>70% 

80% 

75% 

60% 

50% 

45% 

30% 

<=70%,  >[10]% 

70% 

60% 

55% 

45% 

35% 

25% 

<=[10]%,  >5% 

60% 

50% 

45% 

35% 

25% 

[15]% 

<=5%,  >2% 

50% 

[40]% 

35% 

30% 

20% 

[10]% 

<=2% 

30% 

25% 

20% 

[15]% 

7% 

4% 
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ABS  Type  High-Diversity  CDO  Securities'7': 


(3) 


%  of  Underlying 

Initic 

il  Rating  of  U 

nderlymg  As 

set"  ' 

Capital  Structure*2' 

Aaa 

Aa 

A 

Baa 

Ba 

B 

>70% 

85% 

80% 

65% 

55% 

45% 

30% 

<=70%,>[10]% 

75% 

70% 

60% 

50% 

[40]% 

25% 

<=[10]%,  >5% 

65% 

55% 

50% 

140]% 

30% 

20% 

<=5%,  >2% 

55% 

45% 

[40]% 

35% 

25% 

[10]% 

<=2% 

45% 

35% 

30% 

25% 

[10]% 

5% 

(1>  "ABS  Type   Diversified  ABS  Securities"  refer  to  Automobile  Securities,   Car  Rental  Fleet 

Securities,  Credit  Card  Securities  and  Student  Loan  Securities. 

(2'  Initial  par  amount  of  tranche  to  which  such  Underlying  Asset  relates  divided  by  initial  par  amount 

of  total  securities  issued  by  such  Underlying  Asset  issuer. 

(3)  The  recovery  rate  for  Underlying  Assets  with  a  Moody's  Rating  of  Caa1,  Caa2  or  Caa3  is 

assumed  to  be  [10]%. 

(4>  "ABS   Type   Diversified    Residential   Securities"    refer  to   Residential   A   Mortgage-Backed 

Securities,  Residential  B/C  Mortgage-Backed  Securities,  Non-Subprime  Home  Equity  Loan  Asset-Backed 
Securities  and  Manufactured  Housing  Securities. 

(5>  "ABS  Type  Undiversified  ABS  Securities"  refer  to  Equipment  Lease  Securities,  Small  Business 

Loan  Securities  and  CMBS  Securities. 

<6>  -ABS  Type  Low-Diversity  CDO  Securities"  refer  to  any  CDO  Securities  that  are  not  High- 

Diversity  Securities. 

(T)  "ABS  Type  High-Diversity  CDO  Securities"  refer  to  any  CDO  Securities  that  entitle  the  holders 

thereof  to  receive  payments  that  depend  (except  for  rights  or  other  assets  designed  to  assure  the 
servicing  or  timely  distribution  of  proceeds  to  holders  of  the  Asset-Backed  Securities)  on  the  cash  flow 
from  a  portfolio  of  commercial  and  industrial  bank  loans,  other  asset-backed  securities  or  corporate  debt 
securities  (or  any  combination  of  the  foregoing)  that  are  obligations  of  obligors  or  issuers  that  represent  a 
relatively  diversified  pool  of  obligor  credit  risk  having  a  Moody's  Asset  Correlation  Factor  lower  than  20% 
or  a  Moody's  diversity  score  higher  than  15.  The  "Moody's  Asset  Correlation  Factor"  is  a  single 
number  determined  in  accordance  with  the  asset  correlation  methodology  provided  from  time  to  time  by 
Moody's  and  listed  in  the  latest  Monthly  Report  or  indenture  of  such  CDO  Security. 
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SCHEDULE  G 

CLASS  D  PRIORITY  REDEMPTION  AMOUNT 

The  Class  D  Priority  Redemption  Amount  on  each  Distribution  Date  during  the  Priority  Distribution 
Period  will  be  as  follows: 


Distribution  Date 

Class  D  Priority  Redemption  Amount 

D2008 

$[1 

[12008 

$n 

[12008 

$n 

[12008 

$[i 

[12009 

$[i 

n  2009 

$[i 

[12009 

$[i 

[12009 

$[i 

[12010 

sn 

[12010 

$n 

n  2010 

sn 

[12010 

$[i 
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SCHEDULE  H 
FORM  OF  CONFIRMATION  FOR  RMBS  SECURITIES 

I 

Deutsche  Bank  AG 


rvrv 

m 


Date:  [         ] 

To:  Gemstone  CDO  VH  Ltd. 

Fax  No:  [    ] 

From:  Deutsche  Bank  AG,  acting  through  its  London  Branch 

RE:  Credit  Derivative  Transaction  on  Mortgage-Backed  Security  with  Pay-As-You-Go  or 

Physical  Settlement  (Form  I)  (Dealer  Form)  (RMBS) 

Dear  Sir/Madam 

The  purpose  of  this  communication  (the  "Confirmation")  is  to  confirm  the  terms  and 
conditions  of  the  Credit  Derivative  Transaction  relating  to  a  mortgage-backed  security  reference 
obligation  entered  into  between  you  Gemstone  CDO  VII  Ltd.  ("Party  B")  and  us  Deutsche  Bank  AG, 
acting  through  its  London  Branch  ("Party  A")  on  the  Trade  Date  specified  below  (the  "Transaction"). 
This  Confirmation  constitutes  a  "Confirmation"  as  referred  to  in  the  ISDA  Master  Agreement 
specified  below. 

The  definitions  and  provisions  contained  in  the  2003  ISDA  Credit  Derivatives  Definitions 
(the  "Credit  Derivatives  Definitions"),  as  published  by  the  International  Swaps  and  Derivatives 
Association,  Inc.  ("ISDA")  and  the  ISDA  Standard  Terms  Supplement  for  use  with  Credit  Derivatives 
Transaction  on  Mortgage-Backed  Security  with  Pay-As-You-Go  or  Physical  Settlement,  as  published 
by  ISDA  on  November  10,  2006  (the  "CDS  on  MBS  Terms"),  and,  if  (i)  the  Additional  Provisions  for 
Optional  Early  Termination  have  been  published  by  ISDA  at  the  Trade  Date  and  (ii)  Optional  Early 
Termination  is  specified  as  being  applicable,  the  Additional  Provisions  for  Optional  Early 
Termination  most  recently  published  by  ISDA,  are  incorporated  into  this  Confirmation.  In  the  event 
of  any  inconsistency  between  the  Credit  Derivatives  Definitions  or  the  CDS  on  MBS  Terms  and  this 
Confirmation,  this  Confirmation  will  govern.  In  the  event  of  any  inconsistency  between  the  CDS  on 
MBS  Terms  and  the  Credit  Derivatives  Definitions,  the  CDS  on  MBS  Terms  will  govern. 

This  Confirmation  supplements,  forms  a  part  of,  and  is  subject  to,  the  ISDA  Master 
Agreement,  dated  as  of  [-],  2007,  as  amended  and  supplemented  from  time  to  time  (the  "Agreement"), 
between  you  and  us.  All  provisions  contained  in  the  Agreement  govern  this  Confirmation  except  as 
expressly  modified  below.] 

The  terms  of  the  Transaction  to  which  this  Confirmation  relates  are  as  follows: 

Trade  Date:  [  ] 

Effective  Date:  [  ] 


Copyright  ©  November  2006  by  International  Swaps  &  Derivatives  Association,  Inc. 

PSI-M&T  Bank-02-0238 


Footnote  Exhibits  -Page  1936 


Floating  Rate  Payer: 
Fixed  Rate  Payer: 
Calculation  Agent: 


Calculation  Agent  City: 
Business  Day: 
Reference  Entity: 
Reference  Obligation: 


Reference  Policy: 
Reference  Price: 
Initial  Face  Amount: 
Initial  Payment: 

Fixed  Rate: 

Fixed  Rate  Payer  Payment  Dates: 


Party  B  (the  "Seller"). 
Party  A  (the  "Buyer")- 

Party  A,  unless  an  Event  of  Default  has  occurred 
and  is  continuing  with  respect  to  Party  A,  in  which 
case  the  Calculation  Agent  shall  be  a  leading, 
independent  dealer  in  derivatives  selected  by 
agreement  between  the  parties  within  one  Business 
Day  of  such  Event  of  Default  (the  "Substitute 
Calculation  Agent"),  whose  fees  and  expenses  shall 
be  met  by  Party  A,  whilst  such  Event  of  Default  is 
continuing.  If  the  parties  are  unable  to  agree  on  a 
Substitute  Calculation  Agent,  each  of  the  parties 
shall  elect  an  independent  dealer  in  derivatives  and 
such  two  dealers  shall  agree  on  a  third  party,  who 
shall  be  deemed  to  be  the  Substitute  Calculation 
Agent.  Party  A  shall  be  appointed  to  replace  the 
Substitute  Calculation  Agent  within  one  Business 
Day  of  the  date  on  which  no  Event  of  Default  is 
continuing  in  respect  of  Party  A.  All  determinations 
by  the  Calculation  Agent  shall  be  made  in  good 
faith  and  in  a  commercially  reasonable  manner. 

New  York 

New  York  and  London 

[  1 

The  obligation  identified  as  follows: 


]] 


] 


]] 
[  1 

[  ]. 


[Insurer:  [ 

CUSIP/ISIN:    [ 
[Bloomberg  ID:  [ 

Legal  final  maturity  date: 
Original  Principal  Amount: 
Initial  Factor:    [  ] 

Issuer:  The  Reference  Entity] 

Not  Applicable 

[•]% 

[  3 

[Not  Applicable] 

[On  [the  Effective  Date],  [Buyer]/[Seller]  will  pay 
[USD][  ]  to  [Seller]/[Buyer].] 

[  ]%  per  annum 

Not  CMBS  Convention 
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Fixed  Amount: 

Additional  Credit  Event: 
Interest  Shortfall  Cap: 
WAC  Cap  Interest  Provision: 
Step-up  provisions: 


Fixed  Amount  definition  for  underlying  with  no 
payment  delay 

Distressed  Ratings  Downgrade 

Applicable 

Not  Applicable 

Applicable 


If  Interest  Shortfall  Cap  is  applicable,  then  specify: 


Interest  Shortfall  Cap  Basis: 
Interest  Shortfall  Compounding: 
Rate  Source: 

Optional  Early  Termination: 
Additional  Terms: 


Fixed  Cap 

Applicable 

USD-LIBOR-BBA 

Not  Applicable 

The  definition  of  "Fixed  Amount"  in  the  CDS  on 
MBS  Terms  shall  be  deleted  and  replaced  in  its 
entirety  with  the  following: 

"With  respect  to  any  Fixed  Rate  Payer  Payment 
Date,  an  amount  equal  to  the  product  of: 

(a)  the  Fixed  Rate; 

(b)  an  amount  determined  by  the  Calculation 
Agent  equal  to: 

(i)  the  sum  of  the  Reference  Obligation 
Notional  Amount  (as  calculated 
without  taking  into  consideration  any 
adjustment  in  the  Reference 
Obligation  Notional  Amount  due  to 
an  Implied  Writedown  Amount)  as  at 
5:00  p.m.  in  the  Calculation  Agent 
City  on  each  day  in  the  related  Fixed 
Rate  Payer  Calculation  Period; 
divided  by 

(ii)  the  actual  number  of  days  in  the 
related  Fixed  Rate  Payer  Calculation 
Period;  and 

(c)  the  actual  number  of  days  in  the  related 
Fixed  Rate  Payer  Calculation  Period  divided 
by  360." 


Office,  Notice  and  Account  Details: 

The  Office  of  Buyer  for  this  Transaction  is:  George  Town,  Grand  Cayman,  Cayman  Islands 
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The  Office  of  Seller  for  this  Transaction  is:   London 

Telephone,  Telex  and/or  Facsimile  Numbers  and  Contact  Details  for  Notices: 


Buyer: 

Telephone: 

Fax: 

Email: 

Seller: 

Account  Details: 

Account  Details  of  Buyer: 

Account  Details  of  Seller: 


Attention:    New 
Documentation 


York 


Derivatives 


(212)250-9425 
(212)797-0779 
NYderivative.documentation@db.com 

[  1 

[  ] 


[ 


] 


Please  confirm  your  agreement  to  be  bound  by  the  terms  of  the  foregoing  by  executing  a  copy  of  this 
Confirmation  and  returning  it  to  us  by  facsimile. 


Yours  sincerely, 

DEUTSCHE  BANK  AG,  ACTING  THROUGH  ITS  LONDON  BRANCH 

By: 

Name: 
Title: 


By:. 


Name: 
Title: 


Confirmed  as  of  the  date  first  above  written: 

GEMSTONE  CDO  VII  LTD. 

By  HBK  Investments,  L.P.,  as  its  Investment  Manager 


By: 


Name: 
Title: 


By:. 


Name: 
Title: 


.4 
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ISDA  STANDARD  TERMS  SUPPLEMENT  FOR  USE  WITH  CREDIT  DERIVATIVE 
TRANSACTIONS  ON  MORTGAGE-BACKED  SECURITY  WITH  PAY-AS-YOU-GO  OR 

PHYSICAL  SETTLEMENT1 

(published  on  November  10,  2006) 

This  ISDA  Standard  Terms  Supplement  for  use  with  Credit  Derivative  Transactions  on  Mortgage- 
Backed  Security  with  Pay-As-You-Go  or  Physical  Settlement  (the  "CDS  on  MBS  Terms")  hereby, 
incorporates  by  reference  the  definitions  and  provisions  contained  in  the  2003  ISDA  Credit 
Derivatives  Definitions  as  published  by  the  International  Swaps  and  Derivatives  Association,  Inc. 
("ISDA")  (the  "Credit  Derivatives  Definitions").  In  the  event  of  any  inconsistency  between  the  Credit 
Derivatives  Definitions  and  these  CDS  on  MBS  Terms,  these  CDS  on  MBS  Terms  will  govern.2 

References  to  the  "Reference  Obligation"  in  these  CDS  on  MBS  Terms  or  in  the  relevant 
Confirmation  shall  be  to  the  terms  of  the  Reference  Obligation  (as  defined  below)  set  out  in  the 
Underlying  Instruments  (as  defined  below)  as  amended  from  time  to  time  unless  otherwise  specified 
below. 


1.  General  Terms: 

Trade  Date:  As  shown  in  the  relevant  Confirmation. 

Effective  Date:  As  shown  in  the  relevant  Confirmation. 

Scheduled  Termination  Date:         Subject  to  paragraph  6,  the  Legal  Final  Maturity  Date 

of  the  Reference  Obligation,  subject  to  adjustment  in 
accordance  with  the  Following  Business  Day 
Convention,. 


THE  FOOTNOTES  TO  THIS  CDS  ON  MBS  STANDARD  TERMS  SUPPLEMENT  ARE  PROVIDED  FOR 
CLARIFICATION  ONLY  AND  DO  NOT  CONSTITUTE  ADVICE  AS  TO  THE  STRUCTURING  OR 
DOCUMENTATION  OF  A  CREDIT  DERIVATIVE  TRANSACTION. 

ISDA  has  not  undertaken  to  review  all  applicable  laws  and  regulations  of  any  jurisdiction  in  which  the  Credit 
Derivatives  Definitions  or  these  CDS  on  MBS  Terms  may  be  used.  Therefore,  parties  are  advised  to  consider  the 
application  of  any  relevant  jurisdiction's  regulatory,  tax,  accounting,  exchange  or  other  requirements  that  may 
exist  in  connection  with  the  entering  into  and  documenting  of  a  privately  negotiated  credit  derivative 
transaction.  . 

1  The  definitions  and  provisions  in  this  ISDA  Standard  Terms  Supplement  for  use  with  Credit 

Derivatives  Transactions  on  Mortgage-Backed  Security  with  Pay-As- You-Go  or  Physical  Settlement 
may  be  incorporated  into  a  Confirmation  or  other  document  (including  in  electronic  form)  (a 
"Confirmation")  by  wording  in  the  Confirmation  indicating  that,  or  the  extent  to  which,  the 
Confirmation  is  subject  to  this  ISDA  Standard  Terms  Supplement  for  use  with  Credit  Derivatives 
Transactions  on  Mortgage-Backed  Security  with  Pay-As-You-Go  or  Physical  Settlement.  All 
definitions  and  provisions  so  incorporated  in  a  Confirmation  will  be  applicable  to  that  Confirmation 
unless  otherwise  provided  in  that  Confirmation. 

7  Parties  who  wish  to  novate  a  trade  documented  by  way  of  a  Confirmation  incorporating  these  CDS  on 

MBS  Terms  should  consider  using  the  Form  of  Novation  torifirrnation  set  out  in  the  Schedule  to  this 
ISDA  Standard  Terms  Supplement. 

Copyright  ©  November  2006  by  International  Swaps  &  Derivatives  Association,  Inc. 
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Termination  Date: 


The  last  to  occur  of: 
(a) 


Floating  Rate  Payer: 
Fixed  Rate  Payer: 
Calculation  Agent: 
Calculation  Agent  City: 
Business  Day: 
Business  Day  Convention: 


Reference  Entity: 
Reference  Obligation: 


Reference  Policy: 
Reference  Price: 
Applicable  Percentage: 


the  fifth  Business  Day  following  the  Effective 
Maturity  Date; 


(b)  the  last  Floating  Rate  Payer  Payment  Date; 

(c)  the  last  Delivery  Date;  and 

(d)  the  last  Additional  Fixed  Amount  Payment 
Date. 

As  shown  in  the  relevant  Confirmation  (the  "Seller"). 

As  shown  in  the  relevant  Confirmation  (the  "Buyer"). 

As  shown  in  the  relevant  Confirmation. 

As  shown  in  the  relevant  Confirmation. 

As  shown  in  the  relevant  Confirmation. 

Following  (which,  with  the  exception  of  the  Effective 
Date,  the  Final  Amortization  Date,  each  Reference 
Obligation  Payment  Date  and  the  period  end  date  of 
each  Reference  Obligation  Calculation  Period,  shall 
apply  to  any  date  referred  to  in  these  CDS  on  MBS 
Terms  or  in  the  Relevant  Confirmation  that  falls  on  a 
day  that  is  not  a  Business  Day). 

As  shown  in  the  relevant  Confirmation. 

As  shown  in  the  relevant  Confirmation. 

Section  2.30  of  the  Credit  Derivatives  Definitions  shall 
not  apply. 

As  shown  in  the  relevant  Confirmation. 

As  shown  in  the  relevant  Confirmation. 

On  any  day,  a  percentage  equal  to  A  divided  by  B. 

"A"  means  the  product  of  the  Initial  Face  Amount  and 
the  Initial  Factor  as  decreased  on  each  Delivery  Date 
by  an  amount  equal  to  (a)  the  outstanding  principal 
balance  of  Deliverable  Obligations  Delivered  to  Seller 
(as  adjusted  by  the  Relevant  Amount,  if  any)  divided 
by  the  Current  Factor  on  such  day  multiplied  by  (b)  the 
Initial  Factor. 

"B"  means  the  product  of  the  Original  Principal 
Amount  and  the  Initial  Factor; 

(a)         as    increased    by    the    outstanding   principal 
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balance  of  any  further  issues  by  the  Reference 
Entity  that  are  fungible  with  and  form  part  of 
the  same  legal  series  as  the  Reference 
Obligation;  and 

(b)  as  decreased  by  any  cancellations  of  some  or 
all  of  the  Outstanding  Principal  Amount 
resulting  from  purchases  of  the  Reference 
Obligation  by  or  on  behalf  of  the  Reference 
Entity.3 

Initial  Face  Amount:  As  shown  in  the  relevant  Confirmation. 

Reference  Obligation  Notional       On  the  Effective  Date,  the  product  of: 
Amount: 

(a)  the  Original  Principal  Amount; 

(b)  the  Initial  Factor,  and 

(c)  the  Applicable  Percentage. 

Following     the     Effective     Date,     the     Reference 
Obligation  Notional  Amount  will  be: 

(i)  decreased  on  each  day  on  which  a  Principal 
Payment  is  made  by  the  relevant  Principal 
Payment  Amount; 

(ii)  decreased  on  the  day,  if  any,  on  which  a 
Failure  to  Pay  Principal  occurs  by  the  relevant 
Principal  Shortfall  Amount; 

(iii)  decreased  on  each  day  on  which  a  Writedown 
occurs  by  the  relevant  Writedown  Amount; 

(iv)  increased  on  each  day  on  which  a  Writedown 
Reimbursement  occurs  by  any  Writedown 
Reimbursement  Amount  in  respect  of  a 
Writedown  Reimbursement  within  paragraphs 
(ii)  or  (iii)  of  the  definition  of  "Writedown 
Reimbursement";  and 

(v)  decreased  on  each  Delivery  Date  by  an  amount 
equal  to  the  relevant  Exercise  Amount  minus 
the  amount  determined  pursuant  to  paragraph 
(b)  of  "Physical  Settlement  Amount"  below, 
provided  that  if  any  Relevant  Amount  is 
applicable,  the  Exercise  Amount  will  also  be 
deemed  to  be  decreased  by  such  Relevant 
Amount  (or  increased  by  the  absolute  value  of 
such  Relevant  Amount  if  such  Relevant 
Amount  is  negative)  with  effect  from  such 


This  represents  the  percentage  covered  by  the  relevant  Transaction  of  the  Outstanding  Principal 
Amount.  It  may  be  more  than  100%. 
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Initial  Payment: 


Delivery  Date; 

provided  that  if  the  Reference  Obligation  Notional 
Amount  would  be  less  than  zero,  it  shall  be  deemed  to 
be  zero. 

For  the  avoidance  of  doubt,  the  Reference  Obligation 
Notional  Amount  shall  not  be  increased  by  any 
deferral  or  capitalization  of  interest  that  relates  to  the 
Term  of  this  Transaction  or  decreased  by  payment  of 
any  portion  of  the  principal  balance  of  the  Reference 
Obligation  that  is  attributable  to  the  deferral  or 
capitalization  of  interest  during  the  Term  of  this 
Transaction. 

As  shown  in  the  relevant  Confirmation. 


2.  Fixed  Payments: 

Fixed  Rate  Payer: 
Fixed  Rate: 


Fixed  Rate  Payer  Period  End 
Date: 

Fixed  Rate  Payer  Payment 
Dates: 


Fixed  Amount: 


Buyer 

As  shown  in  the  relevant  Confirmation,  subject  to 
adjustment  in  accordance  with  paragraph  6  below. 

The  first  day  of  each  Reference  Obligation  Calculation 
Period. 

In  the  relevant  Confirmation,  the  parties  shall  specify 
either  "Not  CMBS  Convention"  or  "CMBS 
Convention"  as  applicable. 

If  "Not  CMBS  Convention"  is  specified  in  the  relevant 
Confirmation,  the  Fixed  Rate  Payer  Payment  Dates 
shall  be  each  day  falling  five  Business  Days  after  a 
Reference  Obligation  Payment  Date;  provided  that  the 
final  Fixed  Rate  Payer  Payment  Date  shall  fall  on  the 
fifth  Business  Day  following  the  Effective  Maturity 
Date. 

If  "CMBS  Convention"  is  specified  in  the  relevant 
Confirmation,  the  Fixed  Rate  Payer  Payment  Dates 
shall  be,  after  each  Reference  Obligation  Payment 
Date,  the  next  following  25th  calendar  day  of  the 
month,  except  that  when  a  Reference  Obligation 
Payment  Date  falls  on  or  after  25th  calendar  day  of  a 
month,  the  Fixed  Rate  Payer  Payment  Date  in  respect 
of  such  Reference  Obligation  Payment  Date  shall  be 
25th  calendar  day  of  the  next  following  month; 
provided  that  the  final  Fixed  Rate  Payer  Payment  Date 
shall  fall  on  the  fifth  Business  Day  following  the 
Effective  Maturity  Date. 

In  the  relevant  Confirmation,  the  parties  shall  specify 
"Fixed   Amount  definition   for  underlying  with  no 
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payment  delay"  or  "Fixed  Amount  definition  for 
underlying  with  payment  delay". 

If  "Fixed  Amount  definition  for  underlying  with  no 
payment  delay"  is  specified  in  the  relevant 
Confirmation,  the  Fixed  Amount  shall  be,  with  respect 
to  any  Fixed  Rate  Payer  Payment  Date,  an  amount 
equal  to  the  product  of: 

(a)  the  Fixed  Rate; 

(b)  an  amount  determined  by  the  Calculation  Agent 
equal  to: 

(i)  the  sum  of  the  Reference  Obligation 
Notional  Amount  as  at  5:00  p.m.  in  the 
Calculation  Agent  City  on  each  day  in 
the  related  Fixed  Rate  Payer  Calculation 
Period;  divided  by 

(ii)  the  actual  number  of  days  in  the  related 
Fixed  Rate  Payer  Calculation  Period; 
and 

(c)      the  actual  number  of  days  in  the  related  Fixed 
Rate  Payer  Calculation  Period  divided  by  360. 

If  "Fixed  Amount  definition  for  underlying  with 
payment  delay"  is  specified  in  the  relevant 
Confirmation,  then  the  Fixed  Amount  shall  be  with 
respect  to  any  Fixed  Rate  Payer  Payment  Date,  an 
amount  equal  to  the  product  of: 

(a)  the  Fixed  Rate; 

(b)  the  Reference  Obligation  Notional  Amount 
outstanding  on  the  last  day  of  the  Reference 
Obligation  Calculation  Period  related  to  such 
Fixed  Rate  Payer  Payment  Date,  as  adjusted 
for  any  increases  or  decreases  of  the  Reference 
Obligation  Notional  Amount  on  the  Reference 
Obligation  Payment  Date  immediately 
preceding  the  related  Reference  Obligation 
Payment  Date;  and 

(c)  the  actual  number  of  days  in  the  related  Fixed 
Rate  Payer  Calculation  Period  divided  by  360. 

Additional  Fixed  Amount  (a)         Each  Fixed  Rate  Payer  Payment  Date;  and 

Payment  Dates: 

(b)  in  relation  to  each  Additional  Fixed  Payment 
Event  occurring  after  the  second  Business  Day 
prior  to  the  last  Fixed  Rate  Payer  Payment 
Date,  the  fifth  Business  Day  after  Buyer  has 
received    notification    from    Seller    or    the 
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Additional  Fixed  Payments: 


Additional  Fixed  Payment 
Event: 


Additional  Fixed  Amount: 


Calculation  Agent  of  the  occurrence  of  such 
Additional  Fixed  Payment  Event. 

Following  the  occurrence  of  an  Additional  Fixed 
Payment  Event  in  respect  of  the  Reference  Obligation, 
Buyer  shall  pay  the  relevant  Additional  Fixed  Amount 
to  Seller  on  the  first  Additional  Fixed  Amount 
Payment  Date  falling  at  least  two  Business  Days  (or  in 
the  case  of  an  Additional  Fixed  Payment  Event  that 
occurs  after  the  second  Business  Day  prior  to  the  last 
Fixed  Rate  Payer  Payment  Date,  five  Business  Days) 
after  the  delivery  of  a  notice  by  the  Calculation  Agent 
to  the  parties  or  by  Seller  to  Buyer  stating  that  the 
related  Additional  Fixed.  Amount  is  due  and  showing 
in  reasonable  detail  how  such  Additional  Fixed 
Amount  was  determined;  provided  that  any  such 
notice  must  be  given  on  or  prior  to  the  fifth  Business 
Day  following  the  day  that  is  one  calendar  year  after 
the  Effective  Maturity  Date. 

The  occurrence  on  or  after  the  Effective  Date  and  on 
or  before  the  day  that  is  one  calendar  year  after  the 
Effective  Maturity  Date  of  a  Writedown 
Reimbursement,  a  Principal  Shortfall  Reimbursement 
or  an  Interest  Shortfall  Reimbursement. 

With  respect  to  each  Additional  Fixed  Amount 
Payment  Date,  an  amount  equal  to  the  sum  of: 

(a)  the     Writedown     Reimbursement     Payment 
Amount  (if  any); 

(b)  the      Principal      Shortfall      Reimbursement 
Payment  Amount  (if  any);  and 

(c)  the  Interest  Shortfall  Reimbursement  Payment 
Amount  (if  any). 

For  the  avoidance  of  doubt,  each  Writedown 
Reimbursement  Payment  Amount,  Principal  Shortfall 
Reimbursement  Payment  Amount  or  Interest  Shortfall 
Reimbursement  Payment  Amount  (as  applicable)  shall 
be  calculated  using  the  Applicable  Percentage  which 
takes  into  account  the  aggregate  adjustment  made  to 
the  Applicable  Percentage  in  respect  of  all  Delivery 
Dates  that  have  occurred  prior  to  the  date  of  such 
calculation. 


3.  Floating  Payments: 

Floating  Rate  Payer: 
Floating  Rate  Payer  Payment 


Seller 

In  relation  to  a  Floating  Amount  Event,  the  first  Fixed 
Rate  Payer  Payment  Date  falling  at  least  two  Business 
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Dates: 


Floating  Payments: 


Floating  Amount  Event: 
Floating  Amount: 


Days  (or  in  the  case  of  a  Floating  Amount  Event  that 
occurs  on  the  Legal  Final  Maturity  Date  or  the  Final 
Amortization  Date,  the  fifth  Business  Day)  after 
delivery  of  a  notice  by  the  Calculation  Agent  to  the 
parties  or  a  notice  by  Buyer  to  Seller  that  the  related 
Floating  Amount  is  due  and  showing  in  reasonable 
detail  how  such  Floating  Amount  was  determined; 
provided  that  any  such  notice  must  be  given  on  or  prior 
to  the  fifth  Business  Day  following  the  Effective 
Maturity  Date. 

If  a  Floating  Amount  Event  occurs,  then  on  the  relevant 
Floating  Rate  Payer  Payment  Date,  Seller  will  pay  the 
relevant  Floating  Amount  to  Buyer.  For  the  avoidance 
of  doubt,  the  Conditions  to  Settlement  are  not  required 
to  be  satisfied  in  respect  of  a  Floating  Payment. 

A  Writedown,  a  Failure  to  Pay  Principal  or  an  Interest 
Shortfall. 

With  respect  to  each  Floating  Rate  Payer  Payment 
Date,  an  amount  equal  to  the  sum  of: 

(a)  the  relevant  Writedown  Amount  (if  any); 

(b)  the  relevant  Principal  Shortfall  Amount  (if  any); 
and 

(c)  the  relevant  Interest  Shortfall  Payment  Amount 
(if  any). 

For  the  avoidance  of  doubt,  each  Writedown  Amount, 
Principal  Shortfall  Amount  or  Interest  Shortfall 
Payment  Amount  (as  applicable)  shall  be  calculated 
using  the  Applicable  Percentage  which  takes  into 
account  the  aggregate  adjustment  made  to  the 
Applicable  Percentage  in  respect  of  all  Delivery  Dates 
that  have  occurred  prior  to  the  date  of  such  calculation. 
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4.  Credit  Events  and  Physical  Settlement 

Conditions  to  Settlement:  Credit  Event  Notice 


Notifying  Party:    Buyer 

Notice  of  Physical  Settlement 

Notice  of  Publicly  Available  Information:  Applicable 

Public  Sources:  The  public  sources  listed  in 
Section  3.7  of  the  Credit 
Derivatives  Definitions; 

provided  that  Servicer  Reports 
in  respect  of  the  Reference 
Obligation  and,  in  respect  of  a 
Distressed  Ratings  Downgrade 
Credit  Event  only,  any  public 
communications  by  any  of  the 
Rating  Agencies  in  respect  of 
the  Reference  Obligation  shall 
also  be  deemed  Public  Sources. 

Specified  Number:  1 

provided  that  if  the  Calculation  Agent  has  previously 
delivered  a  notice  to  the  parties  or  Buyer  has 
previously  delivered  a  notice  to  Seller  pursuant  to  the 
definition,  of  "Floating  Rate  Payer  Payment  Dates" 
above  in  respect  of  a  Writedown  or  a  Failure  to  Pay 
Principal,  the  only  Condition  to  Settlement  with  respect 
to  any  Credit  Event  shall  be  a  Notice  of  Physical 
Settlement. 

The  parties  agree  that  with  respect  to  the  Transaction 
and  notwithstanding  anything  to  the  contrary  in  the 
Credit  Derivatives  Definitions: 

(a)  the  Conditions  to  Settlement  may  be  satisfied 
on  more  than  one  occasion; 

(b)  multiple  Physical  Settlement  Amounts  may  be 
payable  by  Seller; 

(c)  Buyer,  when  providing  a  Notice  of  Physical 
Settlement,  must  specify  an  Exercise  Amount 
and  an  Exercise  Percentage; 

(d)  if  Buyer  has  delivered  a  Notice  of  Physical 
Settlement  that  specifies  an  Exercise  Amount 
that  is  less  than  the  Reference  Obligation 
Notional  Amount  as  of  the  date  on  which  such 
Notice  of  Physical  Settlement  is  delivered 
(calculated  as  though  Physical  Settlement  in 
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Credit  Events: 


respect  of  all  previously  delivered  Notices  of 
Physical  Settlement  has  occurred  in  full),  the 
rights  and  obligations  of  the  parties  under  the 
Transaction  shall  continue  and  Buyer  may 
deliver  additional  Notices  of  Physical 
Settlement  with  respect  to  the  initial  Credit 
Event  or  with  respect  to  any  additional  Credit 
Event  at  any  time  thereafter;  and 

(e)  any  Notice  of  Physical  Settlement  shall  be 
delivered  no  later  than  30  calendar  days  after 
the  fifth  Business  Day  following  the  earlier  of 
the  Effective  Maturity  Date  and  the  Optional 
Step-up  Early  Termination  Date. 

Section  3.2(d)  of  the  Credit  Derivatives  Definitions  is 
amended  to  delete  the  words  "that  is  effective  no  later 
than  thirty  calendar  days  after  the  Event  Determination 
Date". 

Section  3.3  of  the  Credit  Derivatives  Definitions  is 
amended  so  that  the  following  is  added  as  sub-clause 
(d): 

"(d)  the  expiration  of  any  applicable  grace  period  for  a 
Failure  to  Pay  Principal  Credit  Event". 

The  following  Credit  Events  shall  apply  to  the 
Transaction  (and  the  first  sentence  of  Section  4.1  of  the 
Credit  Derivatives  Definitions  shall  be  amended 
accordingly): 

Failure  to  Pay  Principal 

Writedown 


Obligation: 


Additional   Credit   Event   (as   shown   in   the 
relevant  Confirmation). 

Reference  Obligation  Only 


5.  Interest  Shortfall 

Interest  Shortfall  Payment 
Amount: 


In  respect  of  an  Interest  Shortfall,  the  relevant  Interest 
Shortfall  Amount;  provided  that,  if  Interest  Shortfall  Cap  is 
specified  as  applicable  in  the  relevant  Confirmation  and  the 
Interest  Shortfall  Amount  exceeds  the  Interest  Shortfall  Cap 
Amount,  the  Interest  Shortfall  Payment  Amount  in  respect 
of  such  Interest  Shortfall  shall  be  the  Interest  Shortfall  Cap 
Amount 


Interest  Shortfall  Cap: 


As  shown  in  the  relevant  Confirmation. 
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Interest  Shortfall  Cap  Amount:      As  set  out  in  the  Interest  Shortfall  Cap  Annex. 


Actual  Interest  Amount: 


With  respect  to  any  Reference  Obligation  Payment  Date, 
payment  by  or  oh  behalf  of  the  Issuer  of  an  amount  in 
respect  of  interest  due  under  the  Reference  Obligation 
(including,  without  limitation,  any  deferred  interest  or 
default  interest  but  excluding  payments  in  respect  of 
prepayment  penalties,  yield  maintenance  provisions  or 
principal,  except  that  the  Actual  Interest  Amount  shall 
include  any  payment  of  principal  representing  capitalized 
interest  that  relates  to  the  Term  of  the  Transaction)  to  the 
holder(s)  of  the  Reference  Obligation  in  respect  of  the 
Reference  Obligation. 


WAC  Cap  Interest  Provision:        As  shown  in  the  relevant  Confirmation. 


Expected  Interest  Amount: 


For  this  purpose,  "WAC  Cap"  means  a  weighted  average 
coupon  or  weighted  average  rate  cap  provision  (however 
defined  in  the  Underlying  Instruments)  of  the  Underlying 
Instruments  that  limits,  increases  or  decreases  the  interest 
rate  or  interest  entitlement  in  circumstances  where  the 
Underlying  Instruments  as  at  the  Trade  Date  and  without 
regard  to  any  subsequent  amendments,  do  not  provide  for 
any  interest  shortfall  arising  as  a  result  of  such  provision  to 
be  deferred,  capitalized  or  otherwise  compensated  for  at  any 
future  time. 

With  respect  to  any  Reference  Obligation  Payment  Date,  the 
amount  of  current  interest  that  would  accrue  during  the 
related  Reference  Obligation  Calculation  Period  calculated 
using  the  Reference  Obligation  Coupon  on  a  principal 
balance  of  the  Reference  Obligation  equal  to: 

(a)  the  Outstanding  Principal  Amount  taking  into 
account  any  reductions  due  to  a  principal  deficiency 
balance  or  realized  loss  amount  (however  described 
in  the  Underlying  Instruments)  that  are  attributable 
to  the  Reference  Obligation  minus 

(b)  the  Aggregate  Implied  Writedown  Amount  (if  any) 

and  that  will  be  payable  on  the  related  Reference  Obligation 
Payment  Date  assuming  for  this  purpose  that  sufficient 
funds  are  available  therefor  in  accordance  with  the 
Underlying  Instruments.  Except  as  provided  in  (a)  in  the 
previous  sentence,  the  Expected  Interest  Amount  shall  be 
determined  without  regard  to  (i)  unpaid  amounts  in  respect 
of  accrued  interest  on  prior  Reference  Obligation  Payment 
Dates,  or  (ii)  any  prepayment  penalties  or  yield  maintenance 
provisions. 

The  Expected  Interest  Amount  shall  be  determined: 

(x)        if  WAC  Cap  Interest  Provision  is  specified  as 
applicable  in  the  relevant  Confirmation,  after  giving 
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effect  to  any  WAC  Cap;  and 

(y)  if  WAC  Cap  Interest  Provision  is  specified  as  not 
applicable  in  the  relevant  Confirmation,  without 
giving  effect  to  any  WAC  Cap;  and 


Interest  Shortfall: 


Interest  Shortfall  Amount: 


in  either  case  without  regard  to  the  effect  of  any  provisions 
(however  described)  of  such  Underlying  Instruments  that 
otherwise  permit  the  limitation  of  due  payments  to 
distributions  of  funds  available  from  proceeds  of  the 
Underlying  Assets,  or  that  provide  for  the  capitalization  or 
deferral  of  interest  on  the  Reference  Obligation  during  the 
Term  of  the  Transaction,  or  that  provide  for  the 
extinguishing  or  reduction  of  such  payments  or  distributions 
(each  a  "Limitation  Provision")  (but,  for  the  avoidance  of 
doubt,  taking  account  of  any  Writedown  within  paragraph 
(i)  of  the  definition  of  "Writedown"  occurring  in  accordance 
with  the  Underlying  Instruments)4. 

For  the  purposes  of  calculating  the  Expected  Interest 
Amount,  and  notwithstanding  any  other  provision  herein, 
the  Reference  Obligation  Coupon  shall  be  deemed  to  include 
any  cap  stated  in  the  Underlying  Instrument  that  is  not  a 
Limitation  Provision  and,  where  WAC  Cap  Interest 
Provision  is  specified  as  not  applicable  in  the  relevant 
Confirmation,  is  not  a  WAC  Cap. 

With  respect  to  any  Reference  Obligation  Payment  Date, 
either  (a)  the  non-payment  of  an  Expected  Interest  Amount 
or  (b)  the  payment  of  an  Actual  Interest  Amount  that  is  less 
than  the  Expected  Interest  Amount. 

For  the  avoidance  of  doubt,  the  occurrence  of  an  event 
within  (a)  or  (b)  shall  be  determined  taking  into  account  any 
payment  made  under  the  Reference  Policy,  if  applicable. 

With  respect  to  any  Reference  Obligation  Payment  Date,  an 
amount  equal  to  the  greater  of: 

(a)  zero;  and 

(b)  the  amount  equal  to  the  product  of: 

(i)         (A)        the  Expected  Interest  Amount; 
minus 


(B)        the  Actual  Interest  Amount;  and 

(ii)        the  Applicable  Percentage; 

provided  that,  with  respect  to  the  first  Reference  Obligation 
Payment  Date  only,  the  Interest  Shortfall  Amount  shall  be 


Note  that  this  will  not  impact  the  determination  of  "Expected  Interest  Amount"  in  respect  of  a 
Reference  Obligation  that  does  not  have  a  Limitation  Provision. 
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Interest  Shortfall 
Reimbursement: 


Interest  Shortfall 
Reimbursement  Amount: 


Interest  Shortfall 
Reimbursement  Payment 
Amount: 


the  amount  determined  in  accordance  with  (a)  and  (b)  above 
multiplied  by  a  fraction  equal  to: 

(x)        the  number  of  days  in  the  first  Fixed  Rate  Payer 
Calculation  Period;  over 

(y)         the  number  of  days  in  the  first  Reference  Obligation 
Calculation  Period. 

With  respect  to  any  Reference  Obligation  Payment  Date,  the 
payment  by  or  on  behalf  of  the  Issuer  of  an  Actual  Interest 
Amount  in  respect  of  the  Reference  Obligation  that  is 
greater  than  the  Expected  Interest  Amount. 

With  respect  to  any  Reference  Obligation  Payment  Date,  the 
product  of  (a)  the  amount  of  any  Interest  Shortfall 
Reimbursement  on  such  day  and  (b)  the  Applicable 
Percentage. 

If  Interest  Shortfall  Cap  is  specified  as  not  applicable  in  the 
relevant  Confirmation,  the  relevant  Interest  Shortfall 
Reimbursement  Amount.  If  Interest  Shortfall  Cap  is 
specified  as  applicable  in  the  relevant  Confirmation,  the 
amount  determined  pursuant  to  the  Interest  Shortfall  Cap 
Annex. 


Consequences  of  Step-up  of  the  Reference  Obligation  Coupon 

Step-up  provisions:  As  shown  in  the  relevant  Confirmation. 


Step-up: 


Non-Call  Notification  Date: 


Non-Call  Notice: 


Increase  of  the  Fixed  Rate: 


If  the  Step-up  provisions  are  applicable,  then  the  following 
provisions  of  this  paragraph  6  shall  apply. 

On  any  day,  an  increase  in  the  Reference  Obligation  Coupon 
due  to  the  failure  of  the  Issuer  or  a  third  party  to  exercise,  in 
accordance  with  the  Underlying  Instruments,  a  "clean-up 
call"  or  other  right  to  purchase,  redeem,  cancel  or  terminate 
(however  described  in  the  Underlying  Instruments)  the 
Reference  Obligation. 

The  date  of  delivery  by  the  Calculation  Agent  to  the  parties 
or  by  Buyer  to  Seller  of  a  Non-Call  Notice. 

A  notice  given  by  the  Calculation  Agent  to  the  parties  or  by 
Buyer  to  Seller  that  the  Reference  Obligation  has  not  been 
purchased,  redeemed,  cancelled  or  terminated  by  the  Issuer 
or  a  third  party,  in  accordance  with  the  Underlying 
Instruments,  pursuant  to  a  "clean-up  call"  or  other  right  to 
purchase,  redeem,  cancel  or  terminate  (however  described  in 
the  Underlying  Instruments)  the  Reference  Obligation, 
which  failure  will  result  in  the  occurrence  of  a  Step-up. 

Subject  to  "Optional  Step-up  Early  Termination"  below, 
upon  the  occurrence  of  a  Step-up,  the  Fixed  Rate  will  be 
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Optional  Step-up  Early 
Termination: 


increased  by  the  number  of  basis  points  by  which  the 
Reference  Obligation  Coupon  is  increased  due  to  the 
Step-up,  such  increase  to  take  effect  as  of  the  Fixed  Rate 
Payer  Payment  Date  immediately  following  the  fifth 
Business  Day  after  the  Non-Call  Notification  Date. 

No  later  than  five  Business  Days  after  the  Non-Call 
Notification  Date,  Buyer  shall  notify  Seller  (such 
notification,  a  "Buyer  Step-up  Notice")  whether  Buyer 
wishes  to  continue  the  Transaction  at  the  increased  Fixed 
Rate  or  to  terminate  the  Transaction. 

If  Buyer  elects  to  terminate  the  Transaction,  the  date  of 
delivery  of  the  Buyer  Step-up  Notice  shall  be  the  Scheduled 
Termination  Date  (such  date,  the  "Optional  Step-up  Early 
Termination  Date")  and  in  such  case  "Increase  of  the  Fixed 
Rate"  in  this  paragraph  6  shall  not  apply. 

No  amount  shall  be  payable  by  either  party  in  respect  of  the 
Optional  Step-up  Early  Termination  Date  other  than  any 
Fixed  Amount,  Additional  Fixed  Amount,  Floating  Amount 
or  Physical  Settlement  Amount  calculated  in  accordance 
with  the  terms  hereof.  For  the  avoidance  of  doubt,  the 
obligation  of  a  party  to  pay  any  amount  that  has  become  due 
and  payable  under  the  Transaction  and  remains  unpaid  as  at 
the  Optional  Step-up  Early  Termination  Date  shall  not  be 
affected  by  the  occurrence  of  the  Optional  Step-up  Early 
Termination  Date. 

If  Buyer  fails  to  deliver  the  Buyer  Step-up  Notice  by  the 
fifth  Business  Day  after  the  Non-Call  Notification  Date, 
Buyer  shall  be  deemed  to  have  elected  to  continue  the 
Transaction  at  the  increased  Fixed  Rate  as  described  under 
"Increase  of  the  Fixed  Rate". 

If  Buyer  elects,  or  is  deemed  to  have  elected,  to  continue  the 
Transaction  at  the  increased  Fixed  Rate,  the  Transaction 
shall  continue. 


7.  Settlement  Terms 

Settlement  Method:  Physical  Settlement 

Terms  Relating  to  Physical  Settlement: 
Physical  Settlement  Period:  Five  Business  Days 

Deliverable  Obligations:  Exclude  Accrued  Interest 

Deliverable  Obligations: 


Deliverable  Obligation  Category:     Reference  Obligation 
Only 


Physical  Settlement  Amount:  An  amount  equal  to : 
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(a)         the   product  of  the  Exercise  Amount  and   the 
Reference  Price;  minus 


(b) 


the  sum  of: 


Delayed  Payment: 


Escrow: 

Non-delivery  by  Buyer  or 
occurrence  of  the  Effective 
Maturity  Date: 


(i)  if  the  Aggregate  Implied  Writedown 
Amount  is  greater  than  zero,  the  product 
of  (A)  the  Aggregate  Implied  Writedown 
Amount,  (B)  the  Applicable  Percentage, 
each  as  determined  immediately  prior  to 
the  relevant  Delivery  and  (C)  the  relevant 
Exercise  Percentage;  and 

(ii)  the  product  of  (A)  the  aggregate  of  all 
Writedown  Amounts  in  respect  of 
Writedowns  within  paragraph  (i)(B)  of  the 
definition  of  "Writedown"  minus  the 
aggregate  of  all  Writedown 
Reimbursement  Amounts  in  respect  of 
Writedown  Reimbursements  within 
paragraph  (ii)(B)  of  the  definition  of 
"Writedown  Reimbursement"  and  (B)  the 
relevant  Exercise  Percentage; 

provided  that  if  the  Physical  Settlement  Amount  would 
exceed  the  product  of: 

(1)  the  Reference  Obligation  Notional  Amount  as  of 
the  date  on  which  the  relevant  Notice  of  Physical 
Settlement  is  delivered  calculated  as  though 
Physical  Settlement  in  respect  of  all  previously 
delivered  Notices  of  Physical  Settlement  has 
occurred  in  full;  and 

(2)  the  Exercise  Percentage; 

then  the  Physical  Settlement  Amount  shall  be  deemed  to  be 
equal  to  such  product. 

With  respect  to  a  Delivery  Date,  if  a  Servicer  Report  that 
describes  a  Delayed  Payment  is  delivered  to  holders  of  the 
Reference  Obligation  or  to  the  Calculation  Agent  on  or 
after  such  Delivery  Date,  Buyer  will  pay  the  applicable 
Delayed  Payment  Amount  to  Seller  no  later  than  five 
Business  Days  following  the  later  of  (a)  the  day  on  which 
such  Servicer  Report  is  delivered  and  (b)  the  day  on  which 
such  Delayed  Payment  is  due  and  payable. 

Applicable 

If  Buyer  has  delivered  a  Notice  of  Physical  Settlement  and: 

(a)  Buyer  does  not  Deliver  in  full  the  Deliverable 
Obligations  specified  in  that  Notice  of  Physical 
Settlement  on  or  prior  to  the  Physical  Settlement 
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Date;  or 

(b)  the  Effective  Maturity  Date  occurs  after  delivery 
of  the  Notice  of  Physical  Settlement  but  before 
Buyer  Delivers  the  Deliverable  Obligations 
specified  in  that  Notice  of  Physical  Settlement; 

then  such  Notice  of  Physical  Settlement  shall  be  deemed 
not  to  have  been  delivered  and  any  reference  in  these  CDS 
on  MBS  Terms  to  a  previously  delivered  Notice  of 
Physical  Settlement  shall  exclude  any  Notice  of  Physical 
Settlement  that  is  deemed  not  to  have  been  delivered. 
Sections  9.2(c)(ii)  (except  for  the  first  sentence  thereof), 
9.3,  9.4,  9.5,  9.6,  9.9  and  9.10  of  the  Credit  Derivatives 
Definitions  shall  not  apply. 


8.  Additional  Provisions: 

(a)  Delivery  of  Servicer  Report 

If  either  party  makes  a  request  in  writing,  the  Calculation  Agent  agrees  to  provide  such  party 
with  a  copy  of  the  most  recent  Servicer  Report  promptly  following  receipt  of  such  request,  if 
and  to  the  extent  such  Servicer  Report  is  reasonably  available  to  the  Calculation  Agent 
(whether  or  not  the  Calculation  Agent  is  a  holder  of  the  Reference  Obligation).  In  addition,  if 
a  Floating  Payment  or  an  Additional  Fixed  Payment  is  due  hereunder,  then  the  Calculation 
Agent  or  the  party  that  notifies  the  other  party  that  the  relevant  Floating  Payment  or 
Additional  Fixed  Payment  is  due,  as  applicable,  (the  "Notifying  Party")  shall  deliver  a  copy  of 
any  Servicer  Report  relevant  to  such  payment  that  is  requested  by  the  party  that  is  not  the 
Notifying  Party  or  by  either  party  where  the  Notifying  Party  is  the  Calculation  Agent,  if  and 
to  the  extent  that  such  Servicer  Report  is  reasonably  available  to  the  Notifying  Party  (whether 
or  not  the  Notifying  Party  is  a  holder  of  the  Reference  Obligation). 

(b)  Calculation  Agent  and  Buyer  and  Seller  Determinations 

The  Calculation  Agent  shall  be  responsible  for  determining  and  calculating  (i)  the  Fixed 
Amount  payable  on  each  Fixed  Rate  Payer  Payment  Date;  (ii)  the  occurrence  of  a  Floating 
Amount  Event  and  the  related  Floating  Amount  and  (iii)  the  occurrence  of  an  Additional 
Fixed  Payment  Event  and  the  related  Additional  Fixed  Amount;  provided  that 
notwithstanding  the  above,  each  of  Buyer  and  Seller  shall  be  entitled  to  determine  and 
calculate  the  above  amounts  to  the  extent  that  Buyer  or  Seller,  as  applicable,  has  the  right  to 
deliver  a  notice  to  the  other  party  demanding  payment  of  such  amount.  The  Calculation 
Agent  or  Buyer  or  Seller,  as  applicable,  shall  make  such  determinations  and  calculations 
based  solely  on  the  basis  of  the  Servicer  Reports,  to  the  extent  such  Servicer  Reports  are 
reasonably  available  to  the  Calculation  Agent  or  such  party.  The  Calculation  Agent  or  Buyer 
or  Seller,  as  applicable,  shall,  as  soon  as  practicable  after  making  any  of  the  determinations  or 
calculations  specified  in  (i)  and  (ii)  above,  notify  the  parties  or  the  other  party,  as  applicable, 
of  such  determinations  and  calculations.  For  the  avoidance  of  doubt,  if  an  Interest  Shortfall 
Amount  is  not  explicitly  set  out  in  the  Servicer  Report  but  the  Calculation  Agent  determines 
that  an  Interest  Shortfall  has  occurred  on  the  basis  of  information  in  such  Servicer  Report, 
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then  the  relevant  Interest  Shortfall  Amount  shall  be  calculated  by  the  Calculation  Agent  on 
the  basis  of  such  information.5 

(c)         Adjustment  of  Calculation  Agent  Determinations 

To  the  extent  that  a  Servicer  furnishes  any  Servicer  Reports  correcting  information  contained 
in  previously  issued  Servicer  Reports,  and  such  corrections  impact  calculations  pursuant, to 
the  Transaction,  the  calculations  relevant  to  the  Transaction  shall  be  adjusted  retroactively  by 
the  Calculation  Agent  to  reflect  the  corrected  information  (provided  that,  for  the  avoidance  of 
doubt,  no  amounts  in  respect  of  interest  shall  be  payable  by  either  party  and  provided  that  the 
Calculation  Agent  in  performing  the  calculations  pursuant  to  this  paragraph  will  assume  that 
no  interest  has  accrued  on  any  adjusted  amount),  and  the  Calculation  Agent  shall  promptly 
notify  both  parties  of  any  corrected  payments  required  by  either  party.  Any  required  corrected 
payments  shall  be  made  within  five  Business  Days  of  the  day  on  which  such  notification  by 
the  Calculation  Agent  is  effective. 

9.  Additional  Definitions  and  Amendments  to  the  Credit  Derivatives  Definitions 

(a)  References  in  Sections  4. 1 ,  8.2,  9. 1  and  9.2(a)  of  the  Credit  Derivatives  Definitions  as  well  as 
Section  3(a)(iv)  of  the  form  of  Novation  Agreement  set  forth  in  Exhibit  E  to  the  Credit 
Derivatives  Definitions  to  the  Reference  Entity  shall  be  deemed  to  be  references  to  both  the 
Reference  Entity  and  the  Insurer  in  respect  of  the  Reference  Policy,  if  applicable. 

(b)  (i)         The  definition  of  "Publicly  Available  Information"  in  Section  3.5  of  the  Credit 

Derivatives  Definitions  shall  be  amended  by  (i)  inserting  the  words  "the  Insurer  in 
respect  of  the  Reference  Policy,  if  applicable"  at  the  end  of  subparagraph  (a)(ii)(A) 
thereof,  (ii)  inserting  the  words  ",  servicer,  sub-servicer,  master  servicer"  before  the 
words  "or  paying  agent"  in  subparagraph  (a)(ii)(B)  thereof  and  (iii)  deleting  the  word 
"or"  at  the  end  of  subparagraph  (a)(iii)  thereof  and  inserting  at  the  end  of 
subparagraph  (a)(iv)  thereof  the  following:  "or  (v)  is  information  contained  in  a 
notice  or  on  a  website  published  by  an  internationally  recognized  rating  agency  that 
has  at  any  time  rated  the  Reference  Obligation". 

(ii)  The  definition  of  "Physical  Settlement"  in  Section  8.1  of  the  Credit  Derivatives 
Definitions  shall  be  amended  by  (i)  deleting  the  words  "Physical  Settlement  Amount" 
from  the  last  line  of  the  second  paragraph  thereof  and  (ii)  inserting  in  lieu  thereof  the 
words  "Exercise  Amount". 

(iii)  The  definition  of  "Physical  Settlement  Date"  in  Section  8.4  of  the  Credit  Derivatives 
Definitions  shall  be  amended  by  deleting  the  last  sentence  thereof. 


5  This  is  intended  to  cover  any  situation  in  which  the  Servicer  Report  does  not  report  on  Interest 

Shortfalls. 


16 

PSI-M&T  Bank-02-0257 


Footnote  Exhibits  -  Page  1955 


(c)         For  the  purposes  of  the  Transaction  only,  the  following  terms  have  the  meanings  given  below: 

"Actual  Principal  Amount"  means,  with  respect  to  the  Final  Amortization  Date  or  the  Legal 
Final  Maturity  Date,  an  amount  paid  on  such  day  by  or  on  behalf  of  the  Issuer  in  respect  of 
principal  (excluding  any  amount  representing  capitalized  interest  that  relates  to  the  Term  of 
the  Transaction)  to  the  holders)  of  the  Reference  Obligation  in  respect  of  the  Reference 
Obligation. 

"Aggregate  Implied  Writedown  Amount"  means  the  greater  of  (i)  zero  and  (ii)  the  aggregate 
of  all  Implied  Writedown  Amounts  minus  the  aggregate  of  all  Implied  Writedown 
Reimbursement  Amounts. 

"Current  Factor"  means  the  factor  of  the  Reference  Obligation  as  specified  in  the  most  recent 
Servicer  Report;  provided  that  if  the  factor  is  not  specified  in  the  most  recent  Servicer  Report 
or  the  factor  specified  includes  deferred  or  capitalized  interest  that  relates  to  the  Term  of  the 
Transaction,  then  the  Current  Factor  shall  be  the  ratio  equal  to  (i)  the  Outstanding  Principal 
Amount  as  of  such  date,  determined  in  accordance  with  the  most  recent  Servicer  Report  over 
(ii)  the  Original  Principal  Amount. 

"Current  Period  Implied  Writedown  Amount"  means,  in  respect  of  a  Reference  Obligation 
Calculation  Period,  an  amount  determined  as  of  the  last  day  of  such  Reference  Obligation 
Calculation  Period  equal  to  the  greater  of: 

(i)  zero;  and 

(ii)         the  product  of: 

(A)  the  Implied  Writedown  Percentage;  and 

(B)  the  greater  of: 

(1)  zero;  and 

(2)  the  lesser  of  (x)  the  Pari  Passu  Amount  and  (y)  the  Pari  Passu 
Amount  plus  the  Senior  Amount  minus  the  aggregate  outstanding 
asset  pool  balance  securing  the  payment  obligations  on  the  Reference 
Obligation  (all  such  outstanding  asset  pool  balances  as  obtained  by 
the  Calculation  Agent  from  the  most  recently  dated  Servicer  Report 
available  as  of  such  day),  calculated  based  on  the  face  amount  of  the 
assets  then  in  such  pool,  whether  or  not  any  such  asset  is  performing. 

"Delayed  Payment"  means,  with  respect  to  a  Delivery  Date,  a  Principal  Payment,  Principal 
Shortfall  Reimbursement  or  a  Writedown  Reimbursement  within  paragraph  (i)  of  the 
definition  of  "Writedown  Reimbursement"  that  is  described  in  a  Servicer  Report  delivered  to 
holders  of  the  Reference  Obligation  or  to  the  Calculation  Agent  on  or  after  such  Delivery 
Date. 

"Delayed  Payment  Amount"  means,  if  persons  who  are  holders  of  the  Reference  Obligation 
as  of  a  date  prior  to  a  Delivery  Date  are  paid  a  Delayed  Payment  on  or  after  such  Delivery 
Date,  an  amount  equal  to  the  product  of  (i)  the  sum  of  all  such  Delayed  Payments,  (ii)  the 
Reference  Price,  (iii)  the  Applicable  Percentage  immediately  prior  to  such  Delivery  Date  and 
(iv)  the  Exercise  Percentage. 
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"Distressed  Ratings  Downgrade"  means  that  the  Reference  Obligation: 

(i)  if  publicly  rated  by  Moody's,  (A)  is  downgraded  to  "Caa2"  or  below  by  Moody's  or 
(B)has  the  rating  assigned  to  it  by  Moody's  withdrawn  and,  in  either  case,  not 
reinstated  within  five  Business  Days  of  such  downgrade  or  withdrawal;  provided  that 
if  such  Reference  Obligation  was  assigned  a  public  rating  of  "Baa3"  or  higher  by 
Moody's  immediately  prior  to  the  occurrence  of  such  withdrawal,  it  shall  not 
constitute  a  Distressed  Ratings  Downgrade  if  such  Reference  Obligation  is  assigned  a 
public  rating  of  at  least  "Caal"  by  Moody's  within  three  calendar  months  after  such 
withdrawal;  or 

(ii)  if  publicly  rated  by  Standard  &  Poor's,  (A)  is  downgraded  to  "CCC"  or  below  by 
Standard  &  Poor's  or  (B)has  the  rating  assigned  to  it  by  Standard  &  Poor's 
withdrawn  and,  in  either  case,  not  reinstated  within  five  Business  Days  of  such 
downgrade  or  withdrawal;  provided  that  if  such  Reference  Obligation  was  assigned  a 
public  rating  of  "BBB-"  or  higher  by  Standard  &  Poor's  immediately  prior  to  the 
occurrence  of  such  withdrawal,  it  shall  not  constitute  a  Distressed  Ratings  Downgrade 
if  such  Reference  Obligation  is  assigned  a  public  rating  of  at  least  "CCC+"  by 
Standard  &  Poor's  within  three  calendar  months  after  such  withdrawal;  or 

(iii)  if  publicly  rated  by  Fitch,  (A)  is  downgraded  to  "CCC"  or  below  by  Fitch  or  (B)  has 
the  rating  assigned  to  it  by  Fitch  withdrawn  and,  in  either  case,  not  reinstated  within 
five  Business  Days  of  such  downgrade  or  withdrawal;  provided  that  if  such  Reference 
Obligation  was  assigned  a  public  rating  of  "BBB-"  or  higher  by  Fitch  immediately 
prior  to  the  occurrence  of  such  withdrawal,  it  shall  not  constitute  a  Distressed  Ratings 
Downgrade  if  such  Reference  Obligation  is  assigned  a  public  rating  of  at  least 
"CCC+"  by  Fitch  within  three  calendar  months  after  such  withdrawal. 

"Effective  Maturity  Date"  means  the  earlier  of  (a)  the  Scheduled  Termination  Date  and  (b)  the 
Final  Amortization  Date. 

"Exercise  Amount"  means,  for  purposes  of  the  Transaction,  an  amount  to  which  a  Notice  of 
Physical  Settlement  relates  equal  to  the  product  of  (i)  the  original  face  amount  of  the 
Reference  Obligation  to  be  Delivered  by  Buyer  to  Seller  on  the  applicable  Physical 
Settlement  Date;  and  (ii)  the  Current  Factor  as  of  such  date.  The  Exercise  Amount  to  which  a 
Notice  of  Physical  Settlement  relates  shall  (A)  be  equal  to  or  less  than  the  Reference 
Obligation  Notional  Amount  (determined,  for  this  purpose,  without  regard  to  the  effect  of  any 
Writedown  or  Writedown  Reimbursement  within  paragraphs  (i)(B)  or  (iii)  of  "Writedown"  or 
paragraphs  (ii)(B)  or  (iii)  of  "Writedown  Reimbursement",  respectively)  as  of  the  date  on 
which  the  relevant  Notice  of  Physical  Settlement  is  delivered  calculated  as  though  the 
Physical  Settlement  of  all  previously  delivered  Notices  of  Physical  Settlement  has  occurred  in 
full  and  (B)  not  be  less  than  the  lesser  of  (1)  the  Reference  Obligation  Notional  Amount  as  of 
the  date  on  which  the  relevant  Notice  of  Physical  Settlement  is  delivered  calculated  as  though 
Physical  Settlement  in  respect  of  all  previously  delivered  Notices  of  Physical  Settlement  has 
occurred  in  full  and  (2)  USD  100,000.  The  cumulative  original  face  amount  of  Deliverable 
Obligations  specified  in  all  Notices  of  Physical  Settlement  shall  not  at  any  lime  exceed  the 
Initial  Face  Amount.  For  the  avoidance  of  doubt:  (a)  if  any  capitalization  or  deferral  of 
interest  in  respect  of  the  Reference  Obligation  has  occurred  during  the  Term  of  the 
Transaction  and  has  not  been  recovered  by  holders  of  the  Reference  Obligation  pursuant  to 
the  terms  of  the  Underlying  Instruments,  then,  for  the  purpose  of  determining  the  amount  of 
Deliverable  Obligations  to  be  Delivered,  the  Exercise  Amount  (determined  above  by 
reference  to  the  original  face  amount)  will  represent  an  outstanding  principal  balance  of  the 
Reference  Obligation  to  be  Delivered  by  Buyer  that  includes  the  proportion  of  unrecovered 
interest  attributable  to  the  Reference  Obligation  to  be  Delivered  and  (b)  notwithstanding  the 
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foregoing,  the  Physical  Settlement  Amount  payable  by  Seller  in  relation  to  such  Exercise 
Amount  shall  not  include  any  amount  in  respect  of  such  unrecovered  interest. 

"Exercise  Percentage"  means,  with  respect  to  a  Notice  of  Physical  Settlement,  a  percentage 
equal  to  the  original  face  amount  of  the  Deliverable  Obligations  specified  in  such  Notice  of 
Physical  Settlement  divided  by  an  amount  equal  to  (i)  the  Initial  Face  Amount  minus  (ii)  the 
aggregate  of  the  original  face  amount  of  all  Deliverable  Obligations  specified  in  all  previously 
delivered  Notices  of  Physical  Settlement. 

"Expected  Principal  Amount"  means,  with  respect  to  the  Final  Amortization  Date  or  the  Legal 
Final  Maturity  Date,  an  amount  equal  to  (i)  the  Outstanding  Principal  Amount  of  the 
Reference  Obligation  payable  on  such  day  (excluding  any  amount  representing  capitalized 
interest  that  relates  to  the  Term  of  the  Transaction)  assuming  for  this  purpose  that  sufficient 
funds  are  available  for  such  payment,  where  such  amount  shall  be  determined  in  accordance 
with  the  Underlying  Instruments,  minus  (ii)  the  sum  of  (A)  the  Aggregate  Implied  Writedown 
Amount  (if  any)  and  (B)  the  net  aggregate  principal  deficiency  balance  or  realized  loss 
amounts  (however  described  in  the  Underlying  Instruments)  that  are  attributable  to  the 
Reference  Obligation.  The  Expected  Principal  Amount  shall  be  determined  without  regard  to 
the  effect  of  any  provisions  (however  described)  of  the  Underlying  Instruments  that  permit  the 
limitation  of  due  payments  or  distributions  of  funds  in  accordance  with  the  terms  of  such 
Reference  Obligation  or  that  provide  for  the  extinguishing  or  reduction  of  such  payments  or 
distributions. 

"Failure  to  Pay  Principal"  means  (i)  a  failure  by  the  Reference  Entity  (or  any  Insurer)  to  pay 
an  Expected  Principal  Amount  on  the  Final  Amortization  Date  or  the  Legal  Final  Maturity 
Date,  as  the  case  may  be,  or  (ii)  payment  on  any  such  day  of  an  Actual  Principal  Amount  that 
is  less  than  the  Expected  Principal  Amount;  provided  that  the  failure  by  the  Reference  Entity 
(or  any  Insurer)  to  pay  any  such  amount  in  respect  of  principal  in  accordance  with  the 
foregoing  shall  not  constitute  a  Failure  to  Pay  Principal  if  such  failure  has  been  remedied 
within  any  grace  period  applicable  to  such  payment  obligation  under  the  Underlying 
Instruments  or,  if  no  such  grace  period  is  applicable,  within  three  Business  Days  after  the  day 
on  which  the  Expected  Principal  Amount  was  scheduled  to  be  paid. 

"Final  Amortization  Date"  means  the  first  to  occur  of  (i)  the  date  on  which  the  Reference 
Obligation  Notional  Amount  is  reduced  to  zero  and  (ii)  the  date  on  which  the  assets  securing 
the  Reference  Obligation  or  designated  to  fund  amounts  due  in  respect  of  the  Reference 
Obligation  are  liquidated,  distributed  or  otherwise  disposed  of  in  full  and  the  proceeds  thereof 
are  distributed  or  otherwise  disposed  of  in  full. 

"Fitch"  means  Fitch  Ratings  or  any  successor  to  its  rating  business. 

"Implied  Writedown  Amount"  means,  (i)  if  the  Underlying  Instruments  do  not  provide  for 
writedowns,  applied  losses,  principal  deficiencies  or  realized  losses  as  described  m  (1)  of  the 
definition  of  "Writedown"  to  occur  in  respect  of  the  Reference  Obligation,  on  any  Reference 
Obligation  Payment  Date,  an  amount  determined  by  the  Calculation  Agent  equal  to  the 
excess,  if  any,  of  the  Current  Period  Implied  Writedown  Amount  over  the  Previous  Period 
Implied  Writedown  Amount,  in  each  case  in  respect  of  the  Reference  Obligation  Calculation 
Period  to  which  such  Reference  Obligation  Payment  Date  relates,  and  (ii)  in  any  other  case, 
zero. 

"Implied  Writedown  Percentage"  means  (i)  the  Outstanding  Principal  Amount  divided  by 
(ii)  the  Pari  Passu  Amount. 

"Implied  Writedown  Reimbursement  Amount"  means,  (i)  if  the  Underlying  Instruments  do 
not  provide  for  writedowns,  applied  losses,  principal  deficiencies  or  realized  losses  as 
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described  in  (i)  of  the  definition  of  "Writedown"  to  occur  in  respect  of  the  Reference 
Obligation,  on  any  Reference  Obligation  Payment  Date,  an  amount  determined  by  the 
Calculation  Agent  equal  to  the  excess,  if  any,  of  the  Previous  Period  Implied  Writedown 
Amount  over  the  Current  Period  Implied  Writedown  Amount,  in  each  case  in  respect  of  the 
Reference  Obligation  Calculation  Period  to  which  such  Reference  Obligation  Payment  Date 
relates,  and  (ii)  in  any  other  case,  zero,  provided  that  the  aggregate  of  all  Implied  Writedown 
Reimbursement  Amounts  at  any  time  shall  not  exceed  the  Outstanding  Principal  Amount. 

"Legal  Final  Maturity  Date"  means  the  date  set  out  in  paragraph  1  above  (subject,  for  the 
avoidance  of  doubt,  to  any  business  day  convention  applicable  to  the  legal  final  maturity  date 
of  the  Reference  Obligation),  provided  that  if  the  legal  final  maturity  date  of  the  Reference 
Obligation  is  amended,  the  Legal  Final  Maturity  Date  shall  be  such  date  as  amended. 

"Moody's"  means  Moody's  Investors  Service,  Inc.  or  any  successor  to  its  rating  business. 

"Outstanding  Principal  Amount"  means,  as  of  any  date  of  determination  with  respect  to  the 
Reference  Obligation,  the  outstanding  principal  balance  of  the  Reference  Obligation  as  of 
such  date,  which  shall  take  into  account: 

(i)         all  payments  of  principal; 

(ii)  ali  writedowns  or  applied  losses  (however  described  in  the  Underlying  Instruments) 
resulting  in  a  reduction  in  the  outstanding  principal  balance  of  the  Reference 
Obligation  (other  than  as  a  result  of  a  scheduled  or  unscheduled  payment  of 
principal); 

(iii)  forgiveness  of  any  amount  by  the  holders  of  the  Reference  Obligation  pursuant  to  an 
amendment  to  the  Underlying  Instruments  resulting  in  a  reduction  in  the  outstanding 
principal  balance  of  the  Reference  Obligation; 

(iv)  any  payments  reducing  the  amount  of  any  reductions  described  in  (ii)  and  (iii)  of  this 
definition;  and 

(v)  any  increase  in  the  outstanding  principal  balance  of  the  Reference  Obligation  that 
reflects  a  reversal  of  any  prior  reductions  described  in  (ii)  and  (iii)  of  this  definition; 
and 

(vi)  any  increase  in  the  outstanding  principal  balance  of  the  Reference  Obligation  that  is 
attributable  to  the  deferral  or  capitalization  of  interest  prior  to  the  Effective  Date. 

For  the  avoidance  of  doubt,  the  Outstanding  Principal  Amount  shall  not  include  any  portion 
of  the  outstanding  principal  balance  of  the  Reference  Obligation  that  is  attributable  to  the 
deferral  or  capitalization  of  interest  during  the  Term  of  this  Transaction. 

"Pari  Passu  Amount"  means,  as  of  any  date  of  determination,  the  aggregate  of  the 
Outstanding  Principal  Amount  of  the  Reference  Obligation  and  the  aggregate  outstanding 
principal  balance  of  all  obligations  of  the  Reference  Entity  secured  by  the  Underlying  Assets 
and  ranking  pari  passu  in  priority  with  the  Reference  Obligation. 

"Previous  Period  Implied  Writedown  Amount"  means,  in  respect  of  a  Reference  Obligation 
Calculation  Period,  the  Current  Period  Implied  Writedown  Amount  as  determined  in  relation 
to  the  last  day  of  the  immediately  preceding  Reference  Obligation  Calculation  Period. 

"Principal  Payment"  means,  with  respect  to  any  Reference  Obligation  Payment  Date,  the 
occurrence  of  a  payment  of  an  amount  to  the  holders  of  the  Reference  Obligation  in  respect  of 
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principal  (scheduled  or  unscheduled)  in  respect  of  the  Reference  Obligation  other  than  a 
payment  in  respect  of  principal  representing  capitalized  interest  that  relates  to  the  Term  of  the 
Transaction,  excluding,  for  the  avoidance  of  doubt,  any  Writedown  Reimbursement  or 
Interest  Shortfall  Reimbursement. 

"Principal  Payment  Amount"  means,  with  respect  to  any  Reference  Obligation  Payment  Date, 
an  amount  equal  to  the  product  of  (i)  the  amount  of  any  Principal  Payment  on  such  date  and 
(ii)  the  Applicable  Percentage. 

"Principal  Shortfall  Amount"  means,  in  respect  of  a  Failure  to  Pay  Principal,  an  amount  equal 
to  the  greater  of: 

(i)         zero;  and 

(ii)        the  amount  equal  to  the  product  of: 

(A)  the  Expected  Principal  Amount  minus  the  Actual  Principal  Amount; 

(B)  the  Applicable  Percentage;  and 

(C)  the  Reference  Price. 

If  the  Principal  Shortfall  Amount  would  be  greater  than  the  Reference  Obligation  Notional 
Amount  immediately  prior  to  the  occurrence  of  such  Failure  to  Pay  Principal,  then  the 
Principal  Shortfall  Amount  shall  be  deemed  to  be  equal  to  the  Reference  Obligation  Notional 
Amount  at  such  time. 

"Principal  Shortfall  Reimbursement"  means,  with  respect  to  any  day,  the  payment  by  or  on 
behalf  of  the  Issuer  of  an  amount  in  respect  of  the  Reference  Obligation  in  or  toward  the 
satisfaction  of  any  deferral  of  or  failure  to  pay  principal  arising  from  one  or  more  prior 
occurrences  of  a  Failure  to  Pay  Principal. 

"Principal  Shortfall  Reimbursement  Amount"  means,  with  respect  to  any  day,  the  product  of 
(i)  the  amount  of  any  Principal  Shortfall  Reimbursement  on  such  day,  (ii)  the  Applicable 
Percentage  and  (iii)  the  Reference  Price. 

"Principal  Shortfall  Reimbursement  Payment  Amount"  means,  with  respect  to  an  Additional 
Fixed  Amount  Payment  Date,  the  sum  of  the  Principal  Shortfall  Reimbursement  Amounts  in 
respect  of  all  Principal  Shortfall  Reimbursements  (if  any)  made  during  the  Reference 
Obligation  Calculation  Period  relating  to  such  Additional  Fixed  Amount  Payment  Date, 
provided  that  the  aggregate  of  all  Principal  Shortfall  Reimbursement  Payment  Amounts  at 
any  time  shall  not  exceed  the  aggregate  of  all  Floating  Amounts  paid  by  Seller  in  respect  of 
occurrences  of  Failure  to  Pay  Principal  prior  to  such  Additional  Fixed  Amount  Payment  Date. 

"Rating  Agencies"  means  Fitch,  Moody's  and  Standard  &  Poor's. 

"Reference  Obligation  Calculation  Period"  means,  with  respect  to  each  Reference  Obligation 
Payment  Date,  a  period  corresponding  to  the  interest  accrual  period  relating  to  such  Reference 
Obligation  Payment  Date  pursuant  to  the  Underlying  Instruments. 

"Reference  Obligation  Coupon"  means  the  periodic  interest  rate  applied  in  relation  to  each 
Reference  Obligation  Calculation  Period  on  the  related  Reference  Obligation  Payment  Date, 
as  determined  in  accordance  with  the  terms  of  the  Underlying  Instruments  as  at  the  Effective 
Date,  without  regard  to  any  subsequent  amendment. 
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"Reference  Obligation  Payment  Date"  means  (i)  each  scheduled  distribution  date  for  the 
Reference  Obligation  occurring  on  or  after  the  Effective  Date  and  on  or  prior  to  the  Scheduled 
Termination  Date,  determined  in  accordance  with  the  Underlying  Instruments  and  (ii)  any  day 
after  the  Effective  Maturity  Date  on  which  a  payment  is  made  in  respect  of  the  Reference 
Obligation. 

"Relevant  Amount"  means,  if  a  Servicer  Report  that  describes  a  Principal  Payment, 
Writedown  or  Writedown  Reimbursement  (other  than  a  Writedown  Reimbursement  within 
paragraph  (i)  of  "Writedown  Reimbursement"),  in  each  case  that  has  the  effect  of  decreasing 
or  increasing  the  interest-accruing  principal  balance  of  the  Reference  Obligation  as  of  a  date 
prior  to  a  Delivery  Date  but  such  Servicer  Report  is  delivered  to  holders  of  the  Reference 
Obligation  or  to  the  Calculation  Agent  on  or  after  such  Delivery  Date,  an  amount  equal  to  the 
product  of  (i)  the  sum  of  any  such  Principal  Payment  (expressed  as  a  positive  amount), 
Writedown  (expressed  as  a  positive  amount)  or  Writedown  Reimbursement  (expressed  as  a 
negative  amount),  as  applicable;  (ii)  the  Reference  Price;  (iii)  the  Applicable  Percentage 
immediately  prior  to  such  Delivery  Date;  and  (iv)  the  Exercise  Percentage. 

"Senior  Amount"  means,  as  of  any  day,  the  aggregate  outstanding  principal  balance  of  all 
obligations  of  the  Reference  Entity  secured  by  the  Underlying  Assets  and  ranking  senior  in 
priority  to  the  Reference  Obligation. 

"Servicer"  means  any  trustee,  servicer,  sub-servicer,  master  servicer,  fiscal  agent,  paying 
agent  or  other  similar  entity  responsible  for  calculating  payment  amounts  or  providing  reports 
pursuant  to  the  Underlying  Instruments. 

"Servicer  Reports"  means  periodic  statements  or  reports  regarding  the  Reference  Obligation 
provided  by  the  Servicer  to  holders  of  the  Reference  Obligation. 

"Standard  &  Poor's"  means  Standard  &  Poor's  Rating  Services,  a  division  of  The  McGraw- 
Hill  Companies,  Inc.  or  any  successor  to  its  rating  business. 

"Underlying  Assets"  means  the  assets  securing  the  Reference  Obligation  for  the  benefit  of  the 
holders  of  the  Reference  Obligation  and  which  are  expected  to  generate  the  cashflows 
required  for  the  servicing  and  repayment  (in  whole  or  in  part)  of  the  Reference  Obligation,  or 
the  assets  to  which  a  holder  of  such  Reference  Obligation  is  economically  exposed  where 
such  exposure  is  created  synthetically. 

"Underlying  Instruments"  means  the  indenture,  trust  agreement,  pooling  and  servicing 
agreement  or  other  relevant  agreement(s)  setting  forth  the  terms  of  the  Reference  Obligation. 

"Writedown"  means  the  occurrence  at  any  time  on  or  after  the  Effective  Date  of: 

(i)  (A)        a    writedown   or   applied    loss    (however   described    in    the   Underlying 

Instruments)  resulting  in  a  reduction  in  the  Outstanding  Principal  Amount 
(other  than  as  a  result  of  a  scheduled  or  unscheduled  payment  of  principal); 
or 

(B)  the  attribution  of  a  principal  deficiency  or  realized  loss  (however  described  in 
the  Underlying  Instruments)  to  the  Reference  Obligation  resulting  in  a 
reduction  or  subordination  of  the  current  interest  payable  on  the  Reference 
Obligation; 

(ii)  the  forgiveness  of  any  amount  of  principal  by  the  holders  of  the  Reference  Obligation 
pursuant  to  an  amendment  to  the  Underlying  Instruments  resulting  in  a  reduction  in 
the  Outstanding  Principal  Amount;  or 
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(iii)  if  the  Underlying  Instruments  do  not  provide  for  writedowns,  applied  losses,  principal 
deficiencies  or  realized  losses  as  described  in  (i)  above  to  occur  in  respect  of  the 
Reference  Obligation,  an  Implied  Writedown  Amount  being  determined  in  respect  of 
the  Reference  Obligation  by  the  Calculation  Agent. 

"Writedown  Amount"  means,  with  respect  to  any  day,  the  product  of  (i)  the  amount  of  any 
Writedown  on  such  day,  (ii)  the  Applicable  Percentage  and  (iii)  the  Reference  Price. 

"Writedown  Reimbursement"  means,  with  respect  to  any  day,  the  occurrence  of: 

(i)  a  payment  by  or  on  behalf  of  the  Issuer  of  an  amount  in  respect  of  the  Reference 

Obligation  in  reduction  of  any  prior  Writedowns; 

(ii)  (A)  an  increase  by  or  on  behalf  of  the  Issuer  of  the  Outstanding  Principal  Amount 
of  the  Reference  Obligation  to  reflect  the  reversal  of  any  prior  Writedowns; 
or 

(B)  a  decrease  in  the  principal  deficiency  balance  or  realized  loss  amounts 
(however  described  in  the  Underlying  Instruments)  attributable  to  the 
Reference  Obligation;  or 

(iii)  if  the  Underlying  Instruments  do  not  provide  for  writedowns,  applied  losses,  principal 
deficiencies  or  realized  losses  as  described  in  (ii)  above  to  occur  in  respect  of  the 
Reference  Obligation,  an  Implied  Writedown  Reimbursement  Amount  being 
determined  in  respect  of  the  Reference  Obligation  by  the  Calculation  Agent. 

"Writedown  Reimbursement  Amount"  means,  with  respect  to  any  day,  an  amount  equal  to  the 
product  of: 

(i)         the  sum  of  all  Writedown  Reimbursements  on  that  day; 

(ii)        the  Applicable  Percentage;  and 

(iii)       the  Reference  Price. 

"Writedown  Reimbursement  Payment  Amount"  means,  with  respect  to  an  Additional  Fixed 
Amount  Payment  Date,  the  sum  of  the  Writedown  Reimbursement  Amounts  in  respect  of  all 
Writedown  Reimbursements  (if  any)  made  during  the  Reference  Obligation  Calculation 
Period  relating  to  such  Additional  Fixed  Amount  Payment  Date,  provided  that  the  aggregate 
of  all  Writedown  Reimbursement  Payment  Amounts  at  any  time  shall  not  exceed  the 
aggregate  of  all  Floating  Amounts  paid  by  Seller  in  respect  of  Writedowns  occurring  prior  to 
such  Additional  Fixed  Amount  Payment  Date. 
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Interest  Shortfall  Cap  Annex 

If  Interest  Shortfall  Cap  is  specified  as  applicable  in  the  relevant  Confirmation,  then  the 
following  provisions  will  apply: 

Interest  Shortfall  Cap  Basis:  As  shown  in  the  relevant  Confirmation. 


Interest  Shortfall  Cap  Amount: 


Interest  Shortfall 
Compounding: 

Interest  Shortfall 
Reimbursement  Payment 
Amount: 


If  the  Interest  Shortfall  Cap  Basis  is  Fixed  Cap,  the  Interest 
Shortfall  Cap  Amount  in  respect  of  an  Interest  Shortfall 
shall  be  the  Fixed  Amount  calculated  in  respect  of  the  Fixed 
Rate  Payer  Payment  Date  immediately  following  the 
Reference  Obligation  Payment  Date  on  which  the  relevant 
Interest  Shortfall  occurred. 

If  the  Interest  Shortfall  Cap  Basis  is  Variable  Cap,  the 
Interest  Shortfall  Cap  Amount  applicable  in  respect  of  a 
Floating  Rate  Payer  Payment  Date  shall  be  an  amount  equal 
to  the  product  of: 

(a)  the  sum  of  the  Relevant  Rate  and  the  Fixed  Rate 
applicable  to  the  Fixed  Rate  Payer  Calculation  Period 
immediately  preceding  the  Reference  Obligation 
Payment  Date  on  which  the  relevant  Interest  Shortfall 
occurs; 

(b)  the  amount  determined  by  the  Calculation  Agent 
under  sub-clause  (b)  of  the  definition  of  "Fixed 
Amount"  in  relation  to  the  relevant  Fixed  Rate  Payer 
Payment  Date;  and 

(c)  the  actual  number  of  days  in  such  Fixed  Rate  Payer 
Calculation  Period  divided  by  360. 

As  shown  in  the  relevant  Confirmation. 


If  Interest  Shortfall  Cap  is  specified  as  applicable  in  the 
relevant  Confirmation,  then  with  respect  to  the  first 
Additional  Fixed  Amount  Payment  Date,  zero,  and  with 
respect  to  any  subsequent  Additional  Fixed  Amount 
Payment  Date  and  calculated  as  of  the  Reference  Obligation 
Payment  Date  immediately  preceding  such  Additional  Fixed 
Amount  Payment  Date,  as  specified  by  the  Calculation 
Agent  in  its  notice  to  the  parties  or  by  Seller  in  its  notice  to 
Buyer  of  the  existence  of  an  Interest  Shortfall 
Reimbursement,  an  amount  equal  to  the  greater  of: 

(a)  zero;  and 

(b)  the  amount  equal  to: 

(i)         the  product  of: 

(A)  the  Cumulative  Interest  Shortfall 

Payment     Amount     as     of    the. 
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Additional  Fixed  Amount 
Payment  Date  immediately 
preceding  such  Reference 
Obligation  Payment  Date;  and 


(B)  either: 


(1)  if  Interest  Shortfall 
Compounding  is  specified 
as  applicable  in  the  relevant 
Confirmation,  the  relevant 
Cumulative  Interest 

Shortfall  Payment 

Compounding  Factor  for 
the  Fixed  Rate  Payer 
Calculation  Period 

immediately  preceding 
such  Additional  Fixed 
Amount  Payment  Date  (or 
1.0  in  respect  of  any 
Additional  Fixed  Amount 
Payment  Date  occurring 
after  the  final  Fixed  Rate 
Payer  Payment  Date);  or 

(2)  if  Interest  Shortfall 
Compounding  is  specified 
as  not  applicable  in  the 
relevant  Confirmation,  1 ; 


minus 


(ii)  the  Cumulative  Interest  Shortfall  Amount 
as  of  such  Reference  Obligation  Payment 
Date; 

provided  that  if  the  Interest  Shortfall  Reimbursement 
Payment  Amount  on  an  Additional  Fixed  Amount  Payment 
Date  would  exceed  the  Interest  Shortfall  Reimbursement 
Amount  in  respect  of  the  related  Reference  Obligation 
Payment  Date,  then  such  Interest  Shortfall  Reimbursement 
Payment  Amount  shall  be  deemed  to  be  equal  to  such 
Interest  Shortfall  Reimbursement  Amount. 

Cumulative  Interest  Shortfall         With  respect  to  any  Reference  Obligation  Payment  Date,  an 
Amount:  amount  equal  to  the  greater  of: 

(a)  zero;  and 

(b)  an  amount  equal  to: 

(i)  the  Cumulative  Interest  Shortfall  Amount  as 

of  the  Reference  Obligation  Payment  Date 
immediately  preceding  such  Reference 
Obligation  Payment  Date  or,  in  the  case  of 
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the    first    Reference    Obligation    Payment 
Date,  zero;  plus 

(ii)  the  Interest  Shortfall  Amount  (if  any)  in 
respect  of  such  Reference  Obligation 
Payment  Date;  plus 

(iii)        either: 

(A)  if  Interest  Shortfall  Compounding  is 
specified  as  applicable  in  the 
relevant  Confirmation,  an  amount 
determined  by  the  Calculation 
Agent  as  the  amount  of  interest  that 
would  accrue  on  the  Cumulative 
Interest  Shortfall  Amount 
immediately  preceding  such 
Reference  Obligation  Payment  Date 
during  the  related  Reference 
Obligation  Calculation  Period 
pursuant  to  the  Underlying 
Instruments  or,  in  the  case  of  the 
first  Reference  Obligation  Payment 
Date,  zero;  or 

(B)  if  Interest  Shortfall  Compounding  is 
specified  as  not  applicable  in  the 
relevant  Confirmation,  0;  minus 

(iv)  the  Interest  Shortfall  Reimbursement 
Amount  (if  any)  in  respect  of  such 
Reference  Obligation  Payment  Date. 

Upon  the  occurrence  of  each  Delivery,  the  Cumulative 
Interest  Shortfall  Amount  shall  be  multiplied  by  a  fraction 
equal  to  (a)  the  Applicable  Percentage  immediately 
following  such  Delivery  divided  by  (b)  the  Applicable 
Percentage  immediately  prior  to  such  Delivery,  provided, 
however,  that  if  more  than  one  Delivery  is  made  during  a 
Reference  Obligation  Calculation  Period,  the  Cumulative 
Interest  Shortfall  Amount  calculated  as  of  the  Reference 
Obligation  Payment  Date  occurring  immediately  after  such 
Reference  Obligation  Calculation  Period  shall  be  multiplied 
by  a  fraction  equal  to  (a)  the  Applicable  Percentage 
immediately  following  the  final  Delivery  made  during  such 
Reference  Obligation  Calculation  Period  over  (b)  the 
Applicable  Percentage  immediately  prior  to  the  first 
Delivery  made  during  such  Reference  Obligation 
Calculation  Period 
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Cumulative  Interest  Shortfall 
Payment  Amount: 


The  Cumulative  Interest  Shortfall  Payment  Amount  with 
respect  to  any  Fixed  Rate  Payer  Payment  Date  and  any 
Additional  Fixed  Amount  Payment  Date  falling  on  such 
Fixed  Rate  Payer  Payment  Date  shall  be  an  amount  equal  to 
the  greater  of: 

(a)  zero;  and 

(b)  the  amount  equal  to: 
(i)         the  sum  of: 

(A)  the  Interest  Shortfall  Payment 
Amount  for  the  Reference 
Obligation  Payment  Date 
corresponding  to  such  Fixed  Rate 
Payer  Payment  Date;  and 

(B)  the  product  of: 

(1)  the  Cumulative  Interest 
Shortfall  Payment  Amount 
as  of  the  Fixed  Rate  Payer 
Payment  Date  immediately 
preceding  such  Fixed  Rate 
Payer  Payment  Date  (or 
zero  in  the  case  of  the  first 
Fixed  Rate  Payer  Payment 
Date);  and 


(AA) 


(BB) 


if  Interest  Shortfall 
Compounding,  is  specified 
as  applicable  in  the  relevant 
Confirmation,  the  relevant 
Cumulative  Interest 

Shortfall  Payment 

Compounding  Factor;  or 

if  Interest  Shortfall 
Compounding  is  specified 
as  not  applicable  in  the 
relevant  Confirmation,  1 ; 


minus 

(ii)  any  Interest  Shortfall  Reimbursement 
Payment  Amount  paid  on  such  Fixed  Rate 
Payer  Payment  Date. 

With  respect  to  any  Additional  Fixed  Amount  Payment  Date 
falling  after  the  final  Fixed  Rate  Payer  Payment  Date,  the 
Cumulative  Interest  Shortfall  Payment  Amount  shall  be 
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equal  to: 

(x)  the  Cumulative  Interest  Shortfall  Payment  Amount 
as  of  the  Additional  Fixed  Amount  Payment  Date 
immediately  preceding  such  Additional  Fixed 
Amount  Payment  Date  (or  as  of  the  final  Fixed  Rate 
Payer  Payment  Date  in  the  case  of  the  first 
Additional  Fixed  Amount  Payment  Date  occurring 
after  the  final  Fixed  Rate  Payer  Payment  Date); 
minus 

(y)  any  Interest  Shortfall  Reimbursement  Payment 
Amount  paid  on  such  Additional  Fixed  Amount 
Payment  Date. 

Upon  Ihe  occurrence  of  each  Delivery,  the  Cumulative 
Interest  Shortfall  Payment  Amount  shall  be  multiplied  by  a 
fraction  equal  to  (a)  the  Applicable  Percentage  immediately 
following  such  Delivery  divided  by  (b)  the  Applicable 
Percentage  immediately  prior  to  such  Delivery;  provided, 
however,  that  if  more  than  one  Delivery  is  made  during  a 
Reference  Obligation  Calculation  Period,  the  Cumulative 
Interest  Shortfall  Payment  Amount  calculated  as  of  the 
Reference  Obligation  Payment  Date  occurring  immediately 
after  such  Reference  Obligation  Calculation  Period  shall  be 
multiplied  by  a  fraction  equal  to  (a)  the  Applicable 
Percentage  immediately  following  the  final  Delivery  made 
during  such  Reference  Obligation  Calculation  Period  and  (b) 
the  Applicable  Percentage  immediately  prior  to  the  first 
Delivery  made  during  such  Reference  Obligation 
Calculation  Period. 
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Cumulative  Interest  Shortfall        With  respect  to  any  Fixed  Rate  Payer  Calculation  Period,  an 
Payment  Compounding  Factor     amount  equal  to  the  sum  of: 


Relevant  Rate: 


(a) 


(b) 


1.0; 

plus 

the  product  of: 

(i) 


Rate  Source: 


the  sum  of  (A)  the  Relevant  Rate  plus  (B) 
the  Fixed  Rate;  and 


(ii)  the  actual  number  of  days  in  such  Fixed 
Rate  Payer  Calculation  Period  divided  by 
360; 

provided,  however,  that  the  Cumulative  Interest  Shortfall 
Payment  Compounding  Factor  shall  be  deemed  to  be  1.0 
during  the  period  from  but  excluding  the  Effective  Maturity 
Date  to  and  including  the  Termination  Date. 

With  respect  to  a  Fixed  Rate  Payer  Calculation  Period,  the 
Floating  Rate,  expressed  as  a  decimal  number  with  seven 
decimal  places,  that  would  be  determined  if: 

(a)  the  2000  ISDA  Definitions  (and  not  the  2003  ISDA 
Credit  Derivatives  Definitions)  applied  to  this 
paragraph; 

(b)  the  Fixed  Rate  Payer  Calculation  Period  were  a 
"Calculation  Period"  for  purposes  of  such 
determination;  and 

(c)  the  following  terms  applied: 

(i)  the  Floating  Rate  Option  were  the  Rate 
Source; 

(ii)  the  Designated  Maturity  were  the  period 
that  corresponds  to  the  usual  length  of  a 
Fixed  Rate  Payer  Calculation  Period;  and 

(iii)       the  Reset  Date  were  the  first  day  of  the 
Calculation  Period; 

provided,  however,  that  the  Relevant  Rate  shall  be  deemed 
to  be  zero  during  the  period  from  but  excluding  the  Effective 
Maturity  Date  to  and  including  the  Termination  Date. 

As  shown  in  the  relevant  Confirmation. 
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Schedule 
Form  of  Novation  Confirmation 

[Headed  paper  of  Party  A] 

NOVATION  CONFIRMATION 

for  use  with  the  ISDA  Standard  Terms  Supplement  for  use  with  Credit  Derivative  Transaction  on 

Mortgage-Backed  Security  with  Pay-As-You-Go  or  Physical  Settlement  as  published  by  the 

International  Swaps  and  Derivatives  Association,  Inc. 


Date: 


To:        [Name  and  Address  or  Facsimile  Number  of  Party  B  and  Party  C] 

From:    [Party  A] 

Re:        Novation  Transaction 


Dear 


The  purpose  of  this  [facsimile] [letter]  is  to  confirm  the  terms  and  conditions  of  the  Novation 
Transaction  entered  into  between  the  parties  and  effective  from  the  Novation  Date  specified  below. 
This  Novation  Confirmation  constitutes  a  "Confirmation"  as  referred  to  in  the  New  Agreement 
specified  below. 

1 .  The  definitions  and  provisions  contained  in  the  2004  ISDA  Novation  Definitions  (the 
"Definitions"),  the  terms  and  provisions  of  the  2003  ISDA  Credit  Derivatives  Definitions  (the  "Credit 
Derivatives  Definitions"),  as  published  by  the  International  Swaps  and  Derivatives  Association,  Inc. 
and  amended  from  time  to  time  and  the  Annex  hereto  are  each  incorporated  in  this  Novation 
Confirmation.  In  the  event  of  any  inconsistency  between  (i)  the  Definitions  (as  amended  by  the 
Annex  hereto),  (ii)  the  Credit  Derivatives  Definitions  and/or  (iii)  the  Novation  Agreement  (as 
amended  by  the  Annex  hereto),  this  Novation  Confirmation  will  govern. 

2.  The  terms  of  the  Novation  Transaction  to  which  this  Novation  Confirmation  relates 
are  as  follows: 


[Novation  Trade  Date:] 

Novation  Date: 

Novated  Percentage: 

[Transferor] [Transferor  1  (and  notwithstanding  Section  1.5  of  the  Definitions)]: 

[Transferor  2  (and  notwithstanding  Section  1.5  of  the  Definitions)]: 

[Transferee][Transferee  1]: 
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[Remaining  Party  (and  notwithstanding  Section  1.6  of  the  Definitions)] [Transferee  2  (and 

notwithstanding  Section  1.6  of  the  Definitions)]: 

[New  Agreement  (between  [Transferee  1  and  Transferee    ISDA  Master  Agreement  [dated  as 

2][Transferee  and  Remaining  Party])]:  of ][as  per  Section  1 .1 1  of 

the  Definitions]  subject  to  [English 
law]  [the  laws  of  the  State  of  New 
York] 


3.  The  terms  of  each  Old  Transaction  to  which  this  Novation  Confirmation  relates[,  for 

identification  purposes,  are  as  follows:][shall  be  specified  in  the  copy  of  the  Old  Confirmation 
attached  hereto  as  Exhibit  A.] 


Reference  Entity: 

Reference  Obligation: 

Trade  Date  of  Old  Transaction: 

Effective  Date  of  Old  Transaction: 

Applicable  Percentage  of  Old  Transaction: 

Scheduled  Termination  Date  of  Old 

Transaction: 

4  The  terms  of  each  New  Transaction  to  which  this  Novation  Confirmation  relates  [are 

as  follows:][shall  be  specified  in  Sections]  _  [ and ]  of]  the  copy  of  the  Old  Confirmation 

attached  hereto  as  Exhibit  A.][shall  be  specified  in  the  New  Confirmation  attached  hereto  as  Exhibit 
[A][B]]. 

Full  First  Calculation  Period  Applicable,  [commencing  on  [  ]] 

[commencing  on  [  ],  with  respect  to 
any  amounts  to  be  paid  by  the 
Transferee,  and  [  ],  with  respect  to 
any  amounts  to  be  paid  by  the 
Remaining  Party. 

5.  Other  Provisions:  [[Additional  Provisions  relating  to  the  New  Transaction] [Credit 
Support  Documents  relating  to  the  New  Transaction]]: 

6.  Miscellaneous  Provisions:  [Non-Reliance] [  ] 

7.  Notice  Details: 

Telephone  and/or  Facsimile  Numbers  for  Notices: 

Transferee:  [  { 


Remaining  Party: 


[  1 


8.  [The  parties  confirm  their  acceptance  to  be  bound  by  this  Novation  Confirmation  as 

of  the  Novation  Date  by  executing  a  copy  of  this  Novation  Confirmation  and  returning  it  to  us].  The 
Transferor  by  its  execution  of  a  copy  of  this  Novation  Confirmation,  agrees  to  the  terms  of  the 
Novation  Confirmation  as  it  relates  to  each  Old  Transaction.   The  Transferee,  by  its  execution  of  a 
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copy  of  this  Novation  Confirmation,  agrees  to  the  terms  of  the  Novation  Confirmation  as  it  relates  to 
each  New  Transaction.]. 

9.  The  Remaining  Party  and  the  Transferee  agree  that,  notwithstanding  any  provision  in 

the  Old  Transaction  to  which  this  Novation  Confirmation  relates,  all  rights  of  the  Remaining  Party 
and  the  Transferor  in  respect  of  Floating  Amounts  and  Additional  Fixed  Amounts  that  arose  before 
the  Novation  Date  shall  be  deemed  to  have  been  exercised  and  all  obligations  of  such  parties  in 
respect  of  such  events  that  have  arisen  or  are  deemed  to  have  arisen  shall  be  deemed  to  have  been 
satisfied  in  full,  in  each  case  solely  for  the  purposes  of  determining  the  rights  and  obligations  of  the 
Remaining  Party  and  the  Transferee  under  the  New  Transaction.  Nothing  in  this  paragraph  shall 
affect  the  rights  or  obligations  of  the  Remaining  Party  or  the  Transferor  under  the  Old  Transaction. 


(Name  of  Remaining  Party)  (Name  of  Transferor) 


By: By:  .... 

Name:  Name: 

Title:  Title: 

Date:  Date: 


(Name  of  Transferee) 


By:  ... 
Name: 
Title:  . 
Date:  . 
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Annex 

1 .  Section  2(a)  of  the  Novation  Agreement  shall  be  deemed  to  be  amended  as  follows: 

(a)  by  the  insertion  of  "(i)  "  after  the  words  "with  respect  to"  in  the  fifth  line  thereof;  and 

(b)  by  the  addition  of  the  following  at  the  end  thereof: 

"and  any  rights  or  obligations  arising  in  respect  of  Floating  Amount  Events  or 
Additional  Fixed  Amount  Events,  in  each  case  in  respect  of  which  the  Remaining 
Party  or  the  Transferor  (each  an  "Original  Party"),  as  applicable,  had  the  right  to 
deliver  a  notice  pursuant  to  the  terms  of  Hie  Old  Transaction  but  such  notice  was  not 
delivered  by  that  party  or  the  Calculation  Agent  prior  to  the  Novation  Date  (each  an 
"Excluded  Event")  provided  that  the  rights  of  the  Original  Parties  to  deliver  a  notice 
in  respect  of  an  Excluded  Event  pursuant  to  the  Old  Transaction  shall  expire  on  the 
60thcalendar  day  following  the  Novation  Date." 

2.  Section  2(b)  of  the  Novation  Agreement  shall  be  deemed  to  be  amended  by  the  addition  of  the 
following  after  the  words  "Novation  Date,"  in  the  last  line  thereof: 

"but  excluding  any  rights  or  obligations  in  respect  of  Excluded  Events," 

3.  The  definition  of  "Novated  Amount"  in  Section  1.18  of  the  Definitions  shall  be  replaced  by 
the  following  definition  of  "Novated  Percentage": 

""Novated  Percentage"  means  the  portion  of  the  Applicable  Percentage  of  the  Old 
Transaction  that  is  the  subject  of  the  Novation  Transaction.  If  the  Novated  Percentage 
is  less  than  100%  of  the  Applicable  Percentage  of  the  Old  Transaction,  the  Old 
Transaction  shall  remain  in  full  force  and  effect  but  all  future  payments,  deliveries 
and  calculations  thereunder  shall  be  based  on  an  Applicable  Percentage  that  has  been 
reduced  by  the  relevant  Novated  Percentage." 

Each  reference  to  "Novated  Amount"  in  the  Definitions  and  the  Novation  Agreement  shall  be 
deemed  to  be  a  reference  to  "Novated  Percentage". 

4.  Section  2. 1  (a)(iii)(D)(i)  of  the  Definitions  shall  not  apply 


ICM:2978683.12 
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SCHEDULE  I 


Deutsche  Bank  AG 


FORM  OF  CONFIRMATION  FOR  ABX  TRANCHE  SECURITIES 

13 


DATE:  [Date] 

TO:  Gemstone  CDO  VII  Ltd. 

Facsimile  No:  [number] 

FROM:  [Deutsche  Bank  AG,  acting  through  its  New  York  Branch] 

SUBJECT:         ABX  [specify  series,  tranche  and  version,  if  any]  Transaction 
REFNO:  [  ] 


The  purpose  of  this  communication  (this  "Confirmation")  is  to  set  forth  the  terms  and  conditions 
of  the  Master  Transaction  (as  defined  in  the  ABX  Standard  Terms  (as  defined  below))  relating  to 
residential  mortgage-backed  security  reference  obligations  entered  into  between  you  Gemstone  CDO  VII 
Ltd.  ("Party  B")  and  us  Deutsche  Bank  AG,  acting  through  its  New  York  Branch  ("Party  A").  This 
Confirmation  constitutes  a  "Confirmation"  as  referred  to  in  the  ISDA  MasteT  Agreement  specified  below. 

The  definitions  and  provisions  contained  in  the  2003  ISDA  Credit  Derivatives  Definitions,  as 
published  by  the  International  Swaps  and  Derivatives  Association,  Inc.  (the  "Credit  Derivatives 
Definitions"),  and  the  ABX  Transactions  Standard  Terms  Supplement,  as  published  by  CDS  IndexCo 
LLC  on  January  19,  2006  (the  "ABX  Standard  Terms"),  are  incorporated  into  this  Confirmation.  In  the 
event  of  any  inconsistency  between  the  Credit  Derivatives  Definitions  or  the  ABX  Standard  Terms  and 
this  Confirmation,  this  Confirmation  will  govern.  In  the  event  of  any  inconsistency  between  the  ABX 
Standard  Terms  and  the  Credit  Derivatives  Definitions,  the  ABX  Standard  Terms  will  govern. 

This  Confirmation  supplements,  forms  a  part  of  and  is  subject  to  the  1992  ISDA  Master 

Agreement  (Multicurrency  -  Cross  Border)  and  the  Schedule  thereto,  dated  as  of  [ ],  as  amended  and 

supplemented  from  time  to  time  (the  "Master  Agreement"),  between  Party  A  and  Party  B.  All  provisions 
contained  in,  or  incorporated  by  reference  in,  the  Master  Agreement  shall  govern  this  Confirmation 
except  as  expressly  modified  below. 

The  terms  of  the  Master  Transaction  to  which  this  Confirmation  relates  are  as  follows: 


Index: 

Annex  Date: 

Trade  Date: 

Effective  Date: 

Scheduled  Termination  Date: 

Floating  Rate  Payer: 


ABX  [specify  series,  tranche,  and  version,  if  any] 
[launch  date  of  Index] 

[  ] 

[Trade  Date] 

[the  latest  Legal  Final  Maturity  Date  of  any  Reference 

Obligation  in  the  Relevant  Annex] 

[  ]  (the  "Seller") 
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Fixed  Rate  Payer: 

Aggregate  Floating  Rate  Payer  Calculation 

Amount: 

Fixed  Rate: 

Initial  Payment  Payer: 
Initial  Payment  Amount: 
[Additional  Terms  (if  any): 

Notice  and  Account  Details: 

Party  A's  Office/Telephone/Facsimile: 


]  (the  "Buyer") 


[ 


[     ]%  per  annum  [specify  the  fixed  rate  for  the  Index 
published  by  the  Index  Publisher  as  of  the  launch  date] 
[Buyer][Seller] 

[  1 

[  ]] 


[address] 

Telephone:  [  ] 

Facsimile:  [  ] 


Party  B's  Office/Telephone/Facsimile: 


Account  Details  of  Party  A: 


Account  Details  of  Party  B: 


[address] 

Telephone:  [  ] 

Facsimile:  [  ] 

For  the  Account  of:  [ 
Bank:  [  ] 

Account  No:  [  ] 

Fed  ABA  No:  [  ] 

For  the  Account  of:  [ 
Bank:[  ] 

Account  No:  [  ] 

Fed  ABA  No:  [  ] 
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Please  confirm  your  agreement  to  be  bound  by  the  terms  of  the  foregoing  by  executing  a  copy  of 
this  Confirmation  and  returning  it  to  us  at  the  contact  information  listed  above. 

DEUTSCHE  BANK  AG,  ACTING  THROUGH  ITS  NEW  YORK  BRANCH 

By: 

Name: 
Title: 


By:. 


Name: 
Title: 

Confirmed  as  of  the  date  first  above  written: 

GEMSTONE  CDO  VII  LTD. 

By  HBK  Investments,  L.P.,  New  York  Branch,  as  its  Investment  Manager 


By:_ 


Name: 
Title: 


By:. 


Name: 
Title: 
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[Relevant  Annex 


Reference 
Entity 

Reference 
Obligation 

Issuer 

Guarantor/ 
Insurer 

CUSIP/ 
ISIN 

Bloomberg 
ID 

Legal 
Final 
Maturity 
Date 

Original 
Principal 
Amount 
(USD1 

Initial 
Factor 

Initial 

Face 

Amount 

CouDon 

Reference 
Policy 
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ABX  TRANSACTIONS 
STANDARD  TERMS  SUPPLEMENT 

(published  on  January  19,  2006)' 

This  ABX  Transactions  Standard  Terms  Supplement  (the  "ABX  Standard  Terms")  hereby 
incorporates  by  reference  the  definitions  and  provisions  contained  in  the  2003  ISDA  Credit  Derivatives 
Definitions,  as  published  by  the  International  Swaps  and  Derivatives  Association,  Inc.  (the  "Credit 
Derivatives  Definitions").  In  the  event  of  any  inconsistency  between  the  Credit  Derivatives  Definitions 
and  these  ABX  Standard  Terms,  these  ABX  Standard  Terms  will  govern. 

The  parties  agree  that,  by  entering  into  a  transaction  governed  by  these  ABX  Standard  Terms  (a 
"Master  Transaction"),  they  have  entered  into  a  separate  Credit  Derivative  Transaction  (each,  a 
"Component  Transaction")  in  respect  of  each  Reference  Obligation  listed  in  the  Relevant  Annex  (as 
defined  below).  Upon  entering  into  a  confirmation  or  other  document  (including  in  electronic  form)  (a 
"Confirmation")  for  a  Master  Transaction  incorporating  these  ABX  Standard  Terms,  the  parties  thereto 
shall  be  deemed  to  have  entered  into  a  Confirmation  in  respect  of  each  such  Component  Transaction  with 
respect  to  the  related  Reference  Obligation  listed  in  the  Relevant  Annex.  Subject  to  paragraph  7  below 
and  except  as  otherwise  expressly  provided  herein  or  in  the  relevant  Confirmation,  each  Component 
Transaction  constitutes  an  independent  Transaction  for  purposes  of  the  Master  Agreement  (as  specified  in 
the  relevant  Confirmation). 

References  in  these  ABX  Standard  Terms  to  a  Reference  Obligation  and  the  terms  relating  thereto 
shall  be  to  the  terms  of  such  Reference  Obligation  set  out  in  the  applicable  Underlying  Instruments  (as 
defined  below)  as  amended  from  time  to  time  unless  otherwise  specified  below. 

The  terms  of  each  Component  Transaction  to  which  these  ABX  Standard  Terms  relate  are  as 
follows: 

1.  General  Terms: 

Index;  As  shown  in  the  relevant  Confirmation. 

Index  Sponsor:  CDS  IndexCo  LLC 

Trade  Date:  As  shown  in  the  relevant  Confirmation. 

Effective  Date:  As  shown  in  the  relevant  Confirmation. 

Scheduled  Termination  Date:  As  shown  in  the  relevant  Confirmation. 

Component  Transaction  With  respect  to  a  Component  Transaction,  the  Legal 

Scheduled  Termination  Date:         Final   Maturity   Date   for   the    applicable   Reference 

Obligation,  subject  to  adjustment  in  accordance  with 
the  Following  Business  Day  Convention. 


1  The  definitions  and  provisions  of  this  ABX  Transactions  Standard  Terms  Supplement  may  be  incorporated 

into  a  Confirmation  (as  defined  herein)  by  wording  in  the  Confirmation  indicating  that,  or  the  extent  to  which,  the 
Confirmation  is  subject  to  this  ABX  Transactions  Standard  Terms  Supplement.  All  definitions  and  provisions  so 
incorporated  in  a  Confirmation  will  be  applicable  to  that  Confirmation  unless  otherwise  provided  in  that 
Confirmation. 
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Termination  Date: 


Floating  Rate  Payer: 

Fixed  Rate  Payer: 

Aggregate  Floating  Rate  Payer 
Calculation  Amount: 

Calculation  Agent: 

Calculation  Agent  City: 

Business  Day: 

Business  Day  Convention: 


Reference  Entity: 


Reference  Obligation: 


With  respect  to  a  Component  Transaction,  the  last  to 
occur  of: 

(a)  the  fifth  Business  Day  following  the  Effective 
Maturity  Date  in  respect  of  the  relevant 
Reference  Obligation; 

(b)  the  last  Floating  Rate  Payer  Payment  Date  in 
respect  of  such  Reference  Obligation;  and 

(c)  the  last  Additional  Fixed  Amount  Payment 
Date  in  respect  of  such  Reference  Obligation. 

As  shown  in  the  relevant  Confirmation  (the  "Seller"). 

As  shown  in  the  relevant  Confirmation  (the  "Buyer"). 

As  shown  in  the  relevant  Confirmation. 


If  both  parties  are  licensees  of  the  Index,  Seller.  If  only 
one  party  is  a  licensee  of  the  Index,  such  party. 

New  York. 

New  York  and  London. 

Following  (which,  with  the  exception  of  the  Effective 
Date,  the  Final  Amortization  Date,  each  Reference 
Obligation  Payment  Date  and  the  period  end  date  of 
each  Reference  Obligation  Calculation  Period,  shall 
apply  to  any  date  referred  to  in  these  ABX  Standard 
Terms  that  falls  on  a  day  that  is  not  a  Business  Day). 

With  respect  to  a  Component  Transaction,  the 
applicable  Reference  Entity  contained  in  the  Index  and 
listed  in  the  Relevant  Annex,  and  any  entity  that 
succeeds  to  the  obligations  of  such  Reference  Entity 
under  the  related  Reference  Obligation.  Section  2.2  of 
the  Credit  Derivatives  Definitions  shall  not  apply. 

With  respect  to  a  Component  Transaction,  the 
Reference  Obligation  specified  in  the  Index  and  set  out 
opposite  the  applicable  Reference  Entity  in  the 
Relevant  Annex.  Section  2.30  of  the  Credit 
Derivatives  Definitions  shall  not  apply. 

The  Reference  Obligation  is  used  herein  solely  to  make 
certain  calculations  hereunder  and  there  is  no 
requirement  that  Buyer  or  Seller  own  the  Reference 
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Relevant  Annex: 


Applicable  Percentage: 


Obligation. 

The  list  of  Reference  Entities  and  Reference 
Obligations  for  the  relevant  Index  with  the  relevant 
Annex  Date,  as  published  by  the  Index  Publisher 
(which  can  be  accessed  currently  at 
http://www.markit.com).  "Index  Publisher"  means 
Markit  Group  Limited  (or  its  successor)  or  any 
replacement  therefor  appointed  by  the  Index  Sponsor 
for  purposes  of  officially  publishing  the  relevant  Index. 

On  any  day,  with  respect  to  a  Reference  Obligation,  a 
percentage  equal  to  A  divided  by  B. 

"A"  means,  with  respect  to  a  Reference  Obligation,  the 
product  of  the  Initial  Face  Amount  and  the  Initial 
Factor. 

"B"  means,  with  respect  to  a  Reference  Obligation,  the 
product  of  the  Original  Principal  Amount  and  the 
Initial  Factor. 


Initial  Face  Amount: 


Initial  Factor: 


(a)  as  increased  by  the  outstanding  principal 
balance  of  any  further  issues  by  the  Reference 
Entity  that  are  fungible  with  and  form  part  of 
the  same  legal  series  as  such  Reference 
Obligation;  and 

(b)  as  decreased  by  any  cancellations  of  some  or 
all  of  the  Outstanding  Principal  Amount 
resulting  from  purchases  of  such  Reference 
Obligation  by  or  on  behalf  of  the  Reference 
Entity. 

The  Aggregate  Floating  Rate  Payer  Calculation 
Amount  divided  by  the  number  of  Reference 
Obligations  in  the  Relevant  Annex. 

With  respect  to  a  Reference  Obligation,  the  applicable 
factor  published  by  the  Index  Publisher  as  of  the  Annex 
Date. 


Reference  Obligation  Notional      With  respect  to  a  Reference  Obligation,  on  the  Annex 
Amount:  Date,  the  product  of: 

(a)  the  Original  Principal  Amount; 

(b)  the  Initial  Factor;  and 

(c)  the  Applicable  Percentage. 
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Initial  Payment: 


Initial  Payment  Payer 
Initial  Payment  Amount: 


Following  the  Annex  Date,  the  Reference  Obligation 
Notional  Amount  with  respect  to  a  Reference 
Obligation  will  be: 

(i)  decreased  on  each  day  on  which  a  Principal 
Payment  is  made  with  respect  to  the  Reference 
Obligation  by  the  relevant  Principal  Payment 
Amount; 

(ii)  decreased  on  the  day,  if  any,  on  which  a 
Failure  to  Pay  Principal  occurs  with  respect  to 
the  Reference  Obligation  by  the  relevant 
Principal  Shortfall  Amount; 

(iii)  decreased  on  each  day  on  which  a  Writedown 
occurs  with  respect  to  the  Reference  Obligation 
by  the  relevant  Writedown  Amount;  and 

(iv)  increased  on  each  day  on  which  a  Writedown 
Reimbursement  occurs  with  respect  to  the 
Reference  Obligation  by  any  Writedown 
Reimbursement  Amount  in  respect  of  a 
Writedown  Reimbursement  within  paragraphs 
(ii)  or  (iii)  of  the  definition  of  "Writedown 
Reimbursement"; 

provided  that  if  the  relevant  Reference  Obligation 
Notional  Amount  would  be  less  than  zero,  it  shall  be 
deemed  to  be  zero. 

If  an  Initial  Payment  Payer  and  an  Initial  Payment 
Amount  are  specified  in  the  relevant  Confirmation, 
then  on  the  date  that  is  five  Business  Days  following 
the  Trade  Date,  and  with  respect  to  the  Master 
Transaction  and  all  related  Component  Transactions  in 
the  aggregate,  the  Initial  Payment  Payer  shall  pay  to  the 
other  party  the  Initial  Payment  Amount.  For  the 
avoidance  of  doubt,  the  Initial  Payment  will  not  be 
made  separately  in  respect  of  each  Component 
Transaction. 

As  shown  in  the  relevant  Confirmation. 

As  shown  in  the  relevant  Confirmation. 


2.  Fixed  Payments: 

Fixed  Rate:  As  shown  in  the  relevant  Confirmation. 

Fixed  Rate  Payer  Period  End         The  first  day  of  each  related  Reference  Obligation 
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Date: 

Fixed  Rate  Payer  Calculation 
Period: 


Fixed  Rate  Payer  Payment 
Dates: 


Fixed  Amount: 


Calculation  Period. 

Each  period  from  and  including  one  Fixed  Rate  Payer 
Period  End  Date  to  but  excluding  the  next  following 
Fixed  Rate  Payer  Period  End  Date,  except  that  (a)  the 
initial  Fixed  Rate  Payer  Calculation  Period  will 
commence  on,  and  include,  the  later  of  the  Annex  Date 
and  the  Fixed  Rate  Payer  Period  End  Date  falling  on  or 
immediately  prior  to  the  Trade  Date  and  (b)  the  Final 
Fixed  Rate  Payer  Calculation  Period  will  end  on,  but 
include,  the  last  day  of  the  last  Reference  Obligation 
Calculation  Period  immediately  prior  to  the  final  Fixed 
Rate  Payer  Payment  Date. 

With  respect  to  a  Component  Transaction,  each  day 
falling  five  Business  Days  after  a  Reference  Obligation 
Payment  Date  for  the  Reference  Obligation;  provided 
that  the  final  Fixed  Rate  Payer  Payment  Date  shall  fall 
on  the  fifth  Business  Day  following  the  Effective 
Maturity  Date  of  the  Reference  Obligation. 

With  respect  to  any  Fixed  Rate  Payer  Payment  Date 
for  a  Component  Transaction,  an  amount  equal  to  the 
product  of: 


(a) 
(b) 


the  relevant  Fixed  Rate; 

an  amount  determined  by  the  Calculation  Agent 
equal  to: 


(i) 


(c) 


the  sum  of  the  relevant  Reference 
Obligation  Notional  Amount  as  at  5:00 
p.m.  in  the  Calculation  Agent  City  on 
each  day  in  the  related  Fixed  Rate  Payer 
Calculation  Period;  divided  by 


(ii)  the  actual  number  of  days  in  the  related 
Fixed  Rate  Payer  Calculation  Period; 
and 

the  actual  number  of  days  in  the  related  Fixed 
Rate  Payer  Calculation  Period  divided  by  360. 


Notwithstanding  anything  to  the  contrary  herein,  Buyer 
shall  not  be  obligated  to  pay  Fixed  Amounts  for  any 
Fixed  Rate  Payer  Payment  Date  occurring  prior  to  the 
Effective  Date. 


Additional  Fixed  Amount 
Payment  Dates: 


With  respect  to  a  Reference  Obligation: 

(a)         Each  relevant  Fixed  Rate  Payer  Payment  Date; 
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Additional  Fixed  Payments: 


Additional  Fixed  Payment 
Event: 


Additional  Fixed  Amount: 


and 

(b)  in  relation  to  each  relevant  Additional  Fixed 
Payment  Event  occurring  after  the  second 
Business  Day  prior  to  the  last  relevant  Fixed 
Rate  Payer  Payment  Date,  the  fifth  Business 
Day  after  Buyer  has  received  notification  from 
Seller  or  the  Calculation  Agent  of  the 
occurrence  of  such  Additional  Fixed  Payment 
Event. 

Following   the  occurrence  of  an   Additional  Fixed 
Payment  Event  in  respect  of  a  Reference  Obligation, 
Buyer  shall  pay  the  relevant  Additional  Fixed  Amount 
to    Seller   on    the    first    Additional    Fixed    Amount 
Payment  Date  for  such  Reference  Obligation  falling  at 
least   two   Business   Days    (or   in    the   case   of   an 
Additional  Fixed  Payment  Event  that  occurs  after  the 
second  Business  Day  prior  to  the  last  Fixed  Rate  Payer 
Payment  Date  for  such  Reference  Obligation,  five 
Business  Days)  after  the  delivery  of  a  notice  (an 
"Additional  Fixed  Payment  Amount  Notice")  by  the 
Calculation  Agent  to  the  parties  or  by  Seller  to  Buyer 
stating  that  the  related  Additional  Fixed  Amount  is 
due   and   showing   in   reasonable   detail   how   such 
Additional  Fixed  Amount  was  determined;  provided 
that  any  such  notice  must  be  given  on  or  prior  to  the 
fifth  Business  Day  following  the  day  that  is  one 
calendar  year  after  the  Effective  Maturity  Date  of  such 
Reference  Obligation.     Notwithstanding  anything  to 
the  contrary  herein,  Buyer  shall  not  be  obligated  to  pay 
an  Additional  Fixed  Amount  unless  the  earliest  day  on 
which  the  related  Additional  Fixed  Payment  Date  can 
be  designated  in  accordance  with  the  provisions  hereof 
occurs  on  or  following  the  Effective  Date. 

The  occurrence  on  or  after  the  Annex  Date  and  on  or 
before  the  day  that  is  one  calendar  year  after  the 
Effective  Maturity  Date  of  a  Writedown 
Reimbursement,  a  Principal  Shortfall  Reimbursement 
or  an  Interest  Shortfall  Reimbursement  in  respect  of  a 
Reference  Obligation. 

With  respect  to  each  Additional  Fixed  Amount 
Payment  Date  in  respect  of  a  Reference  Obligation,  an 
amount  equal  to  the  sum  of: 

(a)         the     relevant     Writedown      Reimbursement 
Payment  Amount  (if  any); 


(b) 


the 


relevant  Principal  Shortfall 
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Reimbursement   Payment  Amount  (if  any); 
and 

(c)         the  relevant  Interest  Shortfall  Reimbursement 
Payment  Amount  (if  any). 


Floating  Payments: 

Floating  Rate  Payer  Payment 
Dates: 


Floating  Payments: 


Floating  Amount  Event: 
Floating  Amount: 


In  relation  to  a  Floating  Amount  Event  with  respect  to 
a  Reference  Obligation,  the  first  relevant  Fixed  Rate 
Payer  Payment  Date  falling  at  least  two  Business  Days 
(or  in  the  case  of  a  Floating  Amount  Event  that  occurs 
on  the  Legal  Final  Maturity  Date  or  the  Final 
Amortization  Date  of  such  Reference  Obligation,  the 
fifth  Business  Day)  after  delivery  of  a  notice  (a 
"Floating  Payment  Notice")  by  the  Calculation  Agent 
to  the  parties  or  a  notice  by  Buyer  to  Seller  that  the 
related  Floating  Amount  is  due  and  showing  in 
reasonable  detail  how  such  Floating  Amount  was 
determined;  provided  that  any  such  notice  must  be 
given  on  or  prior  to  the  fifth  Business  Day  following 
the  Effective  Maturity  Date. 

If  a  Floating  Amount  Event  occurs  with  respect  to  a 
Reference  Obligation,  then  on  the  relevant  Floating 
Rate  Payer  Payment  Date,  Seller  will  pay  the  relevant 
Floating  Amount  to  Buyer.  Notwithstanding  anything 
to  the  contrary  herein,  Seller  shall  not  be  obligated  to 
pay  a  Floating  Amount  unless  the  earliest  day  on  which 
the  related  Floating  Rate  Payer  Payment  Date  can  be 
designated  in  accordance  with  the  provisions  hereof 
occurs  on  or  following  the  Effective  Date.  For  the 
avoidance  of  doubt,  the  Conditions  to  Settlement  under 
the  Credit  Derivatives  Definitions  shall  not  apply. 

A  Writedown,  a  Failure  to  Pay  Principal  or  an  Interest 
Shortfall. 

With  respect  to  each  Floating  Rate  Payer  Payment  Date 
in  respect  of  a  Reference  Obligation,  an  amount  equal 
to  the  sum  of: 

(a)  the  relevant  Writedown  Amount  (if  any); 

(b)  the  relevant  Principal  Shortfall  Amount  (if  any); 
and 

(c)  the  relevant  Interest  Shortfall  Payment  Amount 
(if  any). 
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Interest  Shortfall 

Interest  Shortfall  Payment  In  respect  of  an  Interest  Shortfall  with  respect  to  a  Reference 

Amount:  Obligation,  the  relevant  Interest  Shortfall  Amount;  provided 

that  if  the  relevant  Interest  Shortfall  Amount  exceeds  the 
Interest  Shortfall  Cap  Amount,  the  Interest  Shortfall 
Payment  Amount  in  respect  of  such  Interest  Shortfall  shall 
be  the  Interest  Shortfall  Cap  Amount. 

Interest  Shortfall  Cap  Amount:      As  set  out  in  the  Interest  Shortfall  Cap  Annex. 


Actual  Interest  Amount: 


Expected  Interest  Amount: 


With  respect  to  any  Reference  Obligation  Payment  Date  in 
respect  of  a  Reference  Obligation,  payment  by  or  on  behalf 
of  the  Issuer  of  an  amount  in  respect  of  interest  due  under 
such  Reference  Obligation  (including,  without  limitation, 
any  deferred  interest  or  defaulted  interest  but  excluding 
payments  in  respect  of  prepayment  penalties,  yield 
maintenance  provisions  or  principal,  except  that  the  Actual 
Interest.  Amount  shall  include  any  payment  of  principal 
representing  capitalized  interest)  to  the  holder(s)  of  such 
Reference  Obligation  in  respect  of  such  Reference 
Obligation. 

With  respect  to  any  Reference  Obligation  Payment  Date  in 
respect  of  a  Reference  Obligation,  the  amount  of  current 
interest  that  would  accrue  during  the  related  Reference 
Obligation  Calculation  Period  calculated  using  the 
Reference  Obligation  Coupon  on  a  principal  balance  of  such 
Reference  Obligation  equal  to  (a)  the  Outstanding  Principal 
Amount  taking  into  account  any  reductions  due  to  a 
principal  deficiency  balance  or  realized  loss  amount 
(however  described  in  the  Underlying  Instruments)  that  are 
attributable  to  such  Reference  Obligation  minus  (b)  the 
Aggregate  Implied  Writedown  Amount  (if  any)  for  such 
Reference  Obligation  and  that  will  be  payable  on  the  related 
Reference  Obligation  Payment  Date  assuming  for  this 
purpose  that  sufficient  funds  are  available  therefor  in 
accordance  with  the  Underlying  Instruments.  Except  as 
provided  in  (a)  in  the  previous  sentence,  the  Expected 
Interest  Amount  in  respect  of  a  Reference  Obligation  shall 
be  determined  without  regard  to  (i)  unpaid  amounts  in 
respect  of  accrued  interest  on  prior  Reference  Obligation 
Payment  Dates  or  (ii)  any  prepayment  penalties  or  yield 
maintenance  provisions. 

The  Expected  Interest  Amount  shall  be  determined  without 
regard  to  the  effect  of  any  provisions  (however  described)  of 
the  Underlying  Instruments  that  otherwise  permit  the 
limitation  of  due  payments  to  distributions  of  funds  from 
proceeds  of  the  Underlying  Assets,  or  that  provide  for  the 
capitalization  or  deferral  of  interest  on  such   Reference 
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Interest  Shortfall: 


Interest  Shortfall  Amount: 


Obligation,  or  that  provide  for  the  extinguishing  or  reduction 
of  such  payments  or  distributions  (but,  for  the  avoidance  of 
doubt,  taking  account  of  any  Writedown  within  paragraph 
(i)  of  the  definition  of  "Writedown"  occurring  in  accordance 
with  the  relevant  Underlying  Instruments). 

With  respect  to  any  Reference  Obligation  Payment  Date  in 
respect  of  a  Reference  Obligation,  either  (a)  the  non- 
payment of  an  Expected  Interest  Amount  or  (b)  the  payment 
of  an  Actual  Interest  Amount  that  is  less  than  the  Expected 
Interest  Amount. 

For  the  avoidance  of  doubt,  the  occurrence  of  an  event 
within  (a)  or  (b)  shall  be  determined  taking  into  account  any 
payment  made  under  the  relevant  Reference  Policy,  if 
applicable. 

With  respect  to  any  Reference  Obligation  Payment  Date  in 
respect  of  a  Reference  Obligation,  an  amount  equal  to  the 
greater  of: 

(a)  zero;  and 

(b)  the  amount  equal  to  the  product  of: 

(i)         (A)        the  Expected  Interest  Amount; 
minus 


(B)        the  Actual  Interest  Amount;  and 

(ii)         the  Applicable  Percentage; 

provided  that,  with  respect  to  the  first  Reference  Obligation 
Payment  Date  in  respect  of  such  Reference  Obligation,  the 
Interest  Shortfall  Amount  shall  be  the  amount  determined  in 
accordance  with  (a)  and  (b)  above  multiplied  by  a  fraction 
equal  to: 

(x)  the  number  of  days  in  the  first  Fixed  Rate  Payer 
Calculation  Period  with  respect  to  such  Reference 
Obligation;  over 

(y)  the  number  of  days  in  the  first  Reference  Obligation 
Calculation  Period  with  respect  to  such  Reference 
Obligation. 
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Interest  Shortfall  With  respect  to  any  Reference  Obligation  Payment  Date  for 

Reimbursement:  a  Reference  Obligation,  the  payment  by  or  on  behalf  of  the 

Issuer  of  an  Actual  Interest  Amount  in  respect  of  such 
Reference  Obligation  that  is  greater  than  the  Expected 
Interest  Amount. 

Interest  Shortfall  With  respect  to  any  Reference  Obligation  Payment  Date  in 

Reimbursement  Amount:  respect  of  a  Reference  Obligation,  the  product  of  (a)  the 

amount  of  any  Interest  Shortfall  Reimbursement  on  such  day 

and  (b)  the  Applicable  Percentage. 

Interest  Shortfall  The  amount  determined  pursuant  to  the  Interest  Shortfall 

Reimbursement  Payment  Cap  Annex. 

Amount: 


5.  Additional  Provisions: 

(a)         Calculation  Agent  and  Buyer  and  Seller  Determinations 

The  Calculation  Agent  shall  be  responsible  for  determining  and  calculating,  for  each  Reference 
Obligation,  (i)  the  Fixed  Amount  payable  on  each  Fixed  Rate  Payer  Payment  Date;  (ii)  the 
occurrence  of  a  Floating  Amount  Event  and  the  related  Floating  Amount  and  (iii)  the  occurrence 
of  an  Additional  Fixed  Payment  Event  and  the  related  Additional  Fixed  Amount;  provided  that 
notwithstanding  the  above,  each  of  Buyer  and  Seller  shall  be  entitled  to  determine  and  calculate 
the  above  amounts  to  the  extent  that  Buyer  or  Seller,  as  applicable,  has  the  right  to  deliver  a 
notice  to  the  other  party  demanding  payment  of  such  amount.  The  Calculation  Agent  or  Buyer  or 
Seller,  as  applicable,  shall  make  such  determinations  and  calculations  based  solely  on  composite 
data  compiled  and  published  by  the  Index  Publisher  from  applicable  Servicer  Reports 
("Composite  Data")  or,  if  such  Composite  Data  is  not  available,  from  applicable  Servicer 
Reports,  to  the  extent  such  Servicer  Reports  are  reasonably  available  to  the  Calculation  Agent  or 
such  party.  The  Calculation  Agent,  Buyer  or  Seller  may  rely  on  calculations  or  determinations 
published  by  the  Index  Publisher  in  making  such  determinations  and  calculations.  The 
Calculation  Agent  or  Buyer  or  Seller,  as  applicable,  shall,  as  soon  as  practicable  after  making  any 
of  the  determinations  or  calculations  specified  in  (i)  and  (ii)  above,  notify  the  parties  or  the  other 
party,  as  applicable,  of  such  determinations  and  calculations. 

(b)         Adjustment  of  Calculation  Agent  Determinations 

To  the  extent  that  a  Servicer  furnishes  any  Servicer  Reports  correcting  information  contained  in 
previously  issued  Servicer  Reports  or  the  Index  Publisher  corrects  any  previously  published 
Composite  Data  (or  other  relevant  calculation  or  determination  published  by  the  Index  Publisher), 
and  such  corrections  impact  calculations  or  determinations  pursuant  to  a  Component  Transaction, 
the  calculations  or  determinations  relevant  to  such  Component  Transaction  shall  be  adjusted 
retroactively  by  the  Calculation  Agent  to  reflect  the  corrected  information  (provided  that,  for  the 
avoidance  of  doubt,  no  amounts  in  respect  of  interest  shall  be  payable  by  either  party  and 
provided  that  the  Calculation  Agent  in  performing  the  calculations  or  determinations  pursuant  to 
this  paragraph  will  assume  that  no  interest  has  accrued  on  any  adjusted  amount),  and  the 
Calculation  Agent  shall  promptly  notify  both  parties  of  any  corrected  payments  required  by  either 
party.  Any  required  corrected  payments  shall  be  made  on  the  second  Fixed  Rate  Payer  Payment 
Date  following  the  day  on  which  such  notification  by  the  Calculation  Agent  is  effective. 
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(c)         Initial  Payment  Date  Following  Annex  Date 

Notwithstanding  anything  to  the  contrary  herein,  with  respect  to  any  Component  Transactions, 
any  amount  that  would  otherwise  be  payable  hereunder  on  the  first  Fixed  Rate  Payer  Payment 
Date  following  the  Annex  Date  will  be  deemed  to  be  payable  instead  on  the  second  Fixed  Rate 
Payer  Payment  Date  following  the  Annex  Date  (together  with  any  other  amounts  payable  on  such 
date). 

6.  Additional  Definitions  and  Amendments  to  the  Credit  Derivatives  Definitions 

(a)  References  in  Section  9.1(a)  of  the  Credit  Derivatives  Definitions  as  well  as  Section  3(a)(iv)  of 
the  form  of  Novation  Agreement  set  forth  in  Exhibit  E  to  the  Credit  Derivatives  Definitions  to  the 
Reference  Entity  shall  be  deemed  to  be  references  to  each  Reference  Entity  and  the  Insurer  in 
respect  of  the  relevant  Reference  Policy,  if  applicable. 

(b)  For  the  purposes  of  each  Component  Transaction,  the  following  terms  have  the  meanings  given 
below: 

"Actual  Principal  Amount"  means,  with  respect  to  a  Reference  Obligation  and  the  Final 
Amortization  Date  or  the  Legal  Final  Maturity  Date,  an  amount  paid  on  such  day  by  or  on  behalf 
of  the  relevant  Issuer  in  respect  of  principal  (excluding  any  capitalized  interest)  to  the  holder(s)  of 
such  Reference  Obligation  in  respect  of  such  Reference  Obligation. 

"Aggregate  Implied  Writedown  Amount"  means,  with  respect  to  a  Reference  Obligation,  the 
greater  of  (i)  zero  and  (ii)  the  aggregate  of  all  Implied  Writedown  Amounts  minus  the  aggregate 
of  all  Implied  Writedown  Reimbursement  Amounts. 

"Current  Period  Implied  Writedown  Amount"  means,  with  respect  to  a  Reference  Obligation  in 
respect  of  a  Reference  Obligation  Calculation  Period,  an  amount  determined  as  of  the  last  day  of 
such  Reference  Obligation  Calculation  Period  equal  to  the  greater  of: 

(i)  zero;  and 

(ii)        the  product  of: 

(A)  the  Implied  Writedown  Percentage;  and 

(B)  the  greater  of: 

(1)  zero;  and 

(2)  the  lesser  of  (x)  the  Pari  Passu  Amount  and  (y)  the  Pari  Passu  Amount 
plus  the  Senior  Amount  minus  the  aggregate  outstanding  asset  pool 
balance  backing  the  payment  obligations  on  such  Reference  Obligation 
(all  such  outstanding  asset  pool  balances  as  obtained  by  the  Calculation 
Agent  from  the  most  recent  Composite  Data  or  from  the  most  recent 
Servicer  Report  for  such  Reference  Obligation  available  as  of  such  day), 
calculated  based  on  the  face  amount  of  the  assets  then  in  such  pool, 
whether  or  not  any  such  asset  is  performing. 
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"Effective  Maturity  Date"  means,  with  respect  to  a  Reference  Obligation,  the  earlier  of  (a)  the 
Component  Transaction  Scheduled  Termination  Date  and  (b)  the  Final  Amortization  Date. 

"Expected  Principal  Amount"  means,  with  respect  to  a  Reference  Obligation  and  the  Final 
Amortization  Date  or  the  Legal  Final  Maturity  Date,  an  amount  equal  to  (i)  the  Outstanding 
Principal  Amount  of  such  Reference  Obligation  payable  on  such  day  (excluding  capitalized 
interest)  assuming  for  this  purpose  that  sufficient  funds  are  available  for  such  payment,  where 
such  amount  shall  be  determined  in  accordance  with  the  Underlying  Instruments,  minus  (ii)  the 
sum  of  (A)  the  Aggregate  Implied  Writedown  Amount  (if  any)  and  (B)  the  net  aggregate  principal 
deficiency  balance  or  realized  loss  amounts  (however  described  in  the  Underlying  Instruments) 
that  are  attributable  to  such  Reference  Obligation.  The  Expected  Principal  Amount  shall  be 
determined  without  regard  to  the  effect  of  any  provisions  (however  described)  of  the  Underlying 
Instruments  that  permit  the  limitation  of  due  payments  or  distributions  of  funds  in  accordance 
with  the  terms  of  such  Reference  Obligation  or  that  provide  for  the  extinguishing  or  reduction  of 
such  payments  or  distributions. 

"Failure  to  Pay  Principal"  means,  with  respect  to  a  Reference  Obligation,  (i)  a  failure  by  the 
relevant  Reference  Entity  (or  any  Insurer  thereof)  to  pay  an  Expected  Principal  Amount  on  the 
Final  Amortization  Date  or  the  Legal  Final  Maturity  Date,  as  the  case  may  be  or  (ii)  payment  on 
any  such  day  of  an  Actual  Principal  Amount  that  is  less  than  the  Expected  Principal  Amount; 
provided  that  the  failure  by  such  Reference  Entity  (or  any  Insurer  thereof)  to  pay  any  such 
amount  in  respect  of  principal  in  accordance  with  the  foregoing  shall  not  constitute  a  Failure  to 
Pay  Principal  if  such  failure  has  been  remedied  within  any  grace  period  applicable  to  such 
payment  obligation  under  the  Underlying  Instruments  or,  if  no  such  grace  period  is  applicable, 
within  three  Business  Days  after  the  day  on  which  the  Expected  Principal  Amount  was  scheduled 
to  be  paid. 

"Final  Amortization  Date"  means,  with  respect  to  a  Reference  Obligation,  the  first  to  occur  of  (i) 
the  date  or.  which  the  Reference  Obligation  Notional  Amount  is  reduced  to  zero  and  (ii)  the  date 
on  which  the  assets  backing  the  Reference  Obligation  or  designated  to  fund  amounts  due  in 
respect  of  the  Reference  Obligation  are  liquidated,  distributed  or  otherwise  disposed  of  in  full  and 
the  proceeds  thereof  are  distributed  or  otherwise  disposed  of  in  full. 

"Implied  Writedown  Amount"  means,  with  respect  to  a  Reference  Obligation,  (i)  if  the 
Underlying  Instruments  do  not  provide  for  writedowns,. applied  losses,  principal  deficiencies  or 
realized  losses  as  described  in  (i)  of  the  definition  of  "Writedown"  to  occur  in  respect  of  the 
Reference  Obligation,  on  any  Reference  Obligation  Payment  Date,  an  amount  determined  by  the 
Calculation  Agent  equal  to  the  excess,  if  any,  of  the  Current  Period  Implied  Writedown  Amount 
over  the  Previous  Period  Implied  Writedown  Amount,  in  each  case  in  respect  of  the  Reference 
Obligation  Calculation  Period  to  which  such  Reference  Obligation  Payment  Date  relates,  and  (ii) 
in  any  other  case,  zero. 

"Implied  Writedown  Percentage"  means,  with  respect  to  a  Reference  Obligation,  (i)  the 
Outstanding  Principal  Amount  divided  by  (ii)  the  Pari  Passu  Amount. 

"Implied  Writedown  Reimbursement  Amount"  means,  with  respect  to  a  Reference  Obligation,  (i) 
if  the  Underlying  Instruments  do  not  provide  for  writedowns,  applied  losses,  principal 
deficiencies  or  realized  losses  as  described  in  (i)  of  the  definition  of  "Writedown"  to  occur  in 
respect  of  the  Reference  Obligation,  on  any  Reference  Obligation  Payment  Date,  an  amount 
determined  by  the  Calculation  Agent  equal  to  the  excess,  if  any,  of  the  Previous  Period  Implied 
Writedown  Amount  for  the  Reference  Obligation  over  the  Current  Period  Implied  Writedown 
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Amount  for  the  Reference  Obligation,  in  each  case  in  respect  of  the  Reference  Obligation 
Calculation  Period  to  which  such  Reference  Obligation  Payment  Date  relates,  and  (ii)  in  any 
other  case,  zero;  provided  that  the  aggregate  of  all  Implied  Writedown  Reimbursement  Amounts 
for  a  Reference  Obligation  at  any  time  shall  not  exceed  the  product  of  the  Pari  Passu  Amount  for 
the  Reference  Obligation  and  the  Implied  Writedown  Percentage  for  the  Reference  Obligation. 

"Insurer"  means,  with  respect  to  a  Reference  Obligation,  the  insurer  of  such  Reference  Obligation 
specified  in  the  Relevant  Annex. 

"Issuer"  means,  with  respect  to  a  Reference  Obligation,  the  issuer  of  such  Reference  Obligation 
specified  in  the  Relevant  Annex. 

"Legal  Final  Maturity  Date"  means,  with  respect  to  a  Reference  Obligation,  the  date  set  out  in  the 
Relevant  Annex  for  such  Reference  Obligation  (subject,  for  the  avoidance  of  doubt,  to  any 
business  day  convention  applicable  to  the  legal  final  maturity  date  of  such  Reference  Obligation), 
provided  that  if  the  legal  final  maturity  date  of  such  Reference  Obligation  is  amended,  the  Legal 
Final  Maturity  Date  shall  be  such  date  as  amended. 

"Original  Principal  Amount"  means,  with  respect  to  a  Reference  Obligation,  the  amount  specified 
as  such  in  the  Relevant  Annex. 

"Outstanding  Principal  Amount"  means,  with  respect  to  a  Reference  Obligation  as  of  any  date  of 
determination,  the  outstanding  principal  balance  of  such  Reference  Obligation  as  of  such  date, 
which  shall  take  into  account: 

(i)         all  payments  of  principal ; 

(ii)  all  writedowns  or  applied  losses  (however  described  in  the  Underlying  Instruments) 
resulting  in  a  reduction  in  the  outstanding  principal  balance  of  such  Reference  Obligation 
(other  than  as  a  result  of  a  scheduled  or  unscheduled  payment  of  principal); 

(iii)  forgiveness  of  any  amount  by  the  holders  of  such  Reference  Obligation  pursuant  to  an 
amendment  to  the  Underlying  Instruments  resulting  in  a  reduction  in  the  outstanding 
principal  balance  of  such  Reference  Obligation; 

(iv)  any  payments  reducing  the  amount  of  any  reductions  described  in  (ii)  and  (iii)  of  this 
definition;  and 

(v)  any  increase  in  the  outstanding  principal  balance  of  such  Reference  Obligation  that 
reflects  a  reversal  of  any  prior  reductions  described  in  (ii)  and  (iii)  of  this  definition). 

"Pari  Passu  Amount"  means,  with  respect  to  a  Reference  Obligation  as  of  any  date  of 
determination,  the  aggregate  of  the  Outstanding  Principal  Amount  of  the  Reference  Obligation 
and  the  aggregate  outstanding  principal  balance  of  all  obligations  of  the  relevant  Reference  Entity 
backed  by  the  relevant  Underlying  Assets  and  ranking  pari  passu  in  priority  with  such  Reference 
Obligation. 

"Previous  Period  Implied  Writedown  Amount"  means,  with  respect  to  a  Reference  Obligation  in 
respect  of  a  Reference  Obligation  Calculation  Period,  the  Current  Period  Implied  Writedown 
Amount  as  determined  in  relation  to  the  last  day  of  the  immediately  preceding  Reference 
Obligation  Calculation  Period  for  such  Reference  Obligation. 
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"Principal  Payment"  means,  with  respect  to  a  Reference  Obligation  and  any  Reference  Obligation 
Payment  Date,  the  occurrence  of  a  payment  of  an  amount  to  the  holders  of  such  Reference 
Obligation  in  respect  of  principal  (scheduled  or  unscheduled)  in  respect  of  such  Reference 
Obligation  other  than  a  payment  in  respect  of  principal  representing  capitalized  interest, 
excluding,  for  the  avoidance  of  doubt,  any  relevant  Writedown  Reimbursement  or  Interest 
Shortfall  Reimbursement. 

"Principal  Payment  Amount"  means,  with  respect  to  any  Reference  Obligation  Payment  Date  for 
a  Reference  Obligation,  an  amount  equal  to  the  product  of  (i)  the  amount  of  any  Principal 
Payment  on  such  date  and  (ii)  the  Applicable  Percentage. 

"Principal  Shortfall  Amount"  means,  with  respect  to  a  Reference  Obligation,  in  respect  of  a 
Failure  to  Pay  Principal,  an  amount  equal  to  the  greater  of: 

(i)         zero;  and 

(ii)        the  amount  equal  to  the  product  of: 

(A)  the  Expected  Principal  Amount  minus  the  relevant  Actual  Principal  Amount;  and 

(B)  the  Applicable  Percentage; 

If  the  Principal  Shortfall  Amount  in  respect  of  a  Reference  Obligation  would  be  greater  than  the 
Reference  Obligation  Notional  Amount  immediately  prior  to  the  occurrence  of  such  Failure  to 
Pay  Principal,  then  such  Principal  Shortfall  Amount  shall  be  deemed  to  be  equal  to  the  Reference 
Obligation  Notional  Amount  at  such  time. 

"Principal  Shortfall  Reimbursement"  means,  with  respect  to  a  Reference  Obligation  on  any  day. 
the  payment  by  or  on  behalf  of  the  relevant  Issuer  of  an  amount  in  respect  of  such  Reference 
Obligation  in  or  toward  the  satisfaction  of  any  deferral  of  or  failure  to  pay  principal  arising  from 
one  or  more  prior  occurrences  of  a  Failure  to  Pay  Principal. 

"Principal  Shortfall  Reimbursement  Amount"  means,  with  respect  to  a  Reference  Obligation  on 
any  day,  the  product  of  (i)  the  amount  of  any  relevant  Principal  Shortfall  Reimbursement  on  such 
day  and  (ii)  the  relevant  Applicable  Percentage. 

"Principal  Shortfall  Reimbursement  Payment  Amount"  means,  with  respect  to  a  Reference 
Obligation  and  an  Additional  Fixed  Amount  Payment  Date,  the  sum  of  the  Principal  Shortfall 
Reimbursement  Amounts  in  respect  of  all  Principal  Shortfall  Reimbursements  (if  any)  made 
during  the  Reference  Obligation  Calculation  Period  relating  to  such  Additional  Fixed  Amount 
Payment  Date  (or,  in  the  case  of  an  Additional  Fixed  Amount  Payment  Date  after  the  final  Fixed 
Rate  Payer  Payment  Date,  made  on  the  related  Reference  Obligation  Payment  Date),  provided 
that  the  aggregate  of  all  such  Principal  Shortfall  Reimbursement  Payment  Amounts  at  any  time 
shall  not  exceed  the  aggregate  of  all  Floating  Amounts  (determined  without  regard  to  the 
Effective  Date)  in  respect  of  occurrences  of  Failure  to  Pay  Principal  prior  to  such  Additional 
Fixed  Amount  Payment  Date. 

"Reference  Obligation  Calculation  Period"  means,  with  respect  to  a  Reference  Obligation  and 
each  Reference  Obligation  Payment  Date,  a  period  corresponding  to  the  interest  accrual  period 
relating  to  such  Reference  Obligation  Payment  Date  pursuant  to  the  relevant  Underlying 
Instruments. 
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"Reference  Obligation  Coupon"  means,  with  respect  to  a  Reference  Obligation,  the  periodic 
interest  rate  applied  in  relation  to  each  related  Reference  Obligation  Calculation  Period  on  the 
related  Reference  Obligation  Payment  Date,  as  determined  in  accordance  with  the  terms  of  the 
relevant  Underlying  Instruments  as  at  the  Annex  Date,  without  regard  to  any  subsequent 
amendment. 

"Reference  Obligation  Payment  Date"  means,  with  respect  to.  a  Reference  Obligation,  (i)  each 
scheduled  distribution  date  for  such  Reference  Obligation  occurring  on  or  after  the  Annex  Date 
and  on  or  prior  to  the  Component  Transaction  Scheduled  Termination  Date,  determined  in 
accordance  with  the  Underlying  Instruments  and  (ii)  any  day  after  the  Effective  Maturity  Date  on 
which  a  payment  is  made  in  respect  of  such  Reference  Obligation. 

"Reference  Policy"  means,  with  respect  to  a  Reference  Obligation,  the  reference  policy  for  such 
Reference  Obligation  specified  in  the  Relevant  Annex. 

"Senior  Amount"  means,  with  respect  to  a  Reference  Obligation  as  of  any  day,  the  aggregate 
outstanding  principal  balance  of  all  obligations  of  the  Reference  Entity  backed  by  the  Underlying 
Assets  and  ranking  senior  in  priority  to  such  Reference  Obligation. 

"Servicer"  means,  with  respect  to  a  Reference  Obligation,  any  trustee,  servicer,  sub-servicer, 
master  servicer,  fiscal  agent,  paying  agent  or  other  similar  entity  responsible  for  calculating 
payment  amounts  or  providing  reports  pursuant  to  the  Underlying  Instruments. 

"Servicer  Reports"  means,  with  respect  to  a  Reference  Obligation,  periodic  statements  or  reports 
regarding  the  Reference  Obligation  provided  by  the  Servicer  to  holders  of  the  Reference 
Obligation. 

"Underlying  Assets"  means,  with  respect  to  a  Reference  Obligation,  the  assets  backing  the 
Reference  Obligation  for  the  benefit  of  the  holders  of  such  Reference  Obligation  and  which  are 
expected  to  generate  the  cashflows  required  for  the  servicing  and  repayment  (in  whole  or  in  part) 
of  such  Reference  Obligation,  or  the  assets  to  which  a  holder  of  such  Reference  Obligation  is 
economically  exposed  where  such  exposure  is  created  synthetically. 

"Underlying  Instruments"  means,  with  respect  to  a  Reference  Obligation,  the  indenture,  trust 
agreement,  pooling  and  servicing  agreement  or  other  relevant  agreement(s)  setting  forth  the  terms 
of  the  Reference  Obligation. 

"Writedown"  means,  with  respect  to  a  Reference  Obligation,  the  occurrence  at  any  time  on  or 
after  the  Annex  Date  of: 

(i)  (A)        a  writedown  or  applied  loss  (however  described  in  the  Underlying  Instruments) 

resulting  in  a  reduction  in  the  Outstanding  Principal  Amount  of  such  Reference 
Obligation  (other  than  as  a  result  of  a  scheduled  or  unscheduled  payment  of 
principal);  or 

(B)  the  attribution  of  a  principal  deficiency  or  realized  loss  (however  described  in  the 
Underlying  Instruments)  to  such  Reference  Obligation  resulting  in  a  reduction  or 
subordination  of  the  current  interest  payable  on  such  Reference  Obligation; 


15 


PSI-M&T  Bank-02-0293 


Footnote  Exhibits  -  Page  1991 


(ii)  the  forgiveness  of  any  amount  of  principal  by  the  holders  of  such  Reference  Obligation 
pursuant  to  an  amendment  to  the  Underlying  Instruments  resulting  in  a  reduction  in  the 
Outstanding  Principal  Amount;  or 

(iii)  if  the  Underlying  Instruments  do  not  provide  for  writedowns,  applied  losses,  principal 
deficiencies  or  realized  losses  as  described  in  (i)  above  to  occur  in  respect  of  such 
Reference  Obligation,  an.  Implied  Writedown  Amount  being  determined  in  respect  of 
such  Reference  Obligation  by  the  Calculation  Agent. 

"Writedown  Amount"  means,  with  respect  to  a  Reference  Obligation  on  any  day,  the  product  of 
(i)  the  amount  of  any  Writedown  with  respect  to  such  Reference  Obligation  on  such  day  and 
(ii)  the  Applicable  Percentage. 

"Writedown  Reimbursement"  means,  with  respect  to  a  Reference  Obligation  on  any  day,  the 
occurrence  of: 

(i)  a  payment  by  or  on  behalf  of  the  Issuer  of  an  amount  in  respect  of  such  Reference 

Obligation  in  reduction  of  any  prior  Writedowns; 

(ii)         (A)        an  increase  by  or  on  behalf  of  the  Issuer  of  the  Outstanding  Principal  Amount  of 
such  Reference  Obligation  to  reflect  the  reversal  of  any  prior  Writedowns;  or 

(B)  a  decrease  in  the  principal  deficiency  balance  or  realized  loss  amounts  (however 
described  in  the  Underlying  Instruments)  attributable  to  such  Reference 
Obligation;  or 

(iii)  if  the  Underlying  Instruments  do  not  provide  for  writedowns,  applied  losses,  principal 
deficiencies  or  realized  losses  as  described  in  (ii)  above  to  occur  in  respect  of  such 
Reference  Obligation,  an  Implied  Writedown  Reimbursement  Amount  being  determined 
in  respect  of  such  Reference  Obligation  by  the  Calculation  Agent. 

"Writedown  Reimbursement  Amount"  means,  with  respect  to  a  Reference  Obligation  on  any  day, 
an  amount  equal  to  the  product  of: 

(i)  the  sum  of  all  Writedown  Reimbursements  with  respect  to  such  Reference  Obligation  on 

that  day;  and 

(ii)        the  Applicable  Percentage; 

"Writedown  Reimbursement  Payment  Amount"  means,  with  respect  to  a  Reference  Obligation 
and  an  Additional  Fixed  Amount  Payment  Date,  the  sum  of  the  Writedown  Reimbursement 
Amounts  in  respect  of  all  Writedown  Reimbursements  (if  any)  during  the  Reference  Obligation 
Calculation  Period  relating  to  such  Additional  Fixed  Amount  Payment  Date  (or,  in  the  case  of  an 
Additional  Fixed  Amount  Payment  Date  after  the  final  Fixed  Rate  Payer  Payment  Date,  on  the 
related  Reference  Obligation  Payment  Date  or  date  of  determination  of  an  Implied  Writedown 
Reimbursement  Amount,  as  the  case  may  be),  provided  that  the  aggregate  of  all  such  Writedown 
Reimbursement  Payment  Amounts  at  any  time  shall  not  exceed  the  aggregate  of  all  Floating 
Amounts  with  respect  to  such  Reference  Obligation  (determined  without  regard  to  the  Effective 
Date)  in  respect  of  Writedowns  occurring  prior  to  such  Additional  Fixed  Amount  Payment  Date. 

Transfer  and  Termination  of  Component  Transactions 
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Without  prejudice  to  Section  7  of  the  Master  Agreement  specified  in  the  relevant  Confirmation, 
the  Component  Transactions  (or  any  part  thereof)  to  which  these  ABX  Standard  Terms  relate  may 
only  be  transferred  (by  way  of  assignment,  novation  or  otherwise)  or  terminated  prior  to  the 
Component  Transaction  Scheduled  Termination  Date  thereof  (other  than  in  accordance  with  the 
terms  hereof)  together  with  an  equal  part  (by  Initial  Face  Amount)  of  each  other  Component 
Transaction  forming  part  of  the  Master  Transaction  of  which  it  forms  a  part. 

8.  Disclaimers 

(a)  ABX™  is  a  service  mark  of  the  Index  Sponsor  and  has  been  licensed  for  use  in  connection  with 
the  Master  Transaction. 

(b)  The  Index  referenced  herein  is  the  property  of  the  Index  Sponsor  and  has  been  licensed  for  use  in 
connection  with  the  transaction  hereunder.     Each  party  acknowledges  and  agrees  that  the 
transaction  hereunder  is  not  sponsored,  endorsed,  or  promoted  by  the  Index  Sponsor  or  any 
members  of  the  Index  Sponsor  (the  Index  Sponsor,  together  with  its  members,  the  "Index 
Parties").  The  Index  Parties  make  no  representation  whatsoever,  whether  express  or  implied,  and 
hereby  expressly  disclaim  all  warranties  (including,  without  limitation,  those  of  merchantability 
or  fitness  for  a  particular  purpose  or  use),  with  respect  to  the  Index  or  any  data  included  therein  or 
relating  thereto,  and  in  particular  disclaim  any  warranty  either  as  to  the  quality,  accuracy  and/or 
completeness  of  the  Index  or  any  data  included  therein,  the  results  obtained  from  the  use  of  the 
Index  and/or  the  composition  of  the  Index  at  any  particular  time  on  any  particular  date  or 
otherwise  and/or  the  creditworthiness  of  any  entity,  or  the  likelihood  of  the  occurrence  of  a 
Floating  Amount  Event  with  respect  to  an  obligation,  in  the  Index  at  any  particular  time  on  any 
particular  date  or  otherwise.    The  Index  Parties  shall  not  be  liable  (whether  in  negligence  or 
otherwise)  to  the  parties  or  any  other  person  for  any  error  in  the  Index,  and  the  Index  Parties  are 
under  no  obligation  to  advise  the  parties  or  any  person  of  any  error  therein.   The  Index  Parties 
make  no  representation  whatsoever,  whether  express  or  implied,  as  to  the  advisability  of  entering 
into  the  transaction  hereunder,  the  ability  of  the  Index  to  track  relevant  markets'  performances,  or 
otherwise  relating  to  the  Index  or  any  transaction  or  product  with  respect  thereto,  or  of  assuming 
any  risks  in  connection  therewith.  The  Index  Parties  have  no  obligation  to  take  the  needs  of  any 
party  into  consideration  in  determining,  composing  or  calculating  the  Index.  Neither  party  to  this 
transaction,  nor  any  Index  Party,  shall  have  any  liability  to  any  party  for  any  act  or  failure  to  act 
by  the  Index  Parties  in  connection  with  the  determination,  adjustment,  calculation  or  maintenance 
of  the  Index.  Although  the  Calculation  Agent  will  obtain  information  concerning  the  Index  from 
sources  it  believes  reliable,  it  will  not  independently  verify  this  information.    Accordingly,  no 
representation,  warranty  or  undertaking  (express  or  implied)  is  made,  and  no  responsibility  is 
accepted  by  either  party,  its  Affiliates  or  the  Calculation  Agent,  as  to  the  accuracy,  completeness 
or  timeliness  of  information  concerning  the  Index.  Each  party  acknowledges  that  the  other  party 
or  one  of  its  affiliates  may  be,  or  may  be  affiliated  with,  an  Index  Party  and,  as  such,  may  be  able 
to  affect  or  influence  the  determination,  adjustment  or  maintenance  of  the  Index.  For  purposes  of 
Sections  9.1(b)(iii)  and  (iv)  of  the  Credit  Derivatives  Definitions,  references  to  "each  party" 
therein  shall  be  deemed  to  include  each  Index  Party. 

(c)  Without  limitation  of  Section  9.  l(b)(iv)  of  the  Credit  Derivatives  Definitions  (as  modified  above), 
each  party  acknowledges  that  the  other  party  or  its  Affiliates  or  the  Calculation  Agent  may  act 
from  time  to  time  as  an  originator,  sponsor,  servicer,  administrator,  trustee,  underwriter  or  market 
maker,  or  otherwise  act  in  a  capacity  as  a  result  of  which  such  party  or  its  Affiliates  may  be  in 
possession  of  information  in  relation  to  one  or  more  Reference  Obligations  or  Reference  Entities 
contained  in  the  Index  which  may  be  material  in  the  context  of  one  or  more  Component 
Transactions  and  that  may  or  may  not  be  publicly  available  or  known  to  the  other  party.    No 
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furnishing  by  a  party  or  its  Affiliates  or  the  Calculation  Agent  of  any  notice,  report,  or  other 
information  with  respect  to  any  Reference  Obligation  or  any  Reference  Entity  ("Reference 
Obligation  Information")  shall  prejudice  the  foregoing  provision  or  Section  9.1(b)(iv)  of  the 
Credit  Derivatives  Definitions,  constitute  a  representation  or  warranty  as  to  the  correctness  or 
completeness  of  such  Reference  Obligation  Information,  give  rise  to  any  duty  to  supplement, 
update  or  revise  the  Reference  Obligation  Information  so  provided,  or  otherwise  result  in  such 
party  or  the  Calculation  Agent  having  any  responsibility  for  the  content  of  such  Reference 
Obligation  Information. 
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Interest  Shortfall  Cap  Annex 


Interest  Shortfall  Cap  Amount: 


Interest  Shortfall 
Reimbursement  Payment 
Amount: 


The  Interest  Shortfall  Cap  Amount  in  respect  of  an  Interest 
Shortfall  for  a  Reference  Obligation  shall  be  the  Fixed 
Amount  calculated  in  respect  of  the  Fixed  Rate  Payer 
Payment  Date  immediately  following  the  Reference 
Obligation  Payment  Date  on  which  the  relevant  Interest 
Shortfall  occurred. 

The  first  Additional  Fixed  Amount  Payment  Date  for  a 
Reference  Obligation,  zero,  and  with  respect  to  any 
subsequent  Additional  Fixed  Amount  Payment  Date  for 
such  Reference  Obligation  and  calculated  as  of  the 
Reference  Obligation  Payment  Date  immediately  preceding 
such  Additional  Fixed  Amount  Payment  Date,  as  specified 
by  the  Calculation  Agent  in  its  notice  to  the  parties  or  by 
Seller  in  its  notice  to  Buyer  of  the  existence  of  an  Interest 
Shortfall  Reimbursement  for  such  Reference  Obligation,  an 
amount  equal  to  the  greater  of: 

(a)  zero;  and 

(b)  the  amount  equal  to: 
(i)  the  product  of: 

(A)  the  Cumulative  Interest  Shortfall 
Payment  Amount  as  of  the 
Additional  Fixed  Amount 
Payment  Date  immediately 
preceding  such  Reference 
Obligation  Payment  Date;  and 

(B)  the  relevant  Cumulative  Interest 
Shortfall  Payment  Compounding 
Factor  for  the  Fixed  Rate  Payer 
Calculation  Period  immediately 
preceding  such  Additional  Fixed 
Amount  Payment  Date  (or  1.0  in 
respect  of  any  Additional  Fixed 
Amount  Payment  Date  occurring 
after  the  final  Fixed  Rate  Payer 
Payment  Date  for  such  Reference 
Obligation); 

minus 

(ii)  the  Cumulative  Interest  Shortfall  Amount 
as  of  such  Reference  Obligation  Payment 
Date; 
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provided  that  if  the  Interest  Shortfall 
Reimbursement  Payment  Amount  on  an  Additional 
Fixed  Amount  Payment  Date  for  such  Reference 
Obligation  would  exceed  the  Interest  Shortfall 
Reimbursement  Amount  in  respect  of  the  related 
Reference  Obligation  Payment  Date,  then  such 
Interest  Shortfall  Reimbursement  Payment  Amount 
shall  be  deemed  to  be  equal  to  such  Interest 
Shortfall  Reimbursement  Amount. 

Cumulative  Interest  Shortfall        With  respect  to  any  Reference  Obligation  Payment  Date  for 
Amount:  a  Reference  Obligation,  an  amount  equal  to  the  greater  of: 

(a)  zero;  and 

(b)  an  amount  equal  to: 

(i)  the  Cumulative  Interest  Shortfall  Amount  as 

of  the  Reference  Obligation  Payment  Date 
for  such  Reference  Obligation  immediately 
preceding  such  Reference  Obligation 
Payment  Date  or,  in  the  case  of  the  first 
Reference  Obligation  Payment  Date,  zero; 
plus 

(ii)  the  Interest  Shortfall  Amount  (if  any)  in 
respect  of  such  Reference  Obligation 
Payment  Date:  plus 

(iii)  an  amount  determined  by  the  Calculation 
Agent  as  the  amount  of  interest  that  would 
accrue  on  the  Cumulative  Interest  Shortfall 
Amount  immediately  preceding  such 
Reference  Obligation  Payment  Date  during 
the  related  Reference  Obligation 
Calculation  Period  pursuant  to  the 
Underlying  Instruments  or,  in  the  case  of 
the  first  Reference  Obligation  Payment 
Date,  zero;  minus 

(iv)  the  Interest  Shortfall  Reimbursement 
Amount  (if  any)  in  respect  of  such 
Reference  Obligation  Payment  Date  for 
such  Reference  Obligation. 

Cumulative  Interest  Shortfall        With  respect  to  any  Fixed  Rate  Payer  Payment  Date  and  any 
Payment  Amount:  Additional  Fixed  Amount  Payment  Date  falling  on  such 

date,  an  amount  equal  to  the  greater  of: 

(a)         zero;  and 
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(b)         the  amount  equal  to: 
(i)  the  sum  of: 

(A)  the  Interest  Shortfall  Payment 
Amount  for  the  Reference 
Obligation  Payment  Date 
corresponding  to  such  Fixed  Rate 
Payer  Payment  Date;  and 

(B)  the  product  of: 

(1)  the  Cumulative  Interest 
Shortfall  Payment  Amount 
as  of  the  Fixed  Rate  Payer 
Payment  Date  immediately 
preceding  such  Fixed  Rate 
Payer  Payment  Date  (or 
zero  in  the  case  of  the  first 
Fixed  Rate  Payer  Payment 
Date);  and 

(2)  the  relevant  Cumulative 
Interest  Shortfall  Payment 
Compounding  Factor; 

minus 

(ii)  any  Interest  Shortfall  Reimbursement 
Payment  Amount  paid  on  such  Fixed  Rate 
Payer  Payment  Date. 

With  respect  to  any  Additional  Fixed  Amount  Payment  Date 
falling  after  the  final  Fixed  Rate  Payer  Payment  Date,  the 
Cumulative  Interest  Shortfall  Payment  Amount  shall  be 
equal  to: 

(x)  the  Cumulative  Interest  Shortfall  Payment  Amount 
as  of  the  Additional  Fixed  Amount  Payment  Date 
immediately  preceding  such  Additional  Fixed 
Amount  Payment  Date  (or  as  of  the  final  Fixed  Rate 
Payer  Payment  Date  in  the  case  of  the  first 
Additional  Fixed  Amount  Payment  Date  occurring 
after  the  final  Fixed  Rate  Payer  Payment  Date); 
minus 

(y)  any  Interest  Shortfall  Reimbursement  Payment 
Amount  paid  on  such  Additional  Fixed  Amount 
Payment  Date. 
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Cumulative  Interest  Shortfall        With  respect  to  any  Fixed  Rate  Payer  Calculation  Period  in 
Payment  Compounding  Factor:     respect  of  a  Reference  Obligation,  an  amount  equal  to  the 

sum  of: 

(a)  1.0; 
plus 

(b)  the  product  of: 

(i)  the  sum  of  (A)  the  Relevant  Rate  in  respect 

of  such  Reference  Obligation  plus  (B)  the 
relevant  Fixed  Rate;  and 

(ii)  the  actual  number  of  days  in  such  Fixed 
Rate  Payer  Calculation  Period  divided  by 
360; 

provided,  however,  that  the  Cumulative  Interest  Shortfall 
Payment  Compounding  Factor  shall  be  deemed  to  be  1.0 
during  the  period  from  but  excluding  the  Effective  Maturity 
Date  to  and  including  the  Termination  Date. 

Relevant  Rate:  With  respect  to  a  Fixed  Rate  Payer  Calculation  Period  in 

respect  of  a  Reference  Obligation,  the  relevant  Floating 
Rate,  expressed  as  a  decimal  number  with  seven  decimal 
places,  that  would  be  determined  if: 

(a)  the  2000  ISDA  Definitions  (and  not  the  2003  ISDA 
Credit  Derivatives  Definitions)  applied  to  this 
paragraph; 

(b)  the  Fixed  Rate  Payer  Calculation  Period  were  a 
"Calculation  Period"  for  purposes  of  such 
determination;  and 

(c)  the  following  terms  applied: 

(i)  the  Floating  Rate  Option  were  the  Rate 

Source; 

(ii)  the  Designated  Maturity  were  the  period 
that  corresponds  to  the  usual  length  of  a 
Fixed  Rate  Payer  Calculation  Period;  and 

(iii)  the  Reset  Date  were  the  first  day  of  the 
Calculation  Period; 
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provided,  however,  that  the  Relevant  Rate  shall  be  deemed 
to  be  zero  during  the  period  from  but  excluding  the  relevant 
Effective  Maturity  Date  to  and  including  the  relevant 
Termination  Date. 


Rate  Source:  USD-LIBOR-BBA 
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SCHEDULE  J 
FORM  OF  CONFIRMATION  FOR  CMBS  SECURITIES 


Deutsche  Bank  AG 


Date:  [         ] 

To:  Gemstone  CDO  VH  Ltd. 

Fax  No:  [    ] 

From:  Deutsche  Bank  AG,  acting  through  its  New  York  Branch 


RE:  Credit  Derivative  Transaction  on  Mortgage-Backed  Security  with  Pay-As-You-Go  or 

Physical  Settlement  (Form  I)  (Dealer  Form)  (CMBS) 


Dear  Sir/Madam 

The  purpose  of  this  communication  (the  "Confirmation")  is  to  confirm  the  terms  and 
conditions  of  the  Credit  Derivative  Transaction  relating  to  a  mortgage-backed  security  reference 
obligation  entered  into  between  you  Gemstone  CDO  VII  Ltd.  ("Party  B")  and  us  Deutsche  Bank  AG, 
acting  through  its  New  York  Branch  ("Party  A")  on  the  Trade  Date  specified  below  (the 
"Transaction").  This  Confirmation  constitutes  a  "Confirmation"  as  referred  to  in  the  ISDA  Master 
A<rreement  specified  below. 

The  definitions  and  provisions  contained  in  the  2003  ISDA  Credit  Derivatives  Definitions 
(the  "Credit  Derivatives  Definitions"),  as  published  by  the  International  Swaps  and  Derivatives 
Association,  Inc.  ("ISDA")  and  the  ISDA  Standard  Terms  Supplement  for  use  with  Credit  Derivatives 
Transaction  on  Mortgage-Backed  Security  with  Pay-As-You-Go  or  Physical  Settlement,  as  published 
by  ISDA  on  November  10, 2006  (the  "CDS  on  MBS  Terms"),  and,  if  (i)  the  Additional  Provisions  for 
Optional  Early  Termination  have  been  published  by  ISDA  at  the  Trade  Date  and  (ii)  Optional  Early 
Termination  is  specified  as  being  applicable,  the  Additional  Provisions  for  Optional  Early 
Termination  most  recently  published  by  ISDA,  are  incorporated  into  this  Confirmation.  In  the  event 
of  any  inconsistency  between  the  Credit  Derivatives  Definitions  or  the  CDS  on  MBS  Terms  and  this 
Confirmation,  this  Confirmation  will  govern.  In  the  event  of  any  inconsistency  between  the  CDS  on 
MBS  Terms  and  the  Credit  Derivatives  Definitions,  the  CDS  on  MBS  Terms  will  govern. 

This  Confirmation  supplements,  forms  a  part  of,  and  is  subject  to,  the  ISDA  Master 
Agreement,  dated  as  of  [-],  2007  as  amended  and  supplemented  from  time  to  time  (the  "Agreement"), 
between  you  and  us.  All  provisions  contained  in  the  Agreement  govern  this  Confirmation  except  as 
expressly  modified  below. 

The  terms  of  the  Transaction  to  which  this  Confirmation  relates  are  as  follows: 
Trade  Date:  [  ] 

Effective  Date:  [  ] 
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Floating  Rate  Payer: 
Fixed  Rate  Payer: 
Calculation  Agent: 


Calculation  Agent  City: 
Business  Day: 
Reference  Entity: 
Reference  Obligation: 


Reference  Policy: 
Reference  Price: 
Initial  Face  Amount: 
Initial  Payment: 

Fixed  Rate: 


Party  B  (the  "Seller"). 
Party  A  (the  "Buyer"). 

Party  A,  unless  an  Event  of  Default  has  occurred 
and  is  continuing  with  respect  to  Party  A,  in  which 
case  the  Calculation  Agent  shall  be  a  leading, 
independent  dealer  in  derivatives  selected  by 
agreement  between  the  parties  within  one  Business 
Day  of  such  Event  of  Default  (the  "Substitute 
Calculation  Agent"),  whose  fees  and  expenses  shall 
be  met  by  Party  A,  whilst  such  Event  of  Default  is 
continuing.  If  the  parties  are  unable  to  agree  on  a 
Substitute  Calculation  Agent,  each  of  the  parties 
shall  elect  an  independent  dealer  in  derivatives  and 
such  two  dealers  shall  agree  on  a  third  party,  who 
shall  be  deemed  to  be  the  Substitute  Calculation 
Agent.  Party  A  shall  be  appointed  to  replace  the 
Substitute  Calculation  Agent  within  one  Business 
Day  of  the  date  on  which  no  Event  of  Default  is 
continuing  in  respect  of  Party  A.  All  determinations 
by  the  Calculation  Agent  shall  be  made  in  good 
faith  and  in  a  commercially  reasonable  manner. 

New  York 

New  York  and  London 

[  ] 

The  obligation  identified  as  follows: 


[Insurer:  [  ]] 

CUSIP/ISIN:     [  ] 

[Bloomberg  ID:  [ 

Legal  final  maturity  date: 
Original  Principal  Amount: 
Initial  Factor:    [  ] 

Issuer:  The  Reference  Entity] 

Not  Applicable 


]] 
[  ] 

[  ] 


[•]% 


] 


[Not  Applicable] 

[On  [the  Effective  Date],  [Buyer ]/[Seller]  will  pay 
[USD][  ]  to  [Seller]/[Buyer].] 


[ 


]%  per  annum 
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Fixed  Rate  Payer  Payment  Dates: 
Fixed  Amount: 

Additional  Credit  Event: 
Interest  Shortfall  Cap: 
WAC  Cap  Interest  Provision: 
Step-up  provisions: 


CMBS  Convention 

Fixed  Amount  definition  for  underlying  with 
payment  delay 

No  Additional  Credit  Event 

Applicable 

Applicable 

Not  Applicable 


If  Interest  Shortfall  Cap  is  applicable,  then  specify: 


Interest  Shortfall  Cap  Basis: 
Interest  Shortfall  Compounding: 
Rate  Source: 

Optional  Early  Termination: 
Additional  Terms: 


Fixed  Cap 

Inapplicable 

USD-LIBOR-BBA 

Not  Applicable 

The  definition  of  "Fixed  Amount"  in  the  CDS  on 
MBS  Terms  shall  be  deleted  and  replaced  in  its 
entirety  with  the  following: 

"With  respect  to  any  Fixed  Rate  Payer  Payment 
Date,  an  amount  equal  to  the  product  of: 

(a)  the  Fixed  Rate; 

(b)  the  Reference  Obligation  Notional  Amount 
(as  calculated  without  taking  into 
consideration  any  adjustment  in  the  Reference 
Obligation  Notional  Amount  due  to  an 
Implied  Writedown  Amount)  outstanding  on 
the  last  day  of  the  Reference  Obligation 
Calculation  Period  related  to  such  Fixed  Rate 
Payer  Payment  Date,  as  adjusted  for  any 
increases  or  decreases  of  the  Reference 
Obligation  Notional  Amount  on  the 
Reference  Obligation  Payment  Date 
immediately  preceding  the  related  Reference 
Obligation  Payment  Date;  and 

(c)  the  actual  number  of  days  in  the  related 
Fixed  Rate  Payer  Calculation  Period  divided 
by  360." 


Office,  Notice  and  Account  Details: 

The  Office  of  Buyer  for  this  Transaction  is:  New  York 

The  Office  of  Seller  for  this  Transaction  is:    George  Town,  Grand  Cayman,  Cayman  Islands 
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Telephone,  Telex  and/or  Facsimile  Numbers  and  Contact  Details  for  Notices: 


Buyer: 

Telephone: 

Fax: 

Email: 

Seller: 

Account  Details: 

Account  Details  of  Buyer: 

Account  Details  of  Seller: 


Attention:    New 
Documentation 


York 


Derivatives 


(212)250-9425 
(212)  797-0779 
NYderivative.documentation@db.com 

[  ] 


[ 


] 


Please  confirm  your  agreement  to  be  bound  by  the  terms  of  the  foregoing  by  executing  a  copy  of  this 
Confirmation  and  returning  it  to  us  by  facsimile. 


Yours  sincerely, 

DEUTSCHE  BANK  AG,  ACTING  THROUGH  ITS  NEW  YORK  BRANCH 

By: 

Name: 
Title: 

By: 


Name: 
Title: 


Confirmed  as  of  the  date  first  above  written: 

GEMSTONE  CDO  VII  LTD. 

By  HBK  Investments,  L.P.,  New  York  Branch,  as  its  Investment  Manager 

By: 


Name: 

Title: 

By:_ 


Name: 
Title: 
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ISDA  STANDARD  TERMS  SUPPLEMENT  FOR  USE  WITH  CREDIT  DERIVATIVE 
TRANSACTIONS  ON  MORTGAGE-BACKED  SECURITY  WITH  PAY-AS-YOU-GO  OR 

PHYSICAL  SETTLEMENT1 

(published  on  November  10,  2006) 

This  ISDA  Standard  Terms  Supplement  for  use  with  Credit  Derivative  Transactions  on  Mortgage- 
Backed  Security  with  Pay-As-You-Go  or  Physical  Settlement  (the  "CDS  on  MBS  Terms")  hereby 
incorporates  by  reference  the  definitions  and  provisions  contained  in  the  2003  ISDA  Credit 
Derivatives  Definitions  as  published  by  the  International  Swaps  and  Derivatives  Association,  Inc. 
("ISDA")  (the  "Credit  Derivatives  Definitions").  In  the  event  of  any  inconsistency  between  the^Credit 
Derivatives  Definitions  and  these  CDS  on  MBS  Terms,  these  CDS  on  MBS  Terms  will  govern. 

References  to  the  "Reference  Obligation"  in  these  CDS  on  MBS  Terms  or  in  the  relevant 
Confirmation  shall  be  to  the  terms  of  the  Reference  Obligation  (as  defined  below)  set  out  in  the 
Underlying  Instruments  (as  defined  below)  as  amended  from  time  to  time  unless  otherwise  specified 
below. 


General  Terms: 

Trade  Date:  As  shown  in  the  relevant  Confirmation. 

Effective  Date:  As  shown  in  the  relevant  Confirmation. 

Scheduled  Termination  Date:         Subject  to  paragraph  6,  the  Legal  Final  Maturity  Date 

of  the  Reference  Obligation,  subject  to  adjustment  in 
accordance  with  the  Following  Business  Day 
Convention. 


THE  FOOTNOTES  TO  THIS  CDS  ON  MBS  STANDARD  TERMS  SUPPLEMENT  ARE  PROVIDED  FOR 
CLARIFICATION  ONLY  AND  DO  NOT  CONSTITUTE  ADVICE  AS  TO  THE  STRUCTURING  OR 
DOCUMENTATION  OF  A  CREDIT  DERIVATIVE  TRANSACTION. 

ISDA  has  not  undertaken  to  review  all  applicable  laws  and  regulations  of  any  jurisdiction  in  which  the  Credit 
Derivatives  Definitions  or  these  CDS  on  MBS  Terms  may  be  used.  Therefore,  parties  are  advised  to  consider  the 
application  of  any  relevant  jurisdiction's  regulatory,  tax,  accounting,  exchange  or  other  requirements  that  may 
exist  in  connection  with  the  entering  into  and  documenting  of  a  privately  negotiated  credit  derivative 
transaction. 

1  The  definitions  and  provisions  in  this  ISDA  Standard  Terms  Supplement  for  use  with  Credit 
Derivatives  Transactions  on  Mortgage-Backed  Security  with  Pay-As-You-Go  or  Physical  Settlement 
may  be  incorporated  into  a  Confirmation  or  other  document  (including  in  electronic  form)  (a 
"Confirmation")  by  wording  in  the  Confirmation  indicating  that,  or  the  extent  to  which,  the 
Confirmation  is  subject  to  this  ISDA  Standard  Terms  Supplement  for  use  with  Credit  Derivatives 
Transactions  on  Mortgage-Backed  Security  with  Pay-As- You-Go  or  Physical  Settlement.  All 
definitions  and  provisions  so  incorporated  in  a  Confirmation  will  be  applicable  to  that  Confirmation 
unless  otherwise  provided  in  that  Confirmation. 

2  Parties  who  wish  to  novate  a  trade  documented  by  way  of  a  Confirmation  incorporating  these  CDS  on 
MBS  Terms  should  consider  using  the  Form  of  Novation  Confirmation  set  out  in  the  Schedule  to  this 
ISDA  Standard  Terms  Supplement. 
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Termination  Date: 


The  last  to  occur  of: 
(a) 


Floating  Rate  Payer: 
Fixed  Rate  Payer: 
Calculation  Agent: 
Calculation  Agent  City: 
Business  Day: 
Business  Day  Convention: 


"Reference  Entity: 
Reference  Obligation: 


Reference  Policy: 
Reference  Price: 
Applicable  Percentage: 


the  fifth  Business  Day  following  the  Effective 
Maturity  Date; 


(b)  the  last  Floating  Rate  Payer  Payment  Date; 

(c)  the  last  Delivery  Date;  and 

(d)  the  last  Additional  Fixed  Amount  Payment 
Date. 

As  shown  in  the  relevant  Confirmation  (the  "Seller"). 

As  shown  in  the  relevant  Confirmation  (the  "Buyer"). 

As  shown  in  the  relevant  Confirmation. 

As  shown  in  the  relevant  Confirmation. 

As  shown  in  the  relevant  Confirmation. 

Following  (which,  with  the  exception  of  the  Effective 
Date,  the  Final  Amortization  Date,  each  Reference 
Obligation  Payment  Date  and  the  period  end  date  of 
each  Reference  Obligation  Calculation  Period,  shall 
apply  to  any  date  referred  to  in  these  CDS  on  MBS 
Terms  or  in  the  Relevant  Confirmation  that  falls  on  a 
day  that  is  not  a  Business  Day). 

As  shown  in  the  relevant  Confirmation. 

As  shown  in  the  relevant  Confirmation. 

Section  2.30  of  the  Credit  Derivatives  Definitions  shall 
not  apply. 

As  shown  in  the  relevant  Confirmation. 

As  shown  in  the  relevant  Confirmation. 

On  any  day,  a  percentage  equal  to  A  divided  by  B. 

"A"  means  the  product  of  the  Initial  Face  Amount  and 
the  Initial  Factor  as  decreased  on  each  Delivery  Date 
by  an  amount  equal  to  (a)  the  outstanding  principal 
balance  of  Deliverable  Obligations  Delivered  to  Seller 
(as  adjusted  by  the  Relevant  Amount,  if  any)  divided 
by  the  Current  Factor  on  such  day  multiplied  by  (b)  the 
Initial  Factor. 

"B"  means  the  product  of  the  Original  Principal 
Amount  and  the  Initial  Factor; 

(a)  .      as    increased    by   the    outstanding    principal 
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balance  of  any  further  issues  by  the  Reference 
.  Entity  that  are  fungible  with  and  form  part  of  . 
the    same    legal    series    as    the    Reference 
Obligation;  and 

(b)  as  decreased  by  any  cancellations  of  some  or 
all  of  the  Outstanding  Principal  Amount 
resulting  from  purchases  of  the  Reference 
Obligation  by  or  on  behalf  of  the  Reference 
Entity.3 

Initial  Face  Amount:  As  shown  in  the  relevant  Confirmation. 

Reference  Obligation  Notional       On  the  Effective  Date,  the  product  of: 
Amount: 

(a)  the  Original  Principal  Amount; 

(b)  the  Initial  Factor,  and 

(c)  the  Applicable  Percentage. 

Following     the     Effective     Date,     the     Reference 
Obligation  Notional  Amount  will  be: 

(i)  decreased  on  each  day  on  which  a  Principal 
Payment  is  made  by  the  relevant  Principal 
Payment  Amount; 

(ii)  decreased  on  the  day,  if  any,  on  which  a 
Failure  to  Pay  Principal  occurs  by  the  relevant 
Principal  Shortfall  Amount; 

(iii)  decreased  on  each  day  on  which  a  Writedown 
occurs  by  the  relevant  Writedown  Amount; 

(iv)  increased  on  each  day  on  which  a  Writedown 
Reimbursement  occurs  by  any  Writedown 
Reimbursement  Amount  in  respect  of  a 
Writedown  Reimbursement  within  paragraphs 
(ii)  or  (iii)  of  the  definition  of  "Writedown 
Reimbursement";  and 

(v)  decreased  on  each  Delivery  Date  by  an  amount 
equal  to  the  relevant  Exercise  Amount  minus 
the  amount  determined  pursuant  to  paragraph 
(b)  of  "Physical  Settlement  Amount"  below, 
provided  that  if  any  Relevant  Amount  is 
applicable,  the  Exercise  Amount  will  also  be 
deemed  to  be  decreased  by  such  Relevant 
Amount  (or  increased  by  the  absolute  value  of 
such  Relevant  Amount  if  such  Relevant 
Amount  is  negative)  with  effect  from  such 


This  represents  the  percentage  covered  by  the  relevant  Transaction  of  the  Outstanding  Principal 
Amount.  It  may  be  more  than  100%. 
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Initial  Payment: 


Delivery  Date; 

provided  that  if  the  Reference  Obligation  Notional 
Amount  would  be  less  than  zero,  it  shall  be  deemed  to 
be  zero. 

For  the  avoidance  of  doubt,  the  Reference  Obligation 
Notional  Amount  shall  not  be  increased  by  any 
deferral  or  capitalization  of  interest  that  relates  to  the 
Term  of  this  Transaction  or  decreased  by  payment  of 
any  portion  of  the  principal  balance  of  the  Reference 
Obligation  that  is  attributable  to  the  deferral  or 
capitalization  of  interest  during  the  Term  of  this 
Transaction. 

As  shown  in  the  relevant  Confirmation. 


2.  Fixed  Payments: 

Fixed  Rate  Payer: 
Fixed  Rate: 


Fixed  Rate  Payer  Period  End 
Date: 

Fixed  Rate  Payer  Payment 
Dates: 


Fixed  Amount: 


Buyer 

As  shown  in  the  relevant  Confirmation,  subject  to 
adjustment  in  accordance  with  paragraph  6  below. 

The  first  day  of  each  Reference  Obligation  Calculation 
Period. 

In  the  relevant  Confirmation,  the  parties  shall  specify 
either  "Not  CMBS  Convention"  or  "CMBS 
Convention"  as  applicable. 

If  "Not  CMBS  Convention"  is  specified  in  the  relevant 
Confirmation,  the  Fixed  Rate  Payer  Payment  Dates 
shall  be  each  day  falling  five  Business  Days  after  a 
Reference  Obligation  Payment  Date;  provided  that  the 
final  Fixed  Rate  Payer  Payment  Date  shall  fall  on  the 
fifth  Business  Day  following  the  Effective  Maturity 
Date. 

If  "CMBS  Convention"  is  specified  in  the  relevant 
Confirmation,  the  Fixed  Rate  Payer  Payment  Dates 
shall  be,  after  each  Reference  Obligation  Payment 
Date,  the  next  following  25th  calendar  day  of  the 
month,  except  that  when  a  Reference  Obligation 
Payment  Date  falls  on  or  after  25th  calendar  day  of  a 
month,  the  Fixed  Rate  Payer  Payment  Date  in  respect 
of  such  Reference  Obligation  Payment  Date  shall  be 
25th  calendar  day  of  the  next  following  month; 
provided  that  the  final  Fixed  Rate  Payer  Payment  Date 
shall  fall  on  the  fifth  Business  Day  following  the 
Effective  Maturity  Date. 

In  the  relevant  Confirmation,  the  parties  shall  specify 
"Fixed  Amount  definition   for  underlying  with   no 
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payment  delay"  or  "Fixed  Amount  definition  for 
underlying  with  payment  delay". 

If  "Fixed  Amount  definition  for  underlying  with  no 
payment  delay"  is  specified  in  the  relevant 
Confirmation,  the  Fixed  Amount  shall  be,  with  respect 
to  any  Fixed  Rate  Payer  Payment  Date,  an  amount 
equal  to  the  product  of: 

(a)  the  Fixed  Rate; 

(b)  an  amount  determined  by  the  Calculation  Agent 
equal  to: 

(i)  the  sum  of  the  Reference  Obligation 
Notional  Amount  as  at  5:00  p!m.  in  the 
Calculation  Agent  City  on  each  day  in 
the  related  Fixed  Rate  Payer  Calculation 
Period;  divided  by 

(ii)  the  actual  number  of  days  in  the  related 
Fixed  Rate  Payer  Calculation  Period; 
and 

(c)      the  actual  number  of  days  in  the  related  Fixed 
Rate  Payer  Calculation  Period  divided  by  360. 

If  "Fixed  Amount  definition  for  underlying  with 
payment  delay"  is  specified  in  the  relevant 
Confirmation,  then  the  Fixed  Amount  shall  be  with 
respect  to  any  Fixed  Rate  Payer  Payment  Date,  an 
amount  equal  to  the  product  of: 

(a)  the  Fixed  Rate; 

(b)  the  Reference  Obligation  Notional  Amount 
outstanding  on  the  last  day  of  the  Reference 
Obligation  Calculation  Period  related  to  such 
Fixed  Rate  Payer  Payment  Date,  as  adjusted 
for  any  increases  or  decreases  of  the  Reference 
Obligation  Notional  Amount  on  the  Reference 
Obligation  Payment  Date  immediately 
preceding  the  related  Reference  Obligation 
Payment  Date;  and 

(c)  the  actual  number  of  days  in  the  related  Fixed 
Rate  Payer  Calculation  Period  divided  by  360. 

Additional  Fixed  Amount  (a)         Each  Fixed  Rate  Payer  Payment  Date;  and 

Payment  Dates: 

(b)  in  relation  to  each  Additional  Fixed  Payment 
Event  occurring  after  the  second  Business  Day 
prior  to  the  last  Fixed  Rate  Payer  Payment 
Date,  the  fifth  Business  Day  after  Buyer  has 
received    notification    from    Seller    or    the 
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Additional  Fixed  Payments: 


Additional  Fixed  Payment 
Event: 


Additional  Fixed  Amount: 


Calculation  Agent  of  the  occurrence  of  such 
Additional  Fixed  Payment  Event. 

Following  the  occurrence  of  an  Additional  Fixed 
Payment  Event  in  respect  of  the  Reference  Obligation, 
Buyer  shall  pay  the  relevant  Additional  Fixed  Amount 
to  Seller  on  the  first  Additional  Fixed  Amount 
Payment  Date  falling  at  least  two  Business  Days  (or  in 
the  case  of  an  Additional  Fixed  Payment  Event  that 
occurs  after  the  second  Business  Day  prior  to  the  last 
Fixed  Rate  Payer  Payment  Date,  five  Business  Days) 
after  the  delivery  of  a  notice  by  the  Calculation  Agent 
to  the  parties  or  by  Seller  to  Buyer  stating  that  the 
related  Additional  Fixed  Amount  is  due  and  showing 
in  reasonable  detail  how  such  Additional  Fixed 
Amount  was  determined;  provided  that  any  such 
notice  must  be  given  on  or  prior  to  the  fifth  Business 
Day  following  the  day  that  is  one  calendar  year  after 
the  Effective  Maturity  Date. 

The  occurrence  on  or  after  the  Effective  Date  and  on 
or  before  the  day  that  is  one  calendar  year  after  the 
Effective  Maturity  Date  of  a  Writedown 
Reimbursement,  a  Principal  Shortfall  Reimbursement 
or  an  Interest  Shortfall  Reimbursement. 

With  respect  to  each  Additional  Fixed  Amount 
Payment  Date,  an  amount  equal  to  the  sum  of: 

(a)  the     Writedown     Reimbursement     Payment 
Amount  (if  any); 

(b)  the      Principal      Shortfall      Reimbursement 
Payment  Amount  (if  any);  and 

(c)  the  Interest  Shortfall  Reimbursement  Payment 
Amount  (if  any). 

For  the  avoidance  of  doubt,  each  Writedown 
Reimbursement  Payment  Amount,  Principal  Shortfall 
Reimbursement  Payment  Amount  or  Interest  Shortfall 
Reimbursement  Payment  Amount  (as  applicable)  shall 
be  calculated  using  the  Applicable  Percentage  which 
takes  into  account  the  aggregate  adjustment  made  to 
the  Applicable  Percentage  in  respect  of  all  Delivery 
Dates  that  have  occurred  prior  to  the  date  of  such 
calculation. 


3.  Floating  Payments: 

Floating  Rate  Payer: 
Floating  Rate  Payer  Payment 


Seller 

In  relation  to  a  Floating  Amount  Event,  the  first  Fixed 
Rate  Payer  Payment  Date  falling  at  least  two  Business 
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Dates: 


Floating  Payments: 


Floating  Amount  Event: 
Floating  Amount: 


Days  (or  in  the  case  of  a  Floating  Amount  Event  that 
occurs  on  the  Legal  Final  Maturity  Date  or  the  Final 
Amortization  Date,  the  fifth  Business  Day)  after 
delivery  of  a  notice  by  the  Calculation  Agent  to  the 
parties  or  a  notice  by  Buyer  to  Seller  that  the  related 
Floating  Amount  is  due  and  showing  in  reasonable 
detail  how  such  Floating  Amount  was  determined; 
provided  that  any  such  notice  must  be  given  on  or  prior 
to  the  fifth  Business  Day  following  the  Effective 
Maturity  Date. 

If  a  Floating  Amount  Event  occurs,  then  on  the  relevant 
Floating  Rate  Payer  Payment  Date,  Seller  will  pay  the 
relevant  Floating  Amount  to  Buyer.  For  the  avoidance 
of  doubt,  the  Conditions  to  Settlement  are  not  required 
to  be  satisfied  in  respect  of  a  Floating  Payment. 

A  Writedown,  a  Failure  to  Pay  Principal  or  an  Interest 
Shortfall. 

With  respect  to  each  Floating  Rate  Payer  Payment 
Date,  an  amount  equal  to  the  sum  of: 

(a)  the  relevant  Writedown  Amount  (if  any); 

(b)  the  relevant  Principal  Shortfall  Amount  (if  any); 
and 


(c)      the  relevant  Interest  Shortfall  Payment  Amount 
(if  any). 

For  the  avoidance  of  doubt,  each  Writedown  Amount, 
Principal  Shortfall  Amount  or  Interest  Shortfall 
Payment  Amount  (as  applicable)  shall  be  calculated 
using  the  Applicable  Percentage  which  takes  into 
account  the  aggregate  adjustment  made  to  the 
Applicable  Percentage  in  respect  of  all  Delivery  Dates 
that  have  occurred  prior  to  the  date  of  such  calculation. 
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Credit  Events  and  Physical  Settlement 

Conditions  to  Settlement:  Credit  Event  Notice 

Notifying  Party:    Buyer 

Notice  of  Physical  Settlement 

Notice  of  Publicly  Available  Information:  Applicable 

Public  Sources:  The  public  sources  listed  in 
Section  3.7  of  the  Credit 
Derivatives  Definitions; 

provided  that  Servicer  Reports 
in  respect  of  the  Reference 
Obligation  and,  in  respect  of  a 
Distressed  Ratings  Downgrade 
Credit  Event  only,  any  public 
communications  by  any  of  the 
Rating  Agencies  in  respect  of 
the  Reference  Obligation  shall 
also  be  deemed  Public  Sources. 

Specified  Number:  1 

provided  that  if  the  Calculation  Agent  has  previously 
delivered  a  notice  to  the  parties  or  Buyer  has 
previously  delivered  a  notice  to  Seller  pursuant  to  the 
definition  of  "Floating  Rate  Payer  Payment  Dates" 
above  in  respect  of  a  Writedown  or  a  Failure  to  Pay 
Principal,  the  only  Condition  to  Settlement  with  respect 
to  any  Credit  Event  shall  be  a  Notice  of  Physical 
Settlement. 

The  parties  agree  that  with  respect  to  the  Transaction 
and  notwithstanding  anything  to  the  contrary  in  the 
Credit  Derivatives  Definitions: 

(a)  the  Conditions  to  Settlement  may  be  satisfied 
on  more  than  one  occasion; 

(b)  multiple  Physical  Settlement  Amounts  may  be 
payable  by  Seller; 

(c)  Buyer,  when  providing  a  Notice  of  Physical 
Settlement,  must  specify  an  Exercise  Amount 
and  an  Exercise  Percentage; 

(d)  if  Buyer  has  delivered  a  Notice  of  Physical 
Settlement  that  specifies  an  Exercise  Amount 
that  is  less  than  the  Reference  Obligation 
Notional  Amount  as  of  the  date  on  which  such 
Notice  of  Physical  Settlement  is  delivered 
(calculated  as  though  Physical  Settlement  in 
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Credit  Events: 


respect  of  all  previously  delivered  Notices  of 
Physical  Settlement  has  occurred  in  full),  the 
rights  and  obligations  of  the  parties  under  the 
Transaction  shall  continue  and  Buyer  may 
deliver  additional  Notices  of  Physical 
Settlement  with  respect  to  the  initial  Credit 
Event  or  with  respect  to  any  additional  Credit 
Event  at  any  time  thereafter,  and 

(e)  any  Notice  of  Physical  Settlement  shall  be 
delivered  no  later  than  30  calendar  days  after 
the  fifth  Business  Day  following  the  earlier  of 
the  Effective  Maturity  Date  and  the  Optional 
Step-up  Early  Termination  Date. 

Section  3.2(d)  of  the  Credit  Derivatives  Definitions  is 
amended  to  delete  the  words  "that  is  effective  no  later 
than  thirty  calendar  days  after  the  Event  Determination 
Date". 

Section  3.3  of  the  Credit  Derivatives  Definitions  is 
amended  so  that  the  following  is  added  as  sub-clause 
(d): 

"(d)  the  expiration  of  any  applicable  grace  period  for  a 
Failure  to  Pay  Principal  Credit  Event". 

The  following  Credit  Events  shall  apply  to  the 
Transaction  (and  the  first  sentence  of  Section  4!1  of  the 
Credit  Derivatives  Definitions  shall  be  amended 
accordingly): 


Failure  to  Pay  Principal 


Writedown 


Obligation: 


Additional   Credit   Event   (as   shown   in   the 
relevant  Confirmation).     -. 

Reference  Obligation  Only 


5.  Interest  Shortfall 

Interest  Shortfall  Payment 
Amount: 


In  respect  of  an  Interest  Shortfall,  the  relevant  Interest 
Shortfall  Amount;  provided  that,  if  Interest  Shortfall  Cap  is 
specified  as  applicable  in  the  relevant  Confirmation  and  the 
Interest  Shortfall  Amount  exceeds  the  Interest  Shortfall  Cap 
Amount,  the  Interest  Shortfall  Payment  Amount  in  respect 
of  such  Interest  Shortfall  shall  be  the  Interest  Shortfall  Cap 
Amount 


Interest  Shortfall  Cap: 


As  shown  in  the  relevant  Confirmation. 
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Interest  Shortfall  Cap  Amount:     As  set  out  in  the  Interest  Shortfall  Cap  Annex. 


Actual  Interest  Amount: 


With  respect  to  any  Reference  Obligation  Payment  Date, 
payment  by  or  on  behalf  of  the  Issuer  of  an  amount  in 
respect  of  interest  due  under  the  Reference  Obligation 
(including,  without  limitation,  any  deferred  interest  or 
default  interest  but  excluding  payments  in  respect  of 
prepayment  penalties,  yield  maintenance  provisions  or 
principal,  except  that  the  Actual  Interest  Amount  shall 
include  any  payment  of  principal  representing  capitalized 
interest  that  relates  to  the  Term  of  the  Transaction)  to  the 
holder(s)  of  the  Reference  Obligation  in  respect  of  the 
Reference  Obligation. 


WAC  Cap  Interest  Provision:        As  shown  in  the  relevant  Confirmation. 


Expected  Interest  Amount: 


For  this  purpose,  "WAC  Cap"  means  a  weighted  average 
coupon  or  weighted  average  rate  cap  provision  (however 
defined  in  the  Underlying  Instruments)  of  the  Underlying 
Instruments  that  limits,  increases  or  decreases  the  interest 
rate  or  interest  entitlement  in  circumstances  where  the 
Underlying  Instruments  as  at  the  Trade  Date  and  without 
regard  to  any  subsequent  amendments,  do  not  provide  for 
any  interest  shortfall  arising  as  a  result  of  such  provision  to 
be  deferred,  capitalized  or  otherwise  compensated  for  at  any 
future  time. 

With  respect  to  any  Reference  Obligation  Payment  Date,  the 
amount  of  current  interest  that  would  accrue  during  the 
related  Reference  Obligation  Calculation  Period  calculated 
using  the  Reference  Obligation  Coupon  on  a  principal 
balance  of  the  Reference  Obligation  equal  to: 

(a)  the  Outstanding  Principal  Amount  taking  into 
account  any  reductions  due  to  a  principal  deficiency 
balance  or  realized  loss  amount  (however  described 
in  the  Underlying  Instruments)  that  are  attributable 
to  the  Reference  Obligation  minus 

(b)  the  Aggregate  Implied  Writedown  Amount  (if  any) 

and  that  will  be  payable  on  the  related  Reference  Obligation 
Payment  Date  assuming  for  this  purpose  that  sufficient 
funds  are  available  therefor  in  accordance  with  the 
Underlying  Instruments.  Except  as  provided  in  (a)  in  the 
previous  sentence,  the  Expected  Interest  Amount  shall  be 
determined  without  regard  to  (i)  unpaid  amounts  in  respect 
of  accrued  interest  on  prior  Reference  Obligation  Payment 
Dates,  or  (ii)  any  prepayment  penalties  or  yield  maintenance 
provisions. 

The  Expected  Interest  Amount  shall  be  determined: 

(x)  if  WAC  Cap  Interest  Provision  is  specified  as 
applicable  in  the  relevant  Confirmation,  after  giving 
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Interest  Shortfall: 


Interest  Shortfall  Amount: 


effect  to  any  WAC  Cap;  and 

(y)  if  WAC  Cap  Interest  Provision  is  specified  as  not 
applicable  in  the  relevant  Confirmation,  without 
giving  effect  to  any  WAC  Cap;  and 

in  either  case  without  regard  to  the  effect  of  any  provisions 
(however  described)  of  such  Underlying  Instruments  that 
otherwise  permit  the  limitation  of  due  payments  to 
distributions  of  funds  available  from  proceeds  of  the 
Underlying  Assets,  or  that  provide  for  the  capitalization  or 
deferral  of  interest  on  the  Reference  Obligation  during  the 
Term  of  the  Transaction,  or  that  provide  for  the 
extinguishing  or  reduction  of  such  payments  or  distributions 
(each  a  "Limitation  Provision")  (but,  for  the  avoidance  of 
doubt,  taking  account  of  any  Writedown  within  paragraph 
(i)  of  the  definition  of  "Writedown"  occurring  in  accordance 
with  the  Underlying  Instruments)4. 

For  the  purposes  of  calculating  the  Expected  Interest 
Amount,  and  notwithstanding  any  other  provision  herein, 
the  Reference  Obligation  Coupon  shall  be  deemed  to  include 
any  cap  stated  in  the  Underlying  Instrument  that  is  not  a 
Limitation  Provision  and,  where  WAC  Cap  Interest 
Provision  is  specified  as  not  applicable  in  the  relevant 
Confirmation,  is  not  a  WAC  Cap. 

With  respect  to  any  Reference  Obligation  Payment  Date, 
either  (a)  the  non-payment  of  an  Expected  Interest  Amount 
or  (b)  the  payment  of  an  Actual  Interest  Amount  that  is  less 
than  the  Expected  Interest  Amount. 

For  the  avoidance  of  doubt,  the  occurrence  of  an  event 
within  (a)  or  (b)  shall  be  determined  taking  into  account  any 
payment  made  under  the  Reference  Policy,  if  applicable. 

With  respect  to  any  Reference  Obligation  Payment  Date,  an 
amount  equal  to  the  greater  of: 

(a)  zero;  and 

(b)  the  amount  equal  to  the  product  of: 

(i)         (A)        the  Expected  Interest  Amount; 

minus 

(B)        the  Actual  Interest  Amount;  and 

(ii)        the  Applicable  Percentage; 

provided  that,  with  respect  to  the  first  Reference  Obligation 
Payment  Date  only,  the  Interest  Shortfall  Amount  shall  be 


Note  that  this  will  not  impact  the  determination  of  "Expected  Interest  Amount"  in  respect  of  a 
Reference  Obligation  that  does  not  have  a  Limitation  Provision. 
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Interest  Shortfall 
Reimbursement: 


Interest  Shortfall 
Reimbursement  Amount: 


Interest  Shortfall 
Reimbursement  Payment 
Amount: 


the  amount  determined  in  accordance  with  (a)  and  (b)  above 
multiplied  by  a  fraction  equal  to: 

(x) .       the  number  of  days  in  the  first  Fixed  Rate  Payer 
Calculation  Period;  over 

(y)        the  number  of  days  in  the  first  Reference  Obligation 
Calculation  Period. 

With  respect  to  any  Reference  Obligation  Payment  Date,  the 
payment  by  or  on  behalf  of  the  Issuer  of  an  Actual  Interest 
Amount  in  respect  of  the  Reference  Obligation  that  is 
greater  than  the  Expected  Interest  Amount. 

With  respect  to  any  Reference  Obligation  Payment  Date,  the 
product  of  (a)  the  amount  of  any  Interest  Shortfall 
Reimbursement  on  such  day  and  (b)  the  Applicable 
Percentage. 

If  Interest  Shortfall  Cap  is  specified  as  not  applicable  in  the 
relevant  Confirmation,  the  relevant  Interest  Shortfall 
Reimbursement  Amount.  If  Interest  Shortfall  Cap  is 
specified  as  applicable  in  the  relevant  Confirmation,  the 
amount  determined  pursuant  to  the  Interest  Shortfall  Cap 
Annex.  . 


Consequences  of  Step-up  of  the  Reference  Obligation  Coupon 

Step-up  provisions:  As  shown  in  the  relevant  Confirmation. 


Step-up: 


Non-Call  Notification  Date: 


Non-Call  Notice: 


Increase  of  the  Fixed  Rate: 


If  the  Step-up  provisions  are  applicable,  then  the  following 
provisions  of  this  paragraph  6  shall  apply. 

On  any  day,  an  increase  in  the  Reference  Obligation  Coupon 
due  to  the  failure  of  the  Issuer  or  a  third  party  to  exercise,  in 
accordance  with  the  Underlying  Instruments,  a  "clean-up 
call"  or  other  right  to  purchase,  redeem,  cancel  or  terminate 
(however  described  in  the  Underlying  Instruments)  the 
Reference  Obligation. 

The  date  of  delivery  by  the  Calculation  Agent  to  the  parties 
or  by  Buyer  to  Seller  of  a  Non-Call  Notice. 

A  notice  given  by  the  Calculation  Agent  to  the  parties  or  by 
Buyer  to  Seller  that  the  Reference  Obligation  has  not  been 
purchased,  redeemed,  cancelled  or  terminated  by  the  Issuer 
or  a  third  party,  in  accordance  with  the  Underlying 
Instruments,  pursuant  to  a  "clean-up  call"  or  other  right  to 
purchase,  redeem,  cancel  or  terminate  (however  described  in 
the  Underlying  Instruments)  the  Reference  Obligation, 
which  failure  will  result  in  the  occurrence  of  a  Step-up. 

Subject  to  "Optional  Step-up  Early  Termination"  below, 
upon  the  occurrence  of  a  Step-up,  the  Fixed  Rate  will  be 
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Optional  Step-up  Early 
Termination: 


increased  by  the  number  of  basis  points  by  which  the 
Reference  Obligation  Coupon  is  increased  due  to  the 
Step-up,  such  increase  to  take  effect  as  of  the  Fixed  Rate 
Payer  Payment  Date  immediately  following  the  fifth 
Business  Day  after  the  Non-Call  Notification  Date. 

No  later  than  five  Business  Days  after  the  Non-Call 
Notification  Date,  Buyer  shall  notify  Seller  (such 
notification,  a  "Buyer  Step-up  Notice")  whether  Buyer 
wishes  to  continue  the  Transaction  at  the  increased  Fixed 
Rate  or  to  terminate  the  Transaction. 

If  Buyer  elects  to  terminate  the  Transaction,  the  date  of 
delivery  of  the  Buyer  Step-up  Notice  shall  be  the  Scheduled 
Termination  Date  (such  date,  the  "Optional  Step-up  Early 
Termination  Date")  and  in  such  case  "Increase  of  the  Fixed 
Rate"  in  this  paragraph  6  shall  not  apply. 

No  amount  shall  be  payable  by  either  party  in  respect  of  the 
Optional  Step-up  Early  Termination  Date  other  than  any 
Fixed  Amount,  Additional  Fixed  Amount,  Floating  Amount 
or  Physical  Settlement  Amount  calculated  in  accordance 
with  the  terms  hereof.  For  the  avoidance  of  doubt,  the 
obligation  of  a  party  to  pay  any  amount  that  has  become  due 
and  payable  under  the  Transaction  and  remains  unpaid  as  at 
the  Optional  Step-up  Early  Termination  Date  shall  not  be 
affected  by  the  occurrence  of  the  Optional  Step-up  Early 
Termination  Date. 

If  Buyer  fails  to  deliver  the  Buyer  Step-up  Notice  by  the 
fifth  Business  Day  after  the  Non-Call  Notification  Date, 
Buyer  shall  be  deemed  to  have  elected  to  continue  the 
Transaction  at  the  increased  Fixed  Rate  as  described  under 
"Increase  of  the  Fixed  Rate". 

If  Buyer  elects,  or  is  deemed  to  have  elected,  to  continue  the 
Transaction  at  the  increased  Fixed  Rate,  the  Transaction 
shall  continue. 


Settlement  Terms 

Settlement  Method:  Physical  Settlement 

Terms  Relating  to  Physical  Settlement: 
Physical  Settlement  Period:  Five  Business  Days 

Deliverable  Obligations:  Exclude  Accrued  Interest 

Deliverable  Obligations: 


Deliverable  Obligation  Category:     Reference  Obligation 
Only 


Physical  Settlement  Amount:  An  amount  equal  to: 
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(a)         the   product  of  the  Exercise   Amount  and  the 
Reference  Price;  minus 


(b) 


the  sum  of: 


Delayed  Payment: 


Escrow: 

Non-delivery  by  Buyer  or 
occurrence  of  the  Effective 
Maturity  Date: 


(i)  if    the    Aggregate    Implied    Writedown 

Amount  is  greater  than  zero,  the  product 
of  (A)  the  Aggregate  Implied  Writedown 
Amount,  (B)  the  Applicable  Percentage, 
each  as  determined  immediately  prior  to 
the  relevant  Delivery  and  (C)  the  relevant 
Exercise  Percentage;  and 

(ii)  the  product  of  (A)  the  aggregate  of  all 
Writedown  Amounts  in  respect  of 
Writedowns  within  paragraph  (i)(B)  of  the 
definition  of  "Writedown"  minus  the 
aggregate         of         all  Writedown 

Reimbursement  Amounts  in  respect  of 
Writedown  Reimbursements  within 
paragraph  (ii)(B)  of  the  definition  of 
"Writedown  Reimbursement"  and  (B)  the 
relevant  Exercise  Percentage; 

provided  that  if  the  Physical  Settlement  Amount  would 
exceed  the  product  of: 

(1)  the  Reference  Obligation  Notional  Amount  as  of 
the  date  on  which  the  relevant  Notice  of  Physical 
Settlement  is  delivered  calculated  as  though 
Physical  Settlement  in  respect  of  all  previously 
delivered  Notices  of  Physical  Settlement  has 
occurred  in  full;  and 

(2)  the  Exercise  Percentage; 

then  the  Physical  Settlement  Amount  shall  be  deemed  to  be 
equal  to  such  product. 

With  respect  to  a  Delivery  Date,  if  a  Servicer  Report  that 
describes  a  Delayed  Payment  is  delivered  to  holders  of  the 
Reference  Obligation  or  to  the  Calculation  Agent  on  or 
after  such  Delivery  Date,  Buyer  will  pay  the  applicable 
Delayed  Payment  Amount  to  Seller  no  later  than  five 
Business  Days  following  the  later  of  (a)  the  day  on  which 
such  Servicer  Report  is  delivered  and  (b)  the  day  on  which 
such  Delayed  Payment  is  due  and  payable. 

Applicable 

If  Buyer  has  delivered  a  Notice  of  Physical  Settlement  and: 

(a)  Buyer  does  not  Deliver  in  full  the  Deliverable 
Obligations  specified  in  that  Notice  of  Physical 
Settlement  on  or  prior  to  the  Physical  Settlement 
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Date;  or 

(b)  the  Effective  Maturity  Date  occurs  after  delivery 
of  the  Notice  of  Physical  Settlement  but  before 
Buyer  Delivers  the  Deliverable  Obligations 
specified  in  that  Notice  of  Physical  Settlement; 

then  such  Notice  of  Physical  Settlement  shall  be  deemed 
not  to  have  been  delivered  and  any  reference  in  these  CDS 
on  MBS  Terms  to  a  previously  delivered  Notice  of 
Physical  Settlement  shall  exclude  any  Notice  of  Physical 
Settlement  mat  is  deemed  not  to  have  been  delivered. 
Sections  9.2(c)(ii)  (except  for  the  first  sentence  thereof), 
9.3,  9.4,  9.5,  9.6,  9.9  and  9.10  of  the  Credit  Derivatives 
Definitions  shall  not  apply. 


8.  Additional  Provisions: 


(a)         Delivery  of  Servicer  Report 


If  either  party  makes  a  request  in  writing,  the  Calculation  Agent  agrees  to  provide  such  party 
with  a  copy  of  the  most  recent  Servicer  Report  promptly  following  receipt  of  such  request,  if 
and  to  the  extent  such  Servicer  Report  is  reasonably  available  to  the  Calculation  Agent 
(whether  or  not  the  Calculation  Agent  is  a  holder  of  the  Reference  Obligation).  In  addition,  if 
a  Floating  Payment  or  an  Additional  Fixed  Payment  is  due  hereunder,  then  the  Calculation 
Agent  or  the  party  that  notifies  the  other  party  that  the  relevant  Floating  Payment  or 
Additional  Fixed  Payment  is  due,  as  applicable,  (the  "Notifying  Party")  shall  deliver  a  copy  of 
any  Servicer  Report  relevant  to  such  payment  that  is  requested  by  the  party  that  is  not  the 
Notifying  Party  or  by  either  party  where  the  Notifying  Party  is  the  Calculation  Agent,  if  and 
to  the  extent  that  such  Servicer  Report  is  reasonably  available  to  the  Notifying  Party  (whether 
or  not  the  Notifying  Party  is  a  holder  of  the  Reference  Obligation). 

(b)         Calculation  Agent  and  Buyer  and  Seller  Determinations 

The  Calculation  Agent  shall  be  responsible  for  determining  and  calculating  (i)  the  Fixed 
Amount  payable  on  each  Fixed  Rate  Payer  Payment  Date;  (ii)  the  occurrence  of  a  Floating 
Amount  Event  and  the  related  Floating  Amount  and  (Hi)  the  occurrence  of  an  Additional 
Fixed  Payment  Event  and  the  related  Additional  Fixed  Amount;  provided  that 
notwithstanding  the  above,  each  of  Buyer  and  Seller  shall  be  entitled  to  determine  and 
calculate  the  above  amounts  to  the  extent  that  Buyer  or  Seller,  as  applicable,  has  the  right  to 
deliver  a  notice  to  the  other  party  demanding  payment  of  such  amount.  The  Calculation 
Agent  or  Buyer  or  Seller,  as  applicable,  shall  make  such  determinations  and  calculations 
based  solely  on  the  basis  of  the  Servicer  Reports,  to  the  extent  such  Servicer  Reports  are 
reasonably  available  to  the  Calculation  Agent  or  such  party.  The  Calculation  Agent  or  Buyer 
or  Seller,  as  applicable,  shall,  as  soon  as  practicable  after  making  any  of  the  determinations  or 
calculations  specified  in  (i)  and  (ii)  above,  notify  the  parties  or  the  other  party,  as  applicable, 
of  such  determinations  and  calculations.  For  the  avoidance  of  doubt,  if  an  Interest  Shortfall 
Amount  is  not  explicitly  set  out  in  the  Servicer  Report  but  the  Calculation  Agent  determines 
that  an  Interest  Shortfall  has  occurred  on  the  basis  of  information  in  such  Servicer  Report, 
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then  the  relevant  Interest  Shortfall  Amount  shall  be  calculated  by  the  Calculation  Agent  on 
the  basis  of  such  information.5 

(c)         Adjustment  of  Calculation  Agent  Determinations 

To  the  extent  that  a  Servicer  furnishes  any  Servicer  Reports  correcting  information  contained 
in  previously  issued  Servicer  Reports,  and  such  corrections  impact  calculations  pursuant  to 
the  Transaction,  the  calculations  relevant  to  the  Transaction  shall  be  adjusted  retroactively  by 
the  Calculation  Agent  to  reflect  the  corrected  information  (provided  that,  for  the  avoidance  of 
doubt,  no  amounts  in  respect  of  interest  shall  be  payable  by  either  party  and  provided  that  the 
Calculation  Agent  in  performing  the  calculations  pursuant  to  this  paragraph  will  assume  that 
no  interest  has  accrued  on  any  adjusted  amount),  and  the  Calculation  Agent  shall  promptly 
notify  both  parties  of  any  corrected  payments  required  by  either  party.  Any  required  corrected 
payments  shall  be  made  within  five  Business  Days  of  the  day  on  which  such  notification  by 
the  Calculation  Agent  is  effective. 


9.  Additional  Definitions  and  Amendments  to  the  Credit  Derivatives  Definitions 

(a)  References  in  Sections  4.1,  8.2,  9.1  and  9.2(a)  of  the  Credit  Derivatives  Definitions  as  well  as 
Section  3(a)(iv)  of  the  form  of  Novation  Agreement  set  forth  in  Exhibit  E  to  the  Credit 

•  Derivatives  Definitions  to  the  Reference  Entity  shall  be  deemed  to  be  references  to  both  the 
Reference  Entity  and  the  Insurer  in  respect  of  the  Reference  Policy,  if  applicable. 

(b)  (i)  The  definition  of  "Publicly  Available  Information"  in  Section  3.5  of  the  Credit 

Derivatives  Definitions  shall  be  amended  by  (i)  inserting  the  words  "the  Insurer  in 
respect  of  the  Reference  Policy,  if  applicable"  at  the  end  of  subparagraph  (a)(ii)(A) 
thereof,  (ii)  inserting  the  words  ",  servicer,  sub-servicer,  master  servicer"  before  the 
words  "or  paying  agent"  in  subparagraph  (a)(ii)(B)  thereof  and  (iii)  deleting  the  word 
"or"  at  the  end  of  subparagraph  (a)(iii)  thereof  and  inserting  at  the  end  of 
subparagraph  (a)(iv)  thereof  the  following:  "or  (v)  is  information  contained  in  a 
notice  or  on  a  website  published  by  an  internationally  recognized  rating  agency  that 
has  at  any  time  rated  the  Reference  Obligation". 

(ii)  The  definition  of  "Physical  Settlement"  in  Section  8.1  of  the  Credit  Derivatives 
Definitions  shall  be  amended  by  (i)  deleting  the  words  "Physical  Settlement  Amount" 
from  the  last  line  of  the  second  paragraph  thereof  and  (ii)  inserting  in  lieu  thereof  the 
words  "Exercise  Amount". 

(iii)  The  definition  of  "Physical  Settlement  Date"  in  Section  8.4  of  the  Credit  Derivatives 
Definitions  shall  be  amended  by  deleting  the  last,  sentence  thereof. 


5 


This  is  intended  to  cover  any  situation  in  which  the  Servicer  Report  does  not  report  on  Interest 
Shortfalls. 
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(c)         For  the  purposes  of  the  Transaction  only,  the  following  terms  have  the  meanings  given  below: 

"Actual  Principal  Amount"  means,  with  respect  to  the  Final  Amortization  Date  or  the  Legal 
Final  Maturity  Date,  an  amount  paid  on  such  day  by  or  on  behalf  of  the  Issuer  in  respect  of 
principal  (excluding  any  amount  representing  capitalized  interest  that  relates  to  the  Term  of 
the  Transaction)  to  the  holders)  of  the  Reference  Obligation  in  respect  of  the  Reference 
Obligation. 

"Aggregate  Implied  Writedown  Amount"  means  the  greater  of  (i)  zero  and  (ii)  the  aggregate 
of  all  Implied  Writedown  Amounts  minus  the  aggregate  of  all  Implied  Writedown 
Reimbursement  Amounts. 

"Current  Factor"  means  the  factor  of  the  Reference  Obligation  as  specified  in  the  most  recent 
Servicer  Report;  provided  that  if  the  factor  is  not  specified  in  the  most  recent  Servicer  Report 
or  the  factor  specified  includes  deferred  or  capitalized  interest  that  relates  to  the  Term  of  the 
Transaction,  then  the  Current  Factor  shall  be  the  ratio  equal  to  (i)  the  Outstanding  Principal 
Amount  as  of  such  date,  determined  in  accordance  with  the  most  recent  Servicer  Report  over 
(ii)  the  Original  Principal  Amount. 

"Current  Period  Implied  Writedown  Amount"  means,  in  respect  of  a  Reference  Obligation 
Calculation  Period,  an  amount  determined  as  of  the  last  day  of  such  Reference  Obligation 
Calculation  Period  equal  to  the  greater  of: 

(i)  zero;  and 

(ii)        the  product  of: 

(A)  the  Implied  Writedown  Percentage;  and 

(B)  the  greater  of: 

(1)  zero;  and 

(2)  the  lesser  of  (x)  the  Pari  Passu  Amount  and  (y)  the  Pari  Passu 
Amount  plus  the  Senior  Amount  minus  the  aggregate  outstanding 
asset  pool  balance  securing  the  payment  obligations  on  the  Reference 
Obligation  (all  such  outstanding  asset  pool  balances  as  obtained  by 
the  Calculation  Agent  from  the  most  recently  dated  Servicer  Report 
available  as  of  such  day),  calculated  based  on  the  face  amount  of  the 
assets  then  in  such  pool,  whether  or  not  any  such  asset  is  performing. 

"Delayed  Payment"  means,  with  respect  to  a  Delivery  Date,  a  Principal  Payment,  Principal 
Shortfall  Reimbursement  or  a  Writedown  Reimbursement  within  paragraph  (i)  of  the 
definition  of  "Writedown  Reimbursement"  that  is  described  in  a  Servicer  Report  delivered  to 
holders  of  the  Reference  Obligation  or  to  the  Calculation  Agent  on  or  after  such  Delivery 
Date. 

"Delayed  Payment  Amount"  means,  if  persons  who  are  holders  of  the  Reference  Obligation 
as  of  a  date  prior  to  a  Delivery  Date  are  paid  a  Delayed  Payment  on  or  after  such  Delivery 
Date,  an  amount  equal  to  the  product  of  (i)  the  sum  of  all  such  Delayed  Payments,  (ii)  the 
Reference  Price,  (iii)  the  Applicable  Percentage  immediately  prior  to  such  Delivery  Date  and 
(iv)  the  Exercise  Percentage. 
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"Distressed  Ratings  Downgrade"  means  that  the  Reference  Obligation: 

(i)  if  publicly  rated  by  Moody's,  (A)  is  downgraded  to  "Caa2"  or  below  by  Moody's  or 
(B)has  the  rating  assigned  to  it  by  Moody's  withdrawn  and,  in  either  case,  not 
reinstated  within  five  Business  Days  of  such  downgrade  or  withdrawal;  provided  that 
if  such  Reference  Obligation  was  assigned  a  public  rating  of  "Baa3"  or  higher  by 
Moody's  immediately  prior  to  the  occurrence  of  such  withdrawal,  it  shall  not 
constitute  a  Distressed  Ratings  Downgrade  if  such  Reference  Obligation  is  assigned  a 
public  rating  of  at  least  "Caal"  by  Moody's  within  three  calendar  months  after  such 
withdrawal;  or 

(ii)  if  publicly  rated  by  Standard  &  Poor's,  (A)  is  downgraded  to  "CCC"  or  below  by 
Standard  &  Poor's  or  (B)has  the  rating  assigned  to  it  by  Standard  &  Poor's 
withdrawn  and,  in  either  case,  not  reinstated  within  five  Business  Days  of  such 
downgrade  or  withdrawal;  .provided  that  if  such  Reference  Obligation  was  assigned  a 
public  rating  of  "BBB-"  or  higher  by  Standard  &  Poor's  immediately  prior  to  the 
occurrence  of  such  withdrawal,  it  shall  not  constitute  a  Distressed  Ratings  Downgrade 
if  such  Reference  Obligation  is  assigned  a  public  rating  of  at  least  "CCC+"  by 
Standard  &  Poor's  within  three  calendar  months  after  such  withdrawal;  or 

(iii)  if  publicly  rated  by  Fitch,  (A)  is  downgraded  to  "CCC"  or  below  by  Fitch  or  (B)  has 
the  rating  assigned  to  it  by  Fitch  withdrawn  and,  in  either  case,  not  reinstated  within 
five  Business  Days  of  such  downgrade  or  withdrawal;  provided  that  if  such  Reference 
Obligation  was  assigned  a  public  rating  of  "BBB-"  or  higher  by  Fitch  immediately 
prior  to  the  occurrence  of  such  withdrawal,  it  shall  not  constitute  a  Distressed  Ratings 
Downgrade  if  such  Reference  Obligation  is  assigned  a  public  rating  of  at  least 
"CCC+"  by  Fitch  within  three  calendar  months  after  such  withdrawal. 

"Effective  Maturity  Date"  means  the  earlier  of  (a)  the  Scheduled  Termination  Date  and  (b)  the 
Final  Amortization  Date. 

"Exercise  Amount"  means,  for  purposes  of  the  Transaction,  an  amount  to  which  a  Notice  of 
Physical  Settlement  relates  equal  to  the  product  of  (i)  the  original  face  amount  of  the 
Reference  Obligation  to  be  Delivered  by  Buyer  to  Seller  on  the  applicable  Physical 
Settlement  Date;  and  (ii)  the  Current  Factor  as  of  such  date.  The  Exercise  Amount  to  which  a 
Notice  of  Physical  Settlement  relates  shall  (A)  be  equal  to  or  less  than  the  Reference 
Obligation  Notional  Amount  (determined,  for  this  purpose,  without  regard  to  the  effect  of  any 
Writedown  or  Writedown  Reimbursement  within  paragraphs  (i)(B)  or  (iii)  of  "Writedown"  or 
paragraphs  (ii)(B)  or  (iii)  of  "Writedown  Reimbursement",  respectively)  as  of  the  date  on 
which  the  relevant  Notice  of  Physical  Settlement  is  delivered  calculated  as  though  the 
Physical  Settlement  of  all  previously  delivered  Notices  of  Physical  Settlement  has  occurred  in 
full  and  (B)  not  be  less  than  the  lesser  of  (1)  the  Reference  Obligation  Notional  Amount  as  of 
the  date  on  which  the  relevant  Notice  of  Physical  Settlement  is  delivered  calculated  as  though 
Physical  Settlement  in  respect  of  all  previously  delivered  Notices  of  Physical  Settlement  has 
occurred  in  full  and  (2)  USD  100,000.  The  cumulative  original  face  amount  of  Deliverable 
Obligations  specified  in  all  Notices  of  Physical  Settlement  shall  not  at  any  time  exceed  the 
Initial  Face  Amount.  For  the  avoidance  of  doubt:  (a)  if  any  capitalization  or  deferral  of 
interest  in  respect  of  the  Reference  Obligation  has  occurred  during  the  Term  of  the 
Transaction  and  has  not  been  recovered  by  holders  of  the  Reference  Obligation  pursuant  to 
the  terms  of  the  Underlying  Instruments,  then,  for  the  purpose  of  determining  the  amount  of 
Deliverable  Obligations  to  be  Delivered,  the  Exercise  Amount  (determined  above  by 
reference  to  the  original  face  amount)  will  represent  an  outstanding  principal  balance  of  the 
Reference  Obligation  to  be  Delivered  by  Buyer  that  includes  the  proportion  of  unrecovered 
interest  attributable  to  the  Reference  Obligation  to  be  Delivered  and  (b)  notwithstanding  the 
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foregoing,  the  Physical  Settlement  Amount  payable  by  Seller  in  relation  to  such  Exercise 
Amount  shall  not  include  any  amount  in  respect  of  such  unrecovered  interest. 

"Exercise  Percentage"  means,  with  respect  to  a  Notice  of  Physical  Settlement,  a  percentage 
equal  to  the  original  face  amount  of  the  Deliverable  Obligations  specified  in  such  Notice  of 
Physical  Settlement  divided  by  an  amount  equal  to  (i)  the  Initial  Face  Amount  minus  (ii)  the 
aggregate  of  the  original  face  amount  of  all  Deliverable  Obligations  specified  in  all  previously 
delivered  Notices  of  Physical  Settlement. 

"Expected  Principal  Amount"  means,  with  respect  to  the  Final  Amortization  Date  or  the  Legal 
Final  Maturity  Date,  an  amount  equal  to  (i)  the  Outstanding  Principal  Amount  of  the 
Reference  Obligation  payable  on  such  day  (excluding  any  amount  representing  capitalized 
interest  that  relates  to  the  Term  of  the  Transaction)  assuming  for  this  purpose  that  sufficient 
funds  are  available  for  such  payment,  where  such  amount  shall  be  determined  in  accordance 
with  the  Underlying  Instruments,  minus  (ii)  the  sum  of  (A)  the  Aggregate  Implied  Writedown 
Amount  (if  any)  and  (B)  the  net  aggregate  principal  deficiency  balance  or  realized  loss 
amounts  (however  described  in  the  Underlying  Instruments)  that  are  attributable  to  the 
Reference  Obligation.  The  Expected  Principal  Amount  shall  be  determined  without  regard  to 
the  effect  of  any  provisions  (however  described)  of  the  Underlying  Instruments  that  permit  the 
limitation  of  due  payments  or  distributions  of  funds  in  accordance  with  the  terms  of  such 
Reference  Obligation  or  that  provide  for  the  extinguishing  or  reduction  of  such  payments  or 
distributions. 

"Failure  to  Pay  Principal"  means  (i)  a  failure  by  the  Reference  Entity  (or  any  Insurer)  to  pay 
an  Expected  Principal  Amount  on  the  Final  Amortization  Date  or  the  Legal  Final  Maturity 
Date,  as  the  case  may  be,  or  (ii)  payment  on  any  such  day  of  an  Actual  Principal  Amount  that 
is  less  than  the  Expected  Principal  Amount;  provided  that  the  failure  by  the  Reference  Entity 
(or  any  Insurer)  to  pay  any  such  amount  in  respect  of  principal  in  accordance  with  the 
foregoing  shall  not  constitute  a  Failure  to  Pay  Principal  if  such  failure  has  been  remedied 
within  any  grace  period  applicable  to  such  payment  obligation  under  the  Underlying 
Instruments  or,  if  no  such  grace  period  is  applicable,  within  three  Business  Days  after  the  day 
on  which  the  Expected  Principal  Amount  was  scheduled  to  be  paid. 

"Final  Amortization  Date"  means  the  first  to  occur  of  (i)  the  date  on  which  the  Reference 
Obligation  Notional  Amount  is  reduced  to  zero  and  (ii)  the  date  on  which  the  assets  securing 
the  Reference  Obligation  or  designated  to  fund  amounts  due  in  respect  of  the  Reference 
Obligation  are  liquidated,  distributed  or  otherwise  disposed  of  in  full  and  the  proceeds  thereof 
are  distributed  or  otherwise  disposed  of  in  full. 

"Fitch"  means  Fitch  Ratings  or  any  successor  to  its  rating  business. 

"Implied  Writedown  Amount"  means,  (i)  if  the  Underlying  Instruments  do  not  provide  for 
writedowns,  applied  losses,  principal  deficiencies  or  realized  losses  as  described  in  (i)  of  the 
definition  of  "Writedown"  to  occur  in  respect  of  the  Reference  Obligation,  on  any  Reference 
Obligation  Payment  Date,  an  amount  determined  by  the  Calculation  Agent  equal  to  the 
excess,  if  any,  of  the  Current  Period  Implied  Writedown  Amount  over  the  Previous  Period 
Implied  Writedown  Amount,  in  each  case  in  respect  of  the  Reference  Obligation  Calculation 
Period  to  which  such  Reference  Obligation  Payment  Date  relates,  and  (ii)  in  any  other  case, 
zero. 

"Implied  Writedown  Percentage"  means  (i)  the  Outstanding  Principal  Amount  divided  by 
(ii)  the  Pari  Passu  Amount. 

"Implied  Writedown  Reimbursement  Amount"  means,  (i)  if  the  Underlying  Instruments  do 
not  provide  for  writedowns,  applied  losses,  principal  deficiencies  or  realized  losses  as 
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described  in  (i)  of  the  definition  of  "Writedown"  to  occur  in  respect  of  the  Reference 
Obligation,  on  any  Reference  Obligation  Payment  Date,  an  amount  determined  by  the 
Calculation  Agent  equal  to  the  excess,  if  any,  of  the  Previous  Period  Implied  Writedown 
Amount  over  the  Current  Period  Implied  Writedown  Amount,  in  each  case  in  respect  of  the 
Reference  Obligation  Calculation  Period  to  which  such  Reference  Obligation  Payment  Date 
relates,  and  (ii)  in  any  other  case,  zero,  provided  that  the  aggregate  of  all  Implied  Writedown 
Reimbursement  Amounts  at  any  time  shall  not  exceed  the  Outstanding  Principal  Amount. 

"Legal  Final  Maturity  Date"  means  the  date  set  out  in  paragraph  1  above  (subject,  for  the 
avoidance  of  doubt,  to  any  business  day  convention  applicable  to  the  legal  final  maturity  date 
of  the  Reference  Obligation),  provided  that  if  the  legal  final  maturity  date  of  the  Reference 
Obligation  is  amended,  the  Legal  Final  Maturity  Date  shall  be  such  date  as  amended. 

"Moody's"  means  Moody's  Investors  Service,  Inc.  or  any  successor  to  its  rating  business. 

"Outstanding  Principal  Amount"  means,  as  of  any  date  of  determination  with  respect  to  the 
Reference  Obligation,  the  outstanding  principal  balance  of  the  Reference  Obligation  as  of 
such  date,  which  shall  take  into  account: 

(i)  all  payments  of  principal; 

(ii)  all  writedowns  or  applied  losses  (however  described  in  the  Underlying  Instruments) 
resulting  in  a  reduction  in  the  outstanding  principal  balance  of  the  Reference 
Obligation  (other  than  as  a  result  of  a  scheduled  or  unscheduled  payment  of 
principal); 

(iii)  forgiveness  of  any  amount  by  the  holders  of  the  Reference  Obligation  pursuant  to  an 
amendment  to  the  Underlying  Instruments  resulting  in  a  reduction  in  the  outstanding 
principal  balance  of  the  Reference  Obligation; 

(iv)  any  payments  reducing  the  amount  of  any  reductions  described  in  (ii)  and  (iii)  of  this 
definition;  and 

(v)  any  increase  in  the  outstanding  principal  balance  of  the  Reference  Obligation  that 
reflects  a  reversal  of  any  prior  reductions  described  in  (ii)  and  (iii)  of  this  definition; 
and 

(vi)  any  increase  in  the  outstanding  principal  balance  of  the  Reference  Obligation  that  is 
attributable  to  the  deferral  or  capitalization  of  interest  prior  to  the  Effective  Date. 

For  the  avoidance  of  doubt,  the  Outstanding  Principal  Amount  shall  not  include  any  portion 
of  the  outstanding  principal  balance  of  the  Reference  Obligation  that  is  attributable  to  the 
deferral  or  capitalization  of  interest  during  the  Term  of  this  Transaction. 

"Pari  Passu  Amount"  means,  as  of  any  date  of  determination,  the  aggregate  of  the 
Outstanding  Principal  Amount  of  the  Reference  Obligation  and  the  aggregate  outstanding 
principal  balance  of  all  obligations  of  the  Reference  Entity  secured  by  the  Underlying  Assets 
and  ranking  pari  passu  in  priority  with  the  Reference  Obligation. 

"Previous  Period  Implied  Writedown  Amount"  means,  in  respect  of  a  Reference  Obligation 
Calculation  Period,  the  Current  Period  Implied  Writedown  Amount  as  determined  in  relation 
to  the  last  day  of  the  immediately  preceding  Reference  Obligation  Calculation  Period. 

"Principal  Payment"  means,  with  respect  to  any  Reference  Obligation  Payment  Date,  the 
occurrence  of  a  payment  of  an  amount  to  the  holders  of  the  Reference  Obligation  in  respect  of 
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principal  (scheduled  or  unscheduled)  in  respect  of  the  Reference  Obligation  other  than  a 
payment  in  respect  of  principal  representing  capitalized  interest  that  relates  to  the  Term  of  the 
Transaction,  excluding,  for  the  avoidance  of  doubt,  any  Writedown  Reimbursement  or 
Interest  Shortfall  Reimbursement. 

"Principal  Payment  Amount"  means,  with  respect  to  any  Reference  Obligation  Payment  Date, 
an  amount  equal  to  the  product  of  (i)  the  amount  of  any  Principal  Payment  on  such  date  and 
(ii)  the  Applicable  Percentage. 

"Principal  Shortfall  Amount"  means,  in  respect  of  a  Failure  to  Pay  Principal,  an  amount  equal 
to  the  greater  of: 

(i)         zero;  and 

(ii)        the  amount  equal  to  the  product  of: 

(A)  the  Expected  Principal  Amount  minus  the  Actual  Principal  Amount; 

(B)  the  Applicable  Percentage;  and 

(C)  the  Reference  Price. 

If  the  Principal  Shortfall  Amount  would  be  greater  than  the  Reference  Obligation  Notional 
Amount  immediately  prior  to  the  occurrence  of  such  Failure  to  Pay  Principal,  then  the 
Principal  Shortfall  Amount  shall  be  deemed  to  be  equal  to  the  Reference  Obligation  Notional 
Amount  at  such  time. 

"Principal  Shortfall  Reimbursement"  means,  with  respect  to  any  day,  the  payment  by  or  on 
behalf  of  the  Issuer  of  an  amount  in  respect  of  the  Reference  Obligation  in  or  toward  the 
satisfaction  of  any  deferral  of  or  failure  to  pay  principal  arising  from  one  or  more  prior 
occurrences  of  a  Failure  to  Pay  Principal. 

"Principal  Shortfall  Reimbursement  Amount"  means,  with  respect  to  any  day,  the  product  of 
(i)  the  amount  of  any  Principal  Shortfall  Reimbursement  on  such  day,  (ii)  the  Applicable 
Percentage  and  (iii)  the  Reference  Price. 

"Principal  Shortfall  Reimbursement  Payment  Amount"  means,  with  respect  to  an  Additional 
Fixed  Amount  Payment  Date,  the  sum  of  the  Principal  Shortfall  Reimbursement  Amounts  in 
respect  of  all  Principal  Shortfall  Reimbursements  (if  any)  made  during  the  Reference 
Obligation  Calculation  Period  relating  to  such  Additional  Fixed  Amount  Payment  Date, 
provided  that  the  aggregate  of  all  Principal  Shortfall  Reimbursement  Payment  Amounts  at 
any  time  shall  not  exceed  the  aggregate  of  all  Floating  Amounts  paid  by  Seller  in  respect  of 
occurrences  of  Failure  to  Pay  Principal  prior  to  such  Additional  Fixed  Amount  Payment  Date. 

"Rating  Agencies"  means  Fitch,  Moody's  and  Standard  &  Poor's. 

"Reference  Obligation  Calculation  Period"  means,  with  respect  to  each  Reference  Obligation 
Payment  Date,  a  period  corresponding  to  the  interest  accrual  period  relating  to  such  Reference 
Obligation  Payment  Date  pursuant  to  the  Underlying  Instruments. 

"Reference  Obligation  Coupon"  means  the  periodic  interest  rate  applied  in  relation  to  each 
Reference  Obligation  Calculation  Period  on  the  related  Reference  Obligation  Payment  Date, 
as  determined  in  accordance  with  the  terms  of  the  Underlying  Instruments  as  at  the  Effective 
Date,  without  regard  to  any  subsequent  amendment. 
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"Reference  Obligation  Payment  Date"  means  (i)  each  scheduled  distribution  date  for  the 
Reference  Obligation  occurring  on  or  after  the  Effective  Date  and  on  or  prior  to  the  Scheduled 
Termination  Date,  determined  in  accordance  with  the  Underlying  Instruments  and  (ii)  any  day 
after  the  Effective  Maturity  Date  on  which  a  payment  is  made  in  respect  of  the  Reference 
Obligation. 

"Relevant  Amount"  means,  if  a  Servicer  Report  that  describes  a  Principal  Payment, 
Writedown  or  Writedown  Reimbursement  (other  than  a  Writedown  Reimbursement  within 
paragraph  (i)  of  "Writedown  Reimbursement"),  in  each  case  that  has  the  effect  of  decreasing 
or  increasing  the  interest-accruing  principal  balance  of  the  Reference  Obligation  as  of  a  date 
prior  to  a  Delivery  Date  but  such  Servicer  Report  is  delivered  to  holders  of  the  Reference 
Obligation  or  to  the  Calculation  Agent  on  or  after  such  Delivery  Date,  an  amount  equal  to  the 
product  of  (i)  the  sum  of  any  such  Principal  Payment  (expressed  as  a  positive  amount), 
Writedown  (expressed  as  a  positive  amount)  or  Writedown  Reimbursement  (expressed  as  a 
negative  amount),  as  applicable;  (ii)  the  Reference  Price;  (iii)  the  Applicable  Percentage 
immediately  prior  to  such  Delivery  Date;  and  (iv)  the  Exercise  Percentage. 

"Senior  Amount"  means,  as  of  any  day,  the  aggregate  outstanding  principal  balance  of  all 
obligations  of  the  Reference  Entity  secured  by  the  Underlying  Assets  and  ranking  senior  in 
priority  to  the  Reference  Obligation. 

"Servicer"  means  any  trustee,  servicer,  sub-servicer,  master  servicer,  fiscal  agent,  paying 
agent  or  other  similar  entity  responsible  for  calculating  payment  amounts  or  providing  reports 
pursuant  to  the  Underlying  Instruments. 

"Servicer  Reports"  means  periodic  statements  or  reports  regarding  the  Reference  Obligation 
provided  by  the  Servicer  to  holders  of  the  Reference  Obligation. 

"Standard  &  Poor's"  means  Standard  &  Poor.'s  Rating  Services,  a  division  of  The  McGraw- 
Hill  Companies,  Inc.  or  any  successor  to  its  rating  business, 

"Underlying  Assets"  means  the  assets  securing  the  Reference  Obligation  for  the  benefit  of  the 
holders  of  the  Reference  Obligation  and  which  are  expected  to  generate  the  cashflows 
required  for  the  servicing  and  repayment  (in  whole  or  in  part)  of  the  Reference  Obligation,  or 
the  assets  to  which  a  holder  of  such  Reference  Obligation  is  economically  exposed  where 
such  exposure  is  created  synthetically. 

"Underlying  Instruments"  means  the  indenture,  trust  agreement,  pooling  and  servicing 
agreement  or  other  relevant  agreement(s)  setting  forth  the  terms  of  the  Reference  Obligation. 

"Writedown"  means  the  occurrence  at  any  time  on  or  after  the  Effective  Date  of: 

(i)  (A)        a   writedown    or   applied    loss    (however   described    in    the   Underlying 

Instruments)  resulting  in  a  reduction  in  the  Outstanding  Principal  Amount 
(other  than  as  a  result  of  a  scheduled  or  unscheduled  payment  of  principal); 
or 

(B)  the  attribution  of  a  principal  deficiency  or  realized  loss  (however  described  in 
the  Underlying  Instruments)  to  the  Reference  Obligation  resulting  in  a 
reduction  or  subordination  of  the  current  interest  payable  on  the  Reference 
Obligation; 

(ii)  the  forgiveness  of  any  amount  of  principal  by  the  holders  of  the  Reference  Obligation 
pursuant  to  an  amendment  to  the  Underlying  Instruments  resulting  in  a  reduction  in 
the  Outstanding  Principal  Amount;  or 
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(iii)  if  the  Underlying  Instruments  do  not  provide  for  writedowns,  applied  losses,  principal 
deficiencies  or  realized  losses  as  described  in  (i)  above  to  occur  in  respect  of  the 
Reference  Obligation,  an  Implied  Writedown  Amount  being  determined  in  respect  of 
the  Reference  Obligation  by  Ihe  Calculation  Agent. 

"Writedown  Amount"  means,  with  respect  to  any  day,  the  product  of  (i)  the  amount  of  any 
Writedown  on  such  day,  (ii)  the  Applicable  Percentage  and  (iii)  the  Reference  Price. 

"Writedown  Reimbursement"  means,  with  respect  to  any  day,  the  occurrence  of: 

(i)  a  payment  by  or  on  behalf  of  the  Issuer  of  an  amount  in  respect  of  the  Reference 

Obligation  in  reduction  of  any  prior  Writedowns; 

(ii)  (A)  an  increase  by  or  on  behalf  of  the  Issuer  of  the  Outstanding  Principal  Amount 
of  the  Reference  Obligation  to  reflect  the  reversal  of  any  prior  Writedowns; 
or 

(B)  a  decrease  in  the  principal  deficiency  balance  or  realized  loss  amounts 
(however  described  in  the  Underlying  Instruments)  attributable  to  the 
Reference  Obligation;  or 

(iii)  if  the  Underlying  Instruments  do  not  provide  for  writedowns,  applied  losses,  principal 
deficiencies  or  realized  losses  as  described  in  (ii)  above  to  occur  in  respect  of  the 
Reference  Obligation,  an  Implied  Writedown  Reimbursement  Amount  being 
determined  in  respect  of  the  Reference  Obligation  by  the  Calculation  Agent. 

"Writedown  Reimbursement  Amount"  means,  with  respect  to  any  day,  an  amount  equal  to  the 
product  of: 

(i)  the  sum  of  all  Writedown  Reimbursements  on  that  day; 

(ii)         the  Applicable  Percentage;  and 
(iii)       the  Reference  Price. 

"Writedown  Reimbursement  Payment  Amount"  means,  with  respect  to  an  Additional  Fixed 
Amount  Payment  Date,  the  sum  of  the  Writedown  Reimbursement  Amounts  in  respect  of  all 
Writedown  Reimbursements  (if  any)  made  during  the  Reference  Obligation  Calculation 
Period  relating  to  such  Additional  Fixed  Amount  Payment  Date,  provided  that  the  aggregate 
of  all  Writedown  Reimbursement  Payment  Amounts  at  any  time  shall  not  exceed  the 
aggregate  of  all  Floating  Amounts  paid  by  Seller  in  respect  of  Writedowns  occurring  prior  to 
such  Additional  Fixed  Amount  Payment  Date. 
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Interest  Shortfall  Cap  Annex 

If  Interest  Shortfall  Cap  is  specified  as  applicable  in  the  relevant  Confirmation,  then  the 
following  provisions  will  apply: 


Interest  Shortfall  Cap  Basis: 
Interest  Shortfall  Cap  Amount: 


Interest  Shortfall 
Compounding: 

Interest  Shortfall 
Reimbursement  Payment 
Amount: 


As  shown  in  the  relevant  Confirmation. 

If  the  Interest  Shortfall  Cap  Basis  is  Fixed  Cap,  the  Interest 
Shortfall  Cap  Amount  in  respect  of  an  Interest  Shortfall 
shall  be  the  Fixed  Amount  calculated  in  respect  of  the  Fixed 
Rate  Payer  Payment  Date  immediately  following  the 
Reference  Obligation  Payment  Date  on  which  the  relevant 
Interest  Shortfall  occurred. 

If  the  Interest  Shortfall  Cap  Basis  is  Variable  Cap,  the 
Interest  Shortfall  Cap  Amount  applicable  in  respect  of  a 
Floating  Rate  Payer  Payment  Date  shall  be  an  amount  equal 
to  the  product  of: 

(a)  the  sum  of  the  Relevant  Rate  and  the  Fixed  Rate 
applicable  to  the  Fixed  Rate  Payer  Calculation  Period 
immediately  preceding  the  Reference  Obligation 
Payment  Date  on  which  the  relevant  Interest  Shortfall 
occurs; 

(b)  the  amount  determined  by  the  Calculation  Agent 
under  sub-clause  (b)  of  the  definition  of  "Fixed 
Amount"  in  relation  to  the  relevant  Fixed  Rate  Payer 
Payment  Date;  and 

(c)  the  actual  number  of  days  in  such  Fixed  Rate  Payer 
Calculation  Period  divided  by  360. 

As  shown  in  the  relevant  Confirmation. 


If  Interest  Shortfall  Cap  is  specified  as  applicable  in  the 
relevant  Confirmation,  then  with  respect  to  the  first 
Additional  Fixed  Amount  Payment  Date,  zero,  and  with 
respect  to  any  subsequent  Additional  Fixed  Amount 
Payment  Date  and  calculated  as  of  the  Reference  Obligation 
Payment  Date  immediately  preceding  such  Additional  Fixed 
Amount  Payment  Date,  as  specified  by  the  Calculation 
Agent  in  its  notice  to  the  parties  or  by  Seller  in  its  notice  to 
Buyer  of  Ihe  existence  of  an  Interest  Shortfall 
Reimbursement,  an  amount  equal  to  the  greater  of: 

(a)  zero;  and 

(b)  the  amount  equal  to: 

(i)         the  product  of: 

(A)  the  Cumulative  Interest  Shortfall 

Payment     Amount     as     of    the 
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Additional  Fixed  Amount 
Payment  Date  immediately 
preceding  such  Reference 
Obligation  Payment  Date;  and 


(B)  either: 


(1)  if  Interest  Shortfall 
Compounding  is  specified 
as  applicable  in  the  relevant 
Confirmation,  the  relevant 
Cumulative  Interest 

Shortfall  Payment 

Compounding  Factor  for 
the  Fixed  Rate  Payer 
Calculation  Period 

immediately  preceding 
such  Additional  Fixed 
Amount  Payment  Date  (or 
1.0  in  respect  of  any 
Additional  Fixed  Amount 
Payment  Date  occurring 
after  the  final  Fixed  Rate 
Payer  Payment  Date);  or 

(2)  if  Interest  Shortfall 
Compounding  is  specified 
as  not  applicable  in  the 
relevant  Confirmation,  1 ; 


minus 


(ii)  the  Cumulative  Interest  Shortfall  Amount 
as  of  such  Reference  Obligation  Payment 
Date; 

provided  that  if  the  Interest  Shortfall  Reimbursement 
Payment  Amount  on  an  Additional  Fixed  Amount  Payment 
Date  would  exceed  the  Interest  Shortfall  Reimbursement 
Amount  in  respect  of  the  related  Reference  Obligation 
Payment  Date,  then  such  Interest  Shortfall  Reimbursement 
Payment  Amount  shall  be  deemed  to  be  equal  to  such 
Interest  Shortfall  Reimbursement  Amount. 

Cumulative  Interest  Shortfall         With  respect  to  any  Reference  Obligation  Payment  Date,  an 
Amount:  amount  equal  to  the  greater  of: 

(a)  zero;  and 

(b)  an  amount  equal  to: 

(i)  the  Cumulative  Interest  Shortfall  Amount  as 

of  the  Reference  Obligation  Payment  Date 
immediately  preceding  such  Reference 
Obligation  Payment  Date  or,  in  the  case  of 
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the    first    Reference    Obligation    Payment 
Date,  zero;  plus 

(ii)  the  Interest  Shortfall  Amount  (if  any)  in 
respect  of  such  Reference  Obligation 
Payment  Date;  plus 

(iii)        either: 

(A)  if  Interest  Shortfall  Compounding  is 
specified  as  applicable  in  the 
relevant  Confirmation,  an  amount 
determined  by  the  Calculation 
Agent  as  the  amount  of  interest  that 
would  accrue  on  the  Cumulative 
Interest  Shortfall  Amount 
immediately  preceding  such 
Reference  Obligation  Payment  Date 
during  the  related  Reference 
Obligation  Calculation  Period 
pursuant  to  the  Underlying 
Instruments  or,  in  the  case  of  the 
first  Reference  Obligation  Payment 
Date,  zero;  or 

(B)  if  Interest  Shortfall  Compounding  is 
specified  as  not  applicable  in  the 
relevant  Confirmation,  0;  minus 

(iv)  the  Interest  Shortfall  Reimbursement 
Amount  (if  any)  in  respect  of  such 
Reference  Obligation  Payment  Date. 

Upon  the  occurrence  of  each  Delivery,  the  Cumulative 
Interest  Shortfall  Amount  shall  be  multiplied  by  a  fraction 
equal  to  (a)  the  Applicable  Percentage  immediately 
following  such  Delivery  divided  by  (b)  the  Applicable 
Percentage  immediately  prior  to  such  Delivery,  provided, 
however,  that  if  more  than  one  Delivery  is  made  during  a 
Reference  Obligation  Calculation  Period,  the  Cumulative 
Interest  Shortfall  Amount  calculated  as  of  the  Reference 
Obligation  Payment  Date  occurring  immediately  after  such 
Reference  Obligation  Calculation  Period  shall  be  multiplied 
by  a  fraction  equal  to  (a)  the  Applicable  Percentage 
immediately  following  the  final  Delivery  made  during  such 
Reference  Obligation  Calculation  Period  over  (b)  the 
Applicable  Percentage  immediately  prior  to  the  first 
Delivery  made  during  such  Reference  Obligation 
Calculation  Period 
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Cumulative  Interest  Shortfall 
Payment  Amount: 


The  Cumulative  Interest  Shortfall  Payment  Amount  with 
respect  to  any  Fixed  Rate  Payer  Payment  Date  and  any 
Additional  Fixed  Amount  Payment  Date  falling  on  such 
Fixed  Rate  Payer  Payment  Date  shall  be  an  amount  equal  to 
the  greater  of: 

(a)  zero;  and 

(b)  the  amount  equal  to: 


(i) 


the  sum  of: 

(A)  the  Interest  Shortfall  Payment 
Amount  for  the  Reference 
Obligation  Payment  Date 
corresponding  to  such  Fixed  Rate 
Payer  Payment  Date;  and 

(B)  the  product  of: 

(1)  the  Cumulative  Interest 
Shortfall  Payment  Amount 
as  of  the  Fixed  Rate  Payer 
Payment  Date  immediately 
preceding  such  Fixed  Rate 
Payer  Payment  Date  (or 
zero  in  the  case  of  the  first 
Fixed  Rate  Payer  Payment 
Date);  and 

(2)  either: 

(AA)  if  Interest  Shortfall 
Compounding  is  specified 
as  applicable  in  the  relevant 
Confirmation,  the  relevant 
Cumulative  Interest 

Shortfall  Payment 

Compounding  Factor;  or 

(BB)  if  Interest  Shortfall 
Compounding  is  specified 
as  not  applicable  in  the 
relevant  Confirmation,  1 ; 


minus 

(ii)  any  Interest  Shortfall  Reimbursement 
Payment  Amount  paid  on  such  Fixed  Rate 
Payer  Payment  Date. 

With  respect  to  any  Additional  Fixed  Amount  Payment  Date 
falling  after  the  final  Fixed  Rate  Payer  Payment  Date,  the 
Cumulative  Interest  Shortfall  Payment  Amount  shall  be 
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equal  to: 

(x)  the  Cumulative  Interest  Shortfall  Payment  Amount 
as  of  the  Additional  Fixed  Amount  Payment  Date 
immediately  preceding  such  Additional  Fixed 
Amount  Payment  Date  (or  as  of  the  final  Fixed  Rate 
Payer  Payment  Date  in  the  case  of  the  first 
Additional  Fixed  Amount  Payment  Date  occurring 
after  the  final  Fixed  Rate  Payer  Payment  Date); 
minus 

(y)  any  Interest  Shortfall  Reimbursement  Payment 
Amount  paid  on  such  Additional  Fixed  Amount 
Payment  Date. 

Upon  the  occurrence  of  each  Delivery,  the  Cumulative 
Interest  Shortfall  Payment  Amount  shall  be  multiplied  by  a 
fraction  equal  to  (a)  the  Applicable  Percentage  immediately 
following  such  Delivery  divided  by  (b)  the  Applicable 
Percentage  immediately  prior  to  such  Delivery;  provided, 
however,  that  if  more  than  one  Delivery  is  made  during  a 
Reference  Obligation  Calculation  Period,  the  Cumulative 
Interest  Shortfall  Payment  Amount  calculated  as  of  the 
Reference  Obligation  Payment  Date  occurring  immediately 
after  such  Reference  Obligation  Calculation  Period  shall  be 
multiplied  by  a  fraction  equal  to  (a)  the  Applicable 
Percentage  immediately  following  the  final  Delivery  made 
during  such  Reference  Obligation  Calculation  Period  and  (b) 
the  Applicable  Percentage  immediately  prior  to  the  first 
Delivery  made  during  such  Reference  Obligation 
Calculation  Period 
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Cumulative  Interest  Shortfall        With  respect  to  any  Fixed  Rate  Payer  Calculation  Period,  an 
Payment  Compounding  Factor:     amount  equal  to  the  sum  of: 


Relevant  Rate: 


(a) 


(b) 


1.0; 

plus 

the  product  of: 

(i) 


Rate  Source: 


the  sum  of  (A)  the  Relevant  Rate  plus  (B) 
the  Fixed  Rate;  and 


(ii)  the  actual  number  of  days  in  such  Fixed 
Rate  Payer  Calculation  Period  divided  by 
360; 

provided,  however,  that  the  Cumulative  Interest  Shortfall 
Payment  Compounding  Factor  shall  be  deemed  to  be  1.0 
during  the  period  from  but  excluding  the  Effective  Maturity 
Date  to  and  including  the  Termination  Date. 

With  respect  to  a  Fixed  Rate  Payer  Calculation  Period,  the 
Floating  Rate,  expressed  as  a  decimal  number  with  seven 
decimal  places,  that  would  be  determined  if: 

(a)  the  2000  ISDA  Definitions  (and  not  the  2003  ISDA 
Credit  Derivatives  Definitions)  applied  to  this 
paragraph; 

(b)  the  Fixed  Rate  Payer  Calculation  Period  were  a 
"Calculation  Period"  for  purposes  of  such 
determination;  and 

(c)  the  following  terms  applied: 

(i)  the  Floating  Rate  Option  were  the  Rate 

Source; 

(ii)  die  Designated  Maturity  were  the  period 
that  corresponds  to  the  usual  length  of  a 
Fixed  Rate  Payer  Calculation  Period;  and 

(iii)       the  Reset  Date  were  the  first  day  of  the 
Calculation  Period; 

provided,  however,  that  the  Relevant  Rate  shall  be  deemed 
to  be  zero  during  the  period  from  but  excluding  the  Effective 
Maturity  Date  to  and  including  the  Termination  Date. 

As  shown  in  the  relevant  Confirmation. 
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Schedule 
Form  of  Novation  Confirmation 

[Headed  paper  of  Party  A] 

NOVATION  CONFIRMATION 

for  use  with  the  ISDA  Standard  Terms  Supplement  for  use  with  Credit  Derivative  Transaction  on 

Mortgage-Backed  Security  with  Pay-As-You-Go  or  Physical  Settlement  as  published  by  the 

International  Swaps  and  Derivatives  Association,  Inc. 


Date: 


To:        [Name  and  Address  or  Facsimile  Number  of  Party  B  and  Party  C] 

From:    [Party  A] 

Re:        Novation  Transaction 


Dear 


The  purpose  of  this  [facsimile]  [letter]  is  to  confirm  the  terms  and  conditions  of  the  Novation 
Transaction  entered  into  between  the  parties  and  effective  from  the  Novation  Date  specified  below. 
This  Novation  Confirmation  constitutes  a  "Confirmation"  as  referred  to  in  the  New  Agreement 
specified  below. 

1 .  The  definitions  and  provisions  contained  in  the  2004  ISDA  Novation  Definitions  (the 
"Definitions"),  the  terms  and  provisions  of  the  2003  ISDA  Credit  Derivatives  Definitions  (the  "Credit 
Derivatives  Definitions"),  as  published  by  the  International  Swaps  and  Derivatives  Association,  Inc. 
and  amended  from  time  to  time  and  the  Annex  hereto  are  each  incorporated  in  this  Novation 
Confirmation.  In  the  event  of  any  inconsistency  between  (i)  the  Definitions  (as  amended  by  the 
Annex  hereto),  (ii)  the  Credit  Derivatives  Definitions  and/or  (iii)  the  Novation  Agreement  (as 
amended  by  the  Annex  hereto),  this  Novation  Confirmation  will  govern. 

2.  The  terms  of  the  Novation  Transaction  to  which  this  Novation  Confirmation  relates 
are  as  follows: 


[Novation  Trade  Date:] 

Novation  Date: 

Novated  Percentage: 

[Transferor]  [Transferor  1  (and  notwithstanding  Section  1.5  of  the  Definitions)]: 

[Transferor  2  (and  notwithstanding  Section  1 .5  of  the  Definitions)]: 

[Transferee][Transferee  1]: 
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[Remaining  Party  (and  notwithstanding  Section  1.6  of  the  Definitions)]  [Transferee  2  (and 

notwithstanding  Section  1.6  of  the  Definitions)]: 

[New  Agreement  (between  [Transferee  1  and  Transferee    ISDA  Master  Agreement  [dated  as 

2][Transferee  and  Remaining  Party])]:  of ][as  per  Section  1 .1 1  of 

the  Definitions]  subject  to  [English 
law]  [the  laws  of  the  State  of  New 
York] 


3.  The  terms  of  each  Old  Transaction  to  which  this  Novation  Confirmation  relates[,  for 

identification  purposes,  are  as  follows:][shall  be  specified  in  the  copy  of  the  Old  Confirmation 
attached  hereto  as  Exhibit  A.] 


Reference  Entity: 

Reference  Obligation: 

Trade  Date  of  Old  Transaction: 

Effective  Date  of  Old  Transaction: 

Applicable  Percentage  of  Old  Transaction: 

Scheduled  Termination  Date  of  Old 

Transaction: 

4.  The  terms  of  each  New  Transaction  to  which  this  Novation  Confirmation  relates  [are 

as  follows:][shall  be  specified  in  Section[s]  _  [, and ]  of]  the  copy  of  the  Old  Confirmation 

attached  hereto  as  Exhibit  A.][shall  be  specified  in  the  New  Confirmation  attached  hereto  as  Exhibit 
[A][B]]. 

Full  First  Calculation  Period  Applicable,  [commencing  on  [  ]] 

[commencing  on  [  ],  with  respect  to 
any  amounts  to  be  paid  by  the 
Transferee,  and  [  ],  with  respect  to 
any  amounts  to  be  paid  by  the 
Remaining  Party. 

5.  Other  Provisions:  [[Additional  Provisions  relating  to  the  New  Transaction][Credit 
Support  Documents  relating  to  the  New  Transaction]]: 

6.  Miscellaneous  Provisions:  [Non-Reliance][  ] 

7.  Notice  Details: 

Telephone  and/or  Facsimile  Numbers  for  Notices: 

Transferee:  [  J 

Remaining  Party:  [  ] 

8.  [The  parties  confirm  their  acceptance  to  be  bound  by  this  Novation  Confirmation  as 
of  the  Novation  Date  by  executing  a  copy  of  this  Novation  Confirmation  and  returning  it  to  us].  The 
Transferor,  by  its  execution  of  a  copy  of  this  Novation  Confirmation,  agrees  to  the  terms  of  the 
Novation  Confirmation  as  it  relates  to  each  Old  Transaction.    The  Transferee,  by  its  execution  of  a 
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copy  of  this  Novation  Confirmation,  agrees  to  the  terms  of  the  Novation  Confirmation  as  it  relates  to 
each  New  Transaction.]. 

9.  The  Remaining  Party  and  the  Transferee  agree  that,  notwithstanding  any  provision  in 

the  Old  Transaction  to  which  this  Novation  Confirmation  relates,  all  rights  of  the  Remaining  Party 
and  the  Transferor  in  respect  of  Floating  Amounts  and  Additional  Fixed  Amounts  that  arose  before 
the  Novation  Date  shall  be  deemed  to  have  been  exercised  and  all  obligations  of  such  parties  in 
respect  of  such  events  that  have  arisen  or  are  deemed  to  have  arisen  shall  be  deemed  to  have  been 
satisfied  in  full,  in  each  case  solely  for  the  purposes  of  determining  the  rights  and  obligations  of  the 
Remaining  Party  and  the  Transferee  under  the  New  Transaction.  Nothing  in  this  paragraph  shall 
affect  the  rights  or  obligations  of  the  Remaining  Party  or  the  Transferor  under  the  Old  Transaction. 


(Name  of  Remaining  Party)  (Name  of  Transferor) 


By: By:.... 

Name:  Name: 

Title:  Title: 

Date:  Date: 


(Name  of  Transferee) 


By:  .... 
Name: 
Title:  .. 
Date:  .. 
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Annex 


1 .  Section  2(a)  of  the  Novation  Agreement  shall  be  deemed  to  be  amended  as  follows: 

(a)  by  the  insertion  of  "(i) "  after  the  words  "with  respect  to"  in  the  fifth  line  thereof;  and 

(b)  by  the  addition  of  the  following  at  the  end  thereof: 

"and  any  rights  or  obligations  arising  in  respect  of  Floating  Amount  Events  or 
Additional  Fixed  Amount  Events,  in  each  case  in  respect  of  which  the  Remaining 
Party  or  the  Transferor  (each  an  "Original  Party"),  as  applicable,  had  the  right  to 
deliver  a  notice  pursuant  to  the  terms  of  the  Old  Transaction  but  such  notice  was  not 
delivered  by  that  party  or  the  Calculation  Agent  prior  to  the  Novation  Date  (each  an 
"Excluded  Event")  provided  that  the  rights  of  the  Original  Parties  to  deliver  a  notice 
in  respect  of  an  Excluded  Event  pursuant  to  the  Old  Transaction  shall  expire  on  the 
60thcalendar  day  following  the  Novation  Date." 

2.  Section  2(b)  of  the  Novation  Agreement  shall  be  deemed  to  be  amended  by  the  addition  of  the 
following  after  the  words  "Novation  Date,"  in  the  last  line  thereof: 

"but  excluding  any  rights  or  obligations  in  respect  of  Excluded  Events," 

3.  The  definition  of  "Novated  Amount"  in  Section  1.18  of  the  Definitions  shall  be  replaced  by 
the  following  definition  of  "Novated  Percentage": 

""Novated  Percentage"  means  the  portion  of  the  Applicable  Percentage  of  the  Old 
Transaction  that  is  the  subject  of  the  Novation  Transaction.  If  the  Novated  Percentage 
is  less  than  100%  of  the  Applicable  Percentage  of  the  Old  Transaction,  the  Old 
Transaction  shall  remain  in  full  force  and  effect  but  all  future  payments,  deliveries 
and  calculations  thereunder  shall  be  based  on  an  Applicable  Percentage  that  has  been 
reduced  by  the  relevant  Novated  Percentage." 

Each  reference  to  "Novated  Amount"  in  the  Definitions  and  the  Novation  Agreement  shall  be 
deemed  to  be  a  reference  to  "Novated  Percentage". 

4.  Section  2. 1  (a)(iii)(D)(i)  of  the  Definitions  shall  not  apply 


ICM:2978683.12 
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SCHEDULE  K 
FORM  OF  CONFIRMATION  FOR  CDO  SECURITIES 


Deutsche  Bank  AG 

Date: 

To: 

Attention: 

Fax  No.: 

Our  Reference: 

RE:         Credit  Derivative  Transaction  on  Collateralized  Debt  Obligation  Security  with  Pay-As-You-Go  or  Physical  Settlement 
(Dealer  Form— adjusted  for  Gemstone  CDO  VII  Ltd.) 

Dear  Sir/Madam: 

The  purpose  of  this  letter  (the  "Confirmation")  is  to  confirm  the  terms  and  conditions  of  the  Credit  Derivative  Transaction 
relating  to  a  collateralized  debt  obligation  security  reference  obligation  entered  into  between  Deutsche  Bank  AG,  acting 
through  its  London  Branch  ("Party  A")  and  Gemstone  CDO  VII  Ltd.  ("Party  B")  on  the  Trade  Date  specified  below  (the 
•Transaction").  This  Confirmation  constitutes  a  "Confirmation"  as  referred  to  in  the  ISDA  Master  Agreement  specified  below. 

The  definitions  and  provisions  contained  in  the  2003  ISDA. Credit  Derivatives  Definitions  (the  "Credit  Derivatives 
Definitions"),  as  published  by  the  International  Swaps  and  Derivatives  Association,  Inc.,  are  incorporated  into  this 
Confirmation.  In  the  event  of  any  inconsistency  between  the  Credit  Derivatives  Definitions  and  this  Confirmation,  this 
Confirmation  shall  govern. 

This  Confirmation  supplements,  forms  a  part  of,  and  is  subject  to,  the  ISDA  Master  Agreement,  dated  as  of  June  27,  2006,  as 
amended  and  supplemented  from  time  to  time  (the  "Agreement"),  between  you  and  us.  All  provisions  contained  in  the 
Agreement  govern  this  Confirmation  except  as  expressly  modified  below. 

References  in  this  Confirmation  to  the  "Reference  Obligation"  shall  be  to  the  terms  of  the  Reference  Obligation  (as  defined 
below)  set  out  in  the  Underlying  Instruments  (as  defined  below)  as  amended  from  time  to  time  unless  otherwise  specified 
below. 

The  terms  of  the  Transaction  to  which  this  Confirmation  relates  are  as  follows: 

General  Terms: 


Trade  Date: 

w 

Effective  Date: 

[•1 

Scheduled  Termination  Date: 

Subject  to  paragraph  5,  the  Legal  Final  Maturity  Date  of  the 
Reference  Obligation,  subject  to  adjustment  in  accordance 
with  the  Following  Business  Day  Convention. 

Termination  Date: 

The  last  to  occur  of: 

(a)          the  fifth   Business   Day  following  the   Effective 
Maturity  Date; 
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Floating  Rate  Payer 
Fixed  Rate  Payer 


Calculation  Agent: 


Calculation  Agent  City: 


Business  Day: 


Business  Day  Convention: 


Reference  Entity: 


Reference  Obligation: 


Reference  Policy: 


Reference  Price: 


Applicable  Percentage: 


(b)  the  last  Floating  Rate  Payer  Payment  Date; 


the  last  Delivery  Date;  and 


(d)  the  last  Additional  Fixed  Amount  Payment  Date- 


Party  B  (the  "Seller"). 


Party  A  (the  "Buyer"). 


Party  A 


New  York 


New  York  and  London 


Following  (which,  with  the  exception  of  the  Effective  Date, 
the  Final  Amortization  Date,  each  Reference  Obligation 
Payment  Date  and  the  period  end  date  of  each  Reference 
Obligation  Calculation  Period,  shall  apply  to  any  date 
referred  to  in  this  Confirmation  that  falls  on  a  day  that  is  not 
a  Business  Day). 


[•] 


The  obligation  identified  as  follows: 


Issuer: 


The  Reference  Entity 


Insurer 


CUSIP/ISIN: 


Bloomberg  ID: 


Legal  final  maturity  date: 


Original  Principal  Amount: 


Initial  Factor 


Coupon: 


Section  2.30  of  the  Credit  Derivatives  Definitions  shall  not 

apply- 


Not  Applicable 


100% 


On  any  day,  a  percentage  equal  to  A  divided  by  B. 


"A"  means  the  product  of  the  Initial  Face  Amount  and  the 
Initial  Factor  as  decreased  on  each  Delivery  Date  by  an 
amount  equal  to  (a)  the  outstanding  principal  balance  of 
Deliverable  Obligations  Delivered  to  Seller  (as  adjusted  by 
the  Relevant  Amount,  if  any)  divided  by  the  Current  Factor 
on  such  day  multiplied  by  (b)  the  Initial  Factor. 


"B"  means  the  product  of  the  Original  Principal  Amount  and 
the  Initial  Factor;  
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Initial  Face  Amount: 

Reference  Obligation  Notional 
Amount: 


(a)  as  increased  by  the  outstanding  principal  balance 

of  any  further  issues  by  the  Reference  Entity  that 
are  fungible  with  and  form  part  of  the  same  legal 

series  as  the  Reference  Obligation;  and 


(b)  as  decreased  by  any  cancellations  of  some  or  all 

of  the  Outstanding  Principal  Amount  resulting 
from  purchases  of  the  Reference  Obligation  by  or 

on  behalf  of  the  Reference  Entity, 


M. 


On  the  Effective  Date,  the  product  of: 
(a)  the  Original  Principal  Amount; 


M. 


the  Initial  Factor,  and 


M. 


the  Applicable  Percentage. 


Following  the  Effective  Date,  the  Reference  Obligation 
Notional  Amount  will  be: 


(i) 


decreased  on  each  day  on  which  a  Principal 
Payment  is  made  by  the  relevant  Principal 
Payment  Amount; 


(ii) 


decreased  on  the  day,  if  any,  on  which  a  Failure 
to  Pay  Principal  occurs  by  the  relevant  Principal 
Shortfall  Amount;  


(iii) 


decreased  on  each  day  on  which  a  Writedown 
occurs  by  the  relevant  Writedown  Amount; 


(iv)  increased  on  each  day  on  which  a  Writedown 
Reimbursement  occurs  by  any  Writedown 
Reimbursement  Amount  in  respect  of  a 
Writedown  Reimbursement  within  paragraphs 
(ii)or  (iii)  of  the  definition  of  "Writedown 
Reimbursement";  and  


(v)  decreased  on  each  Delivery  Date  by  an  amount 

equal  to  the  relevant  Exercise  Amount  minus  the 
amount  determined  pursuant  to  paragraph  (b)  of 
"Physical  Settlement  Amount"  below,  provided 
that  if  any  Relevant  Amount  is  applicable,  the 
Exercise  Amount  will  also  be  deemed  to  be 
decreased  by  such  Relevant  Amount  (or 
increased  by  the  absolute  value  of  such  Relevant 
Amount  if  such  Relevant  Amount  is  negative)  with 

effect  from  such  Delivery  Date; 


provided  that  if  the  Reference  Obligation  Notional  Amount 
would  be  less  than  zero,  it  shall  be  deemed  to  be  zero. 
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Initial  Payment 


For  the  avoidance  of  doubt,  the  Reference  Obligation 
Notional  Amount  shall  not  be  increased  by  any  deferral  or 
capitalization  of  interest  during  the  Term  of  this  Transaction 
or  decreased  by  payment  of  any  portion  of  the  principal 
balance  of  the  Reference  Obligation  that  is  attributable  to 
deferral  or  capitalization  of  interest  during  the  Term  of  this 
Transaction.      


[Not  applicable] 


[On     [the     Effective     Date],     [Buyer]/[Seller]     will     pay 
fUSD][         1  to  [Seller]/[Buyer].j 


Fixed  Payments: 


Fixed  Rate  Payer 


Fixed  Rate: 


Fixed  Rate  Payer  Period  End  Date: 


Fixed  Rate  Payer  Payment  Dates: 


Fixed  Amount: 


Buyer 


[•]%  per  annum;  subject  to  adjustment  in  accordance  with 
paragraph  5  below.. 


The  first  day  of  each  Reference  Obligation  Calculation 
Period.  


Each  day  falling  five  Business  Days  after  a  Reference 
Obligation  Payment  Date;  provided  that  the  final  Fixed 
Rate  Payer  Payment  Date  shall  fall  on  the  fifth  Business 
Day  following  the  Effective  Maturity  Date. 


With  respect  to  any  Fixed  Rate  Payer  Payment  Date, 
amount  equal  to  the  product  of: 


an 


SsL 


(b) 


Additional  Fixed  Amount  Payment 


Dates: 


(c) 


J5L 


(b) 


the  Fixed  Rate; 


an  amount  determined  by  the  Calculation  Agent 
equal  to: 


:o 


the  sum  of  the  Reference  Obligation 
Notional  Amount  as  at  5:00  p.m.  in  the 
Calculation  Agent  City  on  each  day  in  the 
related  Fixed  Rate  Payer  Calculation 
Period;  divided  by 


(ii)  the  actual  number  of  days  in  the  related 
Fixed  Rate  Payer  Calculation  Period; 
and  


the  actual  number  of  days  in  the  related  Fixed 
Rate  Payer  Calculation  Period  divided  by  360. 


Each  Fixed  Rate  Payer  Payment  Date;  and 


in  relation  to  each  Additional  Fixed  Payment 
Event  occurring  after  the  second  Business  Day 
prior  to  the  last  Fixed  Rate  Payer  Payment  Date, 
the  fifth  Business  Day  after  Buyer  has  received 
notification  from  Seller  or  the  Calculation  Agent  of 
the  occurrence  of  such  Additional  Fixed  Payment 
Event.  
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Additional  Fixed  Payments: 

Following  the  occurrence  of  an  Additional  Fixed  Payment 
Event  in  respect  of  the  Reference  Obligation,  Buyer  shall 
pay  the  relevant  Additional  Fixed  Amount  to  Seller  on  the 
first  Additional  Fixed  Amount  Payment  Date  falling  at  least 
two  Business  Days  (or  in  the  case  of  an  Additional  Fixed 
Payment  Event  that  occurs  after  the  second  Business  Day 
prior  to  the  last  Fixed  Rate  Payer  Payment  Date,  five 
Business  Days)  after  the  delivery  of  a  notice  by  the 
Calculation  Agent  to  the  parties  or  by  Seller  to  Buyer 
stating  that  the  related  Additional  Fixed  Amount  is  due  and 
showing  in  reasonable  detail  how  such  Additional  Fixed 
Amount  was  determined;  provided  that  any  such  notice 
must  be  given  on  or  prior  to  the  fifth  Business  Day  following 
the  day  that  is  one  calendar  year  after  the  Effective 
Maturity  Date. 

Additional  Fixed  Payment  Event: 

The  occurrence  on  or  after  the  Effective  Date  and  on  or 
before  the  day  that  is  one  calendar  year  after  the  Effective 
Maturity  Date  of  a  Writedown  Reimbursement,  a  Principal 
Shortfall  Reimbursement  or  an  Interest  Shortfall 
Reimbursement 

Additional  Fixed  Amount: 

With  respect  to  each  Additional  Fixed  Amount  Payment 
Date,  an  amount  equal  to  the  sum  of: 

(a)          the  Writedown  Reimbursement  Payment  Amount 
(if  any); 

(b)          the  Principal  Shortfall  Reimbursement  Payment 
Amount  (if  any);  and 

(c)          the    Interest   Shortfall   Reimbursement   Payment 
Amount  (if  any). 

For     the     avoidance     of     doubt,      each     Writedown 
Reimbursement    Payment    Amount,    Principal    Shortfall 
Reimbursement   Payment  Amount   or   Interest   Shortfall 
Reimbursement  Payment  Amount  (as  applicable)  shall  be 
calculated  using  the  Applicable  Percentage  which  takes 
into   account   the   aggregate   adjustment    made   to   the 
Applicable  Percentage  in  respect  of  all  Delivery  Dates  that 
have  occurred  prior  to  the  date  of  such  calculation. 

Floating  Payments: 


Floating  Rate  Payer 


Floating  Rate  Payer  Payment 
Dates: 


Seller 


In  relation  to  a  Floating  Amount  Event,  the  first  Fixed  Rate 
Payer  Payment  Date  falling  at  least  two  Business  Days  (or 
in  the  case  of  a  Floating  Amount  Event  that  occurs  on  the 
Legal  Final  Maturity  Date  or  the  Final  Amortization  Date, 
the  fifth  Business  Day)  after  delivery  of  a  notice  by  the 
Calculation  Agent  to  the  parties  or  a  notice  by  Buyer  to 
Seller  that  the  related  Floating  Amount  is  due  and  showing 
in  reasonable  detail  how  such  Floating  Amount  was 
determined;  provided  that  any  such  notice  must  be  given 
on  or  prior  to  the  fifth  Business  Day  following  the  Effective 
Maturity  Date. 
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Floating  Payments: 


Implied  Writedown: 


Floating  Amount  Event: 


Floating  Amount 


Conditions  to  Settlement: 


If  a  Floating  Amount  Event  occurs,  then  on  the  relevant 
Floating  Rate  Payer  Payment  Date,  Seller  will  pay  the 
relevant  Floating  Amount  to  Buyer.  For  the  avoidance  of 
doubt,  the  Conditions  to  Settlement  are  not  required  to  be 
satisfied  in  respect  of  a  Floating  Payment. 


Not  Applicable 


A  Writedown,  a  Failure  to  Pay  Principal  or  an  Interest 
Shortfall.  


With  respect  to  each  Floating  Rate  Payer  Payment  Date, 
an  amount  equal  to  the  sum  of: 


M. 


the  relevant  Writedown  Amount  (if  any); 


(b)          the  relevant  Principal  Shortfall  Amount  (if  any); 
and  


(c) 


the  relevant  Interest  Shortfall  Payment  Amount  (if 
any). 


For  the  avoidance  of  doubt,  each  Writedown  Amount, 
Principal  Shortfall  Amount  or  Interest  Shortfall  Payment 
Amount  (as  applicable)  shall  be  calculated  using  the 
Applicable  Percentage  which  takes  into  account  the 
aggregate  adjustment  made  to  the  Applicable  Percentage 
in  respect  of  all  Delivery  Dates  that  have  occurred  prior  to 
the  date  of  such  calculation. 


Credit  Event  Notice 


Notifying  Party:  Buyer 


Notice  of  Physical  Settlement 


Notice  of  Publicly  Available  Information:  Applicable 


Public  Sources: 


Specified  Number 


The  public  sources  listed  in  Section 
3.7  of  the  Credit  Derivatives 
Definitions;  provided  that  Servicer 
Reports  in  respect  of  the  Reference 
Obligation  and,  in  respect  of  a 
Distressed  Ratings  Downgrade 
Credit  Event  only,  any  public 
communications  by  any  of  the 
Rating  Agencies  in  respect  of  the 
Reference  Obligation  shall  also  be 
deemed  Public  Sources. 
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Additional  Condition  to  Settlement 
for  Failure  to  Pay  Interest: 


Additional  agreements  relating  to 
Physical  Settlement: 


provided  that  if  the  Calculation  Agent  has  previously 
delivered  a  notice  to  the  parties  or  Buyer  has  previously 
delivered  a  notice  to  Seller  pursuant  to  the  definition  of 
"Floating  Rate  Payer  Payment  Dates"  above  in  respect  of  a 
Writedown  or  a  Failure  to  Pay  Principal,  the  only 
Conditions  to  Settlement  with  respect  to  any  Credit  Event 
shall  be  a  Notice  of  Physical  Settlement  and,  in  relation  to 
the  Failure  to  Pay  Interest  Credit  Event,  the  Additional 
Condition  to  Settlement  specified  below. 


In  addition  to  the  Conditions  to  Settlement  above,  in 
respect  of  the  Failure  to  Pay  Interest  Credit  Event,  if  the 
Reference  Obligation  is  PIK-able,  it  shall  be  a  Condition  to 
Settlement  that  a  period  of  at  least  360  calendar  days  has 
elapsed  since  the  occurrence  of  the  Credit  Event  without 
the  relevant  Interest  Shortfall  having  been  reimbursed  in 
full.  For  the  avoidance  of  doubt,  if  it  is  not  explicitly  made 
clear  in  the  Servicer  Report  whether  or  not,  or  to  what 
extent,  a  particular  Interest  Shortfall  has  been  reimbursed 
but  the  Calculation  Agent  determines  that  such  Interest 
Shortfall  has  been  reimbursed  by  a  certain  amount  on  the 
basis  of  information  in  such  Servicer  Report,  then  the 
relevant  Interest  Shortfall  reimbursement  shall  be 
calculated  by  the  Calculation  Agent  on  the  basis  of  such 
information.  ; 


The  parties  agree  that  with  respect  to  the  Transaction  and 
notwithstanding  anything  to  the  contrary  in  the  Credit 
Derivatives  Definitions: 


(a)          the  Conditions  to  Settlement  may  be  satisfied  on 
more  than  one  occasion; 


(b) 
(c) 


multiple  Physical  Settlement  Amounts   may  be 
payable  by  Seller; 


Buyer,  when  providing  a  Notice  of  Physical 
Settlement,  must  specify  an  Exercise  Amount  and 
an  Exercise  Percentage;        


(d)  if   Buyer   has   delivered    a   Notice   of   Physical 

Settlement  that  specifies  an  Exercise  Amount  that 
is  less  than  the  Reference  Obligation  Notional 
Amount  as  of  the  date  on  which  such  Notice  of 
Physical  Settlement  is  delivered  (calculated  as 
though  Physical  Settlement  in  respect  of  all 
previously  delivered  Notices  of  Physical 
Settlement  has  occurred  in  full),  the  rights  and 
obligations  of  the  parties  under  the  Transaction 
shall  continue  and  Buyer  may  deliver  additional 
Notices  of  Physical  Settlement  with  respect  to  the 
initial    Credit    Event    or   with    respect    to    any 

additional  Credit  Event  at  any  time  thereafter;  and 


(e) 


any  Notice  of  Physical  Settlement  shall  be 
delivered  no  later  than  30  calendar  days  after  the 
fifth  Business  Day  following  the  Effective  Maturity 
Date.  
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Section  3.2(d)  of  the  Credit  Derivatives  Definitions  is 
amended  to  delete  the  words  "that  is  effective  no  later  than 
thirty  calendar  days  after  the  Event  Determination  Date". 

Credit  Events: 

The  following  Credit  Events  shall  apply  to  this  Transaction 
(and  the  first  sentence  of  Section  4.1  of  the  Credit 
Derivatives  Definitions  shall  be  amended  accordingly): 

Failure  to  Pay  Principal 

Writedown 

Failure  to  Pay  Interest 

Payment  Requirement:  USD  10,000 

Distressed  Ratings  Downgrade 

The  definition  of  "Payment  Requirement"  in  Section  4.8(d) 
of  the  Credit  Derivatives  Definitions  shall  be  amended  so 
that  the  words  "Failure  to  Pay"  are  deleted  and  replaced  by 
the  words  "Failure  to  Pay  Interest". 

Obligation: 

Reference  Obligation  Only 

4. 


Interest  Shortfall: 


Interest  Shortfall  Payment  Amount: 


Interest  Shortfall  Cap: 


Interest  Shortfall  Cap  Amount: 


Actual  Interest  Amount: 


Expected  Interest  Amount: 


In  respect  of  an  Interest  Shortfall,  the  relevant  Interest 
Shortfall  Amount;  provided  that,  if  Interest  Shortfall  Cap  is 
applicable  and  the  Interest  Shortfall  Amount  exceeds  the 
Interest  Shortfall  Cap  Amount,  the  Interest  Shortfall 
Payment  Amount  in  respect  of  such  Interest  Shortfall  shall 
be  the  Interest  Shortfall  Cap  Amount. 


Applicable 


As  set  out  in  the  Interest  Shortfall  Cap  Annex. 


With  respect  to  any  Reference  Obligation  Payment  Date, 
payment  by  or  on  behalf  of  the  Issuer  of  an  amount  in 
respect  of  interest  due  under  the  Reference  Obligation 
(including,  without  limitation,  any  deferred  interest  or 
defaulted  interest  relating  to  the  Term  of  this  Transaction 
but  excluding  payments  in  respect  of  prepayment 
penalties,  yield  maintenance  provisions  or  principal,  except 
that  the  Actual  Interest  Amount  shall  include  any  payment 
of  principal  representing  capitalized  interest)  to  the 
holder(s)  of  the  Reference  Obligation  in  respect  of  the 
Reference  Obligation. 


With  respect  to  any  Reference  Obligation  Payment  Date, 
the  amount  of  current  interest  that  would  accrue  during  the 
related  Reference  Obligation  Calculation  Period  calculated 
using  the  Reference  Obligation  Coupon  on  a  principal 
balance  of  the  Reference  Obligation  equal  to: 
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Interest  Shortfall: 


Interest  Shortfall  Amount: 


(a)  the   Outstanding   Principal   Amount  taking   into 

account  any  reductions  due  to  a  principal 
deficiency  balance  or  realized  loss  amount 
(however  described  in  the  Underlying 
Instruments)  that  are  attributable  to  the  Reference 

Obligation;  minus 


M. 


the  Aggregate  Implied  Writedown  Amount  (if  any), 


and  that  will  be  payable  on  the  related  Reference 
Obligation  Payment  Date  assuming  for  this  purpose  that 
sufficient  funds  are  available  therefor  in  accordance  with 
the  Underlying  Instruments. 


Except  as  provided  in  (a)  in  the  previous  sentence,  the 
Expected  Interest  Amount  shall  be  determined  without 
regard  to  (i)  unpaid  amounts  in  respect  of  accrued  interest 
on  prior  Reference  Obligation  Payment  Dates;  (ii)  any 
prepayment  penalties  or  yield  maintenance  provisions;  and 
(iii)  the  effect  of  any  provisions  (however  described)  of 
such  Underlying  Instruments  that  otherwise  permit  the 
limitation  of  due  payments  to  distributions  of  funds 
available  from  proceeds  of  the  Underlying  Assets,  or  that 
provide  for  the  capitalization  or  deferral  of  interest  on  the 
Reference  Obligation,  or  that  provide  for  the  extinguishing 
or  reduction  of  such  payments  or  distributions  (but,  for  the 
avoidance  of  doubt,  taking  account  of  any  Writedown  within 
paragraph  (i)  of  the  definition  of  "Writedown"  occurring  in 
accordance  with  the  Underlying  Instruments). 


With  respect  to  any  Reference  Obligation  Payment  Date, 
either  (a)  the  non-payment  of  an  Expected  Interest  Amount 
or  (b)  the  payment  of  an  Actual  Interest  Amount  that  is  less 
than  the  Expected  Interest  Amount. 


For  the  avoidance  of  doubt,  the  occurrence  of  an  event 
within  (a)  or  (b)  shall  be  determined  taking  into  account  any 
payment  made  under  the  Reference  Policy,  if  applicable 


With  respect  to  any  Reference  Obligation  Payment  Date, 
an  amount  equal  to  the  greater  of: . 


M 


zero;  and 


(b)  the  amount  equal  to  the  product  of: 


_[i] (A)  the  Expected  Interest  Amount; 


minus 


JBL 


the  Actual  Interest  Amount;  and 


_fl!L 


the  Applicable  Percentage; 


provided  that,  with  respect  to  the  first  Reference  Obligation 
Payment  Date  only,  the  Interest  Shortfall  Amount  shall  be 
the  amount  determined  in  accordance  with  (a)  and  (b) 
above  multiplied  by  a  fraction  equal  to: 
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Interest  Shortfall  Reimbursement: 


Interest  Shortfall  Reimbursement 
Amount: 


Interest  Shortfall  Reimbursement 
Payment  Amount: 


(x)          the  number  of  days  in  the  first  Fixed  Rate  Payer 
Calculation  Period;  over       


(y)          the    number   of   days    in    the   first    Reference 
Obligation  Calculation  Period, 


With  respect  to  any  Reference  Obligation  Payment  Date, 
the  payment  by  or  on  behalf  of  the  Issuer  of  an  Actual 
Interest  Amount  in  respect  of  the  Reference  Obligation  that 
is  greater  than  the  Expected  Interest  Amount. 


With  respect  to  any  Reference  Obligation  Payment  Date, 
the  product  of  (a)  the  amount  of  any  Interest  Shortfall 
Reimbursement  on  such  day  and  (b)  the  Applicable 
Percentage. 


With  respect  to  an  Additional  Fixed  Amount  Payment  Date, 
(a)  if  Interest  Shortfall  Cap  is  not  applicable,  the  relevant 
Interest  Shortfall  Reimbursement  Amount,  and  (b)  if 
Interest  Shortfall  Cap  is  applicable,  the  amount  determined 
pursuant  to  the  Interest  Shortfall  Cap  Annex;  provided,  in 
either  case,  that  the  aggregate  of  all  Interest  Shortfall 
Reimbursement  Payment  Amounts  (determined  for  this 
purpose  on  the  basis  that  Interest  Shortfall  Compounding  is 
not  applicable)  at  any  time  shall  not  exceed  the  aggregate 
of  Interest  Shortfall  Payment  Amounts  paid  by  Seller  in 
respect  of  Interest  Shortfalls  occurring  prior  to  such 
Additional  Fixed  Amount  Payment  Date. 


Settlement  Terms: 

Settlement  Method: 

Physical  Settlement 

Terms  Relating  to  Physical 
Settlement: 

Physical  Settlement  Period: 

Five  Business  Days 

Deliverable  Obligations: 

Exclude  Accrued  Interest 

Deliverable  Obligations: 

Deliverable  Obligation  Category: 

Reference  Obligation  Only 

Physical  Settlement  Amount: 

An  amount  equal  to: 

(a)          the   product  of  the  Exercise  Amount  and  the 
Reference  Price;  minus 

(b)          the  sum  of: 

(i)  if  the  Aggregate  Implied  Writedown 
Amount  is  greater  than  zero,  the  product 
of  (A)  the  Aggregate  Implied  Writedown 
Amount,  (B)  the  Applicable  Percentage, 
each  as  determined  immediately  prior  to 
the  relevant  Delivery  and  (C)  the  relevant 
Exercise  Percentage;  and 
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(ii)          the  product  of  (A)  the  aggregate  of  all 
Writedown     Amounts     in     respect     of 
Writedowns  within  paragraph  (i)(B)  of  the 
definition    of    "Writedown"    minus    the 
aggregate         of        all         Writedown 
Reimbursement  Amounts  in  respect  of 
Writedown       Reimbursements      within 
paragraph    (ii)(B)   of   the    definition    of 
"Writedown  Reimbursement"  and  (B)  the 
relevant  Exercise  Percentage, 

provided  that  if  the  Physical  Settlement  Amount  would 
exceed  the  product  of: 

(1)          the  Reference  Obligation  Notional  Amount  as  of 
the  date  on  which  the  relevant  Notice  of  Physical 
Settlement   is    delivered    calculated    as    though 
Physical  Settlement  in  respect  of  all  previously 
delivered    Notices    of   Physical    Settlement   has 
occurred  in  full;  and 

(2)          the  Exercise  Percentage; 

then  the  Physical  Settlement  Amount  shall  be  deemed  to 
be  equal  to  such  product. 

Delayed  Payment 

With  respect  to  a  Delivery  Date,  if  a  Servicer  Report  that 
describes  a  Delayed  Payment  is  delivered  to  holders  of  the 
Reference  Obligation  or  to  the  Calculation  Agent  ori  or  after 
such  Delivery  Date,  Buyer  will  pay  the  applicable  Delayed 
Payment  Amount  to  Seller  no  later  than  five  Business  Days 
following  the  receipt  of  such  Servicer  Report. 

Escrow: 

Applicable 

Non-delivery  by  Buyer  or  occurrence 
of  the  Effective  Maturity  Date: 

If  Buyer  has  delivered  a  Notice  of  Physical  Settlement  and: 

(a)          Buyer  does   not  Deliver  in  full   the   Deliverable 
Obligations  specified  in  that  Notice  of  Physical 
Settlement  on  or  prior  to  the  Physical  Settlement 
Date;  or 

(b)          the  Effective  Maturity  Date  occurs  after  delivery  of 
the   Notice  of  Physical   Settlement  but  before 
Buyer     Delivers     the     Deliverable     Obligations 
specified  in  that  Notice  of  Physical  Settlement; 

then  such  Notice  of  Physical  Settlement  shall  be  deemed 
not  to  have  been  delivered  and  any  reference  in  this 
Confirmation  to  a  previously  delivered  Notice  of  Physical 
Settlement  shall  exclude  any  Notice  of  Physical  Settlement 
that  is  deemed  not  to  have  been  delivered.     Sections 
9.2(c)(ii)  (except  for  the  first  sentence  thereof),  9.3,  9.4, 
9.5,  9.6,  9.9  and  9.10  of  the  Credit  Derivatives  Definitions 
shall  not  apply. 

6. 


Additional  Provisions: 
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(a)  Delivery  of  Servicer  Report 

If  either  party  makes  a  request  in  writing,  the  Calculation  Agent  agrees  to  provide  such  party  with  a  copy  of  the  most 
recent  Servicer  Report  promptly  following  receipt  of  such  request,  if  and  to  the  extent  such  Servicer  Report  is 
reasonably  available  to  the  Calculation  Agent  (whether  or  not  the  Calculation  Agent  is  a  holder  of  the  Reference 
Obligation).  In  addition,  if  a  Floating  Payment  or  an  Additional  Fixed  Payment  is  due  hereunder,  then  the  Calculation 
Agent  or  the  party  that  notifies  the  other  party  that  the  relevant  Floating  Payment  or  Additional  Fixed  Payment  is 
due,  as  applicable,  (the  "Notifying  Party")  shall  deliver  a  copy  of  any  Servicer  Report  relevant  to  such  payment  that 
is  requested  by  the  party  that  is  not  the  Notifying  Party  or  by  either  party  where  the  Notifying  Party  is  the  Calculation 
Agent,  if  and  to  the  extent  that  such  Servicer  Report  is  reasonably  available  to  the  Notifying  Party  (whether  or  not 
the  Notifying  Party  is  a  holder  of  the  Reference  Obligation). 

(b)  Calculation  Agent  and  Buyer  and  Seller  Determinations 

The  Calculation  Agent  shall  be  responsible  for  determining  and  calculating  (i)  the  Fixed  Amount  payable  on  each 
Fixed  Rate  Payer  Payment  Date;  (ii)  the  occurrence  of  a  Floating  Amount  Event  and  the  related  Floating  Amount 
and  (iii)  the  occurrence  of  an  Additional  Fixed  Payment  Event  and  the  related  Additional  Fixed  Amount;  provided 
that  notwithstanding  the  above,  each  of  Buyer  and  Seller  shall  be  entitled  to  determine  and  calculate  the  above 
amounts  to  the  extent  that  Buyer  or  Seller,  as  applicable,  has  the  right  to  deliver  a  notice  to  the  other  party 
demanding  payment  of  such  amount.  The  Calculation  Agent  or  Buyer  or  Seller,  as  applicable,  shall  make  such 
determinations  and  calculations  based  solely  on  the  basis  of  the  Servicer  Reports,  to  the  extent  such  Servicer 
Reports  are  reasonably  available  to  the  Calculation  Agent  or  such  party.  The  Calculation  Agent  or  Buyer  or  Seller, 
as  applicable,  shall,  as  soon  as  practicable  after  making  any  of  the  determinations  or  calculations  specified  in  (i)  and 
(ii)  above,  notify  the  parties  or  the  other  party,  as  applicable,  of  such  determinations  and  calculations.  For  the 
avoidance  of  doubt,  if  an  Interest  Shortfall  Amount  is  not  explicitly  set  out  in  the  Servicer  Report  but  the  Calculation 
Agent  determines  that  an  Interest  Shortfall  has  occurred  on  the  basis  of  information  in  such  Servicer  Report,  then 
the  relevant  Interest  Shortfall  Amount  shall  be  calculated  by  the  Calculation  Agent  on  the  basis  of  such  information. 

(c)  Adjustment  of  Calculation  Agent  Determinations 

To  the  extent  that  a  Servicer  furnishes  any  Servicer  Reports  correcting  information  contained  in  previously  issued 
Servicer  Reports,  and  such  corrections  impact  calculations  pursuant  to  this  Transaction,  the  calculations  relevant  to 
the  Transaction  shall  be  adjusted  retroactively  by  the  Calculation  Agent  to  reflect  the  corrected  information  {provided 
that,  for  the  avoidance  of  doubt,  no  amounts  in  respect  of  interest  shall  be  payable  by  either  party  and  provided  that 
the  Calculation  Agent  in  performing  the  calculations  pursuant  to  this  paragraph  will  assume  that  no  interest  has 
accrued  on  any  adjusted  amount),  and  the  Calculation  Agent  shall  promptly  notify  both  parties  of  any  corrected 
payments  required  by  either  party.  Any  required  corrected  payments  shall  be  made  within  five  Business  Days  of  the 
day  on  which  such  notification  by  the  Calculation  Agent  is  effective. 

7.  Offices: 

The  Office  of  Seller  for  this  Transaction  is  George  Town,  Grand  Cayman,  Cayman  Islands. 


The  Office  of  Buyer  for  this  Transaction  is  London. 
Notice  and  Account  Details: 


Telephone,  Telex  and/or 
Facsimile  Numbers  and 
Contact  Details  for  Notices: 


Buyer 


Seller 


Deutsche  Bank  AG,  London 


Winchester  House 


1  Great  Winchester  Street 


London  EC2N  2DB 


Attention: 


Telephone:  +1  212  250  7730 


Gemstone  CDO  VII  Ltd. 
D 
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Attention:  Q 
Facsimile:  fl 

With  a  copy  to: 

HBK  Investments,  LP. 
D 

Attention:  Q 
Facsimile:  Q 

Account  Details: 

Account  Details  of  Buyer: 

n 

Swift  BIC  Code:  [] 

Account  No:  Q 

Fed  ABA  No:  D 

CHIPS  ABA  No:  Q 

CHIPS  UID  No:  fl 

Favour  0 

Account  Details  of  Seller 

n 

Account  No:  Q 

Fed  ABA  No:  fl 

Benef  Name:  Q 

Behef  Address:  fl 

FC:n 

OBI:fl 

Additional  Definitions  and  Amendments  to  the  Credit  Derivatives  Definitions: 

References  in  Sections  4.1,  8.2,  9.1  and  9.2(a)  of  the  Credit  Derivatives  Definitions  as  well  as  Section  3(a)(iv)  of  the 
form  of  Novation  Agreement  set  forth  in  Exhibit  E  to  the  Credit  Derivatives  Definitions  to  the  Reference  Entity  shall 
be  deemed  to  be  references  to  both  the  Reference  Entity  and  the  Insurer  in  respect  of  the  Reference  Policy,  if 
applicable. 


(b) 


(i) 


(ii) 


(iii) 


The  definition  of  "Publicly  Available  Information"  in  Section  3.5  of  the  Credit  Derivatives  Definitions  shall  be 
amended  by  (i)  inserting  the  words  "the  Insurer  in  respect  of  the. Reference  Policy,  if  applicable"  at  the  end 
of  subparagraph  (a)(ii)(A)  thereof,  (ii)  inserting  the  words  ",  servicer,  sub-servicer,  master  servicer"  before 
the  words  "or  paying  agent"  in  subparagraph  (a)(ii)(B)  thereof  and  (iii)  deleting  the  word  "or"  at  the  end  of 
subparagraph  (a)(iii)  thereof  and  inserting  at  the  end  of  subparagraph  (a)(iv)  thereof  the  following:  "or  (v)  is 
information  contained  in  a  notice  or  on  a  website  published  by  an  internationally  recognized  rating  agency 
that  has  at  any  time  rated  the  Reference  Obligation". 

The  definition  of  "Physical  Settlement"  in  Section  8.1  of  the  Credit  Derivatives  Definitions  shall  be  amended 
by  (i)  deleting  the  words  "Physical  Settlement  Amount"  from  the  last  line  of  the  second  paragraph  thereof 
and  (ii)  inserting  in  lieu  thereof  the  words  "Exercise  Amount". 

The  definition  of  "Physical  Settlement  Date"  in  Section  8.4  of  the  Credit  Derivatives  Definitions  shall  be 
amended  by  deleting  the  last  sentence  thereof. 


(c) 


For  the  purposes  of  this  Transaction  only,  the  following  terms  have  the  meanings  given  below: 

"Actual  Principal  Amount"  means,  with  respect  to  the  Final  Amortization  Date  or  the  Legal  Final  Maturity  Date,  an 
amount  paid  on  such  day  by  or  on  behalf  of  the  Issuer  in  respect  of  principal  (excluding  any  capitalized  interest)  to 
the  holder(s)  of  the  Reference  Obligation  in  respect  of  the  Reference  Obligation. 
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"Aggregate  Implied  Writedown  Amount"  means  the  greater  of  (i)  zero  and  (ii)  the  aggregate  of  all  Implied 
Writedown  Amounts  minus  the  aggregate  of  all  Implied  Writedown  Reimbursement  Amounts,  provided  that  if 
Implied  Writedown  is  not  applicable,  the  Aggregate  Implied  Writedown  Amount  shall  be  deemed  to  be  zero. 

"Current  Factor"  means  the  factor  of  the  Reference  Obligation  as  specified  in  the  most  recent  Servicer  Report; 
provided  that  if  the  factor  is  not  specified  in  the  most  recent  Servicer  Report  or  such  specified  factor  includes 
deferred  or  capitalized  interest  relating  to  the  Term  of  this  Transaction,  then  the  Current  Factor  shall  be  the  ratio 
equal  to  (i)  the  Outstanding  Principal  Amount  as  of  such  date,  determined  in  accordance  with  the  most  recent 
Servicer  Report  over  (ii)  the  Original  Principal  Amount. 

"Current  Period  Implied  Writedown  Amount"  means,  in  respect  of  a  Reference  Obligation  Calculation  Period,  an 
amount  determined  as  of  the  last  day  of  such  Reference  Obligation  Calculation  Period  equal  to  the  greater  of: 

(i)  zero;  and 

(ii)  the  product  of:  . 

(A)  the  Implied  Writedown  Percentage;  and 

(B)  the  greater  of: 

(1)  zero;  and 

(2)  the  lesser  of  (x)  the  Pari  Passu  Amount  and  (y)  the  product  of  (I)  the  Pari  Passu  Amount 
plus  the  Senior  Amount  and  (II)  an  amount  equal  to  one  minus  the  Overcollateralization 
Ratio. 

"Delayed  Payment"  means,  with  respect  to  a  Delivery  Date,  a  Principal  Payment,  Principal  Shortfall 
Reimbursement  or  a  Writedown  Reimbursement  within  paragraph  (i)  of  the  definition  of  "Writedown 
Reimbursement"  that  is  described  in  a  Servicer  Report  delivered  to  holders  of  the  Reference  Obligation  or  to  the 
Calculation  Agent  on  or  after  such  Delivery  Date. 

"Delayed  Payment  Amount"  means,  if  persons  who  are  holders  of  the  Reference  Obligation  as  of  a  date  prior  to  a 
Delivery  Date  are  paid  a  Delayed  Payment  on  or  after  such  Delivery  Date,  an  amount  equal  to  the  product  of  (i)  the 
sum  of  all  such  Delayed  Payments,  (ii)  the  Reference  Price,  (iii)  the  Applicable  Percentage  immediately  prior  to  such 
Delivery  Date  and  (iv)  the  Exercise  Percentage. 

"Distressed  Ratings  Downgrade"  means  that  the  Reference  Obligation: 

(i)  if  publicly  rated  by  Moody's,  (A)  is  downgraded  to  "Caa2"  or  below  by  Moody's  or  (B)  has  the  rating 

assigned  to  it  by  Moody's  withdrawn  and,  in  either  case,  not  reinstated  within  five  Business  Days  of  such 
downgrade  or  withdrawal;  provided  that  if  such  Reference  Obligation  was  assigned  a  public  rating  of 
"Baa3"  or  higher  by  Moody's  immediately  prior  to  the  occurrence  of  such  withdrawal,  it  shall  not  constitute 
a  Distressed  Ratings  Downgrade  if  such  Reference  Obligation  is  assigned  a  public  rating  of  at  least  "Caa1" 
by  Moody's  within  three  calendar  months  after  such  withdrawal;  or 

(ii)  if  publicly  rated  by  Standard  &  Poor's,  (A)  is  downgraded  to  "CCC"  or  below  by  Standard  &  Poor's  or  (B) 

has  the  rating  assigned  to  it  by  Standard  &  Poor's  withdrawn  and,  in  either  case,  not  reinstated  within  five 
Business  Days  of  such  downgrade  or  withdrawal;  provided  that  if  such  Reference  Obligation  was  assigned 
a  public  rating  of  "BBB-"  or  higher  by  Standard  &  Poor's  immediately  prior  to  the  occurrence  of  such 
withdrawal,  it  shall  not  constitute  a  Distressed  Ratings  Downgrade  if  such  Reference  Obligation  is  assigned 
a  public  rating  of  at  least  "CCC+"  by  Standard  &  Poor's  within  three  calendar  months  after  such  withdrawal; 
or 

(iii)  if  publicly  rated  by  Fitch,  (A)  is  downgraded  to  "CCC")  or  below  by  Fitch  or  (B)  has  the  rating  assigned  to  it 

by  Fitch  withdrawn  and,  in  either  case,  not  reinstated  within  five  Business  Days  of  such  downgrade  or 
withdrawal;  provided  that  if  such  Reference  Obligation  was  assigned  a  public  rating  of  "BBB-"  or  higher  by 
Fitch  immediately  prior  to  the  occurrence  of  such  withdrawal,  it  shall  not  constitute  a  Distressed  Ratings 
Downgrade  if  such  Reference  Obligation  is  assigned  a  public  rating  of  at  least  "CCC+"  by  Fitch  within  three 
calendar  months  after  such  withdrawal. 
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■Effective  Maturity  Date"  means  the  earlier  of  (a)  the  Scheduled  Termination  Date  and  (b)  the  Final  Amortization 
Date. 

"Exercise  Amount"  means  for  purposes  of  the  Transaction,  an  amount  to  which  a  Notice  of  Physical  Settlement 
relates  equal  to  the  product  of  (i)  the  original  face  amount  of  the  Reference  Obligation  to  be  Delivered  by  Buyer  to 
Seller  on  the  applicable  Physical  Settlement  Date;  and  (ii)  the  Current  Factor  as  of  such  date.  The  Exercise  Amoun 
to  which  a  Notice  of  Physical  Settlement  relates  shall  (A)  be  equal  to  or  less  than  the  Reference  Obligation  Notional 
Amount  (determined,  for  this  purpose,  without  regard  to  the  effect  of  any  Writedown  or  Writedown  Reimbursement 
within  paragraphs  (0(B)  or  (iii)  of  "Writedown"  or  paragraphs  00(B)  or  (iii)  of  "Writedown  Reimbursement 
respectively)  as  of  the  date  on  which  the  relevant  Notice  of  Physical  Settlement  is  delivered  calculated  as  though 
the  Physical  Settlement  of  all  previously  delivered  Notices  of  Physical  Settlement  has  occurred  in  full  and  (B)  not  be 
less  than  the  lesser  of  (1)  the  Reference  Obligation  Notional  Amount  as  of  the  date  on  which  the  relevant  Notice  of 
Physical  Settlement  is  delivered  calculated  as  though  Physical  Settlement  in  respect  of  all  previously  delivered 
Notices  of  Physical  Settlement  has  occurred  in  full  and  (2)  USD100.000.  The  cumulative  original  face  amount  of 
Deliverable  Obligations  specified  in  all  Notices  of  Physical  Settlement  shall  not  at  any  time  exceed  the  Initial  Face 
Amount  For  the  avoidance  of  doubt  (a)  if  any  capitalization  of  interest  in  respect  of  the  Reference  Obligation 
occurred  during  the  Term  of  this  Transaction  and  has  not  been  recovered  by  holders  of  the  Reference  Obligation 
pursuant  to  the  terms  of  the  Underlying  Instruments,  then,  for  the  purposes  of  determining  the  amount  of  Deliverable 
Obligations  to  be  Delivered,  the  Exercise  Amount  (determined  above  by  reference  to  the  ongmal  face  amount)  will 
represent  an  outstanding  principal  balance  of  the  Reference  Obligation  to  be  Delivered  by  Buyer  that  includes  the 
proportion  of  unrecovered  interest  attributable  to  the  Reference  Obligation  to  be  Delivered  and  (b)  notwithstanding 
the  foregoing,  the  Physical  Settlement  Amount  payable  by  Seller  in  relation  to  such  Exercise  Amount  shall  not 
include  any  amount  in  respect  of  such  unrecovered  interest. 

"Exercise  Percentage"  means,  with  respect  to  a  Notice  of  Physical  Settlement,  a  percentage  equal  to  the  original 
face  amount  of  the  Deliverable  Obligations  specified  in  such  Notice  of  Physical  Settlement  divided  by  an  amount 
equal  to  (i)  the  Initial  Face  Amount  minus  (ii)  the  aggregate  of  the  original  face  amount  of  all  Deliverable  Obligations 
specified  in  all  previously  delivered  Notices  of  Physical  Settlement. 

"Exoected  Principal  Amount"  means,  with  respect  to  the  Final  Amortization  Date  or  the  Legal  Final  Maturity  Date, 
an  amount  equal  to  (i)  the  Outstanding  Principal  Amount  of  the  Reference  Obligation  payable  on  such  day 
(excluding  capitalized  interest)  assuming  for  this  purpose  that  sufficient  funds  are  available  for  such  payment  where 
such  amount  shall  be  determined  in  accordance  with  the  Underlying  Instruments,  minus  (n)  the  sum  of  (A)  the 
Aggregate  Implied  Writedown  Amount  (if  any)  and  (B)  the  net  aggregate  principal  deficiency  balance  or  realized  loss 
amounts  (however  described  in  the  Underlying  Instruments)  that  are  attributable  to  the  Reference  Obligation.  The 
Expected  Principal  Amount  shall  be  determined  without  regard  to  the  effect  of  any  provisions  (however  described  of 
the  Underlying  Instruments  that  permit  the  limitation  of  due  payments  or  distributions  of  funds  in  accordance  with  the 
terms  of  such  Reference  Obligation  or  that  provide  for  the  extinguishing  or  reduction  of  such  payments  or 
distributions. 

"Failure  to  Pay  Interest"  means  the  occurrence  of  an  Interest  Shortfall  Amount  or  Interest  Shortfall  Amounts 
(calculated  on  a  cumulative  basis)  in  excess  of  the  relevant  Payment  Requirement. 

"Failure  to  Pay  Principal"  means  (i)  a  failure  by  the  Reference  Entity  (or  any  Insurer)  to  pay  an  Expected  Principal 
Amount  on  the  Final  Amortization  Date  or  the  Legal  Final  Maturity  Date,  as  the  case  may  be  or  (ii)  payment  on  any 
such  day  of  an  Actual  Principal  Amount  that  is  less  than  the  Expected  Principal  Amount;  provided  that  the  failure  by 
the  Reference  Entity  (or  any  Insurer)  to  pay  any  such  amount  in  respect  of  principal  in  accordance  with  the 
foregoing  shall  not  constitute  a  Failure  to  Pay  Principal  if  such  failure  has  been  remedied  within  any  grace  penod 
applicable  to  such  payment  obligation  under  the  Underlying  Instruments  or,  if  no  such  grace  penod  is  applicable, 
within  three  Business  Days  after  the  day  on  which  the  Expected  Principal  Amount  was  scheduled  to  be  paid. 

"Final  Amortization  Date"  means  the  first  to  occur  of  (i)  the  date  on  which  the  Reference  Obligation  Notional 
Amount  is  reduced  to  zero  and  (ii)  the  date  on  which  the  assets  securing  the  Reference  Obligation  or  designated  to 
fund  amounts  due  in  respect  of  the  Reference  Obligation  are  liquidated,  distributed  or  otherwise  disposed  of  in  full 
and  the  proceeds  thereof  are  distributed  or  otherwise  disposed  of  in  full. 

"Fitch"  means  Fitch  Ratings  or  any  successor  to  its  rating  business. 

"Implied  Writedown  Amount"  means,  (i)  if  the  Underlying  Instruments  do  not  provide  for  writedowns,  applied 
losses  principal  deficiencies  or  realized  losses  as  described  in  (i)  of  the  definition  of  'Writedown  to  occur  in  respect 
of  the  Reference  Obligation,  on  any  Reference  Obligation  Payment  Date,  an  amount  determined  by  the  Calculation 
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Agent  equal  to  the  excess,  if  any,  of  the  Current  Period  Implied  Writedown  Amount  over  the  Previous  Penod  Implied 
Writedown  Amount,  in  each  case  in  respect  of  the  Reference  Obligation  Calculation  Period  to  which  such  Reference 
Obligation  Payment  Date  relates,  and  (ii)  in  any  other  case,  zero. 

"Implied  Writedown  Percentage"  means  (i)  the  Outstanding  Principal  Amount  divided  by  (ii)  the  Pari  Passu 
Amount. 

"Implied  Writedown  Reimbursement  Amount"  means,  (i)  if  the  Underlying  Instruments  do  not  provide  for 
writedowns  applied  losses,  principal  deficiencies  or  realized  losses  as  described  in  (i)  of  the  definition  of 
"Writedown"  to  occur  in  respect  of  the  Reference  Obligation,  on  any  Reference  Obligation  Payment  Date,  an 
amount  determined  by  the  Calculation  Agent  equal  to  the  excess,  if  any,  of  the  Previous  Period  Implied  Writedown 
Amount  over  the  Current  Period  Implied  Writedown  Amount,  in  each  case  in  respect  of  the  Reference  Obligation 
Calculation  Period  to  which  such  Reference  Obligation  Payment  Date  relates,  and  (ii)  in  any  other  case,  zero, 
provided  that  the  aggregate  of  all  Implied  Writedown  Reimbursement  Amounts  at  any  time  shall  not  exceed  the 
product  of  the  Pari  Passu  Amount  and  the  Implied  Writedown  Percentage. 

"Legal  Final  Maturity  Date"  means  the  date  set  out  in  paragraph  1  above  (subject,  for  the  avoidance  of  doubt,  to 
any  business  day  convention  applicable  to  the  legal  final  maturity  date  of  the  Reference  Obligation),  provided  MnaX  if 
the  legal  final  maturity  date  of  the  Reference  Obligation  is  amended,  the  Legal  Final  Maturity  Date  shall  be  such 
date  as  amended. 

"MoodyV  means  Moody's  Investors  Service,  Inc.  or  any  successor  to  its  rating  business. 

"Outstanding  Principal  Amount"  means,  as  of  any  date  of  determination  with  respect  to  the  Reference  Obligation, 
the  outstanding  principal  balance  of  the  Reference  Obligation  as  of  such  date,  which  shall  take  into  account: 

(i)  all  payments  of  principal; 

(ii)  '  all  writedowns  or  applied  losses  (however  described  in  the  Underlying  Instruments)  resulting  in  a  reduction 
in  the  outstanding  principal  balance  of  the  Reference  Obligation  (other  than  as  a  result  of  a  scheduled  or 
unscheduled  payment  of  principal); 

(iii)  forgiveness  of  any  amount  by  the  holders  of  the  Reference  Obligation  pursuant  to  an  amendment  to  the 
Underlying  Instruments  resulting  in  a  reduction  in  the  outstanding  principal  balance  of  the  Reference 
Obligation; 

(iv)         any  payments  reducing  the  amount  of  any  reductions  described  in  (ii)  and  (iii)  of  this  definition;  and 

(v)  any  increase  in  the  outstanding  principal  balance  of  the  Reference  Obligation  that  reflects  a  reversal  of  any 

prior  reductions  described  in  (ii)  and  (iii)  of  this  definition. 

For  the  avoidance  of  doubt,  the  Outstanding  Principal  Amount  shall  not  include  any  portion  of  the  outstanding 
principal  balance  of  the  Reference  Obligation  that  is  attributable  to  the  deferral  or  capitalization  of  interest  dunng  the 
Term  of  this  Transaction. 

"Overcollateralization  Ratio"  means,  in  respect  of  a  Reference  Obligation  Calculation  Period: 

(i)  if  the  most  recent  Servicer  Report  sets  out  a  ratio  representing  the  ratio  of  (A)  the  aggregate  asset  pool 

balance  securing  the  payment  obligations  on  the  Reference  Obligation  (subject  to  certain  adjustments  as 
described  in  the  Underlying  Instruments)  to  (B)  the  Pari  Passu  Amount  plus  the  Senior  Amount,  then  such 
ratio;  or 

(ii)  '  if  the  ratio  cannot  be  determined  under  (i)  but  the  most  recent  Servicer  Report  for  one  or  more  senior 
Related  Obligations  (if  any)  sets  out  such  a  ratio,  then  a  ratio  equal  to  the  ratio  of  (A)  the  product  of  (1) 
such  ratio  determined  with  respect  to  the  senior  Related  Obligation  ranking  closest  in  priority  of  payment  to 
the  Reference  Obligation  for  which  such  a  ratio  is  set  out,  and  (2)  the  aggregate  outstanding  principal 
balance  of  such  Related  Obligation  and  any  other  Related  Obligations  ranking  in  priority  of  payment  either 
pari  passu  with  or  senior  to  such  Related  Obligation  to  (B)  the  sum  of  the  Pari  Passu  Amount  plus  the 
Senior  Amount  with  respect  to  such  Reference  Obligation;  or 
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(iii)  if  the  ratio  cannot  be  determined  under  (ii)  but  the  most  recent  Servicer  Report  for  one  or  more  junior 

Related  Obligations  (if  any)  sets  out  such  a  ratio,  then  a  ratio  equal  to  the  ratio  of  (A)  the  product  of  (1) 
such  ratio  determined  with  respect  to  the  junior  Related  Obligation  ranking  closest  in  priority  of  payment  to 
the  Reference  Obligation  for  which  such  a  ratio  is  set  out,  and  (2)  the  aggregate  outstanding  principal 
balance  of  such  Related  Obligation  and  any  other  Related  Obligations  ranking  in  priority  of  payment  either 
pari  passu  with  or  senior  to  such  Related  Obligation  (including  the  Reference  Obligation)  and  (B)  the  sum 
of  the  Pari  Passu  Amount  plus  the  Senior  Amount  with  respect  to  such  Reference  Obligation;  or 

(iv)  if  the  ratio  cannot  be  determined  under  (iii),  then  a  ratio  representing  the  ratio  of  (A)  the  aggregate  asset 
pool  balance  securing  the  payment  obligations  under  the  Reference  Obligation  to  (B)  the  Pari  Passu 
Amount  plus  the  Senior  Amount. 

"Pari  Passu  Amount"  means,  as  of  any  date  of  determination,  the  aggregate  of  the  Outstanding  Principal  Amount 
of  the  Reference  Obligation  and  the  aggregate  outstanding  principal  balance  of  all  obligations  of  the  Reference 
Entity  secured  by  the  Underlying  Assets  and  ranking  pari  passu  in  priority  with  the  Reference  Obligation. 

"PIK-able"  means,  in  relation  to  a  Reference  Obligation,  that  the  Underlying  Instruments  include  provisions  that 
provide  for  capitalization  or  deferral  of  interest  on  such  Reference  Obligation. 

"Previous  Period  Implied  Writedown  Amount"  means,  in  respect  of  a  Reference  Obligation  Calculation  Period, 
the  Current  Period  Implied  Writedown  Amount  as  determined  in  relation  to  the  last  day  of  the  immediately  preceding 
Reference  Obligation  Calculation  Period. 

"Principal  Payment"  means,  with  respect  to  any  Reference  Obligation  Payment  Date,  the  occurrence  of  a  payment 
of  an  amount  to  the  holders  of  the  Reference  Obligation  in  respect  of  principal  (scheduled  or  unscheduled)  in 
respect  of  the  Reference  Obligation  other  than  a  payment  in  respect  of  principal  representing  capitalized  interest, 
excluding,  for  the  avoidance  of  doubt,  any  Writedown  Reimbursement  or  Interest  Shortfall  Reimbursement. 

"Principal  Payment  Amount"  means,  with  respect  to  any  Reference  Obligation  Payment  Date,  an  amount  equal  to 
the  product  of  (i)  the  amount  of  any  Principal  Payment  on  such  date  and  (ii)  the  Applicable  Percentage. 

"Principal  Shortfall  Amount"  means,  in  respect  of  a  Failure  to  Pay  Principal,  an  amount  equal  to  the  greater  of: 

(i)  zero;  and 

(ii)  the  amount  equal  to  the  product  of: 

(A)  the  Expected  Principal  Amount  minus  the  Actual  Principal  Amount; 

(B)  the  Applicable  Percentage;  and 

(C)  the  Reference  Price. 

If  the  Principal  Shortfall  Amount  would  be  greater  than  the  Reference  Obligation  Notional  Amount  immediately  prior 
to  the  occurrence  of  such  Failure  to  Pay  Principal,  then  the  Principal  Shortfall  Amount  shall  be  deemed  to  be  equal 
to  the  Reference  Obligation  Notional  Amount  at  such  time. 

"Principal  Shortfall  Reimbursement"  means,  with  respect  to  any  day,  the  payment  by  or  on  behalf  of  the  Issuer  of 
an  amount  in  respect  of  the  Reference  Obligation  in  or  toward  the  satisfaction  of  any  deferral  of  or  failure  to  pay 
principal  arising  from  one  or  more  prior  occurrences  of  a  Failure  to  Pay  Principal. 

"Principal  Shortfall  Reimbursement  Amount"  means,  with  respect  to  any  day,  the  product  of  (i)  the  amount  of  any 
Principal  Shortfall  Reimbursement  on  such  day,  (ii)  the  Applicable  Percentage  and  (iii)  the  Reference  Price. 

"Principal  Shortfall  Reimbursement  Payment  Amount"  means,  with  respect  to  an  Additional  Fixed  Amount 
Payment  Date,  the  sum  of  the  Principal  Shortfall  Reimbursement  Amounts  in  respect  of  all  Principal  Shortfall 
Reimbursements  (if  any)  made  during  the  Reference  Obligation  Calculation  Period  relating  to  such  Additional  Fixed 
Amount  Payment  Date,  provided  that  the  aggregate  of  all  Principal  Shortfall  Reimbursement  Payment  Amounts  at 
any  time  shall  not  exceed  the  aggregate  of  all  Floating  Amounts  paid  by  Seller  in  respect  of  occurrences  of  Failure 
to  Pay  Principal  prior  to  such  Additional  Fixed  Amount  Payment  Date. 
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"Rating  Agencies"  means  Fitch,  Moody's  and  Standard  &  Poor's. 

"Reference  Obligation  Calculation  Period"  means,  with  respect  to  each  Reference  Obligation  Payment  Date,  a 
period  corresponding  to  the  interest  accrual  period  relating  to  such  Reference  Obligation  Payment  Date  pursuant  to 
the  Underlying  Instruments.  For  the  avoidance  of  doubt,  the  first  Reference  Obligation  Calculation  Period  will  begin 
on  the  Reference  Obligation  Payment  Date  falling  on  or  immediately  prior  to  the  Effective  Date. 

"Reference  Obligation  Coupon"  means  the  periodic  interest  rate  applied  in  relation  to  each  Reference  Obligation 
Calculation  Period  on  the  related  Reference  Obligation  Payment  Date,  as  determined  in  accordance  with  the  terms 
of  the  Underlying  Instruments  as  at  the  Effective  Date,  without  regard  to  any  subsequent  amendment. 

"Reference  Obligation  Payment  Date"  means  (i)  each  scheduled  distribution  date  for  the  Reference  Obligation 
occurring  on  or  after  the  Effective  Date  and  on  or  prior  to  the  Scheduled  Termination  Date,  determined  in 
accordance  with  the  Underlying  Instruments  and  (ii)  any  day  after  the  Effective  Maturity.Date  on  which  a  payment  is 
made  in  respect  of  the  Reference  Obligation. 

"Related  Obligation"  means,  in  relation  to  the  Reference  Obligation,  an  obligation  of  the  Reference  Entity  that  is 
also  secured  by  the  Underlying  Assets  but  ranks  senior  or  junior  to  the  Reference  Obligation  in  pnonty  of  payment. 
In  relation  to  a  Related  Obligation,  the  terms  "Servicer",  "Servicer  Report"  and  "Underlying  Instruments"  shall  have 
the  meanings  set  out  in  this  Confirmation  but  with  references  in  the  definitions  of  those  terms  to  "Reference 
Obligation"  being  deemed,  solely  for  this  purpose,  to  be  references  to  the  Related  Obligation. 

"Relevant  Amount"  means,  if  a  Servicer  Report  that  describes  a  Principal  Payment,  Writedown  or  Writedown 
Reimbursement  (other  than  a  Writedown  Reimbursement  within  paragraph  (i)  of  "Writedown  Reimbursement ),  in 
each  case  that  has  the  effect  of  decreasing  or  increasing  the  interest-accruing  principal  balance  of  the  Reference 
Obligation  as  of  a  date  prior  to  a  Delivery  Date  but  such  Servicer  Report  is  delivered  to  holders  of  the  Reference 
Obligation  or  to  the  Calculation  Agent  on  or  after  such  Delivery  Date,  an  amount  equal  to  the  product  of  (i)  the  sum 
of  any  such  Principal  Payment  (expressed  as  a  positive  amount),  Writedown  (expressed  as  a  positive  amount)  or 
Writedown  Reimbursement  (expressed  as  a  negative  amount),  as  applicable;  (ii)  the  Reference  Pnce;  (m)  the 
Applicable  Percentage  immediately  prior  to  such  Delivery  Date;  and  (iv)  the  Exercise  Percentage. 

"Senior  Amount"  means,  as  of  any  day,  the  aggregate  outstanding  principal  balance  of  all  obligations  of  the 
Reference  Entity  secured  by  the  Underlying  Assets  and  ranking  senior  in  priority  to  the  Reference  Obligation. 

"Servicer"  means  any  trustee,  servicer,  sub  servicer,  master  servicer,  fiscal  agent,  paying  agent  or  other  similar 
entity  responsible  for  calculating  payment  amounts  or  providing  reports  in  relation  to  the  Reference  Obligation 
pursuant  to  the  Underlying  Instruments. 

"Servicer  Report"  means  a  periodic  statement  or  report  regarding  the  Reference  Obligation  provided  by  the 
Servicer  to  holders  of  the  Reference  Obligation. 

"Standard  &  Poor's"  means  Standard  &  Poor's  Rating  Services,  a  division  of  The  McGraw-Hill  Companies,  Inc.  or 
any  successor  to  its  rating  business. 

"Underlying  Assets"  means  the  assets  securing  the  Reference  Obligation  for  the  benefit  of  the  holders  of  the 
Reference  Obligation  and  which  are  expected  to  generate  the  cashflows  required  for  the  servicing  and  repayment 
(in  whole  or  in  part)  of  the  Reference  Obligation,  or  the  assets  to  which  a  holder  of  such  Reference  Obligation  is 
economically  exposed  where  such  exposure  is  created  synthetically. 

"Underlying  Instruments"  means  the  indenture,  trust  agreement,  pooling  and  servicing  agreement  or  other 
relevant  agreement(s)  setting  forth  the  terms  of  the  Reference  Obligation. 


"Writedown"  means  the  occurrence  at  any  time  on  or  after  the  Effective  Date  of: 

a  writedown  or  applied  loss  (howeve 
reduction  in  the  Outstanding  Princip 
unscheduled  payment  of  principal);  or 


(i)  (A)         a  writedown  or  applied  loss  (however  described  in  the  Underlying  Instruments)  resulting  in  a 

reduction  in  the  Outstanding  Principal  Amount  (other  than  as  a  result  of  a  scheduled  or 
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(B)  the  attribution  of  a  principal  deficiency  or  realized  loss  (however  described  in  the  Underlying 
Instruments)  to  the  Reference  Obligation  resulting  in  a  reduction  or  subordination  of  the  current 
interest  payable  on  the  Reference  Obligation; 

(ii)  the  forgiveness  of  any  amount  of  principal  by  the  holders  of  the  Reference  Obligation  pursuant  to  an 

amendment  to  the  Underlying  Instruments  resulting  in  a  reduction  in  the  Outstanding  Principal  Amount;  or 

(iii)  if  Implied  Writedown  is  applicable  and  the  Underlying  Instruments  do  not  provide  for  writedowns,  applied 

losses,  principal  deficiencies  or  realized  losses  as  described  in  (i)  above  to  occur  in  respect  of  the 
Reference  Obligation,  an  Implied  Writedown  Amount  being  determined  in  respect  of  the  Reference 
Obligation  by  the  Calculation  Agent. 

"Writedown  Amount"  means,  with  respect  to  any  day,  the  product  of  (i)  the  amount  of  any  Writedown  on  such  day, 
(ii)  the  Applicable  Percentage  and  (iii)  the  Reference  Price. 

"Writedown  Reimbursement"  means,  with  respect  to  any  day,  the  occurrence  of: 

(i)  a  payment  by  or  on  behalf  of  the  Issuer  of  an  amount  in  respect  of  the  Reference  Obligation  in  reduction  of 

any  prior  Writedowns; 

(ii)  (A)  an  increase  by  or  on  behalf  of  the  Issuer  of  the  Outstanding  Principal  Amount  of  the  Reference 

Obligation  to  reflect  the  reversal  of  any  prior  Writedowns;  or 

(B)  a  decrease  in  the  principal  deficiency  balance  or  realized  loss  amounts  (however  described  in  the 

Underlying  Instruments)  attributable  to  the  Reference  Obligation;  or 

(iii)  if  Implied  Writedown  is  applicable  and  the  Underlying  Instruments  do  not  provide  for  writedowns,  applied 

losses,  principal  deficiencies  or  realized  losses  as  described  in  (ii)  above  to  occur  in  respect  of  the 
Reference  Obligation,  an  Implied  Writedown  Reimbursement  Amount  being  determined  in  respect  of  the 
Reference  Obligation  by  the  Calculation  Agent. 

"Writedown  Reimbursement  Amount"  means,  with  respect  to  any  day,  an  amount  equal  to  the  product  of: 

(i)  the  sum  of  all  Writedown  Reimbursements  on  that  day; 

(ii)  the  Applicable  Percentage;  and 

(iii)  the  Reference  Price. 

"Writedown  Reimbursement  Payment  Amount"  means,  with  respect  to  an  Additional  Fixed  Amount  Payment 
Date,  the  sum  of  the  Writedown  Reimbursement  Amounts  in  respect  of  all  Writedown  Reimbursements  (if  any) 
made  during  the  Reference  Obligation  Calculation  Period  relating  to  such  Additional  Fixed  Amount  Payment  Date, 
provided  that  the  aggregate  of  all  Writedown  Reimbursement  Payment  Amounts  at  any  time  shall  not  exceed  the 
aggregate  of  all  Floating  Amounts  paid  by  Seller  in  respect  of  Writedowns  occurring  prior  to  such  Additional  Fixed 
Amount  Payment  Date. 

10.  Representations 

Each  party  will  be  deemed  to  represent  to  the  other  party  on  the  date  on  which  it  enters  into  the  Transaction  that 
(absent  a  written  agreement  between  the  parties  that  expressly  imposes  affirmative  obligations  to  the  contrary  for 
the  Transaction): 

(a)  Non-Reliance 

It  is  acting  for  its  own  account,  and  it  has  made  its  own  independent  decisions  to  enter  into  the  Transaction 
and  as  to  whether  the  Transaction  is  appropriate  or  proper  for  it  based  upon  its  own  judgment  and  upon 
advice  from  such  advisers  as  it  has  deemed  necessary.  It  is  not  relying  on  any  communication  (written  or 
oral)  of  the  other  party  as  investment  advice  or  as  a  recommendation  to  enter  into  the  Transaction;  it  being 
understood  that  information  and  explanations  related  to  the  terms  and  conditions  of  the  Transaction  shall 
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not  be  considered  investment  advice  or  a  recommendation  to  enter  into  the  Transaction.  No 
communication  (written  or  oral)  received  from  the  other  party  shall  be  deemed  to  be  an  assurance  or 
guarantee  as  to  the  expected  results  of  the  Transaction. 

(b)  Assessment  and  Understanding 

It  is  capable  of  assessing  the  merits  of  and  understanding  (on  its  own  behalf  or  through  independent 
professional  advice),  and  understands  and  accepts,  the  terms,  conditions  and  risks  of  the  Transaction.  It  is 
also  capable  of  assuming,  and  assumes,  the  risks  of  the  Transaction. 

(c)  Status  of  Parties 

The  other  party  is  not  acting  as  a  fiduciary  for,  or  an  adviser  to  it  in  respect  of  the  Transaction. 

Please  confirm  your  agreement  to  be  bound  by  the  terms  of  the  foregoing  by  executing  a  copy  of  this 
Confirmation  and  returning  it  to  us  by  facsimile  to: 

Attention-  New  York  Derivatives  Documentation 

Telephone:  (212)250-9425 

Fax:  (212)797-0779 

Email:  NYderivative.documentation@db.com 

Deutsche  Bank  AG,  acting  through  its  London  Branch  is  acting  as  principal  in  the  Transaction.  The  time  of 
transaction  will  be  supplied  on  request.  The  time  of  exercise  will  be  supplied  on  request.  Details  of 
arrangements  with  introducing  brokers  are  available  on  request. 
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This  message  will  be  the  only  form  of  Confirmation  dispatched  by  us.  Please  execute  and  return  it  to  us  by  facsimile 
immediately.  If  you  wish  to  exchange  hard  copy  forms  of  this  Confirmation,  please  contact  us. 

Yours  faithfully, 

DEUTSCHE  BANK  AG,  ACTING  THROUGH  ITS  LONDON  BRANCH 


By:. 


Name: 

Title:       Authorized  Signatory 


By: 


Name: 

Title:       Authorized  Signatory 

Confirmed  as  of  the  date  first  written  above: 
Gemstone  CDO  VIII  Ltd. 


By: 


Name: 
Title: 
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Interest  Shortfall  Cap  Annex 


If  Interest  Shortfall  Cap  is  applicable,  then  the  following  provisions  will  apply: 

Interest  Shortfall  Cap  Basis: 

Variable  Cap 

Interest  Shortfall  Cap  Amount: 

If  the  Interest  Shortfall  Cap  Basis  is  Fixed  Cap,  the  Interest  Shortfall  Cap  Amount 
in  respect  of  an  Interest  Shortfall  shall  be  the  Fixed  Amount  calculated  in  respect 
of  the  Fixed  Rate  Payer  Payment  Date  immediately  following  the  Reference 
Obligation  Payment  Date  on  which  the  relevant  Interest  Shortfall  occurred. 

If  the  Interest  Shortfall  Cap  Basis  is  Variable  Cap,  the  Interest  Shortfall  Cap 
Amount  applicable  in  respect  of  a  Floating  Rate  Payer  Payment  Date  shall  be  an 
amount  equal  to  the  product  of: 

(a)          the  sum  of  the  Relevant  Rate  and  the  Fixed  Rate  applicable  to  the 
Fixed   Rate   Payer   Calculation    Period    immediately   preceding   the 
Reference  Obligation  Payment  Date  on  which  the  relevant  Interest 
Shortfall  occurs; 

(b)          the  amount  determined  by  the  Calculation  Agent  under  sub-clause  (b) 
of  the  definition  of  "Fixed  Amount"  in  relation  to  the  relevant  Fixed  Rate 
Payer  Payment  Date;  and 

(c)          the  actual  number  of  days  in  such  Fixed  Rate  Payer  Calculation  Period 
divided  by  360. 

Interest  Shortfall  Compounding: 

Applicable 

Interest  Shortfall  Reimbursement 
Payment  Amount: 

If  Interest  Shortfall  Cap  is  applicable,  then  with  respect  to  the  first  Additional 
Fixed  Amount  Payment  Date,  zero,  and  with   respect  to  any  subsequent 
Additional  Fixed  Amount  Payment  Date  and  calculated  as  of  the  Reference 
Obligation  Payment  Date  immediately  preceding  such  Additional  Fixed  Amount 
Payment  Date,  as  specified  by  the  Calculation  Agent  in  its  notice  to  the  parties  or 
by  Seller  in   its   notice  to  Buyer  of  the  existence  of  an  Interest  Shortfall 
Reimbursement,  an  amount  equal  to  the  greater  of: 

(a)          zero;  and 

(b)          the  amount  equal  to: 

(i)           the  product  of: 

(A)          the  Cumulative  Interest  Shortfall  Payment  Amount  as 
of   the    Additional    Fixed    Amount    Payment    Date 
immediately  preceding  such   Reference  Obligation 
Payment  Date;  and 

(B)          either: 

(3)          if     Interest     Shortfall     Compounding     is 
applicable,  the  relevant  Cumulative  Interest 
Shortfall  Payment  Compounding  Factor  for 
the   Fixed   Rate   Payer  Calculation   Period 
immediately  preceding  such  Additional  Fixed 
Amount  Payment  Date  (or  1.0  in  respect  of 
any  Additional  Fixed  Amount  Payment  Date 
occurring  after  the  final  Fixed  Rate  Payer 
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Cumulative  Interest  Shortfall  Amount: 


Payment  Date);  or 


(4)           if   Interest    Shortfall    Compounding   is    not 
applicable,  1; 


minus 


(ii)           the  Cumulative  Interest  Shortfall  Amount  as  of  such  Reference 
Obligation  Payment  Date;  


provided  that  if  the  Interest  Shortfall  Reimbursement  Payment  Amount  on  an 
Additional  Fixed  Amount  Payment  Date  would  exceed  the  Interest  Shortfall 
Reimbursement  Amount  in  respect  of  the  related  Reference  Obligation  Payment 
Date,  then  such  Interest  Shortfall  Reimbursement  Payment  Amount  shall  be 
deemed  to  be  equal  to  such  Interest  Shortfall  Reimbursement  Amount. 


With  respect  to  any  Reference  Obligation  Payment  Date,  an  amount  equal  to  the 
greater  of: 


M_ 


zero;  and 


M. 


an  amount  equal  to: 


the  Cumulative  Interest  Shortfall  Amount  as  of  the  Reference 
Obligation  Payment  Date  immediately  preceding  such 
Reference  Obligation  Payment  Date  or,  in  the  case  of  the  first 
Reference  Obligation  Payment  Date,  zero;  plus 


(ii)          the  Interest  Shortfall  Amount  (if  any)  in  respect  of  such 
Reference  Obligation  Payment  Date;  plus 


M_ 


either. 


(A)  if  Interest  Shortfall  Compounding  is  applicable,  an 
amount  determined  by  the  Calculation  Agent  as  the 
amount  of  interest  that  would  accrue  on  the 
Cumulative  Interest  Shortfall  Amount  immediately 
preceding  such  Reference  Obligation  Payment  Date 
during  the  related  Reference  Obligation  Calculation 
Period  pursuant  to  the  Underlying  Instruments  or,  in 
the  case  of  the  first  Reference  Obligation  Payment 
Date,  zero;  or  


(B)  if  Interest  Shortfall  Compounding  is  not  applicable,  0; 

minus 


(iv)         the   Interest   Shortfall   Reimbursement  Amount   (if  any)   in 
respect  of  such  Reference  Obligation  Payment  Date. 


Upon  the  occurrence  of  each  Delivery,  the  Cumulative  Interest  Shortfall  Amount 
shall  be  multiplied  by  a  fraction  equal  to  (a)  the  Applicable  Percentage 
immediately  following  such  Delivery  divided  by  (b)  the  Applicable  Percentage 
immediately  prior  to  such  Delivery;  provided,  however,  that  if  more  than  one 
Delivery  is  made  during  a  Reference  Obligation  Calculation  Period,  the 
Cumulative  Interest  Shortfall  Amount  calculated  as  of  the  Reference  Obligation 
Payment  Date  occurring  immediately  after  such  Reference  Obligation 
Calculation  Period  shall  be  multiplied  by  a  fraction  equal  to  (a)  the  Applicable 
Percentage  immediately  following  the  final  Delivery  made  during  such  Reference 
Obligation  Calculation  Period  and  (b)  the  Applicable  Percentage  immediately 


23 


PSI-M&T  Bank-02-0361 


Footnote  Exhibits  -  Page  2059 


Cumulative  Interest  Shortfall  Payment 
Amount: 


prior  to  the  first  Delivery  made  during  such  Reference  Obligation  Calculation 
Period. 


The  Cumulative  Interest  Shortfall  Payment  Amount  with  respect  to  any  Fixed 
Rate  Payer  Payment  Date  and  any  Additional  Fixed  Amount  Payment  Date 
falling  on  such  Fixed  Rate  Payer  Payment  Date  shall  be  an  amount  equal  to  the 
greater  of: 


JsL 


zero;  and 


(b)  the  amount  equal  to: 


_ffi 


the  sum  of. 


(A)  the    Interest    Shortfall    Payment    Amount   for    the 

:  Reference  Obligation  Payment  Date  corresponding  to 

such  Fixed  Rate  Payer  Payment  Date;  and 


(B)  the  product  of: 


(D 


the  Cumulative  Interest  Shortfall  Payment 
Amount  as  of  the  Fixed  Rate  Payer  Payment 
Date  immediately  preceding  such  Fixed 
Rate  Payer  Payment  Date  (or  zero  in  the 
case  of  the  first  Fixed  Rate  Payer  Payment 
Date);  and 


J2L 


either 


(AA)  if  Interest  Shortfall  Compounding  is 
applicable,  the  relevant  Cumulative 
Interest  Shortfall.  Payment 
Compounding  Factor,  or 


(BB)        if  Interest  Shortfall  Compounding  is 
not  applicable,  1 ; 


minus 


(ii)          any  Interest  Shortfall  Reimbursement  Payment  Amount  paid 
on  such  Fixed  Rate  Payer  Payment  Date. 


With  respect  to  any  Additional  Fixed  Amount  Payment  Date  falling  after  the  final 
Fixed  Rate  Payer  Payment  Date,  the  Cumulative  Interest  Shortfall  Payment 
Amount  shall  be  equal  to: 


(x)  the  Cumulative  Interest  Shortfall  Payment  Amount  as  of  the  Additional 

Fixed  Amount  Payment  Date  immediately  preceding  such  Additional 
Fixed  Amount  Payment  Date  (or  as  of  the  final  Fixed  Rate  Payer 
Payment  Date  in  the  case  of  the  first  Additional  Fixed  Amount  Payment 

Date  occurring  after  the  final  Fixed  Rate  Payer  Payment  Date);  minus 


(y)          any  Interest  Shortfall  Reimbursement  Payment  Amount  paid  on  such 
Additional  Fixed  Amount  Payment  Date. 


Upon  the  occurrence  of  each  Delivery,  the  Cumulative  Interest  Shortfall  Payment 
Amount  shall  be  multiplied  by  a  fraction  equal  to  (a)  the  Applicable  Percentage 
immediately  following  such  Delivery  divided  by  (b)  the  Applicable  Percentage 
immediately  prior  to  such  Delivery;  provided,  however,  that  if  more  than  one 
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Delivery  is   made   during   a   Reference   Obligation   Calculation    Period,   the 
Cumulative  Interest  Shortfall  Payment  Amount  calculated  as  of  the  Reference 
Obligation  Payment  Date  occurring  immediately  after  such  Reference  Obligation 
Calculation  Period  shall  be  multiplied  by  a  fraction  equal  to  (a)  the  Applicable 
Percentage  immediately  following  the  final  Delivery  made  during  such  Reference 
Obligation  Calculation  Period  and  (b)the  Applicable  Percentage  immediately 
prior  to  the  first  Delivery  made  during  such  Reference  Obligation  Calculation 
Period. 

Cumulative  Interest  Shortfall  Payment 
Compounding  Factor 

With  respect  to  any  Fixed  Rate  Payer  Calculation  Period,  an  amount  equal  to  the 
sum  of: 

(a)           1.0; 

plus 

(b)          the  product  of: 

(i)            the  sum  of  (A)  the  Relevant  Rate  plus  (B)  the  Fixed  Rate;  and 

(ii)          the   actual    number   of   days    in    such    Fixed    Rate   Payer 
Calculation  Period  divided  by  360; 

provided,  however,  that  the  Cumulative  Interest  Shortfall  Payment  Compounding 
Factor  shall  be  deemed  to  be  1.0  during  the  period  from  but  excluding  the 
Effective  Maturity  Date  to  and  including  the  Termination  Date. 

Relevant  Rate: 

With  respect  to  a  Fixed  Rate  Payer  Calculation  Period,  the  Floating  Rate, 
expressed  as  a  decimal  number  with  seven  decimal  places,  that  would  be 
determined  if: 

(a)          the  2000  ISDA  Definitions  (and  not  the  2003  ISDA  Credit  Derivatives 
Definitions)  applied  to  this  paragraph; 

(b)          the  Fixed  Rate  Payer  Calculation  Period  were  a  "Calculation  Period"  for 
purposes  of  such  determination;  and 

(c)          the  following  terms  applied: 

(i)           the  Floating  Rate  Option  were  the  Rate  Source; 

(ii)          the  Designated  Maturity  were  the  period  that  corresponds  to 
the  usual  length  of  a  Fixed  Rate  Payer  Calculation  Period;  and 

(iii)          the  Reset  Date  were  the  first  day  of  the  Calculation  Period; 

provided,  however,  that  the  Relevant  Rate  shall  be  deemed  to  be  zero  during  the 
period  from  but  excluding  the  Effective  Maturity  Date  to  and  including  the 
Termination  Date. 

Rate  Source: 

USD-LIBOR-BBA                                                                                                     I 
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SCHEDULE  L 

INDEX  OF  DEFINED  TERMS 

Following  is  an  index  of  defined  terms  used  in  this  Offering  Circular  and  the  page  number  where  each 
definition  appears. 
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25%  Threshold 178 

A  Security 101 

A/B  Exchange 101 

ABS  Type  Diversified  ABS  Securities 2 

ABS  Type  Diversified  Residential 

Securities 2 

ABS  Type  High-Diversity  CDO 

Securities 2 

ABS  Type  Low-Diversity  CDO  Securities 2 

ABS  Type  Undiversified  ABS  Securities 2 

ABX  Tranche  Security 106 

Accelerated  Amortization  Date 2,  57 

Accelerated  Maturity  Date 29,  83 

Accounting  Firm 167 

Accounts 5,  98 

Actual  Interest  Amount 116 

Administration  Agreement 148 

Administrator 148 

Affiliate 42 

Aggregate  Principal/Notional  Balance 57 

Allocation  Procedures 113 

Alternative  Debt  Test 101 

Applicable  Procedures 77 

Applicable  Recovery  Rate 57 

Asset-Backed  Securities 4,  33 

Asset-Backed  Security 98 

Auction 19,71 

Auction  Agent 19,  72 

Auction  Agent  Fees 154 

Auction  Call  Redemption 19,  73 

Auction  Call  Redemption  Date 72 

Auction  Date 19,  71 

Auction  Procedures 19,  71,  B-1 

Auction  Purchase  Agreement B-1 

Authorized  Recipient 1 

Automobile  Securities 107 

Average  Life 123 

Average  Life 129 

B  Security 101 

Bank 158 

Bankruptcy  Event 57 

Base  Rate 49 

Base  Rate  Reference  Bank 49 

Business  Day 51 

Calculation  Agent 48 

Calculation  Amount ....57 

Car  Rental  Fleet  Securities 107 

cause 155 


CDO  Pay  As  You  Go  Form 38 

CDO  Securities 107 

CFC 174 

Class 1 

Class  A  Notes 2, 1 

Class  A/B  Coverage  Tests 68 

Class  A/B  Interest  Coverage  Ratio 69 

Class  A/B  Interest  Coverage  Test 70 

Class  A/B  Overcollateralization  Ratio 68 

Class  A/B  Overcollateralization  Test 68 

Class  A-1  Notes 2, 1 

Class  A-2  Notes 2,1 

Class  B  Notes 2, 1 

Class  C  Coverage  Tests 68 

Class  C  Deferred  Interest 16,  47 

Class  C  Interest  Coverage  Ratio 69 

Class  C  Interest  Coverage  Test 70 

Class  C  Notes 2, 1 

Class  C  Overcollateralization  Ratio 68 

Class  C  Overcollateralization  Test 68 

Class  D  Coverage  Tests 68 

Class  D  Deferred  Interest 16,  47 

Class  D  Interest  Coverage  Ratio 69 

Class  D  Interest  Coverage  Test 70 

Class  D  Notes 2, 1 

Class  D  Overcollateralization  Ratio 68 

Class  D  Overcollateralization  Test 69 

Class  E  Deferred  Interest ....16,47 

Class  E  Diversion  Ratio .69 

Class  E  Diversion  Test 69 

Class  E  Notes 2,  1 

Clean-Up  Call  Redemption 20,  73 

Clearstream i 

Closing  Date 2 

CM BS  Securities 107 

Code 177 

CODE Hi 

Co-Issuer 1,2,4 

Collateral 6,98 

Collateral  Administration  Agreement 90 

Collateral  Administrator 91 

Collateral  Imbalance  Date 141 

Collateral  Manager 2,  4,  85, 152 

Collateral  Manager  Group 102 

Collateral  Manager  Securities 42 

Collateral  Quality  Tests 120 

Collection  Accounts 141 

Combined  Trade 132 

Commercial  ABS  Securities 108 


PSI-M&T  Bank-02-0365 


Footnote  Exhibits  -  Page  2063 


Company 176 

Confirmation 11,  111 

Consumer  ABS  Securities 108 

Consumer  Loan  Securities 108 

Controlling  Class 83 

Controlling  Person 178 

Convertible  Bond 57 

Coverage  Tests 67 

CPDIs 173 

Credit  Card  Securities 108 

Credit  Derivatives  Definitions 11, 111 

Credit  Event 117 

Credit-Improved  Asset 130 

Credit-Improved  Criteria 130 

Credit-Risk  Asset 131 

DBSI 2,  166 

Defaulted  Asset 57 

Defaulted  Interest 47 

Deferred  Interest 16,  47 

Deferred  Interest  PIK  Bond 59 

Definitive  Notes 76 

Delivered  Obligation 1 12 

Designated  Maturity 49 

Determination  Date 59 

Deutsche  Bank 158,  167 

Deutsche  Bank  AG  London 158 

Deutsche  Bank  Group 158 

Disclosure  Regulations 175 

Discount  Underlying  Asset 59 

Disposition 125 

Disposition  Proceeds 125 

Distressed  Ratings  Downgrade 118 

Distribution  Compliance  Period i,  22 

Distribution  Date 47 

DOJ 167 

DOL 178 

Dollars i 

DTC 2 

Due  Period 51 

Eligibility  Criteria 132 

Eligible  Country 59 

Eligible  Investments 142 

Eligible  SPV  Jurisdiction 59 

Emerging  Market 108 

Enron 166 

Equipment  Lease  Securities 108 

Equity  Security 131 

ERISA iii,  177 

ERISA  Plans 177 


Euroclear i 

Event  of  Default 81 

excepted  investment  company 185 

Excepted  Property 59 

Excess  Collateral  Account  Amount 147 

Excess  Interest 54 

Excess  Principal  Proceeds 55 

Exchange  Act xiv 

Expected  Interest  Amount 116 

Expense  Account 145 

Failure  to  Pay  Principal 117 

Fee  Cap  Amount 60 

FICO  Score 108 

Final  Maturity  Date 16,  50 

Financial  Institution 167 

First  Auction  Call  Date 19,71 

First  Distribution  Date 4,  47 

First  Period 156 

First  Synthetic  Security  Counterparty 11,  111 

Fitch 118,142 

Fixed  Rate  Security 60 

Floating  Payment 115 

Floating  Rate  Payer  Payment  Date 116 

Floating  Rate  Security 60 

Florida  Act vii 

Flow-Through  Investment  Vehicle 186 

Form  Approved  Short  Synthetic 

Confirmation 14 

Franchise  Securities 110 

FSMA xiv,  181 

GIC 15 

Global  Notes 22 

Group  I  Countries 60 

Group  II  Countries 60 

HBK 152 

HGB , 162 

High  LTV  RMBS  Security 109 

Highest  Auction  Price B-2 

Holzmann 168 

imbau 169 

Indenture 2 

.  indirect  participants 81 

Initial  Investment  Agreement 14, 137 

Initial  Investment  Agreement  Providerl  4, 137, 139 

Initial  Purchaser 2 

Initial  Rating 131 

Institutional  Accredited  Investor v 

Interest  Collection  Account 141 

Interest  Only  Security 60 
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Interest  Period 47 

Interest  Proceeds 60 

Interest  Rate  Swap  Agreement 11,  140 

Interest  Rate  Swap  Counterparty 140 

Interest  Shortfall  Amount 1 15 

Interest  Shortfall  Reimbursement 

Payment  Amount 116 

Investment 14,  137 

Investment  Act xi 

Investment  Agreement 137 

Investment  Company  Act 2, 188, 190 

Investment  Grade 131 

IPOs 166 

Irish  Paying  Agent 46 

IRS 170 

ISDA 38 

Issue 61 

Issuer 1,  2,  3 

Issuer  Charter i,  3 

Issuers 1,  4 

KPMG 161 

KPMGDTG 168 

Legend 78 

LIBOR  Business  Day 49 

LIBOR  Determination  Date 48 

Listed  Bidders B-1 

London  Banking  Day 49 

Majority-in-lnterest  of  Preference 

Shareholders 62 

Management  Agreement 4,  151 

Management  Fee 154 

Margin  Stock 62 

Master  Agreement 11, 111 

MBS  Pay  As  You  Go  Form 38 

Measurement  Date 62 

Mid-Prime  Securities 109 

Minimum  Preference  Share  Redemption 

Amount 19,72 

Monthly  Report 90 

Moody's 2 

Moody's  Asset  Correlation  Factor 2 

Moody's  Asset  Correlation  Test 121 

Moody's  Correlation  Factor 121 

Moody's  Haircut  Value 62 

Moody's  Limit  1 62 

Moody's  Limit  2 63 

Moody's  Minimum  Weighted  Average 

Recovery  Rate  Test 121 

Moody's  Rating 120, 1 


Moody's  Rating  Factor 1 

Moody's  Weighted  Average  Rating 

Factor 122 

Moody's  Weighted  Average  Rating 

Factor  Test 122 

Moody's  Weighted  Average  Recovery 

Rate 121 

Negative  Amortization  Security 62 

Net  Outstanding  Underlying  Asset 

Balance 62 

Net  Scheduled  Periodic  Offsetting 

Transaction  Payment 64 

Non-Subprime  Home  Equity  Loan 

Asset-Backed  Securities 109 

Non-U.S.  Holder 170 

Note  Purchase  Agreement 180 

Note  Register 77 

Note  Registrar 77 

Note  Valuation  Report 90 

Noteholders 24 

Notes 1,2,  1 

Notional  Amount 113 

Offer 102 

Offering Hi 

Offering  Circular 1 

Offset  Transaction 14, 119 

Offsetting  Transaction 14 

Offsetting  Transaction 119 

Offsetting  Transaction  Counterparty 14 

OID 172 

Optional  Redemption 18,  71 

Order xiv 

Original  Purchasers 20 

Other  Indebtedness 58 

Outstanding 86 

PAC  Method 172 

Participants 77 

parties  in  interest 177 

Pay  As  You  Go  Forms 38 

Paying  Agent 51 

Payment  Account 144 

Pension  Protection  Act  of  2006 178 

Permanent  Regulation  S  Global  Notes i 

Physical  Settlement  Amount 113 

PIKBond 64 

Plan  Asset  Regulation 178 

Plan  Fiduciary...! 177 

Plans 177 

Policy 15 
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pre-amendment  beneficial  owners 185 

Preference  Share  Paying  Agency 

Agreement i 

Preference  Share  Paying  Agent i 

Preference  Share  Payment  Account 145 

Preference  Share  Transfer  Agent i 

Preference  Shareholders 26 

Preference  Shares 1 

Prime  Securities .....109 

Principal  Collection  Account 141 

Principal  Only  Security 64 

Principal  Proceeds 64 

Principal  Shortfall  Amount 115 

Principal  Shortfall  Reimbursement 117 

Principal  Shortfall  Reimbursement 

Amount 117 

Principal  Shortfall  Reimbursement 

Payment  Amount 117 

Principal/Notional  Balance 64 

Priority  Distribution  Period 2 

Priority  of  Payments 51 

Private  Security 102 

Prohibited  Asset 102 

Prospectus  Directive 2 

Public  Security 103 

Pure  Private  Asset-Backed  Security 66 

QEF  election 173 

Qualified  Bidder B-2 

Qualified  Institutional  Buyer v 

Qualified  Purchaser v,  188,  190 

Qualifying  Foreign  Obligor 66 

Qualifying  Investment  Vehicle 186 

Quarterly  Asset  Amount 66 

Rating  Agencies 2 

Rating  Condition 66 

Record  Date 51 

Redemption  Amount 75 

Redemption  Date 75 

Redemption  Price 75 

Reference  Banks 49 

Reference  Dealers 49 

Reference  Obligation 12, 111 

Reference  Obligation  Calculation  Period 116 

Reference  Obligor 111 

Registered 100 

Regulation  S 2,  187,  190 

Regulation  S  Definitive  Note 76 

Regulation  S  Global  Notes i 

Regulation  S  Notes 21 


Reinvestment  Period 10 

Relevant  Persons xiv 

Replacement  Investment  Agreement 40 

Replacement  Investment  Agreement 

Provider 40 

Replacement  Manager 156 

Reportable  Transactions 175 

Required  Synthetic  Security  Collateral 

Amount 12,112 

Residential  A  Mortgage-Backed 

Securities 109 

Residential  B/C  Mortgage-Backed 

Securities 109 

Residential  Securities 110 

.  Restricted  Definitive  Note 76 

Restricted  Global  Notes i 

Restricted  Notes 22 

Restricted  Trading  Period 131 

RMBS  Securities. 110 

Rule144A 187 

RULE  144A 2,  190 

S&P  Limit  1 63 

S&P  Limit  2  ....: 63 

S&P  Limit  3 64 

Scheduled  Periodic  Offsetting 

Transaction  Payment 66 

SEC 26 

Second  Period 156 

Secured  Parties 1 

Securities  Act 2,  187, 189 

Securities  Prospectus  Act xi 

Senior 2,46 

Servicer 66 

Share  Register 75 

Share  Registrar i 

Share  Trustee 148 

Small  Business  Loan  Securities 110 

Special-Majority-in-lnterest  of 

Preference  Shareholders 66 

Specified  Types 106 

SRPM 172 

Standard  &  Poor's 2 

Standard  &  Poor's  CDO  Evaluator 121 

Standard  &  Poor's  Haircut  Value 63 

Standard  &  Poor's  Minimum  Weighted 

Average  Recovery  Rate  Test 121 

Standard  &  Poor's  Rating 120 

Standard  &  Poor's  Weighted  Average 
Recovery  Rate 121 
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Stated  Maturity 16 

Step  Down  Bond 66 

Step  Up  Bond 67 

Student  Loan  Securities 110 

Subordinate 2,46 

Sub-Prime  Securities 111 

Subscription  Agreements 3 

Subsequent  Auction  Call  Date 19,  71 

Synthetic  Security 11 ,111 

Synthetic  Security  Calculation  Agent 112 

Synthetic  Security  Collateral  Account 146 

Synthetic  Security  Collateral  Amount.......12, 112 

Synthetic  Security  Counterparties .....12, 112 

Synthetic  Security  Issuer  Account 147 

Synthetic  Security  Payment  Amount 113 

Synthetic  Security  Termination/Novation 

Payment  (Issuer) 114 

Tax  Event 74 

Tax  Materiality  Condition 74 

Tax  Redemption 20,  74 

Temporary  Regulation  S  Global  Notes i 

Trading  Plan 132 

Transfer  Agent 77 

Treasury 43 

Trustee • 2 

U.S.  Dollars i 

U.S.  GAAP 159,  162 

U.S.  Holder 170 

U.S.$ i 


Underlying  Assets 4 

Underlying  Instruments 67 

Uninvested  Proceeds 67 

Uninvested  Proceeds  Account 145 

USA  PATRIOT  Act 43 

USD i 

Voting  Percentage 67 

Warehouse  Credit  Agreement 42 

Warehouse  Facility 44 

Warehouse  Lender 42 

Weighted  Average  Coupon 122 

Weighted  Average  Coupon  Test 122 

Weighted  Average  Life 123 

Weighted  Average  Life  Test 123 

Weighted  Average  Rating 1 

Weighted  Average  Spread 123 

Weighted  Average  Spread  Test 122 

Withholding  Security 131 

Writedown 117 

Writedown  Amount 115 

Writedown  Reimbursement 1 1 7 

Writedown  Reimbursement  Amount 117 

Writedown  Reimbursement  Payment 

Amount 116 

writing 131 

written 131 

Written  Down  Security 67 
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PRINCIPAL  OFFICES  OF  THE  ISSUERS 


Gemstone  CDO  VII  Ltd. 

c/o  Maples  Finance  Limited 

P.O.  Box  1093GT,  Queensgate  House 

South  Church  Street 

George  Town,  Grand  Cayman 

Cayman  Islands 


Gemstone  CDO  VII  Ltd. 

c/o  Puglisi  &  Associates 

850  Library  Avenue 

Suite  204 

Newark,  Delaware  19711 


TRUSTEE,  PRINCIPAL  PAYING  AGENT 
AND  NOTE  REGISTRAR 

Deutsche  Bank  Trust  Company  Americas 

1761  East  St.  Andrew  Place 
Santa  Ana,  California  92705 


TRANSFER  AGENT 


LISTING  AGENT  AND  IRISH  PAYING  AGENT 


Deutsche  Bank  Trust  Company  Americas 

1761  East  St.  Andrew  Place 
Santa  Ana,  California  92705 


RSM  Robson  Rhodes  LLP 

RSM  House,  Herbert  Street 
Dublin  2,  Ireland 


COLLATERAL  MANAGER 

HBK  Investments  L.P. 

300  Crescent  Court  Suite  700 
Dallas,  Texas  75201 

LEGAL  ADVISORS 


To  the  Issuers 


To  the  Initial  Purchaser 


As  to  U.S.  Law 
Allen  &  Overy  LLP 

1221  Avenue  of  the  Americas 
New  York,  New  York  10020 


Allen  &  Overy  LLP 

1221  Avenue  of  the  Americas 
New  York,  New  York  10020 


To  the  Issuer 


To  the  Collateral  Manager 


As  to  Cayman  Islands  Law 

Maples  and  Calder 

P.O.  Box  309GT,  Ugland  House 

South  Church  Street 

George  Town,  Grand  Cayman 

Cayman  Islands 


Cadwalader,  Wickersham  &  Taft  LLP 

One  World  Financial  Center 
New  York,  New  York  10281 
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greglip@bbotgTo:  fblair@bbotg 
cc: 

11/29/2006        SubjCCt: 

01:30  PM 

Message  Sent:  11/29/2006  13:30:51 

Frorrr  GREGLIP@BBOTG|GREG  LIPPMANN|DEUTSCHE  BANK  SECURI|1726|3  28663 
To:  FBLAIR@BBOTG|FRANCIS  BLAIR|DEUTSCHE  BANK  SECURI|1726|3 28663 

how  bout  SABR  2005-FR4  B3  = 


Reply:  = 

PIG  PROBABLY  A  400-525  MARKET  = 


'  0 

QrgSmtpMsg.eml 


Permanent  Subcommittee  on  Investigations  | 

Wall  Street  &  The  Financial  Crisis 

Report  Footnote  #1400 


Confidential  Treatment  Requested  by  DBSI 


DBSI  PSI  EMAIL018531-' 
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Greg 
Lippmann/NewYork/DBNA/DeuBa@DBAMERICAS 

12/01/2006  08:05  PM 


To"Tyler  Duncan" 

<TDuncan@wayzpartners.com>@DEUBAINT 

ccJamil 
Nathoo/NewYork/DBNA/DeuBa@DBAmericas 

bee 
SubjectRe:  FW:  Wayzata  cob  1 1-30-06 


in  general  the  2005  have  barely  moved  while  the  2006  vintage  is  collapsing,  here  is  some  credit  by  credit  color... note  some  2005  that 
are  clean  have  been  squeezed  as  there  is  still  cdo  appet  ite  for  them  and  there  is  little  to  no  hedge  fund  interest  in  them  (at  this  time) 

1.  arsi  05-W5  we  have  not  seen  this  trade  since  October,  but  this  is  a  weak  name  foreclosure  %  is  exploding,  less  than  1  year  old  as  of 
oc  tober  4.75%  f./c  or  reo  (november  I'm  sure  is  worse)  we  traded  this  on  8/23  at  315,  we  have  it  at  375  now 

2.  emit  05-1  m9  this  is  one  of  the  names  getting  squeezed... it  is  performing  well  and  no  one  is  shorting  it  but  with  4  months  to  the 
reset,  it  could  get  interesting.  We  traded  at  225,  the  mark  of  185  is  if  anything  a  bit  wide  to  where  it  would  trade. 

3.  ffml  05-ff4  m8  similar  st  ory  to  the  emlt...the  05  ffml  is  perfoming  very  well  while  t  he  2006  ones  have  started  to  widen,  we  traded  at 
220  in  June,  marked  at  175  which  is  reasonable 

4.  fhlt  05-e  m9 1  his  is  a  name  that  is  blowing  up.  horrible  performance  over  6%  in  f/c  and  reo.  we  traded  in  august  at  260,  marking  at 
450  now 

5  mlmi  05-nc1  b3  this  is  an  interesting  deal,  its  from  jan  05  so  it  has  paid  down  alot  and  the  loans  are  just  reset  ting,  performa  ce  is 
not  great  with  5.5  %  f/c  oand  4.5  90+  (October  numbers)  t  his  bond  t  raded  in  comp  on  nov  17  at  245  so  the  mark  of  225  (versus  our 
255)  trade  seems  mid  m  arket  to  slig  htly  too  t  ight  given  market  last  two  weeks  but  I  think  this  mark  n  in  the  context... this  bond  will  eit 
her  be  blowing  up  or  clearly  worth  par  within  6  months 

7  nchet  05-d  m9  deal  performance  is  bad  witn  neany  o  -a,  t/c  reo  less  man  i  yea.  in  yei  we  uough, piO»ecoo..  o„ ,  »,,»  ...  n.a>.  .v-s  o„ 
november  16  making  the  mark  of  230  reasonable  given  moves  in  last  two  weeks...!  would  expect  this  bond  t  o  widen  out  much  f  urther 
(similar  to  what  we  say  with  fhlt  05-e) 

8,  ramp  05-efc2  m9  the  2005  ramp  efc  deals  trade  extremely  well  this  mark  is  1 0  tighter  than  where  we  traded  it  and  is  reasonable  to 
wide  given  recent  market  action 

10rsTbr005-fr43b3anSotehear  freemont  blowing  up  we  traded  in  august  at  260,  this  is  marked  at  412  and  if  anyt  hing  could  be  a  bit  wider 
(ie  I'd  show  you  a  412.5  bid  to  unwind  it)  .   ^n 

1 1  sast  05-3  b3  saxon  is  a  weak  name  but  is  performing  ok  so  far....we  traded  at  265  and  the  mark  is  210  on  1 1/22  another  hedge 
fund  bought  protection  in  comp  at  220  so  this  mark  is  solidly  in  the  middle  of  a  slighly  wider  market  than  before 

all  in  all  your  net  marks  are  a  bit  wider  with  a  few  much  wider  (190,  150  and  60)  and  the  rest  s^\io..^^fZ  WU°A0' 

30,40,45,55)...!  think  things  are  going  as  we  predicted  lit  tie  to  no  movement  and  then  a  blowup I  did  not  look  into  the  vol  question 

only  the  accuracy  of  the  current  marks. 

Greg  H.  Lippmann 
Managing  Director 
Deutsche  Bank  Securities  Inc. 
3rd  Floor 
60  Wall  Street 
New  York,  New  York  10005 
Phone  (212)  250-7730 
Fax  (212)  797-2201 
Mobile  (917)  601-1916 
greg.lippmann@db.com 


"Tyler  Duncan"  <TDuncan@wayzpartners.com> 

12/01/2006  05:43  PM 


To 


Greg  Lippmann/NewYork/DBNA/DeuBa@DBAmericas,  Jamil 
Nathoo/NewYork/DBNA/DeuBa@DBAmericas 


Subject  FW:  Wayzata  cob  11-30-06 


Confidential  Treatment  Requested  by  DBSI 


Permanent  Subcommittee  "n  Investigations 


Wall  Street  &  The  Financial  Crisis 
Report  Footnote  #1401 


DBSI  PSI  EMAJL0 1864446 
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These  seem  a  little  off-  most  marks  are  going  against  us  except  three.  The  FFML  05,  NCHET  &  SAST  deals  have  moved  over  2  pts  against  us 
since  last  marks  -  why  is  this?  I  would  think  we  would  not  have  2-3  pt.  swings  with  fairly  extreme  volatility.  Could  you  guys  review  and  make  sure 
these  make  sense  to  you. 

Tyler  Duncan 

Wayzata  Investment  Partners,  LLC 

Direct:  952-345-0709 

Mobile:  612-877-1627 

Fax:  952-345-8901 


From:  Leonela  Lamaj  [mailto:leoriela.lamai(a>db.com1 

Sent:  Friday,  December  01,  2006  4:20  PM 

To:  Tyler  Duncan 

Cc:  Jamil  Nathoo;  Rachel  Rode 

Subject:  Wayzata  cob  11-30-06 


Please  see  attached  for  Nov  month  end  statement. 
Apologies  on  the  delay 


Leonela  Lamaj 

Deutsche  Bank  Securities  Inc. 


This  e-mail  may  contain  confidential  and/or  privileged  information.  If  you 

are  not  the  intended  recipient  (or  have  received  this  e-mail  in  error) 

please  notify  the  sender  immediately  and  destroy  this  e-mail.  Any 

nnairthnri7Pd  coDvina  disclosure  or  distribution  of  the  material  in  this 

eZ^^oZSaL^ent^ayz^  11-30-06.pdf  deleted  by  Greg  Lippmann/NewYork/DBNA/DeuBa]  [attachment 

"wayzata  cob  11-30-06.xls"  deleted  by  Greg  Lippmann/NewYork/DBNA/DeuBa] 


Confidential  Treatment  Requested  by  DBSI 


DBSI  PSI  EMAIL01864447 


Greg 
Lippmann/NewYork/DBNA/DeuBa@DBAMERICAS 
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To"Mark  Lee" 

<mlee@contrariancapital.com> 

cc 
bcc 
SubjectRe: 


No.  Sabr  is  a  bad  shelf  (barclays  shelf  like  db • s  ace  and  lehmans  sail  etc)  but  they  not 
all  bad,  sabr  fr  blows  as  do  many  others  but  sabr  06-optl  you  can  buy  25MM  inside  300. 


Sent  from  my  BlackBerry  Handheld. 


Original  Message  

From:  "Mark  Lee"  [mlee@contrariancapital.com] 
Sent:  01/25/2007  02:19  PM  ' 
To:  Greg  Lippmann 
Subject:  RE: 


should  I  assume  all  the  SABR  deals  are  wide  like  this. 


From:  Greg  Lippmann  [mailto:greg.lippmann@db.com] 
Sent:  Thursday,  January  25,  2007  2:05  PM 
To:  Mark  Lee 
Subject:  Re: 


Talked  to  my  guys,  this  deal  refcently  traded  near  800.  Wmc  in  general  is  widening 
massively  so  I  think  wed  be  850  or  so.  Best  to  look  elsewhere.  We'll..  Be  back  with  a 
list  soon. 


Sent  from  my  BlackBerry  Handheld. 


Original  Message  

From:  "Mark  Lee"  [mlee@contrariancapital.com] 
Sent:  01/25/2007  01:44  PM 
To:  Greg  Lippmann 
Subject:  RE: 


where  do  you  think  the  SABR  2006  WM3  B-3  trades  these  days? 


From:  Greg  Lippmann  [mailto:greg.lippmann@db.com] 
Sent:  Thursday,  January  25,  2007  1:37  PM 
To:  Mark  Lee 
Subject:  Re: 

Understood  on  impairment  just  a  matter  of  how  much  to  pay  in  carry  til  then.  Many  of 
these  are  going  down. 


Sent  from  my  BlackBerry  Handheld. 
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Original  Message   

From:    "Mark   Lee"    [mlee@contrariancapital.com] 
Sent:    01/25/2007    01:34    PM 
To :    Greg   Lippmann 
Subject:    RE: 

We  would  look  at  namet  400  to  550.  In  general  we  are  not  looking  for  spread  widening  -  we  are  looking  for  chances  of 
impairment. 

From:  Greg  Lippmann  [mailto:greg.lippmann@db.com] 
Sent:  Thursday,  January  25,  2007  1:32  PM 
To:  Mark  Lee 
Subject:  Re: 

Sure.    Give  me    some   idea   of   spread  target   /    shelves    /    tier.    Ie   you  want  weak  names    trading 
550   +,    strong   names   traded   350   or  better  or   the   oneswin  middle.    Note   index   is    roughly 
525. 


Sent    from  my   BlackBerry  Handheld. 


Original   Message    

From:     "Mark   Lee"    [mlee@contrariancapital.com] 
Sent:    01/25/2007    01:29    PM 


Do  you  have  any  suggestion  for  BBB-  bonds  we  should  look  at  buying  protection  on? 


Mark  Lee. 
Portfolio  Manager 
Contrarian  Capital 
411  West  Putnam 
Suite  225 
Greenwich  CT  06830 

P:  (203)862-8203 
F:  (203)629-1977 


This  e-mail  may  contain  confidential  and/or  privileged  information.  If  you 
are  not  the  intended  recipient  (or  have  received  this  e-mail  in  error) 
please  notify  the  sender  immediately  and  destroy  this  e-mail.  Any 
unauthorized  copying,  disclosure  or  distribution  of  the  material  in  this 
e-mail  is  strictly  forbidden. 


This  e-mail  may  contain  confidential  and/or  privileged  information.  If  you 
are  not  the  intended  recipient  (or  have  received  this  e-mail  in  error) 
please  notify  the  sender  immediately  and  destroy  this  e-mail.  Any 
unauthorized  copying,  disclosure  or  distribution  of  the  material  in  this 
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e-mail  is  strictly  forbidden. 


This  e-mail  may  contain  confidential  and/or  privileged  information.  If  you 
are  not  the  intended  recipient  (or  have  received  this  e-mail  in  error) 
please  notify  the  sender  immediately  and  destroy  this  e-mail.  Any 
unauthorized  copying,  disclosure  or  distribution  of  the  material  in  this 
e-mail  is  strictly  forbidden. 


Confidential  Treatment  Requested  by  DBSI 


DBSI  PSI  EMAIL0196158: 


Footnote  Exhibits  -  Page  2074 


Greg  To:  "lashin  Patel"  <jashin.patel@db.com> 

Iippmann cc:  ....  ... 

Subject:  Where  is  this  pig  marked? 

11/29/2006 
05:17  PM 
10mm  35729PHU7  FHLT  2005-A  M9  375  last  look  382 


Sent  from  my  BlackBerry  Handheld. 
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greglip@bbotgTo:rokurita@bbotgJmilman@bbot8 

CC' 

Subject:  PINE  MOUNTAIN  3 
11/28/2006  J 

08:41  AM 

Message  Sent:  1 1/28/2006  08:41 :26 

From-  GREGLIP@BBOTG|GREG  LIPPMANN|DEUTSCHE  BANK  SECURI|1726|328663 

To-  ROKURITA@BBOTG|ROCKY  KURITA|DEUTSCHE  BANK  SECURI|1726|3 28663 

To:  JMILMAN@BBOTG|JORDANMILMAN|DEUTSCHEBANK  SECURI|1726|3 28663 

ABFC  2005-WF1  M9  pass 

ABSHE  2005-HE4  M9  pass 

ACCR  2005-3  M9  pass 

ACE  2005-WF1  M9  pass 

AMIT  2005-3  M6  pass 

CBASS  2004-CB6  B3  pass 

CMLTI  2005-OPT4  M9  155 

CWL  2005-10  MV9  165 

ECR  2005-3  B  285 

FFML  2005-FF8  B3  pass 

FMIC  2005-2  M9  190 

GSAMP  2005 -AHL  M6  3 15  this  is  a  pig  we  shouldnt  pass  like  on  ny  life 

JPMAC  2005  -OPT  1  M9  pass 

MABS  2005-NC2  M9  240  (long  sze  and  huge  payment  shock  coming  6.5gwac  5  = 

8  marg) 

MLMI  2005-AR1  B3  160 

MS  AC  2005-HE7  B3  175 

NCHET  2005-3  M9  165 

OOMLT  2005-4  M9  140 

RAMP  2005-EFC3M9  150 

RASC  2005-EMX4  M9  135 

SASC  2005-WF2  M9  pass 

WFHET  2005-2  M9  pass 


D 


OrgSmtpMsg.eml 
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gregUp@bbotgTo:  hiroki.kurita@db.com 


cc: 


Subject:  WE  TRADED  THAT  ACE  PIECE  0  CRAP  WITH  IKE  AT  380  ! ! 
05/19/2006  J 

08:04  AM 

Message  Sent:  05/19/2006  09:04;53 

From:  GREGLn>@BBOTG]GREG  LIPPMANN1DEUTSCHE  BANK  SECURI|1726|3 28663 

To:  hirokLkurita@db.com|  1 1 1 

WE  TRADED  THAT  ACE  PIECE  O  CRAP  WITH  IKE  AT  380  ! ! 


D 

OrgSmtpMsg.eml 
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ToGreg 

Lippmann/NewYork/DBNA/DeuBa@ 

ccStephanie 
Ruhle/NewYork/DBNA/DeuBa@DB/ 

bcc 
SubjectRe:  Highfields  -40  cusips  for  quotes 


Greg 

Thank  you  for  the  feedback.   Just  went  through  your  color  with  Farhad.   He 

thought  he  had  screened  out  most  of  the  bad  names  so  apologies  for  the 

freemont. 

Let  us  know  if  there  are  any  on  this  list  that  aren'  t  too  dicey  that  you 

think  you  can  provide  prices  on.  . 

Also  if  there  are  any  other  shelves  that  look  bad  let  me  know  outside  of  the 

ones  mentioned  on  the  call  (LBLMT,  sail,  sgms  etc).   I  don't  believe  we  have 

list  but  i  figured  given  your  expertise  you  may  have  a  few  more  to  mention 

that  Highfields  is  not  aware  of.   It  just  helps  them  delete  them  from  the 

master  list 

They  are  still  focused  on  400-1000  spread  range 

Danni 


Danielle  Pluthero 

Deutsche  Bank  Securities  Inc 
60  Wall  Street,  3rd  Floor 
New  York,  NY  10005 
Tel:     (212)250  8967 
Cell:    (646)301  1352 
Fax:    (212)797  2097 
danielle . pluthero@db . com 


Greg 

Lippmann/NewYork/D 

BNA/DeuBa 

05/29/2007  03:41 
PM 


To 

Danielle 
Pluthero/NewYork/DBNA/DeuBa@DBAmerica 


cc 


Subject 
Re:  Highfields  -40  cusips  for  guotes 
(Document  link:  Danielle  Pluthero) 


i  thought  i  said  freemont  and  wmc  are  bad  here  are  the  ones  that  fit  that 
below: 


00442VAM9 


ACE  2006-ASP3  M7   this  stinks  though  i  didnt  mention  it 
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before 

00442VAN7 

00442VAP2 

00442CAP4 

040104SF9 

mentioned  it) 

040104TA9 

040104TB7 

040104TR2 

040104TS0 

04012XAP0 

07388GAK7 

12666PBD5 

12666TAU0 

12667AAN6 

12667AAM8 

126670YS1 

23242NAL3 

126670SY5 

126670SW9 

126670SX7 

362334PU2 

4  0430MAQ0 

456606LK6 

437  09BAQ2 

4  6602WAN4 

57643LPW0 

57643LPX8 

57643LPY6 

57643GAN7 

57643GAP2 

57644UAQ8 

57644TAN8 

57644TAP3 

59020U6Y6 

59020U6Z3 

61749GAN2 

617  49QAP5 

64352VRB9 

81375HAG4 

81375HAH2 

81375HAJ8 

86360PAR8 


ACE  2006-ASP3  M8   ditto 

ACE  2006-ASP3  M9  ditto 

ACE  2006-FM2  M9  FM  stands  for  FREEMONT 

ARSI  2006-W2  M9  ARSI  is  a  very  bad  shelf  (I  may  hnot  have 

ARSI  2006-W3  M8  ditto 
ARSI  2006-W3  M9ditto 
ARSI  2006-W4  M8  ditto 
ARSI  2006-W4  M9ditto 
ARSI  2006-W5  M9ditto 
BSABS  2006-3  M7 
CWL  2006-10  MV9 
CWL  2006-11  BV 

CWL  2006-12  B 

CWL  2006-12  MB 

CWL  2006-5  B 

CWL  2006-ABC1  M8 

CWL  2006-IM1  B 

CWL  2006-IM1  M7 

CWL  2006-IM1  M8 

GSAMP  2006-FM1  B2  FM  is  freemont 

HASC  2006-WMC1  M9  WMC  is  WMC 

INABS  2006-B  M9  weak  name  but  will  try 

INABS  2006-C  M9  ditto 

IXIS  2006-HE2  B3  very  very  bad  deal  PASS 

2006-FRE1  M7  FRE  is  FREEMONT 

2006-FRE1  M8  ditto 

2006-FRE1  M9  ditto 

2006-FRE2  M8  ditto 

2006-FRE2  M9  ditto 


MABS 
MABS 
MABS 
MABS 
MABS 
MABS 
MABS 
MABS 


2006-HE2  M9 

2006-WMC2  M8  WMC  is  WMC 

2006-WMC2  M9  ditto 

MLMI  2  006-WMC2  B3A  ditto 

MLMI  2006-WMC2  B3B  ditto 

MSHEL  2006-3  B3 

MSIX  2006-1  B3 

NCHET  2  006-1  M9 

SABR  2006-NC1  Bl 

SABR  2006-NC1  B2 

SABR  2006-NC1  B3 

SASC  2006-NC1  M9 


•Danielle 

Pluthero/NewYork/D 

BNA/DeuBa 

05/29/2007  03:30 
PM 


To 

Greg 
Lippmann/NewYork/DBNA/DeuBa@DBAmerica 

s 

cc 

Hiroki 
Kurita/NewYork/DBNA/DeuBaGDBAtnericas, 

Jordan 
Milman/NewYork/DBNA/DeuBa@DBAmericas, 

Stephanie 
Ruhle/NewYork/DBNA/DeuBa@DBAmericas 

Subject 
Highfields  -40  cusips  for  quotes 
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Greg 

As  promised. 

Cusips  from  your  list. 

call. 


Client  has  tried  to  avoid  issuers  you  mentioned  on  the 


00442VAM9 

00442VAN7 

00442VAP2 

00442CAP4 

040104SF9 

040104TA9 

040104TB7 

040104TR2 

040104TSO 

04012XAP0 

07388GAK7 

12666PBD5 

12666TAU0 

12667AAN6 

12667AAM8 

126670YS1 

23242NAL3 

126670SY5 

126670SW9 

126670SX7 

362334PU2 

40430MAQ0 

45S606LK6 

437  09BAQ2 

46602WAN4 

57643LPW0 

57643LPX8 

57643LPY6 

57643GAN7 

57643GAP2 

57644UAQ8 

57644TAN8 

57644TAP3 

59020U6Y6 

59020U6Z3. 

61749GAN2 

61749QAP5 

64352VRB9 

81375HAG4 

81375HAH2 

81375HAJ8 

86360PAR8 


ACE  2006-ASP3  M7 
ACE  2006-ASP3  M8 
ACE  2006-ASP3  M9 
ACE  2006-FM2  M9 
ARSI  2006-W2  M9 
ARSI  2  006-W3  M8 
ARSI  2006-W3  M9 
ARSI  2006-W4  M8 
ARSI  2  006-W4  M9 
ARSI  2006-W5  M9 
BSABS  2006-3  M7 
CWL  2006-10  MV9 
CWL  2006-11  BV 
CWL  2006-12  B 
CWL  2006-12  M8 
CWL  2006-5  B 
CWL  2006-ABC1  M8 
CWL  2006-IM1  B 
CWL  2006-IM1  M7 
CWL  2  006-IM1  M8 
GSAMP  2006-FM1  B2 
HASC  2006-WMC1  M9 
INABS  200 6-B  M9 
INABS  2006-C  M9 
IXIS  2006-HE2  B3 
MABS  2006-FRE1  M7 
MABS  2006-FRE1  M8 
MABS  2006-FRE1  M9 
MABS  2006-FRE2  M8 
MABS  2006-FRE2  M9 
MABS  2006-HE2  M9 
MABS  2006-WMC2  M8 
MABS  2006-WMC2  M9 
.MLMI  2006-WMC2  B3A 
MLMI  2006-WMC2  B3B 
MSHEL  2006-3  B3 
MSIX  2006-1  B3 
NCHET  2006-1  M9 
SABR  2006-NC1  Bl 
SABR  2006-NC1  B2 
SABR  2006-NC1  B3 
SASC  2006-NC1  M9 


IMPORTANT  NOTICE:  This  e-mail  may  contain 


information  that  is  confidential, 


privileged  or  otherwise  protected  from  disclosure.   If  you 


are  not  an  intended 
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recipient  of  this  e-mail,  do  not  duplicate  or  redistribute  it  by  any  means. 
Please  delete  it  and  any  attachments  and  notify  the  sender  that  you  have 
received  it  in  error.   Unintended  recipients  are  prohibited  from  taking  action 
on  the  basis  of  information  in  this  e-mail.   We  reserve  the  right,  to  the 
extent  and  under  circumstances  permitted  by  applicable  law,  to  retain,  monitor 
and  intercept  e-mail  messages  to  and  from  our  systems. 

[attachment  "CUSIPS  for  DB  submitted  May  29  07.xls"  deleted  by  Danielle 
Pluthero/NewYork/DBNA/DeuBa] 


,     'nM,  DBSI  PSI  EMAIL0253236 
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GREGLIP@bloomberg.net 

03/02/2007  01:38  PM 


ToBAKERCDB@bloomberg.  net 
cc 
bcc 
Subject 


=====Begin  Message===== 

Message#:  355830 

Message  Sent:  03/02/2007.13:38:35 

From:  GREGLIPdbloomberg. net | GREG  LI PPMANN | DEUTSCHE  BANK 

SECURI|1726|328663 

To:  BAKERCDB@bloomberg.net | CLARK  BAKER | HARBINGER  CAPITAL | 

I 
Subject : 

on  this  call  &  they  are  claiming  that  DB  was  one  of  the 

last 

ones  to  tighten  standards  on  buying  loans  to  securitize. 

you 

were  right-  ace  is 

crap 

Reply: 

INDEED. . .IT  IS. . . .BUT  I  AM  NOT  CRAP  MY 

FRIEND. . 1 

=====End  Message===== 
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JMILMAN@bloomberg.net 

03/19/2007  07:05  PM 


ToGREGLIP@bloomberg.net 
cc 
bcc 
Subject 


=====Begin  Message===== 

Message!:  21372 

Message  Sent:  03/19/2007  18:05:50 

From:  OMILMAN@bloomberg . net | JORDAN  MI LMAN | DEUTSCHE  BANK 

SECURI | 1726|328663 

To:  GREGLIPGbloomberg.net | GREG  LI PPMANN | DEUTSCHE  BANK 

SECURI |1726|328663 

Subject : 

the  ffml  06-ffl3  is  a  piece  of  crap  and  would  be  closer 

to 

1000.  .On  the  phone  you  told  me  closer  to  400,  and  even 

the 

message  you  sent  after  the  fact  says  between  400- 

800. 

=====End  Message===== 
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JMILMAN@bloomberg.net 

12/01/2006  12:40  PM 


ToGREGLIP@bloomberg.net 
cc 
bcc 
Subject 


=====Begin  Message===== 

Message*:  19727 4 

Message  Sent:  12/01/2006  12:40:02 

From:  JMILMAN@bloomberg.net | JORDAN  MILMANI DEUTSCHE  BANK 

SECURI|1726|328663 

To:  GREGLIP@bloomberg.net  I  GREG  LI PPMANNI DEUTSCHE  BANK 

SECURI | 17261328663 

Subject: 

Bal  HOMEQ  BWIC  TODAY  AT  2PM  WITH 
THOUGHTS 

10mm  ACE  06-HE1  M10  Bal/BBB/BBB   lOOppc  to  call   1250dm  75- 
14  + 

Reserve  Levels 
Apply 

I  am  thinking  60-00,  let  me  know  what  you 
think 
Reply: 

WHAT  SPREAD  IS  THAT. . . . DOENST  THIS  DEAL  BLOW  AND  WHO  IS 

SELLING? 

Reply: 

yes  it  blows  I  am  seeing  20-40% 

writedowns 

=====End  Message===== 
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DBSI  PSI  EMATLO 1863636 


"Jason  Lowry" 
<JLowry@hbk.com> 

12/19/2006  11:11  AM 
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ToGreg  Lippmann/NewYork/DBNA/DeuBa@DBAmericas,  Jordan 
Milman/NewYork/DBNA/DeuBa@DB  Americas,  Hiroki 
Kurita/NewYork/DBNA/DeuBa@DBAmericas,  Abhayad 
Kamat/NewYork/DBNA/DeuBa@DBArnericas,  Sourav 
Sen/New York/DBNA/DeuBa@DBAmericas,  Chehao 
Lu/NewYork/DBNA/DeuBa@DBAmericas,  Lucy 
Fagan/db/dbcom@DBAmericas,  Sourav 
Sen/New York/DBNA/DeuBa@DBAmericas,  "Rachel  Wish" 
<RWish@hbk.com>,  "Fixedlncome"  <FixedIncome@hbk.com>, 
Mike  Li/db/dbcom@DB Americas, "  ABS"  <ABS@hbk.com> 
cc 
bcc 
SubjectPurchase  for  warehouse 


We  bought  10mm  of  ACE  06-HE1  M10  (1332  @  30cpr)  at  a  price  of  73.50  from  DBS  for  the  warehouse. 
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DBSI  PSI  EMAJX0 19 10568 


JMILMAN@bloomberg.net 


12/19/2006  11:27  AM 
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ToGREGLIP@bloomberg.net,  CACCIBAL 1  @bloomberg.net, 
PMANGIONE@bloomberg.net,  FBRETTSC@bloomberg.net, 
MGINS@bloomberg.net,  ROKURITA@bloomberg.net, 
BWIELE 1  @bloomberg.net,  SOULMAN@bloomberg.net, 
MAZZACC@bloomberg.net,  HFORUSZ@bloomberg.net, 
HLAWLESS@bloomberg.net,  IBOGZA@bloomberg.net, 
MDESANTIS3@bloomberg.net, 
CRESMA.MIDB@bloomberg.net 


cc 

bcc 

Subject 


=====Begin  Message===== 

Message*:    155353 

Message  Sent:    12/19/2006    11:27:36 

From:    JMILMAN@bloomberg. net | JORDAN  MILMAN I  DEUTSCHE   BANK 

SECURI | 17261 328663 

To:    GREGLIP@bloo.mberg.net  |  GREG   LI PPMANN  |  DEUTSCHE   BANK 

SECURI | 1726 | 328663 

To:    CACCIBALl@bloomberg.net | CON  ACCIBALI DEUTSCHE    BANK 

SECURI | 17261 328663 

To:    PMANGIONE@bloomberg.net | PAUL  MANGI ONE | DEUTSCHE   BANK 

SECURI | 1726 | 328663 

To:     FBRETTSC@bloomberg.net | FRED    BRETTSCHNEIDERI DEUTSCHE    BANK 

SECURI | 1726 | 328663 

To:    MGINS@bloomberg.net | MARK   GINSBERG | DEUTSCHE    BANK 

SECURI | 1726 | 328663 

To:    ROKURITA@bloomberg.net | ROCKY   KURITAI DEUTSCHE    BANK 

SECURI | 1726 | 328663 

To:    BWIELElGbloomberg. net | BRIAN  WIELE | DEUTSCHE    BANK 

SECURI | 1726 | 328663 

To:    SOULMAN@bloomberg.net | MICHAEL   SOLBERGI DEUTSCHE    BANK 

SECURI | 17261 439306 

To:    MAZZACC@bloomberg.net | MICHAEL  MAZZACCO | DEUTSCHE    BANK 

SECURI | 1726 | 328663 

To:    HFORUSZ@bloomberg.net | HEATH    FORUSZ | DEUTSCHE    BANK  AG, 

LOI1726I 115008 

To:    HLAWLESS@bloomberg.net | HEATHER    LAWLESS | DEUTSCHE    BANK 

SECURI | 1726 | 328663 

To:    IBOGZA@bloomberg.net | ILINCA  BOGZAI DEUTSCHE    BANK 

SECURI | 1726 | 328663 

To:    MDESANTIS3@bloomberg.net | MARC   DESANTIS | DEUTSCHE    BANK 

SECURI | 1726 | 328663 

To:    CRESMA.MIDB@bloomberg.net|MARCO   CRESTI | DEUTSCHE    BANK   AG, 

L0| 17261115008 
Subject: 

SOLD    10mm  ACE    06-HE1   M10   THANKS    L. 
PIKE 
=====End  Message===== 
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greglip@bbotgTo:  greglip@bbotg 
cc: 

04/06/2006       Subject:  CDS  TRADE 

05:54  PM 

Message  Sent:  04/06/2006  18:54:58 

From:  GREGLIP@BBOTG|GREG  LIPPMANN|DEUTSCHE  BANK  SECURI|1726|328663 
To:  GREGLIP@BBOTG|GREG  LIPPMANN|DEUTSCHE  BANK  SECURI|1726|328663 

Bradley,  we  just  did  the  following  trade,  200MM  20MM  each  of  10  names  wit= 

h 

another  hedge  fund.  You  will  see  we  showed  you  comparable  or  better! !  let= 

sgo! 

Bond  CDS  Level 

ACCR  2005 -2  M8  135.00 
CMLTI  2005-OPT4  M8  131.00 
FFML  2005-FF7  M8  130.00 
FMIC  2005-2  M8  135.00 
MS  AC  2005-NC2  B2  140.00 
MSAC  2005-WMC6  B2  138.00 
NCHET  2005-1  M8  138.00 
NHEL  2005-3  M8  128.00 
SABR  2005-OP2  B2  132.00 
SABR  2005-FR4  B2  135.00 


Bond  CDS  Level 

NHEL  2005-1  B2  130  this  bond  is  BBB+  SP  the  NHEL  05-3  is  A+  SP 

LBMLT  2005-2  M8  142  crap  name 

CARR  2005-FRE1  M8  133 

FFML  2005-FF8  B2  127  we  traded  the  ff7  3  wider  than  this  urs  A  theirs= 

BBB+ 

ACE  2005-RM1  M8  130  good  level  for  high  California 

JPMAC  2005-OPT1  M8  128  compares  to  the  cmlti  05-opt4  at  131  urs  bbb  thei= 

rbbb+ 

ACCR  2005-2  M8  130  we  showed  u  5  tighter  than  we  traded  this  exact  bo= 

nd! 

SABR  2005-FR2  B2  135  same  levels  as  sabr05-fr4  sam(ish)  bond 

AMSI 2005-R7  M8  137  crap  name 

POPLR  2005-D  M5  128  tied  for  as  tight  as  any  we  traded  but  this  is  sp  = 

bbb  and 

that  one  was  sp  A+ 


D 

OrgSmtpMsg.eml 
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greglip@bbotgTo:  rokurita@bbotg 

cc: 

Subject:  Re:  Fwd:  *Here  is  a  preliminary  ist  for  Julius  baer 
06/16/2006  J 

09:18  AM 

Message  Sent:  06/16/2006  10:18:12 

From  GREGLIP@BBOTG|GREGLIPPMANN|DEUTSCHEBANK  SECURI|1726|3 28663 

To:  ROKURTTA@BBOTG|ROCKY  KURITA|DEUTSCHE  BANK  SECURI|1726|328663 

AND  U  R  THE  MAN  ! ! !  OK  LETS  INCLUDE  IT  AT  A  VERY  WIDE  LEVEL  AND  GET  SOMET= 

HING 

TOGETHER  FOR  THESE  GUYS... 

Original  Message 

From:  ROCKY  KURITA,  DEUTSCHE  BANK  SECURI 
At:  6/16  10:14:42 

we  are  short  that  one.  all  the  cwl  are  bad. 

Original  Message 

From:  GREG  LIPPMANN,  DEUTSCHE  BANK  SECURI 
At:  6/16  10:12:26 

ok  if  we  r  shrt  it  b/c  is  that  the  really  crap  one  or  is  that  the  05-3  11= 

maybe 

also  an  06  cwl.... 

Original  Message 

From:  ROCKY  KURITA,  DEUTSCHE  BANK  SECURI 
At:  6/16  9:42:49 

we  have  a  couple  new  century,  how  about  a  cwl  05-4  bv  baa3 

Original  Message 

From:  GREG  LIPPMANN,  DEUTSCHE  BANK  SECURI 
At:  6/16  9:24:56 

lets  add  one  other  weakish  name  i.e.  cwl,  amsi,  nchet,heat  want  to  balanc= 

eit 

out  in  spread  terms  more.. also  after  the  analysis  they  want  just  10  2005  = 

and  10 

06  not  more.. ..sales  is  charlotte  mcbride  but  lets  run  through  me  for  now= 

Original  Message 

From :  ROCKY  KURITA,  DEUTSCHE  BANK  SECURI 
At:  6/16  8:54:22 


Original  Message 

From:  ROCKY  KURITA,  DEUTSCHE  BANK  SECURI 
At:  6/16  8:54:18 

Can  we  run  the  numbers?  What  other  stats  does  the  accoutn  need?  who  cover= 

sthe 

account? 

1  SASC  2005-NC1  M7 

2  SASC  2005-NC1  M8 
3SASC2005-WF1M8 
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From: 

Sent: 

To: 


DEUTSCHE  ARMS  (DEUTSCHE  BANK  SECURI)  <DBARMS@BBOTG> 
Friday,  November  17,  2006  8:08  PM 

JEFFREY  LIN  (DEUTSCHE  BANK  SECURI)  <JLIN97@BBOTG>;  RAJ  SHOURIE 
(DEUTSCHE  BANK)  <RSHOURIE@BBOTG>;  JOSEPH  REARDON  (DEUTSCHE 
BANK  SECURI)  <REARJOS@BBOTG>;  JEANMARIE  GENTRS  (DEUTSCHE 
BANK  SECURI)  <JGENJRSl@BBOTG>;  ERIK  FALK  (DEUTSCHE  BANK 
SECURI)  <EFALK@BBOTG>;  MATTHEW  BRAUND  pEUTSCHE  BANK 
SECURI)  <MBRAUND@BBOTG>;  BRIAN  WIELE  (DEUTSCHE  BANK  SECURI) 
<BW1ELE1  @BBOTG>;  ED  RUBIN  (DEUTSCHE  BANK  SECURI) 
<ERUBIN@BBOTG>;  ROCKY  KURITA  (DEUTSCHE  BANK  SECURI) 
<ROKURITA@BBOTG>;  PETER  GALL  (DEUTSCHE  BANK  AG) 
<PETERGALL@BBOTG>;  MICHAEL  COMMAROTO  (DEUTSCHE  BANK 
SECURI)  <MCOMMARO@BBOTG>;  GREG  LIPPMANN  (DEUTSCHE  BANK 
SECURI)  <GREGLIP@BBOTG>;  FRED  BRETTSCHNEIDER  (DEUTSCHE  BANK 
SECURI)  <FBRETTSC@BBOTG>;  DANIEL  SCHAEFFER  (DEUTSCHE  BANK 
SECURI)  <SCHAEFF@BBOTG> 


Subject: 


Message  Sent:  1 1/17/2006  16:08:07  „„„^« 

From- DBARMS@BBOTG|DEUTSCHE  ARMS|DEUTSCHE  BANK  SECURI|1726|328663 

To  JLIN97@BBOTG|JEFFREY  LIN|DEUTSCHE  BANK  SECURI|1726|8423 

To-  RSHOURIE@BBOTG|RAJ  SHOURIE|DEUTSCHE  BANK|1726|133100 

To-  REAP  JOS(S>BBOTG|JOSEPH  REARDON|DEUTSCHE  BANK  SECURI|1726|328663 

To:  JGENIRS1@BB0TG| JEANMARIE  GENIRS|DEUTSCHE  BANK  SECURI|1726|328663 

To-  EFALK@BBOTG|ERIK  FALK|DEUTSCHE  BANK  SECURI|1726|328663 

To:  MBRAUND@BBOTG|MATTHEW  BRAUND|DEUTSCHE  BANK  SECURI|1726|509770 

To-  BWIELEl@BBOTG|BRIAN  WIELE|DEUTSCHE  BANK  SECURI|1726|328663 

To-  ERUBINOBBOTGIED  RUBIN|DEUTSCHE  BANK  SECURI|1726|328663 

To:  ROKURITA@BBOTG|ROCKY  KURITA|DEUTSCHE  BANK  SECURI|1726|328663 

To:  PETERGALL@BBOTG|PETER  GALL|DEUTSCHEBANK  AG|1726|334122 

To-  MCOMMARO@BBOTG|MICHAEL  COMMAROTO|DEUTSCHE  BANK  SECURI|1726|328663 

To-  GREGLIP@BBOTG|GREG  LIPPMANN|DEUTSCHE  BANK  SECURI|1726|328663 

To:  FBRETTSC@BBOTG|FREDBRETTSCHNEIDER|DEUTSCHEBANK  SECURI|1726|328663 

To:  SCHAEFF@BBOTG|DANIEL  SCHAEFFER|DEUTSCHE  BANK  SECURI|1726|328663 

THE  ARMS  DESK  WOULD  LIKE  TO  EXPRESS  ITS  SINCERE  APPRECIATION  TO 
THE  SALES  FORCE  FOR  AN  OUTSTANDING  JOB  IN  HELPING  US  PLACE  THE 
BONDS  OFF  DBALT  06-AR6.  THANKS  A  LOT! ! 
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From: 

Sent: 

To: 


DEUTSCHE  ARMS  (DEUTSCHE  BANK  SECURI)  <DBARMS@BBOTG> 
Tuesday,  November  14,  2006  12:16  AM 

HEATHER  DAUR  (DEUTSCHE  BANK  SECURI)  <HDAUR1@BB0TG>;  JEFFREY 
LIN  (DEUTSCHE  BANK  SECURI)  <JLIN97@BBOTG>;  RAJ  SHOURIE 
(DEUTSCHE  BANK)  <RSHOURIE@BBOTG>;  JOSEPH  REARDON  (DEUTSCHE 
BANK  SECURI)  <REARJOS@BBOTG>;  JEANMARIE  GENJRS  (DEUTSCHE 
BANK  SECURI)  <JGEN1RS1@BB0TG>;  ERJK  FALK  (DEUTSCHE  BANK 
SECURI)  <EFALK@BBOTG>;  MATTHEW  BRAUND  (DEUTSCHE  BANK 
SECURI)  <MBRAUND@BBOTG>;  BRIAN  WELE  (DEUTSCHE  BANK  SECURI) 
<BWIELEl@BBOTG>;  ED  RUBIN  (DEUTSCHE  BANK  SECURI) 
<ERUBIN@BBOTG>;  ROCKY  KURITA  (DEUTSCHE  BANK  SECURI) 
<ROKURJTA@BBOTG>;  PETER  GALL  (DEUTSCHE  BANK  AG) 
<PETERGALL@BBOTG>;  MICHAEL  COMMAROTO  (DEUTSCHE  BANK 
SECURI)  <MCOMMARO@BBOTG>;  GREG  LJRPMANN  (DEUTSCHE  BANK 
SECURI)  <GREGLIP@BBOTG>;  FRED  BRETT  SCHNEIDER  (DEUTSCHE  BANK 
SECURI)  <FBRETTSC@BBOTG> 


Subject: 


Message  Sent:  1 1/13/2006  20:16:25 

From-  DBARMS@BBOTG|DEUTSCHE  ARMS|DEUTSCHE  BANK  SECURI|1726|328663 

To-  HDAURl@BBOTG|HEATHER  DAUR|DEUTSCHE  BANK  SECURI|1726|328663 

To-  JLIN97@BBOTG|JEFFREY  LIN|DEUTSCHE  BANK  SECURI|  1726|8423 

To-  RSHOURIE@BBOTG|RAJ  SHOURIE|DEUTSCHEBANK|1726|133100 

To-  REARJOS@BBOTG|JOSEPHREARDON|DEUTSCHEBANK  SECURI|1726|328663 

To-  JGENIRSl@BBOTG|JEANMARIE  GENIRS|DEUTSCHE  BANK  SECURI|1726|328663 

To-  EFALK@BBOTG|ERIK  FALK|DEUTSCHE  BANK  SECURI|1726|328663 

To-  MBRAUND@BBOTG|MATTHEW  BRAUND|DEUTSCHE  BANK  SECURI|1726|509770 

To-  BWIELEl@BBOTG|BRIANWIELE|DEUTSCHEBANK  SECURI|1726|328663 

To-  ERUBIN@BBOTG|ED  RUBIN|DEUTSCHE  BANK  SECURI|1726|328663 

To-  ROKURITA@BBOTG|ROCKYKURITA|DEUTSCHEBANK  SECURI|1726|328663 

To-  PETERGALL@BBOTG|PETER  G ALL |DEUTSCHE  BANK  AG|1726|334122 

To-  MCOMMARO@BBOTG|MICHAEL  COMMAROTO|DEUTSCHE  BANK  SECURI|1726|328663 

To-  GREGLIP@BBOTG|GREGLIPPMANN|DEUTSCHEBANK  SECURI|1726|328663 

To:  FBRETTSC@BBOTG|FRED  BRETT SCHNEIDER|DEUTSCHE  BANK  SECURI|1726|328663 

DBALT  06-AR6:  Expected  Losses  based  on  prelim  RA  feedback 
S&P:     0.60% 
Moody  s:  1.10% 
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From: 

Sent: 

To: 


Subject: 


LARRY  PIKE  (DEUTSCHE  BANK  SECURI)  <LMPDCE@BBOTG> 

Wednesday,  November  29,  2006  9:21  PM 

ELEANNY  PICHARDO  (DEUTSCHE  BANK  SECURI)  <ELEANNYP@BBOTG>; 

ALEXANDER  MALDONADO  (DEUTSCHE  BANK  SECURI) 

<AMALDONAD01@BBOTG>;  ANUPAMA  CHAKRAVARTTI  (DEUTSCHE  BANK 

SECURI)  <ACHAKRAVARTT@BBOTG> 

Some  success  in  CMO  land  today: 


Message  Sent:  1 1/29/2006  17:21:40 

From-  LMPIKE@BBOTG|LARRY  PIKE|DEUTSCHE  BANK  SECURI|1726|  192220 

To-  ELEANNYPOBBOTGIELEANNY  PICHARDO|DEUTSCHE  BANK  SECURI|1726|328663 

To-  AMALDONAD01@BBOTG|ALEXANDER  MALDONADO|DEUTSCHE  BANK  SECURI|1726|328663 

To:  ACHAKRAVARTT@BBOTG|ANUPAMA  CHAKRAVARTTI|DEUTSCHE  BANK  SECURI|1726|328663 

Forwarded  To:  ELEANNYPICHARDO,  DEUTSCHE  BANK  SECURI  By:  SEAN  WHELAN,  DEUTSCHE  BAN 

Forwarded  To-  ALEXANDER  MALDONADO,  DEUTSCHE  BANK  SECURI  By:  SEAN  WHELAN,  DEUTSCHE 

Forwarded  To:  ANUPAMA  CHAKRAVARTTI,  DEUTSCHE  BANK  SECURI  By:  MICHAEL  JONES,  DEUTSC 

Some  success  in  CMO  land  today: 

Sold  9mm  DBALT  06-AR6  Ml 0  (Ba2/BBB-)  to  HBK 
This  class  was  never  sold  in  the  new  issue  marketing. 

Sold  9.5mm  CWALT  06-6CB  2A4  (NAS)  to  NIR  Capital. 
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From:  Jason  Lowry 

Sent:  Thursday,  November  30, 2006  1 1 32:03  AM 

To;  Abhayad  Kamat;  Sourav  Sen;  Chehao  Lu;  'lucy.fagan@db.comllucy .fagan@db.com];  Sourav  Sen; 

Rachel  Wish;  Fbcedlncome;  •Mike.Li@db.com'[Mike.Li@db.corn];  ABS 
Subject:  Details  on  DBALT  trade 

Approved  by  wharehouse: 

DB  sells  to  HBK  8.997mm  (+-  variance)  DBALT  06-AR6M10  +775  $84-22  (yield  table  to  follow)  settles 
12/29  with  14  days  accrued. 
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From: 
Sent: 
To: 
Subject: 


Footnote  Exhibits  -  Page  2092 


AXEL  KUNDE  (DEUTSCHE  BANK  AG,  LO)  <KUNDAX.LNDB@BBOTG> 

Thursday,  July  6,  2006  7:38  PM 

GREG  LIPPMANN  (DEUTSCHE  BANK  SECURI)  <GREGLIP@BBOTG> 


Message  Sent:  07/06/2006  15:38:33 

From-  KUNDAX  LNDB@BBOTG|AXEL  KUNDE|DEUTSCHE  BANK  AG,  LO|1726|l  15008 

To:  GREGLIP@BBOTG|GREG  LIPPMANN|DEUTSCHE  BANK  SECURI|1726|328663 

He  is  in  Lisbon.  But  maybe  you  can  meet  him  in  Barcelona. 

OK.. .HAPPY  TO  DO  THE  CALL  IF  U  WANT  OR  U  CAN  INTRODUCE  ME  TO  HIM 

ON  M  ONDAY...UR  CALL. .but  unfortunately  he  is  not  -  like  many 

other  European  guys.  If  you  tell  the  sales  guy  the  bond  is  reall 

y  bad  his  investor  will  use  that  as  an  argument  against  us  and 

demand  that  we  buy  back  his  note,  because  he  trusted  DB  to  pick 

a  good  portfolio  etc,  etc.  That's  why  I  chose  to  say  much  of 

the  widening  was  due  to  general  tiering  in  the  market.  And  yes, 

while  this  bond  is  underperforming  there  are  still  49  other 

bonds  in  the  portfolio  that  trade  in  the  normal  range:  All 

other  Baa2s  are  market  between  100  and  160,  and  all  Baa3 

between  205  and  280  (LBMLT  2005-1!).  SURE  I  CAN  DO  THAT. .ANY  C 

HANCE  WE  CAN  BUY  PROTECTION  FROM  HIM  ON  THE  VERY  BOND  AT  225  TO 
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Chehao 
Lu/NewYork/DBNA/DeuBa@DBAMERICAS 

01/25/2007  12:41PM 


Footnote  Exhibits  -  Page  2093 

ToAbhayad 

Kamat/NewYork/DBNA/DeuBa@DBAmencas 

ccllinca  R 
Bogza/NewYork/DBNA/DeuBa@DBAmencas 

bcc 
SubjeotG7  -  HEAT  and  LBMLT 


Shelf 
LBMLT 
HEAT 


amt  %    of   total     count 
79,500,000  7.22%  9 

106,250,000  9.65%  13 


(updated  w/   the 


3  new  trades   recently,    which  included   1   of   LBMLT   and   1   of   HEAT. 


Che  Lu 

Global  CDO  Group 

Deutsche  Bank  Securities  Inc. 

212-250-7801 


Abhayad 
Kamat/NewYork/DBNA/DeuBa 


01/25/2007  11:51 


AM 
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To 


Chehao 


Lu/NewYork/DBNA/DeuBa 


Subject 


Fw: 


Fw: 


/ 
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send  ilinca   and  me   the   $   of  HEAT   and  long  beach    (LBMLT   i   think)    in  gemstone   7   pool   -   also 
CONFIDENTIAL -PRODUCED  TO  M&T  PURSUANT  TO  PROTECTIVE  ORDER  ^    ^    ^gfe™* 
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:lude  assets  with  long  beach  as  originator  or  servicer,  thanks. 


Abhayad  Kamat 

Global  CDO  Group 

Deutsche  Bank  Securities  Inc. 

60  Wall  Street,  19th  Floor, 

New  York,  NY  10005-2858 

(212)  250-0526  work 

(917)  519-9694  cell 

I  ~1  "2  0  \      CTQ_  ?  ft  90     f  3.x 

Forwarded  by  Abhayad  Karoat/NewYork/DBNA/DeuBa   on   01/25/2007    11:49  AM 


Ilinca    R 
Bogza/NewYork/DBNA/DeuBa@DBAMERICAS 


01/25/2007    11:47 


AM 


To 


Abhayad 
Kamat/NewYork/DBNA/DeuBa@DBAmericasGDBAMERICAS@DEUBAINT 
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Subject 


Re: 

Fw: 
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No.  These  meetings  are  general  overviews..  Only  2  accounts  might  buy  his  deal.  I  said  I 

would  send  port  via  email.  . 

Can  u  tell  me  percentage- of  these  2?  They  are  not  in  the  marketing  book. 

From:  Abhayad  Kamat 
Sent:  01/25/2007  11:44  AM 
To:  Ilinca  Bogza 
Subject:  Re:  Fw: 

tell  this  to  kevin  and  ask  if  he  will  consider  reducing  some  of  the  contentious  assets,  did 
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get  pushback  on  specific  assets  in  your  meetings' 
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Ilinca  R 
Bogza/NewYork/DBNA/DeuBaSDBAMERICAS 


01/25/2007  11:40 


AM 


To 


"Abhayad  Kamat" 


<Abhayad . KamatQdb . com> 
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Subject 


Fw: 


'""» 
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From:    Casey  Newell 

Sent:    01/25/2007    11:33  AM 

To:    Ilinca   R   Bogza/NewYork/DBNA/DeuBa@DBAmericas@DBAMERICAS@DEUBAINT 

Subject:    Re: 
Yes,    they  don't   like   the   deal.      Collaterall   pool  has  too  many   Long    leach   and  Heat   names. 

From:    Ilinca   R  Bogza 
Sent:    01/25/2007    10:31   AM 
To:    Casey  Newell 

Any   feedback   from  ^^^^^H  on  hbk  deal? 
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FEBRUARY  5, 2007 

Call  between  Sean  Whelan  and  Alex  Craig 

MTP  00011 


ALEX:  Hey  Sean. 

SEAN:  Hey  Bro,  how  are  you? 

ALEX:  I'm  good.  How  are  you  doing? 

SEAN:  I'm  good  man.  You've  been  out  of  the  office  a  little  bit  there,  my  man. 

ALEX:  No.  I've  been  here. 

SEAN:  You  kidding,  I've  tried  getting  you  like  a  few  times  man. 

ALEX:  We  were  on  our  ski  trip  and  then  I  called  you,  thinking  you  were  out  at  ABX. 

SEAN:  I  was  at  AFS  ray  friend. 

ALEX:  And  then  I  was  at  AFS,  whatever,  I'm  sorry. 

SEAN:  Cool. 

ALEX:  And  then  I  was  out  of  the  office  on  Friday. 

SEAN:  There  we  go.  See  I  was  trying.  How's  everything  going? 

ALEX:  Everything  is  okay.  Everything  is  okay. 

SEAN:  Good. 

ALEX:  How  about  with  you? 

SEAN:  Everything  is  just  fine. 

ALEX:  Peachy  keen? 

SEAN:  Oh  they  certainly  arc  just  going,  just  fine.  Alright.  What's  happening  there  bro. 

ALEX:  I  called  you  on  Gcmstone. 

SEAN  Yeah,  we're  going  to  launch  that  bad  boy  on  Wednesday. 

ALEX:  Okay. 
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SEAN:  And  also  we  are  probably,  we  may  structure  in  some  AAA  mezz. 

ALEX:  Okay.  Well  that's  what  1  was  calling  you  about. 

SEAN:  Okay.  Now  let's  pull  something  up.  Now  I'm  going  to  listen  or  when  you're 

ready  for  me  to  talk,  we'll  go  in  like  the  little  Alex  and  Sean  cooperation  thing. 

ALEX:  Okay.  I'm  ready,  I'm  ready  to  listen. 

SEAN:  No  and  I'm  totally  serious.  Alright  Here's  the  gig  right.  I  hope  you've  read 

this  stuff.  Have  you? 

ALEX:  Yes. 

SEAN:  Okay.  I  do  recommend  that  you  go,  like  let's  say  you're  going  to  buy  this  deal,  1 

actually  want  you  to  set  up  -  and  I  sent  you  a  couple  of  research  pieces  talking 
about  the  questions  to  ask  and  what  to  do  look  at  in  CDO. 

ALEX:  Yep,  1  have  that. 

SEAN:  It  won't  be  good  if  1  go  to  that  meeting  with  you  and  I'm  the  mouthpiece.  Right, 

like  it's  got  to  be  you  guys.  They' re  not  hard.  You  can  prepare  like  1 5  questions 
that  you  want  to  ask,  you  know,  like  and  you  show  me  what  they  are.  1  may 
actually  take  a  scries  of  questions  and  I  have  a  guy  who's  extremely  strong  in 
CDO's,  he  issues  them  and  he's  buys  them.  And  like  he  gave  me  questions  and 
he  buys  every  Gemstone  deal  by  the  way.  Like  for  all  the  reasons  you  should,  he 
does.  But  if  you  want  to  buy  deals  you  need  to  meet  the  manager. 

ALEX:  Right. 

SEAN:  And  you're  going  to  get  conversant  with  when  they  go  in  and  they  tell  you  like 

Alex,  wc  own  the  bottom.  This  is  like  a  financing  trade  for  us.  You  know  what  I 
mean.  And  we're  in  the -so  they're  still  in  all  the  credit,  right.  You  obviously 

want  a  guy  like  that  working  for  you  rather  than,  you  know,  buying  this 

like  a  fucking  deal  from  GSC,  right,  where  they  don't  buy  any  equity.  Right. 

ALEX:  I'm  with  you. 

SEAN:  Okay.  So  we're  going  to  launch  this  deal  on  Wednesday.  And  we're  looking  at 

creating  Junior  AAAs  that  will  come  out  in  the  45  area. 

ALEX:  Okay. 
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SEAN:  Now  what  can  happen  off  this,  like  if  you,  you  would  never  buy  bonds  higher. 

Like  you  would  never  drive  in  a  deal  higher.  If  you  indicate  eariy,  like 
Gemstone  deals  go  very  well,  and  this  deal  will  all  go  very  well  and  it  will  get 
oversubscribed.  If  I  bring  you  in  eariy  and  firm,  you're  going  to  get  bonds,  and 
you're  going  to  get  what  you  want.  Now  if  you're  a  25  bond  buyer,  I'll  still  get 
you  that  If  you're  a  50  or  a  75  or  100,  that's  better. 

ALEX:  Yeah  well  how  big  do  you  think  the  mezz  is  going  to  be? 

SEAN:  WelL,  1  was  looking  before.  I  was  looking  at  the  full  size  of  the  AAAs,  right. 

What  do  we  think  that  was.  It  was  big.  It's  a  billion  dollar  deal. 

ALEX:  It's  793. 

SEAN:  Right.  Those  were  the  AAAs? 

ALEX:  Yep. 

SEAN:  Right.  So  it's  going  to  be  pretty  big.  Let  me  check.  Can  1  put  you  on  hold  for  a 

second? 

ALEX:  Absolutely. 

SEAN:  Okay.  Alex? 

ALEX:  Yep. 

SHAN:  And  1  don't  have  the  firm  numbers  but  typically  you  have  like  a  65  kind  of  35 

split.  Something  like  that. 

ALEX:  Alright. 

SEAN:  So,  you  know,  if  we  add  800  million  AAAs,  we'll  have  like  700  something, 

right? 

ALEX:  Let's  do  the  math. 

SEAN:  Now  what  I'm  saying  is  in  the  total  AAA  size  I'm  paging  through,  1  should  have 

-  yeah  we  - 

ALEX:  Yeah  you  said  like  275-ish. 

SEAN:  Yeah. 

ALEX:  Okay. 

SEAN:  And  that's,  you  know,  I'll  be  much  -  I'll  give  you  a  much  better  feel,  but  you 

know  it's  going  to  be  a,  you  know,  250  to  300  million. 
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SEAN: 

ALEX: 

SEAN: 

AI.F.X: 

SEAN: 

ALEX: 

SEAN: 

ALEX: 

SEAN: 

ALEX: 

SEAN: 

ALEX: 

SEAN: 

ALEX: 


Okay.  We'll  take  the  whole  thing. 

Now  what  would  you  take? 

Uh,  we'll  probably  take  50. 

Okay. 

I've  got  to  talk  to  Adam  about  this  obviously. 

Okay. 

And  I  would  like  to  speak  with  the  manager. 

Alright. 

Do  you  want  us  to  leave  a  call  tomorrow? 

Umm,  do  you.  do  you,  alright  111  do  what  you  want. 

Or  we  could  go  over,  1  don't  care.  It  doesn't  bother  me. 

I  think,  1  think  - 


SEAN: 
ALEX: 

SEAN: 
ALEX: 
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SEAN:  Do  you  want  to  see  HBK  tomorrow? 

ALEX:  Weil  yes,  that's  what  I'm  saying. 

SEAN:  Okay.  Fm  going  to  ask  to  see  them  in  the  afternoon. 

ALEX:  Okay.  Wide  open.  I  have  a  meeting  that  never  happens  at  1 0:00  a.m.  with  your 

buddy  boy. 

SEAN:  Okay. 

ALEX:  And  I'm  good.  So  anytime  in  the  afternoon  would  be  great.  It's  my  inaugural 

manager  meeting  and  deal,  if  it  happens. 

SEAN:  Well  I'm  going  to  be  honest  with  you.  I'm  happy  that  you  happen  to  mention 

this  to  me  and  that  I  had  this  deal  coming.  Because  quite  honestly  it  will  all  go 
well.  And  we  don't  want  you  to  stub  your  toe. 

ALEX:  I  agree.  I  was  hoping  a  good  thing. 

SEAN:  So.  Alright  bro.  I  have  made  a  request. 

ALEX:  Uram,  I'm  going  to  be  leaving  her  in  like  a  half  hour. 

SEAN:  Don't  worry  1  'm  going  to  get  them  to  see  you  tomorrow  afternoon. 

ALEX:  All  day  tomorrow  and  tomorrow  morning  you  and  me  will  talk  about  HBK.  if  you 

want,  in  the  morning,  the  deal. 

SEAN:  The  truth  is  we  don't  like  -  did  you  read  these  market  fees? 

ALEX:  Yeah,  there's  not  much  to  talkabout. 

SEAN:  Well  you  know  what  you  want  to  see,  okay  - 

ALEX:  1  want  to  see  some  stresses,  but  you  know  possibly  but  the  deal  well  - 

SEAN:  In  a  credit  report.  You  want  to  see  what  they're  doing,  And  you  know  what  yeu 

could  ask  them.  We  had  a  portfolio  and  I  seni  you  a  market  with  this  deal,  I  gave 
the  marketing  piece  and  portfolio,  and  what  you  should  do  is  pick  a  BBB  minus, 
right,  and  you  say  could  you  tell  me  this  write  up  and  tell  tne  about  the  deal.  Do 
you  know  whai  1  mean? 

ALEX:  Okay. 
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SEAN: 


ALEX: 
SEAN: 
ALEX: 
SEAN: 
ALEX: 
SEAN: 
ALEX: 
SEAN: 
ALEX: 


And  then  quite  honestly,  they  could  like  talk  a  lot  of  shit  with  you  and  you 
wouldn't  know  it  but  they  won't  do  that.  They'll  start  talking  to  you  about  what 

stresses  they  run  and  everything  else  and  then  you  would it  and  that's, 

you  know,  this  is  a  gteat  way  to  get  involved  and  honestly  if  you  need  me  to  help 
you  with  Adam  with  it  or  whatever  else  1  can  do,  for  all  the  right  reasons, 
especially  the  fact  that  they  like  own  the  whole  bottom  and  they've  been  doing  it 
for  a  very  long  time.  It's  a and  that's  a  cool  thing. 

Okay. 

Alright  bro? 

Alright  cool. 

1  will,  I  will  be  calling  you  then  tomorrow  to  tell  you  that  I  have  this  all  arranged. 

Great.  So  I  should  wear  a  very  nice  looking  tie. 

You're  always  fucking  nice  and  neat  dude. 

Alright. 
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ALEX: 
SEAN: 

ALEX: 
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Call  between  Alex  Craig,  Sean  Whelan,  and  David  Borcbard 
regarding  initial  meeting  with  HBK 
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SEAN: 

How  arc  you? 

ALEX: 

Good. 

SEAN: 

ALEX: 

SEAN: 

ALEX: 

SEAN 
.ALEX 
SEAN 
ALEX 
SEAN 
ALEX: 


SEAN: 
ALEX: 


Redacted 
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So  I'm  just  going  to  go  and  say  that  I  read  your  deal  I  think  1  read  through 
you.. .tell  roe  about  yourself  I  read  through  -  I'm  sure  they  must  have  read 
through  this  ''Deutsche  Bank:  Managing  foe  Mianager's  Suggested  Questions." 
Am  I  right? 

Ask  them  anyway. 

I  think  that  their  presentation1  is  tailored  to  some  of  these  questions.  So  Fm  just 
going  to  go  through  the  whole  thing  and  say  what  other  questions  should  I  be 
asking  and  then  let's  look  at  one  or  two  of  the  BBB-. 
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SEAN:  Ask  them  also  in  there  -  and  1  don't  know  if  this  is  in  our  document  or  not.  I 

want  you  to  like  look  if  they  show  you,  ask  them  to  just  pull  up  the  portfolio  of  an 
existing  deal  right? 

ALEX:  I  have  one. 

SEAN:  And  say  how  do  you  do  due  diligence  on  this?  What  is  your  monthly  tracking 

system?  Because  honestly,  you  are  going  to  see  that  technologically  they  are 
going  to  access  that  bond,  it's  how  they  do  their  constant  maintenance  on  the 
market  and  the  truth  is  Alex,  also  ask  them  because  they  are  selling  synthetics. 
Talk  to  them  about  how  they  feel  about  tracking  vintages  to  dp  synthetic  trades 
because  what  is  going  on  up  there  is  like  HBK.  They  make  enormous 
technological  investments  and  what  they  do  is  they're  tracking  the  performance  of 
like  every  fucking  bond  out  there.  They  are  getting  trustee  reports.  Ask  them 
how  ihey  are  getting  those  updates.  And  they  are  loading  them  up  so  how  do  they 
come  up  with  lists  that  they  want  to  do  some  BS  on.  That's  how.  You  know  what 
Imean?  They're  actually  surveilling  pretty  much  the  whole  market  All  right. 
I'm  fucking  proud  of  you  taking  your  step  in  the  right  direction.  Talk  to  your  boy. 
Of  course,  he  steers  your  wrong. 

ALEX:  We'll  see. 

SEAN:  Now  Dave  Borchard. 

ALEX:  He's  on  the  phone  listening  to  this. 

SEAN:  Hey,  Dave  what  do  you  want  to  get  from  me,  dude?  I'll  get  you  everything. 

DAVE:  Yeah,  just  whatever _.  I  didn't  see  this  deal  before  so... 

SEAN:  Oh,  you  know  why  because  1  specifically  sent  it  to  him  while  we  were  having  a 

conversation.  You  get  all  my  Bloombergs  though  right? 

DAVE:  Yeah. 

SEAN:  Okay,  cool.  Anytime  in  the  future  I  will  add  you  and  by  the  way  as  we  speak 

Dave  you're  listening  in  I  don't  know.  I  would  never  have  anything  unkind  to  say 
about  you.  But  it  could  fucking  happen. 

DAVE:  The  second  you  were  going  to  say  something  nasty  I  would  have  reminded  you. 

SEAN:  De  borchard  right? 

DAVE:  That's  right. 

SEAN:  Okay,  cool.  I'll  jusi  anytime  1  email  Alex  anything.  Are  you  going  to  this  thing 

too  Dave? 
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Yeah. 

Good.  And  honestly  I  think  this  is  like  for  both  of  you,  you  don't  spend  a  lot  of 
time  in  credit  and  this  is  a  -  like  HBK  there  are  several  guys  that  1  would 
recommend  that  you  look  at  like  deals  from.  This  was.like  a  layup.  And  it  would 
have  been  my  #1  pick,  and  we're  happy  to  be  doing  a  deal  for  him.  Of  course, 
don't  tell  Kevin  Jenks  that.  He's  the  head  portfolio  manager.  He's  a  bit  fucking 
cocky  but  you  know,  other  than  thai. 

The  headquarters  would  be  located  in  Dallas  right? 
Yeah.  These  guys  have  always  been  in  New  York- 
Okay. 

They  hired  Jenks.  He  waslike  out  in  Oregon  or  some  shit  working  for  like  a 
money  manager  out  there.  And  they  probably  brought  him  back,  like  I  don't 
know,  maybe  five  years  ago  and  the  guy  he  has  working  for  him  Marco  is  a  -  you 
know  the  guys  are  very  smart  guys.  And  I'm  not  sure,  I  think  that  a  lot  of  the 
technologica]  fire  power  is  down  in  Houston,  because  like  in  terms  of  all  their 
modeling  and  everything  -  they  have  some  pretty  sophisticated  model  -  and  like 
Kevin  doesn't  build  them  now  he  works  with  them  on  them  but  you  know  in 
terms  of  forecasting  like  observing  performance  and  forecasting  losses  and  stuff 
like  that  they  actually  are  a  sophisticated  player.  All  right. 

Okay,  thanks. 
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Class  A-l 

644,000,000 

L+0.35% 

Aaa/AAA 
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DlfConiari 

Institution 

Contact 

Low 
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Pricing 
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Allocation 

•  I'BiintM.;.;           ■    t     •           '!;" 

B.  Rogers 

CIFG 

Sent  info.  CIFG  might  no  longer  be  a  sure  thing  for 
Gemstone  CDO  7.  Sales  coverage  spoke  to  Jay  Plastino 
today  -  the  feedback  is  that  although  their  business  side 
wants  to  pursue  ABS  CDOs  and  Gemstone,  they  are  in  the 
middle  of  a  comprehensive  portfolio  overview  /  analysis 
being  driven  by  their  Credit  dept,  and  until  that  process  is 
done,  they  don't  want  to  push  ahead.  The  credit  overview 
process  could  be  done  within  1-2  days  or  could  take  a  few 
weeks..  Will  have  an  answer  monday.  will  come  back  to 
us  at  4pm 

M.  Freilich 

ABN 

SO 

75 

Sent  info.  Bought  last  deal.  50  to  60  mm  the  idea  -  wd 
need  mid  to  high  20  s.  46.5%  attachment. 

R.  Oswell 

Standard  Charter 

100 

150 

244 

info  on  the  deal. 

T  Stevens 

HBOS 

can  take  stuff  unwrapped 

R.  Allan) 

AIG 

M.  Kudena 

DZBank 

Sent  info.  Bought  last  deal 

Nabeel 

ADIA 

Sent  info.  Bought  last  deal 

S.  Ma 

Bank  of  China 

Sent  info.  Bought  last  deal 

Bank  of  America 

Anupama 

BofA 

looking.  Told  then  whsiper  is  27  area 

T.  Freeland 

MBIA 

requested  portfolio 

M.  Ccann 

IADB 

25 

looking 

M.  Freilich 

HSBC 

Sent  info  bought  last  deal.  Not  buying  abs  at  the  moment 

DBSI 
CDO  Group 


DBSI  PSI001 17568 


Footnote  Exhibits  -  Page  2112 


III.  |-.inlui  <  - 

..  .,   ■...  ■ 

Contact 

Low 

Hiji 

!• 

....1 

Pricing 

"...i...-  fu, 

Allocation 

Comments 

Heather  Daur 

CSFB 

Bought  last  deal.  75mm.  Spoke  to  sales.  Will  send  info. 
Could  be  a  prob.  They  only  invest  in  short  paper,  tim 
wilson  had  been  looking  at  it,  he  is  on  vacation  now.i  wil 
1  check. don't  think  he  was  too  impressed  by  the  fact  that 
we  w 
ould  not  put  a  bid  on  the  old  gemstone.just  fyi.. 

B.  Rogers 

swiss  re 

would  care  at  20-2 1  not  at  1 7dm.  Jenks  is  ok  with 
20.OUT.  Anthony  and  I  just  had  a  call  with  SwissRe 
regarding  HBK.  Unfortunately,  due  to  the  subprime 
market  exposure,  there  is  not  attachment  point  or  pricing 
level  that  would  work  for  them. 

A.  Palmer 

UBS 

0 

0 

0 

0 

Sent  info.  UBS  seems  interested  but  they  might  have  size 
constraints  -  sales  coverage  mentioned  their  expected  size 
to  be  around  $300m. 

P.  Binks 

BGI 

0 

0 

0 

0 

I  just  got  off  the  phone  with  Sami.  He  said  it's  Jeff  Hilton 
in  credit's  call  and  it's  on  the  'razor's  edge'.  Sami  has  been 
pushing  him  for  an  answer  but  Jeff  says  he  needs  more 
time  to  think  about  it.  It  seems  he's  not  comfortable  with 
the  rating  agency  correlation  assumptions  (Sami  told  him 
to  use  whatever  he  wants  and  run  it  himself)  and  he  says 
he  wants  more  time  to  think  about  the  interest  rate  risk 
component  some  more.  It  sounds  like  we  may  not  have  a 
definitive  answer  until  Monday.  I  wish  I  had  more  positive 
news,  outr  2  much  HBKexposure.  cant  get  their  arms 
around  ABS  risk  in  market 

A.  Jain 

UBS 

0 

0 

0 

Sent  info.  Initial  feedback  from  UBS  Prop  is  that  the 
27.9%  non-investment  grade  bucket,  is  much  higher  than 
what  they  have  looked  at/bought.  They  are  doing  their 
work  on  the  deal,  but  even  though  a  number  of  the  BB's 
are  First  Franklin,  a  fair  amount  of  the  BB's  are  '06 
vintage,  which  is  worrisome  to  them. 

M.  Raber 

NAB 

c 

c 

0 

0 

the  2nd  quarter.t  hey  need  to  buy  some  more  abs  at  the 
moment 
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B.  Rogers 


K.  Quinn 


MBIA 


SAI 


West  LB 


A.  Palmer  FGIC 


Pricing 


0      0 


Floating/Fixed 


Allorution  ; 


4  iinnR-in* 


Sent  info.  MBIA  might  be  interested  in  Gemstone  7  -  i 
had  a  prelim  call  with  David  Crowle.  if  meeting  with 
Jenks  goes  well  at  ASF,  he  said  they  might  be  in  the  CDO, 
subject  to  the  following: 

MBIA  needs  their  strict  control  rights  -  in  case  of 
manager  termination  for  "cause",  liquidation  rights  in  case 
of  EOD  and  such...  he  is  sending  over  a  copy  of  an  OM 
from  a  recent  HG  deal  (HARP)  that  they  did. 

they  might  need  coverage  tests  in  the  principal  waterfall 
but  this  is  a  threshold  issue 

-  they  might  push  back  on  concentration  limits  and  the 
5%  ABX  bucket  that  Jenks  wants 

he  gave  some  color  on  where  they  have  been  attaching  in 
mezz  deals: 

sequential  pay  with  coverage  tests  in  intr  and  prin 
waterfalls  -  low  30s 

sequential  pay  without  coverage  tests  -  low  40s 

-  prorata  pay  -  high  40s    MBIA  is  not  a  sure  bet  as  of 
now.  in  fact  the  vibe  I  got  at  ASF  is  that  they  are  a 
resonably  long  way  from  getting  there  on  G7.  OUT.  2 
many  BBS 


came  in  on  Aas 


Had  a  meeting  in  Lisbon.  NY  will  work  on  this.  Ilinca  - 
wlb  ny  shot  down  gemstone. .avoiding  2006  vintage 
deals  at  this  point  due  to  very  negative  view  on  2006 
collateral. ..showed  to  brightwater  too  so  will  get  color 
there. Kevin 


Had  a  great  meeting  at  ASF.  They  are  still  uncomfortable 
with  the  '06  vintage  collateral.  They  do  like  the  manager 
and  would  like  to  arrange  a  diligence  to  get  their  credit 
risk  people  comfortable  with  HBK.  They  are  passing  on 
Gemstone  7  but  would  like  to  see  Gemstone  8,  especially 
if  Gemstone  8  has  a  short  bucket. 
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i-;:  -  mil  :<  ■ 


Alex  Giannou 


M.  Freilich 


T.  Freeland 


R.  Oswell 


J.  Oesteich 


Institution 


Public  Sector  Pension 


CQS 


MS  Prin 


New  Bond  Street 


DZ  Bank 


©HrtactX' 


L'.A 


A.  Dacosta  /  P  g 


Columbia  Management 


T.  Oyagi 


R.  Oswell 


HVB  -  London 


O.  Chebli 


J.  Nathoo 


D.  Ludlow 


.1,  .. 


GIB 


Vero  Capital 


ML  Bank 


IGI 


'Julsr 


!■■>  < 


20 


20 


15 


Floating/Fixed 


15 


30 


20 


at  35 


45 


Allocaliun 


i  ■ . mi  «  . 


15 


20 


considering  ABS  CDO  SS.  They  probably  won't  get 
there  in  the  1st  quarter  and  are  working  on  getting  their 
systems  up  to  speed  so  that  they  can  trade  this 


Out  of  market.  No  longer  buying 

ent  inlb.  hard  to  get  excited  about  managed  ss  with  a 
28%  bb  bucket  given 
the  last  several  trades  we've  done. 


OUT  on  this  deal.  Does  not  like  BB  exposure 


DZ  wont  participate  in  the  deal 

-  the  investment  team  likes  the  deal  and  the  manager 

-  their  credit  comittee  is  a  bit  cautious  atm  for  BBB/BB 
investments  and  did  not  want  to  make  a  fast  decisioin 
(they  were  aware  of  it  for  a  long  time  but  are  German) 


No  feedback  yet  1/22.  spoke  with  them  today  and  they  are 

not  interested  ! !    he  said  it  is  not  something  that  he  has 

bought  in  the  past  and  the  longest  WAL  that  he  could  buy 

in  any  type  of  size  would  be  3yrs  max.. 

their  Enhanced  Cash  fund  has  been  losing  cash  for  past  45 

days 

and  they  are  not  buyers  right  now.,  they  very  infrequently 

buy 

CDO's..  hopefully  this  changes  but  thats  feedback- 


All  acccounts  not  buying  mezz  abs  cdo 


He  spoke  to  account  4/12.  Could  look  at  the  deal.  Waiting 
for  feeddback.  Will  most  likley  be  20mm.  They  have 
asked  about  oveerlap  analysis  on  the  deal  Spoke  to  sales 
4/24.  They  are  still  doing  their  work  on  the  deal.  Told 
sales  that  we  are  looking  to  price  friday.  needs  a  priced 
portfolio.  FIRM. 


As  good  as  firm  on  this  tranche.  Will  be  able  to  firm  up  by 
Monday ^^^^^^^^^^_^__ 


LOOKING. 


OUT 


DBSI 
CDO  Group 


DBSI  PSI00117568 


Footnote  Exhibits  -  Page  2115 


DBGontii 

J.  Nathoo 

nstilutioo 

Vertical 

Contact . 

).m> 

■High1 

*<>{ 

>>i-l«r 

1     :  1 

f  j.  jmiv  fa  •} 

Allocation 

<   ..rllii-ni-' 

M.  Freilich 
T.  Freeland 

ABN 
Rabo 

0 

0 

Had  a  conference  call  with  Rabo.  Told  trev  we  are 
potemtially  creating  a  junior  AAA.  Would  also  looked  at 
wrapped  AAAs.  Told  them  junior  AAA  level  would  be  L+ 
45  area.  Does  not  like  amount  of  BBS  in  the  portfolio 

would  consider  junior  aaas 

T.  Freeland 
M.  Yencken 

Princeton 
ING  Australia 

0 

0 

0 

OUT.  >They  invested  in  gemstone  4.  This  deal  is  to  close 
to  the  last  one 

M.  Freilich 

WinCap 

0 

0 

0 

Will  take  a  look  but  already  have  a  lot  of  exposure  to 
them.  Prob  no.  does  not  like  BB  exposure  and  focused  on 
other  things  now.  May  look.  Does  not  like  the 
performance  of  the  previous  deals 

G.  Eagan 

Wharton 

0 

0 

Do  not  have  room  in  their  cdo  foir  aaa  s 

M.  Mccann 

Asked  if  any  accounts  would  have  interes  in  this  deal. 
Waiting  to  hear  back 

B  Stammer 

M.  George 

Fortis  Bank 

20 

30 

20 

0 

Would  have  interest.  Waiting  for  analysis.  Account  has 
analysis.  Waiting  for  feedback.  Sales  does  not  think  this 
structure  will  be  a  problem  for  them.  Told  them  32  dm. 
They  would  put  this  in  a  bamk  portfolio.  With  a  junior 
AAA  still  below  them  this  could  work.  He  will  finish 
work  by  friday.  Could  still  care.  They  are  going  to 
comitee  next  week  for  the  deal.  Will  come  back  on  Wed  to 
firm  up.  OUT.  They  need  more  subordination  for  a  second 
pay  on  this  deal./  Prob  10%  more  for  20mm  bonds 

0.  Chebli 

GIB 

25 

25 

at  39 

They  could  more  their  order  from  the  junior  AAAs  into 
the  class  a-2  but  need  a  spread  of  39  on  the  class  a-2 

P.  Martin 

Canadian  conduits 

only  have  two  non-S+P  ratings  based  investors. one  a 
pension  fund  and  the  other  an  ins  co... neither  is 
comfortable  with  the  underlying.,  although  relative  to  corp 
underlying  spreads  with  their  attendant  ratings 
migration/default/recovery  risks,  the  secutitized  space 
with  nothing  more  than  extension  risk,  is  far  more 
attractively  priced.. 
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Mli  iMUim 

Comments        •>•.'  ■'-                 <■',•■               ' 

DB  Contact 

J.  McCormick 

nstltution                          Contact 

Dommerzbank 

Low- 

0 

High1 

0 

10 1 

0 

0 

rhey  are  more  focused  on  trading  the  underlhying 
hemselves 

J.  McCormick 
S.  Ruhle 

3&B 

DA  Capital 

0 

0 

0 

0 

OUT  on  this  deal.  They  did  not  invest  in  the  last  deal 
:ither.  Sales  will  follow  up  with  them  on  the  new 
structure.  They  have  been  shown  new  structure.  They  still 
will  not  come  in  on  this  deal 

Anupama 
|R.  Creswell 

Trainer 
RBS 

0 

0 

0 

Do  not  like  HBK.  Spread  to  tight  for  them  at  35ddm 
Out  of  the  office  this  week 

Jamil 

M.  George 

KBC 
BS 

0 

0 

0 

60%  prob.  Not  looking  for  Class  A-2  tranches.  They  are 
looking  for  junior  aaas  spread  45-50 

0.  Chebli 

GIB 

40 

50 

0 

0 

at40ish  spread 

Looking  at  AAAs  or  A's.  Put  in  for  the  Class  A-3.  His  cost 
of  funding  is  at  30dm.  They  are  looking  at  the  class  A-2 
and  trying  to  move  credit  approval  from  A-3  to  A-2.  OUT. 
They  care  more  on  the  Class  A-3  because  their  RAROC 
would  be  lower  on  the  Class  A-2. 

Nupe 

BofA 

0 

0 

0 

@34-35 

Woul.d  care  at  34-35.  Told  her  34/35  would  not  wore  ana 
would  entertain  32ish.  Showed  new  structure.  Would  look 
at  a  3  yeat+  average  life  1st  pay  in  low  30s  dm.  2nd  pay  is 
not  going  to  work 

D.  Ludlow 
R.  Creswell 

ACA 
RBC 

0 
0 

a  funder..  Told  them  that  this  would  be  low  prob  on  the 

HBK  AAA's 

Not  a  buyer  of  mezz 

Not  buying  mezz  abs  cdo 

M.  Freilich 
M.  Freilich 
D.  Ludlow 

Cheyne 
Gordian 
Stanfield 

0 
0 

Not  buying  mezz  abs  cdo 

that  they  have  been  avoiding  Mezz  deals  all  year  if  they 
would  look  they  would  play  in  a  deal  that  has  super  senior 
and  mezz  AAA(they  buy  super  senior).  The  talk  of  30  was 
also  to  tight  for  them,  lest  35  on  the  super  senior  piece. 
OUT.  They  saw  the  A-2  structure  and  can  not  invest 

W.  Yip 

Canadian  conduits 

0 

0 

0 

like  the  amount  of  BBs  in  the  portfolio 
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DBGttnti 

nstirutioi) 

SdritacV 

i  ■ 

High 

IOI 

•»f.i.-! 

I'n  ■■  ■ 

l!..;mii£  I'm  J 

*!!       ,-...! 

Jimu*u  ui%                   -             .                     n» 

H.  Jaggi 

AIG 

C.  Lithander 

Danske  Supermarket 

0 

0 

0 

Oansk  Supermarked  is  allready  full  on  line,  they  hold  10% 
jf  portfolio  with  HBK  as  manager  and  cannot  take  more. 

C.  Lithander 

OKO  Bank 

T.  Freeland 

Has  an  account  that  wants  a  wrap. 

T.  Freeland 

Rabo 

0 

0 

0 

0 

Had  a  conference  call  with  Rabo.  Told  trev  we  are 
potemtially  creating  a  junior  AAA.  Would  also  looked  at 
wrapped  AAAs.  Told  them  junior  AAA  level  would  be  L+ 
45  area.  Does  not  like  the  amount  of  BBs  in  the  portfolio. 
Can  not  use  CIFG  as  a  funder. 

T.  Freeland 

MBIA 

0 

0 

0 

0 

Does  not  like  the  mezz  rmbs  market.  They  are  looking  at 
start  deal  and  prefer  that.  They  do  not  like  the  portfolio  of 
the  HBK  deal 

M.  George 

1KB 

0 

0 

0 

They  are  looking  at  the  portfolio.  Trying  to  schedule  a 
meeting  with  jenks  and  1KB.  Does  not  want  to  take  the 
BB  risk  in  the  deal 

M.  Freilich 

HSBC 

0 

0 

0 

Looking.  They  need  20%  subordination  on  the  deal.  OUT. 
Concerned  about  asset  class 

R.  Oswell 

Citi 

0 

0 

Only  looking  at  CLOs.  They  buy  ABS  deals  on  their  own. 
They  do  not  want  to  pay  for  a  manager  to  do  what  they 
can  already  do 

R.  Allard 

Ambac 

they  won't  be  at  6  bps  (probably  not  even  8  bps).  They  are 
currently  looking  at  CLO  squared  deals  where  they  are 
netting  20bps  so  unfortunately  Ambac  are  not  an  option 

R.  Allard 

CIFG 

synthetic  bucket  is  20%  and  the  subordination  is  45-50% 

R.  Allard 

FSA 

FSA  are  struggling  to  get  there  on  the  modelling  for  these 
deals,  fyi  they  struggled  with  collateral  on  START  which 
was  Baa2  so  it  is  highly  unlikely  they  could  get  anywhere 
close  on  this  trade  given  the  collateral  quality.  They  have 
recently  updated  me  t 

R.  Allard 
R.  Allard 

Radian 
Assured 

do  not  have  the  asset  class  approved  yet. 
Assured  do  not  look  at  ABS  deal  period. 

R.  Allard 

MBIA  monoline 
Total 

0 

0 

0 
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64% 
102 

119% 

124% 

m 

100% 
tS'J 

Class  A-2 

159,000,000 

L+  0.47%  area 

Aaa/AAA 

100% 

159.0 

DB  Contact,  « 

Institute  h 

f      *    ,            t   .' 

»  t       f  ; 
Contact. 

-;  ■ 

1  ....1 

'  High ; 

iot 

1  Order 

Pricing 

I  bating  Fixed 

•  • 
Mlocnlion 

Comment.                                                                          .;• 

D.  Ludlow 

NIB 

30 

40 

30 

30 

at  46 

30 

100.00% 

Had  a  call  with  account.  Looking.  Did  not  request  analysis  on  the 
deai.  Know  the  manager  well.  Had  a  call  with  ludlow.  Conveyed 
they  would  get  only  1/2  tranche.  15mm  is  what  it  is  ..  Account  ok 
with  that  allocation.  FILLED  FOR  30MM  AT  47DNM 

M.  George 

1KB 

30 

70 

87 

87 

at  46 

87 

100.00% 

them  we  will  give  them  min  30min.  FILLED  AT  47DM  FOR 
87DM 

S.  Whelan 

M&TBank 

42 

80 

80 

42 

45  AREA 

42 

100.00% 

an  IOI  after  that.  FIRM.  No  analysis  needed.  FILLED  FOR  42  AT 
47.  gave  allocation  already 

M.  Freilich 

CQS 

0 

0 

Out  of  market.  No  longer  buying 

D.  Ludlow 

Sailfish 

20 

IOI ..  45  and  50dm  care.  Out.  They  want  wider 
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Class  B 
96,900,000 
L+0.68% 

Aa2/AA 

77%     121%     100%      67%                                                                 100% 
1*          117          97            65                                                                             '■><>•'•' 

<t{;<  ..n,,,! 

- 
lis  titjiti»n 

Contact 

1  (IW 

III-.* 

iqi 

":.!.> 

I'l  >•  ln« 

;  i<.-.\.r.;  Fitcd 

\llOC  .!!».'■ 

CitnxUH.'irft       '               "-.                                        .           •   ■          '  ' 

S.  Whelan 

M&T 

40 

40 

40 

40 

AT  TALK 

40 

Had  a  meeling  with  account  nil.  Meeting  went  well.  FU 1  in  an  lui  ngnt 
after  that.  Firm  at  68 

D.  Ludlow 

NIB 

5 

10 

5 

5 

at  60 

S 

Looking  at  junior  AAAs  would  care  wider  .  Told  them  was  coming  at 
68dm.  Only  want  5. 

S  Whelan 

Wachovia 

10 

10 

20 

20 

at  68  area 

20 

Sent  materials.  Invested  in  last  deal.  Looking.  Requested  sources  and  uses 
on  the  deal.  Wants  2045  maturity  then  will  come  into  the  deal.  We  can 
change  the  maturity  to  2045.  TOLD  THEM  68DM  ON  AAS  AND  275 
ONA'S 

HBK 

31.9 

Nabeel 

• 

.■■■'  .-    '    k 

GIB 

10 

15 

10 

at  65 

Spoke  to  sales  2/20..  Waiting  to  hear  back.  Wil  let  know  us  know  in  am.. 
WILL  COME  BACK  TODAY  TO  FIRM  UP.  TOLD  THEM  THEY 
WERE  COMING  AT  68DM.  Will  know,  tomorrow.  High  prob  given  call 
with  manager  they  will  come  in.  Have  been  chasig  sales.  Have  not  heard 
back  from  them  yet 

L.  Pike 

N1R 

15 

0 

0 

Sent  materials.  Invested  in  last  deal.  NIR  is  doing  the  initial  work  on  the 

HBK  deal.  He  might  have 

some  questions  that  he'd  want  to  chat  with  Kevin  about 

(collateral  oriented).  He'll  probably  ask  for  that  shortly. 

If  they  approve  the  deal,  his  interest  is  in  the  15mm  area  for 

the  class  B  (Aa2).  He'd  actually  prefer  a  Aa3  class  if  it  gets 

restructured. 

Accont  is  back  from  the  travelling.  They  are  going  to  focus  on  this  deal 

now.  Focused  elsewhere  this  week/  Not  focused  on  Gemstone.  Told  them 

| we  have  15  mm  AAs 
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DB  Conti    1 

nstiliuivn 

Contact 

Low 

MKh 

l-t 

«»f,j  s 

•    Pricing  • 

;  !•  .  •     In  ■> 

Allocation 

Comments     : 

J.  Dineen 

Wharton 

0 

12 

12 

Sent  materials.  Invested  in  last  deal.  Wharton  (Phil  Todd)  HBK  initial 

feedback  with  work  continuing: 

'not  fantastic"  as  regards  to  his  delinquency  score  vs.  the 

Countrywide  "Alpha  Mezz"  deal  also  in  the  market  at  this  time  however, 

he  likes  HBK  as  a  manager  and  intends  to  continue  to  review  the  deal. 

His  initial  scoring  consists  of  loading  delinquency  data  and  comparing  it 

to  his  expected  loss  curves. 

His  system  ranks  lowest  scores  as  better  to  higher  and  the  HBK  deal  has  a 

1.52  score  vs.  the  Countrywide  deal  having  a  1.19 

score.  Still,  this  relative  under  performance  is  not  a  knock  out  and  he 

continues  to  do  his  work.  OUT.  They  do  not  like  the  collateral,  looking 

again.  Doing  the  work  2/14.  NOT  GOING  TO  GET  WORK  DONT 

TODAY..  NEEDS  MORE  TIME.  They  will  come  back  to  us  on  monday. 

OUT.  they  are  having  issues  with  their  cdo.  out.  NEEDS  a  payment  date 

in  may  because  of  their  first  pay  on  their  deal 

R.  Creswell 

RBS 

0 

0 

0 

0 

Sent  materials.  Invested  in  last  deal.  Wharton  (Phil  Todd)  HBK  initial 

feedback  with  work  continuing: 

"not  fantastic"  as  regards  to  his  delinquency  score  vs.  the 

Countrywide  "Alpha  Mezz"  deal  also  in  the  market  at  this  time  however, 

he  likes  HBK  as  a  manager  and  intends  to  continue  to  review  the  deal. 

His  initial  scoring  consists  of  loading  delinquency  data  and  comparing  it 

to  his  expected  loss  curves. 

His  system  ranks  lowest  scores  as  better  to  higher  and  the  HBK  deal  has  a 

1.52  score  vs.  the  Countrywide  deal  having  a  1  1 9 

score.  Still,  this  relative  under  performance  is  not  a  knock  out  and  he 

continues  to  do  his  work.  OUT.  They  do  not  like  the  collateral,  looking 

again.  Doing  the  work  2/14.  NOT  GOING  TO  GET  WORK  DONT 

TODAY..  NEEDS  MORE  TIME.  They  will  come  back  to  us  on  monday. 

OUT.  they  are  having  issues  with  their  cdo.  out.  NEEDS  a  payment  date 

in  may  because  of  their  first  pay  on  their  deal.  OUT.  dont  like  the  big 

discount  on  the  equity 

R.  Creswell 

Cheyne 

looking  at  A's  now 

H. Jaggi 

Koch 

10 

15 

10 

at  60 

told  them  deal  is  coming  at  60dm.  And  AAAs  at  28  area.  No  feedback 

M.  George 

BSAM 

WOULD  CARE  ONN  THE  As 
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DB  (.'out..,  < 


E.  Santini 


C.  Delcol 


M  George 


T.  Freeland 


J.  Dineen 


p.  Downes 


R.  Creswell 


R  Creswell 


S,  Ma 


C.  Newll 


J.  Longstaf 


R.  Rode 


Nupe 


R.  Oswell 


.,.  (itutmr. 


CSAM 


J.  Longstaff 


M.  Braund 


W.  Yip 


S.  Whelan 


S.  Friede 


t  oiktact 


MFS 


1KB 


RABO 


Chotin 


Highland 


Prytania 


Cairn 


SLAM 


Allstate 


B&B 


Dynamic 


Blackrock 


HVB 


B&B 


Redwood  Trust 


Elliot 


Petra  Capital 


M.  Yenncken 


D.  Ludlow 


J.  Denning 


Security  Benefit 


INGAUS 


ML  Bank 


TCW 


Low 


10 


High 


10 


ioi 


10 


Order 


Pricing 


at  55 


i  Id  itiog/Fixrd 


Allocation' 


Comments  ■  •  . 

Uenl  materials.  Invested  in  last  deal.  OUT.  I  hey  have  been  ouying  deals 
wider  and  don't  have  that  much  money  to  spend 


They  don't  like  BBS  in  the  portfolio 


Sent  materials.  Invested  in  last  deal.  Wants  only  junior  AAAs.  OUT 


Sent  portfolio.  OUT.  Too  many  BBs 

sent  materials.  Invested  in  lasl  deal.  Will  iook  at  the  deal  next  week.  UU I 

28%  below  IG  

ramping  up  a  high  grade  cdo.  UU  said  not  to  a  deal  lor  tnem.  1  hey  will 

not  look  at  this  deal 

Met  HUK.  ai  AUK  Waiting  lor  leeback.  Would  have  needed  more  time  to 

do  analysis  on  the  deal 

Sent  mlo.  Uought  gemslone  7,  UU  I .  I  hey  don  l  nave  AA  money  to  put  10 


work 


Sent  materials.  Invested  in  last  deal.  Account  not  ramping 

Sent  mlo.  Had  a  meeting  in  Vegas.  Waiting  tor  teeoack.  UU  l    I  ney  nave 

2  many  deals  in  front  of  them  at  the  moment 


Sent  materials 


Sent  info.  They  don't  like  the  portfolio  that  much 

Invested  in  other  HHk.  deals  in  the  past,  sent  into,  ihey  don  i  UKe  amoun' 

of  BBs  in  the  pool 

the  Issue  is  that  new  cash  deals  are  competing  with  05/U6  synthetics.  This 

week  they  traded  away  15+m  in  Caim,  Pinem,  and  Carrington  -  all  CDS 

(we  weren't  the  covers). 


Gemstone  and  RWT...  even  tho  Andy  like  the  manager,  it  doesnt 
look  like  they  are  going  to  be  comfortable  with  the  amount  of 
BB  exposure  in  there,    obviously  with  the  FORE  and  DELINQ  #s 
being  printed  they  are  fairly  gunshy  here. 


Could  have  small  interest  in  Aas.  Would  be  a  backbid 


Sent  materials.  Invested  in  last  deal.  NO  feedback 


Sent  materials.  Would  look  at  the  AAAs 


OUT  on  this  deal.  They  don't  have  time  to  analyze 


Pass  due  to  high  BB  bucket 


Sent  info.  Bought  gemstone  2.  put  in  for  BBBS 
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DB;  Contact"  . 

Institution 

Contact  . 

t  .•»• 

Higlk 

-,-ipy 

QMer 

Pi    i»i> 

Fl  •  .>jr.c  Fixed 

Allocation 

Comments 

J.  Reardon 

Sailfish 

15 

0 

0 

would  be  at  ouam.  Could  prob  get  tnem  to  meet  us  wz  way.,  uu  i  on  inc 
deal.  They  don't  like  the  collateral 

E.  Pichardo 

Terwin 

0 

0 

0 

0 

BB  is  too  high  for  them.  Seeing  deals  with  similar  spreads  and  better  warf 

J.  Nathoo 

Etrade 

0 

0 

0 

0 

Concerned  about  the  BB  bucket 

J.  Nathoo 

Delaware 

0 

0 

0 

0 

Concerned  about  the  BB  bucket 

K.  Higgins 

Seneca 

0 

0 

0 

0 

Sent  info.  Pass.  Too  many  BBs  in  the  portfolio 

H.  Jaggi 

UBS 

Does  not  like  BBs  in  portfolio 

G.  Downey 

Vanderbilt 

Does  not  like  BBs  in  portfolio 

J.  Reardon 

Solent 

0 

0 

0 

0 

Legal  limit  is  8/2045.  Weary  of  the  BB  bicket.  Wil  continute  to  do  work 
on  the  deal,  unfortunately  even  without  their  final  collateral  runs,  the  deal 
has  not  passed  credit.they  aren't  fans  of  the  BB  bucket  and  the  barbell 
nature  of  some  of  the  collateral  makes  them  uncomfortable.  We  won't 
need  the  confi  and  they  will  not  need  their  runs. 

D.  Ludlow 

Aca 

0 

0 

0 

0 

Sent  materials.  Invested  in  last  deal.  Loooking  at  A's  and  BBBs. 

Total 
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54% 
37 


68% 
46.5 


59% 
40 


44% 

JO 


ffl8S8ss 


D.  Ludlow 


S  Whelan 


Nabeel 


R.  Creswell 


G.  Kane 


S.  Ma 


S.  Ma 


S.  Ma 


ACA 


Wachovia 


HBK 


GIB  -   ■■■:      - 


'  1>  .ii»J 


Fisher  Francis 


DBS 


UOB 


Woori 


10 


20 


•,.. 


10 


20 


10 


WSSfkSS 



10 


20 


10 


6.5 


10 


20 


20 


10 


Class  C 

68,300,000 

L+2.25% 

A2/A 


100% 
6S.J 


W^MK 


97.03% 


97.03% 


at  300-325 


20 


:m8Ki... 


10 


20 


38.3 


285  at  a  discount  firm 


Sent  materials.  Invested  in  last  deal.  Looking.  Requested 
sources  and  uses  on  the  deal.  Wants  2045  maturity  then  will 
come  into  the  deal.  TOLD  THEM  275.  WAITING  TO  FIRM 
UP.  285  firm  at  a  discont  dollar 


cant  give  an  order  today.  1  hey  want  lUmm  Aas  or  lUmm  As. 
cant  get  back  to  us  today.  Tomorrow  2/22.  Have  not  heard 
back  from  them  yet 


requested  analysis ..  Looking 


looking  for  As  at  200  area.  They  are  in  the  process  of  getting 
the  confi  signed.  Really  not  too  keen  to  sign  confi.  Knows  of  3 
deals  at  priced  at  300-325.  told  them  to  proceed  with  their 
work.Still  no  signed  confi...  But  i  have  her  doing  the  work  on 
the 

portfolio,  so  we  dont  continue  to  lose  time...  I  have  a  call 
into  her  already  this  morning  to  figure  out  where  she  stands 
and  to  make  sure  she  knows  T  III  is  out  there,  out.  they  dont 
like  the  portfolio 


Will  hear  back  on  Monday  from  account.  Migh  care  at  340dm, 
Has  been  shown  another  deal.  As  at  450.  Told  her  cant  do  450 
Would  they  look  at  400?  Working  on  it  at  400 


will  maybe  care  at  400.  Out.  They  are  seeing  deals  wider 


concered  about  BBs.  Will  hear  back  Monday.  Sibmitted  it  to 
head  of  investment  today  and  rejected  because  of  BB  bucket 
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DB  Contort 

S.  Friede 
P.  Brownsey 

Zuna 
TMGNZ 

Contact 

tow 
5 

EUgif 
10 

IOI 

0 
2 

On'l-1 

0 
0 

0 
0 

f'u'iri'! 

i  l«,.atin«  luii  4 

\ii...  aliun 

Comments                                •    ', 

ioes  not  believe  As  can  hold  its  rating 
DUT.  2  much  exposure  to  HBK 

P.  Brownsey 
R.  Rode 

>JZFM: 
IVY 

2 
4 

2 
7.5 

2 
4 

0 
0 

0 
0 

at  talk 

don't  like  size  of  clo  bucket 

f  hey  have  more  interest  in  As.  Sent  info.  Invested  in  last  deal. 

Looking  at  BBBS.  OUT.  Warehouse  blocked.  Gave  2  part 

reason.  UBS  synthetic  axe  to  sell  BBB  paper  gemstone  6  750 

synthetically 

M.  George 

BSAM 

36.3 

0 

0 

at  350  dm 

THEM  TO  340  manager  will  not  sell  the  As  wider  than  print. 
OUT.  Index  is  collapsing 

C.  Delcol 

Cambridge 

0 

0 

0 

the  portfolio 

OUT  on  As  .  Would  only  want  Aas 

J.  Dineen 
E.  Santini 

Wharton 
CSAM 

12 
10 

12 
0 

0 

0 

OUT.  Going  to  work  on  deal  synthetically.  Wider  spreads 

M.  Zuurmond 

Faxtor 

12 

0 

0 

0 

Sent  book.  Invested  in  last  deal.  Requested  analysis  on  the 

deal.Will  def  like  the  deal .  We  have  decided  not  to  invest  in 

this  transact 

the  following:High  exposure  to  lower  tiered  originators:  Fre 

Beach  (7%),  we  also  do  not  like  fixed  exposure  in  mezz  cdo 

Finally,  we  do  not  like  the  Q3/4  06  production,  which  is  about 

25%  in  this  pool,  with  about  8%  in  the  BB  bucket.  Also, 

almost 

5%  is  BB  Fremont  and  some  other  like  AMSI  05  has 

substantial  DQs 

L.  Pike 

Harding 

0 

0 

0 

big 

C.  Keller 

Omnicron 

8 

0 

0 

bucket  is  2  high 

Not  ramping  up  a  cdo  at  the  moment 

A.  Lahiri 
L.  Minkus 

SLAM 
Lowes 

0 
0 

0 
0 

0 
0 

0 
0 

moment.. 

Sent  info.  OUT.  They  are  buying  deals  synthetically 

W.Yip 

C.  Newell 
G.  Eagan 

Paramax 

Smith  Breeden 
Wharton 

0 

0 
0 

0 

0 
0 

0 
0 

0 
0 

and  Long  Beach  exposure 

Sent  info.  OUT.Does  not  like  collateral 
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DB  Contact  ;  *.? 

Institution  ' 

Contact  .' 

•L«» 

wit 

ion 

;;Order 

Prttini' 

Fluatinji  Fixed 

vi{..«  .!>(.>;' 

i\>mui»nh           *,         ,             ■  '         ">  ,.  ' 

S.  Whelan 

GSC 

0 

0 

0 

0 

OUT.  Only  buying  synthetics 

M.  George 

1KB 

0 

0 

0 

0 

interested.  OUT.  Wants  junior  AAAs 

J.  Dineen 

Maxim 

0 

0 

0 

0 

trading.  Would  be  in  200  handle 

J.  Dineen 

JPIM  ' 

0 

0 

0 

0 

trading.  Would  be  in  200  handle 

Total 

DBSI 
CDO  Group 


DBSI  PSI00 117568 


Footnote  Exhibits  -  Page  2126 


Class  D 

55,100,000 

L+4.75%  AREA 

Baa2/BBB 

53%     128%      34%        34%'                                                                0% 

DB  Contucff;: 

i^fisflr 

^SJHS^ 

8$$ 

!■■£.,- 

-IOI. 

»'  " 

■  Hnu„a- 

f^ng/Fp^ 

^S 

USUI 

fifflsafiia»i»    -v*     yj,i»«y-y»aw' 

Sent  book.  Invested  in  last  deal.not  sure  how  much  appetite  she  has 

for  his  deal.  Jenks  called  account.  They  are  looking.  To  do  15  want 

a  discount.  Would  take  10mm  at  500.  Will  offer  25  bps  concession 

from  manager  on  15mm.  WILL  SELL  AT  550.  Need  to  give  them  a 

P.  Binks 

Commerzbank 

15 

15 

15 

15 

at  550 

15 

550  discount  dollar  price 

participate  1/22.  Account  has  all  they  need  at  the  moment.  Would 

J.  Denning 

TCW 

4 

4 

4 

4 

at  TALK 

4 

be  in  Dutch  Hill  CDO 

HBK 

36.1 

i. 

In  ,   i  . 

requested  information.  Account  would  like  to  set  up  a  call  with 

:<;V'=i.;  -  .  :•"■  -:-it 

manager.  Told  them  DB  owns  5mm  BBBS  and  10mm  Aas 

.  Ma'    ,     >" 

,  .  n 

OGDC   ,     .;!.■•.<•., 

10 

20 

will  hear  back  on  Monday 

M.  George 

Marathon 

Sent  book.  Invested  in  last  deal 

RifJreswelYJS 

■  U-. .-..-: 

sent  info.  No  feedback.  She  said  BBB  also  on  a  call 
Will  look 

R,  Creswell 

R.  Parekh 

Prytania 
DB  Zwirn 

and  portfolio 

Met  in  Lisbon.  Really  impressed  with  Jenks.  Would  take  max  2 
months.  Would  like  DB  to  hold  these  bonds  for  them.  They  want  to 

do  their  best  to  get  approval  for  ABS.  Would  maybe  buy  in  the 
secondary.  Out.  They  do  not  have  approval  for  ABS  and  do  not 

Francisco  Diaz 

La  Caixa 

10 

20 

0 

0 

want  to  spend  the  time  for  this  analysis 

P.  Brownsey 

INGNZ 

3 

4 

4 

0 

Sent  book.  Invested  in  last  deal.  OUT.  Wil  prob  come  in  for  Aas 

R.  Rode 

IVY 

4 

7.5 

0 

0 

0 

portfolio.  Out.  Their  warehouse  said 

A,  Jain 

UBS 

hbk  deals  but  all  deals 
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ltfH.„l%f,,,-% 

Institution 

Contact 

1     ■ 

<l  >■. 

!'< 

r.,,*    r 

i  Pricing*"- 

Kindlings/Fixed 

Allocation 

, 

Comments              ,  , 

C.  Keller 

Uniqua 

5 

0 

0 

Looking.  They  will  come  back  tomorrow  11 1 4.  Sttill  looking  at  tne 
deal.  Will  not  be  able  to  get  back  to  us  until  2/20.  out.  Don't  like 
collateral 

A.  Maldonado 

CDC  1XIS 

0 

0 

0 

0 

their  systems.  Will  know  in  a  day  or  2.  OUT.  They  do  not  like  the 
portfolio.  It  was  not  5  or  6  names  . 

M.  Zuurmond 

Faxtor 

Sent  book.  Invested  in  last  deal.  Requested  analysis  on  the  deal.Will 
def  like  the  deal .  We  have  decided  not  to  invest  in  this  transact 
the  following:High  exposure  to  lower  tiered  originators:  Fre 
Beach  (7%),  we  also  do  not  like  fixed  exposure  in  mezz  cdo 
Finally,  we  do  not  like  the  Q3/4  06  production,  which  is  about 
25%  in  this  pool,  with  about  8%  in  the  BB  bucket.  Also,  almost 
5%  is  BB  Fremont  and  some  other  like  AMSI 05  has  substantial 
DQs 

Nabeel 

Samba 

0 

0 

0 

0 

Had  a  call  wiui  manager.  Call  went  wen.  Looxing  ai  odds  anu 
BBs.  Thinks  it  is  low  prob  they  are  coming  in. 

j.  Duffy 

Fortis 

0 

0 

0 

0 

Sent  information  on  deal.OUT.  2  many  BBs  in  the  portfolio 

C.  Keller 

Omnicron 

0 

0 

0 

0 

Looking.  1  hey  will  come  back  tomorrow  ^/14.  Bb  bucket  is  loo 
high 

C.  Newell 

Peleton 

0 

0 

0 

0 

lookig  for  information  on  gemstone  2.  They  want  to  short  the  deal 

R.  Creswell 

CPM 

0 

0 

0 

0 

Sent  book.  Invested  in  last  deal.  OUT.  They  want  to  see  where  the 
market  goes.  Not  worth  getting  involved  in  market  movemet 

K.  Gitelson 

Cohen 

0 

0 

0 

0 

the  CDO  platform 

P.  Brownsey 

QIC 

10 

0 

0 

an  equity  account 

G.  Seeger 

Putnam 

0 

0 

0 

0 

sent  info.  No  feedback.  LOOKING  AT  DEAL.  They  are  trying  to 
price  their  deal  and  waiting  to  see  where  things  settle  down.  Bought 
gemstone  deal  for  their  last  prior  deal 

Nabeel 

GIB 

0 

0 

0 

0 

Andre 

Frankfurt  trust 

0 

0 

0 

.  1 

account  resigned 
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DB  Contact 

In  litu  ion 

Contact',, 

'Low,' 

{High 

:piox: 

Order? 

„' Pricing", 

I  ,.  ;.=,(■•  !  :».-. 

lit...    tio'D 

Comment!!                                ' 

D.  L  udlow 

ACA 

5 

5 

0 

0 

at  400 

and  400  (camber).  Denied  by  warehouse 

H. Jaggi 

Halcyon 

10 

15 

0 

Sent  book.  Invested  in  last  aeai.  Migm  oe  out  01  uie  ueai.  lihc 
static  deals.  Would  likely  invest  if  we  make  deal  2  yr  reinvestment. 
Has  a  lot  of  gemstone  paper. 

SBeck 

Graham  Capital 

0 

0 

0 

Low  prob  account. 

J.  McCormick 

1ST 

0 

0 

0 

0 

they  very  much  liked  HBK,  and  were  wowed  by  the  technical 
abilities  of  Halcyon.  They  are  probablly  still  a  little  too  negative  on 
Home  Eq  to  take  BBBs  which  is  the  only  place  they  can  invest  at 
present.  They  are  trying  to  establish  an  off  balnce  sheet  CP  conduit 
whereby  the  can  invest  in  senior  debt  in  which  case  they  would 
definitely  buy  HBK  and  Halcyon. 

C.  Newell 

Smith  Breeden 

5 

0 

0 

the  deal.  OUT.  Does  not  like  HEAT  and  long  beach  beach 
exposure.  DB  needs  to  set  up  a  acall. 

C.  Walter 

State  Street 

0 

0 

0 

0 

Does  not  like  jenks 

M.  Frreilich 

Wincap 

0 

0 

0 

0 

LOOKING  TO  BUY  OLDER  DEALS 

Total 
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Class  E 

18,700,000 

L+8.00% 

Bal/BB+ 

0%      27% 

1)    .      5 

0% 
0 

0% 
(I 

0% 

0 

-.<:  <  i.ni  •■ 

l     .  inti- 

r.K.n.i 

Low 

Hi-h 

I'M 

■•.'•. 



riuatiue/Fiied 

.1       u.,n 

<'«m.«i,-yfc,              •'     '•  '"     *    '   ,    '•"-'•                •     -        •'..'  "•'■' 

R.  Creswell 

CPM 

5 

Sent  info.  Looking.  Spoke  to  them  at  the  conference  and  they  are  keen 
All  in  return  of  17  for  BB..  Can  take  the  whole  piece  if  need  be.  Account 

R.  Creswell 

Cheyne 

on  roadshow  this  week 

had  a  call  with  manager.  Call  went  well.  They  are  looking  at  BBBs  and 

Nabeel 

Samba 

BBs.  Low  prob.  Don't  like  vintage 
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From:  Jamiel  Akhtar  <jakhtar@hbk.com> 

Sent:  Thursday,  October  5,  2006  2:42  PM  (GMT) 

To:  Jon  Mosle  <JMosle@hbk.com>;  MD  <MD@hbk.com> 

Subject:  RE:  Investment  manager  slots 


We  gave  the  underwriting  mandate  for  Gemstone  VII  to  DB.  Including  this  deal,  the  score  is  DB  5,  Lehman  3.  Given  our 
current  view  of  DB  as  a  counterparty  (go  to  the  counterparty  relations  sharepoint  site  (http://team/MC/CR/default.aspx)  if 
you  don't  know  the  details),  I  wasn't  thrilled  about  giving  them  the  mandate.  However,  given  the  unusual  requirement  of 
transferring  our  bonds  off  of  our  balance  sheet  onto  the  underwriter's  balance  sheet  prior  to  their  transfer  to  the 
warehouse  facility  that  our  accounts  have  imposed  upon  us,  DB  is  our  best  bet  for  good  execution.  As  a  condition  for 
receiving  the  underwriting  mandate,  Kevin  and  I  insisted  that  DB  buy  from  us  the  $1 3.1  mm  of  BB  rated  CDO  liabilities 
HBK  retained  on  its  own  books  from  Gemstone  IV  and  V.  This  was  a  fairly  sharp-elbowed  tactic  on  our  part,  as  the  BB 
bonds  are  the  worst  part  of  the  capital  structure,  but  I  feel  like  we  should  be  sharp-elbowed  with  DB  right  now. 


From:    Jon  Mosle 

Sent:    Friday,  September  29,  2006  8:42  AM 

To:       MD 

Subject:         FW:  Investment  manager  slots 

Approved  unanimously  (except  Baker) 

From:    Jon  Mosle 

Sent:    Thursday,  September  28,  2006  1:26  PM 

To:      MD 

Subject:         FW:  investment  manager  slots 


Please  use  voting  buttons.  If  you  want  to  discuss  (which  we  could  do  at  the  next  MC  meeting  or  earlier),  vote  "no"  and  let 
me  know  that's  what  you  want.  So  far,  Jamiel,  Kevin  and  Larry  have  approved. 


From:    Jamiel  Akhtar 

Sent:    Tuesday,  September  26,  2006  2:39  PM 

To:      Investment  Committee 

Cc:      Jon  Mosle 

Subject:         Investment  manager  slots 


We  have  14  investment  manager  slots.  We  are  currently  using  three  for  our  feeders  (one  of  which  frees  up  when  the 
Offshope  BP  feeder  is  done  away  with)  and  seven  for  our  existino^DOs^Thaneaves  four  current  open  slots,  with  one 

leaves  two  spots  open.  Based  on  the  performance  of  our  first  two  CDOs,  I  would  expect  to  call  them  in  Dec  '07  and  May 
'08  respectively.  The  slots  free  back  up  one  year  after  they  are  called.  Although  the  other  deals  are  performing  well,  it's 
too  early  to  estimate  call  dates  for  them. 


Today  -  4  open  slots 

1/01/08  - 1  more  slot  frees  up  on  1  yr  anniversary  of  (2 

12/01/08- 1  more  slot  frees  up  on  1  yr  anniversary  of  likely  call  of  Gemstone 

5/01/09  - 1  more  slot  frees  up  on  1  yr  anniversary  of  likely  call  of  Sandstone  I 

We  have  enough  good  collateral  to  open  a  warehouse  facility  for  our  8th  CDO.  My  question  to  the  IC  is  may  I  have  one 
of  the  four  remaining  slots,  or  do  you  think  we  are  better  served  by  having  at  least  four  open  slots  for  other  deals, 
new  funds,  etc? 


Confidential  Treatment  Requested 
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Michael  ToAbhayad 

Lamont/NewYork/DBNA/DeuBa@DBAMERICAS  Kamat7NewYork/DBNA/I>uBa@DBAmericas 

ccIlincaR 
02/08/2007  10-14  AM  Bogza/NewYork/DBNA/DeuBa@DBAm ericas 

bcc 
SubjectRe:  gemstone  4  and  5  BBs 

no  problem,  that  is  part  of  the  risk  we  took  when  we  were  awarded  the  mandate 
and  we  are  still  making  a  nice  all  in  fee 

below  is  it  $1.55  mm  of  loss  in  excess  of  our  current  mark  or  from  where  we  bought  it  from 
Kevin? 

regardless  we  need  to  sell  it  now  while  we  still  can 


Abhayad 
Kamat/NewYork/DBNA/DeuBa 


02/08/2007  10:09 
AM 


To 


Permanent  Subcommittee  on  Investigations  | 

Wall  Street  &  The  Financial  Crisis 

Report  Footnote  #1441 


Confidential  Treatment  Requested  by  Deutsche  Bank         ^^^^^^^^^^^^^^^^^^^  DBSI_PSI_EMAIL040452 1! 
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Ilinca  R  Bogza/NewYork/DBNA/DeuBa@DBNA,  Michael 
Lamont/NewYork/DBNA/DeuBa@DBAmericas 


Subject 


Re:    gemstone   4    and   5   BBs (Document   link:    Michael 
Lamont ) 


Confidential  Treatment  Requested  by  Deutsche  Bank  DBSI_PSI_EMAIL0404522( 
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if  we  sell  it  at  1000,  we  will  take  a  loss  of  ~$1.55m  from  where  we  bought  it  from  Jenks  — 
Ilinca  said  we  are  already  marking  it  at  1000... 


Gems 


tone   7    fees   are   at   $7m    (slightly   over)    —    i   guess  we   are   doing   a  deal   for  him  for   50bps. 


Confidential  Treatment  Requested  by  Deutsche  Bank  DBSI_PSI_EMAIL0404522 


Abhayad 
Kamat/NewYork/DBNA/DeuBa 


02/08/2007  10:06 


AM 


To 


Lamont 


Michael 
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Ilinca  R 
Bogza/NewYork/'DBNA/DeuBa@DBNA@DEUBAINT 


Subject 


gemstone    4    and   5 


BBs 


Confidential  Treatment  Requested  by  Deutsche  Bank 
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jenks  not  interested,  told  him  that  we  will  try  to  blow  it  out  within  next'  few  days  --  he  is 
ok  with  that  as  long  as  it  is  not  blasted  out  to  everyone  so  as  not  to  affect  his  current  deal 
in  the  market. 


Abhayad  Kamat 

Global  CDO  Group 

Deutsche  Bank  Securities  Inc. 

60  Wall  Street,  19th  Floor, 

New  York,  NY  10005-2858 

(212)  250-0526  work 

(917)  <■■■■■  cell 

(732)  578-2890  fax 


>  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Confidential  Treatment  Requested  by  Deutsche  Bank 


DBSI  PSI  EMAIL0404522' 


"Kevin  Jenks" 
<kjenks@hbk.com> 
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ToAbhay  ad  Kamat/NewYork/DBNA/DeuBa@DB  Americas 


cc 
bcc 


02/27/2007  10:32  AM        SubjectRE:  Gemstone  4/5  BBs 


We  are  also  trying  to  reduce  exposure,  I  don't  understand  why  I  should 
take  those  bonds  for  your  promise  just  to  do  the  job  you  were  hired  to. 
Especially  when  I  will  lose  money  on  those  bonds  as  well.   I  will  only 
give  levels  on  the  bb ' s  when  we  are  out  of  the  other  risk 

Original  Message 

From:  Abhayad  Kamat 

Sent:  Tuesday,  February  27,  2007  9:59  AM 

To:  Kevin  Jenks 

Subject:  RE:  Gemstone  4/5  BBs 

Kevin, 

that  doesn't  work  for  us...  we  are  trying  to  reduce  our  exposure  right 

now  given  internal  very  senior  mgmt  review  of  our  business...  pis  call 

when  you  get  a  chance.,  i  tried  but  got  voicemail. 

as  we  have  done  in  the  past,  we  will  continue  to  work  on  the  gemstone  7 

unsold  tranches  and  get  those  done...  might  take  1-2  months... 


"Kevin  Jenks"  <kjenks@hbk. com> 


02/27/2007  09:41  AM 


To 


Abhayad  Kamat/NewYork/DBNA/DeuBa@DBAmericas 


Subject 

RE:    Gemstone    4/5    BBs 
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Permanent  Subcommittee  on  Investigations 
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We  would  like  to  wait  until  we  sell  the  rest  of  our  deal, 
want  to  take  them  down  on  swap 

Original  Message 

From:  Abhayad  Kamat 

Sent:  Tuesday,  February  27,  2007  9:37  AM 

To:  Kevin  Jenks 

Subject:  Gemstone  4/5  BBs 


Unless  you 


did  you  finish  this  analysis? 


Abhayad  Kamat 

Global  CDO  Group 

Deutsche  Bank  Securities  Inc. 

60  Wall  Street,  19th  Floor, 

New  York,  NY  10005-2858 

(212)  250-0526  work 

(917)   ■■■  cell 

(732)     578-2890    fax 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


This  e-mail  may  contain  confidential  and/or  privileged  information.  If 
you  are  not  the  intended  recipient  (or  have  received  this  e-mail  in 
error)  please  notify  the  sender  immediately  and  destroy  this  e-mail.  Any 
unauthorized  copying,  disclosure  or  distribution  of  the  material  in  this 
e-mail  is  strictly  forbidden. 


This  e-mail  may  contain  confidential  and/or  privileged  information.  If 
you  are  not  the  intended  recipient  (or  have  received  this  e-mail  in 
error)  please  notify  the  sender  immediately  and  destroy  this  e-mail.  Any 
unauthorized  copying,  disclosure  or  distribution  of  the  material  in  this 
e-mail  is  strictly  forbidden. 


CONFIDENTIAL  -  PRODUCED  TO  M&T  PURSUANT  TO  PROTECTIVE  ORDER 


DBSI_00421610 

DB  PSI  00421610 


From: 
Sent: 
To: 
Subject: 


Michael  Lamont 

Tuesday,  January  9,  2007  05:00:49  PM 

Kevin  Jenks 

Re:  Hello 
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they  were  great,  hope  yours  were  as  well 

we  are  focused  on  this  as  well,  we  dont  have  a  deal  in  the  market  and  you 
will  be  first. 


"Kevin  Jenks"  <kjenks@hbk.com> 
01/09/2007  04:56  PM 

To 

Michael  Lamont/NewYork/DBNA/DeuBa@DBAmericas 

cc 

Subject 
Hello 


With  this  market  this  way  and  probably  going  to  get  worse  we  would  like 
really  move  on  the  cdo.  Please  allocate  the  resources  to  expedite  this. 
Thanks.  Hope  your  holidays  were  well. 


This  e-mail  may  contain  confidential  and/or  privileged  information.  If  you 
are  not  the  intended  recipient  (or  have  received  this  e-mail  in  error) 
please  notify  the  sender  immediately  and  destroy  this  e-mail.  Any 
unauthorized  copying,  disclosure  or  distribution  of  the  material  in  this 
e-mail  is  strictly  forbidden. 


Confidential  Treatment  Requested 


GEM7-00002156 


Permanent  Subcommittee  on  Investigations  | 

Wall  Street  &  The  Financial  Crisis 

Report  Footnote  #1446 


Jordan 

Milm  an/NewYork/DBNA/DeuBa@DBAMERICAS 

02/09/2007  03:00  PM 
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To"Ashley  Bonilla" 

<ABonilla@hbk.com>@DEUBAINT 
ccAbhayad 
Kamat/NewYork/DBNA/DeuBa@DBAmericas, 
Chchao 

Lu/NewYork/DBNA/DeuBa@DBAmericas,  Greg 
Lippmann/NewYork/DBNA/DeuBa@DBAmericas, 
Lucy  Fagan/db/dbcom@DBAmericas,  Mike 
Li/db/dbcom@DBAmericas,  Sourav 
S<m/NewYork/DBNA/DeuBa@DBAmericas 
bcc 
SubjectRE:  Warehouse  Approval  request 


approved 

"Ashley  Bonilla"  <ABonilla@hbk.com> 

02/09/2007  02:54  PM 


Jordan  Milman/NewYorWDBNA/DeuBa@DBAmericas,  Abnayad 
Kamat/NewYorWDBNA/DeuBa@DBAmericas,  Sourav 
To  Sen/NewYork/DBNA/DeuBa@DBAmericas,  Chehao  Lu/NewYork/DBNA/DeuBa@DBAmericas, 
Lucy  Fagan/db/dbcom@DBAmericas,  Sourav  Sen/NewYork/DBNA/DeuBa@DBAmericas,  Mike 

Li/db/dbcom@DBAmericas,  Greg  Lippmann/NewYork/DBNA/DeuBa@DBAmericas 


Subject  RE:  Warehouse  Approval  request 


Was  this  approved  for  Gem  7? 

Ashley  Bonilla 

HBK  Capital  Management 

ABonilla@HBK.com  214-758-6462 


From:    Jason  Lowry 

Sent:    Wednesday,  February  07,  2007  3:09  PM 

To:      Jordan  Milman;  Abnayad  Kamat;  Sourav  Sen;  Chehao  Lu;  'lucy.fagan@db.com';  Sourav  Sen;  Fixedlncome;  'Mlke.U@db.com';  Rachel  Wish;  ABS;  Greg  Uppmann 

Subject:         Warehouse  Approval  request 

Can  you  approve  12.5mm  of  GSAMP  07-NC1  B1  at  $80  (875  spread)  done  with  GS  for  2/20/2007  settle?  Rated  Ba1/BB+ 
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GREGLIP@bloomberg.net 

02/07/2007  06:51PM 


Tomichael.lamont@db.com 
cc 
bcc 
SubjectRe:  New  Century  Call,  Check  out  the  news  out  NEW  Equity  CN 


=====Begin  Message===== 

Message# :  22689 

Message  Sent:  02/07/2007  18:51:44 

From:  GREGLIPSbloomberg . net | GREG  LIPPMANNI DEUTSCHE  BANK  SECURI | 1726 | 328663 

To:  michael .lamont@db. com|  III 

Subject:  Re:  New  Century  Call,  Check  out  the  news  out  NEW  Equity  CN 

should  be  careful  which  cdos  u  do  that  if  they  are  not  composed  of  comparable 
assets  to  your  also  i  really  ques  tion  your  ability  to  mark  /  monetize  that 
short  when  u  need  it  but  guess  if  u  r  short  some  cdos  and  have  to  retain 
others . . . 

Original  Message  

From:  Michael  Lamont   <michael . lamontSdb. com> 
At:   2/07  18:50:03 

equity  ok  I  think  given  how  we  are  positioned,  more  worried  if  the 
debtholders  start  to  care 

good  question  on  the  mezz  short.   maybe  we  can  do  it  w/  finkel 
probably  we  end  up  buying  protection  on  some  clean  single  names  I  guess 


"GREG  LIPPMANN,  DEUTSCHE  BANK  SECURI"  <greglip@bloomberg . net> 
Sent  by:  greglip@bloomberg.net 
02/07/2007  06:47  PM 

To 

Michael  Lamont /NewYork/DBNA/DeuBa@DBAmericas 

cc 

Subject 

Re:  New  Century  Call,  Check  out  the  news  out  NEW  Equity  CN 


the  equity  will  get  naved  it  has  happened  before... who  r  u  goi  ng  to  short 

the 

mezz  cdo  tranches  too. .we  r  not  a  buyer. . 

Original  Message  

From:  Michael  Lamont   <michael . lamontSdb .com> 
At:   2/07  18:06:57 

yes  the  question  is  whether  we  are  NAV'd  on  the  debt,  which  will  be  not  so 

good 

otherwise  I  think  we  are  ok 

lets  talk  about  what  to  short  in  addition  to  what  we  already  have  tomorrow 

we  may  want  to  try  some  mezz  cdo  tranches 
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"GREG  LIPPMANN,  DEUTSCHE  BANK  SECURI"  <greglip@bloomberg.net> 
Sent  by:  greglip@bloomberg.net 
02/07/2007  06:02  PM 

To 

Michael  Lamont/NewYork/DBNA/DeuBa@DBAmericas 

cc 

Subject 

Re:  New  Century  Call,  Check  out  the  news  out  NEW  Equity  CN 


GOOD  I  WAS  CALLING  ABOUT  WHAREHOUSE  MARKS  AND  DISTRIBUTION  RISK  B/C 

HEARING 

RUMORS  ABOUT  OTHER  DEALERS  HAVING  BIG  TROUBLE  PLACING  THIS  STUFF  AND  AS  WE 

HAVE 

DISCUSSED  U  COULD  GET  NAVed  AT  ANY  TIME... if  anything  incresasing  the  ' 

shorts 

ight  make  sense.. 

Original  Message  

From:  Michael  Lamont   <michael. lamont@db.com> 
At:   2/07  18:01:31 

yikes.   I  think  we  will  stay  short  a  while 

they  guys  are  still  working  out  the  warehouse  marks  but  it  appears  we  are 
down  about  35mm-40mm  on  our  synthetic  ABS  bonds  across  deals  +  Dutch  Hill 
(  so  doesnt  include  WAMCO  cash  bonds,  Brock  CDOs,  Dynamic  long  CDOs (equity 
sold  though  in  Dynamic) 

but  of  the  35-40mm  16mm  is  HBK,  12mm  is  Carina  where  Magnetar  owns  the 
equity,  and  we  havent  marked  our  SS  hedge  yet 
so  I  think  we  are  in  reasonable  shape. 

all  the  deals  besides  Brock,  Gemstone  and  arguably  WAMCO  just  arent  ramped 
that  much 

full  #s  end  of  week 
will  be  then  automated  weekly  going  forward 


"GREG  LIPPMANN,  DEUTSCHE  BANK  SECURI"  <greglip@bloomberg. net> 
Sent  by:  greglip@bloomberg.net 
02/07/2007  05:53  PM 

To 

Michael  Lamont /NewYork/DBNA/DeuBa@DBAmericas 


Subject 

New  Century  Call,  Check  out  the  news  out  NEW   Equity  CN 


The  company  will  host  a  listen-only  conference  call  today  at  3:00  p.m.  PST 

to 

review  this  announcement.  To  listen  to  the  call,  dial  (800)  573-4840  or 
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(617) 

224-4326  and  use  passcode  20268145.  A  replay  of  the  call  will  be  available 

from 

8:00  p.m.  PST  today  through  12:00  p.m.  PST  on  February  21,  2007.  The 

replay 

number  is  (888)  286-8010  or  (617)  801-6888  and  the  passcode  is  57729403. 

Additionally,  the  call  will  be  webcast  live  and  archived  on  the  Investor 

Relations  section  of  the  company's  Web  site  at  www.ncen.com. 


This  has  been  prepared  solely  for  informational  purposes.  It  is  not  an 
offer,  recommendation  or  solicitation  to  buy  or  sell,  nor  is  it  an 
official  confirmation  of  terms.  It  is  based  on  information  generally 
available  to  the  public  from  sources  believed  to  be  reliable.  No 
representation  is  made  that  it  is  accurate  or  complete  or  that  any  returns 
indicated  will  be  achieved.  Changes  to  assumptions  may  have  a  material 
impact  on  any  returns  detailed.  Past  performance  is  not  indicative  of 
future  returns.  Price  and  availability  are  subject  to  change  without 
notice.  Additional  information  is  available  upon  request. 


This  e-mail  may  contain  confidential  and/or  privileged  information.  If  you 
are  not  the  intended  recipient  (or  have  received  this  e-mail  in  error) 
please  notify  the  sender  immediately  and  destroy  this  e-mail.  Any 
unauthorized  copying,  disclosure  or  distribution  of  the  material  in  this 
e-mail  is  strictly  forbidden. 


This  has  been  prepared  solely  for  informational  purposes.  It  is  not  an 
offer,  recommendation  or  solicitation  to  buy  or  sell,  nor  is  it  an 
official  confirmation  of  terms.  It  is  based  on  information  generally 
available  to  the  public  from  sources  believed  to  be  reliable.  No 
representation  is  made  that  it  is  accurate  or  complete  or  that  any  returns 
indicated  will  be  achieved.  Changes  to  assumptions  may  have  a  material 
impact  on  any  returns  detailed.  Past  performance  is  not  indicative  of 
future  returns.  Price  and  availability  are  subject  to  change  without 
notice.  Additional  information  is  available  upon  request. 


This  e-mail  may  contain  confidential  and/or  privileged  information.  If  you 
are  not  the  intended  recipient  (or  have  received  this  e-mail  in  error) 
please  notify  the  sender  immediately  and  destroy  this  e-mail.  Any 
unauthorized  copying,  disclosure  or  distribution  of  the  material  in  this 
e-mail  is  strictly  forbidden. 


This  has  been  prepared  solely  for  informational  purposes.  It  is  not  an 
offer,  recommendation  or  solicitation  to  buy  or  sell,  nor  is  it  an 
official  confirmation  of  terms.  It  is  based  on  information  generally 
available  to  the  public  from  sources  believed  to  be  reliable.  No 
representation  is  made  that  it  is  accurate  or  complete  or  that  any  returns 
indicated  will  be  achieved.  Changes  to  assumptions  may  have  a  material 
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impact  on  any  returns  detailed.  Past  performance  is  not  indicative  of 
future  returns.  Price  and  availability  are  subject  to  change  without 
notice.  Additional  information  is  available  upon  request. 


This  e-mail  may  contain  confidential  and/or  privileged  information.  If  you 
are  not  the  intended  recipient  (or  have  received  this  e-mail  in  error) 
please  notify  the  sender  immediately  and  destroy  this  e-mail.  Any 
unauthorized  copying,  disclosure  or  distribution  of  the  material  in  this 
e-mail  is  strictly  forbidden. 


=End  Message= 


Confidential  Treatment  Requested  by  DBSI  DBSI_PSI_EMAJL02366196 


"Kevin  Jenks" 
<kjenks@hbk.com> 
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ToMichaelLamont/NewYork/DBNA/DeuBa@DBAm  ericas 


cc 
bcc 


02/08/2007  12:01  PM         SubjectRE:  **  ANNOUNCING  $[1 . 1]BLN  GEMSTONE  VII  ! 


I    agree,    I   will    keep  my   fingers    crossed 

Original  Message 

From:    Michael   Lamont 

Sent:    Thursday,    February   08,    2007    11:56  AM 

To:    Kevin   Jenks 

Subject:  Fw:  **  ANNOUNCING  $[1.1]BLN  GEMSTONE  VII  ** 

Keep  your  fingers  crossed  but  I  think  we  will  price  this  just  before  the 
market  falls  off  a  cliff  (which  as  usual  will  likely  find  you 
well-positioned  to  acquire  new  risk  at  a  good  price) . 

We  are  all  focused  on  pricing  as  soon  as  possible. 

Forwarded  by  Michael  Lamont/NewYork/DBNA/DeuBa  on  02/08/2007  11:52 


AM 


"ILINCA  BOGZA,  DEUTSCHE  BANK  SECURI"  <ibogza@bloomberg.net>  Sent  by: 
ibogza@bloomberg . net 
02/08/2007  11:38  AM 

To 

undisclosed-recipients: ; 
cc 

Subject 

**  ANNOUNCING  $[1.1]BLN  GEMSTONE  VII  ** 


**  ANNOUNCING  GEMSTONE  CDO  7,  A  $[1.1]BLN  MEZZANINE  ABS  CDO  MANAGED  BY 

HBK 

**  PORTFOLIO  100%  RAMPED  AT  CLOSING.  PREDOMINANTLY  RMBS  (89%)  WITH 

SMALL  ALLOCATION  TO  ABS  CDO,  CMBS  AND  STUDENT  LOANS 
**  GEMSTONE  CDO  7  WILL  BE  HBK ' S  EIGHTH  ABS  CDO 

**  STATIC  BIG  BUCKET;  SHORT  2YR  REINVESTMENT  PERIOD  FOR  IG  ASSETS  ONLY 
WITH 


*  CALL  DESK* 


REINVESTMENTS  IN  IG 

ONLY 

CLASS 

RATING (M/S) 

SIZE (MM) 

SIZE(%) 

WAL(YR) 

A-l 

Aaa/AAA 

[716.0] 

[65.0] 

[3.2] 

A- 2 

Aaa/AAA 

[87.0] 

[7.9] 

[5.3] 

B 

Aa2/AA 

[96.9] 

[8.8] 

[6.0] 

C 

A2/A 

[68.3] 

[6.2] 

[6.3] 

D 

Baa2/BBB 

[55.1] 

[5.0] 

[5.7] 

E 

Bal/BB+ 

[18.7] 

[1.7] 

[6.3] 

SUB 

[59.5] 

[5.4] 

**  CALL  THE  DESK  FOR  WHISPER  TALK  AND  MARKETING  MATERIALS. 


This  has  been  prepared  solely  for  informational  purposes.  It  is  not  an 
offer,  recommendation  or  solicitation  to  buy  or  sell,  nor  is  it  an 


Confidential  Treatment  Requested  by  Deutsche  Bank 


Permanent  Subcommittee  on  Investigations  | 

Wall  Street  &  The  Financial  Crisis 

Report  Footnote  #1452 


DBSI  PSI  EMAIL0404536C 


Footnote  Exhibits  -  Page  2146 


official  confirmation  of  terms.  It  is  based  on  information  generally 
available  to  the  public  from  sources  believed  to  be  reliable.  No 
representation  is  made  that  it  is  accurate  or  complete  or  that  any 
returns 

indicated  will  be  achieved.  Changes  to  assumptions  may  have  a  material 
impact  on  any  returns  detailed.  Past  performance  is  not  indicative  of 
future  returns.  Price  and  availability  are  subject  to  change  without 
notice.  Additional  information  is  available  upon  request. 


This  e-mail  may  contain  confidential  and/or  privileged  information.  If 

you 

are  not  the  intended  recipient  (or  have  received  this  e-mail  in  error) 

please  notify  the  sender  immediately  and  destroy  this  e-mail.  Any 

unauthorized  copying,  disclosure  or  distribution  of  the  material  in  this 

e-mail  is  strictly  forbidden. 
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Michael  Tollinca  R 

Lamont/NewYork/DBNA/DeuBa@DBAMERlCAS  Bogza/NewYork/DBNA/DeuBa@DBAMERlCAS@DEUBAINT 

cc"Abhayad  Kamat"  <Abhayad.K.amat@db.com>,  "Tony 
02/09/2007  06: 1 7  PM  Pawlowski"  <anthony.pawlowski@db.com> 

bcc 
SubjectRe:  Hbk 

I  think  we  should  manage  him  to  pricing  a  little  earlier  and  him  taking  the  risk  on  CIFG  not  coming  in 


Ilinca  R 
Bogza/NewYork/DBNA/DeuBa@DBAMERICAS 


02/09/2007  06:00 
PM 


<michael . lamontSdb. com> 


To 


"Michael   Lamont' 


Permanent  Subcommittee  on  Investigations  I 

Wall  Street  &  The  Financial  Crisis 

Report  Footnote  #1453 
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"Tony   Pawlowski" 


onthony.pawlowskiSdb.  com>,    "Abhayad  Kamat'1 
<Abhayad.Kamat6db.  com> 


Subject 


Hbk 


Confidential  Treatment  Requested  by  Deutsche  Bank 
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Jenks  just  called  me..  He  is  frightened  that  accounts  pull  their  orders  given  the  widening  in  abx  today.  I 
told  him  that  most  accounts  abs  cdo  managers  and  that  not  likley  but  spreads  could  get  wider 

He  mentioned  he  was  going  to  give  you  a  call.  He  is  very  nervous 
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Anthony 
Pawlowski/NewYork/DBNA/DeuBa@DBAMERICAS 

02/13/2007  09:42  AM 


Tomichael.lamont@db.com 
cc 
bcc 
SubjectFw:  Outstanding  HBK  requests 


michael,  in  addition  to  not  having  a  Red  yet,  see  below. 

i  am  not  sure  how  to  push  guys  upstairs  without  having  them  crack,  everyone  wants  to  price  this  deal  asap  (sean  whelan 

is  pushing  for  Friday  to  lock  up  his  guys  on  the  AAA  and  AA). 

let  me  know. 


Forwarded  by  Anthony  Pawlowski/NewYork/DBNA/DeuBa  on  02/13/2007  09:41  AM 

llinca  R  Bogza/NewYork/DBNA/DeuBa@DBAMERICAS 


02/13/2007  09:37  AM 


To  anthony.pawlowski@db.com 
cc 
Subject  Outstanding  HBK  requests 


2/8  BGI 

2/9  Rabo  runs 

2/12  1KB  blackline  of  presentation 

2/12  IVY  rerun 

2/12  harding  strats 

2/12  m&T  runs 
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Michael  Tollinca  R 

Lamont/NewYork/DBNA/DeuBa@DBAMERICAS  Bogza/NewYork/DBN.VDeuBa@DBAmcricas@DBANERlCAS@DEUBAINT, 

Anthony  Pawlowski/NewYork/DBNA/DeuBa@DBAmericas,  Michael 
02'20/2007  0233  PM  Herzig/NewYork/DBNA/DeuBa@DBAmericas,  Abhayad 

Kamat/NewYork/DBNA/DeuBa@DBAniericaJ 
cc 
bcc 
SubjectRe:  HBK  marketing 

Ilinca, 

Could  u  collate  the  following  information  (maybe  we  already  have  it  )  —  on  our  mgd  mezz  abs  cdos  last  year  what  was 

the  split  by  risk  tranche  across  deals  between  real  money  and  cdo  whouses .  the  street  may  be  pulling  back  so  this 

would  be  good  info  to  have  as  we  think  about  how  we  are  going  to  place  risk 

Sent  from  my  Blackberry  Wireless 


Mr.  Michael  Lament 
Managing  Director 
Deutsche  Bank  Securities  Inc. 
60  Wall  Street,  19th  Floor 
New  York,  NY,  USA 
Telephone:  +1 (212) 250-8708 
Mobile:  +1  917-821-8843 
E-Mail:  michael.lamont@db.com 


Original  Message  

From:  Ilinca  R  Bogza 

Sent:  02/20/2007  01:59  PM 

To:  michael . 1 amont@db.com; ant hony. pawl owski@db.com; mi chael : her zig@db.com; Abhayad. Kamat@db.com 

Subject:  HBK  marketing 

Below  is  a  summary  of  where  we  are  on  HBK 

Senior  AAAs 

BGI  -  waiting  for  feedback 

CIFG-   waiting  for  feedback 

Junior  AAAs  -  2x  done  at  4 6 

IKN 

MST  bank 

NIB 

AAs  -  100%  best  case  67%  worst  case  at  65dm 

MST  40mm  firm 

NIB  5mm  at  60dm 

Wachovia  20mm  at  70  area.  Could  get  them  to  65  area.  Other  deals  pricing 

at  65-70 

Wharton  -  12mm  101 .  we  will  know  tomorrow 

Koch  -  10mm  .  trying  to  push  them  into  this  deal 

GIB-  promised  them  junior  AAA  if  they  can  get  there  on  AAs 

A's  47%  worst  case  ,  58%  best  case  at  275dm 

Aca  firm  10mm 

NZFM  2mm  101 

Wachovia  20mm  101  at  high  200' s.  Other  deals  pricing  at  225-275  context 

Ivy  -  4-8mm  split  across  As  and  BBBs 

BSAM  -  trying  to  get  them  to  take  As.  No  feedback 

BBBs   4  2%  worst  case  ,  56%  best  case  at  4  50dm 

Commerz  15mm  firm  .  25bps  discount  from  where  they  price 

TCW  4mm  firm 

ING  NZ  4mm  101 

IVY  4-8mm  split  between  A's  and  BBBs 

If  you  want  we.  can  discuss  accounts  who  are  out  of  the  book  and  why...  Can 
we  have  a  call  with  Jenks  first  thing  in  the  am  re:  taking  back  the  unsold 
bonds . . 

Thanks 
Ilinca 
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Greg 
Lippmann/NewYork/DBNA/DeuBa@DBAMERICAS 

02/20/2007  06:04  PM 
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To"Eisman,  Steven" 

<seisman@fppartners.com> 
cc"Jashin  Patel" 
<jashin.patel@db.com>,  "Rich 
Rizzo"  <rich.riz20@db.com> 
bcc 
SubjectRe:  Novastar 


They  are  going  to  widen  more.  I'm  in  london,  took  the  redeye  and  been  here  since. 
Leaving  for  the  day.  Will  have  jashin  show  you  the  friday  levels  (which  were  stale  by  25- 
50bps  before  nfi  news  and  more  so  now)  we  showed  but  one  guy  took  us  out  of  530MM  of 
them  today  so  some  of  those  are  gone  and  I  am  actually  ha  ing  trouble  staying  short  with 
a  dwindling  cdo  pipeline. 

On  cdos  we  think  they  are  going  much  much  wider  but  will  have  rich  rizzo  send  you  his 
latest  offers. 


Sent  from  my  BlackBerry  Handheld. 


Original  Message  

From:  "Eisman,  Steven"  [seisman@fppartners.com] 
Sent:  02/20/2007  05:57  PM 

To:  Greg  Lippmann/NewYork/DBNA/DeuBa@DBAmericas 
Subject:  Re:  Novastar 

Give  me  some  recommendations.  I  love  my  cdo  trade.   Would  do  more  in  your  area  but 
things  have  widened  so  much.  What  looks  interesting  to  you 


Sent  using  BlackBerry 


Original  Message 

From:  Greg  Lippmann  <greg. lippmannSdb . com> 

To:  Eisman,  Steven 

Sent:  Tue  Feb  20  17:55:27  2007 

Subject:  Re:  Novastar 


indeed  you  should  get  some  sack  and  do  some  more  shorts  these  bonds  are  going  much  much 
lower 


Greg  H.  Lippmann 

Managing  Director 

Deutsche  Bank  Securities  Inc. 

3rd  Floor 

60  Wall  Street 

New  York,  New  York  10005 

Phone  (212)  250-7730 

Fax  (212)  797-2201 

Mobile  (917)1 

greg . lippmannddb . com 


.=  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


ns  I 


"Eisman,  Steven"  <seisman@fppartners . com> 


Permanent  Subcommittee  on  Investigations  | 
Wall  Street  &  The  Financial  Crisis 
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02/20/2007  10:53  PM 


To 


Greg  Lippmann/NewYork/DBNA/DeuBa@DBAmericas 


Subject 
Novastar 


It  is  like  the  plague 
Sent  using  BlackBerry 


********************************************************************** 

CONFIDENTIALITY:  This  e-mail  is  confidential  and/or  legally  privileged  and  is  intended 
only  for  the  use  of  the  individual  or  entity  named  herein.  If  you  are  not  the  intended 
recipient,  you  are  hereby  notified  that  any  disclosure,  copying,  distribution,  or  the 
taking  of  any  action  in  reliance  on  the  contents  of  this  e-mail  is  strictly  prohibited. 
In  this  regard,  if  you  have  received  this  e-mail  in  error,  please  notify  us  by  reply  e- 
mail  immediately  and  then  delete  this  message  from  your  system. 

Thank  you  for  your  cooperation. 
********************************************************************** 


This  e-mail  may  contain  confidential  and/or  privileged  information.  If  you 
are  not  the  intended  recipient  (or  have  received  this  e-mail  in  error) 
please  notify  the  sender  immediately  and  destroy  this  e-mail.  Any 
unauthorized  copying,  disclosure  or  distribution  of  the  material  in  this 
e-mail  is  strictly  forbidden. 
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02/20/2007  03:32  PM 
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ToIBOGZA@bloomberg.net 
cc 
bcc 
SubjectRe:  **  UPDATE  $[1 . 1]BLN  GEMSTONE  Vn  **  REVISED 
TALK** 


=====Begin  Message===== 

Message!:  371 

Message  Sent:  02/20/2007  15:32:36 

From:  GREGLIP@bloomberg. net | GREG  LI PPMANN | DEUTSCHE  BANK  SECURI | 1726 | 328663 

To:  IBOGZA@bloomberg.net | ILINCA  BOGZA| DEUTSCHE  BANK  SECURI | 1726 | 328663 

Subject:  Re:  **  UPDATE  $[1.1]BLN  GEMSTONE  VII  **  REVISED  TALK  ** 


wow  that  much  intereest  in  the  bbb  ??  is  that  real  ??  we  would  take  as  much  as 
you  can  oversell.. 

Original  Message  

From:  ILINCA  BOGZA,  DEUTSCHE  BANK  SECURI 
At:   2/20  15:17:36 

**  UPDATE  GEMSTONE  CDO  7,  A  $[1.1]BLN  MEZZANINE  ABS  CDO  MANAGED  BY  HBK 


EXPECTED  PRICING  FEB  [21ST] 


CLASS   RATING (M/S) 

SIZE (MM) 

SIZE(%) 

WAL(YR) 

PRICE  TALK 

IOI 

A-l      Aaa/AAA 

[716.0] 

[65.0] 

[3.2] 

*  CALL  DESK  * 



A- 2      Aaa/AAA 

[87.0] 

[7.9] 

[5.3] 

*  NOT  OFFERED  * 



B.       Aa2/AA 

[96.9] 

[8.8] 

[6.0] 

L+  [0.62%  AREA] 

90% 

C         A2/A 

[68.3] 

[6.2] 

[6.3] 

L+  [2.65%  AREA] 

75% 

D       Baa2/BBB 

[55.1] 

[5.0] 

[5.7] 

L+  [5.00%  AREA] 

75% 

E        Bal/BB+ 

[18.7] 

[1.7] 

[6.3] 

*  CALL  DESK  * 



SUB 

[59.5] 

[5.4] 

End  Message 

Confidential  Treatment  Requested  by  DBSI 
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GREGLIP@bloomberg.net 


02/20/2007  03:40  PM 
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ToEOGZA@bloomberg.net 
cc 
bcc 
SubjectRe:  **  UPDATE  $[1 . 1]BLN  GEMSTONE  Vn  **  REVISED 
TALK** 


=====Begin  Message===== 

Message*:  1370 

Message  Sent:  02/20/2007  15:40:21 

From:  GREGLIP@bloomberg. net | GREG  LI PPMANN | DEUTSCHE  BANK  SECURI | 1726 | 328663 

To:  IBOGZA@bloomberg.net | ILINCA  BOGZA| DEUTSCHE  BANK  SECURI | 1726 | 328663 

Subject:  Re:  **  UPDATE  $[1.1]BLN  GEMSTONE  VII  **  REVISED  TALK  ** 


very  sneaky. . . 

Original  Message  

From:  ILINCA  BOGZA,  DEUTSCHE  BANK  SECURI 
At:   2/20  15:33:39 

no.  that  is  def  not  real.,  it  is  at  50%.;  cant  oversell  any  tranche  to  be 
honest 

=====End  Message===== 
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02/21/2007  12:01  PM 


Abhayad  Tollinca  R 

Kamat/NewYork/DBNA/DeuBa@DBAMERICAS  Bogza/NewYork/DBNA/DeuBa@DBNA@DEUBAINT, 

Michael  Lamont/NewYork/DBNA/DeuBa, 
anthony.pawlowski@db.com 
cc 
bcc 
SubjectRe:  **  UPDATE  S[1.1]BLN  GEMSTONE  VII  ** 
REVISED  TALK  ** 


-  see   email   below,    should  we   offer  more   PCs    for   Gemstone  CDO   7    given   the  market? 

-  given   the   current   market,    can   we   offer    300   on   single-As   and   600   on   triple-Bs   on   any   fresh 
orders/accounts    on   single-As   and  triple-Bs   at   this   stage. 

thanks . 


Anirban 
Lahiri/SP/DBAsia/DeuBa@DBAPAC 


02/21/2007  11:26 
AM 


To 


Abhayad 
Kamat/NewYork/DBNA/DeuBaSDBAMERICAS 


Permanent  Subcommittee  on  Investigations  | 

Wall  Street  &  The  Financial  Crisis 

Report  Footnote  #1459 
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Subject 


Re:  **  UPDATE  $[1.1]BLN  GEMSTONE  VII  **  REVISED  TALK 
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Production  credits? 

Sent  from  my  BlackBerry  Wireless  Handheld 


From:  Abhayad  Kamat 

Sent:  22/02/2007  00:17 

To:  Anirban  Lahiri;  Sheree  Ma 

Cc:  Ilinca  R  Bogza/NewYork/DBNA/DeuBa@DBNA@DEUBAINT 

Subject:  Fw:  **  UPDATE  $[1.1]BLN  GEMSTONE  VII  +  *  REVISED  TALK  ** 

here's  the  mktg  book,  thanks. 

(Embedded  image  moved  to  file:  pic075.96.pcx) 

Forwarded  by  Abhayad  Kamat/NewYork/DBNA/DeuBa  on  02/21/2007  11:15  AM 


Abhayad 
Kamat /NewYork/DBNA/DeuBa 
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AM 


To 


Anirban  Lahiri/SP/DBAsia/DeuBa,  Sheree 
Ma 


Ilinca  R 
Bogza/NewYork/DBNA/DeuBaSDBNASDEUBAINT 


Fw:  **  UPDATE  $ [ 1 . 1 ] BLN  GEMSTONE  VII  *  +  REVISED  TALK 


Footnote  Exhibits  -  Page  2159 


Subject 
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Guys, 

we  need  help  on  selling  the  As  and  BBBs  in  the  Gemstone  CDO  7  transaction  —  we  have  nearly  50% 
unsold  on  both  tranches  in  the  transaction.  We  have  widened  talk  to  265  on  the  As  and  to  500  on  the 
BBBs  -  see  Ilinca's  email  below. 

-  i  am  also  fwding  you  the  latest  HBK  mktg  book. 

-  any  help  from  you  on  the  As,  BBBs  and  senior  AAAs  would  be  appreciated. 

-  on  the  senior  AAAs,  we  are  flexible  to  work  with  accounts  at  different  subordination  points  and 
spread  targets. 
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Here  is  a  quick  summary  of  the  transaction  and  manager: 

-  this  is  HBK's  eight  CDO 

-  2  year  short  revolving  period  —  can  revolve  in  investment  grade  assets  only 

-  27%  below  IG  bucket  (BBs)  but  amortizations  on  this  bucket  are  used  to  pay  down  notes  —  no 
reinvestment  in  below  IG  bucket 

-  HBK  retains  entire  BB  and  Equity,  similar  to  what  they  have  done  in  all  their  prior  deals.  HBK 
views  their  CDOs  as  financing  trades,  where  they  retain  the  equity  and  use  the  CDO  to  get  levered 
returns . 

-  the  27%  BB  bucket  is  standard  in  their  deals  —  these  are  very  similar  to  the  C-BASS  deals  in  the 
market .  .  . 

-  HBK's  loan  level  analysis  of  RMBS  pools  is  highly  regarded  in  the  market.  HBK  helps  structure  -55% 
of  the  underlying  RMBS  in  this  transaction  and  retains  the  residual  piece  on  those  also. 

-  this  CDO  has  pure  sequential  structure  with  OC  and  IC  tests  —  as  opposed  to  most  deals  in  the 
market  which  have  pro-rata  structure 

-  the  BBB  tranche  has  a  turbo  mechanic  that  helps  it  to  pay  down  faster. 

Are  there  any  accounts  that  might  be  interested  in  this,  given  the  good  manager  name,  good  alignment 
of  interest  with  investors,  sequential  paydown  structure,  OC/IC  tests,  BBB  turbo  and  wider  price 
talk?  any  help  appreciated. 

thanks, 
Abhayad 


Abhayad  Kamat 
Global  CDO  Group 
Deutsche  Bank  Securities  Inc. 
60  Wall  Street,  19th  Floor, 
New  York,  NY  10005-2858 
(212)  250-0526  work 
(917)  flMflBF  cell 
(732)  578-2890  fax 


» =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Forwarded  by  Abhayad  Kamat/NewYork/DBNA/DeuBa  on  02/21/2007  10:39  AM 


"ILINCA  BOGZA,  DEUTSCHE  BANK  SECURI" 
<ibogza@bloomberg. net> 


Sent  by: 
ibogzaSbloornberg .  net 


Confidential  Treatment  Requested  by  Deutsche  Bank  '  DBSI_PSI_EMAIL04055832 
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To 


undisclosed- 
recipients  :  ; 


02/20/2007  03:17 


PM 


Subject 


**  UPDATE  $[1.1]BLN  GEMSTONE  VII  ++  REVISED  TALK 
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**  UPDATE  GEMSTONE  CDO  7,  A  $[1.1]BLN  MEZZANINE  ABS  CDO  MANAGED  BY  HBK 
**   EXPECTED  PRICING  FEB  [21ST] . 


CLASS 

RATING (M/S) 

SIZE(MM) 

SIZE(%) 

WAL(YR) 

PRICE  TALK 

IOI 

A-i 

Aaa/AAA 

[716.0] 

[65.0] 

[3.2] 

+  CALL  DESK  * 



A- 2 

Aaa/AAA 

[87.0] 

[7.9] 

[5.3] 

*  NOT  OFFERED  * 



B  . 

Aa2/AA 

[96.9] 

[3.8] 

[6.0] 

L+  [0.62%  AREA] 

90% 

C 

A2/A 

[68.3] 

[6.2] 

[6.3] 

L+  [2.65%  AREA] 

75% 

D 

Baa2/BB3 

[55.1] 

[5.0] 

.  [5.7] 

L+  [5.00%  AREA] 

75% 

E 

Bal/BB+ 

[18.7] 

[1.7] 

[6.3] 

*  CALL  DESK  * 



SUB 

[59.5] 

[5.4] 

This  has  been  prepared  solely  for  informational  purposes.  It  is  not  an  offer,  recommendation  or 
solicitation  to  buy  or  sell,  nor  is  it  an  official  confirmation  of  terms.  It  is  based  on  information 
generally  available  to  the  public  from  sources  believed  to  be  reliable.  No  representation  is  made 
that  it  is  accurate  or  complete  or  that  any  returns  indicated  will  be  achieved.  Changes  to 
assumptions  may  have  a  material  impact  on  any  returns  detailed.  Past  performance  is  not  indicative  of 
future  returns.  Price  and  availability  are  subject  to  change  without  notice.  Additional  information 
is  available  upon  request. 
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"h 


pic07596.pcx  I  Type:  application/octet-stream 
( Name:  pic07596.pcx 
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Abhayad  ToRichard  R 

KamatfNewYork/DBNA/DeuBa@DBAMERICAS  Kim/NewYork/DBNA/DeuBa@DBAmericas 

cc 

03/27/2007  01:56  PM  b00 

SubjectRe:  Fw:  ******URGENT********** 


yes  sure,  but  i  think  we  should  keep  those  requests  separate  from  the  CDO  warehouse 
valuation  requests...  the  relevant  salesperson  can  take  care  of  those  monthly  valuation 
marks...  let  me  know  how  you  want  to  proceed. 


Richard  R 
Kim/NewYork/DBNA/DeuBa 


03/27/2007  01:43 
PM 


To 


Abhayad 
Kamat/NewYork/DBNA/DeuBa@DBAmericas 


JAjJ 


Permanent  Subcommittee  on  Investigations  | 
Wall  Street  &  The  Financial  Crisis 

CONFIDENTIAL  -  PRODUCED  TO  M&T  PURSUAN|  Report  Footnote  #1462  I  DBSI_00423053 

DB  PSI  00423053 
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Subject 


Re:    Fw:    ******URGENT********** (Document   link:   Abhayad 
Kamat) 


CONFIDENTIAL  -  PRODUCED  TO  M&T  PURSUANT  TO  PROTECTIVE  ORDER  DBSI_00423054 

DB  PS  I  00423054 


Footnote  Exhibits  -  Page  2167 


won't   our  managers   want   to   receive  monthly  marks    for   their   own  monitoring  purposes? 


CONFIDENTIAL  -  PRODUCED  TO  M&T  PURSUANT  TO  PROTECTIVE  ORDER  DBSI_00423055 

DB  PSI  00423055 


Footnote  Exhibits  -  Page  2168 


Abhayad 
Kamat/NewYork/DBNA/DeuBa 


03/27/2007  01:29 
PM 


To 


Chehao   Lu/NewYork/DBNA/DeuBa,    Sara  M 
Chan/NewYork/DBNA/DeuBa@DBAmericas, 
doug . hamiltonSdb . com 


Richard   R   Kim/NewYork/DBNA/DeuBa@DBAmericas,    Sourav 
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Sen/NewYork/DBNA/DeuBa 


Subject 


Fw: 


*****  *URGENT  ********** 
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DB  PSI  00423057 
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when  our  CDOs  close,  we  need  to  convey  to  valuations  group  that  we  no  longer  need  these 
valuations,  see  eg.  Gemstone  7  below,  they  still  keep  pushing  trading  desk  to  give 
valuations...  pis  can  you  take  care  of  this  for  the  deals  that  you  work  on? 

thanks . 

Forwarded  by  Jordan  Milman/NewYork/DBNA/DeuBa  on  03/27/2007  11:50  AM  


Richard 
Leclezio/NewYork/DBNA/DeuBa 


CONFIDENTIAL  -  PRODUCED  TO  M&T  PURSUANT  TO  PROTECTIVE  ORDER  DBSI_00423058 

DB  PSI  00423058 


03/27/2007  11:23 


AM 


To. 


Jordan 


Milman/NewYork/DBNA/DeuBa@DBAmericas 


Footnote  Exhibits  -  Page  2171 


Subject 


/ 
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******  URGENT* ********* 
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Hi  Jordan, 

Please  can  you  help, 

I  have  HBK  on  my  back  to  get  the  following  spreads . 

Please  can  you  provide  the  parameters tks 

[attachment  "Jordan_Milman_daily_requests_20070326.xls"  deleted  by  Richard  R 
Kim/NewYor k/DBNA/DeuBa  ] 


Richard  Leclezio 
Assistant  Vice  President 
Valuation  Services  Group 
Deutsche  Bank  [/]  -  New  York 
(t)  +1  212  250  2485 
(m)  -l-l  646  ■■■■§ 
Email:  richard.leclezio@db.com 
BBG:  leclri.nydb@bloomberg.net 
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From: 

Sent: 

To: 

CC: 

Subject: 


Paul  Mazzilli 

Thursday,  February  8,  2007  08:12:59  AM 

Kevin  Jenks 

Jason  Lowry 

FW  Gemstone  CDO  7  -  price  diff  between  purchase  price  and  current  mark 


Attachments:  Prices  to  Kevinjcls 

We  found  the  overall  loss  to  be  down  0.9%  or  $9. 4mm. 

Original  Message — 

From:  Paul  Mazzilli 

Sent  Wednesday,  January  24,  2007  12:44  PM 

To:  Kevin  Jenks 

Cc:  Jason  Lowry 

Subject:  RE:  Gemstone  CDO  7  -  price  diff  between  purchase  price  and  current  mark 

We  see  the  whole  portfolio  down  0.9%  or  $9. 4mm  compared  to  DBS's  1.7%($19mm).  Attached  is  DBS's 
email  with  our  prices  included. 

— Original  Message — 

From:  Kevin  Jenks 

Sent  Wednesday,  January  24,  2007  4:27  AM 

To:  Paul  Mazzilli;  Jason  Lowry 

Subject:  Fw:  Gemstone  CDO  7  -  price  diff  between  purchase  price  and  current  mark 

I  need  the  gem  7  portfolio  priced  using  our  ye  marks  and  then  override  where  you  think  appropiate.   I  need 
this  asap 

—  Original  Message  — 

From:  Abhayad  Kamat 

To:  Marco  Lukesch;  Kevin  Jenks;  Rachel  Wish 

Cc:  Chehao  Lu;  Sourav  Sen;  Konstantin  Kulev  <konstantin.kulev@db.com> 

Sent:  Tue  Jan  23  20: 1 6: 50  2007 

Subject:  Gemstone  CDO  7  -  price  diff  between  purchase  price  and  current  mark 


Some  investors  are  asking  for  current  marks  on  the  Gemstone  CDO  7  portfolio.  The  attached  file  has  the 
purchase  price  and  the  current  marks  that  we  got  from  our  desk.  There  are  many  bonds  where  the  price 
difference  between  purchase  price  and  current  mark  is  more  than  4%  -  highlighted  in  yellow.  I  have  asked 
Jordan  to  review  the  marks  but  it  would  be  great  if  you  could  have  someone  at  HBK  review  also  to  check  if 
the  current  marks  seem  correct.  It  seems  as  if  the  entire  portfolio  price  has  dropped  since  purchase  by 
1 .74%  which  does  not  show  well  to  investors. 

thanks. 
Abhayad 


Abhayad  Kamat 
Global  CDO  Group 
Deutsche  Bank  Securities  Inc. 
60  Wall  Street,  19th  Floor, 
New  York,  NY  10005-2858 
(21 2)  250-0526  work 
(917)OBBMcell 
(732)  578-2890  fax 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 
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Abhayad 
Kamat/NewYork/DBNA/DeuBa@DBAMERICAS 

01/23/2007  08:14  PM 


ToJordan 

Milman/NewYoik/DBNA/DeuBa@DBAmericas, 
Jashin 

Patel/NewYork/DBNA/DeuBa@DBAmericas 
ccChehao  Lu/NewYork/DBNA/DeuBa,  Konstantin 
Kulev/NewYork/DBNA/DeuBa,  Sourav 
Sen/NewYork/DBNA/DeuBa 
bcc 
SubjectHBK  -  price  cliff  between  purchase  price  and 
current  mark 


The    attached   file  has   the   purchase   price   and  current  mark   for   the   bonds   in   the  HBK  /   Gemstone 
CDO   7   warehouse. 

There   are  many  bonds   where    the   price   difference  between  purchase   price   and   current  mark   is   more 
than   4%    --   highlighted   in   yellow.    Before  we   send   these   over   to   CDO   investors,    pis   could   you 
review   to   check   if   the   current  marks   are   correct.    It   seems    as    if   the    entire  portfolio  price   has 
dropped   since  purchase  by  1.74%  which  does  not   show  well   to  investors. 

thanks . 

(See  attached  file:  Gemstone  VII  Portfolio  01.23.07  (w  Prices) .xls) 


Abhayad  Kamat 

Global  CDO  Group 

Deutsche  Bank  Securities  Inc. 

60  Wall  Street,  19th  Floor, 

New  York,  NY  10005-2858 

(212)  250-0526  work 

(917)  fl|g|  cell 

(732)  578-2890  fax 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


SQ  Gemstone  VII  Portfolio  01.23.07  (w  PricesVxls  :j  TyPe:  application/msexcel 

Cil  :!  Name:  Gemstone  VII  Portfolio  01.23.07  (w  Prices).xls 


CONFIDENTIAL  -  PRODUCED  TO  M&T  PURSUANT 


i 


Permanent  Subcommittee  on  Investigations  | 

Wall  Street  &  The  Financial  Crisis 

Report  Footnote  #1465 


DBSI_00465462 
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Jashin 
Patel/NewYork/DBNA/DeuBa@DBAMERICAS 

01/24/2007  01:01  PM 


ToJordan 

Milman/NewYork/DBNA/DeuBa@DBAmericas 
cc 
bcc 
SubjectFw:  HBK  -  price  diff  between  purchase  price  and 
current  mark 


I    checked   the   names   Abhayad   highlighed   are   most    are  marked  within   the    context    of   recent    color 
there   are    4   which   should  be    tightened. 

there's    one   cash  bond  which   he   highlighted...    HEAT   2006-7    Bl:    we    just    offered  prot   at    465; 
you   had   a   cash   bid   of    94-00    (362DM  at    100PPC)    for    Fidelity   in    late   October 

(See   attached   file:    Gemstone   VII    Portfolio   01.23.07    (w    Prices)    JP.xls) 


Jashin    Patel 

Securitized   Product   Group   Trading 

Deutsche   Bank   Securities    Inc. 

212    250    7730    (t) 

Forwarded  by  Jashin  Patel/NewYork/DBNA/DeuBa  on  01/24/2007  12:46  PM 


Abhayad 
Kamat/NewYork/DBNA/DeuBa 


01/23/2007  08:14 


PM 
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Report  Footnote  #1466 


DBSI_00843917 

DB  PSI  00843917 
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To 


Jordan  Milman/NewYork/DBNA/DeuBa@DBAmericas,  Jashin 
Patel/NewYork/DBNA/DeuBa@DBAmericas 


Chehao  Lu/NewYork/DBNA/DeuBa,  Konstantin 
Kulev/NewYork/DBNA/DeuBa,  Sourav  • 
Sen/NewYork/DBNA/DeuBa 


Subject 


HBK   -   price   diff   between   purchase   price    and   current 
mark 
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DB  PSI  00843918 


Footnote  Exhibits  -  Page  2178 


The  attached  file  has  the  purchase  price  and  current  mark  for  the  bonds  in  the  HBK  /  Gemstone 
CDO  7  warehouse . 

There  are  many  bonds  where  the  price  difference  between  purchase  price  and  current  mark  is 
more  than  4%  —  highlighted  in  yellow.  Before  we  send  these  over  to  CDO  investors,  pis  could 


CONFIDENTIAL  -  PRODUCED  TO  M&T  PURSUANT  TO  PROTECTIVE  ORDER  DBSI_00843919 

DB  PSI  00843919 


Footnote  Exhibits  -  Page  2179 


you  review  to  check  if  the  current  marks,  are  correct.  It  seems  as  if  the  entire  portfolio 
price  has  dropped  since  purchase  by  1.74%  which  does  not  show  well  to  investors. 

thanks. 

[attachment  "Gemstone  VII  Portfolio  01.23.07  (w  Prices). xls"  deleted  by  Jashin 
Patel/NewYork/DBNA/DeuBa] 


Abhayad  Kamat 

Global  CDO  Group 

Deutsche  Bank  Securities  Inc. 

60  Wall  Street,  19th  Floor, 

New  York,  NY  10005-2858 

(212)  250-0526  work 

(SI^VIIHB  cell 

(732)    578-2890    fax 


E 
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Abhayad  ToChehao  Lu/NewYork/DBNA/DeuBa,  Ilinca  R 

Kamat/NewYork/DBNA/DeuBa@DBAMERICAS  Bogza/NewYork/DBNA/DeuBa@DBNA@DEUBAINT, 

Konstantin  Kulev/NewYork/DBNA/DeuBa 

01/24/2007  04: 15  PM  <* 

bcc 

SubjectRe:  We  priced  the  port 

for  investors  who  have  asked  for  current  marks  on  the  Gemstone  CDO  7  portfolio,  tell  them:  HBK  says 

that  the  overall  current  portfolio  is  down  USD  9mm. 

no  need  to  provide  current  prices  on  a  line  item  level. 


"Kevin  Jenks" 
<kjenks@hbk. com> 


01/24/2007  01:14 
PM 


To 


Abhayad 
Kamat/NewYork/DBNA/DeuBaSDBAmericas 


JA]J 


Permanent  Subcommittee  on  Investigations  | 
Wall  Street  &  The  Financial  Crisis 
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Subject 


We   priced  the 
port 
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It    is   down    9mm 
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Ilinca  R  ToAbhayad 

Bogza/NewYork/DBNA/DeuBa@DBAMERICAS  Kamal/NewYork/DBNA/DeuBa@DBAMERICAS(3>DEUBAINT 

cc 
bcc 
SubjectRe:  Fw:  Gemstone  CDO  7  -  portfolio  mark 


02/07/2007  12:55  PM 


Can  you  ask  him. .  We  need  him  to  provide 


Rbhayad 
Kamat /NewYork/DBNA/DeuBa@ DBflMERICAS 


02/07/2007  12:54 


PM 


Bogza/NewYork/DBNA/DeuBa@DBAMERICAS@DEUBAINT 


To 


Ilinca  R 
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Subject 


CDO  7  -  portfolio  mark (Document  link:  Ilinca  R 
Bogza) 


Re:  Fw:  Gemstone 


CONFIDENTIAL  -  PRODUCED  TO  M&T  PURSUANT  TO  PROTECTIVE  ORDER 
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DB  PSI  00434693 


Footnote  Exhibits  -  Page  2185 


the  marks  we  got  from  Jordan  are  too  low. . .  and  it  will  take  quite  some  time  if  we  try  to  take  on  an 
exercize  where  we  try  to  get  kevin  and  Jordan  to  agree  on  the  correct  marks,  so  alternatively  we  ask  kevin 
to  provide  us  the  detailed  marks,  worth  asking. 


Ilinca  R 
Bogza/NewYork/DBNA/DeuBa@DBAMERICAS 


02/07/2007  12:52 


PM 


To 


Abhayad . Kamat  @  db . com 
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Subject 


Fw:    Gemstone   CDO  7    - 


portfolio 
mark 
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Why  can  we  not  show  a  priced  portfolio??  we  need  to  show  this 

— -  Forwarded  by  Ilinca  R  Bogza/NewYork/DBNA/DeuBa  on  02/07/2007  12:52 


PM 

Abhayad  Kamat/NewYork/DBNA/DeuBaSDBAMERICAS 
02/07/2007  12:51  PM 

To 

kjenks.8hbk.com,    MLukes.ch@hbk.com,    rwish@hbk.com 

Ilinca   R   Bog2a/Nev,York/DBNA/DeuBa@DBNA@DE0BAINT,    Chehao 

Lu/NewYork/DBNA/DeuBa 

Subject 

Gems tone  CDO  7  -  portfolio  mark 


Kevin , 

what  is  the  overall  gain/loss  (based  on  cur 

7  portfolio? 


rent  marks)  on  the  Gemstone  CDO 


Abhayad  Kamat 
Global  CDO  Group 
Deutsche  Bank  Securities  Inc. 
60  Wall  Street,  19th  Floor, 
New  York,  NY  10005-2858 
(212)  250-0526  work 

(9i7>^(BBHBIce11 

(732)    578-2890    fax 


»■  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 
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IlincaR 
Bogza/NewYork/DBNA/DeuBa@DBAMERICAS 

02/07/2007  02:46  PM 


ToAbhayad 

Kamat/NewYork/DBNA/DeuBa@DBAMERICAS@DEUBAINT 
ccChehao  Lu/NewYork/DBNA/DeuBa@DBAmericas 
bcc 
SubjectRe:  Fw:  New  simpler  pricing 


Can  we   include   that   in     the   disclaimer? 


Abhayad 
Kamat/NewYork/D3NA/DeuBa@DRAMERICAS 


02/07/2007    02:14 


PM 


Lu/NewYork/D3NA/DeuBa,  Ilinca  R 
Bogza/NewYork/DBNA/DeuBa@DBNA@DEUBAINT 


To 


Chehao 


CONFIDENTIAL  -  PRODUCED  TO  M&T  PURSUA> 


Permanent  Subcommittee  on  Investigations  I 
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DBSI_007 11486 

DB  PSI  00711486 


Subject 


pricing 


Footnote  Exhibits  -  Page  2189 


Fw:    New  simpler 
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DB  PSI  00711487 


Footnote  Exhibits  -  Page  2190 


use  this  for  the  current  prices  to  be  sent  to  investors,  but  pis  note  to  investors  that  this  is  frm  hbk. 


Abhayad  Kamat 
Global  CDO  Group 
Deutsche  Bank  Securities  Inc. 
60  Wall  Street,  19th  Floor, 
New  York,  NY  10005-2858 
(212)  250-0526  work 
(917)  WHi  cell 
(732)  578-2890  fax 
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Forwarded  by  Abhayad  Kamat/NewYork/DBNA/DeuBa  on  02/07/2007  02:13  PM 


"Kevin  Jenks" 
<k jenks?hbk . com> 


02/07/2007  02:06 


PM 


To 


Abhayad 


Kamat/NewYork/D3NA/DeuBa@DBAmericas 
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Subject 


New  simpler 
pricing 


CONFIDENTIAL  -  PRODUCED  TO  M&T  PURSUANT  TO  PROTECTIVE  ORDER  DBSI_007 1 1 489 

DB  PSI  00711489 


Footnote  Exhibits  -  Page  2192 


[attachment  "Pricing  of  gem  7.xls"  deleted  by  Ilinca  R  Bogza/NewYork/DBNA/DeuBa] 
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From:  Kevin  Jenks 

Sent:  Wednesday.  February  7, 2007  01 :23:58  PM 

To:  Jason  Lowry 

Subject:  FW  Gemstone  CDO  7  -  portfolio  mark 

Need  line  Item  marks  for  cdo  portfolio  use  dec  or  jan  depending  on  which  is  better 


From:  Abhayad  Kamat 

Sent:  Wednesday,  February  07,  2007  12:51  PM 

To:  Kevin  Jenks;  Marco  Lukesch;  Rachel  Wish 

Cc:  Ilinca  R  Bogza;  Chehao  Lu 

Subject:  Gemstone  CDO  7  -  portfolio  mark 


Kevin, 

what  is  the  overall  gain/loss  (based  on  current  marks)  on  the  Gemstone  CDO  7  portfolio? 


E 


Abhayad  Kamat 
Global  CDO  Group 
Deutsche  Bank  Securities  Inc. 

60  Wall  Street,  19th  Floor,  

New  York,  NY  1 0005-2858  I  — —  -  Redacted  by  the  Permanent 

(21 2)  250-0526  work  I  Subcommittee  on  Investigations 

(917)*BmWcell  *— 

(732)  578-2890  fax 

This  e-mail  may  contain  confidential  and/or  privileged  information.  If  you 
are  not  the  intended  recipient  (or  have  received  this  e-mail  in  error) 
please  notify  the  sender  immediately  and  destroy  this  e-mail.  Any 
unauthorized  copying,  disclosure  or  distribution  of  the  material  in  this 
e-mail  is  strictly  forbidden. 
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From:  Kevin  Jenks 

Sent:  Wednesday,  March  7, 2007  08:44:1 5  AM 

To:  Abhayad  Kamat;  'llinca  R  Bogza'[ilinca  .r.bogza@db.com] 

Subject:  FW:  Updated  prices 


Attachments: 


prices  sent  to  kevin  20070306.xls 


This  is  our  estimate  of  our  portfolio  marks  currently.  This  is  not  3rd  party  as  we  have  not  gotten  all  for 
February.  We  are  approx  down  30mm 


From:    Paul  Mazzllli 

Sent:    Tuesday,  March  06,  2007  6:20  PM 

To:      Kevin  Jenks 

Cc:     Jason  Lowry 

Subject:        Updated  prices 


Confidential  Treatment  Requests 
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Report  Footnote  #1475 


GEM7-00001958 


Greg 
Lippmann/NewYork/DBNA/DeuBa@DBAMERICAS 

03/03/2007  07:44  AM 


Footnote  Exhibits  -  Page  2195 

To"Richard  Dalbert" 

<richard.dalbert@db.com> 
cc 
bcc 
SubjectFw:  Fremont  Shut  Down  Sub-prime 
business 


Call  me  if  you  want. 

Sent  from  my  BlackBerry  Handheld. 


From:  Rajeev  Misra 

Sent:  03/03/2007  05:34  AM 

To:  Greg  Lippmann 

Cc:  Richard  DAlbert;  Anshu  Jain 

Subject:  Re:  Fremont  Shut  Down  Sub-prime  business 

Well,   no  regrets.   Let's  hold  tight  on  our  shorts  now.   It  will  be  a  bumpy  mkt  to  mkt 
ride  but  we  will  prevail. 


Sent  from  my  BlackBerry  Handheld. 


From:  Greg  Lippmann 

Sent:  03/02/2007  06:44  PM 

To:  Rajeev  Misra 

Cc:  Richard  DAlbert 

Subject:  Fw:  Fremont  Shut  Down  Sub-prime  business 

Well,  we  covered  some  a  bit  too  early. 

NEW  to  CCC  Watch  Neg  at  S&P  from  B-  Watch  Neg 

*NEW  CENTURY  SAYS  U.S.  ATTORNEY  CONDUCTING  CRIMINAL  PROBE 

*NEW  CENTURY  SAYS  U.S.  ATTY  PROBE  ON  TRADING,  ACCOUNTING  ERRORS 

*NEW  CENTURY  SAYS  NYSE  REVIEWING  TRANSACTIONS  IN  ITS  SECURITIES 

*NEW  CENTURY  SAYS  SEC  REQUESTED  MEETING  ON  RESTATEMENT 

*NEW  CENTURY  SEEKING  TO  OBTAIN  WAIVERS  FROM  LENDERS 

*NEW  CENTURY  SEES  REPORTING  PRETAX  LOSS  FOR  4Q,  YEAR 

*NEW  CENTURY  SEES  CONCLUDING  MATERIAL  WEAKNESSES  WERE  PRESENT 


Sent  from  my  BlackBerry  Handheld. 


From:  Ryan  Stark 
Sent:  03/02/2007  05:53  PM 

To:  Greg  Lippmann;  Hiroki  Kurita;  Jordan  Milman 

Cc:  Philip  Weingord;  Frank  Byrne;  Anilesh  Ahuja;  Michael  Commaroto;  Andrew  Peisch; 
Glenn  Minkoff 

Subject:  Fremont  Shut  Down  Sub-prime  business 

This  is  real  -  not  a  rumor. 


Ryan  Stark 

Director 

Deutsche  Bank  Securities 

60  Wall  St. 

NY,  NY  10005 

212-250-8473 

917-OHHMB  cell 
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Fremont  General  Corporation  (the  "Company")  could  not  file  its  Annual  Report  on 
Form  10-K  for  the  fiscal  year  ended  December  31,  2006  by  March  1,  2007  without 
unreasonable  effort  or  expense  for  the  reasons  set  forth  below. 

In  light  of  the  current  operating  environment  for  subprime  mortgage  lenders  and 
recent  legislative  and  regulatory  events,  Fremont  Investment  &  Loan,  the 
Company's  wholly  owned  industrial  bank  subsidiary  ("FIL"),  intends  to  exit  its 
subprime  residential  real  estate  lending  business.  Management  and  the  board  of 
directors  are  engaged  in  discussions  with  various  parties  regarding  the  sale  of 
the  business. 

Additionally,  the  Company  expects  that  it,  FIL  and  the  Company's  wholly  owned 
subsidiary,  Fremont  General  Credit  Corporation  ("FGCC"),  will  enter  into  a 
voluntary  formal  agreement,  to  be  designated  as  a  cease  and  desist  order  (the 
"Order"),  with  the  Federal  Deposit  Insurance  Corporation  (the  "FDIC").  Among 
other  things,  the  Order  will  require  FIL  to  cease  and  desist  from  the  following: 

o    Operating  with  management  whose  policies  and  practices  are  detrimental 
to  FIL; 

o    Operating  FIL  without  effective  risk  management  policies  and 

procedures  in  place  in  relation  to  FIL's  brokered  subprime  mortgage 
lending  and  commercial  real  estate  construction  lending  businesses; 

o  Operating  with  inadequate  underwriting  criteria  and  excessive  risk  in 
relation  to  the  kind  and  quality  of  assets  held  by  FIL; 

o    Operating  without  an  accurate,  rigorous  and  properly  documented 
methodology  concerning  its  allowance  for  loan  and  lease  losses; 

o     Operating  with  a  large  volume  of  poor"  quality  loans; 

o     Engaging  in  unsatisfactory  lending  practices; 

o     Operating  without  an  adequate  strategic  plan  in  relation  to  the 

volatility  of  FIL's  business  lines  and  the  kind  and  quality  of  assets 
held  by  FIL; 

o  Operating  with  inadequate  capital  in  relation  to  the  kind  and  quality 
of  assets  held  by  FIL; 

o     Operating  in  such  a  manner  as  to  produce  low  and  unsustainable 
earnings; 

o  Operating  with  inadequate  provisions  for  liquidity  in  relation  to  the 
volatility  of  FIL's  business  lines  and  the  kind  and  quality  of  assets 
held  by  FIL; 

o    Marketing  and  extending  adjustable-rate  mortgage  ("ARM")  products  to 
subprime  borrowers  in  an  unsafe  and  unsound  manner  that  greatly 
increases  the  risk  that  borrowers  will  default  on  the  loans 


=PAGE  BREAK= 


or  otherwise  cause  losses  to  FIL,  including  (1)  ARM  products  that 
qualify  borrowers  for  loans  with  low  initial  payments  based  on  an 
introductory  rate  that  will  expire  after  an  initial  period,  without 
adequate  analysis  of  the  borrower's  ability  to  repay  at  the  fully 
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indexed  rate,  (2)  ARM  products  containing  features  likely  to  require 
frequent  refinancing  to  maintain  affordable  monthly  payment  or  to 
avoid  foreclosure,  and  (3)  loans  or  loan  arrangements  with 
loan-to-value  ratios  approaching  or  exceeding  100  percent  of  the  value 
of  the  collateral; 

o    Making  mortgage  loans  without  adequately  considering  the  borrower's 
ability  to  repay  the  mortgage  according  to  its  terms; 

o     Operating  in  violation  of  Section  23B  of  the  Federal  Reserve  Act,  in 
that  FIL  engaged  in  transactions  with  its  affiliates  on  terms  and 
under  circumstances  that  in  good  faith  would  not  be  offered  to,  or 
would  not  apply  to,  nonaffiliated  companies;  and 

o     Operating  inconsistently  with  the  FDIC's  Interagency  Advisory  on 
Mortgage  Banking  and  Interagency  Expanded  Guidance  for  Subprime 
Lending  Programs. 

The  Order  will  also  require  FIL  to  take  a  number  of  steps,  including  (1)  having 
and  retaining  qualified  management;  (2)  limiting  the  Company's  and  FGCC ' s 
representation  on  FIL's  board  of  directors  and  requiring  that  independent 
directors  comprise  a  majority  of  FIL's  board  of  directors;  (3)  revising  and 
implementing  written  lending  policies  to  provide  effective  guidance  and  control 
over  FIL's  residential  lending  function;  (4)  revising  and  implementing  policies 
governing  communications  with  consumers  to  ensure  that  borrowers  are  provided 
with  sufficient  information;  (5)  implementing  control  systems  to  monitor  whether 
FIL's  actual  practices  are  consistent  with  its  policies  and  procedures;  (6) 
implementing  a  third-party  mortgage  broker  monitoring  program  and  plan;  (7) 
developing  a  five-year  strategic  plan,  including  policies  and  procedures  for 
diversifying  FIL's  loan  portfolio;  (8)  implementing  a  policy  covering  FIL's 
capital  analysis  on  subprime  residential  loans;  (9)  performing  quarterly 
valuations  and  cash  flow  analyses  on  FIL's  residual  interests  and  mortgage 
servicing  rights  from  its  residential  lending  operation,  and  obtaining  annual 
independent  valuations  of  such  interests  and  rights;  (10)  limiting  extensions  of 
credit  to  certain  commercial  real  estate  borrowers;  (11)  implementing  a  written 
lending  and  collection  policy  to  provide  effective  guidance  and  control  over 
FIL's  commercial  real  estate  lending  function,  including  a  planned  material 
reduction  in  the  volume  of  funded  and  unfunded  nonrecourse  lending  and  loans  for 
condominium  conversion  and  construction  as  a  percentage  of  Tier  I  capital;  (12)' 
submitting  a  capital  plan  that  will  include  a  Tier  I  capital  ratio  of  not  less 
than  14%  of  FIL's  total  assets;  (13)  implementing  a  written  profit  plan;  (14) 
limiting  the  payment  of  cash  dividends  by  FIL  without  the  prior  written  consent 
of  the  FDIC  and  the  Commissioner  of  the  California  Department  of  Financial 
Institutions;  (15)  implementing  a  written  liquidity  and  funds  management  policy 
to  provide  effective  guidance  and  control  over  FIL's  liquidity  position  and 
needs;  (16)  prohibiting  the  receipt,  renewal  or  rollover  of  brokered  deposit 
accounts  without  obtaining  a  Brokered  Deposit  Waiver  approved  by  the  FDIC;  (17) 
reducing  adversely  classified  assets;  and  (18)  implementing  a  comprehensive  plan 
for  the  methodology  for  determining  the  adequacy  of  the  allowance  for  loan  and 
lease  losses. 

In  addition,  the  Company  is  analyzing,  in  connection  with  the  preparation  of  the 
Company's  consolidated  financial  statements  as  of  and  for  the  period  ended 
December  31,  2006,  the  FDIC's  criticism  with  respect  to  the  Company's 
methodology  for  determining  the  carrying  value  of  the  Company's  residential  real 
estate  loans  held  for  sale. 
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Michael 
Lamont/NewYork/DBNA/DeuBa@DBAMERICAS 

03/15/2007  08:33  AM 


ToQreg 

Lippmann/NewYork/DBNA/DeuBa@DBAmericas 
cc 
bcc 
SubjectFw:  HBK-pls  read 


lets   discuss    this   when   you  have    a   chance.       long   story 

Forwarded   by  Michael   Lamont/NewYork/DBNA/DeuBa   on   03/15/2007    08:33   AM 


Anshu   Jain/DMGGM/DMG 
UK/DeuBa@DBEMEA 


03/14/2007    06:36 


PM 


To 


Fred  Brettschneider/NewYork/DBNA/DeuBa@DBAmericas@DBAMERICASSDEUBAINT,  Rajeev 
Misra/DMGGM/DMG  UK/DeuBa@DBEMEA,  Yassine  Bouhara/DMGEQ/DMG  UK/DeuBaSDBEMEA,  Pablo 
Calderini/NewYork/DBNA/DeuBa@DBAmericas,  Barry  Bausano/NewYork/DBNA/DeuBaSDBAmericas,  Jonathan 
Hitchon/DMGEQ/DMG 
UK/DeuBa@DBEMEA 
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Michael   Lamont/NewYork/DBNA/DeuBa@DBAmericas,    Richard 
DAlbert/NewYork/DBNA/DeuBa@DBAmericas 


Subject 


Re:    HBK-pls 
read 
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Well  done. . 

From:  Fred  Brettschneider 
Sent:  03/14/2007  06:25  PM  EDT 

To:  Anshu  Jain;  Rajeev  Misra;  Yassine  Bouhara;  Pablo  Calderini;  Barry  Bausano;  Jonathan 
Hitchon 

Cc:  Michael  Lamont ;  Richard  DAlbert 
Subject:  HBK-pls  read 

We  believe  that  we  have  reached  an  acceptable  compromise  with  HBK.  We  will  be  restructuring  the 
unsold  mezz  Aaa  and  we  will  underwrite  the  senior  portion  leaving  them  with  the  junior  piece.  We 
are  still  hopeful  of  selling  the  entire  tranche  but  this  "re-tranchingn  vastly .mitigates  our 
risk.  HBK  seems  pleased  with  the  outcome  and  was  appreciative  of  our  efforts. 

Freddie 

Sent    from  my   BlackBerry   Handheld. 
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Larry 
Pike/NewYork/DBNA/DeuBa@DBAMERICAS 

03/27/2007  10:34  AM 
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ToSean  Whelan/db/dbcom@DBAmericas, 

miohaeLjones@db.com 
cc 
bcc 
SubjectAs  sent  to  Bill  Healy  on  HBK 


Discussion  points: 

**  On  Feb  '21  HBK  priced  GEMSTONE  7  in  a  weak  market  for  CDOs 

**  Only  about  half  the  deal  cleared  up  and  down  the  capital  structure  with  HBK  taking 

down  the  balance  as  agreed  in  advance. 

**  Earlier  during  the  structuring  phase,  we  had  advised  them  against  adding  a  2-year 

revolving  (reinvestment)  period  rather  than  leaving  it  a  static  deal  as  in  past  deals 

but  they  insisted  on  this  new  feature.  This  process  pushed  the  deal  marketing  back  2  to 

3  weeks  into  a  worse  time  for  CDOs  and  added  a  feature  not  favored  by  investors. 

**  400mm  of  the  unsold  bonds  were  a  middle  (mezz)  AAA.  class  that  were  expected  to  be 

purchased  by  an  investor  who  backed  out  at  a  late  stage  due  to  a  deteriorating  market. 

**  HBK  was  upset  about  this  and  wanted  DB  to  take  these  bonds  down,  threatening  to 

curtail  business  globally  with  HBK  if  we  didn't. 

**  In  the  end  we  agreed  to  carve  this  400mm  into  a  senior  and  junior  piece  and  DB  took 

down  the  senior  200mm,  with  HBK  keeping  the  junior  200mm. 

Bill-  side  note  that  they  did  increase  the  deal  size  from  750mm  to  1 . lbb  but  we  did  not 

have  any  problem  with  that  or  advise  against  it. 

If  you  think  I  have  still  left  out  some  info  that  clarifies  anything,  please  let  me  know. 


Larry  Pike,  CFA 

Director 

Deutsche  Bank  Securities,  Inc. 

225  Franklin  St.,  24th  Floor 

Boston,  MA  02110 

(617)  217-6422 


Gemstone  7 

DB  holds 

200mm  Class  A-lbl 

HBK  owns 

200mm  A-lb  II 

31.9mm  Glass  B   (about  a  third  of  this  class) 

38.3mm  Class  C   (a  little  over  half  of  this  class) 

36.1mm  Class  D   (about  2/3  of  this  class) 

They  take  down  the   BBs  and  equity  in  their  deal 

Below  is  the  capital  structure.   The  A-lb  was  expected  to  be  sold  but  the  account  backed 
out  and  is  NOT  considered  to  be  still  actively  looking  at  it.   The  class  is  being  split 
further  with  DB  keeping  the  senior  200mm  of  risk  in  that  class  and  HBK  keeping  the 
junior  200mm  of  risk. 


CLASS 

RATING (M/S) 

SIZE (MM) 

A- la 

Aaa/AAA 

244.0 

A-lb 

Aaa/AAA 

400.0 

A- 2 

Aaa/AAA 

159.0 

SIZE(%)  WAL(YR) 

22.2  2.1 

36.3  3.1 

14.4  4.9 


COUPON  PRICE 

NA  NA 
L+  0.35% 

L+  0.47%  100% 


DM 
NA 

L+    0.47% 
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3 

Aa2/AA 

96.9 

8.8 

•  5.8 

C 

A2/A 

68.3 

6.2 

6.2 

D 

Baa2/BBB 

55.1 

5.0 

5.7 

E 

Bal/BB+ 

IB. 7 

1.7 

6.3 

SUB 

59.5 

5.4 

L+    0 . 68%  lOof  00tnPKE|HibitS    "  Pa9e  2202 

L+   2.25%  97.02640%    L+    2.85% 

L+    4.75%  98.91859%    L+    5.00% 

NA  NA                NA 
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Greg 
Lippmann/NewYork/DBNA/DeuBa@DBAMERICAS 

02/20/2007  05:36  PM 
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ToRich 

Rizzo/NewYork/DBNA/DeuBa@DE 
cc 
bcc 
SubjectRe:  Gemstone  CDO  7  -  HBK  -  repos 


we  dont  have  much  choice., 
to  mark  it  etc. . . 


..either  we  repo  for  them  or  we  take  it  down. ..so  we  will  need 


Greg  H.  Lippmann 

Managing  Director 

Deutsche  Bank  Securities  Inc. 

3rd  Floor 

60  Wall  Street 

New  York,  New  York  10005 

Phone  (212)  250-7730 

Fax  (212)  797-2201 

Mobile    (917)  flM^HHtt 
greg  .  lipprnannddb  .  com 


Redacted  by  the  Permanent        I 
Subcommittee  on  Investigations  I 


Rich 
Rizzo/NewYork/DBNA/DeuBa 


02/20/2007  09:32 
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PM 


Lippmann/NewYork/DBNA/DeuBa@DBAmericas 


Subject 
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To 


Greg 
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Re:    Gems tone    CDO    7    -    HBK    - 
repos 
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Your  call  here 

My  concern  is  mostly  about  monitoring  -  seems  like  this  requires  the  pool  to  be  priced 

and  hbk  generally  views  market  as  tighter  than  it  is 

Also  recall  ilinca  I  think  took  10-20MM  of  gemst  4  and  5  BBs  back  from  jenks  -  they've 
been  trying  to  sell  and  got  a  25bid  (from  deveaney) 


Sent  from  my  BlackBerry  Handheld. 


From:  Greg  Lippmann 

Sent:  02/20/2007  04:06  PM 

To:  Abhayad  Kamat 

Cc :  Rich  Rizzo 

Subject:  Re:  Gemstone  CDO  7  -  HBK  -  repos 


i  dont  understand  these ...  seems  backward. ... i  would  say  20%  haircut  on  A  and  30  on  BBB 
at  the  moment ....  seems  you  are  15  and  25.... 


Abhayad 
Kamat/NewYork/DBNA/DeuBa 
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PM 
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To 


Lippmann/NewYork/DBNA/DeuBa 


Greg 


Rizzo/NewYork/DBNA/DeuBa@DBAmericas 


Rich 
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repos 
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Gemstone    CDO    7    -    HBK   - 
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Greg, 

HBK's  Gemstone  CDO  7  is  pricing  tomorrow  and  we  will  probably  have  40-50%  of  the  As  and 
BBBs  unsold  --  about  $35m  As  and  $30m  BBBs.  HBK  will  take  these  tranches  back  but  we 
would  like  to  offer  them  repos  on  these  tranches  if  possible. 

Would  you  be  ok  to  offer  repos  at  the  following  advance  rates: 
Rating  Advance  Rate  % 

A2/A        85% 
Baa2/BBB     75% 

Rating  Advance  Rate  %  (based  on  par)  Advance  Rate  %  (based  on  pool  market 

value) 

A2/A  12.0%  6.5% 

Baa2/BBB  7.0%  1.5% 

-  CDO  purchased  pool  at  price  of  ~96.5%  (27%  BB  assets);  based  on  current  market,  pool 

is  down  2.0%  since  purchase. 

Once  you  confirm  if  ok  on  the  advance  rates,  I  will  check  with  Alain  Van-Loo  for 
interest  rates  to  be  charged. 

thanks . 
Abhayad 


Abhayad  Kamat 
Global  CDO  Group 
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Redacted  by  tht  Permanent 
SafecotaiRittee  on  Investigations 


Forwarded 


by  Abhayad  Kamat/NewYork/DBNA/DeuBa  on 


02/20/2007  03:44  PM 


"ILINCA  BOGZA,  DEUTSCHE  BANK  SECURI" 
<ibogza@bloomberg.net> 


Sent  by: 
ibogza@bloomberg.net 


To 


undisclosed- 


recipients:  . 


DBSI  PSI_EMAIL0237731 
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Subject 


REVISED  TALK 
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**  UPDATE  $[1.1]BLN  GEMSTONE  VII 
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**  UPDATE  GEMSTONE  CDO  7,  A  $[1.1]BLN  MEZZANINE  ABS  CDO  MANAGED  BY  HBK 
**   EXPECTED  PRICING  FEB  [2 1ST]  . 


CLASS 

RATING (M/S) 

SIZE (MM) 

SIZE  (%) 

WAL(YR) 

PRICE  TALK 

IOI 

A-l 

Aaa/AAA 

[716.0] 

[65.0] 

[3.2] 

*  CALL  DESK  * 



A- 2 

Aaa/AAA 

[87.0] 

[7.9] 

[5.3] 

*  NOT  OFFERED  * 



B 

Aa2/AA 

[96.9] 

[8.8] 

[6.0] 

L+  [0.62%  AREA] 

90% 

C 

A2/A 

[68.3] 

[6.2] 

[6.3] 

L+  [2.65%  AREA] 

75% 

D 

Baa2/BBB 

[55.1] 

[5.0] 

[5.7] 

L+  [5.00%  AREA] 

75% 

E 

Bal/BB+ 

[18.7] 

[1.7] 

[6.3] 

*  CALL  DESK  * 



SUB 

[59.5] 

[5.4] 

This  has  been  prepared  solely  for  informational  purposes.  It  is  not  an  offer, 
recommendation  or  solicitation  to  buy  or  sell,  nor  is  it  an  official  confirmation  of 
terms.  It  is  based  on  information  generally  available  to  the  public  from  sources 
believed  to  be  reliable.  No  representation  is  made  that  it  is  accurate  or  complete  or 
that  any  returns  indicated  will  be  achieved.  Changes  to  assumptions  may  have  a  material 
impact  on  any  returns  detailed.  Past  performance  is  not  indicative  of  future  returns. 
Price  and  availability  are  subject  to  change  without  notice.  Additional  information  is 
available  upon  request. 
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The  McGraw-Hill  Companies 


STANDARD 
&POOR'S 


Ratings  Services 


55  Water  Street,  41st  Floor 
New  York,  NY  10041-0003 
212  438  2000  Tel 
212  438  2650  Fax 


March  15, 2007 


Gemstone  CDO  VII  Ltd. 

c/o  Deutsche  Bank  (Cayman)  Limited 

P.O.  Box  1984  GT 

Elizabethan  Square,  Grand  Cayman 

Cayman  Islands 

Attention:  The  Directors 

Re:      Gemstone  CDO  VII  Ltd./Gemstone  CDO  VII  Corp. 

U.S.$244,000,000  Class  A-la  Floating  Rate  Notes  Due  December  2045 

U.S.$400,000,000  Class  A-lb  Floating  Rate  Notes  Due  December  2045 

U.S.$159,000,000  Class  A-2  Floating  Rate  Notes  Dae  December  2045 

U.S.$96,900,000  Class  B  Floating  Rate  Notes  Due  December  2045 

U.S.$68,300,000  Class  C  Floating  Rate  Deferrable  Interest  Notes  Due  December 

2045 

U.S.$55,100,000  Class  D  Floating  Rate  Deferrable  Interest  Notes  Dne  December 

2045 

U.S.$18,700,000  Class  E  Floating  Rate  Deferrable  Interest  Notes  Dne  December 

2045 

Dear  Sir  or  Madam: 

Pursuant  to  your  request  for  a  Standard  &  Poor's  rating  on  the  above-referenced  obligations,  we 
have  reviewed  the  information  submitted  to  us  and,  subject  to  the  enclosed  Terms  and 
Conditions,  have  assigned  ratings  to  the  classes  as  follows: 


Class 
A-la 
A-lb 
A-2 

B 

C 

D 

E 


Amount 

U.S.$244,000,000 
U.S.$400,000,000 
U.S.$159,000,000 
U.S.$96,900,000 
U.S.$68,300,000 
U.S.$55,100,000 
U.S.$18,700,000 


Maturity  Rating 

December  12, 2045  AAA 

December  1 2, 2045  AAA 

December  12, 2045  AAA  . 

December  12, 2045  AA 
December  12,  2045  A 

December  1 2, 2045  BBB 

December  1 2, 2045  BB+ 


The  rating  is  not  investment,  financial,  or  other  advice  and  you  should  not  and  cannot  rely  upon 
the  rating  as  such.  The  rating  is  based  on  information  supplied  to  us  by  you  or  by  your  agents 
but  does  not  represent  an  audit  We  undertake  no  duty  of  due  diligence  or  independent 
verification  of  any  information.  The  assignment  of  a  rating  does  not  create  a  fiduciary 
relationship  between  us  and  you  or  between  us  and  other  recipients  of  the  rating.  We  have  not 
consented  to  and  will  not  consent  to  being  named  an  "expert"  under  the  applicable  securities 
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laws,  including  without  limitation,  Section  7  of  the  U.S.  Securities  Act  of  1933.  The  rating  is  not 
a  "market  rating"  nor  is  it  a  recommendation  to  buy,  hold,  or  sell  the  obligations. 

This  letter  constitutes  Standard  &  Poor's  permission  to  you  to  disseminate  the  above-assigned 
rating  to  interested  parties.  Standard  &  Poor's  reserves  the  right  to  inform  its  own  clients, 
subscribers,  and  the  public  of  the  rating. 

Standard  &  Poor's  relies  on  the  issuer  and  its  counsel,  accountants,  and  other  experts  for  the 
accuracy  and  completeness  of  the  information  submitted  in  connection  with  the  rating.  This 
rating  is  based  on  financial  information  and  documents  we  received  prior  to  the  issuance  of  this 
letter.  Standard  &  Poor's  assumes  that  me  documents  you  have  provided  to  us  are  final.  If  any 
subsequent  changes  were  made  in  the  final  documents,  you  must  notify  us  of  such  changes  by 
sending  us  the  revised  final  documents  with  the  changes  clearly  marked. 

To  maintain  the  rating,  Standard  &  Poor's  must  receive  all  relevant  financial  information, 
including  all  reports  submitted  to  the  trustee,  as  soon  as  such  information  is  available.  Placing  us 
on  a  distribution  list  for  this  information  would  facilitate  the  process.  You  must  promptly  notify 
us  of  all  material  changes  in  the  financial  information  and  the  documents.  Standard  &  Poor's 
may  change,  suspend,  withdraw,  or  place  on  CreditWatch  the  rating  as  a  result  of  changes  in,  or 
unavailability  of,  such  information.  Standard  &  Poor's  reserves  the  right  to  request  additional 
information,  if  necessary,  to  maintain  the  rating.  Please  send  all  information  available  via 
electronic  delivery  to:  SCDO  surveillance@sandp.com.  In  addition,  please  send  hard  copies  of 
all  information  to:  Standard  &  Poor's  Ratings  Services,  55  Water  Street,  42nd  floor,  New  York, 
New  York  10041-0003,  Attention:  SCDO  Surveillance  Group. 

Standard  &  Poor's  is  pleased  to  have  the  opportunity  to  be  of  service  to  you.  For  more 
information  please  visit  our  website  at  www.standardandpoors.com.  If  we  can  be  of  help  in  any 
other  way,  please  contact  us.  Thank  you  for  choosing  Standard  &  Poor's  and  we  look  forward  to 
working  with  you  again. 

Very  truly  yours, 

Standard  &  Poor's  Ratings  Services, 

a  division  of  The  McGraw-Hill  Companies,  Inc. 


"iUlKku 


Analytical  Contact:     William  Leong 
212-438-1387 
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STANDARD 
&POOKS 


Standard  &  Poor's  Ratings  Services 

Terms  and  Conditions 

Applicable  To 

U.S.  Structured  Finance  Ratings 

Scone  of  Rating.  You  understand  and  agree  that  (i)  an  issue  rating  reflects  Standard  &  Poor's  current  opinion  of  the 
likelihood  that  payments  of  principal  and  interest  will  be  made  on  a  timely  basis  in  accordance  with  the  terms  of  the 
obligations,  (ii)  a  rating  is  an  opinion  and  is  not  a  verifiable  statement  of  fact,  (iii)  ratings  are  based  on  information 
supplied  to  Standard  &  Poor's  by  an  issuer  or  its  agents  and  upon  other  information  obtained  by  Standard  &  Poor's 
from  other  sources  it  considers  reliable,  (iv)  Standard  &  Poor's  does  not  perform  an  audit  in  connection  with  any  rating 
and  a  rating  does  not  represent  an  audit  by  Standard  &  Poor's,  (v)  Standard  &  Poor's  relies  on  the  issuer,  its  accountant, 
counsel,  and  other  experts  for  the  accuracy  and  completeness  of  the  information  submitted  in  connection  with  the  rating 
and  surveillance  process,  (vi)  Standard  &  Poor's  undertakes  no  duty  of  due  diligence  or  independent  verification  of  any 
information,  (vii)  Standard  &  Poor's  does  not  and  cannot  guarantee  the  accuracy,  completeness,  or  timeliness  of  the 
information  relied  on  in  connection  with  a  rating  or  the  results  obtained  from  the  use  of  such  information,  (viii) 
Standard  &  Poor's  may  raise,  lower,  suspend,  place  on  CreditWatch,  or  withdraw  a  rating  at  any  time,  in  Standard  & 
Poor's  sole  discretion,  and  (ix)  a  rating  is  not  a  "market"  rating  nor  a  recommendation  to  buy,  hold,  or  sell  any  financial 
obligation. 

Publication.  Standard  &  Poor's  reserves  the  right  to  publish,  disseminate,  or  license  others  to  publish  or  disseminate 
the  rating  and  the  rationale  for  the  rating  unless  you  specifically  request  that  the  rating  be  assigned  and  maintained  on  a 
confidential  basis.  If  a  confidential  rating  subsequently  becomes  public  through  disclosure  by  the  issuer  or  a  third 
party  other  than  Standard  &  Poor's,  Standard  &  Poor's  reserves  the  right  to  publish  it  As  a  matter  of  policy, 
Standard  &  Poor's  publishes  ratings  for  all  public  issues  and  144A  issues  in  the  U.S.  market  Standard  &  Poor's  may 
release  analytical  reports  describing  the  transaction  and  explaining  the  basis  of  our  rating  in  our  sole  discretion,  and  we 
acknowledge  that  these  reports  are  not  issued  by  or  on  behalf  of  you  or  at  your  request  Standard  &  Poor's  may  publish 
explanations  of  Standard  &  Poor's  ratings  criteria  from  time  to  time  and  nothing  in  this  Agreement  shall  be  construed 
as  limiting  Standard  &  Poor's  ability  to  modify  or  refine  Standard  &  Poor's  criteria  at  any  time  as  Standard  &  Poor's 
deems  appropriate. 

Information  to  be  Provided  bv  You.  You  shall  meet  with  Standard  &  Poor's  for  an  analytic  review  at  any  reasonable 
time  Standard  &  Poor's  requests.  You  also  agree  to  provide  Standard  &  Poor's  promptly  with  all  information 
relevant  to  the  rating  and  surveillance  of  the  rating  including  information  on  material  changes  to  information 
previously  supplied  to  Standard  &  Poor's.  The  rating  may  be  affected  by  Standard  &  Poor's  opinion  of  the 
accuracy,  completeness,  timeliness,  and  reliability  of  information  received  from  you  or  your  agents.  Standard  & 
Poor's  undertakes  no  duty  of  due  diligence  or  independent  verification  of  information  provided  by  you  or  your  agents. 
Standard  &  Poor's  reserves  the  right  to  withdraw  the  raring  if  you  or  your  agents  fails  to  provide  Standard  &  Poor's 
with  accurate,  complete,  timely,  or  reliable  information. 

Confidential  Information.  For  purposes  of  this  Agreement,  "Confidential  Information"  shall  mean  information 
received  by  Standard  &  Poor's  from  you  or  your  agents  which  has  been  marked  "Proprietary  and  Confidential"  or  in 
respect  of  which  Standard  &  Poor's  has  received  specific  written  notice  of  its  proprietary  and  confidential  nature. 
Notwithstanding  the  foregoing,  information  disclosed  by  you  or  your  agents  shall  not  be  deemed  to  be  Confidential 
Information,  and  Standard  &  Poor's  shall  have  no  obligation  to  treat  such  information  as  Confidential  Information, 
if  such  information  (i)  was  substantially  known  by  Standard  &  Poor's  at  the  time  of  such  disclosure,  (Si)  was  known 
to  the  public  at  me  time  of  such  disclosure,  (iii)  becomes  known  to  the  public  (other  than  by  Standard  &  Poor's  act) 
subsequent  to  such  disclosure,  (iv)  is  disclosed  lawfully  to  Standard  &  Poor's  by  a  third  party  subsequent  to  such 
disclosure,  (v)  is  developed  independently  by  Standard  &  Poor's  without  reference  to  the  Confidential  Information, 
(vi)  is  approved  in  writing  by  you  for  public  disclosure,  or  (vii)  is  required  by  law  to  be  disclosed  by  you  or  Standard 
&  Poor's,  provided  that  notice  of  such  required  disclosure  is  given  to  you.  Commencing  on  the  date  hereof, 
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Standard  &  Poor's  will  use  Confidential  Information  only  in  connection  with  the  assignment  and  monitoring  of 
ratings  and  will  not  directly  disclose  any  Confidential  Information  to  any  third  party.  Standard  &  Poor's  may  also 
use  Confidential  Information  for  research  and  modeling  purposes  provided  mat  the  Confidential  Information  is  not 
presented  in  a  way  mat  can  be  directly  tied  to  you.  You  agree  that  the  Confidential  Information  may  be  used  to 
raise,  lower,  suspend,  withdraw,  and  place  on  CreditWatch  any  rating  if  the  Confidential  Information  is  not  directly 
disclosed. 

Standard  &  Poor's  Not  an  Advisor.  Fiduciary,  or  Expert.  You  understand  and  agree  that  Standard  &  Poor's  is  not 
acting  as  an  investment,  financial,  or  other  advisor  to  you  and  mat  you  should  not  and  cannot  rely  upon  the  rating  or 
any  other  information  provided  by  Standard  &  Poor's  as  investment  or  financial  advice.  Nothing  in  this  Agreement 
is  intended  to  or  should  be  construed  as  creating  a  fiduciary  relationship  between  Standard  &  Poor's  and  you  or 
between  Standard  &  Poor's  and  recipients  of  the  rating.  You  understand  and  agree  that  Standard  &  Poor's  has  not 
consented  to  and  will  not  consent  to  being  named  an  "expert"  under  the  applicable  securities  laws,  including  without 
limitation,  Section  7  of  the  U.S.  Securities  Act  of  1933. 

Limitation  on  Damages.  You  agree  that  Standard  &  Poor's,  its  officers,  directors,  shareholders,  and  employees  shall 
not  be  liable  to  you  or  any  other  person  for  any  actions,  damages,  claims,  liabilities,  costs,  expenses,  or  losses  in  any 
way  arising  out  of  or  relating  to  the  rating  or  the  related  analytic  services  provided  for  in  an  aggregate  amount  in 
excess  of  the  aggregate  fees  paid  to  Standard  &  Poor's  for  the  rating,  except  for  Standard  &  Poor's  gross  negligence 
or  willful  misconduct  In  no  event  shall  Standard  &  Poor's,  its  officers,  directors,  shareholders,  or  employees  be 
liable  for  consequential,  special,  indirect,  incidental,  punitive  or  exemplary  damages,  costs,  expenses,  legal  fees,  or 
losses  (including,  without  limitation,  lost  profits  and  opportunity  costs).  In  furtherance  and  not  in  limitation  of  the 
foregoing,  Standard  &  Poor's  will  not  be  liable  in  respect  of  any  decisions  made  by  you  or  any  other  person  as  a 
result  of  the  issuance  of  the  rating  or  the  related  analytic  services  provided  by  Standard  &  Poor's  hereunder  or  based 
on  anything  that  appears  to  be  advice  or  recommendations.  The  provisions  of  this  paragraph  shall  apply  regardless 
of  the  form  of  action,  damage,  claim,  liability,  cost,  expense,  or  loss,  whether  in  contract,  statute,  tort  (including, 
without  limitation,  negligence),  or  otherwise.  You  acknowledge  and  agree  mat  Standard  &  Poor's  does  not  waive 
any  protections,  privileges,  or  defenses  it  may  have  under  law,  including  but  not  limited  to,  the  First  Amendment  of 
the  Constitution  of  the  United  States  of  America. 

Term.  This  Agreement  shall  terminate  when  the  ratings  are  withdrawn.  Notwithstanding  the  foregoing,  the 
paragraphs  above,  "Confidential  Information'',  "Standard  &  Poor's  Not  an  Advisor,  Fiduciary,  or  Expert",  and 
"Limitation  on  Damages",  shall  survive  the  termination  of  this  Agreement  or  any  withdrawal  of  a  rating. 

Third  Parties.  Nothing  in  this  Agreement,  or  the  rating  when  issued,  is  intended  or  should  be  construed  as  creating 
any  rights  on  behalf  of  any  third  parties,  including,  without  limitation,  any  recipient  of  the  rating.  No  person  is 
intended  as  a  third  party  beneficiary  to  this  Agreement  or  to  the  rating  when  issued. 

Binding  Effect  This  Agreement  shall  be  binding  on,  and  inure  to  die  benefit  of,  the  parties  hereto  and  their  successors 
and  assigns. 

Severability.  In  the  event  that  any  term  or  provision  of  this  Agreement  shall  be  held  to  be  invalid,  void,  or 
unenforceable,  then  the  remainder  of  this  Agreement  shall  not  be  affected,  impaired,  or  invalidated,  and  each  such 
term  and  provision  shall  be  valid  and  enforceable  to  the  fullest  extent  permitted  by  law. 

Complete  Agreement  This  Agreement  constitutes  the  complete  agreement  between  the  parties  with  respect  to  its 
subject  matter.  This  Agreement  may  not  be  modified  except  in  a  writing  signed  by  authorized  representatives  of  both 
parties. 

Governing  Law.  This  Agreement  and  the  rating  letter  shall  be  governed  by  me  internal  laws  of  the  State  of  New 
York.  The  parties  agree  that  die  state  and  federal  courts  of  New  York  shall  be  the  exclusive  forums  for  any  dispute 
arising  out  of  this  Agreement  and  the  parties  hereby  consent  to  the  personal  jurisdiction  of  such  courts. 
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MOODY'S  INVESTORS 


P.  02 


March  IS,  2007 

Gemstone  CDO  VII  Ltd. 
c/o  Deutsche  Bank  (Cayman)  Limited 
P.O.  Box  1984  GT,  Elizabethan  Square 
George  Town,  Grand  Cayman 
Cayman  Islands 


Moody's  Investors  Service 


99  Church  Street 

New  Ybffc  New  York  10007 


Gemstone  CDO  VII  Corp. 
c/o  Puglisi  &  Associates 
8S0  Library  Avenue  Suite  204 
Newark,  Delaware  1971 1 

Deutsche  Bank  Trust  Company  American 
1762  East  St.  Andrew  Place 
Santa  Ana,  California  92705 

Re:  U.S.  $244,000,000  Class  A-la  Floating  Rate  Notes  Due  December  2045  (the  "Class  A-l  a  Notes") 
U.S.  $400,000,000  Class  A-lb  Floating  Rate  Notes  Due  December  2045  (the  "Class  A-lb  Notes") 
U.S.  8159,000,000  Class  A-2  Floating  Rate  Notes  Due  December  2045  (the  "Class  A-2  Notes") 
U.S.  $96,900,000  Class  B  Floating  Rate  Notes  Doe  December  2045  (the  "Class  B  Notes") 
U.S.  $68300,000  Class  C  Floating  Rate  Deferrable  Interest  Notes  Due  December  2045  (the  "Class  C 

Notes") 

U.S.  $55,100,000  Class  D  Floating  Rate  Deferrable  Interest  Notes  Due  December  2045  (the  "Class  D 

Notes") 

U.S.  18,700,000  Class  B  Floating  Rate  Deferrable  Interest  Notes  Due  December  2045  (the  "Class  E 

Notes") 

Ladies  and  Gentlemen: 

At  your  request,  Moody's  Investors  Service  has  reviewed  for  rating  purposes  the  information 
submitted  to  Moody's  in  connection  with  the  issuance  of  the  above-captioned  Notes.  Capitalized  terms 
used  but  not  defined  herein  shall  have  the  meanings  ascribed  to  such  terms  in  the  Indenture  dated  as  of 
March  15, 2007  among  Gemstone  CDO  VH  Ltd.,  as  Issuer,  Gemstone  CDO  VII  Corp.  as  Co-Issuer  and 
Deutsche  Bank  Trust  Company  Americas,  as  Trustee  (the  "Indenture"), 

Based  upon  the  infbnnation  submitted,  Moody's  has  assigned  the  following  ratings  to  the  Notes: 
"Aaa*  to  the  Class  A-la  Notes,  "Aaa"  to  the  Class  A-lb  Notes,  "Aaa"  to  the  Class  A-2  Notes,  «Aa2" 
to  die  Class  B  Notes","*2"  to  the  Class  C  Notes,  "Baal"  to  the  Class  D  Notes  and  "Bal"  to  the  Class 
E  Notes. 


The  rating  assigned  to  me  Notes  addresses  (he  ultimate  cash  receipt  by  the  Noteholders  of  all 
required  interest  and  principal  payments  as  provided  by  the  Notes  governing  documents.  The  ratings  are 
based  on  the  expected  loss  posed  to  the  Notes  relative  to  the  promise  of  receiving  the  present  vahus  of  such 
payments.  The  ratings  are  also  based  upon  the  legal  structure  of  the  transaction  and  the  characteristics  of  the 
Underlying  Assets. 

Moody's  will  publish  notice  of  the  ratings  and  will  monitor  the  ratings.  The  ratings  are  subject  to 
reconsideration  at  Moody's  sole  discretion.  The  ratings  are  contingent  upon  receipt  by  Moody's,  within  30 
days  of  the  date  of  this  letter,  of  all  executed  documents  in  electronic  format  (eg.  Acrobat  PDF). 


P'Q 


SteaniaiC  uoce 

V/e  President  and  Senior  Credit  Officer 
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Plaintiff, 
v. 

GEMSTONE  CDO  VH,  LTD. 
c/o  Deutsche  Bank  (Cayman),  Ltd. 
P.O.  Box  1984 
Grand  Cayman  KYI -11 04 

GEMSTONE  CDO  VH  CORP. 
c/o  Donald  Puglisi 
850  Liberty  Avenue,  Suite  204 
Newark,  Delaware  19711 

DEUTSCHE  BANK  SECURITIES,  INC. 

60  Wall  Street 

New  York,  New  York  10005 

DEUTSCHE  BANK  TRUST  COMPANY  AMERICAS 

60  Wall  Street 

New  York,  New  York  10005 

DEUTSCHE  BANK  AG 

60  Wall  Street 

New  York,  New  York  10005 

HBK  INVESTMENTS,  LP 
300  Crescent  Court 
Dallas,  Texas  75201 

HBK  PARTNERS  II  LP 
300  Crescent  Court 
Dallas,  Texas  75201 

HBK  MANAGEMENT  LLC 
300  Crescent  Court 
Dallas,  Texas  75201 

Defendants. 
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TO  DEFENDANT(S): 

YOU  ARE  SUMMONED  to  appear  in  this  action  by  serving  your  answer  to  the 
complaint  on  the  plaintiffs  attorney  within  the  time  limits  stated  below. 

Erie  County  is  designated  as  the  county  where  this  action  will  be  tried,  because 
one  or  more  of  the  parties  to  this  action  resides  in  that  county.  If  this  action  is  based  upon  a 
consumer  credit  transaction,  that  county  is  designated  because  one  or  more  of  the  defendants 
resides  in  that  county  or  because  the  transaction  sued  upon  occurred  in  that  county. 

TIME  LIMITS  TO  ANSWER: 

(1)  If  this  summons  is  served  by  delivery  to  vou  personally  within  New  York 
State,  you  must  answer  the  complaint  within  TWENTY  (20)  days  after 
such  delivery. 

(2)  If  this  summons  is  not  served  by  delivery  to  vou  personally  within  New 
York  State,  and  not  served  pursuant  to  CPLR  312-a,  you  must  answer  the 
complaint  within  THIRTY  (30)  days  after  service  is  complete. 

(3)  If  this  summons  is  served  pursuant  to  CPLR  312-a,  see  accompanying 
STATEMENT  OF  SERVICE  BY  MAIL  for  time  limits  to  answer. 

IF  YOU  FAIL  TO  ANSWER  THE  COMPLAINT  within  the  time  stated, 
judgment  will  be  entered  against  you  for  the  relief  demanded  in  the  complaint. 


Dated:    Buffalo,  New  York 
June  16, 2008 


HODGSON  RUSS  llp 

Attorneys  for  M&T  Bank  Corporation 


Jodyann  Gah 
The  Guaranty  Building 
140  Pearl  Street,  Suite  100 
Buffalo,  New  York  14202 
Telephone:  (716)856-4000 
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STATE  OF  NEW  YORK 

SUPREME  COURT  :  COUNTY  OF  ERIE 


M&T  BANK  CORPORATION, 
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GEMSTONE  CDO  VH,  LTD.;  GEMSTONE 
CDO  VII  CORP.;  DEUTSCHE  BANK  SECURITIES,  INC.; 
DEUTSCHE  BANK  TRUST  COMPANY  AMERICAS; 
DEUTSCHE  BANK  AG;  HBK  INVESTMENTS,  LP; 
HBK  PARTNERS  II  LP;  and  HBK  MANAGEMENT  LLC, 

Defendants. 
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ACTIONS  &  PROCEEDS 
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ERIE  COUNTY 
CLEWCS  OFFICE 


COMPLAINT 

M&T  BANK  CORPORATION,  by  its  attorneys,  Hodgson  Russ  LLP  and 
Komstein  Veisz  Wexler  &  Pollard,  LLP,  alleges  for  its  complaint: 

Parties 

1 .  M&T  Bank  Corporation  ("M&T")  is  a  New  York  corporation  with  its 
principal  office  at  One  M&T  Plaza,  Buffalo,  New  York  14203. 

2.  Defendant  Gemstone  CDO  VII,  Ltd.  ("Gemstone  Ltd.")  is  a  Cayman 
Islands  limited  partnership  with  its  principal  office  at  c/o  Deutsche  Bank  (Cayman),  Ltd.,  P.O. 
Box  1984,  Grand  Cayman  KY1-1104.  Gemstone  Ltd.  is  the  issuer  of  the  notes  sold  to  M&T 
which  are  the  subject  of  this  action  (the  "Gemstone  VII  notes"). 

3.  Defendant  Gemstone  CDO  VII  Corp.  ("Gemstone  Corp.")  is  a  Delaware 
corporation  with  its  principal  office  at  c/o  Donald  Puglisi,  850  Liberty  Avenue,  Suite  204, 
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Newark,  Delaware  19711.  Gemstone  Corp.  is  the  co-issuer  of  the  Gemstone  VII  notes. 

4.  Deutsche  Bank  Trust  Company  Americas  ("Deutsche  Bank  Trust")  is  a 
New  York  banking  corporation  with  its  principal  office  at  60  Wall  Street,  New  York,  New  York. 
Deutsche  Bank  Trust  acted  as  trustee  of  the  trust  formed  to  hold  and  administer  the  collateral 
underlying  the  Gemstone  VII  notes  (the  "Gemstone  Trust"). 

5.  Defendant  Deutsche  Bank  Securities,  Inc.  ("DBSI")  is  a  Delaware 
corporation  with  its  principal  office  at  60  Wall  Street,  New  York,  New  York.  DBSI  is  a 
registered  broker-dealer,  and  it  was  the  direct  seller  to  M&T  of  the  Gemstone  VII  notes.  DBSI  is 
the  owner  of  a  Class  A- lb  note.  The  Class  A-lb  notes  are  referred  to  in  the  Gemstone  VII 
offering  circular  and  in  the  indenture  for  the  Gemstone  Trust  as  the  "Controlling  Class."  The 
Controlling  Class  noteholders  have  rights  superior  to  M&T,  including  higher  priority  to  interest 
and  principal  and  rights  to  determine  whether  the  Gemstone  Trust  collateral  is  liquidated  under 
certain  circumstances. 

6.  Deutsche  Bank  AG  is  a  German  corporation  with  an  office  at  60  Wall 
Street,  New  York,  New  York.  Deutsche  Bank  AG  acted  as  counterparty  on  the  credit  default 
swaps  which  constituted  $600  million  of  the  collateral  for  the  Gemstone  VII  notes. 

7.  HBK  Investments,  LP  ("HBK")  is  a  Delaware  limited  partnership  with  its 
principal  office  at  300  Crescent  Court,  Dallas,  Texas  75201 ,  and  with  an  office  at  350  Park 
Avenue,  New  York,  New  York.  HBK  is  the  collateral  manager  for  the  Gemstone  VII  trust. 
HBK  is  also  the  owner  of  the  $18.7  million  Class  E  note  and  (together  with  DBSI)  $400  million 
in  Class  A-lb  notes  issued  by  the  Gemstone  Ltd.  and  Gemstone  Corp. 
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8.  HBK  Partners  II  LP  ("HBK  Partners")  is  a  Delaware  limited  partnership 
with  its  principal  office  at  300  Crescent  Court,  Dallas,  Texas  75201 .  HBK  Partners  is  a  general 
partner  of  HBK. 

9.  HBK  Management  LLC  ("HBK  Management")  is  a  Delaware  limited 
liability  company  with  its  principal  office  at  300  Crescent  Court,  Dallas,  Texas  75201 .  HBK 
Management  is  a  general  partner  of  HBK  Partners. 

Summary  of  this  Action 

10.  This  action  seeks  recovery  of  more  than  $82  million  of  losses  suffered  by 
M&T  as  a  result  of  a  fraud  and  other  wrongful  conduct  by  DBSI,  HBK,  and  their  affiliates. 
Between  early  2004  and  2007,  DBSI  and  HBK  marketed  several  series  of  notes  known 
generically  as  "collateralized  debt  obligations"  ("CDOs"),  primarily  under  the  name 
"Gemstone,"  representing  that  these  notes  were  safe,  secure,  and  nearly  risk-free.  On  February 
21, 2007,  DBSI  sold  to  M&T  two  Gemstone  VII  notes,  each  due  December  12, 2045:  (1)  a  Class 
A-2  note  in  the  amount  of  $42  million,  which  was  rated  AAA  by  Standard  &  Poor's  ("S&P")  and 
which  paid  interest  at  the  annual  rate  of  1-month  LIBOR  plus  .47%  (initially  5.82%);  and  (2)  a 
Class  B  note  in  the  amount  of  $40  million,  which  was  rated  AA  by  S&P  and  paid  interest  at  the 
annual  rate  of  1-month  LIBOR  plus  .68%  (initially  6.03%).  On  February  21, 2007,  30-day  U.S. 
Treasury  bills,  which  were  essentially  risk-free,  paid  5.253%  annual  interest;  30-day  commercial 
paper  from  a  high-grade  corporation  such  as  General  Electric  paid  5.23%  annual  interest  and  1  - 
month  LIBOR,  which  is  generally  assumed  to  represent  AA-rated  bank  debt,  paid  5.32%  annual 
interest.  The  Gemstone  VII  notes  purchased  by  M&T  were  marketed  by  defendants  as  providing 
a  higher  interest  rate  than  Treasury  bills  or  high-grade  corporate  bonds,  with  a  risk  level  lower 
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than  high-grade  bonds  and  approaching  the  risk-free  level  of  Treasury  bills. 

1 1 .  While  the  representation  that  the  Gemstone  VII  notes  were  safe,  secure, 
and  nearly  risk-free  may  or  may  not  have  been  true  for  earlier  Gemstone  CDOs,  it  was  entirely 
false  for  the  Gemstone  VII  notes  sold  to  M&T  in  February  2007.  By  February  2007,  DBSI  and 
HBK  had  dramatically  reduced  the  underwriting  standards  and  due  diligence  performed  in 
selecting  and  assembling  the  collateral  underlying  the  notes  they  marketed.  This  reduction  in 
underwriting  and  due  diligence  standards  was  not  disclosed  to  M&T.  As  a  result  of  their  reduced 
underwriting  and  due  diligence  standards,  defendants  were  able  to  structure  the  Gemstone  VII 
CDO  with  impaired  and  non-conforming  collateral,  directly  contrary  to  their  representations  that 
the  Gemstone  VII  notes  were  a  safe,  secure,  and  nearly  risk-free  investment. 

12.  Defendants  marketed  the  Gemstone  CDO  offerings,  including  Gemstone 
VII,  by  emphasizing  the  ratings  awarded  to  the  Gemstone  notes  by  S&P  and  Moody's  —  the  two 
leading  debt  rating  companies.  M&T's  Class  A-2  note  was  rated  AAA  by  S&P  and  Aaa  by 
Moody's.  These  are  the  highest  ratings  for  safety  and  ability  to  repay.  M&T's  Class  B  note  was 
rated  AA  by  S&P  and  Aa2  by  Moody's.  These  are  the  second  highest  ratings  for  safety  and 
ability  to  repay.  Defendants  knew  that  these  ratings  were  misleading  and  inflated,  because 
defendants  had  withheld  from  the  rating  agencies  material  information  about  the  quality  and 
default  problems  defendants  were  experiencing  with  subprime  collateral  under  their  control  in 
late  2006  and  early  2007.  Upon  information  and  belief,  defendants  also  withheld  from  the  rating 
agencies  information  about  the  extent  and  scope  of  fraud  and  other  problems  with  their  subprime 
loan-backed  portfolios  and  that  subprime  originators  were  refusing  to  stand  behind  their 
contractual  warranties  relating  to  such  loans.  Upon  information  and  belief,  if  this  information 
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had  been  disclosed  to  the  rating  agencies,  the  notes  purchased  by  M&T  would  have  received 
tower  ratings,  and  M&T  would  not  have  purchased  them. 

13.       Among  the  other  material  misrepresentations  made  by  defendants  in 
marketing  the  Gemstone  VII  notes  to  M&T  were: 

a.  The  Gemstone  VII  notes  were  sold  as  safe,  secure,  and  nearly  risk- 
free  investments,  similar  to  (but  safer  than)  high-grade  corporate 
bonds.  In  fact,  defendants  were  aware,  and  failed  to  disclose,  that 
the  collateral  underlying  the  Gemstone  VII  notes  was  impaired  and 
rapidly  deteriorating  at  the  time  the  notes  were  offered  for  sale. 

b.  Defendants  represented  that  they  applied  stringent  underwriting 
standards  in  assembling  and  selecting  the  subprime  mortgage 
collateral  underlying  the  Gemstone  VII  notes  and  that  they 
performed  extensive,  detailed,  and  state-of-the-art  loan  level  and 
market  due  diligence  in  assembling  and  selecting  that  collateral, 
utilizing  proprietary  analytical  systems  and  tools.  Defendants 
marketed  these  features  as  assuring  the  safety  and  strong 
performance  of  the  Gemstone  VII  notes.  In  fact,  defendants  knew 
that  their  underwriting  standards  and  due  diligence  efforts  had 
declined  substantially  from  the  earlier  Gemstone  offerings  and 
that,  as  a  result,  the  collateral  underlying  the  Gemstone  VII  notes 
was  impaired  and  deteriorating. 

c.  Defendants  represented  that  HBK  possessed  unique  and 
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extraordinary  skills  as  a  collateral  manager,  which  ensured  the  high 
quality  of  the  Gemstone  VII  notes  and  the  strong  performance  of 
its  collateral. 

d.  Defendants  represented  mat  the  ratings  assigned  to  the  Gemstone 
notes  by  independent  ratings  agencies  (S&P's  and  Moody's)  were 
objective  and  reliable  indicators  that  the  Gemstone  notes  had  the 
highest  degree  of  safety.  The  Class  A-2  note  purchased  by  M&T 
was  rated  AAA  by  S&P  and  Aaa  by  Moody's.  The  Class  B  note 
purchased  by  M&T  was  rated  AA  by  S&P  and  Aa2  by  Moody's. 
In  soliciting  M&T,  defendants  emphasized  that  these  ratings 
indicated  that  the  notes  M&T  purchased  were  high-quality,  low- 
risk  investments  and  that  the  capacity  of  the  issuer  to  meet  all 
commitments  under  the  notes  was  "extremely  strong"  and/or  "very 
strong."  In  fact,  defendants  actually  negotiated  the  structure  of  the 
Gemstone  VII  offering  with  the  rating  agencies  with  a  specific 
view  toward  obtaining  particular  ratings  for  classes  of  notes  for 
marketing  purposes.  Defendants  knew  that  the  ratings  they 
obtained  for  the  Gemstone  VII  notes  were  fraudulent  and  false, 
overstated  the  safety  and  security  and  understated  the  risk  of  the 
notes,  and  did  not  accurately  reflect  the  impaired  and  deteriorating 
quality  of  the  collateral  underlying  the  Gemstone  VD  notes. 

e.  Defendants  represented  that  the  structure  of  the  Gemstone  VII 
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CDO  provided  a  high  degree  of  safety,  due  to  the 
overcollateralization  and  tranching  of  the  CDO. 
"Overcollateralization"  means  that  there  was  more  collateral  than 
necessary  to  pay  the  senior  and  mezzanine-level  notes. 
'Tranching"  refers  to  the  fact  that  the  Gemstone  VII  notes  were 
organized  by  level  of  seniority  (or  "tranche").  Because  the  claims 
to  interest  and  principal  of  the  less  senior  notes  were  subordinated 
to  the  claims  of  the  more  senior  notes,  any  losses  would  be  borne 
entirely  by  the  less  senior  notes  until  their  investment  was 
exhausted.  This  structure  was  marketed  as  conferring  a  high- 
degree  of  safety  on  the  more  senior  notes  (such  as  the  notes 
purchased  by  M&T). 

14.       In  fact,  all  of  these  representations  were  false.  The  structure  of  the 
Gemstone  VII  CDO  did  not  ensure  its  safety;  that  structure  did  not  and  could  not  protect  it  from 
massive  losses.  The  ratings  given  the  Gemstone  VII  notes  by  S&P  and  Moody's  were  not 
indicative  of  safety,  defendants  had  misrepresented  the  collateral  underlying  the  notes  to  the 
ratings  agencies  and  the  Gemstone  VII  notes  did  not  objectively  earn  the  ratings  that  defendants 
touted  in  their  marketing.  Defendants'  representations  that  HBK  had  conducted  extensive  due 
diligence  to  eliminate  problem  loans  was  simply  false;  HBK  was  aware  that  there  was  a 
substantial  percentage  of  non-conforming  mortgages  underlying  the  Gemstone  VII  collateral. 
Finally,  the  representations  that  HBK's  alleged  management  skills  conferred  safety  on  the 
Gemstone  VII  notes  was  false;  HBK  and  DBSI  knowingly  and  intentionally  included  low-quality 
and  unstable  collateral  in  the  Gemstone  VII  offering  for  the  purpose  of  closing  the  offering  and 
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FACTS  RELEVANT  TO  M&T'S  CLAIMS 


Background  of  the  Subprime 
Mortgage  Market  and  CDOs 

15.  Prior  to  2003,  the  subprime  sector  of  the  mortgage  market  was  relatively 
small,  consisting  of  only  8%  of  originated  mortgages.  In  2003,  that  figure  rose  to  1 8%.  In  2005 
and  2006,  subprime  mortgages  consisted  of  20%  of  all  originated  mortgages.  By  2007,  there  was 
$1.3  trillion  in  outstanding  subprime  mortgage  debt,  $600  billion  of  which  was  originated  in 
2006. 

16.  Prior  to  2002,  subprime  mortgage-backed  securitizations  involved  the 
issuance  of  bonds  backed  by  subprime  mortgages  or  the  sale  of  interests  in  trusts  that  held 
subprime  mortgages.  In  2002,  it  became  more  common  for  the  financial  services  industry  to 
package  subprime  mortgages  into  CDOs.  CDOs  are  entities  that  issue  debt  securities  (often 
notes)  collateralized  by  other  debt  instruments  (typically  bonds,  loans,  or  other  financial 
obligations)  which  generate  a  stream  of  cash  flows  in  the  form  of  interest  payments,  as  well  as  a 
return  of  principal.  The  cash  flow  from  the  collateral  is  used  to  repay  the  notes  issued  by  the 
CDO.  The  purchase  of  securities  issued  by  the  CDO  is  essentially  a  purchase  of  a  right  to 
participate  in  the  cash  flows  from  the  collateral  portfolio  owned  by  the  CDO. 

17.  CDOs  are  distinguished  from  simpler  mortgage-backed  securities,  such  as 
bonds,  by  a  number  of  features.  First,  CDOs  typically  own  a  large  number  of  separate  mortgage 
backed  bonds;  the  Gemstone  VII  CDO,  for  example,  owns  approximately  105  mortgage  or  loan- 
backed  bonds.  CDO  promoters  marketed  this  as  an  advantage,  claiming  that  the  number  of 
different  bonds  comprising  the  collateral  provides  "diversification,"  that  there  is  little  default 
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correlation  among  the  bonds,  and  that  this  contributes  to  safety.  Second,  CDOs  are  structured 
into  different  levels  (or  "tranches")  of  risk.  Investors  who  buy  debt  in  the  bottom  tranche  receive 
higher  interest,  but  their  interest  is  the  first  to  be  impaired  on  default.  The  rights  of  the  lower- 
level  tranches  to  receive  interest  payments  are  subordinate  to  the  rights  of  the  higher-level 
tranches  to  receive  their  interest  payments.  Investors  who  purchase  notes  from  the  higher 
tranches  are  paid  less  interest,  but  in  return  receive  a  higher  degree  of  safety.  In  essence,  the 
principal  and  interest  that  should  be  available  to  pay  the  lower  tranches  if  the  collateral  performs 
as  projected  acts  as  "back-up"  collateral  for  the  higher  tranches.  This  is  referred  to  as 
"overco  lateralization,"  and  it  acts  as  credit  enhancement  supporting  the  higher  tranches.  This 
structure  allowed  CDO  issuers  to  sell  notes  that  were  AAA  rated  to  investors  seeking  a  high 
degree  of  safety  and  to  sell  notes  mat  were  rated  below  investment  grade  to  investors  seeking 
high  returns. 

1 8.  While  subprime  mortgage  originations  rose  dramatically  from  2001 
through  2005  (from  $120  billion  to  over  $625  billion),  the  demand  for  subprime  mortgages  as 
collateral  for  securitizations  grew  even  more  quickly.  The  investment  banking  industry  had 
created  flexible  debt  products  that  it  marketed  to  fill  the  needs  of  institutional  investors  with  a 
wide  range  of  investment  goals,  from  those  seeking  relatively  high  returns  with  moderate  risk  to 
those  seeking  a  high  degree  of  safety  with  more  moderate  returns.  The  AAA  and  AA  rated 
tranches  (which  accounted  for  far  more  than  half  of  the  value  in  a  typical  subprime  CDO 
offering)  were  marketed  as  alternatives  to  high-grade  corporate  bonds  and  other  fixed-income 
securities,  offering  equal  or  greater  safety  and  modestly  higher  returns. 

19.  The  demand  for  subprime  mortgage-backed  bonds  (both  for  direct  sale  and 
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to  serve  as  collateral  in  CDOs)  was  so  strong  that  by  2004  ft  was  common  for  more  than  half  of 
the  collateral  underlying  a  CDO  to  be  made  up  of  derivatives  known  as  "credit  default  swaps," 
the  performance  of  which  mirrored  an  identified  group  of  subprime  mortgage-backed  bonds 
(known  as  "Reference  Obligations").  A  "credit  default  swap"  is  a  securities  derivative  under 
which  one  party  sells  credit  insurance  to  another  (known  as  the  "credit  default  swap 
counterparty").  In  return  for  a  premium  or  stream  of  premium  payments,  the  seller  of  the  credit 
default  swap  agrees  to  pay  the  counterparty  any  shortfall  in  interest  or  principal  payments  that 
occurs  as  a  result  of  any  default  in  payments  under  the  Reference  Obligation.  While  the 
purchase  of  a  credit  default  swap  could  be  part  of  a  plan  to  hedge  the  risk  of  default  on  a  bond 
owned  by  the  counterparty,  the  counterparty  heed  not  own  the  Reference  Obligation  and  could 
be  purchasing  the  credit  protection  purely  as  a  speculative  investment  strategy. 

20.  The  premiums  received  in  return  for  selling  credit  default  swaps  become 
additional  collateral  that  are  reinvested  by  the  CDO  to  generate  increased  cash  flow  to  pay 
interest  and  principal  pursuant  to  the  CDO's  terms  for  each  tranche.  The  effect  of  selling  credit 
default  swaps  is  to  create  "virtual"  investments  in  the  subprime  mortgage-backed  bonds 
identified  as  Reference  Obligations.  There  was  a  secondary  motivation  for  utilizing  credit 
default  swaps  in  CDOs.  It  made  it  easier  to  assemble  the  required  collateral  for  closing  the  CDO 
offering.  For  example,  if  50%  of  the  CDO  collateral  was  credit  default  swaps,  then  the  value  of 
actual  cash  bonds  to  be  purchased  was  reduced  by  half. 

21.  In  retrospect,  the  widespread  use  of  credit  default  swaps  in  place  of  actual 
cash  bonds  (which  were  in  short  supply)  was  indicative  of  an  industry  that  was  growing 
recklessly  and  speculatively,  without  proper  controls.  Out  of  the  approximately  $1.1  billion 
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raised  in  the  Gemstone  VII  offering,  $600  million  was  committed  as  potential  security  for  credit 
default  swaps. 

M&T's  Investment  Decision 

22.  In  early  2007,  M&T's  Treasury  Department  began  investigating  the 
possibility  of  investing  in  mortgage-backed  CDOs.  M&T  contacted  a  number  of  broker-dealers 
and  gathered  information  on  several  different  CDO  offerings.  One  of  the  broker-dealers  was 
DBSI,  which  had  a  long-standing  relationship  with  M&T.  Sean  Whelan,  a  salesman  at  DBS1, 
provided  M&T  with  general  information  regarding  the  Gemstone  VII  CDO  (all  positive  in 
nature). 

23.  The  Gemstone  VII  CDO  comprises  two  entities:  Gemstone  Ltd.  (the 
"Issuer")  and  Gemstone  Corp.  (the  "Co-Issuer").  All  shares  of  the  Issuer  are  owned  by  a 
Deutsche  Bank  Cayman  Islands  affiliate.  All  shares  of  the  Co-Issuer  are  owned  by  the  Issuer. 
Thus,  the  Issuers  of  the  Gemstone  VII  notes  are  Deutsche  Bank  affiliates.  The  Gemstone  VII 
notes  were  sold  by  the  Issuers  to  DBSI  for  re-sale  to  investors  like  M&T.  Accordingly,  Mr. 
Whelan  was  selling  a  deal  that  was  essentially  a  proprietary  product  formed  and  owned  by 
Deutsche  Bank  and  its  affiliates. 

24.  In  early  February  2007,  M&T  met  with  HBK  Investments  at  its  350  Park 
Avenue  offices  to  discuss  the  Gemstone  VII  CDO.  At  that  meeting  or  shortly  afterward,  M&T 
was  provided  with  a  copy  of  the  preliminary  offering  circular  and  a  document  entitled: 
"Gemstone  CDO  Vll  Ltd.  —  Debt  Investor  Presentation,"  dated  February  8,  2007.  These 
documents,  which  are  collectively  referred  to  as  the  "Gemstone  offering  materials,"  contain 
numerous  representations  about  the  structure  of  the  Gemstone  Vll  CDO  and  the  risk  level 


CONFIDENTIAL  -  PRODUCED  TO  M&T  PURSUANT  TO  PROTECTIVE  ORDER  DBSI_00000039 

DB  PSI  00000039 


Footnote  Exhibits  -  Page  2231 


-12- 

associated  with  each  of  its  tranches. 

25.  M&T  placed  its  order  for  $82  million  in  Gemstone  VH  notes  on  February 
21, 2007.  In  deciding  to  invest  in  the  Gemstone  VII  CDO,  M&T  relied  on  the  Gemstone 
offering  materials,  the  ratings  of  the  Gemstone  VII  notes,  and  oral  representations  by  DBSI  and 
HBK  Investments.  M&T  purchased  a  $42  million  Class  A-2  note  (AAA  rated)  and  a  $40  million 
Class  B  note  (AA  rated). 

26.  According  to  S&P,  a  AAA  rating  is  defined  as  follows: 


"An  obligation  rated  'AAA'  has  the  highest  rating  assigned 
by  Standard  &  Poor's.  The  obligor's  capacity  to  meets  its 
financial  commitment  on  the  obligation  is  extremely 
strong." 


S&P  defines  a  AA  rating  as  follows: 


"An  obligation  rated  'AA'  differs  from  the  highest-rated 
obligations  only  to  a  small  degree.  The  obligor's  capacity 
to  meet  its  financial  commitment  on  the  obligation  is  very 
strong." 


27.       S&P  represents  that  its  long-term  issue  credit  ratings  are  based  on:  (1) 
likelihood  of  payment  —  capacity  and  willingness  of  the  obligor  to  meets  its  financial 
commitment  on  an  obligation  in  accordance  with  the  terms  of  the  obligation;  (2)  nature  of  and 
provisions  of  the  obligation;  and  (3)  protection  afforded  by,  and  relative  position  of,  the 
obligation  in  the  event  of  bankruptcy.  S&P  further  represents  that  "issue  ratings  are  an 
assessment  of  default  risk,  but  may  incorporate  an  assessment  of  relative  seniority  or  ultimate 
recovery  in  the  event  of  a  default."  Finally,  in  explaining  its  ratings,  S&P  indicates  that  an  "issue 
credit  rating  is  a  current  opinion  of  the  creditworthiness  of  an  obligor  with  respect  to  a  specific 
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financial  obligation,  a  specific  class  of  financial  obligations,  or  a  specific  financial  program. . . . 
It  takes  into  consideration  the  creditworthiness  of  guarantors,  insurers,  or  other  forms  of  credit 
enhancement  on  the  obligation  and  takes  into  account  the  currency  in  which  the  obligation  is 
denominated.  The  opinion  evaluates  the  obligor's  capacity  and  willingness  to  meet  its  financial 
commitments  as  they  come  due,  and  may  assess  terms,  such  as  collateral  security  and 
subordination,  which  could  effect  ultimate  payment  in  the  event  of  a  default." 

28.  The  AAA  and  AA  ratings  were  major  considerations  in  M&T's 
determination  to  invest  in  the  Gemstone  VII  notes,  because  they  indicated  that  the  notes  were 
safe,  stable,  and  nearly  risk-free  investments.  DBSI  and  HBK  represented,  expressly  and/or 
impliedly,  that  the  ratings  were  accurate  and  based  on  access  by  the  rating  agencies  to  the 
Gemstone  VII  financial  information,  including  information  about  the  collateral  portfolio,  and 
that  all  material  information  was  provided  to  the  rating  agencies.  In  marketing  the  Gemstone  VII 
notes  based  substantially  on  their  S&P  and  Moody's  ratings,  DBSI,  HBK,  and  the  Issuers  were 
representing  that  those  ratings  were  accurate  and  were  based  on  complete  information. 

29.  This  is  further  supported  by  the  fact  that  the  rating  agencies  were  directly 
involved  in  the  process  of  structuring  the  Gemstone  series  of  CDOs.  An  issuer  seeking  an  S&P 
or  Moody's  rating  provides  a  preliminary  deal  structure  to  the  ratings  agencies,  advising  which 
rating  it  seeks  to  procure  for  each  tranche.  In  response,  the  ratings  agencies  will  provide 
feedback,  indicating  that  additional  credit  support  is  (or  is  not)  necessary  to  obtain  the  desired 
rating. 


Representations  in  the 
Gemstone  VII  Offering  Circular 

30.       The  Gemstone  VII  offering  circular  (the  "GOC")  states  that  the  "net 
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proceeds  from  the  issuance  and  sale  of  the  Notes  . . .  will  be  used  by  the  Issuer  to  purchase  a 
diversified  portfolio  of  interests  in  Underlying  Assets  having  the  characteristics  described 
herein."  GOC  at  106.  The  offering  circular  describes  the  Underlying  Assets  as  "Asset-Backed 
Securities"  (e.g.,  bonds)  and  "Synthetic  Securities,"  consisting  of  credit  default  swaps.  GOC  at 
109, 122.  With  respect  to  Synthetic  Securities,  the  S&P  or  Moody's  rating  shall  be  the  rating  of 
the  underlying  Reference  Obligation.  GOC  at  66-67.  The  offering  circular  further  states  that 
there  are  certain  "Collateral  Quality  Tests"  that  "will  be  used  to  establish  that  the  characteristics 
of  the  Issuer's  portfolio  on  the  Closing  Date  satisfy  certain  threshold  levels."  There  are  six 
Collateral  Quality  Tests,  four  of  which  rely  upon  S&P  and  Moody's  ratings  for  the  Underlying 
Assets.  GOC  at  132-33. 

3 1 .  The  offering  circular  also  describes  various  "overcollateralization"  tests, 
which  measure  the  excess  value  of  the  collateral  supporting  each  of  the  notes  over  the 
outstanding  principal  balance  of  the  notes;  the  greater  the  excess,  the  safer  the  notes.  M&T 
purchased  Class  A-2  Notes  and  Class  B  Notes.  The  Class  A/B  overcollaterization  test  requires 
that  the  Net  Outstanding  Underlying  Asset  Balance  divided  by  the  aggregate  outstanding 
principal  amount  of  the  Class  A  and  Class  B  notes  be  at  least  1 17.37%.  GOC  at  72.  As  of 
March  31,  2008,  the  Class  A/B  overcollateralization  ratio  was  70.09%  —  over  40%  below  the 
required  overcollateralization  value. 

32.  The  calculation  of  the  "Net  Outstanding  Underlying  Asset  Balance"  is 
reliant  upon  S&P  and  Moody's  ratings  for  the  underlying  asset-backed  securities  or  Reference 
Obligations.  GOC  at  66-67.  For  example,  Underlying  Assets  with  an  S&P  rating  of  B+,  B,  or 
B-  are  valued  at  80  percent  of  their  actual  aggregate  principal/notional  balance.  Underlying 
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Assets  rated  below  B-  are  valued  at  70  percent  of  their  actual  aggregate  principal/notional 
balance.  If  the  portion  of  Underlying  Assets  rated  BB+,  BB,  or  BB-  exceeds  8.6  percent  of  the 
portfolio,  then  the  aggregate  principal/notional  balance  of  such  assets  shall  be  deemed  to  be 
equal  to  90  percent  of  the  actual  aggregate  principal/notional  balance.  GOC  at  67.  The  offering 
circular  states  that  the  S&P  and  Moody's  ratings  of  the  Class  A-2  notes  and  Class  B  notes 
purchased  by  M&T  would  be  AAA/Aaa  and  at  least  AA/Aa2,  respectively.  GOC  at  22. 

33.  Thus,  taken  in  its  entirety,  the  offering  circular  makes  clear  that  the 
Gemstone  VII  notes  were  marketed  with  an  overriding  emphasis  on  the  S&P  and  Moody's 
ratings  of  the  notes  and  the  representations  of  safety  and  low  risk  conveyed  by  those  ratings. 

Representations  in  the  Gemstone 
CDO  Debt  Investor  Presentation 

34.  The  February  8, 2007  Gemstone  CDO  "Debt  Investor  Presentation" 
("DIP")  contains  a  number  of  material  representations.  Some  of  these  are  set  forth  below. 


HBK  is  an  "experienced  CDO  manager  with  a  strong  alignment  of 
economic  interest  with  investors."  DIP  at  5  (emphasis  added). 

HBK  represented  to  M&T  that  it  selected  the  collateral  underlying  the 
Gemstone  VII  CDO  in  three  ways:  (1)  loans  were  screened,  purchased 
from  originators,  and  packaged  into  pools  that  were  securitized  in  the  form 
of  bonds  by  investment  banks  working  with  HBK  (such  as  Deutsche 
Bank);  (2)  HBK  purchased  new  issue  bonds  after  extensive  loan-level  due 
diligence;  and  (3)  HBK  purchased  existing  bonds  on  the  secondary 
market.  DIP  at  29-30. 

"HBK's  investment  process  integrates  expertise  in  capital  markets, 
structural  analysis,  collateral  and  loan-level  analysis,  due  diligence,  and 
in-house  surveillance.  HBK  is  seen  as  not  as  trader,  but  as  a  vigilant 
investor  that  maximizes  value  through  intensive  analysis  and 
surveillance. "  Id  (emphasis  added). 

"Structured  products  [like  the  Gemstone  VII  CDO]  exhibit  relatively 
stable  performance  and  low  default  history."  .  .  .    "Structured  products 
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[like  the  Gemstone  VII  CDO]  have  historically  priced  and  continue  to 
price  wider  than  similarly  rated  due  to  liquidity  and  complexity  premium 
that  can  be  arbitraged  through  buy-and-hold  cash  flow  CDO  structure." 
DIP  at  5.  This  is  a  statement  that  CDO  products  like  Gemstone  VII 
deliver  higher  returns  at  lower  risk. 

Page  14  of  the  DIP  contains  a  chart  entitled  "Breakeven  Analysis."  It 
indicates  that  the  cashflow  waterfall  of  the  Gemstone  Vll  CDO  produces 
enough  excess  interest  to  withstand  cumulative  losses  of  $517  million 
(47%  of  the  original  collateral  balance)  without  any  impact  on  interest  or 
principal  payments  under  the  M&T  notes.  This  represents  that  the  notes 
were  safe  and  secure  investments. 

"HBK's  Structured  Products  Group  is  one  of  the  leading  purchasers  and 
long-term  investors  in  credit  sensitive  mortgages  .  .  .  HBK's  investment 
model  utilizes  proprietary  default,  prepay,  and  severity  loan  level  models 
to  make  investments  in  the  residential  market. . . .  HBK  has  retained  100% 
of  the  equity  from  CDO  transactions  resulting  in  strong  alignment  of 
interest  between  HBK  and  investors."  DIP  at  23  (emphasis  added). 

HBK  "focus[es]  on  [the]  new  issue  market"  and  "purchases  loans  directly 
from  originators."  DIP  at  29.  "HBK  anah/ze[s]  originators  for 
underwriting  consistency  and  [to]  monitor  changes  to  the  competitive 
landscape."  DIP  at  29. 

HBK  "conduces]  due  diligence  of  underlying  loan  collateral  to  formulate 
investment  assumptions,"  and  it  develops  loan  level  models,  with 
delinquency  and  default  forecasts,  loss  severity  forecasts,  and  prepayment 
forecasts.  DIP  at  30  (emphasis  added). 

HBK  conducts  "loan  level  due  diligence  and  analysis"  (DIP  at  32),  and 
HBK  "aggressively  pursues  exit  strategies  when  investments 
underperform,  especially  where  fraud  is  a  factor"  (DIP  at  31)  (emphasis 
added).  HBK  "monitors  collateral  performance  and  measures  it  to  original 
and  subsequent  default  on  loss  assumptions."  Id.  This  represents  that 
HBK  will  protect  noteholders  against  originator  and  mortgagor  fraud. 

HBK  performs  detailed  ongoing  due  diligence,  monitoring,  and 
surveillance,  together  with  analysis  of  the  collateral  to  identify  potential 
losses  and  to  mitigate  losses,  all  using  proprietary  analytical  systems.  DIP 
at  33-37. 

HBK's  "proprietary  Default/Prepay  and  Severity  MSA-level  model  allows 
for  predictive  power  of  future  deal  performance.  .  .  .  HBK  is  able  to  pick 
up  on  trends  before  they  adversely  impact  the  CDO."  DIP  at  41 
(emphasis  added). 
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•  "HBK  works  with  dealers  and  originators  to  customize  pools  by  kicking 

out  problem  loans."  DIP  at  41  (emphasis  added).  "Because  all  whole 
loan  packages  and  every  primary  deal  issued  in  the  market  is  analyzed,  in 
addition  to  our  own  loan  level  surveillance  systems,  HBK  is  able  to  pick 
up  on  trends  before  they  adversely  impact  the  CDO."  DIP  at  41  (emphasis 
added). 

Oral  Representations  bv  I>BST  and  TTBK 

35.  In  conversations  with  M&T  beginning  in  January  2007,  DBSI  salesman 
Sean  Whelan  touted  the  high  quality  of  the  Gemstone  VH  CDO  and  its  management  team, 
indicating  that  it  was  far  superior  to  any  other  available  CDO.  Mr.  Whelan  also  represented  that 
HBK  was  an  extraordinarily  experienced  purchaser  of  credit  instruments,  that  HBK  provided 
extremely  high  quality  and  low-risk  credit  management,  that  HBK  had  its  own  money  in  the 
Gemstone  VII  deal  and  that  this  protected  M&T,  and  that  the  Gemstone  VH  collateral  was  very 
clean,  i.e.,  of  high  quality  and  safety. 

36.  Mr.  Whelan  also  made  the  following  representations  to  M&T: 

a.  In  a  February  6,  2007  conversation,  Mr.  Whelan  represented  that 
HBK  does  constant  maintenance  and  surveillance  on  the  market 
and  makes  numerous  technological  investments  in  its  collateral 
evaluation  and  monitoring  processes;  that  investing  in  Gemstone 
VII  "was  like  a  layup  ...  it  would've  been  my  number  1  pick,  and 
we're  happy  to  be  doing  a  deal  for  him." 

b.  In  a  February  7,  2007  phone  call  with  M&T,  Mr.  Whelan 
explained  the  structure  of  Gemstone  VII  and  said  it  will  go 
extremely  well. 
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c.  In  a  February  13,  2007  phone  call  with  M&T,  Mr.  Whelan  stated 
that  "HBK  . . .  wouldn't  buy  stuff  that  didn't  have  good  interest 
rate  cap  protection"  and  the  "underlying  structures  in  these  bonds 
are  built  to  withstand"  adverse  conditions. 

d.  In  a  February  14,  2007  phone  call  with  M&T,  Mr.  Whelan 
"assures"  M&T  that  "HBK  understands  where  the  market  is,"  and 
he  describes  the  Gemstone  VII  deal  as  being  "in  the  upper  end  of 
good  assets." 

e.  In  a  February  1 5,  2007  phone  call  with  M&T,  Mr.  Whelan 
described  the  Gemstone  VII  deal  as  having  no  interest  rate  risk  and 
no  derivative  risk,  and  generally  low  risk. 

f.  In  a  February  20, 2007  phone  call  with  M&T,  Mr.  Whelan  states 
that  the  Gemstone  VII  deal  has  $10  million  of  Class  B  notes  left  to 
sell,  but  the  AAA  mezz  level  is  "two  times  over[so!d]  and  fully 
rock  solid." 

37.       On  February  21,  2007,  M&T  purchased  $82  million  of  Gemstone  VII 
notes,  in  reliance  on  Whelan's  representations,  the  representations  in  the  Gemstone  offering 
materials,  the  AAA/AA  ratings  of  the  notes,  and  the  other  representations  concerning  the  notes 
made  by  defendants.  On  March  1 5, 2007,  the  Gemstone  VII  offering  closed  and  the  trades 
pursuant  to  which  M&T  purchased  its  Gemstone  VII  notes  settled. 
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The  Facts  Emerge 

38.  In  early  July  2007,  only  four  months  after  the  closing  of  the  Gemstone 
VII CDO  offering,  the  Gemstone  VII  notes  were  placed  on  negative  "Credit  Watch"  for  possible 
downgrade  by  S&P.  This  is  strong  evidence  that  the  collateral  underlying  the  notes  was  already 
impaired  and  deteriorating  before  M&T  purchased  the  notes. 

39.  Beginning  in  spring  2007,  the  mortgage-backed  bonds  that  serve  as 
collateral  for  the  Gemstone  VII  CDO  began  to  suffer  numerous  and  substantial  downgrades  in 
their  S&P  and  Moody's  ratings.  This  reflected  the  increasing  default  rate  on  the  subprime 
mortgages  underlying  those  bonds. 

40.  By  July  2007,  the  subprime  mortgage  crisis  was  in  full  bloom.  Housing 
prices  had  experienced  substantial  declines,  subprime  mortgage  default  rates  were  skyrocketing, 
the  rating  companies  had  downgraded  a  significant  number  of  subprime  mortgage-backed  bonds 
and  had  placed  a  much  larger  number  on  "credit  watch"  for  potential  downgrade.  Gemstone  VII 
notes  had  been  placed  on  credit  watch  for  potential  downgrade.  Concerned  about  the 
deteriorating  condition  of  the  subprime  market,  M&T  asked  for  a  meeting  with  HBK. 

41.  On  July  19,  2007,  M&T  met  with  Kevin  Jenks  of  HBK.  In  the  meeting, 
Mr.  Jenks,  who  was  HBK's  senior  collateral  manager  for  Gemstone  VII,  provided  analysis  and 
expressed  the  conclusion  that,  while  the  overcollateralization  cushion  supporting  M&T's  notes 
was  eroding,  neither  M&T's  AAA  rated  note  nor  its  AA  rated  note  were  at  risk  of  losing 

.  principal  or  becoming  delinquent  in  interest  payments.  Mr.  Jenks  also  pointed  out  that,  as  the 
owner  of  the  equity  tranche,  HBK  controlled  special  servicing  rights  which  allowed  it  to  modify 
underlying  loans,  if  necessary.  HBK  hired  third-party  loan  reviewers,  such  as  Clayton  Holdings, 
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to  conduct  due  diligence  on  any  loan  that  is  delinquent  for  60  days  or  more.  Mr.  Jenks  stated 
that  if  fraud  is  uncovered,  HBK  will  force  the  originator  to  re-purchase  the  loan.  Mr.  Jenks 
further  represented  that  while  some  subprime  originators  lack  the  financial  strength  to  do  so, 
many  originators  were  still  (as  of  July  2007)  able  to  do  so.  This  information  was  presented  to 
HBK  as  proof  that  its  Gemstone  VII  notes  continued  to  be  safe  and  secure. 

42.  Prior  to  purchasing  the  Gemstone  VII  notes,  M&T  was  advised  by  DBSI 
that  it  had  conducted  a  stress  test  concluding  that  M&T's  AA  rated  Class  B  note  could  withstand 
up  to  a  14.5%  constant  default  rate  with  a  50%  severity  before  losing  a  dollar  of  principal.1 
Obviously,  the  AAA  rated  Class  A-2  notes  could  withstand  an  even  higher  default  level  without 
losses.  This  information  was  presented  to  M&T  as  support  for  DBSI's  representation  that  the 
Gemstone  VII  notes  were  safe,  secure,  and  nearly  risk-free.  At  the  July  19, 2007  meeting,  Mr. 
Jenks  stated  that  a  14.5%  constant  default  rate  was  far  greater  than  projected  by  HBK,  even  as  of 
July  2007.  HBK  predicted  an  8%  constant  default  rate,  with  a  35%  severity.  Mr.  Jenks 
represented  to  M&T  that  would  not  come  close  to  generating  losses  for  the  AA  rated  notes. 

43.  On  September  21 ,  2007,  Alexander  Craig,  M&T's  Administrative  Vice 
President  and  Portfolio  Manager,  met  with  the  new  collateral  manager  for  the  Gemstone  VII 
CDO,  Marco  Lukesch.  The  original  collateral  manager,  Mr.  Jenks,  had  been  fired.  Upon 
information  and  belief,  Mr.  Jenks  was  fired  because  of  the  disastrous  performance  of  the 
Gemstone  CDOs  and,  in  particular,  the  Gemstone  VII  CDO.  At  the  September  21 ,  2007 
meeting,  Mr.  Lukesch  described  HBK's  business  model  as:  buy  a  pool  of  loans,  securitize  it 


1  The  "constant  default  rate"  is  the  percentage  of  underlying  collateral  (bonds  backed  by  subprime 

mortgages)  defaulting  on  an  annual  basis.  "Severity"  is  the  percentage  of  principal  lost,  on  average,  as  a 
result  of  defaults.  For  example,  a  35%  severity  indicates  that  65%  of  the  principal  amount  of  defaulted 
collateral  is  recovered,  by  foreclosure  and  sale  or  otherwise. 
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with  a  Wall  Street  investment  banker,  sell  the  AAA  through  A  bonds,  buy  the  BBB  bonds  into  a 
CDO,  and  retain  the  equity  tranche  at  HBK. 

44.  At  the  same  meeting,  Mr.  Lukesch  disclosed  for  the  first  time  that  HBK 
had  been  fighting  with  one  of  its  largest  subprime  mortgage  originators,  Fremont  General 
Corp.  ("Fremont"),  for  9  months,  that  it  had  a  large  number  of  claims  against  Fremont  and  had 
scheduled  a  four-day  long  meeting  with  it  for  early  October  2007.  The  disputes  with  Fremont 
related  to  the  representations  and  warranties  Fremont  provided  on  loans  it  originated:  it  agreed 
to  repurchase  loans  that  defaulted  in  the  first  60  days  and  loans  made  on  the  basis  of  fraudulent 
representations  by  the  borrower  (usually  relating  to  the  borrower's  employment  status,  income, 
or  intention  to  occupy  the  mortgaged  premises).  In  essence,  the  basis  of  HBK's  demands  that 
Fremont  repurchase  large  numbers  of  loans  underlying  the  Gemstone  VII  GDO  collateral  was 
that  these  loans  did  not  meet  the  standards  represented  to  Gemstone  VII  investors. 

45.  Mr.  Lukesch  also  stated  that  HBK  had  been  fighting  with  a  total  of  five 
originators  from  which  it  had  purchased  loans  for  the  Gemstone  CDOs,  and  that  these 
disputes  related  to  loans  that  defaulted  from  the  third  quarter  of  2006  through  December 
2006. 

46.  This  information  had  previously  been  concealed  by  HBK  and  DBSI  from 
M&T,  and  M&T  could  not,  in  the  exercise  of  reasonable  diligence,  have  learned  it  earlier.  These 
admissions  by  Mr.  Lukesch  established  that  HBK  knew  in  late  2006  —  well  before  the  sale  of 
the  Gemstone  VII  notes  to  M&T  —  that  there  were  major  quality  and  default  problems  with  the 
subprime  loan  collateral  underlying  the  Gemstone  CDOs,  including  the  Gemstone  VII  CDO.  In 
addition,  prior  to  M&T's  purchase  of  the  Gemstone  VII  notes,  HBK  had  major  disputes  with  its 
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top  originators  about  loan  quality  and  repurchase  obligations  —  indicating  that  the  originators 
could  not  be  relied  on  to  provide  conforming  subprime  loans  or  to  honor  their  repurchase 
obligation  with  respect  to  nonconforming  loans.  Thus,  the  Gemstone  VII  notes  were  much 
riskier  than  represented  to  investors. 

47.  This  was  material  information  that  HBK  failed  to  disclose  and 
affirmatively  concealed  from  M&T.  Upon  information  and  belief,  DBSI,  Deutsche  Bank  Trust, 
and  Deutsche  Bank  AG  were  aware  of  this  information  due  to  their  proprietary  involvement  in 
the  prior  Gemstone  CDOs  and  their  constant  communication  with  HBK.  DBSI,  Deutsche  Bank 
Trust,  and  Deutsche  Bank  AG  also  failed  to  disclose  and  concealed  this  information  from  M&T. 
If  M&T  had  been  aware  of  this  information,  it  would  not  have  purchased  the  Gemstone  VII 
notes. 

48.  Upon  information  and  belief,  defendants  failed  to  disclose  and  concealed 
from  the  rating  agencies  the  quality  and  default  problems  defendants  were  experiencing  with 
subprime  collateral  under  their  control  in  late  2006  and  early  2007.  Defendants  also  failed  to 
disclose  and  concealed  from  the  rating  agencies  the  problems  they  were  having  with  subprime 
originators  refusing  to  honor  their  repurchase  obligations.  Upon  information  and  belief,  if  this 
information  had  been  disclosed  to  the  rating  agencies,  the  notes  purchased  by  M&T  would  have 
been  rated  lower  than  AAA  and  AA,  and  M&T  would  not  have  purchased  them. 

49.  By  October  3 1 ,  2007  (less  than  eight  months  after  the  Gemstone  VII  CDO 
closed),  over  53  bonds  (of  approximately  105  owned  by  the  Gemstone  VII  CDO)  had  been 
downgraded;  24  were  listed  by  the  trustee  as  in  default,  as  defined  in  the  Gemstone  VII  offering 
materials.  
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50.  On  October  25, 2007,  M&T  had  a  phone  call  with  Sean  WheIan(DBSI 
salesman)  and  Richard  Parkus  (DBSI  analyst).  They  were  negative  on  the  performance  of  and 
prospects  for  the  Gemstone  VII  notes.  Parkus  indicated  his  belief  that  the  rating  agency  loss 
projection  models  used  to  rate  M&T's  Gemstone  VII  notes  as  AAA/AA  were  simply  wrong.  He 
further  indicated  that  there  was  much  greater  correlation  (and  therefore  less  risk-reducing 
diversification)  among  the  subprime  collateral  than  had  been  believed.  He  questioned  whether 
the  Gemstone  VII  CDO  or  subprime  CDOs  in  general  should  have  been  sold  at  all. 

51.  On  November  21,  2007,  the  Gemstone  Class  B  notes  were  downgraded  by 
S&P  from  AA  to  BBB-  and  the  Gemstone  Class  A-2  notes  were  downgraded  from  AAA  to  AA-. 

52.  In  December  2007,  M&T  reviewed  the  status  of  its  investment  in  the 
Gemstone  VII  notes.  It  sought  bids  from  specialists  in  an  effort  to  establish  a  market  value  for 
the  notes.  Based  on  that  effort,  M&T  wrote  down  the  value  of  its  Gemstone  VII  notes  from  $82 
million  to  $1 .87  million  —  a  loss  of  over  95%  of  the  notes'  original  purchase  price  in  only  nine 
months.  As  of  April  30, 2008,  M&T  carried  its  Gemstone  VII  notes  on  its  books  at  a  value  of 
$1,031  million. 

53.  On  February  5,  2008,  less  than  one  year  after  M&T  purchased  its  notes, 
the  Class  B  notes  were  further  downgraded  to  CC  and  the  Class  A-2  notes  were  downgraded  to 
CCC-.  An  S&P  rating  of  CC  means  the  note  "is  highly  vulnerable  to  nonpayment."  An  S&P 
rating  of  CCC-  means  the  note  is  "currently  vulnerable  to  nonpaymenf '  and  that  "[i]n  the  event 
of  adverse  business,  financial,  or  economic  conditions,  the  obligor.is  not  likely  to  have  the 
capacity  to  meet  its  financial  commitment  on  the  obligation."  The  minus  sign  indicates  that  the 
note  is  at  the  low  end  of  this  rating,  close  to  the  CC  "highly  vulnerable"  category.  By  April  28, 
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2008,  Moody's  had  downgraded  the  Gemstone  VH  Class  A-2  notes  (originally  rated  Aaa)  to  Ca 
and  had  downgraded  the  Class  B  notes  (originally  rated  Aa2)  to  Ca. 

54.  As  of  April  30,  2008,  the  Gemstone  VII  collateral  bonds  had  suffered  1 67 
separate  downgrades  by  S&P  and  202  separate  downgrades  by  Moody's.  The  trustee  listed  as  in 
default  58  bonds  with  a  face  value  of  over  $498  million.  The  April  30,  2008  trustee's  report 
listed  the  "Principal  Recovery"  value  of  those  bonds  as  $13.6  million  —  less  than  3%  of  their 
original  value. 

55.  The  radical  and  rapid  downgrade  of  M&T's  notes  from  the  highest 
possible  safety/quality  ratings  to  "junk"  status  demonstrates  that  the  collateral  supporting  the 
notes  was  impaired  and  deteriorating  prior  to  M&T's  purchase  of  the  notes.  HBK  and  DBS1 
knew  or  acted  recklessly  in  failing  to  know  this  because: 

a.  HBK  represented  that  it  had  performed  extensive  loan-level  due 
diligence  on  the  collateral,  with  proprietary  state-of-the-art 
analytical  tools. 

b.  HBK  represented  that  it  was  carefully  monitoring  the  collateral  and 
would  take  action  to  avoid  losses  by  putting  non-conforming  loans 
back  to  originators. 

c.  The  Gemstone  offering  materials  represent  that  the  collateral  was 
owned  by  and  would  be  purchased  from  (in  part)  DBS1  and  HBK 
and  their  affiliates. 

56.  On  January  1 7,  2008,  media  reports  were  published  indicating  that  the 
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New  York  Attorney  General  had  reached  a  deal  with  Clayton  Holdings  under  which  Clayton 
agreed  to  cooperate  with  an  investigation  into  the  activities  of  issuers  and  underwriters  of 
subprime  mortgage-backed  securities.  Clayton  Holdings  was  the  largest  provider  of  subprime 
loan  due  diligence  services  to  securitizers  and  subprime  mortgage  loan  purchasers.  The  Attorney 
General  is  investigating  whether  issuers  and  underwriters  were  aware  that  the  pools  of  subprime 
mortgages  underlying  subprime-backed  securities  were  impaired  at  the  time  of  sale,  whether  the 
ratings  assigned  to  subprime-backed  securities  were  inflated,  and  whether  issuers  and 
underwriters  withheld  information  from  the  rating  agencies  that  would  have  materially  changed 
the  evaluation  of  these  securities.  DBSI  was  one  of  Clayton's  two  largest  clients,  and  HBK  was 
a  client  of  Clayton's  as  well. 

57.  HBK  advised  M&T  that  Clayton  reviewed  the  subprime  loans  underlying 
the  Gemstone  Vll  notes. 

MAT'S  Claims 

58.  M&T's  claims  are  based  on  the  material  misrepresentations,  inaccuracies, 
omissions,  breaches  of  duty,  and  breaches  of  contract  by  defendants  in  connection  with 
structuring,  marketing,  and  selling  the  Gemstone  VII  CDO.  Some  of  the  principal  acts  of 
wrongdoing  are  described  below. 

59.  On  an  overall  basis,  the  Gemstone  offering  materials  and  the  DBSI  and 
HBK  sales  materials  and  oral  statements,  all  represented  that  the  notes  purchased  by  M&T  were 
high  quality,  safe,  secure,  and  nearly  risk-free.  This  was  conveyed  by  means  of  the  AAA/AA 
ratings,  the  representation  that  up  to  47%  of  principal  could  be  lost  without  impacting  the  notes, 
the  description  of  extensive  loan-level  due  diligence  and  aggressive  and  innovative  collateral 
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monitoring  and  management,  and  the  description  of  the  collateral  as  "diversified,"  among  other 
things.  It  is  now  clear  that  the  representations  of  safety,  security,  and  low  risk  conveyed  by  the 
Gemstone  offering  materials  and  the  associated  oral  statements  were  false. 

60.  By  the  fourth  quarter  of  2006,  at  the  latest,  HBK  and  DBSI  and  its 
affiliates  were  experiencing  substantial  problems  with  non-performing  subprime  loans  that  were 
collateral  for  the  earlier  Gemstone  CDO  deals.  They  were  involved  in  disputes  with  at  least  five 
subprime  mortgage  originators  about  the  originators'  refusal  to  honor  their  contractual 
obligations  to  repurchase  non-conforming  and  defaulted  loans.  Thus,  HBK  and  DBSI  and  its 
affiliates  had  knowledge  that  the  subprime  loans  purchased  from  the  group  of  originators  they 
dealt  with  had  quality  problems  that  were  resulting  in  rapidly  rising  defaults,  materially  different 
than  the  statistical  experience  from  2003, 2004,  and  2005.  Yet  HBK  and  DBSI  failed  to  respond 
by  appropriately  modifying  their  default  and  loss  projection  models,  their  due  diligence,  and 
their  collateral  management  and  administration  practices.  Accordingly,  prior  to  M&T's 
February  21,  2007  purchase  of  the  Gemstone  VII  notes,  HBK  and  DBSI  and  its  affiliates  knew 
that  their  default  and  loss  projection  models  were  wrong  and  that  their  due  diligence  and 
collateral  management  administration  practices  were  inadequate  to  provide  the  safety  and 
security  that  they  had  represented  for  the  Class  A  and  Class  B  Gemstone  VII  notes.  None  of  this 
information  was  disclosed  to  M&T  during  the  sales  process  for  the  Gemstone  VII  notes. 

61 .  The  Gemstone  VII  offering  circular  discloses  that  bonds  for  the  collateral 
pool  are  purchased  from  DBSI  (or  its  affiliates)  and/or  HBK.  Upon  information  and  belief,  the 
subprime  loans  underlying  the  bonds  sold  by  HBK  and  DBSI  to  Gemstone  VII  were  the  subject 
of  large  numbers  of  pending  repurchase  demands  to  originators.  HBK  and  DBSI  failed  to 
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disclose  this  material  information  to  M&T.  This  constituted  an  undisclosed  conflict  of  interest 
and  fraudulent  self-dealing. 

62.  Clayton  Holdings  is  the  largest  provider  of  due  diligence  services 
reviewing  and  evaluating  mortgage  loans  for  securitizations.  Media  reports  have  stated  that 
Clayton  began  noting,  and  reporting  to  securitizers,  substantial  deterioration  in  the  quality  of 
subprime  mortgages  as  early  as  the  second  half  of  2005,  with  problems  increasing  throughout 
2006.  For  example,  the  New  York  Times  reported  this  in  a  January  27,  2008  article  entitled: 
Loan  Reviewer  Aiding  Inquiry  Into  Big  Banks.  On  January  28,  2008,  the  Wall  Street  Journal 
published  a  similar  article,  entitled:  Due  Diligence  Firm  to  Aid  New  York  Subprime  Probe. 

63.  The  increasing  deterioration  of  subprime  mortgage  quality  was  measured 
by  the  percentage  of  loans  categorized  by  Clayton  as  "exception  loans."  An  "exception  loan" 
was  a  loan  that  did  not  meet  the  originator's  underwriting  standards.  With  regard  to  subprime 
loans,  this  frequently  occurred  because  the  required  borrower  documentation  had  not  been 
obtained  or  because  the  borrower  misrepresented  his  income,  employment  status,  or  intent  to 
occupy  the  premises.  DBSI  and  its  affiliates  were  among  Clayton's  largest  customers.  HBK 
was  also  was  a  customer  of  Clayton's.  Upon  information  and  belief,  in  2006,  Clayton  provided 
due  diligence  reports  to  HBK  and  DBSI  (or  its  affiliates)  that  reflected  steeply  increasing  levels 
of  subprime  exception  loans,  fraud,  and  defaults,  and  sharply  deteriorating  subprime  loan  quality 
and  underwriting.  As  a  result,  HBK  and  DBS]  (and  its  affiliates)  had  knowledge  even  before 
2007  that  the  subprime  collateral  being  assembled  for  the  Gemstone  VII  CDO  was  deteriorating 
and  impaired.  This  was  not  disclosed  to  M&T.  If  it  had  been,  M&T  would  not  have  purchased 
the  Gemstone  VII  notes. 
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64.  HBK  and  DBSI  and  its  affiliates  were  aware  that  the  loss  projection 
models  used  in  structuring  and  rating  the  Gemstone  VII  CDO  tranches  and  in  making  the 
representations  set  forth  in  the  Gemstone  offering  materials  regarding  overcollateralization  and 
credit  protection  were  false.  These  loss  projection  models  were  not  modified  to  properly  take 
account  of  the  deteriorating  subprime  mortgage  market.  This  was  material  information  that  was 
not  disclosed  to  M&T.  If  it  had  been,  M&T  would  not  have  purchased  the  Gemstone  VII  notes. 

65.  HBK  and  Deutsche  Bank  were  aware  that  the  ratings  assigned  to  the 
Gemstone  VII  CDO  tranches  and  the  underlying  bonds  were  inaccurate  and  inflated  and  did  not 
accurately  represent  the  level  of  risk  associated  with  those  tranches  and  bonds.  The  rating 
agencies  have  stated  publicly  that  they  were  not  provided  with  the  Clayton  due  diligence  reports 
when  rating  subprime  mortgage-backed  CDOs  and  that  they  would  have  considered  those  reports 
material.  Moody's  has  stated  that  "the  completeness  and  veracity  [of  the  information  provided 
by  subprime  issuers  to  the  rating  agencies]  was  deteriorating"  in  2006.  Inquiry  Focuses  on 
Withholding  of  Data  on  Loans,  New  York  Times,  January  12,  2008;  Loan  Reviewer  Aiding 
Inquiry  Into  Big  Banks,  New  York  Times,  January  27,  2008. 

66.  The  HBK/DBSI  Debt  Investor  Presentation  contains  specific  and  positive 
representations  about  the  performance  of  prior  Gemstone  deals.  Because  HBK  and  DBSI  were 
already  involved  in  repurchase  disputes  with  their  major  originators,  these  representations  were 
misleading,  incomplete,  and  false  at  the  time  they  were  made. 

67.  The  Gemstone  offering  materials  provided  to  M&T  (particularly,  the  Debt 
Investor  Presentation)  contain  detailed  representations  regarding  HBK's  due  diligence  with 
regard  to  the  collateral  underlying  the  Gemstone  VH  CDO.  These  include  representations  that 
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HBK  "builds"  the  bond  collateral  from  the  bottom  up,  assembling  and  evaluating  the  specific 
loans  and  loan  pools  underlying  the  bonds.  The  DIP  also  indicates  that  HBK  has  in  place 
proprietary  processes  for  review  and  evaluation  of  loans  and  that  it  "kicks  back"  problem  loans 
to  originators  before  they  even  enter  the  pool  underlying  the  bonds  purchased  for  the  CDO 
collateral.  Finally,  the  DIP  indicates  that  HBK  may  purchase  some  of  the  bonds  on  the  open 
market,  but  that  it  will  first  conduct  careful  due  diligence  with  regard  to  the  loan  pools 
underlying  those  bonds.  Given  the  feet  that  the  Gemstone  VII  subprime  collateral  began  to 
perform  poorly  almost  immediately  after  the  March  15,  2007  settlement  date,  it  is  clear  that  HBK 
did  not  conduct  the  represented  due  diligence  or  that  it  conducted  it  and  found  quality  problems 
with  the  loan  pools,  but  nevertheless  incorporated  those  loans  into  the  Gemstone  VII  CDO, 
without  disclosing  this  to  M&T. 

68.        The  Gemstone  offering  materials  repeatedly  refer  to  the  collateral 
underlying  the  Gemstone  CDO  as  a  "diversified  portfolio  of  interests  in  asset-backed  securities." 
See,  e.g.,  GOC  at  5.  This  represents,  among  other  things,  that  while  there  may  be  losses  in 
individual  bonds,  there  will  be  no  strong  correlation  in  losses  among  the  various  bonds  in  the 
pool.  Loss  correlation  across  the  bonds  in  the  Gemstone  VII  CDO  turned  out  to  be  very  high.  It 
is  now  evident  that  the  bonds  were  not  truly  diversified.  They  were  not  appropriately 
geographically  diversified  to  reduce  risk,  and  they  all  had  common  characteristics  that  made 
them  likely  to  experience  correlated  poor  performance.  All  of  the  bonds,  and  their  underlying 
loans,  were  dependent  on  continued  and  uninterrupted  home  price  appreciation  to  avoid  default 
or  underperformance.  As  a  result,  the  bonds  were  highly  correlated  and  were  not  diversified, 
contrary  to  the  false  representations  in  the  Gemstone  offering  materials. 
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69.  M&T  learned  for  the  first  time  in  September  2007  that  HBK  (through  an 
affiliate)  owned  a  major  portion  of  the  Class  A- lb  notes  (designated  as  the  "Controlling  Class" 
in  the  offering  circular).  M&T  learned  for  the  first  time  in  late  May  2008  that  DBSI  owned  the 
balance  of  the  Class  A-lb  notes.  This  was  material  information  because  it  indicates  that  HBK 
and  DBSI  were  not  able  to  sell  the  Controlling  Class  A-lb  notes  to  outside,  independent 
investors  who  did  not  have  a  proprietary  interest  in  the  success  of  the  deal.  Instead,  DBSI  and 
HBK  were  required  to  intervene  and  purchase  the  Class  A-lb  notes  themselves  to  "save"  the 
deal  This  information  was  not  disclosed  to  M&T.  If  M&T  was  aware  of  this,  it  would  not  have 
purchased  the  Gemstone  VII  notes. 

70.  In  addition,  the  Gemstone  offering  materials  contain  numerous 
representations  that  HBK's  financial  interests  are  aligned  with  the  interests  of  the  noteholders, 
because  HBK  purchased  the  equity  tranche,  which  is  the  lowest  rated  tranche  and  the  first  to 
suffer  loss.  In  fact,  while  HBK  invested  $18.7  million  in  the  Gemstone  VII  equity  tranche,  it 
owned  (together  with  DBSI)  $400  million  of  Class  A-lb  notes  which  carry  the  "Controlling 
Class"  rights  and  are  senior  to  M&T's  Class  A-2  and  Class  B  notes.  The  interests  of  the  Class 
A-lb  noteholders  are  in  conflict  with  M&T's  interests  in  a  default  or  liquidation  scenario 
because  the  Class  A-lb  noteholders  have  the  unilateral  right  upon  an  Event  of  Default  to  direct 
that  all  of  the  Gemstone  VU  collateral  be  sold  and  that  the  proceeds  be  distributed  in  accordance 
with  certain  Event  of  Default  priorities.  In  that  circumstance,  it  is  highly  likely  that  M&T's 
Class  A-2  notes  would  be  paid  very  little  of  its  outstanding  principal  and  that  the  Class  B  note 
would  be  paid  nothing.  This  puts  the  Class  A-lb  noteholders  in  conflict  with  the  Class  A-2  and 
Class  B  noteholders  because  its  interest  could  be  to  liquidate  the  collateral  quickly,  before  further 
losses,  while  the  Class  A-2  and  Class  B  noteholders  would  prefer  to  hold  the  collateral  in  the 


CONFIDENTIAL  -  PRODUCED  TO  M&T  PURSUANT  TO  PROTECTIVE  ORDER  DBSI_00000058 

DB  PSI  00000058 


Footnote  Exhibits  -  Page  2250 


-31- 

hope  that  the  mortgage  market  might  recover  —  or  at  least  to  continue  sharing  in  interest 
distributions  (which  are  cut  off  on  liquidation).  The  conflict  of  interest  of  HBK  and  DBS1,  as 
owners  of  Class  A- lb  "Controlling  Class"  notes,  was  not  disclosed  to  M&T,  and  M&T  would 
not  have  purchased  the  Gemstone  VTI  notes  if  it  had  been. 

71 .  In  addition,  the  fees  (approximately  $3. 1  million  per  year)  and  other 
compensation  due  to  HBK  in  connection  with  the  Gemstone  VII  CDO  over  the  life  of  the  CDO 
far  exceeded  the  value  of  its  equity  tranche.  This  is  another  way  in  which  HBK's  interests 
conflicted  with  M&T's. 

72.  On  April  1 8,  2008,  Deutsche  Bank  Trust  issued  notice  to  Gemstone  VII 
noteholders  that  an  Event  of  Default  had  occurred.  The  Gemstone  VII  CDO  failed  the  Class  A-l 
overcollateralization  test,  which  provides  that  if  the  Class  A-l  overcollateralization  ratio  (as 
computed  pursuant  to  a  formula  in  the  GOC)  falls  below  100%,  an  Event  of  Default  occurs. 
Thus,  as  of  March  31,  2008,  the  interests  of  M&T  and  HBK  were  concretely  adverse  in  a  way 
that  was  concealed  from  M&T  at  the  time  it  purchased  the  Gemstone  VII  notes. 

73.  Pursuant  to  section  1 0.1 0(b)  of  the  Gemstone  VII  Indenture,  the  Issuers 
were  required  to  obtain  a  Note  Valuation  Report  from  an  independent  accountant  on  an  annual 
basis.  The  2007  report  was  due  on  March  13, 2008  under  the  terms  of  section  10.10(b).  The 
Note  Valuation  Report  is  required  to  include  detailed  information  about  the  performance  of  the 
Gemstone  VII  notes  and  the  underlying  collateral.  The  Issuers  are  currently  in  default  of  their 
obligations  to  provide  a  Note  Valuation  Report  by  an  independent  accountant;  the  report  is 
nearly  three  months  overdue.  This  reflects  that  defendants  continue  to  withhold  material 
information  from  M&T. 
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74.       Reports  published  by  S&P  and  Moody's  over  the  last  nine  months  have 
revealed  facts  that  are  contrary  to  the  HBK/DBSI  claims  in  the  DIP  that  rigorous  loan-level  due 
diligence  was  conducted  and  that  poor  quality  loans  were  identified  and  eliminated  from  the  loan 
pools  underlying  the  Gemstone  VII  collateral. 

a.  Gemstone  VII  was  placed  on  credit  watch  by  S&P  in  early  July 
2007  —  only  four  months  after  the  deal  closed.  See  S&PCorrect: 
Global  CDO  Deals  Exposed  to  Subprime  RMBS  Reviewed,  July 
10,2007. 

b.  S&P  published  a  report  questioning  the  "data  quality"  provided 
during  the  rating  process  by  CDO  issuers.  S&P's  analysis 
indicates  that  it  was  provided  with  inaccurate  information 
"regarding  the  loan  and  borrower  characteristics"  (including  FICO 
scores,  LTV,  ownership  status,  etc.).2  The  same  report  states  that 
underwriting  standards  declined  and  misrepresentations  increased 
"in  excess  of  historical  precedents  and  our  initial  assumptions" 
with  respect  to  2006  subprime  loan  originations.  S&PCorrect: 
612  U.P.S.  Subprime  RMBS  Classes  Put  on  Watch  Neg; 
Methodology  Revisions  Announced,  July  1 1,  2007.  This  supports 
the  position  that  issuers  were  aware  of  the  declining  quality  of 
subprime  mortgages  but  did  not  disclose  it  to  the  ratings  agencies. 


A  "FICO  score"  is  a  method  of  rating  borrower  ability  to  pay.  "LTV"  is  the  loan  to  value  ratio,  a  measure 
of  the  likelihood  that  the  mortgage  collateral  may  be  sufficient  in  the  event  of  default 
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c.  The  same  S&P  report  states  that  S&P's  rating  methodology  for 
subprime  CDOs  was  revised  such  that  "a  higher  degree  of 
correlation  will  be  used"  in  evaluating  risk  of  subprime  bonds. 
This  shows  that  the  diversification  and  non-correlation 
assumptions  underlying  the  Gemstone  VII  CDO  were  false. 

d.  S&P  has  reported  that  "almost  65%  of  the  bonds  and  indexes  that 
track  subprime  mortgage  debt  don't  meet  the  ratings  criteria  in 
place  when  they  were  sold."  In  addition,  "of  the  300  bonds  and 
ABX  indexes  ...  1 90  failed  to  meet  the  credit  support  standard" 
associated  with  their  ratings  and  "115  of  120  securities  in  the  BBB 
or  BBB-  rated  portions  of  the  mortgage-backed  securities  would 
have  failed  S&P's  criteria."  S&P,  Moody's  Masking  $200  Billion 
of  Subprime  Bond  Risk  (Bloomberg,  June  29, 2007).  This 
indicates  that  the  ratings  assigned  to  subprime  bonds  and  tranches 
of  subprime  CDOs  were  inaccurate  and  did  not  reflect  the  true 
level  of  risk  associated  with  those  investments. 

e.  Even  today,  the  ratings  associated  with  subprime  bonds  and  CDOs 
are  inflated  and  inaccurate.  A  recent  Bloomberg  article  indicates 
that  "all  but  6  of  the  80  AAA  [bonds  underlying  the  ABX  index] 
failed  an  S&P  test  for  investment-grade  status,  which  requires 
credit  support  to  be  twice  the  percentage  of  troubled  collateral." 
Moody's,  S&P  Defer  Cuts  on  AAA  Subprime,  Hiding  Loss 
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(Bloomberg,  March  11, 2008).  The  same  article  identified,  as  an 
example,  Deutsche  Bank  Bond  ACE  2005-HE-7  A2D,  which  was 
rated  AAA  in  early  March  2008,  even  though  43%  of  the 
underlying  mortgages  were  delinquent,  18%  of  its  loans  were  in 
foreclosure,  15%  of  the  properties  have  been  seized  by  lenders,  and 
about  10%  had  been  delinquent  for  more  than  90  days.  When  this 
bond  was  created,  Moody's  and  S&P  required  capital  support  to 
cover  a  loss  rate  of  no  more  than  7%  for  the  last  three  loss 
categories  combined. 

f.  Subprime  bonds  issued  in  2006  and  early  2007  were  the  "worst 

performing  ever."  Subprime  Mortgages  Slipping  Into  Default  at  a 
Rapid  Pace  (International  Herald  Tribune,  October  8,  2007).  This 
shows  that  underwriting  standards  were  materially  relaxed  in  2006 
without  disclosure  to  investors  and  that  the  quality  of  loans 
underlying  subprime  securities  substantially  deteriorated  during 
that  timeframe,  again  without  disclosure. 

75.       Other  media  reports  have  disclosed  additional  relevant  information 
reflecting  that  defendants'  representations  relating  to  mortgage  quality  and  due  diligence  were 
false. 

a.         Clayton  Holdings,  the  largest  subprime  loan  due  diligence  provider 
and  a  vendor  for  HBK  and  DBSI,  estimates  that  in  2006,  30%  of 
the  loans  included  in  securitized  portfolios  were  "exception"  loans 
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{i.e.,  nonconforming  loans  which  did  not  meet  underwriting 
standards  often  due  to  indicia  of  fraud);  some  securitizations 
contained  more  than  50%  exception  loans.  The  Securitization 
Bubble  (National  Law  Journal,  March  1 7, 2008). 

b.  Some  investment  bank  securitizers  entered  into  agreements  with 
originators  that  no  more  than  2.5%  of  subprime  loans  offered  for 
sale  would  be  rejected.  Auditor:  Supervisors  Covered  Up  Risky 
Loans  (National  Public  Radio  Website,  May  28, 2008). 

c.  Between  2001  and  2006,  the  number  of  loan  review  contractors 
working  for  Clayton  rose  from  150  to  900.  Clayton's  revenues 
rose  from  $19  million  in  2000  to  $239  million  in  2006.  This  sort 
of  growth  indicates  declining  quality  of  the  due  diligence  reviews 
that  were  being  conducted.  Sub-Prime  Mortgage  Watchdogs  Kept 
on  Leash  {LA.  Times,  March  17,  2008).  "As  time  passed,  Clayton 
executives  said,  Wall  Street  firms  and  their  investor  customers 
accepted  increasing  levels  of  default  and  fraud  in  subprime  loans 
as  they  grew  to  trust  software  designed  to  offset  those  risks  by 
charging  higher  interest  rates. . . ."  Id.  These  increased  risks  were 
not  disclosed.  This  is  especially  misleading  in  view  of  the  fact  that 
Gemstone  VII  was  marketed  by  emphasizing  the  performance  of 
earlier  Gemstone  deals,  which  utilized  stricter  underwriting 
standards. 
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d.  "Early  in  the  decade,  a  securities  firm  might  have  asked  Clayton  to 
review  25%  to  40%  of  the  sub-prime  loans  in  a  pool,  compared 
with  typically  10%  in  2006."  Id  "Loan  buyers  who  kept  the 
mortgages  as  an  investment  instead  of  packaging  them  into 
securities  would  have  50%  to  100%  of  the  loans  examined."  This 
shows  that  underwriting  standards  declined  dramatically  in  2006, 
which  was  not  disclosed  to  M&T,  and  that  the  due  diligence 
representations  in  the  HBK/DBSI  offering  materials  were 
misleading.  It  would  also  show  that  using  the  performance  of  the 
earlier  Gemstone  deals  to  market  the  Gemstone  VII  CDO  was 
misleading  and  fraudulent. 

e.  Early  in  the  decade,  originators  would  not  make  subprime  loans  for 
more  than  80%  of  a  property's  value.  During  2006,  loans  for 
100%  of  the  home's  value  were  common.  Id.  This  decline  in 
underwriting  standards  was  clearly  known  to  HBK  and  DBS1,  but 
was  not  disclosed. 

f.  Adjustable  Rate  Mortgages:  Almost  all  of  the  major  subprime 
originators,  including  those  used  by  HBK  and  DBS1,  evaluated 
borrowers'  "ability  to  pay"  solely  on  their  ability  to  pay  the  initial 
"teaser"  rates.  Many  borrowers  were  demonstrably  unable  to  pay 
at  the  re-set  rates.  This  risk  was  not  disclosed  in  the  Gemstone 
offering  materials.  HBK's  representations  regarding  "loan-level" 
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due  diligence  indicates  that  it  should  have  identified,  disclosed, 
and  mitigated  any  risks  of  this  type.  There  are  no  disclosures  in 
the  Gemstone  offering  materials  regarding  the  risks  attendant  to 
ARM  re-sets  and  whether  borrowers  will  be  able  to  pay  the  higher 
rates.  Recent  media  reports  have  forecast  massive  defaults  in  mid- 
2008  because  of  borrowers'  inability  to  pay  re-set,  higher  rates.  If 
these  risks  had  been  disclosed  to  M&T,  it  would  not  have 
purchased  the  Gemstone  VII  notes. 

76.  If  M&T  had  been  aware  of  the  true  facts  regarding  the  Gemstone  VII 
notes,  the  underlying  collateral,  the  due  diligence  and  underwriting  practices  relating  to  the 
collateral,  the  ratings  of  the  Gemstone  VII  notes,  the  dependence  of  the  notes  on  continued  home 
price  appreciation,  the  earlier  Gemstone  deals,  or  the  other  matters  discussed  above,  M&T  would 
not  have  purchased  the  notes. 

77.  M&T  acted  with  reasonable  diligence  in  connection  with  its  purchase  of 
the  Gemstone  VII  notes.  A  reasonably  diligent  investor  would  not  have  discovered  defendants' 
misrepresentations  or  omissions  relating  to  the  notes. 

78.  M&T's  damages  from  its  investment  in  the  Gemstone  VII  notes  were 
directly  caused  by  the  very  matters  that  defendants  misrepresented,  omitted,  and  failed  to 
truthfully  and  completely  disclose. 

FIRST  CAUSE  OF  ACTION 
(Common  Law  Fraud) 

79.  Repeats  the  allegations  in  paragraphs  1  through  78. 
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80.  As  described  above,  the  Gemstone  offering  materials  contain  numerous 
material  misrepresentations  and  omissions.  In  addition,  DBSI  and  HBK  made  numerous 
material  oral  misrepresentations  and  omissions  to  M&T  in  connection  with  the  Gemstone  VH 
notes,  many  of  which  are  set  forth  above  in  paragraphs  12  and  30-36. 

81 .  Gemstone  Ltd.  and  Gemstone  Corp.  (as  issuers  of  the  Gemstone  VII 
notes)  are  directly  responsible  and  liable  for  these  misrepresentations  and  omissions.  DBSI,  as 
the  broker-dealer  that  sold  the  notes  directly  to  M&T,  and  HBK,  as  the  Collateral  Manager, 
drafted  the  Gemstone  offering  materials  and  directly  solicited  M&T  to  purchase  the  notes.  They 
are  liable  for  their  oral  misrepresentations  and  omissions  and  the  misrepresentations  and 
omissions  in  the  Gemstone  offering  materials.  The  misrepresentations  and  omissions  by 
Gemstone  Ltd.,  Gemstone  Corp.,  DBSI,  and  HBK  Investments  were  intentional  and  were  made 
with  knowledge  of  their  falsity  or  were  (at  the  very  least)  reckless. 

82.  M&T  justifiably  relied  on  the  misrepresentations  described  above.  The 
Gemstone  VII  CDO  is  an  extraordinarily  complex  financial  instrument.  It  would  not  have  been 
possible  to  discover  defendants'  misrepresentations  and  omissions  without  extensive  expertise, 
and  unreasonable  expenditure  of  resources  to  analyze  the  Gemstone  VII  CDO  and  the  collateral, 
all  of  which  M&T  justifiably  relied  on  defendants  to  do.  Indeed,  defendants  solicited  M&T  to 
purchase  the  notes  specifically  on  the  basis  of  their  expertise  in  conducting  this  sort  of  due 
diligence  and  analysis  and  sold  the  fact  that  investors  could  rely  on  them  rather  than  conduct 
such  due  diligence  themselves. 

83.  HBK  Partners  and  HBK  Management,  as  general  partners  of  HBK,  are 
liable  for  HBK's  fraud. 


CONFIDENTIAL  -  PRODUCED  TO  M&T  PURSUANT  TO  PROTECTIVE  ORDER  DBSI_00000066 

DB  PSI  00000066 


Footnote  Exhibits  -  Page  2258 


-39- 

84.  As  a  result  of  the  foregoing,  M&T  is  entitled  to  judgment  directing 
rescission  of  its  purchase  of  the  Gemstone  Vll  notes  and  directing  return  to  M&T  of  the  purchase 
price  of  the  notes,  together  with  interest.  M&T  hereby  tenders  the  notes  to  DBSI. 

85.  In  the  alternative,  as  a  result  of  the  foregoing,  Gemstone  Ltd.,  Gemstone 
Corp.,  DBSI, ,  HBK,  HBK  Partners,  and  HBK  Management  are  liable  to  M&T  in  an  amount 
sufficient  to  compensate  for  the  damages  suffered  by  M&T  as  a  result  of  their  fraud,  which 
amount  exceeds  $82  million. 

86.  In  addition,  because  the  fraud  of  DBSI,  Gemstone  Corp.,  Gemstone  Ltd., 
and  HBK  was  intentional,  willful,  and  malicious,  M&T  is  entitled  to  an  award  of  punitive 
damages  in  an  amount  exceeding  $100  million. 

SECOND  CAUSE  OF  ACTION 
(Aiding  and  Abetting  Common  Law  Fraud) 

87.  Repeats  the  allegations  in  paragraph  1  through  86. 

88.  As  described  in  paragraphs  4-5,  19-20, 23,  65,  and  69  above,  Deutsche 
Bank  Trust,  the  trustee  of  the  trusts  which  purchased  and  held  the  Gemstone  VII  collateral,  and 
Deutsche  Bank  AG,  the  counterparty  on  the  credit  default  swaps,  provided  substantial  and 
material  assistance  to  advance  the  fraud  described  in  the  first  cause  of  action. 

89.  Because  of  their  affiliation  with  DBSI  and  their  close,  ongoing  business 
relationship  with  HBK,  Deutsche  Bank  Trust  and  Deutsche  Bank  AG  had  knowledge  of  the 
fraud  described  in  the  first  cause  of  action  and  intentionally  assisted  in  its  commission. 

90.  Deutsche  Bank  Trust  and  Deutsche  Bank  AG  are  liable  to  M&T  for  the 
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damage  caused  by  their  unlawful  conduct,  in  an  amount  exceeding  $82  million. 

91 .  In  addition,  because  the  unlawful  conduct  of  Deutsche  Bank  Trust  and 
Deutsche  Bank  AG  was  intentional,  willful,  and  malicious,  M&T  is  entitled  to  an  award  of 
punitive  damages  in  an  amount  exceeding  $100  million. 

THIRD  CAUSE  OF  ACTION 
(Negligent  Misrepresentation) 

92.  Repeats  the  allegations  in  paragraphs  1  through  91. 

93.  Gemstone  Ltd.,  Gemstone  Corp.,  DBS1,  and  HBK  were  each  aware  that  its 
misrepresentations  and  omissions  would  be  used  and  relied  on  by  M&T  in  determining  to 
purchase  the  Gemstone  VII  notes. 

94.  Gemstone  Ltd.,  Gemstone  Corp.,  DBS1,  and  HBK  intended  that  M&T  rely 
on  their  misrepresentations  and  omissions  in  purchasing  the  Gemstone  VII  notes,  and  M&T  did 
so.  If  M&T  had  been  aware  of  the  true  facts  regarding  the  Gemstone  VII  notes,  the  underlying 
collateral,  the  dependence  of  the  notes  on  continued  home  price  appreciation,  and  the  due 
diligence  and  underwriting  practices  relating  to  the  collateral,  it  would  not  have  purchased  the 
notes. 

95.  DBSI  was  the  direct  seller  of  the  Gemstone  VII  notes  to  M&T.  HBK,  as 
Collateral  Manager  for  the  Gemstone  Trust,  owed  a  fiduciary  duty  to  M&T.  As  issuers  of  the 
Gemstone  VII  notes,  Gemstone  Ltd,  and  Gemstone  Corp.  have  a  direct  contractual  relationship 
with  M&T.  DBSI  and  HBK  communicated  directly  with  M&T  (on  behalf  of  themselves  and 
Gemstone  Ltd.  and  Gemstone  Corp.)  in  making  the  misrepresentations  and  omissions  described 
above,  in  soliciting  M&T  to  purchase  the  Gemstone  VII  notes  in  reliance  on  their 


CONFIDENTIAL  -  PRODUCED  TO  M&T  PURSUANT  TO  PROTECTIVE  ORDER  DBSI_00000068 

DB  PSI  00000068 


Footnote  Exhibits  -  Page  2260 


-41- 

misrepresentations  and  omissions,  and  in  procuring  and  consummating  one  sale  of  the  Gemstone 
VII  notes  based  on  their  misrepresentations  and  omissions. 

96.  As  a  result  of  the  foregoing,  M&T  is  entitled  to  judgment  directing 
rescission  of  its  purchase  of  the  Gemstone  VII  notes  and  directing  return  to  M&T  of  the  purchase 
price  of  the  notes,  together  with  interest.  M&T  hereby  tenders  the  notes. 

97.  In  the  alternative,  as  a  result  of  the  foregoing,  Gemstone  Ltd.,  Gemstone 
Corp.,  DBSI,  and  HBK  are  liable  to  M&T  in  an  amount  sufficient  to  compensate  for  the  damage 
caused  by  their  unlawful  conduct,  which  amount  exceeds  $82  million. 

98.  HBK  Partners  and  HBK  Management,  as  general  partners  of  HBK,  are 
liable  for  its  negligent  misrepresentations. 

FOURTH  CAUSE  OF  ACTION 
(Breach  of  Fiduciary  Duty) 

99.  Repeats  the  allegations  in  paragraphs  1  through  98. 

100.  M&T,  as  an  owner  of  two  of  the  Gemstone  VII  notes,  is  a  beneficiary  of 
the  Gemstone  Trust.  Deutsche  Bank  Trust,  as  trustee  of  the  Gemstone  Trust,  owes  a  fiduciary 
duty  to  M&T. 

101 .  HBK,  as  collateral  manager  for  the  Gemstone  Trust,  owes  a  fiduciary  duty 
to  the  Gemstone  VII  noteholders,  including  M&T. 

102.  Deutsche  Bank  Trust  and  HBK  breached  their  fiduciary  duties  to  the 
Gemstone  Vll  noteholders,  including  M&T,  by,  among  other  things,  failing  to  properly  monitor 
the  collateral  and  mitigate  losses  to  the  Trust,  and  by  failing  to  disclose  known  quality  and 
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performance  problems  with  the  subprime  loans  underlying  the  collateral  and  thereby  aiding  and 
abetting  the  fraud  of  the  primary  wrongdoers  identified  in  the  first  cause  of  action.  Finally,  HBK 
breached  its  fiduciary  duties  to  M&T  by  making  the  misrepresentations  and  omissions  referenced 
in  the  first  cause  of  action. 

103.  HBK  Partners  and  HBK  Management,  as  general  partners  of  HBK,  are 
liable  for  HBK's  breaches  of  fiduciary  duty. 

1 04.  Deutsche  Bank  Trust,  HBK,  HBK  Partners,  and  HBK  Management  are 
liable  to  M&T  for  the  damage  caused  by  their  breaches  of  fiduciary  duty,  in  an  amount 
exceeding  S82  million. 

105.  In  addition,  M&T  is  entitled  to  an  accounting  of  all  amounts  received  by 
HBK  and  Deutsche  Bank  Trust  from  M&T  or  in  connection  with  the  Gemstone  VII  notes, 
together  with  judgment  imposing  a  constructive  trust  on  all  such  amounts  for  the  benefit  of 
M&T. 

1 06.  In  addition,  because  the  breaches  of  fiduciary  duty  by  Deutsche  Bank 
Trust  and  HBK  were  intentional,  willful  and  malicious,  M&T  is  entitled  to  an  award  of  punitive 
damages  in  an  amount  exceeding  $100  million. 

FIFTH  CAUSE  OF  ACTION 
(Aiding  and  Abetting  Breach  of  Fiduciary  Duty) 

107.  Repeats  the  allegations  in  paragraphs  1  through  106. 

108.  DBSI,  as  seller  of  the  Gemstone  VII  notes,  and  Deutsche  Bank  AG,  as 
counterparty  on  the  credit  default  swaps,  aided  and  abetted  the  breaches  of  fiduciary  duty  by 
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Deutsche  Bank  Trust  and  HBK  by  knowingly  providing  material  assistance  to  such  breaches  of 
fiduciary  duty. 

109.  DBSI  provided  that  assistance  by  purchasing  the  Gemstone  VII  notes  and 
offering  them  for  sale  in  an  unregistered  offering,  purportedly  under  SEC  Rule  144A.  In 
addition,  the  Gemstone  offering  materials  (published  in  the  name  of  DBSI,  among  others)  were 
materially  false.  DBSI  was  aware  of  this  and  participated  in  making  the  misrepresentations  and 
omissions  contained  in  those  offering  materials. 

110.  Deutsche  Bank  AG  assisted  with  the  breaches  of  fiduciary  duty  of 
Deutsche  Bank  Trust  and  HBK  by  providing  $600  million  of  collateral  through  the  credit  default 
swaps.  The  Reference  Obligations  underlying  the  credit  default  swaps  were  subject  to  the  same 
misrepresentations  and  omissions  regarding  inflated  ratings,  quality  and  performance,  exception 
loans,  dependence  on  continued  home  price  appreciation,  and  due  diligence  and  underwriting,  as 
were  the  cash  bonds  discussed  above.  As  counterparty  on  the  credit  default  swaps,  Deutsche 
Bank  AG  was  aware  of  these  misrepresentations  and  omissions  and  failed  to  disclose  them. 
Deutsche  Bank  AG  was  aware  that  its  conduct  provided  material  and  substantial  assistance  to 
Deutsche  Bank  Trust  and  HBK  in  breaching  their  fiduciary  duties. 

111.  DBSI  and  Deutsche  Bank  AG  are  liable  to  M&T  for  the  damages  caused 
by  their  unlawful  conduct,  in  an  amount  exceeding  $82  million. 

SIXTH  CAUSE  OF  ACTION 
(Breach  of  Contract) 

112.  Repeats  the  allegations  in  paragraph  1  through  111. 

113.  On  February  2 1 ,  2007,  M&T  and  DBSI  entered  into  a  contract  pursuant  to 


CONFIDENTIAL  -  PRODUCED  TO  M&T  PURSUANT  TO  PROTECTIVE  ORDER  DBSI_0000007 1 

DB  PSI  00000071 


Footnote  Exhibits  -  Page  2263 


-44- 

which  M&T  purchased,  and  DBS1  sold,  the  Gemstone  VII  notes.  It  was  a  material  term  of  that 
contract  that  the  representations  made  orally  by  DBSI  and  HBK  and  set  forth  in  writing  in  the 
Gemstone  offering  materials  were  true  and  correct  and  that  all  material  information  had  been 
disclosed  to  M&T.  DBSI  breached  its  contract  with  M&T,  and  breached  its  implied  covenant  of 
good  faith  and  fair  dealing  in  connection  with  that  contract,  because  the  representations  made  in 
connection  with  the  sale  of  the  notes  were  false  and  DBSI  failed  to  disclose  material  information 
to  M&T,  including  without  limitation  the  fact  that  the  notes  were  a  high-risk  bet  that  housing 
prices  in  the  United  States  would  continue  to  rise,  the  fact  that  the  collateral  underlying  the  notes 
was  low-quality  and  impaired,  the  fact  that  the  due  diligence  and  monitoring  of  the  Gemstone 
VII  collateral  was  inadequate,  the  fact  that  the  loss  projection  and  default  models  used  in  the 
Gemstone  VTI  CDO  were  unreliable  and  wrong,  the  fact  that  the  ratings  of  the  notes  were  falsely 
inflated,  and  the  fact  that  the  tranched  structure  of  the  notes  did  not  confer  the  safety  benefits 
represented  by  DBSI. 

1 14.  Deutsche  Bank  Trust  entered  into  a  Indenture  Agreement,  dated  as  of 
March  1 5,  2007  (the  "Indenture")  with  Gemstone  Ltd.  and  Gemstone  Corp.  The  Indenture 
Agreement  provided,  among  other  things,  the  terms  on  which  Deutsche  Bank  Trust  acted  as 
trustee  of  the  Gemstone  VII  collateral.  As  a  Gemstone  VII  noteholder,  M&T  was  a  third-party 
beneficiary  of  the  Indenture. 

1 1 5.  Under  the  Indenture,  Deutsche  Bank  Trust  agreed,  expressly  and/or 
impliedly,  to  disclose  all  material  information  to  M&T  and  that  it  would  exercise  its  rights  under 
the  Indenture  and  associated  agreements  (including  without  limitation  the  Management 
Agreement)  to  protect  M&T's  interests  as  a  noteholder.  Deutsche  Bank  Trust  breached  its 
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contractual  obligations  under  the  Indenture,  because  it  did  not  remove  HBK  as  collateral 
manager  or  require  HBK  to  mitigate  losses  under  the  Indenture  by  selling  collateral.  In  addition, 
HBK  breached  its  obligations  under  the  Indenture  by  failing  to  disclose  to  M&T  that  the  ratings 
of  the  Gemstone  VII  collateral  were  inflated,  the  known  quality  and  performance  problems  with 
the  collateral,  that  the  due  diligence  and  monitoring  of  the  Gemstone  VII  collateral  was 
inadequate,  that  the  loan  loss  and  default  projection  models  used  in  the  Gemstone  VII  CDO  were 
unreliable  and  wrong,  and  that  the  collateral  was  dependent  on  continued  home  price 
appreciation.  This  conduct  also  constituted  a  breach  of  Deutsche  Bank  Trust's  obligation  of 
good  faith  and  fair  dealing  under  the  Indenture. 

1 16.     DBSI  and  Deutsche  Bank  Trust  are  liable  to  M&T  for  the  damages  caused 
by  their  breaches  of  contract,  in  an  amount  exceeding  $82  million. 


SEVENTH  CAUSE  OF  ACTION 
(General  Business  Law  §  350) 

117.     Repeats  the  allegations  in  paragraphs  1  through  116. 


1 1 8.  The  Gemstone  offering  materials  constituted  "advertising"  under  General 
Business  Law  §  350.  The  Gemstone  offering  materials  were  prepared  and  used  to  solicit 
investors  by  defendants  Gemstone  Ltd.,  Gemstone  Corp.,  DBSI,  and  HBK.  As  discussed  above, 
those  materials  were  materially  misleading. 

119.  The  conduct  of  DBSI  and  HBK  in  issuing  the  Gemstone  offering  materials 
violated  General  Business  Law  §  350. 

120.  Gemstone  Ltd.,  Gemstone  Corp.,  DBSI,  and  HBK  are  liable  to  M&T  for 
the  damages  caused  by  their  unlawful  false  advertising,  in  an  amount  exceeding  $82  million. 
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121.  The  conduct  of  Gemstone  Ltd.,  Gemstone  Corp.,  DBS1,  and  HBK  in 
violating  General  Business  Law  §  350  was  intentional  willful  and  malicious.  As  a  result,  they 
are  liable  to  M&T  for  punitive  damages  in  an  amount  exceeding  $1 00  million. 

EIGHTH  CAUSE  OF  ACTION 
(General  Business  Law  §  349) 

1 22.  Repeats  the  allegations  in  paragraph  1  through  121. 

123.  The  Gemstone  offering  materials  were  materially  misleading,  as  set  forth 
above. 

124.  The  sale  of  the  Gemstone  VTI  notes  was  within  the  scope  of  General 
Business  Law  §  349.  It  was  not  an  individually  negotiated  transaction.  Upon  information  and 
belief,  the  notes  were  offered  to  a  wide  variety  of  different  purchasers  on  uniform  terms  that 
were  not  subject  to  negotiation. 

125.  The  misrepresentations  and  material  omissions  in  the  Gemstone  offering 
materials  were  likely  to  (and  did)  mislead  reasonable  purchasers  acting  reasonably  under  the 
circumstances. 

126.  The  conduct  of  Gemstone  Ltd.,  Gemstone  Corp.,  DBS1,  and  HBK,  in 
soliciting  investors  and  offering  the  Gemstone  VII  notes  through  use  of  the  Gemstone  offering 
materials  was  in  violation  of  General  Business  Law  §  349. 

1 27.  Gemstone  Ltd.,  Gemstone  Corp.,  DBS1,  and  HBK  are  liable  to  M&T  for 
the  damages  caused  by  their  unlawful  conduct,  in  an  amount  exceeding  $82  million. 

128.  The  conduct  of  Gemstone  Ltd.,  Gemstone  Corp.,  DBSI,  and  HBK  in 
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violating  General  Business  Law  §  349  was  intentional  willful  and  malicious.  As  a  result,  they 
are  liable  to  M&T  for  punitive  damages  in  an  amount  exceeding  $100  million. 

NINTH  CAUSE  OF  ACTION 
(Rescission  of  Contract) 

129.  Repeats  the  allegations  in  paragraphs  1  through  128. 

130.  As  a  result  of  the  material  misrepresentations  and  omissions  described 
above,  M&T  is  entitled  to  judgment  rescinding  the  contract  of  sale  for  the  Gemstone  VII  notes 
and  directing  DBSI  to  return  the  purchase  price  for  the  notes,  together  with  interest.  M&T 
hereby  tenders  its  Gemstone  VII  notes  to  DBSI. 


TENTH  CAUSE  OF  ACTION 
(Rescission  of  Contract/Illegality) 

131 .     Repeats  the  allegations  in  paragraphs  1  through  130. 


132.  The  contract  of  sale  pursuant  to  which  DBSI  sold  the  Gemstone  VII  notes 
to  M&T  was  unlawful  because  it  included  misrepresentations  and  material  omissions  in  violation 
of  New  York  and  federal  law,  including  the  New  York  Martin  Act  (N.Y.  Gen.  Bus.  Law  §  352- 
c),  General  Business  Law  §  349,  General  Business  Law  §  350,  and  section  17  of  the  Securities 
Act  of  1933,  15  U.S.C.  §  77q,  and  the  regulations  promulgated  thereunder. 

1 33.  Because  the  contract  of  sale  was  illegal,  M&T  is  entitled  to  judgment 
rescinding  the  contract  of  sale  for  the  Gemstone  VII  notes  and  directing  return  of  the  purchase 
price  for  the  notes,  together  with  interest.  M&T  hereby  tenders  its  Gemstone  VII  notes  to  DBSI. 
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ELEVENTH  CAUSE  OF  ACTION 
(Mutual  Mistake) 

134.     Repeats  the  allegations  in  paragraphs  1  through  133. 


135.  M&T  pleads  this  tenth  cause  of  action  in  the  alternative  to  its  contention 
that  DBSI  intentionally  defrauded  it. 

1 36.  M&T  entered  into  the  contract  to  purchase  the  Gemstone  VII  notes  based 
on  the  following  mistakes  of  fact: 

a.  That  the  collateral  underlying  the  Gemstone  VII  notes  was 
diversified  and  not  correlated. 

b.  That  the  Gemstone  VII  notes  had  actually  and  objectively  satisfied 
the  standards  to  be  rated  AAA  by  S&P  and  Aaa  by  Moody's. 

c.  That  the  same  underwriting  and  due  diligence  standards  had  been 
applied  to  Gemstone  VQ  as  to  the  earlier  Gemstone  CDOs. 

d.  That  the  overcollateralization  and  tranched  structure  of  the 
Gemstone  VII  CDO  would  protect  M&T's  notes  from  losses  or 
declines  in  value. 

e.  That  the  safety  and  stability  of  the  Gemstone  VII  was  not 
dependent  upon  continuing  appreciation  of  home  prices  in  the 
United  States  market 

f.  That  the  safety  and  stability  of  the  Gemstone  VII  notes  was 
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commensurate  with  other  debt  instruments  paying  interest  at  the 
rate  of  approximately  3.37%  to  3.58%. 

g.        That  the  loss  and  default  models  applied  by  the  rating  companies 
and  by  defendants  to  the  Gemstone  VII  notes  were  reasonable, 
accurate,  and  reliable  for  predicting  the  performance  of  the 
Gemstone  VII  notes. 

137.  If  DBSI  was  also  unaware  of  and  mistaken  about  any  of  the  foregoing 
facts,  then  the  contract  of  sale  for  the  Gemstone  notes  was  based  upon  a  mutual  mistake  of 
material  fact. 

138.  In  that  event,  M&T  is  entitled  to  rescission  of  that  contract  and  return  of 
its  purchase  price  for  the  notes,  together  with  interest.  M&T  hereby  tenders  the  Gemstone  VII 
notes  to  DBSI. 

TWELFTH  CAUSE  OF  ACTION 
(Unjust  Enrichment) 

139.  Repeats  the  allegations  in  paragraphs  1  through  138. 

1 40.  As  a  result  of  their  fraud  and  other  wrongful  conduct,  defendants  have 
been  unjustly  enriched.  It  would  be  inequitable  and  unjust  to  permit  defendants  to  retain  the 
proceeds  of  their  unlawful  conduct. 

141.  M&T  is  entitled  to  judgment  directing  defendants  to  disgorge  all  amounts 
received  as  a  result  of  their  fraudulent  and  wrongful  conduct  in  connection  with  notes  sold  by 
Gemstone  VII,  including  without  limitation:  the  proceeds  of  the  sales  of  the  notes,  all  collateral 
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managemcnt  fees,  trustee  fees,  collateral  administration  fees,  amounts  received  by  Deutsche 
Bank  AG  as  counterparty  on  credit  default  swaps,  distributions  of  any  type  from  Gemstone  VII, 
commissions  or  sales  fees,  and  amounts  received  from  the  Gemstone  VII CDO  in  transactions 
involving  the  purchase  of  collateral. 

WHEREFORE,  M&T  demands  judgment  as  follows: 

(1)  On  the  first  through  eighth  causes  of  action,  monetary  damages  in  an 
amount  sufficient  to  compensate  M&T  for  its  losses,  which  amount  exceed  $82  million. 

(2)  On  the  first,  third,  ninth,  tenth,  and  eleventh  causes  of  action,  judgment 
determining  that  the  contract  of  sale  between  DBSI  and  M&T  is  rescinded,  and  directing  DBSI 
to  return  to  M&T  the  purchase  price  for  the  Gemstone  VII  notes. 

(3)  On  the  fourth  cause  of  action,  judgment  directing  an  accounting  of  all 
amounts  received  by  HBK  and  DBSI  from  M&T  or  in  connection  with  the  Gemstone  VII  notes, 
together  with  judgment  imposing  a  constructive  trust  on  all  such  amounts  for  the  benefit  of 
M&T. 

(4)  On  the  twelfth  cause  of  action,  judgment  directing  defendants  to  disgorge 
all  amounts  received  as  a  result  of  their  wrongful  conduct  in  connection  with  the  Gemstone  VII 
CDO. 

(5)  On  all  causes  of  actions,  an  award  of  interest,  costs  and  disbursements, 
and  attorneys'  fees. 

(6)  An  award  of  punitive  damages  in  an  amount  exceeding  $100  million. 
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(7)        Such  further  relief  as  the  Court  deems  proper. 


Date:  June  16, 2008 


HODGSON  RUSS  LLP 


Jodya 

Jennifer  Mucha 
The  Guaranty  Building 
140  Pearl  Street,  Suite  100 
Buffalo,  New  York  14202 
Telephone:  (716)856-4000 


and 


KORNSTEIN  VEISZ  WEXLER  &  POLLARD,  LLP 

Daniel  J.  Komstein 
Kevin  J.  Fee 
757  Third  Avenue 
New  York,  NY  10017 
Telephone:  (212)418-8610 


BFLODOCS  2276050  vl 
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From:  Stuber,  Laura  (HSGAC) 

Sent:  Tuesday,  November  23,  2010  5:25  PM 

To:  'barbara.wright@wellsfargo.com' 

Subject:  RE:  Gemstone  VII  Information 

Yes,  thanks  very  much. 

Original  Message 

From:  barbara. wright@wellsfargo. com  [mailto:barbara. wright@wellsfarfio.com] 

Sent:  Tuesday,  November  23,  2010  4:53  PM 

To:  Stuber,  Laura  (HSGAC) 

Subject:  RE:  Gemstone  VII  Information 

At  this  point  the  Gemstone  bonds  are  not  anticipated  to  pay  anything,  which  is  why  they  are  currently  marked  at 
$0  (i.e.,  their  current  market  value)  in  the  Longshore  III  trustee  reports.  However,  the  bonds  did  pay  some 
interest  over  the  years,  as  set  forth  on  the  attached  chart.  As  you  can  see,  the  Class  B's  did  pay  some  interest 
into  Longshore  III  until  recently,  on  a  declining  basis.  Longshore  III  has  not  liquidated,  which  is  why  there  are 
still  trustee  reports;  Sagittarius  has  liquidated  and  the  bonds  were  worthless  at  the  liquidation,  since  the  Class 
C's  had  stopped  cash-flowing  in  2007.  Does  this  help? 

-—-Original  Message 

From:  Stuber,  Laura  (HSGAC)  [mailto :Laura  Stuber(g),hsgac.senate. gov] 

Sent:  Tuesday,  November  23,  2010  2:38  PM 

To:  Wright,  Barbara  H 

Subject:  RE:  Gemstone  VII  Information 

Barbara, 

Hi.  I  want  to  make  sure  I  understand  what  you  sent  me.  Did  Longshore  receive  any  return  on  its  $30  million 
purchase  of  Gemstone  7?  I  know  you  said  that  the  bonds  are  currently  marked  at  zero,  but  I  wasn't  sure  if  that 
meant  that  the  mark  had  changed  post  liquidation.  Please  let  me  know  if  I'm  not  understanding  this  correctly. 
Thank  you. 

Original  Message 

From:  barbara.wright@wellsfargo.com  [mailto:barbara.wri ght(5),wellsfargo.corn1 

Sent:  Friday,  November  19,  2010  3:01  PM 

To:  Stuber,  Laura  (HSGAC) 

Subject:  RE:  Gemstone  VII  Information 

Hi  Laura.  First,  I  am  attaching  the  most  recent  trustee's  report  for  the  Longshore  III  transaction  which  shows 
the  Gemstone  7  bonds  marked  at  $0.  (Note  that  these  are  not  Wachovia's  assets  (or  losses),  but  are  collateral 
held  in  a  CDO.)  I  was  also  able  to  locate  the  "missing"  $10  million  —  SAI  purchased  $10  million  of  the  Class 
C's  for  another  CDO  it  was  managing  called  Sagittarius.  Sagittarius  went  into  default  and  was  liquidated  and  no 
value  was  received  for  the  Gemstone  7  bonds  at  the  time  of  liquidation.  I  hope  this  is  helpful. 


Redacted  by  the 
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$20MM  GEMST  2007-7A  B  held  by  Longshore  III 

Period 

Date 

Principal 

Interest 

0 

3/15/2007 

0 

0 

1 

6/12/2007 

0 

298,320 

2 

7/12/2007 

0 

0 

3 

8/13/2007 

0 

0 

4 

9/12/2007 

0 

308,711 

5 

10/12/2007 

0 

0 

6 

11/13/2007 

0 

0 

7 

12/12/2007 

0 

322,734 

8 

1/14/2008 

0 

0 

9 

2/12/2008 

0 

0 

10 

3/12/2008 

0 

293,854 

11 

4/14/2008 

0 

0 

12 

5/12/2008 

0 

0 

13 

6/12/2008 

0 

183,042 

14 

7/14/2008 

0 

0 

15 

8/12/2008 

0 

0 

16 

9/12/2008 

0 

177,164 

17 

10/14/2008 

0 

0 

18 

11/12/2008 

0 

0 

19 

12/12/2008 

0 

176,881 

20 

1/12/2009 

0 

0 

21 

2/12/2009 

0 

0 

22 

3/12/2009 

0 

138,938 

23 

4/14/2009 

0 

0 

24 

5/12/2009 

0 

0 

25 

6/12/2009 

0 

102,797 

26 

7/13/2009 

0 

0 

27 

8/12/2009 

0 

0 

.  28 

9/14/2009 

0 

67,403 

29 

10/13/2009 

0 

0 

30 

11/12/2009 

0 

0 

31 

12/14/2009 

0 

.  49,529 

32 

1/12/2010 

0 

0 

33 

2/12/2010 

0 

0 

34 

3/12/2010 

0 

46,712 

35 

4/12/2010 

0 

0 

36 

.5/12/2010 

0 

0 

37 

6/14/2010 

0 

47,821 

38 

7/12/2010 

0 

0 

39 

8/12/2010 

0 

0 

40 

9/13/2010 

0 

170 

41 

10/12/2010 

0 

0 

$10MM  GEMST  2007-7A  C  held  by  Longshore  III 

Period 

Date 

Principal 

Interest 

0 

3/15/2007 

0 

0 

1 

6/12/2007 

0 

187,974 

2 

7/12/2007 

0 

0 

3 

8/13/2007 

0 

0 

4 

9/12/2007 

0 

194,478 

5 

10/12/2007 

0 

0 

6 

11/13/2007 

0 

0 

7 

12/12/2007 

0 

0 

8 

1/14/2008 

0 

0 

9 

2/12/2008 

0 

0 

10 

3/12/2008 

0 

0 

11 

4/14/2008 

0 

0 

12 

5/12/2008 

0 

0 

13 

6/12/2008 

0 

0 

14 

7/14/2008 

0 

0 

15 

8/12/2008 

0 

0 

16 

9/12/2008 

0 

0 

17 

10/14/2008 

0 

0 

18 

11/12/2008 

0 

0 

19 

12/12/2008 

0 

0 

20 

1/12/2009 

0 

0 

21 

2/12/2009 

0 

0 

22 

3/12/2009 

0 

0 

23 

4/14/2009 

0 

0 

24 

5/12/2009 

0 

0 

25 

6/12/2009 

0 

0 

26 

7/13/2009 

0 

0 

27 

8/12/2009 

0 

0 

28 

9/14/2009 

0 

0 

29 

10/13/2009 

0 

0 

30 

11/12/2009 

0 

0 

31 

12/14/2009 

0 

0 

32 

1/12/2010 

0 

0 

33 

2/12/2010 

0 

0 

34 

3/12/2010 

0 

0 

35 

4/12/2010 

0 

0 

36 

5/12/2010 

0 

0 

37 

6/14/2010 

0 

0 

38 

7/12/2010 

0 

0 

39 

8/12/2010 

0 

0 

40 

9/13/2010 

0 

0 

41 

10/12/2010 

0 

0 
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$10MM  GEMST  2007-7A  C  held  by  Sagittarius 


Period 

Date 

Principal 

Interest 

0 

3/15/2007 

0 

0 

1 

6/12/2007 

0 

187,974 

2 

7/12/2007 

0 

0 

3 

8/13/2007 

0 

0 

4 

9/12/2007 

0 

194,478 

5 

10/12/2007 

0 

0 

6 

11/13/2007 

0 

0 

7 

12/12/2007 

0 

.     0 

8 

1/14/2008 

0 

0 

9 

2/12/2008 

0 

0 

10 

3/12/2008 

0 

0 

11 

4/14/2008 

0 

0 

12 

5/12/2008 

0 

0 

13 

6/12/2008 

0 

0 

14 

7/14/2008 

0 

0 

15 

8/12/2008 

0 

0 

16 

9/12/2008 

0 

0 

17 

10/14/2008 

0 

0 

18 

11/12/2008 

0 

0 

19 

12/12/2008 

0 

0 

20 

1/12/2009 

0 

0 

21 

2/12/2009 

0 

0 

22 

3/12/2009 

0 

0 

23 

4/14/2009 

0 

0 

24 

5/12/2009 

0 

0 

25 

6/12/2009 

0 

0 

26 

7/13/2009 

0 

0 

27 

8/12/2009 

0 

0 

28 

9/14/2009 

0 

0 

29 

10/13/2009 

0 

0 

30 

11/12/2009 

0 

0 

31 

12/14/2009 

0 

0 

32 

1/12/2010 

0 

0 

33 

2/12/2010 

0 

0 

34 

3/12/2010 

0 

0 

35 

4/12/2010 

0 

0 

36 

5/12/2010 

0 

0 

37 

6/14/2010 

0 

0 

38 

7/12/2010 

0 

0 

39 

8/12/2010 

0 

0 

40 

9/13/2010 

0 

0 

41 

10/12/2010 

0 

0 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Farber,  Seth  [sfarber@deweyleboeuf.com] 

Tuesday,  December  07,  201 0  8:43  AM 

Stuber,  Laura  (HSGAC) 

Farber,  Seth;  Careiro,  Vanessa  (HSGAC);  Petrella,  Christina;  Coleman,  Nona 

Re:  Another  matter 


Laura  -  in  response  to  your  question  about  the  ultimate  result  of  Commerzbank's  Gemstone  VII  investment,  the 
investment  has  been  transferred  to  the  Bank's  London  branch  and  has  been  written  down  to  zero.  Seth 


On  Nov  22,  2010,  at  10:12  AM,  "Stuber,  Laura  \(HSGAC\)"  <Laura  Stuber(g>hsgac.senate.gov>  wrote: 
Thanks  Seth.  I  will  give  you  a  call  after  2:00. 


From:  Farber,  Seth  [mailto:sfarber@deweyleboeuf.com] 

Sent:  Saturday,  November  20,  2010  3:59  PM 

To:  Stuber,  Laura  (HSGAC) 

Cc:  Careiro,  Vanessa  (HSGAC);  Petrella,  Christina;  Coleman,  Ilona 

Subject:  RE:  Another  matter 


Laura  - 1  tried  you  on  Friday  at  4  pm,  as  we  discussed,  but  just  got  voicemail.  If  you'd  like  to  follow  up  on 
Monday,  my  schedule  is  pretty  clear  after  2pm.  Seth 


Seth  Farber 

Partner 

Dewey  &  LeBoeuf  LLP 

1301  Avenue  of  the  Americas 

New  York,  NY  10019 

Direct: +1  212  259  7227 

General: +1  212  259  8000 

Fax:+1  212  259  6333 

sfarber@dl.com 

www.dl.com 
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greglip@bbotgTo:  jmcpassport@bbotg 

cc: 
-„.     .  Subject:  Re:  Fwd:  Wall  Street  Journal  Today  Wednesday  August  23 

11:31AM 

Message  Sent:  08/23/2006  12:31:41 

From:  GREGLIP@BBOTG|GREG  LIPPMANN|DEUTSCHE  BANK  SECURI|1726|328663 
To:  JMCPASSPORT@BBOTG|JEREMY  COON|PASSPORT  MANAGEMENT,!  | 

yes... as  they  r  buying  equity  and  shorting  the  single  names.. a  bit  deviou= 
s.. 

Original  Message 

From:  JEREMY  COON,  PASSPORT  MANAGEMENT, 
At:  8/23  12:27:13 

and  this  Chicago  fund  is  rather  bearish  on  housing  yes? 

Original  Message  — — 

From:  GREG  LIPPMANN,  DEUTSCHE  BANK  SECURI 
At:  8/23  12:24:20 

Chicago  based  hedge  fund  that  is  buying  tons  of  cdo  equity  and  shorting  t= 

he 

single  names.. .will  send  u  a  si iarl  trade  idea  (thought  we  had  discussed  = 

before) 

Original  Message 

From:  JEREMY  COON,  PASSPORT  MANAGEMENT, 
At:  8/23  11:34:58 

what  is  magnetar? 

Original  Message 

From:  GREG  LIPPMANN,  DEUTSCHE  BANK  SECURI 
At:  8/23  11:34:12 

i  do  indeed  when  magnetar  gets  full  which  is  soon  it  will  be  off  to  the  r= 
aces.. 

Original  Message 

From:  JEREMY  COON,  PASSPORT  MANAGEMENT, 
At:  8/23  11:32:46 

sounds  good.. ..we  are  waiting  for  some  new  European  funds  to  come  in  and  = 
then 

plan  on  doing  some  more  CDS  with  you u  think  we  have  a  chance  at  crac= 

king 

the  infernal  CDO  bid  this  fall  and  actually  trading  on  fundamentals  and 

widening? 

Original  Message 

From:  GREG  LIPPMANN,  DEUTSCHE  BANK  SECURI 
At:  8/23  11:30:27 

lets  make  a  plan  closer  to  the  date 

Original  Message 

From:  JEREMY  COON,  PASSPORT  MANAGEMENT, 
At:  8/23  11:28:15 
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cool. ...hope  to  see  ya  down  there 

Original  Message 

From:  GREG  LEPPMANN,  DEUTSCHE  BANK  SECURI 
At:  8/23  11:25:22 

absolutely... 

Original  Message 

From:  JEREMY  COON,  PASSPORT  MANAGEMENT, 
At:  8/23  11:21:53 

are  you  attending  the  ABS  East  Nov  5-8? 

Original  Message 

From:  GREG  LIPPMANN,  DEUTSCHE  BANK  SECURI 
At:  8/23  11:10:41 

Original  Message 

From:  Greg  Lippmann  <greg.lippmann@db.com> 
At:  8/23  11:09:55 

August  23,  2006 


After  the  Boom 
Housing  Slump  Proves  Painful 
For  Some  Owners  and  Builders 
'Hard  Landing'  on  the  Coasts 
Jolts  Those  Who  Must  Sell; 
Ms.  Guth  Tries  an  Auction 
'We're  Preparing  for  the  Worst' 

By  JAMES  R.  HAGERTY  and  MICHAEL  CORKERY 

August  23,  2006;  Page  Al 

HERNDON,  Va.  -  For  years,  real-estate  brokers  and  home  builders  promised= 

that  the  soaring  property  market  eventually  would  glide  to  a  soft  landing= 

These  optimists  predicted  that  home  prices,  which  had  more  than  doubled  i= 

n 

parts  of  the  country  between  2000  and  2005,  would  continue  to  rise,  but  a= 

t 

a  more  normal  pace  of  5%  or  6%  a  year. 

It  isn't  working  out  that  way.  The  rapid  deterioration  of  the  market  over= 
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the  past  12  months  has  caught  many  homeowners  and  builders  off  guard.  Som= 

e 

are  being  forced  to  cut  prices  far  below  what  their  homes  could  have 

fetched  a  year  ago.  It's  too  early  to  say  how  hard  the  landing  will  be, 

but  at  a  minimum  it  will  be  bumpy  for  many  people  who  need  to  sell  homes .= 

And  the  economy  as  a  whole,  buoyed  in  recent  years  by  the  housing  frenzy ,= 

could  suffer. 

The  pain  that  homeowners  and  home  builders  are  now  feeling  follows  a 

raging  national  house  party.  As  Americans  soured  on  the  stock  market  afte= 

r 

the  tech  bubble  burst  in  2000,  they  poured  money  into  real  estate,  spurre= 

d  -  • 

on  by  the  lowest  interest  rates  in  four  decades  and  looser  lending 

standards.  Surging  demand  created  home  shortages  in  California,  Florida 

and  the  Northeast.  Over  the  five  years  ending  Dec.  31,  average  U.S.  home 

prices  jumped  by  58%,  according  to  a  federal  housing  index. 

But  mortgage  rates  began  rising  and  surging  inventories  of  homes  for  sale= 

finally  caught  up  with  demand.  Though  economists  had  been  predicting  a 

slowdown  in  housing  for  years,  many  homeowners  and  builders  were  surprise= 

d 

by  how  fast  the  market  changed.  "It's  just  like  somebody  flipped  a 

switch,"  says  Lynn  Gardner,  a  real-estate  auctioneer  who  works  in  Norther= 

n 

Virginia. 

"It  would  be  difficult  to  characterize  the  position  of  home  builders  as 

other  than  in  a  hard  landing,"  says  Robert  Toll,  chief  executive  of  luxur= 

y 

home  builder  Toll  Brothers  Inc.,  which  reported  yesterday  that  net  income= 

fell  1 9%  in  the  third  quarter  ended  July  3 1 .  (See  related  article2.) 
In  his  40  years  as  a  home  builder,  Mr.  Toll  says,  he  has  never  seen  a 
slump  unfold  like  the  current  one.  "I've  never  seen  a  downturn  in  housing= 

without  a  downturn  in  employment  or...  some  macroeconomic  nasty  condition= 

that  took  housing  down  along  with  other  elements  of  the  economy,"  he  says= 

"This  time,  you've  got  low  unemployment,  you've  got  job  creation,  you've 

got  a  stable  stock  market  and  relatively  low  interest  rates." 

Joan  Guth  is  one  homeowner  who  was  taken  by  surprise.  Last  September,  she= 

put  her  stately  five-bedroom  home  in  Herndon,  Va.,  on  the  market  for  abou= 

t 

$1.1  million.  She  was  confident  she  would  get  something  near  that  price, 
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and  planned  to  use  the  proceeds  to  buy  a  retirement  home  in  Florida.  But 

her  home  in  the  Washington  suburbs  attracted  few  serious  lookers,  and  in 

March,  she  cut  her  asking  price  to  $899,900.  Still  there  were  no  takers. 

Finally,  on  the  advice  of  her  broker,  she  called  in  an  auction  firm, 
beginning  a  process  that  would  eventually  reveal  to  her  just  how  weak  the= 

Northern  Virginia  market  had  become. 

In  much  of  the  country,  property  markets  began  cooling  rapidly  in  the 

second  half  of  last  year.  Home  builders  were  still  turning  out  houses  at  = 

a 

rapid  clip,  and  the  surge  of  new  and  previously  occupied  homes  on  the 

market  convinced  buyers  there  was  no  need  to  hurry.  Over  the  past  year, 

the  number  of  previously  occupied  homes  listed  for  sale  nationwide  has 

risen  nearly  40%.  In  some  metropolitan  areas,  including  Orlando  and 

Phoenix,  the  supply  has  quadrupled. 

Investors  who  during  the  boom  had  been  snapping  up  properties  from  the 

outskirts  of  Phoenix  to  the  slums  of  Baltimore  began  dumping  them  on  the 

market,  hoping  to  get  out  with  a  profit  before  it  was  too  late. 

The  resulting -slump,  thus  far,  is  being  felt  mainly  on  the  East  and  West 

coasts  and  in  Florida,  where  home  prices  had  soared  beyond  the  average 
working  family's  ability  to  pay.  In  California's  San  Diego  County,  the 
median  home-sale  price  was  $487,000  in  July,  down  1.8%  from  a  year 
earlier,  according  to  DataQuick  Information  Systems,  a  research  firm  in 
San  Diego.  Prices  in  the  Northern  Virginia  counties  of  Fairfax  and 
Arlington  and  in  nearby  towns,  near  Washington,  averaged  $537,731  in  July= 

down  3.9%  from  a  year  earlier,  according  to  the  Northern  Virginia 
Association  of  Realtors. 


Joan  Guth,  outside  the  Herndon,  Va.,  home  she  agreed  to  sell  earlier  this= 

month. 

In  some  other  parts  of  the  country,  notably  Texas  and  the  Seattle  area, 
local  housing  markets  remain  robust.  Texas'  low  housing  costs  are 
attracting  new  residents  and  investors,  while  Seattle's  strong  job  market= 

and  shortage  of  homes  have  kept  prices  rising. 

Nationwide,  the  median  sale  price  of  previously  occupied  homes  in  June  wa= 

s 

0.9%>  higher  than  it  was  a  year  earlier,  the  smallest  year-to-year  increas= 
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e 

since  May  1995,  according  to  the  National  Association  of  Realtors,  a  trad= 

e 

group.  Over  the  next  few  months,  the  median  price  may  decline  from 

year-earlier  periods,  a  spokesman  for  the  association  says,  something  tha= 

t 

hasn't  happened  since  February  1993. 

The  market  may  be  weaker  than  the  Realtors'  widely  followed  monthly 

reports  suggest.  The  group's  data  don't  reflect  the  latest  transactions. 


Its  report  on  July  home  sales,  for  instance,  due  today,  will  mainly 
reflect  sales  that  were  agreed  upon  in  May  or  June  and  closed  in  July. 
Moreover,  when  the  market  turns  down,  many  home  sellers  initially  let 
their  homes  sit  instead  of  cutting  prices  enough  to  entice  buyers. 
Allen  Sinai,  chief  economist  at  Decision  Economics  Inc.,  a  New  York 
research  firm,  contends  that  housing  is  poised  for  something  "harder  than= 

a  soft  landing  but  softer  than  a  hard  landing."  The  weaker  market  will 

hurt  the  economy  by  eliminating  jobs  in  construction  and  other 

housing-related  fields  and  by  reducing  the  ability  of  consumers  to  financ= 

e 

spending  by  borrowing  against  their  home  equity.  Mr.  Sinai  predicts  these= 

factors  could  shave  as  much  as  a  percentage  point  off  economic  growth  ove= 

r 

the  next  year  or  so.  Taking  that  into  account,  he  expects  the  economy  to 


grow  at  a  relatively  sluggish  annual  rate  of  2.5%  to  2.75%  in  2007, 

compared  with  2.5%  in  this  year's  second  quarter  and  5.6%  in  the  first 

quarter. 

In  a  speech  yesterday,  Michael  Moskow,  president  of  the  Federal  Reserve 

Bank  of  Chicago,  noted:  "While  we  factor  a  housing  slowdown  into  our 

outlook,  there  is  some  evidence  —  such  as  higher  rates  of  cancellation  i= 

n 

home-building  contracts  —  that  the  slowdown  could  be  more  extensive." 

With  fewer  consumers  applying  for  home  loans,  some  big  mortgage  lenders 

are  already  retrenching.  Countrywide  Financial  Corp.  last  month  announced3 

plans  to  reduce  costs  by  $500  million.  Earlier  this  year,  Washington 

Mutual  Inc.  eliminated  2,500  jobs  at  loan-processing  centers. 

Builders,  who  were  optimistic  about  prospects  until  a  few  months  ago,  are= 

cutting  back  too.  KB  Home,  a  big  home  builder  based  in  Los  Angeles,  has 
eliminated  7%  of  its  work  force,  or  440  jobs.  In  July,  U.S.  home  builders= 

started  construction  at  an  annual  rate  of  1.45  million  single-family 

homes,  down  20%  from  the  January  peak. 

Last  August,  when  Horsham,  Pa.-based  Toll  Brothers  reported  that  its 

quarterly  profit  had  doubled,  Mr.  Toll  boasted:  "We've  got  the  supply,  an= 

d 

the  market  has  got  the  demand.  So  it's  a  match  made  in  heaven."  Since 

then,  Toll  has  cuts  its  guidance  four  times  on  the  number  of  homes  it 
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expects  to  close  on,  and  its  share  price  has  fallen  by  more  than  45%. 
Yesterday,  the  company  said  orders  for  new  homes  in  the  third  quarter  wer= 
e 

down  48%  from  a  year  earlier. 
Mr.  Toll  blames  a  "drop  in  confidence"  among  prospective  home  buyers,  who= 

he  says  are  worried  about  "the  direction  of  America"  and  the  situation  in= 

Iraq.  The  retreat  of  speculators  who  were  buying  and  "flipping"  homes  als= 

d 

hurt  the  market,  he  says.  Such  speculative  buyers,  who  Mr.  Toll  estimates= 

accounted  for  about  10%  of  demand  one  year  ago,  are  now  sellers. 

Even  so,  Mr.  Toll  contends  that  new  household  formation,  immigration,  job= 

creation  and  rising  affluence  are  currently  producing  a  pent-up  demand  fo= 

r 

housing.  Once  Americans  believe  that  home  prices  have  bottomed,  he  argues= 

they  will  rush  back  into  the  market,  although  he  is  unwilling  to  predict 

when  that  will  happen. 

At  D.R.  Horton  Inc.,  the  nation's  largest  home  builder  by  units  built  per= 

year,  executives  said  late  last  year  they  were  confident  that  quarterly 
earnings  would  continue  to  increase  even  during  a  housing-market  slump.  1= 
n 

July,  Horton  reported  a  21%  decline  in  net  income  for  the  third  quarter 
ended  June  30,  the  first  quarter  in  28  years  in  which  it  didn't  report 
year-over-year  profit  growth.  Horton's  chief  executive,  Donald  Tomnitz, 
said  the  surge  in  home  prices  had  priced  many  people  out  of  the  market. 
"Every  time  we've  gone  into  a  downturn  in  the  home-building  industry, 
they've  always  been  longer  and  deeper  than  we've  all  imagined,"  Mr. 
Tomnitz  told  analysts  in  a  July  20  conference  call.  "So  we're  preparing 
for  the  worst,  and  we  think  this  one  will  be  longer  and  deeper  than  just 

the  last  six  months." 

For  some  homeowners  who  bought  as  the  market  was  peaking  last  year,  the 
downturn  is  already  creating  a  financial  pinch. 

In  April  2005,  Jennifer  Bloom  paid  about  $229,000  for  a  condominium  in 
Yarmouth  Port  on  Massachusetts's  Cape  Cod,  where  her  son  planned  to  live- 
After  his  plans  changed,  Ms.  Bloom,  a  software  specialist  for  a  computer 

company,  decided  early  this  year  to  sell  the  condo.  She  initially  listed 

it  at  $229,000,  and  then  gradually  shaved  the  price  to  $199,000  as  the 
market  weakened.  Earlier  this  month,  she  gave  up  on  finding  a  buyer  at  a 
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price  she  could  bear  to  accept.  Instead,  she  is  renting  out  the  condo  for=    —  •     -     —    - 

$1,000  a  month,  which  she  says  is  more  than  $200  below  her  monthly  costs 

for  mortgage  payments,  insurance,  taxes  and  other  items.  She  says  she 
intends  to  hold  off  on  selling  it  until  the  market  improves. 
The  slump  has  been  particularly  harsh  in  Northern  Virginia,  where  in 
recent  years,  large  home  builders  have  turned  open  fields  and  wooded  lots= 

into  new  subdivisions.  Inventories  of  unsold  homes  here  have  risen  147% 

over  the  past  year,  compared  to  a  40%  increase  nationally. 

Would-be  sellers  such  as  Tahir  Javed,  a  36-year-old  management  consultants 

are  growing  frustrated.  One  year  ago,  Mr.  Javed  decided  to  move  up  from 
his  town  house  in  Ashburn,  Va.  He  signed  a  contract  to  buy  for  $983,000  a= 

four-bedroom  brick  colonial  that  a  developer  planned  to  build  in  nearby 
Leesburg.  He  put  down  a  $60,000  deposit  and  planned  to  move  into  the  new 

house  in  October  2006. 

In  May,  Mr.  Javed  put  his  town  house  on  the  market  for  $499,900,  which  he= 

says  is  far  above  the  $212,000  he  paid  in  1999,  but  in  line  with  asking 
prices  for  similar  homes  in  the  neighborhood.  He  hasn't  been  able  to  find= 

a  buyer,  and  the  balance  he  owes  on  his  new  house  —  about  $920,000  —  is= 

due  in  about  six  weeks. 

Mr.  Javed  says  he  asked  the  builder  for  a  price  break,  but  the  answer  was= 

no.  He's  considering  cutting  the  asking  price  for  his  town  house  to 
slightly  under  $470,000,  and  if  that  doesn't  work,  he  may  try  to  find  a 
renter.  He  had  planned  to  use  the  money  from  selling  the  town  house  as  a 

20%  down  payment  on  what  he  owes  on  his  new  home,  and  to  borrow  the  other= 

80%.  Now  he  may  need  a  bigger  loan,  which  could  carry  a  higher  interest 

rate,  he  says.  "That  is  the  painful  part,"  he  says. 

Ms.  Guth,  whose  home  in  Herndon,  Va.,  had  failed  to  attract  a  buyer  after= 

months  on  the  market,  eventually  turned  to  Tranzon  Fox,  an  auction  firm 
based  in  Burke,  Va.  Ms.  Guth  had  based  her  initial  $1.1  million  asking 
price  on  a  2005  appraisal  of  her  home,  which  now  appeared  far  off  the 
mark.  She  and  her  family  decided  they  would  accept  the  highest  bid  of  at 

least  $675,000. 

Kristin  Eddy,  a  35-year-old  pediatric  occupational  therapist  living  in  a 

town  home  in  Reston,  Va.,  had  noticed  Ms.  Guth's  dark-green  turreted  home= 
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with  its  wraparound  verandas  while  riding  her  bike  along  a  nearby  trail. 


"I've  had  my  eye  on  that  house  for  a  long  time  -  as  a  dream,"  Ms.  Eddy 
says.  When  it  first  went  on  the  market,  it  was  far  beyond  her  price  range= 

Then  she  noticed  the  sign  announcing  the  auction. 

On  the  morning  of  Aug.  5,  the  auctioneer,  Stephen  Karbelk,  set  up 

loudspeakers  on  Ms.  Guth's  side  lawn.  Ms.  Guth  handed  bottles  of  chilled 


water  to  the  several  dozen  bidders  and  curious  neighbors  who  showed  up.  "= 

I 

have  a  whole  stomach  full  of  butterflies,"  Ms.  Guth  said. 

Ms.  Eddy  figured  her  chances  of  winning  were  near  zero.  When  the  auction 


began,  it  became  clear  that  there  were  only  two  serious  bidders.  Although= 

Mr.  Karbelk  tried  to  stir  excitement,  the  bidding  petered  out  within 

minutes.  Ms.  Eddy  was  the  high  bidder,  at  $475,000. 

Looking  stricken,  Ms.  Guth  and  one  of  her  sons  huddled  with  their  broker 


for  a  few  minutes.  Then  they  told  the  auctioneer  they  wouldn't  accept  the= 

bid,  which  fell  below  the  stipulated  minimum  that  hadn't  been  revealed  to= 

bidders.  The  auction  was  over. 

Ms.  Guth  said  she  would  move  and  leave  the  house  empty  until  she  could 

sell  it  at  a  reasonable  price.  Late  that  afternoon,  Ms.  Eddy  raised  her 

offer  to  $525,000.  The  Guths  wavered  for  two  days  before  agreeing  to 

accept  about  $530,000.  Ms.  Eddy  is  getting  a  home  with  five  bedrooms,  fou= 

r 

full  bathrooms,  a  half-acre  lot  and  a  three-car  garage  for  about  what  som= 

e 

people  had  been  paying  until  recently  for  town  houses  in  the  area. 

Ms.  Guth  has  revised  her  retirement  plan.  The  disappointing  auction  resul= 

t 

made  it  difficult  for  her  to  afford  the  kind  of  home  she  wanted  in 

Florida.  She  has  decided  to  buy  a  home  in  South  Hill,  a  rural  area  of 

south-central  Virginia  where  home  prices  are  cheaper  than  they  are  in 

either  Florida  or  the  Washington  suburbs.  She  thinks  she  can  find  a  home 


there  for  $175,000  or  less. 

Write  to  James  R.  Hagerty  at  bob.hagerty@wsj.com3  and  Michael  Corkery  at 


mi  chael .  corkery  @wsj .  com4 
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This  e-mail  may  contain  confidential  and/or  privileged  information.  If  yo= 

u  are    . 

not  the  intended  recipient  (or  have  received  this  e-mail  in  error)  please= 

notify 

the  sender  immediately  and  destroy  this  e-mail.  Any  unauthorized  copying,= 

disclosure  or  distribution  of  the  material  in  this  e-mail  is  strictly  for= 
bidden. 
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greglip@bbotgTo:  wdowd@bbotg 
cc: 

08/31/2006        SubjeCt' 

01:27  PM 

Message  Sent:  08/31/2006  13:27:41 

From:  GREGLIP@BBOTG|GREG  LIPPMANN|DEUTSCHE  BANK  SECURI|1726|3 28663 
To:  WDOWD@BBOTG|WARREN  DOWD|DEUTSCHE  BANK  SECURI|1726|14580 


can  u  do  a  call  with  chris  james  at  partner  funds  at  12:30  est 

today? 

Reply: 

YES 

Reply: 

quick  question-  he  asked  me  a  follow  up  on  email,  wants  to 

know  how  magnetar  distorted  the  market... 

Reply: 

EASY  BUT  LENGTHY  ANSWWER  GET  HIM  ON  THE  PHONE  AND  CALL  ME. 


D 

OrgSmtpMsg.eml 
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Michael  To:  Greg  Lippmann/NewYork/DBNA/DeuBa@DBAmericas 

Raynes@DBEMEAcc: 

Subject:  Pricing  of  2  important  ABS  CDOs 

10/10/2005  11:53 
AM 

FYI  -  We  priced  2  important  ABS  CDOs  on  Friday  with  pnl  of  $14mm  total  and  more  importantly,  firmly 
established  2  new  business  lines  for  the  CDO  Group: 

-  The  $lbillion  START  2005-B  trade  was  backed  by  a  static  pool  of  CDS  on  mezzanine  RMBS  for  Paulson 
Advisors  ( $4  bin  risk  arb  hedge  fund).  Paulson  retained  the  bottom  6%  of  the  trade  and  we  sold  the  rest  of  the 
capital  structure.  Paulson,  who  came  to  us  with  the  strong  desire  to  short  the  US  housing  market,  wrote  CDS  on 
underlying  ABS  (over  100  names)  to  DB  and  DB  intermediated  them  into  the  deal.  Deal  team  was  headed  by 
Michael  Lamont  who  was  supported  by  Rick  Kim  and  Ilinca  Bogza  on  structuring  and  marketing, 
respectively  .Greg  Lippmann  also  played  a  critical  role  in  deal  execution.  Stephanie  Ruhle  from  sales  was 
critical  in  originating  the  opportunity. 

-  We  also  priced  an  innovative  cash  flow  ABS  CDO  for  State  Street  last  week  (called  Diogenes)-  this  is  the  first 
true  relative  value  strategy  in  the  CDO  market,  long  $400mm  mezzanine  RMBS  and  short  $300mm  CDS  on 
RMBS  related  corporates  (homebuilders,  banks  w  high  mortgage  focuses,  monolines,  etc).  Strategy  exploits  the 
very  large  differential  between  secured  and  unsecured  in  this  space  (L+190  long  BBB  pool  and  40  bps 
protection  cost  on  BBB+  shorts).  We  are  out  with  a  similar  strategy  now  for  TCW,  long  ABS  short  corporate 
with  the  shorts  more  index  focused.  In  addition  we  are  about  to  execute  an  engagement  letter  with  TCW  for  a 
separate  CDO  with  a  strategy  long  BB  RMBS  and  short  BBB  RMBS  on  the  same  deals.  As  with  the  START 
trade,  Lamont  played  a  critical  role  spearheading  the  deal  from  origination  to  pricing. 
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ToSABHTAR.LNDB@bloomberg.net 
cc 
bcc 
SubjectRe:  Four  lists  for  tomorrow  1 2/1 4  -  Summary 


=====Begin  Message===== 

Message*:  61358 

Message  Sent:  12/14/2006  06:26:32 

From:  GREGLIP@bloomberg.net | GREG  LIPPMANNI DEUTSCHE  BANK  SECURI | 17261 328663 

To:  SABHTAR. LNDB@bloomberg.net | TARANJIT  SABHARWAL | DEUTSCHE  BANK  SECURI | 1726 | 328663 

Subject:  Re:  Four  lists  for  tomorrow  12/14  -  Summary 

Agreed.  Start  is  crap  you  should  short  because  I  bet  we'll  have  to.  Buyback  cash 
ones  next  year. 


Sent  From  Bloomberg  Mobile  MSG 

Original  Message  

From:  TARANJIT  SABHARWAL,  DEUTSCHE  BANK  SECURI  <sabhtar . IndbGbloomberg . net> 
At:  12/13/2006  23:04 

yes  Greg  will  be  completely  passing  on  the  cash  TABS  equity  and  the  high-grade 

OWIC there  are  some  START  single-A  on  the  protection  BWIC  as  well,  so  will 

try  and  get  out  of  our  cash  longs  if  we  get  a  decent  level  -  dont  particularly 
like  those  despite  the  spreads. 


Original  Message  

From:  GREG  LIPPMANN,  DEUTSCHE  BANK  SECURI 
At:  12/13  22:59:55 

Let's  pass  on  tabs  anf  get  some  more  cds  done. 


Sent  From  Bloomberg  Mobile  MSG 

Original  Message  

From:  TARANJIT  SABHARWAL,  DEUTSCHE  BANK  SECURI  <sabhtar . lndb@bloomberg. net> 
At:  12/13/2006  21:48 

We  have  one  cash  BWIC,  two  BWICs  for  protection  and  one  OWIC  for  protection 
tomorrow,  12/14/06. 

List  1  -  Cash  BWIC  -  Due  11:00  AM  EST 

Bid  for  Equity  tranche  of  Mezz  ABS  CDO  due  on  Thursday,  December  14th  at  11am 

EST.   Reserve  levels  apply. 

Security  Name     CUSIP      MM  Manager    Vintage 
TABS  2005-2A  SUB   87337LAF1    8   Tricadia     6/05 


List  2  -  CDS  BWIC  -  Due  11:00  AM  EST 

Bids  on  protection  on  A  and  BBB  tranches  of  Mezz  ABS  CDO  due  on  Thursday, 
December  14th  at  11am  EST.   $15MM  per  name.   Prefer  Variable  Cap/No  Implied 
Writedown.   Will  consider  Fixed  Cap/Implied  Writedown.   Reserve  levels  apply. 
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Security  Name 

CUSIP 

M/S/F 

Cpn 

Manager 

Vintage 

GEMST 

05-2A 

C 

36867VAE7 

A2/A/- 

+  115 

HBK 

5/05 

GEMST 

05-3A 

C 

36868AAJ1 

A2/A/- 

+  150 

HBK 

7/05 

START 

05-AA 

C 

85768PAC1 

A2/A/- 

+  150 

static 

6/05 

START 

05-BA 

C 

85768QAE5 

Aa3/AA-/- 

+120 

static 

10/05 

ACCDO 

4A  CI 

00388FAC2 

Baa2/BBB/- 

+285 

RWT 

4/04 

ACCDO 

7A  C 

00388YAC1 

A2/A/- 

+  118 

RWT 

3/05 

DUKEF 

04-7A 

4A 

264403AD8 

Baa2/BBB/- 

+320 

Duke 

8/04 

GEMST 

05-2A 

D 

3S867VAF4 

A3/A-/- 

+  158 

HBK 

5/05 

GEMST 

05-3A 

D 

36868AAL6 

Baa2/BBB/- 

+2  65 

HBK 

7/05 

START 

05-AA 

D 

85768PAD9 

Baa2/BBB/- 

+  300 

static 

6/05 

START 

05-BA 

D 

85768QAF2 

A3/A-/- 

+240 

static 

10/05 

START 

05-CA 

E 

85768TAH2 

Baa2/BBB/- 

+450 

static 

1/06 

BWIC  ( 

36-1A  D 

11161RAG7 

Baa2/BBB/- 

+325 

Peloton 

5/06 

ACABS 

04- 1A 

CI 

000809AD5 

Baa2/BBB/BBB+ 

+  325 

ACA 

5/04 

List  3  -  CDS  BWIC  -  Due  11:30  AM  EST 

Bids  for  protection  on  A  tranche  of  ABS  CDO  due  on  Thursday,  December  14th  at 
11:30am  EST.   Size  is  $10MM.   Variable  Cap/No  Implied  Writedown  or  Fixed 
Cap/ Implied  Writedown.   Reserve  levels  apply. 


Security  Name 

CUSIP 

M/S/F 

Cpn 

Manager 

Vintage 

Type 

ACABS  2  005-2A 

A3 

00082NAE0 

A3/A-/- 

+145 

ACA 

8/05 

Mezz 

ACABS  2  006-1A 

A3L 

00082WAD2 

A2/A/- 

+155 

ACA 

4/06 

Mezz 

ACABS  2  006-2A 

A3L 

00389PAD7 

A2/A/NR 

+150 

ACA 

11/06 

Mezz 

CAIRH  2006-2A 

C 

12777AAD5 

A2/A/- 

+  120 

Cairn 

9/06 

HG 

CAIRH  I -A  C 

127763AD2 

Aa3/A/- 

+  150 

Cairn 

8/05 

HG 

CRNMZ  2006-1A 

5 

12776YAD4 

A2/A/- 

+  120 

Cairn 

9/06 

Mezz 

CRNMZ  2006-2A 

C 

12777CAE9 

A2/A/- 

+  135 

Cairn 

11/06 

Mezz 

DHCDO  2005-1A 

C 

2  67  02TAD4 

A2/A/- 

+  175 

TCW 

12/05 

Mezz 

GRAND  2005-1A 

C 

38521PAE4 

A2/A/- 

+  155 

TCW 

12/05 

HG 

GRAND  2006-2A 

C 

38521TAL0. 

A3/A-/- 

+  140 

TCW 

10/06 

HG 

IXCBO  2005-1A 

A3L 

46602PAD1 

A2/A/- 

+  175 

IXIS 

12/05 

Mezz 

MRCY  2005-2A  C 

589368AG4 

A2/A/- 

+  150 

Fund  America 

12/05 

HG 

MRCY  2006-3A  C 

589372AD3 

A2/A/- 

+  140 

Fund  America 

5/06 

HG 

NEPTN  2004-1A 

A3L 

640699AD6 

A2/A/- 

+  180 

Fund  America 

1/05 

Mezz 

NEPTN  2005-2A 

C 

64069RAD6 

A2/A/A 

+  147 

Fund  America 

7/05 

Mezz 

NEPTN  2006-3A 

B 

64069PAJ7 

A2/A/- 

+  180 

Fund  America 

3/06 

Mezz 

PAMP  2006-1AC 

697728AD5 

A2/A/- 

+  140 

Vertical 

10/06 

HG 

SCF  7A  C 

83743YAE3 

A2/A/A 

+  140 

TCW 

5/05 

Mezz 

SCF  8A  C 

83743LAJ0 

A2/A/- 

+  150 

TCW 

1/06 

Mezz 

TOPG  2005-1A  B 

89053XAE6 

A3/A-/- 

+  170 

MWAM 

1/06 

Mezz 

TOPG  2006-2A  B 

89054BAE3 

A2/A/- 

+  145 

MWAM 

12/06 

Mezz 

TOURM  2006-2A 

D 

89155WAE5 

A2/A/- 

+  155 

Blackrock 

3/06 

Mezz 

VERT  2005-1A  C 

92534EAD3 

A2/A/- 

+  145 

Vertical 

6/05 

Mezz 

VERT  2006-1A  A3 

925345AE0 

A2/A/A 

+  165 

Vertical 

4/06 

Mezz 

VERT  2006-2A  A3 

925338AD7 

A2/A/A 

+  145 

Vertical 

6/06 

Mezz 

List  4  -  CDS  OWIC  -  Due  1:00  PM  EST 

Offers  for  protection  on  AA  tranche  of  Hi  Grade  ABS  CDO  due  Thursday,  December 
14th  at  1pm  EST.   Size  is  $15MM  each.   Fixed  Cap/Implied  Writedown.   Reserve 
levels  apply. 


Security  Name 

CUSIP 

M/S/F 

Cpn 

Manager 

Vintage 

ALTS  2006-3A  B 

02149YAD5 

Aa2/AA/- 

+  52 

Aladdin 

9/06 

BKLYN  2006-1A  A2 

114238AC2 

Aa2/AA/- 

+  50 

Deutsche  AM 

11/06 

BROD  2006-2A  B 

112018AE6 

Aa2/AA/- 

+  50 

Seneca 

9/06 

CAIRH  2006-2A  B 

12777AAC7 

Aa2/AA/- 

+48 

Cairn 

9/06 

CTIUS  2006-2A  B 

17310JAB3 

Aa2/AA/- 

+50 

Aladdin 

12/06 
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G2FIN  2006-2A  B 

36243GAD7 

Aal/AA/- 

+  49 

Wharton  AM 

11/06 

IPSW  2006-1A  B 

46265BAG3 

Aa2/AA/AA 

+  53 

MFS 

6/06 

ISTAN  2006-1A  B 

46521UAE6 

Aa2/AA/- 

+  51 

ST  AM 

11/06 

JPTR  2006-4A  B 

48206BAD8 

Aa2/AA/- 

+55 

Maxim 

6/06 

KENT  2006-3A  B 

4905SBAJ4 

Aa2/AA/- 

+  51 

Declaration 

10/06 

KLROS  2006-4A  B 

49858BAG0 

Aa2/AA/- 

+  52 

Strategos 

12/06 

MCKIN  2006-3A  Bl 

58162QAC8 

Aa2/AA/- 

+52 

Vertical 

11/06 

NASS  2006-1A  B 

63155PAD7 

Aa2/AA/- 

+52 

Princeton  Ad 

12/06 

RDGW  2006-1A  A  4 

766167AE0 

Aa2/AA/- 

+  47 

CS  Alt  Cap 

7/06 

ROCKV  2006-1A  B 

77413PAE3 

Aa2/AA/- 

+  50 

Petra 

10/06 

SIXAV  2006-1A  B 

830087AG7 

Aa2/AA/- 

+  60 

Security  Benefit 

10/06 

TAZ  2006- 1A  B 

878046AE1 

Aa2/AA/- 

+  55 

Terwin 

6/06 

WADS  2006-1A  B 

930313AD3 

Aa2/AA/- 

+  46 

Hartford 

9/06 

End  Message- 
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SUPPLEMENTAL  QUESTIONS  FOR  THE  RECORD 

FROM 

SENATOR  CARL  LEVIN 

Permanent  Subcommittee  on  Investigations 

to 

LLOYD  C.  BLANKFEIN 

Chairman  and  Chief  Executive  Officer 
The  Goldman  Sachs  Group,  Inc. 

PERMANENT  SUBCOMMITTEE  ON  INVESTIGATIONS 

HEARING  ON 

WALL  STREET  AND  THE  FINANCIAL  CRISIS: 

THE  ROLE  OF  INVESTMENT  BANKS 

April  27,  2010 


Please  provide  answers  to  the  following  questions  by  June  15,  2010: 

1 .    Provide  the  following  information  regarding  each  of  the  following  transactions  (each  of 
which  is  hereinafter  referred  to  in  this  question  as  a  "Transaction"  or,  collectively,  "the 
Transactions"): 

Anderson  Mezzanine  Funding  2007-1 ; 

Camber  7; 

Fort  Denison  Funding; 

Hudson  Mezzanine  Funding  2006-1 ; 

Hudson  Mezzanine  Funding  2006-2; 

Point  Pleasant  Funding  2007-1;  and 

Timberwolfl. 

(a)   Provide  a  list  of  all  assets  in  each  Transaction  at  the  closing  date  of  the  Transaction.  For 
each  listed  asset: 

(i)      State  whether  each  asset  is  a  cash  or  synthetic  asset. 

(ii)     Specify  its  original  face  value  in  dollars. 

(iii)   For  each  cash  asset,  identify  by  name  the  party  from  whom  it  was  purchased  and  the 
date  of  purchase. 

(iv)    For  each  synthetic  asset:  identify  each  referenced  asset;  identify  by  name  the 
counter  party  facing  the  Transaction;  and  the  nature  and  date  of  any  swap  or 
offsetting  or  back  to  back  transaction  entered  into  by  the  counter  party  with  respect 
to  such  referenced  asset. 
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(v)     State  whether  and,  if  so  describe,  any  asset  that  was  added  to  or  removed  from  each 
Transaction  after  the  closing  date,  the  source  of  any  such  asset,  the  purchase  or  sales 
price  for  any  such  asset,  and  how  any  such  price  was  determined. 

(b)  For  each  Transaction: 

(i)    Describe  in  detail  Goldman  Sachs'  ("Goldman")  role  in  the  Transaction,  including 
whether  it  served  as  a  placement  agent;  participated  in  the  selection  of  assets  or 
referenced  assets  prior  to  or  after  the  closing  date  of  the  Transaction;  hired  a 
collateral  manager  or  other  agent  for  the  Transaction;  contributed,  purchased,  or 
warehoused  any  assets;  participated  in  obtaining  a  credit  rating  for  the  Transaction; 
participated  in  the  selection  of  any  counter  party  for  the  Transaction;  entered  into 
any  credit  default  swap  or  short  position  or  acted  as  a  counter  party  with  respect  to 
the  Transaction  or  assets  related  to  the  Transaction;  sold  any  securities  related  to  the 
Transaction;  or  oversaw  the  liquidation,  unwinding,  closure  or  completion  of  the 
Transaction. 

(ii)   Describe  the  capital  structure  and  credit  ratings  obtained  for  each  Transaction, 
including  any  change  in  the  credit  ratings  over  time. 

(iii)  Identify  by  name  and  address  each  purchaser  of  each  security  issued  in  connection 
with  the  Transaction,  including  the  name,  price,  size,  and  total  notional  value  of 
each  type  of  security  purchased;  the  date  each  security  was  purchased;  the  Goldman 
sales  representative  responsible  for  the  sale  of  each  security;  and  the  Gross  Credits 
("GCs")  paid  to  any  sales  representative  for  the  sale  of  each  security. 

(iv)  Indicate  how  many  and  the  nature  of  any  securities  that  were  retained  or  purchased 
by  Goldman  from  the  Transaction;  if  those  securities  were  sold  or  otherwise 
disposed  of  within  12  months  of  the  inception  of  the  security,  the  number  of 
securities  sold  or  disposed  of,  the  sales  price  or  cost  of  disposition,  and  to  whom 
they  were  sold  or  how  they  were  otherwise  disposed  of;  and  identify  any  securities 
that  were  sold  to  investors  and  repurchased  by  Goldman. 

(v)    Indicate  the  net  revenues  or  losses  sustained  by  Goldman  from  the  Transaction, 
combining  all  sales,  transfers,  credit  defaults,  short  positions,  and  other  activities 
undertaken  by  Goldman  in  connection  with  the  Transaction  from  its  inception  to  the 
present.  Explain  how  the  net  revenue  or  loss  figure  was  derived,  and  its  key 
components. 

(vi)  Identify  by  name  and  address  any  investor  who  has  complained  to  Goldman  in 
writing  about  its  investment  in  one  or  more  of  the  Transactions. 

(c)  State  if  and  when  any  Transaction  was  liquidated. 
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(d)  In  any  Transaction,  if  bonds  were  purchased  to  collateralize  synthetic  assets,  identify  the 
bond  by  name,  the  value  of  the  bond,  the  Transaction  for  which  it  was  purchased,  and 
the  party  from  which  the  bond  was  purchased. 

(e)  For  each  Transaction,  provide  copies  of  any  offering  circular  or  memorandum,  mortgage 
capital  committee  memo,  pitch  book  or  marketing  flip  book  or  similar  materials 
regarding  the  structuring  or  sale  of  interests  (including  securities)  in  the  Transaction.  It 
is  not  necessary  to  provide  duplicates  of  the  same  material,  but  provide  the  identity  of  all 
persons  who  received  such  material. 

(f)  If  Goldman  entered  into  a  credit  default  swap  ("CDS")  referencing  any  portion  of  any 
Transaction  or  any  asset  related  to  the  transaction,  provide  the  notional  value  of  the 
CDS,  the  assets  referenced  in  the  CDS,  the  date  entered,  the  name  of  the  counter  party, 
and  the  ultimate  disposition  of  the  CDS,  including  whether  it  was  cancelled,  unwound, 
or  paid. 

If  some  of  the  requested  documents  have  already  been  provided  to  the  Subcommittee, 
you  may  respond  to  the  question  by  providing  the  Bates  numbers  of  those  documents. 

Provide  the  following  information  regarding  the  sale  of  securities  in  each  of  the  following 
transactions  (each  of  which  is  hereinafter  referred  to  in  this  question  as  a  "Transaction"  or, . 
collectively,  "the  Transactions"): 

Abacus  2007-AC1; 

Anderson  Mezzanine  Funding  2007-1; 

Camber  7; 

Fort  Denison  Funding; 

Hudson  Mezzanine  Funding  2006-1; 

Hudson  Mezzanine  Funding  2006-2; 

Point  Pleasant  Funding  2007-1 ;  and 

Timberwolf  I. 

(a)  Who  was  the  issuer  of  any  securities;  what  was  the  issuer's  relationship  to  Goldman; 
who  established  the  issuer;  and  who  requested  the  establishment  of  the  issuer? 

(b)  In  the  sale  of  any  securities,  how  and  by  what  means  did  Goldman  bring  the  specific 
securities  to  the  attention  of  a  client  or  potential  investor?  Identify  each  client  or 
potential  investor  to  whom  Goldman  presented  any  of  the  Transactions,  describe  each 
communication  with  that  client,  and  state  the  substance  of  each  communication.  (In  lieu 
of  stating  the  substance  of  a  communication,  you  may  provide  a  copy  of  the 
communication.) 
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(c)  In  the  Transactions  in  which  Goldman  acted  as  a  placement  agent,  did  Goldman  advise 
potential  investors  whether  Goldman  held  or  planned  to  hold  short  positions  with  respect 
to  assets  referenced  in  the  Transaction  being  considered  by  any  potential  investor? 

(d)  In  the  Transactions  in  which  Goldman  acted  as  a  placement  agent,  did  Goldman  advise 
potential  investors  whether  Goldman  held  or  planned  to  hold  a  net  short  position  with 
respect  to  RMBS  related  assets? 

(e)  In  the  Transactions  in  which  Goldman  acted  as  a  placement  agent,  did  Goldman  advise 
potential  investors  whether  it  had  taken  steps  or  planned  to  use  the  offering  to  reduce  its 
own  inventory  of  RMBS  or  CDO  securities  or  other  holdings? 

(f)  Did  Goldman  conduct  a  suitability  analysis  in  connection  with  soliciting  clients  or 
potential  investors  to  purchase  securities  issued  in  any  of  the  Transactions?  If  so, 
describe  the  suitability  analysis  conducted  for  each  investor  that  purchased  these 
securities.  If  Goldman  retained  a  written  record  that  reflects  that  such  a  analysis  was 
conducted  for  any  of  these  Transactions,  provide  a  copy. 

3 .  (a)      In  what  capacity  did  Goldman  act  for  Paulson  &  Co.  (together  with  any  of  its  affiliates, 

"Paulson")  with  respect  to  the  Abacus  2007-AC1  transaction  or  a  Credit  Default  Swap 
transaction  that  referenced  any  or  all  of  the  same  entities  or  securities  that  were 
referenced  in  the  Abacus  2007-AC1  transaction?  Describe  in  detail  Goldman's 
relationship  to  Paulson  with  respect  to  those  transactions,  its  obligations  to  Paulson,  the 
nature  and  amount  of  any  fees  or  compensation  received  by  Goldman  from  Paulson 
relating  to  those  transactions,  and  whether  Goldman  advised  investors  or  potential 
investors  in  Abacus  2007-AC1  of  the  existence  and  nature  of  its  relationship  with 
Paulson. 

(b)     If  Goldman  advised  investors  or  potential  investors  of  the  nature  or  existence  of  the 

Paulson  relationship,  identify  who  so  advised  investors  or  potential  investors,  the  date  on 
which  that  person  so  advised  investors  or  potential  investors,  the  identity  of  the  investors 
or  potential  investors  so  advised,  the  manner  (i.e.  verbal  or  in  writing)  in  which  the 
person  was  advised,  and  the  substance  of  the  communication  (and,  if  in  writing,  provide 
a  copy  of  the  communication). 

4.  For  2006  and  2007,  provide  the  total  dollar  value  of  the  residential  mortgages  that  Goldman 
asked  mortgage  originators  to  repurchase  due  to  a  breach  of  representations  or  warranties 
related  to  fraudulent  loan  origination  or  underwriting. 

(a)  What  percentage  of  Goldman's  repurchase  requests  were  successful? 

(b)  How  much  money  did  Goldman  collect  from  its  repurchase  requests? 
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(c)  Identify  the  five  mortgage  originators  to  which  Goldman  directed  the  most  repurchase 
requests  and  the  total  value  of  the  requests  made  to  each  of  those  five. 

(d)  Identify  the  total  dollar  amount  of  repurchase  requests  that  Goldman  directed  to: 

(i)   Washington  Mutual; 
(ii)   Fremont;  and 
(iii)  New  Century. 

5.  What  was  the  total  dollar  value  of  RMBS  or  CDO-related  credit  default  swap  (CDS) 
protection  that  Goldman  obtained  from  AIG  or  an  AIG  subsidiary  or  affiliate  (hereafter 
"AIG")  from  January  1,  2004  to  the  present? 

(a)  Specify  each  transaction  in  which  Goldman  purchased  CDS  protection  from  AIG, 
including  the  date,  type  and  notional  amount  of  CDS  protection  obtained,  the  referenced 
assets  or  entities,  whether  the  protection  was  purchased  for  RMBS,  CDO  or  other 
securities,  and  the  Goldman  business  unit  or  desk  involved. 

(b)  For  each  such  transaction,  describe  the  current  status  of  the  CDS  protection  obtained 
from  AIG,  including  any  settlement  or  final  disposition  of  the  protection  and  the  total 
dollar  amount  received  by  Goldman. 

6.  Did  Goldman  enter  into  any  arrangement  by  which  Goldman  was  the  ultimate  beneficiary  of 
RMBS  or  CDO-related  CDS  protection  that  had  been  issued  by  AIG  to  a  third  party 
intermediary?  If  so,  provide  the  following  information: 

(a)  the  name  of  the  third  party  intermediary; 

(b)  the  relationship  between  Goldman  and  the  third  party  intermediary; 

(c)  the  dates  and  nature  of  the  transactions  through  which  CDS  protection  was  obtained 
from  AIG  by  the  third  party  intermediary,  with  Goldman  as  the  ultimate  beneficiary; 

(d)  whether  AIG  was  aware  of  the  arrangement  between  Goldman  and  the  third  party 
intermediary; 

(e)  the  aggregate  notional  amount  of  the  CDS  protection  obtained  from  AIG; 

(f)  the  total  amount  of  premiums  paid  by  the  third  party  intermediary; 

(g)  the  consideration  paid  by  Goldman  to  the  third  party  intermediary  in  connection  with  the 
CDS  protection;  and 
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(h)   the  dates  and  dollar  amounts  of  any  recovery  on  the  protection  obtained  by  Goldman 
from  AIG  through  a  third  party  intermediary. 

7.  Did  Goldman  play  any  role  in  suggesting,  encouraging,  or  prompting  any  other  individual  or 
entity  to  make  collateral  calls  on  CDS  protection  written  by  AIG  related  to  RMBS  or  CDO 
securities?  If  so,  describe  in  detail. 

8.  Did  Goldman  obtain  CDS  protection  against  credit  events  involving  AIG,  Bear  Stearns, 
Fremont,  Lehman  Brothers,  Long  Beach  Mortgage,  Merrill  Lynch,  National  City  Corp.,  New 
Century,  or  Washington  Mutual?  If  so,  for  each  such  financial  firm  during  the  period  from 
January  1,  2006  through  December  31,  2008,  provide  the  following  information: 

(a)  the  dates  when  the  CDS  protection  was  obtained  and  the  nature  of  the  protection; 

(b)  the  counter  parties  involved; 

(c)  the  total  aggregate  notional  amount  of  the  CDS  protection  obtained; 

(d)  the  total  amount  of  premiums  paid  by  Goldman  for  such  protection;  and 

(e)  the  total  dollar  amount  of  any  recovery  obtained  by  Goldman  in  connection  with  the 
CDS  protection. 

9.  From  January  1,  2006  through  December  31,  2008,  did  Goldman  obtain  any  insurance  or 
other  protection  from  a  credit  event  involving  AIG  through  any  means  other  than  a  CDS 
transaction?  If  so,  explain  in  detail. 

10.  Is  there  any  instance  from  January  1,  2006  to  the  present,  with  respect  to  the  settlement  of 
disputes  related  to  CDS  protection  for  RMBS  or  CDO  securities,  in  which  Goldman  obtained 
less  than  100  cents  on  the  dollar  on  the  total  notional  amount  of  CDS  protection  it  had 
purchased?  If  so,  specify  each  such  instance,  including  the  name  and  type  of  the  referenced 
assets,  the  name  of  the  counter  party,  the  notional  amount  of  CDS  protection  purchased  by 
Goldman,  the  type  and  amount  of  any  collateral  posted  by  the  counterparty  and  the  dates  on 
which  the  collateral  was  posted,  and  the  aggregate  total  dollar  amount  obtained  by  Goldman 
from  the  counter  party  in  final  settlement  of  Goldman's  CDS  protection  claims. 

11.  With  respect  to  AIG,  Bear  Stearns,  Fremont,  Lehman  Brothers,  Long  Beach  Mortgage, 
Merrill  Lynch,  National  City  Corp.,  New  Century,  and  Washington  Mutual,  provide  the 
following  information  for  the  years  2007  and  2008: 

(a)  A  detailed  chronology  of  Goldman's  firm- wide  proprietary  trading  (including  trading  for 
itself  or  its  own  accounts)  in  equity  securities  for  each  of  the  above  companies,  including 
the  date,  purchase  price,  and  number  of  shares  involved  in  each  transaction;  whether  the 
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transaction  involved  a  purchase  or  sale;  whether  the  transaction  resulted  a  long  or  short 
position  for  Goldman;  and  the  net  position  of  Goldman  following  each  transaction. 

(b)  A  detailed  chronology  of  Goldman's  firm-wide  proprietary  trading  (including  trading  for 
itself  or  its  own  accounts)  in  options  or  futures  contracts  for  each  of  the  above 
companies,  including  the  date,  purchase  price,  and  number  of  options  involved  in  each 
transaction;  whether  the  transaction  involved  a  purchase  or  sale  of  a  put  or  call  option; 
whether  the  option  was  exercised,  the  exercise  price  and  date,  whether  the  transaction 
resulted  a  long  or  short  position  for  Goldman;  and  the  net  position  for  Goldman 
following  each  transaction. 

(c)  The  same  chronologies  as  requested  in  (a)  and  (b)  above  for  the  Asset  Backed  Securities 
(ABS)  trading  desk  alone. 

12.  (a)    Did  Goldman  have  any  written  procedures  or  policies  with  regard  to  the  ABS  desk's 

using  funds  from  a  firm  trading  account  to  make  speculative  or  proprietary  trades  in 
equity  securities  or  options  or  futures  contracts  such  as  those  listed  above?  If  so, 
provide  a  copy  of  those  procedures  or  policies. 

(b)  Was  it  a  departure  from  Goldman's  policies  or  procedures  for  the  ABS  trading  desk  to 
have  used  a  firm  trading  account  to  engage  in  speculative  or  proprietary  trades  in  the 
equity  securities  or  options  or  futures  contracts  listed  above? 

(c)  Did  the  ABS  trading  desk  seek  or  obtain  a  waiver  of  Goldman's  policies  or  procedures 
to  trade  these  securities?  If  so,  provide  the  date  of  the  waiver,  the  persons  who  requested 
the  waiver,  the  person  who  made  the  final  decision  to  grant  the  waiver,  and  a  copy  of  the 
waiver  and  the  application  or  request  to  obtain  it. 

13.  During  2008,  did  any  representative,  employee,  officer,  agent,  or  attorney  acting  on  behalf  of 
Goldman  contact  or  communicate  with  any  federal  agency,  including  the  Federal  Reserve  or 
the  Securities  and  Exchange  Commission  (SEC),  to  discuss  any  limitation  on  the  short  selling 
of  Goldman  shares  or  the  shares  of  any  other  financial  institution?  If  so,  provide  a  detailed 
chronology  describing  those  contacts,  including  the  date  of  each  contact,  who  initiated  it,  the 
participants  involved,  whether  it  was  made  by  telephone  or  in  person,  and  the  substance  of 
the  discussion. 

14.  Describe  how  and  when  Goldman  learned  of  the  limitations  that  the  SEC  implemented  in 
2008,  on  the  short  selling  of  the  shares  of  certain  financial  institutions. 

15.  Provide  any  document  possessed  by,  generated  by,  or  provided  to  Jonathan  Egol  related  to 
obtaining  a  credit  rating  related  to  any  Abacus  transaction  by  any  credit  rating  agency, 
including  any  correspondence,  emails,  memoranda,  or  other  analysis  or  exchanges  of 
information. 
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16.  Describe  in  detail  your  understanding  of  Goldman's  legal  duties  of  disclosure,  pursuant  to 
securities  laws  and  regulations,  including  rules  prescribed  by  the  SEC  or  FINRA,  to 
purchasers  of  securities  when  Goldman  acts  in  any  of  the  following  capacities:  (a)  market 
maker;  (b)  underwriter;  (b)  placement  agent;  (d)  broker  (when  making  a  solicitation  or 
recommendation  of  a  security);  or  (e)  a  dealer.  Include  your  definition  of  a  "market  maker." 

17.  (a)    Does  the  fact  that  an  investor  or  a  potential  investor  with  whom  Goldman  is  transacting 

business  is  an  "accredited"  investor,  a  "qualified  institutional  buyer"  or  a  "qualified 
purchaser"  (as  those  terms  are  used  in  the  U.S.  federal  securities  laws)  affect  the  duties 
and  obligations  of  Goldman  when  acting  in  any  of  the  capacities  described  in  Question 
16?  If  so,  describe  how  any  of  Goldman's  duties  when  acting  in  any  of  these  capacities 
are  affected  by  the  status  of  the  investor  or  potential  investor. 

(b)  Does  Goldman  have  a  duty  to  conduct  a  suitability  analysis  when  making  a 
recommendation  to  any  of  the  types  of  investors  listed  in  question  17(a)?  If  so,  describe 
the  nature  and  extent  of  the  analysis  to  be  conducted. 

(c)  Does  Goldman  owe  a  duty  to  disclose  any  adverse  interest  that  it  may  have  when 
recommending  a  security  to  any  of  the  types  of  investors  listed  in  question  17(a)? 

1 8.  (a)    Is  Goldman  aware  of  the  2004  Guidelines  set  forth  by  the  United  States  Sentencing 

Commission  (the  "Guidelines")  establishing  the  elements  of  an  effective  ethics  and 
compliance  program? 

(b)   What,  if  anything,  has  Goldman  done  to  address  the  standards  for  ethics  and  compliance 
programs  as  set  forth  in  the  Guidelines?  In  particular,  provide  copies  of  educational 
materials  or  presentations  given  or  presented  to  the  Goldman  Board  of  Directors, 
Goldman  executives,  and  Goldman  employees  in  general  with  respect  to  ethics  and 
compliance  during  the  period  2004  to  the  present. 

♦    ♦    4 
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Responses  of  Mr.  Lloyd  Blankfein  to  the 
Supplemental  Questions  for  the  Record  of  the  Permanent  Subcommittee  on  Investigations 

As  Chairman  and  Chief  Executive  Officer,  I  do  not  directly  manage  the  areas  of 
The  Goldman  Sachs  Group,  Inc.  ("Goldman  Sachs"  or  the  "Firm")  that  contain  information 
relevant  to  the  Permanent  Subcommittee  on  Investigations'  (the  "Subcommittee")  Questions,  and 
therefore  do  not  know  much  of  the  information  requested  in  these  questions  from  the 
Subcommittee.  Where  I  do  have  personal  knowledge,  I  have  provided  responses.  In  an  effort  to 
provide  a  more  complete  response,  however,  I  have  instructed  others  within  Goldman  Sachs  to 
gather  the  requested  information,  which  will  be  included  in  a  subsequent  response  on  a  schedule 
to  be  arranged  with  the  Subcommittee  staff. 


Questions  from  Chairman  Levin 

1.         Provide  the  following  information  regarding  each  of  the  following  transactions  (each 
of  which  is  hereinafter  referred  to  in  this  question  as  a  "Transaction"  or,  collectively,  "the 
Transactions"): 

Anderson  Mezzanine  Funding  2007-1; 

Camber  7; 

Fort  Denison  Funding; 

Hudson  Mezzanine  Funding  2006-1; 

Hudson  Mezzanine  Funding  2006-2; 

Point  Pleasant  Funding  2007-1;  and 

Timberwolfl. 

(a)  Provide  a  list  of  all  assets  in  each  Transaction  at  the  closing  date  of  the  Transaction. 
For  each  listed  asset: 

(i)        State  whether  each  asset  is  a  cash  or  synthetic  asset. 

(ii)       Specify  its  original  face  value  in  dollars. 

(iii)      For  each  cash  asset,  identify  by  name  the  party  from  whom  it  was  purchased 
and  the  date  of  purchase, 

(iv)      For  each  synthetic  asset:  identify  each  referenced  asset;  identify  by  name  the 
counter  party  facing  the  Transaction;  and  the  nature  and  date  of  any  swap 
or  offsetting  or  back  to  back  transaction  entered  into  by  the  counter  party 
with  respect  to  such  referenced  asset 
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(v)       State  whether  and,  if  so  describe,  any  asset  that  was  added  to  or  removed 

from  each  Transaction  after  the  closing  date,  the  source  of  any  such  asset,  the 
purchase  or  sales  price  for  any  such  asset,  and  how  any  such  price  was 
determined. 

Although  I  recently  learned  some  general  information  about  certain  of  the 
Transactions,  I  do  not  know  the  detailed  information  requested  in  this  Question  for  the  reasons 
explained  above.  In  an  effort  to  provide  a  more  complete  response,  however,  I  have  instructed 
others  within  Goldman  Sachs  to  gather  the  requested  information,  which  will  be  included  in  a 
subsequent  response  on  a  schedule  to  be  arranged  with  the  Subcommittee  staff. 

(b)  For  each  Transaction: 

(i)        Describe  in  detail  Goldman  Sachs'  ("Goldman")  role  in  the  Transaction, 
including  whether  it  served  as  a  placement  agent;  participated  in  the 
selection  of  assets  or  referenced  assets  prior  to  or  after  the  closing  date  of  the 
Transaction;  hired  a  collateral  manager  or  other  agent  for  the  Transaction; 
contributed,  purchased,  or  warehoused  any  assets;  participated  in  obtaining 
a  credit  rating  for  the  Transaction;  participated  in  the  selection  of  any 
counter  party  for  the  Transaction;  entered  into  any  credit  default  swap  or 
short  position  or  acted  as  a  counter  party  with  respect  to  the  Transaction  or 
assets  related  to  the  Transaction;  sold  any  securities  related  to  the 
Transaction;  or  oversaw  the  liquidation,  unwinding,  closure  or  completion  of 
the  Transaction. 

(ii)       Describe  the  capital  structure  and  credit  ratings  obtained  for  each 
Transaction,  including  any  change  in  the  credit  ratings  over  time. 

(iii)     Identify  by  name  and  address  each  purchaser  of  each  security  issued  in 
connection  with  the  Transaction,  including  the  name,  price,  size,  and  total 
notional  value  of  each  type  of  security  purchased;  the  date  each  security  was 
purchased;  the  Goldman  sales  representative  responsible  for  the  sale  of  each 
security;  and  the  Gross  Credits  ("GCs")  paid  to  any  sales  representative  for 
the  sale  of  each  security. 

(iv)      Indicate  bow  many  and  the  nature  of  any  securities  that  were  retained  or 

purchased  by  Goldman  from  the  Transaction;  if  those  securities  were  sold  or 
otherwise  disposed  of  within  12  months  of  the  inception  of  the  security,  the 
number  of  securities  sold  or  disposed  of,  the  sales  price  or  cost  of  disposition, 
and  to  whom  they  were  sold  or  how  they  were  otherwise  disposed  of;  and 
identify  any  securities  that  were  sold  to  investors  and  repurchased  by 
Goldman. 

(v)       Indicate  the  net  revenues  or  losses  sustained  by  Goldman  from  the 

Transaction,  combining  all  sales,  transfers,  credit  defaults,  short  positions, 
and  other  activities  undertaken  by  Goldman  in  connection  with  the 
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Transaction  from  its  inception  to  the  present  Explain  bow  the  net  revenue 
or  loss  figure  was  derived,  and  its  key  components. 

(vi)     Identify  by  name  and  address  any  investor  who  has  complained  to  Goldman 
in  writing  about  its  investment  in  one  or  more  of  the  Transactions. 

Although  I  recently  learned  some  general  information  about  certain  of  the 
Transactions,  I  do  not  know  the  detailed  information  requested  in  this  Question  for  the  reasons 
explained  above.  1  am  aware  of  a  civil  action  by  the  Basis  Yield  Alpha  Fund  (Master)  regarding 
Timberwolfl,  Ltd. 

In  an  effort  to  provide  a  more  complete  response,  however,  I  have  instructed 
others  within  Goldman  Sachs  to  gather  the  requested  information,  which  will  be  included  in  a 
subsequent  response  on  a  schedule  to  be  arranged  with  the  Subcommittee  staff. 

(c)  State  if  and  when  any  Transaction  was  liquidated. 

I  do  not  know  whether  any  Transaction  was  liquidated  for  the  reasons  explained 
above.  In  an  effort  to  provide  a  more  complete  response,  however,  I  have  instructed  others 
within  Goldman  Sachs  to  gather  the  requested  information,  which  will  be  included  in  a 
subsequent  response  on  a  schedule  to  be  arranged  with  the  Subcommittee  staff. 

(d)  In  any  Transaction,  if  bonds  were  purchased  to  collateralize  synthetic  assets, 
identify  the  bond  by  name,  the  value  of  the  bond,  the  Transaction  for  which  it  was 
purchased,  and  the  party  from  which  the  bond  was  purchased. 

I  do  not  know  the  information  requested  in  this  Question  for  the  reasons  explained 
above.  In  an  effort  to  provide  a  more  complete  response,  however,  I  have  instructed  others 
within  Goldman  Sachs  to  gather  the  requested  information,  which  will  be  included  in  a 
subsequent  response  on  a  schedule  to  be  arranged  with  the  Subcommittee  staff. 

(e)  For  each  Transaction,  provide  copies  of  any  offering  circular  or  memorandum, 
mortgage  capital  committee  memo,  pitch  book  or  marketing  flip  book  or  similar 
materials  regarding  the  structuring  or  sale  of  interests  (including  securities)  in  the 
Transaction.  It  is  not  necessary  to  provide  duplicates  of  the  same  material,  but 
provide  the  identity  of  all  persons  who  received  such  material. 

I  do  not  have  personal  custody  of  the  documents  requested  in  this  Question,  but  I 
have  directed  others  at  Goldman  Sachs  to  gather  the  requested  materials. 

(0  If  Goldman  entered  into  a  credit  default  swap  ("CDS")  referencing  any  portion  of 
any  Transaction  or  any  asset  related  to  the  transaction,  provide  the  notional  value  of 
the  CDS,  the  assets  referenced  in  the  CDS,  the  date  entered,  the  name  of  the  counter 
party,  and  the  ultimate  disposition  of  the  CDS,  including  whether  it  was  cancelled, 
unwound,  or  paid. 

I  do  not  know  the  information  requested  in  this  Question  for  the  reasons  explained 
above.  In  an  effort  to  provide  a  more  complete  response,  however,  I  have  instructed  others 
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within  Goldman  Sachs  to  gather  the  requested  information,  which  will  be  included  in  a 
subsequent  response  on  a  schedule  to  be  arranged  with  the  Subcommittee  staff. 

2.  Provide  the  following  information  regarding  the  sale  of  securities  in  each  of  the 
following  transactions  (each  of  which  is  hereinafter  referred  to  in  this  question  as  a 
"Transaction"  or,  collectively,  "the  Transactions"):  Abacas  2007- AC1;  Anderson 
Mezzanine  Funding  2007-1;  Camber  7;  Fort  Denison  Funding;  Hudson  Mezzanine 
Funding  2006-1;  Hudson  Mezzanine  Funding  2006-2;  Point  Pleasant  Funding  2007-1; 
and  Timberwolf  I. 

(a)  Who  was  the  issuer  of  any  securities;  what  was  the  issuer's  relationship  to 
Goldman;  who  established  the  issuer;  and  who  requested  the  establishment  of  the 
issuer? 

(b)  In  the  sale  of  any  securities,  how  and  by  what  means  did  Goldman  bring  the  specific 
securities  to  the  attention  of  a  client  or  potential  investor?  Identify  each  client  or 
potential  investor  to  whom  Goldman  presented  any  of  the  Transactions,  describe 
each  communication  with  that  client,  and  state  the  substance  of  each 
communication.  (In  lieu  of  stating  the  substance  of  a  communication,  you  may 
provide  a, copy  of  the  communication.) 

(c)  In  the  Transactions  in  which  Goldman  acted  as  a  placement  agent,  did  Goldman 
advise  potential  investors  whether  Goldman  held  or  planned  to  hold  short  positions 
with  respect  to  assets  referenced  in  the  Transaction  being  considered  by  any 
potential  investor? 

(d)  In  the  Transactions  in  which  Goldman  acted  as  a  placement  agent,  did  Goldman 
advise  potential  investors  whether  Goldman  held  or  planned  to  hold  a  net  short 
position  with  respect  to  RMBS  related  assets? 

(e)  In  the  Transactions  in  which  Goldman  acted  as  a  placement  agent,  did  Goldman 
advise  potential  investors  whether  it  had  taken  steps  or  planned  to  use  the  offering 
to  reduce  its  own  inventory  of  RMBS  or  CDO  securities  or  other  holdings? 

(f)  Did  Goldman  conduct  a  suitability  analysis  in  connection  with  soliciting  clients  or 
potential  investors  to  purchase  securities  issued  in  any  of  the  Transactions?  If  so, 
describe  the  suitability  analysis  conducted  for  each  investor  that  purchased  these 
securities.  If  Goldman  retained  a  written  record  that  reflects  that  such  a  analysis 
was  conducted  for  any  of  these  Transactions,  provide  a  copy. 

Although  I  recently  learned  some  general  information  about  certain  of  the 
Transactions,  I  do  not  know  the  detailed  information  requested  by  this  Question  for  the  reasons 
explained  above.  In  an  effort  to  provide  a  more  complete  response,  however,  I  have  instructed 
others  within  Goldman  Sachs  to  gather  the  requested  information,  which  will  be  included  in  a 
subsequent  response  on  a  schedule  to  be  arranged  with  the  Subcommittee  staff. 

3.  (a)  In  what  capacity  did  Goldman  act  for  Paulson  &  Co.  (together  with  any  of  its 

affiliates,  "Paulson")  with  respect  to  the  Abacus  2007-AC1  transaction  or  a  Credit 
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Default  Swap  transaction  that  referenced  any  or  all  of  the  same  entities  or  securities 
that  were  referenced  in  the  Abacus  2007-AC1  transaction?  Describe  in  detail 
Goldman's  relationship  to  Paulson  with  respect  to  those  transactions,  its  obligations 
to  Paulson,  the  nature  and  amount  of  any  fees  or  compensation  received  by 
Goldman  from  Paulson  relating  to  those  transactions,  and  whether  Goldman 
advised  investors  or  potential  investors  in  Abacus  2007-ACl  of  the  existence  and 
nature  of  its  relationship  with  Paulson. 

(b)  If  Goldman  advised  investors  or  potential  investors  of  the  nature  or  existence  of  the 
Paulson  relationship,  identify  who  so  advised  investors  or  potential  investors,  the 
date  on  which  that  person  so  advised  investors  or  potential  investors,  the  identity  of 
the  investors  or  potential  investors  so  advised,  the  manner  (i.e.  verbal  or  in  writing) 
in  which  the  person  was  advised,  and  the  substance  of  the  communication  (and,  if  in 
writing,  provide  a  copy  of  the  communication). 

I  have  some  general  knowledge  about  the  ABACUS  2007-ACl  transaction,  but, 
in  order  to  provide  a  complete  response,  I  have  instructed  others  within  Goldman  Sachs  to  gather 
the  requested  information,  which  will  be  included  in  a  subsequent  response  on  a  schedule  to  be 
arranged  with  the  Subcommittee  staff. 

4.  For  2006  and  2007,  provide  the  total  dollar  value  of  the  residential  mortgages  that 
Goldman  asked  mortgage  originators  to  repurchase  due  to  a  breach  of  representations 
or  warranties  related  to  fraudulent  loan  origination  or  underwriting. 

(a)  What  percentage  of  Goldman's  repurchase  requests  were  successful? 

(b)  How  much  money  did  Goldman  collect  from  its  repurchase  requests? 

(c)  Identify  the  five  mortgage  originators  to  which  Goldman  directed  the  most 
repurchase  requests  and  the  total  value  of  the  requests  made  to  each  of  those  five. 

(d)  Identify  the  total  dollar  amount  of  repurchase  requests  that  Goldman  directed  to: 
(i)        Washington  Mutual; 

(ii)       Fremont;  and 

(iii)      New  Century. 

I  do  not  know  the  information  requested  in  this  Question  for  the  reasons  explained 
above.  In  an  effort  to  provide  a  more  complete  response,  however,  I  have  instructed  others 
within  Goldman  Sachs  to  gather  the  requested  information,  which  will  be  included  in  a 
subsequent  response  on  a  schedule  to  be  arranged  with  the  Subcommittee  staff. 

5.  What  was  the  total  dollar  value  of  RMBS  or  CDO-related  credit  default  swap  (CDS) 
protection  that  Goldman  obtained  from  AIG  or  an  AIG  subsidiary  or  affiliate 
(hereafter  "AIG")  from  January  1,  2004  to  the  present? 
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(a)  Specify  each  transaction  in  which  Goldman  purchased  CDS  protection  from  AIG, 
including  the  date,  type  and  notional  amount  of  CDS  protection  obtained,  the 
referenced  assets  or  entities,  whether  the  protection  was  purchased  for  RMBS,  CDO 
or  other  securities,  and  the  Goldman  business  unit  or  desk  involved. 

(b)  For  each  such  transaction,  describe  the  current  status  of  the  CDS  protection 
obtained  from  AIG,  including  any  settlement  or  final  disposition  of  the  protection 
and  the  total  dollar  amount  received  by  Goldman. 

Although  I  am  aware  that  Goldman  Sachs  purchased  credit  default  swap 
protection  from  AIG  affiliates  relating  to  securities  referencing  residential  mortgages,  I  do  not 
know  the  detailed  information  requested  in  this  Question  for  the  reasons  explained  above.  In  an 
effort  to  provide  a  more  complete  response,  however,  I  have  instructed  others  within  Goldman 
Sachs  to  gather  the  requested  information,  which  will  be  included  in  a  subsequent  response  on  a 
schedule  to  be  arranged  with  the  Subcommittee  staff. 

6.   Did  Goldman  enter  into  any  arrangement  by  which  Goldman  was  the  ultimate 

beneficiary  of  RMBS  or  CDO-related  CDS  protection  that  had  been  issued  by  AIG  to  a 
third  party  intermediary?  If  so,  provide  the  following  information: 

(a)  the  name  of  the  third  party  intermediary; 

(b)  the  relationship  between  Goldman  and  the  third  party  intermediary; 

(c)  the  dates  and  nature  of  the  transactions  through  which  CDS  protection  was 
obtained  from  AIG  by  the  third  party  intermediary,  with  Goldman  as  the  ultimate 
beneficiary; 

(d)  whether  AIG  was  aware  of  the  arrangement  between  Goldman  and  the  third  party 
intermediary; 

(e)  the  aggregate  notional  amount  of  the  CDS  protection  obtained  from  AIG; 

(f)  the  total  amount  of  premiums  paid  by  the  third  party  intermediary; 

(g)  the  consideration  paid  by  Goldman  to  the  third  party  intermediary  in  connection 
with  the  CDS  protection;  and 

(h)  the  dates  and  dollar  amounts  of  any  recovery  on  the  protection  obtained  by 
Goldman  from  AIG  through  a  third  party  intermediary. 

I  do  not  know  the  information  requested  in  this  Question  for  the  reasons  explained 
above.  In  an  effort  to  provide  a  more  complete  response,  however,  I  have  instructed  others 
within  Goldman  Sachs  to  gather  the  requested  information,  which  will  be  included  in  a 
subsequent  response  on  a  schedule  to  be  arranged  with  the  Subcommittee  staff. 
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7.  Did  Goldman  play  any  role  in  suggesting,  encouraging,  or  prompting  any  other 
individual  or  entity  to  make  collateral  calls  on  CBS  protection  written  by  AIG  related 
to  RMBS  or  CDO  securities?  If  so,  describe  in  detail. 

I  am  not  aware  of  Goldman  Sachs  playing  any  such  role. 

8.  Did  Goldman  obtain  CDS  protection  against  credit  events  involving  AIG,  Bear  Stearns, 
Fremont,  Lehman  Brothers,  Long  Beach  Mortgage,  Merrill  Lynch,  National  City 
Corp.,  New  Century,  or  Washington  Mutual?  If  so,  for  each  such  financial  firm  during 
the  period  from  January  1, 2006  through  December  31, 2008,  provide  the  following 
information: 

(a)  the  dates  when  the  CDS  protection  was  obtained  and  the  nature  of  the  protection; 

(b)  the  counter  parties  involved; 

(c)  the  total  aggregate  notional  amount  of  the  CDS  protection  obtained; 

(d)  the  total  amount  of  premiums  paid  by  Goldman  for  such  protection;  and 

(e)  the  total  dollar  amount  of  any  recovery  obtained  by  Goldman  in  connection  with  the 
CDS  protection. 

I  am  aware  that  the  Firm  purchased  CDS  protection  against  credit  events 
involving  AIG.  I  do  not  know,  however,  what  CDS  protection,  if  any,  the  Firm  may  have 
purchased  with  regard  to  the  other  entities  listed  in  this  Question.  Therefore,  I  cannot  provide  a 
more  detailed  response  for  the  reasons  explained  above.  In  an  effort  to  provide  a  more  complete 
response,  however,  I  have  instructed  others  within  Goldman  Sachs  to  gather  the  requested 
information,  which  will  be  included  in  a  subsequent  response  on  a  schedule  to  be  arranged  with 
the  Subcommittee  staff. 

9.  From  January  1, 2006  through  December  31, 2008,  did  Goldman  obtain  any  insurance 
or  other  protection  from  a  credit  event  involving  AIG  through  any  means  other  than  a 
CDS  transaction?  If  so,  explain  in  detail. 

I  am  not  aware  whether  the  Firm  obtained  that  protection  through  any  means 
other  than  CDS.  In  an  effort  to  provide  a  more  complete  response,  however,  I  have  instructed 
others  within  Goldman  Sachs  to  gather  the  requested  information,  which  will  be  included  in  a 
subsequent  response  on  a  schedule  to  be  arranged  with  the  Subcommittee  staff. 

10.  Is  there  any  instance  from  January  1, 2006  to  the  present,  with  respect  to  the  settlement 
of  disputes  related  to  CDS  protection  for  RMBS  or  CDO  securities,  in  which  Goldman 
obtained  less  than  100  cents  on  the  dollar  on  the  total  notional  amount  of  CDS 
protection  it  had  purchased?  If  so,  specify  each  such  instance,  including  the  name  and 
type  of  the  referenced  assets,  the  name  of  the  counter  party,  the  notional  amount  of 
CDS  protection  purchased  by  Goldman,  the  type  and  amount  of  any  collateral  posted 
by  the  counterparty  and  the  dates  on  which  the  collateral  was  posted,  and  the  aggregate 
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total  dollar  amount  obtained  by  Goldman  from  the  counter  party  in  final  settlement  of 
Goldman's  CDS  protection  claims. 

I  do  not  know  of  any  instance  in  which  Goldman  Sachs  received  less  than  the 
amount  it  was  contractually  due  under  a  CDS  referencing  mortgage-backed  securities.  In  an 
effort  to  provide  a  more  complete  response,  however,  I  have  instructed  others  within  Goldman 
Sachs  to  gather  the  requested  information,  which  will  be  included  in  a  subsequent  response  on  a 
schedule  to  be  arranged  with  the  Subcommittee  staff. 

11.  With  respect  to  AIG,  Bear  Stearns,  Fremont,  Lehman  Brothers,  Long  Beach  Mortgage, 
Merrill  Lynch,  National  City  Corp.,  New  Century,  and  Washington  Mutual,  provide 
the  following  information  for  the  years  2007  and  2008: 

(a)  A  detailed  chronology  of  Goldman's  firm-wide  proprietary  trading  (including 
trading  for  itself  or  its  own  accounts)  in  equity  securities  for  each  of  the  above 
companies,  including  the  date,  purchase  price,  and  number  of  shares  involved  in 
each  transaction;  whether  the  transaction  involved  a  purchase  or  sale;  whether  the 
transaction  resulted  a  long  or  short  position  for  Goldman;  and  the  net  position  of 
Goldman  following  each  transaction. 

I  do  not  know  the  information  requested  in  this  Question  for  the  reasons  explained 
above.  In  an  effort  to  provide  a  more  complete  response,  however,  I  have  instructed  others 
within  Goldman  Sachs  to  gather  the  requested  information,  which  will  be  included  in  a 
subsequent  response  on  a  schedule  to  be  arranged  with  the  Subcommittee  staff. 

(b)  A  detailed  chronology  of  Goldman's  firm-wide  proprietary  trading  (including 
trading  for  itself  or  its  own  accounts)  in  options  or  futures  contracts  for  each  of  the 
above  companies,  including  the  date,  purchase  price,  and  number  of  options 
involved  in  each  transaction;  whether  the  transaction  involved  a  purchase  or  sale  of 
a  put  or  call  option;  whether  the  option  was  exercised,  the  exercise  price  and  date, 
whether  the  transaction  resulted  a  long  or  short  position  for  Goldman;  and  the  net 
position  for  Goldman  following  each  transaction. 

I  do  not  know  the  information  requested  in  this  Question  for  the  reasons  explained 
above.  In  an  effort  to  provide  a  more  complete  response,  however,  I  have  instructed  others 
within  Goldman  Sachs  to  gather  the  requested  information,  which  will  be  included  in  a 
subsequent  response  on  a  schedule  to  be  arranged  with  the  Subcommittee  staff. 

(c)  The  same  chronologies  as  requested  in  (a)  and  (b)  above  for  the  Asset  Backed 
Securities  (ABS)  trading  desk  alone. 

I  do  not  know  the  information  requested  in  this  Question  for  the  reasons  explained 
above.  In  an  effort  to  provide  a  more  complete  response,  however,  I  have  instructed  others 
within  Goldman  Sachs  to  gather  the  requested  information,  which  will  be  included  in  a 
subsequent  response  on  a  schedule  to  be  arranged  with  the  Subcommittee  staff. 

12.  (a)  Did  Goldman  have  any  written  procedures  or  policies  with  regard  to  the  ABS  desk's 

using  funds  from  a  firm  trading  account  to  make  speculative  or  proprietary  trades 
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in  equity  securities  or  options  or  futures  contracts  such  as  those  listed  above?  If  so, 
provide  a  copy  of  those  procedures  or  policies. 

(b)  Was  it  a  departure  from  Goldman's  policies  or  procedures  for  the  ABS  trading  desk 
to  have  used  a  firm  trading  account  to  engage  in  speculative  or  proprietary  trades  in 
the  equity  securities  or  options  or  futures  contracts  listed  above? 

(c)  Did  the  ABS  trading  desk  seek  or  obtain  a  waiver  of  Goldman's  policies  or 
procedures  to  trade  these  securities?  If  so,  provide  the  date  of  the  waiver,  the 
persons  who  requested  the  waiver,  the  person  who  made  the  final  decision  to  grant 
the  waiver,  and  a  copy  of  the  waiver  and  the  application  or  request  to  obtain  it. 

I  generally  am  aware  of  risk  limits  placed  on  market  making  desks,  which 
typically  limit  positions  that  such  desks  can  put  on,  as  well  as  policies  and  procedures  requiring 
approval  of  increases  in  such  risk  limits,  and  temporary  exceptions  to  account  for  over-limit  risk 
caused  by  a  number  of  factors,  including  increased  market  volatility.  But  I  do  not  know  the 
detailed  information  requested  in  the  Question. 

In  an  effort  to  provide  a  more  complete  response,  however,  I  have  instructed 
others  within  Goldman  Sachs  to  gather  the  requested  information,  which  will  be  included  in  a 
subsequent  response  on  a  schedule  to  be  arranged  with  the  Subcommittee  staff. 

13.  During  2008,  did  any  representative,  employee,  officer,  agent,  or  attorney  acting  on 
behalf  of  Goldman  contact  or  communicate  with  any  federal  agency,  including  the 
Federal  Reserve  or  the  Securities  and  Exchange  Commission  (SEC),  to  discuss  any 
limitation  on  the  short  selling  of  Goldman  shares  or  the  shares  of  any  other  financial 
institution?  If  so,  provide  a  detailed  chronology  describing  those  contacts,  including  the 
date  of  each  contact,  who  initiated  it,  the  participants  involved,  whether  it  was  made  by 
telephone  or  in  person,  and  the  substance  of  the  discussion. 

I  recall  speaking  with  SEC  Chairman  Christopher  Cox  telephonically  on  two 
occasions.  There  may  have  been  others,  but  I  cannot  recall.  I  do  not  recall  the  dates.  1  believe 
that  Chairman  Cox  initiated  the  first  call  and  I  am  not  sure  about  the  second.  As  I  explained  in 
my  meeting  with  the  Subcommittee  staff,  I  recall  that  Chairman  Cox  asked  my  opinion,  and  that 
I  initially  indicated  that  I  was  not  in  favor  of  such  limitations.  At  the  time,  other  firms  were 
complaining  publicly  about  shorts.  But  I  recall  being  negative  about  halting  shorts  because 
banning  shorts  could  have  an  adverse  effect  on  the  markets  in  terms  of  the  ability  to  price 
securities.  I  recall,  however,  that  I  subsequently  changed  my  view  because  the  situation  seemed 
extreme  and  the  concentrated  piling  on  of  shorts  might  be  distorting  the  market. 

Goldman  Sachs  employs  thousands  of  professionals,  but  I  am  not  aware  of 
relevant  communications  that  other  Goldman  Sachs  employees  may  have  had. 

14.  Describe  how  and  when  Goldman  learned  of  the  limitations  that  the  SEC  implemented 
in  2008,  on  the  short  selling  of  the  shares  of  certain  financial  institutions. 

I  am  not  aware  of  anyone  at  Goldman  Sachs  having  learned  of  these  limitations 
prior  to  the  SEC's  public  announcement  of  them. 
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15.  Provide  any  document  possessed  by,  generated  by,  or  provided  to  Jonathan  Egol 
related  to  obtaining  a  credit  rating  related  to  any  Abacus  transaction  by  any  credit 
rating  agency,  including  any  correspondence,  emails,  memoranda,  or  other  analysis  or 
exchanges  of  information. 

I  do  not  have  personal  custody  of  the  documents  requested  in  this  Question,  but  I 
have  directed  others  at  Goldman  Sachs  to  gather  the  requested  materials. 

16.  Describe  in  detail  your  understanding  of  Goldman's  legal  duties  of  disclosure,  pursuant 
to  securities  laws  and  regulations,  including  rules  prescribed  by  the  SEC  or  FINRA,  to 
purchasers  of  securities  when  Goldman  acts  in  any  of  the  following  capacities:  (a) 
market  maker;  (b)  underwriter;  (b)  placement  agent;  (d)  broker  (when  making  a 
solicitation  or  recommendation  of  a  security);  or  (e)  a  dealer.  Include  your  definition  of 
a  "market  maker." 

I  understand  that  Goldman  Sachs  must  comply  with  the  applicable  duties  of 
disclosure  arising  under  the  federal  securities  laws,  including  rules  prescribed  by  the  SEC  and 
FINRA.  I  am  aware  of  an  underwriter's  obligation  to  disclose  the  material  facts  relating  to  the 
securities  offered.  Otherwise,  I  have  no  detailed  understanding  of  the  specific  legal  duties  of 
disclosure  in  each  of  the  capacities  referenced  above. 

A  market  maker  is  a  financial  intermediary  that  stands  ready,  willing  and  able  to 
buy  and  sell  financial  instruments  at  the  initiation  of  clients.  This  business  is  client-driven,  and 
Goldman  Sachs  strives  to  provide  a  fair  price  to  its  clients. 

Should  the  Subcommittee  desire  a  more  detailed  legal  analysis  of  the  federal 
securities  laws,  regulations  and  rules,  I  will  direct  others  at  Goldman  Sachs  to  provide  one. 

17.  (a)  Does  the  fact  that  an  investor  or  a  potential  investor  with  whom  Goldman  is 

transacting  business  is  an  "accredited"  investor,  a  "qualified  institutional  buyer"  or 
a  "qualified  purchaser"  (as  those  terms  are  used  in  the  U.S.  federal  securities  laws) 
affect  the  duties  and  obligations  of  Goldman  when  acting  in  any  of  the  capacities 
described  in  Question  16?  If  so,  describe  bow  any  of  Goldman's  duties  when  acting 
in  any  of  these  capacities  are  affected  by  the  status  of  the  investor  or  potential 
investor. 

I  believe  that,  for  any  investor,  Goldman  Sachs  has  a  duty  to  ensure  that  what  it 
says  is  truthful.  In  my  view,  a  sophisticated  investor  may  generally  be  shown  more  sophisticated 
potential  transactions  that  may  not  be  suitable  for  less  sophisticated  investors.  I  also  understand 
that  suitability  and  disclosure  duties  under  the  federal  securities  laws  vary  depending  on  the 
types  of  investors  to  whom  a  transaction  is  marketed  and  the  manner  in  which  it  is  marketed. 

Should  the  Subcommittee  desire  a  more  detailed  legal  analysis  of  the  federal 
securities  laws,  regulations  and  rules,  I  will  direct  others  at  Goldman  Sachs  to  provide  one. 

(b)  Does  Goldman  have  a  duty  to  conduct  a  suitability  analysis  when  making  a 
recommendation  to  any  of  the  types  of  investors  listed  in  question  17(a)?  If  so, 
describe  the  nature  and  extent  of  the  analysis  to  be  conducted. 
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I  believe  that  Goldman  Sachs  has  implemented  policies  and  procedures 
reasonably  designed  to  ensure  that  the  Firm  meets  its  suitability  obligations  when  it  recommends 
a  security  to  a  client,  and  that  those  obligations  can  vary  depending  on  the  nature  of  the  client — 
for  example,  institutional  clients  in  contrast  to  individual  clients.  I  note,  however,  that  Goldman 
Sachs  does  not  necessarily  "recommend"  the  transactions  it  presents  to  investors. 

I  understand  that  investors  who  transacted  with  Goldman  Sachs  in  CDOs  in  2007, 
as  in  prior  years,  were  primarily  large,  global  financial  institutions,  insurance  companies  and 
hedge  funds.  It  is  my  understanding  that  these  investors  generally  had  significant  resources,  had 
relationships  with  multiple  securities  dealers  and  access  to  extensive  information  and  research 
flow,  performed  their  own  analysis  of  the  data  and  formed  their  own  views  about  market  trends. 

Should  the  Subcommittee  desire  a  more  detailed  legal  analysis  of  the  federal 
securities  laws,  regulations  and  rules,  I  will  direct  others  at  Goldman  Sachs  to  provide  one. 

(c)  Does  Goldman  owe  a  duty  to  disclose  any  adverse  interest  that  it  may  have  when 
recommending  a  security  to  any  of  the  types  of  investors  listed  in  question  17(a)? 

I  am  not  sure  what  is  meant  by  the  term  "adverse  interest."  Goldman  Sachs  may 
have  a  duty  to  disclose  certain  potential  conflicts  present  in  a  securities  transaction,  but  this  will 
depend  on  the  facts  and  circumstances — for  example,  where  Goldman  Sachs  has  a  duty  to 
disclose  material  information  and  the  conflict  is  material  in  the  context  of  all  the  relevant 
information.  In  addition,  Goldman  Sachs  does  not  necessarily  "recommend"  the  securities  that  it 
sells  to  investors. 

Should  the  Subcommittee  desire  a  more  detailed  legal  analysis  of  the  federal 
securities  laws,  regulations  and  rules,  I  will  direct  others  at  Goldman  Sachs  to  provide  one. 

18.       (a)        Is  Goldman  aware  of  the  2004  Guidelines  set  forth  by  the  United  States 
Sentencing  Commission  (the  "Guidelines")  establishing  the  elements  of  an  effective  ethics 
and  compliance  program? 

I  am  not  aware  of  the  specific  2004  Guidelines  set  forth  by  the  United  States 
Sentencing  Commission,  although  I  know  that  others  within  Goldman  Sachs  are  aware  of  the 
2004  Guidelines.  I  also  know  that  Goldman  Sachs  maintains  a  robust  compliance  and  ethics 
program. 

(b)       What,  if  anything,  has  Goldman  done  to  address  the  standards  for  ethics  and 
compliance  programs  as  set  forth  in  the  Guidelines?  In  particular,  provide  copies  of 
educational  materials  or  presentations  given  or  presented  to  the  Goldman  Board  of 
Directors,  Goldman  executives,  and  Goldman  employees  in  general  with  respect  to  ethics 
and  compliance  during  the  period  2004  to  the  present. 

Goldman  Sachs  devotes  considerable  resources  to  ethics  and  compliance.  I  have 
directed  others  at  Goldman  Sachs  to  gather  the  additional  detailed  information  requested  in  this 
Question. 
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Questions  from  Senator  McCaskill 

1.  How  many  partners  of  Goldman  Sachs  bad  investments  with  Paulson  &  Co.  at  the  time 
the  Abacus  AC-1  transaction  was  completed? 

I  do  not  know  the  information  requested  in  this  Question,  but  Goldman  Sachs 
does  generally  track  certain  types  of  direct  outside  investments  by  its  employees.  In  an  effort  to 
provide  a  more  complete  response,  however,  I  have  directed  others  at  Goldman  Sachs  to  provide 
this  information  on  a  schedule  to  be  arranged  with  the  Subcommittee  staff. 

2.  How  large  was  the  short  position  that  Goldman  Sachs  sold  to  Paulson  &  Co.  as  a  part  of 
the  Abacus  AC-1  transaction  in  relation  to  all  short  positions  sold  to  other  clients 
through  synthetic  and  hybrid  CDO  issuances  in  2006  and  2007?  Please  express  this  as  a 
percentage. 

I  do  not  know  the  information  requested  in  this  Question  for  the  reasons  explained 
above.  In  an  effort  to  provide  a  more  complete  response,  however,  I  have  instructed  others 
within  Goldman  Sachs  to  gather  the  requested  information,  which  will  be  included  in  a 
subsequent  response  on  a  schedule  to  be  arranged  with  the  Subcommittee  staff. 

3.  Of  clients  to  whom  Goldman  sold  short  positions  from  synthetic  CDOs,  as  in  the 
Abacus  AC-1  transaction,  how  many  employed  former  directors  or  employees  of 
Goldman  Sachs? 

I  do  not  know  the  information  requested  in  this  Question,  nor  do  I  believe  that  the 
Firm  has  this  information. 

4.  Did  any  Goldman  employees  see  their  total  compensation  decline  as  a  result  of  the 
ultimate  poor  performance  of  the  mortgage  backed  securities  and  collateralized  debt 
obligations  that  the  firm  issued  in  2006  and  2007? 

Goldman  Sachs'  compensation  structure  is  based  on  the  Firm's  overall 
performance,  the  performance  of  the  specific  business  in  which  the  employee  works  and  the 
personal  performance  of  the  employee.  Increases  or  decreases  in  compensation,  therefore,  are 
based  on  a  number  of  factors.  I  do  not  know  the  specifics  of  compensation  paid  to  employees 
who  worked  in  the  Mortgage  Department  for  the  reasons  explained  above. 

In  an  effort  to  provide  a  more  complete  response,  however,  I  have  instructed 
others  within  Goldman  Sachs  to  gather  the  requested  information,  which  will  be  included  in  a 
subsequent  response  on  a  schedule  to  be  arranged  with  the  Subcommittee  staff. 

5.  Please  provide  the  context  for  the  email  in  exhibit  77,  in  which  a  Goldman  employee 
reviewed  pool  of  mortgages  originated  by  New  Century.  Were  these  loans  subsequently 
packaged  into  securities?  If  so,  how  much  of  the  pool  discussed  in  exhibit  77  Was  "put 
back,"  to  use  the  phrase  from  the  analyst  writing  the  document? " 

I  do  not  know  the  information  requested  in  this  Question  for  the  reasons  explained 
above.  In  an  effort  to  provide  a  more  complete  response,  however,  I  have  instructed  others 
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within  Goldman  Sachs  to  gather  the  requested  information,  which  will  be  included  in  a 
subsequent  response  on  a  schedule  to  be  arranged  with  the  Subcommittee  staff. 

6.  Did  Goldman  Sachs  perform  a  review  similar  to  that  found  in  Exhibit  77  of  the  pools  of 
mortgages  from  which  the  Long  Beach  Mortgage  Loan  Trust  2006- A  (LBMLT-A) 
residential  mortgage  backed  securities  were  created?  If  so,  please  produce  those  reviews 
to  the  committee.  How  many  loans  showed  evidence  of  potential  fraud,  noncompliance, 
foreclosure,  or  other  risk  factors?  How  many  problem  loans  ended  up  in  the  pools  for 
LBMLT-A  that  were  then  sold  to  investors?  How  were  weaknesses  in  the  pools 
disclosed  to  investors? 

I  do  not  know  the  information  requested  in  this  Question  for  the  reasons  explained 
above.  In  an  effort  to  provide  a  more  complete  response,  however,  I  have  instructed  others 
within  Goldman  Sachs  to  gather  the  requested  information,  which  will  be  included  in  a 
subsequent  response  on  a  schedule  to  be  arranged  with  the  Subcommittee  staff. 

7.  How  many  customers  contacted  Goldman  Sachs  asking  to  take  a  short  position  with 
respect  to  housing  related  assets  after  your  firm  decided  to  make  a  concerted  effort  to 
"reduce  risk"  which  reducing  your  net  long  position  with  respect  to  the  housing 
market?  To  how  many  customers  did  you  sell  short  positions?  How  many  customers 
were  turned  away?  Do  you  feel  that  your  need  to  "reduce  risk,"  prevented  your  firm,  in 
its  role  as  market  maker,  from  serving  customers  who  wanted  to  purchase  short 
positions? 

I  do  not  know  the  information  requested  in  this  Question  for  the  reasons  explained 
above.  Additionally,  I  do  not  know  if  information  on  the  number  of  customers  that  were  "turned 
away"  is  kept  by  the  Firm. 

I  do  not  believe  that  our  decision  to  "reduce  risk"  prevented  the  Firm  from  serving 
its  customers  as  a  market  maker.  Although  the  prices  that  we  quoted  to  buyers  and  sellers  varied 
with  market  levels,  I  believe  that,  as  a  general  matter,  Goldman  Sachs  continued  to  transact  in 
mortgage-related  products  in  response  to  client  demand. 

In  an  effort  to  provide  a  more  complete  response,  however,  I  have  instructed 
others  within  Goldman  Sachs  to  determine  whether  the  requested  information  is  kept  by  the 
Firm. 

8.  Of  the  customers  to  whom  you  did  sell  short  positions  bow  many  were  companies  that 
had  hired  former  Goldman  employees  or  with  whom  Goldman  employees  bad 
investments? 

I  do  not  know  the  information  requested  in  this  Question,  nor  do  I  know  if  all  of  it 
is  kept  by  the  Firm.  As  indicated  above,  Goldman  Sachs  does  generally  track  certain  types  of . 
direct  outside  investments  by  its  employees.  In  an  effort  to  provide  a  more  complete  response, 
however,  I  have  instructed  others  within  Goldman  Sachs  to  determine  whether  the  Firm  keeps 
this  information  so  that  it  may  be  included  in  a  subsequent  response  on  a  schedule  to  be  arranged 
with  the  Subcommittee  staff. 
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RESPONSES  TO  QUESTIONS  FOR  THE  RECORD 

FROM 
SENATOR  CARL  LEVIN 

Permanent  Subcommittee  on  Investigations 

to 

LLOYD  C.  BLANKFEIN 

Chairman  and  Chief  Executive  Officer 
The  Goldman  Sachs  Group,  Inc. 

PERMANENT  SUBCOMMITTEE  ON  INVESTIGATIONS 

HEARING  ON 

WALL  STREET  AND  THE  FINANCIAL  CRISIS: 

THE  ROLE  OF  INVESTMENT  BANKS 

April  27, 2010 


l.Provide  the  following  information  regarding  each  of  the  following  transactions  (each  of 
which  is  hereinafter  referred  to  in  this  question  as  a  "Transaction"  or,  collectively,  "the 
Transactions"): 

Anderson  Mezzanine  Funding  2007-1; 

Camber  7; 

Fort  Denison  Funding; 

Hudson  Mezzanine  Funding  2006-1; 

Hudson  Mezzanine  Funding  2006-2; 

Point  Pleasant  Funding  2007-1;  and 

Timberwolf  I. 

(a)   Provide  a  list  of  all  assets  in  each  Transaction  at  the  closing  date  of  the 
Transaction.  For  each  listed  asset: 

(i)      State  whether  each  asset  is  a  cash  or  synthetic  asset. 

Goldman  Sachs  encloses  a  spreadsheet,  which  sets  forth  certain  information  on 
the  cash  and  synthetic  assets  for  the  specified  transactions  (bearing  production  numbers 
GS  MBS0000027961)  [See  Appendix  1].  For  each  Transaction,  the  spreadsheet  sets  forth 
each  referenced  asset,  whether  it  is  cash  or  synthetic,  the  current  face  amount,  the  closing 
date,  the  asset  source,  the  counterparty  facing  the  transaction,  arid  the  warehouse  period. 

(ii)     Specify  its  original  face  value  in  dollars. 

Goldman  Sachs  encloses  a  spreadsheet,  which  sets  forth  certain  information  on 
the  cash  and  synthetic  assets  for  the  specified  transactions  (bearing  production  numbers 
GS  MBS0000027961)  [See  Appendix  1],  For  each  Transaction,  the  spreadsheet  sets  forth 


PSI  QFR  GS0024 


Footnote  Exhibits  -  Page  2315 


each  referenced  asset,  whether  it  is  cash  or  synthetic,  the  current  face  amount,  the  closing 
date,  the  asset  source,  the  counterparty  facing  the  transaction,  and  the  warehouse  period. 

(iii)    For  each  cash  asset,  identify  by  name  the  party  from  whom  it  was  purchased 
and  the  date  of  purchase. 

Goldman  Sachs  encloses  a  spreadsheet,  which  sets  forth  certain  information  on 
the  cash  and  synthetic  assets  for  the  specified  transactions  (bearing  production  numbers 
GS  MBS0000027961)  [See  Appendix  1].  For  each  Transaction,  the  spreadsheet  sets  forth 
each  referenced  asset,  whether  it  is  cash  or  synthetic,  the  current  face  amount,  the  closing 
date,  the  asset  source,  the  counterparty  facing  the  transaction,  and  the  warehouse  period. 

(iv)    For  each  synthetic  asset:  identify  each  referenced  asset;  identify  by  name  the 
counter  party  facing  the  Transaction;  and  the  nature  and  date  of  any  swap  or 
offsetting  or  back  to  back  transaction  entered  into  by  the  counter  party  with 
respect  to  such  referenced  asset 

Goldman  Sachs  encloses  a  spreadsheet,  which  sets  forth  certain  information  on 
the  cash  and  synthetic  assets  for  the  specified  transactions  (bearing  production  numbers 
GS  MBS0000027961).  For  each  Transaction,  the  spreadsheet  sets  forth  each  referenced 
asset,  whether  it  is  cash  or  synthetic,  the  current  face  amount,  the  closing  date,  the  asset 
source,  the  counterparty  facing  the  transaction,  and  the  warehouse  period. 

(v)     State  whether  and,  if  so  describe,  any  asset  that  was  added  to  or  removed  from 
each  Transaction  after  the  closing  date,  the  source  of  any  such  asset,  the 
purchase  or  sales  price  for  any  such  asset,  and  how  any  such  price  was 
determined. 

Goldman  Sachs  encloses  the  trustee  reports  (bearing  production  numbers  GS  MBS 
0000027986  -  35792,35879  -  35952  and  35958  -  36047)  for  the  respective  Transactions. 
These  reports  describe  the  assets  that  were,  added  or  removed  from  the  respective 
Transactions  after  the  closing  date.  The  relevant  pages  in  the  reports  are  identified  in  the 
chart  below:  [Corresponding  documents  retained  in  the  files  of  the  Subcommittee] 
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Tr&Bsaetlon 


Trustee  Report  Page 


Anderson  Mezzanine  Funding  2007-1 


GS  MBS  000028003, 28053, 281 80, 28246, 28339. 
28388, 28415, 28476, 28631, 28679. 28775. 28822. 
28871, 29022, 29221, 29316, 29468. 29613  and  29664 


Camber  7 


GS  MBS  0000029713  -  29714,  30164  and  30963 


Port  Denison  Funding 


No  assets  were  added  or  removed  after  closing 


Hudson  Mezzanine  Funding  2006-1 


GS  MBS  000003 1247 -3 1256,  3 1 353 -3 1362, 
32770-32772,  32983  -  32984  and  33079 


Hudson  Mezzanine  Funding  2006-2 


GS  MBS  0000033184- 33 185,  33292.  33917.  33975. 
34034,  34152,  34207,  34260, 34313  -  34314.  34363, 
3441 1,  34460, 34506,  34552, 34597,  34642.  34686, 
34730,  34773, 34816,  34859, 34902,  34945.  34988  and 
35977 


Point  Pleasant  Funding  2007-1 


GS  MBS  0000035032,  35144,  35203  -  35204  and 
35265-35267 


Timberwolfl 


GS  MBS  0000035658  -  35659 


(b)  For  each  Transaction: 

(i)    Describe  in  detail  Goldman  Sachs'  ("Goldman")  role  in  the  Transaction,  including 
whether  it  served  as  a  placement  agent;  participated  in  the  selection  of  assets  or 
referenced  assets  prior  to  or  after  the  closing  date  of  the  Transaction;  hired  a 
collateral  manager  or  other  agent  for  the  Transaction;  contributed,  purchased,  or 
warehoused  any  assets;  participated  in  obtaining  a  credit  rating  for  the  Transaction; 
participated  in  the  selection  of  any  counter  party  for  the  Transaction;  entered  into 
any  credit  default  swap  or  short  position  or  acted  as  a  counter  party  with  respect  to 
the  Transaction  or  assets  related  to  the  Transaction;  sold  any  securities  related  to  the 
Transaction;  or  oversaw  the  liquidation,  unwinding,  closure  or  completion  of  the 
Transaction. 

The  offering  circulars  for  the  transactions,  which  we  believe  have  been  provided, 
outline  the  roles  that  Goldman  had  on  these  seven  transactions. 

o    Placement  agent:  For  each  Transaction  other  than  the  Point  Pleasant  transaction, 
Goldman  Sachs  or  an  affiliate  served  as  a  placement  agent.    DOS  Corporate  & 
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Investment  Bank  served  as  the  initial  placement  agent  in  the  Point  Pleasant 
transaction. 

Participated  in  the  selection  of  assets  prior  to  or  after  the  closing  date  of  the 
Transaction:        Generally,     Goldman    Sachs — like    other    parties    to    the. 
transaction — participated  in  the  selection  of  assets  or  referenced  assets  because  the 
Firm  bore  significant  risks  with  respect  to  those  assets  both  during  the  warehouse 
period  and  to  the  extent  that  it  retained  any  positions  after  closing. 

Contributed,  purchased,  or  warehoused  any  assets:  For  all  seven  transactions,  we 
would  have  had  involvement  in  each  of  these  aspects 

Participated  in  obtaining  a  credit  rating  for  the  Transaction:  Goldman  Sachs  would 
be  involved  in  obtaining  a  credit  rating  for  these  transactions  from  one  of  the  more 
nationally  recognized  credit  rating  agencies 

Participated  in  the  selection  of  any  counter  party  for  the  Transaction:  Goldman  Sachs 
would  be  involved  in  selecting  counterparties  for  the  transaction  both  the  asset  and 
liability  side  of  the  CDO 

Entered  into  any  credit  default  swap  or  short  position  or  acted  as  a  counter  party  with 
respect  to  the  Transaction  or  assets  related  to  the  Transaction  -  Goldman  Sachs  was 
the  protection  buyer  from  the  synthetic  CDOs  included  in  the  transactions  (Fort 
Denison  was  entirely  a  cash  deal.),  with  the  exception  of  Point  Pleasant  where  IXIS 
Corporate  &  Investment  Bank  purchased  protection  from  the  transaction. 
Additionally,  Goldman  Sachs  retained  and  purchased  in  the  secondary  market 
financial  instruments  issued  by  these  transactions. 

Sold  any  securities  related  to  the  Transaction:  Goldman  Sachs  sold  securities  into  the 
transaction  to  the  extent  the  reference  portfolio  included  cash  instruments. 
Additionally,  Goldman  Sachs  sold  the  financial  instruments  issued  by  the  transaction 
both  upon  initial  underwriting  as  well  as  in  conjunction  with  making  secondary 
markets. 

Oversaw  the  liquidation,  unwinding,  closure  or  completion  of  the  Transaction: 
Goldman  Sachs  initially  acted  as  the  liquidation  agent  for  Hudson  Mezzanine 
Funding  2006-1,  Hudson  Mezzanine  Funding  2006-2  and  Anderson  Mezzanine 
Funding  2007-1 .  Goldman  Sachs  later  assigned  that  role  to  The  TCW  Group,  Inc. 
("TCW")  for  Hudson  Mezzanine  Funding  2006-2  and  Anderson  Mezzanine  Funding 
2007-1  and  did  not  liquidate  any  assets  before  the  assignment.  For  Hudson 
Mezzanine  Funding  2006-1,  Goldman  Sachs  attempted  to  assign  its  role  as 
liquidation  agent  to  TCW,  but  Morgan  Stanley  (which  was  the  super  senior  swap 
counterparty)  exercised  its  right  of  refusal.  Accordingly,  Goldman  Sachs  remained 
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the  liquidation  agent  and  liquidated  assets  in  accordance  with  the  transaction 
documents  (that  is,  the  Firm  solicited:  (i)  quotations  as  part  of  its  determination  of 
the  credit  default  swap  termination  payments,  and  (ii)  bids  for  the  cash  assets  through 
a  competitive  bidding  process).  In  its  role  as  swap  counterparty,  Goldman  Sachs  also 
participated  in  the  final  liquidation  of  Timberwolf  I  by  soliciting  quotations  as  part 
of  it  determination  of  the  credit  default  swap  termination  payments. 


(ii)        Describe  the  capital  structure  and  credit  ratings  obtained  for  each 
Transaction,  including  any  change  in  the  credit  ratings  over  time. 

Two  spreadsheets  from  Mr.  Blankfein  accompany  this  question  (Parts  A 
[See  Appendix  2]  and  B  [See  Appendix  3]). 

(iii)Identify  by  name  and  address  each  purchaser  of  each  security  issued 
in  connection  with  the  Transaction,  including  the  name,  price,  size, 
and  total  notional  value  of  each  type  of  security  purchased;  the  date 
each  security  was  purchased;  the  Goldman  sales  representative 
responsible  for  the  sale  of  each  security;  and  the  Gross  Credits 
("GCs")  paid  to  any  sales  representative  for  the  sale  of  each  security. 

Goldman  Sachs  previously  produced  to  the  Subcommittee  a  spreadsheet 
(bearing  production  numbers  GS  MBS  0000018045  -  18052)  [See  Appendix  4] 
providing  the  name,  price,  size,  total  notional  value  of  each  type  of  security 
purchased  and  the  date  each  security  was  purchased.  Goldman  Sachs  now 
encloses  a  spreadsheet  (bearing  production  number  GS  MBS0000038669)  [See 
Appendix  4]  providing  information  on  the  Goldman  Sachs  sales  representatives 
responsible  for  sales  of  securities  in  the  Transactions  and  the  gross  sales  credits 
allocated  to  those  representatives  in  recognition  of  the  sales. 

(iv)       Indicate  how  many  and  the  nature  of  any  securities  that  were  retained 
or  purchased  by  Goldman  from  the  Transaction;  if  those  securities 
were  sold  or  otherwise  disposed  of  within  12  months  of  the  inception 
of  the  security,  the  number  of  securities  sold  or  disposed  of,  the  sales 
price  or  cost  of  disposition,  and  to  whom  they  were  sold  or  how  they 
were  otherwise  disposed  of;  and  identify  any  securities  that  were  sold 
to  investors  and  repurchased  by  Goldman. 

Provided  in  a  spreadsheet.  [See  Appendices  4  and  5] 

(v)        Indicate  the  net  revenues  or  losses  sustained  by  Goldman  from  the 
Transaction,  combining  all  sales,  transfers,  credit  defaults,  short 
positions,  and  other  activities  undertaken  by  Goldman  in  connection 
with  the  Transaction  from  its  inception  to  the  present.  Explain  how 
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the  net  revenue  or  loss  figure  was  derived,  and  its  key  components. 

In  response  to  this  Question,  Goldman  Sachs  encloses  a  spreadsheet 
(bearing  production  number  GS  MBS  0000038766)  [See  Appendix  6]  providing 
net  revenues  for  the  Transactions.  The  first  grouping  of  Transactions  were 
executed  as  part  of  the  firm's  CDO  franchise  acting  as  warehouse  provider, 
underwriter  and  investor.  Separately,  the  two  Hudson  Mezzanine  transactions 
were  initiated  by  Goldman  Sachs  principally  as  an  efficient  method  to  reduce  long 
ABX  exposure,  which  was  amassed  from  making  markets  for  clients  wanting  to 
purchase  protection  on  the  ABX  index. 

The  spreadhseet  provides  deal  level  information,  issued  liabilities  and  details  the 
net  revenues  earned/incurred  on  the  deal.  The  key  components  were: 

Deal  underwriting  fees  -  fees  earned  for  underwriting  the  transaction. 
Protection  purchase  -  gains  earned  from  purchasing  protection  from  the  CDO. 
For  purchases  of  protection  from  the  CDOs,  Goldman  Sachs  has  excluded 
protection  purchases  for  which  the  firm  acted  to  intermediate  between  the  CDO 
issuer  and  clients  who  had  purchased  protection  during  the  warehouse  period.  In 
addition,  for  the  Hudson  Mezzanine  2006-1  and  2006-2  transactions,  Goldman 
Sachs  has  offset  gains  on  the  protection  purchased  from  the  CDO  issuer  against 
losses  on  the  ABX  long  positions  that  the  transaction  was  intended  to  hedge. 
Collateral  Securities  -  losses  incurred  resulting  from  price  decline  of  the 
securities  which  collateralize  the  protection  purchases  from  the  CDOs.  The 
collateral  securities  consisted  primarily  of  alt  a  and  subprime  bonds  and  other 
mortgage  and  asset  backed  securities.  The  majority  of  these  losses  have  already 
been  realized  as  securities  were  liquidated  on  credit  events. 
Retained  Inventory  -  losses  incurred  on  bonds  retained  from  the  CDO. 
Deal  specific  hedges  -  net  revenues  arising  from  hedges  to  retained  bonds 
wherein  Goldman  Sachs  purchased  protection  on  specific  bonds  issued  by  the 
CDO. 

(vi)      Identify  by  name  and  address  any  investor  who  has  complained  to 
Goldman  in  writing  about  its  investment  in  one  or  more  of  the 
Transactions. 

Goldman  Sachs  is  not  presently  aware  of  any  such  written  complaints 
other  than  those  made  by:  (i)  Basis  Yield  Alpha  Fund  (Master)  ("Basis") 
regarding  Timberwolf  I;  and  (ii)fl  V  regarding 

Point  Pleasant  2007-1 .  The  addresses  for  Basis  and^f  ^are  provided  in  the 

chart  below: 
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Walker  House 
87  Mary  Street 
Georgetown,  Grand  Cayman 
Cayman  Islands.  KY  1-9002 
British  West  Indies 
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Goldman  Sachs  notes  that  as  the  performance  of  the  subprime  mortgage  market 
declined  in  mid-2007  and  continuing  thereafter,  various  investors  have  engaged  in 
discussions  with  the  firm  related  to  such  issues  as  market  valuations  and  liquidation  of 
collateral.  We  have  assumed  that  your  question  is  directed  to  customer  complaints  about 
the  fundamental  investment  itself,  and  not  to  such  other  matters. 

(c)        State  if  and  when  any  Transaction  was  liquidated. 


Transaction 

Liquidation 

Date  of  Final  Distribution 

Anderson  Mezzanine 
Funding  2007-1 

Not  Liquidated 

N/A 

Camber  7 

Not  Liquidated 

N/A 

Fort  Denison  Funding 

Liquidated 

October  6, 2008 

Hudson  Mezzanine  Funding 
2006-1 

Liquidated 

May  28, 2009 

Hudson  Mezzanine  Funding 
2006-2 

Not  Liquidated 

N/A 

Point  Pleasant  Funding 
2007-1 

Not  Liquidated 

N/A 

Timberwolf  I 

Liquidated 

October  16,2008 

(d)  In  any  Transaction,  if  bonds  were  purchased  to  collateralize  synthetic  assets, 
identify  the  bond  by  name,  the  value  of  the  bond,  the  Transaction  for  which 
it  was  purchased,  and  the  party  from  which  the  bond  was  purchased. 

Addressed  in  a  spreadsheet  from  Mr.  Blankfein.  [See  Appendix  9] 

(e)  For  each  Transaction,  provide  copies  of  any  offering  circular  or 
memorandum,  mortgage  capital  committee  memo,  pitch  book  or  marketing 
flip  book  or  similar  materials  regarding  the  structuring  or  sale  of  interests 
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(including  securities)  in  the  Transaction.  It  is  not  necessary  to  provide 
duplicates  of  the  same  material,  but  provide  the  identity  of  all  persons  who 
received  such  material. 

In  further  response  to  Questions  1(e)  and  2(b),  Goldman  Sachs  encloses:  (i)  a 
copy  of  its  policies  and  procedures  governing  the  distribution  of  sales  correspondence 
(bearing  production  numbers  GS  MBS  0000035799  -  35821)  [See  Appendix  7];  and  (ii)  a 
spreadsheet  (bearing  production  number  GS  MBS  0000038771)  [See  Appendix  8] 
identifying  potential  investors  to  whom  the  Syndicate  desk  marketed  the  Transactions. 
Goldman  Sachs  notes  that  in  general  the  firm  marketed  CDOs  solely  to  qualified 
purchasers  within  the  meaning  of  Securities  and  Exchange  Commission  Rule  144 A,  and 
that  the  firm's  salespeople  discussed  securities  via  phone  or  e-mail  with  clients  or 
potential  clients  known  to  have  an  interest  in  the  particular  products  in  which  they  dealt. 
Marketing  materials  were  often  transmitted,  upon  request,  to  interested  clients  or 
potential  clients  via  email. 

Hard  copies  were  sent  via  U.S.  Mail  or  Federal  Express.  Goldman  Sachs  is  compiling 
information  responsive  to  these  Questions  concerning  ABACUS  2007- AC  1  and  will 
produce  that  information  to  the  Subcommittee. 

These  materials  previously  were  produced  to  the  Subcommittee  staff.  As  an  initial 
response,  Goldman  Sachs  encloses  a  spreadsheet  listing  these  materials  by  production 
number  (bearing  production  numbers  GS  MBS  0000027963)  [See  Appendix  6]. 

(1)        If  Goldman  entered  into  a  credit  default  swap  ("CDS")  referencing  any 

portion  of  any  Transaction  or  any  asset  related  to  the  transaction,  provide 
the  notional  value  of  the  CDS,  the  assets  referenced  in  the  CDS,  the  date 
entered,  the  name  of  the  counter  party,  and  the  ultimate  disposition  of  the 
CDS,  including  whether  it  was  cancelled,  unwound,  or  paid. 

Provided  in  a  spreadsheet.  [See  Appendix  5] 

If  some  of  the  requested  documents  have  already  been  provided  to  the 
Subcommittee,  you  may  respond  to  the  question  by  providing  the  Bates 
numbers  of  those  documents. 

2.         Provide  the  following  information  regarding  the  sale  of  securities  in  each  of  the 

following  transactions  (each  of  which  is  hereinafter  referred  to  in  this  question  as  a 
"Transaction"  or,  collectively,  "the  Transactions"): 
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Abacus  2007- AC  1; 

Anderson  Mezzanine  Funding  2007-1 ; 

Camber  7; 

Fort  Denison  Funding; 

Hudson  Mezzanine  Funding  2006-1 ; 

Hudson  Mezzanine  Funding  2006-2; 

Point  Pleasant  Funding  2007-1 ;  and 

Timberwolfl. 


(a)       Who  was  the  issuer  of  any  securities;  what  was  the  issuer's  relationship  to 
Goldman;  who  established  the  issuer;  and  who  requested  the  establishment 
of  the  issuer? 

The  issuers  of  securities  for  each  of  the  Transactions  were  special  purpose 
vehicles  ("SPVs")  created  for  the  purpose  of  the  Transaction.  In  each  instance,  the  SPVs 
were  established  by  or  at  the  request  of  a  Goldman  Sachs  affiliate.  These  SPVs  were  as 
follows: 


Transaction 

Special  Purpose  Vehicles 

Abacus  2007-AC1 

ABACUS  2007- AC  1,  Ltd.; 
ABACUS  2007-  AC  1,  Inc. 

Anderson  Mezzanine  Funding  2007-1 

Anderson  Mezzanine  Funding  2007-1,  Ltd.; 
Anderson  Mezzanine  Funding  2007-1,  Corp. 

Camber  7 

Camber  7  Pic; 
Camber  7  Corp. 

Fort  Denison  Funding 

Fort  Denison  Funding,  Ltd.; 
Fort  Denison  Funding,  Corp. 

Hudson  Mezzanine  Funding  2006-1 

Hudson  Mezzanine  Funding  2006-1,  Ltd.; 
Hudson  Mezzanine  Funding  2006-1,  Corp. 

Hudson  Mezzanine  Funding  2006-2 

Hudson  Mezzanine  Funding  2006-2,  Ltd.; 
Hudson  Mezzanine  Funding  2006-2,  Corp. 

Point  Pleasant  Funding  2007-1 

Point  Pleasant  Funding  2007-1,  Ltd.; 
Point  Pleasant  Funding  2007-1 ,  Corp. 

Timberwolfl 

Timberwolfl,  Ltd.; 
Timberwolfl  (Delaware)  Corp. 
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(b)       In  the  sale  of  any  securities,  how  and  by  what  means  did  Goldman  bring  the 
specific  securities  to  the  attention  of  a  client  or  potential  investor?  Identify 
each  client  or  potential  investor  to  whom  Goldman  presented  any  of  the 
Transactions,  describe  each  communication  with  that  client,  and  state  the 
substance  of  each  communication.  (In  lieu  of  stating  the  substance  of  a 
communication,  you  may  provide  a  copy  of  the  communication.) 

In  further  response  to  Questions  1  (e)  and  2(b),  Goldman  Sachs  encloses:  (i)  a 
copy  of  its  policies  and  procedures  governing  the  distribution  of  sales  correspondence 
(bearing  production  numbers  GS  MBS  0000035799  -  35821)  [See  Appendix  7];  and  (ii)  a 
spreadsheet  (bearing  production  number  GS  MBS  0000038771)  [See  Appendix  8] 
identifying  potential  investors  to  whom  the  Syndicate  desk  marketed  the  Transactions. 
Goldman  Sachs  notes  that  in  general  the  firm  marketed  CDOs  solely  to  qualified 
purchasers  within  the  meaning  of  Securities  and  Exchange  Commission  Rule  144 A,  and 
that  the  firm's  salespeople  discussed  securities  via  phone  or  e-mail  with  clients  or 
potential  clients  known  to  have  an  interest  in  the  particular  products  in  which  they  dealt. 
Marketing  materials  were  often  transmitted,  upon  request,  to  interested  clients  or 
potential  clients  via  email. 

Hard  copies  were  sent  via  U.S.  Mail  or  Federal  Express. 

The  requested  materials  for  ABACUS  2007-AC1  were  previously  produced  to  the 
Subcommittee  staff.  The  following  chart  sets  forth  the  production  numbers  of  the 
requested  materials  [See  Appendix  6]. 

As  discussed  with  the  Subcommittee  staff,  Goldman  Sachs  also  encloses  a 
CDROM  containing  e-mail  (bearing  production  numbers  GS-MBS-E-021019055  - 
21020015)[Retained  in  the  files  of  the  Subcommittee]  from  October  1,  2006  through 
December  3 1 ,  2007  reflecting  communications  concerning  potential  investors  to  whom 
Goldman  Sachs  marketed  ABACUS  2007-AC1  .i  Goldman  Sachs  notes  that  in  general  the 
firm  marketed  CDOs  solely  to  qualified  purchasers  within  the  meaning  of  Securities  and 
Exchange  Commission  Rule  144A,  and  that  the  firm's  salespeople  discussedsecurities  via 
phone  or  e-mail  with  clients  or  potential  clients  known  to  have  an  interest  in  the  particular 
products  in  which  they  dealt.  Marketing  materials  were  often  transmitted,  uponrequest,  to 
interested  clients  or  potential  clients  via  e-mail.  Hard  copies  were  sent  via  U.S.  Mail  or 
Federal  Express. 

Goldman  Sachs  also  notes  that  it  previously  produced  to  the  Subcommittee  a  spreadsheet 
(bearing  production  number  GS  MBS  0000038771)  [See  Appendix  8]  listing  investors  to 
whom  Anderson  Mezzanine  Funding  2007-1,  Camber  7,  Fort  Denison  Funding,  Hudson 
Mezzanine  Funding  2006-1 ,  Hudson  Mezzanine  Funding  2006-2,  Point  Pleasant  Funding 
2007-1  and  Timberwolf  I  were  marketed. 
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(c)        In  the  Transactions  in  which  Goldman  acted  as  a  placement  agent,  did 

Goldman  advise  potential  investors  whether  Goldman  held  or  planned  to 
hold  short  positions  with  respect  to  assets  referenced  in  the  Transaction 
being  considered  by  any  potential  investor? 

In  all  of  the  Transactions,  the  offering  circular  expressly  disclosed  the  identity  of 
the  protection  buyer  with  respect  to  all  of  the  synthetic  assets  held  by  the  Transaction  and 
noted  that  the  protection  buyer  could  hedge  some  or  all  of  its  exposure  in  the  future.  In 
all  of  the  Transactions  except  for  the  Point  Pleasant  transaction,  the  sole  protection  buyer 
was  a  Goldman  Sachs  affiliate.  For  example,  the  offering  circular  for  the  Hudson 
Mezzanine  Funding  2006-1  transaction  stated: 

It  is  expected  that  Goldman  Sachs  International  [a  Goldman  Sachs 
affiliate]  will  act  as  the  sole  Credit  Protection  Buyer  with  respect  to 
the  Credit  Default  Swap,  which , . .  may  create  certain  conflicts  of 
interest. 

The  Credit  Protection  Buyer  and  its  affiliates  (i)  may  deal  in  any 
Reference  Obligation, . . .  and  (iii)  may  act ...  as  if  the  Credit 
Default  Swap  and  the  Notes  did  not  exist  and  without  regard  to 
whether  any  such  action  might  have  an  adverse  affect  on  such 
Reference  Obligation,  the  Issuer,  the  Holders  of  the  Secured  Notes, 
the  Senior  Swap  Counterparty  or  the  Holders  of  the  Income  Notes. 

[I]t  is  expected  that  one  or  more  affiliates  of  the  Initial  Purchaser 
[Goldman  Sachs]  will  also  act  as  counterparty  with  respect  to  all  of 
the  CDS  Transactions. 

(See  GS  MBS-E-001550191  -  1550378  at  1550241  and  1550250.)  [See  Appendix  6] 


(d)       In  the  Transactions  in  which  Goldman  acted  as  a  placement  agent,  did 

Goldman  advise  potential  investors  whether  Goldman  held  or  planned  to 
hold  a  net  short  position  with  respect  to  RMBS  related  assets? 

The  offering  circulars  for  the  Transactions  expressly  disclosed  that  Goldman 
Sachs  and  its  affiliates  might  have  certain  conflicts  of  interest  with  respect  to'  the 
Transactions  and  their  underlying  assets.  For  example,  the  offering  circular  for  the 
Hudson  Mezzanine  Funding  2006-2  transaction  stated: 

The  Credit  Protection  Buyer.  [Goldman  Sachs]  will  be  the  initial  Credit 
Protection  Buyer.  The  following  briefly  summarizes  some  potential  and  actual 
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conflicts  of  interests  related  to  the  Credit  Protection  Buyer,  but  the  following  isn't 
intended  to  be  an  exhaustive  list  of  all  such  conflicts. 

[Goldman  Sachs]  and/or  its  affiliates  may  be  in  possession  of  information 
in  relation  to  a  Reference  Entity  or  otherwise  that  is  or  may  be  material  in  the 
context  of  the  Notes  and  may  or  may  not  be  publicly  available  to  Holders.  None 
of  [Goldman  Sachs]  or  any  of  its  affiliates  has  any  obligation  to  disclose  to 
Holders  any  such  information. 

[Goldman  Sachs]  and/or  any  of  its  affiliates  may  invest  and/or  deal,  for 
their  own  respective  accounts  for  which  they  have  investment  discretion,  in 
securities  or  in  other  interests  in  the  Reference  Entities,  in  obligations  of  the 
Reference  Entities  or  in  the  obligors  in  respect  of  any  Reference  Obligations  or 
Collateral  Securities  (the  "Investments")  or  in  credit  default  swaps  (whether  as 
protection  buyer  or  seller),  total  return  swaps  or  other  instruments  enabling  credit 
and/or  other  risks  to  be  traded  that  are  linked  to  one  or  more  Investments.  Such 
investments,  credit  derivatives  and/or  instruments  may  have  the  same  or  different 
terms  from  any  of  the  credit  derivatives  referred  to  in  the  terms  of  the  Notes.  In 
addition,  [Goldman  Sachs]  and/or  any  of  its  affiliates  may  invest  and/or  deal,  for 
their  own  respective  accounts  or  for  accounts  for  which  they  have  investment 
discretion,  in  securities  (or  make  loans  or  have  other  rights)  that  are  senior  to,  or 
have  interests  different  from  or  adverse  to,  any  of  the  Investments  and  may  act  as 
adviser  to,  may  be  lenders  to,  and  may  have  other  ongoing  relationships  with,  the 
issuers  or  obligors  of  Investments  and  obligations  of  any  Reference  Entities. 
[Goldman  Sachs]  may  at  certain  times  be  simultaneously  seeking  to  purchase  or 
sell  investments  and/or  protection  under  credit  derivatives  or  other  instruments 
enabling  and/or  other  risks  to  be  traded  for  any  entity  for  which  it  serves  as 
manager  in  the  future. 

(See  GS  MBS-E-000808574  -  808747,  at  808627.)  [See  Appendix  6] 


(e)  In  the  Transactions  in  which  Goldman  acted  as  a  placement  agent,  did 
Goldman  advise  potential  investors  whether  it  had  taken  steps  or  planned  to 
use  the  offering  to  reduce  its  own  inventory  of  RMBS  or  CDO  securities  or 
other  holdings? 

Please  see  Goldman  Sachs'  response  to  Request  2(d)  posed  to  Mr.  Blankfein. 

(f)  Did  Goldman  conduct  a  suitability  analysis  in  connection  with  soliciting 
clients  or  potential  investors  to  purchase  securities  issued  in  any  of  the 
Transactions?  If  so,  describe  the  suitability  analysis  conducted  for  each 
investor  that  purchased  these  securities.  If  Goldman  retained  a  written 
record  that  reflects  that  such  a  analysis  was  conducted  for  any  of  these 
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Transactions,  provide  a  copy. 

Pursuant  to  Goldman  Sachs'  "Know  Your  Customer:  Suitability  and  Authority" 
policy  (the  "KYC  Suitability  Policy"),1  and  reinforced  by  a  policy  specific  to  asset-backed 
securities  ("ABS"),  Goldman  Sachs  conducted  a  suitability  analysis  in  connection  with 
efforts  to  sell  the  securities  issued  in  the  Transactions.1 

The  KYC  Suitability  Policy,  which  is  consistent  with  the  rules  and  guidance  of 
US  self-regulatory  organizations,  provides  that  the  firm  fulfills  its  "customer-specific 
suitability"  obligation  for  an  "institutional  customer"  when  the  firm  has  a  reasonable 
belief  that  the  institutional  customer  has  and  exercises  an  independent  capability  to 
evaluate  investment  risk.  Under  that  Policy,  the  firm  complies  with  its  suitability 
obligations  by  focusing  its  selling  efforts,  and  ultimately  selling  the  securities  issued  in 
the  Transactions,  to  institutional  investors  that  the  firm  reasonably  believed  met  these 
standards.  Under  Goldman  Sachs'  supervisory  framework,  that  suitability  determination 
was  at  the  time  the  responsibility  of  the  sales  person  under  the  supervision  of  his/her 
manager,  who  was  tasked  with  regularly  reviewing  sales  activity  for  potential  suitability 
considerations.  Likewise,  Legal  staff  and  Compliance  officers  also  are  available  for 
consultation  during  the  selling  effort. 

The  Transaction  purchasers  mainly  comprised  institutions  that  were  heavily 
involved  in  investments  and  financial  markets,  either  as  the  core  or  as  an  integral  part  of 
their  businesses.  Specifically,  the  Transaction  purchasers  were  primarily  substantial  hedge 
funds  or  other  asset  managers;  global  banks  or  other  banks  experienced  with  mortgage  or 
other  credit  related  securities  or  derivatives;  insurance  companies;  global  investment 
banks;  and  brokerdealers  These  types  of  investors  reasonably  were  expected,  directly  or 
through  professional  managers,  to  have  the  knowledge  and  experience  in  the  financial 
markets  and  with  nonconventional  products,  as  well  as  the  financial  resources  to  make 
investments  that  carried  the  potential  for  both  high  return  and  high  risk.  Given  the  nature 
of  the  Transaction  purchasers,  it  was  reasonable  for  the  firm  to  conclude  that  they  were 
institutional  investors  that  were  able  to — and  did — independently  evaluate  the  investment 
risk  of  the  Transactions. 


'Copy  of  the  policy  (dated  March  31,  2005  and  bearing  production  numbers  GS  MBS 
0000037351  -37359)  was  produced  with  Goldman  Sachs'  response  to  Question  17  posed  to  Mr. 
Blankfein.  [See  Appendix  21] 

2The  ABS-specific  policy,  the  Mortgage  and  Other  Asset-Backed  Security  Policy,  dated  January 
13,  2006,  focuses  on  disclosure  requirements,  among  other  items,  for  ABS  transactions,  and  also  contains 
a  section  reiterating  the  "know  your  counterparty"  requirement  with  the  specific  reminder  that  "because 
derivative  mortgage  products  and  other  asset-backed  securities  often  are  very  complex  and  may  entail 
significant  risk,  care  should  be  taken  in  considering  whether  such  investments  are  suitable  for  a 
counterparty  given  such  counterparty's  background,  objectives  and  investment  restrictions." 
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The  firm  confirmed  the  investment  capacity  and  independence  of  the  Transactions 
Purchasers,  and  hence  the  suitability  of  its  sales  efforts,  in  the  "Notice  to  Investors" 
contained  in  the  Offering  Circular  for  each  Transaction,  under  which  the  Transaction 
Purchasers  were  deemed  to  have  represented  and  agreed  that: 

In  connection  with  the  purchase  of  the  Notes:  (i)  none  of  the  Issuers,  the  Initial 
Purchaser,  the  Liquidation  Agent,  the  Trustee,  the  Agents,  the  Administrator  or 
the  Share  Trustee  (as  defined  herein)  is  acting  as  a  fiduciary  or  financial  or 
investment  adviser  for  the  purchaser,  (ii)  the  purchaser  is  not  relying  (for  purposes 
of  making  any  investment  decision  or  otherwise)  upon  any  advice,  counsel  or 
representations  (whether  written  or  oral)  of  the  Issuers,  the  Initial  Purchaser,  the 
Liquidation  Agent,  the  Trustee,  the  Agents,  the  Administrator  or  the  Share 
Trustee  other  than  in  this  Offering  Circular  for  such  Notes  and  any  representations 
expressly  set  forth  in  a  written  agreement  with  such  party;  (iii)  none  of  the 
Issuers,  the  Initial  Purchaser,  the  Liquidation  Agent,  the  Trustee,  the  Agents,  the 
Collateral  Put  Provider,  the  Credit  Protection  Buyer,  the  Senior  Swap 
Counterparty,  the  Administrator  or  the  Share  Trustee  has  given  to  the  purchaser 
(directly  or  indirectly  through  any  other  person)  any  assurance,  guarantee  or 
representation  whatsoever  as  to  the  expected  or  projected  success,  profitability, 
return,  performance,  results,  effect,  consequence  or  benefit  (including  legal, 
.  regulatory,  tax,  financial,  accounting  or  otherwise)  as  to  an  investment  in  the 
Notes;  (iv)  the  purchaser  has  consulted  with  its  own  legal,  regulatory,  tax, 
business,  investment,  financial  and  accounting  advisors  to  the  extent  it  has 
deemed  necessary,  and  it  has  made  its  own  investment  decisions  (including 
decisions  regarding  the  suitability  of  any  transaction  pursuant  to  the  Indenture  and 
Fiscal  Agency  Agreement)  based  upon  its  own  judgment  and  upon  any  advice 
from  such  advisors  as  it  has  deemed  necessary  and  not  upon  any  view  expressed 
by  Issuers,  the  Initial  Purchaser,  the  Liquidation  Agent,  the  Trustee,  the  Agents, 
the  Collateral  Put  Provider,  the  Credit  Protection  Buyer,  the  Senior  Swap 
Counterparty,  the  Administrator  or  the  Share  Trustee;  (v)  the  purchaser  has 
evaluated  the  rates,  prices  or  amounts  and  other  terms  and  conditions  of  the 
purchase  and  sale  of  the  Notes  with  a  full  understanding  of  all  of  the  risks  thereof 
(economic  and  otherwise),  and  is  capable  of  assuming  and  willing  to  assume 
(financially  and  otherwise)  those  risks;  and  (vi)  the  purchaser  is  a  sophisticated 
investor. 
See,  e.g.,  GS  MB S-E-00 1550197  and  1550199-1550200  (Offering  Circular  for  Hudson 
Mezzanine  Funding  2006-l)[See  Appendix  6].' 


3The  KYC  Suitability  Policy  provides  that  "[s]ales  and  trading  personnel  ...  should  consider,  in 
consultation  with  their  managers,  whether  to  document  [suitability]  determinations  in  special  or  unusual 
circumstances."  Given  the  firm's  knowledge  of  the  Transaction  Purchasers  at  the  time,  there  were  no 
"special  or  unusual  circumstances"  that  would  have  suggested  the  need  for  suitability  documentation 
under  the  KYC  Suitability  Policy.  Accordingly,  other  than  the  confirmation  provided  by  the  offering 
documents  discussed  above  (which  did  serve  to  confirm  the  suitability  of  the  investors),  the  firm  is  not 
aware  of  any  formal  suitability  documentation  relating  to  the  Transactions. 
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Goldman  Sachs  also  notes  that  responsibility  for  reviewing  and  approving  CDO 
securitizations  in  2006  and  2007  was  vested  in  the  Firmwide  Capital  Committee 
("FWCC"),  which  in  certain  periods  further  delegated  authority  for  some  mortgage 
transactions  to  the  Mortgage  Capital  Committee  ("MCC")  due  to  the  high  volume  of 
transactions  requiring  approval.  Transaction  teams  provided  these  committees  with 
formal  memos  summarizing  the  transactions  and  key  considerations  and  risks.  These 
memos  were  reviewed  and  decisions  reached  at  the  FWCC  or  MCC.4  In  reviewing 
transactions,  the  FWCC  and  its  sub-committees  considered  whether  the  product  was 
appropriate  for  Goldman  Sachs  to  sell  as  a  general  matter;  as  indicated  above,  client- 
specific  suitability  was  considered  at  the  desk  level. 

3.         (a)        In  what  capacity  did  Goldman  act  for  Paulson  &  Co.  (together  with  any  of 
its  affiliates,  "Paulson")  with  respect  to  the  Abacus  2007-AC1  transaction  or 
a  Credit  Default  Swap  transaction  that  referenced  any  or  all  of  the  same 
entities  or  securities  that  were  referenced  in  the  Abacus  2007-AC1 
transaction?  Describe  in  detail  Goldman's  relationship  to  Paulson  with 
respect  to  those  transactions,  its  obligations  to  Paulson,  the  nature  and 
amount  of  any  fees  or  compensation  received  by  Goldman  from  Paulson 
relating  to  those  transactions,  and  whether  Goldman  advised  investors  or 
potential  investors  in  Abacus  2007-AC1  of  the  existence  and  nature  of  its 
relationship  with  Paulson. 

Goldman  Sachs,  as  market  maker,  was  facilitating  a  trade  for  Paulson  to  purchase 
protection  on  a  portfolio  of  Baa2 -rated  RMBS  from  the  2006  vintage.  Goldman  Sachs 
earned  approximately  $  1 5  million,  which  was  the  difference  between  the  price  at  which 
Goldman  Sachs  purchased  the  protection  from  the  ABACUS  2007- AC  1  SPV  and  the 
price  at  which  it  sold  the  protection  to  Paulson.  A  detailed  description  of  the  ABACUS 
2007- AC  1  transaction  is  set  forth  in  the  Mortgage  Capital  Committee  Memorandum 
regarding  the  ABACUS  2007- AC  1  transaction  and  Goldman  Sachs'  Wells  Submissions 
to  the  Securities  and  Exchange  Commission,  which  are  enclosed  herewith  (bearing 
production  numbers  GS  MBS-E-005974542  -  5974549  [See  Appendix  14];  GS  MBS 
0000024769  -  24815  [See  Appendix  10],  24817  -  24837  [See  Appendices  12  and  13] 
[See  also  Appendix  11]). 

(b)       If  Goldman  advised  investors  or  potential  investors  of  the  nature  or  existence 
of  the  Paulson  relationship,  identify  who  so  advised  investors  or  potential 


4Goldman  Sachs  has  located  and  produced  to  the  Subcommittee  MCC  memos  for  six  of  the  eight 
Transactions  (see  GS  MBS  0000027963  (providing  production  numbers  for  the  MCC  memos)).  The 
firm  has  been  unable  to  locate  records  to  indicate  that  Hudson  Mezzanine  2006-01  and  2006-02  were 
subject  to  such  approval.  Some  evidence  suggests  that  the  Hudson  Mezzanine  2006-01  transaction  was 
approved  through  an  informal  meeting,  likely  conducted  by  telephone  conference. 
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investors,  the  date  on  which  that  person  so  advised  investors  or  potential 
investors,  the  identity  of  the  investors  or  potential  investors  so  advised,  the 
manner  (i.e.  verbal  or  in  writing)  in  which  the  person  was  advised,  and  the 
substance  of  the  communication  (and,  if  in  writing,  provide  a  copy  of  the 
communication). 

As  a  broker-dealer,  Goldman  Sachs  has  a  duty  to  keep  information  concerning  its 
clients'  trades  and  positions  confidential.  As  disclosed  in  the  ABACUS  2007- AC  1 
offering  circular,  Goldman  Sachs  was  the  original  protection  buyer  for  the  ABACUS 
2007- AC  1  transaction  but  could  enter  into  offsetting  hedging  transactions  to  convey  to 
other  parties  the  credit  protection  it  purchased  via  CDSs  with  the  ABACUS  2007-AC1 
SPV.  As  a  general  matter,  Goldman  Sachs  did  not  disclose  to  potential  investors  the 
identity  of  Goldman  Sachs'  potential  counterparty  client(s).  Goldman  Sachs  notes  that,  as 
reflected  in  a  document  released  by  the  Subcommittee  during  the  April  27, 2010  hearing, 
AC  A  knew  of  Paulson's  involvement  and,  in  a  meeting  notice  dated  January  8,  2007, 
described  Paulson  as  being  a  potential  equity  investor. 

4.         For  2006  and  2007,  provide  the  total  dollar  value  of  the  residential  mortgages  that 
Goldman  asked  mortgage  originators  to  repurchase  due  to  a  breach  of 
representations  or  warranties  related  to  fraudulent  loan  origination  or 
underwriting. 

(a)  What  percentage  of  Goldman's  repurchase  requests  were  successful? 

For  whole  loans  owned  by  Goldman  Sachs  or  a  Goldman  Sachs  affiliate  that  were 
not  securitized,  the  firm  made  $40,364,719  in  repurchase  claims  for  breaches  of 
representations  and  warranties.  The  firm  recovered  $17,459,894  on  those  claims  (which 
represented  43.3%  of  those  claims).  In  addition,  with  respect  to  loans  in  securitizations 
underwritten  by  Goldman  Sachs,  the  firm  made  $474,846,676  in  repurchase  claims  for 
breaches  of  representations  and  warranties.  The  firm  recovered  $81,933,778  on  those 
claims  (which  represented  17.3%  of  those  claims).  Goldman  Sachs  notes  that  it  does  not 
maintain  information  on  whether  repurchase  claims  for  breaches  of  representations  and 
warranties  were  related  to  fraudulent  loan  origination  or  underwriting;  accordingly,  these 
balances  reflect  the  amounts  recovered  on  all  claims  for  breaches  of  representations  and 
warranties. 

Further,  it  is  important  to  understand  that  once  Goldman  Sachs  deposits  loans  into 
a  securitization  trust,  the  trustee  owns  the  loans  and  has  the  legal  authority  to  decide  on 
.    ^       steps  to  take  with  respect  to  the  loans,  and  oversees  the  servicer's  management  of  the 
loans.  Although  Goldman  Sachs  on  occasion  made  repurchase  claims  on  the  trustee's 
behalf,  any  recovery  benefited  the  trust  (and  thus  the  holders  of  securities)  and  not 
Goldman  Sachs. 

(b)  How  much  money  did  Goldman  collect  from  its  repurchase  requests? 


PSI  QFR  GS0039 


Footnote  Exhibits  -  Page  2330 

-17- 

For  whole  loans  owned  by  Goldman  Sachs  or  a  Goldman  Sachs  affiliate  that  were 
not  securitized,  the  firm  made  $40,364,719  in  repurchase  claims  for  breaches  of 
representations  and  warranties.  The  firm  recovered  $17,459,894  on  those  claims  (which 
represented  43.3%  of  those  claims).  In  addition,  with  respect  to  loans  in  securitizations 
underwritten  by  Goldman  Sachs,  the  firm  made  $474,846,676  in  repurchase  claims  for 
breaches  of  representations  and  warranties.  The  firm  recovered  $81,933,778  on  those 
claims  (which  represented  17.3%  of  those  claims).  Goldman  Sachs  notes  that  it  does  not 
maintain  information  on  whether  repurchase  claims  for  breaches  of  representations  and 
warranties  were  related  to  fraudulent  loan  origination  or  underwriting;  accordingly,  these 
balances  reflect  the  amounts  recovered  on  all  claims  for  breaches  of  representations  and 
warranties. 

Further,  it  is  important  to  understand  that  once  Goldman  Sachs  deposits  loans  into 
a  securitization  trust,  the  trustee  owns  the  loans  and  has  the  legal  authority  to  decide  on 
steps  to  take  with  respect  to  the  loans,  and  oversees  the  servicer's  management  of  the 
loans.  Although  Goldman  Sachs  on  occasion  made  repurchase  claims  on  the  trustee's 
behalf,  any  recovery  benefited  the  trust  (and  thus  the  holders  of  securities)  and  not 
Goldman  Sachs. 

(c)  Identify  the  five  mortgage  originators  to  which  Goldman  directed  the  most 
repurchase  requests  and  the  total  value  of  the  requests  made  to  each  of  those 
five. 

For  whole  loans  owned  by  Goldman  Sachs  or  a  Goldman  Sachs  affiliate  that  were 
not  securitized,  the  five  mortgage  originators  to  which  Goldman  Sachs  directed  the  most 
repurchase  requests  were:  PHH  Mortgage  ($13,188,153);  Fremont  ($9,918,074);  National 
City  ($4,800,000);  Aames  ($2,848,243);  and  Greenpoint  ($1,726,400). 
With  respect  to  loans  in  securitizations  underwritten  by  Goldman  Sachs,  the  five 
mortgage  originators  to  which  Goldman  Sachs  directed  the  most  repurchase  requests 
were:  First  Franklin  ($97,834,791);  New  Century  ($66,920,582);  Fremont  ($46,231,372); 
Greenpoint  ($43,816,050);  and  Long  Beach  ($33,809,847). 

(d)  Identify  the  total  dollar  amount  of  repurchase  requests  that  Goldman 
directed  to: 

(i)        Washington  Mutual; 

(ii)       Fremont;  and 

(iii)New  Century. 

Goldman  Sachs  directed  $33,809,847  in  repurchase  requests  to  Washington 
Mutual  for  loans  in  securitizations.  Goldman  Sachs  directed  $46,23 1 ,327  in 
repurchase  requests  to  Fremont  for  loans  in  securitizations  and  $9,918,074  for 
whole  loans.  Goldman  Sachs  directed  $66,920,582  to  New  Century  for  loans  in 
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securitizations.  [See  also  follow-up  questions] 

5.  What  was  the  total  dollar  value  of  RMBS  or  CDO-related  credit  default  swap  (CDS) 
protection  that  Goldman  obtained  from  AIG  or  an  AIG  subsidiary  or  affiliate 
(hereafter  "AIG")  from  January  1, 2004  to  the  present? 

(a)  Specify  each  transaction  in  which  Goldman  purchased  CDS  protection  from 
AIG,  including  the  date,  type  and  notional  amount  of  CDS  protection 
obtained,  the  referenced  assets  or  entities,  whether  the  protection  was 
purchased  for  RMBS,  CDO  or  other  securities,  and  the  Goldman  business 
unit  or  desk  involved. 

(b)  For  each  such  transaction,  describe  the  current  status  of  the  CDS  protection 
obtained  from  AIG,  including  any  settlement  or  final  disposition  of  the 
protection  and  the  total  dollar  amount  received  by  Goldman. 

Goldman  Sachs  encloses  a  list  of  credit  derivative  swap  protection  purchased 
from  AIG  Financial  Products  by  Goldman  Sachs  International  ("GSI")  and  Goldman 
Sachs  Capital  Markets  on  super  senior  CDO  and  CMBS  underliers  (bearing  production 
numbers  GS  FCIC  000000543  -  44)  [See  Appendix  15].  We  have  highlighted  the  super 
senior  CDO  positions  that  were  terminated  as  a  part  of  the  Maiden  Lane  III  transaction; 
all  other  trades  remained  open  beyond  December  2008. 

6.  Did  Goldman  enter  into  any  arrangement  by  which  Goldman  was  the  ultimate 
beneficiary  of  RMBS  or  CDO-related  CDS  protection  that  had  been  issued  by  AIG 
to  a  third  party  intermediary?  If  so,  provide  the  following  information: 

(a)  the  name  of  the  third  party  intermediary; 

(b)  the  relationship  between  Goldman  and  the  third  party  intermediary; 

(c)  the  dates  and  nature  of  the  transactions  through  which  CDS  protection  was 
obtained  from  AIG  by  the  third  party  intermediary,  with  Goldman  as  the 
ultimate  beneficiary; 

(d)  whether  AIG  was  aware  of  the  arrangement  between  Goldman  and  the  third 
party  intermediary; 

(e)  the  aggregate  notional  amount  of  the  CDS  protection  obtained  from  AIG; 

(f)  the  total  amount  of  premiums  paid  by  the  third  party  intermediary; 

(g)  the  consideration  paid  by  Goldman  to  the  third  party  intermediary  in 
connection  with  the  CDS  protection;  and 
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(h)       the  dates  and  dollar  amounts  of  any  recovery  on  the  protection  obtained  by 
Goldman  from  AIG  through  a  third  party  intermediary. 

Goldman  Sachs  is  unaware  of  any  instance  in  which  the  firm  was  the  "ultimate 
beneficiary"  of  RMBS  or  CDO-related  credit  default  swap  protection  that  had  been  issued 
by  AIG  to  a  third  party.  Although  it  is  possible  that  a  counterparty  with  whom  Goldman 
Sachs  entered  into  a  swap  later  transferred  its  interest  to  another  party,  Goldman  Sachs 
would  be  unable  to  track  such  a  transfer. 

7.  Did  Goldman  play  any  role  in  suggesting,  encouraging,  or  prompting  any  other 
individual  or  entity  to  make  collateral  calls  on  CDS  protection  written  by  AIG 
related  to  RMBS  or  CDO  securities?  If  so,  describe  in  detail. 

Goldman  Sachs  did  not  play  any  role  in  suggesting,  encouraging,  or  prompting 
any  other  individual  or  entity  to  make  collateral  calls  on  CDS  protection  written  by  AIG 
related  to  RMBS  or  CDO  securities. 

8.  Did  Goldman  obtain  CDS  protection  against  credit  events  involving  AIG,  Bear 
Stearns,  Fremont,  Lehman  Brothers,  Long  Beach  Mortgage,  Merrill  Lynch, 
National  City  Corp.,  New  Century,  or  Washington  Mutual?  If  so,  for  each  such 
financial  firm  during  the  period  from  January  1,  2006  through  December  31, 2008, 
provide  the  following  information: 

(a)  the  dates  when  the  CDS  protection  was  obtained  and  the  nature  of  the 
protection; 

(b)  the  counter  parties  involved; 

(c)  the  total  aggregate  notional  amount  of  the  CDS  protection  obtained; 

(d)  the  total  amount  of  premiums  paid  by  Goldman  for  such  protection;  and 

(e)  the  total  dollar  amount  of  any  recovery  obtained  by  Goldman  in  connection 
with  the  CDS  protection. 

Goldman  Sachs  encloses  a  spreadsheet  (bearing  production  number  GS  MBS 
0000037361)[Retained  in  the  files  of  the  Subcommittee],  which  sets  forth  the  requested 
information  on  CDS  protection  that  Goldman  Sachs  obtained  against  credit  events 
involving  the  firms  listed  above.  Goldman  Sachs  notes  that  it  did  not  buy  or  sell 
protection  on  Long  Beach  or  New  Century. 

9.  From  January  1,  2006  through  December  31, 2008,  did  Goldman  obtain  any 
insurance  or  other  protection  from  a  credit  event  involving  AIG  through  any  means 
other  than  a  CDS  transaction?  If  so,  explain  in  detail. 
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Consistent  with  its  policies  and  procedures,  Goldman  Sachs  utilizes  various  tools 
to  hedge  counterparty  exposure.  Specifically  to  protect  against  a  default  of  AIG,  Goldman 
Sachs  used  credit  default  swaps  as  the  primary  means  of  hedging.  At  certain  times, 
however,  Goldman  Sachs  also  purchased  or  sold  short  AIG  unsecured  bonds, 
subordinated  debt  and  equity  (i.e.,  common  stock)  in  order  to  efficiently  hedge  the  firm's 
exposure  to  AIG.  These  additional  hedges  were  particularly  relevant  when  large 
movements  in  our  exposure  to  AIG  occurred  (primarily  due  to  market  movements  on  the 
underlying  derivatives  or  resolution  of  existing  valuation  differences).  In  these  situations 
the  liquidity  within  the  credit  default  swap  market  on  AIG  was  inadequate  to  efficiently 
hedge  the  movement  in  the  exposure.  At  times,  unsecured  bonds,  subordinated  debt  and 
equity  can  be  traded  more  quickly  and  less  expensively  then  purchasing  and  selling 
protection  on  credit  default  swaps.  Enclosed  is  a  spreadsheet  (bearing  production  number 
GS  MBS  0000038789)  [See  Appendix  16]  providing  information  on  credit  default  swaps, 
cash  bonds  and  equity  positions  purchased  and  sold  by  Goldman  Sachs  as  hedges  against 
credit  events  involving  AIG. 

10.       Is  there  any  instance  from  January  1, 2006  to  the  present,  with  respect  to  the 

settlement  of  disputes  related  to  CDS  protection  for  RMBS  or  CDO  securities,  in 
which  Goldman  obtained  less  than  100  cents  on  the  dollar  on  the  total  notional 
amount  of  CDS  protection  it  had  purchased?  If  so,  specify  each  such  instance, 
including  the  name  and  type  of  the  referenced  assets,  the  name  of  the  counter  party, 
the  notional  amount  of  CDS  protection  purchased  by  Goldman,  the  type  and 
amount  of  any  collateral  posted  by  the  counterparty  and  the  dates  on  which  the 
collateral  was  posted,  and  the  aggregate  total  dollar  amount  obtained  by  Goldman 
from  the  counter  party  in  final  settlement  of  Goldman's  CDS  protection  claims. 

As  discussed  with  the  Subcommittee  staff  on  June  14, 2010,  Goldman  Sachs  is 
interpreting  this  Question  to  request  information  on  instances  in  which  the  Firm  accepted 
CDS  termination  payments  from  financially  sound  counterparties  in  an  amount  that  was 
less  than  what  the  Firm  believed  that  it  was  contractually  entitled  to  receive.  Goldman 
Sachs  does  not  believe  that  any  such  instance  existed. 

Goldman  Sachs  notes,  however,  that  the  Firm  had  multiple  CDS  trades 
referencing  CDO  bonds  with  Deutsche  Bank  in  which  Goldman  Sachs  believes  that  the 
credit  event  terms  were  incorrectly  defined  in  the  confirmations  and  were  not  consistent  - 
with  the  definition  of  those  terms  as  agreed  to  by  the  parties  at  the  time  of  the  trade.  For 
these  trades,  Goldman  Sachs  believed  that  an  "implied  writedown"  credit  event  applied  to 
the  trades,  while  Deutsche  Bank  believed  that  such  a  credit  event  was  inapplicable.  In 
accordance  with  the  terms  of  the  confirmations,  Deutsche  Bank  refused  to  pay  Goldman 
Sachs  for  multiple  "implied  writedowns"  for  which  Goldman  Sachs  attempted  to  claim 
CDS  protection  payments.  Ultimately,  the  trades  were  terminated,  and  Goldman  Sachs 
and  Deutsche  Bank  agreed  to  a  termination  price  lower  than  was  89.36%  of  the  notional 
amount  of  the  trades.  Had  Deutsche  Bank  agreed  with  Goldman  Sachs  that  there  was  a 
documentation  error  and  that  an  "implied  writedown"  credit  event  applied,  Goldman 
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Sachs  would  have  received  more  in  its  protection  payments  (or  as  termination  payments) 
than  it  ultimately  did.  In  total,  Goldman  Sachs  was  paid  $171,000,000  to  terminate 
$191,363,845  in  notional  amount  of  trades.  Information  concerning  these  trades  (bearing 
production  numbers  GS  MBS  0000035796)  [See  Appendix  17]  is  enclosed  herewith. 

11.       With  respect  to  AIG,  Bear  Stearns,  Fremont,  Lehman  Brothers,  Long  Beach 
Mortgage,  Merrill  Lynch,  National  City  Corp.,  New  Century,  and  Washington 
Mutual,  provide  the  following  information  for  the  years  2007  and  2008: 

(a)  A  detailed  chronology  of  Goldman's  firm-wide  proprietary  trading 
(including  trading  for  itself  or  its  own  accounts)  in  equity  securities  for  each 
of  the  above  companies,  including  the  date,  purchase  price,  and  number  of 
shares  involved  in  each  transaction;  whether  the  transaction  involved  a 
purchase  or  sale;  whether  the  transaction  resulted  a  long  or  short  position 
for  Goldman;  and  the  net  position  of  Goldman  following  each  transaction. 

As  discussed  with  the  Subcommittee  staff  in  several  conference  calls,  Goldman 
Sachs  is  a  market  maker  in  securities  issued  by  the  companies  listed  above.  As  such, 
Goldman  Sachs  enters  into  a  large  volume  of  principal  transactions  on  a  daily  basis  on 
behalf  of  the  firm's  clients.  During  2007  and  2008,  Goldman  Sachs  entered  into  several 
million  transactions  (buys  and  sells)  in  the  equity  securities  of  these  companies  with  gross 
proceeds  in  excess  of  $100  billion.  To  help  summarize  the  net  effect  of  these  market 
making  transactions,  Goldman  Sachs  encloses  a  schedule  (bearing  production  number  GS 
MBS  0000038857)  [See  Appendix  18],  which  reflects  the  net  common  stock  position  in 
each  of  these  companies  held  in  each  firm  inventory  account  that  was  included  in  the 
firm's  balance  sheet  for  each  fiscal  month-end  during  2007  and  2008.  This  schedule  does 
not  include  exposure  from  other  financial  instruments  issued  by  these  companies  (i.e., 
convertibles  and  unsecured  bonds)  or  exposure  from  derivatives  transacted  directly  with 
these  companies  or  referencing  these  companies  as  underliers  and  as  such  is  not  a  risk 
report. 

(b)  A  detailed  chronology  of  Goldman's  firm-wide  proprietary  trading 
(including  trading  for  itself  or  its  own  accounts)  in  options  or  futures 
contracts  for  each  of  the  above  companies,  including  the  date,  purchase 
price,  and  number  of  options  involved  in  each  transaction;  whether  the 
transaction  involved  a  purchase  or  sale  of  a  put  or  call  option;  whether  the 
option  was  exercised,  the  exercise  price  and  date,  whether  the  transaction 
resulted  a  long  or  short  position  for  Goldman;  and  the  net  position  for 
Goldman  following  each  transaction. 

As  discussed  with  the  Subcommittee  staff,  Goldman  Sachs  encloses  a  spreadsheet 
(bearing  production  number  GS  MBS  0000038753)  [See  Appendix  19],  which  provides  a 
summary  for  each  quarter  of  Financial  Years  2007  and  2008  of  common  equity  and 
option  trades  concerning  AIG,  Bear  Stearns,  Fremont,  Lehman  Brothers,  Merrill  Lynch, 
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National  City  Corp.  and  Washington  Mutual  by  businesses  within  Goldman  Sachs  that 
the  firm  has  identified  as  "proprietary  trading  business  units."  Goldman  Sachs  also  notes 
that  Long  Beach  Mortgage  was  a  wholly  owned  subsidiary  of  Washington  Mutual  and 
that  there  were  no  common  equity  or  option  trades  concerning  New  Century  by  any 
Goldman  Sachs  "proprietary  trading  business  unit"  during  Financial  Years  2007  and 
2008. 

(c)        The  same  chronologies  as  requested  in  (a)  and  (b)  above  for  the  Asset  Backed 
Securities  (ABS)  trading  desk  alone. 

The  Asset-Backed  Securities  trading  desk  did  not  engage  in  "proprietary"  trading 
during  the  period  2007  through  2008.  Although  the  Asset-Backed  Securities  trading  desk 
did  regularly  commit  the  Firm's  capital,  it  principally  did  so  to  facilitate  client 
transactions  as  a  market  maker,  to  hedge  positions  obtained  in  connection  with  its  role  as 
a  market  maker,  or  to  hedge  positions  held  in  Goldman  Sachs'  mortgage  department. 

As  discussed  with  the  Subcommittee  staff  on  June  14, 2010,  Goldman  Sachs 
encloses  a  spreadsheet  (bearing  production  numbers  GS  MBS  0000035797)[Retained  in 
the  files  of  the  Subcommittee]  listing  trades  by  the  Asset-Backed  Securities  Trading  desk 
in  equity  securities  (including  options  &  futures)  for  the  requested  financial  institutions. 
Goldman  Sachs  notes,  however,  that  Long  Beach  Mortgage  Company  was  a  subsidiary  of 
Washington  Mutual,  Inc.,  and  its  securities  could  not  separately  be  traded. 

12.       (a)       Did  Goldman  have  any  written  procedures  or  policies  with  regard  to  the  ABS 
desk's  using  funds  from  a  firm  trading  account  to  make  speculative  or 
proprietary  trades  in  equity  securities  or  options  or  futures  contracts  such  as 
those  listed  above?  If  so,  provide  a  copy  of  those  procedures  or  policies. 

Yes.  Enclosed  is  a  document  (bearing  production  numbers  GS  MBS  0000038674 
-38677)  [See  Appendix  20]  describing  Goldman  Sachs'  "Policy  for  Approving  Non-Core 
Trading  Products  and  Trading  Flow  Changes,"  which  provides  the  procedures  that 
franchise  traders  (including  the  ABS  desk)  must  adhere  to  in  advance  of  trading  products 
outside  of  their  primary  markets.  This  policy  allows  a  franchise  trading  desk,  with 
appropriate  approvals,  to  transact  in  products  not  core  to  its  business. 

(b)       Was  it  a  departure  from  Goldman's  policies  or  procedures  for  the  ABS 

trading  desk  to  have  used  a  firm  trading  account  to  engage  in  speculative  or 
proprietary  trades  in  the  equity  securities  or  options  or  futures  contracts 
listed  above? 

No.  Pursuant  to  Goldman  Sachs'  "Policy  for  Approving  Non-Core  Trading 
Products  and  Trading  Flow  Changes,"  the  ABS  desk  sought,  and  received,  approval  from 
Bill  McMahon  and  Don  Mullen  (the  Divisional  Risk  Manager  and  the  appropriate 
Operating  Committee  member,  respectively)  to  use  equities  and  equity  derivatives  as  part 
of  its  hedging  strategy  for  the  mortgage  market.  Goldman  Sachs  notes  that  the  ABS  desk 
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did  not  engage  in  speculative  or  proprietary  trading.  Rather,  the  ABS  desk  used  trades  in 
equity  securities,  options  and  futures  to  hedge  its  existing  positions.  Goldman  Sachs 
further  notes  that  Josh  Birnbaum  participated  in  training  classes  on  equity  trading  and 
equity  derivatives,  conducted  by  the  firm's  Compliance  Department  in  the  summer  and 
fall  of  2006. 

(c)        Did  the  ABS  trading  desk  seek  or  obtain  a  waiver  of  Goldman's  policies  or 

procedures  to  trade  these  securities?  If  so,  provide  the  date  of  the  waiver,  the 
persons  who  requested  the  waiver,  the  person  who  made  the  final  decision  to 
grant  the  waiver,  and  a  copy  of  the  waiver  and  the  application  or  request  to 
obtain  it. 

As  explained  above,  the  ABS  desk  followed  the  procedures  outlined  by  the 
"Policy  for  Approving  Non-Core  Trading  Products  and  Trading  Flow  Changes"  and 
accordingly  obtained  the  appropriate  waiver. 

13.  During  2008,  did  any  representative,  employee,  officer,  agent,  or  attorney  acting  on 
behalf  of  Goldman  contact  or  communicate  with  any  federal  agency,  including  the 
Federal  Reserve  or  the  Securities  and  Exchange  Commission  (SEC),  to  discuss  any 
limitation  on  the  short  selling  of  Goldman  shares  or  the  shares  of  any  other  financial 
institution?  If  so,  provide  a  detailed  chronology  describing  those  contacts,  including 
the  date  of  each  contact,  who  initiated  it,  the  participants  involved,  whether  it  was 
made  by  telephone  or  in  person,  and  the  substance  of  the  discussion. 

Please  see  Mr.  Blankfein's  response  to  this  Question. 

14.  Describe  how  and  when  Goldman  learned  of  the  limitations  that  the  SEC 
implemented  in  2008,  on  the  short  selling  of  the  shares  of  certain  financial 
institutions. 

Please  see  Mr.  Blankfein's  response  to  this  Question. 

15.  Provide  any  document  possessed  by,  generated  by,  or  provided  to  Jonathan  Egol 
related  to  obtaining  a  credit  rating  related  to  any  Abacus  transaction  by  any  credit 
rating  agency,  including  any  correspondence,  emails,  memoranda,  or  other  analysis 
or  exchanges  of  information. 

[Retained  in  the  files  of  the  Subcommittee] 

16.  Describe  in  detail  your  understanding  of  Goldman's  legal  duties  of  disclosure, 
pursuant  to  securities  laws  and  regulations,  including  rules  prescribed  by  the  SEC 
or  FINRA,  to  purchasers  of  securities  when  Goldman  acts  in  any  of  the  following 
capacities:  (a)  market  maker;  (b)  underwriter;  (b)  placement  agent;  (d)  broker 
(when  making  a  solicitation  or  recommendation  of  a  security);  or  (e)  a  dealer. 
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Include  your  definition  of  a  "market  maker." 

Goldman  Sachs'  duties  of  disclosure  generally  can  be  thought  of  as  falling  under 
two  distinct  legal  and  regulatory  regimes:  one  that  governs  its  duties  when  acting  as  a 
broker-dealer  and  one  that  governs  its  duties  when  underwriting  and  marketing  new-issue 
securities. 

With  regard  to  the  firm's  role  as  market  maker,  broker  or  dealer,  these  capacities 
all  fall  within  the  scope  of  Goldman  Sachs'  broker-dealer  activities.  Goldman,  Sachs  & 
Co.  is  registered  with  the  SEC  as  a  broker-dealer  under  Section  1 5(a)  of  the  Securities 
Exchange  Act  of  1934  and  maintains  membership  in  the  Financial  Industry  Regulatory 
Authority  ("FINRA")  and  various  securities  exchanges.  In  general,  a  broker-dealer's 
duties  to  a  customer  that  wishes  to  effect  securities  transactions  in  a  non-discretionary 
account  are  limited  to  the  duties  of  diligence  and  competence  in  executing  the  customer's 
trade  orders  on  a  transaction-by-transaction  basis.  This  duty  is  often  called  a  duty  of  best 
execution,  and  has  been  the  subject  of  extensive  interpretation  and  some  rule-making  by 
the  SEC  and  FINRA.  This  duty  applies  with  respect  to  all  securities  transactions,  whether 
solicited  or  unsolicited,  effected  by  a  broker-dealer  for  its  customers. 

Special  obligations  apply  to  Goldman  Sachs  when  it  acts  for  a  discretionary 
account.  In  such  a  case,  Goldman  Sachs  must  comply  with  any  client  guidelines  and  must 
enter  into  transactions  consistent  with  the  client's  investment  objectives.  In  exercising 
discretion,  Goldman  Sachs  is  typically  subject  to  the  duty  to  act  in  the  best  interests  of  the 
client  and  not  that  of  Goldman  Sachs  and  to  disclose  all  conflicts  of  interest. 

We  understand  the  term  "market  maker"  to  mean  a  broker-dealer  that  stands  ready 
to  make  an  offer  to  buy  or  sell  a  given  security  whenever  a  seller  or  a  buyer  enters  the 
market.  A  market  maker  connects  buyers  and  sellers — and  thereby  provides  critical 
liquidity — through  its  willingness  and  ability  to  commit  its  own  capital  in  taking  the  other 
side  of  transactions  that  its  customers  wish  to  execute.  While  the  transactions  executed 
by  a  market  maker  are  often  initiated  by  a  customer  looking  to  make  a  specific  purchase 
or  sale,  a  market  maker  may  also  frequently  propose  transactions  to  its  customers,  based 
on  their  previously  expressed  investment  interests  or  needs.  As  such,  when  Goldman 
Sachs  acts  as  a  market  maker,  it  is  simply  engaging  in  a  particular  type  of  broker-dealer 
activity,  and  its  basic  duties  are  the  same  as  those  described  above. 

FINRA  and  exchange  rules  impose  special  obligations  on  exchange-based  and . 
over-the-counter  market  makers  of  equity  securities  to  provide  liquidity.  These  rules, 
among  other  things,  require  the  market  maker  to  maintain  a  two-way  market  and  regulate 
when  market  makers  can  cease  to  provide  quotations. 

The  firm's  role  as  an  underwriter  or  placement  agent  differs  from  that  of  a  broker- 
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dealer.5  As  described  above,  a  broker-dealer  is  primarily  engaged  in  the  business  of 
assisting  clients  in  executing  transactions.  This  business  is  client-driven,  and  Goldman 
Sachs  strives  to  provide  a  fair  price  to  its  clients. 

In  contrast,  an  underwriter  or  placement  agent  is  involved  with  the  issuer  in 
marketing  and  selling  offerings  of  securities  to  investors.  In  this  context,  the  federal 
securities  laws  effectively  impose  a  "gatekeeper"  role  on  Goldman  Sachs:  as  an 
underwriter  or  placement  agent  the  firm  is  expected  to  assist  the  issuer  in  providing  an 
offering  document  to  investors  that  discloses  material  information  relevant  to  the 
offering,6  and  absent  a  showing  that  the  firm  conducted  an  appropriate  review  (so-called 
"due  diligence")  regarding  the  securities  being  offered,  the  firm  is  potentially  liable  to 
investors  for  any  losses  resulting  from  any  material  misstatements  or  omissions  in  the 
offering  document.  The  same  disclosure  obligations  do  not  apply  to  a  broker-dealer 
(whether  acting  in  a  market  making  capacity  or  otherwise)  because  a  broker-dealer  must 
execute  countless  transactions  in  order  to  meet  the  demands  of  clients  and  other  parties.  If 
a  broker-dealer  were  required  to  perform  extensive  due  diligence  on  each  security  in 
which  it  was  asked  to  execute  a  transaction,  and  to  update  disclosures  every  time  it 
bought  or  sold  securities,  real-time,  market  makers  could  not  function  and  liquid  markets 
could  not  exist. 

17.       (a)        Does  the  fact  that  an  investor  or  a  potential  investor  with  whom  Goldman  is 
transacting  business  is  an  "accredited"  investor,  a  "qualified  institutional 
buyer"  or  a  "qualified  purchaser"  (as  those  terms  are  used  in  the  U.S.  federal 
securities  laws)  affect  the  duties  and  obligations  of  Goldman  when  acting  in 
any  of  the  capacities  described  in  Question  16?  If  so,  describe  how  any  of 
Goldman's  duties  when  acting  in  any  of  these  capacities  are  affected  by  the 
status  of  the  investor  or  potential  investor. 

(b)       Does  Goldman  have  a  duty  to  conduct  a  suitability  analysis  when  making  a 
recommendation  to  any  of  the  types  of  investors  listed  in  question  17(a)?  If 


5As  a  technical  matter,  a  firm  generally  may  not  act  as  an  underwriter  or  placement  agent 
of  securities  in  the  United  States  without  registering  as  a  broker-dealer  with  the  SEC  as 
described  above.  For  convenience,  however,  when  we  refer  to  the  activities  of  a  brokerdealer 
in  this  response,  we  mean  the  activities  of  a  market  maker,  broker  or  dealer  as 
described  above  and  not  those  of  an  underwriter  or  placement  agent,  even  though  the 
latter  activities  may  also  require  registration  as  a  broker-dealer  with  the  SEC. 

6The  type  and  amount  of  disclosure  is  likely  to  vary  depending  on  the  nature  of  the 
offering.  An  SEC-registered  public  offering,  for  example,  is  subject  to  specific,  detailed 
disclosure  requirements  of  the  SEC.  In  contrast,  an  offering  exempt  from  registration  is 
subject  to  a  more  general  requirement  that  any  disclosure  made  must  not  be  materially 
false  or  misleading. 
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so,  describe  the  nature  and  extent  of  the  analysis  to  be  conducted. 

In  general,  the  legal  duties  that  Goldman  Sachs  owes  when  engaging  in  a 
securities  transaction  with  a  customer  depend  on  the  particular  services  the  firm  provides 
and  the  nature  of  its  interaction  with  the  customer,  taking  into  account,  in  particular,  the 
nature  and  sophistication  of  the  customer,  the  customer's  reasonable  expectations  with 
regard  to  the  firm's  services  and  the  compensation  arrangement  between  the  Firm  and  the 
customer. 

When  a  broker-dealer  "recommends"'  a  securities  transaction  to  a  customer,  the 
broker-dealer  has  a  duty  to  determine  that  the  transaction  is  suitable  for  the  customer. 
This  suitability  duty  requires  the  broker-dealer  to  determine,  in  the  first  instance,  that  the 
transaction  is  suitable  for  at  least  some  investors.  This  is  sometimes  called  "general 
suitability"  or  the  "due  diligence"  duty,  and  it  applies  independently  of  any  particular 
customer's  interests.'  Additionally,  the  broker-dealer  must  also  determine  that  the 
recommended  transaction  is  suitable  for  the  particular  customer,  based  on  those  facts,  if 
any,  disclosed  by  the  customer  as  to  his  security  holdings,  financial  situation,  and  needs 
or  objectives.  This  duty,  which  is  sometimes  called  "customer  specific  suitability,"  in  turn 
gives  rise  to  a  related  duty  to  "know  the  customer."9  In  this  respect,  the  firm  believes 
that,  before  entering  into  any  securities  transaction,  its  sales  and  trading  personnel  have 
an  obligation  to  exercise  due  diligence  to  learn  the  essential  facts  regarding  the  customer 
and  the  customer's  orders  and  accounts  and  to  ensure  that  the  customer  has  provided 
sufficient  evidence  of  its  authority  to  enter  into  a  transaction.  Under  Goldman  Sachs' 
policies  and  applicable  regulations  (enclosed  bearing  production  numbers  GS  MBS 
0000037351  -  37359)  [See  Appendix  21]  employees  are  required  to  be  prepared  to 
explain  the  basis  for  their  suitability  determinations  and  must  consider,  in  consultation 
with  their  managers,  whether  to  document  such  determinations  in  special  or  unusual 


'Whether  a  broker-dealer  makes  a  "recommendation"  to  a  customer  depends  on  the  nature 
and  context  of  the  firm's  communications  with  the  customer.  According  to  FINRA,  a 
critical  factor  to  consider  is  whether  a  particular  communication,  given  its  content, 
context  and  manner  of  presentation,  reasonably  would  be  viewed  as  a  "call  to  action"  or  a 
suggestion  that  the  customer  engage  in  a  securities  transaction.  See  NASD  Notice  to 
Members  01-03  (Online  Suitability)  (April  2001). 

According  to  FINRA,  the  broker-dealer  must  implicitly  represent  to  the  customer  that  a 
reasonable  investigation  has  been  made  and  that  its  recommendation  rests  on  the 
conclusions  based  on  that  investigation.  See  FINRA  Notice  to  Members  1 0-22  (April 
20 1 0);  FINRA  Notice  to  Member  09-25  (May  2009). 

9The  specific  suitability  and  related  know-your-customer  duties  have  been  codified  by 
FINRA  in  Conduct  Rule  (NASD)  23 1 0. 
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circumstances.  Managers  arc  also  required  to  regularly  review  sales  activity  for  potential 
suitability  concerns. 

Significantly,  however,  FINRA  has  provided  an  important  exception  to  the 
customer  specific  suitability  duty  with  regard  to  institutional  customers.10  Broadly 
speaking,  a  broker-dealer  may  satisfy  its  customer  specific  suitability  duty  owed  to  an 
institutional  customer  if  the  broker-dealer  reasonably  determines,  based  on  the  relevant 
facts  and  circumstances,  that  the  institutional  customer  (i)  is  capable  of  evaluating  the  risk 
associated  with  the  recommended  transaction  independently  of  the  broker-dealer  and  (ii) 
is  in  fact  exercising  independent  judgment  in  evaluating  the  recommendation  (i.e.,  is  not 
relying  on  the  broker-dealer  to  determine  customer  specific  suitability).  As  a  practical 
matter,  this  exception  means  that  a  broker-dealer  need  not  determine  whether  a  particular 
transaction  is  suitable  for  an  institutional  customer  in  light  of  its  particular  circumstances, 
as  long  as  the  firm  has  a  reasonable  basis  to  believe  that  the  customer  has  sufficient 
expertise  and  resources  to  make  its  own  evaluation  and  is  in  fact  doing  so  (e.g.,  in  light  of 
regular  past  practice).  This  exception  does  not  relieve  a  broker-dealer  of  its  general 
suitability  duty  to  an  institutional  customer. 

Goldman  Sachs  further  notes  that,  in  August  2008,  the  firm  introduced  suitability 
committees  responsible  for  the  administration  of  the  Due  Diligence  and  Approval 
Guidelines  for  Structured  and  Strategic  Trades,  which  governs  all  structured  trades 
(including  CDOs)  done  with  non-market  professionals — whether  primary  or  secondary 
transactions.  In  addition,  Goldman  Sachs  has  already  implemented  most  of  the  March 
2009  recommendations  of  the  Counterparty  Risk  Management  Policy  Group  requiring 
firms  to  make  reasonable  efforts  to  determine  that  investors  possess  the  following:  (I) 
capability  to  understand  risk  and  return;  (ii)  capability  or  access  to  the  capability  to  price 
and  run  stress  tests;  (iii)  governance  procedures,  internal  controls  and  technology;  (iv) 
financial  resources  sufficient  to  withstand  potential  losses;  and  (v)  authorization  to  invest 
in  high  risk  complex  financial  instruments. 

(c)        Does  Goldman  owe  a  duty  to  disclose  any  adverse  interest  that  it  may  have 
when  recommending  a  security  to  any  of  the  types  of  investors  listed  in 
question  17(a)? 

Although  Goldman  Sachs  does  not  believe  that  the  federal  securities  laws  require 
a  general  disclosure,  of  "adverse  interests,"  the  firm  notes  that  where  relevant  the  offering 
circulars  for  the  Transactions  expressly  disclosed  that  the  protection  buyer  with  respect  to 
all  of  the  synthetic  assets  held  by  the  Transaction  would  be  a  Goldman  Sachs  affiliate, 
and  noted  that  the  protection  buyer  could  hedge  some  or  all  of  its  exposure  in  the  future. 
For  example,  the  offering  circulars  for  Hudson  Mezzanine  Funding  2006-1,  Hudson 


]0See  FINRA  Interpretation  IM  2310-3  (Suitability  Obligations  to  Institutional 
Customers). 
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Mezzanine  Funding  2006-2  and  Anderson  Mezzanine  Funding  2007-1  stated: 

It  is  expected  that  Goldman  Sachs  International  [a  Goldman  Sachs 
affiliate]  will  act  as  the  sole  Credit  Protection  Buyer  with  respect  to  the  Credit 
Default  Swap,  which . . .  may  create  certain  conflicts  of  interest. 

The  Credit  Protection  Buyer  and  its  affiliates  (i)  may  deal  in  any 
Reference  Obligation, ...  and  (iii)  may  act ...  as  if  the  Credit  Default  Swap  and 
the  Notes  did  not  exist  and  without  regard  to  whether  any  such  action  might  have 
an  adverse  affect  on  such  Reference  Obligation,  the  Issuer,  the  Holders  of  the 
Secured  Notes,  the  Senior  Swap  Counterparty  or  the  Holders  of  the  Income  Notes. 

[I]t  is  expected  that  one  or  more  affiliates  of  the  Initial  Purchaser 
[Goldman  Sachs]  will  also  act  as  counterparty  with  respect  to  all  of  the  CDS 
Transactions. 

(See  GS  MBS-E-001 550241, 1550250,  808621,  808630,  854578  -  854579  and 
854588.)  Similar  language  appeared  in  the  Camber  7  and  Timberwolf  I  offering  circulars. 
(See  GS  MBS-E-0008 14255,  814269,  673714  -673715  and  673729.)  The  Point  Pleasant 
offering  circular  provided  a  similar  disclosure  for  DOS  Corporate  &  Investment  Bank, 
which  was  the  protection  buyer  for  that  transaction.  (See  GS  MBS-E-000638970  - 
638971  and  638979.)  There  was  no  such  disclosure  for  Fort  Denison  Funding,  which  was 
a  cash  CDO. 

18.       (a)       Is  Goldman  aware  of  the  2004  Guidelines  set  forth  by  the  United  States 

Sentencing  Commission  (the  "Guidelines")  establishing  the  elements  of  an 
effective  ethics  and  compliance  program? 

(b)       What,  if  anything,  has  Goldman  done  to  address  the  standards  for  ethics  and 
compliance  programs  as  set  forth  in  the  Guidelines?  In  particular,  provide 
copies  of  educational  materials  or  presentations  given  or  presented  to  the 
Goldman  Board  of  Directors,  Goldman  executives,  and  Goldman  employees 
in  general  with  respect  to  ethics  and  compliance  during  the  period  2004  to 
the  present. 

Goldman  Sachs  is  aware  of  the  amendments  to  the  Sentencing  Commission 
Guidelines,  effective  November  1, 2004  (the  "2004  Guidelines"),  establishing  the 
elements  of  an  effective  ethics  and  compliance  program.  During  the  period  2004  to  the 
present  (the  "relevant  period"),  the  firm  has  had  and  continues  to  have  a  robust  and  far- 
reaching  compliance  program  to  address  the  standards  set  by  the  2004  Guidelines,  to 
educate  and  report  to  its  Board,  executives  and  employees  concerning  the  compliance 
program,  and  to  involve  those  stakeholders  in  the  program's  execution.  Highlights  of  how 
the  firm's  compliance  program  addresses  the  2004  Guidelines  follow.  Further,  as 
discussed  with  the  Subcommittee  staff,  enclosed  is  list  (bearing  production  number  GS 
MBS  0000038749  -  38750  [See  Appendix  22]  (providing  the  relevant  Appendices  cited 
in  this  response))  of  relevant  documents  from  2004  through  2009  concerning  how  the 
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firm's  compliance  program  addresses  the  2004  Guidelines.  As  discussed  with  the 
Subcommittee  staff,  Goldman  Sachs  will  subsequently  produce  any  of  the  documents 
listed  in  the  Appendices  that  are  requested  by  the  Subcommittee. 

I.  Board  of  Directors 

A.  Compliance  Presentations  to  the  Board 

In  September  2005,  the  Compliance  Department  made  a  presentation  to 
Goldman  Sachs'  Board  of  Directors  (the  "Board")  entitled  "Amendments  to  the 
U.S.  Sentencing  Guidelines  for  Organizations  -  Goldman  Sachs'  Compliance 
Program."  This  presentation  explicitly  addresses  how  the  firm's  compliance 
program  meets  the  2004  Guidelines  requirements  to:  "(1)  exercise  due  diligence  . 
to  prevent  and  detect  criminal  conduct;  and  (2)  otherwise  promote  an 
organizational  culture  that  encourages  ethical  conduct  and  a  commitment  to 
compliance  with  the  law."  See  2004  Guidelines  §  8B2.1.  The  Board  presentation 
highlights  the  key  elements  of  the  firm's  compliance  program  and  tracks  those 
elements  to  the  2004  Guidelines. 

Apart  from  this  Board  presentation,  the  Compliance  Department  has  made 
anumber  of  other  presentations  regarding  the  firm's  compliance  program  to  the 
Board  or  the  Board's  Audit  Committee.1 '  See  Appendix  A.  As  set  forth  in  the 
2004  Guidelines  presentations  and  these  other  Compliance  presentations,  the  key 
elements  of  the  firm's  compliance  program  are: 

Risk  Assessments  to  identify  compliance  and  reputational  risks  of 
particular  business  activities  and  to  help  drive  the  nature,  scope  and 
frequency  of  compliance  surveillance,  monitoring  and  testing. 
Surveillance  and  Other  Monitoring  of  processes  and  transactions  to 
detect  breaches  and  identify  changes  in  the  risk  profile. 
Testing  of  the  Compliance  Control  Framework  to  assess  and  validate 
assumptions  about  the  efficacy  of  controls,  principally  by  the  firm's 
Internal  Audit  Department  and  the  Compliance  Testing  Group.12 
Training  and  Communication  of  the  rules  and  the  firm's  compliance 
policies  and  procedures  to  the  Board,  senior  management  and  supervisors, 
other  employees  and  other  stakeholders. 
Independence  and  Empowerment  of  the  Compliance  Function.  In 


"The  January  2009  presentation  to  the  Board,  "Compliance  with  CRMPG  III  Recommendations 
and  Other  Key  Industry  and  Regulatory  Reports,"  may  be  of  particular  interest. 

,2The  Board's  Audit  Committee  has  a  standing  agenda  item  for  Internal  Audit  presentations. 
Internal  Audit  also  has  a  standing  closed  session  with  the  Board's  external  directors. 
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2004  the  firm  created  a  Compliance  Department  that  is  separate  and 
independent  from  the  Legal  Department,  hiring  a  Global  Head  of 
Compliance  who  reports  directly  to  the  firm's  Chairman/CEO  and 
President/COO,  and  making  him  a  member  of  the  Firmwide  Management 
Committee,  the  firm's  highest  management  governing  body."  The  firm's 
Compliance  headcount  has  increased  by  approximately  40%  during  the 
relevant  period,  from  399  in  October  2004  (see  November  2004  Board 
presentation)  to  its  current  level  of  558. 

B.  Sarbanes-Oxley  Presentations  to  the  Board 

In  addition  to  the  Compliance  Department  presentations  to  the  Board  or 
Board  Audit  Committee  referred  to  above,  the  Board  and  its  committees  engage  in 
governance  activities  related  to  the  Sarbanes-Oxley  Act  of  2002,  as  follows: 

(1)  Annual  review  by  the  Board's  Corporate  Governance  Committee, 
and  re-approval  by  the  Board,  of  the  Code  of  Business  Conduct 
and  Ethics,  originally  adopted  by  the  Board  in  February  2003. 

(2)  Annual  review  by  the  Board's  Audit  Committee,  and  re-approval 
by  the  Board,  of  the  Policy  on  Reporting  of  Concerns  Regarding 
Accounting  and  Other  Matters  and  Policy  Regarding  Escalation  to, 
and  Retention  by,  the  Audit  Committee  of  Accounting  Complaints 
and  the  Non-Management  Directors  of  Other  Concerns,  originally 
adopted  by  the  Board  as  of  February  2003  and  June  2003.  See 
Appendix  B. 

II.  High-level  Employees:  Business  Practices  Committee 

In  2003,  as  indicated  in  the  2005  Board  presentation  on  the  2004  Guidelines, 
Goldman  Sachs  established  a  firmwide  Business  Practices  Committee  ("BPC"),  which 
"assists  senior  management  in  its  oversight  of  compliance  and  operational  risks  and 
related  reputational  concerns,  seeks  to  ensure  the  consistency  of  the  firm's  polices, 
practices  and  procedures  with  the  firm's  business  principles,  and  makes  recommendations 
on  ways  to  mitigate  potential  risks."  See  Appendix  C. 

The  BPC,  which  generally  meets  monthly  and  reports  to  the  Firmwide 
Management  Committee  (the  firm's  highest  management  governing  body),  is  made  up  of 


,3From  2004,  the  Global  Compliance  Head  has  been  Alan  Cohen,  a  prominent  former  federal 
prosecutor  and  private  sector  lawyer  specializing  in  litigation  and  governmental  investigations  in 
the  securities  industry  and  other  corporate  areas.  All  Compliance  officers  report  directly  or 
indirectly  to  Mr.  Cohen,  and  none  reports  to  the  business. 
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senior  leaders  of  the  firm's  revenue  producing  and  control  divisions.  See  Appendix  C. 

More  specifically,  under  its  charter,  the  BPC: 

o         Reviews  business  practices  that  could  pose  significant  compliance  and  operational 

risks  and  related  reputational  concerns; 
o         Identifies  and  oversees  key  business  practices  initiatives  and  reviews  related 

communications  and  training  programs; 
o         Reviews  internal  and  external  incidents  having  significant  reputational  or 

operational  impact; 
o         Reviews  regulatory  issues  and  significant  trends; 
o         Establishes  standards  and  reviews  and  approves  policies  and  procedures 

implemented  in  accordance  with  the  firm's  business  principles; 
o         Addresses  issues  raised  by  the  Global  Compliance  Division  and  Internal  Audit 

Division. 

In  addition,  each  revenue-producing  division  and  each  of  the  firm's  non-US 
regions  (Europe,  Middle  East  and  Africa,  Asia  Ex- Japan,  and  Japan)  has  its  own  Business 
Practices  Committee  that  performs  functions  similar  to  the  firmwide  BPC  for  those  respective 
divisions  or  regions. 

III.  Employees  Generally 

As  indicated  in  the  Board  presentation  on  the  2004  Guidelines  and  in  other 
Compliance  presentations  to  the  Board  or  Board  committees,  the  firm  has  an  extensive 
program  of  communication  and  training  on  its  compliance  policies,  procedures  and  other 
controls  across  the  firm  at  all  levels,  as  well  as  processes  that  create  incentives  for 
compliance  with  those  controls  and  mete  out  discipline  for  substantial  compliance 
breaches. 

o         New  hires.  On  their  first  day,  new  hires  attend  a  concentrated  "Day  One  Training" 
training  program  in  the  key  compliance  policies  and  controls,  including  components  on 
handling  material  non-public  information  and  requirements  of  the  anti-money  laundering 
("AML")  laws.  In  addition,  employees  are  required  to  disclose  their  investment  accounts, 
private  investments  and  outside  activities,  if  any.  These  disclosures,  which  must  be 
updated  with  new  information  as  circumstances  change,  are  logged  in  a  database  and  are 
used  to  enhance  the  firm's  surveillances  and  monitoring  for  inappropriate  trading  or 
business  activity.  See  Appendix  D. 

o  Ongoing  training  of  employees. 

The  firm  develops  training  programs  from  time  to  time  that  employees 
generally  are  required  to  complete.  These  programs  are  focused  on 
compliance  and  reputational  issues,  particularly  in  the  context  of  using  the 
firm's  communications  tools,  and  the  prevention  and  detection  of  criminal 
conduct  by  educating  staff  on  the  requirements  of  the  anti-money 
laundering  ("AML")  laws  program. 
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■  Throughout  the  relevant  period  (2004-present),  recent  hires, 
including  temporary  staff  (but  with  the  exception  of  certain  service 
employees  for  whom  the  training  would  not  be  relevant),  have  been 
required  to  complete  AML  online  training  and  a  related  assessment 
within  a  short  period  after  joining  the  firm.  An  "AML  Refresher" 
course  was  rolled  out  in  2005-06  for  employees  who  had  been 
hired  prior  to  that  time.  See  Appendix  D 

■  In  addition,  recent  hires  complete  modules  that  review  the  firm's 
policies  and  procedures  governing  the  proper  use  of 
communications  tools  such  as  e-mail,  voice  mail,  wireless  devices 
and  the  Internet,  with  a  focus  on  protection  of  confidential 
information.  See  Appendix  D 

■  The  firm's  AML  program,  as  discussed  in  Board  presentations  by 
Compliance  referenced  in  Appendix  A,  employs  various 
surveillances  of  trading  and  money  movements  to  prevent  and 
detect  criminal  activity,  and  to  assist  the  firm  in  complying  with  its 
legal  obligations  to  report  suspicious  activity.  In  2008,  the  AML 
group  rolled  out  a  required  global  training  program  across  key 
areas  of  the  firm  in  live  classroom  training  sessions  on  "Raising 
Suspicious  Activity  Awareness."  This  program  has  targeted  the 
firm's  Compliance,  Legal,  Internal  Audit,  Operations,  Private 
Wealth  Management,  Asset  Management  and  Investment 
Banking/Merchant  Banking,  and  Securities  Divisions  and  included 
a  session  for  the  firm's  Management  Committee.  Training  sessions 
have  been  tailored  to  each  of  the  business  areas  and  focus  on  the 
"red  flags"  that  might  indicate  potential  money-laundering  or 
fraud.  See  Appendix  D. 

o         Firmwide  training  is  supplemented  with  extensive  training  and  communications 
efforts  customized  to  the  needs  of  individual  divisions,  departments,  groups  and 
regions.  These  efforts  include  training  designed  to  meet  regulatory  obligations  as 
well  as  to  reinforce  the  firm's  compliance  controls.  Annual  training  in  the 
revenue-producing  divisions  includes  AML  and  suspicious  activity  components. 

Leaders,  Supervisors  and  Other  Managers. 

o         As  set  forth  in  the  Board  presentation  on  the  2004  Guidelines,  in  2004-05,  the 
firm's  then  Chairman  Hank  Paulson  conducted  "The  Chairman's  Forum  on 
Leadership  and  Accountability,"  at  which  he  discussed  the  importance  of 
compliance,  ethical  behavior  and  management  accountability  in  a  series  of 
meetings  with  groups  of  the  firm's  managing  directors  ("MDs")  across  the  globe 
(nearly  2,000  people). 

o         Following  the  MD  sessions,  the  program  was  adapted  for  the  firm's  vice  president 
population,  which  included  nearly  8,000  people.  The  Leadership  and 
Accountability  for  Vice  Presidents  program  began  in  2005  and  was  completed  in 
2007.  The  program  was  run  by  senior  MDs  and  members  of  the  firm's 
Management  Committee. 
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o         In  2007,  the  firm's  Chairman,  Lloyd  Blankfein,  began  a  second  iteration  of  the 

program  for  MDs,  "The  Chairman's  Forum  on  Clients:  Advancing  our  Franchise," 
which  focused  on  the  critical  importance  of,  and  challenges  associated  with,  client 
relationships.  During  three-hour  sessions,  which  consisted  of  30  sessions  in  six 
cities  conducted  globally,  MD  participants  reviewed  and  discussed  video  and 
written  case  studies  depicting  situations  that  posed  potential  ethical,  compliance 
and  business  issues.  The  case  studies  stressed  the  importance  of  clear 
communication,  humility  and  integrity, 
o         In  2008,  the  "Chairman's  Forum  on  Clients:  Advancing  Our  Franchise"  was 

introduced  to  the  firm's  vice  president  population.  Content  of  the  program,  which 
comprised  66  sessions  globally,  was  tailored  based  on  individuals'  business  unit 
functions,  and  firmwide  sessions  were  held  in  smaller  offices  globally.  As  in  the 
MD  program,  content  focused  on  the  strategic  importance  of  our  client  franchise 
as  well  as  key  principles  for  client  relationships, 
o         In  2005,  in  response  to  new  rules  promulgated  by  the  US  securities  self-regulatory 
organizations,  the  firm  instituted  a  CEO  Certification  process  related  to 
compliance  policies,  procedures  and  internal  controls  for  its  broker-dealer 
businesses  in  the  US.  The  CEO  Certification,  which  is  discussed  in  several  of  the 
Board  presentations  by  Compliance  referenced  in  Appendix  A,  is  supported  by  an 
extensive  process  whereby  business  supervisors  in  the  revenue-producing 
divisions  and  compliance  officers  complete  quarterly  or  monthly  certifications  or 
checklists  affirming  and  evidencing  the  discharge  of  their  oversight 
responsibilities.  MThese  supervisory  processes  not  only  are  an  important  part  of  the 
firm's  compliance  oversight  and  monitoring  structure,  but  also  serve  as  a  way  to 
remind  supervisors  of  their  responsibilities  on  an  ongoing  basis. 
Compliance  incentives  and  disciplinary  process.  The  firm's  annual  performance 
review  process  includes  a  criterion  specifically  devoted  to  knowledge  of  and  compliance 
with  applicable  rules,  policies  and  procedures.  See  Appendix  D.  In  addition,  as  noted  in 
the  Board  presentation  on  the  2004  Guidelines,  the  compliance-related  disciplinary 
framework  is  overseen  by  a  subcommittee  of  the  firm's  BPC;  the  process  also  involves 
Legal,  Compliance,  Employee  Relations  and  business  supervisors. 


<►    <►    <► 


14The  supervisory  checklist  process  has  been  rolled  out  globally  for  the  Securities  Division. 
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Confidential  Treatment  Requested  by  Goldman  Sachs 

LB  l(b)(i):  DQS  Corporate  Investment  Bank  served  as  the  initial  placement  agent  in  the 
Point  Pleasant  transaction.  Please  explain  why  DQS  served  the  role  instead  of  Goldman, 
and  what,  if  any,  placement  role  Goldman  served  in  the  transaction. 

IXIS  Corporate  &  Investment  Bank  ("IXIS")  served  as  the  "Initial  Placement 
Agent"  for  the  Point  Pleasant  transaction  and  offered  the  notes  to  investors  in  France, 
Luxembourg,  Switzerland  and  Belgium.  Goldman,  Sachs  &  Co.  ("Goldman  Sachs")  served  as 
the  "Initial  Purchaser"  of  the  notes  and  offered  the  notes  to  investors  in  other  jurisdictions. 
Goldman  Sachs  served  as  the  primary  placement  agent,  with  IXIS  serving  as  the  placement  agent 
for  the  specified  countries. 
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Confidential  Treatment  Requested  by  Goldman  Sachs 

LB  16  -Does  Goldman  have  a  formalized  due  diligence  review  process  for  securities  being 
offered?  If  so,  please  provide  copies  of  the  reviews  for  the  transactions  listed  in  LB  1  and 
LB  2. 

Goldman  Sachs  employs  a  variety  of  due  diligence  processes  in  connection  with 
the  offering  of  securities  for  which  it  serves  as  underwriter.  These  processes  vary  based  on 
numerous  factors,  including:  (1)  the  type  of  security  being  issued;  (2)  the  nature  of  the  issuer 
and  its  business;  (3)  Goldman  Sachs'  familiarity  with  the  issuer  and  its  affiliates;  and  (4)  the 
jurisdictions  in  which  the  securities  are  to  be  offered. 

In  the  case  of  the  transactions  listed  in  LB  1  and  LB  2,  Goldman  Sachs  performed 
due  diligence  on  both  the  underlying  assets  and,  where  applicable,  the  collateral  managers 
involved  in  the  transactions.  Goldman  Sachs  examined  the  credit  quality  of  the  assets  to  be 
included  in  the  transaction.  Where  proposed  assets  were  unfamiliar  to  the  team  working  on  a 
specific  deal,  the  Firm  examined  a  wide  variety  of  relevant  materials,  including  available 
performance  data,  offering  documents,  marketing  materials,  trustee  reports  and  Bloomberg  and 
Intex  data. 

Additionally,  nationally-recognized  accounting  firms  reviewed  the  collateral  and 
offering  documents  for  the  transactions  and  provided  "agreed  upon  procedures  letters"  attesting 
to  the  accuracy  of  certain  characteristics  of  the  transactions,  including  the  overcollateralization 
ratios  and  the  asset  type  and  rating  of  the  underlying  assets  or  reference  obligations.  These 
letters  were  produced  to  you  on  September  24,  2010,  and  bear  production  numbers  GS  MBS-E- 
021818546-21818598,21820485-21820547,21822176-21822225,21823468-21823508, 
21825024-21825069,  21826772-21826818  and  21828279-21828347. 

For  transactions  involving  collateral  managers,  those  managers  generally  were 
required  to  complete  due  diligence  questionnaires  concerning  numerous  factors,  including:  (1) 
their  management  and  ownership  structure;  (2)  their  assets  and  transactions  under  management; 
(3)  litigation  and  disputes  in  which  they  have  been  involved;  and  (4)  assets  or  positions  that 
might  give  rise  to  potential  conflicts  of  interest  with  the  CDO  investors.  Copies  of 
questionnaires  that  we  have  been  able  to  locate  are  enclosed  herewith  bearing  production 
numbers  GS  MBS  0000004769  -  4770  and  87077  -  87083. 
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Confidential  Treatment  Requested  by  Goldman  Sachs 

LB  4:  Please  provide  farther  explanation  of  the  trustee's  ownership  of  loans  in  a 
securitization  trust.  Under  what  circumstances  would  Goldman  make  repurchase  requests 
on  the  trustee's  behalf?  Did  Goldman  have  a  financial  interest  in  the  securities  on  which  it 
made  repurchase  requests  on  behalf  of  the  trustee?  Please  explain  why  43%  of  claims  on 
non-securitized  loans  were  recovered  while  17%  of  claims  on  securitized  loans  were 
recovered? 

Goldman  Sachs  Mortgage  Company  ("GSMC")  purchased  residential  mortgage 
loans  at  arm's  length  from  third-party  originators  in  secondary  market  transactions.  GSMC  then 
pooled  and  conveyed  those  loans,  through  a  depositor,  to  a  securitization  trust.  The  trustee  for 
the  securitization  trust  held  the  loans  (including  the  rights  and  obligations  associated  with  the 
loans)  for  the  benefit  of  the  investors  who  purchased  securities  that  were  issued  by  the  trust. 

Goldman  Sachs  reviewed  the  loans  purchased  by  GSMC  for  potential  breaches  of 
representations  and  warranties.  When  Goldman  Sachs  identified  loans  owned  by  the  firm 
("whole  loans")  for  which  there  were  claims  of  breaches  of  representations  and  warranties, 
Goldman  Sachs  pursued  those  claims  directly  with  the  loan  originator.  When  Goldman  Sachs 
identified  loans  in  securitizations  for  which  there  were  claims  for  breaches  of  representations  and 
warranties,  Goldman  Sachs  notified  the  loan  originator  and  the  trustee  for  the  securitization  trust 
of  the  claims.  In  these  instances,  the  trustee  had  the  authority  and  responsibility  to  decide  what 
steps  to  take  with  respect  to  the  claims.  At  times,  Goldman  Sachs,  on  behalf  of  the  trustee  and 
solely  for  the  benefit  of  the  trust,  also  approached  loan  originators  to  raise  claims  on  securitized 
loans,  although  the  trustee  continued  to  retain  the  authority  and  responsibility  to  pursue  any  such 
claims.  In  all  instances,  any  recovery  made  on  claims  for  securitized  loans  benefited  the  trust 
(and  thus  the  holders  of  securities)  and  not  Goldman  Sachs. 

As  Goldman  Sachs  explained  in  its  prior  response  to  this  Question  (bearing 
production  number  GS  MBS  0000037369),  the  firm  recovered  $17,459,894  on  claims  made  for 
whole  loans  (which  represented  43.3%  of  the  whole  loan  claims  the  firm  made).  Goldman  Sachs 
recovered  $81,933,778  on  claims  made  for  securitized  loans  (which  represented  17.3%  of  the 
securitized  loan  claims  made  by  the  firm  for  the  trusts'  benefit).  This  discrepancy  is  largely 
attributable  to  the  approximately  $9  million  recovered  from  whole  loan  repurchase  claims  that 
Goldman  Sachs  made  related  to  17  large  balance  loans  originated  by  PHH  Mortgage.  If  those  17 
loans  are  excluded,  then  Goldman  Sachs  recovered  approximately  20%  of  the  whole  loan  claims 
the  firm  made. 
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Confidential  Treatment  Reg  nested  by  Goldman  Sachs 

Supplemental  Request  to  Provide: 

•    Records  of  any  instance  that  Goldman  Sachs  accessed  the  Federal  Reserve  Bank's 
discount  window. 

Since  becoming  a  bank  holding  company,  Goldman  Sachs  has  had  access  to 
funding  through  the  Federal  Reserve  Bank  discount  window.  Goldman  Sachs  has,  however,  only 
used  this  access  in  order  to  test  that  all  the  necessary  policies,  procedures  and  operational 
capabilities  required  to  access  this  funding  were  in  place.  The  first  such  test  was  conducted  on 
October  1,  2008.  At  that  time,  Goldman  Sachs  borrowed  $2,500,000.00  in  exchange  for 
collateral  pledged  of  $3,424,657.53.  It  returned  the  entire  amount  borrowed  the  next  day. 
During  2009  and  2010,  similar  tests  were  conducted. 
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Confidential  Treatment  Requested  by  Goldman  Sachs 

Supplemental  Request  to  Provide: 

•    Records  (presumably  minutes,  notes  or  other  memoranda)  of  board  meetings  prior  to 
September  21,  2008,  during  which  participants  possibly  converting  Goldman  Sachs 
into  a  bank  holding  company. 

Goldman  Sachs  encloses  a  presentation  made  to  the  Board  of  Directors  in  June 
2008  (bearing  production  numbers  GS  MBS  0000038868-38939)  in  which  the  Board  discussed 
the  possibility  of  converting  to  bank  holding  company  in  the  context  of  its  overall  business 
strategy,  as  well  as  minutes  of  the  meeting  reflecting  the  presentation  (bearing  production 
numbers  GS  MBS  0000038862-38867).  Goldman  Sachs  notes  that  while  the  firm  has  reviewed 
at  senior  levels,  in  the  context  of  its  overall  business  strategy,  the  possibility  of  becoming  a  bank 
holding  company  for  at  least  a  decade,  dating  back  to  the  period  after  passage  of  the  Financial 
Services  Modernization  Act  in  1999,  to  the  extent  any  of  those  discussions  occurred  at  the  Board 
level,  the  firm  has  not  identified  any  minutes  or  presentations  reflecting  such  discussions. 
Goldman  Sachs  also  notes  that  over  the  years  the  Board  did  examine,  as  part  of  the  Board's 
annual  strategy  review,  the  attractiveness  of  potential  transactions  that  would  have  resulted  in  the 
firm  becoming  a  bank  or  bank  holding  company,  including  merging  with  or  acquiring  a 
commercial  bank.  Goldman  Sachs  encloses,  by  way  of  example,  a  copy  of  one  such  presentation 
to  the  Board  in  June  2003  (bearing  production  numbers  GS  MBS  0000038944-38983). 
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Follow  up 
Completed 


Dan  - 

In  response  to  an  email  received  from  Bob  Roach  on  August  10, 2010,  we  are  providing  the  wire  transfer  numbers  in  conjunction 
with  our  testing  of  the  Federal  Reserve  Bank  discount  window.  As  we  described  in  our  response  sent  on  July  14, 2010,  we  only  used 
this  access  to  test  that  all  the  necessary  policies,  procedures  and  operational  capabilities  required  to  access  this  funding  were  in 
place.  The  small  amounts  borrowed  were  returned  in  their  entirety  the  next  day. 


Borrow  Date 

Return  Date 

Collateral  Pledged 

Amount  Borrowed 

Reference  Number 

10/1/2008 

10/2/2008 

3,424357.53 

$        2.5OOJQ00JD0 

F05827501 20001 

10/23/2008 

10/24/20TJ8 

5759,49257 

$        5JD00J000JD0 

F058297007CB01 

9/9/2009 

9/10/2009 

356  246  3B1 B7 

$        10000001)0 

240121272053940100519 

1/11/2010 

1/12/2010 

294  094  297.1  B 

$         1JDOOJD0OJD0 

240101006002010011100 

3/18/2010 

3/19/2010 

268,451699.00 

$        1JDOOJD00JJ0 

240101004023310031800 

Please  note  the  following: 

The  information  requested  by  the  Subcommittee  includes  confidential  internal  documents  and  proprietary  business  records  that 
Goldman  Sachs  does  not  make  available  to  the  general  public.  Goldman  Sachs  is  producing  these  documents  pursuant  to  Senate 
Rule  XXVI  and  formally  requests  that  these  materials  be  treated  as  confidential  business  records.  Accordingly,  should  you  wish  to 
publicly  release  any  of  these  documents,  Goldman  Sachs  respectfully  requests  reasonable  notice  of  your  intent  to  do  so  and  the 
opportunity  to  object  to  such  a  release. 

Goldman  Sachs  used  various  technology  and  manual  resources  to  generate  some  of  the  documents  for  production  to  you  in 
response  to  your  Requests.  While  Goldman  Sachs  believes  that  these  documents  are  reasonably  accurate,  we  cannot  make  an 
absolute  representation  that  it  is  complete  or  that  there  are  not  some  inadvertent  errors  in  the  preparation  of  the  spreadsheet.  We 
will  provide  further  updates  or  corrections  if  we  discover  missing  information  or  errors. 

Please  confirm  receipt. 

Thanks, 

Sheara 


Goldman,  Sachs  &  Co. 

200  West  Street  |  New  York,  New  YorV  10282 

Tel:  (212)  357-3579 

e-mail:  sheara.  fredman  (5to.com 


Sheara  Fredman 

Managing  Director 
Finance  Division 
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I.   Overview  of  GS  Strategy 


Confidential  Treatment 
Requested  by  Goldman  Sachs 


GS  MBS  0000036946 
PSI  QFR  GS0076 


Footnote  Exhibits  -  Page  2359 


Current  Strategy 


Business 

■  Three  core  businesses 

■  Advisor  of  choice  to: 

—  Leading  corporations  and  governments 

—  Major  institutional  investors  and  wealthy  individuals 

■  Leading  participant  in  global  financial  markets 

Financial 

■  Provide  superior  returns  to  shareholders  - 

(growth  over  the  cycle 
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Track  Record  of  Success 


Successful  track  record  of  largely  organic  growth 

Premier  global  franchise  in  investment  banking  and  securities 

—  Leading  market  share  across  core  businesses 

—  Global  footprint  largely  in  place 

Emerging  profitability  of  asset  management  business 

Strong  financial  performance,  even  at  trough  of  cycle 

Leading  destination  for  intellectual  capital 

Positively  differentiated  reputation,  despite  difficult  regulatory 
environment 

GS  franchise  continues  to  command  a  premium  multiple 
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Vision  for  the  Future 


Pre-eminent  global  provider  of  advisory  and  risk  management 
services  to  institutions,  governments  and  high  net  worth  individuals 

—  Advisor  of  choice  with  strongest  senior  decision  maker 
relationships 

—  Leading  participant  in  each  of  the  most  important  global  markets 

—  Premier  principal  business  with  best-in-class  risk  management 
skills 


■  Recognized  destination  for  top  intellectual  talent 

■  Leader  in  market  innovation  and  new  product  development 

■  Top-tier  financial  performer  as  measured  by  return  on  equity, 
earnings  growth  and  total  return  to  shareholders 

■  Unparalleled  reputation  for  commitment  to  quality  and  integrity  with 
culture  of  teamwork  and  client  service 

■  True  meritocracy  for  all  employees  with  a  diverse  workforce  at  all 
levels  of  seniority 
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Current  Challenges 


Relative  scale  in  a  consolidating  market  and  currently  increased  capital 
intensity  of  core  businesses 

—  Continued  pressure  to  extend  credit 

—  Impact  on  traditional  agency  business 

—  Emergence  of  Citigroup 

Ability  to  achieve^     H    (target  in  a  low  growth,  low  interest  rate 
environment 

Greater  reliance  on  trading  activities 

—  Unpredictability  /  volatility 

—  Potential  for  missteps 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


■  Ability  to  develop  or  acquire  significant,  additional  uncorrelated  earnings 
streams 

■  Safeguarding  reputation  in  environment  of  reduced  business  and  greater 
scrutiny 

■  Optimizing  global  footprint 

■  Improving  underperforming  areas  (e.g.  private  wealth  management) 
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Economic  Outlook 


United  States 


Euroland 


2003     2004     2003     2004 


Japan 


2003     2004 


Real  GDP  Growth 


2.2% 


2.5%  0.7%  2.6% 


1.3%  0.2% 


Change  in  Consumer  Prices  2.2  1 .2 


1.9 


1.3 


(0.2)  (0.1) 


Short-Term  Interest  Rates<a> 


1.0 


1.1 


1.7 


3.3 


0.1 


0.1 


1 0- Year  Bond  Yields^ 


4.1 


4.2 


4.2 


5.2 


0.6 


0.8 


(a)    As  of  year-end. 
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Pre-Tax  Profit  by  Division 

($  millions) 


2000 


2001 


2002 


1H2003 


Percent  of 
$  Totals 


Percent  of 
$  Totals 


Percent  of 
$         TotaKa> 


Percent  of 
$  Total<a> 


FICC 


1,034  19 


2,187  56 


2,871  72 


2,757  74 


(a)     Percent  of  total  divisional  pre-tax  earnings.  Excludes  unallocated  charges, 
(b) 
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Overview  of  Key  Businesses 


2002  Pre-Tax  Profit 

Value  %  of 

($mm)  Total 


2002  Competitive  Metric 


Currencies 

Global  Securities  Serv. 

Mortgage  Backed 

Mergers 

Global  Credit 

US  Shares 

Equity  Derivatives 

Commodities 

Real  Estate  PIA 


539 


17 


0 


#4  lead  manager  of  CMBSs 
#3  lead  manager  of  CMOs 


I 

it 

v> 

SO 

e 

5T 

8. 

e 

a 

3 

2. 

3 

•3" 

3 

ar 

e 

<• 

a 

■0 

< 
3 

1 

<£' 

a 

B 

a 

5" 

S 

182 


Second  largest  real  estate  fund  complex  with  $2.5bn  in  AUM 
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Employees  by  Division 

• 

Goldman 
Sachs 

2001 

2002 

1H2003 

Year-on- 
Year 
Number       Change 

Year-on- 
Year 
Number      Change 

Year-on- 
Year 
Number      Change 

IBD 

Merchant  Bank 

FICC 

Equities 

IMD 

Investment  Research 

Federation*8) 

Total  Firm 


2,441 


2,380 


(2) 


2,301 


(3) 


t 


I 


g  3. 

n 
fi 
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Fixed  Income,  Currency  and  Commodities 


Current  market  environment  has  provided  outstanding  opportunities 
for  the  FICC  franchise 

—  Downward  trending  rates 

—  High  degree  of  volatility,  particularly  in  commodities  and 
currencies 

—  Significant  growth  in  underlying  markets 

Breadth  and  diversity  of  business  model  enabled  FICC  to  fully 
capitalize  on  market  opportunity 

—  Both  the  customer  business  and  proprietary  trading  have 
performed  at  record  levels 

—  All  major  products  (interest  rates,  credit,  mortgages,  currency 
and  commodities)  have  contributed  strong  results 

GS  has  outperformed,  but  the  performance  of  virtually  all  our 
competitors  has  been  strong 

Product  innovation  has  contributed  meaningfully 

Increased  profitability  has  come  with  increased  risk 

12 


_     -.     „  ,__,       ,  GS  MBS  0000038959 

Confidential  Treatment 

Requested  by  Goldman  Sachs  pgl  npp  GS0089 


Footnote  Exhibits  -  Page  2371 


Redacted  By  The 

Permanent  Subcommittee 

on  Investigations 


-    16 

GS  MBS  0000038360  ^fll  QS  MBS  0000038963 
PSI  QFR  GS0090  #MI    PSI_QFR_GS0093 


Footnote  Exhibits  -  Page  2372 


Soldman 
adis 


III.  Overview  of  the  Competitive 
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IV.  Strategic  Alternatives 
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Overview  of  Strategic  Alternatives 


Continue  to  pursue  our  current  business  model  with  our  existing 
underlying  business  lines 

Seek  to  identify  and  develop,  through  organic  growth  or  acquisition, 
significant  new  lines  of  business  closely  related  to,  but  distinct  from, 
current  businesses 

Pursue  transformational  transaction  to  achieve  potential  benefits  of 
combining  with  significantly  larger  institution 
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Goldman 
Sachs 


Capitalizing  on  Opportunities 


People,  brand  and  relationships  capturing  emerging  opportunities 


Fixed  Income,  Currency  &  Commodities 

Exotics  (1993) 

Distressed  Loans  (1994) 

ASSG(1997) 

Credit  Derivatives  (1998) 

Electricity  Trading  /  Joint  Venture  (2001 ) 


Investment  Banking  /  Merchant  Bank 


Equities 


Investment  Management 


Confidential  Treatment 
Requested  by  Goldman  Sachs 


GS  MBS  0000038972 
PSI  QFR  GS0102 


Footnote  Exhibits  -  Page  2377 


New  Business  Development/ Acquisition 


Rationale 


Develop  significant,  additional  uncorrelated 
earnings  streams 

Capitalize  on  large  adjacent  revenue  pools 

Leverage  core  risk  management  skills  and 
client  relationships 

Satisfy  client  demand  for  capital 
commitment  and  risk  transfer 

Achieve  synergies  with  existing  businesses 


Challenges 


Tolerance  for  increased  balance  sheet 

liquidity  risk  and  managing  risk  through 

diversification 

New  business  activities  may  be  volatile 

and  may  not  reduce  GS  risk  profile 

Not  enough  change  relative  to 

transformational  transaction 

GS  needs  to  be  disciplined,  investing  in 

businesses  and  withdrawing  capital 

opportunistically  as  market  conditions 

warrant 

—    Non-opportunistic  market  participants 

suffer  from  sub-par  ROEs 
Short-term  dilution  and  financial  risk  of 
organic  growth 

Acquisition  of  someone  else's  legacy 
issues 
Cultural  dynamics 
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MINUTES  OF  A  MEETING  OF  THE 

BOARD  OF  DIRECTORS  OF 

THE  GOLDMAN  SACHS  GROUP,  INC. 

A  meeting  of  the  Board  of  Directors  of  The  Goldman  Sachs  Group,  Inc.,  a 
Delaware  corporation  (the  "Corporation"),  was  held  at  the  Hotel  Astoria,  St.  Petersburg,  Russia 
on  June  28,  2008  at  9:45  a.m.,  St.  Petersburg  time,  recessing  at  approximately  11:45  a.m.,  St. 
Petersburg  time,  reconvening  at  approximately  1:15  p.m.,  St.  Petersburg  time,  recessing  for  the 
day  at  approximately  2:15  p.m.,  St.  Petersburg  time,  and  reconvening  on  June  29, 2008  at  9:00 
a.m.,  St.  Petersburg  time.  There  were  present  for  all  or  a  portion  of  the  meeting  Lloyd  C. 
Blankfein,  Gary  D.  Cohn,  Jon  Winkelreid,  John  H.  Bryan,  Claes  DahlbSck,  Stephen  Friedman, 
William  W.  George,  Rajat  K.  Gupta,  James  A.  Johnson,  Lois  D.  Juliber,  Edward  M.  Liddy, 
Lakshmi  N.  Mittal  (after  his  appointment  as  Director  at  the  meeting)  and  Ruth  J.  Simmons,  being 
all  of  the  Directors  and  constituting  a  quorum. 

Also  in  attendance  at  the  request  of  the  Board  of  Directors  for  all  or  a  portion  of 
the  meeting  were  J.  Michael  Evans,  Michael  S.  Sherwood,  John  F.  W.  Rogers,  Gregory  K. 
Palm,  David  A.  Viniar  and  Timothy  J.  O'Neill;  and  Alexander  C.  Dibelius,  David  A.  Schwimmer, 
Christopher  M.  Barter  and  Edward  K.  Eisler  (each  for  the  Goldman  Sachs  in  Russia 
presentation  only). 


meeting. 


Mr.  Blankfein  chaired  the  meeting  and  Mr.  Rogers  acted  as  Secretary  of  the 


Mr.  Blankfein  called  the  meeting  to  order  with  each  of  the  Directors  fexcludinc 
1r.  Mittal)  and^essrs.  Rogers,  and  Palm  in  attendance. 


adopted: 


On  motion  duly  made  and  seconded,  the  following  resolutions  were  unanimously 
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The  Board  reconvened  its  meeting  at  approximately  1:15  p.m.,  St.  Petersburg 
time,  on  June  28,  2008. 

Mr.  Blankfein  called  the  meeting  to  order  and  presented  his  oral  CEO  report.  A 
discussion  followed. 

The  Board  then  adjourned  the  meeting  until  the  following  day. 


2008. 


The  Board  reconvened  its  meeting  at  9:00  a.m.,  St.  Petersburg  time,  on  June  29, 


Mr.  Blankfein  called  the  meeting  to  order  with  each  of  the  Directors  and  Messrs. 
Evans,  Sherwood,  Rogers,  Palm,  Viniar  and  O'Neill  in  attendance.  Mr.  O'Neill  was  asked  to 
lead  a  strategy  review,  materials  for  which  were  distributed  to  the  Directors  in  advance  of  the 
meeting.  A  discussion  followed. 

Mr.  Blankfein  then  asked  the  Directors  to  give  consideration  to  the  draft  minutes 
of  the  meetings  of  the  Board  held  on  April  9-10,  2008,  copies  of  which  had  been  distributed  to 
the  Directors  in  advance  of  the  meeting.  On  motion  duly  made  and  seconded,  the  draft  minutes 
were  unanimously  approved  as  presented. 

Messrs.  Liddy,  Johnson  and  Bryan  then  indicated  that  oral  reports  regarding  the 
meetings  of  the  Audit,  Compensation  and  Corporate  Governance  and  Nominating  Committees 
held  earlier  were  unnecessary  considering  all  Directors  had  been  present  at  such  meetings. 

Mr.  Rogers  then  addressed  the  approval  of  certain  Board  and  committee  meeting 
dates,  material  for  which  had  been  distributed  to  the  Directors  in  advance  of  the  meeting.  A 
discussion  followed. 

Mr.  Palm  next  gave  an  update  on  regulatory  and  legal  matters.  Mr.  Palm 
directed  the  Board's  attention  to  the  materials  that  had  been  distributed  in  advance  of  the 
meeting.  A  discussion  followed. 

Mr.  Palm  then  discussed  the  approval  of  removals  from  and  an  appointment  to 
offices  of  the  Corporation,  material  for  which  had  been  distributed  to  the  Directors  in  advance  of 
the  meeting.  A  brief  discussion  followed. 

On  motion  duly  made  and  seconded,  the  following  resolutions  were  unanimously 
adopted: 


Approval  of  Board  and  Committee  Meeting  Dates 

RESOLVED,  that  meetings  of  this  Board  of  Directors  and  the  Committees  of  the 
Board  originally  scheduled  to  take  place  on  Thursday,  March  26,  2009  &  Friday,  March  27,  2009 
shall  take  place  on  Tuesday,  April  7,  2009  &  Wednesday,  April  8,  2009. 
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RESOLVED,  that  regular  meetings  of  this  Board  of  Directors  and  the  Committees 
of  the  Board  shall  take  place  on  the  following  dates: 

Thursday,  January  21,  2010  &  Friday,  January  22,  2010 

Thursday,  April  1,  2010  &  Friday,  April  2,  2010 

Thursday,  June  17,  2010-  Monday,  June  21,  2010 

Thursday,  September  30,  2010  &  Friday,  October  1 ,  2010 

Thursday,  November  18,  2010  &  Friday,  November  19,  2010 

RESOLVED,  that  the  specific  times  and  locations  of  the  foregoing  meetings  and 
of  any  additional  meetings  of  the  Board  or  of  Committees  of  the  Board  shall  be  set  forth  in  a 
notice  to  the  Directors  from  the  Chairman  of  the  Board,  Chief  Executive  Officer  or  a  President, 
or,  in  the  case  of  a  Committee  meeting,  any  of  the  foregoing  persons  or  the  Committee  Chair,  in 
each  case  with  such  notice  to  be  provided  a  reasonable  time  prior  to  the  meeting. 

Approval  of  Removals  from  and  Appointment  to  Offices  of  the  Corporation 


There  being  no  further  business,  upon  motion  duly  made,  seconded  and 
unanimously  adopted,  the  meeting  thereupon  was  adjourned. 
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Presentation  at  a  Glance 
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Executive  Summary 


What  is  GS'  strategy? 

—  GS'  strategy  remains  consistent  to  integrate  advice  and-capita!  via  a  business  model  that  brings  together  GS'  three  roles  as  advisor,  financier  and 
principal 

—  GS'  strong  financial  performance  on  a  stand-alone  basis  and  relative  to  its  peers  illustrates  the  validity  of  this  strategy 

What  are  the  key  elements  of  GS'  strategy? 

—  This  is  a  growth  strategy;  GS  believes  global  wealth,  markets  and  opportunities  are  growing  and  the  firm's  share  of  these  can  be  realized  through: 

-  Global  expansion  -  new  markets  offer  opportunities  to  replicate  GS'  business  model  end  drive  growth  as  clients  become  increasingly  global 

-  Diversification  of  the  firm's  business  portfolio 

-  Size  -  GS  must  have  a  sizeable  presence  across  its  existing  businesses  to  satisfy  client  demands  for  sophisticated  multi-product  solutions,  in 
particular  as  its  roles  as  financier  and  principal  require  the  commitment  of  additional  capital 

-  People  -  A  significant  human  capital  investment  is  required  outside  the  U.S.,  with  particular  emphasis  on  business  leadership,  control  functions  and 
risk  management 

As  GS  executes  on  its  strategy,  it  faces  issues  with  respect  to  liquidity,  potential  new  regulation  by  the  Federal  Reserve  and  funding  asset  growth.   These 
issues  are  addressed  by  posing  and  answering  the  Following  questions 

—  Does  GS  need  to  be  a  commercial  bank?  No,  the  firm's  conservative  liquidity  management  programs  and  the  potential  support  of  the  Fed  will 
adequately  protect  it  from  a  Bear  Steams-like  collapse 

—  How  are  commercial  banks  regulated?  All  activities  of  commercial  banks,  not  Just  banking  activities,  are  regulated  and  restricted.  Commercial  banks 
are  also  subject  to  limitations  on  leverage,  capital  requirements  and  comprehensive  ongoing  examinations 

—  What  are  the  benefits  of  being  a  commercial  bank?  The  primary  benefit  of  being  a  commercial  bank  Is  the  commercial  bank's  ability  to  finance  its 
businesses  with  deposits  insured  by  the  federal  government  at  a  cost  that  is  often  lower  than  capital  markets  funding 

—  Does  GS  need  bank  deposits  as  a  funding  source?  Continued  growth  in  the  size  of  GS'  balance  sheet  may  require  diversified  adjunct  sources  of 
funding.  Deposits  are  a  potential  source  of  additional  funding 

—  Can  GS  use  bank  deposits  to  fund  its  core  businesses?  GS'  ability  to  use  deposits  to  fund  its  businesses  is  constrained  by  regulatory  requirements 
regarding  asset  quality,  lending  to  affiliates  and  local  lending 

—  What  deposits  does  GS  currently  have?  GS  has  two  deposit  taking  banks:  one  located  in  Utah  with  deposits  of  approximately  $22bn  and  one  located 
In  Ireland  with  approximately  S7bn  in  deposits.  These  deposit  balances  were  built  largely  by  sweeping  PWM  brokerage  account  free  cash  balances 

—  Can  GS  grow  its  deposit  base  organically?  GS'  deposit  base  is  projected  V0HHBlHHH|BHBHB|H|MHHHHHIBBHHBHHV 

—  Should  GS  grow  its  bank  deposits  by  acquiring  a  commercial  bank?  Commercial  banking  is  an  operationally  intense,  low  ROE  business.  GS'  current 
business  model  has  yielded  stronger  results  than  JPMorgan  Chase,  the  best-in-class  commercial  bank,  in  terms  of  ROE,  prlce-to-book  valuation  and 
stock  price  performance.  Commercial  banking  appears  to  be  unattractive  as  a  large  scale  strategic  initiative 
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Update  on  GS  Strategy  -  Integrating  Advice  and  Capital 


GS  plays  three  roles  in  the 
global  capital  markets: 

—  Financial  advisor 

—  Market  intermediary  or 
financier 

—  Capital  provider  or  principal 

GS  remains  fully  committed  to 
this  business  model 

The  keys  to  GS"  success 
continue  to  be: 

—  An  unparalleled  network  of 
global  relationships 

—  A  unique  breadth  of 
capabilities 

—  A  best-in-class  risk 
management  infrastructure 

—  A  culture  of  teamwork 

The  firm's  strategic  focus  today 
is  to  increase  the  firm's  absolute 
revenue  opportunity  by 
extending  this  business  model  in 
existing  markets  (grow  larger) 
and  export  the  business  model 
to  new  markets  (become  more 
global) 


Relationships 


Breadth  of  Capabilities 


Risk  Management  Infrastructure 


Culture  of  Teamwork 
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Update  on  GS  Strategy  -  Integrating  Advice  and  Capital 

Strong  Recent  Performance 


Our  competitors,  through 
imitation,  and  the  public  equity 
markets,  through  value 
accretion,  have  affirmed  the 
validity  of  GS'  strategic  model 

During  2006  and  2007,  GS 
outperformed  its  broker  /  dealer 
competitors  in  terms  of  net 
revenues  and  return  on  common 
equity 

The  firm's  overall  pace  of  growth 
is  not  driven  by  the  success  of 
any  individual  business,  but 
rather  by  the  cumulative  impact 
of  many  strategic  initiatives 

While  certain  of  the  firm's 
businesses  have  entered  a 
period  of  cyclical  slowing  in 
2008,  GS'  clients  continue  to 
place  a  premium  on  the  firm's 
advice  and  commitment  in  more 
difficult  times 


Net  Revenues  ($bn) 


$15 


$18 


$6 


2006 


2007 
Return  on  Common  Equity 


1H08' 


29% 


33% 


33% 


N.M. 


16%    18% 


N.M.    N.M. 


2006  2007 

Indexed  Stock  Price  11/28/05  -  6/17/08 


1H08' 


200%   -i 

Slock  Price 

6/17/08  Market 

150%  - 

^^-sttrfS^S^S 

^ 

sfe$ 

&> 

Appreciation 
^r»/N/  36.9% 

Cap  ($bn) 
$71 

100%  - 

OSO& 

NEBS^™*^fi 

^gSJSBSr^^^^ 

^%y*s 

3fQ&4 

££><13-7%> 

$45 

50%   ■ 

^P^W43.7%) 
(60.9%) 

$37 
$14 

No\ 

'-05 

Apr-06 

Aug-06     Dec-06 

Apr-07 

Aug-07 

Jan-08 

May-08 

ILEH 


HMER 


IMS 


hGS 


'  Merrill  Lynch  figures  assume  2Q  2008  net  revenues  are  Identical  those  generated  In  10  2008. 
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Update  on  GS  Strategy  -  Integrating  Advice  and  Capital 

Link  between  Financing,  Advisory,  and  Principalling  Remains  Strong 


GS  has  strengthened  the 
connection  between  the  firm's 
financing,  advisory  and 
principalling  activities  over  the  last 
two  years 

Of  the  WHm  deals  GS 
completed  during  2007  and  2008 
YTD,  financing  was  provided  by 
GSon 


IBD  bankers  have  played  a 

iiiiiiiiiiiniriii  iniii  MMBBMWi 
■■■■■■■opportunities  for 
GS  principalling  groups  (PIA, 
SSG.  and  GSPS)  over  the  last  3 
years,  accounting  for  nearly 


Fees  received  from  PIA  /  REPIA 
portfolio  jxjmpanies  aggregated  to 
nearly  f 


As  with  principalling,  there  is  risk 
associated  with  financing  (e.g., 
providing  leverage  for  portfolio 
companies) 


'  Includes  PIA  SSG,  GSPS  and  FICC  Investments. 


Advisory  Revenue  Linked  to  Financings  as  a  Percentage  of  Total  Advisory  Revenue 


2006 


2007 


YTD2Q08 


GS  Equity  Invested  in  Principal  Opportunities 
with  Meaningful  IBD  Involvement  ({mm)1 


2006  2007  YTD  4/08 

PIA  /  REPIA  Portfolio  Company  Fees  Paid  to  Agency  Franchise  ($mm) 

■  ■PP  "PIA 

■  REPIA 


%  of  Total 
Investment 
Banking  Revs 


2006 


2007 


YTD  2Q08 
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Key  Elements  of  GS  Strategy 
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Key  Elements  of  GS  Strategy:  Diversified  Business  Portfolio 


Certain  of  GS'  competitors, 
including  Bear  Stearns,  had 
significant  exposure  to  the 
poorly-performing  mortgages 
business 

—  In  Bear  Steams'  case,  this 
exposure  was  further 
enhanced  by  its  failure  to 
diversify  its  business 
portfolio.  Bear  Steams  did 
not  have  a  strong 
competitive  position  in  its 
various  businesses 

Bear  Steams  also  was  not 
geographically  diversified.  71% 
of  Bear's  revenues  in  2007 
were  derived  from  the  U.S.,  as 
compared  with  51%  of  GS' 
revenues 

Lehman  Brothers  is  more 
geographically  diversified  than 
Bear  Steams,  but  its 
competitive  position  across  its 
businesses  is  also  not  as  strong 
as  GS'  position 

GS  diversifies  across 
businesses  and  geographies  to 
protect  the  franchise  from 
volatility  in  individual 
businesses  and  geographies 


2007  Global  Rankings  (with  Market  Share  where  Available) 


Bear  Stearns      Lehman  Brothers    Goldman  Sachs 


IBD 

M&A  Advisory 

MBD 

Funds  Raised  to  Date1 

Securities 

Non-Agency  Mortgage-Backed 
Securities  Issuance 

Prime  Brokerage2 

Equity  Trading2 

Debt  Trading3 

IMD 

Assets  Under  Management4 


>#25 

#9/17.3% 

#1  /  32.0% 

>#50 

#25/1.5% 

#2/6.1% 

#5/5.4% 

#2/7.0% 

#12/3.0% 

#6 

#9 

#2 

#5 

#7 

#1 

>#20 

#12/1.62% 

#1  /7.09% 

#100 
2007  Net  Revenues  ($bn) 


#34 


#13 


Bear  Steams 


Lehman  Brothers 


Goldman  Sachs 


Total:  $6bn 


33% 


Total:  $19bn 


'  Cap/la/  raised  over  the  last  five  years  by  PIA  only.  Market  share  expressed  as  percentage  of  the  top  SO  private  equity  managers. 

'  Alpha  Magazine  ranking. 

'  Euromoney  Poll,  Nov  2007.  Includes,  among  other  products,  Inv.  grade  corporal  es,  asset-backed,  cover  bonds,  high  yield  corps,  COS  hv.  grades,  other  high  yield,  AAA-rated.  govs  and  supranetlonals. 

*  Source:  Institutional  Investor  Survey  (Juty  2007}.  Oata  as  of  December  31,  ZOOS.  _^^_^_^_______^_^___^__^_^^__ 
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Key  Elements  of  GS  Strategy:  The  Importance  of  Size 


GS  must  maintain  a  sizeable 
presence  across  existing 
businesses  to  satisfy  client 
demands  for  sophisticated  multi- 
product  solutions 

The  firm's  financing  and 
principalling  activities,  which 
also  drive  its  advisory  revenues, 
require  GS  to  commit  an 
increasing  amount  of  its  capital 
to  risk  positions 

By  achieving  significant  absolute 
scale  and  maintaining 
diversification  across  its 
businesses,  the  firm  is  less 
susceptible  to  firmwide  crises 
resulting  from  abnormally  poor 
performance  in  individual  risk 
positions  or  businesses 

GS  is  now  the  largest 
independent  broker  /  dealer 
measured  by  market 
capitalization 


2Q  2008  LTM  Net  Revenues  ($bn)1 


$12 


LEH 


$5 


$22 


MER  MS 

1Q  2008  Total  Assets  ($bn) 


GS 


$786 


LEH 


$1,042 


$1,091 


$1,088 


MER  MS 

1Q  2008  Total  Headcount 


GS 


63,100 


28.100 


47,050 


31.874 


$14 


LEH 


$45 


MER 


MS 


GS 


Net  Revenue  CAGR 

■99-2CT08  ,06-2Q'Q8 
LEH  22.3  %         (24.5)% 

MER  (7.7)%        (79.8)% 

MS'  5.0  %         (17.5)% 

GS  15.7  %  5.5  % 

Total  Assets  CAGR 


LEH  MER  MS  GS 

Market  Capitalization  as  of  June  17,  2008  ($bn) 


*99-1Q'08  "Oe-IQ'OB 

LEH           23.3  %          42.8  % 
MER          15.0%          18.7% 
MS'           14.9  %          (2.2)% 
GS            20.8  %         32.3  % 

Total  Headcount  CAGR 

'99-1Q'08  '06-1Q'08 

LEH           17.2  %            6.6  % 
MER           (0.8)%            9.7  % 
MS1        '      1.5%            7.2% 
GS              9.3  %          16.0  % 

Ann.  Stock  Price  Apprec. 

5/99-6/08     '06-6/08 

LEH. 
MER 
MS' 
GS 

7.3  %        (30.4)% 

(0.8)%        (20.4)% 

4.2  %           6.2  % 

10.8  %          13.4  % 

'  Merrill  Lynch  figures  based  on  1 Q08  results. 

7  Morgan  Stanley  CAGRs  adjusted  lor  Discover  spin-off.  Assumes  13, 769  of  MS'  employees  In  1999  related  to  Discover  based  on  assumed  constant  net  revenues  per  employee  through  2005.  MS 
annualized  slock  price  appreciation  Includes  performance  of  Discover  post  spinoff. 
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Does  GS  Need  to  Be  a  Commercial  Bank? 

Recent  Events 


Bear  Stearns'  collapse  has  exposed 
the  liquidity  risks  faced  by 
investment  banks 

Bear's  capital  position  was  strong 
immediately  prior  to  the  collapse 

—  The  SEC  emphasized  that  Bear 
was  well  capitalized  with  a 
13.5%  total  capital  ratio  (total 
capital  as  a  %  of  risk-weighted 
assets) 

Bear  faced  a  classic  run  on  the  bank, 
as  its  counterparties  and  creditors 
became  concerned  that  it  could  not 
access  sufficient  liquidity  to  meet  its 
cash  obligations 

Lehman  Brothers  has  recently  been 
the  subject  of  similar  liquidity  rumors 


Bear  Stearns  Stock  Price 


$140 -i 


$120- 


$100 


$80 


$60- 


$40- 


$20- 


Spector  steps 

down  as  President 

and  COO 


Reported 

Book  Value 

per  Share: 

$84.09 


Cayne  steps 
down  as  CEO 


Fed  backstops  the 

system  and 

arranges  a  deal 

with  JPM  for  $2  per 

share  or  0.02x  P/B 


Price  revised 

to  $10  per 

share  or 

0.1 2x  P/B 


$0 
2-Aug    1-Sep     1-Oct    31-Oct  30-Nov  30-Dec  29-Jan  28-Feb  29-Mar 
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Does  GS  Need  to  Be  a  Commercial  Bank? 

Investment  Banks'  Access  to  the  Discount  Window 


On  March  17,  2008,  in  connection  with 
the  crisis  at  Bear  Stearns,  the  Fed,  for 
the  first  time  since  the  Great 
Depression,  provided  liquidity  to 
investment  banks  through  the  Primary 
Dealer  Credit  Facility  CPDCF") 
The  PDCF  has  successfully  reduced 
investor  nervousness  about  liquidity 
issues  at  investment  banks 
The  PDCF  allows  investment  banks  to 
borrow  cash  against  eligible  collateral 
which  includes: 

—  US  Treasuries 

—  Federal  agency  debt 

—  Federal  agency  residential 
mortgage  pass-throughs 

—  Investment-grade  corporate 
securities 

—  Municipal  securities 

—  Mortgage-backed  securities 

—  Asset-backed  securities  for  which 
a  price  is  available 

The  PDCF  was  originally  intended  to 
be  open  until  September  2008 

—  Permanent  access  by  investment 
banks  to  the  discount  window 
would  require  a  statutory 
amendment 


Section  13(3)  of  the  Federal  Reserve  Act  (12  U.S.C.  §  343) 

W^^§Jll9J^^^^i9^S&^!!S!^SS3^f  tne  Board  of 
Governors  of  the  Federal  Reserve  System...  may 
authorize  any  Federal  reserve  bank...  to  [open  the 
discount  window]  for  any  individual,  partnership,  or 


Federal  Reserve  Board  of  Governors  press  release  dated 

March  16,  2008 

The  Federal  Reserve  Board  voted  unanimously  to 
authorize  the  Federal  Reserve  Bank  of  New  York  to 
create  a  lending  facility  to  improve  the  ability  of  primary 
dealers  to  provide  financing  to  participants  in 
securitization  markets.  This  facility  will  be  available  for 
business  on  Monday,  March  17.  »W«SSP 

ymriahltt 
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Does  GS  Need  to  Be  a  Commercial  Bank? 


■    To  prevent  the  type  of  liquidity  crises  faced  by  Bear  Stearns  and  Lehman  Brothers,  GS  has  in  place  a  comprehensive 
set  of  liquidity  and  funding  policies  that  are  intended  to  maintain  significant  flexibility  to  address  both  GS-specific  and 
broader  market  events,  including: 

—  Excess  liquidity:  GS  maintains  substantial  excess  liquidity! 


—  Asset-liability  management:  GS  maintains  funding  sources  that  are  sufficiently  long-term  to  withstand  a  stressed 
environment  without  relying  on  asset  sales 

—  Conservative  liability  structure;  GS  accesses  funding  across  a  diverse  range  of  markets,  products  and  counterparties 

—  planning:^  H  P 

The  Federal  Reserve's  willingness  to  intervene  in  the  Bear  Stearns  crisis,  along  with  its  establishment  of  the  PDCF, 
have  signaled  to  the  market  that  it  will  not  allow  important  players  in  the  financial  system  to  fail 

—  This  implicit  support  will  likely  continue  beyond  the  closing  of  the  PDCF 

Even  if  GS  endured  a  period  of  underperformance  relative  to  competitors,  the  firm  believes  that  its  conservative  liquidity 
pre-funding  strategy  and  the  potential  support  of  the  Federal  Reserve  will  adequately  protect  GS  from  a  Bear  Stearns- 
like  collapse 

While  GS  does  not  need  to  be  a  commercial  bank,  it  may  still  find  certain  aspects  of  commercial  banking  attractive.  To 
make  that  determination,  the  following  questions  must  be  asked: 

—  How  are  commercial  banks  regulated? 

—  What  are  the  benefits  of  being  a  commercial  bank? 

—  Does  GS  need  bank  deposits  as  a  funding  source? 

—  Can  GS  use  bank  deposits  to  fund  its  core  businesses? 

—  What  bank  deposits  does  GS  currently  have? 

—  Can  GS  grow  its  deposit  base  organically? 

—  Should  GS  grow  its  deposit  base  by  acquiring  a  commercial  bank? 
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How  Are  Commercial  Banks  Regulated? 
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Board  of  Directors 


How  Are  Commercial  Banks  Regulated? 

Different  Regulatory  Regimes  for  Commercial  Banks  and  Investment  Banks 


The  collapse  of  Bear  Steams  and 
the  provision  by  the  Fed  of  liquidity 
to  investment  banks  through  the 
PDCF  has  raised  the  issue  of 
whether  the  Federal  Reserve  will 
impose  some  form  of  regulation  on 
GS  and  other  investment  banks 

In  the  U.S.,  commercial  banks  and 
investment  banks  are  governed  by 
different  regulators  and  subject  to 
different  rules  and  restrictions 

—  The  Federal  Reserve  ("Fed")  is 
the  principal  regulator  for  the 
nation's  commercial  banks 

—  The  SEC  is  the  principal 
regulator  for  the  nation's 
investment  banks 

The  only  GS  activities  that  are 
regulated  by  banking  regulators  are 
its  banking  activities 

A  commercial  bank's  banking 
•activities  are  regulated  by  the 
Federal  Reserve  and  its  non- 
banking  activities  are  regulated  by 
the  Federal  Reserve  and  the  SEC 

—  The  Federal  Reserve's 
regulations  restrict  the 
commercial  banks  ability  to 
engage  in  these  non-banking 
activities 


GS  Group 


<<  7' Merchant 

.    Banking" 

^/CctivitiesK 


FICC 

•    PIA 

Equities 

-     REPIA 

IBD 

-     SSG 

IMD 

•     GSPS 

GSS 

■     GSIP 

Insurance 

■    Liberty 

Harbor 

-     PSI 

■    Prop  Debt 

Desks 

■    Archon 

"CpmrhpiJities''.' 
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Commodities 

Trading 

AssetCo 


Confidential  Treatment 
Requested  by  Goldman  Sachs 


How  Are  Commercial  Banks  Regulated?   D24 


GS  MBS  0000038891 
PSI  QFR  GS0143 


Footnote  Exhibits  -  Page  2403 


Board  of  Directors 


How  Are  Commercial  Banks  Regulated? 

Different  Regulatory  Regimes  for  Commercial  Banks  and  Investment  Banks  (Cont'd) 


There  are  a  number  of 
differences  between  the 
regulations  imposed  on 
commercial  banks  by  the 
Federal  Reserve  and  those 
imposed  on  investment  banks  by 
the  SEC 

The  most  meaningful  differences 
from  GS'  perspective  are  the 
Fed's  imposition  of  consolidated 
leverage  requirements, 
limitations  on  non-banking 
activities  and  comprehensive 
ongoing  examinations 

While  commercial  banks  are 
regulated  in  ways  investment 
banks  are  not,  commercial 
banks  have  several  critical 
advantages  generally  not 
available  to  Investment  banks 

—  Commercial  banks  have 
permanent  access  to  the 
discount  window  as  a  means 
of  funding  their  core 
businesses 

—  Commercial  banks  also  have 
access  to  significant  funding 
via  federally  insured  bank 
deposits 


SEC 
(Investment  Banks) 


Federal  Reserve 
(Commercial  Banks) 


Capital  requirements 

Leverage  requirements 

Activities  limitations 

Comprehensive  ongoing  examinations 

Fair  value  accounting  treatment1 

Permanent  access  to  discount  window 
as  a  means  of  funding  core 
businesses 

Significant  funding  via  insured  bank 
deposits 
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How  Are  Commercial  Banks  Regulated? 

Capital  Requirements 


Both  the  Federal  Reserve  and 
the  SEC  impose  capital 
requirements  on  their  regulated 
firms 

For  these  regulatory  purposes,  a 
firm's  primary  qualifying  capital 
is  classified  as  Tier  1  capital 

Tier  1  capital  is  similar  in 
concept  to  tangible  equity  capital 
and  includes  common  equity, 
preferred  stock  and  certain 
hybrid  instruments 

—  Any  goodwill  on  the  firm's 
balance  sheet  is  deducted 
from  these  sources  of 
funding  when  calculating 
Tier  1  capital 

—  Tier  1  capital  is  considered 
the  most  reliable  portion  of 
financial  capital  for  purposes 
of  protecting  creditors 
against  losses 


1  Includes  $182.051mm  of  unsecured  borrowings  and  $28,922  of  secured  borrowings. 

'  Includes  52. 750mm  of  (rust  preferred  securities  and  $S2, 250mm  of  Automatic  Preferred  Enhanced  Capital  SecunVesJAPBQ^ 
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How  Are  Commercial  Banks  Regulated? 

Capital  Requirements  (Cont'd) 


Tier  1  capital  levels  are  compared  to 
the  firm's  total  risk-weighted  assets 
("RWA")  for  purposes  of  assessing 
capital  adequacy 

The  firm's  total  RWA  are  calculated 
by  applying  risk-weightings  to  each 
asset  on  the  balance  sheet  (and 
certain  off-balance  sheet  obligations) 
based  on  the  perceived  credit  risk, 
market  risk  and  operational  risk  of 
each  asset 

—  The  SEC  requires  Investment 
banks  to  calculate  RWA  and 
capital  ratios  using  the  Basel  II 
framework.  The  Fed  currently 
follows  the  Basel  I  framework, 
but  is  in  the  process  of 
transitioning  to  Basel  II 
To  be  considered  "well  capitalized'', 
the  Fed  requires  commercial  banks 
and  each  of  their  depository 
subsidiaries  to  maintain  Tier  1  capital 
equal  to  6%  of  RWA 

While  the  SEC  does  not  require 
investment  banks  to  meet  these 
levels,  GS  has  maintained  its  Tier  1 
capital  levels  above  the  Fed's  well 
capitalized  threshold  since  it  began 
calculating  these  ratios  in  2004 


1  77ie  Federal  Reserve  s  regulatory  minimum  Tier  1  capital  ratio  threshold  for  commercial  banks  is  4%.  Asa  matter  of  policy,  the  Fed  requires  commercial  banks  to  meet  the  Vo//  capltellted'  requirement 

of  6X.  ■ 
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How  Are  Commercial  Banks  Regulated? 

Leverage  Requirement 


Unlike  the  SEC,  the  Federal  Reserve 
imposes  a  consolidated  leverage 
requirement  on  commercial  banks.  This 
requirement  is  unique  among  the  world's 
major  central  banks  /  bank  regulators 
For  purposes  of  calculating  the  Fed's 
leverage  ratio,  Tier  1  capital  is  compared 
to  the  firm's  average  total  assets 

—  The  Fed's  leverage  ratio  ignores  the 
risk  of  the  firm's  underlying 
instruments  and  securities  (a  firm 
could  be  levered  10x  to  U.S. 
Treasuries  and  3x  to  CDOs) 

To  be  considered  "well  capitalized",  the 
Fed  requires  commercial  banks  to 
maintain  Tier  1  capital  equal  to  4-5%  of 
average  total  assets 
GS  has  historically  maintained  a  Tier  1 
capital  /  total  assets  ratio  below  the  Fed's 
comfort  level 

—  If  commercial  banks  valued  their  loan 
portfolios  using  the  fair  value 
methodology,  which  is  the 
accounting  methodology  used  by 
GS,  a  large  number  of  banks  that  are 
currently  classified  as  "well- 
capitalized"  would  fail  to  meet  the 
threshold,  as  fair  value  writedowns  to 
the  banks'  assets  would  reduce 
equity  and  Tier  1  capital  and, 
therefore,  result  in  lower  ratios 


'  The  Federal  Reserve's  regulatory  minimum  leverage  ratio  threshold  lor  commercial  banks  Is  3  -  4K.  Asa  matter  of  policy,  the  Fed  requires  commerdel  banks  to  meet  the  \reff  cepttatited'  requirement 

at  4-  SX.  .  '  -■ 
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How  Are  Commercial  Banks  Regulated? 

Activities  Limitations 

■  The  BHCA  generally  prohibits  bank  holding  companies  ("BHCs")  and  entities  they  directly  or  indirectly  "control"  (very  broadly  defined) 
globally  from  engaging  in  any  activities  other  than  banking.  BHCs  and  entities  they  control  must  obtain  prior  Fed  approval  to  acquire 
greater  than  5%  of  any  class  of  voting  securities  of  another  bank  (for  investment  banks  and  other  non-BHCs,  the  threshold  is  10%) 

■  BHCs  that  are  "well  capitalized"  and  deemed  to  be  "well  managed"  by  the  Fed  can  elect  to  be  treated  as  Financial  Holding  Companies 
("FHCs"),  allowing  them  to  engage  in  a  broader  range  of  activities  than  those  permitted  for  non-FHC  BHCs.  All  investments  of  5%+  and 
all  non-banking  activities  must  qualify  for  one  of  three  permissions:  permitted  financial  activities,  merchant  banking  or  commodities 

Permitted  ■  FHCs  may  engage  in  or  invest  in  entities  that  engage  predominately  (>  85%  of  assets  /  revenues)  in  non-banking  financial 

Financial  activities  including:  providing  financial  or  investment  advisory  services;  dealing,  underwriting  and  market  making;  merchant 

Activities  banking;  fund  administration;  insurance;  and  other  activities  deemed  to  be  incidental  or  complementary  to  financial  activities, 

which  do  not  pose  a  "substantial  risk  to  the  safety  and  soundness  of  depository  institutions" 

■  All  non-permitted  activities  must  be  discontinued  within  2  years  of  acquisition  /  investment 

Merchant  ■   FHCs  and  entities  they  directly  or  indirectly  control  may  own  interests  greater  than  5%  in  aggregate  in  non-financial  businesses 

Banking  fl-e.,  <  85%  of  assets  /  revenues)  subject  to  the  following  restrictions: 

Exemption  — Investment  may  not  be  held  for  more  than  10  years 

—  The  FHC  may  not  be  engaged  in  the  "routine  management  or  operation"  of  the  business,  such  as  an  employee  of  the  FHC 
serving  as  an  employee  of  the  business,  an  employee  of  the  business  reporting  directly  to  an  employee  of  the  FHC  (other 
than  as  a  board  member)  or  via  covenants  or  contracts  with  the  business  restricting  the  business's  day-to-day  operations 

■   Exemption  does  not  apply  to  entities  engaged  predominately  (>  85%  assets  /  revenues)  in  permitted  financial  activities 

Commodities       ■   FHCs  are  generally  permitted,  if  Fed  permission  is  obtained,  to  hold  only  physical  commodities  authorized  by  the  CFTC  for 
Exemptions  trading,  and  only  with  aggregate  value  up  to  5%  of  the  FHCs  Tier  1  capital 

■  A  special  exemption  would  likely  permit  GS  to  own  commodities  assets  not  otherwise  approved  for  FHCs  (potentially  including 
investments  in  commodity-focused  operating  entities  such  as  power  plants)  with  aggregate  value  up  to  5%  of  its  total  assets 

■  At  1Q08,  GS  held  CFTC-authorized  physical  inventory  equal  to  3.5%  of  total  Tier  1  capital  and  total  commodities  assets 
(including  authorized  inventory,  non-authorized  inventory  and  investments  in  operating  entitles)  equal  to  0.5%  of  total  assets 

Compliance         ■  The  FHC  will  be  responsible  for  regulatory  and  compliance  breaches  at  any  controlled  entity,  including  potentially  where  the 
Responsibility  FHC  is  relying  on  the  merchant  banking  exemption,  even  if  the  FHC  does  not  in  fact  have  the  ability  to  exercise  any  practical 

control  over  the  problematic  activities 

■  Any  financial  business  deemed  to  be  controlled  by  an  FHC  becomes  subject  to  the  Fed's  onerous  regulatory  and  compliance 
oversight,  activities  limitations  and  prohibitions  on  acquiring  more  than  5%  of  any  class  of  a  bank's  shares 

—  These  limitations  could  make  GS  a  less  attractive  bidder  /  investor  compared  to  its  non-BHC  competitors  in  situations 
where  GS  would  acquire  control;  a  limited  ability  to  obtain  veto  rights  and  board  seats  may  make  certain  investments 
unattractive  to  GS 
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How  Are  Commercial  Banks  Regulated? 

Comprehensive  Ongoing  Examinations 

■  The  Federal  Reserve's  supervision  of  a  BHC  is  generally  extensive  and  comprehensive 

—  The  BHC's  depository  subsidiaries  continue  to  be  supervised  by  their  primary  federal  and  state  regulators  (e.g.,  FDIC,  OCC, 
OTS),  but  the  Fed  also  has  examination  authority 

—  In  the  case  of  large  banks,  50  -  70  Fed  staff  are  on  the  bank's  premises  at  all  times 

■  Bank  regulators  rate  each  of  the  depository  subsidiaries  of  the  BHC  along  6  core  measures:  the  CAMELS1 

—  Capital  adequacy 

—  Asset  quality 

—  Management  quality 

—  Earnings 

—  Liquidity 

—  Sensitivity  to  market  risk 

■  Failure  to  receive  strong  ratings  in  the  CAMELS  examination  may  cause  the  Federal  Reserve  to  impose  restrictions  on  the  BHC's 
non-banking  activities,  and  eventually  may  lead  it  to  take  control  of  the  BHC's  depository  subsidiaries 

■  The  Federal  Reserve  generally  closely  examines  only  those  BHC  controlled  entities  that  are  not  already  regulated  by  respected 
regulators 

—  Registered  broker  /  dealers,  state  regulated  insurance  entities,  registered  investment  advisors,  FDIC-regulated  ILCs  and  foreign 
bank  subsidiaries  are  likely  to  be  less  closely  scrutinized  by  the  Fed 

■  Investment  banks  regulated  by  the  SEC  are  examined  annually,  with  approximately  25  SEC  staff  on  premises  for  several  months 

—  SEC  examiners  review  investment  banks'  market,  credit  and  other  risks  closely  throughout  the  year 


'  GS  San*  USA  is  rated  using  the  seme  criteria:  however,  low  marks  et  GS  Bank  USA  do  not  result  In  tha  Imposition  by  the  Fed  of  re^rictions^nGSlotherectMtlBS. i 
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How  Are  Commercial  Banks  Regulated? 

Accounting 


SEC-regulated  investment 
banks,  including  GS,  record 
and  mark  substantially  all  of 
their  balance  sheet  assets  to 
fair  value  with  unrealized 
gains  and  losses  included  in 
net  income 

Fed-regulated  commercial 
banks  hold  a  significant 
portion  of  their  assets, 
including  their  loan 
portfolios,  at  the  principal 
amount  outstanding  net  of 
loss  reserves,  regardless  of 
the  fair  market  value  of 
those  loans 

—  Loss  reserves  are 
intended  to  reflect 
impairment  to  a  loan's 
future  cash  flows, 
whereas  fair  value  is 
intended  to  reflect 
current  market  value 

Given  current  market 
valuations,  the  GAAP 
carrying  value  of  many 
commercial  banks'  asset 
portfolios  and  shareholders' 
equity  are  likely  overstated 
relative  to  fair  market  value 


GS  2Q  2008  Balance  Sheet  (Smm) 


Cash  and  cash  equivalents 
Segregated  cash  and  securities 
Receivables  from  brokers,  dealers  and  clearing  orgs 
Receivables  from  customers  and  counterparties 
Securities  borrowed 

Financial  instruments  purchased  under  agreement  to  resell 
Financial  instruments  owned 
Other  assets 
Total  Assets 

JPM  1Q  2008  Balance  Sheet  ((mm) 

Cash  and  due  from  banks 

Deposits  with  banks 

Federal  funds  sold  and  securities  purch.  under  resale  agmts. 

Securities  borrowed 


>-AII  recorded  at 
fair  value 


Loans,  net  of  allowance  for  loan  losses 


Debt  and  equity  instruments 
Derivative  receivables 


{Available  for  sale  securities 


Accrued  interest  and  accounts  receivable 
Other  assets 
Total  assets 


Recorded  at 
principal  amount, 
-  net  of  loss  reserves 

Recorded  at  fair  value,  but 
•  marks  are  taken  through 
Accumulated  Other 
Comprehensive  Income, 
rather  than  net  earnings 


n 
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What  Are  the  Benefits  of  Being  a  Commercial  Bank? 
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What  Are  the  Benefits  of  Being  a  Commercial  Bank? 

Funding  with  Insured  Deposits 


Commercial  banks,  such  as 
JPMorgan,  finance  many  of  their 
businesses  with  customer 
deposits 

—  The  ability  of  commercial 
banks  to  gather  deposits  is 
dependent  on  various 
government-backed 
guarantees,  including 
insurance  from  the  FDIC  and 
permanent  access  to  the 
Federal  Reserve's  discount 
window 

Investment  banks  such  as 
Goldman  Sachs  finance  their 
activities  almost  entirely  in  the 
capital  markets  and  have  not 
historically  received  any  direct 
guarantees  from  the  federal 
government 


1Q  2008  Sources  of  Financial  Funding  ($bn) 


Goldman  Sachs 


Total  Financial 
Funding:  $S80bn 


Bank 

Deposits 

$27.0 

5% 


JPMorgan  Chase  (Consolidated) 


Total  Financial 
Funding:  $1,336bn 

Common 

Stock 

$125.6 

9% 


Short- 
Term  Debt 
$50.6 
4% 


Short- 
Term  Debt 
$136.5 
.24%   . 


Bank 
Deposits 

$7616 

■  57%' 


J.-!  R'cp'o 
S1926, 
>..,.      14%  r 
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What  Are  the  Benefits  of  Being  a  Commercial  Bank? 

Cost  Savings  of  Funding  via  Deposits 


The  ability  to  source  significant  insured  bank  deposit  liabilities  would  not  only  Increase  GS'  overall  funding  capacity  but  could  also 
provide  a  lower  weighted  average  cost  of  funding  for  certain  assets 

The  firm's  financial  inventory  is  currently  funded  with  a  combination  of  secured  liabilities  (largely  repo),  unsecured  debt  and  equity 

—  Secured  liabilities  are  used  only  to  the  level  GS  expects  would  be  available  in  a  liquidity  crisis  (term  repo  can  be  used  to  a 
higher  level  than  overnight  repo) 

—  Amount  of  equity  funding  is  determined  by  the  firm's  economic  capital  model  and  the  SEC's  CSE  requirements 

—  Remainder  of  asset  value  Is  funded  with  unsecured  debt 

GS  could  lower  its  cost  of  funding  by  replacing  some  portion  of  its  secured  and  unsecured  debt  with  bank  deposit  liabilities 

—  The  amount  and  type  of  Inventory  that  could  be  funded  with  bank  deposit  liabilities  will  be  limited  by  a  number  of  regulatory  and 
other  constraints 

In  the  illustrative  example  below,  the  after-tax  cost  of  funding  is  reduced  byMHMwhen  funded  primarily  with  bank 
deposit  liabilities  vs.  the  firm's  current  capital  markets  funding 
Funded  In  Capital  Markets  


Assets 

Residential  Prime  Mortgage  Whole  Loans 
Liquid  Assets  (I.e..  CP.  Treasuries.  Agencies) 
Total  Assets 

Funding1 

Secured  Money  Markets  Funding  (FF+11bps;  2.11%)» 

Long-Term  Debt  (4.58%  all-in)' 
Equity  (assumes  20.0%  required  ROE) 


Funded  with  Bank  Deposits 


Total  Funding 


IWACC  (31.0%  tax  rate) 


Assets 

Residential  Prime  Mortgage  Whole  Loans 
Liquid  Assets  (I.e.,  CP.  Treasuries.  Agencies) 
Total  Assets 

Funding2 

Bank  Deposits  (FF-1 5bps;  1 .85%) 

Bank  Regulatory  Capital  ($5.0bn  total) 
Funded  with  GS  Long-Term  Debt  (4.58%  all-in)' 
Funded  with  GS  Equity  (assumes  20.0%  required  ROE) 

Total  Funding 


|WACC  (31.0%  tax  rate) 


'  Equity  requirement  based  on  Ihe  mortgages  and  money  markets  (proxy  tor  liquid  assets)  department*'  102008  CSE  allocation  and  102008  LTM  average  assetx  Residential  prime  mortgage  whole 
loans  am  funded,  on  average,  ml*  M^B^BMBMtfHHMMHlBIHMMiMi^HHHHHHfliHV'  liquid  easels  generally  are  funded  with  4   '  ' ' 


Mmant  assumed  lobe  unchanged  from  capital  markets  scenario.    Difference  between  total  bank  regulatory  capital  requirement  HHHIHMHiHHi 

~    t  and  assumed  consolidated  CSE  equity  requirement  Is  assumed  to  be  funded  at  the  OS  level  by  unsecured  long-term  debt. 

Remaining  funding  la  aowced  via  bank~3eposTts^^^^^^^^^m^^  _.    „ 

'  Secured  funding  spread  mar  Fed  Funds  Is  assuma^fg/ff^tHfresldanttal  mortgage  whole  loans  endtf0tor  Squid  assets. 
'  One-year  new  Issue  rate  used  tor  long-term  debt  to  minimize  the  Imped  on  the  analysis  caused  by  benchmark  rale  mismatch  between  tonkjtepmltsJFedFtm&leirtJo^ 
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Does  GS  Need  Bank  Deposits  as  a  Funding  Source? 

GS  Balance  Sheet  Continues  to  Grow 


Since  becoming  a  publicly  listed 
company,  GS'  balance  sheet 
has  grown  rapidly 


■    During  that  same  time,  net 
revenues  grew  f 


The  firm's  net  revenue 
performance  has  been  i 


■  GS  must  continue  to  grow  its 
balance  sheet  to  maintain  a 
sizeable  presence  across 
existing  businesses  while  also 
expanding  geographically 

—  In  addition,  GS  is 

increasingly  called  upon  to 
commit  its  own  capital  to 
client  and  principal 
transactions 

■  As  the  balance  sheet  grows,  the 
firm  must  source  additional 
funding  for  that  asset  growth 


Total  Assets  ($bn) 


1999        2000        2001        2002        2003        2004        2005        2006        2007        2Q08 


Net  Revenues  ($bn) 


1999        2000        2001        2002        2003        2004        2005        2006        2007        1H08 
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GS  Balance  Sheet  Continues  to  Grow  (Cont'd) 


■    Financial  inventory  is  funded 
with  secured  liabilities  (largely 
repo),  unsecured  debt  and 
equity 


■    Other  revenue-generating 
assets  are  financed  largely  with 
payables  and  offsetting  short 
positions 


■    The  Global  Core  Excess  is 
financed  with  unsecured  debt 
and  equity 


2Q  2008  GS  Balance  Sheet  ($mm) 


Assets 


Funding  Requirement 


FICC 

Equities 

Long  Matched  Book 

Global  Core  Excess 

GSS 

IMD 

Merchant  Banking 

Other  ' 


Total  Assets 


'  Includes  t1B2,0S1mm  0/ unsecured  borrowings  and  $25,922  of  segiregtofrowjngj^ 


Liabilities  and  Equity 


Amount         Funding  Source 


Amount 


Common  Equity 
Preferred  Stock 
Repo  Funding 
Short-Term  Borrowings 
Bank  Deposits 
Long-Term  Borrowings1 


Total  Financial  Funding; 


Payables 

Open  Short  Positions 

Other  Liabilities ' 


Total  Liabilities  and  Equity  • 
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Growth  in  More  Difficult-to-Finance  Assets  ($  in  billions) 


In  recent  years,  an  increasing 
share  of  GS'  earnings  have 
been  generated  by  capital 
intensive  businesses 


Certain  more  difficult  to  finance 
asset  classes  such  as  whole 
loans,  bank  loans  and  private 
equity  have  grown  at  a  faster 
pace  than  the  rest  of  the  balance 
sheet 


Secured  funding  markets  for 
these  more  difficult  to  finance 
assets  are  less  deep  and 
reliable  than  for  other  assets, 
resulting  in  relatively  high 
stressed  funding  haircuts  that 
must  be  funded  with  long-term 
debt  and  equity 


2002  2003 

■  Whole  Loans  /  CDOs 


2004  2005 

•>  Bank  Loans 


2006  2007 

■  Private  Equity 


'  Includes  restricted  equity,  high  yield  debt,  emerging  maritets  securities.  gocdwtll^P&EjmlotherjssBts^ 


2Q08 


'  Other1 
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GS  More  Difficult  to  Finance  Assets 


GS'  inventory  of  more  difficult  to 
finance  assets  includes 

—  Loan  assets  such  as 
mortgage  and  other  asset- 
backed  loans  and  securities 
and  bank  loans 

—  Certain  traded  securities 
such  as  high-yield  securities, 
emerging  market  debt 
securities  and  emerging 
market  equity  securities 

—  Large  equity  positions  such 
as  ICBC  ordinary  shares  and 
SMFG  convertible  preferred 
stock 

—  Other  illiquid  investments 
such  as  private  equity  and 
real  estate  fund  investments, 
other  restricted  public  equity 
securities  and  other 
investments  in  funds 


2Q  2008  Firmwide  More  Difficult  to  Finance  Inventory  ($mm) 


Mortgage  and  other  asset-backed  loans  and  securities 

Bank  loans  |    | 

High-yield  securities  SB 

Emerging  market  debt  securities  BB 

Private  equity  and  real  estate  fund  investments  |    | 

Emerging  market  equity  securities  BB 

ICBC  ordinary  shares  BB 

SMFG  convertible  preferred  stock  (IB 

Other  restricted  public  equity  securities  BB 

Other  investments  in  funds  fl  B 

2Q08  GS  Total  Assets1  2Q08  GS  More  Difficult  to  Finance  Assets1 


f» ! 


1  Geographic  split  based  on  legal  domicile  oIGS  Group  entity  In  which  assets  are  cunently  held. 

*  Represents  entire  Inventory  tor  each  broad  asset  class.  Including  portion  that  eajibejundedjnjecumdjmrkets^ 
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Does  GS  Need  Bank  Deposits  as  a  Funding  Source? 

Principal  Funding  Sources:  2Q2008 


Repo  /  Secured  Financing:! 


Unsecured  Short-Term  Debt: 


Unsecured  Long-Term  Debt: I 


Less  Liquid 
5% 


Secured 

Debt 
V  13% 


Liquid 

Gov'ts, 

Agencies, 

MBS 
47% 


'  Graded 


Non-lnv  Grade 
4% 


Characteristics 


Relatively  stable  and  low  cost  funding 

source 

Focus  on  terming  out  repo 

arrangements 

Focus  on  counterparty  diversity;  GS 

deals  with  1,000+  repo  counterparties 

worldwide  i 


GS  is  exposed  to  rollover  risk,  haircut 
adjustments  and  margin  calls 


CP 
2% 


Notes  \ir>  •:;.,» 

12%    \m: 


I        Current  LTD 
41% 


Moody's         S&P 


Fitch 


Ratings 


P-1  A-1+ 

Characteristics 


■  Emphasize  use  of  promissory  notes  to 
increase  stability  in  short-term  funding 

■  Investor  concentration  limits  in  places 
approximately! 


GS  is  exposed  to  rollover  risk 


Global 

Bonds 

USD 

31% 


Moody's 


S&P 


Hybrids 
Other      3% 
1% 

Fitch 


F1+         Ratings 


Aa3  AA-  (neg) 

Characteristics 


AA- 


Weighted  average  life  is  -8  years 


Significant  focus  on  diversifying  Investor 
base 


ii 

g»  jo 
\\ 

o  n 

3  2 


3  | 
do'  2 
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Long-Term  Unsecured  Debt 


As  GS'  balance  sheet  has 
grown,  the  firm  has  become 
increasingly  reliant  on  funding  its 
financial  inventory  with 
unsecured  long-term  borrowings 


While  there  are  no  present 
concerns,  there  may  be  times 
when  general  market  conditions, 
GS  specific  events  or  leverage 
constraints  limit  the  amount  of 
long-term  unsecured  funding 
that  GS  can  access  in  the  capital 
markets 

—  GS  is  currently  the  17th 
largest  issuer  of  outstanding 
long-term  debt  globally 


Ranking  of  Long-Term  Debt  Issuers  by  Amount  Outstanding  ($bn)1 


1  GE 

2  Landesbank  Baden-Wuerttemberg 

3  Commerzbank  AG 

4  Deutsche  Bank  AG 

5  HSBC  Holdings  PLC 

6  Citigroup  Inc 

7  Dexia  SA 

8  Banco  Santander  SA 

9  Merrill  Lynch  &  Co  Inc 

10  JPMorgan  Chase  &  Co  . 

11  HBOSPLC 

12  Credit  Agricole  SA 

13  Bank  of  America  Corp 

14  Morgan  Stanley 

15  Barclays  PLC 

16  Groupe  Caisses  d'Epargne 

17  Goldman  Sachs  Group  Inc 

18  Rabobank 

19  BNPParibasSA 

20  Hypo  Real  Estate  Holding  AG 


GS  Unsecured  Long-Term  Debt  Issuance  ($bn) 


$33.7 


$38.5 


$  380.2 
378.3 
329.2 
295.1 
269.8 
258.7 
256.6 
252.1 
238.4 
222.0 
209.8 
204.9 
199.6 
193.9 
185.7 
183.7 
182.1 
173.2 
171.8 
156.9 


2004 


2005 


2006 


2007 


YTD  2Q08 


'  Source:  Bloomberg.  As  of  May  30,  2008. 
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Can  GS  Use  Bank  Deposits  to  Fund  Its  Core  Businesses? 

Regulatory  Constraints  will  Limit  GS'  Ability  to  Use  Deposits  to  Fund  Its  Core  Businesses 


■  Under  certain  circumstances,  a  bank  may  be  able  to  fund  GS  businesses  by  lending  to  GS  or  by  owning  GS  assets  directly  in  the  bank 
—  While  each  approach  is  subject  to  a  number  of  constraints  that  impacts  the  relative  attractiveness  of  bank  deposit  liabilities  vs. 

traditional  funding  sources,  restrictions  on  affiliate  transactions  would  make  it  difficult  for  a  U.S.  bank  to  fund  GS  assets  in  any 
meaningful  size  unless  those  assets  were  originated  by,  moved  into  or  otherwise  owned  by  the  bank 

■  A  number  of  constraints  limit  a  U.S.  bank's  ability  to  own  the  assets  that  are  most  attractive  to  GS  from  a  funding  perspective 

Legal  Lending       ■  A  U.S.  bank  cannot  lend  more  than  15%  of  its  total  capital  to  any  one  borrower;  non-U.S.  jurisdictions  may  have  similar 
Limits       restrictions 


Affiliate 
Restrictions 


Asset  Quality 


Prohibition  on 
Owning  Certain 
Asset  Classes 


U.S.  banking  regulations  prohibit  a  bank's  transactions  with  any  one  affiliate  from  representing  more  than  10%  of  its 
capital  and  transactions  with  all  of  its  affiliates  in  the  aggregate  from  representing  more  than  20%  of  its  capital;  similar 
restrictions  may  exist  in  certain  non-U.S.  jurisdictions 

The  Federal  Reserve's  broad  definition  of  affiliate  will  limit  the  bank's  ability  to  lend  to  companies  in  which  a  Goldman 
Sachs  entity  is  an  investor 

The  Fed,  like  most  banking  regulators,  examines  each  bank's  asset  portfolio  for  safety  and  soundness  from  a 
depositor's  perspective.  Diversification  by  issuer,  geography  and  product  is  also  required 

The  Fed  generally  limits  a  bank's  holdings  of  non-investment  grade  assets;  the  amount  of  permitted  non-investment 
grade  assets  will  vary  by  bank,  but  outside  counsel  has  advised  that  10%  is  a  reasonable  assumption  for  a  bank  that 
receives  high  examination  marks  from  the  Fed  in  other  areas 

—  Banks  generally  would  not  be  permitted  to  purchase  non-performing  loans,  though  banks  may  hold  originated  loans 
that  becoming  non-performing 

U.S.  banks  are  prohibited  from  owning  equities,  unless  received  upon  restructuring  of  a  loan  or  foreclosure  of  a  loan 

secured  by  equity,  and  from  owning  most  physically-settled  equity  derivatives 

Similar  restrictions  apply  to  a  bank's  ability  to  hold  real  estate  and  commodity  assets 


Restriction  on       ■  U.S.  banks  cannot  make  markets  in  securities,  including  both  equity  and  fixed  income  products,  making  it  inefficient  to 
Market  Making move  certain  GS  asset  portfolios  into  a  bank  


Local  Lending 


Increased 

Regulatory 

Oversight 


We  have  been  advised  that  the  Fed  is  unlikely  to  approve  an  acquisition  strategy  that  greatly  diminishes  a  U.S.  target 
bank's  local  lending  activities;  these  assets  often  represent  over  80%  of  a  traditional  regional  bank's  asset  portfolio  and 
50  -  75%  of  the  largest  national  banks'  asset  portfolios 
GS  could  seek  approval  from  the  Fed  of  a  business  plan  that  envisions  transitioning  the  existing  retail  bank  to  a 

wholesale  bank  model,  thereby  reducing  local  lending  requirements 

Bank  regulators  such  as  the  Fed  are  generally  more  intrusive  than  the  SEC  and  GS'  other  current  regulators 

Banks  are  often  required  to  file  more  detailed  disclosure  forms,  thereby  providing  competitors  with  greater  insight  into 

GS  businesses  conducted  within  a  bank 


Moving  Assets      ■   Moving  existing  GS  assets  /  businesses  into  a  bank  will  likely  require  regulatory  approval 
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JPMorgan  Chase  Uses  Bank  Deposits  to  Fund  a  Portion  of  its  Investment  Banking  Businesses 


■  The  diagram  to  the  right  is  a  simplified 
organizational  chart  of  JPMorgan's  two 
primary  bank  subsidiaries  and  primary  non- 
bank  subsidiary 

■  JPMorgan  discloses  that  its  Investment 
Banking  business  segment  had  $701  bn 
average  assets  in  2007,  implying  that  a 
substantive  portion  of  investment  bank 
balance  sheet  is  at  the  main  bank 
subsidiary  because  the  non-bank  sub  only 
had  approximately  $250bn  in  assets 

■  JPMorgan  Chase  Bank,  N.A.'s  call  reports 
contain  significant  line  items  that  indicate  a 
substantive  portion  of  the  investment 
banking  business  is  conducted  in  the  bank 

—  $8.0bn  trading  revenue 

-  Compared  to  $1 1 .6bn  trading 
revenue  disclosed  for  the  investment 
bank  segment  in  the  10K 

—  $3.7bn  investment  banking,  advisory 
and  underwriting  fees  and  commissions 

-  Compared  to  $6.6bn  investment 
banking  fees  for  advisory  and 
underwriting  services  disclosed  for 
the  investment  bank  segment  in  the 
10K 

■  JPMorgan  Chase  Bank,  N.A.  is  a 
counterparty  to  GS  on  a  variety  of  credit, 
rate,  currency  and  commodity  products 


'  As  of  December  31.  2007.  Certain  easels  cl  subsidiaries  ere  eliminated  in  consolidation. 


JPMorgan  ChascS  Co.         1 
S1.56Zbn  Assets'                1 

^^^| 

^^^^^^H 

| 

^■^^^^1 

^|^|^| 

^^^■H 

■■■■^^^^l 

1 

H 

JPMorgan  Chase  Bank,  N.A.     1 

Primary  Bank  Sub.             1 

S1,319bn  Assets              ■ 

Chaso  Bank  USA,  N.A.          1 

Credit  Card-Issuing  Bonk        1 

S78bn  Assets                  1 

JPMorgan  SccuritioR,  Inc. 
Principal  Non-Bank  Sub:' 
$251  bn  Assets  I  •  . 

JP  Morgan  1Q08  Financial  Funding  ($bn) 


Total  Financial 

Funding:  $1,336bn 

Dommon  Stock 

^flfl 

KiT 

$125.6 

^m     1 

15k 

9% 

/Repp:^ 

Bank 

/-S192.6'* 

Deposits 

A    ■■  14%     ' 

|  Short-Term 

S761.6      v"^*^[ 

—  Debt 

57%  .      Atpng-Tfirrn-;; 

I        $50.6 

4% 
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What  Bank  Deposits  Does  GS  Currently  Have? 

Geographic  Location  of  GS  Bank  Licenses 


GS  currently  holds  1 1  bank 
licenses  worldwide 

—  One  or  more  licenses  held  in 
each  of  the  United  States 
(3),  Ireland  (2),  Switzerland, 
United  Kingdom,  France, 
Germany  (2)  and  Brazil1 

Of  these  banks,  2  are  active 
deposit  taking  institutions  that 
are  funding  some  portion  of  the 
firm's  business 

—  GS  Bank  USA  (Utah) 

—  GS  Bank  Europe  (Ireland) 

Remainder  of  bank  licenses  are 
used  primarily  to  facilitate  firm 
and  customer  securities 
businesses 


Country 

Bank  Regulator 

Fin 

Services  Regulator 

Capital  Ratios 

Leverage  Ratios 

U.S. 

Federal  Reserve 

SEC 

Yes 

Total  leverage2 

U.K. 

FSA 

FSA 

Yes 

None 

Ireland 

FSRA 

FSRA 

Yes 

None 

France 

CECEI 

CECEI /AMF3 

Yes 

None 

Germany 

BaFin  / 
Bundesbank 

BaFin 

Yes 

None 

Brazil 

Banco  Central  do 
Brasil  /  CMN 

Banco  Central  do  Brasil  / 
CMN  /  Securities  Com. 

Yes 

None 

Switzerland      FINMA/  SFBC4 


FINMA 


Yes 


None 


1  GS  International  Bank  (United  Kingdom)  has  a  branch  In  South  Korea.  GS  holds  three  licenses  In  the  United  States  (GS  Bank  USA,  GS  Trust  Company  NA,  end  GS  Trust  Company  of  Delaware),  two  In 
Germany  (Goldmen  Sachs  t  Co.  oHG  end  Delmora  Bank  GMBH)  and  two  In  Ireland  (GS  Bank  Europe  and  GS  Private  Bank  Ltd.).  GS  Trust  Company  NA  and  GS  Trust  Company  of  Delaware  perform 
trust  and  estate  fiduciary  functions  not  currently  performed  by  GS  Bank  USA  Delmora  Bank  license  was  acquired  by  ESSG  as  part  of  a  distressed  portfolio  Investment  and  Is  now  used  In  connection 
with  e  servicing  platform.  GS  Is  In  the  process  of  surrendering  the  GS  Private  Bank  Ltd.  license. 
U.S.  leverage  ratio  test  applies  only  to  bank  entitles  unless  the  bank's  holding  company  Is  regulated  by  the  Federal  Reserve  es  a  Bank  Holding  Company. 

'  Regulates  asset  managers  only. 

'  The  current  Swiss  bank  regulator.  SFBC,  wBI  be  merged  Into  FINMA,  the  newly  creeled  comprehensive  financial  supervisor,  on  January  1,  2009. 
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GS  Bank  USA 


■  GS  Bank  USA  was  established  in  July 
2004  and  is  headquartered  in  Salt 
Lake  City.  Utah 

—  Active  operations  began  in  2006 

■  Chartered  as  a  Utah  Industrial  Loan 
Corporation  ("ILC") 

—  Prohibited  from  taking  commercial 
demand  deposits 

—  Restrictions  on  its  ability  to  branch 
in  states  other  than  Utah 

■  Regulated  by  the  FDIC  and  Utah 
Department  of  Financial  Institutions 
("DFI"),  not  the  Federal  Reserve 

■  Approx.  $22.4bn  in  customer  deposits 

—  $21  .Obn  overnight  deposits 

—  $1.3bn  brokered  CDs 

■  Long  term  credit  rating  of  Aa3 
(Moody's) 

■  Offers  cash  management  products  for 
PWM  clients,  such  as  overnight 
deposits  in  the  form  of  Money  Market 
Demand  Accounts  ("MMDA")  and 
Negotiable  Order  of  Withdrawals 
("NOW")  and  a  full  suite  of  payment 
services 

—  Deposit  balances  built  by  sweeping 
PWM  brokerage  account  free  cash 

■  Sells  CDs  through  third-party  broker 
network 

■  While  GS  Bank  USA  is  one  of  the 
larger  U.S.  banks.  Its  balance  sheet  is 
small  when  compared  to  GS 

'  Calculated  using  GS  Group's  fiscal  calendar. 


Balance  Sheet  ft  mm) 


Income  Statement  ($mm) 


05/08 


FY20071     YTO  05/081 


Assets 

Liquidity  portfolio 

Investment  securities,  owned  at  fair  value 
Private  bank  loans,  net 
Warehouse  loans,  net  unearned  income 
Variable  funding  notes 
Mortgage  loans 
Premium  finance  loans 
Corporate  loans 
Utton  assets 
Other  assets 
Total  assets 

Liabilities  and  Equity 
Deposits 
Other  liabilities  and  accrued  expenses 

Total  liabilities 
Common  stock 

Retained  earnings  (accumulated  deficit) 
Total  equity 
Total  liabilities  and  equity 


Revenues 

Uquldity  portfolio 
Investment  portfolio 
Private  bank  lending 
Warehouse  lending 
Variable  funding  notes 
Mortgages 
Premium  Finance 
Corporate  loans 

Total  Interest  Income 

Interest  Expense 

Net  Interest  Income 

Investment  portfolio 
Warehouse  lending 
Variable  funding  notes 
Mortgages 
Private  bank 
Premium  Finance 
Corporate  loans 
Time  Deposits 
Utton  Fee  Income 
Non-Interest  lncome/(Loss) 

Expenses 

Provision  for  loan  losses 
Total  Operating  Expenses 

Pretax  Income  (Loss) 
Provision  For  Income  Taxes 
Net  Income  (Loss) 
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GS  Bank  USA 


GS  Bank  USA  is  the  47lh  largest  US  bank 
based  on  size  of  customer  deposit  base 

GS  Bank  USA  has  been  able  to  achieve  this 
scale  with  few  employees  (30)  and  no 
branch  network 

—  Leverages  PWM  client  relationships  and 
infrastructure,  thereby  allowing  GS  to 
avoid  the  operational  complexity,  high 
cost  structure  and  regulatory  burdens 
(including  the  BHCA)  typically 
associated  with  commercial  banking 


Top  US  Banks  by  Deposits  as  of  March  31,  2008  ((mm) 


Rank 

Institution 

Deposits 

Branches 

Market  Cap1 

1 

JPMorgan  Chase  Bank,  National  Association 

$806,319 

3.188 

$133,776 

2 

Bank  of  America,  National  Association 

792.879 

6.142    . 

130,199 

3 

Citibank,  National  Association 

786,392 

1.081 

104,060 

4 

Wachovia  Bank,  National  Association  . 

453.878 

3.370 

37,059 

5 

Wells  Fargo  Bank,  National  Association 

355.015 

3,395 

83.887 

6 

Washington  Mutual  Bank 

184,059 

2,231 

6.549 

7 

U.S.  Bank  National  Association 

143,101 

2.621 

53,383 

8 

HSBC  Bank  USA  National  Association 

123.635 

475 

n/a 

9 

SunTrust  Bank 

118,618 

1.791 

14,258 

10 

State  Street  Bank  and  Trust  Company 

107.340 

2 

28.766 

11 

National  City  Bank 

101.268 

1,556 

3,635 

12 

The  Bank  of  New  York 

94.013 

48 

46,450 

13 

Regions  Bank 

91.297 

1.963 

6,845 

14 

Branch  Banking  and  Trust  Company 

87,824 

1.500 

14,371 

15 

PNC  Bank,  National  Association 

80,573 

1,221 

20,108 

16 

RBS  Citizens,  National  Association 

73.985 

1.656 

24.172 

17 

Capital  One,  National  Association 

69.453 

731 

16.460 

18 

Keybank  National  Association 

66.274 

999 

5.531 

19 

ING  Bank,  fsb 

64,951 

1 

n/a 

20 

Countrywide  Bank,  FSB 

64,234 

rrv 

2,794 

47 
51 


I 


Goldman  Sachs  Bank  USA 
IndyMac  Bank.  F.S.B. 


22.811 
18,518 


1 
33 


n/a 
138 


S£ll«;$l^^ 


xmmI 
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'  Countrywide  Bank  FSB  maintains  only  2  branches,  but  obtains  retail  deposits  through  194  ol Countrywide  Home  Loan's  financial  centers  and  offers  other  financial  services  from  the  company's  770  total 
locations.  ..    . 
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GS  Bank  USA's  Cash  Capital  Treatment  Limits  its  Ability  to  Fund  GS'  Long-Term  Assets 


are  FOIC  Insured  (Insurance  is 
capped  at  $100,000  per  depositor) 
For  "cash  capital"  calculation 
purposes,  I 


JT as  a  result, 
only  this  "sticky"  portion  of  GS  Bank 
USA's  deposit  liabilities  is  used  to 
fund  GS  long-term  assets 


khey  can  only  be  used 
to  fund  short-term  assets 

Because  brokered  CDs  are 
generally  offered  to  retail  depositors 
in  sizes  less  than  $100,000,  nearly 
all  deposits  qualify  for  FDIC 
insurance  and  are  considered 
"sticky."  As  a  result,  GS  currently 
assigns  brokered  CDs  a  100%  cash 
capital  valuation 

Bank  regulatory  capital  (equity)  and 
select  other  liabilities  also  receive  a 
100%  cash  capital  valuation 


2Q08  Sources  of  Cash  Capital  ($bn) 


Source 


Core  Deposits 

Brokered  CDs 

Bank  Regulatory  Capital 

Other  Liabilities  (23A  Affiliate  Collateral) 

Total  Sources  of  Cash  Capital 


Cash  Capital  Valuation        Amount 


Excess  Cash  Capital 


2Q08  Uses  of  Cash  Capital  ($bn) 


Use 


Amount 


PWM  Loans 

Corporate  Loans 

Mortgages 

Other  Loans 

Liquidity  Pre-Funding  for  Unfunded  Commitments 

Litton  Net  Assets 

Other  Assets  /  Cash  at  FRB 

Reconciliation  to  Target  LT  Funding 

Total  Required  Cash  Capital 
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GS  Irish  Bank 


GS  has  established  a  deposit-taking  bank  in  Ireland,  GS  Bank  Europe,  pic 
(-GSBE"  or  "GS  Irish  Bank") 

GS  Irish  Bank  has  accumulated  overMIM  of  total  deposits  as  of  May 
2008  ( 

Regulated  by  the  Irish  Financial  Services  Regulatory  Authority 

—  Deposits  up  to  €20,000  are  insured 

The  regulatory  framework  In  Ireland  allows  GS  Irish  Bank  to  use  a 
significant  portion  of  its  deposits  to  fund  GS  businesses 

—  No  Irish  regulatory  limitations  on  transactions  with  affiliates  I 


—  GS  Irish  Bank  can  lend  up  to  25%  of  its  capital  on  an  unsecured  basis  to 
a  single  client;  no  limit  on  collateralized  loans 

—  GS  Irish  Bank  has  outstanding  repo  lines  offlH  B  with  GSI 
and  GSCP,  respectively 

—  GS  Irish  Bank  has  no  regulatory  minimum  total  leverage  ratio 

■  As  Is  the  case  with  GS  Bank  USA,  the  portion  of  GS  Irish  Bank's  deposits 
that  can  be  used  to  fund  the  firm's  long-term  assets  is  limited  by  the  cash 
capital  valuation  of  those  deposits  (■■■MUI 

—  A  large  portion  of  the  remaining  "non-sticky"  assets  are  used  to  fund  the 
firm  via  reverse  repos  with  GSI  and  GSCP 

■  GS  Irish  Bank  is  subject  to  concentration  limits  on  depositors:  One  entity 
cannot  account  for  more  than  15%  of  total  deposits,  and  top  10  depositors 
cannot  exceed  25%  of  total  deposits 

■  GS  Irish  Bank  receives  favorable  tax  treatment  in  both  Ireland  and  the 
United  States 

—  U.S.  tax  benefit  would  fall  away  if  GS  Irish  Bank  engaged  in  US  trade  or 
business 

—  In  certain  circumstances  without  the  tax  advantage,  GS  Irish  Bank  could 
pay  taxes  in  both  Ireland  and  the  U.S.,  resulting  in  a  effective  worldwide 
tax  rate  of  up  to  60% 

'  Represents  client  cash  deposited  by  other  GS  entitles. 


2Q08  Balance  Sheet  ($mm) 


Assets 

Cash  and  cash  equivalents 

Cash  &  securities  segregated 

GSI  &  GSCP  reverse  repo 

Other  assets 
Total  assets 

Liabilities  and  Equity 

Short  term  borrowings  from  affiliates 
Securities  sold  under  repo 
Deposits  payable  to  PWM  clients 
Payable  to  affiliates1 
Other  liabilities 
Total  liabilities 

Total  equity 
Total  liabilities  and  equity 


1 

* 

SP? 

?! 

3  a 

•ff* 

-7 

3  1 

#  I 

I    <■ 
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Can  GS  Grow  Its  Deposit  Base  Organically? 

GS  Bank  USA  Organic  Growth 


GS  Bank  USA  deposits  are 
expected  i 


I  to  approximately! 
billion  by  2010 


—  The  portion  of  these  deposits 
that  can  be  used  to  fund  GS' 
long-term  assets  will.be  limited 
by  the  cash  capital  valuation  of 
the  deposits  MMH 

Assuming  yields  normalize  to  more 
attractive  levels  over  the  next  year, 
GSBank  USA  expects  to  issue  up 
toflU  of  brokered  CDs  by  year- 
end  2010 

—  GS  Bank  USA  does  not  face  a 
regulatory  cap  on  its  ability  to 
issue  brokered  CDs,  but  GS 
might  assign  a  lower  cash 
capital  value  to  the  funding  if 
issuance  was  increased 
significantly 

Several  of  GS'  competitors  have 
their  own  ILCs  and  "grandfathered" 
thrifts  (which  do  not  subject  these 
competitors  to  BHCA  regulations), 
with  deposit  bases  ranging  from 
$15.7bnto$81.9bn 


GS  Bank  USA  Organic  Growth  Projections  ($bn) 


2Q08A 


2008 


2009 


2010 


Bank  Deposits 

%  of  PWM  Client  Cash 
Brokered  CDs 

Total  Cash  Capital  Funding  Created1 


rn 


Competitor  Bank  Deposits  as  of  March  31,  2008  ($bn) 


$81.9 


$25.4 


$29.9 


$15.7 


$3.7 


Lehman  Brothers 


Morgan  Stanley 
hFSBs 


Merrill  Lynch 


'  Assumes  30%  cash  capital  value  (or  bank  deposits  and  100%  cash  capital  value  (or  bmkend  CDs.  Excludes  cash  capital  funding  crested  by  bank  regulatory  capital  (equl^^ndotharlleblWes^ 


m 


g>30 
ft 

i- 
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GS  Irish  Bank  Organic  Growth 


—  The  portion  of  these 

deposits  that  can  be  used  to 
fund  GS'  long-term  assets 
will  be  limited  by  the  cash 
capital  valuation  of  the 
deposits  J  ■ 

Several  of  GS"  competitors  have 
their  own  European  banks,  with 
deposit  bases  ranging  from 


1  77ie  remainder  of  GS  Irish  Bank's  deposit*  Is  sovrced  from  affiliate  deposits. 
'  Also  Includes  deposits  from  Merrill  Lynch  International  Bank's  Swiss  subsidiary. 


pS  Irish  Bank  Organic  Growth  Projections  ($bn) 


2008 


2009 


2010 


Bank  Deposits 
PWM  Client  Cash  Deposited1 


I     1    I 


Total  Cash  Capital  Funding  Created 

Competitor  Foreign  Bank  Deposits  as  of  March  31,  2008  ($bn) 


$27.3 

$5.8 

$14.4 

■          =  Redacted  by  the  Permanent 

Sabcommittee  on  Investigations 

Morgan  Stanley  Bank 
International  Ltd.  (UK) 

Lehman  Bankhaus  AG 
(Germany) 

Merrill  Lynch  International  Bank 
(Ireland)' 
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Should  GS  Grow  Its  Bank  Deposits  by  Acquiring  a  Commercial  Bank? 

Commercial  Banking  Appears  to  be  Unattractive  as  a  Large  Scale  Strategic  Initiative 


Commercial  banking  is  an 
operationally  intense,  low  ROE 
business 

GS'  current  business  model  has 
yielded  stronger  results  than  the 
best-in-class  commercial  bank, 
JPMorgan  Chase,  in  terms  of 
ROE,  price-to-book  valuation  and 
stock  price  performance 
Acquiring  or  building  a  large  U.S. 
commercial  bank  would  subject 
GS  to  direct  regulation  by  the  Fed 
as  a  BHC,  including  capital 
requirements,  activities  limitations 
and  comprehensive  Fed 
examination 

—  Could  have  a  negative  impact 
on  a  number  of  GS'  existing 
businesses  (particularly  the 
principal  investing 
businesses) 

—  May  be  avoided  through 
certain  ILC  or  foreign  bank 
acquisitions 

Because  commercial  banking 
appears  to  be  unattractive  as  a 
large  scale  strategic  initiative,  any 
acquisition  must  be  fully  justified 
by  the  benefits  associated  with 
bank  deposits  as  an  additional 
source  of  funding  for  GS 


Return  on  Common  Equity 


32.8% 


32.7% 


19.8% 


21.8% 


5.6% 


7.8% 


112.2% 


|12.9%  14.8% 


2004 


200S  2006  2007 

Period-End  Price-to-Book  Multiple 


2.0  x 


2.1  x 


2.5  x 


2.2  x 


2004  2005  2006  2007 

Indexed  Stock  Price  as  of  June  17,  2008 


1 7.6% 


1Q2008 


1Q2008 


Slock  Price   6/17/08  Market 
Appreciation     Cap  ($bn) 

84.1  %  $71 

9.5  %  $134 


Oec-03       Jul-04       Mar-05      Oct-05      May-06      Jan-07      Aug-07      Apr-08 
b  GS  ■ JPM 
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Should  GS  Grow  Its  Bank  Deposits  by  Acquiring  a  Commercial  Bank? 

Economics  of  a  Commercial  Bank  Acquisition 


■  For  an  acquisition  to  be  economically 
attractive.  GS  must  be  able  to  justify  any 
premium  paid  above  the  fair  value  of  the 
target's  equity 

—  Given  the  jarge  discrepancy  in  today's 
market  environment  between  the  fair 
value  of  bank  asset  portfolios  and  the 
reserves  the  banks  have  taken  against 
their  portfolios,  many  banks'  reported 
GAAP  assets  and  equity  are  overvalued 
relative  to  GS'  estimate  of  fair  market 
value 

■  The  primary  benefit  that  may  justify  GS 
paying  a  premium  to  fair  market  value  when 
acquiring  a  bank  is  the  funding  benefit 
associated  with  bank  deposit  liabilities 


If  the  target  bank's  capital  ratios  after  writer 
downs  are  below  desired  levels,  GS  may 
need  to  raise  additional  capital.  The  cost  of 
this  additional  capital  raise  will  be  dilutive  to 
GS  on  an  ROE  and  EPS  basis  and  will 
reduce  the  acquisition  premium  that  could 
be  justified 
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Distressed  Commercial  Bank  Acquisition 


■  While  the  funding  benefits  associated  with 
bank  deposit  liabilities  are  meaningful  to 
GS,  it  is  unlikely  that  those  benefits  would 
justify  paying  the  premium  to  a  target 
bank's  current  market  cap  (and  therefore  a 
significant  premium  to  the  true  fair  market 
value  of  its  equity)  that  would  be  required 
to  complete  a  market-based  acquisition 

■  GS  likely  would  only  be  interested  in 
acquiring  a  large  U.S.  commercial  bank 
and  its  deposit  liabilities  in  certain 
circumstances: 

—  Extremely  attractive  purchase  price  in  a 
distressed  situation,  such  as  just  prior 
to  or  in  FDIC  receivership 

—  In  the  context  of  a  distressed  situation, 
GS  may  be  able  to  negotiate  with  the 
Federal  Reserve  to  ease  some  of  the 
restrictions  of  the  BHCA 


Recent  Distressed  Acquisitions  ($mm) 


Date    Target  Bank 


Assets 


Deposits 
Acquired 


Deposits  Acquiror 


Failed  Banks 

5/08     First  Integrity  Bank 

$55 

$50 

5/08     ANB  Financial 

2,100 

213 

3/08     Hume  Bank 

19 

13 

1/08     Douglass  National  Bank 

59 

54 

10/07   Miami  Valley  Bank 

87 

62 

9/07     NetBank 

2,500 

1,500 

2/07     Metropolitan  Savings 

16 

12 

Near-Failed  Banks 

4/08     Fremont  General 

$6,048 

$5,600 

First  International  Bank  and  Trust 

Pulaski  Bank  and  Trust  Company 

Security  Bank 

Liberty  Bank  and  Trust  Company 

Citizens  Bank  Company 

ING  Direct 

Allegheny  Valley  Bank 


$5,600      CapitalSource 
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Should  GS  Grow  Its  Bank  Deposits  by  Acquiring  a  Commercial  Bank? 

Potential  Foreign  Targets 


If  structured  properly,  an  acquisition  of  a  foreign 
commercial  bank  could  allow  GS  to  fund  some  portion 
of  its  non-U.S.  assets  without  subjecting  GS  to  the 
Bank  Holding  Company  Act 


Select  Large  Non-US  Banks1  ($mm) 


Rank 


Name 


Primary 
Country 


Deposits1 


Market 
Cap* 


■  Any  acquisition  of  a  non-U.S.  commercial  bank  would 
be  subject  to  the  valuation  considerations  previously 
discussed 

■  Practical  considerations  limit  the  number  of  attractive 
potential  non-U.S.  commercial  bank  acquisition  targets 

■  37  of  the  top  40  non-US  commercial  banks  are  already 
regulated  by  the  US  as  Bank  Holding  Companies5.  GS 
would  therefore  need  to  restructure  those  banks' 
operations  upon  acquisition  to  avoid  becoming  a  BHC 
Itself 

■  Several  otherwise  attractive  jurisdictions,  including 
China,  India  and  Canada,  explicitly  prohibit  foreign 
companies  from  owning  domestic  banks 

■  Other  countries,  such  as  Switzerland,  France,  Italy  and 
Spain  may  deny  regulatory  approval  for  a  foreign 
acquisition  of  a  prominent  domestic  bank 
—  The  banking  Industry  in  these  countries  is  highly 

concentrated,  so  regulators  may  be  hesitant  to 
allow  a  significant  portion  of  the  nation's  banking 
system  to  be  controlled  by  foreigners 

■  Most  attractive  countries  may  be  the  UK,  Japan, 
certain  continental  European  countries,  Mexico  and 
Brazil 

'  Excludes  banks  primarily  domiciled  In  China,  India,  Canada,  Svritzertend,  Franca,  Italy  and  Spain. 
'  Deposits  figure*  represent  most  meant  available  data. 
'  Market  capitalization  as  of  June  17, 2008. 

have  BHC  applications  pending. 
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What  Other  Opportunities  Exist  to  Leverage  GS'  Strong 
Competitive  Position? 

Capital  Write-Downs  and  Raises  2007  -  2008  YTD  ($  in  billions) 


■  Many  of  GS'  competitors  have 
taken  significant  write-downs  in 
the  past  year 

■  With  the  exception  of  GS,  all 
major  investment  and 
commercial  banks  that  have 
taken  write-downs  have 
subsequently  raised  additional 
capital 

■  These  additional  capital  raises 
have  largely  been  dilutive  to 
existing  shareholders 

■  GS  has  chosen  not  to  raise 
equity  capital  in  this  depressed 
pricing  environment 


>  Wrlte-Downs 


■  Capital  Raises 


$48 


Total 


Write-Downs:       $194bn 
Capital  Raises:     $158bn 


Write- Down 
as  a  %  of 

Capital  Raised 


C        UBS      MER      BAC       MS       JPM      LEH       CS         DB        WB        GS 
107%     116%     171%       124%     238%      140%      95%       615%     256%      50%        n/a 
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Key  Takeaways 


GS  remains  committed  to  its  existing  growth  strategy  and  business  model 

GS  will  continue  to  execute  on  this  business  model  in  the  BRICs  and,  potentially,  in  the  "Next  11" 

Successful  implementation  of  the  GS  growth  strategy  will  require  global  expansion,  diversification  of  GS'  business  portfolio  and 
continued  growth  of  the  GS  balance  sheet 

Capitalizing  on  international  growth  opportunities  will  require  an  increasing  percentage  of  GS  employees  to  be  based  outside  the 
U.S. 

GS  does  not  need  to  be  a  commercial  bank;  the  firm's  conservative  liquidity  management  programs  and  the  potential  support  of  the 
Fed  will  adequately  protect  us  from  a  Bear  Steams-like  collapse 

All  activities  of  commercial  banks,  not  just  banking  activities,  are  regulated  and  restricted.  Commercial  banks  are  also  subject  to 
limitations  on  leverage,  capital  requirements  and  comprehensive  ongoing  examinations 

The  primary  benefit  of  being  a  commercial  bank  is  the  commercial  bank's  ability  to  finance  its  businesses  with  deposits  insured  by 
the  federal  government  at  a  cost  that  is  often  lower  than  capital  markets  funding 

Continued  growth  in  the  size  of  GS'  balance  sheet  may  require  diversified  adjunct  sources  of  funding.  Deposits  are  a  potential 
source  of  additional  funding 

GS'  ability  to  use  deposits  to  fund  its  businesses  is  constrained  by  regulatory  requirements  regarding  asset  quality,  lending  to 
affiliates  and  local  lending 

GS  has  two  deposit  taking  branches,  one  located  in  Utah  with  deposits  of  approximately  $22bn  and  one  located  in  Ireland  with 
approximately  $7bn  in  deposits.  These  deposit  balances  were  built  by  sweeping  PWM  brokerage  account  free  cash  balancesf 


Commercial  banking  is  an  operationally  intense,  low  ROE  business.  GS'  current  business  model  has  yielded  stronger  results  than 
JPMorgan  Chase,  the  best-in-class  commercial  bank  in  terms  of  ROE,  price-to-book  valuation  and  stock  price  performance 


Confidential  Treatment 
Requested  by  Goldman  Sachs 


Key  Takeaways   D68 

GS  MBS  0000038935 
PSI  QFR  GS0187 


Footnote  Exhibits  -  Page  2443 


Appendix   D69 

GS  MBS  0000038936 


PSI  QFR  GS0188 


Board  of  Directors 


Appendix 


Confidential  Treatment 
Requested  by  Goldman  Sachs 


Footnote  Exhibits  -  Page  2444 


Board  of  Directors 


JPMorgan  Chase  Bank,  NA 

Balance  Sheet  as  of  March  31,  2008  ($  in  millions) 


Assets 

Real  Estate: 

Construction  and  Land  Development 

Total  1  ■  4  Family  Residential' 

Muttlfamlly  Residential 

Nonfarm  Nonresidential  Property 

Unclassified 

Total  Real  Estate 

Non-Real  Estate: 

Credit  Cards 

Commercial  end  Industrial 

Consumer  -  Margin  Loans 

Agricultural  Production 

Loans  to  Depository  Institutions 

Other  Consumer  Loans  ft  Revolving  Credit  Plans 

Leases  -  Commercial  and  Consumer 

Other 

Total  Non-Real  Estate 
Total  Loans  and  Leases 
Allowance  for  Loan  Losses 

Not  Loans  and  Leases 

Securities 

US  Treasuries  4  US  Govt  Agency  Obligation 

MBS  -  Issued  /  Guaranteed  by  FNMA/FHLMC/GNMA 

MBS  -  Other 

Other 

Securities 
Trading  Assets 

US  Treasury  Securities  in  Domestic  Offices 
US  Govt  Agendas  In  Domestic  Offices 

MBS  In  Domestic  Offices  -  Issued  /  Guaranteed  by  FNMA/FHLMC/GNMA 
MBS  In  Domestic  Offices  -  Other 
Derivatives  with  Positive  Fair  Value 
Other 

Trading  Assets 
Goodwin 
Other  Assets' 
Total  Assets 


$6,751 

158,937 

717 

13,770 

2,083 


180,258 

$25,228 

137,354 

0.760 

530 

18.429 

S3.668 

2.562 

59,149 


306.689 

$486,947 

9,484 


477,463 

$342 
75,990 

4,967 
12,956 


94.255 

$11,652 

742 

5.289 

1,267 

90,800 

270,498 


380,248 

25,807 

429,795 

$1,407,568 


Liabilities  *  Equity 

Deposits 

Oomesffe  Deposits 
NOW 

Oemand  Deposits 
Tolal  Transaction 

BDA  and  Savings 
Time  Deposits  <  $1 30k 
Time  Deposits  £  $100k 
Total  Non-Transaction 


Total  Domestic  Deposits 

Foreign  Oeposlls 
Individual  Accounts 
Institutional  Accounts 

Tolal  Foreign  Deposits 

Total  Deposits 

Other  Borrowings  &  Liabilities 
Fed  Funds 

Repurchase  Agreements 
Derivatives  with  Negative  Fair  Value 
Liability  for  Short  Positions 
Other  Borrowed  Money 
Other  Liabilities 

Total  Other  Borrowings  &  Liabilities 

Total  Liabilities 
Minority  Investment 
Capital 

Subordinated  Debt 
Preferred  Stock 
Common  Equity 
Total  Capital 

Total  Liabilities  and  Capital 


$13,029 
51.985 


65.014 

$287,031 

27.020 

108,870 


422.921 


487.935 


$230,100 
68,284 


318,384 
806,316 


$26,083 
150,819 
77,877 
60,289 
81,707 
65.663 


484,458 

1,270,777 
1.297 

26,820 

106.874 


135,494 
$1,407,568 


'  Includes  home  equity  lines  of  credit  in  the  amount  of  SSSbn. 

'  Other  assets  Includes  cash.  Fed  funds  sold  end  securities  purchased  under  agreements  to  resell,  fixed  assets,  REO,  Intangible  assets,  accrued  Interest  receivable,  /merest  only  strips  recelvebtes,  equity 
securities  that  do  not  have  readily  determinable  fair  value,  life  Insurance  assets  and  other  unidentified  assets. 
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Potential  GS  Bank  USA  Acquisition  Targets 


An  acquisition  of  deposits  into  GS  Bank  USA  should  be 
structured  so  as  to  preserve  the  bank's  exemption  from 
the  Bank  Holding  Company  Act 
The  consequences  of  becoming  subject  to  the  Bank 
Holding  Company  Act,  described  in  detail  In  the  section 
"How  Are  Commercial  Banks  Regulated?",  are  material 
to  GS  Group 

In  order  for  an  ILC  to  avoid  becoming  subject  to  the 
Bank  Holding  Company  Act,  it  must  generally  refrain 
from  establishing  deposit-taking  branches  outside  of  its 
home  state:  an  acquisition  that  resulted  In  GS  Bank  USA 
owning  deposit-taking  branches  outside  of  Utah  would 
potentially  cause  GS  to  become  a  Bank  Holding 
Company  unless  those  branches  were  shut  down 
GS  could  grow  deposits  and  avoid  becoming  a  Bank 
Holding  Company  by  acquiring  an  existing  ILC,  either 
inside  of  outside  of  Utah 

—  Most  sizeable  ILCs,  however,  are  owned  by 
competitors  of  GS,  such  as  Merrill  Lynch  and  Morgan 
Stanley,  and  these  ILCs  often  are  strategic  to  these 
competitors  (I.e.  fund  certain  business,  such  as 
mortgages,  or  provide  services  to  brokerage 
customers) 

—  The  other  sizeable  ILCs  are  owned  by  auto 
manufacturers  and  are  strategic  to  these  auto 
manufacturers  as  they  provide  financing  for 
customers 

—  A  non-Utah  ILC  would  be  organized  as  a  sister 
company  of  GS  Bank  USA,  resulting  in  potential 
Inefficiencies  (e.g..  inability  to  combine  capital  bases 
for  purposes  of  calculating  15%  legal  lending  limits) 

GS  could  also  grow  deposits  by  acquiring  the  assets  and 
liabilities  of  an  internet  bank 

—  Internet  banks  do  not  require  physical  branches  to 
maintain  their.deposit  balances 

—  Three  potential  targets: 


All  ILCs  as  of  March  31,  2008  ($mm) 


Deposits    Rank 


Institution 


Deposits 


Total  ILC  Deposits 

ILC  Deposits  as  %  of  Total  US  Deposits 


Internet  Banks  as  of  March  3 


$mm) 


I 

II 

c/> 

30 

5T 

2. 

o 

a 

3 

3. 

~* 

or 

*» 

3" 

e 

n 

3 

"V 

n 

a 
< 

1 

v> 

B 

** 

a 

<ra 

n 

a 

a 

o 

s 

Confidential  Treatment 
Requested  by  Goldman  Sachs 


Appendix   D71 

GS  MBS  0000038938 
PSI  QFR  GS0190 


FnntnntP  Fyhihits    -  Pagp  ?44fi 


Redacted  By  The 

Permanent  Subcommittee 

on  Investigations 


D72 

GS  MBS  0000036939 
PSI  QFR  GS0191 


ATTA&HMENm 


2447 


GOLDMAN  SACHS/LLOYD  BLANKFEIN 
RESPONSES  TO  SUPPLEMENTAL  QUESTIONS  FOR  THE  RECORD 

PSI  QFR  GS0192 


FrWnnto  Fvhihito    -  Pago  OAAR 


Redacted  By  The 

Permanent  Subcommittee 

on  Investigations 


j 


PSLQFR.GS0193  MS  P$I_QFR_GS0199 


Footnote  Exhibits  -  Page  2449 


Confidential  Treatment  Requested  by  Goldman  Sachs 

LB  l(a)(ii)&(iii):  Please  provide  the  purchase  or  trade  date  for  each  asset  and  its 
original  face  value. 

In  response  to  the  Staffs  follow-up  question,  Goldman  Sachs  encloses  a 
spreadsheet  (bearing  production  number  GS  MBS  0000087069)  providing  (i)  the  original  face 
value  and  (ii)  the  purchase  or  trade  date,  for  each  asset  referenced  in  GS  MBS  0000027961 . 


Supplemental  Response  Received  From 
Goldman  Sachs 


Confidential  Treatment 
Requested  by  Goldman  Sachs 


GS  MBS  0000087068 


PSI_QFR  GS0200 


Supplemental  Response  Received  From 
Goldman  Sachs 


Footnote  Exhibits  -  PagQsZA&GU* 


COO  Asset  Details 
PS1  Request  LB-1  ■ 


COODari  OMb 

|M«t>fni        -.  «M$fsn* 

j«CMFU71  j- ,,  •    .OOMJIfOJ 


wainn  ■  ■ 


xmfax* 

VMUlBU 

.*    iMuifoo 


WOMf^t'l 


MX«MM^Mi^tafr*««viieKnas«UHi> :       •"  •*  • 
i'o«pm»Mci(NCisaD»Moiia)       - 

cppnoMri  (we  asosori  mh 

Ma  100MU  pHHIOSMd  MQ 
MMIMIOVkMCISOOSmOM)  ^  " 
IMM0MM1  VWBMO^If  MP)      '" 
M  fOOOWM  |NMI  SOOtVttM  MS) 


nos44  lemfcca-i*  in*-  >  „ 
mqfl  8capwn.ioto»bBS)   "* 

OM^gtai Wartjaf* UmM KOMtCI  BJMBK  tOOytCI  Mq 
Cti»UI  H>^tiUwT*i1»00SICi|BSMWM0»i<CHy  ' 

c>Hty^i*^^L^T^ioo*NCi^ey«iooN«**wi  ', 

'fCBpm*  liwiM|>UnTI(MM»»MC1  (CMLTl'iaOSMCi'MV  '"' 
tt0MOCVn.SD0MK3MQI 


.     "„      -     fflOMI if  *  J^tWRSSOt  Tn^'-'-    .SjOWjOWj     -      ....    5400030       .      Yjj-- 

— -v-  ■ :  .:ida&«.,(.-r.v,Tr-"i-"'-  **     *■  ~: — -■    '-,o'  ■ 


eMDMTW"  ■■--"-'.'■--.-;■■■-'    ■-' — 

WJHtOQW  ' 

*  iswmwi  '.'.'  ftXVTUtoot.',  t-\- .  Bpoopm 

■\lrirv4ii  \' ^'iwtiaoM' ■'-■"!■. -T~  sjooojowv* 
nenou^M         iiawwf.  *•*  -,■*  -sjaaamt 

14CD1BKB  '     ^  .'   IMMOQt  *  "'  "  '    >*;  SpQQjHO  ;  ' 

Uemra-  "l  "•  ionwwoi    ■  7V.4"    ojbooxooi. 

tIWFJW-    ^Y.^jjoT*  ".".TJSl JL*1™'"*"' 


0,690.000* 

£tfx£6o 


lsl^^->pM4Kfat|r. 

io*»er  <i.s«»M.iiwbr ' 

MtmioT :\.l9*o»imtar,    dimmwi 
io»hn<ff-/.-'«f  rf<i^or; 

•    ^J^bbJIsM. 


fjoooooo 


'.  MfiwW*.,"  '■•'»ft«SW-.^t 


i  Um  tm  BOOM  0M.T  HSU  MCj 
NM'LMTI^iaBH7Hi.Tn6s4(HB>.         t^' -  '     '. 

TiitMftiiia(wis*ioosi«aMB)         \  *V:  * 
<  e^  t«m  aoMftf  9«seioa»ani'kQ 


•^o  jwfao  ■  ' 

> .  OiJOOjjQO'V . 


v      :   »j*»o?'^  ssmokWo? 

r  *;s  .xoi^orr^  s^M^kivor 
if         jMkMr^S.Wot'ihflir 

T'  ,aOMw'bT;'t"  H»Ot.Mwff' 

.  'aoWw-ji.  s^as"<MM(rr 


v*;    •!-«is»«r.4/s«ei.Mkv?:d«SMSMi  .      ,.  *•-•■>'      oowtrfr     ,,','l.A 


SjBSOjDOO 


.)>:■.■: 


!V  -S«Oi>Mv. 


j-^i.. —  *     -^ -•-  -\;sjBOdjBoo*~  *  ijoo6jbo'.      -t  "■       vMHir/,  .Svm>mh«>:  n  ■i 


MUfi  iHia^^W^d  »tt^KWHWPIjNWMaf8flS*MMSt  ■ 
Hpm BlXNrAwtTh^aOOM.tKAt POM Mtj»  *' 

own  iitm  riMi>^ib3M«acci'tob»Veaeg   *\' 

J>ll'ii|iiiMii»IP»iphltiieiipl09llgltFM*C10Bt*«Via) 

^mwiiiii»hii  WBfHiM—  ci hi  iQoi  hbi  yrme  saos  twi  wi ' 


-.1 


.4insTAn 


0(*" 


4SSHC3H' 


.".'t^IiSinoof"' ,*•  "  yjjr 
*nioo»bos  n    i  • '      impm      ' 

■$0^009* 


.r*-" 


ipoouxio 


^  -SMivar'i^ni^og.'i^rvr 


V 

Y 
Y 


'  SM*Mf:V'  SpiiW^iii&e*' 

'  ff^ViipssiiiBoF.' 
'hpoa.MMor' 


.  >4«BMaM    . .    tapynos.  ■  -*>  ;  ijpoQjn);  -  Sjsflpjpoo  ■       v  ';  .-  s»m»«t  ..■  s^n.MMor 

4*Rtf(W«  "■  ."'ioriirfwi'  "*'^V*WiM"';i--i»    i."1-  ww»"        ■▼--■'■'      so i*»ot''-* JiWentwOT 

aHwwh  '•■'•'•viibiaoDi  ."■•-"*.'■'.  rMooino,  Js      -.'^  uboafloo  ! '   "t*   '• ''  sanwci'r:  Wotfuifw 


WWH»30S*€|OHJH00Sf18»y 

ntazoas#ina«MsoQMHi»Q'  '»*' 

f  — 4 IW  JCM1  fffUJ  WMUfl  S3}     V  >  .  ™ ' 


SapOfl.bkrOt 

IMi»«7.";WoB.lteOT, 


♦rtrfJWti, 


>  ^r« 


MMrwt*^"rwie^ttpeft*«o«^»acs4<Ms^'  ' 
u^mii>j^i#ib«jMinos4Cto»awtoo»mB3}''  .- 

ll»»C»i<^ll»Ma»^t««T>^10a»1<MC^T>BOB.|Mtt' 


'  vitMCUzr  j'^-.itinnoos..  • '.,.-. 

f-J1:-'  e-  ■         ,mwcm~*£  \Mxoot  ^-  f*T 


ilffllHHTf  i  ■ 
.   fJOWOP-.t 

'"fjoojboii^;' 


SllfOjOOO 


r;Nw'tw«^H«(We^ljMTiMWQ»19C»fl^lQe»MM«. 
Nr«bif«Mr  MM  ■*•*  Um  I**!  «00M  QKOMBT  *»M  NiQ 


~v  .:      sawct-n  •*(>■. into? 

'  "Y^A1y3^*-*;i^»;|iV3i',''(-*""",'M 

**-■•'"*"■■-■"     if^i'.i^oS.MkrOT. 


MO'kf 


Y.'j'   swfcwBTjJ  s*w. later 

■T    r    ^HMtortt^P  ^MpOi.MKQF    OHIflaMM 

•y  "/  *J*A*rt;.#.  s^os.Mvor' 


■■hiii»«iVa>ii*.tHiijii.i^T>^»oMTbftJwioo»JMBai      .; 

■  ■^M^»lt»wit^iMWTi>«<a30»^pW*toBWMSl 

Ow>iooiicn»wcaio»*«oiMf) ' 

i  UkTimM  BDOMNCS  (SML  kq»«nci  i»n 
t  ,VW*»mt>Ul100»1<VWgQ|00»>«»BU  v.    "  *',  -*  .*.'•»■  Tt 

, WiMWh^w Mil    M     i|'BiJir<Sii«MMillOoiiBtt (MHN ]bbt4«l H>}^ * ' 

\Mjj  JaBtgrr  t  iw  cbs. ■ AJBoii  *  if  w mmasoi '  . 

"*)<WTibcB-<ia*cdi  .taow  *  taaVfoaroa'" "  "' **" "" 

**"**cllio»ow«  m  cm . upow  ri'imcraaoaw 

j^  iBo»cwi  woEJ  •'  UBOH  *  «  0*  < 

*  i«S1oo»««t  wa  coTTuson  •  um 

7^MM|feTMCC€TQCT»fA»gBBBM 
1*JlilatJilCi^tO0>JC1t<<£n00»JCrMB) 

|mmm  noMtToMi  ooa  -uboa  >  usmiiiwras' 


'  .UHOjOOO  * 

'l.fanvmt  ^Ww.tt'jS?,  lBjBsaus«\T. 
•*  .sjiriiMHn   L:?tanjjooi'  -  ';*?,.;    BMojooal>.: 
L"'  iunam'  . .     "•      sjaoojaoo..'  r1 

,*zsxft*t.  ...'  ",i«qiw«-  '  ^^WAuM(*'r* 
'■  "Bjijijwtr  ".'^liomibw'  rJjx'>7tfBjj6Bflg»y'-%  . 
-TobonwQ  ^|i«««r'1 ^  riSoWr—1 

"toStuN*         bJoftobi"" 


'■^rioiko;' 


fea*4Jti£f     ""  oigtt»5i^*''''P_^   ,.*J>5ffB|....- 


•£000)0  ' 


..   lansn'       ■  Vj  -*  '  tWO»Ofi\*t»0B.i*»«J.^fj 

■  .vijqwjoao  ,-  J'Y  ^.  ^i^*^i^w:^orr-bi*»i.«V*- 
'   ;«",(wmoo       »■*/!>  Boifct*! /•  •«* oo; w>idr  ' — ■ 

;.BjbAuooo  ■  y'  .  *'  jmwij  ••pw.-Wcr 

uoajnei-  -y,"'-i    awt^w'-.l  •* ».••*». 

•MDJODO         .  tY        •  "  fWfc**T  ■;    l*C0.»(j|.;Mt«y«l» 

sduojWo;  »A«**"  t»*»*«rfi'  •T/Wr^S.V 
h   ! '  tJJOMOO.  ^  «rT?lh  ■  »*»*3|W 
™  ~   ygaojool       y"  ^'itAMfP 
"^toiior 
"liiiwir- 


tOAOOjOOO^ 


"tSSiSSo 


CAMSCAf 

•cMKsenr 


"*"  "~~^oo*ot«W  '"p&Tnuaooo  _|| 

itDontTM  oan  wow  » 

■OJOTJIVfS  ,  'tSTEKtttXM  t 

[oaoritvfa  'luovnot  , 


■+ 


tWM> 


www  . 

ojsojSot 
IJooioot 


_<^QJ00, 


.ONIMM.1 


tlM«MO«p»MiE«»inM«l(i«M10D»*«lHT) 


|6<wo<boo    __ ^'Oirnna 
lotiti'ooti"      *o?4w2t" 


'OTOtntBB 


■WUMTf 
"  !•#*«' T* MM. Wi 

*5i#«Ce>   •    M0t.?«»[ 


MM. MPT 

MM<r«kor' 


II 

£.  * 

ST  °- 

2    BO 

Is. 

O    n 


s.  - 

S" 


Pag*  1  of  10 


PSI  QFR  GS0201 


Footnote  Exhibits  -  Page  2451 


08  M8S  0000087009 


CDO  Asset  Details 
PSI  Request  LB-1« 


>M        J        Cm*        ImmMI 


iCMtfStR? 
jCAMUftT" 


MM10WQ1 


[hbx  fcnwa  S*  coa  •  dam  •  toi  "btnaam ' 


|«imm        jm5w  ioo»4€t  m  cos  •UBOn«'iTiKor: 


\*m  ************  tmmmmimitaitcB  jSito  neww  ms;  " 


"  lit**?  f~£b»  ~r*^lommm7iitm  s 
|   ■**jp,-f*"- 


noMciHi  cot .  ubot  •  i  o«  i  tnyna 


^iopihavir 


"cSSKr 

'CAMHlft 


jww'iwwu  mcot^umm*  w~o»niwaJ~" 


'CAMMBt_ 


1CT3>TUJ«~JBM<HM3  |BMt 


m —  ■-■  "— "■ 


"  —  IlSHsifsJ ""'■" "!<"''»<««*    '1, 1IL" "'",'"'i|jaft-g00 1 , .    Zlj^slz  -Y.„.'"r':'  ^*^"  ,****•*•*&  ~^k^km 


1IMT0UM 


nos-14  CWl  KOVUKQ 


jOTOOflOM 


«oQ»scticwClooEScaw 


fuMMRf I  l4*5>1BKI^aiq.TBafn'""J  jt 

■cmwt        JCTtcB    IcmjtoRi        |< 
y*«oi?bo_  JcHLraw 

1WMWM    "jCMJOOT 


fcM»i«T 


iCA*ee«f 
tcMouT 


I CAMIKOWCI KTT  COS  .  UBOROJM  0D3H0M 

.      Mli»WiLw»Tw^BcM^(&WWa»»HCaMll 

gsg6gQgg5ga      "ic»jgi  Ko*gwcoTnaio)r*  i.i  i^wswa 


cot  •  ubow"1j%  gittwaw 


om  nn^ci  w  bb»  .ubow  -  V4%  iw» 
;csam1Eo»c«I  iTcm  ■  uooiT*  i  •%  otohj5 


jcrnaioo».i*icoi-uaow*i.45»twwo*t 
"jcgii*  VooOa  ■  cosVubcw  «'vn'iw5w 

Crara  200MA  B  -  USOR  *  16* "DS/ttWWT- 


I  www  t»y  iMMiTiiff  too*  tw  nou  mi) 

JMw*  t«^MJM»0»49CAt  tOOM  M) 
WAT  »0M'm7cO3".UOCI>I  •  1  j%oJ»nnt 

"|gAy)oB<M»coa.ij»w«tiiTO555r 
"l«*T  zob»t  im  con  ■  imam*'  i js»  moSSon" 

■:■■-■■: it;  "--rg— »--lii    -  ^— — »  -■-■■  .  .■-...  ■ 


ICMOUU 
tcMOCflf 


tCm**m+m  IM  n»M  (DUKEP  n0*>tM  Ml 


moinfN  m  on .  uson  •  s  ii  owawnM 


I  m*.  'j*wn  m  cot.  ukm  *~t.tt*oi5M» " 


|»_01  WV»^«M«fl'  '«»CW5(CT 


!oCwpl5b*Mo  n  cos .  torn  •  im  mMon" 


l<J0L*WP  ti^kx»4<<  fwwy  to***  m[ 


fOSMMP  S0O4«4  «JCOS.U80ft*1.1%OlaSn33*~ 
b*M«*laa&«cVu coT-  C56m  *  it**  ota£ms 
|qt»S^  xoMJii  Wcc«  .'iA6*  « ijamoMMBx 


■*i*«ioo»cwi  wcm-uoow*  i.iWoarttffla* 

[>Mn«m  Mi'i^iVtqMBu  Gmi  wbJCW  jTWC  W0*CW1  MVn 

|jw**c*io(£o^MWcc<-iJoo*'«'i.bai>iOTMoo<      *  ~ 

„   iBRtg 266TJA4 ■  fflSfc ♦7.78% oiffftwr  ■      •  ^ 

"  XBRTSJOOTJA  8*-  UBORV"£7i^0*WWO«7. 

|u^lta^*iiwiw>»i*^w<ntBJwu  qjMt.T  noMwi  m>T 
wi'twmi  aBo»jwujLwi.T"w»wsMfe" 


'«tii»r  muA61i*u!i6ii* »«» iiaamu' 


1 

II 

g)  50 

S  » 

©  « 

3  2 

a;  or  1 

S  ■-<!    1 

O     o      1 

3  -0 

PSI  QFR  GS0202 


Footnote  Exhibits  -  Page  2452 


os  m89  ooocoarMt 


CDO  Awal  OoUII« 
PSlReqiiaitLB-1a 


c/>  jo 


PSI  QFR  GS0203 


Footnote  Exhibits  -  Page  2453 


<u  mbs  oomsrogg 


CDO  A»««t  Details 
PSI  Request  LB-11 


II 
r>    to 

I  s 

=  ft 
g  o. 

zz 

°    T» 

*  1 

oS  » 

a>  a 

*■*  »♦ 

S' 

9 


Ptg«4«f10 


PSI  QFR  GS0204 


Footnote  Exhibits  -  Page  2454 

os  mbs  oooooeroes 


CDO  Assat  □■tails 
PSI  Raquast  LB-11 


'FTfiw |ewnwao     |bwn  |mwiFrticooVunoowajwrwJi*o 


SMS |l«5i»»l     )i 
Www'  jBipwir^ft 


(PTDCH 

tnWH 


ISWMt 

'  tOT*i^*WS«?3^;(i61»!*^l*tf^ 

^Mjawii^aaoMOtWi^jeaABtfflarw  mVattBt^^lfmUlWjasagfexe'i 

««»«i/«iv004«5j(o4A4»e»a^a^«*rttfa«*<»»i»^  „.. 

j»M»Mt^tt?,|aM*Ma)Ufe*HW^^ 

(Miwion  av  .;ioo?iMc5:~<>«»^ja^sii^>;iii<^>iri,«/iu»i!wat»w*nLiB.;«t' ' 

^oa^t  ■  y  •lo^M^^iMtcmo< f^^nm>t^;^f^imy^i^miavm .    . 

fwcwri..  ,;.;*#:  ■sanmXS-.  «nw  '•*(  |»»MaB.(!«coi  >uw«  » iov»*nm  '*fl&; 

<-  '..•  dooms  ;;■  nnw  £31;  cwnoaaa.tia  ungiawiKC  >Vr"i!if  \^ii 
■;■:.. -! sae?Mi ■■', smattifGZtt ni  fi.'.'ii'i  Mii^i'iWi.iiinnil ffK*«*< w! 

pvaum  sSfai,  mwiwa^iia^iaa^^tfai^a^^ai^ 
taaawi  :•' , .seijraM^asKaMijt&Na^M^ij.i*^^ 

iwo»»a»_y.t;;uoni^^7a»^i,3;wiB»ia**^ - 

!v<i'S»>»nV»>ptow»lflTgi^f*l<atjWI^ 
a^v»»m»WT^aiMta»)«jj.^»a«iriliif»i»«i>i^ 


.WflWlfcMHBSl! 


{MjoaMank' 
JHOoami"; 


LWB 


V>&Km!e*^*^t&{WlHW8>!>mi 


iWWiw^wagffi.K--: 

""USE' 


.^^•"•^♦aMrtaiojtf^foaioawia^iaWtf 

i-Vj'.>««"»;.-«»j«s.'j;ii.;f ... 

:;^w^.,,q^n»^o;t:;.or***>fcw»tu-  "  '  '""""  '""*  '— '  " "  "" 

»i . .  ■■; . ,  mttwm  .■■rcr>i»gS;ii:".f>'<  '^twiu-i 

m'^^.-rwgKMc'.yiwmiirTTi;  i»i«j«  i».>ita^T&iioo»,llu^i 

«M>0¥M>.^.'rn*)iaM«^niwoa^^^nwmMJi«iip^ 

jtuDmon.  >.:  ';<;..  snmwu «  ">«»i  i*f*i  "*«ilWH  *f  ji* L  ~ 

WMMan       •    j»t<w  r>maril.i;l  ■•',m*.K»—'imi.Hm<mm*i,  .;>.>•  _;..-.  .••,:aVMC.A"K  W""^-'. 

lnuoswai".  ;;r/'amwn'::muan.'fti>ia)a>09i>rr.im.MM«ta*a^  ;:ispM«m 

jHucn*»ti,..,.',,»»aWYOl,'i  «i»W8(^pr»*i^rt»«i«»i^/«taB«»rfe.«a^K«aW»»^^ 

M/oswoi/  ;>  I'lmiBJa.iajBi,);'. . mw»oMi.«ioi.>oei»o*»mKl  ,  -  ,  ,  ":    .:;i'a»y'Afe/VSSW,«' ■*'■',» awwKay..;-: ..«.:  «'iW»*B)»;va>*t'W»*»W**",^W'-',»*— *:l',,;'?«*W 
jhuOOliolf   ":.;'MBY«W'/«>M*|Bl:«'^>a^aaM>MtlMaa»iatNI','      •.■■:.  i.-Tv;*l'  ^■'j^t'',,:-'f'A-.w'y*^v'i'i'wl''a°°,.V- 
jHuoqiotr:  -  '  jjiia^jfw  V  pwMMdaV^  '.yrw.TjaoM.iiM.iSB*flMttH>q  "  .    •'  '  .O.-'.  '- ::-  ""'■'./^^-/^•/j.'igmKW'^'f  ilrtld— ■n: 


»;,i,^»^a,iM»i»aii«.V|jiW<i<-«»o«< 
■  ,<i*«n«a  <v'ei<"-,,f.oB)a(t»iv.u»..''!.^,.f«>»«-.-v'i:;':j 


»:»«er.-.»',c,-,* _.,. 

ai*6ia'l#»V^W%<>*a»«ia»i«i:n>|t>^T'." 


Ptg«So(10 


PSI  QFR  GS0205 


COO  Asset  Details 
PSI  Request  LB-1  a 


Footnote  Exhibits  -  Page.o24o5«a>» 


ODaaJ         I 

■■---•    ■--[^■aWMOea  *»Mni<«>i^p>«.a««*»<i«a».ii«0(<g(jM»cn}n»! 


Ht»n«n-;fiy««?j>wt".m*^;yhc,;^t><wifr*&^ 


HUCMSI 

Huowwi 


HUMWOTf  ■■/'/;,;  :«J»<tW4   :.-%jB«JH*Ji'"*^ --..--—--.. ......._....- .- -      .'..".-....     .  -    -  — -.•...-*•  -,,-■:  :.-*  ■ 

HUM>»ml.:':'f\j«Uili!l£v.-'a»MW'l. 

«eown,";.'  :hmu^:u«ii; 

HUOCUMIS-'  C, "  M2»IMC|^  00*>i*«l. 
HUDCM08U  ;•  .'■.??  ao«O«H!^0M«Me 
»»S»t.;::''A'.»«>«><^;S<»i^te.VX  ..    ..-». 

" ^""^^'"^^•^J'WT**^ 

Wonwy-  ^V«<«w:;.;-.wy^)p;iyt!«>ft^c^>iP,ilw^ 


MObjumif.;, 

Muoewol.';" 
WKMMim,; 

Huoa**:. 


.*«*■?  NMrfS! 


7vt.*> 


.„,..  ....   ., ,      ,.*AlMm_ 

.^J^^^/>aijl^^S;wl^^^ioose^  


MUO0MMI 
HU00UM1 
HUBMPfl 
MJDSMM1. 

iHuax»i'.  ..-if  amMpKfet  w>«w^;iB>tolya^Vt?.^ifcja^<^Vwiigt 

......... ,4  ,      vww<iiwi.'i*Mijwm^:dimiA>iitt^     -  - 

,&WD6MC«,  , 


{tMSMDr; 


&«^r??.£i«>«^3w««v3?;»^^in!^^ 

b«J0«MM1..1^/i«1T4KM«  -   ™° — ~— '-*— °"—- ""~~—  ---*-*' — .— ^ — «, ** ~~,,,..,,...,^*,.  ,,.*,^  -._. — — *, — ...^^..^,..^. ... .„»..*.-.. ■ 

{HUDOKM  y; "'.'  •canci^ 
Macuou^  '?.«asvraa: ' 
lMnuai  ■_«.. 


" """ ' -.<.-. ............ a..  .......  ....  ..  .   .  i*i/i>it?:i*«M&r***!,*tti':: 


■"'■■  -    — ■'-" iiMOTmW^TM»»<^^fe-r^~^{W!«>wS 

'""■■ " " '  "" " "" -Wf,«*9*<."".«'t-.'; . 

omM'niAi^ftiM'':'  ,;■■>; 
!>****•■  *«!fri*ViiV  ,r*? v  •  v. 

°"».intijft<'i'?-g<~yi 
.iwiii»,»ii>M1;*';T  y ■': 


Bt|«?^S*3f^'*'i»*»»»)-: 


9MDUM1 
|HUtGMOI1;,r 


muni  •  "wsotwj  :,.  ;i>«i^^<-<Ml>^,ci>><»«iwM{o<|!wygaMi^i^.V  .    .- 


.^RMpm^pmcn'-uMii'tvyaMnn;'.. 


.■nnwsn^jwoMas-:^-  ;.iw$m»ici?Ma»tUBqn'Hu«wi3a6M!.'v.. ,  - 


^ii/i«,W!)apjs^'S5.i<>P»si 


«"■••• 


"«m«,»»(i«.4l>i<w»»i**i,v. :  :'";4>*^ '•'--■  ■».>•£■•  V-:' '■■-". '•.,'.■«  '»•:-»¥  Jim»»«m^ii|i*»j»»ysl«5^!«^i«iq»jwi5!f!!'.ls'>'  Vwwm 


MUJOT«IKoaigl<BW»M€ie3'"'  '.     V*  '<Q7ftWKB  ■■     •'  •\6mmJ:, 


LflSWEifc. 


-iMWffg;n  .fT..-^;<:: 


P«B«  0  of  10 


PSI_QFR  GS0206 


Footnote  Exhibits  -  Pa«j©s24>&6 


COO  Ami  Detail! 
PSI  Raqunt  LB-U 


.1 


._    ...._„ 3    JZ-a-^MteteRWaii^ff^ 

,«*IKAH»;^«»«!S«S»;^,«M»#I^^!^:^ 

i«««mi'V1-y,!anj7««iy;8*^^^a^^ 

»i*feiwwewV«««^'?.;W^**^,!*W>.u^ 
;*«ww>ifc'i»o«wM^»«i*W^  ,«(«,».<    •       >,.««-»="*  ,.„»„,    .      ,«, i  „->B*4^«^.;^,jyj,js^f>3f«^»i*»':iJ,«i::J,.'-..i< 


to  o^*»»a»'i«'.>K'^VA 


IU8MSX1 
IMXD9A1 
UMOQM 
MJCOCMl 
HUOSM082 

flttUCUCT 
;      8H44CVAI 
KJCfiUCet  «IUS1R» 

KjdeMOM  41743IF64 

wosMow gljgffl!     *wooww 


Papt  t  of  10 


PSI  QFR  GS0207 


Footnote  Exhibits  -  Page  2457 


OS  MOT  OOOOMTOBB 


CDO  Asset  Details 
PSI  Request  LB-1s 


S*  ,      tVMtOa*      |      Ortf 


^  UM£Q0. 
ifiOHJW 


A  >" 


fUEKMOCl 


.  MWVXOI. 

ninaoov    .rpooosm 

■  TOItXODM         HfiXaOf* 

nnowiu  ■'.  RPoaaRU 
Mitawnd     rtomh 

TSlllABTT   . 


Jwjosm*  < 


F1WH 

rman 
pmon 
pnuri 

PtRflfl 
FTFLOTt 
PTfUTt 

IHW1 

Jrmjni 

1FTFUT71 
pmtn  . 

iPTPlDTt 

jpmDM 
\rmvn 
mnm\ 

jpTFLD7> 

Wuwi 

Ipmeri 

jin^um 
jpnuii 

•prnjoii 
jptrjwi 
,m\ort 
pmaii 


i>wiiiwM>wiiim  icttF.ii»s«wiPo*i«Hffi««cjcoMtaiiMSj 


fwscaout*3NieDs*Laon<*MMOMMaM  •  » 


iWHJj^Oad^nwrfwWMUiaTwUBOSHtlCfcMWJOOS^lS: 
SAW  BOOSM I  S3  COS  .  USCPt  •  tM  tOWaOB 
•MR  S00S-OP1 B>  COS-UBOR  ♦..!«««  1« 

UDTl 
Stwfcw^^MlliiilMiaUapTtwwattHSaaWLaDDHOilSj 


SOUVNC1  > 


TtlUBCMS;  . 
7*1  WW.. 

ntMrrM^'    -:,  OMnoar --. 

tbimjtam  '*  hi  OMiaoor'. 


sjmo^oo  i 

;.SJDOOJOM  . 
'  SjMOjDOS. ' 


.  SjODMOD  . 


JMFWMJf 


48t«SRAQj  AtTUI 

atfctSrABl  ALT**) 

awmun  arsou 

owioaoi  Amort 


Q5B4TAM        AVCBF 


tlTSUBADO       seuw 

ontauai      beuwui 


CMS1KAO0        BFCSLV 


'1 

•hpujti 

jrmmt 
pmni 
nwn 
jrmwt 

PTFUttl 
PIPtWl 
PTFUJ» 
PTFUFM 

ftpui» 
prruri 
;ftfloti 


it&MSAfs    :  enaoi 

nnsMoi  euaosa 

uubwacs  euet»*a 

izmwoa  cmvm  . 

limTMM  CMMH 

UmAAOfl  CMIta 

timOMt  CMWM 

WTTTMI  CALfll 

uipxvn  cauBsar 
laiscwDi 

ISMftAS] 
I409S9M9 

tSTISWCS 

itxscadi  cmh 

inioJMt  cmui 

tMISTAM  ISM 
SBSMtfl 


2SA50M01  QUKBS 
mtoitao*  outw.1 
stows* 

KMTUt 


srobnaiq     ouom 


IfM  200M  (BU.203M  MI) 
Mmki»HA^<HlMWmfii'liMI00»4(M4.K0Mt«>     . 

SanrfM  CaparMM*  SOOMWN  QUIC  JCOWWM  MB) 
tMWSn*MM^t»MHK.liaQ»HI   '. 
6w— i  A»«  SmwMm  OMp  MOIWn  (IMC  MOB  *W  MB]     ;■',     ' 

sASO>aas«M-u*i^0»«piaoHkz    . 

ti;*liilli'iiiiMS/l^^SaOMCSVHt»06v<Mt) 

s^«  iags4  h»  ou  .•  udok  *  lAKlnssrvni  tr 

NMM  E**r  |M  lit*  SaQSflHS  gNM  1GOKNTS  MS) 
ImM<  Mm  Butt  UmlM  RMfl  BC*Ofnri  tflj 
AC*  ASS  20034.  l*nM{ACABSaoo»4A  A3} 
MA  MS  MOM IM  WW  STOMA  A3U 
ACA  AOS IM  B90MA  (HCABS  300BJA  A3L>«I 
A*w4k*  SODS-XIAO 

am*  1  ft***  ui.  »os-u  vat  n»uq 

AMMr«db«iSlXOa»aA|M4tB20eS4AQ-   •  - 

SXS.1A  yWMSS  S0DS4A  tO 

SOOfrtA  iarks*  aoos-u  o 

*«iflff*viM20DS>tA0   .- 

<imiiW|  Fill  nil  CDOWflUKUIff  IAO 

SFC  Bmnm  CDO  IM  SOOMA  Q 

SHEtM  IM  SDOS-  tA  aVOUS  I00S.  1ACJ 

SMfb«M0OOUd  tAtSAMM  1AC) 

BM*H*MABSCOOM0^1A«U«/iaa4.tAAq 

BM*  Hmm  ASS  ODD  UN  PAW  H)CS>  UQ 

•^*  nmi  ass  coa  u>  X00S-1A  isWaaaMA  q 
sfos*wiWiicooiWioos.iA(sfca.aoa>-iAQi  - 
stMk  DtaMtf  nop  ui  sonvw  (slack  sjomao 

•M**CC«lMZ0aS4ACVWOSODS«Aq  ' 

•wMmtaa  000  U)  tOOSJA  ffUGK  S90S4A  D) 

OMMvlH*  COO  tM  tOOHA  PU0KBOHMDM1 

CrfBi  HtfiOni*  ASS  000 1  Kb  (OMRM  tA  0) 

Crtn  »m»*»  ASS  COO  Wfl  M0S>1  S3RMME  KX»tA  SKI 

C«WWO^tASaoPpS.U«iSilS00SISMPM«CSJAQ 

C^wWMMilMASSCOOPUISOoMCWWttBaOSaACHI 

AMnBCOOLMS30S<1A(CU)OTS90S-tAq     . 

CM*vTA«UI«nTAO 

CMMrtQMMMJAS{ 

CM*M«(aAMWMD> 

i(arie^MiUaN'nMiioos-U(cnkTaoas>iAO} 
caiui  xoasjA  s  cos  •  uBon  *  m«  i  UMnftM 

CSJu*  I  Pw*«  Mi,  WOM  (CTIfl  XD0B>1  A  CJ 
Otm  ftM*«  IM  SOOMA  SJTIM  noMAC) 

iiniiiti)  inifr  r  J  rrrf  miT'TTrTr— D 

Cmm*h  COO  I  Ui  MDMA  (CQMUO  S90S4A  Q 
Ori«  IfM  n«*|  W,  IM.  (MSO  S30»4A  Q 
0«i*  S*m«  ta*f,  Ui.  9U94A  (DVM  SOMA  Q 
Otanv  MMpr  ASS  000,  Ud.  XOOS-IA  OWAfl  SOOS-tA  B} 

.  ow»uM>*«iiaMaaoT>iAQ)HACOsan.iAAa} 

0»U  F«|«Hno  Ui  BOOM  aUKSf  SD0B4M  ASV) 
0*«*  »«  PW*v  IM  K0B-1A  SMCOO  SSOS-tA  o«i 
B*1n*i0D0|S3D»4Aania»saDS«AAS| 

AwiM  pw*k«  u«  too*  ia  owrs  saas-iAQ 

OCC  ASS  ODD  nStolri,  (OSCSP  B00S4AO) 
OCO  ASS  CDO  LM  DOOM*  (OSCST  SO>M  AJ) 
OtaMrFM^OOOUiO 


;v_s  sjpecjas  i 
sjDOauoco  ) 

'^'^"SjQaojO)  . 


y-v»i; 


SJOftflOO   . 

■  sjoOOipaa  ; 


>  i:-;t: 


tpnojotti- . 

(.OOOjOOfl 


ooosiHAeq 

..  tvi4ooas  ;r 

'   ■IQjOSUMO 

U*t.1<7- 

■■     V  ■ 

1*Af^» 

•woi'Msr 

OBOBlWAOa 

■'  1V14OO0S 

i  IfljOOfljWO 

.  BSS4.1Z7 

r 

tfrApg? 

svos-A«ia 

oasBvom 

;v'iiflu»os   ' 

'  I0£00j009 

tSSMSt 

T 

tMpMff 

BwiBVAMar 

OQTCBaAOS- 

-    IMhiUMv-v      ,.- 

•  tojapopao    . 

'Mjpasjn 

.:     t 

.      «M«»Ot 

.    B*«S**«QT 

anMAMts 

'  '  osn4asas   ' 

lOjDtOpOO 

Wjooaoao 

t 

IMPACT 

S-nOS..A*r« 

auBTAes- 

-  itauzool 

.  tOjOOttjOOO 

•>SUS4 

!"  v 

IWW«T 

'    SwOS'AfrOT 

cosiscAn 

DtflHOST 

SiMMBO 

l&WMX) 

T 

..    1fcAy»0T 

CWOS.Ap'Or 

OMncAoi 

oinHosr 

imm 

•XOSjDOD 

T 

«Mf**r 

a^m-ffiv 

essaoCHor 

OMMDOf 

1(U)0!U)S9 

MUMLODO 

•'    Y' 

t»Afr«r 

t^«-^.or 

0OB«TAM 

OlAUIfOQT 

1Q^O0B£00 

toiioojBOS 

T. 

tSAw.OT    • 

•wss-fpter 

ftllMHAOl 

'.   OINSfSSOf 

,  tftflOCjOQD 

.'  SS41^« 

Y 

ISAprOT 

S*01-A|*0f 

osmMOi. 

■{■'  Mnaaoor  '   .*  * 

t?  tfOOJM         t 

'  sjxnsaa  ■ 

'■■     T 

p1SApr«r 

B^QS^ApW 

OMSIRMS 

oias<ioM 

1QJOOO0Q0 

WflObfiCKS 

V 

i»A^«r 

;.  swo>*Ar«er 

onttttts 

..  osssfflfer.' 

4JBMP00      : 

OaajDoa- 

y' 

«Mr4? 

SwOB<>«««} 

entSiAps 

asn«2D9i . 

.  tmxxmo 

IQjODajDOO 

.      V 

»»W<T 

s«0i>Arrar 

OS4S2A01 

t,  omtam    . 

iflftflOiflro 

,iuw» 

Y 

.      ISAfHV 

S«pOI>AftO> 

OBMtNACO- * 

\  itAusaas 

ItljKSjBOCI 

-  iBAiajooo 

."  v- 

'"<**« 

s«oi.«piaT 

CMSBKAU 

.I'ommtem 

innTO.fi1 

JOJD0RO04  . 

"  Y 

!MpM>7 

S^OT*A«Or 

iiaotiAn 

iWussas 

IQJOOJiBB 

SjfTBJMS  . 

'■     T 

WAivOT 

s«poi-Apjor 

tliMiACI     ' 

wuan  ■" 

* 10^00pflO 

%Qfl06ftJO  ■ 

'  r'- 

.     1»Jph« 

svos.ipror 

IISSlWfAOSt 

,    .tiqiaoas   ... 

...tojooajaaq 

.  tOJUOUBU 

.   Y 

.'     1»*»»*» 

*a*.M.Af*  07 

cmcwa 

a/uaoas  " 

tojooojno 

i&toajDOft 

•   *. 

HAplOt 

'  Sff>es.Apior 

nrrtnvM   - 

•  tvMooas  - 

.'lo/nxaaD' 

IOjOOOUDOQ 

'•  *!" 

^  i*Ap»«r 

S««tDI*Ap(Or 

txrrfAAOS 

'•'.  }VMaoas 

.tOJPDQjOOD 

IOjDDQJODQ' 

.  'YVn 

..,     l»Af»07 

■    StpOfAftOT 

tirtrCKH 

svttooor  ' 

VSOJOOO 

T.noj» 

V* 

."   1S*M0> 

S^OS.AfiOT 

ntmtjt  . 

'    OVIBGKDT      . 

1tjO30j30B 

Hfl06j90e. 

:.  Y     . 

'■     1S^r«r 

s«os*Afior 

DtBBWS 

i  wnwaoj 

'    IQJDOOpQO 

.lOjQQ&OQQ 

Y 

1BApr«l 

Moiwipfer 

uiMum"''" 

"■  \tfnoom  • 

lojsaopoo 

*1Q03A0OO 

"'  t' 

iWlprEI 

B^M-AffOT 

fStSfTAU 

1  1IAV303S 

1QJQQO0QO 

IQjXttffOO  . 

-    Y 

ISApt^r 

-s«pos>A*er 

MOSSWU 

oinsaoar 

(OjBMjWC 

WjOOOjOOO 

Y  . 

tBV^OT 

.  taOB.Aprer 

tSTtlMACfll 

.'  itmmxM  ' 

-tfljoaaoob 

kuoudo 

y' 

:     IfcAfCr 

Bw6s*A«fOr 

1TS3SCA01  . 

OV1W303T 

sjooajoaa 

4Aifjm 

Y 

..  is4ii#ef 

.   BarM'Af'Qt 

miflJACI 

OlALOMT 

1BJ0ODJ0OO 

won 

Y 

ISAfMtr 

BwOI'AviOT 

1M1ITAA9 

0«isQ09T 

-    ifldojooo 

BJDODJMO 

.    r 

<   i»4f»or 

'  SWM'ApiOT 

SDISSMOI 

U0W93S 

lajooo^Kit^ 

lojnuoa ,. 

.-.  y  ■ 

1SApr«T 

S<wQS*A*t9r 

ZMlOTAftT 

tUJUCOi 

iQpoojin 

lo^noM 

Y 

l»A»»OT 

t«a«B-Afr«r 

ZMlSVAM' 

ooisoon  '■"- 

'SOOO.Wl 

■     \9/mm 

"      Y 

t*Jl#r4r 

SMM'AfrCI- 

XUOMAU 

OVHO09T 

(IpWjPOp      , 

njma» 

Y 

.     1M**0f 

StpO|.Af«OI 

BtUtUVM 

OvtSOOT 

tspEnuno" 

tSJMOJOOO 

•     Y 

t»A»*4r 

BvOI'AfOt 

MO0AAC1 

OWtSOOW     ' 

■  -6JD0O0O) 

-  *SjD0OjB9O 

Y 

*  •  «(W»»«* 

'  SMOSiAprOT 

STOrTAOM 

""'  evisoon 

'  S40QJOOQ 

unouooo 

.'.   *.. 

'  it-*^*? 

tm<****iar 

IMIIIWWW 

'  oaoMrcr 

«(JBDKU»0 

IBjWOJKWl 

»  ' 

1*Api<T 

S«pOS<A»lOf 

1«HH(IW 

OtflSQBV 

<D30^X» 

4«0U00 

i    V 

t^AM47 

SapOS'ApiOr 

MMMW  . 

.OtfltWW 

uMsuaa 

ujMnno 

Y 

IMprfV 

S*H©»**ff«* 

SU4TSAPI 

'.lldUIDM' 

■  10jQ0Q,000 

lopDom 

r. 

I**|t4» 

t4>«<«pf«f 

*ww?.. 

O^WOJ,,  .    _  . 

^isyBOOjflW  __  j  * 

^    BJS/jtDf 

..Jl- 

:.   *fe*£« 

fafOf.Afror 

<iB«ai    i 


PSLQFR_GS0208 


Footnote  Exhibits  -  Pager»58 


COO  Also!  Dotalla 
PSIRoque«tLB-1i 


M*  f  CMC*  MM«M    j 


irrnwi 

M931PM4 

ordavi 

Irnurt 

mshialo 

ORDAV? 

rmwi 

4BSMLKM 

MftUPi 

Iprfum 

4O4S1A03 

HOinaMI 

[emon 

443 IMW 

HLCBHM1 

pmnri 

1      40MW&! 

HUOIMMi 

[**TPUfF| 

4OM0AS4 

MUD0MU3 

ipnurt 

•wnnN» 

MVI 

IptKoti 

mwu  ff 

rav 

;pTPUni 

mamva 

BCHUCU 

[ft  rum 

mKHQMt 

WW 

pmjni 

4BMBAW 

JUPHM 

wTPum 

4n«QAcr 

OJQS 

PTPinn 

wwtvwa 

KENTR     ■ 

pmori 

MtflMtAU 

NUROU 

PTFlO't 

bhcqtaLo 

LEKCM» 

ntun 

S301KMJ 

UBMi 

mpuni 

WJiTwa 

LONOIYi 

ftfldti 

'  OOUWaOO 

MKKS| 

nfuni 

tamm 

MEM 

nvurt 

fBtfOfMLO 

MOON 

pnun 

00OMHAO0 

muuto 

PT*un 

finmm 

MONTFT' 

pmjori 

•latwat 

Mmrr 

PfHJJJI 

C013TADa 

wtwy 

pmjTi 

IBWW 

NEFT041 

Iptfujti 

■MOSOAU 

monmai 

|pifun 

•TSnOAP* 

OCTAM1 

.Fman 

irmMor 

octt*n» 

.PTTUBn 

«MGC1A£S 

an»i 

irmjon* 

HWHW 

own 

man 

«TT3M0a 

.  nwrt 

prnwi 

TTMOlAOt 

PHMT] 

ptpu»i 

'tmiotact 

MDQCTI 

iPmtTM 

•J4JTXAO0 

iKmwa 

FTPUM 

•KOOTAJt 

■tMVMI 

pmwi 

OSMMTAQt 

oaroti 

rmjori 

43T4JLAO 

ocauif* 

muri 

tlMJtWB 

coomtt 

PltUTl 

•9C8SUW1 

•PMoan 

PTfun 

'  Mzxnuai 

otackosi 

pnun 

MIMllllf 

BUMfTOSl 

nwi 

•I33TUMM 

tMUU    . 

rmwi 

tnaTmna 

TAMMS 

piruri 

17337YAO0 

TjOM 

prnon 

W3B«BWn 

TOAAM 

PWUJF1 

MJtODQAU 

tomb 

Pmon 

•2I94VC0 

venon 

PTPlflTI"' 

nntun 

VDTTOai 

piant 

MJ0MIM1 

vuosw 

PTPlWi 

«aioa**i 

WDQMT1 

FfPlflTl 

nrnstfj 

wnwn 

rmon  - 

■Oliver 

mcrai 

two** 

astaMB) 

MMODSa 

OOWOWbgi        A0MHH1 


tiMSwn 

caamwoi 

•POOH 

JTMBNV1 

0MMMAO1 

:  irauM 

|TMSW1 

«?*rtiyco 

•m*M»i 

,tmjwi 

0MM1KAO0 

6FCSLV 

•TMBrVl    ' 

00M1KACO 

e*coy 

tTMPWM 

CmOIMCO 

aresty 

■  fttASWI 

urmMM 

CAfWMI 

,1'tWBtVt 

1lfT7CM» 

(MHa 

;T*HWf> 

umcAU 

CAftMCt 

<M*MO  XOMA  -C  UM*»1  £ 

■»  COO  LM  lOOMAIOMMI  KOHAC) 

•  COO  Uf  JCOMA  MXOO  JBOt-IA  C? 

m  e*r  noM  m  (Hour  tootvi  a  q 

HUOHO  VgtVI  A-  C  UMlM  9»  PUQC 

Mmm*  Mmmmm  rwMfeu MM-IA  (HUOMX  SOOMA  Q 

iiy»wi*Mii4wiioortty.»«jDM»aoa»aACi 

MapwtfMM  M  COO  IM  0«8«  W  C} 
vtur  aoo*-iA  .t)l*««un  -  oaao« 
Mm  COO  LM  «CM  J*0MAC» 
>y  txm  coo  LM  9g»iA  0 
■A»^ll^tOw*CWU^iOOI4AtjFTR»0»4AP>wl 

n*  ■  is****.  U*  ioom  oqjo  icovm  q 

tUrt  ft*«*»j  ■,  LtA,  MOM  .KIN!  2MMAC) 

O—l  l^ii^Mlfpi— mvUMLMOM  gOWOi  EOtVaAOt 

U«bm  bqW  ftn*«  itf  (Lbjm  soogwiAq 

IMM  A«A«n4  AMN,  U#.300*-U  <URT1  lOOtVIA  O)  ' 

IMPWI  OOO.UtW*W  a*T«T  300*1A  0) 

M7OKIIIM0 

MHMirOOOtMO 

UdMi  COO  Udu  J0t»M  flMOCM  mt-U  Q 

Mto*anASaa)O,l1D10[IW«»W(i«JN10(»MOtAq 

itaite*  Nn  coo  sntvi  bmpt  aaatviA  a) 

IriodMr  COO  LM  1QM-1A0 

MmM  Ck)«gM  COO  Lkt  MatVtA  0 

INM>  COO»>»1Aff<lFTW»»*-lAA3L> 

MM  COO  IM  SOMA  (NOma  lOOT.i  A  0) 

OtM  COO  LM  KOt-U  0XTAN  »0tVM  D) 

OM  COO  LM  MOMft  fOCTAN  KOHA  CQ 

C*wCOOLM»»1A0 

OM  MM  COD,  lift  KttM  |0"FT  M0».U  Q 

rwi>>iipiiirnniJnoo*.iAy*wriPo>.uCHff 

h  KWMPMM  909HMQ 

•.lAfl] 

CD  Ammm  An*«  MOM.  Uf.(tOAV300t-IA  Q 
•<Mll^bt«CDOLM103»-W(>ORM39a»-tAq 
mux  CHMFWMkg  H  (tWF  |A  Q 
•mm  CMM  Ajmj  VI  (U»*  M  Q 

•  f«v*<"  coo  lm  aoatv  i  a  inm  n»M  q 

Km*  300S4  LM  PTAK I00UA  Ot 
liMM  ««M)  LM  OtMtm  MOS-IA  t) 
_   TM»LMSBPS-U6  -, 

TABSLM3ao»«A(IAHKOMAAl) 
TAM  LM  »M*  tTAU  SCBMA  A3) 
■  T«M>«iCOOiMie0MA(TOTOM0MAa}  ■ 
1m  ABS  COO  LM  MOHA  0 
VMcMCOOLMS0OB.lt) 

v^MMcooiMaooa-tAO 

«mm*  coo  sBf-u  cwo»  »»u  o 

wtfTcantviA*eLiM*ijoft  tuom 

*mi  tmm  hnftn  coo  lm  (wnuo  soma  ewi 

W»jM»ii<0<»WlhyiiliHCI3n*JUB  l.lM.QffWCAP100a.lAO) 
ACA  ASS  IOOM.  LMMi  (ACAtB  ZOOHA  A3) 

acaammqm.u-mj  (new  aooa  w  a» 

ACA  AM  KOM  LM  f«*U  lOOVtAAlU 
ACA  AH  1009-1 IM  0VMM  W*  1A  A3U 
ASA0S00MO1AC 
AOAOSOOtMOlAO    ' 
AOMMZOOtVWOOOSI 
AmwMhASOOMLM.0 

aCOOLMJOOtVIAO 

»caoLMfloa*.tAO 

Mfc*M)MAMCOOLM(IU«V10aft-1Ae)      [ 
VC IMMMCOO  LM  MOM* .IBKH,  KOtVtA  D) 

tm«MvmcctO(jiaoo-iA0PCB.]g(H.tAC} 

6AC0ftMiMCOOLMHOIviACMVn.KIM.1A0)      . 

■  am  coo  «.c  joo*.i  iav*a  moi-ia  b^a 

m  AM  COO  ^C  MM*  (CMM  M3MA  CH I 
*•  AM  COO  U  MM  (CfOMt  KDhtA  CMI 

AYAC)  . 
OMMMfOAMMtAt] 
CMM  COO  ttOklA  ICACOO  3000-tA  01} 


|         (HIMMlMM        I      OMfM 


natam 
itaiom 
ixfuaoai. 
ovinoor    . 

nn4noot 

itataaM 
■itiaUNoi, 
ovi4ooor  ",' 


''MCUOOOiBO  ' 


c'''t#E80O30.. 
'^OjDOApQO 

lOjoOoyoOo 


IQjOpOfCDO 
■OMXUM 


10^BOj)OO  * 


.ICUMDCO 
M0M14 


'icrtuno*  y 


'  •  IPOOJNO 

nwaooo  . 


itniaooa  : 

M1O»00t  ■■ 
ItAMOQI 
OIOSOOOT, 

'-t'Oinanan. 

wwoor  - 


;  9txnftti 


iwkm 


ItflMOQI 

urtMooi 


tMJOOJWO  ,- 
.HAOO/SD  _ 

"tQ/oaafico 

■•'ysjooojeoa 


lonozcoi  , 

UAWZCOf  _ 


■II 

:  JfifXpOO 
itfiOOfftt 
"MjOOQJMD 


KLDcojna 
iijcauna 


ttVAtWW 

SwOliAjtfO? 

V  WMttMt 

«^»-%0' 

ioamot 

•MM^AfOT 

ttvApMir 

•MOt'Ajte; 

ItVAM-Of 

•M0B.AW0T 

IWsHM- 

•    M»flt^AvOT4 

ttvA^or 

.  NM-Vn 

"-IMtfkvtf 

«M  Of.  Apr  07 

«#«. 

,  «M0».A«er 

1»Mt»0f  ■■ 

H  iMM^AffOr 

'ItVAfMff* 

BM0*.Al««r 

t»<Ai»0T 

•MOI>AM0r 

ttVAjMIT 

lMOI^Apf07 

ItVAfrOI 

•^sWI.Aflra? 

ItVA^O) 

'•mM.AxOT 

l»AM«r 

^•M00'Af>« 

">#M4J»: 

.•#Mtot*#*»r« 

UhAfftCT 

.  MFOt.AffOr 

i*«pMtr' 

••«0*>A>V0T 

ItVApHir.. 

•MGt-AfiOT 

M-AftOT 

MOO-AM  07 

tww« 

•M«*Api07 

1«Jt*4T 

MpUUAprtf 

,1*A»Of 

•mM.AptCT 

(Up« 

0«iOt-Apr0f 

"ttv*V«t 

•«Q»,AM0f 

.'lMpr4T 

'  iMW*Apr07 

1f-*«T 

tMpOf.ApfO? 

'1Mp»CT- 

tWM'ApiOT 

UA^rfT 

«M0t.AprO7 

ILVAyMtl 

•M«lTApi07 

IMImW 

•MOO-ApfO 

itvAyMir 

*  M»0f.Apre? 

Pfro*- 

UfM.Aptei, 

ItVApMT 

•moo.'amot 

<**Af**» 

WOO.  AM  01 

i«*y»-*r 

■M>0I.Apl« 

WAjnOT 

•MM-Apf07 

itvAp^rr 

Btpioi.AprOt 

itvAf»«r  - 

«MM.ApfOT 

1MM47, 

■MM.AptOff 

IfrAJMV 

tWM.AMOr 

1*AM4r 

MpOI>ApfOf 

,i«#f*«r 

BMOO-AprOr 

tIA»C7 

MvM.Apia? 

1»Ai»0T 

•M«.Apr07. 

iiA*«r 

»MiOf.AprtTI 

104««41> 

6M«.Ap(07 

<*A*V*ff 

4M«>Apl07 

*»*F*» 

«M  00  .Apr  « 

4WA^M)7  • 

SMM.AprOT 

1+-S--CT 

JOWM.ApiOr 

UJhMS? 

*W«.*P!ffl 

X74Mr4>r.- 

•wM.MmOT 

2T4Mr«f 

Om  01.  M«  07 

tf<M»C7 

Mp0|.MpiO7 

CT4*»«r 

tMOO.MMOt 

2T-4MMT 

MpOO.MMOT 

»W»»OT 

•mw.mmot. 

n-M»or  - 

Mptw.Mwor 

MMiCT 

OMSO.MirOt' 

tlJMMS? 

mpOB.MmOT 

it4M>cr 

SmOO.MwOT 

IMMI^ 

W  00.  Mm  07 

K.MM«J 

«V  <*.**■  «7{ 

1MMI 

•wOO.MMOt 

»M»«f 

•m  01.  Mm  07  ' 

IT4M>0rr 

•mOO.MMOT 

ar^iw^r' 

wpn.uMor 

1T-MV-07 

•mOO.MmO? 

IMMC 

Mpai.MMOt 

lMA«4)f 

OmOI.MmOTj 

Z74m«T 

.??f  «.•"-»! 

Pia.  •  el  10 


PSI  QFR  GS0209 


Footnote  Exhibits  -  P®g,eM2**§9 


CDOAtMtOoUlli 
PSI  Raquest  LB-1» 


j      cdoomI 

_  ;  .*■*_ 

"^MM-OmJUm* 

Ouu»dpi 

puouri 

mimmci 

CMW 

«■*«•  coo  jaofci  a  iCMoa  *o6t»iA  en 

;nawi 

1»1C7*CS 

anno* 

c&nA<o»uicoc>ifion*i49»winow 

jraawi 

isnwMcs 

ctTvtan 

cktuo  bom*  b  on  -uaoa*  i.*»  issmom 

rt»om 
'newt 

anovMt 

OAVISO* 

Dm*  tw«rt  CMMM*  tk  N0»4A<DV*Q  NOMA  9 

OBIftSMM 

0AVUO9 

CNMtOOMACCOSt 

.nam 

2B04MA07 

oroaz 

OhQwwCOOlMOMCOOaaOMACHd  ,.      . 

mawi 

MMtMMU 

OUK8.10 

O—  ta*«  IM  0000.10  fPUHP  MOS-tOAASj 

nam 

3M4tlWn 

OUKEIfl 

D>*«  FteM**  U>  WM-IO  SMOF  S00S-10A  AS) 

nam 

S4V1«MC» 

proeMi' 

F«t  Dwtw  ODO I  LTD.  (TTDRB  30QMA  A3L) ' 

TMBW1 

»«Smar 

■  roRnui 

FOKnSOOUACCOOl 

?«0MM 

Mnno 

090*0310 

OSO  ASS  COO  IM  iqmma  Q 

1MSW1 

'  Maxima 

OSCAOCM 

OSC  ABS  COO  JOOkta  lH  fUCW  K0S4A.O) 

TH8W1       " 

gQX4»M» 

OWAWM 

a*CAB9CDOaao»4nUl(OICSPnoUAD}  v . 

TMBW1 

scMroAOQ. 

QSCM01 

OSCAMCOOIMQ 

nam 

SBMTOAOO 

OSCMB1 

OSOAMCOOIMQ 

nam 

tt3*m*M 

QSCAPMU 

OSO  AM  ODO  IM  KCHMH  ffCMT  ItOM*  A3) 

nam 

.  NMiwqi 

OlCtfMW 

OSC  AW  OOO  U)  H0B4u  pSCtf  200MA  AU 

TUem 

.  M4WOI 

03OWMU 

OSO  ABS  OOO  IM  WSMw  (OICSF 8HMA  AD 

nam 

3BK£0a£0 

oudtm 

OmMM  COO  IM  (BUOT  3Q0MAQ . 

IWBWt 

3KUUME0 

aeon 

OmmMm  COO  IM  (BtMVT  f009-4Aq 

TMOm 

snwwn 

<MJ«SM 

OWwPwdhtCOOUlO 

TO*m 

Moswwei 

0ADAV1 

ORAM  S0OS4A.eiMM/MJa«  0*09*  HUO  HO  - 

Inam 

4S07IMU 

■cot 

■cerrAOCosi 

'nam 

4KCTIMU 

■cot 

•COT  TAD  CDS  1 

JTOOWI 

<*a«Wi 

acHun 

Mm  COO  IM  POM  IQOSdACI 

JTMBWI 

4MWCI 

Mown 

cMSx>*4AOooat 

Hmow 
rnam 
{nam 
liWBwi 


Inam 
rnam 


tmuwm 

Inam 

fWBWI, 
flWBWt 
tTMBWl 

jnam 


[TMHfl 

■nam 

ftlHSWI    . 
|l*0Wt 

.nam 
hMsm 
ftmem 
;nam 
'-nam 
jnawri 


LOCHS 

ooinui      I0N0ST1 

SU1ISAA       .tONOBTl 


fttUSUM         MAYR.1 

•mavoi      wmi 

CISttOAB        yONTRHI 

*  «»i2oau      uomtrhi 
Mem 


WCHlOOt-tAO 

UngMMCOO,  IM.  »0S>1A  OJnmoOMA  0) 

U^MMCOO,  IM.  SOMMA  OunWT  MXXMA  O) 

MMPSAOODSl 

MPSAOOMI 

«WTT  3QQ9.IA  AdL  00S1 

MAWXBMAAXCOSI     „ 

■tmo»i»wccasi 

WOKS  MOMACCDSI 
IMM  CCOCm*  MQS4A0 


ftijioaesr   ™ 

ZQflOO^ROf 

WIUMfcl  ■ 

•soauiM 

wivsn 

1«MAB»' 

HJ0UU00 

IfjBOOjOOO 

tvisaooo 

2BJ]0OjD0O 

0MQO37 

"SUJOOMO  * 

,1*1  W« 

'  tfioofin 

loitaoW 

1SJBQJPD0 

luataooo  '1' 

•  10M»«M 

osooooot    * 

•  '  fflJMOJPO 

tsnytoao . 

,<jaattfoo ,. 

i2nwiaas 

'    BjRMjUO  ■ 

11020039    - 

'IOjBODuOOB 

IQflfOtttf 

'    SJQOQJOOII  •'' 

1WIV30M 

.I9JOU00 

03A9MO97  -.- 

moojoo 

ttiaaracof 

aajoedjow 

iinatton 

'■  tjmfloo* 

isnsaon 

1SAOO03O 

iittiaaas 

IBJWOjWO 

wtoou 

iiunoMo  ' 

ivungas 

■  TMQMtt  * 

IJFlSCRfi* 

1UDOU00 

OKffOOM 

lutaooo 

UflHOOS 

'1M)0400 

iMWh, 

■tfjoacooe 

nmaooT 

IOJBODMB 

IffljOOOjODO" 
tfljDOOPW  - 
0O3DJB0Q  . 


topoojoo  . 
tojnunO' 

.  fljDDUQO  . 


90O3UM0 


iijaoooao 


'IQuflOOjWB   - 

.tofiocum 

11JM.710 


■  t0J3OUNQ 


■Wfloojm 


mtsakm  mail 
r^mAAOB  raum 
nmttot 


csMmwr 

tsr^xwo  tcOAsn 

•srouuo  .  aooAon 

•SHTM1S  STACKOSt 


STAt 


mnuAot 
•nsfUAOs 
«mnjwt 
stistWao> 


Prim  ass  coo  w*i  in  prm  joom  a  q 
.  nrMA8scootoaMUf.pvmioot.iAci 

HM»  NMi  ODO  LM  300MAQWIR  «»»-U  Q 
Mm  Mw*  COO  UJ  W»1A  9WIH  *D»  IA  Q 
>4  A«*g  ODO  IM  UHUW  SOBUA  Q 
OC1IW  UOUAAl  0081 
SWKWI0OSMMCO8I 

s*a  com*  a«m»«  m  «of  uq 

SlKftlMpTAKlOOMAP) 

SM«  IM  0TMMM-1A  ") 

■TAKZOBUASCOSl 

Swmm  SM«  IM  tfUSTn  XOOMAt)' 

1AOBLWMOMA0 

TAMIMtCOMAO 


Tonva 

THMTT 
TRMTY 


vwnw 

VCHT0S1 
VHttOtt 


TM»  Ud  B0OS4A  (TABS  SOOSAA  Al) 
T0P0  SDOV1A  >  C0S1 
T«Mvi  coo  im  aoo«4A(ropa  *gO»4At) 
T **W  COO  IM  M0S4A  (TWO  tOOSOA  ■) 

1*^  coo.  uo  saoviA  tmtrt  sbaa.u  » 

1(M«COO,trasWMA(nMTY10aS>lAB) 

WMfcriCOOIOOUAO 

Vwfcri  COO  SOOt  1AQ 

\MK«eriCOOig6*.U0 

VMtDriOOOIMmS.10 

VW«alC0OIMSn».|Q 

VROOnOt-lAASCOBI 


diasQOol'. 

lojooapn 

ovataof 

8O00O90 

tcnun» 

.isjDoopn 

ten  woo* 

IOjEOQJMO 

tcnuoos 

.  tOjOOBOM 

OUOTQOOT 

'tOJBOOjODO 

onsoaoT  - 

WjBWiflOS 

lenUMOf  • 

.IjOOUHO 

i(tii09Ot, 

.  raooopoo 

OMBOOOr 

nooDon 

VUQtQOttt 

tsjuopoo 

■  OMSSXST, 

"IflJDOOBOQ 

11010038 

soqojdoo 

IliQtQOQS 

HMXRX00O 

'  ionuMO» 

'  SBOBjBbO 

•     WtfOMJ 

..-  tSAOQjDDO 

O|UM00t    . 

tajtB&nm 

OOnBOODS 

100000M 

imanoM 

s^Soeyaa 

unsaooi 

sjDOOon 

iBnuooi . 

tOOOOjQpO 

0D3SQ00I 

TfjfflWff 

oosBqaos' 

i*9j06&B05 

1U2VM0S 

tooojxo 

11Q1O0M.    , 

,*«XWBO 

oawcsor 

IQjOOOjOW 

ounwoas  . 

10000000 

1UQUZ00S:-' 

'CjOoOjDOO 

iuousxs 

SDOOADO 

03903007 

IDAOJpOO 

lortiaooi 

uoiooo 

toniaoor 

tfljDOQjOOO 

_100«aqp«j 

^isjoa^oop 

10MUO0 
UOOOMO 

woDtuno 


SOpOiUOQ 

loomon. 
lopnooo 
60CKWXB. 


-tsoaopao 


1QOD0JI00 
lOjOOOiXO 


to^oMioo 
tOOXUUO' 


SO00JDO9 

isonjDoO 
isAnoco- 


S!Mm4ti 

•VOS-MMOT 

twof' 

•«W.tW07 

n-MvOT) 

•WOt-iMM 

»«tr«r. 

_o«f  o« -mm  or] 

p^kMT 

•«»C4*MM9r 

SMMMt? 

st»af.Mwe? 

SMA»«r. 

•WOS'MmCV 

.  »<M»«r 

SMkOS-MM07 

ir-Mvor 

•WOI'MMC? 

7T4«^0T 

'  iW»i*MHor 

ST-MwOT- 

•M)0**M«0r 

ST4*»0r. 

•*#«••  Mar  of 

IHMt 

Itafigs-lMfOr 

IMMrOf 

'•M»M.MMOr 

af-tMOf 

■^  OS. MM  07 

*M**er 

•voatMaior 

ifMwor 

SW  01  .MM  07 

7T4M»0f ' 

•O0S-M.07 

'  fTMVlff' 

•mjM.MmW 

VMMNff' 

•vttf-MMor 

lf**«J 

•voo-mmot 

OTIfc>OT 

StpM*MMOf 

■  arJArOf 

I#M<Mr« 

1T»>0> 

»*oi>MMor 

StlAwOT 

OMiQI.Mwor 

'TNM0 

•*#OS>MMttf 

rMM«: 

•i«oi.MMor 

.  ITHMrOT  , 

•vot.MMor 

IT  Mm  OT 

OM>M*MM0r 

IMM« 

•WM'MmOT 

IF4to«l  . 

•    «M>M>MMSr 

<ST4M)r  . 

•wM.MMOf 

XT4»»01 

IwpOB.MMOT 

TT^IwOT 

•mdS>MMer 

ST4MT 

•wiOS-HWOT 

tMlfet4T 

sBN'iwn 

STMHiOr 

Sap«W.M*0? 

1T-MV4T 

*+t**Vm03 

»<MM<or 

CM>0S>MM0f 

xM*r-er 

Bwat.MMOt 

ST4**«T 

•MIOO.MMOT 

xrtmoT 

•woi.iMor 

lUwff 

*M«M.MM«7 

'  niAmm 

•MtM>MtfOT 

W-MmiOT 

'  Bm>0I-Mm07| 

2M*MSJ 

C*OI*M*C?'. 

XFM««7 

■^MJ.Mata 

XMta4T' 

»«»ol>Mjtar 

si^Awor 

swas.MM«7. 

S7MM0T  ' 

»MOS>MMOT 

sr^Hff 

.•woi-Mver 

TTMMTT 

•Vd'WOf 

3F*ta*r 

•VH-Wfl 

XMAvtf 

«VOB*MMOt. 

srM»ar 

'  •apatoMK'Of 

»vu»«r  ' 

Bm0S.MmO7 

Itymty 

•w  01  .mm  or 

ST-Mw«7 

•^M'MmOT 

t>4M«T 

•Mjof.Maror 

SM*r«T  ~ 

•MBi'MMOr 

IMknOT 

B«pOI>MjtOT 

ITMvOF. 

•apM'MMa 

-nJM4r 

•V  00. Mm  OT 

r-w»07 

Sm/«>MmOT  . 

-3TMw>flt 

**&•**  9? 

J3*meS 

hBOf.MMor  1 

n*m*ri  ■ 

•Mioo-MMor  J 

tMMHff   ' 

•MOO.MmOT 

•V4S»«f  - 

OMOt.HMOT 

Pig*  10  of  10 


PSI  QFR  GS0210 


ATTACHMENTS  ™* 


GOLDMAN  SACHS/LLOYD  BLANKFEIN 
RESPONSES  TO  SUPPLEMENTAL  QUESTIONS  FOR  THE  RECORD 

PSI  QFR  GS0211 


Footnote  Exhibits  -  Page  2461 


Date 


:29-Mar-07_ 
»Mar-<>7 
i-2jH\*ar-b7  ~ 

jZHJiaMff' 
r'2£Mar-07 

J3-Apr-07 
iJAprOT 

;53ipr;07  " 
'-3>Apr57''~ 

&Ap7o7*' 

[sMJaW 

i7-Sov-07'" 
•7-W0VO7 
;F-NovJD7 
74tovj07 
•7410^07  " 

"f-NOV;07^_ 

.•29JNcyj)7 
^ipNoy-of 

i2W*>vW 
Jil^'eWJa" 

i'vi-FeWM 
iWeoW 

:"lT-FeW)8 

ii'i-feiwja 

;2*Sari)8 
!'24^Mar^J8 
!24-M<r4B 
l244iar-<>8 
!2'^Mar^>B 
;24jMa£fJ8 


Cusip      I  Rtcti  Rating  I  moody  Rating  I  sp  Rating 


^30-Apr-06 
j^Aug-JM 

'%"&&.- 
;6-AugC8 

?S5ct-08~ 

reoa-oir 

iWto-OtP 
;il -Dec-OS 
'22-Apr^9" 
:22^09' 
"22-Apr;<»" 
■22-Apr-09 
.19^Aug-09 
.19-Aug-09 
4-Nov-09' 
.21-Oee-09~ 
•|mSJ07  " 

''SrMai-07~ 
'B-Mej-bjT' 

;8-Mar-£7~ 
iJrtar-07' 

?84iflar-07_ 
S-Mar-oV1" 

'2i*tor-07 

2¥*teM)7 
',2WrtaM>7" 
'29-Mar5)7 
;2VMar-07 


:03404PAAB 
!o34050AA2    "" 

>034050ACB  : 
WMOAFI^X 

.swdAGrr 

'.03WPAABT 
.Q34050AA2 
CO4050AB0 
034050AC8 
'W0S0Are_'7 
b34050AE4_  y_ 
03«50Afr  1* 
i03405uAG9  '' 
■034050ABQj:* 

.COWMAE'r  • 
;ra4050AM ' 
:034050AG|   7 
"6340SQA06 
0^05bAE4~J 

[iSwsdAFi"; 

■  034050AM  :,' 
i034MOAA22,: 
;0&W0AB0  (" 
'■034O5OACe") 
)i»WSDN06r* 

^byo50Afi"'  - 

:03405QAGT' ;' 

~,aJ4b50AB(F~' 

'.O34OS0AC8*'  ■ 
•634ffiiOAD6_"j:' 
■634050AE4T  v 
[ra4050AFl";_ 
*:0M^^9"V 

jwSsbABb"-' 

'o34056acT"; 


1 1  fitch  I  moody  jspl 


Deal  Noma 


.034050AA2  ,_ 
,.O34O5OAB0_"'' 
^050AC8   "• 

.03405QAA2",. 

.o&osoabcT/ 
•:o^k)50acb". 

,0~34050a]fT '  -' 
'  03405QAG9_ :' 
.rJM050AA2~J, 
'.034050AB0"", 
'■034050ACB"  ' 

.raibsdAbe  ' 

•aj4bS0AE4' 
b34050ABq_ 
/634050AC8  ';" 
'.034050Ai^  '■ 
".b34650AA2| 
J3UJAAAi'  . 
"l3i89AAB9"  . 
"■13189BAA9^ 

■  i:M89BAB7" 

'  13189BAC5"; 

,i3189BAD3~i 
;i31_89BAET"'i 
"•J3189BAF8  ". 

Y3i89BAG6"'. 

,13'i89AAAr  ; 
"\31B9AAB?~, 

,13'f89BAA9  . 
J3189BAB7  "', 
"13«9BAC5  ) 

■  13i89BAD3*  ■ 


.Anderson  Mezzanine  Funding  2007- 

^  :Andefson  Mezzanine  Fundjng  2007 -_ 

'Anderson  Mezzanine  Funding  2007- 

Anderson  Mezzanine  Funding  2007- 

•  Anderson  Mezzanine  Funding  2007- 

r  Anderson  Mezzanine  Funding  2007- 

^Andersqn  Mezzanine  Funding  2007- 

^Anderson  Mezzanine  Funding  2007- 

1  i  Anderson  Mezzanine  Funding  2007- 

1 ['Anderson  Mezzanine  Funding  2007' 

1  •Andersen  Mezzanine  Funding  2007- 

1  Anderson  Mezzanine  Funding  2007- 

i ;  Anderson  Mezzanine  Funding  2007- 

\  Anderson  Mezzanine  Fundhg J2007; 

1J. AndersonMezzanine  Fundjng  2007- 

liArtrjsrson  Mezzanine  Funding  2007- 

,  Andereon  MBZzanag  Fundhg  2007- 

;  Anderson  Mezzanine  Funding  2007- 

•Anderson  Mezzanine  Functog  2007- 

•Anderson  Mezzanine  Fundbig  2007- 

'Anderson  Mezzanine  Funding  2007- 

j  Anderson  Mezzanine  Funding  2007- 

1  Anderson  MazzanineFunCbig  2007- 

1' Anderson  Mezzanine  Funding  2007- 

1  Anderson  Mezzanine  Funding  2007- 

1  Anderson  Mezzanine  Funding  2007- 

-■(- * ~*  •    "»—  — 

1 ;  Anderson  Mezzanine  Funding  2007  - 

1  Anderson  Mezzanine  Funding  2007- 

1 ! Anderson  Mezzanine  Funding  2007- 

1  i  Anderson  Mezzanine  Fundjig  2007- 

1  Anderson  Mezzanine  Funding^007- 

1  Anderson  Mezzanine  Funding  2007- 

1  .Anderson  Mezzanine  Funding  2007- 

jAnderson  Mezzanine  Funding^2007- 

;  Anderson  Mezzanine  Funding  2007- 

^Anderson  Mezzanine  Funding  2007- 

'.  Anderson  Mezzanine  Funding  2007- 

{Anderson  Mezzanine  Funding  2007-^ 

(Anderson  Mezzanine  Funding  2007-_ 

JAndersOTjMezzan*»  Fundjng  2007-^ 

'      jAnderson  Mezzanine  Funding  2007- 

'    1  f Anderson  Mezzanir^Funding  2007- 

I  j Anderson  Mezzanine  Funding  2007- 

I I  Anderson  Mezzanine  Funding  2007- 
JIJAnderson  Mezzanine  Funding  2007- 

> Anderson  Mezzanine  Funding  2007- 
i  Anderson  Mezzanine  Funding  2007- 
^Anderson  Mezzanine  Funding  2007- 
i Anderson  Mezzanine  Funding  2007- 
:  Anderson  Mezzanine  Funding  2007- 
:  Anderson  Mezzanine  Funding  2007- 
;  Anderson  Mezzanine  Funding  2007; 
Anderson  Mezzanine  Funding  2007- 
'•  Anderson  Mezzanine  Funding  2007- 
■  Anderson  Mezzanine  Funding  2007- 

1  Anderson  Mezzanine  Funding  2007- 

1  "Anderson  Mezzanine  Funding  2007- 

1  Anderson  Mezzanine  Funding  2007- 
'  Anderson  Mezzanine  Funding  2007- 

1  tCamDer  7 

llCember  7 

irCarnbert         

VCamberf 


1 


tntex  Deal  Name  I   tntex  Tranche  Name 


;ANDMF071 

/.ANDMP07i 

"  ANDMF07T 

fANDMF07i 

.ANDMF071' 

~JtfmMF071 


J  Cember7 

1 'Camber  7 

1  [Camber  7 

1  ^Camber  7 

1  Camber  7 

Camber  7 

;Csmber  7 

C8mber7 


,Cember7 
:Camber"7 
Camber  7 


JANDMF071 
';ANi3MF071 

':MjpMF07V '_ 
'iANDMF071  " 

''.ANbMF07V 
.ANDMF071 

\  !ANDMF07") 

";ANDMF07i 
1ANDMF071 

'  lANDMFWi  " 
;ANDMF07'l  " 
:ANDMF071 
•ANDMFOir 
ANDMF071 
ANpMF071 
lANDMFbVl 

":ANDMF07\" 

;'andm"fo7i" 

"ANDMF071' 
"  '  ANOMFO/l 
'  !'ANpMF071 
'  ;ANDMF071  " 

:anomfo7\ 

iANDMF071 
'ANDMF071 
IANDMF071  ' 

an'dmfwV 

^ANOMF07V 
*^ANDMF071 

"andmfo'H 

k  JAWMF071", 

^:andmf67T 

"'liJJDMFbjl' 

'jANOmfotT 

//ANDMF072 
''\aNM*F071  ' 

'anSmfo7i* 
Tandmfoji" 

"   AN0MF07i_ 
'jANDMF07l' 
':ANDMF071 
;ANDMF071 
;ANDMF071 
'aNDMF07\ 
ANDMF071 
ANOMF071 
ANDMF071 
ANDMF071 
ANDMF071 
.ANDMF071' 
ANDMF071  _ 
"  '.ANDMF071 ' 
"~;CAMBER7 
(CAMBER7' 
^  .CAMBER7u" 
*    CAMBERr. 
"   CAMreR7" 
'•CAMBER7" 
"   :CAMBER7 
;CAMBER7 
'   CAMBER7 
CAMBER7 
CAMBER7 
,CAMBER7 
CAMBER7  " 
:CAMBER7 
CAMBER7 


:PREF 

A1A 
A1B- 
A2'  " 
•B 
C    " 
D 
•PREF 

C """ 

A1A 
A1B' 
A2 
•B 
C   " 


P. 

'A1A"" 

;aib" 

jA2" 

.b'  " 

c 

6 

A2 
■  B 

c 

.D 

s 

A1A 
A1B' 
,A2    _ 
B~    "_ 
C 
'.D 

;aia 
;aib 
'jSt' 
b" 

Zip  r»-. 

.aia""^ 
";aib  " 

""1."'  .*. 
"aia~_" 

""lAJB^  _' 
'  A2 "" 

.A1A 
:A_1B 

,c  " 

.0 

",s  ' 

A1A 

A1B 

A2 

B 

A1A 

aib' 

B 

'  ..s' 

E 
'  ,PREF 
.'.  s".. 

*,*? 

":A3 
"  b'  "" 
'c 
'd' 

!E   ■ 
PREF 

:S 
A1 
A2 

■A3  ' 
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Dais 


I      Cuslp      I  fitch  Rating  I  moody  Rating  Isp  Rating  Ifltehl  moody  i  op  j 


Deal  Name 


(max  Deal  Name  I   Intel  Tranche  Kama 


j.JO^ar-08 

(iwSar-Sf 
:4-Apr^ii" 

£££;<»' 

:4^pr-&T~ 

'S-jurvDo' 

>Jurv08~ 

|5-Jun-C8 

'SJurvOfT 

fi-JuWB 


fe-Aug-Os" 


W898AD3_" 
•EnSfflAElV 

,J31KIBAraj 

;13*189BAB7  _;' 

?3189BACf 

:i3ie9BA03 

•13189BAE1 

13J89BAF8_ 

13189BAG6" 

:f3189BAB7 

niMBACV 

M3i89BAD3 

13l"B9BJEl' 

ji31B9BAA9' 

}l3189BABfJ 

'.131B9B^5 

•TSlBSBApr' 

•'l3T89BAEr 


r*3_.. 

-Ba2 

•B3" 
Caa3 

V "  '" 

X  "' 
Ba2~' 
Caa1  _ 

;Caa2 

'Pa7. 
•.Al"~ 


Z'~L 


jZ3-Sepj08 

;2£sef>08 

.:2iSej><J8' 

j23^Seo-oi 

]»«ep-q8 

(9-6ec-08 

'.Wlei>08  " 

•&£ec-08j 

^WJec^ffl" 
M-Nov-69" 
:'iNmMJ9~ 

VMaf57 
,.54&Q7"~ 

:5-Maf-07" 

*2»Mar07 
r§Mter-07" 
'2w5lar5>7 
2»Mart>7° 
2wSar-67 
2^Mar07 
!VjNovJ07  _ 
.27-0'et>07* 
;27-Oe&6V 
zY6ec-07 
11-Jarv08 
it-JarnOS 
;11-Jarv08 
.■M-Jaivoa 
iW^eb-oV 
.lifeb^B 
.i^Fer>08'_ 
■  j?fel>08" 
;19£et>«f 
:2WVpr-08* 
I^ApV-Sf 


131B9BAFB_ 
M3189BAA9_ 
;j3i89BAB7"7. 
.13189BAC5" 
.13\89BAlif 

'  13189BAA?'" 
'.i3i89BAB7 
,  131898^5^ 

il3189BAEl"_] 
/iSVsTOACS"" 

13189*Ew£r 
_;13189BAE^ 
'i347203AA9 
':3472MAB7' 

347203AC5~ 

347203AD3 
'347203AE1^ 
;347202AAi":  " 
;34720»Ai~r^ 
•37re03AB7_^ 
!M72MACr'j""" 
■■3472d3Ab3  *; 

347203AEi    V" 
.3472TOAE1 
.347203AC5 

3472WJD3 
■  M7203AE1 
'347203AB7  ": 

347253AC5 
•3WZ03AD3 
)M7203AeV_  . 
.347203AA9     '.'"' 

347203AB7  "'" 
.OT203AC5  ':  ' 
}3472p3AD3_'. 
)347203AE1  "J' 
'_l3?7203*£7^'t ' 
"JwfoojACS   'f* 


"iCe" 
"c 
•c 


I 

Z'JL'IZ 

:ccc+ 

"x'cc-"' 
'  Vcc  " 


'Camber  7 

Camber  7 

CambejV 

Camber  7 

Camber  7 

'Camber  7  _ 

Camber  7 

Camber  7 

1 '      ;  Camber  7 " 

.    \  Camber  7 

i    1  Camber  7 

1 1  Camber  7 

{    ficamber7 

'■  ..J'£?''*er  7„ 

).    1'Camber7 

£"  1  Camber  7 

.»    1jCamber7_ 

;  Camber  7 

.Camber  7 

'Camber  7_ 

Camber  7 

.Camber  7 

:Camber_7_ 

'Camber  7 

Camber  7 

.Camber7 

J  Camber  7 

i  Camber  7 

Camber  7 

1;  Camber  r 

1 'Camber  7 

VCan*er7_ 

1  !  Camber  7 

1  Camber  7 

.Camber  7 


.  „  ..  & 


jNR 

cc' 
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r    l;Point  Pleasanl  Funding  2007-1 
'.     1;foWPieasantFun(&ig  2007-1 
' '.  "ijPoint  Pleasant  Funding  2007-i^ 
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■TIMBWT ]_~|B_"77 

TIMBWi'        _  ~,C 
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; jtMBWt        77     82  ' 

TIMBWi         ~"  ^AIB 

TIMBW1  '    '  A1C 

TIMBWI  ,A1D 

TIMBWI  ,A2 

TIMBWI  B 

tiMBVVI  C 

TIMBWI  ,D 

TIMBWI    y  _'S2 

TJMBwi    "'"        ~,A\A~  ' 

TIMBWI        '"  ";AiB 

TTMBwi        "   "*A1C 
'  TJMBWi"  >iD 

;tlMBW ,A2'  * 
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TIMBWI  iSI 
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•3-Apr-07     J  88714PAG1 
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!  7"*JOT^L  -'tW^PACO 
!i*W!Z_  -B3714PADB 
T-Nov.ot7''BB714PJ«' 
'J-Nm-CJ"  M7i~4PAF3 
•7-Nov<J7  ~.8S714PAG1 
T^tov-OT  "  '887i_4PAH9 
•7^jo^07  "  •BSTUP/ds 
,li**»??  "•887l"4PA«' 
'^Wto^T  S87J4PAB2 
^25*to-08  ":B8714PAC0' 
I  »*i^>8 " ;.  8871 4PAD8 

25^ar08";''»7i7'»P^, 
v2SJtar48"'..8B714PAra' 


:~f 


JAA_ 

tA 

BBB 
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3^-Ma;  j» "'8871 4PAD8  ' 
:3T-Mar;08  ,88714PAE6 
'■31  jMar4»"  B8714PAF3' 
,'3lSar^  ■887i4PAG1 
■  3'l^^iB8714'PAH9 
J3l^aii§_i88715PAJ57 
:  31^ManQ8  JB8714PAK2' 
:55ilay^  SBB7i4PM2^ 
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Confidential  Treatment  Requested  by  Goldman  Sachs 

LB  l(b)(ii):  In  the  provided  spreadsheet,  please  explain  the  "1"  notations  under  the 
S&P  and  Moody's  columns. 

The  transactions  identified  in  Question  1  (b)(ii)  posed  to  Mr.  Blankfein  were  rated  by 
either  Moody's  or  S&P.  The  "1"  notation  in  the  "moody"  and  "sp"  columns  in  GS  MBS 
0000038828  identifies  whether  Moody's  or  S&P  provided  a  rating.  The  actual  ratings  provided 
by  Moody's  or  S&P  are  identified  in  the  columns  titled  "moody  Rating"  or  "sp  Rating." 
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GS  Deals  Issued  &  Underwritten    ..:■*•%; 

vBv'v"':  ;  '-■  .  ••'" 

•     .   '^-p'i 

•"V"  .     .„<--' 

■-'.V 

Original  Rating 

Bloomberg  Deal  Name 

Index  Deal 
Name 

Tranche  Name 

CUSIP 

Tranche  Description 

Original  Balance 

Fitch 

Moody 

SP 

Deal  Closing  Date 

Deal  Type 

ANOY2007-1AA1A 
ANDY2007-1AA1B 
ANDY2007-1AA2 
ANDV  2007-LA  8 
ANDY20O7-1AC 
ANDY  2007-1A  D 
ANDY  2007-1A  INC 
ANDY2007-1AS 
CAMBR  7AA1 
CAMBR7AA2 
CAMBR  7A  A3 
CAMBR  7A  8 
CAMBR  7AC 
CAMBR  7A  D 
CAMBR  7A  E 
CAMBR  7A  INC 
CAMBR  7AS 
FORTO2007-1AA1 
FORTO2007-1AA2A 
FORTO  2007- 1AA2B 
FORTO  2007-1A  B 
FORTO  2O07-1AC 
FORTO  2O07-1A  INC 
FORTO  2007-1AS 
HUDMZ2006-1AAB 
HUOMZ2006-1AAF 
HUDMZ2006-1AB 
HUOMZ2006-1AC 
HUDMZ2006-1A0 
HUDMZ2006-1AE 
HUDMZ2006-1AINC 
HUDMZ2006-1AS 
HUDMZ2006-1A 
HU0MZ2006-2AA1 
HUDMZ2006-2AA2 
HU0MZ2006-2AB 
HUDMZ2006-2AC 
HUOMZ2006-2AD 
HU0MZ2OOG-2AE 
HUDMZ2006-2AINC 
HUDMZ2006-2AS 
PTPLS  2007-1AA1 
PTPLS  2007-1AA2 
PTPLS  20O7-1AB 
PTP15  2007-1AC 
PTPLS  20O7-1A  D 
PTPLS  2007-1A  INC 
PTPLS2007-1AS 
PTPLS  20O7-IA 
TWOLF2007-1AA1A 
TWOLF  2O07-1A  A1B 
TWOLF  2007-1AA1C 
TWOIF  2Q07-1A  AID 
TWOLF  20O7-1AA2 
TWOLF  2007-1A  B 
TWOIF  2007-1AC 


ANDMF071 

A1A 

AN0MF071 

A1B 

ANDMF071 

A2 

ANDMF071 

B 

ANDMF071 

C 

ANDMF071 

D 

ANDMF071 

PREF 

ANDMF071 

S 

CAMBER7 

Al 

CAMBER7 

A2 

CAMBER7 

A3 

CAMBER7 

8 

CAMBER7 

C 

CAMBER? 

0 

CAMBER7 

E 

CAMBER7 

PREF 

CAMBER? 

S 

FTOEN 

Al 

FTDEN 

A2A 

FTDEN 

A2B 

FTOEN 

B 

FTDEN 

C 

FTDEN 

INCOME 

FTDEN 

S 

HUDSM061 

AB 

HUOSM061 

AF 

HUD5M061 

B 

HUDSM061 

C 

HUDSM061 

D 

HUDSM0S1 

E 

HUDSM061 

PREF 

HUDSM061 

S 

HUOSM061 

SPR_SNR 

HUDSM062 

Al 

MUDSM062 

A2 

HUDSM062 

B 

HUDSM082 

C 

HU0SM062 

0 

HUDSM062 

E 

HUDSM062 

PREF 

HUDSM062 

S 

PTPL071 

Al 

PTPL071 

A2 

PTP1071 

B 

PTPL071 

C 

PTPL071 

0 

PTP1071 

PREF 

PTP1071 

S 

PTPL071 

SPR.SNR 

TIMBW1 

A1A 

TIMBW1 

A1B 

TIMBW1 

A1C 

TIMBW1 

AID 

TIMBW1 

A2 

TIMBW1 

8 

TIMBW1 

C 

034050AB0 

MEZ.FIT 

0340SOAC8 

MEZ.FLT 

0340SOA06 

MEZ.FLT 

034050AE4 

MEZ.FLT 

034050AF1 

MEZ.FLT 

034050AG9 

MEZ.FLT 

03404PAA8 

JUN.SUB 

O34050AA2 

SEN.FLT 

13189BAB7 

MEZ.FLT 

13169BAC5 

MEZ.FLT 

131S9BAD3 

MEZ_FIT 

13189BAE1 

MEZ.FLT 

13189BAF8 

MEZ_FLT 

13189BAG6 

MEZ_FLT 

13189AAA1 

MEZ_FIT 

131S9AAB9 

JUN.SUB 

13189BAA9 

SEN_FLT 

347203AB7 

SEN.FLT 

347203ACS 

SEN_aT 

347203AD3 

SEN.FLT 

347203AE1 

MEZ.FLT 

FTD9KET10 

MEZ.FLT 

347202AA1 

JUN.SUB 

347203AA9 

SEN_FLT 

443S60ACS 

MEZ.FLT 

443860AB7 

MEZ.FLT 

443860AD3 

MEZ.FLT 

443860AE1 

MEZ.FLT 

443860AF8 

MEZ.FLT 

443860AG6 

MEZ_FLT 

44386PAA4 

JUN.SUB 

4438G0AA9 

SEN.FLT 

HU0QB7ZC0 

MEZ.FLT 

44386OAB0 

MEZ.FLT 

44386QAC8 

MEZ.FLT 

44386QAD6 

MEZ.FLT 

44386QAE4 

MEZ.FLT 

44386QAF1 

MEZ.FLT 

44386NAC5 

MEZ.FLT 

44386NAA9 

JUN.SUB 

44386QAAZ 

SEN.FLT 

730S94AB4 

MEZ.FLT 

730594AC2 

MEZ.FLT 

730594AD0 

MEZ.FLT 

730594AE8 

MEZ.FLT 

730S91AA2 

MEZ.FIT 

730591ABO 

JUN.SUB 

730S94AA6 

SEN.FLT 

PTPIX9YC0 

SEN.FLT 

88714PAB2 

MEZ.FLT 

88714PAC0 

MEZ.FLT 

8B714PAD8 

MEZ.FLT 

88714PAE6 

MEZ.FLT 

88714PAF3 

MEZ.FLT 

88714PAG1 

MEZ.FLT 

88714PAH9 

MEZ.FLT 

130.000.000 

NA 

An 

AAA 

53,000.000 

NA 

Aaa 

AAA 

30,500,000 

NA 

Am 

AAA 

42,700.000 

NA 

All 

AA 

16,77S,000 

NA 

A2 

A 

11,090.000 

NA 

Baa  2 

BBB 

20,935,000 

NA 

NR 

NR 

2,490,000 

NA 

Aaa 

AAA 

485.000,000 

NA 

Aaa 

AAA 

100,000,000 

NA 

Aaa 

AAA 

72.000.000 

NA 

Aaa 

AAA 

81,000.000 

NA 

Aa2 

AA 

78.300,000 

NA 

A2 

A 

45,450,000 

NA 

Baa2 

BBB 

11,250,000 

NA 

Bal 

BB+ 

27,000,000 

NA 

NR 

NR 

15.500,000 

NA 

Aaa 

AAA 

225,000.000 

NA 

Aaa 

AAA 

60.000.000 

NA 

Aaa 

AAA 

80,000,000 

NA 

Aaa 

AAA 

41,000,000 

NA 

Aa2 

AA 

64,000,000 

NA 

NA 

NA 

30,000,000 

NA 

NR 

NA 

5,300,000 

NA 

Aaa 

AAA 

120,000,000 

NA 

Aaa 

AAA 

110.000,000 

NA 

Aaa 

AAA 

230,000,000 

NA 

Aa2 

AA 

170,000.000 

NA 

A2 

A 

84,000,000 

NA 

Baa2 

BBB 

26,000,000 

NA 

Bal 

BB» 

60,000,000 

NA 

NA 

NR 

37.000.000 

NA 

Aaa 

AAA 

1,200.000.000 

NA 

NA 

NA 

240.000,000 

NA 

Aaa 

AAA 

46,000.000 

NA 

Aaa 

AAA 

56.000.000 

NA 

Aa2 

AA* 

20.000.000 

NA 

A2 

At 

18.000.000 

NA 

Baal 

BBB* 

4,000,000 

NA 

6l«3 

BBB- 

16,000.000 

NA 

NR 

NR 

7.900,000 

NA 

Aaa 

AAA 

254,930.000 

NA 

Aaa 

AAA 

170,000,000 

NA 

Aaa 

AAA 

100.000,000 

NA 

Aa2 

AA 

28,000,000 

NA 

A2 

A 

32.000.000 

NA 

Baa2 

BBB 

20,170,000 

NA 

NA 

NR 

6,000,000 

NA 

Aaa 

AAA 

403,400,000 

NA 

NA 

NA 

100.000.000 

NA 

Aaa 

AAA 

200,000.000 

NA 

Aaa 

AAA 

100,000.000 

NA 

Aaa 

AAA 

100,000.000 

NA 

Aaa 

AAA 

3OS.O0O.O0O 

NA 

Aaa 

AAA 

107.000,000 

NA 

Aa2 

AA 

36,000.000 

NA 

A2 

A 

20-Mer-07  COO 
20-MBI--07  CDO 
20-Mer-07  CDO 
ZO-Mor-07  COO 
20-Mar-07  CDO 
20-M8CO7  COO 
20-Mar-O?  COO 
20-Mar-O?  COO 
2B-F86-07  COO 
2B.FBWJ7  CDO 
28-Feb-07  COO 
28-Feb-07  CDO 
28-Feb-07  COO 
26-FothO?  COO 
28-FSO-07  CDO 
2B-FOD-07  CDO 
28-Fet>-07  COO 
14-Fet>-07  COO 
14-FOO-07  CDO 
14-FOD.07  CDO 
14.Feb.Q7  COO 
14.FSW37  COO 
14-FeW>7  COO 
14-FeWT7  COO 
5-080-08  COO 

e-oecoe  cdo 
3-oeooe  CDO 
5-Dec-OSCOO 
S-Doc-06  CDO 
5438C-O8C0O 

s-ooiMjecoo 

S-Dec-06  CDO 

S-Ouc-OBCDO 

8-Feb-07  CDO 

B-Fsb-O?  CDO 

B-Feb-07  COO 

8rFeb-07  COO 

B-Fob«7  COO 

8-F6b-07  CDO 

B.Feb-07  CDO 

8-Feb-07  COO 

18-Apr-07  COO 

18-Apr-07  COO 

1B-Apr-07  CDO 

IB-Apr-07  CDO 

18^Apr-07  COO 

■\e-Afir-07  CDO 

1B-Apr-07  COO 

18^Vpr^>7  CDO 

27.MeM)7  COO 

27-Mar4)7  CDO 

27-Mar4)7  COO 

27.MaM)7  CDO 

Z7-MW-07  COO 

27.Mer.07  CDO 

2?-Mer-07  COO 
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GS  D6als  IssUeci  &  Underwritten 
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Original  Rating 

Bloomberg  Deal  Name 

Index  Deal 
Name 

Tranche  Name 

CUSIP 

Tranche  Description 

Original  Balance 

Fitch 

Moody 

SP 

Deal  Closing  Date  Deal  Type 

TWOIF2007-1AD 

TIMBW1 

0 

TWOIF  2007-1A  INC 

T1M8W1 

PREF 

TWOIF  2007-1A  SI 

TIMBW1 

SI 

TWOIF  2007-lA  S2 

TIMBW1 

52 

88714PAIS 

MEZ_FIT 

88714NAA9 

JUN_SUB 

88714PAA4 

SEN.FIT 

8S714PAK2 

MEZ_fLT 

30.000,000 

NA 

Ba> 

22,000.000 

NA 

NR 

5,000,000 

NA 

Ao« 

8.300.000 

NA 

Am 

27-Mer-O?  COO 
27-MaM>7  COO 
27-Mor-07  CDO 
27-M0T-07  COO 
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GOLDMAN  SACHS/LLOYD  BLANKFEIN 
RESPONSES  TO  SUPPLEMENTAL  QUESTIONS  FOR  THE  RECORD 
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ScMuto  of  tmoton  to  ABS/RUBS  COOt 
(Stnnnasni) 


~1    |*  "bm       }  Pria  |    QrigBiiFtt*   |  Trad*  55 1  6<a3»  Qt5»  J  ' 


RafcTtlai 


tndwtnf(scj 


Andmoa  Mszzww 


2007-1.  LU.  AW 

AW 
'  .MA 
-AW 
AW 
AW 
.     AW 
AW 
A1B 
A1B 
"  AI 
A2 
A2 
B 

e 
c 
c 

.     D 


CaabwTpfc 


.AI 

A2 
'.AI 
"A| 

AI 


B 
B 

C 

c 

c 
c 
c 
c 
c 
,c 
o 

0 
D 
0 
0 
D 
•0 
0 
•'.E 
■  E 
E 


KM 

»» 

72JO 
TIM 

TUB 

nsc 
saw 

100.00 

ens 

W0.00- 

*U«° 
0123 

km 

osjo 
looxo 

SZM 
M0.00 
10121 

tau» 

100  JO 


100.00 
100.00 

loaoo 

100.00 
100.00 
100.00 

10000 

•MS- 

100.00 
100.00 

10000 
loaoo 

100.00 
100.00 
100.00 
100.00 
109.00 
100.00 
100.00 
100.00 
100.00 
100.00 
100.00 
100.00 

loaoo 

10000 
10000 
100.00 
100.00 
100.00 
10O00 

moo 

tuo 

IOOjOO 
100.00 
100.00. 

m.a 

tUS 

100.00 
100.00 
41.00 

100.00 


5  ;  10/10/2007,  W1SOD07  C996& ktstat&xmi fvmKul  &mk*i  U s. 

11/70007;  11/1SO007  C^ttri  Imcoitfzml  Ffeuncal  6*ntcn  UfT 

8/7(2007  j  VKO007  Ej»  (vol 

•no/2007!  W14S007  EgeCnU 

annoor1  oruaoo?  EiosCwiBi 

•040007:  IO/U2007  BgnC^UI 

11/70007:  11/150007  laps  And  Utnottntftf  LTD 

ITOOOOT-  1/20O007  Re&M 

4OO007'  410/2007  BmScWUt 

vq«07  sooooo?  rom 

1O0O007.  1010007  MoomiinHimaMalOc 

WlOOOTi  1OSO007  PIMCO 

1OBO007'  1OS0007  Precffim  MMtei?  Qrk?.  Ine 

1O0O007'  1Q1O007  Uawyjum  WUmBtaU  toe 

1/12O0071  1O0O007  ROM 

1010007;  1/2SO007  OnfaDOCvinnmnlP 

1/T2O0071  1000007  RfttnM) 

M2O007  1/20O007  GSCP(NJ)LP 

1/120007)  1000007  aoM 

4*110007!  a/ubcot  Mature. 


^managemento/vi 

!A«l15U.1iri MVE 


5  i 
1  ■ 
2' 

1 : 

M  ' 
01  \ 
2 

$1 : 

is  1 
•s : 


EBSHE:S£;  age  2473 


120 

1QSO007 

SO 

1050007 

5 

V25O007 

20 

U2SO007 

25 

V2SO007 

7 

V2SOW7 

10 

U25O007 

20 

1OSO007 

IS 

U2SO007 

s 

1/2SO007 

10 

1090007 ! 

2000007 


I  I     U2S/2007' 


12 


U2SO007.  2OSO007 

IO5OOO7'  27280007 

1O5O007!  2080007 

1050007  2O8O007 

1O5O007  2OIO007 

1050007  2/2SO007 

1050007  2010007 

1050007  2OIO007 

1O5O007I  2000007 

1050007  2OIO007 

1OSO007:  2/2SO007 

1O5O007.  2080007 

IO5O007  2010007 

U25O007.  2OSO007 

V25O007r  2OBO007 


to)     1O5I2007 


1O5O007 

1OSOD07 

V25O007 

V25O007 

1O5O007 

1O5O007 

1O5O007       2010001 

1050007       2OSO007 

&fl0O007|    6/1SO007 

1OSO007!     2OBO007 

2000007      2O0O007 

5/10/200?     snsooor 

1OSO007|     2060007 
BSOOOTl     2O8O007 


INVESTMENT  ADVISOR 

INSURANCE  CARRIERS 

FINANCIAL  SERVICES 
MVESTUEHT  ADVISOR 
HVESTMENT  ADVISOR 
fWANOAL  SERVICES 

INVESTMENT  ADVISOR 

DIVESTMENT  ADVISOR 


INVESTMENT  ADVISOR 


securitt 1 commoo  brk/dealer 
commercial  banks 
financial  services 
investment advisor 
commercial  banx8 
coumercul  banks 
investment  advisor 
commercial  banks 
investment  advisor 
investment  advisor 

BANKS 

BACXED-ABS 

ADVISOR 
FINANCIAL  SERVICES 
DIVESTMENT  ADVISOR 
HVES1MEHT  ADVISOR 
PRIVATE  DIVESTMENT  VEKCU8 
COMMERCIAL  BANKS 
SECURITY  t  COMMOO  BRK/DEALER 
SECURITY  1  COUUOD  BRK/OEALER 
MVESTUEHT  ADVISOR 
COMMERCIAL  BANKS 
INVESTMENT  ADVISOR 
SECURITY  1  COUUOD  BRIUOEALER 
INVESTMENT  ADVISOR 
COMMERCIAL  BANKS 

SECURITY  (  COUUOD  BRK/DEALER 
INVESTMENT  ADVISOR 
INVESTMENT  ADVISOR 
INVESTMENT  ADVISOR 
INVESTMENT  ADVISOR 
INVESTMENT  ADVISOR 
INVESTMENT  ADVISOR 
SECURITY  1  COMMOO  BRXIDEALER 
MVESTMEMT  ADVISOR 
INVESTMENT  ADVISOR 
SECURITY  I  COMMOO  BRKAXALER 

IMERCIAL  BANKS 
SECURITY  1  COMMOO  BRK/DEALER 

INVESTMENT  ADVISOR 


E 
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scMufe  oi  bnxsn  m  ass/RKB*  cod 

I*  to  mr/Bona) 


Fort  Daniaon  Funding,  Ltd. 


commercial  bahxs 
commercial  banks 
investment  advisor 


•/VESTMENT  ADVISOR 
SECURITY 1 COMMOD  BRK/DEALER 
ScCtfuTT  t  COMMOD  BRXIOEALER 


M£'Pciyu24/4 


INVESTMENT  AOVBOR 
COMMERCIAL  BANKS 

wvEsnisn  aovsor 


Hudson  Itezzanhi  Findaig  2D0S- 1. 


95  tinsoooai 
a.  lonsaooa, 
« :  tsosoao: 
is :  laosooos- 

20  .  10/25/2000. 

«s ,  tonsaono. 
as;  icasjsoe' 
to;  lossooce" 
s'  loosooos! 

10  •  10/25/2908' 
14  '     VTU290T 

to  •  toosoooe" 
is  i  ii/taanej 


2(140007  i 
1005/2000' 


0 
St.Swp 


10.00. 

09.04 
8O.04' 
09.04 
•UJ 
100.00 

uso 

1O&O0 
100.00 
8500 
to  00 

85  X 
•100 

«s.«o 

•500 
•011 
9300 
100  00 
100  00 
100.00 
10000 
100.00 
100.00 
100.X 
100.00 
100.00 
0.00 


1O/2SI20OS 
10/2S/2D0S 

io/zs/2ooa 

8/8/2X7 
7  I     1UW20OS: 

3  I  1Q/1OOO90| 

4  !  1025/2000' 

5  |     1O5O007I 
55  •  .10/250006' 

ii !  lOOMooe' 

11  '  10OSO990' 
2  '   10/25/2090 


•  I  1200008 
5  .  10O5O0O8. 
1  Ul/2997 

4  4/15/2097 
10  10050905. 
10/20/2990 
1200000 
19O5O00S 
12O9O008 
12O9O008 

un5/20oa 

V10O0O7 
1/100007 
2/15O0O7: 
12/1500081 

100500051 

toosooosj 

1J00  i     12/50006 ' 


s 

10 

2 
1 
2 
0 
0 
1  • 

0  ■ 

1  i 
10  ; 


12150000  nsmtMsMbiBMlttad 
12/5OQ05  PitaBtao  AAAHry  Group.  Inc. 
12/5/2000  RaftnodTraslM 
12/5/2000  OSCCPOWlJahuusa 
UB09M  UBS  AC 

12/50995  Chnft  Train  AMunUC 
12/50000  FMor  BacurUn  BV 
12/SO008  HoOtOUUtCvU 
12/5O00B  Prfcrotajn  Advisory  Group,  inc. 
12/50000  Rftatwo 

12IBO000  Sacurcy  Banoftl  Mrltinl  Hofcfino  Company 
12/50995  SdMClptllPonnmUP 
12/50000  Iran  Company  ol  0a>  Won  fTCW) 
1/17/2007  Traa  Company  oi  ear  Wast  fTCWJ 
12/50000  Vandorta  Capsat  Advison.  LLC 
12O2Q000  CoRVnafZbankAG 
2/20/2007  OOonRaad 
12/5O00S  GSC  Group 
12/5OO00  PrtaoatOB  Advisory  Oreup.  Inc. 
12/50099  Ritaaiad 
12/5/2999  Forth  Bank 
8/11O007  Omyirof  CaptjSPaitnsriU' 
1Z/5/2000  G5CP(NJ)  LP 
12/50000  OSCP(NJ)LP 
12I5O099  mttdlSA 

4/4O007  Marinal  Inwamnant  Oioup 
12/50999  Renew! 

12/5O0OS  DpuaTrcCraulPwtnaflUX 
12/50009  Ratsinad 

12(50095  Tnisl  Control  of  bio  VArtfTCW) 
12/70008  Ratsinad 
12/5O000  Baar  Staama  Comparwa.  BK 

1/4O007  ColonjalBancGroup 
4/10O007  OOonRaad 
12/50000  aayangCopUinvMnlP 
12/5/2008  Marina/  tenAKtmns  Group 
12/SO005  Caigreup.  Inc. 
12/50006  Trod  Company  ottha  Wast  fTCW, 

1/4O007  GSCOOWWanouaa 

U4O007  OSCDOWaranoura 
12000999  tux  Bay  COO  Warahouaa 
1/18/2007  Hoot  Bay  COO  Warahoua 

2/2/2007  HodBayCOOWarahotna 
2O1O007  HoutBayCOOWarahouw 
12O9OD05  Hudson  COO  Vrkrctiouss 
12/5/2006  UBUInc 
12I5O000  Ratsawd 
12(50009  Morgan  Stardav5  Co 


INVESTMENT  AOVBOR 
INVESTMENT  ADVISOR 
COMMERCIAL  BANKS 
DIVESTMENT  AOVBOR 
MORTGAGE  BANK 


COMMERCIAL  BANKS 
DIVESTMENT  ADVISOR 
rTNANOAL  SERVICES 
PRIVATE  INVESTMENT  VEHCLEg 
INVESTMENT  ADVISOR 

INSURANCE  CARRIERS 
INVESTMENT  ADVISOR 
FINANCIAL  SERVICES 
FWANCIAL  SERVICES 
INVESTMENT  ADVISOR 
COMMERCIAL  BANKS 
INVESTMENT  ADVISOR 


INVESTMENT  ADVISOR 

COMMERCIAL  BANKS 
INVESTMENT  ADVISOR 
INVESTMENT  ADVISOR 
INVESTMENT  ADVISOR 

COMMERCIAL  BANKS 
FINANCIAL  SERVICES 

INVESTMENT  ADVISOR 

FINANCIAL  SERVICES 
SECURITY  8  COMMOD  8RK/0EALER 
INVESTMENT  ADVISOR 
COMMERCIAL  BANKS 
INVESTMENT  ADVISOR 
INVESTMENT  ADVISOR 
FINANCIAL  SERVICES 
INVESTMENT  ADVISOR 
FINANCIAL  SERVICES 
AaaofBackae^ABCP 

ASSET  BACKED-COO 
ASSET  BACKEDCOO 
ASSET  BACKED-COO 
ASSET  BACKED-COO 
ASSET  BACKED-COO 
INVESTMENT  ADVISOR 

SECURITY  8  COMMOD  BRK/OSALER 
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Schedule  of  Gross  Cred 


Deal 


"I  I       Class       }   Price  I  Original  Feed  Trade  Oatel  Settle  Date  I 


Risk  TaKer 


Industry  (SIC) 


Ema  Name 


I      Gross  Credll  %• 


Anderson  Mezzanine  Funding  2007-1,  Ltd. 


Camber  7  pic 


A1A 
A1A 
A1A 
A1A 
A1A 
A1A 
A1A 
A1B 
A2 
A2 
A2 
8 
C 
D 
J 


75.50 
50.00 
72.50 
72.50 
72.50 
72.50 
50.00 
97.39 
96.54 
98.23 
97.24 
95.50 
92.38 
10851 
100.00 


5    10/1072007 

10      11/7/2007 

5        9/7/2007 

1  9/1072007 

2  9/12/2007 

3  8/24/200? 
14      11/7/2007 

2  4/3/2007 
37202007 
3/21/2007 
3/28/2007 
3/20/2007 
3/21/2007. 
371272007 
4/13/2007 


10/15/2007 

11/15/2007 

9/14/2007 

9/14/2007 

9/18/2007 

10/1/2007 

11/15/2007 

4/9/2007 
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Income  Notes 

100.00 
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2080007 

Income  Notes 

48.00 
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100.00' 
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MANAGEMENT  INVESTMENT  FUNDS 
AssetBacked-ABCP 
AssetBacked-ABCP 
AssetBacked-ABCP. 
AssetBacked-ABCP 
INVESTMENT  ADVISOR 
INSURANCE  CARRIERS 
FINANCIAL  SERVICES 
INVESTMENT  ADVISOR 
INVESTMENT  ADVISOR 
FINANCIAL  SERVICES 
INVESTMENT  ADVISOR 
INVESTMENT  ADVISOR 
INVESTMENT  ADVISPR. 


SECURITY  &  COMMOD  BRK/DEALER 
COMMERCIAL  BANKS 
FINANCIAL  SERVICES 
INVESTMENT  ADVISOR 
COMMERCIAL  BANKS 
COMMERCIAL  BANKS 
INVESTMENT  ADVISOR 
COMMERCIAL  BANKS 
INVESTMENT  ADVISOR 
INVESTMENT  ADVISOR 
COMMERCIAL  BANKS 
ASSET  BACKED-ABS 
INVESTMENT  ADVISOR 
FINANCIAL  SERVICES 
INVESTMENT  ADVISOR 
INVESTMENT  ADVISOR 
PRIVATE  INVESTMENT  VEHICLES 
COMMERCIAL  BANKS 
SECURITY  &  COMMOD  BRK/DEALER 
SECURITY  &  COMMOD  BRK/DEALER 
INVESTMENT  ADVISOR 
COMMERCIAL  BANKS 
INVESTMENT  ADVISOR 
SECURITY  &  COMMOD  BRK/DEALER 
INVESTMENT  ADVISOR 
COMMERCIAL  BANKS 
SECURITY  &  COMMOD  BRK/DEALER 
INVESTMENT  ADVISOR 
INVESTMENT  ADVISOR 
INVESTMENT  ADVISOR 
INVESTMENT  ADVISOR 
INVESTMENT  ADVISOR 
INVESTMENT  ADVISOR 
SECURITY  ft.  COMMOD  BRK/DEALER 
INVESTMENT  ADVISOR 
INVESTMENT  ADVISOR 
SECURITY  8.  COMMOD  BRK/DEALER 
COMMERCIAL  BANKS 
SECURITY  ft.  COMMOD  BRK/DEALER 
INVESTMENT  AQVISQR, 


*  TRUSTS  Coder,  Leor 

&  TRUSTS  Coder.  Leor 

Andersen,  Alexander 
Andersen,  Alexander 
Andersen,  Alexander 
Andersen.  Alexander 
Cedar,  Leor 
Gllllgan,  Brendan 
Gllllgan,  Brendan 
Logglns,  Dick 
Fertel-Kramer/Phllllps 
Gllllgan,  Brendan 
Martin,  Nicole 
Willing,  Curtis 
Davllman.  And 


2.5% 
2.0% 
2.0% 
0.0% 
0.0% 
2.0% 
2.0% 
1.0% 
1.5% 
1.5% 
1.5% 
1.5% 
2.5% 
0.0% 
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Schedule  of  Gross  Crod 


Oeal 

1  I       Class      I   Price  1 

Original  Face]  Trade  Dalai  Settle  Date  I                                  Risk  Taker 

i                             Industry  (SIC)                ^ 

Fori  Oenl9on  Funding.  Ltd. 

.  A1                       08.79 

225      1/12/2007 

2/14O007»M 
2/1 4O007  *■ 

■     COMMERCIAL  BANKS                               1 

H  -0.1% 

A2A                  100.00 

80      1/10/2007 

1     COMMERCIAL  BANKS                               1 

1 "  0.1% 

•       A2B                       100 

60  .    1/10/2007 

2/14O007  rfl 

I;  COMMERCIAL  BANKS                             1 

■  0.2% 

A2B                   100.00 

15      1/10/2007 

2/14O007  H 

1     INVESTMENT  ADVISOR                             1 

^^^H    0.2% 

A2B                  100.00 

5      1/10/2007 

2/14O007  VH 
2/14O007  « 

I     INVESTMENT  ADVISOR                             1 

■    0.0% 

B                       100.00 

4  '    1/10/2007 

1     SECURITY  4  COMMOD  BRK/DEALER      1 

H  0.3% 

B                       100.00' 

10        2/8/2007 

2/15/2007  cH 

1     SECURITY  &  COMMOD  BRK/DEALER      1 

I  0.3% 

B                       100.00 

20      1/10/2007 

2/14O007  vH 

1     INVESTMENT  ADVISOR                             1 

■  0.3% 

C  Loan              100.00; 

64      1/10/2007 

2/140007  jM 

1     COMMERCIAL  BANKS                                I 

Income  Notes  100.0o' 

17      1/10/2007 

?;-|  4/7007  *JJHl 

V      INVESTMENT  ADVISOR                               1 

■  10.0% 

Hudson  Mezzanine  Funding  2006-1 ,  Ltd.         AB                    100.00 

10  1 10/25/2008 

12/50008  Church  Tavern  Advisors  LLC 

1 NVESTMENT  ADVISOR 

Reich,  Spencer 

0.4% 

AB                    100.00 

10    10/25/2008 

12/50008  Citigroup,  Inc. 

INVESTMENT  ADVISOR 

WBIdmen/Mutter 

0.4% 

AB                  ■  100.00 

80    10725/2008 

12/50006  National  Australia  Bank  Limited. 

COMMERCIAL  BANKS 

Fraser/Lee/Ha 

0.4% 

AB                    100.00 

16    10/23/2008 

12/50006  Princeton  Advisory  Group,  Inc. 

INVESTMENT  ADVISOR 

Mermaoen.  Morgan  Schme 

0.4% 

■AB                    100.00 

4    10/25/2008 

12/50008  Redwood  Trust  Inc 

MORTGAGE  BANK 

Paige.  Kevin 

0.4% 

AF                     100.00. 

55  :  10/25/2008 

12/50006  UBS  AG 

COMMERCIAL  BANKS 

Kelly,  Ryan 

0.4% 

B                       100.00 

40  '  10/25/2008 

12/50008  Church  Tavern  Advisors  LLC 

INVESTMENT  ADVISOR 

Reich,  Spencer 

0.5% 

B                       100.00! 

15    10/25/2008 

12/50006  Faxtor  Securities  BV 

FINANCIAL  SERVICES 

Van  Dflk.  Emlle 

0.5% 

B                       100.00 

20  .'  10/25/2008 

12/50006  Koch  Global  Capital 

PRIVATE  INVESTMENT  VEHICLES 

Romaszka/Kerr 

0.5% 

B                       100.00 
B                       100.00 

40  '  10/25/2008 
10  .  10/25/2008 

12/5/2008  Princeton  Advisory  Group,  Inc. 
12/60006  Security  Benefit  Mutual  Holding  Company 

INVESTMENT  ADVISOR 
INSURANCE  CARRIERS 

Mermaaen.  Morgan  Schma 
Romaszka/Ken* 

0.5% 
0.5% 

a 

B                       100.00 

5    10/25/2008 

1 2/5O00B  Solent  Capital  Partners  LLP 

INVESTMENT  ADVISOR 

Vemudachl.  Charles 

0.5% 

B                       100.00 

10    10/25/2008 

12/50008  Trust  Company  of  the  West  fTCW) 

FINANCIAL  SERVICES 

Logglns,  Oick 

0.5% 

a*    D£ 

B                        00.42 

14  •    1/11/2007 

1/17/2007  Trust  Company  of  the  West  (TCW) 

FINANCIAL  SERVICES 

Logglns.  Dick 

1.0% 

C   '£ 

B                       100.00, 

10    10/25/2008 

12/50008  Vandertlll  Capital  Advisors,  LLC 

INVESTMENT  ADVISOR 

Gaddl,  Robert 

0.5% 

1    5 

C                    .     97.58 

15  :  12/16/2008 

12020008  Commerzbank  AG 

COMMERCIAL  BANKS 

Ophel,  Dave 

3.3% 

t    = 

C                        93.80' 

6  :   2/14/2007 

2000007  Dillon  Read 

INVESTMENT  ADVISOR 

Waldman.  Fred 

5.0% 

e-  ~ 

C                        89.77 

15  :  10/25/2008 

12/5O00B  GSC  Group 

Asset  8ackad-C00 

«   o 

C                        99.77 

B    10/25/2008 

12/50008  Princeton  Advisory  Group,  Inc. 

INVESTMENT  ADVISOR 

Marmagen.  Morgan  Schma 

2.5% 

■s  «» 

D                        99.04! 

5    10/25/2008 

12/50008  Fortls  Bank 

COMMERCIAL  BANKS 

Glezer,  Ronnet 

5.0* 

O                        10.00 

5"      9/8/2007 

6/1 1/2007  Greywotf  Capital  Partners  LP 

INVESTMENT  ADVISOR 

Martin,  Nicole 

0.3% 

-=   E 

O                        99.04. 

7  .    11/9/2008 

12/50008  GSCP(NJ)  LP 

INVESTMENT  ADVISOR 

Willing,  Curtis 

5.0% 

£  E 

O                        88.04 

3  .  10/30/2006 

12/50008  GSCP  (NJ)  LP 

INVESTMENT  ADVISOR 

Willing.  Curtis 

5.0% 

!i  ° 

0                        99.04. 

4    10/250008 

12/50008  Netbds  SA 

COMMERCIAL  BANKS 

Mermagen.  Morgan  Schme 

3.0% 

■i-S 

0                    .     83.23 

5  ;   3/28/2007 

4/4O007  Mariner  Investment  Group 

FINANCIAL  SERVICES 

Carrett,  Paul 

5.0% 

4*    a 

E                        88.50 

13  .  10/25/2008. 

12/50008  Dynamic  Credit  Partners  LLC 

INVESTMENT  ADVISOR 

RelnateJn,  Darren  J. 

75% 

E.                   ,  100.00 

2    10/25/2008 

1 2/5O008  Trust  Company  of  the  West  (TCW)      - 

FINANCIAL  SERVICES 

Logglns,  Dick 

7.5% 

II 

Income  Notes:    80.00' 

5  !  10/25/2008 

12/50008  Bear  Steams  Companies.  Inc 

INVESTMENT  ADVISOR 

Oavilman.  Andrew 

10.0% 

1 

Income  Notes;    85.00 

1  .      1/30007 

1/4/2007  Colonial  BancGroup 

COMMERCIAL  BANKS 

Rubertl.  Timothy 

10.0% 

1 

Income  Notes     81 .00 . 

4      4/13/2007 

4/1BO007  Dillon  Read 

INVESTMENT  ADVISOR 

Waldman,  Fred 

0.0% 

1 

'  Income  Notes    85.00 

10    10050008 

12/50008  Greywolt  Capital  Partners  LP 

INVESTMENT  ADVISOR 

Merlin.  Nicole 

10.0% 

1 

Income  Notes     95.00 
Income  Notes'    80.31 : 

5    10080006 
30  .    12/BO008 

12/50008  Mariner  Investment  Group 
12/80008  Citigroup.  Inc. 

FINANCIAL  SERVICES 
INVESTMENT  ADVISOR 

Chew,  Patricia 

0.0% 

Income  Notes    93.00 

2    10OSO008 

12/50006  Trust  Company  of  the  West  (TCW) 

FINANCIAL  SERVICES 

Logglns,  Dick 

10.0% 

S                    '  100.00 

30    10050008 

12/50006  MBIA  Inc. 

INVESTMENT  ADVISOR 

Davilman,  Andrew 

0.2% 

Sr.  Swap               0.00' 

1.200      12/50008 

12/50006  Moraan  Stanlev  &  Co 

SECURITY  81  COMMOD  BRK/DEALER 

Hudson  Mezzanine  Fundln( 

2008-2.  Ltd.         A1                  :  .98.51 

125      2010007 

2060007 

COMMERCIAL  BANKS 

0.2% 

A2                  '  100.00 

26    12010006 

2/60007 

INVESTMENT  ADVISOR 

H 

0.2% 

A2                     100.00 

20    12010006 

2/8O007 

COMMERCIAL  BANKS 

H 

0.2% 

B                    .    99.92 

12  -12010008 

2/8/2007 

INVESTMENT  ADVISOR 

H 

0.3% 

■B                    ,    99.92 

20    12010006 

2/8/2007 

INVESTMENT  ADVISOR 

H 

0.3% 

•  c                100.00: 

12  - 12010008 

2/8O007 

INVESTMENT  ADVISOR 

H 

1.0%| 

C                       100.00 

2    12010008 

2/BO007 

SECURITY  &  COMMOD  BRK/DEALER 

H 

E                         98.16 

2    12010008 

2/8/2007 

INVESTMENT  ADVISOR 

^^^^^^^^^^^H 

s.o%| 
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Income  Notes  100.00 
Income  Notes;  98.00 
Income  Notes  100.00 


3  1/24/2007  2/8/2007) 
8  1201/2008  2/8/2007 
3    12/22/2006        2/8/2007 


COMMERCIAL  BANKS 
INVESTMENT  ADVISOR 
INVESTMENT  ADVISOR 


10.0% 
10.0% 
10,0* 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Schedule  of  Gross  Cred 


Deal 

"I  I       Class 

Price  lOri 

nlnal  Face 

Trade  Datel 

Settle  Date  I                                  Risk  Taker 

{                             Industry  (SIC) 

lEmp  Name                     1 

Point  Pleasant  Funding  2007-1 .  Ltd. 

A1 

100.00 

127 

4/11/2007 

4/18/2007  M    BjMh 

INVESTMENT  ADVISOR 

SI            H 

0.0% 

A1 

90.70 

20 

6719/2007 

6/26/2007  Tokyo  Star  Bank 

COMMERCIAL  BANKS 

Wede.  Kojl  (Fl) 

4.0% 

A2 

100.00 

85 

4/11/2007- 

4/1 8/2007  flBMMihaaaaf 

INVESTMENT  ADVISOR 

tOJ              ■■} 

0.0% 

A2 

2S.00 

1 

8/21/2007 

B/24/2007  0J                   HlBBl 

FINANCIAL  SERVICES 

H         BBF 

5.0% 

A2 

27.50 

1 

9/20/2007 

9/27/2007  I                                ■ 

FINANCIAL  SERVICES 

*OJ        BB~ 

5.0% 

A2 

20.00 

1 

10/29/2007 

11/572007  ajHBBJBBJBBBBBB 

FINANCIAL  SERVICES 

■si           Hr 

2.0% 

A2 

91.30 

20 

4/24/2007 

4/27/2007  Moneygrom  International  Inc 

FINANCIAL  SERVICES 

GDIIgan,  Brendan 

2.0% 

'.A2 

91.00 

40 

5/24/2007 

5/24/2007  Paramax  Capital  Group,  LLC 

INVESTMENT  ADVISOR 

Radtke.  Lorin 

2.0% 

8 

100.00 

50 

4/11/2007 

4/18/2007  0J    BMBJi 

INVESTMENT  ADVISOR 

__                 _^ 

0.0% 

C 

100.00 

14 

4/11/2007 

4/18/2007  ^■■■■^^^^^^ 

INVESTMENT  ADVISOR 

OB                      ^B 

0.0% 

C 

87.57 

8 

4/10/2007 

4/1 8/2007  «■                                       H 

INVESTMENT  ADVISOR 

aOJ                    Bl^ 

0.0% 

C 

20.00 

2 

7/23/2007 

7/2672007  •OjBBJnBJ                        )■> 

INVESTMENT  ADVISOR 

■i                    |P 

1.0% 

D 

81.72 

15 

4/19/2007 

4/24/2007  Basis  Capital  Group 

INVESTMENT  ADVISOR 

Carrett,  Paul 

5.0% 

D 

100.00 

18 

4/11/2007 

4/18/2007  Mm 

INVESTMENT  ADVISOR 

0BBBBV    HI 

0.0% 

ID 

88.39 

11 

4/10/2007 

4/16/2007  Mariner  Investment  Group 

FINANCIAL  SERVICES 

^^^^^^^^T^ 

5.0% 

Income  Notes' 

100.00 

.   10 

4/11/2007 

4/18/2007  MMB 

INVESTMENT  ADVISOR 

flHMB 

0.0% 

■'Sr.  Swap 

0.00 

403 

4/18/2007 

4/1  8/7007  ■       BiBi 

COMMERCIAL  BANKS 

™             Br 

Tlmberwolf  I,  Ltd. 

A1A 

99.45 

50 

3/13/2007 

3/27/2007  MBIA  Inc. 

INVESTMENT  ADVISOR 

Davllman,  Andrew 

1.0% 

A1A 

99.47 

50. 

5/2/2007 

577/2007  Rabobank,  HA 

COMMERCIAL  BANKS 

Fraser/Lee/Ha 

1.0% 

;aib 

100.00 

200 

3/1 3/2007 

3/27/2007  Bear  Steams  Companies.  Inc. 

INVESTMENT  ADVISOR 

Davllman.  Andrew 

0.0% 

'  A1C 

99.71 

100 

3/13/2007 

3/27/2007  Bear  Steams  Companies.  Inc. 

INVESTMENT  ADVISOR 

Oavtlman.  Andrew 

0.0% 

A10 

100.00 

100 

3/13/2007 

3/27/2007  Bear  Steams  Companies.  Inc. 

INVESTMENT  ADVISOR 

Davllman,  Andrew 

0.0% 

A2 

84.00 

20 

6/11/2007 

6/14/2007  Cartyte  Group 

INVESTMENT  ADVISOR 

Rubertl,  Timothy 

6.0% 

A2 

84.50 

56 

8/1 1/2007 

6714/2007  Hungkuk  Ufe  Insurance  Co..  Ltd 

INSURANCE  CARRIERS 

Park.  Kevin  (FICC) 

7.0% 

A2 

87.79 

20 

4/23/2007 

4/26/2007  Moneygram  International  Inc 

FINANCIAL  SERVICES 

Gllllgan.  Brendan 

2.0% 

A2 

87.00 

40 

57240007 

5724/2007  Paramax  Capital  Group.  LLC 

INVESTMENT  ADVISOR 

Radtke,  Lorin 

2.0% 

A2 

63.90 

20 

S73O/2O07 

674/2007  Tokyo  Star  Bank 

COMMERCIAL  BANKS 

Wede,  KoJI  (Fl) 

8.0% 

B 

78.25 

7 

7/5/2007 

7/12/2007  Bank  Hapoallm 

COMMERCIAL  BANKS 

Ceder,  Leor 

8.0% 

B                : 

78.25 

2 

7/11/2007 

7/12/2007  Bank  Hapoallm 

COMMERCIAL  BANKS 

Ceder,  Leor 

8.0% 

C 

95.15 

20 

4/40007 

4/1 1/2007  Greywolf  Capital  Partners  LP 

INVESTMENT  ADVISOR 

Martin.  Nicole 

0.0% 

.  C 

72.50' 

16 

3/28/2007 

4/2/2007  Polygon  Investment  Partners 

INVESTMENT  ADVISOR 

Raazl.  Cactus 

3.1% 

0 

92.41 

30 

3/1 3/2007 

3/27/2007  Greywolf  Capital  Partners  LP 

INVESTMENT  ADVISOR 

Martin.  Nicole 

0.0% 

Income  Notes 

100.00 

11 

3/13/2007 

3/27/2007  Greywolf  Capital  Partners  LP 

INVESTMENT  ADVISOR 

Martin.  Nicole 

0.0% 

Income  Notes 

70.00 

11 

5/24/2007 

5730/2007  Greywolf  Capital  Partners  LP 

INVESTMENT  ADVISOR 

Martin.  Nicole 

S.0% 

•Goldman  Sachs  notes  that  tha  grots  credits  Information  In  tha  andosed  spreed*heei  ara  expressed  ai  a  percentaoe  of  tha  notional  balance  associated  with  «ach  trade.  Grose  craolti  era  one  of  many  meuurei  used  by  Goldman  Sachs  to  track  activity  between  (he  Goldman  Sachs  safes  force  end  ctlants  and  do  not  reflect 
the  compenMtlon  paid  to  salespeople. 


PSI  QFR  GS0229 


Footnote  Exhibits  -  Page  2479 


Confidential  Treatment  Requested  by  Goldman  Sachs 

LB  l(b)(iii)&(iv):  What  is  the  appropriate  method  for  calculating  the  sale  price  of  each 
security?  Were  any  securities  repurchased  by  Goldman  Sachs?  If  so,  at  what  price? 

The  sale  price  for  the  securities  issued  in  connection  with  the  CDO  transactions 
identified  in  Questions  l(b)(iii)  &  (iv)  posed  to  Mr.  Blankfein  were  contractually  agreed  to  by 
the  purchaser  and  the  seller. 

In  response  to  the  Staffs  follow-up  question,  Goldman  Sachs  encloses  a 
spreadsheet  (bearing  production  number  GS  MBS  0000087064)  identifying  securities  issued 
by  the  identified  CDOs  that  were  repurchased  by  Goldman  Sachs  in  the  ordinary  course  of 
business  at  fair  value. 


—  „seReceivedFr0ni 


Confidential  Treatment 
Requested  by  Goldman  Sachs 


GS  MBS  0000087063 


PS  I  QFR  GS0230 


ides  In  Securities  Issued  by  Mortgage-Related  COOs 
H  TREATMENT  REQUESTED  BY  GOLDMAN  SACHS 

Buy/Sell        Original  Face               Bond  Name 

U>  Ml»  UU0D087054 

Secondary  Tr 

1,              Redacted  by  the  Permanent        1                                         n.n. 

s»bcommitteeotiinvest|ftfttei<|te  Exhibits  -  Page  2480 

CONFIDENT!/ 
CUSP 

Price           Trade  Date       SettieDate        Counteparty 

G036S2AG2 

Buy 

1330,000 

ANDY  0701  DREGS 

0.03 

11/30/2007 

12/5/2007  6SC 

13189BAC5 

Buy 

5,000,000 

CAMBER  7  A2  144A 

5.00 

1/18/2008 

1/24/2008  ^H^^m^p 

131B98AD3 

Buy 

7,000,000 

CAMBER7A3144A 

5.00 

1/18/2008 

1/24/2008  ■(■^■■■■r 

G17754AD7 

Buy 

30.000.000 

CAMBER  7  A3  REGS 

5.00 

12/21/2007 

12/26/2007  ^H       ■ 

G17754AD7 

Buy 

8,218,000 

CAMBER  7  A3  REGS 

0.00 

9/18/2008 

9/24/2003  ■              HB 

G17754AE5 

Buy 

5,000.000 

CAMBER  7  B  REGS 

5.00 

12/21/2007 

12/26/2007  ■               ■ 

347203AC5 

Buy 

1,000,000 

FORTD  0701 A2A 144A 

10.00 

11/1/2007 

11/6/2007  ■■■■■■ 

G46429AA7 

Buy 

5,000,000 

HUDMZ  061  INCOME  NOT                85.00 

9/28/2007 

4/4/2007  Mariner  Bridge  Invs 

44386PAA4 

Buy 

10.000,000 

HUDMZ  081  INCOME  NOT                  5.00 

9/6/2007 

9/11/2007  Greywolf  Capital  Par 

44386PAA4 

Buy 

1,000.000 

HUDMZ  081  INCOME  NOT                   230 

10/9/2007 

10/12/2007  Epirus  Capital  Mgmt 

443860AA9 

Buy 

1,740,000 

HUDMZ  061  S144A 

15.00 

8/26/2008 

8/29/2008  Trust  Co  of  the  West 

44386PAA4 

Buy 

500,000 

HUDMZ  061  INCOME  NOT                  0.00 

12/29/2008 

12/31/2008  Trust  Co  of  the  West 

44386NAA9 

Buy 

2300.000 

HUDMZ  062  INCOME  NOT                95.00 

2/21/2007 

2/26/2007  ■■■■■■ 

44386NAA9 

Buy 

3,000,000 

HUDMZ  062  INCOME  NOT                   250 

10/9/2007 

10/12/2007  ■■■■■1 

44386QAA2 

Buy 

4,300,000 

HUDMZ  062  S144A 

100.00 

5/16/2008 

5/19/2008  ■■ 

44386NAC5 

Buy 

2,000,000 

HUDMZ  062  E144A 

0.00 

8/17/2009 

8/20/2009  ■■■■■■' 

44386NAA9 

Buy 

8,000.000 

HUDMZ  062  INCOME  NOT                  0.00 

8/17/2009 

8/20/2009  MM     Mi 

44386QAC8 

Buy 

11,000,000 

HUDMZ  062  A2  144A 

0.05 

5/18/2010 

S/21/2010  ■                  ■ 

G71S03AA7 

Buy 

7^00,000 

PTPIS  07010  REGS 

81.72 

4/19/2007 

4/23/2007  ■                  ■§ 

730594AC2 

Buy 

10,000.000 

PTPIS0701A2144A 

91.30 

4/26/2007 

5/1/2007  ■■■^^B 

G71503AA7 

Buy 

15,000.000 

PTPIS  0701  DREGS 

10.00 

7/24/2007 

7/24/2007  BASIS  CAPITAL  FUNDS 

730S94AE8 

Buy 

2,000,000 

PTPIS  0701 C144A 

0.00 

7/2/2008 

7/8/2008  ■■§ 

88714PAC0 

Buy 

75,000,000 

TWOLF  0701  A1B  144A 

96.00 

6/19/2007 

6/19/2007  Bear  Stearns  Asset  M 

88714PAC0 

Buy 

125,000,000 

TWOIF  0701  A1B  144A 

96.00 

6/19/2007 

6/19/2007  Bear  Stearns  Asset  M 

88714PAD8 

Buy 

100,000,000 

TWOLF  0701  A1C  144A 

90.00 

6/19/2007 

6/19/2007  Bear  Steams  Asset  M 

PSI  QFR  GS0231 


•  =  Redacted  by  the  Permanent 
Subcommittee  oh  Investigations 


ALL  OTHER  ABACUS  BUYBACKS 


CUSIP 

BuySell 

Origface 

0025SBAA5 

Buy 

12,500,000.00 

0025SBAA5 

Buy 

15,000,000.00 

00255BAA5 

Buy 

7,500,000.00 

O025SBAB3 

Buy 

3,000,000.00 

0O25SBAB3 

Buy 

8,000,000.00 

00255TAA6 

Buy 

80,000,000.00 

00256LAFS 

Buy 

135,000,000.00 

002563AA2 

Buy 

10,500,000.00 

002563AB0 

Buy 

4,625,000  JX> 

002S63AC8 

Buy 

5,000,000.00 

0O256FAA5 

Buy 

62,000,000.00 

002S6FAAS 

Buy 

42,000,000.00 

002S6GAA3 

Buy 

3,000,000.00 

00256GAA3 

Buy 

22.000,000.00 

00256GAA3 

Buy 

25,000,000.00 

00256GAA3 

Buy 

120,000,000.00 

00256GAA3 

Buy 

50,000,000.00 

0O256GAB1 

Buy 

7,000,000.00 

002S6GAB1 

Buy 

7,000,000.00 

002S6GAB1 

Buy 

7,000,000.00 

002S6LABO 

Buy 

10,000,000.00 

00256LABO 

Buy 

20,000,000.00 

0O2S6LABO 

Buy  •' 

21,000,000.00 

002S6LAB0 

Buy 

60,000,000.00 

002S6NAA8 

Buy 

6,000,000.00 

0O256NAD2 

Buy 

25,000,000.00 

00256NAEO 

Buy 

10,000,000.00 

00256PAC9 

Buy 

15,500,000.00 

00256VAC6 

Buy 

10,000,000.00 

00256WAB6 

Buy 

250,000.00 

00256WAB6 

Buy 

1.356,500.00 

002S73AA1 

Buy 

15,000,000.00 

0O2578AC6 

Buy 

15,000,000.00 

0O2S78AC6 

Buy 

5,000,000.00 

002578AE2 

Buy 

10,020,000.00 

0O2S78AJ1 

Buy 

12,780,000.00 

002S78AK8 

Buy 

3,000,000.00 

002S78AK8 

Buy 

8,760,000.00 

002578AL6 

Buy 

9.480,000.00 

002579AA8 

Buy 

6,000,000.00 

002579AB6 

Buy 

4,500,000.00 

002579AC4 

Buy 

3,000,000.00 

002579AD2 

Buy 

1,500,000.00 

002579AEO 

Buy 

750,000.00 

002579AF7 

Buy 

750.000.00 

002S79AG5 

Buy 

6,000,000.00 

00257AAA5 

Buy 

3,326,008.00 

002S7AAA5 

Buy 

406.S52.00 

002S7AAAS 

Buy 

15,000,000.00 

00257AAC1 

Buy 

6,000.000.00 

O02S7AAC1 

Buy 

1.000,000.00 

00257AAC1 

Buy 

5,000.000.00 

00257AAD9 

Buy 

4.000,000.00 

002S7AAG2 

Buy 

4,500.000.00 

002S7AAG2 

Buy 

3,562,500.00 

002S7AAHO 

Buy  . 

5,000,000.00 

002S7AAHO 

Buy 

1,500,000.00 

002S7AAHO 

Buy 

3,400,000.00 

OO257AAH0 

Buy 

9,062,500.00 

00257BAA3 

Buy 

15,000,000.00 

00257CAA1 

Buy 

5,380,000.00 

00257CAA1 

Buy 

3,020,000.00 

002S7CAA1 

Buy 

600,000.00 

00257CAC7 

Buy 

15,000,000.00 

00257HAE2 

Buy 

4,000,000.00 

00257HAF9 

Buy 

3,925,000.00 

00257HAF9 

Buy 

1,000,000.00 

00257HAF9 

Buy 

3,925,000.00 

Cunfate  Bond  Name 

12.500,000.00  ABACUS  068  A1144A 
ABACUS  068  Al  144A 
7,500,000.00  ABACUS  068  Al  144A 
3,000,000X10  ABACUS  068  A2144A 
•       ABACUS  068  A2144A 
80,000,000.00  ABACUS  051  Al  144A 
135,000,000.00  ABACUS  06HGS1AMSS1 
10.500,000.00  ABACUS  06NS1H144A 
4,625,000.00  ABACUS  06NS1 J  144A 
5,000,000.00  ABACUS  06NS1K144A 
62,000,000.00  ABACUS  055  Al  144A 
42,000,000.00  ABACUS  055  Al  144A 
3,000,000.00  ABACUS  054  Al  144A 
22,000,000.00  ABACUS  054  Al  144A. 
25,000,000.00  ABACUS  054  Al  144A 
120,000,000.00  ABACUS  054  Al  144A 
50,000,000.00  ABACUS  054  Al  144A 
7,000,000.00  ABACUS  054  A2144A 
7,000,000X10  ABACUS  054  A2  144A 
7,000,000.00  ABACUS  054  A2  144A 
10,000,000.00  ABACUS  053  B 144A 
20,000,000.00  ABACUS  053  B144A 
21,000,000.00  ABACUS  053  B144A 
60,000,000.00  ABACUS  053  B144A 
6,000,000.00  ABACUS  053  E144A 
25,000,000.00  ABACUS  053  D 144A 
10,000,000.00  ABACUS  053  0SR2 144 
15,500,000.00  ABACUS  054  C 144A 
10,000,000.00  ABACUS  0SCB1  B  144A 
250,000.00  ABACUS  05CB1  F  144A 
1,356,500.00  ABACUS  05CB1  F  144A 
15,000,000.00  ABACUS  06NS1 A 144A 
15,000,000.00  ABACUS  0617  B  144A 
5,000,000.00  ABACUS  0617  B  144A 
10,020,000.00  ABACUS  0617  D144A 
12,780,000.00  ABACUS  0617  H144A 
3,000,000.00  ABACUS  0617  J 144A 
8,760,000.00  ABACUS  0617  J 144A 
9,480,000.00  ABACUS  0617  K 144A 
6,000,000.00  ABACUS  0617  L144A 
4,500,000.00  ABACUS  0617  M144A 
3,000,000.00  ABACUS  0617  N144A 
1,500,000.00  ABACUS  0617  0144A 
750,000.00  ABACUS  0617  P144A 
750,000.00  ABACUS  0617  Q144A 
6,000,000.00  ABACUS  0617  FL144A 
3,326,008.00  ABACUS  0610  A 144A 
406,552.00  ABACUS  0610  A 144A 
15,000,000.00  ABACUS  0610  A 144A 
6,000,000.00  ABACUS  0610  C  144A 
1,000,000.00  ABACUS  0610  C144A 
5,000,000.00  ABACUS  0610  C144A 
4,000,000.00  ABACUS  06 10  0144A 
4,500,000.00  ABACUS  0610  G144A 
3,562,500.00  ABACUS  0610  G  144A 
5,000,000.00  ABACUS  0610  H144A 
1,500,000.00  ABACUS  0610  H144A 
3,400,000.00  ABACUS  0610  H144A 
9,062,500.00  ABACUS  0610  H144A 
ABACUS  0612  Al  144A 
5,380,000.00  ABACUS  0610  L144A 
3,020,000.00  ABACUS  0610  L144A 
600,000.00  ABACUS  0610  L 144A 
15,000,000.00  ABACUS  0610  M  144A 
4,000,000.00  ABACUS  0613  E  144A 
3,925,000.00   ABACUS  0613  F  144A 
1,000,000.00   ABACUS  0613  F  144A 
3,925,000.00   ABACUS  0613  F144A 


auppieineuiai  Response  Keceivea  tfron 


TradeDate      Set 

11/12/2008  11/17/2008 

1/25/2010  1/28/2010 

11/18/2008  11/21/2008 

8/15/2008  8/20/2008 

1/25/2010  1/28/2010 

10/22/2009  10/27/2009 

6/19/2007  6/19/2007 

2/15/2007  2/21/2007 

2/15/2007  2/21/2007 

2/15/2007  2/21/2007 

10/22/2009  10/27/2009 

2/12/2010  2/18/2010 

8/22/2007  8/27/2007 

11/28/2007  12/3/2007 

3/12/2010  3/17/2010 

4/14/2010  4/19/2010 

5/17/2006  5/22/2006 

10/25/2006  10/30/2006 

3/12/2010  3/17/2010 

S/17/2007  5/22/2007 

10/6/2009  10/9/2009 

8/13/2009  8/18/2009 

4/6/2010  4/9/2010 

2/12/2010  2/18/2010 

12/20/2006  12/28/2006 

3/29/2006  4/3/2006 

10/20/2009  10/23/2009 

7/12/2007  7/17/2007 

8/18/2006  8/23/2006 

6/20/2008  6/25/2008 

11/13/2008  11/18/2008 

6/17/2008  6/20/2008 

12/11/2009  12/16/2009 

7/21/2009  7/24/2009 

3/24/2009  3/27/2009 

2/15/2007  2/21/2007 

12/27/2006  12/29/2006 

2/15/2007  2/21/2007 

2/15/2007  2/21/2007 

2/15/2007  2/21/2007 

2/15/2007  2/21/2007 

2/15/2007  2/21/2007 

3/24/2009  3/27/20O9 

3/24/2009  3/27/2009 

3/24/2009  3/27/2009 

3/24/2009  3/27/20O9 

1/27/2010  2/1/2010 

12/1/2009  12/4/2009 

10/20/2009  10/23/20091 

7/21/2009  7/24/2009 

5/18/2007  5/23/2007 

7/12/2007  7/13/20O7J 

7/21/2009  7/24/2009 

7/23/2008  7/28/2008 

7/11/2007  7/16/200 

7/11/2007  7/16/2007 

10/17/2006  10/20/2006 

3/6/2007  3/9/2007 

10/14/2008  10/17/2008 

3/24/2010  3/29/2010 

6/22/2006  6/27/2006 

3/6/2007  3/9/2007 

6/9/2008  6/12/2008 

12/4/2006  12/7/2006 

1/25/2010  1/28/2010 

5/22/2007  5/25/2007 

1/25/2010  1/28/2010 

9/26/2008  10/1/2008 


GS  MBS  0000035798 


PSI  QFR  GS0232  PaBe  2 


ALL  OTHER  ABACUS  BUYBACKS 


Footnote  Exhibits  -  Paqe  2482 

CUSP 

8uySeil 

OrigFace 

Currf ace                Bond  Name 

TradeOate  '  SettleDate      Counteparty ~ 

00257HAG7 

Buy 

4,000,000.00 

4,000,000.00  ABACUS  0613  G144A 

5/22/2007 

5/25/2007 

002S7HA67 

Buy 

1,000,000.00 

1,000,000.00  ABACUS  0613  G144A 

2/15/2007 

2/21/2007 

00257HAG7 

Buy 

5,000,000.00 

5,000,00050  ABACUS  0613  G144A 

9/26/2008 

10/1/2008 

00257HAH5 

Buy 

3,925,000.00 

3,925,000.00  ABACUS  0613  H144A 

5/22/2007 

5/25/2007 

00257HAH5 

Buy 

4,000,000.00 

4,000,00050  ABACUS  0613  H 144A 

2/15/2007 

2/21/2007 

00257HAHS 

Buy 

7,925,000.00 

7,925,00050  ABACUS  0613  H  144A 

9/26/2008 

10/1/2008 

00257HAI1 

Buy 

4,937,50050 

4,937,50050  ABACUS  0613  J 144A 

5/22/2007 

5/25/2007 

00257HAJ1 

Buy 

5,000,000.00 

5,000,000.00  ABACUS  0613  J 144A 

2/15/2007 

2/21/2007 

00257HAK8 

Buy 

5,000,000.00 

5,000,000.00  ABACUS  0613  K144A 

5/22/2007 

5/25/2007 

00257HAK8 

Buy 

11,000,000.00 

11,000,000.00  ABACUS  0613  K144A 

2/15/2007 

2/21/2007 

002S7JAA6 

Buy 

9,937,500.00 

9,937,50050  ABACUS  0613  L 144A 

2/15/2007 

2/21/2007 

002S7JAB4 

Buy 

600,000.00 

600,000.00  ABACUS  0613  M144A 

10/27/2006 

11/1/2006 

002S7JAB4 

Buy 

7,950,000.00 

7,950,000.00  ABACUS  0613  M144A 

2/15/2007 

2/21/2007 

002S7JAC2 

Buy 

5,962,500.00 

5,962,500.00  ABACUS  0613  N  144A 

2/16/2007 

2/22/2007 

G0010FAAS 

Buy 

1,000,000.00 

1,000,000.00  ABACUS  043  Al  REGS 

2/4/2008 

2/7/2008 

G0O1OFAAS 

Buy 

3,000,000.00 

3,000,00050  ABACUS  043  Al  REGS 

11/13/2006 

11/16/2006 

60010FAAS 

Buy 

40,000,000.00 

40,000,00050  ABACUS  043  Al  REGS 

3/19/2007 

3/22/2007 

G0O1OFAB3 

Buy 

20,000,000.00 

20,000,000.00  ABACUS  043  A2  REGS 

6/8/2005 

6/13/2005 

G0010UAA2 

Buy 

25,000,000.00 

25,000,00050  ABACUS  057  Al  REGS 

12/3/2007 

12/6/2007 

G0010UAA2 

Buy 

30,000,000.00 

30,000,000.00  ABACUS  057  Al  REGS 

12/14/2007 

12/19/2007 

G0O1OUAA2 

Buy 

35,000,00050 

35,000,000.00  ABACUS  057  Al  REGS 

2/11/2008 

2/14/2008 

G0010UAA2 

Buy 

10,000.000.00 

10,000,00050  ABACUS  057  Al  REGS 

8/23/2007 

8/28/2007 

GOOIOUABO 

Buy 

30,000,000.00 

30,000,000.00  ABACUS  057  Al  SR2  RE 

2/8/2008 

2/13/2008 
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CUSIP  BuySell      OrigFace  Currf  ace      Bond  Name  TradeDate     SettleDate      Counteparty 

00256YAA4    Buy  20,000,000.00  -       ABACUS  07AC1 A2  144A         2/24/2010        3/1/2010  Bank  of  America  NA  - 

00256YAA4   Buy  20,000,000.00  -       ABACUS  07AC1 A2 144A         3/24/2010     3/29/2010  Stone  Tower  Debt  Adv 
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Confidential  Treatment  Requested  by  Goldman  Sachs 

LB  l(b)(iv):  For  the  data  provided  in  GS  MBS  0000039105,  what  was  the  reference 
entity  for  each  trade?  What  is  the  difference  between  "Mtg  Default  Swap"  and  "Mtg 
Synth  CDO"? 

In  response  to  the  Staffs  follow-up  question,  Goldman  Sachs  encloses  a  spreadsheet 
(bearing  production  number  GS  MBS  000008760)  identifying  the  reference  obligation 
underlying  each  of  the  credit  default  swaps.  "Mtg  Default  Swap"  and  "Mtg  Synth  CDO" 
identified  in  the  column  titled  "Security  Type"  distinguish  the  method  used  in  processing  the 
trade  booking.  "Mtg  Default  Swap"  tends  to  include  single  name  credit  default  swap  trades. 
"Mtg  Synth  CDO"  tends  to  include  trades  with  multiple  underliers. 
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CONFIDENTIAL  TREATMENT  REQUESTED  BY  GOIOMAN  SACHS 


[«™l  Tmda  ID 
30B9ei92710IA 
SOBI8I9I200M 
SD8a81Sl20t2A 

soeMintoai 
sosMtesisn 
sosmitjxwa 

SD89B1T34M0A 

S0B>ai7349agA 

SDBSSI742I33A 
SD89J19IOJ31.oa 

aDBMisteuii* 
SDBiantaMo 

SODS5IKJIMA 
SOB9819S31S5A 

SDBtaiagjitiA 

SOSB019e3221A 

sosseeawsss 

SOB»«14Ua72A 
SDB98141SS02 
SDBaaiai46iSA 
sosaaiai49aiA 

NMA*af!aMa 


Sacurfty  Typo 
Mtg  Default  Swap 
Mtg  DcfaMO,  Swap 
Mtg  Default  Swap 
Mtg  Default  8was 
Mtg  Default  Swap 
Mtg  Default  Swap 
Mtg  Default  Swap 
Mtg  Default  Swap 
Mtg  Default  Swop 
Mlg  Default  Swap 
Mtg  Default  Swap 
Mlg  Default  swap 
Mlg  Dafault  Swap 
Mlg  Detain  Swap 
Mlg  Dafaull  Swap 
*  Mtg  Datautt  Swap 
Mlg  Synth  COO 
Mtg  Dataull  Swap 
Mtg  Dataull  Swap 
Mtg  Datautt  Swap 
Mtg  Dafault  Swap 
Mlg  Oafauft  Swap 


T1MBERWOLF 1 LTD  OSI  (OSI,  OEOROE  TOWN.  T1MBERWOLF  I  LTD) 


Morgan  Stank?  NY  (OSCM,  New  Yerk,  Morgan  Stanley  Capital  Sentoea  he) 

OSC  EUOT  BRIDOe  MAS  (OSI.  NEW  YORK.  OSC  ELIOT  BRIDGE  MASTERFUND I  LTD) 


BASIS  YIELD  ALPHA  (OSI,  SYDENY,  BASIS  YIELD  ALPHA  FUND  (MASTER)) 
BASIS  YIELD  ALPHA  (OSI.  SYDENY.  BASIS  YIELD  ALPHA  FUND  (MASTER)) 


Notional                    Rata 

Bitot 

Deal  name 

RatfwCTaWfCat'  vnlfljf 

BuytSaO  Prptadton       CUSIP 

iT.soo.oeo  1.25 

2-JUW7 

A8AC071SAB 

ABACUS  LTD 

Buy  PlutacOon 

00297PAA2 

9,009,000   4.73 

2a-F«M7 

CAMBR7 

CAMBER 

Buy  FYotacoan 

isiaoBAoa 

5,000,000   2.52 

IWeb-OT 

CAMBR7 

CAMBER 

Buy  Protection 

i3iaaBAFa 

(9.000.0011)  US 

2«-P»b-07 

CAM8R7 

CAMBER 

Sets  ProtacOon 

laiagsAFa 

20,240.30*   0.9S 

27.Mer.07 

CAMBR7 

CAMBER 

Bl/y  Proteoion 

i3taoBAFa 

4.770.000   0.77 

2B-Fe»47 

CAMBRT 

CAMBER 

Buy  Pfatodlon 

i3iaaBA8i 

3.000,000    0.77     - 

28-FeM7 

CAM8R7 

CAMBER 

Buy  PtotecOon 

i3taaaAsi 

2.224.000    0.77 

2WaWI7 

CAMBR7 

CAMBER 

BuyProtacaon 

taiaasABi 

10.000,000    2.79 

2S-Mey-07 

CAMBRT 

CAMBER 

Buy  Protection 

taiaoBABi 

i.saa,ooo  s.ra 

asjiKvoT 

CAMBR7 

CAMBER 

Buy  feuloltfwi 

13iaoBAE1 

3.412,000   9.72 

2*Juiv0T 

CAMBR7 

CAMBER 

Buy  PiotecOon 

megBABi 

5.000 000   S.72 

J9JUMI7 

CAMBRT 

CAMBER 

Buy  Pratadlon 

NelAveOeMo 

i.9aa.ooo  o.77 

28-Feo-OJ 

CAMBR7 

CAMBER 

Buy  Protection 

13ia9BAei 

(1,9«,000)  0,79 

»JuM7 

CAMBR7 

CAMBER 

SoO  ProtacOon 

13iaoBAEI 

3.412.000   0.77 

28-Fao-O? 

CAMBR7 

CAMBER 

Buy  ProtaCMn 

UiatBAEI 

(3.412.000)  0.79 

*JuW7 

CAMBR7 

CAMBER 

8a9  Pi  ulacson 

13ia0BAB1 

1,200,000,000   0.2 

09-Oeo40 

HUDMZM1AAF 

HUDSON  MEZZANINE  FUNOINO 

Buy  PtetacSon 

21044AE9 

ijjooo.ooo  0.4a 

31-Jen4T 

HUOMZ00IAAF 

HUDSON  MEZZANINE  FUNOINO 

Buy  Protecwon 

443atOA67 

(20.0OO.000l  0.40 

3Warv07 

HUOMIOSIAAF 

HUDSON  MEZZANINE  FUNOINO 

Ball  Piotecoon 

443000AS7 

90.000,000    0.9 

HkJun-07 

TWOLF071 

TTMBERWOLF  LTD 

Buy  ProtacOon 

a«714PAF3 

50,000.000    1.4 

1»JurHI7 

TWOLF071 

TIMBERWOLF  LTD 

Buy  ProtacOon 

a07t4PAO1 

403.400,000   NA 

1»Air-07 

PoW  PtsUawn 

POINT  PLEASANT  FUNOINO  LTD  SeOPrcteeOon 

PTPIXBYCO 
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mmr£i. 

$»8**Jii5i 

jh  Kss^B^a 

Abacus  2007-AC1 

GS  MBS-E-005974542 

GS  MBS-E-013100381 

GS  MBS-E-019710908:  GS  MBS-E- 
002507686 

GSMBS-E-005954146 

Anderson  Mezz 

GS  MBS  0000006309  •  10 
(9/25/2006) 

GS  MBS-E-O019S7931  -  37 
(9)25/2008} 

GS  MBS  0000020331-33 
(9878008) 

GS  M8S-E-OO0854537  -  694 
(3/168007) 

GS  MBS-E-O00894345  -  48  (33007) 

GS  MBS-E-0008S5351  -  87  (23007) 

Camber  7 

OS  MBS  0000020942  •  43 
(7/31/2006) 

GSMBS-E-017184893 
(7/31/2006) 

GS  MBS  0000020307  -  09 
(838008) 

GS  MBS-E-000814188  -  470 
(2/27/07) 

GS  MBS-E-0008223S5  -  58  (1/4(07): 
GS  MBS-E-O0O822377  -  76(2/5/07) 

GS  MBS-E-000822102  -  62  (18007) 

Fort  Oenlson 

GS  MBS  0000020901-2 

(unredacted) 

GS  MBS  00000062S2-S3 

(redacted) 

GS  MBS-E  000972833-36 

(231/08);  GS  MBS-E 
001121659-64  (288/06) 

GS  MBS-E-O00942763  •  922 
(2/9/07) 

GS  MBS-E-000674736  -  41  (1238*06) 

GS  MBS-E-000974394  -441  (18007) 

Hudson  Mezx  2006-1 

GS  MBS-E-O01550191-378 
(1203006) 

GS  MBS-E-O01S57689  -  73 
(10303006) 

GS  MBS-E-001 557729  -  59  (103006) 

Hudson  Mezz  2006-2 

GS  MBS-E-OOO808574  -  747 
(2/88007) 

GS  MBS-E-000808984  -  89 
(12/158008) 

Point  Pleasant 

GS  MBS  0000006272  -  74 

(5/8/2006) 

OHED-41S-O02-O06737 

(5/88008) 

GS  MBS  000000444S  -  46 
(5/108008) 

GS  MBS-E-0O063892O  -  91 13 
(4/18/2007) 

GS  MBS-E-O09238909  - 12 
(3/123007) 

GS  MBS-E-O00657734  -  657774  (33007) 

Tlmberwolf 

GS  MBS  0000006319  -  20 
(11/13/2008) 

GS  MBS-E-01008946S  -  72 
(11/10(2008) 

GS  MBS  0000020354  •  57 
(11/1512008) 

GS  MBS-E-OO0873670  -  878 
(333/2007) 

GS  MBS-E-O0O767460  -  64  (3/8(2007) 

GS  MBS-E-000684691  -  640  (38007) 

Referenced  documents  are  retained  tn  the  files  of  the  Subcommittee.  Where 

appropriate,  documents  related  to  Anderson  Mezz.  Hudson  Mezz  2006-1,  and 

Ttmberwott  are  Included  in  the  applicable  sections  of  the  report. 
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Confidential  Treatment  Requested  by  Goldman  Sachs 

LB  2(f):  Why  were  there  no  Mortgage  Capital  Committee  memos  for  Hudson 
Mezzanine  2006-1  and  Hudson  Mezzanine  2006-2?  What  evidence  suggests  that  Hudson 
Mezzanine  2006-1  was  approved  through  an  informal  meeting?  Who  was  involved  in 
that  informal  meeting?  Do  any  of  the  participants  have  documents  that  memorialize  the 
decision?  Who  would  have  been  responsible  for  presenting  the  deal  in  an  informal 
setting?  Was  it  necessary  to  get  approval  to  review  Hudson  Mezzanine  2006-1 
informally,  rather  than  through  the  Mortgage  Capital  Committee?  If  so,  please  provide. 
Would  an  informal  review  of  a  CDO  be  in  violation  of  Goldman  Sachs  policy?  Why  or 
why  not?  Were  these  CDOs  discussed  at  any  other  regular  meetings,  such  as  the 
Firmwide  Capital  Committee  or  Firmwide  Risk  Committee?  If  so,  please  provide  the 
complete  records  of  these  meetings. 

The  governance  oversight  for  the  origination  and  distribution  of  Mortgage  CDO 
transactions  was  developed  in  the  broader  context  of  Goldman  Sachs'  origination  and 
distribution  practices  during  2006-2007.  This  included  standard  business  unit  and  business 
division  approvals,  review  and  approval  of  the  underwriting  role  by  the  Firmwide  Capital 
Committee  or  the  Mortgage  Capital  Committee  (a  sub-committee  of  the  Firmwide  Capital 
Committee),  and  receipt  of  other  transactional  approvals  and/or  reviews  by  the  relevant 
control  areas  and  any  appropriate  committees.  Firm  policy  allowed  for  committee  meeting 
approval  ("formal  approval")  and  non-committee  meeting  approval  ("informal  approval")  of 
the  underwriting  role.  CDO  transactions  were  also  discussed  at  the  Firmwide  Risk 
Committee.  Firmwide  Risk  Committee  minutes  discussing  the  Hudson  transactions  (therein 
referred  to  as  the  "CDO  with  indicies,"  "synthetic  ABX  CDO"  and  "ABX  CDO")  were 
previously  produced  to  you  bearing  production  numbers  GS  MBS  000004472-79  and 
GS  MBS  000004484-85. 

We  have  confirmed  that  Hudson  Mezzanine  Funding  2006-1  was  approved  by  the 
co-chairs  of  the  Mortgage  Capital  Committee  (Dan  Sparks  and  Jonathan  Sobel).  Goldman 
Sachs  to  date  has  not  located  any  records  memorializing  approval  of  Hudson  Mezzanine 
Funding  2006-1. 
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Goshorn,  Daniel  (HSGAC) 


Supplemental  Resppnge^^XR^onPage  2492 
Goldman  Sachs 


From: 
Sent: 
To: 
Cc: 

Subject: 


Fredman,  Sheara  [Fin]  [Shv 

Wednesday,  August  04,  2010  4:40  PM 

Goshorn,  Daniel  (HSGAC) 

Smith,  Sarah  [Fin];  Lee,  Brian-J  (Fl  Controllers)  [Fin];  Simpson,  Michael  [Fin];  Broeckel,  Janet 

[Legal];  Michaels,  Susan  [Fin] 

Re:  Responses  to  PSI  supplemental  questions 


Dan  -  the  details  you  outlined  below  is  consistent  with  what  we  discussed  although  with  one  clarification.  The  Point 
Pleasent  CDO  is  still  outstanding  although  all  of  the  collateral  was,  in  June  of  2008,  essentially  liquidated. 

The  Realized  Loss  on  Liquidation  for  the  Timberwolf  CDO  arose  from  liquidation  of  assets  once  the  CDO  went  into 
default.  A  third  party  broker  was  responsible  for  liquidating  the  collateral  securities  via  auction.  We  do  not  have  the  details 
of  what  price  the  assets  were  sold.  However,  we  do  know  the  shortfall  we  incurred  on  the  credit  default  swap  protection 
purchases  from  the  CDO. 

Please  let  us  know  if  you  have  additional  questions. 

Sheara 


From:  Goshorn,  Daniel  (HSGAC)  <Daniel_Goshom@hsgac.senate.gov> 

To:  Fredman,  Sheara  [Fin] 

Cc:  Smith,  Sarah  [Fin];  Lee,  Brian-J  (FI  Controllers)  [Fin];  Simpson,  Michael  [Fin];  Broeckel,  Janet  [Legal];  Michaels, 

Susan  [Fin] 

Sent:  Wed  Aug  04  10:51:01  2010 

Subject:  RE:  Responses  to  PSI  supplemental  questions 

Hi  Sheara, 

Thank  you  for  the  follow  up.  I  have  a  question  on  the  collateral  securities  spreadsheet.  Under  the  "TWolf"  tab,  what 
does  the  "Realized  Loss  on  Broker  Liquidation"  line  refer  to?  The  other  liquidated  CDOs  do  not  appear  to  have  this. 

Also,  there  are  still  two  additional  items  from  our  phone  call  last  week  I'd  like  confirmation  on.  First  is  the  date  on  which 
each  of  the  CDOs  became  inactive.  I  had  the  following  in  my  notes: 

Anderson  Mezzanine     Still  Active 

Camber  7  Still  Active 

Fort  Denison  Inactive  September  2008 

Hudson  Mezz  1  Inactive  December  2008 

Hudson  Mezz  2  Still  Active 

Point  Pleasant  Inactive  June  2008 

Timberwolf  Inactive  June  2008 

Would  you  please  confirm  the  accuracy  of  these  dates,  and  provide  the  exact  month/day/year  if  that  information  is 
available? 

Also,  my  notes  state  that  Goldman  Sachs  experienced  a  gross  gain  on  Hudson  Mezzanine  2006-1  of  $1,697  billion  offset 
by  a  loss  of  $1,393  billion  on  the  ABX  index.  For  Hudson  Mezzanine  2006-2,  Goldman  Sachs  experienced  a  gain  of  $391 
million,  offset  by  a  loss  of  $391  million  on  the  ABX  index.   Would  you  please  confirm  these  numbers? 

Thanks, 


PSI_QFR  GS0243 


Dan 
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Daniel  Goshorn 

Counsel 

U.S.  Senate  Permanent  Subcommittee  on  Investigations 

199  Russell  Senate  Office  Building 

Washington,  D.C   20510 

2Q2-224-4VMB 

202-224-9505  -  Main 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


From:  Fredman,  Sheara  [Fin]  [mailto:Sheara.Fredman@gs.com] 

Sent:  Monday,  August  02,  2010  7:40  PM 

To:  Goshorn,  Daniel  (HSGAC) 

Cc:  Smith,  Sarah  [Fin];  Lee,  Brian-J  (FI  Controllers)  [Fin];  Simpson,  Michael  [Fin];  Fredman,  Sheara  [Rn];  Broeckel,  Janet 

[Legal];  Michaels,  Susan  [Fin] 

Subject:  Responses  to  PSI  supplemental  questions 

Dan, 

As  requested  last  week,  attached  is  a  spreadsheet  detailing  losses  incurred  on  the  price  risk  that  Goldman  Sachs  has  on  the  collateral 
securities  within  the  requested  CDOs.  To  the  extent  the  bond  was  liquidated  from  the  CDQ,  we  calculated  the  loss  based  upon  the 
price  the  firm  valued  the  security  when  the  security  was  acquired.  To  the  extent  the  collateral  securities  are  still  held  in  the  CDO,  we 
included  the  unrealized  loss  the  firm  has  recorded  to  date. 

Additionally,  you  asked  us  to  describe  how  the  firm  calculated  net  revenues  earned  from  the  credit  default  swap  protection 
purchases  on  the  Hudson  Mezzanine  Funding  2006-1  and  2006-2  transactions.    As  you  are  aware,  the  ABX  index  was  introduced  on 
January  19, 2006.  In  the  following  months,  the  firm,  in  its  capacity  as  a  market  maker,  sold  protection  on  the  ABX  index  to  hedge 
funds,  dealers  and  other  market  participants.  This  resulted  in  a  multi-billion  dollar  long  ABX  position  for  the  firm.  In  an  effort  to 
reduce  that  exposure,  Goldman  Sachs  sponsored  the  Hudson  Mezzanine  Funding  2006-1  and  2006-2  transactions.  Therefore,  when 
calculating  net  revenues  on  the  credit  default  swap  protection  purchases,  we  included  the  gains  earned  from  the  credit  default 
swaps  with  the  CDO  as  well  as  the  losses  incurred  on  the  long  ABX  positions  that  motivated  the  Hudson  Mezzanine  2006-1  and  2006- 
2  transactions. 

Please  note  the  following: 

The  information  requested  by  the  Subcommittee  includes  confidential  internal  documents  and  proprietary  business  records  that 
Goldman  Sachs  does  not  make  available  to  the  general  public.  Goldman  Sachs  is  producing  these  documents  pursuant  to  Senate 
Rule  XXVI  and  formally  requests  that  these  materials  be  treated  as  confidential  business  records.  Accordingly,  should  you  wish  to 
publicly  release  any  of  these  documents,  Goldman  Sachs  respectfully  requests  reasonable  notice  of  your  intent  to  do  so  and  the 
opportunity  to  object  to  such  a  release. 

Goldman  Sachs  used  various  technology  and  manual  resources  to  generate  some  of  the  documents  for  production  to  you  in 
response  to  your  Requests.  While  Goldman  Sachs  believes  that  these  documents  are  reasonably  accurate,  we  cannot  make  an 
absolute  representation  that  it  is  complete  or  that  there  are  not  some  inadvertent  errors  in  the  preparation  of  the  spreadsheet.  We 
will  provide  further  updates  or  corrections  if  we  discover  missing  information  or  errors. 


Please  confirm  receipt. 

Regards, 

Sheara 
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Sheara  Fredman 

Managing  Director 

Goldman 

Finance  Division 

Sachs 

=  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 
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This  message  may  contain  information  that  is  confidential  or  proprietary.  If  you  are  not  the  intended  recipient,  please  advise  the  sender 
immediately  and  delete  this  message  and  any  attachments.  Follow  this  link  for  further  information  on  confidentiality  and  the  risks 
inherent  in  electronic  communication:  http://www.es.com/disclaimer/email/ 
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Confidential  Treatment  Requested  by  Goldman  Sachs 

LB  l(b)(v):  Why  did  Goldman  receive  no  underwriting  fees  for  Timberwolf,  Anderson  and 
Point  Pleasant?  What  was  the  warehouse  carry  for  each  deal?  What  were  the  put  fees 
collected  (both  total  dollar  amount  and  basis  points)? 

In  lieu  of  an  underwriting  fee,  Goldman  Sachs  retained  equity  positions  in  the 
Timberwolf,  Anderson  Mezzanine  and  Point  Pleasant  CDOs.   In  response  to  the  Staffs  follow- 
up  questions,  Goldman  Sachs  encloses  a  spreadsheet  (bearing  production  number  GS  MBS 
0000087072)  identifying  the  warehouse  carry  and  put  fees  collected  for  each  deal. 
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Confidential  Treatment  Requested  by  Goldman  Sachs 

Does  the  information  in  GS  MBS  0000087072  now  incorporate  all  profit  and  losses  for  each 
of  the  seven  deals?  If  there  are  any  other  sources  of  revenue  or  losses  for  Goldman  Sachs 
(e.g.,  Liquidation  Agent  fees,  collateral  Disposal  Agent  fees)  could  you  please  break  those 
out  as  well. 

Goldman  Sachs  attaches  a  spreadsheet  (bearing  production  number  GS  MBS 
0000087090)  updating  the  information  the  firm  previously  provided  in  GS  MBS  0000087072. 
The  attached  spreadsheet  provides  information  on  "warehouse  synthetic  premiums"  and  updates 
the  information  that  Goldman  Sachs  previously  produced  on  "losses  incurred  on  retained 
inventory."  During  Goldman  Sachs'  review  of  the  information  provided  in  GS  MBS 
0000087072,  the  firm  determined  that  the  information  provided  in  the  "losses  incurred  on 
retained  inventory"  column  inadvertently  omitted  losses  on  retained  positions  that  were  issued 
pursuant  to  SEC  Regulation  S  (as  opposed  to  SEC  Regulation  144).  Goldman  Sachs  has 
corrected  this  inadvertent  mistake  in  the  attached  spreadsheet  and  is  aware  of  no  other  sources  of 
revenue  that  should  be  included  in  the  spreadsheet. 
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Confidential  Treatment  Requested  by  Goldman  Sachs 

Question  1:  First,  are  the  liquidation  agent  fees  included  in  the  underwriting  fees  section? 
(This  question  applies  for  Anderson  as  well.)  If  so,  could  you  please  break  out  the  revenue 
for  each  CDO? 

The  Liquidation  Agent  Fees  for  Hudson  Mezzanine  2006-1  and  Hudson  Mezzanine  2006-2 
were  not  included  in  the  previously  provided  spreadsheet  (bearing  production  number  GS  MBS 
0000087090).  The  amount  Goldman,  Sachs  &  Co.  received  was  approximately  $3.1  million  for  Hudson 
Mezzanine  2006-1,  S0.5M  for  Hudson  Mezzanine  2006-2  and  $0.2  million  for  Anderson. 

Question  2:  Second,  it  is  our  understanding  that  in  order  to  reference  the  underlying 
single-names  in  the  ABX  index  for  Hudson  Mezz  1  and  2,  dedicated  accounts  were  created 
for  each  CDO  that  were  long  ABX  and  short  the  corresponding  single-name  assets.  It  is 
also  our  understanding  that  these  accounts  had  a  net  positive  carry  for  the  SPG  desk.  If 
you  could  please  provide  P&L  information  for  each  of  these  accounts  in  order  to  round  out 
the  CDO  P&L  data,  we  would  appreciate  it 

The  account  that  maintained  the  long  ABX  position  offset  by  a  short  position  of  the 
constituents  of  the  ABX  index  earned  approximately  $1 .2  million  for  Hudson  Mezzanine  2006-1 
and  approximately  $0.6  million  for  Hudson  Mezzanine  2006-2. 
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Policies  for  the  Preparation,  Supervision,  Distribution  and 

Retention  of  Written  And  Electronic  Communications 
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Sachs 
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I.  Introduction 
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A.  Categories  of  Communication 

B.  Research  and  Recommendations 

C.  General  Communication 
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A.  General  Standards 
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Introduction 


Goldman  Sachs  communicates  with  its  customers  (including  private  individuals,  institutions 
and  other  broker/dealers),  counterparties,  and  the  general  public  in  many  ways.  The  integrity 
of  these  communications  is  essential  to  the  firm's  reputation  and  success.  Therefore,  with 
this  manual,  the  firm  is  setting  forth  its  policies  regarding  the  preparation,  supervision, 
distribution  and  retention  of  all  written  and  electronic  communications  relating  to  our 
business. 

For  the  purposes  of  these  policies,  "communication"  is  defined  very  broadly.  It  includes  any 
and  all  written  or  electronic  communication  —  from  formal  recommendations  to  casual 
opinions  and  thoughts  relating  to  our  business.  It  includes  words,  diagrams,  pictures, 
graphs,  and  images.  And  it  does  not  matter  whether  these  be  conveyed  by  note,  letter, 
prospectus,  advertisement,  e-mail,  television  or  radio  broadcast,  or  any  other  means  or 
media.  Although  these  policies  do  not  specifically  cover  oral  communications,  the  same 
content  guidelines  apply  to  oral  communications. 

The  policies  stated  in  this  memorandum  outline  the  firm's  expectations  and  requirements 
with  respect  to  communications  with  the  public  relating  to  any  business  of  the  firm.  Individual 
divisions  or  business  units  may  establish  policies  that  supplement  or  supercede  parts  of  the 
policies  outlined  here.  In  addition,  the  section  entitled  "Firm  Expectations  of  Employee 
Conduct  in  the  firm's  Employee  Handbook  contains  standards  and  guidelines  that  apply  to 
the  communications  covered  here. 

Therefore,  this  manual  must  be  read  and  implemented  in  conjunction  with  the 
applicable  Divisional  Compliance  policies  and  the  requirements  of  the  Employee 
Handbook.  You  are  responsible  to  know  the  additional  requirements  of  the  Handbook 
and  those  of  your  division  and  business  unit 

Business  units  and  Divisional  Compliance  will  be  responsible  for  communicating  the 
contents  of  these  policies  and  any  related  divisional  or  regional  policies  by  distributing  them 
to  all  appropriate  personnel,  by  distributing  any  periodic  updates  or  revisions  to  them,  and 
through  both  new  employee  and  on-going  training  programs. 

While  business  units  and  Divisional  Compliance  are  responsible  for  communicating 
policies,  it  is  the  responsibility  of  each  individual  to  understand  the  rules  of  the  firm  and  of 
the  businesses  in  which  s/he  works.  Failure  to  comply  with  the  policies  may  result  in 
disciplinary  action,  including  potential  separation  from  the  firm. 

As  with  any  compliance  issues,  the  most  important  thing  is  that  you  be  aware  of  your 
responsibilities  and  seek  clarification  and  help  if  you  have  any  questions.  If  you  have  any 
questions  about  the  application  or  interpretation  of  these  standards  and  requirements  or 
about  possible  exceptions  to  them,  speak  with  your  Divisional  Compliance  officers,  to 
Central  Compliance  or  the  Legal  Department. 
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Categorization  of  Communications 


While  these  policies  apply  to  all  written  and  electronic  communication,  there  are  three 
categories  of  communications  for  which  there  are  specific  rules.  These  categories  are 
advertisements,  sales  literature,  and  sales  correspondence.  There  are  two  types  of 
content  that  merit  special  attention,  as  well.  These  are  research  and  recommendations. 
These  categories  of  communication  and  types  of  content  are  defined  below. 


A.    Categories  of  Communication 


Advertisements 

An  advertisement  is  any  written  or  electronic  communication  relating  to  the  firm's  securities 
business  that  is  made  publicly  available  in  such  a  way  that  the  individual  recipients  are  not 
known  to  and  cannot  be  limited  by  the  firm.  In  other  words,  the  firm  does  not  have  control 
over  who  receives,  sees,  or  hears  an  advertisement. 

An  advertisement  may  include  material  published  or  designed  for  use  in  a  newspaper, 
magazine  or  other  periodical,  radio,  television,  telephone  or  tape  recording,  on  a  generally 
accessible  website  or  in  or  on  another  publicly  available  medium. 

Advertisements  must  conform  to  standards  established  by  Corporate  Communications  and 
must  be  approved  before  use  (as  described  later  in  this  manual). 

Sales  Literature 

Sales  literature  is  any  written  or  electronic  communication  relating  to  the  firm's  securities 
business  that  is  sent  or  made  available  to  multiple  public  recipients  who  are  known  or 
directly  targeted  by  the  firm. 

Sales  literature  may  include,  but  is  not  limited  to,  circulars,  research  reports  (including  most 
of  the  publications  of  the  firm's  Investment  Research  Department),  market  letters, 
performance  reports  or  summaries,  and  form  letters.  Sales  literature  also  includes  the 
written  text  of  any  communication  delivered  orally  to  a  broad  audience,  such  as  a 
telemarketing  script  or  a  seminar  text  and  material  posted  on  password-protected  websites 
available  to  clients. 

The  key  characteristic  of  sales  literature  is  that  it  is  addressed  to  multiple  recipients 
specifically  targeted  by  the  firm. 

As  is  the  case  with  advertisements,  sales  literature  must  be  approved  before  use  (as 
described  later  in  this  manual). 
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Sales  Correspondence 

Sales  correspondence  is  any  written  or  electronic  communication  (other  than  that  classified 
as  advertising  or  sale  literature)  that  is  sent  or  made  available  to  a  current  or  prospective 
customer  by  a  salesperson  involved  in  the  firm's  securities  business  or  by  a  person  who  is 
soliciting  fee-based  investment  advisory  or  management  services. 

The  key  characteristic  of  sales  correspondence  is  that  it  is  directed  to  a  specific  recipient.  It 
may  or  may  not  need  to  be  approved  prior  to  use. 


B.    Research  and  Recommendations 


Sales  literature  and  sales  correspondence  may  include  a  recommendation  to  a  customer 
and,  in  certain  contexts,  may  constitute  research.  Recommendations  and  research  each 
has  its  own  approval  process,  and  research  requires  specialized  legends,  which  are 
discussed  later  in  this  manual.  For  the  purposes  of  this  manual: 

■  Research  is  an  analysis  of  individual  companies,  industries,  market  conditions,  or 
securities  or  other  investment  vehicles  that  provides  information  reasonably  sufficient 
upon  which  to  base  an  investment  decision.  While  reports  prepared  by  one  of  the  firm's 
investment  research  departments  generally  fall  into  the  category  of  research,  materials 
prepared  by  other  personnel  also  may  constitute  research  under  applicable  regulations. 
Research  does  not  include  publicly  available  information,  consensus  data,  or  data 
attributable  to  management  of  the  company  being  discussed. 

h  A  recommendation  to  a  customer  is  the  promotion  or  endorsement  of  a  transaction 
involving  a  security. 

Note  that  there  are  significant  restrictions  on  including  any  research  or  recommendations  in 
marketing  materials  for  asset  management  services.  Consult  Divisional  Compliance 
policies  for  further  guidance. 


C.    General  Communication 


As  stated  above,  although  these  particular  categories  and  types  of  communication  require 
special  attention,  except  where  otherwise  noted,  this  manual  covers  all  written  or  electronic 
communication  with  the  public  relating  to  any  business  of  the  firm. 
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Content  Standards 


A.   General  Standards 


No  matter  what  you  are  communicating  to  the  public,  your  words  reflect  on  the  reputation  of 
the  firm.  Furthermore,  the  firm  can  be  held  accountable  for  what  you  communicate.  The  firm, 
therefore,  requires  that  your  communication  reflect  the  high  standards  of  the  firm,  not  only  in 
what  you  say,  but  also  in  the  way  you  say  it. 

The  following  are  general  standards  and  requirements  that  the  firm  expects  all  of  its 
employees  to  understand  and  follow  in  all  of  their  communications. 

Truthfulness  and  Completeness 

Communications  may  not  omit  material  facts  or  include  untrue  or  misleading  statements. 
Keep  in  mind  that  the  level  of  detail  or  explanation  necessary  to  make  a  communication 
clear,  accurate,  and  understandable  will  depend,  in  part,  on  the  breadth  and  sophistication  of 
the  intended  audience  and  the  complexity  of  the  subject  matter.  For  example, 
communicating  complicated  material  or  the  lack  of  financial  sophistication  of  the  recipient 
will  often  warrant  a  more  detailed  presentation. 

Professionalism  and  Good  Taste 

■  All  communications  should  be  professional  and  in  good  taste.  Of  course,  your 
communications  should  never  contain  obscene,  offensive,  or  otherwise  inappropriate, 
unprofessional,  or  unlawful  language.  Remember,  that  you  do  not  control  and  you 
cannot  always  predict  who  the  reader  will  be. 

■  Write  using  standard,  formal  written  language.  Pay  attention  to  proper  grammar  and 
accurate  word  usage. 

■  Avoid  superlatives  and  exaggerations. 

■  Communicate  succinctly.  Stay  strictly  to  the  topic  of  your  communication.  Do  not  include 
any  gratuitous  comments. 

■  Remember,  your  business  communications  become  part  of  the  official  records  of  the 
firm.  Regulators  and  other  third  parties  may  have  access  to  these  communications  in  the 
case  of  dispute,  litigation,  or  criminal  action. 

Records  of  Past  Performance 

Any  communication  that  portrays  past  performance  of  recommendations  or  actual 
transactions  must  be  balanced  and  not  misleading.  In  particular. 
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■  Past  performance  may  not  be  used  to  promise  or  suggest,  directly  or  indirectly,  future 
profits  or  income,  nor  may  it  be  presented  as  indicative  of  future  performance. 

■  Records  or  statistics  must: 

£  disclose  the  existence  of  any  relevant  costs  (e.g.,  commissions  and  interest  charges, 
if  applicable). 

□  be  clearly  defined  as  to  scope  (i.e.,  the  universe  of  securities  or  transaction  types 
covered)  and  context. 

c    cover  at  least  the  most  recent  1 2-month  period,  if  available. 

■  Whenever  annualized  rates  of  return  are  used: 

-■    All  material  assumptions  used  in  the  process  of  annualization  must  be  disclosed. 

h.  The  date  and  price  of  each  initial  recommendation  or  transaction  and  the  date  and 
price  at  the  earlier  of  when  liquidation  was  suggested  or  effected  must  be  included. 

i-  Summaries  or  averages  may  be  presented  so  long  as  they  include  the  total  number 
of  items  recommended  or  transacted,  the  number  that  advanced  and  declined,  and 
an  offer  to  provide  the  complete  record  upon  request. 

Finally,  the  communication  should  include  an  indication  of  general  market  conditions  during 
the  relevant  period  (e.g.,  the  performance  of  the  S&P  500).  Any  such  comparison  should  be 
reasonable. 

Note  that  there  are  special  requirements  for  showing  past  performance  of  mutual  funds  and 
separate  account  composites,  and  for  certain  other  investments  (e.g.,  options).  Consult 
Divisional  Compliance  policies  for  further  guidance. 

Speculating  on  Litigation  Results 

Do  not  speculate  on  or  predict  the  outcome  of  any  litigation  involving  the  issuer  of  a  security. 

Guarantees 

Do  not  make  any  guarantee  of  profit  or  against  loss,  or  offer  any  promise  of  specific  results. 

Projections  and  Predictions 

Communications  may  include  projections  and  predictions  (including  forecasts  of  financial 
performance),  but  those  projections  and  predictions  must: 
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■  Be  based  on  reasonable  assumptions. 

■  Be  clearly  labeled  as  opinion. 

■  Include  a  description  of  the  assumptions  and  information  upon  which  projections  and 
predictions  are  based  or  indicate  that  the  underlying  assumptions  and  information  are 
available  upon  request. 

Hypotheticals  that  look  backwards  in  time  and  recalculate  performance  based  on  stated 
assumptions  are  not  necessarily  subject  to  the  same  standard  of  reasonableness  as 
forward-looking  projections  or  predictions.  This  is  because  with  backward-looking 
projections  evidence  of  what  actually  occurred  is  always  available  for  consideration.  The 
availability  of  actual  data  limits  the  danger  of  acting  on  an  unreasonable  assumption. 
Forward-looking  projections,  on  the  other  hand,  require  more  care. 

Note  that  significantly  stricter  standards  apply  to  the  use  of  forward-looking  or  backward- 
looking  projections  in  connection  with  asset  management  services.  Consult  Divisional 
Compliance  policies  for  further  guidance. 

Balance  of  Risks  and  Potential  Rewards 

Any  discussion  of  the  merits  of  a  potential  investment  should  be  balanced  with  a  discussion 
of  its  risks.  The  discussion  must  also  provide  enough  information  to  allow  the  recipient  to 
understand  the  full  nature  of  the  investment  and  of  its  potential  risks  and  rewards. 

Suitability  of  Investments 

Communications  may  not  state  or  imply  that  any  particular  investment  is  suitable  for  all 
investors. 

Subject  to  otherwise  applicable  firm  policies  on  suitability  and  requirements  to  "know  your 
customer,"  communications  may  state  that  an  investment  is  suitable  for  a  particular 
customer  or  class  of  similarly-situated  customers. 

Rumors 

Communications  may  not  circulate  or  encourage  dissemination  of  unsubstantiated  rumors. 
Therefore,  it  is  the  policy  of  the  firm  to  make  no  comment  on  rumors  whatsoever,  even  to 
deny  rumors  you  believe  to  be  untrue. 

Dating  Communications 

All  communications  should  be  appropriately  dated.  Any  significant  information  that  is  more 
than  six  months  old  or  otherwise  is  not  reasonably  current  must  be  noted. 
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Identifying  Sources 

All  communications  should  include  the  firm's  name  and,  when  appropriate,  the  name  of  the 
person  who  prepared  the  communication. 

Disclosure  of  Client  Names  and  Positions 

Names  of  clients  of  the  firm  and  their  assets,  objectives,  and  positions  are 
confidential  and  may  not  be  disclosed  outside  of  the  firm,  or  to  anyone  within  the  firm 
without  a  "need  to  know".  Despite  this  general  rule,  the  name  of  a  client  may  be 
disclosed  with  the  client's  consent,  if  permitted  by  applicable  Divisional  Compliance 
policies. 


B.    Providing  Customers  with  Valuations  of  Their  Positions 


Because  valuations  of  positions  can  be  used  for  a  variety  of  reasons  (risk  management, 
accounting,  as  the  basis  of  trading  decisions,  margining,  etc.)  it  is  imperative  that  valuations 
are  carefully  prepared  and  that  both  the  valuations  themselves  and  the  basis  on  which  they 
have  been  calculated  are  communicated  clearly  and  completely. 

Check  individual  divisional  policies  for  requirements  as  to  the  form  and  content  of  valuations 
and  as  to  any  disclosure  statements  (hedge  clauses)  that  may  be  required  to  be  used. 


C.    Third  Party  Material  and  Testimonials 


Attribution  of  Sources 

Using  outside  sources  without  attribution  is  plagiarism.  Plagiarism  is  a  serious  breach  of  the 
firm's  standards  and  exposes  the  firm  to  significant  legal  and  reputational  risk.  Therefore: 

■  All  material  —  whether  words,  graphs,  charts,  analyses,  or  other  matter  taken  from 
outside  sources,  and  whether  directly  quoted  or  simply  referred  to  —  must  be  properly 
attributed.  This  includes  paraphrases  and  summaries  of  discussions. 

■  Attribution  may  appear  in  footnotes  or  in  the  text. 

■  The  attribution  must  be  specific.  Generic  phrases  such  as  "experts  claim"  or  "market 
sources  agree"  are  not  sufficient  or  acceptable. 
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■  Any  market  letter  or  research  report  prepared  by  an  outside  organization  must  identify 
the  preparer  and  not  give  the  impression  that  it  was  prepared  by  Goldman  Sachs.  See 
divisional  policies  regarding  the  use  of  such  third-party  material. 

Testimonials 

A  testimonial  is  a  quotation  from  a  customer  or  outside  expert  expressing  support  for  a 
Goldman  Sachs  product  or  activity.  Any  testimonial  must  be  accompanied  by  a  disclaimer, 
the  substance  of  which  includes  the  following: 

■  That  the  testimonial  may  not  be  representative  of  the  experience  of  other  customers. 

■  That  the  testimonial  is  not  indicative  of  future  performance  or  success. 

■  That  it  is  a  paid  testimonial  (if  more  than  a  nominal  sum  was  paid  for  the  testimonial). 

■  That  the  person  making  the  testimonial  has  the  knowledge  and  experience  to  form  a 
valid  opinion  (if  the  testimonial  concerns  a  technical  aspect  of  investing). 

■  That  the  person  making  the  testimonial  has  a  relationship  with  the  firm  (if  such  a 
relationship  exists). 

If  a  testimonial  is  used  in  an  advertisement,  the  Corporate  Communications  Department 
must  also  be  consulted.  Testimonials  are  prohibited  in  any  communication  related  to 
asset  management  services. 


D.    Copyright  Issues 


Using  published  material  from  sources  outside  of  the  firm,  with  or  without  attribution,  may 
constitute  a  copyright  infringement.  Copyright  rules  differ  from  situation  to  situation  and  from 
jurisdiction  to  jurisdiction. 

Note  that  copyright  rules  are  not  restricted  to  printed  material.  They  extend  to  material 
published  in  other  media,  including  the  Internet. 

You  should  consult  the  section  entitled  "Copyrighted  Materials"  in  the  Employee  Handbook. 
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E.   Recommendations  of  Securities  Transactions  by  Securities  Salespeople* 


Suitability  of  Recommendations  Made  to  Customers 

Prior  to  recommending  that  a  customer  purchase,  sell  or  exchange  any  security, 
salespeople  must  have  reasonable  grounds  for  believing  that  the  recommendation  is 
suitable  for  that  particular  customer  upon  the  basis  of  the  facts  disclosed  by  the  customer  as 
to  his/her  other  security  holdings,  investment  objectives  and  financial  situation. 

Know  the  Security  Being  Recommended 

The  suitability  concept  also  requires  a  salesperson  to  have  an  adequate  and  reasonable 
basis  for  his/her  recommendation  of  a  particular  security.  This  requires  familiarity  with  the 
characteristics  (including  potential  risks  and  rewards)  of  the  security  being  recommended. 
Therefore,  salespeople  must  "know  their  security",  as  well  as  their  customer. 

Determining  Whether  a  Recommendation  is  Made 

A  broad  range  of  circumstances  may  cause  a  transaction  to  be  considered  recommended, 
and  this  determination  does  not  depend  on  the  classification  of  the  transaction  by  divisional 
policies  as  "solicited"  or  "unsolicited."  In  particular,  a  transaction  will  be  considered  to  be 
recommended  when  a  representative  of  the  firm  brings  a  specific  security  to  the  attention  of 
a  particular  customer  (or  group  of  customers)  through  any  means,  including  telephone,  mail, 
e-mail  or  fax. 

Trade  Ideas 

Firm  employees  frequently  provide  so-called  "trade  ideas"  to  multiple  recipients.  Such  trade 
ideas  are  designed  to  help  clients  take  advantage  of  market  conditions  and  intelligence,  but 
are  not  intended  to  be  specific  buy/sell  recommendations  for  specific  clients  or  customers. 
Characteristics  of  trade  ideas  frequently  include: 

■  Market  situations  to  watch  closely. 

■  "If/then"  suggestions,  such  as:  "If  your  position  is  X,  consider  taking  advantage  of  Y";  "if  a 
security  begins  to  do  A,  consider  taking  action  B." 

■  Delivery  to  multiple  recipients,  rather  than  to  specific  clients. 

■  Suggestions  about  a  range  of  actions  rather  than  a  specific  transaction. 


*    Note  that  the  requirements  of  this  section  apply  to  securities  brokerage  (including  discretionary  brokerage) 
accounts.  For  advisory  account  requirements,  consult  Divisional  Compliance  policies. 
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■    Common  distribution  via  e-mail. 

Such  trade  ideas  are  not  considered  to  fall  within  the  definition  of  a  recommendation. 

Seeking  Additional  Guidance 

In  sum,  whether  a  particular  transaction  is  in  fact  recommended  depends  on  an  analysis  of 
all  the  relevant  facts  and  circumstances.  Therefore,  employees  are  required  to  be  familiar 
with  divisional  policies  on  recommendations  and  suitability,  and  are  encouraged  to  consult 
their  Divisional  Compliance  personnel  or  the  Legal  Department  for  assistance  in  answering 
any  questions. 


F.    Recommendations  Contained  in  Research  Reports* 


When  a  recommendation  to  a  customer  is  made  in  advertisements  or  sales  literature 
(including  the  firm's  published  research),  the  market  price  of  the  security  at  the  time  of  the 
recommendation  must  be  indicated  and  the  following  information  must  be  disclosed: 

■  Whether  the  firm  makes  a  market  in  the  security  or  will  buy  or  sell  the  security  on  a 
principal  basis 

■  Whether  the  firm  was  a  manager  or  co-manager  of  any  public  offering  by  the  issuer 
within  the  past  three  years 

■  Whether  the  firm,  its  officers,  or  any  personnel  involved  in  preparing  the  communication 
may  have  positions  in  the  securities  or  options  of  the  issuer 

■  Whether  the  firm  or  any  of  its  employees  is  a  director  of  the  issuer. 

The  publication  of  all  research  reports  must  be  approved  by  one  of  the  firm's  investment 
research  departments,  which  will  add  any  additional  required  disclosures. 


G.    Restricted  Trading  List  Securities 


Sales  correspondence  may  not  include  discussion  of,  nor  may  a  salesperson  recommend 
transactions  in,  any  security  on  the  firm's  Restricted  Trading  List  without  the  prior  approval 
of  the  Central  Compliance  Control  Room. 

Asset  management  personnel  should  refer  to  their  Divisional  Compliance  policies  which,  in 
some  instances,  may  differ  from  the  foregoing. 

*  Note  that  the  requirements  of  this  section  apply  to  securities  brokerage  (including  discretionary  brokerage) 
accounts.  For  advisory  account  requirements,  consult  Divisional  Compliance  policies. 
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H.    Hedge  Clauses 


The  proper  hedge  clauses  must  accompany  all  advertisements  and  sales  literature.  The 
hedge  clauses  may  not  be  misleading  or  inconsistent  with  the  content  of  the  communication. 

The  required  hedge  clauses  vary  based  upon  product,  country,  recipient  and  a  number  of 
other  factors.  Therefore,  contact  Divisional  Compliance  to  determine  the  proper  hedge 
clauses  to  use  on  any  material  sent  to  third  parties  on  behalf  of  the  firm. 


I.    Internal-Use-Only  Documents 


No  written  or  electronic  communication  marked  (or  customarily  handled  as)  "for  internal  use 
only"  or  "for  broker  use  only"  may  be  distributed,  in  whole  or  in  part,  to  anyone  outside  of  the 
firm.  This  includes  e-mail  and  material  on  the  internal  website. 

If  a  particular  business  unit  determines  that  material  originally  prepared  for  internal  or 
broker-only  use  becomes  appropriate  for  dissemination  to  the  public,  any  internal  use 
designation  must  be  removed  and  ail  appropriate  approval  procedures  and  standards 
governing  outside  written  communications,  as  detailed  in  this  document,  must  be  satisfied. 


J.    Distributing  "To  All"  Memoranda 


To  All"  memos,  whether  distributed  by  memo,  e-mail  or  other  means,  must  be  approved  as 
described  in  the  section  entitled  "Firmwide  Memoranda"  in  the  Employee  Handbook. 


K.    Dissemination  of  information  Concerning  The  Goldman  Sachs  Group,  Inc. 


The  NYSE  prohibits  any  recommendation  or  solicitation  with  respect  to  the  common  stock  of 
The  Goldman  Sachs  Group,  Inc.  Accordingly,  only  the  Investor  Relations  or  Corporate 
Communications  Departments  are  authorized  to  make  any  comments  regarding  The 
Goldman  Sachs  Group,  Inc. 


L.    Registered,  Publicly-Offered  Securities  (other  than  GSAM  Mutual  Funds) 


The  U.S.  securities  laws  impose  severe  restrictions  on  the  distribution  of  any  written 
materials  in  the  United  States  by  participants  in  a  U.S.  registered  public  offering  (including 
both  IPOs  and  follow-on  offerings)  in  connection  with  such  offering  other  than  the  most 
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recent  "red  herring"  prospectus  and,  after  the  offering  is  priced,  the  final  prospectus.  It  has 
always  been  the  firm's  policy  to  adhere  strictly  to  these  requirements.  In  addition,  it  is  the 
firm's  policy  to  apply  these  requirements  in  a  variety  of  other  circumstances. 

These  restrictions  are  as  follows: 

■  No  written  materials  may  be  distributed  outside  the  firm  in  the  United  States  in 
connection  with  any  U.S.  registered  public  offering  (both  IPOs  and  follow-on  offerings) 
other  than  the  "red  herring"  prospectus  and,  after  pricing  of  the  offering,  the  final 
prospectus.  This  includes  e-mails  (including  responses  to  clients'  e-mails  to  us),  faxes, 
and  any  other  method  of  written  communication.  For  example,  neither  the  sales 
memorandum  for  the  offering  nor  any  portion  thereof  (nor  any  summary  thereof)  may  be 
distributed  outside  the  firm.  In  addition,  only  the  entire  "red  herring"  or  final  prospectus 
may  be  distributed;  employees  must  not  distribute  selected  pages  from  a  prospectus, 
nor  highlight  or  draw  attention  to  selected  portions  of  the  prospectus.  These  restrictions 
continue  in  effect  for  the  first  25  days  after  the  pricing  of  a  U.S.  registered  IPO. 

■  It  is  firm  policy,  in  connection  with  U.  S.  registered  public  offerings,  to  observe  the 
foregoing  restrictions  with  respect  to  the  distribution  of  written  materials  outside  the  U.  S. 

■  It  is  also  firm  policy  to  observe  the  foregoing  restrictions  with  respect  to  the  distribution  of 
written  materials,  both  inside  and  outside  the  U.  S.,  in  connection  with  Regulation  S  and 
Rule  144A  offerings. 

Any  exceptions  to  the  first  of  the  foregoing  restrictions  must  be  approved  by  the 
Legal  Department  or  a  senior  member  of  the  Special  Execution  Group.  Any 
exceptions  to  the  second  or  third  of  the  foregoing  restrictions  must  be  approved  by  a 
member  of  the  Commitments  Committee  in  consultation  with  a  senior  member  of  the 
Special  Execution  Group. 
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IV.    Reviews  and  Approvals 


A.    General 


Responsibility  for  obtaining  reviews 

In  general,  the  employee  preparing  and  sending  a  communication  is  responsible  for 
obtaining  any  necessary  approvals  and  for  following  the  appropriate  procedures  for  retention 
and  review. 

Documents  previously  approved 

In  certain  instances,  divisional  policies  may  designate  certain  material  sent  to  specified 
recipients  as  "pre-approved",  in  which  case  the  pre-approved  documents  do  not  have  to  be 
re-approved  each  time  they  are  sent. 

Any  additional  correspondence  accompanying  the  approved  documents,  such  as  a  cover 
letter  or  note,  may  have  to  be  approved,  depending  on  the  substance  contained  in  it.  For 
instance,  casual  correspondence,  thank  you  notes,  confirmations  or  schedules  for  meetings, 
invitations,  and  other  correspondence  that  does  not  relate  to  business  does  not  require 
approval. 

Reviewer's  Signature 

When  approval  is  required,  the  reviewer  must  initial  or  sign  and  date  the  firm's  retained  copy 
of  any  written  communication  (or,  for  certain  business  units,  a  "Compliance  Cover  Sheet")  to 
indicate  and  record  his/her  review  and  approval  or  maintain  a  comparable  record. 

In  cases  where  electronic  correspondence  requires  approval,  a  record  of  the  review  and 
approval  must  be  maintained.  The  nature  of  that  record  —  an  addition  to  the  electronic  file,  a 
log  file  of  reviews,  a  physical  record  on  a  hard  copy,  or  other  means  —  can  be  determined 
by  the  business  unit.  Whatever  the  nature  of  the  record,  it  must  clearly  indicate  the 
reviewer's  approval  and  maintain  a  clear  audit  trail  to  the  reviewed  communication. 

Advertisements  and  Sales  Literature 

In  general,  advertisements  must  be  approved  in  advance  by  the  Corporate  Communications 
Department  in  order  to  assure  compliance  with  firm-wide  identity,  branding,  logo  and  other 
standards.  In  some  divisions,  this  approval  process  may  be  handled  by  Divisional 
Compliance.  In  addition,  advertisements  related  to  the  firm's  sales  and  trading  of  securities 
must  be  approved  prior  to  first  use  or  first  availability  by  a  registered  principal  in  the  relevant 
business  unit. 
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All  sales  literature  must  also  comply  with  firm-wide  design  and  content  standards 
established  by  Corporate  Communications.  In  addition,  sales  literature  related  to  the  firms 
sales  and  trading  of  securities  must  be  approved,  prior  to  first  use  or  availability,  by  a 
registered  principal  in  the  relevant  business  unit. 

For  any  options-related  sales  literature,  the  approving  registered  principal  must  be  the 
Compliance  Registered  Options  Principal  (CROP)  or  the  CROP'S  designee. 

Research  reports  must  be  approved  by  a  supervisory  analyst  prior  to  issuance. 

SRO  Filing  Requirements 

Certain  product-specific  sales  literature   and  advertisements  (e.g.,   certain  investment 
company-related  materials,  CMO-related  advertisements,  and  options-rel ateQ  ^ucationa 
materials)  must  be  filed  with  an  appropriate  SRO  (NASD.  CBOE,  etc.)  at  least  10  days  pnor 
to  first  use  or  first  availability.   Approvals  must  be  sought  from  the  appropriate  registered 
principal  or  Corporate  Communications  early  enough  to  meet  the  10-day  filing  requ.rement. 


B.   Review  of  Certain  Outgoing  Correspondence 


Outgoing  correspondence  with  the  public  by  registered  representatives  and  associated 
persons  involved  in  the  sale  of  securities,  whether  in  hard-copy,  fax  e-mail  or  other 
electronic  format,  will  be  subject  to  review  by  a  registered  principal  or  his/her  designee. 

Each  division  or  business  unit  involved  in  the  firm's  broker/dealer  business  may  approach 
the  review  of  outgoing  correspondence  in  one  of  two  ways: 

■  Review  all  outgoing  sales  correspondence  before  it  is  sent;  or 

■  Review  a  sample  of  outgoing  sales  correspondence  after  it  is  sent. 

Guidelines  for  developing  a  sampling  program  appear  in  the  Appendix  at  the  end  of  this 
manual.  Check  your  Divisional  Compliance  policies  for  the  procedures  applicable  to  you. 

A  copy  of  all  such  correspondence,  no  matter  the  medium  in  which  it  is  delivered  must  be 
retained  in  accordance  with  procedures  established  by  the  applicable  division  and  must  be 
readily  available  for  review.  The  person  who  reviewed  the  correspondence  must  be  easily 
ascertainable.  Finally,  the  outgoing  communications  file  will  be  subject  to  penod.c  review  to 
assure  compliance  with  these  requirements. 

Compliance  with  the  requirements  of  these  policies  will  be  a  subject  of  discussion  at  annual 
or  other  periodic  performance  reviews  and  will  be  the  subject  of  remedial  action,  if  required. 
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Compliance  with  the  requirements  for  review  of  communications  (including  appropriate 
monitoring,  testing,  and  documenting  of  results  and  evaluation  of  effectiveness)  are  subject 
to  annual  Central  Compliance  review  and  will  be  included  in  the  Management  Controls 
Department's  periodic  audits. 


C.    Review  of  Incoming  Correspondence 


m 


All  incoming  written  and  electronic  correspondence  from  the  public  directed  to  registered 
representatives  and  associated  persons  involved  in  the  sale  of  securities  are  also  subject  to 
the  firm's  supervision  and  review  in  accordance  with  divisional  procedures.  Except  for 
written  correspondence  (i.e.,  material  in  paper  form)  sent  to  registered  representatives  (all  of 
which  must  be  reviewed  as  described  below),  divisional  policies  may  provide  for  either 
review  of  all  such  correspondence  or  a  sample  selected  in  substantially  the  same  manner  as 
outgoing  correspondence. 

Review  of  Incoming  Written  Correspondence  Sent  to  Sales  Representatives 

In  order  to  provide  early  notice  of  potential  sales  practice  issues  and  customer  complaints, 
and  to  help  ensure  proper  handling  of  customer  funds  and  securities,  a  registered  principal 
or  his/her  designee  will  review  all  incoming  written  correspondence  (i.e.,  correspondence  in 
paper  form)  that  is  directed  to  registered  representatives  involved  in  the  sale  of  securities.  To 
facilitate  this  review: 

■  The  correspondence  will  be  opened  by,  or  in  the  presence  of,  an  authorized  individual  (a 
principal  or  his/her  designee)  to  identify  any  possible  complaints  and  to  remove 
customer  funds  and  securities. 

■  The  individual  reviewing  the  correspondence  will,  after  the  review  is  completed,  forward 
the  material  as  appropriate  for  proper  retention. 

■  Funds  and  securities  will  be  forwarded  to  the  personnel  responsible  for  custody  of  funds 
and  securities  in  the  office  in  which  the  funds  or  securities  were  received.  These  items 
should  be  delivered  by  hand,  rf  possible,  or  by  an  alternative  delivery  method  approved 
by  the  firm's  operations  officials. 

■  Any  correspondence  containing  a  possible  customer  complaint  must  be  handled  as 
described  in  the  following  section. 

Correspondence  that  can  be  readily  identified  as  regulatory  bulletins,  research  or 
promotional  material,  advertising,  periodicals,  fund  raising  appeals  or  similar  non-customer 
material  need  not  be  subject  to  this  procedure. 
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Treatment  of  Customer  Inquiries  and  Complaints 

As  a  matter  of  good  business  practice,  it  is  the  firm's  policy  to  handle  and  resolve  any 
customer  or  client  inquiry  expeditiously,  especially  when  it  regards  proper  handling  of 
business  solicitations,  transactions,  and  customer  securities  or  funds.  In  addition,  the  Legal 
Department  and  Central  Compliance  will  designate  certain  types  of  inquiries  as  "customer 
complaints,''  which  require  specific  handling  and  regulatory  reporting. 

To  make  sure  that  all  inquiries  and  potential  "customer  complaints"  are  handled 
expeditiously  and  properly,  both  from  the  business  and  regulatory  points  of  view,  employees 
must  observe  the  following  procedure. 

Any  employee  who  receives  a  written,  electronic,  or  oral  communication  from  a  customer  or 
any  person  acting  on  behalf  of  a  customer  alleging  a  grievance  involving  the  solicitation  or 
execution  of  any  transaction  or  the  disposition  of  securities  or  funds  of  that  customer  must 
report  it  to  his  or  her  supervisor  immediately.  A  copy  of  the  communication  (unless  it  is  oral) 
must  be  sent  immediately  to  the  supervisor. 

The  supervisor  will  first  determine  whether  the  communication  might  be  classified  as  a 
"customer  complaint".  If  the  supervisor  considers  the  communication  to  be  a  possible 
complaint,  the  supervisor  will  notify  and  forward  copies  of  the  communication  to  the  Director 
of  Central  Compliance,  the  Legal  Department  and  Divisional  Compliance. 

The  Legal  Department  or  Central  Compliance  will  determine  whether  the  inquiry 
actually  constitutes  a  "customer  complaint"  If  it  does,  Central  Compliance  will  be 
responsible  for  reporting  the  complaint  as  required  by  regulation.  The  Legal  Department  will 
coordinate  the  firm's  response  to  the  communication  and  advise  the  Central  Compliance 
Department  and  Divisional  Compliance  of  the  resolution. 

Regulatory  Inquiries  and  Litigation 

Any  complaint,  notice,  subpoena,  interrogatories  or  other  document  relating  to  a  litigation 
matter,  an  arbitration  proceeding,  or  a  regulatory  investigation  should  be  forwarded 
immediately  to  the  Legal  Department.  See  the  section  entitled  "Legal  Matters"  in  the 
Employee  Handbook. 


D.    Handling  of  Sales  Literature  and  Correspondence  Off  Firm  Premises  [ 


Written  Material 

All  sales  literature  and  sales  correspondence  must  be  sent  to  and  from  the  premises  of  the 
firm  to  facilitate  proper  supervision. 
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E-mail  and  FAX  Communications 

All  electronic  communications,  including  e-mail  and  fax  traffic,  concerning  firm  business  that 
is  to  or  from  customers  must  be  sent  and  received  from  or  to  a  firm  e-mail  address  or  firm 
fax  machine  or  from  and  to  a  firm-approved  third-party  computer  system  . 

Therefore: 

■  All  e-mail  traffic  concerning  firm  business  that  is  to  and  from  the  public  must  take  place 
at  the  firm's  premises  or  be  routed  through  firm-provided,  secure  equipment. 

■  Faxes  containing  sales  literature  or  sales  correspondence  must  be  sent  from  and  to  the 
premises  of  the  firm.  Personnel  who  are  out  of  town  on  business  should  route  faxes  to 
the  firm  where  they  will  be  forwarded  to  the  appropriate  recipients. 

Additional  policies  concerning  e-mail  and  other  electronic  communications  are  contained  in 
the  Employee  Handbook. 

Employees  working  from  home  offices 

All  sales  correspondence  from  or  to  employees  working  from  home  offices  must  be  routed 
through  regional  offices  for  purposes  of  review,  approval,  distribution  and  retention. 

Employees  working  from  home  offices  may  not  direct  customers  to  send  conespondence  to 
the  home  office. 

Employees  may  not  send  faxes  containing  sales  literature  or  sales  correspondence  to 
customers  or  potential  customers  from  home  fax  machines  unless  Divisional  Compliance 
has  approved  such  communication  and  established  procedures  for  its  supervision  and 
retention. 
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V.    Retention 


A.    Material  Relating  to  Securities  Business 


All  written  or  electronic  advertisements,  sales  literature,  sales  correspondence  and  other 
communications  related  to  the  firm's  broker/dealer  business  must  be  retained  for  a  minimum 
period  of  three  years,  except  that: 

■  Communications  relating  to  commodities  or  futures  or  options  on  commodities  or  futures 
must  be  retained  for  a  minimum  of  five  years. 

■  Communications  relating  to  customer  complaints  must  be  retained  for  eight  years. 

■  Communications  relating  to  asset  management  services  must  be  retained  for  six  years. 

Supervisors  must  retain  evidence  of  supervisory  reviews  and  approvals  for  the  same 
periods. 


B.    Other  Material 


Retention  of  all  other  material  will  be  in  accordance  with  requirements  established  by 
individual  divisions  or  business  units. 
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VI.    Other  Issues 


A.    Education  and  Training 


The  firm's  policies  and  procedures  regarding  written  and  electronic  communications  may  be 
included  in  the  firm's  required  annual  compliance  meeting  and  will  otherwise  be  a  part  of  the 
firm's  continuing  education  program. 


B.    Monitoring 


The  policies  set  forth  above  will  be  subject  to  periodic  review  by  the  firm's  Management 
Controls  Department. 
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VII.    Appendix 


Appendix  1 .   Guidelines  for  Sampling  Correspondence | 


Divisions  or  business  units  may  set  up  a  system  of  reviewing  appropriate  samples  of 
outgoing  sales  correspondence  after  they  have  been  distributed. 

If  the  division  or  business  unit  selects  a  sampling  approach,  regulations  require  that: 

■  Specific  procedures  must  be  designed  and  documented  to  provide  reasonable 
supervision  of  each  representative  who  conducts  business  with  the  public. 

■  The  sampling  techniques  must  be  designed  so  that  they  can  reasonably  detect  any 
potential  violation  of  regulations  under  which  the  firm  and  its  individual  business  units 
and  divisions  do  business.  Sampling  levels  must  be  set  to  provide  statistically  acceptable 
results  These  levels  must  be  determined  in  consultation  with  technology  experts, 
business  people,  and  the  Legal  and  Compliance  Departments.  They  will  be  reviewed 
periodically  to  assure  reasonable  accuracy  and  effectiveness. 

In  developing  a  sampling  system,  a  number  of  additional  factors  should  be  taken  into 
account: 

■  In  determining  the  level  of  supervision  appropriate  for  each  sales  representative, 
supervisors  should  consider  the  representative's  overall  complaint  and  disciplinary 
history,  with  particular  emphasis  on  previous  incidents  involving  communication  with 
customers. 

a  Samples  should  be  designed  to  reflect  the  breadth  of  an  individual's  communications, 
but  need  not  be  strictly  random;  samples  may  be  concentrated  on,  for  example,  very 
active  periods  of  time  or  very  complicated  or  sensitive  transactions. 

■  Electronic  communications  must  be  covered  by  the  sample.  Therefore,  a  selection  of  e- 
mails  (and  other  electronic  communications,  if  any)  must  also  be  reviewed.  Where  e-maH 
systems  automatically  save  copies  of  outgoing  e-mails,  procedures  should  be  adopted 
for  the  periodic  review  of  saved  e-mail  folders  for  each  person  subject  to  review. 

■  The  selection  of  specific  electronic  communications  to  be  reviewed  may  be  made  by  an 
automated  system  that  selects  individual  communications  for  review  based  on  key  words 
or  phrases. 

■  Individual  supervisors  are  generally  in  the  best  position  to  determine  the  transactions  or 
activities  most  likely  to  give  rise  to  deviations  from  firm  policies  or  risk  to  customers. 
Input  will  be  sought  from  line-of-business  supervisors  in  setting  sampling  guidelines. 
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■  Reviews  are  required  to  confirm  the  appropriateness  of  a  representative's 
recommendations  to  customers.  Therefore,  sample  selection  criteria  should  assure  that 
recommendations  are  included  in  the  material  reviewed  for  all  representatives. 

■  Frequency  of  reviews  should  follow  these  guidelines: 

n    Each  individual's  correspondence  must  be  sampled  no  less  often  than  annually. 

o  Supervisors  may  wish  to  review  the  correspondence  of  junior  employees  (e.g., 
second-  and  third-year  salespersons,  certain  lateral  hires  from  other  firms,  etc.)  more 
frequently  than  annually. 

n  For  the  least-experienced  employees  (e.g.,  new  hires,  recent  graduates  of  training 
programs,  etc.),  supervisors  may  find  it  advisable  to  review  all  correspondence  prior 
to  use  or  distribution  until  a  level  of  confidence  is  reached  as  to  the  individual's  work 
product. 

■  Records  must,be  kept  of  the  reviews. 

■  Divisions,  business  units,  or  supervisors  may  choose  to  review  material  more  frequently 
or  to  increase  the  size  of  any  sample. 

■  In  conjunction  with  the  sampling  program,  a  program  of  periodic  training  must  be 
established  to  educate  employees  as  to  the  regulatory  requirements  applicable  to  their 
communications.  Records  showing  when  programs  were  conducted  and  who  attended 
or  otherwise  participated  must  be  maintained  and  be  available  for  audit. 


wcpO2O101.3 
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Confidential  Treatment  Requested  by  Goldman  Sachs 

LB  2(b):  Please  explain  how  the  search  terms  "collateral  disposal  agent"  were  selected. 
Please  provide  the  relevant  communications  for  Hudson  Mezzanine  Funding  2006-1  and 
Timberwolf  transactions. 

The  term  "collateral  disposal  agent"  was  selected  as  a  search  term  because  it  is  a 
unique  term  that  would  be  distinct  to  the  Abacus  program.  For  the  Hudson  Mezzanine 
Funding  2006-1  and  Timberwolf  transactions,  we  provided  a  response  on  July  8, 2010,  which 
included  the  potential  investors  to  whom  the  Syndicate  desk  marketed  these  transactions 
(bearing  production  number  GS  MBS  0000038771). 
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Confidential  Treatment  Requested  by  Goldman  Sachs 

LB  1(d):  Please  provide  more  explanation  of  the  data  provided.  For  example,  how  do 
current  face  value  and  actual  face  value  differ?  Why  do  several  securities  have  two 
"sell"  trades?  What  is  the  reason  for  the  large  differences  in  face  value  between  the 
buy/sell  values? 

The  information  provided  in  the  "Orig[inal]  face"  and  "Actual  Face"  columns  in 
GS  MBS  0000038831  should  differ  only  in  that  the  data  in  the  "Actual  Face"  column 
identifies  buys  (as  positive)  and  sells  (as  negative).  Both  columns  provide  information  on  the 
face  value  of  the  bonds  at  the  time  they  were  purchased  for  the  respective  CDO  transactions 
identified  in  Question  1(d)  posed  to  Mr.  Blankfein.  Accordingly,  the  Staff  should  focus  on 
the  "Actual  Face  column";  the  "Original]  face"  column  was  inadvertently  included.  The 
"Current  Face"  column  provides  information  on  the  face  value  of  the  bonds  at  the  time  the 
trade  was  executed. 

There  are  "two  sell  trades"  for  certain  bonds  because  those  trades  were  booked  as 
two  distinct  sales  into  the  respective  CDO  by  the  relevant  Goldman  Sachs  desk.  The  face 
value  and  the  buy  and  sell  values  for  certain  trades  differ  because  Goldman  Sachs  did  not  sell 
to  the  respective  CDO  the  entire  amount  it  purchased  in  those  trades. 
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Dan, 

As  requested  last  week,  attached  is  a  spreadsheet  detailing  losses  incurred  on  the  price  risk  that  Goldman  Sachs  has  on  the  collateral 
securities  within  the  requested  CDOs.  To  the  extent  the  bond  was  liquidated  from  the  CDO,  we  calculated  the  loss  based  upon  the 
price  the  firm  valued  the  security  when  the  security  was  acquired.  To  the  extent  the  collateral  securities  are  still  held  in  the  CDO,  we 
included  the  unrealized  loss  the  firm  has  recorded  to  date. 

Additionally,  you  asked  us  to  describe  how  the  firm  calculated  net  revenues  earned  from  the  credit  default  swap  protection 
purchases  on  the  Hudson  Mezzanine  Funding  2006-1  and  2006-2  transactions.    As  you  are  aware,  the  ABX, index ;  was  introduced  on 
January  19,  2006.  In  the  following  months,  the  firm,  in  its  capacity  as  a  market  maker,  sold  protection  on  the  ABX  index  to  hedge 
funds  dealers  and  other  market  participants.  This  resulted  in  a  multi-billion  dollar  long  ABX  position  for  the  firm.  In  an  effort  to 
reduce  that  exposure,  Goldman  Sachs  sponsored  the  Hudson  Mezzanine  Funding  2006-1  and  2006-2  transactions.  Therefore  when 
calculating  net  revenues  on  the  credit  default  swap  protection  purchases,  we  included  the  gains  earned  from  the  credit  default 
swaps  with  the  CDO  as  well  as  the  losses  incurred  on  the  long  ABX  positions  that  motrvated  the  Hudson  Mezzan.ne  2006-1  and  2006- 
2  transactions. 

please  note  the  following: 

The  information  requested  by  the  Subcommittee  includes  confidential  internal  documents  and  proprietary ^ business ^°;ds  that 
Goldman  Sachs  does  not  make  available  to  the  general  pub.ic.  Go.dman  Sachs  is  producing  these  doc ™^^»rt  »  ^ 
Rule  XXVI  and  formally  requests  that  these  materials  be  treated  as  confidential  business  records.  Accordingly,  should  vouw^shto 
publicly  release  any  of  these  documents,  Goldman  Sachs  respectfully  requests  reasonable  notice  of  your  intent  to  do  so  and  the 
opportunity  to  object  to  such  a  release. 

Goldman  Sachs  used  various  technology  and  manual  resources  to  generate  some  of  the  documents  for  production  to  you  in 
response  to  your  Requests.  While  Goldman  Sachs  believes  that  these  documents  are  reasonably  accurate,  we  cannot  make  an 
absolute  representation  that  it  is  complete  or  that  there  are  not  some  inadvertent  errors  in  the  preparation  of  the  spreadsheet.  We 
will  provide  further  updates  or  corrections  if  we  discover  missing  information  or  errors. 


Please  confirm  receipt. 

Regards, 

Sheara 


Goldman,  Sachs  &  Co. 

200  West  Street  |  New  York,  New  York  10282 

Tel:  (212)0*0000 

e-mail:  sheara.  fredmanf5tes.com 


Sheara  Fredman 

Managing  Director 
Finance  Division 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Goldman 
Sachs 
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Anderson  Mezzanine 


c^^iV'--^'&|we'^.':- ."•'•.  ':l"'l.v  :  -.•"'  ::■ 

;^reTrtJR.6tiona1l ,;  tiquidatipB^x  -/.vc^toss 

i#D@ij-V:}r. 

71085PBXO    PCHLT  2005-2  A3 

109,589 

89.00 

12 

144531EV8    CARR  2006-NC1 A2 

3,694,657 

86.00 

517 

03072SF91     AMSI  2005-R6  A2 

1,979,479 

85.00 

297 

35729QAC2    FHLT  2006-B  2A2 

1,550,010 

85.00 

233 

14454AAB5    CARR  2006-FRE2  A2 

11,000,000 

84.00 

1,760 

35729VAB3    FHLT  2006-D  2A1 

3,087,061 

79.00 

648 

35729VAB3    FHLT  2006-D  2A1 

1,706,088 

79.00 

358 

75156UAB3    RAMP  2006-RZ2  A2 

6,500,000 

76.00 

1,560 

34957YAA5    FORTS  2006-2A  S 

2,162,158 

75.00 

541 

362375AA5    GSAA  2006-10  AVI 

2,126,615 

68.50 

670 

23245CAC4    CWL  2007-1  2A2 

7,012,742 

62.50 

2,630 

3622EBAA6    GSAA  2007-4  Al 

17,087,744 

42.53 

9,820 

362334NA8    GSAA  2006-7  AVI 

472,955 

92.56 

35 

3622EBAA6    GSAA  2007-4  Al 

9,577,421 

41.06 

5,645 

59022QAD4   MLMI  2006-HE5  A2C 

4,681,722 

23.60 

3,577 

59022QAD4   MLMI  2006-HE5  A2C 

7,516,187 

23.75 

5,731 

362439AD3    GSAMP  2006-HE4  A2C 

4,552,484 

38.00 

2,823 

66988RAC1    NHEL  2006-6  A2B 

4,000,000 

49.10 

2,036 

61750FAE0     MSAC  2006-HE6  A2C 

6,560,855 

26.00 

4,855 

362439AD3    GSAMP  2006-HE4  A2C 

447,516 

38.00 

277 

55275TAC2     MABS  2007-WMC1  A3 

9,555,913 

33.13 

6,391 

55275TAC2    MABS  2007-WMC1  A3 

3,124,034 

31.25 

2,148 

55275TAC2     MABS  2007-WMC1  A3 

1,537,565 

36.00 

984 

59022QAD4   MLMI  2006-HE5  A2C 

309,205 

34.28 

203 

59022QAD4   MLMI  2006-HE5  A2C 

618,249 

32.20 

419 

55275TAC2     MABS  2007-VVMC1  A3 

1,897,579 

31.00 

1,309 

55275TAC2     MABS  2007-WMC1  A3 

462,753 

31.22 

318 

61750FAE0     MSAC  2006-HE6  A2C 

356,980 

28.00 

257 

61750FAE0     MSAC  2006-HE6  A2C 

889,465 

32.00 

605 

643529AA8    NCAMT  2006-ALT2  AVI 

2,161,033 

60.00 

864 

23245CAC4    CWL  2007-1  2A2 

1,987,258 

56.50 

864 

17309LAD7    CMLTI  2006-HE2  A2C 

1,000,000 

38.00 

620 

3622ELAA4     GSAA  2006-18  AVI 

4,843,815 

78.00 

1,066 

3622EBAA6    GSAA  2007-4  Al 

6,121,578 

50.00 

3,061 

Total  Realized 

63,134 

Total  Unrealized 

59,000 

Total 

122,134 
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Hudson  Mezzanine  06-1 


Cusip 

12667HAB7 
12667HAB7 
35729VAB3 
44328AAB6 
65537FAB7 
12668PAB8 
ACC54A2C5 
GS05HE4B5 
35729VAB3 
643529AA8 
362257AA5 
23245FAB9 
23245FAB9 
232456AA9 
362725AA1 
64352VJY8 
362257AA5 
144528AB2 
GSAA07053 
75156UAB3 
75156UAB3 
66988RAC1 
3622ELAA4 
23245GAA9 
12669HAA7 
144539AC7 
144539AC7 
66988RAC1 
64352VQR5 
12670BAA7 
75156UAB3 
12669HAA7 
12670BAA7 
23245PAC5 
GSAA6S1A9 
23245PAC5 
12668V  AA7 
36245CAC6 
36245CAC6 
36245CAC6 


Name 

CWL  0620  2A1 
CWL0620  2A1 
FHLT  06D  2A1 
HASC06HE12A1 
NHELI  06FM2  2A1 
CWALT06OA17  1A1B 
ACCR  054  A2C 
GSAMP  05HE4  A2B 
FHLT06D2A1 
NCAMT06ALT2AV1 
GSAA  0617  Al 
CWALT06OC10  2A1 
CWALT06OC10  2A1 
CWALT  06OC9  Al 
GSRPM  062  A1A 
NCHET  051  A2C 
GSAA  0617  Al 
CARR  06NC3  A2 
GSAA  0705  1AV1 
RAMP  06RZ2  A2 
RAMP  06RZ2  A2 
NHEL066A2B 
GSAA  0618  AVI 
CWALT  06OC9  Al 
CWL07QH1A1 
CARR  06NC5  A3 
CARR  06NC5  A3 
NHEL  066  A2B 
NCHET  061  A2B 
CWL07S2A1 
RAMP  06RZ2  A2 
CWL07QH1A1 
CWL07S2A1 
CWALT  06OA22  A3 
GSAA  06S1 IA1 
CWALT  06OA22  A3 
CWL  06S7  Al 
GSAMP  06S6  A1C 
GSAMP  06S6  A1C 
GSAMP  06S6  A1C 


Current  Notional         Liquidation 
38,164,999.66 
14,902,164.01 
5,579,340.93 
16,075,000.00 
39,456,000.00 
15,617,805.00 
3,843,000.00 
3,625,000.00 
12,273,337.90 
10,697,700.27 
42,515,963.65 
24,155,000.10 
22,468,892.40 
45,879,456.87 
7,305,719.18 
4,084,404.61 
12,969,694.24 
6,007,715.00 
6,776,913.60 
12,762,028.00 
736,467.00 
1,233,000.00 
49,220,908.30 
8,058,272.61 
10,347,299.07 
7,472,244.00 
1,861,756.00 
31,767,000.00 
9,508,945.46 
2,692,081.81 
1,505.00 
1,328,084.00 
3,073,839.46 
13,179,949.75 
1,643,022.00 
5,465,922.00 
36,547,262.00 
6,663,058.00 
2,877,103.10 
7,175,813.34 


Px:         Loss  (000s)   .. 
93.00     2,671,549.98 
94.00        894,129.84 
90.00        557,934.09 
91.00     1,446,750.00 
93.00     2,761,920.00 
90.00     1,561,780.50 
92.00        307,440.00 
92.00        290,000.00 
91.75     1,012,550.38 
88.75     1,203,491.28 
87.75     5,208,205.55 
91.00     2,173,950.01 
91.00     2,022,200.32 
91.00     4,129,151.12 
80.90      1,395,392.36 
82.90        698,433.19 
85.40     1,893,575.36 
85.20        889,141.82 
85.40        989,429.39 
81.90      2,309,927.07 
81.90        133,300.53 
77.90        272,493.00 
85.40     7,186,252.61 
50.00     4,029,136.30 
71.20     2,980,022.13 
85.15     1,109,628.23 
85.15         276,470.77 
77.40     7,179,342.00 
71.90     2,672,013.67 
82.00        484,574.73 
80.77  289.41 

79.77        268,671.39 
87.15        395,142.06 
49.00     6,721,774.37 
9.00      1,495,150.02 
17.00     4,536,715.26 
42.00   21,197,411.96 
7.00      6,196,643.94 
8.00      2,646,934.85 
8.75      6,547,929.67 


Total  Realized 

110,746,849 

Total 

110,746,849 

PSI  QFR  GS0292 


Hudson  Mezzanine  06-2 


Cusip 

362341QH5 

3622MDAB1 

12668BRE5 

362341NX3 

004375EH0 

3622ELAA4 

3622EQAA3 

3622EQAA3 

3622EBAA6 

3622MHAC0 

3622MDAC9 

3622MDAC9 

3622MDAC9 

36245TAC9 

36245TAC9 

40431KAB6 

36245TAC9 

3622MDAC9 

3622MDAC9 

3622MHAC0 

3622MHAC0 

32029GAC8 

32029GAC8 

32029GAC8 

32029GAC8 

3622MHAC0 

3622MHAC0 

3622MHAC0 


Name    . 
GSAAQ5113A3 
GSAMP  07HE1  A2A 
CWALT06OC2  2A1 
GSAA05113A3 
ACCR  054  A2C 
GSAA  06-18  AVI 
GSAA  2007-1 1A1 
GSAA  0701 1A1 
GSAA  2007-4  Al 
GSAMP  2007-FM2  A2B 
GSAMP  07HE1  A2B 
GSAMP  2007-HE1  A2B 
GSAMP  2007-HE1  A2B 
GSAMP  2006-FM3  A2B 
GSAMP  2O06-FM3A2B 
HALO  2007-WF1  A2 
GSAMP  2007-FM2  A2B 
GSAMP  2007-HE1 A2B 
GSAMP  2007-HE1  A2B 
GSAMP  2007-FM2  A2B 
GSAMP  2007-FM2  A2B 
FFML  2007-FF2  A2B 
FFML  2007-FF2  A2B 
FFML  2007-FF2  A2B 
FFML  2007-FF2  A2B 
GSAMP  2007-FM2  A2B 
GSAMP  2007-FM2  A2B 
GSAMP  2007-FM2  A2B 


Footnote  Exhibits  -  Page  2536 

Current  Notional         Liquidation 

Px         Loss  (000s) 

202,115.56 

89.60 

21 

10,125,213.42 

82.75 

1,747 

1,882,609.32 

83.87 

304 

440,613.60 

89.60 

46 

587,435.19 

85.00 

88 

6,458,420.60 

78.00 

1,421 

4,894,245.27 

52.00 

2,349 

1,173,486.00 

37.00 

739 

5,294,464.83 

47.06 

2,803 

4,032,705.00 

26.25 

2,974 

9,442,548.00 

26.00 

6,987 

12,162,942.00 

31.50 

8,332 

6,586,808.00 

36.50 

4,183 

5,814,801.00 

27.00 

4,245 

8,129,683.94 

34.13 

5,355 

8,374,000.00 

32.53 

5,650 

748,621.00 

30.28 

522 

7,780,482.00 

67.00 

2,568 

3,506,730.00 

60.16 

1,397 

2,630,710.00 

32.53 

1,775 

4,395,073.00 

34.88 

2,862 

3,741,887.00 

38.53 

2,300 

3,385,687.00 

39.03 

2,064 

3,846,472.00 

38.50 

2,366 

825,954.00 

41.00 

487 

1,273,296.00 

34.00 

840 

1,464,645.00 

38.50 

901 

2,148,575.00 

37.02 

1,353 

Total  Realized 

66,679 

Total  Unrealized 

42,000 

Total 

108,679 
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Footnote  Exhibits  -  Page  2537 

Camber  7 

Cusip. "       *  Name 

Current  Notional        ',  Liquidation  Px    .      Loss  (000s) 

04544QAD9    ABSHE  06HE7  A4 

10,699,493 

39.10 

6,516 

04544QAD9    ABSHE  06HE7A4 

8,741.583 

42.25 

5,048 

04544QAD9    ABSHE  06HE7A4 

553,847 

42.25 

320 

03072SP33      AMSI 05R9  A2B 

5,670,422 

65.00 

1,985 

040104TF8      ARSI 06W4  A2B 

13,920,141 

89.50 

1,462 

05530MAA7    BCAP06AA2A1 

28,999,055 

32.00 

19,719 

073855  AA6     BSABS  07FS1 1A1 

33,750,477 

76.75 

7,847 

14454AAC3     CARR  06FRE2  A3 

1,869,952 

43.24 

1,061 

14454AAC3     CARR  06FRE2  A3 

5,720,868 

44.25 

3,189 

144531EV8     CARR  06NC1  A2 

6,190,449 

82.75 

1,068 

17309QAC8    CMLTI  06WFH3  A3 

18,759,440 

48.50 

9,661 

17309QAC8    CMLTI  06WFH3  A3 

11,240,560 

48.50 

5,789 

17311XAA3     CMLTI  07AMC2  A3A 

29,041,950 

76.25 

6,897 

17311XAA3     CMLTI  07AMC2  A3A 

12,089,364 

50.00 

6,045 

12666VAC5     CWL0617  2A2 

21,662,423 

52.50 

10,290 

12666VAC5     CWL0617  2A2 

1,594,390 

65.00 

558 

12666VAC5     CWL  0617  2A2 

11,204,852 

65.00 

3,922 

12666VAC5     CWL  0617  2A2 

1,660,941 

65.00 

581 

12666VAC5     CWL  0617  2A2 

3,877,394 

65.00 

1,357 

23243WAC2    CWL  0618  2A2 

6,791,588 

40.00 

4,075 

23243WAC2    CWL  0618  2A2 

8,100,000 

47.00 

4,293 

23243WAC2    CWL  0618  2A2 

10,083,322 

49.00 

5,142 

23243WAC2    CWL  0618  2A2 

24,858 

51.75 

12 

12667LAB8     CWL  0621  2A1 

1,422,228 

88.00 

171 

12667LAB8     CWL  0621  2A1 

303,701 

83.00 

52 

12668YAA1     CWL06S10A1 

17,814,622 

65.75 

6,102 

12668NAB3     CWL072  2A1 

2,619,601 

78.00 

576 

35729QAC2     FHLT  06B  2A2 

12,571,821 

85.00 

1,886 

31659YAB0     FMIC  071  2A1 

5,485,129 

78.00 

1,207 

34528WAC5    FORDO  07BA2B 

3,500,033 

97.25 

96 

617538AA1     MSAC07HE3A2A 

9,634,392 

82.75 

1,662 

655374AA4     NAA07S1A1 

12,809,826 

7.00 

11,913 

68403FAB2     OOMLT074  2A1 

2,084,476 

78.25 

453 

73316NAA3     POPLR  07A  Al 

8,733,930 

78.00 

1,921 

86362QAA1    SASC  07GEL1  Al 

1,027,305 

77.75 

229 

86362QAA1    SASC07GEL1A1 

16,010,654 

53.00 

7,525 

Total  Realized 

140,630 

Total  Unrealized 

196,000 

Total 

336,630 
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Footnote  Exhibits  -  Page  2538 

Point  Pleasant 

Cusip-..:        Name 

.Current  Notional 

Liquidation  P'x       .  tossJQOOs)  ;r 

04541GRJ3      ABSHE05HE4A1 

1,659,154 

87 

216 

02150KAA7     CWALT07OH1 A1A 

8,145,746 

84 

1,303 

12668WAA5    CWL074A1A 

7,379,638 

84 

1,181 

12669WACO    CWL078  2A1 

8,235,398 

84 

1,318 

36242D3U5     GSAA056A1 

1,226,789 

86 

172 

362341AM1    6SAA057AV1 

849,097 

83 

144 

3622EBAA6     GSAA  0704  Al 

28,472,785 

83 

4,840 

57645JAA7      MABS  06HE3  Al 

7,274,054 

85 

1,091 

3622ECAA4     GSAA  0705  1AV1 

56,389,263 

88 

6,767 

03072SF91      AMSI 05R6  A2 

14,958,416 

88.5 

1,720 

144528AB2     CARR06NC3A2 

3,597,285 

84.5 

558 

362341QH5     GSAA  0511  3A3 

5,702,895 

94 

342 

3622EBAA6     GSAA  0704  Al 

28,938,438 

78.5 

6,222 

3622ECAA4     GSAA  0705  1AV1 

30,804,270 

86.5 

4,159 

57643LGV2      MABS  05WMC1 A5 

1,362,147 

87.5 

170 

04544NAD6    ABSHE06HE6A4 

9,000,000 

67 

2,970 

02150KAB5     CWALT  070H1  A2A 

11,175,213 

80 

2,235 

23242MAA9    CWL06S3A1 

3,440,302 

57.5 

1,462 

126683AA9     CWL  06S5  Al 

2,435,145 

57.5 

1,035 

12669LAC4      CWL  076  2A2 

12,000,000 

70.65 

3,522 

12669WAD8   CWL078  2A2 

3,694,000 

70.5 

1,090 

12670BAA7     CWL  07S2  Al 

35,382,010 

62.75 

13,180 

32029GAC8     FFML07FF2A2B 

34,700,000 

59.75 

13,967 

30248EAA6      FFML  07FFBSS  A 

36,447,017 

59.65 

14,706 

40051CAA5     GSAA  06S1 IA1 

692,972 

31.5 

475 

3622EAAX8     GSAA  0703  1A1B 

9,003,915 

23 

6,933 

3622EBAA6     GSAA  0704  Al 

57,104,701 

71 

16,560 

3622EBAB4     GSAA  0704  A2 

904,000 

42 

524 

362440AC3     GSAMP  07HE2  A2B 

13,347,000 

66.9 

4,418 

Total  Realized 

113,279 

Total  Unrealized 

" 

Total 

113,279 

PSI  QFR  GS0295 


Footnote  Exhibits  -  Page  2539 


Tlmberwolf 


CUS1P    . 

.'Name      ■ 

.''Gurrentifiptional.  .     UquldatlorvPx 

•;.    Loss<o6os 

*'..:<   ••■' 

04541GRJ3 

ABSHE  2005-HE4  A1 

1,659.154 

87.00 

216 

07389RAN8 

BSABS  2006-HE10  21A1 

7,130.248 

96.00 

285 

07389RAN6 

BSABS2O06-HE1021A1 

4,435,127 

95.00 

222 

144531CV0 

CARR  2005-NC3  A1C 

5,250,776 

97.00 

158 

1 44531 CVO 

CARR2005-NC3A1C 

3,144,708 

97.00 

94 

144531DI1 

CARR2005-NC5A2 

8,682.715 

95.00 

434 

144531DL1 

CARR2005-NC5A2 

19.410.749 

85.00 

971 

14454AAB5 

CARR2006-FRE2A2 

4,887,365 

86.50 

660 

14454AABS 

CARR  2008-FRE2  A2 

1,211,010 

87.00 

157 

14453MAB0 

CARR2008-NC4A2 

20.000,000 

86.00 

2,800 

161571AF1 

CHATT  2005nA1  A1 

10.930,000 

99.63 

40 

22545RAA4 

CSMC2008-TF2AA1 

4,053,526 

97.00 

122 

02150KAA7 

CWALT2007-OH1A1A 

8,145,746 

84.00 

1,303 

12666SAB4 

CWL  2008-BCS  2A1 

17,695,118 

96.00 

708 

23245CAC4 

CWL  2007-1  2A2 

205,659 

79.50 

42 

2324SCAC4 

CWL  2007-1  2A2 

7,922,052 

88.00 

951 

1266BUAE1 

CWL  2007-3  2A1 

15.530,779 

92.00 

1,242 

12668UAE1 

CWL  2007-3  2A1 

3,224.955 

92.00 

258 

12668UAE1 

CWL  2007-3  2A1 

23,197,763 

92.00 

1,856 

12668WAA5 

CWL  2007-4  A1A 

7,379,638 

84.00 

1,181 

12669WAC0 

CWL  2007-8  2A1 

8.235,398 

84.00 

1,318 

12668TAB0 

CWL  2007-BC1  2A1 

11,079.094 

93.00 

776 

35729QAC2 

FHLT  2006-B  2A2 

1,356,481 

86.50 

183 

35729QAC2 

FHLT  2006-B  2A2 

1,674,981 

86.50 

226 

3S729VAB3 

FHLT  2006-D  2A1 

10,127,378 

97.00 

304 

349S7YAA5 

FORTS  2008-2A  S 

4,214,071 

80.00 

843 

36242D3U5 

GSAA  2005-6  A1 

1.226,789 

86.00 

172 

362341AM1 

GSAA  2005-7  AV1 

849,097 

83.00 

144 

3622ELAA4 

GSAA  2006-18  AV1 

5,353,894 

86.00 

750 

3622ELAA4 

GSAA  2008-18  AV1 

4,960,302 

85.00 

744 

3822EBAA6 

GSAA  2007-4  A1 

4,039,698 

85.00 

606 

3622EBAA6 

GSAA  2007-4  A1 

7,071,000 

85.00 

1,061 

3622EBAAB 

GSAA  2007-4  A1 

14,492,792 

85.00 

2,174 

3622EBAA6 

GSAA  2007-4  A1 

9,667,026 

85.00 

1,450 

3622EBAA6 

GSAA  2007-4  A1 

2,929,073 

83.00 

498 

3622E8AA6 

GSAA  2007-4  A1 

28.472,785 

83.00 

4,840 

3622EBAA6 

GSAA  2007-4  A1 

504.946 

86.00 

71 

3622EBAA6 

GSAA  2007-4  A1 

1.246.821 

88.00 

150 

362341 L49 

GSAMP  2005-WMC3  A2B 

1.000.000 

91.00 

90 

362334QF4 

GSRPM  2006-1  A2 

287,882 

97.00 

9 

362334QF4  1 

GSRPM  2006-1  A2 

621.572 

97.00 

19 

4438GQAA2 

HUDMZ  2006-2A  S 

3,511,665 

75.00 

878 

4S2570AA2 

IMSA  2007-2  1A1A 

17,742,243 

90.00 

1,774 

452570AA2 

IMSA  2007-2  1A1A 

22,767,938 

87.65 

2,812 

4662SLEJ5 

JPMAC  2005-OPT2  A3 

803,286 

94.00 

48 

46626LEJ5 

JPMAC  2005-OPT2  A3 

189,662 

94.00 

11 

S7645JAA7 

MABS  2006-HE3  A1 

7,274,054 

85.00 

1,091 

55264TCC3 

MBNAS  2003-A9  A9 

12,660,000 

99.50 

63 

61749NAC1 

MSAC2005-HE5A2B 

11,280,000 

92.00 

902 

61749NAC1 

MSAC2005-HE5AZB 

800,000 

92.00 

64 

61749NAC1 

MSAC  2005-HE5  A2B 

18,802,237 

90.00 

1,680 

643S29AA8 

NCAMT2008-ALT2AV1 

4,384,451 

87.00 

570 

643529AA8 

NCAMT2006-ALT2AV1 

2,760,088 

8750 

34S 

643S29AA8 

NCAMT2008-ALT2AV1 

2,760,088 

87.50 

345 

64352VLG4 

NCHET  2005-3  A2C 

7,719,440 

92.00 

618 

64352VNW7 

NCHET  2005-C  A2B 

4,621.847 

97.00 

139 

69121PBT9 

OWNIT  2005-5  A2B 

31,727,500 

97.00 

952 

71085PBX0 

PCHLT  2005-2  A3 

5,751,335 

95.00 

288 

76110WF35 

RASC2004-KS9AII4 

1.799,672 

97.00 

54 

92976BHJ4 

WBCMT2006-WL7AA1 

9.714.587 

Realized 
Realized  loss  on  broker  liquidation 

Total 

93.00 

680 

43,439 
182,330 

225,769 
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Cash  deal  -  no  collateral  security  losses  incurred 
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supplemental  response  Keceivea  rrom 

Goldman  Sachs  _  ._  .....       _,        __.. 

.  ._._,  £ootnnt^  Exhibits  -  Page  2541 

Goshorn,  Daniel  (HSGAT"^^~^M^—^—M^M^^M^ 

From:  Fredman,  Sheara  [Fin]  [Sheara.Fredman@gs.com] 

Sent:  Thursday,  December  02, 2010  6:56  PM 

To:  Goshorn,  Daniel  (HSGAC) 

Cc:  Smith,  Sarah  [Fin];  Lee.  Brian-J  (Fl  Controllers)  [Fin];  Simpson,  Michael  [Fin];  Broeckel,  Janet 

[Legal];  Michaels,  Susan  [Fin] 

Subject:  RE:  Responses  to  PSI  supplemental  questions 

Attachments:  GS  MBS  0000087354.xlsx 

Dan  - 

Attached  please  find  a  revised  response  to  Question  LB  Id,  which  was  previously  submitted  to  the 
Subcommittee  with  a  schedule  bearing  production  number  GS  MBS  0000039108.  As  requested,  Goldman 
Sachs  has  updated  the  previously  produced  schedule  to  include  re-investment  trades  done  with  Goldman 
Sachs  that  were  executed  subsequent  to  the  issuance  of  the  specified  transactions.  To  the  extent  the  re- 
investment trades  were  made  at  the  direction  of  the  portfolio  advisor  and  executed  with  a  party  other  than 
Goldman  Sachs,  these  trades  are  not  included  in  the  firm's  books  and  records  and  therefore  have  not  been 
included. 


Please  note  the  following: 

The  information  requested  by  the  Subcommittee  includes  confidential  internal  documents  and  proprietary  business 
records  that  Goldman  Sachs  does  not  make  available  to  the  general  public.  Goldman  Sachs  is  producing  these 
documents  pursuant  to  Senate  Rule  XXVI  and  formally  requests  that  these  materials  be  treated  as  confidential  business 
records.  Accordingly,  should  you  wish  to  publicly  release  any  of  these  documents,  Goldman  Sachs  respectfully  requests 
reasonable  notice  of  your  intent  to  do  so  and  the  opportunity  to  object  to  such  a  release. 

Goldman  Sachs  used  various  technology  and  manual  resources  to  generate  some  of  the  documents  for  production  to 
you  in  response  to  your  Requests.  While  Goldman  Sachs  believes  that  these  documents  are  reasonably  accurate,  we 
cannot  make  an  absolute  representation  that  it  is  complete  or  that  there  are  not  some  inadvertent  errors  in  the 
preparation  of  the  spreadsheet.  We  will  provide  further  updates  or  corrections  if  we  discover  missing  information  or 
errors. 

Regards, 
Sheara 


From:  Goshorn,  Daniel  (HSGAC)  [mailto:Daniel_Goshorn@hsgac.senate.gov] 

Sent:  Thursday,  December  02,  2010  3:19  PM 

To:  Fredman,  Sheara  [Fin] 

Subject:  RE:  Responses  to  PSI  supplemental  questions 

Hi  Sheara, 

Any  update  on  this? 

Thanks. 

Dan 

l 
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From:  Fredman,  Sheara  [Fin]  [mailto:Sheara.Fredman@gs.com] 

Sent:  Thursday,  November  18,  2010  9:56  AM 

To:  Goshorn,  Daniel  (HSGAC) 

Cc:  Broeckel,  Janet  [Legal] 

Subject:  RE:  Responses  to  PSI  supplemental  questions 

Dan  -  GS  MBS  0000039108  (attached)  includes  the  collateral  securities  which  we  incurred  a  loss  on.  I  am 
checking  about  updating  Id  with  the  additional  information  you  have  requested. 


From:  Goshorn,  Daniel  (HSGAC)  [mailto:DanieLGoshorn@hsgac.senate.gov] 

Sent:  Wednesday,  November  17,  2010  1:26  PM 

To:  Fredman,  Sheara  [Fin] 

Subject:  RE:  Responses  to  PSI  supplemental  questions 


Sheara- 

Thanks.  Does  the  item  provided  with  bates  GS  MBS  0000039108  (attached)  include  all  collateral 
securities  associated  with  each  deal?  Would  it  be  possible  to  update  the  response  to  Id  to  include  all 
collateral  securities  associated  with  each  CDO,  including  the  face  values,  clients  and  trade  dates  like  the 
current  version? 

Thanks 
Dan 


From:  Fredman,  Sheara  [Fin]  [mailto:Sheara.Fredman@gs.com] 

Sent:  Wednesday,  November  17,  2010  1:18  PM 

To:  Goshorn,  Daniel  (HSGAC) 

Cc:  Smith,  Sarah  [Fin];  Lee,  Brian-J  (FI  Controllers)  [Fin];  Simpson,  Michael  [Fin];  Fredman,  Sheara 

[Fin];  Broeckel,  Janet  [Legal] 

Subject:  RE:  Responses  to  PSI  supplemental  questions 

Dan  -  The  schedule  only  includes  the  purchases  and  sales  associated  with  the  collateral  securities  in  the 
deal  upon  issuance  of  the  deal.  It  does  not  include  any  collateral  securities  purchased  with  the  cash 
received  from  the  original  collateral  securities. 


Sheara 


From:  Goshorn,  Daniel  (HSGAC)  [mailto:DanieLGoshorn@hsgac.senate.gov] 

Sent:  Tuesday,  November  16,  2010  5:59  PM 

To:  Fredman,  Sheara  [Fin] 

Subject:  RE:  Responses  to  PSI  supplemental  questions 

Hi  Sheara, 

Thanks  for  all  your  help  with  these  responses.  For  the  response  to  LBl(d),  could  you  please 
confirm  that  the  spreadsheet  contains  all  securities  purchases  to  collateralize  synthetic  assets 
during  the  life  of  each  deal.  It  appears  the  list  only  goes  through  the  closing  date  of  each  deal. 

Thanks, 
Dan 
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From:  Fredman,  Sheara  [Fin]  [mailto:Sheara.Fredman@gs.c$robtnote  Exhibits  -  Page  2543 

Sent:  Friday,  September  10,  2010  6:00  PM 

To:  Goshorn,  Daniel  (HSGAC) 

Cc:  Smith,  Sarah  [Fin];  Lee,  Brian-J  (FI  Controllers)  [Rn];  Simpson,  Michael  [Fin];  Fredman, 

Sheara  [Fin];  Broeckel,  Janet  [Legal];  Michaels,  Susan  [Fin] 

Subject:  Responses  to  PSI  supplemental  questions 

Dan- 

Attached  is  responses  to  the  supplemental  questions  on  LBl(b)(ii)  and  LBl{d).  Please  let  us  know  if  you 
have  any  additional  questions. 


Please  note  the  following: 

The  information  requested  by  the  Subcommittee  includes  confidential  internal  documents  and 
proprietary  business  records  that  Goldman  Sachs  does  not  make  available  to  the  general  public.  Goldman 
Sachs  is  producing  these  documents  pursuant  to  Senate  Rule  XXVI  and  formally  requests  that  these 
materials  be  treated  as  confidential  business  records.  Accordingly,  should  you  wish  to  publicly  release  any 
of  these  documents,  Goldman  Sachs  respectfully  requests  reasonable  notice  of  your  intent  to  do  so  and 
the  opportunity  to  object  to  such  a  release. 

Goldman  Sachs  used  various  technology  and  manual  resources  to  generate  some  of  the  documents  for 
production  to  you  in  response  to  your  Requests.  While  Goldman  Sachs  believes  that  these  documents  are 
reasonably  accurate,  we  cannot  make  an  absolute  representation  that  it  is  complete  or  that  there  are  not 
some  inadvertent  errors  in  the  preparation  of  the  spreadsheet.  We  will  provide  further  updates  or 
corrections  if  we  discover  missing  information  or  errors. 

Regards, 
Sheara 


Goldman,  Sachs  &  Co. 

200  Wesl  Street  |  New  York,  New  York  10282 

Tei:(2i2)«aaaai 

e-mail:  sheara,  ftedman(g)gs.coni 


Redacted  by  the  Permanent         I 
Subcommittee  on  investigations  j 


Sheara  Fredman 

Managing  Director 
Finance  Division 


Goldman 
Sachs 


This  message  may  contain  information  that  is  confidential  or  proprietary.  If  you  are  not  the  intended 
recipient,  please  advise  the  sender  immediately  and  delete  this  message  and  any  attachments.  Follow  this 
link  for  further  information  on  confidentiality  and  the  risks  inherent  in  electronic  communication: 
http://www.es.com/disclaimer/email/ 
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c'urr           — 

Buy/Sell 

Buy 

SeU 

Cusis 

SS275TAC2 

SS27STAC2 

BondName 

MABS07WMC1A3 

MABS07WMaA3 

Buy 
SeU 

SS022QAD4 
SS022QAO4 

MLMI06HESA2C 
MLMS06HESA2C 

Buy 
SeU 

3622ELM4 
3622ELAA4 

GSAA  0618  AVI 
GSAA  0618  AVI 

Buy 
Sen 

643S29AA8 
643S29AAB 

NCAMT06ALT2AV1 
NCAMT06ALT2AV1 

Buy 
SeD 

3S729VAB3 
3S729VAB3 

FHLT06D2A1 
FHLT06D2A1 

Buy 
Sell 

144S4AABS 
144S4AABS 

CARR06FRE2A2 

CARR06FRE2A2 

Buy 
SeU 

126673MY5 
126673MYS 

CWHEL04O.2A 
CWHEL04Q2A 

Buy 
Sell  - 

2324SCAC4 
2324SCAC4 

CWL071.2A2 
CWL0712A2 

Buy 
SeU 

669B8RAC1 
66988RAC1 

NHEL066A2B 
NHa06SA2B 

Buy 
Sell 

35729QAC2 

3S729QAQ 

FHLT06B2A2 
FHLT06B2A2 

Buy 
Sell 

3622EAAD2 
3622EAAD2 

GSM  0703  2A1B 
GSAA  0703  2A1B 

cunriwcuiw 
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484SO,000        4S4W.000  484S0400       2/12/2007      2/27/2007  ■■■ 

22400400       (22400400)         22,000400       3/14/2007     3/20/2007  LN 


Anderson  Men 
Anderson  Men 


Buy 


40,000,000  404M0400 

18,000400  (18,000400) 

218447400  218447400 

1S,000,600  (15,000400) 

186,161400  186,161,000 

16,000400  (16,000,000) 

75400,000  75400,000 

13400400  (13,000^)00) 

23,754,000        23,754,000 

11,000400  (11400.000) 

9AJ0OOJ0O0        94,000,000 

42400400  (424500,000) 


362439A03     GSAMP  06HE4  A2C 
362439A03     GSAMP  06HE4  A2C 


Buy 

7108SPBX0 

PCHLT052A3 

Sell 

71O85PBX0 

PCHLTOS2A3 

Buy 

40051CAAS 

GSAA  06S1 IA1 

Sell 

40O51CAA5 

GSAA06S1IA1 

Buy 

124BMKAB1 

CBASS07SUA2 

Sell 

1248MKAB1 

CBASS07SL1A2 

Buy 

349S7YAAS 

FORTIUS  II S144A 

Sell 

349S7yAA5 

FORTIUS  II S144A 

Buy 

44379PAF2 

HUDHG  06S  144A 

Sell 

44379PAF2 

HUDHG06S144A 

Buy 

44386QAA2 

HUOMZ062S144A 

Sell 

44386QAA2 

HUDMZ062S144A 

Buy 

617S0FAE0 

MSAC06HE6A2C 

Sett 

61750FAE0 

MSAC06HE6A2C 

Buy 

3622EBAA6 

GSAA  0704  Al 

Sen 

3622EBAA6 

GSAA  0704  Al 

Buy 

03072SF91 

AMSI0SR6A2 

SeD 

03O72SF91 

AMSI0SR6A2 

Buy 

7S156UAB3 

RAMP06RZ2A2 

Sen 

751S6UAB3 

RAMP06RZ2A2 

Buy 

17309LAD7 

CMLTI06HE2A2C 

SeD 

17309LAD7 

CMLTI06HE2A2C 

Buy 

144S31EVB 

CARR06NC1A2 

Buy 

144S31EV8 

CARR0&NC1A2 

Sen' 

144531EV8 

CARR06NC1A2 

20,000.000 
9,000,000 

45400400 

4400400 

13,795,000 
2,000,000 

11.112,000 
54O0400 

10468,000 
5,000400 

11422,000 
5,000,000 


40,000,000  9/11/2006     9/28/2006 1 

18400400  3/14/2007     3/20/2007  LN 

218,347,000  11/14/2006    11/30/2006  ALT  A  MTG  Nl  ACCT 

13,102,139  3/14/20O7     3/20/2007  IN 

186,161,000  10/19/2006    10/30/2006  ALT  A  MTG  Nl  ACCT 

12426,249  3/14/2007     3/20/2007  LN 

75400400  10/25/2006     11/3/2006 ) 

1X3894)54  3/14/2007      3/20/2X7  LN 

'23,754,000  1/25/2007      1/30/20071 

11400400  3/14/2W7     3/20/2007  LN 

20,206,486  3/8/2007      3/13/2007  < 

8,750,024  3/14/2007     3/20/2007  LN 

20,0004)00          20.000,000  1/29/2007       2/S/2O07 1 

(9,000,000)           94*00,000  3/14/2007     3/20/2007  LN 

45,0004)00          454)004)00  11/20/2006    11/30/2006  1 

(4,0004»0)           44)00,000  3/14/2007     3/20/2007  LN 

13,7954)00          13.79S4»0  2/9/2007     2/14/2007  ( 

(2,0004)00)           24)00,000  3/14/2007     3/20/2007  LN 

11,1124)00          1U124XJ0  2/16/2007     2/23/2007  ALT  A  MTG  Nl  ACCT 

(54)004)00)           S4)004>00  3/14/2007     3/20/2007  LN 

10,368,000          10,3684X30  3/9/2007     .3/14/2007  ( 

(5,0004)00)           S4X»,000  3/14/2007     3/20/2007  LN 

11^22,000          11422,000  l/H/2007      1/24/20071 

(5,000.000)           5,0004)00  3/14/2007     3/20/2007  LN 


85324,000  79,747402 

46.838,319  (46338,319) 

148,222,000  148422,000 

45,000,000  (454)004)00) 


79,747492  2/27/2007       3/2/2007  ( 

43,471,640  3/14/2007  3/20/2007  LN 

148,222,000  3/9/2007  3/19/2007  ABS  MTG  SYN/ 

45,000,000  3/14/2007  3/20/2007  LN 


12,7004)00 
5,135,135 

11,650,000 
3,791402 

7.9004O0 
3,6004)00 


12,700,000  12,700,000  12/4/2006  12/7/2006  COO  1  Nl  AC/ 

(5,135,135)  5,000,000  3/16/2007  3/20/2007  LN 

11.650,000  11,650,000  9/29/2006  11/1/2006  CDO 1  Nl  AC/ 

(3,791402)  3,791402  3/16/2007  3/20/2007  LN 

7400,000  7400,000  2/6/2007  2/8/2007  COO  INI  AC/ 

(3,6004)00)  3,600,000  3/16/2007  3/20/2007  LN 


30,000400  30,0004)00 

15,0004)00  (15,000,000) 

535474,000  535474,000 

55,083400  (55483400) 


3O4004OO  9/8/2006  9/27/2006  ( 

15400400  3/14/2007  3/20/2007  LN 

535474,000  3/13/2007  3/29/2007  ALT  A  MTG  Nl  ACCT 

5S4S3400  3/14/2007  3/29/2007  LN 


974O64OO  34,470,127  34,470,127  3/23/2007  3/28/2007  ( 

14,200,000  (5430474)  5430,274  3/28/2007  4/2/2007  LN 

20,000,000  20400,000  20,000,000  4/04/2007  4/10/2007  1 

6400,000  (6,500400)  6500,000  4/30/2007       S/2/2007  LN 

1,000,000          1400,000  1,000,000  3/13/2007  3/16/20071 

1,000,000  (1,000,000)  1,000,000  6/1/2007       6/5/2007  LN 

4,195,000          4,195400  4,19S,000  4/23/2007  4/26/20071 

2,500,000          2400,000  2,500,000  S/09/2007  5/14/20071 

6,695,000  (6,695,000)  6,69S,000  6/1/2007       6/S/2007  LN 


Anderson  Men 
Anderson  Men 

Anderson  Men 
Anderson  Men 

Anderson  Men 
Anderson  Men 

Anderson  Men 
Anderson  Men 

Anderson  Men 
Anderson  Men 

Anderson  Men 
Anderson  Men 

Anderson  Men 
Anderson  Men 

Anderson  Men 
Anderson  Men 

Anderson  Men 
Anderson  Men 

Anderson  Men 
Anderson  Men 

Anderson  Men 
Anderson  Men 

Anderson  Men 
Anderson  Men 

Anderson  Men 
Anderson  Men 

Anderson  Men 
Anderson  Men 

Anderson  Men 
Anderson  Men 

Anderson  Men 
Anderson  Men 

Anderson  Men 
Anderson  Men 

Anderson  Men 
Anderson  Men 

Anderson  Men 
Anderson  Men 

Anderson  Men 
Anderson  Men 

Anderson  Men 
Anderson  Men 

Anderson  Men 
Anderson  Men 

Anderson  Men 
Anderson  Men 
Anderson  Men 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


PSI  QFR  GS0301 


iwririucrt  i 


Buy 

362334NA8 

6SAA067AV1 

1,620,000 

1320300 

1320300 

Buy 

362334NA8 

GSAA0S7AV1 

525300 

511356 

53X256 

Buy 

362334NA8 

GSAA067AV1 

450,000 

438,220 

438,220 

Buy 

362314NA8 

GSM067AVX 

955,001 

851^44 

851344 

Buy 

36Z334HA8 

GSAA067AV1 

10,758300 

9.273.831 

9.273,831 

Sell 

362334NA8 

GSM  067  AVI 

4,495300 

(23813") 

2381344 

Buy 

36237SAAS 

GSAA  0610  AVI 

10335300 

5305.282 

S305.282 

Sen 

36237SAA5 

6SAA  0610  AVI 

10,535,000 

(5.14936S) 

5,149365 

5/11/2006  5/17/2006 

S/25/2006  5/26/20061 

5/31/2006  5/31/2006 

7/24/2006  7/27/2006 

9/12/2008  9/15/2006 

6/26/2007  6/29/2007  IN 


5,149365       6/26/2007     6/29/2007  IK 


ExhibiA&eriJRaee  2545 

Anderson  Men 
Anderson  Men 
Anderson  Men 
Anderson  Men 
Anderson  Men 

Anderson  Men 
Anderson  Men 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


ns  I 


PSI  QFR  GS0302 


CONFlDtNllALIKCAIIVtCNt  RtUUti I  tU  BY  toUUJMAN  WUli 


Buy/Sen   Cuslp  BondName 

Buy  04544QA09    ABSHE06HE7A4 

Sell  04S44QAD9    ABSHE06HE7A4 


Orfgfaee  Actual  Face      Current  Face 

23.414,000        23,414,000  23,414,000 

23,414,000       (23,414,000)         a.414.000 


Traded  settieoa*  aiEpotnote  Exhit^  -  Page  2546 

11/3/2006    11/30/2008  §■■  Camber  7  PIC 

2/23/2007     2/28/2007  LN  Camber  7  PIC 


euy 
Sell 

00442CAO1 

Hue  wrivu  /v&w 
ACE06FM2A2C 

12,000,000 

(12,000,000) 

Buy 

040104TF8 

ARSI06W4A2B 

31,000,000 

31^100,000 

Sell 

040104TF8 

ARSI06W4A2B 

31,000,000 

(31,000,000) 

Buy 

05S30MAA7 

BCAP06AA2A1 

40.000,000 

40,000,000 

Sell 

0S530MAA7 

BCAP06AA2A1 

40,000,000 

(40,000,000) 

Buy 

07389RAP1 

BSABS06HE10I1A2 

50,000,000 

50,000.000 

Sell 

07389RAP1 

BSABS  06HE 10 IIA2 

50,000,000 

(50,000,000) 

Buy 

073855AA6 

BSABS07FS11A1 

75,000,000 

75,000,000 

Sell 

07385SAA6 

BSABS07FS11A1 

75,000,000 

(75,000,000) 

Buy 

07401RAA8 

BSMF  07SL2  1A 

55,000.000 

55,000,000. 

SeH 

07401RAA8 

BSMF07S121A 

55.000,000 

(55,000,000) 

Buy 

14454AAC3 

CARR06FRE2A3 

20,000,000 

20,000,000 

Sell 

144S4AAC3 

CARR06FRE2A3 

20,000.000 

(20,000,000) 

Buy 

17309QAC8 

CMLTI06WFH3A3 

30,000,000 

30,000,000 

Sell 

17309QAC8 

CMLTI 06WFH3  A3 

30,000,000 

(30,000,000) 

Buy 

12666VACS 

CWL0617  2A2 

40,000,000 

40,000,000 

Sell 

12666VACS 

CWL0617  2A2 

40.000,000 

(40.000,000) 

Buy 

23243WAC2 

CWL0S182A2 

25,000,000 

25,000,000 

Sell 

23243WAC2 

CWL0618  2A2 

25,000,000 

(25,000,000) 

Buy 

12668YAA1 

CWL06S10A1 

100,000.000 

100,000,000 

Sell 

12668YAA1 

CW106S10A1 

70,000,000 

(70,000,000) 

Buy 

35729QAC2 

FHLT06B2A2 

10,000,000 

10,000,000 

Buy 

3S729QAC2 

FHLT06B2A2 

13,795,000 

13,795,000 

Sell 

35729QAa 

FHLT06B2A2 

18,763,538 

(18.763438) 

Buy 

3S729TAD4 

FHLT06C2A2 

35,000,000 

35,000,000 

Sell 

35729TAD4 

FHLT06C2A2 

35,000.000 

(35,000.000) 

Buy 

43709NAD5 

HEAT  067  2A3 

50.000,000 

50,000,000 

Sell 

43709NADS 

HEAT  067  2A3 

50,000,000 

(50,000,000) 

Buy 

5764SMAE2 

MABS06WMC4A5 

19,000,000 

19,000,000 

Sell 

57645MAE2 

MABS06WMC4AS 

19,000,000 

(19.000,000) 

Buy 

617538AA1 

MSAC07HE3A2A 

23,300,000 

23,300,000 

Sell 

617S38AA1 

MSAC07HE3A2A 

23,300,000 

(23,300.000) 

Buy 

6S5374AA4 

NAA07S1A1 

34,000,000 

34,000X100 

Sell 

G55374AA4 

NAA07S1A1 

34,000,000 

(34.000,000) 

Buy 

81376GA02 

SABR06WM2A2C 

40,000,000 

40,000,000 

Sell 

81376GA02 

SABR  06WM2  A2C 

40,000,000 

(40,000,000) 

Buy 

78581NAA0 

SACO072A1 

27,000,000 

27,000,000 

Sen 

78581NAA0 

SACO072A1 

27,000,000 

(27,000,000) 

Buy 

86362QAA1 

SASC07GEUA1 

3S,000,000 

35,000,000 

Sell 

86362QAA1 

SASC07GEUA1 

3S,000,000 

(35,000,000) 

Buy 

617538AA1 

MSAC07HE3A2A 

23.300,000 

23300,000 

Sell 

617538AA1 

MSAC07HE3A2A 

23,300,000 

(23,300,000) 

Buy 

0738S5AA6 

BSABS  07FS1 1A1 

75,000,000 

75.000,000 

Sell 

073855AA6 

BSABS  07FS1 1A1 

75,000,000 

(75,000.000) 

12400.000     10/20/2006   10/30/2006  ( 

12,000,000  2/23/2007     2/28/2007  IN 

31,000,000  2/12/2007     2/15/2007  { 

31,000,000  2/23/2007     2/28/20O7  IX 

40,000,000     11/22/2006    11/30/2006  ( 

38,151,327  2/23/2007     2/28/2007  IN 

50.000,000     12/U/200S    12/29/2006  ( 

50,000,000  2/23/2007     2/28/2007  LN 

75,000,000  2/26/2007     2/28/2007 1 

75,000,000  2/27/2007     2/28/2007  LN 

55,000,000  2/20/2007     2/28/2007  ( 

55,000,000  2/23/2007     2/28/2007  LN 

20,000,000  10/5/2006    10/18/2006  { 

20,000,000  2/23/2007     2/28/2007  LN 

30,000,000  10/5/2006    10/31/2006  ( 

30,000,000  2/23/2007     2/28/2007  LN 

40,000,000        9/8/2006     9/25/2006  ( 

40/100,000  2/23/2007     2/28/2007  LN 

25,000,000  9/19/2006     9/28/2006  ( 

25,000.000  2/23/2007      2/28/2007  LN 

100,000,000  12/21/2006    12/29/2006  ( 

65,942,152  2/23/2007      2/28/2007  LN 

10.000,000        2/9/2007     2/14/2001 
13,795,000        2/9/2007      2/14/2007 1 

18.763,538  2/23/2007      2/28/2007  LN 

35,000,000  12/19/2006    12/22/2006  ( 
35,000,000       2/23/2007      2/28/2007  LN 

50,000,000      9/22/2006     10/3/2006  ■ 
50,000,000      2/23/2007     2/28/2007  LN 

19,000,000      11/3/2006    11/30/2006  {■ 
19,000,000      2/23/2007     2/28/2007  LN 

23,300,000      2/26/2007     2/28/2007  ( 
23300,000      2/27/2007      2/28/2007  LN 

34,000,000      2/13/2007     2/14/2007 1 
33,078,982      2/23/2007     2/28/2007  LN 

40,000,000  10/13/2006    10/26/2006 1 
40,000,000      2/23/2007      2/28/2007  LN 

27,000,000      2/12/2007     2/28/2007  ( 
27,000,000       2/23/2007      2/28/2007  LN 

35,000,000        2/6/2007       2/9/2007  ( 
33,911,358      2/23/2007     2/28/2007  LN 

23,300,000      2/26/2007     2/28/2007  ( 
23,300,000       2/27/2007      2/28/2007  LN 


75.000,000      2/26/2007      2/28/2007  S 
75,000,000       2/27/2007      2/28/2007  LN 


Camber  7  PLC 
Camber  7  PLC 

Camber  7  PLC 
Camber  7  PLC 

Camber  7  PLC 
Camber  7  PLC 

Camber  7  PLC 
Camber  7  PLC 

Camber  7  PLC 
Camber  7  PLC 

Camber  7  PLC 
Camber  7  PLC 

Camber  7  PLC 
Camber  7  PLC 

Camber  7  PLC 
Camber  7  PLC 

Camber  7  PLC 
Camber  7  PLC 

Camber  7  PLC 
Camber  7  PLC 

Camber  7  PLC 
Camber  7  PLC 

Camber  7  PLC 
Camber  7  PLC 
Camber  7  PLC 

Camber  7  PLC 
Camber  7  PLC 

Camber  7  PLC 
Camber  7  PLC 

Camber  7  PLC 
Camber  7  PLC 

Camber  7  PLC 
Camber  7  PLC 

Camber  7  PLC 
Camber  7  PLC 

Camber  7  PLC 
Camber  7  PLC 

Camber  7  PLC 
Camber  7  PLC 

Camber  7  PLC 
Camber  7  PLC 

Camber  7  PLC 
Camber  7  PLC 

Camber  7  PLC 
Camber  7  PLC 


ryijo 


Buy 


6SS374AA4     NAA  07S1  Al 


34,000,000        34,000,000  34,000,000       2/13/2007      2/14/2007) 


Camber  7  PLC 


PSI  QFR  GS0303 


CONFIDfcMllAL  IKtAIWitNT  KEUUtMtU  BT  ouunvwn  MUO 


Sell  655374AA4     NAA07S1A1 

Buy  78581NAA0    SACO072A1 

Sell  78S81NAA0    SACO072A1 

Buy  35729TAW     FHIT06C2A2 

Sen  35729TAD4     FHLT06C2A2 

Buy.  12668YAA1     CWL06S10A1 

Sell  12668YAA1     CWL06S10A1 

Buy  23243WAC2    CW10618  2A2 

Sell  23243WAC2    CW10618  2A2 

Buy  43709NAOS    HEAT  067  2A3 

Sell  43709NAD5    HEAT  067  2A3 

Buy  12666VAC5     CWL0617  2A2 

Buy  12666VAC5     CW10S17  2A2 

Sell  12666VACS     CW10617  2A2 

Buy  3S7290AC2    FHLT06B2A2 

Buy  35729QAC2    FHLT06B2A2 

Sell  35729QAC2    FHLT  06B  2A2 

Buy  040104TF8     ARSI 06W4  A2B 

Sell  040104TF8      ARSI  06W4  A2B 

Buy  O0442CAO1    ACE06FM2A2C 

Sell  00442CAO1     ACE06FM2A2C 

Buy  05530MAA7   BCAP06AA2A1 

Sell  OSS30MAA7    BCAP06AA2A1 

Buy  BSMF07SL9     BSMF  07SL2  1A 

Sell  BSMF07SL9     BSMF  07SL2  1A 

Buy  04S44QAD9    ABSHE06HE7A4 

Sell  04544QAD9    ABSHE  06HE7  A4 

Buy  86362QAA1    SASC07GEUA1 

Sell  86362QAA1    SASC07GEHA1 

Buy  5764SMAE2    MABS06WMC4AS 

Sell  57645MAE2    MABS06WMC4AS 

Buy  14454AAC3     CARR  06FRE2  A3 

Sell  14454AAC3     CARR06FRE2A3 

Buy  81376GAD2    SABR06WM2A2C 

Sell  81376GAD2    SABR06WM2A2C 

Buy  17309QAC8    CMLTI 06WFH3  A3 

Sell  17309QAC8    CMLTI  06WFH3  A3 

Buy  07389RAP1     BSABS  06HE10 IIA2 

Sell  07389RAP1     BSABS  06HE10 IIA2 

Buy  39S39JAA4     GPMF  07HE1  Al 

Sell  39539JAA4      GPMF  07HE1  Al 


34.000,000      (33.078,982) 


33.078.982      2/23/2007     2/28/2007  ufOOtnOte  ExHib^^O  2547 


27X00,000 
27,000.000 

35,000.000 
35,000,000 

100,000.000 
70,000,000 

25,000,000 
25,000,000 

50,000,000 
50,000,000 


27.000.000 
(27.000.000) 

35,000,000 
(35,000.000) 

100.000.000 
(65,942.152) 

25,000.000 
(2SXOO,000) 

50^00,000 
(50,000.000) 


27,000.000  2/12/2007  2/28/2007  ( 

27,000.000  2/23/2007  2/28/2007  IN 

35,000.000  12/19/2006  12/22/2006 1 

35X00,000  2/23/2007     2/28/2007  IN 

100,000,000  12/21/2006  12/29/2006  ( 

65,942,152  2/23/2007      2/28/2007  LN 

25,000,000  9/19/2006     9/28/2006  ( 

25,000,000  2/23/2X7     2/28/2007  LN 

50.000X00  9/22/2006  10/03/2006  (■ 

50,000,000  2/23/2007     2/28/2007  LN 

40,000,000  9/08/2006     9/25/2006  ( 

10,000,000  12/12/2006  12/15/2006  j 

40,000,000  2/23/2007     2/28/2007  LN 


2/09/2007  2/14/2007J 
2/09/2007  2/14/2007 1 
2/23/2007     2/28/2007  LN 


40X00,000  40.000,000 

10X00,000  10,000,000 

40,000,000  (40,000.000) 

13,795,000  13,795,000  13,795,000 

10,000.000  10.000,000  10,000,000 

18,763,538  U8,763,538)  18,763438 

31,000,000  31,000,000  31,000,000  2/12/2007  2/15/20071 

31,000,000  (31,000.000)  31,000,000  2/23/2007  2/28/2007  LN 

12,000,000  12,000X00  12,000,000  10/20/2006  10/30/20061 

12,000.000  (12,000X00)  12.000,000  2/23/2007  2/28/2007  LN 

40,000,000  40,000,000  40,000,000  11/22/2006  11/30/2006  ( 

40,000,000  (38,151,327)  38,151,327  2/23/2007  2/28/2007  LN 

55.000,000  55,000X00  55,000,000  2/21/2007  2/28/2007 1 

55,000,000  (55,000X00)  55.000,000  2/23/2007  2/28/2007  LN 

23,414,000  23,414,000  23,414,000  11/03/2006  11/30/2006  ■ 

23,414,000  (23,414.000)  23,414,000  2/23/2007  2/28/2007  IN 

35,000,000  35,000,000  3S,000,000  2/06/2007  2/09/2007  ( 

35,000,000  (33,911,358)  33,911,358  2/23/2007  2/28/2007  LN 

19,000,000        19,000,000  19,000.000  11/03/2006  11/30/2006  M 

19,000,000  (19X00,000)  19,000,000  2/23/2007  2/28/2007  LN 

20,000,000        20,000.000  20,000,000  10/05/2006  10/18/2006  ■ 

20,000,000  (20.000.000)  20,000,000  2/23/2007  2/28/2007  LN 

40.000,000        40,000,000  40,000,000  10/13/2006  10/26/2006 1 

40,000,000  (40,000,000)  40,000X00  2/23/2007     2/28/2007  LN 

30,000,000        30,000,000  30,000,000  10/05/2006  10/31/2006) 

30,000,000  (30,000,000)  30,000,000  2/23/2007     2/28/2007  LN 

50,000,000        50,000,000  50,000X00  12/19/2006  12/29/2006) 

50,000,000  (50,000,000)  50,000,000  2/23/2007     2/28/2007  LN 

50,000,000        50,000,000          50,000X00  2/21/2007     3/06/20071 

50X00,000  (50X00,000)         50.000,000  2/23/2007     3/06/2007  IN 


Camber  7  PLC 
Camber  7  PLC 

Camber  7  PLC 
Camber  7  PLC 

Camber  7  PLC 
Camber  7  PLC 

Camber  7  PLC 
Camber  7  PLC 

Camber  7  PLC 
Camber  7  PLC 

Camber  7  PLC 
Camber  7  PLC 
Camber  7  PLC 

Camber  7  PLC 
Camber  7  PLC 
Camber  7  PLC 

Camber  7  PLC 
Camber  7  PLC 

Camber  7  PLC 
Camber  7  PLC 


Camber  7  PLC 

1 

Camber  7  PLC 

Camber  7  PLC 

1 

II 

Camber  7  PLC 

er  a. 

Camber  7  PLC 

o    as 
o    o 

3   5? 

3  °- 

Camber  7  PLC 

Camber  7  PLC 

—  ^ 

Camber  7  PLC 
Camber  7  PLC 

=  '•* 

n 

»    3 

Camber  7  PLC 
Camber  7  PLC 

?.  3 
90    » 
»    3 

1   5° 

Camber  7  PLC 

1     3 
1     w 

Camber  7  PLC 
Camber  7  PLC 

Camber  7  PLC 
Camber  7  PLC 

Camber  7  PLC 
Camber  7  PLC 

Camber  7  PLC 
Camber  7  PLC 


PSI  QFR  GS0304 


C0NFIDEN1IAI  IKCAIMtNl  KtUUtiltU  BT  UUUJBWBMUO 


Buy/Sell 

Buy 
Sell 

Buy 
Sea 

Buy 

Sell 

Buy 
Sen 

Buy 
Sen 

Buy 
Sell 

Buy 
Sell 

Buy 
Sell 

Buy 
Sell 

Buy 
Sell 
Sell 

Buy 
Sell 

Buy 
Sell 

Buy 
Sell 

Buy 
Sell 

Buy 
Sell 

Buy 
Sell 

Buy 
Sell 

Buy 
Sell 

Buy 
Sell 

Buy 
Sell 

Buy 
Sen 

Buy 
Sell 

Buy 
Sen 


Cuslp  BondName 

352257AAS     GSAA0617A1 
362257AA5     GSAA0617A1 

3624SCAC6     GSAMP06S6A1C 
3G245CAC6     GSAMP  0856  A1C 

12668PAB8     CWALT06OA17 1A1B 
12668PA88     CWALT  06OA17 1A1B 

2324SFAB9     CWALT  06OC10  2A1 
23245FAB9     CWALT  06OC10  2A1 

23245GAA9  CWALT  06OC9A1 
23245GAA9    CWALT  06OC9A1 

12667HAB7     CWL0620  2A1 
12667HAB7    CWL0620  2A1 

12668VAA7     CWL06S7A1 
12668VAA7    CWL06S7A1 

35729VAB3     FHLT06D  2A1 
3S729VAB3     FHLT06D2A1 

3622ELAA4     GSAA  0618  AVI 
3622ELAA4     GSAA  0618  AVI 

362725AA1  GSRPM  062  A1A 
36272SAA1  GSRPM  062  A1A 
36272SAA1     GSRPM  062  A1A 

44328AAB6  HASC  06HE1  2A1 
44328AAB6     HASC  06HE1  2A1 

6SS37FAB7     NHEU  06FM2  2A1 
65537FAB7     NHEU  06FM2  2A1 

362725AA1  GSRPM  062  A1A 
362725AA1     GSRPM  062  A1A 

3622ELAA4  GSAA  0618  AVI 
3622ELAA4     GSAA  0618  AVI 

23245GAA9    CWALT  06OC9A1 
232456AA9    CWALT  06OC9A1 

65537FAB7     NHEU  06FM2  2A1 
65537FAB7     NHEU06FM2  2A1 

44328AAB6  HASC06HE12A1 
44328AAB6     HASC  06HE1  2A1 

2324SFAB9     CWALT  06OC10  2A1 
23245FAB9     CWALT  06OC10  2A1 

12667HAB7  CWL06202A1 
12667HAB7     CWL0620  2A1 

35729VAB3  FHLT06D2A1 
35729VAB3     FHLT06D2A1 

12668VAA7  CWL06S7A1 
12668VAA7    CWL06S7A1 

12668PAB8     CWALT  06OA17  1A1B 
12668PAB8     CWALT  06OA17  1A1B 

23245PAC5     CWALT  06OA22  A3 
23245PAC5     CWALT  06OA22  A3 


Origface          Actual  Face        Current  Face         Tradedate     SettleDEPQeJrt0*6  Exhibits 
589300,000         589,300,000         589300.000     10/13/2006    10/30/2006  ALT  A  MTG/ 
94300,000         (94,300,000)          94,300,000     11/20/2006    11/22/2006  LN 

-Jgpge  2548 

HUDMZl 
HU0MZ1 

95331.000 
68331.000 

9S33UXX) 
(68331.000) 

95331,000     10/13/2006    10/20/2006  SUBPRIMEMT/ 
68331,000     11/20/2006    11/22/2006  LN 

HUDMZl 
HUDMZl 

35,903.000 
35303,000 

35.903,000 
(35,903,000) 

35.903,000     10/12/2006     10/17/2006  ^I^HBHHM 
35.376,193     11/28/2006      12/5/2006  LN 

HUDMZl 
HUDMZl 

75,000,000 
75,000,000 

75,000,000 
(75,000,000) 

75,000,000     11/27/2006    11/30/2006  ^HHBk^HB 
75,000,000     11/28/2006      12/5/2008  LN 

HUDMZl 
HUDMZl 

100,000,000 
100,000,000 

100,000,000 
(100.000,000) 

100,000,000       11/8/2006    11/15/2006  ^■^■■■■B 
99370,235     11/28/2006      12/5/2006  LN 

HUDMZl 
HUDMZl 

100,000.000 
100,000,000 

100,000,000 
(100,000,000)  '' 

100.000,000     10/26/2006      11/8/2006  ^■■■■■B 
99,401.655     11/28/2006       12/5/2006  LN 

HUDMZl 
HUDMZl 

100,000.000 
100,000,000 

100,000,000 
(100,000,000) 

100,000,000     11/17/2006    11/30/2006  (^■^■^^■1 
100.000,000     11/28/2006      12/5/2006  LN 

HUDMZl 
HUDMZl 

75,000,000 
32,250377 

75,000,000 
(32,250,877) 

75,000.000     10/25/2006      11/3/2006  ga^iaaaaaaaaggp 
32,250,877     11/28/2006      12/5/2006  LN 

HUDMZl 
HUDMZl 

218,347,000 
100,000,000 

218,347,000 
(100,000,000) 

218,347,000     11/14/2006    11/30/2006  ALT  A  MTG  Nl  ACCT 
100,000,000     11/28/2006      12/5/2006  LN 

HUDMZl 
HUDMZl 

25,784,000 

15,077,428 

468,204 

25,784,000 

(15,077,428) 

(468,204) 

2S.000.000 
(25.000.000) 

25,784,000     10/11/2006    10/18/2006  ABS  MTG  SYN  Nl  ACCT 
14,623,326     11/22/2006    11/24/2006  IN 
437,925     11/28/2006       12/5/2006  LN 

25.000,000      10/18/2006       1L/3/20C6  ^■■■■■■B 
24309,647     11/28/2006      12/5/2006  LN 

II         III 

B  E      B  S  B 

25,000,000 
25,000,000 

1 

72,000,000 
72.000,000 

72,000,000 
(72,000,000) 

72.000.000     10/17/2006    10/31/2006  WSHMHkSI 
67,737.634      11/28/2006      12/5/2006  LN 

HUDMZl 
HUDMZl 

0 

c   n 

25,784,000 
468,204 

25,784,000 
(437,925) 

25,784,000     10/11/2006    10/18/2006  ABS  MTG  SYN  Nl  ACCT 
437,925     11/28/2006       12/5/2006  LN 

HUDMZl 
HUDMZl 

o   n 

3  Z 
3  °- 
s:  er 

5"* 

218,347,000 
100,000,000 

218,347,000 
(100,000,000) 

218,347,000      11/14/2006    11/30/2006  ALT  A  MTG  Nl  ACCT 
100,000,000     11/28/2006      12/5/2006  LN 

HUDMZl 
HUDMZl 

*  5 

o   <• 

=  •* 

3*2. 

100,000.000 
100,000,000 

100,000,000 
(99,570,235) 

100,000,000     11/08/2006    11/15/2006  WMB 
99,570,235     11/28/2006      12/5/2006  IN 

.     HUDMZl 
HUDMZl 

•*  1 

CM     S9 

S.  3 

<ro  » 

S,5 

72,000,000 

72,000,000 
(67,737,634) 

72,000.000     10/17/2006    10/31/2006  WHHW 
67,737,634     11/28/2006      12/5/2006  LN 

HUDMZl 
HUDMZl 

5' 

•  9 

ss 

72,000,000 

25,000,000 
25,000,000 

25,000,000 
(24309.647) 

25,000,000     10/18/2006    11/03/2006  ■■■MHt 
24309,647     11/28/2006      12/5/2006  LN 

HUDMZl 
HUDMZl 

75,000,000 
75,000,000 

75.000.000 
(75,000,000) 

75,000,000     11/27/2006    11/30/2006  ■■■■■ 
75,006.000     11/28/2006      12/5/2006  LN 

HUDMZl 
HUDMZl 

100,000,000 
100,000,000 

100,000,000 
(99,401,656) 

100,000,000     10/26/2006    11/08/2006  ■^■■■■M 
99.401,656     11/28/2006      12/5/2006  LN 

HUDMZl 
HUDMZl 

75,000,000 
32^50,877 

75,000,000 
(32,250,877) 

75,000,000     10/25/2006    11/03/2006  ^■■■■k^Hi 
32.250,877      11/28/2006      12/5/2006  LN 

HUDMZl 
HUDMZl 

100,000,000 
100,000,000 

100,000,000 
(100,000.000) 

100.000,000     11/17/2006    11/30/2006  ■■■■MMV 
100,000,000     11/28/2005      12/5/2006  LN 

HUDMZl 
HUDMZl 

35,903,000 
35.903,000 

35,903.000 
(35,376,193) 

35,903,000     10/12/2006    10/17/2006  MflHM 
3S.376.193     11/28/2006      12/5/2006  LN 

HUDMZl 
HUDMZl 

25350,000 
25,850,000 

25,850,000 
(25,680,256) 

25,850,000     12/07/2006    12/11/2006  ■■■■■ 
25,680,256          1/2/2007         1/5/2007  LN 

HUDMZl 
HUDMZl 

PSI  QFR  GS0305 


CONFIDENTIAL  TRtAIMtN  I  KCUUWicii  ■»"  uuuJMMn  ]«uu 


Buy 
Sell 
SeU 
Sell 
Sen 

Buy 
Sen 

Buy 
Sell 

Buy 
Sell 

Buy 
Sell 

Buy 
Sell 

Buy 
Sell 

Buy 
SeU 

Buy 
Sell 

Buy 
Sell 

Buy 
Sell 

Buy 
Sell 

Buy 
Sell 

Buy 
Sell 


643529AA8 
643S29AA8 
643529AA8 
643529AA8 
643S29AA8 


NCAMT06ALT2AV1 
NCAMT06ALT2AV1 
NCAMT06AIT7AV1 
NCAMT06ALT2AV1 
NCAMT06ALT2AV1 


66988RAC1     NHEL066A2B 
66988RAC1     NHEL066A2B 

40051CAA5     GSAA06S1IA1 
40O51CAAS    GSAA06S1IA1 

12670BAA7     CWL07S2A1 
126708AA7    CW107S2A1 

12669HAA7    CW107QH1A1 
12669HAA7    CWL07QH1A1 

144528AB2     CARR  0SNC3  A2 
144528AB2     CARR06NC3A2 

144S28AB2     CARR06NC3A2 
144528AB2     CARR  06NC3  A2 

3622ECAM    GSAA070S1AV1 
3622ECAA4     6SAA07051AV1 

0O4375EKO     ACCR054A2C 
0O4375EHO     ACCR  054  A2C 

75156UAB3    RAMP06RZ2A2 
751S6UAB3    RAMP06RZ2A2 

64352VQR5     NCHET  061  A2B 
64352VQRS    NCHET  061 A2B 

144S39AC7     CARR  06NC5  A3 
144S39AC7     CARR  06NCS  A3 

643S2VJY8      NCHET  051 A2C 
64352VJY8      NCHET  051 A2C 

362341KA6     GSAMP  05HE4  A2B 
362341KA6     GSAMP  05HE4  A2B 


186.161.000 

1,500,000 

1,790,000 

2,400,000 

27,000,000 

45.000,000 
33.OX.0OO 

240324,000 
2,945,000 

70,000,000 
10.350,000 

20.000.000 
20,000.000 

10,000,000 
815.000 

10,000.000 
5,192,715 

144,477,000 
9.108.000 

128,843,000 
3,843,000 

13.500,000 
13,500,000 

10,000,000 
10,000,000 

25.000,000 
9,334,000 

13,757,000 
13,757,000 

50.000,000 
25.000,000 


186,161.000 
(1.343,975) 
(1.603,810) 
(1,976.433) 

(22,234,873) 

45,000,000 
(33.000,000) 

240.924.000 
(2.733,317) 

70,000,000 
(10,350,000) 

20,000,000 
(20,000,000) 

10,000,000 
(815,000) 

10,000,000 
(5,192,715) 

144,477,000 
(9,108,000) 

128,843,000 
(3,843,000) 

13.500.000 
(13300.000) 

10.000.000 
(10.000,000) 

25.000,000 
(9.334,000) 

13,757,000 
(10,894,088) 

42,529,886 
(17,681,632) 


Footnote  Exhibits 

186.161,000  10/19/2006  10/30/2006  ALT  A  MTG  Nl  ACCT 

1,343,975  1/2/2007  1/5/2007  IN 

1.603,810  1/16/2007  1/19/2007  IN 

1,976,433  1/30/2007  2/2/2007  LN 


22,234,873  2/15/2007      2/21/2007  LN 

45,000,000  11/20/2006  11/30/2006 1 

33,000,000  2/28/2007        3/5/2007  LN 

240.924,000  12/15/2006  12/28/2006  I 

2,733.317  3/16/2007      3/21/2007  LN 

70,000.000  3/23/2007      3/30/2007  ( 

10.350,000  3/30/2007        4/3/2007  LN 


20,000,000 
20,000,000 

10.000,000 
815,000 

10,000,000 
5,192,715 

144,477,000 
9,108,000 

128,843.000 
3343.000 

13300,000 
13300.000 

10.000,000 
10,000,000 

25,000,000 
9,334.000 

13,7S7,000 
10,894,088 

42329386 
17,681,632 


3/29/2007 
3/30/2007 

4/10/2007 
4/18/2007 

4/10/2007 
4/30/2007 

4/11/20O7 
4/30/2007 

11/10/2005 
4/30/2007 

4/30/2007 
4/30/2007 

4/10/2007 
5/31/2007 

1/16/2007 
5/31/2007 

3/14/2007 
7/6/2007 

6/07/2007 
7/6/2007 


3/30/2007  | 
4/3/2007  LN 

4/13/2007  I 
4/20/2007  LN 

4/13/2007  | 
5/3/2007  LN 


4/30/2007  ALT  A  MTG  Nl  ACCT 
5/3/2007  LN 

11/23/2005  ABS  MT6  SYN  Nl  ACCT 
5/3/2007  LN 


5/03/2007 

5/3/2007 

LN 

4/13/2007 

6/5/2007 

LN 

1/19/2007 

^■■■1 

6/5/2007 

LN 

3/19/2007 

ma^rnt 

7/11/2007 

LN 

6/11/2007 

■BMHBI 

7/11/2007  LN 
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HUDMZl 

HUDMZl 

HUDMZl 

HUDMZl 

HUDMZl 

HUDMZl 

HUDMZl 

HUDMZl 

HUDMZl 

HUDMZl 

HUDMZl 

HUDMZl 

HUDMZl 

HUDMZl 

HUDMZl 

HUDMZl 

HUDMZl 

HUDMZl 

HUDMZl 

HUDMZl 

HUDMZl 

1 

HUDMZl 

HUDMZl 

1 

II 

HUDMZl 

£7> 

11         11         If         | 

||         §1         II         1 

w     & 

n   to 
o    o 

3  J? 
3  «■ 
5."  o" 

*1 

o   n 

U 

-i 
«§'! 

**■  »*■ 
5* 

3 

PSI  QFR  GS0306 


CONFIDENTIAL  IKtAI  Utm  KtOUtSItU  BT  WJLDMAN  iAUli 


Buy/Sell    Cusip  BondName 

Buy  00438QAA2     ACCR071A1 

Sell  00438QAA2     ACCR071A1 


Ortgface  Actual  Face       CuimttFace         Tradedate 

15,000,000         15,000,000  15.000,000       1/24/2007      1/30/2007 

15,000,000        (15,000,000)  15,000,000  2/5/2007        2/8/2007  LN 


settwEfietoPte  Exhibits  -  ggge  2550 

HUDMZ2 
HUDMZ2 


Buy  12668YAA1      CWL  06510  Al 

Sen  12668YAA1      CWL06S10A1 

Buy  3622EIAA4      GSAA  0618  AVI 

Sell  3E22ELAA4      GSAA  0618  AVI 

Sell  3622ELAA4      GSAA  0618  AVI 

Buy  362351A00      GSAA  0620  2A1B 

Sell  362351AD0      GSAA  0620  2A1B 

Sell  362351AD0      GSAA  0620  2A1B 

Buy  36245TAC9      GSAMP  06FM3  A2B 

Sell  36245TAC9      GSAMP  06FM3  A2B 

Sell  36245TAC9      GSAMP  06FM3  A2B 

Buy  40431KAA8      HALO07WF1A1 

Sell  40431KAA8      HALO07WF1A1 

Buy  40431KAB6      HALO07WF1A2 

Sell  40431KAB6       HALO  07WF1 A2 

Buy  4S668WAAS     INDX07FLX1A1 

Sell  45668WAA5     INDX  07FIX1  Al 

Buy  4S668WAA5     INDX07FLX1A1 

Sell  4S668WAA5     INDX07FLX1A1 

Buy  3622EQAA3      GSAA  0701 1A1 

Sell  3622EQAA3      GSAA  0701 1A1 

Buy  3622MHACO    GSAMP  07FM2  A2B 

Sell  3622MHAC0    GSAMP  07FM2  A2B 

Buy  3624SYAV6      GSAMP  07H1 A2A2M 

Sell  36245YAV6       GSAMP  07H1 A2A2M 

Buy  643529AA8      NCAMT  06ALT2  AVI 

Sell  643529AA8      NCAMT  06ALT2  AVI 

Buy  3624SYAV6      GSAMP  07H1 A2A2M 

Sell  36245YAV6      GSAMP  07H1A2A2M 

Buy  362351AD0      GSAA  0620  2A1B 

Sell  362351A00      GSAA  0620  2A1B 

Buy  36245TAC9      GSAMP  06FM3  A2B 

Sell  3624STAC9       GSAMP  06FM3  A2B 

Buy  3622EIAA4       GSAA  0618  AVI 

Sell  3622ELAA4      GSAA  0618  AVI 

Buy  3622MHAC0    GSAMP  07FM2  A2B 

Sell  3622MHAC0    GSAMP  07FM2  A2B 

Buy  3622EQAA3      GSAA  0701  Ul 

Sell  3622EQAA3     GSAA  0701 1A1 

Buy  3622MDAC9     GSAMP  07HE1 A2B 

Sell  3622M0AC9    GSAMP  07HE1 A2B 

Buy  3622MDAB1     GSAMP  07HE1 A2A 

Sell  3622MDAB1     GSAMP  07HE1  A2A 

Buy  3622MOAB1     GSAMP  07HE1 A2A 

Sell  3622MDAB1     GSAMP  07HE1  A2A 


100,000,000  100,000,000  100,000,000  12/21/2006  12/29/2006 

30,000,000  (30,000,000)  29,236,656  2/5/2007        2/8/2007  LN 

218,347,000  218347,000  218347,000  11/14/2006  11/30/2006  ALT  A  MTG  Nl  ACCT 

10,000,000  (10,000.000)  9,115,101  2/5/2007        2/8/2007  LN 

10,000,000  (10,000,000)  9,115,101  2/16/2007      2/21/2007  LN 


16,076.000  16,076,000 

11,000,000  (11,000,000) 

5,076,000  (5,076.000) 

59.281,000  59,281,000 

10,000,000  (10,000.000) 

10,000,000  (10,000,000) 

20,000,000  20.000,000 

20,000,000  (20,000,000) 


8,374,000 
8,374,000 


8.374,000 
(8.374.000) 


155,024,000  155,024,000 

20,024,000  (20,024,000) 

155,024,000  155,024,000 

20,024,000  (20,024,000) 

515,268,000  515,268,000 

10,268,000  (10,268,000) 

62,864,000  62364,000 

62,864,000  (62364,000) 


10,157,000 
5,157,000 


10,157,000 
(5,1S7,000) 


186,161,000       186,161,000 
27,000,000       (27,000,000) 


10,157,000 
5,157,000 

16,076,000 
5,076,000 


10,157,000 
(5,157,000) 

16,076,000 
(4,947,917) 


S9.281.00p  59,281.000 

10.000.000  (10,000.000) 

218,347,000  218347,000 

10,000,000  (10,000.000) 

62,864.000  62364.000 

62364,000  (62,864,000) 

515368,000  515,268,000 

10,268,000  (10,268,000) 

44,191,000  44.191,000 

44.191.000  (44,191,000) 

50300,000  50,000,000 

50,000,000  (50,000,000) 

50,000.000  50,000.000 

50.000.000  (50.000.000) 


16.076300 

10,722,437 

4,947,917 

59,281,000 
10,000300 
10,000,000 

20,000,000 
20,000300 

8,374,000 
8,374,000 

155,024,000 
20,024,000 

155,024,000 
20.024.000 

515,268,000 
10,268,000 

62,864,000 
62.864,000 

10,157,000 
5,157,000 

186,161,000 
22,234373 

10,157,000 
5,157,000 

16,076,000 
4,947,917 

S9.281.000 
10.000,000 

218,347,000 
10,000,000 

62,864,000 
62364,000 

515,268.000 
10,268,000 

44,191,000 
44,191,000 

50,000,000 
50,000,000 

50,000,000 
50.000.000 


12/12/2006 

2/5/2007 

2/16/2007 

12/15/2006 

2/6/2007 

2/16/2007 

1/26/2007 
2/7/2007 

1/26/2007 
2/5/2007 

1/18/2007 
2/5/2007 

1/18/2007 
2/5/2007 

1/11/2007 
2/16/2007 

2/1S/2007 
2/15/2007 

1/23/2007 
2/16/2007 

10/19/2006 
2/15/2007 

1/23/2007 
2/16/2007 

12/12/2006 
2/16/2007 

12/15/2006 
2/16/2007 

11/14/2006 
2/16/2007 

2/15/2007 
2/15/2007 

1/11/2007 
2/16/2007 

2/20/2007 
2/20/2007 

2/21/2007 
2/21/2007 

2/21/2007 
2/21/2007 


12/29/2006  ALT  A  MTG  Nl  ACCT 
2/8/2007  LN 
2/21/2007  LN 

12/21/2006  NON  PERFORMING  MTG  S 
2/8/2007  LN 
2/21/2007  LN 


2/6/2007  | 
2/8/2007  LN 

2/6/2007 
2/8/2007  LN 

1/31/2007 
2/8/2007  LN 

1/31/2007  I 
2/8/2007  LN 

1/30/2007  ALT  A  MTG/ 
2/21/2007  LN 

2/21/2007  NON  PERFORM/ 
2/21/2007  LN 

1/31/2007  NON  PERFORM/ 
2/21/2007  LN 

10/30/2006  ALT  A  MTG/ 
2/21/2007  LN 

1/31/2007  NON  PERFORMING  MTG  S 
2/21/2007  LN 

12/29/2006  ALT  A  MTG  Nl  ACCT 
2/21/2007  LN 

12/21/2006  NON  PERFORMING  MTG  S 
2/21/2007  LN 

11/30/2006  ALT  A  MTG  Nl  ACCT 
2/21/2007  LN 

2/21/2007  NON  PERFORMING  MTG  S 
2/21/2007  LN 

1/30/2007  ALT  A  MTG  Nl  ACCT 
2/21/2007  LN 

2/23/2007  NON  PERFORMING  MTG  S 
2/23/2007  IN 

2/23/2007  NON  PERFORMING  MTG  S 
2/23/2007  LN 

2/23/2007  NON  PERFORM/ 
2/23/2007  IN 


HU0MZ2 
HUDMZ2 

HUDMZ2 
HU0MZ2 
HU0MZ2 

KUDMZ2 
HUDMZ2 
HU0MZ2 

HUDMZ2 
HUDMZ2 
HUDMZ2 

KU0MZ2 
HUDMZ2 

HUDMZ2 
HU0MZ2 

HUDMZ2 
HUDMZ2 

HU0MZ2 
HUDMZ2 


HUOM22 

HUDMZ2 

1 

HU0MZ2 

1 

|| 

HUDMZ2 

SP  so 

e  n 

IT  C. 

HUDMZ2 

2  K 

HUDMZ2 

3  5? 

3  c 

S.*  er 

HUDMZ2 

HUDM22 

o   R 

3   •* 

ST  n 

HUDMZ2 

<I 

HUDM22 

aa  o 

to   s 

HUDM22 

5* 

HUDMZ2 

3 
w 

HUOM22 
HUDMZ2 

HU0MZ2 
HUOMZ2 

HUDMZ2 
HUOM22 

HUDMZ2 
HUDMZ2 

KU0MZ2 
HUDMZ2 

HUDMZ2 
HUDMZ2 

HUDMZ2 
HUDMZ2 


PSI  QFR  GS0307 


Buy  3622MDAC9     GSAMP  07HE1 A2B 

Sell  3622MDAO    GSAMP  07HE1 A2B 

Buy  12668BRES      CWALT  06OC2  2A1 

Buy  12668BRE5      CWALT  06OC2  2A1 

SeH  12668BRES      CWALT  06OC2  2A1 

Buy  126684AA7      CWL0SS6A1 

Sell  126684AA7      CWL06S6A1 

Buy  12666MAA9     CW106SPS1A 

Sell  12666MAA9    CW106SPS1A 

Buy  3S729VAB3      FHLT06D2A1 

Sell  35729VAB3      FHLT06O2A1 

Buy  12666MAA9     CWL06SPS1A 

Sell  12666MAA9     CWL  06SPS1 A 

Buy  12668BRES      CWALT  06OC2  2A1 

Buy  12668BRES      CWALT  06OC2  2A1 

Sell  126S8BRE5      CWALT  06CK2  2A1 

Buy  3S729VAB3      FHLT06D2A1 

Sell  35729VAB3      FHLT06D2A1 

Buy  12B6S4AA7      CW106S6A1 

Sell  126684AA7      CWL06S6A1 

Buy  12668KAC7      CW107S2A2 

Sell  12668KAC7      CWL075  2A2 

Buy  32029GAC8      FFML07FF2A2B 

Sell  32029GAC8      FFML07FF2A2B 

Buy  0O4375EH0      ACCR054A2C 

Sell  004375EH0      ACCR054A2C 

Sell  00437SEK0      ACCR054A2C 

Buy  07389RAN6     BSABS  06HE10  21A1 

Sell  07389RAN&     BSABS  06HE10  21A1 

Buy  U669WAD8    CWL078  2A2 

Sell  12669WAD8    CWL078  2A2 

Buy  362341KA6      GSAMP  05HE4  A2B 

Sell  362341KA6      GSAMP  05HE4  A2B 

Buy  362341QHS     GSAA05113A3 

Sell  362341QH5     GSAA0S113A3 

Buy  12669WAD8    CWL078  2A2 

Sell  12669WAD8    CWL078  2A2 

Buy  36249BAA8      GSAA07071A1 

Sell  36249BAA8      GSAA07071A1 


24300.000 

24,500,000 

24,000.000 

24.000,000 

48300,000 

(48300,000) 

9,400,000 

9,400,000 

9,400,000 

(9,400.000) 

44,191.000         44.191,000  44,191,000  2/20/2007  2/23/2oltfQQtr»ateR&XhibitS     "HBage  2551 

44,191,000        (44,191,000)  44,191,000  2/20/2007  2/23/2007  LN  HU0M22 

15,256,402  2/1/2007        2/6/2007 1 

14,945,046         2/1/2007        2/6/2007  ( 

28,111,412  2/22/2007  2/27/2007  LN 

8,444340  1/23/2007  1/26/2007 1 

9,400,000  2/22/2007  2/27/2007  LN 

16,195,088  1/23/2X7  1/26/2007  I 

18300,000  2/22/2007  2/27/2007  LN 

75,000,000  10/2S/2006  11/3/2006  ( 

12,265,135  2/22/2007  2/27/2007  LN 

16.195,088  1/23/2007  1/26/2007  f 

16.098,352  2/22/2007  2/27/2007  LN 

15,256.402  2/01/2007  2/06/2007  ( 
14,945,046  2/01/2007  2/06/2007 1 
30,201,448       2/22/2007      2/27/2007  LN 

7S,000,000  10/25/2006  11/03/2006  I 
14,000,000       2/22/2007      2/27/2007  IN 

8,444340       1/23/2007      1/26/2007 1 
8,444340       2/22/2007      2/27/2007  LN 

15,000,000  3/23/2007  3/30/2007  ( 
15,000,000       3/26/2007      3/30/2007  LN 

46300,000  3/27/2007  3/30/2007  I 
11,800.000       3/30/2007        4/3/2007  LN 


18300,000  18300,000 

18300,000  (18300,000) 

75,000,000  75,000,000 

14,000,000  (14,000,000) 

18,500,000  16,195,088 

18300,000  (16.098.352) 

24,500,000  15,256.402 

24,000,000  14,945,046 

48.500,000  (30,201,448) 

75,000,000  75,000,000 

14,000,000  (14,000,000) 


9,400,000 
9,400,000 


8,444,540 
(8,444,540) 


15,000,000  15.000,000 

15,000,000  (15,000,000) 

46300,000  46300,000 

11,800,000  (11,800,000) 

128,843,000  128,843,000 

7,000,000  (7,000,000) 

600,000  600,000 


30,000,000 

30,000,000 

30,000.000 

4,000,000 

(3,465,402) 

3,465,402 

6,844,000 

6,844,000 

6,844,000 

2,000,000 

(2,000,000) 

2,000,000 

255,843,000 

255343,000 

255343,000 

3,724,000 

(1,559,477) 

1,559,477 

168^33,000 

168333,000 

168,833,000 

3,724,000 

(1359,478) 

1359,478 

3,694,000 

3,694.000 

3,694,000 

3,694,000 

(3,694,000) 

3,694,000 

161,141,000 

161,141,000 

161,141,000 

7311.000 

(7311.000) 

7,811,000 

128343,000      11/10/2005     11/23/2005  ABS  MTG  SYN  Nl  ACCT 
7,000,000       4/30/2007        5/3/2007  LN 
600,000    ,  5/30/2007        6/4/2007  LN 


12/19/2006  12/29/2006 
5/30/2007        6/4/2007  LN 

5/21/2007  5/31/2007  I 
S/30/07        6/4/2007  LN 

8/15/2005  8/25/2005  GSAMP  Collateral 
5/30/2007         6/4/2007  LN 

9/12/2005  9/29/2005  AltAMTG/ALNI 

5/30/2007  6/04/2007  LN 

5/21/2007  5/31/2007  I 
5/31/2007        6/5/2007  IN 

6/22/2007  6/28/2007  ALT  A  MTG  Nl  ACCT 

7/9/2007  7/12/2007  LN 


HU0MZ2 

HUDMZ2 

HU0MZ2 

HU0MZ2 

HUDMZ2 

HUDMZ2 

HUDMZ2 

HU0MZ2 

HUDM22 

HU0MZ2 

HUDMZ2 

HUDMZ2 

HU0MZ2 

HUDMZ2 

HUDMZ2 

HUDMZ2 

HU0MZ2 

HUDMZ2 

HUDMZ2        1 

1 
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n 
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CONFIDENTIAL  TREATMENT  REQUESTED  BY  GOLDMAN  SACHS 


Buy/Son    Cusip  BondKanie  Ortjfaca  Actual  Fata        CuitsntFeoj 

Buy  04S41GW3      ABSHEOSHE4A1  41.000,000  41X00,000  S.731XO! 

Sefl  04541GRI3      ABSHE0SKE4A1  41XO0XO0         (41XO0XO0)  9,731X01 


Tndedate    SeateOtts  CBent 
3/13/2007     3/28/20071 
4/16/2007     4/18/2007  IN 


Buy  04S44NAD6    ABSHE06KE6A4  10,000,000  10.000.000 

5*0  04S44NAD6     ABSHEO&KE6A4  1,000,000  (LOOCOOCj 

Set)  04S44NAD6     ABSHE0SHE6A4  9X00,000  (9XO0 XOO) 

Buy  03072SF91      AMSIOSR6A2  97.30S.000  97406XO0 

SeU  03072SF91      AMS0SR6A2  83.106,000  (83,106X00) 

Buy  144528AB2      CARROSNC3A2  10,000X00  10,000.000 

SeU  144S28AB2      CARR06NC3A2  3397,285  (3497485) 

Buy  23242MAA9    CWL06S3A1  8.970XO0  8.970XO0 

SeU  23242MAA9    CW106S3A1  8,970X00  (S.970XO0) 

Buy  126683AA9      CW106SSA1  7,060,000  7,060,000 

SeU  126683AA9     CW106SSA1  7X80,000  (7XWO0) 

Buy  12668WAA5    CW1074A1A  10,000X00  IOJOOOJCOO 

SeO  12668WAA5    CWL074A1A  10,000X00  (10,000,000) 

Buy  12669LAC4      CW1076  2A2  11000,000  12X00,000 

SeU  12669LAC4      CW107E2A2  12,000,000  (12.000.000) 

Buy  126708AA7     CWL07S2A1  70X100.000  70X00,000 

SeU  12670BAA7     CWL07S2A1  56,050,000  (56X150,000) 

Buy  32029GAC8     FFM107FF2A2B  46.SOO.000  46400,000 

SeU  32029GAC8     FFML07FF2A2B  34,700,000  (34,700,000) 

Buy  362341QH5     GSAA05113A3  168433,000  168333X00 

Sell  362341QH5     GSAA05113A3  21400XO0  (21400,000) 

Buy  362341AM1     G5AA0S7AV1  50,000,000  50XX»,000 

Sell  362341AM1     GSAA057AV1  50X00,000  (50X100X100) 

Buy  40051CAA5      GSAA06S1IA1  85,924,000  85424,000 

Sell  4O0S1CAAS      GSAA06S1IA1  1,161,681  (1,161.681) 

Buy  3622EAAX8      GSAA07O31A1B  62.428,000  62.428,000 

Sell  3622EAAX8      GSAA07O31A1B  12,050,000  (12.050,000) 

Buy  3622EBAA6.    GSAA0704A1  535,274X100  535,274,000 

SeU  3622EBAA6      GSAA0704A1  150.191,000  (150,191,000) 

Buy  3622E8AB4      GSAA0704A2  143,692.000  143,692,000 

Sell  3622EBAB4      GSAA0704A2  904XO0  (904,000) 

Buy  S7643LGV2      MABS05WMC1A5  5,000.000  5.000,000 

SeU  S7643LGV2      MABSOSWMCIAS  S.OOC.OOO  (5X00,000) 

Buy  S7645JAA7       MABS06HE3A1  14X00X00  14X00,000 

Sell  5764SJAA7       MAB5D6HE3A1  14X00,000  (14X00X00) 

Buy  76112BEB2      RAMP  04RS10  AIM  5,(00,000  5XO0XO0 

SeO  76112BEB2      RAM704RS10AII4  5,000X00  (5XO0XO0) 

Buy             362440AO      GSAMP  07HE2A2B  20,000.000  20.000,000 

Sell             362440AC3      GSAMP  07HE2  A2B  13.347,000  (13447,000) 

Buy             30248EAA6      FFM107FFBSSA  295,150,000  295.150XO0 

SeO             30248EAA6      FFML07FFBSSA  84413,000  (84413.000) 

Buy             3622ECAA4      GSAA070S1AV1  144,477X00  144.477,000 

Sell             3622ECAA4      GSAA07051AV1  113,369X00  (113469XO0) 

Buy            021SOXAA7      CWALT  07OH1A1A  10X00X00  10.000X00 

Sell             02150XAA7      CWALT  07OH1 A1A  10X00X00  (10.000,000) 

Buy             12669WAG0    CW1078  2A1  10,000X00  10X00X00 

SeO             12669WAC0    CW1078  2A1  10X00X00  (10X00X00) 

Buy             021S0KAB5      CWALT  07OH1 A2A  15,072.000  14.655477 

SeU             02150KA85      CWALT  070H1  A2A  15X172.000  (14.6SS.577) 


10X00X00       3/9/2007       3/9/2007  I 
1XD0XO0      3/22/2007      3/27/2007  IN 
9XO0XO0     4/16/2007     4/18/2007  IN 


34.470.127     3/23/2007     3/28/2007  I 
29,439X64      4/16/2007     4/18/2007  IN 

10X00X00      4/10/2007      4/13/2007  < 
3497.285     4/17/2007     4/18/2007  IN 

6,747472        4/9/2007     4/12/2007  I 
6,747,372      4/16/2007     4/18/2D07  LN 

5436488        4/2/2007       4/5/2007  | 
5436488      4/16/2007      4/18/2007  LN 

10,000X00     3/23/2007     3/29/2007  f 
10,000X00     4/16/2007     4/18/2007  IN 

12X00,000      3/29/2007     3/30/2007  I 
12.000.000     4/16/2007     4/18/2007  LN 

70X00X00     3/23/2007     3/30/2007  I 
56.050,000      4/16/2007     4/18/2007  IN 

46400XO0     3/27/2007     3/30/2007  ( 
34,700,000     4/16/2007     4/18/2007  IN 

168433,000      9/12/2005     9/29/2005  ALT  A  MTG  Nl  ACCT 
9.778,926     4/16/2007     4/18/2007  IN 

11422.109      4/11/2007      4/16/2007  | 
11422.109     4/16/2007     4/IB/2007  IN 

79.747492      2/27/2007       3/2/2007  ( 
1.029,296      4/16/2007     4/18/2007  LN 

62,428X00      2/16/2007      2/23/2007  ALT  A  MTG  Nl  ACCT 
11,919,451      4/16/2007     4/18/2007  IN 

53S,274,O0O      3/13/2007      3/29/2007  ALT  A  MTG  Nl  ACCT 
150,191,000      4/15/2007      4/18/2007  IN 

143,692X00      3/13/2007      3/29/2007  ALT  A  MTG  Nl  ACCT 
904,000      4/16/2007      4/18/2007  IN 

5.000,000      1/10/2007      1/16/2007  ( 
5X00,000      4/16/2007      4/18/2007  IN 

11,107,172      3/12/2007     3/1S/2007  ( 
10,613434      4/16/2007      4/18/2007  IN 

4444.062      4/11/2007     4/16/2007  | 
4444462     4/17/2007     4/18/2007  IN 

20X00X00     3/30/2007     4/20/2007  ( 
13,347.000      4/16/2007      4/20/2007  LN 

29S.1S0XO0      4/12/2007      4/26/2007  SUBPRIME  MTG  NT.  ACCT 
84.313XO0      4/16/2007      4/26/2007  IN 

•  144.477XO0      4/11/2007     4/30/2007  AlTAMTG/ALNI 
113.369XO0     4/16/2007     4/30/2007  NVLT 

10,000X00     5/22/2007     5/30/2007  ( 
10,000X00     5/31/2007       6/5/2007  IN 

10.000,000      5/21/2007      5/31/2007  I 
10.000.000      5/31/2007        6/5/2007  LN 

14,655477      6/26/2007      6/29/2007  I 
14,655477        7/9/2007      7/12/2007  IN 
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CONFIDENTIAL  TREATMENT  REQUESTED  BY  GOLDMAN  SACHS 


Buy/Sell 

Custp 

BondNime 

Ortf  face           Actua)  F*ce       Ctnrent  Fen 

Buy 

362341L49 

GSAMP0SWMC3A28 

1,000,000 

UOOQjOCQ 

1,0004100 

SeO 

362341149 

GSAMP  05WMQ  A2B 

1,0004)00 

(14)00,000) 

14)004)00 

Buy 

362439AD3 

GSAMP  06KE4A2C 

10,368,000 

10468.000 

10.368,000 

SeO 

362439AD3 

GSAM70SHE4A2C 

5.368,000 

(54684)00) 

5,3684)00 

Buy 

36233403=4 

GSRPM061A2 

2.4004XX) 

2,400.000 

2.183405 

Sell 

362334QF4 

GSRPMC61A2 

2.4004*30 

(2.400,000) 

1,434.237 

Buy 

44386QAA2 

HUDMZ062S144A 

7,900,000 

7400,000 

7,900,000 

SeO 

443S6QAA2 

HUDMZ062S144A 

4.3004)00 

(4.3004100) 

4,3004)00 

Buy 

4G626LFJS 

JPMAC05OPT2A3 

L4XX>,000 

1,000,000 

1,000.000 

SeO 

46626LEIS 

JPMAC05OPT2A3 

1,000,000 

(14)00,000) 

1,0004)00 

Buy 

55275TAC2 

MABS07WMaA3 

48.850,000 

48450.000 

48450400 

SeO 

SS27STAC2 

MABS07WMC1A3 

26,850 A» 

126.850,000) 

264S04SQ 

Buy 

S9022QAD4 

MLMI06HESA2C 

40,000,000 

404)00.000 

40.000,000 

SeO 

59022QAD4 

MIMI06KE5A2C 

22.000,000 

(22,0004)00) 

224)004)00 

Buy 

61749NAC1 

MSAC06HE5A2B 

32.000,000 

32,000,000 

32,000,000 

SeO 

61749NAC1 

MSAC06KESA2B 

32.0004)00 

(32.000.000) 

32.000,000 

Buy 

617SOFAEO 

MSAC06HE6A2C 

304)00,000 

30.000.000 

304)004)00 

SeO 

617S0FAE0 

MSAC06HE6A2C 

15.000.000 

(154)00,000) 

15,0004)00 

Buy 

617463AC8 

MSIX  062  A3 

11,470.000 

11,470,000 

1W704O0 

SeO 

617463AC8 

MSIX  0*2  A3 

11,470,000 

(11.470.000) 

11.470.000 

Buy 

643S29AA8 

NCAMT0SALT2AV1 

186,161.000 

186,161,000 

186,1614)00 

SeO 

643S29AA8 

NCAMT06ALT2AV1 

20,241.000 

(20.2414)00) 

13.054,336 

Buy 

64352VLG4 

NCHET0S3A2C 

11.S70.000 

11.S7O.O0O 

11470,000 

SeO 

643S2VIG4 

NCHET053A2C 

11370,000 

(11470,000) 

11470.000 

Buy 

S43S2VNW7 

NCHET05CA2B 

5,000,000 

5,000,000 

54)004)00 

SeO 

G43S2VNW7 

NQ<nOSCA2B 

S  ,000.000 

(5.000.000) 

54)004)00 

Buy 

6698SRAC1 

NHE1066A2B 

45,000,000 

45,000,000 

4SOOO.OOO 

SeO 

66988RAC1 

NHa066A2B       ■ 

5350,000 

(54504)00) 

5550,000 

Buy 

69121PBT9 

OWNIT05SA2B 

31,727,000 

31,727,000 

31,727.000 

SeO 

69121PBT9 

OWNIT0SSA2B 

31,727,000 

(31,727,000) 

31,7274)00 

Buy 

710BSPBXO 

PCHIT0S2A3 

11.322.000 

11,322.000 

14322,000 

Sell 

7108SPBX0 

PCHITOS2A3 

6,322,000 

(6.322,000) 

6.3224)00 

Buy 

76110WF35 

RASC04KS9AH4 

11,650,000 

11,6504)00 

5,778.245 

Sen 

76UOWF35 

RASC04U9AII4 

11,650,000 

(11.6S04>00) 

2,757.206 

Buy 

7S113ABH3 

RASC0GKS3AI3 

10.000,000 

10,000,000 

104)00.000 

SeO 

76113ABH3 

RASC06KS3A13 

10,000,000 

(10.000,000) 

104)00,000 

Buy 

7BS77RAA7 

3ACO069A1 

39,000,000 

394>0O,0OO 

324)77,010 

Sell 

78S77RAA7 

SACO069A1 

39,000,000 

(39,000,000) 

31,113,939 

Buy 

86362YACO 

SASC07BC2A3 

26,814.000 

28.814,000 

264<144)00 

Sell 

86362YACO 

SASC07BC2A3 

26,814,000 

(26.814.000) 

26,814,000 

Buy 

04544NAD6 

ABSHE06HE6A4 

10,000,000 

10,000,000 

104)00,000 

SeO 

04S44NAD6 

ABSHEDGXE6A4 

1,000,000 

(1,000.0001 
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UNITED  STATES  OF  AMERICA 

before  the 

SECURITIES  AND  EXCHANGE  COMMISSION 


In  the  Matter  of  ABACUS  CDO 


File  No.  HO- 109 11 


- x 

SUBMISSION  ON  BEHALF  OF  GOLDMAN,  SACHS  &  CO. 

Goldman,  Sachs  &  Co.  ("Goldman  Sachs")  makes  this  submission  in  response  to 
the  Staffs  proposed  recommendation  that  an  enforcement  action  be  brought  against  Goldman 
Sachs.1  No  such  action  is  warranted. 


i 


This  submission  is  provided  solely  in  connection  with  the  Staffs  consideration  of 
possible  action  against  Goldman  Sachs,  and  is  made  without  any  admission  that  the 
conduct  under  investigation  violated  any  laws,  rules  or  regulations.  Should  the  Staff 
decide  to  make  any  recommendation  that  varies  in  any  respect  from  the  issues  and 
positions  Goldman  Sachs  has  addressed,  we  expressly  reserve  the  right  to  revise  this 
submission  in  accordance  with  Rule  5(c)  of  the  Commission's  Rules  Regarding 
Information  and  Other  Proceedings,  17  C.F.R.  §  202.5(c),  and  Procedures  Relating  to  the 
Commencement  of  Enforcement  Proceedings  and  Termination  of  Staff  Investigations, 
Nos.  33-5310,  34-9796, 1972  WL  130244,  at  *l-2  (Sept.  27,  1972).  Goldman  Sachs  also 
expressly  reserves  the  right  to  object  to  the  admissibility  of  this  submission  and  those 
submitted  by  any  other  person  in  any  subsequent  proceeding.  Finally,  Goldman  Sachs 
hereby  asserts  that  this  submission  constitutes  attorney  work  product  and  requests  that  (a) 
it  be  treated  confidentially  and  not  as  a  waiver  of  any  privilege  or  immunity  from 
production,  and  (b)  pursuant  to  Commission  Rule  83,  17  C.F.R.  §  200.83,  that  this 
submission  not  be  disclosed  in  response  to  any  request  made  under  the  Freedom  of 
Information  Act,  5  U.S.C.  §  552. 


Confidential  Treatment  GS  MBS  0000024776 

Requested  by  Goldman  Sachs 


PSI  QFR  GS0320 


Footnote  Exhibits  -  Page  2564 

PRELIMINARY  STATEMENT 

In  early  2007,  Goldman  Sachs  acted  as  the  underwriter  of  privately-placed  notes 
issued  in  a  synthetic  CDO  transaction  known  as  ABACUS  2007-AC1  ("2007-AC1").  There  was 
nothing  unusual  or  remarkable  about  the  transaction  or  the  portfolio  of  assets  it  referenced.  Like 
countless  similar  transactions  during  that  period,  the  synthetic  portfolio  consisted  of  dozens  of 
Baa2-rated  subprime  residential  mortgage-backed  securities  ("RMBS")  issued  in  2006  and  early 
2007  that  were  identified  in  the  offering  materials  (the  "Reference  Portfolio").  As  in  other 
synthetic  CDO  transactions,  by  definition  someone  had  to  assume  the  opposite  side  of  the 
portfolio  risk,  and  the  offering  documents  made  clear  that  Goldman  Sachs,  which  took  on  that 
risk  in  the  first  instance,  might  transfer  some  or  all  of  it  through  a  hedging  and  trading  strategies 
using  derivatives.  Like  other  transactions  of  this  type,  all  participants  were  highly  sophisticated 
institutions  that  were  knowledgeable  about  subprime  securitization  products  and  had  both  the 
resources  and  the  expertise  to  perform  due  diligence,  demand  any  information  that  was  important 
to  them,  analyze  the  portfolio,  form  their  own  market  views  and  negotiate  forcefully  at  arm's 
length.  And  like  other  transactions  with  similar  lower-rated  subprime  portfolios,  2007-ACl's 
performance  was  battered  by  the  unprecedented  subprime  market  meltdown,  which  has  impaired 
cashflow  to  countless  noteholders  in  such  transactions  and  caused  many  participants  in  the 
market  to  fail  altogether. 

Now,  with  the  benefit  of  perfect  hindsight  about  the  magnitude  of  the  market 
downturn,  the  Staff  proposes  to  charge  Goldman  Sachs  with  misrepresenting  material  facts 
relating  to  the  offering.  Notably,  the  Staff  does  not  contend  that  anything  about  the  Reference 
Portfolio  itself  was  incorrectly  disclosed.  Rather,  the  Staffs  theory  relates  exclusively  to  the  role 
of  Paulson  &  Co.,  Inc.  ("Paulson")  -  now  recognized  as  a  heavy  bettor  against  the  subprime 
market  but  at  the  time  a  relatively  unknown  hedge  fund  manager  -  in  making  suggestions  to  the 
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independent  selection  agent  as  to  the  composition  of  the  Reference  Portfolio  and  taking  a 
negative  position  on  that  portfolio  through  a  swap  with  Goldman  Sachs.  Moreover,  the  Staff 
proposes  not  only  to  base  its  charges  on  theories  of  negligence  under  Section  17(a)  of  the 
Securities  Act  of  1933,  but  also  to  assert  that  Goldman  Sachs  made  intentional 
misrepresentations  concerning  Paulson  in  violation  of  Section  10(b)  of  the  Securities  Exchange 
Act  of  1934  and  Rule  10b-5  thereunder.  There  is  no  basis  in  the  law,  the  record  or  common 
sense  for  such  charges. 

First,  what  way  important  to  the  note  investors,  as  embodied  in  Regulation  AB, 
were  the  offering  documents'  descriptions  of  the  Reference  Portfolio  and  the  distribution  of 
proceeds,  which  sophisticated  institutional  investors  in  asset-backed  securities  input  into  their 
models  in  order  to  make  their  investment  decisions  based  on  their  views  of  market  and  housing 
trends.  This  information  was  accurately  disclosed,  and  the  Staff  does  not  contend  otherwise.  By 
contrast,  we  are  aware  of  no  synthetic  CDO  offering  that  disclosed  how  the  protection  buyer 
would  manage  the  risk  it  took  on,  other  than  to  disclose  generally  that  it  may  do  so,  as  occurred 
here.  Certainly,  nothing  in  Regulation  AB  requires  disclosure  of  the  underwriter's  risk 
management  plans,  which  may  shift  as  parties  change  their  market  views  and  adjust  their  risk 

tolerance  over  time. 

Second,  given  the  absence  of  an  affirmative  directive  in  Regulation  AB  to 
disclose  the  involvement  of  Paulson,  the  Staff  relies  on  a  theory  that  references  in  the  offering 
documents  to  the  Portfolio  Selection  Agent  were  misleading  because  they  somehow  implied  that 
the  agent,  ACA  Capital  Management  LLC  ("ACA"),  picked  the  portfolio  in  isolation  without 
input  from  any  participant,  including  ones  whose  true  economic  interests  at  the  time  were 
opposite  those  of  the  noteholders.  But  the  Reference  Portfolio,  however  it  was  selected,  was 
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fully  disclosed  and  available  for  all  to  evaluate  on  its  merits.  To  the  extent  that  investors  took 
comfort  from  ACA's  involvement,  it  was  only  because  an  independent  expert  had  approved  the 
portfolio,  and  that  is  precisely  what  ACA  did.  ACA  plainly  exercised  its  own  judgment  in 
deciding  which  securities  were  included  (whatever  its  impression  as  to  the  economic  interests  of 
Paulson),  rejected  dozens  that  it  disliked,  and  was  entirely  satisfied  with  the  resulting  portfolio. 
Indeed,  ACA  put  its  own  money  behind  its  analysis  by  investing  in  the  notes  itself  and  entering 
into  a  large  swap  referencing  the  portfolio.  There  is  no  industry  definition  of  "Portfolio 
Selection  Agent"  that  implied  that  ACA  would  operate  within  an  ivory  tower  or  refuse  to 
consider  suggestions  made  by  interested  parties  in  exercising  its  independent  judgment.  In  fact, 
it  was  a  customary  feature  of  the  market  that  participants  (including  those  here)  often  offered 
their  views  on  potential  securities  to  be  included  in  referenced  portfolios,  so  no  one  would  have 
been  surprised  that  Paulson  was  doing  so. 

Third,  and  more  fundamentally,  while  Paulson's  investment  strategy  and  success 
are  well  known  today,  nothing  in  the  record  establishes  that  Paulson's  involvement  would  have 
been  significant  in  early  2007  to  anyone  involved  in  the  2007-AC1  transaction.  All  participants 
in  the  transaction  understood  that  someone  had  to  take  the  other  side  of  the  portfolio  risk,  and  the 
offering  documents  clearly  stated  that  Goldman  Sachs  might  lay  off  some  or  all  of  the  short 
exposure  to  the  portfolio  that  it  had  taken  on.  A  disclosure  that  the  relatively  unknown  Paulson 
was  the  entity  to  which  Goldman  Sachs  transferred  that  risk  would  have  been  immaterial  to 
investors  in  April  2007. 

Fourth,  there  is  no  basis  to  suggest  that  the  portfolio  would  have  performed  any 
differently  or  that  the  economic  outcome  for  the  participants  would  have  changed  in  the  least  had 
Paulson's  role  and  interest  been  more  transparent.  The  portfolio  that  ACA  originally  selected 
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had  the  same  characteristics  as  the  Reference  Portfolio,  and  both  experienced  virtually  the  same 
poor  performance  in  the  face  of  the  subprime  meltdown.  Further,  the  principal  note  investor, 
1KB  Deutsche  Industriebank  AG  ("1KB"),  was  an  active  investor  in  the  CDO  markets,  had 
expressed  its  specific  interest  in  transactions  like  2007-AC1,  had  invested  in  similar  ABACUS 
transactions  before,  and  thoroughly  evaluated  the  portfolio.  ACA  was  a  major  player  in  the 
CDO  marketplace  with  billions  under  management  and  had  every  reason  -  reputationally  and 
economically  -  to  perform  its  job  well.  ABN  Amro  ("ABN"),  which  intermediated  Goldman 
Sachs'  swap  with  ACA,  showed  little  interest  in  the  portfolio  and  relied  instead  as  a  swap 
intermediary  on  the  credit  of  its  other  swap  counterparty,  ACA,  which  proved  fatal  when  ACA 
failed.  In  the  end,  every  portfolio  of  lower-rated  subprime  RMBS  was  decimated  in  the  market 
meltdown,  and  any  marginal  differences  in  bond  quality  underlying  the  Staffs  theory  would  not 
have  resulted  in  any  materially  different  outcome. 

Fifth,  beyond  these  fatal  deficiencies  in  the  Staffs  materiality  theory,  there  is  no 
basis  for  a  finding  that  Goldman  Sachs  made  any  alleged  misrepresentations  about  Paulson's  role 
with  the  negligence  required  under  Section  17(a),  much  less  with  the  scienter  mandated  by 
Section  10(b).  The  Staff  has  pointed  to  two  ambiguous  statements  contained  in  an  e-mail  from 
Goldman  Sachs  that  it  contends  caused  ACA  to  infer  that  Paulson  would  be  an  equity  investor. 
As  an  initial  matter,  it  is  difficult  to  reconcile  such  an  inference  with  the  Staffs  theory  that 
Paulson  tried  to  influence  ACA  to  select  dozens  of  riskier  Baa2-rated  securities,  which  would 
have  raised  questions  about  Paulson's  true  economic  interests  for  any  sophisticated  market 
participant.  The  record,  in  all  events,  contains  no  evidence  that  Goldman  Sachs  caused  ACA  to 
infer  that  Paulson  had  an  equity  position.  Nor  does  the  record  support  the  conclusion  that  any 

confusion  by  ACA  as  to  the  nature  of  Paulson's  involvement  in  2007-AC1  changed  how  ACA 
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selected  the  Reference  Portfolio.  Similarly,  the  absence  of  any  disclosure  of  Paulson's  role  did 
not  affect  IKB's  decision  to  invest.  1KB  regularly  invested  through  Goldman  Sachs  and  other 
firms  in  numerous  CDOs  and  other  complex  securities  and  conducted  its  own  evaluations  of  the 
underlying  reference  portfolios,  including  for  the  2007-AC1  transaction. 

Finally,  the  Staffs  proposed  theory  ignores  the  fact  that,  as  a  broker-dealer  acting 
as  an  intermediary  on  behalf  of  a  client,  Goldman  Sachs  had  a  duty  to  keep  information 
concerning  its  client's  (Paulson's)  trades,  positions  and  trading  strategy  confidential.  The  Staff 
itself  has  recognized  this  obligation  in  other  contexts,  but  seeks  here  to  impose  a  duty  to  disclose 
the  identity  and  market  views  of  swap  counterparties. 

In  short,  the  Staffs  contention  that  Goldman  Sachs  had  a  duty  to  disclose 
Paulson's  involvement  in  the  process  by  which  ACA  selected  the  portfolio  is  without  support  in 
either  the  factual  record  or  the  law,  would  impose  obligations  not  recognized  in  existing  law  and 
would  be  directly  contrary  to  market  practice,  where  broker-dealers  intermediate  between  parties 
taking  opposite  views  and  do  not  disclose  those  parties'  identity  or  roles  to  each  other.  No 
enforcement  action  is  warranted  even  on  the  existing  record.  If  this  matter  is  litigated,  Goldman 
Sachs  is  confident  that  a  fuller  record  -  including  its  own  discovery  of  all  transaction  participants 
-  will  underscore  that  no  one  in  fact  considered  Paulson's  role  important  and  that  no  one  was 

misled. 

THE  RECORD 
A.        Relevant  Parties 

1.         Goldman  Sachs 

Goldman  Sachs  is  a  leading  global  investment  banking,  securities  and  investment  _.__  . 

management  firm  that  provides  a  wide  range  of  services  worldwide  to  a  substantial  and 

diversified  client  base  that  includes  corporations,  financial  institutions,  governments  and  high- 

-6- 
Confidential  Treatment  GS  MBS  0000024781 

Requested  by  Goldman  Sachs  psi  QFR  GS0325 


Footnote  Exhibits  -  Page  2569 


net-worth  individuals.  Through  its  mortgage  group,  Goldman  Sachs  structured  and  distributed 
RMBS  and  CDO-related  products. 
2.         ACA 

ACA  was  the  asset  management  subsidiary  of  ACA  Capital  Holdings,  Inc.,  and 
provided  asset  management  services  and  credit  protection  products  to  investors.  As  of  May  3 1, 
2007,  ACA  was  managing  "26  outstanding  CDOs  with  underlying  portfolios  consisting  of  $17.5 
billion  of  assets."  (GS  MBS-E-003525837.)  ACA  acted  as  the  Portfolio  Selection  Agent  for  the 
2007-AC1  transaction,  invested  $42  million  in  the  2007-AC1  notes,  and  sold  protection  to 
Goldman  Sachs  on  the  $909  million  notional  amount  super  senior  tranche  of  the  transaction. 

ACA  suffered  serious  financial  troubles  at  the  end  of  2007  and  beginning  of  2008. 
In  November  of  2007,  ACA  posted  a  $1.04  billion  third-quarter  loss.  After  a  restructuring 
supervised  by  the  Maryland  Insurance  Administration  (Maryland's  insurance  commissioner), 
ACA  Capital  Holdings,  Inc.  is  now  operating  under  the  name  Manifold  Capital.  ACA  is 
currently  operating  as  a  run-off  financial  guaranty  insurance  company. 

3.         Paulson 

Paulson  is  an  employee-owned  hedge  fund  founded  in  1994.  Beginning  in  2006, 
Paulson  created  two  funds,  the  Paulson  Credit  Opportunities  Funds,  which  took  a  bearish  view 
on  subprime  mortgage  loans  by  purchasing  protection  through  credit  default  swaps  ("CDSs")  on 
various  debt  securities.  These  funds  earned  substantial  profits,  and  have  recently  received 
significant  media  attention.  At  the  time  that  2007-AC1  was  being  transacted,  however, 
Paulson's  investment  strategy  was  not  yet  widely  known  in  the  industry.  (See  Kreitman  Tr.  40- 
41;Herald-GranoffTr.  25.)  Paulson  now  has  more  than  $30  billion  under  management.  . 
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4.        1KB 

KB  is  a  German  Bank  founded  in  1924.  In  January  of  2007, 1KB  Credit  Asset 
Management,  the  asset  management  arm  of  KB,  had  approximately  "$23.9  billion  of  assets 
under  management"  and  "over  $16.8  billion  of  [collateralized  loan  obligations]/CDOs  [had  been] 
launched  and  managed  within  KB  group."  (GS  MBS-E-007698102.)  KB  publicly  stated  that 
"Securitization  and  CDO  investments  are  an  integral  part  of  KB  AG's  business  model."  {Id.) 
KB  was  a  highly  sophisticated  institutional  investor  that  marketed  itself  as  a  CDO  manager 
with: 

r 

•  a  large  investment  team,  including  20  portfolio  managers  and  analysts  and  20 
compliance,  IT,  legal  and  operations  and  surveillance  staff; 

•  "one  of  the  largest  databases  of  CDO  structures  and  performance"; 

•  a  "[m]arket  leading  ABS/CDO  evaluation  and  surveillance  platform";  and 

•  "extensive  ABS  focused  research  capabilities  and  relationships." 

(GS  MBS-E-0076981 13;  GS  MBS-E-007698102.)  Indeed,  in  January  of  2007,  KB  launched 
Rhinebridge  Pic,  a  structured  investment  vehicle  that  invested  heavily  in  the  United  States 
subprime  market.  Rhinebridge  Pic  was  to  be  the  "flagship  vehicle  in  KB  CAM'S  expansion  into 
ABS  asset  management."  (GS  MBS-E-007698102.) 

KB  invested  in  multiple  ABACUS  transactions  through  Goldman  Sachs, 
including  ABACUS  2004-1,  2005-3,  2006-1 1,  2006-15,  2006-8  and  2007-AC1.  (See  GS  MBS 
0000018045  -  18046;  Tourre  Tr.  Vol.  1, 16.)  In  fact,  KB  made  the  reverse  inquiry  that  led  to 
the  first  ABACUS  transaction,  ABACUS  2004-1.  (See  Tourre  Tr.  Vol.  1, 16.)  In  late  2006  and 
early  2007,  Goldman  Sachs  was  working  with  KB  on  a  number  of  transactions,  including 
multiple  ABACUS  transactions.  (See  Nartey  Tr.  23.) 
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5.        ABN 

ABN  is  a  Dutch  bank  currently  owned  by  RFS  Holdings  B.V.  ABN  was  in  the 
business  of  intermediating  CDS  between  parties  that  would  not  or  could  not  accept  each  other' s 
credit  risk.  In  2007-AC1 ,  Goldman  Sachs  would  not  accept  ACA's  credit  risk  without  an 
agreement  to  post  cash  collateral,  which  ACA  would  not  provide.  (See  Gerst  Tr.  75.)  ABN 
agreed  to  intermediate  the  protection  that  ACA  sold  to  Goldman  Sachs  on  the  super  senior 
tranche  of  the  2007-AC1  transaction  by  entering  into  a  CDS  with  Goldman  Sachs  and  agreeing 
to  post  collateral,  and  then  entered  into  a  back-to-back  CDS  with  ACA.  (See  Gerst  Tr.  75.). 
ABN  appears  to  have  evaluated  only  ACA's  corporate  credit  rating,  and  had  little  or  no  interest 
as  to  the  Reference  Portfolio.  (GS  MBS-E-002485 1 73.)  Prior  to  agreeing  to  intermediate  the 
transaction,  ABN  purchased  from  Goldman  Sachs  a  $27  million  CDS  providing  ABN  protection 
if  ACA's  credit  weakened.  (GS  MBS-E-003528155.) 
B.        The  Subprime  and  CDO  Market 

A  CDO  is  a  debt  security  collateralized  by  debt  obligations,  including  mortgage- 
backed  securities  in  many  instances.  These  securities  are  packaged  and  held  by  a  special  purpose 
vehicle  ("SPV"),  which  issues  notes  that  entitle  their  holders  to  payments  derived  from  the 
underlying  assets.  In  a  synthetic  CDO,  the  SPV  does  not  own  a  portfolio  of  actual  fixed  income 
assets,  but  rather  enters  into  CDSs  that  reference  the  performance  of  a  portfolio.  The  SPV  does 
hold  some  collateral  securities  (separate  from  the  reference  portfolio),  which  it  uses  to  meet  its 
payment  obligations. 

Beginning  in  2005,  the  market  for  CDOs  expanded  extremely  rapidly.  According 
to  a  study  performed  by  the  Securities  Industry  and  Financial  Markets  Association  ("SIFMA"), 
the  Global  CDO  Issuance  Volume  for  2005  and  2006,  not  including  unfunded  synthetic  tranches, 
was  approximately  one  trillion  dollars.  (SIFMA,  Global  CDO  Market  Issuance  Data,  available 
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at  www.simia.org/research/pdf/CDO_  Data2008-Q4.pdf  (last  visited  Sept.  10,2009).)  The 
markets  for  mortgage-backed  securities  became  volatile  and  unpredictable  in  late  2006  and  early 
2007.  Investors  and  speculators  in  those  markets  developed  conflicting  views  of  the  future 
direction  of  the  principal  factors  that  drove  the  market  -  housing  prices,  interest  rates,  defaults 
and  delinquencies,  delinquencies  on  loans  made  by  different  originators  or  in  different  regions  of 
the  country,  the  health  of  subprime  originators  and  other  factors  -  all  of  which  were  entirely 
within  the  public  domain.  Some  hedge  funds,  including  Paulson's  funds,  bet  aggressively 
against  the  mortgage  market,  while  other  investors  and  speculators  believed  that  any  weakness  in 
the  housing  markets  or  RMBS  would  be  temporary  and  mild.  Up  to  the  middle  of  2007,  no  one 
view  of  the  market  predominated. 
C.        The  ABACUS  Transactions  Generally 

The  ABACUS  transactions  were  synthetic  CDOs  in  which  the  CDO  entities  sold 
notes  referencing  specific  portfolios  of  securities.  The  proceeds  from  the  sale  of  the  notes  were 
used  to  purchase  collateral  securities,  which  were  held  by  the  SPV.  At  the  same  time,  the  SPV 
entered  into  a  CDS  transaction,  whereby  it  agreed  to  provide  a  "protection  buyer"  with 
"insurance"  payments  in  the  event  of  write-downs  on  the  referenced  securities  in  exchange  for 
periodic  premium  payments.  These  premium  payments,  along  with  interest  on  the  collateral 
securities,  were  used  to  pay  the  noteholders.  The  collateral  securities  themselves  were  used 
either  to  pay  principal  to  noteholders  or  to  make  payments  due  to  the  protection  buyer  under  the 
CDS,  depending  on  the  performance  of  the  reference  portfolio;  The  first  ABACUS  transaction 
was  ABACUS  2004-1,  which  was  developed  in  response  to  IKB's  desire  to  invest  in  AAA,  AA 
and  A  rated  CDO  notes  referencing  a  portfolio  of  high-grade  asset-backed  securities.  (Tourre  Tr. 
Vol.  1,16,24.) 
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D.        ABACUS  2007-AC1 

ABACUS  2007-AC1  ("2007-AC1")  was  a  synthetic  CDO  transaction  referencing 

a  $2  billion  portfolio  consisting  of  90  Baa2-rated  subprime  RMBS  issued  in  2006  and  early 
2007.  (GS  MBS-E-005974542;  GS  MBS-E-002407039-2407041.)  The  securities  issued  in  the 
2007-AC1  transaction  were  offered  in  a  private  placement  pursuant  to  Rule  144A.  (GS  MBS 
0000010089.) 

1.         The  Paulson  Reverse  Inquiry 

In  late  2006,  Paulson  initiated  a  "reverse  inquiry"  by  approaching  Goldman  Sachs 
to  determine  whether  it  would  enter  into  a  CDS  in  which  Paulson  bought  protection  on  a 
portfolio  ofBaa2-rated  RMBS  from  the  2006  vintage.  To  mitigate  the  significant  market  risk 
that  it  would  take  on  if  it  entered  into  the  CDS,  Goldman  Sachs  structured  two  separate 
transactions. 

In  the  first  transaction,  Goldman  Sachs  created  the  2007-AC1  SPV,  which  would 
issue  notes  and  enter  into  a  CDS  through  which  Goldman  Sachs  would  purchase  credit  protection 
on  a  portfolio  of  Baa2-rated  2006  vintage  subprime  securities.  The  investors  that  bought  the 
notes  issued  by  the  SPV  would,  by  definition,  be  taking  the  view  that  the  securities  in  the 
Reference  Portfolio  would  perform  at  least  moderately  well,  while  Goldman  Sachs  as  credit 
protection  buyer  took  the  contrary  view  that  those  securities  would  perform  poorly.  In  the 
second  transaction,  Goldman  Sachs  would  enter  into  the  CDS  that  Paulson  had  requested.  To  the 
extent  that  Paulson's  requested  CDS  portfolio  matched  the  2007-AC1  Reference  Portfolio, 
Goldman  Sachs  would  effectively  neutralize  its  market  risk.  (GS  MBS-E-003272296;  GS  MBS- 
E-003272305.)  David  Gerst  and  Fabrice  Tourre  explained  this  dual  structure  to  the  Staff.  {See 
Tourre  Tr.  Vol.  1, 95;  Gerst  Tr.  139). 
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2.         The  Portfolio  Selection  Process 

ACA,  the  Portfolio  Selection  Agent  for  2007-AC1,  had  extensive  experience  and 
a  strong  reputation  in  the  industry.  In  its  role  as  Portfolio  Selection  Agent,  ACA  was  to  select  a 
portfolio  of  Baa2-rated  RMBS  from  the  2006  and  2007  vintages  to  comprise  the  Reference 
Portfolio,  but  would  not  provide  any  ongoing  asset  management  or  other  services. 

Goldman  Sachs  started  the  portfolio  selection  process  by  providing  Paulson  with 
a  database  of  RMBS  securities  and  a  spreadsheet  listing  securities  that  fit  Paulson's  requirement 
that  the  portfolio  be  restricted  to  2006-vintage  subprime  RMBS  that  were  rated  Baa2  by 
Moody's  Investor  Service  and  approximately  BBB  by  Standard  &  Poor's.  (GerstTr.  13-14.) 
Paulson  then  provided  Goldman  Sachs  with  a  spreadsheet  of  123  securities.  Goldman  Sachs  sent 
this  spreadsheet  of  1 23  securities  to  ACA  for  its  evaluation  and  potential  inclusion  in  the  2007- 
AC1  Reference  Portfolio.  (GS  MBS-E-007974381.) 

ACA  evaluated  each  of  the  123  securities  using  its  proprietary  models  and 
methods  of  analysis.  ACA  rejected  more  than  half  of  the  securities,  and  sent  Goldman  Sachs  a 
revised  spreadsheet  listing  86  securities,  including  55  from  the  list  of  1 23  securities  and  3 1 
additional  2006-vintage  Baa2-rated  securities.  (GS  MBS-E-002537707.)  ACA  later  proposed 
an  additional  26  reference  securities.  (GS  MBS-E-002480599.)  Goldman  Sachs  suggested  that 
two  of  the  proposed  securities  be  rejected,  and  ACA  suggested  three  replacements.  (GS  MBS-E- 

003026086.) 

ACA  and  Paulson  then  met  on  February  2,  2007  to  discuss  the  reference  portfolio. 
During  this  meeting,  Paulson  proposed  a  list  of  securities,  nine  of  which  ACA  had  already 
rejected.  After  the  meeting,  ACA  emailed  Paulson  and  Goldman  Sachs,  reiterating  its  rejection 
of  the  nine  securities  and  attaching  a  spreadsheet  listing  100  securities  (79  of  which  previously 
had  been  approved  by  Paulson  and  ACA).  (GS  MBS-E-0038338442.)  Paulson  suggested 
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removal  of  eight  of  the  securities  (seven  of  which  were  removed)  and  Goldman  Sachs  suggested 
removal  of  two  of  the  securities  (one  of  which  was  removed).  (GS  MBS-E-002483508;  GS 
MBS-E-002983660.)  Paulson  then  circulated  a  list  of  90  reference  securities.  Of  these  90,  ACA 
requested  that  the  parties  make  substitutions  for  three  of  the  securities.  (GS  MBS-E-003782252; 
GS  MBS-E-002445333.)  ACA  proposed  eleven  alternative  securities  and  Paulson  agreed  to 
three  out  of  those  eleven  securities.  (GS  MBS-E-00244496 1-2444962;  GS  MBS-E-002445333- 
2445334;  GS  MBS-E-00244496 1-2444962.)  ACA  thereafter  agreed  to  the  removal  of  three  New 
Century  securities,  and  the  substitution  of  three  securities  to  include  in  the  final  portfolio.    (GS 
MBS-E-003740868;  GS  MBS-E-003740867-3740869.) 

ACA  ultimately  approved  90  securities  that  it  stood  behind  as  the  portfolio 
selection  agent,  albeit  from  the  category  of  2006/2007-vintage  Baa2-rated  subprime  RMBS. 
There  is  no  indication  that  ACA  "rubber  stamped"  any  of  the  securities  suggested  by  Paulson,  or 
that  it  behaved  in  any  way  that  was  inconsistent  with  the  normal  obligations  of  a  Portfolio 
Selection  Agent.  And  as  a  sophisticated  market  player  that  managed  billions  of  dollars  in 
subprime  securities,  ACA  should  easily  have  recognized  any  tendencies  or  marginal  biases  in  the 
securities  that  Paulson  recommended. 

3.         Marketing  and  Sale  of  the  2007-ACJ  Transaction 

Because  of  IKB's  prior  interest  in  ABACUS  transactions,  Goldman  Sachs 
approached  1KB  as  a  potential  investor  in  2007-AC1 .  1KB  ultimately  decided  to  purchase  $150 
million  in  senior  certificates  with  the  view  that  it  would  have  a  relatively  protected  senior 
position  in  a  risky  portfolio.  (See  GS  MBS  0000018046.)  ACA  purchased  $42  million  worth  of 


1KB  had  previously  expressed  concern  over  RMBS  for  which  New  Century  and  Fremont 
were  the  servicers,  which  may  have  been  the  reason  for  removing  those  securities.  (GS 
MBS-E-0029722269.) 
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senior  secured  notes.  (GS  MBS  000001 8046.)  The  2007-AC1  transaction  closed  on  April  26, 
2007.  The  SPV  used  the  proceeds  of  the  sale  to  purchase  AAA-rated  certificates  to  hold  as 

collateral. 

Goldman  Sachs  entered  into  a  CDS  with  the  SPV  in  a  notional  amount  of  $192 
million  in  which  Goldman  Sachs  agreed  to  make  premium  payments  in  return  for  protection  on 
the  Reference  Portfolio.  In  addition  to  the  CDS  purchased  from  the  SPV,  on  May  31,  2007 
Goldman  Sachs  also  entered  into  a  $909  million  notional  amount  CDS  referencing  the  super- 
senior  (50-100%)  tranche  of  the  2007-AC1  CDO.  (GS  MBS  0000018052.)  ABN  served  as 
intermediary  for  this  trade  by  entering  into  the  $909  million  CDS  with  Goldman  Sachs  and  an 
offsetting  CDS  with  ACA,  thereby  assuming  credit  risk  if  ACA  was  unable  to  pay.  (GS  MBS-E- 
002485172-2485173.)    ABN  appears  to  have  principally  evaluated  only  ACA's  corporate  credit 
rating  before  entering  into  the  CDS.3  (GS  MBS-E-002485 172-2485 173.)  The  record  does  not 
indicate  whether  ABN  entered  into  other  CDS  trades  with  ACA,  but  Goldman  Sachs  is  confident 
that  a  full  record  would  reflect  ABN's  familiarity  with  ACA  and  consistent  approach  to  such 
transactions  as  solely  credit  decisions. 
E.        The  Credit  Default  Swaps  Between  Goldman  Sachs  and  Paulson 

Through  CDSs  with  Paulson,  Goldman  Sachs  sold  all  of  the  protection  that  it  had 
purchased  from  the  SPV  and  from  ACA  (through  ABN).  (Tourre  Tr.  Vol.  1,  33.)  Because 
Goldman  Sachs  purchased  protection  from  ACA  on  a  portion  (50-100%)  of  the  super  senior 
tranche,  but  wrote  protection  to  Paulson  on  the  entire  (45-100%)  super  senior  tranche,  it  bore  the 


3  In  connection  with  this  evaluation,  ABN  purchased  $27  million  in  corporate  CDS 

protection  on  ACA  from  Goldman  Sachs,  which  entitled  it  to  payment  if  ACA's  credit 
rating  fell  below  a  certain  level.  (GS  MBS  E-003528155.) 
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risk  that  poor  performance  of  the  Reference  Portfolio  would  affect  the  45-50%  portion.  (Tourre 
Tf.  Vol.  1,  33.) 

The  2007-AC1  Offering  Circular  could  not  have  been  more  clear  that  Goldman 
Sachs  might  enter  into  transactions  to  increase,  reduce  or  even  eliminate  its  exposure  to  the  SPV: 

•  "The  Protection  Buyer  is  not  required  to  have  any  credit  exposure  to  any 
Reference  Entity  or  any  Reference  Obligation."  (GS  MBS  0000010105.) 

•  "[T]he  Protection  Buyer . . .  may  hold  long  or  short  positions  with  respect  to 
Reference  Obligations  and/or  other  securities  or  obligations  of  related  Reference 
Obligations  and/or  other  securities  or  obligations  of  related  Reference  Entities  and 
may  enter  into  credit  derivative  or  other  derivative  transactions  with  other  parties 
pursuant  to  which  it  sells  or  buys  credit  protection  with  respect  to  one  or  more 

related  Reference  Entities  and/or  Reference  Obligations [i]f  the  Protection 

Buyer  . . .  holds  claims  against  a  Reference  Entity  or  a  Reference  Obligation  other 
than  in  connection  with  the  transactions  contemplated  in  this  Offering  Circular, 
such  party's  interest  as  a  creditor  may  be  in  conflict  with  the  interests  of  the 
Issuer."  (GS  MBS  0000010127.) 

Nothing  stopped  any  other  transaction  participant  -  from  the  noteholders,  to  ABN,  to  Paulson  - 
from  similarly  reducing  or  adjusting  their  own  exposure  depending  on  their  own  perceptions  and 
views  as  market  and  economic  conditions  evolved. 
F.        The  Collapse  of  the  Subprime  Market 

As  was  clear  to  all  of  the  parties,  the  market  for  securities  backed  by  subprime 
loans  had  already  begun  to  weaken  in  late  2006,  as  housing  prices  stopped  increasing  and  began 
to  decline  in  some  regions  of  the  country.  The  ABX.HE  06-2  BBB  Index,4  which  referenced 
BBB  securities  issued  in  the  second  half  of  2006,  decreased  in  early  2007,  reaching  a  low  of  $67 
on  February  27,  2007.  It  rebounded  to  as  high  as  $84.5  on  May  24-25,  2007  (a  week  before 
ACA,  ABN  and  Goldman  Sachs  entered  into  the  $909  million  CDS),  and  then  dropped 


The  ABX.HE  Indices,  or  Asset-Backed  Securities  Indices,  are  synthetic  indices 
distributed  by  Markit  Group,  Limited.  Each  references  a  basket  of  20  CDSs  on  subprime 
mortgage-backed  securities  of  a  specific  vintage  and  rating. 
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precipitously  from  $80,875  on  June  1 1  to  $20.5  at  the  end  of  2007.  (See  Appendix  1.)  The 
securities  in  the  Reference  Portfolio,  which  in  April  2007  were  rated  Baa2  by  Moody's  Investor 
Service  and  at  or  around  BBB  by  Standard  &  Poor's,  were  severely  affected.  The  historical 
performance  data  relied  on  by  rating  agencies,  investment  banks,  government  agencies  and  other 
participants  in  the  market  turned  out  to  be  an  unreliable  predictor  of  future  prices  and 
performance.  As  reflected  by  the  prices  of  the  ABX  indices  in  early  2007,  most  sophisticated 
market  participants  -  including  senior  government  officials  -  did  not  predict  the  severity  and 
breadth  of  the  downturn  in  U.S.  housing  markets,  and  many  suffered  dramatic  losses  as  a  result. 

The  significant  divergence  between  the  expected  and  actual  performance  of  Baa2- 
rated  RMBSs  resulted  in  large  part  from  the  unanticipated  severity  and  breadth  of  housing 
market  price  declines,  and  the  weakening  of  local  economies  throughout  the  United  States.  The 
combination  of  high  loan-to-value  ratios,  the  unexpected  severity  and  speed  of  deterioration  in 
residential  housing  prices  throughout  the  country  and  the  lack  of  available  refinancing  provided 
little  incentive  for  borrowers  to  continue  making  payments  on  mortgage  loans  on  properties  in 
which  they  had  little  or  no  equity.  See,  e.g.,  Semiannual  Monetary  Policy  Report  to  the 
Congress,  Statement  of  Ben  Bernanke,  Chairman,  Board  of  Governors  of  the  Federal  Reserve 
System  (Mar.  28,  2007).  In  addition  to  these  unexpected  economic  factors,  an  unknown  amount 
of  fraud  by  borrowers,  originators,  brokers,  appraisers  and  others  involved  in  the  loan  origination 
process  may  have  resulted  in  underwriting  of  material  numbers  of  loans  to  borrowers  lacking 
either  the  means  to  (or  the  intention  of)  making  payments  on  the  loans.  See,  e.g.,  Tyler  Cowen, 
So  We  Thought,  But  Then  Again  ....  N.Y.  TIMES,  Jan.  13,  2008,  at  6;  Carolyn  Said,  Plenty  of 
Blame  for  Lending  Mess;  Mortgage  Meltdown,  S.F.  CHRON.,  Feb.  3, 2008,  at  CI . 
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THE  STAFF'S  INVESTIGATION  AND  ALLEGATIONS 

The  Staffs  investigation  of  2007-AC1  began  on  August  29,  2008.  The  Staff  has 
taken  five  days  of  testimony  from  five  Goldman  Sachs  witnesses:   Gail  Kreitman  and  Melanie 
Herald-Granoff,  Michael  Nartey,  Fabrice  Tourre,  and  David  Gerst.  Goldman  Sachs  has 
produced  approximately  8,000,000  pages  of  documents  to  the  Staff. 

Goldman  Sachs  understands  that  the  Staff  currently  proposes  to  recommend  that 
the  Commission  bring  an  enforcement  action  against  Goldman  Sachs  alleging  violations  of 
Section  17(a)  of  the  Securities  Act  of  1933  and  Section  10(b)  of  the  Securities  Exchange  Act  of 
1934  and  Rule  10b-5  thereunder.  The  Staff  contends  that: 

•  Goldman  Sachs  deceived  ACA  by  leading  ACA  to  believe  that  Paulson  would 
invest  in  the  equity  tranche  of  2007-AC1,  thereby  allegedly  causing  ACA  to 
believe  that  Paulson  had  the  same  interests  as  ACA  when  Paulson's  interests 
were,  according  to  the  Staff,  the  opposite  of  ACA's  interests. 

•  Goldman  Sachs  deceived  investors  in  the  2007-AC1  transaction  by  describing 
ACA  as  the  Portfolio  Selection  Agent  when,  in  fact,  Paulson  had  played  a 
significant  role  in  selecting  the  Reference  Portfolio. 

To  Goldman  Sachs'  understanding,  the  Staffs  theory  is  that  Goldman  Sachs  should  have  made 

the  role  of  Paulson  in  the  2007-AC1  transaction  clear  to  ACA,  and  disclosed  that  role  (and 

Paulson's  identity)  in  the  offering  documents.  If  the  Commission  chooses  to  proceed  against 

Goldman  Sachs,  the  Staff  has  indicated  it  will  seek  disgorgement  of  Goldman  Sachs'  profits  on 

the  2007-AC1  transaction,  as  well  as  penalties  and  injunctive  relief. 

DISCUSSION 

I.  THE  ABACUS  OFFERING  DOCUMENTS  CONTAINED  NO  MATERIAL 

MISREPRESENTATIONS. 

To  prove  materiality  under  Sections  10(b)  and  17(a),  the  Commission  must  show 
a  "substantial  likelihood"  that  the  alleged  misstatement  or  omission  would  be  deemed  significant 
by  a  reasonable  investor  in  light  of  the  "total  mix"  of  information  available  about  the  investment 
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at  the  time  the  investment  decision  is  made.  Basic,  Inc.  v.  Levinson,  485  U.S.  224,  231-32 

(1988).  In  evaluating  whether  an  alleged  misrepresentation  was  material,  the  offering  documents 

must  be  read  as  a  whole,  focusing  not  "on  whether  particular  statements,  taken  separately,  were 

literally  true,  but  whether  defendants'  representations,  taken  together  and  in  context,  would  have 

mis[led]  a  reasonable  investor  about  the  nature  of  the  [securities]."  DeMaria  v.  Andersen, 

318  F.3d  170, 180  (2d  Cir.  2003)  (emphasis  added). 

The  offering  documents  for  the  2007-AC 1  transaction  provided  all  material 

information  that  the  sophisticated  institutional  investors  here  required  -  most  fundamentally,  the 

particulars  of  the  portfolio  that  the  investors  could  (and  did)  analyze  and  evaluate  on  an  equal 

footing  with  Paulson  and  Goldman  Sachs.  The  offering  documents  contained  nothing  materially 

false  or  misleading  about  ACA's  role,  and  no  reasonable  investor  would  have  needed  disclosures 

describing  the  participation  of  Paulson,  which  at  the  time  was  little-known  and  only  one  of  many 

market  participants  that  investors  understood  routinely  took  the  opposite  risk  in  transactions  of 

this  type  (and  were  a  structural  necessity  for  synthetic  CDOs). 

A.        The  Offering  Documents  Fully  Disclosed  the  Material  Facts  Relating  to  the 
Reference  Portfolio. 

Regardless  of  how  the  Reference  Portfolio  was  selected,  the  offering  documents 
comprehensively  described  each  asset  backing  the  securities.  Nothing  about  the  selection 
process  affected  the  inherent  value  or  risks  of  the  Reference  Portfolio.  The  offering  documents 
provided  the  sophisticated  potential  investors  in  2007-AC  1  with  the  material  information  about 
the  constituent  securities  that  they  needed  to  perform  their  own  analyses  and  modeling  of  the 
creditworthiness  and  cash  flows  of  the  assets  underlying  their  investment. 

Regulation  AB  recognizes  that  in  an  asset-backed  securities  transaction,  investors 
view  information  about  the  asset  portfolio  and  the  distribution  of  proceeds  as  material,  because 
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performance  of  those  assets,  as  affected  by  macro-economic  factors  and  trends  that  any  investor 
can  analyze,  will  dictate  the  performance  of  asset-backed  securities.5  Regulation  AB  thus 
focuses  on  the  underlying  assets,  and  sets  forth  in  great  detail  the  disclosures  required  in  offering 
documents  for  asset-backed  securities,  including:  (1)  the  title  and  type  of  securities  being 
offered,  (2)  a  summary  of  the  flow  of  funds,  (3)  statements  detailing  servicer  or  other  fees,  (4) 
detailed  descriptions  of  the  characteristics  of  the  assets,  and  (5)  a  description  of  any  credit 
enhancement  features.  See,  e.g.,  17C.F.R.  §§229.1102,229.1103,229.1105,229.1111. 

The  value  of  the  assets  underlying  asset-backed  securities  does  not  change  based 
on  any  "inside"  information  within  the  issuer's  control.  No  subjective  corporate  judgments 
about  budgets,  sales,  reserves  or  any  other  matters  relevant  to  traditional  corporate  issuers  impact 
a  portfolio  of  mortgage-backed  securities.  Accordingly,  Regulation  AB's  comprehensive 
disclosure  scheme  does  not  require  any  mention  of  the  underwriter's  (or  its  clients')  subjective 
view  of  the  assets,  or  a  comprehensive  listing  of  all  of  the  parties  that  had  input  into  the  selection 
of  the  assets  backing  the  securities.  Rather,  Regulation  AB  focuses  on  disclosures  of  the 
objective  features  of  the  underlying  assets,  which  allows  potential  investors  to  perform  their  own 
analyses  and  evaluations  based  on  their  assessment  of  economic  trends,  regardless  of  the  views 
of  the  underwriter  or  other  entities  as  to  the  value  of  the  underlying  assets.  This  focus  on  the 
intrinsic  character  of  the  portfolio  also  is  consistent  with  the  distinction  drawn  by  the  courts 
between  "hard"  and  "soft"  information.  Only  the  former  must  be  disclosed.to  investors: 


5 


Although  the  ABACUS  notes  at  issue  here  were  offered  pursuant  to  the  limited 
requirements  of  Rule  144A,  Regulation  AB's  focus  on  information  about  the  underlying 
assets  and  how  the  proceeds  of  those  assets  will  be  distributed  reflects  what  is  material  to 
an  investor  in  any  asset-backed  transaction. 
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Hard  information  is  typically  historical  information  or  other  factual  information 
that  is  objectively  verifiable.  Publicly  disclosed,  hard  information  is  actionable  if 
false  and  material.  Soft  information,  on  the  other  hand,  includes  predictions  and 
matters  of  opinion.  The  feilure  to  disclose  soft  information  is  actionable  only  if 
[it  is] . . .  virtually  as  certain  as  hard  facts. 

City  of  Monroe  Employees  Ret.  System  v.  Bridgestone  Corp.,  399  F.3d  651 ,  669  (6th  Cir.  2005); 
see  also  Classman  v.  Computervision  Corp.,  90  F.3d  617, 63 1  (1st  Cir.  1996)  ("[T]he  federal 
securities  laws  focus  on  the  mandatory  disclosure  of  backward-looking  hard  information,  not 

forecasts."). 

In  accordance  with  this  regulatory  focus,  the  offering  documents  at  issue  here  set 

forth  precisely  which  RMBS  would  comprise  the  Reference  Portfolio.  (See  GS  MBS 

0000010274-10277.)  The  offering  documents  for  each  of  these  RMBS  in  turn  disclosed  the 

various  categories  of  information  required  by  Regulation  AB,  including  detailed  information 

concerning  the  loans  held  by  the  trust  that  issued  the  RMBS.  This  is  all  that  was  required.  The       ■ 

offering  documents  need  not  interpret  the  information  they  disclose  in  ways  that  "might  have 

facilitated  an  investor's  task,"  because  "interpretations  drawn  from  the  facts  presented  in  the 

prospectus[]"  do  not  provide  new  information,  and  thus  cannot  "significantly  alter[]  the  'total 

mix'  of  the  information  already  presented  "  Benzon  v.  Morgan  Stanley  Distributors,  Inc.,  420 

F.3d  598,  609  (6th  Cir.  2005).  In  light  of  the  extensive,  objective  disclosures  contained  in  the 

offering  documents,  investors  -  particularly  the  sophisticated  entities  at  issue  here  in  the  context 

of  a  Rule  144  A  offering  -  had  all  the  information  they  needed  to  understand  and  evaluate  the 

reference  securities,  just  as  a  consumer  purchaser  can  evaluate  a  store's  inventory  of 

merchandise  regardless  of  how  it  was  selected,  fully  understanding  that  there  may  be  other 

brands  available  elsewhere.  See  Ley  v.  Visteon  Corp.,  543  F.3d  801,  808  (6th  Cir.  2008)  ("The 

federal  securities  laws  do  not  ordain  that  the  issuer  of  a  security  compare  itself  in  myriad  ways  to 

its  competitors,  whether  favorably  or  unfavorably  . . . .  [I]t  is  precisely  and  uniquely  the  function 
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of  the  prudent  investor,  not  the  issuer  of  securities,  to  make  such  comparisons  among 
investments"). 

B.        The  Sophisticated  Investors  in  2007-AC1  Were  More  Than  Capable  of  Evaluating 
the  Transaction  Based  on  the  Portfolio  Information. 

The  sophisticated  investors  in  2007-AC1  were  fully  capable  of  evaluating  the 
Reference  Portfolio,  and  nothing  in  the  record  suggests  that  their  analysis  turned  on  how  the 
securities  were  selected  here  or,  for  that  matter,  in  any  of  the  countless  other  transactions  they 

considered  over  time. 

ACA,  as  described  above,  was  a  well-recognized  collateral  manager  as  well  as  a 
sophisticated  investor  in  CDOs.  It  was  paid  to  analyze  the  Reference  Portfolio  and  approved 
every  security  in  it.  It  applied  rigorous  and  disciplined  financial  modeling  to  evaluate  the 
portfolio,  as  it  did  every  day  with  respect  to  the  billions  of  dollars  it  managed. 

1KB  had  long  described  itself  as  one  of  the  most  highly-sophisticated  CDO 
investors  in  the  world.  {See  GS  MBS-E-007698102;  see  also  Conservative  Mttelstand  lender 
1KB  has  transformed  itself  into  Germany 's  biggest  investor  in  structured  credit  -  with  a  taste  for 
riskier  deals,  RISK,  February  1,  2004.)  It  stated  in  January  2007  that  it  had  launched  and 
managed  approximately  $16.8  billion  of  its  own  CDOs  and  related  securities.  (GS  MBS-E- 
007698102.)  1KB  regularly  invested  through  Goldman  Sachs  and  other  firms  in  CDOs  and  other 
sophisticated  and  complex  securities,  including  ABACUS  and  other  synthetic  CDOs  in  which 
other  parties  took  the  opposite  view  of  the  portfolio  .  (GS  MBS  000001 8045-1 8046.)  1KB  had 
its  own  significant  capabilities  to  (a)  research  and  analyze  market  conditions  and  relevant, 
underlying  loan  data  (e.g.,  housing  statistics,  ABX  index  prices  and  volumes,  subprime  securities 
pricing  levels,  origination  volumes  and  performance  of  loans  in  securitized  pools),  and  (b)  obtain 
expert  and  knowledgeable  advice  and  counsel. 
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Similarly,  in  early  2007,  ABN  was  "a  leading  international  bank  with  total  assets 
of  EUR  999  [billion]"  and  "operate[d]  more  than  4,500  branches  in  53  countries"  with  a  "staff  of 
more  than  1 10,000  full-time  employees  worldwide."  Press  Release,  ABN  AMRO,  ABN  AMRO 
Announces  Sale  of  ABN  AMRO  Mortgage  Group,  Inc.  to  Citigroup,  Jan.  22,  2007,  available  at 
http://www.abnamro.com/pressroom/pressreleasedetail.cfin?  ReleaseID=278522  (last  visited 
Sept.  10,  2009).  ABN  regularly  assumed  credit  risk  by  "act[ing]  as  an  intermediary  on  behalf  of 
customers  or  other  third  parties  or  issue[d]  guarantees."  ABN  AMRO  Holding  N.V.,  2006 
Annual  Report  at  204,  available  at  http://www.shareholder.com/visitors/dynamicdoc/document. 
cfm?CompanyID=ABN&DocumentID=1448&PIN=&Page=2&Zoom=l  (last  visited  Sept.  10, 
2009).  In  connection  with  these  activities,  ABN's  senior  management  "established]  the  credit 
policies"  and  "procedures  required  to  analyze,  manage  and  control  credit  risk."  Id.  ABN  closely 
"monitored  on  an  ongoing  basis"  the  "risk  that  counterparties  might  default  on  their  obligations." 

Id. 

Consistent  with  their  sophistication,  ACA  and  1KB  were  Qualified  Institutional 
Buyers  within  the  meaning  of  Rule  144A.  The  Master  Repurchase  Agreement  between  Goldman 
Sachs  and  ACA  stated  that,  with  respect  to  each  of  the  transactions  comprising  2007-AC 1 ,  ACA 

agreed  that: 

It  is  acting  for  its  own  account,  and  it  has  made  its  own  independent  decisions  to 
enter  into  that  Transaction.  It  has  evaluated  for  itself  whether  that  Transaction  is 
appropriate  or  proper  for  it  based  upon  its  own  judgment  and  upon  advice  from 
such  advisers  as  it  has  deemed  necessary.  It  is  not  relying  on  any  communication 
(written  or  oral)  of  the  other  party  as  investment  advice  or  as  a  recommendation  to 
enter  into  that  Transaction;  it  being  understood  that  information  and  explanations 
related  to  the  terms  and  conditions  of  a  Transaction  shall  not  be  considered 
investment  advice  or  a  recommendation  to  enter  into  the  transaction.  No 
communication  (written  or  oral)  received  from  the  other  party  shall  be  deemed  to 
be  an  assurance  or  guarantee  as  to  the  expected  results  of  that  Transaction 

It  is  capable  of  assessing  the  merits  of  and  understanding  (on  its  own  behalf  or 
through  independent  professional  advice),  and  understands  and  accepts,  the  terms, 
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conditions  and  risks  of  that  Transaction.  It  is  also  capable  of  assuming,  and 
assumes,  the  risks  of  that  Transaction. 

(GS  MBS-E-0091 54451.) 

Thus,  the  investors  had  more  than  sufficient  resources  and  market  knowledge  to 
evaluate  the  portfolio  based  on  the  inherent  characteristics  of  the  securities,  demand  additional 
information  or  changes  to  the  portfolio,  and  decline  to  invest  if  they  were  not  entirely  satisfied  or 
preferred  other  investment  alternatives.  There  is  no  evidence  that  they  approached  this 
transaction  any  differently  than  the  countless  other  similar  transactions  they  considered.  If  this 
matter  is  litigated,  Goldman  Sachs  is  confident  that  a  full  record  will  show  that  their  behavior 
here  conformed  to  their  overall  investment  approaches. 

C.        To  the  Extent  that  Investors  Considered  ACA's  Participation  Important,  ACA's 
Role  Was  Described  Accurately. 

Significantly,  the  Staff  has  not  alleged  that  the  offering  documents  for  2007-AC1 
misrepresented  anything  about  the  Reference  Portfolio.  Rather,  the  Staffs  position  appears  to  be 
that  investors  would  have  wanted  to  know  that  Paulson  had  input  into  the  process  by  which  ACA 
ultimately  selected  the  RMBS  included  in  the  Reference  Portfolio,  and  that  the  description  of 
ACA  as  "Portfolio  Selection  Agent"  was  therefore  misleading  without  including  a  description  of 
Paulson's  role.  That  position  is  fundamentally  flawed  for  several  reasons. 

As  a  threshold  matter,  the  Staffs  position  incorrectly  assumes  that  the  term 
"Portfolio  Selection  Agent"  conveys  to  investors  that  the  agent  selected  the  portfolio  without  any 
input  from  others.  Nothing  in  the  offering  documents  asserted  that  ACA  was  acting  in  isolation, 
and  no  definition  of  "Portfolio  Selection  Agent"  would  create  that  impression.  The  Offering 
Circular,  which  described  ACA's  role  as  Portfolio  Selection  Agent,  merely  stated  that  "[ACA 
would],  pursuant  to  the  Portfolio  Selection  Agreement . . .  select  the  Initial  Reference  Portfolio." 
(GS  MBS  0000010178.)  Nowhere  did  the  Offering  Circular  state  that  ACA  would  not  consult 
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with  other  entities  regarding  the  selection  of  the  Reference  Portfolio,  and  it  was  common  in  CDO 
transactions  for  participants  to  offer  views  in  the  process  of  selecting  the  referenced  assets,  as 
Goldman  Sachs  and  1KB  did  here.  (Herald-Granoff  Tr.  26;  Narty  Tr.  18-19,  57  ("I  don't  think  I 
can  recall  a  transaction  we  worked  on  with  [KB],  where  we  didn't  have  a  back  and  forth  on  the 
portfolio").)  See  In  re  Worlds  of  Wonder  Sec.  Litig.,  35  F.3d  1407,  1417-18  (9th  Cir.  1994) 
(common  industry  practices  require  no  disclosure).  Rather,  the  Offering  Circular  states  only  that 
ACA  would  "select"  the  Reference  Portfolio,  and  the  record  in  this  investigation  has  shown  that 
ACA  did  so.  ACA  ultimately  approved  each  security  for  inclusion  in  the  Reference  Portfolio. 
(See,e.g .,  GS  MBS-E-002537707;  GS  MBS-E-003838442-3838443.) 

Indeed,  ACA  had  served  as  portfolio  selection  agent  or  collateral  manager  for 
numerous  other  transactions,  and  no  doubt  was  accustomed  to  an  interactive  selection  process. 
What  is  important  is  that  ACA  used  its  own  expertise  and  models  in  scrutinizing  and  approving 
the  referenced  securities  and  earned  substantial  fees  for  doing  so.  Whether  certain  securities 
were  initially  suggested  by  Paulson,  Goldman  Sachs  or  1KB,  ACA  subjected  the  securities 
proposed  for  inclusion  in  the  Reference  Portfolio  to  its  own  proprietary  models  and  analysis. 
ACA  conducted  its  own  analysis  and  engaged  in  significant  dialogue  with  Goldman  Sachs  and 
Paulson,  and  it  rejected  75  securities  that  Paulson  initially  proposed.  (See,  e.g.,  GS  MBS-E- 
002537707;  GS  MBS-E-003838442-3838443;  GS  MBS-E-007974381.) 

There  is  no  evidence  that  ACA  included  any  securities  that  it  thought  were 
inappropriate.  Indeed,  ACA  demonstrated  its  confidence  in  the  quality  of  the  Reference 
Portfolio  by  purchasing  $42  million  worth  of  ABACUS  2007- AC  1  notes  and  entering  into  a 
$909  million  notional  value  CDS  referencing  the  portfolio.  It  defies  credulity  to  assert  that  ACA 
would  have  invested  $42  million  of  its  own  funds  and  entered  into  a  $909  million  CDS  based  on 
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the  Reference  Portfolio  if  it  had  any  concerns  about  the  referenced  securities.  Although 
Goldman  Sachs  has  not  yet  had  the  opportunity  to  take  discovery  of  ACA,  it  is  confident  that  if 
this  matter  is  litigated,  the  full  record  will  demonstrate  ACA's  independence,  full  conviction 
about  the  portfolio  it  selected  and  professional  work  quality  in  performing  its  function. 
D.        Paulson's  Economic  Interests  Were  Not  Material  to  Investors. 

The  Staffs  theory  appears  to  be  that  Paulson's  role  would  have  been  significant 
both  to  ACA  in  its  role  as  Portfolio  Selection  Agent  and  to  investors  because-  like  Warren 
Buffett  or  E.F.  Hutton  -  it  would  have  raised  a  red  flag  that  a  prominent  "short"  strategist  was 
betting  against  the  portfolio.  Paulson's  name  and  precise  role  were  not  material,  however, 
particularly  at  the  time  of  the  transaction. 

First,  although  Paulson's  name  and  his  successful  strategy  of  shorting  the 
subprime  RMBS  market  are  now  well  known,  they  were  not  in  April  2007.  Even  Goldman 
Sachs  witnesses  testified  that  they  had  no  knowledge  of  Paulson  or  its  strategies  at  the  time  of 
the  2007-AC1  transaction.  {See  Herald-GranoffTr.  25;  Kreitman  Tr.  40-41.)  Indeed,  the  Staff 
does  not  contend  that  ACA  had  heard  of  Paulson  prior  to  the  2007-AC1  transaction.  The  fact 
that  Paulson  was  unknown  to  ACA  -  which,  as  of  May  3 1 ,  2007,  had  26  CDOs  valued  at  $  1 7.5 
billion  under  management  -  demonstrates  that  the  fact  of  Paulson's  involvement  would  not  have 
been  material.  Nor  is  there  any  evidence  that  1KB  or  ABN  knew  of  Paulson  at  the  time  or  would 
have  changed  their  investment  decisions  one  iota  had  they  fully  understood  his  involvement. 
Certainly,  those  will  be  significant  matters  in  dispute  if  this  matter  is  litigated. 

Second,  given  the  structure  of  synthetic  CDOs  such  as  2007-AC1,  investors 
understood  that  someone  (whether  Goldman  Sachs,  Paulson  or  another  entity)  would  necessarily 
be  taking  a  position  contrary  to  the  Reference  Portfolio.  As  the  CDS  counterparty,  Goldman 
Sachs  stood  to  gain  if  the  Reference  Portfolio  performed  poorly  (GS  MBS  0000010095)  unless  it 
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entered  into  an  offsetting  CDS  with  another  counterparty.  The  Offering  Documents  clearly 

disclosed  that  Goldman  Sachs  was  the  Protection  Buyer,  and  also  that  the 

Protection  Buyer . . .  may  hold  long  or  short  positions  with  respect  to  Reference 
Obligations  and/or  other  securities  or  obligations  of  related  Reference  Entities  and 
may  enter  into  credit  derivative  or  other  derivative  transactions  with  other  parties 
pursuant  to  which  it  sells  or  buys  credit  protection  with  respect  to  one  or  more 
related  Reference  Entities  and/or  Reference  Obligations. 

(GS  MBS  0000010127;  see  also  GS  MBS  0000010105  ("The  Protection  Buyer  is  not  required  to 
have  any  credit  exposure  to  any  Reference  Entity  or  any  Reference  Obligation."))  This  is 
precisely  what  Goldman  Sachs  did  through  its  swap  transaction  with  Paulson.  The  Goldman 
Sachs-Paulson  CDS  was  from  Goldman  Sachs'  perspective  nothing  more  than  a  standard  risk- 
mitigating  strategy,  which  is  commonplace  in  the  industry  (and  indeed  beneficial  to  it)  and  did 
not  require  disclosure.6  Donovan  v.  Am.  Skandia  Life  Assurance  Corp.,  No.  02  CV  9859,  2003 
WL  21757260,  *2  (S.D.N.Y.  July  31,  2003)  ("Liability  does  not  arise  from  the  failure  to  disclose 
that  which  should  be  obvious  to  the  average  investor.");  In  re  Ultimate  Corp.  Sec.  Litig.,  No.  86 
CIV.  5944  (CSH),  1 989  WL  79372,  at  *2  (S.D.N.Y.  July  1 1,  1989)  (no  duty  to  disclose  obvious 
facts,  such  as  risk  that  executive  might  leave  company  in  future).  Ultimately,  some  entity  would 
take  a  position  opposite  the  debt  investors  -  whether  Goldman  Sachs  kept  that  position  or 
transferred  it  to  another  entity  (such  as  Paulson)  was  not  material. 

Similarly,  the  fact  that  ACA  may  have  perceived  Paulson  to  be  an  equity  investor 
is  of  no  moment.  As  a  threshold  matter,  the  interests  of  an  equity  investor  would  not  necessarily 
be  aligned  with  those  of  ACA  or  other  noteholders,  and  holders  of  equity  may  also  hold  other 
long  or  short  positions  that  offset  or  exceed  their  equity  exposure.  Indeed,  Laura  Schwartz  of 


Indeed,  as  Mr.  Tourre  testified,  the  ABACUS  platform  originated  as  a  way  to  hedge 
Goldman  Sachs'  exposure  to  RMBS  products.  (See  Tourre  Tr.  Vol.  1,  20-21.) 
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ACA  understood  this  from  her  work  on  a  transaction  that  closed  in  December  2006  in  which 
Magnetar,  a  hedge  fund  that  bought  equity  and  took  short  positions  in  mezzanine-level  debt, 
participated.  (See  GS  MBS-E-007992234  ("Magnetar-like  equity  investor").)  Certainly,  ACA 
could  have  questioned  Paulson  about  its  interests  if  it  that  information  were  significant  to  it. 

More  fundamentally,  the  Staff  does  not  appear  to  contend  that  ACA  would  have 
refused  to  approve  the  Reference  Portfolio  or  that  investors  would  have  declined  to  proceed  with 
the  transaction  if  they  had  known  of  Paulson's  precise  interest.  Indeed,  the  Staff  does  not 
contend  that  prior  to  the  2007-AC1  transaction  ACA  even  knew  that  Paulson  existed.  Paulson's 
participation  in  the  portfolio  selection  process  did  not  diminish  ACA's  extensive  analysis.  ACA 
evaluated  Paulson's  list  of  123  securities  using  its  proprietary  methods,  and  rejected  more  than 
half  of  them.  ACA  then  generated  its  own  list  of  securities,  including  31  not  proposed  by 
Paulson.  Ultimately,  ACA  vetted  and  approved  all  of  the  90  securities  included  in  the  Reference 
Portfolio.  The  mere  fact  that  Paulson  -  as  well  as  Goldman  Sachs  and  1KB  -  offered  views  on 
the  securities  proposed  for  the  Reference  Portfolio  does  not  support  the  allegation  that  ACA 
failed  to  perform  its  duties  or  compromised  its  standards. 

In  short,  all  of  the  parties  involved  evaluated  potential  investments  based  on  the 
fundamentals  of  the  securities  and  not  on  who  offered  suggestions  as  to  which  securities  to 
include  in  the  Reference  Portfolio.  There  was  no  "substantial  likelihood"  that  a  reasonable 
sophisticated  investor  would  have  deemed  Paulson's  involvement  in  selecting  the  portfolio  to  be 
significant  in  light  of  the  "total  mix"  of  information  available.  Basic,  485  U.S.  at  231-32;  see 
also  Capri  Optics  Profit  Sharing  v.  Digital  Equipment  Corp.,  760  F.  Supp.  227,  233  (D.  Mass. 
1991)  ("This  Court  questions  whether  the  information  allegedly  not  disclosed  was  even  material, 
i.e.,  information  affecting  a  reasonable  investor's  decision  to  invest.   No  evidence  is  presented 
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that  Capri  would  have  refrained  from  investing  had  those  things  been  done  which  Capri  says 
ought  have  been  done."  (citation  omitted)). 

E.        Investor  Losses  Were  Attributable  Solely  to  the  Overall  Market  Collapse  and  Not  to 
Any  Alleged  Misrepresentations  by  Goldman  Sachs. 

The  Staff  appears  to  suggest  that  materiality  is  somehow  established  by  the  poor 
performance  of  the  transaction.  But  the  cause  of  those  losses  was  the  collapse  of  the  subprime 
market,  and  not  anything  unique  to  this  transaction  or  its  disclosures.  Goldman  Sachs  should  not 
be  held  responsible  for  losses  caused  by  a  general  market-wide  decline.  Wielgos  v. 
Commonwealth  Edison  Co.,  892  F.2d  509,  515  (7th  Cir.  1989)  ("Securities  laws  require  issuers 
to  disclose  firm-specific  information  ....  [They]  needn't  disclose  the  hazards  of  its  business, 
hazards  apparent  to  all  serious  observers  and  most  casual  ones."  (citation  omitted)). 

There  is  no  evidence  that  the  original  reference  portfolio  proposed  by  ACA  -  or 
any  other  portfolio  of  similar  securities  for  that  matter  -  would  have  performed  any  differently. 
To  the  contrary,  any  portfolio  of  this  type  would  have  been  swept  up  in  the  meltdown  of  the 
subprime  market  and  experienced  considerable  write-downs,  and  none  would  have  materially 
outperformed  the  other.  (See  Appendix  2.)  The  Reference  Portfolio  was  designed  to  contain 
high-risk  tranches  of  RMBS  issued  in  2006  and  2007,  and  nearly  all  Baa2-rated,  2006/2007- 
vintage  subprime  RMBS  -  including  those  initially  proposed  by  ACA  without  Paulson's 
involvement  -  have  suffered  materially  similar  losses.  (Id.) 


And  indeed,  the  offering  documents  disclosed  these  general  market  risks,  stating: 

The  rate  of  defaults  and  losses  on  residential  mortgage  loans  will  be 
affected  by  a  number  of  factors,  including  general  economic  conditions 
and  those  in  the  area  where  the  related  mortgaged  property  is  located,  the 
borrower's  equity  in  the  mortgaged  property  and  the  financial 
circumstances  of  the  borrower. 

(GS  MBS  0000010121.) 
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In  that  respect,  the  transaction  participants  received  precisely  what  they  bargained 
for.  When  ACA  and  KB  bought  notes  in  2007-AC1  or  sold  protection  referencing  the  2007- 
AC1  Reference  Portfolio,  they  took  the  view  that  the  senior  tranches  of  2007-AC1  would  suffer 
losses  only  if  a  significant  percentage  of  the  90  referenced  securities  were  written  down.  ACA 
and  1KB  ultimately  suffered  losses  not  because  Paulson  played  a  role  in  the  portfolio  selection 
process,  but  because  every  security  of  that  rating  and  vintage  decreased  in  value  as  a  result  of 
unprecedented  market  events.  The  Reference  Portfolio  was  a  fair  representation  of  the  credit 
quality  of  2006/2007-vintage  Baa2-rated  subprime  RMBS;  that  credit  quality,  however,  turned 
out  to  be  very  poor. 

Similarly,  ABN's  losses  stemmed  from  overall  market  forces,  not  anything 
relating  to  the  disclosure  issues  the  Staff  has  raised.  ABN  was  in  the  business  of  intermediating 
credit  default  swaps  for  monoline  insurers  such  as  ACA  and,  in  connection  with  that  business, 
intermediated  the  swap  between  Goldman  Sachs  and  ACA  that  referenced  the  super-senior 
tranche  of  the  2007-AC1  securitization.  (GS  MBS-E-002485172-  2485174;  GS  MBS-E- 
002461503-2461 505)  ABN  principally  evaluated  ACA's  credit  rating,  ultimately  deeming  the 
risks  associated  with  the  swap  transaction  to  be  acceptable  in  light  of  its  compensation  and 
appetite  for  the  risk  associated  with  ACA.  (See  GS  MBS-E-002485 1 72-2485 1 73  (Fabrice  Tourre 
tells  ABN  that  entities  that  had  intermediated  trades  for  ACA  in  the  past  had  "slowly  gotten  full 
on  ACA's  name  and  that  is  why  we  are  now  trading  at  the  . . .  wider  level  for  ACA 
intermediation").)  Consistent  with  this  approach,  ABN  purchased  protection  from  Goldman 
Sachs  in  the  form  of  a  $27  million  corporate  CDS  referencing  ACA's  credit  rating.  (GS  MBS-E- 
003528155.)  To  Goldman  Sachs'  knowledge,  ABN  did  not  purchase  credit  protection 
referencing  the  Reference  Portfolio. 
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Nor  did  ABN  give  substantive  scrutiny  to  the  2007-AC1  transaction  itself. 
Rather,  the  discussions  between  Goldman  Sachs  traders  and  ABN  focused  almost  entirely  on 
what  compensation  would  be  appropriate  for  ABN's  intermediation.  (See  Tourre  Tr.  Vol.  1,  88.) 
ABN's  losses  (and  Goldman  Sachs'  on  the  $27  million  CDS  it  entered  into  with  ABN)  were 
attributable  to  ACA's  collapse,  not  the  characteristics  of  the  Reference  Portfolio  or  any 
representations  pertaining  to  it. 

Finally,  nothing  stopped  any  transaction,  participant  from  changing  its  views  and 
adjusting  its  exposure.  The  only  constant  was  the  Reference  Portfolio  once  it  had  been  selected. 
If  participants  suffered  losses,  they  did  so  solely  because  they  projected  that  the  economic 
downturn  would  be  less  severe  than  it  was. 

n         THERE  IS  NO  EVIDENCE  THAT  GOLDMAN  SACHS  ACTED  NEGLIGENTLY, 
LET  ALONE  WITH  THE  LEVEL  OF  SCD2NTER  REQUEUED  TO  SUPPORT  A 
SECTION  10(b)  CLAIM. 

A  party's  fraudulent  intent,  defined  as  "a  mental  state  embracing  intent  to 

deceive,  manipulate,  or  defraud,"  is  the  touchstone  of  a  violation  under  Sections  10(b)  and 

17(a)(1).  Ernst  &  Ernst  v.  Hochfelder,  425  U.S.  185,  193  n.12  (1976).  Some  courts  have  held 

that  this  standard  can  be  met  by  a  showing  of  "extreme  recklessness,"  which  has  been  described 

as  an  "extreme  departure  from  the  standards  of  ordinary  care  . . .  which  presents  a  danger  of 

misleading  buyers  or  sellers  that  is  either  known  to  the  defendant  or  is  so  obvious  that  the  actor 

must  have  been  aware  of  it.  In  other  words,  it  is  a  lesser  form  of  intent."  SEC  v.  Steadman,  967 

F.2d  636,  641-42  (D.C.  Cir.  1992)  (internal  quotations  omitted).  Additionally, 

[t]o  prove  scienter  with  respect  to  a  non-disclosure,  it  is  not  enough  to  simply 
show  that  the  defendant  was  aware  of  an  undisclosed  fact  that  a  court  later 
determines  is  material.  Rather,  a^plaintiff  must  show  that  the  defendant  must  have 
been  aware  of  both  the  materiality  of  the  undisclosed  fact  and  that  its  non- 
disclosure would  likely  mislead  investors. 
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SEC  v.  Gane,  No.  03-61 553-dV-SEITZ,  2005  WL  90154,  at  *15  (S.D.  Fl.  Jan.  4,  2005) 
(internal  citations  omitted);  see  also  SEC  v.  Patty,  891  F.2d  295,  295  (9th  Cir.  1989)  (stating  that 
"the  question  is  not  merely  whether  [the  defendant]  had  knowledge  of  the  undisclosed  facts; 
rather,  it  is  the  danger  of  misleading  buyers  that  must  actually  be  known  or  so  obvious  that  any 
reasonable  man  should  be  legally  bound  as  knowing.")  (internal  citations  omitted)). 

With  respect  to  Section  17(a)(2)  and  (3),  although  the  Staff  need  not  establish 
fraudulent  intent,  it  still  must  demonstrate  the  existence  of  negligence,  defined  as  a  departure 
from  the  standard  of  reasonable  care.  Aaron  v.  SEC,  446  U.S.  680,  687-91  (1980).  The 
reasonableness  of  conduct  must  be  judged  in  light  of  the  customs  and  practices  of  others  in 
similar  circumstances  at  the  time  the  conduct  occurred.  See  Cherokee  Ins.  Co.  v.  E.  W.  Blanch 
Co. ,  66  F.3d  1 1 7,  1 23  (6th  Cir.  1 995)  (insurance  broker  "acted  in  accordance  with  practices 
customary  in  the  industry  at  the  time");  Ward\.  Hobart  Mfg.  Co.,  450  F.2d  1 176,  1 182  and  n.16 
(5th  Cir.  1971)  (design  of  product  consistent  with  industry  practices  at  the  time);  Restatement 
(Second)  of  Torts  §  295A.  Compliance  with  industry  standards  is  a  factor  (although  not 
dispositive)  in  determining  whether  a  party  met  the  appropriate  standard  of  care  in  cases  under 
the  securities  laws.  See  Vernazza  v.  SEC,  327  F.3d  85 1,  861  (9th  Cir.  2003)  ("relevant  to  show 
standard  of  care  necessary  to  a  recklessness  inquiry");  Messer  v.  E.F.  Hutton  &  Co.,  847  F.2d 
673,  679  (1 1th  Cir.  1988)  (same);  Coates  v.  Heartland  Wireless  Communications,  Inc.,  100  F. 
Supp.  2d  417,  425  n.6  (N.D.  Tex.  2000)  (absent  contrary  evidence,  a  defendant  who  follows 
industry  practices  is  not  liable  for  fraud  under  10(b));  In  re  Piper  Capital  Management,  Inc., 
SEC  Rel.  No.  2163,  2003  WL  22016298,  at  *8  (Aug.  26,  2003)  ("compliance  with  industry 
standards  is  a  consideration")?  The  recordMn  this  investigation  has  revealed  no  evidence  of 
negligence,  let  alone  fraudulent  intent  or  extreme  recklessness. 
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A.        Goldman  Sachs  Did  Not  Mislead  ACA  Regarding  Paulson's  Involvement  in  the 
Portfolio  Selection  Process. 

The  Staff's  theory  is  predicated  on  the  notion  that  ACA  believed  that  Paulson 
would  be  an  equity  investor  in  the  0-9%  tranche  of  the  2007-AC1  transaction,  and  that  Goldman 
Sachs  intentionally  or  negligently  led  ACA  to  this  belief.  In  support  of  this  contention,  the  Staff 
principally  cites: 

•  Laura  Schwartz  of  ACA's  January  8, 2007  e-mail  to  Gail  Kreitman  in  which  she  wrote  "I 
have  no  idea  how  [the  Paulson  meeting]  went  - 1  wouldn't  say  it  went  poorly,  not  at  all, 
but  I  think  it  didn't  help  that  we  didn't  know  exactly  how  they  want  to  participate  in  the 
space.  Can  you  give  us  some  feedback?"  (GS  MBS-E-003499710); 

•  Fabrice  Tourre's  January  10,  2007  e-mail  to  Ms.  Schwartz  containing  the  "Transaction 
Summary"  in  which  he  stated  that  the  transaction  was  "sponsored  by  Paulson"  and 
included  the  line:  "[0]  -  [9]%:  pre-committed  first  loss,"  (GS  MBS  E-003504901)  which 
the  Staff  stated  described  the  equity  tranche;  and 

•  Ms.  Kreitman' s  e-mail  exchanges  with  Ms.  Schwartz  on  January  14  and  28,  2007  in 
which  Ms.  Kreitman  did  not  correct  Ms.  Schwartz's  apparent  misunderstanding  that 
Paulson  was  an  equity  investor  (GS  MBS-E-007980762;  GS  MBS-E-007992234).8 

Nothing  in  those  e-mails  or  elsewhere  supports  an  inference  of  scienter. 

To  the  extent  that  ACA  inferred  from  the  January  10  e-mail  that  Paulson  would 

act  as  an  equity  investor  in  the  transaction,  there  is  no  evidence  in  the  record  to  suggest  that 

Goldman  Sachs  intended  that  ACA  draw  this  inference.  The  Staff  has  not  asserted  that  Goldman 

Sachs  or  Paulson  told  ACA  that  Paulson  was  an  equity  investor,  and  Goldman  Sachs  is  not  aware 

that  Ms.  Schwartz  could  recall  any  such  representation  being  made.  Mr.  Tourre's  reference  to 

"[0]  -  [9]%:  pre-committed  first  loss"  did  not  state  that  Paulson  would  be  purchasing  a  long 

position,  and  the  record  contains  no  evidence  indicating  what  Mr.  Tourre  meant  by  this 


The  Staff  has  also  asserted  that  certain  internal  ACA  documents  state  that  Paulson 
intended  to  invest  in  the  equity  tranche  of  the  2007-AC1  transaction.  Copies  of  those 
documents  have  not  been  provided  to  Goldman  Sachs. 
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statement.  Indeed,  Mr.  Tourre  himself  testified  that  he  had  no  recollection  of  its  meaning. 
(TourreTr.Vol.2,145.) 

Further,  as  several  Goldman  Sachs  employees  testified,  the  term  "sponsor"  is  not 
uniformly  defined  in  the  context  of  a  CDO  transaction,  and  it  need  not  refer  to  an  equity  investor 
at  all.  (See  Tourre  Tr.  Vol.  1,  13  (stating  that  the  term  transaction  sponsor  is  "not  necessarily  . . . 
a  defined  term"  and  "a  very  loose  concept");  Gerst  Tr.  105  ( "I  don't  really  think  of  ["sponsor"] 
as  ...  an  official  designated  role  in  a  transaction  per  se.");  Nartey  Tr.  31  ("[W]e  use  [transaction 
sponsor]  in  different  ways.").) 

Indeed,  the  documents  and  testimony  show  that  that  the  term  "sponsor"  was 
sometimes  used  to  refer  to  an  investor  that  initiated  a  reverse  inquiry,  a  counterparty  that  initiated 
a  reverse  inquiry,  the  entity  that  selected  the  portfolio,  or  Goldman  Sachs  itself.  (See  Tourre  Tr. 
Vol.  1,  24  (describing  1KB  as  the  "sponsor  investor"  for  the  first  ABACUS  deal );  Tourre  Tr. 
Vol.  1,  71  (stating  that  the  term  "ACA  Sponsorship"  in  the  2007-AC1  flipbook  referred  to  the 
fact  that  ACA  selected  the  2007-AC1  Reference  Portfolio);  GS  MBS  0000010036  (ABACUS 
2007-AC1  Flipbook  dated  February  26, 2007)  (stating  that  ABACUS  2007-AC1  was  being 
"sponsored  by  ACA.");  Gerst  Tr.  105  (stating  that  he  thought  of  the  investor  who  "initiated  the 
inquiry"  as  a  transaction  sponsor);  Nartey  Tr.  31  (stating  that  clients,  managers,  and  Goldman 
Sachs  itself  could  be  deemed  a  sponsor)).  If  Ms.  Schwartz  inferred  that  Paulson  was  an  equity 
investor  from  Mr.  Tourre's  email,  that  at  most  indicates  that  a  misunderstanding  occurred.  It 
does  not  indicate  that  Goldman  Sachs  negligently  (let  alone  recklessly  or  intentionally)  led  ACA 
to  believe  this  was  the  case,  particularly  in  light  of  the  amorphous  language  from  which  Ms. 
Schwartz  apparently  drew  her  inference.  Indeed,  there  is  no  indication  that  a  reasonable  - 
professional  under  the  circumstances  presented  here  would  have  expected  Ms.  Schwartz  to 
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construe  the  term  "sponsor"  to  mean  that  Paulson  necessarily  was  an  equity  investor.  See 
Gebhart  v.  SEC,  255  F.  App'x  254,  255  (9th  Cir.  2007)  ("The  objective  component  of  scienter 
asks  what  a  reasonably  prudent  securities  professional  under  the  circumstances  would  have 
done.") 

Additionally,  the  fact  that  Ms.  Kreitman  did  not  correct  Ms.  Schwartz's 
statements  that  Paulson  was  an  equity  investor  does  not  indicate  that  she  attempted  to  conceal  the 
truth  from  ACA.  The  record  shows  that  Ms.  Kreitman,  who  provided  sales  coverage  on  ACA, 
acted  as  an  "intermediary  between  the  [various]  trading  desk[s]  and  clients."  (Kreitman  Tr.  1 1 .). 
Ms.  Kreitman 's  role  in  2007- AC  1  was  to  "manage  the  relationship  for  ACA,"  meaning  that  she 
"acted  as  an  intermediary  between  the  trading  desk  and  [ACA]  facilitating  meetings  and  phone 
calls."  (Id.  at  27-28.)  She  did  not  "attend  or  participate  [in  the  meetings  she  arranged]"  relating 
to  the  2007-AC 1  transaction,  nor  was  she  "involved  in"  the  creation  of  the  2007-AC1  CDO.  (Id. 
at  31-33.)  Nothing  in  the  record  suggests  that  Ms.  Kreitman  understood  the  significance  of  Ms. 
Schwartz's  statements  suggesting  that  she  believed  Paulson  to  be  an  equity  investor,  much  less 
that  Ms.  Kreitman  acted  with  scienter  or  departed  from  the  standard  of  ordinary  care  by  not 
correcting  them.  Salsterv.  Singer  Sewing  Mach.  Co.,  361  F.  Supp.  1056, 1062  (D.  Miss.  1973) 
("Reasonable  care  does  not  demand  perfection."). 

Finally,  ACA's  purported  belief  that  Paulson  was  an  equity  investor  would  have 
been  neither  reasonable  nor  credible  if  one  accepts  the  major  premise  of  the  Staffs  theory  that 
Paulson  proposed  literally  dozens  of  weaker  securities  that  were  systematically  rejected  by  ACA. 
If  this  premise  were  true,  then  a  market  participant  as  sophisticated  as  ACA  would  have  quickly 
recognized  this  trend,  and  questioned  at  least  in  its  own  mind  what  Paulson's  economic  interest 
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was.  Certainly,  the  credibility  of  ACA's  purported  interpretation  will  be  subject  to  vigorous 
attack  in  a  contested  proceeding. 

B.        No  Evidence  Supports  an  Inference  that  Goldman  Sachs  Retained  ACA  or 

Characterized  ACA  as  the  Portfolio  Selection  Agent  in  Order  to  Deceive  Investors. 

The  Staff  has  focused  on  Goldman  Sachs'  reasons  for  including  ACA  in  the  2007- 
AC1  transaction,  citing:  (1)  statements  in  a  memorandum  to  the  Goldman  Sachs  Mortgage 
Capital  Committee  Memo  to  the  effect  that  ACA's  involvement  would  enhance  the  marketability 
the  2007-AC1  transaction;  and  (2)  an  email  in  which  Mr.  Tourre  wrote,  "One  thing  that  we  need 
to  make  sure  ACA  understands  is  that  we  want  their  name  on  this  transaction.  This  is  a 
transaction  for  which  they  are  acting  as  portfolio  selection  agent,  this  will  be  important  that  we 
can  use  ACA's  branding  to  help  distribute  the  bonds."  (GS  MBS-E-006142887.) 

The  Staff  contends  that  these  statements  -  as  well  as  Jonathan  Egol's  February  11, 
2007  e-mail  stating  "You  know  I  love  it  all  I'm  saying  is  the  cdo  biz  is  dead  and  we  don't  have  a 
lot  of  time  left"  (GS  MBS-E-002633997)  -  indicate  that  Goldman  Sachs  believed  that  the  2007- 
AC1  securitization  could  not  be  marketed  without  the  ACA  brand  name.  Thus,  the  Staff 
contends  that  Goldman  Sachs  deliberately  concealed  Paulson's  role  in  order  to  maintain  the 
"false"  appearance  that  ACA  had  selected  the  Reference  Portfolio  because,  without  this 
deception,  the  transaction  would  not  be  marketable.  The  Staffs  theory  does  not  withstand 

scrutiny. 

ACA  was  no  mindless  dupe  that  could  be  so  easily  manipulated.  It  was  a 
significant  player  in  the  CDO  marketplace,  with  a  strong  reputation  as  a  collateral  manager  and 
portfolio  selection  agent.  (GS  MBS-E-  003525837.)  1KB  was  familiar  with  ACA  and  respected 
its  skills  as  a  collateral  manager.  (GS  MBS-E-002668754.)  Although  the  documents  cited  by 
the  Staff  show  that  Goldman  Sachs  wanted  ACA  to  assume  the  role  of  Portfolio  Selection  Agent, 
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they  provide  no  basis  for  concluding  that  Goldman  Sachs  did  so  in  order  to  conceal  Paulson's 
role.  ACA  indisputably  fulfilled  its  role  as  Portfolio  Selection  Agent,  and  ACA's  approval  of  the 
90  reference  securities  may  have  appealed  to  some  potential  investors,  including  KB.  The  non- 
disclosure of  Paulson's  role  (and  its  separate  hedging  transaction  with  Goldman  Sachs)  simply 
reflected  industry  practice  not  to  disclose  client  names  and  strategies,  as  well  as  the  lack  of 
materiality  of  Paulson's  name  to  potential  investors.  See  Gone,  2005  WL  90154,  at  *15  (to 
prove  scienter,  plaintiff  must  show  that  defendant  was  aware  that  non^disclosed  fact  was 

material). 

Additionally,  there  is  no  evidence  whatsoever  that  Goldman  Sachs  would  have 
had  any  intention  to  mislead  investors.  In  fact,  the  record  reflects  that  the  2007-AC1  transaction 
-which  was  approved  by  the  Mortgage  Capital  Committee,  an  independent  committee  within 
Goldman  Sachs  -  was  very  much  routine,  and  one  of  numerous  CDO  transactions  underwritten 
by  Goldman  Sachs.  Although  Goldman  Sachs  certainly  hoped  to  earn  profits  by  structuring  the 
2007-AC1  transaction,  it  is  well  established  that  allegations  of  fraud  cannot  rest  on  this  ground 
alone,  because  such  a  "generalized  motive  . . .  could  be  imputed  to  any  publicly  owned,  for- 
profit  endeavor."  Chill  v.  Gen.  Elec.  Co.,  101  F.3d  263,  267  (2d  Cir.  1996).  More 
fundamentally,  Goldman  Sachs  would  not  have  compromised  its  reputation  in  the  industry  or  its 
longstanding  customer  relationships  in  order  to  marginally  increase  its  profitability  in  a  single 
transaction. 

Moreover,  it  has  never  been  industry  practice  for  financial  institutions  to  disclose 
the  identities  of  clients  with  which  they  enter  into  hedging  transactions.  Such  disclosures  would 
have  been  particularly  unnecessary  here,  where  the  existence  of  the  CDS  between  Goldman 
Sachs  and  the  SPV  -  as  well  as  Goldman's  right  to  transfer  the  risk  assumed  thereunder  -  was 


-36- 
Confidential  Treatment  GS  MBS  000002481 1 

Requested  by  Goldman  Sachs  PSi  QFR  gso355 


Footnote  Exhibits  -  Page  2599 

disclosed  in  the  offering  documents.  Goldman  Sachs  acted  appropriately  in  not  disclosing  that 
ACA  conferred  with  Paulson,  because  Paulson's  involvement  was  not  material.  See  SEC  v. 
Todd,  No.  03-CV-2230-BEN  (VVMQ,  2006  WL  1564892,  at  *7  (S.D.  Cal.  May  30,  2006) 
(holding  that  Commission  had  not  proven  scienter  where,  although  defendant  knew  that  certain 
transactions  had  occurred  but  did  not  disclose  them,  Commission  had  failed  to  point  to  any 
evidence  demonstrating  that  the  defendant  "had  knowledge  of  [the]  impropriety  [of  the 
transactions],  or  Was  reckless  in  not  knowing"  (emphasis  added)). 

As  to  Mr.  Egol's  February  11,  2007  e-mail,  even  if  that  e-mail  suggests  that  Mr. 
Egol  (from  whom  the  Staff  did  not  take  testimony)  had  a  negative  view  of  the  CDO  marketplace, 
Goldman  Sachs'  non-disclosure  of  that  view  does  not  indicate  that  it  was  using  ACA's  brand 
name  to  perpetrate  some  fraud  on  investors  by  concealing  its  own  market  views  or  those  of 
Paulson.  Goldman  Sachs  certainly  could  have  sponsored  the  transaction  itself  without  disclosing 
its  own  market  outlook,  because  is  well  established  that  market  participants  need  not  disclose 
their  internal  views  of  the  market,  even  if  those  views  have  implications  for  securities  being 
offered.9  See  Dirks  v.  SEC,  463  U.S.  646,  654  (1983)  ("A  duty  [to  disclose]  arises  from  the 
relationship  between  parties  ...  and  not  merely  from  one's  ability  to  acquire  information  because 
of  his  position  in  the  market."  (internal  quotation  marks  omitted;  alterations  in  original));  Moss  v. 
Morgan  Stanley  Inc.,  719  F.2d  5,  15  (2d  Cir.  1983)  ("[N]othing  in  the  language  or  legislative 


Indeed,  Mr.  Egol's  statement  that  "the  cdo  biz  is  dead"  did  not  reflect  a  belief  that 
widespread  CDO  failures  would  occur.  Mr.  Egol's  email  addressed  an  analysis  of  the 
then  soon-to-be  launched  Markit  ABX.HE  Tranche  Indices  ("TABX").  The  TABX 
indices  referenced  the  BBB  and  BBB-  rated  tranches  of  the  ABX  indices,  and  provided 
investors  with  the  ability  to  gain  or  hedge  exposure  to  specific  levels  of  risk  in  the 
referenced  securities,  which  previously  could  only  be  achieved  through  bespoke  CDOs. 
As  a  result,  the  market  for  bespoke  CDOs  could  suffer  because  TABX  provided  a  more 
liquid  and  transparent  way  for  investors  to  buy  or  sell  tranche-specific  protection. 
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history  of  section  10(b)  or  rule  10b-5  . . .  suggests  that  Congress  intended  to  impose  a  special 
duty  of  disclosure  on  broker-dealers  simply  by  virtue  of  their  status  as  market  professionals").  It 
certainly  cannot  be  held  liable  for  failing  to  disclose  a  counterparty's  views. 

Once  the  pertinent  facts  have  been  disclosed,  investors  in  asset-backed  securities 
bear  responsibility  for  evaluating  the  credit  quality  of  the  underlying  assets.   Ultimately,  the 
2007-AC1  transaction  sustained  losses  because  of  a  general  decline  experienced  by  RMBS  of 
similar  rating  and  vintage,  not  because  of  the  particular  Baa2-rated  securities  in  the  Reference 

Portfolio. 

HL  "    THE  STAFF'S f  THEORY  THAT  GOLDMANSACHS  COMMltTED FRAUD  BY 
FAILING  TO  DISCLOSE  PAULSON'S  ROLE  MISCONCEIVES  THE 
FUNCTION  AND  OBLIGATIONS  OF  A  BROKER-DEALER. 

The  Staff  claims  that  Goldman  Sachs'  failure  to  disclose  Paulson's  role  in  the 
process  of  selecting  the  Reference  Portfolio  is  actionable.  This  assertion,  however,  rests  on  two 
faulty  assumptions:  (1 )  that  Paulson's  involvement  -  in  light  of  Paulson's  now-known  market 
view  and  investment  strategy  -  would  have  been  material  to  investors  at  the  time  of  the  2007- 
AC1  transaction,  and  (2)  that  Goldman  Sachs  was  free  to  disclose  Paulson's  role  if  it  wished  to 

do  so. 

The  Staffs  first  assumption  relies  on  hindsight,  and  is  colored  by  the  knowledge 
that  Paulson  later  went  on  to  record  substantial  profits  by  betting  against  the  subprime  market. 
As  discussed  above  {see  supra,  part  1(D)),  it  does  not  account  for  the  market  reality  of  the  time, 
which  was  that  Paulson  was  a  little-known  hedge  fund  with  a  market  strategy  that  ran  counter  to 
the  views  of  many  sophisticated  investors.  Simply  put,  to  most  investors  (including  AC  A  and 
1KB)  the  name  Paulson  would  not  have  been  significant  even  if  it  had  been  disclosed. 

The  second  assumption  overlooks  Goldman  Sachs'  duty  as  a  broker-dealer  to 
keep  information  concerning  its  clients'  trades  and  positions  confidential.  As  disclosed  in  the 
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Offering  Circular,  Goldman  Sachs  was  the  original  protection  buyer  for  the  2007-AC1 
transaction.  The  CDSs  entered  into  by  Goldman  Sachs  and  Paulson  were  separate,  albeit  related, 
transactions  from  the  2007-AC1  securitization.  Indeed,  the  Staff  argued  on  our  July  28,  2009 
call  that  in  computing  Goldman  Sachs'  profits  it  intended  to  treat  the  Paulson  CDSs  as  separate 
transactions  that  did  not  offset  Goldman  Sachs'  profits  on  its  CDSs  with  the  SPV  and  ABN. 
Leaving  aside  the  lack  of  logic  or  fairness  of  refusing  to  consider  offsetting  hedge  transactions  in 
computing  profit,  the  Staff  did  recognize  that  the  Paulson  CDSs  were  separate  transactions  from 
those  with  the  SPV  and  ABN.  Given  that  the  offering  documents  disclosed  that  Goldman  Sachs 
might  enter  into  just  such  transactions  to  convey  to  other  parties  the  credif  protection  it 
purchased  in  CDSs  with  the  2007-AC1  SPV,  the  Staffs  argument  reduces  to  nothing  more  than 
Goldman  Sachs'  failure  to  disclose  the  identity  of  one  of  its  counterparty  clients. 

Consistent  with  one  of  the  fundamental  ethical  standards  governing  their  conduct, 
broker-dealers  do  not  have  to  disclose  their  clients'  positions  or  strategies  to  other  parties  with 
whom  they  engage  in  trades.  The  Commission  itself  recently  described  the  obligation  not  to 
divulge  client  information  as  "one  of  the  most  fundamental  ethical  standards  in  the  securities 
industry,"  noting  that  "[t]he  duty  to  maintain  the  confidentiality  of  client  information  is  grounded 
in  fundamental  fiduciary  principles."  In  re  Thomas  W.  Heath,  III,  SEC  Rel.  No.  59223,  2009 
WL  56755,  at  *4  (Jan.  9,  2009)  (affirming  sanctions  against  former  registered  representative  of 
member  of  national  securities  exchange  who  divulged  confidential  client  information). 

Through  the  enforcement  action  being  proposed  here,  the  Staff  would  create  a 
new  disclosure  obligation  requiring  broker-dealers  to  disclose  the  identities  and  positions  of  their 
counterparties  or  customers  to  other  market  participants.  The  creation  of  this  obligation  would 
greatly  expand  existing  disclosure  requirements,  and  would  run  afoul  of  the  existing  obligation  to 
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maintain  the  confidentiality  of  client  transactions.  It  should  therefore  be  effected  -  if  at  all 

through  formal  rulemaking  rather  than  an  enforcement  action. 

CONCLUSION 

For  the  foregoing  reasons,  no  enforcement  action  is  warranted. 

Dated:    New  York,  New  York 
September  10, 2009 

Respectfully  submitted, 


"gfrjftyfrg 


*r 


Richard  H.  Klapper 
Michael  T.  Tomaino,  Jr. 
Christopher  J.  Dunne 
Sullivan  &  Cromwell  llp 
125  Broad  Street 
New  York,  NY  10004 
(212)  558-4000 

Attorneys  for  Goldman,  Sachs  &  Co. 
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UNITED  STATES  OF  AMERICA 

before  the 

SECURITIES  AND  EXCHANGE  COMMISSION 


In  the  Matter  of  ABACUS  CDO 


FileNo.HO-10911 


SUPPLEMENTAL  SUBMISSION  ON  BEHALF  OF  GOLDMAN,  SACHS  &  CO. 

Goldman,  Sachs  &  Co.  ("Goldman  Sachs")  makes  this  supplemental  submission 
to  respond  to  certain  factual  questions  posed  by  the  Staff  during  our  September  15, 2009  meeting 
about  the  ABACUS  2007-AC1  CDO  transaction  ("2007-AC1"),  as  well  as  to  provide  additional 
observations  with  respect  to  the  Staffs  theory  as  it  was  explicated  during  the  course  of  the 
meeting.1 


This  submission  is  provided  solely  in  connection  with  the  Staffs  consideration  of 
possible  action  against  Goldman  Sachs,  and  is  made  without  any  admission  that  the 
conduct  under  investigation  violated  any  laws,  rules  or  regulations.  Should  the  Staff 
decide  to  make  any  recommendation  that  varies  in  any  respect  from  the  issues  and 
positions  Goldman  Sachs  has  addressed,  we  expressly  reserve  the  right  to  revise  this 
submission  in  accordance  with  Rule  5(c)  of  the  Commission's  Rules  Regarding 
Information  and  Other  Proceedings,  17  C.F.R.  §  202.5(c),  and  Procedures  Relating  to  the 
Commencement  of  Enforcement  Proceedings  and  Termination  of  Staff  Investigations, 
Nos.  33-5310,  34-9796, 1972  WL  130244,  at  *l-2  (Sept.  27, 1972).  Goldman  Sachs  also 
expressly  reserves  the  right  to  object  to  the  admissibility  of  this  submission  and  those 
submitted  by  any  other  person  in  any  subsequent  proceeding.  Finally,  Goldman  Sachs 
hereby  asserts  that  this  submission  constitutes  attorney  work  product  and  requests  that 
(a)  it  be  treated  confidentially  and  not  as  a  waiver  of  any  privilege  or  immunity  from 
production,  and  (b)  pursuant  to  Commission  Rule  83,  17  C.F.R.  §  200.83,  that  this 
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L    FACTUAL  QUESTIONS  POSED  BY  THE  STAFF 

During  the  September  15,  2009  meeting,  the  Staff  raised  the  following  factual 
matters,  which  Goldman  Sachs  undertook  to  investigate  and  address: 

1 .  The  Staff  inquired  whether  the  293  Baa2-rated  securities  from  the  2006/2007 
vintage  included  in  the  chart  attached  as  Appendix  2  to  Goldman  Sachs'  Wells 
Submission  included  securities  backed  by  "midprime"  as  well  as  subprime  loans, 
and  thus  whether  the  performance  of  all  subprime  and  "midprime"  Baa2-rated 
RMBS  differed  materially  from  that  of  the  Reference  Portfolio. 

2.  The  Staff  also  raised  the  issue  whether  certain  undisclosed  criteria  -  such  as 
average  borrower  FICO  scores  and  geographical  concentration  of  loans-  ^ 
restricted  the  ability  of  ACA  CapitaTManagement  LLC  ("ACS")  to  include  imhe 
Reference  Portfolio  certain  securities  from  within  the  category  of  2006/2007 
Baa2-rated  RMBS  backed  by  subprime  and  "midprime"  mortgage  loans. 

3.  The  Staff  asserted  its  belief  that  in  transactions  marketed  as  having  a  portfolio 
selected  by  a  Portfolio  Selection  Agent,  other  market  participants  had  disclosed 
the  participation  in  the  portfolio  selection  process  of  a  party  taking  a  short 
position  with  respect  to  the  portfolio  and  cited  the  Auriga  CDO,  Norma  CDO I 
and  Sorrento  2006-1  CDOs  as  examples. 

We  address  these  factual  matters  in  sequence. 

A.        The  293  Securities  Described  in  Appendix  2  to  Goldman  Sachs'  Initial  Submission 
Included  "Midprime"  RMBS. 

The  293  securities  in  Goldman  Sachs'  summary  of  performance  of  subprime 
RMBS  in  Appendix  2  to  Goldman  Sachs'  Wells  Submission  included  "midprime"  RMBS.  To 
gather  the  information  set  forth  in  the  column  labeled  "Subprime  Deals  From  2006/1 Q07"  in 
Appendix  2,  Goldman  Sachs  compiled  data  for  all  securitizations  other  than  those  classified  as 
"prime"  or  "alt-A"  by  LoanPeformance.  The  293  securities  thus  consisted  of  "midprime"  and 
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"subprime"  securitizations.2  As  the  Appendix  (a  copy  of  which  is  attached  to  this  submission) 
illustrates,  this  universe  of  Baa2-rated,  2006/2007-vintage  mid  and  subprime  RMBS  suffered 
losses  that  were  materially  similar  to  those  of  the  Reference  Portfolio,  because  nearly  all  mid  and 
subprime  RMBS  of  that  rating  and  vintage  -  including  those  initially  proposed  by  ACA  without 
Paulson' s  involvement  -  have  performed  poorly. 
B.        The  Portfolio  Selection  Criteria  Were  Fully  Disclosed  in  the  Offering  Documents. 

At  our  September  1 5  meeting,  the  Staff  asserted  that  criteria  such  as  average 
borrower  FICO  scores  and  geographic  concentration  of  loans  restricted  the  ability  of  ACA  to 
include  in  the  Reference  Portfolio  certain  securities  from  within  the  category  of  2Xr0672u"07"Baa2"- " 
rated  RMBS  backed  by  subprime  and  "midprime"  mortgage  loans. 

Based  on  the  record  available  to  Goldman  Sachs,  the  only  evidence  of  criteria  in 
addition  to  the  limitation  to  2006/2007  Baa2-rated  RMBS  backed  by  sub  and  midprime  mortgage 
loans  are  draft  engagement  letters  between  Goldman  Sachs  and  Paulson  &  Co.,  Inc.  ("Paulson"), 
which  contain  additional  criteria  initially  discussed  by  Goldman  Sachs  and  Paulson  prior  to  the 


The  term  "midprime"  is  used  by  Moody's  Investor  Service,  which  defines  "midprime 
RMBS  as  having  a  weighted-average  borrower  FICO  score  between  625  and  700. 
"Prime"  loans  have  FICO  scores  greater  than  700:  of  the  222  RMBS  issued  in  2006  and 
the  first  quarter  of  2007  and  characterized  as  "prime"  by  LoanPerformance,  only  two  had 
average  borrower  FICO  scores  less  than  700,  and  in  these  two  securities  the  average 
borrower  FICO  score  was  699.73  and  696.36,  respectively.  Alt-A  securitizations 
generally  contain  loans  that  do  not  fully  meet  the  definition  of  "prime."  The  Federal 
Housing  Finance  Authority  defines  an  "alt-A"  loan  as  "[a]  conventional  single-family 
mortgage  made  to  a  borrower  who  typically  provides  limited  income  or  asset  verification 
or  no  evidence  of  an  employer.  Such  loans  may  have  other  non-standard  underwriting  " 
Federal  Housing  Finance  Authority,  Mortgage  Market  Note  07-1 ,  available  at 
httpV/www  fhfa.gov/webfiles/1246/MMNOTE9607.pdf  (last  visited  Sept.  24,  2009).  Ot 
the  634  securitizations  issued  in  2006  and  the  first  quarter  of  2007  and  characterized  as 
"alt-A"  by  LoanPerformance,  1 1 1  had  average  borrower  FICO  scores  of  less  than  700. 
The  average  borrower  FICO  score  among  these  1 1 1  securities,  however,  was  690.97. 
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selection  of  ACA  as  Portfolio  Selection  Agent.3  {See  GS  MBS-E-002755993-2756029.)  As 
Goldman  Sachs  witnesses  testified,  however,  these  criteria  were  used  to  guide  Goldman  Sachs' 
preliminary  search  for  potential  reference  securities.  (Gerst  Tr.  134-36;  Tourre  Tr.  Vol.  1, 47- 
49.)  No  formal  engagement  letter  was  ever  executed,  and  Goldman  Sachs  has  seen  no  evidence 
that  the  criteria  listed  in  the  draft  engagement  letters  were  ever  conveyed  to  ACA.  (Gerst  Tr.  5 1- 
53.)  Indeed,  Mr.  Tourre  testified  that  the  only  criteria  conveyed  to  ACA  were  that  the  securities 
be  2006/2007-vintage,  Baa2-rated  and  backed  by  sub  or  midprime  loans.  (Tourre  Tr.  Vol.  1 ,  62.) 
Further,  counsel  for  Paulson  deleted  the  reference  to  these  criteria  in  the  last  draft  of  the 


~OTgag«nCTt  tettwT(&e_GS "MBS-&006 1 2 1 092oT  The  record  available  to  Goldman  Sachs  does 
not  indicate  that  any  restrictions  were  imposed  on  ACA's  selection  process  other  than  those  set 
forth  in  the  various  term  sheets,  namely,  that  the  portfolio  would  be  comprised  of  2006/2007- 
vintage,  Baa2-rated  mid  and  subprime  RMBS. 
C.        Market  Practice  Did  Not  Entail  Disclosure  of  a  Short  Investor's  Participation. 

At  our  meeting,  the  Staff  suggested  that  at  least  some  market  participants  disclosed 
the  involvement  in  the  portfolio  selection  process  of  third  parties  that  took  short  positions  with 
respect  to  the  CDO's  portfolio  and  referenced  as  examples  the  Auriga,  Norma  and  Sorrento 
transactions.  Respectfully,  those  examples  are  readily  distinguishable,  and  we  have  identified  no 
evidence  of  any  such  general  market  practice. 


The  draft  of  the  Engagement  Utter  dated  January  3,  2007,  lists  six  criteria  disclosed  in 
the  Term  Sheet,  plus  two  additional  criteria:  (i)  the  value  of  collateral  in  the 
securitization  must  exceed  $500  million,  and  (ii)  at  least  80%  of  the  collateral  should 
consist  of  adjustable-rate  mortgages.  (GS  MBS-E-002756016.)  The  draft  also  limits  the 
reference  securities  to  those  issued  after  March  1, 2006,  while  the  Term  Sheet  refers  to 
2006-  and  2007-vintage  securities.  The  Reference  Portfolio,  however,  contained  eight 
securities  issued  in  January  and  February  2006,  one  security  with  less  than  $500  million 
in  collateral  and  20  securities  in  which  less  than  80%  of  the  collateral  consisted  of 
adjustable-rate  mortgages. 
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Auriga,  unlike  2007-AC1,  is  an  actively-managed  CDO  transaction  without  a  static 

Reference  Portfolio.  (Auriga  Offering  Circular  at  200.)  Its  collateral  manager  is  250  Capital 

LLC,  a  subsidiary  of  Merrill  Lynch  &  Co.,  the  underwriter  of  the  transaction.  (Id.  at  197.)  At 

our  meeting,  the  Staff  made  no  reference  to  particular  disclosures  used  in  the  Auriga,  Norma  or 

Sorrento  transactions.  Our  own  examination  of  the  Auriga  Offering  Circular  has  revealed  no 

relevant  disclosures,  but  we  have  excerpted  three  provisions  that  the  Staff  may  have  had  in  mind. 

First,  the  Auriga  Offering  Circular  discloses  that  an  "Initial  Preferred 

Securityholder"4  may  take  a  position  opposite  that  of  the  noteholders: 

Initial  Preferred  Securityholder  may  enter  into  credit  derivative  transactions 
relating  to  Reference  Obligations  or  Cash  Collateral  Debt  Securities  in  the 
Issuer's  portfolio.  On  or  after  the  Closing  Date,  the  Initial  Preferred 
Securityholder  may  enter  into  credit  derivative  transactions  relating  to  Reference 
Obligations  or  Cash  Collateral  Debt  Securities  in  the  Issuer's  portfolio,  under 
which  it  takes  a  short  position  (for  example,  by  buying  protection  under  a  credit 
default  swap  relating  to  such  obligation  or  security)  or  otherwise  hedges  certain  of 
the  risks  to  which  the  Issuer  is  exposed.  The  Issuer  and  Noteholders  will  not 
receive  the  benefit  of  these  transactions  by  the  Initial  Preferred  Securityholder 
and,  as  a  result  of  these  transactions,  the  interests  of  the  Initial  Preferred 
Securityholder  may  not  be  consistent  with  those  of  Noteholders. 

(Id.  at  55.)  Goldman  Sachs  understands  that  the  Initial  Preferred  Securityholder  was  Magnetar 
Capital  LLC  ("Magnetar"),  but  this  information  is  not  disclosed  in  the  offering  circular. 
Goldman  Sachs  does  not  know  the  extent  to  which  Magnetar  played  a  role  in  the  selection  of  the 
Auriga  portfolio,  and  this  too  is  not  disclosed  in  the  offering  circular.  In  fact,  other  than  listing 
18  pages  of  "eligibility  criteria"  (id.  at  143-161),  which  state  in  general  terms  what  the  portfolio 
may  contain,  the  Auriga  offering  circular  does  not  mention  the  contents  of  the  portfolio  at  all. 


The  "Initial  Preferred  Securityholder"  was  the  purchaser  of  the  Class  H  Notes,  Class  I 
Notes  and  the  "Preferred  Securities,"  which  were  the  three  most  subordinate  classes  of 
securities  issued  in  the  Auriga  transaction.  (Auriga  Offering  Circular  at  1-3.)  These 
three  classes  of  securities  were  sold  in  a  separate  offering  and  are  not  described  in  detail 
in  the  Auriga  Offering  Circular. 
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Second,  the  Auriga  Offering  Circular  discloses  that  the  Credit  Default  Swap 
Counterparty,  Merrill  Lynch  International  ("MLI"),  "is  likely  to  seek  to  eliminate  any  credit 
exposure  to  the  Reference  Obligations  by  entering  into  back-to-back  hedging  transactions."  (Id. 
at  56.)  This  disclosure  is  materially  similar  to  that  stated  in  the  2007-AC1  Offering  Circular. 
(See  GS  MBS  00000101 05  ("The  Protection  Buyer  is  not  required  to  have  any  credit  exposure  to 
any  Reference  Entity  or  any  Reference  Obligation.");  GS  MBS  0000010127  ("[T]he  Protection 
Buyer  . . .  may  hold  long  or  short  positions  with  respect  to  Reference  Obligations  ...  and  may 
enter  into  credit  derivative  or  other  derivative  transactions  with  other  parties  pursuant  to  which  it 


sells  or  buys  credit  protection  with  respect  to  one  or  more  related  Reference  Entities  and/or 

Reference  Obligations ").) 

Finally,  the  Auriga  Offering  Circular  discloses  that,  in  its  capacity  as  Credit 
Default  Swap  Counterparty,  MLI  may  have  conflicts  of  interest  because  the  terms  of  the 
transaction  permit  it  to  determine  when  defaults  of  the  Reference  Obligations  -  events  that 
trigger  payment  to  it  under  the  Credit  Default  Swap  -  have  occurred: 

Conflicts  of  Interest  of  Credit  Default  Swap  Counterparty.  MLI  will,  in  its  role  as 
Credit  Default  Swap  Counterparty  for  all  of  the  Credit  Default  Swaps,  have  the 
right  to  make  determinations  regarding  the  Reference  Obligations  (including  a 
decision  to  give  notice  that  a  credit  event  or  "floating  amount  event"  has  occurred 
and  require  the  Issuer  to  make  payments  to  it).  In  addition,  MLI,  as  Credit 
Default  Swap  Counterparty  to  the  Synthetic  Securities,  will  have  sole  discretion  to 
determine  whether  and  when  to  declare  a  Credit  Event  and  to  deliver  any  notice 
that  a  Credit  Event  or  a  Floating  Amount  Event  has  occurred  under  a  Synthetic 
Security. 

(Auriga  Offering  Circular  at  69.)  This  disclosure,  however,  relates  not  to  the  selection  of  the 
reference  securities  but  to  the  determination  that  certain  credit  events  have  occurred  with  respect 
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to  them.5  Moreover,  Auriga's  structure  is  so  radically  different  from  that  of  2007-AC1  that  any 
attempt  to  analogize  the  two  transactions  would  be  futile. 

The  Norma  CDO,  which  also  was  an  actively  managed  transaction  underwritten 
by  Merrill  Lynch  &  Co.,  contained  disclosures  that  were  materially  similar  to  those  used  in 
Auriga.  (Norma  Offering  Circular  at  56, 67.)  We  understand  that  Magnetar  was  the  "Initial 
Preference  Shareholder"6  for  the  Norma  transaction,  but  this  information  is  not  disclosed  in  the 
offering  circular.  Similarly,  we  do  not  know  whether  Magnetar  played  a  role  in  the  selection  of 
the  Norma  portfolio,  and  this  too  is  not  disclosed  in  the  offering  circular. 


The  2007- AC  1  Offering  Circular  disclosed  that  Goldman  Sachs,  as  Protection  Buyer, 
would  have  certain  conflicts  of  interest,  including  that  it  might  enter  into  other 
transactions  that  have  an  adverse  effect  on  the  reference  securities.  (GS  MBS 
0000010126-10127.) 

The  "Initial  Preference  Shareholder"  was  the  purchaser  of  the  Class  G  Notes,  Class  H 
Notes  and  the  "Preference  Shares,"  which  were  the  three  most  subordinate  classes  of 
securities  issued  by  the  Norma  CDO.  (Norma  Offering  Circular  at  1-3.)  These  three 
classes  of  securities  were  sold  in  a  separate  offering  and  are  not  described  in  detail  m  the 
Norma  Offering  Circular. 

The  Norma  CDO  was  the  subject  of  a  December  27,  2007  Wall  Street  Journal  article 
entitled  "Wall  Street  Wizardry  Amplified  Credit  Crisis  -  A  CDO  Called  Norma  Left 
'Hairball  of  Risk.'"  The  article  states  that  Norma  was  "[c]reated  at  the  behest  of  an 
Illinois  hedge  fund"  understood  by  "people  familiar  with  the  matter"  to  be  Magnetar. 
Carrick  Mollenkamp  and  Serena  Ng,  Wall  Street  Wizardry  Amplified  Credit  Crisis  -  A 
CDO  Called  Norma  Left  'Hairball  of  Risk, '  THE  WALL  STREET  JOURNAL,  Dec.  27,  2007, 
atAl.  The  article  goes  on  to  note  that: 

Most  [of  the  collateral  was]  not  actual  securities,  but  derivatives  linked  to 
triple-B-rated  mortgage  securities.  Called  credit  default  swaps,  these 
derivatives  worked  like  insurance  policies  on  subprime  residential 
mortgage-backed  securities  or  on  the  CDOs  that  held  them.  Norma,  acting 
as  the  insurer,  would  receive  a  regular  premium  payment,  which  it  would 
pass  on  to  its  investors.  The  buyer  of  protection,  which  was  initially 
Merrill  Lynch,  would  receive  payouts  from  Norma  if  the  insured  securities 
were  hurt  by  losses.  It  is  unclear  whether  Merrill  retained  the  insurance, 
or  resold  it  to  other  investors  who  were  hedging  their  subprime  exposure 
or  betting  on  a  meltdown. 

Id.  (emphasis  added). 
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Sorrento  was  a  $67.4-million  bespoke  CDO  transaction.  Goldman  Sachs  has  been 
unable  locate  the  offering  documents  used  in  the  transaction.  In  any  event,  the  disclosure 
practices  used  in  a  $67.4-million  offering  cannot  be  said  to  reflect  market  norms  for  multi- 
billion-dollar  transactions  such  as  2007-AC1. 

More  fundamentally,  if  it  were  market  practice  to  disclose  reverse  inquiries  and 
participation  by  entities  with  long  or  short  positions  in  selecting  the  reference  portfolio,  we 
would  have  expected  to  see  many  examples  of  that  disclosure,  because  those  activities  were  a 
regular  feature  of  synthetic  CDO  transactions.  Even  the  existing  record  reflects  that  ACA  and 
n^themselve7oferedTiews  on  reference  portfolios  in  transactions  in  which  they  participated. 
We  have  confirmed  with  outside  counsel  experienced  in  the  drafting  of  CDO  offering  materials 
that  market  participants  were  well  aware  that  participants  in  CDO  transactions  routinely  provided 
input  on  selection  of  the  portfolio  securities,  and  that  it  was  not  market  practice  to  disclose  their 
involvement  in  the  portfolio  selection  process.  Goldman  Sachs  has  no  doubt  that  a  fully 
developed  record  would  reflect  that  both  long  and  short  investors  often  initiated  transactions 
through  reverse  inquiries,  and  that  they  and  other  potential  participants  regularly  expressed  views 
as  to.the  reference  portfolio's  composition.  Market  participants  understood  that  those  activities 
occurred,  and  in  the  end  all  were  fully  capable  of  analyzing  the  resulting  portfolio  and  making 
their  investment  decision  on  the  merits  of  the  portfolio. 
H.        THE  OFFERING  MATERIALS  DISCLOSED  ALL  MATERIAL  FACTS. 

The  September  15  meeting  was  very  useful  in  helping  us  understand  the  Staffs 
evolving  thinking.  We  appreciate  the  Staffs  willingness  to  engage  in  an  open  and  robust 
discussion  of  the  issues,  and  take  this  occasion  to  offer  several  additional  observations  based  on 
the  additional  insights  gained  as  to  the  Staffs  theory. 
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Goldman  Sachs  had  prepared  its  Wells  Submission  in  response  to  the  proposed 
charges  as  outlined  in  the  Staff's  Wells  call  and  ensuing  letter  in  early  August,  which  appeared  to 
highlight  the  role  of  Paulson,  as  well  as  ACA's  apparent  belief  that  Paulson  was  an  equity 
investor.  The  Staff  clarified  at  the  meeting  that  its  theory  does  not  turn  on  disclosure  of 
Paulson's  name  or  oh  anything  unique  to  Paulson,  but  rather  rests  on  the  degree  of  participation 
by  any  entity  in  the  selection  of  a  reference  portfolio  when  the  offering  documents  refer  to  a 
portfolio  selection  agent  and  the  entity  participating  in  the  selection  process  intends  to  take  a 
short  position  with  respect  to  the  reference  portfolio.  As  we  understand  the  Staffs  position, 
^articipationby  that Entity  "inthat  manner  would  have  qualified  the  offering  maFerials'  statement 
that  ACA  was  the  Portfolio  Selection  Agent,  because  that  statement  implied  that  the  Agent  acted 
without  input  or  comment  from  others  in  selecting  the  portfolio. 

With  the  benefit  of  this  clarification  of  the  Staffs  position,  we  revisit  below 
several  points  we  have  previously  made  to  sharpen  our  observations: 

•  First,  investors  already  understood  and  therefore  required  no  disclosure  that  (i)  a 
synthetic  CDO  transaction  could  not  occur  absent  market  participants  absorbing 
both  the  long  and  short  side  of  the  exposure,  and  (ii)  it  is  a  regular  aspect  of  the 
market  for  those  participants  to  make  reverse  inquiries  about  transactions  and 
express  their  views  as  to  the  reference  portfolio.  The  reference  to  a  Portfolio 
Selection  Agent  did  not  suggest  otherwise  or  impliedly  disclaim  the  normal 
interaction  among  participants  in  the  transaction,  and  so  needed  no  qualification 
as  to  the  degree  of  investor  participation  in  the  process.  (Section  A) 

•  Second,  to  the  extent  that  investors  took  comfort  in  ACA's  role  in  selecting  the 
Reference  Portfolio,  they  received  the  benefit  of  ACA's  participation,  because  in 
the  end  the  Portfolio  was  selected  by  ACA,  and  no  transaction  could  have 
occurred  absent  its  approval.  There  can  simply  be  no  question  as  to  ACA's 
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satisfaction  with  the  Reference  Portfolio  as  it  invested  its  own  capital  heavily  in 
the  transaction.  (Section  B) 

•  Third,  however  the  Reference  Portfolio  came  to  be,  the  sophisticated  institutional 

investors  in  the  resulting  ABACUS  private  placement  were  well-equipped  to 
perform  their  own  objective  analysis  of  the  underlying  assets,  which  turned  on 
information  equally  available  to  all  participants.  (Section  C) 

A.        All  Investors  Understood  That  Synthetic  CDO  Transactions  Emanate  From 

Inquiries  by  Market  Participants  and  That  Those  Participants  Provide  Input  Into 
the  Portfolio's  Composition. 

'    The  Staffs  theory  hinges  on  the  proposition  that  investors  assumed  by  virtue  of 
the  reference  to  a  Portfolio  Selection  Agent  that  the  Agent  would  operate  alone  and  without  input 
from  other  participants  in  the  transaction,  and  that  the  transaction  had  emanated  from  Goldman 
Sachs  rather  than  from  a  reverse  inquiry.  Respectfully,  the  very  sophisticated  participants 
involved  in  2007-AC1  knew  differently,  and  required  no  disclosure  regarding  the  role  of 
participants  taking  a  short  position. 

These  and  other  regular  CDO  investors  were  fully  aware  that  a  synthetic  CDO 
transaction  can  occur  only  if  there  are  market  participants  taking  long  and  short  exposure  to  the 
reference  portfolio.  They  also  understood  that  synthetic  CDOs  routinely  arose  as  a  result  of 
reverse  inquiries;  indeed,  they  had  themselves  made  such  inquiries  from  time  to  time.  For 
example,  IKB's  own  inquiry  led  to  the  initial  ABACUS  transaction.  Finally,  they  were  also  fully 
aware  that  in  synthetic  CDO  transactions,  participants  often  express  their  views  as  to  the 
composition  of  the  portfolio;  they  had  all  expressed  their  views  in  such  circumstances  in  the  past. 
Accordingly,  they  had  every  reason  to  assume  that  these  same  dynamics  -  participants  shorting 
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the  portfolio,  reverse  inquiries  and  interactions  as  to  the  portfolio  composition  -  would  exist  in 
thecaseof2007-ACl.8 

The  reference  in  the  offering  materials  to  a  Portfolio  Selection  Agent  did  not 
imply  otherwise.  The  Staff  expressed  the  view  that  such  a  selection  agent  presumptively 
assembles  a  portfolio  without  input  from  investors  or  reference  to  selection  criteria,  but  provided 
no  basis  in  industry  practice  or  otherwise  for  such  a  presumption.  Certainly  there  was  nothing  in 
the  offering  materials  that  so  suggested.9  All  those  materials  said  was  that  this  agent  would 
select  the  ultimate  portfolio,  subject  to  disclosed  criteria,  and  even  under  the  Staffs  theory  there 
cannot  be'any  question  that  ACA  made  ^selections.  That~ACA"had  "input"  from  interested 
participants  does  not  diminish  its  exclusive  authority  to  select  the  portfolio,  its  thorough  review 


8  Goldman  Sachs  does  not  understand  the  Staff  to  contend  that  it  should  have  disclosed  the 
participation  of  any  entity  that  intended  to  take  a  short  position,  no  matter  how  little  that 
entity  had  participated  in  the  portfolio  selection  process.  Further,  customary  market 
practices  do  not  generally  have  to  be  disclosed  to  investors.  See  In  re  Worlds  of  Wonder 
Sec.  Litig.,  35  F.3d  1407,  1417-18  (9th  Cir.  1994)  (common  industry  practices  require  no 
disclosure). 

9  The  offering  circular  described  the  role  of  the  Portfolio  Selection  Agent  as  follows: 

The  Portfolio  Selection  Agent  will,  pursuant  to  the  terms  of  the  Portfolio 
Selection  Agreement,  (a)  select  the  Initial  Reference  Portfolio  and  (b) 
have  the  right  to  review  the  calculations  of  the  Credit  Default  Swap 
Calculation  Agent  and  the  Trustee  on  any  Determination  Date.  The 
Portfolio  Selection  Agent  will  not  be  responsible  for  producing  or 
providing  reports,  notices  or  other  information  relating  to  the  Notes  or  the 
Reference  Portfolio.  The  Portfolio  Selection  Agent  will  not  provide  any 
other  services  to  the  Issuer  or  act  as  the  "collateral  manager"  for  the 
Collateral.  The  Portfolio  Selection  Agent  will  not  have  any  fiduciary 
duties  or  other  duties  to  the  Issuer  or  to  the  holders  of  the  Notes  and  will 
not  have  any  ability  to  direct  the  Trustee  to  dispose  of  any  items  of 
Collateral. 

(GS  MBS  0000010178.)  The  Portfolio  Selection  Agreement  gave  ACA  the 
authority  to  select  the  Reference  Portfolio,  and  said  nothing  about  whether  ACA 
would  act  with  or  without  input  from  third  parties.  {See  GS  MBS-E- 
0003639016.) 
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of  each  security  included  using  its  proprietary  analytic  models,  and  its  complete  satisfaction  with 
the  resulting  portfolio  as  evidenced  by  its  investment  of  its  own  cash  in  the  deal. 

We  also  pause  to  consider  precisely  what  the  additional  disclosure  advocated  by 
the  Staff  would  say.  Based  on  our  discussion  at  the  September  15  meeting,  Goldman  Sachs 
understands  that  the  Staff  apparently  has  in  mind  the  addition  of  a  disclosure  such  as  the 

following: 

The  Portfolio  Selection  Agent  may,  from  time  to  time,  receive  recommendations 
as  to  the  content  of  the  Reference  Portfolio  from  third  parties,  including  third 
parties  whose  interests  are  adverse  to  those  of  the  noteholders.  The  Portfolio 
- .  Selection  Agent  may.  considered  accept  or  reject.such  recommendations,  with 
the  result  that  any  or  all  of  the  Reference  Obligations  may  have  initially  been 
proposed  by  such  third  parties,  and  that  Reference  Obligations  originally 
proposed  for  inclusion  by  the  Portfolio  Selection  Agent  may  be  deleted  from  the 
Reference  Portfolio.  Investors  should  review  the  list  of  Reference  Obligations  set 
forth  herein  and  conduct  their  own  investigation  and  analysis  with  respect  to  the 
creditworthiness  of  each  Reference  Obligation. 

Such  a  disclosure  would  provide  a  potential  investor  with  no  information  the  investor  did  not 

already  know,  since  the  dynamics  described  represented  a  regular  course  of  dealing  in  the 

market.   A  disclosure  more  narrowly  tailored  to  the  facts  of  the  2007-AC1  transaction  would 

convey  even  less.  For  example,  a  potential  disclosure  of  the  discussions  at  issue  here  might  read: 

The  Portfolio  Selection  Agent  has  received  recommendations  as  to  the  content  of 
the  Reference  portfolio  from  third  parties,  including  a  third  party  that  intends  to 
take  a  short  position  with  respect  to  the  Reference  Portfolio  (the  "Third  Party"). 
The  Third  Party  initially  suggested  123  securities  to  the  Portfolio  Selection  Agent. 
The  Portfolio  Selection  Agent  evaluated  these  123  securities,  rejected  68  of  these 
securities,  accepted  55  of  these  securities  and  proposed  an  additional  31 
securities.  The  Portfolio  Selection  Agent  later  proposed  an  additional  26 
securities.  Goldman  Sachs  requested  that  two  of  the  proposed  securities  be 
rejected,  and  the  Portfolio  Selection  Agent  suggested  three  replacements.  After  a 
meeting  between  the  Portfolio  Selection  Agent  and  the  Third  Party,  the  Portfolio 
Selection  Agent  circulated  a  spreadsheet  of  100  securities,  including  the  securities 
that  the  two  parties  had  agreed  upon,  as  well  as  several  additional  securities.  The 
Third  Party  requested  removal  of  eight  of  these  securities  and  Goldman  Sachs 
requested  removal  of  two  other  securities.  The  Third  Party  then  circulated  a  list 
of  90  securities.  The  Portfolio  Selection  Agent  requested  removal  of  3  securities 
and  proposed  1 1  alternative  securities,  3  of  which  were  agreed  upon  by  the  Third 
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Party.  The  parties  than  further  discussed  the  substitution  of  a  handful  of  securities 
and  settled  on  the  final  portfolio. 

The  bottom  line  is  that  no  amount  of  disclosure  would  change  that  the  very 

sophisticated  investors  already  knew  that  some  entity  or  entities  by  necessity  had  to  take  a  short 

position,  and  that  any  and  all  participants  -  including  themselves  -  might  express  their  views  as 

to  the  reference  portfolio.  None  of  these  descriptions  contains  any  concrete,  analyzable 

information  that  might  educate  the  sophisticated  institutional  investors  that  typically  purchase 

synthetic  CDOs.  Regardless  of  who  selected  them,  the  offering  documents  for  each  of  the 

reference  securities  disclosed  detailed  information  on  their  underlying  assets,  as  required  by 

Regulation  AB.  It  is  this  concrete  information  on  the  assets  -  not  the  economic  interest  of  the 

entity  that  selected  them  -  that  investors  could  analyze  and  use  to  inform  their  decisions. 

B.         ACA  Selected  the  Reference  Portfolio,  and  the  Offering  Documents  Properly 
Described  ACA  as  Portfolio  Selection  Agent. 

The  Staff  questioned  at  times  during  the  September  15  meeting  whether  ACA 

actually  selected  the  portfolio.  The  record  in  this  investigation  is  clear  that  the  overwhelming 

majority  of  the  securities  were  identified  by  ACA.  Of  the  90  securities  in  the  Reference 

Portfolio: 

•  47  were  among  the  55  selected  by  ACA  from  the  1 23  securities  initially  sent  to 

ACA  (see  GS  MBS  0000010274-10277;  GS  MBS-E-0079881 5 1-0079881 52), 


10 


At  the  September  15  meeting,  the  Staff  stated  that  it  had  asked  some  market  participants 
whether  they  would  have  wanted  to  know  prior  to  investing  in  a  securitization  that  a 
participant  in  the  portfolio  selection  process  intended  to  take  a  short  position,  and  that 
these  market  participants  stated  that  they  would  have  wanted  to  know  this  information. 
Leaving  aside  whether  these  market  participants  could  truly  and  objectively  recall  - 
without  hindsight  -  what  they  thought  was  material  given  the  market  conditions  prevalent 
in  2006  and  early  2007,  it  is  unlikely  that  an  informal  survey,  without  reference  to  the 
specific,  detailed  information  provided  to  investors  here,  would  yield  meaningful 
responses. 
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•  1 9  were  among  the  3 1  initially  recommended  by  ACA  for  its  first  portfolio  of  86 
securities  {see  id.), 

•  2 1  were  initially  recommended  by  ACA  later  in  the  process  {see  GS  MBS 
0000010274-10277;  GS  MBS-E-003026086;  GS  MBS-E-003838442-3838443; 
GS  MBS-E-00244496 1-2444962;  GS  MBS-E-003740868)  and 

•  3  were  initially  recommended  by  Paulson  (see  GS  MBS  0000010274-10277;  GS 
MBS-E-003740868;  GS  MBS-E-007974382). 

The  record  is  equally  clear  that,  regardless  of  who  proposed  or  commented  on  any 

particular  security,  in  the  end,  ACA  carefully  analyzed  every  security,  and  ACA  alone  selected 

the  final  portfolio  and  underscored  its  satisfaction  by  investing  its  own  money.  Only  ACA  had 

the  authority  to  select  and  approve  the  Reference  Portfolio;  certainly  Paulson  had  no  such 

authority.  If  investors  took  any  comfort  from  ACA's  role  as  Portfolio  Selection  Agent,  they  got 

precisely  what  they  were  expecting. 

C.        Investors  Had  AH  the  Objective  Information  They  Required  to  Make  an  Informed 
Investment  Decision. 

As  Goldman  Sachs  noted  in  its  initial  Submission,  what  mattered  to  investors  - 
particularly  the  sophisticated  institutions  that  invested  here  -  were  the  details  of  the  Reference 
Portfolio.  Every  investor  was  simply  applying  its  own  broad  directional  bet  on  macro-economic 
and  housing  trends  to  a  portfolio  of  securities.  That  objective  portfolio  information  was  entirely 
static  and  involved  no  corporate  inside  knowledge.  Regardless  of  how  the  Reference  Portfolio 
was  selected,  the  offering  documents  comprehensively  described  each  individual  asset  backing 
the  securities.  Nothing  about  the  selection  process  affected  the  inherent  value  or  risks  of  the 
resulting  Reference  Portfolio.  And  nothing  stopped  any  investor  from  adjusting  its  risk  tolerance 
to  the  extent  that  its  economic  outlook  and  view  of  the  housing  market  changed. 
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Knowledge  that  a  participant  in  the  portfolio  selection  process  intended  to  short 

the  portfolio  -  especially  in  a  synthetic  CDO,  where  there  must  always  be  participants  shorting 

the  portfolio  -  would  not  alter  the  "total  mix"  of  information  available,  given  the  extensive, 

objective  disclosures  present  here.  Basic,  Inc.  v.  Levinson,  485  U.S.  224,  231-32  (1988). 

Regulation  AB's  objective  disclosure  scheme  reflects  as  much,  see,  e.g.,  17  C.F.R.  §§  229.1 102, 

229.1 103, 229.1 105, 229.1 1 1 1,  and  the  Staff  has  not  suggested  what  -  if  any  -  additional 

analysis  a  description  of  the  portfolio  selection  process  would  have  permitted  investors  to 

perform  on  the  underlying  assets. 

HI.       THERE  IS  NO  BASIS  FOR  ALLEGING  THAT  GOLDMAN  SACHS  ACTED 
WITH  SCD2NTER  OR  INTENDED  TO  MISLEAD  ANYONE. 

While  the  September  15  meeting  included  a  robust  discussion  of  materiality,  the 
issue  of  scienter  was  never  raised.  Although  we  are  therefore  hopeful  that  our  Wells  submission 
was  sufficient  to  dispel  any  continuing  consideration  of  charges  requiring  scienter,  out  of  an 
abundance  of  caution  we  comment  briefly  as  to  this  issue  as  well. 

We  respectfully  believe  that  the  Staff  has  at  most  shown  that  ACA  may  have  been 
confused  about  the  role  of  Paulson.  But  nothing  in  the  record  establishes  that  anyone  at 
Goldman  Sachs  intended  to  mislead  ACA,  and  the  drafts  of  the  offering  materials  Goldman 
Sachs  provided  to  ACA  expressly  indicated  that  the  first  loss  tranche  was  "N/A,"  rather  than 
identifying  Paulson  as  the  investor.  The  notion  that  ACA  was  misled  into  believing  that  Paulson 
was  an  equity  investor  is  in  all  events  difficult  to  reconcile  with  the  Staffs  theory  that  Paulson 
proposed  weaker  securities  to  ACA,  a  trend  that  would  have  caused  a  market  participant  with 
ACA's  deep  knowledge  to  question  Paulson's  true  interest. 

Nor  is  there  any  basis  to  suggest  that  Goldman  Sachs  would  have  intentionally 
jeopardized  its  own  reputation  and  relationship  with  established  customers  and  counterparties. 
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This  transaction  at  the  time  was  just  one  of  many  in  the  marketplace,  and  because  it  was  a 
synthetic  CDO,  Goldman  Sachs  had  no  inventory  of  securities  that  it  would  need  to  dispose  of  if 
the  transaction  did  not  close,  or  any  other  reason  to  proceed  with  a  transaction  that  could 
potentially  damage  its  reputation  or  relationships.  Goldman  Sachs  had  no  reason  to  mislead 
anyone. 

CONCLUSION 

For  the  foregoing  reasons,  as  well  as  those  set  forth  in  the  Submission  of 
Goldman,  Sachs  &  Co.  dated  September  10,  2009,  no  enforcement  action  is  warranted. 

Dated:    New  York,  New  York 
September  25, 2009 

Respectfully  submitted, 

Richard  H.  Klapper 
Michael  T.  Tomaino,  Jr. 
Christopher  J.  Dunne 
Sullivan  &  Cromwell  llp 
125  Broad  Street 
New  York,  NY  10004 
(212)  558-4000 

Attorneys  for  Goldman,  Sachs  &  Co. 
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MEMORANDUM 


Goldman 
Sachs 


To:  Mortgage  Capital  Committee 

From:        Jonathan  Egol 
David  Gerst 
Jordan  Kaufman 
Darren  Thomas 
Fabrice  Tourre 
Geoff  Williams 
Shin  Yukawa 

Cc:  Armen  Avanessians 

Robert  Berry 
Justin  Gmelich 
Margaret  Holen 
Bill  McMahon 
Bunty  Bohra 
Slim  Bentami 
Josh  Bimbaum 
David  Lehman 
Peter  Ostrem 
Matt  Schroeder 
Mike  Swenson 
Mike  Turok 
Steve  Elia 
Glade  Jacobsen 
Rob  Leventhal 
Darren  Littlejohn 
Mary  Man- 
Mitch  Resnick 

Date:  March  12, 2007 

Re:  ABACUS  Transaction  sponsored  by  ACA 

I.    Introduction 

The  Structured  Product  Correlation  Trading  Desk  is  currently  structuring  a  synthetic  CDO,  ABACUS  2007- 
AC1  ("AC1",  or  the  Transaction").  AC1  will  reference  a  $2  billion  static  portfolio  consisting  entirely  of 
Baa2-rated  midprime  and  subprime  RMBS  (such  portfolio,  the  'Reference  Portfolio").  ACA  Capital 
Management  (the  "Portfolio  Selection  Agent"),  will  be  the  portfolio  selection  agent  for  the  transaction.  The 
Desk  will  distribute  on  a  best  efforts  basis  the  super  senior  through  A/A2  layers  of  credit  risk  of  AC1  (such 
risk  layers,  the  "Targeted  Tranches'),  and  consistent  with  prior  ABACUS  transactions,  Goldman  will  act  as 
protection  buyer  in  connection  with  the  Transaction.  Simultaneously  with  the  distribution  of  AC1 ,  Goldman 
will  write  protection  on  the  Targeted  Tranches  to  Paulson  Credit  Opportunities  Master  Ltd.  ("Paulson"). 
Goldman  will  receive  an  upfront  premium  from  Paulson  for  distributing  risk  at  or  within  specified  strike 
spreads.  Through  this  arrangement,  Goldman  is  effectively  working  an  order  for  Paulson  to  buy 
protection  on  specific  layers  of  the  AC1  capital  structure  at  or  inside  specific  spread  levels. 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-005974542 

PSI  QFR  GS0385 


Footnote  Exhibits  -  Page  2629 


Several  additional  key  aspects  of  the  AC1  transaction  include: 

■  The  tranches  offered  in  connection  with  AC1  (other  than  the  super  senior  tranche,  which  is  expected 
to  be  executed  privately  through  one  or  more  supersenior  swaps)  are  intended  to  be  distributed 
broadly  to  suitable  investors  through  the  Structured  Products  Syndicate  Desk. 

■  This  will  be  the  first  ABACUS  transaction  in  which  a  portfolio  selection  agent  has  been  appointed. 
There  have  been  three  prior  ABACUS  transactions  that  were  lightly-managed  by  a  third  party,  the  first 
being  ABACUS  2005-CB1.  which  priced  in  November  2005,  the  second  being  ABACUS  2008-NS1 
which  priced  in  July  2006  and  the  third  being  ABACUS  2006-HGS1 ,  which  priced  in  November  2006. 
We  expect  the  strong  brand-name  of  ACA  as  well  as  our  market-leading  position  in  synthetic  CDOs  of 
structured  products  to  result  in  a  successful  offering. 

■  Goldman  is  not  taking  any  warehouse  risk  in  this  transaction.  The  underlying  portfolio  will  not  be 
ramped  in  the  CDS  market  Goldman  is  solely  working  as  agent  and  but  retains  the  option  to 
underwrite  the  risk  as  principal. 

■  As  described  below,  we  project  the  profitability  of  the  transaction  to  be  between  $15  million  and  $20 
million,  depending  on  the  amount  of  CDO  tranches  distributed,  and  the  levels  at  which  those  CDO 
tranches  are  distributed  at 

■  We  do  not  expect  the  transaction  to  result  in  the  creation  of  additional  EITF  02-3  balances,  as  the 
tranches  that  are  distributed  will  be  immediately  be  crossed  to  Paulson,  resulting  in  no  retained 
unobservable  tranches  on  the  closing  date. 

We  are  pursuing  this  transaction  for  the  following  reasons: 

■  Partnering  with  ACA  on  this  Innovative,  franchise-bunding  transaction  will  enhance  our  leadership 
position  in  the  market  for  structured  product  synthetic  CDOs.  We  expect  that  the  role  of  ACA  as 
Portfolio  Selection  Agent  will  broaden  the  investor  base  for  this  and  future  ABACUS  offerings. 

■  As  described  above,  upon  execution  of  the  Distributed  Tranches,  Goldman  win  simultaneously  sell 
protection  on  such  CDO  tranches  of  the  Reference  Portfolio  to  Paulson  for  a  fee,  which  will  depend 
on  the  notional  amount  the  CDO  tranche  executed  and  the  spread  it  was  executed  at  This  format 
therefore  enables  Goldman  to  work  as  agent  on  a  best  efforts  basis,  with  the  ability  to  principal  any 
layer  of  risk  of  the  Transaction. 

■  This  transaction  will  enhance  Goldman's  franchise  as  a  leading  firm  in  the  synthetic  structured 
product  CDO  sector. 

We  expect  to  price  the  Transaction  by  the  end  of  March,  and  close  by  the  end  of  April. 

Given  the  franchise  value  and  innovative  nature  of  this  transaction,  as  well  as  the  potential  to  benefit  the 
overall  structured  products  business,  we  request  the  Committee's  approval  to  execute  the  proposed 
synthetic  CDO. 

II.    Transaction  Overview 

A  Cayman's  special  purpose  vehicle  will  be  established  for  the  sole  purpose  of  issuing  approximately 
$700  miinon  of  Notes  (such  special  purpose  vehicle,  the  "Issuer")- 

The  Issuer  will  enter  into  a  CDS  with  Goldman  to  write  protection  on  the  mezzanine  layers  of  risk  of  the 
Reference  Portfolio.  Under  the  CDS,  the  Issuer  win  write  protection  to  Goldman  covering  cumulative 
losses  between  10.00%  and  45.00%  of  the  notional  amount  of  the  Reference  Portfolio.  The  Issuer's 
obligations  to  Goldman  under  the  CDS  wBI  be  collateralized  by  triple-A  securities  selected  by  Goldman.  In 
return  for  this  credit  protection,  Goldman  will  pay  a  stated  premium  equal  to  the  periodic  administrative 
expenses  of  the  Issuers,  the  spread  over  LIBOR  on  the  outstanding  classes  of  Notes  and  the  portfolio 
selection  fees  accrued  actual/360  and  paid  monthly  on  the  outstanding  classes  of  the  Notes.  The 
structure  is  described  In  more  detail  in  the  Appendix. 

We  Intend  to  separately  purchase  credit  default  swap  protection  from  one  or  more  suitable  counterparties 
approved  by  Credit  on  the  super  senior  45%  to  100%  risk  layer.  The  Desk  has  been  in  discussions  with 
ACA  and  AMBAC  to  transact  on  this  supersenior  tranche  at  a  level  of  approximately  40bps.  The  structure 
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and  margin  terms  of  such  exposure  will  be  reviewed  and  approved  by  Legal  and  Credit  prior  to  execution 

of  such  private  CDS  trades. 

The  expected  issuance  is  summarized  below. 


Tranche 


Notional 

Amount 

($MM) 


Loss  Exposure 


Super  Senior <a>         1,100.00    45.00% -100.00%  NA         Not  Applicable 


ACA  Expected 

Selection        Ratings  Target  Investors  / 

Fees0*    (Moody's/S&P)         Distribution 

ACA,  other  hedge 
funds,  monoBnes 


Class  A1 
Class  A2 
Class  B 
Class  C 
Class  D 


200.00 
180.00 

60.00 
100.00 

60.00 


35.00%  -  45.00% 
21 .00%  -35.00% 
18.00% -21 .00% 
13.00% -18.00% 
10.00%  -13.00% 


First  Loss 


200.00       0.00%  - 10.00% 


0.250% 
0.250% 
0.500% 
0.500% 
1.000% 
NA 


Aaa/AAA 

Aaa/AAA 

Aa2/AA 

Aa3/AA- 

A2/A 

NR/NR 


Syndicated  Tranche 
Syndicated  Tranche 
Syndicated  Tranche 
Syndicated  Tranche 
Syndicated  Tranche 
Not  Offered 


Total 


2,000.00 


"  We  expect  to  buy  protection  on  the  super  senior  tranche  of  the  AC1  transaction  from  one  or  more  suable  counterparties,  sucn 

supeTsentor  trade  would  be  executed  inthe  form  of  a  private  credit  default  swap  transaction. 
*   ACA  will  earn  portfolio  selection  fees  accrued  actual/360  and  paid  monthly  on  the  outstanding  notional  amount  (as  reduced  from 

time-to-tlme  by  amorrJzafion  or  credit  losses)  of  the  Notes  as  set  forth  above. 

We  expect  on  the  closing  date  to  issue  up  to  $700  million  of  Notes  as  summarized  in  the  table  above.  All 
of  the  Notes  will  be  rated  by  both  S&P  and  Moody's. 

We  intend  to  target  suitable  structured,  product  investors  who  have  ^^.^^SJSa^ 
managed  cashflow  CDO  transactions  or  who  have  previously  participated  in  pnor  ABACUS  transacts. 

The  Notes  will  have  a  legal  maturity  of  30  years.  However,  the  expected  average  life  of  the  Notes  will  be 

SSwmI  nd rTJl! ^Goldman  shall  have  the  option  to  terminate  the  CDS  and  cause  one  or  more 

cfaSes  of  Notes  to  be  redeemed  on  any  payment  date  occurring  on  or  after  2  years  following  the  closing 

date. 

The  Reference  Portfolio  has  been  selected  and  mutually  agreed  upon  by  ACA  and  Goldman^Following  is 

a  summary  of  the  Reference  Portfolio  characteristics  expected  to  pertain  as  of  the  pnang  date. 

■  90  equally-sized  Reference  Obligations,  $22.22  million  notional  per  name. 

■  Each  Reference  Obligation  is  a  midprime  or  subprime  RMBS  obligation. 

■  All  of  the  Reference  Obligations  were  issued  after  January  1 ,  2006. 

■  Each  Reference  Obligation  has  an  actual  rating  by  Moody's  of  "Baa2". 

Pursuant  to  a  portfolio  selection  agency  agreement  that  ACA  will  enter  into  on  the  Closing  I Date  with  the 
issuer  ACA  will  select  the  initial  Reference  Portfolio.  Following  the  Closing  Date,  the  Reference  Portfolio 
will  remain  static,  and  no  discretionary  removals,  substitutions  nor  reinvestments  will  be  permitted. 
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III.  ACA1s  role 

ACA  Capital  Management  (the  'Portfolio  Selection  Agent"),  will  be  the  portfolio  selection  agent  for  the 
transaction.  ACA  has  selected  a  Reference  Portfolio  of  90  Baa2  rated  RMBS  obligations  for  the 
Transaction.  ACA  has  approximately  $16  billion  of  assets  in  22  CDOs  under  management.  ACA  currently 
employs  30  full-time  professionals  who  are  dedicated  to  the  CDO  asset  management  business  and  is 
active  in  both  the  cash  and  synthetic  structured  product  markets.  We  expect  to  leverage  ACA's  credibility 
and  franchise  to  help  distribute  this  Transaction. 

The  financial  guarantee  insurance  company  arm  of  ACA  has  also  indicated  its  interest  in  participating  as 
risk  taker  at  the  supersenior  level  of  the  capital  structure.  ACA  has  indicated  that  they  would  have  interest 
in  writing  protection  on  the  45%  -  100%  supersenior  tranche  of  the  Reference  Portfolio  at  a  spread  of 
approximately  40bps.  This  level  does  not  include  intermediation  costs  that  will  be  incurred  in  order  to  be 
able  to  hedge  the  ACA  counterparty  risk.  We  expect  the  cost  of  such  intermediation  to  be  10bps  p.a.  The 
Desk  is  still  working  on  identifying  counterparties  that  will  be  able  to  take  ACA's  counterparty  risk. 

IV.  Paulson's  role 

Paulson  is  a  large  macro  hedge  fund  that  has  taken  directional  views  on  the  subprime  RMBS  market  for 
the  past  few  months.  In  2006  the  Desk  worked  an  order  for  Paulson  to  buy  protection  on  a  supersenior 
tranche  off  a  portfolio  similar  to  the  Reference  Portfolio  selected  by  ACA.  and  the  AC1  Transaction  is 
another  mean  for  Paulson  to  accomplish  their  trading  objective:  buying  protection  in  tranched  format  on 
the  subprime  RMBS  market 

The  Desk  expects  to  enter  over  the  next  few  days  into  a  letter  agreement  with  Paulson.  Under  such 
agreement,  Goldman  will  work  an  order  for  Paulson  to  buy  protection  on  specific  layers  of  the  AC1  capital 
structure  (such  layers,  the  'Targeted  Tranches")  at  or  inside  specific  spread  levels  (the  "Strike  Spreads'). 
If  Goldman  succeeds  in  placing  a  given  Targeted  Tranche  inside  the  related  Strike  Spread,  Goldman  will 
receive  from  Paulson  a  fee  on  the  notional  amount  of  such  Targeted  Tranche  distributed.  Such  fee  will 
have  a  floor  component  (the  "Minimum  Fee  Rate")  and  an  upside  sharing  component,  under  which 
Goldman  will  share  with  Paulson  any  execution  delivered  at  levels  tighter  than  the  Strike  Spreads. 
Using  reasonable  pricing  assumptions  for  the  super  senior  and  the  mezzanine  layers  of  risk  as  disclosed 
below,  in  conjunction  with  the  Strike  Spreads  that  we  expect  to  negotiate  with  Paulson,  we  project  the  all- 
in  profit  for  this  transaction  to  be  between  S15mm  and  $20mm. 

Expected  Expected 

Ratings       Strike  Spread  Pricing  Spread 
Tranche       (Moody's/S&P)       (%p.a.)  (%  p.a.) 


Super  Senior (a) 

Not  Applicable 

0.95% 

0.50% 

Class  A1 

Aaa/AAA 

L+1.25% 

L+1.00% 

Class  A2 

Aaa/AAA 

L+1.50% 

L+1.25% 

Class  B 

Aa2/AA 

L+2.40% 

L+1.75% 

Class  C 

Aa3/AA- 

L+2.90% 

L+2.50% 

Class  D 

A2/A 

L+5.75% 

L+5.00% 

First  Loss 

NR/NR 

NA 

NA 

V.    Accounting  Treatment 


With  respect  to  Goldman's  accounting  treatment.  AC1  has  been  reviewed  and  approved  by  Mary  Marr  in 
Accounting  PoRcy,  and  the  transaction  contains  the  same  structural  provisions  which  were  approved  by 
Accounting  Policy  for  the  prior  ABACUS  transactions.  In  particular,  given  that  the  junior-most  class  of 
notes  In"  each  "traresaction  is  exposedto  the  substantial-majority  of  expected  losses  in  the  structure  and  - 
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the  expectation  that  Goldman  will  not  purchase  any  of  the  junior-most  dass  of  notes.  Accounting  Policy  is 
comfortable  that  Goldman  would  not  be  required  to  consolidate  the  transaction.  Similar  to  the  prior 
ABACUS  transactions,  AC1  uses  the  so-called  Beneficial  Interest  Exchange  ("BIE")  Option  structure 
approved  by  Accounting  Policy  which  permits  Goldman  to  sell  the  initial  triple-A  collateral  to  the  Issuer  at 
fair  market  value  without  requiring  Goldman  to  consolidate  the  transaction.  The  BIE  Option  allows 
noteholders  to  substitute  the  triple-A  collateral  securities  held  by  the  Issuer  with  other  eligible  securities  of 
their  choosing,  subject  to  approval  of  Goldman  (such  approval  not  to  be  unreasonably  withheld). 

Mary  Marr  in  Accounting  Policy  has  reviewed  and  approved  this  aspect  of  the  transaction  with  respect  to 
regulatory  and  accounting  considerations.  To  the  extent  Goldman  was  to  purchase  Notes  on  the  Closing 
Date,  further  review  might  be  required  to  confirm  the  FIN  46  and  FAS  140  analysis  of  this  transaction.  Tim 
Saunders  has  received  this  memo  and  will  sign  off  on  the  legal  considerations  prior  to  pricing. 

P&L  recognition  and  valuation  adjustments  for  ABACUS  transactions  will  follow  the  valuation  adjustment 
policy  as  approved  by  Brian  Lee  and  Rob  Leventhal  in  Controllers.  As  noted  above,  we  expect  to  have  full 
capital  structure  price  observability  on  the  pricing  date. 

The  CDS  transaction  will  be  marked  to  market,  and  P&L  will  be  recognized  reflecting  observable  spread 
movements  on  the  reference  obligations.  For  example,  a  general  widening  of  spreads,  holding  Implied 
correlation  constant,  would  result  in  the  recognition  of  a  gain  on  the  transaction,  and  conversely  a  general 
tightening  of  spreads  would  result  In  the  recognition  of  a  loss.  Spreads  on  the  reference  obligations  will  be 
marked  to  market  by  the  secondary  traders  responsible  for  cash  and  synthetic  trading  of  such  secunties, 
and  will  be  subject  to  price  verification  by  Controllers.  However,  so  long  as  Goldman's  offsetting  credit 
default  swap  trades  with  Paulson  remain  outstanding,  Goldman  should  remain  mark  to  market  neutral 
following  any  such  spread  movements. 

VI.  Model  and  Booking  Policy 

There  is  not  yet  an  Industry  standard  model  for  ABACUS  type  transactions.  FICC  Strategies  have 
developed  and  Derivatives  Analysis  has  approved  a  pricing  model  and  tradable  infrastructure  sP^c^Y 
for  the  ABACUS  CDS  transactions  which  are  in  compliance  with  Firm  policy.  The  model  reflects  the 
economic  and  legal  structure  of  the  reference  obligations,  the  specialized  credit  events  and  settlement 
mechanisms  applicable  to  the  ABACUS  CDS  transactions,  and  a  correlation  framework  for  the  structured 
product  portfolios  referenced  in  the  ABACUS  CDS  transactions.  This  ABACUS  CDS  model  is  fully 
consistent  with  the  pricing  model  and  infrastructure  which  has  already  been  put  in  place  for  single-name 
credit  default  swaps  on  structured  products.  No  model  waiver  will  be  required  for  this  transaction. 
As  with  the  prior  ABACUS  transactions,  the  issuance  of  Notes  will  require  the  relevant  Goldman  affiliates 
to  enter  into  a  new  basis  swap  and  a  new  collateral  security  put.  These  aspects  of  the  ABACUS  structure 
are  described  in  more  detail  in  the  Appendix.  FICC  Strategies  has  recently  developed  a  pricing  model  for 
the  basis  swap  and  the  put  options  for  ABACUS  trades.  This  model  has  been  blessed  by  FICC  Strategies, 
approved  by  Derivatives  Analysis  and  affirmed  by  Model  Control. 

VII.  Strengths  /  Issues  to  Consider 

Strengths 

■  Franchise-  This  transaction  is  a  new  and  innovative  transaction  for  Goldman  Sachs  and  the  CDO 
market'  it  is  the  first  ABACUS  transaction  using  a  Portfolio  Selection  Agent,  using  an  attractively 
structured  reference  portfolio  of  Baa2  midprime  and  subprime  RMBS  obligations  that  will  be 
appealing  to  investors,  in  a  challenging  market  environment.  This  transaction  addresses  the 
objectives  of  multiple  clients  of  the  firm:  It  helps  ACA  increase  their  assets  under  management  and 
their  fee  income;  it  enables  Paulson  to  execute  a  macro  hedge  on  the  RMBS  market;  it  offers  to  CDO 
investors  an  attractive  product  relative  to  other  structured  credit  products  available  in  the  market.  Our 
ability  to  structure  and  execute  complicated  transactions  to  meet  multiple  client's  needs  and 
objectives  is  key  for  our  franchise. 

■  Attractive  Risk/Return  Profile:  Goldman  is  not  taking  any  warehouse  risk  in  this  transaction.  No 
underlying  risk  Is  ramped  before  the  execution  of  AC1,  and  Goldman's  profits  come  directly  from  the 
purchase  of  credit  protection  on  tranches  of  an  RMBS  portfolio  (selected  by  ACA)  from  the  CDO 

-      -  -  -market-and  simultaneous  re-offering  of-sueh  protection- under  the  same- terms  for-a-pre-negotiated- 
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■ 


premium  that  win  be  payable  by  Paulson.    Goldman  is  therefore  acting  as  agent,  but  retains  the 
option  to  principal  this  AC1  transaction. 

■  Establish  Leadership  in  Growing  Market  Segment  Executing  this  transaction  and  others  like  it 
helps  position  Goldman  to  compete  more  aggressively  in  the  growing  market  for  synthetics  written  on 
structured  products. 

■  Profit  Assuming  distribution  in.  full  of  the  super  senior  through  "A2/A"  tranches  this  transaction  is 
expected  to  generate,  after  fees  and  expenses,  between  $15  and  $20  million  in  P&L. 

Issues  to  Consider 

■  Potential  Conflicts  of  Interest  Although  the  reference  portfolio  has  been  selected  by  AC1  as 
portfolio  selection  agent,  as  in  all  the  ABACUS  transactions  Goldman  is  acting  as  principal  as  a 
protection  buyer  in  these  transactions  (as  well  as  taking  other  principal  roles  summarized  in  the 
Appendix).  The  transaction  disclosure  notes  the  various  capacities  in  which  Goldman  entities  act  as 
counterparty  to  the  transactions  and  the  risk  factors  section  notes  the  potential  for  conflicts  of  interest. 
As  with  prior  ABACUS  transactions,  we  receive  advice  of  outside  counsel  (McKee  Nelson)  regarding 
disclosure  in  ABACUS  securities  offerings  and  all  such  disclosure  will  be  reviewed  and  approved  by 
Tim  Saunders  in  Legal. 

Expense  and  Protection  Cost  The  AC1  transaction  will  entail  non-refundable  upfront  expenses 
which  are  expected  to  be  paid  from  an  upfront  expense  payment  made  by  Paulson  to  Goldman 
pursuant  to  the  letter  agreement  expected  to  be  entered  into  between  Goldman  and  Paulson  as  well 
as  ongoing  protection  costs  (inclusive  of  portfolio  selection  fees  paid  to  ACA)  that  will  match  the 
ongoing  protection  costs  payable  by  Paulson  to  Goldman  under  our  credit  default  swaps  with 
Paulson. 

Distribution  Cannibalization:  This  transaction  will  be  appealing  to  the  same  type  of  investors  who 
traditionally  purchase  mezzanine  ABS  CDOs.  The  firm  is  currently  prioritizing  the  sale  of  ABS  CDOs 
for  which  the  risk  has  already  been  aggregated  vs.  CDOs  that  have  not  been  ramped.  For  this 
reason  the  AC1  transaction  is  only  being  showed  to  accounts  that  have  already  declined  to 
participate  in  other  ABS  CDO  transactions  where  Goldman  has  taken  warehouse  risk. 
Contingent  Market  Value  Risk  on  Collateral  Securities:  Similar  to  the  prior  ABACUS  transactions, 
in  the  event  that  some  or  all  of  the  collateral  securities  need  to  be  liquidated  to  fund  protection 
payments  to  Goldman  under  the  credit  default  swap,  or  to  fund  certain  other  principal  payments  on 
the  notes.  Goldman  will  be  exposed  to  the  risk  that  such  collateral  securities  have  a  market  value  less 
than  par  at  the  time  of  liquidation.  This  risk  is  mitigated  somewhat  by  the  facts  that  (1)  the  collateral 
securities  will  be  trlple-A  floating  rate  structured  securities  selected  by  Goldman,  (2)  Goldman  may 
select  the  particular  securities  to  be  liquidated  and  thus  may  select  the  securities  expected  to  trade  at 
or  above  par  at  such  time  and  (3)  only  a  relatively  small  amount  of  securities  are  expected  to  be 
liquidated  at  any  given  time.  The  exception  to  this  third  point  is  the  case  of  optional  redemption,  which 
is  entirely  at  Goldman's  discretion. 

Accounting:  We  do  not  expect  any  consolidation  issues  with  respect  to  this  transaction.  P&L 
recognition,  valuation  adjustment  policies  and  infrastructure/control  enhancements  are  continuing 
subjects  of  discussion  with  Brian  Lee  and  Rob  Leventhal  in  Controllers. 
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VIII.    Appendix:  Structural  Summary 

The  Issuer  win  enter  into  a  CDS  with  GSCM  (as  protection  buyer),  as  well  as  several  other  hedging 
transactions  with  other  Goldman  entities  as  described  below.  Under  the  CDS,  the  Issuer  will  be  obligated 
to  pay  GSCM  for  credit  losses  experienced  on  the  Reference  Portfolio  to  the  extent  a  relevant  tranche  is 
.  impacted  by  such  losses  and  the  Issuer  has  sold  protection  to  Goldman  under  the  CDS  on  such  tranche. 
In  exchange  for  the  protection  payments,  GSCM  will  be  obligated  to  pay  a  stated  running  premium  to  the 
Issuer,  which  shall  be  used  to  make  Interest  payments  under  the  notes. 

No  Goldman  entity  shall  be  required  to  own  or  be  otherwise  exposed  to  any  of  the  reference  obligations 
as  a  condition  for  payment  under  the  CDS. 

The  CDS  will  be  cash  settled  immediately  upon  satisfaction  of  conditions  to  settlement  after  a  credit 
event.  All  credit  events  and  related  settlement  mechanics  are  consistent  with  the  current  form  of  the 
Standard  Terms  Supplement  for  a  Credit  Derivative  Transaction  on  a  Mortgage-  Backed  Security  with 
Pay-As- You-Go  or  Physical  Settlement  (Form  I)  (Dealer  Form)  and  Form  of  Confirmation. 

The  Notes  will  be  collateralized  by  relatively  liquid  triple-A  structured  product  securities  (none  of  which 
shall  be  issued  by  the  same  Issuer  as  any  reference  obligation).  GSCM  (as  protection  buyer)  will  have  the 
right  to  select  the  collateral  securities,  subject  however  to  several  constraints  specified  in  the  Offering 
Circular.  Note  that  selection  of  high-quality  collateral  is  generally  in  Goldman's  interest  and  that  in  this 
respect  our  incentives  are  largely  aligned  with  that  of  Noteholders.  The  collateral  securities  will  be 
reviewed  by  Credit  prior  to  closing. 

GSMMDP  will  enler  into  a  basis  swap  with  the  Issuer,  under  which  the  accrued  interest  payments  on  the 
collateral  securities  (which  bear  interest  at  rates  indexed  to  LIBOR)  will  be  paid  to  GSMMDP  and 
GSMMDP  shall  pay  the  related  Issuer  LIBOR  flat.  Noteholders  will  bear  the  credit  risk  of  collateral 
security  non-payment,  as  failure  of  the  Issuer  to  pay  the  accrued  coupons  on  the  collateral  securities  to 
GSMMDP  will  be  an  event  of  default  under  the  notes,  and  GSMMDP  will  not  be  required  to  continue 
payments  under  the  basis  swap.  Amounts  owed  to  GSMMDP  under  the  basis  swap  will  be  senior  to 
payments  due  under  the  notes.  The  combination  of  the  LIBOR  index  payments  by  GSMMDP  and  the 
CDS  premium  by  GSCM  will  always  equal  the  sum  of  ongoing  expenses  of  the  Issuer  and  interest 
payments  under  the  Notes. 

The  rating  agencies  require  that  noteholders  be  protected  against  market  value  declines  in  the  collateral 
securities,  in  the  event  that  collateral  must  be  liquidated  to  fund  (1)  cash  settlements  to  GSCM,  (2) 
amortization  of  the  Notes  (other  than  a  mandatory  early  redemption),  or  (3)  an  optional  redemption  of  the 
Notes  if  GSCM  exercises  its  termination  option  under  the  CDS. 

Goldman,  Sachs  &  Co.  (as  collateral  disposal  agent)  will  select  which  collateral  securities  are  to  be 

liquidated  in  each  case  above,  and  will  be  responsible  for  determining  in  good  faith  the  strategy  (in  its 

commercially  reasonable  discretion)  likely  to  achieve  the  highest  proceeds  for  the  collateral  securities  to 

be  liquidated. 

In  the  first  circumstance  (cash  settlements  under  the  CDS),  Goldman  will  bear  the  risk  that  the  collateral 

has  declined  in  value.  When  a  loss  amount  is  determined,  a  commensurate  face  amount  of  collateral  will 

be  liquidated,  and  GSCM  under  the  CDS  will  only  be  entitled  to  receive  such  proceeds  received  on  such 

liquidation. 

With  respect  to  the  other  two  circumstances,  GSI  (as  put  provider)  shall  be  required  to  buy  the  collateral 

securities  to  be  liquidated  at  par,  if  GS&Co.  (as  collateral  disposal  agent)  is  unable  to  obtain  a  price  in  the 

market  of  at  least  par. 

In  the  case  of  optional  termination,  the  put  is  not  really  a  risk  to  Goldman,  since  our  decision  to  terminate 

the  transaction  will  by  definition  include  both  the  value  of  the  CDS  termination  and  the  value  of  the 

collateral  securities.  We  view  the  put  more  as  a  modest  reduction  in  the  value  of  our  option  to  terminate 

the  CDS. 

We  believe  the  put  risk  arising  from  amortization  of  the  notes  (other  than  in  connection  with  Goldman 
terminating  the  CDS)  is  small  for  the  following  reasons: 

■    The  notes  cannot  begin  to  amortize  until  after  the  super  senior  notional  has  been  reduced  to  zero.  We 
do  not  expect  any  of  the  Notes  to  receive  any  principal  payments  for at  jeaa  4^_y^are_urger_base-_ 
caseprepaymeriT  assumptions. 
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■  The  amount  of  collateral  required  to  be  liquidated  in  any  month  is  purely  a  function  of  reference 
portfolio  amortizations  in  that  month,  which  is  likely  to  be  small  in  relation  to  the  principal  balance  of 
the  notes  and  should  be  smoothly  distributed  over  time. 

■  Goldman  (as  protection  buyer)  has  the  right  to  direct  reinvestment  of  any  principal  on  collateral 
securities.  The  initial  collateral  securfties  are  expected  to  have  approximately  a  2-  to  3-year  weighted 
average  life.  In  the  future,  prior  to  any  amortization  of  the  notes  occurring,  we  could  direct  the  trustee 
to  keep  a  suitable  portion  of  the  collateral  invested  in  cash,  incurring  more  negative  carry  on  our 
protection  in  exchange  for  negligible  put  risk. 

The  spread  on  the  initial  collateral  securities  is  expected  to  be  approximately  7-10  bps  over  LIBOR.  It  is 
the  put  to  Goldman  which  enables  us  to  select  high-quality  collateral  and  earn  this  positive  spread  over 
LIBOR  in  the  ABACUS  structure.  For  these  reasons  outlined  above,  we  believe  that  this  positive  carry 
generated  by  the  put  feature  creates  significant  value  for  the  synthetic  transaction  and  more  than 
adequately  compensates  for  the  put  risk. 

Lastly,  as  noted  above,  in  a  mandatory  early  redemption  of  the  Notes  (arising  from  an  adverse  tax  event 
or  from  a  default  of  one  or  more  Goldman  entities  that  are  parties  to  the  transaction),  the  put  would  not  be 
exercisable  against  Goldman,  exposing  noteholders  to  the  market  value  of  the  collateral. 

The  transaction  structure  is  depicted  in  the  schematic  below. 
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Derivative  Trades  versus  AIQ 

January  2006  •  December  2008 

Releience  Obligation 

CUSIP 

External  Trade  ID 

-    TtadeDate 

Wotional 

BACM  2004-6  AJ 

05947UC22 

SOB201 2886109 

4/21/2UJD 

44,3UU,UUU 

BACM  2005-1  AJ 

0S947UDS4 

SDB201 2888111 

4/21/2006 

44.500.000 

BACM  2005-4  AJ 

05947UX60 

SDB201 28861 13 

4/21/2006 

44,500,000 

BACM  2005-5  AJ 

05947UZT4 

SOB2012886117 

4/21/2006 

44500,000 

BACM  2006-1  AJ 

05947U7N2 

SD8201 28861 19 

4/21/2006 

44500.000 

BSCMS  2005PW10AJ 

.  073B7BEE9 

SDB201 2886121 

4/21/2006 

44,500.000 

BSCMS  2005-PWRS  AJ 

07387BAL7 

SDB201 2886123 

4/21/2006 

44,500,000 

CD2O05-CD1AJ 

12513EAK0 

SDB201 2888125 

4/21  aoos 

44.500.000 

CO2006-CD2AJ 

12S13XAH5 

S08201 28861 27 

4/21/2006 

44.500.000 

CGCMT2005-C3AJ 

173067HB8 

SD82012886131 

4121/2006 

44,500,000 

CSFB2005-C5AJ 

225470AS2 

SDB201 28861 33 

4/21/2006 

44,500,000 

CSFB2005-C6AJ 

225470NN9 

SD8201 2888135 

4/21/2006 

44500.000 

GECMC  20QSC4  AJ 

36828QQH2 

SDB201 28881 37 

401/2006 

44500.000 

GMACC  20DB-C1  AJ 

381849R46 

SOB201 2888139 

4(21/2006 

44500,000 

GSMS  2005-GG4  AJ 

3S226CVXB 

SDB201 2886141 

4/21/2006 

44,500.000 

JPMCC  2005-IDP3  AJ 

46625YSM8 

SOB201 28881 45 

4/21/2006 

44500,000 

JPMCC  2005-LDP5  AJ 

4SS25YXV0 

SDB2012888147 

4(21/2006 

44,500,000 

MLMT2005-MCP1AJ 

59022HHM7 

SDB2012888149 

4/21/2006 

44500,000 

WBCMT  20D5-C17AJ 

B2976SC43 

SDB20128BB151 

4/21/2008 

44500,000 

WBCMT  2005-C22  AJ 

92976BBR2 

SOB201 2886153 

4/21/2006 

44500,000 

WBCMT  2005-C23  AJ 

92976BDX7 

SDB201 28861 55 

4/21/2006 

44500,000 

BSCMS2004-T1BA8 

07383FU71 

SDB201 2888159 

4/21/2008 

44,500.000 

CSFB2005-C4A5 

22545BS68 

SDB201 2886163 

4/21/2006 

44.500,000 

CSMC  2006-Ct  A4 

225470F73 

SDB2012886165 

4/21/2003 

44,500,000 

LBUBS2004-C6AS 

52108HK76 

S0B201 2886201 

4/2 1/2006 

44500,000 

MSC2005-HQ7A4 

617451CL1 

SDB201 2886211 

4/21/2006 

44,500,000 

WBCMT  2004-C14A4 

928766UK7 

SDB201 2886216 

4/21/2006 

44,500,000 

WBCMT  2005-C21  A4 

9297667G2 

SO8201 2886220 

4/21/2006 

44,500.000 

BACM  2004-6  A5 

05947UB72 

SDB2012987809A 

7/12/2006 

12500.000 

BACM  2005-1  A5 

05947UO39 

SDB2012987858A 

7/12/2006 

12,500,000 

BACM  2005-4  ASA 

05947UX37 

SDB201 298791 6A 

7/12/2006 

12,500,000 

BACM  2005-5  A4 

05947U2R8 

SDB2012987934A 

7/12/2006 

12,500,000 

BACM  200S- 1  A4 

05947U7L6 

SOB2012S87938A 

7/12/2006 

12,500,000 

BSCMS2004-T16A6 

07383FU71 

SDB2012987940A 

7/12/200B 

12,500,000 

BSCMS  2005-PW1Q  A4 

07387BEB5 

SOB20129S7943A 

7/12/2006 

12500,000 

BSCMS  2005-PWR9  A4A 

07387BAH6 

SDB2012987947A 

7/12/2006 

12500,000 

CO2005-CD1  A4 

12513EAG9 

SOB2012987B52A 

7/12/2006 

12,500,000 

CGCMT2005C3A4 

173O67GT0 

SDB20129879S4A 

7/12/2006 

12,500,000 

COMM  2035-LP5  A4 

20047PAE7 

SOB2012987959A 

7/12/2006 

42,500,000 

COMM2005-LP5AJ 

20047PAH0 

SDS2012887B62A 

7/12/2008 

15,000,000 

CSFB2005-C4A5 

2254S8S66 

SDB201 2987971 A 

7/12/2006 

13.000,000 

CSFB2O05-C5A4 

22S470AP8 

SDB2012987973A 

7/12/2006 

12,500,000 

CSFB  2005-C6  A4 

225470NK5 

SOB2012988039A 

7(12/2006 

12500,000 

CSMC2006-C1  A4 

225470F73 

SDB2012988040A 

7/12/2006 

12,500,000 

GCCFC  2O0S-GG3  A4 

386789JU4 

STJB2012988042A 

7/12/2006 

42 ,5O6,O00 

GCCFC200SGG3AJ 

398789JWD 

SD82012988043A 

7/12/2006 

15,000,000 

GECMC  20Q5-C1  A5 

36B28QKR6 

SDB2012988045A 

7/12/2006 

425OO.OOO 

GECMC  2005-C1  AJ 

36828QKT2 

SDB2O1298804SA 

7/12/2006 

15,000,000 

GECMC  2005-C2  A4 

36828QMC7 

SOB201 2988047A 

7/12/2006 

48500.000 

GECMC  2Q05-C2AJ 

36828QME3 

SOB2012988048A 

7/12/2006 

11,000,000 

GECMC  2005-C3A7A 

36S28QPW0 

SDB2012988050A 

7/12/200B 

42500.000 

GECMC  2005-C3AJ 

36828QNZ5 

SDB201298B052A 

7/12/2006 

15,000,000 

GECMC  2005-C4  A4 

36828QQE8 

SDB20129880S3A 

7/12/2006 

12500,000 

GMACC  20DB-C1  A4 

361S49Q98 

SDB2012988054A 

7/12/2006 

12500,000 

GSMS  2005-GG4  A4A 

36226CVU4 

SDB20129B8055A 

7/12/2006 

12,500,000 

JPMCC  200S-LDP2  A4 

46625YNC3 

SD8201298805SA 

7/12/2008 

42500,000 

JPMCC  2005-LDP2  AJ 

46G25YNFS 

SOB2012988057A 

7/12/2006 

15,000,000 

JPMCC  2005-LDP3  A4A 

46S2SYSG9 

SDB2012988058A 

7/12/2006 

12500,000 

JPMCC  2005-U3P5  A4 

46625YXP3 

SDB2012988059A 

7/12/2006 

12500,000 

L8UBS2C04-C6A6 

S2106HK7B 

SOB2012988060A 

7/12/2006 

12500,000 

LBUBS  2005-C1  A4 

52108H2U7 

SD32012988061A 

7/12/2006 

42500,000 

LBUBS  2005-C1  AJ 

52108H2W3 

SOB2012988C62A 

7/12/2008 

15,000,000   ' 

MSC2005-HQ7A4 

617451CU 

SDB2012988071A 

7/12/2006 

13,000,000 

WBCMT  200*014  A4 

929766UX7 

SOB2012988074A 

7/12/2006 

12500,000 

WBCMT  20O5-C17  A4 

92S76SC35 

SO32012988077A 

7/12/2006 

12,500,000 

WBCMT  200SC21A4 

9297667G2 

SDB2012988084A 

7/12/2006 

15500,000 

WBCMT  200S-C22  A4 

8297SBBN1 

SOB2012988088A 

7/12/2006 

12500,000 

WBCMT  20D6-C23  A4 

92976BDT6 

SD82012988092A 

7/12/2006 

12300,000 

MLMT203SMCP1A4 
CU2UUB-UMA4 
|CMBS  Total 

59Q22HHJ4          SDB201 29881 67A 
t2513W\£2 seB2et298B168A 

7/12/2008 
7H2/2096- 

12,500,000 

«5oefloo- 

2,002,500,000  | 
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Derivative  Trade*  vereus  AJG 
January  2006  -  December  2008 


Reference  Obligation  ' 


MKP3AA1 

G6177YAA0 

DUXEF  2004-7A  1A2 

2B4403AJ5 

DUXEF  2004-7A  1A2V 

264403AK2 

GLCR2004-2AA1NV 

37E3SVA68 

GLCR2004-2AA1V 

37B38VAA1 

RESF2004-1AA1NV 

76112CAB4 

RESF2C04-1AAW 

76112CAA6 

MRCY2004-1AA1NV 

58336RAB3 

MRCY  2004-1 A  A1VA 

5S936RAA5 

DUNHL  2004-1 A  A1NV 

26545QAQ2 

DUNHL  2004-1 A  A1VA 

26545QAA7 

RIVER  2005-1  AAV 

768277AA3 

HUNTN20O5-1AA1A 

44S279AA9 

HUNTN  2005-1 A  A1B 

44S279AC5 

ORCHD2005-2AA1 

68S71UAA7 

SCF7AA1AN 

63743YAS2 

SCF7AA1B 

83743YAB3 

MDO  ABACUS04-1  S  Q2L9  00  K3J  1 

muB 

MDO  ABACUS04-2  S  9HYC  00  K3J  1 

muW 

SATV  2005-1 A  A1 

60410RAA4 

COOL2005-1A 

216444AA7 

ICM2005-2AA1A 

46426RAA7 

CM2005-2AA1B 

4S426RAB5 

MDO  ABACUS05-3  S  8SQZ  00  4LX  0 

mulfi 

JFTR2005-3AA1NV 

4B206AAG3 

JPTR2005-3AA1VA 

4820SAAA6 

IEXN2005-1AA1AN 

52902TAC0 

LEXN  2005-1 A  A1B 

52S02TAE6 

ORPT2005-1AA1V 

68618MAJ0 

ORPT  2005-1A  A1VB 

6861SMAQ4 

ORPT20C5-1AA1VF 

66619MALS 

MDO  ABACUS05-2  S  C7FF  00  322  0 

muffi 

ALT52005-2AA1 

02149WAA5 

MDO  ABACUSOS-C  S  SEMJ  00  H34  0 

muW 

BROD2005-1AA1NA 

112021AB8 

BROD  2005-1 A  A1B1 

112021AC4 

BROD  2005-1 A  A1V 

112021 AA8 

SHERW2005-2AA1 

B2437XAA6 

KLROS200B-2AA1NV 

4S858BAC6 

KLROS200B-2AA1V 

498588AA0 

SCF8AA1NV 

B3743LAC5 

SCF8AA1AV 

B3743LAA9 

TDS  FORTS1  A1JDE5  00  ATU  0 

mum 

MDOHOUTBO61CTGSL4  00R220 

muB 

WESTC2006-1AA1A 

B52186AA2 

WESTC  2006-1 A  A1B 

952186AB0 

MDO  ABACUS06W  S  TUQ4  01  634  0 

mutt 

TR1AX  2006-2A  A1B1 

B96003AB5 

TFaAX2006-2AA1B2 

'  89600SAC3 

Dominican  Republic 

AP07787XX 

MDOABAC07-18S2BRB01  6340 

mulli 

ROMFINA3 

XS0161620S 

ORKN  2005-1 

686335AA8 

INDE5SAA1 

45343PAA3 

rjUKEF200B-5A1A1 

2S4402AK4 

External  Trade  ID  - 


NUUQ4D3JD3OB0O00A0  4/7/2004 

NUUQ407410080000BO  8/12O004 

NUUQ4075U08700000D  8/12O004 

NUUO.409HR0O80O0000  10/120004 

NUUQ40SM008000000  10/12/2004 

NUUQ403HS008000COO  10/26/2004 

NUUQ4091P00800D0OO  10/26/2004 

NUUCM102N008000000  11/30004 

NUUQ4102Q0OB0OOO0O  11/30004 

NUUQ4123N0OB0O  12/160004 

NUUQ4123O008C00000  12/16/2004 

NUUQ4125H008000000  1/19O005 

NUUQ5O30KO08OO  3090005 

NUUQS030LOOB0OOO00  3O8O005 

NUUQ5035B008DOOOnO    .  4/19O005 

NUUO5O4GDO0B0000O0  5OSO005 

NUUQ504GE00800  3292005 

NUUQ5O5GJ003O0006OD  6/8/2005 

NUUQ505GI0030000BOO  6/8O00S 

NUUQ5O5SCO08OO0O00  6/9O005 

NUUQ506BO04200C0AD0  7/22/2005 

BUUQ5060J008000000  7/27/2005 

BUUQ5060K008000000  7/27/2005 

NUUQ5074F0030000000  7080005 

NUUQS07BS00800  8/10O005 

NUUQ507CD008000000  8(100005 

NUUQ5091U00SOOO00O  1QO5O005 

NUUQ509W008000000  10/25/2005 

NUUQ510DL008000000  10050005 

NUUQ510DN00800  10050006 

NUUQ510DP00800  10050005 

NUUQ51O2A003O000B00  10/280005 

NUUQ510L300800  11/100005 

BUUQ511030030000BOO  12/7/20O5 

BUUQ5111500800  12/13O005 

BUUQ511 16008000000  12/130006 

BUUQS11 19008000000  12/130005 

BUUQ511 1400800  12/150005 

BUUQ5120U00800  1/10O0D6 

NUUQ512BM008000000  1/100006 

NUUQ6013A008000000  1050006 

NUUQ6014M008000000  1050006 

SDB201 293041 2  3/8O00B 

NUUQ60559Q240000000  5/19O006 

SDB503565139  7060006 

SOB5035S5518  7060006 

NUJQ6090V0030000AOO  9/12O006 

SDB504492863/SOB504676635  12/140006 

SDB504493409/SDB504678606  12/140006 

SDB505280114  3/16O007 

S0B981652352A  3020007 

£    NEEQ3040500900  5/11O007 

NUUO5O22A00700  7/11O007 

NUUQ402B1008000000  4040008 

NUUQ308FT00800 6/3O008 


ICDO  Total 


140.000.000  * 
129550.000  * 
100.000  * 
324,800.000  ' 
100,000  ' 
374.800.000  ■' 
100.000  ' 
299.800,000  * 
100,000  * 
327.000.000  * 
250.000  * 
149,750,000  * 
406.500.000  ' 
250.000  * 
113.750,000  ' 
773500.000  * 
250.000  ' 
1,760,000.000 
730,000,000 
267.750.000  * 
274,700.000  ' 
213,750,000  * 
50.000,000  ' 
1,200.000.000 
1,299.500,000   * 
250,000   ' 
199500,000  * 
250.000  ' 
250,000  * 
649.750,000  ' 
647.250,000  • 
1,000,030,000 
1,277,900,000  * 
480,000.000 
354,500.000  • 
485.000.000  * 
250.000  ' 
322.250.000  ■ 
869500.000  ' 
250,000  • 
344500,000  * 
250.000   ' 
390,000.000  * 
825.000.000  ' 
1,187,950.000  • 
1,187,850,000  * 

329,000,000 

1,499.850,000  - 

1.499.850.000  * 

6500.000 

470.000,000 

234.839.910 

600.000,000 

200,000.000 

175.000,000 

24.074j89.9io1 


-  77*  Ira*  was  parti**  temfcata*  h  2008  es  part  rf  0*>  Mater,  law  W  uansaOm  SOW  crignalmtionaliemidnd  open. 


Confidential  Treatment  Requested  by  Goldman  Sachs 


GS  FCIC  000000544 

PSI  QFR  GS0395 


Supplemental  Response  Received  From  Footnote  Exhibits  -  Page  2639 

Goldman  Sachs 


Confidential  Treatment  Requested  by  Goldman  Sachs 

LB  5:  Does  Goldman  consider  a  "desk"  to  be  the  same  as  a  "business  unit?"  If  not, 
what  desk  and  business  unit  is  responsible  for  each  trade? 

In  response  to  the  Staffs  follow-up  question,  Goldman  Sachs  encloses  a 
spreadsheet  (bearing  production  number  GS  MBS  0000087061)  providing  information  on  the 
desks  responsible  for  the  trades  identified  in  GS  MBS  0000035877.  Goldman  Sachs  does  not 
consider  "desks"  and  "business  units"  to  be  the  same;  there  may  be  a  number  of  desks  (e.g., 
Structured  Products  Trading)  within  a  business  group  (e.g.,  Mortgages). 


r-     fa    «  i  t     _    .  GS  MBS  0000087065 

Confidential  Treatment 

Requested  by  Goldman  Sachs 

PSI  QFR  GS0396 


Confidential  Treatment 
Derivative  Tradaa 
January  2006 


CSMSS  0000087061 


Requested  by  Goldman  Sacto 
AIQ 
2008 


Supplemental  Response  Received  From 
Goldman  Sachs 
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Reference  Obllnailon 


GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSCM 

GSIL 


BACM  20044  AJ 
BACM  3005-1 AJ 
BACM  20034  AJ 
BACM  2005-5  AJ 
BACM  2006-1  AJ 
BSCMS  2004.T18A& 
BSCMS  200S-PW1QAJ 
BSCMS  2005-PWP.I 
C0200»*D1AJ 
CD2006-CD2AJ 
CGCMT  200S-C3  A 
CSFB  2005*4  A3 
CSFB200S-C5AJ 
CSFB200S-C8AJ 
CSMC  2008*1  M 
GECMC2005-C4A 
GMACC200S-C1  A 
GSMS20OS-OO4A 
JPMCC  2005-IOP3 
JPMCC  2D034.0PS 
LBUBS  2004*8  A6 
MLMT  200S-MCP1 
MSC200S-HO7A4 
WBCMT  2004*14 
WBCMT  2003*17 
WBCMT  2003*21 
WBCMT  2005*22 
WBCMT  2006*23 
BACM  20044  AS 
BACM  200S-1  A3 
BACM  2005-4  ASA 
BACM  2005-5  A4 
BACM  2006-1  A4 
BSCMS  2004-T18 
BSCMS  200S-PWK 
BSCMS  2005-PWP.  > 
CD  2005*01  A4 
CO20OB-CO2A4 
CGCMT  2005*3 
COMM  20054.P5 
COMM200S-LP5 
CSFB2005-C4A5 
CSFB2005-C5A4 
CSF8  2005*8  A4 
CSMC  2006*1  A4 
GCCFC  2003*03 
GCCFC  2003-OG3 
GECMC  2005*1  A 
GECMC2005-C1/) 
GECMC  2005*2  * 
GECMC2005-C2 
GECMC  2005-C3 
GECMC  2005-C3 
GECMC  2005-C4 
GMACC  2006-C1 
GSMS  2005*04 
JPMCC  2005-IDP2 
JPMCC  2005-LOP2 
JPMCC  2005-lOM 
JPMCC  2003-LOP5 
LBUBS  2004*8  At 
LBUBS  2005*1  A< 
(.BUBS  2005-C1  AJ 
MLMT  2005-MCP1 
MSC2005-HO7A4 
WBCMT  2004*14 
WBCMT  2005*17 
WBCMT  2005*21 
WBCMT  2005*22 
WBCMT  2008*23 
M0OABACUS04-1 


4AI 


i  J 


AJ 


8AB 
A4 


JA 


5A 


2AI 
A 'A 


IA 

M 

AJ 

A4A 

A4 

V4 

M 

W 
V4 
14 

u 

SQ2L900K3J1 


05847UC22 

OS947UDS4 

0S947UX80 

05947U2T4 

05847U7N2 

07383FU71 

07387BEE0 

07387BAL7 

12S13EAK0 

12513XAHS 

173087HB8 

225458S88 

225470AS2 

225470NN0 

225470F73 

38B2BaaH2 

3818491*46 

3S228CVX8 

48825YSM8 

46625YXV0 

S2108HK78 

59022HHM7 

8174S1CL1 

929788UK7 

9297BSC43 

8207887G2 

928788BR2 

92878BOX7 

0S847UB72 

0S847UO39 

05947UX37 

05947U2R8 

09947U7L6 

07383FU71 

07387BEB5 

07387BAH8 

12S13EAG9 

12S13XAE2 

173087GT0 

20047PAET 

2OO47PAH0 

225458S68 

225470AP8 

225470NKS 

228470F73 

398789JU4 

398788JW0 

36828QKR8 

38828QKT2 

369280MC7 

3882BQME3 

38828QPW0 

38828QNZ5 

38828QOEB 

381849096 

38228CVU4 

46625YNC3 

46825YNF8 

46625YSG9 

46625YXP3 

52188HK78 

5210SH2U7 

52108H2W3 

S9022HHJ4 

6174S1CL1 

929786UK7 

929766C35 

92B7B87G2 

82976BBN1 

92976BOT8 

muRl 


SOB201286S109 
SOB201288S111 
SOB201 2888113 
SOB20128S8117 
SOB2012B88119 
SDB20128S8159 
SD820128SS121 
SDB2012B88123 
SOB2012B88125 
SDB201288S127 
SDB2012888131 
SOB2012BS81B3 
SOB2012B88133 
SDB20128B813S 
SDB201288616S 
SOB2012886137 
SDB2012886139 
.SDB201288S141 
SDB2012888145 
6DB2012888147 
SD820128B8201 
SDB2012888149 
SDB201288S211 
SDB2012888218 
SDB2012BS6151 
SOB201288822O 
SOB2012888153 
SOB20128SS15S 
SDB2012887809A 
SOB201288785BA 
S0B2012987918A 
SOB2012987934A 
SOB2012987936A 
SDB2012887040A 
SDB2012987943A 
SOB2012887947A 
SOB2012987952A 
SDB201298816SA 
SDB20129B7954A 
SDB2012987959A 
SD820129879B2A 
60B2012B87971A 
SDB2012BB7973A 
SDB2012888039A 
SDB2012988040A 
SOB2012888042A 
SOB2012988043A 
SO82012B88O45A 
SDB2012BB8046A 
SOB2012988O47A 
SOB201298S048A 
SDB201283S0S0A 
SDB2012988052A 
SDB20129e6053A 
SDB2012988054A      - 
SOB20129B8055A 
SOB2012B880S6A 
SO8201298S0S7A 
SD820128B8058A 
SD82012988059A 
SDB2012988080A 
SDB20129S8081A 
SD8201298S082A 
SOB2012988187A 
SDB2012886071A 
SO82012988074A 
S082012988D77A 
SDB20129880B4A 
SOB2S12988088A 
SDB2012988O92A 
NUUQ5OSGJO030OO0BOO 


4/21/2008 

44,500.000 

CMBS  Mortgage  de«k 

Open 

4/21/2008 

44,500.000 

CMBS  Mortgage  desk 

Open 

401/2008 

44.500.000 

CMBS  Mortgage  desk 

Open 

441/2006 

44.500.000 

CMBS  Mortgage  desk 

Open 

4/21/2008 

44.SO0.000 

CMBS  Mortgage  desk 

Open 

4/21/2008 

44,500.000 

CMBS  Mortgage  desk 

Terminated 

4/31/2006 

44,500.000 

CMBS  Mortgage  desk 

Open 

4/21/2008 

44.500.000 

CMBS  Mortgage  desk 

Open 

4/21/2008 

44.500,000 

CMBS  Mortgage  desk 

Open 

4/21/2006 

44.500,000 

CMBS  Mortgage  desk 

Open 

4121(2006 

44.500.000 

CMBS  Mortgage  desk 

Open 

4/21/2006 

44.500,000 

CMBS  Mortgage  desk 

Terminated 

4/21/2008 

44,500.000 

CMBS  Mortgage  desk 

Open 

4/2112008 

44.5O0.OX 

CMBS  Mortgage  desk 

Open 

4/21/2006 

44.500.000 

CMBS  Mortgage  desk 

Open 

4/21/2008 

44,500.000 

CMBS  Mortgage  desk   - 

Open 

4/21/2008 

44.500.000 

CMBS  Mortgage  desk 

'Open 

441/2008 

44.500.000 

CMBS  Mortgage  desk 

Open 

4/21/2008 

44.500.000 

CMBS  Mortgage  desk 

Open 

4/21/2006 

44.SO0.000 

CMBS  Mortgage  desk 

Open 

4/21/2008 

44.500.000 

CMBS  Mortgage  desk 

Termlneted 

4/21/2008 

44.500.000 

CMBS  Mortgage  desk 

Open 

441/2006 

44.500.000 

CMBS  Mortgage  desk 

Open 

441/2006 

44.500.000 

CMBS  Mortgage  desk 

Terminated 

4414008 

44,500,000 

CMBS  Mortgage  desk 

Open 

4414008 

44,500,000 

CMBS  Mortgage  desk 

Open 

4414006 

44.500.000 

CMBS  Mortgage  desk 

Open 

4414008 

44.500.000 

CMBS  Mortgage  desk 

Open 

7/124006 

12.500.000 

CMBS  Mortgage  desk 

Assigned 

7/124006 

12.500.000 

CMBS  Mortgage  desk 

Terminated 

7/124006 

12.500.000 

CMBS  Mortgage  desk 

Open 

7/124008 

12.500,000 

CMBS  Mortgage  desk 

Open 

7/124008 

12.500.000 

CM8S  Mortgage  desk 

Open 

7/124008 

12.500.000 

CMBS  Mortgage  desk 

Terminated 

7/124006 

12.500.000 

CMBS  Mortgage  desk 

Open 

7/124008 

12.S00.000 

CMBS  Mortgage  desk 

Open 

7/124006 

12.500.000 

CMBS  Mortgage  desk 

Open 

7/124008 

12.SO0.OX 

CMBS  Mortgage  desk 

Open 

7/124008 

12.500,000 

CMBS  Mortgage  desk 

Terminated 

7/124008 

42.500.000  CMBS  Mortgage  desk 

Terminated 

7/124006 

15.000.000 

CMBS  Mortgage  desk 

Open 

7/124006 

13.000,000 

CMBS  Mortgage  desk 

'    Terminated 

7/124006 

12.500.000 

CMBS  Mortgage  desk 

Open 

7/124008 

12,500.000 

CMBS  Mortgage  desk 

Open 

7/124008 

12.500,000 

CMBS  Mortgage  desk 

Open 

7/124008 

42.500.000 

CMBS  Mortgage  desk 

Termlneted 

7/124006 

15,000.000 

CMBS  Mortgage  desk 

Open 

7/124006 

42.500.000 

CMBS  Mortgage  desk 

Termlneted 

7/124006 

15.000.000  CMBS  Mortgage  desk 

Open 

7/124008 

48,500.000 

CMBS  Mortgage  desk 

Termlneted 

7/124006 

11.000,000 

CMBS  Mortgage  desk 

Open 

7/124006 

42.500,000 

CMBS  Mortgage  desk 

Open 

7/124006 

15,000.000  CMBS  Mortgage  desk 

Open 

7/124008 

12.500.000 

CMBS  Mortgage  desk 

Open 

7/124008 

12.500.000 

CMBS  Mortgage  desk 

Open 

7/124006 

12.500.000 

CMBS  Mortgage  desk 

Terminated 

7/124008 

42.500.000 

CMBS  Mortgage  desk 

Terminated 

7/124006 

1S.000.000 

CMBS  Mortgage  desk 

Open 

7/124003 

12.500,000 

CMBS  Mortgage  desk 

Terminated 

7/124008 

12,500,000 

CMBS  Mortgage  desk 

Open 

7/124008 

12.500.000 

CMBS  Mortgage  desk 

Terminated 

7/124008 

42.500.000 

CMBS  Mortgage  desk 

Assigned 

7/124008 

15.000.000 

CMBS  Mortgage  desk 

Open 

7/124008 

12,500,000 

CMBS  Mortgage  desk 

Terminated 

7/124009 

13.000,000 

CMBS  Mortgage  desk 

Open 

7/124008 

12,500,000 

CMBS  Mortgage  desk 

Terminated 

7/124008 

12.500.000  CMBS  Mortgage  desk 

Assigned 

7/124008 

15.500.000 

CMBS  Mortgage  desk 

Open 

7/124008 

12.500.000 

CMBS  Mortgage  desk 

Open 

7/124008 

12.500.000 

CMBS  Mortgage  desk 

Open 

6/84005 

1 .760.000.000 

COO     Mortgage  desk 

Terminated 

2,601,902 


2,447.500 


7/314009 


2,405.711 


7/154009 
7/154009 


7/134009 
8/44009 


733.128 

687,500 
2.337.500 

715.000 

2.739.574 
2,740,508 
2,557,590 

887,500 
2.337.500 

687.500 

877,867 

687.500 
660.821 

803.492.319 


7/314009 
7/314009 

7/314009 

7/154009 
7/154008 
8/44009 


8/44000 
6/44009 

8/44009 

7/154008 

6/44009 
7/154009 

6/164009 
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lereua  AIO 


0HYCOOKU1 

esazooaixo 

SC7FF0O322  0 
SSEMJO0H34O 
STUQ4  01634  0 


2BRB  Ot  634  0 


GSIL  MDOABACUS04-2S 

GSIL  MDOABACUS03-JS 

GSIL  MDOABACUS05-2 

GSIL  M0OA8ACUS05-C 

GSIL  MDOABACUSOS-f 

OSIL  TRIAX  2008-2A 

GSIL  Dominican  Repubtk 

GSIL  MDOABAC07-18! 

GSIL  ROMFINA3 

GSIL  ORKN  2005-1 

GSIL  INOESSAA1 

GSIL  OUKEP  20O3-5A  lAt 


GSIL  ALTS2005-2AA1 

GSIL  8ROD2005-1AAIV 

GSIL  BROD2005-1AA1IIA 

GSIL  BROO2005-IAA191 

GSIL  COOL  200S-1A 

OSIL  OUKEF  2004-7A  IA2 

OSIL  DUKEF  2O04-7A  1/  ZV 

GSIL  OUNHL2004-1AA  VA 

GSIL  DUNHL2004-1AA  NV 

GSCM  TOSFORTS1  A1J)E500ATU0 

GSIL  GLCR2004-2AA1V 

GSIL  GLCR  20O4-2A  All  V 

GSIL  MOO  HQUTB081  C 

GSIL  HUNTN20OS-1AA  A 

GSIL  HUNTN2005-1AA 

GSIL  ICM2O05-2AA1A 

GSIL  ICM2005-2AA1B 

GSIL  JPTR2005-3AA1V 

GSIL  JPTR  200S-3A  AIM/ 

GSIL  KLROS200B-2AAV 

GSIL  KLROS  2008-2A  A  NV 

GSIL  LEXN  2005-1 A  A1AN 

GSIL  LEXN2005-1AA1E 

GSIL  MKPSAA1 

GSIL  MRCY2004-1AA1VA 

GSIL  MRCY20O4-1AA1  IV 

GSIL  ORCHD2005-2AAI 

GSIL  ORFT2009-1AA1V 

GSIL  ORPT  2005-1 A  A1\  F 

GSIL  ORPT  2005-1 A  A1\ 

GSIL  RESF  2004-1 A  A1\ 

GSIL  RESF2004-1AAlHv 

GSIL  RIVER  2005-1 A  A1 

GSIL  SATV200S-1AA1 

GSIL  SHERW2005-2AA|I 

GSIL  SCFSAA1AV 

GSIL  SCF8AA1NV 

GSIL  SCF7AA1B 

GSIL  SCF7AA1AN 

GSIL  TRIAX  2008-2AA1 91 

GSIL  TRIAX  200S-2AA1 

GSIL  WESTC2006-1AAIA 

GSIL  WESTC200e-1AA 


"  These  r/vdos  * 
""  Tn/sftodewesp 


TOSL4  00R220 

A 

8 


multl 
muW 
mulli 
muM 
mulli 

eaeoosABj 

AP077B7XX 

multl 

xsoiei820sea 
essusAAa 

4S343PAA3 
264402AK4 


NUUO505GI0030000800 

NUUO5074F0D30000000 

NUUO5102A0O30000B00 

BUUQ51 1030030000800 

NUUO6090V0030000A00 

SDBS04492883  /  S08S04678835 

SDB50S280114 

8088818523S2A 

NEEQ30405OO9O0 

NUUOS022A00700 

NUUO402B100S0O00O0 

NUUQ308FT00800 


O2140WAA5  NUUQ510L300800 

112021AA8  BUUQS11190O8OODOO0 

112021ABS  BUU05111SOMOO 

112021AC4  BUUQSI1160O8OO0000 

216444AA7  NUUQ50SBOO420O00A00 

2S4403AJ3  NUUO407410080000B0 

264403AK2  NUUQ4075UM7OO0OO0 

26S45QAA7  NUUQ4U3OCM000000 

28S4SOAQ2  NUUO4123N00800 

34958CAA2  SOB2012930412 

3783SVAA1  NUUO409IN00J000000 

3763BVAGB  NUUQ409HR008000000 

4424S1AA6  NUUO6O55902400O00O0 

448279AA9  NUUOS030K008O0 

446279ACS  NUUQS030LO080O0OO0 

4042SRAA7  Buuasoeojooeoooooo 

4S42SRABS  BUUOS0BOK008000000 

48200AAAS  NUUQ507COO08000000 

4820SAAG3  NUUO507BS00800 

498588AA0  NUUOS12BM0OB00O0O0 

488588AC8  BUUQS120L00800 

32902TAC0  NUUO508IU00S000000 

52802TAE6  NUUQ509IV008000000 

G8177YAA0  NUUO403JO0080000A0 

58938RAA5  NUUO4102Q008000O00 

5893SRAB3  NUUQ41O2NOO8OO0000 

S8571UAA7  NUUO5O3SB0O800O000 

68619MAJ0  NUUQ510QL008OO00O0 

68S19MALS  NUUQS10OP00800 

68S19MAQ4  NUUQS10ON008O0 

76112CAAB  NUUQ4O0IPOO8OOOOO9 

76112CAB4  NUUO409HS008000000    . 

768277AA3  NUUO4125H008000000 

80410RAA4  NUUaSOSSCOOSOOOOOO 

S2437XAAS  BUU051 11400800 

83743LAA9  NUUQ6014M00800DOOO 

83743LACS  NUUO8013A008000000 

83743YAB9  NUUQ5O4GEO0800 

83743YAS2  NUUQ5O4GO008O00000 

89S008AB5  SOB504482SS3  /  SDB504678635 

89S008AC3  S08S04493409  /  SDB504078S06 

S3218SAA2  808503565139 

952188AB0  SD8503565518 


6/8/2005 
7/28/2005 

10/2B/2OO5 
12/7/2005 
9/12/2008 

12/148008 
3/16(2007 
3/228O07 
5/11/2007 
7/11/2007 
4848008 
6/3/2008 


730,000,000 
1,200.000,000 

1.000.000,000 

480.000,000 
329.000.000 
500.000.000 

8.900.000 
470.000.000 
234.839,910 
600,000,000 
200,000.000 
175.000.000 


CDO 
COO 
COO 
COO 
CDO 
CDO 
COO 
CDO 
CDO 
CDO 
CDO 
CDO 


Mortgage  desk 
Mortgage  desk 
Mortgage  desk 
Mortgage  deik 
Mortgage  desk 
Cieflll  desk 
Credit  desk 
Mortgage  desk 
Credit  desk 
Credit  desk 
Credit  desk 
Credit  desk 


9.688.239,910 

11/1072005 

1.277,900.000 

CDO 

Credit  desk 

12/13/2005 

250.000 

CDO 

Credit  desk 

12/13/2005 

354.500,000 

CDO 

Credit  desk 

12/13/2005 

485.000,000 

CDO 

Credit  desk 

7/22/2005 

274,700,000 

COO 

Mortgage  desk 

6/12/2004 

129.850.000 

CDO 

Credit  desk 

8/12/2004 

100.000 

CDO 

Credit  desk 

12/16/2004 

250,000 

CDO 

Credit  desk 

12/1672004 

327,000,000 

COO 

Credit  desk 

3/8/2008 

390.000,000 

COO 

Credit  desk 

10/12/2004 

100.000 

COO 

Credit  desk 

10/12/2004 

324.800.000 

COO 

Credit  desk 

5/19/2006 

625.000.000 

CDO 

Credit  desk 

3/29/2005 

408,500.000 

CDO 

Credit  desk 

3/29/2005 

250.000 

COO 

Credit  desk 

7/27/2005 

213.750.000 

CDO 

Credit  desk 

7/27/2005 

50.000.000 

CDO 

Credit  desk 

6/10/2005 

250.000 

COO 

Credit  desk 

8/1O/2005 

U99.5O0.0O0 

CDO 

Credit  desk 

1/10/2008 

250.000 

CDO 

Credit  desk 

1/10/2006 

869.500,000 

CDO 

Credit  desk 

1025/2005 

199.500,000 

CDO 

Credit  desk 

10/25/2005 

250,000 

CDO 

Credit  desk 

4/7/2004 

140,000.000 

CDO 

Credit  desk 

1102004 

100.000 

COO 

Credit  desk 

11/38004 

299.800.000 

COO 

Credit  desk 

4/198005 

113.750.000 

COO 

Credit  desk 

108572005 

250.000 

COO 

Credit  desk 

10858005 

647.250,000 

COO 

Credit  desk 

10858005 

649,750,000 

COO 

Credit  desk 

10888004 

100,000 

COO 

Credit  desk 

10868004 

374,600.000 

CDO 

Credit  desk 

1/19/2005 

149.750.000 

CDO 

Credit  desk 

6798005 

267.750.000 

COO 

Credit  desk 

12/158005 

322.250.000 

coo 

Credit  desk 

1858009 

250.000 

CDO 

Credit  desk 

1858008 

344.500.000 

COO 

Credit  desk 

5858005 

250,000 

COO 

Credit  desk 

5858005 

773.500.000 

CDO 

Credit  desk 

12/148006 

989.eSQ.000 

CDO 

Credit  desk 

12/148008 

1.499.850.000 

COO 

Credit  desk 

7868006 

1.187.950.000 

COO 

Credit  desk 

7868006 

1.187.850.000 

COO 

Credit  desk 

ie.38B,S50,0OO 


Terminatad 
Open 

Terminated 

Terminated 

Open 

Open 

Open 

Open 

Terminated 

Terminated 

Terminated 

Open 

Terminated* 

MLS 

Terminated  • 

ML3 

Terminatad  - 

MLS 

Terminated  • 

MLS 

Terminated' 

MLS 

Terminated  • 

MLS 

Terminated  - 

MLS 

Terminated  * 

MLS 

Terminated 

MLS 

Terminated  • 

MLS 

Terminated  - 

MLS 

Terminated' 

MLS 

Terminated 

MLS 

Terminated 

MLS 

Terminated 

MLS 

Terminated 

MLS 

Terminated 

MLS 

Terminated 

MLS 

Terminated 

MLS 

Terminated 

MLS 

Terminated 

MLS 

Terminated 

MLS 

Terminated 

MLS 

Terminatad 

MLS 

Terminated 

MLS 

Terminated 

MLS 

Terminated 

MLS 

Terminated 

MLS 

Terminated 

MU 

Terminated 

MLS 

Terminated 

MLS 

Terminated 

MLS 

Terminated 

MLS 

Terminated 

MLS 

Terminated 

MLS 

Terminated 

MLS 

Terminated 

MLS 

Terminated 

MLS 

Terminated 

MU 

Terminated 

MU 

Terminated 

MU 

Terminated 

MU 

Terminated 

MU 

259,697.424 


919.462  J44 
143,070.903 


6/16/2009 


6/168009 
8/168009 


84.003.652 

9/188009 

359,997.687 

67572009 

103,243,223 

3/128008 

491.285,394 

11818008 

236,020 

11848008 

116.616.781 

11818008 

159,546,228 

11818008 

75,092,199 

11848008 

51,292.364 

11818008 

76.514 

11848008 

116.286 

11848008 

88.359.135 

11818008 

103.048.148 

11818008 

44,024 

11848008 

81.320.748 

1181/2008 

300,488.409 

12818008 

168.077.318 

11818006 

218.726 

11848008 

46,463,780 

11818008 

10.873,399 

11818006 

226.632 

11848008 

369.371.511 

11818006 

227.493 

11848008 

341.855.112 

1181/2008 

33.834.883 

11818008 

169.871 

11848008 

6.647.722 

11818008 

53,681 

11848008 

85,181,973 

11818008 

19.911,850 

11818008 

247.024 

11848088 

ieO,63B,6S1 

11818008 

181.338,578 

11818008 

78.111 

11848008 

121.456.544 

11818006 

47.548.588 

11818008 

43.088,197 

11818008 

86,070,584 

11818008 

192,111 

11848008 

82.476.648 

11818008 

142,942 

11848008 

120.81O.9O7 

11818008 

565,123.961 

1181/08.12/17/08 

659,318.483 

11818008 

383.793,306 

11818008 

387.876.250 

118*08,12/17/08    ' 

rlnnfeered  during  2008  as  pert  at  (he  Maftfen  Unl HI  r/ansectfon,  off  or/Mr  fredtts  lemehed  open  Beyond  Ooeemder  200a. 
pentaayrermhefodfn  2008  es  parTofr/io  Maiden  Lena  III  enmsecrtov  5f»M«fclha(  normal  remaned  open /spOre/Iecred  »f«>ve 
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GOLDMAN  SACHS/LLOYD  BLANKFEIN 
RESPONSES  TO  SUPPLEMENTAL  QUESTIONS  FOR  THE  RECORD 

DCI     DPP 
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Confidential  Treatment  Requested  by  Goldman  Sachs 

LB  9:  Do  the  negative  positions  in  GS  MBS  0000038789  represent  short  positions? 

No.  The  negative  positions  in  GS  MBS  0000038789  represent  protection  sold  by 
Goldman  Sachs,  and  the  positive  positions  represent  protection  purchased  by  Goldman  Sachs. 


Supplemental  Response  Received  From 
Goldman  Sachs 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS  0000087088 
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Footnote  Exhibits  -  Page  2644 


Privileged  and  Confidential  r  Attorney  Client  Privilege 

AIG  Credit  Protection 

January  1, 2006  -  December  31, 2008 


CDS 


Trade  Date 


'-'_    Deal 


Notional. 
"Traded 


7/27/2007 

5DB506413265 

7/30/2007 

SDB506428762 

8/2/2007 

5DB506485022 

8/2/2007 

SDB506480246 

8/2/2007 

SDB506483869 

8/3/2007 

SDB506504143 

8/9/2007 

SDB506591558 

8/24/2007 

SDB506787402 

8/29/2007 

SDB506835337 

8/29/2007 

SDB506835310 

8/29/2007 

SDB506835366 

9/13/2007 

SDB506997016 

ll/B/2007 

SDB507681392 

11/9/2007 

SDB507690665 

11/13/2007 

SDB507701834 

11/13/2007 

SDB507702114 

11/13/2007 

SDB507707129 

11/14/2007 

SDB5077 14559 

11/15/2007 

SDB507730397 

11/16/2007 

SDB507742454 

11/27/2007 

SDB507836730 

1/25/2008 

SDB508394922 

1/29/2008 

SDB508420675 

1/30/2008 

SDB508438416 

1/31/2008 

SDB508475234 

2/1/2008 

SDB50S494972 

2/6/2008 

SDB508549159 

2/6/2008 

SDB508549986 

2/6/2008 

SDBS08521409 

3/24/2008 

SDB509124043 

3/24/2008 

SOB509126126 

3/25/2008 

SDB509143043 

3/26/2008 

SDB509186684 

3/27/2008 

SDB5O9201519 

3/31/2008 

SDB509232740 

3/31/2008 

SOB509233251 

4/1/2008 

SDB509244691 

4/2/2008 

SOB509264289 

4/3/2008 

5DB509278192 

4/9/2008 

SDB509319658 

4/24/2008 

SDB509474033 

5/8/2008 

SDB509695059 

5/13/2008 

SDB509752644 

5/13/2008 

SDB509738313 

5/13/2008 

SDB509739755 

5/16/2008 

SDB509816476 

5/20/2008 

SOB509903675 

5/21/2008 

SDB509919651 

100,000,000 
100,000,000 
100,000,000 
55,000,000 
70,000,000 
100,000,000 
50,000,000 
28,500,000 
3,000,000 
140,000,000 
2,500,000 
700,000,000 
145,000,000 
30,000,000 
45,000,000 
50,000,000 
20,000,000 
25,000,000 
10,000,000 
100,000,000 
(100,000,000) 
20,000,000 
90,000,000 
40,000,000 
55,000,000 
80,000,000 
50,000,000 
10,000,000 
30,000,000 
25,000,000 
25,000,000 
75,000,000 
25,000,000 
20,000,000 
25,000,000 
25,000,000 
200,000,000 
200,000,000 
150,000,000 
25,000,000 
(100,000,000) 
(75,000,000) 
100,000,000 
90,000,000 
25,000,000 
50,000,000 
30,000,000 
15,000,000 
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5/22/2008 
5/29/2008 
5/30/2008 
5/30/2008 
.6/17/2008 
6/18/2008 
6/19/2008 
6/20/2008 
6/23/2008 
6/23/2008 
6/24/2008 
6/25/2008 
6/27/2008 
7/22/2008 
7/23/2008 
7/25/2008 
7/30/2008 
8/1/2008 
8/4/2008 
8/4/2008 
8/5/2008 
8/5/2008 
8/5/2008 
9/13/2008 
9/18/2008 
9/19/2008 
9/19/2008 
9/22/2008 
9/23/2008 
9/25/2008 
9/26/2008 
11/10/2008 
11/10/2008 
11/10/2008 
11/12/2008 
11/13/2008 
11/19/2008 
11/20/2008 
11/21/2008 
11/26/2008 
12/9/2008 
12/9/2008 
12/9/2008 
12/10/2008 


SDB509931923 

SDBS09989336 

SDB925207681 

SDB925207688 

SDB925385261 

SDB925401780 

SOB925413246 

SDB925461770 

SDB925483016 

SDB925488843 

SDB925504839 

SDB925529066 

SDB925587707 

SDB925865679 

SDB925883371 

SDB925903379 

SDB925971987 

SDB926005478 

SDB926019724 

SDB926019729 

SDB926034774 

SDB926036962 

SDB926041326 

SDB926432077 

SDB926727961 

SDB926745244 

SDB926750305 

SDB926814339 

SDB926832889 

SDB926887827 

SDB926915189 

SDB927797131 

SDB927799036 

SDB927799174 

SDB927818877 

SDB927843741 

SDB927939880 

SDB927976561 

SDB927993686 

SDB928045971 

SDB928224278 

SDB928227391 

SDB928222015 

SDB928271988 


20,000,000 
20,000,000 
34,000,000 
(20,000,000) 
(10,000,000) 
(25,000,000) 
(75,000,000) 
(45,000,000) 
(80,000,000) 
(170,000,000) 
(75,000,000) 
(50,000,000) 
(25,000,000) 
15,000,000 
35,000,000 
30,000,000 
25,000,000 
25,000,000 
35,000,000 
(21,000,000) 
225,000,000 
50,000,000 
25,000,000 
(300,000,000) 
(50,000,000) 
(100,000,000) 
(100,000,000) 
(75,000,000) 
(25,000,000) 
(25,000,000) 
(25,000,000) 
(50,000,000) 
(50,000,000) 
(25,000,000) 
(150,000,000) 
(90,000,000) 
(35,000,000) 
(185,000,000) 
(25,000,000) 
(45,000,000) 
35,000,000 
34,000,000 
(20,000,000) 
(40,000,000) 


Subtotal  CDS 


1,676,000,000 


•downsized  to  400MM  9/12/08 


BONDS 


Trade  Date 


Security  Description 


12/7/2007  AIG  5.85  16Janl8 

5/20/2008  AtG  8. 175  lSMay58  (38  CA  100.00) 

5/21/2008  AIG  8.175  15May58  (38  CA  100.00) 

6/2/2008  AIG  8.175  15May58  (38  CA  100.00) 


Notional 
Traded 


40,000,000 
41,000,000 
18,500,000 
20,000,000 
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6/18/2008 

AI6  8.175  15May58  (38  CA  100.00) 

20,000,000 

6/20/2008 

AIG  8.175  15May58  (38  CA  100.00) 

10,000,000 

6/26/2008 

AIG  8.175  15MayS8  (38  CA  100.00) 

20,000,000 

9/19/2008 

AIG  8.25  ISAugIS 

61,940,000 

11/13/2008 

AIG  5.85  16Janl8 

15,000,000 

12/4/2008 

AIG  4.25  15Mayl3 

10,000,000 

12/5/2008 

AIG  5.45  18Mayl7 

5,000,000 

12/8/2008 

AIG  5.6  180ctl6 

5,000,000 

12/9/2008 

AIG  5.05  10ctl5 

17,000,000 

12/9/2008 

AIG  8.25  ISAugIS 

(15,000,000) 

12/10/2008 

AIG  4.25  15Mayl3 

5,000,000 

12/15/2008 

AIG  4.25  15Mayl3 

5,000,000 

12/16/2008 

AIG  4.9  2Junl4  • 

22,000,000 

12/17/2008 

AIG  4.9  2Junl4  • 

20,000,000 

12/18/2008 

AIG  4.9  2Junl4  • 

36,000,000 

12/22/2008 

AIG  5.85  16Janl8 

7,000,000 

12/23/2008 

AIG  4.95  20Marl2 

8,690,000 

Total  Bonds 

372,130,000 

•  CAD  denominated  bonds,  all  others  are  USD 

Common  Stock 

Trade  bate,JV". 

Wsecurrty  Descriptic«i   S$l  x 

Quantity  Traded; 

6/S/20071 

AMERICAN  INTERNATIONAL  GROUP,  INC 

(90,600) 

6/6/20071 

AMERICAN  INTERNATIONAL  GROUP,  INC 

(1,000) 

11/7/2007 

AMERICAN  INTERNATIONAL  GROUP,  INC 

(3,514,600) 

11/8/2007 

AMERICAN  INTERNATIONAL  GROUP,  INC 

(2,300,000) 

11/9/2007 

AMERICAN  INTERNATIONAL  GROUP;  INC 

(1,000,000) 

11/26/2007 

AMERICAN  INTERNATIONAL  GROUP,  INC 

2,500,000 

11/27/2007 

AMERICAN  INTERNATIONAL  GROUP,  INC 

510,060 

11/28/2007 

AMERICAN  INTERNATIONAL  GROUP,  INC 

1,000,000 

11/29/2007 

AMERICAN  INTERNATIONAL  GROUP,  INC 

1,000,000 

12/20/2007 

AMERICAN  INTERNATIONAL  GROUP,  INC 

900,000 

1/24/2008 

AMERICAN  INTERNATIONAL  GROUP,  INC 

(1,000,000) 

1/28/2008 

AMERICAN  INTERNATIONAL  GROUP,  INC 

(1,000,000) 

2/1/2008 

AMERICAN  INTERNATIONAL  GROUP,  INC 

(1,000,000) 

2/5/2008 

AMERICAN  INTERNATIONAL  GROUP,  INC 

(68,700) 

2/6/2008 

AMERICAN  INTERNATIONAL  GROUP,  INC 

(1,500,000) 

3/24/2008 

AMERICAN  INTERNATIONAL  GROUP,  INC 

(1,500,000) 

3/25/2008 

AMERICAN  INTERNATIONAL  GROUP,  INC 

(1,500,000) 

4/1/2008 

AMERICAN  INTERNATIONAL  GROUP,  INC 

(1,500,000) 

5/5/2008 

AMERICAN  INTERNATIONAL  GROUP,  INC 

(30,000) 

5/9/2008 

AMERICAN  INTERNATIONAL  GROUP,  INC 

1,000,000 

5/12/2008 

AMERICAN  INTERNATIONAL  GROUP,  INC 

1,000,000 

4/25/2008 

AMERICAN  INTERNATIONAL  GROUP,  INC 

1,153,095 

5/28/2008 

AMERICAN  INTERNATIONAL  GROUP,  INC 

1,477,821 

4/24/2008 

AMERICAN  INTERNATIONAL  GROUP,  INC 

3,800,000 

9/17/2008 

AMERICAN  INTERNATIONAL  GROUP,  INC 

1,572,324 

Total  Stocks 

(91,600) 

1  Equity  B*d«  wen 

s  eiecuted  to  sell  long  common  stock  positions  soureed  prior  to  the  trades  requeued. 
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68MBS000003S796 


Counterparty 


DeutscheLON-Ooalor  {GSI.  London.  Deutsche  Bank  AG) 
980001127       DoutscheLON-Oealer  (GSI,  London,  Deutsche  Bank  AG) 


DeutscheLON-DoaloMGSI,  London.Ooutsche  Bank  AG), 

OeumcheLDN-Oeal'er  (GSI,  London,  Deutsche  Bank  AG) 


~  OeulscheLDN-Ooalar  (GSI.  London.  Deutsche  Bank  AG) 
""  DeutscheLON-Ooalor  (GSI.  London,  Deutsche  Bank  AG) 


JDeulgcneLDN-Dealer  (GSI,  London,  Deutsche  Bank  AG) 

1oeut8chelON-Oealer(QSI,  London,  Deutsche  Bank  AG) 

IbeutscheLDN-Oealer  (GSI,  London.  Deutsche  Bank  AG) 

DeutscheLDN-Oealer  (GSI.  London.  Deutsche  Bank  AG) 

DeulschsLON-Ooaler  (GSI.  London,  Deutsche  Bank  AG) 


«7     "  DeutscheLON-Oeater  (GSI,  London,  Deutsche  Bank  AG)_ 
■""■"*" "lOeutscheLDN-Oealer  {GSI,  London,  Deutsche  Bank  AG) 


DeutscheLDN-Oealer  {GSI,  London.  Deutsche  Bank  AG) 


OoulscheLDN-Dealer  (GSI.  London,  Oeutscho  Bank  AG) 


DeulscheLON-Oealer  {GSI,  London,  Deutsche  Bank  AG) 
DeutscheLDN-Oealer  (GSI  London.  Deutsche  Bank  AG) 
OeutscheLON-Dealer  (GSI.  London.  Deutsche  Bank  AG) 
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Confidential  Treatment  Requested  hy  Goldman  Sachs 

LB  10:  What  does  the  term  "financially  sound"  mean? 

Goldman  Sachs  interpreted  Question  10  posed  to  Mr.  Blankfein  to  request 
information  on  instances  in  which  the  firm  accepted  CDS  termination  payments  from 
"financially  sound"  counterparties  in  an  amount  that  was  less  than  what  the  firm  believed  that 
it  was  contractually  entitled  to  receive.  By  "financially  sound,"  Goldman  Sachs  meant 
counterparties  that  were  solvent. 


Supplemental  Response  Received  From 
Goldman  Sachs 


Confidential  Treatment  Requested 
by  Goldman  Sachs 
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Trade  Data  Nat  inventory 


GSMBSOOO00388S7 


For  the  fiscal  months  ended  Jan  200 

1  through  Dec  2008 

COMMON  CQumr 

NETMARKCrVAUUC 

Flfc-07 

Mir-07 

Ayr-07 

Jun-07, 

JuM7 

AlH-07 

5«p-C7 

oa-07 

HCK477 

04C-07 

(40361^68) 

-  8.V9M68 

54,911,751 

74397,19s 

17.0S2.1U 

02003*0) 

(2X089318) 

(71,152,781) 

'  (4,717X948) 

100304,644 

1X774361 

U9.9O0.654 

Lehman  Brothtrs 
National  City. 

.  .  0,171690 

'  isww 

'    00,461080) 

'   IUJM.TO) 

.      U.0IA227 

(19,748,419) 

■    (7323346) 

■,"•  6355.280 

49.045,417. 

48391387 

,     (5.710.071) 

'.-  48,400342 

.  (is.iis.eooj 

Hlltl 

21,749,716 

(«.417J6B| 

'  (5368388) 

(99,2813*11 

(2X248.762) 

(61337,064) 

(M.7S7300) 

(47397371) 

(24.742357) 

(15.411.620) 

New  Century 

•';.    . 

<$87.97«) 

"    (136UW) 

•"-.'•     17352 

(iu.ua} 

(97.781) 

'  (106,712) 

(87.157| 

■-••■     (J.797) 

.  <WJ») 

•■   (9.2121 

1379' 

(TO.428.U6) 

(C9.S27.4ai 

(2733Z371) 

(IS439.U4I 

(52,664369) 

(6X204316) 

(873293701 

(70380,499) 

(41358307) 

(89.9994841 

.  (SSi9742J) 

(112,7043611 

Marrin  lynch  . 

i2i;aio.«sc) 

(uozjaij 

1107,8 13^«  11 

(itusa,49i) 

(99,418.178! 

(73J0SVS87) 

153*5374 

19.798343 

•    27.070,971 

.     89.480,490 

'■  24435X010 

.   920309396 

.  a,ifij,ai7 

5324,737 

..   (2X00341) 

(55,C:  7,413) 

i     (1S3S1346) 

'  (JM49.879) 

(113*6.760) 

(17,889.011) 

;      (4,127343) 

4,77X4(3 

(843*33581 

(731*3701 

1"    I2J6732S1 

(4,055,1711 

(6316.630) 

(7.4803041 

"(634X465) 

■  ii,M?,ei9| 

;•_    ti,«!!,<W| 

(X1973S1) 

(13253*4) 

.  12.980310) 

Fremont  . 

Footnote  Exhibits  -  Page  2651 


Paia  1  of  2 


PSI  QFR  GS0408 


Estlmatad  BtUnca  Sheet 
Trade  Date  Mtt  Invtntonr 
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AID'     " 

lahmsnBrotKera:   . 
NlitlonilCtIT    ■' 
New  Century 
.WeshlriftoivMutual. 
M«rrlt)  Lymft 
BearSteefnY. 
Frerrioiri  : L. 


lin-08 


U.417,744 

i«,ns,*57 

•. .:  i«M 

il4J.«7.G6i) 
4.8S4.SM 


Hb-o»| 


Mlf-OS 


W111JW 
\.  11.747,670 
.'",  12,684,970 

■.-::.  »."i 

'  (97,749,1591 
U&Z7U41 

'  «489,oi6 

■   H.1M.M7) 


1244349,190, 

.  203J8.009 

28,712.467 

984 

lio,oujUl 

188,772,478 
9.587,404 


U47,£LI.H1) 

17,27*542 

(Liorio) 

•     (1U,7U1 

188,011642 

■■  ■6,14*421 
P.071) 


■.;,?4i7: 

(17.81)1^81) 
.i43.97tlU 

;•-,  7,87748?. 
.'.'..'    16-861 


Jun-09 

,M?M42 

'u,VlA6*af 

2470*07. 
;•:-.';  io»7 
j79.419.42a, 


■::    57.171. 


luvoa 

i«j8«a,6Ji 

'    10,097.924 

'.(isViiis'iBos) 

V-'ttoi 

2U.5M.M6 

1    -'.'    •  •'  •■ 

■-  ,  H6.TW 


AUg-06 
42,«SL,911 

(63440,482) 

.,;••.■  .799 

.  41X916 

2so.69s.9S9 

■ '   .- .  ■  "j 

:"."    14J471 


5m 
4W61i9iS 
10.114498 
(6544(1482) 
799 
47JJ1S 
7JM96.9S9 


141.471 


oa-ta 
(2,128419! 
■"  74421" 
8,4884*4 
799 
1J894S1 
7(439.766 


.1437.301 
.-.'■'.IHB 
.  10.785,494 
799 
.  %160,1S1 
.'67.4*4.669 

.17,160 


.1467^11 

".'  -21401 
•.' iiuioM 

..•;,  ■..;  m 

\~':  -704,771 
, :  tijMSo* 


::  ".166.691 
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LB  11:  GS  MBS  0000038857  lists  a  positions  of  (84,043,658)  for  Bear  Stearns  in 
November  2007.  Is  this  correct?  If  so,  please  explain  the  variation. 

The  data  included  in  GS  MBS  0000038857  lists  Goldman  Sachs'  net  common 
stock  positions  in  several  companies,  including  Bear  Steams,  held  in  Goldman  Sachs' 
inventory  accounts  that  were  included  in  the  firm's  balance  sheet  for  each  fiscal  month-end 
during  2007  and  2008.  At  the  end  of  November  2007,  these  Goldman  Sachs'  accounts  had  a 
short  position  of  $84,043,658  in  Bear  Stearns  common  stock.  This  varied  from  the  firm's 
common  stock  positions  in  Bear  Stearns  for  both  the  preceding  month  (October  2007)  and  the 
following  month  (December  2007).  Goldman  Sachs'  net  cash  position  in  Bear  Stearns 
common  stock  became  shorter  in  November  2007  relative  to  October  2007  by  approximately 
$89  million,  and  became  longer  in  December  2007  relative  to  November  2007  by 
approximately  $76  million.  In  both  instances,  Goldman  Sachs'  equity  franchise  desk's 
exposure  to  Bear  Stearns  common  stock  changed  in  order  to  hedge  equity  derivative  exposure 
to  Bear  Stearns. 
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Proprietary  Trading  Business  Units 
Common  Equity  Activity  lor  2007  -  2008  ol 


Buy 


Shares 


Proceeds 


Sell 


Shares 


Proceeds 


Wet  Total 


Shares 


Proceeds 


AIQ 


COjBjjjOjg£; 


S*-^*'«-S" 


2007-Q1 
2007-02 
2007- 03 
2007-04 
2008-01 
2008-02 
2008  -03 
2008-04 


g^y^?1j9S7J00^«?^^  t1083W?«4) 


420,000 

515,000 
70,000 
685,000 
127,000 
150,000 


(29,236,320) 

(34,371,244) 
(4375,500) 

(32,107,313) 
(6,001,672) 
(3,222,105) 


(1.757,000) 
(210,000) 


^■94322,751 


(515,000) 
(70,000) 
(685,000) 
(127,000) 
(150,000) 


14,798,770 

33,431,818 
4,856,675 

33,352,657 
4,829,021 
3,053,911 


:»o,ooo 


210,000 


■t14*91,40» 
(14,437,550) 

(939,426) 

(18,925) 

1,245,343 

(172,651) 

(168,194) 


BEAR  STERNS 


Common '%agj* 


2007-Q1 
2007-02 
2007-Q3 
2007 -Q4 
2008 -01 
2008-02 
2008-03 
2008 -Q4 


87332S;^Vl:vV»04J99iB5H 


134,750 
107,900 
366.275 
214,400 
50,000 


(21,347,766) 
(15,740,982) 
(43,644,635) 
(20,743,442) 
(3,323,047) 


r>(826J25) 


9S,S40»5S 


(79,150) 
(139,500) 
(309,500) 
(133,200) 
(165,575) 


11,900,492 
20,741,628 
35,653,053 
13,432,321 
15,213,263 


"  -48*400 


55,600 
(31,600) 

56,776 

81.200 
(115,576) 


47,859385) 


(9,447,274) 
5,000,566 
(7,991,581) 
(7,311,121) 
11,890,216 


FREMONT 


Common 


^■■ss&rfc 


2007 -01 
2007-02 
2007  -  OS 

2007  -04 
2008 -Q1 

2008  -02 
2008  -  Q3 
2008 -04 


w^ 


fg3203HMg 


^'t3j>60i577)j 


320,000 


(3,060,577) 


aSi. 


<277J00)  :-,- 


•,,2344*80 


(277,700) 


2,344,460 


42300. 


,  ■  ffl6,117Y 


42,300 


(716,117) 


LEHMAN  BROTHERS 


CoinmolnS^rm?^; 


2007  -01 
2007-02 
2007-03 
2007-04 
2008 -Q1 
2008 -02 
2008 -Q3 
2008 -04 


ggggpjg7g72J[gS  «y«82j.18iM0)  :: 


505,000 

474,600 

828,400 

655,100 

887,100 

1,860,000 

1,313,720 

53,900 


(38,732,388) 
(35,292,649) 
(57,615,259) 
(40,545,366) 
(35,755,001) 
(64,145,239) 
(10,228,268) 
(404,250) 


ggjjljfgglfig  iVzrMOBiiW 


(623,000) 
(444,000) 
(603,500) 
(864,900) 
(957,200) 
(1,805,000) 
(1,053,720) 


46,893,773 
34,214,776 
37,304,350 
51,318,101 
42,396,663 
49,411,718 
8,486,763 


m&  a^^J328^00'^ 


(118,000) 

30,500 

324,900 

(209,800} 

(70,100) 

55,000 

260,000 

53.900 


xoaiK&m 


8,161,385 

(1,077,773) 

(20,310,910) 

10,772,734 

6,641,662 

(14,733,521) 

(1,741,495) 

(404,250) 


MERRILL  LYNCH 


trio^irion't^a??^ 


2007  -01 
2007-02 
2007-03 
2007-04 
2008-01 

2008  -02 
2008 -03 
2008 -04 


253,000 
407,300 
875,700 
656,500 
459,773 
763,600 
133,500 
7,200 


(17,213,241) 
(36,508/423) 
(66,177,260) 
(43,839,428) 
(20,750,331) 
(32,301,991) 
(5,283,173) 
(540,000) 


(112,800) 
(528,100) 
(932,100) 
(496,000) 
(883,773) 
(349,837) 
(126,303) 


10,506,753 
47,538,146 
70,606,465 
30,414,940 
39,609,613 
13,765,557 
4,647,105 


■*&wm*~~v&'~-rmiaBsxm 


140,200 

(120,800) 

(56,400) 

160,500 

(424,000) 

413,763 

7,197 

7,200 


(6,708,488) 

11,029,723 

4,429,205 

(13,424,489) 

18,859,282 

(18,536,434) 

(736,069) 

(540,000) 


NATIONAL  CITY 


2007  -Q1 
2007 -02 
2007-03 
2007-04 
2008-01 
2008-02 
2008 -03 
2008-04 


SJ25.000  L'  -n  $*£%£  m098,295) 


375,000 
275,000 
476,000 

1,200,000 
75,000 

2,625,000 


(13,910,213) 
(9,383,000) 

(14,113,594) 

(29,002,423) 
(5,201,428) 

(20,487,637) 


A' ■•^iT4;6S0,000^--^^t  73^94,000 


(550,000) 
(600,000) 
(600,000) 
(75,000) 
(805,000) 
(1,820,000) 


19,358,868 

16,346,627 

19,604,486 

6,062.257 

8,471,647 

6,050,216 


■375,000 


;\  ^18.204395} 


376,000 
(275,000) 
(125,000) 
400,000 

1,820,000 
(1,620,000) 


(13,910,213) 
9,975,868 
1,232,933 
(9,397,937) 
(139,171) 
(12,015,990) 
6,050,216 


WASHINGTON  MUTUAL 


Common. 


2007-01 
2007-02 
2007 -Q3 
2007 -Q4 
2008  -  01 
2008 .  Q? 


2008-03 
2008-04 


5,629,768- 


350,000 

225,000 

770,000 

2,011,700 

2,173,068 


1124.386.393) 


(15,093,645) 
(9,834,878) 
(27,634,841) 
(45,191,947) 
(26,379,221) 


100,000 


(251,862) 


46.399.768)      ■-  'f . '  -  134,402316 


(330,000) 

(115,000) 

(1,070,000) 

(1,611,700) 

(2,173,068) 


14,700,512 
4,921,315 
40,067,569 
43,809,933 
30,667,360 


(100,000) 


235,527 


230.000 


20,000 
110,000 
(300,000) 
400,000 


10.016.822 
(393,134) 
(4,913,583) 
12,432,729 
(1,382,014) 
4,288,138 


(16,336) 


CSUUOC0CDJ17U 
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Proprietary  Trading  Business  Unjts_ 
Option  Activity  for  2007-  2008  *" 


Buy 


Contracts 


Proceeds 


Sell 


Conuw-ta 


Proceeds 


Net  Total 


COIlllHCtS 


Proceeds 


3 


AIG 


20O7-Q1 
2007-Q2 
2007 -QS 
2007-04 
2008 -Q1 
2008-02 
2008-03 
2008-O4 


^U"  • 


2007 -01 
2007-02 
2007  -  03 
2007 -Q4 
2008 -Q1 
2008-02 
2008- 03 
2008-04 


.■13000* 


.-(165.591) 


1,000 


(165,591) 


mm 


613.420 


(750) 


613,420 


250- 


4471829. 


1,000 


(750) 


(165,591) 
613,420 


BEAR  STERNS 


cansia%arfv 


2007-01 
2007 -02 
2007 -Q3 
2007 -04 
2008-01. 
2008  -02 
2008-03 
2008 -Q4 


;;600"?uyi«  M*  **4<222j800) 


500 


(222,500) 


■^•y;i.1136t».V. 


;i6xsooi 


(350) 


(1,000) 


52,500 


105,000 


-~PW) 


:.l •-.-<..  (65^>00) 


(350) 
500 

(1,000) 


52,500 
(222,500) 

105,000 


paa-.?afef#^ 


2007  -  Q1 
2007 -Q2 
2007 -Q3 
2007 -04 
2008-01 

2008  -Q2 
2008 -Q3 
2008 -Q4 


500 
500 
250 


(124,300) 

(480,000) 

(2,423) 


(760) 
(1,250) 
(1,500) 


2,067,600 

468,750 

1,615,000 


1     soo Wsoo)  (iliio)  2,268.002  d-Jso) 


SttKJJSfr 


(250) 
(1,250) 
(1.250) 


2,143,702 

1,587,600 

468,750 

1,612,678 


FREMONT 


Gaite     <        '         ! 


2007 -01 
2007-02 
2007  -  Q3 
2007 -Q4 
2008-01 
2008-02 
2008 -Q3 
2008 •  Q4 


500 


(60,000) 


r^ggggggg^gg  :';■:■  a*  ■  :lHMmim.^.*v :  •  , r  (sw?»-'  jjBSSZg*: 


(500) 


8,760 


^.rff/JMflSOf 


(51,250) 


Puta^'va***;-?'    .;.'.••' 

*.vi.-        '■"-•"     -iOSOV    ;,. 

:'<'■* 

2007  -01 

2,050 

2007-02 

- 

2007-03 

- 

2007  •  04 

- 

2008  -01 

- 

2008-02 

• 

2008-03 

- 

2008-04 

- 

f286^04) 


(288,904) 


^(4,000)., 


2,349,000, 


(4,000) 


2,349,000 


■■xvw 


2.060,096 


(1,950) 


2,060,098 


LEHMAN  BROTHERS 


Calls. 


2007-01 

2007  -  Q2 
2007 -Q3 
2007 -Q4 

2008  -  Q1 
2008-02 
2008 -Q3 
2008-04 


11,590. 


(2,755,828) 


680 


6,200 
4,700 


Puts  - 


2007 -Q1 
2007-02 

2007  -03 
2007 -04 

2008  -  Ol 
2008 -Q2 
2008  -  Q3 


-34,990- 


(127,573) 


(1,907,792) 
(720,463) 

14,495,726) 


:■■  tio.S90).  It,.- 


1,932,141 


21,000 


8,950 
5,040 


(1,112,825) 


(2,685,650) 
(697,261) 


(690) 


(5,200) 
(4,700) 

-    (35:6401- 


96,600 


1,489,953 
345,588 


.1,000 


(823.687) 


1,000 


(30,973) 


(417,839) 
(374,875) 


-   4385=599 


(20,000) 


(750) 
(8,250) 
(6,640) 


1,450,000 


330,000 

1,607,696 

977,903 


(650) 


1130.127) 


1,000 


(750) 

700 

(1,600) 


337,175 


330,000 

(1,077,954) 

280,652 
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2008-04 


MERRILL  LYNCH 


CaH»: 


2007  -01 
2007-Q2 
2007-03 
2007 -Q4 
2008-Q1 
2008-02 
2008-Q3 
2008-04 


Pula 


2007 -01 
2007-02 

2007  •  Q3 
2007 -Q4 

2008  -01 
2008-02 
2008-Q3 
2008-04 


WASHINGTON  MUTUAL 


CaUr-:**-*: 


2007-01 
2007-02 

2007  -  Q3 
2007 -04 
2008 -01 

2008  -  02 
2008 •  03 
2008  -  Q4 


Puts 


2007  -  Q1 
2007  -  02 

2007  -  Q3 
2007 -04 
2008 -01 
2008 -Q2 

2008  -  Q3 
2008 -Q4 
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l 


Contracts 


Buy 


PlUCW6dS 


Sen 


Contracts 


Proceeds 


Net  Total 


Conuatts 


Proceeds 


360 


360 


1129,169) 


(128,169) 


J1460L 


268,400 


(460) 
(1,000) 


168,400 
100,000 


JilOOL 


139,231 


(100) 
(1.000) 


39,231 
100,000 


18,600 


7,000 
1,500 
1,100 

2,000 
1,000 
1,000 


(8320^71) 


(1,149,910) 
(285,300) 
(953,600) 

(550,000) 
(155,731) 
(125,830) 


(14.037) 


7,382^25 


(2,100) 
(3,500) 
(2,600) 
(2,500) 
(2.237) 


(1,200) 


1,074,000 
1,235,000 
1,207,600 
2,695,000 
646,025 

525,000 


"»*) 


4.162^54 


4,900 
(2.000) 
(1.400) 
(2,500) 

(2J7) 
1,000 

(200) 


(75,910) 
949,700 
254,000 
2,695,000 
96,025 
(155,731) 
399.170 


noNALcmr 

..     ,       :                      .  |.... — r       .         '    ~""-v — 

— '            ,  ;         ■ 

CallSi---/^  .:■;•■.     ■'■  ■-; 
2007 -Q1 
2007 •  Q2 
2007 •  03 
2007 -Q4 
2008  -  Q1 
2008 -Q2 
2008  -  OS 
2008 -Q4 

*                                                     • 

- 

- 

Puts      .  : 

2007  -  01 

2007  -Q2 
2007 -03 
2007 -Q4 
2008 •  Q1 
2O08-Q2 
2008 •  03 

2008  -  04 

• 

- 

26.000 


(1.011,885) 


6,000 


20,000 


(692,500) 


(419,185) 


(10,000) 


1.444.000 


(10,000) 


1,444,000 


16,000 


432.315 


6,000 


10,000 


(592,500) 


1,024,815 


"•'  Long  Beach  was  a  private  subsidiary  of  Washington  Mutual  and  we  are  not  aware  of  trades  on  any  public  exchanges  on  a  stand  atone  basis. 
w  There  was  no  activity  we  are  aware  of  for  New  Century  during  this  time  frame  on  any  public  exchange. 
p)  We  have  not  Identified  any  futures  trading  activity  on  the  CME  for  these  financial  names. 


PSI  QFR  GS0414 


GSKUcrxmUTU 


Footnote  Exhibits  -  Page  2658 


Confidential  Treatment  Requested  bv  Goldman  Sachs 

LB  11(b):  What  proprietary  units  were  involved  in  the  trades  outlined  in  GS  MBS 
0000038753? 

Goldman  Sachs  has  certain  business  units  that  solely  engage  in  proprietary  trading 
activities  and  are  not  customer  facilitation  in  nature.  These  business  units  are  principal  equity 
strategies,  credit  principal  investing  and  macro  proprietary  trading  businesses. 


Supplemental  Response  Received  From 
Goldman  Sachs 


ConHdential  Treatment  Requested  by  Goldman  Sachs  GS  ^  0000087089 
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Policy  for  Approving  Non-Core  trading  and  Trading  Flow  Changes  -  June  6, 2005 

POLICY  FOR  APPROVING  NON-CORE  TRADING  PRODUCTS 

and  Trading  Flow  Changes .__ 

Effective  Date:  June  1,  2005 

For:  All  Equities  and  FICC  Franchise  Traders 

In  the  normal  course  of  business,  franchise  desk  traders  may  need  to  trade  products  outside  of 
their  primary  markets.  In  order  to  ensure  the  non-core  trading  is  in  line  with  division  objectives 
arid  the  appropriate  control  infrastructure  is  established,  approval  is  required. 
The  Equities  and  FICC  Divisions  have  adopted  the  following  policy  for  franchise  desks  to  ensure 
an  adequate  assessment  of  all  requests  to  trade  outside  primary  markets  and/or  to  add  positions  in 
similar  products.  Supporting  these  opportunities  can  result  in  changes  to  the  existing  trading  flow, 
as  well  as  create  unique  or  additional  firm,  regulatory,  legal  or  compliance  requirements. 

This  policy  applies  globally  to  all  Equities  and  FICC  requests. 

A.  Required  Approvals 

Trading  position*  in  similar  products.  Franchise  and/or  flow  traders  are  expected  to  only  trade 
products  which  fall  within  the  scope  of  their  primary  markets.  Primary  markets  in  this  case  would 
mean  products  for  which  the  trader  has  market  making  responsibility,  though  it  is  permissible  for 
traders  to  take  positions  in  similar  products.  For  example,  a  yen  trader  may  have  positions  in  the 
euro    Business  approval  as  specified  in  this  policy  is  not  required  for  this  case.  However  it 
infrastructure  changes  are  needed  (different  trade  entry  system,  new  trading  account,  etc.)  by 
taking  positions  in  similar  products,  then  an  infrastructure  review  (as  noted  below)  is  required. 

Hedging.  It  is  understood  that  more  efficient  hedging  vehicles  may  exist  in  markets  completely 
different  from  the  underlying  franchise  products.  For  example,  a  trader  making  markets  in  oil 
shares  may  want  to  hedge  their  positions  with  oil  swaps.  In  these  cases,  bus.ness  approval  and 
infrastructure  review  is  required. 

Trading  product*  outside  the  sop*  of  nrimarv  markets.  Occasionally,  traders  may  want  to 
trade  products  falling  outside  their  primary  markets.  While  this  sort  of  non-core  trading  is 
generally  discouraged,  traders  may  seek  permission  by  following  the  approval  procedure. 
Business  approval  and  infrastructure  review  is  required. 

B.  Business  Approval 

For  hedging  and  trading  products  outside  the  scope  of  primary  markets,  the  desk  supervisor  must 
receive  prior  approval  from  both  the  Divisional  Risk  Manager  and  a  FICC-Equities  Operating 
Committee  member.  Requests  for  business  approval  should  be  provided  m  writing  to  the 
Divisional  Risk  Manager,  Legal  and  Compliance  and  include  the  following: 

•  A  description  of  the  non-core  product  to  be  traded 
.      List  of  impacted  trading  flows /systems 

•  A  description  of  any  unique  requirements  or  constraints 

C.  Infrastructure  Review 


Upon  receipt  of  business  approval,  the  trader  is  required  to  engage  their  appropriate  support  area 
contacts,  complete  an  Infrastructure  Control  Assessment  and  inform  their  regional  New  Products 
Committee. 
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Poucy  for  Approving  Non-Core  trading  and  Trading  Flow  Changes  -  June  6, 2005 

Traders  are  required  to  work  with  representatives  from  Trading  Technology,  Legal,  Compliance, 
Market  Risk  Management  Analysis,  Strategies,  Controllers  and  Operations  to  complete  the 
checklist. 

Please  refer  to  Annex  A  for  a  list  of  the  Divisional  Risk  Managers  and  regional  New  Products 
Committees  and  Annex  B  for  an  example  of  the  Infrastructure  Control  Checklist. 

Once  complete,  the  checklist  will  be  reviewed  by  the  appropriate  regional  New  Products 
Committee  to  ensure  all  appropriate  impact  areas  are  addressed  and  assist  the  desk  in  making  sure 
the  necessary  infrastructure  changes  are  implemented  and  issues  are  resolved. 

D.  Implementation 

The  desk  is  responsible  for  ensuring  that  all  approvals  and.  infrastructure  control  action  items  are 

completed  prior  to  the  start  of  trading. 
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Annex  A 


Divisional  Risk  Managers 

Bill  McMahon 
Bruce  Petersen 
Ed  Wilson 

New  Products  Committees 
Americas    New  Products  Committee 

Barry  Goldman 

Dirk  Kranenburg 

Walter  Wanga 
Tokyo         Business  Opportunity  Review  Group 

Craig  Crossman  8 

Catherine  Wedgbury  8 

KentGameau  8 

Hong  Kong  Asia  ex-Japan  New  Business  Initiative  Committee 

Craig  Crossman  8  • 

Ian  Clay  8 

Samantha  Yang  8 

Europe       European  New  Business  Initiative  Committee 

Robert  Chamley  8 1 

Stephen  Davies  8| 


=  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Approval  Chain 

request 
*  ; 


OtvtstonalRtsk 
Manager 


.';  :Qp  Committee'- 
'Member 


New  Products 
Committee 
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Policy  for  Approving  Non-Core  trading  and  Trading  Flow  Changes  -  June  6, 2005 


ANNEX  B 


The  following  is  an  example  of  the  Infrastructure  Control  Checklist: 

Infrastructure  Control  Checklist  (draft) 

New  Business  /Non  Core  Trading  and  Trading  Flow  Changes 


Bustess  MM»»  are  relruhal  to  enjegi Ite. R^llml  New  Products  CoramBw  to  complete  the  tooewtij  trtnwtnicture  Contral  Checttsl. 

The  purpose  o)  the  checttsl  Is  to  ensure  B»  epproprtele  Wreittucture  b  h  piece  u  enitlBOTjtoMB  wUnJ  regalJlorif  »nd  Biro  wntroS. 

Pause  rattan  is  companw)  chertflsts  to  yow  njeixmhre  taojonel  New  Prociim  Ccommtae.  ^ 


KiyConWOwekSit",,.'-,     .  .■  »,  <* 

phase  cBdtjt«8lnat  «?&#»«'  cstrausthei  asL>'  ■"  £: 

|  Capture  now  product  famwtoioe 


Kay  Control  Sign-Off 

(Nairn)   '"■■■  '  -TBWBWTO: 


Ensure  orders  ranch  executions 


Ensure  oJentteomiihslon  schoduiesf  Uocattm  mechanism  are  oonlSBured 

tmosttjialo  1  understand  J  sppHaBU  Haea  end  lacufcfllons  Pint  apply  lor  »H 
raweclMty 


Ensure  sides  people  arc  regBcrcd  ouiudinQly  to  oondud  11  required  cstMty 


Ensure  treds  entry  of  economic  fields  are  captured  completely  a,  cccunaely 


Capture  naw  product  toowtcdoe 

Ensure  omen  match  execution 

Ensure  new  accounts  /  eon  ones  are  property  configured 


-'  iFjrortOftlcOKL 

mm 


Investigate  &  understand  a!  applicable  rules  and  n^tdiltansOnctuding  regulatory 
capBal  lequtrerncnls)  that  eppty  for  iB  new  ■cOvty 


Ensure  traders  an  registered  accordingly  to  conduct  tfl  required  acUvtty 


'  Ensure  trade  entry  of  econornic  Oekls  are  caplared  amipletBly  &  eoouritely 


Ensure  edoqutte  pertormancd  and  capacfty 


Ensure  necessary  exchange  conneciMty  has  been  established 


Ensure  addUona!  system  access  does  not  compromise  the  Integrity  of 
irrtormsUnn  banter  controls 


Review  of  system  arcnBecture 


Satisfy  ttBtnOng. 
position  and 
transaction  reporting 
taovkatnttftts 


Reflect1  postBon,  risk 
end  PAL  accmtaty 
MbiSAA 


Regulatory 
Reporting/ 
Compliance 


Position 
Management 


Risk  Reporting 


Risk 


PU.  Reporting 


Define  reguSatory  and  compSanea  requirements  tor  new  products 


AD  necessary  trsirung  and  competency  requirements  nave  been  completed. 


Automated  capture  &  alert*  tor  outliers 


Supervision  over  manual  processing  &  dale  to  automate  process 


Ensure  proper  product  set-upf  mappings 


Trading  systems  provide  real  ume  feedT 

Trading  &  Risk  Management  systems  use  an  approved  model  end  booking  b  h 

compliance  vr/  the  firm  pofcy 


Ensure  risk  b  correctly  captured  fat  B4R 


Define  notional  /  aoverelgn  Bmtts 


Aleru  for  outBers 


ludependanl  feed  of  risk  analytics  to  Bj55j  ft  Br*.  Risk"* 


Credk  Rbk  Management  due  dilgence 


System  display,  aggregated  risk  management  data  feral  products 


Traders  P&L  adjustments  to  BAR  correlate  to  Trade  Support  break  resolution 


I     Accurate  pricing 


Establish  aufomsSc 
finks  to  trade 
prooon/ny  »/»JsmJ»i 
fo  ensure  fuSy  < 

OCLXMOnfy 

configured  badas 
fo 


Trade  Cornptstlon 


Trade  Booking 


Setnertrents 


Core  Technology) 


Ensure  stTalgM-Ctni  processing 


kocu^otDxineknofptooaaas^nieu^trorda 


Trade  event  rr»rtlu>rV«mc4ifk»tk^  agreed  end  underatood 


Establish  mandatory  enrichments  from  common  reference  data 


Ensure  proper  payment  &  settlement  irtstractjoris  ere  apcorided  to  the  tra^ 


Ensure  adequate  performance  and  capadty 


Ensure  necessary  cortrtecuvty  has  been  established 


Appropriate  system  enuttemeros  in  place  (as  needed) 


Review  of  system  architecture 


Head  of  Sates 


Head  of  Trading 
.  Desk 


Trading 
,  Technology 


Cflmptbnca, 
"  fteoutstery  Riportnf 


..  CompQance 

.  Legal 

.  ERO  Operations 


Head  of  Trading 
.  Desk 


Market  Risk  Mgrrrt 
.  Analysis 


Market  Risk  Mgrrrt 
,  Analysis 


Controllers 


■  Core  Operations 


ETM 
■  -Operations 


Core 

'  Operation! 

ETM 
■  Operations 


Core 
.  Technology 
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Know  Your  Customer.  Suitability  and  Authority 


Know  Your  Customer:  Suitability  and  Authority 

Effective  Date:  March  31,  2005  (revised  from  July  1996) 
For:  FICC  Division 

Sales  and  trading  personnel  have  an  obligation  to  "k  now  their  customers"  before 

recommending  or  entering  into  any  securities  transaction.  This  obligation  includes  the 

duty  to  exercise  due  diligence  to  learn  the  essential  facts  regarding  the  customer  and  the 

customer's  orders  and  accounts. 

Under  GS&Co.  policy  and  applicable  regulations,  before  recommending  a  securities 

transaction  to  a  customer,  sales  and  trading  personnel  must  determine  that  the 

transaction  is  suitable  for  the  customer.  In  addition,  the  firm  must  determine  that  a 

customer  has  provided  sufficient  evidence  of  its  authority  to  enter  into  a  transaction 

(whether  the  transaction  is  recom  mended  or  not). 

In  addition  to  considering  suitability  and  authority  issues  in  the  context  of  each  securities 

transaction,  you  should  observe  the  general  trading  patterns  of  each  customer  and 

recognize  any  trading  activity  which  is  unusual  for  a  customer  because  of  the  size  of  the 

trades,  the  securities  or  markets  involved,  or  any  other  reason.  You  should  also  be 

aware  of  market  "rumors"  about  customers  that  may  raise  suitability  or  authority 

concerns. 

Sales  managers  should  regularly  review  sales  activity  for  potential  suitability  problems. 

Sales  and  trading  personnel  should  bring  to  the  attention  of  a  sales  manager  any 

unusual  transactions,  changes  in  client  conditions  or  characteristics,  significant  losses 

experienced  by  customers,  or  other  events  that  may  affect  the  suitability  of  securities  for 

a  customer. 

For  a  discussion  of  suitability  requirements  for  transactions  in  municipal  securities,  see 

the  policies  and  procedures  memorandum  entitled  Municipal  Securities. 

For  information  regarding  the  documentation  and  other  requirements  and  procedures 
applicable  to  opening  new  accounts,  see  the  policies  and  procedures  memorandum 
entitled  Documentation. 

In  addition,  various  regulatory  requirements  may  apply  to  the  firm's  communications  with 
customers  generally  or  in  connection  with  specific  securities.  See  the  policies  and 
procedures  memorandum  entitled  Customer  Communications/Correspondence. 

A.  Suitability/Know  Your  Customer  Requirements 

Traders  and  salespgrso ns  must  comply  with  general  "know  your  customer"  and 
suitability  requirements  established  by  securities  self-regulatory  organizations, 
including  the  NYSE  and  the  NASD. 

Sales  and  trading  personnel  should  be  prepar  ed  to  explain  the  basis  for  their 
suitability  determinations  and  should  consider,  in  consultation  with  their  managers, 
whether  to  document  such  determinations  in  special  or  unusual  circumstances. 

1     Beasonahle=Basis  Suitability 

The  firm  must  have  a  reasonable  basis  to  believe  that  the  securities  it 
recommends  are  suitable  for  at  least  some  customers,  based  on  a  careful  review 
and  understanding  of  the  terms  and  conditions  of  the  securities  being  offered.  In 
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other  words,  the  firm  must  have  a  reasonable  basis  to  believe  that  the  of  fered 
securities  are  reasonably  suitable  for  investment  in  general.  Of  course,  sales  and 
trading  personnel  must  always  understand  the  relevant  features  of  any  securities 
in  which  they  are  trading,  including  the  potential  risks  and  rewards,  so  that  they 
are  in  a  position  to  conduct  an  appropriate  suitability  analysis. 
The  concept  of  a  arecommendation"  is  discussed  in  Section  A.3  below.  See  also 
Section  A.5  (regarding  "non-conventional  investments")  and  Section  A.6 
(regarding  options). 

Customer-Specific  Suitability/Know  Your  Customer  Requirement 

In  addition,  i n  recommending  any  securities  transaction  to  an  y  particular 
customer  (whether  institutional  or  otherwise),  sales  and  trading  personne  I  must, 
under  NASD  Rule  2310,  have  reasonable  grounds  for  believing  that  the 
recommendation  is  suitable  for  the  customer.  This  determination  must  be  based 
on  facts,  if  any,  that  have  been  disclosed  by  such  customer  regarding  the 
customer's  other  security  holdings  and  regarding  the  custom  er*s  financial 
situation  and  needs.  The  concept  of  a  "recommendation"  is  discussed  in  Section 
A.3  below. 

The  NASD  has  cautioned  against  relying  too  heavily  on  a  customer's  financial 
status  as  a  basis  for  making  a  recommendation,  since  a  customer's  net  worth 
alone  is  not  necessarily  determinative  of  whether  a  particular  security  is  suitable 
for  that  investor. 

The  NYSE's  "know  your  customer"  requirement  under  Rule  405  also  requires 
that  the  firm  use  diligence  to  learn  the  essential  facts  relative  to  every  customer, 
every  order,  every  cash  or  margin  account  accepted  or  carried  by  the  firm,  and 
every  person  holding  power  of  attorney  over  any  account  accepted  or  carried  by 
the  firm.  The  country  of  which  a  customer  is  a  citizen  is  deemed  to  be  an 
"essential  fact." 

(a)  "Institutional  Customers" 

If  a  customer  is  an  "institutional  customer,"  that  is,  any  entity  other  than  a 
natural  person,  the  obligation  under  NASD  Rule  2310  to  determine  that  a 
recommendation  is  suitable  for  the  particular  customer  is  fulfilled  when  a 
broker-dealer  has  reasonable  grounds  to  conclude  that: 

•  The  customer  is  capable  of  independently  evaluating  investment  risk. 

AND 

•  The  customer  is  making  independent  investment  decisions. 

Note,  however,  that  the  NASD  has  indicated  that  this  guidance  is  more 
appropriately  applied  to  customers  with  at  least  $10  million  invested  in 
securities.  Where  a  customer  has  delegated  decision-making  authority  to  an 
agent,  such  as  an  investment  advisor  or  a  bank  trust  department,  the 
obligations  discussed  under  this  section  apply  with  respect  to  the  agent. 

(i)   Capability  to  Evaluate  Risk  Independently 

Sales  and  trading  personnel  should  consider,  based  on  the  inf  ormation 
available  to  them,  the  custumei's  uapdbilily  tu  evaluate  investment  risk, 
including  the  resources  available  to  the  customer  to  make  informed 
decisions.  If  a  customer  is  either  generally  not  capable  of  evaluating 
investment  risk  or  lacks  sufficient  capability  to  evaluate  a  particular 
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security,  then  the  firm's  customer-specific  suitability  obligation  is  not 

diminished  by  the  fact  that  the  member  is  dealing  with  an  institutional 

customer. 

Relevant  considerations  in  determining  capability  to  evaluate  investment 

risk  independently  could  include: 

•  The  use  of  one  or  more  consultants,  investment  advisers,  or  bank 
trust  departments. 

•  The  general  level  of  experience  of  the  institutional  customer  in 
financial  markets  and  specific  experience  with  the  type  of  security 
under  consideration. 

•  The  customer's  ability  to  understand  the  econom  ic  features  of  the 
security  involved. 

•  The  customer's  ability  to  independently  evaluate  how  market 
developments  would  affect  the  security. 

•  The  com  plexity  of  the  securities  involved . 

(ii)  Exercise  of  Independent  Judgment 

Sales  and  trading  personnel  may  conclude  that  a  customer  is  exercising 
independent  judgment  if  the  customer's  investment  decision  will  be  based 
on  its  own  independent  assessment  of  the  opportunities  and  nsks 
presented  by  the  potential  transaction,  market  factors,  and  other 
investment  considerations. 

A  determ  ination  that  a  custom  er  is  making  independent  investm  ent 
decisions  depends  on  the  nature  of  the  relationship  between  the  member 
and  the  customer.  Relevant  considerations  could  include: 

•  Any  written  or  oral  understanding  that  exists  between  the  member 
and  the  customer  regarding  the  nature  of  the  relationship  between 
the  member  and  the  customer  and  the  services  to  be  rendered  by 
the  member. 

• .    The  presence  or  absence  of  a  pattern  of  acceptance  of  the 
member's  recommendations. 

•  The  use  by  the  customer  of  ideas,  suggestions,  m  arket  views,  and 
information  obtained  from  other  members  or  market  professionals, 
particularly  those  relating  to  the  same  type  of  securities. 

.     The  extent  to  which  the  member  has  received  from  the  customer 
current  comprehensive  portfolio  information  in  connection  with 
discussing  recommended  transactions  or  has  not  been  provided 
important  information  regarding  its  portfolio  or  investment 
objectives. 

(b)  Customers  with  Less  than  $50  Million  in  Assets 

Under  NASD  Rule  2310(b),  in  the  case  of  a  transaction  recommended  to  any 
customer  (whether  a  natural  person  or  otherwise)  with  total  assets  of  under 
$50  million,  sales  and  trading  personnel  must,  prior  to  execution,  make  a 
reasonable  effort  to  obtain  information  concerning: 

•  The  customer's  financial  status. 

•  The  customer's  tax  status. 
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•  The  customer's  investment  objectives. 

•  Such  other  information  used  or  considered  to  be  reasonable  by  sales 
and  trading  personnel  in  making  recommendations  to  the  customer. 

This  requirement  does  not  apply  to: 

•  A  bank,  savings  and  loan  associati  on,  insurance  com  pany ,  or 
registered  investment  company. 

•  An  investment  adviser  registered  eith  er  with  the  SEC  under  Section 
203  of  the  Advisers  Act  or  with  a  state  securities  com  mission  (or 
agency  or  office  performing  like  functions). 

(c)  Individuals 

Individual  customers  may  be  less  sophisticated  and  less  able  to  bear  any 
losses  from  risky  securities.  Reasonable  efforts  should  be  made  to  obtain 
from  these  customers  information  regarding  their  financial  background  and 
objectives,  and  special  caution  should  be  exercised  to  determine  the 
suitability  of  any  securities  for  these  customers  in  light  of  such  information. 
Even  if  a  customer  seeks  to  engage  in,  or  has  previously  engaged  in,  highly 
speculative  or  otherwise  aggressive  trading,  sales  and  trading  personnel 
have  a  duty  to  refrain  from  making  recommendations  that  are  incompatible 
with  the  customer's  financial  profile  and  interests. 
The  NASD  has  expressed  concern  that  some  individual  investors  may  not 
understand  the  risks  and  costs  associated  with  bonds  and  bond  funds,  and 
has  reiterated  the  responsibility  of  broker-dealers  to  take  appropnate  steps  to 
ensure  that  their  customers  understand  the  risks,  costs,  and  benefits  of  these 
securities. 

3.   "Recommendations" 

The  NASD's  customer-specific  suitability  requirements  apply  only  where  the  firm 
recommends  a  securities  transaction  to  a  custo  mer.  Whether  a  particular 
transaction  is  in  fact  "recommended''  depends  on  an  analysis  of  all  the  relevant 
facts  and  circumstances. 

•  The  suitability  rule  ordinarily  would  not  apply  when  the  firm  acts  solely  as 
an  "order-taker"  for  customers  who,  on  their  ow n  initiative,  effect 
transactions  without  a  recommendation  from  the  firm. 

•  On  the  other  hand,  a  broad  range  of  circumstances  may  cause  a 
transaction  to  be  considered  recommended;  this  determination  does  not 
depend  on  whether  the  sales  person  classifies  the  trade  as  "sol  icited"  or 
"unsolicited,"  nor  does  it  depend  on  the  mode  of  communication  between 
the  trader  or  salesperson  and  the  customer. 

•  The  NASD  has  stated  more  generally  that  an  important  factor  is  whether, 
in  view  of  its  content,  context,  and  manner  of  presentation,  a  particular 
communication  to  a  customer  reasonably  would  be  viewed  as  a  "call  to 
action"  or  suggestion  that  the  customer  engage  in  a  securities 
transaction.  


In  general,  the  more  individually  tailored  the  communication  to  a  specific 
customer  or  a  targeted  group  of  customers  about  a  security  or  group  of 
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securities,  the  greater  the  likelihood  that  the  communication  may  be 
viewed  as  a  "recom  mendation." 

•  The  suitability  rule  applies  to  all  "recommendations-  made  to  customers 
via  e-mail  or  other  electronic  communications,  including  customer-specific 
electronic  communications  encouraging  the  purchase  of  a  security,  or  e- 
mails  to  customers  stating  they  should  be  invested  in  securities  from  a^ 
particular  sector  and  urging  them  to  buy  securities  from  a  list  with  "buy" 
recommendations. 

•  Although  the  firm  cannot  avoid  or  dis  claim  away  its  suitability  obligation 
(and  a  particular  communication  may  be  deemed  a  "recommendation" 
notwithstanding  the  use  of  a  disclaimer),  the  firm  may  properly  disclose  to 
customers  that  information  is  not  based  on  a  custom  er's  particular 
financial  situation  or  needs,  or  that  opinions  or  recommendations 
expressed  in  research  do  not  take  into  account  individual  investors"  ^ 
circumstances  and  are  not  intended  to  represent  "recommendations"  of 
particular  securities  to  particular  customers. 

The  NASD  has  also  found  that  when  a  broker  effects  transactions  in  an  account 
over  which  it  has  discretion,  the  transactions  are  implicitly  recommended. 
Additional  NASD  guidance  addresses  the  circum  stances  in  which  various  online 
services  or  products  (e.g.,  Web  sites  with  research  or  analytical  tools)  may  entail 
a  "recommendation."  For  further  information  regarding  whether  any  activities  may 
constitute  a  "recommendation,"  consult  the  Compliance  or  Legal  Departments. 

4.   Activities  that  May  Raise  Suitability  or  Other  Issues 

The  NASD  has  identified  certain  activities  that  may  raise  special  suitability  or 
other  concerns,  incl  uding: 

•  Excessive  trading  activity  in  a  customer's  account  ("churning"  or 
"overtrading").  Whether  activity  is  excessive  depends  on  the  objectives 
and  financial  situation  of  the  customer  involved. 

•  Trading  in  mutual  fund  shares,  particularly  on  a  short-term  basis. 

•  Recommending  the  purchase  of  securities  in  amounts  inconsistent  with 
the  reasonable  expectation  that  the  customer  has  the  financial  ability  to 
meet  such  a  commitment. 

•  Recommending  or  accepting  orders  for  new  financial  products  — 
members  must  make  every  effort  to  familiarize  themselves  with  each 
customer's  financial  situation,  trading  experience,  and  ability  to  meet  the 
risks  involved  with  such  securities,  and  should  make  customers  aware  of 
the  pertinent  information  regarding  the  securities. 

Other  activities  that  may  be  fraudulent  or  impermissible  are  discussed  in  the 
policies  and  procedures  memorandum  entitled  'Parking'  and  Other  Impermissible 
Trading  Activities. 

5.    Non-Conventional  Investments 

The  NASD  has  expressed  concern  that  investors,  particularly  re*3'""^ storS| 

may  seek  greater  yields  or  returns  through  what  the  NAbL)  nas  termed  ..»■■- 

conventional  investments"  ("NCIs")  without  fully  understanding  the  risks 
associated  with  these  securities.  For  these  purposes,  NCIs  include,  among  other 
securities,  asset-backed  securities,  equity-linked  notes,  index-linked  notes,  non- 
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traded  REITs,  multi-callable  step  up  notes,  redeemable  secured  notes,  auction 
rate  preferred  securities,  principal  protected  index-linked  CDs,  distressed  debt, 
derivative  products,  and  emerging  market  debt  securities.  The  NASD  has  noted 
that  NCIs  may  entail  significant  credit  risks  that  are  difficult  to  understand  and 
assess;  may  have  less  market  liquidity,  and  may  have  less  transparency  as  to 
their  pricing  and  value. 

The  NASD  has  noted  that  members  should  perform  appropriate  due  diligence  to 
ensure  they  understand  the  nature  of  an  NCI,  as  well  as  the  potential  risks  and 
rewards  associated  with  it,  in  order  to  make  a  "reasonable-basis"  suitability 
analysis  (see  Section  A.1  above)  —  even  if  the  security  is  intended  only  for 
institutional  investors.  The  type  of  due  diligence  investigation  that  is  appropriate 
will  vary  from  security  to  security,  but  certain  common  features  that  sales  and 
trading  personnel  should  understan  d  include,  but  are  not  limited  to: 

•  The  liquidity  of  the  security. 

•  The  existence  of  a  secondary  market  and  the  prospective  transparency  of 
pricing  in  any  secondary  market  transactions. 

•  The  creditworthiness  of  the  issuer. 

•  The  creditworthiness  and  value  of  any  underlying  collateral. 

•  Where  applicable,  the  creditworthiness  of  the  counterparties. 

•  Principal,  return,  and/or  interest  rate  risks  and  the  factors  that  determine 
those  risks. 

•  The  tax  consequences  of  the  security. 

•  The  costs  and  fees  associated  w  ith  purchasing  and  selling  the  security. 

Broker-dealers  may  in  good  faith  rely  on  representations  concerning  an  NCI 
contained  in  a  prospectus  or  disclosure  document,  but  reliance  on  such  materials 
alone  may  be  insufficient  where  the  materials  do  not  provide  sufficient 
information  to  fully  evaluate  the  security's  risks. 

In  addition,  sales  and  trading  personnel  must  make  the  types  of  customer- 
specific  suitability  determinations  described  in  Section  A.2  above  when 
recommending  an  NCI  to  a  customer. 

.    Options  on  Fixed  Income  Securities 

Special  suitability  rules  apply  with  respect  to  customers  trading  securities 
options.  GS&Co.  sales  and  trading  personnel  may  not  recommend  any  option 
transaction  to  a  customer  unless  there  are  reasonable  grounds  for  believing 
(based  on  information  furnished  by  the  customer  after  reasonable  inquiry 
concerning  the  customer's  investment  objectives,  financial  situation  and  needs, 
and  any  other  information  known  by  sales  or  trading  personnel)  that  the 
recommended  transaction  is  suitable  for  the  customer. 

In  addition,  sales  or  trading  personnel  may  not  recommend  to  the  customer  an 
opening  transaction  in  an  option  contract  unless  the  person  making  the 
recommendation  has  a  reasonable  basis  for  believing,  at  the  time  of  the 
recommendation,  that: •  . 


The  customer  has  such  knowledge  and  experience  in  financial  matters 
that  the  customer  may  reasonably  be  expected  to  be  capable  of 
evaluating  the  risks  of  the  recommended  transaction. 
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AND 

•     The  customer  is  financially  able  to  bear  the  risks  of  the  recommended 
position  in  the  option  contract. 

For  information  regarding  the  special  docum  entation  and  disclosure  requirements 
and  procedures  applicable  when  opening  new  options  accounts,  see  the  policies 
and  procedures  memorandum  entitled  Documentation. 

7.   Customers  Subject  to  Specific  Regulatory  Regimes 

Recommendations  made  to  customers  subject  to  specific  regulatory  regimes 
may  raise  additional  suitability  concerns.  In  case  of  any  questions  or  concerns 
regarding  such  customers,  trading  and  sales  personnel  should  contac  t  the 
Compliance  or  Legal  Departments. 

(a)  Employee  Benefit  Plans 

It  is  especially  important  to  "know  your  customer"  when  dealing  with 
employee  benefit  plans.  Such  plans  are  usually  subject  to  the  Employee 
Retirement  Income  Security  Act  of  1 974  ("ERISA")  and  the  rules  thereund  er, 
as  well  as  rules  and  guidelines  adopted  by  trustees  or  governing  boards. 
Under  ERISA,  a  fiduciary  of  a  plan  (i.e.,  the  person  managing  the  plan's 
assets)  must  diversify  the  assets  of  the  plan  to  prevent  large  losses  and  must 
discharge  its  investment  duties  "with  the  care,  skill,  prudence,  and  diligence 
under  the  circumstances  then  prevailing  that  a  prudent  man  acting  in  a  like 
capacity  and  familiar  with  such  matters  would  use  in  the  conduct  of  an 

enterprise  of  a  like  character  and  with  like  aims "  See  the  policies  and 

procedures  memorandum  entitled  Prohibited  Transactions  Under  ERISA: 

Although  adherence  to  the  "prudent  man"  rule  cited  above  and  other 
investment  requirements  under  ERISA  is  primarily  the  responsibility  of  the 
pension  plan's  investment  manager,  salespersons  and  traders  should  be  alert 
to  circumstances  indicating  the  need  to  raise  questions  with  their  manager  or 
the  Compliance  or  Legal  Departm  ents.  You  need  to  be  sensitive  to  whether 
you  believe  the  strategies  are  inconsistent  with  these  basic  duties.  Other 
ERISA  requirements  discussed  in  the  policies  and  procedures  memorandum 
entitled  Prohibited  Transactions  Under  ERISA  also  may  affect  GS&Co.'s 
ability  to  enter  into  fixed  income  transactions  with  ERISA  plans. 

While  public  pension  plans  are  not  subject  to  ERISA,  they  are  governed  by 
state  and  local  statutory  schemes.  These  schemes  vary  greatly,  sometimes 
including  a  "prudence"  standard  and  at  other  tim  es  providing  a  list  of 
prohibited  and  permitted  investments.  As  in  the  case  of  ERISA  plans, 
adherence  to  the  investment  standards  applicable  to  public  pension  plans  is 
primarily  the  responsibility  of  the  investment  manager  for  the  plan.  However, 
it  is  very  important  for  GS&Co.  that  it  not  engage  in  any  transaction  with 
these  plans  that  is  prohibited  by  local  law.  GS&Co.  is  on  constructive  notice 
of  these  statutes,  and  there  have  been  instances  where  broker-dealers  have 
been  held  responsible  in  connection  with  transactions  that  have  exceeded 
their  authority.  GS&Co.  personnel  should  remain  alert  to  circumstances 
indicating  the  need  to  raise  questions  with  their  manager  or  the  Compliance 
or  Legal  Departments. 
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(b)  State  and  Municipal  Counterparties 

Special  caution  should  be  exercised  when  dealing  with  state  and  municipal 
entities,  even  when  such  counterparties  are  sophisticated  investors  and 
understand  the  risks  involved  in  the  transaction. 

B.  Power  and  Authority 

Before  entering  into  a  securities  transaction,  it  is  essential  that  the  firm  take 
appropriate  measures  to  determine  whether. 

•  A  customer  has  the  power,  capacity  and  authority  to  enter  into  the  proposed 
transactions  (e.g.,  there  are  no  legal  or  regulatory  prohibitions  against  the 
customer  entering  into  such  transactions,  such  transactions  are  not  prohibited 
under  the  customer's  organizational  or  other  constitutive  documents,  etc.) 

AND 

•  The  individuals  with  whom  GS&Co.  is  dealing  have  author  ity  to  act  for  the 
customer  in  such  transactions. 

The  appropriate  measures  to  be  taken  will  vary,  depending  both  on  the  n  ature  of  the 
customer  and  the  nature  of  the  transaction.  Factors  which  you  should  consider 
include  whether  your  customer  is  acting  as  principal  or  agent,  whether  the  proposed 
transaction  falls  within  the  institution's  guidelines  for  permissible  transactions,  and 
whether  the  transaction  is  perm  itted  by  the  regulators,  if  any.  of  that  institution.  In 
considering  whether  the  individual  with  whom  you  are  dealing  has  authority,  you  may 
look  to  evidence  of  actual  authority  or  evidence  of  whether  the  person  reasonably 
appears  to  have  been  given  authority  to  act  on  behalf  of  the  institution  he  or  she 
purports  to  represent  —  e.g.,  whether  the  institution  has  held  the  individual  out  as 
having  authority  or  has  knowingly  permitted  the  individual  to  act  on  its  behalf. 
Sales  and  trading  personnel  should  contact  the  Com  pliance  or  Legal  Departments  if 
they  have  any  doubts  or  questions  regarding  the  power  of  a  customer  to  enter  into 
transactions  or  the  authority  of  the  individuals  with  whom  they  are  dealing  to  act  on 
behalf  of  the  customer.  Specific  authority  considerations  for  various  categones  of 
customers  are  discussed  below. 

1.    Governments  and  Public-Sector  Entities 

It  is  especially  important  to  consider  whether  state  and  local  governm  ent  entities, 
including  public  pension  plans,  have  the  pow  er  to  enter  into  securities 
transactions  and  whether  persons  acting  on  behalf  of  such  entities  have  obtained 
proper  authorization.  State  and  municipal  organizations  are  often  prohibited  from 
engaging  in  certain  types  of  transactions. 

The  power  of  an  entity  to  enter  into  securities  transactions  generally  flows  from 
its  charter  and  by-laws  or,  in  some  cases,  the  law  under  which  it  was  created. 
Where  sovereign  or  public-sector  ent  ities  are  concerned,  a  local  or  national 
constitution;  charter  or  statute  in  the  case  of  a  public  corporation;  or  investment 
management  agreement,  trust  agreement,  and  related  investment  guidelines 
may  also  be  relevant.  Be  aware,  however,  that  while  reviewing  these  documents 
is  a  necessary  first  step,  the  review  should  not  end  the  inquiry .  As  additional 

protection,  consider-  staining  thp  npi  nion  nf  counsel  to  the  entity  or  including 

representations  from  the  entity  as  to  authority  under  applicable  law  in  the 
transaction  documents. 
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2.  Cash  or  Margin  Accounts;  Agency,  Estate  or  Trust  Accounts 

NYSE  requires  that  certain  information  related  to  power  and  authority  be 
maintained  by  the  firm  in  connection  with  certain  cash  or  margin  accounts  carried 
by  the  firm  and  certain  agency  accounts.  For  further  information  regarding 
account  documentation  and  related  requirements,  see  the  policies  and 
procedures  memorandum  entitled  Documentation.  Note  in  particular  that  when 
estate  or  trust  accounts  are  involved,  the  Legal  Department  should  be  consulted 
as  to  the  documents  that  should  be  obtained. 

3.  Financial  Institutions 

All  transactions  with  federally  insured  depository  institutions  (i.e.,  commercial 
banks,  savings  banks)  must  meet  certain  "written  agreement-  and  related 
requirements  to  be  enforceable.  These  requirements  are  less  stringent  in  the 
case  of  "securities  contracts,"  "forward  contracts,"  "commodity  contracts," 
"repurchase  agreements,"  "swap  agreements,"  and  "fed  funds"  transactions.  In 
addition,  the  Federal  Financial  Institutions  Examinations  Council  and  other 
regulatory  agencies  restrict  the  permissible  transactions  of  depository  institutions. 
Sales  and  trading  personnel  should  contact  the  Compliance  or  Legal 
Departments  if  they  have  any  doubts  regarding  whether  a  transaction  with  a 
financial  institution  meets  the  applicable  "written  agreement"  requirements. 

4.  ERISA  Plans 

For  further  information  regarding  power  and  authority  issues  arising  in  connection 
with  ERISA  plans,  consult  the  policies  and  procedure  memorandum  entitled 
Prohibited  Transactions  Under  ERISA. 

5.  Investment  Companies 

Investment  companies  must  be  specifically  authorized  under  their  constitutive 
documents  to  enter  into  transactions  with  respect  to  the  type  of  security  involved. 
GS&Co.  must  also  be  a  permissible  counterparty  under  those  documents. 

6.  Insurance  Companies 

Insurance  companies  are  subject  to  state  regulatory  requirements  that  vary  by 
jurisdiction.  As  a  result,  when  entering  into  transactions  with  insurance 
companies,  sales  and  trading  personnel  should  exercise  s  pecial  care  regarding 
applicable  laws  or  regulations  that  may  limit  or  regulate  the  ability  of  the  company 
to  engage  in  the  transaction. 
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Date 


Nov  2004 


Apr  2005 


Sep  2005 


Nov  2005 


Mar  2006 


Sep  2006 


Mar  2007 


Apr  2008 


Jan  2009 


May  2009 


Appendix  A:  Presentations  Regarding  the  Finn's  Compliance  Program 


Prepared  tor 


Board 


Audit  Committee 


Audit  Committee 


Audit  Committee 


Audit  Committee 


Audit  Committee 


Audit  Committee 


Document 


Global  Compliance  Function 


Global  Compliance  Update 


i  inriatP  nn  CEO  Certification  (NASD  Rule  3013)  and  Compliance  and  Surveillance  Architecture 
— c — NASD  Rule  3013  Update - 


NASD  Rule  3013  Update 


Compliance  Testing  Group  Initiative 


Audit  Committee 


Board 


Audit  Committee 


NASD  Rule  3013  Update 


ranhai  nnmniiance  Update  and  CEO  Compliance  certifications  and  Compliance  Reports 

— ... r f  ■ — — ■ ,  -uu-.  Ynxi  InHitctru  nnrf  RpaulaiOfV  ReDC 


rnmrr,an«,  with  CRMPG  III  Recommendations  and  Other  Key  Industry  and  ge^jto^Reports, 
Global  Compliance  Update,  Certifications  and  Risk  Management  Program  and  Approval  of  Risk 
Management  Program 


Appendix  B:  Board  and  Board  Committee  Governance  Activities 


r 


Date 


Jan  2004 


Jan  2004 


Jan  2004 


Prepared  for 


Board 


Corp  Gov 
Committee 


Jan  2005 


Jan  2005 


Jan  2005 


Jan  2005 


Audit  Committee 


Document 


'Reanoroval  of  Certain  Governance  Documents  (Code  of  Business  Conduct  and  Ethics  Policy  on 
SSof  ConSm  Reprttag  Accounting  and  Other  Matters  and  Policy  Regard  ng  Escalation 
to  an^R^rbTtheAudit  Committee  of  Accounting  Complaints  and  the  Non-Management 
Directors  of  Other  Concerns) . - 


Annual  Review  of  Code  of  Business  Conduct  and  Ethics 


Board 


Board 


Corp  Gov 
Committee 


Review  of  Policy  on  Reporting  of  Concerns  Regarding  Accounting  and  Other  Matters  and  Policy 
Regarding  Escalation  to.  and  Retention  by,  the  Audit  Committee  of  Accounting  Complamts  and 
the  Non-Management  Directors  of  Other  Concerns 


"Approval  of  Amendment  to  Code  of  Business  Conduct  and  Ethics 


Reapproval  of  Policy  on  Reporting  of  Concerns  Regarding  Accounting  and  Other  Matters  ana 
Poltay  parting [Escalation  to.  and  Retention  by.  the  Audit  Committee  of  Accounting  Complamts 

ami  the  Non-Management  Directors  of  Other  Concerns 

Annual  Review  of  the  Code  of  Business  Conduct  and  Ethics  and  Recommendation  to  the  Board 

of  Proposed  Amendments 


Jan  2006 


Jan  2006 


Jan  2006 


Jan  2007 


Audit  Committee 


Board 


Corp  Gov 
Committee 


Review  of  Policy  on  Reporting  of  Concerns  Regarding  Accounting  and  uther  Matters  and  Policy 

S3J Kaiion  to.  and  Retention  by.  the  Audit  Committee  of  Accounting  Compla.nts  and 

the  Non-Management  Directors  of  Other  Concerns 


"ReaoDroval  of  Certain  Governance  Documents  (Code  of  Business  Conduct  and  Ethics.  Policy  on 
RepoTg  o Coneys  Regarding  Accounting  and  Other  Matters  and  Policy h*^  E"**™ 
to  and  Retention  by.  theAudit  Committee  of  Accounting  Complamts  and  the  Non-Management 
' Directors  of  Other  Concerns) . 


Annual  Review  of  Code  of  Business  Conduct  and  Ethics 


Audit  Committee 


Jan  2007 


Jan  2007 


Jan  2007 


Jan  2008 


Board 


Board 


Corp  Gov 
Committee 


Audit  Committee 


Review  of  Policy  on  Reporting  of  Concerns  Regarding  Accounting  and  Other  Matters  and  policy 
Regarting TSatlon  to.  and  Retention  by,  the  Audit  Committee  of  Accounting  Complamts  and 

the  Non-Management  Directors  of  Other  Concerns — 

Approval  of  Amendments  to  the  Policy  on  Reporting  of  Concerns  Regarding  *^"n*"9  * ™ 
Other  Matters  and  Policy  Regarding  Escalation  to,  and  Retention  b?  tt« i  Audrt  Comm ttee  of 

Armuntino  Complaints  and  the  Non-Management  Directors  of  Other  Concerns)      

Reapproval  of  Certain  Governance  Documents  (Code  of  Business  Conduct  andEthicsj 

Annual  Review  of  Code  of  Business  Conduct  and  Ethics  


Board 


Jan  2008 


Jan  2008 


Corp  Gov 
Committee 


Recommendation  to  the  Board  of  Proposed  Amendments  to  the  Policy  on  Reporting  o  Concerns 

Rwarding  Accounting  and  Other  Matters  and  Policy  Regarding  Escalation  to  and  Retention  by. 

to  aS  C^mmee  of  Accounting  Complaints  and  the  Non-Management  Cnrectors  of  Other 

Concerns 


Reapproval  of  Certain  Governance  Documents  (Code  ot  Busmess  Conduct  and  gJcTPohc^n 
Stingof  Concerns  Regarding  Accounting  and  Other  Matters  and  Policy  Regard  ng  Escalation 
to  aKte^on^Tlhe  Audit  Committee  of  Accounting  Complaints  and  the  Non-Management 
Directors  of  Other  Concerns) . 


Annual  Review  of  Code  of  Busmess  Conduct  and  Ethics 


Audit  Committee 


Annual  Review  of  Reporting  of  Concerns  Regarding  Accounting  and  Other  Matters  and  Policy 
R^ard  ng  Es«lation  to.  and  Retention  by,  the  Audi  Committee  of  Accounting  Complamts  and 
^        a the  Non-Management  Directors  Of  Other  Concerns 
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Jan  2009 


Jan  2009 


Jan  2009 


May  2009 


May  2009 


Board 


Corp  Gov 
Committee 


Audit  Committee 


Board 


Corp  Gov 
Committee 


Reapproval  of  Certain  Governance  Documents  (Code  of  Business  Conduct  and  Ethics,  Policy  on 
Reporting  of  Concerns  Regarding  Accounting  and  Other  Matters  and  Policy  Regarding  Escalation 
to.  and  Retention  by.  the  Audit  Committee  of  Accounting  Complaints  and  the  Non-Management 
Directors  of  Other  Concerns) 


Annual  Review  of  Code  of  Business  Conduct  and  Ethics 


Annual  Review  of  Reporting  of  Concerns  Regarding  Accounting  and  Other  Matters  and  Policy 
Regarding  Escalation  to,  and  Retention  by.  the  Audit  Committee  of  Accounting  Complaints  and 
the  Non-Management  Directors  of  Other  Concerns 


Approval  of  Amendment  to  Code  of  Business  Conduct  and  Ethics . 


Recommendation  to  the  Board  of  Proposed  Amendment  to  Code  of  Business  Conduct  and  Ethics 


Appendix  C:  Firmwide  Business  Practices  Committee 

BPC  Charter 

BPC  Summary  of  Meetings/Topics  (2003-2010) 

Firmwide  Business  Practices  Committee  Presentation  to  Board  (Sep  2009) 

Appendix  D:  Samples  of  Training  and  Communications  Efforts 

New  Hire  Training  (Materials  used  in  June  2004  and  Spring  2010) 
Anti-Money  Laundering  and  Communications  Modules  (sample  screenshots) 
Suspicious  Activity  Training 

o      Suspicious  Activity  Presentation  Exemplar  (GS  Bank) 

o      Suspicious  Activity  Presentation  to  firm's  Management  Committee  (May  2009) 
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RESPONSES  TO  QUESTIONS  FOR  THE  RECORD 

FROM 

SENATOR  CLAIRE  McCASKILL 

Permanent  Subcommittee  on  Investigations 

to 

LLOYD  C.  BLANKFEIN 

Chairman  and  Chief  Executive  Officer 

The  Goldman  Sachs  Group,  Inc. 


PERMANENT  SUBCOMMITTEE  ON  INVESTIGATIONS 

HEARING  ON 

WALL  STREET  AND  THE  FINANCIAL  CRISIS: 

THE  ROLE  OF  INVESTMENT  BANKS 

April  27, 2010 
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RESPONSES  TO  QUESTIONS  FOR  THE  RECORD 

FROM 
SENATOR  CLAIRE  McCASKILL 

Permanent  Subcommittee  on  Investigations 

to 
LLOYD  C.  BLANKFEIN 

Chairman  and  Chief  Executive  Officer 
The  Goldman  Sachs  Group,  Inc. 

PERMANENT  SUBCOMMITTEE  ON  INVESTIGATIONS 

HEARING  ON 

WALL  STREET  AND  THE  FINANCIAL  CRISIS: 

THE  ROLE  OF  INVESTMENT  BANKS 

April  27, 2010 


1)  How  many  partners  of  Goldman  Sachs  had  investments  with  Paulson  &  Co  at  the  time 
the  Abacus  AC-1  transaction  was  completed? 

There  were  no  Goldman  Sachs  partners  who  had  investments  with  Paulson  &  Co.  at  the  time 
the  ABACUS  2007-AC1  transactions  closed  (April  26  2007).  One  retired  partner  invested 
$20,000  in  the  Paulson  Enhanced  Limited  Fund,  a  leveraged  fund  that  focuses  on  mergers  and 
acquisitions,  on  May  23,  2007.  No  Goldman  Sachs  partners  had  investments  with  the  Paulson 
Credit  Opportunities  Funds  at  the  time  of  the  ABACUS  2007-AC1  transaction. 

2)  How  large  was  the  short  position  that  Goldman  Sachs  sold  to  Paulson  &  Co  as  a  part  of 
the  Abacus  AC-1  transaction  in  relation  to  all  short  positions  sold  to  other  clients 
through  synthetic  and  hybrid  CDO  issuances  in  2006  and  2007?  Please  express  this  as  a 
percentage. 

The  purchase  of  protection  by  Paulson  &  Co.  from  Goldman  Sachs  in  conjunction 
with  ABACUS  2007- AC  1  represented  approximately  18%  of  all  short  positions  sold  to  clients 
through  synthetic  and  hybrid  CDO  issuances  in  2006  and  2007. 

3)  Of  clients  to  whom  Goldman  sold  short  positions  from  synthetic  CDOs,  as  in  the 
Abacus  AC-1  transaction,  how  many  employed  former  directors  or  employees  of 
Goldman  Sachs? 

See  8. 

4)  Did  any  Goldman  employees  see  their  total  compensation  decline  as  a  result  of  the 
ultimate  poor  performance  of  the  mortgage  backed  securities  and  collateralized  debt 
obligations  that  the  firm  issued  in  2006  and  2007? 
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In  general,  Goldman  Sachs'  compensation  structure  is  based  on  the  firm's  overall 
performance,  the  performance  of  the  specific  business  in  which  the  employee  works  and  the 
personal  performance  of  the  employee.  Further,  the  firm,  and  specifically  the  mortgage  business, 
aggressively  managed  head  count  commensurate  with  performance  of  the  business  from  2006 
through  2008.  For  employees  within  the  mortgage  business  involved  in  the  structuring, 
underwriting  and  trading  of  non-agency  RMBS  and  CDOs,  total  headcount  declined  by 
approximately  50%  during  the  period  of  2006  through  2008.  Additionally,  for  non-partner 
employees  who  remained  with  the  firm  during  that  period,  compensation  declined  on  average  by 
approximately  47%. 

5)  Please  provide  the  context  for  the  email  in  exhibit  77,  in  which  a  Goldman  employee 
reviewed  pool  of  mortgages  originated  by  New  Century.  Were  these  loans  subsequently 
packaged  into  securities?  If  so,  how  much  of  the  pool  discussed  in  exhibit  77  was  "put 
back,"  to  use  the  phrase  from  the  analyst  writing  the  document? 

The  loans  in  Exhibit  77  were  part  of  a  securitization  (GSAMP  Home  Equity  Trust  2007- 
NC1)  at  the  time  the  review  described  in  Exhibit  77  was  conducted.  New  Century,  the  loan 
seller,  provided  contractual  protection  for  early  payment  defaults  ("EPDs").  The  securitization 
trust  received  the  benefit  of  this  EPD  protection  under  the  securitization  documents.  When  an 
EPD  occurred  on  a  loan,  New  Century  was  obligated  to  repurchase  the  EPD  loan  and  the 
securitization  trust  was  entitled  to  the  principal  balance  of  and  accrued  interest  on  the  EPD  loan. 
After  being  notified  of  the  EPD  event,  New  Century  asked  Goldman  Sachs  to  provide  a  bid  to 
purchase  the  EPD  loans  from  New  Century  once  it  repurchased  the  EPD  loans.  As  is  customary 
for  loan  purchases,  in  order  to  ascertain  a  price  for  the  EPD  loans,  Goldman  Sachs  performed  a 
review  of  the  EPD  loans  as  described  in  Exhibit  77. 

All  of  the  EPD  loans  discussed  in  Exhibit  77  (123  loans  total)  were  repurchase  obligations  of 
New  Century.  The  "put  back"  notation  in  Exhibit  77  identifies  loans  that  Goldman  Sachs  was  not 
willing  to  purchase  from  New  Century  as  a  result  of  review  findings.  However,  New  Century 
was  still  obligated  to  repurchase  the  EPD  loans  that  were  in  the  securitization  trust.  Goldman 
Sachs  notes  that  due  to  New  Century's  financial  difficulties  and  subsequent  bankruptcy,  New 
Century  never  fulfilled  their  EPD  repurchase  obligation,  and  Goldman  Sachs  never  purchased 
any  of  the  loans  from  New  Century. 

6)  Did  Goldman  Sachs  perform  a  review  similar  to  that  found  in  Exhibit  77  of  the  pools  of 
mortgages  from  which  the  Long  Beach  Mortgage  Loan  Trust  2006-A  (LBMLT-A) 
residential  mortgage  backed  securities  were  created?  If  so,  please  produce  those 
reviews  to  the  committee.  How  many  loans  showed  evidence  of  potential  fraud, 
noncompliance,  foreclosure,  or  other  risk  factors?  How  many  problem  loans  ended  up 
in  the  pools  for  LBMLT-A  that  were  then  sold  to  investors?  How  were  weaknesses  in 
the  pools  disclosed  to  investors? 

Unlike  the  New  Century  loans  discussed  above,  the  LBMLT  2006-A  securitization  did  not 
include  a  provision  whereby  the  originator  or  seller  (Long  Beach)  was  required  to  repurchase 
EPD  loans.  Goldman  Sachs,  therefore,  did  not  perform  a  review  for  LBMLT  2006-A  similar  to 
that  found  in  Exhibit  77  for  GSAMP  Home  Equity  Trust  2007-NC1.  The  risks  associated  with 
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the  LBMLT  2006-A  securitization  were  disclosed  as  part  of  the  offering  document  at  time  of 
issuance. 

7)  How  many  customers  contacted  Goldman  Sachs  asking  to  take  a  short  position  with 
respect  to  housing  related  assets  after  your  firm  decided  to  make  a  concerted  effort  to 
"reduce  risk"  which  reducing  your  net  long  position  with  respect  to  the  housing 
market?  To  how  many  customers  did  you  sell  short  positions?  How  many  customers 
were  turned  away?  Do  you  feel  that  your  need  to  "reduce  risk,"  prevented  your  firm, 
in  its  role  as  market  maker,  from  serving  customers  who  wanted  to  purchase  short 
positions? 

Goldman  Sachs  does  not  maintain  records  indicating:  (i)  the  number  of  customers  in 
aggregate  who  approached  the  firm  during  this  period,  seeking  to  sell  cash  assets  or  purchase 
credit  protection  on  mortgage-related  products;  or  (ii)  the  number  of  customers  seeking  to 
purchase  credit  protection  on  mortgage-related  products  who  were  "turned  away"  by  the  firm. 
Goldman  Sachs  notes,  however,  that  the  firm  sold  credit  protection  of  more  than  $100  billion 
notional  to  over  500  customers,  and  that  the  firm  is  not  aware  of  customers  seeking  bids  or  offers 
(whether  for  cash  assets  or  credit  protection  referencing  such  assets)  who  did  not  receive  such 
bids  or  offers. 

Further,  the  firm's  decision  to  "reduce  risk"  did  not  prevent  it  from  serving  its  customers  as  a 
market  maker.  Although  the  prices  that  Goldman  Sachs  quoted  to  buyers  and  sellers  varied  with 
market  levels,  the  firm  continued  to  transact  in  mortgage-related  products  in  response  to  client 
demand.  Indeed,  acting  in  its  capacity  as  a  market  maker  in  cash  and  derivative  mortgage-related 
products,  Goldman  Sachs  stood  ready  on  a  daily  basis  in  late  2006  and  continuing  through  2007 
to  provide  bids  or  offers  to  customers  on  cash  instruments  and  credit  protection  referencing  such 
mortgage-related  instruments. 

8)   Of  the  customers  to  whom  you  did  sell  short  positions  how  many  were  companies  that 
had  hired  former  Goldman  employees  or  with  whom  Goldman  employees  had 
investments? 

Goldman  Sachs  encloses  (i)  a  spreadsheet  (bearing  production  number  GS  MBS 
0000038772)  providing  information  on  individuals  employed  by  Goldman  Sachs  as  a  Managing 
Director  ("MD")  in  a  front  office  division  who  left  Goldman  Sachs  between  January  1 ,  2000  and 
December  31, 2007  for  a  position  at  one  of  the  firms  listed  below  (in  Table  A)  to  which 
Goldman  Sachs  sold  short  positions  on  synthetic  CDOs;  and  (ii)  a  spreadsheet  (bearing 
production  number  GS  MBS  0000038773)  providing  information  on  private  investments  made 
by  Goldman  Sachs  MDs  from  January  1, 2000  through  December  31,  2007  in  any  of  the  firms 
listed  below  (in  Table  A)  to  which  Goldman  Sachs  sold  short  positions  on  synthetic  CDOs. 


1  Goldman  Sachs  notes  that  the  information  in  these  spreadsheets  was  derived  from  data  provided  voluntarily  by 
former  Goldman  Sachs  employees  at  the  time  of  departure  or  from  information  voluntarily  provided  by  Goldman 
Sachs  alumni. 

Goldman  Sachs  also  notes  that  (i)  one  former  Goldman  Sachs  MD  (Asif  Khan)  who  worked  on  synthetic  CDOs 
while  at  Goldman  Sachs  was  subsequently  employed  by  a  broker-dealer  identified  in  this  response  as  a  firm  that  was 
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The  firms  to  which  Goldman  Sachs  sold  short  positions  on  synthetic  CDOs  that  were 
reviewed  to  provide  the  information  in  the  enclosed  spreadsheets  include: 


Aladdin  Capital  Management 

Nomura 

Calyon 

Rabo  Bank 

Countrywide  Financial 

Natixis 

FBR  Capital  Markets 

Paulson 

Fortis 

Piper  Jaffiray 

FTN  Financial 

RBS  Greenwich 

GSC  Partners 

Wachovia 

Investec 

The  Winter  Group 

MacDonald  Investments 

Washington  Mutual 

Magnetar 

Winchester  Capital 

Morgan  Keegan 

Certain  broker-dealers  were  excluded  when  examining  this  information  because  a  large 
number  of  former  Goldman  Sachs  employees  have  subsequently  been  employed  by  these  firms, 
and  Goldman  Sachs  has  assumed  that  information  concerning  the  employment  of  former 
Goldman  Sachs  employees  at  these  firms  would  not  necessarily  be  relevant  to  the 
Subcommittee's  inquiry.  These  excluded  broker-dealers  include:  Bank  of  America,  Barclays 
Capital,  Bear  Stearns,  Citigroup,  Credit  Suisse  First  Boston,  Deutsche  Bank,  HSBC,  JPMorgan 
Chase,  Lehman  Brothers,  Merrill  Lynch,  Morgan  Stanley  and  UBS.  Should  the  Subcommittee 
want  this  information,  Goldman  Sachs  will  attempt  to  compile  and  produce  it  to  the 
Subcommittee  staff. 

Goldman  Sachs  wishes  to  stress  that  it  does  not  maintain  a  central  repository  of  the  requested 
information  and,  accordingly,  used  various  technologies  and  manual  resources  to  generate  this 
spreadsheet  for  production  to  the  Subcommittee  in  response  to  this  Question.  While  Goldman 
Sachs  believes  that  the  spreadsheet  is  reasonably  accurate,  Goldman  Sachs  cannot  make  an 
absolute  representation  that  it  is  complete  or  that  there  were  not  some  inadvertent  errors  in  its 
preparation,  especially  given  the  expedited  timeframe  within  which  it  was  generated  and 
produced  to  you.  Goldman  Sachs  also  wishes  to  stress  that  the  information  used  to  generate  this 
spreadsheet  for  production  to  you  was  maintained  and  used  for  limited,  internal  firm  purposes, 
and  not  pursuant  to  or  for  purposes  of  regulatory  or  other  reporting  requirements,  or  for  use  by 

third  parties. 

### 


not  searched  to  provide  the  information  in  the  enclosed  spreadsheet  and  (ii)  two  former  Goldman  Sachs  MDs 
(Alfred  Eckhert  and  Richard  Hayden)  who  left  Goldman  Sachs  prior  to  January  1,  2000  are  currently  partners  at 
GSC  Partners. 


PSI  QFR  GS0438 


CoUntin  Sads  Mumni 


Footnote  Exhibits  -  Page  2682 


G&jtR  OMriMU 


GS.lnt  OMsfcft)  GS.Ustti|to»  GS.UstOfBa  G5J*rtTWt 


WCMdMatau 


EKEA 
[MIA 


«&**?  DfcKU»  t***«dfc  C«w*a"  (iwinx) 


•  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


PSI  QFR  GS0439 


GS  MBS  0000038772 


GCM 


Footnote  Exhibits  -  Page  2683 


trap  Name 


Imp  Tide 
AYCO  Profession 
Extended  Managing  Director 
Extended  Managing  Director 


Currently  Employed  at  GS 

pa  or  No)  Entity  E^lteolotton 

Ye,  GnrerMfchCasoal  Partners  II  Private  Eqmy  Fund 

Y„  Greerr^  Street  Divestments  II  Company 

Yos  GCM  2007  OPPORTUNITY  FUND,  LP.  Fund(Other) 


ImArnount    Iny  Date 
$200,000      Jan-2000 
$50,000     Sep-2000 
$2,000,000      OO-2007 


.  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 
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Currently  Employed  it  GS 


EmpTltle 

(Yes  or  No) 

Extended  Managing  Otroctor 

No 

Extended  Managing  Oroctsr 

No 

Advisory  OiJOtUjr 

No 

SATHOf  Director 

No 

Senior  DuoUiN 

No 

Extended  Managing  Direetor 

No 

Participating  Managing  Director 

Yea 

Extended  Managing  Director 

No 

Extended  Managing  Director 

No 

ARCHON  Prafesaional 

Yea 

Entity 

GSC  Recovery  I1A,  LP 

GSC  Recovery  DA.  LP 

GSC  European  Mezzanine  Fund.  LP 

GSC  Recovery  UA,  LP 

GSC  Recovery  OA,  LP 

GSC  Credo  Sirttagte  Fund.  LP. 

GSC  Crest  Stratagiaa  Fund.  LP. 

GSC  CradH  Strataglea  Fund,  LP. 

GSC  Recovery  I1A,  LP 

GSC  Recovery  m.  to*. 
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Entity  Description 
Hedge  Fund 
Hsdgs  Fund 
Private  Equity  Fund 
Hedge  Fund 
HodQB  Fund 
Hedge  Fund 
Hedge  Fund 
HodQo  Fund 
Hedge  Fund 
Private  Equity  Fund 
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tnvAmount    InvOate 

$1,000,000 

Jun-2002 

S1.000.O0O 

Jun-2002 

(250.000 

Jun-2000 

S2.SOO.000 

Msy-2002 

Sl.OOO.000 

Jun-2002 

J1.0O0.CO0 

Jul-2006 

S1.0O0.O0O 

Jun-2006 

SS.000.000 

Jut-2006 

S3.000.000 

Asr-2002 

J109.375 

Jan-2005 
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PBiticfpstoig  MsrayRQ  Duntuf 


CujituUy  filial  toy  id  ctGS 

(te»  Of  No)  Entftr 

Yes  Plpct  PrivKs  E9Ay 


Endty  Description  tnTAmotmt  wna 

Prime  Equity  Fond  I^OOJMOSEP  taj-MOS 


E__  =  Reds 
Subc 


=  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


GS  MBS  OO0OOM77J 


PSI  QFR  GS0442 


Footnote  Exhibits  -  Page  2686 


RESPONSES  TO  QUESTIONS  FOR  THE  RECORD 

FROM 

SENATOR  CARL  LEVIN 

Permanent  Subcommittee  on  Investigations 

to 

DAVID  A.  VINIAR 

Executive  Vice  President  and 

Chief  Financial  Officer 

The  Goldman  Sachs  Group,  Inc. 


PERMANENT  SUBCOMMITTEE  ON  INVESTIGATIONS 

HEARING  ON 

WALL  STREET  AND  THE  FINANCIAL  CRISIS: 

THE  ROLE  OF  INVESTMENT  BANKS 
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SUPPLEMENTAL  QUESTIONS  FOR  THE  RECORD 

FROM 

SENATOR  CARL  LEVIN 
Permanent  Subcommittee  on  Investigations 

to 

DAVID  A.  VINIAR 

Executive  Vice  President  and 

Chief  Financial  Officer 

The  Goldman  Sachs  Group,  Inc. 

PERMANENT  SUBCOMMITTEE  ON  INVESTIGATIONS 

HEARING  ON 

WALL  STREET  AND  THE  FINANCIAL  CRISIS: 

THE  ROLE  OF  INVESTMENT  BANKS 

April  27,  2010 

Please  provide  answers  to  the  following  questions  by  June  15. 2010: 

1 .  Exhibit  26  from  the  Subcommittee's  hearing  on  April  27, 2010,  includes  an  email  between 
you  and  Gary  Conn.  Mr.  Cohn  informed  you  that  Goldman  Sach's  ("Goldman")  SPG 
Trading  desk  made  $373  million  while  the  CDO-CLO  desk  lost  $230  million  and  the 
Residential  Credit  desk  lost  $92  million.  You  responded  by  writing:  "Tells  you  what  might 
be  happening  to  people  who  don't  have  the  big  short." 

Describe  in  detail  what  you  meant  by  your  response  and  describe  the  "big  short"  to  which  you 
are  referring,  including  the  notional  value  of  the  position,  when  it  was  acquired,  and  when  it 
was  sold  or  covered. 

2.  For  the  period  between  December  14,  2006,  and  December  3 1 ,  2007,  identify  the  5  dates  on 
which  Goldman  had  the  largest  net  short  positions  with  respect  to  RMBS  securities 
(including  the  ABX),  and  the  notional  size  of  those  net  short  positions. 

♦   ♦    <► 
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Responses  of  Mr.  David  Viniar  to  the 
Supplemental  Questions  for  the  Record  of  the  Permanent  Subcommittee  on  Investigations 


1.  Exhibit  26  from  the  Subcommittee's  hearing  on  April  27, 2010,  includes  an  email 
between  you  and  Gary  Cohn.  Mr.  Cohn  informed  you  that  Goldman  Sachs's 
("Goldman")  SPG  Trading  desk  made  $373  million  while  the  CDO-CLO  desk  lost  $230 
million  and  the  Residential  Credit  desk  lost  $92  million.  You  responded  by  writing: 
"Tells  you  what  might  be  happening  to  people  who  don't  have  the  big  short." 

Describe  in  detail  what  you  meant  by  your  response  and  describe  the  "big  short"  to 
which  you  are  referring,  including  the  notional  value  of  the  position,  when  it  was 
acquired,  and  when  it  was  sold  or  covered. 

As  I  testified  on  April  27, 2010: 

[W]hat  I  meant . . .  because  I  didn't  give  the  full  thought,  which  is:  tells  you 
what  might  happen  to  people  who  don't  have  the  big  short,  when  they  do  have  a 
big  long.  This  came,  I  believe,  shortly  after  people  had  announced  their  second 
quarter  results.  Quite  a  number  of  people  had  disclosed  how  big  their  long 
inventory  positions  were  and  without  basically  balancing  those  positions,  there 
would  be  significant  losses  which  is  what  proved  to  happen  across  the  industry. 

Although  I  was  aware  that  Goldman,  Sachs  &  Co.  ("Goldman  Sachs")  had 
obtained  a  significant  short  position  in  order  to  counterbalance  its  significant  long  mortgage- 
related  inventory  positions,  which  reduced  the  Firm's  overall  exposure  to  the  mortgage  market,  I 
was  not  personally  involved  in  the  transactions.  I  also  have  no  memory  of  any  particular 
transactions  or  the  overall  notional  value  of  this  position  at  any  point  intime.  I  should  add  that 
totaling  up  long  and  short  notional  amounts  for  different  assets  and  then  netting  the  total  long 
and  short  notional  amounts  will  not  reflect  whether  Goldman  Sachs  was  net  long  or  net  short  the 
mortgage  market,  because  different  assets  vary  considerably  in  their  sensitivity  to  changes  in 
market  prices.  Often,  the  only  indicator  of  whether  positions  were  net  long  or  net  short  were  the 
profits  earned  or  losses  sustained  on  those  positions. 

It  is  my  understanding  that  Goldman  Sachs  is  discussing  with  the  Subcommittee 
staff  how  the  Firm  can  provide  the.  additional  information  called  for  by  this  Question  on  a 
schedule  agreed  with  the  Subcommittee  staff. 

2.  For  the  period  between  December  14, 2006,  and  December  31, 2007,  identify  the  5  dates 
on  which  Goldman  had  the  largest  net  short  positions  with  respect  to  RMBS  securities 
(including  the  ABX),  and  the  notional  size  of  those  net  short  positions. 

I  do  not  know  the  information  requested  in  this  Question.  I  would  not,  in  the 
ordinary  course  of  business,  have  requested  aggregate  net  short  data  on  a  notional  basis.  To  the 
extent  that  this  data  can  be  compiled  from  Firm  records,  it  is  my  understanding  that  Goldman 
Sachs  will  work  with  the  Subcommittee  staff  to  provide  a  response  on  behalf  of  the  Firm. 


PSI  QFR  GS0445 


Footnote  Exhibits  -  Page  2689 


RESPONSES  TO  QUESTIONS  FOR  THE  RECORD 

FROM 

SENATOR  CARL  LEVIN 

Permanent  Subcommittee  on  Investigations 

to 

CRAIG  W.  BRODERICK 

Chief  Risk  Officer 

The  Goldman  Sachs  Group,  Inc. 


PERMANENT  SUBCOMMITTEE  ON  INVESTIGATIONS 

HEARING  ON 

WALL  STREET  AND  THE  FINANCIAL  CRISIS: 

THE  ROLE  OF  INVESTMENT  BANKS 

April  27, 2010 
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SUPPLEMENTAL  QUESTIONS  FOR  THE  RECORD 

FROM 

SENATOR  CARL  LEVIN 
Permanent  Subcommittee  on  Investigations 

to 

CRAIG  W.  BRODERICK 

Chief  Risk  Officer 
The  Goldman  Sachs  Group,  Inc. 

PERMANENT  SUBCOMMITTEE  ON  INVESTIGATIONS 

HEARING  ON 

WALL  STREET  AND  THE  FINANCIAL  CRISIS: 

THE  ROLE  OF  INVESTMENT  BANKS 

April  27, 2010 

Please  provide  answers  to  the  following  questions  bv  June  15,  2010: 

1     Exhibit  48  from  the  Subcommittee's  hearing  on  April  27,  2010,  is  a  copy  of  a  presentation 
that  you  made  to  the  Goldman  Sachs  ("Goldman")  Tax  Department  on  October  29, 2007. 
Your  presentation  addressed  "events  in  the  credit  markets  over  the  past  few  months,  as  well 
as  [Goldman's]  own  credit  and  trading  performance." 

In  the  fourth  full  paragraph  on  page  2,  you  wrote: 

"So  what  happened  to  us?  A  quick  word  on  our  own  market  and  credit  risk 
performance  in  this  regard.  In  market  risk  --  you  saw  in  our  2nd  and  3rd  quarter 
results  that  we  made  money  despite  our  inherently  long  cash  positions  -  because 
starting  early  in  '07  our  mortgage  trading  desk  started  putting  on  big  short 
positions,  mostly  using  the  ABX  Index,  which  is  a  family  of  indices  designed  to 
replicate  cash  bonds.  And  did  so  in  enough  quantity  that  we  were  net  short,  and 
made  money  (substantial  $$  in  the  3rd  quarter)  as  the  subprime  market 
weakened.  (This  remains  our  position  today.)" 

(a)  What  was  the  notional  value  of  the  net  short  positions  put  on  by  the  mortgage  trading 
desk  that  you  refer  to  in  your  presentation?  For  the  period  between  December  14, 2006, 
and  December  3 1 ,  2007,  identify  the  5  dates  on  which  mortgage  trading  desk  had  the 
largest  notional  net  short  positions,  and  the  notional  value  of  those  net  short  positions. 

(b)  In  your  presentation,  you  wrote  that  the  mortgage  trading  desk  "started  putting  on  big 
short  positions. .  .[a]nd  did  so  in  enough  quantity  that  we  were  net  short,  and  made 
money  (substantial  $$  in  the  3rd  quarter)  as  the  subprime  market  weakened."  How  much 
money  was  made  in  2007  as  a  result  of  the  short  positions  put  on  by  the  mortgage 
trading  desk?  Also,  quantify  "substantial"  -  how  much  money  was  made  in  the  third 
quarter  of  2007?  When  stating  those  amounts,  do  not  offset  any  money  made  by  these 
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net  short  positions  with  any  losses  or  gains  from  or  with  respect  to  other  transactions  or 


assets. 


(c)   In  addressing  the  short  positions  of  the  mortgage  trading  desk  in  the  presentation 

referred  to  above,  you  write:  "we  were  net  short,  and  made  money  (substantial  $$  in  the 
3ri  quarter)  as  the  subprime  market  weakened.  (This  remains  our  position  today.)"  As 
of  the  date  you  gave  that  presentation,  what  was  the  notional  net  short  position  of  the 
mortgage  trading  desk? 


♦    <►    ♦ 
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Responses  of  Mr.  Craig  Broderick  to  the 
Supplemental  Questions  for  the  Record  of  the  Permanent  Subcommittee  on  Investigations 

1.   Exhibit  48  from  the  Subcommittee's  hearing  on  April  27, 2010,  is  a  copy  of  a 

presentation  that  you  made  to  the  Goldman  Sachs  ("Goldman")  Tax  Department  on 
October  29, 2007.  Your  presentation  addressed  "events  in  the  credit  markets  over  the 
past  few  months,  as  well  as  [Goldman's]  own  credit  and  trading  performance." 

In  the  fourth  full  paragraph  on  page  2,  you  wrote: 

"So  what  happened  to  us?  A  quick  word  on  our  own  market  and  credit  risk 
performance  in  this  regard.  In  market  risk-  you  saw  in  our  2nd  and  3rd  quarter 
results  that  we  made  money  despite  our  inherently  long  cash  positions  -  because 
starting  early  in  '07  our  mortgage  trading  desk  started  putting  on  big  short 
positions,  mostly  using  the  ABX  Index,  which  is  a  family  of  indices  designed  to 
replicate  cash  bonds.  And  did  so  in  enough  quantity  that  we  were  net  short,  and 
made  money  (substantial  $$  in  the  3rd  quarter)  as  the  subprime  market 
weakened.  (This  remains  our  position  today.)" 

(a)     What  was  the  notional  value  of  the  net  short  positions  put  on  by  the  mortgage 
trading  desk  that  you  refer  to  in  your  presentation?  For  the  period  between 
December  14, 2006,  and  December  31, 2007,  identify  the  5  dates  on  which 
mortgage  trading  desk  had  the  largest  notional  net  short  positions,  and  the 
notional  value  of  those  net  short  positions. 

I  was  aware  that  the  Goldman,  Sachs  &  Co.  ("Goldman  Sachs")  had  acquired  a 
substantial  short  position  in  order  to  counterbalance  its  long  mortgage-related  inventory  positions 
and  reduce  its  overall  exposure  to  the  mortgage  market.  I  was  not  personally  involved  in  the 
transactions  through  which  that  short  position  was  acquired  or  covered,  and  have  no  recollection 
of  any  specific  transactions  or  the  overall  notional  value  of  this  position  at  any  time  during  this 
period.  I  was  also  aware  that,  while  our  VaR  risk  metrics  showed  us  to  be  generally  short,  our 
credit  spread  widening  measures  generally  indicated  the  contrary. 

The  presentation  offered  a  year-to-date  recap  of  Goldman  Sachs'  performance 
through  the  third  quarter  of  2007  and  was,  therefore,  concerned  primarily  with  quarterly  trends  or 
results.  My  statement  in  the  presentation  that  we  were  net  short  was  based  largely  on  hindsight 
given  the  fact  that  the  Firm  had  earned  modest  profits  during  a  period  of  time  during  which  the 
mortgage  market  declined. 

Regarding  notional  exposures,  during  this  period,  the  ABX  index  and  other 
mortgage  positions  held  by  Goldman  Sachs  were  constantly  changing,  sometimes  on  a  daily 
basis.  Further,  and  importantly,  any  calculation  of  net  short  positions  based  on  the  notional  value 
of  positions  would  be  meaningless  because  prices  of  different  instruments  adjust  differently 
depending  on  their  underlying  credit  and  other  characteristics.  For  example,  a  downward 
movement  in  market  prices  resulting  from  overall  credit  deterioration  would  likely  affect  a 
position  referencing  BBB  rated  securities  far  more  than  a  position  referencing  AAA  rated 
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securities.  It  is  therefore  not  possible  to  ascribe  a  single  notional  value  to  the  net  short  positions 
referred  to  in  the  presentation.  Instead,  the  overall  magnitude  of  the  net  short  positions  would 
have  been  assessed  contemporaneously  using  available  risk  metrics  (including  the  VaR  and  CSW 
measures  referenced  above)  together  with  a  retrospective  analysis  of  profits  and  losses  and 
market  movements. 

It  is  my  understanding  that  Goldman  Sachs  is  discussing  with  the  Subcommittee 
Staff  how  the  Firm  can  provide  the  Subcommittee  with  additional  information  on  a  schedule 
agreed  with  the  Subcommittee  staff. 

(b)    In  your  presentation,  you  wrote  that  the  mortgage  trading  desk  "started  putting 
on  big  short  positions. .  .[a]nd  did  so  in  enough  quantity  that  we  were  net  short, 
and  made  money  (substantial  $$  in  the  3rd  quarter)  as  the  subprime  market 
weakened."  How  much  money  was  made  in  2007  as  a  result  of  the  short  positions 
put  on  by  the  mortgage  trading  desk?  Also,  quantify  "substantial"  -  how  much 
money  was  made  in  the  third  quarter  of  2007?  When  stating  those  amounts,  do 
not  offset  any  money  made  by  these  net  short  positions  with  any  losses  or  gains 
from  or  with  respect  to  other  transactions  or  assets. 

I  do  not  know  the  detailed  information  requested  in  this  Question.  Answering  this 
question  will  require  Goldman  Sachs  to  calculate  information  that,  to  my  understanding,  is  not 
readily  maintained  in  the  form  the  Question  seeks.  It  is  my  understanding,  however,  that 
Goldman  Sachs  has  had  discussions  with  the  Subcommittee  Staff  and  is  working  to  provide  a 
response  on  behalf  of  the  Firm. 

(c)     In  addressing  the  short  positions  of  the  mortgage  trading  desk  in  the  presentation 
referred  to  above,  you  write:  "we  were  net  short,  and  made  money  (substantial  $$ 
in  the  3rd  quarter)  as  the  subprime  market  weakened.  (This  remains  our  position 
today.)"  As  of  the  date  you  gave  that  presentation,  what  was  the  notional  net  short 
position  of  the  mortgage  trading  desk? 

I  do  not  know  the  answer  to  this  Question  and  do  not  possess  in  my  files  the 
detailed  information  necessary  to  respond.  It  is  my  understanding  that  Goldman  Sachs  is 
discussing  this  Question  with  the  Subcommittee  staff  and,  to  the  extent  that  this  information  can 
be  calculated  from  Firm  records,  will  provide  a  response  on  behalf  of  Goldman  Sachs  on  a 
schedule  agreed  to  with  the  Subcommittee  staff. 
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Confidential  Treatment  Requested  by  Goldman  Sachs 

1.   Exhibit  48  from  the  Subcommittee's  hearing  on  April  27, 2010,  is  a  copy  of  a 

presentation  that  you  made  to  the  Goldman  Sachs  ("Goldman")  Tax  Department  on 
October  29, 2007.  Your  presentation  addressed  "events  in  the  credit  markets  over  the 
past  few  months,  as  well  as  [Goldman's]  own  credit  and  trading  performance." 

In  the  fourth  full  paragraph  on  page  2,  you  wrote: 

"So  what  happened  to  us?  A  quick  word  on  our  own  market  and  credit  risk 
performance  in  this  regard.  In  market  risk  -  you  saw  in  our  2nd  and  3rd  quarter 
results  that  we  made  money  despite  our  inherently  long  cash  positions  -  because 
starting  early  in  '07  our  mortgage  trading  desk  started  putting  on  big  short 
positions,  mostly  using  the  ABX  Index,  which  is  a  family  of  indices  designed  to 
replicate  cash  bonds.  And  did  so  in  enough  quantity  that  we  were  net  short,  and 
made  money  (substantial  $$  in  the  3rd  quarter)  as  the  subprime  market 
weakened.  (This  remains  our  position  today.)" 


(b)     In  your  presentation,  you  wrote  that  the  mortgage  trading  desk  "started  putting 
on  big  short  positions. .  .fa]nd  did  so  in  enough  quantity  that  we  were  net  short, 
and  made  money  (substantial  $$  in  the  3rd  quarter)  as  the  subprime  market 
weakened."  How  much  money  was  made  in  2007  as  a  result  of  the  short  positions 
put  on  by  the  mortgage  trading  desk?  Also,  quantify  "substantial"  -  how  much 
money  was  made  in  the  third  quarter  of  2007?  When  stating  those  amounts,  do 
not  offset  any  money  made  by  these  net  short  positions  with  any  losses  or  gains 
from  or  with  respect  to  other  transactions  or  assets. 

The  Mortgage  Department  trades  in  both  cash  and  synthetic  products  and 
manages  its  exposure  in  an  integrated  way.  As  a  result,  reviewing  net  revenues  on  a  gross  basis 
is  not  consistent  with  how  the  Mortgage  Department  is  managed.  The  Mortgage  Department 
earned  net  revenues  of  approximately  $900  million  in  2007,  of  which  less  than  $500  million 
related  to  the  non-agency  residential  mortgage  business.  Specifically,  in  the  Third  Quarter  of 
2007,  the  Mortgage  Department  earned  net  revenues  of  approximately  $600  million,  of  which 
approximately  $550  million  related  to  the  non-agency  residential  mortgage  business.  The  $550 
million  amount  is  comprised  of  losses  of  approximately  $2.4  billion  on  loan  and  security 
positions  and  gains  of  approximately  $3.0  billion  on  derivative  positions. 
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RESPONSES  TO  QUESTIONS  FOR  THE  RECORD 

FROM 

SENATOR  CARL  LEVIN 

Permanent  Subcommittee  on  Investigations 

to 

DANIEL  L.  SPARKS 

Former  Partner 

Head  of  Mortgages  Department 

The  Goldman  Sachs  Group,  Inc. 


PERMANENT  SUBCOMMITTEE  ON  INVESTIGATIONS 

HEARING  ON 

WALL  STREET  AND  THE  FINANCIAL  CRISIS: 

THE  ROLE  OF  INVESTMENT  BANKS 

April  27, 2010 
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SUPPLEMENTAL  QUESTIONS  FOR  THE  RECORD 

FROM 

SENATOR  CARL  LEVIN 
Permanent  Subcommittee  on  Investigations 

to 

DANIEL  L.  SPARKS 

Former  Partner 
Head  of  Mortgages  Department 
The  Goldman  Sachs  Group,  Inc. 

PERMANENT  SUBCOMMITTEE  ON  INVESTIGATIONS 

HEARING  ON 

WALL  STREET  AND  THE  FINANCIAL  CRISIS: 

THE  ROLE  OF  INVESTMENT  BANKS 

April  27,  2010 


Please  provide  answers  to  the  following  questions  bv  June  15. 2010: 

1 .      Provide  the  following  information  regarding  the  sale  of  securities  in  each  of  the  following 
transactions  (each  of  which  is  hereinafter  referred  to  in  this  question  as  a  "Transaction"  or, 
collectively,  "the  Transactions"): 

Abacus  2007-AC1; 

Anderson  Mezzanine  Funding  2007-1; 

Camber  7; 

Fort  Denison  Funding; 

Hudson  Mezzanine  Funding  2006-1 ; 

Hudson  Mezzanine  Funding  2006-2; 

Point  Pleasant  Funding  2007- 1 ;  and 

Timberwolfl. 

(a)  Was  Goldman  Sachs  ("Goldman")  a  placement  agent? 

(b)  Who  was  the  issuer  of  any  securities;  what  was  the  issuer's  relationship  to  Goldman; 
who  established  the  issuer;  and  who  requested  the  establishment  of  the  issuer? 

(c)  In  the  sale  of  any  securities,  how  and  by  what  means  did  Goldman  bring  the  specific 
securities  to  the  attention  of  a  client  or  potential  investor?    Identify  each  client  or 
potential  investor  to  whom  Goldman  presented  any  of  the  Transactions,  describe  each 
communication  with  that  client,  and  state  the  substance  of  each  communication.  (In 
lieu  of  stating  the  substance  of  a  communication,  you  may  provide  a  copy  of  the 
communication.)  If  you  are  unable  to  provide  complete  responses  to  any  of  any  of  the 
foregoing  matters,  identify  the  persons  within  Goldman  who  would  be  able  to  provide 
the  answers  or  information  requested. 
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(d)  Identify  the  persons  within  Goldman  who  would  be  able  to  provide  copies  of  any 
offering  circular  or  memorandum,  mortgage  capital  committee  memo,  pitch  book  or 
marketing  flip  book  or  similar  materials  regarding  the  structuring  or  sale  of  interests 
(including  securities)  in  the  Transaction. 

(e)  In  the  Transactions  in  which  Goldman  acted  as  a  placement  agent,  did  Goldman  advise 
potential  investors  whether  Goldman  held  or  planned  to  hold  short  positions  with 
respect  to  assets  referenced  in  the  Transaction  being  considered  by  any  potential 
investor? 

(f)  In  the  Transactions  in  which  Goldman  acted  as  a  placement  agent,  did  Goldman  advise 
potential  investors  whether  Goldman  held  or  planned  to  hold  a  net  short  position  with 
respect  to  RMBS  related  assets? 

(g)  In  the  Transactions  in  which  Goldman  acted  as  a  placement  agent,  did  Goldman  advise 
potential  investors  whether  it  had  taken  steps  or  planned  to  use  the  offering  to  reduce 
its  own  inventory  of  RMBS  or  CDO  securities  or  other  holdings? 

(h)   Did  Goldman  conduct  a  suitability  analysis  in  connection  with  soliciting  clients  or 
potential  investors  to  purchase  securities  issued  in  any  of  the  Transactions?  If  so, 
describe  the  suitability  analysis  conducted  for  each  investor  that  purchased  these 
securities.  Identify  the  persons  within  Goldman  who  would  know  if  Goldman  retained 
a  written  record  that  reflects  that  such  a  analysis  was  conducted  for  any  of  these 
Transactions  and  would  be  able  to  provide  a  copy. 

(a)  In  what  capacity  did  Goldman  act  for  Paulson  &  Co.  (together  with  any  of  its  affiliates, 
"Paulson")  with  respect  to  the  Abacus  2007-AC1  transaction  or  a  Credit  Default  Swap 
transaction  that  referenced  the  same  entities  or  securities  that  were  referenced  in  the 
Abacus  2007-AC1  transaction?  Describe  in  detail  Goldman's  relationship  to  Paulson 
with  respect  to  those  transactions,  its  obligations  to  Paulson,  the  nature  and  amount  of 
any  fees  or  compensation  received  by  Goldman  from  Paulson  relating  to  those 
transactions,  and  whether  Goldman  advised  investors  or  potential  investors  in  Abacus 
2007-AC1  of  the  existence  and  nature  of  its  relationship  with  Paulson. 

(b)  If  Goldman  advised  investors  or  potential  investors  of  the  nature  or  existence  of  the 
Paulson  relationship,  identity  who  so  advised  investors  or  potential  investors,  the  date 
on  which  that  person  so  advised  investors  or  potential  investors,  the  identity  of  the 
investors  or  potential  investors  so  advised,  the  manner  (i.e.  verbal  or  in  writing)  in 
which  the  person  was  advised,  and  the  substance  of  the  communication  (and,  if  in 
writing,  provide  a  copy  of  the  communication).  If  you  are  unable  to  provide  complete 
responses  to  any  of  any  of  the  foregoing  matters,  identify  the  persons  within  Goldman 
who  would  be  able  to  provide  the  answers  or  information  requested. 
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The  attached  document  is  a  November  16,  2007,  email  from  John  McHugh  to  you.  The 
topic  is  "2008  FICC  business  plan  presentation  to  Firm." 

(a)    Mr.  McHugh  starts  his  message  by  writing: 

"Lahey's  team  is  preparing  Montag  for  this  presentation  on 
Monday  and  Tom  asked  for  more  color  in  several  areas. ...  here's 
what  I've  collected  today,  let  me  know  if  you  want  me  to  change 
anything ...  thanks." 

At  the  end  of  the  email,  under  the  sub-heading  "Prop  vs  Flow,"  Mr.  McHugh  writes 
the  following: 

"Prop/flow  components  of  SPG  Trading  will  be  roughly  equal 

Majority  of  CRE  Loan  Trading,  Structured  finance  JV  will  be  flow 

revenue 

Residential  mortgage  business  will  be  more  prop  oriented  due  to 

dislocations  in  the  securitization  market: 

•  Focus  will  be  on  establishing  SSG  JV  (i.e.,  Litton  purchase) 

•  Distressed  asset  (loan  pools,  portfolios)  purchases". 

With  respect  to  this  email  and  its  contents: 

(i)      Did  you  understand  "prop"  to  mean  proprietary?  If  not,  what  did  you  understand 
it  to  mean? 

(ii)    Did  you  understand  "flow"  to  mean  flow  business  --  transactions  that  Goldman 
facilitates  on  behalf  of  clients?  If  not,  what  did  you  understand  it  to  mean? 

(iii)   Did  you  understand  "Prop  v.  Flow"  to  mean  the  activities  of  SPG  Trading  that 
would  be  associated  with  Goldman's  proprietary  activities  versus  SPG  Trading 
activities  that  would  be  associated  with  client-related  activities?  If  not,  what  did 
you  understand  "Prop  v.  Flow"  to  mean? 

(iv)    What  did  you  understand  the  "Prop"  components  of  SPG  Trading  to  be? 

(v)    What  did  you  understand  the  "flow"  components  of  SPG  Trading  to  be? 

(vi)    Did  you  understand  the  phrase  "Prop/flow  components  of  SPG  Trading  will  be 
roughly  equal"  to  mean  that  the  amount  of  proprietary  activities  of  SPG  Trading 
were  anticipated  to  be  equal  to  the  amount  of  flow  activities?  If  not,  what  did  you 
understand  the  phrase  to  mean? 
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(vii)  Did  you  understand  the  phrase,  "Residential  mortgage  business  will  be  more  prop 
oriented,"  to  mean  that  the  residential  mortgage  business  of  SPG  Trading  would 
be  more  oriented  to  proprietary  activities  than  flow  activities?  If  not,  what  did 
you  understand  the  phrase  to  mean? 

(viii)  Did  SPG  Trading  plan  or  anticipate  engaging  in  proprietary  activities  in  2008? 

(ix)    Did  SPG  Trading  engage  in  proprietary  activities  in  2007?  If  so,  what  percentage 
of  its  activities  by  dollar  amount  were  related  to  proprietary  activities?  What 
profits  were  derived  from  its  proprietary  activities  in  2007? 

(b)  Earlier  in  the  e-mail  referenced  in  question  3(a)  above,  under  the  sub-heading 
"Assumptions/initiatives  in  ABS  p&l,"  Mr.  McHugh  writes  the  following: 

•  "Capturing  greater  cash  and  synthetic  market  flows  from 
weakened  competitors 

•  Facilitating  SIV/CDO  liquidations  and  portfolio  changes 

•  Good  prop  opportunity  capitalizing  on  selling  pressure,  selective 
distressed  asset  purchases 

•  Expect  prop  flow  split  to  be  roughly  50/50". 

(i)      Did  any  activities  of  the  ABS  desk  in  any  way  involve  or  utilize  any  SIV  that  was 
in  any  way  related  to  or  affiliated  with  Goldman?  If  so,  describe  the  activities, 
any  SIV  involved,  the  name  and  jurisdiction  of  incorporation  of  any  SIV,  the 
assets  held  by  the  SIV  and  the  value  of  any  assets  held  by  the  SIV  during  the 
period  2006-2008? 

(ii)     Did  the  activities  of  the  ABS  desk  in  any  way  facilitate  SIV/CDO  liquidations  and 
portfolio  changes  in  instances  in  which  the  SIV,  CDO  or  portfolio  contained 
assets  provided  or  sold  by  Goldman?  If  so,  for  each  SIV,  CDO  or  portfolio 
liquidated  or  changed,  describe  the  activities  involved,  the  name  and  jurisdiction 
of  incorporation  of  any  SIV  or  CDO,  the  name  of  the  sponsor,  underwriter  or 
majority  owner  of  the  SIV,  CDO  or  portfolio,  the  assets  held,  and  the  value  of  any 
assets  held,  the  assets  provided  or  sold  by  Goldman,  and  the  percentage  of  total 
assets  provided  by  Goldman  during  the  period  2006-2008? 

(iii)   Did  you  understand  the  phrase,  "Good  prop  opportunity  capitalizing  on  selling 
pressure,  selective  distressed  asset  purchases,"  to  mean  that  selling  assets  and 
purchasing  select  distressed  assets  presented  good  opportunities  for  Goldman's 
proprietary  activities?  If  not,  what  did  you  understand  that  phrase  to  mean? 

(iv)    Did  you  understand  the  phrase,  "Expect  prop  flow  split  to  be  roughly  50/50,"  to 
mean  that  the  ABS  desk's  profits  and  losses  were  expected  to  be  divided 
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approximately  evenly  between  proprietary  and  flow  activities?  If  not,  what  did 
you  understand  that  phrase  to  mean? 

(v)     Did  the  ABS  desk  plan  or  anticipate  engaging  in  proprietary  activities  in  2008? 

(vi)   Did  the  ABS  desk  engage  in  proprietary  activities  in  2007?  If  so,  what  percentage 
of  its  activities  by  dollar  amount  were  related  to  proprietary  activities?  What 
profits  were  derived  from  its  proprietary  activities  in  2007?  If  you  are  unable  to 
provide  complete  responses  to  any  of  any  of  the  foregoing  matters,  identify  the 
persons  within  Goldman  who  would  be  able  to  provide  the  information  requested. 

4.  For  each  quarter  you  were  head  of  the  Mortgages  Department  between  January  1 ,  2006,  and 
December  3 1 ,  2008,  estimate  the  percentage  of  transactions  involving  proprietary  trading 
versus  customer  flow.  If  you  are  unable  to  provide  a  complete  response  to  this  question, 
identify  the  persons  within  Goldman  who  would  be  able  to  provide  the  answers  or 
information  requested. 

5.  Throughout  FY2007,  it  appears  that  Goldman's  London  office  performed  an  analysis  to 
estimate  the  percentage  of  transactions  in  its  fixed  income  business  involving  proprietary 
trading  versus  customer  flow.  Did  the  Mortgages  Department  in  New  York  perform  a 
similar  analysis  of  the  percentage  or  dollar  amount  of  transactions  involving  proprietary 
trading  versus  customer  flow?  If  so,  provide  the  following  information. 

(a)  What  was  the  analysis  and  resulting  document  called? 

(b)  How  often  was  the  document  prepared,  and  to  whom  was  it  circulated? 

(c)  Did  the  document  or  its  information  become  part  of  any  larger  document?  If  so  what 
was  that  larger  document  called,  and  to  whom  and  how  frequently  was  it  circulated? 

6.  Exhibit  47  from  the  Subcommittee's  hearing  on  April  27,  2010  is  a  draft  of  your 
powerpoint  presentation  entitled,  "Global  Mortgages  Townhall."  It  states  that  "the  desk 
benefitted  from  a  proprietary  position  in  CDO  and  RMBS  single  names." 

(a)  What  did  the  term  "proprietary  position"  mean? 

(b)  Describe  precisely  the  proprietary  position  referred  to  in  the  powerpoint,  including  the 
exact  assets  and  total  notional  amounts  involved. 

(c)  Identify  by  name  and  job  title  who  authorized  the  acquisition  of  that  proprietary 
position  on  behalf  of  Goldman. 

(d)  Describe  the  transactions  involved  in  acquiring  that  proprietary  position,  including  the 
source  of  the  funding,  the  specific  securities  purchased  or  sold,  the  net  profit  or  loss 
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obtained  from  the  transactions  (including  the  nature  and  amount  of  any  offsets  applied 
in  reaching  the  net  number),  and  the  specific  accounts  used  to  record  relevant 
information. 

(e)   Explain  how  the  desk  "benefitted"  from  the  proprietary  position,  including  what 
transactions  took  place,  the  net  profit  obtained  from  those  transactions  (including  the 
nature  and  amount  of  any  offsets  applied  in  reaching  the  net  number),  and  the  specific 
accounts  used  to  record  relevant  information. 

7.  Did  you  prepare  or  authorize  the  preparation  of  a  powerpoint  presentation  or  other 
summary  document  similar  to  Exhibit  47  for  a  Mortgages  Department  Townhall  regarding 
either: 

(a)  the  fourth  quarter  of  FY  2007;  or 

(b)  the  entire  FY  2007? 

8.  Was  a  Mortgages  Department  Townhall  Meeting  held  for  either  the  fourth  quarter  of  FY 
2007,  the  entire  FY  2007,  or  both?    If  so,  what  was  the  date  and  who  were  the  speakers? 

9.  During  your  appearance  before  the  Subcommittee  on  April  27, 2010,  you  engaged  in  the 
following  exchange  with  Senator  Levin: 

Senator  Levin.  By  the  way,  that  Anderson  deal  was  downgraded  from  AAA  to  junk  in 
7  months.  Did  you  make  money  on  that  deal,  on  the  short  position? 

Mr.  Sparks.  Well,  I  know  in  the  longs  that  we  took,  we  lost  money. 

Senator  Levin.  I  understand.  I  am  asking  about  the  short  position  you  took. 

Mr.  Sparks.  But  on  the  shorts,  Mr.  Chairman,  I  do  not  know  how  much  of  it  we  had,  if 
any. 

Senator  Levin.  Okay. 

Mr.  Sparks.  And  so  I  cannot  - 1  just  do  not  have  that  number. 

Senator  Levin.  Do  you  want  to  check  your  records  and  tell  us  how  much  money  you 
made  on  that? 

Mr.  Sparks.  I  will.  I  will  have  to  get  back  to  you  and  work  with  the  people  at 
Goldman.  (Transcript,  pp.  56-57) 
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How  much  money  did  Goldman  make  from  the  short  positions  it  held  in  the  Anderson 
transaction?  When  stating  that  amount,  do  not  offset  any  money  made  from  its  short 
positions  with  any  losses  or  gains  from  or  with  respect  to  other  transactions  or  assets. 

1 0.    During  your  appearance  before  the  Subcommittee  on  April  27,  20 1 0,  you  engaged  in  the 
following  exchange  with  Senator  Levin: 

Senator  Levin.  Mr.  Sparks,  turn  to  173.  This  is  an  email  message,  November  2006, 
between  two  Goldman  employees  in  sales.  It  discusses  selling  Fremont  securities.  One 
salesperson  sends  to  the  other  a  client's  explanation  of  why  they  do  not  want  to  buy  the 
securities  --  even  after  talking  to  Fremont,  by  the  way.  The  client  wrote:  "...Fremont 
refused  to  make  any  forward-looking  statements  so  we  really  got  nothing  from  them  on 
the  crap  pools"  --  "the  crap  pools  that  are  out  there  now."  The  salesperson  wrote:  "They 
are  concerned  about  all  the  Fremont  exposure  they  already  have,  and  they  are  going  to 
put  Fremont  'in  the  box'  for  the  time  being."  Were  you  aware  of  the  poor  reputation  that 
Fremont  had,  and  that  is,  loans  among  the  highest  default  rates  in  the  country?  Were 
you  aware  of  it  at  the  time? 

Mr.  Sparks.  Mr.  Chairman,  can  I  just  read  the  e-mail? 

Senator  Levin.  Exhibit  173.  Do  you  see  it?  "Fremont  refused  to  make  any 
forward-looking  statements  so  we  really  got  nothing  from  them  on  the  crap  pools  that 
are  out  there  now."  Do  you  see  that? 

Mr.  Sparks.  I  do  not  want  to  slow  you  down.  I  have  not  read  the  whole  thing,  so  I~ 

Senator  Levin.  I  am  just  asking  you,  look  at  the  bottom  paragraph  there,  the  last  two 
lines.  "Fremont  refused  to  make  any  forward-looking  statements  so  we  really  got 
nothing  from  them  on  the  crap  pools  that  are  out  there  now."  Do  you  see  that? 

Mr.  Sparks.  Yes,  sir. 

Senator  Levin.  Okay.  Now,  were  you  aware  of  Fremont's  poor  reputation  at  the  time? 

Mr.  Sparks.  This  e-mail- 
Senator  Levin.  Were  you  aware?  Do  you  remember  whether  you  were  aware  at  the 
time  of  their  poor  reputation?  That  is  my  question.  Do  you  remember? 

Mr.  Sparks.  Whether  they  had  a  poor  reputation  in  November? 

Senator  Levin.  Yes,  with  high  default  rates. 

Mr.  Sparks.  Fremont  originated  subprime  loans.  People  understood  that. 
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Senator  Levin.  Yes  or  no,  were  you  aware  of  their  poor  reputation  and  high  default 
rate. 

Mr.  Sparks.  I  do  not  recall  at  that  time.  (Transcript,  pp.  58-59) 

(a)  Were  you  aware  during  your  employment  as  head  of  the  Goldman  Mortgage  Desk  that 
Fremont  had  a  reputation  for  issuing  poor  quality  mortgage  loans?  If  so,  when  did  you 
become  aware  of  that  fact? 

(b)  With  regard  to  Fremont,  New  Century,  and  Long  Beach  Mortgage,  identify  any 
assessments  or  reports  regarding  the  condition  of  those  lenders,  or  the  quality  of  the 
mortgage  loans  they  originated,  that  you  or  personnel  who  reported  to  you  received, 
made,  or  sent  to  others  within  Goldman,  provide  the  approximate  date  of  those 
assessments  or  reports,  and  describe  the  nature  of  those  assessments  or  reports.  If  you 
are  unable  to  provide  complete  responses  to  the  requests  for  information  about  such 
assessments  or  reports,  identify  the  persons  within  Goldman  who  would  be  able  to 
provide  the  information  requested. 

1 1 .    During  your  appearance  before  the  Subcommittee  on  April  27, 20 1 0,  you  engaged  in  the 
following  exchange  with  Senator  McCaskill  regarding  Hearing  Exhibit  103,  an  email 
exchange  between  Mr.  Mullen,  Mr.  Montag,  Mr.  Harvey  Schwartz  and  you  regarding  the 
sales  effort  for  Timberwolf.  Senator  McCaskill  quoted  the  following  portion  of  the  email: 

"I  doubt  they  will  sell  over  weekend.  And  Harvey  is  concerned  about 
the  representations  we  may  be  making  to  clients  as  well  as  how  we  will 
price  assets  once  we  sell  them  to  clients.  I  think  we  need  to  sort  these 
things  out  before  we  make  sales." 

Senator  McCaskill  then  stated: 

"What  is  clear  here  is  that  there  did  not  seem  to  be  a  great  deal  of  confidence 
in  the  long  side  of  this  particular  instrument.  But  the  salespeople  were  being 
pushed  to  move  it,  and,  you  know,  it  just  looks  like  that  you  guys  are  not  only 
making  the  market,  you  are  playing  in  the  market  and  mucking  it  up.  Do  you 
understand  that?" 


o 


You  responded: 

"Senator,  I  just  read  this  particular  e-mail,  and  the  issue  that  was  being 
discussed  in  this  particular  e-mail  was  when  you  make  a  sale  on  an  illiquid 
asset,  what  is  your  bid  price,  you  show  that  client,  because  oftentimes  you 
marked  it  and  sometimes  you  had  financed  it.  So  there  is  a  bid-offer  spread 
with  respect  to  securities  and  market  makers,  and  my  recollection  of  this 
particular  point  was  what  are  we  going  to  show  them  as  our  bid  after  that,  and 
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let  us  make  sure  we  thought  that  through.  And  so  on  this  particular  e-mail, 
that  is  what  I  recall."  (Transcript  pp.  122-124) 

(a)  Was  it  your  belief  or  understanding  that  the  "Harvey"  referred  to  in  the  email  was 
Harvey  Schwartz?  If  not,  to  whom  did  you  understand  "Harvey"  referred? 

(b)  Your  response  to  Senator  McCaskill  addresses  concerns  about  pricing  the  assets  in 
Timberwolf.  Describe  your  understanding  of  the  concerns  that  "Harvey"  referenced  in 
the  email  had  about  the  representations  Goldman  may  be  making  to  clients. 

1 2.    Exhibit  86  from  the  Subcommittee's  hearing  on  April  27,  20 1 0,  is  an  email  dated  September 
19,  2006,  from  Peter  Ostrem  to  the  FICC-SPCDOGROUP.  The  email  states: 

"We  have  been  asked  to  do  a  CDO  of  $2bln  for  the  ABS  desk.  Approx. 
$1.2bln  will  be  CDS  off  single-names  referenced  from  the  ABS  index  06-1 
and  06-2.  This  is  a  trade  we  need  to  execute  for  the  desk  over  the  next  4-6 
weeks  and  involves  selling  half  the  equity  (at  least  30mm  to  sell)  and  the 
seniors  and  the  mezz  (at  least  half  the  BBBs  to  get  true  sale).  I  would  like 
everyone  to  work  together  on  this  one.  We  expect  to  charge  ongoing  lObp 
liquidation  agent  fees  and  l-1.5pts  upfront.  Equity  will  be  offered  around 
22%  no-loss  yield.  Obviously  important  to  overall  SP  floor  and  Sobel  and 
Sparks  are  focused  on  this  happening  . . ." 

(a)  Was  the  transaction  described  in  this  email  carried  out?  Was  the  transaction  Hudson 
Mezzanine  Funding  2006-1  ("Hudson  Mezzanine")?  If  not,  what  was  the  name  of  the 
transaction? 

(b)  Identify  by  name  and  job  title  the  individuals  in  the  Mortgages  Department  who  were 
involved  in  the  origination,  formulation,  design,  approval,  or  implementation  of  the 
Hudson  Mezzanine  transaction,  or  in  the  sale  of  securities  issued  by  Hudson 
Mezzanine,  and  the  activities  related  to  the  transaction  that  each  of  them  engaged  in. 

(c)  Describe  in  detail  any  role  you  had  in  the  origination,  formulation,  design,  approval,  or 
implementation  of  the  Hudson  Mezzanine  transaction,  or  in  the  sale  of  securities  issued 
by  Hudson  Mezzanine. 

(d)  Describe  in  detail  any  role  the  ABS  desk  had  in  the  origination,  formulation,  design, 
approval,  or  implementation  of  Hudson  Mezzanine  transaction,  or  in  the  sale  of 
securities  issued  by  Hudson  Mezzanine. 

(e)  Was  the  Hudson  Mezzanine  transaction  a  proprietary  transaction? 

(f)  What  did  you  understand  the  phrase  "for  the  desk"  to  mean? 


PSI  QFR  GS0461 


Footnote  Exhibits  -  Page  2705 


-10- 

(g)  Was  the  purpose  of  the  transaction  described  in  Mr.  Ostrem's  email  to  enable  the  ABS 
desk  to  reduce  cash  or  swap  positions  (and  the  risk  associated  with  those  positions)  that 
the  ABS  desk  held?  If  not,  what  was  the  purpose  of  the  transaction? 

(h)  Identify  any  committee  or  individual  at  Goldman  that  approved  this  transaction. 

(i)  Identify  any  employee  of  Goldman  or  its  affiliates  and  any  third  parties  who  were 
involved  in  the  identification  and  selection  of  the  assets  referenced  in  the  Hudson 
Mezzanine  transaction  and  describe  in  detail  the  nature  of  their  involvement. 

(j)    List  the  criteria  used  to  identify  and  select  the  assets  that  were  referenced  in  the  Hudson 
Mezzanine  transaction. 

(k)  Based  on  your  knowledge  or  belief,  identify  the  reasons  why  Hudson  Mezzanine  was  "a 
trade  [Goldman]  needfed]  to  execute  for  the  desk  over  the  next  4-6  weeks." 

(1)     Based  on  your  knowledge  or  belief,  identify  the  reasons  why  the  Hudson  Mezzanine 
transaction  "involve[d]  selling  half  the  equity  (at  least  30mm  to  sell)  and  the  seniors 
and  the  mezz  (at  least  half  the  BBBs  to  get  true  sale)." 

(m)  Was  the  Camber  7  transaction  delayed  to  develop  the  Hudson  Mezzanine  transaction? 
If  so,  explain  why. 

13.     Exhibit  30  from  the  Subcommittee's  hearing  on  April  27,  2010,  contains  an  email  from  you 
dated  August  14,  2007.  It  is  entitled  "Post."  Included  in  the  email  is  the  following 
paragraph: 

"(2)  AAA  ABX  and  RMBS  may  be  the  best  opportunity  to  make  a  bunch  of 
money.  The  losses  implied  from  the  ABX  trading  levels  seem  way  too  high 
(over  30%  cum  losses).  We've  been  covering,  but  we  will  likely  come  to  you 
soon  and  say  we'd  like  to  get  long  billions  -  and  we'd  stay  short  BBBish  part. 
The  potential  for  large  liquidations  may  continue  to  put  technical  pressure  on, 
but  once  it  stops  AAA  should  perform  strongly." 

(a)  Was  the  transaction  or  series  of  transactions  (hereinafter  "transaction")  that  you 
identified  in  your  email  ("we  will  likely  come  to  you  soon  and  say  we'd  like  to  get  long 
billions  -  and  we'd  stay  short  BBBish  part"),  or  a  transaction  similar  to  the  one  you 
identified  in  your  email,  implemented  by  Goldman?  If  so,  provide  the  following 
information. 

(b)  Describe  the  purpose  of  the  transaction. 

(c)  Describe  in  detail  your  role  in  this  transaction. 
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(d)  Identify  the  assets  involved. 

(e)  Identify  any  entity  involved  in  the  transaction  and  its  role. 

(f)  Describe  and  state  the  notional  value  of  each  of  the  assets  involved  or  referenced  in  the 
transaction. 

(g)  Identify  when  the  transaction  took  place. 

(h)  Identify  the  Goldman  personnel  who  participated  in  this  transaction  and  the  roles  they 
performed. 

(i)    Identify  the  Goldman  personnel  who  reviewed  or  approved  this  transaction. 

(j)    State  the  value  when  sold  or,  if  retained,  the  current  value  of  the  assets  involved  in  this 
transaction. 

14.  Exhibit  55b  from  the  Subcommittee's  hearing  on  April  27,  2010,  is  an  excerpt  from  Mr. 
Swenson's  2007  EMD  Review.  On  page  2,  in  the  last  sentence  of  point  3  under  the  Self- 
Review  section,  Mr.  Swenson  wrote: 

"I  oversaw  and  directed  the  covering  of  $9bb  of  AAA  ABX  that  the 
department  was  short  and  was  able  to  monetize  approx  $250mm  of  p  and  1 
for  the  origination  businesses." 

(a)   Is  the  transaction  addressed  in  Question  13  above  related  to  the  transaction  addressed  in 
Mr.  Swenson's  2007  EMD  Review? 

.  (b)  If  so,  explain  how  they  are  reiated  and  whether  they  were  separately  implemented. 

(c)    If  the  transactions  were  not  related,  explain  how  they  were  different,  and  how  the 
transaction  identified  by  Mr.  Swenson  was  implemented. 

15.  Exhibit  34  from  the  Subcommittee's  hearing  on  April  27,  2010,  is  a  series  of  emails  dated 
August  21, 2007,  and  entitled  "RE:  Potential  large  subprime  trade  and  impact  on  Firmwide 
VAR."  The  first  email  in  the  chain,  at  the  bottom  of  the  page,  is  from  Mr.  Birnbaum.  It 
reads: 

"-  The  Mortgages  Department  thinks  there  is  currently  an  extraordinary 
opportunity  for  those  with  dry  powder  to  add  AAA  subprime  risk  in  either 
cash  or  synthetic  form. 

-  We  would  like  to  be  opportunistic  buyers  of  up  to  $10Bln  subprime  AAAs 
in  either  cash  or  synthetic  (ABX)  form  and  run  that  long  against  our  $3.5Bln 
in  mezzanine  subprime  shorts. 
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-  Mortgage  dept  VAR  would  be  reduced  by  $75mm  and  Firmwide  VAR 
would  be  reduced  by  $25mm. 

-  At  current  dollar  prices,  the  implied  losses  at  the  AAA  level  are  2.5x  higher 
than  the  implied  losses  at  the  BBB  level  where  we  have  our  shorts  (the  ratio 
is  even  cheaper  for  cash  due  to  technicals).  If  AAAs  were  priced  consistent 
with  BBB  implied  loss  levels,  they  would  be  trading  5-1  Opts  higher  in 
synthetics  and  1 0- 1 5pts  higher  in  cash. 

-  On  the  supply  side,  we  think  we  can  source  these  assets  from  SIVs,  SIV- 
lites,  ABCP  Conduits,  Sec  Lenders,  total  return  accounts. 

-  On  the  demand  side,  we  plan  to  share  this  trade  quietly  with  selected  risk 
partners.  We  began  doing  so  yesterday  when  we  sold  1/3  of  the  AAAs 
purchased  off  the  [redacted]  list  to  [redacted]  and  100%  of  the  AAAs  from 
[redacted]  to  [redacted]  and  [redacted]." 

(a)  Is  the  transaction  addressed  in  Question  13  above  related  to  the  transaction  addressed  in 
the  email  written  by  Mr.  Bimbaum? 

(b)  If  so,  explain  how  they  are  related  and  whether  they  were  separately  implemented. 

(c)  If  the  transactions  were  not  related,  explain  how  they  were  different,  and  how  the 
transaction  identified  by  Mr.  Bimbaum  was  implemented. 

16.    A  Goldman  graph  entitled  "RMBS  Subprime  Notional  History"  is  Exhibit  56(a)  in  the 
Subcommittee's  hearing  on  April  27, 2010.  It  shows  that  Goldman  had  a  net  short  position 
of  approximately  $8  billion  on  a  notional  basis  in  November  2006  (hereafter  the  "short 
position")  on  the  ABX  AAA  index  (hereafter  "ABX  AAA"). 

(a)  When  did  Goldman's  short  position  in  ABX  AAA  first  reach  approximately  $8  billion 
on  a  notional  basis? 

(b)  Who  within  Goldman  had  knowledge  of  the  full  extent  of  the  notional  short  position  in 
ABX  AAA  during  FY  2006  and  FY  2007? 

(c)  Who  was  responsible  for  reviewing  and  approving  the  size  of  the  short  position  in  ABX 
AAA? 

(d)  Whose  capital  was  used  to  acquire  the  approximately  $8  billion  notional  short  position 
in  ABX  AAA? 

(e)  Did  you  understand  the  short  position  to  be  a  Goldman  proprietary  position?  _ 

(f)  Did  the  approximately  $8  billion  notional  short  position  in  ABX  AAA  include  the  short 
positions  in  ABX  AAA  held  by  the  desks  under  the  control  of  Messrs.  Gasvoda, 
Nichols,  and  Finck? 
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(g)  When  did  Goldman  begin  to  monetize  the  $8  billion  notional  short  position  in  ABX 
AAA?  How  was  this  accomplished? 

17.  (a)   In  2007,  did  the  Mortgages  Department  cover  the  ABX  AAA  short  position  and  then, 

after  August  1,  go  long  on  the  ABX  AAA? 

(b)  If  so,  identify  the  specific  trades  that  resulted  in  the  long  ABX  AAA  position,  including 
the  dates  of  the  trades,  the  amounts  involved,  and  the  identity  of  each  counterparty. 

(c)  Did  the  Mortgages  Department  hedge  its  long  ABX  AAA  position?  If  so,  how  and 
when? 

1 8.  Identify  the  greatest  total  notional  amount  by  which  the  Mortgages  Department  went  long  on 
the  ABX  AAA  after  August  1,  2007,  and  the  date  on  which  that  position  was  reached. 

1 9.  Did  the  Mortgages  Department  monetize  or  unwind  its  ABX  AAA  long  position  during  the 
period  August  1,  2007  through  the  end  of  FY  2007?  If  so,  provide  that  date  of  each 
transaction  used  to  monetize  or  unwind  the  long  position,  and  the  notional  amount  by  which 
the  long  position  was  reduced. 

20.  Provide  the  total  net  profit  or  loss  to  the  Mortgages  Department  from  the  ABX  AAA 
transactions  during  the  fourth  quarter  of  FY  2007. 

2 1 .  Describe  in  detail  your  understanding  (when  you  worked  at  Goldman)  of  Goldman's  legal 
duties  of  disclosure,  pursuant  to  securities  laws  and  regulations,  including  rules  prescribed 
by  the  SEC  or  FINRA,  to  purchasers  of  securities  when  Goldman  acts  in  any  of  the 
following  capacities:  (a)  market  maker;  (b)  underwriter;  (b)  placement  agent;  (d)  broker 
(when  making  a  solicitation  or  recommendation  of  a  security);  or  (e)  a  dealer.  Include  your 
definition  of  a  "market  maker." 

22.  (a)   Does  the  fact  that  an  investor  or  a  potential  investor  with  whom  Goldman  is  transacting 

business  is  an  "accredited"  investor,  a  "qualified  institutional  buyer"  or  a  "qualified 
purchaser"  (as  those  terms  are  used  in  the  U.S.  federal  securities  laws)  affect  the  duties 
and  obligations  of  Goldman  when  acting  in  any  of  the  capacities  described  in  Question 
21?  If  so,  describe  how  any  of  Goldman's  duties  when  acting  in  any  of  these  capacities 
are  affected  by  the  status  of  the  investor  or  potential  investor. 

(b)  Does  Goldman  have  a  duty  to  conduct  a  suitability  analysis  when  making  a 
recommendation  to  any  of  the  types  of  investors  listed  in  question  22(a)?  If  so, 
describe  the  nature  and  extent  of  the  analysis  to  be  conducted. 

(c)  Does  Goldman  owe  a  duty  to  disclose  any  adverse  interest  that  it  may  have  when 
recommending  a  security  to  any  of  the  types  of  investors  listed  in  question  22(a)? 

♦    ♦    ♦ 
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Senator  Carl  Levin,  Chairman 

Permanent  Subcommittee  on  Investigations 

Homeland  Security  &  Governmental  Affairs  Committee 

United  States  Senate 

1 99  Russell  Senate  Office  Building 

Washington,  DC  20510-6200 

Senator  Tom  Coburn,  M.D.,  Ranking  Member 

Permanent  Subcommittee  on  Investigations 

Homeland  Security  &  Governmental  Affairs  Committee 

United  States  Senate 

199  Russell  Senate  Office  Building 

Washington,  DC  20510-6200 

Dear  Chairman  Levin  &  Ranking  Member  Coburn: 


Enclosed  please  find  the  answers  of  Daniel  L.  Sparks  to  the  Supplemental 
Questions  for  the  Record  submitted  to  him  following  the  April  27,  2010  hearing.  Mr.  Sparks  is 
no  longer  employed  by  Goldman  Sachs  and  therefore  does  not  have  access  to  the  documents  and 
other  sources  of  information  that  are  needed  to  answer  some  of  the  supplemental  questions  (or  to 
refresh  his  recollection).  He  has  tried  to  give  the  best  answers  possible  with  the  information  that 
is  available  to  him.  Mr.  Sparks  continues  to  believe  that  a  clear  understanding  of  the  causes  of 
the  financial  crisis  is  extremely  important  for  our  country. 


Ul^~ 


Pftul  Shechtman 
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Responses  to  Supplemental  Questions  for  the  Record 
1.         Specific  information  regarding  these  transactions  can  be  found  in  the  disclosures 
provided  in  the  final  offering  memoranda  (also  called  the  Offering  Circular,  Private  Placement 
Memorandum  or  Prospectus  and  Prospectus  Supplement,  depending  on  the  deal).  Transactions 
were  often  fluid,  so  early  versions  of  flip  books,  term  sheets  and  offering  memoranda  may  not 
reflect  the  final  transaction.  Goldman  acted  as  a  placement  agent  in  connection  with  the 
marketing  and  sales  of  the  securities  issued  in  these  transactions.  Generally,  the  issuer  of  the 
securities  was  a  special  purpose  vehicle  created  for  the  purposes  of  each  transaction.  Goldman 
brought  transactions  to  the  attention  of  potential  investors  through  a  variety  of  means,  including 
emails  (to  individuals  and  via  distribution  lists),  telephone  calls,  in-person  meetings  and  mail. 
Also,  investors  often  approached  Goldman  with  specific  transaction  characteristics  and  asked 
Goldman  to  offer  or  create  securities  that  met  those  criteria.  Goldman  typically  provided  all  of 
the  short  risk  to  these  transactions,  which  would  be  disclosed  in  the  offering  memorandum  as 
part  of  the  credit  risk.  Goldman  could  hedge  or  sell  its  short  position,  before  or  after  the 
transaction,  separate  from  the  deal.  On  some  of  these  transactions,  Goldman  told  potential 
investors  that  it  intended  to  hold  portions  of  the  CDO  equity  but  that  it  was  under  no  obligation 
to  do  so.  There  were  suitability  requirements  for  the  transactions.  Typically,  the  investors  were 
large  financial  institutions,  insurance  companies,  hedge  funds,  and  other  entities  with  significant 
resources  and  access  to  pertinent  information. 

A  clarification  on  the  Timberwolf  deal:  There  was  much  discussion  at  the  hearing 
about  Tom  Montag's  email  to  me  in  which  he  referred  to  the  Timberwolf  deal  with  an  expletive. 
The  email  was  written  months  after  the  transaction  priced,  and  it  probably  reflected  Mr. 
Montag's  overall  assessment  of  the  deal,  including  the  net  monetary  loss  to  Goldman.    A 
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question  at  the  hearing  suggested  that  Goldman  had  sold  $600  million  of  Timberwolf  CDO 
Securities  after  the  date  of  the  email.  I  believe  that  Goldman  sold  less  than  $1 0  million  after  the 
email,  and  that  the  sales  were  priced  at  a  substantial  discount  from  face  value. 

2.  I  believe  that  Goldman  entered  into  one  or  more  separate  credit  default  swaps 
with  Paulson  &  Co.  effectively  referencing  certain  securities  from  the  Abacus-2007-ACl 
transaction.  The  swap(s)  allowed  Goldman  to  hedge  the  short  risk  it  was  taking  on  as  part  of  the 
transaction.  You  should  contact  Goldman  for  further  details.  It  was  not  Goldman's  general 
practice  to  identify  buyers  and  sellers  in  a  transaction  to  one  another. 

3.  "Prop"  or  "proprietary"  can  mean  different  things  to  different  people.  Here,  it 
seems  to  refer  to  buying  assets  with  the  intention  of  holding  them  for  a  long  period  -  months  or 
years.  "Flow"  or  "flow  business"  seems  to  refer  to  trading  with  shorter  holding  periods.  Defined 
this  way,  both  "prop"  and  "flow"  trades  can  involve  customers,  although  sometimes  the  term 
"proprietary"  is  used  to  describe  business  mat  does  not  involve  a  customer.  (Sometimes 
"proprietary"  is  used  to  describe  any  activity  that  involves  use  of  a  firm's  own  capital.)  For  2008, 
the  anticipation  was  that  the  overall  residential  mortgage  business,  which  included  loans, 
securities  and  derivatives  (and  not  just  SPG  trading),  would  likely  look  to  go  long  distressed 
assets,  resulting  in  a  larger  component  of  positions  with  a  planned  lengthy  holding  period  than  in 
prior  years.  Goldman  explored  different  strategies  for  doing  so,  including  having  businesses 
outside  the  Mortgage  Department  participate  more  actively.  To  my  knowledge,  Goldman  did  not 
operate  its  own  SIVs;  it  did  trade  with  SIVs,  including  buying  assets  from  SIV  liquidations. 
"50/50"  in  the  email  seems  to  relate  to  revenue  projections  for  the  upcoming  year.  In  a  volatile 
trading  business,  such  projections  are  suspect 
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with  synthetic  reference  assets,  Goldman  was  the  sole  protection  buyer  (the  party  going  short), 
and  this  fact  was  disclosed  as  part  of  the  credit  risk  on  the  deal.  Goldman  could  trade  or  hedge 
the  protection  if  and  when  it  chose  to. 

10.       I  was  aware  that  Fremont,  New  Century  and  Long  Beach  were  originators  of 
subprime  mortgage  loans,  which  by  their  nature  have  higher  delinquency  and  default  rates  than 
other  types  of  mortgage  loans.  Goldman  performed  due  diligence  on  these  institutions  and  loan 
packages;  it  should  be  able  to  provide  relevant  information.  There  was  a  question  at  the  hearing 
suggesting  that  Goldman  had  acted  as  underwriter  for  a  Long  Beach  originated  mortgage  loan 
securitization  which  contained  90%  "stated  income"  loans  and  that  this  information  was  not 
disclosed.   The  percentage  of  stated  income  loans  was  64%  and  that  fact  was  disclosed  in  the 
publicly  available  offering  documents;  the  nature  of  the  loans  was  disclosed  in  the  aggregate  and 
on  a  loan-by-loan  basis.     The  offering  materials  also  disclosed  Long  Beach's  origination 
practices  and  its  stated  income  loan  program.  (This  clarification  is  not  meant  to  challenge  the 
basic  point  that  income  verification  is  a  sound  practice  for  loan  originators.)  At  the  hearing,  I 
was  also  asked  how  Goldman  responded  to  a  question  relating  to  its  getting  comfort  with  New 
Century's  collateral.    The  customer's  focus,  I  believe,  related  to  New  Century's  ability  to 
perform  on-going  servicing,  and  not  to  the  quality  of  the  loans  it  originated. 

11.  The  "Harvey"  referred  to  in  the  email  was  Harvey  Schwartz,  who  was  then  the 
head  of  Fixed  Income  Sales.  Harvey's  concern  seemed  to  be  that  markets  were  particularly 
volatile,  and  therefore  we  needed  to  think  through  how  we  would  adjust  future  client  marks.  At 
the  time,  marks  could  change  sharply  due  to  changes  in  the  ABX  index,  bid-offer  spreads,  other 
CDO  trade  prices,  and  other  events. 
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4.  I  do  not  recall  generally  labeling  Mortgage  Department  transactions  as  "prop"  and 
'flow." 

5.  As  noted  above,  I  do  not  recall  tracking  transactions  as  "prop"  or  "flow."  For  me, 
any  such  division  would  not  be  meaningful. 

6.  The  presentation  should  have  used  the  words  "net  short  position,"  and  not 
"proprietary  position."  Goldman  should  have  specific  details  regarding  what  its  positions  were  at 
the  close  of  each  day. 

7.  There  was  probably  a  Mortgage  Department  Townhall  after  the  fourth  quarter  of 
FY  2007.  If  so,  there  was  most  likely  a  PowerPoint  presentation. 

8.  If  there  was  a  Mortgage  Department  Townhall  after  the  fourth  quarter  of  FY 
2007, 1  would  have  spoken  at  it,  if  I  was  available.  There  were  often  a  few  other  speakers. 

9.  I  do  not  believe  that  one  can  meaningfully  talk  about  how  much  money  Goldman 
made  on  any  short  positions  related  to  the  Anderson  deal.  As  disclosed  in  the  offering 
documents,  Goldman  shorted  100%  of  the  risk  into  the  CDO.  The  CDO  team  then  attempted  to 
cover  this  short  risk  with  other  parties,  including  the  Goldman  secondary  trading  desk.  The  CDO 
team  tracked  its  profit  by  deal  —  the  difference  between  the  purchase  price  of  the  CDO  liabilities 
and  their  sale  price.  By  contrast,  the  secondary  trading  desk  did  not  usually  track  profit  by  deal. 
That  is  because  any  position  that  a  trader  takes  affects  his  subsequent  trading  strategy.  Thus,  in 
my  view,  one  generally  cannot  calculate  the  profit  that  the  secondary  trading  desk  made  related 
to  a  CDO  new  issue;  it  would  be  a  fictitious  number. 

At  the  hearing,  it  was  suggested  that  Goldman  was  short  50%  of  the  deal  and  did 

not  disclose  its  short  position.    As  mentioned  above,  potential  investors  knew  that  Goldman 

shorted  100%  of  the  reference  risks  in  the  deal.  In  the  Anderson  deal,  as  in  most  Goldman  CDOs 
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12.       The  transaction  referred  to  in  the  email  was  Hudson  Mezzanine  I.  It  was  one  of 
many  CDO  transactions  involving  the  CDO  team  and  sold  through  the  sales  force.  Goldman 
should  be  able  to  identify  team  members.  One  goal  of  the  transaction  was  to  reduce  a  net  ABX 
long  position  for  the  SPG  trading  desk,  and  I  helped  formulate  that  goal.  The  transaction  was 
also  designed  to  structure  an  ABX-based  CDO  in  a  way  that  would  appeal  to  investors:  some 
customers  wanted  credit  enhanced  ABX  risk;  some  wanted  levered  ABX;  and  some  wanted 
additionally  diversified  ABX.  This  was  similar  to  all  securitizations,  the  purpose  of  which  is  to 
restructure  loans,  securities  and/or  derivatives  in  ways  that  appeal  to  investors.  If  the  restructured 
sale  is  not  more  efficient,  the  transaction  will  usually  not  occur.  As  with  other  deals,  it  was 
disclosed  that  Goldman  took  on  100%  of  the  short  risk  on  this  transaction.  Goldman  should  be 
able  to  determine  whether  the  Mortgage  Capital  Committee  approved  the  transaction.  The 
Hudson  Mezzanine  I  transaction  was  done  without  a  customer  acting  as  a  collateral  manager  or 
selection  agent.  Goldman  typically  retained  equity  and  other  risks  on  CDOs,  with  the  amounts 
factoring  in  accounting  issues.  I  do  not  recall  the  timing  of  the  different  deals.  Because  it  was  a 
static  synthetic  deal  without  a  manager  and  one  which  met  specific  investing  demand,  the 
Hudson  Mezzanine  I  transaction  could  move  quickly.    The  actively-managed  Camber  7  deal 
grew  from  $500  million  to  $900  million  during  this  period.  The  increase  in  size  was  beneficial 
to  the  customer,  which  increased  its  fees  and  assets  under  management  by  180%  of  the  planned 

amount. 

13.  I  do  not  recall  Goldman  executing  the  specific  transaction  described  in  the  email. 
During  this  period,  Goldman  did  purchase  substantial  quantities  of  RMBS  and  residential  loans. 

14.  Mike  Swenson  should  be  able  to  better  identify  the  transactions  referred  to  in  his 
self  review. 
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15.  I  do  not  recall  Goldman  executing  the  specific  transaction  described  in  the  email. 

16.  The  graph  contained  in  Exhibit  56(a)  does  not  reflect  the  risk  of  the  department, 
which  was  net  long  in  November  2006.  Along  with  members  of  the  risk  team,  I  had  knowledge 
of,  and  was  responsible  for,  all  Mortgage  Department  risk,  including  the  size  of  the  position  in 
ABX  AAA  in  FY  2006  and  FY  2007.  Goldman  would  be  better  able  to  answer  specific  details 
asked  for  in  this  question. 

17-20.  The  ABX  index  was  used  as  a  core  hedge  for  many  products.  It  therefore  made 
little  sense  to  separately  calculate  ABX  net  revenue  (or  ABX  risk),  and  we  did  not  generally 
focus  on  it  It  would  be  counting  only  one  side  of  our  positions.  I  do  not  recall  specifically  what 
our  positions  in  ABX  AAA  were  in  2007,  and  they  could  change  daily.  Goldman  should  be  able 
to  better  provide  this  information. 

21.       Broker  dealers  serve  customers  as  market  makers  by  providing  them  with 

opportunities  to  buy  and  sell  financial  products.  Market  makers  commit  their  own  capital  in 

taking  the  opposite  side  of  transactions  from  customers.  A  market  maker  has  a  duty  to  be  honest 

and  fair  with  its  customers  and  to  transact  at  prices  in  the  context  of  the  market.  Broker  dealers 

can  be  positioned  differently  than  their  customers,  and  it  would  be  foolish  to  assume  that 

customers  with  different  views  are  wrong.  The  broker  dealer  part  of  Goldman  where  I  worked 

was  neither  a  fiduciary  nor  an  investment  advisor  to  its  customers.  I  do  not  believe  that  a  broker 

dealer  has  a  duty  to  disclose  how  it  is  positioned.  As  a  practical  matter,  positions  change  often, 

and  different  traders  at  a  firm  can  have  different  positions  in  the  same  market.  In  my  view,  such 

a  disclosure  rule  would  be  unworkable.   More  fundamentally,  each  market  participant  should 

make  his  own  independent  investment  decision  as  to  the  positions  and  risks  that  he  wants  and  at 

what  prices.  With  regard  to  its  role  as  underwriter  and  placement  agent,  Goldman  has  a  duty  to 
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disclose  the  material  information  that  investors  need  in  order  to  decide  whether  to  invest  in  a 
product.  For  mortgage  backed  securities,  that  disclosure  usually  focused  on  the  assets  involved, 
the  structural  mechanics  of  the  deal  and  the  potential  risks  to  investors.  Goldman's  Legal  and 
Compliance  Department  should  be  able  to  answer  these  questions  more  fully. 

22.       This  question  calls  for  a  legal  analysis  and  would  be  better  directed  to  Goldman's 
Legal  and  Compliance  Departments. 
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RESPONSES  TO  QUESTIONS  FOR  THE  RECORD 

FROM 

SENATOR  CARL  LEVIN 

Permanent  Subcommittee  on  Investigations 

to 

MICHAEL  J.  SWENSON 

Managing  Director 

Structured  Products  Group  Trading 

The  Goldman  Sachs  Group,  Inc. 


PERMANENT  SUBCOMMITTEE  ON  INVESTIGATIONS 

HEARING  ON 

WALL  STREET  AND  THE  FINANCIAL  CRISIS: 

THE  ROLE  OF  INVESTMENT  BANKS 

April  27,  2010 
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SUPPLEMENTAL  QUESTIONS  FOR  THE  RECORD 

FROM 

SENATOR  CARL  LEVIN 

Permanent  Subcommittee  on  Investigations 

to 

MICHAEL  J.  SWENSON 

Managing  Director 

Structured  Products  Group  Trading 

The  Goldman  Sachs  Group,  Inc. 

PERMANENT  SUBCOMMITTEE  ON  INVESTIGATIONS 

HEARING  ON 

WALL  STREET  AND  THE  FINANCIAL  CRISIS: 

THE  ROLE  OF  INVESTMENT  BANKS 

April  27,  2010 


Please  provide  answers  to  the  following  questions  by  June  15. 2010: 

1 .   Exhibit  86  from  the  Subcommittee's  hearing  on  April  27, 2010,  is  an  email  dated  September 
19,  2006,  from  Peter  Ostrem  to  the  FICC-SPCDOGROUP.  The  email  states: 

"We  have  been  asked  to  do  a  CDO  of  $2bln  for  the  ABS  desk.  Approx.  $1.2bln 
will  be  CDS  off  single-names  referenced  from  the  ABS  index  06-1  and  06-2. 
This  is  a  trade  we  need  to  execute  for  the  desk  over  the  next  4-6  weeks  and 
involves  selling  half  the  equity  (at  least  30mm  to  sell)  and  the  seniors  and  the 
mezz  (at  least  half  the  BBBs  to  get  true  sale).  I  would  like  everyone  to  work 
together  on  this  one.  We  expect  to  charge  ongoing  lObp  liquidation  agent  fees 
and  1-l.Spts  upfront.  Equity  will  be  offered  around  22%  no-loss  yield. 
Obviously  important  to  overall  SP  floor  and  Sobel  and  Sparks  are  focused  on 
this  happening ..." 

(a)  Was  the  transaction  described  in  this  email  carried  out?  Was  the  transaction  Hudson 
Mezzanine  Funding  2006-1  ("Hudson  Mezzanine")?  If  not,  what  was  the  name  of  the 
transaction? 

(b)  Identify  by  name  and  job  title  the  individuals  in  the  Mortgages  Department  who  were 
involved  in  the  origination,  formulation,  design,  approval,  or  implementation  of  the 
Hudson  Mezzanine  transaction,  or  in  the  sale  of  securities  issued  by  Hudson  Mezzanine, 
and  the  activities  related  to  the  transaction  that  each  of  them  engaged  in. 

(c)  Describe  in  detail  any  role  you  had  in  the  origination,  formulation,  design,  approval,  or 
implementation  of  the  Hudson  Mezzanine  transaction,  or  in  the  sale  of  securities  issued 
by  Hudson  Mezzanine. 
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(d)  Describe  in  detail  any  role  the  ABS  desk  had  in  the  origination,  formulation,  design, 
.  approval,  or  implementation  of  Hudson  Mezzanine  transaction,  or  in  the  sale  of 

securities  issued  by  Hudson  Mezzanine. 

(e)  Was  the  Hudson  Mezzanine  transaction  a  proprietary  transaction? 

(f)  What  did  you  understand  the  phrase  "for  the  desk"  to  mean? 

(g)  Was  the  purpose  of  the  transaction  described  in  Mr.  Ostrem's  email  to  enable  the  ABS 
desk  to  reduce  cash  or  swap  positions  (and  the  risk  associated  with  those  positions)  that 
the  ABS  desk  held?  If  not,  what  was  the  purpose  of  the  transaction? 

(h)   Identify  any  committee  or  individual  at  Goldman  Sachs  ("Goldman")  that  approved  this 
transaction. 

(i)  Identify  any  employee  of  Goldman  or  its  affiliates  and  any  third  parties  who  were 
involved  in  the  identification  and  selection  of  the  assets  referenced  in  the  Hudson 
Mezzanine  transaction  and  describe  in  detail  the  nature  of  their  involvement. 

(j)    List  the  criteria  used  to  identify  and  select  the  assets  that  were  referenced  in  the  Hudson 
Mezzanine  transaction. 

(k)   Based  on  your  knowledge  or  belief,  identify  the  reasons  why  Hudson  Mezzanine  was  "a 
trade  [Goldman]  need[ed]  to  execute  for  the  desk  over  the  next  4-6  weeks." 

(1)    Based  on  your  knowledge  or  belief,  identify  the  reasons  why  the  Hudson  Mezzanine 
transaction  "involve[d]  selling  half  the  equity  (at  least  30mm  to  sell)  and  the  seniors  and 
the  mezz  (at  least  half  the  BBBs  to  get  true  sale)." 

(m)  Was  the  Camber  7  transaction  delayed  to  develop  the  Hudson  Mezzanine  transaction?  If 
so,  explain  why. 

2.   Exhibit  55b  from  the  Subcommittee's  hearing  on  April  27, 2010,  is  an  excerpt  from  your 
2007  EMD  Review.  On  page  2,  in  the  last  sentence  of  point  3  under  the  Self-Review  section, 
you  wrote: 

"I  oversaw  and  directed  the  covering  of  $9bb  of  AAA  ABX  that  the  department 
was  short  and  was  able  to  monetize  approx  $250mm  of  p  and  1  for  the 
origination  businesses." 

(a)    Describe  the  purpose  of  the  transaction  or  series  of  transactions  (hereinafter 
"transaction"). 
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(b)  Describe  in  detail  your  role  in  this  transaction. 

(c)  Identify  the  assets  involved 

(d)  Identify  any  entity  involved  in  the  transaction  and  its  role. 

(e)  Describe  and  state  the  notional  value  of  each  the  assets  involved  or  referenced  in  the 
transaction. 

(f)  Identify  when  the  transaction  took  place. 

(g)  Identify  the  Goldman  personnel  who  participated  in  this  transaction  and  the  roles  they 
performed. 

(h)  Identify  the  Goldman  personnel  who  reviewed  or  approved  this  transaction. 

(i)    State  the  value  when  sold  or,  if  retained,  the  current  value  of  the  assets  involved  in  this 
transaction. 

3.   Exhibit  30  from  the  Subcommittee's  hearing  on  April  27, 2010,  contains  an  email  from  Dan 
Sparks  dated  August  14,  2007.  It  is  entitled  "Post."  Included  in  the  email  is  the  following 
paragraph  written  by  Mr.  Sparks: 

"(2)  AAA  ABX  and  RMBS  may  be  the  best  opportunity  to  make  a  bunch  of 
money.  The  losses  implied  from  the  ABX  trading  levels  seem  way  too  high 
(over  30%  cum  losses).  We've  been  covering,  but  we  will  likely  come  to  you 
soon  and  say  we'd  like  to  get  long  billions  -  and  we'd  stay  short  BBBish  part. 
The  potential  for  large  liquidations  may  continue  to  put  technical  pressure  on, 
but  once  it  stops  AAA  should  perform  strongly." 

(a)  Is  the  trade  addressed  in  Question  2,  above,  related  to  the  transaction  addressed  in  the 
email  written  by  Mr.  Sparks? 

(b)  If  so,  explain  how  they  are  related  and  whether  they  were  separately  implemented. 

* 

(c)  If  the  transactions  were  not  related,  explain  how  they  were  different,  and  whether  and 
how  the  transaction  identified  by  Mr.  Sparks  was  implemented. 
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4.   Exhibit  34  from  the  Subcommittee's  hearing  on  April  27,  2010,  is  a  series  of  emails  dated 
August  21, 2007  and  entitled  "RE:  Potential  large  subprime  trade  and  impact  on  Firmwide 
VAR."  The  first  email  in  the  chain,  at  the  bottom  of  the  page,  is  from  Mr.  Birnbaum.  It 
reads: 

"-  The  mortgage  department  thinks  there  is  currently  an  extraordinary 
opportunity  for  those  with  dry  powder  to  add  AAA  subprime  risk  in  either  cash 
or  synthetic  form. 

-  We  would  like  to  be  opportunistic  buyers  of  up  to  $10Bln  subprime  AAAs  in 
either  cash  or  synthetic  (ABX)  form  and  run  that  long  against  our  $3 .5Bln  in 
mezzanine  subprime  shorts. 

-  Mortgage  dept  VAR  would  be  reduced  by  $75mm  and  Firmwide  VAR  would 
be  reduced  by  $25mm. 

-  At  current  dollar  prices,  the  implied  losses  at  the  AAA  level  are  2.5x  higher 
than  the  implied  losses  at  the  BBB  level  where  we  have  our  shorts  (the  ratio  is 
even  cheaper  for  cash  due  to  technicals).  If  AAAs  were  priced  consistent  with 
BBB  implied  loss  levels,  they  would  be  trading  5-1  Opts  higher  in  synthetics  and 
1 0- 1 5pts  higher  in  cash. 

-  On  the  supply  side,  we  think  we  can  source  these  assets  from  SIVs,  SIV-lites, 
ABCP  Conduits,  Sec  Lenders,  total  return  accounts. 

-  On  the  demand  side,  we  plan  to  share  this  trade  quietly  with  selected  risk 
partners.  We  began  doing  so  yesterday  when  we  sold  1/3  of  the  AAAs 
purchased  off  the  [redacted]  list  to  [redacted]  and  100%  of  the  AAAs  from 
[redacted]  to  [redacted]  and  [redacted]." 

(a)  Is  the  trade  addressed  in  Question  2,  above,  related  to  the  transaction  addressed  in  the  e- 
mail  written  by  Mr.  Birnbaum? 

(b)  If  so,  explain  how  they  are  related  and  whether  they  were  separately  implemented. 

(c)  If  the  transactions  were  not  related,  explain  how  they  were  different,  and  whether  and 
how  the  transaction  identified  by  Mr.  Birnbaum  was  implemented. 

5.   A  Goldman  graph  entitled  "RMBS  Subprime  Notional  History"  is  Exhibit  56(a)  in  the 
Subcommittee's  hearing  on  April  27, 2010.  It  shows  that  Goldman  had  a  net  short  position 
of  approximately  $8  billion  on  a  notional  basis  in  November  2006  (hereafter  the  "short 
position")  in  the  ABX  AAA  index  (hereinafter  "ABX  AAA"). 

(a)  When  did  Goldman's  short  position  in  ABX  AAA  first  reach  approximately  $8  billion  on 
a  notional  basis? 

(b)  Who  within  Goldman  had  knowledge  of  the  full  extent  of  the  notional  short  position  in 
ABX  AAA  during  FY  2006  and  FY  2007? 
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(c)  Who  was  responsible  for  reviewing  and  approving  the  size  of  the  short  position  in  ABX 
AAA? 

(d)  Whose  capital  was  used  to  acquire  the  approximately  $8  billion  notional  short  position 
in  ABX  AAA? 

(e)  Did  you  understand  the  short  position  to  be  a  Goldman  proprietary  position? 

(f)  Did  the  approximately  $8  billion  notional  short  position  in  ABX  AAA  include  the  short 
positions  in  ABX  AAA  held  by  the  desks  under  the  control  of  Messrs.  Gasvoda,  Nichols, 
and  Finck? 

(g)  When  did  Goldman  begin  to  monetize  the  $8  billion  notional  short  position  in  ABX 
AAA?  How  was  this  accomplished? 

6.  (a)    In  2007,  did  the  Mortgages  Department  cover  the  ABX  AAA  short  position  and  then, 

after  August  1 ,  go  long  On  the  ABX  AAA? 

(b)  If  so,  identify  the  specific  trades  that  resulted  in  the  long  ABX  AAA  position,  including 
the  dates  of  the  trades,  the  amounts  involved,  and  the  identity  of  each  counterparty. 

(c)  Did  the  Mortgages  Department  hedge  its  long  ABX  AAA  position?  If  so,  how  and 
when? 

7.  Identify  the  greatest  total  notional  amount  by  which  the  Mortgages  Department  went  long  on 
the  ABX  AAA  after  August  1,  2007,  and  the  date  on  which  that  position  was  reached. 

8.  Did  the  Mortgages  Department  monetize  or  unwind  its  ABX  AAA  long  position  during  the 
period  August  1,  2007  through  the  end  of  FY  2007?  If  so,  provide  that  date  of  each 
transaction  used  to  monetize  or  unwind  the  long  position,  and  the  notional  amount  by  which 
the  long  position  was  reduced. 

9.  Provide  the  total  net  profit  or  loss  to  the  Mortgages  Department  from  the  ABX  AAA 
transactions  during  the  4th  quarter  of  FY  2007. 

♦    <►    ♦ 
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Responses  of  Mr.  Michael  Swenson  to  the 
Supplemental  Questions  for  the  Record  of  the  Permanent  Subcommittee  on  Investigations 

1.   Exhibit  86  from  the  Subcommittee's  hearing  on  April  27, 2010,  is  an  email  dated 
September  19, 2006,  from  Peter  Ostrem  to  the  FICC-SPCDOGROUP.  The  email 
states: 

"We  have  been  asked  to  do  a  CDO  of  $2bln  for  the  ABS  desk.  Approx.  $1.2bln  will 
be  CDS  off  single-names  referenced  from  the  ABS  index  06-1  and  06-2.  This  is  a 
trade  we  need  to  execute  for  the  desk  over  the  next  4-6  weeks  and  involves  selling 
half  the  equity  (at  least  30mm  to  sell)  and  the  seniors  and  the  mezz  (at  least  half 
the  BBBs  to  get  true  sale).  I  would  like  everyone  to  work  together  on  this  one.  We 
expect  to  charge  ongoing  lObp  liquidation  agent  fees  and  1-l.Spts  upfront.  Equity 
will  be  offered  around  22%  no-loss  yield.  Obviously  important  to  overall  SP  floor 
and  Sobel  and  Sparks  are  focused  on  this  happening . . ." 

(a)  Was  the  transaction  described  in  this  email  carried  out?  Was  the  transaction 
Hudson  Mezzanine  Funding  2006-1  ("Hudson  Mezzanine")?  If  not,  what  was  the 
name  of  the  transaction? 

I  was  not  in  the  "FICC-SPCDOGROUP"  to  which  this  email  was  sent  and  have 
no  recollection  of  having  seen  or  received  it  around  the  time  it  was  sent.  However,  based  on  the 
description  in  the  document,  it  appears  that  the  transaction  matches  many  of  the  characteristics  of 
Hudson  Mezzanine  Funding  2006-1  ("HM1").  HM1  was  carried  out. 

(b)  Identify  by  name  and  job  title  the  individuals  in  the  Mortgages  Department  who 
were  involved  in  the  origination,  formulation,  design,  approval,  or  implementation 
of  the  Hudson  Mezzanine  transaction,  or  in  the  sale  of  securities  issued  by  Hudson 
Mezzanine,  and  the  activities  related  to  the  transaction  that  each  of  them  engaged 
in. 

HM1  was  originated  by  the  CDO  Origination  Desk,  which  was  headed  by  Peter 
Ostrem.  I  do  recall  interacting  with  Mr.  Ostrem  in  connection  with  this  transaction,  including 
discussing  with  him  the  possibility  of  packaging  ABX  securities  into  CDOs,  as  was  being  done 
by  competitors  of  Goldman,  Sachs  &  Co.  ("Goldman  Sachs"  or  the  "Firm").  I  do  not  recall  who 
initiated  the  conversation.  The  ABS  Desk,  which  I  headed,  supplied  some  and  possibly  all  of  the 
securities  for  the  transaction. 

(c)  Describe  in  detail  any  role  you  had  in  the  origination,  formulation,  design, 
approval,  or  implementation  of  the  Hudson  Mezzanine  transaction,  or  in  the  sale 
of  securities  issued  by  Hudson  Mezzanine. 

Please  see  my  answer  to  Question  1(b). 
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(d)  Describe  in  detail  any  role  the  ABS  desk  bad  in  the  origination,  formulation, 
design,  approval,  or  implementation  of  Hudson  Mezzanine  transaction,  or  in  the 
sale  of  securities  issued  by  Hudson  Mezzanine. 

Please  see  my  answer  to  Question  1(b).  In  addition,  after  HM1  was  marketed, 
certain  parts  of  the  structure  remained  in  the  inventory  of  the  CDO  Origination  Desk  at  Goldman 
Sachs.  Late  in  the  second  quarter  of  2007,  those  retained  positions  were  moved  to  the  ABS 
Desk.  The  ABS  Desk  may  have  subsequently  tried  to  sell  some  of  those  positions. 

(e)  Was  the  Hudson  Mezzanine  transaction  a  proprietary  transaction? 

I  do  not  believe  that  HM1  was  designed  as  a  proprietary  transaction. 

(f)  What  did  you  understand  the  phrase  "for  the  desk"  to  mean? 

As  noted  above,  I  was  not  in  the  "FICC-SPCDOGROUP"  to  which  this  email  was 
sent  and  have  no  recollection  of  having  seen  or  received  it  around  the  time  it  was  sent.  In 
addition,  I  do  not  know  what  Peter  Ostrem  meant  when  he  wrote  "for  the  desk."  In  reading  the 
email,  it  appears  that  the  phrase  could  have  a  number  of  possible  meanings,  including  Mr. 
Ostrem' s  CDO  Origination  Desk 

(g)  Was  the  purpose  of  the  transaction  described  in  Mr.  Ostrem's  email  to  enable  the 
ABS  desk  to  reduce  cash  or  swap  positions  (and  the  risk  associated  with  those 
positions)  that  the  ABS  desk  held?  If  not,  what  was  the  purpose  of  the  transaction? 

Assuming  that  the  transaction  described  in  Exhibit  86  is  HM1,  the  transaction  was 
implemented  by  the  CDO  Origination  Desk,  headed  by  Peter  Ostrem,  and  I  believe  that  it  was  his 
desk's  purpose  to  identify  and  pursue  a  positive  arbitrage  opportunity.  The  ABS  Desk  benefited 
from  HM1  because  HM1  provided  a  buyer  for  certain  long  swap  positions  held  by  the  ABS  Desk 
at  the  time. 

(h)    Identify  any  committee  or  individual  at  Goldman  Sachs  ("Goldman")  that 
approved  this  transaction. 

Assuming  that  the  transaction  described  in  Exhibit  86  is  HM1, 1  do  not  know 
whether  this  transaction  was  approved  by  any  committee  or  .individual  at  Goldman  Sachs 
because  the  HM1  transaction  was  not  implemented  by  the  ABS  Desk  but  rather  the  CDO 
Origination  Desk.  However,  I  believe  that  the  Mortgage  Capital  Committee  ("MCC")  typically 
was  involved  in  the  approval  process  for  new  issue  CDO  transactions. 

(i)     Identify  any  employee  of  Goldman  or  its  affiliates  and  any  third  parties  who  were 
involved  in  the  identification  and  selection  of  the  assets  referenced  in  the  Hudson 
Mezzanine  transaction  and  describe  in  detail  the  nature  of  their  involvement. 

I  do  not  recall  who  identified  or  selected  the  assets  referenced  in  the  HM1 
transaction,  although  I  believe  it  is  likely  that  there  would  have  been  discussions  between  the 
ABS  Desk  and  the  CDO  Desk  about  the  willingness  of  the  ABS  Desk  to  supply  risk  for  the  HM1 
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transaction.  Peter  Ostrem  would  have  had  the  ultimate  authority  to  decide  on  the  assets  that  were 
included  in  the  transaction. 

(j)     List  the  criteria  used  to  identify  and  select  the  assets  that  were  referenced  in  the 
Hudson  Mezzanine  transaction. 

I  do  not  recall  the  criteria  used  to  identify  and  select  the  assets  referenced  in  the 
HM1  transaction.  The  desk  responsible  for  designing  this  transaction,  the  CDO  Origination 
Desk,  likely  would  have  worked  with  the  rating  agencies  and  determined  the  criteria  for  selecting 
assets.  Those  criteria  would  have  related  to,  among  other  things,  originators,  servicers  and 
issuers  of  the  underlying  transactions  but  I  do  not  recall  specifics. 

(k)    Based  on  your  knowledge  or  belief,  identify  the  reasons  why  Hudson  Mezzanine 
was  "a  trade  [Goldman]  need[ed]  to  execute  for  the  desk  over  the  next  4-6  weeks." 

I  do  not  know  why  HM1  was  a  trade  that  Peter  Ostrem  thought  Goldman  Sachs 
"needfed]  to  execute  for  the  desk  over  the  next  4-6  weeks."  In  general,  I  believe  that  when  a 
new  issue  CDO  transaction  is  fully  ramped  (i.e.,  the  warehouse  is  filled),  it  is  in  the  interest  of 
the  transaction  originator  and  underwriter  to  complete  the  transaction  as  quickly  as  possible  to 
reduce  its  market  risk  associated  with  those  assets. 

(I)     Based  on  your  knowledge  or  belief,  identify  the  reasons  why  the  Hudson 

Mezzanine  transaction  "involve[d]  selling  half  the  equity  (at  least  30mm  to  sell) 
and  the  seniors  and  the  mezz  (at  least  half  the  BBBs  to  get  true  sale)." 

To  me,  "true  sale"  is  an  accounting  concept  but  I  am  not  certain  of  the  specific 
accounting  rules  that  would  apply  to  the  transaction  described  in  the  email. 

(m)  Was  the  Camber  7  transaction  delayed  to  develop  the  Hudson  Mezzanine 
transaction?  If  so,  explain  why. 

I  do  not  recall  whether  Camber  7  was  affected  by  the  development  of  HM1. 

2.   Exhibit  SSb  from  the  Subcommittee's  hearing  on  April  27, 2010,  is  an  excerpt  from 
your  2007  EMD  Review.  On  page  2,  in  the  last  sentence  of  point  3  under  the  Self- 
Review  section,  you  wrote: 

"I  oversaw  and  directed  the  covering  of  $9bb  of  ABX  AAA  that  the  department 
was  short  and  was  able  to  monetize  approx  $250mm  of  p  and  1  for  the  origination 
businesses." 

(a)    Describe  the  purpose  of  the  transaction  or  series  of  transactions  (hereinafter 
"transaction"). 

In  this  excerpt  from  my  EMD  Review,  I  am  describing  my  efforts  to  help  the 
RMBS  Origination  Desk  cover  a  number  of  its  short  positions. 
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(b)  Describe  in  detail  your  role  in  this  transaction. 

As  a  market  maker,  the  ABS  Desk  purchased  the  securities  that  enabled  the 
RMBS  Origination  Desk  to  cover  some  of  its  short  positions. 

(c)  Identify  the  assets  involved. 

Though  I  cannot  identify  all  such  assets,  I  believe  that  ABX  06-1  and  06-2  AAAs 
were,  at  least,  involved  in  these  trades. 

(d)  Identify  any  entity  involved  in  the  transaction  and  its  role. 

I  do  not  recall  from  whom  the  ABS  Desk  purchased  the  securities.  Goldman 
Sachs'  trading  records  will  likely  provide  responsive  information. 

(e)  Describe  and  state  the  notional  value  of  each  the  assets  involved  or  referenced  in 
the  transaction. 

I  do  not  recall  the  notional  value  of  the  purchased  securities.  Goldman  Sachs' 
trading  records  will  likely  provide  responsive  information. 

(f)  Identify  when  the  transaction  took  place. 

I  do  not  recall  when  the  trades  took  place.  I  believe  that  most  if  not  all  occurred 
in  the  third  quarter  of  2007.  Goldman  Sachs'  trading  records  will  likely  provide  responsive 
information. 

(g)  Identify  the  Goldman  personnel  who  participated  in  this  transaction  and  the  roles 
they  performed. 

I  do  not  recall  who  executed  the  trades.  I  believe  that  I  or  Josh  Birnbaum,  Deeb 
Salem,  and/or  Edwin  Chin  were  involved,  along  with  a  number  of  sales  people. 

(h)    Identify  the  Goldman  personnel  who  reviewed  or  approved  this  transaction. 

Responsibility  generally  resided  with  the  trading  desk  and  its  supervisors,  acting 
within  their  risk  and  product  limits. 

(i)     State  the  value  when  sold  or,  if  retained,  the  current  value  of  the  assets  involved  in 
this  transaction. 

I  do  not  recall  the  value  of  the  assets  involved  in  these  trades.  Goldman  Sachs' 
trading  records  will  likely  provide  responsive  information. 

3.   Exhibit  30  from  the  Subcommittee's  hearing  on  April  27, 2010,  contains  an  email  from 
Dan  Sparks  dated  August  14, 2007.  It  is  entitled  "Post."  Included  in  the  email  is  the 
following  paragraph  written  by  Mr.  Sparks: 
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"(2)  ABX  AAA  and  RMBS  may  be  the  best  opportunity  to  make  a  bunch  of 
money.  The  losses  implied  from  the  ABX  trading  levels  seem  way  too  high  (over 
30%  cum  losses).  We've  been  covering,  but  we  will  likely  come  to  you  soon  and  say 
we'd  like  to  get  long  billions  -  and  we'd  stay  short  BBBish  part.  The  potential  for 
large  liquidations  may  continue  to  put  technical  pressure  on,  but  once  it  stops 
AAA  should  perform  strongly." 

(a)  Is  the  trade  addressed  in  Question  2,  above,  related  to  the  transaction  addressed  in 
the  email  written  by  Mr.  Sparks? 

I  do  not  believe  that  I  received  this  email.  However,  from  its  context,  it  appears 
that  it  was  not  a  transaction  but,  instead,  a  precursor  to  the  transaction  proposed  in  Exhibit  34 
(the  subject  of  Question  4,  below).  I  am  also  not  certain  what  is  meant  by  "related  to"  in  this 
question.  The  decision  whether  to  implement  the  trades  referenced  in  Exhibits  30  and  34  did  not 
depend  on  the  decision  to  implement  the  trades  I  described  in  the  excerpt  quoted  in  Question  2. 

(b)  If  so,  explain  how  they  are  related  and  whether  they  were  separately  implemented. 

Please  see  the  answer  to  Question  3(a). 

(c)  If  the  transactions  were  not  related,  explain  how  they  were  different,  and  whether 
and  how  the  transaction  identified  by  Mr.  Sparks  was  implemented. 

I  do  not  believe  that  I  received  this  email.  However,  from  its  context,  it  appears 
that  it  was  not  a  transaction  but,  instead,  a  precursor  to  the  transaction  proposed  in  Exhibit  34 
(the  subject  of  Question  4,  below).  I  do  not  believe  that  the  transaction  proposed  in  Exhibit  34 
was  implemented,  as  1  indicate  in  my  response  to  Question  4(c),  below.  In  addition,  it  appears 
from  the  context  of  Exhibit  30,  that  Mr.  Sparks  is  proposing  that  Goldman  Sachs  acquire  a  longer 
position  in  certain  ABX  securities.  In  my  EMD  Review,  1  am  describing  trades  that  were 
designed  to  cover  a  short  position  held  by  the  RMBS  Origination  Desk  that  served  as  a  hedge. 

4.   Exhibit  34  from  the  Subcommittee's  hearing  on  April  27, 2010,  is  a  series  of  emails 
dated  August  21, 2007  and  entitled  "RE:  Potential  large  subprime  trade  and  impact  on 
Firmwide  VAR."  The  first  email  in  the  chain,  at  the  bottom  of  the  page,  is  from  Mr. 
Birnbaum.  It  reads: 

"-  The  mortgage  department  thinks  there  is  currently  an  extraordinary 
opportunity  for  those  with  dry  powder  to  add  AAA  subprime  risk  in  either  cash  or 
synthetic  form. 

-  We  would  like  to  be  opportunistic  buyers  of  up  to  SlOBln  subprime  AAAs  in 
either  cash  or  synthetic  (ABX)  form  and  run  that  long  against  our  $3.SBln  in 
mezzanine  subprime  shorts. 

-  Mortgage  dept  VAR  would  be  reduced  by  $75mm  and  Firmwide  VAR  would  be 
reduced  by  $25mm. 
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-  At  current  dollar  prices,  the  implied  losses  at  the  AAA  level  are  2.5x  higher  than 
the  implied  losses  at  the  BBB  level  where  we  have  our  shorts  (the  ratio  is  even 
cheaper  for  cash  due  to  technicals).  If  AAAs  were  priced  consistent  with  BBB 
implied  loss  levels,  they  would  be  trading  S-lOpts  higher  in  synthetics  and  10-lSpts 
higher  in  cash. 

-  On  the  supply,  side,  we  think  we  can  source  these  assets  from  SIVs,  SIV-lites, 
ABCP  Conduits,  Sec  Lenders,  total  return  accounts. 

-  On  the  demand  side,  we  plan  to  share  this  trade  quietly  with  selected  risk 
partners.  We  began  doing  so  yesterday  when  we  sold  1/3  of  the  AAAs  purchased 
off  the  [redacted]  list  to  [redacted]  and  100%  of  the  AAAs  from  [redacted]  to 
[redacted]  and  [redacted]." 

(a)  Is  the  trade  addressed  in  Question  2,  above,  related  to  the  transaction  addressed  in 
the  email  written  by  Mr.  Birnbaum? 

I  am  not  certain  what  is  meant  by  "related  to"  in  this  question.  The  decision 
whether  to  implement  the  trades  referenced  in  Exhibits  30  and  34  did  not  depend  on  the  decision 
to  implement  the  trades  I  described  in  the  excerpt  quoted  in  Question  2. 

(b)  If  so,  explain  how  they  are  related  and  whether  they  were  separately  implemented. 

Please  see  the  answer  to  Question  4(a). 

(c)  If  the  transactions  were  not  related,  explain  how  they  were  different,  and  whether 
and  how  the  transaction  identified  by  Mr.  Birnbaum  was  implemented. 

I  recall  Mr.  Birnbaum  proposing  that  Goldman  Sachs  acquire  a  longer  position  in 
certain  ABX  securities.  In  my  EMD  Review,  I  am  describing  trades  that  were  designed  to  cover 
a  short  position  held  by  the  RMBS  Origination  Desk  that  served  as  a  hedge.  I  do  not  believe  that 
Mr.  Birnbaum's  proposed  transaction  was  implemented. 

5.   A  Goldman  graph  entitled  "RMBS  Subprime  Notional  History"  is  Exhibit  56(a)  in  the 
Subcommittee's  hearing  on  April  27, 2010.  It  shows  that  Goldman  bad  a  net  short 
position  of  approximately  $8  billion  on  a  notional  basis  in  November  2006  (hereafter  the 
"short  position")  in  the  ABX  AAA  index  (hereinafter  "ABX  AAA"). 

(a)    When  did  Goldman's  short  position  in  ABX  AAA  first  reach  approximately  $8 
billion  on  a  notional  basis? 

I  did  not  develop  this  graph  and  I  do  not  recall  reviewing  it  in  the  normal  course 
of  business.  I  do  not  believe,  however,  that  the  positions  in  the  graph  accurately  depict  the  "Mtg 
Dept  -  Mtg  NYC  SPG  Portfolio"  because  such  a  chart  would  reflect  the  combined  positions  of 
the  desks  headed  by  me  (ABS  Desk),  David  Lehman  (CMBS  Desk),  and  Jonathan  Egol 
(Correlation  Desk),  and  at  no  time  in  2006-2007  was  that  combined  position  short  $8  billion  in 
ABX  AAA.  I  do  recall  that  the  RMBS  Origination  Desk  held  short  positions  in  ABX  AAA  that 
totaled  approximately  $9  billion,  but  I  do  not  know  when  that  level  was  first  reached. 
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(b)  Who  within  Goldman  had  knowledge  of  the  full  extent  of  the  notional  short 
position  in  ABX  AAA  during  FY  2006  and  FY  2007? 

I  did  not  develop  this  graph  and  I  do  not  recall  reviewing  it  in  the  normal  course 
of  business.  I  do  not  believe,  however,  that  the  positions  in  the  graph  accurately  depict  the  "Mtg 
Dept  -  Mtg  NYC  SPG  Portfolio"  because  such  a  chart  would  reflect  the  combined  positions  of 
the  desks  headed  by  rrie,  David  Lehman,  and  Jonathan  Egol,  and  at  no  time  in  2006-2007  was 
that  combined  position  short  $8  billion  in  ABX  AAA.  I  also  do  not  recall  who  in  Goldman 
Sachs  knew  of  the  full  extent  of  the  notional  short  position  in  ABX  AAA  in  FY  2006  and  2007. 
Dan  Sparks  or  any  member  of  the  ABS  Desk  would  have  had  access  to  the  information  described 
in  this  question,  but  I  do  not  recall  whether  I  accessed  that  information. 

(c)  Who  was  responsible  for  reviewing  and  approving  the  size  of  the  short  position  in 
ABX  AAA? 

I  did  not  develop  this  graph  and  I  do  not  recall  reviewing  it  in  the  normal  course 
of  business.  I  do  not  believe,  however,  that  the  positions  in  the  graph  accurately  depict  the  "Mtg 
Dept  -  Mtg  NYC  SPG  Portfolio"  because  such  a  chart  would  reflect  the  combined  positions  of 
the  desks  headed  by  me,  David  Lehman,  and  Jonathan  Egol,  and  at  no  time  in  2006-2007  was 
that  combined  position  short  $8  billion  in  ABX  AAA.  I  also  do  not  know  who  in  Goldman 
Sachs  was  responsible  for  reviewing  and  approving  the  size  of  the  hedge  in  ABX  AAA.  To  the 
extent  any  particular  desk  held  a  short  position,  I  believe  that  it  would  have  been,  at  a  minimum, 
the  responsibility  of  the  head  of  that  desk  to  review  that  position. 

(d)  Whose  capital  was  used  to  acquire  the  approximately  $8  billion  notional  short 
position  in  ABX  AAA? 

I  did  not  develop  this  graph  and  I  do  not  recall  reviewing  it  in  the  normal  course 
of  business.  I  do  not  believe,  however,  that  the  positions  in  the  graph  accurately  depict  the  "Mtg 
Dept  -  Mtg  NYC  SPG  Portfolio"  because  such  a  chart  would  reflect  the  combined  positions  of 
the  desks  headed  by  me,  David  Lehman,  and  Jonathan  Egol,  and  at  no  time  in  2006-2007  was 
that  combined  position  short  $8  billion  in  ABX  AAA.  I  also  do  not  recall  whose  capital  was 
used  or  allocated  to  acquire  the  short  positions.  In  general,  without  knowing  the  specific  short 
position  of  each  desk,  I  do  not  know  which  desk's  capital  was  used. 

(e)  Did  you  understand  the  short  position  to  be  a  Goldman  proprietary  position? 

I  did  not  develop  this  graph  and  I  do  not  recall  reviewing  it  in  the  normal  course 
of  business.  I  do  not  believe,  however,  that  the  positions  in  the  graph  accurately  depict  the  "Mtg 
Dept  -  Mtg  NYC  SPG  Portfolio"  because  such  a  chart  would  reflect  the  combined  positions  of 
the  desks  headed  by  me,  David  Lehman,  and  Jonathan  Egol,  and  at  no  time  in  2006-2007  was 
that  combined  position  short  $8  billion  in  ABX  AAA.  In  addition,  the  short  position  referenced 
in  this  graph  would  not  be  a  proprietary  position  because  the  short  position  was  largely  a  hedge 
against  the  long  loan  and  securities  positions  held  by  the  RMBS  Origination  Desk. 
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(f)  Did  the  approximately  $8  billion  notional  short  position  in  ABX  AAA  include  the 
short  positions  in  ABX  AAA  held  by  the  desks  under  the  control  of  Messrs. 
Gasvoda,  Nichols,  and  Finck? 

I  did  not  develop  this  graph  and  I  do  not  recall  reviewing  it  in  the  normal  course 
of  business.  I  do  not  believe,  however,  that  the  positions  in  the  graph  accurately  depict  the  "Mtg 
Dept  -  Mtg  NYC  SPG  Portfolio"  because  such  a  chart  would  reflect  the  combined  positions  of 
the  desks  headed  by  me,  David  Lehman,  and  Jonathan  Egol,  and  at  no  time  in  2006-2007  was 
that  combined  position  short  $8  billion  in  ABX  AAA.  I  also  do  not  know  whose  short  positions 
could  have  been  involved  in  the  graph's  depiction  of  short  positions  because  1  was  not  involved 
in  the  development  of  this  graph.  To  the  extent  the  graph  depicts  the  overall  short  position  of  the 
Mortgage  Department,  it  should  include  the  short  position  of  the  desks  in  that  department, 
including  the  desk  under  the  control  of  Mr.  Gasvoda,  under  whom  Matt  Nichols  and  Greg  Finck 
worked. 

(g)  When  did  Goldman  begin  to  monetize  the  $8  billion  notional  short  position  in  ABX 
AAA?  How  was  this  accomplished? 

I  did  not  develop  this  graph  and  I  do  not  recall  reviewing  it  in  the  normal  course 
of  business.  I  do  not  believe,  however,  that  the  positions  in  the  graph  accurately  depict  the  "Mtg 
Dept  -  Mtg  NYC  SPG  Portfolio"  because  such  a  chart  would  reflect  the  combined  positions  of 
the  desks  headed  by  me,  David  Lehman,  and  Jonathan  Egol,  and  at  no  time  in  2006-2007  was 
that  combined  position  short  $8  billion  in  ABX  AAA.  Also,  please  see  my  answer  to  Question 
2(f),  above.  I  recall  that  during  the  third  quarter,  the  ABS  Desk  executed  some  trades  to  begin 
monetizing  the  short  position  in  the  securities  held  by  the  RMBS  Origination  Desk.  Within  the 
ABS  Desk,  I  believe  that  I  or  Josh  Birnbaum,  Deeb  Salem,  and/or  Edwin  Chin  were  involved, 
along  with  a  number  of  sales  people. 

6.   (a)     In  2007,  did  the  Mortgages  Department  cover  the  ABX  AAA  short  position  and 
then,  after  August  1,  go  long  on  the  ABX  AAA? 

Please  see  my  answer  to  Question  2(f),  above.  I  recall  that  the  ABS  Desk  covered 
a  AAA  short  position  that  was  held  as  a  hedge  by  the  RMBS  Origination  Desk.  I  believe  that  the 
ABS  Desk  went  longer  ABX  AAA  after  covering  the  short  position  that  was  held  as  a  hedge  by 
the  RMBS  Origination  Desk.  I  do  not  recall  the  extent  to  which  the  ABS  Desk  went  longer  ABX 
AAA.  Goldman  Sachs'  trading  records  will  likely  provide  responsive  information. 

(b)  If  so,  identify  the  specific  trades  that  resulted  in  the  long  ABX  AAA  position, 
including  the  dates  of  the  trades,  the  amounts  involved,  and  the  identity  of  each 
counterparty. 

Goldman  Sachs'  trading  records  will  likely  provide  responsive  information. 

(c)  Did  the  Mortgages  Department  hedge  its  long  ABX  AAA  position?  If  so,  how  and 
when? 

From  my  perspective  as  head  of  the  ABS  Desk,  I  believe  that  the  Mortgage 
Department  did  not  hedge  the  ABX  AAA  referenced  in  Question  6(a).  However,  the  longer 
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ABX  AAA  position  acquired  by  the  ABS  Desk  after  covering  the  short  position  that  was  held  by 
the  RMBS  Origination  Desk  served  as  an  offset  to  the  short  BBB  ABX  position  held  by  the  ABS 
Desk  and  reduced  the  Mortgage  Department's  VAR. 

7.  Identify  the  greatest  total  notional  amount  by  which  the  Mortgages  Department  went 
long  on  the  ABX  AAA  after  August  1, 2007,  and  the  date  on  which  that  position  was 
reached. 

I  do  not  recall  the  total  notional  amount  that  the  Mortgage  Department  went  long 
on  ABX  AAA  after  August  1.  To  the  extent  that  this  information  can  be  obtained  from  Goldman 
Sachs'  trading  records,  it  is  my  understanding  that  the  Firm  is  working  to  provide  this 
information  to  the  Subcommittee  promptly. 

8.  Did  the  Mortgages  Department  monetize  or  unwind  its  ABX  AAA  long  position  during 
the  period  August  1, 2007  through  the  end  of  FY  2007?  If  so,  provide  that  date  of  each 
transaction  used  to  monetize  or  unwind  the  long  position,  and  the  notional  amount  by 
which  the  long  position  was  reduced. 

1  do  not  recall  how  long  it  took  the  Mortgage  Department  to  unwind  its  ABX 
AAA  long  position  or  how  it  did  so  because  the  Department's  positions  changed  daily  (even 
intraday)  as  trades  were  done  and  these  positions  were  not  segregated  in  a  separate  account.  To 
the  extent  that  this  information  can  be  obtained  from  Goldman  Sachs'  trading  records,  it  is  my 
understanding  that  the  Firm  is  working  to  provide  this  information  to  the  Subcommittee 
promptly. 

9.  Provide  the  total  net  profit  or  loss  to  the  Mortgages  Department  from  the  ABX  AAA 
transactions  during  the  4th  quarter  of  FY  2007. 

I  do  not  recall  the  total  net  profit  or  loss  to  the  Mortgage  Department  from  ABX 
AAA  during  that  time  period.  To  the  extent  that  this  information  can  be  obtained  from  the 
Goldman  Sachs'  trading  records,  it  is  my  understanding  that  the  Firm  is  working  to  provide  this 
information  to  the  Subcommittee  promptly. 
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Confidential  Treatment  Requested  by  Goldman  Sachs 

1.    Exhibit  86  from  the  Subcommittee's  hearing  on  April  27, 2010,  is  an  e-mail  dated  September  19, 2006, 
from  Peter  Ostrem  to  the  FICC-SPCDOGROUP.  The  e-mail  states: 

"We  have  been  asked  to  do  a  CDO  of  S2bln  for  the  ABS  desk.  Approz.  $1 2b\n  will  be  CDS  off 
single-names  referenced  from  the  ABS  index  06-1  and  06-2.  This  is  a  trade  we  need  to  execute  for  the 
desk  over  the  next  4-6  weeks  and  involves  selling  half  the  equity  (at  least  30mm  to  sell)  and  the 
seniors  and  the  mezz  (at  least  half  the  BBBs  to  get  true  sale).  I  would  like  everyone  to  work  together 
on  this  one.  We  expect  to  charge  ongoing  lObp  liquidation  agent  fees  and  l-1.5pts  upfront.  Equity 
will  be  offered  around  22%  no-loss  yield.  Obviously  important  to  overall  SP  floor  and  Sobel  and 
Sparks  are  focused  on  this  happening . . ." 

(a)  Was  the  transaction  described  in  this  e-mail  carried  out?  Was  the  transaction  Hudson  Mezzanine 
Funding  2006-1  ("Hudson  Mezzanine")?  If  not,  what  was  the  name  of  the  transaction? 

The  facts  reflected  in  the  e-mail  are  consistent  with  the  Hudson  Mezzanine  Funding  2006-1 
transaction. 

(b)  Identify  by  name  and  job  title  the  individuals  in  the  Mortgages  Department  who  were  involved  in  the 
origination,  formulation,  design,  approval,  or  implementation  of  the  Hudson  Mezzanine  transaction, 
or  in  the  sale  of  securities  issued  by  Hudson  Mezzanine,  and  the  activities  related  to  the  transaction 
that  each  of  them  engaged  in. 

The  names  and  job  titles  of  the  individuals  in  the  Mortgage  Department  who  were  involved  in  the 
Hudson  Mezzanine  2006-1  transaction  are  set  forth  in  the  marketing  flip  book  and  term  sheet  for  the  transaction, 
which  were  previously  produced  to  the  Subcommittee  (bearing  production  numbers  GS  MBS-E-001 557726  -  59 
and  GS  MBS-E-00 1557869  -  73).  For  the  Subcommittee  staffs  convenience,  additional  copies  of  these  materials 
are  enclosed  herewith. 

(c)  Describe  in  detail  any  role  you  had  in  the  origination,  formulation,  design,  approval,  or  implementation  or 

the  Hudson  Mezzanine  transaction,  or  in  the  sale  of  securities  issued  by  Hudson  Mezzanine. 

Please  see  Mr.  Swenson's  response  to  this  Question. 

(d)  Describe  in  detail  any  role  the  ABS  desk  had  in  the  origination,  formulation,  design,  approval,  or 
implementation  of  Hudson  Mezzanine  transaction,  or  in  the  sale  of  securities  issued  by  Hudson 
Mezzanine. 

The  Structured  Products  Trading  desk  entered  into  credit  default  swaps  with  the  SPV  in  the 
Hudson  Mezzanine  2006-1  transaction  that  had  the  effect  of  reducing  a  long  position  in  the  ABX  index  held  by  the 
desk. 

(e)  Was  the  Hudson  Mezzanine  transaction  a  proprietary  transaction? 

This  transaction  was  not  a  proprietary  transaction.  The  Mortgage  Department  does  not  engage  in 
proprietary  trading. 

(0  What  did  you  understand  the  phrase  "for  the  desk"  to  mean? 

Please  see  Mr.  Swenson's  response  to  this  Question. 

(g)  Was  the  purpose  of  the  transaction  described  in  Mr.  Ostrem's  e-mail  to  enable  the  ABS  desk  to 
reduce  cash  or  swap  positions  (and  the  risk  associated  with  those  positions)  that  the  ABS  desk  held? 
If  not,  what  was  the  purpose  of  the  transaction? 
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Please  see  Mr.  Swenson's  response  to  this  Question. 

(h)  Identify  any  committee  or  individual  at  Goldman  Sachs  ("Goldman")  that  approved  this  transaction. 

Typically,  transactions  of  this  type  would  have  been  reviewed  and  approved  by  members  of  the 
Mortgage  Capital  Committee  through  either  a  formal  or  informal  meeting.  The  Hudson  Mezzanine  2006-1 
transaction  appears  to  have  been  reviewed  and  approved  through  an  informal  meeting,  likely  conducted  by 
telephone  conference. 

(i)    Identify  any  employee  of  Goldman  or  its  affiliates  and  any  third  parties  who  were  involved  in  the 
identification  and  selection  of  the  assets  referenced  in  the  Hudson  Mezzanine  transaction  and 
describe  in  detail  the  nature  of  their  involvement 

Goldman  Sachs  selected  the  portfolio  of  reference  obligations  because  there  was  no  collateral 
manager  or  selection  agent  engaged  for  this  transaction.  As  noted  in  our  response  to  Question  1(b)  posed  to  Mr. 
Swenson,  the  Goldman  Sachs  employees  involved  in  the  origination  and  structuring  of  the  transaction  are  set  forth 
in  the  marketing  flip  book  and  term  sheets  for  the  transaction. 

(j)    List  the  criteria  used  to  identify  and  select  the  assets  that  were  referenced  in  the  Hudson  Mezzanine 
transaction. 

Please  see  Goldman  Sachs'  response  to  Question  l(i)  posed  to  Mr.  Swenson. 

(k)  Based  on  your  knowledge  or  belief,  identify  the  reasons  why  Hudson  Mezzanine  was  "a  trade 
(Goldman]  need[ed]  to  execute  for  the  desk  over  the  next  4-6  weeks." 

Please  see  Mr.  Swenson's  response  to  this  Question. 

(I)    Based  on  your  knowledge  or  belief,  identify  the  reasons  why  the  Hudson 

Mezzanine  transaction  "involve[d]  selling  half  the  equity  (at  least  30mm  to  sell)  and  the  seniors  and 
the  mezz  (at  least  half  the  BBBs  to  get  true  sale)." 

Please  see  Mr.  Swenson's  response  to  this  Question. 

(m)  Was  the  Camber  7  transaction  delayed  to  develop  the  Hudson  Mezzanine  transaction?  If  so,  explain 
why. 

Goldman  Sachs  does  not  believe  that  the  Camber  7  transaction  was  delayed  to  develop  the  Hudson  Mezzanine  2006- 
1  transaction.  Because  the  Hudson  Mezzanine  2006-1  transaction  (i)  had  a  static  portfolio,  (ii)  referenced  the 
highly-liquid  ABX  indices  and  (iii)  did  not  employ  a  collateral  manager,  it  moved  quickly  to  market.  The  actively- 
managed  Camber  7  transaction,  by  contrast,  took  much  longer  to  complete.  During  this  period,  however,  Camber  7 
grew  from  $500  million  to  $900  million. 
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Confidential  Treatment  Requested  by  Goldman  Sachs 

S.   A  Goldman  graph  entitled  "RMBS  Subprime  Notional  History"  is  Exhibit  56(a)  in  the 
Subcommittee's  hearing  on  April  27, 2010.  It  shows  that  Goldman  bad  a  net  short 
position  of  approximately  $8  billion  on  a  notional  basis  in  November  2006  (hereafter  the 
"short  position")  in  the  ABX  AAA  index  (hereinafter  "ABX  AAA"). 

(a)  When  did  Goldman's  short  position  in  ABX  AAA  first  reach  approximately  $8 
billion  on  a  notional  basis? 

On  October  12, 2006,  the  Mortgage  Department's  ABX  AAA  position  reached 
approximately  $8  billion  on  a  notional  basis.  The  majority  of  that  position  was  held  by  the 
Residential  Prime  and  Credit  Origination  desks.  The  position  offset  long  prime  and  subprime 
whole  loan  inventory  of  approximately  $10  billion.  The  two  exposures  would  net  to  a  long 
position. 

(b)  Who  within  Goldman  had  knowledge  of  the  full  extent  of  the  notional  short  position 
in  ABX  AAA  during  FY  2006  and  FY  2007? 

(c)  Who  was  responsible  for  reviewing  and  approving  the  size  of  the  short  position  in 
ABX  AAA? 

The  Mortgage  Department  (as  well  as  other  trading  businesses  within  Goldman 
Sachs)  managed  the  size  of  its  exposures  and  inventory  in  line  with  risk  limits  established  by 
senior  management.  These  risk  limits  ensured  that  regardless  of  the  opinion  of  an  individual 
or  a  business  unit  about  market  direction,  risk  remains  within  prescribed  levels.  The  specific 
risk  limits  relevant  to  the  Mortgage  Department  included  VaR,  credit  spread  widening  and 
balance  sheet  size. 

The  ABX  AAA  position  was  one  of  many  positions  incorporated  into  all  of  the 
long  and  short  exposures  maintained  by  the  Mortgage  Department  and  reviewed  by  senior 
leadership  within  the  department.  Risk  was  managed  within  the  risk  limits  approved  by  the 
Securities  Division  Risk  Committee.  Senior  traders  within  the  Mortgage  Department  and 
Risk  Management  were  generally  aware  of  the  increasing  size  of  the  short  position  (as  well  as 
the  offsetting  long  position)  during  this  period. 

(d)  Whose  capital  was  used  to  acquire  the  approximately  $8  billion  notional  short 
position  in  ABX  AAA? 

As  a  market  maker,  Goldman  Sachs  assumed  risk  positions  and  put  its  own  capital 
at  risk.  The  firm's  capital  consisted  of  shareholder  equity,  supplemented  by  long-term  debt 
issued  by  the  firm.  Goldman  Sachs  has  long  had  well-established  procedures  to  set  risk  limits 
by  business  units  and  to  ensure  that  the  firm  has  appropriate  levels  of  capital  to  support  those 
levels  of  activity. 

(e)  Did  you  understand  the  short  position  to  be  a  Goldman  proprietary  position? 

Please  see  Mr.  Swenson's  response  to  this  Question. 
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(f)  Did  the  approximately  $8  billion  notional  short  position  in  ABX  AAA  include  the 
short  positions  in  ABX  AAA  held  by  the  desks  under  the  control  of  Messrs. 
Gasvoda,  Nichols,  and  Finck? 

The  majority  of  the  approximately  $8  billion  of  notional  short  position  in  ABX 
AAA  included  hedges  maintained  by  the  Residential  Mortgage  Origination  business. 

(g)  When  did  Goldman  begin  to  monetize  the  $8  billion  notional  short  position  in  ABX 
AAA?  How  was  this  accomplished? 

Commensurate  with  the  reduction  in  long  residential  loan  inventory,  the  Mortgage 
Department  began  reducing  its  short  ABX  AAA  position  during  the  Third  Quarter  of  2007.  This 
was  executed  through  trades,  primarily  with  dealers,  where  Goldman  Sachs  sold  protection  on 
ABX  AAA. 


6.    (a)  In  2007,  did  the  Mortgages  Department  cover  the  ABX  AAA  short  position  and 
then,  after  August  1,  go  long  on  the  ABX  AAA? 

Yes.  In  the  latter  portion  of  the  third  Quarter  of  2007,  in  conjunction  with 
reducing  its  long  residential  loan  inventory,  the  Mortgage  Department  reduced  its  short  ABX 
AAA  position  and  ultimately  had  a  long  ABX  AAA  position  in  the  Fourth  Quarter  of  2007. 

(b)  If  so,  identify  the  specific  trades  that  resulted  in  the  long  ABX  AAA  position, 
including  the  dates  of  the  trades,  the  amounts  involved,  and  the  identity  of  each 
counterparty. 

Goldman  Sachs  encloses  a  spreadsheet  (bearing  production  number  GS  MBS 
0000038761)  providing  information  for  ABX  AAA  trades  executed  in  July  and  August  2007. 

(c)  Did  the  Mortgages  Department  hedge  its  long  ABX  AAA  position?  If  so,  how  and 
when? 

The  Mortgage  Department's  ABX  AAA  position  was  part  of  the  Department's 
exposures  and  was  managed  in  conjunction  with  other  positions  held  by  the  Department.  For 
example,  in  the  Fourth  Quarter  of  2007,  the  Department  was  short  single-name  credit  default 
swap  positions  in  lower-rated  securities,  which  offset  the  long  exposures  including  the  AAA 
ABX. 
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7.         Identify  the  greatest  total  notional  amount  by  which  the  Mortgages  Department 
went  long  on  the  ABX  AAA  after  August  1, 2007,  and  the  date  on  which  that  position  was 
reached. 

The  largest  notional  long  ABX  AAA  position  held  by  the  Mortgage  Department 
after  August  1 ,  2007  was  on  September  25, 2007.  The  position  was  long  approximately  $1 .8 
billion  notional. 


8.   Did  the  Mortgages  Department  monetize  or  unwind  its  ABX  AAA  long  position  during 
the  period  August  1, 2007  through  the  end  of  FY  2007?  If  so,  provide  that  date  of  each 
transaction  used  to  monetize  or  unwind  the  long  position,  and  the  notional  amount  by 
which  the  long  position  was  reduced. 

The  Mortgage  Department  reduced  its  long  ABX  AAA  position  from  September 
25,  2007  through  the  end  of  2007.  Goldman  Sachs  encloses  a  spreadsheet  (bearing  production 
number  GS  MBS  0000038761)  providing  information  on  trades  during  that  period. 


9.   Provide  the  total  net  profit  or  loss  to  the  Mortgages  Department  from  the  ABX  AAA 
transactions  during  the  4th  quarter  of  FY  2007. 

During  the  Fourth  Quarter  of  2007,  the  Mortgage  Department  lost  approximately 
$152  million  on  its  ABX  AAA  position.  These  losses  were  offset  by  gains  on  other  positions  in 
the  mortgage  department  resulting  in  a  gain  of  approximately  $107  million  in  non-agency 
residential  mortgages  for  the  Quarter. 
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TG02 1 30  MDX  ABX  HE JkAA.07-  1TP0J DD50 
TG02130  MDX  ABXHEAAA06-1  5D0  DZB50 
TG02130  MDX  ABXHEAAA06-1  5D0  DZBSO 
TG02130  MDXABXHEAAA06-2A5OKMUR0 
TG0213O   MDX  ABXHEAAA07-1  LP0JDD50 
TG02130  MDXABXHE.AAA06-2A50KMYR0 
TG0213O  MDXABXHE.AAA07-1LP0JDD50 
TG02130  MDXABXHE.AAA07-1LP0JDD50 
TG02130  MDXABXHEAAA07-1LP03BPRO 
TG021 30  MDX  ABXHEAAA07-2  SXO  6DUZ0 
TG02130  MDXABXHE.AAA06-15D0DZB50 
TG02130  MDXABXHEAAA06-15D0DZB50 
TG02130  MDXABXHEAAA07-1LP03BPR0 
TG02130  MDX  ABX.HE.AAA07-1  LPO  EY820 
TG02130  MDXABXHE.AAA06-15D0A3VK1 
TG02130  MDX  ABX.HEAAA06-1  5D0  DZB50 
iTG02130  MDX  ABX.HE.AAA.07-1  LPO  3BPR0 
TG02130  MDXABXHEAAA07-2SX06DUZ0 
TG02130  MDX  ABXHEAAA07-2  SXO  6DUZ0 
TG02130  MDXABXHE.AAA07-2SX06DUZO 
TG02130  MDX  ABXHEAAA06-1  5D0  DZB50 
TG02130  MDXABX.HEAAA06-15DOA3VK1 
1TG02130  MDX  ABXHEAAA06-1  5D0  DZB50 
TG02130  MDX  ABXHEAAA05-1  5D0  DZB50 
TG02130  MDX  ABXHE.AAA06-1  5D0  DXB50 
ITG02130  MDX  ABXHEAAA06-1  5D0  DXB50 
ITG02130  MDXABX.HEAAA06-15DODXB50 
ITG02130  MDXABXHEAAA06-15D0DXB50 
ITG02130  MDX  ABXHE.AAA06-1  5D0  DXB50 
ITG02130  MDXABX.HE.AAA06-15DODXB50 
ITG02130  MDXABXHEAAA06-15D0A3VK1 
ITG02130  MDXABXHE.AAA06-15D0A3VK1 
1TG02130  MDX  ABXHEAAA06-1  5D0  DZB50 
ITG02130  MDXABXHE.AAA06-15D0A3VK1 
ITG02130  MDXABXHE.AAA06-15D0DZB50 
ITG02130  MDXABXHEAAA06-15D0A3VK1 
ITG02130  MDX  ABXHEAAA06-1  5D0  DZB50 
ITG02130  MDXABXHE.AAA06-15D0A3VK1 
ITG02130  MDX  ABXHEAAA06-1  5D0  DZB50 
ITG021 30   MDX  ABXHEAAA06-1  5D0  A3VK1 
ITG02130  MDX  ABXHE.AAA06-1  5D0  DZBSO 
ITG02130  MDXABXHE.AAA06-15D0A3VK1 
ITG02130  MDXABXHE.AAA06-15D0DZB50 
ITG02130  MDX  ABXHE.AAA06-1  5D0  DZB50 
ITG02130  MDXABX.HEAAA06-15D0DZB50 
1TG02130  MDXABXHE.AAA06-15DODZB50 
1TG02130  MDX  ABXHE.AAA06-1  5D0  DZB50 
ITG02130  MDXABXHEAAA06-15D0A3VK1 
ITG02130  MDXABXHE.AAA06-15D0DZB50 
1TG02130  MDXABXHEAAA06-15D0DZB50 
1TG02130  MDXABXHE.AAA06-15D0DZB50 
1TG02130  MDXABXHE.AAA06-15DODZB50 
1TG02130  MDXABXHE.AAA06-15D0DZB50 
1TG02130  MDXABXHEAAA06-15D0DZB50 
ITG02130  MDX  ABXHE.AAA07-1  LPO  3BPR0 
ITG02130  MDX  ABX.HEAAA06-1  5DQ  DZB50 
ITG02130  MDX  ABXHEAAA.06-15D0  DZBSO 
ITG021 30  MDX  ABXHE.AAA06-2  A50  CN3N0 
ITG02130  MDXABX.HEAAA06-1  5D0A3VK1 
1TG02130  MDX  ABXHE.AAA07-1  LPO  3BPR0 
1TG021 30  MDX  ABXHE.AAA05-2  A50  KMURO 
ITG02130  MDXABXHEAAA.06-15D0DZB50 
1TG02130  MDXABXHE.AAA06-2A50CN3N0 
1TG02130  MDXABXHEAAA06-2A50CN3N0 
1TG02130  MDX  ABXHE.AAA07-2  SXO  6DCZ0 
(TG02130  MDX  ABXHEAAA07-2  SXO  6DCZ0 
1TG021 30  MDX  ABXHEAAA07-2  SXO  6DCZ0 
fTG02130  MDXABXHEAAAO7-2SX0  6DCZ0 
(TG02130  MDXABXHE.AAA07-2SX0  6DCZO 
(TG021 30  MDX  ABXHE.AAA07-2  SXO  6DCZ0 
(TG02 1 30  MDX  ABXHE AAA07-2  SXO  6DCZ0 
4TG02130  MDX  ABXHE.AAA07-2  SXO  6DCZ0 
/ITG02130  MDX  ABXHE.AAA07-2  SXO  6DCZ0 


"   External  Trade  ID    " 

!  SDB982123739       =" 
SDB982423746A 
SDB982423753A 
SDB982423761A 
SDB982423771A 
SDB982423772A 
SOB982423797 
S0B982424148A 
SDB982424236A 
SDB982418814.1A 
SDB982421393A 
SDB982421417A 
SDB981330261A 
SDB981330261A 
SDB982129551A 
SDB982129551A 
SDB982418231A 
SDB982418814A 
SDB982418841A 
SDB982418886A 
SDB982419444A 
SDB982151686A 
SDB982414338A 
SDB982414376A 
SDB982414612.1A 
SDB982414612.2A 
SDB982414612A 
SDB982414917.1A 
SDB982414917.2A 
SDB982414917A 
SOB982152284.3A 
SDB982152284A 
SDB982152284A 
SDB9821 52284.1  A 
SDB982152284.1A 
SDB982152284.2A 
SDB982152284.2A 
SDB982152284.4A 
SDB982152284.4A 
SDB9821 54232.1  A 
S0B982154232.1A 
SDB982154232A 
SDB982154232A 
SDB982403981A 
SDB982404054A 
SDB982404645A 
SOB982404650A 
SDB982152736A 
SDB982152736A 
SDB982400668A 
SDB982402100.1A 
SDB982402100.2A 
SOB982402100A 
SO8982402340 
SOB982402373A 
SDB982397281A 
SDB982397317A 
SOB982049765A 
SDB982118395A 
SDB982377305A 
SDB982377343A 
S0B982377353A 
SDB982071617.8A 
SDB982136112.3A 
SDB982375604.10A 
SDB982375604.11A 
SDB982375604.12A 
SDB982375604.13A 
SDB982375604.14A 
SDB982375604.15A 
SDB982375604.16A 
SDB982375604.17A 
SDB982375604.18A 


Notional 

"  25ibdo,ooF~ 

25,000,000 
50.000.000 
25.000.000 
25.000,000 
25.000.000 
10.000,000 
60.000.000 
(25.000.000) 
(8.000.000) 
5.000.000 
5,000.000 
(20.000,000) 
(100.000,000) 
500.000.000 
340.000,000 
(55.000,000) 
(7.000,000) 
(20.000,000) 
25.000.000 
160.000.000 
50.000.000 
25.000.000 
25.000.000 
18,000.000 
1.200,000 
800,000 
i.681.000 
4.250.600 
4.068,400 
2,000,000 
13,750,000 
7.015,000 
65,500.000 
33,418,000 
13,000.000 
6.633.000 
5.750.000 
2,934,000 
25.000.000 
5,000.000 
25,000,000 
5.000.000 
5.000.000 
5.000,000 
32,082.000 
6.367.000 
100,000.000 
95,000.000 
5,000.000 
22,500.000 
1.500.000 
1,000,000 
30,000,000 
1,000.000 
10.000.000 
10.000.000 
50.000.000 
25.000.000 
25,000.000 
10.000,000 
25.000.000 
6.700.000 
(6,700,000) 
(3,520.000) 
(1,452,000) 
(623,000) 
(534.000) 
(1.228,000) 
(430.000) 
(170.000) 
(72.000) 
(2,167,000) 


Net  effect      Trade  Date 


~"25jbb0i000  30-Nov-07  i 
25.000,000  30-NOV-071 
50,000,000   30-Nov-07 
25,000,000  30-Nov-07 
25,000,000  30-Nov-07 
25.000,000  30-NOV-07 
10,000.000   30-Nov-07 
60.000,000  30-Nov-07 
(25.000.000)  30-Nov-07 
(8,000,000)  29-Nov-07 
5.000.000  29-Nov-07 
5,000.000  29-Nov-07 
(20.000.000)  28-NOV-07 
100.000.000  28-Nov-07 
(500,000,000)  28-Nov-07 
340.000,000  28-Nov-07 
(55,000,000)  28-Nov-07 
(7.000.000)  28-Nov-07 
(20.000,000)  28-NOV-07 
25,000.000  2B-NOV-07 
160.000.000  28-Nov-07 
(50.000.000)  26-Nov-07 
25.000.000  26-Nov-07 
25.000,000  26-Nov-07 
18.000.000  26-Nov-07 
1.200.000  26-NOV-07 
800.000  26-NOV-07 
1.681.000  26-Nov-07 
4,250.600  26-Nov-07 
4.068.400  26-Nov-07 
(2,000.000)  23-NOV-07 
(13.750,000)  23-Nov-07 
7.015.000  23-Nov-07 
(65,500,000)  21-Nov-07 
33.418.000  21-Nov-07 
(13,000.000)  21-Nov-07 
6.633,000  21-NOV-07 
(5,750.000)  21-NOV-07 
2,934.000  21-NOV-07 
(25,000,000)  21-Nov-07 
5,000,000  21-Nov-07 
(25,000,000)  21-Nov-07 
5.000.000  21-Nov-07 
5.000,000  21-NOV-07 
5.000,000  21-Nov-07 
32,082.000  21-NOV-07 
6.367,000  21-NOV-07 
(100,000,000)  20-NOV-07 
95,000.000  20-NOV-07 
5.000.000  20-NOV-07 
22.500,000  20-NOV-07 
1,500,000  20-NOV-07 
1  .$00,000  20-NOV-07 
30,000.000  20-Nov-07 
1,000.000  20-NOV-07 
10.000,000   19-Nov-07 
10,000,000   19-Nov-07 
(50,000.000)  15-NOV-07 
(25.000,000)  15-NOV-07 
25,000.000   15-NOV-07 
10.000.000   15-NOV-07 
25.000.000   15-NOV-07 
(6.700,000)  14-Nov-07 
6.700.000   14-NOV-07 
(3,520.000)  14-NOV-07 
(1.452,000)  14-Nov-07 
(623,000)  14-NOV-07 
(534.000)  14-Nov-07 
(1.228,000)  14-Nov-07 
(430,000)  14-NOV-07 
(170.000)  14-NOV-07 
(72.000)  14-Nov-07 
(2.167,000)  14-N0V-07 


MM 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 
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WTG021 30  MDX  ABXHE.AAA.07-2  SXO  6DCZ0 
MTG02130   MDX  ABXHE.AAA.07-2  SXO  6DCZ0 
VITG02130  MDX  ABXHE.AAA.07-2  SXO  6DCZ0 
WTG021 30  MDX  ABXHE.AAA.07-2  SXO  6DCZ0 
VITG02130  MDX  ABXHE.AAA.07-2  SXO  6DCZ0 
WG02130  MDX  ABXHEAAA.07-2  SXO  6DCZ0 
VITG021 30  MDX  ABXHE.AAA.07-2  SXO  6DCZ0 
WTG02130  MDX  ABXHE.AAA.07-2  SXO  6DCZ0 
VITG02130  MDX  ABXHE.AAA07-2  SXO  6DCZ0 
VITG02130  MDXABXHE.AAA07-2SX0  6DCZ0 
VTTG02130  MDX  ABXHE.AAA.07-2  SXO  6DCZ0 
VTTG02130  MDX  ABX.HEAAA07-2  SXO  6DCZ0 
WTG02130  MDX  ABXHE.AAA.07-2  SXO  6DCZ0 
VTTG021 30  MDX  ABXHEAAA.07-2  SXO  6DCZ0 
MTG021 30  MDX  ABXHE.AAA.07-2  SXO  6DCZ0 
MTG021 30  MDX  ABXHEAAA07-2  SXO  6DCZ0 
MTG021 30  MDX  ABXHE.AAA.07-2  SXO  6DCZ0 
MTG02130  MDX  ABXHE.AAA.07-2  SXO  6DCZ0 
MTG021 30  MDX  ABXHEAAA07-2  SXO  6DCZ0 
MTG021 30  MDX  ABXHEAAA07-2  SXO  6DCZ0 
MTG021 30   MDX  ABXHE.AAA.07-2  SXO  6DCZ0 
MTG02130  MDX  ABXHE.AAA.07-2  SXO  6DCZ0 
MTG02130  MDX  ABXHE.AAA.07-2  SXO  6DCZ0 
MTG021 30  MDX  ABXHE.AAA.07-2  SXO  6DCZ0 
MTG021 30   MDX  ABX.HE.AAA07-2  SXO  6DCZ0 
MTG021 30  MDX  ABXHE.AAA.07-2  SXO  6DCZ0 
MTG02130  MDX  ABX.HE.AAA07-2  SXO  6DCZ0 
MTG02130  MDXABXHEAAA.07-1LP0  3BPR0 
MTG02130  MDXABXHEAAA.06-15D0A3VK1 
MTG02130  MDXABX.HE.AAA06-15D0DZB50 
MTG02130  MDXABXHE.AAA06-15D0DZB50 
MTG02130  MDXABXHEAAA06-15D0DZB50 
MTG02130  MDXABXHEAAA06-15D0DZB50 
MTG02130  MDX  ABXHE.AAA07-2  SXO  6DCZ0 
MTG02130  MDX  ABXHE.AAA.07-2  SXO  6DCZ0 
MTG021 30  MDX  ABXHE.AAA.06-2  A50  CN3N0 
MTG02130  MDXABXHE.AAA07-2SX0  6DCZ0 
MTG021 30  MDX  ABXHE.AAA.07-2  SXO  6DCZ0 
MTG021 30  MDX  ABXHE.AAA.07-2  SXO  6DCZ0 
MTG02130  MDX  ABXHE.AAA.07-2  SXO  6DCZ0 
MTG02130  MDX  ABXHE.AAA.06-2  A50KMUR0 
MTG02130  MDXABXHE.AAA07-1  LP0  3BPR0 
MTG02130   MDXABX.HEAAA.O7-1LP0  3BPR0 
MTG021 30   MDX  ABXHE.AAA.07-2  SXO  6DCZ0 
MTG02130   MDXABX.HE.AAA07-1LP0  3BPR0 
MTG02130  MDXABXHE!aAA07-1  LP0  3BPR0 
MTG021 30  MDX  ABXHE.AAA.06-2  A50  KMURO 
MTG02130  MDXABXHEAAA.06-15D0A3VK1 
MTG02130  MDXABXHE.AAA06-15D0A3VK1 
MTG021 30  MOX  ABX.HEAAA06-2  A50  KMURO 
MTG021 30  MDX  ABX.HE.AAA06-2  A50  KMURO 
MTG02130  MDX  ABXHE.AAA06-2  A50  KMURO 
MTG02130   MDXABX.HE.AAA07-1LP0  3BPR0 
MTG02130  MDXABXHE.AAA.07-1LP0  3BPR0 
MTG02130  MDXABXHE.AAA.06-15D0A3VK1 
MTG021 30  MDX  ABXHE.AAA.06-2  A50  KMURO 
MTG021 30  MDX  ABXHE.AAA06-2  A50  KMURO 
MTG021 30   MDX  ABXHE.AAA.06-2  A50  KMURO 
MTG021 30  MDX  ABX.HE.AAA.06-2  A50  KMURO 
MTG021 30  MDX  ABXHE.AAA06-2  A50  KMURO 
MTG021 30  MDX  ABXHE.AAA.06-2  A50  KMURO 
MTG021 30  MDX  ABXHE.AAA.06-2  A50  KMURO 
MTG021 30  MDX  ABXHE.AAA06-2  A50  KMURO 
MTG021 30  MDX  ABXHE.AAA06-2  ASO  KMURO 
MTG02130  MDXABXHE.AAA.06-15D0DZB50 
MTG021 30  MDX  ABXHE.AAA.06-2  A50  KMURO 
MTG02130  MDXABXHEAAA.06-15D0A3VK1 
MTG02130  MDXABXHE.AAA.06-15D0A3VK1 
MTG02130  MDX  ABXHE.AAA.66-1  5D0  A3VK1 
MTG021 30  MDX  ABXHEAAA07-2  SXO  6DCZ0 
MTG02130  MDXABXHE.AAA06-15DODZB50 
MTG02130  MDXABXHE.AAAO6-15D0DZB50 
MTG02130   MDXABXHE.AAA06-1  5D0DZB50 
MTG021 30  MDX  ABXHEAAA06-2  A50  KMURO 
MTG02130  MDXABXHE.AAA07-1LP0  3BPR0 


SDB98237S604.1A 

SDB982375604.20A 

SDB982375604.21A 

SDB982375604.22A 

SOB982375604.23A 

SDB982375604.24A 

SDB982375604.25A 

SDB982375604.26A 

SDB982375604.27A 

SDB982375604.28A 

SDB982375604.29A 

SDB982375604.2A 

SDB982375604.30A 

SOB982375604.31A 

SDB982375604.32A 

SDB982375604.33A 

SDB982375604.34A 

SDB982375604.35A 

SDB982375604.36A 

SDB982375604.3A 

SDB982375604.4A 

SOB982375604.5A 

SDB982375604.6A 

SDB982375604.7A 

SDB982375604.8A 

SDB982375604.9A 

SDB982375604A 

SDB982373754A 

SDB982152647A 

SDB982363118A 

SD8982363126A 

SDB982363608A 

SDB982363698A 

SDB982363768.1A 

SDB982363768A 

SDB982086848A 

SDB982361590.1A 

SDB982361590A 

SDB982361775.1A 

SDB982361775A 

SD8982360432A 

SDB982360810A 

SDB982360818A 

SDB982358934A 

SDB982359139.1A 

SDB982359139A 

SDB982359182A 

SDB982074489.0A  ■ 

SD8982074489.1A 

SDB982345508.1A 

SDB982345S08.2A 

SDB982345508A 

SDB982345628.1A 

SDB982345628A 

SDB981933829A 

SDB982325793A 

SDB982326288.1A 

SDB982326288.2A 

SDB982326288.3A 

SDB982326288.4A 

SDB982326288.5A 

SD8982326288.6A 

SD8982326288.7A 

SDB982326288A 

SDB982326532A 

SDB982326537A 

SDB982055840.0A 

SDB982055840.1A 

SDB982055840.2A 

SDB982324825A 

SDB982324966A 

SDB98232497SA 

SDB982324991A 

SDB982325164A 

SDB982311050.1A 


(2,934.000) 
(628,000) 
(644,000) 
(541.000) 
(202,000) 
(110.000) 
(98.000) 
(105.000) 
(14.000) 
(92.000) 
(141.000) 
(1.194.000) 
(67,000) 
(22,000) 
(1.367,000) 
(23.000) 
(38.000) 
(482.000) 
(24,000) 
(668.000) 
(94.000) 
(46.000) 
(39,000) 
(1.015,000) 
(1.163,000) 
(748.000) 
(741,000) 
(25,000,000) 
10.000.000 
5,000,000 
5,000,000 
10,000,000 
10.000.000 
(18,000.000) 
(12.000,000) 
50.000.000 
(3.000.000) 
(2.000.000) 
(18.000.000) 
(12.000.000) 
(10,000.000) 
(6,500.000) 
(18,500,000) 
10,000.000 
(2.500.000) 
(2.500.000) 
25.000,000 
110.000,000 
90.000,000 
(11.000,000) 
(9,000.000) 
(5.000.000) 
(7.193,000) 
(2,807,000) 
(100,000) 
(100,000.000) 
(110.000) 
(90.000) 
(9,030.000) 
(20,000) 
(1,650.000) 
(1,000.000) 
(1.700.000) 
(1.400.000) 
(10,000.000) 
(20.000.000) 
774,000 
9.356.000 
9.870,000 
10,000,000 
774,000 
9,356,000 
9,870.000 
(25.000.000) 
(375.000,000) 


(2,934,000) 
(628,000) 
(644,000) 
(541,000) 
(202,000) 
(110,000) 
(98.000) 
(105,000) 
(14.000) 
(92.000) 
(141.000) 
(1,194,000) 
(67,000) 
(22.000) 
(1,367,000) 
(23,000) 
(38.000) 
(482.000) 
(24,000) 
(668,000) 
(94,000) 
(46.000) 
(39.000) 
(1.015.000) 
(1.163,000) 
(748,000) 
(741.000) 
(25,000,000) 
(10.000,000) 
5,000,000 
5.000,000 
10.000.000 
10.000.000 
(18.000.000) 
(12.000.000) 
(50,000,000) 
(3.000.000) 
(2,000.000) 
(18.000.000) 
(12.000.000) 
(10.000.000) 
(6,500,000) 
(18,500,000) 
10,000,000 
(2.500,000) 
(2,500,000) 
25.000,000 
(110,000,000) 
(90,000,000) 
(11,000,000) 
(9.000,000) 
(5,000,000) 
(7,193,000) 
(2,807.000) 
100.000 
(100.000.000) 
(110.000) 
(90.000) 
(9,030.000) 
(20.000) 
(1,650,000) 
(1,000,000) 
(1.700,000) 
(1,400,000) 
(10,000,000) 
(20,000.000) 
(774,000) 
(9.356.000) 
(9.870.000) 
10.000.000 
774,000 
9,356.000 
9,870,000 
(25,000,000) 
(375,000.000) 


14-Nov-07 

14-Nov-07 

14-Nov-WL 

14-Nov-07° 

14-Nov-07 

14-Nov-07 

14-NOV-07 

14-NOV-07 

14-NOV-07 

14-NOV-07 

14-NOV-07 

14-Nov-07 

14-NOV-07 

14-NOV-07 

14-NOV-07 

14-NOV-07 

14-NOV-07 

14-Nov-07 

14-NOV-07 

14-NOV-07 

14-NOV-07 

14-NOV-07 

14-Nov-07 

14-Nov-07 

14-NOV-07 

14-Nov-07 

14-NOV-07 

13-Nov-07 

9-NOV-07 

9-NOV-07 

9-NOV-07 

9-NOV-07 

9-Nov-07 

9-NOV-07 

9-N0V-07 

8-NOV-07 

S-Nov-07 

8-Nov-07 

8-NOV-07 

8-Nov-07 

7-Nov-07 

7-Nov-07 

7-NOV-07 

6-Nov-07 

6-Nov-07 

6-Nov-07 

6-Nov-07 

5-NOV-07 

5-Nov-07 

2-Nov-07 

2-NOV-07 

l-Nov-07 

1-Nov-07 

1-Nov-07 

31-Oct-07 

31-Oct-07 

31-Oct-07 

31-OCI-07 

31-Oct-07 

31-Oct-07 

31-Oct-07 

31-Oct-07 

31-Oct-07 

31-Oct-07 

31-Oct-07 

31-Oct-07 

30-OCI-07 

30-OCI-07 

30-Oct-07 

30-Oct-O7 

30-Oct-07 

30-Oct-07 

30-oa-or 

30-Oct-07 
29-Oct-07 
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</ITG02130   MDX  ABXHE.AAA06-2A50  KMURO 
VITG02130  MDXABXHEAAA07-1LP0  3BPR0 
tfTG02130  MDXABXHE.AAA07-1LP0  3BPR0 
VITG02130   MDXABXHE.AAA07-1LP0  3BPR0 
VITG02130  MDXABXHE.AAA07-1  LP0  3BPR0 
V1TG02130  MDX  ABXHE.AAA07-1  LPO  3BPR0 
VITG02130  MDX  ABX.HE.AAA.07-1  LPO  3BPR0 
YITG02130   MDXABXHE.AAA.07-1LP0  3BPRO 
\ATG02130  MDXABXHEJVAA06-15D0A3VK1 
vfTG02130  MDXABXHEJWA06-15D0A3VK1 
VITG02130  MDX  ABXHE-AAA06-2A50  KMURO 
VITG02130  MDXABXHE.AAA06-15DODZB50 
V1TG02130   MDX  ABXHEJ\AA06-1  5D0  DZB50 
VITG02130  MDXABXHE.AAA.06-15D0DZB5b 
VITG02130   MDX  ABXHE.AAA.06-2  ASO  KMURO 
VITG02130   MDXABXHE.AAA06-15D0A3VK1 
OTG02130   MDX  ABXHEJVAA07-1  LPO  3BPR0 
VITG02130   MDXABXHE.AAA06-1  5D0DZB50 
HTG02130   MDX  ABXHE.AAA.06-2  A50  KMURO 
WG02130   MDXABXHE.AAA.06-15D0DZB50 
(4TG02130  MDX  ABXHE.AAA.06-2  A50  KMURO 
VITG02130  MDX  ABXHE.AAA.06-2  ASO  KMURO 
VITG02130  MDXABXHE.AAA07-2SX0  6DCZO 
WTG02130   MDX  ABXHE.AAA.07-2  SXO  G32N0 
VITG02130   MDXABXHE.AAA07-1LP0  38PR0 
VITG02130   MDXABXHEAAA07-1  LP0  3BPR0 
VITG02130   MDXABXHE.AAA07-1  LP0  3BPRO 
YITG02130  MDX  ABXHE.AAA07-2  SXO  6DCZ0 
VITG02130  MDX  ABXHE.AAA06-2  A50  KMURO 
WTG02130  MDXABXHE.AAA.07-1LP0  3BPRO 
VITG02130  MDXABXHE.AAA08-1  5D0A3VK1 
WITG02130  MDXABXHE.AAA.06-1  5D0DZB50 
WTG02130  MDX  ABXHE.AAA06-2  A50  KMURO 
MTG02130  MDXABXHE.AAA07-1LP0  3BPR0 
VITG02130  MDXABXHE.AAA.06-1  5D0DZB50 
VITG02130  MDXABXHE.AAA07-1  LP0  3BPR0 
VITG02130   MDXABXHE.AAAO7-1LP0EY820 
VITG021 30   MDX  ABX.HE.AAAOS-1  5D0  A3VK1 
UTG02130  MDXABXHE.AAA06-15D0DZB50 
VITG02130   MDX  ABX.HE.AAA.07-1  LPO  3BPR0 
VITG02130   MDXABX.HE.AAA06-1  5O0DZB50 
I/ITG02130  MDXABXHE.AAA07-1LP0EY820 
\<TG02130  MDX  ABX.HE.AAA.07-1  LPO  EY820 
VITG02130  MDX  ABX.HE.AAA.07-1  LPO  3BPR0 
UTG02130  MDXABXHE.AAA07-1LP0  3BPR0 
UITG021 30   MDX  ABX.HE.AAA07-1  LPO  EY820 
WTG021 30   MDX  ABX.HE.AAA06-2  A50  KMURO 
YITG02130   MDX  ABXHE.AAA06-2  A50  KMURO 
(ATG021 30  MDX  ABX.HE.AAA.O&-2  A50  KMURO 
VITG02130  MDX  ABXHEAAA06-2  A50  KMURO 
VITG02130  MDX  ABX.HE.AAA06-2  ASO  KMURO 
VITG02130  MDX  ABX.HE.AAA0&-2  A50  KMURO 
VITG021 30  MDX  ABXHE.AAA06-2  ASO  KMURO 
VITG02130  MDX  ABXHE.AAA06-2  A50  KMURO 
tf  TG021 30  MDX  ABXHE.AAA06-2  A50  KMURO 
UTG02130  MDX  ABXHE.AAA06-2  A50  KMURO 
UITG021 30  MDX  ABXHE.AAA.06-2  ASO  KMURO 
UITG021 30   MDX  ABXHE.AAA06-2  A50  KMURO 
VITG02130  MDX  ABXHE.AAA06-2  A50  KMURO 
VITG021 30  MDX  ABXHE.AAA.06-2  A50  KMURO 
VITG02130  MDX  ABXHE.AAA06-2  ASO  KMURO 
tfTG02130  MDX  ABXHE.AAA06-2  A50  KMURO 
YITG02130  MDX  ABXHE.AAA.06-2  A50  KMURO 
VTTG021 30  MDX  ABXHE.AAA06-2  ASO  KMURO 
VITG021 30  MDX  ABXHE.AAA06-2  ASO  KMURO 
VITG02130  MDX  ABXHE.AAA06-2  A50  KMURO! 
VTTG02130  MDX  ABXHE.AAA06-2  A50  KMURO 
I/TTG02130  MDX  ABXHE.AAA06-2  A50  KMURO 
I/ITG021 30  MDX  ABXHE.AAA06-2  A50  KMURO 
tATG021 30  MDX  ABXHE.AAA06-2  ASO  KMURO 
tfTG021 30  MDX  ABX  HE.AAA06-2  A50  KMURO 
iflTG021 30  MDX  ABXHE.AAA.06-2  A50  KMURO 
I/ITG021 30  MDX  ABXHE.AAA06-2  A50  KMURO 
riTG021 30  MDX  ABX.  HE.AAA06-2  A50  KMURO 
v1TG021 30  MDX  ABXHE.AAA06-2  A50  KMURO 


SDB982311112A 

SDB982312389A 

SDB982312397A 

SDB982312432A 

SDB982312471A 

SDB982312496A 

SDB982312529A 

SDB982312560A 

SDB982122528A 

SDB982125443A 

SDB982306991.1A 

SDB982308745A 

SDB982308757A 

SDB982305954A 

SDB982306991A 

SDB982152477A 

SDB98229S257A 

SDB982295375A 

SDB982292604A 

SDB982293113A 

SDB9822937S8A 

SD8982288852A 

SDB982289464A 

SDB982123431A 

SDB9822B6570A 

SDB982286621A 

SDB982287158A 

SDB982287215A 

SDB982287291A 

SDB982281223A 

SDB982117406A 

SDB982117406A 

SDB982279633A 

SDB98227963SA 

SDB982279821A 

SOB982278379A 

SDB982038368A 

SDB982119249A 

SDB982277371A 

SDB982277660A 

SDB982275253A 

SDB982119037.1A 

SDB982119037A 

SDB982243442A 

S08982243451A 

SDB982128693A 

SDB982238413.10B 

SDB982238413.11A 

SDB982238413.12B 

SDB982238413.13B 

SDB982238413.14A 

SDB982238413.15A 

SDB982238413.16B 

SDB982238413.17A 

SDB982238413.18A 

SDB982238413.19A 

SDB982238413.1A 

SDB982238413.20A 

SDB982238413.21A 

SDB982238413.22A 

SDB982238413.23A 

SOB982238413.24A 

SDB982238413.25A 

SDB982238413.26B 

SDB982238413.27B 

SDB982238413.28B 

SDB982238413.29A 

SDB982238413.2A 

SDB982238413.30A 

SDB982238413.31A 

SDB982238413.32B 

SDB982238413.33A 

SDB982238413.34A 

SDB982238413.35A 

SDB982238413.36A 


(10.000,000) 
4,600,000 
850.000 
3,000.000 
1.250,000 
1,750,000 
7,250,000 
6,300.000 
25,000,000 
25.000.000 
(4.450.000) 
25.000,000 
25,000,000 
(25.000.000) 
(550.000) 
20,000,000 
5.000.000 
35.000.000 
(10.000,000) 
(50,000,000) 
5,000.000 
25,000,000 
25.000.000 
(25.000,000) 
(5,000,000) 
^25.000,000 
25,000.000 
(25.000.000) 
(25,000,000) 
25.000.000 
200.000,000 
25,000,000 
(50,000,000) 
(50.000.000) 
50,000.000 
10.000.000 
15,000,000 
50,000,000 
15,000,000 
15.000,000 
(50.000.000) 
10,000,000 
5,000.000 
10,000.000 
5,000.000 
25,000.000 
300.000 
600,000 
200,000 
200,000 
2,800,000 
800.000 
200.000 
400.000 
700,000 
1,500,000 
100.000 
1.200,000 
500,000 
100,000 
1.200.000 
400,000 
5,500,000 
200,000 
300.000 
300.000 
2.200.000 
1,100.000 
100.000 
400.000 
300.000 
1.300.000 
900.000 
1.300.000 
400.000 


(10.000.000)  29-OCJ-07 
4,600.000  29-Oct-07 

850.000  29-Oct-O?, 
3.000,000  29-Oct-07 
1,250,000  29-Oct-07 
1,750,000  29-Oct-07 
7,250.000  29-Oet-07 
6.300.000  29-Octr07 
(25.000,000)  26-Oct-07 
(25.000,000)  26-Oct-07 
(4,450.000)  26-Oct-07 
25.000.000   26-Oct-07 
25.000.000  26-Oct-07 
(25,000.000)  25-Oct-07 
(550.000)  25-Oet-07 
(20.000,000)  24-OcM>7 
5.000,000  23-Oct-07 
35.000,000   23-Oet-07 
(10.000,000)  22-Oct-07 
(50.000,000)  22-Oct-07 
5,000,000  22-Oct-07 
25,000.000   19-Oct-07 
25.000.000   19-Oct-07 
25,000.000   18-Oct-07 
(5.000,000)  18-Oct-07 
25.000,000   18-Oct-07 
25.000,000   18-Oct-07 
(25,000.000)  18-0x1-07 
(25.000,000)  18-Oct-07 
25.000.000   16-Oct-07 
(200.000,000)  15-Oct-07 
25.000.000   15-Oct-07 
(50.000.000)  15-Oct-07 
(50,000,000)  15-Oct-07 
50,000,000    15-OcM)7 
10,000.000   12-Oct-07 
(15,000,000)  11-Oct-07 
(50.000,000)  11-Oct-07 
15.000.000   11-Oct-07 
15,000.000    11-Oct-07 
(50.000.000)  9-Oct-07 
(10.000,000)  28-Sep-07 
(5.000,000)  28-Sep-07 
10,000,000  28-Sep-07 
5,000,000  28-Sep-07 
(25,000,000)  27-Sep-07 
300,000  27-Sep-07 
600,000  27-Sep-07 
200,000  27-Sep-07 
200,000  27-Sep-07 
2,800,000  27-Sep-07 
800.000  27-Sep-07 
200.000  27-Sep-07 
400,000  27-Sep-07 
700,000  27-Sep-07 
1.500,000  27-Sep-07 
100.000  27-Sej>07 
1.200.000  27-Sep-07 
500.000  27-Sep-07 
100.000  27-Seo07 
1.200,000  27-Sep-07 
400,000  27-Sep-07 
5.500,000  27-Sep-07 
200,000  27-Sep-07 
300.000  27-Sep^)7 
300.000  27-Sep-07 
2.200,000  27-Sep-07 
1,100,000  27-Sep-07 
100.000  27-Sep-07 
400,000  27-Sep-07 
300,000  27-Sep-07 
1,300,000  27-Sep-07 
900,000   27-Sep^)7 
1.300,000  27-Sep-07 
400,000  27-Sep-07 
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MTG02130   MDX  ABXHE.AAAOS-2  A50  KMURO 
MTG02130  MDX  ABXHEAAAOS-2  A50  KMURO 
MTG021 30   MDX  ABXHEAAAOS-2  A50  KMURO 
MTG02130  MDX  ABX.HEAAA.06-2  A50  KMURO 
MTG02130   MDX  ABXHEAAAOS-2  A50  KMURO 
MTG021 30  MDX  ABXHEAAAOS-2  A50  KMURO 
MTG02130  MDX  ABXHE  AAA06-2  A50  KMURO 
MTG02130  MDX  ABXHEAAAOS-2  A50  KMURO 
MTG02130  MDX  ABXHEAAA06-2  A50  KMURO 
MTG021 30  MDX  ABXHEAAA06-2  A50  KMURO 
MTG02130  MDX  ABXHEAAA06-2  A50  KMURO 
MTG02130  MDX  ABX.HEAAA06-2  A50  KMURO 
MTG02130  MDX  ABXHEAAA05-2  ASO  KMURO 
MTG02 1 30  MDX  ABXHE.AAA06-2  A50  KMURO 
MTG021 30  MDX  ABXHEAAA06-2  A50  KMURO 
MTG02130  MDX  ABXHEAAA06-2  A50  KMURO 
MTG021 30  MDX  ABXHEAAAOS-2  A50  KMURO 
MTG02130  MDX  ABXHE.AAA06-2  A50  KMURO 
MTG02130   MDX  ABXHE.AAAOS-2  ASO  KMURO 
MTG02130  MDX  ABXHE.AAA05-2  A50  KMURO 
MTG021 30  MDX  ABXHE.AAAOS-2  ASO  KMURO 
MTG02130  MDX  ABXHEAAA0&-2  A50  KMURO 
MTG021 30   MDX  ABXHEAAAOS-2  ASO  KMURO 
MTG021 30   MDX  ABXHE.AAA06-2  A50  KMURO 
MTG021 30   MDX  ABXHE AAAOS-2  A50  KMURO 
MTG021 30  MDX  ABXHE.AAAOS-2  A50  KMURO 
MTG021 30   MDX  ABXHE.AAA06-2  A50  KMURO 
MTG02130  MDX  ABXHEAAA06-2  A50  KMURO 
MTG021 30  MDX  ABX.HEAAA06-2  A50  KMURO 
MTG021 30  MDX  ABXHE.AAAOS-2  A50  KMURO 
MTG02130  MDX  ABXHEAAAOS-2  A50  KMURO 
MTG02130  MDX  ABXHE.AAAOS-2  A50  KMURO 
MTG021 30  MDX  ABXHE.AAAOS-2  ASO  KMURO 
MTG021 30  MDX  ABX.HEAAA.06-2  A50  KMURO 
MTG02130   MDX  ABXHE.AAAOS-2  A50  KMURO 
MTG021 30   MDX  ABX.HEAAA06-2  A50  KMURO 
MTG021 30   MDX  ABXHE.AAA06-2  A50  KMURO 
MTG02130  MDX  ABXHE.AAA06-2  A50  KMURO 
MTG02130   MDX  ABX.HE.AAA06-2  A50  KMURO 
MTG02130   MDX  ABXHE.AAAOS-2  A50  KMURO 
MTG02130   MDX  ABX.HEAAA0&-2  ASO  KMURO 
MTG021 30  MDX  ABXHE.AAAOS-2  A50  KMURO 
MTG02130  MDX  ABXHE.AAAOS-2  A50  KMURO 
MTG02130  MDX  ABXHE.AAA06-2  A50  KMURO 
MTG02130  MDX  ABXHE.AAAOS-2  A50  KMURO 
MTG02130  MDX  ABXHE.AAAOS-2  A50  KMURO 
MTG02130  MDX  ABXHE.AAA06-2  A50  KMURO 
MTG02130  MDX  ABXHEAAA06-2  A50  KMURO 
MTG02130  MDX  ABXHE.AAAOS-2  A50  KMURO 
MTG02130  MDX  ABXHE.AAA06-2  ASO  KMURO 
MTG02130  MDX  ABXHE.AAAOS-2  A50  KMURO 
MTG02130  MDX  ABXHE.AAAOS-2  A50  KMURO 
MTG021 30  MDX  ABXHE.AAAOS-2  A50  KMURO 
MTG02130  MDX  ABXHE.AAAOS-2  A50  KMURO 
MTG02130  MDX  ABXHE.AAAOS-2  A50  KMURO 
MTG02130  MDX  ABXHEAAA06-2  ASO  KMURO 
MTG02130   MDX  ABXHE.AAAOS-2  A50  KMURO 
MTG02130  MDX  ABXHEAAAOS-2  ASO  KMURO 
MTG02130   MDX  ABXHE.AAA06-2  A50  KMURO 
MTG021 30  MDX  ABXHE.AAAOS-2  ASO  KMURO 
MTG02130  MDX  ABXHE.AAAOS-2  A50  KMURO 
MTG021 30  MDX  ABXHEAAAOS-2  A50  KMURO 
MTG021 30   MDX  ABXHE.AAAOS-2  A50  KMURO 
MTG02130   MDX  ABXHEAAAOS-2  ASO  KMURO 
MTG021 30  MDX  ABXHE.AAA06-2  A50  KMURO 
MTG02130  MDX  ABXHE.AAAOS-2  ASO  KMURO 
MTG02130  MDX  ABXHEAAAOS-2  A50  KMURO 
MTG02130  MDX  ABXHEAAAOS-2  A50  KMURO 
"MTG02130  MDX  ABXHEAAAOS-2  A50  CN3N0 


SDB982238413.38A 

SDB98223B413.39A 

SDB982238413.3B 

SDB982238413.40A 

SDB982238413.41A 

SDB982238413.42A 

SDB982238413.43A 

SDB982238413.44A 

SDB982238413.45A 

SDB982238413.46B 

SDB982238413.47A 

SDB982238413.48A 

SDB982238413.49A 

SDB982238413.4A 

SDB982238413.50A 

SDB982236413.51B 

SDB982238413.S2A 

SDB982238413.53A 

SDB982238413.54A 

SD8982238413.55A 

SDB982238413.56A 

SDB982238413.57A 

SDB982238413.58A 

SDB982238413.59A 

SDB98223&413.5B 

SDB982238413.60A 

SDB982238413.61A 

SDB982238413.62A 

SDB982238413.63A 

SDB982238413.&4A 

SDB982238413.65A 

SD8982238413.66A 

SDB982238413.67A 

SDB982238413.68A 

SDB982238413.69A 

SDB982238413.6A 

SDB982238413.70A 

SDB982238413.71A 

SDB982238413.72B 

SDB982238413.73A 

SDB982238413.74A 

SDB982238413.75B 

SDB982238413.76A 

SDB982238413.77A 

SDB982238413.78A 

SDB982238413.79A 

SDB982238413.7A 

SDB982238413.80A 

SDB982238413.81A 

SD8982238413.82A 

SDB982238413.83A 

SDB982238413.84A 

SDB982238413.85B 

SDB982238413.86B 
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RESPONSES  TO  QUESTIONS  FOR  THE  RECORD 

FROM 

SENATOR  CARL  LEVIN 

Permanent  Subcommittee  on  Investigations 

to 

JOSHUA  S.  BIRNBAUM 

Former  Managing  Director 

Structured  Products  Group  Trading 

The  Goldman  Sachs  Group,  Inc. 


PERMANENT  SUBCOMMITTEE  ON  INVESTIGATIONS 

HEARING  ON 

WALL  STREET  AND  THE  FINANCIAL  CRISIS: 

THE  ROLE  OF  INVESTMENT  BANKS 

April  27, 2010 


PSI  QFR  GS0498 


Footnote  Exhibits  -  Page  2742 


SUPPLEMENTAL  QUESTIONS  FOR  THE  RECORD 

FROM 

SENATOR  CARL  LEVIN 
Permanent  Subcommittee  on  Investigations 

to 

JOSHUA  S.  BIRNBAUM 

Former  Managing  Director 

Structured  Products  Group  Trading 

The  Goldman  Sachs  Group,  Inc. 

PERMANENT  SUBCOMMITTEE  ON  INVESTIGATIONS 

HEARING  ON 

WALL  STREET  AND  THE  FINANCIAL  CRISIS: 

THE  ROLE  OF  INVESTMENT  BANKS 

April  27,  2010 


Please  provide  answers  to  the  following  questions  bv  June  15.  2010: 

1 .  Is  it,  or  was  it,  your  understanding  or  belief  that  one  or  more  individuals  within  Goldman 
Sachs  ("Goldman")  believed  that  the  ABS  desk  made  money  in  2007  primarily  from  a 
single  short  trade  (the  "Trade")?  If  so,  provide  the  following  information. 

(a)  Identify  by  name  and  job  title  any  individuals  that  you  understood  held  that  belief. 

(b)  Describe  in  detail  the  Trade  to  which  you  understood  any  such  individuals  to  be 
referring. 

(c)  State  the  notional  value  of  the  Trade. 

(d)  Describe  in  detail  the  assets  or  positions  that  were  included  or  referenced  in  the  Trade. 

(e)  Describe  in  detail  how  Goldman  unwound  or  covered  the  positions  acquired  in  the 
Trade. 

(f)  State  when  Goldman  unwound  or  covered  the  positions  acquired  in  the  Trade. 

(g)  State  the  amount  of  profit  made,  or  loss  avoided,  by  Goldman  from  the  Trade. 

If  you  are  unable  to  provide  complete  answers  to  any  of  the  foregoing  questions,  identify 
the  persons  within  Goldman  who  would  be  able.tp  provide  the  answers  or  information 
requested. 

2.  Is  it  or  was  it  your  understanding  or  belief  that  by  June  2007,  all  CDO  and  RMBS  positions 
retained  by  SPG  Trading  were  identified  and  already  hedged? 
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3 .  Is  it  or  was  it  your  understanding  or  belief  that  after  the  Bear  Stearns  Asset  Management 
(BSAM)  unwind  in  2007,  SPG  Trading  initiated  shorts  on  an  outright  basis,  with  no 
accompanying  CDO  or  RMBS  retained  position  longs?  If  so,  what  was  the  dollar  value  of 
the  short  position  acquired  as  a  result  off  that  activity? 

4.  Is  it  or  was  it  your  understanding  or  belief  that  the  shorts  referenced  in  Question  3,  above, 
were  not  a  hedge? 

5.  Exhibit  86  from  the  Subcommittee's  hearing  on  April  27,  2010,  is  an  email  dated 
September  19, 2006,  from  Peter  Ostrem  to  the  FICC-SPCDOGROUP.  The  email  states: 

"We  have  been  asked  to  do  a  CDO  of  $2bln  for  the  ABS  desk.  Approx. 
$1.2bln  will  be  CDS  off  single-names  referenced  from  the  ABS  index  06-1 
and  06-2.  This  is  a  trade  we  need  to  execute  for  the  desk  over  the  next  4-6 
weeks  and  involves  selling  half  the  equity  (at  least  30mm  to  sell)  and  the 
seniors  and  the  mezz  (at  least  half  the  BBBs  to  get  true  sale).  I  would  like 
everyone  to  work  together  on  this  one.  We  expect  to  charge  ongoing  lObp 
liquidation  agent  fees  and  l-1.5pts  upfront.  Equity  will  be  offered  around 
22%  no-loss  yield.  Obviously  important  to  overall  SP  floor  and  Sobel  and 
Sparks  are  focused  on  this  happening  . . ." 

(a)  Was  the  transaction  described  in  this  email  carried  out?  Was  the  transaction  Hudson 
Mezzanine  Funding  2006-1  ("Hudson  Mezzanine")?  If  not,  what  was  the  name  of  the 
transaction? 

(b)  Identify  by  name  and  job  title  the  individuals  in  the  Mortgages  Department  who  were 
involved  in  the  origination,  formulation,  design,  approval,  or  implementation  of  the 
Hudson  Mezzanine  transaction,  or  in  the  sale  of  securities  issued  by  Hudson 
Mezzanine,  and  the  activities  related  to  the  transaction  that  each  of  them  engaged  in. 

(c)  Describe  in  detail  any  role  you  had  in  the  origination,  formulation,  design,  approval,  or 
implementation  of  the  Hudson  Mezzanine  transaction,  or  in  the  sale  of  securities 
issued  by  Hudson  Mezzanine. 

(d)  Describe  in  detail  any  role  the  ABS  desk  had  in  the  origination,  formulation,  design, 
approval,  or  implementation  of  Hudson  Mezzanine  transaction,  or  in  the  sale  of 
securities  issued  by  Hudson  Mezzanine. 

(e)  Was  the  Hudson  Mezzanine  transaction  a  proprietary  transaction? 

(f)  What  did  you  understand  the  phrase  "for  the  desk"  to  mean? 
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(g)  Was  the  purpose  of  the  transaction  described  in  Mr.  Ostrem's  email  to  enable  the  ABS 
desk  to  reduce  cash  or  swap  positions  (and  the  risk  associated  with  those  positions) 
that  the  ABS  desk  held?  If  not,  what  was  the  purpose  of  the  transaction? 

(h)  Identify  any  committee  or  individual  at  Goldman  that  approved  this  transaction. 

(i)  Identify  any  employee  of  Goldman  or  its  affiliates  and  any  third  parties  who  were 
involved  in  the  identification  and  selection  of  the  assets  referenced  in  the  Hudson 
Mezzanine  transaction  and  describe  in  detail  the  nature  of  their  involvement. 

(j)    List  the  criteria  used  to  identify  and  select  the  assets  that  were  referenced  in  the 
Hudson  Mezzanine  transaction. 

(k)  Based  on  your  knowledge  or  belief,  identify  the  reasons  why  Hudson  Mezzanine  was 
"a  trade  [Goldman]  need[ed]  to  execute  for  the  desk  over  the  next  4-6  weeks." 

(1)  Based  on  your  knowledge  or  belief,  identify  the  reasons  why  the  Hudson  Mezzanine 
transaction  "involve[d]  selling  half  the  equity  (at  least  30mm  to  sell)  and  the  seniors 
and  the  mezz  (at  least  half  the  BBBs  to  get  true  sale)." 

(m)  Was  the  Camber  7  transaction  delayed  to  develop  the  Hudson  Mezzanine  transaction? 
If  so,  explain  why. 

6.  During  your  tenure  in  the  Mortgages  Department  at  Goldman,  did  you  ever  intentionally 
fail  to  respond  to  a  request  for  a  bid  or  an  offer  to  purchase  from  a  customer  or  another 
broker-dealer?    If  so,  explain  the  circumstances. 

7.  During  your  tenure  in  the  Mortgages  Department  at  Goldman,  did  you  ever  knowingly 
make  a  non-competitive  response  to  a  request  for  a  bid  or  an  offer  to  purchase? 

8.  During  your  tenure  in  the  Mortgages  Department  at  Goldman,  did  you  ever  inform  a 
customer  or  a  broker-dealer  that  Goldman  did  not  make  a  market  in  any  ABX  product  in 
order  to  avoid  selling  or  purchasing  that  product? 

9.  Exhibit  34  from  the  Subcommittee's  hearing  on  April  27,  20 1 0,  is  a  series  of  emails  dated 
August  21,  2007,  and  entitled  "RE:  Potential  large  subprime  trade  and  impact  on  Firmwide 
VAR."  The  first  email  in  the  chain,  at  the  bottom  of  the  page,  was  written  by  you.  It  reads: 

"-  The  mortgage  department  thinks  there  is  currently  an  extraordinary 
opportunity  for  those  with  dry  powder  to  add  AAA  subprime  risk  in  either 
cash  or  synthetic  form. 
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-  We  would  like  to  be  opportunistic  buyers  of  up  to  SlOBln  subprime  AAAs 
in  either  cash  or  synthetic  (ABX)  form  and  run  that  long  against  our  $3.5Bln 
in  mezzanine  subprime  shorts. 

-  Mortgage  dept  VAR  would  be  reduced  by  $75mm  and  Firmwide  VAR 
would  be  reduced  by  $25mm. 

-  At  current  dollar  prices,  the  implied  losses  at  the  AAA  level  are  2.5x 
higher  than  the  implied  losses  at  the  BBB  level  where  we  have  our  shorts 
(the  ratio  is  even  cheaper  for  cash  due  to  technicals).  If  AAAs  were  priced 
consistent  with  BBB  implied  loss  levels,  they  would  be  trading  5-1  Opts 
higher  in  synthetics  and  10-15pts  higher  in  cash. 

-  On  the  supply  side,  we  think  we  can  source  these  assets  from  SIVs,  SIV- 
lites,  ABCP  Conduits,  Sec  Lenders,  total  return  accounts. 

-  On  the  demand  side,  we  plan  to  share  this  trade  quietly  with  selected  risk 
partners.  We  began  doing  so  yesterday  when  we  sold  1/3  of  the  AAAs 
purchased  off  the  [redacted]  list  to  [redacted]  and  100%  of  the  AAAs  from 
[redacted]  to  [redacted]  and  [redacted]." 

(a)  Was  the  transaction  or  series  of  transactions  (hereinafter  "transaction")  you  proposed 
in  your  email  ("We  would  like  to  be  opportunistic  buyers  of  up  to  SlOBln  subprime 
AAAs  in  either  cash  or  synthetic  (ABX)  form  and  run  that  long  against  our  $3.5Bln  in 
mezzanine  subprime  shorts"),  or  a  transaction  similar  to  the  one  you  identified  in  your 
email,  implemented?  If  so,  provide  the  following  information. 

(b)  Describe  the  purpose  of  the  transaction. 

(c)  Describe  in  detail  your  role  in  this  transaction. 

(d)  Identify  the  assets  involved. 

(e)  Identify  any  entity  involved  in  the  transaction  and  its  role. 

(f)  Describe  and  state  the  notional  value  of  each  the  assets  involved  or  referenced  in  the 
transaction. 

(g)  Identify  when  the  transaction  took  place. 

(h)   Identify  the  Goldman  personnel  who  participated  in  this  transaction  and  the  roles  they 
performed. 

(i)    Identify  the  Goldman  personnel  who  reviewed  or  approved  this  transaction. 

(j)    State  the  value  when  sold  or,  if  retained,  the  current  value  of  the  assets  involved  in  this 
transaction. 
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10.  Exhibit  30  from  the  Subcommittee's  hearing  on  April  27, 2010,  contains  an  email  from  Mr. 
Sparks,  dated  August  14,  2007.  It  is  entitled  "Post."  Included  in  the  email  is  the  following 
paragraph  written  by  Mr.  Sparks: 

"(2)  AAA  ABX  and  RMBS  may  be  the  best  opportunity  to  make  a  bunch  of 
money.  The  losses  implied  from  the  ABX  trading  levels  seem  way  too  high 
(over  30%  cum  losses).  We've  been  covering,  but  we  will  likely  come  to 
you  soon  and  say  we'd  like  to  get  long  billions  -  and  we'd  stay  short  BBBish 
part.  The  potential  for  large  liquidations  may  continue  to  put  technical 
pressure  on,  but  once  it  stops  AAA  should  perform  strongly." 

(a)  Is  the  transaction  addressed  in  Question  9,  above,  related  to  the  transaction  addressed 
in  the  email  written  by  Mr.  Sparks? 

(b)  If  so,  explain  how  they  are  related  and  whether  they  were  separately  implemented. 

(c)  If  the  transactions  were  not  related,  explain  how  they  were  different,  and  how  the 
transaction  identified  by  Mr.  Sparks  was  implemented. 

1 1 .  Exhibit  55b  from  the  Subcommittee's  hearing  on  April  27, 2010,  is  an  excerpt  from  Mr. 
Swenson's  2007  EMD  Review.  On  page  2,  in  the  last  sentence  of  point  3  under  the  Self- 
Review  section,  Mr.  Swenson  wrote: 

"I  oversaw  and  directed  the  covering  of  $9bb  of  AAA  ABX  that  the  department  was 
short  and  was  able  to  monetize  approx  $250mm  of  p  and  1  for  the  origination 
businesses." 

(a)  Is  the  transaction  addressed  in  Question  9,  above,  related  to  the  transaction  addressed 
in  Mr.  Swenson's  2007  EMD  Review? 

(b)  If  so,  explain  how  they  are  related  and  whether  they  were  separately  implemented. 

(c)  If  the  transactions  were  not  related,  explain  how  they  were  different,  and  how  the 
transaction  identified  by  Mr.  Swenson  was  implemented. 

12.  A  Goldman  graph  entitled  "RMBS  Subprime  Notional  History"  is  Exhibit  56(a)  in  the 
Subcommittee's  hearing  on  April  27,  2010.  It  shows  that  Goldman  had  a  net  short  position 
of  approximately  $8  billion  on  a  notional  basis  in  November  2006  (hereafter  the  "short 
position")  on  the  ABX  AAA  index  (hereafter  "ABX  AAA"). 

(a)    When  did  Goldman's  short  position  in  ABX  AAA  first  reach  approximately  $8  billion 
on  a  notional  basis? 
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(b)  Who  within  Goldman  had  knowledge  of  the  full  extent  of  the  notional  short  position  in 
ABX  AAA  during  FY  2006  and  FY  2007? 

(c)  Who  was  responsible  for  reviewing  and  approving  the  size  of  the  short  position  in 
ABX  AAA? 

(d)  Whose  capital  was  used  to  acquire  the  approximately  $8  billion  notional  short  position 
in  ABX  AAA? 

(e)  Did  you  understand  the  short  position  to  be  a  Goldman  proprietary  position? 

(f)  Did  the  approximately  $8  billion  notional  short  position  in  ABX  AAA  include  the 
short  positions  in  ABX  AAA  held  by  the  desks  under  the  control  of  Messrs.  Gasvoda, 
Nichols,  and  Finck? 

(g)  When  did  Goldman  begin  to  monetize  the  $8  billion  notional  short  position  in  ABX 
AAA?  How  was  that  accomplished? 

13.  (a)   In  2007,  did  the  Mortgages  Department  cover  the  ABX  AAA  short  position  and  then, 

after  August  1 ,  go  long  on  the  ABX  AAA? 

(b)  If  so,  identify  the  specific  trades  that  resulted  in  the  long  ABX  AAA  position, 
including  the  dates  of  the  trades,  the  amounts  involved,  and  the  identity  of  each 
counterparty. 

(c)  Did  the  Mortgages  Department  hedge  its  long  ABX  AAA  position?  If  so,  how  and 
when? 

14.  Identify  the  greatest  total  notional  amount  by  which  the  Mortgages  Department  went  long 
on  the  ABX  AAA  after  August  1 ,  2007,  and  the  date  on  which  that  position  was  reached. 

15.  Did  the  Mortgages  Department  monetize  or  unwind  its  ABX  AAA  long  position  during  the 
period  August  1,  2007  through  the  end  of  FY  2007?  If  so,  provide  the  date  of  each 
transaction  used  to  monetize  or  unwind  the  long  position,  and  the  notional  amount  by 
which  the  long  position  was  reduced. 

1 6.  Provide  the  total  net  profit  or  loss  to  the  Mortgages  Department  from  the  ABX  AAA 
transactions  during  the  4th  quarter  of  FY  2007. 

<►    ♦    ♦ 


PSI  QFR  GS0504 


SchulteRoth&Zabel  llp 

1152  Fifteenth  Street,  NW,  Suite  850 

Washington.  DC  20005 

202729.7470 

202.730.4520  fax 

www.srz.com 


Footnote  Exhibits  -  Page  2748 


Writer's  Direct  Number 
202.729.7476 


Writer's  E-mail  Address 
peter.white@srz.com 


June  21, 2010 

VIA  EMAIL  (mary  robertsonfSjhsgacsenate.gov) 

The  Honorable  Carl  Levin 

c/o  Mary  Robertson,  Chief  Clerk 

United  States  Senate 

Committee  on  Homeland  Security  and  Governmental  Affairs 

Washington,  DC  20510-6250 

Re:    Permanent  Subcommittee  on  Investigations'  Follow  Up  Questions 

Dear  Senator  Levin: 

Enclosed  please  find,  on  behalf  of  Joshua  S.  Bimbaum,  responses  to  the  questions  posed 
in  your  letter  dated  May  24,  2010  following  the  April  27, 2010  hearing.  As  you  are  aware, 
Mr.  Bimbaum  is  no  longer  employed  by  Goldman  Sachs  and  therefore  does  not  have  access  to 
the  documents  and  other  sources  of  information  needed  to  answer  many  of  the  supplemental 
questions. 

Should  you  have  any  further  questions,  please  contact  me. 


Sincerely, 


/Peter  H.  White 


Enclosure 


DOC  ID-1 1208193.1 
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Responses  of  Joshua  S.  Birnbaum  to 

Additional  Questions  Posed  by  the 

Permanent  Subcommittee  on  Investigations 

1 .  I  do  not  believe  that  the  profitability  of  the  ABS  desk  in  2007  was  driven  primarily  by  a 
single  short  trade,  and  do  not  know  of  anyone  at  Goldman  Sachs  ("Goldman")  who 
thought  it  was. 

2.  I  do  not  know  whether  all  CDO  and  RMBS  positions  retained  by  SPG  Trading  were 
identified  and  already  hedged  by  June  2007.  I  did  not  retain  the  records  from  my  time 
with  Goldman  relevant  to  making  such  a  determination.  In  any  event,  as  I  testified,  there 
was  significant  debate  within  Goldman  regarding  the  extent  of  our  CDO  and  RMBS 
exposures  and  how  to  hedge  them  in  part  because  hedging  in  this  space  is  not  subject  to 
discrete,  clear-cut  mapping.  Goldman  would  be  better  able  to  provide  the  details  asked 
for  in  this  question. 

3.  In  late  June  and  July  2007,  SPG  Trading  sold  the  ABX  index  and  bought  protection  in  the 
single  name  market,  thereby  lessening  that  book's  long  exposure  and  increasing  its  short 
exposures.  Because  I  did  not  retain  records  from  my  time  at  Goldman,  I  do  not  know  the 
dollar  value  of  the  short  position  acquired  as  a  result  of  that  activity.  Goldmah  would  be 
better  able  to  provide  the  details  asked  for  in  this  question. 

4.  I  do  not  know  whether  "the  shorts  referenced  in  Question  3"  were  a  hedge  because  I  do 
not  recall  the  extent  of  those  positions  or  the  other  long  investments  Goldman  held  at  that 
time,  and  do  not  have  the  records  necessary  to  make  such  a  determination.  Goldman 
would  be  better  able  to  provide  the  details  asked  for  in  this  question. 

5.  I  did  not  receive  the  email  and  do  not  know  what  is  meant  by  the  various  phrases  the 
Subcommittee  has  quoted  from  that  message.  Though  I  do  not  have  access  to  all  of  the 
documents  that  might  help  refresh  my  recollection  at  this  time,  I  believe  the  concept 
referenced  in  this  email  became  the  Hudson  Mezzanine  Funding  2006-1  transaction. 
Other  than  Peter  Ostrem,  who  sent  this  email,  I  do  not  remember  who  else  was  involved 
in  the  origination,  formulation,  design,  approval  or  implementation  of  this  transaction,  or 
in  the  sale  of  securities  issued  by  the  Hudson  Mezzanine.  I  do  not  recall  having  any  role 
in  that  process,  other  than  perhaps  providing  pricing  for  the  ABX  Index,  and  do  not 
remember  whether  anyone  else  on  the  ABS  desk  had  such  a  role.  I  do  not  know  who 
approved  the  transaction  or  selected  its  referenced  assets,  or  what  the  criteria  for  selection 
were.  I  believe  that  the  purpose  of  the  transaction  was  to  provide  clients  interested  in 
purchasing  subprime  risk  exposure  with  a  diversified  portfolio  that  included  CDS  from 
the  single  names  that  were  included  in  the  06-1  and  06-2  ABX  Index  and  other  single 
name  CDS  which,  if  attractive  to  investors,  could  also  reduce  the  ABS  trading  desk's 
long  position  in  the  ABX  Index.  I  do  not  know  what  the  Subcommittee  means  by  the 
term  "proprietary,"  but  this  was  not  a  proprietary  transaction  as  I  understand  the  meaning 
ascribed  to  that  term  by  Goldman  and  the  broader  Wall  Street  community.  I  do  not 
recognize  the  name  "Camber  7." 
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6.  During  my  tenure  at  the  Mortgage  Department  at  Goldman,  in  connection  with  our  role 
as  a  market  maker,  we  provided  liquidity  to  customers  who  requested  bids  or  offers  in  the 
context  of  the  market.  I  do  not  recall  intentionally  failing  to  respond  to  a  customer 
request  for  a  bid  or  an  offer.  It  would  not  be  unusual  for  a  broker  to  not  respond  to 
another  broker's  requests  and  market  practice  does  not  dictate  any  obligation  to  provide 
liquidity  to  counterparties  that  are  not  clients. 

7.  As  I  do  not  understand  what  is  meant  by  "a  non-competitive  response  to  a  request  for  a 
bid  or  an  offer  to  purchase,"  I  cannot  answer  the  Committee's  question  as  posed. 

8.  I  do  not  recall  informing  any  customers  that  Goldman  did  not  make  a  market  in  any  ABX 
product  in  order  to  avoid  selling  or  purchasing  that  product. 

9.  The  transaction  I  proposed  in  this  email  was  rtot  implemented.  Its  purpose  would  have 
been  to  hedge  our  desk's  existing  mezzanine  subprime  BBB  short  position  by  purchasing 
a  significant  AAA  long  position. 

10.  The  transaction  addressed  in  the  email  from  Mr.  Sparks  dated  August  14, 2007  was 
related  to  the  transaction  addressed  in  Question  9,  but  I  do  not  believe  either  was 
implemented  as  described. 

1 1 .  The  transaction  referenced  in  Mr.  Swenson's  2007  EMD  review  was  not  related  to  the 
transaction  addressed  in  Question  9.  The  transaction  referenced  in  the  emails  referenced 
in  Questions  9  and  10  proposed  to  purchase  AAA  long  positions  to  offset  existing  BBB 
short  positions.  The  transaction  described  in  Mr.  Swenson's  EMD  review  covered  short 
AAA  positions  held  outside  the  SPG  Trading  group. 

12.  The  graph  entitled  "RMBS  Subprime  Notional  History"  is  misleading  to  the  extent  that  it 
purports  to  amalgamate  positions  that  cannot  be  offset  against  one  another  from  a  risk 
management  perspective.  See  Transcript  of  Proceedings,  United  States  Senate, 
Permanent  Subcommittee  on  Investigations,  April  27, 2010,  at  75-76.  Combining  these 
very  different  positions  in  this  way  does  not  reflect  the  firm's  position  or  what  would 
happen  to  the  firm's  profit  and  loss  statement  to  the  extent  the  market  moved  up  and 
down.  I  do  not  have  access  to  the  records  necessary  to  determine  when  Goldman's  short 
position  in  ABX  AAA  reached  any  particular  level  on  a  notional  basis,  and  do  not  believe 
this  number  to  be  particularly  meaningful  from  a  risk  management  perspective.  I  cannot 
answer  the  question  further  as  I  did  not  take  those  records  with  me  when  I  left  Goldman. 
Goldman  would  be  better  able  to  provide  the  details  asked  for  in  this  question. 

13.  I  recall  that  the  Mortgage  Department  covered  many  of  its  ABX  AAA  short  positions  in 
mid  2007,  but  do  not  recall  whether  the  Department  went  net  long  after  August  1, 2007. 
As  I  am  not  certain  there  was  a  long  ABX  AAA  position  after  August  1 ,  2007,  and  as  I 
did  not  retain  the  relevant  documents  after  leaving  Goldman,  I  cannot  provide  the 
information  requested  regarding  trading  and  hedging  activity.  Goldman  would  be  better 
able  to  provide  the  details  asked  for  in  this  question. 

14.  As  I  did  not  retain  the  documents  relevant  to  this  issue  after  leaving  Goldman,  I  cannot 
determine  the  greatest  total  notional  amount  by  which  the  Mortgage  Department  went 
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long  on  the  ABX  AAA  after  August  1, 2007.  In  fact,  as  mentioned  above,  I  do  not  even 
know  whether  the  Department  actually  went  long  on  the  ABX  AAA  after  August  1, 2007. 
Goldman  would  be  better  able  to  provide  the  details  asked  for  in  this  question. 

1 5.  Without  access  to  the  relevant  records,  I  cannot  answer  whether  the  Mortgage 
Department  monetized  or  unwound  some  or  all  of  its  ABX  AAA  position  between 
August  1 ,  2007  and  the  end  of  the  year.  Goldman  would  be  better  able  to  provide  the 
details  asked  for  in  this  question. 

16.  I  do  not  know  the  total  net  profit  or  loss  to  the  Mortgage  Department  from  the  ABX  AAA 
transactions  during  the  fourth  quarter  of  FY  2007.  Goldman  would  be  better  able  to 
provide  the  details  asked  for  in  this  question. 
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October  20, 2010 


VIA  COURIER 


The  Honorable  Carl  Levin 

Attn:  Mr.  Bob  Roach 

United  States  Senate 

Committee  on  Homeland  Security  and  Governmental  Affairs 

199  Russell  Senate  Office  Building 

Washington,  DC  205 1 0-6250 

Re:    Supplemental  Responses  to  Selected  Permanent  Subcommittee  on 
Investigations  Follow  Up  Questions ; 


Dear  Senator  Levin: 

We  write  on  behalf  of  Joshua  S.  Birnbaum  to  supplement  responses  to  certain  questions 
posed  in  your  May  24, 2010  letter  following  his  testimony  at  the  April  27, 2010  hearing.  During 
Mr  Bimbaum's  second  interview  with  your  staff  on  October  1, 2010,  it  was  revealed  that  a  draft 
of  a  document  Mr.  Bimbaum  wrote  in  2007  (SPG  Trading  -  2007,  GS  MBE-E-0 15654036-50, 
copy  attached)  was  quoted  extensively,  without  citation,  in  certain  follow  up  questions  posed  to 
Mr.  Bimbaum  (specifically  Questions  1-4)  .  Unfortunately,  Mr.  Birnbaum  did  not  have  a  copy 
of  that  document  at  the  time  he  responded  to  the  May  24  questions  and,  therefore,  could  not  use 
it  to  refresh  his  recollection  of  events  that  occurred  several  years  ago.  Curiously,  nothing  in  the 
questions  indicated  that  your  staff  had  incorporated  quotations  from  a  document,  unlike  the  many 
other  questions  posed  where  the  your  staff  clearly  indicated  that  it  was  quoting  from  documents 
that  had  been  provided  to  Mr.  Bimbaum.  We  cannot  understand  what  legitimate  reason  the  staff 
would  have  for  neither  providing  the  document  nor  even  disclosing  that  it  was  quoting  a 
particular  document  in  posing  these  questions.  Without  the  benefit  of  that  document,  Mr. 
Bimbaum  was  not  able  to  answer  all  of  the  questions  in  his  written  responses.  In  fact,  his 
response  to  the  questions  at  issue  specifically  noted  that  he  did  not  have  the  documents  necessary 
to  refresh  his  recollection. 

Having  now  reviewed  the  document  quoted  in  the  questions  posed,  Mr.  Bimbaum's 
recollection  is  refreshed  regarding  certain  events  that  occurred  during  2006  and  2007. 
Accordingly,  even  though  nothing  contained  in  the  document  is  inconsistent  with  Mr. 
Bimbaum's  June  21, 2010  responses,  we  wish  to  supplement  those  responses  as  follows: 
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1.         Question:  Is  it,  or  was  it,  your  understanding  or  belief  that  one  or  more  individuals  at 
Goldman  Sachs  ("Goldman  "J  believed  that  the  ABS  desk  made  money  in  2007  primarily 
from  a  single  short  trade  (the  "Trade")?  If  so,  provide  the  following  information. 

(a)  Identify  by  name  and  job  title  any  individuals  that  you  understood  held  that  belief. 

(b)  Describe  in  detail  the  Trade  to  which  you  understood  any  such  individuals  to  be 
referring. 

(c)  .  State  the  notional  value  of  the  Trade. 

(d)  Describe  in  detail  the  assets  or  positions  that  were  included  or  referenced  in  the 
Trade. 

(e)  Describe  in  detail  how  Goldman  unwound  or  covered  the  positions  acquired  in 
the  Trade. 

(e)  State  when  Goldman  unwound  or  covered  the  positions  acquired  in  the  Trade. 

(f)  State  the  amount  of  profit  made,  or  loss  avoided,  by  Goldman  from  the  Trade. 

If  you  are  unable  to  provide  complete  answers  to  any  of  the  foregoing  questions,  identify 
the  persons  within  Goldman  who  would  be  able  to  provide  the  answers  or  information 
requested. 

Previous  Answer:  I  do  not  believe  that  the  profitability  of  the  ABS  desk  in  2007  was 
driven  primarily  by  a  single  short  trade,  and  do  not  know  of  anyone  at  Goldman  Sachs 
("Goldman")  who  thought  it  was. 

Supplemental  Answer:  In  late  2007, 1  drafted  a  deck  of  PowerPoint  slides  entitled 
"SPG  Trading  -  2007"  for  possible  use  in  the  compensation  process  at  Goldman.  GS 
MBS-E-0 15654036-050  (attached).  We  ultimately  decided  not  to  use  that  document  in 
connection  with  the  2007  compensation  process  and,  at  the  time  I  responded  to  the 
Subcommittee's  written  questions,  I  did  not  recall  even  having  created  an  unused  draft  of 
it.  In  that  document,  there  was  a  slide  dedicated  to  debunking  the  potential 
misimpression  about  SPG  Trading  that  "2007  was  a  unique  event,  desk  made  money 
primarily  from  a  single  short  trade,  results  not  likely  to  be  repeatable."  GS  MBS-E- 
015654041.  This  is  the  document  which  the  Subcommittee  was  quoting  in  Question  #1 
("desk  made  money  in  2007  primarily  from  a  single  short  trade  ").    The  document  goes 
on  to  state:  "Revenues  in  2007  were  diversified  across  many  different  strategies 
(directional  both  long  and  short,  capital  structure,  index/SN  [ABX  Index/Single  Names] 
basis,  tiering,  idiosyncratic,  flow  trading).  We  switched  direction  several  times  with 
well-timed  calls  relative  to  subsequent  market  moves."  Id.  Having  now  reviewed  the 
document  quoted  in  this  question,  which  was  not  available  to  me  at  the  time  I  answered 
the  Subcommittee's  questions  previously,  I  stand  by  my  prior  answer. 
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2.  Question:  Is  it  or  was  it  your  understanding  or  belief  that  by  June  2007,  all  CDO  and 
RMBS  positions  retained  by  SPG  Trading  were  identified  and  already  hedged? 

Previous  Answer:  I  do  not  know  whether  all  CDO  and  RMBS  positions  retained  by 
SPG  Trading  were  identified  and  already  hedged  by  June  2007.  I  did  not  retain  the 
records  from  my  time  with  Goldman  relevant  to  making  such  a  determination.  In  any 
event,  as  I  testified,  there  was  significant  debate  within  Goldman  regarding  the  extent  of 
our  CDO  and  RMBS  exposures  and  how  to  hedge  them  in  part  because  hedging  in  this 
space  is  not  subject  to  discrete,  clear-cut  mapping.  Goldman  would  be  better  able  to 
provide  the  details  asked  for  in  this  question. 

Supplemental  Answer:  As  noted  in  my  previous  answer,  because  I  did  not  have  access 
to  the  records  in  the  possession  of  the  Subcommittee  and  Goldman  when  I  answered  this 
question,  1  did  not  know  whether  all  CDO  and  RMBS  positions  retained  by  SPG  Trading 
were  identified  and  already  hedged,  nor  did  I  recall  whether  I  held  that  belief  as  of  June 
2007.  Without  the  benefit  of  the  PowerPoint  slides  entitled  "SPG  Trading  -  2007,"  my 
initial  answer  was  based  on  what  I  was  able  to  recall.  The  staff  recently  showed  me  the 
deck  of  "SPG  Trading  -  2007"  PowerPoint  slides  that  helped  refresh  my  recollection.  In 
that  document,  which  we  ultimately  decided  not  to  use  in  the  compensation  process,  I 
stated:  "By  June,  all  retained  CDO  and  RMBS  positions  [retained  by  SPG  Trading]  were 
identified  and  already  hedged."  GS  MBS-E-0 15654044.  Having  now  reviewed  the 
document,  I  recall  that  I  did  believe,  in  late  2007,  that  all  CDO  and  RMBS  positions 
retained  by  SPG  Trading  were  identified  and  already  hedged  by  June  2007.  As  I 
testified,  though,  there  was  significant  debate  within  Goldman  regarding  the  extent  of  our 
CDO  and  RMBS  exposures  and  how  to  hedge  them  in  part  because  hedging  in  this  space 
is  not  subject  to  discrete,  clear-cut  mapping. 

3.  Question:  Is  it  or  was  it  your  understanding  or  belief  that  after  the  Bear  Stearns  Asset 
Management  (BSAM)  unwind  in  2007,  SPG  Trading  initiated  shorts  on  an  outright  basis, 
with  no  accompanying  CDO  or  RMBS  retained  position  longs?  If  so,  what  was  the  dollar 
value  of  the  short  position  acquired  as  a  result  of  that  activity? 

Previous  Answer:  In  late  June  and  July  2007,  SPG  Trading  sold  the  ABX  index  and 
bought  protection  in  the  single  name  market,  thereby  lessening  that  book's  long  exposure 
and  increasing  its  short  exposures.  Because  I  did  not  retain  records  from  my  time  at 
Goldman,  I  do  not  know  the  dollar  value  of  the  short  position  acquired  as  a  result  of  that 
activity.  Goldman  would  be  better  able  to  provide  the  details  asked  for  in  this  question. 

Supplemental  Answer:    In  late  2007,  in  the  deck  of  PowerPoint  slides  entitled  "SPG 
Trading  -  2007"  that  we  ultimately  did  not  use  in  the  compensation  process,  I  stated  that 
"SPG  trading  reinitiated  shorts  post  BSAM  unwind  on  an  outright  basis  with  no 
accompanying  CDO  or  RMBS  retained  position  longs."  GS  MBS-E-0 15654044.  Having 
reviewed  the  document  the  staff  did  not  previously  identify,  I  can  now  recall  that,  as  of 
late  June  and  July  2007, 1  believed  that  this  SPG  Trading  activity  resulted  in  the  initiation 
of  shorts  on  an  outright  basis  with  no  accompanying  CDO  or  RMBS  retained  position 
longs  following  the  Bear  Steams  Asset  Management  unwind  in  2007.  Even  without  the 


PSI  QFR  GS0511 


Footnote  Exhibits  -  Page  2755 


benefit  of  the  document  quoted  by  the  Subcommittee  without  citation  in  this  question,  my 
previous  answer  was  accurate. 

4.         Question:  Is  it  or  was  it  your  understanding  or  belief  that  the  shorts  referenced  in 
Question  3,  above,  were  not  a  hedge? 

Previous  Answer:  I  do  not  know  whether  "the  shorts  referenced  in  Question  3"  were  a 
hedge  because  I  do  not  recall  the  extent  of  those  positions  or  the  other  long  investments 
Goldman  held  at  that  time,  and  do  not  have  the  records  necessary  to  make  such  a 
determination.  Goldman  would  be  better  able  to  provide  the  details  asked  for  in  this 
question. 

Supplemental  Answer  to  Questions  3  and  4:  In  late  2007,  in  the  deck  of  PowerPoint 
slides  entitled  "SPG  Trading  -  2007"  that  we  ultimately  did  not  use  in  the  compensation 
process,  I  stated  that  "SPG  trading  reinitiated  shorts  post  BSAM  unwind  on  an  outright 
basis  with  no  accompanying  CDO  or  RMBS  retained  position  longs.  In  other  words,  the 
shorts  were  not  a  hedge"  GS  MBS-E-0 15654044  (emphasis  in  original).  Having 
reviewed  the  document  the  staff  did  not  previously  provide  me,  I  can  now  recall  that,  as 
of  late  June  and  July  2007, 1  believed  that  this  SPG  Trading  activity  resulted  in  the 
initiation  of  shorts  on  an  outright  basis  with  no  accompanying  CDO  or  RMBS  retained 
position  longs  following  the  Bear  Stearns  Asset  Management  unwind  in  2007,  and  that 
these  short  positions  were  not  a  hedge.  At  the  time,  as  I  previously  testified,  my  desk 
traded,  within  firm-established  risk  parameters,  with  a  short  bias,  resulting  in  a  net  short 
position  for  the  SPG  Trading  desk.  Opening  Statement  of  Josh  Birnbaum,  United  States 
Senate,  Permanent  Subcommittee  on  Investigations,  April  27, 2010,  at  2-3.  Even  without 
the  benefit  of  the  document  quoted  by  the  Subcommittee  without  citation  in  these 
questions,  my  previous  answers  were  accurate. 

5.         Question:  Exhibit  86  from  the  Subcommittee  s  hearing  on  April  27,  2010,  is  an  email 
dated  September  19,  2006,  from  Peter  Ostrem  to  the  F1CC-SPCDOGROUP.  The  email 
states: 

"  We  have  been  asked  to  do  a  CDO  ofS2blnfor  the  ABS  desk  Approx. 
S  1.2bln  will  be  CDS  off  single-names  referenced  from  the  ABS  index 
06-1  and  06-2.  This  is  a  trade  we  need  to  execute  for  the  desk  over  the 
next  4-6  weeks  and  involves  selling  half  the  equity  (at  least  30mm  to 
sell)  and  the  seniors  and  the  mezz  (at  least  half  the  BBBs  to  get  true 
sale).  I  would  like  everyone  to  work  together  on  this  one.  We  expect 
to  charge  ongoing  Wbp  liquidation  agent  fees  and  1-1.  5pts  upfront. 
Equity  will  be  offered  around  22%  no-loss  yield.  Obviously  important 
to  overall  SP  floor  and  Sobel  and  Sparks  are  focused  on  this 
happening ..." 

(a)        Was  the  transaction  described  in  this  email  carried  out?  Was  the  transaction 

Hudson  Mezzanine  Funding  2006-1  ("Hudson  Mezzanine  ")?  If  not,  what  was  the 
name  of  the  transaction? 
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(b)  Identify  by  name  and  job  title  the  individuals  in  the  Mortgages  Department  who 
were  involved  in  the  origination,  formulation,  design,  approval,  or 
implementation  of  the  Hudson  Mezzanine  transaction,  or  in  the  sale  of  securities 
issued  by  Hudson  Mezzanine,  and  the  activities  related  to  the  transaction  that 
each  of  them  engaged  in. 

(c)  Describe  in  detail  any  role  you  had  in  the  origination,  formulation,  design, 
approval,  or  implementation  of  the  Hudson  Mezzanine  transaction,  or  in  the  sale 
of  securities  issued  by  Hudson  Mezzanine. 

(d)  Describe  in  detail  any  role  the  ABS  desk  had  in  the  origination,  formulation, 
design,  approval,  or  implementation  of  Hudson  Mezzanine  transaction,  or  in  the 
sale  of  securities  issued  by  Hudson  Mezzanine. 

(e)  Was  the  Hudson  Mezzanine  transaction  a  proprietary  transaction? 

(f)  What  did  you  understand  the  phrase  "for  the  desk  "  to  mean? 

(g)  Was  the  purpose  of  the  transaction  described  in  Mr.  Ostrem  's  email  to  enable  the 
ABS  desk  to  reduce  cash  or  swap  positions  (and  the  risk  associated  with  those 
positions)  that  the  ABS  desk  held?  If  not,  what  was  the  purpose  of  the 
transaction? 

(h)        Identify  any  committee  or  individual  at  Goldman  that  approved  this  transaction. 

(i)  Identify  any  employee  of  Goldman  or  its  affiliates  and  any  third  parties  who  were 
involved  in  the  identification  and  selection  of  the  assets  referenced  in  the  Hudson 
Mezzanine  transaction  and  describe  in  detail  the  nature  of  their  involvement. 

(j)        List  the  criteria  used  to  identify  and  select  the  assets  that  were  referenced  in  the 
Hudson  Mezzanine  transaction. 

(k)       Based  on  your  knowledge  or  belief,  identify  the  reasons  why  Hudson  Mezzanine 
was  "a  trade  [Goldman]  need[ed]  to  execute  for  the  desk  over  the  next  4-6 
weeks. " 

(I)        Based  on  your  knowledge  or  belief,  identify  the  reasons  why  the  Hudson 

Mezzanine  transaction  "involve[dJ  selling  half  the  equity  (at  least  30mm  to  sell) 
and  the  seniors  and  the  mezz  (at  least  half  the  BBBs  to  get  true  sale).  " 

(m)       Was  the  Camber  7  transaction  delayed  to  develop  the  Hudson  Mezzanine 
transaction?  If  so,  explain  why. 

Previous  Answer:  I  did  not  receive  the  email  and  do  not  know  what  is  meant  by  the 
various  phrases  the  Subcommittee  has  quoted  from  that  message.  Though  I  do  not  have 
access  to  all  of  the  documents  that  might  help  refresh  my  recollection  at  this  time,  I 
believe  the  concept  referenced  in  this  email  became  the  Hudson  Mezzanine  Funding 
2006-1  transaction.  Other  than  Peter  Ostrem,  who  sent  this  email,  I  do  not  remember 
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who  else  was  involved  in  the  origination,  formulation,  design,  approval  or 
implementation  of  this  transaction,  or  in  the  sale  of  securities  issued  by  the  Hudson 
Mezzanine.  I  do  not  recall  having  any  role  in  that  process,  other  than  perhaps  providing 
pricing  for  the  ABX  Index,  and  do  not  remember  whether  anyone  else  on  the  ABS  desk 
had  such  a  role.  I  do  not  know  who  approved  the  transaction  or  selected  its  referenced 
assets,  or  what  the  criteria  for  selection  were.  I  believe  that  the  purpose  of  the  transaction 
was  to  provide  clients  interested  in  purchasing  subprime  risk  exposure  with  a  diversified 
portfolio  that  included  CDS  from  the  single  names  that  were  included  in  the  06-1  and  06- 
2  ABX  Index  and  other  single  name  CDS  which,  if  attractive  to  investors,  could  also 
reduce  the  ABS  trading  desk's  long  position  in  the  ABX  Index.  I  do  not  know  what  the 
Subcommittee  means  by  the  term  "proprietary,"  but  this  was  not  a  proprietary  transaction 
as  I  understand  the  meaning  ascribed  to  that  term  by  Goldman  and  the  broader  Wall 
Street  community.  I  do  not  recognize  the  name  "Camber  7." 

Supplemental  Answer:  The  previous  answer  is  accurate.  I  do  not  recall  having  an 
active  role  in  the  origination,  formulation,  design,  approval  or  implementation  of  Hudson 
Mezzanine  Funding  2006- 1 ,  or  in  the  sale  of  securities  issued  by  that  transaction.  Having 
reviewed  additional  documents  regarding  the  transaction,  it  appears  that  I  passed  along 
information  and  a  point  of  contact  for  the  transaction  to  another  Goldman  employee,  and 
that  I  may  have  also  provided  pricing  levels  for  the  ABX  Index,  which  may  have  been 
used  by  the  Goldman  employee(s)  in  charge  of  pricing  the  transaction.  I  am  not  sure  how 
others  at  Goldman  prioritized  the  motivations  for  performing  the  Hudson  transaction,  but 
I  continue  to  believe  the  purpose  was  as  I  described  above.  I,  along  with  most  other  Wall 
Street  professionals  1  know,  define  the  term  "proprietary  trading"  to  include  only  those 
trades  which  involve  no  customers.  Under  that  definition,  street  facing  desks  like 
Goldman's  ABS  and  CDO  desks  do  not  engage  in  proprietary  trading. 

12.       Question:  A  Goldman  graph  entitled  "RMBS  Subprime  Notional  History"  is  Exhibit 

56(a)  in  the  Subcommittee 's  hearing  on  April  27,  2010.  It  shows  that  Goldman  had  a  net 
short  position  of  approximately  $8  billion  on  a  notional  basis  in  November  2006 
(hereafter  the  "short  position")  on  the  ABX  AAA  index  (hereafter  "ABX  AAA  "). 

(a)  When  did  Goldman 's  short  position  in  ABX  AAA  first  reach  approximately  $8 
billion  on  a  notional  basis? 

(b)  Who  within  Goldman  had  knowledge  of  the  full  extent  of  the  notional  short 
position  in  ABX  AAA  during  FY  2006  and  FY  2007? 

(c)  Who  was  responsible  for  reviewing  and  approving  the  size  of  the  short  position  in 
ABX  AAA? 

(d)  Whose  capital  was  used  to  acquire  the  approximately  $8  billion  notional  short 
position  in  ABX  AAA? 

(e)  Did  you  understand  the  short  position  to  be  a  Goldman  proprietary  position? 
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(j)        Did  the  approximately  S8  billion  notional  short  position  in  ABXAAA  include  the 
short  positions  in  ABXAAA  held  by  the  desks  under  the  control  of  Messrs. 
Gasvoda,  Nichols,  andFinck? 

(g)        When  did  Goldman  begin  to  monetize  the  S8  billion  notional  short  position  in 
ABXAAA ?  How  was  that  accomplished? 

Previous  Answer:  The  graph  entitled  "RMBS  Subprime  Notional  History"  is  misleading 
to  the  extent  that  it  purports  to  amalgamate  positions  that  cannot  be  offset  against  one 
another  from  a  risk  management  perspective.  See  Transcript  of  Proceedings,  United 
States  Senate,  Permanent  Subcommittee  on  Investigations,  April  27, 2010,  at  75-76. 
Combining  these  very  different  positions  in  this  way  does  not  reflect  the  firm's  position 
or  what  would  happen  to  the  firm's  profit  and  loss  statement  to  the  extent  the  market 
moved  up  and  down.  I  do  not  have  access  to  the  records  necessary  to  determine  when 
Goldman's  short  position  in  ABX  AAA  reached  any  particular  level  on  a  notional  basis, 
and  do  not  believe  this  number  to  be  particularly  meaningful  from  a  risk  management 
perspective.  I  cannot  answer  the  question  further  as  I  did  not  take  those  records  with  me 
when  I  left  Goldman.  Goldman  would  be  better  able  to  provide  the  details  asked  for  in 
this  question. 

Supplemental  Answer:  The  previous  answer  is  accurate.  To  explain  further,  the  graph 
entitled  "RMBS  Subprime  Notional  History"  is  misleading  in  the  context  for  which  it 
was  used  at  the  Permanent  Subcommittee  on  Investigations  ("PSI")  hearing  for  two 
reasons.  First,  the  graph  fails  to  include  non-synthetic  positions,  like  cash  and  loans, 
some  of  which  were  hedged  by  the  short  positions  noted  in  the  graph.  As  these  excluded 
positions  are  long  positions,  this  graph  is  an  incomplete  depiction  of  the  risk  position  held 
in  the  Mortgage  Department  at  any  given  time,  overstating  the  extent  to  which  the 
Department  was  short  the  market.  Second,  as  noted  previously,  the  graph  purports  to 
amalgamate  positions  that  cannot  be  offset  against  one  another  from  a  risk  management 
perspective.  As  such,  I  believe  that  this  graph  is  not  particularly  meaningful  from  a  risk 
management  perspective  and  does  not  accurately  depict  how  long  or  short  Goldman  or  its 
Mortgage  Department  was  during  2007.  While  the  chart  which  is  PSI  Exhibit  #1 62 
(Goldman  Sachs  Mortgage  Department  Total  New  Short  Position,  February  -  December 
2007  in  $  Billions  (Including  All  Synthetic  and  Cash  Positions  in  Mortgage  Related 
Products),  Prepared  by  the  U.S.  Senate  PSI,  April  2010)  appears  to  fix  the  first  of  these 
problems,  even  it  does  not  account  for  the  second  problem,  as  it  too  amalgamates 
positions  that  cannot  be  offset  against  one  another  from  a  risk  management  perspective. 
For  example,  one  cannot  tell  from  this  amalgamated  position  alone  whether  the  firm 
would  make  or  lose  money  in  a  declining  market. 

We  appreciate  this  opportunity  to  supplement  the  record.  Should  you  have  any  further 
questions,  please  contact  me. 

Sincerely, 


qehrtt.vkctLf^ 


Peter  H.  White 
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SPG  Trading  -  2007 
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Highlights:  Revenue 


YTD:  $3.0Bln,  with  revenue  growing  steadily  over  the  year  with  little 
fluctuation.  RMBS-related  revenues:  #1  on  the  street  by  a  wide 
margin.  #2  in  the  world  behind  Paulson  Partners. 
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Highlights:  Franchise 

#1  Franchise  on  the  street,  perceived  as  the  thought  leaders  by  the 
customer  base. 

Largest  market  share:  est  30-40% 

Voted  #1  franchise  in  ABS  CDS  based  on  Risk  Magazine  end  user 
survey  of  institutional  investors. 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-01 5654038 


PSI  QFR  GS0518 


Footnote  Exhibits  -  Page  2762 


Highlights:  Assumed 
responsibility  for  CDOs 

SPG  Trading  assumed  responsibility  for  the  CDO  business  and  risk 
while  the  market  was  collapsing,  helping  mitigate  losses  and  reduce 
risk  (Warehouse  and  retained  positions)  before  our  competitors. 

Results  out  of  DB,  Citi,  UBS,  Bear,  Lehman,  etc.  all  bear  evidence 
that  we  were  far  ahead  of  our  competition  in  marking  down  positions 
and  moving  CDO  risk  before  the  market  cratered  and  came  to  a 
standstill  post-BSAM. 
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Potential  qualifications 


1 .  "2007  was  a  unique  event,  desk  made  money  primarily  from  a 
single  short  trade,  results  not  likely  to  be  repeatable." 

2.  "SPG  trading  would  not  have  been  permitted  to  be  as  short,  if 
management  was  not  attempting  to  offset  risk  in  retained  longs  in 
other  parts  of  department." 

3  -Revenue  was  achieved  taking  very  significant  risk.  Results  less 
impressive  when  risk-adjusted." 

4.  "Discussing  a  HFE  (hedge  fund  equivalent)  percentage  payout  is 
inappropriate  because  much  of  the  revenue  came  from  the 
franchise,  i.e.  sitting  in  the  seat." 

5.  "Cannot  pay  SPG  trading  team  based  on  stand-alone  p&l,  must 
consider  the  results  for  the  entire  mortgage  department." 
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Responses  to  qualifications 

1 .  "2007  was  a  unique  event,  desk  made  money  primarily  from  a 
single  short  trade,  results  not  likely  to  be  repeatable." 

FALSE.  Revenues  in  2007  were  diversified  across  many  different 
strategies  (directional  both  long  and  short,  capital  structure, 
index/SN  basis,  tiering,  ideosyncratic,  flow  trading).  We  switched 
direction  several  times  with  well-timed  calls  relative  to  subsequent 
market  moves  (Graphs  #1 ,  #2).  Most  of  these  opportunities  are  in 
place  for  2008.   Revenue  projection  for  2008  is  $1 .2  Bin  reflecting  a 
diverse  set  of  opportunities.  The  opportunity  set  is  much  more  than 
simply  buying/trading  distressed. 
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Graph  #1 


Graph  #2:  RMBS  Subprlme  Notional  History 
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Graph  #2 


Graph  #1:  RMBS  Subprime  Notional  History 
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Responses  to  qualifications 

2.  "SPG  trading  would  not  have  been  permitted  to  be  as  short,  if 
management  was  not  attempting  to  offset  risk  in  retained  longs  in 
other  parts  of  department." 

FALSE.  This  statement  is  inconsistent  with  how  the  position 
evolved.  By  June,  all  retained  CDO  and  RMBS  positions  were 
identified  already  hedged.  As  Graph  #1  indicates,  SPG  trading  re- 
initiated shorts  post  BSAM  unwind  on  an  outright  basis  with  no 
accompanying  CDO  or  RMBS  retained  position  longs.   In  other 
words,  the  shorts  were  not  a  hedge. 
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Responses  to  qualifications 


3.  "Revenue  was  achieved  taking  very  significant  risk.  Results  less 
impressive  when  risk-adjusted." 

FALSE.  SPG  Trading's  largest  down  day  in  2007  was  ($38mm)  and 
SPG  trading  NEVER  came  close  to  losing  more  money  than  the 
daily  VAR  (Graph  #2).  In  fact,  to  lose  more  money  than  the  daily 
VAR  1  out  of  20  times,  SPG  trading  reported  VAR  would  have  to  be 
27%  of  the  what  has  been  reported.  The  ratio  of  profit  /  empirical 
VAR  likely  higher  for  SPG  Trading  than  for  the  firm  as  a  whole. 


Confidential  Treatment  Requested  by  Goldman  Sachs  Gs  MBS-E-01 5654045 

PSI  QFR  GS0525 


Footnote  Exhibits  -  Page  2769 


Graph  #3 


VAR:  Current  method  vs  P&L  based 
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Responses  to  qualifications 


4.  "Discussing  a  HFE  (hedge  fund  equivalent)  percentage  payout  is 
inappropriate  because  much  of  the  revenue  came  from  the 
franchise,  i.e.  sitting  in  the  seat." 

FALSE.   If  the  seat  is  so  valuable,  why  did  no  other  street  firm  come 
close  to  our  performance? 
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Responses  to  qualifications 


5.  "Cannot  pay  SPG  trading  team  based  on  stand-alone  p&l,  must 
consider  the  results  for  the  entire  mortgage  department." 

TRUE.  SPG  trading  recognizes  that  compensation  needs  to  fit 
rationally  within  the  confines  of  the  Mortgage  Department 
compensation  pool. 
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Proposed  Mortgage  Department 
Compensation  Breakdown 

SPG  trading  accounts  for  250%-300%  of  the  department's  revenue. 

SPG  trading  seeks  -1 50mm  total  comp  pool,  or  roughly  40%-50%  of 
the  estimated  department-wide  pool. 

141  mm  equates  to  a  4.0%  payout  on  estimated  revenues. 
The  4  businesses  consisting  of  SPG  Trading,  CDOs,  Resi  Prime, 
Resi  Credit  account  for  76%  of  dept  revenue.  Total  proposed 
compensation  for  4  businesses  =  $240mm  =  66%  of  dept  revenue. 

Proposed  net  profit  =  $441  mm  vs  $31 6mm  in  2006. 
Proposed  net  profit  margin  =  36%  vs  35%  in  2006. 
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Proposed  Mortgage  Department 
Compensation  Breakdown 
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RESPONSES  TO  QUESTIONS  FOR  THE  RECORD 

FROM 

SENATOR  CARL  LEVIN 

Permanent  Subcommittee  on  Investigations 

to 

FABRICE  P.  TOURRE 

Executive  Director 

Structured  Products  Group  Trading 

The  Goldman  Sachs  Group,  Inc. 


PERMANENT  SUBCOMMITTEE  ON  INVESTIGATIONS 

HEARING  ON 

WALL  STREET  AND  THE  FINANCIAL  CRISIS: 

THE  ROLE  OF  INVESTMENT  BANKS 

April  27,  2010 
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SUPPLEMENTAL  QUESTIONS  FOR  THE  RECORD 

FROM 

SENATOR  CARL  LEVIN 

Permanent  Subcommittee  on  Investigations 

to 

FABRICE  P.  TOURRE 

Executive  Director 

Structured  Products  Group  Trading 

The  Goldman  Sachs  Group,  Inc. 

PERMANENT  SUBCOMMITTEE  ON  INVESTIGATIONS 

HEARING  ON 

WALL  STREET  AND  THE  FINANCIAL  CRISIS: 

THE  ROLE  OF  INVESTMENT  BANKS 

April  27,  2010 


Please  provide  answers  to  the  following  questions  by  June  15.  2010: 

1 .   (a)   In  the  sale  of  the  securities  in  the  Abacus  2007-AC 1  transaction  ("transaction"),  was 
Goldman  Sachs  ("Goldman")  a  placement  agent? 

(b)  Who  was  the  issuer  of  any  securities;  what  was  the  issuer's  relationship  to  Goldman; 
who  established  the  issuer;  and  who  requested  the  establishment  of  the  issuer? 

(c)  In  the  sale  of  any  securities,  how  and  by  what  means  did  Goldman  bring  the  specific 
securities  to  the  attention  of  a  client  or  potential  investor?  Identify  each  client  or 
potential  investor  to  whom  Goldman  presented  the  transaction,  describe  each 
communication  with  that  client,  and  state  the  substance  of  each  communication.  (In  lieu 
of  stating  the  substance  of  a  communication,  you  may  provide  a  copy  of  the 
communication.) 

(d)  Provide  copies  of  any  offering  circular  or  memorandum,  mortgage  capital  committee 
memo,  pitch  book  or  marketing  flip  book  or  similar  materials  regarding  the  structuring 
or  sale  of  interests  (including  securities)  in  the  transaction.  It  is  not  necessary  to  provide 
duplicates  of  the  same  material,  but  provide  the  identity  of  all  persons  who  received  such 
material. 

(e)  Did  Goldman  advise  potential  investors  whether  it  had  taken  steps  or  planned  to  use  the 
offering  to  reduce  its  own  inventory  of  RMBS  or  CDO  securities  or  other  holdings? 

(f)  Did  Goldman  conduct  a  suitability  analysis  in  connection  with  soliciting  clients  or 
potential  investors  to  purchase  securities  issued  in  the  transaction?  If  so,  describe  the 
suitability  analysis  conducted  for  each  investor  that  purchased  these  securities.  If 
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Goldman  retained  a  written  record  that  reflects  that  such  a  analysis  was  conducted 
provide  a  copy. 

2.  (a)    In  what  capacity  did  Goldman  act  for  Paulson  &  Co.  (together  with  any  of  its  affiliates, 

"Paulson")  with  respect  to  the  Abacus  2007-AC1  transaction  or  a  Credit  Default  Swap 
transaction  that  referenced  any  or  all  of  the  same  entities  or  securities  that  were 
referenced  in  the  Abacus  2007-AC1  transaction?  Describe  in  detail  Goldman's 
relationship  to  Paulson  with  respect  to  those  transactions,  its  obligations  to  Paulson,  the 
nature  and  amount  of  any  fees  or  compensation  received  by  Goldman  from  Paulson 
relating  to  those  transactions,  and  whether  Goldman  advised  investors  or  potential 
investors  in  Abacus  2007- AC  1  of  the  existence  and  nature  of  its  relationship  with 
Paulson. 

(b)     If  Goldman  did  so  advise  investors  or  potential  investors  of  the  nature  or  existence  of  the 
Paulson  relationship,  identity  who  so  advised  investors  or  potential  investors,  the  date  on 
which  that  person  so  advised  investors  or  potential  investors,  the  identity  of  the  investors 
or  potential  investors  so  advised,  the  manner  (i.e.  verbal  or  in  writing)  in  which  the 
person  was  advised,  and  the  substance  of  the  communication  (and,  if  in  writing,  provide 
a  copy  of  the  communication). 

3.  During  your  appearance  before  the  Subcommittee  on  April  27,  2010,  you  engaged  in  the 
following  exchange  with  Senator  Levin: 

Senator  Levin.  You  did  not  disclose  to  ACA  that  Paulson  was  on  the  short  side  of  this 
deal.  Is  that  correct? 

Mr.  Tourre.  I  did  mention  to  ACA  that  the  expectation  was  that  Paulson  was  going  to 
buy  protection  on  senior  layers  of  risk  in  the  transaction. 

Senator  Levin.  That  they  were  going  to  be  only  on  the  short  side. 

Mr.  Tourre.  Yes.  (Transcript,  pp.  210-211) 

Describe  in  detail  what  information  was  provided  to  ACA  regarding  the  fact  that  Paulson  was 
going  to  be  only  on  the  short  side,  identify  to  whom  at  ACA  the  information  was  provided, 
and  identify  each  Goldman  representative  who  provided  that  information. 

4.  (a)   Did  you  or  any  representative  of  Goldman  state  to  ACA  that  Paulson  would  not  be  an 

equity  investor  or  otherwise  not  take  any  long  position  in  or  with  respect  to  the  Abacus 
2007- AC  1  transaction? 
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(b)  If  your  answer  to  Question  4(a)  is  "yes,"  describe  in  detail  what  information  was 

provided  to  ACA,  identify  to  whom  at  ACA  the  information  was  provided,  and  identify 
each  Goldman  representative  who  provided  that  information. 

5.  Provide  a  list  of  any  Abacus  bonds,  from  Abacus  2007- AC  1  or  other  Abacus  transactions, 
that  Goldman  repurchased  from  the  market.  List  each  bond  by  name,  size,  and  the  party  from 
whom  it  was  repurchased. 

6.  Provide  a  list  of  all  CDOs  containing  bonds  from  Abacus  2007- AC  1  or  other  Abacus 
transactions.  List  each  bond  by  name,  size,  and  the  CDO  that  purchased  the  bond. 

7.  Provide  any  document  possessed  by,  generated  by,  or  provided  to  you  related  to  obtaining  a 
credit  rating  related  to  any  Abacus  transaction  by  any  credit  rating  agency,  including  any 
correspondence,  emails,  memoranda,  or  other  analysis  or  exchanges  of  information. 

8.  Describe  in  detail  your  understanding  of  Goldman's  legal  duties  of  disclosure,  pursuant  to 
securities  laws  and  regulations,  including  rules  prescribed  by  the  SEC  or  FINRA,  to 
purchasers  of  securities  when  Goldman  acts  in  any  of  the  following  capacities:  (a)  market 
maker;  (b)  underwriter;  (b)  placement  agent;  (d)  broker  (when  making  a  solicitation  or 
recommendation  of  a  security);  or  (e)  a  dealer.  Include  your  definition  of  a  "market  maker." 

9.  (a)    Does  the  fact  that  an  investor  or  a  potential  investor  with  whom  Goldman  is  transacting 

business  is  an  "accredited"  investor,  a  "qualified  institutional  buyer"  or  a  "qualified 
purchaser"  (as  those  terms  are  used  in  the  U.S.  federal  securities  laws)  affect  the  duties 
and  obligations  of  Goldman  when  acting  in  any  of  the  capacities  described  in  Question 
8?  If  so,  describe  how  any  of  Goldman's  duties  when  acting  in  any  of  these  capacities 
are  affected  by  the  status  of  the  investor  or  potential  investor. 

(b)  Does  Goldman  have  a  duty  to  conduct  a  suitability  analysis  when  making  a 
recommendation  to  any  of  the  types  of  investors  listed  in  Question  9(a)?  If  so,  describe 
the  nature  and  extent  of  the  analysis  to  be  conducted. 

(c)  Does  Goldman  owe  a  duty  to  disclose  any  adverse  interest  that  it  may  have  when 
recommending  a  security  to  any  of  the  types  of  investors  listed  in  Question  9(a)? 

♦    <►    ♦ 
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Responses  of  Mr.  Fabrice  P.  Tourre  to  the 
Supplemental  Questions  for  the  Record  of  the  Permanent  Subcommittee  on  Investigations 


1.  (a)    In  the  sale  of  the  securities  in  the  Abacus  2007-AC1  transaction  ("transaction"),  was 
Goldman  Sachs  ("Goldman")  a  placement  agent? 

As  explained  in  the  ABACUS  2007-AC1  offering  circular,  which  I  believe  was 
produced  previously  to  the  Subcommittee  staff,  Goldman,  Sachs  &  Co.  ("Goldman  Sachs")  acted 
as  the  Initial  Purchaser  and  underwriter,  Goldman  Sachs  Capital  Markets,  L.P.  acted  as  the 
Protection  Buyer  and  Basis  Swap  Provider  and  Goldman  Sachs  International  acted  as  the 
Collateral  Put  Provider.  I  do  not  know  if  Goldman  Sachs  was  considered  a  "placement  agent." 

(b)  Who  was  the  issuer  of  any  securities;  what  was  the  issuer's  relationship  to 
Goldman;  who  established  the  issuer;  and  who  requested  the  establishment  of  the 
issuer? 

The  co-issuers  of  securities  for  the  ABACUS  2007-AC1  transaction  were 
ABACUS  2007-AC1,  Ltd.  and  ABACUS  2007-AC1,  Inc.,  special  purpose  vehicles  ("SPVs") 
established  by  or  at  the  request  of  a  Goldman  Sachs  affiliate  for  the  purpose  of  the  transaction. 

(c)  In  the  sale  of  any  securities,  how  and  by  what  means  did  Goldman  bring  the  specific 
securities  to  the  attention  of  a  client  or  potential  investor?  Identify  each  client  or 
potential  investor  to  whom  Goldman  presented  the  transaction,  describe  each 
communication  with  that  client,  and  state  the  substance  of  each  communication.  (In 
lieu  of  stating  the  substance  of  a  communication,  you  may  provide  a  copy  of  the 
communication.) 

In  connection  with  ABACUS  transactions,  both  the  syndicate  group  and  the  sales 
force  within  the  Mortgage  Department  assisted  in  distributing  offering  materials  to  Goldman 
Sachs  clients  and  potential  investors.  In  addition,  Goldman  Sachs  salespeople  were  sometimes 
approached,  via  phone  or  e-mail,  by  clients  or  potential  clients  interested  in  purchasing 
securities.  Offering  materials  were  often  transmitted  via  e-mail,  and  hard  copies  were  also  often 
sent  via  U.S.  Mail  or  Federal  Express.  With  respect  to  the  ABACUS  2007-AC1  transaction, 
ACA  Management  LLC  ("ACA")  was  contacted  to  serve  as  portfolio  selection  agent  and 
potential  investor.  I  also  recall  that  1KB  Deutsche  Industriebank  AG  ("1KB")  was  approached  to 
determine  their  interest  in  potentially  investing  in  the  transaction.  As  I  did  not  work  in  the 
syndicate  or  sales  aspect  of  Goldman  Sachs'  business,  I  do  not  know  the  identity  of  each  client  or 
potential  investor  to  whom  Goldman  Sachs  presented  the  2007-AC1  transaction.  To  the  extent 
that  such  communications  are  memorialized,  they  would  likely  be  in  documents  maintained  by 
Goldman  Sachs.  I  believe  that  some  of  these  documents  have  been  produced  to  the 
Subcommittee  by  Goldman  Sachs. 
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(d)  Provide  copies  of  any  offering  circular  or  memorandum,  mortgage  capital 
committee  memo,  pitch  book  or  marketing  flip  book  or  similar  materials  regarding 
the  structuring  or  sale  of  interests  (including  securities)  in  the  transaction.  It  is  not 
necessary  to  provide  duplicates  of  the  same  material,  but  provide  the  identity  of  all 
persons  who  received  such  material. 

I  believe  that  the  requested  materials  previously  were  produced  to  the 
Subcommittee  staff. 

Neither  I  nor,  to  my  knowledge,  Goldman  Sachs  recorded  in  a  single  file  or 
central  location  each  instance  in  which  offering  materials  were  transmitted  to  potential  investors. 

Regarding  the  mortgage  capital  committee  memo,  I  do  not  know  the  identity  of  all 
persons  who  received  this  memo.  A  partial  list  of  intended  recipients  may  be  found  on  the  memo 
itself,  which  I  believe  has  already  been  produced  to  the  Subcommittee. 

(e)  Did  Goldman  advise  potential  investors  whether  it  had  taken  steps  or  planned  to  use 
the  offering  to  reduce  its  own  inventory  of  RMBS  or  CDO  securities  or  other 
holdings? 

I  recall  that  the  ABACUS  2007-AC1  transaction  was  not  planned  to  reduce 
Goldman  Sachs'  "inventory  of  RMBS  or  CDO  securities  or  other  assets."  Although  the  SPV  in 
the  ABACUS  2007-AC1  transaction  ultimately  purchased  the  collateral  securities  from  Goldman 
Sachs,  the  firm  retained  material  economic  interest  in  those  securities. 

(f)  Did  Goldman  conduct  a  suitability  analysis  in  connection  with  soliciting  clients  or 
potential  investors  to  purchase  securities  issued  in  the  transaction?  If  so,  describe 
the  suitability  analysis  conducted  for  each  investor  that  purchased  these  securities. 
If  Goldman  retained  a  written  record  that  reflects  that  such  a  analysis  was 
conducted  provide  a  copy. 

I  do  not  know  the  specific  information  sought  in  this  Request.  I  believe  that 
Goldman  Sachs  did,  however,  establish  suitability  requirements  for  transactions  involving 
mortgage-related  products,  and  I  have  no  reason  to  believe  that  these  requirements  were  not 
adhered  to  in  connection  with  the  ABACUS  2007-AC1  transaction.  Generally,  the  investors 
with  whom  Goldman  Sachs  transacted  in  these  products  were  large,  global  financial  institutions, 
insurance  companies  and  hedge  funds  with  significant  resources,  relationships  with  multiple 
financial  intermediaries,  and  access  to  extensive  information  and  research  flow.  Further,  as  I 
testified  to  the  Subcommittee,  the  only  two  investors  in  2007-AC1,  ACA  and  1KB,  were 
institutions  with  significant  resources  and  extensive  experience  in  this  market.  Indeed,  at  the 
time  of  2007-AC1,  each  institution  had  managed  more  than  $16  billion  of  CDOs  or  CLOs.  ACA 
and  1KB  were  also  both  longstanding  clients  of  Goldman  Sachs  and  had  each  invested  into 
numerous  ABACUS-type  transactions  with  Goldman  Sachs  prior  to  2007-AC1. 

2.  (a)  In  what  capacity  did  Goldman  act  for  Paulson  &  Co.  (together  with  any  of  its 

affiliates,  "Paulson")  with  respect  to  the  Abacus  2007-AC1  transaction  or  a  Credit 
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Default  Swap  transaction  that  referenced  any  or  all  of  the  same  entities  or  securities 
that  were  referenced  in  the  Abacus  2007-AC1  transaction?  Describe  in  detail 
Goldman's  relationship  to  Paulson  with  respect  to  those  transactions,  its  obligations 
to  Paulson,  the  nature  and  amount  of  any  fees  or  compensation  received  by 
Goldman  from  Paulson  relating  to  those  transactions,  and  whether  Goldman 
advised  investors  or  potential  investors  in  Abacus  2007-AC1  of  the  existence  and 
nature  of  its  relationship  with  Paulson. 

Goldman  Sachs,  as  market  maker,  was  facing  Paulson  &  Co.  ("Paulson")  as  a 
counterparty  in  several  credit  default  swap  ("CDS")  transactions  in  which  Paulson  purchased 
credit  protection  on  layers  of  risk  referencing  a  portfolio  of  Baa2-rated  RMBS  from  the  2006  and 
2007  vintage.  Goldman  Sachs  received  upfront  and  running  premium  payments  from  Paulson  as 
compensation  for  this  protection.  Goldman  Sachs  partially  offset  the  credit  risk  taken  in  these 
transactions  by  buying  CDS  protection  from  ACA  (intermediated  by  ABN  Amro)  and  the  SPV  on 
the  same  portfolio  but  with  either  different  attachment/detachment  points  or  different  settlement 
mechanics.  Upon  almost  simultaneous  execution  of  these  CDS  transactions,  Goldman  Sachs 
recognized  trading  revenue  of  approximately  $15  million.  A  detailed  description  of  the  ABACUS 
2007-AC1  transaction  is  set  forth  in  the  Mortgage  Capital  Committee  Memorandum  regarding  the 
ABACUS  2007- AC  1  transaction  and  Goldman  Sachs'  Wells  Submissions  to  the  Securities  and 
Exchange  Commission,  which  I  believe  have  already  been  produced  to  the  Subcommittee. 

Regarding  my  personal  knowledge  about  whether  Goldman  Sachs  advised 
investors  or  potential  investors  of  the  existence  and  nature  of  its  relationship  with  Paulson,  please 
see  my  response  to  Request  2(b). 

(b)  If  Goldman  did  so  advise  investors  or  potential  investors  of  the  nature  or  existence 
of  the  Paulson  relationship,  identity  who  so  advised  investors  or  potential  investors, 
the  date  on  which  that  person  so  advised  investors  or  potential  investors,  the 
identity  of  the  investors  or  potential  investors  so  advised,  the  manner  (i.e.  verbal  or 
in  writing)  in  which  the  person  was  advised,  and  the  substance  of  the 
communication  (and,  if  in  writing,  provide  a  copy  of  the  communication). 

Because  communications  with  investors  or  potential  investors  were  made  by 
many  different  people  within  Goldman  Sachs,  I  do  not  know  all  of  the  detailed  information 
necessary  to  respond  to  this  Request.  I  do  not  know  what  information  other  individuals  at 
Goldman  Sachs  provided  to  potential  investors  regarding  the  nature  or  existence  of  the  Paulson 
relationship,  who  they  communicated  it  to,  or  how  they  communicated  it.  I  believe,  however, 
that  ACA,  which  invested  in  2007-AC1,  was  fully  aware  of  Paulson's  role  in  suggesting 
securities  for  inclusion  in  the  portfolio.  Also,  as  I  testified  to  the  Subcommittee,  I  informed 
ACA  that  Paulson  was  expected  to  buy  credit  protection  on  some  of  the  senior  tranches  of  the 
2007-AC1  transaction.  I  further  note  that,  as  disclosed  in  the  ABACUS  2007-AC1  offering 
circular,  Goldman  Sachs  Capital  Markets,  L.P.,  was  the  original  protection  buyer  for  the  2007- 
AC1  transaction  but  could  enter  into  offsetting  hedging  transactions  to  convey  to  other  parties 
the  credit  protection  it  purchased  via  CDSs  with  the  ABACUS  2007-AC1  SPVs. 
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3.  During  your  appearance  before  the  Subcommittee  on  April  27, 2010,  you  engaged  in  the 
following  exchange  with  Senator  Levin: 

Senator  Levin.  You  did  not  disclose  to  ACA  that  Paulson  was  on  the  short  side  of 
this  deal.  Is  that  correct? 

Mr.  Tourre.  I  did  mention  to  ACA  that  the  expectation  was  that  Paulson  was  going 
to  buy  protection  on  senior  layers  of  risk  in  the  transaction. 

Senator  Levin.  That  they  were  going  to  be  only  on  the  short  side. 

Mr.  Tourre.  Yes.  (Transcript,  pp.  210-211) 

Describe  in  detail  what  information  was  provided  to  ACA  regarding  the  fact  that 
Paulson  was  going  to  be  only  on  the  short  side,  identify  to  whom  at  ACA  the  information 
was  provided,  and  identify  each  Goldman  representative  who  provided  that  information. 

As  I  testified  on  April  27,  2010,  although  I  do  not  recall  the  exact  words  I  used,  I 
did  inform  Laura  Schwartz  at  ACA  that  Paulson  was  expected  to  purchase  credit  protection  on 
some  of  the  senior  tranches  of  the  ABACUS  2007-AC1  transaction,  which  necessarily  meant  that 
Paulson  was  expected  to  take  some  short  exposure  in  the  deal.  As  I  further  testified  to  the 
Subcommittee,  I  never  told  ACA  that  Paulson  would  be  an  equity  investor  in  2007-AC1  or  take 
any  long  position  in  the  deal. 

Moreover,  the  negotiations  for  this  transaction  occurred  during  a  six-month  period 
between  January  and  June  2007.  Until  the  CDSs  between  Paulson  and  Goldman  Sachs  actually 
closed  in  April  and  June  2007,  Paulson  was  not  obligated  to  purchase  credit  protection  on  any 
specific  tranches  or  indeed  on  any  tranches  at  all,  and  Goldman  Sachs  was  not  obligated  to  sell 
the  protection  to  Paulson.  Market  conditions  were  volatile  throughout  this  period,  and  all  parties 
were  free  to  change  their  views  and  intended  positions  until  the  transactions  actually  closed. 

I  do  not  know  what  other  representatives  of  Goldman  Sachs  may  have  discussed 
with  ACA. 

4.  (a)   Did  you  or  any  representative  of  Goldman  state  to  ACA  that  Paulson  would  not  be 

an  equity  investor  or  otherwise  not  take  any  long  position  in  or  with  respect  to  the 
Abacus  2007-  AC1  transaction? 

I  do  not  recall  stating  to  ACA  that  Paulson  would  not  be  an  equity  investor  or 
otherwise  not  take  any  long  position  with  respect  to  2007-AC1,  nor  do  I  recall  ACA  ever  asking 
me  if  Paulson  intended  to  take  an  equity  or  long  position  in  the  deal.  As  I  testified  to  the 
Subcommittee,  I  am  surprised  that  ACA  could  ever  have  thought  that  Paulson  intended  to  take  an 
equity  or  long  position,  given  that  numerous  drafts  of  the  offering  documents,  as  well  as  the  final 
versions  of  those  documents,  made  clear  that  the  equity  tranche  was  not  being  offered. 
Moreover,  as  far  as  I  am  aware,  Paulson's  expectation  was  always  to  purchase  protection  on 
senior  layers  of  risk  and  I  conveyed  this  expectation  to  Laura  Schwartz  at  ACA. 
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As  I  further  testified  to  the  Subcommittee,  ACA  had  every  opportunity  to  ask 
questions  about  Paulson's  position  to  Paulson's  representatives  directly.  Indeed,  representatives 
of  Paulson  participated  in  all  my  meetings  with  ACA.  Moreover,  ACA  and  Paulson  had  several 
discussions  about  the  transaction  and  at  least  one  meeting  without  any  Goldman  Sachs 
representatives  present. 

I  do  not  know  what  other  representatives  of  Goldman  Sachs  may  have  discussed 
with  ACA. 

(b)  If  your  answer  to  Question  4(a)  is  "yes,"  describe  in  detail  what  information  was 
provided  to  ACA,  identify  to  whom  at  ACA  the  information  was  provided,  and 
identify  each  Goldman  representative  who  provided  that  information. 

Please  see  my  response  to  Request  4(a). 

5.  Provide  a  list  of  any  Abacus  bonds,  from  Abacus  2007-AC1  or  other  Abacus 
transactions,  that  Goldman  repurchased  from  the  market.  List  each  bond  by  name,  size, 
and  the  party  from  whom  it  was  repurchased. 

I  am  not  aware  of  the  ABACUS  bonds  that  Goldman  Sachs  as  a  firm  repurchased 
from  the  market,  but  I  believe  that  Goldman  Sachs  could  address  this  question.  As  such,  this 
Request  is  properly  directed  to  Goldman  Sachs. 

6.  Provide  a  list  of  all  CDOs  containing  bonds  from  Abacus  2007-AC1  or  other  Abacus 
transactions.  List  each  bond  by  name,  size,  and  the  CDO  that  purchased  the  bond. 

I  am  not  aware  of  the  CDOs  containing  bonds  from  2007-AC1  or  other  ABACUS 
transactions,  but  I  believe  that  Goldman  Sachs  could  address  this  question.  As  such,  this  Request 
is  properly  directed  to  Goldman  Sachs. 

7.  Provide  any  document  possessed  by,  generated  by,  or  provided  to  you  related  to 
obtaining  a  credit  rating  related  to  any  Abacus  transaction  by  any  credit  rating  agency, 
including  any  correspondence,  emails,  memoranda,  or  other  analysis  or  exchanges  of 
information. 

I  do  not  personally  maintain  in  readily  accessible  form  the  requested  documents; 
this  Request  is  more  properly  directed  to  Goldman  Sachs  and  my  understanding  is  that  Goldman 
Sachs  is  working  to  address  this  Request. 

8.  Describe  in  detail  your  understanding  of  Goldman's  legal  duties  of  disclosure,  pursuant 
to  securities  laws  and  regulations,  including  rules  prescribed  by  the  SEC  or  FINRA,  to 
purchasers  of  securities  when  Goldman  acts  in  any  of  the  following  capacities:  (a) 


1 1  also  note  for  the  record  that  I  am  currently  on  paid  administrative  leave  from  Goldman  Sachs 
International  and  I  am  not  reporting  to  my  office  or  performing  my  regular  duties. 
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market  maker;  (b)  underwriter;  (b)  placement  agent;  (d)  broker  (when  making  a 
solicitation  or  recommendation  of  a  security);  or  (e)  a  dealer.  Include  your  definition  of  a 
"market  maker." 

Regarding  Goldman  Sachs'  legal  duties  of  disclosure,  I  am  not  a  lawyer  and  am 
not  qualified  to  describe  the  legal  duties  of  Goldman  Sachs  as  a  firm.  Goldman  Sachs  has  a 
well-established  institutional  review  process  for  securities  offerings  that  includes  review  of 
potential  transactions  by  its  Legal  and  Compliance  departments,  and  I  always  relied  on  that 
process  to  ensure  adequate  legal  disclosures. 

However,  my  personal  understanding  of  a  "market  maker"  is  a  financial 
intermediary  that  stands  ready  to  make  an  offer  to  buy  or  sell  a  given  financial  instrument 
whenever  a  seller  or  a  buyer  enters  the  market.  A  market  maker  connects  buyers  and  sellers  - 
and  thereby  provides  critical  liquidity  -  through  its  willingness  and  ability  to  commit  its  own 
capital  in  taking  the  other  side  of  transactions  that  its  customers  wish  to  execute.  While  the 
transactions  executed  by  a  market  maker  are  often  initiated  by  a  customer  looking  to  make  a 
specific  purchase  or  sale,  a  market  maker  may  also  frequently  propose  transactions  to  its 
customers,  based  on  their  previously  expressed  investment  interests  or  needs. 

As  I  testified  on  April  27, 1  believe  that,  in  my  capacity  as  a  market  maker,  I  had  a 
duty  to  serve  my  clients,  and  with  respect  to  Goldman  Sachs'  role  as  market  maker,  Goldman 
Sachs  has  a  duty  to  show  prices  to  its  clients  and  offer  them  liquidity. 

With  regard  to  the  role  of  an  underwriter  and  placement  agent,  1  believe  that 
disclosure  with  respect  to  the  assets  and  the  structure  of  the  transaction  is  required,  and  that  the 
specific  information  that  underwriters  and  issuers  have  a  duty  to  disclose  is  governed  by 
disclosure  rules  that  are  meant  to  provide  an  investor  with  what  they  need  to  make  their  decision 
in  investing  in  that  particular  product.  But,  as  noted  above,  the  precise  nature  of  those  disclosure 
obligations  are  best  addressed  by  others  within  Goldman  Sachs. 

9.  (a)   Does  the  fact  that  an  investor  or  a  potential  investor  with  whom  Goldman  is 

transacting  business  is  an  "accredited"  investor,  a  "qualified  institutional  buyer"  or 
a  "qualified  purchaser"  (as  those  terms  are  used  in  the  U.S.  federal  securities  laws) 
affect  the  duties  and  obligations  of  Goldman  when  acting  in  any  of  the  capacities 
described  in  Question  8?  If  so,  describe  how  any  of  Goldman's  duties  when  acting  in 
any  of  these  capacities  are  affected  by  the  status  of  the  investor  or  potential  investor. 

As  noted  above,  I  am  not  a  lawyer  and  thus  not  in  a  position  to  speak  with 
authority  on  the  legal  duties  imposed  on  Goldman  Sachs  to  transact  business  in  the 
circumstances  described  above.  However,  I  do  know  that  Goldman  Sachs  has  a  duty  to  be 
truthful.  In  addition,  I  believe  that  for  the  sophisticated  investors  who  dealt  with  my  desk,  such 
"  as  ACA  and  1KB,  we  were  able  to  show  them  more  sophisticated  potential  transactions. 
However,  to  the  extent  that  this  request  calls  for  a  legal  analysis  of  the  implications  of 
"accredited  investor,"  "qualified  institutional  buyer"  and  "qualified  purchaser"  status  under  state 
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and  federal  securities  laws,  this  Request  is  better  directed  to  the  members  of  Goldman  Sachs' 
Legal  and  Compliance  Departments  who  covered  my  desk. 

(b)  Does  Goldman  have  a  duty  to  conduct  a  suitability  analysis  when  making  a 
recommendation  to  any  of  the  types  of  investors  listed  in  Question  9(a)?  If  so, 
describe  the  nature  and  extent  of  the  analysis  to  be  conducted. 

I  believe  that  Goldman  Sachs  has  implemented  controls  to  ensure  that  certain 
restricted  transactions  are  sold  only  to  certain  types  of  investors,  but  I  was  not  personally 
involved  in  such  analysis.  However,  the  investors  with  which  I  did  business  were  all 
sophisticated  institutions  with  significant  resources  and  expertise  in  the  relevant  markets.  As  I 
noted  in  rriy  response  to  Request  9(a),  I  believe  that  sophisticated  investors,  such  as  those  I  dealt 
with  on  my  desk,  may  be  shown  more  sophisticated  potential  transactions.  To  the  extent  that  this 
Request  calls  for  a  legal  analysis  under  state  and  federal  securities  laws,  it  is  better  directed  to 
Goldman  Sachs'  Legal  and  Compliance  Departments. 

(c)  Does  Goldman  owe  a  duty  to  disclose  any  adverse  interest  that  it  may  have  when 
recommending  a  security  to  any  of  the  types  of  investors  listed  in  Question  9(a)? 

As  an  initial  matter,  I  am  not  clear  about  the  definition  of  "adverse  interest"  as 
used  by  the  Subcommittee  in  this  Request.  In  the  absence  of  such  an  understanding,  I  am  not 
certain  that  I  can  properly  address  the  Request.  Moreover,  as  I  am  not  a  lawyer,  this  Request  is 
better  directed  to  Goldman  Sachs'  Legal  and  Compliance  Departments. 

However,  as  a  general  matter,  my  understanding  is  that  Goldman  Sachs  regularly 
discloses  certain  conflicts  of  interest  that  arise  when  Goldman  Sachs  assumes  multiple  roles  in  a 
transaction.  I  believe  that  such  disclosure  may  sometimes  include  a  description  of  certain 
adverse  interests.  For  example,  in  the  2007-AC1  transaction,  a  Goldman  Sachs  affiliate, 
Goldman  Sachs  Capital  Markets,  L.P.,  was  disclosed  in  the  offering  documents  as  the  Protection 
Buyer  that  bought  CDS  protection  from  the  SPV;  this  role  as  Protection  Buyer  meant  that  a 
Goldman  Sachs  affiliate  had  an  interest  adverse  to  investors  in  2007-AC1,  and  this  adverse 
interest  was  fully  disclosed. 

Regarding  Goldman  Sachs  "recommending"  a  security,  I  am  unclear  about  the 
definition  of  "recommending"  as  used  by  the  Subcommittee;  as  I  understand  the  term,  however,  1 
do  not  know  whether  Goldman  Sachs'  "recommendation"  of  a  security  impacts  its  duties  of 
disclosure. 
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Confidential  Treatment  Requested  by  Goldman  Sachs 

1.  (a)  In  the  sale  of  the  securities  in  the  Abacus  2007-AC1  transaction  ("transaction"),  was 
Goldman  Sachs  ("Goldman")  a  placement  agent? 

Goldman,  Sachs  &  Co.  acted  as  the  Initial  Purchaser  and  underwriter,  Goldman 
Sachs  Capital  Markets,  L.P.  acted  as  the  Protection  Buyer  and  Basis  Swap  Provider  and 
Goldman  Sachs  International  acted  as  the  Collateral  Put  Provider 

(b)  Who  was  the  issuer  of  any  securities;  what  was  the  issuer's  relationship  to 
Goldman;  who  established  the  issuer;  and  who  requested  the  establishment  of  the 
issuer? 

Please  see  Mr.  Tourre's  response  to  this  Question  and  Goldman  Sachs'  response 
to  Question  2(a)  posed  to  Mr.  Blankfein. 
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Confidential  Treatment  Requested  by  Goldman  Sachs 
Tourre  1(c)  &  (d): 

1.  (c)    In  the  sale  of  any  securities,  how  and  by  what  means  did  Goldman  bring  the  specific 
securities  to  the  attention  of  a  client  or  potential  investor?  Identify  each  client  or  potential 
investor  to  whom  Goldman  presented  the  transaction,  describe  each  communication  with 
that  client,  and  state  the  substance  of  each  communication.  (In  lieu  of  stating  the  substance 
of  a  communication,  you  may  provide  a  copy  of  the  communication.) 

1.  (d)   Provide  copies  of  any  offering  circular  or  memorandum,  mortgage  capital 
committee  memo,  pitch  book  or  marketing  flip  book  or  similar  materials  regarding  the 
structuring  or  sale  of  interests  (including  securities)  in  the  transaction.  It  is  not  necessary  to 
provide  duplicates  of  the  same  material,  but  provide  the  identity  of  all  persons  who 
received  such  material. 

Blankfein  2(b):  r 

2.  Provide  the  following  information  regarding  the  sale  of  securities  in  each  of  the 
following  transactions  (each  of  which  is  hereinafter  referred  to  in  this  question  as  a 
"Transaction"  or,  collectively,  "the  Transactions"):  Abacus  2007- AC1;  Anderson 
Mezzanine  Funding  2007-1;  Camber  7;  Fort  Denison  Funding;  Hudson  Mezzanine 
Funding  2006-1;  Hudson  Mezzanine  Funding  2006-2;  Point  Pleasant  Funding  2007-1;  and 
Timberwolfl. 


(b)  In  the  sale  of  any  securities,  how  and  by  what  means  did  Goldman  bring  the  specific 
securities  to  the  attention  of  a  client  or  potential  investor?  Identify  each  client  or 
potential  investor  to  whom  Goldman  presented  any  of  the  Transactions,  describe  each 
communication  with  that  client,  and  state  the  substance  of  each  communication.  (In  lieu 
of  stating  the  substance  of  a  communication,  you  may  provide  a  copy  of  the 
communication.) 

The  requested  materials  for  ABACUS  2007-AC1  were  previously  produced  to  the 
Subcommittee  staff.  The  following  chart  sets  forth  the  production  numbers  of  the  requested 
materials. 


Transaction  Document 

Production  Number 

Offering  Circular 

GS  MBS-E-0 13 100361  -  13100556 

Term  Sheet 

GS  MBS-E-019710908  -  19710916; 
GS  MBS-E-002507886  -  2507894 

Flip  Book 

GS  MBS-E-005954146  -  595421 1; 
GS  MBS-E-002407580  -  2407645 

Mortgage  Capital  Committee  Memo 

GS  MBS-E-005974542  -  5974549 

Confidential  Treatment  Requested  by  Goldman  Sachs 
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As  discussed  with  the  Subcommittee  staff,  Goldman  Sachs  also  encloses  a  CD- 
ROM  containing  e-mail  (bearing  production  numbers  GS-MBS-E-021019055  -21020015)  from 
October  1 ,  2006  through  December  3 1 ,  2007  reflecting  communications  concerning  potential 
investors  to  whom  Goldman  Sachs  marketed  ABACUS  2007-AC1 .'  Goldman  Sachs  notes  that 
in  general  the  firm  marketed  CDOs  solely  to  qualified  purchasers  within  the  meaning  of 
Securities  and  Exchange  Commission  Rule  144A,  and  that  the  firm's  salespeople  discussed 
securities  via  phone  or  e-mail  with  clients  or  potential  clients  known  to  have  an  interest  in  the 
particular  products  in  which  they  dealt.  Marketing  materials  were  often  transmitted,  upon 
request,  to  interested  clients  or  potential  clients  via  e-mail.  Hard  copies  were  sent  via  U.S.  Mail 
or  Federal  Express. 

Goldman  Sachs  also  notes  that  it  previously  produced  to  the  Subcommittee  a 
spreadsheet  (bearing  production  number  GS  MBS  0000038771)  listing  investors  to  whom 
Anderson  Mezzanine  Funding  2007-1,  Camber  7,  Fort  Denison  Funding,  Hudson  Mezzanine 
Funding  2006-1,  Hudson  Mezzanine  Funding  2006-2,  Point  Pleasant  Funding  2007-1  and 
Timberwolf  I  were  marketed. 


To  locate  these  communications,  Goldman  Sachs  reviewed  e-mail  sent  to  or  from  the  Exchange 
user  accounts  of  Goldman  Sachs  employees  from  the  period  October  1, 2007  through  December 
31, 2007  containing  the  search  terms  "collateral  disposal  agent"  and  "ABACUS." 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS  0000038838 

PSI  QFR  GS0544 


Footnote  Exhibits  -  Page  2788 


Confidential  Treatment  Requested  by  Goldman  Sachs 


6.   Provide  a  list  of  all  CDOs  containing  bonds  from  Abacus  2007-AC1  or  other  Abacus 
transactions.  List  each  bond  by  name,  size,  and  the  CDO  that  purchased  the  bond. 

Goldman  Sachs  encloses  a  spreadsheet,  which  sets  forth  the  initial  and  current 
mortgage-related  CDOs  underwritten  by  Goldman  Sachs  (bearing  production  numbers  GS  MBS 
0000035823)  which  include  bonds  from  Abacus  2007-AC1  or  other  Abacus  transactions. 
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Confidential  Treatment  Requested  by  Goldman  Sachs 
CDO  Asset  Details  (Current) 


Type  of 
collateral 


COO  Deal 


Cualp 


DEFAULT! 
FLAG    I 


Description 


ABS 

ADIR0S2 

002S6GAB1 

N 

ABS 

AOIR052 

002S6PAC9 

N 

ABS 

ALTIUS1 

O0256GAB1 

N 

ABS 

ALTIUS1 

002S6GAC9 

N 

CMBS 

ALTIUS3 

00257AAC1 

N 

CMBS 

ALTIUS3 

002S7AAD9 

N 

CMBS 

ALTIUS3 

00257  HAB8 

Y 

CMBS 

ALTIUS3 

00257HAC6 

Y 

CMBS 

ALTIUS3 

00257HAD4 

Y 

CMBS 

ALTIUS3 

00257HAE2 

Y 

CMBS 

ALTIUS3 

00257HAG7 

Y 

CMBS 

ALTIUS4 

002S78AF9 

Y 

CDO 

OAVIS03 

0025S0AA9 

Y 

COO 

0AVISQ3 

00256LAC8 

Y 

COO 

DAVISQ4 

O02550AA9 

Y 

CDO 

OAVIS04 

002S6LAC8 

Y 

ABS 

OAVISQ7 

00257  AAA5 

N 

ABS 

DAVISQ7 

00257AAB3 

N 

ABS 

DAVISQ7 

00257  AAC1 

N 

ABS 

FORTIU1 

002S6PAA3 

N 

ABS 

FORTIU1 

00256PAB1 

N 

CMBS 

FORTIU2 

0O257HAHS 

Y- 

CMBS 

FORTIU2 

002S63AB0 

Y 

CMBS 

FORTJU2 

002563AC8 

Y 

COO 

GSTFIN 

0O256GAB1 

N 

CMBS 

HOUTB061 

00257AAAS 

N 

ABAC2005-4AA2 
ABAC  200S-4A  C 
ABAC2005-4AA2 
ABAC2005-4AB 

ABAC  20O6-10A  ■  C  LfcoroO.52%  10/2045 
ABAC  2006-10A  ■  D  Ubor<0.65%  10/2045 
ABAC  2008-13A  -  B  Libor>0.43tt  09/2046 
ABAC  2008-1 3A  -  C  UborK>.46%  090046 
ABAC  2005-1 3A  -  D  Ubor+0.50%  09/2046 
ABAC  2006-1 3A  -  E  Ubor*0.65%  090046 
ABAC  2006-1 3A  - G  Llbor-K).80%  09/2046 
ABACUS  2006-17,  Ltd.  (ABAC  2006-1 7A  E) 
ABACUS  2004-1  Ltd  (ABAC  2004-1 A  A) 
ABACUS  2005-3,  Ltd.  (ABAC  2005-3  CS2) 
ABACUS  2004-1  Ltd  (ABAC  2004-1 A  A) 
ABACUS  2005-3.  Ltd.  (ABAC  2005-3  CS2) 
ABAC  2006-1 OA  -  A  Libor+.40%  10/2045 
ABAC  2006-10A  -  B  Ubor«0.47%  100045 
ABAC  2006-1  OA  •  C  Lbor«b.52%  10/2045 
ABAC  20O5-4A  -  0  Libor+2.50%  080046 
ABAC  200S-4A  -  E  Libor*5.0%  080046 
ABAC  2006-1 3A  -  H  Libor+1 .30*  090046 
ABAC  2006-NS1A  -  J  Libor+1.80%  08O046 
ABAC  200S-NS1 A  -  K  Libor+2^20%  080046 " 
ABACUS  2005-4.  Ltd.  (ABAC  20O5-4A  A2) 
ABACUS  2006-10,  Ltd.  (ABAC  2006-1  OA  A) 


Current  Face 

Intex  Ooal 

I  Intex  Tranche 

RATING 

RATING 

1    RATING 

ISouro 

I  SYNTH! 

1     Asor 

I  Closing  I 

Amount 

Name 

I        Name 

FITCH 

MOODY 

SAP 

1     HC 

I      Date     I 

30,000,000.00  ABAC054 

A2 

NR 

Baa3 

CCC- 

Intex  ' 

N 

17-Jun-10 

15-NOV-05 

1 5,000,000.  OC  ABAC054 

\c   ' 

NR  ' 

Ba1 

CCC- 

Intex 

N 

17>lun-10 

15-Nov-OS 

20.000.000  OC  ABAC054_ 

A2 

NR 

Baa3 

ccc- 

Intex 

N~ 

17-Jun-10 

24-Aug-05 

40,060.066.6c  abacom™  ' 

"b" 

NR 

Ba1 

c'cc- 

Intex 

"•H~ 

17-Jun-10 

24-Aug-OS' 

4,750.000.00  ABACOsTo 

•  C 

NA 

82 

ccc- 

Intex 

:.N 

17-Jun-10 

28-Sep-06 

5.250,000.00  ABAC081 0_ 

D 

NA 

B2 

CCC-          Intex  ^ 

N 

17-Jun-10 

28-Sep-OS 

1 1 ,718,750.00  ABAC061 3*^ 

'•a  '  ' 

ccc 

C              " 

CCC 

•Intex 

•N 

17-Jun-10 

28-Sep-06 

5,931 ,250.00  ABAC061 3  ' 

X 

ccc 

C 

tCCC 

"Intex 

N 

17-Jun-10 

28-Sep-06 

2.000.000.00  ABAC0613 

D 

ccc 

C 

CCC 

Intex 

n' 

17-Jun-10 

28-Sep-06 

7.925.000.00  ABAC061 3 

,E 

CCC 

C 

CCC 

.Intex 

n' 

17-Jun-10 

28-Sep-OS 

2.950.000.00  ABACOSi  3 

G 

CCC 

C 

CCC 

,  Intex 

N 

17-Jun-10 

28-Sep-06 

13,500.00o!60ABAC0617_ 

'  ..E  ' 

NA 

C 

cc 

intex 

N 

17^lun-10 

31-May-07 

9,687,959.33  ABAC041    _" 

fA 

NA 

C 

ccc- 

Intex 

N 

,17-Jun-10 

21-OCI-04 

5.000,000.00  ABAC053  J 

\c 

NA 

C 

ccc- 

Intex 

N 

17-Jun-10 

21-0ct-04 

24.219,898.32  ABAC041^* 

''a"  ' 

NA 

C 

ccc- 

.Intex 

i;N 

17Jun-10 

6-Apr-OS 

8.000,000.00  ABAC053"  ' 

~ 'p 

NA 

C 

ccc- 

Intex 

,-N 

17^un-10 

6-Apr-05 

'  40,6o0.O00.OCABAC06'l0" 

A 

AAA 

Ba2 

ccc- 

Intex 

'n"v 

*17-Jun-10 

5-Oec-06 

IS.OOO.OOO.OC  ABAC0610 

J?v'.. 

;c 

AA+ 

B1 

ccc- 

Intex 

N 

17-Jun-10 

5-Oec-0e 

5^606,000.00  ABACOeio' 

NA 

82 

ccc- 

intex 

N"  "" 

17-Jun-10 

5-Dec-OS 

4,500,000.00  ABAC054 

'i,D 

NA 

Baal 

ccc- 

Intex 

)u' 

<-17-Jun-10 

'S-Mar-06 

2,500,000.00  ABAC054 

E1 

NA 

Baal 

ccc- 

Intex 

N 

17-Jun-IO 

B-Mar-06 

4,000,000.00  ABAC061 3 

H 

CCC 

C 

"CCC 

"Intex 

N 

<17^un-10 

7-Dec-06 

5.000.000.0Q  ABAC06N1 

'    J 

NA 

C 

CCC 

Intex  ' 

N 

.17-Jun-IO 

7-Dec-06 

2.600.060.00  ABAC06N1 

""'K 

NA 

C 

ccc 

,  Intex 

N 

.17-Jun-10 

7-Dee-06 

1 0.OOO.OOO.OC  ABAC054    '" 

A2 

NA 

Baa3 

ccc- 

{Intex 

•N 

17^iun-10 

20-OO-05 

43.000.000.0C  ABAC061 0 

.A 

NA 

Ba2 

ccc- 

Intex 

N 

17-Jun-10 

2-May-OB 
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1           emit 
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CMBS 

""  ACUROSi" 

KSMPACS" 

CMBS 
CMBS 
COO 
CMBS 

"  ALTIUSi 
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ALTIUS3  ~ 
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ALTIUSJ 
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CMBS 
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CMBS' 
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ALTIUSJ 
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RMBS 

ALTIUSJ 
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ALT1US4 

.002976AF9 
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OAVISOJ 

002550AA9' 

COO 

DAVISQ4- 

002550AA9 

ABS 

OAV1S07"' 

'  00257AAA5 ' 

ASS 

dawsc?7~ 

"  00257AASJ" 

ASS 

OAVISQ7" 

•  O&WAACl" 

COO 

DAVISQ7 

"  66297BAB1 ' 

COO 

0AVISO7  ' 

0O297BAC9' 

COO 

DAV)S07 

00297DAA9 

COO 

DAV1SQ7  " 

'  00297KAB1 

COO 
COO 

OAVIS07 
DAVISQ7~ 

'  Ma57KAC9 
"  iD02S7LAAl'" 

ABS 

FORTIU1 

^002S6PAAJ  " 

ABS 

FORTIU1 

OtasWMi' 

RMBS 

FORTIU2 

00297WAA7 

CMBS 

FORTIU2  " 

06257MAM9~ 

CMBS 

FORTIU1  ' 

'  002HJAB0 

CMBS 

FORTIUS 

ooaseJAce' 

CDO 

GSCA0S3G 

I  002S7AAQ2 

COO 

CSTFIN "~ 

"  002S6OAB1' 

CMBS 

HOUTBOS'l 

"  00257AAAS 

ABS 

LOCHS  " 

'  00257AAF4" 

ABS 

LOCHS  " 

00257HAF9' 

COO 

T1MBW1 

otase'iAoa" 

COO 

T1MBWI 

0029SIAES 

DEFAULT  FLAO 


Description 


I  Cumnl  Face  Ai 


ABACUS  2005-4.  Ltd.  (ABAC  2005-4A  A3) 

"  ABACUS 2005-4.Ltd. (ABAC JOOSUaC) 
ABACUS  2005-4.  Ltd.  (ABAC  2009-4A  AI)" 
ABACUS  20OS-4,  Ltd.  (ABAC  20O5-4A  B)  ' 
,ABAC"26»iaA-CLibor*O.S2K  10/2Ot5'  " 
ABAC  2008-fOA  -  D  Ubef«0.6Stt  1 0/2045 

".  ABAC  2006-1 1  A~-  A2  Ubof  •O.SO*  OW204J_ 
ABAC  200S-1 1 A  -  B  Utor^O.76%  09/2O4S 
ABAC  2006-11A.CUberM.6l>*  09/2045 
ABAC  2006-1 JA  -  B  LUwrMMJ*  OS/2046 
ABAC  2o6s-'t  JA  -  C  UborHMS*  091204a 
ABAC  2008-1  JA  -  D  UbwO.50%  09/2046 
ABAC  2006-1  JA  -  E  UborH).69%  09/2046 
ABAC  2006-1  JA-GLbor4.60%  09/2046 
ABAC'2008-14A-A2UI>or*0.Sa%  10(2045' 
ABAC  2008-14A-  B  UbonO.70*  10/2045 
ABAC  2006-14A  -  C  Uber>1  60%  10/2049 
ABACUS  2008-17.  Ltd.  (ABAC  2006-1 7A  E) 
ABACUS  2004-1  Ltd  (ABAC  2004-1AA) 
ABACUS  2004-1  Ltd  (ABAC  2004-1 A  A) 

'  ABAC  2008-10A-  A  Ubor»  .40%  10/2045 
ABAC  2008-1 OA  -  B  Ubor>0.47%  1012049 
ABAC  2009-IOA '.  c'Ubor<6.62%  1012049 
ABAC  200S-I2A  •  A2  Ubor>.6J%  07/2038 

'  ABAC  20C6O2A  •  B  LISor>.72%  072035 
ABAC  2006-t2A^CL«x>rM  .60% -07/2038 

"  ABAC  2009-i  &A  -  A2  L8xr>.S2*  0412049 
ABAC  2008-15A  -  A3  UbcrM>.S0%  04/2048 
ABAC2006-1SA-CS1  UbOfl.67%  0412049 
ABAC  200SJA  -  D  L0>cr>2.S0%  06/2048 
ABAC  2005-4A-ELOx>r>5.<m  06/2046 
ABAC  2008-1 1 A  -  O  Uboo  J  JO*  09/2049 
ABAC21>OS-lJA-HLB>er»1.JO%09/2046  " 
ABAC  2006-NSI A  -  J  Ubor>1.80%  06/2046 
ABAC  2006-NS1A-  K  Ubot«2J0%  060046 
ABACUS  2006-10.  Ltd.  (ABAC  2006-10  C) 
ABACUS  2005-4.  Ltd  (ABAC  2005-4A  A2| 
ABACUS~200(M0.  Ltd.  (ABAC  2006-10  AI 
ABAC  2008-IOAl  F  Ubor*0.65%  10/2049 
ABAC  2006-1  JA- F  LBxir^l.70H  OSV204S 

'  ABAC2S08-HG1AC 
ABAC2908-HG1AO 
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30,0O0.0Oa00;ABACOM      . 

'  Vs^ooo'dbo.odABACW?  ' 

^TO,O00.0b'ABAC05«'  " 
J0.060.b00.00  ABAC054  '" 

il^OOOOO.ABACOSiO 

"'   9^SO.0OO.O0"|MACO6'll) 

"20,o6070O0.00lABACO61 1_ 

'  197j7\6o0.bO'AaiVC06'l1 

'I6.'750.6o6.00 1  ABACOe'l  1 

"n.'7i's,7so.ob:ABAcbeiJ 

'   5.931  aSO-OOiABACOe'lj" 
2,Oo6'.666.00ABACOS13 
7>2^.000.00;ABAC061J 
2JS0.OO0.0b,'ABACO61J  " 
20JI0b.000.00  ABAC06I4 
'  20.O60.OOO.O0:ABAC0614~ 
20.O00~.OCO.d0!ABAC06l4"  ' 
1jjOO.obo7dO.ABAC0617 

12.000.000  oojabacom 
jorooojiob7(io:ASACo4i 
40.o60.oooll6  [ABACO610" 
i5.6ooj»o.ob:ABACosio  ' 
5.000.000T00:  ABAC0610' ' 
i4!soo.odo:o60tBAc6si2 

"  10,iob'.'000.00'i'ABAC6612" " 

i2,ooo.ow.'oojABACooi2 

'10T006.000.00''ABAC0619' 

'  20.ow.ooo.o0iabaco81s'' 
20.ooo.6oo.oo;abacosi5^ 

4.500.00000.  ABACOM 
'  2JOO;000.00,ABAC054  ' 

ior«n.ooo.od'A8Ac6si  i 

4.000.060.00  ABAC061 3 

s.ooo.ooo.oo.abacogni" 

2.000roOO.OO'  ABAC06N1 

Vmo.kxj.oo  abacosio"  ' 

10WflO0.C0,ABACOM 

«j.odo.oooToo"'ABAC08io 
io;ooo.6oo.o6|ABACoei6 

7.C00.000700.'ABAC061J 
6.O0O.OOO.O0IABACO6HI' 
O.66O.OOO.M ,  ABACOSH'i 


tntoot  TiwmJhi 
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A2 

",'C 

;** 

•B 

C"" 
'0 

A2 

B 

C 

B 

;c' 
.0 

E 

o" 

A2 

■8 


RATINO.fTTCH 


IRATtNO  MOO0| 
Y 


RATtNO  S*P 


ISYNTHI 
TIC 


NA_ 

NA 

NA" 

NA 

NA 

NA" 

NA 

NA 

NA' 

NA" 

NA 


c 

NA 

us 

AA 

B 

AA- 

!c 

NA 

A2ISSUE0 

AW 

:A3  issued 

NA 

c.sERiESi 

NA 

0 

NA 

'El 

NA 

'0 

NA 

|H 

BSE 

J 

NA 

K 

NA 

.c 
"ib' 


AaJ 

•Aa2' 
AB3 
Aal 
Al3 
A2 
Aal 
Aa2 


Aaa 
Aaa 
Au 
!Aa1 
Aa2 
Ad' 
,Aaj' 
A3 
Aaa' 
Aai 
.A3 
Baal 
Bail 
Bui 
Baal 
Baa2 
BaaJ 
AJ  ' 


A2 

A3 
A2 
A3 


AA 
AA- 
AAA 


A- 
AA* 


A- 
AAA 


A- 

A« 


BB» 
BBS 


A 

1* 


Intel 
tntax 


Max 

Intel 

Intel 

Intel 

Intex 

Intea 

Intu- 

Intu 

Intu 

Intu' 

Intel 


Intu 
Intu 


Intel 
Intu 
Intel 

Intu 
Intu 


Intel 
Inlu 


1"     1 


Cloelng 


17-Mey-OS 
'  t7*ar6a' 
29-May46~ 
29-MIT46' 
2»jan<)7" 
29-J1BV07 
2B-Jan-07~ 
IS-JuvOf  " 
29-Jan47 
28Jan-07" 
2»Jaiv07"" 
2»Jen-07' 
29Jan-67^ 
2»Jalv07 
2Man-0'7~ 
29-Jen-07 
2IKIan47" 
JO>iio-07" 

as-Mi^os' 

lOOd-OS 
10«cM)7' 
10«cM>7 
10-Oct«7  ' 
'  10O3-07 
104M-07' 
1O-6d-07' 
IO-Oci-07 
10-0047 
104M-07 
H-Am-OS 
12-iuvOO 
94ln-07 

S-Mn47~ 
9-MaVd7  ' 
21-May47~ 
2tApt-06" 
443*06"  ' 
frMer-07  " 
9-MeH>7 
J»Aug-07 
3&AH8-0?' 


iwieToin 

1VN0V49  , 

24JtenH>5" 
26ie|>46": 
2B-Sep-0S  ' 
26«ep«S  '• 
26-Sap'-68 
2t-SeH» 
26-Sep-06  , 
26«ep-06'  : 
26-SeF-06"; 
.26-SepJe  '! 
2'a>Sep-08  1 
26-SeHW 

,26^«>-oe': 

26-SepJ»"; 
31-Mayj)7j! 
21Oet-04  ) 
6-A|e45  "; 
SOeofle"""! 
5-Oeo()6  "1 
60eo«6  ) 
5-CW4J6  '| 
6-Deo46'  1 
S4>eo4)6" 
9-Cwfle": 
5-6e»OS'  ' 
54>e>Oe  ; 
644BI-66 
64laHJS~. 

7-cWoe' 
T-cwde'  1 

7-Oeo-06"'  ; 
7-Oe*08  "I 
ie-Jen-07  ', 
20-Ocl-H  1 
2-Ma»-06  I 
*Oci««"| 
443CI-06'  "' 
27-«taf-07', 
27-MarOf ', 
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INTERNAL  USE  ONLY 


Desk 


SPG  Trading  (Swenson,  Lehman,  Birnbaum) 

CMBS  Securities 

CMBS  Synthetics 

CRE  CDO 

ABS  Securities  > 

ABS  Synthetics 

Property  Derivatives  ; 

Correlation 


Gross  Total 


Exit  Price 
Transfers 


Net  Total 


Actual  P&L  as  ot  29-Novembar-20O7 


Desk 


CDO/CLO 


Actual  P&L  as  ot  29-Atovem6er-2O07 


P&L  ($000) 


Sales  Credits 


WTD 


(20,598) 
22,067 
0 
(67,379) 
75,446 
0 
27,304 


36.840 


0 
8,113 


44,953 


PWA 


(1,356) 

7,033 

51 

(20,081) 

63,873 

0 

21,270 


70,790 


(3.150) 


0 

M 


70.782 


Variance  % 


1420% 

214% 

-100% 

236% 

18% 

n/a 

28% 


■48% 

n/a 

-98111% 


-36% 


07YTD 


(91,087) 

387,762 

2,651 

(1,111,597) 

3,396,855 

0 

1,133,355 


3.717.939 


0 
7,682 


3.725.621 


YTD  Annl 


(89,368) 
380,446 
2,601 
(1,090,624) 
3,332,763 
n/a 
1,111,971 


3.647.789 


n/a 
7,537 


3.655.326 


2006  FYE 


29,623 

16,688 

3,283 

20,602 

36,150 

0 

118,519 


226,865 


(52,958) 
(10,504) 


163.403 


07  YTD 


101,024 
307,997 
162,251 


571,272 


YTD  Annl 


101,024 
n/a 
n/a 

307,997 
n/a 
n/a 

162,251 


571,272 


n/a 
n/a 


671,272  1      571.272  1      279T2S8 

As  or  2y-November-2007  (woek  lag) 


2006  FYE 


61,419 

141,613 

76,226 


279.258 


P&L  (S000) 


Sa  es  Credits 


■'iolTIUB-J'I'Ua'iJ 


-91%l  (1,745.974)1  (1,713,031)1 


As  of  23-November-2O07  (waok  lag) 


SPG  Trading 


Risk  Measures  (Smm)* 

HSMJulMII 


83.2 


596.0  1 


(17Z) 


As  of  2O-Novambar-20O7 1  VaR  Is  not  addatm  duo  to  portfolio  dhnrslHcathn  banaflt 


I                                      Balance  Shoot  (Sm)*                                      | 

Lona 

Limit 

Short 

IsPG  Trading 

5,953 

10,000 

(345) 

As  of  29-Novomber-2007 

*  Risk,  and  Balanca  Shaat  Includa  SP  COO* 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


ABS  Cash 


Commercial  Mortgage  Backed  Securities 


Asset  Backed  Securities 


,  $400mm).  Volumes  picked  up  prior  to  remit  data  as  fast  money  shorts  coupled  with  dealer  selling  pushed  the  market  wider.  Even  at  these  lows,  we  continue  to  see 


sC^:™^ 


ABS  Single-Names 


Single-name  volume  remained  light  this  week.  The  desk  saw  roughly  $500mm  in  BWIC/OWIC  activity,  We  continue 
Dealers  remain  risk-averse  in  terms  of  offering  protection. 


to  see  large  amounts  of  short  interest  even  at  these  all  time  wides  with  many  line  items  trading  north  of  90  points  upfront. 


In  cash  trading,  we  saw  active  selling  up  the  capital  structure.  Real  money  accounts  continue  to  sell  short,  AAA  securities, 
bid.  Overall,  the  lack  of  liquidity  has  increased  frustration  amongst  investors. 


Non-resi  ABS  continues  to  widen,  specifically  cards  and  autos.  The  desk  saw  over  $1bn  in  non-resl  cash  up  for  the 


^Friday  MS  asked  us  to  indicate  the  bid  side  for  the  full  size  of  the  $1 .8bn  ABX  Quadrant  super 
senior  tranche  and  the  $1 .2bn  Hudson  Mezz  I  super  senior  tranche.  We  think  MS  may  look  to  traae  Doih  positions  next  week, 
in  cash  CDOs,  a  number  of  trustees  have  put  out  bid  lists  relating  to  CDOs  experiencing  events  of  default,  tojudge  liquidation  value.  We  have  been  hit  on  small  pieces  (trading  has  been  sporadic). 
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From: 

O'Brien,  Brian 

Sent: 

Tuesday,  June  27,  2006  1 1 :26  AM 

To: 

Cassidy,  John 

Cc: 

Peterson,  Linda 

Subject: 

RE:  Conduit  Sellers  and  u'writing  guides 

INTERNAL 


John  -  Do  you  have  a  full  list  of  all  approved  Conduit  accounts?  It's  important  that  I  get  all  on  here,  and  looks  like  two  came  up 
today  that  are  not: 

CLC  Home  Loans  and 
Comunity  First  Bank, 


From:  O'Brien,  Brian 

Sent:  Tuesday,  June  27,  2006  1 1 :00  AM 

To:  Cassidy,  John 

Subject:  FW:  Conduit  Sellers  and  u'writing  guides  -  ~  INTERNAL 

FYI  -  it's  a  read  only  file. 
«  File:  GSMC  Conduit  -  Sellers  and  UW  Guides  2006.xls  » 


.=  Redacted  by  the  Permanent 
SSJommitteeonlnvesf.gat.ons 


From:  Getting,  Christopher 

Sent:  Tuesday,  June  27,  2006  10:56  AM 

To:  O'Brien,  Brian;  gs-whole-loan-florida;  Hood,  Kris 

Cc:  Hamino,  Marc 

Subject:  RE:  Conduit  Sellers  and  u'writing  guides  -  ~  INTERNAL 

Let's  get  this  to  Flamino  as  well  and  let  him  decide  how  to  distribute 


From:  O'Brien,  Brian 

Sent  Monday,  June  26,  2006  11:22  AM 

To:  gs-whole-loan-florida 

Subject:  RE:  Conduit  Sellers  and  u'writing  guides  -  ~  INTERNAL 


The  following  file  should  be  used  by  all  TM's  and  CRM's  to  identify: 

•  Active  Conduit  Sellers 

•  Which  underwriting  guidelines  are  used  for  each  Seller  (and  guideline  exceptions). 
«      Sampling  amounts  for  each  Seller. 

^^[JpMMMBMPBBBBBllbbrien  Brian\Conduit  UnderwritingXConduit  UW  to  sellers  guides 
\GSMC  Conduit  -  Sellers  and  UW  Guides  2006.xls>  Please  open  as  a  READ-ONLY  and  do  not  save  the 
document.  It  should  never  be  distributed  externally. 

If  anyone  on  this  list  needs  the  file,  but  cannot  access  litis  link  then  please  let  me  know. 

thanks 


Confidential  Treatment  Requested  by  Goldm 


Permanent  Subcommittee  on  Investigations 


Wall  Street  &  The  Financial  Crisis 
Report  Footnote  #1533 


GS  MBS-E-004060914 


Footnote  Exhibits  -  Page  2795 


Mortgages  Organizational  Structure 


Mortgages 


Dan  Sparks  PMD 


Bunty  Bohra  MD 


David  Lehman  MD  / 
Mike  Swenson  MD 


ABS  Finance 


Curtis  Probst  MD 


Syndicate 


Financing  / 
Warehouse 


Kevin  Gasvoda 
PMD 


CMBS 


-     Resi  Finance 


CDOs 


Correlation 


-     Property  Derivs 


Josh  Birnbaum  MD 


ABS 


Josh  Birnbaum  MD 


Resi  Subs 


Greg  Finck  MD 


Michelle  Gill  MD 


-    CMC1/  Derivs 


Structuring 
&  Analytics 


SuokNohMD 


L    Resi  Platforms 


Main  Street 


Avelo 


Senderra 


Conduit 


Andrew  Bristow 
London 


Brad  Glllman 
Brazil 


Prime /ARMS 


Whole  Loan 
Trading 


Peter  Aberg 
PMD 


Advisory 


CRE  Lending 


CRE  Platform 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


sammm¥M''WMi, 

~ i 


Public 
Private 
Above  the  wall 


Confidential  Treatment  Requested  by  Goldr 


Permanent  Subcommittee  on  Investigations 


Wall  Street  &  The  Financial  Crisis 
Report  Footnote  #1539 


GS  MBS-E-01 087281 2 


Footnote  Exhibits  -  Page  2796 
RMBS 


Trustees:  Rating  Agencies:  Collateral  Type: 

Bank  of  New  York  S&P  Att-A 

Citibank  Moody's  "    .     AO« 

Deutsche  Bank  Fitch  Option  ARM 

HSBC  DBRS  Pnme  Fixed 

JPMorgan  Chase  Bank  *lf  multiple,  separate  by  comma        Prime  Hybrid 

LaSalleBank  ^&D 

U.S.  Bank  Seconds 

Wachovia  Bank  Subpnme 
Wells  Fargo  Bank 
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Footnote  Exhibits  -  Page  2797 

RMBS 


Transaction  Name: 

FFML  2004-FF3 

FFML  2005-FF2 

Closing  Data 

May  27. 2004 

April  28. 2005 

Issuer 

FFMLT  Trust  2004-FF3 

FFMLT  Trust  2005-FF2 

Trustee 

Deutsche  Bank 

Deutsche  Bank 

Rating  Agencies 

S&P.  Moody's,  Fetch 

S&P,  Moody's 

Collateral  Type 

Subprime 

Subprime 

Capital  Structure: 

Tranche 

Orig.  Balance 

Tranche 

Orig.  Balance 

A-1 

$982,174,000 

A-1 

$783,060,000 

A-2A 

$199,443,000 

A-2A 

$329,624,000 

A-2B 

$64,957,000 

A-2B 

$174,940,000 

A-2C 

$58,365,000 

A-2C 

$91,981,000 

M-1 

$95,775,000 

M-1 

$65,240,000 

M-2 

$79,813,000 

M-2 

$59,151,000 

M-3 

$23,944,000 

M-3 

$34,794,000 

M-4 

$21,549,000 

M-4 

$29,576,000 

B-1 

$19,156,000 

M-5 

$28,705,000 

B-2 

$17,558,000 

M-6 

$25,226,000 

B-3 

$15,963,000 

B-1 

$22,617,000 

X 

100% 

B-2 

$20,007,000 

P 

$1 

B-3 

$14,788,000 

R 

N/A 

B-4 
B-5 
R-1 
R-2 

X 

P 

$13,048,000 
$17,397,000 
$100 
$100 
N/A 
N/A 

Confidential  Proprietary  Business  Information 

Produced  Pursuant  to  Senate  Confidentiality  Rules  GS-PSI-00173 


RMBS 


Footnote  Exhibits  -  Page  2798 


Transaction  Name: 

FFML200S-FF8 

FFML  2005-FFA 

Closing  Data 

September  29. 2005 

Jury  21, 2005 

Issuer 

FFMLT  Trust  2005-FF8 

FFMLT  Trust  2005-FFA 

Trustee 

Deutsche  Bank 

Deutsche  Bank 

Rating  Agencies 

S&P,  Moody's 

S&P,  Moody's 

Collateral  Type 

Subprime 

Seconds 

Capital  Structure: 

Tranche 

Ortfl.  Balance 

Tranche 

Orig.  Balance 

A-1 

$304,713,000 

A-1 

$300,687,000 

A-2A 

$388,977,000 

A-2A 

$146,433,000 

A-2B 

$105,951,000 

A-2B 

$92,053,000 

A-2C 

$197,892,000 

M-1 

$69,618,000 

A-2D 

$131,311,000 

M-2 

$40,364,000 

M-1 

$101,834,000 

M-3 

$16,294,000 

M-2 

$31,778,000 

M-4 

$14,813,000 

M-3 

$46,945,000 

B-1 

$15,553,000 

M-4 

$18,778,000 

B-2 

$11,109,000 

B-1 

$20,945,000 

B-3 

$14,442,000 

B-2 

$15,889,000 

B-4 

$11,850,000 

B-3 

$12,278,000 

B-5 

$7,406,000 

B-4 

$14,444,000 

X 

$740,622,812 

B-5 

$20,945,000 

X-1 

N/A 

R-1 

$50 

P 

N/A 

R-2 

$100 

R-1 

N/A 

R-3 

$50 

R-2 

N/A 

X 

N/A 

P 

N/A 

C 

N/A 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 
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Transaction  Name: 

FFNT2005-FF11 

FFML2008-FF13 

Closing  Data 

January  23, 2006 

September  28,  2006 

Issuer 

FFMLT  Trust  2005-FF11 

FFMLT  Trust  2006-FF13 

Trustee 

Deutsche  Bank 

Deutsche  Bank 

Rating  Agencies 

S&P.  Moody's 

S&P,  Moody's 

Collateral  Type 

Subprime 

Subprime 

Capital  Structure: 

Tranche 

Orlg.  Balance 

Tranche 

Orlg.  Balance 

A-1 

$240,920,000 

A-1 

$241,582,000 

A-2A 

$162,968,000 

A-2A 

$266,689,000 

A-2B 

$65,054,000 

A-2B 

$121,873,000 

A-2C 

$62,808,000 

A-2C 

$115,439,000 

A-2D 

$71,578,000 

A-2D 

$48,975,000 

M-1 

$46,612,000 

M-1 

$41,491,000 

M-2 

$15,412,000 

M-2 

$38,379,000 

M-3 

$21,803,000 

M-3 

$22,820,000 

M-4 

$9,398,000 

M-4 

$19,190,000 

M-5 

$9,773,000 

M-5 

$19,190,000 

M-6 

$6,766,000 

M-6 

$17,634,000 

B-1 

$5,263,000 

M-7 

$17,115,000 

B-2 

$4,887,000 

M-8 

$14,003,000 

B-3 

$7,518,000 

M-9 

$11,410,000 

R-1 

$50 

B-1 

$10,373,000 

R-2 

$100 

B-2 

$10,373,000 

R-3 

$50 

R 

$50 

X 

$21,051,171 

RC 

$100 

P 

N/A 

RX 

$50 

C 

N/A 

X 

P 

$20,745,778 
$100 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 
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Footnote  Exhibits  -  Page  2800 


Transaction  Nam*: 

FFML  2006-FF3 

FFML  2006-FF4 

Closing  Date 

February  23,  2006 

March  30.  2006 

Issuer 

FFMLT  Trust  2006-FF3 

FFMLT  Trust  2006-FF4 

Trustee 

Deutsche  Bank 

Deutsche  Bank 

Rating  Agencies 

S&P,  Moody's 

S&P.  Moody's 

Collateral  Type 

Subprime 

Subprime 

Capital  Structure: 

Tranche 

Orig.  Balance 

Tranche 

Orig.  Balance 

A-1 

$241,651,000 

A-1 

$631,866,000 

A-2A 

$280,279,000 

A-2 

$517,371,000 

A-2B 

$245,124,000 

A-3 

$67,566,000 

A-2C 

$31,616,000 

M-1 

$54,894,000 

M-1 

$33,712,000 

M-2 

$49,556,000 

M-2 

$30,737,000 

M-3 

$29,734,000 

M-3 

$17,847,000 

M-4 

$25,922,000 

M-4 

$16,361,000 

M-5 

$24,397,000 

M-5 

$14,872,000 

M-6 

$22,872,000 

M-6 

$14,377,000 

M-7 

$21,348,000 

M-7 

$12,890,000 

M-8 

$18,298,000 

M-8 

$10,411,000 

B-1 

$12,961,000 

M-9 

$7,932,000 

B-2 

$15,248,000 

B-1 

$6,941,000 

R 

$50 

B-2 

$9,915,000 

RC 

$100 

R 

$50 

RX 

$50 

RC 

$100 

X 

$32,783,744 

RX 

$50 

P 

$100 

X 

$16,856,656 

C 

$100 

P 

$100 

C 

N/A 

Confidential  Proprietary  Business  Information 
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Transaction  Nanw: 

FFML2006-FFS 

FFHL2007-FFBS 

Closing  Data 

May  16. 2006 

April  26.  2007 

Issuer 

FFMLT  Trust  2006-FF6 

FFMLT  2007-FFB-SS 

Trustee 

Deutsche  Bank 

Deutsche  Bank 

Rating  Agencies 

S&P.  Moody's 

S&P,  Moody's 

Collateral  Type 

Subprime 

Seconds 

Capital  Structure: 

Tranche 

Ortg.  Balance 

Tranche 

Ortg.  Balance 

A1 

$144,738,000 

A 

$295,150,000 

A2 

S59.157.000 

M1 

$32,394,000 

A3 

$64,915,000 

M2 

$9,740,000 

A4 

$30,598,000 

M3 

$17,997,000 

M1 

$23,930,000 

M4 

$8,257,000 

M2 

$18,551,000 

M5 

$7,622,000 

M3 

$5,008,000 

M6 

$6,987,000 

M4 

$5,009,000 

M7 

$12,280,000 

M5 

$3,710,000 

X 

$33,030,324 

M6 

$3,154,000 

P 

$100 

M7 

$1,855,000 

X1 

$100 

B1 

$3,710,000 

R 

$100 

X 

$6,678,790 

P 

$100 

c 

$100 

R 

$50 

RC 

$100 

RX 

$50 

Confidential  Proprietary  Business  Information 

Produced  Pursuant  to  Senate  Confidentiality  Rules  GS-PSI-00177 
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Transaction  Nam*: 

Closing  Date 
Issuer 
Trustee 

Rating  Agencies 
Collateral  Type 


Capital  Structure: 


GPMF  2008-OH1 

GSAA  2004-3 

December  29, 2008 

May  28,  2004 

GreenPoint  Mortgage  Funding  Trust  2006-OH1 

GSAA  Home  Equity  Trust  2004-3 

Deutsche  Bank 

Deutsche  Bank 

S&P,  Moody's 

S&P,  Moody's 

Alt-A 

Alt-A 

Tranche 

Orto.  Balance 

Tranche 

Orig.  Balance 

A-1 

$261,887,000 

AV-1 

$156,061,000 

A-2 

$109,119,000 

AF-2 

$96,866,000 

A-3 

$65,472,000 

AF-3 

$30,018,000 

M-1 

$12,948,000 

AF-4 

$62,106,000 

M-2 

$3,532,000 

AF-5 

$38,340,000 

M-3 

$2,589,000 

M-1 

$14,395,000 

M-4 

$2,590,000 

M-2 

$11,644,000 

M-S 

$2,590,000 

B-1 

$7,409,000 

M-6 

$2,354,000 

B-2 

$3,176,000 

M-7 

$3,060,000 

X 

N/A 

M-8 

$2,355,000 

P 

$0 

R 

$100 

R 

N/A 

RC 

$100 

RX 

$100 

X 

N/A 

P 

$0 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 
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Transaction  Name: 

GSAA  2004-4 

GSAA  2004-5 

Closing  Date 

June  28, 2004 

June  29. 2004 

Issuer 

GSAA  Home  Equity  Trust  2004-4 

GSAA  Home  Equity  Trust  2004-5 

Trustee 

JPMorgan  Chase  Bank 

Deutsche  Bank 

Rating  Agencies 

S&P,  Moody's 

S&P,  Moody's 

Collateral  Type 

Alt-A 

Alt-A 

Capital  Structure: 

Tranche 

Orlg.  Balance 

Tranche 

Orig.  Balance 

A1 

$145,084,000 

AV-1 

$106,867,000 

A2A 

$102,801,000 

AF-2 

$67,382,000 

A2B 

$42,282,000 

AF-3 

$21,554,000 

M-1 

$6,431,000 

AF-4 

$44,497,000 

M-2 

$9,411,000 

AF-5 

$26,700,000 

M-3 

$4,704,000 

AV-2 

$11,319,000 

X 

$2,980,872 

M-1 

$8,669,000 

R 

$100 

M-2 

$6,540,000 

P 

$100 

B-1 

B-2 

X 

P 

R 

$5,932,000 
$1,825,000 

N/A 

$0 

N/A 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 
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Transaction  Name: 

GSAA  2004-6 

GSAA  2004-7 

Closing  Date 

July  29, 2004 

August  31, 2004 

Issuer 

GSAA  Home  Equity  Trust  2004-6 

GSAA  Home  Equity  Trust  2004-7 

Trustee 

Deutsche  Bank 

Deutsche  Bank 

Rating  Agencies 

S&P.  Moody's 

Moodys,  Fitch 

Collateral  Type 

Alt-A 

Alt-A 

Capital  Structure: 

Tranche 

Orifl.  Balance 

Tranche 

Orig.  Balance 

A-1 

$124,177,000 

AV-1 

$107,665,000 

A-2 

$75,359,000 

AF-2 

$65,734,000 

M-1 

$6,312,000 

AF-3 

$26,718,000 

M-2 

$4,708,000 

AF-4 

$45,360,000 

M-3 

$3,423,000 

AF-5 

$27,275,000 

X 

N/A 

M-1 

$5,598,000 

P 

$0 

M-2 

$3,875,000 

R 

N/A 

B-1 

B-2 

X 

R 

$3,301,000 
$1,581,000 

N/A 

N/A 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 
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Transaction  Nams: 

GSAA  20044 

GSAA  2004-9 

Closing  Date 

September  23,  2004 

October  28.  2004 

Issuer 

GSAA  Home  Equity  Trust  2004-6 

GSAA  Home  Equity  Trust  2004-9 

Trustee 

Deutsche  Bank 

Deutsche  Bank 

Rating  Agencies 

S&P.  Moody's 

S&P,  Moody's 

Collateral  Type 

Alt-A 

Alt-A 

Capital  Structure: 

Tranche 

Orto.  Balance 

Tranche 

Orifl.  Balance 

A1 

$96,837,000 

A-1 

$217,272,000 

A2 

$139,498,000 

A-2 

$114,355,000 

A3-A 

$197,534,000 

M-1 

$25,668,000 

A3-B 

$7,165,000 

M-2 

$20,739,000 

M1 

$12,093,000 

M-3 

$6,161,000 

M2 

$9,247,000 

M-4 

$5,133,000 

B-1 

$7,351,000 

M-5 

$4,928,000 

B-2 

$2,845,000 

B-1 

$3,491,000 

P 

$0 

B-2 

$4,107,000 

X 

N/A 

P 

$0 

R 

N/A 

X 
R 

N/A 
N/A 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 
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Transaction  Nairn: 

GSAA  2004-10 

GSAA  2004-11 

Closing  Data 

November  24. 2004 

December  30,  2004 

Issuer 

GSAA  Home  Equity  Trust  2004-10 

GSAA  Home  Equity  Trust  2004-1 1 

Trustee 

Deutsche  Bank 

Deutsche  Bank 

Rating  Agencies 

S&P,  Moody's 

S&P,  Moody's 

Collateral  Type 

Alt-A 

Alt-A 

Capital  Structure: 

Tranche 

Orlfl.  Balance 

Tranche 

Orig.  Balance 

AV1 

$128,552,000 

1A1 

$141,041,000 

AF2 

$83,109,000 

2A1 

$188,816,000 

AF3 

$18,644,000 

2A2 

$100,000,000 

AF4 

$48,836,000 

2A3 

$11,112,000 

AF5 

$31,016,000 

M1 

$13,885,000 

M1 

$14,301,000 

M2 

$11,251,000 

M2 

$10,905,000 

B1 

$8,379,000 

B1 

$8,938,000 

B2 

$4,309,000 

B2 

$2,682,000 

X 

$3,112,161 

B3 

$4,290,000 

P 

$0 

X 

$6,257,500 

R 

$0 

P 

$0 

R 

$0 

Confidential  proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 
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Transaction  Name: 

GSAA2004-CW1 

GSAA2004-NC1 

Closing  Date 

April  29, 2004 

February  26, 2004 

Issuer 

GSAA  Trust  2004-CW1 

GSAA  Trust  2004-NC1 

Trustee 

JPMorgan  Chase  Bank 

Deutsche  Bank 

Rating  Agencies 

S&P,  Moody's 

Moody's,  Fitch 

Collateral  Type 

Alt-A 

Alt-A 

Capital  Structure: 

Tranche 

Orta.  Balance 

Tranche 

Orta.  Balance 

IA-1 

$16,718,000 

AV-1 

$48,506,000 

IIA-1 

$100,000,000 

AF-2 

$17,874,000 

IIA-2 

$102,068,000 

AF-3 

$34,264,000 

IIA-3 

$15,000,000 

AF-4 

$20,851,000 

A-R 

$190,424 

AF-5 

$23,009,000 

A-X 

$23,934,320 

AF-6 

$16,056,000 

B1 

$8,629,000 

AV-2A 

$71,370,000 

B2 

$2,626,000 

AV-2B 

$17,835,000 

B3 

$1,751,000 

M-1 

$11,584,000 

B4 

$1,376,000 

M-2 

$10,860,000 

B5 

$875,000 

B-1 

$7,963,000 

B6 

$875,953 

B-2 

$2,896,000 

R 

$0 

X 

P 
R 

N/A 
$0 
N/A 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 
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Transaction  Name: 

GSAA  2005-1 

GSAA  2005-2 

Closing  Data 

January  28, 2005 

January  28, 2005 

Issuer 

GSAA  Home  Equity  Trust  2005-1 

GSAA  Home  Equity  Trust  2005-2 

Trustee 

Deutsche  Bank 

Deutsche  Bank 

Rating  Agencies 

S&P.  Moody's 

S&P,  Moody's 

Collateral  Type 

Alt-A 

Alt-A 

Capital  Structure: 

Tranche 

Orig.  Balance 

Tranche 

Orig.  Balance 

AV1 

$144,436,000 

1A1 

$89,370,000 

AV2 

$40,000,000 

1A2 

$9,930,000 

AF2 

$123,802,000 

2A1 

$188,756,000 

AF3 

$32,913,000 

2A2 

$57,207,000 

AF4 

$76,351,000 

2A3 

$48,160,000 

AF5 

$46,389,000 

Ml 

$17,191,000 

M1 

$16,494,000 

M2 

$15,226,000 

M2 

$12,370,000 

M3 

$8,596,000 

B1 

$6,185,000 

M4 

$8,595,000 

B2 

$5,154,000 

M5 

$8,595,000 

B3 

$5,154,000 

M6 

$7,367,000 

X 

$6,186,980 

B1 

$6,140,000 

P 

$0 

B2 

$6,140,000 

R 

$0 

B3 
B4 
X 
P 
R 

$4,912,000 
$6,385,000 
$8,595,811 

$0 

$0 

Confidential  Proprietary  Business  Information 
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Transaction  Name: 

6SAA  2005-3 

GSAA  2005-4 

Closing  Date 

February  25,  2005 

March  30. 2005 

Issuer 

GSAA  Home  Equity  Trust  2005-3 

GSAA  Home  Equity  Trust  2005-4 

Trustee 

HSBC 

Deutsche  Bank 

Rating  Agencies 

S&P,  Moody's 

S&P,  Moody's 

Collateral  Type 

Alt-A 

Alt-A 

Capital  Structure: 

Tranche 

Orlg.  Balance 

Tranche 

Orlg.  Balance 

A1 

$214,158,000 

A1 

$185,000,000 

A2 

$63,889,000 

A2 

$56,332,000 

A3 

$66,764,000 

A3 

$59,769,000 

M1 

$19,177,000 

A4 

$6,640,000 

M2 

$9,781,000 

AS 

$214,912,000 

B1 

$4,219,000 

A6 

$23,879,000 

B2 

$1,342,000 

M1 

$16,958,000 

B3 

$1,918,000 

M2 

$11,306,000 

X 

$2,301,932 

B1 

$6,248,000 

P 

$0 

B2 

$2,975,000 

R 

$0 

B3 
B4 
X 
P 
R1 
R2 

$2,975,000 
$2,975,000 
$5,058,322 

$100 

$100 

$100 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 
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Transaction  Name: 

GSAA  2005-5 

GSAA  2005-6 

Closing  Data 

April  28, 2005 

May  27. 2005 

Issuer 

GSAA  Home  Equity  Trust  2005-5 

GSAA  Home  Equity  Trust  2005-6 

Trustee 

HSBC 

HSBC 

Rating  Agencies 

S&P,  Fitch,  Moody's 

S&P.  Moody's 

Collateral  Type 

Alt-A 

Alt-A 

Capital  Structure: 

Tranche 

Oris.  Balance 

Tranche 

Orlg.  Balance 

A1 

$392,187,000 

A1 

$588,972,000 

A2 

$91,518,000 

A2 

$187,119,000 

A3 

$77,000,000 

A3 

$214,886,000 

A4 

$59,755,000 

M1 

$31,186,000 

M1 

$27,234,000 

M2 

$6,990,000 

M2 

$17,807,000 

M3 

$10,753,000 

M3 

$15,712,000 

M4 

$5,376,000 

M4 

$3,491,000 

B1 

$5,376,000 

B1 

$3,491,000 

B2 

$5,376,000 

B2 

$3,491,000 

B3 

$5,376,000 

B3 

$3,491,000 

B4 

$5,376,000 

X 

$3,146,730 

X 

$8,609,664 

P 

$100 

P 

$0 

R-1 

$100 

C 

$0 

R-2 

$100 

R-1 
R-2 

$100 
$100 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 
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Transaction  Name: 

GSAA  2005-7 

GSAA  2005-6 

Closing  Date 

June  29, 2005 

June  29, 2005 

Issuer 

GSAA  Home  Equity  Trust  2005-7 

GSAA  Home  Equity  Trust  2005-8 

Trustee 

HSBC 

Deutsche  Bank 

Rating  Agencies 

S&P.  Moody's 

S&P.  Moody's 

Collateral  Type 

Att-A 

Alt-A 

Capital  Structure: 

Tranche 

Orig.  Balance 

Tranche 

Orla.  Balance 

AV-1 

$306,700,000 

A1 

$159,755,000 

AF-2 

$163,242,000 

A2 

$48,442,000 

AF-3 

$46,526,000 

A3 

$55,732,000 

AF-4 

$66,316,000 

A4 

$256,500,000 

AF-5 

$64,754,000 

A5 

$28,500,000 

M-1 

$10,085,000 

M1 

$20,230,000 

M-2 

$9,389,000 

M2 

$4,831,000 

M-3 

$4,868,000 

M3 

$7,850,000 

M-4 

$4,868,000 

M4 

$3,321,000 

M-5 

$4,173,000 

B1 

$3,019,000 

M-6 

$2,086,000 

B2 

$3,019,000 

B-1 

$2,086,000 

B3 

$3,019,000 

B-2 

$1,738,000 

B4 

$4,529,000 

B-3 

$1,738,000 

X    . 

$5,136,376 

B-4 

$3,477,000 

P 

$0 

X 

$3,483,643 

C 

$0 

P 

$100 

R-1 

$100 

C 

$100 

R-2 

$100 

R1 

$100 

R2 

$100 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 
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Transaction  Name: 

GSAA  2005-0 

GSAA  2005-10 

Closing  Date 

July  28. 2005 

August  26,  2005 

Issuer 

GSAA  Home  Equity  Trust  2005-9 

GSAA  Home  Equity  Trust  2005-10 

Trustee 

HSBC 

Deutsche  Bank 

Rating  Agencies 

S&P.  Moody's 

S&P,  Moody's 

Collateral  Type 

Alt-A 

Alt-A 

Capital  Structure: 

Tranche 

Orig.  Balance 

Tranche 

Orln-  Balance 

1A1 

$119,458,000 

1A1 

$149,186,000 

1A2 

$13,273,000 

2A1 

$254,412,000 

2A1 

$393,886,000 

2A2 

$57,699,000 

2A2 

$125,468,000 

2A3 

$6,412,000 

2A3 

$132,504,000 

2A4 

$36,079,000 

2A4 

$14,722,000 

2A5 

$4,010,000 

M1 

$11,621,000 

M1 

$25,109,000 

M2 

$8,608,000 

M2 

$23,457,000 

M3 

$4,304,000 

M3 

$13,876,000 

M4 

$4,304,000 

M4 

$12,224,000 

M5 

$4,304,000 

M5 

$11,233,000 

M6 

$4,304,000 

M6 

$10,241,000 

B1 

$4,304,000 

B1 

$9,250,000 

B2 

$4,304,000 

B2 

$8,259,000 

B3 

$4,304,000 

B3 

$7,598,000 

B4 

$4,304,000 

B4 

$15,197,000 

X 

$6,890,883 

X 

$16,523,860 

P 

$100 

P 

$100 

C 

$100 

C 

$100 

R-1 

$100 

R-1 

$100 

R-2 

$100 

R-2 

$100 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 
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Transaction  Name: 

GSAA  2005-11 

GSAA  2005-12 

Closing  Date 

September  29,  2005 

October  28, 2005 

Issuer 

GSAA  Home  Equity  Trust  2005-1 1 

GSAA  Home  Equity  Trust  2005-12 

Trustee 

Wachovia 

HSBC 

Rating  Agencies 

S&P,  Moody's 

S&P,  Moody's 

Collateral  Type 

Alt-A 

Alt-A 

Capital  Structure: 

Tranche 

Orifl.  Balance 

Tranche 

Orig.  Balance 

1A1 

$103,804,000 

AV-1 

$253,054,000 

1A2 

$11,534,000 

AF-2 

$21,174,000 

2A1 

$99,780,000 

AF-3 

$18,492,000 

2A2 

$11,087,000 

AF-3W 

$75,000,000 

3A1 

$300,000,000 

AF-4 

$64,211,000 

3A2 

$33,334,000 

AF-5 

$42,067,000 

3A3 

$168,833,000 

AF-6 

$52,666,000 

3A4 

$53,085,000 

M-1 

$7,105,000 

3A5 

$62,868,000 

M-2 

$7,105,000 

M1 

$23,668,000 

M-3 

$3,979,000 

M2 

$7,737,000 

M-4 

$3,694,000 

M3 

$7,282,000 

M-5 

$3,694,000 

M4 

$4,551,000 

M-6 

$2,842,000 

B1 

$4,551,000 

B-1 

$2,558,000 

B2 

$4,551,000 

B-2 

$1,989,000 

B3 

$4,551,000 

B-3 

$2,842,000 

B4 

$4,551,000 

B-4 

$3,126,000 

X 

$4,557,243 

X 

$2,847,284 

P 

$100 

P 

$100 

C 

$100 

R1 

$100 

R-1 

$100 

R2 

$100 

R-2 

$100 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 
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Transaction  Nam*: 

GSAA  2005-14 

Closing  Date 

November  22. 2005 

Issuer 

GSAA  Home  Equity  Trust  2005-14 

Trustee 

Wachovia 

Rating  Agencies 

S&P,  Moody's 

Collateral  Type 

Alt-A 

Capital  Structure: 

Tranche 

Orio.  Balance 

1A1 

$168,059,000 

1A2 

$18,674,000 

2A1 

$393,599,000 

2A2 

$134,713,000 

2A3 

$133,800,000 

2A4 

$14,887,000 

M1 

$18,554,000 

M2 

$8,349,000 

M3 

$4,638,000 

M4 

$4,638,000 

M5 

$4,638,000 

M6 

$4,838,000 

B1 

$4,638,000 

B2 

$4,638,000 

B3 

$4,638,000 

X 

$4,644,183 

P 

$100 

R-1 

$100 

R-2 

$100 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 
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Transaction  Name: 

GSAA  2005-15 

GSAA  2005-MTR1 

Closing  Date 

December  29. 2005 

October  28. 2005 

Issuer 

GSAA  Home  Equity  Trust  2005-15 

GSAA  Home  Equity  Trust  2005-MTR1 

Trustee 

HSBC 

Deutsche  Bank 

Rating  Agencies 

S&P,  Moody's 

S&P,  Moody's 

Collateral  Type 

Alt-A 

Alt-A 

Capital  Structure: 

Tranche 

Orig.  Balance 

Tranche 

Orig.  Balance 

1A1 

$168,059,000 

A1 

$239,254,000 

1A2 

$18,674,000 

A2 

$66,874,000 

2A1 

$393,599,000 

A3 

$7,431,000 

2A2 

$134,713,000 

A4 

$77,094,000 

2A3 

$133,800,000 

A5 

$8,566,000 

2A4 

$14,867,000 

M1 

$7,202,000 

M1 

$18,554,000 

M2 

$6,548,000 

M2 

$8,349,000 

M3 

$4,365,000 

M3 

$4,638,000 

M4 

$6,329,000 

M4 

$4,638,000 

M5 

$2,837,000 

M5 

$4,638,000 

B1 

$3,055,000 

MS 

$4,638,000 

B2 

$2,183,000 

B1 

$4,638,000 

B3 

$2,401,000 

B2 

$4,638,000 

X 

$2,404,480 

83 

$4,638,000 

P 

$100 

X 

$4,644,183 

R-1 

$100 

P 

$100 

R-2 

$100 

R-1 

$100 

R-2 

$100 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 
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Transaction  Name: 

6SAA  2006-1 

GSAA  2008-2 

Closing  Date 

January  27, 2006 

February  6,  2006 

Issuer 

GSAA  Home  Equity  Trust  2006-1 

GSAA  Home  Equity  Trust  2006-2 

Trustee 

U.S.  Barik 

Deutsche  Bank 

Rating  Agencies 

S&P,  Moody's 

S&P,  Moody's 

Collateral  Type 

Alt-A 

Alt-A 

Capital  Structure: 

Tranche 

Ortg.  Balance 

Tranche 

Ortg.  Balance 

A-1 

$498,836,000 

1A1 

$148,331,000 

A-2 

$165,814,000 

1A2 

$16,482,000 

A-3 

$176,445,000 

2A1 

$444,704,000 

A-4 

$19,606,000 

2A2 

$85,046,000 

M-1 

$13,658,000 

2A3 

$9,450,000 

M-2 

$4,554,000 

2A4 

$48,946,000 

M-3 

$4,554,000 

2A5 

$5,439,000 

M-4 

$4,554,000 

M-1 

$41,283,000 

M-5 

$4,554,000 

M-2 

$38,225,000 

B-1 

$4,555,000 

.    M-3 

$23,445,000 

B-2 

$4,556,000 

M-4 

$20,387,000 

B-3 

$4,555,000 

M-5 

$19,367,000 

X 

$4,554,506 

M-6 

$17,839,000 

P 

$100 

B-1 

$16,820,000 

R-1 

$100 

B-2 

$14,271,000 

R-2 

$100 

B-3 
B-4 
X 
P 
R 
RC 

$10,704,000 
$20,386,000 
$38,228,439 

$100 

$100 

$100 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 
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Transaction  Nama: 

GSAA  2008-3 

GSAA  20084 

Closing  Date 

February  24. 2008 

March  2, 2006 

Issuer 

GSAA  Home  Equity  Trust  2006-3 

GSAA  Home  Equity  Trust  2006-4 

Trustee 

U.S.  Bank 

Deutsche  Bank 

Rating  Agencies 

S&P,  Moody's 

S&P.  Moody's 

Collateral  Type 

Art-A 

Alt-A 

Capital  Structure: 

Tranche 

Orig.  Balance 

Tranche 

Orig.  Balance 

A1 

$548,029,000 

1A1 

$223,080,000 

A2 

$186,047,000 

1A2 

$24,787,000 

A3 

$190,366,000 

2A1 

$81,053,000 

A4 

$21,152,000 

3A1 

$101,396,000 

M-1 

$16,624,000 

4A1 

$201,218,000 

M-2 

$5,038,000 

4A2 

$84,122,000 

M-3 

$5,038,000 

4A3 

$116,283,000 

M-4 

$5,038,000 

B-1 

$22,304,000 

M-5 

$5,038,000 

B-2 

$13,828,000 

B-1 

$5,038,000 

B-3 

$8,921,000 

B-2 

$5,038,000 

B-4 

$6,691,000 

B-3 

$5,038,000 

B-5 

$4,906,000 

B-4 

$5,038,000 

B-6 

$3,570,172 

X 

$5,041,393 

4A-IO 

$285,340,000 

P 

$100 

P 

$100 

R 

$100 

R 

$100 

RC 

$100 

RC 

$100 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 
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Transaction  Name: 

GSAA  2006-5 

GSAA  20064 

Closing  Date 

March  30. 2006 

April  28,  2006 

Issuer 

GSAA  Home  Equity  Trust  2006-5 

GSAA  Home  Equity  Trust  2006-6 

Trustee 

U.S.  Bank 

U.S.  Bank 

Rating  Agencies 

S&P.  Moody's 

S&P.  Moody's 

Collateral  Type 

Alt-A 

Alt-A 

Capital  Structure: 

Tranche 

Orlg.  Balance 

Tranche 

Orlg.  Balance 

1A1 

$186,376,000 

AV-1 

$198,417,000 

2A1 

$569,877,000 

AF-2 

$28,298,000 

2A2 

$178,462,000 

AF-3 

$69,317,000 

2A3 

$193,964,000 

AF-4 

$58,335,000 

2A4 

$21,552,000 

AF-5 

$34,500,000 

M-1 

$22,819,000 

AF-6 

$38,886,000 

M-2 

$9,866,000 

AF-7 

$4,321,000 

M-3 

$6,168,000 

M-1 

$6,399,000 

M-4 

$6,168,000 

M-2 

$6,162,000 

M-5 

$6,168,000 

M-3 

$3,792,000 

B-1 

$6,168,000 

M-4 

$3,317,000 

B-2 

$6,168,000 

M-5 

$3,317,000 

B-3 

$12,334,000 

M-6 

$2,371,000 

X 

$7,402,284 

B-1 

$2,371,000 

P 

$100 

B-2 

$2,371,000 

R 

$100 

B-3 

$2,371,000 

RC 

$100 

B-4 

$3,081,000 

RX 

$100 

R 

RC 
RX 

X 

P 

.     $100 

$100 

$100 

$6,399,528 

N/A 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 
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Transaction  Name: 

GSAA  2006-7 

GSAA  2006-8 

Closing  Date 

April  28. 2006 

April  28.  2006 

Issuer 

GSAA  Home  Equity  Trust  2006-7 

GSAA  Home  Equity  Trust  2006-8 

Trustee 

Deutsche  Bank 

Deutsche  Bank 

Rating  Agencies 

S&P.  Moody's 

S&P.  Moody's 

Collateral  Type 

AK-A 

Alt-A 

Capital  Structure: 

Tranche 

Orlg.  Balance 

Tranche 

Ortfl.  Balance 

AV-1 

$193,351,000 

1A1 

$199,053,000 

AF-2 

$133,519,000 

2A1 

$599,904,000 

AF-3 

$43,105,000 

2A2 

$189,774,000 

AF-4A 

$82,067,000 

2A3A 

$197,853,000 

AF-4B 

$9,119,000 

2A3B 

$24,265,000 

AF-5A 

$36,832,000 

M-1 

$16,309,000 

AF-5B 

$14,409,000 

M-2 

$16,309,000 

M-1 

$8,504,000 

M-3 

$9,133,000 

M-2 

$5,484,000 

M-4 

$16,309,000 

M-3 

$2,744,000 

M-5 

$6,524,000 

M-4 

$2,744,000 

B-1 

$7,828,000 

M-5 

$2,744,000 

B-2 

$6,524,000 

B-1 

$2,744,000 

B-3 

$6,524,000 

B-2 

$2,744,000 

R 

$100 

B-3 

$3,072,000 

RC 

$100 

R 

$100 

RX 

$100 

RC 

$100 

X 

$8,485,206 

RX 

$100 

P 

N/A 

X 

$5,487,316 

P 

$100 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 
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Transaction  Name: 

GSAA  2006-0 

GSAA  2006-10 

Closing  Date 

May  26, 2006 

June  29, 2006 

Issuer 

GSAA  Home  Equity  Trust  2006-9 

GSAA  Home  Equity  Trust  2006-10 

Trustee 

U.S.  Bank 

Deutsche  Bank 

Rating  Agencies 

S&P,  Moody's 

S&P/Moodys 

Collateral  Type 

Alt-A 

Alt-A 

Capital  Structure: 

Tranche 

Orlg.  Balance 

Tranche 

Orlg.  Balance 

A-1 

$724,918,000 

AVI 

$296,280,000 

A-2 

$237,590,000 

AF2 

$40,496,000 

A-3 

$255,442,000 

AF3 

$117,039,000 

A-4-A 

$244,624,000 

AF4 

$67,727,000 

A-4-6 

$27,181,000 

AF5 

$60,523,000 

M-1 

$28,726,000 

AF6 

$64,679,000 

M-2 

$14,363,000 

M1 

$9,158,000 

M-3 

$10,373,000 

M2 

$8,454,000 

M-4 

$12,765,000 

M3 

$4,931,000 

M-5 

$7,980,000 

M4 

$4,579,000 

B-1 

$7,980,000 

M5 

$3,874,000 

B-2 

$7,980,000 

M6 

$3,523,000 

B-3 

$7,980,000 

B1 

$3,523,000 

R 

$100 

B2 

$3,523,000 

RC 

$100 

B3 

$3,523,000 

RX 

$100 

B4 

$3,523,000 

X 

$7,979,637 

X 

$9,160,209 

P 

N/A 

P 

R 

RC 
RX 

N/A 
$100 
$100 
$100 

Confidential  Proprietary  Business  Information 
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Transaction  Name: 

GSAA  2006-11 

GSAA  2008-12 

Closing  Date 

June  30, 2006 

July  28, 2006 

Issuer 

GSAA  Home  Equity  Trust  2006-1 1 

GSAA  Home  Equity  Trust  2006-12 

Trustee 

Deutsche  Bank 

U.S.  Bank 

Rating  Agencies 

S&P/Moodys 

S&P/ Moody's 

Collateral  Type 

Alt-A 

Alt-A 

Capital  Structure: 

Tranche 

Orlg.  Balance 

Tranche 

Orlg.  Balance 

1A1 

$242,367,000 

A1 

$567,989,000 

2A1 

$707,406,000 

A2A 

$165,021,000 

2A2 

$221,428,000 

A2B 

$18,336,000 

2A3-A 

$240,727,000 

A3A 

$195,407,000 

2A3-B 

$26,748,000 

A3B 

$21,712,000 

M1 

$27,013,000 

M-1 

$13,975,000 

M2 

$13,118,000 

M-2 

$9,317,000 

M3 

$7,719,000 

M-3 

$10,352,000 

M4 

$7,719,000 

M-4 

$6,211,000 

M5 

$7,719,000 

B-1 

$10,352,000 

B1 

$7,719,000 

B-2 

$5,177,000 

B2 

$7,719,000 

B-3 

$5,177,000 

B3 

$16,208,000 

X 

$6,212,069 

R 

$100 

P 

N/A 

RC 

$100 

R 

$100 

RX 

$100 

RC 

$100 

X 

$10,034,369 

RX 

$100 

P 

$100 

Confidential  Proprietary  Business  information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 
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Transaction  Name: 

GSAA  2006-13 

GSAA  2006-14 

Closing  Date 

August  25, 2006 

August  25. 2006 

Issuer 

GSAA  Home  Equity  Trust  2006-13 

GSAA  Home  Equity  Trust  2006-14 

Trustee 

Deutsche  Bank 

LaSalte  Bank 

Rating  Agencies 

S&P /Moody's 

S&P /Moody's 

Collateral  Type 

Alt-A 

Alt-A 

Capital  Structure: 

Tranche 

Oris-  Balance 

Tranche 

Ortg.  Balance 

AV1 

$181,651,000 

A-1 

$726,454,000 

AF2 

$34,050,000 

A-2 

$221,318,000 

AF3 

$78,527,000 

A-3A 

$277,524,000 

AF4 

$61,500,000 

A-3B 

$30,837,000 

AF5 

$60,721,000 

M-1 

$19,325,000 

AF6 

$46,272,000 

M-2 

$9,995,000 

M1 

$7,439,000 

M-3 

$12,661,000 

M2 

$3,720,000 

M-4 

$6,664,000 

M3 

$2,976,000 

B-1 

$12,661,000 

M4 

$2,480,000 

R 

$100 

M5 

$3,223,000 

RC 

$100 

B1 

$2,480,000 

RX 

$100 

B2 

$2,976,000 

B-2 

$6,664,000 

B3 

$2,480,000 

X 

N/A 

R 

$100 

P 

$100 

RC 

$100 

RX 

$100 

X 

$5,455,599 

P 

$100 
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Transaction  Name: 

GSAA  2006-15 

GSAA  2006-16 

Closing  Date 

September  28,  2008 

September  28,  2006 

Issuer 

GSAA  Home  Equity  Trust  2006-15 

GSAA  Home  Equity  Trust  2006-16 

Trustee 

Deutsche  Bank 

Deutsche  Bank 

Rating  Agencies 

S&P/ Moody's 

S&P /Moody's 

Collateral  Type 

Alt-A 

Alt-A 

Capital  Structure: 

T  ranch* 

Ortg.  Balance 

Tranche 

Orig.  Balance 

AV1 

$222,508,000 

A1 

$797,539,000 

AF2 

$39,820,000 

A2 

$216,239,000 

AF&A 

$78,811,000 

A3_A 

$302,442,000 

AF3-B 

$8,757,000 

A3  B 

$33,605,000 

AF4 

$62,948,000 

M1 

$18,878,000 

AF5 

$48,004,000 

M2 

$18,153,000 

AF6 

$51,206,000 

M3 

$10,165,000 

M1 

$6,286,000 

M4 

$9,440,000 

M2 

$2,736,000 

M5 

$14,522,000 

M3 

$2,736,000 

B1 

$8,711,000 

M4 

$2,736,000 

B2 

$7,262,000 

MS 

$2,736,000 

B3 

$7,262,000 

M6 

$2,738,000 

R 

$100 

B1 

$2,736,000 

RC 

$100 

B2 

$2,736,000 

RX 

$100 

B3 

$2,736,000 

X 

$7,987,705 

B4 

$2,736,000 

P 

$100 

R1 

$100 

RC 

$100 

RX 

$100 

X 

$4,103,164 

P 

$100 
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Transaction  Name: 

GSAA  2006-17 

GSAA  2006-18 

Closing  Date 

October  30, 2006 

November  30,  2006 

Issuer 

GSAA  Home  Equity  Trust  2006-17 

GSAA  Home  Equity  2006-1 8 

Trustee 

Deutsche  Bank 

Deutsche  Bank 

Rating  Agencies 

S&P/Moodys 

S&P/ Moody's 

Collateral  Type 

Alt-A 

Alt-A 

Capital  Structure: 

Tranche 
A1 

Oris-  Balance 

Tranche 

Orig.  Balance 

$589,300,000 

A-1 

$218,347,000 

A2 

$155,750,000 

A-2A 

$25,075,000 

A-3A 

$223,873,000 

A-2B 

$2,787,000 

A-3B 

$24,875,000 

A-3A 

$76,557,000 

M1 

$13,899,000 

A-3B 

$8,507,000 

M2 

$13,365,000 

A-4A 

$50,337,000 

M3 

$7,484,000 

A-4B 

$5,593,000 

M4 

$6,950,000 

A-5A 

$25,963,000 

M5 

$5,346,000 

A-5B 

$6,491,000 

M6 

$5,346,000 

A-6 

$46,629,000 

B1 

$5,880,000 

M-1 

$11,047,000 

B2 

$5,346,000 

M-2 

$7,707,000 

B3 

$5,346,000 

M-3 

$4,367,000 

R 

$100 

M-4 

$3,597,000 

RC 

$100 

M-5 

$3,083,000 

RX 

$100 

M-6 

$2,826,000 

X 

$6,415,901 

B-1 

$4,109,000 

P 

$100 

B-2 

B-3 

R 

RC 
RX 
X 
P 

$2,570,000 
$3,340,000 

$100 

$100 

$100 
$4,881,756 

$100 
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Transaction  Nam*: 

GSAA  2006-19 

GSAA  2006-20 

Closing  Date 

November  24, 2006 

December  29,  2006 

Issuer 

GSAA  Home  Equity  2006-10 

GSAA  Home  Equity  2006-20 

Trustee 

U.S.  Bank 

U.S.  Bank 

Rating  Agencies 

S&P/Moodys 

S&P/Moodys 

Collateral  Type 

Alt-A 

Alt-A 

Capital  Structure: 

Tranche 

Oris.  Balance 

Tranche 

Orig.  Balance 

A1 

$452,682,000 

1A1 

$584,602,000 

A2 

$129,034,000 

1A2 

$158,240,000 

A3-A 

$172,006,000 

2A1A 

$144,680,000 

A3-8 

$19,112,000 

2A1B 

$16,076,000 

M1 

$11,231,000 

A4A 

$276,744,000 

M2 

$10,399,000 

A4B 

$30,750,000 

M3 

$6,239,000 

Ml 

$23,925,000 

M4 

$4,574,000 

M2 

$12,286,000 

M5 

$4,160,000 

M3 

$6,467,000 

M6 

$4,160,000 

M4 

$6,467,000 

B1 

$4,160,000 

M5 

$6,467,000 

B2 

$4,991,000 

B1 

$6,467,000 

B3 

$4,160,000 

B2 

$6,467,000 

R 

$100 

B3 

$6,467,000 

RC 

$100 

P 

$100 

RX 

$100 

X 

$7,112,705 

X 

$4,991,428 

R 

$100 

P 

$100 

RC 
RX 

$100 
$100 
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Transaction  Name: 

GSAA200B-S1 

GSAA  2007-1 

Closing  Date 

December  28,  2006 

January  30,  2007 

Issuer 

GSAA  Home  Equity  Trust  2006-S1 

GSAA  Home  Equity  Trust  2007-1 

Trustee 

Deutsche  Bank 

U.S.  Bank 

Rating  Agencies 

S&P/ Moody's 

S&P  /  Moody's 

Collateral  Type 

Seconds 

Alt-A 

Capital  Structure: 

Tranche 

Orlfl.  Balance 

Tranche 

Orig.  Balance 

lnA-1 

$240,924,000 

1A1 

$515,268,000 

l-A-IO 

$147,920,000 

1A2 

$199,818,000 

l-M-1 

$32,770,000 

2A1A 

$82,495,000 

l-M-2 

$6,520,000 

2A1B 

$9,167,000 

l-M-3 

$15,048,000 

A4A 

$158,851,000 

l-M-4 

$5,350,000 

A4B 

$17,651,000 

l-M-5 

$5,350,000 

M1 

$13,715,000 

l-M-6 

$4,180,000 

M2 

$12,659,000 

l-M-7 

$5,183,000 

M3 

$7,913,000 

l-B-1 

$5,183,000 

M4 

$5,802,000 

l-X 

$334,385,335 

M5 

$5,275,000 

l-X-1 

$100 

MS 

$5,275,000 

l-P 

$100 

B1 

$5,275,000 

l-R 

$100 

B2 

$5,275,000 

ll-A-1 

$42,135,000 

B3 

$5,275,000 

ll-M-1 

$6,533,000 

R1 

$100 

II-M2 

$5,576,000 

RC 

$100 

ll-M-3 

$1,716,000 

RX 

$100 

ll-M-4 

$337,000 

X 

$5,275,378 

ll-M-5 

$1,319,000 

P 

$100 

ll-X 

$65,991,160 

ll-X-1 

$100 

ll-P 

$100 

ll-R 

$100 

Confidential  Proprietary  Business  Information 
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Transaction  Name: 

GSAA  2007-2 

GSAA  2007-3 

Closing  Date 

February  23, 2007 

February  23,  2007 

Issuer 

GSAA  Home  Equity  Trust  2007-2 

GSAA  Home  Equity  Trust  2007-3 

Trustee 

Deutsche  Bank 

U.S.  Bank 

Rating  Agencies 

S&P/ Moody's 

S&P /Moody's 

Collateral  Type 

Alt-A 

Alt-A 

Capital  Structure: 

Tranche 

Oris.  Balance 

Tranche 

Orifl.  Balance 

AV1 

$240,623,000 

1A1A 

$561,842,000 

AF2 

$32,032,000 

1A1B 

$62,428,000 

AF3 

$115,066,000 

1A2 

$209,413,000 

AF4A 

$53,131,000 

2A1A 

$100,000,000 

AF4B 

$12,000,000 

2A1B 

$11,112,000 

AF5A 

$48,351,000 

A4A 

$233,360,000 

AF5B 

$5,373,000 

A4B 

$25,930,000 

AF6A 

$50,658,000 

M1 

$17,544,000 

AF6B 

$5,629,000 

M2 

$16,895,000 

Ml 

$7,627,000 

M3 

$7,142,000 

M2 

$6,711,000 

M4 

$6,499,000 

M3 

$4,271,000 

M5 

$6,499,000 

M4 

$3,661,000 

M6 

$6,499,000 

M5 

$3,661,000 

B1 

$6,499,000 

M6 

$3,661,000 

B2 

$6,499,000 

B1 

$3,051,000 

B3 

$6,499,000 

B2 

$4,576,000 

B4 

$7,148,000 

B3 

$3,051,000 

R 

$100 

R 

$100 

RC 

$100 

RC 

$100 

RX 

$100 

RX 

$100 

X 

$7,798,289 

X 

$7,017,029 

P 

$100 

P 

$100 
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Transaction  Name: 

6SAA  2007-4 

GSAA  2007-5 

Closing  Date 

March  29, 2007 

April  30, 2007 

Issuer 

GSAA  Home  Equity  Trust  2007-4 

GSAA  Home  Equity  Trust  2007-5 

Trustee 

Deutsche  Bank 

Deutsche  Bank 

Rating  Agencies 

S&P/ Moody's 

S&P /Moody's 

Collateral  Type 

Alt-A 

Alt-A 

Capital  Structure: 

Tranche 

Orto.  Balance 

Tranche 

Orig.  Balance 

A1 

$535,274,000 

1AV1 

$144,477,000 

A2 

$143,692,000 

1AF2A 

$25,614,000 

A-3A 

$201,942,000 

1AF2B 

$2,847,000 

A-3B 

$25,381,000 

1AF3A 

$39,256,000 

M1 

$12,648,000 

1AF3B 

$9,815,000 

M2 

$11,189,000 

1AF4A 

$47,947,000 

M3 

$5,831,000 

1AF4B 

$5,328,000 

M4 

$4,866,000 

1AF5A 

$23,661,000 

M5 

$4,866,000 

1AF5B 

$2,629,000 

M6 

$4,866,000 

1AF6 

$8,000,000 

B1 

$4,866,000 

1AF7A 

$20,407,000 

B2 

$4,866,000 

1AF7B 

$5,102,000 

B3 

$6,811,000 

1M1 

$6,116,000 

R 

$100 

1M2 

$3,057,000 

RC 

$100 

1M3 

$2,159,000 

RX 

$100 

1M4 

$1,975,000 

X 

$5,837,672 

1M5 

$1,260,000 

■     P 

$100 

1M6 
1B1 
1B2 
1B3 

1R 
1RC 
1RX 

1X 

$1,260,000 
$1,260,000 
$1,260,000 
$1,619,000 

$100 

$100 

$100 
$4,676,370 
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Transaction  Name: 

GSAA  2007-6 

GSAA  2007-7 

Closing  Date 

May  30. 2007 

June  28. 2007 

Issuer 

GSAA  Home  Equity  Trust  2007-6 

GSAA  Home  Equity  Trust  2007-7 

Trustee 

Deutsche  BanK 

U.S.  Bank 

Rating  Agencies 

S&P/ Moody's 

S&P /Moody's 

Collateral  Type 

Alt-A 

Alt-A 

Capital  Structure: 

Tranche 

Orta.  Balance 

Tranche 

Orig.  Balance 

1A1 

$275,766,000 

JA1 

$161,141,000 

1A2 

$102,718,000 

1A2 

$63,314,000 

2A1 

$112,825,000 

2A1 

$110,428,000 

3A1A 

$78,936,000 

A4 

$72,188,000 

3A1B 

$8,771,000 

AS 

$45,231,000 

A4 

$113,496,000 

M1 

$8,998,000 

A5 

$67,202,000 

M2 

$4,620,000 

M1 

$15,096,000 

M3 

$3,161,000 

M2 

$7,344,000 

M4 

$3,162,000 

M3 

$5,301,000 

M5 

$1,945,000 

M4 

$4,081,000 

M6 

$1,702,000 

M5 

$4,081,000 

B1 

$2,432,000 

M6 

$2,857,000 

B2 

$2,918,000 

B1 

$4,081,000 

R 

$100 

B2 

$4,896,000 

RC 

$100 

R 

$100 

RX 

$100 

RC 

$100 

X 

$5,107,189 

RX 

$100 

P 

$100 

X 

$8,568,478 

P 

$100 

Confidential  Proprietary  Business  Information 
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Transaction  Name: 

6SAA  2007-8 

GSAA  2007-9 

Closing  Data 

July  30,  2007 

September  28. 2007 

Issuer 

GSAA  Home  Equity  Trust  2007-8 

GSAA  Home  Equity  Trust  2007-9 

Trustee 

Citibank 

Citibank 

Rating  Agencies 

S&P  /  Moody's 

Fitch  /  S&P 

Collateral  Type 

Alt-A 

Alt-A 

Capital  Structure: 

Tranche 

Ortg.  Balance 

Tranche 

Orig.  Balance 

A1 

$118,546,000 

A1A 

$188,341,000 

A2 

$89,339,000 

A1B 

$12,842,000 

A3 

$91,082,000 

A2A 

$148,538,000 

A4 

$33,219,000 

A2B 

$10,128,000 

M1 

$6,658,000 

A3A 

$61,312,000 

M2 

$3,419,000 

A3B 

$4,181,000 

M3 

$2,519,000 

B1 

$10,662,000 

M4 

$2,158,000 

B2 

$5,898,000 

MS 

$1,440,000 

B3 

$2,495,000 

M6 

$1,440,000 

B4 

$2,949,000 

B1 

$1,440,000 

B5 

$2,495,000 

B2 

$1,260,000 

B6 

$2,722,759 

B3 

$1,800,000 

A-PO 

$1,120,302 

R 

$100 

A-IO 

$3,890,509 

RC 

$100 

R 

$100 

RX 

$100 

RC 

$100 

X 

$5,578,664 

P 

$100 

P 

$100 
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Transaction  Name: 

GSAA  2007-10 

GSAA  2007-S1 

Closing  Date 
Issuer 

October  30, 2007 

February  28,  2007 

GSAA  Home  Equity  Trust  2007-10 

GSAA  Home  Equity  Trust  2007-S1 

Trustee 

Citibank 

Deutsche  Bank 

Rating  Agencies 
Collateral  Type 

Fitch /S&P 
Alt-A 

S&P  /  Moody's 
Seconds 

Capital  Structure: 

Tranche 

Orlfl.  Balance 

Tranche 

Orta.  Balance 

A1A 

$40,846,000 

A-1 

$277,251,000 

A1B 

$3,380,000 

A-IO 

$114,658,000 

A2A 

$104,746,000 

R 

$100 

A2B 

$8,668,000 

X 

$21,189,360 

B1 

$4,852,000 

P 

$100 

B2 

$2,554,000 

X-1 

$100 

B3 

$1,021,000 

B4 

$1,277,000 

B5 

$1,106,000 

B6 

$1,277,337 

A-PO 

$499,776 

A-IO 

$6,838,067 

R 

$100 

RC 

$100 

P 

$1,000 

Confidential  Proprietary  Business  Information 
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Transaction  Noma: 

GSAMP  2004-AHL 

GSAMP  2004-AR1 

Closing  Date 

October  28,  2004 

July  12.  2004 

Issuer 

GSAMP  Trust  2004-AHL 

GSAMP  Trust  2004-AR1 

Trustee 

Deutsche  Bank 

Deutsche  Bank 

Rating  Agencies 

S&P.  Moody's 

S&P,  Moody's.  Fitch 

Collateral  Type 

Subprime 

Subprime 

Capital  Structure: 

Tranche 

Ortg.  Balance 

Tranche 

Ortg.  Balance 

A-1A 

$148,594,000 

A-1A 

$639,127,000 

A-1B 

$37,149,000 

A-1B 

$27,023,000 

A-2A 

$77,099,000 

A-2A 

$218,483,000 

A-2B 

$41,803,000 

A-2B 

$45,774,000 

A-2C 

$23,637,000 

A-2C 

$60,000,000 

A-2D 

$74,388,000 

M-1 

$52,160,000 

M-1 

$28,585,000 

M-2 

$31,421,000 

M-2 

$24,359,000 

M-3 

$21,367,000 

M-3 

$7,209,000 

M-4 

$15,711,000 

B-1 

$5,985,000 

M-5 

$15,711,000 

B-2 

$4,971,000 

M-6 

$25,137,000 

B-3 

$4,972,000 

B-1 

$16,339,000 

B-4 

$5,965,000 

B-2 

$16,339,000 

N 

$27,913,000 

B-3 

$12,569,000 

X 

N/A 

B-4 

$15,711,000 

R-1 

N/A 

B-5 

$12,568,000 

R-2 

N/A 

X 

P 
R 

N/A 
N/A 
N/A 
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Transaction  Name: 

GSAMP  2004-AR2 

GSAMP  2004-FM1 

Closing  Date 

August  31. 2004 

January  28, 2004 

Issuer 

GSAMP  Trust  2004-AR2 

GSAMP  Trust  2004-FM1 

Trustee 

Deutsche  Bank 

Wells  Fargo 

Rating  Agencies 

•  Moody's,  Fitch 

S&P,  Moody's 

Collateral  Type 

Subprime 

Subprime 

Capital  Structure: 

Tranche 
A-1A 

Orlg.  Balance 

Tranche 

Orlg.  Balance 

$273,942,000 

A-1 

$374,015,000 

A-1B 

$30,438,000 

A-2A 

$191,161,000 

A-2A 

$267,588,000 

A-2B 

$45,858,000 

A-2B 

$29,732,000 

M-1 

$49,959,000 

A-3A 

$78,744,000 

M-2 

$42,273,000 

A-3B 

$53,228,000 

M-3 

$13,450,000 

A-3C 

$20,661,000 

B-1 

$11,529,000 

M-1 

$45,865,000 

B-2 

$11,529,000 

M-2 

$31,715,000 

B-3 

$11,529,000 

M-3 

$18,054,000 

X 

$17,293,884 

M-4 

$14,637,000 

P 

N/A 

M-5 

$15,126,000 

R 

N/A 

M-6 

$16,102,000 

B-1 

$16,589,000 

B-2 

$12,198,000 

B-3 

$9,759,000 

B-4 

$14,638,000 

X 

N/A 

P 

N/A 

R 

N/A 
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Transaction  Nams: 

GSAMP  2004-FM2 

GSAMP  2004-HE1 

Closing  Date 

March  30, 2004 

April  30. 2004 

Issuer 

GSAMP  Trust  2004-FM2 

GSAMP  Trust  2004-HE1 

Trustee 

Weils  Fargo 

Deutsche  Bank 

Rating  Agencies 

S&P,  Moody's 

S&P,  Moody's 

Collateral  Type 

Subprime 

Subprime 

Capital  Structure: 

Tranche 

Orlg.  Balanca 

Trench* 

Orlg.  Balance 

A-1 

$241,162,000 

A-1A 

$251,136,000 

A-2A 

$271,687,000 

A-1B 

$27,905,000 

A-2B 

$30,188,000 

A-2A 

$115,639,000 

A-3A 

$210,187,000 

A-2B 

$16,549,000 

A-3B 

$44,069,000 

M-1 

$37,023,000 

M-1 

$67,695,000 

M-2 

$31,735,000 

M-2 

$55,159,000 

M-3 

$9,256,000 

M-3 

$17,550,000 

M-4 

$9,256,000 

B-1 

$15,044,000 

B-1 

$7,405,000 

B-2 

$14,542,000 

B-2 

$7,405,000 

B-3 

$13,037,000 

B-3 

$6,347,000 

B-4 

$12,536,000 

A-IO 

$188,497,000 

X 

$10,029,496 

A-INV 

$528,911,975 

P 

N/A 

X 

100% 

R 

N/A 

P 
R 

$1 
$1 

Confidential  Proprietary  Business  Information 

Produced  Pursuant  to  Senate  Confidentiality  Rules  GS-PSI-0021 0 
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Transaction  Name: 

GSAMP  2004-HE2 

GSAMP  2004-NC1 

Closing  Date 

July  30, 2004 

April  29,  2004 

Issuer 

GSAMP  Trust  2004-HE2 

GSAMP  Trust  2004-NC1 

Trustee 

Deutsche  Bank 

Deutsche  Bank 

Rating  Agencies 

S&P,  Moody's 

S&P.  Moody's 

Collateral  Type 

Subprime 

Subprime 

Capital  Structure: 

Tranche 

Orig.  Balance 

Tranche 

Orig.  Balance 

A-1 

$284,714,000 

A-1 

$201,244,000 

A-2 

$236,934,000 

A-2 

$70,956,000 

A-3A 

$117,719,000 

A-3 

$51,672,000 

A-3B 

$45,371,000 

M-1 

$27,673,000 

A-3C 

$32,809,000 

M-2 

$23,573,000 

M-1 

$58,510,000 

M-3 

$7,174,000 

M-2 

$31,750,000 

B-1 

$5,125,000 

M-3 

$13,607,000 

B-2 

$4,715,000 

M-4 

$13,607,000 

B-3 

$5,124,000 

B-1 

$13,607,000 

N 

$20,574,000 

B-2 

$9,072,000 

X 

N/A 

B-3 

$9,071,000 

R 

N/A 

B-4 

$20,411,000 

X 

100% 

P 
R 

N/A 
N/A 

Confidential  Proprietary  Business  Information 

Produced  Pursuant  to  Senate  Confidentiality  Rules  GS-PSI-00211 
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Transaction  Name: 

GSAMP  2004-NC2 

GSAMP  2004-OPT 

Closing  Date 

October  28,  2004 

December  28, 2004 

Issuer 

GSAMP  Trust  2004-NC2 

GSAMP  trust  2004-OPT 

Trustee 

Deutsche  Bank 

Deutsche  Bank 

Rating  Agencies 

S&P,  Fitch 

S&P,  Moody's,  Fitch 

Collateral  Type 

Subprime 

Subprime 

Capital  Structure: 

Tranche 

Orig.  Balance 

Tranche 

Orifl.  Balance 

A-1A 

$263,769,000 

A-1 

$354,000,000 

A-1B 

$29,308,000 

A-2 

$110,970,000 

A-2A 

$67,249,000 

A-3 

$71,427,000 

A-2B 

$49,195,000 

A-4 

$37,929,000 

A-2C 

$25,730,000 

M-1 

$43,424,000 

M-1 

$38,007,000 

M-2 

$34,320,000 

M-2 

$13,536,000 

M-3 

$9,805,000 

M-3 

$7,810,000 

B-1 

$7,004,000 

B-1 

$4,425,000 

B-2 

$7,004,000 

B-2 

$5,206,000 

B-3 

$6,304,000 

B-3 

$4,686,000 

B-4 

$7,004,000 

N 

$28,811,000 

X 

$1 

X 

N/A 

P 

$1 

R-1 

N/A 

R 

N/A 

R-2 

N/A 

Confidential  Proprietary  Business  Information 

Produced  Pursuant  to  Senate  Confidentiality  Rules  GS-PSI-0021 2 
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Transaction  Name: 

GSAMP  2004-SO1 

GSAMP  2004-SEA1 

Closing  Date 

July  30, 2004 

March  30, 2004 

Issuer 

GSAMP  Trust  2004-SD1 

GSAMP  Trust  2004-SEA1 

Trustee 

Wachovia 

Wachovia 

Rating  Agencies 

S&P,  Moody's 

S&P 

Collateral  Type 

Subprime 

Subprime 

Capital  Structure: 

Tranche 

Ortg.  Balance 

Tranche 

Orifl.  Balance 

A-1 

$59,000,000 

A-1A 

$82,409,000 

A-2 

$24,140,000 

A-1B 

$15,790,000 

A-3 

$16,094,000 

A-2 

$17,329,000 

A-4 

$43,000,000 

M-1 

$7,702,000 

A-5 

$43,000,000 

M-2 

$2,246,000 

M-1 

$27,212,000 

B-1 

$642,000 

M-2 

$14,322,000 

B-2 

$642,000 

B-1 

$4,774,000 

B-3 

$642,000 

B-2 

$3,581,000 

X 

$128,365,405 

B-3 

$3,580,000 

P 

$1 

X 

100% 

R 

$1 

P 
R 

$100 
$100 

Confidential  Proprietary  Business  Information 

Praduced  Pursuant  to  Senate  Confidentiality  Rules  GS-PSI-0021 3 
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Transaction  Mama: 

Closing  Date 
Issuar 

GSAMP  2004-SEA2 

June  29, 2004 

GSAMP  Trust  2004-SEA2 

GSAMP  2004-WF 

November  23,  2004 
GSAMP  Trust  2004-WF 

Trustee 

JPMorgan  Chase  Bank 

Deutsche  Bank 

Rating  Agencies 

S&P,  Moody's 

S&P,  Moody's 
Subprime 

Collateral  Type 

Subprime 

Capital  Structure: 

Tranchs 

Grig.  Balance 

Tranche 

Oria-  Balance 

A-1 

$52,000,000 

A-1A 

$145,492,000 

A-2A 

$355,360,000 

A-1B 

$36,373,000 

A-2B 

$69,040,000 

A-2A 

$42,349,000 

M-1 

$46,554,000 

A-2B 

$27,782,000 

M-2 

$43,450,000 

A-2C 

$13,777,000 

M-3 

$15,518,000 

A-2D 

$100,000,000 

M-4 

$10,863,000 

M-1 

$31,321,000 

M-5 

$9,931,000 

M-2 

$16,426,000 

B-1 

$11,794,000 

M-3 

$4,381,000 

B-2 

$6,207,000 

B-1 

$4,381,000 

A-IO 

$220,093,000 

B-2 

$4,380,000 

X 

100% 

B-3 

$4,381,000 

R 

N/A 

B-4 
X 

P 
R 

$4,380,000 

100% 

N/A 

N/A 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 
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Transaction  Name: 

GSAMP  Ztm-MiL 

GSAMP  2005-AHU 

Closing  Date 

May  26. 2005 

December  28, 2005 

Issuer 

GSAMP  Trust  2005-AHL 

GSAMP  Trust  2005-AHL2 

Trustee 

Deutsche  Bank 

LaSalle  Bank 

Rating  Agencies 

S&P,  Moody's 

S&P,  Moody's 

Collateral  Type 

Subprime 

Subprime 

Capital  Structure: 

Tranche 

Ortfl.  Balance 

Tranche 

Orlg.  Balance 

A-1 

$269,282,000 

A-1A 

$108,759,000 

A-2 

$145,242,000 

A-1B 

$27,190,000 

A-3 

$77,440,000 

A-2A 

$156,886,000 

M-1 

$46,190,000 

A-2B 

$65,607,000 

M-2 

$31,620,000 

A-2C 

$63,603,000 

M-3 

$9,300,000 

A-2D 

$25,693,000 

M-4 

$7,749,000 

M-1 

$43,526,000 

M-5 

$5,580,000 

M-2 

$11,317,000 

M-6 

$5,270,000 

M-3 

$19,152,000 

B-1 

$4,340,000 

M-4 

$8,995,000 

B-2 

$6,200,000 

M-5 

$8,415,000 

R-1 

$100 

B-1 

$6,094,000 

R-2 

$100 

B-2 

$5,803,000 

X 

N/A 

B-3 

$5,804,000 

P 

N/A 

B-4 
R-1 
R-2 
R-3 

X 

P 

C 

$5,803,000 
$100 
$100 
$100 
$17,700,621 
N/A 
N/A 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 
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Transaction  Name: 

GSAMP  2005-HE1 

GSAMP  2005-HE2 

Closing  Data 

January  27,  2005 

March  30,  2005 

Issuer 

GSAMP  Trust  2005-HE1 

GSAMP  Trust  2005-HE2 

Trustee 

Deutsche  Bank 

Deutsche  Bank 

Rating  Agencies 

S&P.  Moody's 

S&P.  Moody's 

Collateral  Type 

Subprime 

Subprime 

Capital  Structure: 

Tranche 

Oris.  Balance 

Tranche 

Oris.  Balance 

A-1A 

$248,741,000 

A-1 

$297,636,000 

A-1B 

$62,185,000 

A-2 

$169,463,000 

A-2A 

$91,591,000 

A-3 

$79,117,000 

A-2B 

$49,331,000 

M-1 

$49,720,000 

A-2C 

$25,890,000 

M-2 

$40,265,000 

A-2D 

$147,210,000 

M-3 

$11,555,000 

M-1 

$54,086,000 

B-1 

$10,154,000 

M-2 

$44,216,000 

B-2 

$8,403,000 

M-3 

$11,844,000 

B-3 

$8,754,000 

B-1 

$12,238,000 

B-4 

$9,804,000 

B-2 

$9,475,000 

R-1 

$100 

B-3 

$7,896,000 

R-2 

$100 

B-4 

$9,475,000 

X 

N/A 

X 

N/A 

P 

N/A 

P 

N/A 

R 

N/A 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 
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Transaction  Nama: 

G8AMP  2005-HE3 

GSAMP  2005-HE4 

Closing  Date 

June  30.  2005 

August  25.  2005 

Issuer 

GSAMP  Trust  2005-HE3 

GSAMP  Trust  2005-HE4 

Trustee 

Deutsche  Bank 

Deutsche  Bank 

Rating  Agencies 

S8.P,  Moody's,  Fitch,  DBRS 

S&P.  Moody's.  Fitch 

Collateral  Type 

Subprime 

Subprime 

Capital  Structure: 

Tranche 

Orlg.  Balance 

Tranche 

Orig.  Balance 

A-1A 

$256,997,000 

A-1 

$371,030,000 

A-1B 

$64,249,000 

A-2A 

$385,189,000 

,  A-2A 

$382,945,000 

A-2B 

$255,843,000 

A-2B 

$197,691,000 

A-2C 

$93,538,000 

A-2C 

$93,421,000 

M-1 

$57,881,000 

M-1 

$96,487,000 

M-2 

$54,951,000 

M-2 

$75,117,000 

M-3 

$37,366,000 

M-3 

$20,722,000 

M-4 

$26,376,000 

M-4 

$19,427,000 

M-5 

$26,376,000 

B-1 

$18,780,000 

M-6 

$23,446,000 

B-2 

$16,189,000 

B-1 

$24,911,000 

B-3 

$14,894,000 

B-2 

$18,316,000 

R-1 

$100 

B-3 

$19,782,000 

R-2 

$100 

B-4 

$18,317,000 

X 

$38,206,194 

R-1 

$50 

P 

N/A 

R-2 
R-3 

X 

P 

C 

$100 
$50 
N/A 
N/A 
N/A 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 
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Transaction  Name: 

GSAMP  2O05-HE5 

GSAMP  2005-HE6 

Closing  Date 

November  22, 2005 

December  29, 2005 

Issuer 

GSAMP  Trust  2005-HE5 

GSAMP  Trust  2005-HE6 

Trustee 

Deutsche  Bank 

LaSalle  Bank 

Rating  Agencies 

S&P,  Moody's 

S&P,  Moody's 

Collateral  Type 

Subprime 

Subprime 

Capital  Structure: 

Tranche 

Orlfl.  Balance 

Tranche 

Orifl.  Balance 

A-1 

$405,564,000 

A-1 

$341,242,000 

A-2A 

$148,016,000 

A-2A 

$137,997,000 

A-2B 

$45,362,000 

A-2B 

$71,346,000 

A-2C 

$53,218,000 

A-2C 

$18,060,000 

A-2D 

$46,405,000 

M-1 

$31,355,000 

M-1 

$36,888,000 

M-2 

$29,032,000 

M-2 

$33,660,000 

M-3 

$20,516,000 

M-3 

$23,516,000 

M-4 

$15,097,000 

M-4 

$16,600,000 

M-5 

$15,097,000 

M-5 

$16,599,000 

M-6 

$13,161,000 

M-6 

$14,294,000 

M-7 

$12,774,000 

M-7 

$15,217,000 

M-8 

$9,290,000 

M-8 

$11,527,000 

B-1 

$10,839,000 

B-1 

$11,528,000 

B-2 

$10,065,000 

B-2 

$10,144,000 

R-1 

$50 

R-1 

$50 

R-2 

$100 

R-2 

$100 

R-3 

$50 

R-3 

$50 

X 

$46,356,023 

X 

$33,660,672 

P 

$100 

P 

$100 

C 

N/A 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 
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Transaction  Name: 

GSAMP  2005-NC1 

GSAMP  2005-S1 

Closing  Date 

February  25, 2005 

April  7. 2005 

Issuer 

GSAMP  Trust  2005-NC1 

GSAMP  Trust  2005-S1 

Trustee 

Deutsche  Bank 

Deutsche  Bank 

Rating  Agencies 

S&P,  Moody's,  Fitch 

Moody's.  Fitch 

Collateral  Type 

Subprime 

Seconds 

Capital  Structure: 

Tranche 

Oria.  Balance 

Tranche 

Orig.  Balance 

A-1 

$189,636,000 

A1 

$187,366,000 

A-2 

$129,754,000 

M1 

$21,530,000 

A-3 

$49,572,000 

M2 

$19,993,000 

M1 

$45,170,000 

B1 

$16,917,000 

M2 

$23,298,000 

B2 

$4,742,000 

M3 

$4,754,000 

B3 

$5,510,000 

B-1 

$4,755,000 

R 

$256,315,158 

B-2 

$4,755,000 

B-3 

$4,754,000 

B-4 

$4,750,000 

X 

N/A 

N 

$28,053,000 

R1 

N/A 

R2 

N/A 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 
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Transaction  Mama: 

GSAMP2005-S2 

GSAMP  200SWMC1 

Closing  Date 

May  13. 2005 

September  28, 2005 

Issuer 

GSAMP  Trust  2005-S2 

GSAMP  Trust  2005-WMC1 

Trustee 

Deutsche  Bank 

Deutsche  Bank 

Rating  Agencies 

Moody's,  Fitch 

Moody's,  S&P 

Collateral  Type 

Seconds 

Subprime 

Capital  Structure: 

Tranche 

Orlo.  Balance 

Tranche 

Oris-  Balance 

A 

$315,407,000 

A-1 

$331,764,000 

M-1 

$38,966,000 

A-2 

$117,392,000 

M-2 

$28,359,000 

A-3 

$123,367,000 

M-3 

$11,040,000 

A-4 

$116,671,000 

M-4 

$8526,000 

M-1 

$64,542,000 

B-1 

$8,443,000 

M-2 

$20,762,000 

B-2 

$8,659,000 

M-3 

$30,239,000 

B-3 

$6,494,000 

M-4 

$13,089,000 

X 

$432,954,843 

M-5 

$13,540,000 

X-1 

$0 

M-6 

$10,381,000 

P 

$0 

B-1 

$8,124,000 

R 

$0 

B-2 

B-3 

B-4 

B-5 

R-1 

R-2 

X 

P 

C 

$9,478,000 
$8,124,000 
$9,930,000 
$11,735,000 

$100 

$100 
$13,539,989 

$100 

$100 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 
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Transaction  Name: 

GSAMP  2005-WMC2 

GSAMP  2005-WMC3 

Closing  Date 

November  23, 2005 

December  28, 2005 

Issuer 

GSAMP  Trust  2005-WMC2 

GSAMP  Trust  2O05-WMC3 

Trustee 

Deutsche  Bank 

Deutsche  Bank 

Rating  Agencies 

Moody's,  S&P 

Moody's.  S&P 

Collateral  Type 

Subprime 

Subprime 

Capital  Structure: 

Tranche 

Orig.  Balance 

Tranche 

Orig.  Balance 

A-1A 

$266,290,000 

A-1A 

$238,899,000 

A-1B 

$66,572,000 

A-1B 

$26,545,000 

A-2A 

$261,433,000 

A-2A 

$159,198,000 

A-2B 

$190,321,000 

A-2B 

$121,835,000 

A-2C 

$66,596,000 

A-2C 

$12,360,000 

M-1 

$80,187,000 

M-1 

$52,207,000 

M-2 

$26,355,000 

M-2 

$15,074,000 

M-3 

$37,570,000 

M-3 

$26,104,000 

M-4 

$16,822,000 

M-4 

$11,397,000 

M-5 

$17,944,000 

M-5 

$10,295,000 

M-6 

$13,458,000 

M-6 

$6,617,000 

B-1 

$12,897,000 

B-1 

$8,456,000 

B-2 

$12,337,000 

B-2 

$6,986,000 

R-1 

$100 

B-3 

$7,353,000 

R-2 

$100 

R-1 

$100 

X 

$52,710,111 

R-2 

$100 

P 

$100 

X 

P 

$31,986,672 
$100 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 
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Transaction  Name: 

GSAMP  2006-FM1 

GSAMP  2008-FM2 

Closing  Date 

April  27, 2006 

September  29,  2006 

Issuer 

GSAMP  Trust  2006-FM1 

GSAMP  Trust  2006-FM2 

Trustee 

Deutsche  Bank 

Deutsche  Bank 

Rating  Agencies 

Moody's.  S&P 

Moody's.  S&P 

Collateral  Type 

Subprime 

Subprime 

Capital  Structure: 

Tranche 

Orig.  Balance 

Tranche 

Orig.  Balance 

A-1 

$245,164,000 

A-1 

$351,611,000 

A-2A 

$250,071,000 

A-2A 

$225,825,000 

A-2B 

$110,276,000 

A-2B 

$95,613,000 

A-2C 

$101,913,000 

A-2C 

$99,392,000 

A-2D 

$42,914,000 

A-2D 

$53,666,000 

M-1 

$34,646,000 

M-1 

$34,230,000 

M-2 

$30,849,000 

M-2 

$29,631,000 

M-3 

$18,034,000 

M-3 

$19,414,000 

M-4 

$16,611,000 

M-4 

$16,349,000 

M-5 

$16,136,000 

M-5 

$15,837,000 

M-6 

$14,713,000 

M-6 

$15,838,000 

M-7 

$13,763,000 

M-7 

$14,305,000 

B-1 

$12,340,000 

M-8 

$11,750,000 

B-2 

$9,492,000 

M-9 

$9,196,000 

B-3 

$8,543,000 

B-1 

$6,131,000 

B-4 

$9,492,000 

B-2 

$10,217,000 

R 

$50 

X 

$12,772,822 

RC 

$100 

P 

$100 

RX 

$50 

C 

$100 

X 

$14,237,951 

R 

$50 

P 

$100 

RC 

$100 

C 

$100 

RX 

$50 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 
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Transaction  Name: 

GSAMP  2008-FM3 

GSAMP  2008-HE1 

Closing  Date 
Issuer 

December  21,2006 

February  17,  2006 

GSAMP  Trust  2006-FM3 

GSAMP  Trust  2006-HE1 

Trustee 

Deutsche  Bank 

Deutsche  Bank 

Rating  Agendas 

Moody's,  S&P 

Moody's,  S&P 

Collateral  Type 

Subprime 

Subprime 

Capital  Structure: 

Tranche 

Ortg.  Balance 

Tranche 

Ortg.  Balance 

A-1 

$257,050,000 

A-1 

$210,928,000 

A-2A 

$154,772,000 

A-2A 

$300,225,000 

A-2B 

$59,281,000 

A-2B 

$85,326,000 

A-2C 

$63,186,000 

A-2C 

$95,696,000 

A-2D 

$37,996,000 

A-2D 

$30,102,000 

M-1 

$28,759,000 

M-1 

$38,167,000 

M-2 

$26,601,000 

M-2 

$35,268,000 

M-3 

$12,581,000 

M-3 

$21258.000 

M-4 

$11,504,000 

M-4 

$18,842,000 

M-5 

$11,143,000 

M-5 

$17,876,000 

M-6 

$7,190,000 

M-6 

$15,943,000 

M-7 

$8,627,000 

M-7 

$15,460,000 

M-8 

$4,674,000 

M-8 

$13,528,000 

M-9 

$7,908,000 

B-1 

$10,629,000 

B-1 

$8,627,000 

B-2 

$11,595,000 

B-2 

$6,831,000 

B-3 

$10,629,000 

X 

$12,221,818 

R 

$50 

P 

$100 

RC 

$100 

C 

$100 

RX 

$50 

R 

$50 

X 

$55213,918 

RC 

$100 

P 

$100 

RX 

$50 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 
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Transaction  Name: 

GSAMP  2008-HE2 

GSAMP  2006-HE3 

Closing  Date 

April  6. 2006 

May  26, 2006 

Issuer 

GSAMP  Trust  2006-HE2 

GSAMP  Trust  2006-HE3 

Trustee 

U.S.  Bank 

LaSalle  Bank 

Rating  Agencies 

Moody's,  S&P 

Moody's,  S&P 

Collateral  Type 

Subprime 

Subprime 

Capital  Structure: 

Tranche 

Ortg.  Balance 

Tranche 

Orig.  Balance 

A-1 

$282,460,000 

A-1 

$304,472,000 

A-2 

$181,748,000 

A-2A 

$517,353,000 

A-3 

$21,005,000 

A-2B 

$176,107,000 

M-1 

$24,214,000 

A-2C 

$151,980,000 

M-2 

$22,327,000 

A-2D 

$49,697,000 

M-3 

$13,207,000 

M-1 

$63,053,000 

M-4 

$12,264,000 

M-2 

$59,063,000 

M-S 

$11,321,000 

M-3 

$35,916,000 

M-6 

$10,377,000 

M-4 

$31,926,000 

B-1 

$11,635,000 

M-5 

$29,531,000 

B-2 

$10,377,000 

M-6 

$27,137,000 

B-3 

$7,547,000 

M-7 

$25,540,000 

B-4 

$7,233,000 

M-8 

$22,348,000 

B-5 

$6,289,000 

M-9 

$19,156,000 

CE 

$6,918,615 

B-1 

$19,155,000 

P 

$0 

B-2 

$17,559,000 

R 

$0 

R 

$50 

RX 

$0 

RC 
RX 

X 

P 

$100 

$50 

$46,292,971 

$100 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rides 


GS-PSI-00224 


Footnote  Exhibits  -  Page  2849 


RMBS 


Transaction  Name: 

GSAMP  2008-HE4 

GSAMP  2006-HE5 

Closing  Data 

June  29,  2008 

August  25.  2006 

Issuer 

GSAMP  Trust  2006-HE4 

GSAMP  Trust  2006-HE5 

Trustee 

LaSalle  Bank 

LaSalle  Bank 

Rating  Agendas 

Moody's,  S&P 

Moody's.  S&P 

Collateral  Type 

Subprime 

Subprime 

Capital  Structure: 

Tranche 

Orio.  Balance 

Trench* 

Ortn.  Balance 

A-1 

$352,415,000 

A-1 

$241,582,000 

A-2A 

$208,415,000 

A-2A 

$266,689,000 

A-2B 

$94,519,000 

A-2B 

$121,873,000 

A-2C 

$87,368,000 

A-2C 

$115,439,000 

A-2D 

$34,923,000 

A-2D 

$48,975,000 

M-1 

$40,100,000 

M-1 

$41,491,000 

M-2 

$37,055,000 

M-2 

$38,379,000 

M-3 

$21,319,000 

M-3 

$22,820,000 

M-4 

$19,289,000 

M-4 

$19,190,000 

M-5 

$18,781,000 

M-5 

$19,190,000 

M-6 

$15,200,000 

M-6 

$17,634,000 

M-e 

$1,551,000 

M-7 

$17,115,000 

M-7 

$16,243,000 

M-8 

$14,003,000 

M-8 

$14,720,000 

M-9 

$11,410,000 

M-9 

$11,167,000 

B-1 

$10,373,000 

B-1 

$10,152,000 

B-2 

$10,373,000 

B-2 

$10,152,000 

R 

$50 

R 

$50 

RC 

$100 

RC 

$100 

RX 

$50 

RX 

$50 

X 

$20,745,778 

X 

$21,827,150 

P 

$100 

P 

$100 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 
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Transaction  Name: 

GSAMP  2008-HE6 

GSAMP  2006-HE7 

Closing  Date 
Issuer 

September  14, 2006 
GSAMP  Trust  2006-HE6 

October  31, 2006 
GSAMP  Trust  2006-HE7 

Trustee 

U.S.  Bank 

LaSalle  Bank 

Rating  Agencies 

Moody's,  S&P,  Rtch,  DBRS 

Moody's,  S&P 

Collateral  Type 

Subprime 

Subprime 

Capital  Structure: 

Tranche 

Orta.  Balance 

Tranche 

Orta.  Balance 

A-1 

$300,146,000 

A-1 

$333,098,000 

A-2 

$64,689,000 

A-2A 

$184,027,000 

A-3 

$104,712,000 

A-2B 

$46,214,000 

A-4 

$41,994,000 

A-2C 

$73,637,000 

M-1 

$26,834,000 

A-2D 

$43,787,000 

M-2 

$32,608,000 

M-1 

$34,900,000 

M-3 

$12,568,000 

M-2 

$39,317,000 

M-4 

$11,888,000 

M-3 

$13,695,000 

M-5 

$13,927,000 

M-4 

$16,787,000 

M-6 

$8,152,000 

M-5 

$16,345,000 

M-7 

$8,152,000 

M-6 

$10,161,000 

MS 

$6,793,000 

M-7 

$10,602,000 

B-1 

$12,228,000 

M-8 

$7,069,000 

B-2 

$11,689,000 

M-9 

$11,486,000 

B-3 

$10,869,000 

B-1 

$11,927,000 

CE 

N/A 

B-2 

$11,928,000 

CL-R 

$50 

R 

$50 

CL-RX 

$100 

RC 

$100 

P 

$100 

RX 
X 

P 

$50 

$18,554,474 

$100 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 
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Transaction  Name: 

GSAMP  2008-HE8 

GSAMP  2O08-NC1 

Closing  Data 

December  27, 2006 

February  28. 2006 

Issuer 

GSAMP  Trust  2006-HE8 

GSAMP  Trust  2006-NC1 

Trustee 

LaSalle  Bank 

U.S.  Bank 

Rating  Agencies 

Moody's,  S&P 

Moody's.  S&P 

Collateral  Type 

Subprime 

Subprime 

Capital  Structure: 

Tranche 

Ortg.  Balance 

Tranche 

Orta.  Balance 

A-1 

$353,741,000 

A-1 

$310,299,000 

A-2A 

$230,823,000 

A-2 

$224,955,000 

A-2B 

$65,795,000 

A-3 

$42,565,000 

A-2C 

$85,335,000 

M-1 

$23,213,000 

A-2D 

$33,516,000 

M-2 

$21,784,000 

M-1 

$45,700,000 

M-3 

$12,857,000 

M-2 

$41,593,000 

M-4 

$11,070,000 

M-3 

$25,161,000 

M-5 

$10,714,000 

M-4 

$21,567,000 

M-6 

$9,642,000 

M-5 

$20,539,000 

B-1 

$9,265,000 

M-6 

$16,431,000 

B-2 

$10,000,000 

M-7 

$12,837,000 

B-3 

$6,428,000 

M-8 

$8,729,000 

B-4 

$5,357,000 

M-9 

$11,811,000 

B-5 

$7,142,000 

B-1 

$16,945,000 

CE 

$8,928,486 

B-2 

$14,892,000 

P 

$0 

R 

$50 

R 

$0 

RC 

$100 

RX 

$0 

RX 

$50 

X 

$21,840,703 

P 

$100 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 
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Transaction  Nam*: 

GSAMP  2008-NC2 

GSAMP  2008*1 

Closing  Date 

June  29, 2006 

January  27, 2006 

Issuer 

GSAMP  Trust  2006-NC2 

GSAMP  Trust  2006-S1 

Trustee 

Deutsche  Bank 

Deutsche  Bank 

Rating  Agencies 

Moody's.  S&P 

Moody's,  Fitch 

Collateral  Type 

Subprime 

Seconds 

Capital  Structure: 

Tranche 

Orio.  Balance 

Tranche 

Orig.  Balance 

A-1 

$239,618,000 

A-1 

$273,339,000 

A-2A 

$214,090,000 

A-2A 

$53,999,000 

A-2B 

$102,864,000 

A-2B 

$13,500,000 

A-2C 

$99,900,000 

M-1 

$47,546,000 

A-2D 

$42,998,000 

M-2 

$41,087,000 

M-1 

$35,700,000 

M-3 

$12,662,000 

M-2 

$28,649,000 

M-4 

$13,695,000 

M-3 

$16,748,000 

M-5 

$12,146,000 

M-4 

$14,986,000 

M-6 

$9,561,000 

M-5 

$14,545,000 

B-1 

$9,819,000 

M-6 

$13,663,000 

B-2 

$8,786,000 

M-7 

$12,341,000 

X 

$20,672,865 

M-8 

$11,019,000 

X-1 

$100 

M-9 

$7,052,000 

P 

$100 

B-1 

$6,170,000 

R 

$100 

B-2 

$8,815,000 

X 

$12,341,301 

P 

$100 

R 

$50 

C 

$100 

RC 

$100 

RX 

$50 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 


GS-PSI-00228 


Footnote  Exhibits  -  Page  2853 


RMBS 


Transaction  Nanra: 

GSAMP  2006-S2 

GSAMP  2006-S3 

Closing  Date 

March  30, 2006 

April  27, 2006 

Issuer 

GSAMP  Trust  2006-S2 

GSAMP  Trust  2006-S3 

Trustee 

Deutsche  Bank 

Deutsche  Bank 

Rating  Agencies 

Moody's.  S&P,  Fitch 

Moody's.  S&P 

Collateral  Type 

Seconds 

Seconds 

Capital  Structure: 

Tranche 

Orlg.  Balance 

Tranche 

Orlg.  Balance 

A-1A 

$130,000,000 

A-1 

$240,613,000 

A-1B 

$32,500,000 

A-2 

$74,961,000 

A-2 

$243,151,000 

A-3 

$19,989,000 

A-3 

$100,000,000 

M-1 

$47,196,000 

M-1 

$79,333,000 

M-2 

$12,603,000 

M-2 

$16,682,000 

M-3 

$23,721,000 

M-3 

$35,217,000 

M4 

$11,367,000 

M4 

$12,975,000 

M-5 

$10,625,000 

M-5 

$15,570,000 

M-6 

$7,907,000 

M-6 

$11,863,000 

M-7 

$9,885,000 

M-7 

$21,131,000 

B-1 

$12,849,000 

B-1 

$12,604,000 

B-2 

$8,401,000 

B-2 

$12,604,000 

X 

$14,085,219 

X 

$17,794,403 

X-1 

$100 

X-1 

$100 

P 

$100 

P 

$100 

R 

$100 

R 

$100 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 
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Transaction  Nama: 

GSAMP2008-S4 

GSAMP  2008-S5 

Closing  Date 

June  9. 2006 

August  18, 2006 

Issuer 

GSAMP  Trust  2006-S4 

GSAMP  Trust  2006-S5 

Trustee 

Deutsche  Bank 

Deutsche  Bank 

Rating  Agencies 

Moody's.  S&P 

Moody's,  S&P 

Collateral  Type 

Seconds 

Seconds 

Capital  Structure: 

Tranche 

Ortg.  Balance 

Tranche 

Orig.  Balance 

A-1 

$340,283,000 

A-1 

$164,416,000 

A-2 

$100,116,000 

A-2 

$67,155,000 

A-3 

$20,295,000 

M-1 

$27,789,000 

M-1 

$70,148,000 

M-2 

$8,601,000 

M-2 

$12,725,000 

M-3 

$15,879,000 

M-3 

$29,691,000 

M-4 

$7,609,000 

M-4 

$12,724,000 

M-5 

$8,436,000 

M-S 

$11,746,000 

M-6 

$7,278,000 

M-6 

$10,441,000 

M-7 

$4,962,000 

M-7 

$10,440,000 

B-1 

$6,451,000 

B-1 

$12,399,000 

B-2 

$5,624,000 

B-2 

$8,809,000 

X 

$6,616,322 

X 

$12,724,566 

X-1 

$100 

X-1 

$100 

P 

$100 

P 

$100 

R 

$100 

R 

$100 

RC 

$100 

Confidential  Proprietary  Business  Information  nntin 

Produced  Pursuant  to  Senate  Confidentiality  Rules  GS-PSKK>230 
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Transaction  Name: 

GSAMP2006-S6 

GSAMP  2007-FM1 

Closing  Date 

October  20,  2006 

January  30,  2007 

Issuer 

GSAMP  Trust  2006-S6 

GSAMP  Trust  2007-FM1 

Trustee 

Deutsche  Bank 

Deutsche  Bank 

Rating  Agencies 

S&P.  Moody's 

S&P.  Moody's 

Collateral  Type 

Seconds 

Subprime 

Capital  Structure: 

Tranche 

Orlg.  Balance 

Tranche 

Orlg.  Balance 

A-1A 

$76,000,000 

A-1 

$315,873,000 

A-1B 

$19,000,000 

A-2A 

$131,536,000 

A-1C 

$95,531,000 

A-2B 

$28,394,000 

A-2 

$62,603,000 

A-2C 

$46,057,000 

A-3 

$19,053,000 

A-2D 

$28,008,000 

M-1 

$35,241,000 

M-1 

$31,825,000 

M-2 

$8,324,000 

M-2 

$28,239,000 

M-3 

$13,281,000 

M-3 

$12,376,000 

M-4 

$6,376,000 

M-4 

$12,377,000 

M-5 

$7,260,000 

M-5 

$10,962,000 

M-6 

$5,667,000 

M-6 

$8,133,000 

M-7 

$5,844,000 

M-7 

$7,426,000 

X 

$354,180,830 

M-8 

$6,011,000 

X-1 

$100 

M-9 

$6,719,000 

P 

.$100 

B-1 

$10,962,000 

R 

$100 

B-2 
X 
P 
C 
R 

RC 
RX 

$8,487,000 
$13,790,579 
$100 
$100 
$50 
$100 
$50 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 
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Transaction  Nama: 

GSAMP  2007-FM2 

GSAMP  2007-H1 

Closing  Date 

February  21, 2007 

January  31. 2007 

Issuer 

GSAMP  Trust  2007-FM2 

GSAMP  Trust  2007-H1 

Trustee 

Deutsche  Bank 

LaSalle  Bank 

Rating  Agencies 

S&P.  Moody's 

Fitch,  Moody's 

Collateral  Type 

Subprime 

Subprime 

Capital  Structure: 

Tranche 

Orig.  Balance 

Tranche 

Orig.  Balance 

A-1 

$351,823,000 

A-1  A 

$39,569,000 

A-2A 

$230,215,000 

A-1B 

$26,640,000 

A-2B 

$62,864,000 

A-1C 

$10,651,000 

A-2C 

$83,578,000 

A-2A1 

$42,000,000 

A-2D 

$45,285,000 

A-2A2S 

$30,472,000 

M-1 

$42,570,000 

A-2A2M 

$10,157,000 

M-2 

$44,072,000 

A-2B 

$61,559,000 

M-3 

$16,527,000 

A-2C 

$12,480,000 

M-4 

$17,027,000 

M-1 

$11,532,000 

M-5 

$15,025,000 

M-2 

$10,622,000 

M-6 

$11,018,000 

M-3 

$6,069,000 

M-7 

$12,020,000 

M-4 

$5,615,000 

M-8P 

$4,106,000 

M-5 

$5,614,000 

M-8D 

$3,907,000 

M-6 

$5,007,000 

M-9 

$12,019,000 

M-7 

$4,553,000 

B-1 

$14,524,000 

M-6 

$4,248,000 

B-2 

$14,023,000 

M-9 

$4,401,000 

X 

$21,034,651 

R 

$50 

P 

$100 

RC 

$100 

C 

$100 

RX 

$50 

R 

$50 

X 

$12,291,039 

RC 

$100 

P 

$100 

RX 

$50 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 
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Transaction  Name: 

GSAMP  2007-HE1 

GSAMP  2007-HE2 

Closing  Data 

February  23,  2007 

AprH  20,  2007 

Issuer 

GSAMP  Trust  2007-HE1 

GSAMP  Trust  2007-HE2 

Trustee 

LaSalle  Bank 

LaSalle  Bank 

Rating  Agencies 

S&P,  Moody's 

S&P.  Moody's 

Collateral  Type 

Subprtme 

Subprime 

Capital  Structure: 

Tranche 

Orig.  Balance 

Tranche 

Orifl.  Balance 

A-1 

$205,454,000 

A-1 

$370,801,000 

A-2A 

$149,399,000 

A-2A 

$216,267,000 

A-2B 

$44,191,000 

A-2B 

$50,045,000 

A-2C 

$59,585,000 

A-2C 

$74,161,000 

A-2D 

$15,726,000 

A-2D 

$28,668,000 

M-1 

$25,691,000 

M-1 

$42,961,000 

M-2 

$32,668,000 

M-2 

$39,423,000 

M-3 

$13,367,000 

M-3 

$24,261,000 

M-4 

$12,063,000 

M-4 

$21,228,000 

M-5 

$14,019,000 

M-5 

$19,206,000 

M-6 

$9,129,000 

M-6 

$17,184,000 

M-7 

$9,129,000 

M-7 

$18,196,000 

M-8 

$8,150,000 

M-8 

$16,173,000 

M-9 

$9,129,000 

M-9 

$15,162,000 

B-1 

$10,772,000 

R 

$50 

B-2 

$9,455,000 

RC 

$100 

R 

$50 

RX 

$50 

RC 

$100 

C 

$100 

RX 

$50 

X 

$57,114,094 

X 

$24,125,896 

P 

$100 

P 

$100 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 
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Transaction  Name: 

GSAMP  200744S1 

GSAMP  2007-NC1 

Closing  Oats 

August  30,  2007 

February  20.  2007 

Issuer 

GSAMP  Trust  2007-HSBC1 

GSAMP  Trust  2007-NC1 

Trustee 

Deutsche  Bank 

LaSatteBank 

Rating  Agencies 

S&P.  Moody's 

S&P,  Moody's 

Collateral  Type 

Subprime 

Subprime 

Capital  Structure: 

Tranche 

Oris.  Balance 

Tranche 

Orlg.  Balance 

A-1 

$522,538,000 

A-1 

$479,787,000 

M-1 

$6,361,000 

A-2A 

$482,234,000 

M-2 

$12,403,000 

A-2B 

$145,757,000 

M-3 

$12,722,000 

A-2C 

$196,365,000 

M-4 

$11,449,000 

A-2D 

$79,824,000 

M-5 

$11,132,000 

M-1 

$76,022,000 

M-6 

$9,859,000 

M-2 

$75,106,000 

M-7 

$6,679,000 

M-3 

$40,301,000 

M-8 

$7,633,000 

M-4 

$38,469,000 

M-9 

$6,360,000 

M-5 

$34,805,000 

R 

$50 

M-6 

$24,730,000 

RC 

$100 

M-7 

$22,898,000 

RX 

$50 

M-8 

$15,571,000 

C 

$100 

M-9 

$21,982,000 

X 

$28,992,502 

B-1 

$32,058,000 

P 

$100 

B-2 

R 
RC 
RX 

X 

P 

$26,562,000 

$50 

$100 

$50 
$39,384,621 

$100 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 
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Transaction  Name: 

G8R2004-2F 

GSR2004-3F 

Closing  Date 
Issuer 

January  30, 2004 
GSR  Mortgage  Loan  Trust  2004-2F 

February  27,  2004 
GSR  Mortgage  Loan  Trust  2004-3F 

Trustee 

Wachovia 

Wachovia 

Rating  Agencies 
Collateral  Type 

SS.P,  Fitch 
Prime  Fixed 

S&P,  Fitch 
Prime  Fixed 

Capital  Structure: 

Tranche 

Orio.  Balance 

Tranche 

Oria.  Balance 

I-A1 

$23,285,625 

I-A1 

$37,754,000 

.      I-A2 

$23,285,625 

IIA-1 

$85,576,000 

I-A3 

$38,809,375 

IIA-2 

$19,449,090 

I-A4 

$16,715,000 

IIA-3 

$31,137,000 

I-A5 

$35,673,000 

IIA-4 

$21,213,000. 

I-A6 

$12,972,000 

IIA-5 

$5,675,000 

I-A7 

$14,483,000 

IIA-6 

$38,353,334 

II-A1 

$100,000,000 

IIA-7 

$38,353,334 

II-A2 

$38,461,538 

IIA-6 

$16,000,000 

II-A3 

$40,156,188 

IIA-9 

$15,444,734 

II-A4 

$40,156,188 

IIA-1 0 

$19,562,932 

ll-AS 

$38,505,188 

IIA-1 1 

$26,277,000 

II-A6 

$18,152,624 

IIA-12 

$500,000 

III-A1 

$100,000,000 

IIIA-1 

$87,000,000 

III-A2 

$40,769,230 

IIIA-2 

$32,842,500 

III-A3 

$53,120,438 

II1A-3 

$36,845,894 

III-A4 

$53,120,438 

IIIA-4 

$36,845,894 

III-A5 

$38,096,500 

IIIA-5 

$30,332,571 

III-A6 

$21,050,062 

IIIA-6 

$19,995,535 

rV\A1 

$76,198,000 

IIIA-7 

$19,578,582 

IV-A2 

$76,198,000 

IIIA-8 

$440,418 

V-A1 

$35,524,000 

A-P 

$114,266 

VI-A1 

$94,581,000 

A-X 

$862,716 

VII-A1 

$53,305,000 

B-1 

$7,606,000 

VII-A2 

$53,305,000 

B-2 

$2,788,000 

VIII-A1 

$32,814,000 

B-3 

$1,775,000 

IX-A1 

$14,146,000 

B-4 

$1,268,000 

X-A1 

$41,137,000 

B-5 

$1,014,000 

XI-A1 

$27,838,000 

B-6 

$760,550 

XII-A1 

$55,415,000 

R 

$0 

XIII-A1 

$43,680,000 

XIV-A1 

$45,060,000 

I-B1 

$9,103,000 

I-B2 

$2,896,000 

I-B3 

$1,654,000 

I-B4 

$1,241,000 

I-B5 

$827,000 

I-B6 

$827,817 

II-B1 

$1,057,000 

II-B2 

$528,000 

II-B3 

$395,000 

II-B4 

$264,000 

II-B5 

$264,000 

II-B6 

$131,965 

R 

$0 

A-X 

$4,724,122 

A-P 

$929,495 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 


GS-PSI-00235 


Footnote  Exhibits  -  Page  2860 


RMBS 


Transaction  Name: 

GSR2004-4 

Closing  Date 

February  27, 2004 

Issuer 

GSR  Mortgage  Loan  Trust  2004-4 

Trustee 

Wachovia 

Rating  Agencies 

S&P,  Fitch 

Collateral  Type 

Prime  Hybrid 

Capital  Structure: 

Tranche 

Orifl.  Balance 

1A1 

$61,126,000 

2A1 

$25,000,000 

2A2 

$50,000,000 

2A3 

$50,000,000 

2A4 

$112,438,000 

2A5 

$112,438,000 

3A1 

$45,000,000 

3A2 

$37,914,000 

3A3 

$37,914,000 

4A1 

$20,551,000 

B1 

$6,862,000 

B2 

$722,000 

B3 

$541,000 

B4 

$361,000 

B5 

$361,000 

B6 

$181,353 

R 

$100 
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Transection  Mania: 

GSR  2004-5 

GSR2004-6F 

Dosing  Data: 

April  30, 2004 

May  27.2004 

Issuer: 

GSR  Mortoage  Loan  Tmst  2007.5 

QSR  MoitgagB  Loan  Tnnt  2004-6F 

Trustaa: 

JPMorgan  Chasa  Bank 

Wachovia 

Rating  AQanclas: 

S&P.  Moody's 

S&P.  Rich 

CoDataral  Typr. 

Prima  Hybrid 

Prime  Fixed 

Capital  Structure: 

Tn«*. 

Oria-Batanc* 

Trmnch. 

Oris- Balmu 

1A1 

$60,000,000 

IA-1 

$24,017,000 

1A2 

$1,702,000 

1A-2 

$3,160,000 

1A3 

$68321,000 

Wr3 

$3,107,000 

2A1 

$192,070,000 

I1A-1 

$139,984,000 

3A1 

$98,403,000 

UA-2 

$17370300 

3A2 

$36366,000 

IIA-3 

$12370.000 

3A3 

$32,113,000 

IIA-4 

$21358.000 

1AX 

$168323.000 

IIAr6 

$25,453,000 

2AX 

$192370,000 

IIA4 

$664,000 

B1 

$10398.000 

IIA-7 

$1,000,000 

82 

$4,123,000 

IIAr8 

$35,246,000 

63 

$2,196,000 

IDA-1 

$70,000,000 

84 

$1,925,000 

IIIA-2 

$20,461,538 

B5 

$1,649,000 

IllArS 

$11,700,000 

86 

$1,096,668 

IIIA-4 

$13317,000 

R 

$100 

U1A-5 

dlA-6 

IVA-1 

VA-1 

A* 

A-X 

B1 

B2 

83 

B4 

85 

86 

R 

$34332.267 

$5535,733 

$65329,000 

$43583.000 

$116,381 

$3,031,408 

$8,510,000 

$2,711,000 

$1,358,000 

$1,084,000 

$1,085,000 

$542,329 

$0 
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Transaction  Name: 

(MR  2004-7 

C8R2004-SF 

Closing  Date: 
Issuer 

June  30, 2004 
GSR  Mortgage  Loan  Trust  2004-7 

Jury  30, 2004 
GSR  Mortgage  Loan  Trust  2004-8F 

Trustee: 

JPMorgan  Chase  Bank 

Wachovia 

Rating  Agendas: 
Cofcaml  Type: 

sap 

Prima  Hybrid 

S&P.  Rteh 
Prime  Fixed 

Capital  Sfcuctee: 

Tranche 

Orto.  Balance 

Tranche 

Orta- Balance 

1A1 

$125,580,000 

IA-1 

$165,993,000 

1A2 

S1&560.000 

IA-2 

$3,932,000 

1A3 

$105,000,000 

IIA-1 

$133,700,000 

2A1 

$99,089,000 

nA-2 

$33,425,000 

3A1 

$237,742,000 

B*3 

$59,159,000 

4A1 

V96.0i9.000 

niA-i 

$61*11,000 

B1 

(114)99.000 

IIIA-2 

$62,740,000 

B2 

14,898,000 

UIA-3 

$1,129,000 

B3 

$2499,000 

ArX 

$151,398 

B4 

$2,100,000 

B1 

$835,000 

85 

$1,749,000 

B2 

$1,969,000 

BB 

$1,060,537 

B3 

$1,531,000 

R 

$100 

B4 
B5 
BS 
R 

$875,000 

$875,000 

$438,507 

$0 
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Transaction  Name: 

GSR  20044 

GSR2OD4-10F 

Ctosirtg  Date: 

July  30. 2004 

August  26. 2004 

Issuer 

GSR  Mortgage  Loan  Trust  2007-9 

GSR  Mortgage  Loan  Trust  2004-10F 

Trustee: 

Wachovia 

Wachovia 

Rating  Agendas: 

S&P,  Moody's.  Rich 

S&P.Fttch 

Cottatoral  Type: 

Prime  Hybrid 

Prime  Fixed 

Capital  Structure: 

Tranche 

Oris,  Balance 

Tranche 

Orio.  Balance 

1A1 

$30,000,000 

1A-1 

$50,000,000 

1AX 

$30,000,000 

1A-2 

$2,027,000 

1A2 

$41,207,000 

1A-3 

$28,475,000 

2A1 

$232^398,000 

1A-4 

$14,051  .OX 

3A1 

$155,285,000 

1A-6 

$64,617,000 

3A2 

$4,760,000 

1A-6 

$50,000,000 

4A1 

$90,711,000 

1A-7 

$847,000 

SA1 

$37,692,000 

2A-1 

$86,228,000 

5A2 

$44,352,000 

2A-2 

$6,228,000 

5A3    . 

$20,439,000 

2A-3 

$10,000,000 

5A4 

$16,080,000 

2A-4 

$138,953,000 

5AB 

$12,319,000 

2A-5 

$408,000 

SAB 

$21373.000 

3A-1 

$83,854,000 

5A7 

$25,229,000 

4A-1 

$55,211,000 

SA8 

$1,640,000 

5A-1 

$21,434,000 

6A1 

$144,471,000 

6A-1 

$142,480,000 

7A1 

$51,075,000 

7A-1 

$192,798,000 

B1 

$16,480,000 

8A-1 

$147,700,000 

82 

$9,208,000 

8A-2 

$38,825,000 

B3 

$4348,000 

6A-3 

$69,955,000 

84 

$3,877,000 

9A-1 

$36,928,000 

BS 

$1,938,000 

A-P 

$1,908,837 

B6 

$3,878,611 

A-X 

$223,222 

R 

$100 

B1 
B2 
B3 
B4 
B5 
B6 
R 

$12,145,000 
$4,832,000 
$2,418,000 
$1,812,000 
$1,811,000 
$1,208,819 
$0 
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Transaction  Name: 

asm  2004-n 

OSft  2004-12 

Ctoskio.  Date: 

August  27. 2004 

Octot»r29,2004 

Issuer 

GSR  MortQage  Loan  Trust  2007-11 

GSR  Mongaga  Loan  Trout  2004-12 

Trustee: 

Wechovfa 

U.S.Bartt 

Rafing  Agencies: 

S4P.  Moody's 

MoodyY.  Hen 

CoQatsral  Type: 

Piliiitt  Hybrid 

Prims  Hybrid 

Capital  Structure: 

Trsncftt 

Oris.  Mine* 

Tmch. 

OrtaBaJcnca 

1A1 

$381370X100 

1A1 

$299,849,000 

1A2 

$50,000,000 

1A2 

$6318.000 

2A1 

$200300X100 

2AR 

$100 

2A2 

$200300300 

2A1 

$96,813,000 

2A3 

$1973*1300 

2A2 

$150,000,000 

3A1 

$28,864,000 

2A3 

$60,000,000 

4A1 

$12,475,000 

3*1 

$90341.000 

5A1 

$106,128,000 

3A2 

$35397,000 

B1 

$22354300 

3A3 

$63.505300 

B2 

$9301300 

3M 

$38319.000 

B3 

$4,901,000 

3A5 

$32,825,000 

B4 

$5313300 

3*8 

$88,679,000 

B5 

$4,288300 

181 

$8,800300 

B6 

$2,451,068 

1B2 

$3,585,000 

1AX 

$50,000,000 

1B3 

$2,770,000 

2AX1 

$200300.000 

1B4 

$1,467,000 

2AX2 

$200300300 

1B5 

$815300 

R 

$100 

1B6 
2B1 
2B2 
2B3 
2B4 
265 
2B6 
1AX 
2A1X 
2A2X 
2A3X 
R 

$2,118,829 
$12373.000 
$6307,000 
$3382,000 
$2355.000 
$1370.000 
$2397.983 
$321322.000 
$98313300 
$150300,000 
$60,000,000 
$100 
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Transaction  Name: 

OSR2004-1SF 

GSR  2004-14 

dosing  Data' 

October  29, 2004 

November  28. 2004 

Issuer 

GSR  Mortgage  Loan  Trust  2004-13F 

GS  Mortgage  Loan  Trust  2004-14 

Trustee: 

Wachovta 

U.S.  Bank 

Rating  Agendas: 

SAP,  Moody's 

S&P.Moody-i 

CoBatem  Type: 

Prime  Fixed 

Prime  Hybrid 

Capital  Structure: 

Tranche 

Ortg.  Belence 

Tranche 

Ortg.  Balance 

1A-1 

$16418.000 

AR 

$100 

2A-1 

$100,000,000 

1A1 

$106477,000 

2A-2 

$29,166,686 

1AX 

$106477,000 

2A-3 

$29483.000 

2A1 

$201453400 

3A-1 

$65,000,000 

2AX 

$201,853400 

3A-2 

$21468,666 

3A1 

$119.431400 

3A-3 

$19477,000 

3A2 

$75400.000 

4A-1 

$97479400 

3AX 

$194,431,000 

4A-2 

$97479400 

4A1 

$43,851,000 

A-P 

$40,902 

SA1 

$100,000,000 

A-X 

$249447 

SAX 

$100,000,000 

B1 

$4456400 

5A2 

$92,218400 

B2 

$1.006400 

1BX 

$16,482,000 

B3 

$502,000 

1B1 

$9490,000 

B4 

$336,000 

1B2 

$4,120,000 

B5 

$167400 

1B3 

$2,472,000 

B8 

$335418 

1B4 

$2407.000 

R 

$0 

IBS 
1B6 
2B1 
2B2 
2B3 
2B4 
2B5 
2B6 
R 

$1448,000 
$991458 
$8418.000 
$4,494,000 
$3495.000 
$1,797,000 
$1473.000 
$1,125,047 
$100 
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Transaction  Nam: 

OSR20S4-1SF 

CSR2005-1F 

CtosingOete: 

December  17, 2004 

January  31, 2005 

Issuer 

GSR  Mortgage  Lean  Trust  2004-1SF 

OSR  Mortgage  Loan  Trust  2005-1 F 

Trustee: 

Wachovta 

Wachovta 

Rating  Agendas: 

SAP.  Moody* 

SaP.Ftah 

CoDalBJsS  Type: 

Prime  Fixed 

Prime  Fixed 

Capital  Structure: 

Tranche 

Oris.  Balance 

Tranche 

Oris,  Balance 

1A1 

$86,047,000 

1A-1 

$79,000,000 

1A2 

$19384,000 

1A-2 

$17,489,000 

1A3 

$11376,000 

1A-3 

$10,790,000 

1A4 

$381 300 

1A-4 

$25,439,000 

2A1 

$75,423,000 

1A-6 

$19357.000 

2A2 

$91,099,000 

1A-6 

$24,080,000 

2A3 

$15,183,166 

1A-7 

$38317.000 

2A4 

$13,373,000 

1A4 

$345,000 

3A1 

$44339.000 

1A4 

$369300 

3A2 

$44,939,000 

2A-1 

$145,000,000 

4A1 

$38307300 

2A-2 

$32302.000 

6A1 

J101.668.000 

2A-3 

$19,700,000 

6A1 

$40,123,000 

3A-1 

.     $143,000,000 

7A1 

$12,052,000 

3A-2 

$41,708,333 

7A2 

$12,052,000 

3A^ 

$56327,000 

AX 

$695,498 

4A-1 

$57399,000 

AP 

$686,163 

4A-2 

$57399.000 

B1 

$6,482300 

AX 

$149363 

B2 

$2.743300 

AP 

$1,000,989 

B3 

$1,097,000 

B1 

$9,685,000 

B4 

$1,372,000 

B2 

$4,150,000 

BS 

$622,000 

B3 

$2,767,000 

86 

$549,590 

B4 

$1363.000 

R 

$0 

BS 
BS 
R 

$1,729,000 

$1,038,251 

$0 
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Transaction  Nam*: 
Closing  Date: 
Issuer 
Trustee: 

Rating  Agenda* 
CoOateral  Type: 

O8R20C5-2F 

February  25. 2005 

GSR  Mortgage  Loan  Tluat  200S-2F 

Wachovia 

SIP,  Fitch 

Prime  Fixed 

OSR200S-3F 

March  30, 2005 

GSR  Mortgage  Loan  Trust  2005-3F 

Wachovia 

Fitch,  Moody's 

Prima  Fixed 

Capital  Structure: 

Tranche 

0*X{-  Batance 

Tranche 

Orta.  Balance 

1A-1 

$13,167,000 

1A-1 

$26,522,000 

1A-2 

SS9.774.000 

1A-2 

$40,686,000 

1A-3- 

$23,258,000 

1A-3 

$67.380300 

1A-4 

$23358,000 

1A-4 

$28,681,000 

1A-5 

$12,456,000 

1A-5 

$3,128,000 

1A-6 

$7309.000 

1A-6 

$1,120,000 

2A-1 

$105,000,000 

1*7 

$848,000 

2A-2 

$30325,000 

1A-8 

$1,112,000 

2*3 

$45460,000 

1A-9 

$2,966,000 

3A-1 

$13,172,000 

1A-10 

$4300,000 

3A-2 

$13,172,000 

1A-11 

$8,760,000 

A-P 

$1.199335 

1A-12 

$5,000,000 

A-X 

$127306 

1A-13 

$4356,000 

B-1 

$5,431300 

1A-14 

$24.087366 

B-2 

$1.861300 

1A-16 

$6,049,140 

B-3 

$1307.000 

1A-16 

$2,709,794 

B-4 

$754300 

1A-17 

$6,000,000 

B-5 

$452300 

2A-1 

$53,899,000 

B-6 

$754,798 

2A-2 

$13,474,750 

R1 

$0 

2A-3 

$20,056,000 

R2 

$0 

2A-4 
2A-5 
A-P 
A-X 
B-1 
B-2 
B-3 
B-4 
B-6 
B-6 
C 
R1 
R2 

$17,792,000 

$1395,000 

$983,827 

$33,360 

$6,739,000 

$1.853300 

$1,179,000 

$674,000 

$505,000 

$674,619 

$0 

$0 

$0 
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TlBTWCliOO  Mw. 

0882085-4? 

QSR2005-5F 

CbelngData: 
issuer 
Trustee: 

Rating  Agendas: 
ColtotaralType: 

April  29,2005 

GSR  Mortgage  Loan  Trust  20O5-4F 

Wachovia 

SAP.  Mood/a 

Prime  Fixed 

May  26. 2005 

GSR  Mortgage  Loan  Tiuat  2005-5F 

Wachovia 

S&P.  Moody's 

Prime  Fixed 

Capital  Structure: 

Tranche 

Ortg.  Balance 

Tranche 

Orta.  Balance 

1A1 

$20,683300 

1A-1 

523.202,000 

2A1 

$100,230300 

1A-2 

$5,351,000 

3A1 

$49.232300 

2A-1 

$32,844,000 

4A1 

$40333,000 

2A-2 

$35,486,000 

4A2 

$21,687,000 

2A-3 

$138,000,000 

4  A3 

$30,558,000 

2A-4 

$8,170,000 

4A4 

$10382.000 

2A-5 

$18.714300 

4C 

$40,689,478 

2A-6 

$7,721,000 

4A5 

$1349.522 

2A-7 

$3,000,000 

5A1 

$142.047300 

2A-8 

$41302.000 

5A2 

$4338300 

2A-9 

$6,000,000 

6A1 

$31,558,000 

2A-10 

$29,779,468 

AX 

$414279 

2A-11 

$10.000300 

AP 

$1313.141 

2A-12 

$5214,588 

Bi 

$8331.000 

2A-13 

$1,977,948 

B2 

$2349.000 

2A-14 

$17,600,000 

B3 

$1329.000 

2A-15 

$6,400,000 

B4 

$1275.000 

2A-16 

$828371 

B5 

$1,019,000 

2A-17 

$146287 

B6 

$765397 

2A-1B 

$25,142 

R 

$0 

2A-19 

$27,942,000 

3A-1 

$12,959,000 

3A-2 

$90,570,000 

3A-3 

$2,942,125 

3A-4 

$13.358375 

3A-5 

$13358375 

3A-6 

$14,517,000 

3A-7 

$1,001,000 

4A-1 

$201,751250 

4A-2 

$201,751250 

4A-3 

$100,000,000 

4A-4 

$3249.000 

4A-5 

$14374300 

4A-8 

$1,110300 

4A-7 

$127,063300 

4A-8 

$7,579,750 

5A-1 

$8.913300 

6A-1 

$74.022300 

7A-1 

$7,084300 

7A-2 

$7,084,000 

BA-1 

8A-2 

8A-3 

BA-4 

8A-5 

8A-6 

8A-7 

8A-8 

SA-9 

BA-10 

A-P 

A-X 

B-1 

B-2 

B-3 

B-4 

B-S 

B-8 

X 

C 

R1 

R2 

$164300.000 

$25,000,000 

$225345,000 

$389345.000 

$25.000300 

$49.147300 

$49,147,000 

$2233.954 

$2.000300 

$7,591,000 

$385,956 

$488232 

$24370300 

$10,057,000 

$5,028,000 

$4,190,000 

$3,352,000 

$2317,964 

$0 

$0 

$0 

$0 
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Transaction  Nam*: 

OSR20SMF 

OSR2005-7F 

Closing  Data: 

Juno  30, 2005 

August  26. 2005 

Issuer 

GSR  Mortgage  Loan  Tiuat  2005-6F 

GSR  Mortgage  Loan  Trust  2005-7F 

Trustee: 

Wachovia 

Wachovia 

Raflng  Agencies: 

SAP.  Mood/a 

S&P.Moooya 

CoQatanl  Type: 

Prime  Fnced 

PrtmeFrxad 

Capita]  Structure: 

Tranche 

Olio,  Balance 

Tranche 

Orig-Balance 

1A-1 

1177,583,875 

1A-1 

$13407.000 

1A-2 

$50,000,000 

1A-2 

$1415400 

1M 

$25,389,125 

1A-3 

$1415400 

1A-4 

$25,389,125 

2A-1 

$83,000,000 

1A-5 

$48430.000 

2A-2 

$2,714286 

1A-6 

$31272400 

2A-3 

$14285,714 

1A-7 

$2259,000 

2A-4 

$14285,714 

2A-1 

125,343,000 

2A-S 

$26,879,000 

2A-2 

$25343.000 

2A-6 

$29,530,000 

3A-1 

$45,000,000 

2A-7 

$2.190400 

3A-2 

$30,000,000 

3A-1 

$20,000,000 

3A-3 

$45,000,000 

3A-2 

$35,000400 

3A-4 

$30,000,000 

3A-3 

$20,000,000 

3A-5 

$15,684,000 

3A-4 

$35,000,000 

3A-6 

$88,000,000 

3Ar5 

$10,142,000 

3A-7 

$86,000,000 

3A-6 

'    $2,608400 

3A-8 

$3237.000 

3A-7 

$105,000,000 

3A-0 

$88237.000 

3A-8 

$20,125,000 

3A-10 

$3,088,000 

3A-9 

$33250.000 

3Ar11 

$31,038475 

3A-10 

$18,380,000 

3A-12 

$31,036,876 

3A-11 

$1212,000 

3A-13 

$100400,000 

3A-12 

$1,000,000 

3A-14 

$32,878,000 

4A-1 

$8,707,000 

3A-15 

$52,150,000 

4A-2 

$8.707400 

3A-16 

$52,383,000 

A-P 

$11,045 

3A-17 

$23,588400 

B-1 

$7,826,000 

3A-1B 

$23,588,125 

B-2 

$2,537,000 

3A-19 

$29,490,000 

B-3 

$1268400 

3A-20 

$2,130,000 

B-4 

$1288,000 

4A-1 

$20.000400 

B-S 

$634,000 

4A-2 

$20,000,000 

B-6 

$636,750 

4A-3 

$5,048,000 

X 

$0 

A* 

$718232 

C 

$0 

B-1 

$15200.000 

R1 

$0 

B-2 

$7,124,000 

R2 

$0 

B-3 

$3428,000 

B-4 

$3,325400 

B-S 

$2,849,000 

B-8 

$1,425,763 

X 

SO 

C 

$0 

Rt 

$0 

R2 

$0 
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Transaction  Nana: 

O8R20SS-IF 

O8R2O0D-9F 

Closing  Data: 

October  28.  2005 

December  29. 2006 

Issuan 

GSR  Mortgage  Loan  Trust  2005-BF 

GSR  Mortgage  Loan  Trust  2005-BF 

Tmttaa: 

Wachovia 

U.S.  Bank 

Rating  Agendas: 

S&P.ntch 

SAP.  Rich 

CoOataral  Type: 

Prime  Fbtsd 

Prime  Fixed 

Capital  Structure: 

Tranche 

Ortfl.  Balance 

Trench* 

Ortg.  Balance 

1A-1 

$36,721,000 

1A-1 

$265373.000 

2A-1 

$57,940,000 

1A-2 

$30,000,000 

2A-2 

$35313300 

1A-3 

$30,000,000 

2A-3 

$57.429300 

1A-4 

$7,012300 

2A-4 

$61,664,000 

1A-5 

$488300 

2A-5 

$45,000,000 

1A-6 

$203373.000 

2A-6 

$89,946,000 

1A-7 

$125332.000 

2A-7 

$32,769,000 

1A-8 

$45,692,000 

2A-8 

$2308.000 

1A-9 

$79,940,000 

3A-1 

$8250,000 

1A-10 

$76,341,000 

3A-2 

$25300.000 

1A-11 

$42348.000 

3A-3 

$25300,000 

1A-12 

$21,191,000 

3A-4 

$165395.000 

1A-13 

$21,655,000 

3A-5 

$34319300 

1A-14 

$17,910,000 

3A-6 

$20342.000 

1A-15 

$1244.000 

3A-7 

$1349300 

1A-16 

$8,270,000 

4A-1 

$100395.000 

2A-1 

$82,404,585 

5A-1 

$39,063300 

2A-2 

$175,000,000 

SA-2 

$39,063,000 

2A-3 

$53365,000 

BA-1 

$38,242,000 

2A-4 

$19328,414 

7A-1 

$107,712,000 

2A-5 

$18,244,383 

ArP 

$30362 

2A-6 

$15312.988 

A-X 

$2,783,432 

2A-7 

$1,077,600 

B-1 

$13,573,000 

2A-8 

$7,095,042 

B-2 

$5,744,000 

3A-1 

$17,628,000 

B-3 

$2372,000 

3A-2 

$17,629,000 

B-4 

$2,872,000 

3A-3 

$17,628,000 

B-5 

$2372300 

4A-1 

$42398,000 

B-6 

$980,258 

4A-2 

$2313300 

X 

$0 

5A-1 

$85,420,000 

C 

$0 

5A-2 

$4289,000 

R1 

$0 

BA-1 

$15,578,000 

R2 

$0 

•6A-2 
7A-1 
7A-2 
1-AP 
2-AP 
1-AX 
2-AX 
1-B1 
1-62 
1-B3 
2-81 
2-B2 
2-83 
1-84 
1-85 
1-B6 
2-64 
2-86 
2-86 
1-R1 
1-R2 
2-R1 
2-R2 
3-R 
X 

$1,022,000 

$23392,520 

$23,882,520 

$1202341 

$182312 

$268302 

$147,187 

$14,397,000 

$4,113,000 

$2,742,000 

$2,552,000 

$1240.000 

$561,000 

$1,713,000 

$1,028,000 

$1,715,711 

$551300 

$344300 

$416,447 

$0 

$0 

$0 

$0 

$0 

$0 
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Transaction  Kama: 

GSR200S-AR1 

OSR200SAR2 

doting  Data: 
Issuer: 

January  31. 2005 
GSR  Mortgage  Loan  Trust  20C&AR1 

March  31, 2005 
GSR  Mortgage  Loan  Trust  2005-AR2 

Trustee: 

U.S.  Bank 

OS.  Bank 

Rating  Agencies: 

SAP,  Rtch 

SAP.  Moody* 

CoOateral  Type: 

Prime  Hybrid 

Pi  line  Hybrid 

Capital  Structure: 

Tranche 

Oris.  Balance 

Tranche 

Ortg,  Balance 

AR 

$100 

1A1 

$88,117,000 

1A1 

$211,732,000 

1A2 

$172,225,000 

2A1 

$154,594,000 

1A3 

$6,208,000 

3A1 

$193,750,000 

2A1 

$222,753,000 

3A2 

$7,665,000 

3A1 

$50385.000 

4A1 

$86.006000 

4A1 

$136,791,000 

4A2 

$5,973,000 

5A1 

$181,967,000 

B1 

H2.686.00C 

R 

$100 

B2 

J4.4S6.000 

RH 

$100 

B3 

$3,088,000 

RS 

$100 

B4 

$2,057,000 

1B1 

$10,648,000 

B5 

$2,057,000 

1B2    . 

$7,454,000 

B6 

$1371.276 

1B3 

$4,614,000 

R 

$100 

1B4 
IBS 
1B6 
2B1 
2B2 
2B3 
264 
2B5 
2B8 
R 

RH 
RS 

$4,259,000 

$2,129,000 

$1,775,131 

$1,205,000 

$927,000 

$464,000 

$556,000 

$93,000 

$165,756 

$100 

$100 

$100 
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Transaction  Ham: 

OSft2SC5-AR3 

GSR20OSAR4 

Closing  Data: 

May  27.2005 

June  30, 2005 

Issuer. 

GSR  Mortgage  Loan  Trust  2005-AR3 

GSR  Mortgage  loan  Trust  2005-AR4 

Trusts*: 

U.S.  Bank 

U.S.  Bank 

Rating  Agendas: 

S&P.  Moody's 

S&P.  Fitch 

CoBataral  Type: 

Prims  Hybrid 

Prints  Hybrid 

Capital  Structure: 

Trenciw 

OftiMm 

Tranche 

Ortg>Ba!ancs 

1A1 

$133^84.000 

1A1 

$70.927300 

2A1 

$169371300 

2A1 

$132353.000 

3A1 

$181,240,000 

3A1 

$28,000300 

3A2 

$20.138300 

3A2 

$50.000300 

4A1 

$278,440,000 

3A3 

$3,500,000 

5A1 

$188305300 

3A4 

$205330300 

BA1 

$360,482,000 

3A5 

$68,208300 

.    l 

6A2 

$11,188,000 

4A1 

$42.548300 

7A1 

$34339,000 

5A1 

$230375.000 

8A! 

$67307,000 

8A1 

$411.115300 

8A2 

$3385X100 

1B1 

$14.680300 

1B1 

$7.790300 

1B2 

$6,044,000 

182 

$2344300 

1B3 

$3388.000 

1B3 

$1,271,000 

1B4 

$3,022300 

1B4 

$1,431300 

IBS 

$2,591,000 

1B5 

$1.272300 

1B8 

$1,727,144 

1B8 

$798,489 

2B1 

$5.498300 

2B1 

$28335,000 

2B2 

$2,538,000 

2B2 

$13.282300 

2B3 

$1.269300 

2B3 

$7.234300 

2B4 

$1,057,000 

284 

$8,028300 

2B5 

$848,000 

2B5 

$4,220300 

2B8 

$635,219 

2B8 

$3,014310 

X 

$411,115,000 

X 

$317,958,489 

R 

$100 

R 

$100 

RT1 

$100 

RSR 

$100 

RT2 

$100 

RH 

$100 
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Transaction  Nuns: 

GSR200S-AR5 

GSR  2005-ARS 

Closing  Dots: 

Issuer: 

August  26, 2005 
GSR  Mortgage  Loan  Trust  2005-ARS 

September  30, 2005 
GSR  Mortgage  Loan  Trust  2005-ARS 

Trustee: 

U.S.  Bank 

U.S.  Bank 

Rating  Agencies: 
CoBataral  Type: 

SSP,  Rtch.  DBRS 
Prime  Hybrid 

S&P,  Rtch,  DBRS 
Prime  Hybrid 

Capital  Structure: 

Tranche 

Oris.  Balance 

Tranche 

Oris.  Balance 

1A1 

$140,821,000 

1A1 

$559,193,000 

2A1 

$25,000,000 

1A2 

$22,634,000 

2A2 

$1,998,000 

1A3 

S60.000.000 

2A3 

$273,002,000 

1A4 

$90,000,000 

2A4 

$245,633,000 

2A1 

$1,068,165,000 

2A5 

$81,897,000 

2A2 

$96,015,000 

3*1 

$112,212,000 

3A1 

$398,160,000 

4A1 

$167,173,000 

3A2 

$12,708,000 

B1 

$26,938,000 

4A1 

$125,000,000 

B2 

$9,345,000 

4A2 

$6*81,000 

B3 

$4,397,000 

4A3 

$175,492,000 

B4 

$4,947,000 

4A4 

$34,552,000 

B5 

$3,848,000 

4A5 

$70,000,000 

B8 

$Z291J56 

81 

$53,241,000 

R-1 

$100 

B2 

$14,010,000 

R-2 

$100 

B3 
B4 
B5 
B6 
R1 
R2 

$5,604,000 
$4,203,000 
$4203,000 
$2303,685 

$100 

$100 
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Trsnksdion  KSRWt 

OSR200S-AR7 

OSRI0C5-HH.1 

CtoslnoDsts: 
Issuer 

October  31, 2006 

December  29, 2005 

GSR  Mortgage  Loan  Trust  2005*K7 

GSR  Trust  200S-HEL1 

U.S.  Bank 

Deutsche  Bank 

Rating  Agencies: 

S&P,  Fitch 

s&p.Moooys 

Cotstsrsl  Type: 

Prime  Hybrid 

HELOC 

Capital  Structure: 

Tranche 

Ortg.  Balance 

Tranche 

Orta.  Balance 

1A1 

$114582,000 

A-1 

$370,466X00 

1A2 

$4,379,000 

A-2A 

$163,150,000 

2A1 

$435,290,000 

A-2B 

$68,078X00 

2A2 

$16,634X00 

M-1 

$47,736,000 

3A1 

$107,172,000 

M-2 

$38,485,000 

4*1 

$132,045X00 

M-3 

$11,102X00 

4A2 

$$,048X«0 

M-4 

$10,731,000 

SA1 

$141,747X00 

M-5 

$8511,000 

SA2 

$5,417,000 

M-6 

$8,141,000 

6A1 

$775,768,000 

B-1 

$6,291,000 

1B1 

$16,464X00 

B-2 

$3,000,000 

1B2 

$6,485X00 

B-2 

$4,401,000 

1B3 

$4,490X00 

R-1 

$0 

1B4 

$3,492X00 

R-2 

$0 

1B5 

$2,494,000 

R-3 

$0 

188 

$1,996,047 

X 

$0 

281 

$11,197X00 

s 

$0 

2B2 

$4,768X00 

283 

$2,799,000 

2B4 

$2,400X00 

285 

$1,599X00 

2B8 

$1,200,356 

R 

$100 

RT1 

$100 

RT2 

$100 
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Transaction  Name: 

O8R2006-1F 

OSH2006-2F 

Closing  Data: 

January  30. 2006 

February  24,2006 

Issuer 

OSR  Mortgage  Loan  Tiust  200S-1F 

GSR  Mortgage  Loan  Trust  2006-2F 

Trustee: 

U.S.  Bank 

113.  Bank 

Rating  Agencies: 

S&P.  Moody's,  Rich 

S4P,  Fitch 

Collateral  Type: 

Prints  Ftxed 

Prtme  Fixed 

Capital  Structure: 

Tranche 

Orto.  Balance 

Tranche 

Orto.  Balance 

1A-1 

$103,279300 

1A1 

$38,766,000 

1A-2 

$91370300 

2A1 

$110,830300 

1A-3 

$10383300 

2A2 

$20,000,000 

1A-4 

$82323300 

2A3 

$8360,000 

1A-5 

$11316,166 

2A4 

$8,284,000 

1A-6 

$85.000315 

2A5 

$16,844,000 

1A-7 

$6,271,800 

2A8 

$9,703,000 

1A-8 

$4300 

2A7 

$690,000 

1A-9 

$19342300 

2AS 

$2,498,000 

1A-10 

$1388300 

2A9 

$109,000 

1A-11 

$71354300 

2A10 

$917,000 

1A-12 

$10589.000 

2A11 

$2342774 

1A-13 

$5,427,000 

2A12 

$10340.726 

1A-14 

$5342.000 

2A13 

$29,923,000 

1A-15 

$19,304,000 

2A14 

$1,995,000 

1A-1B 

$1352300 

2A15 

$39,776,000 

1A-17 

$3343.000 

2A18 

$7,949,000 

2A-1 

$226.937300 

2A17 

$32,665,000 

2A-2 

$100.000300 

2A18 

$47,725,000 

2A-3 

$16.666366 

2A19 

$4,000,000 

2A-4 

$38,011,000 

2A20 

$4300,000 

2A-5 

$14331300 

3A1 

$66,000,000 

2Ar6 

$1,004,000 

3A2 

$10,750,000 

2A-7 

$50.000300 

3A3 

$32,336,000 

2A-8 

$50,000300 

3A4 

$12,843,000 

2A-S 

$10,965,000 

3A5 

$857,000 

2A-10 

$770,000 

3AS 

$115,000,000 

2A-11 

$765,000 

4A1 

$49,146,000 

2A-12 

$156.139300 

4A2 

$49,148,000 

2A-13 

$25,411,000 

5A1 

$11,422,000 

2A-14 

$13,269,000 

8A1 

$20,514,000 

2A-15 

$12,142300 

7A1 

$46,652,000 

2A-16 

$42,417,000 

AX 

$763,564 

2A-17 

$2370,000 

M1 

$8,493,000 

3A-1 

$39.964300 

B1 

$9,226,000 

3A-2 

$39.964300 

B2 

$4,429,000 

4A-1 

$134.763300 

B3 

$2363,000 

4A-2 

$8310300 

64 

$1345,000 

4A-3 

$84357300 

B5 

$1,107,000 

4A-4 

$23,253300 

66 

$1348,497 

4A-6 

$12300300 

RC 

$0 

4A-6 

$10.753300 

R 

$0 

4A-7 

$26353300 

SA-1 

$100.000300 

SA-2 

$19320300 

5A-3 

$129387300 

5A-4 

$37.299300 

SA-S 

$21396300 

5A-8 

116,203300 

SA-7 

$41.722300 

5A-8 

$206308300 

5A-9 

$3.152300 

6A-1 

$40394.000 

6A-2 

$40394300 

8A-3 

$600,000 

7A-1 

$18.311300 

7A-2 

$18311,000 

1-AP 

$2,124,269 

2-AP 

$238,095 

AX 

$224309 

1-M1 

$10,164300 

1-61 

$9315300 

1-62 

$6381.000 

1-83 

$2,117300 

2-M1 

$8328300 

2-81 

$8,470300 

2-62 

$2.965300 

2-63 

$1387300 

1-64 

$1,693,000 

1-65 

$1,270,000 

1-66 

$1396.737 

2-64 

$1,078,000 

2-66 

$808,000 

2-66 

$1381358 

R 

$0 

1-RC 

$0 

2-RC 

$0 

X 

$0 
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Transaction  Nana: 

OSR2006-3F 

GSR  2006-4* 

Dosing  Date; 

March  30. 2006 

AprB  28, 2006 

lasusr. 

GSR  Mortgage  Loan  Trust  2006-3F 

GSR  Mortgage  Loan  Trust  2006-4F 

Tnjstaa: 

US.  Bank 

U.S.  Bank 

Rating  Agendas: 

SAP.  Fitch 

S&P.FHeh 

CoBaleral  Type: 

Prime  Fowl 

Prime  Fixed 

Capital  Structure: 

Tranche 

Otto, Balance 

Trench. 

Orig.  Balance 

1*1 

150.105,000 

1*1 

$32369,000 

1A2 

$37,363,000 

2A1 

$145307.000 

1*3 

$3315.000 

2A2 

$109,412,000 

1*4 

$3,896300 

2*3 

$26386,000 

1*5 

$7,711,000 

2A4 

$39,957,000 

1*6 

$4,681,000 

2*5 

$42369,000 

1A7 

$320,000 

2*6 

$68343.000 

2A1 

$174,888,000 

2*7 

$10,697,000 

2*2 

$122,054/100 

2*8 

$10337.000 

2*3 

$133,060,000 

2*9 

$21,634,000 

2*4 

$11,006,000 

2*10 

$13366,000 

2*5 

$17,866,000 

2*11 

$675,000 

2*6 

$8,650,000 

3*1 

$195,374,000 

2*7 

$32,757/100 

3*2 

$3,638,000 

2*6 

$2,221,000  ■ 

4*1 

$62374.000 

3A1 

$239378.000 

4*2 

$62374,000 

3*2 

$45350300 

5*1 

$86,719,000 

3*3 

$3,779,916 

5*2 

$61,137,000 

3*4 

$60.437300 

5*3 

$15,710,000 

3*5 

$5,038,416 

5*4 

$20353,000 

3*6 

$45359300 

5*5 

$24,474,000 

3*7 

$60.437300 

5*6 

$38363.000 

3*8 

$106,796,000 

5A7 

$6,044,000 

3*9 

$106,796,000 

5A8 

$6,179,000 

3*10 

$8316332 

5A9 

$12323,030 

3A11 

$182,422,000 

5*10 

$8,151,000 

3A12 

$67,047,000 

5*11 

$5.208300 

3*13 

$9369.000 

6*1 

$10,000,000 

3*14 

$10,000 

6*2 

$72347.000 

3*15 

$9,480,000 

6A3 

$7,068,000 

3A16 

$44,930300 

AP 

$113,975 

3A17 

$3,046,000 

AX 

$408,722 

3*18 

$76.626300 

B-1 

$12355.000 

4A1 

$127,059,000 

B-2 

$5,149,000 

SA1 

$49,635,000 

B-3 

$3^18,000 

5*2 

$49335300 

B-4 

$2,574,000 

*-P 

$66,872 

B-5 

JZ252.000 

*-X 

$36,880 

B-6 

$1,612,866 

Ml 

$6,012,000 

RC 

$0 

B1 

$9,016,000 

R 

$0 

B2 

$4307,000 

B3 

$2371,000 

B4 

$1,689,000 

B5 

$1,001,000 

B8 

$1373,234 

R 

$0 

RC 

$0 
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Transaction  Nam: 

OSR2006-SF 

GSR2006-6F 

Owing  Date 

May  26, 2006 

June  30, 2006 

Issuer 

GSR  Mongage  Loan  Tiust  2006-5F 

GSR  MORTGAGE  LOAN  TRUST  2CB6-6FQ 

Trustee: 

US.  Bar* 

U.S.  Bat* 

Rating  Agendas: 

S4P.  Fitch 

Rteti,  Moody* 

CoBatBfal  Type: 

Prime  Fixed 

Prime  Hut! 

Capital  Structure: 

Tranche 

Oris.  Balance 

Tranche 

Orlo.  Balance 

IAI 

$57,343,000 

1A1 

$11,875,000 

2A1 

W7.S75.O00 

2A1 

$103,000,000 

2A2 

$80,417,000 

2A2 

$7,725,000 

2A3 

$25,000 

2A3 

$44,722,000 

2A4 

$13,960,000 

2A4 

$34,461,000 

2AS 

$33,212,000 

2A5 

$2,470,000 

2A8 

$2,307,000 

3A1 

$30,000,000 

3A1 

$207,146,000 

3A2 

$164,510,357 

3A2 

$8,398,000 

3A3 

$164510.357 

3A3  . 

$207,146,000 

3A4 

$12,654,643 

3A4 

$207,146,000 

3A5 

$12,654,643 

3A5 

$179,526,532 

4A1 

$23,322,000 

3A8 

$179,526,532 

4A2 

$23,322,000 

3A7 

$27,619,488 

AP 

$184350 

4A1 

$22,407,000 

AX 

$29560 

4A2 

$22,407,000 

M-1 

$3,321,000 

5A1 

$24,388,000 

B-1 

$5,755,000 

AP 

$255,214 

B-2 

$2,656,000 

AX 

$19,309 

B-3 

$1548,000 

M-1 

$3,881,000 

B-4 

$885,000 

B-1 

$6,978,000 

B-6 

$664,000 

B-2 

$3,101,000 

B-6 

$888,331 

B-3 

$2,067,000 

RC 

$0 

B-4 

$1,292,000 

R 

$0 

B-S 

$775,000 

B-6 

$1,294,070 

RC 

$0 

R 

$0 
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Transaction  Man*: 

GSR200&7F 

OSR2006-8F 

Closing  Dats: 

July  28,  2006 

August  2S,200S 

Issuer. 

GSR  Mortgage  Loon  Trust  2008-7F 

GSR  Mortgage  Loan  Trust  2006-8F 

Tmstae: 

US.  Bank 

U.S.  Bank 

Rating  Agsndss: 

s*P.  Moody*.  Fitch 

S4P,  Msoays,  Fitch 

CoDataral  Type: 

Prims  Food 

Prim  Fbcftd 

Capital  Structure: 

Trancha 

Orto,  Balance 

Tranche 

Otto.  Balance 

1A-1 

$6320,000 

1A-1 

$3488,000 

2A-1 

$100,588,000 

2A-1 

$76,066,000 

2A-2 

$73,818,000 

3A-1 

$88373.000 

2A-3 

$38,880,000 

3A-2 

$88373,000 

2Ah4 

$38,159,000 

3A-3 

$5,000,000 

2A-5 

$28,127,200 

3A-4 

$20300.000 

2A-6 

$28.127200 

3A-S 

$102,876,000 

2A-7 

$7,031,800 

3Ar8 

$47,130,000 

2A-8 

$7,031,800 

3A-7 

$3309.000 

2A-9 

$18,719,000 

3A-B 

$3,073,000 

2A-10 

$8,728,000 

3A-9 

$3,770,400 

2A-11 

$7,993,000 

3A-10 

$47,130,000 

2A-12 

$9,400,000 

3A-11 

$47,130,000 

2A-13 

$680300 

4A-1 

$54.420300 

3A-1 

$77,884,000 

4A-2 

$50,000,000 

3A-2 

$77,884,000 

4A-3 

$830,000 

3A-3 

$3,117,000 

4A-4 

$2.409300 

3A-4 

$25351300 

4Ar5 

$3.635300 

3A-5 

$78,342,000 

4A-8 

$279315 

3A-6 

$42,711,000 

4A-7 

$58,422,000 

3A-7 

$2,990,000 

4A-8 

$4,494,000 

3A-B 

$822,000 

4A-8 

$2,164,000 

4A-1 

$50,000,000 

4A-10 

$168,481 

4A-2 

$69,625300 

4A-11 

$3,635,000 

4A-3 

$83214,000 

4A-12 

$8300 

4A-4 

$498,000 

4A-13 

$58,422,000 

4A-5 

$68,238,000 

4A-14 

$58,422,000 

4A-8 

$2,628,000 

4A-16 

$2,164,000 

4A-7 

$13,014,000 

4A-16 

$2.164300 

4A-8 

$1,001,078 

4A-17 

$64221.000 

4A-9 

$911X100 

4A-16 

$64221.000 

4A-10 

$46270.000 

4A-19 

$64221,000 

4A-11 

$9,430,000 

4A-20 

$68330300 

4A-12 

$13,014,000 

4A-21 

$4,940,076 

4A-13 

$13,014,000 

5A-1 

$81,799,000 

4A-14 

$2,917,669 

5A-2 

$81,799,000 

SA-1 

$62,686,000 

A-X 

$35,064 

SA-2 

$62,688,000 

M-1 

$1.870300 

A-X 

$72267 

B-1 

$8,711,000 

M-1 

$6,712,000 

B-2 

$3,733,000 

B-1 

$7,319,000 

B-3 

$2,488,000 

B-2 

$3.659300 

B-4 

$1244,000 

B-3 

$1329.000 

B-S 

$1244300 

B-4 

$1219.000 

B-6 

$1247,465 

B-S 

$914300 

X 

$0 

B-6 

$919,367 

RC 

$0 

X 

$0 

R 

$0 

RC 

$0 

R 

$0 
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Transaction  Name: 

O8R2006-0F 

OSR2008-10F 

dosing  Date: 

October  3a  2008 

December  29, 2008 

Issuer 

GSR  Mortgage  Loan  Trust  2006-6F 

GSR  Mortgage  Loan  Trust  2006-1  OF 

Trusts*: 

OS.  Bank 

OS.  Bar* 

Rating  Agencies: 

SSP,  Moody's,  Rich 

SW,  Fitch 

Coasters!  Type: 

Prime  Fixed 

PrtmeFtaed 

Capital  Structure: 

Tf  anchs 

Onto.  Balance 

Tranche 

OrlQ-  ft*l*nc« 

1A-1 

S5.480.000 

1A-1 

$8,451,000 

2A-1 

$102432400 

2A-1 

$46,760,000 

3A-1 

$506,770,000 

3A-1 

$204441,000 

4A-1 

$308,639,000 

4A-1 

$88,737,000 

4A-2 

$284,738,214 

4A-2 

$88,737400 

4A-3 

$284,738214 

4A-3 

$3459.000 

4A-4 

$21,002,788 

5A-1 

$27210.000 

4A-5 

$21,902,788 

6A-1 

$31,938,000 

5A-1 

$126252,000 

A-X 

$369,509 

SA-2 

$108252.000 

M-1 

$4,717,000 

SA-3 

$70,000,000 

B-1 

$5458,000 

5A-4 

$2,635,000 

B-2 

$2,786,000 

6A-1 

$90220,000 

8-3 

$1400,000 

6A-2 

$90220,000 

B-4 

$1,071,000 

7A-1 

$8,013,000 

B-5 

$642,000 

8A-1 

$50,491,000 

B-6 

$1,074,413 

9A-1 

$82255.000 

RC 

$0 

A-X 

$1284597 

R 

$0 

M-1 

$11,728,000 

B-1 

$17238400 

B-2 

$7,584,000 

B-3 

$4,137,000 

B-4 

$2,758,000 

B-6 

$2,068,000 

B-6 

$2.760446 

RC 

$0 

R 

$0 
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Transaction  Mams: 

OSR2006-AR1 

QSR2006-AR2 

Cluing  Data: 

January  30. 2006 

April  28, 2006 

Bauer 

GSR  Mortgage  Loan  Trust  200&AR1 

GSR  Mortgage  Loan  Trust  2006AR2 

Trustee: 

U.S.  Bank 

OBbanlt 

Rating  Agendas: 

S&P.Rteh 

SAP,  Fitch 

CoBatsral  Type: 

Prima  Hybrid 

Prtrno  HytKtd 

CepHai  Structure: 

Tranche 

Oils.  RealanflC* 

Trench* 

Oris.  Balance 

1A1 

$131539,000 

1A1 

$50573,000 

1A2 

$6520.000 

2A1 

$104,564,000 

2A1 

$400,000500 

2A2 

$19582.000 

2A2 

$383536500 

2A3 

$8,159,000 

2A3 

$88,461500 

3A1 

$222,647500 

2A4 

$150.666500 

3A2 

$11511,000 

2A5 

$49584000 

4A1 

$190,798,000 

3A1 

tsx.M&aoo 

4A2 

$9,435,000 

3A2 

$4588500 

5A1 

$287,215,000 

HI 

$31559500 

SA2 

$1434,000 

B2 

$10504500 

1X 

$55,685,666 

B3 

$5,401,000 

1B1 

$234,000 

B4 

$8577.000 

1B2 

$1,002,000 

B5 

$4561.000 

1B3 

$557,000 

B8 

$3376.498 

2B1 

$19,044,000 

RC 

$100 

2B2 

$7,254,000 

R 

$100 

263 

1B4 
1B5 
188 
2B4 
2B5 
2B8 
R 
IRC 
2RC 

$4,534,000 

$501,000 

$278,000 

$390,668 

$4,081,000 

$3,174,000 

$2,721,016 

$100 

$100 

$100 
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Transaction  Nam*: 

OSR2006-OA1 

OSR  2007-1 F 

Cloilng  Data: 

August  24. 2006 

February  28, 2007 

Issuer 

GSR  Mortgage  Loon  Trust  2006-OA1 

GSR  Mortgage  Loan  Trust  2007-1F 

Trustee: 

Deutsche  Bank 

U.S.Bank 

Rating  Agendas: 

S&P,  Moody's 

SAP,  Moody's,  Rtch 

Collassral  Type: 

Option  ARM 

Prima  Fixed 

Capital  Structure: 

Tranche 

Oris.  Balance 

Tranche 

Oris.  B4etencs 

1-A-1 

$744,670,000 

1A-1 

$2520,000 

2-A-1 

$848,465,000 

2A-1 

$670,073,000 

2-A-2 

$353,527,000 

2A-2 

$497,838,000 

2-A-3 

$212,117X100 

2A-3 

$38,222500 

3-A-1 

$148388500 

2A-4 

$124,215,000 

3-A-2 

$36,722,000 

2A-5 

$9,600,000 

M-1 

$82,195,000 

2A-6 

$310,270,000 

M-2 

$44.055,000 

2A-7 

$187,568,000 

M-3 

$18,140,000 

2A-8 

$18,909500 

M-4 

$31.098500 

2A-8 

$19.313500 

M-5 

$12,957,000 

2A-10 

$538,058,000 

M-6 

$12558500 

3A-1 

$214,878,676 

M-7 

$12557500 

3A-2 

$157522.000 

M-8 

$12.957500 

3A3 

$14,481500 

M-9 

$12,958,000 

3A4 

$132,127,000 

R 

$100 

3A5 

$12,314,000 

RC 

$100 

3*4 

$153,000,000 

RX 

$100 

3A-7 

$153,000,000 

P 

$100 

3A-8 

$50,000,000 

X 

$28506512 

3A-0 

3A-10 

3A-11 

3A-12 

3A-13 

3A-14 

3A-15 

3A-16 

4A-1 

4A-2 

A-X 

M-1 

B-1 

B-2 

B-3 

B-4 

B-* 

B-6 

X 

RC 

R 

$142570,000 
$13.972500 
$50,000,000 
$142570,000 
$10.112500 
$142,670,000 
$132,127,000 
$550531 
$165,077,000 
$165,077,000 

$289,488 

$10,462,000 

$16,867500 

$8,032,000 

$4,016,000 

$3,212,000 

$1,608,000 

$2.413595 

$0 

$0 

$100 
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Transaction  Heme: 

OSR2007-2F 

O3R2007-V 

Closing  Dale: 

March  30, 2007 

Apr!  30, 2007 

bsuar 

GSR  Mortgage  Loan  Trust  2007-2F 

GSR  Mortgage  Loan  Trust  2007-3F 

Trustee: 

US.  Bank 

U.S.  Ban* 

Rating  Agendas: 

Moody's.  Fitch 

Mood/a.  Fitch 

CoBatstal  Type: 

Prime  Ftxed 

Prime  Ftxed 

Capita)  Structure: 

Tranche 

Oris,  Balance 

Tranche 

Orlo.  Balance 

1A-1 

$101  £01 .000 

1A-1 

$53,113,000 

1A-2 

t7S.460.O0O 

1A-2 

$36,756,000 

1A-3 

$5,981,000 

1Ar3 

$6,732300 

1A-4 

S16.988.000 

1A-« 

$9.917300 

1A-S 

$1372.000 

1A-5 

$706,000 

2A-1 

$206,768,000 

2A-1 

$253277,000 

2A-2 

t152.973.OO0 

2A-2 

$185301,000 

2A-3 

$182,584,000 

2A-3 

$197,528,000 

2A-4 

$9,611,000 

2*4 

$12,027,000 

2A-5 

$12,441,000 

2A-5 

$17,121,000 

2M 

$2,830,000 

2M 

$6,094,000 

2A-7 

$38,568,000 

2A-7 

$47292,000 

2A-8 

$2,786,000 

2A-8 

$3,363,000 

2A-B 

$94368,000 

2A-9 

$114,756,000 

2A-10 

$58,405,000 

2A-10 

$70,743,000 

3A-1 

$241,703,000 

3A-1 

$370,744,000 

3A-2 

$173,545,000 

3*2 

$281.073300 

3A-3 

$185,328,000 

3A-3 

$262,541,000 

3A-4 

$11,783,000 

3A-4 

$18,532,000 

3*rS 

$19317.000 

3A-5 

$34,054,000 

3A-6 

$8,034,000 

3A-6 

$15,522,000 

3A-7 

$45,084,000 

3A-7 

$69226,000 

3A-8 

$3,257,000 

3A-8 

$4,923,000 

3A-9 

$69,073,000 

4A-1 

$67,862,000 

3A-10 

$64,472,000 

4A-2 

$67362.000 

4Ar1 

$54,907,000 

A-X 

$248,093 

4A-2 

$54,907,000 

M-1 

$5,406,000 

A-X 

$192375 

B-1 

$10,431,000 

M-1 

$4,393,000 

B-2 

$4,635,000 

B-1 

$6,153300 

B-3 

$3391.000 

B-2 

$3,763,000 

B-4 

$1,545,000 

B-3 

$2,196,000 

B-5 

$1,159,000 

B-4 

$1254.000 

B-6 

$1,545,564 

B-5 

$641,000 

R 

$100 

B-« 

$1254,730 

RC 

$0 

R 

$100 

A-P 

$69,793 

X 

$0 

RC 

$0 
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Transaction  Name: 

GSR2007-4F 

O8R2007-SF 

Closing  Oats 
Issuer. 

June  29,  20OT 

December  28, 2007 

GSR  Mortgage  Loan  Trust  2007-4F 

GSR  Mortoage  Loan  Trust  2O07-5F 

Trustee: 

US.  Bank 

U.S.  Bank 

Ratng  Agendas: 

S&P.Fttch 

SAP,  Fitch 

Collateral  Type: 

Prime  Fixed 

Prime  Fixed 

CapSal  Structure; 

Tranche 

Orig.  Balance 

Tranche 

Oris,  Balance 

1A-1 

$27,634,000 

A-1 

$687,024,000 

2A-1 

$160,449,000 

A-2 

$28,215,000 

2A-2 

$1 12,720,000 

M-1 

$10,128,000 

2A-3 

$120387,000 

B-1 

$4,341,000 

2A-4 

$8,1674X10 

B-2 

$4,702,000 

2A-5 

$15,639/100 

B-3 

$2£32.000 

2A-6 

$7,472,000 

B-4 

$2,894,000 

2A-7 

$29,851,000 

B-6 

$2,170,000 

2A-8 

$1239.000 

B-6 

$1,447,609 

3A-1 

$100,000,000 

R 

$100 

3A-2 

$162,099,000 

RC 

$100 

3A-3 

$81,945,000 

3A-4 

$100,154,000 

3A-5 

$tS\377,000 

3A-6 

$59,068,000 

3A-7 

$4,431  ,000 

3A-8 

$45,000,000 

3A-9 

$8,510,000 

3A-10 

$3,476,000 

3A-11 

$250,595,395 

4A-1 

$77,646,000 

4A-2 

$77,646,000 

5A-1 

$12,891,000 

BA-1 

$46,244,000 

7A-1 

$19,503,000 

M-1 

$1,190,000 

B-1 

$11.0624)00 

B-2 

$5,135,000 

B-3 

$2,766,000 

B-4 

$2,370,000 

B-5 

$1.1854)00 

B-6 

$1,975,749 

A-P 

$80,893 

A-X 

$245320 

R 

$100 

RC 

$0 
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Transaction  Name: 

GSR2007-AR1 

OSR2007-AR2 

May  24. 2007 

GSR  Mortgage  Loan  Trust  2007-AR2 

Deutsche  Bank 

Closing  OatK 

iKtUBT. 

TmstBe: 

January  31, 2007 

GSR  Mortgage  Loan  Trust  2007-AR1 

Deutsche  Bar* 

Rating  Agendas: 
CouatsralType: 

S&P.  Rtch 
Prime  Hybrid 

SAP,  Fitch 
PiurwHybrld 

Capital  Structure: 

Tranche 

Orto.  Balance 

Oris.  Balance 

1A1 
1A2 

74,245.000 
$3.449300 

1A1 
1A2 

$419,625,000 
$24,143,000 

2A1 

$1,080  ,259300 

2A1 

$231,612,000 

2A2 

$50.176300 

2A2 

$8,717,000 

3A1 

$180,221,000 

3A1 

$68,220,000 

3A2 

$7,443,000 

3A2 

$2463.000 

4A1 

$60,686,000 

4A1 

$43365,000 

4A2 

$2319,000 

4A2 

$1,640,000 

5A1 

$131389300 

5A1A 

$56,036,000 

5A2 

$6,127,000 

5A1B 

$317396.000 

6A1 

$89,171,000 

5A2 

$14,073,000 

6A2 

$4,1*2.000 

6A1 

$89,703,000 

B1 

$39,259,000 

6A2 

$3376,000 

B2 

$13,085,000 

B1 

$19,916,000 

B3 

$7,861,000 

B2 

$9,293,000 

B4 

$5,234300 

B3 

$5,311,000 

BS 

$4361.000 

B4 

$5310300 

B6 

$4,365,162 

B5 

$3,983,000 

R 

$100 

B6 

$2,656,049 

RC 

$100 

R 
RC 

$100 
$100 
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Transaction  Name: 

QSR2O07-HEL1 

OSR2007-OA1 

dosing  Date: 

April  17, 2007 
GSR  Trust  2007-HEU 

May  8, 2007 
GSR  Mortgage  Loan  Trust  2007-OA1 

Trustee: 

Deutsche  Bank 

Deutsche  Bank 

Rating  Agendas: 

SSP,  Moody's 

S&P.  Moody's 

Collateral  Type: 

HELOC 

Option  ARM 

Capital  Structure: 

Tranche 

OrtaBalanca 

Tranche 

Otto.  Balance 

A 

$132,937,000 

1A-1 

$374.81 6  AH) 

R 

$100 

1A-2 

$93,854,000 

X 

$100 

2A-1 

$156,221,000 

s 

$100 

2A-2 

$74,739,000 

X-1 

$100 

2A-3A 

2A-3B 

2A-4 

2A-M 

M-1 

M-2 

M-3 

M-4 

M-S 

M-6 

M-7 

M-8 

M-9 

M-10 

R 

RC 

RX 

XP 

$93,898,000 

$10,433,000 

$200,000,000 

$59,477,000 

$18,718,000 

$19,024,000 

$8341.000 

$8,918,000 

$9,224,000 

$4,612,000 

$8,070,000 

$5,765,000 

$4,036,000 

$2382.000 

$100 

$100 

$100 

$6,341,774 
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RMBS 


II  WHIP t*HW  NSFAB* 

GSR2007-OA2 

NCAMT2008-AIT2 

ClosbigData: 

October  29, 2007 

October  30. 2006 

Issuer 

GSR  Mortgage  Loan  Trust  2007-OA2 

New  Century  Altomathe  MortBBB*  Loan  Trust  2006-ALT2 

Trusts*: 

Deutsche  Bank 

U.S.  Bank 

Ratng  Agendas: 

S&P.  Moody's 

S&P.  Moody's 
A*-A 

CoDataral  Type: 

Option  ARM 

Capital  Structure: 

Tranche 

Orta.  Balance 

Orlo-Batanc* 

1A-1 

$188326.000 

AV-1 

$168,161,000 

2A-1 

$105399,000 

AF-2 

$38,791,000 

A-2 

$72,931,000 

AF-3 

$85.815300 

IX 

$232307,000 

AF-4 

$31,742,000 

2X 

$131,749:000 

AF-5 

$55390,000 

B-1 

$9,738300 

AF-6A 

$39,580,000 

B-2 

M  .677.000 

AF-6B 

$4398.000 

B-3 

S5.291.O0O 

M-1 

$6,751,000 

B-4 

$8,877,000 

M-2 

$3,492,000 

B-S 

I6.138.0K 

M-3 

$2,329,000 

M 

$9312300 

M-4 

$3,955,000 

B-7 

$2328300 

B-1 

$2,329,000 

B-8 

$8.468328 

B-2 

$2329.000 

P-1 

$100 

B-3 

$2329.000 

P-2 

$100 

R 

$100 

R 

$100 

RC 

$100 

RC 

$100 

RX 
X 

P 

$100 

$2.328318 

$100 
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Transaction  Narstst 

STARM  2007-1 

STARM  2007-4 

Closinp,  Data: 

February  23, 2007 

Septsmbar  24. 2007 

ISSUen 

STARM  Mortgage  Loan  Trust  2007-1 

STARM  Mortgage  Loan  Tiusi  2007-4 

Trustee: 

Oeutschs  Bank 

Doutscha  Bank 

Rafna  Agendas: 

SAP.  Rtch 

SAP.  Moody"*,  Rt=h 

Coflataral  Type: 

Prints  Hybrid 

Pihiia  Hybrid 

Capital  Structure: 

Tranche 

Otto.Baianc* 

TrtAGha 

Orig-Batane* 

1A1 

t63.302.000 

1A1 

$19356.000 

1A2 

13.323.000 

1A2 

$1,341,000 

2A1 

$305,002,000 

2A1 

$75233300 

2A2 

$16,009,000 

2A2 

$86,418300 

3A1 

$83,757,000 

2A3 

$11,638300 

3A2 

$31252.000 

2X 

$85,418,000 

3A3 

$8,562300 

3A1 

$381,816,000 

B1 

$13328,000 

3A2 

$26,702300 

B2 

$4368300 

4A1 

$102,139,000 

B3 

$3271  BOO 

4A2 

$6,865300 

B4 

$1,808,000 

M 

$23,942,000 

BS 

$1,635,000 

B1 

$4.431300 

B6 

$1,383428 

82 

$8.896300 

R 

$100 

B3 

$2,721,000 

RC 

$100 

B4 

85. 
B6 
R 
RC 

$4275.000 
$1,166,000 
$3,109,852 

$100 

$100 
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Transaction  Msrnoi 

FHLT2004-A 

CBASS  2006-CBS 

Closing  Dal& 

February  20, 2004 

Oacember7. 2008 

Issuer 

Fremont  Home  Loan  Trust  2004-A 

C-BASSTruit2006-Ce9 

Trustee: 

HSBC 

LaSaDeBank 

Rsnng  Agendas: 

SAP,  Moody* 

Mooays.Frtch.OBR5 

CoQataral  Type: 

Suoprirmr 

Subprima 

Capital  Structure: 

Tranche 

Orfo,  Balance 

Tranche 

Oris.  Balance 

A-1A 

$212.726300 

A-1 

yT^nfn40no 

A-1B 

$23337,000 

A-2 

$72,092,000 

A-2 

$237,239,000 

A-3 

$116380,000 

A-3 

$189,451,000 

A-4 

$82,496,000 

M-1 

$58.419400 

M-1 

$28281,000 

M-2 

$47587,000 

M-2 

$22330,000 

M-3 

$14,604,000 

M-3 

$13,758,000 

B-1 

$14,605,000 

M-4 

$11,848,000 

B-2 

$10,432,000 

M* 

$12^29.000 

6-3 

$10,432,000 

M-e 

$9354.000 

X 

N/A 

M-7 

$9,172,000 

P 

$100 

M-8 

$8.790300 

R 

N/A 

M-e 

B-1 
B-2 
B-3 
CE-1 
CE-2 
R 
RX 
P 

$6,115,000 
$13,376,000 
$4,968,000 
$7,644,000 
$13,375,922 

$100 

$100 

$100 

$100 
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Sum  of  Orig  Face  (mm) 

Risk  Taker/  Customer 

Total 

ACA  Management 

42.0 

AIG  (AIGFP) 

149.7 

AIG  (Banque  AIG) 

205.0 

AIG  (Global) 

18.6 

Aladdin 
Allied  Irish 

« 

Anglo  Irish 

MB 

Bank  Hofman 

M 

BAWAG 

MBI 

BSAM 

760.2 

C-BASS 

MB 

Church  Tavern 

MB) 

CNCE 

MB 

Commerzbank 

■■ 

Credit  Suisse 

Ml 

Deutsche  Bank 

BSB 

Faxtor 

#JP 

GIB 

•BB 

Greywolf 

15.0 

HBK 

MB) 

Highland  Capital 

mm 

1KB 

965.5 

Koch  Global 

■■ 

Merrill 

MB 

New  Bond  Street 

MB) 

Nordea 

MB 

NY  CDO  DESK 

250.6 

Oppenheimer 
Princeton  Advisory 

a 

Security  Benefit  Life 

MB 

TCW 
Tricadia 

a 

Vanderbilt 

Bj  B) 

[Wachovia 

MMP 

IGrand  Total 

3.661.5 

Redacted  by  the  Permanent 
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1  TRADE  DETAILS;                                                                                                                                                                                                            1 

|DmI-'. 

;■    ..Class 

Prleo 

Ortg  Face  (mm) 

Trails  Data  . 

sotttoDate 

•  Risk  Token  Customer  „i.:-'             | 

ABACUS  06-11  NR 

A-1 

CDS-  54bps 

-41.25 

9/18/06 

6/26/08 

MAGNETAR  CNS  MF  LTD 

ABACUS  06-1 1NR 

A-1 

CDS- 54bps 

-41.25 

9/18/06 

8/28/06 

DEUTSCHE  AG  LONDON 

ABACUS  08-11  NR 

A-2 

COS- 62bps 

-22.97 

9/18/06 

8/26/06 

MAGNETAR  CNS  MF  LTO 

ABACUS  06-1 1NR 

A-2 

COS- 62bps 

-22.97 

9/18/06 

8/26/08 

DEUTSCHE  AG  LONDON 

ABACUS  06-1 1NR 

B 

COS-  120bps 

-10.63 

8/18/08 

9/26/06 

GSC  Eliot  Bridge  Master  Fund  1,  Ltd. 

ABACUS  06-11  NR 

B 

COS-  120bps 

-10.63 

8/18/06 

8/26/06 

MAGNETAR  CNS  MF  LTD 

ABACUS  06-1 1NR 

B 

COS-  120bps 

.10.63 

8/18/08 

8/26/06 

DEUTSCHE  AG  LONDON 

ABACUS  06-11  NR 

C 

COS- 230bps 

-6.25 

9/18/06 

8/26/06 

GSC  Blot  Bridge  Master  Fund  1.  Ltd. 

ABACUS  06-1 1NR 

C 

CDS-  230bps 

-6.25 

8/16/06 

9/26/08 

MAGNETAR  CNS  MF  LTD 

ABACUS  06-1 1NR 

C 

CDS- 230bps 

•6.25 

8/18/06 

8/26/08 

DEUTSCHE  AG  LONDON 

ABACUS  06-1 1NR 

D 

CDS- 405bps 

-5.94 

9/18/06 

8/26/06 

GSC  Blot  Bridge  Master  Fund  1.  Ltd. 

ABACUS  06-1 1NR 

0 

CDS- 405bps 

-5.94 

8/18/08 

9/26/06 

MAGNETAR  CNS  MF  LTD 

ABACUS  06-1 1NR 

0 

COS- 405bps 

•5.94 

8/18/06 

8/28/06 

DEUTSCHE  AG  LONDON 

ABACUS  06-14  NR 

A-2 

COS-  70bps 

-36.68 

10/10/06 

10/13/06 

MAGNETAR  CNS  MF  LTD 

ABACUS  06-14  NR 

B 

CDS-  105bps 

-38.68 

10/10/06 

10/13/06 

MAGNETAR  CNS  MF  LTD 

ABACUS  06-14  NR 

C 

CDS-  200bps 

•25.16 

10/10/06 

10/13/06 

MAGNETAR  CNS  MF  LTD 

ABACUS  06-14  NR 

D 

CDS-  400bps 

-15.72 

10/10/06 

10/13/08 

MAGNETAR  CNS  MF  LTO 

ABACUS  06-15 

C 

CDS-  18Sbps 

-6.81 

11/8/06 

11/13/08 

GSC  Eliot  Bridge  Master  Fund  1.  Ltd. 

ABACUS  06-HSS1 

SS 

CDS- 22bps 

•1032.00 

9/15/06 

9/20/06 

PAULSON  CRED  OPP  MST 

ABACUS  06-INOX2 

SS 

CDS-  22bps 

■660.00 

9/27/06 

10/4/06 

PAULSON  CRED  OPP  MST 

ABACUS  07-AC1 

SS 

COS-  65bps 

•1000.00 

501/07 

501/07 

PAULSON  CRED  OPP  MST 

ABACUS  07-AC1 

A2 

CDS-  141bps 

-142.00 

501/07 

4/26/07 

PAULSON  CRED  OPP  MST 

ABACUS  07-AC1 

A1 

CDS- 116bps 

•50.00 

4/10/07 

4/26/07 

PAULSON  CRED  OPP  MST 
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ABACUS  OH 
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ABACUS  05-CB1 
ABACUS  0SCB1 
ABACUS  0SCB1 
ABACUS  OS-IS 
ABACUS  06-15  V2 
ABACUS  06-15  V2 
ABACUS  OM 
ABACUS  064 

abacus  oe-ea 

ABACUS  OMFL 
ABACUS  OM  S3 
ABACUS  OB-HOSI 
ABACUS  08-MOS1 
ABACUS  06-HG81 
ABACUS  0&4NOX2 
ABACUS  09JMOX2 
ABACUS  07-ACI*2 
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Fl 

SS 

SS 

SS 

SS 


- .     .Price).  .  j. 

600bp*  rua/tina 
1  6Scpe  fUAfljAQ 
176bB0  fUMJJlQ 

12bpt  funtiBQ 
12ops  running 
ISSQbbs  nsvrinQ 

lSKspS  rulUUUj 

OTSbbs  nnutinQ 
IStperunrung 
12bps  mnnlnQ 

SSObpe  runrdrtg 

llSOelpe  running 
18336S  runrmcj 

COS- 1530bps 
CCS-65cpt 
CCS- 22bps 


COS-20S0bpt 
CDS- 2050bps 

CDS- 29bps 
COS-SOObps 

CDS- 27bps 

COS- 27bps 
COS- 21.5bps 
COS- 21.5bps 

COS- 67bps 


OOgFAMtBrnT 
3.00 
4.50 
10.00 
12.50 
1760.00 

no  oo 

2.00 

«J9 

5.00 

7.00 
1000.00 
1200.00 

15.04 

15.04 
450.00 

5.00 

54.00 
115.00 

2.30 

2.70 

0*6 

4.50 
109.64 

2.60 
450.00 
450.00 
660.00 
1012.00 
009 .09 


file*  PS 
9/290S 
0/2BO5 
3/30O6 
12/3706 
V2670S 

s/saos 
tomm 

1072045 
10/1605 
10/16705 
10/7/05 
7/8705 
I1/10OS 

n/ioos 

11/1005 
1 1/8/06 
11/16708 
11/17103 
1U17/08 
11/17M 

iom 

11/irne 

11/7/06 

nam 
nooa 
io«»e 
ofis/oe 
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ouMDia. 
le/iios 

10/1605 
3/30/98 
12/5/06 
8/8705 

a®» 

11AM 

11*05 

11*05 

11/2/05 

10/26105 

7/2505 

12/7/05   | 

12/7/05 

12/7*5 

1 1/1305 

1V2B/03 

11/17/06 

11/17/06 

11/17/08 

2/1606 

2/1808 

11/2608 

11/3006 

tinoe 

11/308 
107306 

8/20.06 
S/3110J 


sMYkWe 

OSCEtetBnago  Matter  Fund  I  ltd 

CSCEM Bridge Master  Fund  I  Ltd 


AJOFP 

AIGFP 

CSC  EM  Bndga  Master  Fund  I  Ltd. 

OSCFJet  Bridge  Master  Fund  l  ltd 

Bear  Steams  Structured  Risk  Partners  Uutsr  Fund  ltd. 

Beer  Steam*  Structured  RisiPerewre  ill  iter  Fund  ltd. 

AIGFP 

AICFP 


ABSFP 

OSC  Bet  Bridge  Hum  Fund  I  ltd 

BearSteems  High  Ontde  Credt  Strateetot  Enhanced  Leveraged  Metier  Fund  ltd. 


Risk  Pertnere  Matter  Fund  Ltd. 


Stanley  Prep 

ABM  Artird-  unoon 
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Jctoana  DATES: 


0»«HMn»SB."V«aS'S''.-.S.--'  -  •-  'ArlPfr  z? 

aostnotrats' 

irao»aiiT«wR  '. 

tortus  1  Funomg,  Ltd. 

0308/06 

Mezzanine 

Davis  Square  Funding  VI,  uo. 

03/30/oe 

High  Grade 

Koul  Bay  2006-1  Ltd. 

OS/02/06 

vfign  Grade 

Broadwiclt  Funtfno.  Ltd. 

05/11X16 

Mezzanrvj 

West  Coast  Fundus  1.  Ltd. 

07/26106 

High  Grade 

Afllus  III  Funding.  Ltd. 

090606 

High  Grade 

Lochsong,  Ltd. 

I0O4O6 

CCO*2 

Hudson  High  Grade  Funding  2006-1.  Ltd. 

11/01/06 

Hon  Grade 

Hudson  Mezzanine  Funding  2006-1.  Ltd. 

12/DS06 

Mezzanine 

Davis  Square  Funding  VD,  Lid. 
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10/11/06 

10/11X16  Trust  Company  of  the  West 

10/11X16  Davis  Square  VII  (ICW) 

10/11X16  Trust  Company  ol  die  wea 

10/11X16  NY  COO  DESK 

10/11X16  Trust  Company  ol  the  West 

10/:  1(06  Trust  Company  ol  Die  West 

10/11X18  Trusl  Company  do*  West 

10/11/06  Trust  Compenyol  the  West 

12/26/06  Trust  Company  01  Die  West 

10/11X16  Trust  Company  ot  the  West 

4/26706  BEAR  STEARNS  Asset  Management 

4(28X16  PRINCETON  Advisory 

4/28/06  CHURCH  TAVERN 

4/28X16  HBK  INVS  LP/ 

4/26/06  PRINCETON  Aovftory 

3/14X16  0(B  DEUTSCH 

3(14X16  IKBOEUTSCH 

3/14X16  IKBOEUTSCH 

4/28(06  PRINCETON  Advisory 

1729/U7  WACHOVIA  SECURITIES 

80X16  IKBOEUTSCH 

873X16  IXBDEUTSCH 

873X16  KB  DEUTSCH 

1 1/30/06  BEAR  STEARNS  Asset  Management 

11/30706  BEAR  STEARNS  Asset  Management 

11/30706  BEAR  STEARNS  Asset  Management 

2/7/07  BEAR  STEARNS  Asset  Management 

1 1/30/06  BEAR  STEARNS  Asset  Management 

11/30706  CREDIT  SUISSE 

12/6706  SECURITY  BENEFIT  LIFE 

1 1/30X16  SECURITY  BENEFIT  LIFE 

3/27/07  rrrroenwl  I.  Ltd. 

3/27/07  Tknbenvoa  I,  Ud. 

11/30X16  BEAR  STEARNS  Asset  Management. 

1 1/30X16  BEAR  STEARNS  Asset  Mahegernenl 

4/2S/07  1KB  DEUTSCH 

'     4/26707  ACAMGMTLL 

'    4/26/07  KB  DEUTSCH 

972672006  African  Devekrpmerrl  Ban* 

3/2072007  Anderson  Dalaufl  Swap  CoBateral 

9/2672006  Barclays  Global 

9/28/2006  Evergreen 

8728/2006  MBIA  Capital 

9/28/2006  Meliopo&tanWest. 

9/2672006  CIBC.  XL.  GS  Funding  Group 

8/28/2008  CISC.  XL.  GS  Funding  Group 

8/2672006  AtOi  Insurance 

9/2672006  National  Auslroka  Bans 

9/28/2006  CIBC,  XL.  GS  Funding  Group 

9/28706  ARAB  BANKING  CORP. 

8/28706     .    LB  Sear 

9726X16  NORTHERN  ROCK 

9/28706  TPG-AXON  CA 

9/28706  DILLON  READ 

9/28X16  DYNAMIC  CREDIT  PARTNERS 

8/28766  ERSTE  BANK 

8/28706  MERRILL  LYNCH /NIR-s  COO 

9/28706  NORTHERN  ROCK 

9/26X16  ROYAL  BANK  ol  Cenads  (UK) 

9726706  AOZORA  BANK 

9728X16  DYNAMIC  CREDIT  PARTNERS 

9/26/06  EVERGREEN 

905706  NORTHERN  ROCK 

9/28706  Fod  Denbon  Funding  (Baals) 

8/28X16  Merrfl  Lyncn  (Gateway  Funding-  Basis) 

9728X16  NORTHERN  ROCK 

8728706  RETAINED 

11/27/08  Mariner 

9/26706  Mrzuho 

9/28/06  RETAINED 

6713/2007  MBIA  Capital 

5/31X17  CIBC.  XL.  GS  Funding  Group 

5/31/07  CIBC.  XL.  GS  Funding  Group 

5/31/87  CIBC.  XL.  GS  Funding  Group 

5/31X17  ARAB  BANKING  CORP. 

S/31XI7  AXON  CREDIT 

5X11X17  CHINA  CONSTRUCTION  BANK 

5/31X17  INTESA  SANP 

677/07  AOZORA  BANK 

5/31X17  CHINA  CONSTRUCTION  BANK 

6/12X17  FIRST  COMMERCIAL  BANK 

5/7/07  AOZORA  BANK 

501/07  BT  FUNDS  MG 

5/31X17  GENERAL  MOTORS  PENSION 

5/31X17  ALADDIN  CAPITAL 

5X11/07  RETAINED 

5731X17  YAMATO  LIFE 

5/31X17  ALADDIN  CAPITAL 

SOI/07  RETAINED 

5/31/07  YAUATO  UFE 

10/15707  CAPITAL  INTERNATIONAL 

11/15707  CAPITAL  INTERNATIONAL 

9/14X17  EIGER  CAPITAL 

9714X17  EIGER  CAPITAL 

9/18/07  EIGER  CAPITAL 

10/1/87  ErGER  CAPITAL 

11/15X17  MAGNA  ASSET 

3/20707  RETAINED 

4/9/07  BENEFICIAL  LIFE 

3/20/07  RETAWEO 

3/23X17  MONEYGRAM 

3/28/07  PIUCOUSA 

3/29/07  PRINCETON  Advisory 

3X/3/07  MONEYGRAM 

3/20X17  RETAINED 

3/26/07  GREYWOLF  CAPITAL 

3/20/07  RETAINED 

3/20/07  GSCP(NJ) 

3/20X17  RETAINED 

4/18707  MBIA  CAPITAL 

5/1 1/06  Bear  Steams 

5/11/06  AOu  Dhabi  Investments 

5/11/06  RETAINED 

5/11/86  Perolon  Partners 
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Broadwtck  Fundmg,  Ltd. 
Broadwick  Funtfing,  Ltd. 
SrofiOMCfc  Funding.  Lta. 
BroadiMCk  Funding,  Ud. 
Bioadwick  Fundbig,  Ltd. 
Sroaowic*  Funding,  ud. 
Broae***  FuncSng.  Ud. 
Broadwfck  Funding.  Ud. 
Btoadwick  Funding,  Ud. 
Bmsdwfck  Funding.  Ud. 
Bnjadwick  Funding.  Ud. 
Broftdwick  Funding.  Ud. 
Broadwridt  Funding,  Lid. 
Bnmdwlck  Funding.  Ud. 
Bnwdwtck  Funding,  Ltd. 
Braadwick  Funding.  Ltd. 
BroadwLck  Funding.  Ltd. 
Bioadwfcft  Funding.  Lid. 
Bmadwick  Funding.  Ltd. 
8rna(Mck  Funding.  Ltd. 
Broad***  Funding.  Ltd. 
Braadwick  Funding,  Ltd. 
Bioadwick  Funding,  Ltd. 
Broadwnck  Funding.  Lid. 
Brofidwick  Funding,  Ltd. 
Camber  7  ptc 
Camber  7  pic 
C-amber7p*c 
Camber  7  pic 
Camber  7  pic 
Camber  7  pic 
Camt>ej7pte 
Cember7ptc 
Cember7ptc 
Camoer7ptc 
Cafnber7pic 
Camber  7  pic 
Camber  7  pic 
Camber  7p)c 
Camber  7  pic 
Camber  7pte 
Camber  7  pic 
Camber  7  pic 
Cambef  7nte 
Cembai  7  pic 
Camber  7  ptc 
■  Camber  7  pic 
Camber  7  pic 
Camber  7plc 
Camber  7  ptc 

Camber  7  pic  %    . 

Camber  7  ptc  ".-. 

Camber  7  pic 

Camber  7  pic 

Camber  7  pic 

Camber  7  pic 

Camber  7  pic 

Camber  7  ptc 

Camber  7  pic 

Camber  7  pic 

Camber  7  pic 

Cambe>7pic 

Camber7pic 

Camber  7  ptc 

Camber  7  pic 

Camber  7  ptc 

Camber  7  pic 

Camber  7  pic 

Davis  Square  Funding  VI.  ud. 

Davis  Square  Funding  VI.  Ud. 

Davis  Square  Funding  VI,  ud. 

Davis  Square  Funding  VI,  Ud. 

Davis  Square  Funding  VI,  Ltd. 

Davis  Square  Funding  VI,  Ltd. 

Davis  Square  Funding  VI,  Ud. 

Davis  Square  Funding  VI,  Ud. 

Davb  Square  Funding  V|,  Lid. 

Davis  Square  Funding  VI.  Lid. 

Davis  Square  Funding  VI,  Lid. 

Davis  Square  Funding  VI,  Ud. 

Davis  Square  Funding  VI,  Ltd. 

Davis  Square  Funding  VI.  Ud. 

Davis  Square  Funding  VI,  Lid. 

Davis  Square  Funding  VI,  Ltd. 

Davis  Square  Funding  VI,  Ltd. 

Davis  Square  Funding  VI.  Ud. 

Davis  Square  Funding  VI,  Lid. 

Davis  Square  Fundrng  VI,  Lid. 

Davis  Square  Funding  VI,  Ltd. 

Davis  Square  Funding  VI,  Ltd. 

Davis  Square  Funding  VI.  Ltd. 

Davis  Square  Funding  VI,  Ud. 

Davis  Square  Funding  VI.  Ltd. 

Davis  Square  Funding  Vt,  Ud. 

Davis  Square  FuntSng  VI.  Lid. 

Davis  Square  Funding  VI.  Ltd. 

Davis  Square  Funding  VI,  Ud. 

Davis  Square  Funding  VI,  Lid. 

Davis  Square  Fundrng  VI.  Ltd. 

Davis  Square  Funding  VI,  Lid. 

Davis  Square  Funding  VII,  Ltd. 

Davis  Square  Funding  VII,  Ud. 

Davis  Square  Funding  VII,  Ltd. 

Davis  Square  Funding  VII,  Ltd. 

Davis  Square  Funding  VII.  Ltd. 

Davis  Square  Funding  VII.  Ltd. 

Davis  Square  Funding  Vt),  Ltd. 

Davis  Square  Funding  vti,  Ltd. 

Davis  Square  Funding  Vii.  Lid. 

Davis  Square  Funding  Vtl,  Ud. 

Davis  Square  Funding  VII,  Lid. 

Davis  Square  Funding  Vll,  Lid. 

Davis  Square  Funding  Vll,  Ltd. 

Davis  Square  Funding  Vll.  Lid. 

Devis  Square  Funding  Vll.  Lid. 
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Daws  Square  Funding  vtl.  Lid. 
Davis  Square  Funding  VW.  ud. 
Davis  Square  Fundng  VU.  Ltd. 
Davfs  Square  Funtfng  vtl.  lid 
Davis  Square  Funding  VU,  Ud. 
Davis  Square  Fundmg  Vtl,  Ltd. 
Davfs  Square  Fundttg  vrj,  ltd. 
Davfs  Square  Funding  VU.  Ltd. 
Davfs  Square  Funding  vn,  Ud. 
Davis  Square  Funding  vtl,  Ud. 
Davfs  Square  Fundng  VI).  Ltd. 
Davis  Square  Funding  vn,  Ud. 
Davfs  Square  Fundng  vn.  Ltd. 
Davis  Square  Funding  VU.  Ud. 
Davfs  Square  Fundng  VU.  Ud. 
Davis  Square  Funding  VII.  Ltd. 
Davfs  Square  Funding  VII.  Ud. 
Fort  Dentson  Funding.  Ud. 
Fort  Denison  Funding.  Ud. 
Fort  Dentson  Funding,  Ud. 
Fort  Dentson  Funding,  Ud. 
Fort  Dentson  Funding.  Ltd. 
Fon  Denison  Funding,  Ltd. 
Fort  Dentson  Funding.  Ltd. 
Fort  Denison  Funding.  Ud. 
Fort  Dentson  Funding.  Ud. 
Fort  Dentson  Funding.  Ltd. 
Fort  Denison  Funding.  Ltd. 
Fort  Denison  FuneSng,  Ud. 
Fort  Denison  Fundng,  Ltd. 
Fortius  I  Funding.  Ltd. 
Fortius  I  Funding.  Ltd. 
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GSC  ASS  Funding  2006-3g.  Lid. 

GSC  ABS  Funding  2008-3g.  Lid. 
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GSC  ABS  Funding  2006-3g.  Ltd. 
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EIGER  CAPITAL 
FORTlS  SECURITIES 
KOCH  GLOBAL      . 
NORTHERN  ROCK 
RETAINED 
KOCH  GLOBAL 
NORTHERN  ROCK 
RETAINED 

ROYAL  BANK  of  Canada  (UK) 
BANK  OF  PANSWN 
NORTHERN  ROCK 
REDWOOD  TRUST 
RETAINED 
LOEWS  CORP 
Loews  Corporation 
RETAINED 
RETAINED 
CtBC  (ACA  Creda) 
UBS  AS 

Nations)  Austraia  Bank 
PRINCETON  Advisory 
WEISS  PECK  /  Rococo 
OPPENHEIMER 
OPPENHEMER 
RETAINED 

WEISS  PECK /Robeco 
SUHC  (NY) 
Basis  Capital 
RETAINED 
RETAINED 

Hypo  RE  (via  TRS  with  Goldman  and  croon  protection  bom  * 
Fouls  Investments 
Wachovia  Securities 
Anglo  Irish  Bank 
Deutsche  Bar* 
Wachovia  Securities 
Princeton  Advisory  Group 
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Fonts  Investments 
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Anglo  Irish  Bank 
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COO  Warehouse  (then  Fon  Denison  COO) 
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Dynamic  Croon  Pewters 
Houl  Bey  COO  -  CDS  eonalarel 
CtBC  Funding  ♦  CIFG  Credtt 
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OPPENHEIMER 
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UBS  Principal  investments 

UBS  Prmdpa)  tfwestmsffis 

Fon  Oertson  COO 
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RETAINED 

UBS 

Brightwaler 

Cffltyoup  tot  ING 
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Hudson  Mezzanine  Funding  2006-1, 
Hudson  Mezzanine  Funding  2006- 1. 
Hudson  Mezzanine  Funding  2006-1, 
Hudson  Mezzanine  Funding  2006-1. 
Hudson  Mezzanine  Funding  2006-1, 
Hudson  Mezzanine  Funding  2006-1, 
Hudson  Mezzanine  Funding  2006-1. 
Hudson  Mezzanine  Funding  2006-1. 
Hudson  Mezzanine  Funding  2006-1. 
Hudson  Mezzanine  Funding  2006-1 . 
Hudson  Mezzanine  Funding  2006-1, 
Hud  son  Mezzanine  Funding  2006- 1 . 
Hudson  Mezzanine  Funding  2006-1 , 
Hudson  Mezzanine  Funding  2006-1, 
Hudson  Mezzanine  Funding  2006-1, 
Hudson  Mezzanine  Funding  2006-1, 
Hudson  Mezzanine  Funding  2006-1, 
Hudson  Mezzanine  Funding  2006-1. 
Hudson  Mezzanine  Funding  2006-1. 
Hudson  Mezzanine  Funding  2006-1. 
•Hudson  Mezzanine  Funding  2006- 1 , 
Hudson  Mezzanine  Funding  2006-1, 
Hudson  Mezzanine  Funding  2006-1. 
Hudson  Mezzanine  Funding  2006-1. 
Hudson  Mezzanine  Funding  2006-1, 
Hudson  Mezzanine  Funding  2006-1. 
Hudson  Mezzanine  Funding  2006-1, 
Hudson  Mezzanine  Funding  2006-1, 
Hudson  Mezzanine  Funding  2006-1. 
Hudson  Mezzanine  Funding  2006-1, 
Hudson  Mezzanine  Funding  2006-1, 
Hudson  Mezzanine  Funding  2006-1. 
Hudson  Mezzanine  Funding  2006-1. 
Hudson  Mezzanine  Funding  2006-1. 
Hudson  Mezzanine  Funding  2006-1. 
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Hudson  Mezzanine  Funding  2006-2, 
Hudson  Mezzanine  Funding  2006-2, 
Hudson  Mezzenine  Funding  2006*2, 
Hudson  Mezzenine  Funding  2006-2, 
Hudson  Mezzanine  Funding  2006-2, 
Hudson  Mezzanine  Funding  2006-2. 
Hudson  Mezzanine  Funding  2006-2. 
Hudson  Mezzanine  Funding  2006-2. 
Hudson  Mezzanine  Funding  2006-2. 
Hudson  Mezzanine  Funding  2006-2, 
Hudson  Mezzenine  Funding  2006-2, 
Hudson  Mezzanine  Funding  2006-2. 
Hudson  Mezzenine  Funding  2006-2, 
Hudson  Mezzanine  Funding  2006-2, 
Hudson  Mezzanine  Funding  2006-2. 
Hudson  Mezzanine  Funding  2006-2, 
Hudson  Mozzenme  Funding  2006-2. 
Hudson  Mezzanine  Funding  2006-2, 
Hudson  Mezzenine  Funding  2006-2. 
Hudson  Mezzanine  Funding  2006-2, 
Lochsong,  Ltd. 
Lochsong,  Ltd. 
Lochsong.  ud. 
Lochsong.  Ltd. 
Lochsong,  un. 
Lochsong,  Ltd. 
Lochsong,  Lid. 


c 

99.76 

21.00 

3/30/06 

5/2/06 

D 

I0O00 

10.00 

3/30/06 

5/2/06 

0 

100.00 

5.00 

3/30/06 

5/2/06 

D 

100.00 

2.00 

3/30/08 

5/2/08 

E 

100.00 

4.00 

soon* 

5>2/D6 

Sut> 

100.00 

3.00 

3/30/06 

swot) 

SuD 

100.00 

3.00 

3/30/06 

92/08 

.  ud. 

Al 

100.00 

1275.00 

9/29/06 

1 1/1/06 

.  ud. 

*2 

99.95 

88.75 

town 

11/1/08 

.  Ud. 

A2 

100.00 

10.00 

9/29/06 

11/1/08 

.Ud. 

« 

100.00 

5.00 

9/29/06 

11/1/06 

.ud. 

A2 

100.00 

10.00 

9/29/06 

11/1/06 

.Ud. 

« 

100.00 

10.00 

9/29/06 

11/1/08 

.Ud. 

a 

100.00 

10.00 

9/29/0S 

11/1/06 

.  Ud. 

B 

100.00 

10.00 

9/29/08 

11/1/06 

.  ud. 

a 

100.00 

15.75 

9/29/06 

11/1/06 

.Ud. 

B 

100.00 

10.00 

9/29/OB 

11/1/06 

.ud. 

B 

100.00 

15.00 

8/29/06 

11/1/06 

.  Ltd. 

c 

100.00 

5.00 

9/29106 

11/1/06 

.ud. 

c 

100.00 

8.00 

8/29/06 

11/1/06 

.  Ud. 

c 

100.00 

7.25 

9/29/08 

11/1/08 

.  Ud. 

D 

100.00 

5.00 

0/29/08 

11/1/06 

.  Ud. 

0 

100.00 

5.00 

8/29/06 

1171/08 

.Ud. 

0 

100.00 

2.75 

9/29/06 

11/1706 

.Lid. 

tneoms  Notes 

100.00 

1.00 

10/12/06 

11/1/06 

.Ud. 

Income  Notes 

64.00 

3.00 

10/12/06 

11/1/06 

.Ud. 

Income  Notes 

100.00 

3.50 

1 0/12/06 

11/1/06 

.  ud. 

S 

100.00 

3.79 

3/16107 

3/20/07 

.Ltd. 

5 

100.00 

1.06 

11/6/06 

11/6/06 

.  Ud. 

S 

100.00 

0.70 

11/29/06 

12/4/06 

.  Ud. 

s 

100.00 

6.10 

9/29/06 

11/1/06 

Ud. 

AB 

100.00 

10.00 

10/25/08 

12/5/06 

uo. 

AB 

100.00 

10.00 

1012506 

12/5/OS 

Lid. 

AB 

100.00 

60.00 

10/25/06 

12/5/06 

Lid. 

AB 

100.00 

16.00 

10/25/06 

12/906 

Ud. 

AB 

100.00 

4.00 

10/25/06 

12/906 

Ud. 

AF 

100.00 

55.00 

11/15/06 

12/906 

Lid. 

AF 

100.00 

55.00 

10/25/06 

12/5/06 

Ud. 

B 

100.00 

40.00 

10/25/06 

12/906 

Ltd. 

B 

100.00 

15.00 

10/25/06 

12/5/06 

Ltd. 

B 

100.00 

20.00 

10/25/06 

12/5/06 

Ud. 

B 

100.00 

40.00 

10/2S/O6 

12/5/06 

Ltd. 

B 

loo.oo 

66.00 

10/25/06 

12/906 

Ltd. 

B 

100.00 

10.00 

10/25/06 

12/6/06 

Ud. 

B 

100.00 

5.00 

10/25/08 

12/906 

Ltd. 

a 

100.00 

10.00 

10/25/06 

12/906 

Lid. 

B 

99.4! 

14.00 

1/1 1/07 

1/17/07 

Ltd. 

B 

100.00 

10.00 

10/25/06 

12/906 

Ud. 

C 

97.S6 

15.00 

12/19/06 

12/22/06 

Ltd. 

C 

93.90 

8.00- 

2/14/07 

2/20/07 

Ud. 

c 

99.77 

15.00 

10/25/08 

12/908 

Lid. 

c 

99.77 

7.50 

1025/06 

12/5/06 

Lid. 

c 

100.00 

124.50 

1005/06 

12/906 

Ltd. 

D 

99.04 

5.00 

10/25/06 

12/906 

Lid. 

0 

10.00 

5.00 

9/8/07 

9/llA>7 

Ltd. 

D 

99.04 

7.00 

11/9/06 

12/906 

Ltd. 

0 

99.04 

3.00 

10/30/06 

12/906 

Ud. 

D 

99.04 

4.00 

10/25/06 

1 2/5/06 

Lid. 

D 

B3J3 

5.00 

3/28/07 

4/4/07 

Ud. 

0 

100.00 

55.00 

10/25/06 

12/906 

Ltd. 

E 

99.50 

13.00 

10/25/06 

12/906 

Lid. 

E 

100.00 

11.00 

10/25(06 

12/906 

Lid. 

E 

100.00 

2.00 

10/25108 

12/908 

Ltd. 

Income  Notes 

95.00 

8.00 

12/8/08 

12/7/06 

Ltd. 

Income  Notes 

ao.00 

5.00 

1  (¥25106 

12/908 

Ltd. 

Income  Moles 

95.00 

1.00 

1/3107 

1/4/07 

Ltd. 

Income  Notes 

61.00 

3.50 

4/16107 

4/19707 

Lid. 

Income  Notes 

65.00 

10.00 

10/25/06 

12/908 

Lid. 

Income  Notes 

95.00 

5.00 

10/28/06 

12/906 

Lid. 

Income  Notes 

80.3! 

30.00 

12/8)06 

12/8/06 

Lid. 

income  Noses 

9300 

200 

1005106 

12/5/06 

Lid. 

S 

100.00 

1.20 

12/29/06 

1/4/07 

Lid. 

s 

100.X 

1.85 

12/29/06 

1/4/07 

Ltd. 

s 

100.00 

0.32 

12/15/06 

12/20/06 

Ltd. 

s 

100.00 

0J9 

VI 6VOT 

1/19/07 

Ud. 

s 

100.00 

1.00 

1/30/07 

2/2/07 

Ud. 

s 

100.00 

037 

2/15/07 

2/21A17 

Ltd. 

s 

100.00 

0.54 

12/15/08 

12/20/06 

Lid. 

s 

100.00 

30.00 

10/25/06 

12/906 

Ud. 

s 

100.00 

1.33 

10/25/06 

12/906 

Ltd. 

Si.  Swap 

0.20% 

1200.00 

12/906 

12/906 

Ud. 

At 

98.51 

125.00 

2/21/07 

2/26/07 

Ltd. 

Al 

100.00 

It  5.00 

12/21/06 

2/8/07 

Lid. 

A2 

100.00 

26.00 

12/21/06 

2/8/07 

Ltd. 

A2 

100.00 

20.00 

12/21/06 

2/B/07 

Ltd. 

B 

99.92 

11.50 

12/21/06 

2/8/07 

Ud. 

B 

99.92 

20.00 

12/21/06 

2/8/07 

Ltd. 

B 

99 .92 

24.50 

12/21706 

2/B/07 

Ud. 

C 

100.00 

12.00 

12/21/06 

2*07 

Ud. 

c 

100.00 

2.00 

12/2  U06 

2/907 

Ud. 

c 

100.00 

6.00 

12/21/06 

2/8/07 

Ud. 

D 

98.21 

4.79 

2/1 3«)7 

2/14/07 

Ltd. 

D 

100.00 

13.21 

12/21/06 

2/8/07 

Ltd. 

E 

98.16 

2.00 

12/2 1/06 

2/6707 

Ltd 

E 

100.00 

2.00 

12/21/06 

2/907 

Ltd. 

Income  Notes 

100.00 

3.00 

1/24/07 

21001 

Ltd. 

income  Notes 

96.00 

6.00 

12/21/06 

2/8/07 

ltd. 

Income  Notes 

100.00 

2.50 

12/22/06 

2/907 

Lid. 

income  Notes 

100.00 

2.50 

12/22/06 

2)907 

Ltd. 

S 

100.00 

3.60 

3/1 6707 

1/20/07 

Lid. 

S 

100.00 

4.30 

3/22/07 

1/27/07 

A 

100.00 

11.00 

9/7/08 

10/4)06 

A 

100.00 

2.00 

9/7/06 

10/4)06 

A 

100.00 

5.00 

9/7/06 

10/4/06 

B 

100.00 

10.00 

9/7/06 

tO/4/06 

B 

100.00 

15.00 

9/8/08 

10/4/08 

B 

99.78 

10.X 

1/18/07 

1/2907 

B 

100.00 

I0.X 

9/7/08 

10/4/06 

Confidential  Treatment 
Requested  by  Goldman  Sachs 
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Loetisong.ua. 

B 

100.00 

5.00 

9/7/06 

10/4/06 

PRINCETON  Advisory 

Lochsong,  Ltd. 

B 

100.00 

15.00 

977/06 

10/4/06 

RETAINED 

Lochsong,  Ltd. 

B 

1 00.00 

13X0 

9/7/06 

10M/S6 

VANDERBtlT 

Lochsong.  Ltd. 

C 

100.00 

12.00 

9/7706 

10/4/08 

GREYWOLF/  TIUBERwOLF 

Lochsong,  Ltd. 

C 

10000 

12.00 

9/7/06 

10/4X16 

VANDERBO.T 

Lochsong,  Ltd. 

D 

100.00 

5.00 

9/7/06 

10/4/06 

Fort  Oenisan  Funding  (Basis) 

Lochsong.  Ltd. 

0 

100.00 

5.00 

9/7/06 

1 0/4/06 

UanO  Lynch  [Bests  COO-  Gateway) 

Lochsong.ua 

0 

100.00 

14.00 

9/7/06 

10/4/06 

RETAINED 

Lochsong,  Ltd. 

E 

100.00 

4.50 

9/7/06 

io/4/oe 

MARINER  SEC 

Lochsong.  Ud. 

F 

100.00 

12X0 

9/7/06 

10/4/06 

Deutsche  Bank  OAtncap) 

Lochsong.  Ltd. 

F 

100.00 

12.00 

9/7(08 

10HA36 

RETAINED 

Lochsong.  Ltd. 

S 

100X0 

12.10 

9/7/06 

10/4/06 

UBIA  Capital 

Lochsong.  Ltd. 

Senior  Swap 

0.161. 

1032.00 

10/4/06 

10/4A36 

Deutsche  Bank  AG.  London  B/ancn 

Point  Pleasant  Funding  2007 

I.Ud. 

M 

100.00 

127.47 

4711/07 

4/16707 

DILLON  READ 

P»nt  Pleasant  Funding  2007 

I.  Ltd. 

Al 

100.00 

107.47 

4/10*37 

4/18/07 

RETAINED 

Point  Pleasant  Funding  2007 

t.Ltd. 

A1 

90.70 

20X0 

6/19/07 

8/26707 

TOKYO  STAR 

Point  Pleasant  Funding  2007 

I.Ud. 

A2 

100.00 

85.00 

4/11/07 

4/18/07 

DILLON  READ 

Point  Pleasant  Funding  2007 

I.Ud. 

A2 

25.00 

1.00 

881/07 

8/24A77 

IBTS  FINANC 

Point  Pleasant  Funding  2007 

I.Ud. 

A2 

27.50 

1.00 

9/20/07 

9/27/07 

IBTS  FINANC 

Point  Pleasant  Funding  2007 

I.Ud. 

A2 

20.00 

0.50 

t  Q/29/07 

11/5707 

IBTS  FINANC 

Point  Pleasant  Funding  2007 

1.  Ud. 

A2 

91.30 

20.00 

4/24/07 

4/27/07 

MONEYGRAM 

Point  Pleasant  Funding  2007 

I.Ud. 

A2 

91.00 

40.00 

5/24/07 

5/24/07 

PARAMAX  CAPITAL 

Point  Pleasant  Funding  2007 

I.Ltd. 

A2 

100.00 

32.50 

4/10/07 

4/18/07 

RETAINED 

Point  Pleasant  Funding  2007 

l.Ltd. 

B 

100.00 

50.00 

4/11/07 

4/18/07 

DILLON  READ 

Point  Pleasant  Funding  2007 

I.Ltd. 

B 

100.00 

50X0 

4/10/07 

4/1B707 

RETAINED 

Portt  Pleasant  Funding  2007 

I.Ud. 

C 

100.00 

14.00 

4/11/07 

4/18/07 

DILLON  READ 

Point  Pleasant  Funding  2007 

t.Ltd. 

C 

67.57 

7.80 

4/10/07 

4/16/07 

PLENUM  ASSET 

Point  Pleasant  Funding  2007 

l.Ltd. 

C 

20.00 

2.00 

7/23A37 

7/26/07 

PLENUM  ASSET 

Point  Pleasant  Funding  2007 

I.Ud. 

C 

100.00 

4.20 

4/10/07 

4/IB/D7 

RETAINED 

Pomt  Pleasant  Funding  2007- 

i.ud. 

0 

61.72 

15.00 

4/19/07 

4/24/07 

Basis  Capital 

Poira  Pleasant  Funding  2007 

LLid. 

0 

100.00 

16.00 

4/I1AT7 

4/18/0? 

DILLON  READ 

Point  Pleasant  Funding  2007 

I.Ud. 

D 

SS.39 

11.00 

4/10/07 

4/18/07 

MARINER  BRIDGE 

Point  Pleasant  Funding  2007 

I.Ud. 

Income  Noles 

100.00 

10.09 

4/11/07 

4/16707 

DILLON  READ 

Point  Pleasant  Funding  2007 

i.ud. 

Income  Noles 

100.00 

10.09 

4/11/07 

4/18/07 

RETAINED 

Point  Pleasant  Funding  2007 

l.Ltd. 

S 

100.00 

6.00 

4/10/07 

4/IB/07 

RETAINED 

Point  Pleasant  Funding  2007 

i.Ud. 

St.  Swap 

0.20% 

403.40 

4/18/07 

4/1 8/07 

NATtXIS 

Timbenvolr  1,  Ltd. 

A1A 

99.45 

50X0 

3/13/07 

3/27/07 

MBIA  CAPITAL 

Tlmbenvoll  1.  Ltd. 

A1A 

99.47 

50.00 

5/2/07 

577/07 

RA808ANX 

nmoorwan  t,  Ltd. 

AIB 

100.00 

200.00 

3/13/07 

3/27/07 

BEAR  STEARNS  Asset  Management 

Timberwoll  1.  ud. 

AIC 

99.71 

100.00 

3M3/07 

3/27/07 

BEAR  STEARNS  Asset  Management 

rmienxog  t,  ud. 

AID 

100.00 

99.70 

3/13/07 

3/27/07 

BEAR  STEARNS  Asset  Management 

Tmoerwofl  i,  ud. 

A2 

64.00 

20.00 

6/11/07 

6/14/07 

CARLYLE 

Timberwoll  1.  ud. 

A2 

64.50 

56X0 

6/11/07 

6/14/07 

HUNGKUK  LIFE 

TrniberwoB  1.  Ud. 

A2 

87.79 

20.00 

4123/07 

4/26/07 

MONEYGRAM 

Timbenvalf  t.  Lid. 

A2 

87.00 

40.00 

SO4/07 

5724/07 

PARAMAX  CAPITAL 

Tlmbenvoll  1.  Ltd. 

A2 

100.00 

149.00 

3/13/07 

3/27/07 

RETAINED 

TtnMnvolt  1.  Ud. 

A2 

83.90 

20X0 

S/30/07 

6/4/07 

TOKYO  STAR 

Timberwoll  i.  Ltd. 

8 

76.25 

6.60 

7/5707 

7/12/07 

8ANXHAPOAL 

Tbnberwoa  1.  Ud. 

B 

78.25 

1.70 

7/1 1/07 

7/12/07 

BANK  HAPOAL 

Timbenwd  1.  Ud. 

B 

100.00 

98.50 

3/13/07 

3/27/07 

RETAINED 

Timberwoll  I.  Ltd. 

C 

95.15 

20.00 

4/4/07 

4/11/07 

GREYWOLF  CAPITAL 

TimberwoD  1.  Lid. 

C 

72.50 

16X0 

3/28/07 

4/2/07 

POLYGON  INV 

Timbenvott  l.  Lid. 

D 

92.41 

30.00 

3/13/07 

3/27/0? 

GREYWOLF  CAPITAL 

Timberwoll  1,  Lid. 

income  Notes 

100.00 

11  2S 

3/1 3/07 

3/27/07 

GREYWOLF  CAPITAL 

Timbenvott  1.  Ud. 

Income  Notes 

70.00 

10.75 

5/24/07 

5/30/07 

GREYWOLF  CAPITAL 

TUnbenvoll  1.  Ud. 

SI 

100.00 

9.00 

3/22/07 

3/27/07 

RETAINED 

Tlmbenvoll  1.  Ltd. 

S2 

100.00 

B.30 

3/22/07 

3/27/07 

RETAINED 

west  Coast  Funding  1.  Lid. 

A1A 

100.00 

1167.95 

7/25/06 

7/26/06 

GS  Funding  Group  /  AIG  Credit  Protection  provider 

West  Coast  Funding  t.  Lid. 

AIB 

100.00 

1187.95 

7/25/06 

7/26706 

Rebobenk  /AIG  Credit  Protection  Provider 

West  Coasl  Funding  1.  Ltd. 

AW 

100.00 

0.10 

7/25/06 

7/26/06 

GS  Funding  Group  /  AIG  CredH  Protection  Provider 

West  Coast  Funding  1,  Lid. 

A2 

100.00 

81 .00 

6/30/06 

7/26/06 

Slanfteld 

West  Coast  Funding  I  Ltd. 

A3 

100.00 

30.00 

600/06 

7/26X16 

Paramax 

West  Coast  Funding  1.  Ltd. 

A3 

100.00 

16.00 

2/2/07 

2/3/0? 

Deutsche  Postbank 

West  Coasl  Funding  1.  Ltd. 

A3 

100.00 

10.00 

70/06 

7/26/06 

Undesbank  •  LRI 

West  Coasl  Funding  1.  Ud. 

A3 

100.00 

25.00 

600/08 

7/26706 

CNCE 

Weal  Coasl  Funding  1.  Ltd. 

B 

100.00 

19.60  ' 

2/2/07 

2/9/07 

Deutsche  Postbank 

West  Coasl  Funding  1.  Ud. 

B 

100.00 

2.X 

6/30/06 

7/26706 

Moneygram 

west  Coasl  Funding  1.  Ltd. 

B 

100.00 

7.00 

6/30/08 

7/26/06 

vanderbilt 

Wast  Coasl  Funding  1.  Ud. 

B 

100.00 

10X0 

1/19/07 

1/24/07 

Koch  Global 

West  Coasl  Funding  1.  Ltd. 

C 

100.00 

10.00 

6/30/D6 

7/26/06 

Hudson  High  Grade 

West  Coasl  Funding  1.  Lid. 

C 

100.00 

22.75 

6/30/06 

7/26/06 

UBS  Principal  investments 

West  Coasl  Funding  1,  Lid. 

c 

100.00 

4.00 

6/30/06 

7/26/06 

Moneygram 

west  Coasl  Funding  i.  ud. 

c 

100.00 

7.00 

6/30/06 

7/28/08 

Vsnderbn 

West  Coast  Funding  1,  Ltd. 

c 

100.00 

7.00 

6/30/06 

7/26/06 

Eiger  Capital 

West  Coasl  Funding  1,  Lid. 

c 

100.00 

5X0 

600/06 

7/26/06 

E  Sun  Bank 

West  Coasl  Funding  1,  Ud. 

c 

100.00 

5X0 

600/06 

7/26/06 

RETAINED 

Wast  Coasl  Funding  1.  Ltd. 

Combo 

100.00 

10.00 

7/3/08 

7/26/06 

Cathay  United 

West  Coasl  Funding  1.  Ltd. 

O 

100.00 

6.25 

6/30/06 

7/26/06 

Sandefrnan  Partners 

Wesl  Coast  Funding  1,  Ltd. 

O 

100.00 

.  '  10.00 

6/30/06 

7/26/06 

OCBC 

West  Coast  Funding  1,  Ltd. 

D 

100X0 

5.00 

7/3/06 

7/26706 

MarnD  Lynch  *  Basis  COO 

West  Coast  Funding  1.  Ud. 

D 

100.00 

3.00 

7/3/06 

7/26/06 

Grand  Camay  Securities 

West  Coast  Funding  1.  Ltd. 

O 

100.00 

4.90 

6/18/06 

8/22/06 

Fort  Denlson  COO 

Wesl  Coast  Funding  1.  Ltd. 

E 

100.00 

0.50 

6/30/06 

7/26/06 

TCW   . 

Wesl  Coast  Funding  1.  Ltd. 

E 

100.00 

0.50 

6/30/06 

7/26/06 

TCW 

Wesl  Coast  Funding  1.  Ltd. 

E 

100.00 

8.00 

6/30/06 

7/26/06 

Basis  Capital 

Wesl  Coast  Funding  1,  Ud. 

E 

100.00 

4.50 

6/30/08 

7/26/06 

RETAINED 
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ABAC06-11NR 

A-1 

COS- 54bps 

-41.25 

9/1*07 

9/26/06 

MAGNET  AR  CNS  MF  LTD 

ABAC06-11  NR 

A-2 

CDS-  62bps 

•2237 

9/18/07 

9/26TO6 

MAGNETAR  CNS  MF  LTD 

ABAC06-11  NR 

8 

COS-  120bps 

-10.63 

9/26*6 

9/26/06 

MAGNET  AR  CNS  MF  LTD 

ABAC06-11  NR 

C 

COS- 230bps 

■6.25 

9/26/06 

9/26/06 

MAGNETAR  CNS  MF  LTD 

ABAC06-1I  NR 

0 

CDS- 405bps 

•534. 

9/26/06 

9/26/06 

MAGNETAR  CNS  MF  LTD 

ABAC06-11  NR 

A-1 

CDS:  54bps 

•41.25 

9/18/07 

9/26X16 

DEUTSCHE  AG  LONDON 

ABAO06-11NR 

A-2 

CDS^  62bps 

•22.97 

9/1 8/07 

9/26/06 

DEUTSCHE  AG  LONDON 

ABAC06-11  NR 

B 

CDS-  120bps 

-10.63 

9/26/06 

9/26/08 

DEUTSCHE  AG  LONDON 

ABAC06-11  NR 

C 

CDS-  230bps 

•6.25 

9/26/06 

S/26/B6 

DEUTSCHE  AG  LONDON 

ABAC06-11  NR 

D 

CDS-  405bps 

-5.94 

9/26/06 

B/2S/06 

DEUTSCHE  AG  LONDON 

ABAC06-14  NR 

A-2 

CDS-  70bps 

-36.68 

10/10/06 

10/1 3/06 

MAGNETAR  CNS  MF  LTD 

ABAC06-14  NR 

B 

CDS-  105bps 

-36.68 

10/10/06 

10/13/06 

MAGNETAR  CNS  MF  LTD 

ABAC08-14  NR 

C 

CDS-  200bps 

-25.16 

10/13/06 

10/13/06 

MAGNETAR  CNS  MF  LTD 

ABAC06-14  NR 

D 

COS-  400bps 

-15.72 

10/13/06 

10/13/06 

MAGNETAR  CNS  MF  LTD 

ABAC06-15V2 

ss 

CDS- 22bps 

315.00 

11/17/06 

11/17/06 

CISC  -  London 

ABAC06-HGS2 

ss 

CDS-  27bps 

450.00 

11/3/07 

11/3/D6 

CIBC  ■  London 

ABAC06-INDX2 

ss 

CDS-  22bps 

-660.00 

9/27/06 

10/4/06 

PAULSON  CRED  OPP  MST 

ABAC06-IN0X2 

ss 

CDS-  21.5bps 

660.00 

10/2/06 

10/3/06 

CIBC  -  London  (GSI,  London,  Canadian  imperial  Bank  ofCommerce  - 

-London) 

ABAC07-AC1 

A1 

COS-  116bps 

•50.00 

4/10/07 

4/26/07 

PAULSON  CRED  OPP  MST 

ABAC07AC1 

A2 

COS-  141bps 

-142.00 

S/31/07 

4/26/07 

PAULSON  CRED  OPP  MST 

ABAC07-AP1 

SS 

CDS-  85bps 

•1000.00 

S/31/07 

S/31/07 

PAULSON  CRED  OPP  MST 

ABAC07-AC1  v2 

ss 

COS-  67bps 

909.09 

5/31/07 

5/31/07 

ABNLON 

ABACUS06-8  FL 

F 

COS-  2050bps 

4.50 

2/7/06 

2/16/06 

OVT  FUND,  LP 

ABACUS06-8  FL 

F 

CDS-  2050bps 

.0.46 

7/2/07 

2/16/06 

QUINTESSENCE  FUND  LP 

ABACUS06-8SS 

SS 

CDS- 29bps 

199.64 

11/17/06 

11/28/06 

Morgan  Stanley-  Prop 
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From:  Sparks,  Daniel  L 

Sent:  Tuesday,  October  17,  2006  10:48  PM 

To:  Montag,  Tom 

Subject:  Re:  3  things 

Stacy  and  torn  c  co-ran  it  (stacy  more  irp  and  torn  more  struct. prod)  -  there  was  some 
tension  between  the  2.  When  torn  was  moved  there  was  some  concern  as  stacy  had  not  been 
involved  in  the  past.  She  has  really  done  well. 

Josh  should  be  the  one  on  the  bubble  for  us  and  he  has  had  a  rough  couple  as  months.  But 
he  has  handled  it  very  well  and  is  a  key  person  for  our  franchise.  I  don't  think  those  2 
months  should  confuse  his  value  to  the  firm.  He  will  make  us  a  bunch  of  money.  I  may  be 
able  to  manage  through  it  if  he  does  not  make  it,  but  he  is  so  focused  on  it,  he  is  well 
known  to  hedge  funds  and  competitors,  and  I'd  rather  not  take  the  risk. 

Original  Message  

From:  Montag,  Tom 

To:  Sparks,  Daniel  L 

Sent:  Tue  Oct  17  22:28:05  2006 

Subject:  Re:  3  things 

Thanks 

Yours  is  a  critical  business  for  the  future  and  we  want  the  top  guys  engaged  and  satisfued 
so  let's  make  sure  we  do  that.   Thought  some  room  in  there  so  let's  see  what  u  can  do. 
Who  had  jovb  before  stacy  and  what  is  she  up  to 

Josh  slipped  a  bit  with  the  abx  position  etc.   Is  that  inappropriate 

Tom 

Original  Message  

From:  Sparks,  Daniel  L 
To:  Montag,  Tom;  Sherwood,  Michael  S 
Sent:  Wed  Oct  18  10:09:48  2006 
Subject:  3  things 

1.  Comp  today  -  I  understand  that  the  department  increase  is  not  consitent  with  that  of 
other  departments  in  relation  to  revenue  growth.  I  also  got  the  point  that  we  were 
probably  increasing  some  of  our  mid-level  people  by  more  than  necessary  and  I'm  adjusting 
that.  The  things  I  am  struggling  with  are  that  the  structured  products  business  is  growing 
and  up  a  fair  amount  (should  be  mid-20s),  and  that  when  we  went  through  our  more  senior 
people,  there  seemed  to  be  general  agreement  that  the  numbers  were  appropriate.  However, 
when  we  knock  $X  million  off,  that  group  will  be  the  ones  to  absorb  most  of  the  burden. 
We'll  do  our  best  with  your  guidance. 

2.  Josh  for  EMD  -  he  is  an  extraordinary  commercial  talent  and  a  key  franchise  driver. 
Josh  has  reported  to  me  for  just  this  year,  but  I  have  been  very  impressed  with  his 
maturity,  teamwork  and  leadership  -  the  areas  of  question  in  the  past.  He  is  a  great 
trading  talent,  product  innovator  and  he  is  driving  our  US  property  derivatives.  I  thought 
he  cross-ruffed  around  41,  and  I  know  there  are  other  considerations.  But  he  is  a  guy 
worth  considering  adding  another  spot  for. 

3.  Stacy  -  she  has  recently  taken  over  managing  the  sales  group  for  structured  products 
and  I  just  wanted  you  to  know  that  she  is  doing  a  very  good  job. 
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From:  Ruzika,  Richard 

Sent:  Monday,  February  05,  2007  12:00  PM 

To:  Cohn,  Gary 

Subject:  RE:  Are  you  living  Morgatages? 


Yes  --  keep  in  mind  it  is  just  two  months  --  You  asked  me  to  be  patient  until  Jon  was  moved  to  the  bank  before  stepping 
in  In  some  respects  this  is  trickier  than  if  we  were  just  beginning  to  build  the  business  from  scratch.  The  business  is 
unfortunately  being  overshadowed  by  our  ABX  position  and  our  sub  prime  exposure,  so  it  feels  bad  right  now.  You  know 
and  I  know  this  position  was  allowed  to  get  too  big  -  for  the  liquidity  in  the  market,  our  infrastructure,  and  the  ability  of  our 
traders  That  statement  would  be  the  same  even  if  we  had  gotten  the  market  direction  correct  --  although  the  vultures 
wouldn't  be  circling  You  also  know  that  we  probably  would  have  gotten  the  position  correct  had  I  been  involved  a  year 
ago  -- 1  probably  would  have  gotten  short  to  protect  our  warehouse  and  general  hedge  against  the  business  given  our 
outlook  in  the  space.  None  of  that  matters  now  --we  are  where  we  are  so  I  am  sure  you  only  care  about  what  am  I  doing 
to  get  the  business  contained  and  then  in  position  to  grow. 

In  a  nutshell: 

First  and  foremost  I  am  supporting  Dan  and  his  guys.  There  is  a  long  way  to  go  with  all  of  them,  they  aren't  and  weren't 
equipped  to  handle  the  market.  I  am  going  to  get  them  there  or  upgrade  them  -  we  are  going  to  hire  to  help  Dan. 

We  are  building  out  a  risk  platform  -  Margaret  Holen  was  my  strat  --.now  she  will  be  moved  to  fill  Jay  Dweck  leaving. 
Weinstein  will  come  over  but  there  will  be  an  obvious  transition  period. 

I  have  a  working  model  of  the  risk  program  which  we  are  using  for  our  sub  prime  risk  -  the  first  that  they've  had. 
I  am  moving  CLOs  to  Credit. 

Senderra  -  Brad  Bradley  -  we  will  build  out  our  origination  platform  with  this  group  and  will  do  so  as  prices  continue  to 
fall. 

I  could  have  answered  your  question  with  a  simple  Yes  --  there's  more  to  list  but  you  get  the  picture...  I  also  am 
leveraging  Tom  and  his  experience  in  this  space.  Sat  with  him  Friday  night  to  take  him  through  the  platform  and  game 
plan.  -  I  don't  want  to  be  short  -- 1  want  to  neutralize  the  risk  and  shed  our  basis  risk. 


From:  Cohn,  Gary  (EO  8SB30) 

Sent:  Monday,  February  05,  2007  8:22  AM 

To:  Ruzika;  Richard 

Subject:  Are  you  living  Morgatages? 
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From:  Montag,  Tom 

Sent:  Thursday,  December  07,  2006  10:10  PM 

To:  Viniar,  David 

Subject:  RE: 

x-gs-classification:  Internal-GS 

on  with  sparks  now--makes  me  mad  because  they  should  have  kept  doing  it  ugh 


From:  Viniar,  David 

Sent:  Thursday,  December  07,  2006  9:42  PM 

To:  Montag,  Tom 

Subject:  RE: 


agree.  Sparks  is  now  doing  a  good  job  of  communicating  on  position. 


From:  Montag,  Tom 

Sent:  Thursday,  December  07,  2006  9:30  PM 

To:  Viniar,  David 

Subject: 


on  ABX  having  numerous  conversations-i  dont  think  we  should  panic  out  but  we  certainly  didnt  do 
good  job  of  keeping  pressure  on 
anything  you  want  or  need 
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From:  Montag,  Tom 

Sent:  Thursday,  August  23,  2007  3:53  PM 

To:  Sparks,  Daniel  L 

Subject:  RE:  Current  Outstanding  Notional  in  SN  ames 

so  if  I  make  you  sell  a  whopping  800  out  of  3  billion  which  is  less  than  30%  how  can  anyone  complain--the 
position  is  huge  and  outsized 


From:  Sparks,  Daniel  L 

Sent:  Thursday,  August  23,  2007  3:51  PM 

To:  Montag,  Tom 

Subject:  RE:  Current  Outstanding  Notional  in  SN  ames 


That's  why  we  say  we  are  short  (long  protection)  about  $3BB  single  names  -  the  correlation  is  very  high 


From:  Montag,  Tom 

Sent:  Thursday,  August  23,  2007  3:45  PM 

To:  Sparks,  Daniel  L 

Subject:  RE:  Current  Outstanding  Notional  In  SN  ames 


if  you  take  the  1 3  out  of  each  side  its 

1 1 .8  by  8.8    which  is  3  billion  long 

what  does  the  1 1 .8  in  theory  hedge  or  part  of  it  that  net  leaves  us  in  reality  short 


From:  Sparks,  Daniel  L 

Sent:  Thursday,  August  23,  2007  3:42  PM 

To:  Montag,  Tom 

Subject:  RE:  Current  Outstanding  Notional  In  SN  ames 


Meaning  the  IO  we  spoke  about  -  exact  cusip  long  and  short,  but  at  different  running  premiums  that  creates  IO 


From:  Montag,  Tom 

Sent:  Thursday,  August  23,  2007  3:39  PM 

To:  Sparks,  Daniel  L 

Subject:  RE:  Current  Outstanding  Notional  in  SN  ames 

what  does  explicitly  mean?    1 3bb  by  1 3bb  offset-what  does  that  mean 


From:  Sparks,  Daniel  L 

Sent:  Thursday,  August  23,  2007  3:37  PM 

To:  Montag,  Tom;  Mullen,  Donald 

Cc:  Swenson,  Michael;  Lehman,  David  A.;  Birnbaum,  Josh 

Subject:  RE:  Current  Outstanding  Notional  in  SN  ames 


All  synthetics 

Positions  are  in  terms  of  protection  (so  negative  means  long  risk,  positive  means  short  risk) 

13BB  by  13BB  explicitly  offset  (Josh  mentioned  in  out  meeting) 

Rest  are  comparable,  but  try  to  buy  protection  on  worse  deals  vs  writing  protection  on  better  deals 


From:  Montag,  Tom 

Sent:  Thursday,  August  23,  2007  3:29  PM 

To:  Sparks,  Daniel  L;  Mullen,  Donald 

Cc:  Swenson,  Michael;  Lehman,  David  A.;  Birnbaum,  Josh 

Subject:  RE:  Current  Outstanding  Notional  in  SN  ames 
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what  are  the  longs?  are  these  comparable?    are  these  all  synthetics  ? 


From:  Sparks,  Daniel  L 

Sent  Thursday,  August  23,  2007  3: 19  PM 

To:  Mullen,  Donald;  Montag,  Tom 

Cc:  Swenson,  Michael;  Lehman,  David  A.;  Blmbaum,  Josh 

Subject:  FW:  Current  Outstanding  Notional  in  SN  ames 


Per  your  earlier  question  about  absolute  longs  and  shorts  in  single  names: 


Notional  Long        Notional  Short    #  of  cusips 
A  3,686,600,000   -2,337,750,000  385 

BBB  10,419,693,103   -8,753,543,403  703 

BBB-  10,767,733,239   -8,877,635,250  638 
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From: 

Sent: 

To: 

Cc: 
Subject: 

Attachments: 


Silva,  Ralph 

Tuesday,  November  13,  2007  7:30  PM  . 

Broderick,  Craig;  Smith,  Sarah;  Beshel,  Liz;  Berry,  Robert;  Lee,  Brian-J  (Fl  Controllers); 

Holloway,  Mark  W 

Josselyn,  Kenneth 

Trilateral  Commission  Document 

Tri-Lateral  Combined  Comments  11  13  2007.doc 


I  am  attaching  bullet  points  for  tomorrows  meeting,  incorporating  comments  from  each  of  you.  I  won  I ^attempt  to  collect 
additional  input  or  distribute  additional  drafts.  If  you'd  like  to  amend  your  points,  please  do  so  in  the  document  and  earn/ 
your  own  copy  to  tomorrow's  meeting.  Please  note  below  the  remaining  holes  in  our  script,  together  with  my  suggestions 
on  addressing  them. 
Page  3,  A.  2.,  the  second  bullet  -  Brian,  please  note  we've  assigned  this  one  to  you,  with  bullets  provided  by  Sarah 

Paqe  8  #6  second  bulletfHow  will  your  business  strategy  or  model  change  as  a  result  of  this  experience  or  because  of 
other  business  concerns  you  see  going  forward?)  -  we  have  no  answer  in  the  script,  but  could  Sarah  or  Craig  reiterate 
that  we  won't  be  making  big  changes? 

P.  17  - 18  D1-5  -  Craig,  you'll  be  covering  all  credit  questions  except  as  noted 

P.  20  -  #2,  bullets  2-3  -  ABCP  backstops,  and  capital  &  earnings  volatility  -  Liz,  for  continuity,  are  you  comfortable  taking 
these  2? 

P.  21,  #  5  -  re:  granularity  of  risk  -  Craig  &  Robert,  can  you  comment  on  this  one? 
P.  21 ,  #6  -  accounting  and  disclosures  -  Sarah  and  Brian  to  comment. 


Tri-Lateral 
)mbined  Comments 


This  message  may  contain  information  that  is  confidential  or  proprietary.  If  you  are  not  the  intended  recipient,  please  advise  the  sender  immediately  and  delete 
this  message  and  any  attachments.  Follow  this  link  for  further  information  on  confidentiality  and  the  risks  inherent  in  electronic  communication. 
http://www.gs.coni/disclaimer/email/ 
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This  note  outlines  a  preliminary  exploration  of  the  strengths  and  weaknesses  of 
financial  institution  risk  management  practices  revealed  by  the  recent  market  turmoil.  It  is 
too  early  to  draw  definitive  conclusions  about  banks'  and  investment  banks'  risk 
management  practices,  as  the  sufficiency  of  their  liquidity  and  capital  buffers  can  be  judged 
only  after  the  current  episode  has  run  its  course.  Nonetheless,  it  is  not  too  soon  for  firms 
and  supervisors  to  begin  thinking  about  issues  that  may  warrant  exploration  in  the  coming 
months.  The  broad  questions  we  wish  to  address  can  be  framed  as  the  following: 

1.  In  senior  management's  opinion,  what  worked  well,  what  did  not  work  well  in 
terms  of  the  firm's  overall  risk  management  during  the  recent  period? 

2.  What  changes  are  firms  making  to  their  processes  or  practices  as  a  result? 

3.  How  well  did  stress  tests  and  limits  perform  as  measures  and  mitigators  of  risk, 
respectively?  Did  internal  processes  estimate  the  nature  and  scale  of  any  losses 
appropriately? 

4.  How  effective  were  internal  reporting  mechanisms  in  identifying  and 
highlighting  key  drivers  of  risk  and  losses? 

5.  How  effective  were  hedging  strategies  in  responding  to  rapidly  changing 
conditions?  To  what  extent  did  the  firm's  planning  contemplate  both  the  scale 
and  speed  at  which  liquidity  conditions  deteriorated? 

6.  How  effective  were  firms  in  identifying  both  direct  and  indirect  exposures 
(whether  or  not  involving  contractual  obligations)  to  other  sources  of  risk  and 
potential  concentrations  of  risk,  including  exposures  to  structured  investment 
vehicles,  alternative  investments,  or  mutual  funds,  among  others? 

The  discussions  with  firms  will  cover  five  areas  of  interest: 

A.  Senior  Management  Oversight 

B.  Liquidity  Risk  Management 

C.  Market  Risk  Management 

D.  Credit  Risk  Management 

E.  Economic  and  Regulatory  Capital  and  Related  Issues 

While  the  questions  below  are  organized  by  risk  category  for  practical  reasons, 
supervisors  expect  firms  to  manage  risks  in  an  integrated  manner  across  businesses  and  risk 
dimensions.  As  such,  we  intend  to  form  observations  about  risk  management  practices, 
including  the  quality  of  stress  testing  and  scenario  analysis,  on  a  corporate- wide  basis.  The 
supervisors  will  share  among  the  participating  Agencies  their  understanding  of  firms'  risk 
managing  practices.  Each  of  the  Agencies  will  be  reminded  that  information  shared  during 
these  discussions  will  be  treated  as  confidential  supervisory  information. 
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1  On  balance,  GS'  risk  management  policies  and  procedures  have  worked  well 
throughout  the  year,  and,  in  particular,  over  the  past  several  months:  a  we  had  more 
than  adequate  funding,  b  our  risk  models  served  as  effective  means  of  identifying 
and  quantifying  exposures  and  c  our  price  verification  procedures  helped  us  identify 
issues  early  so  we  could  act  accordingly. 

2  The  recent  turbulent  markets  have  caused  us  to  re-think  some  of  our  methods  for 
quantifying  exposures  -  however,  none  of  the  changes  represents  a  material  deviation 
from  current  practice.  Today  we'll  discuss  some  of  those  changes. 

3  We  first  observed  disturbing  trends  in  the  performance  of  sub  prime  debt  in  late 
December,  early  January  and  began  marking  down  positions  at  that  time.  As  a  result, 
we  became  concerned  about  our  long  exposure  and  acted  quickly  in  a  number  of 
ways,  including  putting  hedges  in  place.  We.  folio  wed  these  trends  closely  and 
continued  to  mark  down  sub  prime  positions  throughout  2007.  As  it  turned  out  this 
time  period  represented  a  narrow  window  of  opportunity  to  create  effective  hedges 
and  as  a  result  we  were  able  to  maintain  a  short  throughout  the  year. 

4  The  press  and  others  have  discussed  an  anticipated  Q4  write-down  for  GS.  Our 
remaining  long  sub  prime  exposure  totals  $695  million,  inclusive  of  whole  loans  and 
CDO  positions.  However,  we're  net  short  -  as  we  have  been  throughout  2007. 
Accordingly,  we  have  nothing  to  write  down. 

5  We  supplemented  our  risk  reporting  packages  as  necessary  and  discussed  our 
mortgage  book  at  every  Risk  Committee  meeting  throughout  the  year.  We've  made 
several  presentations  to  the  Board  regarding  mortgage  exposures  and  will  make 
another  tomorrow. 

6  In  summary,  the  process  by  which  we  mark  all  our  positions  to  market  on  a  daily  basis 
-  and  the  process  for  an  independent  verification  of  those  prices  -  are  quite  simply  the 
key  to  our  risk  management  processes. 
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1.         Risk  Appetite 

o    Did  the  effects  of  recent  market  turbulence  on  your  key  measures  of  risk  and 
performance  (e.g.,  profit/loss,  firm-wide  liquidity  levels,  capital  buffers,  etc.) 
fall  within  the  Board's  and  senior  management's  stated  policies  for  risk?  Please 
describe  any  material  differences  with  previously  existing  policy,  limits,  etc. 

CBroderick 

—  with  some  exceptions,  general  answer  is  that  we  did  not  end  up  with  positions  that 
were  greater  than  our  mgmt  /  board  thought  appropriate 

—  in  risk  terms,  we  managed  positions  very  actively  such  that  we  took  down  multiple 
positions  as  they  got  larger  „,„    l   . 

—  not  to  say  we  didnt  have  limit  excesses  (Robert  to  discuss,  also  CSW);  but  sr 
mgmt  participated  actively  in  all  of  the  significant  exposure  management  including 
decisions  on  when  /  how  to  reduce  positions,  and  in  the  case  of  lending  the  actual 
approval  of  transactions 

LBeshel 

Yes,  they  did.  With  respect  to  Treasury: 

—  GCE  remained  above  MLO  and  above  our  GCE  target  of  $55-60bn.  MLO 
assumptions  broadly  held  up.  We  were  able  to  raise  liquidity  through  efficiency 
projects  rather  than  drain  the  GCE 

—  Cash  capital  ratio  generally  remained  above  1  .Ox.  It  dipped  below  in  September, 
but  we  issued  $1  Obn  of  LTD  in  October  to  bring  it  back  up 

—  CSE  Tier  1  capital  ratio  remained  at  or  above  our  minimum  targeted  level 

—  Quarter-end  EDL  ratios  were  at  or  below  maximum  target  levels 

—  Share  repurchases  were  adjusted  to  maintain  target  equity  capital  ratios 

RBerrv 

To  discuss  history  of  VaR  and  CSW 

2.         Communication  with  Board/Senior  Executives 

o    At  what  point  were  senior  executives  or  the  Board  of  Directors  made  aware  of 
specifics  surrounding  the  impact  that  the  market  disruption  may  have  on  the 
firm's  business?  What  led  to  the  decision  to  communicate  the  relevant  issues  to 
Directors  or  senior  executives? 

RBerrv 

There  is  constant  communication  from  the  revenue  side  and  the  control  side  of  the  firm 
with  the  30th  floor.  In  addition  David/Jerry  co-chair  FWRC  and  Lloyd/Gary  regularly 
attend. 

CBroderick 

•  Sept  '06  Risk  presentation  (including  special  topics  on  Leveraged  Finance, 
Derivatives  Prime  Brokerage  and  Systemic  Risk 

•  March  '07Subprime  Mortgage  Business  presentation 

•  Sept  '07  Residential  Mortgage  presentation 
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o    What  special  sessions,  if  any,  were  held  with  the  Board  of  Directors/senior 
executives,  or  what  reports  were  shared,  to  ensure  that  they  understood  the 
specifics  related  to  valuation  issues,  conduits,  structured  investment  vehicles, 
leveraged  lending,  etc.? 

BLee 

-  Quarterly  PV  presentations  to  the  Board 

-  Weekly  Risk  Committee  Meetings,  attended  by  DViniar  and  GCohn,  and  often 

LBIankfein 

-  Recent  meetings  with  Lloyd  &  Gary  re:  pricing 


o    What  role,  if  any,  did  the  Board/senior  executives  play  in  re-assessing  the  firm' s 
risk  appetite  and  strategy? 

RBerry 

Limits  are  set  by  FWRC.  Decisions  regarding  e.g.^short  positions  in  mortgages  taken 
by  business  units  but  with  full  knowledge  of  the  30'  floor. 

C  Broderick 

FWCC  approves  each  significant  financing  transaction 
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Senior  management  reporting  and  analysis 

o  Did  senior  management  reporting  systems  provide  accurate  and  timely  insight 
into  material  changes  in  the  firm's  risk  profile?  What  ad  hoc  reporting,  if  any, 
was  prepared  to  supplement  standard  reporting  packages? 

RBerrv 

Key  risk  measures  are  computed  on  a  daily  basis  -  including  day-on-day  and  other  time 
comparisons  -  and  communicated  to  most  senior  management.  Measures  are 
themselves  highly  responsive  (volatilities  and  correlations  are  re-estimated  weekly, 
credit  risk  is  linked  to  traded  spreads). 

Changes  are  often  made  to  the  risk  packages  in  response  to  senior 
management/FWRC  interest  as  businesses  and  markets  change  (e.g.  breakout  of 
Acquisition  Commitments  from  Mortgages,  addition  of  Insurance  as  a  Industry  risk  in 
JTD  report,  breakout  of  Index  vs.  Stock  in  Equity  Topsheet,  refined  Loan  Commitment 
pages). 

Ad  hoc  analysis  is  done  on  a  daily  basis  generally  in  response  to  business  unit 
managers  -  examples  during  this  period  included  more  granular  breakout  of  CSW  by 
credit  quality,  marginal  contributions  to  VaR  and  hedge  analysis  in  Mortgages,  credit 
and  Equities. 

MRMA  produces  a  Quarterly  Risk  Review  where  a  conscious  effort  is  made  to  include 
new  and  topical  analysis  alongside  mile-stoned  changes  in  standard  measures. 

The  2007  Q3  report  included  breakout  of  changes  in  VaR  due  to  position  changes  and 
due  to  market  changes  (Static  VaR),  examination  of  change  in  convexity  position  of 
Equities  Division  (Top  Sheet),  update  of  basis  risk  in  Mortgages  (CSW)  and  curve 
positions  in  Credit,  concentration  in  Financials/Energy  in  Emerging  Markets,  and  Maya 
position  in  Commodities. 

o    How  timely  was  senior  management  made  aware  of  the  implications  of  the 
rapidly  changing  market  environment  on  the  firm's  own  exposures?  Was  senior 
management  accurately  informed  of  the  scale  of  exposures? 

RBerrv 

Communication  is  constant. 

Management  participated  in  many  of  the  important  decisions 

o    At  what  point  and  how  did  senior  management  become  aware  of  valuation 
uncertainties,  if  any?  For  example,  did  external  or  internal  auditors  raise  issues 
regarding  the  valuation  of  certain  positions?  How  did  senior  management  reach 
decisions  on  valuations  that  affected  results?  What  role  did  senior  management 
play  in  overseeing  the  valuation  process  and  ensuring  that  it  was  appropriate? 

BLee 

.     Senior  management  heightened  their  focus  on  the  mortgage  department  and  its 
inventory  during  the  first  quarter  of  2007  when  the  non  investment  grade  ABX 
index  began  showing  volatility  as  hedge  funds  began  utilizing  it  to  express 
bearish  views  on  the  US  housing  market.  Concerns  were  further  exacerbated  by 
declines  in  home  price  appreciation  and  pricing  pressure  on  subprime 
mortgages. 
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This  focus  resulted  in  periodic  meetings  with  senior  management  including;  the 
CFO,  divisional  risk  heads,  division  heads,  desk  management  and  controllers. 

We  use  fair  value  to  measure  our  financial  instruments,  which  is  fundamental  to 
our  risk  management  process  and  financial  statements.  It  is  essential  for  us  to 
understand  the  value  of  what  we  hold  so  that  we  can  manage  the  associated  risk. 
Due  to  reduced  liquidity,  determining  fair  value  is  more  challenging;  however, 
we  still  look  to  the  significant  amount  of  available  evidence  and  extrapolate  as 
appropriate.  If  there  is  a  question  on  price  transparency,  senior  management 
may  require  traders  to  execute  trades  to  substantiate  their  valuations.  We  also 
back  test  marks  against  actual  trades  to  ensure  accuracy. 


4.  Conflicts  of  interest 

o    Did  the  firewalls  between  the  firm' s  operations  with  access  to  public  versus 
private  information  lead  to  any  challenges  in  gathering  and  interpreting 
information  to  understand  market  events  or  their  implications  for  key  customers 
or  counterparties?  If  so,  how  were  these  addressed? 

CBroderick 

.     Managing  this  is  always  a  challenge;  however  these  issues  were  fully 
addressable  w/o  non-public,  counterpart-specific  discussions 

.     Where  firewalls  really  affected  us  were  on  our  hedging  decisions;  this  meant  for 
example  that  we  generally  hedge  bank  loans  via  indicies,  arid  derivatives  via 
NCLs 

5.  Immediate  responses 

o    Please  describe  the  decisions  that  senior  management  undertook  (and  their 
timing)  once  it  became  aware  of  the  significance  of  the  market  disruptions. 
Examples  might  include  seeking  specific  analyses  of  the  situation  through 
customized  stress  tests,  etc.;  changing  the  firm's  limits;  altering  management 
reporting  or  other  MIS  processes;  altering  management  structure;  etc. 

LBeshel 

—  Raised  long-term  debt  at  beginning  of  year  to  stay  ahead  of  growth  in  cash  capital 
requirements.  Also  raised  new  unsecured  debt  during  the  strained  period  when 

possible  ,_,         ±   .  . 

—  As  a  general  policy,  we  term  out  secured  funding  for  less  liquid  assets  in  a  normal 
environment  to  mitigate  rollover  risk  in  a  crisis.  As  the  market  began  to  get  more 
challenging,  we  termed  out  even  more  secured  funding  and  raised  new  secured 
funding  when  possible  , 

—  Addressed  a  variety  of  internal  funding  efficiency  issues  to  boost  liquidity  and  create 

a  report  to  track  progress 

—  Created  a  new  "days  to  zero"  liquidity  report 

_   Cut  back  share  repurchases  to  preserve  cash  and  capital  in  the  early  period  of 
uncertainty  . 

—  Increased  focus  on  maximizing  distributions  of  excess  capital  from  subsidiaries 

—  Partnered  with  businesses  to  come  up  with  structured  funding  solutions  for  bank 
loans 
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Maintained  a  heightened  dialogue  with  businesses  to  ensure  that  business 
selection  decisions  appropriately  incorporated  the  scarcity  of  funding 
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BLee 

First  quarter  2007: 

Shut  down  residential  mortgage  warehouses 

Increased  protection  for  disaster  scenarios  via  RMBS  and  CDO  CDS 

Increased  long  correlation  position 

Continued  vigilant  EPD  identification  and  workout 

Reduced  loan  positions  through  securitization  and  sale 

Second  quarter  2007: 

Terminated  CDO  warehouses 

Took  significant  mark  to  market  losses  on  long  mortgage  and  CDO  positions 

Further  shorted  synthetic  CDOs  and  RMBS 

Actively  manage  counterparties  for  disputed  margin  calls  or  payment  failures 

Third  quarter  2007  through  current: 

Actively  managed  risk  exposure  to  hedge  funds 
Begin  covering  of  short  mortgage  positions 
Opportunistically  look  to  buy  assets 
Increased  hedging  of  leveraged  loan  commitments 
Focus  on  generating  additional  liquidity  sources 

RBerrv 

Heightened  dialogue  at  all  levels,  and  between  revenue  and  control. 

[Limit  History] 

Global  Alpha  onto  firmwide  systems? 

CBroderick 

•  Heightened  dialogue  at  all  levels,  and  between  revenue  and  control. 

•  Overall:  tightened  credit  terms  with  counterparts  including  revised  limits, 
strengthened  stress  tests;  specific  hedge  fund  close  out  scenario  analysis 
conducted  &  reviewed  at  Risk  Committee 

•  Increased  focus  on  collateral  calls  and  position  marks 

•  Leveraged  Finance:  increased  hedging,  strengthened  stress  tests,  revised  credit 
approval  terms;  additional  focus  on  distribution 


Were  any  changes  made  in  management  or  senior  staff  during  this  period? 

RBerrv 

The  mortgage  business  was  moved  into  the  Credit  World 
Marc  Spilker,  Jon  Sobel  into  GSAM 

Did  you  encounter  any  material  operational  challenges  (e.g.,  back  office 
processing,  etc.)  during  this  period  that  affected  your  ability  to  assess  exposures, 
analyze,  or  manage  exposures  or  your  ability  to  complete  increased  trading  or 
processing  volumes?  If  so,  how  did  you  address  those  challenges? 

RBerrv 

There  was  one  day  when  SecDB  coincidently  broke  down  CRAIG  to  comment 

on  collateral  impact 

8 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-01013570C 


Footnote  Exhibits  -  Page  2915 


CBroderick 

•  Several  situations  where  systems'  capacities  were  stretched  resulting  in  late 
processing  /  credit  info  /  collateral  calls 

•  But  in  each  case  the  delays  were  short  (within  same  day)  and  work-arounds 
for  collateral  were  arranged  (prioritized,  manual  calculations)  so  that  we 
were  not  put  at  risk 

•  We  are  focusing  now  on  significantly  upgrading  our  system  capacity  to 
handle  much  larger  trading  volumes 

To  what  extent  were  your  decisions  motivated  by  concerns  about  reputation  in 
the  market  place? 

LBeshel 

—  Decided  to  scale  back  CP  balances  (flat  Q/Q)  given  that  Bear  Steams  got  credit  for 
reducing  its  balances 

—  Decided  to  allow  funding  trades  with  conduits  to  roll  off  so  as  not  to  be  perceived  as 
causing  any  conduits  to  go  under 

—  Decided  not  to  participate  in  M-LEC  (partly  because  we  don't  really  see  the  benefit) 

—  Decided  not  to  access  the  Fed  discount  window  jointly  with  MS/MER  to  finance  CP 
inventory 

—  Decided  to  invest  in  GEO? 

RBerrv 

We  continued  to  do  client  business?  i.e.,  we  preserved,  not  hoarded,  liquidity 

and  risk  capital. 

CBroderick 

•     Very  focused  on  reputational  issues;  tried  hard  to  be  a  good  corporate 
citizen,  maintaining  financing  and  derivatives  lines  in  the  vast  majority  of 
cases;  being  scrupulous  about  our  marks;  keeping  our  regulators  posted  on 
issues 


6.         Lessons  learned/changes  as  a  result 

o    What  changes  have  been,  or  will  be,  made  in  your  risk  management  structure  or 
processes  as  a  result  of  this  experience? 

RBerrv 

It  is  too  premature  to  make  far-reaching  changes  (if  any).  Our  risk  management 

structure  and  processes  generally  performed  well  and  as  designed. 

GSAM 

MRMA  above  the  wall? 

CBroderick 

•     We  constantly  tweak  our  risk  organization,  processes  and  procedures  and  this  will 
continue.  We  brought  out  a  new  alert  system  for  troubled  counterparts.  We 
upgraded  our  reporting  template.  We  will  continue  to  make  these  changes,  but  in 
general  things  worked  well  and  no  radical  changes  are  required 
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o    How  will  your  business  strategy  or  model  change  as  a  result  of  this  experience 
or  because  of  other  business  concerns  you  see  going  forward? 

CBroderick 

•  No  fundamental  changes  -  we  are  generally  ok  with  results 

•  We  will  be  opportunistic  as  we  always  are,  and  may  find  selective 
investments  attractive  (eg  the  Litton  mortgage  servicing  platform  from 
CBass) 

•  Other  changes  may  be  imposed  on  us  from  the  market,  eg  the  asset  backed 
CP  market;  or  by  a  need  to  be  prudent  risk  managers,  eg  reviewing  our 
underwriting  practices  for  monoline  insurance  cos 


1.    Liquidity  Planning/Stress  Testing 

o    By  what  process  does  your  institution  assess  the  appropriate  level  of  excess 
liquidity  reserves  to  maintain?  What  are  the  key  factors  that  drive  these 
decisions? 

LBeshel 

—  GCE  target  is  decided  by  Global  Treasurer  with  input  from  senior  Treasury 
personnel,  Funding  Desk,  and  Finance  Committee 

—  Factors  that  drive  the  decision  include: 

-  MLO  model 

-  Market  color  provided  by  Funding  Desk 

-  Known  one-off  funding  gains/drains 

-  Subjective  assessment  of  condition  of  GS  in  relation  to  the  crisis 

o    How  effective  were  the  types  of  scenarios  employed  in  liquidity  stress  tests  and 
contingency  funding  plans  in  helping  you  prepare  for  the  recent  financial  market 
liquidity  strains?  Did  the  scenarios  reflect  the  potential  for  general  market 
disruptions  as  well  as  firm-specific  scenarios? 

LBeshel 

We  manage  to  a  general  marfcet  disruption  in  which  GS  is  specifically  affected. 

Recent  strains  were  not  nearly  as  severe  as  what  we  manage  to 

—  Treasury  has  participated  in  one-off  scenario  exercises,  including  a  sub-prime 
meltdown,  hedge  fund  failure,  and  pandemic  outbreak 

—  Scenario  planning  can  only  take  you  so  far.  More  important  in  a  crisis  is  to  have 
good  communication  lines  both  internally  (Treasury,  Funding  Desk,  businesses) 
and  externally  (creditors,  rating  agencies)  and  robust  reporting. 

o    How  appropriate  were  the  assumptions  incorporated  into  contingency  funding 
plans  and  stress  tests?  How  well  did  market  events  vis-a-vis  off-balance  sheet 
exposures,  securitization,  funding  concentrations,  cross-currency  exposures,  and 
general  market  liquidity  correlate  with  those  assumptions? 

LBeshel 

10 
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Our  scenario  planning  incorporates  more  severe  stresses  than  we  experienced. 

Events  that  were  as  or  less  severe  than  our  assumptions: 

—  Some  loss  of  secured  funding,  but  in  line  with  expectations 

—  Difficulty  rolling  unsecured  funding,  although  LOC  usage  actually  increased 

—  No  material  derivatives  collateral  outflows  (MTM  or  downgrade) 

—  No  increased  requirements  at  exchanges  and  clearinghouses 

—  No  material  withdrawals  of  free  credits  in  GSI 

Events  that  were  more  severe  than  our  assumptions: 

—  Conduit  funding  less  robust  than  anticipated 

—  Credit  origination  commitments  posed  greater  liquidity  risk  than  planned  for  (we  had 
focused  on  one  month,  but  crisis  lasted  longer) 

—  Possibility  of  having  to  provide  liquidity  support  to  GSAM  funds 

—  Collateral  disputes  with  derivative  counterparts  greater  than  anticipated 

o    How  well  did  your  quantitative  measures  and  limits  on  its  liquidity  perform 
during  this  period?  What  impact,  positively  or  negatively,  did  any  limits 
mandated  by  regulations  have  on  your  actions  during  this  period?  What 
changes,  if  any,  will  the  firm  make  to  its  efforts  to  measure  its  overall  levels  of 
liquidity? 

LBeshel 

—  Measures  performed  well.  GCE  remained  above  MLO,  and  cash  capital  ratio 
remained  above  1  .Ox 

—  Not  aware  of  any  regulatory  mandates  that  affected  the  firm's  actions 

—  No  plans  to  change  how  we  measure  liquidity  (i.e.  definition  of  GCE  or  cash 
capital),  but  do  plan  to  reassess  certain  liquidity  risks  as  noted  below 

2.  Securitization  and  Syndicated  Financing 

o    How  are  the  risks  of  timing  mismatches  between  the  origination  of  assets  and 
the  subsequent  packaging  and  sale  of  assets  considered  in  contingency  funding 
plans? 

LBeshel 

—  We  do  not  rely  on  securitization  to  manage  through  a  liquidity  crisis.  We  assess 
liquidity  assuming  we  maintain  our  current  inventory  levels 

—  Our  liquidity  planning  incorporates  severe  draws  by  clients  on  warehouse  lines  we 
have  provided 

o    Does  your  liquidity  analysis  process  capture  and  report  the  level  of  committed 
pipeline  credit? 

LBeshel 

—  Yes. 

—  However,  we  will  likely  reassess  liquidity  risk  of  credit  origination  commitments  in 
light  of  our  recent  experience,  as  noted  below 

3.  Support  for  Conduits/SIVs/SPEs 
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o    In  what  ways  did  your  liquidity  risk  management  reflect  the  possibility  of 
supporting  sponsored  investment  funds  and/or  securitization  programs, 
including  those  that  you  had  no  contractual  obligation  to  support? 

LBeshel 

—  Not  applicable 

o    A  priori,  how  well-developed  and  comprehensive  were  your  ongoing  risk 
measurement  and  monitoring  of  these  entities? 

LBeshel 

—  Not  applicable 

4.  Support  for  other  vehicles  such  as  money  market  funds 

o    In  what  ways  did  your  liquidity  risk  management  reflect  the  possibility  of 
supporting  other  vehicles  such  as  money  market  funds?  What  support,  if  any, 
did  the  firm  actually  provide? 

LBeshel 

—  Large  investment  in  GEO  was  an  attractive  opportunity,  not  a  bail-out 

—  We  monitored  GSAM  money  market  fund  but  did  not  need  to  provide  support 

—  Liquidity  planning  did  not  incorporate  the  possibility  of  providing  support  to  GSAM 
money  market  fund,  but  have  since  added  a  $2.5bn  buffer  for  this  risk  in  the  MLO 
model 

5.  Pricing  of  Liquidity  Commitments 

o    What  factors  were  considered  in  the  pricing  of  contingent  liquidity  facilities? 
With  the  benefit  of  hindsight,  was  such  pricing  appropriate? 

LBeshel 

—  We  have  traditionally  not  charged  businesses  for  GCE,  in  order  to  keep  the  cost  - 
and  therefore  the  control  -  at  management  level.  We  are  moving  toward  charging 
businesses  for  the  portion  of  MLO  that  is  pre-funding  specifically  attributable  to  a 
business  activity. 

—  Except  for  WS  commitments,  we  currently  do  not  charge  for  pre-funding  for  lending 
commitments.  We  recognize  this  is  inappropriate  and  plan  to  change  it  in  the  near 
future 

—  We  do  control  the  size  of  liquidity  commitments  through  our  risk  management 
infrastructure(Capital  Committee,  etc.) 
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6.  Legal  Entities 

o    To  what  extent  were  liquidity  risk  considerations  factored  into  decisions  on  the 
booking  of  business  in  a  particular  legal  entity,  vs.  such  other  considerations  as 
tax,  accounting,  or  regulatory  differences?  Were  restrictions  of  the  full  transfer 
of  liquidity  capabilities  across  various  parts  of  the  organization  appropriately 
considered? 

LBeshel 

—  Liquidity  risk  typically  not  the  driver  of  deciding  where  to  conduct  business.  Tax, 
regulatory,  or  operational  issues  are  more  commonly  the  driver 

—  In  whatever  entity  we  conduct  business,  we  put  in  place  a  liquidity  risk  management 
strategy  (MLO  models  for  broker-dealer  entities,  funding  plans  in  BRICK  countries, 
etc.) 

-  We  monitor  amount  of  GCE  held  in  GSI  and  GSJCL  above  their  stand- 
alone requirements 

-  We  consider  trapped  cash  capital  in  our  cash  capital  planning 

o    What  was  the  impact  of  actions  taken  by  affiliates  on  regulated  entities? 

LBeshel 

—  Certain  efficiency  projects  were  designed  to  untrap  liquidity  in  regulated  entities 
(GSI  client  money  deposit  to  GSoHG,  repayment  of  GSI  accrued  sub-debt  interest) 

7.  Risk  Measurement  and  Limits 

o    Did  internal  liquidity  metrics,  limits,  and  monitoring  systems  provide  "early 
warning"  that  the  availability  of  market  liquidity  was  materially  changing  from 
historic  norms? 

LBeshel 

—  Because  our  funding  book  has  long  duration,  our  experience  in  this  crisis  was  that 
we  did  not  immediately  see  the  impact  on  our  funding,  but  instead  saw  the  impact 
by  watching  others'  experience  in  the  markets  and  press. 

—  Do  not  have  specific  limits  or  monitoring  to  identify  when  market  liquidity  is  drying 
up  -  we  carefully  watch  trends  and  activity  in  the  markets  broadly  (look  for  appetite 
for  collateral  types,  pricing  changes,  maturity  changes,  etc.) 

—  Primary  means  of  identification  is  communication  between  Treasury  and  the 
Funding  Desk,  external  funding  counterparties  and  GS  senior  sales/trading  and 
control  personnel,  Committee  meetings,  and  the  CFO's  view 

o  During  the  period  of  stress,  did  you  capture  and  aggregate  exposures  with 
sufficient  granularity  (i.e.,  risk  factor,  product  type,  counterparty  type)  for 
liquidity  risk  management  purposes? 

LBeshel 

—  Yes,  we  break  down  the  causes  of  contingent  liquidity  outflows  (unsecured  funding 
rollover,  secured  funding  rollover,  buyback  risk,  derivative  outflows,  etc.) 
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o    Was  the  MIS  provided  to  senior  management  sufficient  and  comprehensive? 

LBeshel 

Yes.  Reporting  provided  to  senior  management  included: 

—  Funding  Snapshot 

—  Liquidity  Dashboard 

—  Finance  Committee  packet 

—  Weekly  funding  summary 

8.  Management  of  Liquidity  Events 

o    How  were  contingency  funding  plans  and  stress  tests  utilized  during  market 
events? 

LBeshel 

—  Recent  market  events  were  not  so  severe  as  to  require  putting  in  motion  the 
Liquidity  Crisis  Plan 

—  However  we  did  consult  our  plan  as  we  created  a  menu  of  various  alternatives  to 
generate  liquidity  outside  of  the  funding  markets. 

o    Was  there  an  effective  communication  infrastructure  to  measure,  monitor  and 
control  your  liquidity  positions  (for  all  material  legal  entities,  jurisdictions, 
foreign  branches  and  subsidiaries)? 

LBeshel 

Yes. 

—  Frequent  calls  between  Global  Treasurer,  senior  Treasury  personnel,  Funding  Desk 

—  Effective  use  of  email  distributions  for  sharing  of  information,  such  as  steps  being 
taken  to  boost  liquidity,  credit  origination  pipeline,  etc. 

—  Robust  liquidity  reporting 

o    Did  senior  management  intercede  to  allocate/ration  liquidity? 

LBeshel 

Yes. 

—  Maintained  heightened  dialogue  with  businesses  to  ensure  that  business  selection 
decisions  appropriately  incorporated  the  scarcity  of  funding 

—  Capital  Committee  vigilant  about  approving  new  commitments   . 

9.  Lessons  Learned 

o    Do  you  plan  to  make  changes  to  liquidity  risk  management  or  contingency 
funding  plans  as  a  result  of  the  recent  market  turmoil? 

LBeshel 

Yes,  we  plan  to: 

—  Continue  to  fortify  our  already-strong  funding  position  by  funding 
wherever/whenever  possible,  paying  up  for  term  and  continuing  to  diversify  our 
distribution,  particularly  for  lower-grade  collateral 

—  Reassess  liquidity  risk  of  credit  origination  commitments  and  other  contractual 
commitments 

—  Incorporate  possibility  of  providing  liquidity  support  to  GSAM  funds  in  our  planning 
(have  already  added  $2.5bn  as  a  buffer) 
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o    What  are  the  implications  of  recent  events  on  the  future  composition  of  your 
pools  of  liquidity  resources? 

LBeshel 

No  impact. 

—  GCE  will  continue  to  be  composed  of  securities  of  the  highest  quality. 

—  Will  continue  to  not  use  committed  credit  facilities  as  a  source  of  backup  liquidity 


1.    Value-at-risk 


o    What  was  the  incidence  of  VaR  and  limit  breaches  during  this  period?  What  was 
done  to  bring  exposures  under  limits  and  was  it  effective? 

RBerrv 

[Get  history] 

Exposures  were  managed  responsibly  by  the  business  units  within  agreed  limits. 

Highs  were  set  in  Mortgages,  Credit  Products,  Credit  Origination,  EPG  and  GSP. 
Benign  P&L  allowed  for  a  disciplined  but  measured  response. 

Shorts  in  Mortgages  and  Credit  Products  tended  to  hedge  long  market  exposure  in 
Credit  Origination  and  Equities.  As  a  result  "diversification"  reach  a  high  of  63%. 

o    Did  valuation  issues  impact  VaR  calculations? 

RBerrv 

To  the  extent  that  mark  downs  reduce  positions  size  (which  reduces  risk)  and 
conversely  to  the  extent  that  wider  spreads  provoke  higher  volatilities,  valuation 
impacts  VaR  in  our  models. 

o    Have  you  made  any  changes  to  your  risk  management  program/VaR  models  as  a 
result  of  these  back-test  exceptions? 

RBerrv 

No  specific  changes. 

-  Our  models  already  are  highly  reactive  to  changes  in  volatility  -  we  use  a 

20%/month  decay. 

-  We  examine  all  backtesting  exceptions  at  the  95%  and  99%  1-day  level  for 

"red  flags"  -  P&L  driven  by  missing  positions  or  risk  factors  -  none 
apparent. 

-  There  was  considerable  work  done  around  mortgages  to  validate  distributional 

assumptions  as  prices  plunged  -  in  general  return  volatility  remained 
proportionality  to  spreads. 

-  Certain  assets  were  re-mapped  as  data  became  available  [e.g.  as  we  shorted 

single-name  A  Mortgage  CDS  we  did  not  have  time  series  history;  instead 
these  were  initially  mapped  to  ABX  BBB  index  scaled  by  spread  -  this  is 
ongoing  and  routine] 
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o    How  significant  would  the  difference  be  between  VaR  measured  using  the 
benign  historical  period  vs.  the  data  we  have  now? 

RBerrv 

If  we  apply  Q2  volatilities/correlations  to  Q3  positions,  period  end  Firmwide 
VaR  would  have  been  95  vs.  131  (38%  higher);  Interest  Rate  Category  VaR 
would  have  been  55  vs.  109  (98%);  Equity  Category  66  vs.  102  (54%); 
Mortgage  business  40  vs.  75  (87%);  Credit  Products  26  vs.  77  (196%). 

As  an  anecdote,  the  2006  Y/E  Mortgage  business  VaR  was  14mm  and  the  ABX 
BBB  was  189bp.  As  at  end  of  August  the  ABX  was  3156bp  and  the  VaR  of  the 
1 1/24  positions  would  have  been  53 1mm. 

2.    Scenario  analysis/Stress  tests 

o    Were  your  scenario  analyses  and  stress  tests  adequate  for  assessing  risk 
exposure  during  the  recent  period? 

RBerrv 

Yes 

-  in  particular  CSW  very  granular  by  business  e.g.  SPG  vs.  cash,  RMBS  vs. 
CMBS 

o    How  well  did  business  line  and  corporate-wide  stress  tests  identify  the  impact  of 
recent  market  events? 

RBerrv 

It  is  impossible  to  predict  exact  moves 

-  and  not  everything  moves  together  (for  example  CMBS  to  date  and  Emerging 
markets),  but  the  exposures  are  listed  and  broken  out  in  sufficient  granularity  to 
identify  impacts. 

o    What  lessons  have  you  learned  from  recent  events  about  your  stress  testing 
techniques? 

RBerrv 

We  already  prefer  single  asset  stress  tests  that  do  not  depend  on  correlation 
assumptions  between  markets.  We  make  no  assumptions  about  liquidity.  We 
breakout  impacts  to  a  granular  level  (we  don't  rely  on  a  single  number  -  or  for 
that  matter  a  single  tool). 

We  will  further  drill  down  on  Basis  risk  e.g.  Country,  Industry,  Cash, 
Derivative,  Index. 
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3.  Risk  reporting  and  aggregation 

o    During  the  period  of  stress,  was  the  MIS  provided  to  senior  management 
sufficient? 

RBerrv 

Yes 

6    Did  you  capture  and  aggregate  exposures  with  sufficient  granularity  (i.e.,  risk 
factor,  product  type,  counterparty  type)  for  market  risk  management  purposes? 

RBerrv 
Yes 

4.  Valuation  practices 

o  What  mechanisms  did  the  firm  have  to  assess  whether  valuation  methodologies 
were  accurate/appropriate  reflections  of  market  valuations  and  to  identify  when, 
if  at  all,  a  breakdown  in  accuracy  was  likely  to  occur? 

BLee 

•  Within  Controllers,  a  dedicated  group  performs  an  independent  price 
verification  of  the  mortgage  inventory.  The  team  has  extensive  experience  in  the 
valuation  of  mortgage  related  products. 

•  The  collaboration  with  this  team  and  desk  management  has  ensured  market 
movements  are  reflected  in  pricing  on  a  timely  basis  and  at  times  has  lead  to  the 
remarking  of  positions. 

•  The  team  employs  the  following  primary  strategies  in  their  price  verification 
process: 

Trade  comparison:  Available  trade  data  are  dissected  for  their 

parameters  which  are  applied  to  the  cash  and  derivative  positions 

with  similar  collateral  and/or  risk  profiles. 

Fundamental  analysis:  Various  analyses  which  examine  the 

underlying  position  characteristics  are  utilized  to  derive  fair  value. 

Note  that  these  characteristics  are  corroborated  to  the  market. 

Examples  include  discounted  cash  flow  (DCF),  option  adjusted 

spread  (OAS)  or  securitization  analysis. 

External  price  compares:  Where  available,  prices  received  from  third 

party  vendors  are  attained,  validated  and  utilized. 

Collateral  analysis:  Disputes  surrounding  margin  calls  of  mortgage 

derivative  contracts  are  closely  examined  to  glean  an  indication  of 

market  levels. 

•  These  marks  are  reviewed  with  auditors  and  regulators  on  a  recurring  basis. 
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Was  your  valuation  methodology  for  particular  instruments  consistent  across  the 
firm? 

BLee 

We  maintain  a  central  Controllers  Pricing  &  Valuation  Group  (CPVG)  which  is 
responsible  for  the  consistent  application  of  fair  value  across  all  inventory 
within  the  Trading  Division  through  centrally  managing  the  price  verification 
process  and  opining  on  determination  of  fair  value. 

Within  the  mortgage  department  specifically,  as  part  of  our  price  verification 
procedures,  we  focus  on  consistency  across  inventory  (cash  and  derivatives), 
client  prices,  and  repo.  In  this  regard,  we  are  developing  reports  which  will 
monitor  consistency  at  a  cusip  and  capital  structure  level. 


To  what  extent  have  you  had  problems  valuing  structured  credit  products,  loans 
and  loan  commitments? 

BLee 

Although  it  has  been  more  challenging,  due  to  reduced  liquidity,  especially    . 
surrounding  bid  versus  offer,  we  identify  and  fixate  on  areas  and  products  where 
transparency  exists.  We  then  reverse  engineer  the  parameters  witnessed  in 
transparent  products  so  they  can  be  applied  to  less  liquid  inventory.  Thus  there 
exists  meaningful  market  data  to  ensure  that  our  determination  of  fair  value  is 
reasonable. 

What  changes,  if  any,  do  you  plan  to  make  in  your  valuation  practices/controls 
in  light  of  recent  turmoil? 

BLee 

As  the  market  has  changed,  our  process  has  evolved  throughout  the  year  and  we 
continue  to  look  for  ways  to  enhance.  The  following  are  examples  of  additions 
made  during  the  year: 

-  Worked  closely  with  Markit  and  Fitch,  third  party  composite  vendors  for 
derivative  pricing,  as  they  have  struggled  to  keep  up  with  the  market  moves. 
Specifically,  we  have  provided  recommendations  surrounding  the  cleansing 
of  the  prices  submitted  as  well  as  recommended  incorporating  durations  (as 
well  as  spreads)  into  the  information  they  provide. 

-  Developed  a  tool  to  allow  for  the  review  of  thousands  of  ABS  CDS  positions 
to  ensure  consistency  and  appropriateness  of  marks  as  well  as  identifying 
outliers  for  investigation. 

-  Utilized  a  creation  value  analysis  whereby  the  underlying  assets  comprising 
a  CDO  portfolio  is  valued  based  upon  sector,  vintage,  and  rating  and  then 
allocated  across  the  CDO  liabilities  as  appropriate. 

-  Created  models  independent  of  the  trading  function  to  value  scratch  and  dent 
loan  inventory. 
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5.    Hedging 

o    How  well  did  your  market  risk  hedging  approaches  perform? 

RBerrv 

See  above. 

o    To  what  extent  is  the  liquidity  of  a  hedge  incorporated  into  market  risk 
management  practices? 

RBerrv 

We  assume  unchanged  positions  through  all  our  stress  tests.  Most  stress  events 
are  accompanied  by  a  tack  of  liquidity. 

o    How  will  hedging  strategies  and  techniques  related  to  market  risk  change  in 
light  of  the  recent  turmoil? 

RBerrv 

Will  probably  think  more  about  liquidity  and  crowded  trades  -  and  techniques  to 
identify  such. 


Ui .       'Cryriit  Risk  Mahafeniiohrfawfr?-  f  RVIC'IO  MU>RElv>   '_ 


SSSEeffiM 


1.  Accuracy  of  potential  exposure  measures  and  stress  testing 

o    How  did  estimates  of  potential  exposure  to  credit  risk  /  credit-related  losses 
compare  to  actual  levels  during  the  recent  period? 

o    Which  kinds  of  stress  testing  frameworks  (e.g.,  single  risk  factor  versus 
complex)  proved  most  reliable  in  estimating  actual  or  mark-to-market  losses? 
Where  stress  tests  misjudged  the  size  of  losses,  were  the  deviations  still  within 
an  acceptable  margin  for  error? 

o    To  what  degree  did  stress  tests  accurately  anticipate  correlations  across  asset 
classes? 

2.  Risk  reporting  and  aggregation 

o    During  the  period  of  stress,  did  you  capture  and  aggregate  exposures  with 
sufficient  granularity  (i.e.,  risk  factor,  product  type,  counterparty  type)?  For 
complex  instruments,  did  the  aggregation  capture  underlying  risk  factors 
effectively?  Was  the  MIS  provided  to  senior  management  sufficient  for 
understanding  the  underlying  changes  in  the  market  environment? 

3.  Hedging,  provisioning,  and  reserving 

o    How  effective  were  your  credit  risk  hedging  strategies  during  the  recent  market 
volatility? 
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o    How  will  hedging  strategies  and  techniques  related  to  credit  risk  change  in  light 
of  the  recent  turmoil? 

Counterparty  Credit  Risk  Management 

o    Describe  the  events  and  circumstances  surrounding  requests  for  additional 

margin  during  recent  events.  Were  the  initial  margins  set  appropriately  from  the 
outset?  How  did  they  change?  What  methodologies  were  used?  Were  margin 
calls  met  in  a  timely  manner? 

o    Have  any  classes  of  counterparties  posed  particular  counterparty  risk 
management  issues? 

o    In  your  view,  what  has  been  the  role  (if  any)  of  hedge  funds  in  the  recent  market 
turmoil? 

Syndicated  lending 

o    What  mechanisms  did  you  have  for  tracking  the  dimensions  of  pipelines  and 
was  the  tracking  effective?  What  were  your  limits  (if  any)  on  pipeline 
commitments?  Did  you  experience  any  limit  breaches  related  to  your  pipeline 
commitments? 

o    How  much  did  underwriting  standards  and  associated  risk  premia  change  as  a 
result  of  the  long  period  of  relatively  benign  economic  conditions  and  low 
market  volatility?  To  what  extent  did  your  underwriting  standards  for  loans 
intended  to  be  distributed  differ  from  those  standards  used  for  loans  intended  to 
be  held? 

Subprime  lending 

o    For  originators  of  subprime  mortgages,  how  have  underwriting  standards 

evolved  in  recent  years?  How  dependent  were  subprime-related  businesses  on  . 
market  liquidity? 

BLee 

•  As  home  price  appreciation  continued  to  rise,  subprime  mortgage  lenders  aimed 
to  provide  affordability  products  including  interest  only,  forty  and  fifty  year 
amortizations  and  negatively  amortizing  loans. 

•  Additionally,  originators  looked  to  provide  financing  to  previously  under 
represented  borrowers  including  stated  income  from  which  various 
documentation  types  manifested. 

•  Unlike  the  prime  mortgage  market  which  is  dominated  by  large  banks,  the 
subprime  mortgage  market  was  dominated  by  companies  which  trafficed 
exclusively  in  subprime  origination  (New  Century,  Ameriquest,  etc.).  From  a 
financing  perspective,  these  subprime  originators  were  reliant  on  liquidity  to 
fund  their  origination  pipeline  as  well  as  to  purchase  their  inventory  for 
dispersion  in  the  secondary  market. 
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For  investors  in  securities  backed  by  subprime  mortgages,  how  have  due 
diligence  and  risk  assessment  practices  evolved  in  recent  years?  When  making 
investment  decisions  on  subprime-related  securities,  how  dependent  were 
investors  on  rating  agencies? 

BLee 

Due  diligence  processes  are  dynamic  in  that  new  findings  and  ever-changing 
markets  result  in  constant  changes  in  practice. 

Specifically,  prior  to  acquiring  any  residential  mortgage  loans,  we  will  conduct  a 
thorough  review  of  the  seller  including  reviewing  select  financial  information 
for  credit  and  market  risk  assessment,  undertaking  a  review  of  the  underwriting 
standards  employed  by  the  mortgage  originator,  engaging  in  senior  management 
discussions,  conducting  an  operational  review  and  performing  background 
checks. 

In  addition  to  the  review  of  the  seller,  we  review  residential  mortgage  loans  in 
advance  of  acquisition.  The  scope  of  the  due  diligence  we  perform  depends  on 
the  credit  quality  of  the  mortgage  loans  and  our  past  experience  with  the  loan 
seller.  Due  diligence  may  include:  review  for  adherence  to  the  seller's 
underwriting  and  compliance  standards,  examination  of  loan  documents, 
verification  of  recorded  liens,  review  of  insurance  certificates  and  requesting 
independent  valuations.  We  may  increase  that  sample  or  drop  loans  from  the 
pool  as  a  result  of  due  diligence  findings. 

As  the  subprime  market  has  continued  to  deteriorate,  we  have  been  more 
conservative  in  our  due  diligence  process  both  in  assessing  sellers  and  in 
reviewing/dropping  loans.  Additionally  we  have  limited  our  subprime 
purchases  through  conservative  bids  as  well  as  electing  not  to  bid. 
Investors  in  subprime  related  securities,  especially  higher  rated  bonds,  have 
historically  relied  significantly  on  bond  ratings  particularly  when  securities  are 
purchased  by  structured  investing  vehicles. 

It  is  important  to  note  that  loan  level  information  is  available  to  investors  upon 
request  as  well  as  through  tools  available  in  the  market  including  Intex. 
Assuming  the  investor  is  sophisticated  enough  to  parse  through  loan  level 
information;  they  would  be  able  to  stress  assumptions  used  by  the  rating 
agencies.  (Although  they  do  not  have  property  addresses  and  borrower  social 
security  numbers.) 
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Internal  capital  assessments 

o    How  did  the  capital  planning  process  assess  the  appropriate  level  of  regulatory 
and  economic  capital  to  hold? 

LBeshel 

—  We  believe  CSE  regulatory  capital  requirement  is  conservative  and  therefore  a 
reasonable  proxy  for  required  economic  capital 

—  Projections  of  required  CSE  capital  always  consider  the  market  environment 

—  We  enhanced  our  projections  to  more  accurately  capture  expected  and  potential 
increases  in  required  capital  from  new  credit  commitments  and  drawdowns  on 
existing  commitments 

—  We  target  CSE  regulatory  capital  ratios  substantially  above  the  regulatory  minimum 
and  expect  the  cushions  we  hold  would  enable  us  to  maintain  the  necessary  levels 
of  regulatory  capital  in  the  event  of  potential  losses  and/or  increases  in  RWA 

—  During  periods  of  high  uncertainty  and  stress  we  generally  manage  to  the  higher 
end  of  the  target  range 

Capital  &  CDO/CLO  businesses 

o    To  what  degree,  in  recent  years,  had  risk  capital  been  allocated  to  the  CDO  and 
leveraged-lending/CLO  businesses? 

LBeshel 

—  We  dont  limit  businesses  by  allocating  risk  capital  as  such 

—  We  manage  capital  usage  by  imposing  limits  on  balance  sheet  limit,  VaR,  credit 
risk,  and  certain  other  factors 

—  For  performance  measurement,  we  attribute  regulatory  capital  to  businesses 

o    Were  your  liquidity  backstop  facilities  to  ABCP  programs  (SIVs)  priced 

correctly  for  internal  risk  management  and  capital  attribution  purposes?  Did  the 
pricing  appropriately  reflect  the  structures'  funding  strategies? 

o    Did  your  risk  management  tools  (including  economic  capital  models)  accurately 
reflect  changes  in  the  actual  degree  of  correlation  in  losses? 

Capital  &  earnings  volatility 

o    Did  your  stress  tests  identify  the  impact  on  earnings  (and  if  impacted,  capital)  of 
the  market  turmoil?  Are  you  anticipating  making  any  changes  in  your  stress 
tests  as  a  result? 
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4.    Capital  planning 


Did  the  firm's  capital  planning  process  include  consideration  of  potential 
uncertainties  in  the  valuation  of  the  firm's  holdings  of,  or  exposures  to,  complex 
financial  products  (CDOs,  etc.)? 

LBeshel 

—  Our  projections  of  required  CSE  capital  were  enhanced  to  more  accurately  reflect 
expected  and  potential  increases  in  required  capital  from  new  credit  commitments 
and  drawdowns  on  existing  commitments 

How  were  potential  on-boarding  requirements  of  pipeline  exposure,  contingent 
liabilities,  etc.,  incorporated  within  the  capital  planning  process? 


5.         MIS 


o    During  the  period  of  stress,  did  you  capture  and  aggregate  exposures  with 
sufficient  granularity  (i.e.,  risk  factor,  product  type,  counterparty  type, 
geographic  location)  for  capital  planning  purposes?  Was  the  MIS  provided  to 
senior  management  sufficient?  What,  in  particular,  were  the  areas  where  the 
MIS  reports  were  found  to  be  deficient? 

Accounting  &  Disclosure 

o    Are  accounting  rules  applicable  to  off-balance  sheet  vehicles  sufficiently 
transparent?  Do  they  adequately  reflect  the  risks  to  sponsors  of  such  vehicles 
and  providers  of  credit  and  liquidity  support? 

o    Would  better  disclosure  for  securitization  pools  reduce  the  risk  that  a 
deterioration  of  credit  quality  in  one  market  segment  leads  to  a  general 
withdrawal  of  liquidity? 
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2007  Fixed  Income,  Currency  and  Commodities  Annual  Performance  Review  Process 


FIXED  INCOME,  CURRENCY  AND  COMMODITIES  INDIVIDUAL  REVIEW  BOOK 

Reviewee  :  Salem,  Deeb  A 

Title :  VP 
Review  Criteria  :  FICC-Vice  President 
Business  Unit :  Mortgages 
Department :  SPG  Trading 

Region  :  Americas 
Date  of  Hire:  16-JUL-01 
Primary  Manager  :  Swenson,  Michael  J 
Co  -  Manager  1  :  Lehman,  David  A 
Co  -  Manager  2  :  Birnbaum,  Josh  S 
Co  -  Manager  3  : 
Co  -Manager 4 : 
Mentor : 


THE  PURPOSE  OF  THIS  REVIEW  MATERIAL  IS  FOR  PERSONAL  DEVELOPMENT.  IT  IS  NOT  INTENDED 

FOR  DISCLOSURE  OUTSIDE  THE  FIRM. 


Title  Description:  VP=Vrce  President/Executive  Director;  AS=Associate;  AN=Analyst;  EX=Exempt;  NX=Non-Exempt 

As  you  review  feedback  information,  you  should  be  alert  to  instances  in  which  an  individual  has  received  an  unusually  negative  comment  or 
low  score  on  the  "Compliance"  or  "Diversity  and  Equitable  Treatment"  questions.  Please  consider  whether  the  response  requires  follow-up, 
including  consultation  with  a  more  senior  manager,  a  Compliance  professional,  Employee  Relations  representative  or  other  individuals. 
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Report  Configurations 

1.  Peer  Group  =  all  employees  who  share  the  same  title,  across  the  division,  as  the  reviewee  and  are  rated  on  the  same  review  criteria. 

2.  All  averages  in  the  report  do  not  include  ratings  from  the  self  evaluation. 
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VI.  Self  Evaluation    (Continued) 


Self  Evaluation 


©  Goldmen,  Sachs  &  Co. 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  lo  Senate  Confidentially  Rules 


In  structure  and  collateral  characteristics.  That  2  percent  difference  in  expected  loss  difference  did  not  compensate  for  the 
difference  In  risk  of  tier  1  and  Her  4  securities.  But  given  the  20*  levered  nature  of  a  CDO,  the  50bps  difference  could  mean  an 
extra  10%  pra-loss  yield  to  the  equity.  Thus  COO  managers  who  had  pre-sold  portions  of  equity  at  a  certain  level  were  encouraged 
to  sell  protection  on  the  tier  A  names  end  keep  the  extra  {.  So  for  the  past  year,  wo  bought  protection  on  tier  4  names  el  every 
chance  possible,  caring  little  about  aurGcovareOon  BWICs.  When  we  wanted  to  flatten  out  the  booh,  we  just  wrote  protection  on  the 
tier  1  names.  Amazingly  we  did  this  for  most  of  the  year  without  a  usuBblo  model  to  value  the  different  single-names.  We  dldniN  get 
every  trade  right,  but  through  our  own  understanding  of  loans  and  through  taking  notes  on  what  names  the  guys  with  the  best 
models  {Ellington,  QVT,  JP  prop,  etc.)  liked  and  dldrflt  like  our  success  ratio  was  very  high.  We  were  very  aggressive  with  pricing 
and  only  shared  risk  with  smart  guys  If  thoy  gave  us  Insight  on  other  names  to  short  or  go  long  in  return.  Even  when  the  dispersion 
widened  out  from  2pts  to  Bpts  by  the  end  of  February  when  we  were  doing  the  Harbinger  trades.  Edwin  and  I  refused  to  monetize 
the  trade  and  Instead  sold  protection  on  tier  1  and  2  names  to  flatten  (he  notional  of  the  trading  book.  The  tier  bests  Is  now  trading 
at  -30bps.  Wilh  3-4bb  of  notional  In  this  dispersion  trade  on,  wa  have  recognized  $7S0mm  of  P&L  so  far  on  this  trade. 

b.  Our  single-name  market  share: 

Having  traded  over  {200bb  of  notional  in  5N  COS,  GS  Is  the  dominant  market- maker  In  single-name  CDS.  We  approximate  our 
market  share  to  be  greater  than  33%.  Even  when  we  were  running  a  flat  SN  CDS  book,  we  were  trading  around  mora  COS  than 
the  other  market  makers.  This  market  share  and  willingness  (□  trade  size  proved  invaluable  In  November,  December,  and  January 
whan  we  decided  lo  make  the  HUGE  directional  bet  of  being  long  SN  COS  protection.  We  saw  flow,  and  got  last  looks  thai  nobody 
else  would  get  We  single-handedly  filled  more  then  50%  of  the  Vertical  COO  and  many  other  CDOa  that  were  ramping.  If  we  did 
not  have  such  presence  In  the  SN  CDS  market,  it  Is  unlikely  that  we  would  have  achieved  the  size  short  that  we  desired  and 
eventually  put  on.  WeSre  up  $1.7bb  in  RMBS  SN  CDSI 

c.  Willingness  to  put  on  trades  that  others  tionS  want  to/know  where  lo  price 

The  2  most  successful  trades  In  this  regard,  have  been  our  $700mm  long  Alt-A  protection  and  our  $1-2bb  long  sub-prime  slngle-A 
protection.  When  CDOs  wanted  to  sail  AH- A  and  single- A  protection  for  diversification  purposes,  the  rest  of  the  street  was  tentative 
to  provide  liquidity  because  they  did  not  have  any  hedge  funds  lo  lake  the  other  side  of  the  trade.  We  viewed  this  as  a  tremendous 
opportunity  to  buy  cheap  out-of-th e-money  options  at  a  significant  discount  lo  lair-value.  Our  axil  strategy  was  always  that  if 
sub-prime  fundamentals  got  bad  enough,  and  they  did.  that  Ihe  contagion  would  have  to  spread  up  the  capital  structure  because 
cum  loss  vol/Uncertainty  has  to  go  up  thus.  And  It  would  have  to  spread  to  AIl-A  because  many  of  the  problems  that  enticed  hedge 
funds  lo  short  sub-prime,  like  a  bubble  in  the  coastal  markets,  high  amounts  of  investor  properties,  and  tow  documentation  of 
incomes  on  mortgage  applications,  were  actually  more  prevalent  In  Alt-A  than  in  sub-prime.  These  trades  have  been  worth  close  to 
S400mm  so  far  for  the  desk  {and  hopefully  more  room  lo  move). 

d.  COO  CDS  trade: 

This  trade  has  made  {900mm  so  far,  which  exceeded  all  of  our  high  expectations  for  the  trade.  I  had  the  confidence  and  desire  for 
the  desk  to  buy  A,  AA,  and  AAA  CDO  CDS  protection  in  size  during  the  fall  of  2006  for  several  reasons:  the  buyers  of  risk  were 
other  CDOs  who  wanted  good  spread  for  the  rating  {always  a  dangerous  thing),  the  rating  agencies!!  correlation  assumptions  were 
out  of  whack  with  the  growing  concern  In  the  housing  market  and  the  remarkable  similarity  between  the  bonds  In  a  COO,  the 
difficulty  that  GS  ilselt  had  In  placing  such  mezzanine  liabilities,  and  Ihe  complexity  of  such  securities  scared  hedge  funds  from 
buying  the  protection  themselves.  Edwin  and  1  used  the  same  aggressive  strategies  in  purchasing  Ihls  protection  .that  we  used  to 
dominate  the  RMBS  SN  COS  market.  Our  market  share  was  enormous  and  we  did  everything  we  could  to  print  every  Uada 
possible.  I  knew  the  trade  was  a  good  one,  when  I  saw  how  much  Jonathan  Egol  liked  it  (again  sided  with  the  smartest  guy  In  the 
market). 


I  would  like  to  continue  working  on  my  leadership  skills  and  some  of  the  characteristics  that  are  necessary  not  only  to  be  the 
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VI.  Self  Evaluation    (Continued) 
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world's  best  trader,  but  also  a  culture  earner  and  leeder  of  the  firm. 


Career  Development  Plana 


I  like  to  think  big... My  long  term  goal  (but  not  too  long  term)  is  to  become  my  own  version  of  Rich  Ruzika.  One  step  towards 
achieving  trial  Is  to  becomB  a  managing  director  naxt  year.  I  know  that  this  will  take  a  tremendous  amount  of  hard  work  on  my  part. 
I  think  that  I  deserve  this  and  can  use  the  title  to  expand  my  contributions  to  Goldman  Sachs.  As  one  of  the  most  talented  and 
important  members  of  the  SPG  trading  team,  being  an  MD  would  give  me  added  credibility  and  hopefuHy  access  to  important 
counterparties  that  we  want  to  do  targe  trades  with.  I  would  tike  to  map  out  how  we  make  this  happen  as  I  am  willing  to  work  as 
hart)  as  necessary  to  ensure  that  I  achieve  this  goal.  I  think  that  it  Involves  getting  to  know  a  broader  array  of  senior  people 
throughout  the  firm.  We  are  having  a  record  year  in  2007  and  I  am  as  responsible  for  our  P&L  as  anybody.  And  IBs  important  to  me 
that  this  gets  recognized. 


Other  issues 


No  Comments  No  led. 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Attachments: 


Case,  Benjamin 

Friday,  July  13,  2007  3:51  PM 

Kang,  Connie;  Shimonov,  Roman 

Lehman,  David  A. 

FW:  INTERNAL  USE  ONLY:  GS  Cashflow/ABACUS  CDOs  Mentioned  in  S&P  Report  on 

CDO  Exposure  to  Subprime  RMBS 

ArticlePDF.pdf 


From:  Case,  Benjamin 

Sent:  Tuesday,  July  10,  2007  7:13  PM 

To:  Maltezos,  George  ( GSJBW );  Harris,  Kate  (  GSJBW  );  Rolleston,  Jeremy  (  GSJBW ) 

Cc:  Lehman,  David  A.;  Egol,  Jonathan;  Bieber,  Matthew  G.;  Chaudhary,  Omar;  Lee,  Jay;  Sugioka,  Hirotaka 

Subject:  FW:  IrTTERNAL  USE  ONLY:  GS  Cashflow/ABACUS  CDOs  Mentioned  in  S&P  Report  on  CDO  Exposure  to  Subprime  RMBS 

INTERNAL  USE  ONLY 

George, 

Below  are  some  talking  points  for  you  related  to  today's  price  movements  for  Basis.  Please  note  that  the  price 
moves  sent  to  Basis  (and  the  notes  below)  reflect  the  S&P  actions  that  were  announced  this  morning,  but  did  not 
take  into  account  the  Moody's  actions  that  were  announced  very  late  in  the  day  here.  We  are  still  in  the  process  of 
working  through  the  Moody's  actions. 

Point  Pleasant 

- 19%  of  the  total  portfolio  was  listed  in  the  attached  S&P  paper  as  having  "material  exposure"  to  the  612  RMBS  that 
S&P  placed  on  negative  credit  watch  today  (and  stated  on  a  conference  call  that  they  would  be  downgraded  within 
days).  If  a  portion  of  the  assets  with  material  exposure  PIK  (due  to  OC  tests  failing  in  the  underlying  CDOs  from  the 
RMBS  downgrades  and  resulting  OC  haircuts),  the  Point  Pleasant  BBBs  will  be  shut  off  from  cashflow. 

Timberwolf 

-  Approximately  25%  of  the  total  portfolio  was  listed  in  the  attached  S&P  paper  as  having  "material  exposure"  to  the 
612  RMBS  that  S&P  placed  on  negative  credit  watch  today  (and  stated  on  a  conference  call  that  they  would  be 
downgraded  within  days). 

Fort  Denison 

- 17  RMBS  assets  (21%  of  the  overall  portfolio  and  43%  of  the  total  RMBS  component  of  the  portfolio)  were  placed 
on  negative  credit  watch  today.  In  addition,  10  CDO  assets  (10%  of  the  overall  portfolio  and  23%  of  the  total  CDO 
component  of  the  portfolio)  were  on  the  list  in  the  S&P  paper.  Asset  downgrades  in  the  Fort  Denison  portfolio  cause 
a  diversion  of  all  principal  proceeds  and  a  portion  (approximately  40%)  of  excess  interest  proceeds  away  from  the 
equity  to  amortize  down  the  Class  C  Loan.  Depending  on  the  amount  of  principal  amortization  on  the  asset  portfolio 
in  each  period,  this  will  cause  an  overall  reduction  of  projected  payments  to  the  Fort  Denison  equity  by  45-60%. 
Additionally,  if/when  the  CDO  assets  in  the  portfolio  PIK  (due  to  OC  tests  failing  in  the  underlying  CDOs  from  to  the 
RMBS  downgrades  and  resulting  OC  haircuts),  that  will  cause  additional  reduction  in  payments  that  will  be  borne  by 
the  equity. 
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From:  Egol,  Jonathan 

Sent:  Tuesday,  July  10,  2007  10:46  AM 

To:  ficc-mtgsales;  ficc-fisales;  ficc-creditsales 

Cc:  Mullen,  Donald;  Sparks,  Daniel  L;  Brafman,  Lester  R;  Saunders,  Tim;  ficc-mtgcdstrat;  ficc-spgtrading;  ficc-spcdo 

Subject:  IltfTERNAL  USE  ONLY:  GS  Cashfiow/ABACUS  CDOs  Mentioned  in  S&P  Report  on  CDO  Exposure  to  Subprime  RMBS 

INTERNAL  USE  ONLY 

From  the  tape: 

*S&P  IS  REVIEWING  "GLOBAL  UNIVERSE"  OF  SUBPRIME  CDOS 
*S&P  SAYS  218  CDOS  HAVE  SUBPRIME  BONDS  THAT  MAY  BE  CUT 
*S&P  SAYS  168  RATED  CDOS  ARE  BACKED  BY  BBB  SUBPRIME  BONDS 

In  connection  with  today's  S&P  report  today  on  subprime  RMBS  criteria  changes  and 
associated  credit  review,  the  following  Goldman  Sachs  CDO  transaction  have  been 
flagged  by  S&P  as  having  exposure  to  subprime  RMBS.  S&P  has  stated  that  is  reviewing 
the  global  universe  of  CDOs  for  such  exposure.  Full  report  (PDF)  attached. 


ArticlePDF.pdf 


Mezzanine  ABS  Cashflow  CDOs: 

•  Fortius  II 

•  Hudson  Mezz  I 

High  Grade  ABS  Cashflow  CDOs: 

•  GSC  ABS  Funding  2006-3g 

•  West  Coast  Funding  I 

ABACUS  Synthetic  ABS  CDOs: 


•  ABACUS  2006-11 

•  ABACUS  2006-14 

•  ABACUS  2007-AC1 


Redacted  bv  the  Permanent 
Subcommittee  on  Investigations 


Goldman,  Sachs  &  Co. 
85  Broad  Street  |  New  York,  NY  10004 
tel:  +1  212  357  3349  |  mobile:  +1  917 
e-mail:  jonathan.egol@gs.com 


Jonathan  M.  Egol 

Structured  Products  Trading 


1 1  fax:+1  212  428  1247 

Goldman 


©  Copyright  2007  The  Goldman  Sachs  Group,  Inc.  All  rights  reserved. 


See  http://www.QS.com/disclaimer/email-salesandtradinQ.html  for  important  risk  disclosure,  conflicts  of  interest  and  other  terms  and  conditions 
relating  to  this  e-mail  and  your  reliance  on  information  contained  in  it.  This  message  may  contain  confidential  or  privileged  information.  If  you  are 
not  the  intended  recipient,  please  advise  us  immediately  and  delete  this  message.  See  http://www.as.corn/disclaimer/ernail/  for  further  information 
on  confidentiality  and  the  risks  of  non-secure  electronic  communication.  If  you  cannot  access  these  links,  please  notify  us  by  reply  message  and 
we  will  send  the  contents  to  you. 

This  material  has  been  prepared  specifically  for  you  by  the  Fixed  Income  Trading  Department  and  is  not  the  product  of  Fixed  Income  Research. 
We  are  not  soliciting  any  action  based  upon  this  material.  Opinions  expressed  are  our  present  opinions  only.  The  material  is  based  upon 
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information  which  we  consider  reliable,  but  we  do  not  represent  that  it  is  accurate  or  complete,  and  it  should  not  be  relied  upon  as  such.  Certain 
transactions,  including  those  involving  futures,  options  and  high  yield  securities,  give  rise  to  substantial  risk  and  are  not  suitable  for  all  investors. 
We,  or  persons  involved  in  the  preparation  or  issuance  of  this  material,  may  from  time  to  time,  have  long  or  short  positions  in,  and  buy  or  sell,  the 
securities,  futures,  options  or  other  instruments  and  investments  identical  with  or  related  to  those  mentioned  herein.  Goldman  Sachs  does  not 
provide  accounting,  tax  or  legal  advice;  such  matters  should  be  discussed  with  your  advisors  and  or  counsel.  In  addition,  we  mutually  agree  that, 
subject  to  applicable  law,  you  may  disclose  any  and  all  aspects  of  this  material  that  are  necessary  to  support  any  U.S.  federal  income  tax 
benefits,  without  Goldman  Sachs  imposing  any  limitation  of  any  kind.  This  material  has  been  issued  by  Goldman,  Sachs  &  Co.  and  has  been 
approved  by  Goldman  Sachs  International,  which  is  regulated  by  The  Financial  Services  Authority,  in  connection  with  its  distribution  in  the  United 
Kingdom  and  by  Goldman  Sachs  Canada  in  connection  with  its  distribution  in  Canada.  Further  information  on  any  of  the  securities,  futures  or 
options  mentioned  in  this  material  may  be  obtained  upon  request  and  for  this  purpose  persons  in  Italy  should  contact  Goldman  Sachs  S.I.M. 
S.p.A.  in  Milan,  or  at  its  London  branch  office  at  133  Fleet  Street 

This  material  does  not  evidence  or  memorialize  any  agreement  or  legally  binding  commitment  between  any  parties  and  does  not  constitute  a 
contract  or  commitment  to  provide  any  financing  or  underwriting.  Any  financing  or  underwriting  is  subject  in  all  respects  to  internal  credit  approval 
at  Goldman  Sachs,  and  is  subject  to,  among  other  things,  the  completion  of  documentation  in  form  and  substance  satisfactory  to  Goldman  Sachs. 
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How  Did  GS  Avoid  the  Mortgage  Crisis? 

Our  Response 


Mortgages  is  an  important  business  for  Goldman  Sachs.  However,  it  is  typically  the  smallest  of  five  main  businesses  within  FICC 
and  therefore,  on  a  relative  basis,  it  has  been  a  smaller  contributor  to  overall  Fixed  Income  revenues  than  for  many  of  our  peers. 
We  always  proactively  manage  the  risk  of  our  businesses,  and  our  mortgage  business  was  no  different.  We  were  actively 
managing  our  mortgage  exposure  throughout  2006,  and  towards  the  end  of  the  year  we  became  increasingly  concerned  about  the 
sub-prime  market.  As  a  result  we  took  a  number  of  actions  at  that  time  and  into  early  2007  to  reduce  our  risk.  In  the  first  quarter  of 
2007  we  stopped  our  residential  mortgage  warehousing  efforts,  shut  down  our  CDO  warehouses,  aggressively  reduced  our 
inventory  positions,  reduced  counterparty  exposure  and  increased  our  protection  for  disaster  scenarios. 

Key  to  our  ability  to  do  this  was  our  extremely  robust  mark  to  market  philosophy.  You  simply  cannot  manage  risk  effectively  if  you 
don't  know  what  positions  are  worth.  An  accurate  daily  marking  process  makes  difficult  decisions  considerably  easier,  as  you 
tangibly  feel  the  cost  of  inaction  everyday  as  the  market  declines.  We  have  extensive  price  discovery  and  valuation  resources  and 
don't  subscribe  to  the  notion  that  there  are  instruments  that  can't  be  valued. 

So,  we  knew  the  value  of  what  we  had  and  managed  our  risk  accordingly.  However,  one  should  not  be  lead  to  believe  that  we 
went  through  this  period  unscathed  and  somehow  significantly  profited  from  a  "bet"  on  the  downturn  in  mortgage  markets.  The 
actions  that  I  outlined  led  to  significant  write-downs  in  the  value  of  our  long  mortgage  inventory  over  the  course  of  this  year. 
We  mentioned  during  our  second  quarter  conference  call  that  a  weak  quarter  in  Mortgages  contributed  to  lower  results  in  our  FICC 
businesses.  A  better  characterization  of  the  situation  is  that  we  effectively  avoided  greater  losses  by  taking  these  proactive  steps 
and  in  fact  during  the  third  quarter  we  were  able  to  make  money  on  mortgages  as  a  result  of  our  net  short  position.  As  a 
consequence,  we  believe  that  we  are  well-positioned  to  opportunistically  participate  in  the  inevitable  restructuring  of  the  mortgage 
market. 

Ultimately,  our  ability  to  be  proactive  was  a  function  of  our  people  and  our  risk  management  culture.  Given  the  complexity  and 
diversity  of  risks  in  our  business,  we  believe  that  it  is  critical  to  provide  our  teams  with  the  confidence  and  support  necessary  to 
identify  and  escalate  issues  as  soon  as  possible  and  to  prioritize  the  interest  of  the  entire  firm  over  any  individual  objectives.  In 
addition,  we  think  it  is  important  for  senior  leadership  to  be  actively  engaged  in  the  business  flows  and  decision  making  process,  in 
times  of  calm  as  well  as  crisis. 
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Quarterly  Breakdown  of  Mortgage  P/L 


Residential  Prime 

Residential  Credit 
A!t-A 

S&O 
Subprime 

SPO  Trading 

ABS  Securities 
CMBS  Securities 
Correlation 

CDO/CLO 


Secunty    Denvs 
P&L  P&L 


f        65  t     (0)   $ 

$     (248)  t  213     $ 

(31)         56 

(51)         13 

(167)       144 


Secuiity    Deiivs 
P&L  P&L 


$  65 

$  (36) 
25 
(37) 
(23) 


$   (60)  $  359  $  (1)  $  298 

(58)   280    -  232 

(1)     5    -  4 

(1)    64     (1)  62 

*  (170)  $  (0)  $  23  $(147) 

28          6  33 


48  $  (0)  $ 


*  48 


$  (239)  t  (60)  $  ■  $(299) 

10  (16)   -  (5) 

(39)  (11)   -  (50) 

(210)  (34)   -  (244) 

$  (103)  J  646  t   9  t  462 

(63)  480    -  417 

(24)  22    -  (2) 

(16)  44     8  37 

$  (307)  $(175)  t__29_SJ453; 

19  -      13  32 


nity     Deiivs 
P&L  P&L 


$     (262)   $       33  $  -         $   (219) 

$     (641)    $    358  $  (27)   $   (311) 

(201)         111  (7)          (98) 
108 


Other/ 
UW 
P&L      Total 


October  26,  2007  FYTD  . 

/  Other/ 

ty  UW 

DerivsP&L     PSL.       Total 


(104) 
(336) 


138 


16 
(38) 


20 
(233) 


$     (724)  $2,860  $      7  $2,133 

(646)  1,916  19  1,288 

(48)  173  (11)  113 

(29)  761  (0)  732 

$     (944)  $    120  S  (74)  $   (898) 


$       (76)  $  (42)  $ 

$     (193)  $    63     $ 

(99)  (21) 

(42)  13 

(51)  71 

$     (133)  $  842     $ 

(98)  478 

(14)  156 

(23)  206 


■  $(118) 

26  $(103) 

7  (113) 

(16)  (45) 

35  54 

(1)  $  708 

(22)  382 

11  153 

10  193 


$     (208)    $    19     $    70     $(120) 


$     (216)    $ 

$(1,321)    $ 
(321) 
(236) 
(764) 

$(1,019)    $ 

(863) 

(87) 


» (1.629)    $ 


(9)  $ 


$    (224) 


574  $     (1)  $    (749) 

130         -  (191) 

124         -  (112) 

319           (1)  (446) 

4,698  $     16  $  3,691 

3,185           (3)  2,289 

355           (0)  267 

1.076          17  1,024 

(37)  $    48  $(1.61 8] 


Grand  Total 


j     (327)   $571     $    28     j~ZT2     $     (535)   $  310     $    51     $(174)   $(2,737)    $3/482     $     (4)   $    741  |  $     (663)    $889     $    96     $432 


$(4,162)    $        6,262     $  171     $  1,271 


"Included  In  Other  are  gains  earned  in  conjunction  with  bond  U/W  (+$70  million)  and  transfers  from  AMSSO  (+$4S  million) 


>  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigati 


lent         I 
igations  I 


Confidential  Treatment  Requested  by  Goldman  Sachs 


GSMBS-E-009713205 


Footnote  Exhibits  -  Page  2948 


GS  Subprime  Mortgage  Business 

Subprime  Risk:  Current  Position  as  of  11/2/07 


Mortgage  Department 


SUBPRIME 

Current  Notional  (Bn) 

Market  Value  (Bn) 

Securities  (IG) 

2.3 

1.2 

Subs  &  Residuals 

0.1 

0.1 

Loans 

0.3 

0.3 

Single-Name  Synthetic  Risk  (Net) 

2.7 

1.6 

TABX  &  Tranched  Synthetic  Risk  (Net) 

(3.1) 

(0.9) 

Net 

2.3 

2.4 

ALT-A 

Securities  (IG) 

4.3 

3.8 

Subs  &  Residuals 

0.3 

0.2 

Loans 

0.1 

0.1 

Synthetic  Risk  (net) 

(1.7) 

(1.3) 

Net 

3.0 

2.8 

SCRATCH  &  DENT 

Loans 

0.9 

0.5 

CDOs  /  TRANCHE  RISK 

Securities 

Single-Name  Synthetic  Risk  (Net) 

Tranched  Synthetic  Risk  (Net) 

Seasoned  Super  Senior  Shorts 

Net 


2.1 

0.3 

(1.2) 

(0.4) 

(5.4) 

(3.0) 

(3.5) 

(3.4) 

(7.9) 

(6.4) 
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Subprime  Mortgage  Business  Comparisons 

MER,  C,  UBS  releases  compared  with  GS  Position  as  of  1 1/02/07 


Merrill  Lynch1 


Goldman  Sachs 


M^ffi— 11 


wmmmm 


wmm 


H'MTtB     I* 


Subprime 


$5.7Bn  US  Subprime  mortgage  related  exposure 


$2.4Bn  US  Subprime  mortgage  related  market  value 


CDOM/arehouse 


$15.2Bn  ABS  CDO  related  exposure 


($6.4Bn)  ABS  CDO  related  market  value 


Citigroup 


Goldman  Sachs 


mmimmm 


mmmm 


Subprime 


$1 1 7Bn  US  Subprime  mortgage  related  exposure 


$2.4Bn  US  Subprime  mortgage  related  market  value 


CDO 


$43Bn  exposure  to  senior  CDO  tranches 


($5.1  Bn)  market  value  of  senior  CDO  tranches 


UBS" 


Goldman  Sachs 


mmmmmmmmmmmmmmmmmm 


BTH] 


*;<ita:r;'.B.i?;.m 


Subprime 


$16.8Bn  Subprime  Securities 


$1 .2Bn  Subprime  Securities  market  value 


CDO 


$20.2Bn  notional  exposure  to  senior  CDO  tranches 


($5.1Bn)  market  value  of  senior  CDO  tranches 


'  Goldman  Sachs  Subprime  exposure  Includes  our  net  exposure  to  subprirne  loans,  bonds,  and  derivatives  while  our  CDO/Warehouse  exposure  Includes  our  net  exposure  to  CDO  bonds  and  derivatives.  GS  does  not  neve  any 

current  CDO  warehouse  exposure.  We  are  Interpreting  ML  '8  exposure  to  be  net  market  value  and  ore  reporting  the  same  measure  lor  GS. 
1  Goldman  Sachs  Subprime  exposure  Includes  our  net  exposure  to  subprime  loans,  bonds,  and  derivatives  while  our  CDO  exposure  Includes  our  net  exposure  to  senior  CDO  bonds  and  derivatives.    We  ere  Interpreting 

CrUgroupv  exposure  to  be  net  market  value  and  are  reporting  the  same  measure  lor  GS. 
3  Goldman  Sachs  Subprime  exposure  Includes  our  net  exposure  to  subprime  loans,  bonds,  and  derivatives  while  our  CDO  exposure  Includes  our  net  exposure  to  senior  CDO  bonds  and  derivatives.    We  ere  Interpreting  UBSs 

Subprime  exposure  to  be  net  market  value  and  their  CDO  exposure  to  be  notional  and  ore  roportlng  the  same  measures  torGS. __ 
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From:  Ruzika,  Richard 

Sent:  Friday,  May  1 1 ,  2007  9:59  PM 

To:  Sparks,  Daniel  L 

Subject:  Re:  You  okay? 

Get  Elisha  on  it  too.  He  is  very  good  at  getting  the  math  right.  One  thing  you  don't  want 
is  multiple  write  downs.  Whatever  it  is  get  it  out  there  in  total. 


Sent  from  my  BlackBerry  Wireless  Handheld 

Original  Message  

From:  Sparks,  Daniel  L 

To:  Ruzika,  Richard 

Sent:  Fri  May  11  19:33:32  2007 

Subject:  Re:  You  okay? 

Cdo  positions  and  market  liquidity  and  transparency  have  seized.  I  posted  senior  guys  that 
I  felt  there  is  a  real  issue.  I'm  going  to  make  a  change  in  the  responsibility  of  the 
business  away  from  ostrem  to  david  lehman  (with  swenson  helping) . 
We  are  going  to  have  a  very  large  mark  down  -  multiple  hundreds.  Not  good. 

Mullen  has  been  really  good  -  dug  in,  thoughtful,  balanced.  I  hate  that  he  has  to  deal 
with  this  out  of  the  shoot.  We  had  a  meeting  today  with  viniar,  don,  mcmahon,  my  team, 
controllers,  gary  on  the  phone  to  walk  through  situation.  The  market  has  seized  up  so  much 
that  levels  are  very  hard  to  determine  for  the  complex  products  -  which  also  are  difficult 
to  model  for  value  due  to  market  changes. 

That's  a  long  way  of  saying  that  I  feel  the  way  I  probably  should  right  now  in  light  of 
the  situation,  but  the  team  and  I  have  our  heads  in  the  game. 

Thanks  for  reaching  out 

Original  Message  

From:  Ruzika,  Richard 

To:  Sparks,  Daniel  L 

Sent:  Fri  May  11  18:30:55  2007 

Subject:  You  okay? 

Dan.  Anything  I  could  do  to  help? 

Sent  from  my  BlackBerry  Wireless  Handheld 
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From:  Burchard,  Paul 

Sent:  Monday,  May  14,  2007  1 :49  PM 

To:  Egol,  Jonathan;  Wiesel,  Elisha;  Lehman,  David  A.;  Sparks,  Daniel  L;  Swenson,  Michael; 

Bimbaum,  Josh;  Primer,  Jeremy;  Turok,  Michael 
Cc:  Brafman,  Lester  R 

Subject:  RE:  Gameplan  -  asset  model  analysis 

Here  are  the  asset  model  results  including  both  A2  and  B  tranches  of  Timberwolf ,  looking  at  both  1 .5x  and  2x  spread 
shock  scenarios  for  the  CDOs  (corresponding  to  median  CDO  spreads  of  900  and  1200,  respectively,  for  this  portfolio). 
Again,  best  estimate  of  correlation  is  20-50%  range. 

CDO  Spread  Shock   Model  Price  30%   Model  Price  50%   Model  Price  70%   Model  Price  100% 

TWOLF  2007-1  A2  1x 

TWOLF  2007-1  A2  1.5x 

TWOLF  2007-1  A2  2x 

TWOLF  2007-1  B  1x 

TWOLF  2007-1  B  1 .5x 

TWOLF  2007-1  B  2x 

Will  look  at  Point  Pleasant  next. 

— Original  Message — 

From:  Egol,  Jonathan 

Sent:  Monday,  May  14,  2007  8:06  AM 

To:  Wiesel,  Elisha;  Burchard,  Paul;  Lehman,  David  A.;  Sparks,  Daniel  L;  Swenson,  Michael;  Bimbaum,  Josh;  Primer, 

Jeremy;  Turok,  Michael 

Cc:  Brafman,  Lester  R 

Subject:  RE:  Gameplan  -  asset  model  analysis 

I  think  we  can  look  at  the  2x  CDO  CDS  scenario  Paul  provided  below  as  a  proxy. 

— Original  Message 

From:  Wiesel,  Elisha 

Sent:  Monday,  May  14,  2007  7:57  AM 

To:  Egol,  Jonathan;  Burchard,  Paul;  Lehman,  David  A.;  Sparks,  Daniel  L;  Swenson,  Michael;  Bimbaum,  Josh;  Primer, 

Jeremy;  Turok,  Michael 

Cc:  Brafman,  Lester  R 

Subject:  RE:  Gameplan  -  asset  model  analysis 

Can  we  not  incorporate  the  cds  bid/offer  by  running  Paul's  analysis  on  #2  below  at  shocked  RMBS  cds  levels? 

Original  Message 

From:  Egol,  Jonathan 

Sent:  Monday,  May  14,  2007  5:28  AM 

To:  Burchard,  Paul;  Wiesel,  Elisha;  Lehman,  David  A.;  Sparks,  Daniel  L;  Swenson,  Michael;  Bimbaum,  Josh;  Primer, 

Jeremy;  Turok,  Michael 

Cc:  Brafman,  Lester  R 

Subject:  Re:  Gameplan  -  asset  model  analysis 

This  correlation  analysis  does  not  incorporate  2  things: 

-  cds  bid/offer 

-  cashflow  triggers  (underlying  level) 

For  names  where  the  underlying  longs  were  externalized,  the  cdo  cds  offered  side  spread  is  going  to  be  close  to  2x  the 
current  marked  spread  for  many  underliers.  It  will  be  important  to  use  the  cdo  cds  trading  franchise  to  source  hedges  at 
the  bid  side  of  the  market. 
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The  downgrade  sensitivity  of  the  underlying  cdo  cashflow  triggers  means  that  there  is  some  (hard  to  quantify)  probability 
that  some  or  all  names  essentially  jump  to  default. 

—  Original  Message  — 

From:  Burchard,  Paul 

To:  Wiesel,  Elisha;  Lehman,  David  A.;  Sparks,  Daniel  L;  Swenson,  Michael;  Birnbaum,  Josh;  Egol,  Jonathan;  Primer, 

Jeremy;  Turok,  Michael 

Cc:  Brafman,  Lester  R 

Sent:  Mon  May  14  00:45:22  2007 

Subject:  Re:  Gameplan  -  asset  model  analysis 

One  point  of  this  correlation  analysis  is  that  it  provides  a  relative  value  argument  about  how  to  hedge  the  cdoA2  risk.  It 
indicates  (as  the  desk  is  aware)  that  it  is  currently  cheaper  to  buy  protection  against  the  cdoA2  at  the  cdo  level  than  at  the 
rmbs  level.  To  the  extent  that  we  can  put  on  this  hedge,  we  can  recover  the  higher  (72  cent)  price,  no  matter  how  bad 
rmbs  looks. 


Sent  from  my  BlackBerry  Wireless  Handheld 

Original  Message 

From:  Wiesel,  Elisha 

To:  Burchard,  Paul;  Lehman,  David  A.;  Sparks,  Daniel  L;  Swenson,  Michael;  Birnbaum,  Josh;  Egol,  Jonathan;  Primer, 

Jeremy;  Turok,  Michael 

Cc:  Brafman,  Lester  R 

Sent:  Mon  May  14  00:01 :17  2007 

Subject:  RE:  Gameplan  -  asset  model  analysis 

David  -  We  spoke  briefly  to  Ben  and  Edwin  earlier  this  evening  and  asked  them  if  it  would  be  possible  to  come  up  with 
CDS  marks  for  any  missing  BBB/BBB-  RMBS  deals  as  well  as  a  heuristic  for  marking  any  high-grade  tranches  by 
vintage.  As  Paul  says  below,  this  would  really  help  us  run  results  through  the  asset  model  (as  well  as  through  the  NAV 
analysis  we'd  discussed  doing)  for  CDOs.  I  realize  this  might  be  painful  (several  thousand  underlying  RMBS  deals  might 
need  to  be  marked)  but  we'd  like  to  come  back  to  you  when  we  have  some  stats  on  what  we're  missing  and  brainstorm 
on  a  good  way  to  do  this. 


From:    Burchard,  Paul 
Sent:     Sunday,  May  13,  2007  1 1 :05  PM 

To:  Lehman,  David  A.;  Sparks,  Daniel  L;  Wiesel,  Elisha;  Swenson,  Michael;  Birnbaum,  Josh;  Egol,  Jonathan;  Primer, 
Jeremy;  Turok,  Michael 
Cc:  Brafman,  Lester  R 
Subject:       RE:  Gameplan  -  asset  model  analysis 

We  can  estimate  the  value  of  the  Timberwolf  CDOA2  by  applying  a  correlation  model  (the  asset  model).  We  have 
three  questions  to  answer: 

1 .  Based  on  marks  for  the  single-A  CDOs  under  the  CDOA2,  what  should  be  the  value  of  the  Timberwolf  CDOA2? 

2.  Based  on  marks  for  the  RMBS  under  the  single-A  CDOs,  what  should  be  the  marks  on  the  CDOs  that  went  into 
(1)? 

3.  In  both  (1)  and  (2),  what  market  evidence  do  we  have  for  the  correlation  that  takes  us  from  underlier  valuation  to 
the  valuation  one  level  up? 

In  brief,  the  answers  we  find  are: 

1 .  Based  on  current  single-A  CDO  marks,  the  A2  tranche  of  Timberwolf  would  have  a  price  of  72  cents  on  the  dollar. 
The  price  is  not  sensitive  to  correlation  at  these  levels. 

2.  Based  on  a  small  sample  of  single-A  CDOs  for  which  we  have  complete  underlier  marks,  we  believe  that  the  risks 
of  the  RMBS  underliers  are  frequently  not  fully  reflected  in  the  marks  on  the  CDOs.  If  the  trends  in  this  small  sample  are 
extrapolated,  the  fair  spreads  on  the  CDOs  could  even  be  double  where  they  are  marked  now;  if  that  were  the  case,  the 
price  of  the  A2  tranche  of  Timberwolf  would  actually  be  35-41  cents  on  the  dollar,  depending  on  the  correlation. 

3.  Recent  Abacus  CDOs  and  CDOA2  have  been  marked  with  correlations  in  the  30-50%  range.  Median  sector  marks 
for  mezzanine  CDOs  imply  a  correlation  of  22%. 
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Clearly,  the  next  step  is  to  get  marks  on  more  of  the  RMBS  underliers  in  order  to  be  able  to  run  more  of  the  CDOs  in 
Timberwolf  through  a  model. 

For  (1),  we  find  the  following  relationship  between  price  of  the  A2  tranche  of  Timberwolf,  and  the  correlation.  The 
results  are  also  shown  when  all  the  underlier  spreads  are  multiplied  by  a  factor  of  two,  based  on  the  results  of  (2). 

CDO     Underlier  Spread  Multiple     Model  Price  30%     Model  Price  50%     Model  Price  70%     Model  Price  100% 
TWOLF  2007-1  A2  1      72   72  72  73 
TWOLF  2007-1  A2  2     37   41    44   48 

For  (2),  we  have  the  following  comparison  between  current  spread  marks  on  single-A  CDOs,  and  Gaussian  copula  model 
spreads  computed  from  the  current  spread  marks  on  their  underliers  (mostly  RMBS).  The  first  three  CDOs  are 
Timberwolf  underliers.  In  general,  this  analysis  shows  that  at  current  underlier  marks,  single-A  CDOs  are  equity-like 
(long  correlation).  However,  per  (3),  market-implied  correlations  are  low,  in  the  range  20-50%. 

CDO     Sector  Mark     Model  30%  Model  50%  Model  70%  Model  100% 
ABAC2006-HG1AC      CDOA2  Mezzanine  5201667      1336      1077      710 
ADROC  2005-2A  C  CDO  High  Grade     275185201 192140 
CAMBR7AC    CDO  Mezzanine      6651096     938804579 
FORTS  2006-1  AC  CDO  Mezzanine      440527527499425 
HUDMZ2006-1AC  CDO  Mezzanine       160*      1643      1378      1168      880 
HUDMZ  2006-2A  C  CDO  Mezzanine      250*      2209      1794      1490      1105 

*No  trades  currently  on  these  ref  obs,  so  marks  may  be  stale. 


From:    Lehman,  David  A. 
Sent:     Friday,  May  1 1 ,  2007  7:37  PM 

To:  Sparks,  Daniel  L;  Wiesel,  Elisha;  Swenson,  Michael;  Birnbaum,  Josh;  Egol,  Jonathan;  Primer,  Jeremy; 
Burchard,  Paul;  Turok,  Michael 

Cc:  Brafman,  Lester  R;  Lehman,  David  A. 
Subject:      Gameplan 

Following  up  from  this  afternoon's  meeting  - 

We  are  going  to  better  evaluate  the  CDOA2  risk  using  three  distinct  frameworks 

1)  Blended  scenario  analysis  using  HPA    (Primer) 

2)  Risk  neutral/correlation  framework,  consistent  with  our  current  synthetic  ABS  CDOs  (Burchard) 

3)  Simplistic  loss  assumptions  on  underlyings  /  Market  Value  Coverage  (Turok) 

Let's  look  to  have  something  on  #1  and  #2  to  discuss  Monday.  #  3  will  likely  take  some  more  time  give  the  low 
coverage... Turok,  pis  let  us  know  if  you  can  cuff  #3  with  our  current  coverage. 

To  quote  Elisha  - 

"Am  thinking  we  want  a  concise  write-up  of  each  methodology  (one  paragraph),  with  a  rank-ordered  list  of 
assumptions  that  show  directionality  and  estimated  impact  of  each  assumption.  Also  think  we  want  to  see  results  of 
bounding  analysis  in  writing  using  each  methodology,  with  a  description  of  what  knobs  we  turned,  and  how  far,  to  come 
up  the  bounding  analysis." 

In  addition,  the  specific  trading  desks  are  taking  a  more  detailed  look  @  the  ABS/CMBS/CLO/Option  Arm/SP 
CDO  assets  in  the  warehouse  and  in  the  retained  position  account  (outside  of  the  CDOA2). 

Pis  add/comment  if  there  is  anything  I  missed 


Goldman,  Sachs  &  Co. 

85  Broad  Street  |  New  York,  NY  10004 

Tel:  212-902-2927  |   Fax:212-493-9681   |  Mob:  917-863-4678 

e-mail:  david.lehman@gs.com 
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Goldman 
Sachs 
David  Lehman 
Fixed  Income,  Currency  &  Commodities 


Disclaimer: 

This  material  has  been  prepared  specifically  for  you  by  the  Goldman  Sachs  Fixed  Income  Structured  Product 
Group  (SPG)  Trading  Desk  and  is  not  the  product  of  Fixed  Income  Research.  We  are  not  soliciting  any  action  based 
upon  this  material.  Opinions  expressed  are  our  present  opinions  only.  The  material  is  based  upon  public  information 
which  we  consider  reliable,  but  we  do  not  represent  that  it  is  accurate  or  complete,  and  it  should  not  be  relied  upon  as 
such.  Additionally,  the  material  is  based  on  certain  factors  and  assumptions  as  the  SPG  Trading  Desk  may  in  its  absolute 
discretion  have  considered  appropriate.  There  can  be  no  assurance  that  these  factors  and  assumptions  are  accurate  or 
complete,  that  estimated  returns  or  projections  can  be  realized,  or  that  actual  returns  or  results  will  not  be  materially 
different  than  those  presented.  Certain  transactions,  including  those  involving  ABS,  CMBS,  and  CDOs,  may  give  rise  to 
substantial  risk  and  are  not  suitable  for  all  investors.  The  SPG  Trading  Desk  may  have  accumulated  long  or  short 
positions  in,  and  buy  or  sell,  the  securities  that  are  the  basis  of  this  analysis.  The  SPG  Trading  Desk  does  not  undertake 
any  obligation  to  update  this  material. 
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From:  Wiesel,  Elisha 

Sent:  Wednesday,  May  16,  2007  7:50  AM 

To:  Birnbaum,  Josh;  Burchard,  Paul;  Lehman,  David  A.;  Sparks,  Daniel  L;  Swenson,  Michael; 

Primer,  Jeremy;  Turok,  Michael 
Cc:  Brafman,  Lester  R 

Subject:  Re:  DRAFT:  Modelling  approaches  for  Cash  ABS  CDO/CDOA2 

Thanks  Josh.   We  ended  up  sending  a  much  tighter  version  of  the  "modelling  approaches" 
email  up  the  chain,  Gary  asked  to  discuss  live  but  that  hasn't  happened  yet  (when  I  saw 
him  yesterday  at  another  meeting  he  said  he  would  reach  out  on  this  topic  when  he  had 
time) . 

Lester  also  asked  me  yesterday  for  a  high-level  slide  on  why  these  positions  are  generally 
speaking  hard  to  model  (in  the  context  of  what  sounds  like  the  same  big-picture  posting  up 
the  chain  that  you're  recommending),  we'll  be  drafting  something  on  that  today.   I  think 
the  high-level  description  of  what  these  positions  are/the  cdo-squared  correlation 
ihsensitivity/the  indications  of  interest  that  we're  seeing  which  you  provide  below  is  an 
excellent  start  towards  explaining  where  we  are. 

Do  we  want  to  broadcast  re-mark  numbers,  though,  at  this  point  on  the  back  of  the  ABACUS 
approach  —  or  hold  off  until  we  have  vetted  numbers  for  the  whole  book  based  on  all  three 
approaches?   My  thinking  was  that  we  have  a  few  more  days,  according  to  latest 
understanding  from  the  meeting  in  NYP/50A  on  Monday,  and  so  should  use  them  to  sharpen  as 
best  we  can  (and  incorporate  all  three  approaches).   Very  open  to  your  thoughts,  and  those 
of  others  on  this  thread. 

Original  Message 

From:  Birnbaum,  Josh 

To:  Wiesel,  Elisha;  Burchard,  Paul;  Lehman,  David  A. ;  Sparks,  Daniel  L;  Swenson,  Michael; 

Primer,  Jeremy;  Turok,  Michael 

Cc:  Brafman,  Lester  R 

Sent:  Wed  May  16  00:21:26  2007 

Subject:  RE:'  DRAFT:  Modelling  approaches  for  Cash  ABS  CDO/CDOA2 

I  agree  with  the  path  of  the  multiple  approaches,  the  content  so  far  and  the  suggestions 
from  the  group.   I  haven't  been  in  all  the  meetings  so  I  could  be  off  base  here  but  I  was 
wondering  if  it  makes  sense  to  have  some  brief  big  picture 

explanations/statements/conclusions  so  far  (or  even  a  graphical  depiction  of  RMBS  ->  CDO  > 
CDOA2)  for  senior  folks  and  controllers  who  are  less  familiar  with  these  products. 

Maybe  some  points  like: 

-  A  RMBS  CDO,  ignoring  all  the  bells  and  whistles,  is  tranched  from  RMBS  single  names,  and 
its  fair  value,  similar  to  a  corporate  CDO  depends  on  one's  assumption  for  correlation  of 
losses  between  the  underlying  deals.   We  have  some  transparency  on  CDO  spreads  with  X 
trades  occurring  per  week  in  single  name  CDOs .   Most  trade  spots  indicate  that  CDOs  tend 
to  trade  tight  relative  to  an  empirical  view  of  a  reasonable  range  on  the  correlation  of 
losses  between  RMBS  deals.   We  are  marking  our  single  name  CDOs  at  these  trade  spots. 
When  we  don't  have  a  trade  spot  on  a  CDO  name,  we  can  reasonably  infer  a  price  by  applying 
an  implied  correlation  from  other  similar  CDOs  to  the  underlying  RMBS  single  names  for  the 
deal  in  question.   We  have  good  transparency  on  most  RMBS  single  names  as  that  market 
trades  actively  on  a  daily  basis. 

-  A  RMBS  CDOA2,  is  tranched  from  RMBS  CDOs.   Analagous  to  the  CDOs,  the  fundamental  value 
of  the  CDOA2  will  depend  on  how  losses  are  distributed  amongst  the  CDOs,  i.e.  how 
correlated  are  the  CDOs?   For  our  largest  CDOA2  positions,  conveniently  the  valuation  is 
relatively  CDO  deal  correlation  insensitive  and  the  primary  issue  is  simply  the  value  of 
the  underlying  CDOs.   We  are  seeing  indications  of  interest,  not  firm  bids,  on  2  of  our 
larger  CDOA2  positions  in  the  context  of  our  valuations  from  the  table  below  (show  Paul's 
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table  for  2  timberwolf  bonds,  along  with  "bids"). 


From:        Wiesel,  Elisha 
Sent:  Monday,  May  14,  2007  7 : 55  AM 

To:    Burchard,  Paul;  Lehman,  David  A.;  Sparks,  Daniel  L;  Swenson,  Michael; 
Birnbaum,  Josh;  Primer,  Jeremy;  Turok,  Michael 
Cc:    Brafman,  Lester  R 
Subject:     DRAFT:  Modelling  approaches  for  Cash  ABS  CDO/CDOA2 

Working  group  — 

This  is  a  draft  of  the  email  Gary  requested  at  Friday's  meeting.   We've  focused  on 
explaining  the  modelling  approaches  we  feel  we  could  meaningfully  employ  over  the  next  10 
days  in  valuing  all  of  the  CDO  and  CDO-squared  positions  in  the  warehouse  and  retained 
portfolios,  as  well  as  the  work  remaining  to  make  that  happen.   Am  considering  further 
edits  to  the  table  which  would  describe  the  model  inputs  (as  separate  from  market  inputs), 
and  how  we'd  propose  stressing  them  to  obtain  valuation  bounds.   Please  read  and  share 
feedback/suggested  edits. 


Gary, 

As  requested,  here  are  some  thoughts  on  the  modelling  approaches  available  to  us  in 
SecDb  for  valuing  the  CDO  and  CDO-squared  positions  in  the  warehouse  and  retained 
portfolios . 

No  one  approach  is  complete,  but  it  turns  out.  that  the  approach  most  recently 
developed  ("blended  HPA  scenario")  is  closer  to  the  LEH  bottoms-up  approach  than  I'd 
understood  at  the  time  of  our  meeting  on  Friday  —  what's  missing  is  not  a  bottoms-up 
style  empirical  analysis,  but  a  framework. in  SecDb  for  the  CDO  cash-flow  waterfalls,  and 
loan-level  data  for  many  of  the  RMBS.   There  is  no  easy  way  to  tackle  the  former,  but  we 
compensate  for  the  latter  by  using  representative  collateral  pools  by  vintage.   We've  also 
described  the  risk-neutral  model  ("asset  model")  which  we  currently  use  in  production  for 
our  synthetic  ABS  CDO  (ABACUS)  transactions.   Although  this  model  was  built  for  synthetic 
deals  which  have  significantly  less  complexity  to  their  CDO-level  cashflows,  we  do  have 
working  experience  of  the  model  which  will  be  valuable  in  calibrating  results.   Lastly,  we 
also  include  two  "static"  methodologies,  a  simplistic  NAV  analysis  which  is  driven  by 
market-observed  bond  prices,  as  well  as  the  trading/structuring  desk's  Excel  spreadsheets 
which  fully  represent  the  cash- flow  properties  at  both  the  ABS  and  CDO  levels. 

All  of  the  SecDb-based  approaches  below  suffer  from  not  properly  assigning  value  to 
over-collateralization  that  builds  up  over  time  in  the  deals.   They  also  all  fail  to 
detract  value  from  the  likelihood  of  ratings  downgrades  and  forced  liquidation.   We  don't 
have  any  good  solutions  yet  to  these  two  issues.   It's  also  worth  noting  that  all  these 
approaches  currently  would  fail  to  automatically  assign  100%  correlation  to  the 
overlapping  RMBS  deals  included  across  multiple  CDOs,  ie;  the  (very  common)  case  where  CDO 
#1  and  CDO  #2  share  an  RMBS  underlier  —  we  believe  we'll  be  able  to  fix  this  in  at  least 
one  of  our  approaches. 

Our  plan  over  the  next  few  days  is  to  work  with  Trading  to  get  rough  CDS  marks  for 
each  underlying  ABS  deal  which  we  can  use  to  drive  the  first  two  approaches,  while 
searching  for  good  heuristics  towards  representative  collateral  selection  for  the  third 
approach.   We  also  want  to  highlight  that  in  working  full-bore  on  these  positions,  there 
is  a  loose  end  we  will  not  be  able  to  get  to  by  quarter-end.   This  is  a  $50M  notional  PIK 
swap  (derivative)  that  was  recently  traded  for  which  we  do  not  have  any  models,  and  for 
which  the  models  discussed  below  will  not  help  us  tackle. 

Please  let  us  know  if  you  have  any  questions,  we're  happy  to  convene  a  group  of 
Strats  and  Traders  to  walk  you  through  any  questions  that  you  may  have. 

Elisha 
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Comparison  of  proposed  modelling  approaches: 

asset  model  NAV  analysis      blended  HPA  scenario    Excel  model  (desk) 
Loss  model   asset  value  NAV  based   empirical    bond  level  CDR 
Correlation  model  gaussian  copula   none   HPA  copula   none 
Overlap  capture  (CD0/V2)  no    no,  for  now  no    no 

ABS  Cash  flow  waterfall  simplified   attach/exhaust     full  (Intex)       full  (imported 
from  Intex) 

CDO  cash  flow  waterall   simplified   attach/exhaust     attach/exhaust     full 
CDO  collat  within  CDOs   yes    yes    no,  for  now  yes 

Market  Inputs      underlier  CDS  spreads    underlier  prices   Implied  HPA,  loan-level  static 
data   ? 

Dynamism    full  simulation   static      simulation  with  static  flows   static 
Collateral  representation     homogeneous,  assumed    none   vintage  representatives  none 

usage  by  quarter-end    CDO  and  CDO^  debt,  approximation  of  equity     everything 

Residential  component 
roadblocks  for  quarter-end    underlier  spreads  underlier  spreads  heuristics  for 
representative  collateral  selection  Excel  does  not  scale 

Description  of  proposed  modelling  approaches: 

Asset  Model:  The  asset  model  for  CDOs  is  a  correlation  model  that  drills  down  two 
layers  of  structure  to  the  values  of  the  assets  backing  the  loans  underlying  the  ABS 
underlying  the  CDO.   Loans  default  when  the  asset  value  becomes  zero.   The  price  it 
computes  is  an  average  over  a  large  number  of  scenarios  of  correlated  asset  values,  where 
the  correlation  between  loans  in  the  same  ABS  is  highest,  followed  by  loans  in  the  same 
market  sector  but  different  ABS,  followed  by  two  loans  in  different  market  sectors.   The 
market  inputs  to  the  model  are  CDS  spreads  at  the  ABS  level;  from  these  are  calculated  the 
initial  asset  values  and  the  correlation  between  loans  in  the  same  ABS.   If  there  are 
market  observations  of  CDO  spreads,  these  can  be  used  to  calibrate  the  correlation  between 
loans  in  different  ABS;  otherwise,  that  correlation  becomes  an  exogenous  input.   The  main 
simplifications  made  in  the  model  are  (1)  to  use  approximations  of  the  cashflow  waterfalls 
at  both  the  ABS  and  CDO  levels,  and  (2)  to  treat  the  loans  behind  each  ABS  as  homogeneous. 
This  is  the  model  currently  used  in  production  for  pricing  synthetic  ABS  CDOs  and  and  ABS 
CDS. 

NAV  Analysis:  A  static  NAV  or  market  value  analysis  uses  market  prices  (expressed  as 
a  discount  to  par)  to  directly  imply  projected  loss  amounts  on  any  given  underlying  bond. 
We  describe  the  cashflow  waterfalls  with  a  static  description  of  the  attachment/exhaustion 
points  at  every  layer  of  the  CD0^2  capital  structure.    There  is  no  explicit  model  for  the 
correlation  of  losses  at  any  layer.    By  applying  the  market-implied  losses  to  the  static 
attachment/exhaustion  points  at  each  layer  of  the  structure,  we  can  estimate  what  the 
losses  will  be  at  the  top  layer  of  the  capital  structure.   Note  that  this  approach  is 
common  in  corporate  cash  CDO's,  and  a  similar  framework  is  being  used  in  discussions  with 
clients.  Simplifications:   Simplified  model  for  lowest  level  loss  assumptions  as  implied 
from  the  market.   Ignores  all  actual  cashflow  waterfall  features  at  every  layer  of  the 
capital  structure,  including  credit  enhancement  and  triggers.    Has  no  notion  of  how  to 
correlate  loss  assumptions  at  any  level. 

Blended  HPA  Scenario:  One  method  we  use  for  evaluating  CDO  structures  is  called 
blended  scenario  analysis.  It  starts  with  running  static  HPA  scenarios  through  an 
empirical,  loan-level  model  for  RMBS  underlier s,  and  saving  the  cash  flows.  These  cash 
flows  are  combined  using  an  HPA  distribution  that  is  centered  on  an  average  HPA  implied  by 
RMBS  market  pricing.  Variation  of  losses  across  RMBS  underliers  is  captured  by  the 
empirical  model  itself  and  also  by  imposing  deal-specific  loss  variation.  The  risk-neutral 
volatility  of  losses  can  be  calibrated  to  the  pricing  of  relatively  liquid  correlation 
trades  such  as  TABX.  Implementing  deal-specific  loss  volatility  involves  a  Monte  Carlo 
evaluation  of  a  CDO  tranche  in  which  different  HPA-based  static  cash  flows  are  chosen  from 
the  stored  collection  for  each  RMBS  tranche  at  each  iteration.   The  main  advantages  of 
this  approach  include  its  realistic  RMBS  scenario  modeling,  explicit  sector-wide  HPA 
dependency  with  vintage  year  differentiation,  the  absence  of  any  need  for  marks  on  all 
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underliers,  and  its  relative  simplicity.  The  drawbacks  include  the  need  for  loan-level 
data,  no  of  handling  of  actual  CDO  cash  flow  waterfalls,  no  handling  of  non-subprime 
assets  (CMBS,  CDO,  Prime  MBS) ,  and  the  pre-production  nature  of  the  software  that  carries 
it  out. 
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From:  Sparks,  Daniel  L 

Sent:  Monday,  May  14,  2007  4:03  PM 

To:  Montag,  Tom 

Cc:  Mullen,  Donald 

Subject:  RE: 


I  think  we  should  take  the  write-down,  but  market  at  much  higher  levels.  I'm  a  little 
concerned  we  are  overly  negative  and  ahead  of  the  market,  and  that  we  could  end  up  leaving 
some  money  on  the  table  -  but  I'm  not  saying  we  shouldn't  find  and  hit  some  bids. 


Original  Message 

From:  Montag,  Tom 

Sent:  Monday,  May  14,  2007  3:44  PM 

To:  Sparks,  Daniel  L 

Subject:  Re: 

What  do  u  think.  T 

Original  Message  

From:  Sparks,  Daniel  L 

To:  Montag,  Tom 

Sent:  Mon  May  14  15:36:49  2007 

Subject:  Re: 

In  large  meeting  on  marks  now  -  base  case  from  traders  is  down  382  -  some  more  work  to  do. 
Strat  needs  more  time. 

In  base  case,  timberwolf  aaa's  at  65.  Fortress  looking  in  low  80' s. 

In  meeting  now  -  sales,  controllers,  strat,  trading  (mort  and  credit) 


Original  Message  

From:  Montag,  Tom 

To:  Sparks,  Daniel  L 

Sent:  Mon  May  14  15:27:22  2007 

Subject: 

Update? 
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From: 
Sent: 
To: 
Subject: 


Schwartz,  Harvey 

Friday,  May  11,  2007  7:37  PM 

Montag,  Tom;  Sparks,  Daniel  L;  Mullen,  Donald 

Re:  Lester  Called 


If  transaction  is  consistent  with  mtm  than  no  issue... by  definition. 
Sent  from  my  BlackBerry  Wireless  Handheld 

Original  Message  

From:  Montag,  Tom 

To:  Schwartz,  Harvey;  Sparks,  Daniel  L;  Mullen,  Donald 

Sent:  Fri  May  11  19:27:33  2007 

Subject:  Re:  Lester  Called 

Yes.  But  if  we  find  value  from  fortress  or  whomever  in  size  that  should  provide  the.  value 
base.  No? 

Great  trip  down  here  btw.  Great  to  see  alex  in  his  element-impressive  and  igor  Also  hung  a 
bit  with  assg  team  Which  was  good.  Pablo  will  be  great  with  these  guys.  Don  lovw  for  u  to 
come  down  some  time  clients  nice  guys  and  lots  of  interesting-albeit  somewhat  illusionary- 
opportunities 

Original  Message  

From:  Schwartz,  Harvey 

To:  Montag,  Tom;  Sparks,  Daniel  L;  Mullen,  Donald 

Sent:  Fri  May  11  19:04:36  2007 

Subject:  Re:  Lester  Called 

Yes. 

But  don't  think  we  can  trade  this  with  our  clients  andf  then  mark  them  down  dramatcially 
the  next  day.   That  is  what  I  was  told  there  was  a  risk  of. .but  perhaps  mis communicated  to 
me.   Needs  to  be  a  discussion  if  that  risk  exists.   Really  shouldn't  be  a  big  issue  or 
impact  our  process. 

If  folks  disagree  happy  to  discuss,  maturally. 

Sent  from  my  BlackBerry  Wireless  Handheld 


Original  Message  

From:  Montag,  Tom 

To:  Sparks,  Daniel  L;  Schwartz,  Harvey;  Mullen,  Donald 

Sent:  Fri  May  11  19:01:29  2007 

Subject:  Re:  Lester  Called 

Of  course  we  should  but  this  is  how  we  find  value  by  showing  assets  and  seeing  where  bid 

comes.  If  fortress  can  value  bad  debt  from  flfl     HPV  they  can  do  this.  They  don't  look 

to  us  for  guidance  they  pay  what  they  think  its  worth.   Is  there  a  different  issue?  We 
will  value  where  the  market  shows  us  it  is  if  we  find  a  bid  won't  we? 

Original  Message  

From:  Sparks,  Daniel  L 

To:  Schwartz,  Harvey;  Mullen,  Donald 

Cc:  Montag,  Tom 

Sent:  Fri  May  11  18:47:57  2007 

Subject:  Re:  Lester  Called 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Confidential  Treatment  Requested  by  Goldms 


I  Permanent  Subcommittee  nn  Investigations 

Wall  Street  &  The  Financial  Crisis 

Report  Footnote  #1575 


GS  MBS-E-01 0780864 


Footnote  Exhibits  -  Page  2961 


Sounds  fine 

Original  Message  

From:  Schwartz,  Harvey 

To:  Mullen,  Donald;  Sparks,  Daniel  L 

Cc:  Montag,  Tom 

Sent:  Fri  May  11  18:16:38  2007 

•Subject:  Re:  Lester  Called 

Don't  think  we  should  slow  or  delay  and  discussions, 
before  hitting  bids  I  think. 

Is  that  not  an  option? 

Sent  from  my  BlackBerry  Wireless  Handheld 


However  we  need  to  huddle  quickly 


Original  Message  

From:  Mullen,  Donald 

To:  Sparks,  Daniel  L 

Cc:  Montag,  Tom;  Schwartz,  Harvey 

Sent:  Fri  May  11  17:46:13  2007 

Subject:  Re:  Lester  Called 

I  doubt  they  will  sell  over  weekend.  And  harvey  is  concerned  about  the  representations  we 
may  be  making  to  clients  as  well  as  how  we  will  price  assets  once  we  sell  them  to  clients. 
I  think  we  need  to  sort  these  things  out  before  we  make  sales. 


Original  Message 

From:  Sparks,  Daniel  L 

To:  Mullen,  Donald 

Sent:  Fri  May  11  17:25:33  2007 

Subject:  FW:  Lester  Called 

There  are  some  people  working  on  Timberwolf  -  Forterss  is  continuing  to  work,  Basis  sales 
person  feels  there  is  a  decent  chance  (but  it  will  be  a  week  out  as  they  are  traveling) . 
Also,  Cornac  team  working  on  it.  If  we  get  strong  bids,  can't  we  hit  them? 


From:        Lehman,  David  A. 

Sent:  Friday,  May  11,  2007  4:58  PM 

To:    Sparks,  Daniel  L;  Swenson,  Michael;  Birnbaum,  Josh 

Subject:     Lester  Called 

He  wants  to  us  to  talk  with  him  or  Mullen  before  we  sell  any  of  our  retained 
positions 

I  posted  Ben  and  Bieber 


Goldman,  Sachs  &  Co. 

85  Broad  Street   |   New  York,  NY  10004 

Tel:  212-902-2927   |   Fax:  212-493-9681   |   Mob:  917- 

e-mail:  david.lehman@gs.com 

Goldman 
Sachs 
David  Lehman 
Fixed  Income,  Currency  &  Commodities 
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This  material  has  been  prepared  specifically  for  you  by  the  Goldman  Sachs  Fixed 
Income  Structured  Product  Group  (SPG)  Trading  Desk  and  is  not  the  product  of  Fixed  Income 
Research.  We  are  not  soliciting  any  action  based  upon  this  material.  Opinions  expressed 
are  our  present  opinions  only.   The  material  is  based  upon  public  information  which  we 
consider  reliable,  but  we  do  not  represent  that  it  is  accurate  or  complete,  and  it  should 
not  be  relied  upon  as  such.-  Additionally,  the  material  is  based  on  certain  factors  and 
assumptions  as  the  SPG  Trading  Desk  may  in  its  absolute  discretion  have  considered 
appropriate.  There  can  be  no  assurance  that  these  factors  and  assumptions  are  accurate  or 
complete,  that  estimated  returns  or  projections  can  be  realized,  or  that  actual  returns  or 
results  will  not  be  materially  different  than  those  presented.  Certain  transactions, 
including  those  involving  ABS,  CMBS,  and  CDOs,  may  give  rise  to  substantial  risk  and  are 
not  suitable  for  all  investors.  The  SPG  Trading  Desk  may  have  accumulated  long  or  short 
positions  in,  and  buy  or  sell,  the  securities  that  are  the  basis  of  this  analysis.  The  SPG 
Trading  Desk  does  not  undertake  any  obligation  to  update  this  material. 
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From: 

Sent: 

To: 

Cc: 

Subject: 

Attachments: 


Alexander,  Lee 

Sunday,  May  20,  2007  8:31  PM 
Mullen,  Donald;  Sparks,  Daniel  L 
Brafman,  Lester  R;  Kaprelian,  Michael 
Viniar  Presentation  -  Updated 

Mortgages  V4.ppt 


Please  see  attached  for  the  Viniar  Presentation.  Don  -  We  sent  this  to  you  via  car  ~15mins  ago.  Waiting  to  get  a  confirm  from  the 
driver  that  it  has  been  dropped  off. 

Lester  and  I  will  dial  into  the  call  at  9pm. 

Dial  in  information  is: 

Dial-In  Information:  888-446-9291  code:756062 


Mortgages  V4.ppt 


Thx 


J. 
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Mortgage  Department 


May  2007 
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Mortgage  Department 

Executive  Summary 


The  Mortgage  Department  is  concerned  about  the  following  risks: 

■  Retained  Positions  in  the  CDO  Origination  Business 

■  Market  Value  of  CDO  Debt  and  Equity  is  $4.262bn 

-    $2.6bn  represents  High  Grade  Super  Senior  positions 

■  Desk  is  specifically  concerned  about  CDOA2  positions  which  represent  $637mm 
of  Debt.  The  complex  structure  of  these  positions  make  them  difficult  to  value  and 
distribute. 

■  Warehouse  Collateral  in  the  CDO  Origination  Business 

■  Market  Value  of  $1 .458bn 

■  Desk  is  specifically  concerned  about  $742mm  of  Structured  Product  CDOs. 
Currently,  there  is  limited  liquidity  and  price  transparency  in  this  space. 

■  SPG  Trading  Book 

■  Short  position  of  $2.8bn  in  Structured  Product  CDOs,  of  which  $2.4bn  is  in  single 
A  or  Lower  tranches 

■  Desk  is  specifically  concerned  about  the  basis  risk  between  the  short  in  this  book 
and  the  warehouse  collateral.  Although  they  are  the  same  product,  there  is 
limited  overlap  between  the  two  books. 

■  Non-CDO  PnL  Items 
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Mortgage  Department 

Retained  Positions 


The  desk  is  most  concerned  about  the  CDOA2  positions,  comprised  of  the 
recent  Timberwolf  and  Point  Pleasant  transactions. 

The  lack  of  liquidity  in  this  space  and  the  complexity  of  the  product  make  these 
extremely  difficult  to  value. 


llIllllMJlIlillllttlllillit 


"S"  tranche 
"S"  tranche 
Mezz  AAA 
AA 
Equity 


#1  Mezz  AAA 

#2  Mezz  AAA 

AA 

A 

BBB 

Equity 


Timberwolf 
Timberwolf 
Timberwolf 
Timberwolf 
Timberwolf 


Point  Pleasant 
Point  Pleasant 
Point  Pleasant 
Point  Pleasant 
Point  Pleasant 
Point  Pleasant 


Aaa 
Aaa 
Aaa 
Aa2 

Total" 

Aaa 
Aaa 
Aa2 
A2 
Baa2 

Total" 


TOTAL 


9.0 

8.3 

285.0 

107.0 

10.8 


100.00% 

100.00% 

91.34% 

88.72% 

85.00% 


420.1 


127.5 
75.0 
50.0 
10.1 
10.5 
10.1 


94.78% 
92.24% 
89.41% 
71.88% 
76.72% 
58.00% 


283.2 


703.2 


9.0 

8.3 

260.3 

94.9 

9.1 


381.7 


120.8 

69.2 

44.7 

7.3 

8.1 

5.8 


255.9 


637.6 


Notional  and  Market  Value  in  MMs 
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Mortgage  Department 

Timberwolf  I  CDOA2:  Overview  of  Capital  Structure 


S''\ri  \ 

mmmm 


RMBS 


•AA+S 


AA 


AA- 


;a+j 


HG.ABS 
CDO  (14%) 


Timbeiwolf  I  CDO*2 


Note:  Current  RMBS  enhancement  levels  are  approximately  4  to  6%  higher  as  a  result  of  excess  spread  building  up  within  the  structure 


Confidential  Treatment  Requested  by  Goldman  Sachs 


GS  MBS-E-010965215 


Footnote  Exhibits  -  Page  2968 


(joliimnn 

mmm 

1  *•  8  f1  &  K  '"*  '•  * 


Mortgage  Department 

Point  Pleasant  CDOA2:  Overview  of  Capital  Structure 


Point  Pleasant  CDO*2 


RMBS 


Note:  Current  RMBS  enhancement  levels  are  approximately  4  to  6%  higher  as  a  result  of  excess  spread  building  up  within  the  structure 
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Mortgage  Department 

Warehouse  Positions 


The  desk  holds  $1.458bn  in  Warehouse  Collateral  related  to  3  CDO 
transactions 

Current  valuation  policy  is  to  mark  to  viable  securitization  valuation  or  cost.  As 
securitization  is  no  longer  a  viable  exit,  the  warehoused  collateral  will  be 
marked  to  market  on  an  individual  basis. 

Biggest  driver  of  the  mark  to  market  is  the  $742mm  Structured  Product  CDO 
collateral  which  has  limited  price  visibility 

Details  of  the  Warehouse  Collateral  are  represented  below: 


Sector 

Market 
Value 

Price 

SPG  Trading 

Controllers 

proposed 
Writedown 

Average 
Price 

proposed 
Writedown 

Average 
Price 

CLO 

CMBS/CRE  CDO 
RMBS-  Other 
RMBS  -  Subprime 
SP  CDO 

Less:  Warehouse  reserves 
Less:  SMBC  Funding  facility 

69.5 
121.8 
183.7 
341.3 
741.8 

100.00% 
100.00% 
100.00% 
100,00% 
100.00% 

(2.0) 

(5.3) 

(15.8) 

(27.2) 

(169.6) 

82.0 
12.0 

97.07% 
95.65% 
91.43% 
92.02% 
77.14% 

(3.0) 

(8.0) 

(9.0) 

(153.0) 

82.0 

100.00% 
97.54% 
95.65% 
97.36% 
79,37% 

Total 

1,458.1 

(125.9) 

(91.0) 

*  Market  Value  and  Proposed  Mark  in  MMs 
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Mortgage  Department 

SPG  Trading 


Over  the  past  year  the  Secondary  trading  desk  has  built  a  short  position  of 
$2.4bn  in  Single  A  or  below  Structured  Product  CDOs 


During  this  time  period,  Single  A  CDO  prices  are  ~20pts  lower  (from  $100  to 
$80) 


As  the  market  for  securities  in  this  space  has  declined,  the  desk  has 
recognized  the  following  PnL  related  to  CDOs: 


MTD 
QTD 
YTD 

CDO  PnL 

SPG  Trading 

CDO 
Origination/Retained 

Warehouse 

Total 

ABS  /  Correlation 

(25.7) 
(172.3) 
(226.5) 

(21.2) 
(155.8) 
(231.5) 

(46.9) 
(328.1) 
(458.0) 

14.7 
196.8 
262.8 

*  in  MMs 


Confidential  Treatment  Requested  by  Goldman  Sachs 


GS  MBS-E-01 096521 8 


Footnote  Exhibits  -  Page  2971 


Mortgage  Department 

SPG  Trading  Valuation  Methodology 


■    CDOA2 

■  Use  of  rough  modeling  tools/frameworks  such  as  risk  neutral  pricing  and 
initial  HPA/empirical  analysis 

■  Trader  views  of  where  risk  should  trade  in  the  context  of  the  market, 
incorporating  the  current  fundamental  and  technical  backdrop 

■  Customer  feedback/potential  indications  of  interest 

-   Non-CDOA2 

=    Market  observables  on  debt  securities  (CDOs,  CMBS,  RMBS,  CLOs) 

■  Blended  scenario  analysis  on  retained  SP  CDO  equity  positions, 
incorporating  downgrade  triggers  and  cashflow  waterfall  structure 
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Mortgage  Department 

SCT  Modeling  Procedure 


Step  1 :  Value  RMBS  Underiiers 

■  Pricing  feeds  taken  from  3rd  party  pricing  service  (IDC)  first  and  then  from  SPG  trading  to  backfill 

■  IDC  pricing  vs.  SPG  Trading  were  very  close  in  most  cases 

Step  2:  Run  Net  Asset  Value  ("NAV")  Analysis  and  Simulation  Analysis  on  CDO  residual  position  and 
CDOA2  underlying  CDOs 

■  NAV  analysis  prices  a  CDO's  asset  pool  (using  prices  mentioned  in  Step  #1)  and  then  layers  that 
aggregate  asset  value  over  the  CDO's  capital  structure  in  a  sequential  fashion 

■  Simulation  analysis  runs  multiple  possible  outcomes  with  the  goal  of  determining  how  a  portfolio's 
aggregate  value  should  be  allocated  across  the  tranches  of  a  given  CDO  structure.  Often  value  in  a 
CDO  is  not  allocated  in  a  purely  sequential  fashion  and  simulation  analysis  can  expose  the 
relationship  better  in  many  cases  than  NAV  analysis  alone 

Step  3:  Create  a  rule  based  system  to  choose  simulation  based  valuation  output  vs.  NAV  based  output  & 
implement  approximations  for  line  items  where  simulations  and  /  or  NAVs  could  not  be  executed 

■  For  line  items  where  simulation  analysis  and  NAV  analysis  could  both  be  run,  a  simulation  based 
valuation  was  used 

■  For  line  items  where  only  NAV  analysis  could  be  run,  NAV  level  was  used  subject  to  a  valuation  floor 
and  cap 

■  For  line  items  where  neither  NAV  nor  simulation  analysis  could  be  run,  the  weighted  average  price  of 
successfully  priced  line  items  with  similar  asset  characteristics  was  used.  If  no  comparable  line 
items  were  available  (approx  15%  of  the  250  line  item  portfolio),  the  desk  used  a  degree  of 
subjectivity  in  determining  price 

Step  4:  Based  upon  implied  ATM  spreads  calculated  in  Step  #3,  run  an  additional  simulation  analysis  and 
NAV  analysis  on  both  CDOA2  transactions  (Point  Pleasant  and  fimberwolf) 
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Mortgage  Department 

Mortgage  Strats  Modeling  Procedure 


■  The  asset  model  is  a  2-layer  correlation  model  designed  for  pricing  synthetic  CDOs  of 
structured  product  securities.  Correlations  at  each  level  are  calibrated  from  the  variation  of 
market  spreads  across  the  capital  structure.  Underlying  asset  values  driving  the  valuation 
are  calibrated  from  market  spreads  at  the  second  level;  a  basis  in  asset  values  may  be 
inferred  from  market  spreads  at  the  top  level. 

■  Advantages: 

■  Simultaneously  models  2  layers  of  structure,  capturing  interaction  between  2  levels  of 
correlation 

■  A  large  number  of  correlated  loss  scenarios  are  simulated 

■  Credit  curves  for  underlying  assets  2  layers  down  are  based  on  a  Merton-style  asset 
value  model,  suitable  for  asset-backed  loans  typically  at  this  level 

■  Handles  synthetic  CDO  features  such  as  individual  callability  of  blocks  of  tranches  and 
modified  sequential  paydown 

■  Handles  key  features  of  structured  product  underliers  such  as  RMBS  stepdown 

■  Disadvantages: 

■  Designed  for  synthetic  CDOs,  does  not  currently  capture  some  features  of  cash  flow 
CDO  such  as  oc/ic  triggers  and  ratings  downgrade  triggers 

■  Does  not  capture  rate  convexity  for  rate  sensitive  mortgage  products 
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Footnote  Exhibits  -  Page  2974 


Mortgage  Department 

Controllers  Valuation  Methodology 


Due  to  the  current  lack  of  liquidity  in  the  CDO  squared  market,  the  retained 
CDO  squared  inventory  is  unverified. 


Accordingly,  feedback  from  the  ongoing  discussions  with  clients  to  distribute 
the  retained  inventory  is  essential  to  determining  the  appropriate  valuation  for 
quarter  end. 


Previously,  we  verified  CDO  squared  inventory  to  comparable  market 
transactions.  Market  transactions  included  data  from  new  underwritings  from 
competitors  and/or  firm  transactions. 


11 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-01 0965222 


Footnote  Exhibits  -  Page  2975 


Mortgage  Department 

Alternative  Valuations 


RSn^l^ll^iRn^KlimiRfflfflGrai^lSQSeraiSiSPPFH^ 


msssBMmfaasmEMmBxmmBE^mEBms^mmiMBmwi 


ililiill 


Retained  Positions 


4,261.9 


(129.3) 


(216.3) 


(303.4) 


(543.3) 


TBD 


TBO 


-CDODebt 
•  CDO  Equity 


4,150.3 
111.6 


(117.0) 
(12.3) 


(187.3) 
(29.0) 


(257.8) 
(45.7) 


(473.3) 
(70.0) 


TBD 
TBD 


TBD 
TBD 


Warehouse  Collateral 


1,458.1 


(107.2) 


(125.9) 


(144.6) 


N/A 


N/A 


(91-0) 


IKHMfiltiiiP?^ 


'  In  MMs 


Hi 


mi 


Iff, 

m 


fflMM 


iis^gpisalifl 


IVezzAM 
M 

#1MazzAAA 

M 


Tirrtsvidf 
Tirrfcervidf 

RartReasart 
Point  Reasant 
PdntReasart 


2860 
107.C 


91.34% 
8372% 


127.9  94.78% 
75.0  9224% 
90.0    89.41%| 


7503% 

eaoo% 
aacc% 

7500% 
60.00% 


70.00% 
5QC0% 

87.00% 
70.00% 
5QO0% 


6600% 
40.00% 

8600% 
6600% 
4Q00% 


3319%| 
3292% 

4688% 
2362% 
24.01% 


6300% 

3aoo% 

9QCO% 
6600% 
4300% 


2Q0 


2Q0 
130 


87.79%     4232007 


91.30% 
7250% 


4242007 
3282037 


"Notional  in  MVs 
Note:  Model  A  represents  SCT  and  Model  B  represents  Mortgage  Strats 
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Footnote  Exhibits  -  Page  2976 


•J>mlis;iSS 


Mortgage  Department 

Next  Steps 


■  Unwind  the  warehouses 

■  Independent  teams  to  continue  to  value  retained  positions 

■  David  Lehman  &  Michael  Swenson  (SPG  Trading) 

■  Will  Roberts,  Jerry  Ouderkirk,  Doug  Weaver  (SCT  Trading) 

■  Dedicated  Mortgage  Strat  support,  led  by  Elisha  Wiesel 

■  Distribution  team  to  continue  to  work  with  targeted  investors,  led  by  Stacy 
Bash-Polley  (Elisha  Wiesel  further  working  with  legal  on  viability  of 
disseminating  information  to  investors) 

■  Basis  Capital 

■  Fortress 

■  Polygon 

■  Winchester  Capital 

■  SPG  Trading  to  gather  observable  prices  on  underliers  to  improve  accuracy  of 
valuation  models 

■  Justin  Gmelich  will  continue  to  work  with  Controllers  to  resolve  discrepancies 
for  non-CDO  PnL  items 
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Footnote  Exhibits  -  Page  2977 


Mortgage  Department 

Non-CDO  PnL  Items 


Subprime  Residuals 
Alt  A  Residuals 
Second  Lien  Residuals 
HELOC  Residual 
Scratch  and  Dent  Residuals 
Scratch  and  Dent  Loans 
CDS  Duration 
*  Estimate  in  MMs 


SPG  Trading 

Controllers 

Estimate 

Estimate 

(40)  to  (50) 

(5) 

(25)  to  (30) 

8 

(21) 

TBD 

(5) 

(5) 

(5) 

(5) 

TBD 

TBD 

100  to  125 

100  to  125 
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Footnote  Exhibits  -  Page  2979 


-  Redacted  by  the  Permanent 
'      subcommittee  on  Investigations 


(Of  man 

SitfciisiPi 

tip  III 

3f  iiiiiii1 


Mortgage  Department 

CDO  Debt  -  Retained  Positions 


SIliHIBlIIESHIJIiJiilffl 


WBttWamBM 


"S*  tranche 

AHrus  Dl 

S 

Aaa  High  grade 

"S":tranche::" 

TirrAecwDlt  I : 

:!;:rS);;>! 

^Aaa;CDO«iU3rerJ:? 

*S*:tranchei:i- 

TffrrberWotf.f::.:  i 

-i::iS2vi^ 

'i  ;Am  :ICtt>squareoV 

"S"  tranche 

Davis  Square  VII 

S 

Aaa  High  grade 

"S"  tranche 

FonDenhcn 

S 

Aaa  Mezz 

"S"  tranche 

Point  Pleasant 

S 

Aaa  CD&cquared 

Super  Senicf 

Davis  Square  VII 

At-a 

Aaa  High  grade 

Super  Senior 

GSC  2005-30 

Al-e 

Aaa  Highgrade 

Super  Senior 

Hudson  Mz  06-2 

A1 

Aaa  Mezz 

Super  Senior 

Summer  Street  04-1 

A1 

Aaa  Mezz 

Super  Senior 

Anderson 

Al-a 

Aaa  Mezz 

Super  Senior 

Anderson 

Al-b 

Aaa  Mezz 

Mezz  AM 

Adirondack  2005-1 

« 

Aaa  Highgrade 

Men  AM 

Porta  II 

A2 

Aaa  Mezz 

Hen  AM 

Maiisal 

A2 

Aaa  Highgrade 

Ilea  AM 

Bemoui 

A2 

Aaa  Highgrade 

MeSAMr 

TlrrJwwir/,;;  i:W:,:- 

J:;;*;;;- 

MiAaa 'CDOsquarad: 

JtaZ:AAA:i: 

PoHPIeasani.f:d:  ::i 

:fHA1- ' 

^HiAaa'iiCDO-squaretf- 

MezzAAA^ 

Point  PieasanT; 

:r::«;-: 

p;Aaa  :Cpo<quared 

AA 

Forte  11 

B 

Aa2  Mezz 

M 

Alius  4 

B 

Aa2  Highgrade 

AA 

FortOonlson 

B 

Aa2  Mezz 

AA 

Summer  Street  04-1 

A3 

Aa2  Mezz 

M 

Avebury 

B 

Aal  Highgrade 

M 

Anderson 

B 

Aa2  Mezz 

M;::::£:iJ: 

:llrriier»rctlJi  «;::::.i:; 

B.  • 

-j!:A«2  ^CQb-squared; 

M 

Hudson  Mz  06-1 

B 

Aa2  Mezz 

M 

Hudson  Mz  06-2 

B 

As2  Mezz 

M:;:-h:i:i 

PonlPleesani       ' 

iN:.B:i;:i: 

;:;i:Aa2;;C0O«iuarrfi 

:i-28SJ3i  i9JJ4»  :iii;;:  :28n3' :75.01i;.  :7Dfl«  ;r  :;»0%  I 

i H-7so^Mi4* '^■^■■m^nsk"-:-nMn  «.o% 


.'85.0W 
-34.00% 


317    91.97%  34.7      87.8*     85.8*       63.8* 

r'ioft; :!  sjjj*  fcn-rfcs^&ofeMOTsyuo.os' '; 

51.0    77.50*  39.6     82.0*     60.0*       76.0* 


85.00* 

U  3(.oo*:i-: 

37J5* 


i!:5ft0i:!  89.41*:;  '-'■      \*W:\X!n~--mM>; 


■  32soow: ; 


!  »i)  ;  87.79  i    4/23/2007  UONEYOKA1I I 
il  20i) '"i-JWJ  :i"«4/20BtlbNEYGMM|: 


5.0     95.50      3)20/2007  MONEYGRAM I 


:  S6.0:::  72.S0J::  3/28/2007  POLYGON  :::i. :! 
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Footnote  Exhibits  -  Page  2980 


.=  Redacted  by  the  Permanent 
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Mortgage  Department 

CDO  Debt  -  Retained  Positions  (cont) 


liiiliiillilfflill 


A 

Alius  1 

C 

A2    Hrghgrade 

A 

AIM  4 

C 

A2    High  grade 

A 

CooMge 

C 

A3    Ilea 

A 

Davis  Square  VII 

C 

A2    Hrghgrade 

A 

GSC2M6-3g 

C 

A2    Hignorade 

A 

START  2005CAD 

COHEN 

A2    Mezz 

A 

IEXN  20073A  E 

COHEN 

A3    Mezz 

A 

Anderson 

C 

A2    Mezz 

A 

Hudson  U2  06-1 

C 

A2    Mezz 

A 

HjdeonMzOM 

C 

A2    Mezz 

».  ;.;):?.•; 

rrPplninodsanl^  :.:'::;: 

:l$£<-i! 

;A2 :  vcpp-fiquared- 

BOB 

OaviB  Square  VII 

D 

Baa2  High  grade 

BBB 

mm* 

D 

Baa2  High  grade 

BBB 

GSC  3006-38 

D 

Baa2  Hrghgrade 

BBB 

MhsxB*  2935-3 

O 

Baa2  High  grade 

BBB 

Alius  U! 

O 

Baa2  Hrghgrade 

BBB 

Hail  Bey 

0 

Baa2  High  grade 

BBB 

G-Sttret 

O 

Baa2  Hrghgrade 

BBB 

Lochsong 

O 

Baa2  CDO-equared 

BBB 

Putnam  2001-s 

CI 

Baa2  Mezz 

BBB 

TABS3O066AB3 

COHEN 

Baa2  Mezz 

BBS 

GSRN  200S1A  D 

COHEN 

Baa2  High  Grade 

BBB 

STAK20062A6 

COHEN 

Baa2  Mezz 

BBB 

COOL2005IAD 

COHEN 

Baa2  Mezz 

BBS 

ACABS  2006IA  BIL 

COHEN 

Baa2  Mezz 

BBB 

INDE7  7AE 

COHEN 

Baa2  Mezz 

BBB 

DVSO20068AD 

COHEN 

Baa2  High  Grade 

BBB 

Hudson  Ugh  Grade 

D 

Baa2  High  grade 

BBB 

Hudson  M2  06-1 

D 

Baa2  Mezz 

BBB 

Hudson  M2  06-2 

D 

Baal  Mezz 

BBB 

Hudson  Mz  06-2 

E 

Baa3  Mezz 

BBB;;:;:,: 

!"*.  Posit  Pleeieht.^  •: 

5:D'i;;r;i. 

'Baft2f;CD0^uarwi; 

BBB 

AAA  Structured  Finance 

B 

Baal  Mezz 

BB 

Camber  7 

E 

Bal    Mezz 

BB 

Glador  2005-3 

D 

Bal    Mezz 

BB 

Hudson  Mz  06-1 

E 

Bal    Mezz 

BB 

Pnoenc<2 

B 

Ba2   Mezz 

78      87.57       4/102007  PffiNiJMASSE 


15X      81.72;      4/19/2007  SASiSiCAP. 


11.0     52.50%  5.8      47.0*     42.0S 

>  4,421.9  )      4,150.3 
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=  Redacted  by  the  Permanent 
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)ns  I 


Mortgage  Department 

CDO  Equity  -  Retained  Positions 


2002-2004  High  Grade 
2002-2004  HlQh  Grade 
2002-2004  High  Grade 
2002-2004  High  Grade. 


Mi— 


%  at  current  race 


Putnam  Structured  Product  2002-1 
Davis  Square  Funding  I,  Ltd 
Sierra  Madre  Funding.  Ltd. 
Davis  Square  Fundttg  111,  Ltd 


2005-2008  High  GraOn 

Aldus  1  Funding.  Ltd.' 

2005-2006  High  Grade 

Davts  Square  Funding  V,  Ltd. 

2005-2008  Hlgti  Grade 

Oavia  Square  Funding  VI,  Ltd 

2005-2006  High  Grade 

Hout  Bay,  Ltd 

2005-2006  High  Grade 

Hudson  High  Grade 

2005-2006  High  Grade 

Davis  Square  VII 

2005-2006  High  Grade 

GSC  ABS  Funding  2006-3g.  Ltd. 

2005-2006  High  Grade 

West  Coast  Funding,  Ltd. 

2005-2006  High  Grade 

Adirondack  2005-1  Funding.  Ltd 

2000-2006  High  Grade 

Davts  Sauare  Fundlna  IV,  Ltd. 

2005-2008  High  Grade 

G-Street  Finance 

2005-2006  High  Grade 

Adirondack  2005-2  Funding.  Ltd 

2005-2006  High  Grade 

ABJut  4  Funding,  Ltd. 

2005-2006  High  Grade 

AtUus  m  Funding,  Ltd, 

2001-2006  Mezz 

NYLIM  Sirattord  CDO  2001-1,  Ltd 

2001-2008  U«IZ 

Camber  III  pic 

2001-2006  Mezz 

Coolldge  Funding.  Ltd. 

2001-2006  Mezz 

Fortius  1  Funding,  Lid. 

2006  Mezz 

Fortius  II  Funding.  Ltd. 

2006  Mezz 

Hudson  Mezzanine  2006-2.  Ltd. 

2006  Mezz 

Hudson  Mezzanhe  2008-1 ,  Ltd. 

2006  Mezz 

Camber  7 

2008  Mezz 

Anderson 

COO- aqua  red 

Loehsong,  LU. 

COO- squared 

FortDenrson 

COCx  equated  :;:.::;:::::■:: 

;:-:.TanbefW0lt::;::: 

COO-equated  ■■;■: 

lui  Point  Be  aSant 

;.ior^ 

170.0 

58% 
1 

"  SB ;, 

111.6 

;r;j/7ifl%; 

■    »*    0%, 

::S.i"0»! 

BroaOwtck 
Davta  Square  V 
Davit  Square  VI 
Davb  Square  VI) 
G-Street 
West  Coast 
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Footnote  Exhibits  -  Page  2982 


(iomninii 

<nimu 


Mortgage  Department 

Timeline  -  Timberwolf  &  Point  Pleasant 


Timberwolf  (Grevwolfl 

7/21/06  -  Engagement  letter  signed 

9/5/06  -  Warehouse  begins  ramping 

12/13/06  -  Warehouse  50%  ramped 

3/2/07  -  Revision  to  engagement  letter  -  Greywolf  commitment  to  purchase 
BBB  and  single  A  tranches 

3/13/07 -Pricing 

3/27/07  -  Closing 

Point  Pleasant  (Dillon  Read) 


6/2/06  -  Engagement  letter  signed 

9/14/06  -  Warehouse  begins  ramping 

12/14/06  -  Warehouse  50%  ramped 

3/5/07  -  Commitment  letter  signed  with  Natixis  for  Super  senior 

4/10/07 -Pricing 

4/18/07 -Closing 
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Footnote  Exhibits  -  Page  2983 


■=  Redacted  by  (he  Permanent 
Subcommittee  on  Investigations 


mmn\ 


1  ill 


Mortgage  Department 

Distribution 


Account 


Sales 


Deal 


Tranche    Defcon 


Comments 


Fortress 

Fortress 

Stark 

VUnchester 

Basis 

Basis 

AIG 
Fidelity 

IS  Plenum 
Wilier  Anderson 

Moneygram 
Od  Lane 
Pequot 

Sandelman 

UBS  Prop 
DeShaw 

Bliot 

Polygon 


Davilman 

Davilman' 

Gadd 

Radtke 

Maltezos 

Maltezos 

Penick 
Martin 

firman 
Brazil 

Glligan 

Grinstein 

brazil 

Kelly 

Kelly 
cohen 

Grinstein 

Raazi 


Tirrterwotfl 

Tirrterwolfl 

Tirrterwotfl 

Point  Peasant  2007-1 

Tirrterwolfl 

Tirrterwolfl 

Tirrterwolfl 

Point  Heasant  2007-1 

Point  Peasant  2007-1 
Tirrterwolfl 

Tirrterworf  I 
Tirrterwolf  I 
Tirrterwolfl 


MezzAAA 

AA-Rated 

MezzAAA 

MezzAAA 

MezzAAA 

AA-Rated 

MezzAAA 
A-rated 

ARated 
MezzAAA 

AA-Rated 

MezzAAA 


Tirrterwotf  or  PL  Pleasant 

Point  Pleasant  2007-1  Mezz  AAA 

Tirrterwolf  I  MezzAAA 

Tirrterwolf  I  AA-Rated 


Looking  at  package  of  A2  and  B  dasses.  Initially  indcated  lcw$80s  on  A2, 70s  on  B  modeling  deal  is 
1  difficult  /  Davilman  still  pushing 

Looking  at  package  of  A2  and  B  dasses  .Initially  indcated  lew  $80s  on  A2, 70s  on  B.  modeling  deal  is 
1  cfifficult  /  Davilman  still  pushing  ^^__^____^____, 

Looking  on  a  financed  basis-  Indicative  terms  ■'— ^MWWMI-  concerned  about 

1  correlation,  our  level,  ^HMHB^HMIHM 

Engaged  and  looking-has  been  offered  bonds  at  450  on  A2, 700  on  B/  MBHI 

2  Potential  $50rrrriA2,$5ClrrrnB,  subject  to  finandng- account  is  out  of  the  office /feedback  Wo  5721 

2  Potential  $50mm  A2,  $50mm  B,  subject  to  finandng  -  account  is  out  of  the  office  /  feedback  w/o  5721 
^■■■(trying  to  get  answer  by  GS  qtr  end  Asked/received  additional  information  today /fhey  are  still 

3  working  /  Penick  to  followup  early  next  week 
3  Looking 


3  Potential  interest  on  AAs  (already  own  AAAs)/ trying  to  see  if  they  go  down  in  cap.  Structure  fJowDeHa) 
3  Need  lookthru  analysis  /  Strats  are  working  on  it 
3  Looking 

Checking -Twctf  higher  delta  than  Point  Pleasant  given  headine  risk  wrtDllon  Read -want  lookthru 
3  analysis  on  Tirrterwotf/  Strats  are  working  on  it  /| 


3  Class 

3  Looking-  asked  for  materials  and  raw  data  ( 

C 
31 

1 


m 
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Footnote  Exhibits  -  Page  2984 


•  =  Redacted  by  the  Permanent 
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Mortgage  Department 

Distribution  (cont) 


Axount 


Sales 


Deal 


Tranche    Defcon 


Garments 


Cartyle  Ruberti 

DA  Capital  Kreitman 

Blict  Ginstein 


Rant  Reasant  2007-1 


Harvard  Radtke 

Highland  Ruberti 

JRvlFtap  Verrcch 

Marathon  Kreitman 

MSRcp  Martin  Tirrterwctfl 

NochuQSG 

Prinoeton  Fertel/Fhillips 

Smith  Beedan     martin 

Zais  Ginstein         Rant  Reasant  2007-1 

LehmanAM  Gadd  Tirrfcerwolfl 

Rcvidence  Reinstein        Rant  Reasant  2007-1 

Vanderbilt-  Gadd  Tirrterwdf  I 

Hyperion  Wiling  Tirnberwcff  I 

Rsramax  Matthias         Rant  Reasant  2007-1 

Raramax  Matthias         Tirrberwdf  I 

Backrock  FerteTRTillips  Rant  Reasant  2007-1 

Ointcn  Verccchi         Rant  Reasant  2007-1 

Hardng  Homback        Rant  Reasant  2007-1 

ML  Bank  Wiling 

CBASS  Rrkcs 

Blington  SueBaine      Tirrterwolf  I 

Mariner  Msctezos        Tirrterwolf  I 

TFG-Axon  Fertei/Rillips  Rant  Reasant  2007-1 


MszzAAA 


MszzAAA 


IvtezzAAA 
MezzAAA 


MszzAAA 
MszzAAA 

MezzAAA 
A-rated 


MszzAAA 
MszzAAA 
MszzAAA 


4  Wll  go  through  look  through  analysis  -  go  frcm  there  /  Strats  are  working  en  it 

4  Start  work  @-t600-  1000am  for  mezz  AAA 

4FoojsedcnarxlersonBc|Lity 

^g|^BBBBHHHiMilHISIBHHH|HBHBHHHHH|HPevalialing 
4  counter  /  Radtke  to  follow  ip  next  week 
4LowDelta  -  Need  lookthru  analysis  /Strats  are  working  on  it 

Checking  -  need  feedback  en  interest  from  aoccut  before  show  rg  voider  effering  levels - 

4 

4  wll  do  wok  in  the  L*600-1000  context  ($71-65)  -  passed  en  GS  offer  at  SMD 

4  Firther  analysis  needed 

4  Lew  Delta  -  have  never  Bought  CDOA2 

4  Start  work  @-«D-  1000cm  for  mszz  AAA 

4  potential-  will  likely  be  slower  with  feedback 

4  Need  a  IcxaX-through  of  the  underlying  vintages  /  strats  are  working  on  it 

4  Locking  -  sent  final  OORalfdio 

Looking  -  may  care  for  a  small  amount  for  their  CDO  bucket  in  thar  own  cteals/lirritedrocm  in  their 
4  Bucket  -small  size  if  they  care 

4  Locking -IMilBHHB 
4\fery  Low  Delta 
4\fery  Low  Delta 

4.5  Unlikely,  relooking  at  analysis  frcm  newissue,  i 

4.5  Low  Delta  -  Can't  model  000*2 

4.5  locked  at  single  As  new  issue-  still  need  final  feedback-  lewdehia 

Checking -^iHiBHHHHHHHHHHIIBIHHBHiilHHH 
4.5fl^HM^irrterwcrf  more  likely  than  Rant  Reasant  given  headline  risk  wt  Dllcn  Read 

5  CU- do  not  buy  030*2 
5  removed  frcm  list  -  have  not  been  shown  levels 
5  Cut  -  too  much  overlap  with  Rant  Reasant 
5CU-C 
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Footnote  Exhibits  -  Page  2985 


Mortgage  Department 

CDO  Derivative  Positions 


Notional  Exposure 

Warehouse 

Closed  Deals 

Trade  Type 

Model  Status 

Net 

Long 

Short 

Long 

Short 

Stated  P&L 

Collateral  Put 

Off-Label 

2,674.1 

- 

- 

2,674.1 

- 

0.2 

Supersenior  Total  Return  Swap 

Off-Label 

1,665.0- 

- 

- 

1,665.0 

- 

(1.1) 

Supersenior  Tranched  Swap 

Fully  Approved 

(825.0) 

- 

- 

- 

825.0 

(2.4) 

Mtg  Index  Product 

Fully  Approved 

(625.0) 

- 

- 

450.0 

1,075.0 

(38.7) 

Interest  Rate  Swap 

Fully  Approved 

(540.0) 

- 

540.0 

- 

- 

(1.5) 

Mtg  Default  Swap 

Fully  Approved 

(398.7) 

611.8 

- 

7,965.7 

8,976.1 

(31.4) 

PI  K  Swap 

Not  Modeled 

50.0 

- 

- 

50.0 

- 

0.0 

Equity  Total  Return  Swap 

Off-Label 

(17.0) 

- 

- 

- 

17.0 

(9.7) 

CLO  Equity  Principal  Protection 

Fully  Approved 

13.9 

- 

- 

13.9 

- 

■   (0.0) 

Total  Return  Swap? 

Unknown 

- 

- 

- 

274.7 

274.7 

0.4 

Mtg  Synthetic  CDO 

Fully  Approved 

- 

- 

- 

22.5 

22.5 

0.0 

Notes: 


"Long"  notional  exposure  means  long  bonds  (long  treasuries  in  the  case  of  interest  rate  swaps) 

"Off-Label"  model  status  means  fully  approved  model  being  used  outside  its  originally  intended  scope,  and  so  not 
capturing  some  important  features  of  these  trades 

Collateral  Put  is  writing  protection  against  short  AAA  floaters  (used  to  collateralize  funded  tranches  built  off  synthetic 
portfolios) 

Supersenior  Tranched  Swap  is  selling  the  top  2/3  of  one  of  the  two  supersenior  tranches  held  in  Supersenior  Total  Return 
Swap  form. 
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Mortgages  CDO  Origination 

Retained  Positions  &  Warehouse  Collateral 


May  2007 
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Mortgages  CDO  Origination 

Executive  Summary 


Based  upon  the  inability  to  place  the  liabilities  of  the  Timberwolf  and  Point 
Pleasant  CDOA2  transactions,  the  Mortgage  trading  desk  assessed  the  current 
valuation  of  retained  positions  and  the  ability  to  securitize  current  CDOA2 
warehouse  collateral. 

The  inability  to  securitize  CDOA2  warehouse  collateral  will  result  in  the  unwind 
of  the  warehouse  facilities,  which  will  move  the  collateral  from  a  mark  to  model 
valuation  to  a  mark  to  market  valuation. 

The  initial  estimate  on  May  11th  of  the  mark-to-market  P&L  impact  of  this 
revaluation  of  retained  positions  and  change  in  valuation  methodology  is  shown 
as  follows: 


Market  Value  ($mm) 

A 

B 

C 

Retained  Positions: 

Debt  -  CDO 

4,053 

(121) 

(196) 

(273) 

Equity  -  CDO 

113 

(12) 

(24) 

(36) 

Warehouse  Collateral 

1,493 

(116) 

(160) 

(202) 

Total 

5,659 

(248) 

(380) 

(511) 
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Mortgages  CDO  Origination 

Retained  Positions 


As  of  May  1 1th,  the  desk  held  $4.166bn  in  Retained  positions  related  to  CDO 
Debt  and  Equity.  Breakout  of  this  balance  by  type  and  the  anticipated 
writedowns  are  shown  below: 

Market  Value($mm) 
Debt  -  CDO 

CDO-squared 


Equity -CDO 

2001-2005  Mezz 
2002-2004  High  Grade 
2005-2006  High  Grade 
2006  Mezz 
CDO-squared 


Total 


TOTAL 


11 
5 
33 
32 
32 


113 


(3) 

(5) 
(4) 
0 


(12) 


(132) 


(4) 

(7) 

(9) 

J4! 


(24) 


(220) 


(5) 

(8) 
(14) 


(36) 


(309) 


The  anticipated  writedowns  are  driven  by  Mezz  AAA  and  AA  tranches  of 
Timberwolf  and  Point  Pleasant  CDOA2  structures  ($(159.3)mm  -  Scenario  B). 
These  deals  were  priced  the  wk  of  03/16  and  the  week  of  04/13,  respectively. 

Due  to  the  lack  of  liquidity  in  the  marketplace  for  these  structures  (i.e. 
Timberwolf  and  Point  Pleasant  last  traded  on  04/23  and  04/24,  respectively), 
the  desk  has  proposed  writedowns  to  reflect  current  market  conditions. 
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Mortgages  CDO  Origination 

Warehouse  Positions 


As  of  May  1 1th,  the  desk  was  in  the  midst  of  ramping  up  4  CDO  warehouses. 
At  this  time,  the  warehouse  collateral  was  valued  with  the  assumption  that  a 
CDO  was  a  viable  exit.  Thus,  inventory  warehoused  was  marked  to  model  by 
comparing  asset  and  liability  spreads,  including  the  desired  equity  yield.  To  the 
extent  that  the  current  CDO  liability  spreads  were  wider  than  the  cost  on  an 
aggregate  basis,  the  estimated  loss  was  reserved. 

As  securitization  is  no  longer  a  viable  exit,  the  warehoused  assets  will  be 
marked  to  market  on  an  individual  basis.  Current  market  value  of  all 
warehouse  collateral  is  par.  Anticipated  writedowns  are  as  follows: 


A 

B 

C 

Sector                                   Market  Value($mm) 

Write 
down 

Average 
Price 

Write 
down 

Average 
Price 

Write 
down 

Average 
Price 

CLO                                                                           70 
CMBS/CRE  CDO                                                     122 
RMBS  -  Other                                                       184 
RMBS  -  Subprime                                                341 
SP  CDO                                                               777 

Less:  Warehouse  mark-to-model  reserves 

(D 

(4) 

(15) 

(26) 

(145) 

75 

98% 
96% 
92% 
93% 
81% 

(2) 

(5) 

(16) 

(27) 

(185) 

75 

97% 
96% 
91% 
92% 
76% 

(3) 

(6) 

(17) 

(29) 

(222) 

75 

96% 
95% 
91% 
92% 
71% 

Total                                   1,493 

(116) 

(160) 

(202) 
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Mortgages  CDO  Origination 

CDO  Origination  Risk  vs.  SPG  Trading  Risk 


■  Origination  -  Long  2.6bn  of  CDO  Risk 

■  Our  CDOA2  collateral  was  ramped  prior  to  the  market  widening  and  marked 
to  model  -  average  ramp  period  is  6-9  months 

■  Our  CDOA2  deals,  Timberwolf  and  Point  Pleasant,  priced  in  March  with 
demand  only  for  the  super  senior  tranche 

■  The  complexity  of  the  CDOA2  product  and  the  poor  demand  for  CDOs  in 
general  has  made  this  risk  difficult  to  sell  and  the  desk  expects  it  to 
underperform 

■  SPG  Trading  -  Short  $2.8bn  of  CDO  Risk 

■  Over  the  past  6  months,  Single  A  CDO  prices  are  ~20-25pts  lower  (from 
$100  to  $75-80) 

■  SPG  Trading  Shorts  were  marked  to  market  as  prices  declined 
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Mortgages  CDO  Origination 

Timberwolf  I  CDOA2:  Overview  of  Capital  Structure 


Timberwolf  I  CDO*2 
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Mortgages  CDO  Origination 

Point  Pleasant  CDOA2:  Overview  of  Capital  Structure 


it  i 

if 
tiiifj 


11 

ill 
mm 


§1 

5*1* 

ill 

-|li>s 


til  m 

%  m  ill 
i  ill  { 
lilt 
,  III ; 

Bit 

mm 
iif  ili's 

iffll 
mi 


~\ 


J 


RMBS 

iiiijH 

•  i  V  ■ '  $ 
i  '.  ;  '  '■■  i 

If"'! 

1 

Mini 

J    '       H 

['Mf; 
•  f  !  i  I 

lit 

liiil 

Hi  HI 

11 

(   1 

1 

§1 

m 

mm 

MM- 

811 

HQJT 

IHISl 

21% 
17% 
14% 
12% 
11% 
9% 
8% 
6% 
5% 
4% 


A 


Point  Pleasant  CDO*2 


fresh}?-!        i 
i         !   ! 


14% 

7.0% 

2.6% 

1.3%        "^ 

0.6% 


> 
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Mezz.  ABS 
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> 
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Action  Steps  -  May  11th 


Unwind  the  warehouses 

Form  three  independent  teams  to  value  retained  positions  independently 

■  David  Lehman  &  Michael  Swenson  (SPG  Trading) 

■  Will  Roberts,  Gerald  Ouderkirk,  Doug  Weaver  (SCT  Trading) 

■  Dedicated  strat  support,  led  by  Elisha  Wiesel 

Distribution  team  headed  by  Stacy  Bash-Polley  and  Scott  Wisenbaker 
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Mortgages  CDO  Origination 

Anticipated  Writedowns  (in  MMs) 


Retained  Positions 

Warehouse* 
Total 


l!If$l*WI 


I— 1 — — 


017) 


IllllJi 


(126) 
(243) 


(187) 


(126) 
(313) 


(258) 


(126) 
(384) 


Hill 


(126) 
(126) 


■ 


(126) 
(126) 


*  Warehouse  p&l  shown  using  scenario  B  level  of  $126mm 
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Mortgages  CDO  Origination 

CDO  Debt  -  Retained  Positions 


"S"  tranche 

Abe  III 

S 

Aaa 

High  grade 

■SiUancteiii 

Tiaberwof::::: 

:!iii::Si:;;f:: 

:  :Aaa'  lOOO^quared:::/: 

ao  100.00% 

:  9.0 

*6"riabche:K 

iTimberwf -?  ^-^tH:^: 

;:;:;:.S2:;:;:: 

::^::rXO«iuared:i::i::i:: 

m^txmm  ;: 

miter 

"S"  tranche 

Davis  Square  VII 

S 

Aaa 

High  grade 

"S"  tranche 

Fort  Denison 

S 

Aaa 

Mezz 

Point  Pleasant 

Davis  Square  VII 
GSC2006-3g 

s 

A1-a 
A1-e 

Aaa 

Aaa 
Asa 

§       «  -S 
o       3:  x 

Super  Senior 

Super  Senior 

Super  Senior 

Hudson  Mz  06-2 

A1 

Aaa 

Mezz 

Super  Senior 

Summer  Street  04-1 
Anderson 

A1 

A1-3 

Aaa 
Aaa 

Mezz 
Mezz 

Super  Senior 

130.0    98.82% 

128.5 

98.7% 

98.2% 

97.7% 

Super  Senior 

Anderson 
Adirondack  2005-1 

Al-b 
A2 

Aaa 
Aaa 

Mezz 
H'gri  grade 

51.0    94.72% 

48.3  . 

94.8% 

94.3% 

93.8% 

MezzAAA 

MezzAAA 

Fortius  II 

A2 

Aaa 

Mezz 

MezzAAA 

Mainsail 

A2 

Aaa 

High  grade 

MezzAAA 

BemouO 

:Timb«w>l :;;: 

A2 

::::.:«:;:.< 

Aaa  High  grade 
Aaa;  COO-squared 

MezzAAA:; 

:  285,0:    9134% 

2603 

75.0% 

-70.0*  > 

65.0% 

MezzAAA:: 

:  Print  Pleasant  :::: 

w\--M :;!:-; 

Aaa 

CDO-squared   !! 

': :;  1275:    94,78% 

i-m  1208: 

:es.o% 

■87JK::: 

850% 

MezzAAA:; 

;  ftwit  Pleasant  ;::::: 
Fortius  II 

i!:i;«!iP 

B 

•:!.A» 

Aa2 

rCbOHsjuanijiU-:; 
Mezz 

:::i:::75\0:-;iBZ24% : 

'    o-J 

75.0% 

::?o.o%:i: 

j.65.0% 

AA 

AA 

At6us4 

B 

Aa2 

High  grade 

AA 

Fort  Denison 

B 

Aa2 

Mezz 

AA 

Summer  Street  04-1 

A3 

Aa2 

Mezz 

AA 

Avebury 
Anderson 

B 
B 

Aa1 
Aa2 

High  grade 
Mezz 

37.7    91.97% 

AA 

34.7 

87.8% 

858% 

838% 

AA;:;:::;;':::: 

:Tisrberwff::::;:;1i:: 

;ii:i::S:;i::i::' 

i;:Aa2 

iCDO^quaredi^i::: 

,:;::;i1«7.0i:;:88.72%:i 

jiii::::;94S:. 

;:60;o%- 

swats; 

40.0% 

AA 

Hudson  Mz  06-1 

B 

Aa2 

Mezz 

51.0    77.50% 

395 

820% 

80.0% 

780% 

AA 

Hudson  Mz  05-2 

B 

Aa2 

Mezz 

24.5    61.75% 

15.1 

71.0% 

68.0% 

65.0% 

M:::::;::;:::: 

:  Prirnt  Pleasant :::::; : 

"    8     ;. 

Aa:  COO-squared 

;:hr::5O0::::89:41S:: 

:    '447' 

160.0%: 

3'5dWI:s 

::40.0% 

;i:2B.o;|i;ro.79,ri;:::«/mw;|iracrcRAMit;; 
20.o '  ei.30    Mom:  hos©  >raSii. 


5.0     95.50      3/20/2007  MONEVGRAM I 
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Mortgages  CDO  Origination 

CDO  Debt  -  Retained  Positions  (cont) 


A 

Altai 

C 

A2    High  grade 

A 

AWus4 

C 

A2    High  grade 

A 

CooBdge 

C 

A3    Mezz 

A 

Davis  Square  VII 

C 

A2    High  grade 

A 

GSC  2006-30 

C 

A2    High  grade 

A 

START  2005CAD 

COHEN 

A2    Mezz 

A 

UXN20073AE 

COHEN 

A3    Mezz 

A 

Anderson 

C 

A2    Mezz 

A 

Hudson  Mz  06-1 

C 

A2    Mezz 

A 

Hudson  Mz  06-2 

c 

A2    Mezz 

»<::;■; 

:;.;  Point  Pleasant  ;.::;J:n;n 

c 

A2:;. COO-squared 

BBB 

Davis  Square  VII 

D 

Baa2  High  grade 

BBB 

Alta4 

D 

Baa2  High  grade 

BBB 

GSC2006-3g 

D 

Baa2  High  grade 

BBB 

Adirondack  2005-2 

D 

Bea2  High  grade 

BBB 

Atfeslll 

D 

Baa2  High  grade 

BBB 

HoutBay 

D 

Baa2  High  grade 

BBB 

G-Street 

D 

Baa2  High  grade 

BBB 

Lochsong 

D 

Baa2  COO-squared 

BBB 

Putnam  2001-1 

CI 

Baa2  Mezz 

BBB 

TABS20066AB2 

COHEN 

Baa2  Mezz 

BBB 

GSFIN  20051A  D 

COHEN 

Baa2  High  Grade 

BBB 

STAK20062A6 

COHEN 

Baa2  Mezz 

BBB 

OOOL20051AD 

COHEN 

Baa2  Mezz 

BBB 

ACABS20061A61I 

COHEN 

Baa2  Mezz 

BBB 

INDE7  7AE 

COHEN 

Baa2  Mezz 

BBS 

DVSO20066AD 

COHEN 

Baa2  High  Grade 

BBS 

Hudson  Hfcjh  Grade 

D 

Baa2  High  grade 

BBB 

Hudson  Mz  06-1 

D 

Baa2  Mezz 

BBB 

Hudson  Mz  06-2 

D 

Baal  Mezz 

BBB 

Hudson  Mz  06-2 

E 

Baa3  Mezz 

BBB; Si 

■'-'''■[.[  Point  Pleasant  :!i:iri  ivy. 

ol'ji'h" 

.  Baa2  i  COO-squared 

BBS 

TIAA  Structured  Finance 

B 

Baal  Mezz 

BB 

Camber  7 

E 

Ba1    Mezz 

BB 

Glader  2005-3 

D 

Ba1    Mezz 

BB 

Hudson  Mz  06-1 

E 

Be1    Mezz 

BB 

Phoenh[2 

B 

Ba2   Mezz 

>rv  :r71JS«.:::t 


7fl      55.W     50,0*        45.0% 


7.8  :  :;8757.:; :  4«0OT7;PLB«:ASSE;: 


4,421 » 


t      4,1604 
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Mortgages  CDO  Origination 

CDO  Equity  -  Retained  Positions 


2002-2004  High  Grade 
2002-2004  High  Grade 
2002-2004  High  Grade 
2002-2004  High  Grade 


2005-2006 
2005-2006 
2005-2006 
2005-2006 
2005-2006 
2005-2006 
2005-2006 
2005-2006 
2005-2006 
2005-2006 
2005-2006 
2005-2006 
2005-2006 
2005-2006 


High  Grade 
High  Grade 
High  Grade 
High  Grade 
High  Grade 
High  Grade 
High  Grade 
High  Grade 
High  Grade 
High  Grade 
High  Grade 
High  Grade 
High  Grade 
High  Grade 


2001-2005  Mezz 
2001-2005  Mezz 
2001-2005  Mezz 
2001-2005  Mezz 

2006  Mezz 
2006  Mezz 
2006  Mezz  ■ 
2006  Mezz 
2006  Mezz 

CDO-squared 

CDO-squared 


Putnam  Structured  Product  2002-1 
Davis  Square  Funding  I.  Ltd 
Sierra  Madre  Funding,  Ltd 
Davis  Square  Funding  III,  Ltd 

Altius  I  Funding,  Ltd. 

Davis  Square  Funding  V,  Ltd 

Davis  Square  Funding  VI,  Ltd. 

Hout  Bay,  Ltd. 

Hudson  High  Grade 

Davis  Square  Vtl 

GSC  ABS  Funding  2O06-3g,  Ltd. 

West  Coast  Funding,  Ltd. 

Adirondack  2005-1  Fundina  Ltd 

Davis  Souare  Fundina  IV.  Ltd. 

G-Street  Finance 

Adirondack  2005-2  Funding,  Ltd 

ArUus  A  Funding,  Ltd. 

Altius  III  Fundina  Ltd. 

NYUM  Stratford  COO  2001-1.  Ltd 
Camber  HI  pic 
Coofldge  Funding,  Ltd. 
Fortius  1  Funding,  Ltd. 

Fortius  II  Funding.  Ltd. 
Hudson  Mezzanine  2006-2,  Ltd. 
Hudson  Mezzanine  2006-1,  Ltd. 
Camber? 
Anderson 

Loch  song,  Ltd. 
Fort  Oentson 


2.5 

57* 

14 

50.0% 

40.0% 

30.0% 

20.9 

57% 

11.8 

57.0% 

v.u% 

COQ-equared 

■■:  L  vTimberworf--  ::: 
\H-i  Point  Pleasant  :jj 

Total 

%  of  current  Ace 

Class  X 

Broadwtak 
Davis  Square  V 
Davis  Square  VI 
Davis  Square  VII 
G-Street 
West  Coast 

10.B 
10  1 


05%;: 

58%::. 


;;S5    ■ 


85.0%  .  65.0% 
7110%      61.0% 


«0% 

51,0%::; 
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Mortgages  CDO  Origination 

Next  Steps 


Continue  working  with  targeted  investors 

■  Basis  Capital 

■  Fortress 

■  Polygon 

■  Winchester  Capital 

Elisha  Wiesel  and  SCT  Trading  will  continue  to  refine  models 


SPG  Trading  to  gather  observable  prices  on  underliers  to  improve  accuracy  of 
valuation  models 
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Mortgages  CDO  Origination 

Additional  PnL  Items 


Desk  Estimate 

Controller  Estimate 

Subprirre  Residuals 

(40)  to  (50) 

(5) 

At  A  Residuals 

(25)  to  (30) 

8 

Seoond  Lien  Residuals 

(21) 

TBD 

1-e.OC  Residual 

(5) 

(5) 

Scratch  and  Dent  Residuals 

(5) 

(5) 

Scratch  and  Dent  Loans 

TBD 

TBD 

CDSDuratJcn 

100  to  125 

100  to  125 
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Mortgages  CDO  Origination 

Market  Value  &  Retained  Positions  as  at  May  18th 


Warehouse  Positions 


Sector 


Market  Value($mm) 


Anticipated  Writedowns" 


CLO 

CMBS/CRECDO 

RMBS- Other 

RMBS  -  Subprime 

SPCDO 

Less:  Warehouse  mark-to-model  reserves 

Less:  SMBC  Funding  facility 


70 
122 
184 
341 
742 


(2) 

(4) 

(15) 

(26) 

(155) 

82 

12 


(2) 

(5) 

(16) 

(27) 

(170) 

82 

12 


(2) 
(6) 
(17) 
(29) 
(184) 
82 
12 


Total 


1,458 


(107) 


(126) 


(145) 


Retained  Positions 


Debt-  CDO 

CDO-squared 
Mezz 
High  grade 


Market  Value(Smm) 


Anticipated  Writedowns 


637 

658 

2,855 


(116) 
(4) 
4 


(154) 

(25) 

(9) 


(192) 
(45) 
(21) 


Total 


liHIilllllBilllli 


(117) 


(187) 

iraiPffliBfiBPS 


(258/ 

pisl 


mmmm 


m\wm 


mmmm 


nmrnm) 


mmmmm 


Equity  -  CDO 
2001-2005  Mezz 
2002-2004  High  Grade 
2005-2006  High  Grade 
2006  Mezz 
CDO-squared 


11 
5 
35 
29 
32 


(4) 
(1) 
(7) 
(D 
0 


(5) 
(2) 
(12) 
(6) 
(4) 


(6) 

(3) 

(17) 

(11) 

(9) 


Total 


112 


(12) 


(29) 


(46) 


osiisifMM&i^eiffisaai^ 
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Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Mortgages  CDO  Origination 

Distribution 


Account 


Sales 


Deal 


Tranche    Defcon 


Comments 


Fortress 

Fortress 

Stark 

Winchester 

Basis 

Basis 

AIG 
Fidelity 

ISHenum 
Mller  Anderson 

Moneygram 
Od  Lane 
Pequot 

Sandelman 

UBS  Prop 
DBShaw 

Bliot 

Polygon 


Coalman 

Davilman 

Gadd 

Radtke 

MaltezDS 

Maltezos 

Penick 
Martin 

Arslan 
Brazil 

G'lligan 

Grinstein 

brazil 

Kelly 

Kelly 
cohen 

Grinstein 


Timberwolfl 

Timberwolfl 

Timberwolfl 

Point  Pleasant  2007-1 

Timberwolfl 

Timberwolfl 

Timberwolfl 

Point  Beasant  2007-1 

Point  Reasant  2007-1 
Timberwolfl 

Timberwolfl 
Timberwolfl 
Timberwolfl 


MezzAAA 

AA-Rated 

MezzAAA 

MezzAAA 

MezzAAA 

AA-Rated 

MezzAAA 
Ar-rated 

A-Rated 
MezzAAA 

A/VRated 

MezzAAA 


TimberworforPL  Reasant 

Point  Reasant  2007-1  Mezz  AAA 

Timberwolfl  MezzAAA 

Timberwolfl  AA-Rated 


Looking  at  package  of  A2  and  B  dasses.  Initially  indicated  low$80s  on  A2, 70s  on  B.  modeling  deal  is 
1  difficult  /  Davilman  still  pushing 

Looking  at  package  of  A2  and  B  classes.  Initially  indicated  lowSSOs  on  A2, 70s  on  B  modeling  deal  is 
1  difficult  /  Davilman  still  pushing  

Looking  on  a  financed  basis-  Indicative  terms  M  ■}  concerned  about 

1  correlation,  our  level,  rfj 


Engaged  and  looking  -  has  been  offered  bonds  at  450  on  A2, 700  on  B  / 

2  Potential  $50rrm  A-2,  $50mm  B,  subject  to  financing  -  account  is  out  of  the  office  /  feedback  Wo  5/21 

2  Potential  $50mmA-2,  S50rrmB,  subject  to  financing -account  is  out  of  the  office  /feedoack  Wo  5/21 
reengaged  -  trying  to  get  answer  by  GS  qtr  end.  Asked/received  adcBtionalirrformatian  today /they  are  still 

3  working  /  Penick  to  fdlowup  early  next  week 
3  Looking 


3  Potential  interest  on  AAs  (already  ownAAAs)/  trying  to  see  if  they  go  down  in  cap.  Structure  (low  Delta) 
3  Need  lookthru  analysis  /Strats  are  working  on  it 
3  Looking 

Checking -Twdf  higher  delta  than  Point  Reasant  given  headline  risk  wrt  Dillon  Read -want  lookthru 
3  analysis  on  Timberworf/  Strats  are  working  on  it  1% 


■I  had  call  /low  delta 


3  Looking -asked  for  materials  and  raw  data 

3 

3 
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Mortgages  CDO  Origination 

Distribution  (cont) 


Account 


Sales 


Deal 


Tranche    Oefcon 


.    Cortmsrts 


Cariyle  Ruber* 

DACapital  Kreitman 

Blict  Grinsta'n 


Harvard 
Highland 

JPMPrcp 

Marathon 

MS  Prop 

Ncchu'SSG 

Princeton 

Srrith  Breedan     martin 

Za's 

UahmanA/M 

Providence 


Vanderb'lt 

Hyparion 

Paramax 

Paramax 

Backrock 

Clinton 

Hating 

ML  Bank 

CBASS 

Blington 

Mariner 

TFG-Axcn 


Radtke 
Ruberfi 

Varocri 
Keitman 
Martin 

Fertel/Frillips 


PoirtReasant  2307-1 


Tirrfaerwolfl 


Grinstein 

Gadd 

Ransta'n 

Gadd 

Wiling 

Matthias 

Matthias 

Fertel/Prillips 

Verocchi 

Homback 


PoirtReasant  2337-1 
Tirrbsrwctf  I 
PoirtReasant  2307-1 

Tirrtervvolf  I 

Tirrberwolf  I 

Point  Reasant  2307-1 

Tirrterwaffl 

Foirt  Reasant  2007-1 

Rant  Reasant  2307-1 

Rant  Reasant  2307-1 


Wiling 

Rnkos 

Sue/Baine      Tirrberwolf  I 

Mates        Tirrberwctf  I 

Fertel/FhJIIips  Rant  Reasant  2007-1 


MezzAAA 


MszzAAA 


MszzAAA 
MszzAAA 


MezzAAA 
MezzAAA 

MezzAAA 
A-rated 


MezzAAA 
MezzAAA 
MszzAAA 


4  Wll  go  through  look  through  analysis  -  go  from  there  /  Strats  are  working  on  it 

4  Start  work  @+600-  10O3crnfor  mszzAAA 

4< 


4LcwDa!ta  -  Need  locklhru  analysis /Strate  are \Aorking  on  it 


41 

4 

4  Wll  do  work  in  the  L+800-1000  ocntext  ($71-65)  -  passed  en  GS  offer  at  SXD 

4  Ftrther  analysis  needed 

4  Low  Delta  -  have  never  Bought  CDCr-2 

4  Start  work  @-t€00-  lOOOcrnforrrezzAAA 

4  potential  -  will  likely  be  slower  with  feedback 

4  Need  a  look-through  of  the  underlying  vintages  /  strats  are  working  on  it 

4  Locking-  sent  final  COPortfdio 

Looking  -  may  care  for  a  small  amount  for  their  CDO  bucket  in  their  own  oeals/lirrited  room  in  their 
4  Bucket -small  size  if  they  care 
4  Locking  -^|||i^|^^HIIHHI1HHHHIMHHHHHHMHi1HHI 


4  Wary  Low  Date 
4\fery  Lew  Delta 


4.5  Lew  Dstta  -  Can't  model  CDC*2 

4.5  looked  at  singjeA's  new  issue-  still  need  final  feedback-  lowdete 

Gnacking-iMHIHBHBHBHHHHBHHMMIIIHHHHHHH 
4.5^g^^Tirrterwarf  more  likely  than  Point  Reasant  gjven  headline  risk  wrt  Dllon  Read 

5CU-donotbuyCDav2 

5  rertwed  from  list  -  have  not  been  shown  levels 

5  Cut  -  too  much  overlap  with  Point  Reasant 
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CONFIDENTIAL 

HUDSON  MEZZANINE  FUNDING  2006-1,  LTD. 
HUDSON  MEZZANINE  FUNDING  2006-1,  CORP. 

U.S.S37,000,000  Class  S  Floating  Rate  Notes  Due  2012 

U.S.S1 10,000,000  Class  A-f  Floating  Rate  Notes  Due  2042 

U.S.S1 20,000,000  Class  A-b  Floating  Rate  Notes  Due  2042 

U.S.$230,000,000  Class  B  Floating  Rate  Notes  Due  2042 

U.S.S 1 70,000,000  Class  C  Deferrable  Floating  Rate  Notes  Due  2042 

U.S.S84,000,000  Class  D  Deferrable  Floating  Rate  Notes  Due  2042 

U.S.S26,0O0,0O0  Class  E  Deferrable  Floating  Rate  Notes  Due  2042 

U.S.$60,000,000  Income  Notes  Due  2042 

Secured  primarily  by  (i)  the  Collateral  and  (ii)  the  Issuer's  rights  under  (a)  the  Collateral  Put  Agreement  and  (b)  the 
Credit  Default  Swap  referencing  a  portfolio  of  Residential  Mortgage-Backed  Securities 

The  Secured  Notes  (as  defined  herein)  and  the  Income  Notes  (as  defined  herein)  (collectively,  the  "Offered  Notes")  are  being  offered  hereby  by 
Goldman,  Sachs  *  Co.  in  the  United  States  to  qualified  institutional  buyers  (as  defined  in  Role  I44A  under  the  United  Slates  Securities  Act  of  1933,  as  amended  (the 
"Securities  Act")),  in  reliance  on  Rule  I44A  under  the  Securities  Act,  and,  solely  in  the  case  of  the  Income  Notes,  to  accredited  investors  (as  defined  m  Rule  501(a) 
under  the  Securities  Ad)  who  have  a  net  worth  or  not  less  than  U.S. Ill'  million  in  transactions  exempt  from  registration  under  the  Securities  Act  The  Offered  Notes 
are  being  offered  hereby  to  the  United  States  only  to  persons  that  are  also  "qualified  purchasers"  for  purposes  of  Section  3(c)(7)  under  the  United  States  Investment 
Company  Act  of  1940,  as  amended  (the  "Investment  Company  Act").  In  addition,  the  Offered  Notes  are  being  offered  hereby  by  Goldman.  Sachs  &  Co.,  selling 
through  its  agents,  outside  the  United  States  to  non  U.S.  Persons  in  offshore  transactions  in  reliance  on  Regulation  S  ("Regulation  S")  under  the  Securities  Act  See 
"Underwriting." 

See  "Risk  Factors  "foro  discussion  of  certain  factors  to  be  considered  In  connection  with  an  investment  in  the  Notes. 

It  is  a  condition  of  the  issuance  of  the  Notes  that  the  Class  S  Notes,  the  Class  A-f  Notes  and  the  Class  A-b  Notes  be  issued  with  a  rating  of  "Aaa"  by 
Moody's  Investors  Service.  Inc.  ("Moody's")  and  "AAA"  by  Standard  &  Poor's  Ratings  Services,  a  division  or  The  McGraw-Hill  Companies,  Inc.  ("S&P"  and, 
together  with  Moody's,  Ike  "Rating  Agencies"),  that  the  Class  B  Notes  be  issued  with  a  rating  of  at  least  "Aa2"  by  Moody's  and  at  least  "AA"  by  S&P,  that  the 
Class  C  Notes  be  issued  with  a  rating  of  at  least  "A2"  by  Moody's  and  at  least  "A"  by  S&P,  that  the  Class  D  Notes  be  issued  with  a  rating  of  at  least  "Baa2"  by 
Moody's  and  at  least  "BBB"  by  S&P  and  that  the  Class  E  Notes  bo  issued  with  a  rating  of  it  least  "Bal"  by  Moody's  and  at  least  "BB+"  by  S&P.  It  is  also  a 
condition  of  the  issuance  of  the  Notes  that  the  Senior  Swap  be  assigned  a  rating  of  "Aaa"  by  Moody's  and  "AAA"  by  S&P.  The  Income  Notes  will  not  be  rated  by 
either  Rating  Agency.  A  credit  rating  is  not  a  recommendation  to  buy,  sell  or  hold  securities  and  may  be  subject  to  revision  or  withdrawal  at  any  time  by  the  assigning 
rating  agency.  See  "Ratings  of  the  Notes." 

Application  may  be  made  to  the  Irish  Slock  Exchange  for  the  Notes  to  be  admitted  to  the  official  list  of  the  Irish  Stock  Exchange  and  to  trading  on  its 
regulated  market.  There  can  be  no  assurance  that  any  such  application  will  be  made  or  that  any  such  listing  will  be  obtained  or  maintained.  No  application  will  be 
made  to  list  the  Notes  to  any  other  exchange. 

See  "Underwriting"  for  a  discussion  of  the  terms  and  conditions  of  the  purchase  of  the  Offered  Notes  by  the  Initial  Purchaser. 

THE  PLEDOED  ASSETS  ARE  THE  SOLE  SOURCE  OF  PAYMENTS  IN  RESPECT  OF  THE  NOTES.  THE  NOTES  DO  NOT  REPRESENT  AN  INTEREST  IN 
OR  OBLIGATIONS  OF,  AND  ARE  NOT  INSURED  OR  GUARANTEED  BY,  THE  HOLDERS  OF  THE  NOTES.  THE  LIQUIDATION  AGENT,  THE 
COLLATERAL  PUT  PROVIDER,  THE  SENIOR  SWAP  COUNTERPARTY.  THE  INITIAL  PURCHASER,  THE  CREDIT  PROTECTION  BUYER,  THE 
ADMINISTRATOR,  THE  AGENTS,  THE  TRUSTEE,  THE  SHARE  TRUSTEE  (EACH,  AS  DEFINED  HERON)  OR  ANY  OF  THEIR  RESPECTIVE 
AFFILIATES. 

THE  NOTES  HAVE  NOT  BEEN  AND  WILL  NOT  BE  REGISTERED  UNDER  THE  SECURITIES  ACT.  AND  NEITHER  OF  THE  ISSUERS  (AS  DEFINED 
HEREIN)  WILL  BE  REGISTERED  UNDER  THE  INVESTMENT  COMPANY  ACT.  THE  NOTES  MAY  NOT  BE  OFFERED  OR  SOLD  WITHIN  THE  UNITED 
STATES  OR  TO.  OR  FOR  THE  ACCOUNT  OR  BENEFIT  OF,  U.S.  PERSONS  (AS  SUCH  TERMS  ARE  DEFINED  UNDER  THE  SECURITIES  ACT)  EXCEPT 
PURSUANT  TO  AN  EXEMPTION  FROM,  OR  IN  A  TRANSACTION  NOT  SUBJECT  TO,  THE  REGISTRATION  REQUIREMENTS  OF  THE  SECURITIES 
ACT.  ACCORDINGLY,  THE  OFFERED  NOTES  ARE  BEING  OFFERED  HEREBY  ONLY  TO  (A)  (I)  QUALIFIED  INSTITUTIONAL  BUYERS  (AS  DEFINED 
IN  RULE  I44A  UNDER  THE  SECURITIES  ACT)  AND.  SOLELY  IN  THE  CASE  OF  THE  INCOME  NOTES,  ACCREDITED  INVESTORS  (AS  DEFINED  IN 
RULE  501(a)  UNDER  THE  SECURITIES  ACT)  THAT  HAVE  A  NET  WORTH  OF  NOT  LESS  THAN  U.S.J10  MILLION  AND,  WHO  ARE  (2)  QUALIFIED 
PURCHASERS  FOR  PURPOSES  OF  SECTION  3(c)(7)  UNDER  THE  INVESTMENT  COMPANY  ACT  AND  (B)  CERTAIN  NON-U.S.  PERSONS  OUTSIDE 
THE  UNITED  STATES  IN  RELIANCE  ON  REGULATION  S  UNDER  THE  SECURITIES  ACT.  PURCHASERS  AND  SUBSEQUENT  TRANSFEREES  OF  THE 
CLASS  E  NOTES  (OTHER  THAN  THE  REGULATION  S  CLASS  E  NOTES)  AND  THE  INCOME  NOTES  (OTHER  THAN  THE  REGULATIONS  S  INCOME 
NOTES)  WILL  BE  REQUIRED  TO  EXECUTE  AND  DELIVER  A  LETTER  CONTAINING  CERTAIN  REPRESENTATIONS  AND  AGREEMENTS,  AND 
PURCHASERS  AND  SUBSEQUENT  TRANSFEREES  OF  THE  CLASS  S  NOTES,  THE  CLASS  A  NOTES,  THE  CLASS  B  NOTES.  THE  CLASS  C  NOTES, 
THE  CLASS  D  NOTES,  THE  REGULATION  S  CLASS  E  NOTES  AND  THE  REGULATION  S  INCOME  NOTES  WILL  BE  DEEMED  TO  HAVE  MADE  SUCH 
REPRESENTATIONS  AND  AGREEMENTS.  AS  SET  FORTH  UNDER  "NOTICE  TO  INVESTORS."  THE  NOTES  ARE  NOT  TRANSFERABLE  EXCEPT  IN 
ACCORDANCE  WITH  THE  RESTRICTIONS  DESCRIBED  UNDER  "NOTICE  TO  INVESTORS." 

The  Offered  Notes  are  being  offered  by  Goldman,  Sachs  *  Co.  (in  the  case  of  the  Notes  offered  outside  the  United  Slates,  selling  through  its  selling 
agent)  (the  "Initial  Purchaser"),  subject  to  the  Initial  Purchaser's  right  to  reject  any  order  in  whole  or  in  part,  in  one  or  more  negotiated  transactions  or  otherwise  at 
varying  prices  to  be  determined  at  the  time  of  sale  plus  accrued  interest,  ir  any,  from  the  Closing  Date  (as  defined  herein).  It  is  expected  that  the  Class  S  Notes,  the 
Class  A  Notes,  the  Class  B  Notes,  the  Class  C  Notes,  the  Class  D  Notes,  the  Regulation  S  Class  E  Notes  and  the  Regulation  S  Income  Notes  will  be  ready  for  delivery 
in  book  entry  form  only  in  New  York,  New  York,  on  or  about  December  5, 20O6  (the  "Closing  Date"),  through  the  facilities  of  DTC  and  in  the  case  of  the  Notes  sold 
outside  the  United  States,  for  the  accounts  of  Euroclear  Bank  S.A7N.  V.,  as  operator  of  the  Euroclear  System  ("Euroclear")  and  Clearslream  Banking,  societe  anonyme 
("Clearstrcam"),  against  payment  therefor  in  immediately  available  funds.  It  is  expected  that  the  Class  E  Notes  (other  than  the  Regulation  S  Class  E  Notes)  and  the 
Income  Notes  (other  than  the  Regulation  S  Income  Notes)  will  be  ready  for  delivery  in  definitive  form  in  New  York,  New  York  on  the  Closing  Date,  against  payment 
therefor  in  immediately  available  funds.  The  Notes  sold  in  reliance  on  Rule  I44A  and,  solely  in  the  case  of  the  Income  Notes,  to  Accredited  Investors,  will  be  issued 
in  minimum  denominations  ofU.S.1250,000  and  integral  multiples  of  US  Jl  in  excess  thereof  The  Notes  sold  in  reliance  on  Regulation  S  win  be  issued  in  minimum 
denominations  of  U.S.S  100,000  and  integral  multiples  of  U.S.S1  in  excess  thereof 

Goldman,  Sachs  &  Co. 

Offering  Circular  dated  December  3,  2006. 
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Hudson  Mezzanine  Funding  2006-1,  Ltd.,  an  exempted  company  incorporated  with  limited  liability  under 
the  laws  of  the  Cayman  Islands  (the  "Issuer"),  and  Hudson  Mezzanine  Funding  2006-1,  Corp.,  a  Delaware 
corporation  (the  "Co-Issuer"  and,  together  with  the  Issuer,  the  "Issuers"),  will  issue  U.S.  $37,000,000  principal 
amount  of  Class  S  Floating  Rate  Notes  Due  2012  (the  "Class  S  Notes"),  U.S.S  110,000,000  principal  amount  of 
Class  A-f  Floating  Rate  Notes  Due  2042  (the  "Class  A-f  Notes"),  U.S.S  120,000,000  principal  amount  of  Class  A-b 
Floating  Rate  Notes  Due  2042  (the  "Class  A-b  Notes"  and,  together  with  the  Class  A-f  Notes,  the  "Class  A  Notes"), 
U.S.$230,000,000  principal  amount  of  Class  B  Floating  Rate  Notes  Due  2042  (the  "Class  B  Notes"), 
U.S.$170,000,000  principal  amount  of  Class  C  Deferrable  Floating  Rate  Notes  Due  2042  (the  "Class  C  Notes")  and 
U.S.$84,000,000  principal  amount  of  Class  D  Deferrable  Floating  Rate  Notes  Due  2042  (the  "Class  D  Notes"  and, 
together  with  the  Class  S  Notes,  Class  A  Notes,  the  Class  B  Notes  and  the  Class  C  Notes,  the  "Co-Issued  Notes") 
and  the  Issuer  will  issue  U.S.$26,000,000  principal  amount  of  Class  E  Deferrable  Floating  Rate  Notes  Due  2042  (the 
"Class  E  Notes"  and,  together  with  the  Co-Issued  Notes,  the  "Secured  Notes")  pursuant  to  an  Indenture  (the 
"Indenture")  dated  on  or  about  December  5,  2006  among  the  Issuers  and  The  Bank  of  New  York  Trust  Company, 
National  Association,  as  trustee  and  securities  intermediary  (in  such  capacity,  the  "Trustee"  and  the  "Securities 
Intermediary,"  respectively). 

In  addition,  the  Issuer  will  issue  U.S.$60,000,000  principal  amount  of  Income  Notes  Due  2042  (the 
"Income  Notes"  and,  together  with  the  Secured  Notes,  the  "Notes")  pursuant  to  a  Fiscal  Agency  Agreement  dated  on 
or  about  December  5,  2006  (the  "Fiscal  Agency  Agreement")  between  the  Issuer  and  The  Bank  of  New  York  Trust 
Company,  National  Association,  as  fiscal  agent  (in  such  capacity,  the  "Fiscal  Agent"). 

It  is  also  anticipated  that  on  the  Closing  Date  the  Issuer  will  enter  into  a  swap  transaction  with  an  initial 
notional  amount  of  U.S.S  1,200,000,000  (the  "Senior  Swap")  with  Goldman  Sachs  International  (in  such  capacity, 
the  "Senior  Swap  Counterparty").  The  Senior  Swap  is  not  offered  hereby. 

The  net  proceeds  received  from  the  offering  of  the  Notes  will  be  applied  by  the  Issuer  to  purchase  the  initial 
Collateral  Securities  (as  defined  herein)  and  certain  Eligible  Investments  (as  defined  herein)  selected  by  the  Credit 
Protection  Buyer  (as  defined  herein).  The  Collateral  Securities  and  Eligible  Investments  (collectively,  the 
"Collateral"),  together  with  the  Delivered  Obligations  (as  defined  herein),  if  any,  delivered  to  the  Issuer  will  secure 
the  Issuer's  obligations  under  a  default  swap  transaction  (the  "Credit  Default  Swap")  to  be  entered  into  on  the 
Closing  Date  by  the  Issuer  and  Goldman  Sachs  International  (in  such  capacity,  the  "Credit  Protection  Buyer") 
pursuant  to  which  the  Issuer  (in  such  capacity,  the  "Credit  Protection  Seller")  will  sell  credit  protection  to  the  Credit 
Protection  Buyer  with  respect  to  a  portfolio  (the  "Reference  Portfolio")  of  Reference  Obligations  (as  defined  herein) 
consisting  of  Residential  Mortgage-Backed  Securities  (as  defined  herein).  Certain  summary  information  about  the 
Reference  Portfolio  is  set  forth  in  Appendix  B  to  this  Offering  Circular.  The  Collateral  Securities,  the  Eligible 
Investments,  the  Delivered  Obligations,  the  Issuer's  rights  under  the  Liquidation  Agency  Agreement,  the  Collateral 
Put  Agreement  and  the  Senior  Swap  and  certain  other  assets  of  the  Issuer  (collectively,  the  "Pledged  Assets")  will  be 
pledged  under  the  Indenture  to  the  Trustee,  for  the  benefit  of  the  Secured  Parties  (as  defined  herein),  as  security  for, 
among  other  obligations,  the  Issuers'  obligations  under  the  Secured  Notes  and  the  Senior  Swap  and  to  certain 
service  providers.  The  Income  Notes  will  be  unsecured  obligations  of  the  Issuer. 

Interest  will  be  payable  on  the  Class  S  Notes,  the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C  Notes,  the 
Class  D  Notes  and  the  Class  E  Notes  in  arrears  on  the  12th  day  of  each  calendar  month,  or  if  any  such  date  is  not  a 
Business  Day  (as  defined  herein),  the  immediately  following  Business  Day  (each  date,  a  "Payment  Date") 
commencing  April  12,  2007.  The  Class  S  Notes  will  bear  interest  at  a  per  annum  rate  equal  to  LIBOR  (as  defined 
herein)  plus  0.15%  for  each  Interest  Accrual  Period  (as  defined  herein).  The  Class  A-f  Notes  will  bear  interest  at  a 
per  annum  rate  equal  to  LIBOR  plus  0.26%  for  each  Interest  Accrual  Period.  The  Class  A-b  Notes  will  bear  interest 
at  a  per  annum  rale  equal  to  LIBOR  plus  0.50%  for  each  Interest  Accrual  Period.  The  Class  B  Notes  will  bear 
interest  at  a  per  annum  rate  equal  to  LIBOR  plus  0.62%  for  each  Interest  Accrual  Period.  The  Class  C  Notes  will 
bear  interest  at  a  per  annum  rate  equal  to  LIBOR  plus  1.60%  for  each  Interest  Accrual  Period.  The  Class  D  Notes 
will  bear  interest  at  a  per  annum  rate  equal  to  LIBOR  plus  3.75%  for  each  Interest  Accrual  Period.  The  Class  E 
Notes  will  bear  interest  at  a  per  annum  rate  equal  to  LIBOR  plus  6.75%  for  each  Interest  Accrual  Period.  Payments 
will  be  made  on  the  Income  Notes  on  each  Payment  Date  commencing  April  12,  2007,  to  the  extent  amounts  are 
available  therefore,  as  described  herein.  The  Senior  Swap  Premium  (as  defined  herein)  will  be  payable  by  the  Issuer 
on  each  Payment  Date,  commencing  April  12,  2007,  at  the  rate  of  0.20%  per  annum  on  the  Outstanding  Notional 
Amount  of  the  Senior  Swap. 
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All  payments  on  the  Senior  Swap  and  the  Notes  will  be  made  from  Proceeds  available  in  accordance  with 
the  Priority  of  Payments.  On  each  Payment  Date,  except  as  otherwise  provided  in  the  Priority  of  Payments, 
payments  on  the  Class  S  Notes  will  be  senior  to  payments  on  the  Senior  Swap,  the  Class  A  Notes,  the  Class  B 
Notes,  the  Class  C  Notes,  the  Class  D  Notes,  the  Class  E  Notes  and  the  Income  Notes;  payments  on  the  Senior  Swap 
and  the  Class  A  Notes  will  be  made  pro  rata  and  will  be  senior  to  payments  on  the  Class  B  Notes,  the  Class  C 
Notes  the  Class  D  Notes,  the  Class  E  Notes  and  the  Income  Notes;  payments  on  the  Class  B  Notes  will  be  senior  to 
payments  on  the  Class  C  Notes,  the  Class  D  Notes,  the  Class  E  Notes  and  the  Income  Notes;  payments  on  the 
Class  C  Notes  will  be  senior  to  payments  on  the  Class  D  Notes,  the  Class  E  Notes  and  the  Income  Notes;  payments 
on  the  Class  D  Notes  will  be  senior  to  payments  on  the.Class  E  Notes  and  the  Income  Notes;  and  payments  on  the 
Class  E  Notes  will  be  senior  to  payments  on  the  Income  Notes,  in  each  case  in  accordance  with  the  Priority  of 
Payments  as  described  herein.  Certain  of  the  Secured  Notes  (other  than  the  Class  S  Notes)  are  subject  to  mandatory 
redemption  and  the  notional  amount  of  the  Senior  Swap  is  subject  to  reduction,  in  whole  or  in  part,  if  a  Coverage 
Test  is  not  satisfied  on  any  date  of  determination  which  may  result  in  variations  to  the  order  of  distributions 
described  above  and  as  more  fully  described  in  the  Priority  of  Payments. 

The  Senior  Swap  is  subject  to  termination  and  the  Notes  are  subject  to  redemption,  in  each  case,  in  whole 
and  not  in  part,  (i)  at  any  time  as  a  result  of  a  Tax  Redemption  (as  defined  herein),  (ii)  on  an  Auction  Payment  Date 
(as  defined  herein)  as  a  result  of  a  successful  Auction  (as  defined  -herein)  or  (iii)  as  a  result  of  an  Optional 
Redemption  (as  defined  herein)  on  or  after  the  April  2010  Payment  Date.  The  stated  maturity  of  the  Notes  (other 
than  the  Class  S  Notes)  is  the  Payment  Date  in  April  2042.  The  actual  final  distribution  on  the  Notes  (other  than  the 
Class  S  Notes)  is  expected  to  occur  substantially  earlier.  The  stated  maturity  of  the  Class  S  Notes  is  the  Payment 
Date  in  August  2012.  See  "Risk  Factors— Notes— Average  Lives,  Duration  and  Prepayment  Considerations." 

The  Notes  (other  than  the  Class  E  Notes  and  the  Income  Notes)  sold  in  reliance  on  Rule  144A  under  the 
Securities  Act  ("Rule  144A")  will  be  evidenced  by  one  or  more  global  notes  (the  "Rule  144A  Global  Notes")  in 
fully  registered  form  without  coupons,  deposited  with  a  custodian  for,  and  registered  in  the  name  of,  a  nominee  of 
The  Depository  Trust  Company  ("DTC").  Beneficial  interests  in  the  Rule  144A  Global  Notes  will  trade  in  DTC's 
Same  Day  Funds  Settlement  System,  and  secondary  market  trading  activity  in  such  interests  will  therefore  settle  in 
immediately  available  funds.  Except  as  described  herein,  beneficial  interests  in  the  Rule  144 A  Global  Notes  will  be 
shown  on,  and  transfers  thereof  will  be  effected  only  through,  records  maintained  by  DTC  and  its  direct  and  indirect 
participants.  The  Class  E  Notes  and  the  Income  Notes  sold  in  reliance  on  Rule  144A  under  the  Securities  Act  and, 
in  the  case  of  the  Income  Notes  only,  to  Accredited  Investors  who  have  a  net  worth  of  not  less  than  U.S.  $10 
million,  will  be  evidenced  by  one  or  more  Definitive  Notes  in  fully  registered  form. 

The  Notes  that  are  being  offered  hereby  in  reliance  on  the  exemption  from  registration  under  Regulation  S 
(collectively,  the  "Regulation  S  Notes";  in  the  case  of  the  Class  E  Notes,  the  "Regulation  S  Class  E  Notes";  and  in 
the  case  of  the  Income  Notes,  the  "Regulation  S  Income  Notes")  have  not  been  and  will  not  be  registered  under  the 
Securities  Act  and  neither  of  the  Issuers  will  be  registered  under  the  Investment  Company  Act.  The  Regulation  S 
Notes  may  not  be  offered  or  sold  within  the  United  States  or  to  U.S.  Persons  (as  defined  in  Regulation  S)  unless  the 
purchaser  certifies  or  is  deemed  to  have  certified  that  it  is  a  qualified  institutional  buyer  as  defined  in  Rule  144A  (a 
"Qualified  Institutional  Buyer")  and  a  "qualified  purchaser"  for  the  purposes  of  Section  3(c)(7)  of  the  Investment 
Company  Act  (a  "Qualified  Purchaser"),  and  takes  delivery  in  the  fornvof  an  interest  in  a  Rule  144A  Global  Note,  a 
definitive  Class  E  Note  or  a  definitive  Income  Note,  in  an  amount  equal  to  at  least  U.S.$250,000.  See  "Description 
of  the  Notes"  and  "Underwriting." 

This  Offering  Circular  (the  "Offering  Circular")  is  confidential  and  is  being  furnished  by  the  Issuers  in 
connection  with  an  offering  exempt  from  registration  under  the  Securities  Act,  solely  for  the  purpose  of  enabling  a 
prospective  investor  to  consider  the  purchase  of  the  Offered  Notes  described  herein.  The  information  contained  in 
this  Offering  Circular  has  been  provided  by  the  Issuers  and  other  sources  identified  herein.  No  representation  or 
warranty,  express  or  implied,  is  made  by  the  Initial  Purchaser,  the  Liquidation  Agent,  the  Credit  Protection  Buyer, 
the  Senior  Swap  Counterparty,  the  Collateral  Put  Provider,  the  Trustee,  the  Note  Agents,  the  Fiscal  Agent,  or  the 
Income  Note  Transfer  Agent  (the  Note  Agents,  the  Fiscal  Agent  and  the  Income  Note  Transfer  Agent,  together,  the 
"Agents")  as  to  the  accuracy  or  completeness  of  such  information,  and  nothing  contained  in  this  Offering  Circular 
is,  or  shall  be  relied  upon  as,  a  promise  or  representation  by  the  Initial  Purchaser,  the  Trustee,  the  Liquidation 
Agent,  the  Credit  Protection  Buyer,  the  Senior  Swap  Counterparty,  the  Collateral  Put  Provider  or  the  Agents.  Any 
reproduction  or  distribution  of  this  Offering  Circular,  in  whole  or  in  part,  and  any  disclosure  of  its  contents  or  use 
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of  any  information  herein  for  any  purpose  other  than  considering  an  investment  in  the  Offered  Notes  is  prohibited 
Each  offeree  of  the  Offered  Notes,  by  accepting  delivery  of  this  Offering  Circular,  agrees  to  the  foregoing. 

THE  NOTES  OFFERED  HEREBY  HAVE  NOT  BEEN  RECOMMENDED  BY  ANY  UNITED 
STATES  FEDERAL  OR  STATE  SECURITIES  COMMISSION  OR  REGULATORY  AUTHORITY. 
FURTHERMORE,  THE  FOREGOING  AUTHORITIES  HAVE  NOT  CONFIRMED  THE  ACCURACY  OR 
DETERMINED  THE  ADEQUACY  OF  THIS  DOCUMENT. ',,  ANY  REPRESENTATION  TO  THE 
CONTRARY  IS  A  CRIMINAL  OFFENSE. 

The  distribution  of  this  Offering  Circular  and  the  offering  and  sale  of  the  Offered  Notes  in  certain  jurisdictions  may 
be  restricted  by  law.  The  Issuers  and  the  Initial  Purchaser  require  persons  into  whose  possession  this  Offering 
Circular  comes  to  inform  themselves  about  and  to  observe  any  such  restrictions.  For  a  further  description  of  certain 
restrictions  on  offering  and  sales  of  the  Offered  Notes,  see  "Underwriting."  This  Offering  Circular  does  not 
constitute  an  offer  of,  or  an  invitation  to  purchase,  any  of  the  Offered  Notes  in  any  jurisdiction  in  which  such  offer 
or  invitation  would  be  unlawful. 


NOTICE  TO  NEW  HAMPSHIRE  RESIDENTS 

NEITHER  THE  FACT  THAT  A  REGISTRATION  STATEMENT  OR  AN  APPLICATION  FOR  A 
LICENSE  HAS  BEEN  FILED  UNDER  CHAPTER  421-B  OF  THE  NEW  HAMPSHIRE  REVISED 
STATUTES  ANNOTATED  ("RSA  421-B")  WITH  THE  STATE  OF  NEW  HAMPSHIRE  NOR  THE  FACT 
THAT  A  SECURITY  IS  EFFECTIVELY  REGISTERED  OR  A  PERSON  IS  LICENSED  IN  THE  STATE 
OF  NEW  HAMPSHIRE  CONSTITUTES  A  FINDING  BY  THE  SECRETARY  OF  STATE  OF  NEW 
HAMPSHIRE  THAT  ANY  DOCUMENT  FILED  UNDER  RSA  421-B  IS  TRUE,  COMPLETE  AND  NOT 
MISLEADING.  NEITHER  ANY  SUCH  FACT  NOR  THE  FACT  THAT  AN  EXEMPTION  OR 
EXCEPTION  IS  AVAILABLE  FOR  A  SECURITY  OR  A  TRANSACTION  MEANS  THAT  THE 
SECRETARY  OF  STATE  HAS  PASSED  IN  ANY  WAY  UPON  THE  MERITS  OR  QUALIFICATIONS  OF, 
OR  RECOMMENDED  OR  GIVEN  APPROVAL  TO,  ANY  PERSON,  SECURITY,  OR  TRANSACTION. 
IT  IS  UNLAWFUL  TO  MAKE,  OR  CAUSE  TO  BE  MADE,  TO  ANY  PROSPECTIVE  PURCHASER, 
CUSTOMER  OR  CLIENT  ANY  REPRESENTATION  INCONSISTENT  WITH  THE  PROVISIONS  OF 
THIS  PARAGRAPH. 


No  invitation  may  be  made  to  the  public  in  the  Cayman  Islands  to  subscribe  for  the  Notes. 


NOTICE  TO  RESIDENTS  OF  THE  REPUBLIC  OF  IRELAND 

THIS  OFFERING  CIRCULAR  IS  NOT  A  PROSPECTUS  AND  DOES  NOT  CONSTITUTE  AN 
INVITATION  TO  THE  PUBLIC  TO  PURCHASE  OR  SUBSCRIBE  FOR  ANY  SECURITIES  AND  NEITHER  IT 
NOR  ANY  FORM  OF  APPLICATION  WILL  BE  ISSUED,  CIRCULATED  OR  DISTRIBUTED  TO  THE 
PUBLIC. 

THIS  OFFERING  CIRCULAR  AND  THE  INFORMATION  CONTAINED  HEREIN  IS 
CONFIDENTIAL  AND  IS  FOR  THE  USE  SOLELY  OF  THE  PERSON  TO  WHOM  IT  IS  ADDRESSED. 
ACCORDINGLY,  IT  MAY  NOT  BE  REPRODUCED  IN  WHOLE  OR  IN  PART,  NOR  MAY  ITS  CONTENTS 
BE  DISTRIBUTED  IN  WRITING  OR  ORALLY  TO  ANY  THIRD  PARTY  AND  IT  MAY  BE  READ  SOLELY 
BY  THE  PERSON  TO  WHOM  IT  IS  ADDRESSED  AND  HIS/HER  PROFESSIONAL  ADVISERS. 

In  this  Offering  Circular,  references  to  "U.S.  Dollars,"  "$"  and  "U.S.$"  are  to  United  States  dollars. 
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The  Issuers  having  made  all  reasonable  inquiries,  confirm  that  the  information  contained  in  this  Offering 
Circular  is  true  and  correct  in  all  material  respects  and  is  not  misleading,  that  the  opinions  and  intentions  expressed 
in  this  Offering  Circular  are  honestly  held  and  that  there  are  no  other  facts  the  omission  of  which  would  make  any 
such  information  or  the  expression  of  any  such  opinions  or  intentions  misleading  and,  as  applicable,  take 
responsibility  accordingly. 

No  person  has  been  authorized  to  give  any  information  or  to  make  any  representation  other  than  those 
contained  in  this  Offering  Circular,  and,  if  given  or  made,  such  information  or  representation  must  not  be  relied 
upon  as  having  been  authorized.  This  Offering  Circular  does  not  constitute  an  offer  to  sell  or  the  solicitation  of  an 
offer  to  buy  any  securities  other  than  the  securities  to  which  it  relates,  or  an  offer  to  sell  or  the  solicitation  of  an  offer 
to  buy  such  securities  by  any  person  in  any  circumstances  in  which  such  offer  or  solicitation  is  unlawful.  Neither 
the  delivery  of  this  Offering  Circular  nor  any  sale  hereunder  shall,  under  any  circumstances,  create  any  implication 
that  the  information  contained  herein  is  correct  as  of  any  time  subsequent  to  the  date  of  this  Offering  Circular. 

NOTWITHSTANDING  ANYTHING  TO  THE  CONTRARY  CONTAINED  HEREIN,  A  PROSPECTIVE 
INVESTOR  (AND  EACH  EMPLOYEE,  REPRESENTATIVE,  OR  OTHER  AGENT  OF  A  PROSPECTIVE 
INVESTOR)  MAY  DISCLOSE  TO  ANY  AND  ALL  PERSONS,  WITHOUT  LIMITATION  OF  ANY  KIND,  THE 
TAX  TREATMENT  AND  TAX  STRUCTURE  OF  THE  TRANSACTIONS  DESCRIBED  IN  THIS  OFFERING 
CIRCULAR  AND  ALL  MATERIALS  OF  ANY  KIND  THAT  ARE  PROVIDED  TO  THE  PROSPECTIVE 
INVESTOR  RELATING  TO  SUCH  TAX  TREATMENT  AND  TAX  STRUCTURE  (AS  SUCH  TERMS  ARE 
DEFINED  IN  TREASURY  REGULATION  SECTION  1.6011-4).  THIS  AUTHORIZATION  OF  TAX 
DISCLOSURE  IS  RETROACTIVELY  EFFECTIVE  TO  THE  COMMENCEMENT  OF  DISCUSSIONS  WITH 
PROSPECTIVE  INVESTORS  REGARDING  THE  TRANSACTIONS  CONTEMPLATED  HEREIN. 

PROSPECTIVE  INVESTORS  SHOULD  READ  THIS  OFFERING  CIRCULAR  CAREFULLY  BEFORE 
DECIDING  WHETHER  TO  INVEST  IN  THE  SECURITIES  AND  SHOULD  PAY  PARTICULAR  ATTENTION 
TO  THE  INFORMATION  SET  FORTH  UNDER  THE  HEADING  "RISK  FACTORS."  INVESTMENT  IN  THE 
SECURITIES  IS  SPECULATIVE  AND  INVOLVES  SIGNIFICANT  RISK.  INVESTORS  SHOULD  UNDER- 
STAND SUCH  RISKS  AND  HAVE  THE  FINANCIAL  ABILITY  AND  WILLINGNESS  TO  ACCEPT  THEM 
FOR  AN  EXTENDED  PERIOD  OF  TIME. 
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NOTICE  TO  INVESTORS 

Because  of  the  following  restrictions,  purchasers  are  advised  to  consult  legal  counsel  prior  to  making  any 
offer,  resale,  pledge  or  other  transfer  of  the  Notes. 

Each  purchaser  who  has  purchased  Class  S  Notes,  Class  A  Nptes,  Class  B  Notes,  Class  C  Notes,  Class  D 
Notes,  Regulation  S  Class  E  Notes  and  Regulation  S  Income  Notes,  will  be  deemed  to  have  represented  and  agreed, 
and  each  purchaser  of  Class  E  Notes  (other  than  the  Regulation  S  Class  E  Notes)  and  Income  Notes  (other  than  the 
Regulation  S  Income  Notes)  will  be  required  to  represent  and  agree,  in  each  case  with  respect  to  such  Notes,  as 
follows  (terms  used  herein  that  are  defined  in  Rule  144A  or  Regulation  S  are  used  herein  as  defined  therein): 

1 .  (a)  In  the  case  of  Secured  Notes  sold  in  reliance  on  Rule  144A  (the  "Rule  144A  Notes"),  the 

purchaser  of  such  Rule  144A  Notes  (i)  is  a  qualified  institutional  buyer  (as  defined  in  Rule  144A)  (a  "Qualified 
Institutional  Buyer"),  (ii)  is  aware  that  the  sale  of  Secured  Notes  to  it  is  being  made  in  reliance  on  Rule  1 44  A,  (m)  is 
acquiring  the  Rule  144A  Notes  for  its  own  account  or  for  the  account  of  a  Qualified  Institutional  Buyer  as  to  which 
the  purchaser  exercises  sole  investment  discretion,  and  in  a  principal  amount  of  not  less  than  U.S.$250,000  and  (iv) 
will  provide  notice  of  the  transfer  restrictions  described  in  this  "Notice  to  Investors"  to  any  subsequent  transferees. 

(b)  In  the  case  of  the  Income  Notes  (other  than  the  Regulation  S  Income  Notes),  the 

purchaser  of  such  Income  Notes  (i)  is  a  Qualified  Institutional  Buyer,  (ii)  is  aware  that  the  sale  of  the  Income  Notes 
to  it  is  being  made  in  reliance  on  Rule  144A,  (iii)  is  acquiring  the  Income  Notes  for  its  own  account  or  for  the 
account  of  a  Qualified  Institutional  Buyer  as  to  which  the  purchaser  exercises  sole  investment  discretion,  and,  unless 
otherwise  permitted  by  the  Fiscal  Agency  Agreement  is  purchasing  a  principal  amount  of  not  less  than  $250,000  for 
the  purchaser  and  for  each  such  account  and  (iv)  will  provide  notice  of  the  transfer  restrictions  described  in  this 
"Notice  to  Investors"  to  any  subsequent  transferees;  or,  if  the  purchaser  is  not  a  Qualified  Institutional  Buyer,  such 
purchaser  (w)  is  a  person  who  is  an  "accredited  investor"  (as  defined  in  Rule  501(a)  under  the  Securities  Act)  (an 
"Accredited  Investor")  who  has  a  net  worth  of  not  less  than  U.S.SIO  million  that  is  purchasing  the  Income  Notes  for 
its  own  account,  (x)  is  not  acquiring  the  Income  Notes  with  a  view  to  any  resale  or  distribution  thereof,  other  than  in 
accordance  with  the  restrictions  set  forth  below,  (y)  is  purchasing  a  principal  amount  of  not  less  than  $250,000 
(unless  otherwise  permitted  by  the  Fiscal  Agency  Agreement)  and  (z)  will  provide  notice  of  the  transfer  restrictions 
described  in  this  "Notice  to  Investors"  to  any  subsequent  transferees. 

2.  The  purchaser  understands  that  the  Notes  have  not  been  and  will  not  be  registered  or  qualified 

under  the  Securities  Act  or  any  applicable  state  securities  laws  or  the  securities  laws  of  any  other  jurisdiction,  are 
being  offered  only  in  a  transaction  not  involving  any  public  offering,  and  may  be  reoffered,  resold  or  pledged  or 
otherwise  transferred  only  (A)(i)  to  a  person  whom  the  purchaser  reasonably  believes  is  a  Qualified  Institutional 
Buyer  and  is  purchasing  for  its  own  account  or  for  the  account  of  a  Qualified  Institutional  Buyer  as  to  which  the 
purchaser  exercises  sole  investment  discretion  in  a  transaction  meeting  the  requirements  of  Rule  144A,  (ii)  to  a  non- 
U.S.  Person  in  an  offshore  transaction  complying  with  Rule  903  or  Rule  904  of  Regulation  S  or  (iii)  solely  in  the 
case  of  the  Income  Notes,  to  an  Accredited  Investor  who  has  a  net  worth  of  not  less  than  U.S.S10  million,  and,  in 
each  case,  who  shall  have  satisfied,  and  in  the  case  of  Class  E  Notes  (other  than  the  Regulation  S  Class  E  Notes)  and 
Income  Notes  (other  than  the  Regulation  S  Income  Notes)  shall  have  represented,  warranted,  covenanted  and 
agreed,  or,  in  all  other  cases,  shall  be  deemed  to  have  satisfied,  and  shall  be  deemed  to  have  represented,  warranted, 
covenanted  and  agreed  that  it  will  continue  to  comply  with,  all  requirements  for  transfer  of  the  Notes  specified  in 
this  Offering  Circular,  in  the  case  of  the  Secured  Notes,  the  Indenture,  and,  in  the  case  of  the  Income  Notes,  the 
Fiscal  Agency  Agreement,  and  all  other  requirements  for  it  to  qualify  for  an  exemption  from  registration  under  the 
Securities  Act  and  (B)  in  accordance  with  all  applicable  securities  laws  of  the  states  of  the  United  States.  Before  any 
interest  in  a  Rule  144 A  Note  may  be  offered,  sold,  pledged  or  otherwise  transferred  to  a  person  who  takes  delivery 
in  the  form  of  an  interest  in  a  Regulation  S  Global  Note,  the  transferor  will  be  required  to  provide  the  Note  Transfer 
Agent  with  a  written  certification  (in  the  form  provided  in  the  Indenture)  as  to  compliance  with  the  transfer 
restrictions  described  herein.  Before  any  interest  in  a  Class  E  Note  (other  than  a  Regulation  S  Class  E  Note)  or  an 
Income  Note  (other  than  a  Regulation  S  Income  Note)  may  be  offered,  sold,  pledged  or  otherwise  transferred,  the 
transferee  will  be  required  to  provide  the  Issuer,  and,  in  the  case  of  a  Class  E  Note,  the  Note  Transfer  Agent,  and,  in 
the  case  of  an  Income  Note,  the  Income  Notes  Transfer  Agent,  with  a  letter  substantially  in  the  form  attached  to  this 
Offering  Circular  as  Annex  A-l  (the  "Income  Note  Purchase  and  Transfer  Letter")  or  Annex  A-2  (the  'Class  E  Note 
Purchase  and  Transfer  Letter").  The  purchaser  understands  and  agrees  that  any  purported  transfer  of  Notes  to  a 
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purchaser  that  does  not  comply  with  the  requirements  of  this  paragraph  (2)  will,  in  the  case  of  the  Class  S  Notes, 
Class  A  Notes,  Class  B  Notes,  Class  C  Notes,  Class  D  Notes,  Regulation  S  Class  E  Notes  and  Regulation  S  Income 
Notes,  be  null  and  void  ab  initio,  and,  in  the  case  of  the  Class  E  Notes  (other  than  the  Regulation  S  Class  E  Notes) 
and  the  Income  Notes  (other  than  the  Regulation  S  Income  Notes),  not  be  permitted  or  registered  by  (i)  in  the  case 
of  the  Class  E  Notes,  the  Note  Transfer  Agent  and  (ii)  in  the  case  of  the  Income  Notes,  the  Income  Notes  Transfer 
Agent.  The  purchaser  further  understands  that  the  Issuers  have  the  right  to  compel  any  beneficial  owner  of  Notes 
that  is  a  U.S.  Person  and  is  not  a  Qualified  Institutional  Buyer  or,  in  the  case  of  the  Income  Notes,  not  an  Accredited 
Investor,  to  sell  its  interest  in  such  Notes,  or  the  Issuers  may  sell  such  Notes  on  behalf  of  such  owner. 

3.  The  purchaser  of  such  Notes  also  understands  that  neither  of  the  Issuers  has  been  registered  under 

the  Investment  Company  Act.  In  the  case  of  the  Rule  144A  Notes  and  the  Income  Notes  (other  than  the  Regulation  S 
Income  Notes)  described  in  paragraph  (1)  above,  the  purchaser  and  each  account  for  which  the  purchaser  is 
acquiring  such  Notes  is  a  qualified  purchaser  for  the  purposes  of  Section  3(c)(7)  of  the  Investment  Company  Act  (a 
"Qualified  Purchaser").  The  purchaser  is  acquiring  Notes  in  a  principal  amount,  in  the  case  of  Rule  144 A  Notes 
and,  in  the  case  of  Income  Notes  sold  to  Accredited  Investors,  of  not  less  than  U.S.$250,000,  or,  in  the  case  of  Notes 
sold  in  reliance  on  Regulations  ("Regulations  Notes"),  of  not  less  than  U.S.S1 00,000,  in  each  case  for  the 
purchaser  and  for  each  such  account.  The  purchaser  (or  if  the  purchaser  is  acquiring  Notes  for  any  account,  each 
such  account)  is  acquiring  the  Notes  as  principal  for  its  own  account  for  investment  and  not  for  sale  in  connection 
with  any  distribution  thereof.  The  purchaser  and  each  such  account:  (a)  was  not  formed  for  the  specific  purpose  of 
investing  in  the  Notes  (except  when  each  beneficial  owner  of  the  purchaser  and  each  such  account  is  a  Qualified 
Purchaser),  (b)  to  the  extent  the  purchaser  is  a  private  investment  company  formed  before  April  30,  1996,  the 
purchaser  has  received  the  necessary  consent  from  its  beneficial  owners,  (c)  is  not  a  pension,  profit  sharing  or  other 
retirement  trust  fund  or  plan  in  which  the  partners,  beneficiaries  or  participants,  as  applicable,  may  designate  the 
particular  investments  to  be  made  and  (d)  is  not  a  broker  dealer  that  owns  and  invests  on  a  discretionary  basis  less 
than  U.S.$25,000,000  in  securities  of  unaffiliated  issuers.  Further,  the  purchaser  agrees  with  respect  to  itself  and 
each  such  account:  (i)  that  it  shall  not  hold  such  Notes  for  the  benefit  of  any  other  person  and  shall  be  the  sole 
beneficial  owner  thereof  for  all  purposes  and  (ii)  that  it  shall  not  sell  participation  interests  in  the  Notes  or  enter  into 
any  other  arrangement  pursuant  to  which  any  other  person  shall  be  entitled  to  a  beneficial  interest  in  the  distributions 
on  the  Notes.  The  purchaser  understands  and  agrees  that  any  purported  transfer  of  Notes  to  a  purchaser  that  does  not 
comply  with  the  requirements  of  this  paragraph  (3)  will,  in  the  case  of  the  Class  S  Notes,  the  Class  A  Notes,  the 
Class  B  Notes,  the  Class  C  Notes,  the  Class  D  Notes,  the  Regulation  S  Class  E  Notes  and  the  Regulation  S  Income 
Notes,  be  null  and  void  ab  initio,  and,  in  the  case  of  the  Class  E  Notes  (other  than  the  Regulation  S  Class  E  Notes), 
not  be  permitted  or  registered  by  the  Note  Transfer  Agent  and,  in  the  case  of  the  Income  Notes  (other  than  the 
Regulation  S  Income  Notes),  not  be  permitted  or  registered  by  the  Income  Notes  Transfer  Agent.  The  purchaser 
further  understands  that  the  Issuers  have  the  right  to  compel  any  beneficial  owner  of  Notes  that  is  a  U.S.  Person  and 
is  not  a  Qualified  Purchaser  to  sell  its  interest  in  such  Notes,  or  the  Issuers  may  sell  such  Notes  on  behalf  of  such 
owner. 

4.  (a)      .    With  respect  to  the  Class  S  Notes,  Class  A  Notes,  Class  B  Notes,  Class  C  Notes  and 

Class  D  Notes,  each  purchaser  will  be  deemed,  by  its  purchase,  to  have  represented  and  warranted  that  either  (i)  the 
purchaser  is  not  and  will  not  be  an  "employee  benefit  plan"  as  defined  in  and  subject  to  Title  I  of  the  United  States 
Employee  Retirement  Income  Security  Act  of  1974,  as  amended  ("ERISA"),  a  plan  as  defined  in  and  subject  to 
Section  4975  of  the  United  States  Internal  Revenue  Code  of  1986,  as  amended  (the  "Code"),  any  entity  whose 
underlying  assets  include  "plan  assets"  by  reason  of  an  employee  benefit  plan's  or  other  plan's  investment  in  the 
entity,  or  another  employee  benefit  plan  subject  to  any  federal,  state,  local  or  foreign  law  that  is  substantially  similar 
to  the  provisions  of  Section  406  of  ERISA,  or  Section  4975  of  the  Code  ("Similar  Law")  or  (ii)  the  purchaser's 
purchase  and  holding  of  a  Note  does  not  and  will  not  constitute  or  result  in  a  prohibited  transaction  under  Section 
406  of  ERISA  or  Section  4975  of  the  Code  (or,  in  the  case  of  such  another  plan,  any  Similar  Law)  for  which  an 
exemption  is  not  available.  The  purchaser  understands  and  agrees  that  any  purported  transfer  of  a  Note  to  a 
purchaser  that  does  not  comply  with  the  requirements  of  this  paragraph  (4)(a)  shall  be  null  and  void  ab  initio. 

(b)  With  respect  to  the  Class  E  Notes  (other  than  the  Regulation  S  Class  E  Notes)  and  the 

Income  Notes  (other  than  the  Regulation  S  Income  Notes)  purchased  or  transferred  on  or  after  the  Closing  Date,  the 
purchaser  or  transferee  must  disclose  in  writing  in  advance  to  the  Note  Transfer  Agent  or  the  Income  Notes  Transfer 
Agent,  as  applicable,  (i)  whether  or  not  it  is  (A)  an  "employee  benefit  plan"  as  defined  in  and  subject  to  Title  I  of 
ERISA,  (B)  a  "plan"  as  described  in  and  subject  to  Section  4975  of  the  Code,  or  (C)  an  entity  whose  underlying 
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assets  include  "plan  assets"  within  the  meaning  of  ERISA  by  reason  of  an  employee  benefit  or  other  plan's 
investment  in  the  entity  (all  such  persons  and  entities  described  in  clauses  (A)  through  (C)  being  referred  to  herein  as 
"Benefit  Plan  Investors");  (ii)  if  the  purchaser  is  a  Benefit  Plan  Investor  (or  other  employee  benefit  plan  subject  to 
Similar  Law),  then  (x)  the  purchase  and  holding  of  the  Class  E  Notes  and/or  the  Income  Notes  will  not  constitute  or 
result  in  a  prohibited  transaction  under  Section  406  of  ERISA  or  Section  4975  of  the  Code  (or,  in  the  case  of  another 
employee  benefit  plan  subject  to  Similar  Law,  any  Similar  Law)  for  which  an  exemption  is  not  available  or  (y) 
solely  in  the  case  of  Benefit  Plan  Investors,  the  purchase  and  holding  of  Income  Notes  is  exempt  under  an  identified 
Prohibited  Transaction  Class  Exemption  or  individual  exemption,  based  on  the  assumption  that  less  than  25%  of 
each  of  the  Outstanding  Class  E  Notes  and  the  Outstanding  Income  Notes  are  owned  by  Benefit  Plan  Investors;  and 
(iii)  whether  or  not  it  is  the  Issuer  or  any  other  person  (other  than  a  Benefit  Plan  Investor)  that  has  discretionary 
authority  or  control  with  respect  to  the  assets  of  the  Issuer,  a  person  who  provides  investment  advice  for  a  fee  (direct 
or  indirect)  with  respect  to  the  assets  of  the  Issuer,  or  any  "affiliate"  (within  the  meaning  of  29  C.F.R.  Section 
2510.3-101(f)(3))  of  any  such  person  (a  "Controlling  Person").  If  a  purchaser  is  an  insurance  company  acting  on 
behalf  of  its  general  account  or  another  entity  deemed  to  be  holding  plan  assets,  it  may  be  required  to  so  indicate, 
and  to  identify  a  maximum  percentage  of  the  assets  in  such  general  account  or  entity  that  may  be  or  become  plan 
assets,  in  which  case  the  purchaser  will  be  required  to  make  certain  further  agreements  that  would  apply  in  the  event 
that  such  maximum  percentage  would  thereafter  be  exceeded.  The  purchaser  agrees  that,  before  any  interest  in  a 
Class  E  Note  (other  than  a  Regulation  S  Class  E  Note)  or  an  Income  Note  (other  than  a  Regulation  S  Income  Note) 
may  be  offered,  sold,  pledged  or  otherwise  transferred,  the  transferee  will  be  required  to  provide  the  Note  Transfer 
Agent  with  a  Class  E  Notes  Purchase  and  Transfer  Letter  or  the  Income  Notes  Transfer  Agent  with  an  Income  Notes 
Purchase  and  Transfer  Letter,  as  applicable,  stating,  among  other  things,  whether  the  transferee  is  a  Benefit  Plan 
Investor.  The  purchaser  acknowledges  and  agrees  that  no  purchase  or  transfer  will  be  permitted,  and  the  Note 
Transfer  Agent  or  the  Income  Notes  Transfer  Agent,  as  applicable,  will  not  register  any  such  transfer,  to  the  extent 
that  the  purchase  or  transfer  would  result  in  Benefit  Plan  Investors  owning  25%  or  more  of  the  total  value  of  either 
the  Outstanding  Class  E  Notes  or  the  Outstanding  Income  Notes  immediately  after  such  purchase  or  transfer 
(determined  in  accordance  with  the  Indenture  or  Fiscal  Agency  Agreement,  as  applicable).  The  foregoing 
procedures  are  intended  to  enable  the  Class  E  Notes  (other  than  the  Regulation  S  Class  E  Notes)  and  the  Income 
Notes  (other  than  the  Regulation  S  Income  Notes)  to  be  purchased  by  or  transferred  to  Benefit  Plan  Investors  at  any 
time,  although  no  assurance  can  be  given  that  there  will  not  be  circumstances  in  which  purchases  or  transfers  of 
Class  E  Notes  or  Income  Notes  will  be  required  to  be  restricted  in  order  to  comply  with  the  aforementioned  25% 
limitation.  See  "ERISA  Considerations." 

(c)  With  respect  to  the  Regulation  S  Class  E  Notes  and  the  Regulation  S  Income  Notes,  each 

purchaser  will  be  deemed,  by  its  purchase,  to  have  represented  and  warranted  that  it  is  not  a  Benefit  Plan  Investor  or 
a  Controlling  Person.  Each  purchaser  also  will  be  deemed,  by  its  purchase,  to  have  represented  and  warranted  that  if 
it  is  an  employee  benefit  plan  subject  to  Similar  Law,  then  its  purchase  and  holding  of  Income  Notes  do  not  and  will 
not  constitute  or  result  in  a  violation  of  any  Similar  Law  for  which  an  exemption  is  not  available.  The  purchaser 
understands  and  agrees  that  any  purported  transfer  of  a  Note  to  a  purchaser  that  does  not  comply  with  the 
requirements  of  this  paragraph  4(c)  shall  be  null  and  void  ab  initio. 

5.  The  purchaser  is  not  purchasing  the  Notes  with  a  view  toward  the  resale,  distribution  or  other 
disposition  thereof  in  violation  of  the  Securities  Act.  The  purchaser  understands  that  an  investment  in  the  Notes 
involves  certain  risks,  including  the  risk  of  loss  of  its  entire  investment  in  the  Notes  under  certain  circumstances. 
The  purchaser  has  had  access  to  such  financial  and  other  information  concerning  the  Issuers  and  the  Notes  as  it 
deemed  necessary  or  appropriate  in  order  to  make  an  informed  investment  decision  with  respect  to  its  purchase  of 
the  Notes,  including  an  opportunity  to  ask  questions  of,  and  request  information  from,  the  Issuer. 

6.  In  connection  with  the  purchase  of  the  Notes:  (i)  none  of  the  Issuers,  the  Initial  Purchaser,  the 
Liquidation  Agent,  the  Trustee,  the  Agents,  the  Administrator  or  the  Share  Trustee  (as  defined  herein)  is  acting  as  a 
fiduciary  or  financial  or  investment  adviser  for  the  purchaser;  (ii)  the  purchaser  is  not  relying  (for  purposes  of 
making  any  investment  decision  or  otherwise)  upon  any  advice,  counsel  or  representations  (whether  written  or  oral) 
of  the  Issuers,  the  Initial  Purchaser,  the  Liquidation  Agent,  the  Trustee,  the  Agents,  the  Administrator  or  the  Share 
Trustee  other  than  in  this  Offering  Circular  for  such  Notes  and  any  representations  expressly  set  forth  in  a  written 
agreement  with  such  party;  (iii)  none  of  the  Issuers,  the  Initial  Purchaser,  the  Liquidation  Agent,  the  Trustee,  the 
Agents,  the  Collateral  Put  Provider,  the  Credit  Protection  Buyer,  the  Senior  Swap  Counterparty,  the  Administrator  or 
the  Share  Trustee  has  given  to  the  purchaser  (directly  or  indirectly  through  any  other  person)  any  assurance, 
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guarantee  or  representation  whatsoever  as  to  the  expected  or  projected  success,  profitability,  return,  performance, 
results,  effect,  consequence  or  benefit  (including  legal,  regulatory,  tax,  financial,  accounting  or  otherwise)  as  to  an 
investment  in  the  Notes;  (iv)  the  purchaser  has  consulted  with  its  own  legal,  regulatory,  tax,  business,  investment, 
financial  and  accounting  advisors  to  the  extent  it  has  deemed  necessary,  and  it  has  made  its  own  investment 
decisions  (including  decisions  regarding  the  suitability  of  any  transaction  pursuant  to  the  Indenture  and  Fiscal 
Agency  Agreement)  based  upon  its  own  judgment  and  upon  any  advice  from  such  advisors  as  it  has  deemed 
necessary  and  not  upon  any  view  expressed  by  Issuers,  the  Initial  Purchaser,  the  Liquidation  Agent,  the  Trustee,  the 
Agents,  the  Collateral  Put  Provider,  the  Credit  Protection  Buyer,  the  Senior  Swap  Counterparty,  the  Administrator  or 
the  Share  Trustee;  (v)  the  purchaser  has  evaluated  the  rates,  prices  or  amounts  and  other  terms  and  conditions  of  the 
purchase  and  sale  of  the  Notes  with  a  full  understanding  of  all  of  the  risks  thereof  (economic  and  otherwise),  and  is 
capable  of  assuming  and  willing  to  assume  (financially  and  otherwise)  those  risks;  and  (vi)  the  purchaser  is  a 
sophisticated  investor. 

7.  Pursuant  to  the  terms  of  the  Indenture,  unless  otherwise  determined  by  the  Issuers  in  accordance 

with  the  Indenture,  the  Class  S  Notes,  Class  A  Notes,  the  Class  B  Notes,  the  Class  C  Notes  and  the  Class  D  Notes 
will  bear  a  legend  to  the  following  effect: 

THIS  NOTE  HAS  NOT  BEEN  AND  WILL  NOT  BE  REGISTERED  UNDER  THE  UNITED  STATES 
SECURITIES  ACT  OF  1933,  AS  AMENDED  (THE  "SECURITIES  ACT"),  AND  THE  ISSUERS  HAVE 
NOT  BEEN  REGISTERED  UNDER  THE  UNITED  STATES  INVESTMENT  COMPANY  ACT  OF 
1940,  AS  AMENDED  (THE  'INVESTMENT  COMPANY  ACT").  THE  HOLDER  HEREOF,  BY 
PURCHASING  THE  NOTES  IN  RESPECT  OF  WHICH  THIS  NOTE  HAS  BEEN  ISSUED,  AGREES 
FOR  THE  BENEFIT  OF  THE  ISSUERS  THAT  THE  NOTES  MAY  BE  OFFERED,  SOLD,  PLEDGED 
OR  OTHERWISE  TRANSFERRED,  ONLY  (A)(1)  TO  A  PERSON  WHOM  THE  SELLER 
REASONABLY  BELIEVES  IS  A  QUALIFIED  INSTITUTIONAL  BUYER  AS  DEFINED  IN  RULE 
144A  UNDER  THE  SECURITIES  ACT  THAT  IS  NOT  A  BROKER  DEALER  WHICH  OWNS  AND 
INVESTS  ON  A  DISCRETIONARY  BASIS  LESS  THAN  $25  MILLION  IN  SECURITIES  OF  ISSUERS 
THAT  ARE  NOT  AFFILIATED  PERSONS  OF  THE  INITIAL  PURCHASER  AND  IS  NOT  A  PLAN 
REFERRED  TO  IN  PARAGRAPH  (a)(l)(i)(D)  OR  (aXl)(iX'E)  OF  RULE  144A  OR  A  TRUST  FUND 
REFERRED  TO  IN  PARAGRAPH  (a)(lXi)(F)  OF  RULE  144A  THAT  HOLDS  THE  ASSETS  OF  SUCH 
A  PLAN,  IF  INVESTMENT  DECISIONS  WITH  RESPECT  TO  THE  PLAN  ARE  MADE  BY  THE 
BENEFICIARIES  OF  THE  PLAN,  PURCHASING  FOR  ITS  OWN  ACCOUNT  OR  FOR  THE 
ACCOUNT  OF  A  QUALIFIED  INSTITUTIONAL  BUYER,  IN  A  TRANSACTION  MEETING  THE 
REQUIREMENTS  OF  RULE  144A  UNDER  THE  SECURITIES  ACT  OR  (2)  TO  A  NON  U.S.  PERSON 
IN  AN  OFFSHORE  TRANSACTION  COMPLYING  WITH  RULE  903  OR  RULE  904  OF 
REGULATION  S  UNDER  THE  SECURITIES  ACT  AND,  IN  THE  CASE  OF  CLAUSE  (1),  IN  A 
PRINCIPAL  AMOUNT  OF  NOT  LESS  THAN  $250,000  OR  IN  THE  CASE  OF  CLAUSE  (2),  IN  A 
PRINCIPAL  AMOUNT  OF  NOT  LESS  THAN  $100,000,  FOR  THE  PURCHASER  AND  FOR  EACH 
ACCOUNT  FOR  WHICH  IT  IS  ACTING,  TO  A  PURCHASER  THAT,  OTHER  THAN  IN  THE  CASE 
OF  CLAUSE  (2),  (V)  IS  A  QUALIFIED  PURCHASER  FOR  PURPOSES  OF  SECTION  3(c)(7)  OF  THE 
INVESTMENT  COMPANY  ACT,  (W)  WAS  NOT  FORMED  FOR  THE  PURPOSE  OF  INVESTING  IN 
THE  ISSUER  (EXCEPT  WHEN  EACH  BENEFICIAL  OWNER  OF  THE  PURCHASER  IS  A 
QUALIFIED  PURCHASER),  (X)  HAS  RECEIVED  THE  NECESSARY  CONSENT  FROM  ITS 
BENEFICIAL  OWNERS  WHEN  THE  PURCHASER  IS  A  PRIVATE  INVESTMENT  COMPANY 
FORMED  BEFORE  APRIL  30,  1996,  (Y)  IS  NOT  A  BROKER  DEALER  THAT  OWNS  AND  INVESTS 
ON  A  DISCRETIONARY  BASIS  LESS  THAN  $25,000,000  IN  SECURITIES  OF  UNAFFILIATED 
ISSUERS  AND  (Z)  IS  NOT  A  PENSION,  PROFIT  SHARING  OR  OTHER  RETIREMENT  TRUST 
FUND  OR  PLAN  IN  WHICH  THE  PARTNERS,  BENEFICIARIES  OR  PARTICIPANTS,  AS 
APPLICABLE,  MAY  DESIGNATE  THE  PARTICULAR  INVESTMENTS  TO  BE  MADE,  AND  IN  A 
TRANSACTION  THAT  MAY  BE  EFFECTED  WITHOUT  LOSS  OF  ANY  APPLICABLE 
INVESTMENT  COMPANY  ACT  EXEMPTION  AND  (B)  IN  ACCORDANCE  WITH  ALL 
APPLICABLE  SECURITIES  LAWS  OF  THE  STATES  OF  THE  UNITED  STATES.  EACH  HOLDER 
-  HEREOF  SHALL  BE  DEEMED  TO  MAKE  THE  REPRESENTATIONS  AND  AGREEMENTS  SET 
FORTH  IN  THE  INDENTURE  (AS  DEFINED  HEREIN).  ANY  TRANSFER  IN  VIOLATION  OF  THE 
FOREGOING  WILL  BE  OF  NO  FORCE  AND  EFFECT,  WILL  BE  NULL  AND  VOID  AB  INITIO  AND 
WILL      NOT      OPERATE      TO      TRANSFER      ANY      RIGHTS      TO      THE      TRANSFEREE, 
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NOTWITHSTANDING  ANY  INSTRUCTIONS  TO  THE  CONTRARY  TO  THE  ISSUERS,  THE  NOTE 
TRANSFER  AGENT  OR  ANY  INTERMEDIARY.  EACH  TRANSFEROR  OF  THIS  NOTE  WILL 
PROVIDE  NOTICE  OF  THE  TRANSFER  RESTRICTIONS  SET  FORTH  HEREIN  AND  IN  THE 
INDENTURE  TO  ITS  TRANSFEREE.  IN  ADDITION  TO  THE  FOREGOING,  THE  ISSUERS  HAVE 
THE  RIGHT,  UNDER  THE  INDENTURE  (AS  DEFINED  HEREIN),  TO  COMPEL  ANY  BENEFICIAL 
OWNER  OF  AN  INTEREST  IN  A  RULE  144A  GLOBAL  NOTE  (AS  DEFINED  IN  THE  INDENTURE) 
THAT  IS  A  U.S.  PERSON  AND  IS  NOT  BOTH  A  QUALIFIED  PURCHASER  AND  A  QUALIFIED 
INSTITUTIONAL  BUYER  TO  SELL  ITS  INTEREST  IN  THE  NOTES,  OR  MAY  SELL  SUCH 
INTERESTS  ON  BEHALF  OF  SUCH  OWNER. 

THE  HOLDER  HEREOF,  BY  PURCHASING  THE  NOTES  IN  RESPECT  OF  WHICH  THIS  NOTE 
HAS  BEEN  ISSUED,  AGREES  FOR  THE  BENEFIT  OF  THE  ISSUERS  THAT  EITHER  (I)  THE 
HOLDER  IS  NOT  AND  WILL  NOT  BE  AN  EMPLOYEE  BENEFIT  PLAN  AS  DEFINED  IN  AND 
SUBJECT  TO  TITLE  1  OF  THE  UNITED  STATES  EMPLOYEE  RETIREMENT  INCOME  SECURITY 
ACT  OF  1974,  AS  AMENDED  ("ERISA")),  A  PLAN  DEFINED  IN  AND  SUBJECT  TO  SECTION  4975 
OF  THE  UNITED  STATES  INTERNAL  REVENUE  CODE  OF  1986,  AS  AMENDED  (THE  "CODE"), 
OR  ANY  ENTITY  WHOSE  UNDERLYING  ASSETS  INCLUDE  "PLAN  ASSETS"  BY  REASON  OF 
ANY  SUCH  EMPLOYEE  BENEFIT  PLAN'S  OR  OTHER  PLAN'S  INVESTMENT  IN  THE  ENTITY, 
OR  ANOTHER  EMPLOYEE  BENEFIT  PLAN  SUBJECT  TQ  ANY  FEDERAL,  STATE,  LOCAL  OR 
FOREIGN  LAW  THAT  IS  SUBSTANTIALLY  SIMILAR  TO  THE  PROVISIONS  OF  SECTION  406  OF 
ERISA  OR  SECTION  4975  OF  THE  CODE  ("SIMILAR  LAW")  OR  (II)  THE  HOLDER'S  PURCHASE 
AND  HOLDING  OF  A  NOTE  DO  NOT  AND  WILL  NOT  CONSTITUTE  OR  RESULT  IN  A 
PROHIBITED  TRANSACTION  UNDER  SECTION  406  OF  ERISA  OR  SECTION  4975  OF  THE  CODE 
(OR,  IN  THE  CASE  OF  SUCH  ANOTHER  PLAN,  ANY  SIMILAR  LAW)  FOR  WHICH  AN 
EXEMPTION  IS  NOT  AVAILABLE.  ANY  PURPORTED  TRANSFER  OF  A  NOTE  TO  A  HOLDER 
THAT  DOES  NOT  COMPLY  WITH  THE  REQUIREMENTS  SET  FORTH  ABOVE  SHALL  BE  NULL 
ANDVOID/4B/A7770. 

ANY  TRANSFER,  PLEDGE  OR  OTHER  USE  OF  THIS  NOTE  FOR  VALUE  OR  OTHERWISE  BY  OR 
TO  ANY  PERSON  IS  WRONGFUL  SINCE  THE  REGISTERED  OWNER  HEREOF,  CEDE  &  CO.,  HAS 
AN  INTEREST  HEREIN,  UNLESS  THIS  NOTE  IS  PRESENTED  BY  AN  AUTHORIZED 
REPRESENTATIVE  OF  THE  DEPOSITORY  TRUST  COMPANY  ("DTC"),  NEW  YORK,  NEW 
YORK,  TO  THE  ISSUERS  OR  THEIR  AGENT  FOR  REGISTRATION  OF  TRANSFER,  EXCHANGE 
OR  PAYMENT  AND  ANY  NOTE  ISSUED  IS  REGISTERED  IN  THE  NAME  OF  CEDE  &  CO.  OR  OF 
SUCH  OTHER  ENTITY  AS  IS  REQUESTED  BY  AN  AUTHORIZED  REPRESENTATIVE  OF  DTC 
(AND  ANY  PAYMENT  HEREON  IS  MADE  TO  CEDE  &  CO.). 

TRANSFERS  OF  THIS  NOTE  SHALL  BE  LIMITED  TO  TRANSFERS  IN  WHOLE,  BUT  NOT  IN 
PART,  TO  NOMINEES  OF  DTC  OR  TO  A  SUCCESSOR  THEREOF  OR  SUCH  SUCCESSOR'S 
NOMINEE  AND  TRANSFERS  OF  PORTIONS  OF  THIS  NOTE  SHALL  BE.  LIMITED  TO 
TRANSFERS  MADE  IN  ACCORDANCE  WITH  THE  RESTRICTIONS  SET  FORTH  IN  THE 
INDENTURE. 

PRINCIPAL  OF  THIS  NOTE  IS  PAYABLE  AS  SET  FORTH  HEREIN.  ACCORDINGLY,  THE 
OUTSTANDING  PRINCIPAL  OF  THIS  NOTE  AT  ANY  TIME  MAY  BE  LESS  THAN  THE  AMOUNT 
SHOWN  ON  THE  FACE  HEREOF.  ANY  PERSON  ACQUIRING  THIS  NOTE  MAY  ASCERTAIN  ITS 
CURRENT  PRINCIPAL  AMOUNT  BY  INQUIRY  OF  THE  NOTE  PAYING  AGENT. 

8.  Pursuant  to  the  terms  of  the  Indenture,  unless  otherwise  determined  by  the  Issuer  in  accordance 

with  the  Indenture,  the  Regulation  S  Class  E  Notes  will  bear  a  legend  to  the  following  effect: 

THIS  NOTE  HAS  NOT  BEEN  AND  WILL  NOT  BE  REGISTERED  UNDER  THE  UNITED  STATES 
SECURITIES  ACT  OF  1933,  AS  AMENDED  (THE  "SECURITIES  ACT"),  AND  THE  ISSUERS  HAVE 
NOT  BEEN  REGISTERED  UNDER  THE  UNITED  STATES  INVESTMENT  COMPANY  ACT  OF 
1940,  AS  AMENDED  (THE  "INVESTMENT  COMPANY  ACT").  THE  HOLDER  HEREOF,  BY 
PURCHASING  THE  NOTES  IN  RESPECT  OF  WHICH  THIS  NOTE  HAS  BEEN  ISSUED,  AGREES 
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FOR  THE  BENEFIT  OF  THE  ISSUERS  THAT  THE  NOTES  MAY  BE  OFFERED,  SOLD,  PLEDGED 

OR    OTHERWISE    TRANSFERRED,    ONLY    (A)(1)    TO    A    PERSON    WHOM    THE    SELLER 

REASONABLY  BELIEVES  IS  A  QUALIFIED  INSTITUTIONAL  BUYER  AS  DEFINED  IN  RULE 

144A  UNDER  THE  SECURITIES  ACT  THAT  IS  NOT  A  BROKER  DEALER  WHICH  OWNS  AND 

INVESTS  ON  A  DISCRETIONARY  BASIS  LESS  THAN  $25  MILLION  IN  SECURITIES  OF  ISSUERS 

THAT  ARE  NOT  AFFILIATED  PERSONS  OF  THE  INITIAL  PURCHASER  AND  IS  NOT  A  PLAN 

REFERRED  TO  IN  PARAGRAPH  (a)(l)(i)(D)  OR  (a)(l)(i)(E)  OF  RULE  144A  OR  A  TRUST  FUND 

REFERRED  TO  IN  PARAGRAPH  (aXIX'XF)  OF  RULE  144A  THAT  HOLDS  THE  ASSETS  OF  SUCH 

A  PLAN,  IF  INVESTMENT  DECISIONS  WITH  RESPECT  TO  THE  PLAN  ARE  MADE  BY  THE 

BENEFICIARIES   OF  THE   PLAN,   PURCHASING   FOR  ITS   OWN   ACCOUNT  OR  FOR  THE 

ACCOUNT  OF  A  QUALIFIED  INSTITUTIONAL  BUYER,  IN  A  TRANSACTION  MEETING  THE 

REQUIREMENTS  OF  RULE  144A  UNDER  THE  SECURITIES  ACT  OR  (2)  TO  A  NON  U.S.  PERSON 

IN    AN    OFFSHORE    TRANSACTION    COMPLYING    WITH    RULE    903    OR    RULE    904    OF 

REGULATION  S  UNDER  THE  SECURITIES  ACT  AND,  IN  THE  CASE  OF  CLAUSE  (1),  IN  A 

PRINCIPAL  AMOUNT  OF  NOT  LESS  THAN  $250,000  OR  IN  THE  CASE  OF  CLAUSE  (2),  IN  A 

PRINCIPAL  AMOUNT  OF  NOT  LESS  THAN  $100,000,  FOR  THE  PURCHASER  AND  FOR  EACH 

ACCOUNT  FOR  WHICH  IT  IS  ACTING,  TO  A  PURCHASER  THAT,  OTHER  THAN  IN  THE  CASE 

OF  CLAUSE  (2),  (V)  IS  A  QUALIFIED  PURCHASER  FOR  PURPOSES  OF  SECTION  3(c)(7)  OF  THE 

INVESTMENT  COMPANY  ACT,  (W)  WAS  NOT  FORMED  FOR  THE  PURPOSE  OF  INVESTING  IN 

THE   ISSUER   (EXCEPT   WHEN    EACH    BENEFICIAL   OWNER   OF   THE   PURCHASER   IS   A 

QUALIFIED    PURCHASER),   (X)   HAS   RECEIVED  THE   NECESSARY   CONSENT   FROM   ITS 

BENEFICIAL  OWNERS  WHEN  THE  PURCHASER  IS  A  PRIVATE  INVESTMENT  COMPANY 

FORMED  BEFORE  APRIL  30,  1996,  (Y)  IS  NOT  A  BROKER  DEALER  THAT  OWNS  AND  INVESTS 

ON  A  DISCRETIONARY  BASIS  LESS  THAN  $25,000,000  IN  SECURITIES  OF  UNAFFILIATED 

ISSUERS  AND  (Z)  IS  NOT  A  PENSION,  PROFIT  SHARING  OR  OTHER  RETIREMENT  TRUST 

FUND    OR    PLAN    IN    WHICH    THE   PARTNERS,    BENEFICIARIES    OR    PARTICIPANTS,    AS 

APPLICABLE,  MAY  DESIGNATE  THE  PARTICULAR  INVESTMENTS  TO  BE  MADE,  AND  IN  A 

TRANSACTION    THAT    MAY    BE    EFFECTED    WITHOUT    LOSS    OF    ANY    APPLICABLE 

INVESTMENT    COMPANY    ACT    EXEMPTION    AND    (B)    IN    ACCORDANCE    WITH    ALL 

APPLICABLE  SECURITIES  LAWS  OF  THE  STATES  OF  THE  UNITED  STATES.    EACH  HOLDER 

HEREOF  SHALL  BE  DEEMED  TO  MAKE  THE  REPRESENTATIONS  AND  AGREEMENTS  SET 

FORTH  IN  THE  INDENTURE  (AS  DEFINED  HEREIN).  ANY  TRANSFER  IN  VIOLATION  OF  THE 

FOREGOING  WILL  BE  OF  NO  FORCE  AND  EFFECT,  WILL  BE  NULL  AND  VOID  AB  INITIO  AND 

WILL      NOT      OPERATE      TO      TRANSFER      ANY      RIGHTS      TO      THE      TRANSFEREE, 

NOTWITHSTANDING  ANY  INSTRUCTIONS  TO  THE  CONTRARY  TO  THE  ISSUERS,  THE  NOTE 

TRANSFER  AGENT  OR  ANY  INTERMEDIARY.    EACH  TRANSFEROR  OF  THIS  NOTE  WILL 

PROVIDE  NOTICE  OF  THE  TRANSFER  RESTRICTIONS  SET  FORTH  HEREIN  AND  IN  THE 

INDENTURE  TO  ITS  TRANSFEREE.   IN  ADDITION  TO  THE  FOREGOING,  THE  ISSUERS  HAVE 

THE  RIGHT,  UNDER  THE  INDENTURE  (AS  DEFINED  HEREIN),  TO  COMPEL  ANY  BENEFICIAL 

OWNER  OF  AN  INTEREST  IN  A  RULE  144A  GLOBAL  NOTE  (AS  DEFINED  IN  THE  INDENTURE) 

THAT  IS  A  U;S.  PERSON  AND  IS  NOT  BOTH  A  QUALIFIED  PURCHASER  AND  A  QUALIFIED 

INSTITUTIONAL  BUYER  TO  SELL  ITS   INTEREST  IN  THE  NOTES,  OR  MAY  SELL  SUCH 

INTERESTS  ON  BEHALF  OF  SUCH  OWNER. 

WITH  RESPECT  TO  THE  CLASS  E  NOTES  PURCHASED  OR  TRANSFERRED  ON  OR  AFTER  THE 
CLOSING  DATE,  THE  PURCHASER  OR  TRANSFEREE  MUST  DISCLOSE  IN  WRITING  IN 
ADVANCE  TO  THE  NOTE  TRANSFER  AGENT  (i)  WHETHER  OR  NOT  IT  IS  (A)  AN  "EMPLOYEE 
BENEFIT  PLAN"  AS  DEFINED  IN  AND  SUBJECT  TO  TITLE  I  OF  THE  UNITED  STATES 
EMPLOYEE  RETIREMENT  INCOME  SECURITY  ACT  OF  1974,  AS  AMENDED  ("ERISA"),  (B)  A 
"PLAN"  DESCRIBED  IN  AND  SUBJECT  TO  SECTION  4975  OF  THE  UNITED  STATES  INTERNAL 
REVENUE  CODE  OF  1986,  AS  AMENDED  (THE  "CODE"),  OR  (C)  AN  ENTITY  WHOSE  ASSETS 
INCLUDE  "PLAN  ASSETS"  WITHIN  THE  MEANING  OF  ERISA  BY  REASON  OF  AN  EMPLOYEE 
BENEFIT  PLAN  OR  OTHER  PLAN'S  INVESTMENT  IN  THE  ENTITY  (ALL  SUCH  PERSONS  AND 
ENTITIES  DESCRIBED  IN  CLAUSES  (A)  THROUGH  (C)  BEING  REFERRED  TO  HEREIN  AS 
"BENEFIT  PLAN  INVESTORS");  (ii)  IF  THE  PURCHASER  OR  TRANSFEREE  IS  A  BENEFIT  PLAN 
INVESTOR  (OR  ANOTHER  EMPLOYEE  BENEFIT  PLAN  SUBJECT  TO  ANY  FEDERAL,  STATE, 
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LOCAL  OR  FOREIGN  LAW  THAT  IS  SUBSTANTIALLY  SIMILAR  TO  THE  PROVISIONS  OF 
SECTION  406  OF  ERISA  OR  SECTION  4975  OF  THE  CODE  ("SIMILAR  LAW")),  THAT  THE 
PURCHASE  AND  HOLDING  OR  TRANSFER  AND  HOLDING  OF  CLASS  E  NOTES  WILL  NOT 
CONSTITUTE  OR  RESULT  IN  A  PROHIBITED  TRANSACTION  UNDER  SECTION  406  OF  ERISA 
OR  SECTION  4975  OF  THE  CODE  (OR  IN  THE  CASE  OF  ANOTHER  EMPLOYEE  BENEFIT  PLAN 
SUBJECT  TO  SIMILAR  LAW,  ANY  SIMILAR  LAW)  FOR  WHICH  AN  EXEMPTION  IS  NOT 
AVAILABLE;  AND  (iii)  WHETHER  OR  NOT  IT  IS  A  PERSON  (OTHER  THAN  A  BENEFIT  PLAN 
INVESTOR)  WHO  HAS  DISCRETIONARY  AUTHORITY  OR  CONTROL  WITH  RESPECT  TO  THE 
ASSETS  OF  THE  ISSUER  OR  A  PERSON  WHO  PROVIDES  INVESTMENT  ADVICE  FOR  A  FEE 
(DIRECT   OR    INDIRECT)    WITH    RESPECT  TO   THE   ASSETS    OF   THE   ISSUER,   OR   ANY 
"AFFILIATE"  (WITHIN  THE  MEANING  OF  29  C.F.R.  SECTION  25 10.3-10 1(f)(3))  OF  ANY  SUCH 
PERSON.     IF  A  PURCHASER  IS  AN  INSURANCE  COMPANY  ACTING  ON  BEHALF  OF  ITS 
GENERAL  ACCOUNT  OR  OTHER  ENTITY  DEEMED  TO  BE  HOLDING  PLAN  ASSETS,  IT  WILL 
BE  PERMITTED  TO  SO  INDICATE,  AND  REQUIRED  TO  IDENTIFY  A  MAXIMUM  PERCENTAGE 
OF  THE  ASSETS  IN  SUCH  GENERAL  ACCOUNT  OR  ENTITY  THAT  MAY  BE  OR  BECOME  PLAN 
ASSETS,  IN  WHICH  CASE  THE  PURCHASER  OR  TRANSFEREE  WILL  BE  REQUIRED  TO  MAKE 
CERTAIN   FURTHER  AGREEMENTS  THAT  WOULD  APPLY   IN  THE   EVENT  THAT  SUCH 
MAXIMUM  PERCENTAGE  WOULD  THEREAFTER  BE  EXCEEDED.  THE  PURCHASER  AGREES 
THAT  BEFORE  ANY  INTEREST  IN  AN  INCOME  NOTE  MAY  BE  OFFERED,  SOLD,  PLEDGED  OR 
OTHERWISE  TRANSFERRED,  THE  TRANSFEREE  WILL  BE  REQUIRED  TO  PROVIDE  THE  NOTE 
TRANSFER   AGENT    WITH    AN    CLASS    E   NOTES    PURCHASE    AND    TRANSFER   LETTER 
(SUBSTANTIALLY  IN  THE  FORM  ATTACHED  TO  THE  INDENTURE)  STATING,  AMONG  OTHER 
THINGS  WHETHER  THE  TRANSFEREE  IS  A  BENEFIT  PLAN  INVESTOR.  THE  NOTE  TRANSFER 
AGENT  WILL  NOT  PERMIT  OR  REGISTER  ANY  PURCHASE  OR  TRANSFER  OF  CLASS  E  NOTES 
TO  THE  EXTENT  THAT  THE  PURCHASE  OR  TRANSFER  WOULD  RESULT  IN  BENEFIT  PLAN 
INVESTORS  OWNING  25%  OR  MORE  OF  THE  TOTAL  VALUE  OF  THE  OUTSTANDING  CLASS  E 
NOTES  (OTHER  THAN  THE  CLASS  E  NOTES  OWNED  BY  THE  LIQUIDATION  AGENT,  THE 
TRUSTEE  AND  THEIR  AFFILIATES)  IMMEDIATELY  AFTER  SUCH  PURCHASE  OR  TRANSFER 
(DETERMINED   IN   ACCORDANCE   WITH   THE  PLAN   ASSET   REGULATION   (AS  DEFINED 
HEREIN)  AND  IN  THE  INDENTURE). 

ANY  TRANSFER,  PLEDGE  OR  OTHER  USE  OF  THIS  NOTE  FOR  VALUE  OR  OTHERWISE  BY  OR 
TO  ANY  PERSON  IS  WRONGFUL  SINCE  THE  REGISTERED  OWNER  HEREOF,  CEDE  &  CO.,  HAS 
AN  INTEREST  HEREIN,  UNLESS  THIS  NOTE  IS  PRESENTED  BY  AN  AUTHORIZED 
REPRESENTATIVE  OF  THE  DEPOSITORY  TRUST  COMPANY  ("DTC"),  NEW  YORK,  NEW 
YORK,  TO  THE  ISSUERS  OR  THEIR  AGENT  FOR  REGISTRATION  OF  TRANSFER,  EXCHANGE 
OR  PAYMENT  AND  ANY  NOTE  ISSUED  IS  REGISTERED  IN  THE  NAME  OF  CEDE  &  CO.  OR  OF 
SUCH  OTHER  ENTITY  AS  IS  REQUESTED  BY.  AN  AUTHORIZED  REPRESENTATIVE  OF  DTC 
(AND  ANY  PAYMENT  HEREON  IS  MADE  TO  CEDE  &  CO.). 

TRANSFERS  OF  THIS  NOTE  SHALL  BE  LIMITED  TO  TRANSFERS  IN  WHOLE,  BUT  NOT  IN 
PART  TO  NOMINEES  OF  DTC  OR  TO  A  SUCCESSOR  THEREOF  OR  SUCH  SUCCESSOR'S 
NOMINEE  AND  TRANSFERS  OF  PORTIONS  OF  THIS  NOTE  SHALL  BE  LIMITED  TO 
TRANSFERS  MADE  IN  ACCORDANCE  WITH  THE  RESTRICTIONS  SET  FORTH  IN  THE 
INDENTURE. 

PRINCIPAL  OF  THIS  NOTE  IS  PAYABLE  AS  SET  FORTH  HEREIN.  ACCORDINGLY,  THE 
OUTSTANDING  PRINCIPAL  OF  THIS  NOTE  AT  ANY  TIME  MAY  BE  LESS  THAN  THE  AMOUNT 
SHOWN  ON  THE  FACE  HEREOF.  ANY  PERSON  ACQUIRING  THIS  NOTE  MAY  ASCERTAIN  ITS 
CURRENT  PRINCIPAL  AMOUNT  BY  INQUIRY  OF  THE  NOTE  PAYING  AGENT. 

9.  Pursuant  to  the  terms  of  the  Indenture,  unless  otherwise  determined  by  the  Issuer  in  accordance 

with  the  Indenture,  the  Class  E  Notes  (other  than  the  Regulation  S  Class  E  Notes)  will  bear  a  legend  to  the  following 
effect: 
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THIS  NOTE  HAS  NOT  BEEN  AND  WILL  NOT  BE  REGISTERED  UNDER  THE  UNITED  STATES 

SECURITIES  ACT  OF  1933,  AS  AMENDED  (THE  "SECURITIES  ACT"),  AND  THE  ISSUERS  HAVE 

NOT  BEEN  REGISTERED  UNDER  THE  UNITED  STATES  INVESTMENT  COMPANY  ACT  OF 

1940,  AS  AMENDED  (THE  "INVESTMENT  COMPANY  ACT').     THE  HOLDER  HEREOF,  BY 

PURCHASING  THE  NOTES  IN  RESPECT  OF  WHICH  THIS  NOTE  HAS  BEEN  ISSUED,  AGREES 

FOR  THE  BENEFIT  OF  THE  ISSUERS  THAT  THE  NOTES  MAY  BE  OFFERED,  SOLD,  PLEDGED 

OR    OTHERWISE    TRANSFERRED,    ONLY    (AX1)    TO    A    PERSON    WHOM    THE    SELLER 

REASONABLY  BELIEVES  IS  A  QUALIFIED  INSTITUTIONAL  BUYER  AS  DEFINED  IN  RULE 

144A  UNDER  THE  SECURITIES  ACT  THAT  IS  NOT  A  BROKER  DEALER  WHICH  OWNS  AND 

INVESTS  ON  A  DISCRETIONARY  BASIS  LESS  THAN  $25  MILLION  IN  SECURITIES  OF  ISSUERS 

THAT  ARE  NOT  AFFILIATED  PERSONS  OF  THE  INITIAL  PURCHASER  AND  IS  NOT  A  PLAN 

REFERRED  TO  IN  PARAGRAPH  (a)(l)(i)(D)  OR  (a)(l)(i)(E)  OF  RULE  144A  OR  A  TRUST  FUND 

REFERRED  TO  IN  PARAGRAPH  (a)(l)(i)(F)  OF  RULE  144A  THAT  HOLDS  THE  ASSETS  OF  SUCH 

A  PLAN,  IF  INVESTMENT  DECISIONS  WITH  RESPECT  TO  THE  PLAN  ARE  MADE  BY  THE 

BENEFICIARIES   OF   THE   PLAN,   PURCHASING   FOR   ITS   OWN   ACCOUNT  OR   FOR  THE 

ACCOUNT  OF  A  QUALIFIED  INSTITUTIONAL  BUYER,  IN  A  TRANSACTION  MEETING  THE 

REQUIREMENTS  OF  RULE  144A  UNDER  THE  SECURITIES  ACT  OR  (2)  TO  A  NON  U.S.  PERSON 

IN    AN    OFFSHORE    TRANSACTION    COMPLYING    WITH    RULE    903    OR    RULE    904    OF 

REGULATION  S  UNDER  THE  SECURITIES  ACT  AND,  IN  THE  CASE  OF  CLAUSE  (1),  IN  A 

PRINCIPAL  AMOUNT  OF  NOT  LESS  THAN  $250,000  OR  IN  THE  CASE  OF  CLAUSE  (2),  IN  A 

PRINCIPAL  AMOUNT  OF  NOT  LESS  THAN  $100,000,  FOR  THE  PURCHASER  AND  FOR  EACH 

ACCOUNT  FOR  WHICH  IT  IS  ACTING,  TO  A  PURCHASER  THAT,  OTHER  THAN  IN  THE  CASE 

OF  CLAUSE  (2),  (V)  IS  A  QUALIFIED  PURCHASER  FOR  PURPOSES  OF  SECTION  3(c)(7)  OF  THE 

INVESTMENT  COMPANY  ACT,  (W)  WAS  NOT  FORMED  FOR  THE  PURPOSE  OF  INVESTING  IN 

THE   ISSUER   (EXCEPT   WHEN    EACH   BENEFICIAL    OWNER   OF   THE   PURCHASER   IS   A 

QUALIFIED   PURCHASER),   (X)   HAS    RECEIVED  THE  NECESSARY   CONSENT   FROM    ITS 

BENEFICIAL  OWNERS  WHEN  THE  PURCHASER  IS  A  PRIVATE  INVESTMENT  COMPANY 

FORMED  BEFORE  APRIL  30,  1996,  (Y)  IS  NOT  A  BROKER  DEALER  THAT  OWNS  AND  INVESTS 

ON  A  DISCRETIONARY  BASIS  LESS  THAN  $25,000,000  IN  SECURITIES  OF  UNAFFILIATED 

ISSUERS  AND  (Z)  IS  NOT  A  PENSION,  PROFIT  SHARING  OR  OTHER  RETIREMENT  TRUST 

FUND    OR    PLAN    IN    WHICH    THE    PARTNERS,    BENEFICIARIES    OR    PARTICIPANTS,    AS 

APPLICABLE,  MAY  DESIGNATE  THE  PARTICULAR  INVESTMENTS  TO  BE  MADE,  AND  IN  A 

TRANSACTION    THAT    MAY    BE    EFFECTED    WITHOUT    LOSS    OF    ANY    APPLICABLE 

INVESTMENT    COMPANY    ACT    EXEMPTION    AND    (B)    IN    ACCORDANCE    WITH    ALL 

APPLICABLE    SECURITIES    LAWS    OF    THE    STATES    OF    THE    UNITED    STATES.       ANY 

PURPORTED  TRANSFER  IN  VIOLATION  OF  THE  FOREGOING  WILL  BE  OF  NO  FORCE  AND 

EFFECT,  WILL  NOT  BE  PERMITTED  OR  REGISTERED  BY  THE  NOTE  TRANSFER  AGENT. 

EACH    TRANSFEROR    OF    THIS    NOTE    WILL    PROVIDE    NOTICE    OF    THE    TRANSFER 

RESTRICTIONS  SET  FORTH  HEREIN  AND  IN  THE  INDENTURE  TO  ITS  TRANSFEREE.    EACH 

TRANSFEROR   OF    THE   CLASS   E  NOTES    WILL   PROVIDE  NOTICE   OF   THE   TRANSFER 

RESTRICTIONS  SET  FORTH  HEREIN  AND  IN  THE  INDENTURE  TO  ITS  TRANSFEREE.     IN 

ADDITION   TO    THE   FOREGOING,   THE    ISSUER    HAS   THE   RIGHT,    TO   COMPEL    ANY 

BENEFICIAL  OWNER  OF  AN  INTEREST  IN  A  CLASS  E  NOTE  THAT  IS  A  U.S.  PERSON  AND  IS 

NOT  BOTH  A  QUALIFIED  PURCHASER  AND  A  QUALIFIED  INSTITUTIONAL  BUYER  TO  SELL 

SUCH  CLASS  E  NOTES,  OR  MAY  SELL  SUCH  CLASS  E  NOTES  ON  BEHALF  OF  SUCH  OWNER. 

IF  THE  TRANSFER  OF  THE  CLASS  E  NOTES  IS  TO  BE  MADE  PURSUANT  TO  CLAUSE  (A)(1)  OF 
THE  PRECEDING  PARAGRAPH,  THE  TRANSFEREE  OF  THE  CLASS  E  NOTES  WILL  BE 
REQUIRED  TO  EXECUTE  AND  DELIVER  TO  THE  ISSUER  AND  THE  NOTE  TRANSFER  AGENT 
A  CLASS  E  NOTES  PURCHASE  AND  TRANSFER  LETTER,  SUBSTANTIALLY  IN  THE  FORM 
ATTACHED  TO  THE  INDENTURE,  STATING  THAT  AMONG  OTHER  THINGS,  THE 
TRANSFEREE  IS  (1)  A  QUALIFIED  INSTITUTIONAL  BUYER  AND  (2)  A  QUALIFIED 
-  PURCHASER  FOR  THE  PURPOSES  OF  THE  INVESTMENT  COMPANY  ACT. 

WITH  RESPECT  TO  THE  CLASS  E  NOTES  PURCHASED  OR  TRANSFERRED  ON  OR  AFTER  THE 
CLOSING   DATE,   THE   PURCHASER  OR  TRANSFEREE   MUST  DISCLOSE   IN   WRITING   IN 
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ADVANCE  TO  THE  NOTE  TRANSFER  AGENT  (i)  WHETHER  OR  NOT  IT  IS  (A)  AN  "EMPLOYEE 
BENEFIT  PLAN"  AS  DEFINED  IN  AND  SUBJECT  TO  TITLE  I  OF  THE  UNITED  STATES 
EMPLOYEE  RETIREMENT  INCOME  SECURITY  ACT  OR  1974,  AS  AMENDED  ("ERISA"),  (B)  A 
"PLAN"  DESCRIBED  IN  AND  SUBJECT  TO  SECTION  4975  OF  THE  UNITED  STATES  INTERNAL 
REVENUE  CODE  OF  1986,  AS  AMENDED  (THE  "CODE"),  OR  (C)  AN  ENTITY  WHOSE  ASSETS 
INCLUDE  "PLAN  ASSETS"  WITHIN  THE  MEANING  OF  ERISA  BY  REASON  OF  AN  EMPLOYEE 
BENEFIT  PLAN  OR  OTHER  PLAN'S  INVESTMENT  IN  THE  ENTITY  (ALL  SUCH  PERSONS  AND 
ENTITIES  DESCRIBED  IN  CLAUSES  (A)  THROUGH  (C)  BEING  REFERRED  TO  HEREIN  AS 
"BENEFIT  PLAN  INVESTORS");  (ii)  IF  THE  PURCHASER  OR  TRANSFEREE  IS  A  BENEFIT  PLAN 
INVESTOR  (OR  ANOTHER  EMPLOYEE  BENEFIT  PLAN  SUBJECT  TO  ANY  FEDERAL,  STATE, 
LOCAL  OR  FOREIGN  LAW  THAT  IS  SUBSTANTIALLY  SIMILAR  TO  THE  PROVISIONS  OF 
SECTION  406  OF  ERISA  OR  SECTION  4975  OF  THE  CODE  ("SIMILAR  LAW")),  THAT  THE 
PURCHASE  AND  HOLDING  OR  TRANSFER  AND  HOLDING  OF  CLASS  E  NOTES  WILL  NOT 
CONSTITUTE  OR  RESULT  IN  A  PROHIBITED  TRANSACTION  UNDER  SECTION  406  OF  ERISA 
OR  SECTION  4975  OF  THE  CODE  (OR  IN  THE  CASE  OF  ANOTHER  EMPLOYEE  BENEFIT  PLAN 
SUBJECT  TO  SIMILAR  LAW,  ANY  SIMILAR  LAW)  FOR  WHICH  AN  EXEMPTION  IS  NOT 
AVAILABLE;  AND  (in)  WHETHER  OR  NOT  IT  IS  A  PERSON  (OTHER  THAN  A  BENEFIT  PLAN 
INVESTOR)  WHO  HAS  DISCRETIONARY  AUTHORITY  OR  CONTROL  WITH  RESPECT  TO  THE 
ASSETS  OF  THE  ISSUER  OR  A  PERSON  WHO  PROVIDES  INVESTMENT  ADVICE  FOR  A  FEE 
(DIRECT  OR  INDIRECT)  WITH  RESPECT  TO  THE  ASSETS  OF  THE  ISSUER,  OR  ANY 
"AFFILIATE"  (WITHIN  THE  MEANING  OF  29  C.F.R.  SECTION  2510.3-101(0(3))  OF  ANY  SUCH 
PERSON.  IF  A  PURCHASER  IS  AN  INSURANCE  COMPANY  ACTING  ON  BEHALF  OF  ITS 
GENERAL  ACCOUNT  OR  OTHER  ENTITY  DEEMED  TO  BE  HOLDING  PLAN  ASSETS,  IT  WILL 
BE  PERMITTED  TO  SO  INDICATE,  AND  REQUIRED  TO  IDENTIFY  A  MAXIMUM  PERCENTAGE 
OF  THE  ASSETS  IN  SUCH  GENERAL  ACCOUNT  OR  ENTITY  THAT  MAY  BE  OR  BECOME  PLAN 
ASSETS,  IN  WHICH  CASE  THE  PURCHASER  OR  TRANSFEREE  WILL  BE  REQUIRED  TO  MAKE 
CERTAIN  FURTHER  AGREEMENTS  THAT,  WOULD  APPLY  IN  THE  EVENT  THAT  SUCH 
MAXIMUM  PERCENTAGE  WOULD  THEREAFTER  BE  EXCEEDED.  THE  PURCHASER  AGREES 
THAT,  BEFORE  ANY  INTEREST  IN  AN  INCOME  NOTE  MAY  BE  OFFERED,  SOLD,  PLEDGED  OR 
OTHERWISE  TRANSFERRED,  THE  TRANSFEREE  WILL  BE  REQUIRED  TO  PROVIDE  THE  NOTE 
TRANSFER  AGENT  WITH  AN  CLASS  E  NOTES  PURCHASE  AND  TRANSFER  LETTER 
(SUBSTANTIALLY  IN  THE  FORM  ATTACHED  TO  THE  INDENTURE)  STATING,  AMONG  OTHER 
THINGS,  WHETHER  THE  TRANSFEREE  IS  A  BENEFIT  PLAN  INVESTOR.  THE  NOTE  TRANSFER 
AGENT  WILL  NOT  PERMIT  OR  REGISTER  ANY  PURCHASE  OR  TRANSFER  OF  CLASS  E  NOTES 
TO  THE  EXTENT  THAT  THE  PURCHASE  OR  TRANSFER  WOULD  RESULT  IN  BENEFIT  PLAN 
INVESTORS  OWNING  25%  OR  MORE  OF  THE  TOTAL  VALUE  OF  THE  OUTSTANDING  CLASS  E 
NOTES  (OTHER  THAN  THE  CLASS  E  NOTES  OWNED  BY  THE  LIQUIDATION  AGENT,  THE 
TRUSTEE  AND  THEIR  AFFILIATES)  IMMEDIATELY  AFTER  SUCH  PURCHASE  OR  TRANSFER 
(DETERMINED  IN  ACCORDANCE  WITH  THE  PLAN  ASSET  REGULATION  (AS  DEFINED 
HEREIN)  AND  IN  THE  INDENTURE). 

TRANSFERS  OF  THIS  NOTE  SHALL  BE  LIMITED  TO  TRANSFERS  MADE  IN  ACCORDANCE 
WITH  THE  RESTRICTIONS  SET  FORTH  IN  THE  INDENTURE. 

PRINCIPAL  OF  THIS  NOTE  IS  PAYABLE  AS  SET  FORTH  HEREIN.  ACCORDINGLY,  THE 
OUTSTANDING  PRINCIPAL  OF  THIS  NOTE  AT  ANY  TIME  MAY  BE  LESS  THAN  THE  AMOUNT 
SHOWN  ON  THE  FACE  HEREOF.  ANY  PERSON  ACQUIRING  THIS  NOTE  MAY  ASCERTAIN.  ITS 
CURRENT  PRINCIPAL  AMOUNT  BY  INQUIRY  OF  THE  NOTE  PAYING  AGENT. 

10.  The  purchaser  acknowledges  thai  it  is  its  intent  and  that  it  understands  it  is  the  intent  of  the  Issuer 
that,  for  purposes  of  U.S.  federal  income,  state  and  local  income  and  franchise  tax  and  any  other  income  taxes,  the 
Issuer  will  be  treated  as  a  corporation,  the  Secured  Notes  will  be  treated  as  indebtedness  of  the  Issuer  and  the 
Income  Notes  will  be  treated  as  equity  in  the  Issuer;  the  purchaser  agrees-to  such  treatment  and  agrees  to  take  no 
action  inconsistent  with  such  treatment. 
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11.  The  purchaser  understands  that  the  Issuers,  the  Trustee,  the  Initial  Purchaser,  the  Liquidation 
Agent  and  their  counsel  will  rely  upon  the  accuracy  and  truth  of  the  foregoing  representations,  and  the  purchaser 
hereby  consents  to  such  reliance. 

12.  Pursuant  to  the  terms  of  the  Fiscal  Agency  Agreement,  unless  otherwise  determined  by  the  Issuer 
in  accordance  with  the  Fiscal  Agency  Agreement,  the  Income  Notes  sold  to  non-U.S.  Persons  in  offshore 
transactions  (the  "Regulation  S  Income  Notes")  will  bear  a  legend  to  the  following  effect: 

THE  INCOME  NOTES  ARE  THE  SUBJECT  OF,  AND  ARE  ISSUED  SUBJECT  TO  THE  TERMS  AND 
CONDITIONS  OF,  THE  FISCAL  AGENCY  AGREEMENT,  DATED  ON  OR  ABOUT  DECEMBER  5, 
2006  (THE  "FISCAL  AGENCY  AGREEMENT")  BY  AND  BETWEEN  THE  ISSUER  OF  THE  INCOME 
NOTES  AND  THE  BANK  OF  NEW  YORK  TRUST  COMPANY,  NATIONAL  ASSOCIATION,  AS 
FISCAL  AGENT.  COPIES  OF  THE  FISCAL  AGENCY  AGREEMENT  MAY  BE  OBTAINED  FROM 
THE  FISCAL  AGENT. 

THE  INCOME  NOTES  HAVE  NOT  BEEN  AND  WILL  NOT  BE  REGISTERED  UNDER  THE  UNITED 
STATES  SECURITIES  ACT  OF  1933,  AS  AMENDED  (THE  "SECURITIES  ACT"),  AND  THE  ISSUER 
HAS  NOT  BEEN  REGISTERED  UNDER  THE  UNITED  STATES  INVESTMENT  COMPANY  ACT  OF 
1940,  AS  AMENDED  (THE  "INVESTMENT  COMPANY  ACT").  THE  HOLDER  HEREOF,  BY 
PURCHASING  THE  INCOME  NOTES  REPRESENTED  HEREBY,  AGREES  FOR  THE  BENEFIT  OF 
THE  ISSUER  THAT  SUCH  INCOME  NOTES  MAY  BE  OFFERED,  SOLD,  PLEDGED  OR 
OTHERWISE  TRANSFERRED,  ONLY  (A)(1)  TO  A  PERSON  WHOM  THE  SELLER  REASONABLY 
BELIEVES  IS  A  QUALIFIED  INSTITUTIONAL  BUYER  AS  DEFINED  IN  RULE  144A  UNDER  THE 
SECURITIES  ACT  AND  IS  PURCHASING  FOR  ITS  OWN  ACCOUNT  OR  FOR  THE  ACCOUNT  OF 
A  QUALIFIED  INSTITUTIONAL  BUYER,  IN  A  TRANSACTION  MEETING  THE  REQUIREMENTS 
OF  RULE  144A  UNDER  THE  SECURITIES  ACT,  (2)  TO  AN  ACCREDITED  INVESTOR  (AS 
DEFINED  IN  RULE  501(a)  UNDER  THE  SECURITIES  ACT)  WHO  HAS  A  NET  WORTH  OF  NOT 
LESS  THAN  U.S.S10  MILLION)  IN  A  TRANSACTION  EXEMPT  FROM  REGISTRATION  UNDER 
THE  SECURITIES  ACT,  OR  (3)  TO  A  NON-U.S.  PERSON  IN  AN  OFFSHORE  TRANSACTION 
COMPLYING  WITH  RULE  903  OR  RULE  904  OF  REGULATION  S  UNDER  THE  SECURITIES  ACT, 
AND,  IN  THE  CASE  OF  CLAUSE  (1)  AND  (2)  IN  A  PRINCIPAL  AMOUNT  OF  NOT  LESS  THAN 
$250,000  OR  IN  THE  CASE  OF  CLAUSE  (3)  IN  A  PRINCIPAL  AMOUNT  OF  NOT  LESS  THAN 
$100,000.  FURTHERMORE,  THE  PURCHASER  AND  EACH  ACCOUNT  FOR  WHICH  IT  IS  ACTING 
AS  A  PURCHASER,  OTHER  THAN  IN  THE  CASE  OF  CLAUSE  (A)(3)  ABOVE,  REPRESENTS  FOR 
THE  BENEFIT  OF  THE  ISSUER  THAT  IT  (V)  IS  A  QUALIFIED  PURCHASER  FOR  THE  PURPOSES 
OF  SECTION  3(c)(7)  OF  THE  INVESTMENT  COMPANY  ACT,  (W)  WAS  NOT  FORMED  FOR  THE 
PURPOSE  OF  INVESTING  IN  THE  ISSUER  (EXCEPT  WHEN  EACH  BENEFICIAL  OWNER  OF  THE 
PURCHASER  IS  A  QUALIFIED  PURCHASER),  (X)  HAS  RECEIVED  THE  NECESSARY  CONSENT 
FROM  ITS  BENEFICIAL  OWNERS  WHEN  THE  PURCHASER  IS  A  PRIVATE  INVESTMENT 
COMPANY  FORMED  BEFORE  APRIL  30,  1996,  (Y)  IS  NOT  A  BROKER-DEALER  THAT  OWNS 
AND  INVESTS  ON  A  DISCRETIONARY  BASIS  LESS  THAN  U.S.$25,000,000  IN  SECURITIES  OF 
UNAFFILIATED  ISSUERS  AND  (Z)  IS  NOT  A  PENSION,  PROFIT  SHARING  OR  OTHER 
RETIREMENT  TRUST  FUND  OR  PLAN  IN  WHICH  THE  PARTNERS,  BENEFICIARIES  OR 
PARTICIPANTS,  IN  EACH  CASE  AS  APPLICABLE,  MAY  DESIGNATE  THE  PARTICULAR 
INVESTMENTS  TO  BE  MADE,  AND  IN  A  TRANSACTION  THAT  MAY  BE  EFFECTED  WITHOUT 
LOSS  OF  ANY  APPLICABLE  INVESTMENT  COMPANY  ACT  EXEMPTION  AND  (B)  IN 
ACCORDANCE  WITH  ALL  APPLICABLE  SECURITIES  LAWS  OF  THE  STATES  OF  THE  UNITED 
STATES.  ANY  PURPORTED  TRANSFER  IN  VIOLATION  OF  THE  FOREGOING  WILL  NOT  BE 
PERMITTED  OR  REGISTERED  BY  THE  INCOME  NOTES  TRANSFER  AGENT.  EACH 
TRANSFEROR  OF  THE  INCOME  NOTES  WILL  PROVIDE  NOTICE  OF  THE  TRANSFER 
RESTRICTIONS  SET  FORTH  HEREIN  AND  IN  THE  FISCAL  AGENCY  AGREEMENT  TO  ITS 
TRANSFEREE.  IN  ADDITION  TO  THE  FOREGOING,  THE  ISSUER  HAS  THE  RIGHT  TO  COMPEL 
ANY  BENEFICIAL  OWNER  OF  AN  INCOME  NOTETHAT  IS  A  U.S.  PERSON  AND  IS  NOT  (A)  A 
QUALIFIED  PURCHASER  AND  (B)  EITHER  A  QUALIFIED  INSTITUTIONAL  BUYER  OR  AN 
ACCREDITED  INVESTOR  WHO  HAS  A  NET  WORTH  OF  NOT  LESS  THAN  U.S.$10  MILLION  TO 
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SELL  SUCH  INCOME  NOTES,  OR  MAY  SELL  SUCH  INCOME  NOTES  ON  BEHALF  OF  SUCH 
OWNER. 

IF  THE  TRANSFER  OF  INCOME  NOTES  IS  TO  BE  MADE  PURSUANT  TO  CLAUSE  (A)(1)  OR 
(A)(2)  OF  THE  PRECEDING  PARAGRAPH,  THE  TRANSFEREE  OF  THE  INCOME  NOTES  WILL  (1) 
BE  REQUIRED  TO  EXECUTE  AND  DELIVER  TO  THE  ISSUER  AND  THE  FISCAL  AGENT  AN 
INCOME  NOTES  PURCHASE  AND  TRANSFER  LETTER,  SUBSTANTIALLY  IN  THE  FORM 
ATTACHED  TO  THE  FISCAL  AGENCY  AGREEMENT,  STATING  THAT  AMONG  OTHER  THINGS, 
THE  TRANSFEREE  IS  (X)  A  QUALIFIED  INSTITUTIONAL  BUYER  AS  DEFINED  IN  RULE  144A 
UNDER  THE  SECURITIES  ACT  PURCHASING  FOR  ITS  OWN  ACCOUNT  OR  FOR  THE 
ACCOUNT  OF  A  QUALIFIED  INSTITUTIONAL  BUYER,  OR  (Y)  AN  ACCREDITED  INVESTOR 
(AS  DEFINED  IN  RULE  501(a)  UNDER  THE  SECURITIES  ACT)  WHO  HAS  A  NET  WORTH  OF 
NOT  LESS  THAN  U.S.S10  MILLION  AND  (Z)  A  QUALIFIED  PURCHASER  FOR  THE  PURPOSES 
OF  THE  INVESTMENT  COMPANY  ACT  AND  (2)  RECEIVE  ONE  OR  MORE  DEFINITIVE  INCOME 
NOTES. 

IF  THE  TRANSFER  OF  INCOME  NOTES  IS  TO  BE  MADE  PURSUANT  TO  CLAUSE  (A)(3)  OF  THE 
SECOND  PRECEDING  PARAGRAPH,  THE  TRANSFEREE  OF  THE  INCOME  NOTES  WILL  BE 
REQUIRED  TO  DELIVER  TO  THE  ISSUER  AND  THE  FISCAL  AGENT  AN  INCOME  NOTES 
PURCHASE  AND  TRANSFER  LETTER,  SUBSTANTIALLY  IN  THE  FORM  ATTACHED  TO  THE 
FISCAL  AGENCY  AGREEMENT,  STATING  THAT  AMONG  OTHER  THINGS,  THE  TRANSFEREE 
IS  NOT  A  U.S.  PERSON  (AS  DEFINED  IN  REGULATION  S). 

WITH  RESPECT  TO  THE  INCOME  NOTES  PURCHASED  OR  TRANSFERRED  AFTER  THE 
CLOSING  DATE,  THE  PURCHASER  OR  TRANSFEREE  IS  DEEMED  TO  REPRESENT  AND 
WARRANT),  THAT  (i)  IT  IS  NOT  (A)  AN  "EMPLOYEE  BENEFIT  PLAN"  AS  DEFINED  IN  AND 
SUBJECT  TO  TITLE  I  OF  THE  UNITED  STATES  EMPLOYEE  RETIREMENT  INCOME  SECURITY 
ACT  OF  1974,  AS  AMENDED  ("ERISA"),  (B)  A  "PLAN"  AS  DESCRIBED  IN  SECTION  4975  OF  THE 
UNITED  STATES  INTERNAL  REVENUE  CODE  OF  1986,  AS  AMENDED  (THE  "CODE"),  OR  (C) 
AN  ENTITY  WHOSE  ASSETS  INCLUDE  "PLAN  ASSETS"  WITHIN  THE  MEANING  OF  ERISA  BY 
REASON  OF  AN  EMPLOYEE  BENEFIT  PLAN'S  OR  OTHER  PLAN'S  INVESTMENT  IN  THE 
ENTITY  (ALL  SUCH  PERSONS  AND  ENTITIES  DESCRIBED  IN  CLAUSES  (A)  THROUGH  (C) 
BEING  REFERRED  TO  HEREIN  AS  "BENEFIT  PLAN  INVESTORS");  AND  (ii)  IT  IS  NOT  A 
PERSON  WHO  HAS  DISCRETIONARY  AUTHORITY  OR  CONTROL  WITH  RESPECT  TO  THE 
ASSETS  OF  THE  ISSUER  OR  A  PERSON  WHO  PROVIDES  INVESTMENT  ADVICE  FOR  A  FEE 
(DIRECT  OR  INDIRECT)  WITH  RESPECT  TO  THE  ASSETS  OF  THE  ISSUER,  OR  ANY 
"AFFILIATE"  (WITHIN  THE  MEANING  OF  29  C.F.R.  SECTION  2510.3-101(0(3))  OF  ANY  SUCH 
PERSON.  IF  THE  PURCHASER  OR  TRANSFEREE  IS  AN  EMPLOYEE  BENEFIT  PLAN  SUBJECT 
TO  ANY  FEDERAL,  STATE,  LOCAL  OR  FOREIGN  LAW  THAT  IS  SUBSTANTIALLY  SIMILAR  TO 
THE  PROVISIONS  OF  SECTION  406  OF  ERISA  OR  SECTION  4975  OF  THE  CODE  ("SIMILAR 
LAW"),  SUCH  PURCHASER  OR  TRANSFEREE  ALSO  IS  DEEMED  TO  REPRESENT  AND 
WARRANT  THAT  ITS  PURCHASE  AND  HOLDING  OF  THE  INCOME  NOTES  WILL  NOT 
CONSTITUTE  OR  RESULT  IN  A  VIOLATION  OF  ANY  SIMILAR  LAW  FOR  WHICH  AN 
EXEMPTION  IS  NOT  AVAILABLE.  ANY  PURPORTED  TRANSFER  OF  AN  INCOME  NOTE  THAT 
DOES  NOT  COMPLY  WITH  THE  REQUIREMENTS  SET  FORTH  ABOVE  SHALL  BE  NULL  AND 
VOID  AB  INITIO. 

PAYMENTS  TO  THE  HOLDERS  OF  THE  INCOME  NOTES  ARE  SUBORDINATE  TO  THE 
PAYMENT  ON  EACH  PAYMENT  DATE  OF  PRINCIPAL  OF  AND  INTEREST  ON  THE  SECURED 
NOTES  OF  THE  ISSUER  OR  CO-ISSUER,  AS  APPLICABLE,  AND  THE  PAYMENT  OF  CERTAIN 
OTHER  AMOUNTS,  TO  THE  EXTENT  AND  AS  DESCRIBED  IN  THE  INDENTURE. 

13.  Pursuant  to  the  terms  of  the  Fiscal-Agency. Agreement,  unless  otherwise  determined  by  the  Issuer 

in  accordance  with  the  Fiscal  Agency  Agreement,  the  Income  Notes  (other  than  the  Regulation  S  Income  Notes)  will 
bear  a  legend  to  the  following  effect: 
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THE  INCOME  NOTES  ARE  THE  SUBJECT  OF,  AND  ARE  ISSUED  SUBJECT  TO  THE  TERMS  AND 
CONDITIONS  OF,  THE  FISCAL  AGENCY  AGREEMENT,  DATED  ON  OR  ABOUT  DECEMBER  5, 
2006  (THE  "FISCAL  AGENCY  AGREEMENT")  BY  AND  BETWEEN  THE  ISSUER  OF  THE  INCOME 
NOTES  AND  THE  BANK  OF  NEW  YORK  TRUST  COMPANY,  NATIONAL  ASSOCIATION,  AS 
FISCAL  AGENT.  COPIES  OF  THE  FISCAL  AGENCY  AGREEMENT  MAY  BE  OBTAINED  FROM 
THE  FISCAL  AGENT. 

THE  INCOME  NOTES  HAVE  NOT  BEEN  AND  WILL  NOT  BE  REGISTERED  UNDER  THE  UNITED 
STATES  SECURITIES  ACT  OF  1933,  AS  AMENDED  (THE  "SECURITIES  ACT"),  AND  THE  ISSUER 
HAS  NOT  BEEN  REGISTERED  UNDER  THE  UNITED  STATES  INVESTMENT  COMPANY  ACT  OF 
1940,  AS  AMENDED  (THE  "INVESTMENT  COMPANY   ACT").     THE  HOLDER  HEREOF,  BY 
PURCHASING  THE  INCOME  NOTES  REPRESENTED  HEREBY,  AGREES  FOR  THE  BENEFIT  OF 
THE    ISSUER   THAT   SUCH    INCOME   NOTES    MAY    BE   OFFERED,    SOLD,   PLEDGED    OR 
OTHERWISE  TRANSFERRED,  ONLY  (A)(1)  TO  A  PERSON  WHOM  THE  SELLER  REASONABLY 
BELIEVES  IS  A  QUALIFIED  INSTITUTIONAL  BUYER  AS  DEFINED  IN  RULE  144A  UNDER  THE 
SECURITIES  ACT  AND  IS  PURCHASING  FOR  ITS  OWN  ACCOUNT  OR  FOR  THE  ACCOUNT  OF 
A  QUALIFIED  INSTITUTIONAL  BUYER,  IN  A  TRANSACTION  MEETING  THE  REQUIREMENTS 
OF  RULE   144A  UNDER  THE  SECURITIES  ACT,  (2)  TO  AN  ACCREDITED  INVESTOR  (AS 
DEFINED  IN  RULE  501(a)  UNDER  THE  SECURITIES  ACT)  WHO  HAS  A  NET  WORTH  OF  NOT 
LESS  THAN  U.S.S10  MILLION)  IN  A  TRANSACTION  EXEMPT  FROM  REGISTRATION  UNDER 
THE  SECURITIES  ACT,  OR  (3)  TO  A  NQN-U.S.  PERSON  IN  AN  OFFSHORE  TRANSACTION 
COMPLYING  WITH  RULE  903  OR  RULE  904  OF  REGULATION  S  UNDER  THE  SECURITIES  ACT, 
AND,  IN  THE  CASE  OF  CLAUSE  (1)  AND  (2)  IN  A  PRINCIPAL  AMOUNT  OF  NOT  LESS  THAN 
$250,000  OR  IN  THE  CASE  OF  CLAUSE  (3)  IN  A  PRINCIPAL  AMOUNT  OF  NOT  LESS  THAN 
$100,000.  FURTHERMORE,  THE  PURCHASER  AND  EACH  ACCOUNT  FOR  WHICH  IT  IS  ACTING 
AS  A  PURCHASER,  OTHER  THAN  IN  THE  CASE  OF  CLAUSE  (A)(3)  ABOVE,  REPRESENTS  FOR 
THE  BENEFIT  OF  THE  ISSUER  THAT  IT  (V)  IS  A  QUALIFIED  PURCHASER  FOR  THE  PURPOSES 
OF  SECTION  3(c)(7)  OF  THE  INVESTMENT  COMPANY  ACT,  (W)  WAS  NOT  FORMED  FOR  THE 
PURPOSE  OF  INVESTING  IN  THE  ISSUER  (EXCEPT  WHEN  EACH  BENEFICIAL  OWNER  OF  THE 
PURCHASER  IS  A  QUALIFIED  PURCHASER),  (X)  HAS  RECEIVED  THE  NECESSARY  CONSENT 
FROM  ITS  BENEFICIAL  OWNERS  WHEN  THE  PURCHASER  IS  A  PRIVATE  INVESTMENT 
COMPANY  FORMED  BEFORE  APRIL  30,  1996,  (Y)  IS  NOT  A  BROKER-DEALER  THAT  OWNS 
AND  INVESTS  ON  A  DISCRETIONARY  BASIS  LESS  THAN  U.S.$25,000,000  IN  SECURITIES  OF 
UNAFFILIATED    ISSUERS   AND   (Z)   IS   NOT   A    PENSION,   PROFIT   SHARING   OR    OTHER 
RETIREMENT  TRUST  FUND  OR  PLAN   IN   WHICH  THE   PARTNERS,  BENEFICIARIES  OR 
PARTICIPANTS,  AS  APPLICABLE,  MAY  DESIGNATE  THE  PARTICULAR  INVESTMENTS  TO  BE 
MADE,  AND,  IN  EACH  CASE,  IN  A  TRANSACTION  THAT  MAY  BE  EFFECTED  WITHOUT  LOSS 
OF  ANY  APPLICABLE  INVESTMENT  COMPANY  ACT  EXEMPTION  AND  (B)  IN  ACCORDANCE 
WITH  ALL  APPLICABLE  SECURITIES  LAWS  OF  THE  STATES  OF  THE  UNITED  STATES.   ANY 
PURPORTED  TRANSFER  IN  VIOLATION  OF  THE  FOREGOING  WILL  NOT  BE  PERMITTED  OR 
REGISTERED  BY  THE  INCOME  NOTES  TRANSFER  AGENT.  EACH  TRANSFEROR  OF  THE 
INCOME  NOTES  WILL  PROVIDE  NOTICE  OF  THE  TRANSFER  RESTRICTIONS  SET  FORTH 
HEREIN  AND  IN  THE  FISCAL  AGENCY  AGREEMENT  TO  ITS  TRANSFEREE.   IN  ADDITION  TO 
THE  FOREGOING,  THE  ISSUER  HAS  THE  RIGHT  TO  COMPEL  ANY  BENEFICIAL  OWNER  OF 
AN  INCOME  NOTE  THAT  IS  A  U.S.  PERSON  AND  IS  NOT  (A)  A  QUALIFIED  PURCHASER  AND 
(B)  EITHER  A  QUALIFIED  INSTITUTIONAL  BUYER  OR  AN  ACCREDITED  INVESTOR  WHO  HAS 
A  NET  WORTH  OF  NOT  LESS  THAN  U.S.$10  MILLION  TO  SELL  SUCH  INCOME  NOTES,  OR 
MAY  SELL  SUCH  INCOME  NOTES  ON  BEHALF  OF  SUCH  OWNER. 

IF  THE  TRANSFER  OF  INCOME  NOTES  IS  TO  BE  MADE  PURSUANT  TO  CLAUSE  (A)(1)  OR 
(A)(2)  OF  THE  PRECEDING  PARAGRAPH,  THE  TRANSFEREE  OF  THE  INCOME  NOTES  WILL  (1) 
BE  REQUIRED  TO  EXECUTE  AND  DELIVER  TO  THE  ISSUER  AND  THE  INCOME  NOTES 
TRANSFER  AGENT  AN  INCOME  NOTES-.  PURCHASE  AND  TRANSFER  LETTER, 
SUBSTANTIALLY  IN  THE  FORM  ATTACHED  TO  THE  FISCAL  AGENCY  AGREEMENT, 
STATING  THAT  AMONG  OTHER  THINGS,  THE  TRANSFEREE  IS  (X)  A  QUALIFIED 
INSTITUTIONAL    BUYER    AS    DEFINED    IN    RULE    144A    UNDER    THE    SECURITIES    ACT 
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PURCHASING  FOR  ITS  OWN  ACCOUNT  OR  FOR  THE  ACCOUNT  OF  A  QUALIFIED 
INSTITUTIONAL  BUYER,  OR  (Y)  AN  ACCREDITED  INVESTOR  (AS  DEFINED  IN  RULE  501(a) 
UNDER  THE  SECURITIES  ACT)  WHO  HAS  A  NET  WORTH  OF  NOT  LESS  THAN  U.S.S10 
MILLION  AND  (Z)  A  QUALIFIED  PURCHASER  FOR  THE  PURPOSES  OF  THE  INVESTMENT 
COMPANY  ACT  AND  (2)  RECEIVE  ONE  OR  MORE  DEFINITIVE  INCOME  NOTES. 

IF  THE  TRANSFER  OF  INCOME  NOTES  IS  TO  BE  MADE  PURSUANT  TO  CLAUSE  (AX3)  OF  THE 
SECOND  PRECEDING  PARAGRAPH,  THE  TRANSFEREE  OF  THE  INCOME  NOTES  WILL  BE 
REQUIRED  TO  DELIVER  TO  THE  ISSUER  AND  THE  INCOME  NOTES  TRANSFER  AGENT  AN 
INCOME  NOTES  PURCHASE  AND  TRANSFER  LETTER,  SUBSTANTIALLY  IN  THE  FORM 
ATTACHED  TO  THE  FISCAL  AGENCY  AGREEMENT,  STATING  THAT  AMONG  OTHER  THINGS, 
THE  TRANSFEREE  IS  NOT  A  U.S.  PERSON  (AS  DEFINED'lN  REGULATION  S). 

WITH  RESPECT  TO  THE  INCOME  NOTES  PURCHASED  OR  TRANSFERRED  ON  OR  AFTER  THE 
CLOSING  DATE,  THE  PURCHASER  OR  TRANSFEREE  MUST  DISCLOSE  IN  WRITING  IN 
ADVANCE  TO  THE  FISCAL  AGENT  (i)  WHETHER  OR  NOT  IT  IS  (A)  AN  "EMPLOYEE  BENEFIT 
PLAN"  AS  DEFINED  IN  AND  SUBJECT  TO  TITLE  I  OF  THE  UNITED  STATES  EMPLOYEE 
RETIREMENT  INCOME  SECURITY  ACT  OF  1974,  AS  AMENDED  ("ERISA"),  (B)  A  "PLAN" 
DESCRIBED  IN  AND  SUBJECT  TO  SECTION  4975  OF  THE  UNITED  STATES  INTERNAL 
REVENUE  CODE  OF  1986,  AS  AMENDED  (THE  "CODE"),  OR  (C)  AN  ENTITY  WHOSE  ASSETS 
INCLUDE  "PLAN  ASSETS"  WITHIN  THE  MEANING  OF  ERISA  BY  REASON  OF  AN  EMPLOYEE 
BENEFIT  PLAN  OR  OTHER  PLAN'S  INVESTMENT  IN  THE  ENTITY  (ALL  SUCH  PERSONS  AND 
ENTITIES  DESCRIBED  IN  CLAUSES  (A)  THROUGH  (C)  BEING  REFERRED  TO  HEREIN  AS 
"BENEFIT  PLAN  INVESTORS");  (ii)  IF  THE  PURCHASER  OR  TRANSFEREE  IS  A  BENEFIT  PLAN 
INVESTOR  (OR  ANOTHER  EMPLOYEE  BENEFIT  PLAN  SUBJECT  TO  ANY  FEDERAL,  STATE, 
LOCAL  OR  FOREIGN  LAW  THAT  IS  SUBSTANTIALLY  SIMILAR  TO  THE  PROVISIONS  OF 
SECTION  406  OF  ERISA  OR  SECTION  4975  OF  THE  CODE  ("SIMILAR  LAW")),  THAT  THE 
PURCHASE  AND  HOLDING  OR  TRANSFER  AND  HOLDING  OF  INCOME  NOTES  WILL  NOT 
CONSTITUTE  OR  RESULT  IN  A  PROHIBITED  TRANSACTION  UNDER  SECTION  406  OF  ERISA 
OR  SECTION  4975  OF  THE  CODE  (OR  IN  THE  CASE  OF  ANOTHER  EMPLOYEE  BENEFIT  PLAN 
SUBJECT  TO  SIMILAR  LAW,  ANY  SIMILAR  LAW)  FOR  WHICH  AN  EXEMPTION  IS  NOT 
AVAJLABLE;  AND  (iii)  WHETHER  OR  NOT  IT  IS  A  PERSON  (OTHER  THAN  A  BENEFIT  PLAN 
INVESTOR)  WHO  HAS  DISCRETIONARY  AUTHORITY  OR  CONTROL  WITH  RESPECT  TO  THE 
ASSETS  OF  THE  ISSUER  OR  A  PERSON  WHO  PROVIDES  INVESTMENT  ADVICE  FOR  A  FEE 
(DIRECT  OR  INDIRECT)  WITH  RESPECT  TO  THE  ASSETS  OF  THE  ISSUER,  OR  ANY 
"AFFILIATE"  (WITHIN  THE  MEANING  OF  29  C.F.R.  SECTION  25 1 0.3- 10 1(f)(3))  OF  ANY  SUCH 
PERSON.  IF  A  PURCHASER  IS  AN  INSURANCE  COMPANY  ACTING  ON  BEHALF  OF  ITS 
GENERAL  ACCOUNT  OR  OTHER  ENTITY  DEEMED  TO  BE  HOLDING  PLAN  ASSETS,  IT  WILL 
BE  PERMITTED  TO  SO  INDICATE,  AND  REQUIRED  TO  IDENTIFY  A  MAXIMUM  PERCENTAGE 
OF  THE  ASSETS  IN  SUCH  GENERAL  ACCOUNT  OR  ENTITY  THAT  MAY  BE  OR  BECOME  PLAN 
ASSETS,  IN  WHICH  CASE  THE  PURCHASER  OR  TRANSFEREE  WILL  BE  REQUIRED  TO  MAKE 
CERTAIN  FURTHER  AGREEMENTS  THAT  WOULD  APPLY  IN  THE  EVENT  THAT  SUCH 
MAXIMUM  PERCENTAGE  WOULD  THEREAFTER  BE  EXCEEDED.  THE  PURCHASER  AGREES 
THAT,  BEFORE  ANY  INTEREST  IN  AN  INCOME  NOTE  MAY  BE  OFFERED,  SOLD,  PLEDGED  OR 
OTHERWISE  TRANSFERRED,  THE  TRANSFEREE  WILL  BE  REQUIRED  TO  PROVIDE  THE 
INCOME  NOTES  TRANSFER  AGENT  WITH  AN  INCOME  NOTE  PURCHASE  AND  TRANSFER 
LETTER  (SUBSTANTIALLY  IN  THE  FORM  ATTACHED  TO  THE  FISCAL  AGENCY 
AGREEMENT)  STATING,  AMONG  OTHER  THINGS,  WHETHER  THE  TRANSFEREE  IS  A 
BENEFIT  PLAN  INVESTOR.  THE  TRUSTEE  OR  INCOME  NOTES  TRANSFER  AGENT  WILL  NOT 
PERMIT  OR  REGISTER  ANY  PURCHASE  OR  TRANSFER  OF  INCOME  NOTES  TO  THE  EXTENT 
THAT  THE  PURCHASE  OR  TRANSFER  WOULD  RESULT  IN  BENEFIT  PLAN  INVESTORS 
OWNING  25%  OR  MORE  OF  THE  TOTAL  VALUE  OF  THE  OUTSTANDING  INCOME  NOTES 
(OTHER  THAN  THE  INCOME  NOTESrOWNED  BY- THE  LIQUIDATION  AGENT,  THE  TRUSTEE 
AND  THEIR  AFFILIATES)  IMMEDIATELY  AFTER  SUCH  PURCHASE  OR  TRANSFER 
(DETERMINED  IN  ACCORDANCE  WITH  THE  PLAN  ASSET  REGULATION  (AS  DEFINED 
HEREIN)  AND  IN  THE  FISCAL  AGENCY  AGREEMENT). 
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PAYMENTS  TO  THE  HOLDERS  OF  THE  INCOME  NOTES  ARE  SUBORDINATE  TO  THE 
PAYMENT  ON  EACH  PAYMENT  DATE  OF  PRINCIPAL  OF  AND  INTEREST  ON  THE  SECURED 
NOTES  OF  THE  ISSUER  OR  CO-ISSUER,  AS  APPLICABLE,  AND  THE  PAYMENT  OF  CERTAIN 
OTHER  AMOUNTS,  TO  THE  EXTENT  AND  AS  DESCRIBED  IN  THE  INDENTURE. 

14.  The  purchaser  is  not  purchasing  the  Notes  in  order  to  reduce  any  United  States  federal  income  tax 
liability  or  pursuant  to  a  tax  avoidance  plan  with  respect  to  United  States  federal  income  taxes  within  the  meaning  of 
U.S.  Treasury  Regulation  Section  1.881-3(aX4). 

15.  The  purchaser  agrees,  in  the  case  of  the  Secured  Notes,  to  treat  the  Notes  as  debt  for  United  States 
federal,  state  and  local  income  taxes  and,  in  the  case  of  the  Income  Notes,  to  treat  such  Income  Notes  as  equity  for 
United  States  federal,  state  and  local  income  tax  purposes. 

16.  The  purchaser  acknowledges  that  due  to  money  laundering  requirements  operating  in  the  Cayman 
Islands,  the  Issuer  and  the  Note  Transfer  Agent  or  the  Income  Notes  Transfer  Agent,  as  applicable,  may  require 
further  identification  of  the  purchaser  before  the  purchase  application  can  proceed.  The  Issuer  and  the  Note  Transfer 
Agent  or  the  Income  Notes  Transfer  Agent  shall  be  held  harmless  and  indemnified  by  the  purchaser  against  any  toss 
arising  from  the  failure  to  process  the  application  if  such  information  as  has  been  required  from  the  purchaser  has 
not  been  provided  by  the  purchaser.  . 

The  Notes  that  are  being  offered  hereby  in  reliance  on,  the  exemption  from  registration  under 
Regulation  S  (such  Notes,  respectively,  the  "Regulation  S  Co-Issued  Notes";  the  "Regulation  S  Class  E 
Notes";  the  "Regulation  S  Income  Notes";  and,  collectively,  the  "Regulation  S  Notes")  have  not  been  and  will 
not  be  registered  under  the  Securities  Act  and  neither  of  the  Issuers  will  be  registered  under  the  Investment 
Company  Act.  The  Regulation  S  Notes  may  not  be  offered  or  sold  within  the  United  States  or  to  U.S.  Persons 
(as  defined  in  Regulation  S)  unless  the  purchaser  certifies  or  is  deemed  to  have  certified  that  it  is  a  qualified 
institutional  buyer  as  defined  in  Rule  144A  (a  "Qualified  Institutional  Buyer")  and  a  "qualified  purchaser" 
for  the  purposes  of  Section  3(c)(7)  of  the  Investment  Company  Act  (a  "Qualified  Purchaser")  or,  solely  in  the 
case  of  the  income  Notes,  that  it  is  an  "accredited  investor"  as  defined  in  Rule  501(a)  under  the  Securities  Act 
(an  "Accredited  Investor")  who  has  a  net  worth  of  not  less  than  $10  million  and  a  Qualified  Purchaser,  and 
takes  delivery  in  the  form  of  (i)  an  interest  in  a  Rule  144A  Global  Note  in  an  amount  at  least  equal  to  the 
minimum  denomination  applicable  to  the  Rule  144A  Notes  or  (ii)  an  Income  Note  in  a  principal  amount  at 
least  equal  to  $250,000.  See  "Description  of  the  Notes"  and  "Underwriting." 

The  requirements  set  forth  under  "Notice  to  Investors"  above  apply  only  to  Notes  offered  in  the  United 
States,  except  for  the  requirements  set  forth  in  Paragraphs  (4),  (5),  (6),  (10),  (1 1),  (14)  and  (15)  and  except  that  the 
Regulation  S  Notes  will  bear  the  legends  set  forth  in  Paragraphs  (7),  (8)  and  (12)  under  "Notice  to  Investors"  above. 

THE  ISSUERS  ACCEPT  RESPONSIBILITY  FOR  THE  INFORMATION  CONTAINED  IN  THIS 
OFFERING  CIRCULAR  OTHER  THAN  INFORMATION  PROVIDED  IN  THE  SECTIONS  ENTITLED  'THE 
LIQUIDATION  AGENCY  AGREEMENT— THE  LIQUIDATION  AGENT".  TO  THE  BEST  OF  THE 
KNOWLEDGE  AND  THE  BELIEF  OF  THE  ISSUERS,  THE  INFORMATION  CONTAINED  IN  THIS 
OFFERING  CIRCULAR  OTHER  THAN  INFORMATION  PROVIDED  IN  THE  SECTION  ENTITLED  'THE 
LIQUIDATION  AGENCY  AGREEMENT— THE  LIQUIDATION  AGENT",  IS  ACCURATE  IN  ALL 
MATERIAL  RESPECTS  AND  DOES  NOT  OMIT  ANYTHING  LIKELY  TO  AFFECT  THE  IMPORT  OF  SUCH 
INFORMATION.  THE  LIQUIDATION  AGENT  ACCEPTS  RESPONSIBILITY  FOR  THE  INFORMATION 
PROVIDED  IN  "THE  LIQUIDATION  AGENCY  AGREEMENT— THE  LIQUIDATION  AGENT"  SECTION. 
TO  THE  BEST  OF  THE  KNOWLEDGE  AND  THE  BELIEF  OF  THE  LIQUIDATION  AGENT,  THE 
INFORMATION  CONTAINED  IN  THE  SECTION  ENTITLED  "THE  LIQUIDATION  AGENCY 
AGREEMENT— THE  LIQUIDATION  AGENT"  IS  ACCURATE  IN  ALL  MATERIAL  RESPECTS  AND  DOES 
NOT  OMIT  ANYTHING  LIKELY  TO  AFFECT  THE  IMPORT  OF  SUCH  INFORMATION. 

EACH  PURCHASER  OF  THE  NOTES_MUST  COMPLY  WITH  ALL  APPLICABLE  LAWS  AND 
REGULATIONS  IN  FORCE  IN  EACH  JURISDICTION  IN  WHICH  IT  PURCHASES,  OFFERS  OR  SELLS 
SUCH  NOTES  OR  POSSESSES  OR  DISTRIBUTES  THIS  OFFERING  CIRCULAR  AND  MUST  OBTAIN  ANY 
CONSENT,  APPROVAL  OR  PERMISSION  REQUIRED  FOR  THE  PURCHASE,  OFFER  OR  SALE  BY  IT  OF 

19 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-021821214 


Footnote  Exhibits  -  Page  3023 


SUCH  NOTES  UNDER  THE  LAWS  AND  REGULATIONS  IN  FORCE  IN  ANY  JURISDICTIONS  TO  WHICH 
IT  IS  SUBJECT  OR  IN  WHICH  IT  MAKES  SUCH  PURCHASES,  OFFERS  OR  SALES,  AND  NONE  OF  THE 
ISSUERS,  THE  INITIAL  PURCHASER,  THE  LIQUIDATION  AGENT,  THE  SENIOR  SWAP 
COUNTERPARTY,  THE  CREDIT  PROTECTION  BUYER,  THE  COLLATERAL  PUT  PROVIDER  OR  THEIR 
AGENTS  SPECIFIED  HEREIN  SHALL  HAVE  ANY  RESPONSIBILITY  THEREFOR. 
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AVAILABLE  INFORMATION 

To  permit  compliance  with  Rule  144A  in  connection  with  the  resale  of  the  Notes,  the  Issuers  will  be 
required  under  the  Indenture  and  the  Fiscal  Agency  Agreement,  to  furnish  upon  request  to  a  Holder  or  beneficial 
owner  of  a  Note  and  to  a  prospective  investor  who  is  a  Qualified  Institutional  Buyer  designated  by  such  Holder  or 
beneficial  owner,  the  information  required  to  be  delivered  under  Rule  144A(d)(4)  if,  at  the  time  of  the  request 
neither  the  Issuer  nor  the  Co-Issuer,  as  applicable,  is  a  reporting  company  under  Section  13  or  Section  15(d)  of  the 
United  States  Securities  Exchange  Act  of  1934,  as  amended  (the  "Exchange  Act"),  nor  exempt  from  reporting 
pursuant  to  Rule  1 2g3-2(b)  under  the  Exchange  Act. 

To  the  extent  the  Issuer  or  the  Trustee  delivers  any  annual  or  other  periodic  report  to  the  Holders  of  the 
Secured  Notes,  the  Issuer  or  the  Trustee  will  include  in  such  report  a  reminder  that  (1)  each  Holder  (other  than  those 
Holders  who  are  not  U.S.  Persons  and  have  purchased  their  Notes  outside  the  United  States  pursuant  to 
Regulation  S)  is  required  to  be  (i)  a  Qualified  Institutional  Buyer  and  (ii)  a  Qualified  Purchaser,  in  each  case  that  can 
make  all  of  the  representations  in  the  Indenture  applicable  to  a  Holder  that  is  a  U.S.  Person;  (2)  the  Notes  can  only 
be  transferred  (i)  to  a  transferee  that  is  (a)  a  Qualified  Institutional  Buyer  and  (b)  a  Qualified  Purchaser  that  can 
make  all  of  the  representations  in  the  Indenture  applicable  to  a  Holder  who  is  a  U.S.  Person  or  (ii)  to  a  non-U.S. 
Person  in  an  offshore  transaction  complying  with  Rule  903  or  904  under  Regulation  S;  and  (3)  the  Issuers  have  the 
right  to  compel  any  Holder  who  does  not  meet  the  transfer  restrictions  set  forth  in  the  Indenture  to  transfer  its 
interest  in  the  Notes  to  a  person  designated  by  the  Issuers  or  sell  such  interests  on  behalf  of  the  Holder. 

To  the  extent  the  Issuer  or  the  Fiscal  Agent  delivers  any  annual  or  periodic  reports  to  the  Holders  of  the 
Income  Notes,  the  Issuer  or  the  Fiscal  Agent,  as  applicable,  will  include  in  such  report  a  reminder  that  (1)  each 
Holder  (other  than  those  Holders  who  are  not  U.S.  Persons  and  have  purchased  their  Income  Notes  outside  the 
United  States  pursuant  to  Regulation  S)  is  required  to  be  (a)  a  Qualified  Institutional  Buyer  or  an  Accredited 
Investor  who  has  a  net  worth  of  not  less  than  U.S.S10  million  and  (b)  a  Qualified  Purchaser  that  can  make  all  of  the 
representations  in  the  Income  Notes  Purchase  and  Transfer  Letter  applicable  to  a  Holder  who  is  a  U.S.  Person;  (2) 
the  Income  Notes  can  only  be  transferred  to  a  transferee  that  is  (i)(a)  a  Qualified  Institutional  Buyer  or  an  Accredited 
Investor  who  has  a  net  worth  not  less  than  U.S.S10  million  and  (b)  a  Qualified  Purchaser  or  (ii)  a  non-U.S.  Person  in 
an  offshore  transaction  complying  with  Rule  903  or  Rule  904  under  Regulation  S;  and  (3)  the  Issuer  has  the  right  to 
compel  any  Holder  who  does  not  meet  the  transfer  restrictions  set  forth  in  the  Fiscal  Agency  Agreement  to  transfer 
its  Income  Notes  to  a  person  designated  by  the  Issuer  or  sell  such  Income  Notes  on  behalf  of  the  Holder. 

In  addition,  notwithstanding  the  foregoing,  any  prospective  purchaser  (and  each  employee,  representative, 
or  other  agent  of  a  prospective  purchaser)  may  disclose  to  any  and  all  persons,  without  limitation  of  any  kind,  the  tax 
treatment  and  tax  structure  of  the  transactions  described  in  this  Offering  Circular  and  all  materials  of  any  kind 
(including  opinions  or  other  tax  analyses)  that  are  provided  to  the  prospective  purchaser  relating  to  such  tax 
treatment  and  tax  structure.  This  authorization  of  tax  disclosure  is  retroactively  effective  to  the  commencement  of 
discussions  with  the  prospective  purchaser  regarding  the  transactions  contemplated  herein. 
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TRANSACTION  OVERVIEW 

This  overview  is  not  complete  and  is  qualified  in  its  entirety  by  reference  to  (i)  the  detailed  information  appearing 
elsewhere  in  this  Offering  Circular,  (ii)  the  terms  and  conditions  of  the  Notes  and  (Hi)  the  provisions  of  the 
documents  referred  to  in  this  Offering  Circular. 
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(1)  On  the  Closing  Date  the  Issuer  and  Goldman  Sachs  International,  as  the  Senior  Swap  Counterparty,  will  enter  into  the  Senior  Swap 
whereby  (a)  the  Issuer  will  pay  to  the  Senior  Swap  Counterparty  the  Senior  Swap  Premium  on  each  Payment  Date  and  (b)  if  the  Balance  or 
the  Eligible  Investments  and  the  Collateral  Securities  in  the  Collateral  Account  has  been  reduced  to  zero,  the  Senior  Swap  Counterparty 
will  pay  to  the  Issuer  amounts  equal  to  credit  protection  amounts  due  to  the  Credit  Protection  Buyer  under  the  Credit  Default  Swap. 

(2)  On  the  Closing  Date,  the  Notes  will  be  issued  in  the  Aggregate  Outstanding  Amount  set  forth  in  the  "Summary— Notes". 

(3)  The  Issuer  will  use  the  net  proceeds  of  the  offering  of  the  Notes  to  purchase  the  initial  Collateral  Securities  and  Eligible  Investments 
selected  by  the  Credit  Protection  Buyer. 

(4)  On  the  Closing  Date,  the  Issuer  and  Goldman  Sachs  International,  as  the  Credit  Protection  Buyer,  will  enter  into  the  Credit  Default  Swap 
whereby  the  Issuer  (a)  sells  credit  protection  to  the  Credit  Protection  Buyer  with  respect  to  a  Reference  Portfolio  of  RMBS  Securities  and 
(b)  receives  from  the  Credit  Protection  Buyer  (i)  a  Fixed  Payment  on  each  Payment  Date  and  (ii)  certain  Additional  Fixed  Payments.  The 
Issuer  will  pay  to  the  Credit  Protection  Buyer  (i)  certain  Additional  Floating  Amounts  arid  (ii)  following  the  occurrence  of  o  Credit  Event 
and  the  satisfaction  of  the  Conditions  to  Settlement  an  amount  equal  to  the  Physical  Settlement  Amount.  For  a  description  of  all  payments 
to  be  made  under  the  Credit  Default  Swap,  see  "The  Credit  Default  Swap— Credit  Protection  Buyer  Payments"  and  "—Credit  Protection 
Seller  Payments". 

(5)  On  the  Closing  Dale,  the  Issuer  and  Goldman  Sachs  International,  as  the  Collateral  Put  Provider,  will  enter  into  the  Collateral  Put 
Agreement  whereby  the  Liquidation  Agent,  on  behalf  of  the  Issuer,  will  have  the  right  to  put  a  Collateral  Security  or  an  Eligible  Investment 
(other  than  Put  Excluded  Collateral)  to  the  Collateral  Put  Provider  in  return  for  a  payment  of  100%  of  the  principal  amount  of  such 
Collateral  Security  or  Eligible  Investment,  as  applicable,  if  it  cannot  be  liquidated  by  the  Liquidation  Agent  on  behalf  of  the  Issuer  for  an 
amount  equal  to  at  least  100%  of  par  in  connection  with  the  payment  by  the  Issuer  to  the  Credit  Protection  Buyer  of  amounts  due  thereto 
under  the  Credit  Default  Swap. 
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SUMMARY 

The  following  summary  is  qualified  in  its  entirety  by  the  detailed  information  appearing  elsewhere  in  this 
Offering  Circular.  For  definitions  of  certain  terms  used  in  this  Offering  Circular  see  "Appendix  A  —  Certain 
Defined  Terms"  and  for  the  location  of  the  definitions  of  those  and  other  terms,  see  "Index  of  Defined  Terms. "  For 
a  discussion  of  certain  factors  to  be  considered  in  connection  with  an  investment  in  the  Notes,  see  "Risk  Factors.  " 

The  Notes 


The  Issuers. 


Hudson  Mezzanine  Funding  2006-1,  Ltd.  (the  "Issuer")  is  an  exempted 
company  incorporated  under  the  laws  of  the  Cayman  Islands  for  the  sole 
purpose  of  (i)  entering  into  and  performing  its  obligations  under,  the  Credit 
Default  Swap,  (ii)  acquiring  the  Collateral  Securities  and  the  Eligible 
Investments,  (iii)  entering  into  and  performing  its  obligations  under  the 
Senior  Swap,  the  Collateral  Put  Agreement  and  the  Liquidation  Agency 
Agreement,  (iv)  co-issuing  the  Co-Issued  Notes,  (v)  issuing  the  Class  E 
Notes  and  Income  Notes  and  (vi)  engaging  in  certain  related  transactions. 

The  Issuer  will  not  have  any  assets  other  than  (i)  the  Collateral  Securities 
and  the  Eligible  Investments  (collectively,  the  "Collateral"),  (ii)  the 
Delivered  Obligations,  if  any,  and  any  principal  payments  received 
thereon,  if  any,  delivered  to  the  Issuer,  (iii)  the  Issuer's  rights  under  the 
Credit  Default  Swap,  the  Collateral  Put  Agreement  and  the  Liquidation 
Agency  Agreement  and  (iv)  certain  other  assets  that  will  be  pledged  by  the 
Issuer  to  the  Trustee  under  the  Indenture  (the  "Pledged  Assets"),  for  the 
benefit  of  the  Secured  Parties,  as  security  for,  among  other  obligations,  the 
Issuers'  obligations  under  the  Secured  Notes  and  Senior  Swap. 

Hudson  Mezzanine  Funding  2006-1,  Corp.  (the  "Co-Issuer"  and,  together 
with  the  Issuer,  the  "Issuers")  is  a  corporation  formed  under  the  laws  of  the 
State  of  Delaware  for  the  sole  purpose  of  co-issuing  the  Secured  Notes. 

The  Co-Issuer  will  not  have  any  assets  (other  than  U.S.S10  of  equity 
capital)  and  will  not  pledge  any  assets  to  secure  the  Secured  Notes  or  the 
Senior  Swap.  The  Co-Issuer  will  have  no  claim  against  the  Issuer  in 
respect  of  the  Pledged  Assets  or  otherwise. 

The  authorized  share  capital  of  the  Issuer  consists  of  250  ordinary  shares, 
par  value  U.S.$1.00  per  share  ("Issuer  Ordinary  Shares"),  which  have  been 
issued.  The  Issuer  Ordinary  Shares  and  all  of  the  outstanding  common 
equity  of  the  Co-Issuer  will  be  held  by  Maples  Finance  Limited,  a  licensed 
trust  company  incorporated  in  the  Cayman  Islands  (the  "Administrator")  as 
the  trustee  pursuant  to  the  terms. of  a  declaration  of  trust  for  the  benefit  of 
charitable  and  similar  purposes  (the  "Share  Trustee"). 
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The  Notes 

Class 
Designation 

S 

A-f 

A-b 

B 

C 

D 

-  E 

Income  Notes 

Original  Principal 
Amount 

$37,000,000 

$110,000,000 

$120,000,000 

$230,000,000 

$170,000,000 

$84,000,000 

$26,000,000 

$60,000,000 

Stated  Maturity 

August  12,  2012 

April  12.  2042 

Minimum 
Denomination 
(Integral 
Multiples): 

Rule  144A 

$250,000 
(ID 

$250,000 
<S1) 

$250,000 
(*1> 

$250,000 
(SD 

$250,000 

$250,000 
(*D 

$250,000 
(J1> 

$250,000 
<*D 

Reg  5 

$100,000 

1*1  > 

$100,000 

$100,000 

($1) 

$100,000 

($1) 

$100,000 
(SD 

$100,000 
<S1> 

$100,000 
<S1) 

$100,000 

Accredited 
Investors 

N/A 

N/A 

N/A 

N/A 

N/A 

N/A 

N/A 

$250,000 

<J1> 

Applicable  Investment 
Company  Act  of  1940 
Exemption 

J(eH7) 

Initial  Ratings: 

Moody's 

Aaa 

Aaa 

Aaa 

Aa2 

A2 

Baa2 

Bat 

N/A 

SAP 

AAA 

AAA 

AAA 

AA 

A 

BBB 

8B+ 

N/A 

Deferred  Interest 

No 

No 

No 

No 

Yes 

Yes 

Yes 

N/A 

Pricing  Date 

October  25, 2006 

Closing  Date 

December  5,  200S 

Interest  Rate 

1  Month  LIBOR 
+  0.15% 

1  Month  LIBOR 
♦  0.26% 

1  Month  UBOR 
+  0.50% 

1  Month  UBOR 
+  0.62% 

1  Month  LIBOR 
+  1.60% 

1  Month  LIBOR 
+  3.75% 

1  Month  UBOR 
+  6.75% 

N/A 

Fixed  or 
Floating  Rate 

Floating 

Floating 

Floating 

Floating 

Floating 

Floating 

Floating 

N/A 

Interest  Accrual 
Period[1] 

Floating  Period 

Floating  Period 

Floating  Period 

Floating  Period 

Floating  Period 

Floating  Period 

Floating  Period 

N/A 

Dates  of  Payment 

(I)  the  12th  day  of  each  month  lor  if  such  day  Is  not  a  Business  Day,  the  next  succeeding  Business  Day)  beginning  in  April,  2007  and  at  Stated 
Maturity  (each,  a  "Scheduled  Payment  Date")  end  (il)  any  Redemption  Date 

First  Payment 
Date 

April  12.  2007 

April  12,2007 

April  12.  2007 

April  12. 2007 

April  12,  2007 

April  12.  2007 

April  12,  2007 

April  12,  2007 

Record  Date 

Business  Day  prior  to  the  applicable  Payment  Date  (or  the  10th  Business  Day  prior  to  the  applicable  Payment  Date  for  Notes  issued  In 

definitive  form) 

Frequency 
of  Payments 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Day  Count 

Actual/360 

Actual/360 

Actual/360 

Actual/360 

Actual/360 

Actual/360 

Actual/360 

N/A 

Form  of  Notes: 

Global 

Yes 

Yes 

Yes 

Yes    . 

Yes 

Yes 

Yes  (Reg  S  only) 

Yes  (Reg  S  only) 

Certificated 

No 

No 

No 

No 

No 

No 

Yes  (other  than 
RegS) 

Yes  (other  than 
RegS) 

CUSIPS 
Rule  144A 

443860AA9 

443860AB7 

443860AC5 

443860AD3 

443860AE1 

443860AF8 

443B60AG6 

44386PAA4 

CUSIPS  Reg  S 

G46464AA4 

G46464AB2 

G464B4AC0 

G46464AD8 

G46464AE6 

G46464AF3 

G46464AG1 

G46429AA7 

ISIN  Reg  S 

USG46464AA44 

USG46464AB27 

USG46464AC00 

U5G46464A082 

USG46464AE65 

USG46464AF31 

USG46464AG14 

USG46429AA71 

CUSIPS  REG  D 

N/A 

N/A 

N/A 

N/A 

N/A 

N/A 

N/A 

44386PAB2 

Euroclear 
Common  Codes 

027587160 

027587313 

0275B7429 

027587534 

027587000 

027587140 

027587239 

027587301 

Clearing  Method: 

1  Rule  144A 

DTC 

DTC 

DTC 

DTC 

DTC 

DTC 

Physical 

Physical 

I  RegS 

EuroClear 

EuroClear 

EuroClear 

EuroClear 

EuroClear 

EuroClear  I 

EuroClear 

Euroclear 

I .  "Pleating  Period"  mora,  with  raped  to  the  Secured  Nous  and  any  Paymeni  Date,  the  period  commencing  on  and  including  the  immediately  preceding  Paymeni  Date  {or  (he  dosing  Dale  in  the  cue  of 

the  r«i  Interest  Accrual  Period)  and  ending  on  and  including  the  day  immediilely  preceding  such  Payment  Due. 
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The  Indenture . 


The  Fiscal  Agency  Agreement . 


Status  of  the  Notes  and 
Senior  Swap 


On  the  Closing  Date,  (i)  the  Issuer  and  the  Co-Issuer  will  co-issue 
U.S.$37,000,000  principal  amount  of  Class  S  Floating  Rate  Notes  Due 
2012  (the  "Class  S  Notes"),  U.S.S  11 0,000,000  principal  amount  of 
Class  A-f  Floating  Rate  Notes  Due  2042  (the  "Class  A-f  Notes"), 
U.S.$120,000,000  principal  amount  of  Class  A-b  Floating  Rate  Notes  Due 
2042  (the  "Class  A-b  Notes"  and,  together  with  the  Class  A-f  Notes,  the 
"Class  A  Notes"),  U.S.$230,000,000  principal  amount  of  Class  B  Floating 
Rate  Notes  Due  2042  (the  "Class  B  Notes"),  U.S.$170,000,000  principal 
amount  of  Class  C  Deferrable  Floating  Rate  Notes  Due  2042  (the  "Class  C 
Notes")  and  U.S.$84,000,000  principal  amount  of  Class  D  Deferrable 
Floating  Rate  Notes  Due  2042  (the  "Class  D  Notes"  and,  together  with  the 
Class  S  Notes,  Class  A  Notes,  the  Class  B  Notes  and  the  Class  C  Notes, 
the  "Co-Issued  Notes")  and  (ii)  the  Issuer  will  issue  U.S.$26,000,000 
principal  amount  of  Class  E  Deferrable  Floating  Rate  Notes  Due  2042  (the 
"Class  E  Notes"  and,  together  with  the  Co-Issued  Notes,  the  "Secured 
Notes")  pursuant  to  an  Indenture  (the  "Indenture")  dated  on  or  about 
December  5,  2006,  among  the  Issuers  and  The  Bank  of  New  York  Trust 
Company,  National  Association,  as  trustee  and  as  securities  intermediary 
(in  such  capacity,  the  "Trustee"  and  the  "Securities  Intermediary", 
respectively).  Under  the  Indenture,  The  Bank  of  New  York  Trust 
Company,  National  Association  will  also  act  as  principal  paying  agent  for 
the  Notes  (the  "Principal  Note  Paying  Agent"),  as  registrar  (the  "Note 
Registrar"),  as  calculation  agent  (the  "Note  Calculation  Agent"),  as 
transfer  agent  (the  "Note  Transfer  Agent")  and  as  paying  agent  for  the 
Notes  (the  "Note  Paying  Agent"  and,  together  with  the  Principal  Note 
Paying  Agent,  the  Note  Registrar,  the  Note  Calculation  Agent,  the  Note 
Transfer  Agent  and  the  Irish  Paying  Agent  (if  any),  the  "Note  Agents"). 

On  the  Closing  Date,  the  Issuer  will  also  issue  U.S.$60,000,000  principal 
amount  of  Income  Notes  Due  2042  (the  "Income  Notes"  and,  together  with 
the  Secured  Notes,  the  "Notes")  pursuant  to  a  Fiscal  Agency  Agreement 
(the  "Fiscal  Agency  Agreement")  dated  on  or  about  the  Closing  Date 
between  the  Issuer  and  The  Bank  of  New  York  Trust  Company,  National 
Association,  as  fiscal  agent  (in  such  capacity,  the  "Fiscal  Agent").  The 
Fiscal  Agent  will  initially  be  appointed  as  the  Income  Notes  transfer  agent 
(in  such  capacity,  the  "Income  Notes  Transfer  Agent"  and,  together  with 
the  Fiscal  Agent  and  the  Note  Agents,  the  "Agents")  under  the  Fiscal 
Agency  Agreement.  The  Note  Paying  Agent,  the  Principal  Note  Paying 
Agent  and  any  other  Note  paying  agents  appointed  from  time  to  time  under 
the  Indenture  are  collectively  referred  to  as  the  "Note  Paying  Agents."  The 
Note  Paying  Agents  and  the  Fiscal  Paying  Agent  are  collectively  referred 
to  as  the  "Paying  Agents."  The  Note  Transfer  Agent  and  the  Income  Notes 
Transfer  Agent  are  collectively  referred  to  as  the  'Transfer  Agents."  The 
Indenture,  the  Senior  Swap,  the  Credit  Default  Swap,  the  Liquidation 
Agency  Agreement,  the  Collateral  Put  Agreement,  the  Collateral 
Administration  Agreement,  the  Administration  Agreement  and  the  Fiscal 
Agency  Agreement  are  collectively  referred  to  as  the  "Transaction 
Documents."  Only  the  Secured  Notes  and  the  Income  Notes  (collectively, 
the  "Offered  Notes")  are  offered  hereby. 


The  Co-Issued  Notes  will  be  limited  recourse  obligations  of  the  Issuers  and 
the  Senior  Swap  and  the  Class  E  Notes  will  be  limited  recourse  obligations 
of  the  Issuer.  The  Income  Notes  will  be  limited  recourse  obligations  of  the 
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Security  for  the  Secured  Notes . 


Use  of  Proceeds . 


Issuer,  will,  not  be  secured  obligations  of  the  Issuer  and  will  only  be 
entitled  to  receive  amounts  available  for  payment  on  any  Payment  Date 
after  payment  of  all  amounts  payable  prior  thereto  under  the  Priority  of 
Payments  and  only  out  of  funds  legally  available  therefor.  Interest  on  the 
Class  A-f  Notes  will  be  pro  rata  with  interest  on  the  Class  A-b  Notes  and 
with  the  Senior  Swap  Premium  (as  hereinafter  defined).  Principal  on  the 
Class  A-f  Notes  and  the  Class  A-b  Notes  will  be  paid  either  pro  rata  or 
first  to  the  Class  A-f  Notes  and  second  to  the  Class  A-b  Notes  depending 
on  the  circumstances  as  more  fully  described  in  the  Priority  of  Payments. 
The  Class  S  Notes  will  be  senior  in  right  of  payment  on  each  Payment 
Date  to  the  Senior  Swap,  the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C 
Notes,  the  Class  D  Notes,  the  Class  E  Notes  and  the  Income  Notes;  the 
Senior  Swap  and  the  Class  A  Notes  will  be  paid  pro  rata  and  the  Senior 
Swap  and  the  Class  A  Notes  will  be  senior  in  right  of  payment  on  each 
Payment  Date  to  the  Class  B  Notes,  the  Class  C  Notes,  the  Class  D  Notes, 
the  Class  E  Notes  and  the  Income  Notes;  the  Class  B  Notes  will  be  senior 
in  right  of  payment  on  each  Payment  Date  to  the  Class  C  Notes,  the 
Class  D  Notes,  the  Class  E  Notes  and  the  Income  Notes;  the  Class  C  Notes 
will  be  senior  in  right  of  payment  on  each  Payment  Date  to  the  Class  D 
Notes,  the  Class  E  Notes  and  the  Income  Notes;  the  Class  D  Notes  will  be 
senior  in  right  of  payment  on  each  Payment  Date  to  the  Class  E  Notes  and 
the  Income  Notes;  and  the  Class  E  Notes  will  be  senior  in  right  of 
payments  on  each  Payment  Date  to  the  Income  Notes,  each  to  the  extent 
provided  in  the  Priority  of  Payments.  Payments  on  the  Income  Notes  will 
be  paid  solely  from  and  to  the  extent  of  the  available  proceeds  from 
distributions  on  the  Pledged  Assets  after  payment  of  all  of  the  liabilities  of 
the  Issuer  that  rank  ahead  of  the  Income  Notes  pursuant  to  the  Indenture  or 
applicable  law.  See  "Description  of  the  Notes — Status  and  Security"  and 
" — Priority  of  Payments." 

Under  the  terms  of  the  Indenture,  the  Issuer  will  grant  to  the  Trustee,  for 
the  benefit  and  security  of  the  Trustee  on  behalf  of  the  Holders  of  the 
Secured  Notes,  the  Fiscal  Agent,  the  Liquidation  Agent,  the  Senior  Swap 
Counterparty,  the  Collateral  Put  Provider  and  the  Credit  Protection  Buyer 
(together  the  "Secured  Parties"),  to  secure  the  Issuer's  obligations  under 
the  Secured  Notes,  the  Indenture,  the  Senior  Swap,  the  Liquidation  Agency 
Agreement,  the  Collateral  Put  Agreement  and  the  Credit  Default  Swap  (the 
"Secured  Obligations"),  a  first  priority  security  interest  in  the  Pledged 
Assets.  The  Income  Notes  will  hot  be  secured. 


The  net  proceeds  associated  with  the  offering  of  the  Notes  issued  on  the 
Closing  Date,  after  the  payment  of  applicable  fees  and  expenses,  are 
expected  to  equal  approximately  U.S.$805,O0O,00O.  The  net  proceeds  will 
be  used  by  the  Issuer  to  purchase  on  the  Closing  Date  the  Collateral 
Securities  and  Eligible  Investments  having  an  aggregate  Principal  Balance 
on  the  Closing  Date  of  approximately  U.S. $800,000,000.  See  'The 
Collateral  Securities"  and  "Use  of  Proceeds." 
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Interest  and  Other  Payments  on  the 

Notes The  Secured  Notes  will  accrue  interest  from  the  Closing  Date  and  such 

interest  will  be  payable,  on  the  12th  day  of  each  calendar  month,  or  if  any 
such  date  is  not  a  Business  Day,  the  immediately  following  Business  Day 
(each  such  date,  a  "Payment  Date")  commencing  on  April  12,  2007. 
Payments  on  the  Income  Notes  will  be  payable  in  arrears  on  each  Payment 
Date  commencing  on  April  12,  2007,  out  of  Excess  Amounts  (as  defined 
below).  All  payments  on  the  Notes  will  be  made  from  Proceeds  in 
accordance  with  the  Priority  of  Payments. 

To  the  extent  interest  that  is  due  is  not  paid  on  the  Class  C  Notes  on  any 
Payment  Date  ("Class  C  Deferred  Interest"),  such  unpaid  amounts  will  be 
added  to  the  principal  amount  of  the  Class  C  Notes,  and  shall  accrue 
interest  at  the  Class  C  Note  Interest  Rate  to  the  extent  lawful  and 
enforceable.  So  long  as  any  Class  S  Notes,  Class  A  Notes  or  Class  B 
Notes  are  outstanding  or  the  Senior  Swap  is  outstanding,  the  failure  to  pay 
any  interest  on  the  Class  C  Notes  on  any  Payment  Date  will  not  be  an 
Event  of  Default  under  the  Indenture.  To  the  extent  interest  that  is  due  is 
not  paid  on  the  Class  D  Notes  on  any  Payment  Date  ("Class  D  Deferred 
Interest"),  such  unpaid  amounts  will  be  added  to  the  principal  amount  of 
the  Class  D  Notes,  and  shall  accrue  interest  at  the  Class  D  Note  Interest 
Rate  to  the  extent  lawful  and  enforceable.  So  long  as  any  Class  S  Notes, 
Class  A  Notes,  Class  B  Notes  or  Class  C  Notes  are  outstanding  or  the 
Senior  Swap  is  outstanding,  the  failure  to  pay  any  interest  on  the  Class  D 
Notes  on  any  Payment  Date  will  not  be  an  Event  of  Default  under  the 
Indenture.  To  the  extent  interest  that  is  due  is  not  paid  on  the  Class  E 
Notes  on  any  Payment  Date  ("Class  E  Deferred  Interest"),  such  unpaid 
amounts  will  be  added  to  the  principal  amount  of  the  Class  E  Notes,  and 
shall  accrue  interest  at  the  Class  E  Note  Interest  Rate  to  the  extent  lawful 
and  enforceable.  So  long  as  any  Class  S  Notes,  Class  A  Notes,  Class  B 
Notes,  Class  C  Notes  or  Class  D  Notes  are  outstanding  or  the  Senior  Swap 
is  outstanding,  the  failure  to. pay  any  interest  on  the  Class  E  Notes  on  any 
Payment  Date  will  not  be  an  Event  of  Default  under  the  Indenture. 


See  "Description  of  the  Notes- 
Priority  of  Payments." 


-Interest  on  the  Secured  Notes"  and 


Principal  Payments., 


The  Income  Notes  will  not  bear  interest  based  upon  any  fixed  or  floating 
rate.  The  Fiscal  Agent  will  make  payments  to  the  Holders  of  the  Income 
Notes  out  of  the  Proceeds,  if  any,  available  pursuant  to  clause  (xxiii)  (or 
pursuant  to  clause  (viii)  in  the  case  of  the  Final  Payment  Date)  under 
"Description  of  the  Notes — Priority  of  Payments."  Such  payments  will  be 
made  on  the  Income  Notes  only  after  all  interest  and  other  payments  due 
on  the  Secured  Notes  have  been  made  and  all  expenses  of  the  Issuers  have 
been  paid  (with  such  remaining  Proceeds  referred  to  as  "Excess 
Amounts").  See  "Risk  Factors— Notes — Subordination  of  the  Income 
Notes;  Unsecured  Obligations." 

The  Notes  (other  than  the  Class  S  Notes)  will  mature  on  the  Payment  Date 
in  April  2042  (each  such  date  the  "Stated  Maturity"  with  respect  to  such 
Notes),  and  the  Class  S  Notes  will  mature  on  the  Payment  Date  in  August 
2012  (the  "Stated  Maturity"  with  respect  to  the  Class  S  Notes),  unless 
redeemed  or  retired  prior  thereto.  The  average  life  of  the  Notes  (other  than 
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the  Class  S  Notes)  is  expected  to  be  substantially  shorter  than  the  number 
of  years  from  issuance  until  Stated  Maturity  for  each  Class  of  Notes.  See 
"Description  of  the  Notes — Principal"  and  "Risk  Factors— Notes- 
Average  Lives,  Duration  and  Prepayment  Considerations." 

Principal  will  be  payable  on  the  Class  S  Notes  in  accordance  with  the 
Priority  of  Payments  on  each  Payment  Date  commencing  on  the  Payment 
Date  occurring  in  May  2007  in  an  amount  equal  to  the  Class  S  Notes 
Amortizing  Principal  Amount  with  respect  to  such  Payment  Date  and,  if  an 
Event  of  Default  or  Tax  Event  has  occurred  and  is  continuing  or  an 
Optional  Redemption  or  Auction  has  occurred  and  the  Pledged  Assets  are 
being  liquidated  pursuant  to  the  terms  of  the  Indenture,  the  Class  S  Notes 
will  be  paid  in  full  prior  to  any  distributions  to  any  other  Notes.  Shifting 
principal  will  be  payable  (pursuant  to  clause  (xiii)  of  the  Priority  of 
Payments)  on  the  Secured  Notes  in  accordance  with  the  Priority  of 
Payments  on  each  Payment  Date  commencing  on  the  Payment  Date 
occurring  in  April  2007  as  described  in  the  Priority  of  Payments. 

As  a  result  of  the  Priority  of  Payments,  notwithstanding  the  subordination 
of  the  Notes  described  under  "Status  of  the  Notes"  above,  the  Outstanding 
Notional  Amount  of  the  Senior  Swap  may  be  reduced  and  the  Class  A 
Notes  may  be  entitled  to  receive  certain  payments  of  principal  while  the 
Class  S  Notes  are  outstanding,  the  Class  B  Notes  may  be  entitled  to  receive 
certain  payments  of  principal  while  the  Class  S  Notes,  the  Senior  Swap  and 
the  Class  A  Notes  are  outstanding,  the  Class  C  Notes  may  be  entitled  to 
receive  certain  payments  of  principal  while  the  Class  S  Notes,  the  Class  A 
Notes,  the  Senior  Swap  and  the  Class  B  Notes  are  outstanding,  the  Class  D 
Notes  may  be  entitled  to  receive  certain  payments  of  principal  while  the 
Class  S  Notes,  the  Class  A  Notes,  the  Senior  Swap,  the  Class  B  Notes  and 
the  Class  C  Notes  are  outstanding  and  the  Class  E  Notes  may  be  entitled  to 
receive  certain  payments  of  principal  while  the  Class  S  Notes,  the  Class  A 
Notes,  the  Class  B  Notes,  the  Class  C  Notes  and  the  Class  D  Notes  are 
outstanding.  In  addition,  the  Income  Notes  may  be  entitled  to  receive 
certain  payments  while  the  Senior  Swap  and  Secured  Notes  are 
outstanding.  See  "Description  of  the  Notes — Priority  of  Payments." 

In  addition,  to  the  extent  funds  are  available  therefor  in  accordance  with 
the  Priority  of  Payments,  the  Senior  Swap  and  certain  of  the  Secured  Notes 
(other  than  the  Class  S  Notes)  will  be  subject  to  mandatory  redemption  on 
any  Payment  Date  if  the  Coverage  Tests  are  not  satisfied  as  described 
herein.  See  "Description  of  the  Notes — Principal",  " — Mandatory. 
Redemption"  and  " — Priority  of  Payments." 
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Tax  Redemption-.. 


Auction... 


Subject  to  certain  conditions  described  herein,  the  Secured  Notes  will  be 
redeemed  from  Liquidation  Proceeds,  in  whole  but  not  in  part,  on  the  90th 
day  (which  90-day  period  may  be  extended  an  additional  90  days,  as 
described  under  "Description  of  the  Notes — Tax  Redemption")  following 
the  Issuers  becoming  aware  of  the  occurrence  of  a  Tax  Event,  at  the 
written  direction  of,  or  with  the  written  consent  of,  Holders  of  at  least  66- 
2/3%  of  the  Income  Notes  or  Holders  of  at  least  a  Majority  of  any  Class  of 
Secured  Notes  which,  as  a  result  of  the  occurrence  of  such  Tax  Event,  have 
not  received  1 00%  of  the  aggregate  amount  of  principal  and  interest  or 
other  amounts  due  and  payable  to  such  Holders  (such  redemption,  a  'Tax 
Redemption").  No  such  Tax  Redemption  will  occur  unless  the  expected 
Liquidation  Proceeds  equal!  or  exceed  the  Total  Redemption  Amount 
(which  includes  the  Income  Note  Face  Amount  or  such  lesser  amount  as  is 
agreed  to  by  the  Holders  of  100%  of  the  Income  Notes).  Upon  the 
occurrence  of  a  Tax  Redemption,  the  Income  Notes  will  be  simultaneously 
redeemed.  No  such  Tax  Redemption  will  occur  unless  all  amounts  payable 
to  the  Senior  Swap  Counterparty,  the  Credit  Protection  Buyer  or  any 
assignee  of  the  Credit  Protection  Buyer  (including  all  Credit  Default  Swap 
Termination  Payments)  will  have  been  paid  in  full,  in  each  case,  on  the 
related  redemption  date. 

With  respect  to  a  Tax  Redemption  as  described  above,  the  Secured  Notes 
will  be  redeemed  at  their  Secured  Note  Redemption  Prices,  respectively,  as 
described  herein.  The  amount  distributable  as  the  final  payment  on  the 
Income  Notes  following  any  Tax  Redemption  will  equal  the  amount  of  the 
Liquidation  Proceeds  remaining  after  the  redemption  of  the  Secured  Notes 
in  full  together  with  the  payment  of  all  other  amounts  required  to  be  paid 
in  accordance  with  the  Priority  of  Payments. 

See  "Description  of  the  Notes — Tax  Redemption." 

Sixty  (60)  days  prior  to  the  Payment  Date  occurring  in  April  of  each  year 
(the  "Auction  Date"),  commencing  on  the  April  2015  Payment  Date,  the 
Liquidation  Agent,  on  behalf  of  the  Issuer,  shall  take  steps  to  conduct  an 
auction  (the  "Auction")  of  the  Credit  Default  Swap,  the  Eligible 
Investments  (other  than  cash),  the  Delivered  Obligations,  if  any,  and  the 
Collateral  Securities  in  accordance  with  the  procedures  specified  in  the 
Indenture.  If  the  Liquidation  Agent  receives  one  or  more  bids  from 
Eligible  Bidders  not  later  than  ten  (10)  Business  Days  prior  to  the  Auction 
Date,  which,  when  added  to  the  cash  on  deposit  in  the  Collateral  Account, 
equal  to  or  exceed  the  Minimum  Bid  Amount  (which  includes  the  Income 
Note  Face  Amount  or  such  lesser  amount  as  is  agreed  to  by  the  Holders  of 
100%  of  the  Income  Notes),  it  will  sell,  assign,  terminate  or  otherwise 
dispose  of  the  Credit  Default  Swap,  the  Eligible  Investments  (other  than 
cash),  the  Delivered  Obligations,  if  any,  and  the  Collateral  Securities  on  or 
before  the  fifth  Business  Day  prior  to  such  Auction  Date.  The  Notes  will 
be  redeemed  in  whole  and  the  Outstanding  Notional  Amount  of  the  Senior 
Swap  will  be  reduced  to  zero  on  such  Auction  Date  (any  such  date,  the 
"Auction  Payment  Date").  If  a  successful  Auction  occurs,  the  Income 
Notes  will  also  be  redeemed  in  full.  If  the  highest  single  bid  on  the  entire 
portfolio,  or  the  aggregate  amount  of  multiple  bids  with  respect  to 
individual  Collateral  Securities,  Eligible  Investments  (other  than  cash)  and 
Delivered  Obligations  when  added  with  the  other  Liquidation  Proceeds  and 
cash  on  deposit  in  the  Collateral  Account,  does  not  equal  or  exceed  the 


32 


Confidential  Treatment  Requested  by  Goldman  Sachs 


GS  MBS-E-02 182 1227 


Footnote  Exhibits  -  Page  3036 


Optional  Redemption . 


Mandatory  Redemption . 


Minimum  Bid  Amount  or  if  there  is  a  failure  at  settlement,  the  Credit 
Default  Swap  and  the  Senior  Swap  will  not  be  terminated  or  assigned,  the 
Eligible  Investments  (other  than  cash),  Collateral  Securities  and  the 
Delivered  Obligations,  if  any,  will  not  be  sold  and  no  redemption  of  Notes 
on  the  related  Auction  Date  will  occur. 

The  Secured  Notes  may  be  redeemed  by  the  Issuers  from  Liquidation 
Proceeds,  in  whole  but  not  in  part,  on  any  Payment  Date  on  or  after  the 
Payment  Date  occurring  in  April  2010  (the  "Optional  Redemption  Date"), 
at  the  written  direction  of,  or  with  the  written  consent  of  the  Holders  of  at 
least  a  Majority  of  the  Income  Notes  (an  "Optional  Redemption").  If  the 
Holders  of  the  Income  Notes  so  elect  to  cause  an  Optional  Redemption  of 
the  Secured  Notes,  the  Income  Notes  will  also  be  redeemed. 


In  the  event  of  an  Optional  Redemption,  the  Secured  Notes  will  be 
redeemed  at  their  Secured  Note  Redemption  Prices  as  described  herein. 

No  Secured  Notes  shall  be  redeemed  pursuant  to  an  Optional  Redemption 
and  a  final  payment  to  the  Income  Notes  shall  not  be  made  unless  the 
Aggregate  Reference  Obligation  Notional  Amount  of  the  Credit  Default 
Swap  and  the  Outstanding  Notional  Amount  of  the  Senior  Swap  will  be 
reduced  to  zero  and  the  Liquidation  Agent  furnishes  certain  assurances  that 
the  Total  Redemption  Amount  (which  includes  the  Income  Note  Face 
Amount  or  such 'lesser  amount  as  is  agreed  to  by  the  Holders  of  100%  of 
the  Income  Notes)  will  be  available  for  payment  on  the  related  Optional 
Redemption  Date. 

In  the  event  of  any  redemption  of  the  Secured  Notes,  the  Fiscal  Agent  will 
receive  for  payment  to  the  Holders  of  the  Income  Notes  the  remaining 
balance,  if  any,  of  funds  in  the  Payment  Account  (net  of  all  expenses  of  the 
Issuers  after  payment  of  the  Secured  Note  Redemption  Prices  of  the 
Secured  Notes  and  the  payment  of  all  other  amounts  payable  prior  to 
payments  to  the  Fiscal  Agent)  for  payment  to  the  Holders  of  the  Income 
Notes  pursuant  to  the  Priority  of  Payments  (the  "Income  Note  Redemption 
Price"). 

The  Income  Note  Redemption  Price  may  not  be  less  than  the  then  current 
Income  Note  Face  Amount  (or  such  lesser  amount  as  may  be  agreed  to  by 
the  Holders  of  100%  of  the  Income  Notes). 

See  "Description  of  the  Notes-Optional  Redemption." 

On  any  Payment  Date  on  which  any  Overcollateralization  Test  is  not 
satisfied  as  of  the  preceding  Determination  Date  the  Outstanding  Notional 
Amount  of  the  Senior  Swap  shall  be  reduced  and  certain  of  the  Secured 
Notes  (other  than  the  Class  S  Notes)  will  be  subject  to  mandatory 
redemption  in  accordance  ■  with  the  Priority  of  Payments,  until  the 
Outstanding  Notional  Amount  of  the  Senior  Swap  has  been  reduced  to  zero 
and  the  applicable  Secured  Notes  have  been  paid  in  full  (a  "Mandatory 
Redemption").  The  Class  E  Notes  are  also  subject  to  mandatory 
redemption  in  accordance  with  the  Priority  of  Payments  on  any  Payment 
Date  if  the  Class  E  Interest  Diversion  Test  is  not  satisfied.    The  Class  S 
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Documentation 


Reference  Obligation  Notional 
Amount 


Notes  and  the  Income  Notes  are  not  subject  to  mandatory  redemption  as  a 
result  of  the  failure  of  any  Coverage  Test.  See  "Description  of  the  Notes — 
Principal",  " — Mandatory  Redemption"  and  " — Priority  of  Payments." 

The  following  table  identifies  the  Coverage  Tests  and  the  value  at  which 
such  tests  will  be  satisfied.  See  "Description  of  The  Notes — Mandatory 
Redemption". 


Coverage  Test 

Senior  Overcollateralization 

Test 

Class  C  Overcollateralization 

Test 

Class  D  Overcollateralization 

Test 


Ratio  at  Which  Test  is 

Satisfied 

equal  to  or  greater  than  1 16.5% 

equal  to  or  greater  than  106.5% 

equal  to  or  greater  than  102.4% 


In  addition,  the  Class  E  Interest  Diversion  Test  will  be  satisfied  if  the  Class 
E  Overcollateralization  Ratio  is  equal  to  or  greater  than  101.4%.  On  the 
Closing  Date,  the  Senior  Overcollateralization  Ratio  is  expected  to  be 
120.5%,  the  Class  C  Overcollateralization  Ratio  is  expected  to  be  109.3%, 
the  Class  D  Overcollateralization  Ratio  is  expected  to  be  104.5%  and  the 
Class  E  Overcollateralization  Ratio  is  expected  to  be  103.1%. 


The  Credit  Default  Swap  will  be  structured  as  a  "pay-as-you-go"  credit 
default  swap  and  will  be  documented  pursuant  to  a  1992  1SDA  Master 
Agreement  (Multicurrency-Cross  Border),  including  the  Schedule  thereto 
(the  "Master  Agreement"),  along  with  a  confirmation  (the  "Master 
Confirmation")  between  the  Issuer,  as  Credit  Protection  Seller,  and 
Goldman  Sachs  International  ("GSI"),  as  the  Credit  Protection  Buyer, 
evidencing  a  transaction  with  respect  to  each  Reference  Obligation  in  the 
Reference  Portfolio  thereunder  (each  such  transaction,  a  "CDS 
Transaction"). 


Each  CDS  Transaction  is  expected  to  have  a  specified  notional  amount  (the 
"Reference  Obligation  Notional  Amount")  which  represents  the  dollar 
amount  of  the  credit  exposure  which  the  Issuer  is  assuming  thereunder 
with  respect  to  the  Reference  Obligation  related  to  such  CDS  Transaction. 
The  "Aggregate  Reference  Obligation  Notional  Amount"  is  the  sum  of  the 
aggregate  Reference  Obligation  Notional  Amounts  of  all  CDS 
Transactions.  On  the  Closing  Date,  the  Issuer  expects  to  enter  into  CDS 
Transactions  with  the  Credit  Protection  Buyer  referencing  the  Reference 
Obligations  described  herein  and  having  an  Aggregate  Reference 
Obligation  Notional  Amount  of  approximately  U.S.$2,000,000,000.  In 
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The  Reference  Portfolio . 


accordance  with  the  terms  of  the  Credit  Default  Swap,  the  Reference 
Obligation  Notional  Amount  of  a  CDS  Transaction  is  expected  after  the 
Closing  Date  to  be: 

(i)  decreased  on  each  day 'on  which  a  Reference  Obligation  Principal 
Payment  is  made  by  the  relevant  Reference  Obligation  Principal 
Amortization  Amount; 

(ii)  decreased  on  each  day  on  which  a  Failure  to  Pay  Principal  occurs  by 
the  relevant  Principal  Shortfall  Amount; 

(iii)  decreased  on  each  day  on  which  a  Writedown  occurs  by  the  relevant 
Writedown  Amount; 

(iv)  increased  on  each  day  on  which  a  Writedown  Reimbursement  occurs 
by  any  Writedown  Reimbursement  Amount  in  respect  of  a  Writedown 
Reimbursement  within  paragraphs  (ii)  or  (iii)  of  the  definition  of 
"Writedown  Reimbursement";  and 

(v)  decreased  on  each  Delivery  Date  by  an  amount  equal  to  the  relevant 
Exercise  Amount  minus  the  relevant  amount  determined  pursuant  to 
paragraph  (b)  under  the  heading  "Physical  Settlement  Amount"  in  the 
Master  Confirmation;  provided  that,  if  any  Relevant  Amount  is  applicable, 
the  Exercise  Amount  will  also  be  deemed  to  be  decreased  by  such 
Relevant  Amount  (or  increased  by  the  absolute  value  of  such  Relevant 
Amount  if  such  Relevant  Amount  is  negative)  with  effect  from  such 
Delivery  Date. 

Each  CDS  Transaction  will  terminate  by  its  terms  no  later  than  the 
scheduled  legal  final  maturity  of  the  related  Reference  Obligation  unless  a 
Credit  Event  occurs  or  a  Floating  Amount  becomes  due  with  respect  to 
such  CDS  Transaction  and  the  physical  settlement  date  is  scheduled  to 
occur  after  such  date. 

For  a  more  detailed  description  of  the  Credit  Default  Swap,  see  "The 
Credit  Default  Swap".  Copies  of  the  Master  Agreement  and  the  Master 
Confirmation  are  available  to  investors  from  the  Trustee. 

On  the  Closing  Date,  the  Credit  Default  Swap  will  reference  140 
Reference  Obligations  (collectively,  the  "Reference  Portfolio").  See 
Appendix  B  to  this  Offering  Circular  for  certain  summary  information 
about  the  Reference  Portfolio. 

The  types  of  Residential  Mortgage-Backed  Securities  that  constitute 
Reference  Obligations  in  the  Reference  Portfolio  will  include  RMBS 
Prime  Mortgage  Securities,  RMBS  Midprime  Mortgage  Securities  and 
RMBS  Subprime  Mortgage  Securities. 


Credit  Events .._ The  following  Credit  Events  (each  a  "Credit  Event")  shall  apply  with 
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respect  to  each  Reference  Obligation: 

(i)  Failure  to  Pay  Principal; 

(ii)  Writedown;  or 

(iii)         Distressed  Ratings  Downgrade. 

See  "The  Credit  Default  Swap — Credit  Events." 

The  "Conditions  to  Settlement"  will  be  satisfied  upon  delivery  to  the 
Credit  Protection  Seller  and  the  Trustee  of  a  Credit  Event  Notice  and  a 
Notice  of  Publicly  Available  Information. 


Notifying  Party The  Credit  Protection  Buyer. 


Credit  Default  Swap  Calculation 
Agent 


Settlement  Method., 


Credit  Default  Swap  Early 
Termination 


The  Collateral  Securities. 


GS1  will  be  the  calculation  agent  (in  this  capacity  the  "Credit  Default  Swap 
Calculation  Agent")  under  the  Credit  Default  Swap. 

Physical. 


The  Credit  Default  Swap  may  be  terminated  by  the  Issuer  or  by  the  Credit 
Protection  Buyer  (a  "Credit  Default  Swap  Early  Termination")  at  the 
option  of  the  non-defaulting  or  non-affected  party,  as  applicable,  upon  the 
occurrence  of  an  "Event  of  Default"  or  "Termination  Event"  (each,  as 
defined  in  the  Master  Agreement).  Upon  the  Trustee  having  actual 
knowledge  of  the  occurrence  of  any  event  that  gives  rise  to  the  right  of  the 
Issuer  to  terminate  the  Credit  Default  Swap,  the  Trustee  or  the  Fiscal 
Agent,  as  applicable,  will  as  promptly  as  practicable  notify  the  Noteholders 
of  such  event  but  will  only  terminate  any  such  agreement  on  behalf  of  the 
Issuer  (i)  at  the  direction  of  a  Majority  of  the  Income  Notes  or  (ii)  (a) 
upon  the  redemption  of  the  Secured  Notes  in  full,  (b)  if  the  principal 
balance  of  the  Secured  Notes  is  reduced  to  zero  or  (c)  upon  the 
acceleration  of  the  maturity  of  the  Secured  Notes  pursuant  to  the  terms  of 
the  Indenture.  The  Issuer  is  required  to  satisfy  the  Rating  Agency 
Condition  prior  to  any  (i)  replacement  of  the  Credit  Protection  Buyer  or  (ii) 
assignment  of  the  Credit  Default  Swap.  In  connection  with  any 
Noteholder  vote  to  terminate  the  Credit  Default  Swap,  any  Income  Notes 
held  by  or  on  behalf  of  the  Credit  Protection  Buyer  or  any  of  its  Affiliates 
will  have  no  voting  rights  and  will  be  deemed  not  to  be  Outstanding  in 
connection  with  any  such  vote. 

The  Issuer  will  use  the  net  proceeds  from  the  offering  of  the  Notes  to 
purchase  Collateral  Securities  and  Eligible  Investments  having  an  initial 
principal  amount  as  of  the  Closing  Date  of  approximately 
U.S.$800,000,000.  The  Collateral  Securities  are  required  to  have  the 
characteristics  and  satisfy  the  criteria  described  herein  under  "The 
Collateral  Securities." 
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The  Liquidation  Agent,  on  behalf  of  the  Issuer,  will  obtain  the  funds  to  pay 
Credit  Protection  Amounts  (which,  for  the  avoidance  of  doubt,  will  not 
include  Defaulted  Swap  Termination  Payments)  by  (i)  applying  the 
Collateral  Liquidation  Procedure  and  (ii)  after  the  Balance  of  the  Collateral 
Account  has  been  reduced  to  zero,  demanding  payment  under  the  Senior 
Swap  of  an  amount  equal  to  the  lesser  of  the  Credit  Protection  Amount  due 
(net  of  any  amount  applied  pursuant  to  clause  (i))  and  the  Outstanding 
Notional  Amount  of  the  Senior  Swap. 


If  the  Notes  become  due  in  connection  with  an  Optional  Redemption,  Tax 
Redemption  or  Auction,  (i)  the  Liquidation  Agent,  on  behalf  of  the  Issuer, 
will  assign  or  terminate  the  CDS  Transactions  and  will  liquidate  all  of  the 
Collateral  Securities  and  Eligible  Investments  in  the  Collateral  Account 
and  all  Delivered  Obligations  in  the  Delivered  Obligations  Account  and 
(ii)  the  Issuer  will  pay  to  the  Credit  Protection  Buyer  any  Credit  Default 
Swap  Termination  Payments  the  Issuer  is  required  to  pay  to  the  Credit 
Protection  Buyer  (if  any)  in  connection  with  any  assignment  or  termination 
of  the  CDS  Transactions.  Certain  amounts  will  be  held  back  if  one  or 
more  outstanding  Credit  Events  remain  due  as  of  the  Redemption  Date. 


If  a  CDS  Transaction  is  terminated  in  connection  with  the  occurrence  of  an 
Event  of  Default  or  Termination  Event  (each,  as  defined  in  the  Master 
Agreement),  the  Liquidation  Agent,  on  behalf  of  the  Issuer,  will  pay  to  the 
Credit  Protection  Buyer  any  Credit  Default  Swap  Termination  Payments 
(which,  for  the  avoidance  of  doubt,  will  not  include  Defaulted  Swap 
Termination  Payments)  owed  by  the  Issuer  to  the  Credit  Protection  Buyer 
by  (i)  applying  the  Collateral  Liquidation  Procedure  and  (ii)  after  the 
Balance  of  the  Collateral  Account  has  been  reduced  to  zero,  demanding 
payment  under  the  Senior  Swap  of  an  amount  equal  to  the  lesser  of  the 
Credit  Protection  Amount  due  (net  of  any  amount  applied  pursuant  to 
clause  (i))  and  the  Outstanding  Notional  Amount  of  the  Senior  Swap. 
Certain  amounts  will  be  held  back  if  one  or  more  outstanding  Credit 
Events  exist  or  Floating  Amounts  remain  due  as  of  any  termination  date. 


If  a  CDS  Transaction  terminates  on  its  scheduled  termination  date  without 
a  Credit  Event  occurring,  payments  of  principal  on  the  Collateral  Securities 
and  Eligible  Investments  in  the  Collateral  Account  in  an  amount  equal  to 
the  Aggregate  Net  Adjusted  Amortization  Amount  shall  be  applied  as 
Proceeds  in  accordance  with  the  Priority  of  Payments  on  the  immediately 
following  Payment  Date. 


See  "The  Collateral  Securities" 

On  the  Closing  Date,  the  Senior  Swap  Counterparty  will  enter  into  the 
Senior  Swap  with  the  Issuer.  GSI  will  be  the  initial  Senior  Swap 
Counterparty.  The  Senior  Swap  will  be  a  limited  recourse  obligation  of  the 
Issuer. 

The  Senior  Swap  will  provide  for  the  payment  by  the  Issuer  of  a  premium 
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(the  "Senior  Swap  Premium")  payable  on  each  Payment  Date,  at  the  rate  of 
0.20%  per  annum  on  the  Outstanding  Notional  Amount  of  the  Senior 
Swap.  The  Senior  Swap  Premium  will  accrue  during  each  Interest  Accrual 
Period.  To  the  extent  a  Floating  Amount  (other  than  those  related  to 
Interest  Shortfalls)  or  Credit  Default  Swap  Termination  Payment  becomes 
due  from  the  Issuer  with  respect  to  a  CDS  Transaction  and  the  Balance  of 
the  Collateral  Securities  and  Eligible  Investments  in  the  Collateral  Account 
have  been  reduced  to  zero,  the  Senior  Swap  Counterparty  will  be  required 
to  make  a  payment  (any  such  payment,  a  "Senior  Swap  Funding 
Payment")  to  the  Issuer  to  fund  such  amount  in  accordance  with  the  Senior 
Swap  in  an  amount  equal  to  the  lesser  of  the  Floating  Amount  due  and  the 
Outstanding  Notional  Amount  (any  such  amount,  a  "Senior  Swap  Funding 
Amount").  To  the  extent  the  Issuer  receives  Writedown  Reimbursement 
Payment  Amounts  or  Principal  Shortfall  Reimbursement  Payment 
Amounts  after  the  Senior  Swap  Counterparty  has  made  a  Senior  Swap 
Funding  Payment,  the  Issuer  will  pay  such  amounts  directly  to  the  Senior 
Swap  Counterparty  until  all  Senior  Swap  Funding  Payments  have  been 
reimbursed  to  the  Senior  Swap  Counterparty. 

At  least  two  Business  Days  prior  to  each  Payment  Date,  the  Trustee,  on 
behalf  of  the  Issuer,  will  calculate  the  amount  by  which,  if  any,  the 
Outstanding  Notional  Amount  of  the  Senior  Swap  will  be  reduced  on  the 
related  Payment  Date  in  connection  with  the  Aggregate  Net  Amortization 
Amount  as  described  under  "Description  of  the  Notes  -  Priority  of 
Payments"  and  on  each  Payment  Date  the  Outstanding  Notional  Amount 
will  be  reduced  by  the  Senior  Swap  Reduction  Amount,  if  any,  for  such 
Payment  Date. 

If  an  Event  of  Default  or  a  Termination  Event  occurs  under  the  Senior 
Swap,  "Market  Quotation"  and  "Second  Method"  will  be  applied  to 
determine  any  related  termination  or  assignment  payments;  provided 
however,  that  if  the  Issuer  is  the  sole  Affected  Party  or  the  Defaulting  Party 
in  respect  of  such  Event  of  Default  or  Termination  Event,  (i)  the  Issuer  will 
pay  to  the  Senior  Swap  Counterparty  any  accrued  but  unpaid  Senior  Swap 
Premium  Amounts,  (ii)  the  Senior  Swap  Counterparty  will  pay  to  the 
Issuer  any  unpaid  Senior  Swap  Funding  Payments  and  (iii)  no  other 
amounts  shall  be  paid  by  the  Issuer.  Notwithstanding  the  foregoing,  no 
termination  payments  will  be  payable  by  the  Senior  Swap  Counterparty  or 
the  Issuer  in  connection  with  an  optional  termination  of  the  Senior  Swap. 
Any  termination  payments  paid  by  the  Senior  Swap  Counterparty  to  the 
Issuer  will  be  deposited  into  the  Collateral  Account. 

The  Issuer's  obligations  under  the  Senior  Swap  will  be  secured  under  the 
Indenture.  The  Notes  (other  than  the  Class  S  Notes  and  the  Class  A  Notes) 
are  subordinated  to  the  payment  by  the  Issuer  of  the  Senior  Swap. 
Premium.  The  Senior  Swap  is  not  offered  hereby. 

On  or  prior  to  the  Closing  Date,  the  Issuer  will  enter  into  a  put  agreement 
(the  "Collateral  Put  Agreement")  with  GSI  (in  such  capacity,  the 
"Collateral  Put  Provider"). 

With  respect  to  the  Issuer's  liquidation  of  Collateral  Securities  and  Eligible 
Investments  (other  than  Put  Excluded  Collateral)  in  connection  with  the 
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payment  by  the  Issuer  of  any  Credit  Protection  Amounts  to  the  Credit 
Protection  Buyer,  if  the  Liquidation  Agent  is  unable  to  obtain  at  least 
100%  of  par  for  a  Collateral  Security  or  at  least  100%  of  par  for  Eligible 
Investments  (in  each  case  (i)  other  than  Put  Excluded  Collateral  and  (ii) 
excluding  any  accrued  and  unpaid  interest),  the  Liquidation  Agent  will 
then,  on  behalf  of  the  Issuer,  exercise  the  Issuer's  rights  under  the 
Collateral  Put  Agreement  pursuant  to  which  the  Liquidation  Agent  will 
deliver  such  Collateral  Securities  or  Eligible  Investments  (other  than  Put 
Excluded  Collateral)  to  the  Collateral  Put  Provider  in  exchange  for  the 
payment  by  the  Collateral  Put  Provider  of  an  amount  equal  to  100%  of  par 
for  such  Collateral  Securities  or  Eligible  Investments  (plus  accrued  and 
unpaid  interest). 

See  'The  Collateral  Put  Agreement". 

On  or  immediately  prior  to  the  final  maturity  date  of  the  Notes  or  in 
connection  with  any  Optional  Redemption,  Auction,  Tax  Redemption  or 
Event  of  Default,  the  Liquidation  Agent,  on  behalf  of  the  Issuer,  will  (i) 
assign  or  terminate  or  cause  to  be  assigned  or  terminated  CDS 
Transactions,  (ii)  liquidate  all  of  the  Collateral  Securities,  Delivered 
Obligations  and  Eligible  Investments  and  (iii)  demand  payment  for  any 
termination  or  assignment  payments  due  to  the  Issuer. 

Goldman,  Sachs  &  Co.  ("GS&Co.")  as  Liquidation  Agent  (in  such 
capacity,  the  "Liquidation  Agent")  under  the  Liquidation  Agency 
Agreement  dated  as  of  the  Closing  Date  (the  "Liquidation  Agency 
Agreement")  between  GS&Co.  and  the  Issuer  will,  on  behalf  of  the  Issuer, 
(i)  assign,  terminate  or  otherwise  dispose  of  (a)  CDS  Transactions  the 
Reference  Obligations  of  which  are  determined  pursuant  to  the  Collateral 
Administration  Agreement  by  the  Collateral  Administrator,  on  behalf  of 
the  Issuer  to  be  Credit  Risk  Obligations  and  (b)  Delivered  Obligations,  (ii) 
sell,  assign,  terminate  or  otherwise  dispose  of  the  Credit  Default  Swap, 
Delivered  Obligations,  Collateral  Securities  and  Eligible  Investments  of 
the  Issuer  in  connection  with  (a)  a  redemption  of  the  Notes  as  a  result  of  an 
Optional  Redemption,  a  Tax  Redemption,  an  Auction  or  as  otherwise 
required  under  the  Indenture  as  described  therein  and  (b)  an  acceleration  of 
Notes  as  a  result  of  an  Event  of  Default  as  required  under  the  Indenture  as 
described  therein,  (iii)  exercise  rights  of  the  Issuer  under  the  Collateral  Put 
Agreement  and  (iv)  perform  certain  other  functions,  as  described  herein. 
The  Liquidation  Agent  will  have  twelve  (12)  months  to  assign,  terminate 
or  otherwise  dispose  of  (a)  CDS  Transactions  the  Reference  Obligations  of 
which  are  determined  pursuant  to  the  Collateral  Administration  Agreement 
by  the  Collateral  Administrator,  on  behalf  of  the  Issuer,  to  be  Credit  Risk 
Obligations  and  (b)  Delivered  Obligations  in  accordance  with  the  terms  of 
the  Liquidation  Agency  Agreement  (such  twelve  months  measured  from 
the  date  the  Liquidation  Agent  is  notified  of  either  (1)  such  determination 
by  the  Collateral  Administrator  or  (2)  the  receipt  of  such  Delivered 
Obligation  by  the  Issuer,  as  applicable).  The  proceeds  of  any  such  sale  of 
Delivered  Obligations  will  be  deposited  by  the  Trustee  into  the  Collateral 
Account  and  invested  in  Eligible  Investments  and  Collateral  Securities 
selected  at  the  direction  of  the  Liquidation  Agent.  In  addition,  any 
principal  proceeds  received  on  such  Delivered  Obligations  prior  to  such 
sale,  will  be  deposited  by  the  Trustee  into  the  Collateral  Account.  The 
Liquidation  Agent  will  not  have  the  right,  or  the  obligation,  to  exercise  any 
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discretion  with  respect  to  the  method  or  the  price  of  any  assignment, 
termination  or  disposition  of  a  CDS  Transaction;  the  sole  obligation  of  the 
Liquidation  Agent  will  be  to  execute  such  assignment  or  termination  of  a 
CDS  Transaction  in  accordance  with  the  terms  of  the  Liquidation  Agency 
Agreement  Notwithstanding  the  appointment  of  the  Liquidation  Agent, 
the  Liquidation  Agent  shall  have  no  responsibility  for,  or  liability  relating 
to,  the  performance  of  the  Issuer  or  any  CDS  Transaction,  Reference 
Obligation,  Collateral  Security  or  Eligible  Investment. 

See  "The  Liquidation  Agency  Agreement." 

A  report  will  be  made  available  to  the  Holders  of  the  Notes  and  will 
provide  information  on  the  Reference  Portfolio  and  payments  to  be  made 
in  accordance  with  the  Priority  of  Payments  (each,  a  "Note  Valuation 
Report")  beginning  in  April,  2007.  See  "Reports." 

The  Offered  Notes  are  being  offered  to  non-U.S.  Persons  in  offshore 
transactions  in  reliance  on  Regulations,  and  in  the  United  States  to 
persons  who  are  Qualified  Institutional  Buyers  purchasing  in  reliance  on 
the  exemption  from  registration  under  Rule  I44A  or,  with  respect  to 
Income  Notes  only,  Accredited  Investors  purchasing  in  transactions 
exempt  from  registration  under  the  Securities  Act.  Each  purchaser  who  is  a 
U.S.  Person  must  also  be  a  Qualified  Purchaser.  Each  Accredited  Investor 
must  have  a  net  worth  of  at  least  U.S.S10  million.  See  "Description  of  the 
Notes — Form  of  the  Notes,"  "Underwriting"  and  "Notice  to  Investors." 

The  Notes  will  be  issued  in  minimum  denominations  of  U.S.$250,000  (in 
the  case  of  the  Rule  144A  Notes  and  the  Income  Notes  sold  to  Accredited 
Investors)  and  U.S.S  100,000  (in  the  case  of  the  Regulation  S  Notes)  and 
integral  multiples  of  U.S.S1  in  excess  thereof  for  each  Class  of  Notes. 

Each  Class  of  Notes  sold  in  offshore  transactions  in  reliance  on 
Regulation  S  will  initially  be  represented  by  one  or  more  temporary  global 
notes  (each,  a  "Temporary  Regulation  S  Global  Note").  Each  Temporary 
Regulation  S  Global  Note  will  be  deposited  on  the  Closing  Date  with  The 
Bank  of  New  York  Trust  Company,  National  Association  as  custodian  for, 
and  registered  in  the  name  of  Cede  &  Co.  as  nominee  of  The  Depository 
Trust  Company  ("DTC"),  for  the  respective  accounts  of  Euroclear  Bank 
S.A./N.V.,  as  operator  of  the  Euroclear  System  ("Euroclear"),  and 
Clearstream  Banking,  socidte  anonyme  ("Clearstream").  Beneficial 
interests  in  a  Temporary  Regulation  S  Global  Note  may  be  held  only 
through  Euroclear  or  Clearstream  and  may  not  be  held  at  any  time  by  a 
U.S.  Person  ("U.S.  Person")  (as  such  term  is  defined  in  Regulation  S  under 
the  Securities  Act). 

Each  Class  of  Rule  144A  Notes  (other  than  the  Class  E  Notes  and  the 
Income  Notes)  will  be  issued  in  the  form  of  one  or  more  global  notes  in 
fully  registered  form  (the  "Rule  144A  Global  Notes"  and,  together  with  the 
Temporary  Regulation  S  Global  Notes  and  the  Regulation  S  Global  Notes, 
the  "Global  Notes"),  deposited  with  The  Bank  of  New  York  Trust 
Company,  National  Association  as  custodian  for,  and  registered  in  the 
name  of  Cede  &  Co.  as  nominee  of,  DTC,  which  will  credit  the  account  of 
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each  of  its  participants  with  the  principal  amount  of  Notes  being  purchased 
by  or  through  such  participant.  Beneficial  interests  in  the  Rule  144A 
Global  Notes  will  be  shown  on,  and  transfers  thereof  will  be  effected  only 
through,  records  maintained  by  DTC  and  its  direct  and  indirect 
participants. 

The  Class  E  Notes  (other  than  the  Regulation  S  Class  E  Notes)  and  the 
Income  Notes  (other  than  the  Regulation  S  Income  Notes)  will  be 
evidenced  by  one  or  more  notes  in  definitive,  fully  registered  form, 
registered  in  the  name  of  the  owner  thereof  (each,  a  "Definitive  Note"). 

Beneficial  interests  in  the  Global  Notes  and  the  Definitive  Notes  may  not 
be  transferred  except  in  compliance  with  the  transfer  restrictions  described 
herein.  See  "Description  of  the  Notes — Form  of  the  Notes"  and  "Notice  to 
Investors." 

The  Indenture,  the  Collateral  Administration  Agreement,  the  Senior  Swap, 
the  Credit  Default  Swap,  the  Notes,  the  Liquidation  Agency  Agreement, 
the  Collateral  Put  Agreement  and  the  Fiscal  Agency  Agreement  will  be 
governed  by  the  laws  of  the  State  of  New  York. 

There  is  currently  no  market  for  the  Notes  and  there  can  be  no  assurance 
that  such  a  market  will  develop.  See  "Risk  Factors— Notes — Limited 
Liquidity  and  Restrictions  on  Transfer."  Application  may  be  made  to  the 
Irish  Stock  Exchange  for  the  Notes  to  be  admitted  to  the  official  list  of  the 
Irish  Stock  Exchange  and  to  trading  on  its  regulated  market.  There  can  be 
no  assurance  that  any  such  application  will  be  made  or  that  any  such  listing 
will  be  obtained  or  maintained. 


If  application  is  made  to  list  the  Notes  on  the  Irish  Stock  Exchange, 
(i)  Maples  and  Calder  Listing  Services  Limited  will  be  the  Irish  Listing 
Agent  for  the  Notes  (the  "Irish  Listing  Agent")  and  (ii)  Maples  Finance 
Dublin  will  be  the  Irish  Paying  Agent  for  the  Notes  (the  "Irish  Paying 
Agent"). 

See  "Income  Tax  Considerations." 

See  "ERISA  Considerations." 
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Prior  to  making  an  investment  decision,  prospective  investors  should  carefully  consider,  in  addition  to  the 
matters  set  forth  elsewhere  in  this  Offering  Circular,  the  following  factors: 

Notes 

Limited  Liquidity  and  Restrictions  on  Transfer.  There  is  currently  no  market  for  the  Notes.  Although 
GS&Co.  has  advised  the  Issuers  that  it  intends  to  make  a  market  in  the  Offered  Notes,  GS&Co.  is  not  obligated  to 
do  so,  and  any  such  market  making  with  respect  to  the  Offered  Notes  may  be  discontinued  at  any  time  without 
notice.  There  can  be  no  assurance  that  any  secondary  market  for  any  of  the  Notes  will  develop  or,  if  a  secondary 
market  does  develop,  that  it  will  provide  the  Holders  of  the  Notes  with  liquidity  of  investment  or  that  it  will  continue 
for  the  life  of  such  Notes  and  consequently  a  purchaser  must  be  prepared  to  hold  the  Notes  until  the  Stated  Maturity. 

In  addition,  no  sale,  assignment,  participation,  pledge  or  transfer  of  the  Notes  may  be  effected  if,  among 
other  things,  it  would  require  any  of  the  Issuer,  the  Co-Issuer  or  any  of  their  officers  or  directors  to  register  under,  or 
otherwise  be  subject  to  the  provisions  of,  the  Investment  Company  Act  or  any  other  similar  legislation  or  regulatory 
action.  Furthermore,  the  Notes  will  not  be  registered  under  the  Securities  Act  or  any  state  securities  laws  or  the  laws 
of  any  other  jurisdiction,  and  the  Issuer  has  no  plans,  and  is  under  no  obligation,  to  register  the  Notes  under  the 
Securities  Act  or  any  state  securities  laws  or  under  the  laws  of  any  other  jurisdiction.  The  Notes  are  subject  to 
certain  transfer  restrictions  and  can  be  transferred  only  to  certain  transferees  as  described  herein  under  "Description 
of  the  Notes — Form  of  the  Notes"  and  "Notice  to  Investors."  Such  restrictions  on  the  transfer  of  the  Notes  may 
further  limit  their  liquidity.  See  "Description  of  the  Notes — Form  of  the  Notes."  Application  may  be  made  for  the 
Notes  to  be  admitted  to  the  official  list  of  the  Irish  Stock  Exchange  and  to  trading  on  its  regulated  market.  There  can 
be  no  assurance  that  any  such  application  will  be  made  or  that  any  such  listing  will  be  obtained. 

Limited  Recourse  Obligations.  The  Class  A  Notes,  Class  B  Notes,  Class  C  Notes  and  Class  D  Notes  will 
be  limited  recourse  obligations  of  the  Senior  Swap  and  the  Issuers  and  the  Class  E  Notes  will  be  limited  recourse 
obligations  of  the  Issuer,  in  each  case,  payable  solely  from  the  Pledged  Assets  pledged  by  the  Issuer  to  secure  the 
Secured  Notes  and  the  Senior  Swap.  The  Income  Notes  will  be  limited  recourse  obligations  of  the  Issuer  and  will 
not  be  secured  by  the  Pledged  Assets  securing  the  Secured  Notes  and  the  Senior  Swap.  None  of  the  Liquidation 
Agent,  the  Holders  of  the  Notes,  the  Initial  Purchaser,  the  Trustee,  the  Administrator,  the  Share  Trustee,  the  Agents, 
the  Senior  Swap  Counterparty,  the  Collateral  Put  Provider,  the  Credit  Protection  Buyer  or  any  affiliates  of  any  of  the 
foregoing  or  the  Issuers'  affiliates  or  any  other  person  or  entity  will  be  obligated  to  make  payments  on  the  Secured 
Notes,  the  Senior  Swap  or  the  Income  Notes.  Consequently,  the  Senior  Swap  Counterparty  and  the  Holders  of  the 
Secured  Notes  must  rely  solely  on  distributions  on  the  Pledged  Assets  pledged  to  secure  the  Senior  Swap  and  the 
Secured  Notes  for  the  payment  of  principal,  interest,  premium  and  other  distributions  thereon.  If  distributions  on  the 
Pledged  Assets  are  insufficient  to  make  payments  in  respect  of  the  Senior  Swap  and  the  Secured  Notes,  no  other 
assets  (and,  in  particular,  no  assets  of  the  Liquidation  Agent,  the  Holders  of  the  Secured  Notes,  the  Holders  of  the 
Income  Notes,  the  Initial  Purchaser,  the  Trustee,  the  Administrator,  the  Share  Trustee,  the  Agents,  the  Senior  Swap 
Counterparty,  the  Collateral  Put  Provider,  the  Credit  Protection  Buyer  or  any  affiliates  of  any  of  the  foregoing)  will 
be  available  for  payment  of  the  deficiency,  and  following  realization  of  the  Pledged  Assets  pledged  to  secure  the 
Senior  Swap  and  the  Secured  Notes,  the  obligations  of  the  Issuers  to  pay  such  deficiency  shall  be  extinguished  and 
shall  not  revive. 

Subordination  of  the  Notes.  Payments  of  principal  on  the  Class  S  Notes  will  be  senior  to  reductions  of  the 
Outstanding  Notional  Amount  of  the  Senior  Swap  and  payments  of  principal  on  the  Class  A  Notes,  the  Class  B 
Notes,  the  Class  C  Notes,  the  Class  D  Notes  and  the  Class  E  Notes  and  to  the  distribution  of  Proceeds  to  the  Holders 
of  the  Income  Notes  on  each  Payment  Date  to  the  extent  set  forth  in  the  Priority  of  Payments.  Payments  of  premium 
on  the  Senior  Swap  will  be  senior  to  payments  of  principal  on  the  Secured  Notes  and  senior  to  the  distribution  of 
Proceeds  to  the  Holders  of  the  Income  Notes  on  each  Payment  Date  to  the  extent  set  forth  in  the  Priority  of 
Payments.  The  Outstanding  Notional  Amount  of  the  Senior  Swap  will  be  reduced  either  pro  rata  with  principal 
payments  on  the  Class  A  Notes  or  senior  to  payments  of  principal  to  the  Class  A  Notes  as  described  herein. 
Payments  of  principal  on  the  Class  A-f  Notes  and  the  Class  A-b  Notes  will  be  paid  either  pro  rata  or  first  to  the 
Class  A-f  Notes  and  second  to  the  Class  A-b  Notes  depending  on  the  circumstances  as  more  fully  described  herein. 
Payments  of  principal  on  the  Class  A  Notes  due  on  any  Payment  Date  will  be  senior  to  payments  of  principal  of  the 
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Class  B  Notes,  the  Class  C  Notes,  the  Class  D  Notes  and  the  Class  E  Notes  and  to  the  distribution  of  Proceeds  to  the 
Holders  of  the  Income  Notes  on  such  Payment  Date  to  the  extent  set  forth  in  the  Priority  of  Payments.  Payments  of 
principal  on  the  Class  B  Notes  due  on  any  Payment  Date  will  be  senior  to  payments  of  principal  on  the  Class  C 
Notes,  the  Class  D  Notes  and  the  Class  E  Notes  and  senior  to  the  distributions  of  Proceeds  to  the  Holders  of  the 
Income  Notes  on  such  Payment  Date  to  the  extent  set  forth  in  the  Priority  of  Payments.  Payments  of  principal  on 
the  Class  C  Notes  due  on  any  Payment  Date  will  be  senior  to  payments  of  principal  on  the  Class  D  Notes  and  Class 
E  Notes  and  senior  to  the  distributions  of  Proceeds  to  the  Holders  of  the  Income  Notes  on  such  Payment  Date  to  the 
extent  set  forth  in  the  Priority  of  Payments.  Payments  of  principal  on  the  Class  D  Notes  due  on  any  Payment  Date 
will  be  senior  to  payments  of  principal  on  the  Class  E  Notes  and  senior  to  the  distributions  of  Proceeds  to  the 
Holders  of  the  Income  Notes  on  such  Payment  Date  to  the  extent  set  forth  in  the  Priority  of  Payments.  Payments  of 
principal  on  the  Class  E  Notes  due  on  any  Payment  Date  will  be  senior  to  the  distributions  of  Proceeds  to  the 
Holders  of  the  Income  Notes  on  such  Payment  Date  to  the  extent  set  forth  in  the  Priority  of  Payments.  As  a  result  of 
the  Priority  of  Payments,  notwithstanding  the  subordination  of  the  Notes  described  under  "Description  of  the 
Notes — Status  and  Security,"  the  Outstanding  Notional  Amount  of  the  Senior  Swap  will  be  reduced  while  the  Class 
S  Notes  are  outstanding,  the  Class  A  Notes  will  be  entitled  to  receive  certain  payments  of  principal  while  the  Class  S 
Notes  and  the  Senior  Swap  are  outstanding,  the  Class  B  Notes  will  be  entitled  to  receive  certain  payments  of 
principal  while  the  Class  S  Notes,  the  Senior  Swap  and  the  Class  A  Notes  are  outstanding,  the  Class  C  Notes  will  be 
entitled  to  receive  certain  payments  of  principal  while  the  Class  S  Notes,  the  Senior  Swap,  the  Class  A  Notes  and  the 
Class  B  Notes  are  outstanding,  the  Class  D  Notes  will  be  entitled  to  receive  certain  payments  of  principal  while  the 
Class  S  Notes,  the  Senior  Swap,  the  Class  A  Notes,  the  Class  B  Notes  apd  the  Class  C  Notes  are  outstanding  and  the 
Class  E  Notes  will  be  entitled  to  receive  certain  payments  of  principal  while  the  Class  S  Notes,  the  Senior  Swap,  the 
Class  B  Notes,  the  Class  C  Notes  and  the  Class  D  Notes  are  outstanding  and  the  Class  E  Notes  will  be  entitled  to 
receive  certain  payments  of  principal  while  the  Class  S  Notes,  the  Senior  Swap,  the  Class  A  Notes,  the  Class  B 
Notes,  the  Class  C  Notes  and  the  Class  D  Notes  are  outstanding.  In  addition,  the  Income  Notes  will  be  entitled  to 
receive  certain  payments  while  the  Secured  Notes  and  Senior  Swap  are  outstanding.  See  "Description  of  the 
Notes — Priority  of  Payments."  To  the  extent  that  any  losses  are  incurred  by  the  Issuer  in  respect  of  any  Pledged 
Assets,  such  losses  will  be  borne  first  by  Holders  of  the  Income  Notes,  then  by  the  Holders  of  the  Class  E  Notes, 
then,  by  Holders  of  the  Class  D  Notes,  then,  by  Holders  of  the  Class  C  Notes;  then,  by  Holders  of  the  Class  B  Notes, 
then,  by  Holders  of  the  Class  A-b  Notes,  then,  by  the  Holders  of  the  Class  A-f  Notes  and  then,  by  the  Senior  Swap 
Counterparty,  and  finally,  by  Holders  of  the  Class  S  Notes. 

Payments  of  interest  on  the  Class  S  Notes  due  on  any  Payment  Date  will  be  senior  to  payments  of  premium 
on  the  Senior  Swap  and  to  payments  of  interest  on  the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C  Notes,  the 
Class  D  Notes  and  the  Class  E  Notes  and  senior  to  the  distributions  of  Proceeds  to  the  Holders  of  the  Income  Notes 
on  such  Payment  Date.  Payments  of  interest  on  the  Class  A  Notes  due  on  any  Payment  Date  will  be  senior  to 
payments  of  interest  on  the  Class  B  Notes,  the  Class  C  Notes,  the  Class  D  Notes  and  the  Class  E  Notes  and  senior  to 
the  distributions  of  Proceeds  to  the  Holders  of  the  Income  Notes  on  such  Payment  Date.  Payments  of  interest  on  the 
Class  B  Notes  due  on  any  Payment  Date  will  be  senior  to  payments  of  interest  on  the  Class  C  Notes  and  the  Class  D 
Notes  and  senior  to  the  distributions  of  Proceeds  to  the  Holders  of  the  Income  Notes  on  such  Payment  Date. 
Payments  of  interest  on  the  Class  C  Notes  due  on  any  Payment  Date  will  be  senior  to  payments  of  interest  on  the 
Class  D  Notes  and  the  Class  E  Notes  and  senior  to  the  distributions  of  Proceeds  to  the  Holders  of  the  Income  Notes 
on  such  Payment  Date.  Payments  of  interest  on  the  Class  D  Notes  due  on  any  Payment  Date  will  be  senior  to 
payments  of  interest  on  the  Class  E  Notes  and  senior  to  distributions  of  Proceeds  to  the  Holders  of  the  Income  Notes 
on  such  Payment  Date.  Payments  of  interest  on  the  Class  E  Notes  due  on  any  Payment  Date  will  be  senior  to  the 
distributions  of  Proceeds  to  the  Holders  of  the  Income  Notes  on  such  Payment  Date.  See  "Description  of  the 
Notes." 

On  any  Payment  Date  on  which  certain  conditions  are  satisfied  and  funds  are  available  therefor,  the 
"shifting  principal"  method  in  clause  (xiii)  of  the  Priority  of  Payments  may  permit  the  Outstanding  Notional 
Amount  of  the  Senior  Swap  to  be  reduced  and  the  Holders  of  the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C 
Notes,  the  Class  D  Notes  and  the  Class  E  Notes  to  receive  payments  of  principal  in  accordance  with  the  Priority  of 
Payments  while  more  senior  Classes  of  Notes  and  the  Senior  Swap  remain  outstanding  and  may  permit  distributions 
of  Principal  Proceeds  to  the  Holders  of  the  Income  Notes,  to  the  extent  funds  are  available  in  accordance  with  the 
Priority  of  Payments,  while  the  more  senior  Notes  are  outstanding.  Amounts  properly  paid  pursuant  to  the  Priority 
of  Payments  to  a  junior  Class  of  Notes  will  not  be  recoverable  in  the  event  of  a  subsequent  shortfall  in  the  amount 
required  to  pay  a  more  senior  Class  of  Secured  Notes. 
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Holders  of  the  Controlling  Class  may  not  be  able  to  effect  a  liquidation  of  the  Pledged  Assets  in  an  Event  of 
Default;  Holders  of  other  Classes  of  Notes  may  be  Adversely  Affected  by  Actions  of  the  Controlling  Class.  If  an 
Event  of  Default  occurs  and  is  continuing,  a  Majority  of  the  Controlling  Class  will  be  entitled  to  determine  the 
remedies  to  be  exercised  under  the  Indenture;  however,  the  Majority  of  the  Controlling  Class  will  not  be  able  to 
direct  a  sale  or  liquidation  of  the  Pledged  Assets  unless,  among  other  things,  the  Trustee  determines  (which 
determination  will  be  based  upon  a  certificate  of  the  Liquidation  Agent  as  to  the  estimated  proceeds)  that  the 
anticipated  proceeds  of  such  sale  or  liquidation  (after  deducting  the  reasonable  expenses  of  such  sale  or  liquidation) 
would  be  sufficient  to  pay  in  full  the  sum  of  (A)  amounts  due  to  the  Senior  Swap  Counterparty,  net  of  all  amounts 
payable  to  the  Issuer  by  the  Senior  Swap  Counterparty,  (B)  the  principal  (including  any  Class  C  Deferred  Interest, 
Class  D  Deferred  Interest  and  Class  E  Deferred  Interest)  and  accrued  interest  (including  all  Defaulted  Interest,  and 
interest  thereon)  and  any  other  amounts  due  with  respect  to  all  the  outstanding  Notes,  (C)  unpaid  Administrative 
Expenses,  (D)  all  amounts,  including  Credit  Default  Swap  Termination  Payments,  due  the  Credit  Protection  Buyer 
or  an  assignee  of  a  Credit  Protection  Buyer  upon  termination  or  assignment  of  the  Credit  Default  Swap,  net  of 
termination  or  assignment  payments  payable  to  the  Issuer  by  the  Credit  Protection  Buyer  or  an  assignee  of  a  Credit 
Protection  Buyer,  (E)  all  amounts  due  to  the  Collateral  Put  Provider,  net  of  amounts  payable  to  the  Issuer  by  the 
Collateral  Put  Provider  and  (F)  all  other  items  in  the  Priority  of  Payments  ranking  prior  to  payments  on  the  Notes 
and  a  Majority  of  the  Controlling  Class  agrees  with  such  determination.  There  can  be  no  assurance  that  proceeds  of 
a  sale  and  liquidation,  together  with  all  other  available  funds,  will  be  sufficient  to  pay  in  full  such  amount  In 
addition,  even  if  the  anticipated  proceeds  of  such  sale  or  liquidation  would  not  be  sufficient  to  pay  in  full  such 
amount,  the  Senior  Swap  Counterparty  and/or  the  requisite  Holders  of  Notes  as  determined  pursuant  to  the  Indenture 
or  the  Holders  of  a  Majority  of  the  Controlling  Class  may  direct  the  sale  and  liquidation  of  the  Pledged  Assets. 

Remedies  pursued  by  the  Holders  of  the  Class  S  Notes,  the  Senior  Swap  and  Class  A  Notes  could  be 
adverse  to  the  interests  of  the  Holders  of  the  Class  B  Notes,  the  Class  C  Notes,  the  Class  D  Notes,  the  Class  E  Notes 
and  the  Income  Notes.  After  the  Class  S  Notes,  the  Senior  Swap  and  the  Class  A  Notes  are  no  longer  outstanding, 
the  Holders  of  the  Class  B  Notes  will  be  entitled  to  determine  the  remedies  to  be  exercised  under  the  Indenture 
(except  as  noted  above)  if  an  Event  of  Default  occurs.  After  the  Class  S  Notes,  the  Senior  Swap,  the  Class  A  Notes, 
and  the  Class  B  Notes  are  no  longer  outstanding,  the  Holders  of  the  Class  C  Notes  will  be  entitled  to  determine  the 
remedies  to  be  exercised  under  the  Indenture  (except  as  noted  above)  if  an  Event  of  Default  occurs.  After  the  Class 
S  Notes,  the  Senior  Swap,  the  Class  A  Notes,  the  Class  B  Notes  and  the  Class  C  Notes  are  no  longer  outstanding, 
the  Holders  of  the  Class  D  Notes  will  be  entitled  to  determine  the  remedies  to  be  exercised  under  the  Indenture 
(except  as  noted  above)  if  an  Event  of  Default  occurs.  After  the  Class  S  Notes,  the  Senior  Swap,  the  Class  A  Notes, 
the  Class  B  Notes,  the  Class  C  Notes  and  the  Class  D  Notes  are  no  longer  outstanding,  the  Holders  of  the  Class  E 
Notes  will  be  entitled  to  determine  the  remedies  to  be  exercised  under  the  Indenture  (except  as  noted  above)  if  an 
Event  of  Default  occurs.  See  "Description  of  the  Notes — The  Indenture — Events  of  Default." 

Subordination  of  the  Income  Notes:  Unsecured  Obligations.  The  Income  Notes  are  limited  recourse 
obligations  of  the  Issuer  and  are  not  secured  by  the  Pledged  Assets  securing  the  Secured  Notes.  As  such,  the 
Holders  of  the  Income  Notes  will  rank  behind  all  of  the  secured  creditors  and  pari  passu  with  all  unsecured 
creditors,  whether  known  or  unknown,  of  the  Issuer.  The  Issuer,  pursuant  to  the  Indenture,  has  pledged  substantially 
all  of  its  assets  to  secure  the  Secured  Notes,  the  Senior  Swap  and  certain  other  obligations  of  the  Issuer.  The 
proceeds  of  such  assets  will  only  be  available  to  make  payments  in  respect  of  the  Income  Notes  as  and  when  such 
proceeds  are  released  from  the  lien  of  the  Indenture  in  accordance  with  the  Priority  of  Payments.  There  can  be  no 
assurance  that,  after  payment  of  principal  and  interest  on  the  Secured  Notes  and  other  fees  and  expenses  of  the 
Issuer  in  accordance  with  the  Priority  of  Payments,  the  Issuer  will  have  funds  remaining  to  make  payments  in 
respect  of  the  Income  Notes.  Failure  to  pay  the  full  principal  amount  of  the  Income  Notes  will  in  no  event  constitute 
an  Event  of  Default.  No  person  or  entity  other  than  the  Issuer  will  be  required  to  make  any  payments  on  the  Income 
Notes.  Except  with  respect  to  the  obligations  of  the  Issuer  to  make  payments  pursuant  to  the  Priority  of  Payments, 
the  Issuer  does  not  expect  to  have  any  creditors.  The  funds  available  to  be  paid  to  the  Fiscal  Agent  will  depend  in 
part  on  the  weighted  average  of  the  Note  Interest  Rates. 

Any  amounts  that  are  released  from  the  lien  of  the  Indenture  for  payment  to  the  Holders  of  the  Income 
Notes  in  accordance  with  the  Priority  .of  Payments  on  any  Payment  Date  will  not  be  available  to  make  payments  in 
respect  of  the  Secured  Notes  or  the  Senior  Swap  on  any  subsequent  Payment  Date. 
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Leveraged  Investment.  The  Income  Notes  represent  a  leveraged  investment  in  the  underlying  Pledged 
Assets.  The  use  of  leverage  generally  magnifies  an  investor's  opportunities  for  gain  and  risk  of  loss.  Therefore, 
changes  in  the  market  value  of  the  Income  Notes  can  be  expected  to  be  greater  than  changes  in  the  market  value  of 
the  underlying  assets  included  in  the  Pledged  Assets,  which  are  also  subject  to  credit,  liquidity  and  interest  rate  risk. 

Supplemental  Indentures  May  Modify  the  Indenture,  and  Some  Supplemental  Indentures  Do  Not  Require 
Consent  of  Holders  of  Notes.  The  Indenture  provides  that  the  Issuers  and  the  Trustee  may  enter  into  supplemental 
indentures  to  modify  various  provisions  of  the  Indenture.  The  execution  of  supplemental  indentures  is  subject  to 
various  conditions  precedent.  In  certain  cases,  the  consent  of  the  Holders  of  the  Notes  is  required,  but  in  certain 
cases,  such  consent  is  not  required.  Furthermore,  if  no  Holder  of  a  Note  of  a  Class  responds  to  notice  of  a  proposed 
amendment  within  the  prescribed  time  period,  all  Notes  of  such  Class  may  be  deemed  not  to  be  adversely  or 
materially  adversely  affected  by  the  proposed  supplemental  indenture.  See  "Description  of  the  Notes — The 
Indenture — Modification  of  the  Indenture." 

Optional  Redemption  and  Tax  Redemption  of  Notes.  Subject  to  the  satisfaction  of  certain  conditions,  the 
Secured  Notes  may  be  optionally  redeemed  and  the  Senior  Swap  terminated  in  whole  and  not  in  part  (i)  on  any 
Payment  Date  on  or  after  the  April  2010  Payment  Date  at  the  written  direction  of,  or  with  the  written  consent  of, 
Holders  of  at  least  a  Majority  of  the  Income  Notes  or  (ii)  on  the  date  that  is  90  days  from  the  date  on  which  the 
Issuers  first  become  aware  of  the  occurrence  of  a  Tax  Event  {provided  that  such  90-day  period  shall  be  extended  by 
another  90  days  if,  during  the  initial  90-day  period,  the  Issuers  have  notified  the  Holders  of  the  Notes  that  the  related 
Issuer  expects  that  it  shall  have  changed  its  place  of  residence  by  the  end  of  the  later  90-day  period),  at  the  written 
direction  of,  or  with  the  written  consent  of,  Holders  of  at  least  66-2/3%  of  the  Income  Notes  or  the  Holders  of  at 
least  a  Majority  of  any  Class  of  Notes,  if  as  a  result  of  an  occurrence  of  a  Tax  Event,  such  Class  of  Notes  has  not 
received  100%  of  the  aggregate  amount  of  principal  and  interest  due, and  payable  on  such  Class  of  Notes.  If  an 
Optional  Redemption  or  Tax  Redemption  of  the  Secured  Notes  occurs,  the  Income  Notes  will  be  redeemed 
simultaneously. 

There  can  be  no  assurance  that  after  payment  of  the  redemption  prices  for  the  Secured  Notes,  amounts 
payable  in  connection  with  the  termination  of  the  Credit  Default  Swap  and  the  Senior  Swap  and  all  other  amounts 
payable  in  accordance  with  the  Priority  of  Payments,  any  Proceeds  will  remain  to  distribute  to  the  Holders  of  the 
Income  Notes  upon  redemption.  See  "Description  of  the  Notes— Optional  Redemption"  and  "—Tax  Redemption." 
An  Optional  Redemption  or  Tax  Redemption  of  the  Notes  could  require  the  Liquidation  Agent  to  liquidate  positions 
more  rapidly  than  would  otherwise  be  desirable,  which  could  adversely  affect  the  realized  value  of  the  CDS 
Transactions,  the  Eligible  Investments  or  the  Delivered  Obligations.  In  addition,  the  redemption  procedures  in  the 
Indenture  may  require  the  Liquidation  Agent  to  aggregate  securities  to  be  sold  together  in  one  block  transaction, 
thereby  possibly  resulting  in  a  lower  aggregate  realized  value  for  the  CDS  Transactions,  the  Eligible  Investments  or 
the  Delivered  Obligations.  In  any  event,  there  can  be  no  assurance  that  the  market  value  of  the  CDS  Transactions, 
the  Eligible  Investments  or  the  Delivered  Obligations  will  be  sufficient  for  the  Holders  of  the  Income  Notes  to  direct 
an  Optional  Redemption  or,  in  the  case  of  a  Tax  Redemption,  for  the  Holders  of  the  affected  Class  of  Secured  Notes 
or  Income  Notes  to  direct  a  Tax  Redemption.  A  decrease  in  the  market  value  of  the  CDS  Transactions,  the  Eligible 
Investments  or  the  Delivered  Obligations  would  adversely  affect  the  proceeds  that  could  be  obtained  upon  a 
disposition  of  the  CDS  Transactions,  the  Eligible  Investments  or  the  Delivered  Obligations;  consequently,  the 
conditions  precedent  to  the  exercise  of  an  Optional  Redemption  or  a  Tax  Redemption  may  not  be  met.  The  interests 
of  the  Holders  of  the  Income  Notes  in  determining  whether  to  elect  to  effect  an  Optional  Redemption  and  the 
interests  of  the  Holders  of  the  affected  Class  of  Secured  Notes  and  the  Income  Notes  with  respect  to  a  Tax 
Redemption  may  be  different  from  the  interests  of  the  Holders  of  the  other  Classes  of  Notes  in  such  respect.  The 
Holders  of  the  Notes  also  may  not  be  able  to  invest  the  proceeds  of  the  redemption  of  the  Notes  in  one  or  more 
investments  providing  a  return  equal  to  or  greater  than  the  Holders  of  the  Notes  expected  to  obtain  from  their 
investment  in  the  Notes.  An  Optional  Redemption  or  a  Tax  Redemption  will  shorten  the  average  lives  of  the  Notes 
and  the  duration  of  the  Notes  and  may  reduce  the  yield  to  maturity  of  the  Notes. 

Auction.  There  can  be  no  assurance  that  an  Auction  of  the  Pledged  Assets  on  any  Auction  Date  will  be 
successful.  The  failure  of  an  Auction  may  lengthen  the  expected  average  lives  of  the  Notes  and  may  reduce  the 
yield  to  maturity  of  the  Notes.  In  the  event  of  an  Auction,  Holders  of  Income  Notes  may  have  their  Income  Notes 
redeemed  without  receiving  any  payments  on  such  Income  Notes.  In  addition,  the  success  of  an  Auction  will 
shorten  the  average  lives  of  the  Notes  and  may  reduce  the  yield  to  maturity  of  the  Notes. 
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Mandatory  Redemption  of  Notes.  If  the  Senior  Overcollateralization  Test  is  not  met  on  the  Determination 
Date  immediately  preceding  a  Payment  Date,  Proceeds  that  otherwise  might  have  been  distributed  to  the  Holders  of 
the  Class  C  Notes,  the  Class  D  Notes,  the  Class  E  Notes  and  the  Income  Notes  will  be  used  to  reduce  the 
Outstanding  Notional  Amount  of  the  Senior  Swap  and  to  redeem  the  Class  A  Notes  and  the  Class  B  Notes  in  full  in 
the  order  described  in  the  Priority  of  Payments.  If  the  Class  C  Overcollateralization  Test  is  not  met  on  the 
Determination  Date  immediately  preceding  a  Payment  Date,  Proceeds  that  otherwise  might  have  been  distributed  to 
the  Holders  of  the  Class  D  Notes,  the  Class  E  Notes  and  the  Income  Notes  will  be  used  to  reduce  the  Outstanding 
Notional  Amount  of  the  Senior  Swap  and  to  redeem  the  Class  A  Notes,  the  Class  B  Notes  and  the  Class  C  Notes  in 
full  in  the  order  described  in  the  Priority  of  Payments.  If  the  Class  D  Overcollateralization  Test  is  not  met  on  the 
Determination  Date  immediately  preceding  a  Payment  Date,  Proceeds  that  otherwise  might  have  been  distributed  to 
the  Holders  of  the  Class  E  Notes  and  the  Income  Notes  will  be  used  to  .reduce  the  Outstanding  Notional  Amount  of 
the  Senior  Swap  and  to  redeem  the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C  Notes  and  the  Class  D  Notes  in 
full  in  the  order  described  in  the  Priority  of  Payments.. The  foregoing  redemptions  could  result  in  an  elimination, 
deferral  or  reduction  in  the  amounts  available  to  make  payments  to  the  Holders  of  the  Class  C  Notes,  the  Class  D 
Notes,  the  Class  E  Notes  and  payments  to  Holders  of  the  Income  Notes.  See  "Description  of  the  Notes — Mandatory 
Redemption".  Any  such  redemptions  will  shorten  the  average  life  of  the  redeemed  Notes,  may  lower  the  yield  to 
maturity  of  the  Notes. 

Collateral  Accumulation.  In  anticipation  of  the  issuance  of  the  Notes,  GSI  has  agreed  to  "warehouse"  up  to 
U.S.$2,000,000,000  aggregate  notional  amount  of  CDS  Transactions  and  up  to  U.S.$800,000,000  aggregate 
principal  amount  of  Collateral  Securities  and  Eligible  Investments,  for  assumption  by  the  Issuer  or  resale  to  the 
Issuer,  as  applicable,  pursuant  to  the  terms  of  a  forward  purchase  agreement  (the  "Forward  Purchase  Agreement"). 
No  collateral  manager  or  other  person  acting  on  behalf  of  the  Issuer  has  reviewed  the  prices  established  pursuant  to 
such  Forward  Purchase  Agreement  (nor  has  there  been  any  third  party  verification  of  such  prices).  All  of  such 
notional  amount  will  be  represented  by  one  or  more  CDS  Transactions  entered  into  between  the  Issuer  and  GSI  or  an 
affiliate  thereof,  wherein  the  Issuer  will  be  selling  credit  protection.  Pursuant  to  the  terms  of  the  Forward  Purchase 
Agreement,  the  Issuer  will  be  obligated  to  assume  or  purchase,  as  applicable,  the  "warehoused"  assets,  provided  thai 
with  respect  to  the  Collateral  Securities,  such  securities  satisfy  certain  eligibility  criteria  on  the  Closing  Date,  for  a 
formula  purchase  price  designed  to  reflect  the  premiums  at  which  such  "warehoused"  assets  were  assumed  or 
purchased,  as  applicable  (using,  as  applicable,  the  prepayment  speed  and  other  assumptions  used  to  set  the  initial 
price  of  each  individual  asset),  as  adjusted  for  any  hedging  gain  or  loss  and  any  loss  or  gain  on  any  "warehoused" 
asset  assigned  or  sold,  as  applicable,  to  a  party  other  than  the  Issuer  during  the  warehousing  period.  Consequently, 
the  market  values  of  "warehoused"  assets  at  the  Closing  Dale  may  be  less  than  or  greater  than  the  formula  purchase 
price  paid  by  the  Issuer.  In  addition,  if  a  CDS  Transaction,  Collateral  Security  or  Eligible  Investment  becomes 
ineligible  during  the  warehousing  period  and  is  not  assumed  or  purchased,  as  applicable,  by  the  Issuer  on  the 
Closing  Date,  or  if  a  CDS  Transaction,  Collateral  Security  or  Eligible  Investment  is  otherwise  disposed  at  the 
direction  of  GSI  (which  disposition  may  only  occur  with  the  consent  of  GSI 's  affiliate),  the  Issuer  will  bear  the  loss 
or  receive  the  gain  on  the  disposition  of  such  CDS  Transaction,  Collateral  Security  or  Eligible  Investment  to  a  third 
party. 

Disposition  of  CDS  Transactions  by  the  Liquidation  Agent  Under  Certain  Circumstances.  Under  the 
Indenture,  the  Liquidation  Agent  will  be  required  to  assign,  terminate  or  otherwise  dispose  of,  on  behalf  of  the 
Issuer,  all  CDS  Transactions  that  reference  Reference  Obligations  that  are  determined  pursuant  to  the  Collateral 
Administration  Agreement  by  the  Collateral  Administrator,  on  behalf  of  the  Issuer,  to  meet  the  definition  of  Credit 
Risk  Obligations  subject  to  satisfaction  of  the  conditions  described  herein.  The  Liquidation  Agent  will  have  twelve 
(12)  months  (from  the  date  it  is  notified  of  the  determination  of  the  Collateral  Administrator)  to  assign,  terminate  or 
otherwise  dispose  of  such  CDS  Transactions.  The  Liquidation  Agent  will  not  have  the  right,  or  the  obligation,  to 
exercise  any  discretion  with  respect  to  the  method  or  the  price  of  any  assignment,  termination  or  disposition  of  a 
CDS  Transaction  that  references  a  Reference  Obligation  that  is  determined  pursuant  to  the  Collateral  Administration 
Agreement  by  the  Collateral  Administrator,  on  behalf  of  the  Issuer,  to  be  a  Credit  Risk  Obligation;  the  sole 
obligation  of  the  Liquidation  Agent  will  be  to  execute  the  assignment,  termination  or  disposition  of  such  CDS 
Transaction  in  accordance  with  the  terms  of  the  Liquidation  Agency  Agreement.  There  can  be  no  assurance  that  the 
Liquidation  Agent  will  be  able  to  dispose  any  such  CDS  Transaction  that  references  a  Reference  Obligation  that  is 
so  determined  to  be  a  Credit  Risk  Obligation.  Any  such  sale  of  a  CDS  Transaction  that  references  a  Reference 
Obligation  that  is  so  determined  to  be  a  Credit  Risk  Obligation  may  result  in  losses  by  the  Issuer,  which  losses  may 
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result  in  the  reduction  or  withdrawal  of  the  rating  of  any  or  all  of  the  Notes  by  any  of  the  Rating  Agencies.  See  "— 
No  Collateral  Manager." 

Average  Lives,  Duration  and  Prepayment  Considerations.  The  average  lives  of  the  Notes  (other  than  the 
Class  S  Notes)  are  expected  to  be  shorter  than  the  number  of  years  until  their  Stated  Maturity.  See  "Weighted 
Average  Life  and  Yield  Considerations." 

The  average  lives  of  the  Notes  will  be  affected  by  the  financial  condition  of  the  obligors  on  or  issuers  of  the 
Reference  Obligations  and  the  characteristics  of  the  Reference  Obligations,  including  the  existence  and  frequency  of 
exercise  of  any  prepayment,  optional  redemption  or  sinking  fund  features,  the  prepayment  speed,  the  occurrence  of 
any  early  amortization  events,  the  prevailing  level  of  interest  rates,  the  redemption  price,  the  actual  default  rate  and 
the  actual  level  of  recoveries  in  respect  of  any  Defaulted  Obligations,  the  frequency  of  tender  or  exchange  offers  for 
the  Reference  Obligations  and  the  tenor  of  any  sales  of  CDS  Transactions. 

Some  or  all  of  the  loans  underlying  the  RMBS  may  be  prepaid  at  any  time  (although  certain  of  such 
mortgage  loans  may  have  "lockout"  periods,  defeasance  provisions,  prepayment  penalties  or  other  disincentives  to 
prepayment).  Defaults  on  and  liquidations  of  the  loans  and  other  collateral  underlying  the  RMBS  may  also  lead  to 
early  repayment  thereof.  Prepayments  on  loans  are  affected  by  a  number  of  factors.  If  prevailing  rates  for  similar 
loans  fall  below  the  interest  rates  on  such  loans,  prepayment  rates  would  generally  be  expected  to  increase. 
Conversely,  if  prevailing  rates  for  similar  loans  rise  above  the  interest  rates  on  such  loans,  prepayment  rates  would 
generally  be  expected  to  decrease.  The  existence  and  frequency  of  such  prepayments,  optional  redemptions, 
defaults  and  liquidations  will  affect  the  average  lives  of,  and  credit  support  for,  the  Notes.  See  "Weighted  Average 
Life  and  Yield  Considerations." 

Projections,  Forecasts  and  Estimates.  Estimates  of  the  weighted  average  lives  of,  and  returns  on,  the  Notes 
included  herein,  together  with  any  other  projections,  forecasts  and  estimates  provided  to  prospective  purchasers  of 
the  Notes,  are  forward  looking  statements.  Such  statements  are  necessarily  speculative  in  nature,  as  they  are  based 
on  certain  assumptions.  It  can  be  expected  that  some  or  all  of  the  assumptions  underlying  such  statements  will  not 
reflect  actual  conditions.  Accordingly,  there  can  be  no  assurance  that  any  estimated  projections,  forecasts  or 
estimates  will  be  realized  or  that  the  forward  looking  statements  will  materialize,  and  actual  results  may  vary  from 
the  projections,  and  the  variations  may  be  material. 

Some  important  factors  that  could  cause  actual  results  to  differ  materially  from  those  in  any  forward 
looking  statements  include  changes  in  interest  rates,  market,  financial  or  legal  uncertainties,  the  timing  of 
acquisitions  of  the  Reference  Obligations,  differences  in  the  actual  allocation  of  the  Reference  Obligations  among 
asset  categories  from  those  assumed  and  mismatches  between  the  timing  of  accrual  and  receipt  of  Proceeds  from  the 
Reference  Obligations,  among  others. 

None  of  the  Issuer,  the  Co-Issuer,  the  Liquidation  Agent,  the  Initial  Purchaser  or  any  of  their  respective 
affiliates  has  any  obligation  to  update  or  otherwise  revise  any  projections,  including  any  revisions  to  reflect  changes 
in  economic  conditions  or  other  circumstances  arising  after  the  date  hereof  or  to  reflect  the  occurrence  of 
unanticipated  events,  even  if  the  underlying  assumptions  do  not  come  to  fruition. 

Dependence  of  the  Issuer  on  the  Liquidation  Agent.  The  Issuer  has  no  employees  and  is  dependent  on  the 
employees  of  the  Liquidation  Agent  to  perform  its  obligations  under  the  Liquidation  Agency  Agreement  in 
accordance  with  the  terms  of  the  Indenture  and  the  Liquidation  Agency  Agreement.  Consequently,  the  loss  of  one 
or  more  of  the  individuals  employed  by  the  Liquidation  Agent  to  perform  its  obligations  under  the  Liquidation 
Agency  Agreement  could  have  an  adverse  effect,  which  effect  may  be  material,  on  the  performance  of  the  Issuer. 

Static  Transaction.  The  Hudson  Mezzanine  Funding  2006-1,  Ltd.  transaction  is  a  static  collateralized  debt 
obligation  transaction.  As  a  result,  the  CDS  Transactions  held  by  the  Issuer  on  the  Closing  Date  will  be  retained  by 
the  Issuer  even  if  it  would  be  in  the  best  interests  of  the  Issuer  and  the  Holders  of  the  Notes  to  assign,  terminate  or 
dispose  of  certain  CDS  Transactions  unless  Reference  Obligations  referenced  by  those  CDS  Transactions  are 
designated  as  Credit  Risk  Obligations  and  are  required  to  be  assigned,  terminated  or  disposed  by  the  Liquidation 
Agent  pursuant  to  the  terms  of  the  Indenture  and  the  Liquidation  Agency  Agreement.  See  "The  Credit  Default 
Swap — Removal  of  Reference  Obligations  from  the  Reference  Portfolio".    In  addition,  circumstances  may  exist 
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under  which  it  is  in  the  best  interests  of  the  Issuer  or  the  Holders  of  the  Notes  to  assign,  terminate  or  otherwise 
dispose  of  a  CDS  Transaction,  but  (a)  pursuant  to  the  Collateral  Administration  Agreement,  the  Collateral 
Administrator,  on  behalf  of  the  Issuer,  does  not  determine  that  the  Reference  Obligation  referenced  by  such  CDS 
Transaction  is  a  Credit  Risk  Obligation  or  (b)  the  Liquidation  Agent  is  not  able  to  assign,  terminate  or  otherwise 
dispose,  on  behalf  of  the  Issuer,  such  CDS  Transaction  in  accordance  with  the  terms  of  the  Liquidation  Agency 
Agreement. 

Substitution  of  Collateral  Securities.  From  time  to  time  following  the  Closing  Date,  any  Holder  of  any 
Note  may  submit  to  the  Trustee  or  the  Fiscal  Agent,  as  applicable,  a  request  to  substitute  one  or  more  B1E  Collateral 
Securities  for  one  or  more  existing  Collateral  Securities,  in  whole  or  in  part.  Such  substitution  will  be  subject  to  the 
affirmative  approval  of  the  Holders  of  a  Majority  of  each  Class  of  Notes  and  the  Senior  Swap  Counterparty.  Any 
such  substitution  could  (i)  adversely  affect  the  Issuer  and  the  Issuer's  ability  to  make  payments  on  the  Notes,  (ii) 
affect  the  weighted  average  lives  of  the  Notes,  (iii)  adversely  affect  the  returns  on  the  Notes  and  (iv)  increase  the 
frequency  of  defaults  on  the  Collateral  Securities  or  reduce  the  proceeds  following  the  liquidation  of  any  Collateral 
Securities.  On  the  other  hand,  it  is  also  possible  that  a  Holder  of  a  Note  could  propose  a  substitution  which  would 
be  beneficial  to  the  Issuer  and  the  Holders  of  the  Notes  but  such  substitution  is  not  permitted  because  such  proposal 
is  not  affirmatively  approved  by  the  Senior  Swap  Counterparty  and  the  Holders  of  a  Majority  of  each  Class  of 
Notes. 

No  Collateral  Manager.  The  Issuer  has  not  engaged  and  will  not  engage,  a  collateral  manager  to  select  the 
Pledged  Assets  (or  to  verify  their  prices),  to  monitor  the  Pledged  Assets  on  a  regular  basis  or  to  consult  with  the 
Issuer  with  respect  to  the  Pledged  Assets,  including  the  advisability,  timing  or  terms  of  any  disposition  thereof. 
None  of  the  Liquidation  Agent  or  any  of  their  affiliates  will  provide  investment  advisory  services  to  or  act  as  an 
advisor  to  or  an  agent  for  the  Issuer  or  the  Holders  of  the  Notes,  and  they  will  not  have  any  fiduciary  duties  to,  nor 
be  obligated  to  consider  the  interests  of  the  Issuer  or  the  Holders  of  the  Notes.  As  a  result,  the  Issuer  and  the 
Holders  of  the  Notes  will  not  have  the  benefit  of  the  provisions  of  the  Investment  Advisers  Act  of  1940  which  afford 
certain  protections  to  clients  of  investment  advisors.  Furthermore,  because  there  is  no  collateral  manager  in  the 
Hudson  Mezzanine  Funding  2006-1,  Ltd.  transaction,  the  Indenture  eliminates  the  ability  of  the  Issuer  to  exercise 
discretion  in  contexts  where  a  collateral  manager  in  a  managed,  or  static,  collateralized  debt  obligation  transaction 
customarily  has  discretion  to  act  on  behalf  of  the  Issuer.  For  example,  the  Indenture  provides,  among  other  things, 
that  (i)  where  the  Issuer,  as  the  beneficial  owner  of  a  Collateral  Security  or  Delivered  Obligation,  or  the  Trustee,  as 
the  registered  owner  of  a  Collateral  Security,  has  the  right  to  exercise  a  vote  or  consent  to  (or  otherwise  approve  of) 
(a)  any  action,  or  inaction,  pursuant  to  the  terms  of  such  Collateral  Security  or  Delivered  Obligation  and  its  related 
underlying  documentation  or  (b)  an  offer  by  the  issuer  of  such  Collateral  Security  or  Delivered  Obligation  or  by  any 
other  person  to  purchase  or  otherwise  acquire  such  Collateral  Security  or  Delivered  Obligation  or  to  convert  or 
exchange  such  Collateral  Security  or  Delivered  Obligation  for  cash  or  any  other  consideration,  the  Trustee,  as 
directed  by  the  applicable  holders,  acting  in  its  capacity  as  registered  owner  of  such  Collateral  Security  or  Delivered 
Obligation,  shall  direct  the  Issuer's  vote  be  cast  in  the  following  manner:  (x)  if  other  holders  of  the  class  of  which 
such  Collateral  Security  or  Delivered  Obligation  is  a  part  respond  to  such  solicitation  for  vote  or  consent,  in  the 
same  manner  as  the  votes  of  a  plurality  of  the  other  voting  holders  of  such  class  (based  on  the  Principal  Balance  of 
such  Collateral  Security  or  Delivered  Obligation),  (y)  if  no  other  holders  of  such  class  exercise  a  vote  or  if  there  are 
no  other  holders  of  such  class,  but  holders  of  different  classes  issued  under  the  same  governing  instrument  respond, 
in  the  same  manner  as  the  votes  of  a  plurality  of  the  voting  holders  of  all  classes  issued  under  the  governing 
instrument  pursuant  to  which  such  Collateral  Security  or  Delivered  Obligation  was  issued  (based  on  the  Principal 
Balance  of  all  such  classes  and  treated  as  a  single  class)  or  (z)  if  no  holders  of  any  class  issued  under  the  same 
governing  instrument  respond  or  if  there  are  no  other  holders,  the  Issuer's  vote  shall  be  exercised  against  such  action 
or  inaction  and  (ii)  the  Issuer  will  have  no  discretion  with  respect  to  the  temporary  investment  of  funds  held  pending 
application  thereof  in  accordance  with  the  terms  of  the  Indenture.  The  inability  of  the  Issuer  to  exercise  discretion  in 
these  contexts  could  adversely  affect  the  Issuer  and  the  Holders  of  the  Notes,  and  it  is  impossible  to  quantify  the 
potential  magnitude  of  this  impact.  Potential  investors  in  the  Notes  are  urged  to  (a)  review  carefully  this  Offering 
Circular  and  the  related  terms  of  the  Indenture,  the  Fiscal  Agency  Agreement  and  other  operative  documents  and  (b) 
take  the  inability  of  the  Issuer  to  exercise  discretion  into  account  before  investing  in  any  of  the  Notes. 

Scheduled  Maturity  of  CDS  Transactions.  From  time  to  time,  the  scheduled  maturity  or  termination  of  one 
or  more  CDS  Transactions  is  likely  to  occur  without  a  Credit  Event  occurring.  Any  such  maturity  or  termination  of 
a  CDS  Transaction  will  result  in  a  decrease  in  the  Aggregate  Reference  Obligation  Notional  Amount  and  may  result 
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in  a  required  reduction  of  the  notional  amount  of  the  Senior  Swap  and  a  redemption  of  the  Notes  in  accordance  with 
the  Priority  of  Payments.  The  Issuer  anticipates  that  payments  of  principal  of  the  Collateral  Securities  and  Eligible 
Investments  in  the  Collateral  Account  will  be  applied  to  so  redeem  the  Notes,  but  it  is  possible  that  such  payments  of 
principal  will  not  be  sufficient  to  permit  such  redemption. 

The  Credit  Default  Swap  and  Reference  Obligations 

General.  The  following  description  of  the  Credit  Default  Swap  and  Reference  Obligations  and  the 
underlying  documents  and  the  risks  related  thereto  is  general  in  nature.  The  attributes  and  risks  related  to  any 
individual  Reference  Obligation  may  differ  in  significant  and  material  manners  from  the  general  description  of  the 
Reference  Obligations  and  the  underlying  documents  and  the  risks  related  thereto. 

Nature  of  Reference  Portfolio.  The  Reference  Portfolio  is  subject  to  credit,  liquidity,  prepayment  and 
interest  rate  risks.  The  amount  and  nature  of  collateral  securing  the  Senior  Swap  and  the  Secured  Notes  has  been 
established  to  withstand  certain  assumed  deficiencies  in  payment  occasioned  by  defaults  in  respect  of  the  Reference 
Obligations  and  the  Eligible  Investments.  See  "Ratings  of  the  Notes."  If  any  deficiencies  exceed  such  assumed 
levels,  however,  payment  of  the  Senior  Swap  and  the  Notes  could  be  adversely  affected.  To  the  extent  that  any 
Reference  Obligation  referenced  by  a  CDS  Transaction  is  determined  pursuant  to  the  Collateral  Administration 
Agreement  by  the  Collateral  Administrator,  on  behalf  of  the  Issuer,  to  be  a  Credit  Risk  Obligation  and  the 
Liquidation  Agent,  on  behalf  of  the  Issuer,  assigns,  terminates  or  otherwise  disposes  of  such  Credit  Default  Swap 
Disposition  Transaction,  it  is  not  likely  that  the  proceeds  of  such  assignment,  termination  or  other  disposition  will  be 
equal  to  the  amounts  owing  to  the  Issuer  in  respect  of  such  CDS  Transaction. 

The  market  value  of  the  CDS  Transactions  and  the  Reference  Obligations  generally  will  fluctuate  with, 
among  other  things,  the  financial  condition  of  the  related  Reference  Obligations  and  obligors  on  or  issuers  of  the 
Reference  Obligations,  the  credit  quality  of  the  underlying  pool  of  assets  in  any  Reference  Obligation,  general 
economic  conditions,  the  condition  of  certain  financial  markets,  political  events,  developments  or  trends  in  any 
particular  industry  and  changes  in  prevailing  interest  rates.  None  of  the  Issuer,  the  Co-Issuer,  the  Initial  Purchaser, 
the  Liquidation  Agent,  the  Collateral  Administrator,  the  Senior  Swap  Counterparty,  the  Credit  Protection  Buyer,  the 
Collateral  Put  Provider  or  the  Trustee  has  any  liability  or  obligation  tp  the  Holders  of  Notes  as  to  the  amount  or 
value  of,  or  decrease  in  the  value  of,  the  Reference  Obligations  from  t(me  to  time,  or  makes  any  representation  or 
warranty  as  to  the  performance  of  the  Reference  Obligations. 

If  any  Reference  Obligation  referenced  by  a  CDS  Transaction  is  determined  pursuant  to  the  Collateral 
Administration  Agreement  by  the  Collateral  Administrator,  on  behalf  of  the  Issuer,  to  be  a  Credit  Risk  Obligation, 
the  Liquidation  Agent  is  required,  subject  to  the  terms  of  the  Liquidation  Agency  Agreement,  to  assign,  terminate  or 
otherwise  dispose  on  behalf  of  the  Issuer  the  affected  CDS  Transaction.  There  can  be  no  assurance  as  to  the  timing 
of  the  Issuer's  disposition  of  the  affected  CDS  Transaction,  or  as  to  the  rates  of  recovery  on  such  affected  CDS 
Transaction.  The  inability  to  realize  immediate  recoveries  at  the  recovery  levels  assumed  herein  may  result  in  lower 
cash  flow  and  a  lower  yield  to  maturity  of  the  Notes. 

CDS  Transactions.  As  of  the  Closing  Date,  100%  of  the  CDS  Transactions  will  consist  of  CDS 
Transactions  the  Reference  Obligations  of  which  are  RMBS  Securities. 

The  economic  return  on  a  CDS  Transaction  depends  substantially  upon  the  performance  of  the  related 
Reference  Obligation  and  partially  upon  the  performance  of  the  collateral  posted  by  the  Issuer  to  secure  its 
obligations  to  the  Credit  Protection  Buyer  on  deposit  in  the  Collateral  Account.  CDS  Transactions  generally  have 
probability  of  default,  recovery  upon  default  and  expected  loss  characteristics,  which  are  closely  correlated  to  the 
corresponding  Reference  Obligation,  but  may  have  different  maturity  dates,  coupons,  payment  dates  or  other  non 
credit  characteristics  than  the  corresponding  Reference  Obligation.  In  addition  to  the  credit  risks  associated  with 
holding  the  Reference  Obligation,  with  respect  to  CDS  Transactions,  the  Issuer  will  usually  have  a  contractual 
relationship  only  with  the  related  Credit  Protection  Buyer,  and  not  with  the  Reference  Obligor  of  the  Reference 
Obligation.  Due  to  the  fact  that  a  CDS  Transaction  may  be  illiquid  or  may  not  be  terminable  on  demand  (or 
terminable  on  demand  only  upon  payment  of  a  substantial  fee  by  the  Issuer),  the  Issuer's  ability  to  dispose  of  a  CDS 
Transaction,  if  circumstances  arise  permitting  such  disposal,  may  be  limited.  Any  settlement  payments  and 
termination  payments  payable  by  the  Issuer  (net  of  any  termination  payments  owing  by  the  Credit  Protection  Buyer) 
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to  the  Credit  Protection  Buyer  will  reduce  the  amount  available  to  pay  the  Holders  of  the  Income  Notes,  the  Secured 
Notes  and  the  Senior  Swap  Counterparty  in  inverse  order  of  seniority.  The  Issuer  generally  will  have  no  right  to 
directly  enforce  compliance  by  the  Reference  Obligor  with  the  terms  of  the  Reference  Obligation  nor  any  rights  of 
set  off  against  the  Reference  Obligor,  nor  have  any  voting  rights  with  respect  to  the  Reference  Obligation.  The 
Issuer  will  not  directly  benefit  from  the  collateral  supporting  the  Reference  Obligation  and  will  not  have  the  benefit 
of  the  remedies  that  would  normally  be  available  to  a  holder  of  such  Reference  Obligation. 

Because  neither  the  Credit  Protection  Buyer  nor  the  Issuer  is  required  to  hold  any  Reference  Obligation,  the 
Issuer  will  not  have  any  right  to  obtain  from  either  the  Credit  Protection  Buyer  or  the  Reference  Obligor  information 
on  the  Reference  Obligations  or  information  regarding  any  Reference  Obligor.  The  Credit  Protection  Buyer  will 
have  no  obligation  to  keep  the  Issuer,  the  Trustee,  the  Liquidation  Agent,  the  Holders  of  the  Secured  Notes  or  the 
Holders  of  the  Income  Notes  informed  as  to  matters  arising  in  relation  to  any  Reference  Obligation  including 
whether  or  not  circumstances  exist  under  which  there  is  a  possibility  of  the  occurrence  of  a  credit  event. 

In  addition,  in  the  event  of  the  insolvency  of  the  Credit  Protection  Buyer,  the  Issuer  will  be  treated  as  a 
general  creditor  of  such  Credit  Protection  Buyer,  and  will  not  have  any  claim  with  respect  to  the  Reference  Obligor 
or  the  Reference  Obligation.  Consequently,  the  Issuer  will  be  subject  to  the  credit  risk  of  the  Credit  Protection 
Buyer  as  well  as  that  of  the  Reference  Obligor  and  the  Reference  Obligation.  As  a  result,  concentrations  of  CDS 
Transactions  in  any  one  Credit  Protection  Buyer  subject  the  Notes  to  an  additional  degree  of  risk  with  respect  to 
defaults  by  such  Credit  Protection  Buyer.  It  is  expected  that  Goldman  £achs  International,  an  affiliate  of  Goldman, 
Sachs  &  Co.,  will  act  as  the  sole  Credit  Protection  Buyer  with  respect  to  the  Credit  Default  Swap,  which  creates 
concentration  risk  and  may  create  certain  conflicts  of  interest.  In  addition,  neither  the  Credit  Protection  Buyer  nor 
its  affiliates  will  be  (or  will  be  deemed  to  be  acting  as)  the  agent  or  trustee  of  the  Issuer,  the  Holders  of  the  Secured 
Notes,  the  Senior  Swap  Counterparty  or  the  Holders  of  the  Income  Notes  in  connection  with  the  exercise  of,  or  the 
failure  to  exercise,  any  of  the  rights  or  powers  of  the  Credit  Protection  Buyer  and/or  its  affiliates  arising  under  or  in 
connection  with  their  respective  holding  of  any  Reference  Obligation.  The  Credit  Protection  Buyer  and  its  affiliates 
(i)  may  deal  in  any  Reference  Obligation,  (ii)  may  generally  engage  in  any  kind  of  commercial  or  investment 
banking  or  other  business  transactions  with  any  issuer  of  a  Reference  Obligation,  and  (Hi)  may  act  with  respect  to 
transactions  described  in  the  preceding  clauses  (i)  and  (ii)  in  the  same  manner  as  if  the  Credit  Default  Swap  and  the 
Notes  did  not  exist  and  without  regard  to  whether  any  such  action  might  have  an  adverse  affect  on  such  Reference 
Obligation,  the  Issuer,  the  Holders  of  the  Secured  Notes,  the  Senior  Swap  Counterparty  or  the  Holders  of  the  Income 
Notes. 

All  of  the  CDS  Transactions  are  expected  to  be  structured  as  "pay-as-you-go"  credit  default  swaps.  The 
obligation  of  the  Issuer  to  make  payments  to  the  Credit  Protection  Buyer  under  the  Credit  Default  Swap  creates 
credit  exposure  to  the  related  Reference  Obligations  (as  well  as  to  the  default  risk  of  the  related  Credit  Protection 
Buyer).  Following  the  occurrence  of  a  "credit  event",  the  Issuer  may  be  required  to  pay  to  the  Credit  Protection 
Buyer  a  "physical  settlement  payment".  In  addition,  each  Credit  Default  Swap  Disposition  Transaction  may  require 
the  Issuer,  in  its  capacity  as  protection  seller,  to  pay  certain  "floating  amounts"  to  the  Credit  Protection  Buyer  equal 
to  certain  principal  shortfall  amounts,  writedown  payments  and  interest  shortfalls  under  the  Reference  Obligation 
upon  the  occurrence  thereof.  The  payment  of  any  such  credit  protection  payments  and  floating  amounts  will  be 
funded  by  the  Issuer,  or  the  Liquidation  Agent  (on  behalf  of  the  Issuer),  by  (i)  applying  the  Collateral  Liquidation 
Procedure  and  (ii)  after  the  Balance  of  the  Collateral  Account  has  been  reduced  to  zero,. demanding  payment  under 
the  Senior  Swap  of  an  amount  equal  to  the  lesser  of  the  Credit  Protection  Amount  due  (net  of  any  amount  applied 
pursuant  to  subclause  (i))  and  the  Outstanding  Notional  Amount  of  the  Senior  Swap.  Although  the  Credit 
Protection  Buyer,  in  its  capacity  as  protection  buyer,  will  be  obligated  to  reimburse  all  or  part  of  such  payments  to 
the  Issuer  if  the  writedown  payments  of  the  related  shortfalls  are  ultimately  paid  to  Holders  of  the  Reference 
Obligations  or  if  the  related  Reference  Obligations  are  written  up,  theamounts  available  to  the  Issuer  to  make 
payments  in  respect  of  the  Secured  Notes  and  Income  Notes  may  be  reduced  after  payment  by  the  Issuer  of  the 
relevant  payment  to  the  Credit  Protection  Buyer  until  the  Issuer  receives  such  reimbursement,  if  any,  from  the  Credit 
Protection  Buyer.  Any  "floating  payments"  or  credit  protection  payments  payable  by  the  Issuer,  may  result  in  a 
reduction  of  the  notional  amount  of  the  Credit  Default  Swap,  and  therefore  reduce  the  amounts  payable  by  the  Credit 
..Protection  Buyer  and. the  amount  of  interest  collections  available  to  pay  interest  on  the  Notes.  In  addition,  any 
"floating  payment"  or  "physical  settlement  payment"  would  reduce  the  Collateral  Securities  on  deposit  in  the 
Collateral  Account  that  is  available  to  pay  the  principal  of  the  Notes  and  may  reduce  the  interest  collections 
available  to  pay  interest  on  the  Notes. 
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Determination  of  the  floating  amounts  and  additional  fixed  amounts  (as  described  in  the  Master 
Confirmation)  will  depend  on  the  relevant  servicer  reports  being  available  and  on  such  reports  containing  adequate 
information  to  enable  the  required  calculations  to  be  made.  Current  private  industry  investigations  of  the  market 
practices  show  that  such  reports  can  vary  and  that  not  all  reports  contain  adequate  information.  In  addition,  access 
to  servicer  reports  may  be  limited  if  such  reports  are  confidential  and  neither  counterparty  holds  the  related 
Reference  Obligation. 

In  the  event  a  "credit  event"  occurs  under  the  Credit  Default  Swap,  the  Liquidation  Agent,  on  behalf  of  the 
Issuer,  will  obtain  funds  to  pay  Credit  Protection  Amounts  (which,  for  the  avoidance  of  doubt,  will  not  include 
Defaulted  Swap  Termination  Payments)  owed  by  the  Issuer  to  the  Credit  Protection  Buyer  by  (i)  applying  the 
Collateral  Liquidation  Procedure  and  (ii)  after  the  Balance  of  the  Collateral  Account  has  been  reduced  to  zero, 
demanding  payment  under  the  Senior  Swap  of  an  amount  equal  to  the  lesser  of  the  Credit  Protection  Amount  due 
(net  of  any  amount  applied  pursuant  to  subclause  (i))  and  the  Outstanding  Notional  Amount  of  the  Senior  Swap.  In 
addition,  under  certain  circumstances  upon  the  occurrence  of  a  "credit  event",  the  Liquidation  Agent,  on  behalf  of 
the  Issuer  will  pay  any  related  Physical  Settlement  Amount  owed  by  the  Issuer  to  the  Credit  Protection  Buyer  in 
exchange  for  a  Delivered  Obligation  by  (i)  applying  the  Collateral  Liquidation  Procedure  and  (ii)  if  the  Balance  of 
the  Collateral  Account  has  been  reduced  to  zero,  demanding  payment  under  the  Senior  Swap  of  the  lesser  of  the 
Credit  Protection  Amount  due  (net  of  any  amount  applied  pursuant  to  subclause  (i))  and  the  Outstanding  Notional 
Amount  of  the  Senior  Swap.  Any  Delivered  Obligation  delivered  to  the  Issuer  will  be  sold  by  the  Liquidation 
Agent,  on  behalf  of  the  Issuer,  pursuant  to  the  terms  of  the  Liquidation  Agency  Agreement.  If  a  CDS  Transaction  is 
terminated  or  partially  terminated  prior  to  its  scheduled  maturity,  the  Liquidation  Agent,  on  behalf  of  the  Issuer,  will 
make  any  termination  payments  (which,  for  the  avoidance  of  doubt,  shall  not  include  Defaulted  Swap  Termination 
Payments)  due  to  the  Credit  Protection  Buyer  by  (i)  applying  the  Collateral  Liquidation  Procedure  and  (ii)  after  the 
Balance  of  the  Collateral  Account  has  been  reduced  to  zero,  demanding  payment  under  the  Senior  Swap  of  an 
amount  equal  to  the  lesser  of  the  Credit  Protection  Amount  due  (net  of  any  amount  applied  pursuant  to  subclause  (i)) 
and  the  Outstanding  Notional  Amount  of  the  Senior  Swap. 

"Pay-as-you-go"  credit  default  swaps  are  a  type  of  credit  default  swap  developed  to  incorporate  the  unique 
structures  of  asset-backed  securities.  The  International  Swaps  and  Derivatives  Association,  Inc.  ("ISDA")  has 
published  a  form  confirmation  for  "pay-as-you-go"  credit  default  swaps  referencing  RMBS  Securities.  The  form 
confirmation  expected  to  be  used  to  document  the  Credit  Default  Swap  is  expected  to  be  similar  to  the  RMBS 
Securities  "pay-as-you-go"  form,  but  may  differ  in  significant  ways.  While  ISDA  has  published  its  form 
confirmations  and  has  published  and  supplemented  the  Credit  Derivatives  Definitions  in  order  to  facilitate 
transactions  and  promote  uniformity  in  the  credit  default  swap  market,  the  credit  default  swap  market  is  expected  to 
change  and  the  "pay-as-you-go"  credit  default  swap  forms  and  the  Credit  Derivatives  Definitions  and  terms  applied 
to  credit  derivatives  are  subject  to  interpretation  and  further  evolution.  ISDA  is  currently  preparing  forms  for  other 
types  of  asset-backed  securities.  There  can  be  no  assurance  that  such  forms  will  be  substantially  similar  to  the  form 
confirmation  expected  to  be  used  for  the  Credit  Default  Swap.  Past  events  have  shown  that  the  views  of  market 
participants  may  differ  as  to  how  the  Credit  Derivatives  Definitions  operate  or  should  operate.  As  a  result  of  the 
continued  evolution  of  the  ISDA  "pay-as-you-go"  credit  default  swap  forms,  the  confirmations  used  to  document  the 
Credit  Default  Swap  may  differ  from  the  future  market  standard.  Such  a  result  may  have  a  negative  impact  on  the 
liquidity  and  market  value  of  the  Credit  Default  Swap. 

There  can  be  no  assurances  that  changes  to  the  Credit  Derivatives  Definitions  and  other  terms  applicable  to 
credit  derivatives  generally  will  be  favorable  to  the  Issuer.  Amendments  or  supplements  to  the  "pay-as-you-go" 
credit  default  swap  forms  and  amendments  and  supplements  to  the  Credit  Derivatives  Definitions  that  are  published 
by  ISDA  will  only  apply  to  the  Credit  Default  Swap  executed  prior  to  such  amendment  or  supplement  if  the  Issuer 
and  the  Credit  Protection  Buyer  agree  to  amend  the  Credit  Default  Swap  to  incorporate  such  amendments  or 
supplements  and  the  Rating  Agency  Condition  has  been  satisfied.  Markets  in  different  jurisdictions  have  also 
already  adopted  and  may  continue  to  adopt  different  practices  with  respect  to  the  Credit  Derivatives  Definitions. 
Furthermore,  the  Credit  Derivatives  Definitions  may  contain  ambiguous  provisions  that  are  subject  to  interpretation 
and  may  result  in  consequences  that  are  adverse  to  the  Issuer.  In  addition  to  the  credit  risk  of  the  Reference 
Obligations  and  the  credit  risk  of  the  Credit  Protection  Buyer,  the  Issuer  is  also  subject  to  the  risk  that  the  Credit 
Derivatives  Definitions  could  be  interpreted  in  a  manner  that  would  be  adverse  to  the  Issuer  or  that  the  credit 
derivatives  market  generally  may  evolve  in  a  manner  that  would  be  adverse  to  the  Issuer. 
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Residential  Mortgage  Backed  Securities.  100%  of  the  Aggregate  Reference  Obligation  Notional  Amount 
will  consist  of  Residential  Mortgage  Backed  Securities  ("RMBS")  as  of  the  Closing  Date.  The  types  of  Residential 
Mortgage  Backed  Securities  that  constitute  the  Reference  Obligations  related  to  the  CDS  Transactions  the  Issuer 
will  enter  into  on  the  Closing  Date  will  consist  of  RMBS  Prime  Mortgage  Securities,  RMBS  Midprime  Mortgage 
Securities  and  RMBS  Subprime  Mortgage  Securities. 

Holders  of  RMBS  bear  various  risks,  including  credit,  market,  interest  rate,  structural  and  legal  risks. 
RMBS  represent  interest  in  pools  of  residential  mortgage  loans  secured  by  one-to-four-family  residential  mortgage 
loans.  Such  loans  may  be  prepaid  at  any  time.  Residential  mortgage  loans  are  obligations  of  the  borrowers 
thereunder  only  and  are  not  typically  insured  or  guaranteed  by  any  other  person  or  entity,  although  such  loans  may 
be  securitized  by  agencies  and  the  securities  issued  are  guaranteed.  The  rate  of  defaults  and  losses  on  residential 
mortgage  loans  will  be  affected  by  a  number  of  factors,  including  general  economic  conditions  and  those  in  the  area 
where  the  related  mortgaged  property  is  located,  the  borrower's  equity  in  the  mortgaged  property  and  the  financial 
circumstances  of  the  borrower.  If  a  residential  mortgage  loan  is  in  default,  foreclosure  of  such  residential  mortgage 
loan  may  be  a  lengthy  and  difficult  process,  and  may  involve  significant  expenses.  Furthermore,  the  market  for 
defaulted  residential  mortgage  loans  or  foreclosed  properties  may  be  very  limited. 

At  any  one  time,  a  portfolio  of  RMBS  may  be  backed  by  residential  mortgage  loans  with  disproportionately 
large  aggregate  principal  amounts  secured  by  properties  in  only  a  few  states  or  regions.  As  a  result,  the  residential 
mortgage  loans  may  be  more  susceptible  to  geographic  risks  relating  to  such  areas,  such  as  adverse  economic 
conditions,  adverse  events  affecting  industries  located  in  such  areas  and  natural  hazards  affecting  such  areas,  than 
would  be  the  case  for  a  pooi  of  mortgage  loans  having  more  diverse  property  locations.  In  addition,  the  residential 
mortgage  loans  may  include  so-called  "jumbo"  mortgage  loans,  having  original  principal  balances  that  are  higher 
than  is  generally  the  case  for  residential  mortgage  loans.  ,  As  a  result,  such  portfolio  of  RMBS  may  experience 
increased  losses. 

Each  underlying  residential  mortgage  loan  in  an  issue  of  RMBS  may  have  a  balloon  payment  due  on  its 
maturity  date.  Balloon  residential  mortgage  loans  involve  a  greater  risk  to  a  lender  than  self-amortizing  loans, 
because  the  ability  of  a  borrower  to  pay  such  amount  will  normally  depend  on  its  ability  to  obtain  refinancing  of  the 
related  mortgage  loan  or  sell  the  related  mortgaged  property  at  a  price  sufficient  to  permit  the  borrower  to  make  the 
balloon  payment,  which  will  depend  on  a  number  of  factors  prevailing  at  the  time  such  refinancing  or  sale  is 
required,  including,  without  limitation,  the  strength  of  the  residential  real  estate  markets,  tax  laws,  the  financial 
situation  and  operating  history  of  the  underlying  property,  interest  rates  and  general  economic  conditions.  If  the 
borrower  is  unable  to  make  such  balloon  payment,  the  related  issue  of  RMBS  may  experience  losses. 

Prepayments  on  the  underlying  residential  mortgage  loans  in  an  issue  of  RMBS  will  be  influenced  by  the 
prepayment  provisions  of  the  related  mortgage  notes  and  may  also  be  affected  by  a  variety  of  economic,  geographic 
and  other  factors,  including  the  difference  between  the  interest  rates  on  the  underlying  residential  mortgage  loans 
(giving  consideration  to  the  cost  of  refinancing)  and  prevailing  mortgage  rates  and  the  availability  of  refinancing.  In 
general,  if  prevailing  interest  rates  fall  significantly  below  the  interest  rates  on  the  related  residential  mortgage  loans, 
the  rate  of  prepayment  on  the  underlying  residential  mortgage  loans  would  be  expected  to  increase.  Conversely,  if 
prevailing  interest  rates  rise  to  a  level  significantly  above  the  interest  rates  on  the  related  mortgages,  the  rate  of 
prepayment  would  be  expected  to  decrease.  Prepayments  could  reduce  the  yield  received  on  the  related  issue  of 
RMBS. 

Structural  and  Legal  Risks  of  RMBS.  Residential  mortgage  loans  in  an  issue  of  RMBS  may  be  subject  to 
various  federal  and  state  laws,  public  policies  and  principles  of  equity  that  protect  consumers,  which  among  other 
things  may  regulate  interest  rates  and  other  charges,  require  certain  disclosures,  require  licensing  of  originators, 
prohibit  discriminatory  lending  practices,  regulate  the  use  of  consumer  credit  information  and  regulate  debt 
collection  practices.  Violation  of  certain  provisions  of  these  laws,  public  policies  and  principles  may  limit  the 
servicer's  ability  to  collect  all  or  part  of  the  principal  of  or  interest  on  a  residential  mortgage  loan,  entitle  the 
borrower  to  a  refund  of  amounts  previously  paid  by  it,  or  subject  the  servicer  to  damages  and  sanctions.  Any  such 
violation  could  result  also  in  cash  flow  delays  and  losses  on  the  related  issue  of  RMBS.  ...-.- 

RMBS  may  have  structural  characteristics  that  distinguish  them  from  other  asset-backed  securities.  The 
rate  of  interest  payable  on  RMBS  may  be  set  or  effectively  capped  at  the  weighted  average  net  coupon  of  the 
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underlying  mortgage  loans  themselves  or  a  cap  based  on  an  asset's  designated  floating  rate  index.  As  a  result  of  this 
cap,  the  return  to  investors  is  dependent  on  the  relative  timing  and  rate  of  delinquencies  and  prepayments  of 
mortgage  loans  bearing  a  higher  rate  of  interest.  In  general,  early  prepayments  will  have  a  greater  impart  on  the 
yield  to  investors.  Federal  and  state  law  may  also  affect  the  return  to  investors  by  capping  the  interest  rates  payable 
by  certain  mortgagors.  The  Servicemembers'  Civil  Relief  Act  of  2003  (the  "Relief  Act")  provides  relief  for  certain 
soldiers  and  members  of  the  reserve  called  to  active  duty  by  capping  the  interest  rates  on  their  mortgage  loans  at  6% 
per  annum.  In  addition,  pursuant  to  the  laws  of  various  states,  under  certain  circumstances,  payments  on  the 
underlying  mortgage  loans  by  residents  in  such  states  who  are  called  into  active  duty  with  the  National  Guard  or  the 
reserves  will  be  deferred.  These  state  laws  may  also  limit  the  ability  of  the  servicer  to  foreclose  on  the  related 
mortgaged  property.  This  could  result  in  delays  or  reductions  in  payment  and  increased  losses  on  the  underlying 
mortgage  loans  which  impact  the  return  to  investors.  Certain  RMBS  may  provide  for  the  payment  of  only  interest 
for  a  stated  period  of  time. 

In  addition,  structural  and  legal  risks  of  RMBS  include  the  possibility  that,  in  a  bankruptcy  or  similar 
proceeding  involving  the  originator  or  the  servicer  (often  the  same  entity  or  affiliates),  the  assets  of  the  issuer  could 
be  treated  as  never  having  been  truly  sold  by  the  originator  to  the  issuer  or  could  be  substantively  consolidated  with 
those  of  the  originator  or  the  servicer,  or  the  transfer  of  such  assets  to  the  issuer  could  be  voided  as  a  fraudulent 
transfer.  Challenges  based  on  such  doctrines  could  result  also  in  cash  flow  delays  and  losses  on  the  related  issue  of 
RMBS. 

It  is  not  expected  that  the  RMBS  will  be  guaranteed  or  insured  by  any  governmental  agency  or 
instrumentality  or  by  any  other  person.  Distributions  on  RMBS  will  depend  solely  upon  the  amount  and  timing  of 
payments  and  other  collections  on  the  related  underlying  mortgage  loans. 

Subordination  of  Reference  Obligations.  All  of  the  Reference  Obligations  are  mezzanine  grade  as  of  the 
Closing  Date.  Some  of  the  Reference  Obligations  will  be  subordinated  to  one  or  more  other  classes  of  securities  of 
the  same  series  for  purposes  of,  among  other  things,  offsetting  losses  and  other  shortfalls  with  respect  to  the  related 
underlying  mortgage  loans.  The  subordinate  classes  are  more  sensitive  to  risk  of  loss  and  writedowns  than  senior 
classes  of  such  securities. 

PROSPECTIVE  PURCHASERS  OF  THE  SECURED  NOTES  AND  THE  INCOME  NOTES  SHOULD 
CONSIDER  AND  ASSESS  FOR  THEMSELVES  THE  LIKELY  LEVEL  OF  DEFAULTS  ON  THE  REFERENCE 
OBLIGATIONS,  AS  WELL  AS  THE  LIKELY  LEVEL  AND  TIMING  OF  RECOVERIES  ON  THE  REFERENCE 
OBLIGATIONS. 

Insolvency  Considerations  with  Respect  to  Issuers  of  Reference  Obligations.  Various  laws  enacted  for  the 
protection  of  creditors  may  apply  to  the  Reference  Obligations.  If  a  court  in  a  lawsuit  brought  by  an  unpaid  creditor 
or  representative  of  creditors  of  an  issuer  of  a  Reference  Obligation,  such  as  a  trustee  in  bankruptcy,  were  to  find 
that  the  issuer  did  not  receive  fair  consideration  or  reasonably  equivalent  value  for  incurring  the  indebtedness 
constituting  the  Reference  Obligation  or  for  granting  a  lien  securing  the  Reference  Obligation  and,  after  giving 
effect  to  such  indebtedness  or  such  lien,  the  issuer  (i)  was  insolvent,  (ii)  was  engaged  in  a  business  for  which  the 
remaining  assets  of  such  issuer  constituted  unreasonably  small  capital  or  (iii)  intended  to  incur,  or  believed  that  it 
would  incur,  debts  beyond  its  ability  to  pay  such  debts  as  they  mature,  such  court  could  determine  to  invalidate,  in 
whole  or  in  part,  such  indebtedness  or  such  lien  as  a  fraudulent  conveyance,  to  subordinate  such  indebtedness  or 
such  lien  to  existing  or  nature  creditors  of  such  issuer,  or  to  recover  amounts  previously  paid  by  such  issuer  in 
satisfaction  of  such  indebtedness.  The  measure  of  insolvency  for  purposes  of  the  foregoing  will  vary.  Generally,  an 
issuer  would  be  considered  insolvent  at  a  particular  time  if  the  sum  of  its  debts  were  then  greater  than  all  of  its 
property  at  a  fair  valuation,  or  if  the  present  fair  saleable  value  of  its  assets  was  then  less  than  the  amount  that  would 
be  required  to  pay  its  probable  liabilities  on  its  existing  debts  as  they  became  absolute  and  matured.  There  can  be  no 
assurance  as  to  what  standard  a  court  would  apply  in  order  to  determine  whether  the  issuer  was  "insolvent"  after 
giving  effect  to  the  incurrence  of  the  indebtedness  constituting  the  Reference  Obligation  or  the  grant  of  a  lien 
securing  the  Reference  Obligation  or  that,  regardless  of  the  method  of  valuation,  a  court  would  not  determine  that 
the  issuer  was  "insolvent"  upon  giving  effect  to  such  incurrence  or  grant.-  Inaddition,  in  the  event  of  the  insolvency 
of  an  issuer  of  a  Reference  Obligation,  payments  made  on  such  Reference  Obligation  or  a  lien  securing  such 
Reference  Obligation  could  be  subject  to  avoidance  as  a  "preference"  if  made  within  a  certain  period  of  time  (which 
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may  be  as  long  as  one  year  or  longer)  before  insolvency.    Payments  made  under  loans  underlying  Reference 
Obligations  may  also  be  subject  to  avoidance  in  the  event  of  the  bankruptcy  of  the  borrower. 

In  general,  if  payments  on  a  Reference  Obligation  are  avoidable,  whether  as  fraudulent  conveyances  or 
preferences,  such  payments  can  be  recaptured.  To  the  extent  that  any  such  payments  are  recaptured,  the  resulting 
loss  will  be  borne  first  by  the  Holders  of  the  Income  Notes,  then  by  the  Holders  of  the  Class  E  Notes,  then  by  the 
Holders  of  the  Class  D  Notes,  then  by  the  Holders  of  the  Class  C  Notes,  then  by  the  Holders  of  the  Class  B  Notes, 
then  by  the  Holders  of  the  Class  A-b  Notes,  then  by  the  Holders  of  the  Class  A-f  Notes,  then  by  the  Senior  Swap 
Counterparty,  and  finally,  by  the  Holders  of  the  Class  S  Notes. 

illiquidity  of  CDS  Transactions:  Certain  Restrictions  on  Transfer.  There  may  be  a  limited  trading  market 
for  many  of  the  CDS  Transactions  entered  into  by  the  Issuer,  and  in  certain  instances  there  may  be  effectively  no 
trading  market  therefor.  The  illiquidity  of  CDS  Transactions  may  also  affect  the  ability  of  the  Issuer  to  conduct  a 
successful  Optional  Redemption,  Tax  Redemption  or  Auction,  to  exercise  redemptions  and  may  also  affect  the 
amount  and  timing  of  receipt  of  proceeds  from  the  disposition  of  CDS  Transactions  in  connection  with  the  exercise 
of  remedies  following  an  Event  of  Default. 

Volatility  of  Market  Value  of  CDS  Transactions,  Collateral  Securities  and  Reference  Obligations.  The 
market  value  of  the  CDS  Transactions,  the  Collateral  Securities  and  the  Reference  Obligations  will  generally 
fluctuate  with,  among  other  things,  changes  in  prevailing  interest  rates,  general  economic  conditions,  the  condition 
of  certain  financial  markets,  developments  or  trends  in  any  particular  industry  and  the  financial  condition  of  the 
parties  to,  or  issuers  of,  the  CDS  Transactions,  Collateral  Securities  and  Reference  Obligations.  A  decrease  in  the 
market  value  of  the  CDS  Transactions,  Collateral  Securities  and  Reference  Obligations  would  adversely  affect  the 
proceeds  that  could  be  obtained  upon  the  assignment,  termination  or  other  disposition  of  the  CDS  Transactions, 
Collateral  Securities  and  Reference  Obligations  could  ultimately  affect  the  ability  of  the  Issuer  to  effect  an  Auction, 
an  Optional  Redemption  or  a  Tax  Redemption,  or  to  pay  the  principal  of  the  Notes  upon  a  liquidation  of  the  CDS 
Transactions,  Collateral  Securities  and  Reference  Obligations  following  the  occurrence  of  an  Event  of  Default. 

Interest  Rate  Risk.  There  will  be  a  basis  and  timing  mismatch  between  such  Notes  and  the  Collateral 
Securities  which  bear  interest  at  a  floating  rate,  since  the  interest  rates  on  such  Collateral  Securities  bearing  interest 
at  a  floating  rate  may  adjust  more  frequently  or  less  frequently,  on  different  dates  and  based  on  different  indices, 
than  the  interest  rate  on  the  Notes. 

Concentration  Risk  The  Issuer  will  invest  in  CDS  Transactions  which  relate  to  the  portfolio  of  Reference 
Obligations  described  in  Appendix  B  hereto.  Payments  on  the  Notes  could  be  adversely  affected  by  the 
concentration  in  the  portfolio  of  any  one  issuer  or  any  one  servicer  if  such  issuer  or  servicer  were  to  default.  No 
single  issuer  will  represent  as  of  the  Closing  Date  more  than  approximately  1.50%  of  the  Aggregate  Reference 
Obligation  Notional  Amount.  See  "The  Credit  Default  Swap — The  Reference  Portfolio." 

PROSPECTIVE  PURCHASERS  OF  THE  NOTES  SHOULD  CONSIDER  AND  ASSESS  FOR 
THEMSELVES  THE  LIKELIHOOD  OF  A  DEFAULT  BY  EITHER  THE  CREDIT  PROTECTION  BUYER  OR 
THE  COLLATERAL  PUT  PROVIDER,  AS  WELL  AS  THE  OBLIGATIONS  OF  THE  ISSUER  UNDER  EITHER 
THE  CREDIT  PROTECTION  BUYER  OR  THE  COLLATERAL  PUT  PROVIDER,  INCLUDING  THE 
OBLIGATION  TO  MAKE  TERMINATION  PAYMENTS  TO  EITHER  THE  CREDIT  PROTECTION  BUYER 
OR  THE  COLLATERAL  PUT  PROVIDER. 

Other  Considerations 

Changes  in  Tax  Law;  No  Cross-Up.  Under  current  tax  law  of  the  United  States  and  other  jurisdictions, 
payments  made  by  the  Credit  Protection  Buyer  under  the  Credit  Protection  Buyer  and  obligors  on  any  Eligible 
Investments  are  not  expected  to  be  subject  to  the  imposition  of  U.S.  federal  or  other  withholding  tax.  There  can  be 
no  assurance,  however,  that  as  a  result  of  a  change  in  any  applicable  law,  treaty,  rule  or  regulation  or  interpretation 
thereof  or  other  causes,  such  payments  might  not  in  the  future  become  subject  to  U.S.  federal  or  other  withholding 
tax.  In  the  event  that  any  withholding  tax  should  be  determined  to  be  applicable  to  payments  on  any  Eligible 
Investments  and  the  obligors  thereon  were  not  then  required  to  make  "gross-up"  payments  that  cover  the  full  amount 
of  any  such  withholding  taxes,  such  tax  would  reduce  the  amounts  available  to  make  payments  on  the  Notes.   In 
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addition,  if  any  payment  by  the  Credit  Protection  Buyer  to  the  Issuer  under  any  CDS  Transaction  is  subject  to  any 
deduction  or  withholding  for  or  on  account  of  any  tax,  duty,  assessment  or  other  governmental  charge,  the  Credit 
Protection  Buyer  will  be  obligated  to  gross-up  of  such  payment  for  any  such  deduction  or  withholding.  However,  if 
such  gross-up  is  the  result  of  a  change  in  applicable  tax  law  (or  in  the  application  or  interpretation  thereof)  or  action 
taken  by  a  taxing  authority  or  court,  the  Credit  Protection  Buyer  may  terminate  the  related  CDS  Transaction  and  the 
Issuer  may  be  obligated  to  make  a  termination  payment  to  such  Credit  Protection  Buyer,  which  may,  in  turn,  reduce 
the  amounts  available  to  make  payments  on  the  Notes. 

In  the  event  that  any  withholding  tax  is  imposed  on  payments  on  the  Notes,  the  Holders  of  such  Notes  will 
not  be  entitled  to  receive  "grossed-up"  amounts  to  compensate  for  such  withholding  tax.  In  addition,  90  days 
following  the  Issuers  becoming  aware  of  the  occurrence  of  a  Tax  Event  (which  90-day  period  may  be  extended  by 
90  days),  the  Issuer  will  redeem  in  whole  but  not  in  part,  at  applicable  Secured  Note  Redemption  Prices  or  the 
Income  Note  Redemption  Price,  as  applicable,  specified  herein,  the  Notes  in  accordance  with  the  procedures 
described  under  "Description  of  the  Notes— Tax  Redemption,"  " — Optional  Redemption — Optional 
Redemption/Tax  Redemption  Procedures"  herein. 

Lack  of  Operating  History.  Each  of  the  Issuers  is  a  newly  organized  entity  and  has  no  prior  operating 
history.  Accordingly,  neither  of  the  Issuers  has  a  performance  history  fojr  a  prospective  investor  to  consider. 

Investment  Company  Act.  Neither  of  the  Issuers  has  registered  with  the  United  States  Securities  and 
Exchange  Commission  (the  "SEC)  as  an  investment  company  pursuant  to  the  Investment  Company  Act.  The 
Issuer  has  not  so  registered  in  reliance  on  an  exception  for  investment  companies  organized  under  the  laws  of  a 
jurisdiction  other  than  the  United  States  whose  investors  resident  in  the  United  States  are  solely  Qualified 
Purchasers  and  which  do  not  make  a  public  offering  of  their  securities  in  the  United  States.  Counsel  for  the  Issuers 
will  opine,  in  connection  with  the  sale  of  the  Notes  by  the  Initial  Purchaser,  that  neither  the  Issuer  nor  the  Co-Issuer 
is  on  the  Closing  Date  an  investment  company  required  to  be  registered  under  the  Investment  Company  Act 
(assuming,  for  the  purposes  of  such  opinion,  that  the  Notes  are  sold  by  the  Initial  Purchaser  in  accordance  with  the 
terms  of  the  Purchase  Agreement).  No  opinion  or  no-action  position  has  been  requested  of  the  SEC. 

If  the  SEC  or  a  court  of  competent  jurisdiction  were  to  find  that  the  Issuer  or  the  Co-Issuer  is  required,  but 
in  violation  of  the  Investment  Company  Act  had  failed,  to  register  as  an  investment  company,  possible  consequences 
include,  but  are  not  limited  to,  the  following:  (i)  the  SEC  could  apply  to  a  district  court  to  enjoin  the  violation;  (ii) 
investors  in  the  Issuer  or  the  Co-Issuer  could  sue  the  Issuer  or  the  Co-Issuer,  as  the  case  may  be,  and  recover  any 
damages  caused  by  the  violation;  and  (iii)  any  contract  to  which  the  Issuer  or  the  Co-Issuer,  as  the  case  may  be,  is  a 
party  that  is  made  in,  or  whose  performance  involves  a  violation  of  the  Investment  Company  Act  would  be 
unenforceable  by  any  party  to  the  contract  unless  a  court  were  to  find  that  under  the  circumstances  enforcement 
would  produce  a  more  equitable  result  than  non-enforcement  and  would  not  be  inconsistent  with  the  purposes  of  the 
Investment  Company  Act.  Should  the  Issuer  or  the  Co-Issuer  be  subjected  to  any  or  all  of  the  foregoing,  the  Issuer 
or  the  Co-Issuer,  as  the  case  may  be,  would  be  materially  and  adversely  affected. 

The  Notes  are  only  permitted  to  be  transferred  to  Qualified  Institutional  Buyers  in  transactions  meeting  the 
requirements  of  Rule  144A  and,  solely  in  the  case  of  the  Income  Notes,  to  Accredited  Investors  having  a  net  worth 
of  not  less  than  U.S.S10  million  in  transactions  exempt  from  registration  under  the  Securities  Act,  or  in  an  offshore 
transaction,  to  a  non-U.S.  Person,  complying  with  Rule  903  or  Rule  904  of  Regulation  S.  The  Notes  being  offered 
in  the  United  States  are  being  offered  only  to  persons  that  are  also  Qualified  Purchasers.  Any  non-permitted  transfer 
will  be  voided  and  the  Issuers  can  require  the  transferee  to  sell  its  Notes  to  a  permitted  transferee,  with  such  sale  to 
be  effected  within  30  days  after  notice  of  such  sale  requirement  is  given.  If  such  sale  is  not  effected  within  such  30 
day  period,  upon  written  direction  from  the  Issuer  or  the  Liquidation  Agent,  on  behalf  of  the  Issuer,  will  be 
authorized  to  conduct  a  commercially  reasonable  sale  of  such  Notes  to  a  permitted  transferee  and  pending  such 
transfer,  no  further  payments  will  be  made  in  respect  of  such  Notes  or  any  beneficial  interest  therein.  See 
"Description  of  the  Notes — Form  of  the  Notes"  and  "Notice  to  Investors." 

Credit  Ratings.  Credit  ratings  of  debt  securities  represent  the  rating  agencies'  opinions  regarding  their 
credit  quality  and  are  not  a  guarantee  of  quality.  Rating  agencies  attempt  to  evaluate  the  safety  of  principal  and 
interest  payments  and  do  not  evaluate  the  risks  of  fluctuations  in  market  value,  therefore,  they  may  not  fully  reflect 
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the  true  risks  of  an  investment.  Also,  rating  agencies  may  fail  to  make  timely  changes  in  credit  ratings  in  response 
to  subsequent  events,  so  that  an  issuer's  current  financial  condition  may  be  better  or  worse  than  a  rating  indicates. 

Document  Repository.  Pursuant  to  the  Indenture,  the  Issuer  will  consent  to  the  posting  of  this  Offering 
Circular,  the  Indenture  and  certain  periodic  reports  required  to  be  delivered  pursuant  to  the  Transaction  Documents, 
together  with  any  amendments  or  modifications  thereto,  to  the  internet-based  password  protected  electronic 
repository  of  transaction  documents  relating  to  privately  offered  and  sold  collateralized  debt  obligation  securities 
located  at  "www.cdolibrary.com." 

Implementation  of  Securities  Regulation  in  Europe.  As  part  of  a  coordinated  action  plan  for  harmonization 
of  securities  markets  in  Europe,  the  European  Parliament  and  the  Council  of  the  European  Union  has  adopted  a 
series  of  directives,  including  the  Prospectus  Directive  (2003/71/EC)  the  Transparency  Directive  (2004/109/EC)  and 
the  Market  Abuse  Directive  (2003/6/EC)  which  aim  to  ensure  investor  protection  and  market  efficiency  in 
accordance  with  high  regulatory  standards  across  the  European  community.  Pursuant  to  such  directives  member 
states  have  introduced,  or  are  in  the  process  of  introducing,  legislation  into  their  domestic  markets  to  implement  the 
requirements  of  these  directives.  The  introduction  of  such  legislation  has  effected  and  will  effect  the  regulation  of 
issuers  of  securities  that  are  offered  to  the  public  or  admitted  to  trading  on  a  European  Union  regulated  market  and 
the  nature  and  content  of  disclosure  required  to  be  made  in  respect  of  such  issuers  and  their  related  securities.  The 
listing  of  Notes  on  any  European  Union  stock  exchange  would  subject  the  Issuers  to  regulation  under  these 
directives,  although  the  requirements  applicable  to  the  Issuer  are  not  yet  fully  clarified.  The  Indenture  will  not 
require  the  Issuer  to  apply  for,  list  or  maintain  a  listing  for  any  Class  of  Notes  on  a  European  Union  stock  exchange 
if  compliance  with  these  directives  (or  other  requirements  adopted  by  the  European  Parliament  and  Council  of  the 
European  Union  or  a  relevant  member  state)  becomes  burdensome.  Should  the  Notes  be  delisted  from  any 
exchange,  the  ability  of  the  holders  of  such  Notes  to  sell  such  Notes  in  the  secondary  market  may  be  negatively 
impacted. 

Ell  Savings  Directive.  If,  following  implementation  of  European  Council  Directive  2003/48/EC,  a 
payment  were  to  be  made  or  collected  through  a  member  state  that  opted  for  a  withholding  system  and  an  amount  of 
or  in  respect  of  tax  were  to  be  withheld  from  that  payment,  neither  the  Issuer  nor  the  Paying  Agent  nor  any  other 
person  would  be  obliged  to  pay  additional  amounts  as  a  result  of  the  imposition  of  such  withholding  tax.  If  a 
withholding  tax  is  imposed  on  a  payment  made  by  a  paying  agent  following  implementation  of  this  Directive,  the 
Issuer  will  be  required  to  maintain  a  paying  agent  in  a  member  state  that  will  not  be  obliged  to  withhold  or  deduct 
tax  pursuant  to  the  Directive. 

Certain  Conflicts  of  Interest.  Various  potential  and  actual  conflicts  of  interest  may  arise  from  the  overall 
activities  of  the  Credit  Protection  Buyer,  the  overall  underwriting,  investment  and  other  activities  of  the  Liquidation 
Agent,  the  Senior  Swap  Counterparty  and  the  Collateral  Put  Provider,  their  respective  affiliates  and  its  clients  and 
employees  and  from  the  overall  investment  activity  of  the  Initial  Purchaser,  including  in  other  transactions  with  the 
Issuer.  The  following  briefly  summarizes  some  of  these  conflicts,  but  is  not  intended  to  be  an  exhaustive  list  of  all 
such  conflicts. 

The  Credit  Protection  Buyer  and  Senior  Swap  Counterparty.  GSI  will  be  the  initial  Credit  Protection 
Buyer  and  the  initial  Senior  Swap  Counterparty.  The  following  briefly  summarizes  some  potential  and  actual 
conflicts  of  interests  related  to  the  Credit  Protection  Buyer  and  Senior  Swap  Counterparty,  but  the  following  isn't 
intended  to  be  an  exhaustive  list  of  all  such  conflicts. 

GSI  and/or  its  affiliates  may  be  in  possession  of  information  in  relation  to  a  Reference  Entity  or  otherwise 
that  is  or  may  be  material  in  the  context  of  the  Notes  and  may  or  may  not  be  publicly  available  to  Holders.  None  of 
GSI  or  any  of  its  affiliates  has  any  obligation  to  disclose  to  Holders  any  such  information. 

GSI  and/or  any  of  its  affiliates  may  invest  and/or  deal,  for  their  own  respective  accounts  for  which  they 
have  investment  discretion,  in  securities  or  in  other  interests  in  the  Reference  Entities,  in  obligations  of  the 
Reference  Entities  or  in  the  obligors  in  respect  ok  any  Reference  Obligations  or  Collateral  Securities  (the 
"Investments")  or  in  credit  default  swaps  (whether  as  protection  buyer  or  seller),  total  return  swaps  or  other 
instruments  enabling  credit  and/or  other  risks  to  be  traded  that  are  linked  to  one  or  more  Investments.  Such 
investments,  credit  derivatives  and/or  instruments  may  have  the  same  or  different  terms  from  any  of  the  credit 
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derivatives  referred  to  in  the  terms  of  the  Notes,  in  addition,  GSI  and/or  any  of  its  affiliates  may  invest  and/or  deal, 
for  their  own  respective  accounts  or  for  accounts  for  which  they  have  investment  discretion,  in  securities  (or  make 
loans  or  have  other  rights)  that  are  senior  to,  or  have  interests  different  from  or  adverse  to,  any  of  the  Investments 
and  may  act  as  adviser  to,  may  be  lenders  to,  and  may  have  other  ongoing  relationships  with,  the  issuers  or  obligors 
of  Investments  and  obligations  of  any  Reference  Entities.  GSI  may  at  certain  times  be  simultaneously  seeking  to 
purchase  or  sell  investments  and/or  protection  under  credit  derivatives  or  other  instruments  enabling  and/or  other 
risks  to  be  traded  for  any  entity  for  which  it  serves  as  manager  in  the  future. 

Various  potential  and  actual  conflicts  of  interest  may  arise  from  the  overall  activities  of  GSI  and/or  any  of 
its  affiliates.  GSI,  its  respective  affiliates  and  the  directors,  officers,  employees  and  agents  of  GSI  and  its  respective 
affiliates  may,  among  other  things:  (a)  serve  as  directors,  officers,  partners,  employees,  agents,  nominees  or 
signatories  for  any  Investment,  any  originator  and/or  servicer  of  or  any  other  party  interested  in  an  Investment  or  the 
obligors  in  respect  of  the  Investments;  (b)  receive  fees  for  services  of  any  nature  rendered  to  any  obligor  in  respect 
of  the  Investments  or  any  originator  and/or  servicer  of  or  any  other  party  interested  in  the  Investments;  (c)  be  a 
secured  or  unsecured  creditor  of,  or  hold  an  equity  interest  in  any  obligor  in  respect  of  the  Investments,  any 
originator  and/or  servicer  of  or  any  other  party  interested  in  the  Investments;  (d)  underwrite,  act  as  a  distributor  of, 
or  make  a  market  in  any  Investments,  or  in  the  securities  of  any  originator  and/or  servicer  of  or  any  other  party 
interest  in  the  Investments;  (e)  invest  for  its  own  account  in  the  Investments  or  any  other  securities  issued  by  any 
originator  and/or  servicer  of  or  any  other  party  interested  in  the  Investments;  (f)  serve  as  a  member  of  any 
"creditors'  committee"  with  respect  to  any  formal  or  inforrnal  workoutjgroup  with  respect  to  any  obligor  in  respect 
of  the  Investments,  any  originator  and/or  servicer  of  or  any  other  party  interest  in  the  Investments;  (g)  act  as  the 
adviser  or  investment  adviser  to  any  other  person,  entity  or  fund;  and  (h)  maintain  other  relationships  with  any 
obligor  in  respect  of  the  Investments,  any  originator  and/or  servicer  of  or  any  other  party  interested  in  the 
Investments. 

Any  Floating  Amounts  owed  by  the  Issuer  may  be  greater  or  less  than  the  actual  loss,  if  any,  incurred  by 
the  Credit  Protection  Buyer  related  Reference  Obligation.  The  Credit  Protection  Buyer  has  no  obligation  to  hold  the 
Reference  Obligations  or  to  incur  a  loss  in  order  to  receive  a  credit  protection  payment.  To  the  extent  it  holds  a 
Reference  Obligation,  the  Credit  Protection  Buyer,  the  Senior  Swap  Counterparty  or  their  respective  affiliates,  as  the 
case  may  be,  will  have  the  right  to  exercise  of  all  the  voting  and  consent  rights  of  a  holder  of  such  Reference 
Obligation  and  it  will  exercise  those  rights  in  such  manner  as  it  determines  to  be  in  its  own  commercial  interests 
without  regard  to  the  Holders  of  the  Notes. 

The  Collateral  Put  Provider.  GSI  will  be  the  initial  Collateral  Put  Provider.  The  following  briefly 
summarizes  some  potential  and  actual  conflicts  of  interests  related  to  the  Collateral  Put  Provider,  but  the  following 
is  not  intended  to  be  an  exhaustive  list  of  all  such  conflicts. 

The  Collateral  Put  Provider  and/or  its  affiliates  have  ongoing  relationships  with,  render  service  to,  finance 
and  engage  in  transactions  with,  and  may  own  debt  or  equity  securities  issued  by  issuers  of  certain  of  the  Reference 
Obligations  and  Collateral  Securities.  The  Collateral  Put  Provider,  its  affiliates  and/or  its  clients  may  invest  in 
securities  that  are  senior  or  subordinated  to,  or  have  interests  different  from  or  adverse  to,  the  Reference  Obligations 
and  Collateral  Securities.  The  interests  of  such  parties  may  be  different  than  or  adverse  to  the  interest  of  the  holders 
of  the  Notes.  In  addition,  such  persons  may  possess  information  relating  to  the  Reference  Obligations  and  Collateral 
Securities  which  is  not  known  to  the  individuals  at  the  Collateral  Put  Provider  responsible  for  performing  its 
obligations  under  the  Collateral  Put  Agreement.  Such  persons  will  not  be  required  (and  may  not  be  permitted)  to 
share  such  information  or  pass  it  along  to  the  Issuer,  the  Liquidation  Agent  or  any  holder  of  any  Notes.  Neither  the 
Collateral  Put  Provider  nor  any  of  such  person  will  have  liability  to  the  Issuer  or  any  holder  of  any  Notes  for  failure 
to  disclose  such  information  or  for  taking,  or  failing  to  take,  any  action  based  upon  such  information. 

In  addition,  the  Collateral  Put  Provider  and/or  any  of  its  affiliates  may  engage  in  any  other  business  and 
furnish  investment  banking  and  other  services  to  others  which  may  include,  without  limitation,  investing  in,  lending 
to,  being  affiliated  with  or  have  other  ongoing  relationships  with,  other  entities  organized  to  issue  collateralized  debt 
obligations  secured  by  assets  similar  tp,the  Reference  Obligations,  and  die  Collateral  Securities  and  other  trusts  and 
pooled  investment  vehicles  that  acquire  interests  in,  provide  financing  to,  or  otherwise  deal  with  securities  issued  by 
issuers  that  would  be  suitable  investments  for  the  Issuer.  In  providing  services  to  other  clients,  the  Collateral  Put 
Provider  and  its  affiliates  may  engage  in  activities  that  would  compete  with  or  otherwise  adversely  affect  the  Issuer. 
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In  addition,  the  Collateral  Put  Provider  will  be  free,  in  its  sole  discretion,  to  effect  transactions  on  behalf  of  itself  or 
for  others,  that  may  be  the  same  as  or  different  from  those  effected  on  behalf  of  the  Issuer,  and  the  Collateral  Put 
Provider  and/or  its  affiliates  may  furnish  investment  banking  or  other  services  to  others  who  may  have  investment 
policies  similar  to  those  followed  by  the  Issuer  and  who  may  own  securities  of  the  same  class,  or  which  are  the  same 
type  as,  the  Reference  Obligations  and  the  Collateral  Securities  on  behalf  of  the  Issuer. 

No  provision  in  the  Collateral  Put  Agreement  prevents  the  Collateral  Put  Provider  or  any  of  its  affiliates 
from  rendering  services  of  any  kind  to  the  issuer  of  any  Reference  Obligations  or  Collateral  Securities  and  their 
respective  affiliates,  the  Trustee,  the  holders  of  the  Notes,  the  Senior  Swap  Counterparty,  or  any  other  entity. 
Without  prejudice  to  the  generality  of  the  foregoing,  the  Collateral  Put  Provider  and  its  affiliates,  directors,  officers, 
employees  and  agents  may,  among  other  things:  (a)  serve  as  directors,  partners,  officers,  employees,  agents, 
nominees  or  signatories  for  an  issuer  of  any  Reference  Obligations  or  Collateral  Securities;  (b)  receive  fees  for 
services  rendered  to  the  issuer  of  any  Reference  Obligations  or  any  affiliate  thereof;  (c)  be  a  secured  or  unsecured 
creditor  of,  or  hold  an  equity  interest  in,  any  issuer  of  any  Reference  Obligations  or  Collateral  Securities;  and  (d) 
serve  as  a  member  of  any  "creditors'  board"  or  "creditors'  committee"  with  respect  to  any  Reference  Obligations  or 
Collateral  Securities  which  has  become  or  may  become  a  Defaulted  Obligation. 

The  Collateral  Put  Provider  or  any  of  its  affiliates  or  subsidiaries  will  be  permitted  to  exercise  all  voting 
rights  with  respect  to  any  Notes  which  they  may  acquire  (other  than  with  respect  to  a  vote  regarding  the  removal  of 
the  Liquidation  Agent  or  the  termination  or  assignment  of  the  Liquidation  Agency  Agreement). 

The  Liquidation  Agent.  GS&Co.  will  be  the  initial  Liquidation  Agent.  Although  the  Liquidation  Agent 
•  will  exercise  no  discretion  with  respect  to  the  Pledged  Assets  and  the  Liquidation  Agent  is  not  providing  investment 
advisory  servicers  to,  or  acting  as  an  advisor  to,  the  Issuer  or  the  Holders  of  the  Notes,  various  potential  and  actual 
conflicts  of  interest  may  arise  from  the  overall  underwriting,  investment  and  other  activities  of  the  Liquidation 
Agent,  its  affiliates  and  its  clients.  The  Liquidation  Agent  is  also  the  Initial  Purchaser.  The  following  briefly 
summarizes  some  of  these  conflicts,  but  is  not  intended  to  be  an  exhaustive  list  of  all  such  conflicts. 

The  Liquidation  Agent  and/or  its  affiliates  have  ongoing  relationships  with,  render  service  to,  finance  and 
engage  in  transactions  with,  and  may  own  debt  or  equity  securities  issued  by  issuers  of  certain  of  the  Reference 
Obligations  and  Collateral  Securities.  The  Liquidation  Agent,  its  affiliates  and/or  its  clients  may  invest  in  securities 
that  are  senior  or  subordinated  to,  or  have  interests  different  from  or  adverse  to,  the  Reference  Obligations  and 
Collateral  Securities.  The  interests  of  such  parties  may  be  different  than  or  adverse  to  the  interest  of  the  holders  of 
the  Notes.  In  addition,  such  persons  may  possess  information  relating  to  the  Reference  Obligations  and  Collateral 
Securities  which  is  not  known  to  the  individuals  at  the  Liquidation  Agent  responsible  for  performing  its  obligations 
under  the  Liquidation  Agency  Agreement.  Such  persons  will  not  be  required  (and  may  not  be  permitted)  to  share 
such  information  or  pass  it  along  to  the  Issuer,  the  Liquidation  Agent  or  any  holder  of  any  Notes.  Neither  the 
Liquidation  Agent  nor  any  of  such  person  will  have  liability  to  the  Issuer  or  any  holder  of  any  Notes  for  failure  to 
disclose  such  information  or  for  taking,  or  failing  to  take,  any  action  based  upon  such  information. 

In  addition,  the  Liquidation  Agent  and/or  any  of  its  affiliates  may  engage  in  any  other  business  and  furnish 
investment  banking  and  other  services  to  others  which  may  include,  without  limitation,  investing  in,  lending  to, 
being  affiliated  with  or  have  other  ongoing  relationships  with,  other  entities  organized  to  issue  collateralized  debt 
obligations  secured  by  assets  similar  to  the  Reference  Obligations,  and  the  Collateral  Securities  and  other  trusts  and 
pooled  investment  vehicles  that  acquire  interests  in,  provide  financing  to,  or  otherwise  deal  with  securities  issued  by 
issuers  that  would  be  suitable  investments  for  the  Issuer.  In  providing  services  to  other  clients,  the  Liquidation 
Agent,  the  Collateral  Put  Provider  and  its  affiliates  may  engage  in  activities  that  would  compete  with  or  otherwise 
adversely  affect  the  Issuer.  In  addition,  the  Liquidation  Agent  will  be  free,  in  its  sole  discretion,  to  effect 
transactions  on  behalf  of  itself  or  for  others,  that  may  be  the  same  as  or  different  from  those  effected  on  behalf  of  the 
Issuer,  and  the  Liquidation  Agent  and/or  its  affiliates  may  furnish  investment  banking  or  other  services  to  others 
who  may  have  investment  policies  similar  to  those  followed  by  the  Issuer  and  who  may  own  securities  of  the  same 
class,  or  which  are  the  same  type  as,  the  Reference  Obligations  and  the  Collateral  Securities  on  behalf  of  the  Issuer. 
In  addition,  under  certain  circumstances-  the  Liquidation  Agent  will  be  required  to  dispose  of  certain  CDS 
Transactions  which  reference  Reference  Obligations  in  accordance  with  the  procedures  set  forth  in  the  Liquidation 
Agency  Agreement.  Such  disposition  of  CDS  Transactions  which  reference  Reference  Obligations  may  result  in 
losses  by  the  Issuer,  which  losses  may  result  in  the  reduction  or  withdrawal  of  the  rating  of  any  or  all  of  the  Notes  by 
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any  of  the  Rating  Agencies.  In  making  any  such  sale,  the  Liquidation  Agent  need  not  take  into  account  the  interests 
of  the  Issuers,  the  Holders  of  the  Notes  or  any  other  party.  The  Liquidation  Agent  and/or  its  affiliates  may  at  certain 
times  be  simultaneously  seeking  to  purchase  or  dispose  of  investments  for  their  respective  accounts  or  for  another 
entity  at  the  same  time  as  it  is  disposing  of  investments  for  the  Issuer.  Accordingly,  conflicts  may  arise  regarding 
the  allocation  of  sale  opportunities. 

No  provision  in  the  Liquidation  Agency  Agreement  prevents  the  Liquidation  Agent  or  any  of  its  affiliates 
from  rendering  services  of  any  kind  to  the  issuer  of  any  Reference  Obligations  or  Collateral  Securities  and  their 
respective  affiliates,  the  Trustee,  the  holders  of  the  Notes,  the  Senior  Swap  Counterparty  or  any  other  entity.  Without 
prejudice  to  the  generality  of  the  foregoing,  the  Liquidation  Agent  and  its  affiliates,  directors,  officers,  employees 
and  agents  may,  among  other  things:  (a)  serve  as  directors,  partners,  officers,  employees,  agents,  nominees  or 
signatories  for  an  issuer  of  any  Reference  Obligations  or  Collateral  Securities;  (b)  receive  fees  for  services  rendered 
to  the  issuer  of  any  Reference  Obligations  or  any  affiliate  thereof;  (c)  be  a  secured  or  unsecured  creditor  of,  or  hold 
an  equity  interest  in,  any  issuer  of  any  Reference  Obligations  or  Collateral  Securities;  and  (d)  serve  as  a  member  of 
any  "creditors'  board"  or  "creditors'  committee"  with  respect  to  any  Reference  Obligations  or  Collateral  Securities 
which  has  become  or  may  become  a  Defaulted  Obligation. 

The  Liquidation  Agent  or  any  of  its  affiliates  or  subsidiaries  will  be  permitted  to  exercise  all  voting  rights 
with  respect  to  any  Notes  which  they  may  acquire  (other  than  with  respect  to  a  vote  regarding  the  removal  of  the 
Liquidation  Agent  or  the  termination  or  assignment  of  the  Liquidation  Agency  Agreement). 

The  Initial  Purchaser.  GS&Co.  will  be  the  Initial  Purchaser.  Various  potential  and  actual  conflicts  of 
interest  may  arise  from  the  conduct  by  the  Initial  Purchaser  and  its  affiliates  in  other  transactions  with  the  Issuer, 
including,  without  limitation,  acting  as  counterparty  with  respect  to  the  Credit  Default  Swap.  GS&Co.  will  also 
initially  act  as  the  Liquidation  Agent  under  the  Liquidation  Agency  Agreement.  The  following  briefly  summarizes 
some  of  these  conflicts,  but  is  not  intended  to  be  an  exhaustive  list  of  all  such  conflicts. 

It  is  expected  that  the  Initial  Purchaser  and/or  its  affiliates  and  selling  agent  will  have  placed  or 
underwritten  certain  of  the  Reference  Obligations  and  Collateral  Securities  at  original  issuance,  will  own  equity  or 
other  securities  of  issuers  of  or  obligors  on  Reference  Obligations  and  Collateral  Securities  and  will  have  provided 
investment  banking  services,  advisory,  banking  and  other  services  to  issuers  of  Reference  Obligations  and  Collateral 
Securities.  The  Issuer  may  invest  in  the  securities  of  companies  affiliated  with  the  Initial  Purchaser  and/or  any  of  its 
affiliates  or  in  which  the  Initial  Purchaser  and/or  any  of  its  affiliates  have  an  equity  or  participation  interest.  The 
purchase,  holding  and  sale  of  such  investments  by  the  Issuer  may  enhance  the  profitability  of  the  Initial  Purchaser's 
and/or  any  of  its  affiliates'  own  investments  in  such  companies.  In  addition,  it  is  expected  that  one  or  more  affiliates 
of  the  Initial  Purchaser  will  also  act  as  counterparty  with  respect  to  all  of  the  CDS  Transactions.  The  Issuer  may 
invest  in  money  market  funds  that  are  managed  by  the  Initial  Purchaser  or  its  affiliates;  provided  that  such  money 
market  funds  otherwise  qualify  as  Eligible  Investments.  GS&Co.  and/or  a  consolidated  entity  controlled  by 
GS&Co.  or  an  affiliate  thereof  is  providing  "warehouse"  financing  to  the  Issuer  prior  to  the  Closing  Date  and 
GS&Co.  selected  the  warehoused  Credit  Default  Swap  and  Collateral  Securities  which  will  be  sold  to  the  Issuer  on 
the  Closing  Date  pursuant  to  the  terms  of  the  Forward  Purchase  Agreement.  No  collateral  manager  or  other  person 
acting  on  behalf  of  the  Issuer  has  reviewed  the  prices  established  pursuant  to  such  Forward  Purchase  agreement  (nor 
has  there  been  any  third  party  verification  of  such  prices).  See  " — Notes — Collateral  Accumulation." 

There  is  no  limitation  or  restriction  on  the  Initial  Purchaser  or  any  of  its  affiliates  with  regard  to  acting  as 
investment  advisor,  initial  purchaser  or  placement  agent  (or  in  a  similar  role)  to  other  parties  or  persons.  This  and 
other  future  activities  of  the  Initial  Purchaser  and/or  its  affiliates  may  give  rise  to  additional  conflicts  of  interest. 

Anti-Money  Laundering  Provisions.  The  Uniting,  and  Strengthening  America  By  Providing  Appropriate 
Tools  Required  to  Intercept  and  Obstruct  Terrorism  Act  of  2001  (the  "USA  PATRIOT  Act"),  signed  into  law  on  and 
effective  as  of  October  26,  2001,  imposes  anti  money  laundering  obligations  on  different  types  of  financial 
institutions,  including  banks,  broker  dealers  and  investment  companies.  The  USA  PATRIOT  Act  requires  the 
Secretary  of  the  UnitedStates- Department  of  the~Treasury  (the  "Treasury")  to  prescribe  regulations  to  define  the 
types  of  investment  companies  subject  to  the  USA  PATRIOT  Act  and  the  related  anti  money  laundering  obligations. 
It  is  not  clear  whether  the  Treasury  will  require  entities  such  as  the  Issuer  to  enact  anti  money  laundering  policies.  It 
is  possible  that  the  Treasury  will  promulgate  regulations  requiring  the  Issuers  or  the  Initial  Purchaser  or  other  service 
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providers  to  the  Issuers,  in  connection  with  the  establishment  of  anti  money  laundering  procedures,  to  share 
information  with  governmental  authorities  with  respect  to  investors  in  the  Secured  Notes  and/or  the  Income  Notes. 
Such  legislation  and/or  regulations  could  require  the  Issuers  to  implement  additional  restrictions  on  the  transfer  of 
the  Secured  Notes  and/or  the  Income  Notes.  As  may  be  required,  the  Issuer  reserves  the  right  to  request  such 
information  and  take  such  actions  as  are  necessary  to  enable  it  to  comply  with  the  USA  PATRIOT  Act 

The  issuer.  The  Issuer  is  a  recently  incorporated  Cayman  Islands  exempted  company  and  has  no 
substantial  prior  operating  history.  The  Issuer  will  have  no  significant  assets  other  than  the  CDS  Transactions,  the 
Collateral  Securities,  Eligible  Investments,  rights  under  the  Credit  Default  Swap,  rights  under  the  Collateral  Put 
Agreement,  rights  under  the  Senior  Swap,  rights  under  the  Senior  Swap  Agreement,  and  certain  other  accounts  and 
agreements  entered  into  as  described  herein,  and  proceeds  thereof,  all  of  which  have  been  pledged  to  the  Trustee  to 
secure  the  Issuer's  obligations  to  the  Senior  Swap  Counterparty,  the  Holders  of  the  Secured  Notes  and  the  Credit 
Protection  Buyer.  The  Issuer  will  not  engage  in  any  business  activity  other  than  the  issuance  and  sale  of  the  Secured 
Notes  and  the  Income  Notes  as  described  herein,  the  issuance  of  the  Ordinary  Shares,  the  acquisition  and 
disposition  of  the  CDS  Transactions,  the  Collateral  Securities  and  Eligible  Investments  as  described  herem,  the 
entering  into  of,  and  the  performance  of  its  obligations  under,  the  Indenture,  the  Senior  Swap,  the  Account  Control 
Agreement,  the  Liquidation  Agency  Agreement,  the  Collateral  Put  Agreement,  the  Collateral  Administration 
Agreement,  any  other  applicable  Transaction  Document,  the  pledge  of  the  Pledged  Assets  as  security  for  its 
obligations  in  respect  of  the  Senior  Swap  and  the  Secured  Notes  and  otherwise  for  the  benefit  of  the  Secured  Parties, 
certain  activities  conducted  in  connection  with  the  payment  of  amounts  in  respect  of  the  Secured  Notes  and  the 
Income  Notes  and  the  management  of  the  Pledged  Assets  and  other  activities  incidental  to  the  foregoing.  Income 
derived  from  the  Pledged  Assets  will  be  the  Issuer's  only  source  of  cash. 

The  Co-Issuer.  The  Co-Issuer  is  a  newly  incorporated  Delaware  corporation  and  has  no  prior  operating 
history  The  Co-Issuer  does  not  have  and  will  not  have  any  significant  assets.  The  Co-Issuer  will  not  engage  in  any 
business  activity  other  than  the  co-issuance  of  the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C  Notes  and  the 
Class  D  Notes. 

Tax.  See  "Income  Tax  Considerations." 
ERISA.  See  "ERISA  Considerations." 

Listing.  Application  may  be  made  to  the  Irish  Stock  Exchange  for  the  Notes  to  be  admitted  to  the  official 
list  of  the  Irish  Stock  Exchange  and  to  trading  on  its  regulated  market.  There  can  be  no  assurance  that  any 
application  will  be  made,  that  any  such  listing  will  be  obtained  or  that,  if  it  is  obtained,  that  it  will  be  maintained  by 
the  Issuer.  If  any  Class  orClasses  of  Notes  are  admitted  to  the  official  list  of  the  Irish  Stock  Exchange,  the  Issuer 
may  at  any  time  terminate  the  listing  of  such  Notes.  If  the  Issuer  terminates  the  listing,  it  may,  but  is  under  no 
obligation  to,  seek  a  replacement  listing  on  another  stock  exchange. 

DESCRIPTION  OF  THE  NOTES 

The  Secured  Notes  will  be  issued  by  the  Issuers  pursuant  to  the  Indenture.  The  Income  Notes  will  be 
issued  by  the  Issuer  pursuant  to  the  Fiscal  Agency  Agreement.  The  following  summary  describes  certain  provisions 
of  the  Notes,  the  Indenture  and  the  Fiscal  Agency  Agreement.  This  summary  does  not  purport  to  be  complete  and  is 
subject  to,  and  qualified  in  its  entirety  by  reference  to,  the  provisions  of  the  Notes,  the  Indenture  and  the  Fiscal 
Agency  Agreement.  Copies  of  the  Indenture  may  be  obtained  by  prospective  purchasers  of  the  Secured  Notes  upon 
request  in  writing  to  the  Trustee  at  The  Bank  of  New  York  Trust  Company,  National  Association,  601  Travis  Street, 
16th  Floor,  Houston,  Texas  77002,  Attention:  Global  Corporate  Trust  —  Hudson  Mezzanine  Funding  2006-1,  Ltd. 
(telephone' number  (713)  483-6000).  Copies  of  the  Fiscal  Agency  Agreement  may  be  obtained  by  prospective 
purchasers  of  Income  Notes  upon  request  in  writing  to  the  Fiscal  Agent  at  The  Bank  of  New  York  Trust  Company, 
National  Association,  601  Travis  Street,  16th  Floor,  Houston,  Texas  77002,  Attention:  Global  Corporate  Trust  — 
Hudson  Mezzanine  Funding  2006- 1 ,  Ltd.  (telephone  number  (7 1 3)  483-6000). 
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Status  and  Security 

The  Co-Issued  Notes  will  be  limited  recourse  obligations  of  the  Issuers  and  the  Senior  Swap  and  the 
Class  E  Notes  will  be  limited  recourse  obligations  of  the  Issuer,  secured  as  described  below.  The  Income  Notes  will 
be  limited  recourse  obligations  of  the  Issuer,  will  not  be  secured  obligations  of  the  Issuer  and  will  only  be  entitled  to 
receive  amounts  available  for  payment  to  the  Holders  of  the  Income  Notes  after  payment  of  all  amounts  payable 
prior  thereto  under  the  Priority  of  Payments.  The  Class  S  Notes  will  be  senior  in  right  of  payment  on  each  Payment 
Date  to  the  Senior  Swap,  the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C  Notes,  the  Class  D  Notes,  the  Class  E 
Notes  and  the  Income  Notes  to  the  extent  provided  in  the  Priority  of  Payments.  The  Class  A  Notes  will  be  senior  in 
right  of  payment  on  each  Payment  Date  to  the  Class  B  Notes,  the  Class  C  Notes,  the  Class  D  Notes,  the  Class  E 
Notes  and  the  Income  Notes.  Interest  on  the  Class  A-f  Notes  will  be  pro  rata  with  interest  on  the  Class  A-b  Notes 
and  with  payments  of  the  Senior  Swap  Premium.  The  Outstanding  Notional  Amount  of  the  Senior  Swap  will  be 
reduced  either  senior  to  or  pro  rata  with  principal  on  the  Class  A  Notes  as  more  fully  described  in  the  Priority  of 
Payments.  Principal  on  the  Class  A-f  Notes  and  the  Class  Arb  will  be  paid  either  pro  rata  or  first  to  the  Class  A-f 
Notes  and  second  to  the  Class  A-b  Notes  depending  on  the  circumstances  as  more  fully  described  in  the  Priority  of 
Payments.  The  Class  B  Notes  will  be  senior  in  right  of  payment  on  each  Payment  Date  to  the  Class  C  Notes,  the 
Class  D  Notes,  the  Class  E  Notes  and  the  Income  Notes.  The  Class  C  Notes  will  be  senior  in  right  of  payment  on 
each  Payment  Date  to  the  Class  D  Notes,  the  Class  E  Notes  and  the  Income  Notes.  The  Class  D  Notes  will  be  senior 
in  right  of  payment  on  each  Payment  Date  to  the  Class  E  Notes  and  the  Income  Notes.  The  Class  E  Notes  will  be 
senior  in  right  of  payment  on  each  Payment  Date  to  the  Income  Notes.  See  " — Priority  of  Payments." 

Under  the  terms  of  the  Indenture,  the  Issuer  will  grant  to  the  Trustee,  for  the  benefit  and  security  of  the 
Trustee  on  behalf  of  the  Senior  Swap  Counterparty,  the  Secured  Notes,  the  Fiscal  Agent,  the  Liquidation  Agent,  the 
Collateral  Put  Provider  and  the  Credit  Protection  Buyer  (but  only  to  the  extent  of  (a)  the  Collateral  Securities  and 
Eligible  Investments  in  the  Collateral  Account  and  (b)  the  Delivered  Obligations  in  the  Delivered  Obligations 
Account)  (collectively,  the  "Secured  Parties"),  a  first-priority  security  interest  in  (i)  the  Credit  Default  Swap;  (ii)  the 
Interest  Collection  Account;  (iii)  the  Payment  Account;  (iv)  the  Expense  Reserve  Account;  (v)  the  Delivered 
Obligations  Account;  (vi)  the  Amortization  Shortfall  Account,  (vii)  the  CDS  Counterparty  Collateral  Account,  (viii) 
the  Collateral  Account  (including  the  Cash  Collateral  Account)  and  (ix)  the  Collateral  Put  Provider  Account  (subject 
to  the  rights  of  the  Collateral  Put  Provider)  (items  (ii)  through  (ix),  the  "Accounts");  (x)  Eligible  Investments;  (xi) 
the  Issuer's  rights  under  the  Senior  Swap,  (xii)  the  Issuer's  rights  under  the  Credit  Default  Swap;  (xiii)  the  Issuer's 
rights  under  the  Collateral  Put  Agreement,  (xiv)  the  Issuer's  rights  under  the  Collateral  Administration  Agreement, 
(xv)  the  Issuer's  rights  under  the  Liquidation  Agency  Agreement  and  (xvi)  certain  other  property  (collectively,  the 
"Pledged  Assets"). 

Payments  of  interest  on  and  principal  of  the  Secured  Notes,  payments  on  the  Senior  Swap  and  payments  to 
the  Holders  of  the  Income  Notes,  will  be  made  solely  from  the  proceeds  of  the  Pledged  Assets  in  accordance  with 
the  Priority  of  Payments. 

The  aggregate  amount  that  will  be  available  for  payments  required  or  permitted  to  be  made  on  the  Notes, 
the  Senior  Swap  and  of  certain  expenses  of  the  Issuers,  the  Trustee  and  the  Agents  on  any  Payment  Date  will  be  the 
total  amount  of  Proceeds  received  during  the  period  (a  "Due  Period")  ending  on  (and  including)  the  fifth  Business 
Day  prior  to  such  Payment  Date  (or,  in  the  case  of  a  Due  Period  that  is  applicable  to  the  Payment  Date  relating  to  the 
Stated  Maturity  of  any  Note,  ending  on  (and  including)  the  day  preceding  such  Payment  Date),  and  commencing 
immediately  following  the  fifth  Business  Day  prior  to  the  preceding  Payment  Date  (or,  in  the  case  of  the  Due  Period 
relating  to  the  first  Payment  Date,  on  the  Closing  Date). 

Interest  on  the  Secured  Notes 

The  Class  S  Notes  will  bear  interest  during  each  Interest  Accrual  Period  at  the  Class  S  Note  Interest  Rate 
for  such  Interest  Accrual  Period.  The  Class  A-f  Notes  will  bear  interest  during  each  Interest  Accrual  Period  at  the 
Class  A-f  Note  Interest  Rate  for  such  Interest  Accrual  Period.  The  Class  A-b  Notes  will  bear  interest  during  each 
Interest  Accrual  Period  at  the  Class  A-b  Note  Interest  Rate  for  such  Interest  Accrual  Period.  The  Class  B  Notes  will 
bear  interest  during  each  Interest  Accrual  Period  at  the  Class  B  Note  Interest  Rate  for  such  Interest  Accrual  Period. 
The  Class  C  Notes  will  bear  interest  during  each  Interest  Accrual  Period  at  the  Class  C  Note  Interest  Rate  for  such 
Interest  Accrual  Period.    The  Class  D  Notes  will  bear  interest  during  each  Interest  Accrual  Period  at  the  Class  D 
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Note  Interest  Rate  for  such  Interest  Accrual  Period.  The  Class  E  Notes  will  bear  interest  during  each  Interest 
Accrual  Period  at  the  Class  E  Note  Interest  Rate  for  such  Interest  Accrual  Period.  Interest  with  respect  to  the  Class 
S  Notes,  the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C  Notes,  the  Class  D  Notes  and  the  Class  E  Notes  will  be 
payable  monthly  in  arrears  on  each  Payment  Date,  commencing  on  the  April  2007  Payment  Date.  LIBOR  for  the 
first  Interest  Accrual  Period  with  respect  to  the  Secured  Notes  will  be  determined  as  of  the  second  Business  Day 
preceding  the  Closing  Date.  Calculations  of  interest  on  the  Secured  Notes  will  be  made  based  on  a  360-day  year  and 
the  actual  number  of  days  in  each  Interest  Accrual  Period.  The  Holders  of  the  Income  Notes  will  receive  on  each 
Payment  Date  any  amount  of  Proceeds  that  are  available  for  distribution  thereon  in  accordance  with  the  Priority  of 
Payments  on  such  Payment  Date.  The  "Interest  Accrual  Period,"  is  with  respect  to  the  Class  S  Notes,  the  Class  A-f 
Notes,  the  Class  A-b  Notes,  the  Class  B  Notes,  the  Class  C  Notes,  the  Class  D  Notes  and  the  Class  E  Notes  and  any 
Payment  Date,  the  period  commencing  on  and  including  the  immediately  preceding  Payment  Date  (or  the  Closing 
Date  in  the  case  of  the  first  Interest  Accrual  Period)  and  ending  on  and  including  the  day  immediately  preceding 
such  Payment  Date.  The  Interest  Accrual  Period  shall  also  be  the  "Senior  Swap  Premium  Calculation  Period"  under 
the  Senior  Swap. 

If  funds  are  not  available  on  any  Payment  Date  to  pay  the  full  amount  of  interest  on  the  Class  C  Notes,  or  to 
the  extent  interest  that  is  due  on  such  Notes  is  not  paid  in-order  to  satisfy  certain  Coverage  Tests,  the  interest  not 
paid  (the  "Class  C  Deferred  Interest"),  will  not  be  due  and  payable  on  such  Payment  Date,  but  will  be  added  to  the 
principal  amount  of  the  Class  C  Notes  and,  to  the  extent  lawful  arid  enforceable,  thereafter  shall  accrue  interest  at  the 
Class  C  Note  Interest  Rate.  If  funds  are  not  available  on  any  Payment  Date  to  pay  the  full  amount  of  interest  on  the 
Class  D  Notes,  or  to  the  extent  interest  that  is  due  on  such  Notes  is  not  paid  in  order  to  satisfy  certain  Coverage 
Tests,  the  interest  not  paid  (the  "Class  D  Deferred  Interest"),  will  not  be  due  and  payable  on  such  Payment  Date,  but 
will  be  added  to  the  principal  amount  of  the  Class  D  Notes  and,  to  the  extent  lawful  and  enforceable,  thereafter  shall 
accrue  interest  at  the  Class  D  Note  Interest  Rate.  If  funds  are  not  available  on  any  Payment  Date  to  pay  the  full 
amount  of  interest  on  the  Class  E  Notes,  or  to  the  extent  interest  that  is  due  on  such  Notes  is  not  paid  in  order  to 
satisfy  certain  Coverage  Tests,  the  interest  not  paid  (the  "Class  E  Deferred  Interest"),  will  not  be  due  and  payable  on 
such  Payment  Date,  but  will  be  added  to  the  principal  amount  of  such  Class  E  Notes,  and,  to  the  extent  lawful  and 
enforceable,  thereafter  will  accrue  interest  at  the  Class  E  Note  Interest  Rate.  So  long  as  the  Senior  Swap  or  any 
Class  S  Notes,  Class  A  Notes  or  Class  B  Notes  are  outstanding,  the  failure  to  pay  interest  to  the  Holders  of  the 
Class  C  Notes  will  not  be  an  Event  of  Default  under  the  Indenture,  so  long  as  the  Senior  Swap  or  any  Class  S  Notes, 
Class  A  Notes,  Class  B  Notes  or  Class  C  Notes  are  outstanding,  the  failure  to  pay  interest  to  the  Holders  of  the 
Class  D  Notes  will  not  be  an  Event  of  Default  under  the  Indenture.  So  long  as  the  Senior  Swap  or  any  Class  S  Note, 
Class  A  Notes,  Class  B  Notes,  Class  C  Notes  or  Class  D  Notes  are  outstanding,  the  failure  to  pay  interest  to  the 
Holders  of  the  Class  E  Notes  will  not  be  an  Event  of  Default  under  the  Indenture.  See  "—Priority  of  Payments"  and 
" — The  Indenture — Events  of  Default." 

Interest  will  cease  to  accrue  on  each  Secured  Note  from  the  date  of  repayment  in  full  or  Stated  Maturity,  or 
in  the  case  of  partial  repayment,  on  such  part,  unless  payment  of  principal  is  improperly  withheld  or  unless  default  is 
otherwise  made  with  respect  to  such  payments  of  principal.  See  "—Principal."  To  the  extent  lawful  and 
enforceable,  interest  on  any  Defaulted  Interest  on  each  Class  of  Secured  Notes  entitled  thereto  will  accrue  at  the 
interest  rate  applicable  to  such  Class  of  Notes,  until  paid  as  provided  herein.  "Defaulted  Interest"  means  any  interest 
due  and  payable  in  respect  of  any  Class  S  Note,  Class  A  Note  or  Class  B  Note  or  if  the  Senior  Swap  is  not 
outstanding  and  there  are  no  Class  S  Notes,  Class  A  Notes  or  Class  B  Notes  outstanding,  any  Class  C  Note  or  if  the 
Senior  Swap  is  not  outstanding  and  there  are  no  Class  S  Notes,  Class  A  Notes,  Class  B  Notes  or  Class  C  Notes 
outstanding,  any  Class  D  Note  or  if  the  Senior  Swap  is  not  outstanding  and  there  are  no  Class  S  Notes,  Class  A 
Notes,  Class  B  Notes,  Class  C  or  Class  D  Notes  outstanding,  any  Class  E  Note  which,  in  any  such  case,  is  not 
punctually  paid  or  duly'  provided  for  on  the  applicable  Payment  Date  or  at  Stated  Maturity,  as  the  case  may  be. 

Determination  of  LIBOR 

For  purposes  of  calculating  each  of  the  Note  Interest  Rates,  the  Issuers  will  appoint  as  agent  The  Bank  of 
New  York  Trust  Company,  National  Association  (in  such  capacity,  the  "Note  Calculation  Agent").  LIBOR  shall  be 
"  determined  by  the  Note  Calculation  Agent  in  accordance  with  the  following  provisions:  •-•  • 

(i)  On  the  second  Business  Day  prior  to  the  commencement  of  an  Interest  Accrual  Period  (each  such 

day,  a  "LIBOR  Determination  Date"),  LIBOR  ("LIBOR")  shall  equal  the  rate,  as  obtained  by  the  Note  Calculation 
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Agent,  for  Eurodollar  deposits  for,  with  respect  to  the  Class  S  Notes,  the  Class  A  Notes,  the  Class  B  Notes,  the  Class 
C  Notes,  the  Class  D  Notes  and  the  Class  E  Notes,  a  one-month  period  (or,  in  the  case  of  a  designated  initial 
payment  period  of  less  than  25  days  or,  in  the  case  of  the  first  Interest  Accrual  Period,  the  linear  interpolation 
thereof,  calculated  in  accordance  with  generally  acceptable  methodology,  which  appears  on  Bridge  Telerate  Page 
3750  (as  Telerate  is  defined  in  the  International  Swaps  and  Derivatives  Association,  Inc.  Annex  to  the  2000  ISDA 
Definitions  (June  2000  version)),  or  such  page  as  may  replace  Bridge  Telerate  Page  3750,  as  of  1 1:00  a.m.  (London 
time)  on  such  LIBOR  Determination  Date. 

(ii)  If,  on  any  LIBOR  Determination  Date,  such  rate  does  not  appear  on  Bridge  Telerate  Page  3750,  or 

such  page  as  may  replace  Bridge  Telerate  Page  3750,  .the  Note  Calculation  Agent  shall  determine  the  arithmetic 
mean  of  the  offered  quotations  of  the  Reference  Banks  to  leading  banks  in  the  London  interbank  market  for 
Eurodollar  deposits  for,  with  respect  to  the  Class  S  Notes,  the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C  Notes, 
the  Class  D  Notes  and  the  Class  E  Notes,  a  one  month  period  (or,  in  the  case  of  a  designated  initial  payment  period 
of  less  than  25  days  or,  in  the  case  of  the  first  Interest  Accrual  Period,  the  linear  interpolation  thereof,  calculated  in 
accordance  with  generally  acceptable  methodology,  in  an  amount  determined  by  the  Note  Calculation  Agent  by 
reference  to  requests  for  quotations  as  of  approximately  11:00  a.m.  (London  time)  on  the  LIBOR  Determination 
Date  made  by  the  Note  Calculation  Agent  to  the  Reference  Banks.  If,  on  any  LIBOR  Determination  Date,  at  least 
two  of  the  Reference  Banks  provide  such  quotations,  LIBOR  shall  equal  such  arithmetic  mean  of  such  quotations. 
If,  on  any  LIBOR  Determination  Date,  only  one  or  none  of  the  Reference  Banks  provide  such  quotations,  LIBOR 
shall  be  deemed  to  be  the  arithmetic  mean  of  the  offered  quotations  that  leading  banks  in  the  City  of  New  York 
selected  by  the  Note  Calculation  Agent  (after  consultation  with  the  Issuer  or  the  Liquidation  Agent  on  behalf  of  the 
Issuer)  are  quoting  on  the  relevant  LIBOR  Determination  Date  for  Eurodollar  deposits  for  the  applicable  period  in 
an  amount  determined  by  the  Note  Calculation  Agent  (after  consultation  with  the  Issuer  or  the  Liquidation  Agent  on 
behalf  of  the  Issuer)  by  reference  to  the  principal  London  offices  of  leading  banks  in  the  London  interbank  market; 
provided,  however,  that  if  the  Note  Calculation  Agent  is  required  but  is  unable  to  determine  a  rate  in  accordance 
with  at  least  one  of  the  procedures  provided  above,  LIBOR  shall  be  LIBOR  as  determined  on  the  most  recent  date 
LIBOR  was  available.  As  used  herein,  "Reference  Banks"  means  four  major  banks  in  the  London  interbank  market 
selected  by  the  Note  Calculation  Agent  (after  consultation  with  the  Issuer  or  the  Liquidation  Agent  on  behalf  of  the 
Issuer). 

As  soon  as  possible  after  1 1 :00  a.m.  (New  York  time)  on  each  LIBOR  Determination  Date,  but  in  no  event 
later  than  11:00  a.m.  (New  York  time)  on  the  Business  Day  immediately  following  each  LIBOR  Determination 
Date,  the  Note  Calculation  Agent  will  cause  notice  of  each  of  the  Note  Interest  Rates  for  the  next  Interest  Accrual 
Period  and  the  amount  of  interest  for  such  Interest  Accrual  Period  payable  in  respect  of  each  U.S.S  1,000  principal 
amount  of  the  Class  S  Notes  (the  "Class  S  Note  Interest  Amount"),  of  the  Class  A-f  Notes  (the  "Class  A-f  Note 
Interest  Amount"),  of  the  Class  A-b  Notes  (the  "Class  A-b  Note  Interest  Amount"),  of  the  Class  B  Notes  (the 
"Class  B  Note  Interest  Amount"),  of  the  Class  C  Notes  (the  "Class  C  Note  Interest  Amount"),  of  the  Class  D  Notes 
(the  "Class  D  Note  Interest  Amount")  and  of  the  Class  E  Notes  (the  "Class  E  Note  Interest  Amount")  (collectively, 
the  "Note  Interest  Amounts")  (each  rounded  to  the  nearest  cent,  with  half  a  cent  being  rounded  upward)  on  the 
related  Payment  Date,  to  be  communicated  to  the  Issuers,  DTC,  Euroclear,  Clearstream,  the  Note  Paying  Agents,  the 
Trustee,  the  Liquidation  Agent,  the  Securities  Intermediary  and  the  Irish  Paying  Agent  (if  any)  for  further  delivery  to 
the  Irish  Stock  Exchange  (so  long  as  any  Class  of  Notes  is  listed  on  such  exchange).  In  the  last  case,  the  Note 
Calculation  Agent  will  furnish  such  information  as  soon  as  possible  after  its  determination  to  the  Irish  Paying  Agent 
(if  any)  as  long  as  any  Notes  are  listed  on  the  Irish  Stock  Exchange.  The  Note  Interest  Amount  on  any  Payment 
Date  of  any  Class  of  Notes  shall  be  calculated  based  on  the  Outstanding  principal  balance  of  such  Class  prior  to  the 
payment  of  any  Amortization  Shortfall  Amounts.  The  Note  Calculation  Agent  will  also  specify  to  the  Issuers  and 
the  Liquidation  Agent  the  quotations  upon  which  each  of  the  Note  Interest  Rates  are  based.  The  Note  Calculation 
Agent  shall  notify  the  Issuers  and  the  Liquidation  Agent  before  12:00  p.m.  (New  York  time)  on  any  LIBOR 
Determination  Date  if  it  has  not  determined  and  is  not  in  the  process  of  determining  the  applicable  Note  Interest 
Rates  and  Note  Interest  Amounts  (collectively,  the  "Interest  Calculations"),  together  with  its  reasons  therefor. 
"Business  Day"  means  any  day  other  than  (x)  Saturday  or  Sunday  or  (y)  a  day  on  which  commercial  banking 
institutions  are  authorized  or  obligated  by  law,  regulation  or  executive  order  to  close  in  New  York,  New  York,  the 
city  of  the  Corporate  Trust  Office  or,  for  the  purposes  of  the  Credit  Default  Swap  and  the  Collateral  Put  Agreement 
only,  London;  provided,  however,  that  for  the  sole  purpose  of  determining  LIBOR,  "Business  Day"  shall  be  defined 
as  any  day  on  which  dealings  in  deposits  in  U.S.  Dollars  are  transacted  in  the  London  interbank  market  and  provided 
further,  that  to  the  extent  action  is  required  of  the  Irish  Paying  Agent  (if  any),  the  location  of  such  Irish  Paying 
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Agent  shall  be  considered  in  determining  the  "Business  Day"  for  purposes  of  determining  when  such  Irish  Paying 
Agent  action  is  required. 

The  Note  Calculation  Agent  may  not  be  removed  by  the  Issuers  unless  the  entity  that  is  serving  as  Trustee 
is  removed  as  Trustee.  If  the  Note  Calculation  Agent  is  unable  or  unwilling  to  act  as  such  or,  in  accordance  with  the 
preceding. sentence,  is  removed  by  the  Issuers,  or  if  the  Note  Calculation  Agent  fails  to  determine  the  applicable 
Interest  Calculations  for  any  Interest  Accrual  Period,  the  Issuers  will  promptly  appoint  as  a  replacement  Note 
Calculation  Agent  a  leading  bank  which  is  engaged  in  transactions  in  Eurodollar  deposits  in  the  international 
Eurodollar  market  and  which  does  not  control  or  is  not  controlled  by  or  under  common  control  with  the  Issuers  or 
their  affiliates.  The  Note  Calculation  Agent  may  not  resign  its  duties  without  a  successor  having  been  duly 
appointed.  In  addition,  if  and  for  so  long  as  any  Notes  are  listed  on  the  Irish  Stock  Exchange  and  the  rules  of  such 
exchange  so  require,  notice  of  the  appointment  of  any  Note  Calculation  Agent  will  be  furnished  to  such  stock 
exchange.  For  so  long  as  any  of  the  Notes  remain  outstanding,  there  will  at  all  times  be  a  Note  Calculation  Agent 
for  the  purpose  of  calculating  the  applicable  Interest  Calculations.  The  determination  of  the  applicable  Interest 
Calculations  by  the  Note  Calculation  Agent  shall  (in  the  absence  of  manifest  error)  be  final  and  binding  upon  all 
parties. 

Payments  on  the  Income  Notes 

i 
The  Income  Notes  will  not  bear  interest  based  upon  any  fixed  or  floating  rate. 

The  Fiscal  Agent  will  receive  Proceeds  (and  make  payments  to  the  Holders  of  the  Income  Notes)  to  the 
extent  provided  in  the  Indenture,  if  any,  such  Proceeds  are  available  pursuant  to  clause  (xxiii)  (or  pursuant  to  clause 
(viii)  in  the  case  of  the  Final  Payment  Date)  under  " — Priority  of  Payments."  Such  payments  will  be  made  on  the 
Income  Notes  only  after  all  interest  and  other  payments  due  on  the  Secured  Notes  have  been  made  and  all  expenses 
of  the  Issuers  have  been  paid  (with  such  remaining  Proceeds  referred  to  as  "Excess  Amounts").  See  "Risk  Factors — 
Notes Subordination  of  the  Income  Notes;  Unsecured  Obligations." 

Except  as  permitted  pursuant  to  clause  (xxiii)  of  the  Priority  of  Payments,  no  principal  payments  will  be 
made  on  the  Income  Notes  until  principal  of,  and  accrued  and  unpaid  interest  on,  the  Secured  Notes,  and  all  other 
payments,  certain  fees  and  expenses,  have  been  paid  in  full  in  accordance  with  the  Priority  of  Payments. 

Principal 

The  Notes  (other  than  the  Class  S  Notes)  will  mature  on  the  Payment  Date  in  April  2042  (each  such  date 
the  "Stated  Maturity"  with  respect  to  such  Notes)  and  the  Class  S  Notes  will  mature  on  the  Payment  Date  in  August 
2012  (the  "Stated  Maturity"  with  respect  to  the  Class  S  Notes).  The  average  life  of  each  Class  of  Notes  (other  than 
the  Class  S  Notes)  is  expected  to  be  substantially  shorter  than  the  number  of  years  from  issuance  until  the  Stated 
Maturity  for  such  Class  of  Notes.  See  "Risk  Factors— Notes — Average  Lives,  Duration  and  Prepayment 
Considerations." 

Principal  will  be  payable  on  the  Class  S  Notes  in  accordance  with  the  Priority  of  Payments  on  each 
Payment  Date  commencing  on  the  Payment  Date  occurring  in  May  2007  in  an  amount  equal  to  the  Class  S  Notes 
Amortizing  Principal  Amount  with  respect  to  such  Payment  Date  and,  if  an  Event  of  Default  or  Tax  Event  has 
occurred  and  is  continuing  or  an  Optional  Redemption  or  Auction  has  occurred  and  the  Pledged  Assets  are  being 
liquidated  pursuant  to  the  terms  of  the  Indenture,  the  Class  S  Notes  will  be  paid  in  full  prior  to  any  distributions  to 
any  other  Notes.  Principal  will  be  payable  on  certain  of  the  Notes  and  the  Outstanding  Notional  Amount  of  the 
Senior  Swap  will  be  reduced  on  each  Payment  Date,  in  accordance  with  the  Priority  of  Payments.  On  any  Payment 
Date,  on  which  certain  conditions  are  satisfied,  (i)  the  Outstanding  Notional  Amount  of  the  Senior  Swap  will  be 
reduced  by  the  Senior  Swap  Reduction  Amount  and  (ii)  principal  will  be  paid  to  the  Holders  of  the  Class  A  Notes 
pursuant  to  the  Senior  Principal  Allocation,  only  in  an  amount  required  to  increase  (or  maintain)  the  Class  A 
Adjusted  Overcollateralization  Ratio  to  a  specified  target  of  143.8%.  After  achieving  and  maintaining  such  target 
and  minimum,  the  payment  of  remaining  principal  will  shift  to  the  Holders  of  the  Class  B  Notes  until  such  Holders 
have  been  paid  an  amount  required  to  increase  (or  maintain)  the  Class  B  Adjusted  Overcollateralization  Ratio  to  the 
specified  target  of  122.5%.  After  achieving  and  maintaining  such  target  level,  the  payment  of  remaining  principal 
shifts  to  the  Holders  of  the  Class  C  Notes  which  will  receive  principal  only  in  an  amount  required  to  increase  (or 
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maintain)  the  Class  C  Adjusted  Overcollateralization  Ratio  to  a  specified  target  of  1 10.2%.  After  achieving  and 
maintaining  such  target  level,  the  payment  of  remaining  principal  shifts  to  the  Holders  of  the  Class  D  Notes  which 
will  receive  principal  only  in  an  amount  required  to  increase  (or  maintain)  the  Class  D  Adjusted 
Overcollateralization  Ratio  to  a  specified  target  of  105.8%.  However,  if  the  Aggregate  Outstanding  Portfolio 
Amount  is  less  than  U.S.S  1,050,000,000  on  the  Determination  Date  with  respect  to  the  related  Payment  Date,  then 
only  the  amount  described  above  to  be  allocated  to  reduce  the  Outstanding  Notional  Amount  of  the  Senior  Swap  or 
to  be  paid  to  the  Class  A  Notes  will  be  allocated  or  paid,  such  amount  to  be  allocated,  first,  to  reduce  the 
Outstanding  Notional  Amount  of  the  Senior  Swap,  second,  to  the  payment  of  principal  of  Class  A  Notes  until  the 
Class  A  Notes  have  been  paid  in  full,  provided  that,  if  the  Senior  Overcollateralization  Test  has  been  satisfied  on 
each  Determination  Date,  including  the  Determination  Date  relating  rto  the  current  Payment  Date,  the  amount 
allocated  to  the  Class  A  Notes  will  be  paid  first  to  the  Class  A-f  Notes  until  the  Class  A-f  Notes  are  paid  in  full,  and 
then  to  the  Class  A-b  Notes  until  the  Class  A-b  Notes  are  paid  in  full,  third,  to  the  payment  of  principal  of  all 
outstanding  Class  B  Notes,  fourth,  to  the  payment  of  principal  of  all  outstanding  Class  C  Notes  and  fifth,  to  the 
payment  of  all  outstanding  Class  D  Notes.  The  foregoing  "shifting  principal"  method  permits  Holders  of  the 
Class  B  Notes,  the  Class  C  Notes  and  the  Class  D  Notes  to  receive  payments  of  principal  in  accordance  with  the 
Priority  of  Payments  while  more  senior  Classes  of  Notes  remain  outstanding  and  permits  distributions  of  Proceeds  to 
the  Holders  of  the  Income  Notes,  to  the  extent  funds  are  available  in  accordance  with  the  Priority  of  Payments,  while 
more  senior  Notes  are  outstanding.  Holders  of  the  Class  E  Notes  may  receive  payments  of  principal  in  accordance 
with  (a)  clause  (xvi)  of  the  Priority  of  Payments  in  an  amount  necessary  to  increase  or  maintain  the  Class  E  Adjusted 
Overcollateralization  Ratio  to  a  specified  target  of  104.2%;  provided  however,  that  if  the  Aggregate  Outstanding 
Portfolio  Amount  is  less  than  U.S.$  1,050,000,000  on  the  Determination  Date  with  respect  to  the  related  Payment 
Date  or  if  the  Senior  Overcollateralization  Test  was  not  satisfied  on  any  Determination  Date  with  respect  to  any 
preceding  Payment  Date,  then  all  remaining  Amortization  Proceeds  will  be  applied  to  the  payment  of  all  outstanding 
Class  E  Notes  until  the  Class  E  Notes  are  paid  in  full  and  (b)  clause  (xvii)  of  the  Priority  of  Payments  if  the  Class  E 
Interest  Diversion  Test  is  not  satisfied.  Amounts  properly  paid  pursuant  to  the  Priority  of  Payments  to  a  junior  Class 
of  Secured  Notes  or  to  the  Income  Notes  will  not  be  recoverable  in  the  event  of  a  subsequent  shortfall  in  the  amount 
required  to  pay  a  more  senior  Class  of  Secured  Notes. 

Subject  to  the  availability  of  funds  therefor  in  accordance  with  the  Priority  of  Payments,  if  any  of  the 
Coverage  Tests  are  not  satisfied  on  any  applicable  Determination  Date,  the  Outstanding  Notional  Amount  of  the 
Senior  Swap  will  be  reduced  and  certain  of  the  Secured  Notes  (other  than  the  Class  S  Notes)  will  be  subject  to 
mandatory  redemption  on  the  related  Payment  Date  until  paid  in  full.  See  " — Mandatory  Redemption"  and  the  " — 
Priority  of  Payments"  for  a  description  of  the  order  in  which  such  Notes  are  paid  in  connection  with  the  failure  of  a 
Coverage  Test.  The  Class  E  Notes  are  also  subject  to  mandatory  redemption  in  accordance  with  the  Priority  of 
Payments  on  any  Payment  Date  if  the  Class  E  Interest  Diversion  Test  is  not  satisfied. 

Scheduled  Redemption  of  Income  Notes 

On  or  prior  to  the  date  that  is  one  (1)  Business  Day  prior  to  the  end  of  the  Due  Period  applicable  to  the 
Maturity  Date,  the  Liquidation  Agent  will  sell,  assign,  terminate  or  otherwise  dispose  of  all  remaining  Pledged 
Assets.  The  settlement  dates  for  any  such  sales  or  other  dispositions  shall  be  no  later  than  one  (1)  Business  Day 
prior  to  the  end  of  such  Due  Period.  The  proceeds  of  such  sales  or  other  dispositions  will  be  paid  to  the  Fiscal  Agent 
after  the  payment  of  amounts  senior  to  the  Holders  of  the  Income  Notes  in  the  Priority  of  Payments  for  deposit  into 
the  account  maintained  therefore  by  the  Fiscal  Agent  (the  "Income  Note  Payment  Account")  and  payment  to  the 
Holders  of  the  Income  Notes  as  the  redemption  price  for  the  Income  Notes  upon  such  payment.  Upon  such 
payment,  the  Issuer  shall  redeem  the  Income  Notes. 

Auction 

Sixty  (60)  days  prior  to  the  Payment  Date  occurring  in  April  of  each  year  (each,  an  "Auction  Date") 
commencing  on  the  April  2015  Payment  Date,  the  Liquidation  Agent,  on  behalf  of  the  Issuer,  will  take  steps  to 
conduct  an  auction  (the  "Auction")  of  the  Credit  Default  Swap,  the  Eligible  Investments  (other  than  cash),  the 
Delivered  Obligations  and  the  Collateral  Securities  in  accordance  with  procedures  specified  in  the  Indenture.  If  the 
Liquidation  Agent  receives  one  or  more  bids  from  Eligible  Bidders  not  later  than  ten  (10)  Business  Days  prior  to  the 
Auction  Date,  which,  when  added  to  the  cash  on  deposit  in  the  Collateral  Account,  equals  or  exceeds  the  Minimum 
Bid  Amount,  it  will  sell,  assign,  terminate  or  otherwise  dispose  of  the  Credit  Default  Swap,  Eligible  Investments 
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(other  than  cash),  the  Delivered  Obligations  and  the  Collateral  Securities  for  settlement  on  or  before  the  fifth 
Business  Day  prior  to  such  Auction  Date  and  the  Notes  and  the  Income  Notes  will  be  redeemed  in  whole  on  such 
Auction  Date  (any  such  date,  an  "Auction  Payment  Date").  The  Liquidation  Agent  and  its  affiliates  shall  be 
considered  Eligible  Bidders.  If  the  highest  single  bid  on  the  entire  portfolio,  or  the  aggregate  amount  of  multiple 
bids  with  respect  to  individual  Collateral  Securities,  Eligible  Investments  (other  than  cash)  and  Delivered 
Obligations,  when  added  to  the  other  Liquidation  Proceeds  and  cash  on  deposit  in  the  Collateral  Account,  does  not 
equal  or  exceed  the  Minimum  Bid  Amount  (which  includes  the  Income  Note  Face  Amount  or  such  lesser  amount  as 
is  agreed  to  by  the  Holders  of  100%  of  the  Income  Notes)  or  if  there  is  a  failure  at  settlement,  the  Credit  Default 
Swap  and  the  Senior  Swap  will  not  be  terminated  or  assigned,  the  Eligible  Investments  (other  than  cash),  Collateral 
Securities  and  the  Delivered  Obligations  will  not  be  sold  and  the  redemption  of  the  Notes  on  the  related  Auction 
Date  will  not  occur. 

The  Outstanding  Notional  Amount  of  the  Senior  Swap  will  be  reduced  to  zero  and  the  Secured  Notes  will 
be  redeemed  in  whole  at  the  applicable  Secured  Note  Redemption  Price  following  a  successful  Auction  in 
accordance  with  the  Priority  of  Payments.  The  amount  distributable  as  the  final  payment  on  the  Income  Notes 
following  any  such  redemption  will  equal  the  Income  Note  Redemption  Price,  which  may  be  less  than  the  then 
current  Aggregate  Outstanding  Amount  of  the  Income  Notes). 

Tax  Redemption 

Subject  to  certain  conditions  described  herein,  the  Secured  Notes  may  be  redeemed  by  the  Issuers  at  any 
time,  in  whole  but  not  in  part,  90  days  following  the  Issuers  becoming  aware  of  the  occurrence  of  a  Tax  Event 
{provided  that  such  90-day  period  shall  be  extended  by  another  90  days  if,  during  the  initial  90-day  period,  the 
Issuers  have  notified  the  Holders  of  the  Notes  that  the  related  Issuer  expects  that  it  shall  have  changed  its  place  of 
residence  by  the  end  of  the  later  90-day  period)  at  their  Secured  Note  Redemption  Prices  or  the  Income  Note 
Redemption  Price,  as  applicable,  at  the  written  direction  of,  or  with  the  written  consent  of,  (i)  the  Holders  of  at  least 
66-2/3%  of  the  Income  Notes  or  (ii)  the  Holders  of  a  Majority  of  any  Class  of  Secured  Notes  which,  as  a  result  of 
the  occurrence  of  a  Tax  Event,  has  not  received  100%  of  the  aggregate  amount  of  principal  and  interest  or  other 
amounts  then  due  and  payable  on  such  Notes  on  any  Payment  Date  (such  redemption,  a  "Tax  Redemption"); 
provided  that  no  such  redemption  shall  be  effected  unless  the  expected  Liquidation  Proceeds  equal  or  exceed  the 
Total  Redemption  Amount  (which  includes  the  Income  Note  Face  Amount  or  such  lesser  amount  as  is  agreed  to  by 
the  Holders  of  100%  of  the  Income  Notes).  If  a  Tax  Redemption  occurs,  the  Income  Notes  will  be  redeemed 
simultaneously.  No  such  Tax  Redemption  will  occur  unless  all  amounts  payable  to  the  Senior  Swap  Counterparty, 
the  Credit  Protection  Buyer  and  any  assignee  of  the  Credit  Default  Swap  (including  all  Credit  Default  Swap 
Termination  Payments)  will  have  been  paid  in  full,  in  each  case,  on  the  related  redemption  date. 

In  connection  with  a  Tax  Redemption,  the  Issuers  (in  the  case  of  the  Co-Issued  Notes)  and  the  Issuer  (in  the 
case  of  the  Class  E  Notes  and  the  Income  Notes)  shall  notify  the  Trustee  and  the  Fiscal  Agent,  of  such  Tax 
Redemption  and  the  Payment  Date  which  is  the  date  for  redemption  (the  "Tax  Redemption  Date")  and  direct  the 
Trustee,  in  writing,  to  assign,  terminate  or  otherwise  dispose  of,  in  the  manner  determined  by  the  Liquidation  Agent, 
and  in  accordance  with  the  Indenture,  any  CDS  Transaction,  Collateral  Security,  Eligible  Investment  and  Delivered 
Obligation  and  upon  any  such  assignment,  termination  or  other  disposition,  the  Trustee  shall  release  the  lien  upon 
such  CDS  Transaction,  Collateral  Security,  Eligible  Investment  and  Delivered  Obligation  pursuant  to  the  Indenture; 
provided,  however,  that  the  Issuer  may  not  direct  the  Trustee  to  assign,  terminate  or  otherwise  dispose  of  (and  the 
Trustee  shall  not  be  obligated  to  release  the  lien  upon)  any  CDS  Transaction,  Collateral  Security,  Eligible 
Investment  or  Delivered  Obligation  except  in  accordance  with  the  procedures  set  forth  in  the  Indenture  including, 
without  limitation,  the  requirement  that  the  Liquidation  Agent  shall  have  forwarded  to  the  Trustee  binding 
agreements  or  certificates  evidencing  that  the  Liquidation  Proceeds  anticipated  from  the  disposition  of  the  Pledged 
Assets  will  equal  or  exceed  the  Total  Redemption  Amount.  The  proceeds  available  for  distribution  in  connection 
with  a  Tax  Redemption  will  be  reduced  by  the  amount  of  expected  Credit  Default  Swap  Termination  Payments  due 
to  the  Credit  Protection  Buyer. 

The  amount  payable  to  the  Holders  of  the  Secured  Notes  in  connection  with  any  Tax  Redemption  of  the 
Secured  Notes  will  equal  the  Secured  Note  Redemption  Prices  thereof.  The  amount  distributable  as  a  final 
redemption  payment  on  the  Income  Notes  following  any  redemption  of  the  Secured  Notes  will  equal  the  Income 
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Note  Redemption  Price  (which  may  be  less  than  the  then  current  Aggregate  Outstanding  Amount  of  the  Income 
Notes). 

Optional  Redemption 

Subject  to  certain  conditions  described  herein,  the  Secured  Notes  may  be  redeemed  by  the  Issuers  and  the 
Income  Notes  may  be  redeemed  by  the  Issuer,  in  whole  but  not  in  part  at  their  Secured  Note  Redemption  Prices  or 
the  Income  Note  Redemption  Price,  as  applicable,  on  any  Payment  Date  on  or  after  the  April  2010  Payment  Date,  at 
the  written  direction  of,  or  with  the  written  consent  of,  the  Holders  of  at  least  a  Majority  of  the  Income  Notes 
(including  Income  Notes  held  by  the  Liquidation  Agent  or  any  affiliate  thereof)  (such  redemption,  an  "Optional 
Redemption");  provided  that  no  Optional  Redemption  shall  be  effected  unless  the  expected  Liquidation  Proceeds 
will  equal  or  exceed  the  Total  Redemption  Amount  (which  includes  the  Income  Note  Face  Amount  or  such  lesser 
amount  as  is  agreed  to  by  the  Holders  of  100%  of  the  Income.Notes).  If  the  Holders  of  the  Income  Notes  so  elect  to 
cause  an  Optional  Redemption,  the  Income  Notes  will  be  redeemed  simultaneously. 

In  connection  with  an  Optional  Redemption,  the  Issuers  (in  the  case  of  the  Co-Issued  Notes)  and  the  Issuer 
(in  the  case  of  the  Class  E  Notes  and  the  Income  Notes)  shall  notify  the  Trustee  and  the  Fiscal  Agent,  as  applicable, 
of  such  Optional  Redemption  and  the  Optional  Redemption  Date  and  direct  the  Trustee,  in  writing,  to  sell,  assign, 
terminate  or  otherwise  dispose  of,  in  the  manner  determined  by  the  Liquidation  Agent,  and  in  accordance  with  the 
Indenture,  the  Credit  Default  Swap,  Collateral  Securities,  Eligible  Investments  and  Delivered  Obligations  and  upon 
any  such  sale,  assignment,  termination  or  other  disposition,  the  Trustee  shall  release  the  lien  upon  the  Credit  Default 
Swap,  Collateral  Securities,  Eligible  Investments  and  Delivered  Obligations  pursuant  to  the  Indenture;  provided, 
however,  that  the  Issuer  may  not  direct  the  Trustee  to  assign,  terminate  or  otherwise  dispose  of  (and  the  Trustee  shall 
not  be  obligated  to  release  the  lien  upon)  the  Credit  Default  Swap,  Collateral  Security,  Eligible  Investment  or 
Delivered  Obligation  except  in  accordance  with  the  procedures  set  forth  in  the  Indenture  including,  without 
limitation,  the  requirement  that  the  Liquidation  Agent  shall  have  forwarded  to  the  Trustee  binding  agreements  or 
certificates  evidencing  that  the  Liquidation  Proceeds  anticipated  from  the  assignment,  termination  or  other 
disposition  of  the  Credit  Default  Swap,  Collateral  Securities,  Eligible  Investments  and  Delivered  Obligations  and 
other  assets  of  the  Issuer  will  equal  or  exceed  the  Total  Redemption  Amount. 

The  amount  payable  to  the  Holders  of  the  Secured  Notes  in  connection  with  any  Optional  Redemption  of 
the  Secured  Notes  will  equal  the  Secured  Note  Redemption  Prices  thereof.  The  amount  distributable  as  a  final 
redemption  payment  on  the  Income  Notes  following  any  redemption  of  the  Secured  Notes  will  equal  the  Income 
Note  Redemption  Price  (which  shall  at  least  be  equal  to  the  Income  Note  Face  Amount  or  such  lesser  amount  as  is 
agreed  to  by  the  Holders  of  100%  of  the  Income  Notes). 

Optional  Redemption/Tax  Redemption  Procedures.  To  conduct  an  Optional  Redemption  or  a  Tax 
Redemption,  the  procedures  set  forth  in  the  Indenture  must  be  followed  and  any  conditions  precedent  thereto  must 
be  satisfied. 

If  in  the  case  of  a  Tax  Redemption  or  an  Optional  Redemption  of  the  Secured  Notes  and  the  Income  Notes, 
any  Holder  of  an  Income  Note  or,  in  the  case  of  a  Tax  Redemption,  any  Holder  of  a  Secured  Note  affected  by  a  Tax 
Event,  desires  to  direct  the  Issuers  with  respect  to  the  Secured  Notes  and  the  Issuer  with  respect  to  the  Income  Notes 
to  redeem  the  Secured  Notes  and  the  Income  Notes,  such  person  shall  notify  the  Principal  Note  Paying  Agent,  in  the 
case  of  a  Holder  of  Secured  Notes  or  the  Fiscal  Agent,  in  the  case  of  a  Holder  of  Income  Notes,  which  in  each  case 
will  in  turn  notify  the  Trustee  (with  a  copy  to  the  Issuer,  the  Liquidation  Agent,  the  Credit  Protection  Buyer,  the 
Collateral  Put  Provider  and  the  Senior  Swap  Counterparty)  of  such  desire  in  writing  no  less  than  thirty  (30)  Business 
Days  prior  to  such  Payment  Date.  Such  notice  shall  be  irrevocable. 

The  Trustee  will  provide  notice  of  any  Optional  Redemption  or  Tax  Redemption  by  first-class  mail, 
postage  prepaid,  mailed  not  less  than  ten  (10)  Business  Days  prior  to  the  scheduled  Tax  Redemption  Date  or 
Optional  Redemption  Date,  as  applicable,  to  the  Principal  Note  Paying  Agent,  to  the  Fiscal  Agent,  to  the  Credit 
Protection  Buyer,  to  the  Collateral  Put  Provider,  to  the  Senior  Swap  Counterparty  and  to  each  Holder  of  a  Secured 
Note  at  such  Holder's  address  in  the  register  maintained  by  the  Note  Registrar  under  the  Indenture.  The  Fiscal 
Agent  will  provide  the  same  notice  to  each  Holder  of  an  Income  Note  at  such  Holder's  address  in  the  Income  Notes 
Register  maintained  by  the  Income  Notes  Transfer  Agent  pursuant  to  the  Fiscal  Agency  Agreement.  In  addition,  the 
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Trustee  or  the  Fiscal  Agent  will,  if  and  for  so  long  as  any  Class  of  Secured  Notes  or  the  Income  Notes  to  be 
redeemed  is  listed  on  the  Irish  Stock  Exchange,  direct  the  Irish  Paying  Agent  to  (i)  cause  notice  of  such  Optional 
Redemption  or  Tax  Redemption  to  be  delivered  to  the  Company  Announcements  Office  of  the  Irish  Stock  Exchange 
not  less  than  ten  (10)  Business  Days  prior  to  the  Redemption  Date  and  (ii)  promptly  notify  the  Irish  Stock  Exchange 
of  such  Optional  Redemption  or  Tax  Redemption. 

The  initial  paying  agents  for  the  Notes  are  The  Bank  of  New  York  Trust  Company,  National  Association, 
as  Principal  Note  Paying  Agent,  and,  if  and  so  long  as  any  Notes  are  listed  on  the  Irish  Stock  Exchange,  the  Irish 
Paying  Agent. 

Secured  Notes  or  Income  Notes  called  for  redemption  (other  than  in  the  case  of  an  Auction)  must  be 

surrendered  at  the  office  of  any  paying  agent  appointed  under  the  Indenture  or  the  Fiscal  Agency  Agreement, 

respectively,  in  order  to  receive  any  final  payments  on  the  Notes.  The  initial  paying  agent  for  the  Secured  Notes  and 

Income  Notes  is  The  Bank  of  New  York  Trust  Company,  National  Association  and  if  and  for  so  long  as  any  Notes 

.  are  listed  on  the  Irish  Stock  Exchange,  the  Irish  Paying  Agent 

Any  such  notice  of  redemption  will  be  deemed  to  be  withdrawn  in  its  entirety  by  the  Issuers  (with  respect 
to  the  Co-Issued  Notes)  and  the  Issuer  (with  respect  to  the  Class  E  Notes  and  the  Income  Notes)  on  the  seventh 
Business  Day  prior  to  the  scheduled  redemption  date  if  the  Liquidation  Agent  shall  not  have  delivered  the  sale 
agreement  or  agreements  or  certifications,  required  by  the  Indenture  by  such  date.  In  such  event,  the  Trustee  shall 
notify  the  Fiscal  Agent  that  the  notice  of  redemption  has  been  withdrawn  by  overnight  courier  guaranteeing  next  day 
delivery  sent  not  later  than  the  sixth  Business  Day  prior  to  such  scheduled  redemption  date  with  a  copy  by  facsimile 
transmission.  The  Senior  Swap  and  the  Collateral  Put  Agreement  will  not  terminate  upon  notice  to  the  respective 
counterparties  of  redemption  until  the  time  for  withdrawal  of  notice  has  expired.  The  Liquidation  Agent  shall  be 
liable  only  for  the  failure  to  effect  an  Optional  Redemption  or  Tax  Redemption  due  to  the  Liquidation  Agent's  gross 
negligence  or  willful  misconduct.  Notice  of  any  such  withdrawal  shall  be  given  at  the  Issuer's  expense  by  the 
Trustee  or  the  Fiscal  Agent,  as  applicable,  to  each  Holder  of  a  Note,  at  the  address  appearing  in  the  applicable 
register  maintained  by  the  Note  Transfer  Agent  under  the  Indenture  or 'the  Income  Notes  Transfer  Agent  under  the 
Fiscal  Agency  Agreement,  as  applicable,  by  overnight  courier  guaranteeing  next  day  delivery  sent  not  later  than  the 
third  Business  Day  prior  to  the  scheduled  redemption  date,  with  a  copy  by  facsimile  transmission  to  the  Collateral 
Put  Provider,  the  Credit  Protection  Buyer,  the  Senior  Swap  Counterparty,  the  Liquidation  Agent  and  the  Rating 
Agencies  (so  long  as  any  of  the  Notes  are  rated).  The  Trustee  or  the  Fiscal  Agent  will  also  give  notice  to  the  Irish 
Paying  Agent  if  any  Notes  are  then  listed  on  the  Irish  Stock  Exchange. 

Mandatory  Redemption 

On  any  Payment  Date  on  which  the  Senior  Overcollateraiization  Test  was  not  satisfied  on  the  last  Business 
Day  of  the  immediately  preceding  Due  Period  (such  Business  Day,  the  "Determination  Date"),  the  Class  A  Notes 
and  the  Class  B  Notes  will  be  redeemed  at  par  plus  accrued  interest  as  follows: 

If  the  Senior  Overcollateraiization  Test  is  not  satisfied  on  any  Determination  Date  related  to  a  Payment 
Date  after  giving  effect  to  all  payments  of  principal  and  reduction  of  the  Outstanding  Notional  Amount  of  the  Senior 
Swap  on  such  Payment  Date  (without  giving  effect  to  any  payments  or  notional  reduction  pursuant  to  clause  (viii)  or 
clauses  (x),  (xii)  and  (xiii)  of  the  Priority  of  Payments),  Amortization  Proceeds  net  of  amounts  payable  under  clauses 
(i)  through  (vii)  of  the  Priority  of  Payments  will  be  used,  first,  to  reduce  the  Outstanding  Notional  Amount  of  the 
Senior  Swap  until  amortized  in  full,  second,  to  the  payment  of  principal  of  the  Class  A  Notes  until  the  Class  A  Notes 
are  paid  in  full,  and  third,  to  the  payment  of  principal  of  the  Class  B  Notes  until  the  Class  B  Notes  are  paid  in  full; 
provided  that,  as  long  as  the  Senior  Swap  is  outstanding  on  such  date,  any  remaining  Interest  Proceeds  will  be 
deposited  in  the  Collateral  Account  for  investment  in  Collateral  Securities  and  Eligible  Investments,  and  the 
Outstanding  Notional  Amount  of  the  Senior  Swap  shall  be  reduced  by  the  same  amount.  The  Class  S  Notes,  the 
Class  C  Notes,  the  Class  D  Notes,  the  Class  E  Notes  and  the  Income  Notes  will  not  be  subject  to  mandatory 
redemption  as  a  result  of  the  failure  of  the  Senior  Overcollateraiization  Test. 

If  the  Class  C  Overcollateraiization  Test  is  not  satisfied  on  any  Determination  Date  related  to  a  Payment 
Date  after  giving  effect  to  all  payments  of  principal  and  the  reduction  of  the  Outstanding  Notional  Amount  of  the 
Senior  Swap  on  such  Payment  Date  (without  giving  effect  to  any  payments  or  notional  reduction  pursuant  to  clause 
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(x)  or  clauses  (xii)  and  (xiii)  of  the  Priority  of  Payments),  Principal  Proceeds  net  of  amounts  payable  under  clauses 
(i)  through  (ix)  of  the  Priority  of  Payments  will  be  applied  as  follows:  If  the  Senior  Overcollateralization  Test  was 
satisfied  on  each  Determination  Date  with  respect  to  each  preceding  Payment  Date  and  the  Aggregate  Outstanding 
Portfolio  Amount  is  greater  than  or  equal  to  U.S.S  1,050,000,000  on  the  Determination  Date  with  respect  to  the 
related  Payment  Date,  Amortization  Proceeds  will  be  applied,  pro  rata  (i)  to  reduce  the  Outstanding  Notional 
Amount  of  the  Senior  Swap  by  the  Senior  Swap  Reduction  Amount  for  such  Payment  Date  and  to  the  payment  of 
principal  of  the  Class  A  Notes  pursuant  to  the  Senior  Principal  Allocation,  (ii)  to  the  payment  of  principal  of  the 
Glass  B  Notes  and  (iii)  to  the  payment  of  principal  of  the  Class  C  Notes,  until  the  Outstanding  Notional  Amount  of 
the  Senior  Swap  is  reduced  to  zero  and  the  Class  A  Notes,  the  Class  B  Notes  and  the  Class  C  Notes  are  paid  in  full 
and,  any  remaining  Proceeds  to  the  payment  of  principal  of  all  outstanding  Class  C  Notes  until  the  Class  C  Notes  are 
paid  in  full;  provided  that,  if  the  Aggregate  Outstanding  Portfolio  Amount  is  less  than  U.S.$1,050,000,000  on  the 
Determination  Date  with  respect  to  the  related  Payment  Date  or  if  the  Senior  Overcollateralization  Test  was  not 
satisfied  on  any  Determination  Date  with  respect  to  any  preceding  Payment  Date,  Amortization  Proceeds  will  be 
applied  first  (i)  to  reduce  the  Outstanding  Notional  Amount  of  the  Senior  Swap  by  the  Senior  Swap  Reduction 
Amount  for  such  Payment  Date,  second  (ii)  to  the  payment  of  principal  of  the  Class  A  Notes  until  the  Class  A  Notes 
are  paid  in  full;  provided  that,  if  the  Senior  Overcollateralization  Tes.t  has  been  satisfied  on  each  Determination 
Date,  including  the  Determination  Date  related  to  the  current  Payment  Date,  the  amount  allocated  to  the  Class  A 
Notes  will  be  paid  first  to  the  Class  A-f  Notes  until  the  Class  A-f  Notes  are  paid  in  full  and  then  to  the  Class  A-b 
Notes  until  the  Class  A-b  Notes  are  paid  in  full,  third  {m)  to  the  payment  of  principal  of  the  Class  B  Notes  until  the 
Class  B  Notes  are  paid  in  full  and  fourth  (iv)  to  the  payment  of  principal  of  the  Class  C  Notes  until  the  Class  C 
Notes  are  paid  in  ftill,  and  any  remaining  Proceeds  to  the  payment  of  principal  of  all  outstanding  Class  C  Notes  until 
the  Class  C  Notes  are  paid  in  full.  The  Class  S  Notes,  the  Class  D  Notes,  the  Class  E  Notes  and  the  Income  Notes 
will  not  be  subject  to  mandatory  redemption  as  a  result  of  the  failure  of  the  Class  C  Overcollateralization  Test 

If  the  Class  D  Overcollateralization  Test  is  not  satisfied  on  any  Determination  Date  related  to  a  Payment 
Date  (together  with  the  Senior  Overcollateralization  Test,  the  Class  C  Overcollateralization  Test  and  the  Class  E 
Interest  Diversion  Test,  the  "Coverage  Tests")  after  giving  effect  to  all  payments  of  principal  and  the  reduction  of 
the  Outstanding  Notional  Amount  of  the  Senior  Swap  on  such  Payment  Date  (without  giving  effect  to  any  payments 
or  notional  reduction  pursuant  to  clause  (xii)  or  clause  (xiii)  of  the  Priority  of  Payments,  Principal  Proceeds  net  of 
amounts  payable  under  clauses  (i)  through  (xi)  of  the  Priority  of  Payments  will  be  used  as  follows:  If  the  Senior 
Overcollateralization  Test  was  satisfied  oh  each  Determination  Date  with  respect  to  each  preceding  Payment  Date 
and  the  Aggregate  Outstanding  Portfolio  Amount  is  greater  than  or  equal  to  U.S.  1,050,000,000  on  the  Determination 
Date  with  respect  to  the  related  Payment  Date,  Amortization  Proceeds  will  be  applied  pro  rata  (i)  to  reduce  the 
Outstanding  Notional  Amount  of  the  Senior  Swap  by  the  Senior  Swap  Reduction  Amount  for  such  Payment  Date 
and  to  the  payment  of  principal  of  the  Class  A  Notes  pursuant  to  the  Senior  Principal  Allocation,  (ii)  to  the  payment 
of  principal  of  the  Class  B  Notes,  (iii)  to  the  payment  of  principal  of  the  Class  C  Notes  and  (iv)  to  the  payment  of 
principal  of  the  Class  D  Notes,  until  the  Outstanding  Notional  Amount  of  the  Senior  Swap  is  reduced  to  zero  and  the 
Class  A  Notes,  the  Class  B  Notes,  the  Class  C  Notes  and  the  Class  D  Notes  are  paid  in  full  and  any  remaining 
Proceeds  to  the  payment  of  principal  of  all  outstanding  Class  D  Notes  until  the  Class  D  Notes  are  paid  in  full; 
provided  that,  if  the  Aggregate  Outstanding  Portfolio  Amount  is  less  than  U.S.S  1,050,000,000  on  the  Determination 
Date  with  respect  to  the  related  Payment  Date  or  if  the  Senior  Overcollateralization  Test  was  not  satisfied  on  any 
Determination  Date  with  respect  to  any  preceding  Payment  Date,  Amortization  Proceeds  will  be  applied,  first  (i)  to 
reduce  the  Outstanding  Notional  Amount  of  the  Senior  Swap  by  the  Senior  Swap  Reduction  Amount  for  such 
Payment  Date,  second  (ii)  to  the  payment  of  principal  of  the  Class  A  Notes  until  the  Class  A  Notes  are  paid  in  full; 
provided  that,  if  the  Senior  Overcollateralization  Test  has  been  satisfied  on  each  Determination  Date,  including  the 
Determination  Date  related  to  the  current  Payment  Date,  the  amount  allocated  to  the  Class  A  Notes  will  be  paid  first 
to  the  Class  A-f  Notes  until  the  Class  A-f  Notes  are  paid  in  full  and  second  to  ihe  Class  A-b  Notes  until  the  Class  A- 
b  Notes  arc  paid  in  full,  third  (iii)  to  the  payment  of  principal  of  the  Class  B  Notes  until  the  Class  B  Notes  are  paid 
in  full,  fourth  (iv)  to  the  payment  of  principal  of  the  Class  C  Notes  until  the  Class  C  Notes  are  paid  in  full,  and  fifth 
(v)  to  the  payment  of  principal  of  the  Class  D  Notes  until  the  Class  D  Notes  are  paid  in  full.  The  Class  S  Notes,  the 
Class  E  Notes  and  the  Income  Notes  will  not  be  subject  to  mandatory  redemption  as  a  result  of  the  failure  of  the 
Class  D  Overcollateralization  Test. 

The  Coverage  Tests  will  be  used  primarily  to  determine  whether  interest  may  be  paid  on  the  Class  C  Notes, 
the  Class  D  Notes  and  the  Class  E  Notes  and  whether  Proceeds  will  be  distributed  to  the  Holders  of  the  Income 
Notes,  and  whether  Proceeds  must  be  used  to  reduce  the  Outstanding  Notional  Amount  of  the  Senior  Swap  and  to 
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make  mandatory  redemptions  of  the  Class  A-f  Notes,  the  Class  A-b  Notes,  the  Class  B  Notes,  the  Class  C  Notes,  the 
Class  D  Notes  and  the  Class  E  Notes.  See  "Description  of  the  Notes — Principal"  and  " — Priority  of  Payments." 
The  Coverage  Tests  will  consist  of  the  Senior  Overcollateralization  Test,  the  Class  C  Overcollateralization  Test,  the 
Class  D  Overcollateralization  Test  and  the  Class  E  Interest  Diversion  Test.  For  purposes  of  the  Coverage  Tests,  (i) 
unless  otherwise  specified,  a  CDS  Transaction  shall  be  included  as  a  Pledged  Asset  having  the  characteristics  of  the 
Reference  Obligation  and  not  of  the  CDS  Transaction;  provided,  that  if  such  Credit  Protection  Buyer  is  in  default 
under  the  related  CDS  Transaction,  such  CDS  Transaction  shall  not  be  included  as  a  Collateral  Asset  for  purposes  of 
the  Coverage  Tests  or  such  CDS  Transaction  will  be  treated  in  such  .a  way  that  will  satisfy  the  Rating  Agency 
Condition  and  (ii)  the  calculation  of  the  Senior  Overcollateralization  Ratio,  the  Class  C  Overcollateralization  Ratio, 
the  Class  D  Overcollateralization  Ratio  and  the  Class  E  Interest  Diversion  Test  on  any  Determination  Date  that  such 
Coverage  Test  is  applicable  shall  be  made  by  giving  effect  to  all  payments  scheduled  or  expected  to  be  made 
pursuant  to  the  Priority  of  Payments  on  the  Payment  Date  following  such  Determination  Date.  For  purposes  of  each 
of  the  Senior  Overcollateralization  Test,  the  Class  C  Overcollateralization  Test,  the  Class  D  Overcollateralization 
Test  and  the  Class  E  Interest  Diversion  Test,  notwithstanding  the  definition  of  Principal  Balance  contained  herein, 
the  Principal  Balance  of  any  security  that  is  not  currently  paying  cash  interest  (excluding  any  security  that  is,  in 
accordance  with  its  terms,  making  payments  due  thereon  "in  kind")  shall  be  the  accreted  value  of  such  security  as  of 
the  date  on  which  it  was  purchased  by  the  Issuer;  provided,  that  such  accreted  value  shall  not  exceed  the  par  amount 
of  such  security. 

The  Senior  Overcollateralization  Test 

The  "Senior  Overcollateralization  Ratio"  as  of  any  Determination  Date  will  equal  the  ratio  (expressed  as  a 
percentage)  obtained  by  dividing  (i)  the  Net  Outstanding  Portfolio  Collateral  Balance  on  such  Determination  Date 
by  (ii)  the  sum  of  (a)  the  Outstanding  Notional  Amount  of  the  Senior  Swap,  (b)  the  Unreimbursed  Senior  Swap 
Funding  Amount  and  (c)  the  Aggregate  Outstanding  Amount  of  the  Class  A  Notes  and  the  Class  B  Notes,  minus  the 
Amortization  Proceeds  expected  to  be  available  prior  to  clause  (xiii)  of  the  Priority  of  Payments  on  the  related 
Payment  Date  assuming  that  the  Coverage  Tests  are  satisfied. 

The  "Senior  Overcollateralization  Test"  will  be  satisfied  on  any  Determination  Date  on  which  any  Class  A 
Notes  or  Class  B  Notes  remain  outstanding  if  the  Senior  Overcollateralization  Ratio  on  such  Determination  Date  is 
equal  to  or  greater  than  1 16.5%.  As  of  the  Closing  Date,  the  Senior  Overcollateralization  Ratio  is  expected  to  be 
equal  to  120.5%. 

The  Class  C  Overcollateralization  Test 

The  "Class  C  Overcollateralization  Ratio"  as  of  any  Determination  Date  will  equal  the  ratio  (expressed  as  a 
percentage)  obtained  by  dividing  (i)  the  Net  Outstanding  Portfolio  Collateral  Balance  on  such  Determination  Date 
by  (ii)  the  sum  of  (a)  the  Outstanding  Notional  Amount  of  the  Senior  Swap,  (b)  the  Unreimbursed  Senior  Swap 
Funding  Amount  and  (c)  the  Aggregate  Outstanding  Amount  of  the  Notes  (other  than  the  Class  S  Notes,  the  Class  D 
Notes,  the  Class  E  Notes  and  the  Income  Notes  and  including  Class  C  Deferred  Interest),  minus  the  Amortization 
Proceeds  expected  to  be  available  prior  to  clause  (xiii)  of  the  Priority  of  Payments  on  the  related  Payment  Date 
assuming  that  the  Coverage  Tests  are  satisfied. 

The  "Class  C  Overcollateralization  Test"  will  be  satisfied  on  any  Determination  Date  on  which  any  Class  C 
Notes  remain  outstanding  if  the  Class  C  Overcollateralization  Ratio  on  such  Determination  Date  is  equal  to  or 
greater  than  106.5%.  As  of  the  Closing  Date,  the  Class  C  Overcollateralization  Ratio  is  expected  to  be  equal  to 
109.3%. 

The  Class  D  Overcollateralization  Test 

The  "Class  D  Overcollateralization  Ratio"  as  of  any  Determination  Date  will  equal  the  ratio  (expressed  as  a 
percentage)  obtained  by  dividing  (i)  the  Net  Outstanding  Portfolio  Collateral  Balance  on  such  Determination  Date 
by-  (ii)  the  sum  of  the  (a)  the  Outstanding  Notional  Amount  of  the  Senior  Swap,  (b)  the  Unreimbursed  Senior  Swap 
Funding  Amount  and  (c)  Aggregate  Outstanding  Amount  of  the  Notes  (other  than  the  Class  S  Notes,  the  Class  E 
Notes  and  Income  Notes  and  including  Class  C  Deferred  Interest  and  Class  D  Deferred  Interest),  minus  the 
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Amortization  Proceeds  expected  to  be  available  prior  to  clause  (xiii)  of  the  Priority  of  Payments  on  the  related 
Payment  Date  assuming  that  the  Coverage  Tests  are  satisfied. 

The  "Class  D  Overcollateralization  Test"  will  be  satisfied  on  any  Determination  Date  on  which  any 
Class  D  Notes  remain  outstanding  if  the  Class  D  Overcollateralization  Ratio  on  such  Determination  Date  is  equal  to 
or  greater  than  102.4%.  As  of  the  Closing  Date,  the  Class  D  Overcollateralization  Ratio  is  expected  to  be  equal  to 
104.5%. 

The  Class  E  Interest  Diversion  Test. 

The  Class  E  Interest  Diversion  Test  will  be  used  primarily  whenever  certain  Proceeds  will  be  used  to  make 
mandatory  redemptions  of  the  Class  E  Notes.  See  "Description  of  the  Notes  -  Priority  of  Payments."  The  "Class  E 
Interest  Diversion  Test"  will  be  satisfied  on  any  Determination  Date  if  the  Class  E  Overcollateralization  Ratio  is 
equal  to  or  greater  than  101.4%.  As  of  the  Closing  Date,  the  Class  E  Overcollateralization  Ratio  is  expected  to  be 
equal  to  103.1%. 

The  "Class  E  Overcollateralization  Ratio"  as  of  any  Determination  Date  will  equal  a  ratio  (expressed  as  a 
percentage)  obtained  by  dividing  (i)  the  Net  Outstanding  Portfolio  Collateral  Balance  on  such  Determination  Date 
by  (ii)  the  sum  of  (a)  the  Outstanding  Notional  Amount  of  the  Senior  Swap,  (b)  the  Unreimbursed  Senior  Swap 
Funding  Amount  and  (c)  the  Aggregate  Outstanding  Amount  of  the  Notes  (other  than  the  Class  S  Note  and  the 
Income  Notes  and  including  Class  C  Deferred  Interest,  Class  D  Deferred  Interest  and  Class  E  Deferred  Interest), 
minus  the  Amortization  Proceeds  expected  to  be  available  prior  to  clause  (xiii)  of  the  Priority  of  Payments  assuming 
that  the  Coverage  Tests  are  satisfied. 

Cancellation 

All  Notes  that  are  redeemed  or  paid  and  surrendered  for  cancellation  as  described  herein  will  forthwith  be 
canceled  and  may  not  be  reissued  or  resold. 

Payments 

Payments  on  any  Payment  Date  in  respect  of  principal  of  and  interest  on  the  Notes  issued  as  Global  Notes 
will  be  made  to  the  person  in  whose  name  the  relevant  Global  Note  is  registered  at  the  close  of  business  on  the 
Business  Day  prior  to  such  Payment  Date.  For  the  Notes  issued  in  definitive  form,  payments  on  any  Payment  Date 
in  respect  of  principal,  interest  and  other  distributions  will  be  made  to  the  person  in  whose  name  the  relevant 
Security  is  registered  as  of  the  close  of  business  10  Business  Days  prior  to  such  Payment  Date.  Payments  on  the 
Global  Notes  will  be  payable  by  wire  transfer  in  immediately  available  funds  to  a  U.S.  Dollar  account  maintained  by 
DTC  or  its  nominee  (in  the  case  of  the  Global  Notes)  or  each  Holder  (in  the  case  of  individual  Definitive  Notes)  to 
the  extent  practicable  or  otherwise  by  U.S.  Dollar  check  drawn  on  a  bank  in  the  United  States  sent  by  mail  either  to 
DTC  or  its  nominee  (in  the  case  of  the  Global  Notes),  or  to  each  Holder  at  its  address  appearing  in  the  applicable 
register.  Final  payments  in  respect  of  principal  on  the  Notes  will  be  made  only  against  surrender  of  the  Notes  at  the 
office  of  any  paying  agent.  None  of  the  Issuers,  the  Securities  Intermediary,  the  Trustee,  the  Liquidation  Agent,  the 
Credit  Protection  Buyer,  the  Senior  Swap  Counterparty,  the  Collateral  Put  Provider  or  any  paying  agent  will  have 
any  responsibility  or  liability  for  any  aspects  of  the  records  maintained  by  DTC  or  its  nominee  or  any  of  its 
participants  relating  to,  or  for  payments  made  thereby  on  account  of  beneficial  interests  in,  a  Global  Note. 

The  Issuers  expect  that  DTC  or  its  nominee,  upon  receipt  of  any  payment  of  principal  or  interest  in  respect 
of  a  Global  Note  held  by  DTC  or  its  nominee,  will  immediately  credit  participants'  accounts  with  payments  in 
amounts  proportionate  to  their  respective  beneficial  interests  in  such  Global  Notes  as  shown  on  the  records  of  DTC 
or  its  nominee.  The  Issuers  also  expect  that  payments  by  participants  to  owners  of  beneficial  interests  in  such 
Global  Notes  held  through  such  participants  will  be  governed  by  standing  instructions  and  customary  practices,  as  is 
now  the  case  with  securities  held  for  the  accounts  of  customers  registered  in  the  names  of  nominees  for  such 
customers.  Such  payments  will  be  the  responsibility  of  such  participants. 


71 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-021821266 


Footnote  Exhibits  -  Page  3075 


If  any  payment  on  a  Note  is  due  on  a  day  that  is  not  a  Business  Day,  then  payment  will  not  be  made  until 
the  next  succeeding  Business  Day. 

If  and  for  so  long  as  the  Notes  are  listed  on  the  Irish  Stock  Exchange  and  the  rules  of  such  exchange  so 
require,  the  Issuers  will  have  a  paying  agent  and  a  transfer  agent  in  accordance  with  the  requirements  of  the  rules  of 
such  exchange  for  such  Notes  and  payments  on  and  transfers  or  exchanges  of  interest  in  such  Notes  may  be  effected 
through  the  Irish  Paying  Agent.  In  the  event  that  the  Irish  Paying  Agent  (if  any)  is  replaced  at  any  time  during  such 
period,  notice  of  the  appointment  of  any  replacement  will  be  given  to  the  Irish  Stock  Exchange  if  and  as  long  as  any 
Notes  are  listed  thereon. 

Senior  Swap  Notional  Reduction 

On  each  Payment  Date,  the  Outstanding  Notional  Amount  of  the  Senior  Swap  will  be  reduced  by  the 
Senior  Swap  Reduction  Amount  as  calculated  in  accordance  with  the  provisions  hereof. 

Two  Business  Days  prior  to  each  Payment  Date,  to  the  extent  there  is  a  positive  Aggregate  Amortization 
Amount  for  such  Payment  Date  and  the  Trustee  has  determined  that  amounts  on  deposit  or  expected  to  be  on  deposit 
in  the  Payment  Account  on  the  related  Payment  Date  will  not  be  sufficient  to  pay  in  full  amounts  due  pursuant  to 
clauses  (i)  through  (vii)  of  the  Priority  of  Payments  for  such  Payment  Date,  the  Liquidation  Agent,  on  behalf  of  the 
Issuer,  will  apply  the  Amortization  Collateral  Liquidation  Procedure  and  will  deposit  in  the  Payment  Account  the 
lesser  of  (a)  the  amount  of  such  deficiency  and  (b)  the  Aggregate  Amortization  Amount  for  such  Payment  Date 
(such  amount,  the  "Senior  Waterfall  Shortfall  Amount"). 

Two  Business  Days  prior  to  each  Payment  Date  (only  to  the  extent  the  Maximum  Principal  Amount 
exceeds  the  Aggregate  Reference  Obligation  Notional  Amount  following  the  calculation  and  withdrawal  of  any 
Senior  Shortfall  Amount),  in  accordance  with  the  procedures  set  forth  in  this  paragraph,  the  Trustee  shall  determine 
the  amount,  if  any,  that  the  Outstanding  Notional  Amount  of  the  Senior  Swap  will  be  reduced  on  the  related 
Payment  Date  in  accordance  with  the  procedures  below: 

(a)  If  the  Senior  Overcollateralization  Test  as  applied  in  clause  (viii)  of  the  Priority  of  Payments  was  not 
satisfied  on  any  Determination  Date,  including  the  Determination  Date  related  to  the  current  Payment  Date,  or,  if  the 
Aggregate  Outstanding  Portfolio  Amount  is  less  than  U.S.  $1,050,000,000  on  the  Determination  Date  with  respect 
to  the  current  Payment  Date,  then  the  Senior  Swap  Reduction  Amount  shall  be  equal  to  the  lesser  of  (1)  the 
Aggregate  Net  Amortization  Amount  and  (2)  the  Outstanding  Notional  Amount  of  the  Senior  Swap; 

(b)  If  the  Class  C  Overcollateralization  Test  as  applied  in  clause  (x)  of  the  Priority  of  Payments  was  not 
satisfied  on  the  current  Determination  Date,  then  (1)  the  Aggregate  Net  Amortization  Amount  will  be  allocated  pro 
rata  among  the  Senior  Swap,  the  Class  A  Notes,  the  Class  B  Notes  and  the  Class  C  Notes  and  (2)  the  Senior  Swap 
Reduction  Amount  shall  be  the  amount  allocated  to  the  Senior  Swap  pursuant  to  subclause  (1)  of  this  paragraph  (b); 

(c)  If  the  Class  D  Overcollateralization  Test  as  applied  in  clause  (xii)  of  the  Priority  of  Payments  was  not 
satisfied  on  the  current  Determination  Date,  then  (1)  the  Aggregate  Net  Amortization  Amount  will  be  allocated  pro 
rata  among  the  Senior  Swap,  the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C  Notes  and  the  Class  D  Notes  and  (2) 
the  Senior  Swap  Reduction  Amount  shall  be  the  amount  allocated  to  the  Senior  Swap  pursuant  to  subclause  (1)  of 
this  paragraph  (c); 

(d)  If  Proceeds  are  being  applied  pursuant  to  clause  (xiii)of  the  Priority  of  Payments,  then  (1)  the 
Aggregate  Net  Amortization  Amount  shall  be  allocated  pro  rata  among  the  Senior  Swap  and  the  Class  A  Notes  up  to 
the  amount  necessary  to  increase  the  Class  A  Adjusted  Overcollateralization  Ratio  to  143.8%  and  (2)  the  Senior 
Swap  Reduction  Amount  shall  be  the  amount  allocated  to  the  Senior  Swap  pursuant  to  subclause  (1)  of  this 
paragraph  (d); 

(e)  The  "Senior  Swap  Reduction  Amount"  with  respect  to  any  Payment  Date  will  be  the  amount 
determined  pursuant  to  clause  (a),  (b),  (c)  or  (d),  as  applicable,  with  respect  to  such  Payment  Date. 
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If  on  any  Payment  Date  there  exists  an  Amortization  Shortfall  Amount,  the  Collateral  Account  Amount 
shall  be  deemed  to  be  reduced  by  the  full  Amortization  Payment  Amount  and  the  Trustee  shall  calculate,  and 
maintain  a  record  of,  how  such  Amortization  Shortfall  Amount  would  have  been  paid  out  on  a  pro  forma  basis  on 
such  Payment  Date  in  accordance  with  the  Priority  of  Payments  had  the  amount  available  pursuant  to  the 
Amortization  Collateral  Liquidation  Procedure  from  the  Collateral  Account  on  such  Payment  Date  been  equal  to  the 
full  Amortization  Payment  Amount.  In  each  Due  Period  relating  to  the  Payment  Date  or  Payment  Dates 
immediately  following  any  Payment  Date  on  which  an  Amortization  Shortfall  Amount  occurred,  all  principal 
payments  received  by  the  Issuer  on  the  Collateral  Securities  and  the  Eligible  Investments  in  the  Collateral  Account 
up  to  an  amount  equal  to  such  Amortization  Shortfall  Amount  shall  be  deposited  by  the  Trustee  in  the  Amortization 
Shortfall  Account.  Amounts  on  deposit  in  the-  Amortization  Shortfall  Account  shall  be  applied  by  the  Trustee  on  the 
immediately  following  Payment  Date  for  the  purposes  and  to  the  Persons  that  would  have  otherwise  received  such 
amounts  in  accordance  with  the  calculations  (and  records)  of  the  Trustee  maintained  pursuant  to  the  first  sentence  of 
this  paragraph.  To  the  extent  there  remains  any  unsatisfied  Amortization  Shortfall  Amount  on  the  next  Payment 
Date,  for  purposes  of  calculating  the  Amortization  Payment  Amount  on  such  Payment  Date  the  Principal  Balance  of 
the  Collateral  Securities  and  Eligible  Investments  on  deposit  in  the  Collateral  Account  shall  be  reduced  by  the 
amount  of  any  unsatisfied  Amortization  Shortfall  Amount  from  any  prior  Payment  Date. 

Priority  of  Payments 

With  respect  to  any  Payment  Date,  all  Proceeds  received  on  the  Pledged  Assets  during  the  related  Due 
Period  in  the  Interest  Collection  Account  will  be  applied  by  the  Trustee  in  the  priority  set  forth  below  (the  "Priority 
of  Payments").  For  purposes  of  the  Priority  of  Payments,  amounts  paid  as  interest,  fees  or  distributions  on  the  Notes 
and  the  Senior  Swap  on  a  "pro  rata"  basis  shall  be  pro  rata  based  on  the  amount  due  on  such  Class  or  subclass  of 
Notes  or  Senior  Swap,  amounts  paid  as  principal  and  reductions  of  the  Outstanding  Notional  Amount  of  the  Senior 
Swap  shall  be  made  pro  rata  based  on  the  amount  of  principal  then  outstanding  on  such  Class  or  subclass  of  Notes 
and  on  the  Outstanding  Notional  Amount  of  the  Senior  Swap  and  unless  stated  otherwise,  Proceeds  not  constituting 
Principal  Proceeds  will  be  assumed  to  be  applied  prior  to  any  Principal  Proceeds. 

Amounts  due  in  respect  of  Defaulted  Credit  Default  Swap  Termination  Payments  shall  be  deposited  into 
the  Payment  Account  and  paid  in  accordance  with  the  Priority  of  Payments  on  each  Payment  Date.  Credit  Protection 
Amounts  due  to  the  Credit  Protection  Buyer  will  be  paid  when  due  pursuant  to  the  terms  of  the  Credit  Default  Swap. 
Any  reimbursement  of  Senior  Swap  Funding  Payments  to  the  Senior  Swap  Counterparty  will  be  paid  when  received 
by  the  Issuer  under  the  Credit  Default  Swap. 

On  the  Business  Day  prior  to  each  Payment  Date  (other  than  a  Final  Payment  Date),  the  Trustee  will 
transfer  all  funds  then  on  deposit  in  the  Interest  Collection  Account  (other  than  amounts  received  after  the  end  of  the 
related  Due  Period)  into  the  Payment  Account.  On  each  Payment  Date  (other  than  a  Final  Payment  Date),  amounts 
in  the  Payment  Account  will  be  applied  by  the  Trustee  pursuant  to  the  Note  Valuation  Report  in  the  manner  and 
order  of  priority  set  forth  below. 

i.  to  the  payment  of  taxes  and  filing  and  registration  fees  (including,  without  limitation,  annual 

return  fees)  owed  by  the  Issuers,  if  any; 

ii.  to  the  payment  of  accrued  and  unpaid  fees  of  the  Trustee  up  to  a  maximum  amount  on  any 

Payment  Date  equal  to  the  greater  of  U.S.$4,167  and  0.0004167%  of  the  Monthly  Asset  Amount 
for  the  related  Due  Period  (or,  in  the  case  of  the  first  Due  Period,  as  such  amounts  are  adjusted 
based  on  the  number  of  days  in  such  Due  Period); 

iii.  (a)  first,  to  the  payment  of  any  remaining  accrued  and  unpaid  Administrative  Expenses  of  the 

Issuers,  excluding  any  indemnities  (and  legal  expenses  related  thereto)  payable  by  the  Issuers  first, 
to  the  Trustee,  the  Collateral  Administrator,  the  Fiscal  Agent  and  the  Income  Notes  Transfer 
Agent  and  secondare  rata,  to  any  other  parties  entitled  thereto;  (b)  second,  to  the  payment  of  any 
indemnities  (and  legal  expenses  related  thereto)  payable  by  the  Issuers  first,  to  the  Trustee,  the 
Collateral  Administrator  and  the  Fiscal  Agent  and  second,  pro  rata,  to  any  other  parties  entitled 
thereto;  and  (c)  third,  to  the  Expense  Reserve  Account  the  lesser  of  U.S.$50,000  and  the  amount 
necessary  to  bring  the  balance  of  such  account  to  U.S.$200,000;  provided,  however,  that  the 
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aggregate  payments  pursuant  to  subclauses  (a)  through  (c)  of  this  clause  (iii)  on  any  Payment  Date 
shall  not  exceed  U.S.5250,000  and  the  aggregate  payments  pursuant  to  subclauses  (a)  and  (b)  of 
this  clause  (iii)  and  the  prior  1 1  Payment  Dates  shall  not  exceed  U.S.S400.000; 

i  v.  to  the  payment  of,  (a)  first,  pro  rata  (based  on  amounts  due)  and  pari  passu  (i)  accrued  and  unpaid 

Collateral  Put  Provider  Fees,  (ii)  accrued  and  unpaid  interest  on  the  Class  S  Notes  (including 
Defaulted  Interest  and  interest  thereon)  and  (iii)  beginning  with  the  Payment  Date  occurring  in 
May  2007,  principal  of  the  Class  S  Notes  in  an  amount  equal  to  the  Class  S  Notes  Amortizing 
Principal  Amount  until  the  Class  S  Notes  are  paid  in  full,  and  (b)  second,  if  an  Event  of  Default  or 
Tax  Event  shall  have  occurred  and  is  continuing  or  an  Optional  Redemption  or  Auction  has 
occurred  and  the  Pledged  Assets  are  being  liquidated  pursuant  to  the  terms  of  the  Indenture,  to  the 
payment  of  principal  to  the  Class  S  Notes  until  the  Class  S  Notes  are  paid  in  full  prior  to  any 
distributions  to  any  other  Notes; 

v.  to  the  payment  to  the  Liquidation  Agent  of  the  accrued' and  unpaid  Liquidation  Agent  Fee; 

vi.  to  the  payment  of,  pro  rata  (based  on  the  amounts  due)  (i)  the  Senior  Swap  Premium  and  (ii) 

accrued  and  unpaid  interest  on  the  Class  A  Notes  (including  any  Defaulted  Interest  and  interest 
thereon); 

vii.  to  the  payment  of  accrued  and  unpaid  interest  on  the  Class  B  Notes  (including  any  Defaulted 
Interest  and  any  interest  thereon); 

viii.  if  the  Senior  Overcollateralization  Test  is  not  satisfied  on  the  Determination  Date  with  respect  to 
the  related  Payment  Date  after  giving  effect  to  all  payments  of  principal  and  reduction  of  the 
Outstanding  Notional  Amount  of  the  Senior  Swap  on  such  Payment  Date  (without  giving  effect  to 
any  payments  or  notional  reduction  pursuant  to  this  clause  (viii)  or  clauses  (x),  (xii)  and  (xiii) 
below),  then  first,  to  reduce  the  Outstanding  Notional  Amount  of  the  Senior  Swap  until  amortized 
in  full,  second,  to  the  payment  of  principal  of  the  Class  A  Notes  until  the  Class  A  Notes  are  paid 
in  full,  and  third,  to  the  payment  of  principal  of  the  Class  B  Notes  until  the  Class  B  Notes  are  paid 
in  full;  provided  that,  as  long  as  the  Senior  Swap  remains  outstanding  on  such  date,  any  remaining 
Interest  Proceeds  will  be  deposited  in  the  Collateral  Account  for  investment  in  Collateral 
Securities  and  Eligible  Investments,  and  the  Outstanding  Notional  Amount  of  the  Senior  Swap 
shall  be  reduced  by  the  same  amount; 

ix.  to  the  payment  of  accrued  and  unpaid  interest  on  the  Class  C  Notes  (including  Defaulted  Interest 

and  any  interest  thereon  but  not  including  Class  C  Deferred  Interest); 

x.  if  the  Class  C  Overcollateralization  Test  is  not  satisfied  on  the  Determination  Date  with  respect  to 

the  related  Payment  Date  after  giving  effect  to  all  payments  of  principal  and  the  reduction  of  the 
Outstanding  Notional  Amount  of  the  Senior  Swap  on  such  Payment  Date  (without  giving  effect  to 
any  payments  or  notional  reduction  pursuant  to  this  clause  (x)  or  clauses  (xii)  and  (xiii)  below), 
then  if  the  Senior  Overcollateralization  Test  was  satisfied  on  each  Determination  Date  with  respect 
to  each  preceding  Payment  Date  and  the  Aggregate  Outstanding  Portfolio  Amount  is  greater  than 
or  equal  to  U.S.S  1,050,000,000  on  the  Determination  Date  with  respect  to  the  related  Payment 
Date,  Amortization  Proceeds  will  be  applied,  pro  rata  (i)  to  reduce  the  Outstanding  Notional 
Amount  of  the  Senior  Swap  by  the  Senior  Swap  Reduction  Amount  for  such  Payment  Date  and  to 
the  payment  of  principal  of  the  Class  A  Notes  pursuant  to  the  Senior  Principal  Allocation,  (ii)  to 
the  payment  of  principal  of  the  Class  B  Notes  and  (iii)  to  the  payment  of  principal  of  the  Class  C 
Notes,  until  the  Outstanding  Notional  Amount  of  the  Senior  Swap  is  reduced  to  zero  and  the  Class 
A  Notes,  the  Class  B  Notes  and  the  Class  C  Notes  are  paid  in  full  and,  any  remaining  Proceeds  to 
the  payment  of  principal  of  all  outstanding  Class  C  Notes  until  the  Class  C  Notes  are  paid  in  full; 
provided  thai,  if  the  Aggregate  Outstanding  Portfolio  Amount  is  less  than  U.S.S  1,050,000,000  on 
the  Determination  Date  with  respect  to  the  related  Payment  Date  or  if  the  Senior 
Overcollateralization  Test  was  not  satisfied  on  any  Determination  Date  with  respect  to  any 
preceding  Payment  Date,  Amortization  Proceeds  will  be  applied  first  (i)  to  reduce  the  Outstanding 
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XI. 


XII. 


Notional  Amount  of  the  Senior  Swap  by  the  Senior  Swap  Reduction  Amount  for  such  Payment 
Date,  second  (ii)  to  the  payment  of  principal  of  the  Class  A  Notes  until  the  Class  A  Notes  are  paid 
in  full  provided  that,  if  the  Senior  OvercollateraJization  Test  has  been  satisfied  on  each 
Determination  Date,  including  the  Determination  Date  related  to  the  current  Payment  Date,  the 
amount  allocated  to  the  Class  A  Notes  will  be  paid  first  to  the  Class  A-f  Notes  until  the  Class  A-f 
Notes  are  paid  in  full  and  then  to  the  Class  A-b  Notes  until  the  Class  A-b  Notes  are  paid  in  full, 
third  Cm)  to  the  payment  of  principal  of  the  Class  B  Notes  until  the  Class  B  Notes  are  paid  in  full 
and  fourth  (iv)  to  the  payment  of  principal  of  the  Class  C  Notes  until  the  Class  C  Notes  are  paid  in 
full,  and  any  remaining  Proceeds  to  the  payment  of  principal  of  all  outstanding  Class  C  Notes  until 
the  Class  C  Notes  are  paid  in  full; 

to  the  payment  of  accrued  and  unpaid  interest  on  the  Class  D  Notes  (including  Defaulted  Interest 
and  any  interest  thereon  but  not  including  Class  D  Deferred  Interest); 

if  the  Class  D  Overcollateralization  Test  is  not  satisfied  on  the  Determination  Date  with  respect  to 
the  related  Payment  Date  after  giving  effect  to  all  payments  of  principal  and  the  reduction  of  the 
Outstanding  Notional  Amount  of  the  Senior  Swap  on  such  Payment  Date  (without  giving  effect  to 
any  payments  or  notional  reduction  pursuant  to  this  clause  (xii)  or  clause  (xiii)  below),  then  if  the 
Senior  Overcollateralization  Test  was  satisfied  on  each  Determination  Date  with  respect  to  each 
preceding  Payment  Date  and  the  Aggregate  Outstanding  Portfolio  Amount  is  greater  than  or  equal 
to  US  1,050,000,000  on  the  Determination  Date  with  respect  to  the  related  Payment  Date, 
Amortization  Proceeds  will  be  applied  pro  rata  (i)  to  reduce  the  Outstanding  Notional  Amount  of 
the  Senior  Swap  by  the  Senior  Swap  Reduction  Amount  for  such  Payment  Date  and  to  the 
payment  of  principal  of  the  Class  A  Notes  pursuant  to  the  Senior  Principal  Allocation,  (ii)  to  the 
payment  of  principal  of  the  Class  B  Notes,  (iii)  to  the  payment  of  principal  of  the  Class  C  Notes 
and  (iv)  to  the  payment  of  principal  of  the  Class  D  Notes,  until  the  Outstanding  Notional  Amount 
of  the  Senior  Swap  is  reduced  to  zero  andthe  Class  ANotes,  the  Class  B  Notes,  the  Class  C  Notes 
and  the  Class  D  Notes  are  paid  in  full  and,  any  remaining  Proceeds  to  the  payment  of  principal  of 
all  outstanding  Class  D  Notes  until  the  Class  D  Notes  are  paid  in  full;  provided  that,  if  the 
Aggregate  Outstanding  Portfolio  Amount  is  less  than  U.S.S  1,050,000,000  on  the  Determination 
Date  with  respect  to  the  related  Payment  Date  or  if  the  Senior  Overcollateralization  Test  was  not 
satisfied  on  any  Determination  Date  with  respect  to  any  preceding  Payment  Date,  Amortization 
Proceeds  will  be  applied,  first  (i)  to  reduce  the  Outstanding  Notional  Amount  of  the  Senior  Swap 
by  the  Senior  Swap  Reduction  Amount  for  such  Payment  Date,  second  (ii)    to  the  payment  of 
principal  of  the  Class  A  Notes  until  the  Class  A  Notes  are  paid  in  full,  provided  that,  if  the  Senior 
Overcollateralization   Test   has   been   satisfied   on   each   Determination    Date,    including   the 
Determination  Date  related  to  the  current  Payment  Date,  the  amount  allocated  to  the  Class  A 
Notes  will  be  paid  first  to  the  Class  A-f  Notes  until  the  Class  A-f  Notes  are  paid  in  full  and  second 
to  the  Class  A-b  Notes  until  the  Class  A-b  Notes  are  paid  in  full,  third  (iii)  to  the  payment  of 
principal  of  the  Class  B  Notes  until  the  Class  B  Notes  are  paid  in  full,  fourth  (iv)  to  the  payment  of 
principal  of  the  Class  C  Notes  until  the  Class  C  Notes  are  paid  in  full,  and  fifth  (v)  to  the  payment 
of  principal  of  the  Class  D  Notes  until  the  Class  D  Notes  are  paid  in  full;  and  any  remaining 
Proceeds  to  the  payment  of  principal  of  all  outstanding  Class  D  Notes  until  the  Class  D  Notes  are 
paid  in  full; 

first,  (i)  to  reduce  the  Outstanding  Notional  Amount  of  the  Senior  Swap  by  the  Senior  Swap 
Reduction  Amount  for  such  Payment  Date  and  (ii)  to  the  payment  of  principal  of  the  Class  A 
Notes  pursuant  to  the  Senior  Principal  Allocation,  up  to  the  amount  specified  in  clause  (b)(1) 
below,  second,  to  the  payment  of  principal  of  the  Class  B  Notes  up  to  the  amount  specified  in 
clause  (b)(2)  below,  third,  to  the  payment  of  principal  of  the  Class  C  Notes  up  to  the  amount 
specified  in  clause  (b)(3)  below,  and  fourth,  to  the  payment  of  principal  of  the  Class  D  Notes  up  to 
the  amount  specified  in  clause  (b)(4)  below,  in  an  aggregate  amount  equal  to  the  lesser  of  (a)  the 
Amortization  Proceeds  for  the  related  Due  Period,  and  (b)  the  sum  of  (I)  the  amount  necessary  to 
increase  the  Class  A  Adjusted  Overcollateralization  Ratio  to  or  maintain  it  at  143.8%,  plus  (2)  the 
amount  necessary  to  increase  the  Class  B  Adjusted  Overcollateralization  Ratio  to  or  maintain  it  at 
122.5%,  plus  (3)  the  amount  necessary  to  increase  the  Class  C  Adjusted  Overcollateralization 
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Ratio  to  or  maintain  it  at  1 10.2%,  plus  (4)  the  amount  necessary  to  increase  the  Class  D  Adjusted 
Overcollateralization  Ratio  to  or  maintain  it  at  105.8%;  provided  that,  if  the  Aggregate 
Outstanding  Portfolio  Amount  is  less  than  U.S.S1, 050,000,000  on  the  Determination  Date  with 
respect  to  the  related  Payment  Date,  or  if  the  Senior  Overcollateralization  Test  was  not  satisfied  on 
any  Determination  Date  with  respect  to  any  preceding  Payment  Date,  then  only  the  amount 
described  in  sub-clause  (a)  of  this  clause  (xiii)  will  be  applied,/?"',  to  reduce  the  Outstanding 
Notional  Amount  of  the  Senior  Swap,  second,  to  the  payment  of  principal  of  the  Class  A  Notes 
until  the  Class  A  Notes  are  paid  in  full,  provided  that,  if  the  Senior  Overcollateralization  Test  has 
been  satisfied  on  each  Determination  Date,  including  the  Determination  Date  related  to  the  current 
Payment  Date,  the  amount  allocated  to  the  Class  A  Notes  will  be  paid  first  to  the  Class  A-f  Notes 
until  the  Class  A-f  Notes  are  paid  in  full  and  then  to  the  Class  A-b  Notes  until  the  Class  A-b  Notes 
are  paid  in  full,  third,  to  the  payment  of  principal  of  the  Class  B  Notes  until  the  Class  B  Notes  are 
paid  in  full,  fourth,  to  the  payment  of  principal  of  the  Class  C  Notes  until  the  Class  C  Notes  are 
paid  in  full  and  fifth.  t°  *e  payment  of  principal  of  the  Class  D  Notes  until  the  Class  D  Notes  are 
paid  in  full; 

xiv  first  to  the  payment  of  principal  of  the  Class  C  Notes  in  an  amount  equal  to  that  portion  of  the 
principal  of  the  Class  C  Notes  comprised  of  Class  C  Deferred  Interest  unpaid  after  giving  effect  to 
payments  under  the  clauses  above  (amounts  will  be;  considered  unpaid  for  this  purpose  if  the 
principal  balance  of  the  Class  C  Notes  after  giving  effect  to  the  clauses  above  exceeds  any 
previous  lowest  amount  outstanding)  and  second,  to  the  payment  of  principal  of  the  Class  D  Notes 
in  an  amount  equal  to  that  portion  of  the  principal  of  the  Class  D  Notes  comprised  of  the  Class  D 
Deferred  Interest  unpaid  after  giving  effect  to  payments  under  the  clauses  above  (amounts  will  be 
considered  unpaid  for  this  purpose  if  the  principal  balance  of  the  Class  D  Notes  after  g.ving  effect 
to  the  clauses  above  exceeds  any  previous  lowest  amount  outstanding); 

xv.  to  the  payment  of  accrued  and  unpaid  interest  on  the  Class  E  Notes  (including  Defaulted  Interest 

and  any  interest  thereon  but  not  including  Class  E  Deferred  Interest); 

xvi  to  the  payment  of  principal  of  the  Class  E  Notes,  in  an  amount  necessary  to  increase  the  Class  E 
Adjusted  Overcollateralization  Ratio  to  or  maintain  it  at  104.2%;  provided  that,  if  the  Aggregate 
Outstanding  Portfolio  Amount  is  less  than  U.S.$1,050,000,000  on  the  Determination  Date  with 
respect  to  the  related  Payment  Date  or  if  the  Senior  Overcollateralization  Test  was  not  satisfied  on 
any  Determination  Date  with  respect  to  any  preceding  Payment  Date,  all  remaining  Amortization 
Proceeds  will  be  applied  to  the  payment  of  principal  of  all  outstanding  Class  E  Notes  until  the 
Class  E  Notes  are  paid  in  full; 

xvii.  if  the  Class  E  Interest  Diversion  Test  is  not  satisfied  on  the  Determination  Date  with  respect  to  the 
related  Payment  Date  after  giving  effect  to  all  payments  of  principal  on  such  Payment  Date,  then 
to  the  payment  of  principal  of  all  outstanding  Class  E  Notes  until  the  Class  E  Notes  are  paid  in 
full; 

xviii  after  the  Payment  date  occurring  in  April  2015,  first,  to  the  payment  of  principal  of  all 
outstanding  Class  C  Notes  until  the  Class  C  Notes  are  paid  in  full,  second,  to  the  payment  of 
principal  of  all  outstanding  Class  D  Notes  until  the  Class  D  Notes  are  paid  in  full  and,  third,  to  the 
payment  of  principal  of  all  outstanding  Class  E  Notes  until  the  Class  E  Notes  are  paid  in  full; 

xix  to  the  payment  of  principal  of  the  Class  ENotes  in  an  amount  equal  to  that  portion  of  the  principal 

of  the  Class  E  Notes  comprised  of  Class  E  Deferred  Interest  unpaid  after  giving  effect  to  payments 
under  the  clauses  above  (amounts  will  be  considered  unpaid  for  this  purpose  if  the  principal 
balance  of  the  Class  E  Notes  after  giving  effect  to  the  clauses  above  exceeds  any  previous  lowest 
amount  outstanding); 

xx  to  the  payment  of  any  unpaid  Defaulted  Swap  Termination  Payments; 
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xxi  first  (a)  to  the  payment  of  any  remaining  accrued  and  unpaid  Administrative  Expenses  of  the 
Issuers  not  paid  pursuant  to  clauses  (ii)  and  (iii)  above  (as  the  result  of  the  limitations  on  amounts 
set  forth  therein)  in  the  same  order  of  priority  set  forth  above  in  clause  (in)  excluding  any 
indemnities  (and  legal  expenses  related  thereto)  payable  by  the  Issuers;  second,  (b)  to  the  payment 
of  any  indemnities  (and  legal  expenses  related  thereto)  payable  by  the  Issuers  not  paid  pursuant  to 
clause  (iii)  above  (as  the  result  of  the  limitation  on  amounts  set  forth  therein)  in  the  same  order  of 
priority  set  forth  above  in  clause  (iii);  and  third,  (c)  to  the  Expense  Reserve  Account  until  the 
balance  of  such  account  reaches  U.S.$200,000  (after  giving  effect  to  any  deposits  made  therein  on 
such  Payment  Date  under  clause  (iii)  above);  provided,  however,  that  the  aggregate  payments 
pursuant  to  subclause.(c)  of  this  clause  (xxi)  and  subclause  (c)  of  clause  (iii)  on  any  Payment  Date 
shall  not  exceed  U.S.S50.000; 

xxii        to  the  payment  of  the  Class  D  Notes  Amortizing  Principal  Amount;  and 

xxiii       any  remaining  amount  to  the  Fiscal  Agent  for  deposit  into  the  Income  Note  Payment  Account  for 
payment  to  the  Holders  of  the  Income  Notes. 

On  the  Business  Day  prior  to  the  Final  Payment  Date,  the  Trustee  will  transfer  all  funds  then  on  deposit  in 
the  Interest  Collection  Account  into  the  Payment  Account  and,  after  the  liquidation  of  (i)  the  Credit  Default  Swap, 
(ii)  the  Collateral  Securities  and  Eligible  Investments  in  the  Collateral  Account,  (in)  the  Amort.zat.on  Proceeds 
drawn  from  the  Collateral  Account  to  the  Payment  Account  and  (iv)  the  Delivered  Obligations  and  Eligible 
Investments  in  the  Delivered  Obligation  Account,  the  Trustee  will  deposit  all  proceeds  therefrom,  into  the  Payment 
Account.  On  the  Final  Payment  Date,  amounts  in  the  Payment  Account  will  be  applied  by  the  Trustee  pursuant  to 
the  Note  Valuation  Report  in  the  manner  and  order  of  priority  set  forth  below: 

i  to  the  payment  of  the  amounts  referred  to  in  clauses  (i)  through  (vi)  of  the  Priority  of  Payments  for 

Payment  Dates  which  are  not  Final  Payment  Dates,  in  that  order  (without  regard  to  the  limitat.ons 
in  clause  (iii));  provided  that  no  deposit  shall  be  made  to  the  Expense  Reserve  Account  pursuant  to 
subclause  (iii); 

ii  first,  to  the  payment  to  the  Class  A-f  Notes  and  second,  to  the  payment  to  the  Class  A-b  Notes,  in 

each  case,  the  amount  necessary  to  pay  the  outstanding  principal  amounts  of  such  Notes,  in  full; 

iii  to  the  payment  to  the  Class  B  Notes,  the  amount  necessary  to  pay  accrued  and  unpaid  interest  on 

and  the  outstanding  principal  amount  of  such  Notes  (including  any  Defaulted  Interest  and  any 
interest  thereon)  in  full; 

iv  to  the  payment  to  the  Class  C  Notes,  the  amount  necessary  to  pay  accrued  and  unpaid  interest  or. 

and  the  outstanding  principal  amount  of  such  Notes  (including  any  Deferred  Interest  and 
Defaulted  Interest  and  any  interest  thereon)  in  full; 

v  to  the  payment  to  the  Class  D  Notes,  the  amount  necessary  to  pay  accrued  and  unpaid  interest  on 

and  the  outstanding  principal  amount  of  such  Notes  (including  any  Deferred  Interest  and 
Defaulted  Interest  and  any  interest  thereon)  in  full; 

vi  to  the  payment  to  the  Class  E  Notes,  the  amount  necessary  to  pay  accrued  and  unpaid  interest  on 

and  the  outstanding  principal  amount  of  such  Notes  (including  any  Deferred  Interest  and 
Defaulted  Interest  and  any  interest  thereon)  in  full; 

vii.         to  the  payment  of  the  amounts  referred  to  in  clause  (xx)  of  the  Priority  of  Payments  for  Payment 
Dates  that  are  not  Final  Payment  Dates;  and 

viii.         to  the  payment  of  the  amounts  referred  to  in  clause  (xxiii)  of  the  Priority  of  Payments  for  Payment 
Dates  which  are  not  Final  Payment  Dates. 


77 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-021821272 


Footnote  Exhibits  -  Page  3081 


Upon  payment  in  foil  of  the  last  outstanding  Secured  Note,  the  Issuer  (or  the  Liquidation  Agent  acting 
pursuant  to ithe  Liquidation  Agency  Agreement  on  behalf  of  the  Issuer)  will  liquidate  any  remaining  Pledged  Assets 
including  the  Credit  Default  Swap,  the  Eligible  Investments,  the  Collateral  Secunt.es,  the  Delivered  Obligations  and 
any  other  items  comprising  the  Pledged  Assets  and  deposit  the  proceeds  thereof  in  the  Interest  Collect.on  Account 
The  net  proceeds  of  such  liquidation  and  all  available  cash  (other  than  the  U.S.$2S0  of  cap.tal  contributed  by  the 
owners  of  the  Issuer  Ordinary  Shares  in  accordance  with  the  Issuer's  Memorandum  and  Articles  of  Assoc.ation  and 
U  SS250  representing  a  transaction  fee  to  the  Issuer  and  any  interest  income  earned  on  such  amounts)  will  be 
distributed  in  accordance  with  the  Priority  of  Payments  for  Final  Payment  Dates  and  all  amounts  remaining 
thereafter  will  be  distributed  to  the  Holders  of  the  Income  Notes  as  a  redemption  payment  whereupon  all  of  the 
Notes  and  the  Income  Notes  will  be  canceled. 


Income  Notes 


The  final  payment  on  the  Income  Notes  will  be  made  by  the  Issuer  on  the  Maturity  Date,  unless  redeemed 
or  retired  prior  thereto  in  accordance  with  the  Priority  of  Payments. 

The  Indenture 

The  following  summary  describes  certain  provisions  of  the  Indenture.  The  summary  does  not  purport  to  be 
complete  and  is  subject  to,  and  qualified  in  its  entirety  by  reference  to,  th>  provisions  of  the  Indenture. 

Events  of  Default.  An  "Event  of  Default"  under  the  Indenture  includes: 

i  a  default  in  the  payment,  when  due  and  payable,  of  any  Senior  Swap  Premium,  any  Collateral  Put 

Provider  Fee  or  any  interest  on  any  Class  S  Note,  Class  A  Note  or  Class  B  Note  or,  if  the  Senior 
Swap  is  not  outstanding  and  there  are  no  Class  S  Notes,  Class  A  Notes  or  Class  B  Notes 
outstanding,  any  Class  C  Note  or,  if  the  Senior  Swap  is  not  outstanding  and  there  are  no  Class  S 
Notes  Class  A  Notes,  Class  B  Notes  or  Class  C  Notes  outstanding,  any  Class  D  Note  or  if  the 
Senior  Swap  is  not  outstanding  and  there  are  no  Class  S  Notes,  Class  A  Notes,  Class  B  Notes, 
Class  C  Notes  or  Class  D  Notes  outstanding,  any  Class  E  Note  and  a  continuation  of  such  default, 
in  each  case,  for  a  period  of  7  days  (or,  in  the  case  of  a  default  in  payment  resulting  solely  from  an 
administrative  error  or  omission  by  the  Trustee,  any  Note  Paying  Agent  or  the  Note  Registrar 
such  default  continues  for  a  period  of  7  days  after  the  Trustee  is  made  aware  of  such 
administrative  error  or  omission); 

ii  a  default  in  the  payment  of  principal  due  on  any  Secured  Note  at  its  Stated  Maturity  or  on  any 

Redemption  Date  (or,  in  the  case  of  a  default  in  payment  resulting  solely  from  an  administrative 
error  or  omission  by  the  Trustee,  any  Note  Paying  Agent  or  the  Note  Registrar,  such  default 
continues  for  a  period  of  7  days  after  the  Trustee  is  made  aware  of  such  administrative  error  or 
omission); 

iii  the  failure  on  any  Payment  Date  to  disburse  amounts  (other  than  in  payment  of  interest  on  any 

Secured  Note  or  principal  of  any  Secured  Note  at  its  Stated  Maturity  or  any  date  set  for 
redemption  as  described  in  (i)  and  (ii)  above)  available  in  the  Payment  Account  in  excess  of  $500 
in  accordance  with  the  Priority  of  Payments  and  a  continuation  of  such  failure  for  a  period  of  7 
days  after  such  failure  has  been  recognized; 

iv  a  circumstance  in  which  either  of  the  Issuers  becomes  an  investment  company  required  to  be 

registered  or  the  Pledged  Assets  or  any  portion  thereof  becomes  subject  to  regulation  under  the 
Investment  Company  Act; 

v  a  default,  which  has  a  material  adverse  effect  on  the  Holders  of  the  Secured  Notes  or  the  Senior 

Swap  Counterparty  (as  determined  by  at  least  a  Majority,  by  interest,  of  the  Controlling  Class),  in 
the  performance,  or  breach,  of  any  covenant,  representation,  warranty  or  other  agreement  of  the 
Issuers  in  the  Indenture  (it  being  understood  that  a  failure  to  satisfy  a  Coverage  Test  is  not  a 
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default  or  breach)  or  in  any  certificate  or  writing  delivered  pursuant  to  the  Indenture,  or  if  any 
representation  or  warranty  of  the  Issuers  made  in  the  Indenture  or  in  any  certificate  or  writing 
delivered  pursuant  thereto  proves  to  be  incorrect  in  any  material  respect  when  made,  and  the 
continuation  of  such  default  or  breach  for  a  period  of  30  days  after  notice  thereof  shall  have  been 
given  to  the  Issuers  and  the  Liquidation  Agent  by  the  Trustee  or  to  the  Issuers,  the  Liquidation 
Agent  and  the  Trustee  by  at  least  a  Majority,  by  interest,  of  the  Controlling  Class  or  the  Senior 
Swap  Counterparty,  as  applicable; 

vi  the  Credit  Default  Swap  is  terminated;  and 

vii.         certain  events  of  bankruptcy,  insolvency,  receivership  .or  reorganization  of  either  of  the  Issuers. 

If  an  Event  of  Default  should  occur  and  be  continuing,  the  Trustee  may  and  will  (i)  if  the  Credit  Protection 
Buyer  is  in  default  under  the  Credit  Default  Swap,  at  the  direction  of  not  less  than  a  Majority  of  the  Class  S  Notes, 
the  Senior  Swap,  the  Class  A  Notes  (the  Class  A-f  Notes  and  the  Class  A-b  Notes  voting  together  as  a  single  class) 
and  the  Class  B  Notes,  for  so  long  as  any  Class  S  Notes,  the  Senior  Swap,  the  Class  A  Notes  or  the  Class  B  Notes 
are  Outstanding;  if  no  Class  S  Notes,  the  Senior  Swap,  the  Class  A  Notes  or  the  Class  B  Notes  are  Outstanding,  then 
the  Class  C  Notes,  for  so  long  as  any  Class  C  Notes  are  Outstanding;  if  no  Class  S  Notes,  the  Senior  Swap,  the  Class 
A  Notes,  the  Class  B  Notes  or  the  Class  C  Notes  are  Outstanding,  the  Class  D  Notes,  for  so  long  as  any  Class  D 
Notes  are  Outstanding;  and  if  no  Class  S  Notes,  the  Senior  Swap,  the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C 
Notes  or  the  Class  D  Notes  are  Outstanding,  then  the  Class  E  Notes,  for  so  long  as  any  Class  E  Notes  are 
Outstanding  and  otherwise  (ii)  at  the  direction  of  the  Holders  of  at  least  a  Majority  of  the  Controlling  Class  declare 
the  principal  of  and  accrued  and  unpaid  interest  on  all  Secured  Notes  to  be  immediately  due  and  payable  (except  that 
in  the  case  of  an  Event  of  Default  described  in  clause  (vi)  or  (vii)  above,  such  an  acceleration  will  occur 
automatically  and  shall  not  require  any  action  by  the  Trustee  or  any  Secured  Noteholder). 

If  an  Event  of  Default  should  occur  and  be  continuing,  the  Trustee  is  required  to  retain  the  Pledged  Assets 
intact  and  collect  all  payments  in  respect  of  the  Pledged  Assets  and  continue  making  payments  in  the  manner 
described  under  Priority  of  Payments  unless  (a)  the  Trustee  determines  (which  determination  will  be  based  upon  a 
certificate  from  the  Liquidation  Agent)  that  the  anticipated  proceeds  of  a  sale  or  liquidation  of  the  Pledged  Assets 
based  on  an  estimate  obtained  from  a  nationally  recognized  investment  banking  firm  (which  estimate  takes  into 
account  the  time  elapsed  between  such  estimate  and  the  anticipated  sale  of  the  Pledged  Assets)  would  equal  the 
amount  necessary  to  pay  in  full  (after  deducting  the  reasonable  expenses  of  such  sale  or  liquidation)  the  sum  of  (i) 
the  principal  (including  any  Class  C  Deferred  Interest,  Class  D  Deferred  Interest  and  Class  E  Deferred  Interest)  and 
accrued  interest  (including  all  Defaulted  Interest,  and  interest  thereon)  and  any  other  amounts  due  with  respect  to  all 
the  outstanding  Secured  Notes;  (ii)  all  Administrative  Expenses;  (iii)  any  unpaid  amounts  due  the  Credit  Protection 
Buyer,  the  Collateral  Put  Provider  and  the  Senior  Swap  Counterparty  and  any  unpaid  amounts  due  any  assignee  of  a 
CDS  Transaction  net  of  amounts  payable  to  the  Issuer  by  the  Credit  Protection  Buyer,  the  Collateral  Put  Provider, 
Senior  Swap  Counterparty  or  assignee  of  a  CDS  Transaction;. and  (iv)  all  other  items  in  the  Priority  of  Payments 
ranking  prior  to  payments  on  the  Secured  Notes,  and,  in  any  case,  the  Holders  of  a  Majority  of  the  Controlling  Class 
agree  with  such  determination  or  (b)  the  Senior  Swap  Counterparty  and/or  the  requisite  Holders  of  Notes  as 
determined  pursuant  to  the  Indenture  or  the  Holders  of  a  Majority  of  the  Controlling  Class  (whichever  directed  the 
acceleration  of  the  Secured  Notes  pursuant  to  the  preceding  paragraph)  direct,  subject  to  the  provisions  of  the 
Indenture,  the  sale  and  liquidation  of  the  Pledged  Assets. 

The  Holders  of  a  Majority  of  the  Controlling  Class  will  have  the  right  to  direct  the  Trustee  in  writing  in  the 
conduct  of  any  proceedings  or  in  the  sale  of  any  or  all  of  the  Pledged  Assets,  but  only  if  (i)  such  direction  will  not 
conflict  with  any  rule  of  law  or  the  Indenture  (including  the  limitations  described  in  the  paragraph  above),  (ii)  the 
Trustee  determines  that  such  action  will  not  involve  it  in  liability  (unless  the  Trustee  has  received  an  indemnity 
which  is  reasonably  acceptable  to  the  Trustee  against  any  such  liability)  and  (iii)  any  direction  to  the  Trustee  to 
undertake  a  sale  of  the  Pledged  Assets  shall  be  by  at  least  a  Majority  of  the  Controlling  Class. 

Subject  to  the  provisions  of  the  Indenture  relating  to  the  duties  of  the  Trustee,  in  case  an  Event  of  Default 
with  respect  to  the  Secured  Notes  occurs  and  is  continuing,  the  Trustee  is  under  no  obligation  to  exercise  any  of  the 
rights  or  powers  under  the  Indenture  at  the  request  of  any  Holders  of  Secured  Notes,  unless  such  Holders  have 
offered  to  the  Trustee  reasonable  security  or  an  indemnity  which  is  reasonably  acceptable  to  the  Trustee.    The 
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Holders  of  a  Majority  of  the  Controlling  Class  may  waive  any  default  with  respect  to  the  Secured  Notes,  except  (a)  a 
default  in  the  payment  of  principal  or  interest  on  any  Secured  Note;  (b)  failure  on  any  Payment  Date  to  disburse 
amounts  available  in  the  Payment  Account  in  accordance  with  the  Priority  of  Payments  and  continuation  of  such 
failure  for  a  period  of  seven  (7)  days;  (c)  certain  events  of  bankruptcy  or  insolvency  with  respect  to  the  Issuers;  or 
(d)  a  default  in  respect  of  a  provision  of  the  Indenture  that  cannot  be  modified  or  amended  without  the  waiver  or 
consent  of  the  Holder  of  each  outstanding  Note  adversely  affected  thereby. 

Furthermore,  any  declaration  of  acceleration  of  maturity  of  the  Secured  Notes  may  be  revoked  and  annulled 
by  the  Senior  Swap  Counterparty  and/or  the  requisite  Holders  of  Notes  as  determined  pursuant  to  the  Indenture  or 
the  Holders  of  a  Majority  of  the  Controlling  Class,  as  applicable,  before  a  judgment  or  decree  for  the  payment  of 
money  has  been  obtained  by  the  Trustee  or  the  Pledged  Assets  have  been  sold  or  foreclosed  in  whole  or  in  part,  by 
notice  to  the  Issuers,  the  Trustee  and  the  Senior  Swap  Counterparty,  if  (a)  the  Issuer  has  paid  or  deposited  with  the 
Trustee  a  sum  sufficient  to  pay,  in  accordance  with  the  Priority  of  Payments,  the  principal  and  accrued  interest 
(including  all  Defaulted  Interest  and  the  interest  thereon),  discbunt  or  other  unpaid  amounts  with  respect  to  the 
outstanding  Secured  Notes  and  any  other  administrative  expenses,  fees  or  other  amounts  that,  under  the  Transaction 
Documents  and  pursuant  to  the  Priority  of  Payments,  are  payable  prior  to  the  payment  of  the  principal  of  and  interest 
on  the  outstanding  Secured  Notes,  and  (b)  the  Trustee  has  determined  that  all  Events  of  Default,  other  than  the  non- 
payment of  the  interest  on  or  principal  of  the  outstanding  Secured  Notes  that  have  become  due  solely  by  such 
acceleration,  have  been  cured  and  the  Holders  of  a  Majority  of  the  Controlling  Class  by  notice  to  the  Trustee  have 
agreed  with  such  determination  (which  agreement  shall  not  be  unreasonably  withheld)  or  waived  such  Event  of 
Default  in  accordance  with  the  provisions  set  forth  in  the  Indenture. 

Only  the  Trustee  may  pursue  the  remedies  available  under  the  Indenture  or  the  Secured  Notes  and  no 
Holder  of  a  Secured  Note  will  have  the  right  to  institute  any  proceeding  with  respect  to  the  Indenture,  its  Note,  or 
otherwise  unless  (i)  such  Holder  previously  has  given  to  the  Trustee  written  notice  of  a  continuing  Event  of  Default; 
(ii)  except  in  the  case  of  a  default  in  the  payment  of  principal  or  interest,  the  Holders  of  at  least  25%,  by  Aggregate 
Outstanding  Amount,  of  the  Controlling  Class  have  made  a  written  request  upon  the  Trustee  to  institute  such 
proceedings  in  its  own  name  as  Trustee  and  such  Holders  have  offered  the  Trustee  an  indemnity  which  is  reasonably 
acceptable  to  the  Trustee;  (iii)  the  Trustee  has  for  30  days  failed  to  institute  any  such  proceeding;  and  (iv)  no 
direction  inconsistent  with  such  written  request  has  been  given  to  the  Trustee  during  such  30-day  period  by  the 
Holders  of  a  Majority  of  the  Controlling  Class. 

In  determining  whether  the  Holders  of  the  requisite  percentage  of  Secured  Notes  have  given  any  direction, 
notice  or  consent,  Secured  Notes  owned  by  the  Issuer,  the  Co-Issuer  or  any  affiliate  thereof  shall  be  disregarded  and 
deemed  not  to  be  outstanding.  In  addition,  Holders  of  Income  Notes  will  not  be  considered  to  be  affiliates  of  the 
Issuer  or  Co-Issuer  by  virtue  of  such  ownership  of  Income  Notes. 

Notices.  Notices  to  the  Holders  of  the  Secured  Notes  and  the  Senior  Swap  Counterparty  shall  be  given  by 
first-class  mail,  postage  prepaid,  to  each  Noteholder  at  the  address  appearing  in  the  applicable  note  register.  In 
addition,  if  and  for  so  long  as  any  of  the  Secured  Notes  are  listed  on  the  Irish  Stock  Exchange  and  so  long  as  the 
rules  of  such  exchange  so  require,  notices  to  the  Holders  of  such  Secured  Notes  shall  also  be  published  by  the  Irish 
Listing  Agent  in  the  official  list  thereof  of  as  otherwise  required  by  the  rules  of  such  exchange. 

Modification  of  the  Indenture.  Without  obtaining  the  consent  of  Holders  of  the  Notes,  the  Issuers  and  the 
Trustee  may  enter  into  one  or  more  supplemental  indentures  for  any  of  the  following  purposes: 

(i)  to  evidence  the  succession  of  any  person  to  either  the  Issuer  or  Co-Issuer  and  the 

assumption  by  any  such  successor  of  the  covenants  of  the  Issuer  or  Co-Issuer  in  the  Notes,  the  Fiscal 
Agency  Agreement  and  under  the  Indenture; 

(ii)  to  add  to  the  covenants  of  the  Issuers  or  the  Trustee  for  the  benefit  of  the  Holders  of  the 

Notes  or  to  surrender  any  right  or  power  conferred  upon  the  Issuers; 

(iii)  to  convey,  transfer,  assign,  mortgage  or  pledge  any  property  to  the  Trustee,  or  add  to  the 
conditions,  limitations  or  restrictions  on  the  authorized  amount,  terms  and  purposes  of  the  issue, 
authentication  and  delivery  of  the  Notes; 
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(iv)  to  evidence  and  provide  for  the  acceptance  of  appointment  by  a  successor  trustee  and  to 
add  to  or  change  any  of  the  provisions  of  the  Indenture  as  shall  be  necessary  to  facilitate  the  administration 
of  the  trusts  under  the  Indenture  by  more  than  one  Trustee; 

(v)  to  correct  or  amplify  the  description  of  any  property  at  any  time  subject  to  the  security 

interest  created  by  the  Indenture,  or  to  better  assure,  convey,  and  confirm  unto  the  Trustee  any  property 
subject  or  required  to  be  subject  to  the  security  interest  created  by  the  Indenture  (including,  without 
limitation,  any  and  all  actions  necessary  or  desirable  as  a  result  of  changes  in  law  or  regulations)  or  subject 
to  the  security  interest  created  by  the  Indenture  any  additional  property; 

(vi)  to  otherwise  correct  any  inconsistency  or  cure  any  ambiguity  or  manifest  error  or  correct 
or  supplement  any  provisions  contained  in  the  Indenture  which  may  be  defective  or  inconsistent  with  any 
provision  contained  in  the  Indenture  or  make  any  modification  that  is  of  a  formal,  minor  or  technical  nature 
or  which  is  made  to  correct  a  manifest  error, 

(vii)  to  take  any  action  necessary  or  advisable  to  prevent  the  Issuer,  the  Trustee,  any  Note 
Paying  Agents  or  the  Fiscal  Agent  from  becoming  subject  to  withholding  or  other  taxes,  fees  or 
assessments  or  to  prevent  the  Issuer  from  being  treated  as  engaged  in  a  United  States  trade  or  business  or 
otherwise  being  subject  to  United  States  federal,  state  or  local  income  tax  on  a  net  income  basis; 

(viii)       to  conform  the  Indenture  to  the  descriptions  contained  in  this  Offering  Circular; 

(ix)  to  comply  with  any  reasonable  requests  made  by  the  Irish  Stock  Exchange  in  order  to  list 
or  maintain  the  listing  of  any  Notes  on  such  stock  exchange;  or 

(x)  to  make  any  other  change  for  the  purpose  of  adding  any  provisions  to,  or  changing  in  any 

manner  or  eliminating  any  of  the  provisions  of,  the  Indenture  or  any  other  Transaction  Document;  provided 
however  that  such  changes  would  have  no  material  adverse  effect  on  any  of  the  Notes  (which  may  be 
evidenced  by  an  opinion  of  counsel  or  a  Noteholder  Poll  (as  hereinafter  defined)). 

With  the  written  consent  of  the  Holders  of  (a)  at  least  a  Majority,  by  Aggregate  Outstanding  Amount,  of  the 
Secured  Notes  materially  adversely  affected  thereby  (voting  together  as  a  single  class)  and  (b)  at  least  a  Majority  of 
the  Income  Notes  materially  adversely  affected  thereby,  the  Trustee  and  the  Issuers  may  execute  a  supplemental 
indenture  to  add  provisions  to,  or  change  in  any  manner  or  eliminate  any  provisions  of,  the  Indenture  or  modify  in 
any  manner  the  rights  of  the  Holders  of  the  Notes. 

Notwithstanding  anything  in  the  Indenture  to  the  contrary,  without  the  written  consent  of  each  Noteholder 
of  each  Class  adversely  affected  thereby  no  supplemental  indenture  may: 

(i)  change  the  Stated  Maturity  of  the  principal  of  or  the  due  date  of  any  installment  of 

interest  or  discount  on  a  Note;  reduce  the  principal  amount  thereof  or  the  rate  of  interest  thereon,  or  the 
applicable  Secured  Note  Redemption  Price  or  the  Income  Note  Face  Amount  with  respect  thereto;  change 
the  earliest  date  on  which  a  Note  may  be  redeemed;  change  the  provisions  of  the  Indenture  relating  to  the 
application  of  proceeds  of  any  Pledged  Asset  to  the  payment  of  principal  of  or  interest  on  Notes  or  change 
any  place  where,  or  the  coin  or  currency  in  which,  Notes  or  the  principal  thereof  or  interest  thereon  are 
payable;  or  impair  the  right  to  institute  suit  for  the  enforcement  of  any  such  payment  on  or.after  the  Stated 
Maturity  thereof  or  other  due  date  thereof  (or,  in  the  case  of  redemption,  on  or  after  the  Redemption  Date); 

(ii)  reduce  the  percentage  in  aggregate  principal  amount,  notional  amount  or  Outstanding 

Notional  Amount,  as  applicable,  of  Holders  of  the  Notes  of  each  Class  and  the  Senior  Swap  Counterparty 
whose  consent  is  required  for  the  authorization  of  any  supplemental  indenture  or  for  any  waiver  of 
compliance  with  certain  provisions  of  the  Indenture  or  certain  defaults  under  the  Indenture  or  their 
consequences; 
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(iii)  impair  or  adversely  affect  the  Pledged  Assets  except  as  otherwise  permitted  by  the 
Indenture; 

(i  v)  permit  the  creation  of  any  security  interest  ranking  prior  to  or  on  a  parity  with  the  security 
interest  created  by  the  Indenture  with  respect  to  any  part  of  the  Pledged  Assets  or  terminate  such  security 
interest  on  any  property  at  any  time  subject  thereto  or  deprive  the  Holder  of  any  Note,  the  Trustee  or  any 
other  Secured  Party  of  the  security  afforded  by  the  lien  of  the  Indenture; 

(v)  reduce  the  percentage  of  Holders  of  the  Notes  of  each  Class  or  Senior  Swap  whose 
consent  is  required  to  request  the  Trustee  to  preserve  the  Collateral  Assets  or  rescind  the  Trustee's  election 
to  preserve  the  Collateral  Assets  or  to  sell  or  liquidate  the  Collateral  Assets  pursuant  to  the  Indenture; 

(vi)  modify  any  of  the  provisions  of  the  Indenture  with  respect  to  supplemental  indentures, 
except  to  increase  the  percentage  of  Outstanding  Notes  or  Outstanding  Notional  Amount  whose  Holders' 
consent  is  required  for  any  such  action  or  to  provide  that  other  provisions  of  the  Indenture  cannot  be 
modified  or  waived  without  the  consent  of  the  Holder  of  each  outstanding  Note  and  Senior  Swap 
Counterparty  adversely  affected  thereby; 

(vii)  modify  the  definition  of  the  term  "Outstanding,"  or  the  Priority  of  Payments  set  forth  in 
the  Indenture; 

(viii)  modify  any  of  the  provisions  of  the  Indenture  in  such  a  manner  as  to  affect  the  calculation 
of  the  amount  of  any  payment  of  interest  on  or  principal  of  any  Secured  Note  or  modify  any  amount 
distributable  to  the  Fiscal  Agent  for  payment  to  the  Holders  of  the  Income  Notes  on  any  Payment  Date  or  to 
affect  the  right  of  the  Holders  of  the  Notes  or  the  Trustee  to  the  benefit  of  any  provisions  for  the 
redemption  of  such  Notes  contained  therein; 

(ix)  amend  any  provision  of  the  Indenture  or  any  other  agreement  entered  into  by  the  Issuer 
with  respect  to  the  transactions  contemplated  by  the  Indenture  relating  to  the  institution  of  proceedings  for 
the  Issuer  or  the  Co-Issuer  to  be  adjudicated  as  bankrupt  or  insolvent,  or  the  consent  of  the  Issuer  or  the  Co- 
Issuer  to  the  institution  of  bankruptcy  or  insolvency  proceedings  against  it,  or  the  filing  with  respect  to  the 
Issuer  or  the  Co-Issuer  of  a  petition  or  answer  or  consent  seeking  reorganization,  arrangement,  moratorium 
or  liquidation  proceedings,  or  other  proceedings  under  the  United  States  Bankruptcy  Code  or  any  similar 
laws,  or  the  consent  of  the  Issuer  or  the  Co-Issuer  to  the  filing  of  any  such  petition  or  the  appointment  of  a 
receiver,  liquidator,  assignee,  trustee  or  sequestrator  (or  other  similar  official)  of  the  Issuer  or  the  Co-Issuer 
or  any  substantial  part  of  its  property,  respectively; 

(x)  increase  the  amount  of  the  Liquidation  Agent  Fees  payable  to  the  Liquidation  Agent 

beyond  the  amount  provided  for  in  the  original  Liquidation  Agency  Agreement; 

(xi)  amend  any  provision  of  the  Indenture  or  any  other  agreement  entered  into  by  the  Issuer 
with  respect  to  the  transactions  contemplated  thereby  that  provides  that  the  obligations  of  the  Issuers  or  the 
Issuer,  as  the  case  may  be,  are  limited  recourse  obligations  of  the  Issuers  or  the  Issuer,  respectively,  payable 
solely  from  the  Pledged  Assets  in  accordance  with  the  terms  of  the  Indenture; 

(xii)  at  the  time  of  execution  of  such  supplemental  indenture,  cause  payments  made  by  or  to 
the  Issuer,  the  Credit  Protection  Buyer,  the  Senior  Swap  Counterparty,  the  Liquidation  Agent  or  any  Paying 
Agents  to  become  subject  to  withholding  or  other  taxes,  fees  or  assessments  or  cause  the  Issuer  to  be 
treated  as  engaged  in  a  United  States  trade  or  business  or  otherwise  be  subject  to  United  States  federal,  state 
or  local  income  tax  on  a  net  income  basis;  or 

(xiii)  at  the  time  of  the  execution  of  such  supplemental  indenture,  result  in  a  deemed  sale  or 
exchange  of  any  of  the  Notes  under  Section  1001  of  the  Code  (items  (i)  through  (xiii)  above  collectively, 
the  "Reserved  Matters"). 
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Notwithstanding  anything  to  the  contrary  herein,  no  supplement  or  amendment  to  the  Indenture  will  be 
effective  until  the  consent  of  each  of  the  Credit  Protection  Buyer  (which  shall  not  be  unreasonably  withheld),  the 
Collateral  Put  Provider  (which  consent  shall  not  be  unreasonably  withheld),  the  Liquidation  Agent  (which  consent 
shall  not  be  unreasonably  withheld)  and  the  Senior  Swap  Counterparty  (which  shall  not  be  unreasonably  withheld) 
has  been  obtained. 

Under  the  Indenture,  in  making  the  determination  of  whether  a  proposed  amendment  has  or  would  have  no 
material  adverse  effect  on  any  of  the  Notes,  which  Notes  are  materially  adversely  affected  by  a  proposed 
amendment  or  which  Classes  of  Notes  are  adversely  affected  by  any  Reserved  Matter  (each  such  determination  an 
"Amendment  Determination"),  the  Trustee  may  rely  on  an  opinion  of  counsel.  If  no  opinion  of  counsel  is  provided 
with  respect  to  a  proposed  amendment,  a  Noteholder  Poll  shall  be  conclusively  determinative  of  such  Amendment 
Determination  and  the  Trustee  shall  be  entitled  to  conclusively  rely  on  such  Noteholder  Poll.  The  results  of  such 
Noteholder  Poll  shall  be  conclusive  and  binding  on  the  Issuer  and  all  present  and  future  Noteholders. 

"Noteholder  Poll"  with  respect  to  a  proposed  supplemental  indenture  means  the  following: 

The  Trustee  will  (at  the  expense  of  the  Issuer)  give  written  notice  of  such  proposed  supplemental  indenture 
to  the  Holders  of  the  Secured  Notes  and  to  the  Fiscal  Agent.for  notificatipn  by  the  Fiscal  Agent  to  the  Holders  of  the 
Income  Notes.  If  any  Holder  of  a  Note  of  a  Class  delivers  a  written  objection  to  any  portion  of  such  supplemental 
indenture  to  the  Trustee,  in  the  case  of  the  Secured  Notes,  and  the  Fiscal  Agent,  in  the  case  of  the  Income  Notes, 
within  20  Business  Days  after  the  date  on  which  such  notice  was  given  by  the  Trustee  or  the  Fiscal  Agent,  as 
applicable,  each  Note  of  such  Class  will  be  deemed  to  be  both  adversely  affected  and  materially  and  adversely 
affected  If  no  Holder  of  a  Note  of  a  Class  delivers  a  written  objection  to  the  Trustee  or  the  Fiscal  Agent,  as 
applicable,  within  such  period,  all  Notes  of  such  Class  shall  be  deemed  not  to  be  materially  and  adversely  affected 
and  not  to  be  adversely  affected  by  such  supplemental  indenture.  The  Fiscal  Agent  will  promptly  communicate  to 
the  Trustee  the  receipt  of  any  such  written  objection  from  a  Holder  of  an  Income  Note  or  if  no  such  written  objection 
is  received  within  the  prescribed  time  period,  that  no  written  objections  were  received  from  any  Income  Noteholder. 

Under  the  Indenture,  the  Trustee  will  deliver  a  copy  of  any  proposed  supplemental  indenture  to  the  Holders 
of  the  Secured  Notes,  the  Fiscal  Agent,  the  Rating  Agencies  (for  so  long  as  any  of  the  Notes  are  outstanding  and 
rated  by  the  Rating  Agencies),  the  Credit  Protection  Buyer,  the  Senior  Swap  Counterparty,  the  Collateral  Put 
Provider  and  the  Liquidation  Agent  not  later  than  20  Business  Days  prior  to  execution  of  a  proposed  supplemental 
indenture.  The  Fiscal  Agent  will  deliver  a  copy  of  the  same  to  the  Holders  of  the  Income  Notes.  For  so  long  as  any 
of  the  Notes  are  outstanding  and  rated  by  the  Rating  Agencies,  no  supplemental  indenture  shall  be  entered  into 
unless  the  Rating  Agency  Condition  is  met;  provided  that  the  Trustee  shall,  with  the  consent  of  the  Holders  of  100% 
of  the  Aggregate  Outstanding  Amount  of  Secured  Notes  of  each  Class  and  the  Income  Notes,  whose  consent,  in  the 
case  of  the  Income  Notes,  will  be  communicated  to  the  Fiscal  Agent  for  notice  to  the  Trustee,  the  Liquidation  Agent, 
the  Credit  Protection  Buyer,  the  Collateral  Put  Provider  and  the  Senior  Swap  Counterparty,  enter  into  any  such 
supplemental  indenture  notwithstanding  any  potential  reduction  or  withdrawal  of  the  ratings  of  any  outstanding 
Class  of  Notes.  The  Trustee  must  provide  notice  of  any  amendment  or  modification  of  the  Indenture  (whether  or  not 
required  to  be  approved  by  such  parties)  to  the  Holders  of  the  Secured  Notes,  the  Fiscal  Agent,  the  Liquidation 
Agent,  the  Collateral  Put  Provider,  the  Senior  Swap  Counterparty,  the  Credit  Protection  Buyer  and  if  and  for  so  long 
as  any  Secured  Notes  are  listed  on  the  Irish  Stock  Exchange,  the  Irish  Paying  Agent  promptly  upon  the  execution  of 
such  supplemental  indenture.  The  Fiscal  Agent  will  provide  notice  of  any  such  amendment  or  modification  of  the 
Indenture  to  the  Holders  of  the  Income  Notes  and  if  and  for  so  long  as  any  Income  Notes  are  listed  on  the  Irish  Stock 
Exchange,  the  Irish  Paying  Agent  promptly  upon  the  execution  of  such  supplemental  indenture. 

In  connection  with  any  amendment,  the  Trustee  may  require  the  delivery  of  an  opinion  of  counsel 
satisfactory  to  it  (which  opinion  of  counsel  may  rely  on  an  officer's  certificate  from  the  Liquidation  Agent),  at  the 
expense  of  the  Issuer,  that  such  amendment  is  permitted  under  the  terms  of  the  Indenture. 

In  addition,  the  Issuers  and  the  Trustee  may  enter  into  any  additional  agreements  not  expressly  prohibited 
by  the  Indenture  or  any  other  Transaction  Document. 

Jurisdictions  of  Incorporation  and  Formation.  Under  the  Indenture,  the  Issuer  and  the  Co-Issuer  will  be 
required  to  maintain  their  rights  and  franchises  as  a  company  incorporated  under  the  laws  of  the  Cayman  Islands  and 
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a  corporation  formed  under  laws  of  the  State  of  Delaware,  respectively,  to  comply  with  the  provisions  of  their 
respective  organizational  documents  and  to  obtain  and  preserve  their  qualification  to  do  business  as  foreign 
corporations  in  each  jurisdiction  in  which  such  qualifications  are  or  shall  be  necessary  to  protect  the  validation  and 
enforceability  of  the  Indenture,  the  Secured  Notes,  or  any  of  the  Pledged  Assets;  provided,  however,  that  the  Issuers 
shall  be  entitled  to  change  their  jurisdictions  of  incorporation  from  the  Cayman  Islands  or  Delaware,  as  applicable, 
to  any  other  jurisdiction  reasonably  selected  by  such  Issuer  or  Co-Issuer,  as  applicable,  and  approved  by  its  common 
shareholders,  so  long  as  (i)  the  Issuer  or  Co-Issuer,  as  applicable,  does  not  believe  such  change  is  disadvantageous  in 
any  material  respect  to  such  entity  or  the  Holders  of  any  Class  of  Secured  Notes  or  the  Senior  Swap  Counterparty; 
(ii)  written  notice  of  such  change  shall  have  been  given  by  the  Issuer  or  Co-Issuer,  as  applicable  to  the  other  of  the 
Issuer  or  Co-Issuer,  as  applicable,  the  Trustee,  the  Note  Paying  Agent,  the  Liquidation  Agent,  the  Credit  Protection 
Buyer,  the  Holders  of  each  Class  of  Notes,  the  Senior  Swap  Counterparty,  the  Collateral  Put  Provider,  and  each  of 
the  Rating  Agencies  at  least  thirty  (30)  Business  Days  prior  to  such  change  of  jurisdiction;  and  (iii)  on  or  prior  to  the 
25th  Business  Day  following  such  notice  the  Trustee  shall  not  have  received  written  notice  from  Holders  of  a 
Majority  of  the  Controlling  Class,  the  Liquidation  Agent,  the  Senior  Swap  Counterparty,  the  Collateral  Put  Provider 
or  the  Credit  Protection  Buyer  or,  if  and  so  long  as  any  Notes  are  listed  thereon,  the  Irish  Stock  Exchange  objecting 
to  such  change. 

Petitions  for  Bankruptcy.  The  Indenture  will  provide  that  neither  (i)  the  Senior  Swap  Counterparty,  the 
Paying  Agents,  the  Liquidation  Agent,  the  Note  Registrar,  or  the  Trustee,  in  its  own  capacity,  or  on  behalf  of  any 
Secured  Noteholder,  nor  (ii)  the  Secured  Noteholders  may,  prior  to  the  date  which  is  one  year  and  one  day  (or,  if 
longer,  the  applicable  preference  period  then  in  effect)  after  the  payment  in  full  of  all  Notes,  institute  against,  or  join 
any  other  person  in  instituting  against,  the  Issuer  or  Co-Issuer  any  bankruptcy,  reorganization,  arrangement, 
moratorium,  liquidation  or  similar  proceedings  under  the  laws  of  any  jurisdiction. 

Satisfaction  and  Discharge  of  the  Indenture.  The  Indenture  will  be  discharged  with  respect  to  the  Pledged 
Assets  securing  the  Secured  Notes  upon  delivery  to  the  Note  Paying  Agent  for  cancellation  all  of  the  Secured  Notes 
and  the  payment  in  full  of  the  Secured  Notes,  or,  within  certain  limitations  (including  the  obligation  to  pay  principal 
and  interest),  upon  deposit  with  the  Trustee  of  funds  sufficient  for  the  payment  or  redemption  thereof  and  the 
payment  by  the  Issuers  of  all  other  amounts  due  under  the  Indenture. 

Trustee.  The  Bank  of  New  York  Trust  Company,  National  Association  will  be  the  Trustee  under  the 
Indenture.  The  Issuers  and  their  affiliates  may  maintain  other  banking  relationships  in  the  ordinary  course  of 
business  with  the  Trustee.  The  payment  of  the  fees  and  expenses  of  the  Trustee  relating  to  the  Secured  Notes  is 
solely  the  obligation  of  the  Issuers.  The  Trustee  and/or  its  affiliates  may  receive  compensation  in  connection  with 
the  Trustee's  investment  of  trust  assets  in  certain  Eligible  Investments  as  provided  in  the  Indenture  and  in 
connection  with  the  Trustee's  administration  of  any  securities  lending  activities  of  the  Issuer. 

The  Indenture  contains  provisions  for  the  indemnification  of  the  Trustee  for  any  loss,  liability  or  expense 
incurred  without  negligence,  willful  misconduct  or  bad  faith  on  its  part,  arising  out  of  or  in  connection  with  the 
acceptance  or  administration  of  the  Indenture.  The  Trustee  will  not  be  bound  to  take  any  action  unless  indemnified 
for  such  action.  The  Secured  Noteholders  shall  together  have  the  power,  exercisable  by  the  Controlling  Class,  to 
remove  the  Trustee  as  set  forth  in  the  Indenture.  The  removal  of  the  Trustee  shall  not  become  effective  until  the 
later  of  the  effective  date  of  the  appointment  of  a  successor  trustee  and  the  acceptance  of  appointment  by  a  successor 
trustee.  If  the  Trustee  is  removed  without  cause,  costs  and  expenses  of  the  Trustee  incurred  in  connection  with  the 
transfer  to  the  successor  Trustee  shall  be  paid  by  the  successor  Trustee  or  the  Issuer. 

Agents.  The  Bank  of  New  York  Trust  Company,  National  Association  will  be  the  Note  Paying  Agent,  the 
Note  Registrar,  the  Note  Calculation  Agent  and  the  Note  Transfer  Agent  under  the  Indenture.  The  Issuers  and  their 
affiliates  may  maintain  other  banking  relationships  in  the  ordinary  course  of  business  with  The  Bank  of  New  York 
Trust  Company,  National  Association.  The  payment  of  the  fees  and  expenses  of  The  Bank  of  New  York  Trust 
Company,  National  Association,  as  the  Paying  Agent,  the  Note  Registrar,  the  Note  Calculation  Agent  and  the  Note 
Transfer  Agent  relating  to  the  Notes  is  solely  the  obligation  of  the  Issuers.  The  Indenture  contains  provisions  for  the 
indemnification  of  The  Bank  of  New  York  Trust  Company,  National  Association  for  any  loss,  liability  or  expense 
incurred  without  gross  negligence,  willful  misconduct,  default  or  bad  faith  on  its  part  arising  out  of  or  in  connection 
with  the  acceptance  or  administration  of  the  Indenture. 
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Irish  Paying  Agent.  If  and  for  so  long  as  any  of  the  Secured  Notes  or  the  Income  Notes  are  listed  on  the 
Irish  Stock  Exchange,  and  the  rules  of  such  exchange  shall  so  require,  the  Issuers  will  have  an  Irish  Paying  Agent  in 
accordance  with  the  requirements  of  the  rules  of  such  exchange  for  the  Notes.  The  Issuers  and  their  affiliates  may 
maintain  other  relationships  in  the  ordinary  course  of  business  with  the  Irish  Paying  Agent.  The  payment  of  the  fees 
and  expenses  of  the  Irish  Paying  Agent  relating  to  the  Notes  is  solely  the  obligation  of  the  Issuers. 

Status  of  the  Income  Notes.  The  Holders  of  the  Income  Notes  will  have  certain  rights  to  vote  with  respect  to 
limited  matters  arising  under  the  Indenture  and  the  Liquidation  Agency  Agreement  including,  without  limitation,  in 
connection  with  certain  modifications  to  the  Indenture.  However,  the  Holders  of  the  Income  Notes  will  have  no 
right  to  vote  in  connection  with  the  realization  of  the  Pledged  Assets  or  certain  other  matters  under  the  Indenture. 

Fiscal  Agency  Agreement 

The  Income  Notes  will  be  issued  by  the  Issuer  and  administered  in  accordance  with  a  Fiscal  Agency 
Agreement  (the  "Fiscal  Agency  Agreement")  between  The  Bank  of  New  York  Trust  Company,  National 
Association  as  fiscal  agent  (in  such  capacity,  the  "Fiscal  Agent").  The  following  summary  describes  certain 
provisions  of  the  Income  Notes  and  the  Fiscal  Agency  Agreement.  This  summary  does  not  purport  to  be  complete 
and  is  subject  to,  and  qualified  in  its  entirety  by  reference  to,  the  provisions  of  the  Fiscal  Agency  Agreement.  After 
the  closing*  copies  of  the  Fiscal  Agency  Agreement  may  be  obtained  by  prospective  investors  upon  request  in 
writing  to  the  Fiscal  Agent  at  601  Travis  Street,  16th  Floor,  Houston,  Texas  77002,  Attention:  Global  Corporate 
Trust  —Hudson  Mezzanine  Funding  2006-1,  Ltd.  (telephone  number  (713)  483-6000). 

Pursuant  to  the  Fiscal  Agency  Agreement,  the  Fiscal  Agent  and  the  Income  Notes  Transfer  Agent  will 
perform  various  fiscal  services  on  behalf  of  the  Holders  of  the  Income  Notes.  The  payment  of  the  fees  and  expenses 
of  the  Fiscal  Agent  and  Income  Notes  Transfer  Agent  is  solely  the  obligation  of  the  Issuer.  The  Fiscal  Agency 
Agreement  contains  provisions  for  the  indemnification  of  the  Fiscal  Agent  and  Income  Notes  Transfer  Agent  for  any 
loss,  liability  or  expense  incurred  without  gross  negligence,  willful  misconduct  or  bad  faith  on  its  part,  arising  out  of 
or  in  connection  with  the  acceptance  or  administration  of  the  Fiscal  Agency  Agreement. 

Status.  The  Income  Notes  are  not  secured  by  the  Pledged  Assets  securing  the  Secured  Notes.  There  can  be 
no  assurance  that,  after  payment  of  principal  and  interest  on  the  Secured  Notes  and  other  fees  and  expenses  of  the 
Issuers  in  accordance  with  the  Priority  of  Payments,  the  Issuer  will  have  funds  remaining  to  make  payments  in 
respect  of  the  Income  Notes.  As  a  result,  the  rights  of  the  Income  Note  holders  to  receive  payments  will  rank 
(i)  behind  the  rights  of  all  secured  creditors  of  the  Issuer,  whether  known  or  unknown,  including  the  Holders  of  the 
Secured  Notes,  the  Liquidation  Agent,  the  Credit  Protection  Buyer,  the  Collateral  Put  Provider  and  the  Senior  Swap 
Counterparty  and  (ii)  pari  passu  with  all  unsecured  creditors  of  the  Issuer,  whether  known  or  unknown.  The  Issuer, 
pursuant  to  the  Indenture,  has  pledged  substantially  all  of  its  assets  to  secure  the  Secured  Notes  and  certain  other 
obligations  of  the  Issuer.  The  proceeds  of  such  assets  will  only  be  available  to  make  payments  in  respect  of  the 
Income  Notes  as  and  when  such  proceeds  are  released  from  the  lien  of  the  Indenture  in  accordance  with  the  Priority 
of  Payments.  See  " — Priority  of  Payments." 

Payment.  On  each  Payment  Date,  to  the  extent  funds  are  available  therefor,  and  after  the  Secured  Notes 
and  certain  other  amounts  due  and  payable  on  such  Payment  Date  that  rank  senior  to  payments  on  the  Income  Notes 
have  been  paid  in  full,  Proceeds  will  be  released  from  the  lien  of  the  Indenture  in  accordance  with  the  Priority  of 
Payments  and  paid  to  the  Fiscal  Agent  on  such  Payment  Date  for  payment  to  the  Holders  of  the  Income  Notes.  See 
"—Status  and  Security", " — Interest  on  the  Secured  Notes"  and  "-^Principal." 

Payments  on  any  Income  Note  will  be  made  to  the  person  in  whose  name  such  Income  Note  is  registered  10 
Business  Days'  prior  to  the  applicable  Payment  Date.  Payments  will  be  made  by  wire  transfer  in  immediately 
available  funds  to  a  U.S.  Dollar  account  maintained  by  the  Holder  thereof  appearing  in  the  Income  Notes  Register  in 
accordance  with  wire  transfer  instructions  received  from  such  Holder  by  the  Fiscal  Agent  on  or  before  the  Record 
Date  or,  if  no  wire  transfer  instructions  are  received  by  the  Fiscal  Agent,  by  a  U.S.  Dollar  check  drawn  on  a  bank  in 
the  United  States.  Final  distributions  or  payments  made  in  the  course  of  a  winding  up  of  the  Issuer  will  be  made 
only  against  surrender  of  the  certificate  representing  such  Income  Notes  at  the  office  of  the  Income  Notes  Transfer 
Agent.  The  Income  Notes  Transfer  Agent  will  communicate  or  cause  communications  of  such  distributions  and 
payments  and  the  related  Payment  Date  to  the  Issuer,  the  Fiscal  Agent,  Eurbclear  and  Clearstream. 
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Modification  of  the  Fiscal  Agency  Agreement.  The  Fiscal  Agency  Agreement  may  be  amended  by  the 
Issuer  and  the  Fiscal  Agent  without  the  consent  of  any  of  the  Income  Noteholders  for  any  of  the  following  purposes: 
(i)  to  evidence  the  succession  of  any  person  to  either  the  Issuer  or  Co-Issuer  and  the  assumption  by  any  such 
successor  of  the  covenants  of  the  Issuer  or  Co-Issuer  in  the  Notes,  the  Fiscal  Agency  Agreement  and  the  Indenture; 
(ii)  to  add  to  the  covenants  of  the  Issuers  or  the  Fiscal  Agent  for  the  benefit  of  the  Holders  of  the  Notes  or  to 
surrender  any  right  or  power  conferred  upon  the  Issuers;  (iii)  to  cure  any  ambiguity  or  manifest  error  or  correct  or 
supplement  any  provisions  contained  herein  which  may  be  defective  or  inconsistent  with  any  provision  contained 
herein  or  make  any  modification  that  is  of  a  formal,  minor  or  technical  nature  or  which  is  made  to  correct  a  manifest 
error,  (iv)  to  take  any  action  necessary  or  advisable  to  prevent  the  Issuer,  the  Trustee,  any  Note  Paying  Agents  or  the 
Fiscal  Agent  from  becoming  subject  to  withholding  or  other  taxes,  fees  or  assessments  or  to  prevent  the  Issuer  from 
being  treated  as  engaged  in  a  United  States  trade  or  business  or  otherwise  being  subject  to  United  States  federal, 
state  or  local  income  tax  on  a  net  income  basis;  (v)  to  conform  the  Fiscal  Agency  Agreement  to  the  descriptions 
contained  in  this  Offering  Circular,  (vi)  to  comply  with  any  reasonable  requests  made  by  the  Irish  Stock  Exchange 
in  order  to  list  or  maintain  the  listing  of  any  Notes  on  such  stock  exchange;  or  (vii)  to  make  any  other  change  for  the 
purpose  of  adding  any  provisions  to,  or  changing  in  any  manner  or  eliminating  any  of  the  provisions  of,  the  Fiscal 
Agency  Agreement;  provided,  however  that  such  changes  would  have  no  material  adverse  effect  on  any  of  the 
Notes. 

The  Fiscal  Agency  Agreement  may  also  be  amended  from  time  to  time  by  the  Issuer  and  the  Fiscal  Agent 
with  the  consent  of  a  Majority  of  Income  Noteholders  for  the  purpose  of  adding  any  provisions  to  or  changing  in  any 
manner  or  eliminating  any  of  the  provisions  of  the  Fiscal  Agency  Agreement,  or  of  modifying  in  any  manner  the 
rights  of  the  Income  Noteholders;  provided,  that  no  such  amendment  shall  (i)  reduce  in  any  manner  the  amount  of, 
or  delay  the  timing  of,  or  change  the  allocation  of,  the  payments  on  the  Income  Notes  or  (ii)  reduce  the  voting 
percentage  of  the  Income  Noteholders  required  to  consent  to  any  amendment  to  the  Fiscal  Agency  Agreement,  in 
each  case  without  the  consent  of  the  Income  Noteholders  of  all  of  the  Income  Notes. 

Income  Notes  Register.  The  Fiscal  Agent  will  initially  be  appointed  as  Income  Notes  Transfer  Agent  (in 
such  capacity,  the  "Income  Notes  Transfer  Agent")  for  the  purpose  of  registering  and  administrating  the  transfer  of 
Income  Notes.  The  Income  Notes  Transfer  Agent  shall  maintain  at  its  offices,  a  register  (the  "Income  Notes 
Register")  in  which  it  shall  provide  for  the  registration  of  Income  Notes  and  the  registration  of  transfers  of  Income 
Notes  in  accordance  with  the  Fiscal  Agency  Agreement. 

Notices.  Notices  to  the  Income  Note  holders  will  be  given  by  first  class  mail,  postage  prepaid,  to  the 
registered  holders  of  the  Income  Notes  at  their  addresses  appearing  in  the  Income  Notes  Register.  In  addition,  if  and 
for  so  long  as  any  of  the  Income  Notes  are  listed  on  the  Irish  Stock  Exchange  and  so  long  as  the  rules  of  such 
exchange  so  require,  notices  to  the  Holders  of  such  Income  Notes  shall  also  be  published  by  the  Irish  Listing  Agent 
in  the  official  list  thereof  as  otherwise  required  by  the  rules  of  such  exchange. 

Governing  Law  of  the  Transaction  Documents 

The  Indenture,  the  Fiscal  Agency  Agreement,  the  Notes,  the  Credit  Default  Swap,  the  Senior  Swap,  the 
Collateral  Put  Agreement  and  the  Liquidation  Agency  Agreement  will  be  governed  by,  and  construed  in  accordance 
with,  the  laws  of  the  State  of  New  York  applicable  to  agreements  made  and  to  be  performed  therein  without  regard 
to  the  conflict  of  laws  principles  thereof.  Under  the  Indenture,  the  Fiscal  Agency  Agreement,  the  Senior  Swap 
Agreement,  the  Collateral  Put  Agreement  and  the  Liquidation  Agency  Agreement,  the  Issuers  have  submitted 
irrevocably  to  the  non-exclusive  jurisdiction  of  the  courts  of  the  State  of  New  York  and  the  courts  of  the  United 
States  of  America  in  the  State  of  New  York  (in  each  case  sitting  in  the  County  of  New  York)  for  the  purposes  of 
hearing  and  determining  any  suit,  action  or  proceedings  or  settling  any  disputes  arising  out  of  or  in  connection  with 
the  Indenture,  the  Notes,  the  Fiscal  Agency  Agreement,  the  Senior  Swap  Agreement,  the  Collateral  Put  Agreement 
and  the  Liquidation  Agency  Agreement. 

Form  of  the  Notes 

The  Notes.  Each  Class  of  Notes  (other  than  the  Class  E  Notes  and  the  Income  Notes)  sold  in  reliance  on 
Rule  144A  under  the  Securities  Act  will  be  represented  by  one  or  more  Rule  144A  Global  Notes  and  will  be 
deposited  with  The  Bank  of  New  York  Trust  Company,  National  Association  as  custodian  for  DTC  and  registered  in 
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the  name  of  Cede  &  Co.,  a  nominee  of  DTC.  Each  of  the  Class  E  Notes  and  the  Income  Notes  which  are  sold  either 
to  (1)  a  qualified  institutional  buyer  as  defined  in  Rule  144A  under  the  Securities  Act  purchasing  for  its  own  account 
or  for  the  account  of  a  Qualified  Institution  Buyer  or  (2)  in  the  case  of  the  Income  Notes  only,  an  Accredited 
Investor  who  has  a  net  worth  of  not  less  than  U.S.  $10  million  will  be  issued  in  definitive,  fully  registered  form, 
registered  in  the  name  of  the  owner  thereof  ("Definitive  Notes").  The  Rule  144A  Global  Notes  and  the  Definitive 
Notes  (and  any  Notes  issued  in  exchange  therefor)  will  be  subject  to  certain  restrictions  on  transfer  as  set  forth  under 
"Notice  to  Investors." 

Each  Class  of  Notes  sold  in  offshore  transactions  in  reliance  on  Regulation  S  will  initially  be  represented 
by  a  Temporary  Regulation  S  Global  Note  deposited  on  the  Closing  Date  with  The  Bank  of  New  York  Trust 
Company,  National  Association  as  custodian  for  DTC  and  registered  in  the  name  of  Cede  &.  Co.,  a  nominee  of  DTC, 
for  the  respective  accounts  of  Euroclear  and  Clearstream.  Beneficial  interests  in  a  Temporary  Regulation  S  Global 
Note  may  be  held  only  through  Euroclear  or  Clearstream.  Beneficial  interests  in  a  Temporary  Regulation  S  Global 
Note  will  be  exchanged  for  beneficial  interests  in  a  permanent  Regulation  S  Global  Note  (the  "Regulation  S  Global 
Note")  for  the  related  Class  of  Notes  in  definitive,  fully  registered  form  upon  the  later  of  (i)  the  expiration  of  the 
Distribution  Compliance  Period  and  (ii)  the  first  date  on  which  the  requisite  certifications  (in  the  form  provided  in 
the  Indenture)  are  provided  to  the  Trustee.  The  Regulation  S  Global  Note  will  be  registered  in  the  name  of  Cede  & 
Co.,  a  nominee  of  DTC,  and  deposited  with  The  Bank  of  New  York  Trust  Company,  National  Association  as 
custodian  for  DTC  for  credit  to  the  accounts  of  Euroclear  and  Clearstream  for  the  respective  accounts  of  the  Holders 
of  such  Notes.  Beneficial  interests  in  a  Regulation  S  Global  Note  may  be  held  only  through  Euroclear  or 
Clearstream. 

A  beneficial  interest  in  a  Regulation  S  Global  Npte  or  a  Temporary  Regulation  S  Global  Note  may  be 
transferred,  whether  before  or  after  the  expiration  of  the  Distribution  Compliance  Period,  to  a  U.S.  person  only,  with 
respect  to  the  Class  S  Notes,  the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C  Notes  or  the  Class  D  Notes,  in  the 
form  of  a  beneficial  interest  in  a  Rule  144A  Global  Note,  and,  with  respect  to  any  Regulation  S  Class  E  Notes  or 
Regulation  S  Income  Notes,  in  the  form  of  a  definitive  Class  E  Note  or  Income  Note,  as  applicable,  and  only  upon 
receipt  by  the  Note  Transfer  Agent  or  Income  Notes  Transfer  Agent,  as  applicable,  of  a  written  certification  from  the 
transferor  (in  the  form  provided  in  the  Indenture  or  the  Fiscal  Agency  Agreement,  as  applicable)  to  the  effect  that 
the  transfer  is  being  made  to  a  person  the  transferor  reasonably  believes  is  (a)  a  Qualified  Institutional  Buyer  or, 
solely  in  the  case  of  the  Income  Notes,  an  Accredited  Investor  who  has  a  net  worth  of  not  less  than  U.S.  $10  million 
and  (b)  a  Qualified  Purchaser.  In  addition,  transfers  of  a  beneficial  interest  in  a  Regulation  S  Global  Note  or 
Temporary  Regulation  S  Global  Note  to  a  person  who  takes  delivery  in  the  form  of  an  interest  in  a  Rule  144A 
Global  Note  or,  a  Definitive  Note  in  the  case  of  the  Class  E  Notes  or  the  Income  Notes,  may  occur  only  in 
denominations  greater  than  or  equal  to  the  minimum  denominations  applicable  to  the  Rule  144A  Global  Notes  or  in 
a  principal  amount  of  not  less  than  $250,000. 

A  beneficial  interest  in  a  Rule  144A  Global  Note  may  be  transferred  to  a  person  who  takes  delivery  in  the 
form  of  an  interest  in  a  Temporary  Regulation  S  Global  Note  or  a.  Regulation  S  Global  Note,  as  the  case  may  be, 
whether  during  or  after  the  expiration  of  the  Distribution  Compliance  Period,  only  upon  receipt  by  the  Note 
Registrar  or  Income  Notes  Transfer  Agent,  as  applicable,  of  a  written  certification  from  the  transferor  (in  the  form 
provided  in  the  Indenture)  to  the  effect  that  such  transfer  is  being  made  to  a  non  U.S.  Person  in  accordance  with 
Rule  903  or  904  of  Regulation  S. 

Any  beneficial  interest  in  one  of  the  Global  Notes  that  is  transferred  to  the  person  who  takes  delivery  in  the 
form  of  an  interest  in  another  Global  Note  will,  upon  transfer,  cease  to  be  an  interest  in  such  Global  Note  and 
become  an  interest  in  the  other  Global  Note  and,  accordingly,  will  thereafter  be  subject  to  all  transfer  restrictions  and 
other  procedures  applicable  to  beneficial  interests  in  such  other  Global  Note  for  as  long  as  it  remains  such  interest. 

Except  in  the  limited  circumstances  described  below,  owners  of  beneficial  interests  in  any  Global  Note  will 
not  be  entitled  to  receive  a  Definitive  Note.  The  Notes  are  not  issuable  in  bearer  form. 

Each  Note  will  be  issued  in  minimum  denominations  of  U.S.$250,000  (in  the  case  of  Rule  144A  Notes  and 
in  the  case  of  Income  Notes  sold  to  Accredited  Investors)  and  U.S.$100,000  (in  the  case  of  Regulation  S  Notes)  and 
integral  multiples  of  U.S. $1  in  excess  thereof. 
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Global  Notes.  Upon  the  issuance  of  the  Global  Notes,  DTC  or  its  custodian  will  credit,  on  its  internal 
system,  the  respective  aggregate  original  principal  amount  of  the  individual  beneficial  interests  represented  by  such 
GlobalNotes  to  the  accounts  of  persons  who  have  accounts  with  DTC.  Such  accounts  initially  will  be  designated  by 
or  on  behalf  of  the  Initial  Purchaser.  Ownership  of  beneficial  interests  in  Global  Notes  will  be  limited  to  persons 
who  have  accounts  with  DTC  ("participants")  or  persons  who  hold  interests  through  participants.  Ownership  of 
beneficial  interests  in  a  Global  Note  will  be  shown  on,  and  the  transfer  of  that  ownership  will  be  effected  only 
through,  records  maintained  by  DTC  or  its  nominee  (with  respect  to  interests  of  participants)  and  the  records  of 
participants  (with  respect  to  interests  of  persons  other  than  participants). 

So  long  as  DTC,  or  its  nominee,  is  the  registered  owner  or  Holder  of  the  Global  Notes,  DTC  or  such 
nominee,  as  the  case  may  be,  will  be  considered  the  sole  owner  or  Holder  of  each  Class  of  the  Notes  represented  by 
such  Global  Notes  for  all  purposes  under  the  Indenture  and  such  Notes.  Unless  DTC  notifies  the  Issuers  that  it  is 
unwilling  or  unable  to  continue  as  depositary  for  a  global  note  or  ceases  to  be  a  "Clearing  Agency"  registered  under 
the  Exchange  Act,  owners  of  the  beneficial  interests  in  the  Global  Notes  will  not  be  entitled  to  have  any  portion  of 
such  Global  Notes  registered  in  their  names,  will  not  receive  or  be  entitled  to  receive  physical  delivery  of  Notes  in 
certificated  form  and  will  not  be  considered  to  be  the  owners  or  Holders  of  any  Notes  under  the  Indenture.  In 
addition,  no  beneficial  owner  of  an  interest  in  the  Global  Notes  will  be  able  to  transfer  that  interest  except  in 
accordance  with  DTC's  applicable  procedures  (in  addition  to  those  under  the  Indenture  referred  to  herein  and,  if 
applicable,  those  of  Euroclear  and  Clearstream). 

Investors  may  hold  their  interests  in  a  Regulation  S  Global  Note  or  a  Temporary  Regulation  S  Global  Note 
directly  through  Clearstream  or  Euroclear,  if  they  are  participants  in  these  systems,  or  indirectly  through 
organizations  which  are  participants  in  these  systems.  Clearstream  and  Euroclear  will  hold  interests  in  the 
Regulation  S  Global  Notes  on  behalf  of  their  participants  through  their  respective  depositaries,  which  in  turn  will 
hold  the  interests  in  the  Regulation  S  Global  Notes  and  Temporary  Regulation  S  Global  Notes  in  customers' 
securities  accounts  in  the  depositories'  names  on  the  books  of  DTC.  Investors  may  hold  their  interests  in  a  Rule 
144  A  Global  Note  directly  through  DTC  if  they  are  participants  in  the  system,  or  indirectly  through  organizations 
which  are  participants  in  the  system. 

Payments  of  the  principal  of  and  interest  on  the  Global  Notes  will  be  made  to  DTC  or  its  nominee,  as  the 
registered  owner  thereof.  Neither  the  Issuers,  the  Trustee  nor  any  paying  agent  will  have  any  responsibility  or 
liability  for  any  aspect  of  the  records  relating  to  or  payments  made  on  account  of  beneficial  ownership  interests  in 
the  Global  Notes  or  for  any  notice  permitted  or  required  to  be  given  to  Holders  of  Notes  or  any  consent  given  or 
actions  taken  by  DTC  as  Holder  of  Notes.  The  Issuers  expect  that  DTC  or  its  nominee,  upon  receipt  of  any  payment 
of  principal  or  interest  in  respect  of  a  Global  Note  representing  any  Notes  held  by  it  or  its  nominee,  will  immediately 
credit  participants'  accounts  with  payments  in  amounts  proportionate  to  their  respective  interests  in  the  principal 
amount  of  such  Global  Notes  as  shown  on  the  records  of  DTC  or  its  nominee.  The  Issuers  also  expect  that  payments 
by  participants  to  owners  of  interests  in  such  Global  Notes  held  through  such  participants  will  be  governed  by 
standing  instructions  and  customary  practices,  as  is  now  the  case  with  securities  held  for  the  accounts  of  customers 
registered  in  the  names  of  nominees  for  such  customers.  Such  payments  will  be  the  responsibility  of  such 
participants. 

Transfers  between  participants  will  be  effected  in  the  ordinary  way  in  accordance  with  DTC  rules  and  will 
be  settled  in  same-day  funds.  The  laws  of  some  jurisdictions  require  that  certain  persons  take  physical  delivery  of 
securities  in  definitive  form.  Consequently,  the  ability  to  transfer  beneficial  interests  in  Global  Notes  to  these 
persons  may  be  limited.  Because  DTC  can  only  act  on  behalf  of  participants,  who  in  turn  act  on.behalf  of  indirect 
participants  and  certain  banks,  the  ability  of  a  person  having  a  beneficial  interest  in  Global  Notes  to  pledge  its 
interest  to  persons  or  entities  that  do  not  participate  in  the  DTC  system,  or  otherwise  take  actions  in  respect  of  its 
interest,  may  be  affected  by  the  lack  of  a  physical  certificate  of  the  interest.  Transfers  between  account  holders  in 
Euroclear  and  Clearstream  will  be  effected  in  the  ordinary  way  in  accordance  with  their  respective  rules  and 
operating  procedures. 

Subject  to  compliance  with  the  transfer  restrictions  applicable  to  the  Notes  described  above,  cross-market 
transfers  between  DTC  participants,  on  the  one  hand,  and,  directly  or  indirectly  through  Euroclear  or  Clearstream 
account  holders,  on  the  other,  will  be. effected  in  DTC  in  accordance  with  DTC  rules  on  behalf  of  Euroclear  or 
Clearstream,  as  the  case  may  be,  by  its  respective  depositary;  however,  these  cross-market  transactions  will  require 
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delivery  of  instructions  to  Euroclear  or  Clearstream,  as  the  ease  may  be,  by  the  counterparty  in  the  system  in 
accordance  with  its  rules  and  procedures  and  within  its  established  deadlines  (Brussels  time).  Euroclear  or 
Clearstream  as  the  case  may  be,  will,  if  the  transaction  meets  its  settlement  requirements,  deliver  instructions  to  its 
respective  depositary  to  take  action  to  effect  final  settlement  on  its  behalf  by  delivering  or  receiving  interests  in  a 
Temporary  Regulation  S  Global  Note  or  a  Regulation  S  Global  Note  in  DTC,  and  making  or  receiving  payment  in 
accordance  with  normal  procedures  for  a  same-day  funds  settlement  applicable  to  DTC.  Clearstream  and  Euroclear 
account  holders  may  not  deliver  instructions  directly  to  the  depositaries  for  Clearstream  or  Euroclear. 

Because  of  time  zone  differences,  the  securities  account  of  a  Euroclear  or  Clearstream  participant 
purchasing  an  interest  in  a  Global  Note  from  a  DTC  participant  will  be  credited  during  the  securities  settlement 
processing  day  (which  must  be  a  Business  Day  for  Euroclear  or  Clearstream,  as  the  case  may  be)  immediately 
following  the  DTC  settlement  date  and  the  credit  of  any  transactions  in  interests  in  a  Global  Note  settled  during  the 
processing  day  will  be  reported  to  the  relevant  Euroclear  or  Clearstream  participant  on  that  day.  Cash  received  in 
Euroclear  or  Clearstream  as  a  result  of  sales  of  interests  in  a  Global  Note  by  or  through  a  Euroclear  or  Clearstream 
participant  to  a  DTC  participant  will  be  received  with  value  on  the  DTC  settlement  date  but  will  be  available  in  the 
relevant  Euroclear  or  Clearstream  cash  account  only  as  of  the  Business  Day  following  settlement  in  DTC. 

DTC  has  advised  the  Issuers  that  it  will  take  any  action  permitted  to  be  taken  by  a  Holder  of  the  Notes 
(including  the  presentation  of  the  applicable  Notes  for  exchange  as  described  below)  only  at  the  direction  of  one  or 
more  participants  to  whose  account  with  DTC  interests  in  a  Global  Note  are  credited  and  only  in  respect  of  that 
portion  of  the  aggregate  principal  amount  of  the  Notes  as  to  which  the  participant  or  participants  has  or  have  given 
direction. 

The  giving  of  notices  and  other  communications  by  DTC  to  participants,  by  participants  to  persons  who 
hold  accounts  with  them  and  by  such  persons  to  Holders  of  beneficial  interests  in  a  Global  Note  will  be  governed  by 
arrangements  between  them,  subject  to  any  statutory  or  regulatory  requirements  as  may  exist  from  time  to  time. 

DTC  has  advised  the  Issuers  as  follows:  DTC  is  a  limited  purpose  trust  company  organized  under  the  laws 
of  the  State  of  New  York,  a  member  of  the  Federal  Reserve  System,  a  "clearing  corporation"  within  the  meaning  of 
the  Uniform  Commercial  Code  and  a  "Clearing  Agency"  registered  pursuant  to  the  provisions  of  Section  17A  of  the 
Exchange  Act.  DTC  was  created  to  hold  securities  for  its  participants  and  facilitate  the  clearance  and  settlement  of 
securities  transactions  between  participants  through  electronic  book-entry  changes  in  accounts  of  its  participants 
thereby  eliminating  the  need  for  physical  movement  of  certificates.  Participants  include  securities  brokers  and 
dealers  banks,  trust  companies  and  clearing  corporations  and  may  include  certain  other  organizations.  Indirect 
access  'to  the  DTC  system  is  available  to  others  such  as  banks,  brokers,  dealers  and  trust  companies  that  clear 
through  or  maintain  a  custodial  relationship  with  a  participant,  either  directly  or  indirectly  ("indirect  participants"). 

Clearstream.  Clearstream  Banking,  societi  anonyme,  was  incorporated  as  a  limited  liability  company 
under  Luxembourg  law.  Clearstream  is  owned  by  Cedel  International,  soci6t6  anonyme,  and  Deutsche  B5rse  AG. 
The  shareholders  of  these  two  entities  are  banks,  securities  dealers  and  financial  institutions. 

Clearstream  holds  securities  for  its  customers  and  facilitates  the  clearance  and  settlement  of  securities 
transactions  between  Clearstream  customers  through  electronic  book-entry  changes  in  accounts  of  Clearstream 
customers,  thus  eliminating  the  need  for  physical  movement  of  certificates.  Clearstream  provides  to  its  customers 
among  other  things,  services  for  safekeeping,  administration,  clearance  and  settlement  of  internationally  traded 
securities,  securities  lending  and  borrowing  and  collateral  management.  Clearstream  interfaces  with  domestic 
markets  in  a  number  of  countries.  Clearstream  has  established  an  electronic  bridge  with  Euroclear  Bank  S.A./N.V., 
the  operator  of  the  Euroclear  System,  to  facilitate  settlement  of  trades  between  Clearstream  and  Euroclear. 

As  a  registered  bank  in  Luxembourg,  Clearstream  is  subject  to  regulation  by  the  Luxembourg  Commission 
for  the  Supervision  of  the  Financial  Sector.  Clearstream  customers  are  recognized  financial  institutions  around  the 
world  including  underwriters,  securities  brokers  and  dealers,  banks,  trust  companies  and  clearing  corporations.  In 
the  United  States  Clearstream  customers  are  limited  to  securities  brokers  and  dealers  and  banks  and  may  include  the 
Initial  Purchaser.'  Other  institutions  that  maintain  a  custodial  relationship  with  a  Clearstream  customer  may  obtain 
indirect  access  to  Clearstream.  Clearstream  is  an  indirect  participant  in  DTC. 
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Distributions  with  respect  to  the  Notes  held  beneficially  through  Clearstream  will  be  credited  to  cash 
accounts  of  Clearstream  customers  in  accordance  with  its  rules  and  procedures,  to  the  extent  received  by 
Clearstream. 

The  Euroclear  System.  The  Euroclear  System  was  created  in  1968  to  hold  securities  for  participants  of  the 
Euroclear  System  and  to  clear  and  settle  transactions  between  Euroclear  participants  through  simultaneous  electronic 
book-entry  delivery  against  payment,  thus  eliminating  the  need  for  physical  movement  of  certificates  and  risk  from 
lack  of  simultaneous  transfers  of  securities  and  cash.  Transactions  may  now  be  settled  in  many  currencies,  including 
U.S.  Dollars  and  Japanese  Yen.  The  Euroclear  System  provides  various  other  services,  including  securities  lending 
and  borrowing  and  interfaces  with  domestic  markets  in  several  countries  generally  similar  to  the  arrangements  for 
cross-market  transfers  with  DTC  described  above. 

The  Euroclear  System  is  operated  by  Euroclear  Bank  S.A./N.V.  (the  "Euroclear  Operator"),  under  contract 
with  Euroclear  Clearance  System  pic,  a  U.K.  corporation  (the  "Euroclear  Clearance  System").  The  Euroclear 
Operator  conducts  all  operations,  and  all  Euroclear  securities  clearance  accounts  and  Euroclear  cash  accounts  are 
accounts  with  the  Euroclear  Operator,  not  the  Euroclear  Clearance  System.  The  Euroclear  Clearance  System 
establishes  policy  for  the  Euroclear  System  on  behalf  of  Euroclear  participating  organizations.  Euroclear 
participants  include  banks  (including  central  banks),  securities  brokers  and  dealers  and  other  professional  financial 
intermediaries  and  may  include  the  Initial  Purchaser.  Indirect  access  to  the  Euroclear  System  is  also  available  to 
other  firms  that  clear  through  or  maintain  a  custodial  relationship  with  a  Euroclear  participant,  either  directly  or 
indirectly.  Euroclear  is  an  indirect  participant  in  DTC. 

The  Euroclear  Operator  is  a  Belgian  bank.  The  Belgian  Banking  Commission  regulates  and  examines  the 
Euroclear  Operator. 

The  Terms  and  Conditions  Governing  Use  of  Euroclear  and  the  related  Operating  Procedures  of  the 
Euroclear  System  and  applicable  Belgian  law  govern  securities  clearance  accounts  and  cash  accounts  with  the 
Euroclear  Operator.  Specifically,  these  terms  and  conditions  govern: 

(a)  transfers  of  securities  and  cash  within  the  Euroclear  System; 

(b)  withdrawal  of  securities  and  cash  from  the  Euroclear  System;  and 

(c)  receipts  of  payments  with  respect  to  securities  in  the  Euroclear  System. 

All  securities  in  the  Euroclear  System  are  held  on  a  fungible  basis  without  attribution  of  specific  certificates 
to  specific  securities  clearance  accounts.  The  Euroclear  Operator  acts  under  the  terms  and  conditions  only  on  behalf 
of  Euroclear  participants  and  has  no  record  of  or  relationship  with  persons  holding  securities  through  Euroclear 
participants. 

Distributions  with  respect  to  Notes  held  beneficially  through  Euroclear  will  be  credited  to  the  cash  accounts 
of  Euroclear  participating  organizations  in  accordance  with  the  Euroclear  Terms  and  Conditions,  to  the  extent 
received  by  the  Euroclear  Operator  and  by  Euroclear. 

Although  DTC,  Clearstream  and  Euroclear  have  agreed  to  the  foregoing  procedures  in  order  to  facilitate 
transfers  of  interests  in  the  Regulation  S  Global  Notes  and  in  the  Rule  144A  Global  Notes  among  participants  of 
DTC,  Clearstream  and  Euroclear,  they  are  under  no  obligation  to  perform  or  continue  to  perform  these  procedures, 
and  the  procedures  may  be  discontinued  at  any  time.  Neither  the  Issuers  nor  the  Trustee  will  have  any  responsibility 
for  the  performance  by  DTC,  Clearstream,  Euroclear  or  their  respective  participants  or  indirect  participants  of  their 
respective  obligations  under  the  rules  and  procedures  governing  their  operations. 

Payments;  Certifications  by  Holders  of  Temporary  Regulation  S  Global  Notes.  A  Holder  of  a  beneficial 
interest  in  a  Temporary  Regulation  S  Global  Note  must  provide  Clearstream  or  Euroclear,  as  the  case  may  be,  with  a 
certificate  in  the  form  required  by  the  Indenture  certifying  that  the  beneficial  owner  of  the  interest  in  such  Global 
Nole  is  not  a  U.S.  Person  (as  defined  in  Regulation  S),  and  Clearstream  or  Euroclear,  as  the  case  may  be,  must 
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provide  to  the  Trustee  a  certificate  in  the  form  required  by  the  Indenture  prior  to  (i)  the  payment  of  interest  or 
principal  with  respect  to  such  Holder's  beneficial  interest  in  the  Temporary  Regulation  S  Global  Note  and  (ii)  any 
exchange  of  such  beneficial  interest  for  a  beneficial  interest  in  a  Regulation  S  Global  Note. 

Individual  Definitive  Notes.  The  Class  S  Notes,  the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C  Notes, 
the  Class  D  Notes,  the  Regulation  S  Class  E  Notes  and  the  Regulation  S  Income  Notes  will  be  initially  issued  in 
global  form.  The  Class  E  Notes  (other  than  the  Regulation  S  Class  E  Notes)  and  the  Income  Notes  (other  than  the 
Regulation  S  Income  Notes)  will  not  be  global  and  will  be  represented  by  one  or  more  Definitive  Notes.  If  DTC  or 
any  successor  to  DTC  advises  the  Issuer  in  writing  that  it  is  at  any  time  unwilling  or  unable  to  continue  as  a 
depositary  for  the  reasons  described  in  "—Global  Notes"  and  a  successor  depositary  is  not  appointed  by  the  Issuers 
within  90  days  or  as  a  result  of  any  amendment  to  or  change  in,  the  laws  or  regulations  of  the  Cayman  Islands  or  the 
State  of  Delaware,  as  applicable,  or  of  any  authority  therein  or  thereof  having  power  to  tax  or  in  the  interpretation  or 
administration.of  such  laws  or  regulations  which  become  effective  on  or  after  the  Closing  Date,  the  Issuers,  the  Note 
Paying  Agent  or  the  Fiscal  Agent  is  or  will  be  required  to  make  any  deduction  or  withholding  from  any  payment  in 
respect  of  the  Notes  which  would  not  be  required  if  the  Notes  were  in  definitive  form  and  the  Issuers  will  issue 
Definitive  Notes  in  registered  form  in  exchange  for  the  Regulation  S  Global  Notes  and  the  Rule  144A  Global  Notes, 
as  the  case  may  be.  Upon  receipt  of  such  notice  from  DTC,  the  Issuers  will  use  their  best  efforts  to  make 
arrangements  with  DTC  for  the  exchange  of  interests  in  the  Global  Notes  for  individual  Definitive  Notes  and  cause 
the  requested  individual  Definitive  Notes  to  be  executed  and  delivered  to  the  Note  Registrar  or  Income  Notes 
Transfer  Agent,  as  applicable,  in  sufficient  quantities  and  authenticated  by  or  on  behalf  of  the  Note  Transfer  Agent 
or  Income  Notes  Transfer  Agent,  as  applicable,  for  delivery  to  Holders  of  the  Notes.  Persons  exchanging  interests  in 
a  Global  Note  for  individual  Definitive  Notes  will  be  required  to  provide  to  the  Note  Transfer  Agent  or  the  Income 
Notes  Transfer  Agent,  as  applicable,  through  DTC,  Clearstream  or  Euroclear,  (i)  written  instructions  and  other 
information  required  by  the  Issuers,  the  Note  Transfer  Agent  and  the  Income  Notes  Transfer  Agent  to  complete, 
execute  and  deliver  such  individual  Definitive  Notes,  (ii)  in  the  case  of  an  exchange  of  an  interest  in  a  Rule  144A 
Global  Note,  such  certification  as  to  (a)  Qualified  Institutional  Buyer  status  or,  solely  in  the  case  of  the  Income 
Notes,  as  to  Accredited  Investor  status  and  (b)  that  such  Holder  is  a  Qualified  Purchaser,  as  the  Issuers  shall  require 
and  (iii)  in  the  case  of  an  exchange  of  an  interest  in  a  Regulation  S  Global  Note,  such  certification  as  the  Issuers 
shall  require  as  to  non-U.S.  Person  status.  In  all  cases,  individual  Definitive  Notes  delivered  in  exchange  for  any 
Global  Note  or  beneficial  interests  therein  will  be  registered  in  the  names,  and  issued  in  denominations  in 
compliance  with  the  minimum  denominations  specified  for  the  applicable  Global  Notes,  requested  by  DTC. 

Individual  Definitive  Notes  will  bear,  and  be  subject  to,  such  legend  as  the  Issuers  require  in  order  to  assure 
compliance  with  any  applicable  law.  Individual  Definitive  Notes  will  be  transferable  subject  to  the  minimum 
denomination  applicable  to  the  Rule  144A  Global  Notes  and  Regulation  S  Global  Notes,  in  whole  or  in  part,  and 
exchangeable  for  individual  Definitive  Notes  of  the  same  Class  at  the  office  of  the  Note  Paying  Agent,  Note 
Transfer  Agent,  Income  Notes  Transfer  Agent  or  the  office  of  any  transfer  agent,  upon  compliance  with  the 
requirements  set  forth  in  the  Indenture  or  the  Fiscal  Agency  Agreement,  as  applicable.  Individual  Definitive  Notes 
may  be  transferred  through  any  transfer  agent  upon  the  delivery  and  duly  completed  assignment  of  such  Notes. 
Upon  transfer  of  any  individual  Definitive  Note  in  part,  the  Note  Transfer  Agent  or  Income  Notes  Transfer  Agent,  as 
applicable,  will  issue  in  exchange  therefor  to  the  transferee  one  or  more  individual  Definitive  Notes  in  the  amount 
being  so  transferred  and  will  issue  to  the  transferor  one  or  more  individual  Definitive  Notes  in  the  remaining  amount 
not  being  transferred.  No  service  charge  will  be  imposed  for  any  registration  of  transfer  or  exchange,  but  payment 
of  a  sum  sufficient  to  cover  any  tax  or  other  governmental  charge  may  be  required.  The  Holder  of  a  restricted 
individual  Definitive  Note  may  transfer  such  Note,  subject  to  compliance  with  the  provisions  of  the  legend  thereon. 
Upon  the  transfer,  exchange  or  replacement  of  Notes  bearing  the  legend,  or  upon  specific  request  for  removal  of  the 
legend  on  a  Note,  the  Issuer  will  deliver  only  Notes  that  bear  such  legend,  or  will  refuse  to  remove  such  legend,  as 
the  case  may  be,  unless  there  is  delivered  to  the  Issuer  such  satisfactory  evidence,  which  may  include  an  opinion  of 
counsel,  as  may  reasonably  be  required  by  the  Issuer  that  neither  the  legend  nor  the  restrictions  on  transfer  set  forth 
therein  are  required  to  ensure  compliance  with  the  provisions  of  the  Securities  Act  and  the  Investment  Company 
Act.  Payments  of  principal  and  interest  on  individual  Definitive  Notes  shall  be  payable  by  the  Note  Paying  Agents 
or  the  Fiscal  Agent,  as  applicable,  by  U.S.  Dollar  check  drawn  on  a  bank  in  the  United  States  of  America  and  sent 
by  mail  to  the  registered  Holder  thereof,  by  wire  transfer  in  immediately  available  funds.  In  addition,  if  and  for  so 
long  as  any  Notes  are  listed  on  the  Irish  Stock  Exchange  and  the  rules  of  such  exchange  shall  so  require,  in  the  case 
of  a  transfer  or  exchange  of  individual  Definitive  Notes,  a  Holder  thereof  may  effect  such  transfer  or  exchange  by 
presenting  such  Notes  at,  and  obtaining  a  new  individual  Definitive  Note  from  the  office  of  the  Irish  Paying  Agent, 
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in  the  case  of  a  transfer  of  only  a  part  of  an  individual  Definitive  Note,  a  new  individual  Definitive  Note  in  respect 
of  the  balance  of  the  principal  amount  of  the  individual  Definitive  Note  not  transferred  will  be  delivered  at  the  office 
of  the  Irish  Stock  Exchange  and  in  the  case  of  a  replacement  of  any  lost,  stolen,  mutilated  or  destroyed  individual 
Definitive  Notes,  a  Holder  thereof  may  obtain  a  new  individual  Definitive  Note  from  the  Irish  Paying  Agent. 

The  Class  E  Notes.  The  Regulation  S  Class  E  Notes  will  initially  be  in  global  form.  The  Class  E  Notes 
(other  than  Regulation  S  Class  E  Notes)  will  not  be  global  and  will  be  represented  by  one  or  more  notes  in  definitive 
form.  All  Class  E  Notes  will  be  subject  to  certain  restrictions  on  transfer  as  set  forth  under  "Notice  to  Investors." 

The  Class  E  Notes  may  be  transferred  only  (i)  upon  receipt  by  the  Issuer  and  Note  Transfer  Agent  of  a 
Class  E  Notes  Purchase  and  Transfer  Letter  to  the  effect  that  the  transfer  is  being  made  to  a  Qualified  Institutional 
Buyer  that  has  acquired  an  interest  in  the  Class  E  Notes  in  a  transaction  meeting  the  requirements  of  Rule  144A  who 
is  also  a  Qualified  Purchaser  or  (ii)  to  a  non-U.S.  Person  in  an  offshore  transaction  complying  with  Rule  903  or  Rule 
904  of  Regulation  S.  The  transferee  of  a  Class  E  Note  (other  than  a  Regulation  S  Class  E  Note)  must  also  make 
certain  other  representations  applicable  to  such  transferee,  as  set  forth  in  the  Class  E  Notes  Purchase  and  Transfer 
Letter. 

Each  Purchaser  of  a  Regulation  S  Class  E  Note  will  be  deemed  by  its  purchase  to  have  represented  and 
warranted  as  set  forth  under  "Notice  to  Investors." 

Payments  on  the  Class  E  Notes  on  any  Payment  Date  will  be  made  to  the  person  in  whose  name  the 
relevant  Note  is  registered  as  of  the  close  of  business  10  Business  Days  prior  to  such  Payment  Date. 

The  Income  Notes.  The  Regulation  S  Income  Notes  will  initially  be  in  global  form.  The  Income  Notes 
(other  than  Regulation  S  Income  Notes)  will  not  be  global  and  will  be  represented  by  one  or  more  Income  Note 
Certificates  in  definitive  form.  All  Income  Notes  will  be  subject  to  certain  restrictions  on  transfer  as  set  forth  under 
"Notice  to  Investors." 

Income  Notes  may  be  transferred  only  (i)  upon  receipt  by  the  Issuer  and  Income  Notes  Transfer  Agent  of 
an  Income  Notes  Purchase  and  Transfer  Letter  to  the  effect  that  the  transfer  is  being  made  (a)  to  a  Qualified 
Institutional  Buyer  that  has  acquired  an  interest  in  the  Income  Notes  in  a  transaction  meeting  the  requirements  of 
Rule  I44A  or  (b)  to  an  Accredited  Investor  having  a  net  worth  of  not  less  than  U.S.S10  million  in  a  transaction 
exempt  from  registration  under  the  Securities  Act,  who  is  a  Qualified  Purchaser  or  (ii)  to  a  non-U.S.  Person  in  an 
offshore  transaction  complying  with  Rule  903  or  Rule  904  of  Regulation  S.  The  transferee  of  an  Income  Note  (other 
than  a  Regulation  S  Income  Note)  must  also  make  certain  other  representations  applicable  to  such  transferee,  as  set 
forth  in  the  Income  Notes  Purchase  and  Transfer  Letter. 

Each  Purchaser  of  a  Regulation  S  Income  Note  will  be  deemed  by  its  purchase  to  have  represented  and 
warranted  as  set  forth  under  "Notice  to  Investors." 

Payments  on  the  Income  Notes  on  any  Payment  Date  will  be  made  to  the  person  in  whose  name  the 
relevant  Income  Note  is  registered  in  the  Income  Notes  Register  as  of  the  close  of  business  10  Business  Days  prior 
to  such  Payment  Date. 

USE  OF  PROCEEDS 

The  gross  proceeds  associated  with  the  offering  of  the  Notes  are  expected  to  equal  approximately 
U.S.$837,000,000.  Approximately  U.S.S3 1,800,000  of  such  gross  proceeds  will  be  applied  by  the  Issuer  to  pay 
upfront  fees  and  expenses  associated  with  the  offering  of  the  Notes.  On  the  Closing  Date  or  promptly  thereafter  as 
is  consistent  with  customary  settlement  procedures,  pursuant  to  agreements  to  purchase  entered  into  on  or  before  the 
Closing  Date,  the  Issuer  will  apply  the  net  proceeds  to  purchase  the  Collateral  Securities  and  Eligible  Investments 
described  herein  having  an  aggregate  Principal  Balance  of  approximately  U.S.$800,000,000  and  will  have  entered 
into  the  Credit  Default  Swap,  the  Collateral  Put  Agreement  and  the  Senior  Swap.  In  addition,  on  the  Closing  Date, 
approximately  U.S.$200,000  of  the  net  proceeds  from  the  issuance  of  the  Notes  will  be  deposited  into  the  Expense 
Reserve  Account. 
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RATINGS  OF  THE  NOTES 

It  is  a  condition  to  the  issuance  of  the  Notes  that  the  Class  S  Notes,  the  Class  A-f  Notes  and  the  Class  A-b 
Notes  be  rated  "Aaa"  by  Moody's  and  "AAA"  by  S&P,  that  the  Class  B  Notes  be  rated  at  least  "Aa2"  by  Moody's 
and  at  least  "AA"  by  S&P,  that  the  Class  C  Notes  be  rated  at  least  "A2"  by  Moody's  and  at  least  "A"  by  S&P,  that 
the  Class  D  Notes  be  rated  at  least  "Baa2"  by  Moody's  and  at  least  "BBB"  by  S&P  and  that  the  Class  E  Notes  be 
issued  with  a  rating  of  at  least  "Bal"  by  Moody's  and  at  least  "BB+"  by  S&P.  The  Income  Notes  will  not  be  rated 
by  either  Rating  Agency.  It  is  also  a  condition  to  the  issuance  of  the  Notes  that  the  Senior  Swap  be  assigned  a  rating 
of  "Aaa"  by  Moody's  and  "AAA"  by  S&P.  A  rating  is  not  a  recommendation  to  buy,  sell  or  hold  securities  and  may 
be  subject  to  revision  or  withdrawal  at  any  time. 

If  and  for  so  long  as  any  Class  of  Notes  is  listed  on  the  Irish  Stock  Exchange,  the  Trustee  will  inform  the 
Irish  Paying  Agent  if  any  rating  assigned  to  any  Class  of  Notes  is  reduced  or  withdrawn. 

Moody's  Ratings 

The  ratings  assigned  to  the  Secured  Notes  and  the  Senior  Swap  by  Moody's  are  based  upon  its  assessment 
of  the  probability  that  the  Credit  Default  Swap  and  the  Collateral  Assets  will  provide  sufficient  funds  to  pay  such 
Secured  Notes  and  Senior  Swap,  based  largely  upon  Moody's  statistical  analysis  of  historical  default  rates  on  debt 
obligations  with  various  ratings,  expected  recovery  rates  on  the  Reference  Obligations  and  the  Collateral  Assets,  the 
asset  and  interest  coverage  required  for  such  Secured  Notes  and  Senior  Swap  (which  is  achieved  through  the 
subordination  of  more  junior  Notes),  and  the  diversification  requirements  that  the  Pledged  Assets  must  satisfy. 

Moody's  rating  of  (i)  the  Senior  Swap,  the  Class  S  Notes,  the  Class  A  Notes  and  the  Class  B  Notes 
addresses  the  ultimate  cash  receipt  of  all  required  principal  payments  or  complete  reduction  of  the  Outstanding 
Notional  Amount  of  the  Senor  Swap  and  the  timely  cash  receipt  of  all  interest  or  premium  payments  as  provided  in 
the  governing  documents  and  (ii)  the  Class  C  Notes,  the  Class  D  Notes  and  the  Class  E  Notes  addresses  the  ultimate 
cash  receipt  of  all  required  interest  and  principal  payments  as  provided  in  the  governing  documents.  Moody  s 
ratings  are  based  on  the  expected  loss  posed  to  the  Holders  of  the  Notes  relative  to  the  promise  of  receiving  the 
present  value,  calculated  using  a  discounted  rate  equal  to  the  promised  interest  rate  of  such  payments.  Moody's 
analyzes  the  likelihood  that  each  debt  obligation  included  in  the  portfolio  will  default,  based  on  historical  default 
rates  for  similar  debt  obligations,  the  historical  volatility  of  such  default  rates  (which  increases  as  securities  with 
lower  ratings  are  added  to  the  portfolio)  and  an  additional  default  assumption  to  account  for  future  fluctuations  in 
defaults.  Moody's  then  determines  the  level  of  credit  protection  necessary  to  achieve  the  expected  loss  associated 
with  the  rating  of  the  structured  securities,  taking  into  account  the  potential  recovery  value  of  the  Pledged  Assets  and 
the  expected  volatility  of  the  default  rate  of  the  portfolio  based  on  the  level  of  diversification  by  issuer  and  industry. 

In  addition  to  these  quantitative  tests,  Moody's  ratings  take  into  account  qualitative  features  of  a 
transaction,  including  the  experience  of  the  Liquidation  Agent,  the  legal  structure  and  the  risks  associated  with  such 
structure,  its  view  as  to  the  quality  of  the  participants  in  the  transaction  and  other  factors  that  it  deems  relevant. 

S&P  Ratings 

S&P  will  rate  the  Senior  Swap  and  the  Secured  Notes  in  a  manner  similar  to  the  manner  in  which  it  rates 
other  structured  issues.  The  ratings  assigned  to  the  Senior  Swap,  the  Class  S  Notes,  the  Class  A  Notes  and  the 
Class  B  Notes  by  S&P  address  the  likelihood  of  the  timely  payment  of  interest  or  premium  and  the  ultimate  payment 
of  principal  on  such  Secured  Notes  or  complete  reduction  of  the  Outstanding  Notional  Amount  of  the  Senior  Swap. 
The  ratings  assigned  to  the  Class  C  Notes  and  the  Class  D  Notes  by  S&P  address  the  likelihood  of  the  ultimate 
payment  of  interest  and  principal  on  such  Secured  Notes.  This  requires  an  analysis  of  the  following:  (i)  credit 
quality  of  the  Pledged  Assets  securing  the  Secured  Notes;  (ii)  cash  flow  used  to  pay  liabilities  and  the  priorities  of 
these  payments;  and  (iii)  legal  considerations.  Based  on  these  analyses,  S&P  determines  the  necessary  level  of 
credit  enhancement  needed  to  achieve  a  desired  rating.  ..  --,     ■  -- 

S&P's  analysis  includes  the  application  of  its  proprietary  default  expectation  computer  model,  the  Standard 
&  Poor's  CDO  Monitor  (which  will  be  provided  to  the  Issuer),  which  is  used  to  estimate  the  default  rate  the 
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portfolio  is  likely  to  experience.  The  Standard  &  Poor's  CDO  Monitor  calculates  the  projected  cumulative  default 
rate  of  a  pool  of  collateral  consistent  with  a  specified  benchmark  rating  level  based  upon  S&P's  proprietary 
corporate  debt  default  studies.  The  Standard  &  Poor's  CDO  Monitor  takes  into  consideration  the  rating  of  each 
issuer  or  obligor,  the  number  of  issuers  or  obligors,  the  issuer  or  obligor  industry  concentration  and  the  remaining 
weighted  average  maturity  of  each  of  the  Reference  Obligations  included  in  the  Reference  Portfolio.  The  risks 
posed  by  these  variables  are  accounted  for  by  effectively  adjusting  the  necessary  default  level  needed  to  achieve  a 
desired  rating.  The  higher  the  desired  rating,  the  higher  the  level  of  defaults  the  portfolio  must  withstand. 

Credit  enhancement  to  support  a  particular  rating  is  then  provided  based,  in  part,  on  the  results  of  the 
Standard  &  Poor's  CDO  Monitor,  as  well  as  other  more  qualitative  considerations  such  as  legal  issues  and 
management     capabilities.  Credit     enhancement     is     typically     provided     by     a     combination     of 

overcollateralization/subordination,  cash  collateral/reserve  account,  excess  spread/interest  and  amortization.  A 
transaction-specific  cash  flow  model  (the  'Transaction-Specific  Cash  Flow  Model")  is  used  to  evaluate  the  portfolio 
and  determine  whether  it  can  withstand  an  estimated  level  of  default  while  fully  repaying  the  class  of  debt  under 
consideration. 

There  can  be  no  assurance  that  actual  loss  on  the  Pledged  Assets  will  not  exceed  those  assumed  in  the 
application  of  the  Standard  &  Poor's  CDO  Monitor  or  that  recovery  rates  and  the  timing  of  recovery  with  respect 
thereto  will  not  differ  from  those  assumed  in  the  Transaction-Specific  Cash  Flow  Model.  The  Issuers  make  no 
representation  as  to  the  expected  rate  of  defaults  on  the  portfolio  or  as  to  the  expected  timing  of  any  defaults  that 
may  occur. 

S&P's  rating  of  the  Notes  will  be  established  under  various  assumptions  and  scenario  analyses.  There  can 
be  no  assurance,  and  no  representation  is  made,  that  actual  defaults  on  the  Pledged  Assets  will  not  exceed  those  in 
S&P's  analysis,  or  that  recovery  rates  with  respect  thereto  (and,  consequently,  loss  rates)  will  not  differ  from  those 
in  S&P's  analysis. 

THE  CREDIT  DEFAULT  SWAP 

General 

The  following  description  of  the  Credit  Default  Swap  is  a  summary  of  certain  provisions  of  the  Credit 
Default  Swap  but  does  not  purport  to  be  complete  and  prospective  investors  must  refer  to  the  Credit  Default  Swap 
for  more  detailed  information  regarding  the  Credit  Default  Swap.  Copies  of  the  Master  Agreement  and  the  Master 
Confirmation  will  be  available  to  investors  from  the  Trustee.  Capitalized  terms  not  otherwise  defined  in  this  section 
will  have  the  meanings  set  forth  in  the  Master  Agreement  and  Master  Confirmation. 

The  Credit  Default  Swap  will  be  structured  as  a  "pay-as-you-go"  credit  default  swap  and  will  be 
documented  pursuant  to  a  1992  ISDA  Master  Agreement  (Multicurrency-Cross  Border),  including  the  Schedule 
thereto  (the  "Master  Agreement"),  between  the  Issuer  and  the  Credit  Protection  Buyer  along  with  a  confirmation 
(the  "Master  Confirmation")  evidencing  a  transaction  with  respect  to  each  Reference  Obligation  in  the  Reference 
Portfolio  thereunder  (each  such  transaction,  a  "CDS  Transaction"). 

Each  CDS  Transaction  is  expected  to  have  a  specified  Reference  Obligation  Notional  Amount  which 
represents  the  dollar  amount  of  the  credit  exposure  which  the  Issuer  is  assuming  thereunder  with  respect  to  the 
Reference  Obligation  related  to  such  CDS  Transaction.  The  "Aggregate  Reference  Obligation  Notional  Amount"  is 
the  sum  of  the  Reference  Obligation  Notional  Amounts  of  all  CDS  Transactions.  On  the  Closing  Date,  the  Issuer 
expects  to  enter  into  a  Credit  Default  Swap  with  an  Aggregate  Reference  Obligation  Notional  Amount  of 
approximately  U.S.$2,000,000,000.  In  accordance  with  the  terms  of  the  CDS  Transactions,  the  Reference 
Obligation  Notional  Amount  of  each  CDS  Transaction  is  expected  after  the  Closing  Date  to  be:  (i)  decreased  on 
each  day  on  which  a  Reference  Obligation  Principal  Payment  is  made  by  the  relevant  Reference  Obligation 
Principal  .Amortization  Amount;  (ii)  decreased  on  each  day  on  which  a  Failure  to  Pay  Principal  occurs  by  the 
relevant  Principal  Shortfall  Amount;  (iii)  decreased  on  each  day  on  which  a  Writedown  occurs  by  the  relevant 
Writedown  Amount;  (iv)  increased  on  each  day  on  which  a  Writedown  Reimbursement  occurs  by  any  Writedown 
Reimbursement  Amount  in  respect  of  a  Writedown  Reimbursement  within  paragraphs  (ii)  or  (iii)  of  the  definition  of 
"Writedown  Reimbursement";  and  (v)  decreased  on  each  Delivery  Date  by  an  amount  equal  to  the  relevant  Exercise 
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Amount  minus  the  relevant  amount  determined  pursuant  to  paragraph  (b)  under  the  heading,  "Physical  Settlement 
Amount"  in  the  Master  Confirmation;  provided  that,  in  accordance  with  the  Master  Confirmation,  if  any  Relevant 
Amount  is  applicable,  the  Exercise  Amount  will  also  be  deemed  to  be  decreased  by  such  Relevant  Amount  (or 
increased  by  the  absolute  value  of  such  Relevant  Amount  if  such  Relevant  Amount  is  negative)  with  effect  from 
such  Delivery  Date. 

The  effective  date  of  the  Credit  Default  Swap  will  be  the  Closing  Date  and  the  Credit  Default  Swap  will 
terminate  by  its  terms  on  April  12,  2042  (the  "Scheduled  Termination  Date")  unless  a  Credit  Event  occurs  with 
respect  to  the  Credit  Default  Swap  and  the  physical  settlement  date  is  scheduled  to  occur  after  such  date. 

Credit  Protection  Buyer  Payments 

Pursuant  to  the  Credit  Default  Swap,  on  each  Determination  Date,  the  Credit  Protection  Buyer  will  make  a 
fixed  rate  payment  (minus  any  related  Interest  Shortfall  Amounts  as  described  below  and  in  the  Master 
Confirmation)  (the  "Fixed  Amount")  to  the  Issuer,  representing  the  aggregate  Fixed  Amounts  which  became  due 
with  respect  to  the  Reference  Obligation  Payment  Dates  during  the  related  Due  Period.  The  Credit  Protection  Buyer 
will  make  certain  other  payments  under  the  Credit  Default  Swap  to  the  Issuer  at  the  times  and  in  the  amounts 
described  herein,  including  any  Interest  Shortfall  Reimbursement  Payment  Amounts,  Writedown  Reimbursement 
Payment  Amounts  and  any  Principal  Shortfall  Reimbursement  Payment  Amounts  (together  Additional  Fixed 
Amounts").  In  connection  with  any  termination  or  assignment  of  a  CDS  Transaction,  proceeds  from  such 
termination  or  assignment,  if  any,  will  be  deposited  into  the  Interest  Collection  Account. 

Upon  the  occurrence  of  any  Interest  Shortfall  with  respect  to  any  Reference  Obligation,  the  Fixed  Amount 
payable  under  a  CDS  Transaction  by  the  Credit  Protection  Buyer  to  the  Issuer  will  be  reduced  by  an  amount  equal  to 
the  related  Interest  Shortfall  Payment  Amount,  such  reduction  amount  not  to  exceed  the  Fixed  Amount.  Interest  will 
accrue  on  any  Interest  Shortfall  Payment  Amount  at  a  rate  equal  to  LIBOR  plus  the  fixed  rate  as  specified  in  the 
applicable  CDS  Transaction.  Interest  Shortfall  Payment  Amounts  are  subject  to  the  Interest  Shortfall  Cap  as 
described  in  the  Credit  Default  Swap.  If  any  amount  in  satisfaction  of  the  Interest  Shortfall  which  gave  nse  to  any 
Interest  Shortfall  Payment  Amount,  including  interest  accrued  thereon,  is  later  paid  with  respect  to  a  Reference 
Obligation  the  Credit  Protection  Buyer  will  pay  such  amount,  or  in  certain  circumstances  a  portion  of  such  amount 
to  the  Issuer  as  an  Interest  Shortfall  Reimbursement  Payment.  Interest  Shortfall  Reimbursement  Payment  Amounts 
will  not  exceed  the  cumulative  Interest  Shortfall  Payment  Amounts  (including  any  interest  thereon)  previously 
withheld  from  the  Issuer  relating  to  such  Reference  Obligation. 

So  long  as  the  long-term  ratings  (or,  in  the  case  of  clause  (ii)(b)  of  this  paragraph  only,  the  short-term 
ratine)  of  the  Credit  Protection  Buyer  or  any  guarantor  of  the  Credit  Protection  Buyer's  obligation  under  the  Credit 
Default  Swap  are  equal  to  or  higher  than  (i)  "Aa3"  by  Moody's  (and,  if  rated  "Aa3"  by  Moody's,  is  not  on  watch  for 
possible  downgrade)  and  (ii)(a)  "AA-"  by  S&P  (and,  if  rated  "AA-"  by  S&P,  is  not  on  watch  for •possible 
downgrade)  or  (b),  if  Goldman  Sachs  International  is  not  the  Credit  Protection  Buyer,  "A-1+  by  S&P  (and,  if  rated 
"A-I+"  by  S&P,  is  not  on  watch  for  possible  downgrade),  the  fixed  payment  due  by  the  Credit  Protection  Buyer  will 
be  payable  in  arrears.  However,  if  the  long-term  ratings  (or  the  short-term  rating,  as  applicable)  of  the  Credit 
Protection  Buyer  or  any  guarantor  fall  below  any  such  levels,  the  Credit  Protection  Buyer  will  be  required  to  pay  the 
fixed  payment  due  under  the  Credit  Default  Swap  in  advance.  The  failure  of  the  Credit  Protection  Buyer  to  make 
the  fixed  payment  in  advance  if  such  rating  levels  are  no  longer  satisfied  will  constitute  a  termination  event  under 
the  terms  of  the  Credit  Default  Swap  with  the  Credit  Protection  Buyer  as  the  sole  "Affected  Party  under  the  Credit 
Default  Swap. 

Credit  Protection  Seller  Payments 

Under  the  Credit  Default  Swap,  the  Issuer  will  be  required  to  pay  certain  Floating  Amounts  to  the  Credit 
Protection  Buyer  following  the  occurrence  of  a  Floating  Amount  Event  with  respect  to  a  Reference  Obligation  as 
described  herein.  The  Issuer  will  pay  to  the  Credit  Protection  Buyer  all  Floating  Amounts  which  became  due  during 
each  Due  Period,  if  any,  on  the  related  Determination  Date. 

Upon  the  occurrence  of  a  Credit  Event  with  respect  to  a  Reference  Obligation,  the  Credit  Protection  Buyer 
may  deliver  such  Reference  Obligation  to  the  Issuer,  in  exchange  for  which  the  Issuer  will  pay  to  the  Credit 
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Protection  Buyer  an  amount  (a  "Physical  Settlement  Amount"),  which  amount  shall  be  calculated  in  accordance 
with  the  related  CDS  Transaction.  The  Issuer  will  pay  to  the  Credit  Protection  Buyer  all  Physical  Settlement 
Amounts  which  became  due  during  the  related  Due  Period,  if  any,  on  the  related  Determination  Date. 

Delivered  Obligations  delivered  to  the  Issuer  will  be  credited  to  the  Delivered  Obligation  Account.  Any 
Delivered  Obligation  delivered  to  the  Issuer  shall  be  sold  by  the  Liquidation  Agent  within  twelve  (12)  months  of  the 
date  on  which  the  Liquidation  Agent  receives  notice  of  such  delivery  in  accordance  with  the  Liquidation  Agency 
Agreement-  provided  that  no  Event  of  Default  has  occurred  and  is  continuing.  The  proceeds  of  such  sale  will  be 
deposited  by  the  Trustee  into  the  Collateral  Account  and  invested  in  Eligible  Investments  and  Collateral  Securities 
selected  at  the  direction  of  the  Liquidation  Agent.  In  addition,  any  principal  proceeds  or  interest  received  on  such 
Delivered  Obligations  prior  to  such  sale,  will  be  deposited  by  the  Trustee  into  the  Collateral  Account. 

In  connection  with  any  termination  or  assignment  of  a  CDS  Transaction,  the  Issuer  may  owe  a  Credit 
Default  Swap  Termination  Payment;  provided  however,  that  the  Issuer  will  not  be  obligated  to  make  any  Credit 
Default  Swap  Termination  Payments  to  the  Credit  Protection  Buyer  in  the  event  of  a  termination  or  assignment  of 
the  Credit  Default  Swap  in  respect  of  which  the  Credit  Protection  Buyer  is  the  "Defaulting  Party"  or  the  sole 
"Affected  Party"  (each  as  defined  in  the  Credit  Default  Swap).  Credit  Default  Swap  Termination  Payments  due  to 
the  Credit  Protection  Buyer  will  be  paid  directly  and  outside  of  the  Priority  of  Payments  in  accordance  with  the 
following  paragraph.  Defaulted  Swap  Termination  Payments  due  to  the  Credit  Protection  Buyer  will  be  paid  in 
accordance  with  the  Priority  of  Payments.  Credit  Default  Swap  Termination  Payments  due  to  an  assignee  of  a  CDS 
Transaction  will  be  paid  as  and  when  they  become  due  to  the  extent  of  available  funds. 

The  Issuer  will  obtain  the  funds  to  pay  Credit  Protection  Amounts  by  (i)  applying  the  Collateral 
Liquidation  Procedure  and  (ii)  after  the  Balance  of  the  Collateral  Account  has  been  reduced  to  zero,  demanding 
payment  under  the  Senior  Swap  equal  to  the  lesser  of  the  Credit  Protection  Amount  due  (net  of  any  amount  applied 
pursuant  to  subclause  (i))  and  the  Outstanding  Notional  Amount  of  the  Senior  Swap. 

The  obligations  of  the  Issuer  to  make  payments  under  a  CDS  Transaction  will  exist  irrespective  of  whether 
the  Credit  Protection  Buyer  suffers  a  loss  on  a  Reference  Obligation  upon  the  occurrence  of  a  Credit  Event.  The 
Issuer  will  have  no  rights  of  subrogation  under  the  Credit  Default  Swap. 

Credit  Events 

A  Credit  Event  with  respect  to  the  Credit  Default  Swap  and  any  Reference  Obligation  means  the 
occurrence  of  any  of  the  events  specified  in  the  Credit  Default  Swap  as  a  Credit  Event  on  or  before  the  scheduled 
termination  date  for  such  CDS  Transaction.  The  Credit  Events  are  expected  to  be  Failure  to  Pay  Principal 
Writedown  and  Distressed  Ratings  Downgrade.  The  Master  Confirmation  may  alter  the  standard  definitions  of  such 
terms  and  the  actual  CDS  Transactions  should  be  consulted  for  the  details  of  the  Credit  Events  applicable  thereto. 
The  capitalized  terms  used  in  this  section  and  not  otherwise  defined,  have  the  meanings  set  forth  in  the  related  CDS 
Transactions. 

A  "Credit  Event"  is  the  occurrence  of  any  of  the  following  (however  caused,  directly  or  indirectly),  as 
applicable: 

(i)  Failure  to  Pay  Principal 

"Failure  to  Pay  Principal"  means  (i)  a  failure  by  the  Reference  Entity  (or  any  Insurer)  to  pay  an  Expected 
Principal  Amount  on  the  Final  Amortization  Date  or  the  Legal  Final  Maturity  Date,  as  the  case  may  be  or  (n) 
payment  on  any  such  day  of  an  Actual  Principal  Amount  that  is  less  than  the  Expected  Principal  Amount;  provided 
that  the  failure  by  the  Reference  Entity  (or  any  Insurer)  to  pay  any  such  amount  in  respect  of  principal  in  accordance 
with  the  foregoing  shall  not  constitute  a  Failure  to  Pay  Principal  if  such  failure  has  been  remedied  within  any  grace 
period  applicable  to  such  payment  obligation  under  the  underlying  instruments  or,  if  no  such  grace  period  is 
applicable,  within  three  Business  Days  after  the  day  on  which  the  Expected  Principal  Amount  was  scheduled  to  be 
paid. 
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(ii)  Writedown 

"Writedown"  means  the  occurrence  at  any  time  on  or  after  the  Effective  Date  of:  (i)(A)  a  writedown  or 
applied  loss  (however  described  in  the  underlying  instruments)  resulting  in  a  reduction  in  the  Outstanding  Principal 
Amount  (other  than  as  a  result  of  a  scheduled  or  unscheduled  payment  of  principal);  or  (B)  the  attribution  of  a 
principal  deficiency  or  realized  loss  (howsoever  described  in  the  underlying  instruments)  to  the  Reference 
Obligation  resulting  in  a  reduction  of  the  current  interest  payable  on  the  Reference  Obligation;  (ii)  the  forgiveness  of 
any  amount  of  principal  by  the  holders  of  the  Reference  Obligation  pursuant  to  an  amendment  to  the  underlying 
instruments  resulting  in  a  reduction  in  the  Outstanding  Principal  Amount;  or  (iii)  if  the  underlying  instruments  do 
not  provide  for  writedowns,  applied  losses,  principal  deficiencies  or  realized  losses  as  described  in  (i)  above  to  occur 
in  respect  of  the  Reference  Obligation,  an  Implied  Writedown  Amount  being  determined  in  respect  of  the  Reference 
Obligation  by  the  Calculation  Agent. 

(iii)         Distressed  Ratings  Downgrade: 

"Distressed  Ratings  Downgrade"  means,  with  respect  to  a  Reference  Obligation: 

(i)  if  publicly  rated  by  Moody's,  (A)  is  downgraded  to  "Caa2"  or  below  by  Moody's  or  (B)  has  the 

rating  assigned  to  it  by  Moody's  withdrawn  and,  in  either  case,  not  reinstated  within  five  Business  Days  of  such 
downgrade  or  withdrawal;  provided  that  if  such  Reference  Obligation  was  assigned  a  public  rating  of  at  least  "Baa3" 
or  higher  by  Moody's  immediately  prior'to  the  occurrence  of  such  withdrawal,  it  shall  not  constitute  a  Distressed 
Ratings  Downgrade  if  such  Reference  Obligation  is  assigned  a  public  rating  of  at  least  "Caal"  by  Moody's  within 
three  calendar  months  after  such  withdrawal;  or 

(ii)  if  publicly  rated  by  Standard  &  Poor's,  (A)  is  downgraded  to  "CCC"  or  below  by  Standard  & 

Poor's  or  (B)  has  the  rating  assigned  to  it  by  Standard  &  Poor's  withdrawn  and,  in  either  case,  not  reinstated  within 
five  Business  Days  of  such  downgrade  or  withdrawal;  provided  that  if  such  Reference  Obligation  was  assigned  a 
public  rating  of  at  least  "BBB-"  or  higher  by  Standard  &  Poor's  immediately  prior  to  the  occurrence  of  such 
withdrawal,  it  shall  not  constitute  a  Distressed  Ratings  Downgrade  if  such  Reference  Obligation  is  assigned  a  public 
rating  of  at  least  "CCC+"  by  Standard  &  Poor's  within  three  calendar  months  after  such  withdrawal;  or 

(iii)  if  publicly  rated  by  Fitch,  (A)  is  downgraded  to  "CCC")  or  below  by  Fitch  or  (B)  has  the  rating 
assigned  to  it  by  Fitch  withdrawn  and,  in  either  case,  not  reinstated  within  five  Business  Days  of  such  downgrade  or 
withdrawal;  provided  that  if  such  Reference  Obligation  was  assigned  a  public  rating  of  at  least  "BBB-"  or  higher  by 
Fitch  immediately  prior  to  the  occurrence  of  such  withdrawal,  it  shall  not  constitute  a  Distressed  Ratings  Downgrade 
if  such  Reference  Obligation  is  assigned  a  public  rating  of  at  least  "CCC+"  by  Fitch  within  three  calendar  months 
after  such  withdrawal. 

The  Reference  Portfolio 

The  Aggregate  Reference  Obligation  Notional  Amount  on  the  Closing  Date  is  expected  to  be  U.S.S 
2  000  000,000.  The  Reference  Obligations  will  consist  of  100  issues  across  three  categories  of  RMBS  Securities. 
The  Reference  Portfolio  will  include  RMBS  Prime  Mortgage  Securities,  RMBS  Midprime  Mortgage  Securities  and 
RMBS  Subprime  Mortgage  Securities. 

As  of  the  Closing  Date,  (i)  RMBS  Prime  Mortgage  Securities  are  expected  to  make  up  approximately 
4  65%  of  the  Aggregate  Reference  Obligation  Notional  Amount,  (ii)  RMBS  Midprime  Mortgage  Securities  are 
expected  to  make  up  approximately  54.00%  of  the  Aggregate  Reference  Obligation  Notional  Amount  and  (in) 
RMBS  Subprime  Mortgage  Securities  are  expected  to  make  up  approximately  41.35%  of  the  Aggregate  Reference 
Obligation  Notional  Amount.  See  Appendix  B  to  this  Offering  Circular  for  certain  summary  information  with 
respect  to  the  Reference  Portfolio. 
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Removal  of  Reference  Obligations  from  the  Reference  Portfolio 

Following  a  Writedown  and  the  satisfaction  of  the  Conditions  to  Settlement  relating  thereto,  the  Reference 
Obligation  that  is  the  subject  of  such  Credit  Event  will  not  be  removed  from  the  Reference  Portfolio,  and  such 
Reference  Obligation  may  experience  one  or  more  subsequent  Credit  Events  (including  a  Writedown). 

Following  (i)  the  scheduled  maturity,  redemption  or  amortization  in  full  of  a  Reference  Obligation  or  (ii)  a 
Credit  Event  other  than  a  Writedown  and  the  satisfaction  of  the  Conditions  to  Settlement,  the  Reference  Obligation 
that  matured,  redeemed  or  amortized  in  full  or  that  is  the  subject  of  such  Credit  Event  will  be  removed  from  the 
Reference  Portfolio.  Subject  to  the  foregoing,  if  the  Reference  Obligation  Notional  Amount  of  a  Reference 
Obligation  that  suffered  one  or  more  Writedowns  is  reduced  to  zero  at  any  time  on  or  prior  to  the  Scheduled 
Termination  Date  and  remains  at  zero  for  a  period  of  one  calendar  year,  such  Reference  Obligation  shall  be  removed 
from  the  Reference  Portfolio  as  of  the  last  day  of  such  one  calendar  year  period.  The  Aggregate  Reference 
Obligation  Notional  Amount  shall  be  decreased  by  the  Reference  Obligation  Notional  Amount  of  each  Reference 
Obligation  removed  from  the  Reference  Portfolio. 

The  Issuer  will  not  have  the  authority  to  assign,  terminate  or  otherwise  dispose  of  any  CDS  Transaction  on 
a  discretionary  basis.  The  only  CDS  Transactions  that  shall  be  assign,  terminated  or  otherwise  disposed  of  by  the 
Issuer  are  CDS  Transactions  that  reference  Reference  Obligations  that  are  determined  pursuant  to  the  Collateral 
Administration  Agreement  by  the  Collateral  Administrator,  on  behalf  of  the  Issuer,  to  be  Credit  Risk  Obligations. 
Pursuant  to  the  terms  of  the  Indenture  and  subject  to  the  restrictions  contained  therein  and  in  the  Liquidation  Agency 
Agreement,  the  Liquidation  Agent  shall  assign,  terminate  or  otherwise  dispose  of,  on  behalf  of  the  Issuer,  any  such 
CDS  Transaction  that  references  a  Reference  Obligation  that  is  so  determined  to  be  a  Credit  Risk  Obligation  within 
one  (1)  year  from  the  date  on  which  the  Collateral  Administrator,  on  behalf  of  the  Issuer,  pursuant  to  the  Collateral 
Administration  Agreement,  identifies  such  Reference  Obligation  as  a  Credit  Risk  Obligation.  The  assignment, 
termination  or  disposition  price  for  any  such  assignment,  termination  or  disposition  of  a  CDS  Transaction  that 
references  a  Reference  Obligation  that  is  so  determined  to  be  a  Credit  Risk  Obligation  will  equal  the  fair  market 
value  of  such  CDS  Transaction.  The  fair  market  value  of  any  such  CDS  Transaction  will  be  the  highest  bid  received 
by  the  Liquidation  Agent  after  attempting  to  solicit  a  bid  from  up  to  three  independent  third  parties  making  a  market 
in  such  CDS  Transaction  that  references  a  Reference  Obligation  that  is  so  determined  to  be  a  Credit  Risk  Obligation, 
at  least  one  of  which  is  not  from  the  Liquidation  Agent  or  an  affiliate  thereof;  provided  that,  if  upon  commercially 
reasonable  efforts  of  the  Liquidation  Agent,  bids  from  three  independent  third  parties  making  a  market  in  such  CDS 
Transaction  are  not  available,  the  higher  of  the  bids  from  two  such  third  parties  may  be  used;  provided,  further  that, 
if  upon  commercially  reasonable  efforts  of  the  Liquidation  Agent,  bids  from  two  independent  third  parties  making  a 
market  in  such  CDS  Transaction  that  references  a  Reference  Obligation  that  is  so  determined  to  be  a  Credit  Risk 
Obligation  are  not  available,  one  such  bid  may  be  used.  See  "Risk  Factors — Notes — Static  Transaction"  and  " — No 
Collateral  Manager."  The  proceeds  from  any  such  disposition  of  a  CDS  Transaction  that  references  a  Reference 
Obligation  that  is  so  determined  to  be  a  Credit  Risk  Obligation  (exclusive  of  any  accrued  interest)  will  be  deposited 
to  the  Collateral  Account  for  investment  in  Eligible  Investments  or  Collateral  Securities,  and  may  be  applied  as 
Amortization  Proceeds  pursuant  to  the  calculation  of  the  Amortization  Payment  Amount.  A  "Credit  Risk 
Obligation"  is  a  Reference  Obligation  (i)  the  rating  of  which  has  been  (a)  downgraded  to  below  "BB-"  or  "Ba3"  by 
any  Rating  Agency  (but  not  including  any  Reference  Obligations  which  are  rated  "BB-"  or  "Ba3"  and  on  credit 
watch  for  possible  downgrade)  or  (b)  withdrawn  or,  (ii)  that  is  a  Defaulted  Obligation  or  (iii)  that  is  a  PIK  Bond  that 
has  been  deferring  interest  for  at  least  twelve  consecutive  months. 

The  Liquidation  Agent,  on  behalf  of  the  Issuer,  may  also  (i)  in  the  case  of  an  Auction  terminate  the  Credit 
Default  Swap  and  liquidate  the  remaining  Pledged  Assets;  provided,  that  the  criteria  for  an  Auction  can  be 
demonstrably  met  prior  to  any  such  disposition  and  that  the  expected  Liquidation  Proceeds  equal  or  exceed  the 
Minimum  Bid  Amount;  (ii)  in  the  case  of  a  Tax  Redemption  on  any  Payment  Date,  dispose  of  the  Credit  Default 
Swap  and  liquidate  the  remaining  Pledged  Assets  in  connection  with  a  Tax  Redemption;  provided  that  the  criteria 
for  a  Tax  Redemption  can  be  demonstrably  met  prior  to  any  such  disposition  and  that  the  expected  Liquidation 
Proceeds  equal  or  exceed  the  Total  Redemption  Amount;  and  (iii)  in  the  case  of  an  Optional  Redemption,  dispose  of 
the  Credit  Default  Swap  and  liquidate  the  remaining  Pledged  Assets  in  connection  with  an  Optional  Redemption; 
provided  that  the  criteria  for  an  Optional  Redemption  can  be  demonstrably  met  prior  to  any  such  disposition  and  that 
the  expected  Liquidation  Proceeds  equal  or  exceed  the  Total  Redemption  Amount.  See  "Description  of  the  Notes — 
Auction,"  " — Tax  Redemption"  and  "-Optional  Redemption." 
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Credit  Default  Swap  Early  Termination 

The  Issuer  will  have  the  right  to  terminate  the  Credit  Default  Swap  upon  the  occurrence  of  an  "Event  of 
Default"  or  "Termination  Event,"  including,  but  not  limited  to,  (a)  payment  defaults  by  the  Credit  Protection  Buyer 
and  any  guarantor  lasting  a  period  of  at  least  three  local  business  days,  (b)  a  default  by  the  Credit  Protection  Buyer 
or  any  guarantor  on  specific  financial  transactions  as  specified  in  the  Credit  Default  Swap,  (c)  bankruptcy-related 
events  applicable  to  the  Credit  Protection  Buyer  or  any  guarantor,  (d)  any  redemption  of  the  Notes  in  whole,  (e)  a 
liquidation  of  all  the  Pledged  Assets  following  the  occurrence  of  an  Event  of  Default  under  the  Indenture,  (f)  it 
becomes  unlawful  for  the  Issuer  to  perform  its  obligations  under  the  Credit  Default  Swap  and  the  Issuer  is  not  able 
to  transfer  its  obligations  to  a  different  jurisdiction  or  substitute  another  entity  in  its  place  so  that  such  illegality 
ceases  to  apply,  (g)  because  of  (x)  any  action  taken  by  a  taxing  authority,  or  brought  in  a  court,  on  or  after  the 
Closing  Date  or  (y)  a  change  in  tax  law,  there  is  a  substantial  likelihood  that  the  Issuer  will  be  required  to  (1)  make  a 
"gross-up"  payment  or  (2)  receive  a  payment  subject  to  withholding  for  which  another  party  is  not  required  to  make 
a  "gross-up"  payment  or  (h)  the  unsecured,  unsubordinated  debt  rating  of  the  Credit  Protection  Buyer  or  any 
guarantor  of  the  Credit  Protection  Buyer,  whichever  is  higher,  assigned  by  S&P  or  Moody's  at  any  time  falls  below 
"AA-"  (or  is  on  downgrade  watch  at  "AA-")  or  "Aa3"  (or  is  on  downgrade  watch  at  "Aa3"),  the  Credit  Protection 
Buyer  fails  to  make  an  Expected  Fixed  Payment  as  set  forth  in  the  Credit  Default  Swap  and  the  Credit  Protection 
Buyer  or  its  guarantor,  fails  to  either  (a)  transfer  all  of  its  rights  and  obligations  under  the  Credit  Default  Swap  to 
another  entity  which  has  such  ratings  or  (b)  cause  an  entity  which  has  such  ratings  to  guarantee  or  to  provide  an 
indemnity  in  respect  of  the  Credit  Protection  Buyer's  or  its  guarantor's,  obligations  under  the  Credit  Default  Swap 
which  satisfies  the  Rating  Agency  Condition. 

The  Credit  Protection  Buyer  will  have  the  right  to  terminate  the  Credit  Default  Swap  upon  the  occurrence 
of  an  "Event  of  Default"  or  "Termination  Event"  under  the  Credit  Default  Swap,  including,  but  not  limited  to  (a)  an 
Event  of  Default  under  the  Indenture  caused  by  a  payment  default  by  the  Issuer  lasting  a  period  of  at  least  three  local 
business  days,  (b)  any  redemption  of  the  Notes  in  whole,  (c)  bankruptcy-related  events  applicable  to  the  Issuer  and 
(d)  a  liquidation  of  all  the  Pledged  Assets  following  the  occurrence  of  an  Event  of  Default  under  the  Indenture,  (e)  it 
becomes  unlawful  for  the  Credit  Protection  Buyer  to  perform  its  obligations  under  the  Credit  Default  Swap  and  the 
Credit  Protection  Buyer  is  not  able  to  transfer  its  obligations  to  a  different  jurisdiction  or  substitute  another  entity  in 
its  place  so  that  such  illegality  ceases  to  apply,  or  (f)  because  of  (x)  any  action  taken  by  a  taxing  authority,  or 
brought  in  a  court,  on  or  after  the  Closing  Date  or  (y)  a  change  in  tax  law,  there  is  a  substantial  likelihood  that  the 
Credit  Protection  Buyer  will  be  required  to  make  (1)  a  "gross-up"  payment  or  (2)  receive  a  payment  subject  to 
withholding  for  which  another  party  is  not  required  to  make  a  "gross-up"  payment.  If  the  Master  Agreement  and  the 
CDS  Transactions  made  thereunder  are  terminated,  the  Issuer  will  no  longer  receive  payments  from  the  Credit 
Protection  Buyer  and  will  likely  not  have  sufficient  funds  to  make  payments  when  due  on  the  Notes  and  may  not 
have  sufficient  funds  to  redeem  the  Notes  in  full. 

Upon  the  Trustee  having  actual  knowledge  of  the  occurrence  of  any  event  that  gives  rise  to  the  right  of  the 
Issuer  to  terminate  the  Credit  Default  Swap,  the  Trustee  or  the  Fiscal  Agent,  as  applicable,  will  as  promptly  as 
practicable  notify  the  Noteholders  of  such  event  but  will  only  terminate  any  such  agreement  on  behalf  of  the  Issuer 
(i)  at  the  direction  of  a  Majority  of  the  Income  Notes  or  (ii)  (a)  upon  the  redemption  of  the  Secured  Notes  in  full,  (b) 
if  the  principal  balance  of  the  Secured  Notes  is  reduced  to  zero  or  (c)  upon  the  acceleration  of  the  Secured  Notes  in 
accordance  with  the  terms  of  the  Indenture.  The  Issuer  is  required  to  satisfy  the  Rating  Agency  Condition  prior  to 
any  (i)  replacement  of  the  Credit  Protection  Buyer  or  (ii)  assignment  of  the  Credit  Default  Swap.  In  connection  with 
any  Noteholder  vote  to  terminate  the  Credit  Default  Swap,  any  Notes  held  by  or  on  behalf  of  the  Credit  Protection 
Buyer  or  any  of  their  respective  Affiliates  will  have  no  voting  rights  and  will  be  deemed  not  to  be  outstanding  in 
connection  with  any  such  vote.  The  failure  by  the  Issuer  to  pay  a  Credit  Protection  Amount  as  a  result  of  the  Senior 
Swap  Counterparty's  failure  to  pay  the  Senior  Swap  Funding  Amount  will  not  be  a  default  under  the  Credit  Default 
Swap. 

If  an  Event  of  Default  or  a  Termination  Event  occurs  under  the  Credit  Default  Swap  and  (i)  the  Credit 
Protection  Buyer  is  the  Defaulting  Party  or  Affected  Party,  "Market  Quotation"  and  "First  Method"  will  apply  and 
otherwise  (ii)  "Market  Quotation"  and  "Second  Method"  will  apply,  in  each  case  as  set  forth  in  the  Credit  Default 
Swap,  to  value  the  CDS  Transactions  under  the  Credit  Default  Swap. 
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Payments  on  Credit  Default  Swap  Early  Termination 

Payments  by  the  Issuer.  Upon  the  occurrence  of  a  Credit  Default  Swap  Early  Termination,  the  Issuer  will 
be  required  to  pay  to  the  Credit  Protection  Buyer  the  following  amounts: 

(i)  any  Physical  Settlement  Amounts  owed  by  the  Issuer  to  the  Credit  Protection  Buyer  for  any  Credit 

Events  that  occur  on  or  prior  to  the  Credit  Default  Swap  Early  Termination  Date  for  which  the 
Conditions  to  Settlement  have  been  satisfied;  and 

(ii)         any  Credit  Default  Swap  Termination  Payment  due  to  the  Credit  Protection  Buyer. 

Payments  by  the  Credit  Protection  Buyer.  Upon  the  occurrence  of  a  Credit  Default  Swap  Early 
Termination,  the  Credit  Protection  Buyer  will  be  required  to  pay  to  the  Issuer  the  following  amounts: 

(i)  any  accrued  but  unpaid  Fixed  Amounts  and  Additional  Fixed  Amounts;  and 

(ii)  any  Credit  Default  Swap  Termination  Payment  due  to  the  Issuer. 

There  can  be  no  assurance  that,  upon  early  termination  by  the  Issuer  or  the  Credit  Protection  Buyer,  either 
the  Credit  Protection  Buyer  would  be  required  to  make  any  termination  payment  to  the  Issuer  or,  if  it  did  make  such 
a  payment,  the  amount  of  the  termination  payment  made  by  the  Credit  Protection  Buyer  would  be  sufficient  to  pay 
any  amounts  due  in  respect  of  the  Notes.  If  the  Issuer  is  required  to  make  a  Credit  Default  Swap  Termination 
Payment  to  the  Credit  Protection  Buyer,  such  termination  payment  may  be  substantial  and  may  result  in  losses  to  the 
holders  of  the  Notes. 

Amendment 

The  Credit  Default  Swap  may  be  amended  only  with  (i)  the  satisfaction  of  the  Rating  Agency  Condition, 
(ii)  the  consent  of  the  Noteholders  (in  a  percentage  as  would  have  been  required  had  such  amendment  been  taken 
pursuant  to  this  Indenture),  (iii)  the  consent  of  the  Collateral  Put  Provider  (which  consent  shall  not  be  unreasonably 
withheld),  (iv)  the  consent  of  the  Liquidation  Agent  (which  consent  shall  not  be  unreasonably  withheld)  and  (v)  the 
consent  of  the  Senior  Swap  Counterparty  (which  consent  shall  not  be  unreasonably  withheld);  provided  however, 
that  (A)  with  respect  to  (i),  such  condition  need  not  be  satisfied  with  respect  to  any  amendment  that  corrects  a 
manifest  error  and  (B)  with  respect  to  (ii),  (iii),  (iv)  and  (v),  such  consent  shall  not  be  required,  if,  in  reliance  on  an 
opinion  of  counsel  or  an  officer's  certificate  of  the  Liquidation  Agent,  the  Issuer  determines  that  such  amendment 
would  not  have  a  material  adverse  effect  on  such  party. 

Guarantee 

The  GS  Group  will  guarantee  the  obligations  of  the  Credit  Protection  Buyer  under  the  Credit  Default  Swap. 

THE  CREDIT  PROTECTION  BUYER 

The  initial  Credit  Protection  Buyer  under  the  Credit  Default  Swap  will  be  Goldman  Sachs  International. 
The  swap  guarantor  with  respect  to  the  Credit  Default  Swap  is  The  Goldman  Sachs  Group,  Inc.,  a  Delaware 
corporation  (the  "GS  Group"),  which  is  an  affiliate  of  the  Credit  Protection  Buyer.  Goldman  Sachs  International  is 
located  at  Peterborough  Court  133  Fleet  Street,  London  EC4A  2BB. 

The  Annual  Report  on  Form  10-K  for  the  fiscal  year  ended  November  30,  2005  filed  by  GS  Group  with  the 
SEC  (other  than,  in  each  case,  documents  or  information  deemed  to  have  been  furnished  and  not  filed  in  accordance 
with  SEC  rules)' will  not  form  part  of  a  prospectus  prepared  for  the  purposes  of  admission  to  the  official  list  of  the 
Irish  Stock  Exchange  and  to  trading  on  its  regulated  market  should  any  Notes  be  listed  on  such  exchange. 
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GS  Group  together  with  its  subsidiaries,  is  a  global  investment  banking,  securities  and  investment 
management  firm  that  provides  financial  services  worldwide  to  clients  that  include  corporat.ons,  fmanc.al 
institutions,  governments  and  high  net-worth  individuals. 

Any  statement  contained  in  a  document  incorporated  or  deemed  to  be  incorporated  by  reference  into  this 
Offering  Circular,  or  contained  in  this  Offering  Circular,  will  be  deemed  to  be  modified  or  superseded  for  purposes 
of  this  Offering  Circular  to  the  extent  that  a  statement  contained  herein  or  in  any  other  subsequently  filed  document 
which  also  is  or  is  deemed  to  be  incorporated  by  reference  herein,  modifies  or  supersedes  such  statement.  Any  such 
statement  so  modified  or  superseded  will  not  be  deemed,  except  as  so  modified  or  superseded,  to  constitute  a  part  oi 
this  Offering  Circular.  GS  Group's  filings  with  the  SEC  are  available  to  the  public  through  the  SEC  s  Injemdnte  at 
htlpSwww  sec.gov,  and  through  the  New  York  Stock  Exchange,  20  Broad  Street,  New  York,  New  York  10005,  on 
which  GS  Group's  common  stock  is  listed. 

The  Notes  do  not  represent  an  obligation  of,  and  will  not  be  insured  or  guaranteed  by,  GS  Group  or  any  of 
its  subsidiaries  and  investors  will  have  no  rights  or  recourse  against  GS  Group  or  any  of  its  subsidiar.es. 

THE  COLLATERAL  SECURITIES 

The  Initial  Collateral  Securities 

Pursuant  to  the  Credit  Default  Swap,  the  Issuer  will  use  the  net  proceeds  from  the  offering  of  the  Notes  to 
purchase  Collateral  Securities  and  Eligible  Investments  (having  an  initial  principal  amount  as  of  the  Clos.ng  Date  ot 
approximately  U.S.$800,000,000). 

The  Collateral  Securities  or  Eligible  Investments  for  deposit  in  the  Collateral  Account,  as  applicable,  are 
required  to  satisfy  the  following  "Collateral  Securities  Eligibility  Criteria": 

(i)  it  is  rated  "Aaa"  by  Moody's  and,  if  such  asset  has  a  short-term  rating  from  Moody's,  "P-l",  and 

"AAA"  by  S&P,  and,  if  such  asset  has  a  short-term  rating  from  S&P,  it  must  be  "A-1+"; 

(ii)  it  is  expected  to  have  an  outstanding  principal  balance  of  less  than  U.S.S  1,000  after  the  Stated 

Maturity  of  the  Class  A-f  Notes,  assuming  a  constant  prepayment  rate  since  the  date  of  purchase  equal  to  the 
constant  prepayment  rate  reasonably  expected  by  the  Liquidation  Agent  as  of  the  date  of  purchase; 

(iii)  after  taking  into  consideration  the  addition  of  any  such  security  (a)  at  least  40%  of  the  Collateral 
Securities  by  principal  balance  have  an  expected  average  life  (calculated  by  the  Liquidation  Agent  based  on  market 
prepayment  assumptions)  of  less  than  or  equal  to  1.0  year,  (b)  100%  of  the  Collateral  Securities  by  principal  balance 
has  an  expected  average  life  (calculated  by  the  Liquidation  Agent  based  on  market  prepayment  assurnpt.ons)  of  less 
than  or  equal  to  2.0  years,  and  (c)  after  Closing  Date,  the  expected  weighted  average  life  (calculated  by  the 
Liquidation  Agent  based  on  market  prepayment  assumptions)  of  the  Collateral  Securities  does  not  exceed  the 
expected  weighted  average  life  of  the  Reference  Portfolio  at  such  time; 

(iv)  after  taking  into  consideration  the  addition  of  any  such  security,  the  aggregate  of  the  weighted 
average  spread  and  the  rate  of  the  related  index  of  the  Collateral,  in  the  aggregate,  is  at  least  equal  to  LIBOR  plus 
0  05%  per  annum  or  if  prior  to  acquisition  of  such  Collateral  Security  or  Eligible  Investment  the  aggregate. of  the 
weighted  average  spread  and  the  rate  of  the  related  index  of  the  Collateral  was  less  than  LIBOR  plus  0.05  /o  per 
annum,  such  acquisition  would  maintain  or  improve  the  aggregate  of  the  weighted  average  spread  and  the  rate  of  the 
related  index  of  the  Collateral; 

(v)  after  taking  into  consideration  the  addition  of  any  such  security,  no  more  than  25%  of  the 

Collateral  Securities  by  principal  balance  has  single  counterparty  exposure  including  servicer,  issuer  and  put  swap 
counterparty  exposure; 

(vi)  provides  for  payments  of  monthly  periodic  interest  at  a  floating  rate  and  for  a  payment  of  principal 
in  full  at  its  final  maturity; 
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(vii)  each  such  security  satisfies  the  definition  of  an  "Eligible  Investment"  or  is  a  Residential  Mortgage- 
Backed  Security,  a  Commercial  Mortgage-Backed  Security  or  an  Asset-Backed  Security; 

(viii)  at  least  70%  of  the  Collateral  Securities  by  principal  balance  consists  of  Asset-Backed  Securities 
and  Residential  Mortgage-Backed  Securities; 

(ix)  shall  not  have  a  maturity  later  than  the  Stated  Maturity  with  respect  to  the  Notes  (other  than  the 
Class  S  Notes);  and 

(x)  after  taking  into  consideration  the  addition  of  any  such  security,  the  weighted  average  life  of  the 

Collateral  Securities  is  not  longer  than  the  weighted  average  life  of  the  Notes  Outstanding. 

The  Collateral  Securities  are  expected  to  be  purchased  in  a  face  amount  equal  to  the  initial  Aggregate 
Notional  Amount  of  the  Credit  Default  Swap.  Under  the  terms  of  the  Indenture,  all  Collateral  Securities  are 
required  to  be  deposited  in  the  Collateral  Account  for  the  benefit  of  the  Credit  Protection  Buyer.  The  Issuer  will 
also  grant  to  the  Trustee  for  the  benefit  of  the  Secured  Parties,  a  security  interest  in  the  Collateral  Securities,  subject 
to  the  lien  of  the  Credit  Protection  Buyer,  and  shall  notify  the  Credit  Protection  Buyer  of  such  security  interest.  The 
Issuer  must  obtain  the  consent  of  the  Credit  Protection  Buyer  with  respect  to  any  initial  Collateral  Securities 
purchased  by  the  Issuer  and  any  Collateral  Securities  purchased  thereafter. 

Principal  payments  on  the  Collateral  Securities  prior  to  the  termination  of  the  Credit  Default  Swap  shall  be 
held  in  accordance  with  the  Credit  Default  Swap  in  the  Collateral  Account  and  invested  in  Eligible  Investments  until 
reinvested  in  Collateral  Securities  which  satisfy  the  Collateral  Securities  Eligibility  Criteria  with  the  consent  of  the 
Credit  Protection  Buyer. 

The  Liquidation  Agent,  on  behalf  of  the  Issuer,  will  obtain  the  funds  to  pay  Credit  Protection  Amounts 
(which,  for  the  avoidance  of  doubt,  will  not  include  Defaulted  Swap  Termination  Payments)  by  (i)  applying  the 
Collateral  Liquidation  Procedure  and  (ii)  after  the  Balance  of  the  Collateral  Account  has  been  reduced  to  zero, 
demanding  payment  under  the  Senior  Swap  equal  to  the  lesser  of  the  Credit  Protection  Amount  due  (net  of  any 
amount  applied  pursuant  to  subclause  (i))  and  the  Outstanding  Notional  Amount  of  the  Senior  Swap. 

If  the  Notes  become  due  in  connection  with  an  Optional  Redemption,  Tax  Redemption  or  Auction,  (i)  the 
Liquidation  Agent,  on  behalf  of  the  Issuer,  will  assign  or  terminate  the  Credit  Default  Swap  and  liquidate  all  of  the 
Collateral  Securities  and  Eligible  Investments  in  the  Collateral  Account  and  all  Delivered  Obligations  in  the 
Delivered  Obligations  Account  and  (ii)  the  Issuer  will  pay  to  the  Credit  Protection  Buyer  any  Credit  Default  Swap 
Termination  Payments  the  Issuer  is  required  to  pay  to  the  Credit  Protection  Buyer  (if  any)  in  connection  with  any 
assignment  or  termination  of  the  Credit  Default  Swap.  Certain  amounts  will  be  held  back  if  one  or  more  outstanding 
Credit  Events  or  Floating  Amounts  remain  due  as  of  a  Redemption  Date. 

If  the  Credit  Default  Swap  is  terminated  in  connection  with  the  occurrence  of  an  Event  of  Default  or 
Termination  Event  (each  as  defined  in  the  Master  Agreement),  the  Liquidation  Agent,  on  behalf  of  the  Issuer,  will 
pay  to  the  Credit  Protection  Buyer  any  Credit  Default  Swap  Termination  Payments  (which,  for  the  avoidance  of 
doubt,  will  not  include  Defaulted  Swap  Termination  Payments)  owed  by  the  Issuer  to  the  Credit  Protection  Buyer  by 
(i)  applying  the  Collateral  Liquidation  Procedure  and  (ii)  after  the  Balance  of  the  Collateral  Account  has  been 
reduced  to  zero,  demanding  payment  under  the  Senior  Swap  equal  to  the  lesser  of  the  Credit  Protection  Amount  due 
(net  of  any  amount  applied  pursuant  to  subclause  (i))  and  the  Outstanding  Notional  Amount  of  the.  Senior  Swap. 
Certain  amounts  will  be  held  back  if  one  or  more  outstanding  Credit  Events  exist  or  Floating  Amounts  remain  due  as 
of  any  termination  date. 

For  purposes  of  the  Coverage  Tests  and  for  purposes  of  determining  whether  a  Credit  Default  Swap  is  a 
Credit  Risk  Obligation,  a  Credit  Default  Swap  shall  be  included  as  a  Pledged  Asset  having  the  characteristics  of  the 
Reference  Obligation  and  not  of  the  Credit  Default  Swap;  provided,  that  if  such  Credit  Protection  Buyer  is  in  default 
under  the  related  Credit  Default  Swap,  such  Credit  Default  Swap  shall  not  be  included  in  the  Coverage  Tests  or  such 
Credit  Default  Swap  will  be  treated  in  such  a  way  that  will  satisfy  the  Rating  Agency  Condition. 
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Substitution  of  Collateral  Securities 

From  time  to  time  following  the  Closing  Date,  any  Holder  of  any  Note  may  submit  to  the  Trustee  or  the 
Fiscal  Agent,  as  applicable,  a  Collateral  Securities  Substitution  Request  Notice  requesting  substitution  of  one  or 
mo  e  securitL  fori  or  more  existing.Collateral  Securities,  in  whole  or  in  part.  Follow.ng  rece.p  of ^  ^; 
pursuant  to  the  Collateral  Administration  Agreement,  the  Collateral  Adm.mstrator,  on  behalf  of  the  Issuer,  will 
Pd  terTne  the  B.E  Transaction  Cost.  Upon  such  determination  by  the  Collateral  Admmisjator,  J^JJJ^J- 
Fiscal  Agent,  as  applicable,  will  deliver  a  Collateral  Securities  Subst.tut.on  Informat.on  Notice  to  the  Originating 
Noteholder. 

Within  five  Business  Days  of  receiving  a  Collateral  Securities  Substitution  Information  Notice,  the 
Originating  Noteholder  must  (i)  notify  the  Trustee  or  the  Fiscal  Agent,  as  applicable,  whether  it  w.shes  to proceed 
with  the  proposed  substitution  and,  if  so  (ii)  agree  to  pay  any  B1E  Transaction  Cost  (regardless  of  whether jhe 
Holders  of  a  Majority  of  the  Notes  of  each  Class  and  the  Senior  Swap  Counterparty  consent  to  such .prop ed 
substitution)  (the  occurrence  of  subclauses  (i)  and  (ii),  a  "Substitution  Confirmation")       If  a  Substation 
Conflation  is  not  received  by  the  Trustee  or  the  Fiscal  Agent,  as  applicable  w.th.n  the  time  period s «»fM 
above  the  related  request  will  be  deemed  to  be  void  and  of  no  further  effect.  Upon  the  receipt  of  a  Subst.tut.on 
ConfirmaUon,  the  Trustee  or  the  Fiscal  Agent,  as  applicable,  will  deliver  a  B.E  Consem  So  hcit  atior .Notice  to 
Holders  of  Notes,  including  the  Originating  Noteholder  and  the  Senior  Swap  Counterparty  with ,  ■ xopy -to  the  Cred. 
Protection  Buyer.    Upon  receipt  of  such  BIE  Consent  Solicitation  Not.ce,  each  Holder  of  a  Note  and  the  Sen.o 
Swan  Counterparty  may,  on  or  prior  to  the  BIE  Notification  Date,  submit  written  notice  to  the  Trustee  or  the  Fiscal 
Agent,  rappSk ?  indicating  either  (1)  approval  or  (2)  disapproval  of  any  proposed  BIE  Consent  Solicitation 
Notice  by  the  BIE  Notification  Date.  If  the  BIE  Consent  Solicitation  Notice  fails  to  receive  the  aff.rmafcve  approval 
of  the  Holders  of  a  Majority  of  each  Class  of  Notes  by  the  BIE  Notification  Date  or  the  Sen.or  Swap  Counterparty 
does  not  approve  the  BIE  Consent  Solicitation  Notice  by  the  BIE  Notification  Date,  the  Trustee  or  the  Fiscal  Agent 
will  deliver  a  Collateral  Securities  Substitution  Noteholder  Refusal  Notice  to  the  Ong.nat.ng  Noteholder  and  the 
related  Collateral  Securities  Substitution  Request  Notice  will  be  deemed  void  and  of  no  further  effect  If ^the  BIE 
Consent  Solicitation  Notice  receives  the  approval  of  each  of  ( I)  Holders  of  a  Majority  of  eac ,  Class ^ Notes  and  2 
the  Senior  Swap  Counterparty,  the  Trustee  or  the  Fiscal  Agent,  as  applicable,  w.ll  del.ver  a  BIE  Acceptance  Not.ce 
to  the  Originating  Noteholder  and  the  Liquidation  Agent. 

Upon  receipt  of  the  BIE  Acceptance  Notice  and  confirmation  from  the  Trustee  (1)  that  the  Originating 
Noteholder  has  paid  the  BIE  Transaction  Cost  to  the  Trustee  and  (2)  that  the  relevant  BIE  Collateral  Secur.t.es  have 
been  delivered  to  ,he  Trustee,  and  the  par  amount  of  such  delivered  B.E  Collateral  Seeurit.es  is  at  leas,  equal  to  each 
of  the  par  amount  of  each  of  the  Collateral  Securities  to  be  substituted,  the  Trustee  shall  release  its  hen  on  the  par 
amount  of  the  relevant  existing  Collateral  Securities  to  be  substituted  and  deliver  the  par  amount  of  such  subst.tuted 
Collateral  Securities  to  such  Originating  Noteholder. 

If  (i)  any  BIE  Collateral  Security  is  not  delivered  to  the  Issuer  or  (ii)  the  Issuer  is  not  paid  the  BIE 
Transaction  Cost,  in  each  case  by  the  end  of  the  BIE  Exercise  Period  identified  in  the  B.E  Accept ce  Notice  the 
BIE  Acceptance  Notice  and  the  Collateral  Securities  Substitution  Request  Not.ce  w.ll  be  deemed  void  and  of  no 
further  effect. 
Voting  and  Other  Matters  Relating  to  Collateral  Securities  and  Delivered  Obligations 

Under  the  Indenture,  where  the  Issuer,  as  the  beneficial  owner  of  a  Collateral  Security  or  Delivered 
Obligation  or  the  Trustee,  as  the  registered  owner  of  a  Collateral  Security  or  Delivered  Obhgat.on  has  the  r.ght  to 
°xeS  a  vo  e  o'r  consen't  to  (or  oLrwise  approve  of)  (i)  any  action,  or  inaction,  pursuant  to  the :  terms  of  ch 
Collateral  Security  or  Delivered  Obligation  and  its  related  underlying  documentat.on  or  (..)  an  offe  by  the  .ssuer  of 
^S£StZS«  Delivered  Obligation  or  by  any  other,  person  to  purchase  or  otherwise  acquire  such 
Collated Securky  or  Delivered  Obligation  or  to  convert  or  exchange  such  Collateral  Security  or  Del.vered 
SiSI  any  other  contention,  the  Trustee,  as  directed  by  the  applicable  ho  ders,  ac ,.ng  in  its 
caoadtv  as  registered  owner  of  such  Collateral  Security  or  Delivered  Obligation,  shall  d.rect  the  Issuer  s  vote  be 
Ki  Swing  manner:  (x)  if  other  holders  of  the  Cass  of  which  such  Co.latera  Secunty or  D^hvered 
Obligation  is  a  part  respond  to  such  solicitation  for  vote  or  consent,  in  the  same  manner  as  the  votes  of  a  plurality  01 
the  other  voting  holder  of  such  class  (based  on  the  Principal  Balance  of  such  Collateral  Secunty  or  Del.vered 
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Obligation),  (y)  if  no  other  holders  of  such  class  exercise  a  vote  or  if  there  are  no  other  holders  of  such  class,  but 
holders  of  different  classes  issued  under  the  same  governing  instrument  respond,  in  the  same  manner  as  the  votes  of 
a  plurality  of  the  voting  holders  of  all  classes  issued  under  the  governing  instrument  pursuant  to  which  such 
Collateral  Security  or  Delivered  Obligation  was  issued  (based  on  the  Principal  Balance  of  all  such  classes  and 
treated  as  a  single  class)  or  (z)  if  no  holders  of  any  class  issued  under  the  same  governing  instrument  respond  or  if 
there  are  no  other  holders,  the  Issuer's  vote  shall  be  exercised  against  such  action  or  inaction. 

THE  SENIOR  SWAP 

General 

The  following  description  of  the  Senior  Swap  is  a  summary  of  certain  provisions  of  the  Senior  Swap.  The 
following  summary  does  not  purport  to  be  complete,  and  is  qualified  in  its  entirety  by  reference  to  the  detailed 
provisions  of  the  Senior  Swap.    . 

On  the  Closing  Date,  GSl,  as  Senior  Swap  Counterparty,  will  enter  into  the  Senior  Swap  with  the  Issuer. 
The  Senior  Swap  will  provide  for  the  periodic  payment  by  the  Issuer  of  the  Senior  Swap  Premium  on  each  Payment 
Date  at  the  rate  of  0.20%  per  annum  on  the  Outstanding  Notional  Amount  thereof  for  each  Interest  Accrual  Period. 
Such  Senior  Swap  Premium  will  be  calculated  on  the  basis  of  a  year  of  360  days  and  the  actual  number  of  days 
elapsed.  The  Issuer's  obligations  under  the  Senior  Swap  will  be  secured  under  the  Indenture.  The  Senior  Swap  is  not 
offered  hereby. 

To  the  extent  a  Floating  Amount  (other  than  those  related  to  Interest  Shortfalls)  or  Credit  Default  Swap 
Termination  Payment  becomes  due  from  the  Issuer  with  respect  to  the  CDS  Transactions  and  the  Balance  of  the 
Collateral  Securities  and  Eligible  Investments  in  the  Collateral  Account  have  been  reduced  to  zero,  the  Senior  Swap 
Counterparty  will  be  required  to  make  a  payment  (any  such  payment,  a  "Senior  Swap  Funding  Payment")  to  the 
Issuer  to  fund  such  amounts  in  accordance  with  the  Senior  Swap  in  an  amount  equal  to  the  lesser  of  the  amount  due 
and  the  Outstanding  Notional  Amount  (any  such  amount,  a  "Senior  Swap  Funding  Amount").  To  the  extent  the 
Issuer  receives  Writedown  Reimbursement  Payment  Amounts  or  Principal  Shortfall  Reimbursement  Payment 
Amounts  after  the  Senior  Swap  Counterparty  has  made  a  Senior  Swap  Funding  Payment,  (i)  the  Trustee,  on  behalf 
of  the  Issuer,  will  pay  such  amounts  directly  to  the  Senior  Swap  Counterparty  until  all  Senior  Swap  Funding 
Payments  have  been  reimbursed  to  the  Senior  Swap  Counterparty  and  (ii)  otherwise,  the  Trustee,  on  behalf  of  the 
Issuer  shall  deposit  such  amounts  in  the  Collateral  Account. 

The  Issuer  will  have  the  right  to  terminate  the  Senior  Swap  upon  the  occurrence  of  an  "Event  of  Default"  or 
"Termination  Event,"  including,  but  not  limited  to,  (a)  payment  defaults  by  the  Senior  Swap  Counterparty  and  any 
guarantor  lasting  a  period  of  at  least  three  local  business  days,  (b)  a  default  by  the  Senior  Swap  Counterparty  or  any 
guarantor  on  specific  financial  transactions  as  specified  in  the  Senior  Swap,  (c)  bankruptcy-related  events  applicable 
to  the  Senior  Swap  Counterparty  or  any  guarantor,  (d)  any  redemption  of  the  Notes  in  whole,  (e)  a  liquidation  of  all 
the  Pledged  Assets  following  the  occurrence  of  an  Event  of  Default  under  the  Indenture,  (f)  it  becomes  unlawful  for 
the  Issuer  to  perform  its  obligations  under  the  Senior  Swap  and  the  Issuer  is  not  able  to  transfer  its  obligations  to  a 
different  jurisdiction  or  substitute  another  entity  in  its  place  so  thai  such  illegality  ceases  to  apply,  or  (g)  because  of 
(x)  any  action  taken  by  a  taxing  authority,  or  brought  in  a  court,  on  or  after  the  Closing  Date  or  (y)  a  change  in  tax 
law,  there  is  a  substantial  likelihood  that  the  Issuer  will  be  required  to  (1)  make  a  "gross-up"  payment  or  (2)  receive 
a  payment  subject  to  withholding  for  which  another  party  is  not  required  to  make  a  "gross-up"  payment.  The  Issuer 
will  terminate  the  Senior  Swap  only  (i)  upon  {he  termination  of  the  Credit  Default  Swap  or  the  acceleration  of  the 
Notes  or  (ii)  upon  the  replacement  of  the  Senior  Swap  Counterparty  pursuant  to  the  terms  of  the  Senior  Swap  and 
with  the  consent  of  the  Credit  Protection  Buyer  and  subject  to  the  satisfaction  of  the  Rating  Agency  Condition. 

The  Senior  Swap  Counterparty  will  have  the  right  to  terminate  the  Senior  Swap  upon  the  occurrence  of  an 
"Event  of  Default"  or  "Termination  Event"  under  the  Senior  Swap,  including,  but  not  limited  to  (a)  an  Event  of 
Default  under  the  Indenture  caused  by  a  payment  default  by  the  Issuer  lasting  a  period  of  at  least  three  local  business 
days,  (b)  any  redemption  of  the  Notes  in  whole,  (c)  bankruptcy-related  events  applicable  to  the  Issuer,  and  (d)  a 
liquidation  of  all  the  Pledged  Assets  following  the  occurrence  of  an  Event  of  Default  under  the  Indenture,  (e)  it 
becomes  unlawful  for  the  Senior  Swap  Counterparty  to  perform  its  obligations  under  the  Senior  Swap  and  the  Senior 
Swap  Counterparty  is  not  able  to  transfer  its  obligations  to  a  different  jurisdiction  or  substitute  another  entity  in  its 
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place  so  that  such  illegality  ceases  to  apply,  or  (f)  because  of  (x)  any  action  taken  by  a  taxing  authority,  or  brought  in 
a  court,  on  or  after  the  Closing  Date  or  (y)  a  change  in  tax  law,  there  is  a  substantial  likelihood  that  the  Senior  Swap 
Counterparty  will,  on  the  next  succeeding  payment  date  be  required  to  make  (1)  a  "gross-up"  payment  or  (2)  receive 
a  payment  subject  to  withholding  for  which  another  party  is  not  required  to  make  a  "gross-up"  payment. 

If  an  Event  of  Default  or  a  Termination  Event  occurs  under  the  Senior  Swap,  "Market  Quotation"  and 
"Second  Method"  will  be  applied  to  determine  any  related  termination  or  assignment  payments;  provided  however, 
that  if  the  Issuer  is  the  sole  Affected  Party  or  the  Defaulting  Party  in  respect  of  such  Event  of  Default  or  Termination 
Event,  (i)  the  Issuer  will  pay  to  the  Senior  Swap  Counterparty  any  accrued  but  unpaid  Senior  Swap  Premium 
Amounts,  (ii)  the  Senior  Swap  Counterparty  will  pay  to  the  Issuer  any  unpaid  Senior  Swap  Funding  Payments  and 
(iii)  no  other  amounts  shall  be  paid  by  the  Issuer  to  the  Senior  Swap  Counterparty  or  by  the  Senior  Swap 
Counterparty  to  the  Issuer.  Notwithstanding  the  foregoing,  no  termination  payments  will  be  payable  by  the  Senior 
Swap  Counterparty  or  the  Issuer  in  connection  with  an  Optional  Termination  of  the  Senior  Swap.  Any  termination 
payments  paid  by  the  Senior  Swap  Counterparty  to  the  Issuer  will  be  deposited  into  the  Collateral  Account. 

Amendment 

The  Issuer  will  enter  into  any  agreement  amending,  modifying  or  terminating  the  Senior  Swap  with  the 
consent  of  the  Senior  Swap  Counterparty,  (a)  only  with  the  consent  of  the  Credit  Protection  Buyer,  (b)  upon  the 
satisfaction  of  the  Rating  Agency  Condition,  (c)  with  the  consent  of  the  Collateral  Put  Provider  (which  consent  shall 
not  be  unreasonably  withheld)  and  (d)  with  the  consent  of  the  Liquidation  Agent  (which  consent  shall  not  be 
unreasonably  withheld);  provided  however,  that  with  respect  to  (c)  and  (d),  such  consent  shall  not  be  required,  if,  in 
reliance  on  an  opinion  of  counsel  or  an  Officer's  certificate  of  the  Liquidation  Agent,  the  Issuer  determines  that  such 
amendment  would  not  have  a  material  adverse  effect  on  any  such  party. 

Guarantee 

The  GS  Group  will  guarantee  the  obligations  of  the  Senior  Swap  Counterparty  under  the  Senior  Swap.  For 
a  description  of  the  GS  Group,  see  "The  Credit  Protection  Buyer"  above. 

THE  COLLATERAL  PUT  AGREEMENT 

The  following  description  of  the  Collateral  Put  Agreement  is  a  summary  of  certain  provisions  of  the 
Collateral  Put  Agreement.  The  following  summary  does  not  purport  to  be  complete,  and  is  qualified  in  its  entirety  by 
reference  to  the  detailed  provisions  of  the  Collateral  Put  Agreement. 

The  Notes  do  not  represent  an  obligation  of  the  Collateral  Put  Provider.  Noteholders  will  not  have  any  right 
to  proceed  directly  against  the  Collateral  Put  Provider  in  respect  of  the  Collateral  Put  Provider's  obligations  under 
the  Collateral  Put  Agreement.  However,  the  Holders  of  a  Majority  of  the  Income  Notes  will  have  the  right  to  direct 
the  Issuer  with  respect  to  the  enforcement  of  any  claims  that  it  may  have  against  the  Collateral  Put  Provider. 

On  each  Payment  Date,  the  Issuer  will  pay  to  the  Collateral  Put  Provider  an  amount,  in  Dollars,  (each,  a 
"Collateral  Put  Provider  Fee")  equal  to  the  product  of: 

(i)  a  rate  of  0.05%  per  annum;  and 

(ii)  the  aggregate  Principal  Balance  of  the  Collateral  Securities  and  Eligible  Investments  in  the 

Collateral  Account  on  the  first  day  of  the  preceding  Interest  Accrual  Period;  and 

(iii)         the  actual  number  of  days  in  the  preceding  Interest  Accrual  Period  divided  b\  360. 

If  and  so  long  as  the  unsecured,  unsubordinated  debt  rating  of  the  Collateral  Put  Provider  or  the  credit 
support  provider  for  the  Collateral  Put  Provider,  whichever  is  higher,  assigned  by  Moody's  is  below  "Al",  all 
principal  payments  on  the  Collateral  Securities  and  Eligible  Investments  in  the  Collateral  Account  will  be 
maintained  in  cash  and  Eligible  Investments  (unless  otherwise  required  to  be  applied,  in  accordance  with  the  terms 
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of  the  Indenture,  to  either  (i)  the  payment  of  the  Notes  in  accordance  with  the  Priority  of  Payments  or  (ii)  the 
payment  of  Credit  Protection  Amounts)  until  such  time  as  the  Balance  of  the  cash  and  Eligible  Investments  in  the 
Collateral  Account  is  equal  to  the  Aggregate  Outstanding  Amount  of  the  Class  A  Notes  and  the  Class  B  Notes. 

Effective  Date  and  Scheduled  Termination 

The  effective  date  of  the  Collateral  Put  Agreement  will  be  the  Closing  Date. 

Unless  terminated  prior  to  its  scheduled  termination  date,  the  Collateral  Put  Agreement  will  terminate  on 
April  12,2042. 

Payments  and  Delivery 

In  connection  with  any  liquidation  of  the  Collateral  Securities  and  Eligible  Investments  (other  than  Put 
Excluded  Collateral)  in  connection  with  the  payment  by  the  Issuer  of  any  Credit  Protection  Amounts  to  the  Credit 
Protection  Buyer  if  (x)  the  Liquidation  Agent  is  unable  to  obtain  at  least  100%  of  par  for  a  Collateral  Security  or  at 
least  100%  of  par  for  Eligible  Investments  (in  each  case  (i)  other  than  Put  Excluded  Collateral  and  (11)  excluding  any 
accrued  and  unpaid  interest),  the  Liquidation  Agent  will  then,  on  behalf  of  the  Issuer,  exercise  the  Issuer' sjight  _ 
under  the  Collateral  Put  Agreement  pursuant  to  which  the  Liquidation  Agent  will  deliver  such  Collateral  Securities 
and  Eligible  Investments  (other  than  Put  Excluded  Collateral)  to  the  Collateral  Put  Provider  in  exchange  for  the 
payment  by  the  Collateral  Put  Provider  to  the  Issuer  of  an  amount  equal  to  100%  of  par  for  such  Collateral 
Securities  and  Eligible  Investments  (plus  accrued  and  unpaid  interest). 

Collateral  Put  Agreement  Early  Termination 

If  an  Event  of  Default  or  a  Termination  Event  occurs  under  the  Collateral  Put  Agreement,  "Market 
Quotation"  and  "Second  Method"  will  be  applied  to  determine  any  termination  or  assignment  payments  payable; 
provided  however,  that  if  the  Issuer  is  the  sole  Affected  Party  or  the  Defaulting  Party  in  respect  of  such  Termination 
Event  or  Event  of  Default,  (i)  the  Issuer  will  pay  to  the  Collateral  Put  Provider  any  accrued  but  unpaid  Collateral  Put 
Provider  Fee  Amounts,  (ii)  the  Collateral  Put  Provider  will  pay  to  the  Issuer  the  Strike  Price  (as  defined  in  the 
Collateral  Put  Agreement)  in  respect  of  any  exercised  Options  (as  defined  in  the  Collateral  Put  Agreement)  in 
respect  of  which  settlement  has  not  yet  occurred  (upon  delivery  of  the  related  Collateral  Securities  or  Eligible 
Investments,  as  applicable,  by  the  Issuer)  and  (iii)  no  other  amounts  will  be  paid  by  the  Issuer  to  the  Collateral  Put 
Provider  and  by  the  Collateral  Put  Provider  to  the  Issuer. 

The  Issuer  will  have  the  right  to  terminate  the  Collateral  Put  Agreement  upon  the  occurrence  of  an  "Event 
of  Default"  or  "Termination  Event,"  including,  but  not  limited  to,  (a)  payment  defaults  by  the  Collateral  Put 
Provider  and  any  guarantor  lasting  a  period  of  at  least  three  local  business  days,  (b)  a  default  by  the  Collateral  Put 
Provider  or  any  guarantor  on  specific  financial  transactions  as  specified  in  the  Collateral  Put  Agreement,  .(c) 
bankruptcy-related  events  applicable  to  the  Collateral  Put  Provider  or  any  guarantor  thereof,  (d)  any  redemption  of 
the  Notes  in  whole,  (e)  a  liquidation  of  all  the  Pledged  Assets  following  the  occurrence  of  an  Event  of  Default  under 
the  Indenture,  (f)  it  becomes  unlawful  for  the  Issuer  to  perform  its  obligations  under  the  Collateral  Put  Agreement 
and  the  Issuer  is  not  able  to  transfer  its  obligations  to  a  different  jurisdiction  or  substitute  another  entity  in  its  place 
so  that  such  illegality  ceases  to  apply  or  (g)  because  of  (x)  any  action  taken  by  a  taxing  authority,  or  brought  in  a 
court  on  or  after  the  Closing  Date  or  (y)  a  change  in  tax  law,  there  is  a  substantial  likelihood  that  the  Issuer  will  be 
required  to  (1)  make  a  "gross-up"  payment  or  (2)  receive  a  payment  subject  to  withholding  for  which  another  party 
is  not  required  to  make  a  "gross-up"  payment. 

The  Collateral  Put  Provider  will  have  the  right  to  terminate  the  Collateral  Put  Agreement  upon  the 
occurrence  of  an  "Event  of  Default"  or  "Termination  Event"  under  the  Collateral  Put  Agreement,  including,  but  not 
limited  to  (a)  an  Event  of  Default  under  the  Indenture  caused  by  a  payment  default  by  the  Issuer  lasting  a  period  of 
at  least  three  local  business  daysr(b)  any  redemption  of  the  Notes  in  whole,  (c)  bankruptcy-related  events  applicable 
to  the  Issuer,  and  (d)  a  liquidation  of  all  the  Pledged  Assets  following  the  occurrence  of  an  Event  of  Default  under 
the  Indenture,  (e)  it  becomes  unlawful  for  the  Collateral  Put  Provider  to  perform  its  obligations  under  the  Collateral 
Put  Agreement  and  the  Collateral  Put  Provider  is  not  able  to  transfer  its  obligations  to  a  different  jurisdiction  or 
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substitute  another  entity  in  its  place  so  that  such  illegality  ceases  to  apply,  or  (f)  because  of  (x)  any  action  taken  by  a 
taxing  authority,  or  brought  in  a  court,  on  or  after  the  Closing  Date  or  (y)  a  change  in  tax  law  there  is  a  substantial 
likelihood  that  it  will,  on  the  next  succeeding  payment  date  be  required  to  make  (1)  a  "gross-up"  payment  or  (2) 
receive  a  payment  subject  to  withholding  for  which  another  party  is  not  required  to  make  a  "gross-up"  payment. 

Upon  the  Trustee  having  actual  knowledge  of  the  occurrence  of  any  event  that  gives  rise  to  the  right  of  the 
Issuer  to  terminate  the  Collateral  Put  Agreement,  the  Trustee  or  the  Fiscal  Agent,  as  applicable,  will  as  promptly  as 
practicable  notify  the  Noteholders  of  such  event  but  the  Trustee  will  only  terminate  the  Collateral  Put  Agreement  on 
behalf  of  the  Issuer  (i)  at  the  direction  of  a  Majority  of  the  Income  Notes  or  (ii)  upon  the  termination  of  the  Credit 
Default  Swap.  The  Issuer  is  required  to  satisfy  the  Rating  Agency  Condition  prior  to  any  (i)  replacement  of  the 
Collateral  Put  Provider  or  (ii)  assignment  of  the  Collateral  Put  Agreement.  In  connection  with  any  Noteholder  vote 
to  terminate  the  Collateral  Put  Agreement,  any  Notes  held  by  or  on  behalf  of  the  Collateral  Put  Provider  or  any  of  its 
Affiliates  will  have  no  voting  rights  and  will  be  deemed  not  to  be  Outstanding  in  connection  with  any  such  vote. 

Amendment 

The  Collateral  Put  Agreement  may  be  amended  at  any  time  with  the  consent  of  the  Collateral  Put  Provider 
only  with  (i)  the  satisfaction  of  the  Rating  Agency  Condition,  (ii)  the  consent  of  the  Noteholders  (in  a  percentage  as 
would  have  been  required  had  such  amendment  been  taken  pursuant  to  this  Indenture),  (iii)  the  consent  of  the  Credit 
Protection  Buyer  (which  consent  shall  not  be  unreasonably  withheld),  (iv)  the  consent  of  the  Liquidation  Agent 
(which  consent  shall  not  be  unreasonably  withheld)  and  (v)  the  consent  of  the  Senior  Swap  Counterparty  (which 
consent  shall  not  be  unreasonably  withheld);  provided  however,  that  (A)  with  respect  to  (i),  such  condition  need  not 
be  satisfied  with  respect  to  any  amendment  that  corrects  a  manifest  error  and  (B)  with  respect  to  (ii),  (iii),  (iv)  and 
(v),  such  consent  shall  not  be  required,  if,  in  reliance  on  an  opinion  of  counsel  or  an  officer's  certificate  of  the 
Liquidation  Agent,  the  Issuer  determines  that  such  amendment  would  not  have  a  material  adverse  effect  on  such 
party. 

Guarantee 

The  GS  Group  will  guarantee  the  obligations  of  the  Collateral  Put  Provider  under  the  Collateral  Put 
Agreement.  For  a  description  of  the  GS  Group,  see  "The  Credit  Protection  Buyer"  above. 

THE  LIQUIDATION  AGENCY  AGREEMENT 

The  following  summary  describes  certain  provisions  of  the  Liquidation  Agency  Agreement.  The  summary  does  not 
purport  to  be  complete  and  is  subject  to,  and  qualified  in  its  entirety  by  reference  to,  the  provisions  of  the 
Liquidation  Agency  Agreement. 

General 

The  Liquidation  Agent  will,  on  behalf  of  the  Issuer,  pursuant  to  the  Liquidation  Agency  Agreement, 
(i)  assign,  terminate  or  otherwise  dispose  of  (a)  CDS  Transactions  the  Reference  Obligations  of  which  are 
determined  by  the  Collateral  Administrator,  on  behalf  of  the  Issuer,  pursuant  to  the  Collateral  Administration 
Agreement,  to  be  Credit  Risk  Obligations  or  (b)  Delivered  Obligations,  (ii)  sell,  assign,  terminate  or  otherwise 
dispose  of  the  CDS  Transactions,  Collateral  Securities,  Delivered  Obligations  and  Eligible  Investments  of  the  Issuer 
in  connection  with  (a)  a  redemption  of  the  Notes  as  a  result  of  an  Optional  Redemption,  a  Tax  Redemption,  an 
Auction  or  as  otherwise  required  under  the  Indenture  as  described  therein  and  (b)  an  acceleration  of  the  Notes  as  a 
result  of  an  Event  of  Default  as  required  under  the  Indenture  as  described  therein  and  (iii)  perform  certain  other 
functions,  as  described  herein.  The  Liquidation  Agent  will  have  twelve  (12)  months  to  assign,  terminate  or 
otherwise  dispose  of  (a)  CDS  Transactions  the  Reference  Obligations  of  which  are  determined  pursuant  to  the 
Collateral  Administration  Agreement  by  the  Collateral  Administrator,  on  behalf  of  the  Issuer,  to  be  Credit  Risk 
"Obligations  and  (b)  Delivered  Obligations  in  accordance  with  the  terms  of  the  Liquidation  Agency  Agreement  (such 
twelve  months  measured  from  the  date  the  Liquidation  Agent  is  notified  of  either  (1)  such  determination  by  the 
Collateral  Administrator  or  (2)  the  receipt  of  such  Delivered  Obligation  by  the  Issuer,  as  applicable).  The  proceeds 
of  such  sale  of  Delivered  Obligations  will  be  deposited  into  the  Collateral  Account  and  invested  in  Eligible 

107 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-021821302 


Footnote  Exhibits  -  Page  3111 


Investments  and  Collateral  Securities  selected  at  the  direction  of  the  Liquidation  Agent.  In  addition,  any  principal 
proceeds  received  on  such  Delivered  Obligations  prior  to  such  sale,  will  be  deposited  into  the  Collateral  Account. 
The  Liquidation  Agent  will  have  no  ability  or  authority  to  direct  the  assignment,  termination  or  other  disposition  of 
any  CDS  Transactions.  The  Liquidation  Agent  will  not  provide  investment  advisory  services  to  the  Issuer  or  act  as 
the  "collateral  manager"  for  the  Credit  Default  Swap.  The  Liquidation  Agent  will  not  have  fiduciary  duties  to  the 
Issuer  or  to  the  holders  of  the  Notes. 

The  Liquidation  Agent 

The  Liquidation  Agent  is  Goldman,  Sachs  &  Co.  ("GS&Co.").  GS&Co.  is  a  New  York  limited  partnership 
and  a  registered  U.S.  broker-dealer.  The  Notes  do  not  represent  an  obligation  of,  and  will  not  be  insured  or 
guaranteed  by  GS&Co.,  its  parent  or  any  of  its  subsidiaries  or  its  affiliates  and  investors  will  have  no  rights  or 
recourse  against  GS&Co.,  its  parent  or  any  of  its  subsidiaries  or  affiliates. 

Compensation 

As  compensation  for  the  performance  of  its  obligations  under  the  Liquidation  Agency  Agreement,  the 
Liquidation  Agent  will  be  entitled  to  receive  a  fee  in  accordance  with  the  Priority  of  Payments,  payable  in  arrears  on 
each  Payment  Date,  of  0.10%  per  annum  (the  "Liquidation  Agent  Fee")  times  the  Aggregate  Outstanding  Portfolio 
Amount,  measured  as  of  the  beginning  of  the  Due  Period  preceding  such  Payment  Date. 

If  amounts  distributable  on  any  Payment  Date  in  accordance  with  the  Priority  of  Payments  arc  insufficient 
to  pay  the  Liquidation  Agent  Fee  in  full,  then  the  shortfall  will  be  deferred  and  will  be  payable  on  subsequent 
Payment  Dates  on  which  funds  are  available  therefor  according  to  the  Priority  of  Payments. 

The  Liquidation  Agent  Fee  will  be  calculated  on  the  basis  of  a  360  day  year  consisting  of  twelve  30-day 
months.  All  fees  payable  to  the  Liquidation  Agent  on  a  Payment  Date  are  subject  to  payment  only  in  accordance 
with  the  Priority  of  Payments. 

The  Liquidation  Agent  may,  at  its  election  and  upon  notice  to  the  Issuer  and  the  Trustee,  direct  for  a 
predetermined  period  of  time  that  all  or  a  portion  of  the  amount  that  is  due  to  it  as  the  Liquidation  Agent  Fee  be  paid 
directly  to  a  third  party;  provided,  that  the  Liquidation  Agent  will  not  (unless  it  is  assigning  all  of  its  rights  and 
obligations  in  accordance  with  the  Liquidation  Agency  Agreement)  be  relieved  of  any  of  its  duties  under  the 
Liquidation  Agency  Agreement  or  the  Indenture  as  a  result  of  the  redirection  of  its  right  to  receive  all  or  a  portion  of 
the  Liquidation  Agent  Fee. 

Procedure  for  Disposition  of  CDS  Transaction,  Eligible  Investments,  Collateral  Securities  and  Delivered 
Obligations 

Pursuant  to  the  Liquidation  Agency  Agreement,  whenever  the  assignment,  termination  or  other  disposition 
of  CDS  Transactions;  Eligible  Investments,  Collateral.  Securities  and  Delivered  Obligations  is  required  under  the 
Indenture,  as  described  under  "The  Credit  Default  Swap— Removal  of  Reference  Obligations  from  the  Reference 
Portfolio",  the  Liquidation  Agent  will  use  commercially  reasonable  efforts  to  solicit  bids  from  at  least  three 
independent  market  makers,  at  least  one  of  which  is  not  the  Liquidation  Agent  or  an  affiliate  thereof.  If  after  such 
commercially  reasonable  efforts,  bids  from  three  independent  market  makers  are  not  available,  the  higher  of  two 
such  bids  may  be  used  and  if  bids  from  two  such  independent  market  makers  are  not  available,  one  such  bid  may  be 
used.  Assuming  at  least  one  bid  is  received  in  accordance  with  the  preceding  sentence,  the  applicable  CDS 
Transactions,  Eligible  Investments,  Collateral  Securities  and  Delivered  Obligations  shall  be  disposed  of  at  the 
highest  bid  price.  The  Liquidation  Agent  or  an  affiliate  of  the  Liquidation  Agent  may  purchase  a  CDS  Transaction, 
Eligible  Investment,  Collateral  Security  or  Delivered  Obligation  assigned,  terminated  or  otherwise  disposed  as 
described  above.  Notwithstanding  the  foregoing,  any  Auction  shall  be  conducted  in  accordance  with  the  auction 
procedures  set  forth  in  the  Indenture.  •  — 
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Termination,  Removal  and  Resignation 

If  the  Liquidation  Agency  Agreement  is  terminated  for  any  reason  or  the  entity  then  serving  as  Liquidation 
Agent  resigns  or  is  removed,  the  Liquidation  Agent  Fee  owing  to  such  entity  will  be  prorated  for  any  partial  periods 
between  Payment  Dates  and  such  prorated  amount  will  be  due  and  payable  on  the  first  Payment  Date  following  the 
date  of  such  termination,  subject  to  the  priority  of  payments. 

The  Liquidation  Agent  may  resign,  upon  60  days'  (or  such  shorter  notice  as  is  acceptable  to  the  Issuer) 
written  notice  to  the  Issuer,  the  Trustee  and  the  Rating  Agencies.  If  the  Liquidation  Agent  resigns,  the  Issuer  agrees 
to  use  its  best  efforts  to  appoint  a  successor  Liquidation  Agent,  and  the  effectiveness  of  such  resignation  w.ll  be 
conditioned  upon  the  appointment  of  such  successor. 

The  Liquidation  Agent  may  be  removed  for  "cause"  (i)  by  the  Issuer  or  the  Trustee;  provided  that  written 
notice  thereof  shall  have  been  given  to  the  holders  of  the  Notes  and  each  Rating  Agency  stating  that  such 
termination  shall  be  effective  only  if  directed  in  writing  within  30  days  after  the  date  of  such  notice  by,  the  Senior 
Swap  Counterparty,  the  holders  of  at  least  a  Super  Majority  of  the  Income  Notes  and  a  Super  Majority  of  the 
Controlling  Class,  but  excluding  in  any  such  calculation  any  Notes  held  by  the  Liquidation  Agent  or  any  Notes  oyer 
which  the  Liquidation  Agent  has  discretionary  voting  authority,  (ii)  in  the  case  of  an  event  described  in  clause  (3) 
below  by  the  Issuer  or  the  Trustee  upon  10  days'  prior  written  notice  to  the  Liquidation  Agent,  or  (m)  by  the  Senior 
Swap  Counterparty,  holders  of  at  least  a  Super  Majority  of  the  Income  Notes  and  a  Super  Majority  of  the 
Controlling  Class,  but  excluding  in  any  such  calculation  any  Income  Notes  or  Notes  held  by  the  Liquidation  Agent 
or  any  Notes  over  which  the  Liquidation  Agent  has  discretionary  voting  authority,  upon  10  days'  prior  written  notice 
to  the  Liquidation  Agent. 

For  purposes  of  determining  "cause"  with  respect  to  any  such  termination  of  the  Liquidation  Agency 
Agreement,  such  term  shall  mean  the  occurrence  and  continuation  of  any  one  of  the  following  events:  (1)  the 
Liquidation  Agent  willfully  violates,  or  takes  any  action  that  it  knows  breaches,  any  provision  of  the  Liquidation 
Agency  Agreement  or  the  Indenture  applicable  to  it;  (2)  the  Liquidation  Agent  breaches  in  any  material  respect  any 
provision  of  the  Liquidation  Agency  Agreement  or  any  terms  of  the  Indenture  applicable  to  it,  which  breach  (.)  has  a 
material  adverse  effect  on  the  holders  of  the  Notes  and  (ii)  within  30  days  of  its  becoming  aware  (or  rece.v.ng  notice 
from  the  Trustee)  of  such  breach,  the  Liquidation  Agent  fails  to  cure  such  breach;  (3)  the  Liquidation  Agent  is 
wound  up  or  dissolved  or  there  is  appointed  over  it  or  over  all  or  substantially  all  of  its  assets  a  receiver, 
administrator,  administrative  receiver,  trustee  or  similar  officer;  or  the  Liquidation  Agent  (w)  ceases  to  or  admits  in 
writing  its  inability  to,  pay  its  debts  as  they  become  due  and  payable,  or  makes  a  general  assignment  for  the  benefit 
of  or  enters  into  any  composition  or  arrangement  with,  its  creditors  generally;  (x)  applies  for  or  consents  (by 
admission  of  material  allegations  of  a  petition  or  otherwise)  to  the  appointment  of  a  receiver,  trustee,  assignee 
custodian  liquidator  or  sequestrator  (or  other  similar  official)  of  the  Liquidation  Agent  or  of  all  or  substantially  all 
of  its  properties  or  assets,  or  authorizes  such  an  application  or  consent,  or  proceedings  seeking  such  appointment  are 
commenced  without  such  authorization,  consent  or  application  against  the  Liquidation  Agent  and  continue 
undismissed  for  60  consecutive  days;  (y)  authorizes  or  files  a  voluntary  petition  in  bankruptcy,  or  applies  for  or 
consents  (by  admission  of  material  allegations  of  a  petition  or  otherwise)  to  the  application  of  any  bankruptcy, 
reorganization,  arrangement,  readjustment  of  debt,  insolvency  or  dissolution,  or  authorizes  such  application  or 
consent  or  proceedings  to  such  end  are  instituted  against  the  Liquidation  Agent  without  such  authorization, 
application  or  consent  and  are  approved  as  properly  instituted  and  remain  undismissed  for  60  consecutive  days  or 
result  in  adjudication  of  bankruptcy  or  insolvency;  or  (z)  permits  or  suffers  all  or  substantially  all  of  its  properties  or 
assets  to  be  sequestered  or  attached  by  court  order  and  the  order  remains  undismissed  for  60  consecutive  days;  or 
(4)  the  Issuer  the  Co-Issuer  or  the  Pledged  Assets  have  become  required  to  be  registered  as  an  investment  company 
under  the  provisions  of  the  Investment  Company  Act,  as  a  result  of  a  material  breach  by  the  Liquidation  Agent  in 
violation  of  the  Liquidation  Agency  Agreement.  The  Liquidation  Agent  shall  notify  the  Trustee  each  Rating 
Agency  (to  the  extent  any  Secured  Notes  outstanding  are  rated  by  such  Rating  Agency),  the  Senior  Swap 
Counterparty,  the  Fiscal  Agent  and  the  holders  of  the  Income  Notes  if  a  "cause"  event,  or  an  event  which  with  the 
giving  of  notice  or  the  lapse  of  time  (or  both)  becomes  "cause,"  occurs.  _^__    . 

Any  resignation  or  removal  of  the  Liquidation  Agent  will  be  effective  only  upon  (i)  the  appointment  by  the 
holders  of  a  Super  Majority  of  the  Income  Notes  (including  any  Income  Notes  owned  by  the  Liquidation  Agent,  any 
Affiliate  of  the  Liquidation  Agent,  and  any  account  over  which  the  Liquidation  Agent  has  discretionary  authority) 
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(or  if  such  holders  fail  to  make  such  appointment  within  30  days  after  any  such  resignation  or  removal,  by  the 

Issuer  as  directed  by  a  Super  Majority  of  the  Controlling  Class)  of  a  successor  Liquidation  Agent  that  is  an 

established  institution  with  experience  servicing  assets  similar  to  the  Pledged  Assets  that  (1)  has  demonstrated  an 

ability  to  professionally  and  competently  perform  duties  similar  to  those  imposed  upon  the  Liquidat.on  Agent  under 

the  Liquidation  Agency  Agreement,  (2)  is  legally  qualif.ed  and  has  the  capacity  to  act  as  Liquidation  Agent  under 

the  Liquidation  Agency  Agreement  as  successor  to  the  Liquidation  Agent  under  the  Liquidat.on  Agency  Agreement, 

(3)  has  agreed  in  writing  to  assume  all  of  the  responsibilities,  duties  and  obligations  of  the  Liquidation  Agent  under 

the  Liquidation  Agency  Agreement  and  under  the  applicable  terms  of  the  Indenture,  (4)  shall  not  cause  the  Issuer, 

the  Co-Issuer  or  the  pool  of  Pledged  Assets  to  become  required  to  register  as  an  investment  company  under  the 

Investment  Company  Act  and  (5)  has  been  approved  by  the  Issuer,  upon  the  direction  of  the  Senior  Swap 

Counterparty  and  a  Majority  of  each  Class  of  Notes  and  (ii)  satisfaction  of  the  Rating  Agency  Condition  with 

respect  to  such  appointment.  Notwithstanding  the  foregoing,  if  no  successor  has  been  appointed  as  aforesaid  within 

120  days  after  resignation  of  the  Liquidation  Agent,  the  Liquidation  Agent  may  appoint  a  successor  satisfying  the 

requirements  of  the  Liquidation  Agency  Agreement  without  consent  of  any  other  party  or  confirmation  by  the 

Rating  Agencies.  The  Issuer,  the  Trustee  and  the  successor  Liquidation  Agent  shall  take  such  action  (or  cause  the 

outgoing  Liquidation  Agent  to  take  such  action)  consistent  with  the  Liquidation  Agency  Agreement  and  the  terms  of 

the  Indenture  applicable  to  the  Liquidation  Agent  as  shall  be  necessary  to  effectuate  any  such  succession.    If  the 

Liquidation  Agent  shall  resign  or  be  removed  but  a  successor  Liquidation  Agent  shall  not  have  assumed  all  of  the 

Liquidation  Agent's  duties  and  obligations  under  the  Liquidation  Agency  Agreement  within  90  days  after  such 

resignation  or  removal,  then  the  Issuer,  the  Trustee,  any  holder  of  Notes  or  the  resigning  or  terminated  Liquidation 

Agent  may  petition  any  court  of  competent  jurisdiction  for  the  appointment  of  a  successor  Liquidation  Agent.  The 

compensation  payable  to  a  successor  Liquidation  Agent  from  payments  on  the  Pledged  Assets  shall  not  exceed  the 

compensation  payable  to  the  Liquidation  Agent  under  the  Liquidation  Agency  Agreement  without  the  approval  of 

the  Senior  Swap  Counterparty  and  the  holders  of  a  Majority  of  the  Aggregate  Outstanding  Amount  of  each  Class  of 

Notes. 

Any  Notes  held  by  the  Liquidation  Agent  or  any  Notes  over  which  the  Liquidation  Agent  has  discretionary 
voting  authority,  in  each  case  will  have  no  voting  rights  with  respect  to  any  vote  in  connection  with  the  removal  of 
the  Liquidation  Agent  or  the  disposition  of  any  CDS  Transaction  or  Eligible  Investment  and  will  be  deemed  not  to 
be  outstanding  in  connection  with  any  such  vote;  provided,  however,  that  any  such  Notes  will  have  voting  rights  and 
will  be  deemed  outstanding  with  respect  to  all  other  matters  as  to  which  holders  of  Notes  are  entitled  to  vote. 

The  Liquidation  Agent  may  assign  the  Liquidation  Agency  Agreement,  in  whole  or  in  part,  to  an  affiliate  of 
the  Liquidation  Agent  without  the  consent  of  the  Issuer,  the  Senior  Swap  Counterparty,  any  Class  of  Secured  Notes 
or  the  Income  Notes  and  without  satisfaction  of  the  Rating  Agency  Condition.  In  the  event  of  any  such  assignment, 
Goldman  Sachs  &  Co.  will  have  no  further  obligations  to  the  Issuer. 

Except  for  the  assignment  to  an  affiliate,  the  Liquidation  Agency  Agreement  may  not  be  assigned  by  the 
Liquidation  Agent,  in  whole  or  in  part,  without  (i)  the  prior  written  consent  of  the  Issuer,  (ii)  the  prior  written 
consent  of  or  affirmative  vote  by  the  Senior  Swap  Counterparty,  a  Majority  of  the  Controlling  Class  and  the  holders 
of  a  Majority  of  the  Income  Notes  and  (iii)  satisfaction  of  the  Rating  Agency  Condition  with  respect  to  such 
assignment  or  delegation. 

The  Liquidation  Agency  Agreement  will  terminate  when  the  earliest  of  the  following  occurs:  (i)  the 
payment  in  full  of  the  Notes;  (ii)  the  liquidation  of  the  Pledged  Assets  and  the  final  distribution  of  the  proceeds  of 
such  liquidation  to  the  Holders  of  the  Notes  or  (iii)  the  termination  thereof  due  to  the  resignation  or  removal  of  the 
Liquidation  Agent  in  accordance  with  the  Liquidation  Agency  Agreement. 

The  Liquidation  Agency  Agreement  may  not  be  amended  or  modified  or  any  provision  thereof  waived 
(other  than  in  connection  with  an  assignment  to  an  affiliate  of  the  Liquidation  Agent)  except  by  (i)  an  instrument  in 
writing  signed  by  the  parties  thereto,  (ii)  the  prior  written  consent  of  the  Senior  Swap  Counterparty  and  a  Majority 
of  the  Controlling  Class  and  (iii)  written  confirmation  from  each  Rating  Agency  to  the  effect  that  such  amendment, 
modification  or  waiver  will  not  cause  a  qualification,  downgrade  or  withdrawal  of  its  then  current  ratings  of  the 
Senior  Swap  or  any  Class  of  Notes  rated  by  such  Rating  Agency  unless  the  Senior  Swap  Counterparty  (if  any  rating 
of  the  Senior  Swap  would  be  qualified,  downgraded  or  withdrawn)  and  the  holders  of  100%  of  each  Class  of  Notes 
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that  would  be  qualified,  reduced  or  withdrawn  due  to  an  amendment,  modification  or  waiver  approves  such 
amendment,  modification  or  waiver. 

The  Liquidation  Agent,  its  affiliates  and  their  respective  members,  principals,  partners,  managers,  directors, 
officers  stockholders,  partners,  agents  and  employees  will  not  be  liable  to  the  Co-Issuers,  the  Trustee,  the  Fiscal 
Agent  the  Senior  Swap  Counterparty,  the  holders  of  the  Notes  or  any  other  Person  for  any  losses,  claims,  damages, 
demands  charges,  judgments,  assessments,  costs  or  other  liabilities  incurred  by  the  Co-Issuers,  the  Trustee,  the 
Fiscal  Agent  the  holders  of  the  Notes  or  any  other  Person  that  arise  out  of  or  in  connection  with  the  performance  by 
the  Liquidation  Agent  of  its  duties  under  the  Liquidation  Agency  Agreement  or  the  Indenture,  or  for  any  decrease  in 
the  value  of  the  Pledged  Assets;  provided  that  the  Liquidation  Agent  shall  be  subject  to  liability  by  reason  of  acts  or 
omissions  of  the  Liquidation  Agent  constituting  bad  faith,  willful  misconduct  or  gross  negligence  in  the 
performance,  or  reckless  disregard,  of  the  obligations  of  the  Liquidation  Agent  under  the  Liquidation  Agency 
Agreement  and  under  the  terms  of  the  Indenture  applicable  to  the  Liquidation  Agent;  provided  that  in  no  event  shall 
the  Liquidation  Agent  or  any  of  its  affiliates  be  liable  for  consequential,  special,  exemplary  or  punitive  damages. 
Subject  to  the  priority  of  payments  described  herein,  the  Liquidation  Agent  will  be  entitled  to  indemnification  by  the 
Issuer  under  certain  circumstances. 

Various  potential  and  actual  conflicts  of  interest  may  arise  from  the  overall  activities  of  the  Liquidation 
Agent  and  its  affiliates.  In  certain  circumstances,  the  interests  of  the  Issuer,  the  Senior  Swap  Counterparty  and/or 
the  holders  of  the  Notes  with  respect  to  matters  as  to  which  the  Liquidation  Agent  is  advising  the  Issuer  may  conflict 
with  the  interests  of  the  Liquidation  Agent  or  its  affiliates.  See  "Risk  Factors— Other  Considerations— Certain 
Conflicts  of  Interest"  and  "—The  Liquidation  Agent." 

ACCOUNTS 

Pursuant  to  the  Indenture,  the  Issuer  shall  cause  there  to  be  opened  and  at  all  times  maintained  the  Interest 
Collection  Account,  the  Payment  Account,  the  Expense  Reserve  Account,  the  Collateral  Account  (including  the 
Cash  Collateral  Account),  the  Delivered  Obligation  Account,  the  Collateral  Put  Provider  Account,  the  Amortization 
Shortfall  Account  and  the  CDS  Counterparty  Collateral  Account  (each  as  hereinafter  defined),  each  of  which  shall 
be  a  segregated  account  or  sub-account  established  with  the  Securities  Intermediary  in  the  name  of  the  Trustee  for 
the  benefit  of  the  Secured  Parties  as  further  described  in  the  Indenture.  Each  Account  is  required  to  be  maintained 
by  the  Trustee  or  by  another  financial  institution  that  is  an  Eligible  Depositary. 

Certain  distributions  on  the  Pledged  Assets,  including  Fixed  Amounts  received  by  the  Issuer  under  the 
Credit  Default  Swap  will  be  remitted  to  a  single,  segregated  account  established  and  maintained  under  the  Indenture 
(the  "Interest  Collection  Account")  and  will  be  available,  to  the  extent  described  herein,  for  application  in  the 
manner  and  for  the  purposes  described  herein.  Funds  held  in  the  Interest  Collection  Account  will  be  invested  by  the 
Trustee  in  Eligible  Investments  in  accordance  with  the  terms  of  the  Indenture.  All  Fixed  Amounts  and  Interest 
Shortfall  Reimbursement  Payment  Amounts  paid  by  the  Credit  Protection  Buyer  to  the  Issuer  under  a  CDS 
Transaction  and  any  investment  income  on  the  Collateral  will  be  remitted  to  the  Interest  Collection  Account.  If 
Expected  Fixed  Amounts  (as  defined  in  the  Master  Confirmation)  are  paid  by  the  Credit  Protection  Buyer  to  the 
Issuer  in  accordance  with  the  Credit  Default  Swap  following  a  downgrade  or  placement  on  watch  for  downgrade  of 
the  Credit  Protection  Buyer,  on  the  Payment  Date  immediately  thereafter,  the  Expected  Fixed  Amount  (as  defined  in 
the  Master  Confirmation)  will  not  be  transferred  to  the  Payment  Account  to  be  distributed  in  accordance  with  the 
Priority  of  Payments  for  such  Payment  Date  but  will  instead  be  held  in  the  Interest  Collection  Account  until  the  next 
Payment  Date. 

On  the  Closing  Date,  the  net  proceeds  of  the  offering  of  the  Notes  issued  on  such  date  will  be  used  to 
purchase  Collateral  Securities  and  Eligible  Investments  with  an  initial  principal  balance  of  $800,000,000  which  will 
be  deposited  to  a  single,  segregated  account  established  and  maintained  under  the  Indenture  (the  "Collateral 
Account")  The  "Cash  Collateral  Account"  shall  be  a  subaccount  of  the  Collateral  Account.  Termination  payments 
paid  by  the  Credit  Protection  Buyer,  the  Collateral  Put  Provider  and  the  Senior  Swap  Counterparty  to  the  Issuer,  any 
amounts  paid  by  an  assignee  of  a  CDS  Transaction  to  the  Issuer,  Sale  Proceeds  from  Collateral  Securities,  Delivered 
Obligations  and  Eligible  Investments  (other  than  (i)  proceeds  of  Collateral  Securities  and  Eligible  Investments 
applied  to  pay  Credit  Protection  Amounts  and  (ii)  Sale  Proceeds  from  Eligible  Investments  purchased  with  principal 
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payments  on  the  Collateral  Securities  diverted  into  the  Amortization  Shortfall  Account)  received  by  the  Issuer  will 
be  remitted  by  the  Trustee  to  the  Interest  Collection  Account  and  invested  in  Eligible  Investments.  The  Collateral 
Securities  and  any  Eligible  Investments  on  deposit  in  the  Collateral  Account  may  be  used  to  pay  Credit  Protection 
Amounts  and  to  redeem  the  Notes  as  described  herein.  In  addition,  if  an  Amortization  Shortfall  Amount  exists  in 
respect  of  a  Payment  Date,  all  principal  payments  received  by  the  Issuer  on  Collateral  Securities  and  Eligible 
Investments  (other  than  cash)  in  the  Collateral  Account  shall  be  deposited  by  the  Trustee  in  the  Amortization 
Shortfall  Account  up  to  the  amount  required  to  satisfy  all  outstanding  Amortization  Shortfall  Amounts.  All 
investment  earnings  from  the  Collateral  Securities  and  Eligible  Investments  in  the  Collateral  Account  will  be 
remitted  to  the  Interest  Collection  Account.  All  principal  payments  on  Collateral  Securities  in  the  Collatera 
Account  will  be  invested  in  Eligible  Investments  at  the  direction  of  the  Liquidation  Agent  until  invested  in  Collateral 
Securities  satisfying  the  Collateral  Securities  Eligibility  Criteria  at  the  direction  of  the  Liquidation  Agent. 

Certain  principal  payments  may  be  need  to  be  reserved  (rather  than  be  invested  in  Eligible  Investments  and 
Collateral  Securities)  in  accordance  with  the  terms  of  the  Collateral  Put  Agreement.  See  "The  Collateral  Put 
Agreement." 

If  a  Senior  Swap  Funding  Payment  has  been  made  under  the  Senior  Swap  and  remains  unreimbursed, 
Principal  Shortfall  Reimbursement  Payment  Amounts  and  Writedown  Reimbursement  Payment  Amounts  received 
from  the  Credit  Protection  Buyer  will  be  paid  directly  to  the  Senior  Swap  Counterparty  until  all  Senior  Swap 
Funding  Payments  have  been  reimbursed.  If  no  Senior  Swap  Funding  Payments  are  outstanding,  Principal  Shortfall 
Reimbursement  Payment  Amounts  and  Writedown  Reimbursement  Payment  Amounts  received  by  the  Issuer  will  be 
deposited  to  the  Collateral  Account. 

On  the  Business  Day  prior  to  each  Payment  Date  other  than  a  Final  Payment  Date  (the  "Transfer  Date"), 
the  Trustee  will  deposit  into  a  separate  account  (the  "Payment  Account")  all  funds  (including  any  reinvestment 
income)  in  the  Interest  Collection  Account  (to  the  extent  received  prior  to  the  end  of  the  related  Due  Period)  for 
application  in  accordance  with  the  Priority  of  Payments. 

Principal  Proceeds  shall  be  deposited  in  the  Interest  Collection  Account  and  applied  in  accordance  with  the 
Priority  of  Payments. 

On  the  Closing  Date,  U.S.$200,000  from  the  net  proceeds  of  the  offering  of  the  Notes  will  be  deposited  by 
the  Trustee  into  a  single,  segregated  account  established  and  maintained  by  the  Trustee  under  the  Indenture  (the 
"Expense  Reserve  Account").  On  each  Payment  Date,  to  the  extent  that  funds  are  available  for  such  purpose  in 
accordance  with  and  subject  to  the  limitations  of  the  Priority  of  Payments,  the  Trustee  will  deposit  into  the  Expense 
Reserve  Account  an  amount  from  Proceeds  such  that  the  amount  on  deposit  in  the  Expense  Reserve  Account  (after 
giving  effect  to  such  deposit)  will  equal  U.S.$200,000.  Amounts  on  deposit  in  the  Expense  Reserve  Account  may 
be  withdrawn  from  time  to  time  to  pay  accrued  and  unpaid  Administrative  Expenses  of  the  Issuers.  With  respect  to 
the  first  Payment  Date,  funds  on  deposit  in  the  Expense  Reserve  Account  in  excess  of  U.S.S200.000  will  be 
transferred  by  the  Trustee  to  the  Payment  Account  for  application  as  interest  proceeds.  All  funds  on  deposit  in  the 
Expense  Reserve  Account  at  the  time  when  substantially  all  of  the  Issuer's  assets  have  been  sold  or  otherwise 
disposed  of  will  be  transferred  by  the  Trustee  to  the  Payment  Account  for  application  as  Proceeds  on  the 
immediately  succeeding  Payment  Date. 

Under  certain  conditions  described  in  the  Credit  Default  Swap,  the  Credit  Protection  Buyer  may  be 
required  to  post  collateral  ("CDS  Counterparty  Collateral")  under  the  terms  of  the  Credit  Default  Swap.  The  CDS 
Counterparty  Collateral  pledged  by  the  Credit  Protection  Buyer  will  be  deposited  by  the  Trustee  into  a  segregated 
account  (the  "CDS  Counterparty  Collateral  Account")  established  in  the  name  of  the  Trustee  and  held  therein 
pursuant  to  the  terms  of  the  Credit  Default  Swap. 

On  or  before  the  first  date  on  which  there  exists  an  Amortization  Shortfall  Amount,  the  Trustee  will 
establish  and  maintain  a  single,  segregated  account  established  and  maintained  under  the  Indenture  (the 
"Amortization  Shortfall  Account")  into  which  certain  principal  payments  and  interest  received  by  the  Issuer  on 
Collateral  Securities  and  Eligible  Investments  in  the  Collateral  Account  shall  be  deposited  up  to  the  Amortization 
Shortfall  Amount. 
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On  or  before  the  first  date  that  a  Delivered  Obligation  is  received  by  the  Issuer,  the  Trustee  will  establish 
and  maintain  under  the  Indenture  a  segregated  collateral  account  (the  "Delivered  Obligation  Account")  into  which 
all  Delivered  Obligations  shall  be  deposited.  Each  Delivered  Obligation  will  be  held  in  the  Delivered  Obligation 
Account  until  such  Delivered  Obligation  is  sold  by  the  Liquidation  Agent,  on  behalf  of  the  Issuer,  pursuant  to  the 
terms  of  the  Indenture. 

Amounts  retained  in  the  Accounts  during  a  Due  Period  will  be  invested  in  Eligible  Investments. 

REPORTS 

A  report  will  be  made  available  to  the  Holders  of  the  Secured  Notes  and  Holders  of  the  Income  Notes  and 
will  provide  information  on  the  Pledged  Assets  as  well  as  information  with  respect  to  payments  made  on  the  related 
Payment  Date  (each,  a  "Note  Valuation  Report"),  beginning  in  April,  2007. 

The  information  in  each  Note  Valuation  Report  will  be  prepared  as  of  the  Determination  Date  preceding 
the  related  Payment  Date  and  will  set  out,  among  other  things,  the  amounts  payable  in  accordance  with  the  Priority 
of  Payments  on  such  Payment  Date.  The  Issuer  will  instruct  the  Trustee  to  transfer  the  amounts  set  forth  in  such 
Note  Valuation  Report  in  the  manner  specified  in,  and  in  accordance  with,  the  Priority  of  Payments. 

WEIGHTED  AVERAGE  LIFE  AND  YIELD  CONSIDERATIONS 

The  Stated  Maturity  of  the  Notes  (other  than  the  Class  S  Notes)  is  the  Payment  Date  in  April  2042. 
However,  the  principal  of  the  Notes  (other  than  the  Class  S  Notes)  is  expected  to  be  paid  in  full  prior  to  the  Stated 
Maturity.  Average  life  refers  to  the  average  amount  of  time  that  will  elapse  from  the  date  of  delivery  of  a  security 
until  each  dollar  of  the  principal  of  such  security  will  be  paid  to  the  investor.  The  average  lives  of  the  Notes  will  be 
determined  by  the  amount  of  principal  payments  which  are  dependent  on  a  number  of  factors,  including  when  the 
Reference  Obligations  are  repaid. 

Weighted  Average  Life.  Weighted  average  life  refers  to  the  average  amount  of  time  that  will  elapse  from 
the  date  of  delivery  of  a  security  until  each  dollar  of  the  principal  of  such  security  will  be  paid  to  the  investor.  The 
weighted  average  lives  of  the  Notes  of  each  Class  will  be  determined  by  the  amount  and  frequency  of  principal 
payments,  which  are  dependent  upon,  among  other  things,  the  amount  of  payments  received  at  or  in  advance  of  the 
scheduled  maturity  of  the  Reference  Obligations  (whether  through  sale,  maturity,  redemption,  prepayment,  default 
or  other  liquidation  or  disposition).  The  actual  weighted  average  lives  and  actual  maturities  of  the  Notes  will  be 
affected  by  the  financial  conditions  of  the  obligors  on  or  the  issuers  of  the  Reference  Obligations  or  the  obligors  on 
the  underlying  assets,  and  the  characteristics  of  such  securities  and  assets,  including  the  existence  and  frequency  of 
exercise  of  any  optional  or  mandatory  redemption  features,  the  prevailing  level  of  interest  rates,  the  redemption 
price,  prepayment  rates,  any  lockout  periods  or  prepayment  premiums  or  penalties,  the  actual  default  rate  and  the 
actual  level  of  recoveries  on  any  Defaulted  Obligations,  and  the  frequency  of  tender  or  exchange  offers  for  such 
Reference  Obligations.  Any  disposition  of  a  CDS  Transaction  will  change  the  composition  and  characteristics  of  the 
Reference  Portfolio  and  Collateral  Securities  and  the  scheduled  payments  and  payment  characteristics  thereon,  and, 
accordingly,  may  affect  the  actual  weighted  average  lives  of  the  Notes.  The  rate  of  future  defaults  and  the  amount 
and  timing  of  any  cash  realization  from  CDS  Transactions  the  Reference  Obligations  of  which  are  determined  to  be 
Credit  Risk  Obligations  also  will  affect  the  maturity  and  weighted  average  lives  of  the  Notes.  The  weighted  average 
life  of  the  Notes  of  each  Class  may  also  vary  depending  on  whether  or  not  the  Notes  are  redeemed.  The  weighted 
average  lives  of  the  Notes  are  expected  to  be  shorter,  and  may  be  substantially  shorter,  than  the  Stated  Maturity  of 
the  Notes. 

The  table  set  forth  below  indicates  the  percentage  of  the  initial  balance  of  each  Class  of  Notes  that  would 
be  outstanding  on  each  Payment  Date  assuming  no  prepayments  or  losses  and  the  weighted  average  life  of  each 
Class  of  Notes  and  principal  window  of  each  Class  based  on  the  assumptions  (the  "Collateral  Assumptions")  set 
forth  below.  The  table  set  forth  below  is  included  only- for  illustrative  purposes,  and  none  of  the  Issuers,  the 
Liquidation  Agent,  the  Trustee  or  the  Initial  Purchaser  makes  any  representation  as  to  whether  such  assumptions  will 
be  realized. 
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i.  Forward  1  -month  LIBOR  curve  as  of  November  30, 2006  are  assumed; 

ii.  the  Closing  Date  is  December  5, 2006  and  the  first  Payment  Date  is  April  1 2,  2007; 

iii.  all  of  the  net  proceeds  of  the  offering  of  the  Notes  are  invested  as  of  the  Closing  Date  in  the 

Collateral  Securities; 

iv.  the  Coverage  Tests  are  satisfied  as  of  the  Closing  Date; 

v.  expenses  due  under  clauses  (i),  (ii)  and  (iii)  of  the  Priority  of  Payments  are  paid  on  each  Payment 

Date  and  will  be  0.01%  per  annum  of  the  Aggregate  Outstanding  Portfolio  Amount,  the 
Liquidation  Agent  Fee  is  0.10%  per  annum  of  the  Aggregate  Outstanding  Portfolio  Amount; 

vi.  each  CDS  Transaction  will  pay  monthly  on  the  25th  day  of  the  month  in  which  such  payment  is 

due  and  receipts  will  be  reinvested  for  12  days  at  a  rate  equal  to  one-month  LIBOR  minus  0.25%; 

vii  asset  payments  including  amounts  due  on  the  Collateral  Securities  are  fully  paid  out  in  accordance 

with  the  Priority  of  Payments  on  the  12th  day  of  the  month  in  which  they  are  received  (each  of 
which  is  assumed  to  be  a  Business  Day),  commencing  April  2007; 

viii.  failure  to  pay  interest  to  the  Holders  of  the  Class  A  Notes  and  the  Class  B  Notes  and  the  failure  to 
pay  the  Senior  Swap  Premium  or  the  Collateral  Put  Provider  Premium  Amount  is  not  an  Event  of 
Default; 

ix.  all  unpaid  Class  C  Note,  Class  D  Note  and  Class  E  Note  interest  is  Deferred  Interest; 

x.  there  are  no  dispositions  of  CDS  Transactions; 

xi.  no  rating  change  occurs  on  any  Reference  Obligation  or  the  Notes; 

xii.  there  is  no  Optional  Redemption,  Tax  Redemption  or  Auction  (except  in  the  computation  of  the 
DEC  table  and  Sensitivity  of  Reference  Obligation  Principal  Payments  to  CDR  table  below); 

xiii.        all  Classes  of  Notes  are  issued  at  par; 

xiv  defaults  are  incurred  at  the  constant  annual  default  rates  and  are  applied  on  each  Payment  Date  to 
the  outstanding  Reference  Obligation  Notional  Amount  of  the  Reference  Portfolio  as  of  such 
Payment  Date  commencing  on  the  Payment  Date  in  April  2008; 

xv.         the  Senior  Swap  Counterparty  makes  all  required  payments  to  the  Issuer  on  a  timely  basis;  and 

xvi         the  Expense  Reserve  Account  is  assumed  to  stay  fully  funded  at  $200,000  on  each  Payment  Date. 
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Class  A-f 


Class  A-b 


Class  B 


Class  C 


Class  D 


Class  E 


Closing  Date 
April  12,  2007 
April  12,2008 
April  12,2009 
April  12,2010 
April  12,2011 
April  12,2012 
April  12,  2013 
April  12,2014 
April  12,2015 


100.00% 

100.00% 

98.82% 

59.11% 

13.39% 

0.00% 

0.00% 

0.00% 

0.00% 

0.00% 


100.00% 

100.00% 

100.00% 

100.00% 

100.00% 

98.90% 

98.90% 

98.90% 

0.00% 

0.00% 


100.00% 

100.00% 

100.00% 

86.97% 

63.33% 

55.78% 

55.78% 

55.78% 

0.00% 

0.00% 


100.00% 

100.00% 

100.00% 

88.66% 

64.56% 

56.87% 

56.87% 

56.87% 

56.12% 

0.00% 


100.00% 
99.58% 
95.89% 
74.02% 
53.82% 
47.67% 
47.67% 
47.67% 
47.67% 
0.00% 


100.00% 

100.00% 

100.00% 

94.18% 

67.24% 

59.23% 

59.23% 

59.23% 

59.23% 

0.00% 


Expected  Principal 
Window(l) 


April  12, 

2008  to 

September 

12,2010 


September 

12,  2010  to 

November 

12,2013 


November  12, 

2008  to  April 

12,2014 


December  12, 

2008  to 

August  12, 

2014 


April  12, 
2007  to 

September 
12,2014 


April  12, 

2009  to 

November 

12,2014 


Kxpected  Weighted  2.6  years  6.8  years  5.3  years  5.6  years  5.1  years  5.9  years 

Average  Life(2) 

(1)  The  "Expected  Principal  Window"  for  a  Class  of  Notes  is  the  period  in  which  (a)  the  initial  principal  payment  of  the  Class  is  expected  to  be 
made  and  (b)  the  final  payment  of  principal  of  the  Class  is  expected  to  be  made  under  the  Collateral  Assumptions  (assuming  no  defaults). 

(2)  The  "Expected  Weighted  Average  Life"  of  each  Class  of  Notes  is  determined  by  (i)  multiplying  the  amount  of  each  principal  distribution  on 
such  Class  that  would  result  under  the  Collateral  Assumptions  (assuming  no  defaults)  by  the  number  of  years  from  the  date  of  determination  to  the  related 
Payment  Date  (assuming  30  days  in  each  month  and  a  360-day  year),  (ii)  adding  the  results  and  (iii)  dividing  the  sum  by  the  aggregated  prmcipal 
distributions  referred  to  in  clause  (i). 

The  following  table  shows  the  "Expected  Weighted  Average  Life"  and  the  "Expected  Principal  Window"  for  each 
Class  of  Notes  under  various  constant  default  rates.  The  "Expected  Weighted  Average  Life"  of  each  Class  of  Notes  is 
determined  by  (i)  multiplying  the  amount  of  each  principal  distribution  on  such  Class  that  would  result  under  the  Collateral 
Assumptions  by  the  number  of  years  from  the  Closing  Date  to  the  related  Payment  Date  (assuming  30  days  in  each  month 
and  a  360-day  year),  (ii)  adding  the  results  and  (iii)  dividing  the  sum  by  the  aggregated  principal  distributions  referred  to  in 
clause  (i).  The  "Expected  Principal  Window"  for  a  Class  of  Notes  is  when  the  first  and  last  payments  of  principal  are 
expected  to  be  made  under  the  Collateral  Assumptions.  The  loss  severity  is  assumed  to  be  65%. 
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Sensitivity  of  Reference  Obligation  Principal  Payments  to  CDR 

0.0%  CDR 

0.5%  CDR 

1.0%  CDR 

1.5%  CDR 

Expected 
Weighted 

Expected  Principal 
Window 

Expected 

Weighted 

Average  Life 

Expected  Principal 

Window 

Expected 

Weighted 

Average  Life 

2.59  yean 

Expected  Principal 
Window 

Expected 

Weighted 

Average  Life 

2.57  years 

Expected  Principal 
Window 

2,63  yean 

April  12,  2008  to 
September  12,2010 

2.62  yean 

April  12,200810 
May  12.2013 

April  12.2001.0 
August  12,2010 

April  12, 2001  to 
August  12. 2010 

6.7V  yean 

September  12,  2010 

to  November  12, 

2013 

6.79  yean 

May  12,201310 

November  12, 

2013 

6.77  yews 

August  12. 2010  to 
November  0,2013 

6  74  yean 

August  12,201010 
November  12,2013 

5.31  yean 

November  12,2008 
10  April  12,2014 

5.33  yean 

November  12, 

2008  to  April  12. 

2014 

5.30  years 

December  (2, 2U08 
10  May  12,2014 

5.27  years 

December  12, 2001 
to  May  12,2014 

5.5R  yean 

December  12,  2008 
to  August  12,2014 

5.60  years 

January  12.  2009  to 
August  12.  2014 

5,51  ycari 

January  12, 2009  lo 
August  12,2014 

5.56  yean 

February  12, 2009 
u>  August  12,  2014 

5.06  yean 

April  12,200710 
September  12,2014 

S.ll  yean 

April  12.2007  10 

September  12, 

2014 

5.13  yean 

April  12,2007  to 
November  12,2014 

5.20  yean 

April  12, 2007  to 
November  12,2014 

5.92  yein 

April  12,200910 
November  12,2014 

6.02  yean 

July  12,200910 

.  November  12, 

2014 

6.11  yean 

October  12. 2009  to 
November  12,2014 

7.82  yean 

July  12.  2010IO 
December  12.2014 

The  table  set  forth  below  entitled  "Class  A-f,  A-b,  B,  C,  D  and  E  Note  Constant  Default  Rate  Stress  Tests" 
shows  the  Constant  Default  Rate  ("CDR")  and  Cumulative  Defaults  for  each  Class  of  Notes  under  three  stress 
scenarios,  assuming  a  65%  loss  severity  on  defaulted  Reference  Obligations.  In  column  one  ("First  Dollar  of 
Loss")  CDR  represents  the  CDR  starting  on  the  April  2008  Payment  Date  that  would  result  in  the  first  dollar  of 
principal  loss  to  the  respective  Class  of  Notes.  Cumulative  Defaults  represent  the  sum  of  such  defaults  divided  by 
the  aggregate  notional  amount  of  the  Reference  Obligations  as  of  the  Closing  Date.  In  column  two  ("Flat  Return"), 
CDR  represents  the  CDR  starting  on  the  April  2008  Payment  Date  that  would  result  in  a  yield  equivalent  to  a  zero 
discount  margin  over  one-month  LIBOR  for  the  Class  A-f  Notes,  the  Class  A-b  Notes,  the  Class  B  Notes  the 
Class  C  Notes,  the  Class  D  Notes  and  the  Class  E  Notes.  Cumulative  Defaults  represent  the  sum  of  such  defaults 
divided  by  the  aggregate  notional  amounts  of  the  Reference  Obligations  as  of  the  Closing  Date.  In  column  three 
("Return  of  Investment  (0%  return)"),  the  CDR  represents  the  CDR  starting  on  the  April  2008  Payment  Date  that 
would  result  in  an  approximate  0.0%  return  for  the  Class  A-f  Notes,  the  Class  A-b  Notes,  the  Class  B  Notes,  the 
Class  C  Notes,  the  Class  D  Notes  and  the  Class  E  Notes.  Cumulative  Defaults  represent  the  sum  of  such  defaults 
divided  by  the  aggregate  notional  amounts  of  the  Reference  Obligations  as  of  the  Closing  Date. 
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^laaJ  *^   '•  "  "«  "'  w' 

First  Dollar  of  Loss 

Flat  Return 

Return  of  Investment 
(0%  return) 

Constant 

Annual  Default 

Rate  at  65% 

Loss  Severity 

CDR 

Cumulative 
Defaults 

CDR 

Cumulative 
Defaults 

Cumulative 
CDR               Defaults 

Class  A-f 

18.00% 

42.61% 

18.20% 

42.95% 

21.00%               47.54% 

Class  A-b 

18.00% 

42.61% 

18.40% 

43.29% 

21.10%               47.70% 

Class  B 

11.10% 

29.23% 

11.40% 

29.87% 

13.90%               35.03% 

Class  C 

5.00% 

14.52% 

5.60% 

16.11% 

6.90%                19.43% 

Class  D 

2.40% 

7.28% 

3.10% 

9.29% 

3.60%                10.70% 

Class  E 

1.70% 

5.22% 

2.00% 

6.10% 

2.20%                 6.69% 

Yield.  The  yield  to  maturity  of  the  Notes  of  each  Class  will  also  be  affected  by  the  rate  of  repayment  of  the 
Reference  Obligations,  as  well  as  by  the  redemption  of  the  Notes  in  an  Auction,  an  Optional  Redemption  or  Tax 
Redemption  (and  upon  the  Note  Redemption  Price  or  Income  Note  Redemption  Price,  as  applicable,  then  payable) 
The  Issuer  is  not  required  to  repay  the  Notes  on  any  date  prior  to  their  Stated  Maturity.  The  receipt  of  principal 
payment  on  the  Notes  at  a  rate  slower  than  the  rate  anticipated  by  investors  purchasing  the  Notes  at  a  discount  will 
result  in  an  actual  yield  that  is  lower  than  anticipated  by  such  investors. 

The  yield  to  maturity  of  the  Notes  may  also  be  affected  by  the  rate  of  delinquencies  and  defaults  on  and 
liquidations  of  the  Reference  Obligations  and  Collateral  Securities,  to  the  extent  not  absorbed  by  the  Income  Notes; 
dispositions  of  CDS  Transactions  and  the  effect  of  the  Coverage  Tests  on  payments  under  the  Priority  of  Payments. 
The  yield  to  investors  in  the  Notes  will  also  be  adversely  affected  to  the  extent  that  the  Issuers  incur  certain  expenses 
that  are  not  absorbed  by  the  Income  Notes. 

THE  ISSUERS 

General 

The  Issuer  was  incorporated  on  September  16,  2006  in  the  Cayman  Islands  with  the  registered  number 
173876  The  registered  office  of  the  Issuer  is  at  the  offices  of  Maples  Finance  Limited,  P.O.  Box  1093GT, 
Queensgate  House,  South  Church  Street,  George  Town,  Grand  Cayman,  Cayman  Islands.  Maples  Finance 
Limited's  telephone  number  is  (345)  945-7099.  The  Issuer  has  no  prior  operating  history.  The  Issuer  s 
Memorandum  of  Association  sets  out  the  objects  of  the  Issuer,  which  include  the  business  to  be  carried  out  by  the 
Issuer  in  connection  with  the  Notes. 

The  Co-Issuer  was  incorporated  on  November  13,  2006  under  the  laws  of  the  State  of  Delaware  with  the 
registered  number  4250022.  The  registered  office  of  the  Co-Issuer.is  at.  Donald  J.  Puglisi,  Puglisi  &  Associates,  850 
Library  Avenue,  Suite  204,  Newark,  Delaware,  1971 1.  The  Co-Issuer's  telephone  number  is  (302)  738-6680.  The 
Co-Issuer  has  no  prior  operating  history.  Article  3  of  the  Co-Issuer's  Certificate  of  Incorporation  sets  out  the 
purposes  of  the  Co-Issuer,  which  include  the  business  to  be  carried  out  by  the  Co-Issuer  in  connection  with  the 
issuance  of  the  Secured  Notes. 

The  Co-Issued  Notes  are  obligations  only  of  the  Issuers  and  the  Senior  Swap,  the  Class  E  Notes  and  the 
Income  Notes  are  obligations  only  of  the  Issuer,  and  not  of  the  Trustee,  the  Liquidation  Agent,  the  Initial  Purchaser, 
the  Senior  Swap  Counterparty,  the  Administrator,  the  Agents,  the  Share  Trustee  or  any  directors,  managers  or 
officers  of  the  Issuers  or  any  of  their  respective  affiliates. 
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The  authorized  share  capital  of  the  Issuer  consists  of  250  ordinary  shares,  U.S.S1.00  par  value  per  share 
(the  "Issuer  Ordinary  Shares").  All  of  the  Issuer  Ordinary  Shares  will  be  issued  on  or  prior  to  the  Closing  Date.  All 
of  the  outstanding  Issuer  Ordinary  Shares  will  be  held  by  the  Share  Trustee  pursuant  to  the  terms  of  a  declaration  of 
trust  for  the  benefit  of  charitable  and  similar  purposes.  All  of  the  outstanding  common  equity  of  the  Co-Issuer  will 
be  held  by  the  Share  Trustee  under  the  terms  of  the  charitable  trust  which  holds  the  Issuer  Ordinary  Shares.  For  so 
long  as  any  of  the  Notes  are  outstanding,  no  beneficial  interest  in  the  ordinary  shares  of  the  Issuer  or  of  the  common 
equity  of  the  Co-Issuer  shall  be  registered  to  a  U.S.  Person. 

Capitalization  of  the  Issuer 

The  initial  proposed  capitalization  of  the  Issuer  as  of  the  Closing  Date  after  giving  effect  to  the  issuance  of 
the  Notes  and  the  Issuer  Ordinary  Shares  and  entry  into  the  Senior  Swap  Agreement  before  deducting  expenses  of 
the  offering  of  the  Notes  is  as  set  forth  below. 

Amount 

Class  S  Notes 
Class  A-f  Notes 
Class  A-b  Notes 
Class  B  Notes 
Class  C  Notes 
Class  D  Notes 
Class  E  Notes 
Income  Notes 
Total  Debt 


Issuer  Ordinary  Shares 

Total  Equity  $  25° 

Total  Capitalization  $        837,000,250 


$ 

37,000,000 

$ 

1 10,000,000 

$ 

120,000,000 

$ 

230,000,000 

$ 

170,000,000 

$ 

84,000,000 

$ 

26,000,000 

$ 

60,000,000 

s 

837,000,000 

250 

Capitalization  of  the  Co-Issuer 


The  Co-Issuer  will  be  capitalized  only  to  the  extent  of  its  common  equity  of  U.S.S10,  will  have  no  assets 
other  than  its  equity  capital  and  will  have  no  debt  other  than  as  Co-Issuer  of  the  Secured  Notes.  The  Co-Issuer  has 
agreed  to  co-issue  the  Secured  Notes  as  an  accommodation  to  the  Issuer,  and  the  Co-Issuer  is  receiving  no 
remuneration  for  so  acting.  Because  the  Co-Issuer  has  no  assets,  and  is  not  permitted  to  have  any  assets,  Holders  of 
Notes  will  not  be  able  to  exercise  their  rights  against  any  assets  of  the  Co-Issuer.  Holders  of  Secured  Notes  must 
rely  on  the  Pledged  Assets  held  by  the  Issuer  and  pledged  to  the  Trustee  for  payment  on  their  respective  Secured 
Notes  in  accordance  with  the  Priority  of  Payments. 
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Flow  of  funds 

The  approximate  flow  of  funds  of  the  Issuer  from  the  gross  proceeds  of  the  offering  of  the  Notes  on  the 
Closing  Date  is  as  set  forth  below: 

Gross  Proceeds 


Class  S  Notes 
Class  A-f  Notes 
Class  A-b  Notes 
Class  B  Notes 
Class  C  Notes 
Class  D  Notes 
Class  E  Notes 
Income  Notes 

Total: 

Expenses 


Third  Party  Expenses  $  1 ,700,000 

Goldman,  Sachs  &  Co.  $30,100,000 


$ 

37,000,000 

$ 

110,000,000 

$ 

120,000,000 

$ 

230,000,000 

s 

170,000,000 

$ 

84,000,000 

$ 

26,000,000 

$ 

60,000,000 

$ 

837,000,000 

Expense  Reserve  Accounts  $200,000 


Total:  $32,000,000 
Collateral  Assets 

Net  Proceeds  $805,000,000 

Par  Value  of  Collateral  $800,000,000 

Clean  Price  of  Collateral  $800,000,000 

Purchase  Accrued  Interest  on  Collateral  $1 ,000,000 

First  Period  Interest  Reserve  $4,000,000 


Business 


The  Issuers  will  not  undertake  any  business  other  than  the  issuance  of  the  Co-Issued  Notes  and,  in  the  case 
of  the  Issuer,  the  issuance  of  the  Class  E  Notes  and  the  Income  Notes,  the  acquisition  and  management  of  the 
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Pledged  Assets  and,  in  each  case,  other  related  transactions.  Neither  of  the  Issuers  will  have  any  subsidiaries  other 
than  the  Co-Issuer  in  the  case  of  the  Issuer. 

The  Administrator  will  act  as  the  administrator  of  the  Issuer.  The  office  of  the  Administrator  will  serve  as 
the  general  business  office  of  the  Issuer.  Through  this  office  and  pursuant  to  the  terms  of  an  agreement  to  be  dated 
on  or  about  the  Closing  Date  by  and  between  the  Administrator  and  the  Issuer  (as  amended,  supplemented  or 
otherwise  modified  from  time  to  time,  the  "Administration  Agreement"),  the  Administrator  will  perform  various 
management  functions  on  behalf  of  the  Issuer,  including  communications  with  shareholders  and  the  general  public, 
and  the  provision  of  certain  clerical,  administrative  and  other  services  until  termination  of  the  Administration 
Agreement.  In  consideration  of  the  foregoing,  the  Administrator  will  receive  various  fees  and  other  charges  payable 
by  the  Issuer  at  rates  agreed  upon  from  time  to  time  plus  expenses.  The  directors  of  the  Issuer  listed  below  are  also 
officers  and/or  employees  of  the  Administrator  and  may  be  contacted  at  the  address  of  the  Administrator. 

The  Administrator  will  be  subject  to  the  overview  of  the  Issuer's  Board  of  Directors.  The  Administration 
Agreement  may  be  terminated  by  either  the  Issuer  or  the  Administrator  upon  30  days'  written  notice. 

The  Administrator's  principal  office  is:  Maples  Finance  Limited,  P.O.  Box  1093GT,  Queensgate  House, 
South  Church  Street,  George  Town,  Grand  Cayman,  Cayman  Islands. 

Directors 

The  Directors  of  the  Issuer  are  Carrie  Bunton  and  Carlos  Farjallah,  each  having  an  address  at  Maples 
Finance  Limited,  P.O.  Box  1093GT,  Queensgate  House,  South  Church  Street,  George  Town,  Grand  Cayman, 
Cayman  Islands. 

The  director  of  the  Co-Issuer  is  Donald  Puglisi  who  may  be  contacted  at  the  address  of  the  Co-Issuer. 


INCOME  TAX  CONSIDERATIONS 
Circular  230 

Any  discussion  of  U.S.  federal  tax  matters  set  forth  in  this  Offering  Circular  was  written  in  connection  with 
the  promotion  and  marketing  by  the  Issuer  and  the  Initial  Purchaser  of  the  Notes  (as  defined  herein).  Such 
discussion  was  not  intended  or  written  to  be  legal  or  tax  advice  to  any  person  and  was  not  intended  or  written  to  be 
used,  and  it  cannot  be  used,  by  any  person  for  the  purpose  of  avoiding  any  U.S.  federal  tax  penalties  that  may  be 
imposed  on  such  person.  Each  investor  should  seek  advice  based  on  its  particular  circumstances  from  an 
independent  tax  advisor. 

United  States  Tax  Considerations 

The  following  is  a  summary  of  certain  of  the  United  States  federal  income  tax  consequences  of  an 
investment  in  the  Notes  by  purchasers  that  acquire  their  Notes  in  their  initial  offering.  The  discussion  and  the 
opinions  referenced  below  are  based  upon  laws,  regulations,  rulings  and  decisions  currently  in  effect,  all  of  which 
are  subject  to  change,  possibly  with  retroactive  effect.  Prospective  investors  should  note  that  no  rulings  have  been 
or  are  expected  to  be  sought  from  the  Internal  Revenue  Service  (the  "IRS")  with  respect  to  any  of  the  United  States 
federal  income  tax  consequences  discussed  below,  and  no  assurance  can  be  given  that  the  IRS  will  not  take  contrary 
positions.  Further,  the  following  summary  does  not  deal  with  all  United  States  federal  income  tax  consequences 
applicable  to  any  given  investor;  nor  does  it  address  (except,  in  some  instances,  in  very  general  terms)  the  United 
States  federal  income  tax  considerations  applicable  to  all  categories  of  investors,  some  of  which  may  be  subject  to 
special  rules,  such  as  Non-U.S.  Holders  (defined  below),  banks,  regulated  investment  companies,  real  estate 
investment  trusts,  insurance  companies,  tax-exempt  organizations,  dealers  in  securities  or  currencies,  electing  large 
partnerships,  natural  persons,  cash  method  taxpayers,  S  corporations,  estates  and  trusts,  investors  that  hold  the  Notes 
as  part  of  a  hedge,  straddle,  or  an  integrated  or  conversion  transaction,  or  investors  whose  "functional  currency"  is 
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not  the  United  States  dollar.  Furthermore,  it  does  not  address  alternative  minimum  tax  consequences  or  the  indirect 
effects  on  the  investors  of  equity  interests  in  either  a  U.S.  Holder  (defined  below)  or  a  Non-U.S.  Holder.  In 
addition,  this  summary  is  generally  limited  to  investors  that  will  hold  the  Notes  as  "capital  assets"  within  the 
meaning  of  section  1221  of  the  Internal  Revenue  Code  1986  (the  "Code").  Investors  should  consult  their  own  tax 
advisors  to  determine  the  United  States  federal,  state,  local  and  other  tax  consequences  of  the  purchase,  ownership 
and  disposition  of  the  Notes. 

As  used  herein,  "U.S.  Holder"  means  any  holder  (or  beneficial  holder)  of  a  Note  that  is  an  individual 
citizen  or  resident  of  the  United  States  for  U.S.  federal  income  tax  purposes,  a  corporation  or  partnership  or  other 
entity  treated  as  a  corporation  or  partnership  for  U.S.  federal  income  tax  purposes  created  or  organized  in  or  under 
the  laws  of  the  United  States  or  any  state  thereof  (including  the  District  of  Columbia),  an  estate  the  income  of  which 
is  subject  to  U.S.  federal  income  taxation  regardless  of  its  source  or  a  trust  for  which  a  court  within  the  United  States 
is  able  to  exercise  primary  supervision  over  its  administration  and  for  which  one  or  more  U.S.  persons  (as  defined  in 
the  Code)  have  the  authority  to  control  all  of  its  substantial  decisions  or  a  trust  that  has  made  a  valid  election  under 
U.S.  Treasury  Regulations  to  be  treated  as  a  domestic  trust.  If  a  partnership  holds  the  Notes,  the  tax  treatment  of  a 
partner  will  generally  depend  upon  the  status  of  the  partner  and  upon  the  activities  of  the  partnership.  Partners  of 
partnerships  holding  the  Notes  should  consult  their  own  tax  advisors.  "Non-U.S.  Holder"  means  any  holder  (or 
beneficial  holder)  of  a  Security  that  is  not  a  U.S.  Holder. 

U.S.  Federal  Income  Tax  Consequences  to  the  Issuer 

Upon  the  issuance  of  the  Notes,  Sidley  Austin  LLP,  special  U.S.  tax  counsel  to  the  Issuer,  will  deliver  an 
opinion  generally  to  the  effect  that  under  current  law,  and  assuming  compliance  with  the  Indenture  (and  certain 
other  documents)  and  based  on  certain  factual  representations  made  by  the  Issuer  and/or  GS&Co.,  although  the 
matter  is  not  free  from  doubt,  the  Issuer  will  not  be  engaged  in  the  conduct  of  a  trade  or  business  in  the  United 
States.  Accordingly,  the  Issuer  does  not  expect  to  be  subject  to  net  income  taxation  in  the  United  States. 
Prospective  investors  should  be  aware  that  opinions  of  counsel  are  not  binding  on  the  IRS  and  there  can  be  no 
absolute  assurance  that  the  IRS  will  not  seek  to  treat  the  Issuer  as  engaged  in  a  United  States  trade  or  business.  If 
the  IRS  were  to  successfully  characterize  the  Issuer  as  engaged  in  such  a  trade  or  business,  among  other 
consequences,  the  Issuer  would  be  subject  to  net  income  taxation  in  the  United  States  (as  well  as  the  branch  profits 
tax)  on  its  income  that  is  effectively  connected  to  such  United  States  trade  or  business.  The  levying  of  such  taxes 
would  materially  affect  the  Issuer's  financial  ability  to  pay  principal  and  interest  on  the  Notes. 

The  Issuer  intends  to  acquire  Collateral  Assets  and  enter  into  certain  swap  transactions  the  interest  on 
which,  and  any  gain  from  the  sale  or  disposition  thereof,  is  expected  not  to  be  subject  to  United  States  federal 
withholding  tax  or  withholding  tax  imposed  by  other  countries  (unless  subject  to  being  "grossed  up").  The  Issuer 
will  not,  however,  make  any  independent  investigation  of  the  circumstances  surrounding  the  issuance  of  the 
individual  assets  comprising  the  Collateral  Assets  or  Reference  Obligations  and  thus  there  can  be  no  absolute 
assurance  that  in  every  case  payments  will  be  received  free  of  withholding  tax.  If  the  Issuer  is  a  CFC  (defined 
below),  the  Issuer  would  incur  U.S.  withholding  tax  on  interest  received  from  a  related  United  States  person.  Under 
current  law,  payments  received  on  the  Senior  Swap  Agreement  are  not  subject  to  U.S.  federal  withholding  tax. 

In  addition,  it  is  not  expected  that  the  Issuer  will  derive  material  amounts  of  any  other  items  of  income  that 
would  be  subject  to  United  States  withholding  taxes. 

If  withholding  or  deduction  of  any  taxes  from  payments  is  required  by  law  in  any  jurisdiction,  the  Issuer 
shall  be  under  no  obligation  to  make  any  additional  payments  to  the  holders  of  any  Notes  in  respect  of  such 
withholding  or  deduction. 

Notwithstanding  the  foregoing,  any  commitment  or  facility  fee  (or  other  similar  fee)  that  the  Issuer  earns 
may  be  subject  to  a  30%  withholding  tax. 

Classification  and  Tax  Treatment  of  the  Secured  Notes.  The  Issuer  has  agreed  and,  by  its  acceptance  of  a 
Secured  Note,  each  such  Noteholder  will  be  deemed  to  have  agreed,  to  treat  each  of  the  Secured  Notes  as  debt  of  the 
Issuer  for  U.S.  federal  income  tax  purposes  except  to  the  extent  such  a  Noteholder  makes  a  protective  QEF  election 
(described  below).    On  the  Closing  Date,  Sidley  Austin  LLP  will  deliver  an  opinion  generally  to  the  effect  that 
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assuming  compliance  with  Indenture  (and  certain  other  documents)  and  based  on  certain  factual  representations 
made  by  the  Issuer  and  GS&Co.  (i)  the  Class  S  Notes,  the  Class  A-f  Notes,  the  Class  A-b  Notes  the  Class  B  Notes, 
the  Class  C  Notes  and  the  Class  D  Notes  will  be  characterized  as  debt  and  (ii)  the  Class  E  Notes  should  be 
characterized  as  debt  of  the  Issuer  for  U.S.  federal  income  tax  purposes.  Prospective  investors  should  be  aware  that 
opinions  of  counsel  are  not  binding  on  the  IRS  and  there  can  be  no  assurance  that  the  IRS  will  not  seek  to 
characterize  any  Class  of  Secured  Notes  as  other  than  indebtedness.  Except  as  prov.ded  under  -.Altemanve 
Characterization  of  the  Secured  Notes"  below,  the  balance  of  this  discussion  assumes  that  the  Secured  Notes  will  be 
characterized  as  debt  of  the  Issuer  for  federal  income  tax  purposes. 

For  U.S.  federal  income  tax  purposes,  the  Issuer  of  the  Secured  Notes,  and  not  the  Co-Issuer,  will  be  treated 
as  the  issuer  of  the  Secured  Notes. 

Subject  to  the  following  paragraph,  U.S.  Holders  of  the  Secured  Notes  will  include  payments  of  stated 
interest  received  on  the  Secured  Notes  in  income  in  accordance  with  their  method  of  tax  accounting  as  ordinary 
interest  income. 

While  not  absolutely  certain,  it  appears  that  the  Class  C  Notes,  the  Class  D  Notes  and  the  Class  E  Notes 
will  be  issued  with  original  issue  discount  ("OID",  and  such  a  Note,  an  "OID  Note")  because  interest  payments  on 
such  Notes  ("OID  interest  payments")  may  not  be  considered  to  be  unconditionally  payable  (a  requisite  for  interest 
to  not  constitute  OID)  since  they  will  be  deferred  in  the  event  that  certain  overcollateral.zat.on  tests  are  not  met  and 
failure  to  pay  interest  will  not,  in  certain  circumstances,  be  an  event  of  default.  A  U.S.  Holder  of  an  OID  Note  will 
be  required  to  include  OID  in  gross  income  as  it  accrues  under  a  constant  yield  method,  based  on  the  original  yield 
to  maturity  of  the  Note.  Thus,  the  U.S.  Holder  of  an  OID  Note  will  be  required  to  include  original  issue  discount  in 
income  as  it  accrues,  prior  to  the  receipt  of  the  cash  attributable  to  such  income.  U.S.  Holders,  however,  would  be 
entitled  to  claim  a  loss  upon  maturity  or  other  disposition  of  an  OID  Note  with  respect  to  interest  amounts  accrued 
and  included  in  gross  income  for  which  cash  is  not  received.  Such  a  loss  generally  would  be  a  capital  loss. 

Although  there  can  be  no  assurance,  the  Secured  Notes  should  not  be  "contingent  payment  debt 
instruments"  ("CPDls")  within  the  meaning  of  Treasury  Regulation  section  1.1275-4,  effective  for  debt  instruments 
issued  after  August  12,  1996.  If  any  Class  of  Notes  were  considered  such  instruments,  among  other  consequences, 
gain  on  the  sale  of  such  Notes  that  might  otherwise  be  capital  gain  would  be  ordinary  income.  Prospective  investors 
should  consult  their  own  tax  advisors  regarding  the  possible  characterization  of  the  Notes  as  CPDIs. 

The  Secured  Notes  may  be  debt  instruments  described  in  section  1272(a)(6)  of  the  Code  (debt  instrument 
that  may  be  accelerated  by  reason  of  the  prepayment  of  other  debt  obligations  securing  such  debt  instruments). 
Special  tax  rules  principally  relating  to  the  accrual  of  original  issue  discount,  market  discount  and  bond  premium 
apply  to  debt  instruments  described  in  section  1272(a)(6).  Further,  those  debt  instruments  may  not  be  part  of  an 
integrated  transaction  with  a  related  hedge  under  Treasury  Regulation  §  1.1275-6.  Prospective  investors  should 
consult  with  their  own  tax  advisors  regarding  the  effects  of  section  1272(a)(6). 

In  general  a  U  S  Holder  of  a  Secured  Note  will  have  a  tax  basis  in  such  Note  equal  to  the  cost  of  such 
Note  increased  by 'any  market  discount  includible  in  income  by  such  U.S.  Holder  and  reduced  by  any  amortized 
premium  and  any  principal  payments  and  any  OID  interest  payments.  Upon  a  sale,  exchange  or  other  disposition  of 
a  Secured  Note  (including  redemption  or  retirement),  a  U.S.  Holder  will  generally  recognize  gam  or  loss  equal  to  the 
difference  between  the  amount  realized  on  the  sale,  exchange  or  other  disposition  (less  any  accrued  and  unpaid 
interest  which  would  be  taxable  as  such)  and  the  U.S.  Holder's  tax  basis  in  such  Secured  Note.  Such  gam  or  loss 
generally  will  be  long  term  capital  gain  or  loss  if  the  U.S.  Holder  held  the  Note  for  more  than  one  year  at  the  time  of 
disposition  In  certain  circumstances,  U.S.  Holders  that  are  individuals  may  be  entitled  to  preferential  treatment  for 
net  long  term  capital  gains;  however,  the  ability  of  U.S.  Holders  to  offset  capital  losses  against  ordinary  income  is 
limited. 

Alternative  Characterization  of  the  Secured  Notes,  U.S.  Holders  should  recognize  that  there  is  some 
uncertainty  regarding  the  appropriate  classification  of  instruments  such  as  the  Secured  Notes.  It  is  possible,  for 
example  that  the  IRS  may  contend  that  a  class  of  Secured  Notes  should  be  treated  as  equity  interests  (or  as  part 
debt  part  equity)  in  the  Issuer.  Such  a  recharacterization  might  result  in  material  adverse  tax  consequences  to  U.S. 
Holders.    If  U.S.  Holders  of  Secured  Notes  were  treated  as  owning  equity  interests  in  the  Issuer,  the  U.S.  federal 


122 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-021821317 


Footnote  Exhibits  -  Page  3126 


income  tax  consequences  to  U.S.  Holders  of  such  recharacterized  Notes  would  be  as  described  under  "—United 
States  Tax  Treatment  of  Holders  of  Income  Notes."  In  addition,  in  order  to  avoid  one  application  of  the  PFIC  rules, 
each  U.S.  Holder  should  consider  making  a  qualified  electing  fund  election  (the  "QEF  election")  provided  in  section 
1295  of  the  Code  on  a  "protective"  basis  (although  such  protective  election  may  not  be  respected  by  the  IRS  because 
current        regulations        do        not        specifically        authorize        that        particular        election).  See 

"—United  States  Tax  Treatment  of  Holders  of  Income  Notes— Status  of  the  Issuer  as  a  PFIC"  and  "—QEF 
Election." 

Information  Reporting  Requirements.  Under  United  States  federal  income  tax  law  and  regulations,  certain 
categories  of  U  S.  Holders  must  file  information  returns  with  respect  to  their  investment  in,  or  involvement  in,  a 
foreign  corporation.  These  reporting  requirements  apply  to  both  taxable  and  tax-exempt  U.S.  Holders.  Penalties  for 
failure  to  file  certain  of  these  information  returns  are  severe.  Purchasers  of  the  Secured  Notes  should  consult  with 
their  own  tax  advisors  regarding  the  necessity  of  filing  information  returns. 

If  requested  by  the  Issuer,  each  Holder  will  be  required  to  provide  the  Issuer  with  the  name  and  status  of 
each  beneficial  owner  of  a  Secured  Note  that  is  a  U.S.  Holder. 

Prospective  investors  should  consult  with  their  own  tax  advisors  with  respect  to  whether  they  are  required 
to  file  IRS  Form  8886  (Reportable  Transaction  Disclosure  Statement). 

Non-U.S.  Holders 

A  Non-U  S  Holder  of  a  Secured  Note  that  has  no  connection  with  the  United  States  will  not  be  subject  to 
U  S  withholding  tax  on  interest  payments.  Non-U.S.  Holders  may  be  required  to  make  certain  tax  representations 
regarding  the  identity  of  the  beneficial  owner  of  the  Notes  in  order  to  receive  payments  free  of  withholding. 

United  States  Tax  Treatment  of  Holders  of  Income  Notes 

General  Prospective  investors  of  the  Income  Notes  should  not  rely  on  this  summary  only  and  should 
consult  their  own  tax  advisors  regarding  alternative  characterizations  of  the  Income  Notes  and  the  consequences  of 
their  acquiring,  holding,  and  disposing  of  the  Income  Notes,  including  the  possibility  that  the  Income  Notes  will  be 
treated  as  contingent  payment  debt  instruments.  Subject  to  the  anti-deferral  rules  discussed  below,  payments  on 
Income  Notes  paid  by  the  Issuer  to  a  U.S.  Holder  that  is  subject  to  United  States  federal  income  tax  will  be  taxable 
to  such  U  S  Holder  as  a  payment  to  the  extent  of  the  current  and  accumulated  earnings  and  profits  of  the  Issuer. 
Dividends  will  not  be  eligible  for  the  dividends  received  deduction  allowable  to  corporations.  Distributions  in 
excess  of  earnings  and  profits  will  be  non-taxable  to  the  extent  of,  and  will  be  applied  against  and  reduce,  the  U.S. 
Holder's  adjusted  tax  basis  in  the  Income  Notes.  Distributions  in  excess  of  earnings  and  profits  and  the  U.S. 
Holder's  tax  basis  will  be  taxable  as  gain  from  the  sale  or  exchange  of  property. 

The  tax  consequences  discussed  in  the  second  preceding  paragraph  are  likely  to  be  materially  modified  by 
the  anti-deferral  rules  discussed  below.  In  general,  each  U.S.  Holder's  investment  in  the  Issuer  will  be  taxed  as  an 
investment  in  a  "passive  foreign  investment  company"  ("PFIC").  In  addition,  each  U.S.  Holder's  investment  in  the 
.  Issuer  may  be  taxed  as  an  investment  in  a  CFC,  depending  (in  part)  upon  the  percentage  of  the  Issuer  s  equity  that  is 
acquired  and  held  by  certain  U.S.  Holders.  If  applicable,  the  rules  pertaining  to  CFCs  generally  override  those 
pertaining  to  PFICs  (although,  in  certain  circumstances,  more  than  one  set  of  rules  may  be  applicable 
simultaneously). 

Prospective  investors  should  be  aware  that  in  determining  what  percentage  of  the  equity  of  the  Issuer  is 
held  by  various  categories  of  investors  (for  example,  for  purposes  of  the  CFC  and  information  reporting  rules 
described  below)  and  the  Liquidation  Agent's  interest  in  certain  portions  of  its  fee  and  certain  classes  of  Secured 
Notes  may  be  considered  equity  (and  might  be  considered  voting  equity). 

Prospective  investors  should  be  aware  that  the  Issuer's  income  that  is  allocated  to  holders  (under  the  QEF 
rules  as  well  as  under  the  CFC  rules  discussed  below)  will  not  necessarily  bear  any  particular  relationship  in  any 
year  to  the  amount  of  cash  that  is  distributed  on  the  Income  Notes  and  in  any  given  year  may  be  substantially 
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greater  Such  an  excess  will  arise,  among  other  circumstances,  when  Collateral  Assets  are  purchased  at  a  discount, 
or  interest  or  other  income  on  the  Collateral  Assets  or  Credit  Default  Swap  (which  is  included  in  gross  income)  is 
used  to  acquire  other  Collateral  Assets  or  to  repay  principal  on  the  Secured  Notes  (which  does  not  give  rise  to  a 
deduction). 

Status  of  the  Issuer  as  a  PFIC.  The  Issuer  will  be  treated  as  a  "passive  foreign  investment  company"  or 
"PFIC"  for  United  States  federal  income  tax  purposes.  U.S.  Holders  in  PFICs,  other  than  U.S.  Holders  that  make  a 
timely  "qualified  electing  fimd"  or  "QEF"  election  described  below,  are  subject  to  special  rules  for  the  taxation  of 
"excess  distributions"  (which  include  both  certain  distributions  by  a  PFIC  and  any  gain  recogn.zed  on  a  disposition 
of  PFIC  stock)  In  general,  section  1291  of  the  Code  provides  that  the  amount  of  any  "excess  distribution  will  be 
allocated  to  each  day  of  the  U.S.  Holder's  holding  period  for  its  PFIC  stock.  The  amount  allocated  to  the  current 
year  will  be  included  in  the  U.S.  Holder's  gross  income  for  the  current  year  as  ordinary  income.  With  respect  to 
amounts  allocated  to  prior  years,  the  tax  imposed  for  the  current  year  will  be  increased  by  the  "deferred  tax  amount 
(an  amount  calculated  with  respect  to  each  prior  year  by  multiplying  the  amount  allocated  to  such  year  by  the 
highest  rate  of  tax  in  effect  for  such  year,  together  with  an  interest  charge,  as  though  the  amounts  of  tax  were 
overdue). 

An  excess  distribution  is  the  amount  by  which  distributions  for  a  taxable  year  exceed  125  percent  of  the 
average  distribution  in  respect  of  the  Income  Notes  during  the  three  preceding  taxable  years  (or,  if  shorter,  the 
investor's  holding  period  for  the  Income  Notes).  As  indicated  above,  any  gain  recognized  upon  disposition  (or 
deemed  disposition)  of  the  Income  Notes  will  be  treated  as  an  excess  distribution  and  taxed  as  described  above  (i.e., 
not  be  taxable  as  capital  gain).  For  this  purpose,  a  U.S.  Holder  that  uses  an  Income  Note  as  security  for  an 
obligation  may  be  treated  as  having  disposed  of  the  Income  Note. 

QEF  Election  If  a  U.S.  Holder  (including  certain  U.S.  Holders  indirectly  owning  Income  Notes)  makes 
the  qualified  electing  fund  election  (the  "QEF  election")  provided  in  section  1295  of  the  Code,  the  U.S.  Holder  will 
be  required  to  include  its  pro  rata  share  of  the  Issuer's  ordinary  income  and  net  capital  gains  (unreduced  by  any 
prior  year  losses)  in  income  (as  ordinary  income  and  long-term  capital  gain,  respectively)  for  each  taxable  year  and 
pay  tax  thereon  even  if  such  income  and  gain  is  not  distributed  to  the  U.S.  Holder  by  the  Issuer  In  addition,  any 
losses  of  the  Issuer  will  not  be  deductible  by  such  U.S.  Holder.  A  U.S.  Holder  that  makes  the  QEF  election,  may, 
however  (in  general)  elect  to  defer  the  payment  of  tax  on  undistributed  income  (until  such  income  is  distributed  or 
the  Income  Note  is  transferred),  provided  it  agrees  to  pay  interest  on  such  deferred  tax  liability.  Por  this  purpose,  a 
U  S  Holder  that  uses  an  Income  Note  as  security  for  an  obligation  may  be  treated  as  having  transferred  such  Income 
Note  If  the  Issuer  later  distributes  the  income  or  gain  on  which  the  U.S.  Holder  has  already  pa.d  taxes,  amounts  so 
distributed  to  the  U.S.  Holder  will  not  be  further  taxable  to  the  U.S.  Holder.  A  U.S.  Holder's  tax  basis  in  the  Income 
Notes  will  be  increased  by  the  amount  included  in  such  U.S.  Holder's  income  and  decreased  by  the  amount  of 
nontaxable  distributions.  In  general,  a  U.S.  Holder  making  the  QEF  Election  will  recognize,  on  the  disposition  of 
the  Income  Notes,  capital  gain  or  loss  equal  to  the  difference,  if  any,  between  the  amount  realized  upon  such 
disposition  (including  redemption  or  retirement)  and  its  adjusted  tax  basis  in  such  Income  Notes  Such  gain  or  loss 
generally  will  be  long  term  capital  gain  or  loss  if  the  U.S.  Holder  held  the  Income  Note  for  more  than  one  year  at  the 
time  of  disposition.  In  certain  circumstances,  U.S.  Holders  that  are  individuals  may  be  entitled  to  preferential 
treatment  for  net  long  term  capital  gains;  however,  the  ability  of  U.S.  Holders  to  offset  cap.tal  losses  aga.nst 
ordinary  income  is  limited. 

In  general,  a  QEF  election  should  be  made  on  or  before  the  due  date  for  filing  a  U.S.  Holder's  federal 
income  tax  return  for  the  first  taxable  year  for  which  it  held  an  Income  Note. 

The  QEF  election  is  effective  only  if  certain  required  information  is  made  available  by  the  Issuer  to  the 
IRS  The  Issuer  will  undertake  to  comply  with  the  IRS  information  requirements  necessary  to  be  a  QEF,  which  will 
permit  U.S.  holders  to  make  the  QEF  election.  Nonetheless,  there  can  be  no  absolute  assurance  that  such 
information  will  always  be  available  or  presented. 

Where  a  QEF  election  is  not  timely. made  by  a  U.S.  Holder  for  the  year  in  which  it  acquired  its  Income 
Notes  but  is  made  for  a  later  year,  the  excess  distribution  rules  can  be  avoided  by  making  an  election  to  recognize 
gain  from  a  deemed  sale  of  the  Income  Notes  at  the  time  when  the  QEF  election  becomes  effective. 
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A  U.S.  Holder  should  consult  its  own  tax  advisors  regarding  whether  it  should  make  a  QEF  election  (and,  if 
it  failed  to  make  an  initial  election,  whether  it  should  make  an  election  in  a  subsequent  taxable  year). 

Status  of  the  Issuer  as  a  CFC.  U.S.  tax  law  also  contains  special  provisions  dealing  with  controlled  foreign 
corporations  ("CFC").  A  U.S.  holder  (or  any  other  holder  of  an  interest  treated  as  voting  equity  in  the  foreign 
corporation  that  would  meet  the  definition  of  U.S.  Holders  but  for  the  fact  that  such  holder  does  not  hold  Income 
Notes)  that  owns  (directly  or  indirectly)  at  least  10  percent  of  the  voting  stock  of  a  foreign  corporation,  the  U.S. 
Holder  is  considered  a  "U.S.  Shareholder"  with  respect  to  the  foreign  corporation.  If  U.S.  Shareholders  in  the 
aggregate  own  (directly  or  indirectly)  more  than  50%  of  the  voting  power  or  value  of  the  stock  of  such  corporation, 
the  foreign  corporation  will  be  classified  as  a  CFC.  Complex  attribution  rules  apply  for  purposes  of  determining 
ownership  of  stock  in  a  foreign  corporation  such  as  the  Issuer. 

If  the  Issuer  is  classified  as  a  CFC,  a  U.S.  Shareholder  (and  possibly  any  U.S.  Holder  that  is  a  direct  or 
indirect  holder  of  a  grantor  trust  that  is  considered  to  be  a  U.S.  Shareholder)  that  is  a  shareholder  of  the  Issuer  as  of 
the  end  of  the  Issuer's  taxable  year  generally  would  be  subject  to  current  U.S.  tax  on  the  income  of  the  Issuer, 
regardless  of  cash  distributions  from  the  Issuer.  Earnings  subject  to  tax  generally  as  income  of  the  U.S.  Holder 
generally  will  not  be  taxed  again  when  they  are  distributed  to  the  U.S.  Holder.  In  addition,  income  that  would 
otherwise  be  characterized  as  capital  gain  and  gain  on  the  sale  of  the  CFC's  stock  by  a  U.S.  Shareholder  (during  the 
period  that  the  corporation  is  a  CFC  and  thereafter  for  a  five-year  period)  would  be  classified  in  whole  or  in  part  as 
dividend  income. 

Certain  income  generated  by  a  corporation  conducting  a  banking,  financing,  insurance,  or  other  similar 
business  would  not  be  includible  in  a  holder's  income  under  the  CFC  rules.  However,  each  holder  of  an  Income 
Note  will  agree,  by  its  acquisition  of  the  Income  Notes,  not  to  take  the  position  that  the  Issuer  is  engaged  in  such  a 
business.  Accordingly,  if  the  CFC  rules  apply,  a  U.S.  Shareholder  would  generally  be  subject  to  tax  on  its  share  of 
all  of  the  Issuer's  income. 

Information  Reporting.  In  general,  U.S.  Holders  that  acquire  any  Income  Notes  (or  any  Class  of  Notes 
recharacterized  as  equity  in  the  Issuer)  for  cash  may  be  required  to  file  an  IRS  Form  926  with  the  IRS  and  to  supply 
certain  additional  information  to  the  IRS  if  (i)  such  U.S.  Holder  owns  (directly  or  indirectly)  immediately  after  the 
transfer  at  least  10%  by  vote  or  value  of  the  Issuer  or  (ii)  the  transfer  when  aggregated  with  all  related  transfers 
under  applicable  regulations,  exceeds  U.S.$100,000.  In  the  event  a  U.S.  Holder  that  is  required  to  file  such  form 
fails  to  file  such  form,  the  U.S.  Holder  could  be  subject  to  a  penalty  of  up  to  U.S.$100,000  (computed  as  10%  of  the 
gross  amount  paid  for  the  Income  Notes)  or  more  if  the  failure  to  file  was  due  to  intentional  disregard  of  its 
obligation).  Other  important  information  reporting  requirements  apply  to  persons  that  acquire  10%  or  more  of  a 
foreign  corporation's  equity. 

Prospective  investors  should  consult  with  their  own  tax  advisors  with  respect  to  whether  they  are  required 
to  file  IRS  Form  8886  (Reportable  Transaction  Disclosure  Statement). 

Tax-Exempt  Investors.  Special  considerations  apply  to  pension  plans  and  other  investors  ("Tax-Exempt 
Investors")  that  are  subject  to  tax  only  on  their  ''unrelated  business  taxable  income"  ("UBTI").  A  Tax-Exempt 
Investor's  income  from  an  investment  in  the  Issuer  generally  should  not  be  treated  as  resulting  in  UBTI  under 
current  law,  so  long  as  such  investor's  acquisition  of  stock  in  the  Issuer  is  not  debt-financed,  and  such  investor  does 
not  own  more  than  50%  of  the  Issuer's  equity  (here,  the  Income  Notes  and  any  Class  of  Secured  Notes  (if  any)  that 
is  recharacterized  as  equity). 

Tax-Exempt  Investors  should  consult  their  own  tax  advisors  regarding  an  investment  in  the  Issuer. 

Taxation  ofNon-U.S.  Holders.  Dividends  on,  and  gain  from  the  sale,  exchange  or  redemption  of,  Income 
Notes  generally  should  not  be  subject  to  United  States  federal  income  tax  in  the  hands  of  a  Non-U.S.  Holder  that  has 
no  connection  with  the  United  States  other  than  the  holding  of  the  Income  Notes. 
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Cayman  Islands  Tax  Considerations 

The  following  discussion  of  certain  Cayman  Islands  income  tax  consequences  of  an  investment  in  the 
Notes  is  based  on  the  advice  of  Maples  and  Calder  as  to  Cayman  Islands  law.  The  discussion  is  a  general  summary 
of  present  law,  which  is  subject  to  prospective  and  retroactive  change.  It  assumes  that  the  Issuer  w,ll  conduct  its 
affairs  in  accordance  with  assumptions  made  by,  and  representations  made  to,  counsel.  It  is  not  intended  as  tax 
advice,  does  not  consider  any  investor's  particular  circumstances,  and  does  not  consider  tax  consequences  other  than 
those  arising  under  Cayman  Islands  law. 

Under  existing  Cayman  Islands  laws: 

(i)  payments  of  principal  and  interest  in  respect  of  the  Notes  will  not  be  subject  to  taxation  in  the 

Cayman  Islands  and  no  withholding  will  be  required  on  such  payments  to  any  Holder  of  a  Note  and  gams  derived 
from  the  sale  of  Notes  will  not  be  subject  to  Cayman  Islands  income  or  corporation  tax.  The  Cayman  Islands 
currently  have  no  income,  corporation  or  capital  gains  tax  and  no  estate  duty,  inheritance  tax  or  gift  tax;  and 

(ii)  No  stamp  duty  is  payable  in  respect  of  the  issue  of  the  Notes.  The  Notes  themselves  will  be 
stampable  if  they  arc  executed  in  or  brought  into  the  Cayman  Islands.  An  instrument  of  transfer  in  respect  of  a  Note 
is  stampable  if  executed  in  or  brought  into  the  Cayman  Islands. 

The  Issuer  has  been  incorporated  under  the  laws  of  the  Cayman  Islands  as  an  exempted  company  and,  as 
such,  has  applied  for  and  obtained  an  undertaking  from  the  Governor  In  Cabinet  of  the  Cayman  Islands  in  the 
following  form: 

THE  TAX  CONCESSIONS  LAW 

(1999  REVISION) 

UNDERTAKING  AS  TO  TAX  CONCESSIONS 

In  accordance  with  Section  6  of  the  Tax  Concessions  Law  (1999  Revision)  the  Governor  in  Cabinet 
undertakes  with  Hudson  Mezzanine  Funding  2006-1,  Ltd.  (the  "Company"): 

(a)  that  no  law  which  is  hereafter  enacted  in  the  Islands  imposing  any  tax  to  be  levied  on  profits, 
income,  gains  or  appreciations  shall  apply  to  the  Company  or  its  operations;  and 

(b)  in  addition,  that  no  tax  to  be  levied  on  profits,  income,  gains  or  appreciations  or  which  is  in  the 
nature  of  estate  duty  or  inheritance  tax  shall  be  payable 

(i)  on  or  in  respect  of  the  shares,  debentures  or  other  obligations  of  the  Company;  or 

(ii)  by  way  of  the  withholding  in  whole  or  in  part  of  any  relevant  payment  as  defined  in  Section  6(3) 

of  the  Tax  Concessions  Law  (1999  Revision). 

These  concessions  Shall  be  for  a  period  of  thirty  years  from  the  26th  day  of  September,  2006. 

ERISA  CONSIDERATIONS 

The  United  States  Employee  Retirement  Income  Security  Act  of  1974,  as  amended  ("ERISA"),  imposes 
certain  requirements  on  "employee  benefit  plans"  as  defined  in  and  subject  to  Title  I  of  ERISA,  including ^entities 
such  as  collective  investment  funds  and  separate  accounts  whose  underlying  assets  '"elude  the  assets  of  such plans 
(collectively  "ERISA  Plans"),  and  on  those  persons  who  are  fiduciaries  with  respect  to  ERISA  Plans.  Investments 
by  ERISA  Plans  are  subject  to  ERISA's  general  fiduciary  requirements,  including  the  requirement  of  investment 
prudence  and  diversification  and  the  requirement  that  an  ERISA  Plan's  investments  be  made  in  accordance  with  he 
documents  governing  such  ERISA  Plan.  The  prudence  of  a  particular  investment  must  be  determined  by  the 
responsible  fiduciary  of  an  ERISA  Plan  by  taking  into  account  the  ERISA  Plan's  particular  circumstances  and  all  of 
the  facts  and  circumstances  of  the  investment  including,  but  not  limited  to,  the  matters  discussed  above  under   Risk 
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Factors"  and  the  fact  that  in  the  future  there  may  be  no  market  in  which  such  fiduciary  will  be  able  to  sell  or 
otherwise  dispose  of  the  Notes. 

Section  406  of  ERISA  and  Section  4975  of  the  Code  prohibit  certain  transactions  involving  the  assets  of  an 
ERISA  Plan  (as  well  as  those  plans  that  are  not  subject  to  ERISA  but  which  are  subject  to  Section  4975  of  the  Code, 
such  as  individual  retirement  accounts  (together  with  ERISA  Plans,  "Plans"))  and  certain  persons  (referred  to  as 
"parties  in  interest"  under  ERISA  or  "disqualified  persons"  under  the  Code  (collectively,  "Parties  in  Interest")) 
having  certain  relationships  to  such  Plans,  unless  a  statutory,  regulatory  or  administrative  exemption  is  applicable  to 
the  transaction.  A  Party  in  Interest  who  engages  in  a  prohibited  transaction  may  be  subject  to  excise  taxes  and  other 
penalties  and  liabilities  under  ERISA  and  Section  4975  of  the  Code. 

The  United  States  Department  of  Labor  ("DOL")  has  promulgated  a  regulation,  29  C.F.R.  Section  2510.3- 
101  (the  "Plan  Asset  Regulation"),  as  modified  by  Section  3(42)  of  ERISA,  describing  what  constitutes  the  assets  of 
a  Plan  ("Plan  Assets")  with  respect  to  the  Plan's  investment  in  an  entity  for  purposes  of  applying  ERISA  and  Section 
4975  of  the  Code.  Under  the  Plan  Asset  Regulation,  if  a  Plan  invests  in  an  "equity  interest"  of  an  entity  that  is 
neither  a  "publicly  offered  security"  nor  a  security  issued  by  an  investment  company  registered  under  the  Investment 
Company  Act,  the  Plan's  assets  include  both  the  equity  interest  and  an  undivided  interest  in  each  of  the  entity's 
underlying  assets,  unless  it  is  established  that  the  entity  is  an  "operating  company"  or  that  equity  participation  in  the 
entity  by  Benefit  Plan  Investors  is  not  "significant." 

Prohibited  transactions  may  arise  under  Section  406  of  ERISA  or  Section  4975  of  the  Code  if  Notes  are 
acquired  with  Plan  Assets  with  respect  to  which  the  Issuers,  the  Initial  Purchaser,  the  Liquidation  Agent,  the  Trustee, 
the  Fiscal  Agent  or  any  of  their  respective  affiliates,  is  a  Party  in  Interest.  Certain  exemptions  from  the  prohibited 
transaction  provisions  of  Section  406  of  ERISA  and  Section  4975  of  the  Code  may  be  applicable,  however, 
depending  in  part  on  the  type  of  Plan  fiduciary  making  the  decision  to  acquire  a  Security  and  the  circumstances 
under  which  such  decision  is  made.  Included  among  these  exemptions  are:  DOL  Prohibited  Transaction 
Class  Exemption  ("PTCE")  96-23,  regarding  transactions  effected  by  "in-house  asset  managers";  PTCE  95-60, 
regarding  investments  by  insurance  company  general  accounts;  PTCE  91-38,  regarding  investments  by  bank 
collective  investment  funds;  PTCE  90-1,  regarding  investments  by  insurance  company  pooled  separate  accounts; 
and  PTCE  84-14  regarding  transactions  effected  by  "qualified  professional  asset  managers;"  and  the  service 
provider  exemption  under  new  Section  408(b)(17)  of  ERISA  and  new  Section  4975(d)(20)  of  the  Code  (the  "Service 
Provider  Exemption").  There  can  be  no  assurance  that  any  class  or  other  exemption  will  be  available  with  respect  to 
any  particular  transaction  involving  the  Notes,  or  that,  if  available,  the  exemption  would  cover  all  possible 
prohibited  transactions. 

Governmental  plans  and  certain  church  and  other  plans,  while  not  necessarily  subject  to  the  fiduciary 
responsibility  provisions  of  ERISA  or  the  provisions  of  Section  4975  of  the  Code,  may  nevertheless  be  subject  to 
state  or  other  federal  laws  that  are  substantially  similar  to  the  foregoing  provisions  of  ERISA  and  the  Code. 
Fiduciaries  of  any  such  plans  should  consult  with  their  counsel  before  purchasing  any  Notes. 

Any  insurance  company  proposing  to  invest  assets  of  its  general  account  in  the  Notes  should  consider  the 
extent  to  which  such  investment  would  be  subject  to  the  requirements  of  ERISA  in  light  of  the  U.S.  Supreme 
Court's  decision  in  John  Hancock  Mutual  Life  Insurance  Co.  v.  Harris  Trust  and  Savings  Bank,  510  U.S.  86  (1993), 
and  the  enactment  of  Section  401(c)  of  ERISA.  In  particular,  such  an  insurance  company  should  consider  the 
retroactive  and  prospective  exemptive  relief  granted  by  the  DOL  for  transactions  involving  insurance  company 
general  accounts  in  PTCE  95-60  and  the  regulations  issued  by  the  DOL,  29  C-F.R.  Section  2550.401c-l  (January  5, 
2000).  Certain  additional  information  regarding  general  accounts  is  set  forth  below. 

Any  Plan  fiduciary  or  other  person  who  proposes  to  use  Plan  Assets  to  purchase  any  Notes  should  consult 
with  its  counsel  regarding  the  applicability  of  the  fiduciary  responsibility  and  prohibited  transaction  provisions  of 
ERISA  and  Section  4975  of  the  Code  to  such  an  investment,  and  to  confirm  that  such  investment  will  not  constitute 
or  result  in  a  non-exempt  prohibited  transaction  or  any  other  violation  of  an  applicable  requirement  of  ERISA. 

The  sale  of  any  Security  to  a  Plan,  or  to  a  person  using  Plan  Assets  to  effect  its  purchase  of  any  Security,  is 
in  no  respect  a  representation  by  the  Issuers,  the  Initial  Purchaser,  the  Liquidation  Agent,  the  Trustee  or  the  Fiscal 
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Agent  that  such  an  investment  meets  all  relevant  legal  requirements  with  respect  to  investments  by  Plans  generally 
or  any  particular  Plan,  or  that  such  an  investment  is  appropriate  for  Plans  generally  or  any  particular  Plan. 

Class  S  Notes,  Class  A  Notes,  Class  B  Notes,  Class  C  Notes  and  Class  D  Notes 

For  purposes  of  the  Plan  Asset  Regulation,  an  equity  interest  includes  any  interest  in  an  entity  other  than  an 
instrument  that  is  treated  as  indebtedness  under  applicable  local  law  and  which  has  no  substantial  equity  features. 
Because  the  Secured  Notes  (a)  are  expected  to  be  treated  as  indebtedness  under  local  law  and  for  federal  tax 
purposes  (see  "Income  Tax  Considerations"  herein),  and  (b)  should  not  be  deemed  to  have  any  "substantial  equity 
features,"  purchases  of  the  Secured  Notes  with  Plan  Assets  should  not  be  treated  as  equity  investments  and, 
therefore,  the  Pledged  Assets  should  not  be  deemed  to  be  Plan  Assets  of  the  investing  Plans.  Those  conclusions  are 
based  in  part,  upon  the  traditional  debt  features  of  the  Secured  Notes,  including  the  reasonable  expectation  of 
purchasers  of  the  Secured  Notes  that  the  Secured  Notes  will  be  repaid  when  due,  as  well  as  the  absence  of 
conversion  rights,  warrants  and  other  typical  equity  features.  However,  if  the  Secured  Notes  were  nevertheless 
treated  as  equity  interests  for  purposes  of  the  Plan  Asset  Regulation  and  if  the  assets  of  the  Issuers  were  deemed  to 
constitute  Plan  Assets  of  an  investing  Plan,  (i)  transactions  involving  the  assets  of  the  Issuers  could  be  subject  to  the 
fiduciary  responsibility  and  prohibited  transaction  provisions  of  ERISA  and  Section  4975  of  the  Code,  (ii)  the  assets 
of  the  Issuers  could  be  subject  to  ERISA's  reporting  and  disclosure  requirements,  and  (iii)  the  fiduciary  causing  the 
Plan  to  make  an  investment  in  the  Notes  could  be  deemed  to  have  delegated  its  responsibility  to  manage  Plan 
Assets. 

By  its  purchase  of  any  Class  S  Note,  Class  A  Note,  Class  B  Note,  Class  C  Note  or  Class  D  Note,  the 
purchaser  thereof  will  be  deemed  to  have  represented  and  warranted  either  that  (i)  it  is  not  and  will  not  be  a  Plan  or 
an  entity  whose  underlying  assets  include  Plan  Assets  by  reason  of  any  Plan's  investment  in  the  entity,  or  an 
employee  benefit  plan  which  is  subject  to  any  federal,  state,  local  or  foreign  law  ("Similar  Law")  that  is  substantially 
similar  to  the  provisions  of  Section  406  of  ERISA  or  Section  4975  of  the  Code;  or  (ii)  its  purchase  and  holding  of  a 
Class  S  Note  Class  A  Note,  Class  B  Note,  Class  C  Note  or  Class  D  Note  are  eligible  for  the  exemptive  relief 
available  under  PTCE  84-14,  90-1,  91-38,  95-60,  96-23,  the  Service  Provider  Exemption,  or  a  similar  exemption  or, 
in  the  case  of  a  plan  subject  to  Similar  Law,  do  not  and  will  not  constitute  or  result  in  a  prohibited  transaction  under 
Similar  Law  for  which  an  exemption  is  not  available. 

Class  E  Notes  and  Income  Notes 

Equity  participation  in  an  entity  by  Benefit  Plan  Investors  is  "significant"  under  the  Plan  Asset  Regulation 
(see  above)  if  25%  or  more  of  the  total  value  of  any  class  of  equity  interest  in  the  entity  is  held  by  Benefit  Plan 
Investors.  If  equity  participation  in  either  Issuer  by  Benefit  Plan  Investors  is  "significant,"  the  assets  of  such  Issuer 
could  be  deemed  to  be  Plan  Assets  of  Plans  investing  in  the  equity.  If  the  assets  of  either  Issuer  were  deemed  to 
constitute  Plan  Assets  of  an  investing  Plan,  (i)  transactions  involving  the  assets  of  such  Issuer  could  be  subject  to  the 
fiduciary  responsibility  and  prohibited  transaction  provisions  of  ERISA  and  Section  4975  of  the  Code,  (ii)  the  assets 
of  the  Issuer  could  be  subject  to  ERISA's  reporting  and  disclosure  requirements,  and  (iii)  the  fiduciary  causing  the 
Plan  to  make  an  equity  investment  in  the  Issuer  could  be  deemed  to  have  delegated  its  responsibility  to  manage  Plan 
Assets.  The  term  "Benefit  Plan  Investor"  includes  (i)  an  employee  benefit  plan  as  defined  in  and  subject  to  the 
provisions  of  Title  I  of  ERISA,  (ii)  a  plan  as  described  in  and  subject  to  Section  4975(e)(1)  of  the  Code  and  (iii)  any 
entity  whose  underlying  assets  include  Plan  Assets  by  reason  of  any  such  employee  benefit  plan's  or  plan's 
investment  in  the  entity.  For  purposes  of  making  the  25%  determination,  the  value  of  any  equity  interests  in  the 
Issuer  held  by  a  person  (other  than  a  Benefit  Plan  Investor)  who  has  discretionary  authority  or  control  with  respect  to 
the  assets  of  the  Issuer,  any  person  who  provides  investment  advice  for  a  fee  (direct  or  indirect)  with  respect  to  such 
assets,  or  any  affiliate  of  such  a  person  (any  of  the  foregoing,  a  "Controlling  Person"),  are  disregarded.  Under  the 
Plan  Asset  Regulation,  an  "affiliate"  of  a  person  includes  any  person,  directly  or  indirectly  through  one  or  more 
intermediaries,  controlling,  controlled  by  or  under  common  control  with  the  person,  and  "control"  with  respect  to  a 
person,  other  than  an  individual,  means  the  power  to  exercise  a  controlling  influence  over  the  management  or 
policies  of  such  person.  If  the  equity  participation  in  an  entity  by  Benefit  Plan  Investors  is  significant,  then  the 
entity's  assets  will  be  deemed  to  constitute  Plan  Assets  to  the  extent  of  such  investor's  interest  in  the  entity. 

The  Class  E  Notes  and  the  Income  Notes  will  be  equity  interests  for  purposes  of  applying  ERISA  and 
Section  4975  of  the  Code.  Accordingly,  purchases  and  transfers  of  Class  E  Notes  and  Income  Notes  will  be  limited, 
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so  that  less  than  25%  of  the  total  value  of  all  the  Class  E  Notes  or  the  Income  Notes  will  be  held  by  Benefit  Plan 
Investors  by  requiring  each  purchaser  or  transferee  of  a  Class  E  Note  (other  than  a  Regulation  S  Class  E  Note)  or  an 
Income  Note  (other  than  a  Regulation  S  Income  Note)  to  make  (or,  in  the  case  of  a  Regulation  S  Class  E  Note  or 
Regulation  S  Income  Note,  to  be  deemed  to  have  made,  certain  representations  and  agree  to  additional  transfer 
restrictions  described  under  "Notice  to  Investors."  No  purchase  of  a  Class  E  Note  or  an  Income  Note  by  or 
proposed  transfer  to,  a  person  that  has  represented  that  it  is  a  Benefit  Plan  Investor  or  a  Controlling  Person  will  be 
permitted  to  the  extent  that  such  purchase  or  transfer  would  result  in  persons  that  have  represented  that  they  are 
Benefit  Plan  Investors  owning  25%  or  more  of  the  total  value  of  the  outstanding  Class  E  Notes  or  Income  Notes 
immediately  after  such  purchase  or  proposed  transfer  (determined  in  accordance  with  the  Plan  Asset  Regulation  and 
the  Fiscal  Agency  Agreement),  based  upon  the  representations  made  by  investors.  In  addition,  the  Initial  Purchaser, 
the  Liquidation  Agent,  the  Trustee  and  the  Fiscal  Agent  agree  that  neither  they  nor  any  of  their  respective  affiliates 
will  acquire  any  Class  E  Notes  or  Income  Notes  unless  such  acquisition  would  not,  as  determined  by  the  Trustee  or 
the  Fiscal  Agent,  result  in  persons  that  have  acquired  Class  E  Notes  or  Income  Notes  and  represented  that  they  are 
Benefit  Plan  Investors  owning  25%  or  more  of  the  total  value  of  the  outstanding  Class  E  Notes  or  Income  Notes 
immediately  after  such  acquisition  by  the  Initial  Purchaser,  the  Liquidation  Agent,  the  Trustee  or  the  Fiscal  Agent_ 
Income  Notes  held  as  principal  by  the  Initial  Purchaser,  the  Liquidation  Agent,  the  Trustee,  the  Fiscal  Agent,  any  of 
their  respective  affiliates  and  persons  that  have  represented  that  they  are  Controlling  Persons  will  be  disregarded  and 
will  not  be  treated  as  outstanding  for  purposes  of  determining  compliance  with  the  25%  limitation  to  the  extent  that 
such  a  Controlling  Person  is  not  a  Benefit  Plan  Investor.  Any  Benefit  Plan  Investor  that  acquires  Class  E  Notes 
(other  than  the  Regulation  S  Class  E  Notes)  or  Income  Notes  (other  than  the  Regulation  S  Income  Notes)  will  be 
required  to  represent  and  agree  (or,  in  the  case  of  the  Regulation  S  Class  E  Notes  or  Regulation  S  Income  Notes,  will 
be  deemed  to  have  represented  and  agreed)  that  the  acquisition  and  holding  of  the  Class  E  Notes  or  Income  Notes 
will  not  constitute  a  prohibited  transaction  under  ERISA  or  Section  4975  of  the  Code,  for  which  an  exemption  is  not 
available  If  any  purchaser  or  transferee  of  Class  E  Notes  or  Income  Notes  is  an  employee  benefit  plan  subject  to 
Similar  Law,  such  purchaser  or  transferee  will  be  deemed  to  have  represented  and  warranted  that  its  purchase  and 
holding  of  the  Class  E  Notes  Income  Notes  will  not  constitute  or  result  in  a  violation  of  any  Similar  Law  for  which 
an  exemption  is  not  available. 

Any  entity  using  Plan  Assets  to  purchase  Notes,  including  an  insurance  company  using  general  account 
assets  may  be  asked  (i)  to  identify  the  maximum  percentage  of  the  assets  of  such  entity  or  general  account  that  may 
be  or  become  Plan  Assets,  (ii)  whether  it  is  a  "Controlling  Person"  (defined  above),  and  (iii)  without  limiting  the 
remedies  that  may  be  available  in  the  event  that  the  maximum  percentage  is  thereafter  exceeded,  to  agree  to  notify 
the  Issuer,  and  dispose  of  certain  Notes  as  instructed  by  the  Issuer,  before  the  specified  maximum  percentage  is 
exceeded. 

CERTAIN  LEGAL  INVESTMENT  CONSIDERATIONS 

Institutions  whose  investment  activities  are  subject  to  legal  investment  laws  and  regulations  or  to  review  by 
certain  regulatory  authorities  may  be  subject  to  restrictions  on  investments  in  the  Secured  Notes  and  the  Income 
Notes  Any  such  institution  should  consult  its  legal  advisors  in  determining  whether  and  to  what  extent  there  may 
be  restrictions  on  its  ability  to  invest  in  the  Secured  Notes  and  the  Income  Notes.  Without  limiting  the  foregoing 
any  financial  institution  that  is  subject  to  the  jurisdiction  of  the  Comptroller  of  Currency,  the  Board  of  Governors  of 
the  Federal  Reserve  System,  the  Federal  Deposit  Insurance  Corporation,  the  Office  of  Thrift  Supervision,  the 
National  Credit  Union  Administration,  any  state  insurance  commission,  or  any  other  federal  or  state  agencies  with 
similar  authority  should  review  any  applicable  rules,  guidelines  and  regulations  prior  to  purchasing  the  Secured 
Notes  or  the  Income  Notes.  Depository  institutions  should  review  and  consider  the  applicability  of  the  Federal 
Financial  Institutions  Examination  Council  Supervisory  Policy  Statement  on  Securities  Activities,  which  has  been 
adopted  by  the  respective  federal  regulators. 

None  of  the  Issuers  or  the  Initial  Purchaser  make  any  representation  as  to  the  proper  characterization  of  the 
Secured  Notes  or  Income  Notes  for  legal  investment  or  other  purposes,  or  as  to  the  ability  of  particular  investors  to 
purchase  the  Secured  Notes  or  Income  Notes  for  legal  investment  or  other  purposes,  or  as  to  the  ability  of  particular 
investors  to  purchase  the  Secured  Notes  or  Income  Notes  under  applicable  investment  restrictions.  The  Issuers 
understand  that  certain  state  insurance  regulators,  in  response  to  a  request  for  guidance,  may  be  cons.der.ng  the 
characterization  (as  U.S.  domestic  or  foreign  (non-U.S.))  of  certain  collateralized  debt  obligation  securities  co-.ssued 
by  a  non-U.S.  issuer  and  a  U.S.  co-issuer.  There  can  be  no  assurance  as  to  the  nature  of  any  guidance  or  other  action 
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that  may  result  from  such  consideration.  The  uncertainties  described  above  (and  any  unfavorable  future 
determinations  concerning  legal  investment  or  financial  institution  regulatory  characteristics  of  the  Secured  Notes  or 
Income  Notes)  may  affect  the  liquidity  of  the  Secured  Notes  or  Income  Notes.  Accordingly,  all  institutions  whose 
activities  are  subject  to  legal  investment  laws  and  regulations,  regulatory  capital  requirements  or  review  by 
regulatory  authorities  should  consult  their  own  legal  advisors  in  determining  whether  and  to  what  extent  the  Secured 
Notes  or  Income  Notes  are  subject  to  investment,  capital  or  other  restrictions. 

LEGAL  MATTERS 

Certain  legal  matters  will  be  passed  upon  for  the  Issuer  and  the  Initial  Purchaser  by  Sidley  Austin  LLP. 
Certain  matters  with  respect  to  Cayman  Islands  law  will  be  passed  upon  for  the  Issuer  by  Maples  and  Calder,  Grand 
Cayman,  Cayman  Islands. 

UNDERWRITING 

The  Offered  Notes  will  be  offered  by  Goldman,  Sachs  &  Co.  (the  "Initial  Purchaser"),  from  time  to  time  at 
varying  prices  in  negotiated  transactions  subject  to  prior  sale,  when,  as  and  if  issued.  Subject  to  the  terms  and 
conditions  set  forth  in  the  Purchase  Agreement  (the  "Purchase  Agreement")  dated  as  of  October  25,  2006  among 
Goldman,  Sachs  &  Co.  and  the  Issuers,  the  Issuers  have  agreed  to  sell  to  Goldman,  Sachs  &  Co.  and  Goldman, 
Sachs  &  Co.  has  agreed  to  purchase  all  of  the  Secured  Notes  and  the  Income  Notes. 

Under  the  terms  and  conditions  of  the  Purchase  Agreement,  the  Initial  Purchaser  is  committed  to  take  and 
pay  for  all  the  Offered  Notes  to  be  offered  by  it,  if  any  are  taken.  Furthermore,  under  the  terms  and  conditions  of  the 
Purchase  Agreement,  the  Initial  Purchaser  will  be  entitled  to  an  underwriting  discount  on  the  Offered  Notes 
purchased  by  it  and  a  fixed  structuring  fee  based  upon  the  aggregate  principal  amount  of  the  Notes. 

The  Offered  Notes  purchased  from  the  Issuers  by  the  Initial  Purchaser  will  be  offered  by  it  from  time  to 
time  for  sale  in  negotiated  transactions  or  otherwise  at  varying  prices  to  be  determined  at  the  time  of  sale  plus 
accrued  interest,  if  any,  from  the  Closing  Date. 

The  Notes  have  not  been  and  will  not  be  registered  under  the  Securities  Act  for  offer  or  sale  as  part  of  their 
distribution  and  may  not  be  offered  or  sold  within  the  United  States  or  to,  or  for  the  account  or  benefit  of,  a  U.S. 
Person  or  a  U.S.  resident  (as  determined  for  purposes  of  the  Investment  Company  Act,  a  "U.S.  Resident")  except  in 
certain  transactions  exempt  from,  or  not  subject  to,  the  registration  requirements  of  the  Securities  Act. 

The  Issuers  have  been  advised  by  (a)  the  Initial  Purchaser  that  it  proposes  to  resell  the  Offered  Notes  (a) 
outside  the  United  Stales  (in  part,  by  Goldman,  Sachs  &  Co.,  through  its  selling  agent)  in  offshore  transactions  in 
reliance  on  Regulation  S  and  in  accordance  with  applicable  law  and  (b)  in  the  United  States  only  to  (1)  Qualified 
Institutional  Buyers  in  reliance  on  Rule  144A  purchasing  for  their  own  accounts  or  for  the  accounts  of  Qualified 
Institutional  Buyers  or  (2)  in  the  case  of  the  Income  Notes  only,  Accredited  Investors,  which  have  a  net  worth  of  not 
less  than  U  S  $10  million,  each  of  which  purchasers  or  accounts  is  a  Qualified  Purchaser.  The  Initial  Purchaser's 
discount  will  be  the  same  for  the  Regulation  S  Notes  and  the  Rule  144A  Notes  offered  hereby  and  for  the  Income 
Notes  within  each  Class  of  Notes. 

The  Initial  Purchaser  has  acknowledged  and  agreed  that  it  will  not  offer,  sell  or  deliver  any  Regulation  S 
Notes  purchased  by  it  to,  or  for  the  account  or  benefit  of,  any  U.S.  Person  or  U.S.  Resident  (as  determined  for 
purposes  of  the  Investment  Company  Act)  as  part  of  its  distribution  at  any  time  and  that  it  will  send  to  each 
distributor  dealer  or  person  receiving  a  selling  concession,  fee  or  other  remuneration  to  which  it  sells  Regulation  S 
Notes  purchased  by  it  a  confirmation  or  other  notice  setting  forth  the  prohibition  on  offers  and  sales  of  the 
Regulation  S  Notes  within  the  United  States  or  to,  or  for  the  account  or  benefit  of,  any  U.S.  Person  or  U.S.  Resident. 

With  respect  to  the  Notes  initially  sold  pursuant  to  Regulation  S,  until  the  expiration  of  (x)  forty  (40)  days 
after  the  commencement  of  the  distribution  of  the  offering  of  the  Secured  Notes  by  Goldman,  Sachs  &  Co.,  with 
respect  to  offers  or  sales  of  the  Secured  Notes  and  (y)  one  year  after  the  commencement  of  the  distribution  of  the 
Income  Notes,  with  respect  to  offers  or  sales  of  the  Income  Notes  purchased  by  the  Initial  Purchaser,  an  offer  or  sale 
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of  Notes  within"  the  United  States  by  a  dealer  that  is  not  participating  in  the  offering  may  violate  the  registration 
requirements  of  the  Securities  Act  if  such  offer  or  sale  is  made  otherwise  than  in  accordance  with  Rule  144A  or 
pursuant  to  another  exemption  from  registration  under  the  Securities  Act. 

The  Initial  Purchaser  has  represented,  warranted  and  agreed  that:  (i)  it  has  not  made  or  will  not  make  an 
offer  of  shares  to  the  public  in  the  United  Kingdom  within  the  meaning  of  section  102B  of  the  Financial  Services 
and  Markets  Act  2000  (as  amended)  ("FSMA")  except  to  legal  entities  which  are  authorized  or  regulated  to  operate 
in  the  financial  markets  or,  if  not  so  authorized  or  regulated,  whose  corporate  purpose  is  solely  to  invest  in  securities 
or  otherwise  in  circumstances  which  do  not  require  the  publication  by  the  company  of  a  prospectus  pursuant  to  the 
Prospectus  Rules  of  the  Financial  Services  Authority  (FSA);  (ii)  it  has  only  communicated  or  caused  to  be 
communicated  and  will  only  communicate  or  cause  to  be  communicated  any  invitation  or  inducement  to  engage  in 
investment  activity  (within  the  meaning  of  section  21  of  the  FSMA)  to  persons  who  have  professional  experience  in 
matters  relating  to  investments  falling  within  Article  19(5)  of  the  FSMA  (Financial  Promotion)  Order  2005  or  in 
circumstances  in  which  section  21  of  the  FSMA  does  not  apply  to  the  Issuer;  and  (iii)  it  has  complied  and  will 
comply  with  all  applicable  provisions  of  the  FSMA  with  respect  to  anything  done  by  it  in  relation  to  the  Notes  m, 
from  or  otherwise  involving  the  United  Kingdom. 

The  Notes  may  not  be  offered  or  sold  by  means  of  any  document  other  than  to  persons  whose  ordinary 
business  is  to  buy  or  sell  shares  or  debentures,  whether  as  principal  or  agent,  or  in  circumstances  which  do  not 
constitute  an  offer  to  the  public  within  the  meaning  of  the  Companies  Ordinance  (Cap.  32)  of  Hong  Kong,  and  no 
advertisement,  invitation  or  document  relating  to  the  Notes  may  be  issued,  whether  in  Hong  Kong  or  elsewhere 
which  is  directed  at,  or  the  contents  of  which  are  likely  to  be  accessed  or  read  by,  the  public  in  Hong  Kong  (except  if 
permitted  to  do  so  under  the  securities  laws  of  Hong  Kong)  other  than  with  respect  to  Notes  which  are  or  are 
intended  to  be  disposed  of  only  to  persons  outside  Hong  Kong  or  only  to  "professional  investors"  within  the 
meaning  of  the  Securities  and  Futures  Ordinance  (Cap.  571)  of  Hong  Kong  and  any  rules  made  thereunder. 

This  Offering  Circular  has  not  been  registered  as  a  prospectus  with  the  Monetary  Authority  of  Singapore. 
Accordingly  this  Offering  Circular  and  any  other  document  or  material  in  connection  with  the  offer  or  sale,  or 
invitation  or  subscription  or  purchase,  of  the  Notes  may  not  be  circulated  or  distributed,  nor  may  the  Notes  be 
offered  or  sold  or  be  made  the  subject  of  an  invitation  for  subscription  or  purchase,  whether  directly  or  indirectly,  to 
persons  in  Singapore  other  than  (i)  to  an  institutional  investor  under  Section  274  of  the  Securities  and  Futures  Act, 
Chapter  289  of  Singapore  (the  "SFA"),  (ii)  to  a  relevant  person,  or  any  person  pursuant  to  Section  275(1  A),  and  in 
accordance  with  the  conditions,  specified  in  Section  275  of  the  SFA  or  (iii)  otherwise  pursuant  to,  and  in  accordance 
with  the  conditions  of,  any  other  applicable  provision  of  the  SFA . 

Where  the  Notes  are  subscribed  or  purchased  under  Section  275  by  a  relevant  person  which  is:  (a)  a 
corporation  (which  is  not  an  accredited  investor)  the  sole  business  of  which  is  to  hold  investments  and  the  entire 
share  capital  of  which  is  owned  by  one  or  more  individuals,  each  of  whom  is  an  accredited  investor;  or  (b)  a  trust 
(where  the  trustee  is  not  an  accredited  investor)  whose  sole  purpose  is  to  hold  investments  and  each  beneficiary  is  an 
accredited  investor,  shares,  debentures  and  units  of  shares  and  debentures  of  that  corporation  or  the  beneficiaries 
rights  and  interest  in  that  trust  shall  not  be  transferable  for  6  months  after  that  corporation  or  that  trust  has  acquired 
the  Notes  under  Section  275  except:  (1)  to  an  institutional  investor  under  Section  274  of  the  SFA  or  to  a  relevant 
person,  or  any  person  pursuant  to  Section  275(1A),  and  in  accordance  with  the  conditions,  specified  in  Section  275 
of  the  SFA;  (2)  where  no  consideration  is  given  for  the  transfer;  or  (3)  by  operation  of  law. 

The  Notes  have  not  been  and  will  not  be  registered  under  the  Securities  and  Exchange  Law  of  Japan  (the 
Securities  and  Exchange  Law)  and  the  Jnitial  Purchaser  has  agreed  that  it  will  not  offer  or  sell  any  Notes,  directly  or 
indirectly  in  Japan  or  to,  or  for  the  benefit  of,  any  resident  of  Japan  (which  term  as  used  herein  means  any  person 
resident  in  Japan,  including  any  corporation  or  other  entity  organized  under  the  laws  of  Japan),  or  to  others  for  re- 
offering  or  resale  directly  or  indirectly,  in  Japan  or  to  a  resident  of  Japan,  except  pursuant  to  an  exemption  from  the 
registration  requirements  of,  and  otherwise  in  compliance  with,  the  Securities  and  Exchange  Law  and  any  other 
applicable  laws,  regulations  and  ministerial  guidelines  of  Japan. 

In  relation  to  each  Member  State  of  the  European  Economic  Area  which  has  implemented  the  Prospectus 
Directive  (each,  a  "Relevant  Member  State"),  the  Initial  Purchaser  has  represented  and  agreed  that  with  effect  from 
and  including  the  date  on  which  the  Prospectus  Directive  is  implemented  in  that  Relevant  Member  State  (the 
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"Relevant  Implementation  Date")  it  has  not  made  and  will  not  make  an  offer  of  Notes  to  the  public  in  that  Relevant 
Member  State  prior  to  the  publication  of  a  prospectus  in  relation  to  the  Notes  which  has  been  approved  by  the 
competent  authority  in  that  Relevant  Member  State  or,  where  appropriate,  approved  in  another  Relevant  Member 
State  and  notified  to  the  competent  authority  in  that  Relevant  Member  State,  all  in  accordance  with  the  Prospectus 
Directive,  except  that  it  may,  with  effect  from  and  includinE  the  Relevant  Implementation  Date,  make  an  offer  of 
Notes  to  the  public  in  that  Relevant  Member  State  at  any  time  : 

(a)  to  legal  entities  which  are  authorized  or  regulated  to  operate  in  the  financial  markets  or,  if  not  so 
authorized  or  regulated,  whose  corporate  purpose  is  solely  to  invest  in  securities; 

(b)  to  any  legal  entity  which  has  two  or  more  of  ( 1 )  an  average  of  at  least  250  employees  during  the 
last  financial  year;  (2)  a  total  balance  sheet  of  more  than  €43,000,000  and  (3)  an  annual  net  turnover  of  more  than 
€50,000,000,  as  shown  in  its  last  annual  or  consolidated  accounts;  or 

(c)  in  any  other  circumstances  which  do  not  require  the  publication  by  the  Issuer  of  a  prospectus 
pursuant  to  Article  3  of  the  Prospectus  Directive. 

For  the  purposes  of  this  provision,  the  expression  an  "offer  of  Notes  to  the  public"  in  relation  to  any  Notes 
in  any  Relevant  Member  State  means  the  communication  in  any  form  and  by  any  means  of  sufficient  information  on 
the  terms  of  the  offer  and  the  Notes  to  be  offered  so  as  to  enable  an  investor  to  decide  to  purchase  or  subscribe  the 
Notes,  as  the  same  may  be  varied  in  that  Relevant  Member  State  by  any  measure  implementing  the  Prospectus 
Directive  in  that  Relevant  Member  State  and  the  expression  Prospectus  Directive  means  Directive  2003/71/EC  and 
includes  any  relevant  implementing  measure  in  each  Relevant  Member  State. 

The  Initial  Purchaser  has  agreed  that  it  has  not  made  and  will  not  make  any  invitation  to  the  public  in  the 
Cayman  Islands  to  purchase  any  of  the  Offered  Notes. 

Buyers  of  Regulation  S  Securities  sold  by  the  selling  agent  of  Goldman,  Sachs  &  Co.  may  be  required  to 
pay  stamp  taxes  and  other  charges  in  accordance  with  the  laws  and  practice  of  the  country  of  purchase  in  addit.on  to 
the  purchase  price. 

No  action  has  been  or  will  be  taken  in  any  jurisdiction  that  would  permit  a  public  offering  of  the  Notes,  or 
the  possession,  circulation  or  distribution  of  this  Offering  Circular  or  any  other  material  relating  to  the  Issuers  or  the 
Notes  in  any  jurisdiction  where  action  for  such  purpose  is  required.  Accordingly,  the  Notes  may  not  be  offered  or 
sold  directly  or  indirectly,  and  neither  this  Offering  Circular  nor  any  other  offering  material  or  advertisements  in 
connection  with  the  Notes  may  be  distributed  or  published,  in  or  from  any  country  or  jurisdiction  except  under 
circumstances  that  will  result  in  compliance  with  any  applicable  rules  and  regulations  of  any  such  country  or 
jurisdiction. 

The  Notes  are  a  new  issue  of  securities  with  no  established  trading  market.  The  Issuers  have  been  advised 
by  Goldman,  Sachs  &  Co.  that  it  may  make  a  market  in  the  Notes  it  is  offering  but  is  not  obligated  to  do  so  and  may 
discontinue  market  making  at  any  time  without  notice.  No  assurance  can  be  given  as  to  the  liquidity  of  the  trading 
market  for  the  Notes.  There  can  be  no  assurance  that  any  secondary  market  for  any  of  the  Notes  will  develop,  or,  if 
.  a  secondary  market  does  develop,  that  it  will  provide  the  Holders  of  the  Notes  with  liquidity  of  investment  or  that  .t 
will  continue  for  the  life  of  the  Notes. 

Application  may  be  made  to  the  Irish  Stock  Exchange  for  the  Notes  to  be  admitted  to  the  official  list  of  the 
Irish  Stock  Exchange  and  to  trading  on  its  regulated  market.  There  can  be  no  assurance  that  any  such  application 
will  be  made  or  that  any  such  listing  will  be  obtained. 

The  Issuers  have  agreed  to  indemnify  the  Initial  Purchaser,  the  Liquidation  Agent,  the  Administrator  and 
the  Trustee  and  their  respective  directors,  officers,  employees  and  agents  against  certain  liabilities,  including  in  the 
case  of  the  Initial  Purchaser,  liabilities  under  the  Securities  Act,  or  to  contribute  to  payments  they  may  be  required  to 
make  in  respect  thereof.  In  addition,  the  Issuers  have  made  certain  representations  and  warranties  to  the  Initial 
Purchaser  and  have  agreed  to  reimburse  the  Initial  Purchaser  for  certain  of  its  expenses. 
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The  Initial  Purchaser  may,  from  time  to  time  as  principal  or  through  one  or  more  investment  funds  that  it 
manages,  maie ^vestments  in  tte  equity  securities  of  one  or  more  of  the  issuers  of  ^f=  Obi^on^ ujd 
Collateral  Securities  with  the  result  that  one  or  more  of  such  issuers  may  be  or  may  become  controlled  by  the  Imual 


Purchaser. 
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APPENDIX  A 
Certain  Defined  Terms 

"Accounts"  means  collectively,  the  Interest  Collection  Account,  the  Payment  Account,  the  Expense 
Reserve  Account,  the  Collateral  Account  (including  the  Cash  Collateral  Account),  the  CDS  Counterparty  Co  lateral 
Account,  the  Collateral  Put  Provider  Account,  the  Amortization  Shortfall  Account  and  the  Del.vered  Obhgat.on 
Account. 

"Actual  Interest  Amount"  means  with  respect  to  any  Reference  Obligation  Payment  Date,  payment  by  or 
on  behalf  of  the  Reference  Entity  of  an  amount  in  respect  of  interest  due  under  the  Reference  Ob Jigati on  0»^>n& 
without  limitation,  any  deferred  interest  or  defaulted  interest  relating  to  the  CDS  Transact™  but  excluding 
payments  in  respect  of  prepayment  penalties,  yield  maintenance  prov.s.ons  or  prmc.pa  e xcept  BjJ  the  Actual 
Interest  Amount  shall  include  any  payment  of  principal  represent.ng  capitalized  .merest)  to  the  holder(s)  of  the 
Reference  Obligation  in  respect  of  the  Reference  Obligation. 

"Actual  Principal  Amount"  means,  with  respect  to  the  Final  Amortization  Date  or  the  legal  final  maturity 
date  of  any  Reference  Obligation,  the  amount  paid  on  such  day  by  or  on  behalf  of  the  Reference  Entity  m  respect  of 
principal  (excluding  any  capitalized  interest)  to  the  holder(s)  of  the  Reference  Obligation  ,n  respect  of  the  Reference 
Obligation. 

"Actual  Rating"  means  with  respect  to  any  Reference  Obligation,  Delivered  Obligation  or  Eligible 
Investment,  the  actual  expressly  monitored  outstanding  public  rating  assigned  by  a  Rating  Agency  without  reference 
to  any  other  rating  by  another  Rating  Agency,  and  which  rating  by  its  terms  addresses  the  full  scope  of  the  payment 
promise  ofthe  obligor  on  such  Reference  Obligation,  Delivered  Obligation  or  Eligible  Investment,  after  taking  into 
account  any  applicable  guarantee  or  insurance  policy  or  if  no  such  rating  is  available  from  a  Rating  Agency  any 
"credit  estimate"  or  "shadow  rating"  assigned  by  such  Rating  Agency.  For  purposes  of  this  definition,  (.  the  rating 
of  "Aaa"  assigned  by  Moody's  to  a  Reference  Obligation,  Delivered  Obl.gat.on  or  an  El.g.ble  Investment  placed 1  on 
watch  for  possible  downgrade  by  Moody's  will  be  deemed  to  have  been  downgraded  by  Moody  s  by  one 
SScS/S  »y  other  reassigned"  by  Moody's  to  a  Reference  Obligation,  Delivered  Obl.gat.on  or  an 
Eligible  Investment  placed  on  watch  for  possible  downgrade  by  Moody's  will  be  deemed  to  have  beer 'downgraded 
by  Moody's  by  two  subcategories,  (ii)  the  rating  assigned  by  S&P  to  a  Reference  Obl.gation  Del.vered  Obligation 
or  an  Eligible  investment  placed  on  watch  for  possible  downgrade  by  S&P  will  be  deemed  to  have  been  downgraded 
by  S&P  by  one  subcategory,  (iii)  the  rating  of  "Aal"  assigned  by  Moody's  to  a  Reference  Obl.gat.on  Del.vered 
ObStion  o°  Eligible  InveLent  placed  on  watch  for  possible  upgrade  by  Moody's  will  be  deemed  to  have  been 
upg  aded  by  Moody's  by  one  subcategory  and  any  other  rating  assigned  by  Moody's  to  a  Reference  Obi  gat.on 
Delivered  Obligation  or  an  Eligible  Investment  placed  on  watch  for  possible  upgrade  by  Moody's  w  1  be  deemed  to 
have  been  upgraded  by  Moody's  by  two  subcategories  and  (iv)  the  rating  ass.gned  by  S&P  to  a ^ferenc 
Obligation,  Delivered  Obligation  or  Eligible  Investment  placed  on  watch  for  poss.ble  upgrade  by  S&P  will  be 
deemed  to  have  been  upgraded  by  S&P  by  one  subcategory. 

"Additional  Floating  Amount"  means  any  Floating  Amount  described  in  clause  (a),  (b)  or  (c)  of  the 
definition  of  Floating  Amounts. 

"Adjusted  Net  Outstanding  Portfolio  Collateral  Balance"  means,  on  any  Determination  Date  the  Net 
Outstanding  Portfolio  Collateral  Balance  reduced  by  the  excess,  if  any,  of  (i)  the  Product  of  (a)  the  Stat.st.ca Loss 
Amount  and  (b)  the  lesser  of  1  and  a  fraction  the  numerator  of  which  is  U.S. $2,000,000,000  and  ^  denominator  of 
which  is  the  Net  Outstanding  Portfolio  Collateral  Balance  as  of  such  Determinat.on  Date  over  (..)  the  product  of  a) 
US  $21,300,000  and  (b)  the  lesser  of  1  and  a  fraction  the  numerator  of  which ,  is  the  Net  O^ndmg  Portfolio 
Collateral  Balance  as  of  such  Determination  Date  and  denominator  of  which  is  U.S.$2,000,000,000. 

"Administrative  Expenses"  means  amounts  (including  indemnities)  due  or  accrued  with  respect  to  any 
Payment  Date  and  payable  by  the  Issuer  and/or  the  Co-Issuer  to  (i)  the  Trustee  pursuant  to  the  Indenture  or  any  co- 
trustee appointed  pursuant  to  the  Indenture;  (ii)  the  Administrator  pursuant  to  the  Administration  Ag eement (n. 
he independent  accountants,  agents  (including  the  Note  Agents  under  the Indenture,  the  Fiscal  ^«^eo£ 
Noles  Transfer  Agent  as  defined  under  the  Fiscal  Agency  Agreement  and  the  Collateral  Adm.n.strator  under  the 
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Collateral  Administration  Agreement)  and  counsel  of  the  Issuer  for  fees  and  expenses  (including  amounts  payable -m 
connection  with  the  preparation  of  tax  forms  on  behalf  of  the  Issuers);  (iv)  the  L.qu.dat.on  Agent  pursuant  to  the 
Liquidation  Agency  Agreement  (other  than  the  Liquidation  Agent  Fee);  (v)  the  Ra.mg  Age nc.es  for  ^ fees  and 
expenses  in  connection  with  any  rating  or  credit  estimate  (including  the  fees  payable  to  the  Rat.ng  Agenc.es  for  the 
monitoring  of  any  rating  or  credit  estimate)  of  the  Notes,  including  fees  and  expenses,  .f  any,  due  or  accrued  .n 
connection  with  any  rating  of  the  Reference  Obligations;  (vi)  any  other  person  ,n  respect  of  any  government  fee 
charse  or  tax  in  relation  to  the  Issuer  or  the  Co-Issuer;  (vii)  to  the  l.qu.dator(s)  of  the  Issuer  for  the  fees  and 
expenses  oTliquidating  the  .ssuer  following  the  redemption  of  all  of  the  Notes;  (viii)  the  Irish  Stock  Exchange 
listing  any  Notes  at  the  request  of  the  Issuer;  and  (ix)  any  other  person  in  respect  of  any  other  fees  or  expen  es 
including  indemnities  and  fees  relating  to  the  provision  of  the  Issuer's  reg.stered  office)  permuted  under  the 
Transaction  Documents;  provided  that  Administrative  Expenses  shall  not  include  (a)  any  amounts  due  or  accrued 
with  respect  to  the  actions  taken  on  or  in  connection  with  the  Closing  Date,  (b)  amounts  payable  in  respect .of  Je 
Senior  Swap,  the  Secured  Notes  and  the  Income  Notes,  (c)  any  Collateral  Put  Prov.der  Fee  payable  under  the 
Collateral  Put  Agreement  and  (d)  any  Liquidation  Agent  Fee  payable  pursuant  to  the  L.qu.dat.on  Agency 
Agreement. 

"Aggregate  Amortization  Amount"  means,  with  respect  to  any  Payment  Date  calculations,  the  excess,  if 
any  of  (i)  the  Maximum  Principal  Amount  on  such  date  over  (ii)  the  sum  of  (a)  the  Aggregate  Reference  Obl.gat.on 
Notional  Amount  and  (b)  the  par  value  of  any  Delivered  Obligations,  Eligible  Investments  and  any  such  amounts  on 
deposit  in  the  Delivered  Obligations  Account. 

"ARRreeate  Calculation  Amount  of  Defaulted  Obligations  and  Deferred  Interest  P1K  Bonds"  means  the 
least  of  (a)  the  Aggregate  Moody's  Recovery  Value  of  all  Defaulted  Obligations  and  Deferred  Interest  PIK  Bonds 
(b)  the  Aggregate  S&P  Recovery  Value  of  all  Defaulted  Obligations  and  Deferred  Interest  PIK  Bonds,  and  (c)  the 
aggregate  of  the  Market  Values  of  all  Defaulted  Obligations  and  Deferred  Interest  PIK  Bonds. 

"Aggregate  Moody's  Recovery  Value"  means,  with  respect  to  Defaulted  Obligations  and  Deferred  Interest 
PIK  Bonds,  the  aggregate  of  (a)  the  Moody's  Recovery  Rate  for  each  such  asset  multipl.ed  by  (b)  the  Pnnc.pa! 
Balance  of  such  asset. 

"ARRregate  Net  Adjusted  Amortization  Amount"  means,  with  respect  to  any  Payment  Date  the  excess,  if 
any  of  (i)  the  Aggregate  Net  Amortization  Amount  with  respect  to  such  Payment  Date  over  (ii)  the  Senior  Swap 
Reduction  Amount,  if  any,  with  respect  to  such  Payment  Date,  which  amount  will  be  drawn  from  the  Col  a  era 
Account  pursuant  to  the  Amortization  Collateral  Liquidation  Procedure  and  depos.ted  to  the  Payment  Account  for 
distribution  in  accordance  with  the  Priority  of  Payments  on  such  Payment  Date.  For  the  avoidance  of  doubt the 
Amortization  Collateral  Liquidation  Procedures  will  be  applied  follow.ng  the  Collateral  Liquidation  Procedure  ,n 
respect  of  any  Senior  Waterfall  Shortfall  Amount  in  respect  of  such  Payment  Date. 

"AegreRate  Net  Amortization  Amount"  means,  with  respect  to  any  Payment  Date,  the  excess,  if  any,  of  (i) 
the  Aggregate  Amortization  Amount,  if  any,  for  such  Payment  Date  over  (ii)  the  Senior  Waterfall  Shortfall  Amount, 
if  any,  for  such  Payment  Date. 

"ARRreeate  Outstanding  Amount"  means,  with  respect  to  any  of  the  Secured  Notes  or  Income  Notes  on  any 
date  of  determination,  the  aggregate  principal  amount  of  such  Secured  Notes  or  Income  Notes  outstand.ng  on  such 
date. 

"ARRreeate  Outstanding  Portfolio  Amount"  means  the  sum  of  (i)  the  Aggregate  Reference  Obligation 
Notional  Amount  and  (ii)  the  Principal  Balance  of  the  Delivered  Obligations  and  any  Eligible  Investments  >n  the 
Delivered  Obligations  Account. 

"ARRreeate  S&P  Recovery  Value"  means  the  sum  of,  with  respect  to  each  Defaulted  Obligation  and  each 
Deferred  Interest  PIK  Bond  of  the  lesser  of  (a)  the  Market  Value  for  such  Defaulted  Obligation  or  Deferred  Interest 
PIK  Bond  as  applicable,  and  (b)  the  S&P  Recovery  Rate  for  such  Defaulted  Obl.gat.on  or  Deferred  Interest  PIK 
Bond  multiplied  by  the  Principal  Balance  of  such  Defaulted  Obligation  or  Deferred  Interest  PIK  Bond. 
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"Amortization  Collateral  Liquidation  Procedure"  means,  in  connection  with  the  payment  of  any  Aggregate 
Net  Adjusted  Amortization  Amount,  {i)  first,  by  applying  each  amount  on  deposit  in  the  Collateral  Account  received 
as  principal  on  the  Collateral  Securities  and  Eligible  Investments  and  (ii)  second,  once  any  such  cash  on  deposrt  n 
the  Collateral  Account  has  been  reduced  to  zero,  by  liquidating  Eligible  Investments  in  the  Collateral  Account,  m 
each  case,  up  to  the  lesser  of  (a)  such  Aggregate  Net  Adjusted  Amortization  Amount  or  (b)  amounts  available  in  the 
Collateral  Account  pursuant  to  subclause  (i)  above  and,  if  necessary,  (11). 

"Amortization  Payment  Amount"  means,  with  respect  to  any  Payment  Date  the  sum  of  (D  the (Senior 
Waterfall  Shortfall  Amount  with  respect  to  such  Payment  Date  and  (ii)  the  Aggregate  Net  Adjusted  Amortization 
Amount  with  respect  to  such  Payment  Date. 

"Amortization  Proceeds"  means  with  respect  to  each  Payment  Date,  the  Amortization  Payment  Amount 
drawn  from  the  Collateral  Account  pursuant  to  the  Amortization  Collateral  Liquidation  Procedure  and  deposited  to 
the  Payment  Account  for  distribution  pursuant  to  the  Priority  of  Payments. 

"Amortization  Shortfall  Amount"  means,  on  any  Payment  Date  where  sufficient  funds  cannot  be  drawn 
from  the  Collateral  Account  pursuant  to  the  Amortization  Collateral  Liquidation  Procedure,  the  difference  between 
the  Aggregate  Net  Adjusted  Amortization  Amount  for  such  Payment.  Date  and  the  amount  ava.lable  from  the 
Collateral  Account  on  such  Payment  Date  pursuant  to  the  Amortization  Collateral  Liquidation  Procedure. 

"Applicable  Percentage"  means,  on  any  day,  a  percentage  equal  to  A  divided  by  B,  where  "A"  means  the 
product  of  the  Initial  Face  Amount  (as  such  term  is  defined  in  the  related  CDS  Transacts)  and  the  Initial  Factor  as 
such  term  is  defined  in  the  related  CDS  Transaction)  as  decreased  on  each  Delivery  Date  by  an  amount  equal  to  (a 
the  outstanding  principal  balance  of  Delivered  Obligations  delivered  to  the  Issuer  (as  adjusted  by  the  Relevant 
Amount  if  any)  divided  by  the  Current  Factor  (as  such  term  is  defined  in  the  related  CDS  Transaction)  on  such  day 
multiplied  by  (b)  the  Initial  Factor  (as  such  term  is  defined  in  the  related  CDS  Transaction)  and  where  B  means 
the  product  of  the  Original  Principal  Amount  of  the  related  Reference  Obligation  and  the  Initial  Factor  (as  such  term 
is  defined  in  the  related  CDS  Transaction);  (a)  as  increased  by  the  outstanding  principal  balance  of  any  further  issues 
by  the  Reference  Entity  that  are  fungible  with  and  form  part  of  the  same  legal  series  as  the  Reference  Obligation; 
and  (b)  as  decreased  by  any  cancellations  of  some  or  all  of  the  outstanding  principal  amount  of  the  related  Reference 
Obligation  resulting  from  purchases  of  the  Reference  Obligation  by  or  on  behalf  of  the  Reference  Entity. 

"Applicable  Recovery  Rate"  means,  with  respect  to  any  Reference  Obligation  or  Collateral  Asset  on  any 
Determination  Date,  the  lesser  of  the  Moody's  Recovery  Rate  and  the  S&P  Recovery  Rate. 

"Asset-Backed  Securities"  or  "ABS  Securities"  means  structured  finance  securities  which  have  the  benefit 
of  a  financial  guarantee  insurance  policy,  or  surety  bond  or  corporate  guarantee  insuring  or  guaranteeing  the  timely 
payment  of  interest  or  the  ultimate  payment  of  interest  and  the  ultimate  payment  of  principal. 

"Auction  Payment  Date"  means  the  Auction  Date  on  which  the  Secured  Notes  and  Income  Notes  are . 
redeemed  in  connection  with  a  successful  Auction. 

"Balance"  means,  on  any  date,  with  respect  to  cash,  Collateral  Securities,  Delivered  Obligations  or  Eligible 
Investments  in  any  account,  the  aggregate  of  the  (i)  current  balance  of  cash,  demand  deposits,  time-  deposits 
certificates  of  deposit  and  federal  funds;  (ii)  principal  amount  of  interest  bearing  corporate  and  governmen 
securities  money  market  accounts  and  repurchase  obligations;  and  (iii)  purchase  price  or  accreted  value  (but  not 
greater  than  the  face  amount)  of  non-interest  bearing  government  and  corporate  securities  and  commercial  paper. 

"BIE  Acceptance  Notice"  means  a  notice  from  the  Trustee  or  the  Income  Notes  Transfer  Agent,  as 
applicable,  to  an  Originating  Noteholder  specifying  (i)  each  BIE  Collateral  Security .that  will  be  subst.tuted !  for  « 
existing  Collateral  Security,  (ii)  each  such  Collateral  Security  to  be  substituted,  (...)  the  BIE  Exercise  Period,  (iv)  the 
BIE  Transaction  Cost  and  (v)  account  information  of  the  Issuer  for  such  Or.g.nat.ng  Noteholder  to  del.ver  such  BIE 
Collateral  Security  to  the  Issuer  and  to  present  payment  of  the  BIE  Transaction  Cost  to  the  Issuer. 

"BIE  Collateral  Security"  means  any  security  that  any  Holder  of  a  Note  proposes  to  substitute  for  part  or  all 
of  an  existing  Collateral  Security  pursuant  to  the  Indenture. 
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"BIE  Consent  Solicitation  Notice"  means  a  notice  from  the  Trustee  or  the  Fiscal  Agent,  as  applicable,  to 
each  Holder  of  a  Note,  including  the  Originating  Noteholder  and  the  Senior  Swap  Counterparty  with  a  copy  to  the 
Credit  Protection  Buyer  specifying  (i)  each  proposed  BIE  Collateral  Security  and  its  par  amount,  (n)  each  Collateral 
Security  to  be  substituted  and  its  par  amount  and  (iii)  the  BIE  Notification  Date. 

"BIE  Exercise  Period"  means  the  period  from  and  including  the  delivery  of  a  BIE  Acceptance  Notice  to  but 
excluding  the  day  that  is  three  Business  Days  thereafter.  s 

"BIE  Notification  Date"  means  the  Business  Day  by  which  a  Holder  of  a  Note  must  respond  to  a  BIE 
Consent  Solicitation  Notice,  which  date  shall  be  20  Business  Days  from  the  date  of  such  BIE  Consent  Solicitation 
Notice. 

"BIE  Transaction  Cost"  means  an  amount,  as  determined  pursuant  to  the  Collateral  Administration 
Agreement,  by  the  Collateral  Administrator,  on  behalf  of  the  Issuer,  equal  to  the  aggregate  amount  of  the  expenses 
of  the  Issuer  and  the  Trustee  that  would  be  incurred  as  a  result  of  the  proposed  substitution  of  each  BE  Co  a  era 
Security  for  part  or  all  of  an  existing  Collateral  Security  including  the  purchase  price  of  any  such  BIE  Collateral 
Security. 

"Board  of  Directors"  means,  with  respect  to  the  Issuer  or  the  Co-Issuer,  the  directors  of  the  Issuer  or  the 
Co-Issuer,  as  applicable,  duly  appointed  by  the  shareholders  or  the  directors  of  the  Issuer  or  the  Co-Issuer,  as 
applicable. 

"Calculation  Amount"  means,  with  respect  to  any  Defaulted  Obligation  or  Deferred  Interest  PIK  Bond  at 
any  time  the  lesser  of  (a)  the  Market  Value  of  such  Defaulted  Obligation  or  Deferred  Interest  PIK  Bond  or  (b)  the 
Applicable  Recovery  Rate  multiplied  by  the  Principal  Balance  of  such  Defaulted  Obligation  or  Deferred  Interest 
PIK  Bond  For  purposes  of  determining  the  Calculation  Amount,  the  Principal  Balance  of  a  Defaulted  Obligation 
shall  be  deemed  to  be  its  outstanding  principal  amount  or  Reference  Obligation  Notional  Amount,  as  applicable,  and 
the  Principal  Balance  of  a  Deferred  Interest  PIK  Bond  shall  be  deemed  to  be  its  outstandmg  principal  amount  or 
Reference  Obligation  Notional  Amount,  as  applicable,  without  regard  to  any  deferred  or  capitalized  interest. 

"Cash  Proceeds"  means,  with  respect  to  any  Due  Period,  the  amount  on  deposit  or  expected  to  be  on 
deposit  in  the  Payment  Account  on  the  related  Payment  Date  (as  calculated  by  the  Trustee  two  Business  Days  prior 
to  such  Payment  Date);  without  taking  into  account  any  Aggregate  Amortization  Amount  or  amounts  calculated  in 
relation  thereto  that  may  be  available  on  such  Payment  Date. 

•  "Class"  means  each  class  of  Secured  Notes  having  the  same  Stated  Maturity  and  same  alphabetical  (but  not 
necessarily  numerical)  designation  of  any  of  "S",  "A",  "B",  "C",  "D"  or  "E»  as  a  single  class  and  the  Income  Notes 
as  a  single  class. 

"Class  A  Adjusted  Overcollateralization  Ratio"  means,  with  respect  to  any  Determination  Date,  the 
Adjusted  Net  Outstanding  Portfolio  Collateral  Balance  divided  by  the  Aggregate  Outstanding  Amount  of  the 
Class  A  Notes  plus  the  Outstanding  Notional  Amount  of  the  Senior  Swap  plus  the  Unreimbursed  Senior  Swap 
Funding  Amount,  after  giving  effect  to  payments  or  reductions,  as  applicable,  to  be  made  on  the  succeeding 
Payment  Date  in  accordance  with  the  Priority  of  Payments. 

"Class  A  Note  Redemption  Price"  shall  equal  the  Class  A-f  Note  Redemption  Price  and  the  Class  A-b  Note 
Redemption  Price. 

"Class  A-f  Note  Interest  Rate"  means,  for  each  Interest  Accrual  Period,  a  per  annum  rate  equal  to  LIBOR 
for  such  Interest  Accrual  Period  plus  0.26%. 

"Class  A-f  Note  Redemption  Price"  shall  equal  (i)  the  outstanding  principal  amount  of  the  Class  A-f  Notes 
plus  (ii)  accrued  and  unpaid  interest  thereon  (including  Defaulted  Interest  and  interest  on  Defaulted  Interest,  if  any) 
to  but  excluding  the  Redemption  Date. 
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"Class  A-b  Note  Interest  Rate"  means,  for  each  Interest  Accrual  Period,  a  per  annum  rate  equal  to  LIBOR 
for  such  Interest  Accrual  Period  plus  0.50%. 

"Class  A-b  Note  Redemption  Price"  shall  equal  (i)  the  outstanding  principal  amount  of  the  Class  A-b  Notes 
plus  (ii)  acc^  and  unpaid  interest  thereon  (including  Defau.ted  Interest  and  interest  on  Defaulted  Interest,  ,f  any) 
to  but  excluding  the  Redemption  Date. 

"Class  B  Adjusted  Overcollateralization  Ratio"  means,  with  respect  to  any  Determination  W*  *e 
Adjusted  Niromstanding  Portfolio  Collateral  Balance  divided  by  the  sum  of  the  Aggregate  Outstanding  Amount  of 
mfclLslNoSlnd  die  Class  B  Notes  plus  the  Outstanding  Notional  Amount  of  the  Sen.or  Swap  plus  the 
S^mbu^sSioTswap  Funding  Amounf  after  giving  effect  to  payments  or  reductions,  as  apphcab.e  to  be  made 
on  the  succeeding  Payment  Date  in  accordance  with  the  Priority  of  Payments. 

"Class  B  Note  Interest  Rate"  means,  for  each  Interest  Accrual  Period,  a  per  annum  rate  equal  to  LIBOR  for 
such  Interest  Accrual  Period  plus  0.62%. 

"Class  B  Note  Redemption  Price"  shall  equal  (i)  the  outstanding  principal  amount  of  the  Class  B  Notes 
plus  (ii)  accrued  interest  thereon  (including  Defaulted  Interest  and  interest  on  Defaulted  Interest,  ,f  any)  to,  but 
excluding,  the  Redemption  Date. 

"Class  C  Adjusted  Overcollateralization  Ratio"  'means,  witfc  respect  to  any  Determination  Date  the 
Adjusted  ^Outstanding  Portfolio  Collateral  Balance  divided  byte  siim  of  the  Aggregate  Outs  tand  ng .Amount  of 
The  cZ  A  Notes,  the  Class  B  Notes  and  the  Class  C  Notes  plus  the  Outstandmg  Notional  Amount  of  the  Senior 
Swap  ",,  the  Unreimbursed  Senior  Swap  Funding  Amount  after  giving  effect  to  MJ«"  "*"*«.  - 
amicable,  to  be  made  on  the  succeeding  Payment  Date  in  accordance  with  the  Pr.onty  of  Payments. 

"Class  C  Note  Interest  Rate"  means,  for  each  Interest  Accrual  Period,  a  per  annum  rate  equal  to  LIBOR  for 
such  Interest  Accrual  Period  plus  1.60%. 

"Class  C  Note  Redemption  Price"  shall  equal  the  sum  of  (i)  the  outetanding  principal  "^Ited  Sterol 
Notes  (including  any  Class  C  Deferred  Interest)  plus  (ii)  accrued  interest  thereon  (includmg  any  Defaulted  Interest 
and  any  interest  on  Defaulted  Interest,  if  any)  to  but  excluding  the  Redemption  Date. 

"Class  D  Adjusted  Overcollateralization  Ratio"  means,  with  respect  to  any  Determination  Date  the 
Adjusted  ^Outstanding  Portfolio  Collateral  Balance  divided  by  the  sum  of  the  Aggregate  Outstanding  Amount  of 
22  c Ss  A  Notes  me  Class  B  Notes,  the  Class  C  Notes  and  the  Class  D  Notes  plus  the  Outstanding  Not.onal 
AmounToHhe  Senior  Sw ap  plus  the  Unreimbursed  Senior  Swap  Funding  Amount,  after  giving  effect  to  payments 

az^Su^s^  •*  ™<*  ™ «■*  ^^ payment  Date  in  accordance  w,th     * 

Payments. 

"Class  D  Note  Interest  Rate"  means,  for  each  Interest  Accrual  Period,  a  per  annum  rate  equal  to  LIBOR  for 
such  Interest  Accrual  Period  plus  3.75%. 

"Class  D  Note  Redemption  Price"  shall  equal  the  sum  of  (i)  the  outstanding  principal  amount _of  the 
Cass  D  Notes  (including  any  cLs  D  Deferred  Interest)  plus  (ii)  accrued  interest  thereon  (including  any  Defaulted 
Interest  and  any  interest  on  Defaulted  Interest,  if  any)  to  but  excluding  the  Redempt.on  Date. 

"Class  D  Notes  Amortizing  Principal  Amount"  means  an  amount  equal  to  the  lesser  of  (a)  with  respect ;  to 
the  first  Payment  Datfthe  excess,  if  any,  of  any  Proceeds  remaining  after  payment  of  all  amounts  payable  under 
clLS  (.)  through (xx )  of  the  Priority  of  Payments  and  $8,000,000;  with  respect  to  the  Payment  Date  m  May  2007, 
US$350000    wHh  respect  to  any  other  Payment  Date  up  to  and  including  the  Payment  Dale  ,n  July  2010, 

SSS^^^I^-^i^p-  baiance °f the c,ass D Notes (includine  ■»  Deferred  Interes    any 

Defaulted  Interest  and  interest  thereon). 
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"Class  E  Adjusted  Overcollateralization  Ratio"  means,  with  respect  to  any  Determ.nat.on  Date,  the 
Adjusted  Net  Outstanding  Portfolio  Collateral  Balance  divided  by  the  sum  of  the  Aggregate  Outstanding  Amount  of 
AeS  A  Notes,  the  Class  B  Notes,  the  Class  C  Notes,  the  Class  D  Notes  and  the  Class  E  Notes  ptofte 
Outs^dlng  Notional  Amount  of  the  Senior  Swap  plus  the  Unreimbursed  Senior  Swap  Funding  Amount,  after 
SvfnTeS  to  paJmenTor  reductions,  as  applicable,  to  be  made  on  the  succeeding  Payment  Date  ,n  accordance 
with  the  Priority  of  Payments. 

"Class  E  Note  Interest  Rate"  means,  for  each  Interest  Accrual  Period,  a  per  annum  rate  equal  to  LIBOR  for 
such  Interest  Accrual  Period  plus  6.75%. 

"Class  E  Note  Redemption  Price"  shall  equal  the  sum  of  (i)  the  outstanding  principal  amount  of  the  Class  E 
Notes  (including  any  Class  E  Deferred  Interest)  plus  (ii)  accrued  interest  thereon  (mclud.ng  any  Defaulted  Interest 
and  any  interest  on  Defaulted  Interest,  if  any)  to  but  excluding  the  Redemption  Date. 

"Class  S  Note  Redemption  Price"  means  (i)  the  outstanding  principal  «nMf/««  CI""*  ^jftf  S 
accrued  and  unpaid  interest  thereon  (including  Defaulted  Interest  and  .merest  on  Defaulted  Interest,  if  any)  to  but 
excluding  the  Redemption  Date. 

"Class  S  Note  Interest  Rate"  means,  for  each  Interest  Accrual  Period,  a  per  annum  rate  equal  to  LIBOR  for 
such  Interest  Accrual  Period  plus  0.15%. 

"Class  S  Notes  Amortizing  Principal  Amount"  means  an  amount  equal  to  the  lesser  of  (a)  the  sum i  of  (i) 
with  respect  to  the  fust  Payment  Date,  U.S.S0  and  with  respect  to  each  subsequent  Payment  Date,  U'S$578^5and 
S  the  Tggregate  amount  of  any  Class  S  Notes  Amortizing  Principal  Amounts  that  were  due  on  any  pnor  Payment 
bate  and  not  paid  on  one  or  more  prior.  Payment  Dates,  and  (b)  the  remaining  pnnc.pal  balance  of  the  Class  S  Notes. 

"Closing  Date"  means  December  5,  2006. 

"CMBS  Conduit  Securities"  means  Commercial  Mortgage  Backed  Securities  that  entitle  the  holders  thereof 
,o  receive  payments  that  depend  (except  for  rights  or  other  assets  designed  to  ass urelhesW  timely 
distribution  of  proceeds  to  holders  of  such  Commercial  Mortgage  Backed  Securit.es)  on  the  cash  How  from  a  pool 
of  commercial  mortgage  loans. 

"CMBS  Credit  Tenant  Lease  Securities"  means  Commercial  Mortgage  Backed  Securities  (other  than 
CMBS  Large  Loan  Securities  and  CMBS  Conduit  Securities)  that  entitle  the  holders  thereof  to  receive  payment 
thai  depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely  d.stribut.on  of  proceeds  to 
holderTof ^^.ich  Commercial  Mortgage  Backed  Securities)  on  the  cashflow  from  a  pool  of  commerc.al  mortgage 
S^^f-SSne  acquisitffconstruction  and  improvement  of  properties  leased  to  corporate  tenants  (or  on 
the  cash  flow  from  such  leases). 

"CMBS  Large  Loan  Securities"  means  Commercial  Mortgage  Backed  Securities  (other  than  CMBS 
Conduit  Securities  and  CMBS  Credit  Tenant  Lease  Securities)  that  entitle  the  holders  thereof  to  receive  payments 
St  defend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or.t.mely  d.stnbut.on  of  proceeds  to 
hotdeTofluch  Commercial  Mortgage  Backed  Securities)  on  the  cash  flow  from  a  commerc.al  mortgage  oan  or  a 
nool  of  commercial  mortgage  loans  made  to  finance  the  acquisition,  constructs  and  .mprovement  of  properties 
Generally™  or  fewer  commercial  mortgage  loans  shall  account  for  more  than  20%  of  the  aggregate  pnnc.pal 
balance  of  the  entire  pool  of  commercial  mortgage  loans  supporting  payments  on  the  securit.es. 

"CMBS  Repackaging  Securities"  means  a  security  that  entitles  the  holders  thereof  to  receive  payments  that 
depend  onTcash  flow  fronf  a  portfolio  of  all  (100%)  CMBS  Securities,  REIT  Debt  Secur.t.es  and  other  mterests 
in  commercial  mortgage  loans  or  similar  commercial  real  estate  interests 

"Collateral  Account  Amount"  means,  the  par  amount  of  Eligible  Investments,  Collateral  Securities  and 
principal  payments  received  thereon  on  deposit  in  the  Collateral  Account. 
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"Collateral  Administration  Agreement"  means  the  Collateral  Administration  Aptemajt,  datedas  of  the 
Closing  Date,  between  the  Issuer  and  the  Collateral  Administrator,  as  the  same  may  be  amended,  supplemented  or 
otherwise  modified  from  time  to  time  in  accordance  with  its  terms. 

"Collateral  Administrator"  means  The  Bank  of  New  York  Trust  Company,  National  Association,  or  any 
successor  Collateral  Administrator  under  the  Collateral  Administration  Agreement. 

"Collateral  Asset"  means  a  Collateral  Security,  Eligible  Investment  or  Delivered  Obligation. 

"Collateral  Liquidation  Procedure"  means,  where  specified  in  connection  with  the  ^'^^ 
such  amount  shall  be  drawn  from  the  Collateral  Account  (i)  first,  by  applying  cash  amounts  on  deposrt in the 
CollaSTccount  mat  were  received  as  principal  payments  on  the  Collateral  Secunt.es  and  Eligible  Investment 
fin  SoL  "no  the  amount  of  such  cL  on  deposit  in  the  Collateral  Account  has  been  reduced  to  zero  by 
ISne'EligTble  Investments  in  the  Collateral  Account  and  (iii)  third,  once  the  pnnc.pal  balance  of  Eligible 
nveftments  TZosH  in  the  Collateral  Account  has  been  reduced  to  zero,  by  liquidating  Collateral  Securities  on 
£ESk ColE  Amount;  in  each  case,  up  to  the  lesser  of  (a)  the  amount  spec  fied  for  Su<* ^payment r-M 
the  amount  and  principal  balance  available  in  the  Collateral  Account  pursuant  to  subclause  (.)  and,  to  the  extent 
necessary,  subclause  (ii),  then  subclause  (iii). 

"Collateral  Put  Agreement  Early  Termination"  means  the  occurrence  of  either  a  Collateral  Put  Agreement 
Event  of  Default  or  a  Collateral  Put  Agreement  Termination  Event. 

"Collateral  Put  Agreement  Early  Termination  Date"  means  an  early  termination  date  under  the  Collateral 
Put  Agreement  (other  than  as  triggered  by  the  Credit  Default  Swap  or  the  Basis  Swap). 

"Collateral  Put  Provider  Credit  Support  Document"  has  the  meaning  assign ed  to  the  »e™  "C^S ]W°* 
Document"  in  the  Collateral  Put  Agreement  and  initially  the  guaranty  dated  as  of  the tagW«  by  the  GS  Group 
with  respect  to  the  obligations  of  the  Collateral  Put  Provider  under  the  Collateral  Put  Agreement. 

"Collateral  Put  Provider  Credit  Support  Provider"  has  the  meaning  assigned  to  the  term  "Credit  Support 
Provider"  in  the  Collateral  Put  Agreement  and,  initially,  the  GS  Group. 

"Collateral  Put  Provider  Defaulted  Termination  Payments"  means  any  termination  payment  required  to  be 
™Hp  hv  the  I  suer  to  the  Collateral  Put  Provider  pursuant  to  the  Collateral  Put  Agreement  in  the  event  of  a 
T  5™  rrf ^  he  CoMa  eral  Pu  Agreement  in  respect  of  which  such  Collateral  Put  Provider  is  the  sole  Defaultmg 
SJS  1£Sl!£l%  (a!  defined  in  the' Collateral  Put  Provider  Agreement),  other  than  with  respect  to 
"Illegality"  or  "Tax  Event"  (as  defined  in  the  Collateral  Put  Agreement). 

"Collateral  Securities"  means  securities  or  other  collateral  purchased  by  the  Issuer  meeting  the  Collateral 
Securities ^ISm^S  using  the  proceeds  of  the  Notes  and  from  time  to  time  using  the  pnncpal  payments 
thereon  and  securing  the  Issuer's  obligations  under  the  Credit  Default  Swap  and  the  Indenture. 

"Collateral  Securities  Substitution  Information  Notice"  means  a  notice  from  *e  2£^  "  *"  J^ 
Agent,  as  applicable,  to  an  Originating  Noteholder  notifying  such  Originating  Noteholder  of  the  B.E  Transaction 
Cost  relating  to  each  proposed  BIE  Collateral  Security. 

"Collateral  Securities  Substitution  Noteholder  Refusal  "«™"  ™™^  ^fXlr  ITtol  Sent' 
Fiscal  Agent  as  applicable,  to  an  Originating  Noteholder  notifying  such  Or.gmat.ng  Noteholder  J^j*""* 
Swap  Countparty'or  the  Holders  of  a  Majority  of  a  Class  of  Notes  did  not  approve  of  one  or  more  proposed  B.E 
Collateral  Securities  by  the  BIE  Notification  Date. 

"Collateral  Securities  Substitution  Request  Notice"  means  a  notice  from  an  Ojf^^J^urtSS 
Trustee  or  the  Fiscal  Agent,  as  applicable,  (i)  requesting  the  substitution  of  one  or  more  BIE  Collateral  Secunt.es  tor 
Ine  or  more  ettg  Col  ateral  Securities   (ii)  identifying  each  Collateral  Security  and  the  par  amount  to  be 
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substituted,  (iii)  identifying  each  proposed  BIE  Collateral  Security  and  the  par  amount  and  (iv)  any  other 
information  that  such  Originating  Noteholder  deems  relevant. 

"Commercial  Mortgage-Backed  Securities"  or  "CMBS"  means  securities  backed  by  oblieations  (i»^d^ 

CMBS  Repackaging  Securities. 

"Controlline  Class"  will  be  the  Class  S  Notes,  the  Senior  Swap  and  the  Class  A  Notes  (the  Class  A-f  Notes 
and  the  Class  A S  Notes^otmg together  as  a  single  class),  for  so  long  as  any  Class  S  Notes,  the  tenor  Swap  or 
aJl  NoTes  are  Sand  ngf  if  no  Cass  S  NoL,  the  Senior  Swap  or  Cass  A  Notes  are  outstanding  Jen  th 
C Z  B  Note  so  long  as  any  Class  B  Notes  are  outstanding;  if  no  Class.:S  Notes,  the  Sen.or  Swap  Class  A  Notes  or 
ClS  1 525  aTe  Ending,  then  the  Class  C  Notes,  so  long  as  any  Cass  C  Notes  are  outstanding;  *  ™  Cta.  S 
N„7«  the  sTnior  Swao  Class  A  Notes,  Class  B  Notes  or  Class  C  Notes  are  outstend.ng,  then  the  Class  D  Notes,  so 
ten any  cZ  D  S  Se  ouit^n  ;  and  if  no  Cass  S  Notes,  the  Senior  Swap  Class  A  Notes  CI**  .Notes 
ClafsC  NoTes  or  Class  D  Notes  are  outstanding,  then  the  Class  E  Notes,  so  long  as  any  Class  E  Notes  are 
outstanding. 

"Corporate  Trust  Office"  means  the  principal  corporate  trust  office  of  the  Trustee  currently  located  at ^  601 
Travis  StreeL  16"1  Floor,  Houston,  Texas,  77002,  Attention:  Hudson  Mezzanine  Funding  2006-1,  Ltd.  -  Global 
Smorate  Tms t  or  such  other  address  as  the  Trustee  may  designate  may  designate  from  time  to  time  by  notice  to 
^Notl^ders  the  Liquidation  Agent  and  the  Issuers  or  the  principal  corporate  trust  office  of  any  successor 
Trustee. 

"Credit  Default  Swap"  means  the  credit  default  swap  entered  into  by  the  Issuer,  as  Credit  Protection  Seller 
and  Gold™  Sachs  International,  as  Credit  Protection  Buyer,  on  the  Closing  Date,  evidenced  by  an  1SDA  Master 
Agreement  (Multicurrency  Cross  Border)  and  the  Master  Confirmation. 

"Credit  Default  Swap  Early  Termination  Date"  has  the  meaning  set  forth  in  the  Credit  Default  Swap. 

"Credit  Default  Swap  Termination  Payment"  means  any  termination  or  assignment  payment  required  to  be 
paid  by  th?  sueHn  the  event  of  a  termination  or  assignment  of  the  Credit  ^*  .^JJftj^f^ 
doubt,  no  termination  payments  or  assignment  payments  are  required  to  be  pa,d  bythc  Issue "  t^even  of 
termination  or  assignment  of  the  Credit  Default  Swap  in  respect  of  which  the  Cred.t  Protection  Buyer 
"Defaulting  Party"  or  the  sole  "Affected  Party"  (each  as  defined  in  the  Cred.t  Default  Swap). 

"Credit  Protection  Amounts"  means  Physical  Settlement  Amounts,  Writedown  Amounts  Principal 
Shortfall  Amounts  and  Credit  Default  Swap  Termination  Payments  (which  %"£"*%£***•  "'"  ™* 
include  Defaulted  Swap  Termination  Payments)  payable  by  the  Issuer  to  the  Cred.t  Protect.on  Buyer. 

"Credit  Protection  Buyer"  means  Goldman  Sachs  International  and,  if  Goldman  Sachs  International  is  no 
longer  the  Credit  PrSon  Buyer,  any  entity  required  to  make  payments  on  the  Credit  Default  Swap  pursuant  to  the 
terms  of  the  Credit  Default  Swap  or  any  guarantor  thereof. 

"Default"  means  any  Event  of  Default  or  any  occurrence  that  is,  or  with  notice  or  the  lapse  of  time  or  both 
would  become,  an  Event  of  Default. 
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"Defaulted  Swap  Termination  Payment"  means  any  Credit  Default  Swap  Termination  Payment  or 
termination  payment  under  the  Senior  Swap  required  by  a  bankruptcy  court  or  rece.ver  (in  a  proceeding  at  law  or  in 
STto  be'pS  by  Z  Issuer  notwithsJding  the  terms  of  the  Credit  Default  Swap  or  Sen.or  Swap,  as  applicable 
Xe  event  of  a  termination  or  assignment  of  the  Credit  Default  Swap  or  ^^T^Jg^^^ST^ 
which  the  Credit  Protection  Buyer  or  the  Senior  Swap  Counterparty,  as  applicable,  is  the  Defaulting  Party  or  the 
sole  "Affected  Party"  (each  as  defined  in  the  Credit  Default  Swap  or  Senior  Swap,  as  applicable). 

"Defaulted  Obligation"  means  any  Reference  Obligation  or  Delivered  Obligation  with  respect  to  which: 

f  D  there  has  occurred  and  is  continuing  for  the  lesser  of  three  (3)  Business  Days  and  any 

applicable  grace  period,  a  default  with  respect  to  the  payment  of  interest  or  principal  on  such  Reference 
Eatfon  oToeLred  Obligation  in  accordance  with  its  terms;  provided  that,  the  Reference  Obligation  or 
SIS  Obligation  shall  not  constitute  a  Defaulted  Obligation  if  and  when  such  default  has  been  cured 
through  the  payment  of  all  past  due  interest  and  principal  or  waived; 

(ii)         the  Principal  Balance  of  such  Reference  Obligation  or  Delivered  Obligation  has  been 
written  down; 

(Hi)  the  Trustee  has  received  notice  of  any  bankruptcy,  insolvency  or  receivership  proceeding 
has  been  initiated  in  connection  with  the  issuer  of  such  Reference  Obligation  or  Delivered  Obligation and  is 
unstayed  and  undismissed;  provided,  that,  if  such  proceeding  is  an  involuntary  proceedmg,  the  cond  t.on  of 
this  clause  (iii)  will  not  be  satisfied  until  the  earliest  of  the  following:  (I)  the  .ssuer  consents  to  such 
proceeding,  (II  an  order  for  relief  under  the  United  States  Bankruptcy  Code  or  any  similar  order under 
proceeding  not  taking  place  under  the  United  States  Bankruptcy  Code,  has  been  entered,  and  (111)  such 
proceeding  remains  unstayed  and  undismissed  for  60  days;  or 

(iv)  such  Reference  Obligation  or  Delivered  Obligation  has  an  S&P  Rating  of  "CC"  or  lower, 
»D"  or  "SD"  or,  if  S&P  withdraws  its  rating  and  the  S&P  Rating  at  the  time  of  withdrawal  is  CCC  or 
below  or  such  Reference  Obligation  or  Delivered,  Obligation, has  a  Moody's  Ratmg  of  C  or  lower  or 
"Ca".  '; 

"Deferred  Interest  PIK  Bond"  means  a  PIK  Bond  with  respect  to  which  interest  thereon  has  been  deferred 
or  capitalized  more  than  once  in  the  last  12  monthly  periods,  but  only  until  such  time  as  payment  of ^interest u .such 
PIK  Bond  has  resumed  and  all  capitalized  or  deferred  interest  has  been  paid  ,n  full '  ™ J^??«  ***' 
underlying  documents  ;  provided  to*  for  the  purpose  of  calculating  the  Overcollateralizat.on  Ra  .os,  (I)  if  a  security 
is  rated  4aa3»  or  above  and  makes  payment  more  frequently  than  monthly  and  has  deferred  interest  equa  to  the 
amount  of  interest  accrued  over  two  payment  periods  or  one  year,  whichever  time  period  is  shorter,  or   2)  it  a 
Turity  is  E  "Baa3"  or  above  and  makes  payment  on  a  monthly  basis  and  has  deferred  interest  equal  to  the 
arnount  of  interest  accrued  over  (i)  the  maximum  of  two  payment  periods  and  six  months  or  ..)  one  year  whichever 
Teper^ii  Shorter,  or  (3)  if  a  security  is  rated  "Bar  or  below  and  makes  payment  ™**-^J£«* 
and  has  deferred  interest  equal  to  the  amount  of  interest  accrued  over  one  payment  period  or  six  months,  wh cheve 
tfme  period  is  shorter,  or  (4)  if  a  security  is  rated  "Bal"  or  below  and  makes  payment  on  a  monthly  bas.s  and  has 
defend  interet  equal  tothe  amount  of  interest  accrued  over  (i)  the  maximum  of  one  payment  period  and I  thre 
IZ  (ii)  six  months,  whichever  time  period  is  shorter,  such  a  security  shall  be  deemed  to  be  Deferred  Interest 
PIK  Bond  Once  such  a  security's  deferred  interest  balance  is  reduced  to  zero  and  it  has  commenced  the  payment  of 
current  interest,  it  would  no  longer  be  Deferred  Interest  PIK  Bond. 

"Deliverable  Obligation"  means  an  obligation  which,  pursuant  to  the  terms  of  the  Credit  Default  Swap, 
may  be  delivered  to  the  Credit  Protection  Seller  as  a  result  of  a  Credit  Event. 

"Delivered  Obligation"  means  any  Deliverable  Obligation  delivered  to  the  Issuer  pursuant  to  a  Notice  of 
.  Physical  Settlement  under  the  Credit  Default  Swap.  . .     _-     . 

"Delivery  Date"  means  the  date  on  which  a  Deliverable  Obligation  is  delivered  to  the  Issuer  pursuant  to  the 
Credit  Default  Swap. 
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"Distribution  Compliance  Period"  means,  with  respect  to  the  Notes,  the  period  that  ends  40  days  after  the 
later  of  (i)  the  commencement  of  the  offering  of  the  Notes  and  (ii)  the  Closing  Date. 

"Double  B  Calculation  Amount"  means  the  sum  of  the  products  of  (a)  the  Principal  Balance  of  ^Double 
B  Rated  A*e7an T(b)  (i)  when  used  in  the  context  of  the  calculation  of  the  Senior  Overcollatcral.zation  ^o  or  the 

Amount,  100%. 

"Hnuble  B  Rated  Asset"  means  any  Collateral  Asset  or  Reference  Obligation  with  an  Actual  Rating  or 
.mp.ie*  IS  S  lets  tan  "BBB-"  but  with  an  Actua.  Rating  greater  than -B^ or  with  an  Actual  Ratmg  or 
ImSS  Rating  from  Moody's  less  than  "Baa3"  but  with  an  Actual  Ratmg  greater  than   B 1 . 

"Elieible  Bidders"  are  (i)  any  institutions,  which  may  include  affiliates  of  the  Initial  Purchaser  or  the 
Liquidation  Agent  1  Ho.der^  of  the  Secured  Notes  and  the  Inconje  Notes  whose  short-term .unsecured  debt 
obHgSns  have  a  rating  of  at  least  "P-l"  by  Moody's  ors«A-l+"  by  S&P  and  (n)  the  L.qu.dat.on  Agent. 

"Eligible  Depositary"  shall  be  a  financial  institution  organized  under  the  laws  of  ^  """*  J^JJ  any 
state  thereof  authorized  to  accept  deposits,  having  a  combined  capital  and  surplus  of  at  least  U;S^°^J~' ™* 
EngT'if  toobHglns  are  guaranteed  by  its  parent  company,  its  parent  hav.ng),  a  long  term  debt  rat.ng  of  at 
E  "Baal"  by  Moody's  (and  if  rated  "Baal",  such  rating  is  not  on  watch  for  downgrade)  and  BBB+  by  S&P 
anta  short  teS  debt  rating  of  "P-l"  by  Moody's  (and  not  on  watch  for  downgrade)  and  at  least  A-l   by  S&P. 

7rLifnf  the  United  States-  (ii)  demand  and  time  deposits  in,  certificates  of  deposit  of,  or  banker  s  acceptances 

^  30dSs  (HO  repurchase  obligations  with  respect  to  (a)  any  security  described  n  clause  «  above  or  (b)  any 
otTer  security  ssued'  or  guaranteed  by  an  agency  or  instrumentality  of  the  United  States,  entered  into  w  *  a 
depository  Stimtion  or  trust  company  described  in  clause  (ii)  above  or  entered  into  with  a  ^rporat.on  whose  long- 
SS unsecured  rating  is  at  least  "Al"  (and  if  rated  "Al",  not  on  watc  h  **J™gg  >J ^and^A-1"  t 
"  hv  <?AP  and  whose  short-term  credit  rating  is  "P-l"  (and  not  on  watch  for  downgrade)  by  Moody  s  and  A  i  oy 
S&P  afl  t  m^  ^l *£  investment,  with  fterm  not  in  excess  of  9.  jays  (iv)  **£^^£Z£ 
interest  or  sold  at  a  discount  issued  by  any  corporation  incorporated  under  the  laws £  ^^f^?  "^ 
thereof  that  have  a  credit  rating  of  at  least  "Aa3"  (and  if  rated  "Aa3",  not  on  watch  for  downgrade)  or  P-l  (and  not 
tnereormainavcav-icuiiiaii  6  j  ..»  *  »  „r  «a  i»  h„  «*p-  M  commerca    paper  or  other  short-term 

m^the  Uni  ed  StateTor  any  of  its  territories,  such  commercial  paper  or  other  short-term  obligations  havmg  a  cred. 
at£g  of"' ?1-  S  not  on  watch  for  downgrade)  by  Moody's  and  "A-l "  by  S&P,  and  that "  **£?£"<^ 
afXresi  bearing  or  are  sold  at  a  discount  from  the  face  amount  thereof  and  have  a  maturity  of  nor more  than  91 

s=ff5MWESK^J;-^«sSS3SeS 


A-10 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-021821342 


Footnote  Exhibits  -  Page  3151 


inverse  floater,  any  security  subject  to  withholding  tax  if  owned  by  the  Issuer,  any  security  subject  to  an  offer,  any 
ntere*  only  sec urity,  any  principal  only  security  (other  than  treasury  bills  or  commercial  paper)  or  xv^^ 
a  price  r««J  of  100%  of  par  Each  such  Eligible  Investment  shall  mature  no  later  man  the  second  Business  Day 
LTediatefy  P-eding  the  Payment  Date  next  following  the  Due  Period  in  which  the  date  of  mvestmen. ^occun, 
uX*  such  Eligible  Investment  is  issued  by  the  institution  acting  as  Securit.es  Intermediary  in  «*•*««*  »* 
Sle  Investment  may  mature  on  the  Business  Day  preceding  such  Payment  Date.  El.g.ble  1™^"  W 
inSe  mosfrnVestments  with  respect  to  which  the  Securities  Intermediary,  the  Trustee,  the  Liquidation  Agent  or 
SStKlSSni  affiliate  of  the  Trustee,  the  liquidation  Agent  or  the  Initial  Purchaser  provides  serv.ces. 
As  used  in  this  definition,  ratings  may  not  include  ratings  with  an  V,  "p".  "q",  "p>   or  t   subscnpt. 

"Exercise  Amount"  means  the  amount  determined  in  connection  with  a  Credit  Event  in  accordance  with  the 
related  CDS  Transaction. 

"Expected  Fixed  Payment"  shall  have  the  meaning  set  forth  in  the  Credit  Default  Swap. 

"Expected  Interest  Amount"  means  with  respect  to  any  Reference  Obligation  Payment  Dat e,  the ^amount  of 
current  interest  that  would  accrue  during  the  related  Reference  Obligation  Calculate  Per.od  calculated  using  the 
RSSigl T  Coupon  on  a  principal  balance  of  the  Reference  Obligation  equal  to:  (a  the  outstandmg 
priSpa ^amount  taking  into  accountany  reductions  due  to  a  principal  deficiency  balance  or  realized  loss  amoun 
(however  described  in  the  underlying  instruments)  that  are  attributable  to  the  Reference  Obhgat.on;  minus jb)  the 
"Aggregate  Implied  Writedown  Amount"  (as  such  term  is  defined  in  the  related  CDS  Transaction)  Of  any),  and  that 
wilfL  payable™  the  related  Reference  Obligation  Payment  Date  assuming  for  th,s  purpose  *at  sufficen  fords  are 
available  therefor  in  accordance  with  the  underlying  instruments,  calculated  m  accordance  w.th  the  related  CDS 
Transaction. 

"Expected  Principal  Amount"  means,  with  respect  to  the  Final  Amortization  Date  or  the  legal  final  maturity 
date  of  the  related  Reference  Obligation,  an  amount  equal  to  (i)  the  Outstanding  Principal  Amount  of  toe  Reference 
Suipno.  p  yable  on  such  day  (fxcluding  capitalized  interest)  assuming  for  this  purpose  that  sufficient  fim* ;  are 
available  for  s'uch  payment,  where  such  amount  shall  be  determined  in  accordance  wtth  ft, jurying ~ en* 
minus  (ii)  the  sum  of  (A)  the  "Aggregate  Implied  Writedown  Amount"  (as  such  term  is  defined  in  the  related  CDb 
T^iSon) ( fly)  and  (B)  thf net  aggregate  principal. deficiency  .balance  or  realized  loss  amounts  (however 
deTribed  in  the  underlying  instruments)  that  are  attributable  to  the  Reference  Obl.gaUon.  For  %^™£J* 
Expected  Principal  Amount  shall  be  determined  without  regard  to  the  effect  of  any  prov.s.ons  (however  described) 
of  Enderlyin  instruments  that  permit  the  limitation  of  due  payments  or  distributions  o  '.^J"*™^ 
the  terms  of  such  Reference  Obligation  or  that  provide  for  the  ext.ngu.shmg  or  reduction  of  such  payments  or 
distributions. 

"Final  Amortization  Date"  means  the  first  to  occur  of  (i)  the  date  on  which  the  Reference  Obligation 
Notional  Amount  is  reduced  to  zero  and  (ii)  the  date  on  which  the  assets  securing  the  ™^°"2°"£ 
designated  to  fund  amounts  due  in  respect  of  the  Reference  Obligation  are  liquidated,  d.stnbuted  or  otherwise 
disposed  of  in  full  and  the  proceeds  thereof  are  distributed  or  otherwise  disposed  of  in  full. 

"Final  Payment  Date"  means  a  Payment  Date  with  respect  to  an  Optional  Redemption,  a  Payment  Date,  in 
connection  with  the  Stated  Maturity,  Tax  Redemption,  an  Auction  or  redemption  due  to  an  Event  of  Default 
resulting  in  acceleration  of  the  Secured  Notes  and  liquidation  of  the  Pledged  Assets. 

"Floating  Amounts"  means  with  respect  to  any  CDS  Transaction,  an  amount  equal  to  the  sum  of  (a)  the 
relevant  Writedown  Amount  (if  any),  (b)  the  relevant  Principal  Shortfall  Amount  (if  any)  (c)  the  relevant  Interest 
Shortfall  Payment  Amount  (if  any)  and  (d)  the  relevant  Physical  Settlement  Amount  (if  any). 

"Floating  Amount  Event"  means  with  respect  to  any  CDS  Transaction,  the  occurrence  of  a  Writedown  a 
...Failure  to  Pay  Prfncipal  or  an  Interest  Shortfall  (as  each  such  term  is  defined  in  the  related  CDS  Transaction)  with 
respect  to  the  Reference  Obligation  thereunder. 

"Holder"  or  "Noteholder"  means,  with  respect  to  any  Note  the  person  in  whose  name  such  Note  is 
registered,  or,  for  purposes  of  voting,  the  granting  of  consents  and  other  similar  determinations  under  the  Indenture 
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or  Fiscal  Agency  Agreement,  as  applicable,  with  respect  to  any  Notes  in  global  form,  a  beneficial  owner  thereof. 
"Secured  Noteholdef"  means,  with  respect  to  any  Secured  Note,  the  Holder  of  such  Secured  Note. 

"Imolied  Rating"  means,  in  the  case  of  a  rating  on  a  Collateral  Asset  or  Reference  Obligation  a  rating  that 
is  determiSb  accordance  with  the  terms  set  forth  for  assets  not  rated  by  a  particular  Ratmg  Agency ^  reference 
lotyTuEly  available,  fully  monitored  rating  by  another  Rating  Agency  that,  by  .ts  terms,  addresses  the  full 
scope  of  the  payment  promise  of  the  obligor. 

"Income  Note  Face  Amount"  means,  with  respect  to  any  Income  Note,  as  of  any  date  of  detennination  the 
initial  princfaTamount  of  such  Income  Note,  less  the  aggregated  amount  of  all  payments,  made  «  , such  Income 
Note  on  or  prior  to  such  date;  provided  that,  the  Income  Note  Face  Amount  shall  not  be  less  than  U.S.$1 .00. 

"income  Notes  Documents"  means  the  resolutions  of  the  Board  of  Directors  of  the  Issuer  authorizing ;  the 
execution  and  delivery  of  the  Indenture,  the  Memorandum  and  Articles  of  Assocat.on  and  the  F.scal  Agency 
Agreement. 

"Interest  Proceeds"  means  in  respect  of  any  Payment  Date,  all  investment  income  received  on  the 
Collateral  stcuriesLdte  EHgTe  1  vestments  on  deposit  in  the  Collateral  Account  and  the  Fixed  Rate  Payments 
£££ ftSE^  Protection  Buyer  under  the  Credit  Default  Swap  in  the  related  Due  Penod,  wh.ch  Interest 
Proceeds  shall  be  deposited  to  the  Interest  Collection  Account.  • 

"Interest  Shortfall"  means  with  respect  to  any  Reference  Obligation  Payment  Date  and  an) '  R^rence 
Obligation,  either  (a)  the  nonpayment  of  an  Expected  Interest  Amount  or  (b)  the  payment  of  an  Actual  Interest 
°Znt  that  is  less  than  the  Expected  Interest  Amount,  as  described  in  the  related  CDS  Transact.on. 

••Interest  Shortfall  Amount"  means  with  respect  to  any  Reference  Obligation  Payment  Date,  an  amount 
equal  to  the  greater  of:  (a)  zero;  and  (b)  the  amount  equal  to  the  product  of:  (iXA)  the  Expected  Interest  Amount, 
minus  (B)  the  Actual  Interest  Amount;  and  (ii)  the  Applicable  Percentage. 

"Interest  Shortfall  Cap"  means  the  cap,  if  any  on  Interest  Shortfalls  as  set  forth  in  the  related  CDS 
Transaction. 

"Interest  Shortfall  Cap  Amount"  means  the  amount  of  any  Interest  Shortfall  Cap  as  set  forth  in  the  related 
CDS  Transaction. 

"Interest  Shortfall  Payment  Amount"  means  in  respect  of  an  Interest  Shortfall    the  relevant  Interest 
Shortfall  Amount;  provided^  if  Interest  Shortfall  Cap  is  applicable  and  the  Interest  Sh°«^^^ 
Interest  Shortfall  Cap  Amount,  the  Interest  Shortfall  Payment  Amount  in  respect  of  such  Interest  Shortfall  shall  be 
the  Interest  Shortfall  Cap  Amount. 

"Interest  Shortfall  Reimbursement"  means  with  respect  to  any  Reference  Obligation  Payment  Date  the 
payment  by  or  on  behalf  of  the  Reference  Entity  of  an  Actual  Interest  Amount  in  respect  of  the  Reference  Obi, gat.on 
that  is  greater  than  the  Expected  Interest  Amount. 

"■merest  Shortfall  Reimbursement  Payment"  means  with  respect  to  any  Reference  OM^^Tg 
Date,  the  product  of  (a)  the  amount  of  any  Interest  Shortfall  Reimbursement  on  such  day  and  (b)  the  Applicable 
Percentage. 

"Interest  Shortfall  Reimbursement  Payment  Amount"  means,  (a)  if  Interest  Shortfall  Cap  is  not  applicable 
the  releva  SesrsTortfal.  Reimbursement  Amoun,  and  (b)  if  Interest  Shortfall  Cap  ,s  applicable  the  amou 
determined  pursuant  to  the  related  CDS  Transaction;  provided  in  e.ther  case,  that  te  WJ^ «r« 
Shortfall  Reimbursement  Payment  Amounts  (determined  for  this  purpose  on  the  basis  that  ^Interest  bhortra  I 
ComplStno"applicable)  at  any  time  shall  not  exceed  the  aggregate  of  Interest  Shortfall  Paymenl ^mourns 
paid  "by  the  Issuer  in  respect  of  Interest  Shortfalls  occurring  prior  to  the  date  of  payment  of  any  such  Add.tional 
Fixed  Amount. 

A-12 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-021821344 


Footnote  Exhibits  -  Page  3153 


"Issue"  of  a  Collateral  Asset  or  Reference  Obligation  means  any  such  Collateral  Asset  or  Reference 
Obligation  issued  by  the  same  issuer,  having  the  same  terms  and  conditions  (as  to,  among  other  things,  coupon, 
maturity,  security  and  subordination)  and  otherwise  being  fungible  with  one  another. 

"Liquidation  Proceeds"  means,  with  respect  to  any  Optional  Redemption,  Tax  Redemption  Auction  or  the 
Final  Paymen"  Date  including,  withou  duplication,  (i)  all  proceeds  from  CDS  Transactions,  Collateral  Securities, 
S12  and  Delivered  ObligaLis,  terminated,  assigned  or  otherwise  disposed  of  m  nM-«t 
such  redemption  and  payable  to  the  Issuer,  including  any  termination  or  assignment  payments  or  other  amounts 
oavabTetoTe  Issuer  (ii)  the  aggregate  amount  received  by  the  Issuer  on  or  prior  to  the  Business  Day  '™ed,ately 
p  eced in  the  reS  PaymenTD?*  from  the  termination  of  the  Senior  Swap  Agreement  in  connection^ w,th  such 
S iffin  cash  on  deposit  in  the  Accounts,  to  the  extent  available  therefor,  including  any  amounts  designated 

cL :  L detamtaed  by  the  Credit  Protection  Buyer,  (iv)  any  termination  payments  or  other  amounts  payable  t >the 
Ser  byS^  Protection  Buyer  and  (v)  any  payments  receivable  by  the  Issuer  from  any  assignee  of  a  CDS 
Transaction,  in  each  case  as  determined  by  the  Liquidation  Agent. 

"Majority"  means  (i)  with  respect  to  any  Class  or  Classes  of  Secured  Notes  and  the  Senior  Swap  the 
Holders  of  more  S,an  50%  of  the  Aggregate  Outstanding  Amount  of  such  Cass  or  ^ses  of  Secured N£«  *nd  * 
Outstanding  Notional  Amount  of  the  Senior  Swap  and  (ii)  with  respect  to  the  Income  Notes, .the :  HoWm of  more 
than  50%  of  the  outstanding  Income  Notes,  calculated  on  the  basis  of  the  Aggregate  Outstanding  Amount  (o  ,  if  *e 
Aggregate Outstanding  Amount  has  been  paid  in  full,  based  on  the  original  Aggregate  Outstand.ng  Amount)  of  the 
Income  Notes  held  by  each  Income  Noteholder. 

"Market  Value"  means,  with  respect  to  any  Collateral  Asset  or  Reference  Obligation  (i)  the  average  of 
three  bonaTde  bids  for  such  Collateral  Asset  or  Reference  Obligation  obtained  by  the  L»*^AJ  *  "£ 
«me  from  any  three  nationally  recognized  dealers,  which  dealers  are  independent  from  one  another  and  from  he 
UauidaTon  Agent  or  (ii)  if  the  Liquidation  Agent  is  unable  to  obtain  three  such  b.ds,  the  lesser  of  two  bona  fide 
Wd for such  Cetera  Asset  or  Reference  Obligation  obtained  by  the  Liquidation  Agent  at  such  time  from  any  two 

atSriSntTdeaS  ^eptable  to  the  Liquidation  Agent,  which  dealers  are  independent  from  one  another 
S  from  the  Uquidation  Agent,  or  (Mi)  if  the  Liquidation  Agent  is  unable  to  obtain  two  such  b.ds  one  bona  fide  bid 
to  S  CollS  aLi  or  Reference  Obligation  obtained  by  the  Liquidation  Agent  at  such  time  from  any 
ia  ion  lly  re  oSe  U  a  er  acceptable  to  the  Liquidation  Agent,  which  dealer  is  independent  from  the  Liquidation 
Agent  or  (  v  "Sevent  the  Liquidation  Agent  is  unable  to  obtain  one  such  bid,  the  price  on  such  date  prov.dedto 
fhfLqudmion  Agent  by  an  independent  pricing  service,  or  (v)  in  the  event  the  Liquidate  Agent  cannot  in  good 
fa  th  determine  ie  malt  value  of  such  Collateral  Asset  or  Reference  Obligation  using .commercial! y  reasonable 

ffortsfo  Wly  the  methods  specified  in  clauses  (i)  through  (iv)  above,  the  lesser  of  (a)  the  product  o (l) *e 
Principal  Balance  ofsuch  Collateral  Asset  or  Reference  Obligation  and  (2)  the  Applicable  Recovery  Rale  and ^b Ute 
3  Value  aTdetermined  in  good  faith  by  the  Liquidation  Agent  using  commercially  reasonable  efforts  to  apply 
^  onab.e  bu  inesT judgment.   If  the  method  of  determining  Market  Value  is  based  solely  on  clause  £ above 

uch  ^      Va"ue  shall  bfconsidered  zero  after  30  days  until  such  time  as  the  Market  ^'"^^^Te 
Asset  or  Reference  Obligation  may  be  determined  applying  the  methods  specified  in  clauses  (.)  through  (.v)  above. 

"Maximum  Principal  Amount"  means,  as  of  any  date  of  determination,  an  amount  equal  to  the  sum  of  the 
Collateral  Account  Amount,  plus  the  Outstanding  Notional  Amount  of  the  Senior  Swap. 

"Minimum  Bid  Amount"  means  an  amount  equal  to  the  sum  of  (a)  the  Secured  Note  Redemption  Price 
with  respect  to  the  Auction  Payment  Date,  (b)  the  Income  Note  Face  Amount  with  respect  to  the  Auction  Payment 
Date  (or  such  lesser  amount  as  is  agreed  to  by  the  Holders  of  100%  of  the  Income  Notes  ,  (c)  unpaid  amount;  due 
under  the  CDS  Transactions  upon  termination  or  assignment  of  the  CDS  Transactions,  (d)  any  unpaid ^amounts ;  due 
unde  the  SenL  Swap,  including  accrued  Senior  Swap  Premium  and  Unreimbursed  Senior  Swap  Fun  ding .Amount, 
S  ac^ed  an  Unpaid  Liquidation  Agent  Fees,  (0  accrued  and  unpaid  Collateral  Put  Provider  Fees  and  g)  101*  of 
ill  unpaid expenses  of  the  Issuer,  less  amounts  on  deposit  in  the  Accounts  which  are  avertable  to  redeem  the  Notes. 

"Monthly  Asset  Amount"  means,  with  respect  to  any  Payment  Date,  the  Aggregate  Reference  Obligation 
Notional  Amount  on  the  first  day  of  the  related  Due  Period. 
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"Moody's  Rating"  means  the  rating  determined  in  accordance  with  the  methodology  described  in  the 
Indenture. 

"Moody's  Recovery  Rate"  means,  with  respect  to  a  Collateral  Asset  or  Reference  Obligation,  an  amount 
equal  to  the  percentage  for  such  Collateral  Asset  or  Reference  Obligation  set  forth  in  the  recovery  rate  assumptions 
for  Moody's  attached  as  Part  I  of  Schedule  C  to  the  Indenture;  provided,  however,  that  (A)  Defaulted  Obl.gations 
which  exceed  2.5%  of  the  Aggregate  Outstanding  Portfolio  Amount  and  have  been  defaulted  for  more  than  one  year 
will  be  deemed  to  have  a  Moody's  Recovery  Rate  of  0%,  (B)  Defaulted  Obligations  which  exceed  1.00/o  of  the 
Aggregate  Outstanding  Portfolio  Amount  and  have  been  defaulted  for  more  than  2  years  shall  be  deemed  to  have  a 
Moody's  Recovery  Rate  of  0%;  and  (C)  Defaulted  Obligations  which  have  been  defaulted  for  more  than  3  years 
shall  be  deemed  to  have  a  Moody's  Recovery  Rate  of  0%. 

"Net  Outstanding  Portfolio  Collateral  Balance"  means,  on  any  Determination  Date,  an  amount  equal  to  (i) 
the  Aggregate  Reference  Obligation  Notional  Amount  on  such  Determination  Date  plus  the  Principal  Balance  of  all 
Delivered  Obligations,  minus  (ii)  the  aggregate  Principal  Balance  on  such  date  of  determinate  of  all  Delivered 
Obligations  that  are  and  all  CDS  Transactions  that  reference  Reference  Obligates  that  are:  (A)  Defaulted 
Obligations,  (B)  Deferred  Interest  PIK  Bonds,  (C)  Double  B  Rated  Assets,  (D)  Single  B  Rated  Assets  and  (E)  Triple 
C  Rated  Assets,  plus  (iii)  the  Aggregate  Calculation  Amount  of  Defaulted  Obligations  and  Deferred  Interest  PIK 
Bonds  the  Double  B  Calculation  Amount,  the  Single  B  Calculation  Amount  and  the  Triple  C  Calculation  Amount. 
For  purposes  of  calculating  the  Net  Outstanding  Portfolio  Collateral  Balance,  if  a  Reference  Obligation  or  a 
Delivered  Obligation  could  be  classified  in  more  than  one  of  the  categories  set  forth  in  clauses  (A)  through  (E) 
above,  such  Reference  Obligation  or  Delivered  Obligation  will  not  be  discounted  multiple  times  but  will  be  treated 
in  the  applicable  category  that  results  in  the  largest  discountthereof. 

"Non-Call  Period"  means  the  period  commencing  on  and  including  the  Closing  Date  and  ending  on  but 
excluding  the  Payment  Date  in  April  2010. 

"Note  Interest  Rates"  means,  collectively,  the  Class  S  Note  Interest  Rate,  the  Class  A-f  Note  Interest  Rate, 
the  Class  A-b  Note  Interest  Rate,  the  Class  B  Note  Interest  Rate,  the  Class  C  Note  Interest  Rate,  the  Class  D  Note 
Interest  Rate  and  the  Class  E  Note  Interest  Rate. 

"Noteholder  Communication  Notice"  means  a  notice  from  an  Originating  Noteholder  to  the  Trustee  or  the 
Fiscal  Agent  as  applicable,  the  contents  of  which  are  to  be  delivered  by  the  Trustee  or  the  F.scal  Agent,  as 
applicable  to  all  other  Holders  of  Notes  in  accordance  with  the  Indenture  or  the  Fiscal  Agency  Agreement,  as 
applicable. 

"Noteholder"  means,  with  respect  to  any  Note,  the  person  in  whose  name  such  Note  is  registered,  or,  for 
purposes  of  voting,  the  granting  of  consents  and  other  similar  determinations  under  the  Indenture,  with  respect  to 
any  Notes  in  global  form,  a  beneficial  owner  thereof. 

"Optional  Termination"  means,  with  respect  to  the  Senior  Swap,  the  right  of  the  Issuer  to  terminate  the 
Senior  Swap  on  and  after  the  Optional  Redemption  Date,  upon  three  Business  Days'  notice  to  the  Senior  Swap 
Counterparty  and  payment  of  any  accrued  but  unpaid  Senior  Swap  Premium  Amount  as  calculated  on  such  date. 

"Originating  Noteholder"  means  with  respect  to  (i)  any  Collateral  Securities  Substitution  Request  Notice, 
the  Holders)  of. a  Note  submitting  such  Collateral  Securities  Substitution  Request  Notice  and  (ii)  any  Noteholder 
Communication  Notice,  the  Holder(s)of  a  Note  submitting  such  Noteholder  Communication  Notice. 

"Outstanding"  or  "outstanding"  means  (i)  with  respect  to  each  Class  of  Secured  Notes,  as  of  any  date  of 
determination,  all  of  such  Class  of  Secured  Notes  theretofore  authenticated  and  delivered  under  the  Indenture  and 
registered  in  the  Note  Register  as  outstanding  except: 

(a)  Notes  theretofore  canceled  by  the  Note   Registrar  or  delivered  to  the  Note   Registrar  for 

cancellation; 
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(b)  Notes  or  portions  thereof  for  whose  payment  or  redemption  funds  in  the  necessary  amount  have 
been  theretofore  irrevocably  deposited  with  the  Trustee  or  any  Paying  Agent  in  trust  for  the  Holders  of  such 
Notes;  provided  that,  if  such  Notes  or  portions  thereof  are  to  be  redeemed,  notice  of  such  redemption  has 
been  duly  given  pursuant  to  the  Indenture  or  provision  therefor  satisfactory  to  the  Trustee  has  been  made; 

(c)  Notes  in  exchange  for  or  in  lieu  of  which  other  Notes  have  been  authenticated  and  delivered 
pursuant  to  the  Indenture,  unless  proof  satisfactory  to  the  Trustee  is  presented  that  any  such  Notes  are  held 
by  a  Holder  in  due  course; 

(d)  Notes  alleged  to  have  been  mutilated,  destroyed,  lost  or  stolen  for  which  replacement  Notes  have 
been  issued  as  provided  in  the  Indenture; 

(e)  in  connection  with  any  waiver,  (i)  all  Notes  (if  any£held  by  the  Trustee  and  its  affiliates  if  the 
relevant  waiver  relates  to  a  Default  or  an  Event  of  Default  arising  primarily  from  any  act  or  omission  of  the 
Trustee  and,  (ii)  all  Notes  (if  any)  held  by  the  Liquidation  Agent  and  its  affiliates  if  the  relevant  waiver 
relates  to  a  Default  or  an  Event  of  Default  arising  primarily  from  any  act  or  omission  of  the  Liquidation 
Agent;  and 

(f)  in  connection  with  the  termination  of  the  Trustee  or  the  Liquidation  Agent,  as  applicable,  (i)  all 
Notes  (if  any)  held  by  the  Trustee  and  its  affiliates  if  the  termination  relates  to  a  Default  or  an  Event  of 
Default  arising  primarily  from  any  act  or  omission  of  the  Trustee  and  (ii)  all  Notes  (if  any)  held  by  the 
Liquidation  Agent  and  its  affiliates  if  the  relevant  termination  relates  to  a  Default  or  an  Event  of  Default 
arising  primarily  from  any  act  or  omission  of  the  Liquidation  Agent; 

(ii)  with  respect  to  the  Income  Notes,  as  of  any  date  of  determination,  all  of  the  Income  Notes  issued  pursuant  to  the 
Income  Notes  Documents  and  indicated  in  the  Income  Notes  Register  as  Outstanding  except  in  connection  with  the 
termination  of  the  Trustee  or  the  Liquidation  Agent,  as  applicable: 

(a)  all  Income  Notes  (if  any)  held  by  the  Trustee  and  its  affiliates  if  the  termination  relates  to  a 
Default  or  an  Event  of  Default  arising  primarily  from  any  act  or  omission  of  the  Trustee,  and 

(b)  all  Income  Notes  (if  any)  held  by  the  Liquidation  Agent  and  its  affiliates  if  the  relevant 
termination  relates  to  a  Default  or  an  Event  of  Default  arising  primarily  from  any  act  or  omission  of  the  Liquidation 
Agent  and 

provided  that  in  determining  whether  the  Holders  of  the  requisite  Aggregate  Outstanding  Amount  of  the  Secured 
Notes  or  Income  Notes  have  given  any  request,  demand,  authorization,  direction,  notice,  consent  or  waiver,  Secured 
Notes  or  Income  Notes  owned  by  the  Issuer  or  the  Co-Issuer  or  any  other  obligor  upon  the  Secured  Notes  or  Income 
Notes  or  any  affiliate  thereof  shall  be  disregarded  and  deemed  not  to  be  Outstanding,  except  that,  in  determining 
whether  the  Issuer  and  the  Trustee  shall  be  protected  in  relying  upon  any  such  request,  demand,  authorization, 
direction,  notice,  consent  or  waiver,  only  Secured  Notes  and  Income  Notes  that  the  Issuer  or  Trustee  knows  to  be  so 
owned  shall  be  so  disregarded.  Secured  Notes  or  Income  Notes  so  owned  that  have  been  pledged  in  good  faith  may 
be  regarded  as  Outstanding  if  the  pledgee  establishes  to  the  satisfaction  of  the  Issuer  and  the  Trustee  the  pledgee's 
right  so  to  act  with  respect  to  such  Secured  Notes  or  Income  Notes  and  that  the  pledgee  is  not  the  Issuer,  the  Co- 
Issuer,  the  Liquidation  Agent  or  any  other  obligor  upon  the  Secured  Notes  or  Income  Notes  or  any  affiliate  of  the 
Issuer,  the  Co-Issuer,  the  Liquidation  Agent  or  such  other  obligor. 

"Outstanding  Notional  Amount"  means,  with  respect  to  the  Senior  Swap,  the  initial  notional  amount 
specified  therein  as  reduced  from  time  to  time  in  accordance  with  the  Senior  Swap. 

"Outstanding  Principal  Amount"  has  the  meaning  set  forth  in  the  related  CDS  Transaction. 

"Overcollateralization  Ratios"  means  the  Senior  Overcollateralization  Ratio,  the  Class  C 
Overcollateralization  Ratio,  the  Class  D  Overcollateralization  Ratio,  the  Class  E  Overcollateralization  Ratio,  the 
Class  A  Adjusted  Overcollateralization  Ratio,  the  Class  B  Adjusted  Overcollateralization  Ratio,  the  Class  C 
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Adjusted  Overcollateralization  Ratio,  the  Class  D  Adjusted  Overcollateralization  Ratio  and  the  Class  E  Adjusted 
Overcollateralization  Ratio. 

"Overcollateralization  Tests"  means  the  Senior  Overcollateralization  Test,  the  Class  C 
Overcollateralization  Test  and  the  Class  D  Overcollateralization  Test. 

"PIK  Bond"  means  a  Reference  Obligation  or  Delivered  Obligation  on  which  the  deferral  of  interest  does 
not  constitute  an  event  of  default  pursuant  to  the  terms  of  the  related  underlying  instruments  (while  any  other  sen.or 
debt  obligation  is  outstanding  if  so  provided  by  the  related  indenture  or  other  underlying  instruments). 

"Principal  Balance"  means,  with  respect  to  any  Reference  Obligation,  Collateral  Security  Delivered 
Obligation  or  Eligible  Investment,  as  of  any  date  of  determination,  the  Reference  Obligation  Notional  Amount  of 
such  Reference  Obligation  and  the  outstanding  principal  amount  of  such  Collateral  Security.  Deliver e  Obligation r 
Eligible  Investment;  subject  to  the  following  exceptions:  (i)  the  Principal  Balance  of  each  Defaulted  Obligation 
shall  be  deemed  to  be  zero,  except  (A)  for  purposes  of  the  calculation  of  the  Coverage  Tests,  ui  which  case  *e 
Principal  Balance  of  Defaulted  Obligations  shall  equal  their  respective  outstand.ng  principal  amount  or  Reference 
Obligation  Notional  Amount,  as  applicable  (unless  otherwise  indicated  in  such  tests)  (B)  for  Purposes  of 
determining  whether  an  Event  of  Default  described  in  clause  (vi)  of  the  definition  thereof  has  occurred  Defaulted 
Obligations  shall  be  included  at  their  Applicable  Recovery  Rate,  (C)  for  purposes  of  calculating  any  trustee  fees  and 
the  Liquidation  Agent  Fee,  the  Principal  Balance  of  each  Defaulted  Obligation  shall  equal  the  Calculation  Amoun 
for  such  Defaulted  Obligations  and  (D)  as  otherwise  expressly  indicated;  (ii)  the  Principal  Balance  of  any  cash  shall 
be  the  amount  of  such  cash;  (iii)  the  Principal  Balance  of  any  Delivered  Obligation,  any  Collateral  Securities  and 
any  Eligible  Investments  in  which  the  Trustee  does  not  have  a  perfected  security  interest  shall  be  deemed  to  be  zero; 
and  (iv)  the  Principal  Balance  of  any  Reference  Obligation,  Collateral  Security  or  Delivered  Obligation  that  is  an 
equity  security  shall  be  deemed  to  be  zero. 

"Principal  Proceeds"  means,  with  respect  to  any  Due  Period,  the  sum  (without  duplication)  of:  (i)  all 
payments  of  interest  and  principal  on,  or  liquidation  proceeds  of,  the  Delivered  Obligations  and  Eligible  Investments 
on  deposit  in  the  Delivered  Obligations  Account  received  in  cash  by  the  Issuer  during  such  Due  Period  (..)  any 
termination  payments  received  from  the  Credit  Protection  Buyer  during  such  Due  Period  and  (in)  any  Additional 
Fixed  Amounts  received  from  the  Credit  Protection  Buyer  (other  than  those  due  to  the  Sen.or  Swap  Counterparty  in 
repayment  of  Senior  Swap  Funding  Payments)  during  such  Due  Period;  provided,  however,  that  Principal  Proceeds 
shall  not  include  any  accrued  interest  or  any  funds  from  the  Income  Note  Payment  Account  and  all  funds  deposited 
in  or  credited  thereto,  transaction  fees  payable  to  the  Issuer  and  its  share  capital  on  account  of  its  ordinary  shares 
held  in  its  account  in  the  Cayman  Islands. 

"Principal  Shortfall  Amount"  means,  in  respect  of  a  Failure  to  Pay  Principal,  an  amount  equal  to  the  greater 
of  (i)  zero;  and  (ii)  the  amount  equal  to  the  product  of:  (A)  the  Expected  Principal  Amount  minus  the  Actu<J 
Principal  Amount;  (B)  the  Applicable  Percentage;  and  (C)  the  Reference  Price.  For  purposes  hereof ,.f  the  Principal 
Shortfall  Amount  would  be  greater  than  the  Reference  Obligation  Notional  Amount  immediately  prior  to  toe 
occurrence  of  such  Failure  to  Pay  Principal,  then  the  Principal  Shortfall  Amount  shall  be  deemed  to  be  equal  to  the 
Reference  Obligation  Notional  Amount  at  such  time. 

"Principal  Shortfall  Reimbursement"  means,  with  respect  to  any  day,  the  payment  by  or  on  behalf  of  the 
Reference  Entity  of  an  amount  in  respect  of  the  Reference  Obligation  in  or  toward  the  satisfaction  of  any  deferral  of 
or  failure  to  pay  principal  arising  from  one  or  more  prior  occurrences  of  a  Failure  .to  Pay  Principal. 

"Principal  Shortfall  Reimbursement  Payment"  means,  with  respect  to  any  day,  the  product  of  (i)  the  amount 
of  any  Principal  Shortfall  Reimbursement  on  such  day,  (ii)the  Applicable  Percentage  and  (in)  the  Reference  Price. 

"Principal  Shortfall  Reimbursement  Payment  Amount"  means.^as  of  any  date  of  determination  the  sum  of 
the  Principal  Shortfall  Reimbursement  Amounts  in  respect  of  all  Principal  Shortfall  Reimbursements  (if  any)  made 
during  the  Reference  Obligation  Calculation  Period  relating  to  such  date,  provided  that  the  aggregate  of  all  Principal 
Shortfall  Reimbursement  Payment  Amounts  at  any  time  shall  not  exceed  the  aggregate  of  all  Floating  Amounts  paid 
by  the  Issuer  in  respect  of  occurrences  of  Failure  to  Pay  Principal  prior  to  such  date. 
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"Proceeds"  means,  with  respect  to  any  Due  Period,  without  duplication,  (i)  al!  Amortization  Proceeds  with 
respect  to  the  related  Payment  Date,  (ii)  all  Interest  Proceeds  with  respect  to  the  related  Payment  Date  anc Kin)  any 
Si  to  be  released  or  withdrawn  on  the  related  Payment  Date  from  the  Expense  Reserve  Account  for  deposrt  to 
the  Payment  Account. 

"Put  Excluded  Collateral"  means,  as  of  any  time  of  determination,  collectively  (i)  demand  and  time 
deposits  that  are  Eligible  Investments  as  described  in  clause  (ii)  of  the  definition  thereof  or  (n)  cash. 

"Rating  Agency  Condition"  means,  with  respect  to  any  action  taken  or  to  be  taken  under  the  Transaction 
Documents,  a  condUion  that  is  satisfied  when  each  Rating  Agency  has  confirmed  in  writmg  to  the  Issue, -and *e 
Tmstrcthal  such  action  will  not  result  in  the  immediate  withdrawal,  reduction  or  other  adverse  action  with  respect 
to  any  then-current  rating  of  any  Class  of  Notes  or  the  Senior  Swap. 

"Record  Date"  means,  (i)  with  respect  to  any  Payment  Date  and  any  Notes  issued  in  book-entry  form,  I the 
close  of  business  on  the  Business  Day  prior  to  such  Paymem  Date  and  (11)  with  respect  to  any  Paymem  te  and  any 
Notes  issued  in  definitive  form,  the  tenth  day  prior  to  such  Payment  Date  (or,  if  such  day  is  not  a  Business  Day,  the 
next  succeeding  Business  Day). 

"Redemption  Date"  means  any  Optional  Redemption  Date,  Tax  Redemption  Date  or  Auction  Payment 
Date. 

"Reference  Entity"  means  the  issuer  of  a  Reference  Obligation. 

"Reference  Obligation"  means  a  Residential  Mortgage-Backed  Security  referenced  under  the  Credit 
Default  Swap. 

"Reference  Obligor"  means  the  obligor  on  a  Reference  Obligation. 

"Reference  Obligation  Calculation  Period"  means,  with  respect  to  each  Reference  Obligation  Payment 
Date,  a  period  corresponding  to  the  interest  accrual  period  relating  to  such  Reference s  Ob  !^'on ^"ifpS 
pursuant  to  its  underlying  instruments.  For  the  avoidance  of  doubt,  the  first  Reference  Obliga  ion  Calculation  Period 
will  begin  on  the  Reference  Obligation  Payment  Date  failing  on  or  immediately  prior  to  the  Closing  Date. 

"Reference  Obligation  Coupon"  means  the  periodic  interest  rate  applied  in  relation  to  each  Reference 
Obligation  Calculation  Period  on  the  related  Reference  Obligation  Payment  Date,  as  determined  in  accordance  with 
the  terms  of  the  underlying  instruments  as  at  the  Closing  Date,  without  regard  to  any  subsequent  amendment. 

"Reference  Obligation  Notional  Amount"  means,  with  respect  to  each  CDS  Transaction,  the  notional 
amount  specified  therein  as  reduced  or  increased  pursuant  to  the  terms  of  such  CDS  Transaction. 

"Reference  Obligation  Payment  Date"  means  (i)  each  scheduled  distribution  date  for  ^Reference 
Obligation  occurring  on  or  after  the  Closing  Date  and  on  or  prior  to  the  scheduled  termination  date  of  ^  itbtod 
CDS  Transaction,  determined  in  accordance  with  the  underlying  instruments  and  (..)  any  day  after  the  effective 
maturity  date  on  which  a  payment  is  made  in  respect  of  such  Reference  Obligation. 

"Reference  Obligation  Principal  Amortization  Amount"  means,  with  respect  to  any  Reference  Obligation- 
Payment  Date,  an  amount  equal  to  the  product  of  (i)  the  amount  of  any  Reference  Obligation  Principal  Payment  on 
such  date  and  (ii)  the  Applicable  Percentage. 

"Reference  Obligation  Principal  Payment"  means,  with  respect  to  any  Reference  Obligation  Payment  Date 
the  occurrence  of  a  payment  of  an  amount  to  the  holders  of  the  Reference  Obligation  in  respect  of  principal 
(scheduled  or  unscheduled)  in  respect  of  the  Reference  Obligation  other  than  a  payment  in  respect  of  principal 
representing  capitalized  interest,  excluding,  for  the  avoidance  of  doubt,  any  Writedown  Reimbursement  or  Interest 
Shortfall  Reimbursement. 
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"Reference  Price"  means  the  reference  price  (expressed  as  a  percentage)  specified  in  the  related  CDS 
Transaction. 

"Registered"  means,  with  respect  to  any  debt  obligation  or  debt  security,  a  debt  obligation 'O'Jebt  security 
that  is  issued  after  July  18, 1984,  and  that  is  in  registered  form  within  the  meamng  of  Section  881(c)(2XBX0  of  the 
Code  and  the  Treasury  regulations  promulgated  thereunder. 

"REIT  Debt  Security"  means  a  security  issued  by  publicly  held  real  estate  investment  trusts  (as  defined  in 
Section  856  of  the  Code  or  any  successor  provision). 

"Relevant  Amount"  means  with  respect  to  any  Reference  Obligation  if  a  servicer  report  that  descnjesa 
Reference  Obligation  Principal  Payment,  Writedown  or  Writedown  Reimbursement  (other  than  a  Writedown 
ReSursemen  within  paragraph  (i)  of  "Writedown  Reimbursement"),  in  each  case  that  has  the  effect  of  decreasing 
¥£S£SZZ£*}  Principal  balance  of  such  Reference  Obligation  as  of  a  date  prior  to  a  Dehvery 
Date  but  sufh  servicer  report  is  de.ivered  to  holders  of  such  Reference  Obligate  or  to  the  calcu toon  . ^  "nder 
the  related  CDS  Transaction  on  or  after  the  related  Delivery  Date,  an  amount  equal  to  the  product  of WJ»™  * 
any  such  Reference  Obligation  Principal  Payment  (expressed  as  a  pos.t.ve  amount),  W ">^  <<^J*™  ' 
positive  amount)  or  Writedown  Reimbursement  (expressed  as  a  negat.ve  amount)  as  applicable;  (n)  the  Reference 
Price;  (iii)  the  Applicable  Percentage  immediately  prior  to  such  Delivery  Date;  and  (.v)  the  Exerc.se  Percentage  (as 
defined  in  the  related  CDS  Transaction). 

"Residential  Mortgage-Backed  Securities"  or  "RMBS"  means  securities  that  represent  interests  in  pools  of 
residential  mortgage  loans  secured  by  1  to  4  family  residential  mortgage  loans  and  shall  include,  without  limttation. 
SbS  Prime  Mortgage  Securities,  RMBS  Midprime  Mortgage  Securities  and  RMBS  Subpnme  Mortgage 
Securities. 

"RMBS  Midprime  Mortgage  Securities"  means  Residential  Mortgage-Backed  Securities  (other  ttian  RMBS 
Submortgage  Securities  and  RMBS  Prime  Mortgage  Securities)  that  entitle  the  holders  thereof  to  receive 
payment  Zt  depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely  distribution  of 
pTeeTto  holders  of  such  Residential  Mortgage-Backed  Securities)  on  the  cash  flow  from  rmdpnme  r^dentjal 
mortgage  loans  secured  (on  a  first  priority  basis,  subject  to  permitted  liens,  easements  and  outer  encumbrances)  by 
I  to  4-family  residential  real  estate,  the  proceeds  of  which  are  used  to  purchase  real  estate  and  purchase  or  consttuct 
dwellings  thereon  (or  to  refinance  indebtedness  previously  so  used).  At  issuance,  the  loans  in.  the  portfolio 
underlymg  each  such  RMBS  Midprime  Mortgage  Security  will  have  a  weighted  average  FICO  Score  greater  than 
625,  but  less  than  700. 

"RMBS  Prime  Mortgage  Securities"  means  Residential  Mortgage-Backed  Securities  (other  than  RMBS 
Subprime  Mortgage  Securities  and  RMBS  Midprime  Mortgage  Securities)  that  entitle  the  holders  the reof  to  receive 
payments  that  depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  o> ^t.mely  distribution  o 
Proceeds  to  holders  of  such  Residential  Mortgage-Backed  Securities)  on  the  cash  flow  from  prime  residential 
mortgage  loans  secured  (on  a  first  priority  basis,  subject  to  permitted  liens  easements  and  other  encumbrances)  by 
1-  to  4  family  residential  real  estate,  the  proceeds  of  which  are  used  to  purchase  real  estate  and  purchase  or  construct 
dwellings  thereon  (or  to  refinance  indebtedness  previously  so  used).  At  issuance .the  loans  ,n  the  portfolio 
underlying  each  such  RMBS  Prime  Mortgage  Security  will  have  a  weighted  average  FICO  Score  of  at  least  700. 

"RMBS  Subprime  Mortgage  Securities"  means  Residential  Mortgage-Backed  Securities  (other  than  RMBS 
Prime  Mortgage  Securities  and  RMBS  Midprime  Mortgage  Securities)  that  entitle  the  holders  thereof  to  receive 
payments  that  depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely  distr.buUoii  of 
JrLeds  to  holders  of  such  Residential  Mortgage-Backed  Securities)  on  the  cash  flow  from  subpnme  residential 
mortgage  loans  secured  (on  a  first  priority  basis,  subject  to  permitted  liens,  easements  and  ofoer  encumbrances)  by 
1-  to  4^amily  residential  real  estate,  the  proceeds  of  which  are  used  to  purchase  real  estate  and  purchase  or  cons*uct 
dwellings  thereon  (or  to  refinance  indebtedness  previously  so  used).  At  issuance,  the  loans  m  the  portfolio 
underlying  RMBS  Subprime  Mortgage  Security  will  have  a  weighted  average  FICO  Score  of  625  or  below. 

"S&P  Rating"  means  the  rating  determined  in  accordance  with  the  methodology  described  in  the  Indenture. 
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"S&P  Recovery  Rate"  means,  with  respect  to  a  Collateral  Asset  or  Reference  Obligation    on  any 

"Sale  Proceeds"  means  all  amounts  representing  Proceeds  (including  accrued  interest) J 6™»  *«■ »le> 

Agent  or  the  Trustee  in  connection  with  such  sale  or  other  disposition. 

"Secured  Note  Redemption  Price"  means  the  Class  S  Note  Redemption  Price ,  the •  ^  A  Note 
Redemption  Price,  the  Class  B  Note  Redemption  Price,  the  Class  C  Note  Redemption  Pnce  and  the  Class  D  Note 
Redemption  Price,  as  applicable. 

"Senior  Funding"  means  the  Senior  Swap  and  the  Class  A  Notes. 

"Senior   Principal    Allocation"   means,   if  the   Senior   °ve^»atera,i^^ 
Determination  Date  relating  to  the  current  Payment  Date  and  was  saUsfied  on  each  °«£^£*£3«£ 

Test  wTn'o satisfied  on  any  Determination  Date,  including  the  one  relating  to  the  current  P^^l^l  sS 

aSSSSSSSBSSSESS 

paid  in  full. 

"Servicer"  means   with  respect  to  any  Issue  of  Reference  Obligation  or  Collateral  Asset  the  entity  that 

Collateral  Asset  are  made. 

"Single  B  Calculation  Amount"  means  the  sum  of  the  products  of  (a)  the  Principal  Balance  of  each .Single 

paid  after  the  Payment  Date  related  to  such  Determination  Date  shall  be  excluded. 

"Step-Down  Bond"  men.  .  security  which  by  the  terms  of  the  related  "^^^^^^eS  a 
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of  time;  provided  that  a  Step-Down  Bond  shall  not  include  any  such  security  providing  for  payment  of  a  constant 
rate  of  interest  at  all  times  after  the  date  of  calculation. 

"Super  Majority"  means  with  respect  to  any  Class  of  Notes  and  the  Senior  Swap,  the  Holders  of  more  than 
66-2/3%  of  the  Aggregate  Outstanding  Amount  of  such  Class  of  Notes  and  the  Outstand.ng  Notional  Amount  of  the 
Senior  Swap. 

"Tax  Event"  means  (i)  the  adoption  of,  or  a  change  in,  any  tax  statute  (including  the  Code),  treaty 
regulation  (whether  temporary  or  final),  rule,  ruling,  practice,  procedure  or  judicial  decision  or  mterpretafon  wh.ch 
Sts  or  will  result  infolding  tax  payments  representing  in  excess  of  3%  of  the  aggregate  premtum  and 
n SSt  due  and  payable  on  the  Credit  Default  Swap  and  Pledged  Assets  during  the  Due  Penod  in  which  such  event 
oS  as  a  resuh of  the  imposition  of  U.S.  or  other  withholding  tax  with  respect  to  wh.ch  the  obhgors  are  no 
Z£J Tto  make  gross-up  payments  that  cover  the  full  amount  of  such  withholding ^  taxes  on  an  after-tax  bas.s  or  () 
2 Xto  S  exchange  in,  any  tax  statute  (including  the  Code),  treaty  regulat.on  (whether  temporary  or  fi„d) 
rule  ruhng  practice,  procedure  or  judicial  decision  or  interpretation  which  results  or  will  result  .n  taxation  of  the 
Sir™  S  Some  in  an  amount  equal  to  3%  or  more  of  the  net  income  of  the  Issuer  dur.ng  any  Due  Penod  m 
which  such  event  occurs. 

"Total  Redemption  Amount"  means  the  sum  of  (a)  all  amounts  due  as  of  the  Redemption  Date  pursuant  to 
clauses  (i),  (ii),  (iii),  (iv),  (v),  (xx)  and  (xxiii)  of  the  Priority  of  Payments,  (b)  the  Secured  Note  Redempt.on  Pnces 
and  (c)  the  Income  Note  Face  Amount  as  of  the  Redemption  Date  (or  such  lesser  amount  as  is  agreed  to  by  the 
Holders  of  100%  of  the  Income  Notes). 

"Treasury"  means  the  United  States  Department  of  the  Treasury. 

"Triple  C  Calculation  Amount"  means  the  sum  of  the  products  of  (a)  the  Principal  Balance  of  each  Triple  C 
Rated  Asset  and  (b)  (i)  when  used  in  the  context  of  the  calculation  of  the  Senior  Ovcrcollatcrahzat.on  Rat.o,  25  ^ 
and  (ii)  otherwise,  50%. 

"Triple  C  Rated  Asset"  means  any  Collateral  Asset  or  Reference  Obligation  (other  than  a  Defaulted 
Obligation)  with  an  Actual  Rating  from  S&P  of  less  than  "B-"  or  with  an  Actual  Rat.ng  from  Moody  s  of  less  than 
"B3." 

"Unreimbursed  Senior  Swap  Funding  Amount"  has  the  meaning  set  forth  in  the  Senior  Swap. 

"Writedown  Amount"  means,  with  respect  to  any  day,  the  product  of  (i)  the  amount  of  any  Writedown  on 
such  day,  (ii)  the  Applicable  Percentage  and  (iii)  the  Reference  Price. 

"Writedown  Reimbursement"  means,  with  respect  to  any  day,  the  occurrence  of:  (I)  a  payment  by  or  on 
behalf  of  the  Reference  Entity  of  an  amount  in  respect  of  the  Reference  Obligat.on  in  reduction  of  any  pr.or 
Wrhedowns  (ii)(A)  an  increase  by  or  on  behalf  of  the  Reference  Entity  of  the  Outstandmg  Principal  Amount  of  the 
%S£S$SL  to  reflect  the  reversal  of  any  prior  Writedowns;  or  (B)  a  decrease jtath, :  pnnc.pa  defgeacy 
balance  or  realized  loss  amounts  (however  described  in  the  underlying  instruments)  attributable  to  the  Reference 
ObtaWion-  or  (iii)  if  "implied  Writedown"  (as  defined  in  the  related  CDS  Transaction)  is  applicable  and  the 
SeE  in  ients  do  not  provide  for  writedowns,  applied  losses,  principal  deficiencies  or  reahzed  losses  as 
described  in  ( hTa^ve  to  occur  in  respect  of  the  Reference  Obligation,  an  "Implied  Writedown  Re.mbursement 
Amount"  £  defined  in  the  related  CDS  Transaction)  being  determined  in  respect  of  the  Reference  Obligation  by  the 
calculation  agent  thereunder. 

"Writedown  Reimbursement  Amount"  means,  with  respect  to  any  day  an  amount  equal  to  *e  prrfuet  of: 
(i)  the  sum  of  all  Writedown  Reimbursements  on  that  day;  (ii)  the  Apphcable  Percentage;  and  (...)  the  Reference 
Price. 

"Writedown  Reimbursement  Payment  Amount"  means,  with  respect  to  any  date  of  del ™^M-  Je  »™ 
of  the  Writedown  Reimbursement  Amounts  in  respect  of  all  Writedown  Reimbursements  (if  any)  made  dur.ng  the 
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Reference  Obligation  Calculation  Period  relating  to  such  date,  provided  that  the  aggregate  of  all  Writedown 
Reimbursement  Payment  Amounts  at  any  time  shall  not  exceed  the  aggregate  of  all  Float.ng  Amounts  pa.d  by  the 
Issuer  in  respect  of  Writedowns  occurring  prior  to  such  date. 
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Name 


00442 1UK7 
03072SVB5 
040104NL1 
,  0738793U0 
126670NM8 
32027NYD7 
36234 1KK4 
437084OG4 
46626LAM2 
54251 4NJ9 
57643LMX1 
59020UO5S 
61744CUZ7 
64352VNB3 
76112BD31 
76110W7L4 
61375WGK6 
863S8EXE1 
683576DN! 
83S11MKM9 
004421UL5 
03072SV93 
040104NM9 
07387S3VS 
126670NN4 
32027NYE5 
36234 1KL2 
4370S4OH2 
46626LAN0 
S425I4NK8 
57643LMY9 
59020UG66 
61744CVA1 
64352VNC1 
76112B049 
76110W7M2 
81375WGL4 
B6358EXF8 
B63576DP6 
83611MKN7 
004421VB6 
040104RQ8 
07387UHZ7 
144531FF2 
04S427AM3 
362334GC2 
36244KAN5 
437084VY9 


ACE  2005-HE7  M8 
AMSI2O05-R11M8 
ARSI  2005-W2  M8 
BSABS  2005-HE 11  M7 
CWL  2005-BCS  M8 
FFML  200S-FF12  B2 
GSAMP  2005-HE4  B2 
HEAT  2005-8  MB 
JPMAC  200S-OPT1  MS 
LBMLT  2005-WL2  MS 
MABS  2005-NC2  M8 
MLMI  200S-AR1  B2 
MSAC200S-H65B2 
NCHET  2005-4  MB 
RAMP  2005-EFC4  M8 
RASC2005-KS11  M» 
SABR  200S-HE1  B2 
SAIL  2005-HE3  MB 
SASC  2005-WF4  MB 
SVHE  2005-4  MB 
ACE  20O5-HE7  M9 
AMSI  200S-R11  M9 
ARSI  2005-W2  M9 
BSABS  200S-HE11  M8 
CWL  2005-BC5  B 
FFML  2005-FF12  B3 
GSAMP  20O5-HE4  B3 
HEAT  2005-8  81 
JPMAC  2005-OPT1  M9 
LBMLT  2005-WL2  M9 
MABS  2005-NC2  M9 
MLMI  2005-AR1  B3 
MSAC  2005-HE5  B3 
NCHET  2005-4  M9 
RAMP  200S-EFC4  M9 
RASC2005-KS11  M9 
SABR  2005-HEI  63 
SAIL  20O5-HE3  M9 
SASC  200S-WF4  M9 
SVHE  2005-4  M9 
ACE  2006-NC1  MB 
ARSI  2006-W1  M8 
BSABS  200B-HE3  M8 
CARR  2008-NC1  MB 
CWL  2008-8  MS 
FFML  2008-FF4  MS 
GSAMP  200S-HE3  MB 
HEAT  2008-4  MS 


Isauar 


ACE  2005-HE7 
AMSI20OS-R11 
ARSI  2005-W2 
'  BSABS  2005-HE1 1 
CWL  2005-BCS 
FFML20O5-FF12 
GSAMP  2005-HE4 
HEAT  2005-8 
JPMAC  2005-OPT1 
LBMLT  2O0S-WL2 
MABS  2005-NC2 
MLMI  2005-AR1 
MSAC20OS-HE5 
NCHET  2005-4 
RAMP  2005-EFC4 
RASC2005-KS11 
SABR  20O5-HE1 
SAIL  200S-HE3 
SASC  200S-WF4 
SVHE  2005-4 
ACE  2005-HE7 
AMSI2005-R11 
ARSI  2O05-W2 
BSABS  2005-HE1 1 
CWL  200S-BC5 
FFML2005-FF12 
GSAMP  2005-HE4 
HEAT  20O5-8 
JPMAC  2005-OPT1 
LBMLT  2005-WU 
MABS  200S-NC2 
MLMI  2005-AR1 
MSAC2005-HE5 
NCHET  2005-4 
RAMP  2005-EFC4 
RASC20O5-KS11 
SABR  2005-HE1 
SAIL  2005-HE3 
SASC2005-WF4 
SVHE  2005-4 
ACE  2005-NC1 
ARSI  2008-W1 
BSABS  2008-HE3 
CARR  2006-NC1 
CWL2008-B 
FFML  2006-FF4 
GSAMP  200S-HE3 
HEAT20O6-4 


Reference  Portfolio 


Original  Face 


Total  Deal  Par 


15.000.000 

1.0000 

15.000.000 

15.000.000 

1.0000 

15.000.000 

15.000.000 

1.0000 

15,000.000 

15.000.000 

1.0000 

15.000.000 

is.ooo.ooo 

1.0000 

15.000.000 

15.000.000 

1.0000 

15.000.000 

15.000.000 

1.0000 

15.000.000 

15.000.000 

1.0000 

15.000.000 

15.000.000 

1.0000 

15.000.000 

15.000.000 

1.0000 

15.000.000 

IS.OOO.OOO 

1.0000 

15.000.000 

15.000.000 

1.0000 

15.000.000 

15.000.000 

1.0000 

15.000.000 

15.000.000 

1.0000 

15.000.000 

15.000.000 

1.0000 

15.000.000 

15.000.000 

1.0000 

IS.OOO.OOO 

15.000.000 

1.0000 

15.000,000 

15.000.000 

1.0000 

15.000.000 

15.000.000 

i.oooo 

15.000.000 

15.000.000 

1.0000 

15.000.000 

15.000.000 

1.0000 

15.000.000 

15.000.000 

1.0000 

IS.OOO.OOO 

15.000.000 

1.0000 

15.000.000 

15.000.000 

1.0000 

15.000.000 

15.000.000 

1.0000 

15.000.000 

15.000.000 

1.0000 

IS.OOO.OOO 

15,000,000 

1.0000 

15.000.000 

15.000.000 

1.0000 

15.000.000 

15.000.000 

1.0000 

15.000.000 

15.000.000 

1.0000 

15.000.000 

15.000.000 

1.0000 

15,000,000 

IS.OOO.OOO 

1.0000 

15.000,000 

15.000.000 

i.oooo 

IS.OOO.OOO 

15,000.000 

1.0000 

15.000.000 

15.000.000 

1.0000 

15.000.000 

15.000.000 

1.0000 

15.000.000 

15.000.000 

1.0000 

15.000.000 

15.000.000 

i.oooo 

15.000.000 

1S.000.000 

1.0000 

15.000.000 

15.000.000 

1.0000 

15.000.000 

15.000.000 

1.0000 

IS.OOO.OOO 

15.000.000 

1.0000 

15.000.000 

i5.roo.ooo 

1.0000 

15.000.000 

15.000.000 

1.0000 

1S.0O0.OO0 

15.000,000 

1.0000 

15.000.000 

15.000.000 

1.0000 

15,000,000 

15.000.000 

1.0000 

15.000,000 

15.000.000 

1.0000 

15.000.000 

1.797.611.489 
1.830.242.361 
2,750,000.000 
641.048.174 
949.999.828 
1.965.157.627 
1.465.342.417 
1.500.000. 100 
1.510.095.312 
2.755.716.668 
902.787.580 
1,108.279,648 
1.486.749.917 
2.080.229.977 
733.092.475 
1,380.000,196 
1,240,138.788 
2,370,277,347 
1.962.205.522 
SS2.999.999 
1,797.611.469 
1.830.242.381 
2,750.000.000 
641,048.174 
949.999.828 
1.965.157.627 
1.465.342,417 
1,500.000.100 
1.510.095.312 
2,755.716.668 
902,787.560 
1.108.279.648 
1.488.749.917 
2,080,229.977 
733,092.475 
1.380,000.196 
.1.240,138.788 
2.370.277.347 
1,982.205.522 
882.999.999 
1.324.285.728 
2,266.736.540 
793.431.580 
1.441.051.750 
1.999.999.998 
1.524.816,744 
1.596.286.271 
1.800.000.100 


Tranche  Par 


21.571.000 
15.560.000 
27.500,000 
8,334.000 
11.400.000 
21.616.000 
18.318.000 
15.000.000 
18.876,000 
28.935.000 
6.576.000 
10.528.000 
19.333.000 
22.900.000 
8.797.000 
16.560,000 
14,925.000 
20,147,000 
14,717.000 
11.921.000 
19.774.000 
14.640.000 
16,500.000 
7.052.000 
11.875.000 
19.651.000 
19.782.000 
12.750.000 
15.101.000 
27.557,000 
9.027.000 
11.082.000 
15.616.000 
22.900.000 
9,164.000 
15.180.000 
14.303.000 
16.962.000 
14.717.000 
10.155.000 
16.553.000 
31.850.000 
11,505.000 
15.852.000 
22.000.000 
18.298.000 
22,348.000 
18.000.000 


Issue  Data 


11(28/2005 
12/20/2005 
9/27/2005 
11/30/2005 
12/26/2005 
12/28/2005 
S/25/200S 
11/1/2005 
7/26/2005 
6/30/2005 
11/29/2005 
9/29(2003 
10/28/2005 
8/17/2005 
9/29/2005 
11/29/2005 
11/30/2005 
8/30/2005 
11/23/2005 
12/21/2005 
11/28/2005 
12/20/2005 
9/27/2005 
11Z30/20DS 
12/28/2005 
12/28/2005 
8/25/2005 
11/1/2005 
7/26/2005     ' 
S/30/2005 
11/29/2005 
9/29/2005 
10/26/2005 
8/17/2005 
9/29/2005 
11/29/2005 
11/30/2005 
BOO/2005 
11/23/2005 
12/21/2005 
1/30/20OB 
2/7/2006 
3/30/2006 
2/8/2008 
6/28/2006 
300/2006 
5/26/2008 
5/1/2006 


synthstic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  spnl 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  spnl 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
syndetic  spnl 
synthetic  sprd 
synthetic  sprd 
synthetic  spnj 
synthetic  sprd 
synthetic  spnl 
synthetic  spnl 
synthetic  spnl 
synthetic  sprd 
synthetic  sprd 
synthetic  spnl 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthstic  sprd 
synthetic  spnl 
synthetic  sprd 
synthetic  spnl 
synthetic  sprd 
synthstic  sprd 
synthetic  sprd 
synthstic  spnl 
synthstic  spnl 
synthstic  sprd 
synthstic  sprd 


APPENDIX  B 


Coupon  |ndu         -I  CoupwvmarBta 


Maturity 


1.300% 

11/25/2035 

1.300% 

1  (25/2036 

1.300% 

10(2572035 

1.300% 

11/25/2035 

1.300% 

4/25(2036 

1.300% 

11(25/2038 

1.300% 

6725(2035 

1.300% 

2050036 

1.300% 

6/25/203S 

1.300% 

6/25/2035 

1.300% 

11/25/2033 

1.300% 

9/25/2038 

1.300% 

9/253035 

1.300% 

9/25/2035 

1.300% 

9(25/2035 

1.300% 

12(250035 

1.300% 

10/25/2035 

1.300% 

8/25/2035 

1.300% 

11/25/2035 

1.300% 

305(2036 

2.450% 

11(25/2035 

2.450% 

1/25/2038 

2.450% 

10/25/2035 

2.450% 

11/25/2035 

2.450% 

1/25(2038 

2.450% 

11/25/2036 

2.450% 

8/25/2035 

2.450% 

2/25/2038 

2.450% 

67250035 

2.450% 

605(2035 

2.450% 

11O5/203S 

2.450% 

605/2036 

2.450% 

9OSO03S 

2.450% 

9050035 

2.450% 

9050035 

2.450% 

12OSO03S 

2.450% 

10/250035 

2.450% 

BO5O03S 

2.450% 

11050035 

2.450% 

3O5O036 

1.450% 

12050035 

1.450% 

3050036 

1.450% 

4050039 

1.450% 

1050036 

1.450% 

1  (250046 

1.450% 

3050038 

1.450% 

57250036 

1.450% 

8050036 

B-l 
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CUSIP 


Name 


46626LFV? 
S42514RV8 
57843LrJP7 
59020U3N3 
61749KAP0 
6174S1FD6 
75156TAL4 
76113ABT7 
81375WJN7 
663S0WAM4 
B6360LAM8 
83612CAN9 
004421VC4 
040104RR4 
O7387UJA0 
144531FG0 
045427AN1 
3B2334GJ7 
36244  KAPO 
43708 4VZ6 
46826LFW5 
542514RW8 
S7643LNQ5 
59020U3O6 
61749KA06 
617451FE4 
75156TAM2 
76I13ABU4 
01375WJP2 
B6360WAN2 
B6360LAN6 
83612CAP4 
04S41GTS1 
04544PAN9 
126673L75 
03O72SA82 
144S3EAM4 
t26670BC1 
32027NUT6 
35729PPJ3 
35729PQF0 
36234 15A3 
40430KAP6 
4662SRANS 
46B26LGP9 
61744CYJ1B 
643S2VPG0 
66987WCU9 
6698BVAM0 
6B402CAN4 
69121PDP5 
75406AAL3 
81375WDJ2 
8137SWCX2 
863S9B6K2 


JPMAC  2006-FRE1  MB 
LBMLT  2006-1  MB 
MASS  2006-NC1  MS 
MLMI  2006-HE1  B2A 
MSAC  2006-WMC2  B2 
MSC  2006-HE2  B2 
RAMP  2O06-NCZ  MB 
RASC  2006-KS3  M6 
SABR  2006-OP1  B2 
SAIL  2006-4  M7 
SASC  2006-WF2  MB 
SVHE  2006-OPT5  MB 
ACE  2006-NC1  M9 
ARSI  2006-W1  MS 
BSABS  2006-HE3  M9 
CARR  2006-NCI  M9 
CWl  2006-8  M9 
FFML  2006-FF4  Bl 
GSAMP  2006-HE3  M9 
HEAT  2008-4  81 
JPMAC  2006-FRE1  M9 
LBMUT  2006-1  M9 
MABS  2006-NCI  M9 
MLMI2006-HE1B3A 
MSAC  200S-WUC2  B3 
MSC  2006-HE2  B3 
RAMP  2006-NC2  M9 
RASC  2006-KS3  M9 
SABR  200B-OP1  BS 
SAIL  2006-4  MS 
SASC  2006-WF2  M9 
SVHE  2006-OPT5  M9 
ABSHE  2005-HEB  M8 
ABSHE  2006-HES  MB 
AMI!  200S-2  MB 
AMSI  2005-R3  MB 
CARR  2008-RFC1  MS 
CWL  2005-10  MVB 
FFML  2005-FF7  MB 
FHLT  2006-1  M7 
FHLT  2006-2  M7 
GSAMP  2006-HE1  MB 
HASC  2006-OPT4  M7 
JPMAC  2006-ACC1  M8 
JPMAC  2006-HE1  MB 
MSHEL  2006-2  B2 
NCHET  2005-C  M8 
NHEL  2005-2  MB 
NHEL  2006-2  M7 
OOMLT  2006-2  M8 
OWN1T  2006-2  B2 
RASC  2006-EMX2  MB 
SABR  2005-6C1  B2 
SABR  2005-OP1  B2 
SASC  2005-WMC1  M4 


Issuer 


JPMAC  20OB-FRE1 
LBMLT  2006-1 
MABS  200B-NC1 
MLM1  200B-HE1 
MSAC  2006-WMC2 
MSC  2006-HE2 
RAMP  2008-NC2 
RASC  2006-KS3 
SABR2006-OP1 
SAIL  2006-4 
SASC  2006-WF2 
SVHE  200B-OPT5 
ACE  2006-NCI 
ARSI  2006-W1 
BSABS  2006-HE3 
CARR  2006-NC1 
CWl  2006-8 
FFML  2006-FF4 
GSAMP  2006-HE3 
HEAT  2006-4 
JPMAC  20O6-FRE1 
L8MLT  2006-1 
MABS  2006-NCI 
MUUI2006-HE1 
MSAC  20OB-WMC2 
MSC200B-HE2 
RAMP  200S-NC2 
RASC  2006-KS3 
3ABR  2008-OP1 
SAIL  2006-4 
SASC  2006-WF2 
.    SVHE  2006-OPT5 
ABSHE  2005-HEB 
ABSHE  2O06-HE5 
AM1T  2005-2 
AMSI  2005-R3 
CARR  200S-RFC1 
CVfl.  2005-10 
FFML  2005-FF7 
FHLT  2006-1 
FHLT  2006-2 
GSAMP  2006-HE1 
HASC  200B-OPT4 
JPMAC  2006-ACC1 
JPMAC  20O6-HE1 
MSHEL  2006-2 
NCHET  2005-C 
NHEL  2005-2 
NHEL  2006-2 
OOMLT  2006-2 
OWNIT  2006-2 
RASC  2005-EMX2 
SABR  2005-EC1 
SABR  20DS-OP1 
SASC  2005-WMC1 


Original  Face 


Factor 


15.000,000 

15.000.000 

15.000.000 

15.000.000 

15.000.000 

15.000.000 

15.000.000 

15.000.000 

15.000.000 

15.000.000 

1S.OO0.000 

15.000.000 

15.000.000 

15,000.000 

15.000.000 

15.000.000 

15.000.000 

15.000.000 

15.000.000 

15.000.000' 

15.000.000 

15.000.000 

15.000.000 

15.000.000 

15.000.000 

15.000.000 

15.000.000 

15.000.000 

15.000.000 

15.000.000 

15.000.000 

15.000.000 

13.000.000 

13.000.000 

13,000.000 

13.000.000 

13.000.000 

13.000.000 

13,000,000 

13.000.000 

13.000.000 

13.000.000 

13.000.000 

13,000.000 

13.000,000 

13.000.000 

13.000.000 

13,000.000 

13.000.000 

13.000.000 

13.000.000 

13.000.000 

13.000.000 

13.000,000 

13.000.000 


1.0000 
1.0000 
1.0000 

1.0000 

1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 

t.oooo 

1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 

1.0000 

1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 


Currant  Faea 


15.000.000 

15.000.000 

15.000.000 

15.000.000 

15.000.000 

15.000.000 

15.000.000 

15.000.000 

15.000.000 

15.000.000 

15,000.000 

15.000.000 

15.000.000 

15,000.000 

15.000.000 

15.000.000 

15.000.000 

15.000,000 

15.000.000 

15.000.000 

15.000.000 

15,000.000 

15.000.000 

15.000.000 

15.000.000 

15.000.000 

15.000,000 

15.000.000 

15.000.000 

15.000,000 

15.000,000 

15.000.000 

13.000.000 

13.000.000 

13.000.000 

13.000.000 

13.000.000 

13.000.000 

13.000.000 

13.000.000 

13.000.000 

13.000.000 

13.000.000 

13.000.000 

13.000.000 

13.000.000 

13.000.000 

13.000.000 

13.000.000 

13.000.000 

13,000.000 

13.000.000 

13.000.000 

13.000.000 

13.000,000 


Total  0«al  Par 


1.011.142.020 
2.499.990.025 
915.168.720 
761.325.635 
2.602.987.0B3 
2.268.849.639 
760.001.320 
1.150,000.002 
1.259.700.972 
2.446.422.284 
1.299.190.814 
3.100.000.000 
1.324.26S.728 
2.266.736.540 
793.431.580 
1.441.051.750 
1.999.999.998 
1 ,524.816,744 
1.596.286.271 
1.600.000.100 
1.011.142.920 
2.499.990.025 
915.168.720 
78 1.325.635 
2,602. 987 .083 
2,266,849,839 
760.001,320 
1.150.000.002 
1.239.700.972 
2.446.422.264 
1.299.190.814 
3.1 00.000.000 
1.500.817.890 
914.255.803 
1.158.340,680 
2.000.000.163 
768.451.036 
500.000.000 
693.997.514 
1.009.BB2.562 
983.091.365 
962.520.955 
959.655.418 
718.064,802 
619,359.045 
996.245,245 
1,994,77B.8B2 
1. 800.000.000 
1.021.102.080 
1. 499,998.978 
585.992,346 
570.000.007 
358.007.813 
1.319.193.830 
335.067.032 


Trench*  Par 


14.174,000 
25.000.000 
11.897,000 
6.251.000 
27,331.000 
29.469.000 
7.600.000 
12,650.000 
11.337.000 
19,571,000 
12.342.000 
38.750.000 
13.243.000 
22.750,000 
9.124.000 
14.410.000 
17.000.000 
12.861.000 
19.156.000 
11.200.000 
11.136.000 
20.000.000 
7,778.000 
5.079.000 
26.030.000 
23.602.000 
7.600.000 
11.500,000 
12,397,000 
18,348,000 
10.169.000 
34.100.000 
15.759.000 
9.6BS.000 
14.479.000 
10.000.000 
10.758.000 
6.000.000 
10.728.000 
13.635.000 
13,272.000 
13,529.000 
13.435.000 
7,540,000 
7.123,000 
14,446.000 
23.034.000 
13.500.000 
6.127,000 
12.000.000 
9.S81.O0O 
B.550.000 
3.580.000 
11.213.000 
8.544.000 


IsaiMData 


1/2772006 
2/7/2006 
2/24/2006 
2/7/2008 
6/2B/2008 
4/26/2006 
3/2/2006 
3/29/2008 
1/26/2006 
6/30/2006 
6/30/2008 
6/19/2006 
1/3O/20OB 
2/7/2006 
3/3O/20O8 
2/8/2006 
8/28/2006 
3/30/2006 
5/26/2006 
5/1/2006 
1/27/2006 
2/7/2006 
2/24/2006 
2/7/2006 
6/28/2008 
4/28/2006 
3/2/2006 
3/29/2006 
1/20/2000 
6/30/2006 
6/30/2008 
6/19/2006 
8/4/2005 
7/18(2008 
501/2005 
407/2005 
5/24/2008 
9/20/2005 
8/26/2005 
4/1 3/2006 
4/28/2006 
2/17/2006 
4/28/2008 
60/2006 
2/28/2008 
3/30/2006 
12/8/20DS 
507/2005 
6/150006 
6090006 
3/8/2008 
2030006 
3/30O005 
3O4O00S 
3/1 1O005 


Coupon Indo* 


synthetic  spid 
synthetic  sprd 
synthetic  sprd 
synthetic  aprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprri 
synthetic  sprd 
synthetic  sprd 
synthetic  spit) 
synthetic  sprd 
synthetic  BprrJ 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  aprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  aprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprri 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 


Coiipon/Mardln 


Maturity 


1.450% 

5050035 

1.450% 

2O5O036 

1.450% 

105/2036 

1.450% 

12050036 

1.450% 

7O5O036 

1.450% 

3050036 

1.450% 

2O5O036 

1.450% 

4O5O038 

1.450% 

10/250035 

1.450% 

7050038 

1.450% 

7050036 

1.450% 

7050038 

2.650% 

12OSO035 

2.650% 

3050038 

2.850% 

4O5O038 

2.650% 

1OSO036 

2.650% 

1O5O046 

2.650% 

,3050038 

2.650% 

5050038 

2.650% 

8050038 

2.650% 

SO5O035 

2.850% 

2050038 

2.850% 

1050038 

2.650% 

12O5O036 

2.650% 

7050038 

2.650% 

3050038 

2.650% 

2050038 

2.650% 

4050038 

2.650% 

10/25/2035 

2.850% 

7/25/2038 

2.650% 

7050038 

2.650% 

7050036 

1.150% 

705/2035 

1.150% 

7/25/2036 

•  1.150% 

7050035 

1.150% 

SO  572035 

1.150% 

S0SO03S 

1.150% 

2OSO036 

1.150% 

7O5O035 

1.150% 

4050038 

1.150% 

2OSO038 

1.150% 

1OSO038 

1.150% 

3050036 

1.150% 

5OSO035 

1.150% 

1050038 

1.150% 

2050038 

1.150% 

12OSO035 

1.150% 

10050035 

1.150% 

6725/2038 

1.150% 

7050038 

1.150% 

1050037 

1.150% 

2O5O03S 

1.150% 

1050035 

1.150% 

1O5O03S 

1.150% 

1O5O035 
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CUSIP 


Name 


S0SS84SK8 
64751PKL2 
04S41GRC8 
00437NAN2 
004421XO1 
03072SMBS 
0738795K0 
O7387UBE0 
I4453FAN9 
12498QAN8 
17307GUZ9 
126873J94 
29445FCW6 
863590BT3 
320278AN4 
3S729PKE9 
31659TFJ9 
31659EANS 
36791 0AN6 
382463AP6 
46829BBB4 
68389FKZ6 
73316PKB5 
76112BVXS 
76110W2O8 
32027GAP1 
83B11MMU9 
9497EUAR8 
75156UAM9 
36242D4C4 
382341CZ0 
36242DWY5 
362334CB8 
362348AJ3 
362381AK1 
3S298YAJ9 
3822S6AL3 


SAST  200M  B2 
SURF  2006-BC1  B2A 
ABSHE  2005-HE3  MS 
ACCR  2006-2  M9 
ACE  2006-ASP2  M9 
AMSI  2005-R6  M9 
BSA8S  2005-EC1  MB 
BSABS  200S-PC1  M8 
CARR  2006-NC2  M9 
CBASS  2008-CB4  B3 
CMLTI  2005-OPT4  M9 
ECR  200S-2  B 
EMLT  200S-1  M9 
FFML  2005-FF3  M9 
FFML  20O6-FF8  M9 
FHLT2005-BMIO 
FMIC  2008-1  M9 
FMIC  2008-2  M9 
GEWMC  2005-1  B3 
GSAMP  2006-NC2  M9 
JPMAC  2006-CW2  MV9 
OOVU.T  2008-1  M9 
POPLR  2006-A  M8 
RAMP  2005-EFC2  M9 
RASC  2005-EMX2  M9 
FFML  200B-FF12  M9 
SVHE  2006-OPT2  MB 
WFHET  2006-1  M9 
RAMP  2006.RZ3  M9 
GSAA  20D5-6  82 
GSAA  2005-8  B2 
GSAA  2005-3  B3 
GSAA  08-3  83 
GSAA  06-8  81 
GSAA  08-12  B2 
GSAA  06-14  B1 
GSAA  06-16  32 


Iwuer 


SAST  2005-2 
SURF  2006-BC1 
ABSHE  2005-HE3 
ACCR  2008-2 
ACE  200S-ASP2 
AMSI  2005-RB 
BSABS  2005-EC1 
BSABS  2006-PC1 
CARR  20OS-NC2 
CBASS  2006-CB4 
CMLTI  2005-OPT4 
ECR  2005-2 
EMLT  2005-1 
FFML  2005-FF3 
.  FFML2006-FF8 
FHLT  2005-B 
FMIC  2008-1 
FMIC  2006-2 
GEWMC  2005-1 
GSAMP  2006-NC2 
JPMAC  2006-CW2 
OOMLT  2006-1 
POPLR  2006-A 
RAMP  200S-EFC2 
RASC  200S-EMX2 
FFML2006-FF12 
SVHE  2006-OPT2 
WFHET  2006-1 
RAMP  2D06.RZ2 
GSAA  2005-6 
GSAA  2005-8 
GSAA  2005-3 
GSAA  06-3 
GSAA  06-8 
GSAA  08-12 
GSAA  06-14 
GSAA  06-16 


Origin*!  Fics 


Factor 


Current  Face 


13.000.000 

13.000.000 

13.000.000 

13.000.000 

13.000,000 

13.000.000 

13.000.000 

13.000.000 

13.000.000 

13.000.000 

13.000.000 

13.000.000 

13.000.000 

13.000.000 

13.000.000 

13.000.000 

13.000.000 

13.000.000 

13.000.000 

13.000.000 

13.000.000 

13.000.000 

13.000.000 

13.000.000 

13.000.000 

13.000.000 

13.000.000 

13.000.000 

13.000.000 

15.500.000 

15.500.000 

15.500,000 

15.500.000 

15.500.000 

15.500.000 

15.500.000 

15,500.000 


Total  Do*l  Par 


1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 

1.0000 

1.0000 

i.oooo 

1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 

i.oooo 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000  . 

1.0000 

1.0000 

1.0000..- 

1.0000 

1.0000 


13.000.000 
13,000.000 
13.000.000 
13.000.000 
13.000.000 
13,000.000 
13.000.000 
13.000.000 
13.000.000 
13.000.000 
13.000.000 
13,000.000 
13.000.000 
13.000.000 
13.000.000 
13.000.000 
13.000.000 
13.000.000 
13.000.000 
13.000.000 
13.000.000 
13.000,000 
13.000.000 
13.000.000 
13.000.000 
13.000.000 
13.000.000 
13.000.000 
13.000.000 
15.500.000 
15.500.000 
15.500.000 
15.500.000 
15.500.000- 
.     15.500.000 
15.500.000 
15,500.000 


980.000.000 

1. 500.000,388 

783.876.981 

1.400,000.000 

681.788.074 

1,416.191,359 

704.187,774 

480.1 19.392 

941.444.617 

520.639.704 

S67.048.14a 

1,400.041,523 

767.546.571 

770.270.704 

647.664.524 

982.866.992 

933.000.000 

600.000.000 

1,D27,816.852 

881.499.701 

349.984.974 

3.021.905.085 

330.002.299 

702.518.131 

641.955.158 

1.049.649.742 

1.600.000.000 

1.098.234,530 

374.801,739 

1.075.395.BB4 

603.8S3.576 

383.549.932 

1,007.563.693 

1.304.794.506 

1.035.238.369 

1.332.768.190 

1.452.206.105 


Tranche  Par 


Issue  Oat* 


9.800.000 
12.000.000 
7.055.000 
21,700.000 
5.618,000 
10.620,000 
8.802.000 
8.241.000 
8.473.000 
5.206.000 
7,776.000 
14.000.000 
7.675.000 
7.703.000 
5.934.000 
13.269.000 
9.330.000 
8.000.000 
11.823.000 
7,052.000 
8.354.000 
25.668.000 
3.300,000 
7,727.000 
6.419.000 
6.823.000 
15.200.000 
5.481.000 
3.375.000 
5.376.000 
3.019.000 
1.918.000 
S.038,000 
7.828.000 
5.177,000 
12,661.000 
7.262.000 


Coupon  Index 


Coupon/Margin 


Maturity 


6/7/2005 
2721/2006 

4/4/2005 
6/29/2006 
3/30/2006 
9/280005 
12/30/2005 
1/30/2006 
6/21/2006 

6/1/2006 

9/9/2005 
5/27/2005 
3/17/2005 

tmnms 

8729/2006 

5/6/2005 

3/23/2006 

7/6/2006 

9/2S/2005 

6729/2006 

6/8/2006 

2/3/2008 

1/31/2008 

7/26/2005 

6/29/2005 

6/30/2006 

4/7/2008 

5/30/2006 

5/50008 

5/27/2005 

6/29/2005 

205/2005 

2/24/2006 

4/28/2006 

7/28/2006 

8/25/2006 

9/3612006 


synthetic  aprd 
synthetic  aprd 
synthetic  aprd 
synthetic  aprd 
synthetic  aprd 
synthetic  sprd 
synthetic  aprd 
synthetic  aprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  aprd 
synthetic  sprd 
synthetic  sprd 
synthetic  aprd 
synthetic  sprd 
synthetic  sprd 
synthetic  aprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 
synthetic  sprd 


1.150% 

10/25/2035 

1.150% 

1205/2036 

2.100% 

4/25/2033 

2.100% 

9050038 

2.100% 

3050036 

2.100% 

10050035 

2.100% 

11050035 

2.100% 

12/25O035 

2.100% 

8050038 

2.100% 

5050036 

2.100% 

7O5/203S 

2.100% 

11050035 

2.100% 

4O5O03S 

2.100% 

4050035 

2.100% 

7050038 

2.100% 

4050035 

2.100% 

5050036 

2.100% 

7OSO038 

2.100% 

10050035 

2.100% 

6050038 

2.100% 

BO5/2038 

2.100% 

1O5O036 

2.100% 

2050038 

2.100% 

7/25O035 

2.100% 

7Q5O035 

2.100% 

9O5O038 

2.100% 

5O5O038 

2.100% 

5OSO038 

2.100% 

5050036 

1.150% 

6/25/2035 

1.150% 

6O5O035 

2.100% 

12050034 

2.100% 

3050036 

1.150% 

SO5O036 

2.100% 

ens/2036 

1.150% 

9050036 

2.100% 

10050036 

Q 
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CD 
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CO 
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CUS1P 


004421UK7 
03072SV85 
040104NL1 
073B793U0 
126S70NM6 
32027NYD7 
362341  KM 
437084QG4 
46628LAM2 
S42SUNJ9 
57643LMX) 
58020UG58 
6I744CU27 
64352VNB3 
761I2BD3I 
76110W7L4 
B137SWOK8 
8635SEXE1 
8635760N1 
B36I1MKM9 
004421 UL5 
03072SV93 
040104NM9 
0738793V8 
126670NN4 
32U7NYES 
362341 KL2 
4370B4QH2 
46626LAN0 
542S14NK6 
57643LMY9 
S9020UG68 
61744CVA1 
64352VNC1 
761128049 
7B110W7M2 
81375WGL4 
863S8EXFB 
863576DP8 
83S11MKN7 
004421VB6 
040104RO6 
073B7UHZ7 
144531FF2 
045427AM3 
362334GC2 
36244  KAN5 
437084VY9 
46626LFV7 
S42514RV8 
57643LNP7 


Namo 


ACE  200S-HE7  MB 
AMSI2005-R11M8 
ARSI 200S-W2  MB 
BSABS200S-HE11M7 
CWL200S-BCSM8 
FFML2005-FF12B2 
GSAMP  2005-HE4  B2 
HEAT  200S-8  MS 
JPMAC  2005-OPT1  MS 
LBMLT  2005-WL2  MB 
MABS  2005-NC2  MB 
MLMI  2005-AR1  B2 
MSAC  2005-HE5  B2 
NCHET  2005-4  MS 
RAMP  2005-EFC4  MB 
RASC2005-KS11M8 
SABR  200S.HE1  B2 
SAIL  2005-HE3  M8 
SASC  200S-WF4  MB 
SVHE  2005-4  M8 
ACE  2005-HE7  M9 
AMSI2005-R11M9 
ARSI2005-W2M9 
BSAB3  2003-HE1 1  MB 
CWL  2005-BC5  B 
FFML  2O05-FF13  B3 
GSAMP  2005-HE4  B3 
HEAT  2005-B  B1 
JPMAC  200S-OPT1  M9 
LBMLT  2005-WL2  M9 
MABS  200S-NC2  M9 
MLMI 2005-AR1  B3 
MSAC  2005-HE5  B3 
NCHET  2005-4  M9 
RAMP  2005-EFC4  M9 
RASC  200S-KS1 1  M9 
SABR  2005-HE1  83 
SAIL  2005-HE3  M9 
SASC  2O05-WF4  M9 
SVHE  2005-4  M9 
ACE  2006-NC1  M8 
ARSI  200S-W1  M8 
BSABS  2006-HE3  MB 
CARR  2006-NC1  MB 
CWL  2006-8  MB 
FFML  2006-FF4  MB 
GSAMP  200B-HE3  MJ 
HEAT  2006-4  MB 
JPMAC  2006-FRE1  MB 
LBMLT  2006-1  MB 
MABS  2006-NC1  MB 


Moody 


Moody* 
Notch 


SAP 
Notch 


Baa2 

Baa2 

Baa2 

Baa2 

Bao2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Saa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Saa2 

Baa3 

8aa3 

Ba»3 

Baal 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

6aa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

8aa3 

Baa3 

Baa2 

Baa2 

Saa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

8aa2 

Baa2 


Baa2 

Baa2 

Baa2 

Boa2 

Baal 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

BaaJ 

Baa2 

8aa2 

Baa2 

Baa2 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

8aa3 

Baa3 

Baa3 

Baa3 

Baa3  ' 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 


BBB 
BBS* 
BBB* 
BBS* 
A- 
BBB 
BBB* 
A* 

A- 
BB8* 
BBB 
BBB* 

A 
BBB* 
BBB* 
BBB 
BBB* 
BBB* 
BBB* 
BBB* 
6BB- 
BBB 
BBB 
BBB 
BBB* 


BBS* 
BBB 
BBB- 
BBB 
BBB* 
BBB 
BBB 


BBB* 
BBB 
BBB* 
BBB 

A- 

A- 
BBB* 
BBB 


BBB* 
BBB* 
BBB* 

A- 
BBB 
BBB* 

A* 

A- 
BBB* 
BBB 
BBB* 

A 
BBB* 
BBB* 


BBB* 
BBB* 
BBB* 
BBB- 
BBB 
BBB 


BBB- 
BBB 


BBB- 
BBB 


BBB* 
BBB* 


A- 

A- 
BBB* 
BBB 

A- 
BB8* 


AaaatTypa 


Avfl  Ufa 


Senrtcor 


RMBS  Midprime 
RMBS  Subprime 
RMBS  Subprime 
RMBS  Mldprime 
RMBS  Subprime 
RMBS  Mldprime 
RMBS  Midprime 
RMBS  Midprime 
RMBS  Subprime 
RMBS  Mldprime 
RMBS  Mldprime 
RMBS  Mldprime 
RMBS  Mldprime 
RMBS  Midprtme 
RMBS  Midprime 
RM8S  Subprime 
RMBS  Mldprime 
RMBS  Midprime 
RMBS  Subprime 
RMBS  Midprime 
RMBS  Midprime 
RMBS  Subprime 
RM8S  Subprime 
RMBS  Midprime 
RM8S  Subprime 
RMBS  Mldprime 
RMBS  Midprime 
RMBS  Midprime 
RMBS  Subprime 
RMBS  Midprime 

RMBS  Mldprime 
RMBS  Mldprime 
RMBS  Midprime 
RMBS  Midprime 
RMBS  Midprime 
RMBS  Subprime 
RMBS  Midprime 
RMBS  Midprime 
RMBS  Subprime 
RMBS  Midprime 
RMBS  Mldprime 
RMBS  Subprime 
RMBS  Subprime 
RMBS  Midprime 
RMBS  Subprime 
RMBS  Midprime 
RMBS  Midprime 
RMBS  Subprime 
RMBS  Midprime 
RMBS  Mldprime 
RMBS  Midprime 


B-4 


4.30  Litton  Loan  SarvietnQ  LP 

4.30  Ameriquest  Mortgage  Company 

4.01  Ameriquest  Mortgage  Company 
4.19  EMC  Mortgage  Corporation 

4.03  Countrywide  Home  Loans  Servicing  LP    . 

4.61  National  City  Home  Loan  Services,  Inc. 

3.87  JP  Morgan  Chase  Bank.  N.A. 

4.21  Select  Portfolio  Servicing 

3.60  Option  One  Mortgage  Corporation 

3.93  Long  Beach  Mortgage  Company 

4.37  Ocwen  Loan  Servicing.  LLC 
3.72  Wiishlre  Credit  Corporation 

4.02  Countrywide  Home  Loans  Servicing  LP 
3.92  New  Century  Mortgage  Corporation 
4.29  Residential  Funding  Corporation 

4.38  Residential  Funding  Corporation 

4.12  Countrywide  HomeLoana  Servicing  LP-  and  HomEq  Servicing  Corporation 

3.97  Option  One  Mortgage  Corporation 

4  32  Weils  Fargo  Bank.  NA 

4.25  Countrywide  Home  Loans  Servicing  LP.  JPMorgan  Chaw  Bank  NA.  National  City  Home  Loan  Services.  Inc. 

4.29  Utton  Loan  Servicing  LP 

4.30  Ameriquast  Mortgage  Company 

4.00  Ameriquost  Mortgage  Company 
4.19  EMC  Mortgage  Corporation 

4.02  Countrywide  Home  Loam  Servicing  LP 

4.Q1  National  City  Home  Loan  Services,  inc. 

3.87  JP  Morgan  Chase  Bank,  NA. 

4.21  Select  Portfolio  Servicing 

3.58  Option  One  Mortgage  Corporation 

3.92  Long  Beach  Mortgage  Company 

4.37  Ocwen  Loan  Servicing.  LLC 
3.72  VWshire  Credit  Corporation 

4.01  Countrywide  Home  Loans  Servicing  LP 
3.92  New  Century  Mortgage  Corporation 
4JZ9  Residential  Funding  Corporation 

4.38  Residential  Funding  Corporation 

4.12  Countrywide  HomeLoana  Servicing  LP  and  HomEq  Servicing  Corporation 

3.95  Option  One  Mortgage  Corporation 

4  31  Wells  Fargo  Bank,  NA 

4.25  Countrywide  Home  Loam  Servicing  LP.  JPMorgan  Chase  Bank  N  A.  National  City  Home  Loan  Services.  Inc. 

4.39  Saxon  Mortgage  Services,  inc. 
4.47  Ameriquest  Mortgage  Company 

4.56  Walls  Fargo  Bank.  NA 

4.57  New  Century  Mortgage  Corporation 
4.99  Countrywide  Home  Loans  Servicing  LP 
4.72  National  City  Home  Loan  Services,  Inc. 
4.79  Litton  Loan  Servicing  LP 

4.68  Wells  Fargo  Bank,  N  A 

4.35  JP  Morgan  Chase  Bank,  N  A 

4.55  Washington  Mutual  Bank 

4.46  Wells  Fargo  Bank,  NA 
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CUSIP 


Name 


Moody 


Moody* 
Motch 


SAP 


SS.P 
Notch 


AajelTVpd 


A»qUf» 


Servicer' 


Q 

Ui 

m 
6 

CD 
K) 

CO 

cn 

00 


59020U3N3 
61749KAP8 
6174S1FD6 
75156TAL4 
78113ABT7 
B1375WJN7 
86360WAM4 
863601AM8 
B3812CAN9 
004421VC4 
040I04RR4 
07387UJA0 
144531FG0 
045427AN1 
362334GJ7 
36244KAP0 
437084VZ6 
46626LFW5 
542514RW8. 
57643LNQ5 
59020U3Q8 
81 749KAQS 
617451FE4 
75156TAM2 
76113ABU4 
8I375WJP2 
86360WAN2 
663S0LAN6 
83612CAP4 
04541GTS1 
04544PAN9 
126673L75 
03O72SA62 
14453EAM4 
126670BC1 
32027NUT6 
35729PPJ3 
35729PQF0 
3SZ3415A3 
40430KAP6 
46628RAN5 
46626LGP9 
61744CVX8 
B4352VPG0 
66987WCU9 
669S8VAM0 
SB402CAN4 
6912IPOP5 
75406AAL3 
61375WDJ2 
81375WCX2 
B63S9B6K2 
805S64SK8 


MLMI  2006-HE1  B2A 
MSAC  2006-WMC2  B2 
MSC  2006-HE2  B2 
RAMP  2006-NC2  M8 
RASC  200S-KS3  M8 
SABR  2006-OP1  B2 
SAIL  2006-4  M7 
SASC  20OS-WF2  MB 
SVHE  2008OPT5  MB 
ACE  200B-NC1  M9 
ARSI 2006-W1  M9 
BSABS  2006-HE3  MS 
CARR  200B-NC1  M9 
CWL2006-8M9 
FFMl  2008-FF4  B1 
GSAMP  200S-HE3  M9 
HEAT  200B-4  B1 
JPMAC  2006-FRE1  MB 
LBMLT  2006-1  M9 
MA8S  2008-NC1  M9 
MLMI2008-HE1B3A 
MSAC  2006-WMC2  B3 
MSC  2006-HE2  B3 
RAMP  200S-NC2  M9 
RASC  2006-KS3  M9 
SABR  2008-OP1  B3 
SAIL  2006-4  MB 
SASC  2006-WF2  M9 
SVHE  2006-OPT5  M9 
ABSHE  200S-HE6  MB 
ABSHE  200B-HE5  M8 
AMIT  200S-2  M8 
AMSI  200S-R3  M8 
CARR  200S-RFC1  MS 
CWL  2005-10  MV8 
FFML2005-FF7M8 
FHLT  2006-1  M7 
FHLT  2006-2  M7 
GSAMP  200S-HE1  M8 
HASC  2006-OPT4  M7 
JPMAC  2008-ACC1  M8 
JPMAC  2006-HE1  MB 
MSHEL  2006-2  82 
NCHET  2005-C  MB 
NHEL  20OS-2  MS 
NH6L  2006-2  M7 
OOMLT  2008-2  M8 
OWNIT  2006-2  B2 
RASC  2006-EMX2  MB 
SABR  200S-EC1  B2 
SABR  2005-OP1  B2 
SASC  2005-WMC1  M4 
SAST  200S-2  B2 


a«»2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa3 

8aa3 

8aa3 

Baa3 

Baa3 

Bas3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

8aa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa2 

Baa2 

Baa2 

Baal 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 


Baa2 

8aa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

3aa2 

Baa3 

Baa3 

Ba83 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baal 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 

Baa2 


BBS* 
BBB 
BBB* 
BBB 
A- 
BBB* 
BBB 
8BB 
BBB 
BBB* 
BBB* 
BBB- 
BBB* 
BBB- 
BBB* 
BBB* 
BBB 
B8B- 
BBB* 
888 
888* 
6BB- 
BBB 
BBS- 
BBB* 
BBB 
8BB- 
BBB- 
BB8- 
BBB 
BBB 

A 
BBB 


BBB* 

BBB* 

BBB* 

A- 

BBB 

BBB 

BBB 

BBB* 

BBB* 

BBB* 

A 

BBB 

A- 

A- 

888* 

BBB 

BBB 

BBB 


BBB* 

BBB 

BBB* 

BBB 

A- 

BBB* 

BBB 

BBB 

B88 

BBB* 

BBB* 

BBB- 

BBB* 

BBB- 

BBB* 

BBB* 

BBB 

BBB- 

BBB* 

8BB 

BBB* 

BBB- 

BBB 

BBB- 

BBB* 

BBB 

BBB- 

BBB- 

BBB- 

BB8 

BBB 

A 

BBB 
A 
BBB 
BBB* 
8BB* 
BBB* 
A- 
BBB 
BBB 
BBB 


BBB 
BBB 


RMBS  Midprime 
RMBS  Midprime 
RMBS  Midprime 
RMBS  Midprime 
RMBS  SuDprima 
RMBS  Subprime 
RMBS  Subpilmo 
RMBS  Subprime 
RMBS  Subptlma 
RMBS  Midprime 
RMBS  Subprime 
RMBS  Subprime 
RMBS  Midprime 
RMBS  Subprime 
RMBS  Midprime 
RMBS  Midprime 
RMBS  Subprime 
RMBS  Midprime 
RMBS  Midprime 
RMBS  Midprime 
RMBS  Midprime 
RMBS  Midprime 
RMBS  Midprime 
RMBS  Midprime 
RMBS  Subprime 
RMBS  Subprime 
RMBS  Subprime 
RMBS  Subprime 
RMBS  Subprime 
RMBS  Subprime 
RMBS  Subprime 
RMBS  Subprime 
RMBS  Subprime 
RMBS  Subprime 
RMBS  Subprime 
RMBS  Midprime 
RMBS  Subprime 
RMBS  Midprime 
RMBS  Midprime 
RMBS  Subprime 
RMBS  Subprime 
RMBS  Midprime 
RMBS  Midprime 
RMBS  Subprime 
RM8S  Midprime 
RMBS  Subprime 
RMBS  Subprime 
RMBS  Midprime 
RMBS  Subprime 
RMBS  Subprime 
RMBS  Subprime 
RMBS  Midprime 
RMBS  Subprime 

B-5 


4.47  Witahlro  Credit  Corporation 

4.96  Wells  Fargo  Bank,  NA 

4.93  Wells  Fargo  Bank,  NA 

4.56  Residential  Funding  Corporation 
4.68  Residential  Funding  Corporation 
4.17  Option  One  Mortgage  Corporation 
4.05  Option  One  Mortgage  Corporation 
5.32  Wells  Fargo  Bank,  NA 

4.88  Option  One  Mortgage  Corporallon 

5.00  Saxon  Mortgage  Services,  Inc. 

4.47  Ameriquest  Mortgage  Company 

5.00  Wells  Fargo  Bank,  NA 

4.57  New  Century  Mortgage  Corporation 
5.00  Countrywide  Home  Loans  Servicing  LP 
4.72  National  City  Home  Loan  Services,  Inc. 
4.79  Utton  Loan  Servicing  LP 

4.68  Welts  Fargo  Bank,  NA 

4.35  JP  Morgan  Chase  Bank,  NA 

4.54  Washington  Mutual  Bank 

4.45  Wells  Fargo  Bank,  NA 

4.46  Wlshire  Credit  Corporation 
4.96  WeBs  Fargo  Bank.  NA 
4.93  Wells  Fargo  Bank.  NA 

4.56  Residential  Funding  Corporation 
4.68  Residential  Funding  Corporation 
4.16  Option  One  Mortgage  Corporation 
4.88  Option  One  Mortgage  Corporation 
5.2B  WeDs  Fargo  Bank.  NA 

4.8B  Option  One  Mortgage  Corporation 

3.68  Option  One  Mortgage  Corporation 

5.00  Option  One  Mortgage  Corporation 

2.57  Aames  Capital  Corporation 

3.1 1  Ameriquest  Mortgage  Company 

4.79  Homecomings  Financial  Network,  Inc. 

4.32  Countrywide  Home  Loans  Servicing  LP 

3.99  Countrywide  Home  Loans  Servicing  LP 

4.57  Fremont  Investment  &  Loan 

4.55  Fremont  Investment  &  Loan 

4.75  Utton  Loan  Servicing  LP 

4.82  Option  One  Mortgage  Corporation 

4.57  Accredited  Home  Lenders.  Intend  JP  Morgan  Chase,  NA 

4.42  JP  Morgan  Chase  Bank.  NA  and  ResMAE  Mortgage  Corporation 

4.68  Homeq  Servicing  Corporation 

4.41  JP  Morgan  Chase  Bank,  National  Association 

3.48  NovaStar  Mortgage,  inc. 

4.69  NovaStar  Mortgage,  Inc. 

4.88  Option  One  Mortgage  Corporation 

4.81  Litton  Loan  Servicing  LP 

4.70  Residential  Funding  Corporation 

2.58  Countrywide  Home  Loans  Servicing  LP 
2,72  Option  One  Mortgage  Corporallon 
3.03          Aurora  Loan  Services 

2.69  Saxon  Mortgage  Services,  Inc. 
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CUSIP 


8475 I PKL2 
04541GRCB 
00437NAN2 
004421XQ1 
03072SM85 
0738795K0 
07387UBE0 
14453FAN9 
12498QAN6 
17307GUZ9 
126673J94 
29445FCW6 
863S90BT3 
320278AN4 
35729PKE9 
31659TFJ9 
31659  EAN8 
38791  DANS 
3824S3AP6 
46S29BBB4 
68389FKZ6 
73316PKB5 
76112BVX5 
761 10W2O8 
32027GAP1 
83811MMU9 
9497EUAR8 
75156UAM9 
3S24204C4 
36234 1CZ0 
36242DWY5 
362334CB8 
36234 8AJ3 
3623S1AK1 
36298YAJ9 
3622S6AL3 


Name  • 


SURF  2006-BC1  B2A 
ABSHE  20O5-HE3  M9 
ACCR  2006-2  M9 
ACE  2006-ASP2  M9 
AMSI  2005-RS  M9 
BSABS  2005-EC1  M8 
BSABS  200B-PC1  MB 
CARR  2006-NC2  M9 
CBASS  200S-C84  B3 
CMLTI  2005-OPT4  M9 
ECR  2005-2  B 
EMLT  2005-1  M9 
FFML  2005-FF3  M9 
FFML  2006-FF8  M9 
FHLT  2005-B  M10 
FMIC  2006-1  M9 
FMIC  2006-2  M9 
GEWMC  2005-1  83 
GSAMP  2006-NC2  M9 
JPMAC  2006-CW2  MV9 
OOMLT  2006-1  M9 
POPLR  2006-A  M6 
RAMP  2005-EFC2  M9 
RASC  200S-EMX2  M9 
FFML  2006-FF12  M9 
SVHE  2006-OPT2  M8 
WFHET  2008-1  M9 
RAMP  2006-RZ2  M9 
GSAA  2005-6  82 
GSAA  2005-8  B2 
GSAA  2005-3  B3 
GSAA  06-3  B3 
GSAA  05-8  B1 
GSAA  06-12  B2 
GSAA  06-14  81 
GSAA  06-16  82 


Moodya, 


Moodya 

Notch 


SAP 


Notch 


Baa2 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

3aa3 

8aa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

BaaJ 

8aa3 

8aa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Saa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa2 

Baa2 

Baa3 

Baa3 

Baa2 

Baa3 

Baa2 

Baa3 


Baa2 

Baa3 

8aa3 

Baa3 

Baa3 

8aa3 

8aa3 

Baa3 

8aa3 

Baa3 

Baa3 

Baa3 

Bas3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

6aa3 

Baa3 

6aa3 

Baa3 

Baa3 

Baa2 

Baa2 

BaaS 

8aa3 

Baa2 

Baa3 

Baa2 

8aa3 


BBS* 
BBB- 
888- 

A 
BBB 
B8B- 
BBB* 
BBB- 
B8B 
BBB 
BBB- 
BBB- 
BBB 
BBB 
BBB- 
BB8 
BBB 
B8B* 
BBB- 
888- 

A 
BBB 
BBB 
8BB- 
BBB- 
BBB* 
BBB* 
BBB* 
BBB 
BBB* 
BBB* 
BBB- 
BB8* 

A- 
BB8 
BBB* 


BBS 
BBB- 
8BB* 
BBB- 
B8B 
BBB 
BBB- 
8BB- 
BBB 
BBB 
888- 
BBB 
B8B 
BBB* 
8BB- 
8B8- 
A 
BBB 
BBB 


BBB* 
BBB* 
BBB* 
BBB 
888* 
BBB* 
BBB- 
BB8* 
A- 
BBB 
BBB* 


AaaatTYpe 


RM8S  Subprims 
RMBS  Mldprlmt 
RMBS  Midprims 
RMBS  Midprims 
RMBS  Subprlma 
RMBS  Subprimfl 
RMBS  Subprims 
RMBS  Subprims 
RMBS  Midprims 
RMBS  Subprima 
RMBS  Subprima 
RMBS  Midprims 
RMBS  Midprims 
RMBS  Mtdprtme 
RMBS  Subprlma 
RMBS  Midprlmi 
RMBS  Midprims 
RMBS  Midprims 
RMBS  Midprims 
RMBS  Subprima 
RMBS  Midprims 
RMBS  Subprima 
RMBS  Midprims 
RMBS  Subprims 
RMBS  Midprims 
RMBS  Subprims 
RMBS  Subprims 
RM8S  Midprims 

RMBS  Prime 
RMBS  Prime 

RMBS  Midprims 
RMBS  Prime 

RMBS  Midprims 
RMBS  Prime 
RMBS  Prime 
RMBS  Prime 


AvgUla 


4.62  Wilshire  Credit  Corporation 

3.12  Countrywide  Home  Loans  Servicing  LP 

4.87  Accredited  Home  Lender*.  Inc. 
4.72  Ocwen  Loan  Servicing.  LLC 
3.79  Ameriquest  Mortgage  Company 
4.31  EMC  Mortgage  Corporation 
4.12  EMC  Mortgage  Corporation 

4.88  New  Century  Mortgage  Corporation 
4.94  Litton  Loan  Servicing  LP 

3.72  Option  One  Mortgage  Corporation 

2.74  ECC  Capital  Corporation 

3.68  Saxon  Mortgage  Services.  Inc. 

3.83  National  City  Home  Loan  Services,  Inc. 

4.S4  National  City  Home  Loan  Services,  inc. 

3.31  Fremont  Investment  &  Loan 

4. 1 9  Flekfctone  Servicing  Corp 

4.42  Reldstone  Servicing  Corp 

4.37  Litton  Loan  Servicing  LP 

4.88  Ocwen  Loan  Servicing.  LLC 

4.91  Countrywide  Home  Loans  Servicing  LP 

4.45  Option  One  Mortgage  Corporation 

4.51  Equity  One,  Inc. 

4.10  Homecomings  Financial  Networit,  Inc. 

3.7G  Residential  Funding  Corporation 

4.00  Notional  City  Home  Loan  Services.  Inc. 

4.63  Option  One  Mortgage  Corporation 

4.83  Wells  Fargo  Sank,  N.A. 

4.91  Residential  Funding  Corporation 

2.90  Countrywide  Home  Loans  Servicing  LP 

3.07  GreenPoirrt  Mortgage  Funding,  Inc 
1.44  Wells  Fargo  Bank.  N.A. 

3.34  Countrywide  Home  Loans  Servicing  LP 

3.79  Avelo  Mortgage  LLC 

3.72  Countrywide  Home  Loans  Servicing  LP 

4.08  Countrywide  Home  Loans  Servicing  LP 
3.75  CounUywide  Home  Loans  Servicing  LP 


.  Servicer 
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|           CUSP 
004421UK7 

|                    N«mo 
ACE  2005-HE7  M8 

|  FK»   | 
639 

Avg  LTV     | 

no  info 

29.98* 

KFtod      | 

14.92* 

*2ndUm  .  | 
7.69* 

%HytxM     | 
8506% 

Avg.  Loan  Btlaiml 

154.213.00 

179.277.34 

187,210.51 

134.448.00 

189.956.00 

213.743.00 

169,726.00 

188.451.62 

183.77696 

197.250.24 

267.097.00 

210.980.00 
171,609.77 

205,009.36 
166.328.00 
150.669.00 
215.898.00 
194.125.00 
141.399.00 
183.146.00 
154.213.00 
179.277.34 
187.210.51 
135.781.00 
1S9.956.00 
213.743.00 
169,726.00 
188.451.62 

%Otcup«ne)r , 
95.76% 
96.67% 

1  %R«fln«nco   I 
2.24% 
3.42* 

%Ca*hOut      | 
42.11% 
93.91% 

.  %pun:MM    j 
55.65% 
2.67% 

KNegAm    | 
0.00* 
0.00% 

03072SV85 

AMSI2005-R11  M8 

624 

77.69% 

20.52% 

19.34* 

0.00% 

6066* 
8006% 
76.16* 
7630* 
8963* 

91.00% 

4.60* 

53.15% 

42.05% 

0.00% 

040104 Nil 

ARSI  2005-W2  MS 

618 

79.63% 

10.01% 

19.94* 

1.25% 

90.56% 

5.90* 

60.10% 

34.00% 

0.00% 

0738793U0 

BSABS200S-HE11  M7 

62B 

60.42% 

30.03* 

23.84* 

3.55* 

97.62% 

9.74* 

59.36% 

30.80% 

0.00% 

126670NM6 

CWl  2005-BCS  MS 

819 

78.60* 

30.74% 

23.70* 

0.00% 

98.85% 

2.75* 

28.S1% 

68.74% 

0.00* 

32027NYD7 

FFML  2O0S-FF12  B2 

656 

80. 13% 

65.65* 

10.37* 

0.00% 

93.53% 

3.28* 

44.86% 

52.04% 

0.00% 

362341KK4 

GSAMP  200S-HE4  B2 

627 

78.97% 

29.41* 

15.87* 

4.61% 

64.13* 
80.10* 

95.26% 

5.09* 

47.95% 

48.96% 

0.00% 

437084OG4 

HEAT  2005-8  M8 

627 

60.66* 

29.80* 

9.90* 

2.60% 

93.12% 

9.17* 

62.27% 

28.56% 

0.00* 

46626LAM2 
S42514NJ9 

JPMAC2005-OPT1MB 
LBMLT  2O05-WL2  MS 

613 
629 

78.75* 
81.02* 

20.73% 
9.33* 

16.44* 
8.44% 

0.96% 
0.00% 

83.56* 
9156% 

90.15% 
94.86% 

3.66* 
6.60* 

39.74% 
28.10% 

56.60% 
63.40% 

0.00% 
0.00% 

57643LMX1 

MABS  2005-NC2  MS 

657 

80.19% 

100.00% 

0.00* 

0.00% 

100.00* 
63.54* 
87.91* 
8176* 
66.43* 
6007* 
6844% 
6047% 
74.43* 
82.98* 
8506* 
80.66* 
80.06* 
7695* 
76.30* 
89.63% 
86.03* 
90  10% 
83  56% 
91.56% 
100.00* 
8354* 
87.91* 
8176* 
8643* 
8007* 
88.44* 
80.47* 
74.43* 
62.98* 
77.23* 
66.7B% 
67.46% 
86.38% 
62  66% 
86.06% 
65.02* 
81.64* 
87.97* 
91.33* 
7993* 
77.29% 
61.26* 
85.90% 

93.80% 

3.42* 

61.89* 

34.69% 

0.00% 

59020UGS8 

MLMI  2005-AR1  B2 

832 

86.68% 

46.44* 

16.46% 

0.00% 

95.99% 

7.01* 

60.24% 

32.75% 

0.00% 

61744CUZ7 
64352VNB3 

MSAC  2005-HE5  62 
NCHET  2005-4  M8 

63S 
62S 

no  info 
60.99* 

25.01* 
39.27* 

12.09% 
18.24% 

5.65% 
2.31% 

89.66* 
97.03* 

7.44* 
3.29* 

51.95% 
54.58% 

40.61% 
42.13% 

0.00* 
0.00* 

76112B031 

RAMP  200S-EFC4  M8 

630 

64.08* 

26.32* 

13.57% 

0.00% 

91.38% 

16.23% 

42.05% 

41.72% 

0.00% 

76110W7L4 

RASC200S-KS11  M8 

619 

60.02* 

17.34* 

19.93% 

0.00% 

96.72% 

4.17* 

42.25% 

53.57* 

0.00* 

81375WGK6 

SABR  200S-HE1  B2 

651 

81.93* 

51.55% 

11.56% 

6.82% 

69.17% 

4.07* 

56.33% 

37.59% 

0.00% 

88358EXE1 

SAIL  2005-HE3  MB 

628 

no  Info 

33.19% 

19.53* 

3.6B% 

98.23% 

6.35* 

70.69% 

22.96% 

0.00% 

B63576DN! 

SASC  2005-WF4  MS 

617 

no  Info 

14.55* 

25.57% 

4.91* 

94.58% 

4.79* 

53.75% 

41.46* 

0.00% 

83611MKM9 

SVHE  2005-4  MS 

629 

63.23% 

41.06* 

17.02% 

3.35* 

95.78% 

2.24% 

42.11% 

55.65* 

0.00% 

004421UL5 

ACE  2005-HE7  M9 

639 

no  Info 

29.98* 

14.92% 

7.69% 

98.67% 

3.42% 

83.91% 

2.67% 

0.00% 

03072SV93 

AMS12005-R11  M9 

624 

77.69* 

20.52% 

19.34* 

0.00* 

91.00% 

4.80% 

53.15% 

42.05% 

0.00% 

040104NM9 

ARSI  2005-W2  MB 

61B 

79.63* 

10.01% 

19.94* 

1.25* 

90.34% 

5.87* 

59.71% 

34.42% 

0.00% 

073S793V8 

BSABS200S-HE11MB 

627 

80.43* 

29.85* 

23.05* 

3.33* 

97.62% 

9.74% 

59.38% 

30.90* 

0.00* 

126670NN4 
32027NYE5 

CWL  2005-BCS  B 
FFML20O5-FF12B3 

619 
656 

78.60* 
80.13* 

30.74% 
65.65% 

23.70* 
10.37* 

0.00* 
0.00* 

96.85% 
93.53% 

2.75% 
3.28% 

28.51% 
44.68% 

68.74* 
52.04% 

0.00% 
0.00% 

3S2341KU 

GSAMP  2005-HE4  B3 

627 

78.97* 

29.41% 

13.97* 

4.61* 

95.28% 

5.09% 

47.95% 

46.96% 

0.00% 

437084OH2 

HEAT  2005-8  B1 

627 

80.66* 

29.80% 

9.90% 

2.60% 

1S3.776.98 

197,250.24 

267.097.00 

210.980.00 

171.609.77 

205.009.36 

166.326.00 

15O.S69.O0 

215.698.00 

194.125.00 

141,399.00 

183.146.00 

192.062.00 

217,730.19 

198.407.00 

211.741.86 

178.549.41 

207.119.00 

152.030.00 

158,250.42 

204.278.00 

253.993.08 

190.066.00 

161.947.00 

207.640.00 

184,147.00 

93.12% 

9.17% 

62.27% 

26.56% 

0.00% 

46626LAN0 

JPMAC  200S-OPT1  M0 

613 

76.75* 

20.73% 

16.44* 

0.96% 

90.15% 

3.66% 

39.74% 

58.60* 

0.00% 

5«25t4NK6 

LBMLT  2005-WL2  M9 

629 

61.02* 

9.33% 

8.44* 

0.00% 

94.66% 

S.60* 

28.10% 

63.40% 

0.00% 

57643LMY9 

MABS  200S-NC2  M9 

657 

80.19% 

100.00% 

0.00* 

0.00% 

93.B0% 

3.42* 

61.69% 

34.89% 

0.00% 

59020UG66 

MLMI  20O5-AR1  B3 

632 

66.66* 

46.44% 

16.46% 

0.00* 

95.99% 

7.01* 

60.24% 

32.75% 

0.00% 

61744CVA1 

MSAC  2005-HE5  B3 

63S 

no  Info 

25.01% 

12.09* 

5.65% 

89.68* 

7.44% 

51.85* 

40.61% 

0.00% 

64352VNC1 

NCHET  2005-4  M9 

626 

60.99* 

39.27% 

18.24% 

2.31* 

97.03% 

3.29* 

54.56* 

42.13% 

0.00% 

76112BD49 

RAMP  20O5-EFC4  M9 

830 

64.08* 

26.32% 

13.57% 

0.00* 

91.38% 

16.23* 

42.05% 

41.72% 

0.00% 

76110W7M2 
6I375WGL4 

RASC2005-KS11  M9 
SABR  2005-HE1  B3 

619 
651 

60.82* 
81. 93% 

17.34% 
51.55% 

19.93% 
11.56% 

0.00% 
6.62* 

96.72% 
89.17% 

4.17* 
4.07% 

42.25% 
56.33% 

53.57% 
37.59% 

0.00% 
0.00% 

863S8EXF8 
8635760P6 
83611MKN7 
004421VB6 
040104RQ6 
07387UHZ7 

SAIL  2O0S-HE3  M9 
SASC  2005-WF4  M9 
SVHE  2005-4  M9 
ACE  2006-NC1  MB 
ARSI  2006-W1  M8 
BSABS  2006-HE3  MS 

62B 
617 
629 
627 
623 
613 

no  Info 
no  Info 
83.23* 
no  Info 
62.48* 
60.75* 

33.19% 
14.55% 
41.06% 
27.86% 
28.80% 
32.75% 

19.53% 
25.57% 
17.02% 
22.77% 
13.22% 
12.54% 

3.66* 
4.91% 
3.35% 
4.24% 
1.25% 
2.63% 

98.23% 
94.56% 
89.83% 
90.58% 
91.48% 
93.24% 

6.35* 
4.79* 
6.30* 
3.45* 
6.87* 
9.76* 

70.69% 
53.75% 
48.95% 
51.26% 
60.47% 
47.63% 

22.96% 
41.46% 
48.75% 
45.29* 
32.66* 
42.41% 

0.00% 
0.00% 
0.00% 
0.00* 

o.oo* 

0.00* 

144531FF2 
045427AM3 
362334GC2 

CARR  20O6-NC1  M8 
CWL  2006-6  M6 
FFML  20O6-FF4  MB 

630 
614 
652 

81.17* 
79.35* 
82.68* 

52.61% 
28.23% 
52.65% 

13.62% 
37.32% 
13.94* 

0.63% 
no  Info 
0.00% 
6.58% 
no  info 
6.02% 
0.00% 
2.52% 
20.09% 
8.76% 
7.26% 

96.87% 
98.07% 
94.33% 

4.31% 
3.39* 
4.70* 

55.53% 
34.39% 
38.38% 

40.16% 
62.22% 
56.92% 

0.00% 
0.00% 
0.00% 

36244KAN5 
437084VY9 
4B826LFV7 
542514RVB 

GSAMP  20O8-HE3  MS 
HEAT  2006-4  MS 
JPMAC  2006-FRE1  M8 
LBMLT  2006-1  MB 

627 
621 
627 
633 

77.19* 
79.4B* 
81.80* 
79.68* 

23.08% 
20.02% 
14.26% 
7.58* 

14.98* 
18.36* 
12.03% 
8.67% 

94.10* 
93.09* 
89.58% 
89.21% 

S.93* 
0.94% 
3.66* 
6.75* 

56.36% 
43.95% 
33.16% 
54.56% 

37.71* 
55.11* 
63.18% 
38.69% 

0.00* 
0.00% 
0.00% 
0.00% 

57643LNP7 
S9020U3N3 
61749KAP6 
617451F06 

MABS  2006-NC1  MB 
MLMI  2006-HE1  B2A 
MSAC  2006-WMC2  B2 
MSC  2006-HE2  B2 

627 
630 
643 
630 

80.39* 
62.85* 
82.03* 
no  Info 

26.97% 
31.96% 
13.62% 
10.21% 

20.07* 
22.71* 
18.74* 
14.10* 

93.85% 
95.74% 
06.60% 

3.02% 
2.12% 
5.53% 

48.94% 
38.99% 
45.74% 

46.44* 
58.89* 
46.73* 

0.00% 
0.00% 
0.00% 
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751S8TAL4 
76113A8T7 
81375WJN7 
86360WAM4 
66360LAM8 
S3612CAN9 
00442 1VC4 
040104RR4 
073B7UJA0 
I4453IFG0 
04S427AN1 
362334GJ7 
38244KAP0 
437084VZ6 
46626LFW5 
542514RW6 
5764JLNQ5 
59020U3Q6 
61748KAQ6 
617451FE4 
7S156TAM2 
76113ABU4 
81375WJP2 
663G0WAN2 
66360LAN6 
83S12CAP4 
04541GTS1 
04544PAN9 
126673175 
03072SA62 
14453EAM4 
12B870BC1 
32027NUT6 
35729PPJ3 
35729PQF0 
362341 5A3 
40430KAP6 
46628RAN5 
46S26LGP9 
61744CYX8 
64352VPG0 
609B7WCU9 
66988VAM0 
68402CAN4 
69121PDP5 
75406AAL3 
61375WDJ2 
B1375WCX2 
86359B6K2 
805584SK8 
B4751PKL2 
04S41GRC8 
00437NAN2 
0O4421XQ1 
03D72SMB5 


RAMP  2006-NC2  MB 
RASC  200S-KS3  MB 
SABR2006-OP1B2 
SAIL  2006-4  WIT 
SASC2006-WF2M8 
SVH6  200S-OPT5  MB 
ACE  2006-NC1  M9 
ARSI  2006-W1  M9 
BSABS  2006-HE3  M9 
CARR  2006-NC1  M9 
CWL  2006-6  M9 
FFML2006-FF4B1 
GSAMP  2006-HE3  M9 
HEAT  2006-4  B1 
JPMAC  2006-FRE1  M9 
LBMLT  2006-1  M9 
MABS  20O6-NC1  M9 
MLMI  2006-HE1  B3A 
MSAC  2006-WMC2  83 
MSC  2006-HE2  B3 
RAMP  2006-NC2  M9 
RASC  2006-KS3  M9 
SA8R  2006-OP1  B3 
SAIL  2006-4  MB 
SASC  2006-WF2  M9 
StfHE  2006-OPT5  M9 
ABSHE  200S-HE6  M8 
ABSHE  2006-HE5M8 
AM1T  2005-2  MO 
AMSI 2005-R3  MB 
CARR  2006-RFC1  MB 
CWL  2005-10  MV8 
FFML2005-FF7MB 
FHLT  2006-1  M7. 
FHLT  2006-2  M7 
GSAMP2005-HE1M6 
HASC  2006-OPT4  M7 
JPMAC  2006-ACC1  MB 
JPMAC  2006-HE1  MB 
MSHEL  2006-2  B2 
NCHET  2005-C  MS 
NHEL  2005-2  MB 
NHEL  2006-2  M7 
OOMLT  2006-2  MB 
OWNIT  2006-2  82 
RASC  2006-EMX2  MS 
SABR2005-EC1B2 
SABR  2005-OPI  B2 
SASC200S-WMC1  M4 
SAST  2005-2  B2 
SURF2008-BC1  B2A 
ABSHE  2005-HE3  M9 
ACCR  2006-2  M9 
ACE  2O06-ASP2  M9 
AMSI  200S-R8  M9 


625 

622 

622 

621 

611 

60S 

627 

623 

613 

630 

614 

652 

677 

621 

627 

633 

627 

630 

643 

630 

625 

822 

622 

621 

611 

60S 

614 

606 

609 

619 

613 

600 

650 

619 

625 

632 

621 

614 

641 

635 

622 

633 

624 

607 

636 

618 

616 

622 

644 

606 

612 

645 

631 

645 

619 


80.82% 
81.25% 
no  Info 
no  Into 
82.17% 
80.56% 
no  info 
82.48% 
80.75% 
81.17% 
79.35% 
62.68% 
'77.19% 
79.48% 
81.60% 
79.58% 
80.39% 
82.65% 
82.03% 
no  info 
80.82% 
81.25% 
no  info 
no  Info 
82.17% 
80.56% 
76.25% 
60.92% 
78.29% 
77.62% 
no  Info 
83.69% 
82.56% 
81.25% 
61.20% 
79.70% 
79.70% 
82.61% 
81.69% 
no  info 
81.08% 
81.66% 
61.24% 
•  81.27% 
79.42% 
84.08% 
no  Info 
no  Info 
no  info 
78.01% 
81.56% 
80.64% 
76.78% 
no  Info 
78.23% 


19.55% 
18.41% 
22.85% 
19.08% 
13.06% 
8.79% 
27.66% 
28.80% 
32.75% 
52.61% 
28.23% 
52.65% 
23.08% 
20.02% 
14.26% 
7.58% 
26.97% 
31.98% 
13.62% 
10.21% 
19.55% 
16.41% 
22.65% 
19.08% 
13.08% 
8.79% 
20.76% 
10.24% 
16.49% 
0.00% 
14.14% 
39.44% 
63.60% 
10.45% 
14.60% 
37.79% 
19.92% 
7.20% 
32.99% 
29.94% 
33.68% 
no  Info 
17.21% 
10.07% 
32.01% 
18.65% 
15.96% 
22.65% 
71.80% 
41.38% 
30.64% 
29.77% 
9.49% 
62.67% 
20.65% 


22.09% 
19.14% 
15.87% 
17.18% 
26.02% 
16.76% 
22.77% 
13.22% 
12.54% 
13.62% 
37.32% 
13.94% 
14.98% 
18.36% 
12.03% 
8.67% 
20.07% 
22.71% 
16.74% 
14.10% 
22.09% 
19.14% 
1S.87% 
17.1B% 
26.02% 
16.76% 
16.57% 
5.28% 
0.00% 
20.00% 
13.47% 
0.00% 
21.60% 
11.01% 
9.97% 
15.99% 
18.50% 
13.49% 
17.25% 
17.54% 
21.96% 
17.90% 
16.78% 
15.37% 
22.12% 
2525% 
15.61% 
15.88% 
14.30% 
14.10% 
19.38% 
16.28% 
51.00% 
6.52% 
21.39% 


0.00% 

0.00% 

0.68% 

4.30% 

9.37% 

4.43% 

4.24% 

1.25% 

2.63% 

0.63% 

no  info 

0.00% 

6.58% 

no  info 

6.02% 

0.00% 

2.52% 

20.09% 

8.76% 

7.28% 

0.00% 

0.00% 

0.66% 

4.30% 

9.37% 

4.43% 

1.01% 

5.30% 

0.00% 

0.00% 

1.78% 

0.00% 

0.00% 

no  info 

4.33% 

3.33% 

4.05% 

0.03% 

9.16% 

3.16% 

3.08% 

3.28% 

3.13% 

4.51% 

no  info 

0.00% 
1.78% 
0.63% 
11.33% 
0.00% 
6.64% 
10.00% 
1.61% 
4.71% 
0.00% 


77.91% 

80.86% 

84.13% 

62.82% 

73.98% 

83.24% 

77.23% 

68.78% 

87.46% 

88.38% 

62.68% 

86.06% 

85.02% 

81.64% 

87.97% 

91.33% 

79.93% 

77.29% 

81.26% 

85.90% 

77.91% 

80.86% 

84.13% 

62.62% 

73.98% 

83.24% 

63.43% 

94.72% 

100.00% 

80.00% 

68.53% 

100.00% 

70.40% 

88.99% 

90.03% 

84.01% 

81.50% 

86.51% 

62.75% 

62.46% 

78.02% 

62.10% 

63.22% 

84.63% 

77.86% 

74.75% 

84.39% 

84.12% 

85.70% 

85.90% 

80.62% 

61.72% 

49.00% 

93.48% 

78.61% 


198.278.00 

156.676.00 

180.687.56 

195.557.34 

123.650  00 

196.78900 

192.062.00 

217.730.19 

198.407.00 

211.74188 

178.549.41 

207.119.00 

152.030.00 

158.250.42 

204.278.00 

253.99308 

190.066.00 

161,947.00 

207.840.00 

164.147.00 

198.278  00 

156.676.00 

180.8B7.56 

195.557.34 

123.650.00 

196.769.00 

183.564.00 

191.669  00 

177.496.00 

176.710.00 

165.028.53 

217.423.84 

223.723.00 

215.28900 

221.167.91 

156.936.00 

196.471.00 

201.590.00 

175.605.00 

162.730.00 

194.706.15 

154.311.11 

169.393.00 

200.394.19 

189.030.00 

151.547.00 

200.677.00 

180,868.00 

227.473.00 

177.7B4.39 

145,082.00 

184.146.00 

175.350.00 

161.473.43 

176.S47.0B 


89.23% 

95.51% 

93.48% 

67.50% 

96.75% 

93.43% 

89.63% 

90.58% 

91.46% 

93.24% 

96.87% 

96.07% 

94.33% 

94.10% 

93.09% 

89.58% 

89.21% 

93.85% 

95.74% 

98.60% 

89.23% 

95.51% 

93.48% 

87.SO% 

96.75% 

93.43% 

92.35% 

93.66% 

95.32% 

97.00% 

96.64% 

97.63% 

97.45% 

92.52% 

93.26% 

94.20% 

92.92% 

90.67% 

92.38% 

96.17% 

89.73% 

92.94% 

93.37% 

92.76% 

96.64% 

95.46% 

95.67% 

93.48% 

96.60% 

96.64% 

98.15% 

95.06% 

95.59% 

97.70% 

97.72% 


0.17% 

4.97% 

5.26% 

5.85% 

6.65% 

7.13% 

8.30% 

3.45% 

6.87% 

9.76% 

4.31% 

3.39% 

4.70% 

5.93% 

0.94% 

3.66% 

6.75% 

5.02% 

2.12% 

5.53% 

0.17% 

4.97% 

5.26% 

5.8SH 

6.65% 

7.13% 

6.78% 

7.24% 

6.10% 

4.95% 

9.56% 

1.77% 

4.75% 

0.93% 

0.38% 

7.74% 

6.17% 

1.65% 

1.71% 

7.99% 

6.90% 

3.36% 

3.12% 

7.52% 

3.74% 

1.27% 

7,67% 

5.26% 

13.53% 

4.76% 

3.29% 

8.01% 

3.42% 

5.12% 

3.92% 


59.93% 

56.04% 

58.44% 

54.33% 

61.91% 

61.99% 

48.95% 

51.28% 

80.47% 

47.83% 

55.53% 

34.39% 

38.38% 

56.36% 

43.95% 

33.16% 

54.56% 

46.54% 

38.99% 

45.74% 

59.93% 

56.04% 

56.44% 

54.33% 

61.91% 

61.99% 

62.33% 

58.92% 

54.51% 

94.65% 

53.30% 

67.63% 

40.49% 

53.02% 

49.76% 

31.57% 

60.85% 

62.74% 

39.00% 

48.23% 

51.31% 

35.21% 

58.68% 

58.66% 

33.95% 

71.52% 

6B.E8% 

58.44% 

38.54% 

75.09% 

50.34% 

40.92% 

71.66% 

23.38% 

93.82% 


39.90% 
38.99% 
38.30% 
39.63% 
31.44% 
30.68% 
46.75% 
45.29% 
32.66% 
42.41% 
40.16% 
62.22% 
56.92% 
37.71% 
55.11% 
63.18% 
38.69% 
46.44% 
56.89% 
48.73% 
39.90% 
38.99% 
36.30% 
39.83% 
31.44% 
30.88% 
30.89% 
33.84% 
39.39% 
0.40% 
37.14% 
30.41% 
54.78% 
46.05% 
49.88% 
60.69% 
32.98% 
35.81% 
59.29% 
43.76% 
39.79% 
41.23% 
38.00% 
33.82% 
62.31% 
27.21% 
23.45% 
36.30% 
49.93% 
20.13% 
46.37% 
51.07% 
24.72% 
71.50% 
2.26% 


0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 

0.00% 

0.00% 

0.00% 

0.00% 

0.00% 

0.00% 

0.00% 

0.00% 

0.00% 

0.00% 

0.00% 

0.00% 

0.00% 

0.00% 

0.00% 

0.00% 

0.00% 

0.00% 

0.00% 

0.00% 

0.00% 

0.00% 

0.00% 

0.00% 

0.00% 

0.00% 

0.00% 

0,00% 

0.00% 

0.00% 

0.00% 

0.00% 

0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 

0.00% 

0.00% 
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0738795K0 
073B7UBE0 
14453FAN9 
1249BGANS 
17307GUZ9 
126673J94 
29445FCW6 
863S9DBT3 
320278AN4 
35729PKE9 
31659TFJ9 
31659EAN8 
367910ANS 
362483AP6 
46S29B884 
68389FKZ8 
73316PKB5 
76112BVX5 
76110W2Q8 
32027GAP1 
B3611MMU9 
9497EUAR8 
75156UAM9 
36242D4C4 
362341CZ0 
38242DWY5 
3S2334CB8 
362348AJ3 
362381AK1 
36298VAJ9 
3S22SSAU 


BSABS  2005-6C1  MB 
BSABS  2006-PC1  M8 
CARR  2006-NC2  M9 
CBASS  2008-C84  B3 
CMLTI  2005-OPT4  MS 
ECR  2005-2  B 
EMLT  2005-1  M9 
FFML  20O5-FF3  M9 
FFML  20O6-FF8  M9 
FHLT  2005-B  M10 
FMIC  2006-1  M9 
FMIC  2006-2  M9 
OEWMC  2005-1  B3 
GSAMP2006-NC2M9 
JPMAC  2008-CW2  MV9 
OOMLT  2006-1  M9 
POPLR  2006-A  MS 
RAMP  2005-EFC2  M9 
RASC  2005-EMX2  M9 
FFML  20OB-FF12  M9 
SVHE  2006-OPT2  MB 
WFHET  2008-1  M9 
RAMP  2008-RZ2  M9 
GSAA  2005-6  B2 
GSAA  2005-8  B2 
GSAA  2005-3  B3 
GSAA  06-3  B3 
GSAA  08-8  B1 
GSAA  06- 12  B2 
GSAA  06-14  Bl 
GSAA  06-16  B2 
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ANNEX  A-l 
FORM  OF  INCOME  NOTES  PURCHASE  AND  TRANSFER  LETTER 

The  Bank  of  New  York  Trust  Company,  National  Association 

60 1  Travis  Street,  16th  Floor 

Houston,  Texas  77002 

Attention:  Global  Corporate  Trust  -  Hudson  Mezzanine  Funding  2006- 1 ,  Ltd. 

Re:        Hudson  Mezzanine  Funding  2006-1 ,  Ltd. 
Income  Notes 

Dear  Sirs: 

Reference  is  hereby  made  to  the  Income  Notes  due  2042  (the  "Income  Notes")  issued  by  Hudson 
Mezzanine S  2006-1,  Ltd.  (the  "Issuer"),  described  . .the  *^^^Jfi£%££g% 
rOfferine  Circuit")  to  be  purchased  and  held  by  us  in  definitive  certificated  form.  We  the  Purchaser  )  are 
JZZl  V  S  T  ]  principal  amount  of  Income  Notes  (the  "Purchaser's  Income  Notes").  Terms  defined  or 
ESin  the  Off JgCircuiar  and  not  otherwise  defined  or  referenced  herein  shall  have  the  meanings  se,  forth 
in  the  Offering  Circular. 

The  Purchaser  hereby  represents,  warrants  and  covenants  for  the  benefit  of  the  Issuer  that: 

M  (i\  The  Purchaser  is  (check  one)  (x)       a  qualified  institutional  buyer  (as  defined  in  Rule  1 44A  under  the 

00  sLurit^ActTl 933   -  amended  (Ihc  "Securities  Act"))  (a  "Quaiified  Institutional  Buyer")   (y) :        an 

"acc^red  investor"  (as  defined  in  Rule  501(a)  under  the  Securities  Act)  (an  "Accredited  Investor  )  who 

ha^a  net  worth  of  no  less  than  U.S.S10  million  that  is  purchasing  the  Income  Notes  for  its  own  account; 

nnThe  Purser  is  a  "qualified  purchaser"  for  the  purposes  of  Section  3(c)(7)  of  the  Investment  Company 

&YlEK^ii  (the  "^vestment  Company  Act")  (a  "Qualified  Purchaser");  (,..  The  Purchase 

fn  me  case  of  clause  (y)  above,  is  not  acquiring  the  Income  Notes  with  a  view  to  any  resale  or  ^«™ 

hereof  other  than  in  accordance  with  the  restrictions  set  forth  below;  (iv)  The  Purchaser  ,s  aware  that  Uhe 

SH  the  Purchaser's  Income  Notes  to  the  Purchaser  is  being  made  in  reliance  on  an  exemption  from 

eiis°ration  under  the  Securities  Act;  (v)  With  respect  to  any  transferee,  the  Purchaser  also  understands i  Umj 

n  conjunction  with  any  transfer  of  the  Purchaser's  ownership  of  any  Purchaser's  Income  Notes  purchased 

hereunder  UwTl  not  Lsfer  or  cause  the  transfer  of  such  Purchaser's  Income  Notes  without  obttunmg 

Seiin=sss:^—  «--w~3H 

Stion  tncreof,  but  nevertheless  subject  to  the  understanding  that  the  deposition  jJjHJ^*-^ 
all  times  be  and  remain  within  its  control  (subject  to  the  restr.ct.ons  set  forth  in  the  Offering  Circular,  the 
certificate  in  respect  of  the  Purchaser's  Income  Notes  and  the  Fiscal  Agency  Agreement). 

The  Purchaser  understands  that  the  Purchaser's  Income  Notes  have  not  been  and  will  not  be  registered  or 
qualified  under  the  Securities  Act  or  any  applicable  state  securities  laws  or  the  securities \ «ofanyote 
hiri  diction  and  are  being  offered  only  in  a  transaction  not  involving  any  public  offenng  within  the 
mean  ingof  ^e Securities [Act,  are  being  offered  only  in  a  transaction  not  involving  any  public  offering,  and 
Z  be  reoffcre  Presold  or  pledged  or  otherwise  transferred  only  in  accordance  with  the  restr.ct.ons  on 
Zsfer  forth  hein  an  £  the  Fiscal  Agency  Agreement.  The  Purchaser  understands  and  agrees  that 
X  pu^ed  transfer  of  Income  Notes  to  a  purchaser  that  does  not  comply  w.th  the  requ.rements  here.n 
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will  not  be  permitted  or  registered  by  the  Income  Notes  Transfer  Agent.  The  Purchaser  further  understands 
that  the  Issuer  has  the  right  to  compel  any  beneficial  owner  of  Income  Notes  that  is  a  U.S  Person  and  is  not 
(a)  either  a  Qualified  Institutional  Buyer  or  an  Accredited  Investor  with  a  net  worth  of  U.S.S10  mil  ion  or 
more  and  (b)  a  Qualified  Purchaser,  to  sell  its.interest  in  such  Income  Notes,  or  the  Issuer  may  sell  such 
Income  Notes  on  behalf  of  such  owner. 

(d)  If  the  Purchaser  or  any  account  for  which  the  Purchaser  is  purchasing  the  Purchaser's  Income  Notes  is  a 

US  Person  (as  defined  in  Regulation  S  under  the  Securities  Act)  the  following  representations  shall  be  true 
and  correct-  The  Purchaser  (or  if  the  Purchaser  is  acquiring  the  Purchaser's  Income  Notes  for  any  account, 
each  such  account)  is  acquiring  the  Purchaser's  Income  Notes  as  principal  for  its  own  account  for 
investment  and  not  for  sale  in  connection  with  any  distribution  thereof.  The  Purchaser  and  each  such 
account-  (a)  was  not  formed  for  the  specific  purpose  of  investing  in  the  Income  Notes  (except  when  each 
beneficial  owner  of  the  Purchaser  and  each  such  account  is  a  Qualified  Purchaser),  (b)  to  the  extent  the 
Purchaser  is  a  private  investment  company  formed  before  April  30,  1996,  the  Purchaser  has  received  the 
necessary  consent  from  its  beneficial  owners,  (c)  is  not  a  pension,  profit  sharing  or  other  retirement  trust 
fund  or  plan  in  which  the  partners,  beneficiaries  or  participants,  as  applicable,  may  designate  the  particular 
investments  to  be  made;  and  (d)  is  not  a  broker-dealer  that  owns  and  invests  on  a  discretionary  basis  less 
than  U  S  $25  000  000  in  securities  of  unaffiliated  issuers.  Further,  the  Purchaser  agrees:  (i)  that  neither  it 
nor  such  account' shall  hold  the  Purchaser's  Income  Notes  for  the  benefit  of  any  other  person  and  such 
purchaser  of  such  account  shall  be  the  sole  beneficial  owner  thereof  for  all  purposes;  and  (n)  that  neither  it 
nor  such  account  shall  sell  participation  interests  in  the  Purchaser's  Income  Notes  or  enter  into  any  other 
arrangement  pursuant  to  which  any  other  person  shall  be  entitled  to  a  beneficial  interest  in  the  distributions 
on  the  Purchaser's  Income  Notes.  The  Purchaser  understands  and  agrees  that  any  purported  transfer  of  the 
Purchaser's  Income  Notes  to  a  Purchaser  that  does  not  comply  with  the  requirements  of  this  clause  (d)  will 
not  be  permitted  or  registered  by  the  Income  Notes  Transfer  Agent. 

(e)  In  connection  with  the  purchase  of  the  Purchaser's  Income  Notes:    (i)  none  of  the  Issuers,  the  Initial 

Purchaser  the  Liquidation  Agent,  the  Administrator  or  the  Fiscal  Agent,  is  acting  as  a  fiduciary  or  financial 
or  investment  adviser  for  the  Purchaser;  (ii)  the  Purchaser  is  not  relying  (for  purposes  of  making  any 
investment  decision  or  otherwise)  upon  any  advice,  counsel  or  representations  (whether  written  or  oral)  of 
the  Issuers,  the  Initial  Purchaser,  the  Liquidation  Agent,  the  Administrator  or  the  Fiscal  Agent  other  than  in 
the  Offering  Circular  and  any  representations  expressly  set  forth  in  a  written  agreement  with  such  party; 
(iii)  none  of  the  Issuers,  the  Initial  Purchaser,  the  Senior  Swap  Counterparty,  the  Liquidation  Agent,  the 
Collateral  Put  Provider,  the  Administrator  or  the  Fiscal  Agent  has  given  to  the  Purchaser  (directly  or 
indirectly  through  any  other  person)  any  assurance,  guarantee,  or  representation  whatsoever  as  to  the 
expected  or  projected  success,  profitability,  return,  performance,  result,  effect,  consequence  or  benefit 
(including  legal,  regulatory,  tax,  financial,  accounting  or  otherwise)  as  to  an  investment  in  the  Purchaser  s 
Income  Notes;  (iv)  the  Purchaser  has  consulted  with  its  own  legal,  regulatory,  tax,  business,  investment, 
financial  and  accounting  advisers  to  the  extent  it  has  deemed  necessary,  and  it  has  made  its  own  investment 
decisions  (including  decisions  regarding  the  suitability  of  any  transaction  pursuant  to  the  Indenture  and  the 
Fiscal  Agency  Agreement)  based  upon  its  own  judgment  and  upon  any  advice  from  such  advisers  as  it  has 
deemed  necessary  and  not  upon  any  view  expressed  by  the  Issuers,  the  Initial  Purchaser,  the  Senior  Swap 
Counterparty,  the  Liquidation  Agent,  the  Collateral  Put  Provider,  the  Administrator  or  the  Fiscal  Agent;  (v) 
the  Purchaser  has  evaluated  the  rates,  prices  or  amounts  and  other  terms  and  conditions  of  the  purchase  and 
sale  of  the  Purchaser's  Income  Notes  with  a  full  understanding  of  all  of  the  risks  thereof  (economic  and 
otherwise),  and  it  is  capable  of  assuming  and  willing  to  assume  (financially  and  otherwise)  those  risks;  and 
(vi)  the  Purchaser  is  a  sophisticated  investor. 

(f)  The  certificates  in  respect  of  the  Income  Notes  (other  than  the  Regulation  S  Income  Notes)  will  bear  a 

legend  to  the  following  effect  unless  the  Issuer  determines  otherwise  in  compliance  with  the  Fiscal  Agency 
Agreement  and  applicablejaw: 

THE  INCOME  NOTES  ARE  THE  SUBJECT  OF,  AND  ARE  ISSUED  SUBJECT  TO  THE 
CONDITIONS  OF,  THE  FISCAL  AGENCY  AGREEMENT,  DATED  ON  OR  ABOUT 
DECEMBER  5  2006  (THE  "FISCAL  AGENCY  AGREEMENT")  BY  AND  BETWEEN  THE 
ISSUER  OF  THE  INCOME  NOTES  AND  THE  BANK  OF  NEW  YORK  TRUST  COMPANY, 
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NATIONAL  ASSOCIATION,  AS  FISCAL  AGENT.     COPIES  OF  THE  FISCAL  AGENCY 
AGREEMENT  MAY  BE  OBTAINED  FROM  THE  FISCAL  AGENT. 

THE  INCOME  NOTES  HAVE  NOT  BEEN  AND  WILL  NOT  BE  REGISTERED  UNDER  THE 
™^T™  cftuwtIES  ACT  OF  1933  AS  AMENDED  (THE  "SECURITIES  ACT"). 
X£  THE  tsSUER HA^  NOT  Sen  REGISTERED  UNDER  THE  UNITED  STATES 
^VPSTMFNT  COMPANY  ACT  OF  1940,  AS  AMENDED  (THE  "INVESTMENT  COMPANY 
S TSESSS ^EOF  BY  PURCHASING  THE  INCOME  NOTES  REPRESENTED 
hSeB^ ™AGREK  TOR  THE  BENEFIT  OF  THE  ISSUER  THAT  SUCH  INCOME  NOTES 
MA^Ie'ofS,  SOLD,  PLEDGED  OR  OTHERWISE  TRANSFERRED,  ONLY Wl)  TO 
A  PERSON  WHOM  THE  SELLER  REASONABLY  BELIEVES  IS  A  QUALIFIED 
WSmuSoNATBUYER  AS  DEFINED  IN  RULE  144A  UNDER  THE  SECURITIES  ACT 
AnJ  IS  PURCHASING  FOR  ITS  OWN  ACCOUNT  OR  FOR  THE  ACCOUNT  OF  A 

oualhed  Institutional   buyer,   in    a   transaction   meeting   the 

REOU  REMENTS OF    RULE    144A    UNDER    THE    SECURITIES    ACT,    (2)    TO    AN 
SrflTCD  INVESTOR  (AS  DEFINED  IN  RULE  501(a)  UNDER  THE  SECURITIES  ACT) 
WHO  HAS  A  NET  WORTH  OF  NOT  LESS  THAN  U.S.S10  MILLION)  IN  A  TRANSACTION 
™J  proJ ^  REG1STRAT  ON  UNDER  THE  SECURITIES  ACT,  OR  (3)  TO  A  NON-OS 
PERSON  £ FSf  OFFSHORE  TRANSACTION  COMPLYING  WITH  ^LE  903  OR  RULE  904 
OF  REGULATION  S  UNDER  THE  SECURITIES  ACT,  AND,  IN  THE  CASE  OF  CLAUSE  (1) 
AnSS  IN  A  PRINCIPAL  AMOUNT  OF  NOT  LESS  THAN  $250,000  OR  IN  THE  CASE  OF 
CLAUSE  mii A XciPAL  AMOUNT  OF  NOT  LESS  THAN  $100,000.  FURTHERMORE 
THE  PURCHASER AND  EACH  ACCOUNT  FOR  WHICH  IT  IS  ACTING  AS  A  PURCHASER 
OTHER  THAl! MN  THE CASE  OF  CLAUSE  (A)(3)  ABOVE,  REPRESENTS  FOR  THE 
RPMPF1T  OF  THE  ISSUER  THAT  IT  (V)  IS  A  QUALIFIED  PURCHASER  FOR  THE 
SoSE PofTeCTION^ ,)™OF  THE  INVESTMENT  COMPANY  ACT,  (W)  WAS  NOT 
FMD  FOR  THE7 PURPOSE  OF  INVESTING  IN  THE  ISSUER  (EXCEPT  WHEN  EACH 
BENGAL  OWNER  OF  THE  PURCHASER  IS  A  QUALIFIED  PURCHASER)^)  HAS 
RECEIVED  THE  NECESSARY  CONSENT  FROM  ITS  BENEFICIAL  OWNERS  WHEN  THE 
PURCHASE™!  A PrTvaTE  INVESTMENT  COMPANY  FORMED  BEFORE  APRIL  30 
S(Y)    IS    NOT    A    BROKER-DEALER    THAT    OWNS    AND     INVESTS    ON    A 
ofsCRETONARY      BASIS      LESS      THAN     U.S.$25,000,000      IN      SECURITIES     OF 
UNaWaTED  ISSUERS  AND  (Z)  IS  NOT  A  PENSION,  PROFIT  SHARING  OR  OTHER 
R^tSenTETRUS^ ^DNOR  PLAN  IN  WH.CH  THE  PARTNERS j- BENEFICIARIES  OR 
PARTICIPANTS,  AS  APPLICABLE,  MAY  DESIGNATE  THE  PART CULAR  INVESTMENTS 
TO  BE  MADE.  AND  IN  EACH  CASE  IN  A  TRANSACTION  THAT  MAYBEEpFECTED 
WITHOUT  LOSS  OF  ANY  APPLICABLE  INVESTMENT  COMPANY  ACT  EXEMPTION 

an™?b) Accordance  with  all  applicable  securities  laws  of  the 

STATES  OF  THE  UNTTED  STATES.  ANY  PURPORTED  TRANSFER  IN  VIOLATION  OF 
THE  FO&G™NG  WLL  NOT  BE  PERMITTED  OR  REG.STERED  BY  ™E  INCOME 
NOTES  TRANSFER  AGENT.  EACH  TRANSFEROR  OF  THE  INCOME  NOTES  WILL 
E55  DE^OTlcfoF  THE  TRANSFER  RESTRICTIONS  SET  FORTH  HEREIN  ANDTN 
THE  FISCAL  AGENCY  AGREEMENT  TO  ITS  TRANSFEREE.  IN  ADDITION  TO  THE 
™REGOING,  TOE  ISSUER  HAS  THE  RIGHT  TO  COMPEL  ANY  BENEFICIAL  OWNER  OF 
AN  INCOME  NOTE  THAT  IS  A  U.S.  PERSON  AND  IS  NOT  (A)  A  QUALIFIED 
PURCHASER  AND  (B)  EITHER  A  QUALIFIED  INSTITUTIONAL  BUYER  OR  AN 
ACGREdTtED  YnVESTOR  WHO  HAS  A  NET  WORTH  OF  NOT  LESS  THAh J  U.S.S10 
MILUON TC .SELL  SUCH  INCOME  NOTES,  OR  MAY  SELL  SUCH  INCOME  NOTES  ON 
BEHALF  OF  SUCH  OWNER. 

if  THF  TRANSFER  OF  INCOME  NOTES  IS  TO  BE  MADE  PURSUANT  TO  CLAUSE  (A)(  1 ) 
SrTXSw THE  PrSYnG  PARAGRAPH,  THE  TRANSFEREE  OF  THE  INCOME  . 

NOTESW1LL  (1)  BE  REQUIRED  TO  EXECUTE  AND  DELIVER  TO  THE  ISSUER  AND ^THE 
TncOMC  NoVeS  TRANSFER  AGENT  AN  INCOME  NOTES  PURCHASE ^ND  TRANSFER 
1  FTTER  SUBSTANTIALLY  IN  THE  FORM  ATTACHED  TO  THE  FISCAL  AGENCY 
iS-EMENT ^STATING  THAT  AMONG  OTHER  THINGS,  THE  TRANSFEREE  IS  (X)  A 
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OtIAlIFIED  INSTITUTIONAL  BUYER  AS  DEFINED  IN  RULE  144A  UNDER  THE 
SuWTTES  ACT  PURCHASING  FOR  ITS  OWN  ACCOUNT  OR  FOR  THE  ACCOUNT  OF 
A  OUAUHED  WSTITXmONAL  BUYER,  OR  (Y)  AN  ACCREDITED   INVESTOR  (AS 

SbfSSSSuS  501(a)  UNDER  THE  ^^^J^J^S^S^L 
vir«x  .Bee  than  US$10  MILLION  AND  (Z)  A  QUALIFIED  PURCHASbR  1-UK  mt 
SoSs  S  TOE  Sv£™ENV  COMPAnV  ACT  AND  (2)  RECEIVE  ONE  OR  MORE 
DEFINITIVE  INCOME  NOTES. 
IF  THE  TRANSFER  OF  INCOME  NOTES  IS  TO  BE  MADE  PURSUANT  TO  CLAUSE  (A)(3) 

oTt^e  Second  preceding  paragraph,  the  transferee  of  the  income 
Sores wES^requiree to  deliver  to  the  issuer  and  the  income  notes 

TR^nIfER  AGENT  AN  INCOME  NOTES  PURCHASE  AND  TRANSFER  LETTER, 
I^StInTIALlTiN  THE  FORM  ATTACHED  TO  THE  F.SCAL  AGENCY  AGREEMENT^ 
IwInGTOAT  AMONG  OTHER  THINGS,  THE  TRANSFEREE  IS  NOT  A  U.S.  PERSON 
(AS  DEFINED  IN  REGULATION  S). 

WITH  RESPECT  TO  THE  INCOME  NOTES  PURCHASED  OR  TRANSFERRED  ON  OR 
TfSr  TOE  CASING  DATE,  THE  PURCHASER  OR  TRANSFEREE  MUST  DISCLOSE  IN 
SSSSw  ADVANCE  TO  THE  FISCAL  AGENT  (i)  WHETHER  OR  NOT  IT  S  (A)  AN 
■EMPLOYEE  BENEFIT  PLAN"  AS  DEFINED  IN  AND  SUBJECT  TO  TITLE  I  OF  THE 
iSJteS  STATCS  EMPLOYEE  RETIREMENT  INCOME  SECURITY  ACT  OF  1974  AS 
a^JnDFD i  f"ERISA")  (B)  A  "PLAN"  DESCRIBED  IN  AND  SUBJECT  TO  SECTION  4975 
OT  fflf  W.TED  STA^s  INTERNAL  REVENUE  CODE  OF  1986,  AS  AMENDED  (THE 
°CODE"^R(C)  AN  ENTITY  WHOSE  ASSETS  .NCLUDE  "PLAN  ASSETS"  WITHIN  THE 
MEANING ?OT  EWSA  BY  REASON  OF  AN  EMPLOYEE  BENEFIT  PLAN'S  OR  OTHER 
PLAN'S I    ^VESTMENT    IN    THE    ENTITY    (ALL    SUCH    PERSONS    AND    ENTITIES 

Bribed  in  clauses  (A)  through  (C)  being  referred  to  herein  as 

S5SK    PLAN   INVESTORS");   (ii)  IF  THE   PURCHASER  OR  TRANSFEREE   IS   A 
bStVPANNINVESTSOR  (O^  ANOTHER  EMPLOYEE  BENEFIT  PLAN  SUB^CT  TO 
amv    FPnPRAl      STATE     LOCAL    OR    FOREIGN    LAW    THAT   IS    SUBSTANMALLY 
SImVaI  TO^HE  PROVISIONS  OF  SECTION  406  OF  ERISA  OR  SECTION  4975  OF  THE 
CODECS LAR  LAW"  )  THAT  THE  PURCHASE  AND  HOLDING  OR  TRANSFER  AND 
HOMING  OF  INCOME  NOTES  DO  NOT  AND  WILL  NOT  CONSTITUTE  OR  RESULT  IN I  A 
PR^mBITCD  TRANSACTION  UNDER  SECTION  406  OF  ERISA  OR  SECTION  4975  OF 
THfcO^ORTTHE^ASE  OF  ANOTHER  EMPLOYEE  BENEFIT  PLAN  SUBJECT  TO 
irj.^LXw  ANY  SIMILAR  LAW)  FOR  WHICH  AN  EXEMPTION  IS  NOT  AVAILABLE; 
TS  WHETHER  OR  NOT  IT  IS  A  PERSON  (OTHER  THAN  A  BENEFIT  PLAN 
fMVF9(TORyWHO  HA^ ^DISCRETIONARY  AUTHORITY  OR  CONTROL  WITH  RESPECT 
TO  TH?  AsS  OF  THi  ISSUER  OR  A  PERSON  WHO  PROVIDES  INVESTMENT 
ADVICE  FOR  A  FEE  (DIRECT  OR  INDIRECT)  WITH  RESPECT  TO  THE  ASSETS  OF  THE 
fsSUER  OR  ANY  "AFF  UATE"  (WITHIN  THE  MEANING  OF  29  C.F.R.  SECTION I  251 10.3- 
nuiSw  OF  ANY  SUCH  PERSON     IF  A  PURCHASER  IS  AN  INSURANCE  COMPANY 
A(Sg  ON  BEHALF  S  .tI  GENERAL  ACCOUNT  OR  OTHER  ENTITY  DEEMED  TO  BE 
HIDING  PLAN  ASSETS   IT  WILL  BE  PERMITTED  TO  SO  INDICATE,  AND  REQUIRED 
?S  IDENTIFY  A iSx'MUM  PERCENTAGE  OF  THE  ASSETS   IN   SUCH  GENERAL 
ACCOUNT  OR  ENTITY  THAT  MAY  BE  OR  BECOME  PLAN  ASSETS,  IN  WHICH  CASE 
TOE    njRCHASER    OR   TRANSFEREE    WILL    BE    REQUIRED   TO    MAKE    CERTAIN 
FURTHEfAGRiEMENTS    THAT    WOULD    APPU J^^^^^SS 
MAXIMUM  PERCENTAGE  WOULD  THEREAFTER  BE  EXCEEDED.    THE  ^HASER 
AGREES  THAT,  BEFORE  ANY  INTEREST  IN  AN  INCOME _NOTE  MAY ^BE  OFFERED, 
SOID    PLEDGED   OR   OTHERWISE   TRANSFERRED,   THE  TRANSFEREE   WILL   BE 

Squired  ?S  provide  toe  .ncome  notes  transfer  agent  with  an  income^ 

NOTE  PURCHASE  AND  TRANSFER  LETTER  (SUBSTANTIALLY  FN  THE  FORM 
A-rrlz-HFn  TO  THE  FISCAL  AGENCY  AGREEMENT)  STATING,  AMONG  OTHER 
ThTnS  WHETOEiTtHE TCRANSFER?E  ,S  A  BENEFIT  ^  ^^R. ™™CTEE 
OR  INCOME  NOTES  TRANSFER   AGENT  WILL  NOT  PERMIT  OR  REGISTER  ANY 
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wrarHA,F    OR    TRANSFER    OF    INCOME   NOTES   TO   THE    EXTENT   THAT   THE 

ZS  (DctSeI^  IN  ACCORDANCE  W.TH  THE  PLAN  ASSET  REGULATION 
[AFFINED  HERS)  AND  IN  THE  FISCAL  AGENCY  AGREEMENT). 

OAVMCN.T*  TO  THF  HOLDERS  OF  THE  INCOME  NOTES  ARE  SUBORDINATE  TO  THE 
PAYMENT  Oh eTcH "?A?MEN?  DATE  OF  PRINCIPAL  OF  AND  INTEREST ^ON  THE 
SFTURED  NOTES  OF  THE  ISSUER  OR  CO-ISSUER,  AS  APPLICABLE  AND  THE 
PA?S  ^CERTAIN  OTHER  AMOUNTS,  TO  THE  EXTENT  AND  AS  DESCRIBED  IN 
THE  INDENTURE. 

law: 

THE  INCOME  NOTES  ARE  THE  SUBJECT  OF,  AND  ARE  ISSUED  SUBJECT  TO  THE 

ISSUER  OF  THE  INCOME  NOTES  AND  THE  BANK  OF  NEW  YORK  TRUST '  "*£ANi :. 
NATIONAL  ASSOCIATION,  AS  FISCAL  AGENT,  COPIES  OF  THE  FISCAL  AGENCY 
AGREEMENT  MAY  BE  OBTAINED  FROM  THE  FISCAL  AGENT. 

THE  INCOME  NOTES  HAVE  NOT  BEEN  AND  WILL  NOT  BE  J™™^*  ™ 
irviixcn  QTATP"?  SECURITIES  ACT  OF  1933,  AS  AMENDED  (THE  bLCUKinta  ftv-i  ), 
SnTOE^UER  HAS  NOT  BEEN  REGISTERED  UNDER  THE  UN.TED  STATES 
^EsSntSpANY  ACT  OF  1940,  AS  AMENDED  g™™™™^™^g 

mayb^fS 

Sl^  PURCHASING  FOR  ITS  OWN  ACCOUNT  OR  FOR  THE  ACCOUNT  OF  A 
QSaL  .SR™S,ONAL  BUYER,  IN  A  TRANSACTION  MEETING  THE 
rfwx,,mcwi;xn-c  nv  oillP  144A  UNDER  THE  SECURITIES  AC  I,  (/)  iu  *>N 
ACcStcdInVESTOR  (AS  DEFINE^  RULE  501(a)  UNDER  THE  SECURITIES  ACT) 
WHO^AsTnET  WORTH  OF  NOT  LESS  THAN  U.S.S10  MILLION)  IN  A  TRANSACTION 
S^  FROM  i^ISTRATlON  UNDER  THE  SECURITIES  ACT,  OR  (3)  TO  A  NON-U.S. 

SlflFTHE  ISSUER  THAT  IT  (V)  IS  A  QUALIFIED  PURCHASER  FOR  THE 
SpOSES  OF^ECrfoN  3Rc)m  OF  THE  INVESTMENT  COMPANY  ACT,  (W)  WAS  NOT 
po^fhfor  THlfpURPOSE  OF  INVESTING  IN  THE  ISSUER  (EXCEPT  WHEN  EACH 

======== 
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PARTICIPANTS  AS  APPLICABLE,  MAY  DESIGNATE  THE  PARTICULAR  INVESTMENTS 
TO  BE  MADE,  AND  IN  A  TRANSACTION  THAT  MAY  BE  EFFECTED  WITHOUT  LOSS  OF 
ANY  APPLICABLE  INVESTMENT  COMPANY  ACT  EXEMPTION  AND  (B)  IN 
ACCORDANCE  WITH  ALL  APPLICABLE  SECURITIES  LAWS  OF  THE  STATES  OF  THE 
UNITED  STATES  ANY  PURPORTED  TRANSFER  IN  VIOLATION  OF  THE  FOREGOING 
WILL  NOT  BE  PERMITTED  OR  REGISTERED  BY  THE  INCOME  NOTES  TRANSFER 
AGENT  EACH  TRANSFEROR  OF  THE  INCOME  NOTES  WILL  PROVIDE  NOTICE  OF  THE 
TRANSFER  RESTRICTIONS  SET  FORTH  HEREIN  AND  IN  THE  FISCAL  AGENCY 
AGREEMENT  TO  ITS  TRANSFEREE.  IN  ADDITION  TO  THE  FOREGOING,  THE  ISSUER 
HAS  THE  RIGHT  TO  COMPEL  ANY  BENEFICIAL  OWNER  OF  AN  INCOME  NOTE  THAT 
IS  A  U  S  PERSON  AND  IS  NOT  (A)  A  QUALIFIED  PURCHASER  AND  (B)  EITHER  A 
OUALIFIED  INSTITUTIONAL  BUYER  OR  AN  ACCREDITED  INVESTOR  WHO  HAS  A 
NET  WORTH  OF  NOT  LESS  THAN  U.S.S10  MILLION  TO  SELL  SUCH  INCOME  NOTES, 
OR  MAY  SELL  SUCH  INCOME  NOTES  ON  BEHALF  OF  SUCH  OWNER. 

IF  THE  TRANSFER  OF  INCOME  NOTES  IS  TO  BE  MADE  PURSUANT  TO  CLAUSE  (A)(1) 
OR  (A)(2)  OF  THE  PRECEDING  PARAGRAPH,  THE  TRANSFEREE  OF  THE  INCOME 
NOTES  WILL  (1)  BE  REQUIRED  TO  EXECUTE  AND  DELIVER  TO  THE  ISSUER  AND  THE 
FISCAL  AGENT  AN  INCOME  NOTES  PURCHASE  AND  TRANSFER  LETTER, 
SUBSTANTIALLY  IN  THE  FORM  ATTACHED  TO  THE  FISCAL  AGENCY  AGREEMENT, 
STATING  THAT  AMONG  OTHER  THINGS,  THE  TRANSFEREE  IS  (X)  A  QUALIFIED 
INSTITUTIONAL  BUYER  AS  DEFINED  IN  RULE  144A  UNDER  THE  SECURITIES  ACT 
PURCHASING  FOR  ITS  OWN  ACCOUNT  OR  FOR  THE  ACCOUNT  OF  A  QUALIFIED 
INSTITUTIONAL  BUYER,  OR  (Y)  AN  ACCREDITED  INVESTOR  (AS  DEFINED  IN  RULE 
501(a)  UNDER  THE  SECURITIES  ACT)  WHO  HAS  A  NET  WORTH  OF  NOT  LESS  THAN 
U  S  $10  MILLION  AND  (Z)  A  QUALIFIED  PURCHASER  FOR  THE  PURPOSES  OF  THE 
INVESTMENT  COMPANY  ACT  AND  (2)  RECEIVE  ONE  OR  MORE  DEFINITIVE  INCOME 
NOTES. 

IF  THE  TRANSFER  OF  INCOME  NOTES  IS  TO  BE  MADE  PURSUANT  TO  CLAUSE  (AX3) 
OF  THE  SECOND  PRECEDING  PARAGRAPH,  THE  TRANSFEREE  OF  THE  INCOME 
NOTES  WILL  BE  REQUIRED  TO  DELIVER  TO  THE  ISSUER  AND  THE  FISCAL  AGENT 
AN  INCOME  NOTES  PURCHASE  AND  TRANSFER  LETTER,  SUBSTANTIALLY  IN  THE 
FORM  ATTACHED  TO  THE  FISCAL  AGENCY  AGREEMENT,  STATING  THAT  AMONG 
OTHER  THINGS,  THE  TRANSFEREE  IS  NOT  A  U.S.  PERSON  (AS  DEFINED  IN 
REGULATION  S). 

WITH  RESPECT  TO  THE  INCOME  NOTES  PURCHASED  OR  TRANSFERRED  AFTER  THE 
CLOSING  DATE,  THE  PURCHASER  OR  TRANSFEREE  IS  DEEMED  TO  REPRESENT  AND 
WARRANT)  THAT  (i)  IT  IS  NOT  (A)  AN  "EMPLOYEE  BENEFIT  PLAN"  AS  DEFINED  IN 
AND  SUBJECT  TO  TITLE  I  OF  THE  UNITED  STATES  EMPLOYEE  RETIREMENT 
INCOME  SECURITY  ACT  OF  1974,  AS  AMENDED  ("ERISA"),  (B)  A  "PLAN"  AS 
DESCRIBED  IN  AND  SUBJECT  TO  SECTION  4975  OF  THE  UNITED  STATES  INTERNAL 
REVENUE  CODE  OF  1986,  AS  AMENDED  (THE  "CODE"),  OR  (C)  AN  ENTITY  WHOSE 
ASSETS  INCLUDE  "PLAN  ASSETS"  WITHIN  THE  MEANING  OF  ERISA  BY  REASON  OF 
AN  EMPLOYEE  BENEFIT  PLAN'S  OR  OTHER  PLAN'S  INVESTMENT  IN  THE  ENTITY 
(ALL  SUCH  PERSONS  AND  ENTITIES  DESCRIBED  IN  CLAUSES  (A)  THROUGH  (C) 
BEING  REFERRED  TO  HEREIN  AS  "BENEFIT  PLAN  INVESTORS");  AND  (ii)  IT  IS  NOT  A 
PERSON  WHO  HAS  DISCRETIONARY  AUTHORITY  OR  CONTROL  WITH  RESPECT  TO 
THE  ASSETS  OF  THE  ISSUER  OR  A  PERSON  WHO  PROVIDES  INVESTMENT  ADVICE 
FOR  A  FEE  (DIRECT  OR  INDIRECT)  WITH  RESPECT  TO  THE  ASSETS  OF  THE  ISSUER, 
OR  ANY  "AFFILIATE"  (WITHIN  THE  MEANING  OF  29  C.F.R.  SECTION  2510.3-101(0(3)) 
OF  ANY  SUCH  PERSON.  IF  THE  PURCHASER  OR  TRANSFEREE  IS  AN  EMPLOYEE 
BENEFIT  PLAN  SUBJECT  TO  ANY  FEDERAL,  STATE,  LOCAL  OR  FOREIGN  LAW  THAT 
IS  SUBSTANTIALLY  SIMILAR  TO  THE  PROVISIONS  OF  SECTION  406  OF  ERISA  OR 
SECTION  4975  OF  THE  CODE  ("SIMILAR  LAW"),  SUCH  PURCHASER  OR  TRANSFEREE 
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AI  SO  IS  DEEMED  TO  REPRESENT  AND  WARRANT  THAT  ITS  PURCHASE  AND 
TOLDING  OF  THE TNCOME  NOTES  DO  NOT  AND  WILL  NOT  CONSTITUTE  OR  RESULT 
£ ?A ^VIOLATION  OF  ANY  SIMILAR  LAW  FOR  WHICH  AN  EXEMPTION  IS  NOT 
AVAILABLE  ANY  PURPORTED  TRANSFER  OF  AN  INCOME  NOTE  THAT  DOES  NOT 
COMPL^TH  THE  REQUIREMENTS  SET  FORTH  ABOVE  SHALL  BE  NULL  AND  VOID 
AB  INITIO. 

PAYMENTS  TO  THE  HOLDERS  OF  THE  INCOME  NOTES  ARE  SUBORDINATE  TO  THE 
PAYM^T  ON  EACH  PAYMENT  DATE  OF  PRINCIPAL  OF  AND  INTERES ON  THE 
SECURED  NOTES  OF  THE  ISSUER  OR  CO-ISSUER,  AS  APPLICABLE,  AND  THE 
PAYMENT  OF  CERTAIN  OTHER  AMOUNTS,  TO  THE  EXTENT  AND  AS  DESCRIBED  IN 
THE  INDENTURE. 

fhl  With  respect  to  Income  Notes  transferred  or  purchased  on  or  after  the  Closing  Date,  the  Purchaser 

(  }  understands  and  agrees  that  the  representations  and  agreements  made  in  this  paragraph  (g)  will  be  deemed 

made  on  each  day  from  the  date  hereof  through  and  including  the  date  on  wh.ch  the  Purchaser  d.sposes  of 

the  Income  Notes. 

(x)  The  Purchaser  is  _  is  not  _  [check  one]  (i)  an  "employee  benefit  plan"  as  defined  in  ^  «J»^ 
Title  1  of  the  U.S.  Employee  Retirement  Income  Security  Act  of  1974,  as  amended  (  ERISA  ),  (u)  a  plan 
L  Merited  in  and  subject  to  Section  4975  of  the  U.S.  Internal  Revenue  Code  of  1986,  as  amended  (the 
"Code")  or  (iii)  an  entity  whose  underlying  assets  include  assets  of  any  such  employee  benefit  plan  or 
oSer  pan  fo  purposes  of  ERISA  or  Section  4975  of  the  Code)  by  reason  of.  plan's  mvestmen ^n  » 
emity  (such  persons  and  entities  described  in  clauses  (i)  through  (iii)  be.ng  referred  to  herem  as  Benefit 
Plan  Investors")-  and  (y)  if  the  Purchaser  is  a  Benefit  Plan  .Investor  (or  another  employee  benefit  plan 
^totyfK  state,  local  or  foreign  law  substantially  similar  to  Section  406  of  ERISA or  section 
4975  of  the  Code  ("Similar  Law")),  the  Purchaser's  purchase  and  holing  of  an  Income  Note  do ,  not  and 
will  not  constitute  or  result  in  a  prohibited  transaction  under  Section  406  of  ERISA  or  ^t.on  4975  of  the 
Code  (or,  in  the  case  of  an  employee  benefit  plan  subject  to  Similar  Law,  any  Sirmlar  Law)  for  wh.ch  an 
exemption  is  not  available. 

The  Purchaser  is  is  not [check  one]  the  Issuer  or  any  other  person  (other  than  a  Benefit  Plan 

investor)  that  haslis^etionarTlulhority  or  control  with  respect  to  the  assets  of  the  Issuer,  a  person  who 
orov  des  "vestment  advice  for  a  fee  (direct  or  indirect)  with  respect  to  the  assets  of  the  Issuer  or  any 
"affiliate"  JwimTn  the  meaning  of  29  C.F.R.  Section  2510.3-101(0(3))  of  any  such  person  (any  such  person 
described  in  this  paragraph  being  referred  to  as  a  "Controlling  Person"). 

If  the  Purchaser  is  an  insurance  company  acting  on  behalf  of  its  general  account  or  any  other  entity  holding 

plan  assets  of  Benefit  Plan  Investors [check  if  true],  then  (.)  not  more  than  %  [comple* :  by 

•  entering  a  percentage],  (the  "Maximum  Percentage")  of  the  assets  of  such  general  account  or  en  .ty 
constitutes  Lets  of benefit  Plan  Investors  for  purposes  of  the  "plan  assete"  regulat.ons  undo -ERISA  and 
(ii)  without  limiting  the  remedies  that  may  otherwise  be  available  the  Purchaser  agree that  Us ,11  (x) 
mmediately  notify  the  Issuer  if  the  Maximum  Percentage  is  exceeded,  and  (y)  d.spose  of  all  or  a  port.™  of 
te  Income  Notes  ks  may  be  instructed  by  the  Issuer  (including,  in  the  discrete  of  the  Issuer,  a  d  sposit  on 
back  to  *e  Issuer  or  an  affiliate  thereof  (or  other  person  designated  by  the  Issuer)  for  the  then  value  of  ^ 
Income  Notes  as  reasonably  determined  by  the  Issuer,  in  any  case  in  which  the  Purchaser  cannot  otherw.se 
make  a  disposition  it  has  been  instructed  by  the  Issuer  to  make). 

(i)  The  Purchaser  understands  and  acknowledges  that  the  Income  Notes  Transfer  Agent  will  not  register  any 

( °  purchase  or  transfer  of  Income  Notes  either  to  a  proposed  initial  purchaser  or  to  . ^propose* subs«,u  n 

Transferee  of  Income  Notes  that  has,  in  either  case,  represented  that  u  ,sa  Benefit  Plan  Investor ■„  a 
Controlling  Person  if,  after  giving  effect  to  such  proposed  transfer,  persons  that  have  represented  that  they 
are  Benefit  Plan  Investors  would  own  25%  or  more  of  the  total  value  of  the  outstandmg  Income  Notes.  For 
purposes  of  this  determination,  Income  Notes  held  by  the  Liquidation  Agent,  the  Trustee •  an> -of the* 
respective  affiliates  and  persons  that  have  represented  that  they  are  Controllmg  Persons  w.ll  ^  d'sregarded 
and  will  not  be  treated  as  outstanding.  The  Purchaser  understands  and  agrees  that  any  purported  purchase 
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the  Purchaser's  Income  Notes  mvolves  certain, "^"~|urchaser  has  had  access  to  such  financial  and 
Purchaser's  Income  Notes  under  Krtamc.rcumstoc^^e  Pure  ^  ^  ^^  ^ 

oL  information  concerning  the  Issue^ and  *£2Hw£^t*  respect  to  its  purchase  of  the 

Issuer.  . 

u    •  .  ,h,  p^^'s  to""  Note*,i»  ord«  .o  rctee  »y  Untai  States  fctol 

local  income  tax  purposes. 

The  Purchaser  acknowledges  that  due  to  ^^SStfiof^  SSll'hSS 
i!e  issuer  and  the  Income  Notes  Transfer  Agent ^may  JJJjJJJ^  Transfer  Agentl  as  applicable,  shal 
the  purchase  application  can  proceed.  ™Vu^^a2n«  any  loss  arising  from  the  failure  to  process  he 
f^^^^^^TZl^^  I  Pu-aser  has  not  been  prov.ded  by  the 

Purchaser. 

^Purchaser  agr.s  to  complete  .y  o.er  instrument  of  transfer  as  rehired  under  Cayman  Islands  law. 

(o)  The  Purchaser  is  not  a  member  of  the  public  in  the  Cayman  Islands.  ^ 

We  acknowledge  that  you  and  °ther  Pe/S°^ 
.presentations,  warranties  .«^£?^£^%  ***>«  ^  ta  "*  MM°  "  *" 


00 

(1) 
(m) 


(n) 
(o) 
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™  LETTER  SHALL  BE  OOVERNED  BV,  AND  CONSTRUED  *  ACCORDANCE  W.TN,  THE 
LAWS  OF  THE  STATE  OF  NEW  YORK. 


Very  truly  yours, 

[ 
By:. 


Name: 
Title: 


Receipt  acknowledged  as  of  date  set  forth  above, 


(Signature  and  Addresses) 
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ANNEX  A-2 

FORM  OF  CLASS  E  NOTES  PURCHASE  AND  TRANSFER  LETTER 

The  Bank  of  New  York  Trust  Company, 

National  Association 

601  Travis  Street,  16th  Floor 

Houston,  Texas  77002 

Attention:  Global  Corporate  Trust-Hudson  Mezzanine  Funding  2006-1,  Ltd. 

Re:         Hudson  Mezzanine  Funding  2006- 1 ,  Ltd. 
Class  E  Notes 

Dear  Sirs: 

Reference  is  hereby  made  to  the  Class  E  Notes  due  2042\(the  "Class  E  Notes")  issued  by  Hudson 
Mezzanine  Funding  2006-1,  Ltd.  (the  "Issuer"),  described  in  the  Issuers  Offering  Circular  dated  December  3, 2006 
("Offering  Circular")  to  be  purchased  and  held  by  us  in  definitive  certificated  form.  We  (the  Purchaser  )  are- 
purchasing  U.S.  $[  ]  principal  amount  of  Class  E  Notes  (the  "Purchaser's  Class  E  Notes").  Terms  defined  or 
referenced  in  the  Offering  Circular  and  not  otherwise  defined  or  referenced  herein  shall  have  the  roean.ngs  set  forth 
in  the  Offering  Circular. 

The  Purchaser  hereby  represents,  warrants  and  covenants  for  the  benefit  of  the  Issuer  that: 

(a)  (i)  The  Purchaser  is  a  qualified  institutional  buyer  (as  defined  in  Rule  144A  under  the  Securities  Act  of 
1933  as  amended  (the  "Securities  Act"))  (a  "Qualified  Institutional  Buyer")  that  is  purchasing  the  Class  E 
Notes  for  its  own  account;  (ii)  The  Purchaser  is  a  "qualified  purchaser"  for  the  purposes  of  Section  3(c)(7) 
of  the  Investment  Company  Act  of  1940,  as  amended  (the  "Investment  Company  Act  I  (a  Qualified 
Purchaser")-  (iii)  The  Purchaser  is  aware  that  the  sale  of  the  Purchaser's  Class  E  Notes  to  the  Purchaser  is 
being  made' in  reliance  on  an  exemption  from  registration  under  the  Securities  Act;  (iv)  The  Purchaser  is 
acquiring  not  less  than  $250,000  of  Class  E  Notes,  (v)  With  respect  to  any  transferee,  the  Purchaser  also 
understands  that,  in  conjunction  with  any  transfer  of  the  Purchaser's  ownership  of  any  Purchaser  s  Class i  E 
Notes  purchased  hereunder,  it  will  not  transfer  or  cause  the  transfer  of  such  Purchaser  s  Class  E  Notes 
without  obtaining  from  the  transferee  a  certificate  substantially  in  the  form  of  this  Class  E  Note  Purchase 
and  Transfer  Letter;  (vi)  The  Purchaser  will  provide  notice  of  the  transfer  restrictions  described  to  any 
subsequent  transferees. 

(b)  The  Purchaser  is  purchasing  the  Purchaser's  Class  E  Notes  in  an  amount  equal  to  or  exceeding  the 
minimum  permitted  number  thereof  for  its  own  account  (or,  for  the  account  of  another  Qualified 
Institutional  Buyer  with  respect  to  which  the  Purchaser  exercises  sole  investment  discretion)  for  investment 
purposes  only  and  not  for  sale  in  connection  with  any  distribution  thereof,  but  nevertheless  subject  to  the 
understanding  that  the  disposition  of  its  property  shall  at  all  times  be  and  remain  within  its  control  (subject 
to  the  restrictions  set  forth  in  the  Offering  Circular,  the  certificate  in  respect  of  the  Purchaser  s  Class  E 
Notes  and  the  Indenture). 

(c)  The  Purchaser  understands  that  the  Purchaser's  Class  E  Notes  have  not  been  and  will  not  be  registered  or 
qualified  under  the  Securities  Act  or  any  applicable  state  securities  laws  or  the  securities  laws  of  any  other 
jurisdiction  and  are  being  offered  only  in  a  transaction  not  involving  any  public  offering  within  the 
meaning  of  the  Securities  Act,  are  being  offered  only  in  a  transaction  not  involving  any  public  offering,  and 
may  be  reoffered,  resold  or  pledged  or  otherwise  transferred  only  in  accordance  with  the  restr.ct.ons  on 
transfer  set  forth  herein  and  in  the  Indenture.  The  Purchaser  understands  and  agrees  that  any  purported 
transfer  of  Class  E  Notes  to  a  purchaser  that  does  not  comply  with  the  requirements  here.n  will  not  be 
permitted  or  registered  by  the  Note  Transfer  Agent.  The  Purchaser  further  understands  that  the  Issuer  has 
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the  right  to  compel  any  beneficial  owner  of  Class  E  Notes  that  is  a  U.S.  Person  and  is  not  (a)  a  Qualified 
Institutional  Buyer  and  (b)  a  Qualified  Purchaser,  to  sell  its  interest  in  such  Class  E  Notes,  or  the  Issuer 
may  sell  such  Class  E  Notes  on  behalf  of  such  owner. 

(d)  If  the  Purchaser  or  any  account  for  which  the  Purchaser  is  purchasing  the  Purchaser's  Class  E  Notes  is  a 
U.S.  Person  (as  defined  in  Regulation  S  under  the  Securities  Act)  the  following  representations  shall  be  true 
and  correct:  The  Purchaser  (or  if  the  Purchaser  is  acquiring  the.  Purchaser's  Class  E  Notes  for  any  account, 
each  such  account)  is  acquiring  the  Purchaser's  Class  E  Notes  as  principal  for  its  own  account  for 
investment  and  not  for  sale  in  connection  with  any  distribution  thereof.  The  Purchaser  and  each  such 
account:  (a)  was  not  formed  for  the  specific  purpose  of  investing  in  the  Class  E  Notes  (except  when  each 
beneficial  owner  of  the  Purchaser  and  each  such  account  is  a  Qualified  Purchaser),  (b)  to  the  extent  the 
Purchaser  is  a  private  investment  company  formed  before  April  30,  1996,  the  Purchaser  has  received  the 
necessary  consent  from  its  beneficial  owners,  (c)  is  not  a  pension,  profit  sharing  or  other  retirement  trust 
fund  or  plan  in  which  the  partners,  beneficiaries  or  participants,  as  applicable,  may  designate  the  particular 
investments  to  be  made;  and  (d)  is  not  a  broker-dealer  that  owns  and  invests  on  a  discretionary  basis  less 
than  U.S.$25,000,000  in  securities  of  unaffiliated  issuers.  Further,  the  Purchaser  agrees:  (i)  that  neither  it 
nor  such  account  shall  hold  the  Purchaser's  Class  E  Notes  for  the  benefit  of  any  other  person  and  such 
purchaser  of  such  account  shall  be  the  sole  beneficial  owner  thereof  for  all  purposes;  and  (ii)  that  neither  it 
nor  such  account  shall  sell  participation  interests  in  the  Purchaser's  Class  E  Notes  or  enter  into  any  other 
arrangement  pursuant  to  which  any  other  person  shall  be  entitled  to  a  beneficial  interest  in  the  distributions 
on  the  Purchaser's  Class  E  Notes.  The  Purchaser  understands  and  agrees  that  any  purported  transfer  of  the 
Purchaser's  Class  E  Notes  to  a  Purchaser  that  does  not  comply  with  the  requirements  of  this  clause  (d)  will 
not  be  permitted  or  registered  by  the  Note  Transfer  Agent 

(e)  In  connection  with  the  purchase  of  the  Purchaser's  Class  E  Notes:  (i)  none  of  the  Issuers,  the  Initial 
Purchaser,  the  Liquidation  Agent  or  the  Administrator,  is  acting  as  a  fiduciary  or  financial  or  investment 
adviser  for  the  Purchaser;  (ii)  the  Purchaser  is  not  relying  (for  purposes  of  making  any  investment  decision 
or  otherwise)  upon  any  advice,  counsel  or  representations  (whether  written  or  oral)  of  the  Issuers,  the  Initial 
Purchaser,  the  Liquidation  Agent  or  the  Administrator  other  than  in  the  Offering  Circular  and  any 
representations  expressly  set  forth  in  a  written  agreement  with  such  party;  (iii)  none  of  the  Issuers,  the 
Initial  Purchaser,  the  Senior  Swap  Counterparty,  the  Liquidation  Agent,  the  Collateral  Put  Provider  or  the 
Administrator  has  given  to  the  Purchaser  (directly  or  indirectly  through  any  other  person)  any  assurance, 
guarantee,  or  representation  whatsoever  as  to  the  expected  or  projected  success,  profitability,  return, 
performance,  result,  effect,  consequence  or  benefit  (including  legal,  regulatory,  tax,  financial,  accounting  or 
otherwise)  as  to  an  investment  in  the  Purchaser's  Class  E  Notes;  (iv)  the  Purchaser  has  consulted  with  its 
own  legal,  regulatory,  tax,  business,  investment,  financial  and  accounting  advisers  to  the  extent  it  has 
deemed  necessary,  and  it  has  made  its  own  investment  decisions  (including  decisions  regarding  the 
suitability  of  any  transaction  pursuant  to  the  Indenture)  based  upon  its  own  judgment  and  upon  any  advice 
from  such  advisers  as  it  has  deemed  necessary  and  not  upon  any  view  expressed  by  the  Issuers,  the  Initial 
Purchaser,  the  Senior  Swap  Counterparty,  the  Liquidation  Agent,  the  Collateral  Put  Provider  or  the 
Administrator;  (v)  the  Purchaser  has  evaluated  the  rates,  prices  or  amounts  and  other  terms  and  conditions 
of  the  purchase  and  sale  of  the  Purchaser's  Class  E  Notes  with  a  full  understanding  of  all  of  the  risks 
thereof  (economic  and  otherwise),  and  it  is  capable  of  assuming  and  willing  to  assume  (financially  and 
otherwise)  those  risks;  and  (vi)  the  Purchaser  is  a  sophisticated  investor. 

(0  The  certificates  in  respect  of  the  Class  E  Notes  (other  than  the  Regulation  S  Class  E  Notes)  will  bear  a 

legend  to  the  following  effect  unless  the  Issuer  determines  otherwise  in  compliance  with  the  Indenture  and 
applicable  law: 

THIS  NOTE  HAS  NOT  BEEN  AND  WILL  NOT  BE  REGISTERED  UNDER  THE  UNITED  STATES 
SECURITIES  ACT  OF  1933,  AS  AMENDED  (THE  "SECURITIES  ACT"),  AND  THE  ISSUERS  HAVE 
NOT  BEEN  REGISTERED  UNDER  THE  UNITED  STATES  INVESTMENT  COMPANY  ACT  OF 
1940,  AS  AMENDED  (THE  "INVESTMENT  COMPANY  ACT").  THE  HOLDER  HEREOF,  BY 
PURCHASING  THE  NOTES  IN  RESPECT  OF  WHICH  THIS  NOTE  HAS  BEEN  ISSUED,  AGREES 
FOR  THE  BENEFIT  OF  THE  ISSUERS  THAT  THE  NOTES  MAY  BE  OFFERED,  SOLD,  PLEDGED 
OR    OTHERWISE    TRANSFERRED,    ONLY    (A)(1)    TO    A    PERSON    WHOM    THE    SELLER 
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REASONABLY  BELIEVES  IS  A  QUALIFIED  INSTITUTIONAL  BUYER  AS  DEFINED  IN  RULE 
I44A  UNDER  THE  SECURITIES  ACT  THAT  IS  NOT  A  BROKER  DEALER  WHICH  OWNS  AND 
INVESTS  ON  A  DISCRETIONARY  BASIS  LESS  THAN  $25  MILLION  IN  SECURITIES  OF  ISSUERS 
THAT  ARE  NOT  AFFILIATED  PERSONS  OF  THE  INITIAL  PURCHASER  AND  IS  NOT  A  PLAN 
REFERRED  TO  IN  PARAGRAPH  (a)(lXiXD)  OK  (a)(l)(i)(E)  OF  RULE  144A  OR  A  TRUST  FUND 
REFERRED  TO  IN  PARAGRAPH  (aXIXiXF)  OF  RULE  144A  THAT  HOLDS  THE  ASSETS  OF  SUCH 
A  PLAN,  IF  INVESTMENT  DECISIONS  WITH  RESPECT  TO  THE  PLAN  ARE  MADE  BY  THE 
BENEFICIARIES  OF  THE  PLAN,  PURCHASING  FOR  ITS  OWN  ACCOUNT  OR  FOR  THE 
ACCOUNT  OF  A  QUALIFIED  INSTITUTIONAL  BUYER,  IN  A  TRANSACTION  MEETING  THE 
REQUIREMENTS  OF  RULE  144A  UNDER  THE  SECURITIES  ACT  OR  (2)  TO  A  NON  U.S.  PERSON 
IN    AN    OFFSHORE   TRANSACTION    COMPLYING    WITH    RULE    903    OR    RULE    904    OF 
REGULATION  S  UNDER  THE  SECURITIES  ACT  AND,  IN  THE  CASE  OF  CLAUSE  (1),  IN  A 
PRINCIPAL  AMOUNT  OF  NOT  LESS  THAN  $250,000  OR  IN  THE  CASE  OF  CLAUSE  (2),  IN  A 
PRINCIPAL  AMOUNT  OF  NOT  LESS  THAN  $100,000,  FOR  THE  PURCHASER  AND  FOR  EACH 
ACCOUNT  FOR  WHICH  IT  IS  ACTING,  TO  A  PURCHASER  THAT,  OTHER  THAN  IN  THE  CASE 
OF  CLAUSE  (2),  (V)  IS  A  QUALIFIED  PURCHASER  FOR  PURPOSES  OF  SECTION  3(c)(7)  OF  THE 
INVESTMENT  COMPANY  ACT,  (W)  WAS  NOT  FORMED  FOR  THE  PURPOSE  OF  INVESTING  IN 
THE    ISSUER   (EXCEPT   WHEN   EACH    BENEFICIAL   OWNER   OF   THE    PURCHASER    IS   A 
QUALIFIED    PURCHASER),    (X)   HAS    RECEIVED   THE   NECESSARY    CONSENT   FROM    ITS 
BENEFICIAL  OWNERS  WHEN  THE  PURCHASER  IS  A  PRIVATE  INVESTMENT  COMPANY 
FORMED  BEFORE  APRIL  30,  1996,  (Y)  IS  NOT  A  BROKER  DEALER  THAT  OWNS  AND  INVESTS 
ON  A  DISCRETIONARY  BASIS  LESS  THAN  $25,000,000  IN  SECURITIES  OF  UNAFFILIATED 
ISSUERS  AND  (Z)  IS  NOT  A  PENSION,  PROFIT  SHARING  OR  OTHER  RETIREMENT  TRUST 
FUND    OR    PLAN    IN    WHICH   THE   PARTNERS,   BENEFICIARIES   OR    PARTICIPANTS,   AS 
APPLICABLE,  MAY  DESIGNATE  THE  PARTICULAR  INVESTMENTS  TO  BE  MADE,  AND  IN  A 
TRANSACTION    THAT    MAY    BE    EFFECTED    WITHOUT    LOSS    OF    ANY    APPLICABLE 
INVESTMENT    COMPANY    ACT    EXEMPTION    AND    (B)    IN    ACCORDANCE    WITH    ALL 
APPLICABLE    SECURITIES    LAWS    OF    THE    STATES    OF    THE    UNITED    STATES.       ANY 
PURPORTED  TRANSFER  IN  VIOLATION  OF  THE  FOREGOING  WILL  BE  OF  NO  FORCE  AND 
EFFECT,  WILL  NOT  BE  PERMITTED  OR  REGISTERED  BY  THE  NOTE  TRANSFER  AGENT. 
EACH    TRANSFEROR    OF    THIS    NOTE    WILL    PROVIDE    NOTICE    OF    THE    TRANSFER 
RESTRICTIONS  SET  FORTH  HEREIN  AND  IN  THE  INDENTURE  TO  ITS  TRANSFEREE.    EACH 
TRANSFEROR   OF   THE   CLASS   E  NOTES   WILL   PROVIDE   NOTICE   OF   THE  TRANSFER 
RESTRICTIONS  SET  FORTH  HEREIN  AND  IN  THE  INDENTURE  TO  ITS  TRANSFEREE.     IN 
ADDITION    TO    THE    FOREGOING,    THE    ISSUER    HAS    THE    RIGHT,    TO    COMPEL    ANY 
BENEFICIAL  OWNER  OF  AN  INTEREST  IN  A  CLASS  E  NOTE  THAT  IS  A  U.S.  PERSON  AND  IS 
NOT  BOTH  A  QUALIFIED  PURCHASER  AND  A  QUALIFIED  INSTITUTIONAL  BUYER  TO  SELL 
SUCH  CLASS  E  NOTES,  OR  MAY  SELL  SUCH  CLASS  E  NOTES  ON  BEHALF  OF  SUCH  OWNER. 

IF  THE  TRANSFER  OF  THE  CLASS  E  NOTES  IS  TO  BE  MADE  PURSUANT  TO  CLAUSE  (A)(1)  OF 
THE  PRECEDING  PARAGRAPH,  THE  TRANSFEREE  OF  THE  CLASS  E  NOTES  WILL  BE 
REQUIRED  TO  EXECUTE  AND  DELIVER  TO  THE  ISSUER  AND  THE  NOTE  TRANSFER  AGENT 
A  CLASS  E  NOTES  PURCHASE  AND  TRANSFER  LETTER,  SUBSTANTIALLY  IN  THE  FORM 
ATTACHED  TO  THE  INDENTURE,  STATING  THAT  AMONG  OTHER  THINGS,  THE 
TRANSFEREE  IS  (1)  A  QUALIFIED  INSTITUTIONAL  BUYER  AND  (2)  A  QUALIFIED 
PURCHASER  FOR  THE  PURPOSES  OF  THE  INVESTMENT  COMPANY  ACT. 

WITH  RESPECT  TO  THE  CLASS  E  NOTES  PURCHASED  OR  TRANSFERRED  ON  OR  AFTER  THE 
CLOSING  DATE,  THE  PURCHASER  OR  TRANSFEREE  MUST  DISCLOSE  IN  WRITING  IN 
ADVANCE  TO  THE  NOTE  TRANSFER  AGENT  (i)  WHETHER  OR  NOT  IT  IS  (A)  AN  "EMPLOYEE 
BENEFIT  PLAN"  AS  DEFINED  IN  AND  SUBJECT  TO  TITLE  I  OF  THE  UNITED  STATES 
EMPLOYEE  RETIREMENT  INCOME  SECURITY  ACT  OF  1974,  AS  AMENDED  ("ERISA"),  (B)  A 
"PLAN"  DESCRIBED  IN  AND  SUBJECT  TO  SECTION  4975  OF  THE  UNITED  STATES  INTERNAL 
REVENUE  CODE  OF  1986,  AS  AMENDED  (THE  "CODE"),  OR  (C)  AN  ENTITY  WHOSE  ASSETS 
INCLUDE  "PLAN  ASSETS"  WITHIN  THE  MEANING  OF  ERISA  BY  REASON  OF  AN  EMPLOYEE 
BENEFIT  PLAN  OR  OTHER  PLAN'S  INVESTMENT  IN  THE  ENTITY  (ALL  SUCH  PERSONS  AND 
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ENTITIES  DESCRIBED  IN  CLAUSES  (A)  THROUGH  (C)  BEING  REFERRED  TO  HEREIN  AS 
"BENEFIT  PLAN  INVESTORS");  (ii)  IF  THE  PURCHASER  OR  TRANSFEREE  IS  A  BENEFIT  PLAN 
INVESTOR  (OR  ANOTHER  EMPLOYEE  BENEFIT  PLAN  SUBJECT  TO  ANY  FEDERAL,  STATE, 
LOCAL  OR  FOREIGN  LAW  THAT  IS  SUBSTANTIALLY  SIMILAR  TO  THE  PROVISIONS  OF 
SECTION  406  OF  ERISA  OR  SECTION  4975  OF  THE  CODE  ("SIMILAR  LAW")),  THAT  THE 
PURCHASE  AND  HOLDING  OR  TRANSFER  AND  HOLDING  OF  CLASS  E  NOTES  WILL  NOT 
CONSTITUTE  OR  RESULT  IN  A  PROHIBITED  TRANSACTION  UNDER  SECTION  406  OF  ERISA 
OR  SECTION  4975  OF  THE  CODE  (OR  IN  THE  CASE  OF  ANOTHER  EMPLOYEE  BENEFIT  PLAN 
SUBJECT  TO  SIMILAR  LAW,  ANY  SIMILAR  LAW)  FOR  WHICH  AN  EXEMPTION  IS  NOT 
AVAILABLE;  AND  (iii)  WHETHER  OR  NOT  IT  IS  A  PERSON  (OTHER  THAN  A  BENEFIT  PLAN 
INVESTOR)  WHO  HAS  DISCRETIONARY  AUTHORITY  jOR  CONTROL  WITH  RESPECT  TO  THE 
ASSETS  OF  THE  ISSUER  OR  A  PERSON  WHO  PROVIDES  INVESTMENT  ADVICE  FOR  A  FEE 
(DIRECT  OR  INDIRECT)  WITH  RESPECT  TO  THE  ASSETS  OF  THE  ISSUER,  OR  ANY 
"AFFILIATE"  (WITHIN  THE  MEANING  OF  29  C.F.R.  SECTION  2510.3-101(f)(3))  OF  ANY  SUCH 
PERSON.  IF  A  PURCHASER  IS  AN  INSURANCE  COMPANY  ACTING  ON  BEHALF  OF  ITS 
GENERAL  ACCOUNT  OR  OTHER  ENTITY  DEEMED  TO  BE  HOLDING  PLAN  ASSETS,  IT  WILL 
BE  PERMITTED  TO  SO  INDICATE,  AND  REQUIRED  TO  IDENTIFY  A  MAXIMUM  PERCENTAGE 
OF  THE  ASSETS  IN  SUCH  GENERAL  ACCOUNT  OR  ENTITY  THAT  MAY  BE  OR  BECOME  PLAN 
ASSETS,  IN  WHICH  CASE  THE  PURCHASER  OR  TRANSFEREE  WILL  BE  REQUIRED  TO  MAKE 
CERTAIN  FURTHER  AGREEMENTS  THAT  WOULD  APPLY  IN  THE  EVENT  THAT  SUCH 
MAXIMUM  PERCENTAGE  WOULD  THEREAFTER  BE  EXCEEDED.  THE  PURCHASER  AGREES 
THAT,  BEFORE  ANY  INTEREST  IN  AN  INCOME  NOTE  MAY  BE  OFFERED,  SOLD,  PLEDGED  OR 
OTHERWISE  TRANSFERRED,  THE  TRANSFEREE  WILL  BE  REQUIRED  TO  PROVIDE  THE  NOTE 
TRANSFER  AGENT  WITH  AN  CLASS  E  NOTES  PURCHASE  AND  TRANSFER  LETTER 
(SUBSTANTIALLY  IN  THE  FORM  ATTACHED  TO  THE  INDENTURE)  STATING,  AMONG  OTHER 
THINGS,  WHETHER  THE  TRANSFEREE  IS  A  BENEFIT  PLAN  INVESTOR.  THE  NOTE  TRANSFER 
AGENT  WILL  NOT  PERMIT  OR  REGISTER  ANY  PURCHASE  OR  TRANSFER  OF  CLASS  E  NOTES 
TO  THE  EXTENT  THAT  THE  PURCHASE  OR  TRANSFER  WOULD  RESULT  IN  BENEFIT  PLAN 
INVESTORS  OWNING  25%  OR  MORE  OF  THE  TOTAL  VALUE  OF  THE  OUTSTANDING  CLASS  E 
NOTES  (OTHER  THAN  THE  CLASS  E  NOTES  OWNED  BY  THE  LIQUIDATION  AGENT,  TOE 
TRUSTEE  AND  THEIR  AFFILIATES)  IMMEDIATELY  AFTER  SUCH  PURCHASE  OR  TRANSFER 
(DETERMINED  IN  ACCORDANCE  WITH  THE  PLAN  ASSET  REGULATION  (AS  DEFINED 
HEREIN)  AND  IN  THE  INDENTURE). 

TRANSFERS  OF  THIS  NOTE  SHALL  BE  LIMITED  TO  TRANSFERS  MADE  IN  ACCORDANCE 
WITH  THE  RESTRICTIONS  SET  FORTH  IN  THE  INDENTURE. 

PRINCIPAL  OF  THIS  NOTE  IS  PAYABLE  AS  SET  FORTH  HEREIN.  ACCORDINGLY,  THE 
OUTSTANDING  PRINCIPAL  OF  THIS  NOTE  AT  ANY  TIME  MAY  BE  LESS  THAN  THE  AMOUNT 
SHOWN  ON  THE  FACE  HEREOF.  ANY  PERSON  ACQUIRING  THIS  NOTE  MAY  ASCERTAIN  ITS 
CURRENT  PRINCIPAL  AMOUNT  BY  INQUIRY  OF  THE  NOTE  PAYING  AGENT 

(g)  The  certificates  in  respect  of  the  Regulation  S  Class  E  Notes  will  bear  a  legend  to  the  following  effect 

unless  the  Issuer  determines  otherwise  in  compliance  with  the  Indenture  and  applicable  law: 

THIS  NOTE  HAS  NOT  BEEN  AND  WILL  NOT  BE  REGISTERED  UNDER  THE  UNITED  STATES 
SECURITIES  ACT  OF  1933,  AS  AMENDED  (THE  "SECURITIES  ACT"),  AND  THE  ISSUERS  HAVE 
NOT  BEEN  REGISTERED  UNDER  THE  UNITED  STATES  INVESTMENT  COMPANY  ACT  OF 
1940,  AS  AMENDED  (THE  "INVESTMENT  COMPANY  ACT').  THE  HOLDER  HEREOF,  BY 
PURCHASING  THE  NOTES  IN  RESPECT  OF  WHICH  THIS  NOTE  HAS  BEEN  ISSUED,  AGREES 
FOR  THE  BENEFIT  OF  THE  ISSUERS  THAT  THE  NOTES  MAY  BE  OFFERED,  SOLD,  PLEDGED 
OR  OTHERWISE  TRANSFERRED,  ONLY  (A)(1)  TO  A  PERSON  WHOM  THE  SELLER 
REASONABLY  BELIEVES  IS  A  QUALIFIED  INSTITUTIONAL  BUYER  AS  DEFINED  IN  RULE 
144A  UNDER  THE  SECURITIES  ACT  THAT  IS  NOT  A  BROKER  DEALER  WHICH  OWNS  AND 
INVESTS  ON  A  DISCRETIONARY  BASIS  LESS  THAN  $25  MILLION  IN  SECURITIES  OF  ISSUERS 
THAT  ARE  NOT  AFFILIATED  PERSONS  OF  THE  INITIAL  PURCHASER  AND  IS  NOT  A  PLAN 
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REFERRED  TO  IN  PARAGRAPH  (a)(lXi)(D)  OR  (a)(l)(i)(E)  OF  RULE  144A  OR  A  TRUST  FUND 
REFERRED  TO  IN  PARAGRAPH  (aXl)(i)(F)  OF  RULE  144A  THAT  HOLDS  THE  ASSETS  OF  SUCH 
A  PLAN,  IF  INVESTMENT  DECISIONS  WITH  RESPECT  TO  THE  PLAN  ARE  MADE  BY  THE 
BENEFICIARIES  OF  THE  PLAN,  PURCHASING  FOR  ITS  OWN  ACCOUNT  OR  FOR  THE 
ACCOUNT  OF  A  QUALIFIED  INSTITUTIONAL  BUYER,  IN  A  TRANSACTION  MEETING  THE 
REQUIREMENTS  OF  RULE  144A  UNDER  THE  SECURITIES  ACT  OR  (2)  TO  A  NON  U.S.  PERSON 
IN  AN  OFFSHORE  TRANSACTION  COMPLYING  WITH  RULE  903  OR  RULE  904  OF 
REGULATION  S  UNDER  THE  SECURITIES  ACT  AND,  IN  THE  CASE  OF  CLAUSE  (1),  IN  A 
PRINCIPAL  AMOUNT  OF  NOT  LESS  THAN  $250,000  OR  IN  THE  CASE  OF  CLAUSE  (2),  IN  A 
PRINCIPAL  AMOUNT  OF  NOT  LESS  THAN  $100,000,  FOR  THE  PURCHASER  AND  FOR  EACH 
ACCOUNT  FOR  WHICH  IT  IS  ACTING,  TO  A  PURCHASER  THAT,  OTHER  THAN  IN  THE  CASE 
OF  CLAUSE  (2),  (V)  IS  A  QUALIFIED  PURCHASER  FOR  PURPOSES  OF  SECTION  3(c)(7)  OF  THE 
INVESTMENT  COMPANY  ACT,  (W)  WAS  NOT  FORMED  FOR  THE  PURPOSE  OF  INVESTING  IN 
THE  ISSUER  (EXCEPT  WHEN  EACH  BENEFICIAL  OWNER  OF  THE  PURCHASER  IS  A 
QUALIFIED  PURCHASER),  (X)  HAS  RECEIVED  THE  NECESSARY  CONSENT  FROM  ITS 
BENEFICIAL  OWNERS  WHEN  THE  PURCHASER  IS  A  PRIVATE  INVESTMENT  COMPANY 
FORMED  BEFORE  APRIL  30,  1996,  (Y)  IS  NOT  A  BROKER  DEALER  THAT  OWNS  AND  INVESTS 
ON  A  DISCRETIONARY  BASIS  LESS  THAN  $25,000,000  IN  SECURITIES  OF  UNAFFILIATED 
ISSUERS  AND  (Z)  IS  NOT  A  PENSION,  PROFIT  SHARING  OR  OTHER  RETIREMENT  TRUST 
FUND  OR  PLAN  IN  WHICH  THE  PARTNERS,  BENEFICIARIES  OR  PARTICIPANTS,  AS 
APPLICABLE,  MAY  DESIGNATE  THE  PARTICULAR  INVESTMENTS  TO  BE  MADE,  AND  IN  A 
TRANSACTION  THAT  MAY  BE  EFFECTED  WITHOUT  LOSS  OF  ANY  APPLICABLE 
INVESTMENT  COMPANY  ACT  EXEMPTION  AND  (B)  IN  ACCORDANCE  WITH  ALL 
APPLICABLE  SECURITIES  LAWS  OF  THE  STATES  OF  THE  UNITED  STATES.  EACH  HOLDER 
HEREOF  SHALL  BE  DEEMED  TO  MAKE  THE  REPRESENTATIONS  AND  AGREEMENTS  SET 
FORTH  IN  THE  INDENTURE  (AS  DEFINED  HEREIN).  ANY  TRANSFER  IN  VIOLATION  OF  THE 
FOREGOING  WILL  BE  OF  NO  FORCE  AND  EFFECT,  WILL  BE  NULL  AND  VOID  AB  INITIO  AND 
WILL  NOT  OPERATE  TO  TRANSFER  ANY  RIGHTS  TO  THE  TRANSFEREE, 
NOTWITHSTANDING  ANY  INSTRUCTIONS  TO  THE  CONTRARY  TO  THE  ISSUERS,  THE  NOTE 
TRANSFER  AGENT  OR  ANY  INTERMEDIARY.  EACH  TRANSFEROR  OF  THIS  NOTE  WILL 
PROVIDE  NOTICE  OF  THE  TRANSFER  RESTRICTIONS  SET  FORTH  HEREIN  AND  IN  THE 
INDENTURE  TO  ITS  TRANSFEREE.  IN  ADDITION  TO  THE  FOREGOING,  THE  ISSUERS  HAVE 
THE  RIGHT,  UNDER  THE  INDENTURE  (AS  DEFINED  HEREIN),  TO  COMPEL  ANY  BENEFICIAL 
OWNER  OF  AN  INTEREST  IN  A  RULE  144A  GLOBAL  NOTE  (AS  DEFINED  IN  THE  INDENTURE) 
THAT  IS  A  U.S.  PERSON  AND  IS  NOT  BOTH  A  QUALIFIED  PURCHASER  AND  A  QUALIFIED 
INSTITUTIONAL  BUYER  TO  SELL  ITS  INTEREST  IN  THE  NOTES,  OR  MAY  SELL  SUCH 
INTERESTS  ON  BEHALF  OF  SUCH  OWNER. 

WITH  RESPECT  TO  THE  CLASS  E  NOTES  PURCHASED  OR  TRANSFERRED  ON  OR  AFTER  THE 
CLOSING  DATE,  THE  PURCHASER  OR  TRANSFEREE  MUST  DISCLOSE  IN  WRITING  IN 
ADVANCE  TO  THE  NOTE  TRANSFER  AGENT  (i)  WHETHER  OR  NOT  IT  IS  (A)  AN  "EMPLOYEE 
BENEFIT  PLAN"  AS  DEFINED  IN  AND  SUBJECT  TO  TITLE  I  OF  THE  UNITED  STATES 
EMPLOYEE  RETIREMENT  INCOME  SECURITY  ACT  OF  1974,  AS  AMENDED  ("ERISA"),  (B)  A 
"PLAN"  DESCRIBED  IN  AND  SUBJECT  TO  SECTION  4975  OF  THE  UNITED  STATES  INTERNAL 
REVENUE  CODE  OF  1986,  AS  AMENDED  (THE  "CODE"),  OR  (C)  AN  ENTITY  WHOSE  ASSETS 
INCLUDE  "PLAN  ASSETS"  WITHIN  THE  MEANING  OF  ERISA  BY  REASON  OF  AN  EMPLOYEE 
BENEFIT  PLAN  OR  OTHER  PLAN'S  INVESTMENT  IN  THE  ENTITY  (ALL  SUCH  PERSONS  AND 
ENTITIES  DESCRIBED  IN  CLAUSES  (A)  THROUGH  (C)  BEING  REFERRED  TO  HEREIN  AS 
"BENEFIT  PLAN  INVESTORS");  (ii)  IF  THE  PURCHASER  OR  TRANSFEREE  IS  A  BENEFIT  PLAN 
INVESTOR  (OR  ANOTHER  EMPLOYEE  BENEFIT  PLAN  SUBJECT  TQ  ANY  FEDERAL,  STATE, 
LOCAL  OR  FOREIGN  LAW  THAT  IS  SUBSTANTIALLY  SIMILAR  TO  THE  PROVISIONS  OF 
SECTION  406  OF  ERISA  OR  SECTION  4975  OF  THE  CODE  ("SIMILAR  LAW")),  THAT  THE 
PURCHASE  AND  HOLDING  OR  TRANSFER  AND  HOLDING  OF  CLASS  E  NOTES  WILL  NOT 
CONSTITUTE  OR  RESULT  IN  A  PROHIBITED  TRANSACTION  UNDER  SECTION  406  OF  ERISA 
OR  SECTION  4975  OF  THE  CODE  (OR  IN  THE  CASE  OF  ANOTHER  EMPLOYEE  BENEFIT  PLAN 
SUBJECT  TO  SIMILAR  LAW,  ANY  SIMILAR  LAW)  FOR  WHICH  AN   EXEMPTION   IS  NOT 
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AVAILABLE;  AND  (iii)  WHETHER  OR  NOT  IT  IS  A  PERSON  (OTHER  THAN  A  BENEFIT  PLAN 
INVESTOR)  WHO  HAS  DISCRETIONARY  AUTHORITY  OR  CONTROL  WITH  RESPECT  TO  THE 
ASSETS  OF  THE  ISSUER  OR  A  PERSON  WHO  PROVIDES  INVESTMENT  ADVICE  FOR  A  FEE 
(DIRECT  OR  INDIRECT)  WITH  RESPECT  TO  THE  ASSETS  OF  THE  ISSUER,  OR  ANY 
"AFFILIATE"  (WITHIN  THE  MEANING  OF  29  C.F.R.  SECTION  2510.3-101(0(3))  OF  ANY  SUCH 
PERSON.  IF  A  PURCHASER  IS  AN  INSURANCE  COMPANY  ACTING  ON  BEHALF  OF  ITS 
GENERAL  ACCOUNT  OR  OTHER  ENTITY  DEEMED  TO  BE  HOLDING  PLAN  ASSETS,  IT  WILL 
BE  PERMITTED  TO  SO  INDICATE,  AND  REQUIRED  TO  IDENTIFY  A  MAXIMUM  PERCENTAGE 
OF  THE  ASSETS  IN  SUCH  GENERAL  ACCOUNT  OR  ENTITY  THAT  MAY  BE  OR  BECOME  PLAN 
ASSETS,  IN  WHICH  CASE  THE  PURCHASER  OR  TRANSFEREE  WILL  BE  REQUIRED  TO  MAKE 
CERTAIN  FURTHER  AGREEMENTS  THAT  WOULD  APPLY  IN  THE  EVENT  THAT  SUCH 
MAXIMUM  PERCENTAGE  WOULD  THEREAFTER  BE  EXCEEDED.  THE  PURCHASER  AGREES 
THAT,  BEFORE  ANY  INTEREST  IN  AN  INCOME  NOTE  MAY  BE  OFFERED,  SOLD,  PLEDGED  OR 
OTHERWISE  TRANSFERRED,  THE  TRANSFEREE  WILL  BE  REQUIRED  TO  PROVIDE  THE  NOTE 
TRANSFER  AGENT  WITH  AN  CLASS  '■  E  NOTES  PURCHASE  AND  TRANSFER  LETTER 
(SUBSTANTIALLY  IN  THE  FORM  ATTACHED  TO  THE  INDENTURE)  STATING,  AMONG  OTHER 
THINGS,  WHETHER  THE  TRANSFEREE  IS  A  BENEFIT  PLAN  INVESTOR.  THE  NOTE  TRANSFER 
AGENT  WILL  NOT  PERMIT  OR  REGISTER  ANY  PURCHASE  OR  TRANSFER  OF  CLASS  E  NOTES 
TO  THE  EXTENT  THAT  THE  PURCHASE  OR  TRANSFER  WOULD  RESULT  IN  BENEFIT  PLAN 
INVESTORS  OWNING  25%  OR  MORE  OF  THE  TOTAL  VALUE  OF  THE  OUTSTANDING  CLASS  E 
NOTES  (OTHER  THAN  THE  CLASS  E  NOTES  OWNED  BY  THE  LIQUIDATION  AGENT,  THE 
TRUSTEE  AND  THEIR  AFFILIATES)  IMMEDIATELY  AFTER  SUCH  PURCHASE  OR  TRANSFER 
(DETERMINED  IN  ACCORDANCE  WITH  THE  PLAN  ASSET  REGULATION  (AS  DEFINED 
HEREIN)  AND  IN  THE  INDENTURE). 

ANY  TRANSFER,  PLEDGE  OR  OTHER  USE  OF  THIS  NOTE  FOR  VALUE  OR  OTHERWISE  BY  OR 
TO  ANY  PERSON  IS  WRONGFUL  SINCE  THE  REGISTERED  OWNER  HEREOF,  CEDE  &  CO.,  HAS 
AN  INTEREST  HEREIN,  UNLESS  THIS  NOTE  IS  PRESENTED  BY  AN  AUTHORIZED 
REPRESENTATIVE  OF  THE  DEPOSITORY  TRUST  COMPANY  ("DTC"),  NEW  YORK,  NEW 
YORK,  TO  THE  ISSUERS  OR  THEIR  AGENT  FOR  REGISTRATION  OF  TRANSFER,  EXCHANGE 
OR  PAYMENT  AND  ANY  NOTE  ISSUED  IS  REGISTERED  IN  THE  NAME  OF  CEDE  &  CO.  OR  OF 
SUCH  OTHER  ENTITY  AS  IS  REQUESTED  BY  AN  AUTHORIZED  REPRESENTATIVE  OF  DTC 
(AND  ANY  PAYMENT  HEREON  IS  MADE  TO  CEDE  &  CO.). 

TRANSFERS  OF  THIS  NOTE  SHALL  BE  LIMITED  TO  TRANSFERS  IN  WHOLE,  BUT  NOT  IN 
PART,  TO  NOMINEES  OF  DTC  OR  TO  A  SUCCESSOR  THEREOF  OR  SUCH  SUCCESSOR'S 
NOMINEE  AND  TRANSFERS  OF  PORTIONS  OF  THIS  NOTE  SHALL  BE  LIMITED  TO 
TRANSFERS  MADE  IN  ACCORDANCE  WITH  THE  RESTRICTIONS  SET  FORTH  IN  THE 
INDENTURE. 

PRINCIPAL  OF  THIS  NOTE  IS  PAYABLE  AS  SET  FORTH  HEREIN.  ACCORDINGLY,  THE 
OUTSTANDING  PRINCIPAL  OF  THIS  NOTE  AT  ANY  TIME  MAY  BE  LESS  THAN  THE  AMOUNT 
SHOWN  ON  THE  FACE  HEREOF.  ANY  PERSON  ACQUIRING  THIS  NOTE  MAY  ASCERTAIN  ITS 
CURRENT  PRINCIPAL  AMOUNT  BY  INQUIRY  OF  THE  NOTE  PAYING  AGENT. 

(h)  With  respect  to  Class  E  Notes  transferred  or  purchased  on  or  after  the  Closing  Date,  the  Purchaser 

understands  and  agrees  that  the  representations  and  agreements  made  in  this  paragraph  (g)  will  be  deemed 
made  on  each  day  from  the  date  hereof  through  and  including  the  date  on  which  the  Purchaser  disposes  of 
the  Class  E  Notes. 

(x)  The  Purchaser  is is  not [check  one]  (i)  an  "employee  benefit  plan"  as  defined  in  and  subject  to 

Title  1  of  the  U.S.  Employee  Retirement  Income  Security  Act  of  1974,  as  amended  ("ERISA"),  (ii)  a  "plan" 
-  -  -  as  described  in  and  subject  to  Section  4975  of  the  U.S.  Internal  Revenue  Code  of  1986,  as  amended  (the 
"Code"),  or  (iii)  an  entity  whose  underlying  assets  include  assets  of  any  such  employee  benefit  plan  or 
other  plan  (for  purposes  of  ERISA  or  Section  4975  of  the  Code)  by  reason  of  a  plan's  investment  in  the 
entity  (such  persons  and  entities  described  in  clauses  (i)  through  (iii)  being  referred  to  herein  as  "Benefit 
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Plan  Investors");  and  (y)  if  the  Purchaser  is  a  Benefit  Plan  Investor  (or  another  employee  benefit  plan 
subject  to  any  federal,  state,  local  or  foreign  law  substantially  similar  to  Section  406  of  ERISA  or  section 
4975  of  the  Code  ("Similar  Law")),  the  Purchaser's  purchase  and  holding  of  an  Class  E  Note  do  not  and 
will  not  constitute  or  result  in  a  prohibited  transaction  under  Section  406  of  ERISA  or  Section  4975  of  the 
Code  (or,  in  the  case  of  an  employee  benefit  plan  subject  to  Similar  Law,  any  Similar  Law)  for  which  an 
exemption  is  not  available. 

The  Purchaser  is is  not [check  one]  the  Issuer  or  any  other  person  (other  than  a  Benefit  Plan 

Investor)  that  has  discretionary  authority  or  control  with  respect  to  the  assets  of  the  Issuer,  a  person  who 
provides  investment  advice  for  a  fee  (direct  or  indirect)  with  respect  to  the  assets  of  the  Issuer,  or  any 
"affiliate"  (within  the  meaning  of  29  C.F.R.  Section  2510.3-101(0(3))  of  any  such  person  (any  such  person 
described  in  this  paragraph  being  referred  to  as  a  "Controlling  Person"). 

If  the  Purchaser  is  an  insurance  company  acting  on  behalf  of  its  general  account  or  any  other  entity  holding 

plan  assets  of  Benefit  Plan  Investors [check  if  true],  then  (i)  not  more  than %  [complete  by 

entering  a  percentage],  (the  "Maximum  Percentage")  of  the  assets  of  such  general  account  or  entity 
constitutes  assets  of  Benefit  Plan  Investors  for  purposes  of  the  "plan  assets"  regulations  under  ERISA,  and 
(ii)  without  limiting  the  remedies  that  may  otherwise  be  available,  the  Purchaser  agrees  that  it  shall  (x) 
immediately  notify  the  Issuer  if  the  Maximum  Percentage  is  exceeded,  and  (y)  dispose  of  all  or  a  portion  of 
its  Class  E  Notes  as  may  be  instructed  by  the  Issuer  (including,  in  the  discretion  of  the  Issuer,  a  disposition 
back  to  the  Issuer  or  an  affiliate  thereof  (or  other  person  designated  by  the  Issuer)  for  the  then  value  of  the 
Class  E  Notes  as  reasonably  determined  by  the  Issuer,  in  any  case  in  which  the  Purchaser  cannot  otherwise 
make  a  disposition  it  has  been  instructed  by  the  Issuer  to  make). 

(i)  The  Purchaser  understands  and  acknowledges  that  the  Note  Transfer  Agent  will  not  register  any  purchase 

or  transfer  of  Class  E  Notes  either  to  a  proposed  initial  purchaser  or  to  a  proposed  subsequent  transferee  of 
Class  E  Notes  that  has,  in  either  case,  represented  that  it  is  a  Benefit  Plan  Investor  or  a  Controlling  Person 
if,  after  giving  effect  to  such  proposed  transfer,  persons  that  have  represented  that  they  are  Benefit  Plan 
Investors  would  own  25%  or  more  of  the  total  value  of  the  outstanding  Class  E  Notes.  For  purposes  of  this 
determination,  Class  E  Notes  held  by  the  Liquidation  Agent,  the  Trustee,  any  of  their  respective  affiliates 
and  persons  that  have  represented  that  they  are  Controlling  Persons  will  be  disregarded  and  will  not  be 
treated  as  outstanding.  The  Purchaser  understands  and  agrees  that  any  purported  purchase  or  transfer  of  the 
Purchaser's  Class  E  Notes  to  a  Purchaser  that  does  not  comply  with  the  requirements  of  this  clause  (i)  will 
not  be  permitted  or  registered  by  the  Note  Transfer  Agent. 

(j)  The  purchaser  is  not  purchasing  the  Purchaser's  Class  E  Notes  with  a  view  toward  the  resale,  distribution 

or  other  disposition  thereof  in  violation  of  the  Securities  Act.  The  Purchaser  understands  that  an 
investment  in  the  Purchaser's  Class  E  Notes  involves  certain  risks,  including  the  risk  of  loss  of  its  entire 
investment  in  the  Purchaser's  Class  E  Notes  under  certain  circumstances.  The  Purchaser  has  had  access  to 
such  financial  and  other  information  concerning  the  Issuers  and  the  Purchaser's  Class  E  Notes  as  it  deemed 
necessary  or  appropriate  in  order  to  make  an  informed  investment  decision  with  respect  to  its  purchase  of 
the  Purchaser's  Class  E  Notes,  including  an  opportunity  to  ask  questions  of,  and  request  information  from, 
the  Issuer. 

(k)  The  Purchaser  is  not  purchasing  the  Purchaser's  Class  E  Notes  in  order  to  reduce  any  United  States  federal 

income  tax  liability  or  pursuant  to  a  tax  avoidance  plan. 

(1)  The  Purchaser  agrees  to  treat  the  Purchaser's  Class  E  Notes  as  equity  for  United  States  federal,  state  and 

local  income  tax  purposes. 

(m)  The  Purchaser  acknowledges  that  due  to  money  laundering  requirements  operating  in  the  Cayman  Islands, 
the  Issuer  and  the  Note  Transfer  Agent  may  require  further  identification  of  the  Purchaser  before  the 
~  purchase  application  can  proceed.  The  Issuer  and  the  Note  Transfer  Agent,  as  applicable,  shall  be  held 
harmless  and  indemnified  by  the  Purchaser  against  any  loss  arising  from  the  failure  to  process  the 
application  if  such  information  as  has  been  required  from  the  Purchaser  has  not  been  provided  by  the 
Purchaser. 
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(n)         The  Purchaser  agrees  to  complete  any  other  instrument  of  transfer  as  required  under  Cayman  Islands  law. 

(o)         The  Purchaser  is  not  a  member  of  the  public  in  the  Cayman  Islands. 

We  acknowledge  that  you  and  other  persons  will  rely  upon  our  confirmation,  acknowledgments, 
representations,  warranties,  covenants  and  agreements  set  forth  herein,  and  we  hereby  irrevocably  authorize  you  and 
such  other  persons  to  produce  this  letter  or  a  copy  hereof  to  any  interested  party  in  any  administrative  or  legal 
proceeding  or  official  inquiry  with  respect  to  the  matters  covered  hereby. 
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THIS  LETTER  SHALL  BE  GOVERNED  BY,  AND  CONSTRUED  IN  ACCORDANCE  WITH,  THE 
LAWS  OF  THE  STATE  OF  NEW  YORK. 


Very  truly  yours, 

[ 

By: 


Receipt  acknowledged  as  of  date  set  forth  above, 


(Signature  and  Addresses) 


Name: 
Title: 
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REGISTERED  OFFICES  OF  THE  ISSUERS 


HUDSON  MEZZANINE  FUNDING  2006-1,  LTD. 

Queensgate  House,  P.O.  Box  1093GT 

George  Town 

Grand  Cayman,  Cayman  Islands 


HUDSON  MEZZANINE  FUNDING  2006-1,  CORP. 

850  Library  Avenue,  Suite  204 
Newark,  Delaware  19711 


TRUSTEE,  PRINCIPAL  NOTE  PAYING  AGENT, 

NOTE  PAYING  AGENT,  NOTE  TRANSFER 

AGENT,  NOTE  REGISTRAR,  FISCAL  AGENT 
AND  INCOME  NOTES  TRANSFER  AGENT 

The  Bank  of  New  York  Trust  Company, 
National  Association 

601  Travis  Street,  16th  Floor 
Houston,  Texas  77002 


LIQUIDATION  AGENT 

Goldman,  Sachs  &  Co. 

85  Broad  Street 
New  York,  NY  10004 


LEGAL  ADVISORS 


To  the  Issuers,  the  Initial  Purchaser  and  the 
Liquidation  Agent 

As  to  matters  of  United  States  Law 


Sidley  Austin  LLP 

787  Seventh  Avenue 

New  York,  New  York  100 19 


To  the  Trustee,  Principal  Note  Paying 

Agent,  Note  Paying  Agent,  Note  Transfer 

Agent,  Note  Registrar,  Fiscal  Agent  and  Income 
Notes  Transfer  Agent 

As  to  matters  of  United  States  Law 


Gardere  Wynne  Sewell,  LLP. 

1000  Louisiana,  Suite  3400 
Houston,  Texas  77002-50 1 9 


To  the  Issuer 

As  to  matters  of  Cayman  Islands  Law 

Maples  and  Calder 

P.O.  Box  309GT,  Ugland  House 

South  Church  Street, 

George  Town 

Grand  Cayman,  Cayman  Islands 
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No  dealer,  salesperson  or  other  person  has  been 
authorized  to  give  any  information  or  to  represent 
anything  not  contained  in  this  Offering  Circular.  You 
must  not  rely  on  any  unauthorized  information  or 
representations.  This  Offering  Circular  is  an  offer  to 
sell  only  the  Notes  offered  hereby,  and  only  under 
circumstances  and  in  jurisdictions  where  it  is  lawful  to 
do  so.  The  information  contained  in  this  Offering 
Circular  is  current  only  as  of  its  date. 
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To:       Petrick,  Michael  (FID)[Michael.Petrick@rnorganstanley.corn] 

Subject:  2/06  recap 

Sent:  Wed  2/6/2008  1 1 :43:43  PM 

From:  Pearce,  John  (FID) 


Hudson- 
Went  down  the  road  again  with  Goldman  on  the  liquidation  agent  assets 
(now  ~$1  bb  of  eligible  assets  post  downgrades).  They  told  me  they  will 
"continue  to  take  my  opinion  under  advisement"  but  provided  no  course  of 
action.  I  broke  my  phone.  Will  talk  to  Rick  Ostrander  tomorrow  but 
dont  think  there  is  any  probable  way  for  us  to  force  them  to  liquidate 
the  assets. 


I  Permanent  Subcommittee  on  Investigations 
Wall  Street  &  The  Financial  Crisis 


«-,..,.  ■  Report  Footnote  #1585  .  ...«««^««^^^ 

Confidential  Treatment  Requested  t^mm^^im^mmm^m^^i^mmm^  HUD-CDO-00005146 


Footnote  Exhibits  -Page  3192 


To:     .  David. Lehrnan@gs.com[Davtd.Lehman@gs.com] 
Subject:  Re:  cmbs 

Sent:  Thur  2/7/2008  2:36:14  AM 

From:  Pearce,  John  (FID) 


What  I  can. 


..spoke  with  Ben  re:  Hudson  today. 


Goes  without  saying  I  remain  very  frustrated  by  the  way  GS  is  handling  the  liquidation  agent  role.  There 
is  almost  $1bb  of  eligible  assets  in  that  deal  now,  every  one  of  which  has  lost  value  since  it  was 
downgraded. 

No  good  reason  to  wait  other  then  to  devalue  our  position.  It's  a  shame. .  .one  day  I  hope  I  get  the  real 
reason  why  you  are  doing  this  to  me. 

Glad  you  asked? 


—  Original  Message  — 

From:  Lehman,  David  A.  <David.Lehman@gs.com> 

To:  Pearce,  John  (FID) 

Sent:  Wed  Feb  06  21 :08:46  2008 

Subject:  RE:  cmbs 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


have  you  been  doing  much  abs  cdo  sup  snr  lately? 


From:  Pearce,  John  (FID)  lmailto:John.Pearce@moraanstanlev.coml 
Sent:  Wednesday,  February  0B,  2008  9:02  PM 
To:  Lehman,  David  A. 
Subject:  Re:  cmbs 


Ok-will  keep  an  eye  on  it.  Thanks. 


—  Original  Message  — 

From:  Lehman,  David  A.  <David.Lehman@gs.com> 

To:  Pearce,  John  (FID) 

Sent:  Wed  Feb  06  20:58:50  2008 

Subject:  cmbs 

I  am  going  lo  have  the  desk  reach  out  to  kyle  tomorrow  on  the  trades  that  might  Tit  us  - 1  will  be  on 
and  off  the  desk,  so  I  think  kyle  and  our  traders  is  the  most  efficient 


Goldman,  Sachs  &  Co. 

One  New  York  Plaza  -  47th  Floor  |  New  York,  NY  10004 
Tel:  212-902-2927  |  Fax:212-493-9681   |  Mob:917« 
e-mail:  david.lehman@gs.com 
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Fixed  Income,  Currency  &  Commodities 


©  Copyright  2008  The  Goldman  Sachs  Group,  Inc.  All  rights  reserved.  See  . 
rflpy/www.as.com/disdaimer/email-salesandtradinoiitml<httD^Aiwww.os.cam/disdaimer/email- 
satasaridtrading.html>  for  important  risk  disclosure,  conflicts  of  interest  and  other  terms  and  conditions 
relating  to  this  e-mail  and  your  reliance  on  information  contained  in  it.  This  message  may  contain 
confidential  or  privileged  information.  If  you  are  not  the  intended  recipient,  please  advise  us  immediately 
and  delete  this  message.  See  http://www.os.com/aisclaimer/email/ 

<http://www.as.com/disclaimer/email/>  for  further  information  on  confidentiality  and  the  risks  of  non- 
secure electronic  communication.  If  you  cannot  access  these  links,  please  notify  us  by  reply  message 
and  we  will  send  the  contents  to  you. 


This  is  not  an  offer  (or  solicitation  of  an  offer)  to  buy/sell  the  securities/instruments  mentioned  or  an 
official  confirmation.  Morgan  Stanley  may  deal  as  principal  in  or  own  or  act  as  market  maker  for 
securities/instruments  mentioned  or  may  advise  the  issuers.  This  is  not  research  and  is  not  from  MS 
Research  but  it  may  refer  to  a  research  analyst/research  report.  Unless  indicated,  these  views  are  the 
author's  and  may  differ  from  those  of  Morgan  Stanley  research  or  others  in  the  Firm.  We  do  not 
represent  this  is  accurate  or  complete  and  we  may  not  update  this.  Past  performance  is  not  indicative  of 
future  returns.  For  additional  information,  research  reports  and  important  disclosures,  contact  me  or  see 
https://secure.ms.com/servlet/cls.  You  should  not  use  e-mail  to  request,  authorize  or  effect  the  purchase 
or  sale  of  any  security  or  instrument,  to  send  transfer  instructions,  or  to  effect  any  other  transactions.  We 
cannot  guarantee  that  any  such  requests  received  via  e-mail  will  be  processed  in  a  timely  manner.  This 
communication  is  solely  for  the  addressee(s)  and  may  contain  confidential  information.  We  do  not  waive 
confidentiality  by  mistransmission.  Contact  me  if  you  do  not  wish  to  receive  these  communications.  In 
the  UK,  this  communication  is  directed  in  the  UK  to  those  persons  who  are  professional  and  eligible 
counterparties  (as  defined  in  the  UK  Financial  Services  Authority's  rules). 


This  is  not  an  offer  (or  solicitation  of  an  offer)  to  buy/sell  the  securities/instruments 
mentioned  or  an  official  confirmation.  Morgan  Stanley  may  deal  as  principal  in  or  own 
or  act  as  market  maker  for  securities/instruments  mentioned  or  may  advise  the  issuers. 
This  is  not  research  and  is  not  from  MS  Research  but  it  may  refer  to  a  research 
analyst/research  report.  Unless  indicated,  these  views  are  the  author's  and  may  differ 
from  those  of  Morgan  Stanley  research  or  others  in  the  Firm.  We  do  not  represent  this 
is  accurate  or  complete  and  we  may  not  update  this.  Past  performance  is  not  indicative 
of  future  returns.  For  additional  information,  research  reports  and  important 
disclosures,  contact  me  or  see  https://secure.ms.com/servlet/cls.  You  should  not  use  e- 
mail  to  request,  authorize  or  effect  the  purchase  or  sale  of  any  security  or  instrument,  to 
send  transfer  instructions,  or  to  effect  any  other  transactions.  We  cannot  guarantee 
that  any  such  requests  received  via  e-mail  will  be  processed  in  a  timely  manner.  This 
communication  is  solely  for  the  addressee(s)  and  may  contain  confidential  information. 
We  do  not  waive  confidentiality  by  mistransmission.  Contact  me  if  you  do  not  wish  to 
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From:  Gill,  Michelle 

Sent:  Friday,  February  02,  2007  9:02  AM 

To:  Nichols,  Matthew;  Gasvoda,  Kevin;  Flamino,  Marc 

Subject:  RE:  Warehouse  policy 

Couple  of  things: 

(1)  New  Century  /  Fremont  -  since  they  have  both  made  changes  to  TJW  guidelines,  seems  like  we  should  be.  giving  them  at  least 
some  benefit  for  those  changes 

(2)  Accredited  /  Aames  -  they  are  not  originated  Aames  G/L  product,  nor  are  they  processing  the  Aarnes  way,  they  have  revamped 
both,  that  being  said,  we  have  no  first  hand  knowledge;  there,  could  we  get  comfrotable  asking  them  for  their  diligence  results  from 
last  couple  whole  loan  sales  since  we  have  no  personal  experience 


From: 

Sent: 

To: 

Cc: 

Subject: 

A  few  things; 

Nichols,  Matthew 

Friday,  February  02,  2007  8:57  AM 

Gasvoda,  Kevin;  Flamino,  Marc 

Gill,  Michelle 

RE:  Warehouse  policy 

1 .  We're  way  too  low  on  the  charges  -  we  should  be  using  actual  performance  where  possible  -  NC  is  running  a  10% 
drop  rate  at  ~6  points  /  drop  and  4%  EPD  rate  at  close  to  20  points.  That  equates  to  something  more  like  1 .25  rather 
than  0.35.  Given  Fremont  is  in  the  same  place  and  Accredited  still  has  a  lot  of  that  Aames  production,  I  think  we'd 
be  kidding  ourselves  to  think  that  any  of  these  guys  should  be  below  a  point. 

2.  MLN  and  other  "B"  list  guys  are  a  moot  point  -  in  this  enviornment  we  would  not  lend  to  them--  or  if  we  did  it  would 
be  at  a  much  higher  haircut. 

3.  We  will  still  have  the  issue  of  market  -  take  NC  for  example  -  they're  trying  to  push  someone  into  1 .75  premium  for 
their  production  -  we  care  closer  to  1 .25  -  what't  the  appropriate  starting  mark  to  market? 

4. 1  think  we  need  to  restate  the  economic  rationale  for  each  of  these  lines  -  don't  want  to  blow  up  relationships,  but  I 
don't  think  we're  making  money  off  of  NC  right  now  and  we're  taking  a  lot  of  risk  on  the  loans  and  warehouse  side. 


From:  Gasvoda,  Kevin 

Sent:  Friday,  February  02,  2007  7:57  AM 

To:  flamino,  Marc 

Cc:  Nichols,  Matthew;  Gill,  Michelle 

Subject:  RE:  Warehouse  policy 

Ok.  I  need  to  get  Dan's  signoff  first. 

From:  Flamino,  Marc 

Sent:  Friday,  February  02,  2007  7:56  AM 

To:  Gasvoda,  Kevin 

Cc:  Nichols,  Matthew;  Gill,  Michelle;  Flamino,  Marc 

Subject:  RE:  Warehouse  policy 

I  agree  with  the  methodology  below  and  also  feel  that  NC  and  Accred  should  receive  the  lowest  end  of  the 
range.  They  still  may  balk  but  harder  for  them  to  argue  with  the  valuation  approach.  Also  we  need  to 
combine  this  with  some  additional  flexibility  on  the  scratch  and  dent  side  for  Accredited  to  make  them  feel 
more  important  to  us.  In  both  cases  there  are  potential  consequences  with  the  marks  but  the  market  has 
changed. 

I  do  not  think  that  LH  deserves  the  same  level  however  I  am  sensitive  to  the  capital  needs  issue  for  our 
perspective.  Given  their  product  mix  I  would  think  about  them  in  the  range  of  1 .5-2x  New  Cen  and  Accred 
(.50  -.75).  I  am  not  sure  what  that  does  to  cash  flow  and  liquidity.  They  should  also  (and  we  urge  them  to) 
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put  that  Merrill  deal  in  place  asap. 

Let's  agree  internally  and  make  the  calls  to  Kevin  and  Stu. 


From:  Gasvoda,  Kevin 

Sent  Friday,  February  02,  2007  7:40  AM 

To:  Ramino,  Marc 

Cc:  Nichols,  Matthew;  Gill,  Michelle 

Subject:  Warehouse  policy 

Marc,  let's  discuss  new  more  transparent  mark  policy  whereby  we  mark  on  real  loan  bid  side  then  have  a 
transparent  price  adjustment  related  to  potential  epd  and  loan  kicks.  I  think  for  our  most  credit 
worthy/largest  clients,  we  should  be  on  the  low  side  and  for  our  private/small  guys  we  can  be  on  the  high 
side. 

Decent  range  you  can  see  below  would  be  35  bps  to  2  points.  I  think  New  Cen/Accred  get  a  35  bp 
"charge"  and  if  we  had  MLN  (pre  blow  up)  they'd  be  in  the  3/4-7/8  range.  We  should  not  be  giving  lines 
to  people  we  think  we  need  a  2  point  reserve  but  if  we  get  material  deterioration  in  company  health  we 
start  working  that  direction. 

Senderra  is  a  moot  point  obviously.  Lownhome  is  the  big  question.  Do  we  give  them  the  best  client  35 
bp  charge?  Without  it,  their  capital  needs  are  significant.  Merrill  apparently  will  give  them  a  line  to 
finance  total  trade  price  for  all  trades  going  to  ML. 

Thoughts?    We  need  to  give  Cloyd  and  Stu  clarity  on  our  policy  ASAP  and  face  the  consequences 
rather  than  mouse  around  w/  low  ball  marks. 


Loan  adjustments 


Low  High 

EPD  rate  2.00%  5.00% 

EPD  loss  10.00%  20.00%             10.00%        20.00% 

EPDadj                         0.20%  0.40%  0.50%          1.00% 

Drop  rate  5.00%  12.00% 

Drop  loss                       3.00%  10.00%  3.00%        10.00% 

Dropadj                         0.15%  0.50%  0.36%          1.20% 

Total  adj                       0.35%  0.90%  0.86%          2.20% 


Goldman,  Sachs  &  Co. 

85  Broad  Street,  26th  Floor  |  New  York,  New  York  10004 

Tel:  212-902-8768|  Fax:  212-902-1691 

email:  kevin.gasvoda@gs.com 

Kevin  S.  Gasvoda  Goidrmm 

Managing  Director  SttChs 

Fixed  Income  Currency  &  Commodities 
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From:  Cassidy,  John 

Sent:  Thursday,  February  08,  2007  9:02  AM 

To:  Peterson,  Linda;  Hood,  Kris;  Gething,  Christopher;  Ozment,  Joseph;  O'Brien,  Brian; 

Grehalva,  Troy 
Subject:  New  Century/Home  123 

Importance:  High 

Given  the  current  state  of  the  company  I  am  no  longer  comfortable  with  the  practice  of 
taking  loans  with  trailing  docs  (specifically  missing  HUDs)  that  we  need  in  order  to 
conduct  compliance  testing  regardless  of  the  jurisdiction  that  the  loan  is  originated  in. 

Original  Message 

From:  Gasvoda,  Kevin 

Sent:  Thursday,  February  08,  2007  7:19  AM 

To:  Welch,  Patrick;  Wildermuth,  David;  Hemphill,  Lee;  Aberg,  Peter  (FICC  85B27); 
Akileswar,  Subramanian;  Altarescu,  Howard;  Anasetti,  Marco;  AnupamOberai;  Arango,  Carlos; 
Arkan,  Canem;  ArvinPrakash;  Behrend,  Robert  B.;  BrianO' Brien;  Brosterman,  Jonathan; 
CarolynWang;  Carter,  Lauren;  Cassidy,  John;  Cawthon,  Michael;  Chakravorti,  Rajarshi;  Chan, 
Nancy  Y.;  ChristopherGething;  Cohen,  Jennifer  L.;  Conroy,  Erin;  DeAngelis,  Matthew; 
Deliiska,  Asseneta  N.;  Delikaris,  Nickolas  P;  Dente,  Michael;  D'Urso,  Joseph;  Egeran,  Sean 
N.;  Erbst,  Jared  R. ;  Feingold,  Jessica;  Flamino,  Marc;  Gill,  Michelle;  Gorelik,  Eugene; 
Gupta,  Shashank;  Heagle,  Jonathan;  Holen,  Margaret;  Hou,  Edward  D.;  Iqbal,  Farrukh; 
Jordanov,  Nasko;  JustinMahoney;  KevinGasvoda;  Kilman,  James  (FICC  85B27);  Kong,  Sarah  C; 
Koo,  Simone;  Larson,  Erika  L.;  Larson,  Stephanie;  Lee,  Insoo;  Lei,  Stephen;  Liepold, 
Christina;  LindaPeterson;  Lyu,  Michael;  Marks, -Aaron  D.;  Marschoun,  Michael;  Meyer, 
Guenter;  Moliski,  William;  Muehlhauser,  Eric;  Murray,  Kelli;  Nanik,  Manisha;  Nestor, 
Genevieve;  Nichols,  Matthew;  Nikodem,  Paul;  Noh,  Suok;  Okudo,  Melkizedeck;  Parkinson, 
David;  Pinkos,  Steve;  Pohani,  Anu  N;  Pouraghabagher,  Dariush;  Preisano,  Anthony;  Ribet, 
Barrie;  Rosenblum,  David  J.;  Rutherford,  Malcolm;  Shuey,  William;  Smith,  Joan;  Solan,  Guy; 
Sparks,  Daniel  L;  Thelwell,  Aduke  H.;  Yao,  Roger;  Yukawa,  Shin 
Subject:  FW:  Piper/NEW:  Ugly  4Q  And' Restatement,  Rough  Valuation  Range  -  $19-$26 


Original  Message 

From:  Robert  Napoli  [mailto:robert.p.napoli@pjc.com] 

Sent:  Thursday,  February  08,  2007  5:49  AM 

To:  Gasvoda,  Kevin 

Subject:  Piper/NEW:  Ugly  4Q  And  Restatement,  Rough  Valuation  Range  -  $19-$26 

Piper  Jaffray  &  Co .  Company  Note 

February  8,  2007 

New  Century  Financial  Corporation  (NEW  -  $30.16) 

Market  Perform  Volatility:  Medium 

Ugly  4Q  And  Restatement,  Rough  Valuation  Range  -  $19-$26 

Robert  P.  Napoli,  Sr  Research  Analyst  Reason  for  Report: 

312  920-2156,  robert.p.napoli@pjc.com  Company  Update 

Jason  S.  Deleeuw,  Research  Associate 
612  303-6497,  Jason.S.Deleeuw@pjc.com 

Brian  D.  Hogan,  Research  Analyst 
312  920-2151,  brian.d.hogan@pjc.com 

Piper  Jaffray  &  Co. 

Permanent  Subcommittee  on  Investigations 
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Piper  Jaffray  &  Co.  does  and  seeks  to  do  business  with  companies  covered  in  its  research 
reports.  As  a  result,  investors  should  be  aware  that  the  firm  may  have  a  conflict  of 
interest  that  could  affect  the  objectivity  of  this  report. 

Investors  should  consider  this  report  as  only  a  single  factor  in  making  their  investment 
decisions.  This  report  should  be  read  in  conjunction  with  important  disclosure 
information,  including  an  attestation  under  Regulation  Analyst  Certification,  found  at  the 
end  of  this  report  or  at  the  following  site: 
http: //www. piper jaf f ray. com/researchdisclosures . 

Customers  of  Piper  Jaffray  in  the  United  States  can  receive  independent,  third-party 
research  on  the  company  or  companies  covered  in  this  report,  at  no  cost  to  them,  where 
such  research  is  available.  Customers  can  access  this  independent  research  by  visiting 
piperjaffray.com  or  can  call  800  747-5128  to  request  a  copy  of  this  research. 

KEY  POINTS: 

*  NEW  took  investors  by  surprise  last  night,  announcing  the  need  for  a 
negative  restatement,  a  loss  in  the  fourth  quarter,  and  a  20%  lower  loan 
origination  outlook  for  2007.  The  stock  traded  briefly  at  $25  in  the  after 
market.  NEW  released  a  tape  recorded  message,  essentially  reading  the  press 
release.  Company  representatives  took  calls  last  night,  but  gave  little 
color. 

*  There  were  no  real  financial  ranges  provided,  so  we  are  doing  our  best  in 
this  note  to  give  investors  a  framework  to  go  by. 

*  The  restatement  is  for  the  first  three  quarters  of  2006  and  relates  to 
improper  accounting  for  repurchase  reserves.  We  believe  NEW  only  reserved 
for  the  premium  (gain)  received  when  the  loan  was  sold,  and  not  for  the  15%- 
20%  loss  that  is  typical  on  a  repurchased  loan,  which  is  typical  in  the 
industry. 

*  NEW- is-  delaying  4Q  results,  previously  scheduled  to  be  released  on -February 
8,  and  has  a  goal  of  getting  results  to  investors  by  March  1,  with  completed 
quarterly  restatements. 

*  Fourth  quarter  loss  expected.  The  loss  is  likely  mostly  due  to  a  write-down 
to  securitization  residuals  and  acceleration  in  repurchases  in  4Q. 

*  Lower  origination  outlook  lowered  to  a  decline  of  20%.  NEW  had  forecasted 
flat  originations  for  2007;  it  now  forecasts  a  decline  of  20%,  in  line  with 
our  expectations  for  the  subprime  market.  The  lowered  forecast  was  blamed  on 
the  trend  in  early  payment  defaults  and  loan  repurchases,  changing  secondary 
market  demand  for  certain  products,  and  potential  regulatory  changes. 

*  We  very  roughly  estimate  a  book  value  hit  of  $2.40-$4.29  per  share, 
resulting  in  tangible  book  value  per  share  of  a  best  case  of  $29  and  a 
worst-case  of  $27.30.  We  estimate  best/worst  case  scenarios  for  reserve 
increases,  residual  write  down  and  an  increased  repurchase  reserve.  The 
following  page  lays  out  our  logic. 

*  Liquidity  seems  okay  with  $1.6  billion  of  tangible  book  value  under  our 
worst-case  analysis.  We  believe  problems  would  have  to  accelerate  in  future 
quarters  in  order  for  liquidity  to  become  an  issue,  unless  we  have 
materially  underestimated  the  worst  case  scenario. 

*  Future  dividends  and  REIT  structure  are  likely  in  question.  We  suggest  NEW 
immediately  terminate  the  REIT  structure  and  retain  all  capital  until  the 
market  settles  down.  We  believe  NEW's  strategy  to  "return  $400  MM  in  capital 
to  shareholders  in  "07"  is  history,  due  to  the  likely  write-downs. 

*  Valuation  range  of  70%-90%  of  tangible  book  value  seems  likely,  suggesting  a 
valuation  range  of  $19-$26  per  share,  on  our  rough  analysis. 

From  To     Price:  $30.16 

Changes  (Previous)  (Current)   52  Week  High:  $51.97 

Rating  —  MarketPerf orm  52  Week  Low:  $29.07 

Price  Tgt  $33.00  NA  12-Month  Price  Target:  NA 

FY07E  Net  Inc  $196.7  NA  Shares  Out  (mil):  56.5 

(mil)  Market  Cap.  (mil):  $1,704.0 

FY08E  Net  Inc  $248.6  NA  Avg  Daily  Vol  (000):  1,487 

(mil)  Book  Value/Share:  NA 

FY07E  EPS  $3.75  NA  Div  (ann) :  $7.30 
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FY08E  EPS 


$4.95 


NA  Est  LT  EPS  Growth: 
P/E  to  LT  EPS  Growth 
Est  Next  Rep  Date: 
Fiscal  Year  End: 


[FY07] 


NA 

03/01/2007 

Dec 


Unable  to  provide  price  target  and 
estimates  due  to  restatement 


Net  Inc  (mil) 

Mar 

Jun 

Sep 

Dec 

FY 

CY 


2006E  2007E  2008E 


EPS 


2006E  2007E  2008E 


$101. 

.  2A 

NA 

NA 

$103 

,  0A 

NA 

NA 

$63 

,  5A 

NA 

NA 

NA 

NA 

NA 

NA 

NA 

NA 

NA 

NA 

NA 

Mar 

$1. 

,  7  8A 

NA 

NA 

Jun 

$1. 

,81A 

NA 

NA 

Sep 

$1. 

,  12A 

NA  ' 

NA 

Dec 

NA 

NA 

NA 

FY 

NA 

NA 

NA 

CY 

NA 

NA 

NA 

fy  : 

P/E 

NM 

NM 

NM 

cy  : 

P/E 

NM 

NM 

NM 

Unable  to  provide  price  target  and 
estimates  due  to  restatement 

INVESTMENT  RECOMMENDATION: 

We  are  maintaining  our  Market  Perform  rating,  as  we  expect  the  stock  to  trade  in  our  range 

today. 

RISKS  TO  ACHIEVEMENT  OF  TARGET  PRICE: 

Risks  include  the  potential  for  volatile  earnings,  increasing  competition,  a  weak  economy, 

and  credit  quality,  as  well  as  regulatory  or  predatory  lending  issues. 

COMPANY  DESCRIPTION: 

New- Century  Financial  Corporation  originates,  sells,  and  services  mortgage  loans  with  a 

particular  emphasis  on  the  subprime  or  nonprime  sector. 

We  believe  that  relaxed  underwriting  standards  have  been  the  main  driver  for  the  large 
number  of  loan  repurchases  reported  by  the  subprime  lenders. 

Therefore,  we  have  reviewed  the  securitization  filings  for  both  NEW  and  Accredited  Home 
Lenders  (LEND)  to  track  key  underwriting  metrics  over  the  past  two  years  (the  repurchase 
problems  have  resulted  from  '05  and  '06  originations).  We  are  assuming  that  the 
underwriting  standards  on  the  securitized  loans  are  representative  of  the  underwriting 
standards  for  all  of  NEW's  and  LEND's  loans. 

In  general,  NEW's  underwriting  standards  have  been  less  stringent  than  LEND's. 
Some  key  takeaways  comparing  NEW  to  LEND: 

*  NEW  has  typically  underwritten  a  higher  percentage  of  Stated  Income  loans 
compared  to  LEND,  on  average. 

*  NEW  has  typically  underwritten  loans  at  higher  LTVs  compared  to  LEND,  on 
average . 

*  NEW  has  typically  underwritten  loans  at  lower  Credit  Scores  compared  to 
LEND,  on  average. 

It  is  also  useful  to  compare  both  NEW's  and  LEND's  underwriting  metrics  over  time,  as  it 
paints  a  picture  for  how  each  has  adjusted  their  underwriting  standards  in  response  to  the 
spike  in  loan  repurchases  (again,  assuming  the  underwriting  standards  on  the  securitized 
loans  are  representative  of  the  standards  for  all  loans  originated) .  In  general,  both 
companies  are  doing  fewer  Stated  Doc  loans,  but  LEND  is  requiring  lower  LTVs,  while  NEW  is 
requiring  higher  Credit  Scores. 

NEW  has  tightened  up  its  underwriting  (starting  w/  June  '06  securitization)  by 

*  doing  fewer  Stated/Limited  Doc  loans 

*  requiring  higher  Credit  Scores  on  average  for  Stated/Limited  Doc  loans 

*  but  has  kept  LTV  requirements  pretty  much  the  same 

LEND  has  tightened  up  its  underwriting  (starting  w/  June  '06  securitization)  by 

3 

r. 
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*  doing  fewer  Stated/Alt  Doc  loans 

*  requiring  lower  LTVs  on  average 

*  even  though  Stated/Alt  Doc  Credit  Scores  are  lower 

Given  NEW ' s  less  stringent  underwriting  standards,  it  is  no  surprise  that  its 
securitizations  have  performed  worse  than  LEND's.  Our  analysis  of  static  pool 
securitization  data  shows  that  NEW s  securitizations  have  had  much  higher  delinquency 
rates  than  LEND.  We  also  included  NovaStar  Financial  (NFI:  not 
rated)  for  comparison. 

Accredited  Home  Lenders  (LEND)  is  currently  rated  Market  Perform  with  a  $30  price  target, 
which  is  based  on  1 . Ox  projected  tangible  '07  book  value.  Risks  include  the  potential  for 
volatile  earnings,  increasing  competition,  a  weak  economy,  and  credit  quality,  as  well  -as 
regulatory  or  predatory  lending  issues. 

Important  Research  Disclosures 

Analyst  Certification  -  Robert  P.  Napoli,  Sr  Research  Analyst  The  views  expressed  in  this 
report  accurately  reflect  my  personal  views  about  the  subject  company  and  the  subject 
security.  In  addition,  no  part  of  my  compensation  was,  is,  or  will  be  directly  or 
indirectly  related  to  the  specific  recommendations  or  views  contained  in  this  report. 

Research  Disclosures 

Piper  Jaffray  was  making  a  market  in  the  securities  of  New  Century  Financial  Corporation 
at  the  time  this  research  report  was  published.  Piper  Jaffray  will  buy  and  sell  New 
Century  Financial  Corporation  securities  on  a  principal  basis. 

A  Piper  Jaffray  officer,  director,  or  employee  (other  than  a  research  analyst  who  follows 
New  Century  Financial  Corporation) ,  is  an  officer  and/or  director  of  New  Century  Financial 
Corporation. 

Within  the  past  3  years  Piper  Jaffray  participated  in  a  public  offering  of,  or  acted  as  a 
dealer  manager  for,  New  Century  Financial  Corporation  securities. 

Piper  Jaffray  was  making  a  market  in  the  securities  of  Accredited  Home  Lenders,  Inc.  at 
the  time  this  research  report  was  published.  Piper  Jaffray  will  buy  and  sell  Accredited 
Home  Lenders,  Inc.  securities  on  a  principal  basis. 

Affiliate  Disclosures:  This  report  has  been  prepared  by  Piper  Jaffray  &  Co .  or  its 
affiliate  Piper  Jaffray  Ltd. ,  both  of  which  are  subsidiaries  of  Piper  Jaffray  Companies 
(collectively  Piper  Jaffray) .  Piper  Jaffray  &  Co .  is  regulated  by  the  NYSE,  NASD  and  the 
United  States  Securities  and  Exchange  Commission,  and  its  headquarters  is  located  at  800 
Nicollet  Mall,  Minneapolis,  MN  55402.  Piper  Jaffray  Ltd.  is  registered  in  England,  no. 
3846990,  and  its  registered  office  is  1    Pilgrim  St.,  London,  EC4V  6LB.  Piper  Jaffray  Ltd. 
is  authorised  and  regulated  by  the  UK  Financial  Services  Authority,  entered  on  the  FSA's 
register,  no.  191657  and  is  a  member  of  the  London  Stock  Exchange,  and  its  headquarters  is 
located  at  One  South  Place,  London,  EC2M  2RB.  Disclosures  in  this  section  and  in  the  Other 
Important  Information  section  referencing  Piper  Jaffray  include  all  affiliated  entities 
unless  otherwise  specified. 

Piper  Jaffray  research  analysts  receive  compensation  that  is  based,  in  part,  on  overall 
firm  revenues,  which  include  investment  banking  revenues. 

Rating  Definitions 

Investment  Opinion:  Investment  opinions  are  based  on  each  stock's  return   potential 
relative  to  broader  market  indices,  not  on  an  absolute  return.  The   relevant  market 
indices  are  the  S&P  500  and  Russell  2000  for  U.S.  Companies   and  the  FTSE  Techmark 
Mediscience  index  for  European  companies. 

*  Outperform  (OP) :  Expected  to  outperform  the  relevant  broader  market  index 
over  the  next  12  months . 

*  Market  Perform  (MP) :  Expected  to  perform  in  line  with  the  relevant  broader 
market  index  over  the  next  12  months. 

*  Underperform  (UP) :  Expected  to  underperform  the  relevant  broader  market 
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index  over  the  next  12  months . 

*  Suspended  (SUS):  No  active  analyst  opinion  or  no  active  analyst  coverage; 
however,  an  analyst  investment  opinion  or  analyst  coverage  is  expected  to 
resume. 

*  Volatility  Rating:  Our  focus  on  growth  companies  implies  that  the  stocks  we 
recommend  are  typically  more  volatile  than  the  overall  stock  market.  We  are 
not  recommending  the  "suitability"  of  a  particular  stock  for  an  individual 
investor.  Rather,  it  identifies  the  volatility  of  a  particular  stock. 

*  Low:  The  stock  price  has  moved  up  or  down  by  more  than  10%  in  a  month  in 
fewer  than  8  of  the  past  24  months. 

*  Medium:  The  stock  price  has  moved  up  or  down  by  more  than  20%  in  a  month  in 
fewer  than  8  of  the  past  24  months. 

*  High:  The  stock  price  has  moved  up  or  down  by  more  than  20%  in  a  month  in 
at  least  8  of  the  past  24  months.  All  IPO  stocks  automatically  get  this 
volatility  rating  for  the  first  12  months  of  trading. 

Other  Important  Information 

The  material  regarding  the  subject  company  is  based  on  data  obtained  from  sources  we  deem 
to  be  reliable;  it  is  not  guaranteed  as  to  accuracy  and  does  not  purport  to  be  complete. 
This  report  is  solely  for  informational  purposes  and  is  not  intended  to  be  used  as  the 
primary  basis  of  investment  decisions. 

Because  of  individual  client  requirements,  it  is  not,  and  it  should  not  be  construed  as, 
advice  designed  to  meet  the  particular  investment  needs  of  any  investor.  This  report  is 
not  an  offer  or  the  solicitation  of  an  offer  to  sell  or  buy  any  security.  Unless  otherwise 
noted,  the  price  of  a  security  mentioned  in  this  report  is  the  market  closing  price  as  of  ■ 
the  end  of  the  prior  business  day.  Piper  Jaffray  does  not  maintain  a  predetermined 
schedule  for  publication  of  research  and  will  not  necessarily  update  this  report.  Piper 
Jaffray  policy  generally  prohibits  research  analysts  from  sending  draft  research  reports 
to-  subject  companies;  however, -  it- should  be  presumed  that  the  analyst(s)  who  authored -this 
report  has  had  discussions  with  the  subject  company  to  ensure  factual  accuracy  prior  to 
publication,  and  has  had  assistance  from  the  company  in  conducting  diligence,  including 
visits  to  company  sites  and  meetings  with  company  management  and  other  representatives. 

This  report  is  published  in  accordance  with  a  conflicts  management  policy,  which  is 
available  at  http://www.piperjaffray.com/researchdisclosures. 

Notice  to  customers  in  Europe:  This  material  is  for  the  use  of  intended  recipients  only 
and  only  for  distribution  to  professional  and  institutional  investors,  i.e.  persons  who 
are  authorised  persons  or  exempted  persons  within  the  meaning  of  the  Financial  Services 
and  Markets  Act  2000  of  the  United  Kingdom,  or  persons  who  have  been  categorised  by  Piper 
Jaffray  Ltd.  as  intermediate  customers  under  the  rules  of  the  Financial  Services 
Authority. 

Notice  to  customers  in  the  United  States: This  report  is  distributed  in  the  United  States 
by  Piper  Jaffray  &  Co.,  member  SIPC  and  NYSE,  Inc.,  which  accepts  responsibility  for  its 
contents.  The  securities  described  in  this  report  may  not  have  been  registered  under  the 
U.S.  Securities  Act  of  1933  and,  in  such  case,  may  not  be  offered  or  sold  in  the  United 
States  or  to  U.S. 

persons  unless  they  have  been  so  registered,  or  an  exemption  from  the  registration 
requirements  is  available.  Customers  in  the  United  States  who  wish  to  effect  a  transaction 
in  the  securities  discussed  in  this  report  should  contact  their  Piper  Jaffray  &  Co.  sales 
representative. 

This  material  is  not  directed  to,  or  intended  for  distribution  to  or  use  by,  any  person  or 
entity  if  Piper  Jaffray  is  prohibited  or  restricted  by  any  legislation  or  regulation  in 
any  jurisdiction  from  making  it  available  to  such  person  or  entity. 

This  report  may  not  be  reproduced,  re-distributed  or  passed  to  any  other  person  or 
published  in  whole  or  in  part  for  any  purpose  without  the  prior  consent  of  Piper  Jaffray  & 
Co. 

Additional  information  is  available  upon  request. 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-002045025 


Footnote  Exhibits  -  Page  3201 

Copyright  2007  Piper  Jaffray  &  Co.  and/or  Piper  Jaffray  Ltd.  All  rights  reserved. 

Guides  for  the  journey.  Piper  Jaffray  &  Co.  Since  1895.  Member  SIPC  and  NYSE.  Learn  more 
at  piperjaffray.com.  Piper  Jaffray  corporate  headquarters  is  located  at  800  Nicollet  Mall, 
Minneapolis,  MN  55402 

Piper  Jaffray  outgoing  and  incoming  e-mail  is  electronically  archived  and  recorded  and  is 
subject  to  review,  monitoring  and/or  disclosure  to  someone  other  than  the  recipient.  This 
e-mail  may  be  considered  an  advertisement  or  solicitation  for  purposes  of  regulation  of 
commercial  electronic  mail  messages.  If  you  do  not  wish  to  receive  commercial  e-mail 
communications  from  Piper  Jaffray,  go  to:  http://www.piperjaffray.com/do_not_email  to 
review  the  details  and  submit  your  request  to  be  added  to  the  Piper  Jaffray  "Do  Not  E- 
mail"  list. 

For  additional  disclosure  information  see  http://www.piperjaffray.com/disclosures 
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To: 
From: 

Cc: 

Date: 
Re: 


MEMORANDUM 


GSI  Risk  Committee 

Mitch  Resnick 
Peter  Ostrem 

Dan  Sparks 
Tim  Saunders 

March  16,  2007 

GSI  Warehousing  for  Structured  Product  CDOs 


Soldman 
achs 


I.    Introduction 

Goldman  Sachs  International  (GSI)  provides  financing  for  the  warehousing  of  financial  assets  to 
be  securitized  in  connection  with  CDOs.  These  warehouses  are  collateralized  by  US  dollar 
denominated  mortgage  and  asset  backed  securities  and  single  name  credit  default  swaps  with 
significant  exposure  to  the  US  sub  prime  mortgage  sector.  The  client  base  that  purchase  CDO 
product  is  global.  In  exchange  for  warehousing,  structuring  and  placing  the  transaction 
Goldman  Sachs  earns  carry  during  the  warehousing  period  and  receives  a  fee  from  the  CDO 
upon  closing. 

To  mitigate  the  risks  during  the  warehousing  period  typically  GSI  will  enter  into  a  risk  sharing 
arrangement  with  the  asset  manager  for  the  first  20mm  (facilitated  by  a  $1 0mm  deposit  from  the 
asset  manager  representing  their  share).  This  arrangement  is  collateralized  by  cash  received 
upfront  from  the  asset  manager.  GSI  may  also  use  synthetics  or  additional  risk  partners  to 
hedge  exposure  during  the  warehousing  period.  GSI  has  the  right  to  veto  any  assets  suggested 
by  the  asset  manager  for  purchase.  In  addition,  assets  purchased  for  the  CDO  are  sold  forward 
to  the  CDO  at  the  time  of  purchase  and  the  forward  price  covers  hedge  costs  and  trading  gains 
or  losses  incurred  during  the  warehouse  period.  GSI  retains  the  right  to  unilaterally  liquidate  an 
asset  or  the  warehouse,  and  will  do  so  if  economics  warrant  it.  Additionally,  Goldman  Sachs  will 
pursue  equity  and  mezzanine  debt  commitments  for  the  CDO  during  the  warehouse  period. 

There  has  been  significant  deterioration  within  the  sub  prime  mortgage  sector  driven  by  rising 
delinquencies  and  failing  originators.  This  fact  pattern  coupled  with  increased  media  attention 
has  pushed  synthetic  and  cash  spreads  dramatically  wider.  CDO  spreads  have  widened  as  well 
negating  the  arbitrage.  As  a  result  of  this  scenario,  we  have  incurred  losses  within  our  CDO 
warehouses  and  determined,  in  some  instances,  to  liquidate  warehouses. 

Inventory  warehoused  for  CDO  execution  is  marked  to  market  by  comparing  asset  and  liability 
spreads,  including  the  desired  equity  yield.  To  the  extent  that  the  current  CDO  liability  spreads 
are  wider  than  the  transacted  asset  spreads  on  an  aggregate  basis,  the  estimated  loss  is 
recorded. 

The  following  section  details  our  current  structured  product  CDO  warehouses  as  of  March  13th, 
2007  and  includes  a  summary  of  our  pre  sold  risk  in  each  warehouse  both  with  regard  to  the 
warehouse  and  any  pre  sold  liabilities  or  equity  of  the  intended  CDO  take-out.  Separately,  we 
have  offsetting  hedges  against  the  warehouse  risk  in  the  form  of  short  positions  on  ABX  06-1 
and  06-2  and  single-name  CDS  shorts  on  AAA,  AA,  and  A  rated  SP  CDO  liabilities.  This 
information  is  detailed  in  section  III. 
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II.    Current  Warehouse  Overview 

Structured  product  CDO  warehouses  are  currently  $4.7bln  in  notional.  After  reducing  for 
deposits  received,  recognized  losses,  and  pre  placed  liabilities  and  equity  GSI  is  long  $2.3B 
warehouse  risk  (including  catastrophic  risk  above  any  capped  risk  sold  to  third  parties)  and 
GSCO  is  long  $71 0mm.  Against  the  warehouse  risk,  GSI  is  short  $2.2B  of  the  ABX  06-1  and 
06-2  across  AAA,  A,  BBB,  and  BBB-  tranches  of  the  index  and  GSI  is  short  $21 0mm  of  single- 
name  CDS  on  structured  product  CDO  AAA,  AA,  and  A  liabilities. 

On  a  year  to  date  basis  through  March  13,  2007,  the  CDO  warehouses  have  incurred  the 
.  following  P&L: 

Warehouse 

Greywolf  $              (8,750,000) 

GSC  High  Grade  (40,926,020) 

HoutBayll  (8,716,216) 

AltiuslV  (7,719,360) 

.     Anderson  Funding  /  GSC  Mezz  (22,875,000) 

Paramax  (5,608,817) 

Dillon  Read  (17,659,370) 

Cohen  (4,185,681) 

Closed  Warehouse  (73,329,811) 

Other  (carry  and  hedge)  13,010,637 

Total     "  $          (176,759,638) 

For  each  warehouse,  we  have  provided  a  summary  of  our  risk  exposure,  any  risk  we  have 
presold,  and  the  progress  we  have  made  in  executing  a  CDO  take-out. 

A  dedicated  group  within  product  control  performs  an  independent  price  verification  of  the  CDO 
warehouse  inventory  on  a  monthly  basis.  All  cash  positions  held  within  the  warehouse  are 
independently  verified  via  external  price  compares  or  fundamental  analysis.  For  single  name 
CDS,  product  control  substantiates  the  marks  by  comparing  them  to  recent  trading  activity.  In 
addition,  product  control  reviews  for  reasonableness  the  gains  and  losses  incurred  when 
assessing  CDO  execution  via  substantiation  of  transacted  asset  spreads,  spread  duration  and 
review  of  liability  spreads  through  comparison  to  available  market  data. 
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■tabcted  by  the  Ptrmaaent 
Subcommittee  on  Investigation 


A.    Greywolf  — — — — — «»^_____ 

Deal  Size:  $1  bin  —  ' 

Ramped  Amount:  $950mm 
Executed  CDS:$879mm 
Funded  Bonds:  $71  mm 

-  Priced  deal  on  3/13/07  thereby  transferring  risk  to  GSCo. 

-  Equity  is  shared  50/50  between  GS  and  Greywolf.  BBBs  sold  to  Greywolf.  As  sold  to  Greywolf 
(20)  and  Goldman  (16).  BSAM  purchased  senior  AAAs  (top  50%). 

-  Still  marketing  sub-AAAs,  AAs,  As,  and  equity  to  third  parties. 

-  Recorded  -$8.75mm  as  of  3/13. 


Greywolf  -  GS  50.  100%    RMBS  Prime        RMBS  Subpr 
above  $20mm  r 


CMBS/Other        Total 


950.141,377 


950,141,377 


950,141,377 


950,141,377 


B.    GSC  High  Grade 

Deal  Size:  $1bln 

Ramped  Amount:  $820mm  ($138mm| 

Executed  CDS:  $174mm 

Funded  Bonds:  $508mm 

-  $138mm  of  warehouse  assets  held  at< 
flOfcGoldman  has  $682mm  of  risk  i 

-  Executing  CDO  take-out:  Showing  super  seniors  to||      Jfcsub  AAA  notes  to (|  •and 
MHMMHM^nezz  notes  to(d^equity  tomi^andmMI^Will  commence  open 
marketing  following  Anderson,  Greywolf,  and  Dillon  Read  closings. 

-  Recorded  -$41  mm  as  of  3/13 


GSC  ABSII-GS100% 
AAA 

RMBS  Prime 

RMBS  Subprime 

CDO 

CMBS/Other 

Total 

- 

- 

- 

10,000,000 

10,000,000 

AA 

87,012,000 

43,243,000 

- 

68,269,000 

198,524,000 

A 

53,945,000 

302,182,000 

212,333,396 

41,536,000 

609,996,396 

BBB 
Total 

- 

- 

- 

- 

- 

140,957,000 

345,425,000 

212,333,396 

119,805,000 

818,520,396 

a 
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C.    Hout  Bay  II 
Deal  Size:  $500mm 
Ramped  Amount:  $379mm 
Executed  CDS:  $201  mm 
Funded  Bonds:  $178mm 

-  50%  warehouse  risk  sold  to  Investec  to  a  $10mm  cap 
and  50%  of  risk  on  first  $20mm. 

-  Executing  CDO  take-out: (Ml  committing  to  50%  equity,  50%  BBBs,  and  50% 
As    Discussing  super  seniors  withflMHHHHBand 

-  Recorded  -$8.7mm  as  of  3/13 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Goldman  has  100%  risk  above  $20mm 


Hout  Bay  II- GS  50%. 
100%  above  $20mm 
AAA 


RMBS  Prime        RMBS  Subprime  CDO 


4,993,468 

67,891,125 

2,000,000        304,089,909 


CMBS/Other        Total 


4,993,468 
67,891,125 
306,089,909 


2,000,000   376,974,502 


378,974,502 


D.    AltiuslV 
Deal  Size:  $1.5bln 
Ramped  Amount:  $908mm 
Funded  Bonds:  $908mm 

-  50%  warehouse  risk  sold  to 
$6mm  and  50%  of  risk  on  first  $6mm. 

-  Executing  CDO  take-out: 
■Bis  approved  to  finalize  super  senior.credit  at  7bp  an 

$3mm  equity  sold  tof/gg/g} 

-  Warehouse  has  no  subprime  RMBS  assets. 

-  Recorded  -$7.7mm  as  of  3/13 


o  a  $3mm  cap.  Goldman  has  100%  risk  above 


looking  at  super  senior  (top  85%). 
looking  at  funding  at  16bp. 


AltiuslV-GS50,  100% 

above  $6mm 

AAA 


RMBS  Prime        RMBS  Subprime 


342,201,000 
30,589,000 
29,825,000 


CMBS/Other        Total 


186,257,000 
202,163,000 
117,125,000 


190,987,000 
118,580,000 
76,611,000 


402,615,000 


505,545,000 


908,160,000 


o 
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E.    Anderson  Funding  /  GSC  Mezz  deal 

Deal  Size:  $305mm  

Ramped  Amount:  $305mm 
Executed  CDS:  $300mm 
Funded  Bonds:  $5mm 

-  Deal  priced  3/12/07  thereby  transferring  risk  to  GSCo. 

-  Goldman  is  taking  100%  of  equity,  GSC  is  taking  100%  of  BBBs, 

-  Goldman  is  marketing  the  remaining  A,  AA,  AAA  liabilities. 

-  Citi,  Treasury  and  RBS  looking  at  AAAs,  10+  accounts  doing  work  on  subordinate  debt 
is  looking  at  equity. 

-  Recorded  -$22.9mm  as  of  3/13 


=  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


0 


Stark 


Anderson  Funding  -  GS 
60%,  100%  above 
$10mm 

RMBS  Prime 

RMBS  Subprime 

CDO 

CMBS/Other 

Total 

AAA 

- 

AA 

- 

A 

- 

BBB 
Total 

300,000,000 

5,000,000 

305,000,000 

- 

300,000,000 

5,000,000 

- 

305,000,000 

F.    Paramax 

Deal  Size:  $1  bin 
Ramped  Amount:  $224mm 
Executed  CDS:  $170mm 
Funded  Bonds:  $54mm 

-  50%  warehouse  risk  sold  tc 
and  50%  of  risk  on  first  $20mm. 

-  Discussing  CDO  take-out:flMls  considering  commitment  on  super  seniors  in  return  for  half 
the  equity  returns.  d0i  considering  super  seniors,  ^m^ommitted  to  50%  of  equity. 
Will  commence  open  marketing  following  Anderson,  Greywolf,  and  Dillon  read  closings. 

-  Recorded  -$5.6mm  as  of  3/13 


|o  a  $10mm  cap.  Goldman  has  100%  risk  above  $20mm 


Paramax  -  GS  50%,  100% 
above  $20mm 

RMBS  Prime 

RMBS  Subprime 

CDO              CMBS/Other 

Total 

AAA 
AA 

A 

Y>A  ^O  R77 

OOA  3R9  R77 

BBB 
Total 

- 

- 

- 

224,352,677 

224,352,677 
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•  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


G.    Dillon  Read 
Deal  Size:  $1bln 
Ramped  Amount:  $1  bin 

-  50%  warehouse  risk  sold  to  Dillon  Read  (no  cap)  and  90%  of  top  $700mm  sold  to 
Natixis.  Natixis  is  considering  some  equity. 

-  Executing  C DO  take-out:  Dillon  Read  committed  on  50%  of  the  equity.  Currently  marketing  in 
Asia  and  Europe.  Target  pricing  date  of  April  9th. 

-  Recorded  -$17.7mm  as  of  3/13 


Dillon  Read  -  GS  50% 

AAA 

AA 

RMBS  Prime 

RMBS  Subprime         CDO               CMBS/Other 

Total 

1  nOQ  10R  ft71 

1  00Q  106  871 

BBB 
Total 

- 

1,009,106,871 

1,009,106,871 

H.    Cohen 
Deal  Size:  $400mm 
Ramped  Amount:  $70mm 
Executed  CDS:  $20mm 
Funded  Bonds:  $50mm 

-  50%  warehouse  risk  sold  to^HBft(no  cap). 

-  On  hold.  Given  equalrisk  sharing  this  transaction  makes  sense  to  push  through  so  long  as 
Cohen  agrees  to  primarily  buy  BBB  securities  from  GS. 

-  Recorded  -$4.2mm  as  of  3/13. 


Cohen  -  GS  50% 


RMBS. Prime  .__  RMBS  Subprime         CDO 


CMBS/Other        Total 


19,896,741 
49,864,613 


19,896,741 
49,864,613 


69,761,354 


69,761,354 


fr 
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III.    Hedges 


In  2006,  we  added  $2 10mm  of  single-name  CDS  shorts  on  structured  product  CDO  AAA,  AA, 
and  A  rated  liabilities.  This  is  both  a  hedge  against  our  warehouse  exposure  and  a  hedge 
against  our  structured  product  CDO  take-out  on  the  liability  side.  Additionally,  in  early  2007,  we 
added  $1.85bln  of  ABX  06-1  and  06-2  shorts  in  the  AAA,  A,  BBB,  and  BBB-  tranches  and 
$100mm  of  CMBX  BBB  shorts.  Details  on  all  of  our  short  positions  (which  are  marked  to  market 
daily)  are  detailed  below: 


Index 

Tranche 

Size 

ABX  2006-1 

AAA 

-500,000,000 

ABX  2006-1 

AAA 

-200,000,000 

ABX  2006-1 

AAA 

-250,000,000 

ABX  2006-1 

A 

-750,000,000 

ABX  2006-1 

BBB 

-25,000,000 

ABX  2006-2 

BBB 

-75,000,000 

ABX  2006-2 

BBB- 

-50,000,000 

CMBX 

BBB 

-100,000,000 

AAA  CDS  HG 

AAA 

-100,000,000 

AA  CDS  HG 

AA 

-60,000,000 

A  CDS  HG 

A 

-25,000,000 

A  CDS  Mezz 

A 

-25,000,000 

$(2,160,000,000) 

Our  net  exposure  after  simply  subtracting  our  notional  of  shorts  vs.  our  notional  of  warehouse 
long  positions  (after  subtracting  out  any  pre  sold  risk),  leaves  Goldman  (including  GSI  and 
GSCo)  net  long  $800mm  of  warehouse  risk. 
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-  Redacted  by  the  Permanent 


From: 

Sent: 

To: 

Cc: 

Subject: 


Black,  Robert  N 

Monday,  March  12,  2007  2:23  PM 

Bieber,  Matthew  G.;  Wisenbaker,  Scott 

Ostrem,  Peter  L;  Chitson,  Michele;  Mishra,  Deva  R.;  Lin,  Shelly 

RE:  Anderson  -  some  thoughts  on  the  book... 


Matt, 

We  will  keep  pushing  the  axe.  Below  is  specific  feedback  to  your  inquiries. 


Duquesne  -  Low  delta  account,  Lauren  should  have  more  tangible  feedback  for  us  today 

Teachers  -  too  much  New  Century  exposure .  They  are  out 

Old  Lane  -  they  would  look  at  the  equity  in  the  mid  to  high  30s...is  this  a  context  where  we 

trade? 

FFTW  -  Candee  coming  back  to  us . 

GM  Pension  -  bandwith  issue,  they  will  focus  on  this  trade  after  they  clear ( 

Paramax  -  Did  we  counter  their  proposal  ojn  the  I 

FSI  -  Spencer  getting  feedback 

Evergreen  -  Do  not  like  the  synthetic  underlying 

MetWest  -  Logging  Checking 

ADIA  -  Checking,  low  delta,  they  are  looking  for 

product . 

MB-IA —  Davilman  Chscking 


I  now  and  more  focused  on  Agency 


From:  Bieber,  Matthew  G. 

Sent:  Saturday,  March  10,  2007  2:40  PM 

To:  Wisenbaker,  Scott;  Black,  Robert  N 

Cc:  Ostrem,  Peter  L;  Chitson,  Michele;  Mishra,  Deva  R.;  Lin,  Shelly 

Subject:  Anderson  -  some  thoughts  on  the  book... 

Looks  like  we  have  a  decent  number  of  accounts  looking  at  the  deal.  There  are  several  outstanding  run  requests  which 
should  all  go  out  Monday  morning,  if  not  before  (Lehman  Prop,  DB  Prop,  Turnberry). 

Duquesne  -  Lauren  Karp  mentioned  they  were  looking  at  each  of  Anderson,  Timberwolf  and  Point  Pleasant  but  don't  see 

any  feedback  in  the  sheet. 

Teachers  -  At  one  point  Gail  mentioned  they  were  looking  at  the  deal  -  have  they  dropped? 

Old  Lane  -  do  they  still  want  call  with  GSC? 

FFTW  -  pricing  on  ^■■fi  right  at  their  bogey.  We  should  press  Candee  to  see  what  other  info  they  need  to  put  an 

order  ip 

TCW  -  Had  call  with  GSC  last  week.  We  should  follow  up  to  see  where  they  stand. 

GM  Pension  -  what  other  runs  do  they  need  to  see  from  us? 

A-1-a  Notes  (as  default  swap  collateral)  -  Peloton  (for  Broadwick),  Clinton  (Adirondack  2005-1,  Adirondack  2005-2), 

Aladdin  (Fortius  I,  Fortius  II,  Altius  I,  Altius  III),  GSC  (2006-3g) 

Paramax  -  what  do  they  need  from  us? 

FSI  -  what  levels  interest  them?  

Turberry  -  requested  runs  -  are  they  looking  at  the  flHHI  (looking  aq^^gtranche  in  TWOLF) 

IXIS  -  would  they  have  any  interest  further  up  the  capital  structure? 

Fidelity  -  Have  historically  been  interested  in  (MMI  (and  expressed  recent  interest).  Given ^HBMBMHMV 

tranche,  it  may  be  equally  attractive  to  them,  especially  at  the  spread  we're  talking  the  tranche.  Possible  to  follow  up  with 

Nicole?  _ 

ADIA  -  would  they  be  interested  in  W Igiven  the  WAL  profile?  _ 

Evergreen  -  Have  participated  in  (■■■■tf  tranches  in  the  past  (M0  Can  we  have  sales  see  if  there's  interest  in 
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Metwest  -  Have  participated  in  I 


MBIA  -  Davilman  has  them  focused  at  the  moment  on  the 
the  (■■Pin  Anderson. 


in  the  past  ^      B).  Can  we  have  sales  see  if  there's  interest  in 
Bin  Timberwolf,  but  we  should  see  what  they  can  do  on 


Also,  is  there  any  feedback  from  the  sales  force  on  managers  with  reinvestment  periods?  Looks  like  majority  of  feedback 
still  centers  around  deals  that  are  currently  ramping. 


©  Copyright  2007  The  Goldman  Sachs  Group,  Inc.  All  rights  reserved.  See  http://www.gs.coni/disclainier/etnail-salesandLraiunHJitrnl  for  important  risk  disclosure,  conflicts 
of  interest  and  other  terms  and  conditions  relating  to  this  e-mail  and  your  reliance  on  information  contained  in  it.  This  message  may  contain  confidential  or  privileged 
information.  If  you  are  not  the  intended  recipient,  please  advise  us  immediately  and  delete  this  message.  See  http://www.gs.coni/disclaimer/email/  for  further  information  on 
confidentiality  and  the  risks  of  non-secure  electronic  communication.  If  you  cannot  access  these  links,  please  notify  us  by  reply  message  and  we  will  send  the  contents  to  you. 


» =  Redacted  by  (he  Permanent 
Subcommittee  on  Investigations 


ions  I 
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From: 
Sent: 
To: 
Subject: 


Sparks,  Daniel  L 

Monday,  February  26,  2007  8:48  AM 

Montag,  Tom 

Re:  Questions  you  had  asked 


Dillon  read:  1  bb  deal,  50/50  risk. 

Greywolf:  1  bb  deal,  now  basically  gs  risk  because  losses  thru  the  greywolf  upfront  50 

percent  first  loss 

Original  Message  

From:  Montag,  Tom 

To:  Sparks,  Daniel  L 

Sent:  Mon  Feb  26  08:33:46  2007 

Subject:  Re:  Questions  you  had  asked 

Is  that  our  half  of  the  warehouse.  Who  is  doing  them  with  us  or  is  it  all  ours 

. Original  Message 

From:  Sparks,  Daniel  L 

To:  Montag,  Tom 

Sent:  Mon  Feb  26  08:32:06  2007 

Subject:  Re:  Questions  you  had  asked 

Roughly  2  bb,  and  they  are  the  deals  to  worry  about.  Focus  is  super-  senior,  which  if  we 
get  done  will  make  them  work 


Original  Message  

From:  Montag,  Tom 

To:  Sparks,  Daniel  L 

Sent:  Mon  Feb  26  07:43:29  2007 

Subject:  RE:  Questions  you  had  asked 

cdo  squared — how  big  and  how  dangerous 

Original  Message 

From:  Sparks,  Daniel  L 

Sent:  Monday,  February  2  6,  2  007  7:37  AM 

To:  Montag,  Tom 

Subject:  Re:  Questions  you  had  asked 

Roughly  2  bb  high  grade  deals  and  2  bb  cdo's  squared 

In  client  meeting  in  greenwich  and  can  give  more  details  in  hour  and  half 


Original  Message  

From:  Montag,  Tom 

To:  Sparks,  Daniel  L 

Sent:  Mon  Feb  26  07:31:49  2007 

Subject:  Re:  Questions  you  had  asked 

So  what  is  total  of  cdo  warehouse  after  liquidation  by  sector 


Original  Message 

From:  Sparks,  Daniel  L 
To:  Montag,  Tom 
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Sent:  Mon  Feb  26  06:47:43  2007 
Subject:  Re:  Questions  you  had  asked 


Still  subprime,  but  only  outright  bbb  subprime  is  in  gsc  deal  we  may  liquidate.  Other 
subprime  in  form  of  a,  aa,  aaa  subprime  and  in  form  of  a-rated  cdo ' s  (greywolf  and  dillon 
read) . 


Original  Message  

From:  Montag,  Tom 

To:  Sparks,  Daniel  L 

Sent:  Sun  Feb  25  22:49:48  2007 

Subject:  Re:  Questions  you  had  asked 

Thanks.  So  no  warehouse  in  subprime?  What  about  greywolf-what  is  in  that 

Original  Message  

From:  Sparks,  Daniel  L 

To:  Montag,  Tom 

Cc:  Ruzika,  Richard 

Sent:  Sun  Feb  25  20:34:19  2007 

Subject:  Questions  you  had  asked 

Last  week  the  trading  desks  did  the  following: 

(1)  Cover  around  $1.5  billion  single  name  subprime  BBB-  CDS  and  around  $700mm  single  name 
subprime  BBB  CDS.  The  desk  also  net  sold  over  $400mm  BBB-  ABX  index.  Desk  is  net  short, 
but  less  than  before.  Shorts  are  in  senior  tranches  of  indexes  sold  and  in  single  names. 
Plan  is  to  continue  to  trade  from  short  side,  cover  more  single  names  and  sell  BBB-  index 
outright.       ~  .--_..  _     _   _ 

(2)  The  CDO  business  liquidated  3  warehouses  for  deals  of  $530mm  (about  half  risk  was 
subprime  related) .  Business  also  began  liquidation  of  $82 0mm  JPMIM  warehouse  -  all 
synthetics  done,  cash  bonds  will  be  sold  in  next  few  days.  One  more  CDO  warehouse  may  be 
liquidated  this  week  -  approximately  $300mm  with  GSC  as  manager.  That  will  leave  us  with  2 
large  CDOs  of  A-rated  CDOs,  2  high  grade  deals  with  limited  subprime  mezz  risk,  and  2 
other  small  warehouses  that  are  on  hold.  Getting  super-senior  done  on  CDOs  is  the  critical 
path,  and  that  is  where  the  focus  is  -  for  the  CDOs  of  CDOs,  NATIXIS  (Paris)  on  Dillion 
Reed  deal  and  Wincap  (London)  on  Greywolf  deal. 
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From:  Bieber,  Matthew  G. 

Sent:  Tuesday,  March  13,  2007  6:51  AM 

To:  Ostrem,  Peter  L 

Subject:        Timberwolf  -Greywolf 

Importance:  High 

My  thoughts  on  topics  Greg  wants  to  discuss  later  this  morning. 


From:  Greg  Mount 

Sent:  Wednesday,  March  07,  2007  3:04  PM 

To:  'Ostrem,  Peter  L';  Bieber,  Matthew  G. 

Cc:  Joe  Marconi 

Subject:  FW:  Timberwolf  I,  Ltd.  Preliminary  Offering  Circular 

Importance:  High 


Pete  /  Matt  - 

Couple  of  things  on  this: 

-    ~1)     We  will  not  be  fully  ramped  and  I  want  to  use  the  remaining  bucket  strategically?  Is  it  OK  if  we  have  5%~     - 
ramped  post  close? 

We  represented  to  BSAM  that  deal  would  be  fully  ramped  upon  closing.  As  long  as  they're  ok  (or  get  veto 
rights),  I  don't  have  any  issue. 

2)  As  we  discussed,  we  didn't  expect  to  close  for  5  -  6  weeks.  You  indicated  that  you  could  do  long  settle  or 
otherwise  finance  us  for  that  time  period.  We  need  to  discuss  that,  as  we  would  like  to  mimic  the  current 
collateral  posting,  carry  and  other  aspects  of  our  current  arrangement. 

Thought  we  already  went  back  }o  them  on  this  and  said  that  we  could  settle  post  close.  Wed.,  April  1 1th  is 
about  5  weeks  from  when  we  had  this  exchange,  so  we  should  propose  to  settle  securities  on  that  date. 

3)  We  want  to  sell  these  securities.  We  want  to  make  sure  that  we  and  you  are  on  the  same  page  and  that 
we  don't  lose  distribution  momentum  by  pricing. 

Still  focused  on  selling  the  bonds.... 
We  understand  your  urgency  here.  Do  you  have  any  more  info  re  how  that  might  unfold? 

Thanks, 
Greg 


From:  Sharp,  Gaelyn  [mailto:gsharp@orrick.com] 

Sent:  Wednesday,  March  07,  2007  2:02  PM 

To:  dgerard@sidley.com;  Greg  Mount;  Joe  Marconi;  Mark  Matthews 

Cc:  matthew.bieber@gs.com;  connie.kang@gs.com;  Shimonov,  Roman;  West,  Ariane;  Saini,  Rhea;  Racic,  Mark; 

Raff,  Joshua  E.;  Moskowitz,  Kara;  Kim,  Chris;  Chang,  Eunsu 

Subject:  RE:  Timberwolf  I,  Ltd.  Preliminary  Offering  Circular 

Importance:  High 

As  most  of  you  are  aware,  the  timing  for  this  transaction  has  been  accelerated  and  we  are  now  targeting  closing  for 
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the  end  of  next  week.  In  light  of  that  schedule  we  will  be  moving  straight  to  the  black  which  we  will  need  to  finalize 
and  print  early  next  week.  Please  send  us  any  comments  you  may  have  on  the  OC  as  soon  as  possible,  including 
any  updates  to  the  Greywolf  section  and  bios.  We  will  be  distributing  first  drafts  of  the  Indenture,  Glossary,  CDS, 
and  Collateral  Management  Agreement  today  and  tomorrow  and  would  greatly  appreciate  you  immediate  attention 
to  those  as  well. 


Thank  you  for  your  help  -  

.=  Redacted  by  the  Permanent 
Gaelyn  Sharp  Subcommittee  on  Investigations 

Orrick,  Herrington  &  Sutcliffe  LLP 
212 


"1 

ns  I 


From:  Moskowitz,  Kara 

Sent:  Tuesday,  March  06,  2007  7:36  PM 

To:  dgerard@sidley.com;  greg.mount@greywolfcapftal.com;  joe.marconi@greywolfcapital.com;  Mark  Matthews 

Cc:  matthew.bieber@gs.com;  connie.kang@gs.com;  'Shimonov,  Roman';  'Robertson,  Andrew  X';  Sharp,  Gaelyn; 

Saini,  Rhea 

Subject:  Timberwolf  I,  Ltd.  Preliminary  Offering  Circular 

In  connection  with  the  Timberwolf  I,  Ltd.  transaction,  attached  please  find  an  initial  draft  of  the  Preliminary  Offering 
Circular.  As  we  would  like  to  print  early  next  week,  we  would  appreciate  it  if  you  could  submit  your  comments  by 
the  end  of  the  day  on  Thursday,  March  8th. 

Please  note  that  this  version  is  being  distributed  simultaneously  to  all  parties,  and  that  it  therefore  remains  subject 
to  revision  and  review  in  all  respects. 

Best  regards,  .    .  _    _ 

Kara 


KA&A  MOSKOWITZ 

OKSiCK,  H6RRTKGT0N  &  SUTCLIFFE  LLP 

665  nn'H  AV£HUr. 

N£W  YORK,  f«'Y  iGJ03-000i 

t«3  {25.2}  306-S.ion 
nsx  (212)  SO&-51S3. 

•9J7--3//  krnOSkoV»it2@OfrtCj<.CO!Ti 

v,'>,Y\v..7"'vk.i\f:;;: 

This  email  has  been  scanned  by  the  FrontBridge  Email 'Security  System.  For  more  information  please 
visit  http://www.frontbridge.com/solutions/message_security.php 


IRS  Circular  230  disclosure: 

To  ensure  compliance  with  requirements  imposed  by  the  IRS,  we  inform  you  that  any  tax  advice 

contained  in  this  communication,  unless  expressly  stated  otherwise,  was  not  intended  or  written  to  be 

used,  and  cannot  be  used,  for  the  purpose  of  (i)  avoiding  tax-related  penalties  under  the  Internal  Revenue 

Code  or  (ii)  promoting,  marketing  or  recommending  to  another  party  any  tax-related  matter(s)  addressed 

herein. 
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NOTICE  TO  RECIPIENT:  THIS  E-MAIL  IS  MEANT  FOR  ONLY  THE  INTENDED  RECIPIENT  OF 
THE  TRANSMISSION,  AND  MAY  BE  A  COMMUNICATION  PRIVILEGED  BY  LAW.  IF  YOU 
RECEIVED  THIS  E-MAIL  IN  ERROR,  ANY  REVIEW,  USE,  DISSEMINATION,  DISTRIBUTION, 
OR  COPYING  OF  THIS  E-MAIL  IS  STRICTLY  PROHIBITED.  PLEASE  NOTIFY  US 
IMMEDIATELY  OF  THE  ERROR  BY  RETURN  E-MAIL  AND  PLEASE  DELETE  THIS  MESSAGE 
FROM  YOUR  SYSTEM.  THANK  YOU  IN  ADVANCE  FOR  YOUR  COOPERATION. 
For  more  information  about  Orrick,  please  visit  http://www.orrick.com/ 
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From:  Bimbaum,  Josh 

Sent:  Tuesday,  May  15,  2007  9:21  AM 

To:  Swenson,  Michael 

Subject:  RE:  Goldman  Sachs  ABS  Commentary  5/14  (external) 

What  a  beautiful  quote. 

Original  Message 

From:  Swenson,  Michael 

Sent:  Tuesday,  May  15,  2007  7:01  AM 

To:  Lehman,  David  A.;  Sparks,  Daniel  L;  Birnbaum,  Josh 

Subject:  Re:  Goldman  Sachs  ABS  Commentary  5/14  (external) 

I  would  characterize  this  as  a  great  opportunity  to  be  constructive  on  the  market 

Original  Message  

From:  Lehman,  David  A. 

To:  Sparks,  Daniel  L;  Swenson,  Michael;  Birnbaum,  Josh 

Sent:  Tue  May  15  06:55:07  2007 

Subject:  RE:  Goldman  Sachs  ABS  Commentary  5/14  (external) 

Given  the  sizeable  short  interest  in  ABS/subprime  mkt  it  does  not  surprise  me  that  short 
covering  is  pushing  spds  tighter 

Not  sure  I  would  enter  new  longs  here 

--- — Original"  Message 

From:  Sparks,  Daniel  L 

Sent:  Tuesday,  May  15,  2007  6:47  AM 

To:  Lehman,  David  A.;  Swenson,  Michael;  Birnbaum,  Josh 

Subject:  FW:  Goldman  Sachs  ABS  Commentary  5/14  (external)  , 

Is  this  a  head  fake  or  does  this  make  you  bullish  on  all  spread  product 

Original  Message 

From:  Chin,  Edwin 

Sent:  Monday,  May  14,  2007  10:20  PM 

Subject:  Goldman  Sachs  ABS  Commentary  5/14  (external) 

Incredible  as  it  may  seem,  the  subprime  mortgage  slump  is  already  distant  memory  for  some. 
It's  been  two  months  since  the  ABX  market  plunged  amid  worries  about  a  housing  meltdown, 
and  already  investors  (and  some  dealers)  are  beginning  to  get  "complacent"  again.  Blame  it 
on  the  CDO  bids,  but  with  subprime  production  projected  down  40-60%  from  last  year's 
level,  appetite  for  spread  products  triumphs  any  risk  concern  in  the  marketplace  right 
now.  ABX  Index  is   trading  higher  as  dealers  short  cover  their  single  name  positions  after 
a  month  of  range-bound  trading.  Flows  continue  to  weigh  toward  better  seller  of  protection 
-  longs  outpace  shorts  by  3  to  1  as  CDO  demand  has  been  robust  the  last  two  weeks.  While 
warehouse  activities  might  be  slow,  many  CDOs  are  still  looking  to  finish  up  their  ramp 
post-closing.   Other  notable  trends /themes : 

1)  I  estimate  BWIC's  hit  ratio  to  be  about  25%.   Few  names  trade  as  CDOs  all  gravitate  to 
the  better  05/07  names  in  the  market.   While  there  were  500mm- lbn  of  single-name  CDS  out 
for  the  bid  each  day,  reserve  levels  remained  out  of  reach  for  most  dealers,  and  the 
majority  failed  to  trade. 

2)  With  DOW  at  all  time  high,  the  bears  have  been  largely  standing  on  the  sidelines.   The 
protection  buying  euphoria  has  faded  to  a  certain  degree,  but  mostly  because  hedge  funds 
have  expanded  their  playground  beyond  subprime  -  already  CMBS/CLOs  are  showing  some 
cracks . 
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3)  The  basis  between  seasoned  05/newer  07  production  and  weaker  06  names  continues  to 
expand. 

4)  Cash  bonds  are  beginning  to  catch  a  bid  in  the  market  as  many  single  names  fail  to 
trade  because  of  tight  levels.   Flows  have  picked  up  last  week  as  we  sold  over  $200MM 
A3/BBB+  paper.   We  continue  to  recommend  investors  buying  cash  bonds  outright  and/or 
buying  protection  to  take  advantage  of  the  inverted  basis. 

As  for  trade' idea,  at  the  current  spread  levels,  there  is  no  obvious  fundamental  trade. 
We  recommend  putting  on  basis  trades  and  capital  structure  trades  that  provide  positive 
carry.   For  example,  buy  weaker  05/06  single-As  like  WMC  and  NC  that  are  trading  north  of 
+200bps  while  buy  protection  on  single-As  that  are  trading  below  +90bps.   For  those  who 
believe  in  convergence  and  high  correlation  these  paired  trades  can  pick  up  significant 
spreads  in  most  scenarios.   Also,  for  those  who  might  have  missed  the  opportunity  to  buy 
protection  back  in  December/ January,  this  is  a  very  good  entry  point  to  load  up  on  single- 
name  protection  that  trades  significantly  cheap  to  the  index. 

Closes,  were: 

ABX.HE.07-1  Closes 
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Disclaimer 


This  material  is  not  a  product  of  tho  Global  Investment  Research  Department.  It  Is  not  a  research  report  and  it  should  not  be  construed  as  such.  All 
materials.  Including  proposed  tonus  and  conditions,  are  Indicative  and  for  decusdon  purposes  only.  Finalised  ternis  and  conditions  are  subject  to 
further  discussion  and  negotiation  and  will  be  evidenced  by  a  formal  agreement.  Opinions  expressed  are  our  present  opinions  only  and  are  subject 
to  change  without  further  notice.  The  information  contained  herein  Is  confidential.  By  accepting  this  Information,  the  recipient  agrees  that  II  will,  and 
It  win  cause  Its  directors,  partners,  officers,  employees  and  representatives  to  use  the  Information  only  to  evaluate  Its  potential  interest  In  the 
strategies  described  herein  and  for  no  other  purpose  and  will  not  divulge  any  such  Information  to  any  other  party.  Any  reproduction  of  this 
information,  In  whole  or  In  part,  Is  prohibited.  Except  in  so  far  as  required  to  do  so  to  comply  with  applicable  law  or  regulation,  express  or  imp  led,  no 
warranty  whatsoever,  Including  but  not  limited  to,  warranties  as  to  quality,  accuracy,  performance,  timeliness,  continued  availability  or  completeness 
of  any  information  contained  herein  Is  made.  Opinions  expressed  herein  are  current  opinions  only  as  of  the  date  Indicated.  Any  historical  prices)  or 
value(s)  are  also  only  as  of  the  date  indioated.  We  are  under  no  obligation  to  update  opinions  or  other  Information.  The  Information  contained 
herein  has  been  prepared  solely  for  Informational  purposes  and  is  not  an  offer  to  buy  or  sell  or  a  solicitation  of  an  offer  to  buy  or  sell  any  security  or 
instrument  or  to  participate  in  any  trading  strategy.  The  Goldman  Sachs  Group,  Inc.  does  not  provide  accounting,  tax  or  legal  advice;  however,  you 
should  be  aware  that  any  proposed  Indicative  transaction  could  have  accounting,  tax,  legal  or  other  implications  that  should  be  discussed  with  your 
advisors  and  or  counsel.  The  materials  should  not  be  relied  upon  for  the  maintenance  of  your  books  and  records  or  for  any  tax.  accounting,  legal  or 
other  purposes.  In  addition,  we  mutualy  agree  that,  subject  to  applicable  law,  you  may  disclose  any  and  all  aspects  of  any  potential  transaction  or 
structure  described  herein  that  are  necessary  to  support  any  U.S.  federal  income  tax  benefits,  without  the  Goldman  Sachs  Group,  Inc.  Imposing  any 
limitation  of  any  kind.   The  Goldman  Sachs  Group,  Inc.  and  affiliates,  officers,  directors,  and  employees,  including  persons  Involved  in  the 
preparation  or  issuance  of  this  material,  may  torn  time  to  time  have  'long"  or  "short"  positions  in.  and  buy  or  sel,  the  securities,  derivatives 
(Including  options)  or  other  financial  products  thereof,  of  entities  mentioned  herein.  In  addition,  the  Goldman  Sachs  Group,  Inc.  and/or  affiliates 
may  have  served  as  manager  or  co-manager  of  a  public  offering  of  securities  by  any  such  entity.  Further  Information  regarding  this  material  may  be 
obtained  upon  request. 

The  Goldman  Sachs  Group,  Inc.  shall  have  no  liability,  contingent  or  otherwise,  to  the  user  or  to  third  parlies,  or  any  responsibility  whatsoever,  for 
the  correctness,  quality,  accuracy,  timeliness,  pricing,  reliability,  performance  or  completeness  of  the  data  or  formulae  provided  herein  ortor  any 
other  aspect  of  the  performance  of  this  materials.  In  no  event  will  the  Goldman  Sachs  Group,  Inc.  be  liable  for  any  speda ,  Indirect,  Incidental  or 
consequential  damages  which  may  be  Incurred  or  experienced  on  account  of  the  user  using  the  data  provided  herein  or  this  materials,  even  n  ine 
Goldman  Sachs  Group.  Inc.  has  been  advised  of  the  possibility  of  such  damages.  The  Goldman  Sachs  Group,  Inc.  will  have  no  responsibility  to 
Inform  the  user  of  any  diffteuUes  experienced  by  the  Goldman  Sachs  Group,  Inc.  or  third  parties  with  respect  to  the  use  of  the  materials  or  to  take 
any  action  In  connection  therewith. 

The  fact  that  the  Goldman  Sachs  Group,  Inc.  has  made  the  materials  or  any  other  materials  available  to  you  constlutes  neither  a  recommendation 
that  you  enter  Into  or  maintain  a  particular  transaction  or  position  nor  a  representation  that  any  transaotion  is  suitable  or  appropriate  for  you. 
Transactions  invoking  derivative  or  other  products  may  Involve  significant  risk  and  you  should  not  enter  into  any  transaction  unless  you  fully 
understand  all  such  risks  and  have  independently  determined  that  such  transadlon  is  appropriate  for  you.  The  Goldman  Sachs  Group,  Ine   Is 
acting  in  the  capadty  of  an  arm's-length  contractual  counterparty  to  the  user  In  connection  with  any  transadion  the  Goldman  Sects  Group,  inc. 
may  enter  into  with  the  user  and  not  as  a  tlnandal  advisor  or  a  fldudary. 

©  Copyright  2008,  The  Goldman  Sachs  Group,  Ine.  All  rights  reserved.  '  ^^^^^ 
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VIA.I1 


Goldman  Sachs  CDO  Platform 

Breakdown  by  Products 


Goldman  Sachs  COD  business  sits  in  the  Fixed  Income,  Currency  &  Commodities  Division 
Global  business  operating  in  North  America,  Europe,  the  Middle  East  &  Asia 
Full  spectrum  of  product  capabilities  across  cash,  synthetic  and  hybrid  CDOs 
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Goldman  Sachs  U.S.  CLOs 

Key  Contacts 


MANAGEMENT  CONTACT8 

Steve  Hlckty.  Partnar  (Lavaragad  rinanca) 

Win  Roberta.  Partnar(U.S.  Structural  Cradl  Trading) 

Tom  ComaccNe,  Parlnar(U.S.  Setot) 

David  RoMnMum.  Managing  Dimeter  (US  CLOs) 


U8CLO 

Amll  Roy.  Vka  Prasloant 
David  Ra».  vm  Prasktant 
Kalh  Laa.  Vera  Prasktant 
Andrew  Robertson,  Vfce  Prasktant 
Vicky  Zhao.  AmocW* 
TrnKlrfc/twcilete 
Chattel  Catay.  Aaioclata 
Nina  Qldwanay,  AiractoW 
Leonard  Chung,  Analyst 
Rohan  Duggel.  Analyst 
David  Kim.  Analyst 
Anusha  Harid,  Analyst 


LOAN  SALES  &  TRADING 
Blake  Mather.  Managing  Dtactor  (Sain) 
Mark  DaNatale.  Managing  Dtactor  (TmUm) 
Bill  Dobson.  Vlca  Prasloant  (TraOIng) 


PRIMARY  LOANS 

Denis  Coleman.  Managing  Dlractor 
Tom  Stain.  Managing  Dlractor 


STRUCTURED  PRODUCT  SYNDICATE 

BuntyBohra.  Managing  Dlractor 

Scott  Wlienbakar,  Vice  Prasktant  (CLOU 

Robert  Black.  Vlca  Prasktant  (CLOs) 

Scott  Walter.  Vlca  PratUant  (NY) 

Anthony  Kim,  Analyst  (NY) 

Malcolm  Mill,  Analyst  (NY) 

Ristell  Bracato,  Analyst  (NY) 

Mitch  Reinlck.  ExaculNa  Dlractor  (London) 

Jenlca  Rail,  Analyst  (Lonoon) 

Omar  Chaudhary,  Vlca  PratUant  (Tokyo) 

Jay  Lee.  Attocktra  (Tokyo) 

Hlrotaka  Sugloka.  Analyst  (Tokyo) 

ANALYTICS  &  STRATEGIES 

Elliha  Weltel,  Managing  Dlractor 
Scott  Welmleln.  Managing  Dlractor 
Dine  Buturovlc,  Managing  Director 

LEOAL  RESOURCE8 

Tim  Saundori.  Vice  Prasloant 
Sang  Kim,  Vlca  Prasloant 


STRUCTURED  CREDIT  MARKETINO 

Shloml  Rex.  Managing  Dlractor 
Steve  Rlcclardl,  Managing  Dlractor 

Kaletyn  Klelnert,  Analyst 


CLO  SECONDARY  TRADINO 

Gerry  Oudertdrtc.  Managing  Dlractor,  CLOs 
Phillip  He,  Vlca  PratUant,  CLOs 
Shelly  Shapiro,  Auccfefe 


CLO  MIDDLE  OFFICE 
Carry  Scale!.  Vce  PratUant 
Mike  Macchle,  Aatocma 
Jaion  Tarantmo.  AitocUta 


LOAN  OP8 

Tracy  McCaffrey.  Vice  Prasloant 
Juen-Cartos  Iisa,  Vice  PratUant 
Rahul  Kapur,  Vice  Prasloant 
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Goldman  Sachs  European  CLOs 

Key  Contacts 


MANAGEMENT  CONTACTS 
Dan  Sparki.  Partnar  (Slwctorad  Productt  Oroup) 
Vlshal  Gupta.  Pertntr  (Em fan  Trading) 
Slava  Hlckay.  Partnar  (Lmaragad  Fmanca) 
Yuiuf  AUradha.  Partnar  (Europaan  Sato! 

LONDON  COO  STRUCTURING 

Norman  Hardla.  Managing  Dtador 

Shorn  IcK  Bhaltacharya,  ExacuWa  Dlractor 

SharadVohre.A«*>c«rr» 

Jaan  Manual  Coila,  AttocMa 

Sora  Harm  Kim.  AmocW   . 

MustaTa  Mahmood.  AwocMa 

David  Lairart.  Ajtocfcta 

Saugala  Mukharjaa.  Auocbra 

Kan  Sim .  Sacondaa  tram  WMa  i  Cata 

Anantharam  an  PallaWraman,  Analyst 

TonyOrorl,  Analytt 

LOAN  TRADING 

SUphtn  P.  Byma.  Exacattn  Dlractor 

Falym  Bashar,  Attoclata 

PRIMARY  LOANS 

Ian  Glday.  imnagtig  Dtactor 
Mlchaal  Merah,  Exacutln  Dlractor 


STRUCTURED  PRODUCT  SYNDICATE 
Bunly  Bohra,  Managing  Dlractor 
Scan  WlitnbaKar.  Vta  PratUant  (CLOt) 
Milch  Raanlck,  Exacutka  Dlractor  (London) 
Omar  Chaudhary,  Vta  PratUant  (Tokyo) 
scon  waltar.  Vta  PratUant  (NY) 
Robart  Black.  Vita  PratUant  (CLOt) 
Jay  Laa.  Attoclata  (Tokyo) 
Anlhony  Kim.  Analytt  (NY) 
Hlrolaka  Sugloka.  Analytt  (Tokyo) 
Jaitlca  Rail.  Analytt  (London) 

ANALYTICS  &  8TRATEOIE8 
Klaus  Tofl,  Managing  Dlractor 
MnDunort,  Attoclata 

LEGAL  RESOURCES 
Malthaw  F  km.  ExaciMra  Dlractor 
Sarah  Taylor,  Attoclata 


CLO  8ECONDARY  TRADING 

Garry  Oudarktrk,  Managing  Dlractor,  CLOt 
Philip  Ha,  Vta  PratUant,  CLOt 

LOAN  MIDDLE  OFFICE 

Pamela  Tanltr,  ExacutHa  Dlractor 
Danlal  Hardlman.  Attoclata 
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Goldman  Sachs  ABS  CDOs 

Key  Contacts 


MANAGEMENT  CONTACTS 

Dan  Sparta.  Partner  (Structured  Products  Group) 

Stacy  Bash-Polley,  Partner  (US  Sales) 

Mike  Swenson,  Managing  Director  (SPO  Trading  &  CDOs) 

David  Lehman,  Managing  Director  (SPO  Trading  S  CDOs) 


ABS  CDO 

Matt  Bleber,  Vice  President 
Michelle  Chltson,  Vice  President 
Chris  Creed,  Vice  President 
Connie  Kang./Usocnte 
Nityanand  Sharma,  Associate 
Roman  Shimonov,4«socfate 
Ariane  West.  Associate 
Shelly  Lin,  Analyst 
Deva  Mlshra,  Analyst 
Mahesh  Ganapathy,  Analyst 
Eric  Segei,  Analyst 

CORRELATION  TRADING 

Jonathan  Egol,  Vice  President 
Fabrice  Tourre,  Vice  President 
David  Gerst,  Vice  President 

ABS  CDO  MIDDLE  OFFICE 

Carly  Scales,  Vice  President 
MlkeMacchla.Ajsodste 
Jason  Tarantino,  Associate 


STRUCTURED  PRODUCT  SYNDICATE 

Bunty  Bohra,Manao*io;D//ecror 

Scott  Wlsenbakerl/ibe  President  (ABS  CDOs) 

Robert  BlaekJ/ibe  President  (ABS  CDOs) 

Scott  WBlter,  Vice  President  (NY) 

Anthony  Km.Anelyst  (NY) 

Mitch  Resnick,  Executive  Director  (London) 

Jessica  Reb.Analyst  (London) 

Omar  Chaudhary,  Vibe  President  (Tokyo) 

Jay  Lee,  Associate  (Tokyo) 

Hirotaka  Sujtoka,  Analyst  (Tokyo) 


LEGAL  RESOURCES 

Tim  Saunders,  Vfce  President 
Sang  Kim,  Vibe  President 


ANALYTICS  &  STRATEGIES 

EBsha  Wlesel,  Managing  Director 
Mike  Turok,  Managing  Director 
Paul  Burchard,  Vibe  President 


ABS  COO  SECONDARY  TRADING 
Ben  Case,  Vibe  President,  ABS  CDOs 
Rajiv  KamUa,  Wee  President,  ABS  CDOs 
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Goldman  Sachs  CDO  Platform 

Global  Distribution  Platform 


i  The  CDO  platform  benefits  from  Goldman  Sachs'  global  distribution 
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Goldman  Sachs  CDO  Platform 

Global  Bookrunners  Collateralized  Debt  Obligations 


2006 

Issuance 

(Will.) 


No.  of 
Deals 


1      Merrill  Lynch 


$54,153.50 


67 


Deutsche  Bank 


34,866.10 


66 


3     ailgroup 


32,671.10 


60 


Goldman  Sachs: 
Credit  Suisse 


32,440,30  x 


:-51:-: 


25.364.70 


43 


6      Bear  Steams 


23,091.90 


46 


UBS 


21,937.70 


70 


8      Banc  of  America 


21,858.60 


51 


9 
10 


J.P.  Morgan  Chase 


20,608,40 


43 


Wachovia 


19,519.70 


44 


11     Morgan  Stanley 


19,225.40 


66 


12     Calyon 


16,744.70 


65 


13     Barclays  Capital 


17,837.60 


82 


14     IXIS  Securities 


17,759,50 


27 


15     Royal  BanK  of  Scotland  16,348.50 


26 


16     Lehman  Brothers 


15,776.70 


47 


17     BNP  Parlbas 


5,221.90 


14 


18     Fortls  Bank 


6Yh£rs 


5,090.90 
23,042.00 


9 
IT 


TOTAL 


Soum  Asnt-eaavJAIoilnaJWHenrXXr 


445,279.10  965 


Market 

Share 

(%) 


2005 
Ranking 


12.2 
7.8 


200S 

Issuance 

(SMIL) 

$27,327.10 


No.  or 

Deals 


12,281.40 


7.4 


26,146.60 


: :7;3  :■ 


5.7 


10 


14j53g£0^ 


11,179.90 


5.2 


12,963.60 


13 


7,142.00 


4.9 


12 


10,072.90 


4.6 


11,791.80 


4.4 


17,325.70 


4.3 


9  11,305.60 


4.2 


16 


2,698.00 


4.0 


17,705.80 


4.0 


14 


6,664.60 


3.7 


,15 


4,044.00 


3.5 


11  10,630.00 


1.2 


17 


2,145.10 


1.1 


18 


IT 


594.30 
'  3Z.y0iU0 


100.0 


^5 


42 


43 


::J0 


32 


39 


18 


34 


28 


32 


42 


36 


18 


12 


12 


37 


19 


5 
IT 


241,263.60  593 


Market 

Share 

(%) 

TTT- 


5.1 


11.7 
:  6;0:: 


4.6 


5.4 


3.0 


4.2 


4.9 


7.2 


4.7 


1.1 


7.3 


2.8 


1.7 


4.4 


0.9 


0.2 
ITT 


100.0 
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U.S.  &  European  CLOs 

Significant  Growth  and  Expansion  in  CLOs 


■  The  CLO  market  has  experienced  dramatic  growth  in  transaction  volume  over  the  last  3  years 

■  From  2004  to  2006,  the  annual  market  growth  rate  has  been  approximately  125.0%,  while  Goldman  Sachs  has 
experienced  an  annual  growth  rate  of  157.0%  over  the  same  time  period 

■  In  2007  Goldman  Sachs  expects  to  originate  $15.8  billlion  of  CLOs  in  U.S.  and  Europe 


2000 


2001 


2002 


2003  2004 

Year 


2005 


2006 


2007 


1  Market 


-Goldman  Sachs 


•  US  CLO  MttHk  Horn  StP  Lvnrtgmi  fading  /?«*«  0*  2<M;  Em,  CLO  ntlmttt  litorpolMd  flora  Mitotic*  grnUri 
Soum:  IFH,  MCM,  JPM,  Bloomberg  irite«grtrt/jj«^M^J<^^—,,MM,M^— 
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US  &  European  CLOs 

transaction  Types 


Traditional  Broadly 
Syndicated  Leveraged 
Loan  CLO  Transactions 


Middle  Market  CLO 
i  :transactlons^-::r  ;•'..; 


Continues  to  form  the  backbone  of  our  pipeline 

Cash  arbitrage  transactions  backed  by  traditional  leveraged  loans  with 

ratings  around  B1 

Repeat  mandates  from  franchise  clients  (Fidelity,  Ares,  etc)  to  first  time 

collateral  managers 

Trending  towards  larger  2nd  Lien  /  High-yield  Bond  buckets  in  search  of  yield 


Primary  focus  on  "club"  loan  deals,  typically  in  total  loan  issue  sizes  of 

$30mm  -  $1 50mm  and  ratings  around  B3 

Drawing  spotlight  as  the  sweet  spot  of  cash  arbitrage  transactions 

More  managers  looking  to  expand  into  the  middle  market  loan  space 

Asset-sourclng  capabilities  of  managers,  warehousing  risk  are  among 

Goldman's  concerns  and  we  typically  enter  into  risk  sharing 

agreements 


Provide  for  non-recourse,  long  duration  term-financing  vs.  total  return  swap  / 

repo  agreements  with  mark-to-market  risks 

Generally  exhibit  low-leverage  structure  to  give  manager  room  for 

ramp-up,  trading  flexibilities 

Manager  typically  commits  to  a  significant  portion  of  the  equity 


12 


12 
GSMBS-E-001918734 


lC\ 


Footnote  &B$h®90.'Wi&fyMA 


US  &  European  CLOs 

What  Differentiates  Us  From  Our  Competitors 


■  Goldman  Sachs'  CLO  platform  is  a  joint  venture  between  Leveraged  Finance  and  Structured  Products 

—  Goldman  Sachs  among  the  top  five  banks  in  volume  of  leveraged  loan  issuanoe 

—  CLO  managers  benefit  from  preferential  allocation  process  in  the  primary  loan  market 

—  Secondary  trading  facilitates  managers'  asset  acquisition  during  initial  warehouse  ramp-up  and  beyond 

—  CLO  business  able  to  leverage  strong  manager  relationships  cultivated  by  Bank  Loan  Sales  desk 

—  CLO  managers  have  access  to  the  global  resources  and  credit  research  of  the  Distressed  Investing  Group 

■  Creativity  and  opportunistic  risk  taking 

—  Goldman  Sachs  and  Zais  Group,  LLC.  launched  US  EPICS,  a  $180  million  CLO  equity  fund  which  closed  in 
June  2005,  and  Euro  EPICS,  a  €257  million  CLO  equity  fund  which  closed  in  May  2006 

—  Goldman  Sachs  developed  a  new  risk  management  technology  that  allowed  for  the  CLO  equity  funds  to  be 
offered  in  principal  protected  form,  mitigating  some  potential  risks  associated  with  CDO  investments 

—  The  fund  provided  leveraged  exposure  to  a  highly  diversified  pool  of  senior  secured  bank  loans  of  varying 
management  styles 

■  Ongoing  customer  service 

.   —  Many  of  our  issuers  are  satisfied  repeat  customers 

—  We  work  closely  with  managers  on  an  on-going  basis  to  modify  structural  covenants  as  required  to  provide 
incremental  flexibility  in  a  changing  market  environment  (including  reducing  coupon  and  spread  constraints, 
changes  in  the  fixed  and  floating  collateral  percentages,  adjustment  to  swaps) 

■  Emphasis  on  transparency 

—  All  transactions  on  INTEX  since  May  2002 

—  Goldman  Sachs  CDO  Monthly  transaction  surveillance  updates 

—  "NORMA"  -  CDO  analytical  tool  that  we  developed  to  analyze  closed  CDOs 
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Corporate  Cash  Flow  Synthetic  CDOs 

Structural  Overview 


Sponsorl  Investor 


Default 

Swap 

Premium 


ifault  Swap 
Premium 


Reference  Portfolio 


(JoldrrwinSiKhe 


Investor,  Sponsor  win  select  a  portfolio  of  Reference  Entitles  sub|ect  to  criteria  of  diversity,  rating  and  spread  and  will 
undertake  active  discretionary  management* 

Goldman  Sachs  buys  protection  from  the  SPV  on  losses  In  the  Reference  Portfolio  via  a  Portfolio  Credit  Default  Swap 
referenced  to  the  Reference  Portfolio. 

The  SPV  win  pass  through  the  CDS  premium  and  interest  proceeds  on  the  high  grade  Collateral  (#4  below)  through  the 
interest  collection  account.  At  maturity,  principal  proceeds  will  be  released  through  the  principal  collection  account. 
Proceeds  from  Issuance  (net  of  upfront  fees)  are  used  to  purchase  high  grade  Collateral.  This  pays  the  LIBOR 
component  of  the  note  (and  equity)  coupon  and  collateralises  the  default  swap  exposure 


Invito,/  Spon.or  will  ..II  p,ol.ctlon  on  MMdurt  rofronc.  onllllM  with  Goldmen  Sethi  or  other  CDS  deeleri  and  ..Hon  them  lo 
Goldmen  Sethi  ai  iw«p  counterparty  lo  the  CDO 
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Corporate  Cash  Flow  Synthetic  CDOs 


Overview 


Goldman  Sachs  is  a  leading  arranger  of  corporate  synthetics 

—  Ranked  #1  in  Structured  Credit  by  Institutional  Investor.  End  User  Survey  in  2006 

—  Ranked  Best  Global  Credit  Derivative  House  by  Eurombney  in  2006 

Single  name  credit  default  swaps  have  grown  to  a  multiple  of  the  underlying  cash  market  with  much  of  the  growth 
fueled  by  the  CDO  Market 


Growth  of  Singh)  Name  COS  Maikat 
(outstanding  notional) 


Growth  of  Synthetic  CDO  Market 


xn       XX*       MM     «■*' 


Source.  Brdsh  Bankers  Assotlaoon  Credit  DeitvaUvw  Report  2DW/20W:  Standard  and  Poor". 
LCD:  Bond  Mantel  Association 


Goldman.  Sachs  esdroates.  Svntrietic  issuance  amounts  refer  to  nrded  amouti. 
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Corporate  Cash  Flow  Synthetic  CDOs 

Market  Evolution  &  Opportunity 


Recently;  synthetic  CDO  issuance  has  seen  the  emergence  (re-^mergence)  of  fully  issued  capital  structures  with 
waterfalls  and  coverage  tests 

Synthetic  CDOs  using  cash  flow  technology  has  come  full  circle: 

—  2000;  issuance  of  arbitrage  synthetic  CDOs  (Inv  Grade  CDS  underlying)  relied  on  traditional  cash  flow 
CDO  technology  with  waterfalls  and  coverage  tests 

—  2001  -  Current:  surge  in  synthetic  CDO  Issuance  (largely  still  Inv  Grade  CDS)  with  the  development  of 
customized  single  tranche  CDO  technology 

—  2003:  introduction  of  unsecured  single  name  HY  CDS  and  liquid  tranche  markets 

—  2006:  adoption  of  cash  flow  technology  for  corp.  synthetic  CDOs  largely  driven  by  (i)  correlation  model 
adjustments  and  (ii)  S&P  rating  methodology  change 

The  implementation  of  cash  flow  CDO  technology  on  unsecured  corporate  default  swaps  has  gained  popularity 
with  both  "synthetic"  and  "cash"  investors: 

—  Full  transparency  of  transaction  economics 

—  No  delta  hedging  or  reserves-  monetization  of  gains  and  losses  are  in  cash  and  flow  through  the  structure 

—  Superior  relative  value  for  debt  investors 

—  High  running  carry  for  equity  investors  and  ability  to  hedge  individual  credits 

—  Full  retention  of  economics  in  a  call  scenario  for  equity 
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Corporate  Cash  Flow  Synthetic  CDOs 

Fully  Issued  Structure  -  Single  Tranche  Reverse  Inquiry 


The  issuance  of  fully  issued  capital  structures  inherently  provide  an  opportunity  for  single  tranche  issuance  as  an 
add-on  to  investment  or  in  lieu  of  a  fully  issued  structure 


Fully  Issued 
.  "Wayfarer?  • 


•  Static  pool,  Lightly  Managed 
or  Actively  Managed 

•  Entire  capital  structure  is 
issued 

•  Structured  with  P  &  I 
Waterfalls  and  OC  Coverage 
Tests 

•  Underlying  CDS  can  be  IG, 
XO,  HY,  Loans  or  EM 


Customized  Risk  can 

be  manufactured  on 

demand 
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Sample  Transaction  Structural  Overview 


Mezzanine  i  '  First  Low 
Reference  \  ',  Reference 
Portfolio     i  >     Portfolio 


Default 

Swap 

Premium 


iOoldhiah: 
■  *acha   , 


^^ 

• 

O 

Coupon 

Default  Swap    H 
Premium       H 

^M 

Princlpai  - 
Incurred 

Protection      ^^H 

Losses  on 
Tranches 

O      | 

Cash 

Note  Notional 

Manager  will  select  a  portfolio  of  Reference  Entities  sub|ect  to  criteria  of  diversity,  rating  and  spread  and  will  undertake  active 
management 

Goldman  Sachs  buys  protection  from  the  SPV  on  losses  In  the  Reference  Portfolio  that  exceeds  the  agreed  subordination  via  a 
Portfolio  Credit  Default  Swap  referenced  to  the  Reference  Portfolio 

The  SPV  transfers  exposure  to  the  relevant  tranche  of  risk  via  the  Issuance  of  a  credit  linked  note  which  pays  a  credit 
contingent  coupon  and  wBI  redeem  at  par  minus  any  Tranche  Incurred  Losses  (I.e.  losses  above  the  agreed  subordination) 

Proceeds  from  the  Notes  are  used  to  purchase  high  grade  Collateral.  This  pays  the  LIBOR/EURIBOR  component  of  the  note 
coupon  and  collateralises  the  default  swap  exposure 


Note  that  Goldman  Sachs  may  or  may  not  hedge  the  exposures  created  with  the  market 
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CDOs  and  Single  Tranche  Notes 

Structural  Differences 


Bonds/loans  purchased 
through  the  bond  desk 


SuiifflKi 


■Hi  I 

B 

Jill 
hmk  a ft 


Goldman 
Sachs 


Single 

Tranche 

Note 
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Goldman  Sachs'  Track  Record 


■    Goldman  Sachs  has  an  outstanding  track  record  in  structuring  and  globally  distributing  innovative  public  3rd 
managed  synthetic  COO  transactions  across  a  wide  range  of  asset  classes 

Ocelot  I:  Investment  Grade  synthetic  COO  program  managed  by  Prudential  M&O  (H2  2004) 
USD  1  bn  plus  of  mezzanine  placed  for  first  time  with  synthetic  manager 

Fixed  spread  or  floating  spread  coupons  linked  to  the  Dow  Jones  CDX  issued  off  SPV  platform  allowing  for  deal  up-slzes  by  tapping  the 
Initial  issue  (26  taps,  2  maturities,  3  currencies) 
Sydbank  Emerging  Markets  Sovereign  Only  Synthetic  CDO  (Q1  2005) 

Ffret  publicly  distributed  EM  synthetic  single  tranche  transaction  -  over  USD  250mm  placed 

Unique  structural  feature  with  separate  portfolios  for  equity  and  debt  tranches  allowed  to  diverge  over  time  and  variable  equity  tranche 
exhaustion  point 
Archsione  I:  High  Yield  Synthetic  CDO  managed  by  Rabobank  (Q1  2005) 

Unique  structure  featuring  high  fixed  recoveries,  enabling  the  transaction  to  bridge  the  gap  between  the  leveraged  loan  (CLO)  and  synthetlo 

(CDS)  market 
Global  marketing  of  the  transaction  (144a  /  Reg  S)  with  USD  232m  placed  -  co-syndicate  with  Rabobank  Int'l 
Modjeska  Canyon:  Emerging  Markets  synthetic  CDO  program  managed  by  PIMCO  (Q4  05 1 Q1/2  06) 
USD  800mm  plus  placed  In  consecutive  taps  over  closing  month 

Separate  mezzanine  and  equity  structures  with  built  In  reserve  coupon  and  performance  benefit  sharing  -  first  loss  risk  placed  In  fixed  rate, 
.zero  coupon,  principal  protected  and  combo  note  form 
Ocelot  II:  Investment  Grade  synthetic  CDO  managed  by  Prudential  M&O  (04  2005  /  01  2006) 
USD  300m  closed  following  the  success  of  Ocelot  I  In  '04 

Offering  included  hybrid  structures  and  structured  coupons  with  fixed  and  floating  spread  alternatives  in  addition  to  separate  equity  and 
mezzanine  portfolios  with  short  bucket 
OSAM  Investment  Grade  Synthetic  CDO:  Investment  Grade  synthetic  CDO  managed  by  GSAM  (02  2006) 

USD  1 50mm  Asia-exclusive  distribution:  offering  included  structured  coupons  with  fixed  and  floating  coupon  alternatives 
Cairn  Recovery  Rebate  CDO:  Investment  Grade  synthetic  CDO  managed  by  Cairn  Capital  limited  (04  2006  /  Q1  2007) 

USD  250mm  Europe-exclusive  distribution;  offering  Included  structured  coupons  with  fixed  and  floating  coupon  alternatives,  with  recovery 
rebate  feature 
TCW  Asia  Synthetic  CDO:  Investment  Grade  synthetic  CDO  managed  by  TCW IM  (Q1  2007  -  Present) 

Asla-exolusive  distribution  on  100%  Asian  IG  portfolio;  offering  Including  structured  coupons  with  fixed  and  floating  coupon  alternatives 
Aladdin  Synthetic  CDO  H:  Investment  Grade  synthetic  CDO  managed  by  Aladdin  Capital  LUC  (04  2006  -  Present) 

Offering  Including  structured  coupons  with  fixed  and  floating  coupon  alternatives,  multi-currency  issuances,  and  the  possibility  of  short  bucket 
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Effect  Of  Trading  On  Subordination 


Any  change  in  subordination  will  be  determined  by  the  change  in  spread  of  the  Reference  Entity  being  removed, 
and  the  new  Reference  Entity  (determined  at  the  time  of  switch),  obligor  percentage  and  an  adjustment  factor: 

Subordination  reduction  =  (Spread  Old  -  Spread  New)  x  Adjustment  Factor  x  Obligor  Percentage 

What  is  the  rationale  behind  Adjustment  Factors? 

—  When  Manager  trades  a  name,  this  changes  the  value  of  the  portfolio  credit  default  swap 

—  In  order  for  the  substitution  cost  to  be  zero,  the  value  of  the  portfolio  credit  default  swap  must  remain  the 
same  -  hence  subordination  must  be  changed 

—  The  Adjustment  Factor  is  determined  at  the  time  of  trading  such  that  the  net  change  in  value  is  zero 

What  determines  the  Adjustment  Factor?  i 

—  Adjustment  Factors  are  determined  by  a  number  of  variables  that  also  determine  the  value  of  a  tranche: 

—  Time  to  Maturity 

—  Absolute  spreads  and  distribution  of  spreads  in  portfolio 

—  Subordination  of  tranches  ; 

—  Recovery  rates  and  recovery  volatilities 

—  Correlation  between  credits 

—  Size  of  mezzanine  and  equity  tranches  placed  with  investors 

The  adjustment  factors  are  driven  by  the  market  conditions  at  the  time  of  trading  -  hence,  Adjustment  Factors 
upon  the  request  of  a  substitution. 
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Goldman  Sachs'  Strength  in  Structured  Credit 


Institutional  Investor  End-User  Survey  2006: 

"Goldman  Sachs  performed  well  in  all  asset  classes,  coming  top 
overall  in  structured  credit,  over-the-counter  single-stock  equity 
options  and  equity  index  options." 


Structured  Credit  Overall 

GS#1 

OB  #2 

Tradable  Index  Products 

GS#1 

JPM#2 

Bespoke  Equity 

GS#1 

DB#2 

Bespoke  Mezzanine 

GS#1 

MS  #2 

ABS  Syndicate  CDOs 

GS#1 

CIS  #2 

2006  Global  Best  Credit  Derivatives  House:  Goldman  Sachs: 

"The  firm  has  a  powerful  reputation  for  innovating  around  clients 
and  for  spotting  opportunities  faster  than  most.  It  is  also  one  of 
the  biggest  liquidity  providers  in  flow  products." 
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ABS  CDOs 

Overview 


The  ABS  CDO  business  originates,  structures  and  places  CDO  transactions  backed  by  diversified  portfolios  of 
RMBS.  CMBS,  CDO  and  ABS 

Goldman  Sachs  led  approximately  $19  billion  in  issuance  of  ABS  CDOs  in  2008. 

ABS  CDO  transactions  can  be  categorized  by  the  market  based  on  the  credit  quality  of  the  underlying  portfolio  or 
style  of  management 

—  Credit  Quality  Classifications: 

—  High  Grade  -  Average  portfolio  credit  quality  of  Aa3  , 

—  Mezzanine  -  Average  portfolio  credit  quality  of  Baa2/8aa3 

—  Niche  transactions  -  Double-B  rated  RMBS  portfolios,  diverse  single-A  portfolios,  super  high  grade 
AAA/AA  portfolios,  RMBS  Prime/Alt-A-only  portfolios 

—  Management  Style  Classifications: 

—  Managed  -  3-5  year  reinvestment  period 

—  Defensively  Managed  -  Credit  risk  sales  only,  no  reinvestment 

—  Static-  Deterministic  liquidation  of  credit  risk  only,  no  reinvestment 
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ABS  CDOs 

Issuance-  Changing  Composition  (Deal  Sizes) 


ZOOS  Issuance: 
$84,47Snvn 


B  European  ABS 

■  High  Grade  ABS/MBS 
QCDOofCDOs 

O  Market  Value  MBS 

■  Commercial  Real  Estate-Related 
OMezz  ABS/MBS 


1 2.469 


2004  Issuance: 
$58,868mm 


2001  Issuance: 
$13,416mm 

1.005 
1.685 


2.313 


1 
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ABSCDOs 

Agency  and  Principal  Type 


Agency  CDO  Transactions 

■  Goldman  Sachs  works  with  large  top-tier  institutional  asset  managers 

■  Goldman  Sachs  acts  as  agent  and.  structures  and  places  the  transaction's  debt  and  equity 

■  Neither  Goldman  Sachs  nor  the  collateral  manager  typically  make  equity  commitments  Debt  and  equity  are  broadly 
syndicated  out  to  a  large  investor  base 

■  Examples  of  managers  that  we  are  working  with/have  worked  with  in  the  past 

—  Trust  Company  of  the  West  (TCW) 

—  Cambridge  Place  Collateral  Management  (Cambridge) 

—  GSC 

rincipal  CDO  Transactions 

Goldman  Sachs  teams  up  with  a  suitable  partner  to  share  50/50  risk  and  reward  in  the  transaction  (warehouse, 
equity  commitment,  fees  are  equivalent  on  a  PV  basis) 

Goldman  Sachs  and  our  partner  typically  commit  to  each  retain  50%  of  the  unsold  equity 

Transaction  motivation  is  to  create  an  attractive  investment  for  Goldman  Sachs  and  our  partner  by  leveraging 
expertise  of  both  parties  in  executing  the  transaction 

Examples  of  partners  that  we  are  working/have  worked  with  in  the  past 

—  Aladdin  Capital  Management 

—  Greywolf 

—  Winchester  Capital 
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ABS  CDOs 

Collateral  Management  Type 


Managed  Transactions 

■  Repayment  of  CDO  liabilities  locked-out  for  3-5  years  while  Collateral  Manager  reinvests  principal  payments  from 
portfolio  In  additional  assets 

■  Annual  discretionary  trading  of  10-15% 

■  Reinvestment  and  trading  subject  to  pre-determined  portfolio  constraints 

■  Longer  duration  due  to  reinvestment  period  allows  for  higher  transaction  fees 

Defensively  Managed  Transactions 

■  Collateral  manager  has  discretion  to  make  "credit  risk"  sales 

■  No  reinvestment  or  substitution  of  principal  proceeds,  no  discretionary  trading 

■  Lower  fee  structure  than  managed  transactions 

■  Risks  and  rewards  of  CDO  transaction  are  shared  50/50  between  Goldman  and  Collateral  Manager  (shared  equity 
underwriting,  warehouse  risk  sharing,  fee  arrangement) 

Static  Transactions 

■  No  collateral  manager 

■  3rd  party  equity  sponsor  acts  as  silent  partner  that  faces  the  Street  assisting  with  sourcing  collateral 

■  No  reinvestment  or  substitution  of  principal  proceeds,  no  discretionary  trading 

■  Goldman  acts  as  "liquidation  agent',  selling  assets  that  are  deemed  "credit  risk"  based  on  pre-determined  criteria 
within  1  year 
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,UJ.I. 


ABACUS  Program 

Overview 


ABACUS  is  the  Goldman  brand  name  for  single-tranche  credit-linked  note  (CLN)  issuances  referencing  portfolios 

comprised  entirely  of  structured  products 

Goldman  has  executed  17  ABACUS  transactions  since  2004: 

—  Almost  US  $5  billion  of  CLNs  placed  globally  to  buy-and-hold  investors 

—  Over  US  $30  billion  of  risk  transfer  against  referenced  portfolios 

Goldman  has  executed  two  managed  ABACUS  transactions  and  Is  in  process  of  executing  a  third 

—  ABACUS  2005-CB1  (RMBS-focused  transaction  sponsored  by,  C-BASS) 

—  ABACUS  2006-NS1  (CMBS-focused  transaction  sponsored  by  NorthStar) 

—  ABACUS  2006-HGS1  (Mezz  ABS  CDOA2  transaction  sponsored  by  BSAM) 

Transaction  velocity  has  increased: 

—  3  deals  in  2004 

—  6  deals  in  2005 

—  Projecting  12  deals  in  2006  (9  priced  YTD  and  3  more  October-December) 

—  Projecting  24  deals  in  2007,  including  6-8  third-party  managed  ABACUS  transactions 
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ABACUS  Program 

Comparison  of  Single-Tranche  and  Cashflow  Waterfall  Formats 


Single  Tranche  Synthetic  CDO 


■  Reference  portfolio  only 

■  .  No  warehousing  period  required 

■  Customized  single  tranche  placement 

■  Direct  cashflow  through  credit  default  twap 

■  No  OC  /  IC  triggers 

*  Can  be  structured  with  no  cashflow  shortfall  risk 

*  Investment  in  note  or  swap  form 

■  High  flexibility  regarding  format  (e.g.,  currency) 


Cashflow  Waterfall  CDO 

■ 
■ 
■ 

■ 

Collateral  Is  cash  assets  and/or  single-name  CDS 

Warehousing  aggregation  model 

Requires  full  capital  structure  placement 

Cash  flow  waterfall  usually  wtth  OC  /  IC  triggers  and 

cashflow  shortfall  risk 

Invest  merit  In  note  form  only 

Low  flexibility  regerdlng  rormal  (e.g..  currency) 

ii^liEJaBa'J 

:-:$ifej»6ri<'-:' 

i:;'c»sh;jit)i!.:i: 

ll-L-Synthaac'IKi: 

AAA  Rated 

AAA  Rated 

AA  Rated 

A  Rated 

BBS  Rated 

Equity 

%sm 

SBBW1B 

-J 

iplllllll 

iiiiii 

i;- Reference!!: 
;!:Kete(»nce.:i- 

stilt 


c* 


;§u|i8f;Ssrilor; 


3%  AA  Rated 


:ilO.^!fiMli9)»: 
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ABACUS  Program 

Example  Structure  Diagram 


;S«H  Bvoap  ■< 

j'CounlMp&rty 

i»EUMU>i 


Raterinc* 
Portfolio '  ' 


::Pro!»c1lonBuyor:: 
(6SCM) 


Cash 
Sotlltmtnls 


C/vd> 
0*fut 
Swap 


CDS 
Premium 


Credit 
Evonts 


.    Coii«Urel: 
Pul-ProvWor : 

i::  ;i  ;:<tjsi> : :;: ;;: 


,    '         tny--.tr-  MOW'  ' 
U».MIl<«lf>v|    , 


::n!:^{fn:;^!K::<.:it::: 


I   Super  Senior 
I       Amount 


CIWt'A:Not«i: 

:■:  -aAMJam  >;  X 


Class  BNoiM 


GfoM:CNote>: 

: ;  *r*i ;::::: 


CteuDNotee: 

:-:  :-bb  bibbs'  : : "' 


Principal 

and 

Note      r  "Wii  row 
Intereit    i       Amount 


Principal 
end 
Note 


tnvertori 


fii 


'■'  ■■"■•  ■■--! '■■■''■  ■■' 


m 


hi 
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ABACUS  Program 

Key  Potential  Investor  Advantages 


Portfolio  construction  flexibility 

Customized  amount  of  term  leverage  and  credit  enhancement 

Customized  for  investor  rating  requirements 

Potential  inclusion  of  variable  leverage  to  increase  spread  (e.g.,  levered  super  senior) 

Funded  or  unfunded  trade  format 

Denomination  currency  or  other  specialized  collateral  structures 

Step-up  structures  to  achieve  better  average  life/maturity  profile 

Potential  to  reduce  or  exclude  exposure  to  undesirable  cashflow  characteristics  of  certain  underlying  securities: 

—  Embedded  WAC  and/or  available  funds  caps  (RMBS) 

—  Fixed  rate  underlying  product  (RMBS  and  CMBS)  and  related  interest-rate  hedges 

—  CDOPIKrisk 
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Footnote  Exhibits  -  Page  3253 
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ABACUS  Program 

Goldman  Roles 


■  Goldman  acts  as  protection  buyer  from  each  ABACUS  vehicle 

■  Goldman  covers  all  upfront  and  ongoing  expenses  of  each  ABACUS  vehicle 

■  Goldman  acts  as  counterparty  under  the  basis  swap  to  hedge  the  cashflow  and/or  basis  risk  of  trlple-A  collateral 
securities 

■  Goldman  acts  as  counterparty  under  the  collateral  put  to  hedge  the  market-value  risk  of  trlple-A  collateral  securities 

■  Goldman  generally  takes  1 00%  of  the  cashflow  risk  (e.g. ,  AFC  or  other  interest  shortfalls)  with  respect  to  reference 
obligations  to  create  non-PIKable  ABACUS  notes 

■  Goldman  bears  the  "ramp"  risk  of  the  reference  portfolio 

■  Goldman  bears  the  risk  with  respect  to  layers  of  the  capital  structure  not  covered  by  the  ABACUS  transaction 

■  Goldman  does  not  earn  underwriting  fees  in  connection  with  ABACUS  transactions 
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6/22/2007  9:26  AM 
Footnote  Exhibits  -  Page  3254 


ABACUS  Program 

Market  Participants 


■  Buy-and-hold  investment  grade  debt  buyers 

—  Banks 

—  Insurance  companies 

—  Structured  vehicles  (CDOs,  SIVs,  Conduits) 

■  Super  Senior  protection  writers 

—  Monoline  and  multi-line  insurance  companies 

—  Banks  (through  levered  super  senior  structures) 

—  Hedge  funds 

■  Equity  /  First  Loss  investors 

—  Hedge  funds 

—  MLPs  or  other  equity  ownership  vehicles 

—  Insurance  companies  and  pension  funds  (through  principal  protected  units) 

■  Portfolio  Advisors 

■  Financial  Products  providers 
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ABACUS  Program 

Other  Considerations 


Average  life/maturity 

—  Actual  principal  amortization  of  the  transaction  tracks  that  of  the  reference  portfolio 

—  The  average  life  will  reflect  any  borrower  prepayments/extensions,  credit  performance,  and  the  underlying 
structure  of  the  reference  obligations 

—  Most  tranches  will  have  a  7-12  year  expected  weighted  average  life 

—  Transactions  run  to  the  legal  final  of  the  reference  obligations  (typically  40  years) 
ABACUS  CLNs  are  generally  non-deferrable/non-PIKable 

Transactions  Include  an  optional  call  exercisable  by  Goldman  after  a  non-call  period 
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Footnote  Exhibits  -  Page  3256 


Key  Themes  in  2006 


Significant  inclusion  of  "bespoke"  synthetic  trades  inside  cashflow  ABS  CDOs 
Levered  supersenior  trades  in  swap  and/or  note  format 
Outright  and  delta-hedged  first-loss  correlation  trading  strategies 
Relative  value  trades  using  single-name  CDS  referencing  ABS  CDOs 
ABX  basis  trades  and  early  tranche  trades  referencing  ABX 


38 


38 
GSMBS-E-001918760 


Footnote 


p    Outlook  for  2007 


Standardized  ABX  tranches 


■  Principal  protected  trades  with  first-  and/or  second-loss  participation 

■  Expansion  of  market  value  products  such  as  levered  super  senior  and  CPPI 

■  Managed  ABACUS  program  with  sponsor  mezzanine  debt  investor(s) 
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VII.  CRE  CDOs 
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Footnote  Exhibits  -  Page  3259 


Redacted  By  The 

Permanent  Subcommittee 

on  Investigations 
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Goldman  Sachs  Completed  CDO  Transactions 

1997- 2007  YTD 


Closing  Date 


FSagmpCLOvl 


vwitwood  cdo  a 


wood  3tmi  ao  H 


Grant  Grove  fXO 


BatyrockCLO  2006-2 


ABACUS  2006-  II 


ABACUS  J006-HOS1 


ABACUS  2006- 14 


ABACUS  2006- 16 


-  Loomi  Saye*  CLO I 


Hudson  Mezranlne  Nnanclnp.  2006-1 


ABACUS  2006- 1 1 


ABACUS  2006-13 


Manager 


SCM  AtMiors 


Deutich*  At  wt  Management 


Katonan  OflM  Aovtion 


Hegemony  Capflal  Managemert 


Cretin  Sutite  A»»et  Man^ement 


Aicentra  Limited 


tbi  Tree  inrtsmenlMartagBmartuC 


American  Monoy  Management  Corporation 


Baffyrock  investment  Advljori 


Loamli.SaylesKCD. 


Total  Slio  ($mm) 


Leveraged  Loam 


Leveraged  mans 


Leveraged  Loans 


Leveraged  Loans 


Leveraged  Loans 


Leveraged  Loans 


Leveraged  Loam 


Leveraged  Loam 


Synthetic  CMB6 


Synthetic  ASS  CDO*2 


Synthetic  ABS 


SynthetKABS 


Leveraged  Loam 


Synthetic  ABS 
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Goldman  Sachs  Completed  CDO  Transactions 

1997  -  2007  YTD  (continued). 


Cloilng  Data 

IfllMT 

Manager 

Total  Site  jtmmj 

Collateral 

Sep-00 

FlagtUp  CLO  V 

Deutsche  Aiwl  Management 

900 

Leveraged  Loans 

Sap- 06 

Altms  n  Funrirg 

Aladdtn  caplal  Management 

2M0 

ABS 

Aug-os 

ABACUS  2Q06-NS1 

NorthStar 

TOO 

Syntnew  CMBS/CRE  COOa 

Aug-06 

Wert  Coast  Pundngl 

TCW 

2700 

ABS 

Aug*06 

CapmarhVI 

Caomar* 

1000 

Comm.  Real  Estate 

AUQ-aa 

BadyrocK  cto  2006- 1 

Baiynxk  (meatmen  Advisors 

400 

Leveraged  Loans 

Aug-06 

ABACUS  2006-9 

NA 

1230 

Synthetic  abs 

Ju$-0S 

Nath  Point  CLO 

SankatyAcMacn 

T6B 

Leveraged  Loara 

Jut-06 

GSMS  06-RR2 

NA 

771 

Comm.  Real  Estate 

Jut-06 

Del  Mar  CtO 

Caywoorj- Scrim  Capital  Martagemert 

350 

Leveraged  Loans 

JUn-06 

Wooo  Street  n  clo 

Alcentn 

704 

Leveraged  Loara 

Jun-W 

KatorohVHCLO 

Katorari  Debt  Advisors 

a  00 

Leveraged  Loans 

May-06 

NBMgare  Funding  l  CLO  Ltd. 

Navtgare  Partners 

300 

Leveraged  Loans 

May-06 

Houl  BayFunding  (trwtilet) 

tnvettac 

1900 

ABS 

May-06 

BroatMckFunOhg 

Peloton  Partner! 

1000 

ABS 

Apr-06 

ABACUS  2006- 12 

NA 

1000 

Synthetic  ABS 

Apf.nR 

FotnOBfl  Grove  CLO 

Mi  I'setivaaanentManagB'nant 

300 

Leveraged  Loans 

Mar-OS 

ABACUS  2006- 10 

NA 

3750 

SynBiBttc  CMBS 

Mar-06 

LNR  CRE  COO  IV 

LNR 

1664 

Comm.  Real  Estate 

MH-DS 

Fortius) 

Ataaum  capital  Management 

600 

ABS 
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Goldman  Sachs  Completed  CDO  Transactions 

1997  -  2007  YTD  (continued) 

Closing  Dat* 

lnuor 

Managor 

Total  81ie  (Smm) 

Collateral 

Mflf-OB 

Davis  Square  vi 

TCW 

2000 

ABS 

Mar-06 

Caplai  Trust  CRECDO IV 

Capital  Truit 

469 

ABS 

Mar-OS 

Arai  vn  ao 

Arei  Management 

629 

Leveraged  Loans 

Mar-06 

ABACUS  2006-0 

NA 

IO0B 

SvntrteUC  AB9 

Det -OS 

ABACUS  woa-CBt 

C-BASS 

760 

SynttietKABS 

□be  -as 

GSC  10DS-I 

OSC  Partners 

300 

Leveraged  Loam 

Nov-03 

ABACUS  2003-7 

NA 

unn                             Synmelie  CMB3  Levaid  Bupe» 
www                                           Senior 

Nov-03 

KKOfWhVI 

Katonan  Debt  Advisors 

•     388 

Leveraged  Loenj 

Nov-05 

Hartnl 

Hirtn  Capital  M*fl»g»meri 

400 

Leveraged  loans 

NOV-03 

AOROC  2003-2 

Clinton  Group 

1349 

ABS 

Nov-03 

ABACUS  20S6-9 

NA 

130 

Synthetic  ASS 

OCWM 

G  Street  Fnanca 

AnanonAM 

1300 

ABS 

Sep-06 

0VSO20Q3-8 

TCW 

2000 

ABS 

8ep-03 

AresXCLO 

Ar«  Management 

600 

■     Leveraged  Ulna 

Auo-09 

ABACUS  2005-4 

NA 

6000 

Syntneoc  CMOS 

Auc-05 

NVUM  FleUron  CLO  2305- 1 

NY  UTe  Investment  Management 

400 

Leveraged  Loans 

AUg-03 

LNR  3009-1 

LNR 

1099 

Comm.  Real  Estate 

AUg-03 

Cuogenneimi 

Guggennelm  capital 

309 

Comm.  Real  estate 

Aug-OS 

AWus  Funohg  (Aladdin  HO) 

AJeskiln  Capital  Management 

2000 

ABS 

JUt-09 

ABACUS  JOOS-3 

NA 

2000 

SyntneDcABS 
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Goldman  Sachs  Completed  CDO  Transactions 

1 997  -  2007  YTD  (continued) 


SinoigoCDOUmttsd 


Da*s  square  Funong  tv.  LM 


ABACUS  MOM 


vftsonaFiajao.ua. 


ABACUS  2004-3 


ABACUS  3004-2 


NYUM  Flatlron  CLO  2004- 1 


Dims  Square  Funding  n.  Lid. 


OSC  Partners  Ottimt  Fund  United 


Sierra  Madm  Fuming 


Pacific  inwitmentMorrt.  Company 


Cambridge  Place 


Jsfietles  Capital  Managemenl 


NY  Ufa  knvstment  Management 


AJO  GUttal  investment  Groip 


Oreerwricn  31.  Partners 


John  HancocK  Lie  insurance  Co. 


western  A»et  Management  Co. 


Closing  Date 

Issuer 

Manager 

Total  Slie  (*mm) 

CoUatora) 

JUH» 

ABACUS  MOM 

NA 

1280 

Synthetic  ABS 

Ju>OS 

Oramercy  CDO 

Oramercy  Capital  Coip. 

tooo 

Comm.Real  EiBte 

JuMW 

Fivt  mhi  capnai  re  coo 

Five  Ml f  CapMI 

467 

eomm.Rea  Estate 

Jun-09 

CEffsHdga  Pundrg 

Allaru  Rlsx  Trenslei 

4)0 

ABS 

JurvOO 

BaayrockCLOM 

Fidelity 

600 

Leveraged  Loans 

May-OS 

Guggenheim  Re  COO 

Gitggenreim 

3DQ 

comm  Real  estate 

EM  Bonds  and  CDS 


Leveraged  Loans 


Leveraged  Loans 


Leveraged  Loam 


Leveraged  Loans 


PnVate  Placements 
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Goldman  Sachs  Completed  CDO  Transactions 

1997  -  2007  YTD  (continued) 

Cloitng  Data 

lisuer 

Manager 

Total  Slzo  (Smm) 

Collateral 

JuMM 

ABACUS  2004-1 

NA 

3000 

.     SyrtheflcABS 

Jan-M 

Gataxy  clo  ani3-i.ua. 

AID  gcoji  mveitmert  Group 

300 

Laverageo  mans 

Oec-03 

AqulM  aO  1  PLC 

KonOereon  Global  Investors 

300 

Leveraged  Loans 

NQv-03 

BasymckCLOi 

Pidecry 

400 

Leveraged  Loans 

OcW)3 

Putnam  Stucwe  Product  Fuming  3003- 1 

Putnam  AtMsory  Company 

061 

A68 

Ocl-03 

Davt)  Square  Fumttig 

TCW 

1000 

ABS 

Sep-  03 

Cartas  Loan  Cfcpcrtunfly  Fund 

Ctnyie  Investment  Mgmt. 

300 

Leveraged  Loans 

JuW)3 

NYUM  Flatfron  CLO  2003- 1 

New  York  U* 

330 

Leveraged  Loans 

M«y-03 

Putnam  srucbjrafl  Product  COO  2003- 1  (UpstBng) 

Putnam  AtMwry  Company 

100D 

ABS 

Mfly-03 

LCM 1  Limited  Pertnerstip 

Credit  Lyonnajs 

32S 

Laveraoed  Loans 

Dec-02 

Putnam  Structured  Product  COO  2002- 1 

Putnam  Advisory  Company 

1000 

ABS 

Nov-02 

G-STAR  2002-2 

GMACC 

397 

CMBS 

00-02 

RMFEuroCDOl 

RMF  Invostmert  Products 

300 

Leveraged  Loans 

Oct-02 

Flagship  CLO  II  Limited 

Flegsttp  Capital  Management 

400 

Leveraged  Loans 

Ocl.02 

Channel  CDO  I  Limited 

Pacific  investmeniMgni.  Company 

tooo 

Investment  Grade  CDS 

Aug-02 

FinartMtCDOIB.V 

C0C  Ins  Capital  Markets 

1000 

Investment  Grade  CDS 

Moy.02 

Newark  CBO 

Abbey  National 

500 

'  High  Yield  Bonds 

Apr-02 

G-STAR  2002  1 

Static  pool 

311 

CMBS 

Feo-02 

Batt/rocWCOOi 

FideltyMgmi. 

400 

Leveraged  Loans 

Dec-01 

Ecuteuil  Credit  Plus  CDO  B.V . 

Private  TransBCli  on 

100       ■ 

High  Yield  Bonds 
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Goldman  Sachs  Completed  CDO  Transactions 

1997  -  2007  YTD  (continued) 


Closing  Data 


Oec-01 


Aug-01 


Aug-01 


AIMCO  CLO.  Series  2001-A 


Putnam  Souctuied  Product  CDO  2001-1 


Polar  Funding  I  Ltd. 


Am  veto  Ltd. 


San  Joaquin  CDO  I.  limited 


MelcNofCDONo.  t 


Copernicus  Euro  CDO  I 


concerto  ■  COO 


CVdeiaatOuOKlgt-iLU 


capiat  Ouirawi  Hfjjh  vmj  ceo  I  LB. 


nyum  Strafford  CDO  3D01- 1 


NKhdat-Applegate  C80  D  Ltd. 


FtagsmpOLOTuot-uid 


Centurion  CDO  IV  Ud. 


Cary  e  Mlgn  vstw  Partners  m 


GSAM  C8Q  a  UO 


Manager 


Total  Size  ($mm) 


Alstate  Investment  Management  Co 


Putnam  investment  Mgmt. 


(static  pool] 


Ares  Management 


Pacific  Investment  Mgmt.  Company 


Rand  Merchant  Bank 


Henderson  Global  investors 


ING  Capital  Advisors.  Inc. 


axa  investment  Managers  Pant 


Nomura  Corporate  Research 


CaptalGuaraan  Trust  Company 


Toronto  Dormrton 


Nlchoias-Appiegate 


FSagsrup  capiat  Management 


Amencan  Expmt  Asset  Management 


Cartyte  mvtltmt  ni  Mgmt. 


GoWman  Sachs  Asset  Management 


Leveraged  loam 


High  Yield  Bonds 


Leveraged  Loans 


High  Yield  Bonds 


High  Yield  Bonds 


High  Yield  Bonds 


Leveraged  loans 


Hon  Ylf  io  Bonos 


Capital  Management 


Leveragm  Loam 


Leveraged  Loans 
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Vr  i ; 

Goldman  Sachs  Completed  CDO  Transactions 

1 997  -  2007  YTD  (continued) 

Closing  Dat9 

tiiuer 

Manager 

Total  sue  ($mmj 

Collateral 

Nov-00 

F8nt  European  DeM  Irwestrwrts  Trus 

TIAA-CREF 

964 

Leveraged  loans 

NOT- 00 

Centurion  COO  n 

American  Express  Asset  Management 

800 

Leveraged  Loans 

NOT- 00 

A/eirvciOLid. 

Ani  Management 

630 

leveraged  Loans 

Otl-00 

Tttanlum  C80 1 

BlackrocK  Fhianclil  Management.  Inc. 

000 

Hlgti  Yield  Bonds 

Sep- 00 

Chertiwll  CBO  1 

Chamvoll  inveitmBnt  Partners 

160 

High  Yield  Bonds 

Aue-oo 

Wefiotas-ApplegatB  CBO 1 U0. 

Ntcnaas-Applegate 

400 

Capital  Management 

Aug- 00 

Concerto  1  COO 

AXA  tiyaicment  Managers  Paris 

495 

High  Yield  Bonds 

JurvOO 

FnnKIn  CLO  t 

TheFDeDng  Ran  OebtOrouaof  FrarMm  aomssts,  int. 

em 

leveraged  Loans 

.ton- DO 

Black  Diamond  CLO  7G00- 1 

Black  Osmond 

610 

Leveraged  Loans 

Jun-00 

AIMCO  COO,  SartB*  2000-A 

Atittate  investment  Management  Co. 

496 

Lever  egeO  Loans 

May-00 

Gleecher  CBO  200O.I  Ltd. 

Midway  Capua!  Partners 

400 

High  Vleld  Bonds 

Mer-00 

Harch  CLO  1 

Harch  Capital  Mgmt 

425 

Leveraged  Loans 

Doc-99 

First  Dominion  Funding  ill 

Credit  Suisse  Asset  Mgmt. 

750 

Leveraged  Loans 

Nov- 99 

FC  CBO  III 

Bank  ot  Montreal 

400 

High  Yield  Bonds 

Sep-99 

Pemert  CBO* 

ING  Ghent 

225 

High  Yield  Bonds 

Aug-99 

Highland  Legacy  CLO 

Highland  Capital  Management 

750 

Leveraged  Loans 

Jun-99 

GSAMC80 

Goldman  Sachs  Asset  Management 

400 

High  Yield  Bonds 

Apr-90 

SKM-libertyviewCBOLtd. 

Liberty  View  Capital  Mgmt. 

350 

High  Yield  Bonds 

Apr.99 

First  Dominion  Funding  II 

Credit  Suisse  Asset  Mgmt. 

750 

Leveraged  Loans 

Mflf-99 

Dijon  Finance  1999-1 

Goldman  Sachs  International  Bank 

T2 

C  & l Loans 
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Goldman  Sachs  Completed  CDO  Transactions 

1 997  -  2007  YTD  (continued) 


Closing  Oil* 

Issuer 

Manager 

Total  Slit  |f  mm) 

Collateral 

FeD-ge 

Gibraltar  Lid. 

Seneca  Capital  Mgmt. 

•100 

high  yield  Bonds 

Feb-99 

GELOILUX99-1 

HypoVereinsbonk 

2.234 

CS  (Loans 

Or.c-98 

Pool  Funding  Master  Trust* 

(US  Branch  or  European  Bank) 

J.275 

C&ILcans 

Dec- 98 

For!  Washington  C60 1 

Fon  Washington  Inv  Advisors 

250 

High  Yield  Bonds 

Oct.98 

Lex  Commercial  Loan  Master  Trust  1 

Canadian  Imperial  Bank 

400 

C&ILoans 

Sep- 98 

FCCBOII 

Bank  of  Montreal 

1.000 

Hon  Yield  Bonds 

Jul-98 

Lekeshore  Commercial  Loan  Master  Trust 
1 

Bank  of  Montreal 

3.050 

C  ft  1  Loans 

Jun-98 

First  Dominion  Funding  1 

Credit  Suisse  Asset  Mgmt. 

997 

Leveraged  Loans 

Mer-98 

WINGS  Commercial  Loan  Master  Trust  1 

Sumitomo  Bank 

2.400 

C  ft l Loans 

Mor-98 

Halyard  CBOI 

ING  Orient 

181 

Hgh  Yield  Bonds 

Dec-97 

Loop  Furring  Master  Trust  1 

ABNAMROBankN.V. 

1.500 

CftlLoens 

Nov-97 

TCWGem  III 

TCWFunds  Mgmt..  inc. 

97 

Emerging  Market 

00.97 

Plabnum  Commercial  Loan  Master  Trust  1 

Long  Term  Credit  Bank  of  Japan 

2,700 

C&  1  Loans 

Sep-97 

TCWGem  II 

TCWFunds  Mgmt..  Inc 

352 

Emerging  Market 

Juo-87 

FCCBOI 

Bank  or  Montreal 

1.031 

Hgh  Yield  Bonds 
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(lOlilinan 
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STRICTLY  CONFIDENTIAL 
FOR  DISCUSSION  PURPOSES  ONLY 


Presentation  Regarding 


Overview  of  Structured  Products 


Goldman,  Sachs  &  Co. 
April  2006 


Permanent  Subcommittee  on  Investigations 

Wall  Street  &  The  Financial  Crisis 

Report  Footnote  #1601 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-016067482 


Footnote  Exhibits  -  Page  3270 


Goldinaii 

SilCllS 


Agenda 


Structured  Products  Market  Overview 

Structured  Products  Synthetics 

ABX  and  CMBX  Indices 

Synthetic  Structures 

Abacus  Program 

Appendix 
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(lOldman 

SilCllS 


Structured  Product  Themes  in  2006 


Growth  of  CDS  and  Synthetics  market 

Growth  of  global  distribution 

Continued  spread  tightening 

Issuance  outside  of  USD 

Limited  number  of  credit  events/distressed  opportunities 

Growth  of  lower  credit  collateral  pools 

Reduced  subprime  ABS  supply 
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Footnote  Exhibits  -  Page  3272 


Structured  Product  Spreads 

As  of  April  2006 


Average  Life 


(floating) 


ABS  CDO 
(floating) 


A 
BBB 


Super  Senior  AAA 
Subordinate  AAA 
A 
BBB 


Sector 

Ratinq 

1vr 

3vr 

5vr 

7-1  Ovr 

Credit  Card 

AAA 

-3 

-1 

3 

8 

(floating) 

A 

- 

10 

16 

30 

BBB 

— 

21 

30 

48 

FFELP  Student  Loans 

AAA 

-3 

0 

4 

9 

(floatinat 

AA 

_ 

- 

- 

20 

Alt-A  Resi 

AAA 

10 

22 

38 

~ 

(floating) 

A 

- 

- 

67 

- 

BBB 

— 

- 

135 

- 

Subprime 

AAA 

10 

22 

38 

-- 

(floating) 

A 

- 

-- 

65 

- 

BBB 

- 

- 

130 

- 

CLO 

AAA 

„ 

_ 

- 

25 

75 
175 


25 
45 
140 
300 
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(ioldinan 
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Asset-Backed  Security:  A  Definition 


A  security,  that  is  bankruptcy  remote  from  the  sponsor/originator  of  the  underlying  assets 

Its  creditworthiness  is  derived  from  the  performance  of  an  isolated  collateral  pool 

While  the  market  is  primarily  rated  triple-A,  single-As  and  triple-Bs  account  for  about  10-15%  of  issuance 

The  majority  of  structured  products  transactions  are  collateralized  by: 

-  Residential  real  estate 

-  Credit  cards 

-  Autos  (loans,  leases  and  dealer  floorplans) 

-  Student  loans 

-  Equipment  (loans  and  leases) 

-  Stranded  costs  (cashflows  resulting  from  the  deregulation  of  the  power  industry) 
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Goldman 

SiR'llS 


ABS  and  the  U.S.  Fixed  Income  Market 


The  ABS  market  now  represents  8%  of  the  $24.7  trillion  public  U.S.  fixed  income  market ... 


Composition  of  U.S.  Fixed  Income  Market 


Non-CDO  ABS  Outstandings  by  Asset  Type 


Asset  Backec 

8% 

Municipal 
9% 

Money  Market 

13%         A 

US  Treasury 
k       16% 

Fed  Agencies  H 
10%        Mj 

^^                     U 

Corporate 
20% 

Mortgage- 
Related 
24% 

Equipment 
3% 

Student  Loan 
8% 


Manufactured 

Housing 

2% 


Automobile 
11% 


Horre  Equity 
28% 


Total:  $24.7  Trillion 

Source:  Bond  Market  Association  (2005  Q3) 


Total:  $1,955.2  Billion 

Source:  Bond  Market  Association  (2005  Q4) 
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Saclis  'Y, 


Rapid  Growth  in  ABS  Issuance 
Led  by  Home  Equity 


800 


1995   1996   1997   1998   1999   2000   2001   2002   2003   2004   2005   2006 

Proj 
I  a  Cards  m  Autos  a  Home  Eq  m  Stud  Loans  ■  Other 


Source:  Bond  Market  Association  (2005  Q3) 
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Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


ABS  Outlook  for  2006 


Heavy  issuance  expected  again  in  2006 


Expect  spreads  to  remain  firm  across  sectors  over  the  near  term 

Demand  for  ABS  paper  from  CDOs 

Rising  economic  activity 

Improving  consumer  credit/collateral  performance 

Home  prices 
Expect  to  see  further  innovation  in  structures  and  enhancements  with  appeal  to  wide  audience 
Synthetic  ABS  product  will  grow  rapidly 

Bespoke  tranche  trades 

Indexes 

Single-names 
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Key  Trends  in  the  Subprime  Market 


Spreads  tightened  to  historically  tight  levels  through  most  of  2005 

-  Tightening  occurred  across  the  capital  structure 

-  Driven  by  strong  credit  fundamentals  and  demand  technicals 

Starting  in  the  fall  of  2005,  a  strong  bid  for  protection  resulted  in  significant  spread  widening  in  lower-rated  tranches  of 
home  equity  ABS 

-  Spread  widening  largely  confined  to  subprime 

-  Largely  confined  to  single-A  and  triple-B  tranches 
Demand  side: 

-  Record  CDO  issuance 

-  Strong  demand  from  traditional  structured  product  investors  (money  managers,  banks,  insurance,  companies) 

-  Growing  international  interest 
Protection  buying  side: 

-  Macro  hedge  funds  with  negative  views  on  U.S.  housing  prices  and  consumers 
Factors  driving  fundamental  credit  conditions  include: 

-  Home  price  growth 

-  Interest  rates  (and  rate  resets) 

-  Unemployment 

-  Lending  competition  (driving  prepayments) 


14 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-016067496 


Footnote  Exhibits  -  Page  3279 


fittldmaii 
SneJis 


Definitions:  Subprime  vs.  Home  Equity 


Subprime  is  often  confused  with  Home  Equity,  since  there  is  considerable  overlap  between  the  two  definitions,  and 
the  terms  are  often  used  interchangeably 


Subprime  is  a  subset  of  Home  Equity 
Home  Equity  includes: 

-  1  st  Lien  Subprime  Loans  (largest  part  of  securitized  Home  Equity  market) 

-  Closed  End  Seconds  (CES)  and  HELOCs 

-  High  LTV  Loans  (LTV  >  90%) 
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Why  has  subprime  surged  in  popularity  over  the  past 
few  years? .^_^_____^_^_^_ 

■  Attractive  Spreads,  Diversification  of  Collateral,  Collateral  Performance 

-  Investing  in  subprime  allows  investors  to  avoid  much  of  the  prepayment  risk  and  the  negative  convexity  that  is 
associated  with  agency  mortgage  product 

-  Earn  additional  spread  by  taking  exposure  to  diversified  credits 

-  Can  obtain  High  Quality  AAA  floaters  at  attractive  spreads 

-  Excellent  Liquidity 

-  Event  risk  protection  relative  to  corporates 

-  Wide  variety  of  structuring  options  allows  risk  profile  to  match  risk  appetite 

-  Low  spread  volatility 

-  Ratings  stability 

-  Portfolio  diversification 

■  The  following  table  compares  generic  subprime  spreads  with  other  spread  product 

Type  Collateral  Credit  Rating  Avg  Life  Spread  to  LIBOR 

(as  Of  1/12/2006):                    Subprime  Floater  2/28  Hybrid          AAA  3  tmL  +  24 

Subprime  Floater  2/28  Hybrid           BBB  4.5      .        1mL+185 

MBS  Passthru  (fixed)  FNCL  6       Agency  wrap  5.3                E  +  69 

Agency  PAC  PAC/30yr  5   Agency  wrap  5                   E  +  90 

Agency  Sequential  5.0/5.0       Agency  wrap  3                 E  +  120 

Agency  CMO  Floater  off  FN  5      Agency  wrap  5                  E  +  20 

Agency  Hybrid  FN  5/1  5%    Agency  wrap  2.4                E+11 

Agency  Bullet  FNMA  5  yr    Agency  wrap  4.4                  E -13 

Jumbo  MBS  Passthru  5.5%  Fixed          AAA  3.8                E  +  27 

MTA  Floater  AAA  3.5  1mL  +  42 

CMBS  AAA  1.8  1mL  +  20 

CMBS  BBB  2.6         .     1mL+105 

Note  -  Illustrative  only 
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Diversity  of  Subprime  Investors 
Significant  Increase  Over  the  Past  3  Years 


Breakdown  of  purchasers  of  GSAMP  deals 


2002  AAA 
Investors 


2002  AA  through 
BBB  Investors 


AAAs 


mi 

fim 

wsb'-"-'-'  wSBp 

St:  if  1 ,         Ijliif* 


*m 


Braksr/D«Blor 


Sec  Landtag  Originator 


2005  AAA 
Investors 


Bondkiturar 


-jjjJV-.i«>M>t»v.-i 


..v 


IfHEJ 


-  Agency  participation  has  decreased  as  more  AAA  buyers  have  emerged 

-  There  has  been  increased  demand  for  LCF  AAAs  from  CDOs 

-  International  demand  has  accounted  for  as  much  as  40%  of  AAA  demand  recently 

BBB:  CDOs  have  been  a  big  buyer  of  BBB  tranches  recently,  buying  up  to  90%  of  BBB  bonds  in  2005 


2005  AA 
through 

BBB 
Investors 
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Agenda 


Structured  Products  Market  Overview 

Structured  Products  Synthetics 

ABX  and  CMBX  Indices 

Synthetic  Structures 

Abacus  Program 

Appendix 


■ran 
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Overview  of  ABS  Credit  Derivatives 


ABS  CDS  is  the  most  exciting  development  in  the  ABS  Market's  20  year 
history 

Permanently  changes  how  we  invest,  hedge  and  transfer  risk 

In  just  18  months  the  market  has  become  BIG  and  REAL 

Key  drivers  of  growth: 

-  Development  of  Standard  ISDA  document  in  June  2005 

-  Positioning  by  dealers  in  making  ABS  CDS  an  actively  traded  two-way 
market 

-  Recent  release  of  ABX  Index  products 
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Overview  of  Structured  Product  Synthetics 


-  Structured  product  synthetics  are  credit  derivatives  referenced  to  a  single 
underlying  structured  product  security  or  to  a  basket  of  underlying 
structured  product  securities 

•  RMBS 

•  CMBS 

•  CDOs 

•  Credit  Card  ABS 

•  Student  Loan  ABS 

-  Market  activity  has  been  concentrated  in  real  estate-related  sectors  of  the 
structured  finance  market  (i.e.,  RMBS  and  CMBS) 

-  Structured  product  synthetics  consist  of: 

•  Single-name  CDS 

•  Basket  Trades 

•  Levered  Synthetics 
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Advantages  of  Structured  Product  Synthetics 


-  Not  limited  by  availability  of  cash  bonds  or  dealer  inventory 

•  Gain  exposure  to  cashflows  not  readily  available  in  the  new-issue  or 
secondary  markets 

•  Ramp  up  a  CDO  quickly  and  efficiently 

-  Ability  to  short  structured  product  securities 

•  There  is  a  relatively  undeveloped  repo  market  for  shorting  cash  securities 

-  Can  be  used  to  hedge  origination/whole  loan  pipelines 

-  Potential  to  create  customized  and  diversified  exposures 

•  Can  be  levered  or  un-levered 

-  Ability  to  trade  unfunded  credit  exposure  to  term 

•  Basis  trades  (i.e.  CDS  vs.  Cash  bonds) 

•  Capital  structure  trades  (i.e.  long  BBs  vs.  short  BBBs) 
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Structured  Product  CDS  Sample  Terms 


-  Primary  Features 

.    Reference  obligation:  Designated  tranche  of  an  existing  transaction 
(specified  CUSIP) 

«   Term  trades  (the  life  of  the  swap  mirrors  the  life  of  reference  obligation) 

-  Payments 

•  Fixed  rate  (paid  by  protection  buyer):  CDS  premium,  ACT/360  basis, 
paid  monthly  /  quarterly 

•  Floating  rate  (paid  by  protection  seller):  Upon  the  occurrence  of  a  credit 
event,  the  cash  settlement  amount 

-  Notional  Balance  is  adjusted  as  follows: 

•  Reduced  by  principal  paydowns 

•  Reduced  by  write-downs  (realized  losses) 

-  Interest  Shortfalls 

•  Partial  or  full  transfer  of  interest  shortfall  risk 
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Key  Market  Participants 


Buyers  of  Protection 


Hedge  funds 
Arbitrage  accounts 

•  Fixed  income 

•  Equity 

Whole  loan  originators  /  traders 
Dealers 

•  Flow  trading  desks 

•  Proprietary  desks 

Money  managers 

Banks  /  asset  funding 
counterparties  putting  on 
negative  basis  trades 

Insurance  companies 


Sellers  of  Protection 


-  CDOs 

•  Synthetic 

•  Hybrid  (part  cash  /  part 
synthetic) 

-  Hedge  funds 

-  Arbitrage  accounts 

•  Fixed  income 

•  Equity 

-  Money  managers 

-  Dealers 

-  Insurance  companies 
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Liquidity  in  the  Structured  Product  CDS  Market 


The  structured  product  CDS  market  is  a  newly  emerging  market,  with  current 
outstanding  notional  estimated  at  200+  BB. 

•  Current  Single-Name  CDS  bid/offer 

■  2  bps  on  AAA  reference  obligations 

■  3-5bps  on  AA  and  A  reference  obligations 

■  1 0-20bp  area  on  BBB  and  BBB-  reference  obligations 


Liquidity  is  improving  rapidly  -  primarily  in  the  CMBS  and  RMBS  sectors  -  and  is 
expected  to  ultimately  surpass  liquidity  in  the  cash  market 

•  Standardization  of  confirm  -  ISDA 

•  Introduction  of  subprime  RMBS  and  CMBS  indexes 

•  Expansion  of  the  inter-dealer  market 
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The  CDS/Cash  Basis 


The  CDS/cash  basis  measures  the  differential  between  spread  levels  in  the  cash  and 
CDS  markets 

•  CDS/Cash  Basis  =  CDS  Spread  -  Cash  Spread 

•  When  CDS  spreads  are  tighter  than  cash  spreads,  the  basis  is  deemed  to  be 
"negative" 

•  When  CDS  spreads  are  wider  than  the  cash  market,  the  basis  is  deemed  to  be 
"positive" 


The  CDS/cash  basis  is  driven  by: 

•  Supply/demand  for  protection 

•  Amount  of  interest  shortfall  (or  cap  risk)  transferred 

•  Contract  optionality 

•  Funding  and  leverage  costs 
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The  Cash/CDS  Basis 

BBB  subprime  RMBS 


250  -, 
200  - 

...  rg 

fir 

i    \ 

150  - 

h 

\ i 

-*<->- 

t.._.i 

=»-r^ 

100  - 

50- 

0- 

I 

_J 

^ 

^ 

-^n 

n 

1 

'  AJV-p^- 

..._ 

-*-/>r\. 

-JtJ^-— 

-ou  - 

L 

c 

< 
< 

o 

a. 

% 
o 

i 

m 
o 

1 

>-, 

CO 

1 
CO 

— I 

m 
o 

1 

1= 
=1 

1 
CO 

1  ■ 

lO 

o 

1 

—> 

CO 

1 
lO 

o 

1 
O) 

«f 

CO 

to 
o 

1 

a. 

03 

1 
CO 

lO 

o 

1 

o 

o 

1 
CO 

> 
o 

CO               { 

o 

i 
J 

1 

o 

to 
o 

1 

CO 
- > 

1 
CO 

CO 

o 

1 

CD      . 

U. 

i 

CO 

CO 

o 

CO 

1 
CO 

CDS  — 

-Cash  - 

—  Basis 

26 


Confidential  Treatment  Requested  by  Goldman  Sachs 
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Footnote  Exhibits  -  Page  3291 


•  -  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Gnldmaij 


What  Trades  Has  GS  Executed? 


Goldman  Sachs  has  traded  in  excess  of  $75BB  notional  in  subprime  RMBS  and  conduit 
CMBS 

-   RMBS:  AAA  through  BBB- 

■  80%  BBB  and  BBB- 

■  10%  A 

■  10%  AAA  and  AA 


CMBS:  AAA  through  BB 


GS  both  buyer  and  seller 

Trade  size  with  individual  counterparties  has  ranged  from  $10MM  to  $1+BB 
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Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


■n 

ations  I 


Saclis 


Trade  Themes 


Express  Capital  Structure  views  via  CDS 


-  Speculate  on  home  prices  and  subprime  borrower  performance 


-  Single  name  CDS  vs.  RMBS  Index  CDS 


-  SP  CDS  vs.  Corporate  CDS 
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ABS  CDS:  ISDA  Publications 


June  2005:  ISDA  Publishes  Confirmation  for  "Credit  Derivative  Transaction 
on  Asset-Backed  Security  with  Pay-As-You-Go  or  Physical  Settlement 
(Dealer  Form)" 


Form  designed  primarily  for  use  with  RMBS  and  CMBS  Reference 
Obligations 


January  2006:  ISDA  Publishes  Revised  Confirmation  for  "Credit  Derivative 
Transaction  on  Mortgage-Backed  Security  with  Pay-As-You-Go  or  Physical 
Settlement  (Form  I)  (Dealer  Form) 
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Goldman 
Sachs. 


Characteristics  of  Structured  Products  CDS 


Reference  Entity  /  Reference  Obligation 


Documentation 


Notional 


Scheduled  Termination 


Payment  Frequency 


Premium  /  Fixed  Rate 


References  Corporate  Entity  and  Related 
Reference  Obligation 


ISDA  Documents 


Constant 


3,  5,  7  or  10  years 


Quarterly 


Fixed  at  Inception 


References  Specific  CUSIP  Asset  Backed 
Security  (RMBS  and  CMBS) 


ISDA  Documents  -  "Pay-as-you-go"  (PAYG) 
Dealer  Form 


Reduces  upon  Amortizations  and  Writedowns 


Legal  Final  Maturity  of  Reference  Obligation 


Payment  Frequency  of  Reference  Obligation 
(typically  Monthly) 


Fixed  at  Inception;  Adjusted  for 

-  Interest  Shortfalls  and  Reimbursements 

-  Step-up  of  Reference  Obligation  Coupon  with 
Buyer's  Option  for  "tear-up" 
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Characteristics  of  Structured  Products  CDS 


Credit  Events 


Conditions  to  Settlement 


Interest  Shortfalls 


Settlement  Methods 


-  Failure  to  Pay 

-  Bankruptcy 

-  Restructuring 


Credit  Event  Notice  &  Notice  of  Publicly 
Available  Information 


■  Not  Applicable 


-  Usually  Single  Settlement  Date 

-  Physical  Settlement 

-Cash  Settlement  (dealer  poll  valuation 
process  on  specified  Reference  Obligation) 


-  Failure  to  Pay  Principal 

-  Writedown  (Principal  Loss) 

-  Distressed  Ratings  Downgrade 


Calculation  Agent  Notifies  of  Interest  Shortfall 
or  Loss  Event  based  on  Trustee  Reports 


-  Fixed  Cap:  Up  to  the  Fixed  Rate 
-Variable  Cap:  Up  to  LIBOR  plus  the  Fixed 
Rate 

-  No  Cap:  Full  coverage 


-  PAYG  Settlement  (actual  losses  on 
Reference  Obligation  only) 

-  Physical  Settlement 
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Characteristics  of  Structured  Products  CDS 


I 

Physical  Settlement 
-  Deliverable  Obligations 

Obligations  within  Specified  Parameters 

Reference  Obligation  Only 

Physical  Settlement 
-  Settlement  Period 

Notice  within  30  calendar  days  following  Event 
Determination  date 

Anytime  following  a  Credit  Event 

Valuation  Methods 
(if  Cash  Settlement) 

Dealer  Poll  Based  on  Specified  Elections 

-  Not  Applicable 

-  Multiple  PAYG  Payments  of  Actual  Loss 

Assignment 

-Available,  subject  to  counterparty  approval 
-ISDA  Novation  Protocol 

-  Available,  subject  to  counterparty  approval 
-ISDA  Novation  Protocol 

Payment  Flows 

Buyer  to  Seller 
Fixed  Amount 

Seller  to  Buyer 
Loss  Amount 

Buyer  to  Seller 
Fixed  Amount 
Additional  Fixed  Amounts 

•  Interest  Shortfall  Reimbursement  Amt 

•  Writedown  Reimbursement  Amt 

•  Principal  Shortfall  Reimbursement  Amt 
Seller  to  Buyer. 

Floating  Amounts 

•  Interest  Shortfall  Amt 

•  Writedown  Amt 

•  Principal  Shortfall  Amt 
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Interest  Shortfall 

An  Illustration 


Assumptions 

-  Reference  Obligation  Coupon:  Minimum  (L+400  bps,  10%);  10%  is  Available  Fund  Cap 

-  Fixed  Rate:  200  bps 

Scenario 

-  Reference  Obligation  fails  to  pay  its  entire  coupon  on  a  given  payment  date,  i.e.  Interest  Shortfall  Amount 
is  L+400  bps 

Interest  Shortfall  Cap:  Fixed  Cap  Applicable 

-  Interest  Shortfall  Payment  Amount  =  Minimum  (Interest  Shortfall  Amount,  Fixed  Rate)  =  (L+400,  200  bps) 
=  200  bps 

-  Seller's  Net  Payment  =  0  bps 

Interest  Shortfall  Cap:  Variable  Cap  Applicable 

-  Interest  Shortfall  Payment  Amount  =  Minimum  (Interest  Shortfall  Amount,  L  +  Fixed  Rate)  =  (L+400, 
L+200  bps)  =  L+200  bps 

-  Seller's  Maximum  Net  Payment  =  L  bps 
Interest  Shortfall  Cap:  Not  Applicable 

-  Interest  Shortfall  Payment  Amount  =  Interest  Shortfall  Amount  =  L+400  bps  " 

-  Seller's  Maximum  Net  Payment  =  L+200  bps 
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Related  ISDA  Publications 


-  ISDA  anticipates  future  publication  of  one  or  more  template  Confirmations 
for  use  with  other  types  of  asset-backed  securities 

-  CDOs 

-  Student  Loans 

-  Credit  Cards 

-  ISDA  Asset-Backed  Credit  Derivatives  Definitions  of  2006... .! 
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Agenda 


Structured  Products  Market  Overview 

Structured  Products  Synthetics 

ABX  and  CMBX  Indices 

Synthetic  Structures 

Abacus  Program 

Appendix 


mini 

HUH 
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The  New  ABX/CMBX  Indices 


CDS  IndexCo 

-  Owns  and  maintains  the  DJ  CDX  family  of  credit  default  swap  (CDS)  indices 

-  Between  $25  and  $50  billion  of  CDX  notional  volume  traded  daily 

-  Introduced  second  generation  products  such  as  index  tranches  and  index  options 

CDS  IndexCo  will  apply  a  defined  set  of  rules  in  order  to  construct  a  portfolio  representative  of  each  structured 
product  sector's  current  market 

-  ABX.HE  began  trading  on  January  19,  2006,  and  CMBX.NA  on  March  7,  2006 


The  ABX  and  CMBX  Indices 


ABX  Indices 


CMBX  Indices 


plbipgii 


GrodfllGards 
.9wn*dtiHS 


Student  boanij 
Launclij  TBD 


fj&BttAUjS; 

^u#||«aji8jj 


SfABkxxrl; 


■°th" 
t;aurtchPp9 


Source:  Goldman  Sachs,  ABX.HE  Launch  Presentation:  ABX  Indices:  The  New  US  Asset  Backed  Credit  Default  Swap  Benchmark 
Indices  (CDS  IndexCo  LLC) 

Notes: 

1  ABX,  ABX.HE,  and  CMBX.NA  are  service  marks  of  CDS  IndexCO  LLC  and  have  been  licensed  by  Goldman,  Sachs  &  Co. 

2  The  ABX  HE  and  CMBX.NA  Indices  referenced  herein  is  the  property  of  CDS  IndexCO  LLC  and  Is  used  under  license.  The 
transactions  described  herein  are  not  sponsored,  endorsed  or  promoted  by  CDS  IndexCO  LLC  or  any  of  its  members,  other 
than  Goldman,  Sachs  &  Co. 
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The  ABX.HE  and  CMBX  Indices 

Highlights 


ABX.HE  references  20  HEL  ABS  obligations  and  CMBX  references  25  CMBS  obligations 

The  Indices  comprise  five  subindices:  AAA,  AA,  A,  BBB  and  BBB- 

Each  subindex,  in  turn,  includes  20  Subprime  Home  Equity  bonds  or  25  CMBS  securities 

-  The  reference  obligations  in  each  subindex  comprise  bonds  at  different  rating  levels 

-  Bonds  in  each  subindex  are  selected  from  the  same  set  of  reference  entities 
Every  six  months,  the  Indices  will  be  reconstituted  using  the  same  criteria 

On  January  19,  2006,  the  ABX.HE  began  trading 

-  As  of  March  27,  we  estimate  that  more  than  $30.0bn  of  trade  notional  has  been  executed  on  the  ABX.HE  indices 

-  Goldman  has  executed  more  than  $17.0bn  of  trade  notional 
On  March  7,  2006,  the  CMBX  Index  began  trading 
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The  ABX.HE  and  CMBX  Indices 

Key  Features  &  Investment  Considerations 


ri-.(  ;i,   I,   i   i«;i   ■.   ,     ■    ^  n-T3  j  -. 

"^     taas  -TninspaiBffcy^^^ 


I 


mm* 


Source:  Goldman  Sachs,  ABX.HE  Launch  Presentation:  ABX  Indices:  The  New  US  Asset  Backed  Credit  Default  Swap  Benchmark  Indices 
(CDS  IndexCo);  Goldman  Sachs,  CMBX  Launch  Presentation:  CMBX  Indices:  The  New  US  Commercial  Mortgage  Backed  Credit 
Default  Swap  Benchmark  Indices  (CDS  IndexCo) 
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The  ABX.HE  and  CMBX  Indices 

Participants 


Hedge  Funds 

•:•     Relative  value  trades 

«     Directional  trading  /  macro 
view 

Asset  Managers 

<r     Quick  credit  exposure  / 

hedging 
•>     Liquidity  management  tool 

Prop  Trading  Desks 

<•     Relative  value  trades 
<r     Directional  trading 

Research                       1 

«     Source  of  credit  spread  data 

Asset  Originators 


•>     Quick  credit  exposure  / 

hedging 
•:•     Credit  diversification  tool 


Variety  of  investors  looking  for 

diversified  sub-prime  home  equity 

ABS  or  CMBS  exposure 


<•     Benchmark  for  product 
innovation 

<•     Flow  trading 


Correlation  Trading  Desks 


•:•     Suitable  for  portfolio  hedging 
•»     Easy  ramp-up 


Corporate  Treasury 


<r  Easy  access  to  diversified 
US  subprime  home-equity 
exposure 


Source-  Goldman  Sachs,  ABX.HE  Launch  Presentation:  ABX  Indices:  The  New  US  Asset  Backed  Credit  Default  Swap  Benchmark 
Indices  (CDS  IndexCo);  Goldman  Sachs,  CMBX  Launch  Presentation:  CMBX  Indices:  The  New  US  Commercial  Mortgage 
Backed  Credit  Default  Swap  Benchmark  Indices  (CDS  IndexCo) 
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The  ABX.HE  and  CMBX  Indices 

Construction  Criteria 


Portfolio  Selection  Criteria 


Credit  score: 


Weighting: 


Lien  type: 


Diversification: 


Minimum  deal  size: 


Average  life: 


20  deals  in  basket,  with  a  new  ABX.HE 
series  expected  to  be  launched 
approximately  every  6  months 


Each  deal  must  have  a  maximum  average 
FICO  equal  to  660 


Each  tranche  must  have  settled  within  6 
months  of  the  roll  date 


Reference  obligations  equally  weighted  by 
initial  par  amount,  with  subsequent 
weightings  evolving  as  a  function  of 
prepayment  and  credit  experience  of 
underlying  transactions 


The  pool  must  consist  of  at  least  90%  first 
lien  loans 


-Limits  same  originator  to  4  deals 


-Limits  master  servicer  to  6  deals 


$500mm 


Each  tranche  must  have  a  weighted  average 
life  of  4-6  years  as  of  the  issuance  date 
(except  AAAs  which  must  be  greater  than  5 
years) 


25  deals  in  basket,  with  a  new  CMBX  series 
expected  to  be  launched  approximately  every  6 
months 


Each  tranche  must  have  settled  within  2  years 
of  the  roll  date 


Reference  obligations  equally  weighted  by 
initial  par  amount,  with  subsequent  weightings 
evolving  as  a  function  of  prepayment  and  credit 
experience  of  underlying  transactions 


-Limits  same  state  to  40% 


-Limits  same  property  type  to  60% 


$700mm 


With  respect  to  CMBX.NA.AAA  only,  expected 
weighted  average  life  must  be  greater  than  8y 
and  less  than  12y  calculated  using  a  0%  CPY 


Source'  Goldman  Sachs,  ABX.HE  Launch  Presentation:  ABX  Indices:  The  New  US  Asset  Backed  Credit  Default  Swap  Benchmark  Indices  (CDS 
IndexCo);  CMBX  Launch  Presentation:  CMBX  Indices:  The  New  US  Commercial  Mortgage  Backed  Credit  Default  Swap  Benchmark  Indices     4Q 
(CDS  IndexCo) 
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ABX.HE  Markets 

Indicative  Run  on  Bloomberg  (as  of  April  12,  2006) 


Note:  All  financial  information  and  other  data  shown  are  for  illustrative  purposes  only  and  are  not  intended  to  represent  an  actual  41 

transaction 
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CMBX  Markets 

Indicative  Run  on  Bloomberg  (as  of  April  12,  2006) 


Note:  All  financial  information  and  other  data  shown  are  for  illustrative  purposes  only  and  are  not  Intended  to  represent  an  actual 
transaction 
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Growth  in  Loan  Types  underlying  the  ABX  Indices  has 
fueled  the  Growth  in  the  Mortgage  Market 


Annual  Non-Agency  MBS  Issuance  (2005  figures  annualized) 


500,000 


450,000 


400,000  ■ 


350,000 


300,000  ■ 


250,000 


200.000  ■ 


150,000 


100,000 


50,000  • 


o  Prime 


«  Subprime 


»S&D 


3  Seconds 


•Other 


43 


Confidential  Treatment  Requested  by  Goldman  Sachs 


GS  MBS-E-016067525 


Footnote  Exhibits  -  Page  3308 


fioidiiian 
Srtdis    i 


Update  on  ABX.HE  Trading  Activity 

From  01/19/2006  to  3/31/2006 


Trading  activity  out  of  the  gates  was  heavier  than  anticipated 

GS  executed  more  than  3  dozen  trades  on  the  first  day  of  trading  with  volume  exceeding  $1  .Obn 

To  date,  GS  has  traded  north  of  $17bn  of  the  indexes  with  more  than  50  different  counterparties 

Trade  sizes  have  ranged  from  $5mm-$1  bn,  with  the  average  trade  size  around  $35mm 

Trades  have  occurred  on  both  sides  of  each  Index  (AAA,  AA,  A,  BBB,  BBB-) 

Flows  (by  volume)  have  been  heavier  in  the  A,  BBB  and  BBB-  Indexes,  although  size  trades  have  occurred  in  every 
part  of  the  capital  structure 
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Evolution  of  Spreads  for  the  ABX.HE  Subindices1 

From  01/19/2006  to  03/31/2006 


ABX.HE  BBB  and  BBB- 


ABX.HE  AAA  and  AA 


18Jan06  27Jan06    7Feb0616-Feb-Offi8-Feb-069-Mar-082u-Mar-06 


-ABX.HEBBB-  ■ 


-ABX.HEBBB 


ABX.HE  06-1  Spread  Stats 


E3 

Ba.«lM 

^^Bj^^^^^l 

^E^^^H 
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22 
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49 

43 
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177 
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•ED 
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257 

2SD 

223 

257 

22B 

18Jan06   27Jan06     7Feb06  16-Feb-0628-Feb-06  9-Mar-06  20-Mar-08 


-ABX.HEAAA  • 


-ABX.HEAA 


ABX.HE  A 


18Jan06  27Jan06   7Feb0616-Feb-028-Feb-069-Mar-0620-Mar-06 


1  Source:  Goldman  Sachs 
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GS  Transactions  in  ABX.HE  Indices1 

From  01/19/2006  to  03/31/2006 


GS  Trade  Volume  by  Participant  Type 


GS  Number  of  Trades  by  Participant  Type 


Money  Managers 
3.0% 


Money  Managers 
14.8% 


Credit  HF 
1.1% 

SPHF 
25.0% 


Macro  HF 
18.6%         Dealers 
44.8% 


Originators 
1.1% 


1  Source:  Goldman  Sachs 
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GS  Transactions  in  ABX.HE  Indices1 

From  01/19/2006  to  03/31/2006 


GS  Trade  Volume  by  Rating 


GS  Number  of  Trades  by  Rating 


AAA  aa 
5%    4% 


1  Source:  Goldman  Sachs 
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Trade  Ideas  using  the  ABX.HE  Indices 


Bearish  view  on  housing/consumers: 

>  Customers  with  this  view  have  been  selling  the  Index  (shorting  credit;  buying  protection)  at  the  A,  BBB,  and  BBB- 
level 

Credit  steepener  trades: 

>  View  is  that  credit  curve  will  steepen  with  adverse  developments  for  subprime  credits 

>  Fund  shorts  by  selling  protection  higher  in  the  capital  structure 

>  Most  common:  BBB-  vs  BBB,  BBB  vs  AAA 
Transition  Management: 

>  Investors  with  cash  to  invest  (or  risk  to  add)  have  used  the  index  to  gain  exposure  to  home  equity  spreads  while 
they  ramp  up  single-name  or  cash  positions 

>  Investors  can  scale  out  of  the  index  as  they  put  new  cash  to  work  (or  add  risk) 
ABS  Basis  trades: 

>  Trading  single  names  or  cash  vs  the  Index 

>  Can  structure  positive  carry  trades  or  express  leveraged  views  on  particular  names 

>  Index  arbitrage 


Note:  Past  results  are  not  indications  of  future  performance 
Confidential  Treatment  Requested  by  Goldman  Sachs 
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Footnote  Exhibits  -  Page  3313 


Trade  Ideas  using  the  ABX.HE  Indices 

Continued 


Hedging  mortgage  credit  risk: 

>  Originators  have  sold  the  index  across  the  capital  structure  to  hedge  their  origination  pipelines 

>  Originators  or  investors  with  positions  in  residuals  have  sold  the  BBB  and  BBB-  Indexes  to 
mitigate  risk 

>  Some  originators  view  BBB/BBB-  protection  as  cheap  to  mortgage  insurance 
ABX  vs  corporate  credit: 

>  Hedge  funds  have  traded  BBB/BBB-  vs  correlated  corporate  credit  such  as  consumer  portion 
ofCDX 


ABX  vs.  corporate  credit 


15-Aug-05    14-Sep-05    14-Oct-05    13-No\M)5    13-Dec-05    12^Jan-06     11-Feb-06 

Date 


-CDXSpread  — — BBB-RMBS 


Note:  Past  results  are  not  indications  of  future  performance 
Confidential  Treatment  Requested  by  Goldman  Sachs 
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Trade  Ideas  using  the  ABX.HE  Indices 

Continued 


ABX  vs  Equities: 

>  Equity  accounts  and  macro  hedge  funds  have  used  the  Index  (primarily  BBB  and  BBB-)  to  hedge  the 
residual  risk  in  originator  stocks 

>  Short  is  funded  by  high  dividend  yield 

>  ABX  and  equity  housing  indices  such  as  the  Philadelphia  Housing  Index  (HGX  <lndex>)  have  become 
more  correlated 

Tranching: 

>  Significant  interest/inquiry  in  tranches 

>  Standardization,  pricing,  and  liquidity  should  take  time  to  evolve 
Options: 

>  Hedgers  have  expressed  interest  in  options  strategies  to  mitigate  risk 

>  Similar  in  construction  to  options  on  CDX  currently  traded 


Note:  Past  results  are  not  indications  of  future  performance 
Confidential  Treatment  Requested  by  Goldman  Sachs 
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Structured  Credit  Tranches 
Subordination  and  Tranche  Size 


97%  /  S970mm 

Second  Loss 

Tranche 

(Senior) 


■  Structured  credit  relies  on  two  key  principals: 

-  Subordination 

•  The  measure  of  losses  that  must  occur  within  a 
portfolio  before  a  tranche  is  at  risk  to  loss 

-  Tranche  size 

•  Reflects  the  notional  (value-at-risk)  of  a 
structured  credit  .investment 

■  In  this  example,  the  first  loss  tranche  size  is  $30mm 

-  $30mm  of  reference  portfolio  losses  would  need  to 
occur  before  the  second-loss  tranche  is  subject  to 
loss 

-  Investors  can  thus  create  "credit  enhanced"  credit 
exposure  through  the  use  of  subordination 

■  Tranche  size  is  also  a  measure  of  leverage 

-  For  example,  an  investor  may  wish  to  invest 
$60mm  into  the  same  3%  first  loss  tranche  -  and 
thus  would  reference  a  portfolio  of  $2bn  rather  than 
$1bn 

■  Combined  with  tranche  size,  varying  levels  of 
subordination  enable  investors  to  tailor  both  the 
structural  leverage  and  the  risk/return  profile  of  their 
investment 

Illustrative  only  -  diagram  not  to  scale 

Please  see  the  draft  transaction  Confirmation  for  full  details  of  trade  mechanics.  All  materials  contained  herein  are  for  discussion  purposes  only  and  will  be 
superseded  by  full  legal  documentation  in  the  event  the  parties  decide  to  enter  into  any  transaction 
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Structured  Credit  Tranches 

Rating  Tranches 


Investors  can  create  rated  "credit  enhanced"  credit 
exposure  through  the  use  of  subordination 

-  In  this  example,  the  AAA  rated  tranche 
subordination  is  10%  ($100mm) 

-  $1 00mm  of  reference  portfolio  losses  would  need 
to  occur  before  the  AAA  tranche  is  subject  to  loss 


Tranche  size  is  a  measure  of  leverage 

-  In  this  example,  the  AAA  rated  tranche  size  is  3% 
($30mm) 

-  Once  portfolio  losses  reach  10%  ($100mm),  the 
tranche  can  withstand  an  additional  3%  ($30mm) 
portfolio  losses  before  exhaustion 

-  An  investor  may  wish  to  invest  $60mm  into  the 
same  3%  AAA  tranche  -  and  thus  would  reference 
a  portfolio  of  $2bn  rather  than  $1  bn 


Illustrative  only  -  diagram  not  to  scale 

Please  see  the  draft  transaction  Confirmation  for  full  details  of  trade  mechanics.  All  materials  contained  herein  are  for  discussion  purposes  only  and  will  be 
superseded  by  full  legal  documentation  in  the  event  the  parties  decide  to  enter  into  any  transaction 
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Structured  Credit  Tranches 
Cash  CDO  vs.  Single  Tranche 


Single  Tranche  Mechanics 

■  Investors  customize  tranche  risk/ 
return  profile  by  specifying 
tranche  subordination  and 
tranche  size 

■  Investors  can  create  rated  "credit 
enhanced"  credit  exposure 
through  the  use  of  subordination 

-  In  this  example,  the  AAA 
rated  tranche  subordination  is 
10%  ($100mm) 

-  $1 00mm  of  reference 
portfolio  losses  would  need  to 
occur  before  the  AAA  tranche 
is  subject  to  loss 

■  Tranche  size  is  a  measure  of 
leverage 

-  In  this  example,  the  AAA 
rated  tranche  size  is  3% 
($30mm) 

-  Once  portfolio  losses  reach 
10%  ($100mm),  the  tranche 
can  withstand  an  additional 
3%  ($30mm)  portfolio  losses 
before  exhaustion 


Cash  CDO 


Collateral  is  cash  assets 
Full  capital  structure  placement 
Cash  flow  waterfall 
Unwind  triggers 
Investment  in  note  form 


Single  Tranche 


Reference  portfolio  comprised  of  CDS 

Single  tranche  placement 

Direct  cashflow  through  credit  default  swap 

No  unwind  triggers 

Investment  in  note  or  swap  form 


Illustrative  only  -not  an  actual  transaction 

Please  see  the  draft  transaction  Confirmation  for  full  details  of  trade  mechanics.  All  materials  contained  herein  are  for  discussion  purposes  only  and  will  be 
superseded  by  full  legal  documentation  in  the  event  the  parties  decide  to  enter  into  any  transaction 
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Structured  Credit  Tranches 

Benefits  of  Single-Tranche  Synthetic  Securitizations 


■  Increasing  liquidity  in  the  single  name  CDS  market  enables  creation  of  pure  bespoke  synthetic  structured  product 
CDOs 

■  Investors  can  harness  this  new  product  to  build  customized  synthetic  structured  product  portfolios 

-  Not  limited  by  new  issuance  calendar  and  bond  allocations 

-  Not  limited  by  cash  bonds  in  dealer  inventory 

-  Customized  by  sector  (e.g.,  RMBS,  CMBS,  ABS),  rating,  vintage,  servicer,  etc. 

■  Investors  can  tranche  the  synthetic  portfolio  and  meet  various  investment  objectives  via  structure 

-  Rating  of  investment 

-  Degree  of  term  leverage 

-  Spread 

-  Currency  denomination 

■  Credit-linked  notes  issued  in  such  synthetic  transactions  are  usually  uncapped  and  cannot  defer  interest,  even 
though  many  of  the  underlying  reference  obligations  may  have  embedded  caps  and/or  may  be  permitted  to  defer 
interest 


Please  see  the  draft  transaction  Confirmation  for  full  details  of  trade  mechanics.  All  materials  contained  herein  are  for  discussion  purposes  only  and  will  be 
superseded  by  full  legal  documentation  in  the  event  the  parties  decide  to  enter  into  any  transaction 
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Structured  Credit  Tranches 
Portfolio  Selection  Considerations 


Synthetic  transactions  have  tended  to  focus  on  the  sectors  of  the  US  structured  products  market  that  have  either 
experienced  or  are  expected  to  experience  the  heaviest  activity  in  the  single-name  structured  product  CDS  market 

-  Prime,  Alt-A  and  Subprime  RMBS 

-  US  CMBS  Conduits 

-  Structured  Product  Cashflow  CDOs  and  CLOs 

-  Consumer  ABS 

Most  transactions  are  diversified  across  sectors 

-  It  is  possible  to  structure  single-sector  transactions  (i.e.  100%  subprime  RMBS) 

Portfolios  referencing  AAA  through  BB  securities  can  be  created,  although  the  best  liquidity  is  in  the  double-A  through 

triple-B  rated  layer 

Most  synthetic  transactions  focus  on  2004,  2005  and  2006  vintage  structured  finance 

Reference  portfolio  can  be  static  or  dynamic,  subject  to  constraints  customized  to  investor  requirements 


Please  see  the  draft  transaction  Confirmation  for  full  details  of  trade  mechanics.  All  materials  contained  herein  are  for  discussion  purposes  only  and  will  be 
superseded  by  full  legal  documentation  in  the  event  the  parties  decide  to  enter  into  any  transaction 
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Structured  Credit  Tranches 
Tranche  and  Structural  Considerations 


■  After  selecting  a  reference  portfolio  (or  appropriate  rules  in  the  case  of  a  dynamic  portfolio),  ratings  can  be  assigned 
to  particular  risk  layers  ("tranches") 

■  Investors  can  select  the  tranche  which  best  meets  their  investment  guidelines  with  respect  to  ratings  and  leverage 

■  Structure  and  cash  flow  mechanics  are  very  similar  to  corporate  single-tranche  synthetics 

■  Transactions  run  to  the  legal  final  of  the  underlying  reference  obligations  (typically  40  years) 

-  Most  tranches  will  have  a  7-12  year  expected  weighted  average  life 

-  The  actual  principal  amortization  of  the  transaction  tracks  that  of  the  reference  portfolio 

-  The  average  life  will  reflect  any  borrower  prepayments/extensions,  credit  performance,  and  the  underlying 
structure  of  the  reference  obligations 

■  Tranches  are  usually  not  subject  to  caps  which  may  be  embedded  in  the  underlying  reference  obligations,  although 
the  cost  of  such  caps  and  other  embedded  options  will  be  reflected  in  the  spread  of  each  tranche 

■  Most  transactions  include  an  optional  call  exercisable  after  a  non-call  period 

■  For  a  customized  rated  transaction,  investment  size  generally  needs  to  be  $50  million  or  more  to  justify  the  fixed 
costs  incurred 

■  Goldman  can  offer  tranches  in  liquid  currencies  other  than  US  dollars 


Please  see  the  draft  transaction  Confirmation  for  full  details  of  trade  mechanics.  All  materials  contained  herein  are  for  discussion  purposes  only  and  will  be 
superseded  by  full  legal  documentation  in  the  event  the  parties  decide  to  enter  into  any  transaction 
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Structured  Credit  Tranches 
Overview  of  Credit-Linked  Note  Structure 


Investor  purchases  a  credit-linked  note  (CLN)  issued  by  an  SPV  issuer  (the  "Issuer"),  the  proceeds  of  which  are  used 
to  collateralize  the  notional  amount  of  a  credit  default  swap  (CDS)  referencing  layers  of  risk  of  the  reference  portfolio 

Goldman  acts  as  protection  buyer  under  the  CDS,  while  the  Issuer  (and  indirectly,  the  investor)  acts  as  protection 

seller 

Under  the  CDS,  Goldman  pays  a  running  premium  which  covers  the  spread  paid  to  the  investor  as  well  as  upfront 

and  ongoing  expenses  of  the  CLN  issuer 

Investor  earns  current  interest  at  the  stated  floating  coupon,  accrued  on  the  outstanding  principal  balance  of  the  CLN 

The  junior-most  tranche  of  CLN  may  have  credit  enhancement  in  the  form  of  a  subordinated  first  loss  amount 

If  a  credit  event  occurs  in  respect  of  a  reference  obligation,  a  loss  amount  is  calculated 

Any  such  loss  amount  is  deducted  from  the  first  loss  amount  remaining,  if  any,  after  which: 

-  The  principal  of  the  junior-most  CLN  is  written  down 

-  Investor  loses  principal  by  the  amount  of  such  write  down 

-  Goldman  is  paid  protection  under  the  CDS  equal  to  the  amount  of  such  write  down 
CLN  tranches  are  written-down  by  loss  amounts  in  reverse  sequential  order  of  priority 
Principal  amortization  (in  the  absence  of  credit  events)  tracks  that  of  the  reference  portfolio 


Please  see  the  draft  transaction  Confirmation  for  full  details  of  trade  mechanics.  All  materials  contained  herein  are  for  discussion  purposes  only  and  will  be 
superseded  by  full  legal  documentation  in  the  event  the  parties  decide  to  enter  into  any  transaction 
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Structured  Credit  Tranches 

Example  Credit-Linked  Note  Structure  Diagram 
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Please  see  the  draft  transaction  Confirmation  for  full  details  of  trade  mechanics.  All  materials  contained  herein  are  for  discussion  purposes  only  and  will  be 
superseded  by  full  legal  documentation  in  the  event  the  parties  decide  to  enter  into  any  transaction 
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ABACUS  Program 

Overview  of  ABACUS  Transactions 


■  ABACUS  is  the  GS  brand  name  for  single-tranche  CLN  issuances  referencing  portfolios  comprised  entirely  of 
structured  products 

■  GS  completed  12  pure  bespoke  single-tranche  structured  product  synthetics  since  2004 

■  Since  2004,  GS  has  distributed  globally  approximately  $3.5bn  of  single-tranche  CLNs  to  a  variety  of  buy-and-hold 
investors  seeking  customized  exposures  to  the  US  structured  product  market 

■  Through  CLN  issuance  and  tranched  CDS  trading,  GS  traded  approximately  $21  bn  notional  amount  of  structured 
product  credit  risk 

■  Select  sample  transactions: 

-  ABACUS  2005-4:  $6.0bn  AAA  CMBS  transaction 

-  ABACUS  2005-2:  $1 .25bn  single-A  multi-sector  transaction 

-  ABACUS  05-CB1 :  $750mm  third  party  managed  transaction 

-  ABACUS  2005-7:  $100mm  levered  supersenior  transaction 


Please  see  the  draft  transaction  Confirmation  for  full  details  of  trade  mechanics.  All  materials  contained  herein  are  for  discussion  purposes  only  and  will  be 
superseded  by  full  legal  documentation  in  the  event  the  parties  decide  to  enter  into  any  transaction 
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ABACUS  Program 

ABACUS  2005-4:  a  Static  "AAA"  CMBS  Transaction 


■  $6.0  billion  static  portfolio  of  30  equally  sized  triple-A  CMBS 
reference  obligations 

■  GS  issued  $600mm  of  CLNs  in  six  bespoke  tranches  rated  by 
S&P  and  Moody's 

■  Transaction  illustrates  a  recurring  theme  of  taking  levered 
exposure  to  a  portfolio  of  low  leverage  credit  risks 

■  Transaction  that  enables  investors  to  take  exposure  to  the 
AAA  US  CMBS  conduit  market  on  a  floating  rate  basis  at 
attractive  spreads  compared  to  the  underlying  risk 

■  GS  is  currently  working  on  similar  transactions  referencing 
portfolios  of  junior  "AAA"  CMBS  securities  and  "AA"  CMBS 
securities 


Illustrative  only  -  diagram  not  to  scale 

Please  see  the  drart  transaction  Confirmation  for  full  details  of  trade  mechanics.  All  materials  contained  herein  are  for  discussion  purposes  only  and  will  be 
superseded  by  full  legal  documentation  in  the  event  the  parties  decide  to  enter  into  any  transaction 
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ABACUS  Program 

ABACUS  2005-2:  a  Diversified  Single-A  Multi-Sector  Transaction 


$1.25  billion  portfolio  with  100  reference  obligations 

GS  issued  $21 2.5mm  of  CLNs  in  five  bespoke  tranches  rated 
by  S&P  and  Moody's 

"A2°  reference  portfolio  weighted  average  rating 

Portfolio  composed  of  Asset-Backed  (10%),  CMBS  (20%), 
RMBS  (55%)  and  CDO  Cashflow  securities  (15%) 

Investors  take  levered  exposure  to  a  diversified  portfolio  of 
single-A  rated  structured  product  securities  with  credit 
enhancement  protection.  Such  exposure  is  rarely  available  in 
the  cash  ABS  CDO  market 

Protection  buyer  has  the  right  to  substitute  reference 
obligations  in  the  reference  portfolio  subject  to  strictly  defined 
rules  customized  by  investors 

Substitution  flexibility  enables  (a)  GS  to  more  easily  manage 
its  correlation  book  and  (b)  GS  to  pay  significantly  more 
spread  to  investors  compared  to  the  benchmark  cash  ABS 
CDO  market 


Illustrative  only  -  diagram  not  to  scale 

Please  see  the  draft  transaction  Confirmation  for  full  detail9  of  trade  mechanics.  All  materials  contained  herein  are  for  discussion  purposes  only  and  will  be 
superseded  by  full  legal  documentation  in  the  event  the  parties  decide  to  enter  into  any  transaction 
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ABACUS  Program 

ABACUS  2005-2:  a  Diversified  Single-A  Multi-Sector  Transaction 


ABS  -  Credit  Card 
5.0% 
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Real  Estate       ipoo  -  High  Grade 
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Please  eee  the  draft  transaction  Confirmation  for  full  details  of  trade  mechanics.  All  materials  contained  herein  are  for  discussion  purposes  only  and  will  be 
superseded  by  full  legal  documentation  in  the  event  the  parties  decide  to  enter  into  any  transaction 
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ABACUS  2005-CB1:  a  Managed  Subprime  RMBS  Transaction 


$750  million  reference  portfolio 

GS  issued  $238mm  of  CLNs  in  eight  bespoke  tranches  rated 
by  S&P  and  Fitch  (excluding  Super  Senior,  BB  -  rated  and 
first  loss  tranches  that  were  not  offered) 

481  WARF  Reference  Portfolio  (Baa2/Baa3) 

C-BASS  serves  as  Portfolio  Advisor 

The  Portfolio  Advisor  selects,  monitors  the  Reference  Portfolio 
and  has  defensive  management  rights  with  respect  to  the 
reference  portfolio 

GS  is  working  with  first  tier  portfolio  managers  to  bring  pure 
bespoke  managed  structured  product  synthetic  CDO 
transactions  in  a  format  similar  to  the  ABACUS  2005-CB1 
transaction 


2.13%  First  Loss 


Illustrative  only  -  diagram  not  to  scale 

Please  see  the  draft  transaction  Confirmation  for  full  details  of  trade  mechanics.  All  materials  contained  herein  are  for  discussion  purposes  only  and  will  be 
superseded  by  full  legal  documentation  in  the  event  the  parties  decide  to  enter  into  any  transaction 
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ABACUS  Program 

ABACUS  2005-CB1:  a  Managed  Subprime  RMBS  Transaction 
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Pleaae  see  the  draft  transaction  Confirmation  for  full  details  of  trade  mechanics.  All  materials  contained  herein  are  for  discussion  purposes  only  and  will  be 
superseded  by  full  legal  documentation  in  the  event  the  parties  decide  to  enter  into  any  transaction 
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ABACUS  Program 

ABACUS  2005-7:  a  Levered  Super-Senior  Transaction 


First  ever  rated  levered  supersenior  transaction  referencing  structured  product  credit  risk 

Transaction  referencing  the  10%  - 100%  supersenior  tranche  off  a  portfolio  consisting  of  30  equally  sized  triple-A 
CMBS  reference  obligations 

AAA/AAA  (S&P/Fitch) 

GS  issued  $1 30mm  credit  linked  notes  with  a  10x  leverage  multiple,  transferring  the  credit  and  spread  risk  of  $1.3bn 

notional  supersenior  tranche 

Transaction  uses  spread  triggers  referencing  the  underlying  reference  portfolio  average  CDS  spread 

-  If  the  average  reference  portfolio  spread  breaches  an  unwind  trigger,  investor  can  either 

•  Unwind  the  transaction  at  market,  or 

•  Purchase  additional  CLNs  in  order  not  to  crystallize  its  mark  to  market  loss 

-  Several  triggers  structured,  which  are  "AAA"  remote,  with  gradual  deleveraging 

ABACUS  05-7  enables  a  broad  set  of  capitalmarket  investors  to  access  supersenior  credit  risk,  which  used  to  be  a 
risk  available  only  to  insurance  companies 

GS  is  working  with  rating  agencies  to  standardize  the  approach  in  order  to  replicate  the  levered  supersenior  format  to 
other  asset  classes  and  other  rating  categories 


Please  see  the  draft  transaction  Confirmation  for  full  details  of  trade  mechanics.  All  materials  contained  herein  are  for  discussion  purposes  only  and  will  be 
superseded  by  full  legal  documentation  in  the  event  the  parties  decide  to  enter  into  any  transaction 
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Transaction  and  Trade  Themes  for  2006 


Reverse  inquiry  bespoke  mezzanine  CLN  transactions 

ft 

-  Multi-sector  or  single-sector  portfolios,  static  or  with  GS-substitution  right,  but  always  using  reference  obligations 

that  benefit  from  single-name  CDS  trading  liquidity 

-  Structure  tailor-made  to  address  specific  investor  constraints,  such  as: 

•  minimum  concentration  in  certain  sectors  (addressed  by  potentially  constructing  barbell  portfolios), 

•  high-grade  reference  portfolios  (addressed  by  structuring  a  transaction  with  GS  substitution  right),  etc. 
Lightly  managed  synthetic  CDOs  where  portfolio  manager: 

-  Benefits  from  good  track  record  in  investing  in  and  managing  ABS 

-  Invests  in  a  significant  portion  of  the  first  and  second  loss  risk 

-  Brings  investor  relationships  in  order  to  help  debt  placement 

Reverse  inquiry  bespoke  mezzanine  CLN  transactions  where  investors  retain  some  degree  of  defensive 
management  rights,  often  subject  to  adjustment  of  subordination  levels  or  spreads 

Levered  super-senior  transactions  referencing  new  sectors:  mezzanine  CMBS,  subprime  RMBS  (across  the  entire 
capital  structure),  etc. 

First  and  second  loss  swap  trades  with  or  without  delta-exchange,  with  counterparties  with  high  return  on  capital 
targets 

Principal  protected  units  with  first  loss  participation 


Please  see  the  draft  transaction  Confirmation  for  full  details  of  trade  mechanics.  All  materials  contained  herein  are  for  discussion  purposes  only  and  will  be 
superseded  by  full  legal  documentation  in  the  event  the  parties  decide  to  enter  into  any  transaction 
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Agenda 


Structured  Products  Market  Overview 

Structured  Products  Synthetics 

ABX  and  CMBX  Indices 

Synthetic  Structures 

Abacus  Program 

Appendix 

Additional  Information  on  the  Indices 

GS  Contacts 

Disclaimers  &  Risk  Factors 


mam 
■ 
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Reference  Entities  for  the  ABX.HE  06-1  Series  of 
Indices 


Reference  Entities  for  the  ABX.HE  06-1 


1 .  ACE  SECURITIES  CORP.  SERIES  2005-HE7 

2.  AMERIQUEST  MORTGAGE  SECURITIES  INC.,  SERIES  2005-R1 1 

3.  ARGENT  SECURITIES  INC  SERIES  2005-W2 

4.  BEAR  STEARNS  ASSET  BACKED  SECURITIES  2005-HE1 1 

5.  CWABS  ASSET-BACKED  CERTIFICATES  TRUST  2005-BC5 

6.  FIRST  FRANKLIN  MORTGAGE  LOAN  TRUST  SERIES  2005-FF12 

7.  GSAMP  TRUST  2005-HE4 

8.  HOME  EQUITY  ASSET  TRUST  2005-8 

9.  J.P.  MORGAN  MORTGAGE  ACQUISITION  CORP.  2005-OPT1 

10.  LONG  BEACH  MORTGAGE  LOAN  TRUST  2005-WL2 

1 1 .  MASTR  ASSET  BACKED  SECURITIES  TRUST  2005-NC2 

1 2.  MORGAN  STANLEY  ABS  CAPITAL  2005-HE5 

13.  MERRILL  LYNCH  MORTGAGE  INVESTORS  TRUST,  SERIES  2005-AR1 

14.  NEW  CENTURY  HOME  EQUITY  LOAN  TRUST  2005-4 

1 5.  RASC  SERIES  2005-KS1 1  TRUST 

16.  RESIDENTIAL  ASSET  MORTGAGE  PRODUCTS  SERIES  2005-EFC4 

1 7.  SECURITIZED  ASSET  BACKED  RECEIVABLES  2005-HE1 

1 8.  SOUNDVIEW  HOME  LOAN  TRUST  2005-4 

1 9.  STRUCTURED  ASSET  INVESTMENT  LOAN  TRUST  2005-HE3 

20.  STRUCTURED  ASSET  SECURITIES  CORPORATION  SERIES  2005-WF4 
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Reference  Entities  for  the  CMBX.NA.1 


1 .  Banc  of  America  Commercial  Mortgage  Inc.,  Series  2005-4 

2.  Banc  of  America  Commercial  Mortgage  Inc.,  Series  2005-5 

3.  Banc  of  America  Commercial  Mortgage  Inc.,  Series  2005-6 

4.  BEAR  STEARNS  COMMERCIAL  MORTGAGE  SECURITIES  TRUST  2005-PWR1 0 

5.  Bear  Steams  Commercial  Mortgage  Securities  Trust  2O05-PWR9 

6.  BEAR  STEARNS  COMMERCIAL  MORTGAGE  SECURITIES  TRUST  2005-TOP20 

7.  CD  2005-CD1  COMMERCIAL  MORTGAGE  TRUST  COMMERCIAL  MORTGAGE  PASS-THROUGH  CERTIFICATES,  SERIES 
2005-CD1 

8.  COMMERCIAL  MORTGAGE  TRUST  2005-GG5 

9.  CSFB  Commercial  Mortgage  Trust  2005-C5 

10.  CSFB  Commercial  Mortgage  Trust  2005-C6 

11.  GE  Commercial  Mortgage  Corp.  Series  2005-C4 

12.  GMAC  Commercial  Mortgage  Securities,  Inc.  Series  2006-C1  Trust 

13.  J.P.  MORGAN  CHASE  COMMERCIAL  MORTGAGE  SECURITIES  CORP.,  SERIES  2005-CIBC13 

14.  J.P.  MORGAN  CHASE  COMMERCIAL  MORTGAGE  SECURITIES  CORP.,  SERIES  2005-LDP4 

15.  J.P.  MORGAN  CHASE  COMMERCIAL  MORTGAGE  SECURITIES  CORP.,  SERIES  2005-LDP5 

16.  LB-UBS  COMMERCIAL  MORTGAGE  TRUST  2005-C5 

17.  LB-UBS  COMMERCIAL  MORTGAGE  TRUST  2005-C7 

18.  LB-UBS  COMMERCIAL  MORTGAGE  TRUST  2006-C1 

19.  MORGAN  STANLEY  CAPITAL  I  TRUST  2005-HQ7 

20.  MORGAN  STANLEY  CAPITAL  I  TRUST  2005-IQ10 

21 .  MORGAN  STANLEY  CAPITAL  I  TRUST  2006-TOP21 

22    WACHOVIA  BANK  COMMERCIAL  MORTGAGE  TRUST  COMMERCIAL  MORTGAGE  PASS-THROUGH  CERTIFICATES  SERIES 
2005-C21 

23.  WACHOVIA  BANK  COMMERCIAL  MORTGAGE  TRUST  COMMERCIAL  MORTGAGE  PASS-THROUGH  CERTIFICATES  SERIES 
2005-C22 

24.  MERRILL  LYNCH  MORTGAGE  TRUST  2005-LC1 

25.  MERRILL  LYNCH  MORTGAGE  TRUST  2005-CKI1 
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Trading  the  ABX.HE 

The  Mechanics 


Index  at  100.00 
Assumes  Market  Spread  Equals  Index  Fixed  Rate 


Trade  Date  I  ndex  at  98. 00 

■  Implies  spreads  have  widened 

Trade  Initiation     ■     Buyer  pays  Seller  2%  x  (Notional)  x 
(Factor) 

■  Seller  pays  Buyer  accrued  premium  from 
the  end  of  the  last  accrual  period  until 
the  trade  effective  date 

Trade  ■     Seller  pays  Buyer  2%  x  (Notional)  x 

Termination  (Factor) 

■  Buyer  pays  Seller  accrued  premium  from 
the  end  of  the  last  accrual  period  until 
the  trade  effective  date 


Index  at  102.00 

■  Implies  spreads  have  tightened 

■  Seller  pays  Buyer  2%  x  (Notional)  x  (Factor) 

■  Seller  pays  Buyer  accrued  premium  from  the 
end  of  the  last  accrual  period  until  the  trade 
effective  date 

■  Buyer  pays  Seller  2%  x  (Notional)  x  (Factor) 
Buyer  pays 

■  Buyer  pays  Seller  accrued  premium  from  the 
end  of  the  last  accrual  period  until  the  trade 
effective  date 


Note:  All  financial  information  and  other  data  shown  are  for  illustrative  purposes  only  and  are  not  intended  to  represent  an  actual 

transaction 
Source:  Goldman  Sachs,  ABX.HE  Launch  Presentation:  ABX  Indices:  The  New  US  Asset  Backed  Credit  Default  Swap  Benchmark 

Indices  (CDS  IndexCo) 
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Trading  the  CMBX  Index 

The  Mechanics 


Each  CMBX  Has  a  Fixed  Rate 


Trade  Date  Index  quoted  higher  than  Fixed  Rate 

■  Implies  spreads  have  widened 

Trade  Initiation  ■  Buyer  of  protection  (Index  Buyer)  pays 
the  Seller  of  protection  the  difference  in 
market  value 

■  Buyer  of  protection  receives  accrued 
premium  from  the  Seller  of  protection  for 
the  period  from  the  end  of  the  last 
accrual  period  until  the  trade  effective 
date 

Trade  ■     Seller  of  protection  pays  the  Buyer  of 

Termination  protection  the  difference  in  market  value 

■  Seller  of  protection-receives  the  accrued 
premium  from  the  end  of  the  last  accrual 
period  until  the  trade  effective  date  from 
the  buyer  of  protection 


Index  quoted  lower  than  Fixed  Rate 

■  Implies  spreads  have  tightened 

■  Seller  of  protection  (Index  Seller)  pays  Buyer 
of  protection  the  difference  in  market  value 

■  Seller  of  protection  pays  Buyer  of  protection 
the  accrued  premium  for  the  period  from  the 
end  of  the  last  accrual  period  until  the  trade 
effective  date 


Buyer  of  protection  pays  the  Seller  of 
protection  the  difference  in  market  value 

Buyer  of  protection  pays  the  Seller  of 
protection  the  accrued  premium  for  the 
period  from  the  end  of  the  last  accrual  period 
until  the  trade  effective  date 


Note:  All  financial  information  and  other  data  shown  are  for  illustrative  purposes  only  and  are  not  intended  to  represent  an  actual 

transaction 
Source:  Goldman  Sachs,  CMBX  Launch  Presentation:  CMBX  Indices:  The  New  US  Commercial  Mortgage  Backed  Credit  Default 

Swap  Benchmark  Indices  (CDS  IndexCo) 
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Key  Features  of  Trade  Mechanics1 

Important  Definitions,  Valuable  Dates  and  Margin  Requirements 


Important  Definitions 


Trade  Date  -  the  day  the  trader  says  "done"  and  trade  is  executed 

Effective  date  of  trade  -  same  as  trade  date:  when  protection 

begins 

Effective  date  of  index  (i.e.  annex  date)  -  date  the  annex  was 

initially  published  or  revised 

Settlement  date  -  date  on  which  the  premium  is  exchanged 

Premium  -fee  exchanged  when  trade  is  initially  done  comprising  the 

market  value  of  the  trade  and  accrued  interest  since  last  payment 

date 

Accrued  interest  (in  terms  of  premium)  -  interest  accumulated  from 

and  including  last  payment  date  but  excluding  effective  date  of  trade 

Factor  -  A  change  in  the  outstanding  principal  issuance  i.e.  %  of 
principal  unpaid  on  the  reference  obligation 

Initial  Fixed  rate  Payer  Calculation  period  -  from  and  including  last 
payment  date  but  excluding  the  next  payment  date  of  the  bond 


Rating 


Margin  Requirements 


GS  Buys  Protection 


Initial  Margin 


AAA 
AA 
A 

BBB 


Speculative  Grade 


0.75% 
1.25% 
1.75% 
3.25% 
4.50% 
Case-by-case 


GS  Sells  Protection 


-  Investment  Grade  underlier  no  initial  margin 

-  Speculative  Grade:  case-by-case  basis 

(key  considerations:  fund's  quality,  liquidity  of  underiier) 


Valuable  Dates 


■  Trade  date  -  T 

■  Effective  date  of  trade -T+0 

■  Marklt  Publish  date  -  24  hours  or  less  after 
trustee  report  is  published  (25lh) 


COUPONS                                        FEES                    | 

Accrual  Dates 

Payment  Delay 

Upfront 

Termination 

25th-25th 

5  Business  Day 
after  25th 

T+5 

T  +  3 

25th-25th 

No  payment  delay 

T+3 

T  +  3 

1  Source:  Goldman  Sachs 

Note  :  All  financial  information  and  other  data  shown  are  for  illustrative  purposes  only  and  are  not  intended  to  represent  an  actual 
transaction 
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Trading  the  ABX.HE  Indices 

Indicative  terms  and  conditions 


Indices: 


Indices 

Fixed  Rate             j 

ABX.HE.AAA.  06-1 

18 

ABX.HE.AA.06-1 

32 

ABX.HE.A.06-1 

54 

ABX.HE.BBB.06-1 

154 

ABX.HE.BB-.06-1 

267 

■  Notional:  Amortization  mirrors  that  of  the  underlying  bonds 

■  Fixed  Rate:  Established  on  roll  date  premium.  Subsequent  trades  require  upfront  exchange  of 

premium/discount 

■  Floating  Rate  Payments:      Interest  Shortfall,  Writedown,  Principal  Shortfall 

■  Additional  Fixed  Payments:  Interest  Shortfall  Reimbursement,  Writedown  Reimbursement,  Principal  Shortfall 

Reimbursement 

■  Quotations:  Dealers  will  quote  price  and  exchange  upfront  amounts  based  on  the  difference 

between  that  price  and  par 

■  Floating  Amount  Events:      Failure  to  Pay  Principal,  Interest  Shortfall  and  Writedown 

■  Physical  Settlement:  Not  Applicable 


♦pa  ric  action 

Source:  Goldman  Sachs,  ABX.HE  Launch  Presentation:  ABX  Indices:  The  New  US  Asset  Backed  Credit  Default  Swap  Benchmark 


Note:  All  financial  infomiation  and  other  data  shown  are  for  illustrative  purposes  only  and  are  not  intended  to  represent  an  actual 
transaction 

iurce:  Goldman  Sachs,  f 
Indices  (CDS  IndexCo) 

Confidential  Treatment  Requested  by  Goldman  Sachs 
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Trading  the  CMBX  Indices 

Indicative  terms  and  conditions 


Indices: 


indices 

Fixed  Rate              I 

CMBX.AAA.06-1 

10 

CMBX.AA.06-1 

25 

CMBX.A.06-1 

35 

CMBX.BBB.06-1 

76 

CMBX.BB-.06-1 

134 

■  Notional:  Amortization  mirrors  that  of  the  underlying  bonds 

■  Fixed  Rate:  Established  one  day  prior  to  roll  date.  Payable  monthly  based  on  average  balance, 
o    Floating  Rate  Payments:      Interest  Shortfall,  Writedown,  Principal  Shortfall 

.    Additional  Fixed  Payments:  Interest  Shortfall  Reimbursement,  Writedown  Reimbursement,  Principal  Shortfall 

Reimbursement 

Dealers  will  quote  spread  and  compute  price  from  the  Marklt  calculator 
Principal  Shortfall  and  Write-Down 
Not  Applicable 

Accrues  25*  to  25*  with  no  following  convention;  payments  made  on  the  25<"  on  an 
Actual/360  basis 


Quotations: 
Credit  Events: 
Physical  Settlement: 
Accruals: 


Note:  All  financial  information  and  other  data  shown  are  for  illustrative  purposes  only  and  are  not  intended  to  represent  an  actual 
Soundman  Sachs,  CMBX  Launch  Presentation:  CMBX  Wees:  The  New  US  Commercial  Mortgage  Backed  Credit  Defautf 
Swap  Benchmark  Indices  (CDS  IndexCo) 
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Trading  the  ABX.HE  and  CMBX  Indices 

XYZ  Sells  Protection  on  $100mm  on  ABX.HE.A.06-1 


m    The  Fixed  Rate  on  ABX.HE.A.06-1  Index  is  54bp  per  annum,  payable  monthly 
■    The  mechanics  described  below  work  similarly  for  the  ABX.HE  and  CMBX  Indices 


Fixed  Rate  Payer  (Protection  Buyer) 

Pays  54bp  per  annum  monthly  to  counterparty  on 
notional  amount 

-  Notional  amount  will  decline  over  time  based  on 
the  reference  obligations  amortization 

Receives  payments  from  the  Floating  Rate  Payer  in 
the  event  of  the  following: 

-  Interest  Shortfall  (capped  at  fixed  rate) 

-  Principal  Shortfall 

-  Writedown 

Pays  in  the  event  of  the  following: 

-  Interest  Shortfall  Reimbursement  Amount 

-  Principal  Shortfall  Reimbursement  Amount 

-  Writedown  Reimbursement  Amount 


Floating  Rate  Payer  (Protection  Seller) 

Receives  54bp  per  annum  monthly  to  counterparty 
on  notional  amount 

-  Notional  amount  will  decline  over  time  based  on 
the  reference  obligation's  amortization 

Pays  Fixed  Rate  Payer  in  the  event  of  the  following: 

-  Interest  Shortfall  (capped  at  fixed  rate) 

-  Principal  Shortfall 

-  Writedown 

Receives  payment  in  the  event  of  the  following: 

-  Interest  Shortfall  Reimbursement  Amount 

-  Principal  Shortfall  Reimbursement  Amount 

-  Writedown  Reimbursement  Amount 


Note:  All  financial  information  and  other  data  shown  are  for  illustrative  purposes  only  and  are  not  intended  to  represent  an  actual 

Sour^Goldman  Sachs  ABX  HE  Launch  Presentation:  ABX  Indices:  The  New  US  Asset  Backed  Credit  Default  Swap  Benchmark 
Sea JcDS ;  iSSiJooSman  Sachs,  CMBX  Launch  Presentation:  CMBX  Indices:  The  New  US  Commerce,  Mortgage 
Backed  Credit  Default  Swap  Benchmark  Indices  (CDS  IndexCo) 
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Index  vs.  Single  Name  Trades 

Comparing  a  few  features 


CMBS                                                               Subprime  ABS                               M 
Index                     Single-Name                      Index                          Single-Name              U 

Credit  Events 

FTPP,  Writedown 

FTPP,  Writedown 

FTPP,  Writedown 

FTPP,  Writedown, 
Distressed  Ratings 
Downgrade 

Settlement 

PAYG 

PAYG,  Optional 
Physical 

PAYG 

PAYG,  Optional  Physical 

Interest  Shortfall 

Fixed  Cap 
Applicable 

Fixed  Cap,  Variable 
Cap,  or  Cap  N/A 

Fixed  Cap 
Applicable 

Fixed  Cap,  Variable  Cap, 
or  Cap  N/A 

Coupon  Step-up 

None 

None 

None 

If  clean-up  call  not 
exercised  w/  Buyer's 
option  to  terminate 

Trading  Quotation 

Spread 

Spread 

Price 

Spread 

Accruals 

Act  /  360 

Act  /  360 

Act  /  360 

Act  /  360 

Effective  Date 

T  +  0 

T  +  3  (generally) 

T  +  0 

T  +  3  (generally) 

Settlement  Date 

T  +  3 

T  +  3 

T  +  5 

T  +  3 

- 

.. 1 — 
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Credit  Event  (Writedown) 

XYZ  Sells  Protection  on  $100mm  on  ABX.HE.A.06-1 


Credit  Event  -  Writedown 

■  Reference  Obligation  Original  Factor  =  1 .0;  Current  Factor  =  0.7 

■  A  Writedown  occurs  on  a  Reference  Obligation,  for  example,  in  year  3,  in  the  amount  of  1%  of  its  current 
principal  balance 

-    (Current  Factor  *  Weighting  *  Loss)  =  (0.70  *  .05  *  .01 )  =  .00035  =  0.035% 

■  Protection  Seller  pays  to  Protection  Buyer  a  floating  amount  (0.035%  x  100MM)=  $35,000 

.   index  notional  amount  on  which  premium  is  paid  reduces  by  an  additional  0.035%,  in  addition  to  the 

principal  payments  of  the  month 
.   Following  the  Credit  Event,  protection  seller  receives  premium  of  [70]  bps  on  the  remaining  index  notional 

amount  until  the  earlier  of  the  next  credit  event  or  scheduled  termination 

■  The  mechanics  described  above  work  similarly  for  the  ABX.HE  and  CMBX  Indices 


Note:  All  financial  intension  and  other  data  shown  are  for  illustrative  purposes  only  and  are  not  intended  to  represent  an  actual 
Soundman  Sachs,  ABX.HE  Launch  Presentation:  ABX  Maes:  The  New  US  Asset  Backed  Credit  Defeat  Swap  Benchmark 
Indices  (CDS  IndexCo) 
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About  Markit 


Markit  is  the  Administration  and  Calculation  Agent  for  the  DJ  CDX  index  program 

Markit  Background: 

-  Founded  in  2001  by  a  team  of  credit  market  professionals  to  aggregate  and  provide  clean  credit  data 
across  asset  classes  on  a  single  platform 

-  Asset  Classes  include:  CDS  (Corporate  and  ABS),  Bonds  (corporate,  financial,  sovereign,  convertible), 
Mortgage-  and  Asset-Backed  Securities,  Syndicated  Loans  and  Index  Products 

-  Markit  Reference  Entity  Database  (RED)  is  the  market  standard  for  reference  entity  long  legal  names, 
reference  entity-reference  obligation  relationships  and  "pair  identifiers 

-  The  key  industry  source  for  accurate,  consensus  pricing  for  independent  price  verification,  risk  modelling 
and  data  back  testing 

-  The  industry  source  for  standardized  CDO  and  1  st-to-default  valuations.  OTC  derivative  valuations  as 
well  as  corporate  dividend  payment  and  equity  index  constituent  information 


Source:  Go,dman  Sachs,  ABX.HE  Launch  Presentation:  ABX  Mto*  The  NeW  US  Asse,  Beo^  Credit  Defeat,  Swao  Bencher*  indices  (CDS  ^ 

IndexCo) 

GS  MBS-E-016067562 
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Update  on  the  ABX.HE  Bases1 

As  of  March  27,  2006 


Indicative  Basis  Report 


Sub  index 

Index  -  CDS 

CDS 

-Cash  | 

AAA 

1 

-15 

AA 

1 

-17 

A 

3 

-7 
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Disclaimer 


federal  income  tax  treatment  of  the  transaction. 

oTder  to  make  an  independent  determination  of  the  suitability  and  consequences  of  an  investment  ,n  the  secures, 
described  herein  will  be  subject  to  certain  restrictions  on  transfers  as  described  in  ttie  Offering  Circular. 
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Disclaimer 


None  of  the  Issuer  or  Goldman  Sachs  (as  used  herein,  such  term  shall  include  Goldman.  Sachs  &  Co.  and  all  of  its  affiliates)  nor  any  of  their  respective  affiliates 
makes  any  representation  or  warranty,  express  or  implied,  as  to  the  accuracy  or  completeness  of  the  information  contained  herein  and  nottmg  contained  herein 
shall  be  relied  upon  as  a  promise  or  representation  whether  as  to  the  past  or  future  performance.  The  information  includes  hypothetical  illustrations  and  involves 
modeling  components  and  assumptions  that  are  required  for  purposes  of  such  hypothetical  illustrations.  No  representations  are  made  as  to  the  accuracy  of  such 
hypothetical  illustrations  or  that  all  assumptions  relating  to  such  hypothetical  Illustrations  have  been  considered  or  stated  or  that  such  hypothetical  illustrations 
willbe  realized.  The  information  contained  herein  does  not  purport  to  contain  all  of  the  information  that  may  be  required  to  evaluate  such  securities,  and  each 
recipient  is  encouraged  to  read  the  Offering  Circular  and  should  conduct  its  own  independent  analysis  of  the  data  referred  to  herein.  The  Issuer,  Goldman  Sachs 
and  their  respective  affiliates  disclaim  any  and  all  liability  relating  to  this  information,  including,  without  limitation,  any  express  or  imphed  representation  or 
warranty  for  statements  contained  in  and  omissions  from  this  information.  None  of  the  Issuer,  Goldman  Sachs  or  any  of  their  respective  affiliates  expects  to 
update  or  otherwise  revise  the  Information  contained  herein  except  by  means  of  the  Offering  Circular.  Additional  information  may  be  available  on  request.  The 
securities  are  obligations  of  the  Issuer  and  are  not  issued  by,  obligations  of,  or  guaranteed  by  Goldman  Sachs  or  their  respective  affiliates,  or  other 
organizations   The  obligations  of  the  Issuer  are  not  deposit  obligations  of  any  financial  institution.  The  securities  descnbed  herein  are  complex  structured 
securities  and  there  is  no  assurance  that  a  secondary  market  for  such  securities  will  exist  at  any  time.  Accordingly,  prospective  investors  should  be  prepared, 
and  have  the  ability,  to  hold  such  securities  until  their  respective  stated  maturities  or  stated  redemption  dates. 
HYPOTHETICAL  ILLUSTRATIONS  AND  PRO  FORMA  INFORMATION 

These  materials  contain  statements  that  are  not  purely  historical  in  nature.  These  include,  among  other  things,  hypothetical  Illustrations,  sample  or  pro  forma 
portfolio  structures  or  portfolio  composition,  scenario  analysis  of  returns  and  proposed  or  pro  forma  levels  of  diversification  or  sector  investment.  These 
hypothetical  illustrations  of  returns  illustrate  a  range  of  potential  outcomes  based  upon  certain  assumptions.  Such  potential  outcomes  are  not  a  prediction  by  the 
Issuer  Goldman  Sachs  or  their  respective  affiliates  of  the  performance  of  the  securities  described  herein.  Actual  events  are  difficult  to  predict  and  are  beyond 
the  control  of  the  Issuer,  Goldman  Sachs  or  their  respective  affiliates.  Actual  events  may  differ  from  those  assumed  and  such  differences  may  be  material. 
There  can  be  no  assurance  that  illustrated  returns  will  be  realized  or  materialized  or  that  actual  returns  or  results  will  not  be  matenally  lower  than  those 
presented   All  statements  included  are  based  on  information  available  on  the  date  hereof,  and  none  of  the  Issuer,  Goldman  Sachs  or  their  respective  affiliates 
assumes  any  duty  to  update  any  such  statement.  Some  important  factors  which  could  cause  actual  results  to  differ  materially  from  those  in  any  statements 
contained  herein  include  the  actual  composition  of  the  reference  portfolio,  any  Credit  Events  on  the  reference  portfolio,  the  timing  of  any  Credit  Events  and 
subsequent  recoveries,  changes  in  interest  rates,  any  weakening  of  the  specific  credits  included  in  the  reference  portfolio,  and  the  circumstances  under  which 
the  Portfolio  Advisor  elects  to  remove  any  Credit  Risk  Reference  Obligations,  among  others.  The  Offering  Circular  will  contain  other  nsk  factors,  which  an 
investor  should  also  consider  in  connection  with  an  investment  in  the  securities  described  herein. 

PRIOR  INVESTMENT  RESULTS 

Any  prior  investment  results  or  returns  are  presented  for  Illustrative  purposes  only  and  are  not  Indicative  of  the  future  returns  on  the  securities  and  obligations  of 

the  Issuer. 

Under  no  circumstances  is  this  presentation  to  be  used  or  considered  as  an  offer  to  sell,  or  a  solicitation  of  any  offer  to  buy,  an »  «J«J^l^h  <****  ™* 
be  made  only  by  the  Offering  Circular.  The  Information  contained  herein  is  In  summary  form  for  convenience  of  presentation.  It  is  not  complete  and  it  should  not 
be  relied  upon  as  such. 

No  person  has  been  authorized  to  give  any  informetion  or  to  make  any  representations  other  than  those  to  be  contained  in  the  Offering  Circular  regarding  the 
offering  of  any  securities  described  herein.An  investment  in  the  securtties  described  herein,  when  and  if  offered,  will  involve  substantial  risk! Pnor  to  investing 
prospective  investors  should  carefully  consider  the  risks,  which  will  be  described  in  the  Offering  Circular,  and  should  consult  their  own  Investment  advisor*,  and 
tax,  legal,  accounting  and  other  regulatory  advisors.  Due  to  the  risks  Involved  in  the  Securities,  investors  should  be  prepared  to  suffer,  a  loss  of  their  entire 
investment 
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PROSPECTIVE  INVESTORS  SHOULD  READ  THE  OFFERING  CIRCULAR  FOR  A  MORE  COMPLETE  DESCRIPTION  OF 
RISK  FACTORS  RELEVANT  TO  A  PARTICULAR  INVESTMENT 

■  Purchasing  the  Securities  involves  certain  risks.  Prospective  investors  should  carefully  consider  the  following  factors,  as  well  as  the  risk  factors  included  in 
-     the  final  Offering  Circular,  prior  to  purchasing  the  Securities.  The  following  is  not  intended  to  be  an  exhaustive  list  of  the  nsks  involved  in  the  Transaction. 

■  The  final  Offering  Circular  will  include  more  complete  descriptions  of  the  risks  described  below  as  well  as  additional  risks.  Any  decision  to  invest  in  the 
Securities  described  herein  should  be  made  after  reviewing  the  Offering  Circular,  conducting  such  investigations  as  the  investor  deems  necessary  and 
consulting  the  investor's  own  legal,  accounting  and  tax  advisors  in  order  to  make  an  independent  determination  of  the  suitability  and  consequences  of  an 
investment  in  the  Securities. 

Leveraged  Credit  Exposure  to  Reference  Entities 

■  Investors  will  have  leveraged  exposure  to  the  credit  of  a  number  of  Reference  Entities  because  the  notional  amount  of  the  Reference  Portfolio  is 
significantly  larger  than  the  principal  amount  of  the  Notes.  Following  either  (1)  the  delivery  of  a  Credit  Event  Notice  by  Goldman  Sachs  in  relation  to  a 
Credit  Event  with  respect  to  a  Reference  Entity  and  the  satisfaction  of  the  other  Conditions  to  Settlement  or  (2)  removal  of  a  Credit  Risk  Reference 
Obligation  by  the  Portfolio  Advisor  and  the  determination  of  a  related  Discount  Amount,  the  outstanding  principal  amount  of  the  investment  may  be 
reduced.  Investors  in  the  Securities  may  suffer  significant  reductions  in  their  outstanding  principal  amounts.  The  maximum  loss  for  investors  is  the  full 
principal  amount. 

No  Legal  or  Beneficial  Interest  in  Obligations  of  Reference  Entities 

a     Participation  in  the  Transaction  does  not  constitute  a  purchase  or  other  acquisition  or  assignment  of  any  interest  in  any  obligation  of  any  Reference  Entity. 
Neither  the  Issuer  nor  investors  will  have  recourse  against  any  Reference  Entities.  Neither  the  Investors  nor  any  other  entity  will  have  any  rights  to  acquire 
from  Goldman  Sachs  any  interest  in  any  obligation  of  any  Reference  Entity,  notwithstanding  any  reduction  in  the  principal  of  the  relevant  class  with 
respect  to  such  Reference  Entity.  Neither  the  Issuer  nor  any  investor  will  have  the  benefit  of  any  collateral  delivered  by  any  Reference  Entity  nor  any  right 
to  enforce  any  remedies  against  any  Reference  Entity. 

Tax/Regulatory  Impact 

■  There  may  be  a  tax  or  regulatory  impact  of  investing  in  the  Notes.  Goldman  Sachs  does  not  provide  any  opinion  on  these  issues.  Any  investor  should 
consult  with  its  own  advisors  prior  to  investing  in  the  Notes. 

Limited  Liquidity  of  the  Transaction 

■  There  is  currently  no  market  for  the  Securities.  There  can  be  no  assurance  that  a  secondary  market  for  the  Securities  will  develop  or  if  a  secondary 

'    market  does  develop  that  it  will  provide  the  holder  of  the  Securities  with  liquidity,  or  that  it  will  continue  for  the  life  of  the  Secunties.  Moreover,  the  limited 
scope  of  information  available  to  the  investors  regarding  the  Reference  Entities,  the  nature  of  any  Credit  Event,  including  uncertainty  as  to  the  extent  of 
any  reduction  to  be  applied  to  the  notional  amount  of  each  class  if  a  Credit  Event  has  occurred  but  the  amount  of  the  relevant  reduction  in  the  notional 
amount  has  not  been  determined,  and  the  uncertainty  regarding  any  Credit  Risk  Reference  Obligation,  including  the  ability  of  the  Portfolio  Advisor  to 
remove  such  obligations  from  the  reference  portfolio  at  any  time  and  the  extent  of  any  reduction  to  be  applied  to  the  notional  amount  of  each  class  if  and 
when  such  Credit  Risk  Reference  Obligations  is  removed,  may  further  affect  the  liquidity  of  the  Securities.  Consequently,  any  investor  in  the  Securities 
must  be  prepared  to  hold  such  Securities  for  an  indefinite  period  of  time  or  until  final  maturity. 
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Mark-to-Market  Risk 

■  Investors  are  exposed  to  considerable  mark-to-market  volatility  following  changes  in  any  of  the  following:  spreads  of  the  credits  in  the  Reference  Portfolio, 
comparable  CDO  spreads,  ratings  migration  in  the  reference  portfolio,  ratings  migration  of  the  Securities,  ratjngs.migration  of  the  Collateral  or  issuers  or 
providers  thereof,  and  Credit  Events  in  the  Reference  Portfolio  (and  hence  reduction  of  subordination).  These  will  be  reflected  in  mark-to-market 
valuations  which  are  likely  to  be  more  volatile  than  an  equivalent^  rated  unleveraged  investment. 

Credit  Events  may  vary  from  Defaults 

■  Historical  default  statistics  may  not  capture  events  that  would  trigger  a  Credit  Event  as  specified  under  the  Notes.  All  Credit  Event  definitions  will  be 
defined  in  the  final  legal  documents  and  will  be  governed  by  the  2003  ISDA  Credit  Derivatives  Definitions  and  any  amendment  or  supplement  thereto. 

Credit  Ratings 

■  Credit  ratings  represent  the  rating  agencies'  opinions  regarding  credit  quality  and  are  not  a  guarantee  of  quality.  Rating  agencies  attempt  to  evaluate  the 
safety  of  principal  and/or  interest  payments  and  do  not  evaluate  the  risks  of  fluctuations  in  market  value.  Accordingly,  the  credit  ratings  may  not  fully 
reflect  the  true  risks  of  the  Transaction.  Also,  rating  agencies  may  fail  to  make  timely  changes  in  credit  ratings  in  response  to  subsequent  events,  so  that 
an  issuer's  current  financial  condition  may  be  better  or  worse  than  a  rating  indicates. 

Rating  Volatility 

■  Rating  agencies  may  from  time  to  time  change  the  ratings  of  the  Notes  (or  the  Reference  Entities  in  the  portfolio)  even  if  no  losses  have  been  incurred 
under  the  Notes  due  to  changes  in  rating  methodology  or  rating  migration  of  the  Reference  Entities  in  the  portfolio.  Due  to  the  leveraged  nature  of  the 
transaction,  the  rating  may  be  significantly  more  volatile  than  corporate  debt  with  an  equivalent  credit  rating. 
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Certain  conflicts  of  Interest  relating  to  Goldman  Sachs  and  Its  Affiliates;  No  reliance 

■  Goldman  Sachs  does  not  provide  investment,  accounting,  tax  or  legal  advice  and  shall  not  have  a  fiduciary  relationship  with  any  investor.  In  particular, 
Goldman  Sachs  does  not  make  any  representations  as  to  (a)  the  suitability  of  purchasing  Securities,  (b)  the  appropriate  accounting  treatment  or  possible 
tax  consequences  of  the  transaction  as  described  herein  (the  "Transaction")  or  (c)  the  future  performance  of  the  Transaction  either  in  absolute  terms  or 
relative  to  competing  investments.  Investors  should  obtain  their  own  independent  accounting,  tax  and  legal  advice  and  should  consult  their  own 
professional  investment  advisor  to  ascertain  the  suitability  of  the  Transaction,  including  such  independent  investigation  and  analysis  regarding  the  risks, 
security  arrangements  and  cash-flows  associated  with  the  Transaction  as  they  deem  appropriate  to  evaluate  the  merits  and  risks  of  the  Transaction. 

■  Goldman  Sachs  may,  by  virtue  of  its  status  as  an  underwriter,  advisor  or  otherwise,  possess  or  have  access  to  non-puUicly  available  information  relating 
to  the  Collateral,  the  issuer(s)  thereof,  the  Reference  Entities  and/or  the  obligations  of  the  Reference  Entities  and  has  not  undertaken,  and  does  not 
intend,  to  disclose,  such  status  or  non-public  information  in  connection  with  the  Transaction.  Accordingly,  this  presentation  may  not  contain  all 
information  that  would  be  material  to  the  evaluation  of  the  merits  and  risks  of  purchasing  the  Securities. 

■  Goldman  Sachs  does  not  make  any  representation,  recommendation  or  warranty,  express  or  implied,  regarding  the  accuracy,  adequacy,  reasonableness 
or  completeness  of  the  information  contained  herein  or  in  any  further  information,  notice  or  other  document  which  may  at  any  time  be  supplied  in 
connection  with  the  Transaction  and  accepts  no  responsibility  or  liability  therefore.  Goldman  Sachs  is  currently  and  may  be  from  time  to  time  in  the  future 
an  active  participant  on  both  sides  of  the  market  and  have  long  or  short  positions  in,  or  buy  and  sell,  Securities,  commodities,  futures,  options  or  other 
derivatives  identical  or  related  to  those  mentioned  herein.  Goldman  Sachs  may  have  potential  conflicts  of  interest  due  to  present  or  future  relationships 
between  Goldman  Sachs  and  any  Collateral,  the  issuer  thereof,  any  Reference  Entity  or  any  obligation  of  any  Reference  Entity. 

■  Goldman  Sachs  will  act  as  the  initial  purchaser  for  all  classes  of  Notes,  and  affiliates  of  Goldman  Sachs  will  act  as  the  Protection  Buyer,  the  Basis  Swap 
Counterparty,  the  Collateral  Put  Provider  and  the  Collateral  Disposal  Agent 

Risks  Associated  with  Responsibilities  of  the  Portfolio  Advisor 

■  The  exercise  of  responsibilities  of  the  Portfolio  Advisor  by  the  Portfolio  Advisor,  particularly  in  the  form  of  credit  risk  removals  affecting  the  subordination 
of  the  Notes,  can  potentially  (a)  increase  the  risk  of  the  investment  by  reducing  the  subordination  and  hence  increase  the  probability  of  suffering  an  actual 
loss  from  a  subsequent  removal  of  a  Credit  Risk  Reference  Obligation  or  a  Credit  Event,  (b)  cause  a  rating  downgrade  of  the  Notes  or  (c)  increase  the 
mark-to-market  volatility  of  the  Notes. 

Certain  conflicts  of  interest  relating  to  the  Portfolio  Advisor  and  its  Affiliates 

■  The  Portfolio  Advisor  and  its  Affiliates  may  invest  or  invest  for  the  account  of  others  in  debt  obligations  that  would  be  appropriate  as  Reference 
Obligations  and/or  Collateral  Securities  and  have  no  duty  in  making  such  investments  or  to  act  in  a  way  that  is  favorable  to  the  Issuer  or  the  Noteholders. 
The  Portfolio  Advisor  and  its  Affiliates  may  have  economic  Interests  in,  or  other  relationships  with,  issuers  In  whose  obligations  or  securities  are 
Reference  Obligations  and/or  Collateral  Securities. 

■  The  Portfolio  Advisor,  its  Affiliates  or  any  account  managed  by  any  of  the  foregoing  may  make  and/or  hold  an  investment  in  an  issuer's  securities  that 
may  be  pari  passu,  senior  or  junior  in  ranking  to  an  investment  in  such  issuer's  securities  made  and/or  held  by  the  Issuer  or  in  which  partners,  security 
holders,  officers,  directors,  agents  or  employees  of  the  Portfolio  Advisor,  its  Affiliates  or  any  account  managed  by  any  of  the  foregoing  serve  on  boards  of 
directors  or  otherwise  have  ongoing  relationships.  Each  of  such  ownership  and  other  relationships  may  result  in  securities  laws  restrictions  on 
transactions  in  such  securities  by  the  Issuer  and  otherwise  create  conflicts  of  interest  for  the  Issuer. 
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Reliance  on  Creditworthiness  of  the  Collateral 

■  The  ability  of  the  Issuer  or  the  Notes  to  meet  its  obligations  under  the  Notes  will  depend  on,  amongst  other  things,  the  receipt  by  it  of  payments  of  interest 
and  principal  from  the  Collateral.  Consequently,  investors  are  exposed  not  only  to  the  occurrence  of  Credit  Events  in  relation  to  any  of  the  Reference 
Entities  and/or  the  removal  of  Credit  Risk  Reference  Obligations  from  the  reference  portfolio,  but  also  to  the  ability  of  the  Collateral  or  the  issuer  or 
provider  thereof  to  perform  its  obligations  to  make  payments  to  the  Issuer  of  the  Notes.  Although  at  the  time  of  purchase,  such  Collateral  will  be  highly 
rated,  there  is  no  assurance  that  such  rating  will  not  be  reduced  or  withdrawn  in  the  future,  nor  is  a  rating  a  guarantee  of  future  performance. 

Creditworthiness  of  Goldman  Sachs 

■  Premium  payments  will  be  required  to  be  made  by  Goldman  Sachs  throughout  the  life  of  the  transaction,  Consequently,  investors  are  exposed  not  only  to 
the  occurrence  of  Credit  Events  in  relation  to  any  of  the  Reference  Entities,  but  also  to  the  ability  of  Goldman  Sachs  to  perform  its  obligations  to  make 
payments  to  the  Issuer  of  the  Notes,  amongst  other  secured  parties. 

Historical  Performance  does  not  Predict  Future  Performance  of  Transaction 

■  Individual  Reference  Entities  may  not  perform  as  indicated  by  historical  performance  for  similarly  rated  credits.  Furthermore,  even  rf  future  credit 
performance  is  similar  to  that  of  historic  performance  for  the  entire  market,  investors  must  make  their  own  determination  as  to  whether  the  Reference 
Portfolio  will  reflect  the  experience  of  the  universe  of  rated  credits.  Hence,  the  frequency  of  Credit  Events  expenenced  under  the  Notes  may  be  higher 
than  that  of  historical  Credit  Event  rates,  and  that  of  future  Credit  Event  rates  for  the  entire  market. 

■  The  nature  of  and  risks  associated  with,  the  Issuer's  future  Investments  may  differ  substantially  from  those  investments  and  strategies  undertaken 
historically  by  such  persons  and  entities.  There  can  be  no  assurance  that  the  Issuer's  investments  will  perform  as  well  as  the  part  investments  of  any  such 
persons  or  entities. 

Projections,  Forecasts  and  Estimates 

■  Any  projections  forecasts  and  estimates  contained  herein  are  forward  looking  statements  and  are  based  upon  certain  assumptions  that  the  Issuer 
considers  reasonable.  Projections  are  necessarily  speculative  In  nature,  and  it  can  be  expected  that  some  or  all  of  the  assumptions  underlying  the 
projections  will  not  materialize  or  will  vary  significantly  from  actual  results.  Accordingly,  the  projections  are  only  an  estimate.  Actual  results  may  vary  from 
the  projections,  and  the  variations  may  be  material. 
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I,  Laura  Ullman  Schwartz,  submit  the  following  statement: 
Introduction 

1 .  From  September  2002  through  October  2007, 1  was  a  Managing  Director  (and  from  2004 
through  October  2007  the  Senior  Managing  Director),  of  collateralized  debt  obligation 
C'CDO")  asset  management  for  ACA  Capital  Holdings,  Inc.  ("ACA").  Throughout  this 
time  period,  ACA  conducted  its  asset  management  business  through  ACA  Management, 
L.L.C.  ("ACAM,r).  ACAM  was  a  subsidiary  of  ACA  Financial  Guaranty  Corporation, 
which  itself  is  a  wholly-owned  subsidiary  of  ACA. 

2.  On  November  13,  2008,  at  the  request  of  the  staff"  of  the  Securities  and  Exchange 
Commission  ("Staff"),  I  testified  before  the  Staff  in  connection  with  this  investigation. 
Through  counsel,  the  StafT  has  requested  that  1  address  a  number  of  follow-up  questions 
relating  to  the  subject  matter  of  my  testimony.  This  statement  is  submitted  at  the  Staffs 
request. 
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10.  In  particular,  on  January  10, 2007,  Goldman  Sachs  employee  Fabrice  Tourre  sent  me  an 
e-mail  with  a  transaction  summary  for  the  Abacus  CDO  (Bates-numbered  ACA- 
ABACUS-0000000024  -  ACA-ABACUS-0000000025;  SEC  Exhibit  7)  stating  that  the  0 
-  9%  tranche  of  the  Abacus  CDO  would  be  a  "pre-committed  first  loss"  tranche.  Mr. 
Tourre's  transaction  summary  also  states  that  the  "transaction  sponsor"  had  been  "in 
discussions  with  a  couple  of  potential  CDO  managers."  The  e-mail  defines  "the 
transaction  sponsor"  as  Paulson.  The  transaction  summary  lists  no  other  tranche  as  pre- 
committed.  Based  on  my  knowledge  of  the  industry,  1  believe  that  "pre-committed  first 
loss*'  refers  to  the  equity  position,  a  belief  that  is  consistent  with  the  fact  that  the  0-9% 
tranche  typically  encompasses  the  equity  portion  of  a  CDO  transaction.  1  believe  this 
communication  from  Fabrice  Tourre  is  representative  of  communications  that  led  to  my 
understanding  that  Paulson  was  the  equity  investor  in  the  transaction. 

11.  The  "pitch  book""  for  the  Abacus  CDO  (one  copy  of  which  appears  at  the  document 
Bates-numbered  ABACUS-0001 785285  -  ACA-ABACUS-0001 785350;  SEC  Exhibit 
27)  contains  a  page  titled  "Structure  Overview  -  Capital  Structure."'  It  is  my  general 
recollection  that,  although  ACAM  drafted  those  sections  of  the  Abacus  CDO  pitch  book 
relating  to  ACAM,  Goldman  Sachs  personnel  drafted  the  remainder  of  the  document, 
including  this  passage  on  the  Capital  Structure.  This  page  designates  a  "First  Loss" 
tranche  with  a  $200,000,000  notional  value  and  a  tranche  size  of  "[+10%]*"  of  the  initial 
reference  portfolio  notional  amount  as  "Not  Offered."  The  phrase  "Not  Offered'"  is 
generally  assumed,  in  routine  market  practices  in  the  industry,  to  mean  "pre-placed,""  and 
indicates  that  the  piece  of  the  transaction  so  designated  has  already  been  committed  to 
purchase  by  an  investor  and  will  not  be  marketed.    The  language  in  the  pitch  book  is 
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consistent  with  my  understanding  that  the  equity  position  was  being  purchased  by  the 
transaction  sponsor,  who  1  understood  to.be  Paulson. 
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Subscribed  and  swom  before  me,  this  [   Jtnday  of  January,  2010. 


Seal: 


V22:fc=:BOBERTARYAN 

'  .... n..K1,V> 


[    -RoesXmWV"'     ]  I  -Notary  Public 

NOTARY  PUBLIC  State  of  Connecticut 

My  Commission  Expires  June  30,2010 

My  commission  expires:  __ 


6 1  SO       ,  20  /& 


7544518 
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From: 

Sent: 

To: 


Cc: 
Subject: 


Bernstein,  Stuart  (IB  NYP48) 

Thursday,  July  13,  2006  6:03  PM 

Solomon,  David  (IB  NYP48);  Berlinski,  Milton  (IB  85B18);  Truesdale,  Don  (IB  85B23);  von 

Holzhausen,  Kurt  (IB  85B23);  Ross,  Ivan  (IB  NYP48);  Lee,  Craig  (IB  NYP48);  Grippi,  Kristen 

(IB  NYP48) 

Cohn,  Gary 

Lasry  called 
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We  discussed  three  topics: 

1 )  He  wanted  to  know  if  we  would  do  a  SPAC  for  him  -  long  discussion  but  the  essence  of  it  is  that  he  only  wants  to  do  a 
SPAC  because  he  believes  the  mortgage  REIT  market  is  dead.  We  agreed  that  the  economics  of  a  mortgage  REIT  are 
better  for  him  and  that  as  the  market  got  worse,  his  "distressed'  expertise  would  be  more  (not  less)  interesting  to 
investors.  Next  step  -  go  see  him  and  discuss  the  merits  of  both  capital  raising  opportunities 


a**************************************** 


*******#***************+*************# 


Important  Notice 

This  e-mail  may  contain  information  that  is  confidential,  privileged  or  otherwise  protected  from  disclosure.  If  you  are  not 
an  intended  recipient  of  this  e-mail,  do  not  duplicate  or  redistribute  it  by  any  means.  Please  delete  it  and  any  attachments 
and  notify  the  sender  that  you  have  received  it  in  error.  Unintended  recipients  are  prohibited  from  taking  action  on  the 
basis  of  information  in  this  e-mail. 

E-mail  messages  may  contain  computer  viruses  or  other  defects,  may  not  be  accurately  replicated  on  other  systems,  or 
may  be  intercepted,  deleted  or  interfered  with  without  the  knowledge  of  the  sender  or  the  intended  recipient.  If  you  are 
not  comfortable  with  the  risks  associated  with  e-mail  messages,  you  may  decide  not  to  use  e-mail  to  communicate  with 
Goldman  Sachs. 

Goldman  Sachs  reserves  the  right,  to  the  extent  and  under  circumstances  permitted  by  applicable  law,  to  retain,  monitor 
and  intercept  e-mail  messages  to  and  from  its  systems. 
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From: 
Sent: 
To: 
Subject: 


Swenson,  Michael 

Tuesday,  September  19,  2006  10:06  AM 

Bimbaum,  Josh 

Re:  ABX 


Good 

Original  Message  

From:  Birnbaum,  Josh 

To:  Swenson,  Michael 

Sent:  Tue  Sep  19  10:04:52  2006 

Subject:  RE:  ABX 

I  said  you  were  "in  a  meeting" 

Original  Message 

From:  Swenson,  Michael 

Sent:  Tuesday,  September  19,  2006  10:03  AM 

To:  Birnbaum,  Josh 

Subject:  Re:  ABX 


Original  Message  

From:  Birnbaum,  Josh 

To:  Swenson,  Michael 

Sent:  Tue  Sep  19  10:01:33  2006 

Subject:    RE:    ABX 
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Original  Message 

From:  Swenson,  Michael 

Sent:  Tuesday,  September  19,  2006  10:01  AM 

To:  Birnbaum,  Josh 

Subject:  Re:  ABX 

Are  the  pissed  at  me? 

Original  Message  

From:  Birnbaum,  Josh 

To:  Swenson,  Michael 

Sent:  Tue  Sep  19  10:00:26  2006 

Subject:  RE:  ABX 

Believe  it  or  not  sobel  and  sparks  want  to  know  if  we  should  exit  or  double  down.   We 
double  down  if  we  have  a  structured  place  to  go  with  the  risk.   We  are  waiting  for  you  to 
get  in,  then  we  are  going  to  sit  down  with  CDO  guys  and  talk  about  a  deal. 

Original  Message 

From:  Swenson,  Michael 

Sent:  Tuesday,  September  19,  2006  9:59  AM 

To:  Birnbaum,  Josh 

Subject:  Fw:  ABX 

What  happened  here? 

Original  Message  

From:  Sobel,  Jonathan 

To:  Sparks,  Daniel  L;  Swenson,  Michael;  Birnbaum,  Josh 
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Sent:  Tue  Sep  19  07:01:07  2006 
Subject:  ABX 

Let's  sit  down  at  8am  to  discuss, 
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From: 

Sent: 

To: 


Cc: 
Subject: 

Attachments: 


Lehman,  David  A. 

Thursday,  July  20,  2006  10:17  AM 

Sobel,  Jonathan;  Sparks,  Daniel  L;  McHugh,  John;  Brazil,  Alan;  Egol,  Jonathan;  Turok, 

Michael;  Burchard,  Paul;  Paz,  Jeffrey;  Levy,  Bradford  S;  Jacobsen,  Glade;  Littlejohn, 

Darren;  Downing,  Claudia  E.;  Scales,  Carly 

Swenson,  Michael;  Birnbaum,  Josh;  Kamilla,  Rajiv;  Lehman,  David  A. 

Mortara  Nomination  --  ABX/CMBX  Indices 

ABX-CMBX    2006_MikeMortaraAward-  7-20-06.doc 


Attached  please  find  our  submission  for  the  Mortara  award. 


ABX-CMBX 
06  MikeMortaraAvw 


Permanent  Subcommittee  on  Investigations 
Wall  Street  &  The  Financial  Crisis 
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2006  Mike  Mortara  Award  for  Innovation 

Nomination  Template  for  ABX  &  CMBX  Indices 


Name  of  project  /  transaction: 


ABX  and  CMBX  structured  product  ("SP")  credit  default  swap  ("CDS")  indices 


Detailed  project  /  transaction  description: 


The  ABX  and  CMBX  indices,  which  launched  Q12006,  are  comprised  of  CDS  that 
reference  various  SP  securities.  ABX  references  twenty  different  subprime  home  equity 
loan  ABS  deals  while  CMBX  references  twenty-five  commercial  mortgage  backed 
security  deals.  There  are  five  sub-indices  for  each  product  corresponding  to  five  rating 
layers  of  risk  -  AAA,  AA,  A,  BBB  and  BBB-.  The  development  of  these  indices  was 
preceded  by  the  explosive  growth  of  single  name  SP  CDS  (referencing  individual 
CUSIPs)  trading  over  a  span  of  roughly  fifteen  months  -  with  the  bulk  of  the  trading 
activity  focused  on  the  home  equity  ABS  and  CMBS  sectors.  The  ABX  and  CMBX 
index  products  follow  in  the  success  of  the  CDX  family  of  index  products  in  corporate 
CDS  trading. 

ABX  and. CMBX  indices  are  part  of  the  intellectual  property  of  CDX  IndexCo,  which 
owns  and  licenses  other  tradable  index  products  such  as  CDX  and  HVOL  in  the 
corporate  CDS  market.  CDX  IndexCo,  in  turn,  is  largely  owned  by  a  consortium  of 
several  dealers,  including  Goldman  Sachs.  Similar  to  other  tradable  CDS  index 
products,  a  new  ABX  and  CMBX  index  will  be  created  every  six  months,  with  the  older 
indices  outstanding  and  traded  in  the  marketplace. 

Goldman  Sachs  played  a  leadership  role  in  the  inter-dealer  consortium  in  the 
development  and  launch  of  the  ABX  and  CMBX  indices;  and  thereafter  has  dominated 
the  trading  of  these  products. 
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Notes: 

•  ABX,  ABX.HE,  and  CMBX  are  service  marks  of  CDS  IndexCO  LLC  and  have  been  licensed  by  Goldman,  Sachs  &  Co. 

*  The  ABX.HE  and  CMBX  Indices  referenced  herein  is  the  property  of  CDS  IndexCO  LLC  and  is  used  under  license.  The  transactions 
described  herein  are  not  sponsored,  endorsed  or  promoted  by  CDS  IndexCO  LLC  or  any  of  its  members,  other  than  Goldman,  Sachs  & 
Co. 

Source:  Goldman  Sachs,  ABX.HE  Launch  Presentation:  ABX  Indices:  The  New  US  Asset  Backed  Credit  Default  Swap  Benchmark  Indices  (CDS 
IndexCo  LLC) 


How  did  the  project  /  transaction  solve  an  important  problem  for  a  client  or  for  the 
firm  and,  if  applicable,  what  was  the  client's  perspective? 


Following  the  inception  of  the  single  name  SP  CDS  market  in  the  fall  of  2004,  Goldman 
Sachs  has  been  an  innovator  and  a  leader  in  the  derivatization  of  structured  finance 
securities. 

As  ABS  and  CMBS  traditionally  have  been  cash  only  markets,  the  ability  to  create  and 
trade  risk  synthetically  has  revolutionized  the  market.  SP  CDS  enables  market 
participants  to  trade  risk  without  ownership  of  the  underlying  SP  security  -  thereby 
permitting  market  participants  to  efficiently  go  short  the  risk  of  these  securities.  The 
ABX  and  CMBX  indices  have  significantly  contributed  to  the  evolution  of  this  market  by 
explicitly  fostering  liquidity  through  market-maker  sponsorship  in  addition  to 
standardization  and  transparency.  The  impact  has  been  significant  across  several 
market  participants. 

■  Banks,  Loan  Originators,  and  Dealer  Primary  Desks:  Flexibility  to  lock  in  credit 
spreads  for  pending  asset  sale  or  securitization  and  hedge  loan  pools,  retained 
tranches  and  residuals.  Examples  of  clients  include  (but  not  limited  to)  Countrywide, 
Huntington,  ABN  AMRO,  First  Franklin,  National  City,  and  FBR. 

■  Hedge  Funds:  Flexibility  to  actively  express  relative  value  trades  across  market 
sectors  and  across  products.  Examples  of  clients  include  (but  not  limited  to)  Paulson 
Capital,  Moore  Capital,  III  Advisors,  Dillon  Read  Capital  Management,  Scion, 
Peloton,  The  Clinton  Group,  BSAM  Credit  Strategies  Fund,  Cascade,  Fir  Tree, 
Basswood,  and  Old  Lane. 

■  Dealer  Trading  Desks:  Flexibility  to  actively  trade  risk  and  to  express  positive  and 
negative  views  by  selling  and  buying  protection  without  being  limited  by  inventory. 
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Examples  include  all  major  broker  dealers. 

■  Asset  Managers: 

1 .  Flexibility  to  customize  portfolios  by  investing  based  on  risk  preference  rather 
than  dealer  inventory  or  syndicate  allocation.  Examples  of  clients  include  (but  not 
limited  to)  Wellington,  Fidelity,  Metlife,  and  Prudential. 

2.  Flexibility  to  manage  the  ramp-up  risk  during  portfolio  accumulation  and  retain 
flexibility  in  portfolio  construction  for  collateralized  debt  obligations  ("CDOs"). 
Examples  of  clients  include  (but  not  limited  to)  Ellington,  Blackrock,  TCW,  State 
Street,  NorthStar  Realty  Finance,  Winchester  Capital,  and  CDC  Ixis. 

3.  Flexibility  to  selectively  hedge  certain  SP  risks.  Examples  of  clients  include  (but 
not  limited  to)  PIMCO,  JP  Morgan  Chase  Bank,  and  ING  Clarion. 

■  Financial  Guarantors  and  Surety  Providers:  Flexibility  to  write  protection  on  senior 
and  super-senior  risk  layers  of  synthetic  portfolios.  Examples  of  clients  include  (but 
not  limited  to)  AIG  Financial  Products,  MBIA,  and  ACA  Financial  Guaranty. 

Certain  significant  aspects  of  this  market  development  include: 

■  Entry  of  hedge  funds  (including  macro  and  equity  Long/Short)  into  the  SP  market, 
given  the  ability  to  execute  both  long  and  short  views 

■  Advent  of  new  trading  products;  including  but  not  limited  to  second  generation 
products  on  the  indices,  such  as  ABX  tranches. 

■  Growth  of  new  trading  strategies;  including  but  not  limited  to  cross-sector  relative 
value  trading  strategies  (corporate  vs.  SP,  emerging  market  vs.  SP,  etc.),  cross 
product  trading  strategies  (cash  securities  vs.  CDS),  cross  tranche  trading  strategies 
(BBB  vs.  BB,  AAA  vs.  BBB)  and  correlation  trading  (similar  to  the  corporate  CDS 
market) 

■  Impact  of  CDS  spread  dynamics  on  the  pricing  of  new  issues  in  the  cash  SP  market. 


What  was  the  market  reaction? 


Goldman  Dominates  Client  Trading  Volume: 

Since  the  indices  were  launched  in  1Q2006,  the  Firm  has  traded  close  to  $50BN  in 
gross  notional  of  ABX  and  CMBX,  maintaining  an  estimated  40%  market  share.  The 
FICC-Equities  salesforce  and  the  SP  derivatives  marketing  effort  proved  invaluable  in 
working  with  the  trading  desk  to  establish  and  maintain  this  market  share.  In  addition, 
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the  Firm  dominates  single  name  SP  CDS  trading  flows  with  a  similar  market  share, 
having  traded  approximately  $150BN  of  gross  notional  to  date.  The  SP  CDS  market  is 
expected  to  have  outstanding  notional  of  approximately  $750BN  by  year  end  2006. 


Goldman  Dominates  Inter-Dealer  Trading: 

In  addition  to  high  market  share  in  our  client  flows,  the  Firm  dominates  the  inter-dealer 
market. 

Goldman  Establishes  Significant  Trading  Relationships  with  Several  New  Clients: 

ABX  and  CMBX  are  now  the  benchmark  for  SP  CDS.  The  liquidity  generated  by  the 
Firm  has  made  this  market  attractive  to  many  non-traditional  ABS  and  CMBS  clients. 
Specifically,  macro  and  equity  hedge  funds,  as  well  as  credit  funds,  have  been  large 
participants  in  the  index  market.  As  liquidity  and  sponsorship  are  paramount  to  hedge 
funds  and  other  trading  oriented  clients,  the  ABX  and  CMBX  indices  opened  up  our 
market  to  these  clients,  creating  marginal  supply  and  demand.  For  example,  it  is 
interesting  to  note  that  approximately  38%  of  trading  volume  on  the  ABX  indices  has 
been  with  hedge  funds,  most  of  which  are  new  clients  of  the  structured  products  trading 
business. 
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How  did  the  project  /  transaction  differentiate  Goldman  Sachs  in  the  marketplace? 


Goldman  was  the  leader  and  principal  driver  in  the  creation  of  both  ABX  and  CMBX. 

First,  GS  demonstrated  a  leadership  role  with  ISDA  leading  to  the  development  of 
standardized  trading  terms  and  documentation  of  SP  CDS  in  June  2005. 
Standardization  resulted  in  explosive  growth  in  trading  volume  -  to  $2-5BN  in  trading 
notional  each  week  from  $200-300MM  a  week  prior  to  June  2005.  This  was  followed 
concurrently  by  efforts  on  the  development  of  the  ABX  and  CMBX,  where  the 
standardization  of  the  single  name  CDS  confirmation  was  invaluable  in  the  process  of 
building  consensus  relating  to  the  indices. . 

Second,  Firm  employees  were  instrumental  in  leading  all  aspects  of  the  index  creation, 
including  structuring,  trading,  legal,  and  operational.  In  addition,  Markit  Group,  the 
administrator  for  the  indices,  constantly  looked  to  Goldman  during  the  process  for 
advice  and  support. 

Finally,  given  the  Firm's  expertise  and  market  share  in  the  single  name  SP  CDS  market, 
both  our  clients  and  our  competitors  looked  to  Goldman  in  the  creation  of  ABX  and 
CMBX. 


What  was  the  benefit  to  Goldman  Sachs  (including  profitability)? 


The  Firm's  role  in  ABX  and  CMBX  have  The  benefits  to  the  Firm  include: 

a)  Market  share  of  approximately  40%. 

b)  Cementing  the  Firm's  leadership  role  at  the  forefront  of  the  developing  SP 
derivatives  market. 

c)  Gross  P&L  YTD  of  $30mm  from  trading  ABX  and  CMBX  (In  aggregate  $60mm 
on  SP  synthetics  trading).  Expected  aggregate  SP.  synthetics  P&L  for  fiscal  2006 
of  125mm. 

d)  Euromoney  recently  named  Goldman  Sachs  the  Global  Best  Credit  Derivatives 
House  for  2006.  Our  leadership  and  innovation  in  SP  CDS  and  the  ABX  and 
CMBX  indices  were  important  considerations  for  this  award. 


Is  this  project  /  transaction  replicable?  If  so,  what  is  the  plan  to  do  so? 


Despite  the  rapid  growth  of  the  SP  CDS  market,  it  is  still  in  its  relative  infancy.  We 
expect  the  market  to  significantly  grow  in  notional  and  rapidly  dwarf  the  underlying  cash 
securities  market  with  concurrent  revenue  potential  for  Goldman  Sachs. 

While  these  indices  satisfy  the  market's  demand  for  unfunded  ABS  sub  prime  and 
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CMBS  risk,  we  feel  similar  opportunities  are  available  where  the  Firm  can  display 
innovation  and  leadership. 

Specifically,  we  are  working  towards  "second  generation"  products  such  as  index 
options  and  tranches.  These  are  established  businesses  in  the  corporate  market,  and 
the  Firm  has  already  taking  a  leadership  role  in  the  index  tranche  market,  having 
executed  several  trades. 

In  addition,  the  ABX  and  CMBX  technology  potentially  has  use  with  other  structured 
products,  such  as  CDOs,  credit  card  ABS,  and  auto  loan  ABS. 


Name  of  team  or  individual  who  worked  on  the  project  /  transaction: 


Trading 

Domenico  AcriGarofalo 
Josh  Birnbaum 
Edwin  Chin 
Jonathan  Egol 
David  Gerst 
Rajiv  Kamilla 
David  Lehman 
Deeb  Salem 
Matt  Salem 
Ben  Solomon 
Michael  Swenson 
Fabrice  Tourre 
Geoff  Williams 

FICC-Equities  Sales  and  Derivatives  Marketing  Team 

Strategies 

Tom  Barrett 
Alan  Brazil 
Paul  Burchard 
Toby  Falk 
Kevin  Kao 
Ting  Liu 
Jordan  Mann 
Kyle  Nagel 
Shelly  Shapiro 
Michael  Turok 
Peng  Yu 
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Technology 

Jeff  Paz 

Firmwide  eBusiness 

Brad  Levy 

Legal 

Glade  Jacobsen 
Darren  Littlejohn 

Credit 

liana  Ash 
Li-Wan  Chia 
Nicolas  Friedman 
Clare  Sant 
Dennis  Young 

Operations 

Anne  Cottancin 
Claudia  Downing 
Rohan  Murphy 
Nehal  Nishar 
Mark  Perry 
Carly  Scales 
Poonam  Shah 
Aude  Walon 
Tina  Yang 


Name(s)  of  those  making  the  nomination: 


Josh  Birnbaum 
Rajiv  Kamilla 
David  Lehman 
Michael  Swenson 
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From:      Sparks,  Daniel  L 

Sent:       Friday,  July  07,  2006  12:38  PM 

To:  Lehman,  David  A. 

Subject:  RE:  Mike  Mortara  Award  for  Innovation 


yes 


From:  Lehman,  David  A. 

Sent:  Friday,  July  07,  2006  11:37  AM 

To:  McHugh,  John;  Swenson,  Michael 

Cc:  Sparks,  Daniel  L;  Kamilla,  Rajiv;  Birnbaum,  Josh 

Subject:  RE:  Mike  Mortara  Award  for  Innovation 

OK,  then  I  think  we  should  go  for  it.  Dan/Mike/Rajiv/Josh? 


From:  McHugh,  John 

Sent:  Friday,  July  07,  2006  12:26  PM 

To:  Lehman,  David  A.;  Swenson,  Michael 

Cc:  Sparks,  Daniel  L;  Kamilla,  Rajiv 

Subject:  RE:  Mike  Mortara  Award  for  Innovation 


I  spoke  to  the  coordinator.  If  we  can  claim  to  have  originated  the  innovative  product  concept/structure  or  we 
were  the  driving  force  behind  the  consortium,  we  can  submit  a  nomination. 


From:  Lehman,  David  A. 

Sent:  Friday,  July  07,  2006  8:09  AM 

To:  McHugh,  John;  Swenson,  Michael 

Cc:  Sparks,  Daniel  L;  Kamilla,  Rajiv 

Subject:  RE:  Mike  Mortara  Award  for  Innovation 

Added  Rajiv  to  the  e-mail. 

I  like  the  idea  and  I  think  ABX/CMBX  fit  most  of  the  below  criteria,  my  only  thought  is  that  ABX/CMBX 
were  formed  by  a  multi-dealer  consortium,  not  just  GS.  While  GS  was  clearly  a  leader  in  the 
consortium,  I  am  unsure  if  this  fits  the  Mortara  award.   I  am  for  it  if  we  feel  that  criteria  is  met. 


From:  McHugh,  John 

Sent:  Friday,  July  07,  2006  8:02  AM 

To:  Swenson,  Michael;  Lehman,  David  A. 

Cc:  Sparks,  Daniel  L 

Subject:  FW:  Mike  Mortara  Award  for  Innovation 

Should  we  submit  a  nomination  for  ABX/CMBX? 


From:  Equities  and  FICC  Communications 
Sent:  Tuesday,  June  20,  2006  4:27  PM 
To:  'All  Equities  and  FICC 
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Equities  &nd  FSCC  Comir 


June  20,  2006 

Mike  Mortara  Award  for  Innovation 

We  are  pleased  to  accept  nominations  for  the  fifth  annual  Mike  Mortara  Award  for  Innc 
FICC  divisions.  Mike  Mortara  served  as  co-head  of  FICC  from  1994  until  his  sudden  p 
recognizes  the  creative,  forward-looking,  and  entrepreneurial  contributions  of  an  indivic 

The  review  committee  will  use  the  following  criteria  to  judge  the  submissions: 

Did  the  transaction  or  project  distinguish  us  from  the  competition? 

Was  an  important  client  or  firm  problem  solved? 

What  was  or  will  be  the  impact  on  the  market  and  firm? 

Is  the  transaction  replicable? 

What  was  the  profitability  of  the  transaction? 

Please  use  the  nom.ingJianJ.&CQpJSL'S  f°r  y°ur  submission. 

Nominations  are  due  Thursday,  July  20.  The  winner  will  be  announced  shortly  then 
divisions  will  make  a  significant  donation  to  the  charity  of  the  winner's  choice. 

Phil  Hylander,  Paul  Young,  Bernie  Mensah,  Sheila  Patel,  and  Bruce  Petersen  will  com 
committee,  which  will  be  chaired  by  Bill  McMahon. 

Robert  Nuzzo  will  serve  as  committee  coordinator  and  all  submissions  should  be  sent 
contact  him  with  any  questions. 

This  award  perpetuates  Mike's  focus  on  innovation.  He  embodied  the  best  of  Goldmai 
mark  on  the  firm  and  the  financial  services  industry.  Mike  would  be  proud  of  the  ability 
embrace  change  to  benefit  our  clients. 


Gary  D.  Cohn 
J.  Michael  Evans 
Thomas  K.  Montag 
Michael  S.  Sherwood 
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Reviewee:  Kamilla,  Rajiv  K 


Title: 

Review  Criteria: 

Business  Unit: 

Department: 

Region: 

Date  of  Hire: 

Primary  Manager: 

Co-Manager  1: 

Co-Manager  2: 

Co-Manager  3: 

Co-Manager  4: 

Mentor: 


VP 

FICC-Vice  President 

Mortgages 

ABS  Trading 

Americas 

14-Jul-97 

Swenson,  MichaelJ 

Lehman,  David  A 

Sparks,  Daniel  L 


THE  PURPOSE  OF  THIS  REVIEW  MATERIAL  IS  FOR  PERSONAL  DEVELOPMENT.  IT  IS  NOT  INTENDED 

FOR  DISCLOSURE  OUTSIDE  THE  FIRM. 


Title  Description:  VP=Vice  President/Executive  Director;  AS=Associate;  AN=Analyst;  EX=Exempt;  NX=Non-Exempt 

As  you  review  feedback  information,  you  should  be  alert  to  instances  in  which  an  individual  has  received  an  unusually  negative  comment  or 
low  score  on  the  "Compliance"  or  "Diversity  and  Equitable  Treatment"  questions.  Please  consider  whether  the  response  requires  follow-up, 
including  consultation  with  a  more  senior  manager,  a  Compliance  professional,  Employee  Relations  representative  or  other  individuals. 
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Report  Configurations 

1.  Peer  Group  =  all  employees  who  share  the  same  title,  across  the  division,  as  the  reviewee  and  are  rated  on  the  same  review  criteria. 

2.  All  averages  in  the  report  do  not  include  ratings  from  the  self  evaluation. 
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VI.  Self  Evaluation 


.   ••    -    -.    ■.,         ••  •        *  •' 

'    V      1 

Self  Rating 

Technical  Skills 

5.00 

Communication  Skills 

4.00 

Judgment/Problem  Solving 

5.00 

Teamwork 

5.00 

Compliance 

3.00 

Diversity  and  Equitable  Treatment 

3.00 

People  Management 

4.00 

Franchise  Contribution 

5.00 

Leadership 

4.00 

Overall  Commercial  Effectiveness 

4.00 

Overall  Professional  Performance 

4.00 

Cumulative  Average: 

1 

-i  IS 

©  Goldman,  Sachs  &  Co. 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 


Page  19  of  36 
Proprietary  and  Confidential 


Date  Report  Processed:  August  30,  2006 

GS-PSI-04082 


2006  Fixed  Income,  Currency  and  Commodities  Annual  Performance  Review  Process 


TootnotG  Dchibito     Pag 

—  -  Redacted  by  the  Permanent 

Subcommittee  on  Investigations 


Reviewee:  Kamilla.  Rajiv  K 


VI.  Self  Evaluation  (Continued) 


Self  Evaluation 


Review  Criteria1 


Overall  Performance 


:-.  • ; 


Comments 


During  the  past  12  months,  I  have  made  significant  contributions  to  Goldman's  structured  products  franchise. 

1 .  Structured  Products  Synthetics 

Played  significant  role  in  establishing  GS  as  the  dominant  and  pre-eminent  structured  products  synthetics  franchise.  Goldman  has  approximately 
40%  market  share  In  the  structured  products  synthetics  market  estimated  currently  to  be  at  $500Bn  of  notional.  The  business  is  expected  to 
generate  $125mm+  for  fiscal  2006.  In  addition,  GS  Is  viewed  as  the  primary  thought  leader  in  the  structured  products  synthetics  market,  not  only  by 
clients  and  but  also  by  its  competitors. 

•  Played  a  prominent  role  In  the  development  and  launch  of  the  ABX  Indices 

a.  Represented  GS  in  the  Inter-dealer  consortium 

b.  Played  a  leadership  role  within  the  working  group  -  In  structuring  the  Indices,  In  developing  consensus  amongst  trading  desk  representatives  in 
the  consortium,  quotation  convention,  naming  convention,  etc. 

c.  Relied  on  as  the  primary  product  protagonist  by  the  other  trading  partners  in  the  consortium  arid  Marklt,  the  Index  administrator,  based  on  breadth 
of  structured  finance  and  credit  derivatives  experience  and  knowledge 

d.  Coordinated  the  global  marketing  and  successful  launch  of  the  ABX  indices  on  behalf  of  the  ABX  consortium  -  created  and  presented  the  ABX 
launch  webcast  along  with  Markit  and  trading  desk  counterpart  from  Bear  Stearns  on  behalf  of  the  entire  ABX  consortium 

e.  Coordinated  the  full  gamut  of  GS  response  to  the  launch  -  ensuring  that  Trading,  Strategy,  Sales,  Operations,  Legal  ^Technology  resources 
were  adequately  prepared  and  geared  In  preparation  of  the  launch;  GS  executed  more  trades  than  any  other  Street  firm  on  the  launch  date 

f.  Involved  in  the  initial  marketing  of  ABX  to  GS  Sales  and  trading/banking  clients  of  the  firm 

g.  Provided  a  roadmap  for  the  subsequent  launch  of  the  CMBX  indices 

h.  Instrumental  in  GS  being  identified  as  the  thought  leader  and  product  champion 

•  Continued  to  enhance  our  trading  dominance  In  single  name  ABS  synthetics 

•  Continued  to  spearhead  the  build-out  of  Operations,  Strategy  and  Technology  functionality  to  support  our  business 

•  Played  leadership  role  as  primary  spokesperson  for  GS  In  the  ISDA  taskforce  related  to  the  standardization  of  terms  and  market  practice  on 
trading  of  ABS  CDS;  helped  the  market  arrive  at  a  consensus 

a.  Played  a  key  role  in  the  standardization  of  the  confirm  for  trading  CDS  on  CDO  reference  obligations 

b.  Following  the  key  role  in  the  publication  of  the  ISDA  "pay-as-you-go"  CDS  confirm  last  year,  invited  by  ISDA  to  chair  several  industry  symposia 
educating  industry  participants  about  the  product 

c.  Continue  to  play  a  significant  role  in  guiding  the  development  of  (i)  CDS  on  other  related  ABS  products  not  covered  by  the  two  published  forms, 
and  (II)  operational  and  settlement  standards  for  the  Industry 

•  Developing  standardized  index  tranches 

a.  Engaged  in  initial  stages  of  discussion  with  traders  in  the  ABX  consortium  on  the  form  and  scope  of  standard  ABX  tranches 
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VI.  Self  Evaluation  (Continued) 


Self  Evaluation 


Unfulfilled  Accomplishments 


Career  Development  Plans 


Comments 


§SMSmBim8i 


3.  Structured  Investment  Vehicle  (SIV) 

a.  Developed  initial  business  plan  and  strategy  for  GS  sponsoring  a  SIV  as  a  complement  to  its  Synthetics  Funding  and  Principal  Investments 
business 

b.  Currently  pursuing  an  interesting  opportunity  for  GS  to  invest  In  the  equity  of  an  ABS  SIV  at  an  attractive  return  and  achieve  certain  key  funding 
benefits  by  establish  a  strategic  relationship  with  an  existing  SIV  manager  and  a  prospective  mezzanine  capital  investor 

c.  Currently  in  project  development  phase 

4.  Scalable  Synthetics  Funding  Structure 

a.  Developing  a  term  funding  structure  to  provide  scalability  to  the  Synthetics  Funding  and  Principal  Investments  business 

5.  Financial  Guaranty  Reinsurance 

a.  Exploring  strategic  partnerships  with  primary  financial  guarantors  that  would  enable  GS  to  go  long  credit  risk  in  insurance  form  by  deploying 
reinsurance  "sidecar"  structures 

6.  Risk  Finance 

a.  Leading  the  effort  in  pitching  banks  and  loan  origination  clients  along  with  teams  from  Residential  Finance,  ABS  Finance  and  Americas  Financing 
Group  to  source  and  execute  synthetic  securitizations 

b.  Exploring  risk  sharing  opportunities  with  mortgage  reinsurers  with  GS  acting  as  principal 


1 . 1  made  significant  contributions  to  the  Structured  Products  business  last  year  (see  details  above). 

2.  Several  of  the  trades/ventures  that  are  being  pursued  require  a  significant  amount  of  effort  and  extensive  investment  in  resources  and  time 
(including  over  multiple  business  cycles).  Some  of  these  trades  are  expected  to  close  in  2007  (see  related  discussion  point  below). 

3.  Structured  Solutions 

a.  Recently  established  working  relationship  to  pursue  illiquid  credit  investment  opportunities  with  the  Structured  Solutions  team  within  Structured 
Credit  Trading 

b.  Expect  to  pursue  trades  jointly  starting  late  this  year __ 


1 .  Enhancement  of  career  trajectory  at  Goldman  Sachs  given  my  performance  and  my  significant  contributions  to  the  Structured  Products  business. 

a.  Desire  to  take  ownership  of  a  business  and  the  chance  to  grow  it  in  scale  and  profitability 

b.  Management  sponsorship  for  promotion  to  Managing  Director 

2.  Continue  to  provide  effective  leadership,  mentoring  and  stimulating  work  experience  to  my  colleagues  and  my  project/deal  teams 


©  Goldman,  Sachs  &  Co. 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 


Page  21  of  36 
Proprietary  and  Confidential 


Date  Report  Processed:  August  30,  2006 

GS-PSI-04084 


Footnote  Exhibits  -  Page  3380 


2006  Fixed  Income,  Currency  and  Commodities  Annual  Performance  Review  Process 


Reviewee:  Kamilla,  Rajiv  K 


VI.  Self  Evaluation  (Continued) 


Self  Evaluation 


Re>i-~v  Cm  .n 


Other  Issues 


vffit 


Comments 


1 .  Confirm  management  expectations  for  my  contributions  over  the  next  12  months 

2.  Confirm  buy-in  of  management  given  the  significant  execution  risk  of  each  of  the  trades/business  ventures  that  we  are  pursuing  and  the 
significant  amount  of  effort  and  extensive  investment  in  resources  and  time  (some  possibly  over  multiple  compensation  cycles) 

3.  Discuss  concerns  about  difficulties  faced  by  professionals  with  strong  structuring  skills  getting  visibility  and  recognition  with  the  GS  FICC 
franchise 

4.  Alignment  of  my  compensation  trajectory  with  my  performance  and  contribution  to  the  business  unit __ 
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unparalled  credit  derivative  and  general  finance  product  knowledge, 
has  become  a  tremendous  team  player  in  the  past  3  months, 
one  of  the  division's  true  innovators,  extremely  creative  and  visionary. 

did  an  outstanding  job  getting  the  ABX  and  CMBX  products  off  the  ground,  viewed  as  a  real  leader  in  product 
innovation  in  the  business. 

-  outstanding  capacity  to  deal  with  contracts 

-  a  valuable  go-to  person  when  a  complicated  issue  arises,  great  person  to  bounce  an  idea  off  of. 

has  come  up  with  a  number  of  creative  private  equity  ideas  which  will  likely  produce  significant  revenues  for  the  firm  in 
the  future. 

has  done  a  much  better  job  of  aligning  his  skill  set  to  his  job  function  in  the  last  3-6  months,  this  realignment  will  likely 
pay  great  dividends  for  the  firm  and  his  career.  _____ 


Rajiv  has  been  the  primary  driving  force  behind  the  creation  of  profitable  new  businesses  for  the  firm,  including 
businesses  that  required  building  consensus  across  the  street  as  a  whole. 

His  two  primary  accomplishments  this  year  were  the  standardization  of  the  ISDA  confirm  for  CDS  on  several  types  of 
ABS,  and  the  creation  of  the  ABX  home  equity  index.  Both  of  these  developments  brought  greater  liquidity  and  volumes 
to  the  ABS  market;  the  ABX  index  also  brought  much  broader  sponsorship  to  the  home  equity  market  (even  within  GS, 
quite  a  variety  of  desks  now  trade  ABX).  Although  both  developments  were  nominally  the  products  of  dealer  consortia, 
Rajiv  was  the  primary  driver,  pushing  and  cajoling  the  dealer  group  to  consensus.  Rajiv's  strategic  vision  and 
intelligence  are  a  great  asset  to  the  firm. 

He  is  smart  enough  to  understand  the  value  and  limitations  of  models  and  works  well  with  Strategies. 

One  of  Rajiv's  greatest  strength  is  his  ability  to  synthesize  large  amounts  of  information  and  see  the  big  picture  quickly. 
This  enables  him  to  ask  questions  when  discussing  trade  ideas  on  the  desk  or  with  clients  that  get  to  the  heart  of  the 
issues  at  hands  despite  the  complexity  of  many  of  our  products.  Rajiv  also  displays  tireless  drive  and  Initiative  In  getting 
to  know  every  detail  of  the  projects  that  he  works  on.  I  have  met  "Rajiv  fans"  outside  of  work  who  hail  him  as  the  expert 
of  synthetic  structured  products.. .little  do  they  know  he  also  manages  5  other  projects  in  completely  different  industries. 

As  a  junior  member  of  the  desk,  one  of  the  things  I  appreciate  most  about  Rajiv-  is  that  he  takes  time  to  encourage 
those  around  him  to  speak  up  and  express  their  views.  Even  during  late  nights  at  the  office,  he  always  has  time  to  talk 
about  whatever  you  might  working  on  and  is  genuinely  interested  in  hearing  what  you  have  to  say. 


Rajiv  is  one  of  the  most  important  people  in  the  mortgage  franchise  today. 

*  His  knowledge  of  specialty  finance  companies  is  vastly  valuable. 

*  He  works  like  a  dog. 

*  He  is  smart,  bordering  on  brilliant. 

*  He  is  a  great  team  player. 

*  He  delegates  when  appropriate;  he  shares  information  appropriately. 

*  He  is  sensitive  to  delicate  client  situations. 
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Rajiv  displays  a  tremendous  amount  of  energy  and  commitment  to  the  business. 

Constantly  looking  out  for  new  opportunities  across  markets  and  once  identified,  pushes  projects  through  -  his  efforts  on 
the  establishment  of  a  DPC  and  SIV  are  perfect  examples  in  that  respect. 
Reliable  and  gets  things  done. 

Energizes  and  pushes  fellow  team  members,  offering  help  where  needed.  Has  high  but  reasonable  expectations  and 
pushes  people  hard. 


Rajiv  has  made  significant  and  obvious  contributions  to  the  development  of  the  ABS  synthetic  franchise,  by 
spearheading  the  Firm's  leadership  role  in  the  ISDA  documentation  process  and  the  index  construction  project.  While 
he  does  not  share  many  details  of  his  current  focus  on  principal  investing/DPC/SIV  projects,  it  is  clear  he  has  found 
commercial  opportunities  worthy  of  his  significant  talents.  When  he  is  focused  and  engaged,  Rajiv  can  produce  a 
tremendous  amount  of  creative  and  market-leading  commercial  ideas.  


He  is  so  talented  and  such  a  rare  combination  of  raw  intellect,  no  attitude  and  a  contagious  love  for  markets  and 
interesting  ideas.  He  is  a  pleasure  to  work  with  and  is  very  approachable.  I  bounce  the  most  random  challenging  things 
off  him  and  he  never  always  takes  the  time  and  gives  thoughtful  advice.  Really  a  rare  commodity  and  it  will  be  our 
challenge  to  keep  him  motivated  and  interested  for  a  long  time. 


Rajiv  is  brilliant  and  quickly  recognizes  potential  issues.  He  is  an  excellent  teacher,  tries  to  keep  people  involved  in  all 
aspects  of  transactions,  and  is  quick  to  offer  praise  in  front  of  others.  When  working  with  Rajiv  you  become  involved 
with  all  aspects  of  a  transaction  and  have  a  better  experience  because  of  this. 


Rajiv  can  always  be  counted  out  to  think  outside  the  box  and  come  up  with  a  creative  solution  to  any  client  problem.  He 
has  visibility  into  many  products  and  is  able  to  utilize  his  broad  based  knowledge  to  apply  to  a  situation  at  hand.  Apart 
from  his  technical  knowledge,  his  able  to  distill  down  information  to  impart  to  a  client  on  terms  that  speak  to  them,  i.e. 
translate  complex  financial  engineering  into  cost  of  equity  /  capital  that  the  client  thinks  about  dally.  Additionally,  Rajiv  Is 
one  of  the  hardest  working  people  I  have  met  at  the  firm,  he  is  seemingly  not  driven  by  title  /  number  of  direct  reports, 
etc.  but  rather  by  the  intellectual  challenge  that  new  products  bring.  He  is  constantly  undertaken  cross  divisional  /  group 
projects  that  generally  have  large  fees  associated  with  them.  Rajiv  is  not  only  a  huge  asset  to  the  department,  but  also 
to  the  firm.  


Rajiv  has  an  excellent  product  understanding,  is  highly  motivated  and  very  reliable.  He  is  a  great  team  player.  Him 
spearheading  GS  involvement  in  structured  financial  operating  companies  like  SIVs  and  DPSs  should  hopefully  be  very 
beneficial  to  the  firm  and  I  believe  he  is  the  perfect  person  to  make  it  a  success.  Simply  a  great  person  to  work  with  I 
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Rajiv  was  one  of  the  first  people  I  started  working  with  following  my  arrival  at  Goldman  Sachs  last  summer.  He 
immediately  helped  me  get  oriented  to  the  firm  and  integrated  with  his  desk,  which  I  have  been  supporting  in  the  legal 
function  for  the  past  year.  He  coordinates  very  effectively  with  legal  and  compliance  and  is  always  sensitive  to  potential 
issues  and  concerns  in  the  transactions  we  work  on.  He  is  incredibly  detail-oriented,  particularly  In  his  review  of  trade 
documentation.  No  matter  how  busy  the  business  may  be,  Rajiv  always  takes  the  time  to  answer  questions  and  provide 
details  about  the  trades  we  are  working  on.  When  we  have  encountered  obstacles  to  transactions  or  particular 
structures  (whether  for  legal  or  other  reasons),  Rajiv  is  always  receptive  to  new  ideas  and  working  together  to  develop 
solutions  which  work.  He  is  very  respectful  of  colleagues  and  makes  all  the  functions  which  support  the  business  feel 
valued  and  part  of  a  team. 

Rajiv  has  taken  a  leading  role  in  developing  new  products  and  standard  documentation  in  the  synthetic  ABS  space.  It  Is 
very  rewarding  to  be  involved  as  a  lawyer  in  these  projects  (e.g.,  ISDA  working  groups,  ABX,  CMBX)  knowing  that  Rajiv 
is  engaged  and  actively  supportive  from  the  business  side. 

I  look  forward  to  continuing  to  work  with  Rajiv  in  support  of  our  structured  products  businesses. 
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I  worked  with  Rajiv  on  a  scalable  TRS  and  SIVs.  His  level  of  energy  and  passion  for  work  is  humbling.  He  always 

provides  junior  people  with  sufficient  room  to  perform  their  task  and  takes  them  seriously. 

Rajiv  understands  his  market  exceptionally  well.  He  is  viewed  by  customers  as  a  celebrity  of  the  CDS  space.  His 
explanations  of  how  various  products  work  are  effective,  clear,  to  the  point.    ^^^^ 


still  the  man  to  ask  whenever  you  need  to  figure  out  anything  complex 
thirst  for  knowledge  is  unmatched 

his  respect  from  others  in  the  industry  in  the  synthetics  market  has  been  vital  to  the  development  of  our  market  this 
year  and  GS's  respect  in  the  market 
has  a  work  ethic  that  almost  nobody  can  match 

has  become  increasingly  more  pleasurable  to  interact  with  in  his  new  role  on  the  trading  desk, 
loves  to  be  involved  in  everything  ^^^^^ 


Extremely  knowledable  in  his  product  areas 

Very  involved  in  the  Industry  in  devloping  and  progressing  mtg  dervative  products 

teamwork/partnering  with  other  areas  within  the  firm  to  make  us  industry  leaders  in  mtg  dervative  space 

Rajiv  is  both  internally  and  externally  a  leader  in  this  product.  His  knowledge  not  only  from  a  trading  perspective,  but 

from  a  documentation  perspective  make  him  the  go  to  person  for  all  things  mtg  cd. 

From  an  operations/support  perspective  Rajiv  is  great  to  work  with.  He  is  interested  in  perfecting  this  product/  market  in 

every  aspect  including  how  it  is  supported.  He  is  approachable  and  always  willing  to  answer  quesitons  or  help  resolve 

issues. 


Rajiv  can  be  described  in  one  word:  excellence.  He  is  not  only  a  master  in  his  own  product  line  but  has  knowledge  in 
various  financial  fields.  He  is  a  lead  in  the  industry  helping  direct  dealer  groups  in  both  the  ABS  and  CMBS  markets  to  a 
more  standardized  route.  He  is  also  proactive  in  helping  make  sure  other  teams  within  the  firm  are  comfortable  and 
have  a  voice  in  any  changes  in  the  industry.  This  makes  Rajiv  a  key  player  in  the  market  within  trading  but  also  In  all 
technical  aspects  as  well. 

Rajiv  not  only  is  a  leader  In  the  product  development  but  he  has  also  a  stronghold  in  various  financial  networking 
groups.  He  has  helped  several  other  members  of  the  teams  professionally  grow  serving  as  an  informal  mentor. 
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Incredible  expertise  and  commercial  drive. 
Development  and  leadership  of  index  products  was  outstanding. 
Has  a  significant  impact  across  a  number  of  businesses  and  activities. 
Makes  others  better. 


Rajiv's  strong  technical/project  mgmt  skills  combined  with  an  extraordinary  energy  level  and  infectious  enthusiasm 
make  tor  a  very  potent  combination.  He  has  done  an  extraordinary  job  in  progressing  both  the  SIV  and  the  DPC 
projects  for  the  firm.  He  has  excellent  attention  to  detail  and  is  very  good  at  catching  the  key  drivers  of  risk/economics 
for  the  firm  and  negotiating  the  right  deal  for  the  firm  on  these  points.  It  has  been  a  pleasure  to  work  closely  with  him 
this  year. 


Rajiv  Is  extremely  creative  and  thoughtful  about  thinking  through  new  business  opportunities,  and  his  drive  and 
persistence  help  push  many  of  these  new  endeavors  down  the  path  to  becoming  viable  p&l  generating  endeavors. 

b  provides  strong  and  clear  direction  for  the  support  he 


needsfromStrategies  end  also  appreciates  the  hurdles  involved  in  satisfying  these  requests.  The  milestones  he  helps 

establish  are  reasonable  and  he  is  always  ready  to  help  in  acquiring  business  data  not  readily  available  to  us. 

Communication  -  Rajiv  communicates  clearly  and  effectively.  He  is  good  at  reaching  out  to  others  around  the  firm  and 
keeping  them  in  the  loop.  For  instance  when  working  on  the  new  ABX  product,  he  contacted  me  early  on  to  ensure  the 
appropriate  issues  were  raised  and  discussed  ahead  of  time. 

Teamwork  -  Rajiv  has  built  good  relationships  outside  of  his  core  area.  He  is  collaborative  and  works  well  with  others  to 
arrive  at  mutually  agreeable  outcomes.  This  has  made  our  ability  to  resolve  client  issues  much  more  efficient  and 
effective. 

Judgment/Problem  Solving  -  Rajiv  appropriately  escalates  issues,  and  works  together  to  resolve  them.  He  quickly  gets 
to  the  heart  of  an  Issue,  and  will  quickly  come  up  with  a  proposed  solution. 


As  the  manager  of  CD  documentation  for  NY,  I  support  many  desks  and  many  traders.  Rajiv  is  a  breath  of  fresh  air.  In 
stark  contrast  to  many  of  his  peers  across  other  non-mortgage  desks,  Rajiv  truly  knows  his  product  documentation 
inside  and  out.  There  is  no  amount  of  time  he  wont  spend  educating  people  in  his  area  of  expertise  as  he  understands 
the  value  of  having  everyone  who  supports  his  product  well-informed.  He  is  fiercely  intelligent  and  decisive  when  called 
upon  to  escalate  issues  with  the  Street;  Rajiv  can  always  be  counted  on  to  get  results.  He  is  a  strong  asset  to  Goldman 
Sachs  and  a  pleasure  to  work  with.  ___^__ 


•Rajiv  makes  himself  available  to  the  finance  team  for  calls,  meetings  or  general  business  discussions  -  his  knowledge 
of  synthetic  technology  has  been  value-added  with  clients  on  the  finance  side,  especially  banks 

"Rajiv  was  constructive  on  the  ■■■purchase  and  was  very  helpful  in  assisting  with  documentation  to  ensure  that 
the  resulting  TRS  take-out  was  properly  structuring 

"Rajiv  makes  an  effort  to  come  to  the  27th  floor  for  discussions  and  meetings 


Rajiv  has  an  impressive  understanding  of  the  firm  and  its  resources  and  capabilities. 

He  does  a  great  job  of  ensuring  that  a  particular  project  does  not  stall  and/or  get  hung  up  in  bureaucratic  morass-  no 
small  task  given  the  complexities  of  the  projects  and  the  number  of  various  participants. 
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Rajiv  has  been  a  major  contributor  to  the  development  of  our  ABS  synthetics  business  over  the  last  year.  He  is  a  driving 
force  behind  so  much  of  structure  and  legal  terms  that  have  evolved.  His  leadership  skills  Internally  and  among  the 
dealer  community,  combined  with  his  technical  expertise  have  been  a  critical  factor  in  GS's  leading  role  in  the 
synthetics  business.  He  is  an  important  resource  for  sales  and  clients  alike.  One  client  of  mine  in  particular  w/  which  he 
really  developed  a  good  relationship  istMW  He  cultivated  a  relationship  w/  a  senior  PM  which  has  helped  generate 
cds  business  for  us.  I  also  think  his  work  in  leading  the  charge  for  more  standardized  CDS  on  CDO  docs  has  been  a 
major  breakthrough  for  the  market  this  year.  And  finally,  Rajiv  really  thinks  big  picture  when  it  comes  to  analyzing  an 
acct  and  potential  trades  with  them.  I  hope  to  Involve  him  w/  ACA  for  example. 


Has  a  strong  grasp  of  issues  affecting  the  products  he  covers  and  is  adept  at  coordinating  solutions  among  the  various 
internal  functions  primarily  responsible  for  those  Issues.  He  Is  sensitive  to  these  Issues,  appropriately  raising  and 
working  in  partnership  with  other  areas  to  successfully  address  them. 

Able  to  deal  with  both  the  big  picture  and  the  details  of  a  matter  and  communicate  them  effectively  to  others. 

Very  effectively  assumed  a  market  leadership  role  in  developing  new  and  standardized  products  (single  obligation  ABS 
CDS  and  ABX  CDS). 


Moderate 


Peer 


Rajiv  is  an  extremely  hard  worker,  an  Innovative  thinker,  and  Incredibly  thorough  and  diligent.  As  he  has  been  focused 
on  several  projects  this  year,  Rajiv  seems  in  his  element.  Driving  the  ISDA  and  ABX  process  last  year,  it  was  clear  he 
needed  a  new  focus,  a  new  challenge. 

Even  as  Rajiv  drives  theMIHHHt>rojects,  he  remains  thoughtful  about  managing  the  desk  risk,  managing  client 
relationships,  and  working  with  the  middle  office  and  Marklt  to  streamline  CDS  trade  surveillance. 

Finally,  Rajiv  remains  incredibly  knowledgeable  about  all  aspects  of  our  market  from  the  business,  legal,  compliance, 
and  operations  perspective.  He  is  a  resource  for  the  desk.  


Moderate 


More  Junior 


My  experience  with  Rajiv  revolved  around  the  development  of  the  ABX  and  CMBX  CDS  indices.  Throughout  this 
project,  he  demonstrated  to  me  a  very  deep  knowledge  of  the  product  (vs.  his  peers)  and  his  ability  to  understand  the 
details.  He  was  the  clear  leader  of  this  effort  and  the  street  and,  because  of  this,  the  design  of  the  products  reflects  how 
we  would  have  designed  it  on  our  own.  He  Is  a  good  negotiator  and  displayed  real  skill  In  getting  people  to  come 
around  to  his  view.  He  had  a  good  understanding  when  to  defer  to  others  (me,  legal,  ops,  etc.)  and  was  very  easy  to 
work  with.  He  seems  to  be  extremely  commercial,  but  my  view  of  this  is  somewhat  limited.  Very  creative  and  Innovative. 


Moderate 


More  Junior 


I  have  been  very  impressed  with  Rajiv's  technical  and  client  relationship  skills.  Rajiv  is  very  good  at  communicating 
market  Information  and  complex  trades  to  clients.  Rajiv  has  a  diverse  product  knowledge,  which  makes  him  an 
invaluable  asset  to  the  firm.  For  example,  Rajiv  can  easily  discuss  single  name  ABS  CDS,  complex  ABACUS 
transactions  and  new  business  ventures.BHHHIwith  clients.  Rajiv  is  also  franchise  focused,  and  he's  built  solid 
relationships  with  many  of  my  accounts.  Rajiv  is  very  diligent  about  following  up  on  potential  trade  opportunities,  and  he 
responds  quickly  to  client  questions.  Rajiv  is  hard  working,  diligent  and  commercially  effective. 
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Moderate 
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Moderate 


..  Re"Yje:we.r'sr 
Relationship 
to^Reylewee" 


Peer 
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More  Senior 


More  Junior 


Peer 


vWri 
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Comments     • 


Rajiv  is  extraordinarily  strong  technically.  He  understands  the  capital  markets  generally,  with  specific  knowledge  in 
structured  finance,  trading,  syndication,  credit,  pricing. 

Rajiv  is  the  go-to  guy  on  many  different  topics;  I  rely  on  him  to  inform  my  thinking  on  a  wide  range  of  products,  as  I 
know  he  will  give  me  a  thoughtful  view  on  all  aspects. 

Rajiv  is  not  territorial;  he  tries  to  be  helpful  to  different  areas  of  the  firm. 

No  BS;  all  substance  and  tells  it  like  it  is. 


Extremely  knowlegable  about  the  CDS  product 
Very  intelligent 


-Exceptional  technical  skills. 

-Strong  knowledge  of  diverse  businesses  and  products. 

-Excellent  process  guy  who  is  detailed  oriented.  Works  thoroughly  through  complex  legal  and  regulatory  hurdles  in 

driving  a  deal. 

-Hard  worker  who  tackles  difficult  projects  with  great  enthusiasm. 

-Strong  communicator  and  team  player  who  is  able  to  pull  together  best  of  Goldman  Sachs  quickly.         

Rajiv  is  very  commercial.  He  understands  what  motivates  clients  and  is  willing  to  be  blunt  with  clients  in  pushing  the 
envelope  to  get  to  an  agreement.  This  aggressiveness  is  combined  with  a  very  effective  communication  style  that  is  at 
once  forceful,  but  very  affable.  This  serves  to  get  clients  comfortable  quickly,  while  encouraging  them  to  look  at  the 
most  appropriate  business  issues  at  hand.  Rajiv  has  superior  technical  skills  and  wears  the  mantle  of  leadership  easily. 
He  has  been  very  helpful  with  my  clients,  always  willing  to  take  time  out  for  office  visits  or  dinner  to  drive  more 
business.  He  has  always  been  very  forthcoming  with  me  and  my  clients,  which  saves  time,  effort  and  money.  This 
approach  is  welcome  and  I  think  develops  stronger  relationships  over  the  long-term.  I  look  forward  to  working  with  Rajiv 
in  whatever  roles  he  assumes  inthe  future.  


Very  smart,  thoughtful  and  commercial,  but  also  has  a  solid  understanding  for  legal  and  reputational  risk.  Effective 
negotiator  with  clients  -  he  knows  what  to  push  for  commercially  and  legally,  and  when  we  can  compromise.  Possesses 
good  judgment.  Sees  the  big  picture,  but  also  good  with  the  details.  Excellent  listener  and  seeks  Input  from  other  team 
members  when  making  a  decision.  Observed  these  qualities  through  our  work  on  the  formation  of  a  derivatives  product 
company  and  other  trading  initiatives. 
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-  Rajiv  is  as  usual  a  key  figure  of  our  business,  having  once  again  pushed  the  creation  of  new  markets:  CDS  on  CDOs, 
indices  referencing  ABS  and  CMBS  credit  risk. 

Through  this  exercise  Rajiv  has  pushed  the  dealer  community  to  adopt  standards  that  would  fit  Goldman  very  well 
given  how  our  trading  books  have  been  positioned. 

Goldman's  perception  amongst  our  client  base  is  as  good  as  it  has  ever  been  as  Goldman  is  viewed  as  a  market 
leader,  a  key  innovator  and  a  driver  of  new  businesses,  and  Rajiv  has  contributed  a  lot  to  this  overall  effort. 

Rajiv  looks  at  the  business  on  a  global  basis.  He  is  able  to  take  a  big  step  back,  and  does  not  necessarily  get  stuck  at 
the  micro  level:  the  projects  he  will  focus  on  will  get  the  benefit  of  Rajiv's  global  knowledge  and  understanding  of  the 
structured  products'  markets. 

-  Rajiv  communicates  extremely  frequently,  and  always  makes  sure  that  everybody  is  aware  of  trading  patterns  that  he 
was  able  to  identify  or  market  color  that  he  was  able  to  collect.  He  shares  information  with  his  entire  team  and  is  a  great 
team  player. 

-  Rajiv  also  constantly  pushes  people  to  perform  well,  motivates  his  team  and  is  an  excellent  team  driver.  His  ability  to 
show  enthusiasm,  carry  a  project  by  himself  and  pull  everyone  around  him  to  excel  is  a  rare  skill. 


very  strong  technically,  very  intelligent,  very  commercial  amd  market  savvy 

very  valuable  as  the  representative  of  GS  who  negotiated  the  ABS  CDS  template  with  ISDA  and  the  dealer  community. 

has  a  lot  of  trading  experience  and  insight,  which  is  quite  helpful  for  the  salespeople. 

tremendous  knowledge  of  the  markets,  strong  structuring  capabilities. 

excellent  businessman,  pleasure  to  work  with. ^ 


Rajiv  has  been  instrumental  in  developing  the  CDS  platform  for  both  ABS  and  CDS  and  making  GS  the  leader  in  these 
products.  He  is  an  extremely  valuable  resource  internally  and  externally  for  CDS.  Rajiv  had  numerous  calls  with  many 
of  my  clients  bringing  them  up  to  speed  to  trade,  resulting  in  many  first  looks  on  trades.  


©  Goldman,  Sachs  &  Co. 

Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules 


Page  29  of  36 
Proprietary  and  Confidential 


Date  Report  Processed:  August  30,  2006 

GS-PSI-04092 


oldman 
aciis 


2006  Fixed  Income,  Currency  and  Commodities  Annual  Performance  Review  Process 


Footnote  Exhibits  -  Page  3388 


Reviewee:  Kamilla,  Rajiv  K 


VII.  Written  Comments  (solicited  and  unsolicited)  (Continued) 


Weakness/Actionable  Areas  for  Development 

■   ■            Reviewer 

• 

•  '  Level  of 
Interaction 

'      :     , 

Reviewer's 
Relationship 
to  Rcviewee.' 

•      •       *  -        *        *     .    .                 '                                      ■                 -               '                .                     ij<" 

mm^^m 

Extensive 

Peer 

No  Comments  Noted. 

■mi 

Extensive 

Peer 

Don't  try  to  make  him  a  flow  trader. 

"" 

Extensive 

More  Junior 

One  possible  area  of  development  for  Rajiv  is  that  sometimes  he  can  be  too  blunt  with  his  views,  which  could  potentially 
discourage  others  from  disagreeing  with  him.  Overtime,  Rajiv  could  also  learn  to  become  more  comfortable  with 
delegating  work  to  others,  and  checking  over  work  without  necessarily  having  to  go  through  all  the  details  himself. 

Extensive 

More  Senior 

Rajiv  has  come  an  enormous  way  in  his  interpersonal  skills  in  just  a  few  short  years.  1  remember  years  ago,  1  client 
telling  me  never  to  put  Rajiv  on  the  phone  with  him  again.  Rajiv  let  his  mastery  of  a  topic  blind  him  to  how  he  came 
across  in  conversation. 

The  one  thing  I've  noticed,  is  that  Rajiv  shouldn't  volunteer  information.  1  don't  know  if  it  is  because  he  is  so  damned 
smart,  or  because  he  likes  to  demonstrate  mastery  over  a  topic,  but  sometimes  he'll  answer  questions  that  were  never 
asked.  That  marginal  information  could  oftentimes  be  left  unsaid.  1  can  envision  situations  where  that  could  hurt  the 
firm. 

■^^ 

Extensive 

Peer 

Has  strong  opinions  -  not  shy  to  speak  up  and  often  leading  discussions.  If  anything,  should  from  time  to  time  try  to 
open  up  the  dialogue  more  and  take  into  account  others  viewpoints  when  visions  aren't  directly  aligned. 

Extensive 

Peer 

Rajiv  has  on  occasion  given  the  perception  that  he  views  the  documentation/index  development  projects  as  a  personal 
accomplishment,  rather  than  a  significant  team  accomplishment  of  which  he  is  an  acknowledged  leader.  This  creates 
needless  friction.  Nobody  would  deny  Rajiv  credit  for  his  major  role  in  enhancing  Goldman's  market-leading  franchise  in 
ABS  synthetics.  However  leadership  is  not  the  same  as  ownership.  The  team  would  benefit  from  more  frequent  heading 
of  Rajiv's  insights/views  on  structural  developments/market  trends,  but  Rajiv  has  separated  himself  a  bit  from  the 
trading  desk  (perhaps  this  is  required  for  client  confidentiality  reasons).  As  the  various  structured  products  businesses 
work  more  closely  together  across  former  departments,  Rajiv  should  focus  on  maintaining  more  of  a  "big  picture- 
commercial  perspective  on  how  to  generate  commercial  opportunities  and  idea-sharing  which  will  benefit  the  wider 
franchise  as  well  as  his  specific  transaction  and/or  project. 

Rajiv  also  sometimes  puts  off  salespeople/customers  with  his  verbal  communication  style.  Although  his  technical  skill 
set  easily  outmatches  most  other  people,  sometimes  Rajiv  makes  this  a  bit  too  obvious  which  can  get  in  the  way  of 
getting  business  done. 

^™"" 

Extensive 

More  Senior 

Would  like  to  see  him  in  a  leadership  role  more  often.  1  think  he  is  so  comfortable  being  a  resident  expert  that  we  risk 
him  just  being  a  person  that  is  brought  in  to  projects  instead  of  a  person  who  is  driving  projects.  Terrific  capacity  for  this 
however  so  I'm  sure  he  can  be  a  solid  leader. 

~~ 

Extensive 

More  Junior 

Rajiv  will  always  listen  to  other  people's  ideas  and  suggestions  but  it  is  sometimes  difficult  to  get  a  complete  sentence 
in  when  engaged  in  a  discussion.  1  think  brainstorming  sessions  with  him  would  go  better  on  occasion  if  he  was  mindful 
of  this. 

^■■B 

Extensive 

More  Senior 

No  Comments  Noted. 

^^^^" 

Extensive 

More  Senior 

he  interacts  well  with  clients,  but  needs  to  make  sure  that  he  does  not  lose  his  patience  with  some  of  the  more  difficult 
one  during  the  structuring  process  .... 

m^MHI 

Extensive 

Peer 

N/A 

ii^ 

Extensive 

More  Junior 

Rajiv  is  a  rock  star...who  am  1  to  judge  him? 
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.Comment; 

_____ 
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Rajiv  can  fail  to  service  the  customer  sometimes.  I  feel  that  he  often  forgets  we  are  not  a  prop  desk  and  are  here  to 
facilitate  business  with  our  customer  base.  Occassional^  he  can  be  stubborn  and  combative  when  on  a  calls  with 
customers.  _^^____ 


No  Comments  Noted. 


The  only  thing  I  can  say  here  is  that  Rajiv  is  so  passionate  about  and  involved  with  this  product  that  sometimes  when 
answering  a  question  or  explaining  an  Issue  he  forgets  that  he  Is  the  expert  and  others  may  need  a  little  more 
information/training. 


Rajiv  is  able  to  understand  complex  products  that  very  few  understand.  However,  Rajiv  sometimes  has  difficulty 
explaining  this  to  other  groups  in  ways  they  may  understand.  This  makes  it  difficult  to  help  Rajiv  translate  his  ideas  to 
processes  that  can  be  handled  downstream. __ 


Sometimes  over-thinks  his  contribution  and  activities. 
Periodically  shuts  down  communication. 

Should  continue  to  develop  judgement  on  good  and  bad  business  revenue  opportunities.        

While  he  has  been  very  succesful  on  dioing  a  variety  of  important  projects  around  the  firm  (SIV,  DPC,  Williiam  Street, 
ABS  single  name  trading),  he  has  lacked  the  continuity  of  focussing  on  and  building  a  single  business.  Think  to  take  his 

career  to  the  next  level,  he  would  be  wellserved  by  attaching  himself  to  a  single  business  and  growing  it. 

Rajiv  is  sometimes  too  secretive,  and  doesn't  give  enough  of  the  picture  or  context  for  us  to  understand  what  Is 
happening.  It  makes  it  very  difficult  for  we  strategists  to  coordinate  our  efforts  to  get  relevant  pricing  and  risk  models 
into  usable  shape. 


No  Comments  Noted. 


No  Comments  Noted. 


NA-Unable  to  Judge. 


Rajiv  could  be  more  transparent  about  the  economics  of  trades  executed  in  conjunction  with  ABS  Finance 


No  Comments  Noted. 


No  Comments  Noted. 


No  Comments  Noted. 


Rajiv  sometimes  can  be  too  loud  and  overpowering  when  dealing  with  his  colleagues.  He  can  come  across  as 
condescending  at  times.  Displaying  a  bit  more  tact  and  nuance  will  go  a  long  way  in  furthering  his  career  at  the  Firm. 

Finally,  Rajiv  is  quite  commercial  and  knows  how  optimize  revenue  (especially  on  bigger,  longer  term  projects)  but  I 
would  like  to  hear  his  thoughts  on  the  desks  r  risk,  how  to  build/enhance  our  franchise,  etc. 


Stylistically,  can  be  a  bit  heavy  handed  at  times.  Some  people  I  have  come  across  respect  his  knowledge,  but  feared 
his  response  at  times.  This  could  cause  the  better  answer  to  get  buried. 


Rajiv  should  continue  to  network  with  the  Credit  sales  teams  to  assist  them  in  educating  their  accounts  on  the 
development  of  the  synthetic  ABS  /  MTG  market.  Also,  by  continuing  to  build  his  client  relationships,  Rajiv  will  be  able 
to  help  the  sales  force  identify  strategic  opportunities  with  their  accounts. 
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Peer 
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Rajiv  can  be  a  little  short  in  dealing  with  certain  people  (usually  people  who  manage  his  time  poorly  or  have  not  done 
their  basic  homework  before  asking  him  a  question).  While  I  can  appreciate  this,  it  can  somewhat  undermine  teamwork. 
Would  encourage  somewhat  more  tact,  while  he  should  continue  to  make  sure  he  doesnt  get  taken  advantage  of 
(because  he  is  brilliant,  hard-working  and  does  not  take  credit  for  nearly  as  much  as  he  contributes). 

At  the  same  time,  I  think  Rajiv  can  be  a  little  passive-aggressive;  e.g.,  take  on  large  projects  that  he  doesn't  necessarily 
believe  in  (because  they  are  not  good  for  him  or  not  good  for  GS).  I  would  encourage  him  to  speak  up  on  these  items 
more.  • 


Has  a  tendency  to  get  caught  up  in  the  details  and  loses  focuses  on  the  big  picture 

Can  get  a  bit  emotional/worked  up  in  the  office  and  this  can  affect  his  performance  at  work 

Needs  to  understand  his  audience  when  he  is  talking  about  his  product  -  needs  to  realise  that  he  is  smarter  than  most 

people  on  the  topic  and  sometimes  needs  to  bring  it  down  a  notch  so  others  can  understand  him 


-Seems  to  be  spread  quite  thin  at  times.  Needs  to  get  more  leverage  from  those  around  and  below  him. 

-Appears  to  need  to  be  where  the  action  is  at  all  times,  which  creates  the  risk  of  bouncing  around  too  much  and  not 

focusing  enough  on  any  one  thing  to  really  own  it. 

-Can  overcommunicate  at  times.  Sometimes  less  is  more,  particularly  in  negotiations  where  information  advantage  can 

create  bargaining  leverage.  Prone  to  giving  away  valuable  information  for  free,  which  he  will  need  to  address  if  he 

wants  to  become  a  trader. 

-Needs  to  fully  understand  that  at  this  point  in  his  career  he  needs  to  start  driving  large  revenues.  His  days  of  being 

evaluated  on  raw  skills  and  potential  are  behind  him.  He  can  no  longer  afford  to  spend  his  time  on  projects  that  dont 

come  to  fruition.  


Since  Rajiv  has  been  working  on  specialized  projects  over  the  past  few  months,  I  have  not  had  exposure  to  him. 
Ideally,  he  will  make  himself  and  his  new  projects  more  accessible  in  the  short-term. 


No  Comments  Noted. 


-  Might  want  to  be  more  tolerant  from  time  to  time. 


Rajiv  is  very  smart  and  determined,  but  quite  aggressive  in  negotiations  which  can  sometimes  be  suboptimal  if  the  other 
side  is  sensitive  to  the  tone. 


No  Comments  Noted. 
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Interaction 


Extensive 


Extensive 


Extensive 


Extensive 


Reviewer's 
Relationship' 

to  Reviewed-; 


Peer 


if  he  can  maintain  his  positive  momentum  in  terms  of  attitude  adjustment,  team  play,  and  appropriately  deploying  his 
skill-set,  the  sky  is  the  limit. 


Peer 


More  Junior 


More  Senior 


No  Comments  Noted.  ' 

Please  make  sure  that  even  though  Rajiv  is  focusing  on  special  projects,  and  these  might  have  low  visibility  outside 
those  people  who  are  in  the  know,  he  gets  the  recognition  that  he  deserves.  These  projects  might  take  1-5  years  to 
come  to  fruition  or  be  harvested.  But  unless  you  praise,  reward  and  acknowledge  people  like  Rajiv,  it  II  be  hard  to  keep 
the  talented  people  necessary  to  push  these  unusual  businesses  forward. 


No  Comments  Noted. 


Extensive 


Extensive 


Extensive 


Extensive 


Extensive 


Moderate 


Moderate 


Moderate 


Moderate 


More  Junior 


Rajiv  has  helped  the  ABS  market  grow  and  develop.  He  has  worked  with  Marklt  and  ISDA  taking  a  lead  in  almost  all  the 
developments  in  the  mortgage  synthetic  market.  He  is  well  recognized  and  looked  to  as  a  innovator/leader  within  the 
market  due  to  this  leadership. ^ 


More  Senior 


More  Junior 


Peer 


Peer 


Peer 


Peer 


Peer 


Peer 


No  Comments  Noted. 


No  Comments  Noted. 


No  Comments  Noted. 


No  Comments  Noted. 


No  Comments  Noted. 


No  Comments  Noted. 


No  Comments  Noted. 


No  Comments  Noted. 
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Moderate 


Moderate 


Moderate 


Moderate 


Moderate 


Moderate 


Moderate 


Limited 


Peer 


No  Comments  Noted 


Client 


No  Comments  Noted. 


Peer 


Rajiv  is  an  asset  to  the  desk  with  his  hard  work  and  know  how.  His  ability  to  execute  and  coordinate  complex 
transactions  and  projects  is  second  to  none. 


More  Junior 


More  Junior 


Peer 


Peer 


More  Senior 


More  Junior 


Peer 


More  Senior 


More  Junior 


Peer 


No  Comments  Noted. 


No  Comments  Noted. 


No  Comments  Noted. 


No  Comments  Noted. 

-Overall  Rajiv  is  a  tremendously  talented  guy  who  is  quite  a  pleasure  to  work  with.  Rajiv's  extremely  positive  attitude  is 

quite  refreshing.  He  is  the  kind  of  person  others  want  to  see  do  well  at  GS. 


No  Comments  Noted. 


No  Comments  Noted. 


No  Comments  Noted. 


No  Comments  Noted. 


No  Comments  Noted. 
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FIXED  INCOME,  CURRENCY  AND  COMMODITIES  INDIVIDUAL  REVIEW  BOOK 


Reviewee  :  Kamilla,  Rajiv  K 


Title  : 

Review  Criteria  : 

Business  Unit : 

Department : 

Region  : 

Date  of  Hire  : 

Primary  Manager : 

Co  -  Manager  1  : 

Co  -Manager 2  : 

Co  -  Manager  3  : 

Co  -  Manager  4  : 

Mentor : 


VP 

FICC-Vice  President 

Mortgages 

SPG  Trading 

Americas 

14-JUL-97 

Swenson,  Michael  J 

Lehman,  David  A 

Birnbaum,  Josh  S 

Sparks,  Daniel  L 


THE  PURPOSE  OF  THIS  REVIEW  MATERIAL  IS  FOR  PERSONAL  DEVELOPMENT.  IT  IS  NOT  INTENDED 

FOR  DISCLOSURE  OUTSIDE  THE  FIRM. 


Title  Description:  VP=Vice  President/Executive  Director;  AS=Associate;  AN=Analyst;  EX=Exempt;  NX=Non-Exempt 

As  you  review  feedback  information,  you  should  be  alert  to  instances  in  which  an  individual  has  received  an  unusually  negative  comment  or 
low  score  on  the  "Compliance"  or  "Diversity  and  Equitable  Treatment"  questions.  Please  consider  whether  the  response  requires  follow-up, 
including  consultation  with  a  more  senior  manager,  a  Compliance  professional,  Employee  Relations  representative  or  other  individuals. 
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Table  of  Contents 

I.  Reviewer  Information 

II.  Performance  Review  Rank 

III.  Review  Category  Rating  Comparison 

IV.  Distribution  of  Ratings 

V.  Detailed  Reviewer  Feedback 

VI.  Self  Evaluation 

VII.  Written  Comments 

VIII.  Training  Transcript 


Report  Configurations 

1.  Peer  Group  =  all  employees  who  share  the  same  title,  across  the  division,  as  the  reviewee  and  are  rated  on  the  same  review  criteria. 

2.  All  averages  in  the  report  do  not  include  ratings  from  the  self  evaluation. 
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VI.  Self  Evaluation 


jllslll^i!ipj^^ 

;■  ■.  i   il-'-.g 

Technical  Skills 

5.00 

Communication  Skills 

4.00 

Judgment/Problem  Solving 

5.00 

Teamwork 

5.00 

People  Management 

4.00 

Compliance 

5.00 

Diversity  and  Equitable  Treatment 

4.00 

Franchise  Contribution 

5.00 

Leadership 

5.00 

Overall  Commercial  Effectiveness 

5.00 

Overall  Professional  Performance 

5.00 

Cumulative  Average 

'.. 
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VI.  Self  Evaluation    (Continued) 


Self  Evaluation 


Review  Criteria 


■■■•  ■'.  -  ■;■ 


Overall  Performance 
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.         •    •  Comments  '         ..         •    "    ,       .-  .     r 


During  the  past  12  months,  I  have  made  significant  contributions  to  GoldmanOs  structured  products  franchise. 

1.  Structured  Products  Synthetics 

Continue  to  play  a  significant  role  in  establishing  GS  as  the  dominant  and  pre-eminent  structured  products  synthetics  franchise. 
Goldman  has  a  hefty  market  share  in  the  structured  products  synthetics  market  estimated  currently  to  be  at  well  In  excess  of 
$1  trillion  of  notional.  The  business  is  expected  to  generate  significant  revenue  for  the  structured  products  trading  desk  in  FY  2007. 
In  addition,  GS  continues  to  be  viewed  as  the  primary  thought  leader  in  the  structured  products  synthetics  market,  not  only  by 
clients  and  but  also  by  its  competitors.  Goldman  has  recently  been  recognized  as  the  #1  franchise  in  ABS  Synthetics  by  Risk 
magazine  survey. 

0  Played  a  prominent  role  in  the  development  and  launch  of  the  TABX  indices  in  February  2007 

a.  Represented  GS  in  the  inter-dealer  consortium    "  • 

b.  Played  a  leadership  role  within  the  working  group  -  in  structuring  the  indices,  in  developing  consensus  amongst  trading  desk 
representatives  in  the  consortium,  quotation  convention,  naming  convention,  etc. 

c.  Relied  on  as  the  primary  product  protagonist  by  the  other  trading  partners  in  the  dealer  consortium  and  Markit,  the  index 
administrator,  based  on  breadth  of  structured  finance  and  credit  derivatives  experience  and  knowledge 

d.  Coordinated  the  global  marketing  and  successful  launch  of  the  TABX  indices  on  behalf  of  the  dealer  consortium  0  created  and 
presented  the  TABX  launch  webcast  along  with  Markit  and  trading  desk  counterparts  from  other  dealer  firms 

e.  Coordinated  the  full  gamut  of  GS  response  to  the  launch  0  ensuring  that  Trading,  Strategy,  Sales,  Operations,  Legal 
&Technology  resources  were  adequately  prepared  and  geared  in  preparation  of  the  launch;  GS  executed  more  TABX  trades  than 
any  other  Street  firm  on  the  launch  date 

D  Continued  to  enhance  our  trading  dominance  in  single  name  ABS  synthetics  and  ABX  indices 

a.  Primary  thought  leader  and  creator  of  the  ABX  indices  in  Jan  2005 

b.  Continue  to  lead  the  ABX  dealer  consortium  on  all  product  and  trading  revision  discussions 

c.  Instrumental  in  GS  being  identified  as  the  thought  leader  and  product  champion 

0  Continued  to  spearhead  the  build-out  of  Operations,  Strategy  and  Technology  functionality  to  support  our  business  both  within  GS 
and  also  at  the  industry  level 

a.  Created  product  vision  for  RCD  (Reference  Cashflow  Database)  for  ABS  CDS  and  its  subsequent  launch  by  Markit  0  a 
third-party  platform  providing  for  standardized  settlement  amounts  of  loss  and  recovery  payments  thereby  reducing  disputes  and 
breaks 

b.  Guided  the  ISDA  process  for  all  ABS  CDS  being  settled  on  DTCC 

0  Primary  spokesperson  for  GS  in  the  ISDA  taskforce  related  to  the  standardization  of  terms  and  market  practice  on  trading  of  ABS 

CDS 

a.  Continue  to  play  a  prominent  and  primary  role  in  guiding  the  development  of  ABS  CDS  0  product  definition,  trading  guidance, 

amd  operational  and  settlement  standards  for  the  industry 

0  Represent  GS  in  presenting  ABS  synthetics  -  product  developments  and  trading  in  industry  panels  and  conferences 

2.  Property  Index  Derivatives  Trading  business 
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VI.  Self  Evaluation    (Continued) 


Self  Evaluation 


Review  Criteria  --S 
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:C6rnments .  ■; 


0  Launched  the  US  Property  Index  Trading  business  in  Spring  2007 

a.  Executed  several  initial  derivatives  trades  in  US  residential  and  commercial  property  derivatives 

b.  Involved  in  product  marketing  with  clients  and  sales  people 

0  Lead  a  consortium  of  Wall-street  firms  in  creating  standardized  terms  for  the  trading  of  property  index  derivatives 
a.  Publication  of  2007 ISDA  Property  Index  Derivatives  Definitions  in  May  2007 

3.  Initiation  of  Australian  mortgage  effort 

D  In  the  process  of  developing  working  joint  venture  between  the  Mortgages  and  GSJBWere  to  exploit  mortgage  related 

opportunities  In  Australia/New  Zealand 

a.  Focus  to  span  trading,  principal  Investment,  agent  banking  and  platform  building 


5.  Initiation  of  an  SIV  business 

a.  In  process  of  seeking  mandates  for  GS  to  partner  with  a  select  group  of  asset  managers  to  establish  SIVs 

b.  GS  will  structure  SIV;  place  capital  notes  through  its  structured  products  syndicate  and  be  the  lead  ABCP  agent 

c.  GS  revenue  potential  $50mm+ 
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Self  Evaluation 


.  RevlewXrlteria  . 


Unfulfilled  Accomplishments 


Career  Development  Plans 


Other  Issues 


m 


■ft  Comments 


7.  Risk  Finance 


i.  Assisting  AFG,  ABS  Finance  and  Residential  Finance  bankers  in  pitching  synthetic  securitizations  to  banks  and  finance 
companies 
b.  Exploring  risk  sharing  opportunities  with  mortgage  reinsurers  with  GS  acting  as  principal 


.  I  have  been  quite  satisfied  with  my  contributions  to  the  Structured  Products  business  over  the  past  12  months  (see  details 
above). 

2  Several  of  the  trades/ventures  that  are  being  pursued  require  a  significant  amount  of  effort  and  extensive  investment  In 
resources  and  time  (including  over  multiple  business  cycles).  Some  of  these  trades  are  expected  to  close  in  late  2007  or  in  2008 
(see  related  discussion  point  below). 

3  In  addition  some  of  my  focus  has  been  in  Initiation  of  trading  businesses  and/or  building  new  business  platforms  -  which  are 
expected  to  result  In  revenue  opportunities  for  Structured  Products  Trading  and/or  the  broader  Mortgages  business  over  several 
years  thereafter 


1 .  Enhancement  of  career  trajectory  at  Goldman  Sachs  given  my  performance  and  my  significant  contributions  to  the  Structured 
Products  Trading  business. 

a.  Desire  to  take  ownership  of  a  business  and  the  chance  to  grow  it  in  scale  and  profitability 

b.  Discuss  interest  in  heading  a  formal  New  Products  &  llliquids  Trading/Business  desk  within  Mortgages 

c.  Promotion  to  Managing  Director  in  2007 

2.  Continue  to  provide  effective  leadership,  mentoring  and  stimulating  work  experience  to  my  colleagues  and  my  project/deal  teams 


1  Confirm  management  expectations  for  my  contributions  over  the  next  12  months 

2  Confirm  buy-in  of  management  given  the  significant  execution  risk  of  each  of  the  trades/business  ventures  that  we  are  pursuing 
and  the  significant  amount  of  effort  and  extensive  investment  in  resources  and  time  (some  possibly  over  multiple  annual  cycles) 

3.  Discuss  parity  of  management  expectations  and  their  assessment  of  my  contributions  and  performance  vis-a-vis  self 
assessment  of  my  performance  and  contributions 

4.  Alignment  of  my  compensation  trajectory  with  my  performance  and  contribution  to  the  business  unit 
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VII.  Written  Comments  (solicited  and  unsolicited) 
Feedback 


Top  Strengths 


■:;,■•;;;■■    .  •".'''/■    v.. 
Pinewor 


"mi 


iM 


m 


^beyelfplfj 
interaction* 


i Relationship/to 
Reviewee*-   •" 


Extensive 


Extensive 


Extensive 


Extensive 


Extensive 


More  Junior 


1.  deserves  emormous  credit  for  building  our  highly  profitable  structured  products  business  at  GS.  he  Is  the  public  face  of 
these  businesses  and  reflects  very  well  on  the  firm. 

2.  he  has  a  diverse  portfolio  of  contributions,  some  of  which  have  or  will  pay  off  big  for  the  firm,  one  of  the  few  people 
capable  of  generating  enormous  revenues  for  the  firm  with  new  initiatives. 

3.  extremely  creative  and  hard-working 

4.  very  rangey,  a  key  go-to  resource. 

4.  has  become  extremely  team-oriented,  a  real  pleasure  to  work  with. 

5.  displays  very  sound  Judgement,  very  efficient 


More  Senior 


Peer 


More  Junior 


Peer 


Extensive 


Peer 


?-,m«. 


Creativity  -  one  of  the  most  innovative  problem  solvers  I  have  woked  with  (supported  by  a  lot  of  substance  as  well) 

Technical  acumen  -  world  class 

Rigor  -  prosecutes  situations  with  unparalled  tenacity  and  will  drill  as  deep  as  necessary  to  get  the  answers/solutions 


Very  good  communicator 

Excellent  technical  skills 

Good  focus  on  innovation 

Excellent  approach  to  seeking  out  opportunities  with  GS  clients 

Good  team  player 


Rajiv  is  someone  who  I  very  much  respect  and  also  enjoy  working  with,  because  of  his  soundjudgment  jind  commercial 
effectiveness! 


In  addition  to  his  ability  to  see  the  big  picture,  one  of  Rajiv's  greatest  strengths  Is  the  meticulous  and  comprehensive 
approach  he  uses  to  analyze  every  potential  investment.  He  has  high  expectations  for  himself  and  others,  thoroughly 
explores  every  avenue,  yet  constantly  thinks  about  what  angles  he  might  not  yet  have  thought  of.  This  comprehensive 
approach  has  helped  us  to  make  money  by  making  sure  we  put  money  to  work  in  ideas  in  which  we  have  the  highest 
conviction  and  avoid  losing  money  in  dicier  trades. 

Because  he  views  are  always  backed  up  with  thoughtful  analysis,  Rajiv  is  always  able  to  have  great  conviction  In  his  Ideas, 
and  he  is  not  afraid  to  express  an  out  of  consensus  opinion  to  those  both  more  senior  or  Junior  to  him. 

Rajiv  is  also  extremely  proactive  about  keeping  everyone  on  the  desk  informed  real  time  with  relevant  market  and  trading 

color,  something  that  is  invaluable  during  this  period  of  market  volatility. ___^^K__ 

Rajiv  straddles  two  worlds  because  though  he  is  in  the  securities  division,  he  has  spent  over  a  year  working  on  the  HiV 
MMBwhich  is  more  of  an  investment  banking  timeframe.  He  has  manuevered  well  through  the  rating  agency  hurdles  and 
ourPartner-s  political  and  business  delays.  He  has  demonstrated  how  effective  he  is  at  handling  difficult  situations  and 
synthesizing  solutions  to  heretofore  unseen  issues.  His  attention  to  detail  helps  to  keep  the  project  on  track  and  enables  all 
the  teammates  an  opportunity  to  add  to  the  project. 


Rajiv  continues  to  show  a  great  amount  of  energy  and  commitment  to  the  business.  His  focus  on  new  opportunities  across 
markets  combined  with  a  very  solid  background  experience  and  structuring  skills  make  him  anexcellent  resource  to  thp 
firm.  Takes  responsibility  for  projects,  reliable  and  gets  things  done.  His  continued  work  on  ■■■■and  focus  on  thr* 
business  are  perfect  examples  In  this  respect. 
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VII.  Written  Comments  (solicited  and  unsolicited)    (Continued) 


Top  Strengths 


kRevleweri 


v;Leyel;o|,r 

Interaction! 


Extensive 


Extensive 


Extensive 


Extensive 


Reviewer'' 
p':l-iii'jv-.hi»  't- 


Peer 


Peer 


More  Senior 


Peer 


Extensive 


More  Senior 


isfffikSi-iMk 


CeiTii.ten'y      r  ' 


Rajiv  has  leveraged  his  relationships  and  strong  profile  within  the  firm  to  create  a  unique  role  for  himself.  Whether  you  call  it 
new  products  or  proprietary  investments,  it  is  pretty  clear  that  Rajiv  is  an  obvious  candidate  whenever  building  complex 
transactions  or  products  from  scratch  is  called  for.  He  knows  how  to  maximize  his  leverage  in  the  GS  organization,  bringing 
together  various  groups/committees  and  working  with  his  small  time  to  crank  out  a  lot  of  interesting  business  In  a 
compressed  lime  frame. , 


-excellent  resource,  especially  concerning  new  industry  developments 
tries  to  keep  team  involved  with  all  aspects  of  transactions  and  projects 
industry  leader  in  development  of  new  products 


(1)  Commercial  -  Rajiv  is  consistently  seeking  to  build  out  the  mortgage  franchise,  whether  internationally,  synthetically, 
through  principal  investments  or  through  agented  transactions 

(2)  Can  do  attitude  -  Rajiv  has  a  can  do  attitude  with  regard  to  any  task  that  is  put  in  front  him;  namely,  whether  looking  at 
second  loss  risk  for  a  mortgage  insurance  provider,  an  investment  in  a  company  that  takes  on  HPA  risk  internationally, 
delivering  information  to  the  SEC  about  a  potential  issue  in  the  synethtics  market 

(3)  Effective  mentor  -  Rajiv  is  an  effecitve  mentor  in  a  number  of  ways:  (a)  he  builds  up  junior  people  by  giving  them  the 
building  blocks  and  leverages  them  but  always  provides  an  appropriate  back  stop,  (b)  he  Is  quick  to  identify  strong  technical 
talent  and  (c)  he  is  constantly  looking  to  move  strong  junior  people  into  more  commercial  seats 

(4)  Culture  carrier  -  Rajiv  is  the  consummate  culture  carrier:  (a)  he  thinks  about  the  franchise,  (b)  trains  and  supports  junior 
people,  (c)  develops  strong  relationships  and  is  trusted  by  clients,  (d)  is  a  resource  for  others  at  the  firm  and  outside  the 
firm 


I  have  spent  a  good  amount  of  time  w/  Rajiv  lately  and  enjoy  working  with  him.  Rajiv  displays  excellent  judgment  In  dealing 
with  internal  and  external  issues  and  steps  up  to  take  ownership  of  a  task.  On  Project  BigCo,  Rajiv  provided  strong  trading 
leadership  in  dealing  with  operational,  booking  and  risk  mgmt  issues.  He  is  very  effective  at  navigating  through  the  trading 
side  of  the  firm  and  offers  helpful  advice  in  many  situations. 


Rajiv  is  a  valuable  member  to  any  team  he  is  on. 


Excellent  at  delegating/managing  the  various  projects  he  is  Involved  with 

Unparalleled  breadth  of  knowledge  and  work  ethic 

Creative  across  markets  -  has  done  an  awesome  job  spearhearding  our  DPC  and  SIV  effort 

Has  a  tremendous  network  across  the  Firm 

Everybody  loves  him  and  nobody  can  anyone  keep  up  with  him  ?? 
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VII.  Written  Comments  (solicited  and  unsolicited)    (Continued) 


Top  Strengths 


FoVl9«.*f         • 


.-  Level  of." 
interaction 

i 


'Relationship  to : 

'.    -  . 


Extensive 


Extensive 


Extensive 


Extensive 


More  Senior 


Peer 


Peer 


Peer 


Had  the  opportunity  to  work  closely  with  Rajiv  as  part  of  the  project  Rightway  team.  One  of  the  strongest  VPDs  I  have  ever 
worked  with  at  the  Firm.  Commands  the  respect  of  the  team  (both  Junior  and  senior  members)  well  beyond  his  years.  Acts 
like  and  carryOs  himself  like  a  MO.  All  of  the  following  where  clearly  demonstrated  as  key  strengths  over  the  entire 
transaction  process: 

0  Very  strong  technical  skills 

0  Great  work  ethic 

0  Very  commercial  ..  ,,,_,,,_,         ,_  i 

D  Great  communicator  -  very  thoughtful  and  concise  /  ability  to  make  clear  points;  can  explain  complicated  things  simply 

D  Very  user  friendly. 


Rajiv  has  done  a  tremendous  job  of  spearheading  new  products,  encouraging  market  standardization  and  pursuing 
private-side  deals  in  the  securitized  product  space.  To  enumerate: 

His  leadership  In  creating  ABX,  CMBX  and  TABX  last  year  brought  the  sort  of  market  transparency  that  Goldman  believed 
would  be  helpful  to  the  firm  and  possibly  harmful  to  some  other  established  ABS  players.  When  subprlme  melted  down,  the 
transparency  indeed  did  help  the  firm  and  did  hurt  some  other  firms.  It  also  made  the  entire  meltdown  more  transparent  for 
the  investment  world,  drawing  in  players  from  all  sectors  and  creating  an  unprecedented  media  frenzy.  ABX  also  made  it 
clearer  where  ABS  synthetic  and  cash  trades  should  be  marked,  which  given  the  size  of  our  books  was  helpful  in  its  own 
right. 

Similar  leadership  in  the  property  derivatives  space  led  to  the  creation  of  global  ISDA  standards  for  property  Index 
transactions.  Here  the  results  have  been  commercially  less  satisfying,  owing  mainly  to  the  current  reliance  of  the  business 
on  a  number  of  small  vendors  in  the  property  index  space.  We  are  nonetheless  optimistic  that  the  business  will  take  off  in 
the  coming  18  months  and  that  the  investment  of  time  will  pay  off. 

*  Rajiv's  work  on  equity-linked  product  showed  an  attention  to  legal  and  transactional  detail  that  I  think  Is  critical  for  serious 
structured  products  players. 


That  is  In  addition  to  his  work  on  thel 
about. 


landontheill-fatedl 


|and  any  number  of  other  projects  I  don't  know 


He  is  also  very  entertaining  and  fun  to  work  with,  and  a  natural  as  a  mentor. 


No  Comments  Noted. 


Really  smart  guy  and  broad  thinker,  with  extensive  expertise  across  the  ABS  space.  Over  the  years  have  worked  with  him 
on  a  variety  of  projects  in  different  areas  and  have  always  found  him  to  be  thoughtful  and  hard-working.  In  the  last  year, 
have  worked  closely  with  him  on  the  «■■■»  which  he  has  been  an  effective  negotiator,  with  good  judgment  and 
focus  on  advancing  the  firm's  interests.  A  real  team  player  and  a  pleasure  to  work  with,  with  an  excellent  sense  of  humor. 
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Top  Strengths 


m 

R<  Vi  •«"! 


mm 


Lev  ■  I  of 
Interaction- 


Review-  r\ 
Relationship  !-_ 


Extensive 


Extensive 


Extensive 


Extensive 


Extensive 


•'Reviewee!'; 


Peer 


Product/Business  Knowledge 
Teamwork 

I  have  worked  closely  with  Rajiv  for  5  years,  first  on  the  CDO  new  issue/structuring  side  and  then  when  he  moved  over  to 
begin  Mortgage  Derivative  business.  Kamilla  is  arguably  one  of  the  most  knowledgeable  and  well  versed  people  at  the  firm 
on  Mortgage  Derivs  -  he  knows  the  contracts  and  economics  better  than  the  flow  traders  who  are  trading  it.  He  is  the  "go  to 
person"  when  any  issues  arise  in  this  space  and  is  often  called  upon  in  Industry  forums  to  speak  and  provide  guidance. 

Over  the  past  2  years,  this  business  as  seen  explosive  growth  and  Rajiv  has  been  at  the  center  of  many  new  products 
offering  in  this  space  . 

One  of  the  things  that  further  makes  Rajiv  stand  out  is  his  awareness  of  all  the  infrastructure  and  downstream  support  that 
is  required  for  this  business.  To  that  end  ,  he  has  proven  to  be  a  great  partner  -  reaching  out  where  appropriate  and 
proactivley  consulting  with  others  to  make  sure  that  we  are  not  only  in  the  loop  ,  but  that  we  have  the  most  effective  tools  to 
manage  the  business. 

He  is  fiercely  intelligent,  proactive  and  a  huge  contributor  to  this  business.  


More  Junior 


More  Junior 


More  Senior 


More  Junior 


,*  "      ■   •      "    ,:      .      .      Communis 


wmm 


Rajiv  is  pivotal  in  creating  new  business  in  the  structured  products  space.  This  has  been  something  Rajiv  has  focused  and 
excelled  in  continually.  He  is  instrumental  in  driving  the  growth  and  start  up  of  new  businesses.  His  knowledge  is  ever 
expanding  ranging  from  knowledge  about  products  and  processes.  I  have  worked  wjth  Rajiv  in  various  capacities  from  the 
perspective  of  the  synthetic  market  as  well  as  international  projects.  In  both  situations,  Rajiv  has  been  a  key  driver  of 
ensuring  that  each  and  every  aspect  of  the  project  is  thoroughly  looked  into  and  explored. 

Rajiv  not  only  helps  the  business  grow  in  terms  of  products  but  he  also  is  concerned  about  the  people  he  interacts  with.  He 
has  acted  as  a  mentor  to  many  and  has  been  a  guide  to  various  people  throughout  their  careers.  He  takes  Interest  in 
other's  growth  and  has  become  someone  others  have  come  to  look  towards  for  guidance  in  their  careers. 


Rajiv  has  excellent  structuring  skills  and  a  very  broad  knowledge  base  across  legal,  accounting  ,  rating  agency  and  market 
instruments.  He  is  a  very  energetic  particpant  in  group  transactions  and  is  very  diligent  on  following  up  on  trades.  He  Is  also 
very  thoughtful  on  issues  and  provides  very  good  analysis  with  his  answers. , 


-  team  player 

-  outstanding  technical  skills 

-  extremely  creative 

-  market  leader  in  the  derivative  space 


Very  knowledgeable  of  the  business,  have  never  heard  a  question  he  does  not  know  the  answer  to 
Aggressive  at  pushing  for  the  Interests  of  the  firm,  never  listens  to  the  word  "no"  if  he  thinks  there  is  a  viable  solution 
Has  developed  a  very  deep  network  at  GS,  knows  people  around  the  firm  in  many  different  groups 
|  Very  quick  learner 
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J 


Top  Strengths 


Reviewer ' 


'Level  of . 
Interaction 


Moderate 


Moderate 


Moderate 


Moderate 


Moderate 


Moderate 


Moderate 


Moderate 


Reviewer's'  ' 

Relationship  to 

Reviewee  ,-?\ 


Peer 


More  Junior 


Peer 


Peer 


More  Junior 


Peer 


Peer 


Comments , 


Communication  -  reaches  out  to  various  groups  when  necessary,  pulls  in  the  right  people  to  make  decisions, 
communicates  the  Issues  and  solutions  concisely 

Problem  Solving  -  thinks  of  creative  solutions,  gets  the  necessary  information  from  around  the  firm  to  help  solve  problems 

Rajiv  has  developed  good  relationships  with  Credit,  which  has  allowed  us  to  work  together  through  a  difficult  market 
environment  and  find  the  right  balance  between  protecting  the  firm  and  doing  business. __ 


My  staff  supports  many  trading  desks  across  Credit  and  Equity  Derivatives  -  Rajiv  is  a  true  stand-out  In  so  many  ways.  He 
is  fiercely  intelligent,  always  accessible  and  a  thorough  pleasure  to  interact  with.  He  appreciates  the  risk-mitigation  role  of 
Operations  and  builds  relationships.  Beyond  these  strengths,  the  contribution  Rajiv  makes  to  the  Dealer  community  is 
immeasurable.  There  isn't  an  ISDA  Conference  I  attend  where  people  don't  know  him  and  tell  me  how  much  they  respect 
him.  People  look  to  him  Streetwide  for  answers.  I  feel  extremely  fortunate  to  have  him  here  at  GS  and  to  work  with  him 
personally. 


Extremely  knowledgable  from  the  most  general  to  the  most  specific.  If  someone  is  looking  for  an  answer  to  something, 
chances  are  that  Rajiv  will  know  it...and  he  will  know  even  more  about  it  than  you  needed  to  know 

Rajiv  has  the  rare  ability  to  synthesize  complicated  facts  and  explain  them  In  a  clear,  concise  manner 

Outstanding  with  clients  -  he  impresses  them  with  his  deep  thorough  understanding...and  he  gets  them  to  like  and  trust 
him.  A  rare  combination  that  is  invaluable 


Franchise  contribution/Technical  Innovation 

-  Rajiv  is  definitely  a  leader  in  new  idea  and  product  generation.  He's  able  to  tackle  the  most  complex  of  products  and  is 
effective  at  looking  into  innovative  ways/strategies  for  the  clients  and  the  firm  to  enter  into  profitable  trades. 

-Rajiv  is  also  very  responsive  to  sales  people  when  they  have  client  requests/want  to  schedule  calls.etc.  He  always  makes 
the  time.  As  an  example,  we  had  a  long  call  on  property  derivatives  with  one  of  my  clients,  and  another  about  SIV 
structures  w/  one  of  my  hedge  funds.  Both  clients  found  the  calls  very  helpful. 

-  Rajiv  has  also  been  good  about  spotting  important  market  news/articles  (as  an  example,  re:  the  monolines  and  my  client 
ACA),  summarizing  them,  and  then  sharing  the  Information. _____ 


No  Comments  Noted. 


Rajiv  is  working  closely  with  one  of  my  clients  to  set  up  a  SIV.  He  has  spent  many  hours  instructing  and  educating  TCW  on 
the  process.  He  is  an  expert  on  the  structure  and  my  client  is  very  happy  to  be  working  with  him.  When  synthetic  trading 

was  in  Its  infancy,  Rajiv  was  the  expert  for  all  our  clients. 

Rajiv  Is  very  technical  and  analytical.  He  has  a  very  good  grasp  on  how  structured  finance  deals  work.  Rajiv  has  also  been 
a  valuable  resource  on  the  trading  desk,  as  part  of  the  _|_____H_Rajiv  provided  good  contacts  within  the  firm  as 
it  related  to  operational  challenges.  Rajiv  also  served  as  good  conduit  of  information  to  the  "26th  floor".  Rajiv  was  the 
ultimate  team  player  when  making  sure  the  entire  team  received  exposure  for  the  work  they  were  doing  on  the  transaction. 
I  always  enjoy  working  with  Rajiv  because  he  communicates  very  directly  and  concisely. 


More  Senior       n0  Comments  Noted. 
L 
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VII.  Written  Comments  (solicited  and  unsolicited)    (Continued) 


Top  Strengths 


Reviewer,". 


,Level;Of-." 
Interaction': 


!y .: Reviewer's  .;'• 
Relationship  id 

"  :;Revlewee*\'. 


Moderate 


Moderate 


Moderate 


Moderate 


Peer 


More  Senior 


More  Junior 


More  Senior 


'■  Comments. 


-extremely  user  friendly  -  sees  big  picture 

-franchise  oriented  -  wants  to  get  good  profitable  trades  done  -  makes  them  happen 

-great  team  player 

I  was  really  a  pleasure  to  work  with  him  on  the MMBHBHi  He  was  committed  to  making  it  all  happen, 
worked  hard  and  was  extremely  respectful  of  our  relationship  with  the  client.  I  real  pleasure  to  work  withl 


Rajiv  is  extremely  thoughtful  and  intelligent  in  approaching  situations,  but  yet  very  approachable  and  willing  to  do  whatever 
it  takes  He  does  not  take  credit  for  enough  of  what  he  does,  but  is  Integral  to  both  the  trading  and  finance  businesses 
within  Mortgages.  Rajiv  adds  tremendous  value,  In  that  he  can  be  thrown  into  virtually  any  complex  situation  and  figure  it 
out:  Rajiv  exhibits  good  teamwork,  and  Is  willing  to  explain  things  to  everyone.  He  Is  doing  a  better  job  communicating  with 
others  about  what  he  is  doing  and  what  is  going  on  in  the  market  that  is  relevant  to  our  business. 

In  the  past  Rajiv  was  at  times  overly  negative  or  somewhat  terse  in  dealing  with  others.  I  believe  he  has  matured  In  that 
respect,  and  has  developed  a  more  positive  demeanor,  and  acts  as  an  owner  of  the  business  and  a  leader.  Rajiv  should  be 
promoted  to  MP. _^ 


The  following  are  the  most  effective  aspects  of  Rajiv's  performance: 

1)  Very  effective  problem  solver  -  Rajiv  played  a  key  role  during  theMHVHHBIh!?lPin? the  leam  structure  the 
transaction  and  negotiate  terms  and  conditions.  His  insights  into  structuring  this  very  complex  and  unique  transaction  were 
invaluable  to  the  team. 

2)  Steps  up  to  provide  leadership  in  difficult  situations  -  At  several  difficult  times  during  the  ■^MiHSM^i"' 
stepped  up  to  provide  leadership.  In  particular,  when  the  deal  was  about  to  fall  apart  because  the  team  could.not  develop  a 
consensus  view  internally,  Rajiv  developed  an  alternative  economic  proposal  that  addressed  the  needs  of  the  client  while 
satisfying  GS'  risk  parameters. 

3)  Encourages  junior  team  members  to  get  Involved  and  make  a  contribution 


N/A 
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Actionable  Areas  for  Development 

L ■•■-,-■  i  r-l 
Interaction 

Reviewer's 

>   ■. 

ReidtionshiptO' 
""  Reviewee    '• 

A^H^ 

Extensive 

More  Junior 

No  Comments  Noted. 

— ~ 

Extensive 

More  Senior 

Brevity  -  clear  communicator,  but  could  be  more  economical  with  time 

Leadership  -  not  a  weakness  per  se,  but  would  like  to  see  Rajiv  take  on  more  responsibility  for  people  and  businesses  as 

opposed  to  just  transactions/projects. 

mmm^mt 

Extensive 

Peer 

No  Comments  Noted. 

"~ 

Extensive 

More  Junior 

One  area  which  Rajiv  could  work  on  is  providing  more  qualitative  guidance  and  feedback  to  those  who  work  with  him.  In 
addition  to  analytical  instruction,  it  would  be  valuable  for  those  who  work  with  him  to  hear  his  views  on  more  high  level  yet 
significant  issues  such  as  increasing  one's  commercial  effectiveness  as  well  as  how  to  think  about  approaching  new 
sectors  and  trade  ideas. 

^^^^ 

Extensive 

Peer 

I'd  love  to  see  Rajiv  leverage  himself  more  by  getting  more  from  his  subordinates.  Every  hour  spent  mentoring  will  pay  off 
by  that  much  and  more  by  the  multiplier  effect  of  developing  the  next  generation  so  that  they  can  contribute. 

pfe^HB 

Extensive 

Peer' 

No  Comments  Noted. 

""~ 

Extensive 

Peer 

A  number  of  Rajiv's  successes  this  past  year  have  been  obvious  -  eg,  ABX/TABX  launch.  A  number  of  them  are  still  in 
process  but  have  a  lot  of  potential.  At  this  point  Rajiv  is  juggling  a  lot  of  projects  in  various  stages  of  completion.  While  not  a 
weakness,  to  grow  Rajiv  needs  to  get  projects  off  the  assembly  line  so  he  can  refocus/regroup  as  he  seems  stretched  a  bit 
thin. 

■i^HHB 

Extensive 

Peer 

No  Comments  Noted. 

Extensive 

More  Senior 

(1)  Stretched  very  thin  -  Rajiv  gives  every  opportunity  his  all  and  never  says  no  to  anything;  should  become  better  at 
prioritizing  among  initiatives  and  leveraging  other  areas  of  the  firm  to  do  the  heavy  lifting 

(2)  Communication  -  Rajiv  is  generally  smarter  than  his  audience;  he  should  make  more  of  an  effort  to  deliver  information 
so  that  his  audience  can  better  understand  his  message;  also,  should  better  gage  the  level  of  detail  required  in  various 
situations,  tends  to  be  over  thorough 

■■■■1 

Extensive 

Peer 

No  Comments  Noted. 

Extensive 

More  Senior 

Communication  could  be  a  little  more  tailored  to  the  specific  audience  -  sometimes  his  hard  charging  style  can  put  people 
off 

Sometimes  needs  to  understand  that  others  are  not  as  quick/smart  as  he  is  and  slow  down  a  bit  -  seems  to  prefer  one 
speed 

HHUtHH 

Extensive 

More  Senior 

No  Comments  Noted. 

|mhhb 

Extensive 

Peer 

No  Comments  Noted. 

pmmmm 

Extensive 

Peer 

No  Comments  Noted. 

^^" 

Extensive 

Peer 

He  has  a  significant  amount  of  knowledge  and  expertise  but  often  has  difficulty  synthesizing  and  conveying  that  in  a  clear 
and  concise  manner. 

|^^™» 

Extensive 

Peer 

No  Comments  Noted. 
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Actionable  Areas  for  Development 


:    Reviewer's 
Relationship  to 
Reviewee 


More  Junior 


More  Junior 


More  Senior 


More  Junior 


Peer 


More  Junior 


Peer 


Peer 


More  Junior 


Peer 


Peer 


More  Senior 


Peer 


More  Senior 


More  Junior 


More  Senior 


Comments 


Rajiv  embodies  the  qualities  of  a  GS  employee.  He  works  incredibly  hard  and  cares  about  the  people,  the  work  and  new 
opportunities  to  help  the  growth  of  the  company  and  business.  There  is  not  any  area  in  my  opinion  that  Rajiv  needs  to 
develop  as  he  mastered  most  if  not  all  of  his  skills  and  expertise.  He  has  become  a  leader  in  my  opinion  in  the  structured 
products  group.  ^ 


He  tends  to  get  carried  away  with  ideas  that  dont  have  traction  and  could  work  on  the  skill  of  marking  to  market  trades 
faster.  [ 


-  needs  to  leverage  himself  better 


Sometimes  quick  to  jump  to  conclusions  prior  to  hearing  all  views  on  a  given  subject 


No  comments. 


NA 


Hard  to  get  a  hold  of  him  because  he  is  pulled  off  on  so  many  projects 


When  on  the  phone  w/  clients,  just  work  on  speaking  a  little  more  consisely 


No  Comments  Noted. 


Rajiv  is  very  comfortable  explaining  the  difficult  concepts  to  experts  in  the  same  arena,  he  must  be  able  to  teach  the  basics 
of  his  market  as  well. 


Everything  seems  to  be  urgent  with  Rajiv  and  this  may  just  be  his  level  of  intensity;  however,  everything  can  not  have  the 
same  level  of  urgency.  Rajiv  should  temper  his  level  of  excitement  for  items  less  urgent. 


No  Comments  Noted. 


-keep  up  the  enthusiasm  and  good  work 


No  Comments  Noted. 


No  Comments  Noted. 


N/A 
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2007  Fixed  Income,  Currency  and  Commodities  Annual  Performance  Review  Process 


Reviewee:  Kamilla.  Rajiv  K 


VII.  Written  Comments  (solicited  and  unsolicited)    (Continued) 


Additional  Performance  Feedback 


*  Cdmmenta 


A  key  aspect  of  GS'  franchise  in  structured  products.  About  as  close  to  a  irreplaceable  talent  as  it  comes.  Has 
demonstrated  strong  year  over  year  growth  in  leadership. 


No  Comments  Noted. 


No  Comments  Noted. 


No  Comments  Noted. 


There  have  been  several  bumps  along  the  road  to  the  DPC,  and  Rajiv's  ability  to  manuever  through  them  should  be  noted. 
He  deftly  handled  our  partners  who  are  providing  capital  and  management,  and  the  ratings  agencies.  He  kept  this  project 
on  track. 


No  Comments  Noted. 


No  Comments  Noted. 


No  Comments  Noted. 


No  Comments  Noted. 


No  Comments  Noted. 


Awesome  performer,  key  asset  to  the  GS  team 


Rajiv  is  a  great  team  player  who  clearly  adds  value  to  any  transaction.  Given  his  level,  over  time  it  would  great  to  see  him 
have  a  more  tangible  role  /  set  of  responsibilities  /  platform  to  develop  and  to  be  able  to  see  him  develop  people 
management  skills.  That  said,  would  be  great  to  have  him  on  any  team  /  involve  in  any  transaction  we  work  on  in  any  role 
in  the  future.  . . 


No  Comments  Noted. 


No  Comments  Noted. 


No  Comments  Noted. 


No  Comments  Noted. 


Rajiv  has  helped  the  launch  of  TABX  and  property  derivatives  and  has  been  a  key  person  defining  how  soft  credit  events 
should  be  handled  when  the  mortgage  synthetic  market  experienced  its  first  events. 


No  Comments  Noted. 


No  Comments  Noted. 


No  Comments  Noted. 


No  Comments  Noted. 


No  Comments  Noted. 
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2007  Fixed  Income,  Currency  and  Commodities  Annual  Performance  Review  Process 


Reviewee:  Kamllla,  Rajiv  K 


VII.  Written  Comments  (solicited  and  unsolicited)    (Continued) 


Additional  Performance  Feedback 


I 


;?;;.    Vv  Reviewer-.;  ■?   ^ 


■     ■-     ■      ■ 

L- .-  i  of , 
interaction 


f  .  ;iewer'= 

,  P-.tefWiillf;  to' 


Moderate 


Moderate 


Moderate 


Moderate 


Moderate 


Moderate 


Moderate 


Moderate 


Moderate 


Peer 


More  Junior 


Peer 


Peer 


More  Senior 


Peer 


More  Senior 


More  Junior 


More  Senior 


No  Comments  Noted. 


No  Comments  Noted. 


No  Comments  Noted. 


No  Comments  Noted. 


No  Comments  Noted. 


No  Comments  Noted. 


No  Comments  Noted. 


No  Comments  Noted. 


N/A 
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From:  Tourre,  Fabrice 

Sent:  Wednesday,  February  21,  2007  10:14  PM 

To:  Lehman,  David  A. 

Subject:  RE:  ACA/Paulson  post 

My  idea  to  broker  the  short.  Paulson's  idea  to  work  with  a  manager.  My  idea  to  discuss 
this  with  ACA  who  could  do  supersenior  at  the  same  time... 

Original  Message 

From:  Lehman,  David  A. 

Sent:  Wednesday,  February  21,  2007  9:50  PM 

To:  Tourre,  Fabrice 

Subject:  Re:  ACA/Paulson  post 

Ok  -  but  how  long  have  we  been  working  on  this  and  whose  idea  was  it?   Need  to  refresh  my 
memory 

Walk  josh  through  the  $,  if  that  makes  sense  let's  go 


>  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


n 

ions  I 


David  A.  Lehman 

Goldman,  Sachs  &  Co. 

85  Broad  Street   |   New  York,  NY  10004 

Tel:  212-902-2927   |   Fax:  212-902-1691   | .  Mob:  917- 

e-mail :  david . lehmanSgs . com 


Original  Message  

From:  Tourre,  Fabrice 

To:  Lehman,  David  A. 

Sent:  Wed  Feb  21  21:47:39  2007 

Subject:  RE:  ACA/Paulson  post 

Sorry,  just  saw  your  email.  I  think  people  will  be  on  board  with  this  -  Egol,  Ostrem,  Rosi 
and  even  Sweny  sound  ok  with  it,  it  is  really  Josh  I  need  to  walk  carefully  through  my 
thinking.  Sparks  is  really  relying  on  us  at  this  point.  He  is  mostly  focused  on  covering 
our  single-names/idyosyncratic  short  trades  to  get  better  observability. 


Original  Message 

From:  Lehman,  David  A. 

Sent:  Wednesday,  February  21,  2007  10:50  AM 

To:  Tourre,  Fabrice 

Subject:  Re:  ACA/Paulson  post 

Put  the  #s  in  front  of  josh  and/or  swenny  (live)  as  a  gut  check  and  walk  them  through  it. 

As  u  know,  I  am  for  doing  this  deal  for  them/with  them,  let's  just  make  sure  we  are 
charging  enough  for  it  given  our  axe  as  principal  in  this  type  of  risk 

Also  post  sparks  live  (I'm  assuming  he  is  sitting  next  to  you) 


Permanent  Subcommittee  on  Investigations 
Wall  Street  &  The  Financial  Crisis 
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Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


David  A.  Lehman 

Goldman,  Sachs  &  Co. 

85  Broad  Street   |   New  York,  NY  10004 

Tel:  212-902-2927   |   Fax:  212-902-1691   |   Mob:  917- 

e-mail:  david.lehman@gs.com 


Original  Message  

From:  Tourre,  Fabrice 

To:  Lehman,  David  A. 

Sent:  Wed  Feb  21  10:00:58  2007 

Subject:  RE:  ACA/Paulson  post 

14mm  before.  We  are  asking  for  higher  min  fee  and  wider  strikes 

Original  Message 

From:  Lehman,  David  A. 

Sent:  Wednesday,  February  21,  2007  10:00  AM 

To:  Tourre,  Fabrice;  Swenson,  Michael;  Ostrem,  Peter  L;  Rosenblum,  David  J.;  Birnbaum, 

Josh 

Cc:  Wisenbaker,  Scott;  f icc-mtgcorr-desk 

Subject:  Re:  ACA/Paulson  post 

The  19mm  compares  to  what  #  before  ?  (assuming  equal  not'l  sold) 


David  A.  Lehman 

Goldman,  Sachs  &  Co . 

85  Broad  Street   |   New  York,  NY  10004 

Tel:  212-902-2927   |   Fax:  212-902-1691   |   Mob:  917- 

e-mail:  david.lehman@gs.com 


Original  Message  

From:  Tourre,  Fabrice 

To:  Lehman,  David  A.;  Swenson,  Michael;  Ostrem,  Peter  L;  Rosenblum,  David  J.;  Birnbaum, 

Josh 

Cc:  Wisenbaker,  Scott;  ficc-mtgcorr-desk 

Sent:  Tue  Feb  20  16:29:16  2007 

Subject:  RE:  ACA/Paulson  post 

OK,  based  on  the  price  thoughts  circulated  in  the  previous  email  for  the  ABACUS  2007-AC1 
transaction,  I  would  like  to  update  the  Paulson  engagement  letter  to  reflect  the 
■following:  •--  -       —  -  ■  -  ■  -  ■  • 

—  Up  to  $1, 300mm  of  supersenior  @  a  strike  spread  of  60bps.  Distribution  fee  of  0.25%  + 
1/2  the  upside  vs.  the  strike  spread 

—  Up  to  $240mm  of  Aaa/AAA  @  an  all-in  strike  spread  (including  portfolio  advisory  fees) 
of  125bps.  Distribution  fee  of  1.25%  +  1/2  the  upside  vs.  the  strike  spread 

—  Up  to  $100mm  of  Aa2/AA  @  an  all-in  strike  spread  (including  portfolio  advisory  fees)  of 
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200bps.  Distribution  fee  of  2.50%  +  1/2  the  upside  vs.  the  strike  spread 

—  Up  to  $80mm  of  Aa3/AA-  @  an  all-in  strike  spread  (including  portfolio  advisory  fees)  of 
250bps.  Distribution  fee  of  3.00%  +  1/2  the  upside  vs.  the  strike  spread 

—  Up  to  $100mm  of  A2/A  @  an  all-in  strike  spread  (including  portfolio  advisory  fees)  of 
500bps.  Distribution  fee  of  4.00%  +  1/2  the  upside  vs.  the  strike  spread 

My  assumption  is  that  we  can  execute  at  the  levels  below,  and  P&L  in  that  case  would  be  up 
to  $19mm  for  this  trade: 

—  supersenior  @  50bps 

—  Aaa/AAA  @  L+75bps  (+25bps  of  portfolio  advisory  fees)  =  100bps 

—  Aa2/AA  @  L+90bps  (+50bps  of  portfolio  advisory  fees)  =  140bps 

—  Aa3/AA-  @  L+115bps  (+50bps  of  portfolio  advisory  fees)  =  165bps 

—  A2/A  @  L+300bps  (+100bps  of  portfolio  advisory  fees)  =  400bps 

Please  let  me  know  if  you  have  comments  on  this,  thanks. 


From:  Tourre,  Fabrice 

Sent:  Thursday,  January  18,  2007  9:59  AM 

To:  Lehman, . David  A.;  Swenson,  Michael;  Ostrem,  Peter  L;  Rosenblum,  David  J. 

Cc:  Wisenbaker,  Scott;  f icc-mtgcorr-desk 

Subject:  ACA/Paulson  post 

ACA  is  going  to  be  ok  acting  as  portfolio  selection  agent  for  Paulson,  in  exchange  for  a 
portfolio  advisory  fee  of  at  least  $lmm  per  year.  We  will  have  to  distribute  supersenior 
through  single-A  rated  notes  off  a  static  portfolio  of  mezzanine  subprime  RMBS  obligations 
selected  by  ACA. 

The  transaction  will  not  be  broadly  marketed  until  February  23  since  ACA  is  already  locked 
with  another  investment  bank  until  that  date.  If  everyone  agrees,  the  idea  is  to  quietly 
show  this  trade  to  a  select  number  of  accounts,  and  broadly  announce  the  transaction  on 
Feb  23  if  it  fits  with  the  overall  CDO  pipeline  and  if  we  feel  ok  with  our  existing  Baa2 
RMBS  risk  position. 

We  are  trying  to  get  Paulson  to  give  us  an  order  on  the  following  tranches: 

—  Up  to  $1, 300mm  of  supersenior  @  a  strike  spread  of  34bps.  Distribution  fee  of  0.20%  + 
1/2  the  upside  vs.  the  strike  spread 

—  Up  to  $240mm  of  Aaa/AAA  @  an  all-in  strike  spread  (including  portfolio  advisory  fees) 
of  100bps.  Distribution  fee  of  1.00%  +  1/2  the  upside  vs.  the  strike  spread 

—  Up  to  $100mm  of  Aa2/AA  @  an  all-in  strike  spread  (including  portfolio  advisory  fees)  of 
150bps.  Distribution  fee  of  2.00%  +  1/2  the  upside  vs.  the  strike  spread 

—  Up  to  $80mm  of  Aa3/AA-  @  an  all-in  strike  spread  (including  portfolio  advisory  fees)  of 
175bps.  Distribution  fee  of  2.50%  +  1/2  the  upside  vs.  the  strike  spread 

—  Up  to  $100mm  of  A2/A  @  an  all-in  strike  spread  (including  portfolio  advisory  fees)  of 
425bps.  Distribution  fee  of  3.00%  +  1/2  the  upside  vs.  the  strike  spread 

My  assumption  is  that  we  can  execute  at  the  levels  below,  and  P&L  in  that  case  would  be  up 
to  $15mm  for  this  trade  ($7. 5mm  for  a  $lbn  trade): 

--  supersenior  @  25bps 

—  Aaa/AAA  @  L+60bps  (+20bps  of  portfolio  advisory  fees)  =  85bps 

—  Aa2/AA  @  L+80bps  (+50bps  of  portfolio  advisory  fees)  =  130bps 

—  Aa3/AA-  @  L+95bps  (+50bps  of  portfolio  advisory  fees)  =  145bps 

—  A2/A  @  L+275bps  (+100bps  of  portfolio  advisory  fees)  =  375bps 
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From: 
Sent: 
To: 
Subject: 


Swenson,  Michael 

Friday,  June  29,  2007  3:56  PM 

Lehman,  David  A. 

RE:  ABS  Update 


No  he  is  in  spain  -  don't  worry  I  am  fine  49-00  bid  on  the  screens  for  07-1  bbb-  right  now 

Please  relax  and  enjoy  your  day  off 

Original  Message 

From:  Lehman,  David  A. 

Sent:  Friday,  June  29,  2007  3:31  PM 

To:  Swenson,  Michael 

Subject:  Re:  ABS  Update 


Is  josh  in? 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


David  A.  Lehman 

Goldman,  Sachs  &  Co. 

85  Broad  Street   |   New  York,  NY  10004 

Tel:  212-902-2927   |   Fax:  212-902-1691 

e-mail:  david.lehman@gs.com 


Mob:  917- 


Original  Message  

From:  Swenson,  Michael 

To:  Lehman,  David  A. 

Sent:  Fri  Jun  29  15:26:46  2007 

Subject:  RE:  ABS  Update 

I  think  we  will  see  3  to  5  guys  go  under  next  week 


Original  Message 

From:  Lehman,  David  A. 

Sent:  Friday,  June  29,  2007  3:06  PM 

To:  Swenson,  Michael 

Subject:  Re:  ABS  Update 

Don't  worry  "bout  seating 

we  r  in  the  middle  of  a  mkt  meltdown 


David  A.  Lehman 

Goldman,  Sachs  &   Co. 

85  Broad  Street   |   New  York,  NY  10004 

Tel:  212-902-2927   |   Fax:  212-902-1691 

e-mail:  david.lehman@gs.com 


I   Mob: 
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Original  Message  

From:  Swenson,  Michael 

To:  Lehman,  David  A. 

Sent:  Fri  Jun  29  15:00:59  2007 

Subject:  RE:  ABS  Update 

Lilly  sent  out  the  seating  chart  caused  a  major  problem  here  -  I  am  running  p  and  1  on  a 
napkin  and  I  have  ben  wigging  out  -   ugghhh 

Original  Message 

From:  Lehman,  David  A. 

Sent:  Friday,  June  29,  2007  2:17  PM 

To:  Swenson,  Michael 

Subject:  Re:  ABS  Update 

U  shd  let  them  know  we  have  added  250mm  of  A/BBB/BBB-  CMBS  CDS  risk  as  the  mkt  has  widened 
today.   Across  cmbs  and  correlation. 


■  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


David  A.  Lehman 

Goldman,  Sachs  &  Co. 

85  Broad  Street   |   New  York,  NY  10004 

Tel:  212-902-2927   I   Fax:  212-902-1691 

e-mail:  david.lehman@gs.com 


I   Mob:  917- 


Original  Message  

From:  Swenson,  Michael 

To:  Lehman,  David  A. 

Sent:  Fri  Jun  29  13:59:57  2007 

Subject:  RE:  ABS  Update 

Yes  -  it  is  probably  more  but  I  had  to  haircut  egol 

Cmbs  is  up  2  bucks 

Original  Message 

From:  Lehman,  David  A. 

Sent:  Friday,  June  29,  2007  1:56  PM 

To:  Swenson,  Michael 

Subject:  Re:  ABS  Update 

U  incl  cmbs? 


David  A.  Lehman 

Goldman,  Sachs  &  Co. 

85  Broad  Street   |   New  York,  NY  10004 

Tel:  212-902-2927   |   Fax:  212-902-1691 

e-mail:  david.lehman@gs.com 


I   Mob:  917- 
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Original  Message  

From:  Swenson,  Michael 

To:  Mullen,  Donald;  Montag,  Tom;  Sparks,  Daniel  L;  Brafman,  Lester  R 

Cc:  Lehman,.  David  A.;  Birnbaum,  Josh 

Sent:  Fri  Jun  29  13:54:24  2007 

Subject:  RE:  ABS  Update 

+10  -  15 


Original  Message 

From:  Mullen,  Donald 

Sent:  Friday,  June  29,  2007  1:45  PM 

To:  Swenson,  Michael;  Montag,  Tom;  Sparks,  Daniel  L;  Brafman,  Lester  R 

Cc:  Lehman,  David  A.;  Birnbaum,  Josh 

Subject:  Re:  ABS  Update 

Pnl  est? 


Original  Message  

From:  Swenson,  Michael 

To:  Swenson,  Michael;  Mullen,  Donald;  Montag,  Tom;  Sparks,  Daniel  L;  Brafman,  Lester  R 

Cc :  Lehman,  David  A.;  Birnbaum,  Josh 

Sent:  Fri  Jun  29  13:36:48  2007 

Subject:  RE:  ABS  Update 

06-1  ABX  (2005  vintage)  down  the  most  today  (2+  points) .  The  WSJ  article  really  has  the 
account  base  very  concerned  on  the  vintage. 

06-2  and  07-1  Single-As  are  down  2pts  on  the  day  (80bps)  -  UBS  on  the  dealer  side  has  been 
pounding  on  it  all  day.  Highbridge  and  Polygon  have  been  active  as  well. 


There  is  absolutely  no  support  at  the  lower  levels  from  the  street. 
CDOs  are  wider  by  50bp  or  more. 


From:        Swenson,  Michael 

Sent:  Friday,  June  29,  2007  9:22  AM 

To:    Mullen,  Donald;  Montag,  Tom;  Sparks,  Daniel  L;  Brafman,  Lester  R 

Cc:    Lehman,  David  A.;  Swenson,  Michael;  Birnbaum,  Josh 

Subject:     ABS  Update  ■ 

ABX  -  2005  vintage  (06-1)  under  pressure  (down  1/2  point)  due  to  today's  article  in 
the  wsj  that  attributed  the  poor  performance  of  Cambridge's  overweight  of  the  2005  vintage 
collateral  in  the  fund  it  has  decided  to  close  down. 

Single-Names  -  continued  short  covering  10  CDS  'BWICs  totaling  $ 675mm.   QVT  who  has 
been  very  big  from  the  short  side  in  single  names  for  18  months  now  has  asked  to  work  out 
of  comp  in  helping  them  cover  some  of  the  Tier  4  shorts  that  they  had  put  on.   This  will 
take  a  number  of  days  to  get  the  liquidity  but  is  a  very  good  trading  opportunity  for  us. 

CDOs  -  2  small  BWICs  (Ischus,  Investec)  from  mangers  who  are  well  along  in  ramping  a 
CDO  warehouse.  Names  are  seasoned  and  very  clean.  Investors  are  in  a  holding  pattern  for 
the  next  few  days  as  margin  calls  and  month-end  marks  are  being  digested. 


Goldman,  Sachs  &  Co. 
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85  Broad  Street   |   New  York,  NY  10004 

tel:  +1  212  902  5090   |   mobile:  +1  917 

e-mail:  michael.swenson@gs.com 

Goldman 
Sachs 

Michael  J.  Swenson 

Fixed  Income,  Currency  &  Commodities 


|   fax:  +1  212  428  9761 
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Goldman 


To: 


NEW  PRODUCT  MEMORANDUM 


Federation  New  Products  Committee  -  Americas 


From: 


John  Bimbaum,  Structured  Products  Group  Trading 
Rajiv  Kamilla,  Structured  Products  Group  Trading 
Jeremy  Primer,  FICC  Strategy  -  Mortgages 


Date: 


December  18,2006 


Subject: 


Launch  of  US  Property  Derivatives  Trading 


Partner  Sponsor:      Dan  Sparks,  Global  Structured  Products  and  Mortgages 


Executive  Summary 


Description  of  Business  /  Overview:  While  a  US  property  derivative  market  has  been  considered  for 
some  time,  a  number  of  trends  have  now  converged  to  make  such  a  market  viable  on  a  large  scale: 

•  There  has  been  major  recent  growth  of  global  interest  in  alternative  asset  classes  that  are 
decorrelated  to  G-7  equities  and  fixed  income.  Among  these  have  been  commodities, 
physical  real  estate,  hedge  funds,  and  private  equity.  Of  these,  real  estate  is  the  largest  asset 
class  without  a  derivatives  market  directly  linked  to  it. 

•  The  major  residential  and  commercial  property  indices  now  have  the  availability  and 
sponsorship  required  of  derivative  underliers.  Earlier  this  year,  some  of  the  Fiserv/Case- 
Shiller  indices  were  branded  by  Standard  &  Poor's  with  the  intent  of  supporting  index  trading 
activity.  This  gave  the  Case-Shiller  indices  additional  credibility  and  visibility.  It  is  the 
residential  index  family  we  prefer  for  trading,  though  the  indices  published  by  OFHEO 
(Office  of  Federal  Housing  Enterprise  Oversight)  provide  an  alternative.  On  the  commercial 
side,  the  NCREIF  index  is  the  major  benchmark  commercial  index  for  US  money  managers, 
but  it  has  been  unavailable  for  broad-based  trading  over  the  past  two  years  owing  to  an 
exclusive  license  agreement  between  Credit  Suisse  and  NCREIF.  Credit  Suisse  is  now 
waiving  their  exclusive  in  an  effort  to  open  up  the  market. 

•  The  recent  focus  on  US  residential  real  estate  prices  has  raised  the  level  of  interest  in  hedging 
and  expressing  trading  views  in  that  market. 

In  2006,  the  US  structured  products  business  at  Goldman  Sachs  and  at  other  dealers  has  traded  significant 
notional  in  derivatives  referenced  to  RMBS  and  CMBS,  namely  ABS  credit-default  swaps  (CDS)  and  the 
related  indices  ABX.HE  and  CMBX.  There  have  been  several  drivers  of  growth  in  this  space,  with  CDOs 
on  the  long  side,  and  macro  hedge  funds  largely  on  the  short  side,  buying  protection  against  a  downturn  in 
underlying  property  values.  The  growth  in  the  business  is  partly  a  reflection  of  investors  looking  to 
express  views  on  property  values  using  derivatives. 

In  anticipation  of  the  launch  of  this  market,  a  multi-dealer  working  group  (including  GS)  is,  in 
conjunction  with  ISDA,  drafting  industry -standard  definitions  (Property  Index  Derivatives  Definitions  of 
2007)  and  standardized  confirmation  templates  for  this  business. 

In  preparation  for  this  launch,  we  have  built  an  index  database  framework,  tradables,  marking  tools,  and 
risk  management  tools  for  property  index  derivatives.  The  tradable  for  forward  contracts  is  complete  at 
this  time,  and  has  been  approved  by  DA  and  MCD.  The  tradable  for  TRS  has  been  developed,  though  it 
still  requires  approval.  The  team  will  build  a  tradable  for  vanilla  options,  which  will  be  tested  and  down- 
streamed  prior  to  our  trading  in  options. 
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Based  on. our  discussions  with  several  players,  we  see  the  following  likely  applications: 

Pension  Funds,  Mutual  Funds,  Insurance  Companies:  Gain  access  to  new  derivative  products 
giving  exposures  that  are  complementary  to  existing  property  exposure.  Property  derivatives  allow  for 
diversification  into  single-family  homes  as  well  as  additional  commercial  sectors.  Its  low  correlation 
with  other  asset  classes,  together  with  long-run  correlation  to  inflation,  makes  property  particularly 
attractive  to  pension  funds. 

Hedge  funds:  Take  direct  exposure  to  real  estate,  and  make  relative  value  plays  versus  real  estate- 
related  equities  and  credit. 

Banks  and  CSEs:  Hedge  and  diversify  real  estate  exposure. 

Developers  and  Builders:  Hedge  and  diversify  their  pipelines,  and  at  times  taking  on  long  exposure 
in  derivatives  in  lieu  of  physical  properties 

Mortgage  Originators,  Servicers  and  Insurers:  Hedge  real  estate  exposure.  Servicers  have  a 
natural  housing  short  in  place  through  their  prepayment  exposure,  which  they  may  wish  to  cover  with 
longs  in  property  derivatives. 

Dealers:  Provides  a  new  product  for  market-making,  hedging  loan  portfolios  and  hedging 
ABS/CMBS  residuals  and  structures. 

CDOs:  Buy  rated  property  derivative  index  loss  contracts. 

ETFs:  Outright  long  and  short  positions,  and/or  relative  value  trades,  depending  on  fund  mandate. 

Previous  Committee  Approvals:  none 

Approval  Requested:  Approval  to  trade  the  transactions  described  herein,  under  "Types  of  Transaction" 

Expected  Start  Date: 

Residential  Forwards:  January  2,  2007 

Total  Return  Swaps,  Commercial  Forwards:  January  16,  2007 

Vanilla  Options:  February  20,  2007 

Bespoke  Property  transactions:  as  they  arise 

Types  of  Transaction:  We  plan  on  doing  the  following  types  of  transaction: 

Forwards 

Total  Rate  of  Return  Swaps  ('TRS") 

Vanilla  Options 

Bespoke  Transactions 

Terms  will  range  from  3  months  to  5  years. 

We  plan  on  referencing  the  following  indices: 

S&P  Case-Shiller  Home  Price  Indices 
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OFHEO  House  Price  Indices 

NCREIF  Property  Index  and  its  components  (National  Council  of  Real  Estate 
Investment  Fiduciaries) 

The  indices  are  described  in  detail  in  Appendix  1  (PowerPoint). 

Forward  trades  will  be  cash-settled  forwards  on  a  single  underlying  index;  at  expiration,  the  short  party 
will  pay  the  long  party  an  amount  involving  the  observed  index  minus  the  strike. 

Total  Rate  of  Return  Swaps  will  be  vanilla  swaps  with  a  LIBOR  leg  and  a  property  leg.  The  property  leg 
will  pay  the  periodic  return  on  the  underlying  index.  This  type  of  vanilla  TRS  contains  no  optional  or 
varying  structural  features. 

We  expect  most  residential  transactions  to  be  forward  contracts  based  on  the  S&P/Case-Shiller  House. 
Price  indices.  We  expect  most  commercial  transactions  to  be  Total  Rate  of  Return  Swaps  based  on  the 
NCREIF  Property  Index  or  its  sector-specific  or  geographic  sub-indices. 

We  expect  vanilla  options  on  forwards  to  trade  in  the  major  indices.  These  will  include  European  and 
American  puts  and  calls,  as  well  as  caps  and  floors.  We  also  expect  to  do  bespoke  transactions  on 
individual  indices  or  on  baskets  in  response  to  the  needs  of  particular  customers. 

Some  plausible  but  imperfect  hedges  for  property  trades  include  (i)  property  index  derivative  trades  in 
other  indices  or  with  alternative  structures,  (ii)  credit  default  swaps  in  the  ABS/CMBS  space  (iii)  interest 
rate  products,  (iv)  equity  index  trades  in  related  sectors,  (v)  corporate  credit  default  swaps  in  related 
sectors. 

Business  Analysis: 

Benefits.  The  US  fixed  income  market  has  capitalization  of  $25.9  trillion,  US  equities  has  $16.4  trillion, 
US  housing  $22.2  trillion,  and  US  Commercial  Real  Estate  approximately  $5.0  trillion  (as  of  March  31, 
2006).  For  many  cash  and  physical  markets  that  have  developed  associated  derivative  markets,  the  size  of 
the  derivative  market  is  now  significantly  greater  than  that  of  the  underlying  cash  market,  e.g.  global 
government  bonds,  corporate  credit,  RMBS/CMBS  credit,  and  equities.  Entering  the  property  derivatives 
business  gives  dealers  direct  access  to  the  real  estate  market  and  a  large  potential  revenue  stream.  It  will 
also  leverage  our  structured  products  franchise,  which  is  focused  on  origination,  structuring  and  trading  of 
residential  and  commercial  mortgage  loans  and  associated  securities.  Of  400  accounts  that  we  cover  in 
ABS,  only  about  80  have  printed  synthetic  ABX  or  single-name  ABS  CDS  trades  with  us,  but  many  of 
the  remainder  would  be  interested  in  direct  plays  on  asset  values.  We  expect  the  property  derivatives 
business  to  also  open  up  a  whole  range  of  additional,  property-related  end  users  to  our  trading  and 
structuring  franchise. 

Risks.  We  plan  to  run  a  large  and  diversified  book  of  business  in  the  sector,  and  the  risks  are  comparable 
to  those  in  any  major  commodity  and  derivatives  businesses.  They  comprise  market  risk,  hedging  risk  and 
index  risk.  The  market  risk  can  be  decomposed  into  (i)  changes  in  spot  levels,  (ii)  changes  in  the  shape  of 
the  forward  curves,  and  (iii)  changes  in  volatility  and  correlation,  both  implied  and  realized.  There  is  also 
the  possibility  that  the  presence  of  a  derivatives  market  may  lead  to  changes  in  the  dynamics  of  the 
underlying  physical  markets  that  need  to  be  considered.  As  noted  above  (in  'Types  of  Transaction"), 
various  hedges  will  be  used  in  the  business,  so  there  are  risks  associated  with  hedge  efficiency. 
Finally,  the  business  will  be  reliant  on  a  number  of  indices,  and  although  die  index  providers  have  gone  to 
great  lengths  to  ensure  the  indices  will  continue  to  be  published  and  will  not  contain  errors,  the  business  is 
exposed  to  risks  associated  with  index  publication.  We  expect  this  risk  to  be  small;  based  on  our  survey  of 
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the  index  providers,  they  have  never  had  any  errors  in  the  past.  Some  of  the  indices  have  a  scheduled 
publication  of  revisions,  but  the  draft  ISD A  definitions  for  property  derivatives  contemplate  this  and  treat 
revisions  differently  than  errors. 

Financial  Analysis:  We  believe  the  revenue  opportunity  for  Goldman  Sachs  to  be  in  the  $50  million  to 
$200  million  range  for  the  2007  fiscal  year.  Following  the  first  year,  we  would  expect  this  business  to 
gross  $100  million  to  $300  million  annually. 

Volume:  Initially  we  expect  5  to  20  trades  per  week,  most  with  size  in  the  $5  to  $50  million  notional 
range.  Some  trades  may  be  in  die  $100  million  to  $500  million  notional  area. 

Goldman  Sachs  Entity:  Goldman  Sachs  Capital  Markets  (GSCM),  Goldman  Sachs  International  (GSI) 

Risks/Issues  and  Associated  Mitigants 

Compliance  The  team  met  with  Steve  Elia  and  Jordan  Horvath  to  discuss  compliance  concerns.  Any  use 
of  retail  aggregators  would  have  to  comply  with  the  GS  aggregator  policy;  however,  at  this  time,  we  are 
only  requesting  approval  to  trade  with  institutional  accounts,  so  the  policy  is  not  applicable.  No  other 
concerns  were  noted. 

Controllers  The  team  met  with  Sal  Fortunato  to  discuss  financial  reporting.  The  only  issues  identified  are 
generic  to  new  businesses,  and  concern  price  transparency  and  bid-offer  reserve  policy.  The  business  will 
provide  controllers  with  whatever  market  information  is  available  regarding  forward  curves  in  an  index 
group  prior  to  engaging  in  any  option  transactions  in  that  group. 

We  have  spoken  with  John  Chartres  about  CSE  regulatory  capital  for  the  business.  CSE  regulatory  capital 
will  be  based  on  charges  for  incremental  value-at-risk  as  well  as  charges  for  counterparty  credit  risk  on 
positive  mark-to-market  amounts.  Given  the  uncertain  nature  of  hedging  relationships  of  property  index 
derivatives  with  any  existing  financial  assets,  the  team  does  not  believe  there  should  be  any  capital  charge 
reduction  on  account  of  hedge  positions  at  the  launch  of  this  business,  and  hence  property  derivatives 
positions  and  any  other  hedge  positions  will  contribute  independently  to  CSE  regulatory  capital 
requirements. 

We  have  also  spoken  with  Martin  Ashworth  regarding  GSI  regulatory  capital.  The  nexus  of  the  market 
risk  in  this  business  will  be  at  GSCM,  there  being  a  back-to-back  swap  between  GSI  and  GSCM  for  each 
trade.  GSI  regulatory  capital  is  comprised  of  risk  based  charges  for  position  risk  (market  and  specific), 
counterparty  risk  and  large  exposure  or  concentration  risk.  For  GSI,  the  back-to-back  nature  of  the 
property  derivative  trades  neutralises  the  position  risk  charge  but  generates  counterparty  risk  to  the  client 
and  counterparty  risk  plus  concentration  risk  to  GSCM.  Any  GSCM  mark-to-market  exposure  in  GSI  is 
however  mitigated  by  the  collateral  process  in  place  between  the  entities.  The  counterparty  risk  and 
concentration  risk  calculations  are  based  on  the  positive  mark-to-market  plus  a  percentage  of  the  notional 
of  the  derivative. 

Credit  The  team  had  discussions  with  Tlana  Ash  and  Nicolas  Friedman  in  Credit.  They  have  emphasized 
the  following  considerations: 

Credit  risk  exposure  considerations 

•     GS  Credit  has  been  working  with  the  team  to  understand  credit  risk  implications  of  the  simpler 
products  (forward  and  TRS)  expected  to  be  traded  initially.  More  complex  structures  such  as  CDS 
and  options  will  be  reviewed  and  analyzed  subsequently 
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Key  considerations  to  quantify  credit  risk  include  liquidity  as  well  as  technical  and  sentiment  risk 
expected  to  generate  intra-month  MTM  volatility  before  reference  indices  are  published 
Although  some  more  validation  work  will  be  required,  Credit  has  developed  the  following 
preliminary  initial  margin  (aka  "IA")  schedule  that  we  intend  to  apply  to  high  risk  counterparties 
(such  as  hedge  funds)  to  fully  collateralize  our  risk. 

•  This  schedule  is  intended  to  cover  a  2-week,  greater  than  99%  CI  move  in  MTM 

•  It  is  expected  to  be  revised  as  liquidity  improves  and  market  data  becomes  available 

•  Although  GS  Credit's  initial  preference  was  to  apply  one  uniform  schedule  for  all  MSAs,  this 
approach  could  have  resulted  in  adverse  business  selection  whereby  trading  volume  of  low 
volatility  markets  would  be  significantly  reduced 

•  As  a  result,  GS  Credit  grouped  MSAs  in  three  main  buckets:  Low,  Medium  and  High  volatility 
markets,  and  uniform  IA  levels  were  developed  for  each  volatility  bucket: 

Initial  Margin  as  %  of  notional  (preliminary  schedule) 


HPA  vol  type 

Low 

Medium 

High 

Tenor  /  MSA 

CHI 

DEN 

BOS 

LAX 

LAV 

NYM 

SDG 

MIA 

SFR 

WDC 

COMPOSITE 

1  Y 

2.8% 

2.8% 

4.2% 

4.2% 

4.2% 

4.2% 

4.2% 

5.6% 

5.6% 

5.6% 

3.5% 

2Y 

4.1% 

4.1% 

6.2% 

6.2% 

6.2% 

6.2% 

6.2% 

8.3% 

8.3% 

8.3% 

6.2% 

3Y 

4.8% 

4.8% 

7.2% 

7.2% 

7.2% 

7.2% 

7.2% 

9.5% 

9.5% 

9.5% 

6.0% 

4Y 

5.1% 

5.1% 

7.6% 

7.6% 

7.6% 

7.6% 

7.6% 

10.1% 

10.1% 

10.1% 

6.3% 

SY 

6.2% 

5.2% 

7.8% 

7.8% 

7.8% 

7.8% 

7.8% 

10.4% 

10.4% 

10.4% 

6.5% 

Operational  considerations 

•  The  margining  process  will  be  manual  (at  least  initially) 

•  As  such,  GS  Credit  will  need  to  be  contacted  for  every  trade  in  order  to  determine  margin,  set  up 
trade  level  terms  and  ensure  margin  terms  go  on  the  confirm 

Legal  considerations 

•  This  new  product  will  be  offered  to  new  types  of  counterparties,  namely  real  estate  developers,  home 
builders,  REIT  and  PWM  clients,  against  which  GS  docs  not  have  credit  exposure  traditionally. 

•  Front  Office  will  need  to  contact  Credit  ahead  of  a  trade  and  help  provide  necessary  documentation 
required  for  credit  review  a  new  counterparty  if  necessary 

•  Credit  will  liaise  with  Legal  to  start  the  negotiation  of  ISD A/CS  A  documents  for  new  counterparties 

Human  Capital  Management  There  are  no  outstanding  headcount  issues  specific  to  launching  this 
business,  so  the  team  did  not  meet  with  HCM. 

Legal  The  team  met  with  Glade  Jacobsen,  Darren  Littlejohn  and  Erin  Holland  of  the  Legal.  Department. 

All  counterparties  facing  GSI  and  GSCM  in  property  derivative  transactions  must  qualify  as  "eligible 
contract  participants"  under  the  US  Commodity  Exchange  Act.  Most  US  counterparties  provide 
representations  confirming  this  fact  under  their  ISD  A  Master  Agreement  with  GS.  All  transactions  will 
have  to  be  confirmed  using  templates  approved  by  the  legal  department  for  the  relevant  index  and 
transaction  type.  The  templates  must  be  finalized  before  any  trading  activity  begins.  The  publication  of  a 
property  derivatives  definition  booklet  by  ISDA  (see  below)  in  early  2007  should  help  standardize 
documentation  in  this  area.  In  addition,  all  marketing  materials  will  need  to  be  reviewed  by  legal  and 
compliance  before  being  distributed  to  prospective  counterparties. 

The  underlying  components  of  any  index  referenced  in  a  property  derivatives  transaction  must  be  actual 
properties  (and  not  mortgage  backed  securities,  for  example).  The  legal  analysis  related  to  this  business 
would  likely  differ  if  the  indices  referenced  securities  or  anything  other  than  actual  properties. 
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To  the  extent  there  are  recurrent  dealings  in  the  market  in  these  types  of  property  derivatives  transactions, 
GS  should  receive  favourable  netting  and  collateral  treatment  under  the  US  Bankruptcy  Code  for  US 
counterparties. 

License  Fees  -  GS  has  entered  into  a  non-exclusive  contractual  agreement  with  S&P  that  will 
allow  us  to  reference  the  applicable  S&P/Case-Shiller  index  in  our  property  derivative  contracts. 
We  expect  to  enter  into  a  comparable  contract  with  NCREIF  within  a  few  weeks.  Teresa  de 
Turris  and  Philip  Cenatiempo  (eCommerce)  have  handled  the  negotiations  and  contracting: 

Contract  Structure  and  Confirmations  -  GS  is  a  member  of  a  multi -dealer  working  group  that  is, 
in  conjunction  with  ISDA,  drafting  industry-standard  definitions  (Property  Index  Derivatives 
Definitions  of  2007)  and  standardized  confirmation  templates.  Darren  Littlejohn  and  Erin  Holland 
have  been  involved  in  these  discussions.  Draft  confirmations  are  available  from  ISDA's  counsel. 

Market  Risk  We  have  over  20  years  of  data  in  each  of  the  tradable  index  series.  With  this  data,  the  team 
has  built  a  structural  VaR  model  which  can  form  the  basis  of  VaR  calculations  prior  to  the  existence  of  a 
trading  history  in  the  market.  The  team  is  able  to  work  with  MRMA  to  make  alterations  to  this  model  if 
needed  for  VaR  calculation.  After  a  period  of  time,  the  usual  GS  VaR  methodology,  based  on  actual  price 
movements  of  forward  contracts,  will  supersede  this. 

We  have  proposed  initial  stress  test  levels  based  on  a  combination  of  (a)  a  view  of  the  magnitude  of 
moves  in  the  forward  curve  that  would  allow  for  a  statistical  arbitrage  versus  physical  properties,  net  of 
transaction  costs,  and  (b)  a  long-dated  version  of  the  VaR  framework  that  allows  for  calibration  of  risks 
across  trade  in  different  indices  and  tenors,  as  well  as  portfolio-level  stress.  MRMA  may  consider  using  a 
scenario-based  stress  test  in  lieu  of  this. 

We  have  discussed  these  issues  with  MRMA  (Arbind  Jha,  Victor  Ng,  and  Fei  Luo),  and  they  feel  that  we 
have  addressed  them  appropriately  to  enable  MRMA  to  risk  monitor  this  business  at  the  outset,  though 
the  methods  will  need  to  be  revisited  by  MRMA  as  the  business  grows. 

The  team  has  produced  risk  analytics  that  will  be  provided  in  production  fonn  to  MRMA  prior  to  day  one 
trading  in  each  product. 

Operational  Risk  Trades  will  be  booked,  risk-managed  and  processed  in  SecDb  and  Odyssey. 

Operations  The  team  has  met  with  John  Godfrey,  Carly  Scales,  Claudia  Downing,  and  Kerrill  O'Mahony 
of  Credit  Derivative  Operations.  Their  chief  concerns  have  been  trade  processing  and  confirmations.  All 
property  derivative  products  will  initially  be  implemented  in  the  "Generics"  flow,  (i.e.  non  STP).  In  this 
flow,  payment  data  flows  automatically  to  Odyssey,  but  confirm  generation  is  not  automatic. 

We  will  commit  to  operating  within  the  guidelines  communicated  to  the  Regulators  with  regard  to 
confirm  issuance  &  execution.  These  guidelines  require  documents  being  issued  within  t+10,  and 
executed  within  t+30. 

In  order  to  meet  this  target,  the  following  support  will  be  required  from  Trading  &  Sales 

1  -  Prior  to  any  trading,  the  desk  will  agree  with  any  given  counterparties  to  trade  under  the  draft  standard 
ISDA  terms.  Written  confirmation  will  be  received  from  the  counterparty  indicating  their  adherence  to 
these  standard  terms 

2  -  Trading  and  Sales  will  ensure  that  all  activity  is  accurately  booked  on  trade  date 
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3  -  Trading  and  Sales  will  assist  Operations  in  obtaining  executed  confirmations  from  our  counterparts  as 
required 

4  -  If  Operations  identify  a  counterparty  who  consistently  fails  to  meet  the  industry  guidelines  with 
respect  to  confirmation  and/or  settlement  execution,  trading  with  that  counterparty  will  be  suspended 

Forwards  Product 

Operations  have  reviewed  the  Forwards  product  and  have  had  open  dialogue  with  the  desk  and  IT  around 
the  challenges  posed  by  this  product.  There  is  not  currently  a  published  ISDA  document  for  these 
transactions  (publication  is  anticipated  in  February  2007). 

The  weekly  trading  limit  will  be  20  trades. 

TRS  Product 

Operations  have  reviewed  the  TRS  product  and  have  had  open  dialogue  with  the  desk  and  IT  around  the 
challenges  posed  by  this  product.  There  is  not  currently  a  published  ISDA  document  for  these  transactions 
(publication  is  anticipated  in  February  2007). 

The  weekly  trading  limit  will  be  20  trades. 

Options  &  Bespokes 

The  terms  under  which  this  product  will  trade  are  not  yet  finalized,  therefore  Operations  are  not  in  a 
position  to  indicate  the  limits  that  would  be  appropriate  for  the  controlled  roll  out  of  these  products.  As 
more  information  becomes  available,  Operations  will  work  closely  with  the  desk  &  IT  to  ensure  a 
controlled  &  successful  implementation. 

Removal  of  Trading  Limits 

Each  trading  limit  will  be  revisited  once  monthly  (Ops  mgmt  designate  &  Trading  desk)  as  native 
Odyssey  implementations  (per  calculator)  comes  to  fruition. 

In  order  to  remove  or  expand  the  trading  restrictions  Operations  will  need  to  see  evidence  of 

1  -  Standard  ISDA  Documentation 

2  -  Native  implementation  within  our  technology  infrastructure,  resulting  in  STP  for  the  product 

3  -  A  sustained  period  of  time  during  which  the  product  is  operating  within  the  Regulatory  guidelines 
(t+10  issuance  &  t+30  execution) 

We  will  use  industry  standard  ISDA  documentation  (Property  Index  Derivatives  Definitions  of  2007  and 
associated  confirmation  templates)  to  facilitate  logistics  associated  with  execution  and  processing  of 
confirms.  Unique  &  market  standard  ID's  per  Case-Shiller,  OFHEO,  NCREIF  indices  (and  revisions)  will 
be  essential  for  processing. 

Reputational  Risk  We  do  not  believe  the  property  derivatives  business  poses  any  incremental 
reputational  risks  to  GS.  We  also  expect  the  business  will  be  launched  by  a  number  of  dealers 
simultaneously  or  in  close  succession.  At  this  time,  we  are  only  requesting  approval  to  trade  with 
institutional  accounts,  so  the  retail  aggregator  policy  does  not  apply  (see  "Compliance"  section). 

Tax  The  team  spoke  with  Mary  Harmon,  Jay  Friedman,  and  Kristen  Garry  of  the  Tax  Department.  The 
Tax  Department  has  discussed  the  proposed  housing  derivatives  with  external  counsel,  Sullivan  & 
Cromwell.  Based  on  those  discussions,  they  believe  that  forwards  and  swaps  based  on  property  indices 
such  as  the  S&P/Case-Shiller  indices  or  the  NCREIF  indices  should  likely  not  constitute  "interests  in  U.S. 
real  property."  If  these  relevant  derivatives  were  to  be  treated  as  "interests  in  U.S.  real  property",  non- 
US.  counterparties  would  be  subject  to  a  30%  U.S.  withholding  tax  on  gains.  This  contrasts  sharply  with 

-7- 
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the  tax  treatment  of  non-property  derivatives,  on  which  non-residents  are  exempt  from  U.S.  tax.  The  Tax 
Department  will  continue  to  monitor  the  development  of  these  derivatives  to  confirm  that  such  a  U.S.  tax 
issue  docs  not  arise.  ' 

They  have  also  preliminarily  concluded  that  these  housing  derivatives  are  unlikely  to  generate  good 
income  for  purposes  of  qualification  tests  for  mutual  funds  or  real  estate  investment  trusts  (REITs). 
However,  structured  notes  with  embedded  exposure  to  the  housing  indices  may  be  good  assets  for  mutual 
fluids. 

Technology  The  team  has  worked  with  Sanjay  Acharya  and  Anna  Lukasiak  in  IT.  The  IT  group  is 
working  on  down-streaming  the  SecDb  trade  and  tradable  representations  to  Odyssey.  Their  work  on 
forward  trades  is  complete.  For  the  other  trade  types,  they  expect  to  be  able  to  complete  down-streaming 
within  three  weeks  of  receiving  the  corresponding  tradable  from  Strategy.  The  team  has  also  met  with 
cross-divisional  IT  to  help  them  in  relaying  trades  to  the  market  risk  and  credit  departments. 

Treasury  There  are  no  funding  issues.  We  will  request  a  separate  review  and  approval  when  we  initiate 
funded  index  derivative  trades  that  rely  on  access  to  GS  funding/balance  sheet. 
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US  Property  Derivatives  NPC  Memo 


Appendix  I:  Index  Details 
FOR  INTERNAL  USE  ONLY 


December  20,  2006 

The  Information  contained  herein  Is  Indicative  only  and  the  actual  terms  of  any  transaction  will  be  set  forth  In  the  definitive  Offering  Circular. 
Capitalized  terms  used  as  defined  herein. 
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Measuring  Home  Price  Changes 
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There  are  several  sources  of  home  price  data.  The  following  supply  home  price  indices: 

hi  National  Association  of  Realtors  (NAR) 

a  Office  of  Federal  Housing  Enterprise  Oversight  (OFHEO) 

i*  Fiserv  Lending  Solutions* 

a;  Standard  &  Poor's  Case-Shiller" 


*  Provides  licenses  for  standard  Case-Shiller  Indices,  exclusively  for  research  and  analysis  purposes 

**  Under  permission  granted  by  MacroMarkets  LLC,  licensing  agent  for  the  (tradable)  S&P/Case-Shiller®  Home  Price 
Indices,  for  the  purposes  of  creating,  developing  and  settling  housing-linked  financial  products 
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Home  Price  Methodologies 

A  Comparative  Analysis 
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There  are  two  established  methodologies  tor  generating  home  price  indices: 
a  Median  home  price 
i;i  Repeat  sales 


Description/Method 


Indices 


Pros 


Cons 


Median  Home  Price 


■Based  on  the  median  price  of  home 
sales  in  a  particular  geographic  area 
during  a  particular  time  period 


■NAR 


■Simple 


■Volatile 

■Does  not  adjust  for  differences  in 
range  of  housing  values 


Repeat  Sales 


■Computed  by  stringing  together  a  series  of  repeat 
sales  of  the  same  property 


■S&P/Case-Shiller  Home  Price  Indices 

■OFHEO 

■Case-Shiller 


■Eliminates  distortions  from  changes  in  the  quality  of 
homes  in  a  geographic  area  (i.e.,  increasing  size, 
newer  homes,  etc.) 

■Better  proxy  for  actual  returns  on  owning  residential 
real  estate 


■New  homes  not  included 
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Home  Price  Index  Development 

Historical  Timeline 
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i  1991:  Case,  Shiller,  Weiss  Inc.  founded  to  publish  the  Case-Shiller  Indices 
i  1995:  OFHEO  introduces  a  repeat  home  sales  methodology 

-  Similar  in  design  to  the  Case-Shiller  Indices 

-  Based  on  home  prices  associated  with  only  conforming  loans,  approximately  35%  of  the 
mortgage  market  in  2005* 

-  Includes  appraisals  for  refinancing,  which  introduce  bias  to  the  indices 

i  2002:  CSW  is  acquired  by  Fiserv  and  becomes  Fiserv  CSW  Inc 

m  MacroMarkets  LLC  is  founded  and  retains  the  rights  to  develop  financial  products  based  on 
the  Case-Shiller  Indices 

i  2006:  MacroMarkets  issues  sublicense  to  Standard  &  Poor's  to  facilitate  administration  and 
dissemination  of  the  S&P/Case-Shiller  Home  Price  Indices,  with  a  view  towards  stimulating 
development  and  trading  of  housing-linked  products 
ii  Base  period  of  January  2000  when  indices  are  established  at  1 00.00 
m  Based  on  the  universe  of  available  sales  (not  limited  to  those  associated  with  conforming 

loans) 
is  GS  is  the  first  dealer  to  license  the  S&P/Case-Shiller  Home  Price  Indices  to  create  home 

price  derivatives 

i  The  Case-Shiller  Home  Price  Indices  have  been  used  as  a  benchmark  for  home  price  changes 
for  approximately  16  years 

Source:  Inside  Mortgage  Finance,  2/24/06 
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Example  of  Repeat  Sales  Methodology 

How  Home  Sales  Are  Linked  Together 
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Consider  the  following  example  of  three  homes  in  a  specific  neighborhood  that  change  hands  over  a 
three-year  period: 


Property 

2000 

2001 

2002 

A 

$100,000 

$120,000 

NA 

B 

$75,000 

NA                   $100,000 

C 

NA 

$100,000 

$105,000 

■  We  can  make  the  following  inferences: 

ii   Property  A's  price  rose  by  20%  from  2000-2001 
is   Property  B's  price  rose  33%  from  2000-2002 
is   Property  C's  price  rose  5%  from  2001  -2002 

■  If  we  assume  the  sales  information  for  Property  A  is  correct,  the  home  price  change  over  year  one  is 
20%,  which  implies  a  value  for  Property  B  of  $90,000  in  2001 

■  Thus,  the  implied  appreciation  of  Property  B  is  1 1  %  from  2001-2002 

■  Property  C,  however,  suggests  that  the  rate  of  increase  was  5%  over  that  time  period 

■  From  2001  to  2002  the  home  price  index  change  is  based  on  the  average  of  the  increase  in  Property  C 
and  imputed  increase  in  Property  B,  i.e.  8% 

■  In  the  repeat  sales  methodology,  the  averaging  of  price  appreciation  from  different  pairs  of  sales  is  done 
using  a  complex  linear  regression  in  which  each  pair  is  a  separate  observation.  The  Appendix  contains  a 
technical  description  of  some  additional  details  in  the  case  of  the  S&P/Case-Shiller  Home  Price  Indices 

Source:  Case-Shiller,  www.cswonline.com  4 


Confidential  Treatment  Requested  by  Goldman  Sachs 


GS  MBS-E-01 3492550 


Footnote  Exhibits  -  Page  3432 


Release  Dates  for  Home  Price  Indices 

Example  Lag  from  Index  Measurement  to  Release 


idmtui 


Measurement 
Period 

(Oct-1  toDec-31) 


Release  Frequency: 


"Illl 

Mfiail 


S&P/Case- 
Shiller 

-   (Feb-28) 


Monthly  for  national         Monthly 

and  regional 
Quarterly  for  MSAs 


Quarterly 


90  days 


Quarterly 
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Overview  of  Home  Price  Indices 

Comparison  of  Key  Characteristics 
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NAR                               OFHEO                              Fiserv                      S&P/Case-Shiller  .    1 

Release  Frequency 

Monthly  for  national 

and  regional 
Quarterly  for  MSAs 

Quarterly 

Quarterly 

Monthly 

Computational 
Methodology 

Median  Sales 

Repeat  Observations 

Repeat  Sales 

Repeat  Sales 

Transaction  Coverage 

30-40%  of  All  Sales' 

Repeat  Observations; 

Conforming  Loans 

Only;  Includes 

Appraisals 

All  Repeat  Sales 

All  Repeat  Sales 

Calculation  Agent 

National  Association 
of  Realtors 

OFHEO 

Fiserv 

Fiserv 

Back-up  Calculation 
Agent 

None 

None 

None 

Standard  &  Poor's 

Tiers 

None 

None 

Low,  Middle  and  High 

Priced; 

Condominium 

Low,  Middle  and  High 

Priced; 

Condominium 

•http://www.realtor.org/Research.nsf/Pages/EHSMeth 
Note:  These  indices  are  subject  to  revisions 
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MSA  Definitions  for  S&P/Case-Shiller  Home  Price  Indices 

Counties  Included  in  Each  MSA 
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HB33IHH            m 

Eaa«x,MA 

Cook,  IL 

Ado  mo,  CO 

Clark,  NV 

Broward,  FL 

Middlasox,  ma 

Do  Koto,  XL 

Aropoboo,  CO 

Orsngo,  CA 

Mlaml-Dodo,  FL 

Norfolk,  MA 

On  Paga,  IL 

door  Crook,  CO 

Palm  Bosch,  FL 

Plymouth,  MA 

Grundy,  IL 

Donvor,  CO 

Suffolk,  MA 

Kano.IL 

Douglas,  CO 

RocMaonom,  NH 

KoMun,a 

EU»art,CO 

Strafford,  HH 

Mchoury,  IL 

Q Spin,  CO 

was,  il 

Jaffa  raoa,  CO 

Pork,  CO 

Folrflold,  CT 

Worron,HJ 

,    San  Dingo,  CA 

Atamads,  CA 

District  of  Columbia,  DC 

Falls  Chord*  Chy,  VA 

NowHavoa,  CT 

B>oax,Hr 

Contra  Casta,  CA 

Contort,  MD 

Ptoqular,  VA 

Boreon, IU 

Datebost,  NY 

Marin,  CA 

Cfaortoo,  MO 

Frodortckaburo  City,  VA 

Em«x,  tO 

Kings,  NY 

San  Francisco,  CA 

Frodorkk,  MD 

Loudoun,  VA 

Hudoan,  HJ 

NtMiu,  NY 

Son  Matoa,  CA 

Montoamarv,  MD 

Manassas  City,  VA 

Hantordon,  NJ 

How  York,  NY 

Prtoco  Qaorgoa,  MD 

Hanaoaaa  Park  City,  VA 

Norcor,  HJ 

Orono*.  NY 

Alexandria  City,  VA 

Prlneo  William,  VA 

Mlddtooox,  HJ 

Putnam,  NY 

Arlington,  VA 

Spotsylvania,  VA 

Monmouth,  HI 

Qaoona,  NY 

Clark,  VA 

Stafford,  VA 

Morris,  HJ 

Richmond.  HY 

ralrfax,  VA 

Worron,  VA 

Ocoan,  M 

Rockland,  MY 

Fairfax  City,  VA 

Jaff arson,  WV 

Passaic,  N) 

SuBOIk,HY 

Fails  Chorea,  VA 

&omar*o%  HJ 

WMuhootor.NY 

Susssx,  HJ 

Pica,  FA 

Union,  HJ 
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S&P/Case-Shiller  Normalized  Composite  Weights 

Each  MSA's  Share  of  the  Composite  Index   


dmaii 

L1IS 


Source:  S&P:  "S&P/Case-Shiller  Home  Price  Indices  Methodology" 


MSA 

2000  Composite  Weight 

Boston 

7.41% 

Chicago 

8.89% 

Denver 

3.68% 

Las  Vegas 

1.48% 

Los  Angeles 

21.16% 

Miami 

4.99% 

New  York 

27.24% 

San  Diego 

5.51% 



San  Francisco 

11.79% 

Washington,  DC 

7.85% 
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Home  Price  Index  Levels 

Rapid  Appreciation  in  Recent  Years 


Oman 


Chicago 


Las  Vegas 


Jnar  Jm40  JmJH  Mn&i  imM  Jn-07  JMO  Juvfll  JatOI  MMX 


New  York 


San  Diego 


jm.i?  jm#>  jm-ci  j«ja  j«-»  jb«' 


MUM  J*4t  JW  J»^»  Jn-ST  J#i  W  JnOI  JrxJU  Wl09  J*k*7  J 


»J*n43JiM»  jbUTJbvW  *bJI  jh»-M  Jl 


San  Francisco 


Washington,  D.C. 


Composite 


^ 


»  jnffi  JnAS  »«>  m«  MUST  JaUO  JbU*  JBvSI  wv  jaull  j*>jO  *jM  Jb*«  J*t«l  Java,  Jntt  MS  »*SS  4 

Note:  Home  Prioe  Indices  are  Indexed  to  100.00  at  Jan-00;  Source:  S&P/Case  Sh/ller.  Standard  and  Poor's,  NAR:  Haver  Analytics,  OFHEO:  OFHEO 


Confidential  Treatment  Requested  by  Goldman  Sachs 


GSMBS-E-01 3492555 


Footnote  Exhibits  -  Page  3437 


S&P/Case-Shiller 

NAR 

OFHEO 

GS  Forecast 

GS  Composite 
Forward  Implied 

CME  Implied 


fflr 


Home  Price  Indices 

Year-Over-Year  Percent  Changes 


Las  Vegas 


Source:  S&P/Case  Shlller.  Standard  and  Poors,  NAR:  Haver  Analytics,  OFHEO:  OFHEO.  GS  Forecast:  Goldman  Sachs,  CME  Implied:  CME 
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Measuring  Commercial  Real  Estate  Changes 
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There  are  several  sources  of  commercial  real  estate  data.  The  following  supply 

commercial  real  estate  indices: 

b  National  Council  of  Real  Estate  Investment  Fiduciaries  (NCREIF) 

is  Global  Real  Analytics  (GRA) 


NCREIF 


Description/Method 


Pros 


Cons 


■Total  Return  Index 

■  Based  on  property  performance  data 
collected  from  NCREIF  data  contributing 
members  . 


■  Reflects  returns  of  owning  commercial 
real  estate 

■  Properties  held  entirely  or  partially  in 
fiduciary  environment  by  institutional 
investors 

■Large  database  of  appraisals  and 
sales 


■Appraisal  based 
■Member  firm  data  only 


GRA  Commercial  Real  Estate  Index 
(CREX) 


■Market  Cap  Index 

■Computed  by  measuring  average  price  per  square 
foot  then  applying  a  weighting  factor  to  calculate  total 
aggregate  value  of  commercial  real  estate 


■Transaction  based 

■Utilizes  only  arms-length  transactions  which 
eliminates  below  market  sales  between  family 
members  or  other  inter-related  parties 

■Computationally  simple 


■Smaller  sample  size 
■Volatile 


Source:  NCREIF:  User's  guide  to  NPI,  CREX:  GRA  Commercial  Real  Estate  Index  Methodology 


Confidential  Treatment  Requested  by  Goldman  Sachs 


GS  MBS-E-0 13492557 


Footnote  Exhibits  -  Page  3439 


NCREIF  Property  Index  Development 

Historical  Timeline 
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1981 :  Frank  Russell  Company  establishes  the  FRC  Property  Index— the  first 
ever  private  real  estate  performance  index 

1982:  NCREIF  established  to  develop  private  real  estate  market  databases 
and  risk-return  measures 

1991:  Index  is  renamed  to  Russell-NCREIF  Property  Index  to  reflect 
NCREIF's  identity  and  its  increasing  role  in  overseeing  data  collection  and 
promoting  standardization 

1995:  NCREIF  assumes  full  Index  responsibility 

2005:  Credit  Suisse  granted  exclusive  license  to  use  the  NCREIF  indices  for 
creating  derivative  transactions 

2006/07:  Dealer  community  expects  to  begin  trading  derivatives  based  on 
the  NCREIF  indices 
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Total  Return  Methodology 

How  Income  and  Capital  Returns  are  Measured 
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NCREIF  Property  Index  (NPI)  quarterly  returns  provide  an  estimate  of  a  property's  IRR  as  if  it  were  purchased  at  the 
beginning  of  the  quarter  and  sold  at  the  end  of  the  quarter  with  the  investor  receiving  all  net  cash  flow  during  the  quarter 

Calculations  are  based  on  quarterly  returns  of  individual  properties  before  the  deduction  of  portfolio  level  management  fees, 
but  inclusive  of  property  level  management  fees 
is    Returns  are  weighted  by  the  property's  market  value 

ta    Formulas  assume  (f)  net  operating  income  (NOI)  is  received  at  the  end  of  each  quarter,  (ii)  capital  expenditures  occur  at 
mid-quarter  and  (Hi)  partial  sales  occur  at  mid-quarter 

Income  Return  measures  the  portion  of  total  return  resulting  from  the  net  operating  income  of  a  property 
a    Income  Return  =  NOI  /  (Beginning  Market  Value  +  V4  Capital  Improvements  -  VS  Partial  Sales  -  M  NOI) 

Capital  Value  Return  measures  the  change  in  market  value  from  one  period  to  the  next 

u    Capital  Value  Return  =  (Ending  Market  Value  -  Beginning  Market  Value  +  Partial  Sales  -  Capital  Sales)  /  (Beginning 
Market  Value  +  Vi  Capital  Improvements  -  V*  Partial  Sales  -  VS  NOI) 

Total  Return  =  Income  Return  +  Capital  Value  Return 

The  adjustments  in  the  denominator  reflect  an  estimate  of  the  average  investment  throughout  the  period  given  the 
assumptions  above 


NOI  Received  by  Month 


.  Assumed 
Cumulative 

■    Average 


Source:  NCREIF:  User's  guide  to  NPI 


Capital  Improvements/Partial 
Sales  by  Month 


m 


13 
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Overview  of  Real  Estate  Indices 

Comparison  of  Key  Characteristics 

NCREIF                                                            CREX 

Release  Frequency 

Quarterly 

Monthly, 

Released  last  Wednesday  of 

each  month 

Measurement  Period 

Quarterly 

Quarterly  on  a  rolling  basis 

Computational  Methodology 

Total  return 

Market  cap  weighted  method 

Data  Source 

Member  firms 

Public  and  quasi-public 
information 

Coverage 

All  member  properties 

Arms-length  sales 

Property  Type  Indices 

Apartment,  Hotel,  Industry, 
Office,  Retail 

Apartment,  Office,  Retail, 
Warehouse 

Regional  Indices 

East,  Midwest,  South,  West 

Desert  Mountain  West, 

MidAtlantic  South,  Midwest, 

Northeast,  Pacific  West 

Return  Tiers 

Capital  return,  income  return 

None 

Trade  Method 

OTC  dealer  market 

CME 

Calculation  Agent 

NCREIF 

GRA 

Source:  NCREIF:  User's  guide  to  NPI,  CREX:  GRA  Commercial  Real  Estate  Index  Methodology 
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Commercial  Real  Estate  Indices 

Rapid  Appreciation  in  Recent  Years 


■  NCREIF  Total 

Return 

NCREIF  Capital 
Return 

■  .    NCREIF 
Income  Return 

CREX 


m 


aclis 


National 


National  YoY 


Jtn-78           Jov«2           J«v«6           JwvSO  JmvW  Jan-OS  Jwv02 

[I — hcomcMex  -CtfWMei Total  Wet  —  NBfcnd  CREX] 


Jw-78          JarwK          Jbv«          JarvSO         Jw44  Jw«8  Jwvffi  Jm-06 

P — hcem»»o» Captalhdre  Totd  hdet  — -Nrtjord  CBEX| 


Note:  Indices  are  indexed  to  100.00  at  Jan-00;  Source:  NCREIF:  NCREIF,  CREX:  GRA 
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Regional  Commercial  Real  Estate  Indices 


■     NCREIF  Total 
Return 

NCREIF  Capital 
Return 

■-      NCREIF 
Income  Return 

CREX 


W" 


NCREIF  West  v  CREX  PacficWest 


NCREIF  South  v  CREX  MidAtlantic  South 


Jan-76  Jan42  Jan-OB  JarvSO  JarvM  Jan-ee  Jan-02  JwOS 


NCREIF  East  v  CREX  Northeast 


Jn-78  ±nm  J**aO  JBVfiO  JmnrQ*  JmvEB  JBfXn  JSOOS 


Ja-vTS  JW82  JsvBS  J»>«0  JarvS4  JarvSS  JsXC  JirvOG 


NCREIF  Midwest  v  CREX  Midwest 


Jw>-7B  Jv>62  Jb>46  Jmeo  Jo>S4  Jb>«  Jw02  Jw4H 


Note:  Indices  are  Indexed  to  100.00  at  Jan-00;  Source:  NCREIF:  NCREIF,  CREX:  GRA 
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Regional  Commercial  Real  Estate  Indices 

Year-Over-Year  Percent  Changes 


■  NCREIF  Total 

Return 

•  NCREIF  Capital 
Return 

■  .    NCREIF  . 
Income  Return 

CREX 


Oman 


NCREIF  West  v  CREX  PacficWest 


NCREIF  South  v  CREX  MidAtlantic  South 




]  \  {P/^ 

W-- .      . V          Air''    y 

s^     " 

JuvTt  iwv41 


NCREIF  East  v  CREX  Northeast 


Jan-7t  im^l  iia-m 


Mn-M  Jw-03  J»-M 


NCREIF  Midwest  v  CREX  Midwest 


JavM  tahOI  Jm4« 


Note:  Indices  are  indexed  to  100.00  at  Jan-O0;  Source:  NCREIF:  NCREIF,  CREX:  GRA 
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Property  Specific  Commercial  Real  Estate  Indices 


.     NCREIF  Total 
Return 

.  NCREIF  Capital 
Return 

NCREIF 
Income  Return 

CREX 


jjrmui 


Apartment 


NCREIF  Industrial  v  CREX  Warehouse 


J»«S  JV43  »*» 


Nole:  Indices  are  indexed  to  100.00  at  Jan-O0;  Source:  NCREIF.  NCREIF,  CREX:  GRA 
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Return 

•  NCREIF  Capital 

Return 

■       NCREIF 
Income  Return 

CREX 


» 
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Property  Specific  Commercial  Real  Estate  Indices 

Year-Over-Year  Percent  Changes 


NCREIF  Industrial  v  CREX  Warehouse 


-vS-^v,    .7 


lal*ltH^B 


Note:  Indices  are  indexed  to  100.00  at  Jan-00;  Source:  NCREIF:  NCREIF,  CREX:  GRA 
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From: 
Sent: 
To: 
Subject: 


Swenson,  Michael 

Tuesday,  May  16,  2006  10:08  AM 

Birnbaum,  Josh 

RE:  Housing  Futures  and  Options 


It  means  other  people  ie  cw  dealer  desk  is  thinking  about  it 

Original  Message 

From:  Birnbaum,  Josh 

Sent:  Tuesday,  May  16,  2006  9:50  AM 

To:  Swenson,  Michael 

Subject:  FW:  Housing  Futures  and  Options 

what  does  he  mean? 


Original  Message 

From:  Swenson,  Michael 

Sent:  Friday,  May  12,  2006  1:26  PM 

To:  Birnbaum,  Josh 

Subject:  FW:  Housing  Futures  and  Options 


.=  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Original  Message 

From:  William  Grady  [mailto:WGrady@ramius.com] 
Sent:  Friday,  May  12,  2006  1:18  PM 
To:  Swenson,  Michael;  Salem,  Deeb 
Subject:  FW:  Housing  Futures  and  Options 

FYI-The  cat  is  crawling  out  of  the  bag. 

William  E.  Grady 

Ramius  Capital  Group,  LLC 

Chrysler  Center 

666  Third  Avenue,  26th  Floor 

New  York,  NY  10017 

Em  wgradySramius . com 

W  (212)  201-4827,  M  (908) 

F  (708)  570-7562 


Original  Message 

From:  gmichaell@bloomberg.net  [mailto:gmichaell@bloomberg.net] 

Sent:  Friday,  May  12,  2006  1:05  PM 

To:  undisclosed-recipients 

Subject:  Fwd:  Housing  Futures  and  Options 


Original  Message  

From:  JONATHAN  LIEBER,  COUNTRYWIDE  SECURITI 
At:   5/12  13:02:11 

Synthetic  instruments  have  begun  to  make  significant  inroads  into  the  world  of  structured 
products.   Late  in  2005,  the  standardization  of  trading  documentation   for  ABCDS  contracts 
increased  investors'  ability  to  hedge  RMBS  exposure  -  or  take  an  outright  short  position  - 
which  led  to  a  short  and  sharp  widening  of  subordinated  spreads  (this  widening  was  short 
lived  and  spreads  are  now  tighter  than  "pre-ABCDS"  levels).   This  was  followed  by  the 
introduction  of  the  ABX.HE  indices  in  January,  a  product  line  that  so  far  seems  to  have 
led  to  increased  market  liquidity,  price  discovery,  and  two-way  flow  in  the  subordinated 
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HEL  sector.   On  May  22nd,  the  next  synthetic  vehicle  that  may  be  of  interest  to  RMBS 
investors  will  debut  when  the  Chicago  Mercantile  Exchange  (CME)  begins  trading  a  pure 
real-estate-linked  futures  contract,  as  well  as  options  on  these  futures. 

The  CME  housing  futures  will  represent  ten  major  metropolitan  areas: 

Boston,  Chicago,  Denver,  Las  Vegas,  Los  Angeles,  Miami,  New  York,  San  Diego,  San 

Francisco,  and  Washington  D.C.   Housing  price  indices  for  each  of  these  MSAs  will  be 

determined  by  an  index  of  repeat  home  sales  in  that  region,  as  measured  and  tracked  over 

time  by  Case-Shiller . 

Simply  put,  participants  will  be  able  to  "  go  long  or  short  housing  price  appreciation  in 

these  MSAs  by  taking  long  or  short  positions  in  the  appropriate  futures  contracts.   These 

indices  will  be  marked  to  market  every  day,  and  will  settle  in  cash.   As  noted,  options  on 

these  contracts  will  also  be  available,  allowing  participants  to  take  a  long  or  short 

position  via  calls  or  puts  on  the  MSA  of  interest. 

These  housing  futures  and  options  are  likely  to  be  of  interest  to  businesses  that  have 
direct  exposure  to  regional  housing  markets  (e.g.,  home  builders  in  Miami  may  find  it 
useful  to  hedge  price  risk  in  ongoing  construction  projects  by   going  short  Miami  CME 
futures) .   It  is  also  possible  that  these  instruments  will  be  used  as  more  of  a 
speculative  vehicle  for  individuals  or  institutions  wishing  to  express  a  particular  view 
on  the  housing  market  in  any  particular  region  (e.g.,  taking  a  bearish  view  on  Las  Vegas 
real  estate) .   As  for  RMBS  investors,  it  remains  to  be  seen  just  how  useful  the  market 
will  find  these  products. 
Although  RMBS  investors  are  concerned  with  housing-price  appreciation 

-  especially  in  regions  to  which  their  collateral  pools  have  concentrated  exposure  -  it 
is  important  to  note  that  bond  returns  are  not  "linearly  correlated"  with  changes  in 
housing  prices.   In  other  words,  the  spread/price  performance  of  a  bond  is  not 
particularly  sensitive  to  changes  in  underlying  HPI   until  or  unless  the  underlying  HPI  is 
very  weak  (or  negative) .   Our  initial  thought  is  that  some  holders  of  RMBS  debt  at  the 
lower  end  of  the  capital  structure  may  explore  options  on  these  indices  as  "insurance" 
against  severe  HPI  downturns,  perhaps  by  buying  out  of  the  money  puts  on  specific  indices.. 
We  expect  to  monitor  activity  and  index  performance  in  these  new  synthetic  products   going 
forward. 


Information  and  statistical  data  herein  contained  are  from  sources  which  Countrywide 
Securities  Corporation  ("CSC")  believes  to  be  reliable  and  does  not  guarantee  its  accuracy 
or  completeness.  All  computational  information  is  subject  to  change,  is  for  hypothetical 
purposes  only  and  does  not  guarantee  future  results.  For  the  securities  discussed  herein, 
CSC  may  have  acted  as  an  underwriter,  have  a  position,  make  a  market,  purchase  or  sell  the 
same  on  a  principal  bases,  or  as  agent.  This  is  not  a  solicitation  of  any  order  to  buy  or 
sell. 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Raazi,  Cactus 

Thursday,  August  10,  2006  3:48  PM 

Shah,  Poonam 

Scales,  Carly;  Swenson,  Michael 

Paulson  bookings 


I've  already  tried  to  book  this  once  -  didn't  stick  -  need  your  help  now 
GS  sold  550mm  protection  on  ABX.HE.A.06-2  to  Paulson  -  should  be  allocated  as  follows: 
Paulson  &  Co.  ABX  Ledger 


ABX  Index 

Executing  Broker 
CDS  Counterparty 

All  Prices  Quoted  in  Basis  Points 
Account  Name 
HFR 

Paulson  Partners  Enhanced  LP 
Paulson  Partners  LP 
Paulson  International  Ltd 
Lyxor  Paulson  International 
Paulson  Enhanced  Ltd. 
PGS  Focus 

TOTAL  = 


ABX.HE.A.06-2 

GSCO 

GSCO 

8/9/06 

99  31/32 

(8,900,000) 

(38,160,000) 

(29,130,000) 

(104,360,000) 

(37,420,000) 

(329,715,000) 

(2,315,000) 

(550,000,000.00) 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Cactus  Raazi 
212.902.3943  direct 
91  /.■■■■  mobile 

This  material  has  been  prepared  specifically  for  you  by  the  Credit  Derivatives  Trading/Sales  Department  and  is  not  the  product  of  Fixed  Income  or 
J.  Aron  Research.  This  document  does  not  constitute  an  offer  or  invitation  to  acquire  any  security  or  to  enter  into  any  agreement  and  Goldman 
Sachs  (as  used  herein,  such  term  shall  include  affiliates  of  Goldman  Sachs)  is  not  soliciting  any  action  based  upon  this  material.  Opinions 
expressed  are  our  present  opinions  only.  All  of  the  information  herein,  including  public  ratings,  domicile  and  industry  classification,  is  provided 
based  on  what  we  reasonably  believe  to  be  recent  and  reliable  information,  but  we  make  no  representations  or  warranties,  express  or  implied  as  to 
its  accuracy  or  completeness  and  we  are  not  responsible  for  errors  or  omissions.  All  information  is  based  on  what  we  believe  to  be  the  final 
portfolio,  but  is  subject  to  change.  Transactions  described  in  this  material  may  give  rise  to  substantial  risk  and  are  not  suitable  for  all  investors. 
Goldman  Sachs,  or  persons  involved  in  the  preparation  or  issuance  of  this  material,  may  from  time  to  time,  have  long  or  short  positions  in,  and  buy 
or  sell,  the  securities,  commodities,  futures,  options,  derivatives  or  other  instruments  and  investments  identical  with  or  related  to  those  mentioned 
herein.  Goldman  Sachs  does  not  provide  accounting,  tax  or  legal  advice;  such  matters,  as  well  as  the  suitability  of  a  potential  transaction  or 
investment,  should  be  discussed  with  your  advisors  and  or  counsel.  In  addition,  we  mutually  agree  that,  subject  to  applicable  law,  you  may  disclose 
any  and  all  aspects  of  this  material  that  are  necessary  to  support  any  U.S.  federal  income  tax  benefits,  without  Goldman  Sachs  imposing  any 
limitation  of  any  kind.  Goldman  Sachs,  by  virtue  of  its  status  as  an  advisor,  underwriter  or  otherwise,  may  possess  or  have  access  to  non-public 
information  relating  to  the  companies  and  assets  that  are  referred  to  in  this  material,  and  does  not  intend  to  disclose  such  status  or  non-public 
information.  This  material  has  been  issued  by  Goldman,  Sachs  &  Co.  and  has  been  approved  by  Goldman  Sachs  International,  which  is  regulated 
by  the  Financial  Services  Authority,  in  connection  with  its  distribution  in  the  United  Kingdom  and  by  Goldman  Sachs  Canada  in  connection  with 
its  distribution  in  Canada.  Further  information  on  any  of  the  securities,  futures  or  options  mentioned  in  this  material  may  be  obtained  upon  request. 
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From-  Sparks,  Daniel  L 

genJl"  Thursday,  December  07,  2006  9:06  PM 

jQ.  '  Montag,  Tom 

Subject:  RE:  More  thorough  response 

Life  to  date  now  is  basically  flat  to  down  a  bit. 

Original  Message 

From:  Montag,  Tom 

Sent:  Thursday,  December  07,  2006  8:59  PM 

To:  Sparks,  Daniel  L 

Subject:  RE:  More  thorough  response 

what  is  LTD  now?   how  well  are  they  really  trading  it 

Original  Message 

From:  Sparks,  Daniel  L 

Sent:  Thursday,  December  07,  2006  8:58  PM 

To:  Montag,  Tom 

Subject:  RE:  More  thorough  response 

Pu.hing  and  squeezing  1.  definitely  worti.g.  Th.  heed  guy  -  John  Paulsen  -  makes  ,11  the 

Ehuts»g  ES£.r£  ;.££j-££  s.^s;  ^  ™.  ._  •..»  P.m  «*,. 

Ameriquest  is  the  monster  in  the  space. 

Original  Message 

From:  Montag,  Tom 

Sent:  Thursday,  December  07,  2006  8:48  PM 

To:  Sparks,  Daniel  L 

Subject:  RE:  More  thorough  response 

this 

Original  Message 

From:  Sparks,  Daniel  L 

Sent:  Thursday,  December  07,  2006  8:06  PM 

To:  Montag,  Tom 

Subject:  RE:  More  thorough  response 

They  appear  to  have  dedicated  funds  raised  specifically  for  this  trade  -  short  resi 
subprime 

They  have  it  levered 

We  have  on  with  them  something  like  (these  were  done  prior  to  the  last  few  months  when  we 

have  not  done  much  with  them) : 

$3  billion  BBB  flat 

$2  billion  A 

$2  billion  of  tranched  protection  CDS 
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We  have  heard  they  have  a  total  of  $15-20  billion  on 

They  had  asked  us  to  do  another  tranched  protection  trade  for  them,  and  seem  fine  with  it 

being  pushed  to  January 


Original  Message 

From:  Montag,  Tom 

Sent:  Thursday,  December  07,  2006  7:48  PM 

To:  Sparks,  Daniel  L 

Subject:  RE:  More  thorough  response 

how  big  is  paulsen  and  what  are  they  doing 

Original  Message 

From:  Sparks,  Daniel  L 

Sent:  Thursday,  December  07,  2006  7:08  AM 

To:  Montag,  Tom 

Subject:  More  thorough  response 

I  was  e-mailing  while  driving 

After  moore  there  were  not  other  follow-on  short-coverers  or  outright  buyers  at  those 

levels 

Structured  exits  are  complicated  and  take  time 

And  we  didn't  push  hard  enough 

Market  has  repriced  so  there  are  starting  to  be  some  outright  buyers,  and  team  is  pushing 

hard  on  structured  outs 

Biggest/quickest  issue  is  whether  to  approach  the  monster  who  is  shorting  non-stop  - 

paulsen 

Could  result  in  quick  reduction,  or  they  could  use  it  against  us  in  a  very  significant  way 
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Mortgage  Department  Update 
January  9, 2007 
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Agenda 


1 .  P&L  Review 

2.  ABX  /  ABS  CDS  Risk 

3.  Subprime  Risk 

4.  Competitors 

5.  Opportunities,  Challenges  &  People 


Appendix 

Subprime  Recent  History 
CDO  Pipeline 
Growth  Opportunities 
Challenges 
People 
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$454 


Smm 
Business  Unit 


2007  Budget 


YTD  2007 


Net  Structured  Products 


European  CMBS  JV 

23 

35 

41 

Acquisition  Finance  JV 

57 

22 

11 

Advisory 

16 

12 

19 

PFG  /  SSG  JV 

51 

35 

39 

Manager's/Other 

(10) 

(11) 

(36) 

50 

22 
20 


Results  have  been  restated  to  include  Liquid  Products  revenues  in  IRP. 

^Correlation  revenues  are  net  of  EITF  in  the  amounts  of  0,  54  and  53.  Current  reserve  ,s  98. 
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ABX  /  ABS  CDS  Risk 


Insert  risk  report 
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Subprime  Risk  Areas 


J456 


Residual 

Loan 

CDO 

Loans 

Interest 

ABX 

Warehouse 

Warehouse 

Platforms 

Current 
Position 

Long  $7B 
subprime  loans 

Long 
$289mm 

Long 

$1 .4mm/bp 

ABX 

$798mm 
loans  funded 
vs.  $842mm 

$2.5B  High 

Grade 

$2.2B 

$10mm  minority 
equity  investment 
(Senderra  & 

(to  be 
securitized:  $4B 

market  value 

mezzanine 

LownHome) 

Jan,  $2B  Feb, 

$221  mm 

$1BMar) 

resids  and 
bonds  funded 
vs.  $344mm 
market  value 

Primary 
Risk 

LIQUIDITY  & 
COUNTER- 

REALIZED 
LOSSES 

MARKET 
SPREADS 

COUNTER- 
PARTY 

MARKET 
SPREADS 

REPUTATIONAL 
&  COUNTER- 

PARTY 

/Losses 

/ABX/sing 

CREDIT 

/CDO 

PARTY 

/Spreads 
widen  pre-deal 

exceed 

le  name 

/Counterpart 

liabilities 

estimates 

CDS  basis 

y  defaults  and 

widen  making 

/Counterparty 

widens 

misses  margin 
calls 

deal 
uneconomic 

failure  -  EPDs 

and  assets  in 

/Liquidity  dries 

warehouse 

up,  can't  issue 

widen 

bonds 

Mitigant 

/Largest 

^Seasoning 

/Short 

/Mark-to- 

/Risk 

/Board  Seats 

exposures 

of  book 

$1 .4mm/bp 

market  rights 

Sharing 

/Additional 

generally  to 

($6mm  '02, 

single 

/All  margin 

/CDS  on 

oversight 

better 

$2mm  '03, 

name  CDS 

lending 

CDOs 

/Loan  due 

capitalized 

$45mm 

/Direction 

/Ability  to 

/Pre- 

diligence 

counterparties 

'04, 

ally  flat 

trap  cash  and 

placement 

/Short  $8B  of 

$63mm  '05 

offset 

CDS/ABX 

and 

$173mm 

'06) 
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Residential  Loan  Competitors 


Origination 

Servicing 

International 
Presence 

Platform  Name 

Direct 

Conduit 

Servicer  Name 

Bear 
Stearns 

X 

X 

X 

X 

Encore 

EMC 

Credit 
Suisse 

X 

X 

X 

Select 

Deutsche 
Bank 

X 

X 

X 

Chapel  / 
MortgagelT 

Goldman 

■;•:      Sachs 

Mm&M  /: 

X     ::;::; 

Aveto 

RBS 
Greenwich 

Lehman 
Brothers 

X 

X 

X 

X 

BNC  Mortgage 

Aurora 

Merrill 
Lynch 

X 

X 

X 

First  Franklin 

Home  Loan 
Services 

Morgan 
Stanley 

X 

X 

X 

X 

Saxon 

Saxon 
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Competitive  Benchmarking 


GS 


LEH 


Relative  Impact  (2005  YE) 

Gross  Revenue  


Balance  Sheet  (Net)1 


Headcount2 


Pro  Forma  Revenue3 


%  of  FICC  Revenue  (PF) 


%  of  Firmwide  Revenue  (PF) 


$885  mm 


$31.4  bn 


293 


21.9% 


11.4% 


$2,025  mm  (est.) 
$48.5  bn 


4,500-5,500  (est.) 


$1 ,860  mm  (adj.)  $2,025  mm  (est.) 


27.7% 


13.8% 


Business  Lines 


Liquid  Products 
Warehouse  Lending 


Structured  Products  Trading 
CDOs / CLOs  


Residential  Conduit 


Retail  Mortgage  Prig. 


Residential  Servicer 


Commercial  Mortgage  Prig. 


Real  Estate  Principal 


Special  Situations 


International 


via  IRP 


Yes 


Yes 


Credit  JV 


Yes 


In  Process 


Yes 


IBD  JV 


Small 


IRPJV 


Yes 
Yes 


Credit  JV 


Yes 


Yes 


Yes 


Yes 


via  REP  I  A/Whitehall       Yes 


via  GSSG 


Yes 


Yes 


i  ssssssks  s^HSs^tK  se"cin9  {Avel° Mort9a9e}  (27)- 

3  Adds  back  IBD  portion  of  CMBS  JV,  Euro  CMBS,  the  US  PFG  effort,  and  REPIA. 
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Opportunities,  Challenges  and  People 


Opportunities 

Platforms 
New  Products 
CDOs  &  CLOs 
Securitization  Finance 
International 

Challenges 

Environment 

Competitors 

Distribution 

Systems 

Internal  structural  issues  &  conflicts 

Kev  People  &  Moves 
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Appendix 


1.  Subprime  Recent  History 

2.  CDO  Pipeline 

3.  Growth  Opportunities 

4.  Challenges 

5.  People 
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Subprime  Recent  History 


Year 

Annual 
Volume 

Loan 
Prices 

Pre-tax 
Lender 
Margin 

Cum. 

Loss 

of 

Loans 

EPD 

Fre- 
quency 

EPD 
Losses 

Street 

Loan 

Buyers 

2002 

$225B 

104 

1 50  bps 

2% 

1% 

10-15 
bps 

5 

New 

lenders 

enter 

2003 

$350B 

105 

250  bps 

2.5% 

1% 

10-20 
bps 

8 

Rapid 

market  & 

CDO 

growth 

2004 

$550B 

103  1/2 

1 50  bps 

3% 

2% 

15-25 
bps 

10 

Credit 

loosened 

as  rates 

rise 

2005 

$650B 

103 

100  bps 

4.5% 

2.5% 

25-35 
bps 

15 

HPA 

down  & 

credit 

pain 

2006 

$650B 

102 

0  bps 

6% 

4% 

40-60 
bps 

12 
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GS  CDO  Pipeline 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Deal  Name 


Camber  7 


Fort  Denison  Funding 


Collateral  Type 


Struct  Prod  CDO 


Struct  Prod  CDO 


Manager 


Cambridge  Place  Coll.  Mgmt 


Basis  Capital 


Mgmt 
Type 


Managed 


Def  Mngd 


Expected 
Pricing 


Q1  2007 


Q1  2007 


Confidential  Treatment  Requested  by  Goldman  Sachs 


GS  MBS-E-002320978 


5463 


Platforms 


New 
Products 


CDOs& 
CUOs 


Opportunities  for  Growth 


Residential  platform  vertical  integration  &  product  expansion  (conduit,  Alt  A, 

prime,  servicer,  asset  management) 

Build  /  acquire  resi  origination  platform  in  US  -  long-term  payoff 

Build  /  acquire  other  platforms  -  REIT,  multi-family  loans,  student  loans,  auto 

loans,  international 

Property  derivatives  -  commercial  and  residential 

Distressed  trading  -  Resi  Credit  and  SP  CDO 

Synthetic  products  -  managed  synthetics,  CPDO,  CPPI,  residual  synthetics 

Reverse  mortgages,  small  balance  commercial  loans  and  synthetic  hybrids 

Bank  balance  sheet  restructurings 

Prop  investing  &  prop  desk 

Combine  SP  CDOs  ,  correlation,  secondary  CDOs  and  tranched  index  trading 

Growth  of  CDOs  &  CLOs  globally 

CRE  CDOs 

Asia  sponsored  SP  Deals 

Secondary  CDO  trading 

Alternative  capital  raising  -  CDO,  REIT,  Credit  opp  funds 

Portfolio  credit  integration  -  with  corps  and  globally 

■FEln,?at,0n  lbo  &  esoteric  secured  financing  opportunities  -  including  whole  business 
CRE  product  expansion  -  LBO,  construction,  healthcare,  non-US,  esoteric, 
ARCs-like  acquisition 
Infrastructure  finance 

international     Europe  expansion  -  secondary  trading,  securitization,  CMBS  resi  platform, 
warehouse  lending,  SP/CRE  CDOs,  correlation,  loan  pncipalling 

Other  locations  -  Asia  and  Latin  America 
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Risks,  Challenges  and  Structural  Issues 


Environment    Very  rQugh  gojng  jn  Resi  Credjt  wor)d  _  p&|  wj||  be  challenging 

Housing  price  &  loan  volume  declines 

Investing  in  business  in  difficult  environment 

Performance  of  GS  Resi  deals 

Flat  yield  curve 

Tight  spreads  and  low  vol  in  non-subprime  sector 

Event  and  headline  risk  in  subprime 

Competitors     Competition  -  driving  margins  down  &  risk  up 

Vertically  integrated  originators  controlling  product  flows 

People 

Financing  and  super-senior  risk 

Portfolio  Lenders 

Distribution  Global  &  middle  market  distribution 
Mezz  distribution  -  especially  CDO 
Marketing  tools  and  support 


Systems 


SecDB 

Relative  value  tools  with  strats 

Operations 


Internal 
structural 
issues  & 
conflicts 


IBDR.E. 

Financing  Group 

SSG  &  REPIA 

Non-US  opportunities 

Dealing  with  small  counterparties 
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Key  People  Issues 


People  moves  -  strategic  allocation  of  talent: 

>  Bunty  Bohra  to  manage  ABS  Finance  &  lead  coordination  with 
Financing  Group 

Separation  of  origination  function  from  management  of  residual/equity 

>  Cyrus  Pouraghabagher 

>  Ben  Case  to  trade  SP  CDO  (secondary  and  equity) 

Full  time  systems  person  to  work  with  desks,  ops,  strats,  technology  and  controllers 

>  Suok  Noh 


Key  people  &  potential  moves: 

>  Clay  DeGiacinto 

>  Genevieve  Nestor 

>  Janet  Bell 

>  Chris  Creed 

>  Scott  Wisenbaker  &  Mitch  Resnick 

>  Brian  Snyder 

>  Matt  Nichols 

>  Michael  Cawthon 

>  Omar  Chaudhary 

>  Roger  Boone 

>  Rajiv  Kamilla 

>  Jon  Egol 
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Cash  &  Synthetic  SP  CDOs  Combination 


SPCDOs 


Cash  ■+  Synthetic,  Managed  ■+  Static 


Full  Capital  Structure  +  Single  Tranche 


Correlation  /  Index  Tranche  Trading 


Market  Value  Based  Products  (CPPP,  LSS,  etc) 


Lehman  TSiverisori 


f&^il^l^lll^ll- 


>^s,mit;r^(\*rJj%' 


GS  Warehouse 


;  Residual/Correlation 


1 


1  ~ 


'uiiairi^uon; 

— r^ 


Swiuwifw.! ; 


Marketing 
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From: 

Sent: 

To: 

Cc: 

Subject: 

Attachments: 


Krausz,  Amy 

Thursday,  November  02,  2006  10:15  AM 

ficc-abstrading;  ficc-wlcredit 

Cohen,  Jennifer  L;  Nikodem,  Paul 

Q3  Mortgage  Investor  Survey  Results:  PLEASE  COMMENT 

mortgage  survey  oct06  v2.doc 


Hello  - 

Attached  is  the  draft  of  the  results  of  the  Q3  Mortgage  Investor  Survey.  Please  review  and  send  comments  by  the 
end  of  today.  (Note  that  all  graphs  will  be  gstyled  appropriately). 

Thank  you! 
Amy 


mortgage  survey 
oct06  v2.doc 


Amy  Krausz 

Mortgage  Strategies 

Fixed  Income,  Currencies,  and  Commodities 

Tel:  212.357.4794 

Fax:  21 2.256.2498 


Gotrixnax) 


Sachs 
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Structured  Products  Strategies 

Alan  Brazil  (212)  902^822 

Jennifer  Cohen  (212)  357-2280 

Eric  Splaver  (212)  357-9673 

Paul  Nikodem  (212)  357-5048 

Amy  Krausz  (212)  357-4794 

November  1,  2006 

Clients  expect  a  downturn  in  housing  in  2007,  investors  worried  about  high  LTV, 
low/no  doc  loans,  and  pay  option  ARMs,  origination  volumes  to  be  down  10%  in  2007 


Housing  Market 

Investors  are  predominantly  bearish  on  the  housing  market  (almost  70%  think  that  home 
prices  will  decrease  by  at  least  5%).  This  is  significantly  more  bearish  than  investor 
views  from  our  previous  survey,  where  38%  of  investors  thought  that  prices  would 
remain  flat,  and  30%  thought  that  prices  would  drop  by  5%  next  year. 

In  the  case  of  a  nationwide  downturn  in  the  housing  market,  most  investors  (90%) 
anticipate  that  losses  on  Subprime  collateral  will  range  between  4%  and  8%.  This  figure 
is  slightly  lower  than  what  many  research  departments  are  projecting.  Most  investors 
think  that  these  collateral  losses  would  cause  partial  losses  on  the  lower  rated  tranches. 


CDSandABX 

A  majority  of  respondents  (73%)  have  transacted  or  are  planning  to  transact  in  ABX 
and/or  CDS.  The  product  is  playing  a  small  but  growing  role  in  portfolios  -  39%  of 
investors  expected  to  have  synthetics  represent  less  than  10%  of  their  portfolios,  while  ' 
another  16%  of  investors  expected  ABX  /  CDS  to  represent  10-25%  of  their  portfolios. 
Respondents  are  evenly  distributed  between  using  CDS  and/or  ABX  to  ramp  a  CDO  and 
express  views  on  relative  value  (both  at  26%).  An  additional  21%  use  CDS  and/or  ABX 
to  express  a  view  on  home  prices,  up  from  15%  three  months  ago.  This  is  in  line  with  the 
general  bearish  view  on  the  housing  market.  Seven  investors  plan  to  use  ABX/CDS  to 
express  a  view  on  home  prices.  Of  those  seven,  six  investors  (86%)  plan  to  participate  in 
the  housing  derivatives  market. 

Home  Price  Derivatives 

35%  of  respondents  plan  to  participate  in  the  housing  derivatives  market  in  the  near 
future.  Of  those  that  plan  to  participate,  most  intend  to  invest  in  CDS  contracts  (64%). 


Spreads 
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In  both  cash  and  ABX  spreads,  investors  are  generally  of  the  opinion  that  BBB-s  will 
widen  (55%  and  62%,  respectively),  comparable  to  results  of  early  surveys.  Fewer 
investors  think  BBB-  spreads  would  tighten  (10%  now  vs.  19%  3  months  ago).  Investors 
are  still  less  bearish  when  compared  to  historical  standards,  however,  as  shown  on  the 
graph  below.    Since  the  inception  of  the  survey  two  years  ago,  investors  have  been 
consistently  bearish  on  spreads,  although  spreads  have  tightened  in  for  the  most  part 
during  that  time  period. 


Ct*  ABX 

■  ngN*  BUnchanetd  QWM« 


BBB-  Cach  Spread 

430  i 
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"   200 
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50 
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Ma^oe 

Aug-05           Nov-05 
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| BBB- Cash 

Investor  Concerns  /  Risks  to  Sector 

Overall,  a  large  percentage  of  respondents  are  favorable  to  the  Subprime  sector,  but  view 
it  as  riskier  than  other  ABS  sectors  (57%  of  respondents).  Similarly,  a  large  percentage 
of  respondents  are  favorable  to  the  Alt-A  sector;  however,  they  view  it  as  less  risky  than 
other  ABS  sectors  (37%).  Most  investors  are  worried  that  a  housing  price  correction 
(39%)  and  CDO  arb  going  away  (33%)  could  drive  subprime  spreads  wider,  similar  to 
the  results  of  the  July  survey.  Investors  in  Europe  are  most  worried  about  a  housing 
correction  (44%),  but  also  show  concern  that  origination  volumes  are  growing  too  fast 
and  that  credit  standards  are  loosening  (22%). 
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Originators  growing 
volume  too  fast  / 

originators  loosening 

credit  standards, 

12.50% 


I  don't  think  that 

spreads  will  be  driven  - 

wider,  7.81% 


Housing  price 

correction/bubble, 

39.06% 


Quality  of  servicing, 
1.56% 


CDO  arb  no  longer 

works,  32.81% 

Growth  of  Affordability 

products  (40  yr/50yr  / 

IO)  /  stated  doc  /  other 

underwriting  criteria, 

6.25% 


Investors'  greatest  concerns  in  new  product  risk  are  high  LTV  loans  (40%  of 
respondents),  stated/no  doc  loans  (3 1%),  and  Pay  Option  ARMs  (22%). 

When  investors  evaluated  similar  pools  of  subprime  loans,  the  characteristic  investors 
focused  on  most  was  the  originator  (51%  of  respondents),  followed  by  servicer  (30%). 


Other,  8% 


Servicer,  30% 


Originator,  51% 


Issuer,  11% 


Another  area  of  concern  amongst  investors  is  Reverse  Mortgages  (RMs).  43%  of 
investors  would  not  invest  in  an  RM  without  at  GSE  wrap.  An  additional  32%  accede 
that  a  GSE  wrap  is  important,  but  would  invest  nonetheless  if  the  yield  was  right.  Only 
12%  of  investors  would  buy  RMs  without  HECM  government  insurance;  the  remaining 
88%  would  definitely  not  or  are  unsure.  Majority  of  investors  (56%)  would  not  invest  in 
longer  term  accrual  bonds  backed  by  RMs. 


New  Products 

Investors  feel  differently  about  the  various  new  mortgage  products  on  the  market.  47% 
of  the  investors  surveyed  invest  in  deals  with  second  lien  loans  in  them,  51%  invest  in 
deals  with  option  arms,  and  29%  in  scratch  and  dent.  Additionally,  15%  of  the  investors 
polled  invest  in  deals  with  SBC  loans,  and  another  22%  are  considering  this  asset  class. 
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While  currently  there  are  no  investors  in  reverse  mortgages,  10%  are  actively  looking  at 
that  sector.  Most  investors  invest  in  both  fixed  and  floating  rate  bonds,  with  a  slight 
weighting  towards  floating.  Depending  on  the  product,  different  collateral  characteristics 
become  important: 


Most  scrutinized  factor 


Second  Liens      CLTV 


Option  Arms       FICO 

S&D FICO,  CLTV,  DOC 

Reperforming      FICO,  CLTV,  DOC,  OCC 


Origination  in  2007 

A  large  percentage  of  investors  expected  subprime  origination  volumes  to  be  down  10% 
in  2007  vs.  2006  (47%  of  respondents  for  Alt-A,  43%  for  Subprime).  21%  of 
respondents  thought  that  volumes  would  be  flat,  and  1 1%  thought  that  volumes  would  be 
down  more  than  20%. 


Demographics  of  Respondents 

Of  the  66  responses  to  this  investor  survey,  27%  were  banks,  40%  were  money  managers, 
16%  were  hedge  funds,  3%  were  Insurance  companies,  and  the  remaining  13%  did  not 
fall  into  the  above  categories. 


Money 

Manager 

41% 


Insurance  „   ,     _     . 

_  Hedge  Fund 

^  16% 

3% 


Geographically,  6%  were  from  Asia,  14%  were  from  Europe,  and  80%  were  from  North 
America.  39%  of  respondents  were  CDO  managers,  with  17%  focusing  on  high  grade 
and  23%  focusing  on  mezzanine. 
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Asia 

Europe 

M  America 

Total 

lam  a 

Money  Manager 

"abb"%" 

11.11% 

48.98% 

40.32% 

Hedge  Fund 

0.00% 

11.11% 

18.37% 

16.13% 

hsurance  Company 

0.00% 

0.00% 

4.08% 

3.23% 

Bank 

100.00% 

66.67% 

14.29% 

27.42% 

Other 

0.00% 

11.11% 

14.29% 

12.90% 

With  regard  to  Structured  Products  CDOs 

1  am  a  CDO  manager  currently  focusing  primarily  on  High  Grade 

25.00% 

11.11% 

17.02% 

16.67% 

1  am  a  CDO  manager  currently  focusing  primarily  on  Mezzanine 

0.00% 

22.22% 

25.53% 

23.33% 

1  am  not  a  CDO  manager  and  have  no  plans  to  manage  a  CDO  In  2006 

75.00%          66.67% 

48.94% 

53.33% 

IwiD  become  a  CDO  manager  in  2006 

0.00%      !      0.00% 

8.51% 

6.67% 

i 

With  respect  to  the  'high  property  value'  areas  of  Los  Angeles,  San  Diego,  San  Francisco,  Miami,  Washington  DC, 
New  York  and  Boston,  by  the  end  of  2007  1  expect  home  prices  to  be: 

Down  15  percent  or  more 

25.00% 

11.11% 

3.85% 

6.15% 

Down  10  percent 

Down  5  percent 

25.00% 
"  "25.00%    " 

11.11% 

44,44%™'" 

34.62% 
~  38,46%" 

30.77% 
""  38.46% "" 

Flat 

25.00% 

22.22% 

7.69% 

10.77% 

Up  5  percent 

0.00% 

11.11% 

15.38% 

13.85% 

If  Housing  on  a  national  level  goes  down,  I  think  that  the  impact  on  low  rated  Subprime  bonds  will  be: 

Losses  w  III  increase  to  4-5% 

50.00%      |     55.56% 

43.40% 

45.45% 

Losses  will  increase  to  &8% 

50.66%     |     33.33% 

45.28% 

43.94%     j 

Losses  will  increase  to  9-10%  or  greater 
Losses Twill  stay  the  same  (2-3%) 

8:8 

old 

0.00% 

9.43% 
"T89%  ~" 

7.58% 
3.03%  " 

11.11% 

i 

i    — 

If  Housing  on  a  national  level  goes  down,  I  think  the  impact  on  Subprime  lower  rated  bonds  will  be: 

FuD  losses  on  the  lower  rated  tranches 
No  losses,  credit  support  is  sufficient 

0.00% 

0.00% 
11.11% 

9.62% 

7.69% 

25.00% 

3.85% 

6.15% 

No  losses,  HPA  will  not  increase  collateral  losses  significantly 

0.00% 

11.11% 

7.69% 

7.69% 

Partial  losses  on  the  lower  rated  tranches 

75.00% 

77.78% 

78.85% 

78.46% 

In  three  months  I  think  cash  BBB-  will  be 

Tighter 

0.00% 

22.22% 

7.69% 

9.23% 

Unchanged 

25.00% 

33.33% 

32.69% 

32.31% 

Wider 

75.00% 

44.44% 

59.62% 

58.46% 

In  three  months  I  think  ABX  BBB-  will  be: 

t 

Tighter 

0.00% 

33.33% 

9.62% 

12.31% 

Unchanged 

25.00% 

r     33.33% 
33.33% 

21.15% 

23.08% 

Wider 

75.00% 

69.23% 

64.62% 

I  think  the  biggest  factor  that  could  drive  Alt-A/Subprime  spreads  wider  is: 

CDO  arb  no  longer  works 

Growth  of"  Affordabfiy "products '(40  yr/50yr  /  6)  /  stated  doc  /  other 

underwriting  criteria 

25.00% 
0.00% 

11.11% 

37.25% 
7.84% 

32.81% 
6.25% 

0.00% 

Housing  price  correction/bubble 

j     75.66% 

44.44% 

35.29% 

39.06% 

Idont think  that  spreads  wPI  be  driven  wider 

0.00% 

11.11% 

7.84% 

7.81% 

Originators  growing  volume  too  fast  /  originators  loosening  credit  standards 

0.00% 

22.22% 

11.76% 

12.50% 

Quality  of  servicing 

6.oo% 

11.11% 

0.00% 

1.56% 

Confidential  Treatment  Requested  by  Goldman  Sachs 


GS  MBS-E-006576073 


Footnote  Exhibits  -  Page  3473 


|       Asia       |     Europe     |M  America  i       Total 

concern  me  the  most  from  a  credit  perspective,  all  else  being  equal: 

50-year  Loans 

0.00% 

0.00% 

1.92%       j       1.54% 

High  (100+)  LTV  loans 

25.00% 

22.22% 

44.23%      j     40.00% 

O  loans 

50.00% 

11.11% 

1.92%             6.15% 

Ray  Option  ARMs 

25.00% 

33.33% 

19.23%      j     21.54% 

Stated/no-doc  loans 

0.00% 

33.33% 

32.69%      i     30.77% 

i 

! 

1  think  Alt-A  (including  Option  ARMs)  origination  volume  in  2007  will  be relative  to  2006: 

Down  10  percent 

0.00%      I     22.22% 

50.98% 

43.75% 

Dow  n  20  percent  or  greater 

25.00%     j      0.00% 

7.84% 

7.81% 

Rat 

75.00%     |     55.56% 

23.53% 

31.25% 

Up  10  percent  or  greater 

0.00% 

22.22% 

17.65% 

17.19% 

I  think  Subprime  origination  volume  in  2007  will  be relative  to 

2006: 

Down  10  percent 

75.00% 

33.33% 

38.46% 

40.00% 

Dow  n  20  percent  or  greater 

"Rat ~   " "    "    " 

0.00% 
25.00% 

0.00% 
"22.22%"" 

13.46% 
"3846% 

10.77% 
35.38% 

Up  10  percent  or  greater 

0.00% 

44.44%"     1 

9.62% 

13.85% 

I  view  the  Subprime  sector  vs.  other  ABS  classes  as: 

I  Bke  ft  LESS  than  other  ABS  sectors,  and  I  believe  that  the  Subprfni  sector 
is  LESS  risky  than  other  ABS  sectors 

0.00% 

0.00% 

0.00% 

0.00% 

I  Bke  ft  LESS  than  other  ABS  sectors,  and  I  believe  that  the  Subprime  sector 
Is  WORE  risky  than  other  ABS  sectors 

0.00% 

66.67% 

21.15% 

26.15% 

I  like  it  MORE  than  other  ABS  sectors,  and  I  believe  that  the  Subprime  sector 
is  LESS  risky  than  other  ABS  sectors 

25.00% 

22.22% 

15.38% 

16.92% 

I  Bke  it  MORE  than  other  ABS  sectors,  and  I  beBeve  that  the  Subprime  sector 
is  MORE  risky  than  other  ABS  sectors 

75.00% 

11.11% 

63.46% 

56.92% 

I  view  the  Alt -A  sector  vs.  other  ABS  classes  as: 

I  Dke  it  LESS  than  other  ABS  sectors,  and  I  believe  that  the  Alt-A  sector  is 
LESS  risky  than  other  ABS  sectors 

0.00% 

11.11% 

2.04% 

3.23% 

I  Bke  ft  LESS  than  other  ABS  sectors,  and  "l  believe  that  the  Ait-A  sector  is 
MORE  risky  than  other  ABS  sectors 

0.00% 

44.44% 

26.53% 

27.42% 

I  Bke  ft  MORE  than  other  ABS  sectors,  and  I  beBeve  that  the  Alt-A  sector  is 
LESS  risky  than  other  ABS  sectors    . 

75.00% 

33.33% 

34.69% 

37.10% 

like  it  MORE  than  other  ABS  sectors,  and  I  beBeve  that  the  Alt-A  sector  b 
MORE  risky  than  other  ABS  sectors 

25.00% 

11.11% 

36.73% 

32.26% 

When  choosing  between  various  Alt-A/Subprime  pools  with  similar  credit  characteristics,  the  following  factor  is 
most  important  to  me  in  tiering  the  different  pools: 

Originator 

25,00% 

55.56% 

52.00%      |     50.79% 

Issuer 

25.00% 

0.00% 

12.00% 

!     11.11% 

Servicer 

50.00% 

44.44% 

|-~  26.00%" 

I     30.16% 

Other 

0.00% 

0.00% 

10.00%      !      7.94% 

If  credit  enhancement  levels  increase: 

L 

i  would  be  more  likely  to  buy  lower  rated  tranches,  but  only  at  the  same 
spread 

25.00% 

11.11% 

7.84%       |      9.38% 

iwould  be  more  likely  to  buy  lower  rated  tranches,  even  at  a  wider  spread 

25.00% 

44.44% 

50.98%      j     48.44% 

I  would  not  change  my  investing  habits 

50.00% 

44.44% 

41.18%     j     42.19% 

i 

My  current  involvement  in  CDS  and/or  ABX  could  be  described  as  follows: 

Have  already  transacted  in  CDS  and/or  ABX 

0.00% 

33.33% 

45.10% 

40.63% 

Have  not  transacted  in  CDS  and/or  ABX,  but  am  considering  ft 

0.00% 

33.33% 

27.45% 

26.56% 

WiO  probably  not  transact  in  CDS  and/or  ABX 

100.00% 

33.33% 

27.45% 

32.81% 
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Asia 

Europe 

M  America! 

Total 

i  use  CDS  and/or  ABX  in  the  following  way: 
Express  a  view  on  home  prices  (macro  view) 

10000% 

"6.do%'~" 

20"69% "" 

26.59%  " 

Express  views  on  relative  value 

0.00% 

50.00% 

24.14% 

26.47% 

Hedge  against  spread  w  idening  in  credit  products 

0.00% 

0.00% 

17.24% 

14.71% 

Pick  up  spread  by  selling  protection 

0.00% 

25.00% 

10.34% 

1 1 .76% 

To  Ramp  a  CDO 

0.00% 

25.00% 

27.59% 

26.47% 

As  a  percentage  of  my  total  portfolio,  by  the  mid  of  2007  CDS  and/or  ABX  will  represent: 

10-25  percent 

0.00%      i      11.11% 

17.65% 

15.63% 

25-50  percent 

0.00%    i    11.11% 

9.80% 

9.38% 

Less  than  10  percent 

25.00% 

33.33% 

41.18% 

39.06% 

More  than  50  percent 

0.00% 

11.11% 

5.88% 

6.25% 

None 

75.00% 

33.33% 

25.49% 

29.69% 

On  the  Housing  Derivative  Market: 

I  don't  plan  to  participate 

75.00% 

77.78% 

61.22% 

64.52% 

I  plan  to  participate 

25.00% 

22.22% 

38.78% 

35.48% 

'1  pian  to  participate  in  Fhe  housing  derivatives  market  by: 

2nd  generation  products  (options,  structured  paper,  etc.) 

100.00% 

50.00% 

21.05% 

27.27% 

CDS  contracts 

6.00% 

6.66% 

73.68% 

63.64% 

[Forwards 

0.00% 

50.00% 

5.26% 

9.09% 

For  bond  backed  by  RMs.  1  feel  It  is         to  have  a  GSE  wrap 

Not  important  If  yield  is  right 

0.00% 

0.00% 

28.21% 

23.91% 

Somewhat  important,  but  would  still  invest  if  the  yield  is  right 

0.00% 

50.00% 

30.77% 

32.61% 

Would  not  invest  w  ithout  a  GSE  w  rap 

100.00% 

50.00% 

41.03% 

43.48% 

1  would  consider  buying  bonds  backed  by  RMs  without  HB3M  gove 

nment  insurance: 

-.-.   -  ■     ■ 

Maybe 

0.00%      |     66.67% 

39.53%  ■  i     40.38% 

No 

100.00%    |     33.33% 

46.51%      j     48.08% 

Yes 

0.00% 

0.00% 

13.95%      i      11.54% 

t 

1  would  invest  in  longer  term  accrual  bonds  backed  by  RMs: 

I 

Maybe,  but  1  don't  really  understand 

0.00% 

33.33% 

34.88%      j     32.69%     | 

Maybe,  but  1  prefer  current  pay 

0.00%      !     33.33% 

4.65%      !      7.69% 

No 

100.00%    i      33.33% 

55.81%      j     55.77% 

Yes 

o.6o%     |     6.00% 

4.65%       !      3.85% 

1  have  invested  in  a  CM BS  deal  with  weighted  average  loan  balance  of  less  than  $2  million: 

No 

0.00% 

42.86% 

43.18% 

j     40.74% 

.Not  invested  in  CMBS 

100.00% 

14.29% 

38.64% 

I     38.89% 

Yes 

0.00% 

42.86% 

18.18%      j     20.37% 
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'                                                                                        |2nd  Lien  Loans)    Option  ARMs    |           S&D           |  Re-perform Ing 

1  participate  in  the  following  part  of  the  capital  structure  in: 

AAA 

30.77% 

31.11% 

22.95% 

28.36%        j 

AA  or  A 

17.95% 

20.00% 

13.11%          j 

14.93% 

BBB  or  BBB- 

8.97% 

11.11% 

8.20% 

5.97% 

BB+  or  BBB- 

5.13% 

6.67% 

4.92% 

4.48% 

Residuals 

3.85%          r 

4.44% 

3.28% 

2.99% 

None 

33.33%         I         26.67% 

47.54% 

43.28% 

i 

1  invest  in  pools  backed  by 

! 

Yes 

46.88%         j         50.79% 

28.57% 

0.00% 

No 

42.19% 

41.27% 

57.14% 

70.73% 

No,  but  considering 

10.94% 

7.94% 

14.29% 

29.27% 

1  buy  the  following  products  In            deals. 

Fixed  rate  only 

10.34% 

1.85% 

2.04% 

9.62%           ' 

Floating  rate  only 

24.14% 

38.89% 

18.37% 

15.38%       1 

A  combination  of  fixed  and  floating  rate 

18.97% 

14.81% 

14.29% 

1953% 

None 

46.55% 

44.44% 

65.31% 

55.77% 

When  1  look  at            pools,  the  credit  variable  that  1  give  greatest  scrutiny  to  is: 

CLTV                                                                          

25.81% 

14.29% 

20.51% 

25.64% 

Allowable  Neg  Am 

4.84% 

24.29% 

10.26% 

7.69% 

Docurrentation  Level 

19.35% 

18.57% 

23.08% 

23.08% 

Credit  Score 

35.48% 

27.14% 

28.21% 

[         23.08% 

Occupancy  Type 

14.52% 

15.71% 

17.95% 

20.51% 

Total 

100.00% 

100.00% 

100.00% 

100.00% 

Relative  to  subprime,  1  think            are  trading: 

Cheap 

29.79% 

46.51% 

21.88% 

20.00% 

In-line 

31.91% 

18.60% 

53.13% 

50.00% 

Rich 

38.30% 

34.88% 

25.00% 

30.00% 

. 

RMs 

r          SBCs 

For  Reverse  Mortgages  (RMs),  Small  Balance  Commercial  (SBC): 

M  have  bonds  backed  by         in  my  portfolio 

0.00% 

14.55% 

1  am  planning  to  add  bonds  backed          to  my  portfolio 

10.87% 

21.82% 

1  am  not  planning  to  add  bonds  backed to  my 

portfolio 

89.13% 

63.64% 

1  would  characterize  my  knowledge  of  RM,  SBC  product  a3: 

1  have  sufficient  knowledge  to  make  an  investment 

26.00%                   32.08% 

]  would  have  to  becorre  more  farriliar  with  the  product 
before  making  an  investment 

'    i 
74.00%         j         67.92% 
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From: 
Sent: 
To: 
Subject: 


Sparks,  Daniel  L 

Thursday,  August  10,  2006  7:26  PM 
Ostrem,  Peter  L;  Rosenblum,  David  J. 
Re:  Leh  CDO  Fund 


Next  week,    in  the  meantime   calm  the  blank  down 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Original  Message  

From:  Ostrem,  Peter  L 

To:  Rosenblum,  David  J.;  Sparks,  Daniel  L 

Sent:  Thu  Aug  10  19:23:57  2006 

Subject:  Re:  Leh  CDO  Fund 

P. S.  Ricciardi  has  done  nothing.   He  is  lost  in  "tax"  ideas  which  is  a  worthless  route  in 

my  opinion.   We  have  sold  to  High  Net  Worth  withourt  any  discussion  on  this  point  by  the 

way. 

I  need  real  leverage.   Got  some  structured  ideas  too.   When  can  we  talk  strategy  for  an 

hour  or  so? 

Original  Message  

From:  Ostrem,  Peter  L 

To:  Rosenblum,  David  J.;  Sparks,  Daniel  L 

Sent:  Thu  Aug  10  19:07:43  2006 

Subject:  Re:  Leh  CDO  Fund 

Let's  do  our  own  fund.  SP  CDO  desk.   Big  time.   GS  commits  to  hold  proportion  of  equity 
outright.   This  could  be  big.   Of  course,  after  Orca  closes!  I  need  orca  orders.   We  are 
slipping  here  and  I  need  both  your  help! 

Original  Message  

From:  Rosenblum,  David  J. 

To:  ficc-clo;  ficc-spgsyn 

Cc:  Ostrem,  Peter  L;  Sparks,  Daniel  L 

Sent:  Thu  Aug  10  19:02:32  2006 

Subject:  Fw:  Leh  CDO  Fund 


Fyi 
D 


Sent  from  my  BlackBerry  Wireless  Handheld  (www.BlackBerry.net) 

Original  Message  

From:  Hornback,  Joseph 

To:  Wisenbaker,  Scott;  Rosenblum,  David  J. 

Cc:  Raz,  Shlomi;  Ricciardi,  Steven 

Sent:  Thu  Aug  10  18:57:54  2006 

Subject:  Leh  CDO  Fund  . 

David  and  Scott, 

Steve  and  I  wanted  to  post  you  on  the  current  status  and  plans  at  the  LEH  CDO  fund.  In  the 
way  of  background,  the  Leh  CDO  Fund  1  (•JHHB)  consists  of  JB  equity  of  predominately 
MHHHBHt  risk  (they  have  bought  equity  in  a  couple  of  VflHHHHHHHElea-'-s)  •  Their 
performance  to  date  has  been  well  received  by  their  investors.  They  are  currently  raising 
their  2nd  fund  and  already  have  indications  north  of  !■■§  without  any  OC  or  marketing 
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materials  (including  MM  from  the  g— — — 1 M>  that  Steve  tee'd  up  before  he 
left)  .  Their  initial  intentions  were  to  raise  another  M0B  fund,  but  given  their  success 
so  far  they  are  contemplating  a  larger  fund  with  a  longer  drawdown  period.  The  strategy  of 
the  2nd  fund  will  have  a  slightly  different  twist.  Consistent  with  the  1st  fund,  they  will 
be  investing  heavily  in  WMHBBBi  But  they  want  to  also  execute  macro  hedging  and  long 
short  structured  credit  strategies  along  with  exploring  MV  structures  with  the  appropriate 
managers . 


Below  is  a  list  of  managers  that  Leh  has  multiple  commitments  with: 


~sRue£cfed.byfhePe™™ 

subcommittee 


ent 


«w  Investigations 


Goldman,  Sachs  &  Co. 

One  New  York  Plaza  |  50th  Floor  |  New  York,  NY  10004 

Work:   212-902-7357  |   Fax:   212-256-6360 

email:     joseph.hornback@gs.com 


Goldman 

Joe  Hornback 

Vice  President  -  Structured  Credit 

Fixed  Income  Currency  &  Commodities  Division 


Sachs 


Disclaimer: 

(C)  Copyright  2006  The  Goldman  Sachs  Group,  Inc.  All  rights  reserved. 

See  http://www.gs.com/disclaimer/email-salesandtrading.html  for  important  risk  disclosure, 

conflicts  of  interest  and  other  terms  and  conditions  relating  to  this  e-mail  and  your 

reliance  on  information  contained  in  it.   This  message  may  contain  confidential  or 

privileged  information.   If  you  are  not  the  intended  recipient,  please  advise  us 

immediately  and  delete  this  message.  See  http://www.gs.com/disclaimer/email/  for  further 

information  on  confidentiality  and  the  risks  of  non-secure  electronic  communication.  If 

you  cannot  access  these  links,  please  notify  us  by  reply  message  and  we  will  send  the 

contents  to  you. 
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From: 
Sent: 
To: 
Subject: 

Attachments: 


Herrick,  Darryl  K 

Thursday,  June  08,  2006  10:50  AM 

Ostrem,  Peter  L 

Fw:  **GS  ABS**  RMBS  CDS  Lineup 

61103082.htm 


Shelves  people  are  shorting  are  enhanced  garbage 

Darryl  Herrick 
Structured  Products  Group 
Goldman,  Sachs  &  Co. 

Original  Message 

From:  Salem,  Deeb  <Deeb. Salem@ny. email. gs . com> 
Sent:  Thu  Jun  08  10:17:12  2006 
Subject:  **GS  ABS**  RMBS  CDS  Lineup 


m 

61103082.htm 

1  BWIC, 

OWICs 

11am  BWIC: 

$10mm  per,  $100mm  total 

TMTS  2006-1  1B1 

881561M92 

Baal 

BBB+ 

TMTS  2006-6  B2 

BCC0PL4B8 

Baale  BBB+ 

CMLTI  2006-WMC1  M8 

17307G2F4 

Baa2 

BBB+ 

CMLTI  2005-WF1  M3 

17307GPJ1 

Baa2 

BBB 

EMLT  2005-1  M8 

29445FCV8 

Baa2 

BBB 

HASC  2006-OPT3  M8 

40430HFV5 

Baa2 

BBB+ 

JPMAC  2  006-WMC1  M8 

4  662  6LJC5 

Baa2 

BBB 

MSHEL  2006-2  B2 

61744CYX8 

Baa2 

BBB+ 

MMLT  2005-3  M8 

59001FDU2 

Baa2 

A 

MLMI  2006-HE1  B2A 

59020U3N3 

Baa2 

BBB+ 

12pm  OWIC: 

$9mm  per,  $18mm 

152314PB0    CXHE  2005-C  Bl    Baa2 

86359BZ79    SASC  2005-NC1  M7  Baa2 


1pm  OWIC: 

$5-10mm  pe 

r,  $100-200mm 

$5- 10mm 

00764MBH9 

AABST  2004-1  B2 

Baa2 

BBB 

BBB 

$5-10mm 

03072SMC6 

AMSI  2003-11  M5 

Baa2 

BBB 

BBB 

$5-10mm 

03072SNJ0 

AMSI  2003-13  M5 

Baa2 

BBB 

BBB 

$5-10mm 

03072SNK7 

AMSI  2003-13  M6 

Baa3 

BBB- 

NR 

$5- 10mm 

68389FEM2 

OOMLT  2003-6  M6 

Baa3 

BBB- 

BBB 

$5-10mm 

68400XBZ2 

OOMLT  2003-5  M6 

Baa3 

BBB- 

BBB 

$5-10mm 

040104LV1 

ARSI  2004-W10  M8 

Baa3 

BBB- 

BBB- 

$5-10mm 

04541GLB6 

ABSHE  2004-HE5  M6 

Baa3 

BBB- 

BBB 

$5-10mm 

126673PB2 

CWL  2004-12  BV 

Baa3 

BBB- 

NR 

$5-10mm 

61744CHX7 

MSAC  2004-NC8  B3 

Baa3 

BBB- 

BBB- 

$5-10mm 

61746RHX2 

MSAC  2004-WMC2  B3 

Baa3 

BBB- 

NR 

$5-10mm 

81375WAQ9 

SABR  2004-NCl  B3 

Baa3 

BBB- 

BBB 

$5-10mm 

. 84751PDC0 

SURF  2004-BC3  B2 

Baa3 

BBB 

NR 

$5-10mm 

36228FR81 

GSAMP  2004-HE1  B2 

Baa3 

BBB 

NR 

$5-10mm 

76110WJ80 

RASC  2004-KS11  M6 

Baa3 

BBB 

BBB 
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.$5- 10mm 

004421ER0 

ACE  2004-HE1  M6 

Ba2 

BBB-/* 

-BB- 

$5-10mm 

04541GKJ0 

ABSHE  2004-HE4  M7 

A3 

BBB 

NR 

$5-10imti 

03072SQH1 

AMSI  2004-R3  M6 

Baa3 

BBB- 

BBB- 

$5-10mm 

040104EJ6 

ARSI  2003-W9  M5 

Baa2 

BBB 

BBB 

$5-10mm 

12489WJC9 

CBASS  2004-CB2  B2 

Baa2 

BBB 

BBB 

WARNING:  THIS  IS  AN  INTERNET  MESSAGE  AND  IS  SUBJECT  TO  INHERENT  UNRELIABILITY  OF 
INTERNET  TRAFFIC.  THE  BLOOMBERG  E-MAIL  SYSTEM  PROVIDES  FAST,  SECURE  DELIVERY  TO 

RECIPIENTS  ON  OTHER  BLOOMBERG  TERMINALS. 
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From:      Rosenblum,  David  J. 

Sent:       Wednesday,  February  28,  2007  1 :53  AM 

To:  Ostrem,  Peter  L 

Subject:  Pete--  pis  send  me  cob  2/28  MTM  for  SP  CDO  WH's  first  thing  in  the  morning 

dan  tells  me  that  SP  CDO  desk  has  reported  -77  from  retained  debt  (Hmezz  1+2,  etc),  and  -129  from  unrealized  and 
realized  CDO  WH  markdowns 

am  trying  to  reconcile  that  to  the  WH  MTM  sheet  you  sent  me  this  morning--  perhaps  it'll  make  sense  when  you  send  me 
the  2/28  version  (plus  JPMIM  losses)  -  also  Please  remove  JPMIM  WH  from  the  MTM  sheet,  and/or  remove  all  the 
asssets  and  hard  code  in  the  realized  loss. 


Thoughts  and  Questions: 

0.  the  1 .75bln  06-1  abx  AAA  short  -  is  that  still  the  property  of  the  SP  CDO  desk  -  we'd  originally  put  that  on  against  the 
retained  s.seniors  from  the  two  HG  deals  in  Dec 

1 .  retained  CDO  debt  (Huds  mezz  1  +2,  etc)  -  is  that  the  sole  property  of  the  swenson  desk  now?  -  and  if  not  do  you  want 
it  to  be,  and  I  understand  its  hedged  with  index  now  -  it  makes  tons  of  sense  to  have  these  hedged  with  index  -  who 
specifically  is  managing  this  risk  now  and  are  we  still  sharing  50pct  of  ups  and  downs  on  it  is  basically  what  I  am  asking 

here  ^^^^^^^^ 

2.  the  two  Dec  HG  SS's  totalling  $2.65bln  -  how  confident  are  you  thatMHHHi  will  be  good  for  the  credit  -  if  we 
say  50pct  change  and  hedge  half,  then  that  is  1 .325bln  AAA  abx  -  if  we  say  75pct  chance  of  getting  done,  then  that  is 
$663mm  AAA  abx  -  i  am  inclined  to  go  with  the  75pct  chance  of  it  getting  done  number 

3.  Greywolf  -  great  job  -  understand  all-in  execution  approx  L+100  -  do  you  agree  -  should  we  hedge  the  bottom  50  pet 
and/or  when  can  we  get  it  sold  and  to  whom  -  else  do  you  have  a  hedge  thought  -  mine  would  be  shorting  approp.  hedge 
ratio  worth  of  underlyin  single-A  CDOs 

4.  Dillon  Read  -  timing  on  Natexis  signature  -  where  is  ss  attachment?  -  can  we  get  them  to  fund  earlier  in  exchange  for 
carry  -  thought  on  a  hedge  for  rest  of  cap  strcture 

5.  MBHI  think  we  should  short  AAA  abx  against  this  warehosue,  primmarily  to  hedge  super  senior-  80%  of  1 .5bln  is 
1 .2bln  AAA  abx  I  figure 

6.MBH-  think  we  should  short  AA  and  A  index  against  this  warehouse 

7.  Anderson  -  status  report  with  rabo  please  on  SS 

3.  I^HMBHW  understand  major  differential  betw  mark  to  market  and  mark  to  model  (as  is  true  massively  on 

any  single  A  CDOA2  at  the  moment  it  seems)  -  this  situation  can't  possibly  persist  -  shouldn't  we  liquidate  both  of  them, 

and  upsize  GW  or  DR,  and  find  a  brand  name  manager  to  get  SS  done  from  both  warehouses  mixed  together  or 

something?  can  you  noodle  around  this  train  of  thought  please?  this  way  you  hit  them  both  for  $1 0mm,  and  print  the 

trade  with  a  brand  name  guy,  and  do  it  as  a  managed  trade  with  reinvestment  period  even-whatever  promotes  super 

senior  execution  -  in  the  meantime  think  we  should  short  some  ABX  single-A  on  these 

g.  {■■■■£-  wouldn't  hedge  this  one  at  this  point  -  if  plan  to  grow  it  would  short  BBB-  index  against  it -at  least  1:1 

ratio ... 

IQ.tHHHS-  Pat  is  going  to  want  to  know  whether  we  plan  to  proceed  with  mgd  index  trade  with  him  or  not  when  we 

talk  at  3pm 


I  is  approx  1 .866bln  and  we  are  already 


Potential  Hedge  Strategy 

1 .  ABX  AAA's  need  to  be  short  $663mm  (ret.  s.  seniors)  plus  $1 .2bln  ((■ 
short  1 .75bln  so  I  think  we  leave  ABX  AAA  alone  for  noe 

2.  ABX  AA's  -  wouldn't  mind  to  short  some  of  these  -  for  ■■■■»-  feels  like  best  risk/reward  in  ABX  stack  to  me  at 
present  -  perhaps  sell  $250mm  of  this 

3.  ABX  As  -  wouldn't  mind  to  short  some  of  these  -  for  1— — — — BJMP-  thinking  around  $250mm 

4.  ABX  BBB's  -  wouldn't  mind  to  short  some  of  these  -  forp  ■■■■■■HHHi-  thinking  around  $250mm 

alternatively,  we  could  just  sell,  say,  $1 BLN  of  ABX  AA's  under  the  thought  that  it  will  get  punished  (like  single  As  did 
recently  )  if  stuff  continues  to  deteriorate  and  if  not,  or  if  stuff  improves  from  here,  it  only  rally  50bp  on  us  which  on  $1  BLN 
only  costs  us,  say,  $15mm  to  $20mm  bucks  -  am  I  doing  this  math  right?  thinking  I  might  like  this  best--  along  with  getting 
actual  super  senior  done  everywhere  we  can,  as  fast  as  we  can... 

please  call  me  to  discuss  when  you  get  up  -  thanks  -  d 
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From:  Ostrem,  Peter  L 

Sent:  Tuesday,  February  27,  2007  7:26  AM 

To:  Rosenblum,  David  J. 

Subject:  RE:  Pis  send  me  most  recent  wh  mk  to  model  -  tx  -  d 


From:  Rosenblum,  David  3. 

Sent:  Tuesday,  February  27,  2007  9:08  AM 

To:  Ostrem,  Peter  L 

Subject:  Pis  send  me  most  recent  wh  mk  to  model  -  tx  -  d 
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From-  Rosenblum,  David  J. 

Senf'  Wednesday,  February  28,  2007  9:13  PM 

T0.  "  Case,  Benjamin;  Ostrem,  Peter  L;  Egol,  Jonathan;  Lehman,  David  A.;  Swenson,  Michael; 

Bimbaum,  Josh 
Cc:  Sparks,  Daniel  L 

Subject:  Re:  Hedges  Status  Report 

Great.  Getting  pretty  nailed  down. 

Original  Message  

To?mRosenbium?nDavid  J.;  Ostrem,  Peter  L;  Egol,  Jonathan;  Lehman,  David  A.  ;  Swenson, 

Michael;  Birnbaum,  Josh 

Cc:  Sparks,  Daniel  L 

Sent:  Wed  Feb  28  21:07:47  2007 

Subject:  RE:  Hedges  Status  Report 

Not  double-counting  -  the  933  in  total  hedge  notional  was  designed  to  hj^e  *£e  ^0  tota a 
cash  CDO  debt  (excluding  HG  super-seniors).  Allocating  1.3  bin  of  the  AAA  ABX  short  as  a 
hedge  for  the  HG  Buper-!eniors  leaves  925  of  AAA  ABX  as  part  of  the  warehouse  hedges. 

Original  Message 

From:  Rosenblum,  David  J. 

Sent-  Wednesday,  February  28,  2007  9:00  PM  vrj„>,aol  . 

Kf  Case,  Benjamin;  Ostrem,  Peter  L;  Egol,  Jonathan;  Lehman,  David  A. ;  Swenson,  Michael, 

Birnbaum,  Josh 

Cc:  Sparks,  Daniel  L 

Subject:  Re:  Hedges  Status  Report 

But  does  this  mean  we  are  double  hedged  on  the  s.  senior  2.65bln,  or  no 


Original  Message  

K°mRosenbium:nDavlS  J.;  Ostrem,  Peter  L;  Egol,  Jonathan;  Lehman,  David  A.;  Swenson, 

Michael;  Birnbaum,  Josh 

Cc:  Sparks,  Daniel  L 

Sent:  Wed  Feb  28  20:49:29  2007 

Subject:  RE:  Hedges  Status  Report 

Also  add  1.3  bin  of  AAA  ABX  short  vs.  2.65  bin  in  cash  HG  super-seniors  as  described  in 
Rosie's  most  recent  email 

Original  Message 

From:  Case,  .  Benjamin 

cpnt..  Wednesday,  February  28,  2007  8:46  PM 

?o:  Ro^nblum^'David  J.;  Ostrem,  Peter  L;  Egol,  Jonathan;  Lehman,  David  A. ;  Swenson, 

Michael;  Birnbaum,  Josh 

Cc:  Sparks,  Daniel  L 

Subject:  RE:  Hedges  Status  Report 

Here  are  the  ABX  hedges  put  on  yesterday  on  the  cash  CDO  retained  positions  (all  numbers 
in  millions)  : 

06-1  AA  122 
06-1  A  237 
06-1  BBB     11 
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06-1  BBB-  139 

■06-2  BBB  90 

06-2  BBB-  144 

07-1  BBB  90 

07-1  BBB-  100 

In  aggregate,  these  positions  were  designed  to  hedge: 

397  Hudson  Mezz  debt  (11  BB,  80  BBB,  116  A,  76  AA,  and  115  AAA) 

148  Other  Mezz  debt  (12  BB,  18  BBB,  6  A,  67  AA,  and  46  AAA) 

235  HG  sub  cash  debt  (46  BBB,  50  A,  10  AA,  and  130  AAA)  2,650  HG  super-senior  AAA  debt 

In  total  notionals,  we  now  have  933  in  hedges  vs.  780  in  cash  CDO  debt  (ex.  HG  super- 
seniors)  for  a  total  aggregate  hedge  ratio  of  1.2x. 


Original  Message 

From:  Rosenblum,  David  J. 

^^"S/'r^X^na™---^.  »»«*■.  —  ««~1'  *-  B«^" 

Cc:  Sparks,  Daniel  L 
Subject:  Hedges  Status  Report 

In  sp  cdo  biz,  can  you  now  describe  to  me  the  total  hedge  position  in: 

1.  AAA  ABX  is  short  2 .  25bln  correct?  (Against  retained  s   seni ors  "^^^J*  ** 

corr^A^c^^^ 

so  here  -  this  should  be  against  CDO  warehouses  generally  now 
Pis  correct  /  confirm 


Tx 
D 
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From: 
Sent: 
To: 
Subject: 


Rosenblum,  David  J. 

Thursday,  February  22,  2007  9:44  PM 

Ostrem,  Peter  L 

Re:  League  Tables 


The  three: 

1 .  Jpmim 

2.  Hudson  Square  (hardly  counts  really) 

3.  What  is  third? 

Liquidating  greywolf —  why? 
Ill  call  vou  in  a. 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


ins  I 


Original  Message  

From:  Ostrem,  Peter  L 
To:  Rosenblum,  David  J. 
Sent:  Thu  Feb  22  21:23:45  2007 
Subject:  FW:  League  Tables 

FY  I 

Liquidating  3  warehouses  tomorrow.   And  Dan  wants  to  liquidate  Greywolf. 


From:  Ostrem,  Peter  L 

Sent:  Thursday,  February  22,  2007  9:23  PM 

To:  Schwartz,  Harvey 

Subject:  League  Tables 

Informa  Global  Networks  shows  Goldman  as  #4  for  SP  CDOs  with  $19.8bln  of  issuance  in 
2006.   That  data  is  wrong  as  we  issued  $27bln  in  2006.   Using  our  $27bln  number,  we  range 
3rd  behind  ML  ($46bln)  and  CITI  ($33bln) . 

the  rest  is  DBS  ($21bln),  BAS  ($17bln),  WACH  ($17bln),  CS  ($17bln),  MS  ($15bln), 
IXIS  ($12bln),  Bear  ($12bln),  JPM  ($12bln) ,  UBS  ($llbln),  Leh  ($9bln) 


©  Copyright  2007  The  Goldman  Sachs  Group,  Inc.   All  rights  reserved.   See 
http://www.gs.com/disclaimer/email-salesandtrading.html  for  important  risk  disclosure, 
conflicts  of  interest  and  other  terms  and  conditions  relating  to  this  e-mail  and  your 
reliance  on  information  contained  in  it.  This  message  may  contain  confidential  or 
privileged  information.   If  you  are  not  the  intended  recipient,  please  advise  us 
immediately  and  delete  this  message.   See  http://www.gs.com/disclaimer/email/  for  further 
information  on  confidentiality  and  the  risks  of  non-secure  electronic  communication.  If 
you  cannot  access  these  links,  please  notify  us  by  reply  message  and  we  will  send  the 
contents  to  you. 
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From:  Sparks,  Daniel  L 

Sent:  Thursday,  February  22,  2007  9:10  PM 

To:  Montag,  Tom 

Subject:  RE: 

Long  meeting  tonight  with  entire  team.  . 

CDO  warehouses  have  risk  sharing  arrangements  and  are  long  outright  -  most  deal  warehouses 

have  a  50/50  type  risk  share  arrangement. 

Separately,  Swenson/Lehman/Birnbaum  have  a  large  CDO  short  position.  I  have  viewed  this  as 
a  protection  hedge  for  the  department  if  the  CDO  market  gets  choppy. 

We  are  there  -  choppy.  We  will  make  the  hedges  explicit  based  on  deal  probability. 

We  had  significantly  reduced  warehouses  (new  deals)  over  the  past  3  months,  and  many 
warehouses  we  have  stopped  adding.  But  we  are  still  have  risk. 

Deals  take  time  to  market  and  execute,  and  there  are  a  number  of  deals  that  should  work 
because  they  are  far  down  the  road,  they  have  good  managers,  or  they  are  high  grade  (AAA 
to  A  deals).  But  as  the  market  gets  tougher,  we  need  to  be  careful  and  focused. 

There  are  a  few  deals  that  look  tough  now,  including  a  A-rated  CDO  of  CDOs  with  Greywolf. 


Original  Message 

From:  Montag,  Tom 

Sent:  Thursday,  February  22,  2007  7:24  PM 

To:  Sparks,  Daniel  L 

Subject: 

What   other   deals   do   we   have   like   jpmim  and  what   r  we   doing 
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From: 
Sent: 
To: 
Subject: 


Cohn,  Gary  (EO  85B30) 
Tuesday,  February  13,  2007  7:25  AM 
Viniar,  David 
Fw:  Post  today 


Original  Message  

From:  Sobel,  Jonathan 

To:  Cohn,  Gary 

Sent:  Mon  Feb  12  21:15:21  2007 

Subject:  Fw:  Post  today 

tranched  index  about  to  debut. 

meeting  them  as  required. 

Original  Message  

From:  Sparks,  Daniel  L 
To:  Gmelich,  Justin;  Sobel,  Jonathan 
Sent:  Mon  Feb  12  20:54:21  2007 
Subject:  FW:  Post  today 


out  today.  A  little  color  on  things  that  happened  today.  Your 


Guys,  thanks  for  helping  out  today,  a  iiwie   »"   w« 
„«nHnnorf  innut  and  suqqestions  will  be  very  helpful. 


continued  input  and  sugg 

Original  Message 

From:  Sparks,  Daniel  L 

C"   SUkSS'jon    (EO   S5B30);    Cohn,    Gary    (EO   85B30);    G.svod,,    Kevl. 
Subject:    Post   today 


of  single  names  and  structured  index  vs 


(1)  +$20mm  P&L  today. 

SefiS^S  SL^S/So,!1^"  £S  ao«   ag,in   «-.»    (A  .0  ^   — .. 

BBB/BBB-  80  bps  wider) . 


(2)  Possible  sigmncant  up.xuc  x«  — — •  h    feel  the  correct  correlation 

have  significant  upside  revenue  embedded  in  it. 


ioin^and  residual'books' nave  been  marking  down  with  movement  of  ABX  hedges  -  will  be 
reviewed  for  quarter  end  process. 


(4)  Resi  warehouse  OK. 
All  margin  calls  received.  New  Century  moved  $3 0mm  o 

move 
Bass  c 


ff  line  today  to  Citi  and  plans  to 
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ma 


rket.  More  margin  calls  are  going  out  today. 


(5)  Quarter  end  mark  process. 

We  continue  to  go  through  positions  based  on  market' moves,  loan  performance,  and 
transitioning  positions  to  secondary  desks  (Wednesday)  to  get  set  for  month  end. 

F!rstMdaygordEOP  marketing  felt  good  -  will  price  March.  Also,  GS  conduit  deal  (GG9)  will 
price  next  week  and  should  be  nice  P&L. 
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From:  Montag,  Tom 

Sent-  Sunday,  February  1 1 ,  2007  1 :52  PM 

To:  Winkelried,  Jon  (EO  85B30);  Blankfein,  Lloyd  (EO  85B30) 

Subject:  Re:  Mortgage  Risk  -  Credit  residential 

Agreed.  There  is  no  est  loss  in  the  basis  risk.   Big  wildcard.  They  think  they  have 
correlation  right  and  moves  either  way  should  be  ok  but  obviously  index  assumptions  have 
been  wrong  starting  last  may  or  June  when  positions  were  being  put  on  and  the  gains 
seduced  us  to  do  more 

Original  Message  

From:  Winkelried,  Jon  (EO  85B30) 

To:  Montag,  Tom;  Blankfein,  Lloyd  (EO  85B30) 

Sent:  Sun  Feb  11  10:58:00  2007 

Subject:  RE:  Mortgage  Risk  -  Credit  residential 

The  view  of  the  additional  downside  seems  less  than  I  would  have  thought  given  size  of 
book  and  also  basis  risk  in  hedges 

Original  Message 

From:  Montag,  Tom 

Sent:  Sunday,  February  11,  2007  1:26  AM 

To:  Winkelried,  Jon;  Blankfein,  Lloyd 

Subject:  Fw:  Mortgage  Risk  -  Credit  residential 

Very  good  writeup  of  our  positions  in  each  sector  hedges  we  have  on  and  potential  for 
further  write-down  over  next  six  months.  Need  to  view  on  regular  email  to  see  tables. 

We  are  moving  residuals  to  traders  which  has  been  a  focus  before  the  latest  problems 

Tom 

Original  Message  

From:  Gasvoda,  Kevin 

To:  Montag,  Tom 

Cc:  Sparks,  Daniel  L;  Ruzika,  Richard 

Sent:  Thu  Feb  08  23:40:34  2007 

Subject:  Mortgage  Risk  -  Credit  residential 

Tom, 

For  clarity,  none  of  the  below  includes  cash  bonds  in  the  ABS  2ndry  book  (Swenson)  or  CDO 
retained  positions  (FYI  -  the  stress  case  in  CDO  positions  looks  like  down  $25mm,  although 
bonds  have  been  trading  at  our  marks)  .   Below  pertains  strictly  to  risk  in  the  whole  loan 
trading  businesses: 

OVERVIEW 

These  are  our  primary  reidiential  mortgage  businesses  w/  credit  risk: 

*  Subprime  (Matt  Nichols) 

*  Scratch  &  Dent  (Michael  Cawthon) 

*  Alt-A  (Genevieve  Nestor) 

*  Prime  Hybrids/Option  Arms  (Clay  DeGiacinto)  =>  I'll  send  details  on  this  tmrw 

*  2nd  liens  (Dariush  Pouraghabagher) 

Each  of  these  desks  buy  resi  whole  loans,  securitize  them  and  generally  keep  some  or  all 
of  the  levered  equity  (residuals) .   They  have  3  primary  positions  with  the  following 

risks: 

*  Loans  (held  pre-securitization  on  average  4-8  weeks) 

*  Bond  spreads  widen  pre-securitization,  hedged  with  ABX/CDS  and  eurodollars/swaps 
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*  Duration  or  rates,  hedged  w/  swaps,  mortgages,  UST  and  ED's 

*  Liquidity  -■  no  bids  for  bonds 

*  Residuals  or  equity  (created  in  securitization,  levered  first  loss  risk  held  at 
after-loss  yields  of  12-30%) 

*  Actual  losses  hedged  w/  CDS/ABX  since  there  is  some  correlation 

*  Duration  (ED's,  swaps) 

(Note,  a  lot  of  the  performance  is  dependent  on  loss  timing  rather  than  loss 
magnitude  -  big  late  losses  may  be  less  painful  than  small  early  losses) 

*  Retained  bonds  and  NIMs  (bonds  not  sold  at  securitization  time) 

*  Spreads  (ABX/CDS) 

*  Duration  (ED's,  swaps,  UST) 

(Note,  NIM's  are  rated  bonds  we  create  w/  residual  cashflows  that  are  very  short 
duration  and  lever  our  residual  returns) 

At  your  and  Dan's  urging,  we  are  moving  all  retained  bonds  to  2ndry  trading  hands  next 
week  (mostly  Mike  Swenson) .   Also,  we  are  moving  all  residual  positions  to  a  central 
residual  trading  desk  next  week  (Cyrus  Pouraghabagher) . 

****************************************************************************************** 

******* 

SUMMARY  OF  LOSSES  ' 

Where  we  have  gotten  hurt  this  year: 

*  2nd  lien  residual  -  took  $20-25mm  write-downs  over  last  3  months   (could  lose 

$5-15mm  more) 

*  2nd  lien  retained  bonds  -  took  $18mm  write-down  this  week  (could  lose  $5-15mm  more) 

*  Subperforming  loan  book  -  taking  $28mm  write-down  this  week  (could  lose  $20-40mm 
more) 

What  do  these  areas  have  in  common?  -  most  HPA  sensitive  sectors.   They've  crumbled  under 
HPA  slowdown  as  these  are  the  most  levered  borrowers. 

What  have  we  done  to  mitigate?  -  we  stopped  buying  subprime  2nd  liens  in  the  summer  of  '06 
and  have  focused  on  alt-a  and  prime 

-  more  emphasis  at  moving  new  issue  bonds  at  any  clearing  levels 

-  moving  retained  bonds  out  of  primary  desk  hands  to  2ndry  desk 

Next  shoe  to  drop?  -  '05  vintage  subprime  residuals,  possible  creep  in  bad  performance  up 
into  alt-a 

** *******************************************************************************  ********* 
*********** 

SUMMARY  OF  POSITIONS 

(Note  loss  ranges  below  are  not  predictions.   Overall  feel  good  a/b  our  marks  at  this 

point  but  trying  to  show  possible  nearer  term  downsides.) 

SUBPRIME  ,     „„„  ,        ^  tt_ 

*  Loans  -  net  short  spreads  significantly  (mostly  ABX)  and  long  $3B  loans.   Don  t  see 
a  lot  of  near  term  P&L  risk  in  this  position. 

<<Picture  (Metafile) » 

*  Residuals  -  $204mm  (60%  is  pre-2005  vintage  and  less  risky).   Actively  marketing 
$21mm  resid  trust  position  (aggregation  of  a  bunch  of  old  deals) .   OK  w/  overall 
valuation,  if  loss  performance  deteriorates  rather  substantially  over  next  3-9  months,  we 
could  lose  $20-40mm  in  these  positions  (mostly  '06  vintage). 

«Picture  (Metafile)  » 

*  Bonds/NIMs  -  much  larger  than  usual  as  a  byproduct  of  jamming  out  a  lot  of  deals  in 
Dec  and  Jan  (some  of  the  ABX  short  intentionally  covers  us  here) .   Long(  $115mm  bonds  and 
$81mm  NIMS.   Downside  on  bonds  is  probably  $5mm  and  NIMs  could  be  $10-15mm  (we've  seen 
some  stronger  2ndry  prints  last  2  days  but  haven't  sold  any  NIMs,  have  sold  $40mm  bonds). 
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«Picture    (Metafile)  » 


«Picture    (Metafile)  ». 


ALT-A 

Sector  has  not  been  effected  yet  by  lower  credit  contagion  but  we  expect  it  to  come  so 

we've  upped  due  dilg  and  are  turning  the  book  fast 

*  Loans  -  Long  $5. 2B  loans  (on  the  high  side  of  normal).   Higher  quality  loans  so  they 
produce  far  less  lower  rated  bonds.   Hedging  w/  AAA  and  BBB  ABX  but  net  long  spreads  above 
BBB's  (flat  BBB's).   Priced  $660mm  deal  today  so  this  drops  to  $4.4B.   Feel  good  a/b 
executing  out  of  loans  here. 

«Picture  (Metafile) » 

*  Residuals  -  Importantly,  we  plan  to  bring  our  first  Alt-A  resid  trust  in  March  w/  a 
goal  of  selling  $50-100mm  of  this  risk  (we'll  sell  all  we  get  demand  for).   If  defaults 
spiked  up  in  Alt-a  over  next  6-9  months  we  could  drop  $20-30mm  here. 

«Picture  (Metafile) » 

*  Bonds/NIMS  -  Good  shape  here  w/  $182mm  bonds  but  $132mm  of  them  AAA- and  new,  working 
on  a  large  BB  trade  ($44mm  owned)  and  $21mm  NIMs  (mostly  single  A) .   Risk  is  in  the  BB's, 
could  lose  $5mm  in  big  spread  widening. 


«Picture  (Metafile)  » 


<<Picture  (Metafile) » 


2nd  LIENS 

*  Loans  -  $550mm  of  this  is  seasoned  2nd  lien  subprime  ('05  vintage)  that  is 
performing  well  and  will  be  securitized  next  month.   $250mm  is  Alt-A  2nds  (again 
performing  well)  and  $250mm  is  prime  HELOCs .   Overall  slightly  long  spreads  above  BBB  and 
short  below.   Execution  looks  OK  still  on  these  but  we  could  lose  $5mm  in  this  space  if 
spreads  had  to  widen  more  dramatically  to  place  all  the  bonds. 

<<Picture  (Metafile) >> 

*  Residuals  -  $48mm  but  $38mm  of  this  is  Alt-A  2nds  (performing  well)  and  $10mm 
subprime  (has  been  written  down  $20-25mm  over  last  3  months) .   The  $10mm  is  mostly  prepay 
penalty  value,  no  value  in  the  credit  10' s.   Could  lose  $5-15mm  if  performance  problems 
creeps  up  into  Alt-A  2nd  liens  in  next  3-6  months. 

*  Bonds/NIMs  -  Took  $18mm  write  down  this  week.   Could  drop  another  $5-15mm  if 
performance  falls  further.   Big  focus  to  reduce  these  positions  but  bids  are  hard  to  come 
by. 

<<Picture  (Metafile) » 

S&D 

*  Loans  -  Net  long  top  of  the  capital  structure  and  short  the  bottom  for  the 
securitizable  portion  of  this  loan  book  ($380mm) .   Remaining  subperf orming  book  ($854mm) 
was  written  down  $28mm  this  week  do  to  poorer  cashflows.    Very  credit  sensitive,  could 
lose  another  $20-40mm  if  performance  falls  further 

«Picture  (Metafile)  >> 

*  Residuals  -  $55mm  total  value,  these  are  cashflowing  and  less  levered  structures 
than  Alt-a,  subprime,  etc.  (but  lower  credit  quality) .   Could  lose  $5-15mm  in  this  book  if 
losses  increased  more  than  expected. 

*  Retained  bonds  -  The  BBB-BB  bonds  are  retained  for  investment  generally  and  the 
higher  rated  are  marketed.   Tougher  bond  sales  since  the  sizes  are  small,-  the  deals  are 
private  and  credit  work  is  extensive.   We  could  lose  $5-15mm  here  if  losses  stepped  up  and 
bond  spreads  widened  materially. 

«Picture  (Metafile)  » 
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85  Broad  Street,  26th  Floor  |  New  York,  New  York  10004 
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email:   kevin.gasvoda@gs.com 
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Managing  Director  Sachs 

Fixed  Income  Currency  &  Commodities 
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From: 
Sent: 
To: 
Subject: 

Attachments: 


Birnbaum,  Josh 

Monday,  January  08,  2007  6:04  PM 

Sparks,  Daniel  L 

FW:  ABX/Subprime  Risk  by  vintages 

Index  and  Single  Name  Position  History  2006  As  of  05Jan07.xls 


From: 

Kao,  Kevin  J. 

Sent: 

Monday,  January  08,  2007  5:39  PM 

To: 

Birnbaum,  Josh 

Cc: 

Turok,  Michael 

Subject: 

ABX/Subprime  Risk  by  vintages 

Josh,  this  is  updated  as  of  Jan.  5.  I'll  be  sending  it  out  once  a  week.  Do  you  want  me  to  include  anyone  else  on  the 
distribution? 


Index  and  Single 
Name  Position... 

Thanks. 
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Risk  By  Vintage  /  Index 
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From: 
Sent: 
To: 
Subject: 

Attachments: 


Kao,  Kevin  J. 

Tuesday,  February  06,  2007  9:23  AM 

Birnbaum,  Josh 

Index  and  Single  Name  Position  History  2006  As  of  05Feb07.xls 

Index  and  Single  Name  Position  History  2006  As  of  05Feb07.xls 


PRELIMINARY  —  will  double  check  again  after  the  meeting 
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Name  Position... 
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Risk  By  Vintage  /  Index 
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Notionals  (ABX  convention) 
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CDS:  2005  /  2006  vintages  only 
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From: 
Sent: 
To: 
Subject: 

Attachments: 


Barrett,  Tom 

Friday,  February  23,  2007  4:33  PM 

Kao,  Kevin  J.;  Swenson,  Michael;  Gmelich,  Justin 

Index  and  Single  Name  Position  History  2006  As  of  22Feb07.xls 

Index  and  Single  Name  Position  History  2006  As  of  22Feb07.xls 


Per  your  request  Michael,  attached  is  the  graph  of  Index/Single  name  positions/risk  as  of  last  nights 
close. 

Cheers,  torn 


Index  and  Single 
Name  Position... 
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From: 
Sent: 
To: 
Subject: 

Attachments: 


Kao,  Kevin  J. 

Friday,  March  02,  2007  8:00  AM 

Birnbaum,  Josh 

Index  and  Single  Name  Position  History  2006  As  of  01Mar07.xls 


Index  and  Single  Name  Position  History  2006  As  of  01  Mar07.xls 


Josh  -  Here's  the  updated  chart  as  of  last  night,  with  MRMA-style  index  equivalents  that  we  talked  about  on  Wed.  Please 
forward  to  Swenson  /  Justin  as  needed. 

(FYI  - 1  am  out  of  the  office  today  but  should  be  on  blackberry.  Thanks.) 


Index  and  Single 
Name  Position... 
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Table  of  Contents 


I.  Subprime  Overview 

II.  Recent  Events  in  the  Subprime  Mortgage  Sector 

III.  Looking  Forward 

IV.  Appendix:  Subprime  Mortgage  Originators 


Goldman  Sachs  does  not  provide  accounting,  tax,  or  legal  advice.  Notwithstanding  anything  in  this  document  to  the  contrary,  and  . 
except  as  required  to  enable  compliance  with  applicable  securities  law,  you  (and  each  of  your  employees,  representatives,  and  other 
agents)  may  disclose  to  any  and  all  persons  the  US  federal  income  and  state  tax  treatment  and  tax  structure  of  the  transaction  and 
all  materials  of  any  kind  (including  tax  opinions  and  other  tax  analyses)  that  are  provided  to  you  relating  to  such  tax  treatment  and  tax 
structure,  without  Goldman  Sachs  imposing  any  limitation  of  any  kind. 
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I.      Subprime  Overview 
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Subprime  Mortgage  Overview 

Definitions 


FICO     Percentage  of  Recent      Size  of  Market 
Mortgage        Score  Mortgage  (2006  origination 

Classification    Range  Originations  volume) 


Description 


Prime 


>700 


72% 


$2.6tr 


Highest  credit  quality:  no  recent 
foreclosures,  delinquencies  or  bankruptcies 


Alt-A1 


640-730 


11% 


$400bn 


Subprime 


605-640 


17% 


$600bn 


Self-employed  and/or  non-resident 

borrowers 

Limited  disclosures  on  income  and  assets 

of  borrower 

Agency  non-conforming  due  to  credit 

issues,  payment  history  or  minimal 

documentation 


Lowest  credit  quality:  borrowers  with 
average  to  poor  credit  profiles,  including 
first  time  homebuyers,  people  who  did  not 
previously  have  credit  available  to  them 
Agency  non-conforming  due  to  credit 
issues,  payment  history  or  minimal 
documentation 

Percentage  of  stated  income  loans  grew 
significantly  in  the  past  year 


'  Alt-A  category  Is  sometimes  fimkon  out  Into  ■Prime  Alt-A "  (FICO  Score  Range  680-  730)  end  Wf-B "  (FICO  Score  Range  640*90). 


Subprime  Overview       2 
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Goldman 
Sachs 


Subprime  Mortgage  Overview 

How  the  securitization  process  works 


Mortgage  Origination 


I  Mortgage', ' 
■io'rigiriatorvi 


mortgage 


"L 


Sale  of  Loan 


Loan  1 

4 

Loan  2 

Loan  3 

Loan  4 

loans 

Loan  5 

*' 

inaligiblo  mortgagos  (EPDs) 


Participants: 

■  Homeowner:  Classified  as  subprime  based  on  FICO  scores,  could  include  investors  speculating  in  residential  real 
estate 

■  Mortgage  Originator:  Includes  large  diversified  players,  REITS,  and  small  mortgage  finance  companies. 
Origination  volume  is  dominated  by  larger  players,  however  there  are  many  small,  mono-line  players  with  limited 
track  records  and  very  small  equity  bases.  Many  mortgages  are  not  originated  directly  from  homeowners  but 
rather  through  independent  brokers 

■  Financial  Institution:  Firms  such  as  GS  purchase  pools  of  loans  to  repackage,  underwrite  and  sell  into  the  asset- 
backed  market 

■  SPV:  Tranches  pool  of  mortgages  into  super-senior,  mezzanine  and  subordinated  pieces  and  sells  into  secondary 
market 


Subprime  Overview 
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GS  Subprime  Mortgage  Business 


Credit  Risk 


Financing 

GS  extends  lines  of  credit  directly  to  subprime  mortgage 
originators  to  hind  mortgages  while  they  are  held  on  the 
companies' balance  sheets. . . . 


Lending  is  done  on  a  secured  basis  with  a  first  lien  on 
the  underlying  mortgage  assets  and  a  haircut  on  the 
value  of  the  loans 


GS  buys  and  holds  bulk  and  conduit  subprime  loans 
from  mortgage  originators  for  the  purpose  of 
securitization. 


Mark  to  market  losses  on  loans  during  accumulation 
period  (if  securitizations  are  not  completed) 

Some  loss  sharing  arrangements  exist 


Counterparty  risk  during  the  extended  settlement 
period  (typically  30-60  days) 
Put  option  to  originator  If  individual  mortgages  suffer 
from  early  homeowner  defaults  (EPDs)  or  reps  and 
warranties  are  breached  


Securitization 

Securitization  Underwriting 

GS  underwrites,  structures  and  distributes  securities  tor 

ourselves  and  clients. 


Mark  to  market  gains  and  losses  on  securiuzed 
Instrument  until  distribution 


ReputaUonal  risk  /  underwriters  liability 
Trust  and/or  GS  has  put  option  to  originator  if 
Individual  mortgages  suffer  from  early  homeowner 
defaults  (EPDs)  or  reps  and  warranties  are  breached 


CDO  Underwriting 

GS  structures  and  distributes  liabilities  related  to  pools 

of  assets,  many  of  which  relate  to  subprime  RMBS. 

Securities  Trading . 


Mark  to  market  risk  during  ramp  up  period  if  deal 

failure  occurs 

Mark  to  market  risk  on  retained  positions 


Risk  share  partners 

Forward  commitments  /  pre-sold  liabilities 


Residential  Mortgage  Backed  Securities 

GS  trades  RMBS  subprime  securities  as  a  secondary 

business.  __^ 


Mark  to  market  gains  and  losses  on  RMBS  securities 
over  the  hold  period 


Counterparty  risk  on  repo  transactions  with  RMBS 
underllers 


Residuals 

GS  retains  all  or  a  portion  of  mortgage  residuals  from 

securitization. 


Mark  to  market  gains  and  losses  on  residuals  over  the 
hold  period 


Counterparty  risk  on  repo  transactions  with  residual 
underiiers 


Derivatives 

GS  is  an  active  user  of  derivatives  as  a  part  of  our 
trading  business  as  well  as  to  hedge  our  long  credit  risk 
(ABX,  single  name,  subprime  RMBS  and  synthetic 
transactions) 


Mark  to  market  risk  on  long  or  short  positions 


Counterparty  risk  to  writer  of  option  or  OTC 
derivatives  counterpart 


Equity  stakes  in  mortgage  originators 


Potential  write  down  of  Investment ■ 
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Market  Trends 


Volumes  Increase  Significantly 


Credit  Quality  Declines:  Relaxed  Underwriting  Standards 


02030401020304  0102  03  04  01  02  03  04  010203 
02  02  020303  03  030404040405050505060606 


I  Subprime  Originations 


•**—  Subprime  »  of  Total 


Pricing  Pressure:  Subprime  Mortgage  Loan  Pricing  Levels 


Credit  Spreads  Adjust 


Ja,v05  Apr-05  JuHK  Oct-05  Jan-06  Apr-06  Jul-06  Oa-06  Jan-07 


01/01/07     01/11/07      01/21/07      01/31/07     02/10/07      02/20/07     03/02/07 


■  Approximate  coat  to  ertolnate  (pre-EPD) 


-ABXBBB 


'  Latest  available  data 
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Timeline  of  Major  Events  &  GS  Response 


Subprime  Sector 


Easy  access  to  credit  allows  subprime  borrowers  to 
purchase  homes,  raising  the  share  of  subprime 
mortgages  to  over  20%  of  market 
ABX  indices  launch  in  January  tracking  the 
performance  of  specific  securitization  tranches 
Investors  seeking  yield  and  broader  global  investor 
base  drive  demand  for  subprime  secuntizations 

i  Acoustic  defaults .(May  2006) 

i  Rumors of  significant  deterioration  in  underwriting 

standards  and  some  borrower  fraud 
i  spreads  on  RMBS  cool  as  hedge  funds  actively 
target  subprime  synthetics  as  a  way  to  express 
negative  views  on  the  sector;  prior  to  this  activity, 
investor  and  CDO  demand  had  pushed  the  market 
very  high 

■  Bank  regulators  issue  underwriting  guidance  on 
non-traditional  mortgage  products 

■  Widespread  mortgage  originator  defaults  begin 
including  Sebring  (Nov  06)  and  MLN  (Jan  07) 

■  Bids  for  subprime  loans  fall  below  cost  to  originate; 
business  is  therefore  no  longer  profitable  for 
originators         ...  __ 

■  Urge  originators  announce  numerous  accounting 
restatements  and  losses  for  2006  triggering  equity 

market  sell  off 

■  securitization  market  for  subprime  slows 
significantly.  Matfcet  for  securities  Is  dislocated 


■ 

llililll 

- 


GS  Response 


GS  is  inherently  long  the  sector  given 
market  presence.  Long  position  grows  in 
2006  with  increased  market  activity 
GS  long  position  is  further  increased  via 
ABX  indices  trades  (counterparts  are 
primarily  hedge  funds) 
GS  becomes  more  vigilant  on  EPD 
identification  and  workout  ■ 

i  Credit  department  steps  up  due  diligence 
process  on  mortgage  originators,  creates 
watch  list,  suspends  multiple  names  from 
further  business 

i  Enhanced  focus  on  independent  valuation 

■  GS  scales  back  purchasing  of  riskier  loans 
l   GS  reduces  CDO  activity 

■  Residual  values  reduced  to  reflect  market 
deterioration 

■  GS  reverses  long  market  position  through 
purchases  of  single  name  CDS  and 
reductions  of  ABX  position  although  market 
illiquidity  and  basis  risk  constrain 
effectiveness  of  offset 

■ i  ris  effectively  halts  new  purchases  of  sub- 
prime  loan  pools  through  conservative  bids 

■  Warehouse  lending  business  reduced 

■  EPD  claims  continue  to  increase  as  market 
environment  continues  to  soften 

■  Credit  terms  tightened  further 

■  New  Century  closed  out 
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Credit  Exposure  Summary 


Whole  loan  purchases  have  declined  as  well  driven  primarily  by  similar  considerations 

EPDs  have  risen  reflecting  continued  market  deterioration;  current  EPD  Cairns  are  $1 .14bn  notional  with  $427mm 

in  potential  exposure 

Credit  risk  in  securitization  underwriting  is  difficult  to  quantify.  The  risks  we  face  in  this  business  are 

_  Standard  underwriting  risks  (need  to  make  a  market,  due  diligence  requirements,  etc.) 

Franchise  /  reputational  risks 

Reps  and  warranties  risks 


DC 


1Q2O07 


DC 


FYE2006 


DC 


Potential 


Type  of  Exposure 

Warehouse  Lending: 
Actual  Funded 
Total  Committed  Facilities 


-NoHon.1  >««*!      .    _     N°li°?.L_,     gg^^m)     pJII-I     ^M     Bgojuraflfflffll     Exposure  ($mm) 


Fxoosure  ffmm)  Exposure  ftmnrt    Exposure  ($mm). 


$388 
$1.111 


$22 
$63 


$604 
$1.611 


$46 
$91 


Whole  Loan  Purchases  Pre-SetBement 
Exposure  (Whole  Loan  Market  risk): 

Supprime* 


$2.521 


$76 


$2.496 


_$74_ 


Whole  Loan  Purchases  Post-Settlement 
Exposure  (EPDs): 

Total  EPD  Claims 


$1,137 


$427 


$1,137 


•  Subprin»,nctu*»Al-A,  **"*"•  Opton-*™.  Scmlch  1 0*«  in*  S*p*m  a**** 


$1,120 
$1311 


$6.339 


$845 


$64 
$103 


$1,444 
$2360 


$82 
$128 


$203 


$8.115 


$243 


$836 
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Credit  Exposure  Summary 

Most  Worrisome  Counterparts 


Counterparty 


New  Century 


Fremont 


Novastar 


Accredited 


Company  Description 


Publicly  traded  and  largest  non-captive 
subprime  mortgage  lender  with  $45bn  in  the 
first  nine  months  of  2006  originations  and 
book  equity  of  $2bn  as  of  Sept  2006.  Ranked 
#3  by  market  share. 


Publicly  traded  mortgage  originator  with  FDIC 
insured/regulated  ILC  subsidiary.  Ranked  #5 
by  market  share  and  had  $1 .5bn  in  book 

equity  as  of  Sept  2006. 

Publicly  traded  mortgage  originator  structured 
as  a  REIT.  Ranked  #18  by  market  share  and 
had  $51 4mm  in  book  equity  as  of  Sept  06. 


Recent  Events 


Total  Exposure1 
($  mm) 


Restated  3rd  quarter  financial  results  and  delayed 
filing  10-K;  California  Attorney-General  launched 
criminal  inquiry  into  securities  trading  and 
accounting  errors.  Company  has  stopped 
originating  new  mortgages  given  funding  shortfalls. 
Entered  cease  and  desist  order  with  the  FDIC. 
Company  has  said  that  it  is  exiting  the  subpnme 
mortgage  business  and  delaying  the  filing  of  4Q06 

results. 

Reported  4th  quarter  loss  of  $1 4.4mm. 


Publicly  traded  mortgage  lender  structured  as 
a  REIT.    Ranked  #14  in  subprime  mortgage 
originations.  Book  equity  of  $739mm  as  of 
Dec  06. 


Reported  4th  quarter  earning  loss  of  $37.8mm, 
filed  form  12b-25  with  SEC  with  respect  to 
earnings  delay. 


SouthStar  SouthStar  is  a  privately  held ^ortgage 

originator  operating  Alt-A,  Sub-Pnme,  i/u, 
Option  ARM  and  HELOC  programs. 


Reported  1st  quarter  2007  loss  of  $707K  on 
revenues  of  $1 8.5mm.  Non-sales  workforce  to  be 
reduced  by  20%  and  one  operations  center  to  be 
closed  this  month.   Warehouse  line  and  additional 
workforce  reductions  being  considered. 


$45.22 


$12.9 


$9.7 


$5.9° 


$19* 
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Market  Exposure  Summary 


-g-  $90 
E   $80 

§   $60- 
g  $50 
|  $40 

1  $3° 
8>  $20- 

§  $10  • 

i    $0 


2Q  2006 


FYE2006  1Q2007 

■  Mortgage  Trading  VaR 


Current 


VaR  increase  driven  by 

_  increase  in  ABS  synthetics  due  to  a  combination  of  wider  spreads  and  increase  volatiiity  in  the  ABX  market 

-  During  the  quarter,  ABX  BBB-  spreads  widened  from  300  bps  to  1 500  bps 
_  The  desk  is  increasing  their  net  short  risk  in  the  RMBS  subprime  sector 

-  Daily  volatility  increased  from  5  bps  to  53  bps 


GS  also  has  $25mm  equity  investments  in  subprime  lenders 
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Lessons  Learned 


What  went  right 

What  went  wrong 

How  well  did  our  risk  measures  capture  /  reflect  risk  incurred 

Observations  for  other  businesses 
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Looking  Forward 


We  be,ieve  the  .online  subprime  mortgage  originators  wi„  not  be  ab,e  to  sun,ive  current  market  conditions  for 

very  long 

_  imt  with  limited  capital  bases  will  quickly  go  out  of  business 

^isaconca^^pro^soosa^.n^su^a.a*^,,  spread  tootberpattsotm.  real  estate 

sector,  most  notably,  the  Alt-A  market 

GS  strategy  going  forward 

_  Position  ourselves  to  be  flat  to  short 

_  Increased  due  diligence  performed  on  purchased  loans 

—  Hedge  all  purchases  , 

_  work  through  inevitable  defaults  with  minima,  operational  and  credit  nsk  lo  ses 
_  Conservative  management  of  warehouse  .ines;  review  appropriate  haircut  levels 
_  Communicate  with  originators,  servicers,  investors 
.   GS  will  evaluate  ongoing  opportunities  on  a  case  by  case  basis 
_  Opportunistic  purchases  of  potential  loan  packages  /  portfolios 
_  Potential  equity  investments 
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Impact  on  Originators 


Rank 


5 
6 

7 
8 


9 
10 


13 
14 


20 
21 


Originator 


Status 


Wells  Fargo  Home  Mortgage 


HSBC  Finance 


~3       New  Century  FinanciaT 


Increased  loan  loss  reserves  by  $1.8bn 
Criminal  investigation;  liquidity  impaired 


4       Countrywide  Financial 


Fremont  Investment  &  Loan, 
CitiMortgage 


Exited  subprime  business 


Ameriquest  Mortgage  (ACC) 


Option  One  Mortgage  (H&R  Block) 
Washington  Mutual 


Citigroup  providing  financing  with  option  to  buy 
For  sale . — — 


First  Franklin  Financial  Corp. 


1 1       Residential  Capital  Corp.  (GM) 


Acquired  by  Merrill  Lynch 

Potential  write  down  of  up  to  $1bn  on  subprime  portfolio 


12       BNC  Mortgage/Finance  America  (Lehman) 


Aegis  Mortgage  Corp. 


Accredited  Home  Lenders 


1 5      American  General  Finance  (AIG) 


16       Chase  Home  Finance 


1 7  Ownit  Mortgage  Solutions 

18  NovaStar  Financial 


19       Eguifirst  (Regions  Financial) 


ResMae  Mortgage  Corporation 
WMC  (GE) 


22  MLN 

23  Decision  One  (HSBC) 


24       ECC/Encore 


25       Fieldstone 


Scaling  back  operations 


Delayed  SEC  filings 


Out  of  business 


Loss  in  latest  quarter,  little,  if  any,  income  forecast  through  2011 
Acquired  by  Barclays  Bank , _ 


Acquired  by  Citadel 
Scaling  back  operations 
Out  of  business 


Acquired  by  Bear  Steams 
Acquired  by  C-BASS 
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From: 

Sent: 

To: 

Cc: 
Subject: 

Attachments: 


Egol,  Jonathan 

Monday,  February  26,  2007  2:31  PM  ,     . 

Swenson,  Michael;  Lehman,  David  A.;  Salem,  Deeb;  Chin,  Edwin;  Case,  Benjamin;  Williams, 

Geoffrey;  Tourre,  Fabrice;  Ostrem,  Peter  L;  Herrick,  Darryl  K;  Bieber,  Matthew  G. 

Sparks,  Daniel  L 

Portfolio  for  Proposed  Transaction  070226  (2).xls 

Portfolio  for  Proposed  Transaction  070226  (2).xls 


INTERNAL  AND  NOT  TO  BE  FORWARDED 


Portfolio  for 
Proposed  Transao. 


Got  a  call  from  Kate  Birchall  @  Lloyd's.  The  attached  portfolio  (~$1bn  of  AA/A)  is  for  a  Faxtor-sponsored  HG  deal. 
Punchline  is  they  are  not  liquidating,  I  surmise  Llody's  backstopped  super  senior  so  they  have  to  print.  However  they  are 
asking  for  protection  offer  on  0-x%  --  they  will  come  back  with  detachment  point  "x"  tonight. 

Many  of  these  assets  are  garbage.  I  told  her  she  will  not  like  the  level.  I  told  her  we  were  more  axed  to  buy  super  senior 
protection  on  this  type  of  portfolio  but  she  had  no  interest  in  writing,  and  she  is  not  permitted  to  liquidate.  Recall  this  is 
not  her  business  I  surmise  their  CDO  group  was  tapped  and  she  has  been  instructed  to  neutralize  all  risk. 
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5,408,000 

US14983AAF66 

14983AAF6 

CBASS  2006-SL1 

M3 

7,735,000 

US14983AAH23 

14983AAH2 

CBASS  2006-SL1 

M5 

11,500,000 

US57645FAF45 

57645FAF4           MABS  2006-AM2 

M3 

3,500,000 

$\~S 
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US23243LAG77 


23243LAG7 


US16678YAD40 


US12666VAF85 


US61750FAK66 


US55291KAK34 


US36245AAF30 


US52520VAF04 


US23243WAF59 


US14453MAG96 


16678YAD4 


12666VAF8 


61750FAK6 


55291 KAK3 


36245AAF3 


52520VAF0 


23243WAF5 


US81377AAJ16 


81377AAJ1 


US03076MAK09 


03076MAK0 


US80556AAE73 


US80556AAF49 


US12489WNV27 


US17309QAG91 


US46626LJR24 


US32028GAM78 


US32028GAL95 


US81376GAG55 


14453MAG9 


80556AAE7 


80556AAF4 


12489WNV2 


17309QAG9 


46626LJR2 


32028GAM7 


32028GAL9 


81376GAG5 


US443860AD30 


443860AD3 


US17309SAJ96 


US54251YAL20 


US57645MAL63 


US320275AK63 


US320275AL47 


US576449AJ15 


17309SAJ9 


54251YAL2 


57645MAL6 


320275AK6 


320275AL4 


576449AJ1 


US52521BAE65 


US07389PAJ93 


07389PAJ9 


52521 BAE6 


US52521BAF31 


US88156AAB08 


US32028JAK51 


US16678XAD66 


US92978GAG47 


US31809VAB53 


US31809VAC37 


52521 BAF3 


88156AAB0 


32028JAK5 


16678XAD6 


92978GAG4 


31809VAB5 


31809VAC3 


US49327HAH84 


US577749AW47 


49327HAH8 


577749AW4 


US83612MAK36 


US82442VAC90 


US82442VAD73 


US07389RAX44 


US86363AAE73 


US86363AAF49 


US12668HAK68 


CWI  2006-14 


CCMFC  2006-3 


CWI  2006-17 


MSAC  2006-HE6 


MABS  2006-WMC3 


GSAMP  2006-HE6 


LBSBC  2006-2 


CWL  2006-18 


CARR  2006-NC4 


SABR  2006-HE2 


ARSI  2006-M3 


S  AST  2006-3 


SAST  2006-3 


CBASS  2005-CB6 


CMLTI  2006-WFH3 


JPMAC  2006-NC1 


FFML2006-FF15 


FFML2006-FF15 


SABR  2006-WMC2 


HUDMZ  2006-1A 


CMLTI  2006-WFH4 


LBMLT  2006-10 


MABS  2006-WMC4 


FFML  2006-FF16 


FFML  2006-FF16 


MABS  2006-HE4 


BSABS  2006-AQ1 


LBSBC  2006-3A 


LBSBC  2006-3A 


OMTS  2006-OT1 


FFML  2006-FFB 


CCMFC  2006-4A 


WMLT  2006-ALT1 


FIOR  2006-1A 


83612MAK3 


82442VAC9 


82442VAD7 


07389RAX4 


86363AAE7 


FIOR  2006-1A 


KSLT  2006-A 


MAXIM  2006-1A 


IXION-MATRIX  2007-I 


SVHE  2006-WF2 


M3 


B2 


M2 


M4 


M5 


M2 


M2 


M2 


M2 


M4 


M5 


M1 


M2 


M6 


M3 


M1 


M6 


M5 


M2 


M6 


M5 


M5 


M5 


M6 


M5 


M5 


M1 


M2 


M5 


M1 


B2 


M4 


B 


2B 


A5 


M5 


Sherwood  III  ABS  CDO,  Ltd 
Sherwood  III  ABS  CDO,  Ltd 


BSABS  2006-HE10 


86363AAF4 


12668HAK6 


USG5296YAD25 


US52902YAJ47 


US431138AG12 


US617526AL27 


US54316PAD24 


US617505AK80 


US72912SAE46 


G5296YAD2 


52902YAJ4 


431138AG1 


617526AL2 


54316PAD2 


617505AK8 


72912SAE4 


US54316PAE07 


54316PAE0 


SASC  2006-S4 


SASC  2006-S4 


CWL  2006-26 


KLROS  2006-5 
Lexington 


HRIDG  2007-1A 


MSAC  2007-HE1 


A2 


A3 


M5 


M4 


M5 


M5 


B 


Class  C 


A3 


M5 


LONGRIDGE  ABS  CDO  LTD 


MSAC-2007-NC1 
CAMBER  7 


Plettenberg  Bay  CDO 


LONGRIDGE  ABS  CDO  LTD 


Pyxis  II 


JPALT  2007-A1 


JPALT  2007-A1 


ACABS  2007-1 


A2J 


M5 


A2 


A3S 


M4 


M5 


A2 


4,750,000 


6,000,000 


6,000,000 


4,000,000 


7,000,000 


8,000,000 


3,943,000 


12,000,000 


14,000,000 


7,318,000 


8,000,000 


3,950,000 


9,600,000 


4,660,000 


6,288,000 


4,000,000 


7,109,000 


4,000,000 


7,000,000 


15,000,000 


4,750,000 


6,000,000 


3,000,000 


1,000,000 


4,000,000 


2.500,000 


2,093,000 


5,000,000 


4,500,000 


15,870,000 


12,362,000 


5,000,000 


1,068,000 


16,000,000 


4,000,000 


10,000,000 


20,000,000 


15,000,000 


6,000,000 


3,000,000 


8,000,000 


4,000,000 


4,000,000 


3,569,000 


2,000,000 


8,500,000 


20,000,000 


15,500,000 


3,000,000 


6,000,000 


2,750,000 


10,000,000 


4,000,000 


10,000,000 


12,000,000 


810,000 


840,000 


10,000,000 


V 
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From: 

Sent: 

To: 

Cc: 

Subject: 

Attachments: 


Gasvoda,  Kevin 

Monday,  April  23,  2007  12:49  PM 

Montag,  Tom 

RE:  ResSit  QTD/YTD  P&L  and  positionsFrom 

Resi  credit  QTD/YTD  P&L  and  positions 


Resi  credit  QTD/ 
YTD  P&L  and  po... 

Tom  here  are  the  follow-ups  I  owe  you. 

Flre,  tte  ,Ubs  pos.0,.  ,—  ^**ST~£  SSS TCSS5  2S3»  M  it, 

Sffi#!^,»2^2^^ is  ac,u* S29B' 

..   ^thocvaKi^mm  vs  the  $255mm  balance  now. 
Regarding  banning  of  FY  subprime  resid  position <m< started  g™*VSnm  rat     ^  ^^  an(J  ^ 

(10-12%  yield  for  1/2  year  average  life  single  A  rated  bond). 


ABX/CDS  HEDGE  P&L: 


Q1 


Q2(4/20)    YTD 


Hybrids 

AltA 

Subprime 

S&Dent 

2nds 

Resids 

Subs 

All 


5.3 

-13.8 

-8.5 

37.8 

-17.8 

20.0 

119.4 

-23.4 

96.0 

13.5 

-9.8 

3.7 

24.1 

-6.8 

17.3 

n/a 

-8.1 

-8.1 

0.6 

-0.4 

0.2 

200.7 


-80.1 


120.6 


Gasvoda,  Kevin 

Sunday,  April  22,  2007  9:13  PM 

Montag,  Tom 

Sparks,  Daniel  L 

RE:  Resi  credit  QTD/YTD  P&L  and  positions 


From: 

Sent: 

To: 

Cc: 

Subject: 

«  Message:  resi  credit  weekly  recap  >r  (unsecuritized)  and  $255mm  of  residuals  off  old 

You  are  correct  on  the  first  point  Tom  -  we  have  $isomm  ni kbu*  \  business  in  2002.  We  had  been 

deals   The  $180mm  of  loans  is  the  smallest  we  ve  been  since .  vw  f™™*     ,       ^  turns  over  on  average  every 
?unnina  at  an  average  loan  position  balance  in  subP"mne  °Jta^nce  De  month   Note,  we  turn  the  loan  balance 


/■s c:  j- 


m  Trao+mont  Rpnuested  bv  Gold 


s- 


GS  MBS-E-010474S 
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0„ou,booteaSsuminawedon1,aveapufohasingpamer(HBK.ObaSStonamea[ew,. 

BBBfflBawsssswa---"-*"";"^ 

purchases  in  FY  '07).  I'll  get  you  the  res.d  #s  YTD  tmrw  too. 


ES  S9y:S22,20078:31PM 

To.  Gasvoda,  Kevin 

f  "  Sparks,  Daniel  L 

Met-  Bfe:Resi  credit  QTO/YTDP&L  and  posmons 

255  million  of  residuals  on  old  deals 

We  have  lost  28  million  on  the  loans  and  84  million  on  the  residuals 

Is  this  independent  of  hedges? 

Do  you  have  change  on  year  for  each? 

Why  do  we  have  so  large  a  book  of  residuals?  Just  cant  sen . 


c___.  Gasvoda,  Kevin 

2E  Monday,  April  23,  2007  3:04  AM 

To.  Montag,  Tom 

a-.  Sparks,  Daniel  L 

Subject:  Resi  credit  CTD/YTD  P&L  and  portions 

Tom, 


Z,**.  qto  and  vro  pt?srrx£^ss?S 

position  in  each  book.  Note,  fts  <°P^°"  B '^™E£ Tunsold  new  issue  allotments  (most  of  the  2nd 

SSSKKftaSS  i£Z  £$£<*» «  - >-  **a" in  January  as  you  know)- 

On  me  loan  «.  we  ere  lor*  appro*  «£  J,  resi  loaes  ,*  eludes  S^ST fflSSSSo 
since  they  are  managed  under  Greg  Rnck,  do  not an^™'"^  f  naving  a  good  year  and  the  Hybrid 
gdSKK^Sl^™  ^^^  ™le  £prox  Saoomm  ,as, year  tor 


your  reference. 

The  second  se<*on<-residen.ia,,eSid^ 

me  rest  of  quarter  digging  deeper  into  all  res.d  positions. 

N0,e,l  believe  the  "Prime  Hybrid  -  Prima^an ^ion  is «-«*2SaT^ 
W  real  time  info  on  that  at  my  disposal  today.  This  category  \s ;  our    h  be)ow  but  wn  get  nat 

SSS,  ^rrrSr XSSW  53  'prime  *.  deals  that  we  ^eraily 
:.^  ™  Jir^romir.  .aaareaate  to  re-securitize). 


tmrwtorvou.    ouub  w«»""«" ?..     , 

rS and  re-remic  (aggregate  to  re-secunt.ze) 


:>*. 


GS  MBS-E-010474S 
._*  o«^.,.«e*oH  h\/ (Goldman  Sachs 
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OLE  Object:  Picture  (Metafile) 


, .. ._ _.. ■  » 


GSMBS-E-01 04745 
,  j . ,.  o ..^f+ori  hu  nnirtman  Sachs 
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c,„_.  Gasvoda,  Kevin 

*£?■  Sunday,  April  22,  2007  2:04  PM 

To.  '  Montag,  Tom 

Cc:  ~--—  «— - 

Subject: 


Sparks,  Daniel  L 

Resi  credit  QTD/YTD  P&L  and  positions 


Attachments:  Pict"re  (Metafile) 

Tom 

BelOT  15  t»e  0TD  .»d  ™  p.l  .« -/"i-r-.i/eLS  ^s?^pS«s.ss 

„„  the  lo.n  side  „.  .re  long  •«  »-«*JZ^^ J^^^Z^ 
St.  lo.n  positions  .inc.  they  .re  ».n.ged  under  Greg ££*'    no  crealt  element)  .   Th. 

ete„.nt.,  .re  more  .kin  to  «»»»;;;•  ^   'option  Arm  business  is  h.ving  .  great 

£,;A  bThir"oup  orSdo.r.t  ss.  "^So-  i.»t ,.» *>« ,»«  ^»- 

,  ,i   4-^  ^  i«  related  to  positions  intentionally 
The  second  section  (""-idential  r«idu.l^; .tCjl  ^ %fsft±on  \s   approx  $680^  and  this 
retained  after  new  issue,  P"™"^*^?  £«.   Again  note,  the  predominant  pain  has  been 
group  of  businesses  made  over  $100mm  J«*  Vjar  ^g  ^  quarter  digging  deeper  lnto  all 
in  subprime  resids  to  date.   we  win  e 

resid  positions .  . 

*.,  I  believe  Oh.  "Pri.e  „f  rid  - -  Pri^  lo.n  po.lti  on  i.  "M-™^ 

"subs"  book  position  Sirs  .t  tan d  <=f  ™  ^i**^*  o£  prime  rel.t.d  de.l.  ttat  we 
;rerIlirr«.in;fre-r^od%bggr.;.?«-  «-""-"-'■ 

■  "Scratch  &  Dent"  line. 

j     ™   -F^r  vou    If  vou  have  questions 
,  will  work  on  th.  hedge  ML  i.  isolation  Mond.y  ---.g^;. 
please  call  my  home  number  203-656  8419  or  my 


fe 


GSMBS-E-01 04745 


Residential  Credit  Loans/New  Issue 

Subprime 

Scratch  and  Dent 

2nd  Liens 

Alt-A 

Prime  Hybrid  -  Primary 

Total 


(61,387,052) 

(34,089,858) 

(21,932,613) 

(3,550,099) 

5,207,529 


(115,752,093) 


Residential  Residuals  &  Subs  /  Retained  Positions 


(28,140,510) 
(73,044,733) 
(40,597,590) 
13,591,505 
44,270,518 
(83,920,810) 
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POSITION 


180,000,000 

770,000,000 

82,000,000 

2,400,000,000 

3.000.000,000 
6,432,000,000 


Subs 

Residuals  -  Scratch  &  Dent 

Residuals  -  Subprime 

Residuals  -  Alt-A 

Residuals  -  2nd  Liens 

Total 

TOTAL  OF  BOTH 


249,969 

91,810 

(57,784,353) 

46,595 

311,789 

(57,084,190) 


7,249,828 

1,803,042 

(84,597,798) 

7,528,639 

(11.838,044) 

(79,854,333) 


(172,836,283) 


(163,775,143) 


56,000,000 
255,000,000 
296,000,000 

74,000,000 


681,000,000 


»*«/4  w.i  r2r>iHman  fiachs 


GSMBS-E-010474! 
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From:      Sparks,  Daniel  L 

Sent:       Tuesday,  January  23,  2007  10:43  AM 

To:  Birnbaum,  Josh;  Swenson,  Michael;  Lehman,  David  A. 

Subject:  RE:  Subprime  Risk  Report 

my  other  concern  is  I  want  to  stay  nimble,  and  not  get  too  wedded  to  one  way  positions  -  getting  massively  short  could  be 
more  painful  than  what  we  have  experienced. 


From:  Birnbaum,  Josh 

Sent:  Tuesday,  January  23,  2007  9:51  AM 

To:  Sparks,  Daniel  L;  Swenson,  Michael;  Lehman,  David  A. 

Subject:  RE:  Subprime  Risk  Report 


From:  Sparks,  Daniel  L 

Sent:  Tuesday,  January  23,  2007  7:49  AM 

To:  Swenson,  Michael;  Birnbaum,  Josh;  Lehman,  David  A. 

Subject:  FW:  Subprime  Risk  Report 

It  does  not  look  like  you  made  any  progress  on  the  things  we  discussed  - 1  want  a  plan  and  daily  reports  on 
progress. 

Not  to  be  difficult,  but  if  you  3  are  too  busy  I  can  add  someone  who  can  focus  on  this  issue. 
1 .  Collapse  01  vs  02  AAA  index  basis 

There  are  2  internal  trades  we  plan  to  do  as  discussed:  .    ,    „, 

?RRBBBB  Index  vs  singles  names.  Deeb  has  sent  out  a  portfolio  to  the  Alt  A  and  who  e  loan  desks  and 
apparent^ ^thos^desksTanUo  sit  down  with  you  before  signing  off  on  these  trades.  I  believe  you  confirmed  we 

?!  The  P?an  was  tomentn  theAAA  trade  when  we  sit  down  to  discuss  the  BBB  basis  trade.  Once  we  move 
internal  shorts  in  AAAs  to  06-1 ,  step  1  should  be  accomplished. 

?j  We  Kame'ally  Nkelhe  single  A  shorts  but  clearly  we  want  to  get  out  of  our  06-2  long    We  made ,  good 
progress  on  that  front  recently,  selling  400mm  06-2  A  to  Dillon  Read  on  Friday.  We  have  <1  Bin  long  2006  single  A 
risk  at  this  point.  We  will  continue  to  work  this  down. 

WeTknowSsS  SSSSS?"  K^fflrnW-^BBB.  Index  this  morning  so  far  and  we  will  continue  to  try  to 
Irk  this  down  in  50-1 00mm  chunks  daily.  We  are  also  trying  to  diversify  our  06-2  long  into  some  07-1  risk  to 
Tome  extentTn  order  to  reduce  ideosyncratic  risk.  I  am  optimistic  that  if  we  can  buy  another  1  -2Bln  of  BBB-  single 
name  rStectto ?  dear  s^e  of  the  risk  in  the  CDO  warehouse  and  secondary  we  can  become  quite  aggressive  in 
maS  index  sales  both  to  the  street  and  retail  and  be  comfortable  that  we  are  not  hurting  our  overall  position,  ,.e. 
not  being  limited  in  our  trading  style  by  our  position  (as  you  have  talked  about). 

From:  ficc-mtgcdstrat 

Sent:  Tuesday,  January  23,  2007  2:52  AM 

To:  Sparks,  Daniel  L;  Fortunato,  Salvatore;  Lehman,  David  A.;  Swenson  Michael;  B.rnbaum,  Josh;  Se lem 

Deeb;  Chin,  Edwin;  Kamilla,  Rajiv;  Egol,  Jonathan;  Tourre,  Fabrice;  W.ll.ams,  Geoffrey;  D.nias,  Michael,  Jha, 


Confidential  Treatment  Requested  by  Goldmar 


Permanent  Subcommittee  on  Investigations 


Wall  Street  &  The  Financial  Crisis 

Report Footnote#1661_|  GS  MBS-E-01 0267341 
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Arbind 

Cc:  ficc-mtgcdstrat 

Subject:  Subprime  Risk  Report 


Attached  are  the  short  form  Subprime  Risk  reports  for  22Jan07 


„u         o  „h.  GSMBS-E-01 0267342 

Confidential  Treatment  Requested  by  Goldman  Sacns 
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From: 

Lehman,  David  A. 

Sent: 

Tuesday,  January  30,  2007  1:32  PM 

To: 

Swenson,  Michael 

Subject: 

RE:  Montag..: 

OK 

Original  Message 

From:  Swenson,  Michael 

Sent:  Tuesday,  January  30,  2007  1:31  PM 

To:  Lehman,  David  A. 

Subject:  Re:  Montag... 

In  office  first  thing 

— . Original  Message 

From:  Lehman,  David  A. 

To:  Swenson,  Michael 

Sent:  Tue  Jan  30  13:10:55  2007 

Subject:  RE:  Montag... 

You  are  back  tomorrow  a.m.  in  NYC  or  p.m.? 

Original  Message 

From:  Swenson,  Michael 

Sent:  Tuesday,  January  30,  2007  1:08  PM 

To:  Lehman,  David  A. 

Subject:  Re:  Montag... 

I  spoke  with  dan  last  night  -  I  asked  for  it.  I  told  him  I  want  to  go  over  the  facts  of 
what  we  are  up  against.   It  will  involve  a  discusion  of  valuation  metrics.   Also,  a 
discussion  of  what  are  competitors  are  saying  as  well  about  valuation.  It  also  will 
incolve  our  views  on  the  affects  the  tranched  market  will  have  on  the  cdo  etc. 

It  was  suppose  to  be  a  way  for  me  to  arm  rich  as  he  navigates  the  waters  as  this  topic 
comes  up.   I  also  wanted  his  input  on  what  he  thinks  is  the  right  thing  to  do.   It  was  my 
intention  for  it  to  be  interactive.   Now  that  montag  will  be  there  it  may  be  less  of  that. 

The  goal  is  to  gain  control  of  the  discussions  from  our  side  -  I  am  frankly  tired  of  the 
misinformation  that  is  being  spread  from  the  peanut  gallery. 

I  also  want  them  to  realize  what  is  reasonably  achievable  given  liquidity  etc. 
Weds  will  be  a  big  day  as  we  prepare  for  this  meeting. 


Original  Message  

From:  Lehman,  David  A. 

To:  Swenson,  Michael 

Sent:  Tue  Jan  30  12:55:34  2007 

Subject:  RE:  Montag... 

What  mtg  is  this? 

Original  Message 

From:  Swenson,  Michael 

Sent:  Tuesday,  January  30,  2007  12:54  PM 

To:  Sparks,  Daniel  L;  Lehman,  David  A. ;  Birnbaum,  Josh 

Subject:  Re:  Montag... 


Confidential  Treatment  Requested  by  Goldma 


&';', 


Permanent  Subcommittee  on  Investigations 
Wall  Street  &  The  Financial  Crisis 

Report  Footnote  #1661  |  QS  MBS-E-01 1 37551 9 
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Will  do 

Original  Message  

From:  Sparks,  Daniel  L 

To:  Lehman,  David  A. ;  Birnbaum,  Josh;  Swenson,  Michael 

Sent:  Tue  Jan  30  12:51:02  2007 

Subject:  Re:  Montag. . . 


•  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Invite  montag  to  meeting  with  ruzika 

Original  Message  

From:  Lehman,  David  A. 

To:  Sparks,  Daniel  L;  Birnbaum,  Josh;  Swenson,  Michael 

Sent:  Tue  Jan  30  11:30:02  2007 

Subject:  Montag... 

...called  the  desk  to  get  an  update  on  ABX. 

-  Gave  him  the  quick  rundown  w/r/t  flows,  positioning,  etc. 

-  We  have  seen  little  flow  as  a  result  of  ASF. 

-  Mentioned  ASF  was  the  one  big  ABS  event  of  the  year  and  that  we  were  on  the  ground 
talking  to  mkt  players  to  gauge  sentiment. 

-  Despite  the  dip  in  prices  we  feel  the  mkt  could  leak  and  we  remained  axed  to  get  down 
and  mitigate  basis  risk. 

He  wants  us  to  keep  him  apprised  of  meaningful  activity,  mkt  movements,  etc. 


Goldman,  Sachs  &  Co. 

85  Broad  Street   |   New  York,  NY  10004 

Tel:  212-902-2927   |   Fax:  212-902-1691   |   Mob:  917- 

e-mail:  david.lehman@gs.com 

Goldman 
Sachs 
David  Lehman 
Fixed  Income,  Currency  &  Commodities 


Disclaimer: 

This  material  has  been  prepared  specifically  for  you  by  the  Goldman  Sachs  Fixed  Income 
Commercial  Mortgage  Backed  Securities  (CMBS)  Trading  Desk  and  is  not  the  product  of  Fixed 
Income  Research.  We  are  .not  soliciting  any  action  based  upon  this  material.  Opinions 
expressed  are  our  present  opinions  only.   The  material  is  based  upon  public  information 
which  we  consider  reliable,  but  we  do  not  represent  that  it  is  accurate  or  complete,  and 
it  should  not  be  relied  upon  as  such.  Additionally,  the  material  is  based  on  certain 
factors  and  assumptions  as  the  CMBS  Trading  Desk  may  in  its  absolute  discretion  have 
considered  appropriate.  There  can  be  no  assurance  that  these  factors  and  assumptions  are 
accurate  or  complete,  that  estimated  returns  or  projections  can  be  realized,  or  that 
actual  returns  or  results  will  not  be  materially  different  than  those  presented.  Certain 
transactions,  including  those  involving  CMBS,  may  give  rise  to  substantial  risk  and  are 
not  suitable  for  all  investors.  The  CMBS  Trading  Desk  may  have  accumulated  long  or  short 
positions  in,  and  buy  or  sell,  the  securities  that  are  the  basis  of  this  analysis.  The 
CMBS  Trading  Desk  does  not  undertake  any  obligation  to  update  this  material. 


Confidential  Treatment  Requested  by  Goldman  Sachs 


GSMBS-E-01 1375520 


«< 


Footnote  Exhibits  -  Page  3540 


From: 
Sent: 
To: 
Subject: 


SaTFebrua^  13,  2007  11.58  AM 
wTnSdJon;Blankfein.  Lloyd 
Fw:  Catch  up 


Original  Message 

From:    Ruzika,    Richard 

To:    Cohn,    Gary  46;18    2007 

Sent:  Tue  Feb  13  1J---* 

Subject:  Catch  up 


,-nnnle  ot  tnxny=  • 
«  -  «■"-  »  C"Ch  V°U  "  fc    b.„  aev.loping  have  definitely  helpf  i» 

the  riek  .pre.d  sheet,  we  "^  "vScnt/.nd  =°«f  "l™eIl"o»  end  b.si* 

trying  to  take  the 

be  a  huge  plus.      __    bably  50  bucks  for  us. 
EOP  getting  closer    V 


._*~^  km  rinirima! 


a- 


GSMBS-E-0197! 
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From: 
Sent: 
To: 
Subject: 


Prigent,  Alexandra 

Tuesday,  March  27,  2007  7:33  AM 

Salem,  Deeb 

RE:  ABX  -  TABX  :  Request  fro 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


No  worries  -  we  hope  to  get  this  client  to  trade  some  of  our  trading  axes. 
This  is  an  important  client  of  us  in  France 

Thanks 

Original  Message 

From:  Salem,  Deeb 

Sent:  Tuesday,  March  27,  2007  1:31  PM 

To:  Prigent,  Alexandra  i™-""""" mmm mmmm "— ■ 

Subject:  RE:  ABX  -  TABX  :  Request  from  fJB§ 

sorry  for  the  confusion 

Original  Message 

From:  Prigent,  Alexandra 

Sent:  Tuesday,  March  27,  2007  8:29  AM 

To:  Salem,  Deeb;  Williams,  Geoffrey 

Cc:  ficc-abstrading;  Serres,  Marine    ^^ 

Subject:  RE:  ABX  -  TABX  :  Request  f rom  !■) 

Sorry  -  we  are  a  bit  slow  here  in  London. . .  Understood  now 

Original  Message 

From:  Salem,  Deeb 

Sent:  Tuesday,  March  27,  2007  1:28  PM 

To:  Prigent,  Alexandra;  Williams,  Geoffrey 

Cc:  ficc-abstrading;  Serres,.  Marine    _ 

Subject:  RE:  ABX  -  TABX  :  Request  f rom  MB 

what  is  there  to  explain?  i  just  put  these  levels  in  this  morning,  they  are  very  different 
than  the  levels  i  sent  last  week  on  bbb-...pls  check  an  old  email 


Original  Message 

From:  Prigent,  Alexandra 

Sent:  Tuesday,  March  27,  2007  8:27  AM 

To:  Salem,  Deeb;  Williams,  Geoffrey 

Cc:  ficc-abstrading;  Serres,  Marine 

Subject:  RE:  ABX  -  TABX  :  Request  from  MB 

Ok  well  -  we  will  try  to  explain  the  client. 
Could  you  please  than  give  us  your  levels  for  BBB- 

Original  Message 

From:  Salem,  Deeb 

Sent:  Tuesday,  March  27,  2007  1:26  PM 

To:  Prigent,  Alexandra;  Williams,  Geoffrey 

Cc:  ficc-abstrading;  Serres,  Marine 

Subject:  RE:  ABX  -  TABX  :  Request  from  M 


no 


these  are  bbb... sorry,  i  made  the  adjustments  at  the  bottom  and  just  copied  it  up  top 


Original  Message 

From:  Prigent,  Alexandra 

Sent:  Tuesday,  March  27,  2007  8:25  AM 

To:  Salem,  Deeb;  Williams,  Geoffrey 


Confidential  Treatment  Requested  by  Goldman 


Permanent  Subcommittee  on  Investigations  | 

Wall  Street  &  The  Financial  Crisis 

Report  Footnote  #1663 


GSMBS-E-021 893369 


Footnote  Exhibits  -  Page  3542 


Cc:  ficc-abstrading;  Serres,  Marine 
Subject:  RE:  ABX  -  TABX  :  Request  from  <M£ 

Deeb, 

These  are  the  spreads  you  gave  us  for  bbb-  They  would  like  the  spread  for  bbb  flat 

thanks 

Original  Message 

From:  Salem,  Deeb 

Sent:  Tuesday,  March  27,  2007  1:07  PM 

To:  Prigent,  Alexandra;  Williams,  Geoffrey 

Cc:  ficc-abstrading;  Serres,  Marine     _ 

Subject:  RE:  ABX  -  TABX  :  Request  from  >■§ 

Below  are  the  spreads  we  showed  them  on  BBB  on  ABX. HE. 06-2 

MLM6E1  2006-HE1  B-2A  USD  200 

RASC06-KS3  2006-KS3  M-8  USD  550 

LBMLT06-1  2006-1  M-8  USD  750 

CWL06-8  2006-8  M8  USD  550 

MSAC06-WMC2  2006-WMC2  B-2  USD  800 

ARSI06-W1  2006-W1  M-8  USD  900 

FFML06-FF4  2006-FF4  M-8  USD  500 

ACE06-NC1  2006-NC1  M-8  USD  200 

SVHE06-OPT5  2006-OPT5  M-8  USD  300 

SAIL06-4  2006-4  M7  USD  1000 

GSAMP06-HE3  2006-HE3  M-8  USD  400 

JPMAC06-FRE1  2006-FRE1  M8  USD  400 

RAMP06-NC2  2006-NC2  M-8  USD  800 

HEAT06-4  2006-4  M-8  USD  550 

BSABS06-HE3  2006-HE3  M-8  USD  600 

MABS06-NC1  2006-NC1  M-8  USD  600 

CARR06-NC1  2006-NC1  M-8  USD  175 

SASC06-WF2  2006-WF2  M8  USD  200 

SABR06-OP1  2006-OP1  B-2  USD  175 

MSCT06-HE2  2006-HE2  B-2  USD  500 


•  =  Redacted  by  the  Permanent 
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Original  Message 

From:  Prigent,  Alexandra 

Sent:  Tuesday,  March  27,  2007  3:12  AM 

To:  Williams,  Geoffrey;  Salem,  Deeb 

Cc:  ficc-abstrading;  Serres,  Marine    ^^ 

Subject:  Re:  ABX  -  TABX  :  Request  f rom  M| 

Ok  will  call  you  this  morning  to  discuss. 

In  the  meantime,  Deeb  could  you  please  send  us  the  indie  levels  for  the  ABX. HE. 06-2  BBB 
flat  ? 

Thanks 
Alex 


Original  Message  

From:  Williams,  Geoffrey 

To:  Prigent,  Alexandra;  Salem,  Deeb 

Cc:  ficc-abstrading;  Serres,  Marine 

Sent:  Mon  Mar  26  17:46:36  2007 

Subject:  RE:  ABX  -  TABX  :  Request  from  H 

We  should  discuss  base  correlations  live, 
them.  .  . 


.there  is  no  market  standard  for  calculating 
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From:        Prigent,  Alexandra 
Sent:  Monday,  March  26,  2007  11:58  AM 
To:    Williams,  Geoffrey;  Salem,  Deeb 
Cc:    ficc-abstrading;  Serres,  Marine 
Subject:     ABX  -  TABX  :  Request  from 

Hi  Geoff,  Deeb, 

The  head  of  Capital  Markets 


is  trying  to  identify  opportunities  in  TABX  and 


ABX. 


Specific  questions  from  the  client: 


1)  Please  send  us  the  Base  correlation  on  the  3  top  tranches  of  TABX . BBB-  (15-2  5, 
25-40  and  40-100)  and  TABX. BBB  (12  to  100)? 

2)  He  would  also  like  to  have  indicative  bids  for  protection  on  the  ABX. 06-2. BBB 
underlying  single-names: 

Below  are  the  spreads  we  showed  them  on  BBB-  on  ABX. HE. 06-2 

MLM6E1  2006-HE1  B-2A  USD  200 

RASC06-KS3  2006-KS3  M-8  USD  550 

LBMLT06-1  2006-1  M-8  USD  750 

CWL06-8  2006-8  M8  USD  550 

MSAC06-WMC2  2006-WMC2  B-2  USD  800 

ARSI06-W1  2006-W1  M-8  USD  900 

FFML06-FF4  2006-FF4  M-8  USD  500 

ACE06-NC1  2006-NCl  M-8  USD  200 

SVHE06-OPT5  2006-OPT5  M-8  USD  300 

SAIL06-4  2006-4  M7  USD  1000 

GSAMP06-HE3  2006-HE3  M-8  USD  400 

JPMAC06-FRE1  2006-FRE1  M8  USD  400 

RAMP06-NC2  2006-NC2  M-8  USD  800 

HEAT06-4  2006-4  M-8  USD  550 

BSABS06-HE3  2006-HE3  M-8  USD  600 

MABS06-NC1  2006-NCl  M-8  USD  600 

CARR06-NC1  2006-NCl  M-8  USD  175 

SASC06-WF2  2006-WF2  M8  USD  200 

SABR06-OP1  2006-OP1  B-2  USD  175 

MSCT06-HE2  2006-HE2  B-2  USD  500 


Fyi  we  are  also  trying  to  push  for  trading  axes  from  the  SP  CDO  as  well  with  this 


client. 


Many  thanks, 
Alexandra 
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Goldman  Sachs  International 

Tel:  +44  207  774  1696  |  cell:  +44> 

Email:  alexandra.prigent@gs.com 

Alexandra  Prigent 


Regulated  by  The  Financial  Services  Authority 


Disclaimer:  , 

This  material  has  been  prepared  specifically  for  you  by  the  Fixed  Income 

Trading/Sales  Department  and  is  not  the  product  of  Fixed  Income  or 

a 

opinions  only 


or  J.  Aron 
J.  Aron  Research.   We 
rrnot'soiicIting'any"action"baaed  upon' this  material.  Opinions  expressed  are  our  present 
^pinions  only.   The  material  is  based  upon  information  which  we  consider  reliable,  but  we 
do  not  represent  that  it  is  accurate  or  complete,  and  it  should  not  be  relied  upon  as 
Certain  transactions,  including  those  involving  futures,  options  and  high  yield 


securities Tgivr rise  ^"substantial  risk  and  are  not  suitable  for  all  investors. 
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We,  or 
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From-  Swenson,  Michael 

Sent:"  Thursday,  February  15,  2007  6:41  AM 

To-  Bimbaum,  Josh 

Subject:  Fw:  Mortgages  Estiimate  REVISED 


Fyi 

Original  Message  

From:  Jha,  Arbind 

To:  Swenson,  Michael 

Sent:  Wed  Feb  14  20:02:04  2007 

Subject:  Re:  Mortgages  Estiimate  REVISED 

Congratulations  for  a  very  good  day  ! 

Will  stop  by  tomorrow  morning. 

Thanks. 


Original  Message  

From:  Swenson,  Michael 

To:  Jha,  Arbind 

Sent:  Wed  Feb  14  19:38:59  2007 

Subject:  Re:  Mortgages  Estiimate  REVISED 


Arbind  it  has  to  do  with  the  single  name  cds  position  where  we  have  been  marking  at  a  low 
beta.   I  am  happy  to  discuss  with  you  in  the  morning. 

T  do  not  have  the  relative  moves  in  front  of  me  right  now. 
Mike 


Original  Message  

From:  Jha,  Arbind 

To:  Swenson,  Michael 

Sent:  Wed  Feb  14  19:33:12  2007 

Subject:  FW:  Mortgages  Estiimate  REVISED 

Michael, 

Will  vou  be  able  to  provide  some  color  on  $100mm  PNL  in  ABS  Trading?  Dan  in  a  brief 
conversation  yesterday  did  mention  that  we  have  been  marking  our  single  name  CDS  positxon 
with  a  beta  of  0.25  vs.  desk's  perceived  beta  of  0.7  in  SPG  Trading  desk. 

Would  appreciate  your  response  and  color  on  this. 

Thanks, 
Arbind 


From:        Bin,  Ki-Jun 

Sent-  Wednesday,  February  14,  2007  6:02  PM  . 

?o:    DiniasT  Michael;  DMR-FICC;  Fredman,  Sheara;  Fortunato,  Salvatore;  Jha  Arbind; 
Lee,  Brian-J  (FI  Controllers);  Montag,  Tom;  Ruzika,  Richard;  Simpson,  Michael;  Smith, 

Sarah;  Sparks,  Daniel  L. 

Subject:     Mortgages  Estiimate  REVISED 


Permanent  Subcommittee  on  Investigations 
Wall  Street  &  The  Financial  Crisis  I 
Confidential  Treatment  Requested  by  Goldman :  Report  Footnote  #1663  |  GS  MBS-E-01 2474685 


Footnote  Exhibits  -  Page  3545 


Mortgages  Estimate 

Total  104,327,500 

MTD  (Including  Estimate) 


82,249,368 


CRE  Loan  Trading 

Fixed  Large  Loan 

Floater  Large  Loan      87,500 

Fixed  Conduit     (280,000) 

Transitional  Loans      20,000 

CRE  CDO 

Warehouse 

Muni  JV 

ABS  Loans  &  Finance 
Consumer 
Commercial 
Europe 
Warehouse 


SPG  Trading 


CDO/CLO 


Syndicate 


ABS  Trading  100,000,000 
CMBS  Trading 
Correlation  Trading 


ABS /MBS  CDO 

GSI  SP  Credit  Warehouse 

US  CLO 

EURO  CLO 

CRE  CDO 

Retained  Principal  Positions 


ABS 

CMBS 

CDO 


ABX 


Hedges  Manager's  Account 

Advisory  Fees 

Other 

RMBS 

Mortgage  Derivative 

Agency  Derivatives 

Whole  Loan  Derivs 

MSR 

Residential  Prime 

FHA/VA  -  Primary 

FHA/VA  -  Secondary 

Subs  .  ,    . 

Prime  Hybrid  -  Primary  4,500,000   Resid  sale 

Prime  Hybrid  -  Secondary 

Agency- Hybr.id.._  ....  150,000 

Prime  Fixed  -  Primary 

Prime  Fixed  -  Secondary 

Agency  CMO  -  Primary     (150,000) 

Agency  CMO  -  Secondary 

Residential  Credit 
Scratch  and  Dent 
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Subprime 

Alt-A 

2nd  Liens 

Residuals 

Residuals 

Residuals 

Residuals 

Warehouse 


Scratch  & 
Subprime 
Alt-A 
2nd  Liens 


Dent 


Tax  Residuals 
NERDS 

EUROPE 

Acquisition  Finance 

Euro  CMBS 


Global  Special  Situations 
AMSSG 
ESSG 
ASSG 


Goldman,  Sachs  &  Co. 

180  Maiden  Lane  |  New  York,  NY  10036 

Tel:  212-357-7385 

e-mail:  ki-jun.bin@gs.com 

Ki-Jun  Bin 
Finance  Division 


Goldman 


Sachs 


risks  Lherenfin  electronic  communication:  http://www.gs.com/discla.mer/emaU/ 
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From: 

Sent: 

To: 

Cc: 

Subject: 

Attachments: 


Sherwood,  Michael  S  „„„„.», 

Wprinesdav  February  28,  200710:42  AM  ..,.,-»■ 

S^rkSaniel  L;  Swenson,  Michael;  Birnbaum,  Josh;  Gmel.ch,  Just.n 

Montag,  Tom;  Ruzika,  Richard 

FW:  ABX/Single  name  notional  /  risk  history 

Index  and  Single  Name  Position  History  2006  As  of  27Feb07.pdf 


Many  congrats  on  last  few  weeks  trading keep  it  up!  I 

Woody 


From: 
Sent: 
To: 
Subject: 


Swenson,  Michael 

Wednesday,  February  28,  2007  8:47  AM 

Montag,  Tom 

FW:  ABX/Single  name  notional  /  risk  history 


From: 

Sent: 

To: 

Cc: 

Subject: 


Kao,  Kevin  J. 

Wednesday,  February  28,  2007  7:40  AM 

Swenson,  Michael;  Birnbaum,  Josh;  Lehman,  David  A. 

Turok,  Michael;  Holen,  Margaret 

ABX/Single  name  notional  /  risk  history 


Good  morning.  Attached  please  find  the  updated  risk  history  charts. 

Paae  1  is  the  usual  risk  history  chart. 

Page  2  gives  you  a  snapshot  of  risk  for  2007  fiscal  year  only. 


Index  and  Single 
Name  Position... 
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From: 
Sent: 
To: 
Subject: 


Montag,  Tom 

Monday,  February  19,  2007  1:57  PM 

Sparks,  Daniel  L 

Re:  2  things 


Original  Message  

From:  Sparks,  Daniel  L 

To:  Montag,  Tom 

Sent:  Mon  Feb  19  13:54:38  2007 

Subject:  2  things 

1.  Please  send  a  note  to  Josh  Birnbaum,  Mike  Swenson  and  David  Lehman  telling  them  great 
week  -  short  singles  and  short  CDOs .  Plus  they  have  really  kept  their  heads  on  well. 
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From: 
Sent: 
To: 
Subject: 


Dinias,  Michael 

Thursday,  February  08,  2007  4:03  PM 
Berry,  Robert;  Broderick,  Craig 
FW:VaR  limit  for  Mtg  SPG 


talked  to  Bill  and  he  bumped  mortgage  var  limit  to  35,  he  also  mentioned  that  its  all  hands  on  deck  today  as  scratch  & 
dent  positions  are  being  written  down  $40mm  today. 


From:  McMahon,  Bill 

Sent:  Thursday,  February  08,  2007  3: 59  PM 

To:  Dinias,  Michael;  Pouraghabagher,  Cyrus;  Berry,  Robert 

Cc:  Ruzlka,  Richard;  Sparks,  Daniel  L;  Gasvoda,  Kevin;  Jha,  Arbind 

Subject:  RE:  VaR  limit  for  Mtg  SPG 


Why  don't  we  raise  it  to  $35mm 


From:  Dinias,  Michael 

Sent:  Thursday,  February  08,  2007  8:38  AM 

To:  Pouraghabagher,  Cyrus;  McMahon,  Bill;  Berry,  Robert 

Cc:  Ruzika,  Richard;  Sparks,  Daniel  L;  Gasvoda,  Kevin;  Jha,  Arbind 

Subject:  RE:  VaR  limit  for  Mtg  SPG 

Bill,  i  recommend  Mortgage  VaR  limit  be  permanently  increased  to  $30mm. 

This  would  make  the  VaR  limit  more  in  line  with  increase  in  the  Mortgage  Credit  Widening  Scenario  Limit. 

For  example,  the  Mortgage  Credit  Widening  Scenario  Limit  has  increased  54%  in  the  last  year  (from  $325mm  to 
$500mm). 

At  the  same  time  the  Mortgage  VaR  limit  was  actually  reduced  20%,  from  $25mm  to  $20mm. 

Its  worth  noting  that  in  the  last  year  the  strats  have  made  a  number  of  enhancements  to  their  models  allowing  us 
to  improve  our  VaR  computation  and  therefore  the  VaR  number  is  better  capturing  some  of  the  basis  risks 
inherent  to  the  the  mortgage  business. 


From: 

Sent: 

To: 

Cc: 

Subject: 

Bill, 


Pouraghabagher,  Cyrus 

Wednesday,  February  07,  2007  8:02  PM 

McMahon,  Bill 

Ruzika,  Richard;  Sparks,  Daniel  L;  Gasvoda,  Kevin;  Dinias,  Michael 

VaR  limit  for  Mtg  SPG 


We  recently  topped  our  20mm  VaR  limit,  and  this  risk  measure  is  expected  to  increase  from  20.5  to  around 
23/24  tomorrow.  Note  that  we've  averaged  closer  to  15mm  in  past  quarter,  but  this  has  steadily  increased 
from  a  low  of  around  10mm  in  mid  November.  Our  VaR  risk  is  concentrated  in  our  SPG  trading  books  (ABS 
CDS/ABX  and  Correlation  account  for  around  70%  of  this),  which  net  provide  significant  stress  scenario 
protection.  The  increase  in  VaR  is  primarily  a  result  of  increased  volatility  around  the  ABX  indices,  where,  for 
instance,  daily  vol  on  BBB-  has  increased  from  5  bps/day  to  14  bps/day  and  is  expected  to  increase  further 
based  on  recent  trading  vol: 


Daily  ABX  Vol 


Current 


ABX  OTR  "A" 


As  of  cob 
11/24/06 
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ABX  OTR  "BBB' 
ABX  OTR  "BBB- 


II 


4 
5 


Since  this  VaR  limit  is  effectively  coming  into  play  for  the  first  time,  we'd  like  to  bump  the  VaR  limit  to 
25-30mm,  at  least  for  the  interim,  and  keep  a  closer  eye  on  the  dynamics  of  this  risk.  Note  that  the  limit  was 
reduced  from  25mm  to  20mm  earlier  in  the  year  precisely  to  achieve  this  effect,  and  ultimately,  it  may  make 
sense  to  have  this  limit  be  north  of  30mm  to  account  for  the  growth  as  well  as  the  more  accurate  assessment 
of  our  VaR  across  our  synthetic  businesses. 

Let  us  know  your  thoughts, 
Cyrus 


«  File:  MortgageRiskSummary070206.pdf » 


From: 
Subject: 


Song,  Scarlett 

MarketRisk:  Mortgage  Risk  Report  (cob  02/06/2007) 


CDO/CLO  desk  is  over  its  scenario  risk  limit.  The  limit  is  currently  under  discussion 
as  the  desk  is  undergoing  a  business  restructuring. 
MTG  SPG  desk  is  over  its  VaR  limit 


Desk 


MTG  SPG 


95%  VaR  ($MM) 
02/06    02/05 


20.5 


2  0.5 


Limit. 


2  0 


Desk 

MTG  SPG  54  9 

Deriv  25 

Res  Prime  84 

Res  Credit  166 

Credit  Resid  141 


Stress  Test  ($MM) 
02/06    02/05   Limit 


SPG  Trading 

CDO/CLO 

Manager 


-153 

84 

0 


556  800 

27  30 

84  100 

162  185 

141  170 

It 

-142  160 

54  55 
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CDO  Warehouse      139  139        170 

CDO  74  74         100 

CLO  65  65  70 

(results   include  both  US  and  Europe  CLO  Warehouse) 
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From-  Montag,  Tom 

Senf  Wednesday,  February  14,  2007  6:12  PM 

To:  Winkelried,  Jon;  Conn,  Gary 

Cc:  Ruzika,  Richard 

Subject:  Fw: 

Good  points  below  by  Justin 

Surprised  by  two  things  but  still  going  back  and  forth 

1-why  margaret  can't  drive  • 

2-rosenblum  driving  trading-only  because  he  doesn't  stride  me  that  way 

3-good  idea  on  work  our  guys 

4-clearly  need  to  opportunistically  take  position  down 

Tom 

Original  Message  

From:  Gmelich,  Justin 

To:  Montag,  Tom 

Sent:  Wed  Feb  14  18:04:17  2007 

Subject:  Re: 

Let's  see   Credit  tighter.  4-5mm  in  credit.  Activity  high.  LCC  (usair)  made  750k.  Still 
long  3.2mm  shares.  Bernanke  testimony  only  emboldening  the  credit  people. 

Abx  risk  should  be  working  to  get  closer  to  home ..  My  opinion,  singles  short  v  index  is  too 
5g  (no  news  nere) .  Abx  correlation  trade  is  good.  I  think  we  should  be  covering  a  bit  of 
our  short.  There  is  a  lot  to  do. 

Few  people  issues.  Rosenblum  should  not  go  w  the  clo  business  to  credit.  He  has  far  too 
much  mortgage  knowledge.  Keep  him  in  mtg  trading.  Also,  elisha  needs  to  start  getting 
involved  in  systems  build.  Very  important.  We  shud  be  hiring  laterally  in  strats  (bear 
Penman  merrill)  .  We  also  need  to  hire  "work  out"  specialists  in  mortgage  credit.  There 
will  be  many  of  these  situations.  , 

Next  stop  for  me  is  cdo  equity  book.  I  am  keenly  interested  to  see  risk  there.  I  am  out 

friday. 

Original  Message  

From:  Montag,  Tom 

To:  Gmelich,  Justin 

Sent:  Wed  Feb  14  16:34:19  2007 

Subject: 

Anything  else  happen  today 


Confidential  Treatment  Requested  by  Golc 


Permanent  Subcommittee  on  Investigations 


Wall  Street  &  The  Financial  Crisis  m  „     „_,_„.,»..„,-.-„_ 

u       _*r-     *     *  *h:m  I  GS  MBS-E-01 61 65580 

Report  Footnote  #1683  I 


./ 


Footnote  Exhibits  -  Page  3552 


From: 
Sent: 
To: 
Subject: 


Sparks,  Daniel  L 

Thursday,  February  22,  2007  6:57  AM 

Bimbaum,  Josh;  Swenson,  Michael;  Lehman,  David  A. 

FW:  Block  size  tranche  protection  offers  for  Paulson  or  others 


Thursday. 

We  need  to  buy  back  $1  billion  single  names  and  $2  billion  of  the  stuff  below  -  today. 

I  know  that  sounds  huge,  but  you  can  do  it  -  spend  bid/offer,  pay  through  the  market,  whatever  to  get  it  done 

It  isTgreat  time  to  do  it  -  bad  news  on  HPA,  originators  pulling  out,  recent  upticks  in  unemployment,  ong.nator  pa.n. 

I  will  not  want  us  to  trade  property  derivatives  until  we  get  much  closer  to  home  as  it  will  be  a  significant  distraction  from 

our  goal. 

This  is  a  time  to  just  do  it,  show  respect  for  risk,  and  show  the  ability  to  listen  and  execute  firm  directives. 

You  called  the  trade  right,  now  monetize  a  lot  of  it. 
You  guys  are  doing  very  well. 


Redacted  by  the  Permanent 
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From:  Egol,  Jonathan 

Sent:  Wednesday,  February  21,  2007  11:23  AM 

To:  Sparks,  Daniel  L  ,    ,    _  ,       _    . 

Cc:  Swenson,  Michael;  Birnbaum,  Josh;  Lehman,  David  A.;  ficc-mtgcorr-desk;  Salem,  Deeb 

Subject:  Block  size  tranche  protection  offers  for  Paulson  or  otters 

Summary  of  ABX-related  tranches  we  could  offer  protection  on  if  we  want  to  close  down  shorts: 

.     $2  4bn  notional  40-1 00  super  senior  tranche  off  of  ABX  "Quadrant" jrade  (25%  each  of  06-1/06-2  BBB  and 

BBB-),  could  potentially  offer  NC4  (we  did  $1 .8bn  NC3  with  «■  B  and  $600mm  NC4  with  taaaW) 
.     $200mm  notional  20-30  tranche  off  of  06-1  BBB-  (open  risk  vs*M|  M)  NC3)  _  ..  t.      . .__. 

.      $325mm  notional  30-1 00  super  senior  tranche  off  of  06-1  BBB-lopen  risk  vs^MWWpintermediation,  NC5) 
.     $500mm  notional  40-1 00  super  senior  tranche  off  of  06-1/06-2  BBB-  (open  risk  vs  PI  non-callable) 

We  are  currently  managing  ABX  deltas  against  all  of  these  tranches. 


Goldman,  Sachs  &  Co. 
85  Broad  Street  |  New  York,  NY  10004 
lei:  +1  21 2  357  3349  |  mobile:  +1  91 7  < 
e-mail:  jonathan.egol@gs.com 


Jonathan  M.  Egol 

Structured  Products  Trading 


l|  fax:+1  212  4281247 

Goldman 

Sachs 


This  material  has  been  prepared  specifically  for  you  by  the  Fixed  Income  Trading  Department  and  is  not  the  product  of  Fixed  Income  Research  We  are 
^dhaw^  based  uponThis  material  Opinions  expressed  are  our  present  opinions  only.  The  matenal  is  based  upon  information  which  we 
confer  Se  CweloT*  represent  that  H  is  accurate  or  complete,  and  rt  should  not  be  relied  upon  as  such.  Certain  transactions,  including  those 
SS  h*X  SioTs  and  high  yield  securities,  give  rise  to  substantial  risk  and  are  not  suitable  for  all  investors.  We,  or  persons  inwdved  in  the 
Ration  or fesuance  of  this  material,  may  from  time  to  time,  have  long  or  short  positions  in,  and  buy  or  sell,  the  secunt.es,  future*,  options  crother 
EXnrtand  investments  identical  with  or  related  to  those  mentioned  herein.  Goldman  Sachs  does  not  provide  accounting,  tax  or  legal  advice,  such 
mattanTstaJd  bs SS  wHh your  advisors  and  or  counsel.  In  addition,  we  mutually  agree  that,  subject  to  applicable  law,  you  may  disc  tee .any  and 
.UM " ttto  S Mn^^BOBasary  to  support  any  U.S.  federal  income  tax  benefits,  without  Goldman  Sachs  imposing  aetata  of  any  kind. 
?S  hat  been  issued  by  Goldman^Sachs  &Co.  and  has  been  approved  by  Goldman  Sachs  International,  which  is  regulated  by  The  Financial 
Serviced STcSi^h  its  distribution  in  the  United  Kingdom  and  by  Goldman  Sachs  Canada  in  connection  wrth  rts  distnbution  in  Canada 
FuSnfoZafcn  on^y  oTtne  securities,  futures  or  options  mentioned  in  this  material  may  be  obtained  upon  request  and  forth*  purpose  persons  in 
Italy  should  contact  Goldman  Sachs  S.I.M.  S.p.A.  in  Milan,  or  at  Hs  London  branch  office  at  1 33  Fleet  Street. 
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From: 
Sent: 
To: 
Subject: 

x-gs-classif  ication : 


Viniar,  David  t 

Wednesday,  February  21,  2007  4:56  PM 
Sparks,  Daniel  L 
RE:  Mortgages  today 

Internal-GS 


Good  start.  Keep  covering. 


From: 

Sent: 

To: 

Cc: 

Subject: 


Sparta,  Daniel  L 
Mortgages  today 


Commercial  Mortgage    +30mm  (50/50  FICC/IBD) 

Single  names  +60mm 

Index  (42)mm 

Index  tranches/index  flat 

CDO  CDS  +25mm 

CDO  positions  (5)mm 

CDO  warehouse  (5)mm 

Other  +6 


Total 


+54toFICC  (+69  to  firm) 


Market  sold  off  significantly  (BBB  and  BBB-  indices  over  100  bps  wider) 
We  covered  over  $400mm  single  names  -  still  significant  work  to  do. 
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From:  Montag,  Tom 

Sent:  Wednesday,  February  21 ,  2007  8:41  PM 

To:  Sparks,  Daniel  L 

Subject:  Re: 

If  you  sold  it  in  a  bad  market  u  oughjt  to  be  able  to  buy  it. 

Original  Message  

From:  Sparks,  Daniel  L 

To:  Montag,  Tom 

Cc:  Ruzika,  Richard 

Sent:  Wed  Feb  21  20:39:33  2007 

Subject:  Re: 

Pushing  hard,  but  need  to  be  realistic  with  respect  to  expectations  on  liquidity.  Very 
hard  to  force  it.  Trade  has  been  right,  and  should  continue  to  run  (though  there  will  be 
bumps) . 

Entire  team  knows  we  have  to  reduce  and  is  focused  on  it. 


Original  Message  

From:  Montag,  Tom 

To:  Sparks,  Daniel  L 

Cc:  Ruzika,  Richard 

Sent:  Wed  Feb  21  20:15:53  2007 

Subject: 

Tt  mcmahon.    How  hard  are  we  pushing   covering   some   of   singlename.    Let's   not  be  bidoffer 
foolish.      The  downside   isn't   worth   the   upside   imo 


Permanent  Subcommittee  on  Investigations  I 
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From: 
Sent: 
To: 
Subject: 


Ruzika,  Richard 

Thursday,  February  22,  2007  5:53  PM 

Montag,  Tom;  Sparks,  Daniel  L 

Re: 


I  think  Dan's  guys  are  being  practical.  I  know  Bill  was  upset  but  covering  the  single  name 
bbb  and  bbb-  is  prudent  as  it  cuts  vol  and  var  the  most. 

Guvs  didn't  give  up  bid  ask  but  they  also  didn't  stand  on  the  bid. 


Sent  from  my  BlackBerry  Wireless  Handheld 


Original  Message  

From:  Montag,  Tom 

To:  Sparks,  Daniel  L 

Cc:  Ruzika,  Richard 

Sent:  Wed  Feb  21  20:15:53  2007 

Subject: 

Tt  mcmahon.  How  hard  are  we  pushing  covering  some 
foolish.   The  downside  isn't  worth  the  upside  imo 


of  singlename.  Let's  not  be  bidoffer 
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From: 
Sent: 
To: 
Subject: 


Lehman,  David  A. 

Friday,  February  23,  2007  9:10  PM 

Salem,  Matthew 

Re:*BCDOw/f 


U  should  have  asked  for  some 
Good  job 


$  back  if  u  printed  4  of  5  w/  big  covers 


>  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


David  A.  Lehman 

Goldman,  Sachs  &  Co.  .nnm 

85  Broad  Street   I   New  York,  NY  10004 
Tel:  212-902-2927   I   Fax:  212-902-1691 
e-mail:  david.lehman@gs.com 


|   Mob:  917- 


Original  Message  

From:  Salem,  Matthew 

To:  Lehman,  David  A. 

Sent:  Fri  Feb  23  20:52:03  2007 

Subject:  Re:  •  CDO  w/  f^BBHP 

„ot   sure.    Our   c,   on   eh.    -0.   vi»«,.  »««   h^      On.   ?f   tn.   cov.^w.^in^^d^J. 

another  mid-40s,    another  there  »a»  ■>»"»«■    £*£'„   '?6  lbuba   at  14    (»/   a  4  bps   ovr)  . 

names    (onto  was    62  mid  at   the   tame)  .    ».   »l»o   bo «**   ™  with  ,nd   3p,Ek,    I    figured 

STSt-K   »~  p-t'ootrL^lt"!   amaS/to  L'tn.t   ever.on.  «    llftin.   —   1   -  »  - 
NOBODY  will   bid   single   names. 


Anyway, 
one . 


> loves  us  as  we  printed  4  of  the  5  names  they  put  out  and  covered  on  the  other 


Original  Message  

From:  Lehman,  David  A. 

To:  Salem,  Matthew 

Sent:  Fri  Feb  23  20:27:47  2007 

Subject:  Re:  >§CDO  w/ 

Lvls  u  like? 


David  A.    Lehman 

Goldman,    Sachs    &   Co. 

85   Broad   Street      I      New  York,    NY   10004 
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Tel:  212-902-2927   |   Fax:  212-902-1691   |   Mob:  9174 
e-mail:  david.lehraan@gs.com 
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Original  Message  

From:  Salem,  Matthew 
To:  ficc-cmbs-desk;  ficc-crelt 
Sent:  Fri  Feb  23  16:08:39  2007 
Subject:  1B>  CDO  w/  m^§ 

■Bis  ramping  a  CDO  w/  ■■■■§•  I'll  9et  more  color  when  it's  less  busy  but  we  just 
bought  $60MM  of  protection  from  them  (facingfjd    B<!  • 


ions  I 


Matt  Salem 
CMBS  Trading 

Goldman,  Sachs  &  Co. 

85  Broad  Street  I  26th  |  New  York,  NY   10004 

*  (212)  902-2927 

*  Matthew.Salem@GS.com 


Disclaimer: 

This  material  has  been  prepared  specifically  for  you  by  the  Goldman  Sachs  Fixed  Income 
Commercial  Mortgage  Backed  Securities  (CMBS)  Trading  Desk  and  is  not  the  product  of  Fixed 
Income  Research.  We  are  not  soliciting  any  action  based  upon  this  material.  Opinions 
expressed  are  our  present  opinions  only.   The  material  is  based  upon  public  information 
which  we  consider  reliable,  but  we  do  not  represent  that  it  is  accurate  or  complete,  and 
it  should  not  be  relied  upon  as  such.  Additionally,  the  material  is  based  on  certain 
factors  and  assumptions  as  the  CMBS  Trading  Desk  may  in  its  absolute  discretion  have 
considered  appropriate.  There  can  be  no  assurance  that  these  factors  and  assumptions  are 
accurate  or  complete,  that  estimated  returns  or  projections  can  be  realized,  or  that 
actual  returns  or  results  will  not  be  materially  different  than  those  presented.  Certain 
transactions,  including  those  involving  CMBS,  may  give  rise  to  substantial  risk  and  are 
not  suitable  for  all  investors.  The  CMBS  Trading  Desk  may  have  accumulated  long  or  short 
positions  in,  and  buy  or  sell,  the  securities  that  are  the  basis  of  this  analysis.  The 
CMBS  Trading  Desk  does  not  undertake  any  obligation  to  update  this  material. 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Sparks,  Daniel  L 

Sunday,  February  25,  2007  8:34  PM 

Montag,  Tom 

Ruzika,  Richard 

Questions  you  had  asked 


Last  week  the  trading  desks  did  the  following: 

(1)  Cover  around  $1.5  billion  single  name  subprime  BBB-  CDS  and  around  $700mm  single  name  subprime  BBB  CDS. 
The  desk  also  net  sold  over  $400mm  BBB-  ABX  index.  Desk  is  net  short,  but  less  than  before.  Shorts  are  in  senior 
tranches  of  indexes  sold  and  in  single  names.  Plan  is  to  continue  to  trade  from  short  side,  cover  more  single  names  and 
sell  BBB-  index  outright. 

(2)  The  CDO  business  liquidated  3  warehouses  for  deals  of  $530mm  (about  half  risk  was  subprime  related).  Business 
also  began  liquidation  of  $820mm  JPMIM  warehouse  -  all  synthetics  done,  cash  bonds  will  be  sold  in  next  few  days.  One 
more  CDO  warehouse  may  be  liquidated  this  week  -  approximately  $300mm  with  GSC  as  manager.  That  will  leave  us 
with  2  large  CDOs  of  A-rated  CDOs,  2  high  grade  deals  with  limited  subprime  mezz  risk,  and  2  other  small  warehouses 
that  are  on  hold.  Getting  super-senior  done  on  CDOs  is  the  critical  path,  and  that  is  where  the  focus  is  -  for  the  CDOs  of 
CDOs,  NATIXIS  (Paris)  on  Dillion  Reed  deal  and  Wincap  (London)  on  Greywolf  deal. 
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c^m.  Sparks,  Daniel  L  „-,... 

2™J-  Tuesday,  February  27,  2007  8:28  AM 

To"  Ruzika,  Richard 

Subject:  Re: 

on  ?2  -  do  you  need  me  to  step  out  and  call  you? 
I'm  in  meeting  with  new  century  ceo  on  22   do  you 

Desk  knows  have  to  step  up  covering  single  names 

Original  Message 

From:  Ruzika,  Richard 

To:  Sparks,  Daniel  L 

Sent:  Tue  Feb  27  08:09:49  2007 

it  costs  us  some  money.  I  know  your  yuy 
to  get  size  done. 

*  _,.  nurltRprrv  Wireless  Handheld 

Sent  from  my  BiacKceriy  "x'-6 

Original  Message 

Sent:  Tue  Feb  27  07:49:35  2007 

SUbJeCt!  RE:  Th   team  is  putting  together  some  package  trades  to  show  out  to 

We  have  been  legging  it.  Th, J^-f^f  wanted  directional  exposure. 

certain  people,  but  ^  ^^  q£ 

We  are  not  as  short  because  of  cash  P™^  short  positions  more  explicitly  for 

CDO  warehouse.  We  are  m  the  process  or  a 

that. 

«      "„"  "III  ,.sfs\r,S.  ?SLBS-B-aS  "/and  BBS-    sinare  — 
!5!    recS  *  iX/Se*  tr.d.s   in  A  end  «» 

Original  Message 

From:  Ruzika,  Richard 

SUbJ'":  "E:  „  „  both  -  covering  some  of  the  short  and 


we'll  see  where  we  start  today. 

Original  Message 

From:  Montag,  Tom 

Sent:  Tuesday,  February  27,  2007  7.14  AM 

To:  Ruzika,  Richard;  Gmelich,  Justin,  spar*  , 


Subject:  Re: 
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t   Roth  sides   Are  we  actively  selling  the  package. 
m  «,  also  sell  our  package  to  people.  Both  sides,   a 
Tould  accomplish  both'and  we  obviously  believe  m  it 

Original  Message  

From:  Ruzika,  Richard  .  .rk„   Daniel  L 

To:  Montag,  Tom;  Gmelich,  Justin,  Sparks,  Dam 
Sent:  Tue  Feb  27  07:12:40  2007 
Subject:  RE: 

There  are  two  issues  —  netting  the  short  down  to  4 . 5  bil  net 

first  is  the  size  of  the  short  "^fj^ '!%£  Tasis  in  the  book  needs  to  be  reduced 
(excluding  what  exists  in  the  resids)  Secon 

as  well  v,   t-  and 

♦-«  ™.f  there  -  but  I  wouldn't  pay  a  lot  if  it  only 
I'm  not  sure  we  have  to  pay  to. get  there 
accomplished  a  little. 
wa  ,«  o„  «...  ev.tyd.y  »ut  don't  „,»t  to  n,ov.  t„«  Ttat  in  out  £.«=. 

Original  Message 

From:  Montag,  Tom 

Sent:  Tuesday,  February  27,  2007  7.03  AM 
To:  Gmelich,  Justin;  Sparks,  Daniel  L 
Cc:  Ruzika,  Richard 


want 


GS  MBS-E-00220494: 
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From: 
Sent: 
To: 
Subject: 


Sparks,  Daniel  L 

Tuesday,  February  27,  2007  8:14  AM 

Swenson,  Michael;  Lehman,  David  A.;  Birnbaum,  Josh 

Opcom  directive 


Buyback  single  names  in  size  today 
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From: 
Sent: 
To: 
Cc: 

Subject: 


Estus,  Ian  [iestus@harbingercap.net] 

Thursday,  February  22,  2007  12:42  PM 

Valtz,  Nicholas 

Bhavsar,  Avanish  R;  Swenson,  Michael;  Salem,  Deeb;  HDIF  Accounting;  Jones,  Pia;  Turano, 

Ken;  Baker,  Clark;  Drew,  Bill;  Estus,  Ian 

RE:  Hi  Ian  -  please  confirm  the  attached  for  second  trade  today  -  thx 


Agree 

Allocations : 

MF  2  0MM 
SSF  5MM 


Original  Message 

From:  Valtz,  Nicholas  [mailto:Nicholas.Valtz@gs.com] 

Sent:  Thursday,  February  22,  2007  12:32  PM 

To:  Estus,  Ian 

Cc:  Bhavsar,  Avanish  R;  Swenson,  Michael;  Salem,  Deeb 

Subject-  Hi  Ian  -  please  confirm  the  attached  for  second  trade  today 


thx 


>  CUSIPS  on  attached  spreadsheet 

>  «Harbinger  -  ABS  Characteristics  -  22Feb07.xls»  Protection  Buyer: 

>  Harbinger  Protection  Seller:  Goldman  Sachs 

>  Size:  $300mm  total  ($25mm  x  12  reference  obs) 

>  Premium:  +585bps  running. 
> 

>  Baa3 

>  JPMAC  2  006-NC2  M9 

>  JPMAC  2006-CW2  MV9 

>  MSAC  2006-NC1  B3 

>  ACE  2006-NC1  M9 

>  RASC  2006-EMX1  M9- 

>  CARR  2006-NC1  M9 

>  SAST  2006-2  B3 

>  OWNIT  2006-1  B3 

>  FFML  2006-FF1  M9 

>  CMLTI  2006-WFH1  M9 

>  POPLR  2006-A  M6 

>  JPMAC  2006-CH2  MV9 
> 

> 
> 
> 
> 
> 
> 
> 
> 
> 
> 
> 
> 
> 
> 
> 
> 
> 


Protection  Buyer: 
Protection  Seller: 
Size:  $325mm  total 


Harbinger 

Goldman  Sachs 

($25mm  x  13  reference  obs) 


Premium:  +395bps  running 

Baa2 

WFHET  2006-1  M8 
RASC  2006-KS3  M8 
ABSHE  2006-HE3  M7 
SVHE  2006-OPT2  M7 
CXHE  2006-A  M8 
CMLTI  2006-AMC1  M8 
GSAMP  2006-HE1  M8 
JPMAC  2006-HE2  M8 
WMABS  2006-HE2  M8 
BSABS  2006-PC1  M7 
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> 

> 

> 

> 

> 

> 

> 

> 

> 

> 

> 

> 

> 

> 

> 

> 

> 

> 

> 

> 

> 

> 

> 

> 

> 

> 

> 

> 

> 


ACCR  2006-2  M8 
NSTR  2006-B  M8 
CBASS  2006-CB1  B2 


■-  Redacted  by  (he  Permanent        I 
Subcommittee  on  Investigations  I 


Nicholas  Valtz 
Vice  President 
Capital  Structure  Sales 
Securities  Division 

Goldman,  Sachs  &  Co. 

1  New  York  Plaza  50th  Floor  |  New  York,  NY   10004 
Tel:   212  357-8694  I  Fax:  212  256-4109  AOL  IM: 
nicholas . valtz @gs . com 


|  e-mail : 


(c)  Copyright  2007  The  Goldman  Sachs  Group,  Inc.  All  rights  reserved. 
See  http://www.gs.com/disclaimer/email-salesandtrading.html  for 
important  risk  disclosure,  conflicts  of  interest  and  other  terms  and 
conditions  relating  to  this  e-mail  and  your  reliance  on  information 
contained  in  it.  This  message  may  contain  confidential  or  privileged 
information.  If  you  are  not  the  intended  recipient,  please  advise  us 
immediately  and  delete  this  message.  See 

http://www.gs.com/disclaimer/email/  for  further  information  on 
confidentiality  and  the  risks  of  non-secure  electronic  communication. 
If  you  cannot  access  these  links,  please  notify  us  by  reply  message 
and  we  will  send  the  contents  to  you. 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Valtz,  Nicholas 

Thursday,  February  22,  2007  6:29  PM 

Parker,  Amanda;  Estus,  Ian 

Bhavsar,  Avanish  R;  Salem,  Deeb;  Swenson,  Michael 

RE:  Basket  characteristics  &  individual  spreads  -  Baa3  basket 


Confirmed  -  thank  you 

Protection  Buyer:   Harbinger 

Protection  Seller:  Goldman  Sachs  v,olr,M* 

Size:  $lbn  total  ($25mm  x  40  reference  obs,  as  listed  below) 
Premium:  +7 85bps  running 

Original  Message 

From:  Parker,  Amanda  [mailto:AParker@Harbert.net] 

Sent:  Thursday,  February  22,  2007  6:26  PM 

To:  Estus,  Ian;  Valtz,  Nicholas  -  _     -  basket 

Subject:  RE:  Basket  characteristics  &  individual  spreads    Baa3  basket 

25,000,000  EACH  (ALLOCATED  20M  TO  MASTER  FUND,  5M  TO  SPECIAL  SITS) 

@  785 

AGREE 

Original  Message 

From:  Estus,  Ian  -,„,-„„ 

Sent:  Thursday,  February  22,  2007  5:13  PM 

Subject-^Tastet   characteristics    &   individual    spreads    -   Baa3  basket 


Original  Message 

From:  Valtz,  Nicholas  [mailto:Nicholas.Valtz@gs.com] 
Sent:  Thursday,  February  22,  2007  1:34  PM 
To:  Estus,  Ian;  Baker,  Clark 
Cc:  Bhavsar,  Avanish  R 

Basket  characteristics  &  individual  spreads 


Subject: 


-  Baa3  basket 


Hi  Clark  &  Ian  - 

Attached  please  find  the  spreadsheet  with  the  requested  data  for  the  basket  of  40  Baa3 


«Harbinger  -  Thi 
Baa3 
Ref  Ob 

ABFC  2006-HE1  M9 
ACE  2006-CW1  M9 
AMSI  2006-R2  M9 
CARR  2006-NC2  M9 
CBASS  2006-CB6  Bl 
CWL  2006-13  BV 
FFML  2006-FF6  M6 
GSAMP  2006-HE3  M9 
GSAMP  2006-HE5  M9 
GSAMP  2006-NC1  B3 
GSAMP  2006-NC2  M9 
HASC  2006-OPT1  M9 


rd  List  -  ABS  Characteristics  -  22Feb07.xls» 


CUSIP 

00075WAN9 

004  41QAP4 

03072S2F1 

14453FAN9 

14986PAP8 

23242EAU3 

31561EAN5 

36244KAP0 

362437AP0 

362334ER1 

362463AP6 

40430HDN5 


Spread 

850 

625 

800 

575 

525 

700 

750 

900 

825 

625 

975 

650 
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HASC  2006-OPT2  M9 
HEAT  2006-3  Bl 
JPMAC  2006-ACC1  M9 
JPMAC  2006-HE1  M9 
MABS  2006-AM1  M9 
MABS  2006-NC1  M9 
MLMI  2006-HE1  B3A 
MLMI  2006-HE5  B3 
MSC  2006-HE2  B3 
MSHEL  2006-2  B3 
NHELI  2006-WF1  M9 
POPLR  2006-B  M6 
POPLR  2006-C  M6 
RAMP  2006-EFC1  M9 
RAMP  2006-EFC2  M9 
RAMP  2006-NC3  M9 
SASC  2006-WF1  M9 
SASC  2006-WF2  M9 
SAST  2006-1  B3 
SAST  2006-3  B3 
SURF  2006-AB1  B3 
SVHE  2006-OPT1  M8 
SVHE  2006-OPT2  M8 
SVHE  2006-OPT3  M8 
SVHE  2006-OPT5  M9 
WMABS  2006-HE1  M9 
WMABS  2006-HE2  M9 
WMABS  2006-HE5  M9 


40430HEJ3 

437084VA1 

46628RAP0 

46626LGQ7 

57643LQJ8 

57643LNQ5 

59020U3Q6 

59022QAP7 

617451FE4 

61744CYY6 

65536RAN6 

73316PKP4 

73316MAK3 

76112BV771 

749238AN1 

76112B4X5 

863576FR0 

86360LAN6 

80556UAN3 

80556AAN7 

84751PLF4 

83611MMG0 

83611MMU9 

83611MPS1 

83612CAP4 

92925CFC1 

93934JAN4 

93934XAN3 


800 

975 

650 

650 

800 

1025 

575 

900 

975 

700 

550 

650 

650 

850 

700 

1025 

525 

575 

725 

725 

750 

750 

775 

675 

850 

675 

675 

675 


Nicholas  Valtz 
Vice  President 
Capital  Structure  Sales 
Securities  Division 


Goldman,  Sachs  &  Co. 

1  New  York  Plaza  50th  Floor  New  York, 
Tel:  212  357-8694  I  Fax:  212  256-4109^ 
AOL  IM: 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


NY      10004 


e-mail:  nicholas.valtz@gs.com 


(c)  Copyright  2007  The  Goldman  s^s  Group,  Inc  All  rg        important  risk  disclosure, 
See  ht?J://in«.gs.cWdlBrialn*r/e^l-..l^^xng^^^^^    ^  ^^  and  yQur 
conflicts  of  interest  and  0^her  terms  and  condition       ^^  cQnfidential  or 
reliance  on  information  contained  ^^^..f^^ed  recipient,  please  advise  us 
privileged  information.  If  you  «e  not  th *  ^%^    .  c£m/ disciaimer/email/  for  further 
immediately  and  delete  ^ia  message.  See  http;//www_9       electronic  communication   If 
^SST^SiiiS^SSr  SL2"-SIS  us  hy  reply  message  and  we  will  send  the 
contents  to  you. 
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From:  Swenson,  Michael 

Sent:  Tuesday,  February  27,  2007  4:16  PM 

To:  McMahon,  Bill 


Bought    1.5bb  of   sn  baa3   risk   from  harbinger 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Goldman,  Sachs  &  Co. 

85  Broad  Street  |  New  York,  NY  10004 

lei: +1  212902  5090  |  mobile:  +1  9174HHP!  lax: +1  212428  9761 

e-mail:  miohael.swenson@gs.com 

Gofclmaffl 

Sacks 
Michael  J.  Swenson 

Fixed  Income,  Currency  &  Commodities 

This  material  has  been  prepared  specifically  for  you  by  the  Fixed  Income  Trading  Department  and  is  not  the  product  of  Fixed  Income  Research.  We  are  not 
soliciting  any  action  based  upon  this  material.  Opinions  expressed  are  our  present  opinions  only.  The  material  is  based  upon  information  which  we  consider 
reliable,  but  we  do  not  represent  that  it  is  accurate  or  complete,  and  it  should  not  be  relied  upon  as  such.  Certain  transactions,  including  those  involving 
futures!  options  and  high  yield  securities,  give  rise  to  substantial  risk  and  are  not  suitable  for  all  investors.  We,  or  persons  involved  in  the  preparation  or 
issuance  of  this  material,  may  from  time  to  time,  have  long  or  short  positions  in,  and  buy  or  sell,  the  securities,  futures,  options  or  other  instruments  and 
investments  identical  with  or  related  to  those  mentioned  herein.  Goldman  Sachs  does  not  provide  accounting,  tax  or  legal  advice;  such  matters  should  be 
discussed  with  your  advisors  and  or  counsel.  In  addition,  we  mutually  agree  that,  subject  to  applicable  law,  you  may  disclose  any  and  all  aspects  of  this 
material  that  are  necessary  to  support  any  U.S.  federal  income  tax  benefits,  without  Goldman  Sachs  imposing  any  limitation  of  any  kind.  This  matenal  has 
been  issued  by  Goldman,  Sachs  &  Co.  and  has  been  approved  by  Goldman  Sachs  International,  which  is  regulated  by  The  Financial  Services  Authority,  in 
connection  with  its  distribution  in  the  United  Kingdom  and  by  Goldman  Sachs  Canada  in  connection  with  its  distribution  in  Canada  Further  information  on  any 
of  the  securities,  futures  or  options  mentioned  in  this  material  may  be  obtained  upon  request  and  for  this  purpose  persons  in  Italy  should  contact  Goldman 
Sachs  S.I.M.  S.p.A.  in  Milan,  or  at  its  London  branch  office  at  1 33  Fleet  Street. 

This  material  does  not  evidence  or  memorialize  any  agreement  or  legally  binding  commitment  between  any  parties  and  does  not  constitute  a  contract  or 
'  commitment  to  provide  any  financing  or  underwriting.  Any  financing  or  underwriting  is  subject  in  all  respects  to  internal  credit  approval  at  Goldman  Sachs,  and 
is  subject  to,  among  other  things,  the  completion  of  documentation  in  form  and  substance  satisfactory  to  Goldman  Sachs. 

This  message  may  contain  information  that  is  confidential  or  privileged.  If  you  are  not  the  intended  recipient,  please  advise  the  sender  immediately  and  delete 
the  message.  See  http://www.as.com/disclaimer/ernail  for  further  information  on  confidentiality  and  the  risks  inherent  in  electronic  communication. 
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From: 
Sent: 
To: 
Subject: 


Sparks,  Daniel  L 

Thursday,  March  01,  2007  3:40  PM 

Fortunate  Salvatore;  Lee,  Brian-J  (Fl  Controllers);  Simpson,  Michael 

FW:  SN  Protection  Offers  for  Harbinger  (50  names) 


Trade  was  executed  at  +725 

Original  Message — • 

From:  Salem,  Deeb 

Sent:  Thursday,  March  01,  2007  3:33  PM 

To:  Sparks,  Daniel  L 

Subject:  FW:  SN  Protection  Offers  for  Harbinger  (50  names) 


Original  Message 

From:  Salem,  Deeb 

Sent:  Tuesday,  February  27,  2007  10:54  AM 

To:  Gmelich,  Justin;  Bhavsar,  Avanish  R 

Salem,  Deeb;  Chin,  Edwin;  Swenson,  Michael;  Birnbaum,  Josh 


Cc: 

Subject:  SN 


Protection  Offers  for  Harbinger  (50  names) 


+875  offer 


ABFC  20 
ABSHE  2 
ABSHE  2 
ACCR  20 
ACCR  20 
ACCR  20 
ACCR  20 
ACE  200 
ACE  200 
ACE  200 
AMSI  20 
AMSI  2  0 
BSABS  2 
BSABS  2 
BSABS  2 
CARR  2  0 
CARR  2  0 
CARR  20 
CARR  2  0 
CBASS  2 
CMLTI  2 
CMLTI  2 
CMLTI  2 
CWL  200 
CXHE  20 
EMLT  2  0 
FFML  2  0 
FFML  20 
FFML  20 
GSAMP  2 
HASC  20 
JPMAC  2 
JPMAC  2 
JPMAC  2 
JPMAC  2 


06-OPT1  M9 
006-HE3  M8 
006-HE5  M9 
05-2  M9 
05-3  M9 
06-1  M9 
06-2  M9 
5-AG1  B3 
5-WF1  M9 
6-NC1  M9 
05-R10  M9 
05-R11  M9 
005-AQ2  M8 
005-TC1  M6 
005-TC2  M6 
06-NC1  M9 
06-NC2  M9 
06-OPT1  M9 
06-RFC1  M9 
006-CB1  B3 
006-WFH1  M9 
006-WFH2  M9 
006-WFH3  M9 
5-BC4  M9 
06-A  M9 
05-1  M9 
05-FF12  B3 
05-FF8  B3 
06-FF1  M9 
006-NC1  B3 
06-OPT2  M9 
005-FLD1  M9 
005-OPT2  M9 
006-CHl  M9 
006-CW2  MV9 


00075QAN2 

04541GXL1 

04544PAP4 

004375DM0 

004375EC1 

004375FF3 

00437NAN2 

004427CL2 

004421QX4 

004421VC4 

03072ST62 

03072SV93 

0738793C0 

073879VL9 

073879E79 

144531FG0 

14453FAN9 

144531FW5 

14453EAN2 

8137  5WHU3 

17307G2W7 

17309MAN3 

17309QAN4 

1266737H9 

15231AAN6 

29445FCW6 

32027NYE5 

362341QX0 

32027NYZ8 

362334ER1 

40430HEJ3 

46626LBB5 

46626LEU0 

46629TAP5 

46629BBB4 


Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 

Baa3 
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JPMAC  2  006-NC2  M9 

46629FAN0 

Baa3 

LBMLT  2  006-WL1  M9 

542514RE6 

Baa3 

MLMI  2006-HE1  B3A 

59020U3Q6 

Baa3 

MSAC  2006-NC1  B3 

61744CYK6 

Baa3 

MSC  2006-HE1  B3 

617451EA3 

Baa3 

MSC  2006-HE2  B3 

617451FE4 

Baa3 

MSHEL  2006-1  B3 

61744CXG6 

Baa3 

NCMT  2006-1  M9 

65106AAW3 

Baa3 

NHELI  2006-WF1  M9 

65536RAN6 

Baa3 

NSTR  2006-B  M9 

63860FAN3 

Baa3 

RASC  2005-EMX4  M9 

76110W6H4 

Baa3 

SABR  2005-HE1  B3 

81375WGL4 

Baa3 

SABR  2006-OP1  B3 

81375WJP2 

Baa3 

SAST  2006-1  B3 

80556UAN3 

Baa3 

WMABS  2  006-HE3  M9 

93934MAP2 

Baa3 
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Redacted  by  the  Permanent 
Sobcomnittee  on  investigations 


From: 

Sent: 

To: 

Cc: 

Subject: 


Gmelich,  Justin 

Saturday,  March  03,  2007  7:29  AM 

Swenson,  Michael;  Sparks,  Daniel  L 

Bimbaum,  Josh 

Re:  Harbinger  Update 


Great.  Av  sent  me  a  msg  last  night  and  said  3b  more  is  not  out  of  the  question, 
said  that  he  is  going  to  swing  by  your  place  this  weekend  to  go  over  details  :) 


Swenny,  he 


Original  Message  

From:  Swenson,  Michael 
To:  Sparks,  Daniel  L;  Gmelich,  Justin 
Cc:  Birnbaum,  Josh;  Swenson,  Michael 
Sent:  Sat  Mar  03  06:55:15  2007 
Subject:  Harbinger  Update 

Av  sent  a  message  to  harbinger  last  night  to  Harbinger  saying  we  would  be  interested  in 
Poking  at  the  larger  opportunity  as  we  discussed.   Harbinger  immediately  responded  saying 
that  was  great  and  "it  would  be  embarrassing  for  them  to  get  the  money  and  not-  to  be  able 
to  execute". 

After  Av  left,  we  noodled  through  everything  and  we  decided  to  investigate  putting 
together  a  package  of  Ibb  single-As,  lbb  Baa2S  and  Ibb  Baa3s  for  them.    They  have  been 
reluctant  in  the  past  with  single-As  but  it  is  worth  a  shot.   Also  keep  in  mind  that  the 
account  is  likely  to  ask  for  an  upsize  at  the  end.  If  that  is  the  case  we  will  be  able  to 
accommodate  them  with  the  existing  position. 

Josh  has  mobilized  strats  (primer,  elisha  and  turok)  and  they  are  going  to  go  through  our 
entire  single-name  position  using  the  primer/marschoun  default  and  scenario  model   The   . 
biggest  challenge  from  what  I  understand  is  underlying  data  coverage  not  the  number 
crunching.   No  one  really  knows  how  much  coverage  we  will  get  but  an  educated  guess  of  60% 
seems  reasonable. 

Deeb  and  Edwin  are  reviewing  our  tiering  of  existing  positions.   We  will  assemble  our  list 
after  we  review  strats'  model  results. 

Our  first  prioirty  will  be  to  cover  the  names  that  we  are  short  as  well  as  the  names  that 
match  up  well  with  our  model  results.   This  is  a  great  opportunity  to  cover  smgle-A  and 
Baa2  SN  at  a  level  that  makes  sense  from  a  valuation  perspective. 

We  have  time  since  the  account  said  they  need  to  "raise  the  money"  and  will  not  be  at  all 
surprised  to  have  them  want  to  go  live  sooner  rather  than  later. 

It  is  clear  to  all  of  us  we  are  in  basis  risk  reduction  mode.   We  have  a  number  of  parties 
to  puruse  index  sales  once  we  have  better  clarity. 

If  you  need  to  reach  me  call  me  at  917- 


Goldman,  Sachs  &  Co. 

85  Broad  Street   I   New  York,  NY  10004 

tel:  +1  212  902  5090   |   mobile:  +1  917 

e-mail:  michael.swenson@gs.com 

Goldman 
Sachs 

Michael  J.  Swenson 

Fixed  Income,  Currency  &  Commodities 


|   fax:  +1  212  428  9761 


This  material  has  been  prepared  specifically  for  you  by  the  Fixed  Income  Trading 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Bhavsar,  Avanish  R 

Friday,  April  20,  2007  12:56  PM 

Swenson,  Michael;  Birnbaum,  Josh;  Salem,  Deeb 

Ash,  liana;  Kelman,  Peter;  Kiflu,  Alpha;  Friedman,  Nicolas  B. 

RE:  Harbinger  didnt  add  the  last  piece  we  had  spoken  of,  but  are  now  thinking  of  adding 

50mm 


Harbinger  may  want  to  add  25mm  to  50mm  of  single  name  protection,  can  you  share  your  thoughts  about  the  view 
from  the  desk... 


From: 

Sent: 

To: 

Cc: 

Subject: 

Av, 


Young,  Greg 

Friday,  April  20,  2007  12:52  PM 

Bhavsar,  Avanish  R 

Ash,  liana;  Kelman,  Peter;  Kiflu,  Alpha;  Friedman,  Nicolas  B. 

RE:  Harbinger  didnt  add  the  last  piece  we  had  spoken  of,  but  are  now  thinking  of  adding  ~50mm 


Harbinger  is  our  #1  hedge  fund  exposure  globally.  We  had  to  explain  this  to  the  SEC  this  month. 

If  at  all  possible  I  would  prefer  to  have  you  place  this  with  a  different  hedge  fund,  if  it's  a  matter  of  managing  our  own 
credit  exposure. 

I'm  out  of  the  office,  but  am  checking  e-mail  frequently,  liana  Ash  and  Peter  Kelman  are  both  familiar  with  the 
situation  and  can  authorize  the  trade  if  need  be. 


From:  Bhavsar,  Avanish  R 

Sent:  Friday,  April  20,  2007  12:41  PM 

To:  Young,  Greg 

Subject:  Harbinger  didnt  add  die  last  piece  we  had  spoken  of,  but  are  now  thinking  of  adding  ~50mm 


Avanish  R.  Bhavsar 

Managing  Director 
Capital  Structure  Sales 
Securities  Divison 

Goldman,  Sachs  &  Co. 

1  New  York  Plaza  50th  Floor  |  New  York,  NY  1 0004 
Tel:  212  357-8405  |  Cell:  917MBBI 
e-mail:  avanish.bhavsar@gs.com 
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From: 

Sent: 

To: 


Swenson,  Michael 

Monday,  July  30,  2007  10:23  AM 

Bhavsar,  Avanish  R 


Spoke  with  credit  get  torn  c.   involved  early 

Original  Message 

From:  Bhavsar,  Avanish  R 

Sent:  Monday,  July  30,  2007  10:06  AM 

To:  Salem,  Deeb;  Swenson,  Michael 

Subject:  FW:  Harbinger  Single-AOfferings.xls 


Original  Message 

From:  Baker,  Clark  [mailto:cbaker@harbingercap.net] 

Sent:  Monday,  July  30,  2007  10:05  AM 

To:  Bhavsar,  Avanish  R;  Estus,  Ian;  Turano,  Ken 

Cc:  Valtz,  Nicholas 

Subject:  RE:  Harbinger  Single-A  Offerings.xls 

Thanks,  looking  now 

Original  Message 

From:  Bhavsar,  Avanish  R  [mailto:avanish.bhavsar@gs.com] 

Sent:  Monday,  July  30,  2007  9:56  AM 

To:  Baker,  Clark;  Estus,  Ian;  Turano,  Ken 

Cc:  Valtz,  Nicholas 

Subject:  Harbinger  Single-AOfferings.xls 


Here's  the  package  offering  for  Harbinger  - 

ABX: 

2006-1  A:  Harbinger  sells  us  $lbb 

AND 

Single-names  ($15mm  per  name,  $1,040,000  total)  as  a  package: 

25  -2005-vintage  ref  obs  offered   6   +725bps  running 

35  2006-vintage  ref  obs  offered   @  +1050bps  running 

12  2007-vintage  ref  obs  offered   @  +1050bps  running 


Avanish  R.  Bhavsar 
Managing  Director 
Capital  Structure  Sales 
Securities  Divison 
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From: 
Sent: 
To: 
Subject: 


Cohn,  Gary  (EO  85B30) 
Thursday,  August  23,  2007  8:31  AM 
Montag,  Tom;  Viniar,  David 
Re:  Harbinger  post 


Great 

Original  Message  

From:  Montag,  Tom 
To:  Cohn,  Gary;  Viniar,  David 
Sent:  Thu  Aug  23  07:19:44  2007 
Subject:  Fw:  Harbinger  post 

Finally  actuall  covering  singles.  We  had  bought  back  almost  9  billion  of  aaa  abx  over  last 
two  weeks  though 

Original  Message  

?o°mMuli:n:°S;nSd;aMontag,  Tom;  Sparks,  Daniel  L;  Schwartz,  Harvey;  Bash-Polley,  Stacy; 

Cornacchia,  Thomas  „u,«,i 

Cc:  Birnbaum,  Josh;  Lehman,  David  A. ;  Brafman,  Lester  R;  Swenson,  Michael 
Sent:  Wed  Aug  22  22:07:34  2007 
Subject:  Harbinger  post 

We  just  printed  400mm  of  Singles  with  Harbinger.  130mm  of  BBB  and  270mm  BBB- . 


Goldman,  Sachs  &  Co. 

85  Broad  Street   I   New  York,  NY  10004 

tel:  +1  212  902  5090   I   mobile:  +1  917( 

e-mail:  michael.swenson@gs.com 

Goldman 
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Michael  J.  Swenson 

Fixed  Income,  Currency  &  Commodities 
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c,_m.  Gmelich,  Justin 

I    T"  Monday,  March  05,  2007  8:32  AM 

^f  Sag  Tom;  Spanks,  Daniel  L;  Ruzika,  R.chard 

Subject:  RE: 

a      +    ,hort  across  all  the  businesses  at  current  market  levels.  I 
I  think  we  have  a  very  modest  short  across  axx 
concur  with  Dan. 

Original  Message 

From:  Montag,  Tom  .  ,.  .M 

Subject:  Re: 

How  short 

I  thought  justin  had  a  different  conclusion 

Original  Message  

ITLT^oT^^,    Ja.tl»,  -ika,  Richard 
Sent:  Mon  Mar  05  08:27:00  2007 
Subject:  RE: 

We  think  the  overall  business  is  net  short,  ■  but  there  is  a  lot  of  basis. 

Long  risk  positions: 

Resi  loans 

Cash  RMBS  resids 

CDO  warehouse 

CDO  bonds 

Commercial  mortgage  loans 

CMBS  bonds 

Short  risk  positions: 
ABX 

RMBS  CDS 
CDO  CDS 
.  CMBS  TROR 


Original  Message 

From:  Montag,  Tom 

Subject: 

Do  we  think  the  business  is  net  short  long. or  flat  right  now 
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From:  Montag,  Tom 

Sent:  Wednesday,  March  14,  2007  7:10  PM 

T0.  '  Blankfein,  Lloyd 

Subject:  FW:  Cactus  Delivers 


Covered  another  1.2  billion  in  shorts  in  mortgages-almost  flat-now  need  to  reduce  risk 


From:  Sparks,  Daniel  L 

Sent:  Thursday,  March  15,  2007  8:47  AM 

To:  Montag,  Tom 

Subject:  RE:  Cactus  Delivers 


Stanfield  -  he  did  a  great  job  filling  our  ax  (Tom  C  has  really  done  a  good  job  developing  this  guy) 


From:  Montag,  Tom 

Sent:  Wednesday,  March  14,  2007  7:31  PM 

To:  Sparks,  Daniel  L 

Subject:  RE:  Cactus  Delivers 


What  does  that  mean  he  brought  in?  Who  with  -what  did  it  affect  etc 


From:  Sparks,  Daniel  L 

Sent-  Thursday,  March  15, 2007  7:13  AM  „„„„„, 

T^:   '  Montag,  Tom;  Schwartz,  Harvey;  Ruzika,  Richard;  Cohn,  Gary  (EO  85B30) 

Cc:  Gmelich,  Justin;  Cornacchia,  Thomas 

Subject:  Cactus  Delivers 

Cactus  Raazi  did  a  fantastic  job  for  the  desk  by  bringing  in  $1 .2  BB  in  A-rated  single  names  today. 
Comae  and  Gmelich  were  there  usual  outstanding  contributors. 
Please  recognize  Cactus  when  you  get  a  chance. 


i  Permanent  Subcommittee  on  Investigations  I  j     , 

J   Wall  Street  &  The  Financial  Crisis  I 
Confidential  Treatment  Requested  by  Goldml  Report  Footnote  #1705  |  GS  MBS-E-009632839 


Footnote  Exhibits  -  Page  3576 


From: 

Sent: 

To: 

Cc: 

Subject: 


Ruzika,  Richard 

Thursday,  March  15,  2007  7:20  AM 
Lehman,  David  A.;  Sparks,  Daniel  L 
Swenson,  Michael;  Bimbaum,  Josh 
Re:  ABS  trading  -  Subprime  risk 


Yes  exactly.  Thank  you  David. 

Sent  from  my  BlackBerry  Wireless  Handheld 


Original  Message  — '■ 

From:  Lehman,  David  A. 

To:  Ruzika,  Richard;  Sparks,  Daniel  L 
Cc:  Swenson,  Michael;  Birnbaum,  Josh 
Sent:  Wed  Mar  14  23:06:33  2007 
Subject:  ABS  trading  -  Subprime  risk 


Rich 


let  us 


know  if  the  below  is  what  you  wanted  and  if  you  need  anything. else. 


Subprime  Risk  -  ABS  Trading 
Notional 

AAA  long  185mm  index,  short  302mm  single  name,  net  short  117mm 
AA       "   long  289mm  index,  short  2mm  single  name,  net  long  287mm 

A  short  1.572bb  index,  short  622mm  single  name,  net  short  2.194bb 

BBB  short  1.039bb  index,  short  1.596bb  single  name,  net  short  2.635bb 

BBB-  long  1.738bb  index,  short  1.439bb  single  name,  net  long  299mm 

DvOl 

AAA         long  69k/bp 

AA  long  166k/bp 

A  short  566/bp 

BBB  short  592k/bp 

BBB-  long  188k/bp 


CDO  shorts 
Mezz  "AA"  CDOs 
Mezz  "A"  CDOs 
Mezz  "BBB"  CDOs 


short  125mm  or  67k/bp 
short  1.381bb  or  642k/bp 
short   157mm  or  89k/bp 
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which  we  consider  reliable,  but  we  do  not  represent  that  it  is  accurate  or  complete,  and 
it  should  not  be  relied  upon  as  such.  Additionally,  the  material  is  based  on  certain 
factors  and  assumptions  as  the  CMBS  Trading  Desk  may  in  its  absolute  discretion  have 
considered  appropriate.  There  can  be  no  assurance  that  these  factors  and  assumptions  are 
accurate  or  complete,  that  estimated  returns  or  projections  can  be  realized,  or  that 
actual  returns  or  results  will  not  be  materially  different  than  those  presented.  Certain 
transactions,  including  those  involving  CMBS,  may  give  rise  to  substantial  risk  and  are 
not  suitable  for  all  investors.  The  CMBS  Trading  Desk  may  have  accumulated  long  or  short 
positions  in,  and  buy  or  sell,  the  securities  that  are  the  basis  of  this  analysis .  The 
CMBS  Trading  Desk  does  not  undertake  any  obligation  to  update  this  material. 
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From: 

Sent: 

To: 

Cc: 

Subject: 

Attachments: 


Kao,  Kevin  J. 

Wednesday,  May  23,  2007  10:16  AM 

Bimbaum,  Josh;  Swenson,  Michael 

Turok,  Michael 

RMBS  Subprime  risk  history  as  of  18May07 

Index  and  Single  Name  Position  History  As  of  18May07.xls 


Here's  the  updated  version  as  of  18May07.  Thanks. 
Kevin 


Index  and  Single 
Name  Position... 
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Notionals  (ABX  convention) 


10,000,000,000 


8,000,000,000 


6,000,000,000 


4,000,000,000 


2,000,000,000 
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-2,000,000,000 


-4,000,000,000 


-6,000,000,000 


BBB  bucket  includes  BBB+  CDS 
Notionals:  refers  to  current  notionals 
Positive  notionals:  long  risk 
CDS:  2005  /  2006  vintages  only 
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Notionals  (ABX  convention)  -  Fiscal  Year  2007 
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Risk  By  Vintage  /  Index 
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-CDS  2006  +  ABX  06-2/07-1 
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From:  Sparks,  Daniel  L 

Sent:  Sunday,  March  04,  2007  12:02  PM 

To:  Gasvoda,  Kevin 

Subject:  Re:  Quick  thoughts  on  ABX  AAA  risk 

Good  trading  response  and  thought  process  We  need  to  consider  daily 

Original  Message  

From:  Gasvoda,  Kevin 

To:  Sparks,  Daniel  L 

Sent:  Sun  Mar  04  11:33:42  2007 

Subject:  Quick  thoughts  on  ABX  AAA  risk. 

I  talked  to  Nichols  and  Clay  a/b  the  AAA  ABX  short.   Think  it  offers  a  good  amount  of 
downside  protection  w/  relatively  light  pain  if  we're  wrong.   Below  is  a  $8B  ABX  AAA  short 
#'s.   It  costs  us  $5mm/ quarter  to  carry.   On  the  downside,  if  the  market  rallies  to  par 
(current  spreads  are  in  the  low  20's,  par  is  around  10)  we  drop  $50mm.   Taking  it  to  0 
spread  we  lose  $80mm. 

On  the  upside  front,  we  get  good  jump  risk.   If  AAA's  widen  to  current  AA  levels  (low 
40's)  we  gain  $70mm  and  if  spreads  move  to  super  senior  risk  pricing  in  CDOs  (75)  we're  up 
$190mm. 

A  comment  on  the  structure  too.   In  many  cases,  I'd  rather  own  AA  risk  than  these  last 
cflow  AAA's  that  the  index  is  comprised  of.   They  are  structurally  locked  out  and  in  many 
cases  can  get  paid  after  the  AA's  return  a  lot  of  principal.   As  bad  deal  performance  gets 
more  backloaded,  the  AAA  last  cflow  gets  even  worse. 

Net,  think  this  is  a  good  position  to  have  on  given  downside  protection  and  relatively 
light  upside  pain.   If  we  get  an  opportunity  to  buy  some  back  early  this  week,  think  we 
should  but  I'm  thinking  buy  back  $1-2B,  not  $8B.   Also  gives  us  some  coverage  to  take 
advantage  of  long  opportunities  as  they  present  themselves.   Agree  that  correlation  btwn 
index  and  our  other  assets  has  broken  down  but  not  hard  to  imagine  ABX  rallying  to  par 
being  a  positive  sign  for  our  ability  to  get  securitizations  done  and  slightly  more 
favorable  market  conditions.' 

position     $8,000      mm's 
price  99.38% 
spread  dur   4.50% 
cur  spread  23 

annual  cost  ($18.4) 
qrtrly  cost  ($4.6) 

Mark-to-market  imp  spread 

100.38%      ($80.0)  1 

Rally  100.00%      ($50.0)  9 

99.75%       ($30.0)  15 

99.00%       $30.0        31 
Sell  off     98.50%       $70.0        42      -  AA  levels  currently 
97.00%      $190.0      76     -  super  snr  prints  in  CDO 

ABX  AA's    trading  high  30 's  to  high  40 's 
ABX  A's      trading  low  200 's 
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From: 
Sent: 
To: 
Subject: 


Ostrem  Peter  L 

Monday,  March  05,  2007  5:41  PM 

Pouraghabagher,  Cyrus;  Rosenblum,  David  J. 

RE:  Peter  and  Dave  -  "Open  Kimono"  for  ABX  hedges 


Here  is  our  ABX  hedge  book: 


Size 

Previous  Mark  Curr.  Bid 

Curr.  Ask 

Closes 

Chg 

2/28/2007  2006-1 

AAA 

-500,000,000.00 

99.78 

99.13 

100.13 

99.63 

781,250 

2/26/2007  2006-1 

AAA 

1,500,000,000.00 

99.78 

99.13 

100.13 

99.63 

2,343,750 

2/26/2007  2006-1 

AAA 

-250,000,000.00 

99.78 

99.13 

100.13 

99.63 

390,625 

2/28/20072006-1 

A 

-250,000,000.00 

97.50 

95.50 

97.50 

96.50 

2,500,000 

3/5/2007  2006-1 

A 

-500,000,000.00 

96.50 

95.50 

97.50 

96.50 

0 

2/28/2007  2006-1 

BBB 

-25,000,000.00 

91.00 

89.00 

93.00 

91.00 

0 

2/28/20072006-2 

BBB 

-75,000,000.00 

81.00 

79.25 

83.25 

81.25 

-187,500 

2/28/2007  2006-2 

BBB- 

-50,000,000.00 

71.00 

69.75 

73.75 

71.75 

-375,000 

From:                    Pouraghabagher,  Cyrus 

Sent:                      Monday,  March  05,  2007  5:32  PM 

To:                        Ostrem,  Peter  L; 

Rosenblum,  David  J. 

Subject:                 Peter  and  Dave  - 

"Open 

Kimono"  for  ABX  hedges 

Peter  and  Dave, 

Please  see  below  for  a  summary  of  current  ABX  hedge  positions  across  our  Resi  books  and  what  we're  leaning  to  do 
over  next  few  days  (mostly  looking  to  cover  $1-2  billion  of  06-2  and  06-1  AAA  shorts,  but  also  small  potential  buy 
interest  in  A>  BBB).  Would  be  happy  to  continue  to  post  you  on  our  hedge  axes,  and  likewise  would  appreciate  you 
giving  us  the  look  on  any  axes  you  may  have  coming  up  so  that  we  might  be  able  to  accommodate  in  context  of  mid- 
market  levels  between  desks  if  a  mutual  fit.  We've  found  liquidity  to  be  lacking  in  recent  weeks  even  at  the  AAA  level 
given  the  volatility,  so  would  appreciate  the  "open  kimono"  ABX  relationship  between  our  desks  to  help  facilitate 
liquidity,  when  a  fit. 

Let  me  know  if  you  agree,  and  also  to  the  extent  you  can  tally  up  current  position  summary  that  could  be  helpful. 

Thx 


From: 
Sent: 
To: 
Cc: 


Subject: 


Pouraghabagher,  Cyrus 

Monday,  March  05,  2007  9:46  AM 

Birnbaum,  Josh;  Salem,  Deeb 

Swenson,  Michael;  Sparks,  Daniel  L;  Gasvoda,  Kevin;  Gmelich,  Justin;  Rosenblum,  David  J.;  Ostrem,  Peter  L;  Nichols, 

Matthew;  DeGiacinto,  Clayton;  Cawthon,  Michael;  Pouraghabagher,  Dariush;  Nestor,  Genevieve;  Prakash,  Arvin;  Rnck, 

Greg;  Pouraghabagher,  Cyrus 

ABX  hedges  for  Resi  businesses 


Below  are  all  our  ABX  hedges  across  our  Resi  Credit  +  Prime  books.  Please  keep  us  posted  on  all  material  flows 
and  index  buy  axes  in  particular  (with  clients  or  internally  across  other  groups).  We'd  like  to  opportunistically 
cover  some  shorts,  primarily  in  the  06-1  and  06-2  AAAs  and  possibly  small  amounts  of  lower  rated  A,  BBB. 

In  particular,  we're  considering  covering  some  ABX  shorts  in  the  following  areas  (not  necessarily  all  at 

once/todav): 

Subprime:  250mm  06-1  AAA  and  500-750  06-2  AAA 

Hybrids:  500-1000  06-1  AAA  vs  possibly  selling  50mm  BBB-  long  (will  most  likely  pair  off  BBB-  long  with  other 

desk  shorts,  however) 

Initially  thinking  99-area  06-2  AAA,  and  mid  99s  06-1 ,  but  would  like  your  guidance  on  this  and  what's  best  for  the 
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firm.  Please  let  us  know  your  thoughts  or  market  clearing  levels  as  we  are  setup  to  provide  market  liquidity  and 
want  to  capitalize  on  this  to  the  extent  possible. 


Additionally,  other  books  in  total  may  look  to  cover  pieces  50-1 00mm  across  each  A,  BBB. 
«  File:  ABX_packet_out.pdf » 

AllABX         Sprime        S&D  2tids  AltA         Hybrid        Subs       Pfrti  Fix 


Ail 


AAA 

(2,250) 

0 

(300) 

(1,775) 

(2,500) 

(100) 

0 

(6,925) 

AA 

(50) 

(100) 

0 

0 

0 

0 

0 

(150) 

A 

(150) 

(200) 

(60) 

(100) 

0 

0 

0 

(510) 

BBB 

(170) 

(70) 

(50) 

(50) 

0 

0 

0 

(340) 

BBB- 

(25) 

0 

(25) 

(50) 

50 

0 

0 

(50) 

ABX.HE,07-1     Sprime        S&D         2nds 


lAltA- 


Hybrid        Subs       Ptm  Fix 


AH 


AAA 

AA 

A 

BBB 

BBB- 

0 

(50) 
0 
0 
0 

0 

(50) 

(100) 

0 

0 

0 
0 
0 
0 
0 

0 
0 
0 
0 
0 

0 
0 
0 
0 
0 

0 
0 
0 
0 
0 

0 
0 
0 
0 
0 

0 

(100) 

(100) 

0 

0 

ABX.HE.06-2 

AAA 

AA 

A 

BBB 

BBB- 

(2,000) 

0 

(150) 

(50) 

(25) 

0 
(50) 
0 
0 
0 

(300) 

0 

(60) 

(50) 

(25) 

(1,150) 

0 

(100) 

(50) 

(50) 

(200) 

0 

0 

0 

50 

0 
0 
0 
0 
0 

0 
0 
0 
0 
0 

(3,650) 

(50) 

(310) 

(150) 

(50) 

ABX.HE  06-1 

AAA 

AA 

A 

BBB 

BBB- 

(250) 
0 
0 

(120) 
0 

0 

0 

(100) 

(70) 

0 

0 
0 
0 
0 
0 

(625) 
0 
0 
0 
0 

(2,300) 
0 
0 
0 
0 

(100) 
0 
0 
0 
0 

0 
0 
0 
0 
0 

(3,275) 

0 

(100) 

(190) 

0 

)  Copyright  2007  The  Goldman  Sachs  Group,  Inc.  All  ri 

ehts  reserved.  See  http://www.gs 

.com/disclaimer/email-salesandtradins  Jitml  for  important  risk 

disclosure,  conflicts  of  interest  and  other  terms  and  conditions  relating  to  this  e-mail  and  your  reliance  on  information  contained  in  it.  This  message  may  contain 
confidential  or  privileged  information.  If  you  are  not  the  intended  recipient,  please  advise  us  immediately  and  delete  this  message.  See 
http://www.gs.com/disclaimer/email/  for  further  information  on  confidentiality  and  the  risks  of  non-secure  electronic  communication.  If  you  cannot  access  these 
links,  please  notify  us  hy  reply  message  and  we  will  send  the  contents  to  you. 
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From: 
Sent: 
To: 
Subject: 


Tourre,  Fabrice 

Wednesday,  February  28,  2007  8:37  PM 

Egol,  Jonathan 

RE:  Hedges  Status  Report 


Is  Rosenblum  back  in  business  ? 

Original  Message 

From:  Eg'ol,  Jonathan 

Sent:  Wednesday,  February  28,  2007  8:35  PM 

To:  Tourre,  Fabrice 

Subject:  Fw:  Hedges  Status  Report 

Love  that  huge  AAA.  abx  short 

Original  Message  

From:  Rosenblum,  David  J. 

To:  Ostrem,  Peter  L;  Egol,  Jonathan;  Lehman,  David  A.;  Swenson,  Michael;  Case,  Benjamin 

Cc:  Sparks,  Daniel  L 

Sent:  Wed  Feb  28  20:02:24  2007 

Subject:  Hedges  Status  Report 

In  sp  cdo  biz,  can  you  now  describe  to  me  the  total  hedge  position  in: 

1.  AAA  ABX  is  short  2.25bln  correct?  (Against  retained  s.  seniors  and  altius  4)  2 .  AA  ABX 
is  nothing  done  correct?  (Against  cdo  warehouses  generally)  3.  A  ABX  is  short  250mm 
correct?  (Against  cdo  warehouses  generally)  4.  BBB  ABX  is  short  100mm  correct?  (Against 
retained  hudson  mezz  /  cdo  debt)  5.  BBB-  ABX  is  short  50mm  correct?  (Against  retained 
hudson  mezz  /  cdo  debt)  6.  CDS  of  CDO  shorts  -  pis  describe  -  thought  we  were  short  150  oi 
so  here  -  this  should  be  against  CDO  warehouses  generally  now 

Pis  correct  /  confirm 

Tx 
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From: 
Sent: 
To: 
Subject: 


Lehman,  David  A. 

Wednesday,  May  30,  2007  12:42  PM 
Creed,  Christopher  J;  Bieber,  Matthew  G. 
FW:  ABX  hedges  -  Buy  order 


Do  not  fwd 


From:  Lehman,  David  A. 

Sent:  Wednesday,  May  30,  2007  12:36  PM 

To:  Chin,  Edwin;  Salem,  Deeb;  Bruns,  William;  Kaufman,  Jordan 

Cc:  Sparks,  Daniel  L;  Swenson,  Michael;  Birnbaum,  Josh;  Case,  Benjamin 

Subject:  ABX  hedges  -  Buy  order 

Please  work  to  buy  the  below  ABX  risk  on  a  best  efforts  basis 

We  want  to  begin  unwinding  certain  ABX  hedges  vs.  the  CDO  WH  and  transition  book 

This  can  happen  over  several  days,  pis  use  appropriate  discretion  and  ask  Mike/Josh/Myself  if  you  have  any 
questions 

I  understand  the  issues  w/r/t  to  current  positions  where  there  is  overlap  in  shorts  (i.e.  06-1  A,  06-1  AAA),  we  will  deal 
with  that  appropriately  to  the  extent  there  is  no  external  liquidity 


ABX06-1    ABX  06-2   ABX  07-1 

AAA 

1,550 

AA 

122 

A 

987 

BBB 

90 

BBB- 

50               50             100 
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Goldman  Sachs  does  not  provide  accounting,  tax.  or  legal  advice.  Notwithstanding  anything  in  this  document  to  the  contrary,  and 
except  es  required  to  enable  compliance  with  applicable  securities  law,  you  (and  each  of  your  employees,  representatives,  and  other 
agents)  may  disclose  to  any  and  ell  persons  the  US  federal  income  end  state  tax  treatment  and  tax  structure  of  the  transection  and 
all  materials  of  any  kind  (including  tax  opinions  and  other  tax  analyses)  that  are  provided  to  you  relating  to  such  tax  treatment  and  tax 
structure,  without  Goldman  Sachs  imposing  any  limitation  of  any  kind. 
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Business  Unit  Descriptions 

Residential  Mortgage  Businesses 


Department 


Description  of  function 


Residential  mortgages, 
including  warehouse 
lending 


i  Trading,  pricing  and  risk  management  of  residential  mortgage  loans  and  residual  interests 

l  Manage  the  underwriting  process  of  our  securitization  business  ($18bn  subprime  volume 
through  August  2006) 

■  Perform  due  diligence  of  residential  mortgage  loans  purchased,  monitor  performance  of  the 
loans  over  time 

■  Servicing  of  residential  mortgage  loans:  collection  of  payments  from  borrowers, 
management  of  delinquency  and  foreclosure  processes  ($10bn  boarded  in  2006) 

■  Wholesale  origination  of  loan  inventory:  purchase  closed  loans  from  correspondents  (2006 
volumes  -  $17bn  total,  $6bn  subprime) 

■  Extend  lines  of  credit  directly  to  residential  and  commercial  mortgage  and  other  asset 
backed  (autos,  credit  cards)  lenders  in  order  to  fund  loans  ($2.8bn  average  funding  in  2006) 

■  Manage  the  structuring  of  the  securitization  in  order  to  meet  credit  rating  criteria  and  cash 
flow  requirements 

Commercial  real  estate        ■ 


Aggregate  and  securitize  commercial  real  estate  related  loans 


Non-mortgage  ABS 


Aggregate  and  securitize  non-mortgage  assets  such  as  credit  card  and  auto  loans 


Structured  Products 
Trading  (including 
derivatives) 


Secondary  trading  of  residential  and  commercial  mortgage  and  other  asset  backed 
securities,  as  well  as  single  name  and  index  derivatives. 

Warehousing  of  mortgage  and  other  asset  backed  securities  as  well  as  bank  loans, 
securitization  of  these  pools  of  assets 


Other 


■  Includes  the  Advisory  Group,  which  [to  come] 
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Mortgage  Business  at  GS 

P&L 


DRAFT 


Product  /  Business 

YTD  2Q  07 

1Q07 

2006                              2005 

Residential  mortgages 
Warehouse  Lending 

(15) 
6 

34 
5 

311 
24 

277 
26 

Commercial  real  estate 
Non-mortgage  ABS  (credit  card,  auto) 

Structured  Products  Trading  (including  derivatives) 

Other 

TOTAL,  Gross 


199 
15 
327 


174 
30 
359 


401 

86 

1,029 


245 
95 
885 


iComrneiaTtlTi-tfllfclftabnbjOOIls" 
cttelteWtort. .'-  .  ...:..  . ..  .;■■■      .  .i 


jFdld<^P6wen^rrttSecwTtiiaB'on!'l 
Pro<  ««  ppr> 


Of  which,  the  portion  which  relates  to  subprime  is  as  follows 


Product  /  Business 


YTD  2Q  07 


1Q07 


2006 


200S 


Residential  mortgages 
Warehouse  Lending 

(115) 
1 

(61) 
1 

215 
9 

173 

8 

Commercial  real  estate 

Non-mortgage  ABS  (credit  card,  auto) 

Structured  Products  Trading  (including  derivatives) 

181 

114 

292 

Other 

- 

- 

- 

- 

TOTAL,  Gross 

67 

54 

516 

315 
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Definitions 


DRAFT 


FICO     Percentage  of  Recent      Size  of  Market 
Mortgage        Score  Mortgage  (2006  origination 

Classification    Range  Originations  «**«•} 


Description 


Prime 

>700 

72% 

■  $2.6tr 

■  Highest  credit  quality:  no  recent 
foreclosures,  delinquencies  or  bankruptcies 

Alt-A1 

640-730 

11% 

■  $400bn 

■  Self-employed  and/or  non-resident 
borrowers 

■  Limited  disclosures  on  income  and  assets 
of  borrower 

■  Agency  non-conforming  due  to  credit 
issues,  payment  history  or  minimal 
documentation 

Subprime 


605-640 


17% 


$600bn  ■  Lowest  credit  quality:  borrowers  with 

average  to  poor  credit  profiles,  including 
first  time  hbmebuyers,  people  who  did  not 
previously  have  credit  available  to  them 

■  Agency  non-conforming  due  to  credit 
issues,  payment  history  or  minimal 
documentation 

■  Percentage  of  stated  income  loans  grew 
significantly  in  the  past  year 


'  AIM  category  Is  sometimes  Broken  out  into  'Prime  Alt-A'  (FICO  Score  Reitge  680-730;  era  'Alt-B'  (FICO  Scare  Range  e40-eS0). 
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Subprime  Mortgage  Overview 

How  the  securitization  process  works 


DRAFT 


ttmia'Mfani    , 
iFojdartPgtijgfPgii  HSw  tnibzaOon 


Mortgage  Origination 


Sale  of  Loan 


Loanl 

loans    _ 

Loan  2 

Loan  3 

Loan  4 

Loan  5 

Financial      S^hP 
Institution     ffi|Si 


inefigjbla  mortgages  tbfDs) 


Participants: 

■  Homeowner:  Classified  as  subprime  based  on  FICO  scores 

■  Mortgage  Originator:  Includes  large  diversified  players,  REITS,  and  small  mortgage  finance  companies. 
Origination  volume  is  dominated  by  larger  players,  however  there  are  many  small,  mono-line  players  with  limited 
track  records  and  very  small  equity  bases.  Many  mortgages  are  not  originated  directly  from  homeowners  but 
rather  through  independent  brokers 

■  Financial  Institution:  Firms  such  as  GS  purchase  pools  of  loans  to  repackage,  underwrite  and  sell  into  the  asset- 
backed  market 

■  SPV:  Tranches  pool  of  mortgages  into  super-senior,  mezzanine  and  subordinated  pieces  and  sells  into  secondary 
market 
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GS  Subprime  Mortgage  Business 
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Type  of  Business 


Market  Risk 


Loans 


Financing 

GS  extends  lines  of  credit  directly  to  subprime  mortgage 

originators  to  fund  mortgages  while  they  are  hekt  on  the 

companies'  balance  sheets. 

Aggregation 

GS  buys  andhotds  subprime  loans  from  mortgage 

originators  for  the  purpose  of  securitization. 


Mark  to  market  losses  on  loans  during  accumulation 
period  (if  secuitlzattons  are  not  completed) 


■    Some  loss  sharing  arrangements  exist 


Lending  is  done  on  a  secured  basts  with  a  first  (ien  on 
the  underlying  mortgage  assets  and  a  haircut  on  the 
value  of  the  loans 


Counterparty  risk  during  the  extended  settlement 
period  (typically  30-60  days) 
Ptf  option  to  originator  If  Individual  mortgages  suffer 
from  early  homeowner  defaults  (EPOs)  or  reps  and 
warranties  are  breached 


Securitization 


Securitization  Underwriting 

GS  iMxJerwrites,  strucfures  and  distributes  securities  for 

ourserVas  and  clients 


Mark  to  market  gains  and  losses  on  securitized 
instrument  until  distribution 


Reputatbnal  risk  /  underwriters  liability 
Trust  and/or  GS  has  put  option  to  originator  If 
individual  mortgages  suffer  from  early  homeowner 
defaults  (EPOs)  or  reps  and  warranties  are  breached 


COO  Underwriting 

GS  structures  and  distributes  liabilities  related  to  poors 

of  assets,  many  of  which  relate  to  subprime  RMBS. 


Mark  to  market  risk  during  ramp  up  period  if  deal 

failure  occurs 

Mark  to  market  risk  on  retained  positions 


Risk  share  partners 

Forward  commitments  /  pre-sokj  liabilities 


Securities  Trading 


Residential  Mortgage  Backed  Securities 

GS  trades  RMBS  subprime  securities  as  a  secondary 

business. 


Mark  to  market  gains  and  losses  on  RMBS  securities 
over  the  hold  period 


Counterparty  risk  on  rep©  transactions  with  RMBS 
underiiers 


Residuals 

GS  retains  a/7  or  a  portion  of  mortgage  residuals  from 

securitization. 


Mark  to  market  gains  and  losses  on  residuals  over  the 
hold  period 


Counterparty  risk  on  repo  transactions  wtth  residual 
underiiers 


Derivatives 

GS  is  an  active  user  of  derivatives  as  a  part  of  our 
trading  business  as  well  as  to  hedge  our  long  credit  risk 
(A8X,  single  name,  subprime  RMBS  and  synthetic 
transactions) 


■    Mark  to  market  risk  on  long  or  short  positions 


Counterparty  risk  to  writer  of  option  or  OTC 
derivatives  counterpart 


Equity  stakes  In  mortgage  originators 


■     Potential  write  down  of  investment 
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III.    Recent  Events  in  the  Subprime  Mortgage  Sector 
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Market  Trends 
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Volumes  Increase  Significantly1 


QZ  Q3  Q4  Q1  Q2  Q3  04  Q1  Q2  Q3  CM  Q1  Q2  Q3  04  Q1  Q2  Q3 
02  02   02  03   03  03  03   04   04   04   04   09   05   05  OS   06  06  06 


■  Subprtmo  Originations 


»Subprime%  of  Total 


Pricing  Pressure:  Sub  prime  Mortgage  Loan  Pricing  Levels 


104.00 
103.00  • 
102.00  ■ 
101.00 
100.00 
9S.00 
96.00 
97.00 
96.00 


Mar-OS  JurvOS  Sep-05  Dec-OS  Mar-06  JurvOS  i 
•«•  Approximate  cost  to  originate  (pre-EPO) 


5  Dec-06  Mar-07 
—Loan  Price 


Credit  Quality  Declines:  Relaxed  Underwriting  {Standards) 


Loan  Age  (In  montht) 
■2003    ——2004     ——.2005 


Credit  Spreads  Adjust 


1.6O0 
1,400 
1,200 
1,000 


01/01/07      01/11/07      01/21/07      01/31/07      02/10/07      0200107       O2IO2J07 
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Timeline  of  Major  Events  &  GS  Response 
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Subprlme  Sector 


GS  Response 


Easy  access  to  credit  allows  subprime  borrowers  to 

purchase  homes,  raising  the  share  of  subprime 

mortgages  to  over  20%  of  market 

ABX  indices  launch  in  January  tracking  the 

performance  of  specific  securitization  tranches 

Investors  seeking  yield  and  broader  global  investor 

base  drive  demand  for  subprime  securitizations 

Acoustic  defaults  (May  2006) 

Rumors  of  significant  deterioration  in  underwriting 

standards  and  some  borrower  fraud 

Spreads  on  RMBS  widen  as  hedge  funds  actively 

target  subprime  synthetics  as  a  way  to  express 

negative  views  on  the  sector;  prior  to  this  activity, 

investor  and  CDO  demand  had  pushed  the  market 

very  high 

Bank  regulators  issue  underwriting  guidance  on 

non-traditional  mortgage  products 

Widespread  mortgage  originator  defaults  begin 

including  Sebring  (Nov  06)  and  MLN  (Jan  07) 

Bids  for  subprime  loans  fall  below  cost  to  originate; 
business  is  therefore  no  longer  profitable  for 
originators 

Large  originators  announce  numerous  accounting 
restatements  and  losses  for  2006  triggering  equity 
market  sell  off 

Securitization  market  for  subprime  slows 
significantly.  Market  for  securities  is  dislocated 


GS  is  inherently  long  the  sector  given 
market  presence.  Long  position  grows  in 
2006  with  increased  market  activity 
GS  long  position  is  further  increased  via 
ABX  indices  trades  (counterparts  are 
primarily  hedge  funds) 
GS  becomes  more  vigilant  on  EPO 
identification  and  workout 

Credit  department  steps  up  due  diligence 

process  on  mortgage  originators,  creates 

watch  list,  suspends  multiple  names  from 

further  business 

Enhanced  focus  on  independent  valuation 

GS  scales  back  purchasing  of  riskier  loans 

GS  reduces  CDO  activity 

Residual  values  decline  to  reflect  market 

deterioration 

GS  reverses  long  market  position  through 

purchases  of  single  name  CDS  and 

reductions  of  ABX 


GS  effectively  halts  new  purchases  of  sub- 
prime  loan  pools  through  conservative  bids 
Warehouse  lending  business  reduced 
EPD  claims  continue  to  increase  as  market 
environment  continues  to  soften 
Credit  terms  tightened  further 
New  Century  closed  out 
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GS  Subprime  Mortgage  Business 

Subprime  Risk 
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Current  Position 
Long 


Short 

Net 

Primary  Riskfs) 


Residential  Mortgages 


Warehouse  Lending 


Structured  Products 
Trading 


Platforms 


$2.9bn  subprime  loans 
$0.4bn  residuals 


$0.2bn  loans  funded 
$0.2bn  bonds  funded 


$5.0bn  bonds 

$4.9bn  COO  warehouse 

$0.3bn  index 


$25mm  investments  in 
originators 


$6.1  BABX  Index 
Short  $3.6bn 


Flat  -  lines  are  over- 

collateralized 

BASIS  COUNTERPARTY  CREDIT  BASIS 

LIQUIDITY  LIQUIDITY 

COUNTERPARTY  CREDIT' 


$1.4bn  Resi  Single  Name 
$8.7bn  CDO  Single  Name 
Flat 


Long  $25mm 
BUSINESS 


YTD  2007  Revenues 

Long 

$264mmLoss 

$1  mm  Gain 

$1.0bnLoss 

$- 

Short 

$1 43mm  Gain 

$- 

$1.2bnGain 

$- 

Net 

$1 15mm  Loss 

$1  mm  Gain 

$181mmGain 

$- 

'  EPD  or  /top*  ft  warranties 
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Credit  Exposure  Summary 
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Warehouse  lending  has  declined  substantially  due  to  tighter  credit  terms  and  reduced  originator  demand;  trend 
continues  today,  with  net  committed  amounts  of  $600mm  and  funded  amounts  of  $388mm  (down  from  a  peak  of 
$4.01  bn  committed/$2.42bn  funded) 

Whole  loan  purchases  have  declined  as  well  driven  primarily  by  similar  considerations 

EPDs  have  risen  reflecting  continued  market  deterioration;  current  EPD  claims  are  $1 .1 4bn  in  notional  terms 
resulting  in  potential  losses  in  the  $100mm  range 

Credit  risk  in  securitization  includes: 

—  Standard  underwriting  risks  (need  to  make  a  market,  due  diligence  requirements,  etc.) 

—  Franchise  /  reputational  risks 

—  Representations  and  warranties  risks 
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Credit  Exposure  Summary 

Most  Worrisome  Counterparts 


Counterparty 


Company  Description 


Recent  Events 


Total 

Exposure1 

($  mm) 


New  Century       Publicly  traded  and  largest  non-captive  subprime 
mortgage  lender  with  $45bn  in  the  first  nine  months 
of  2006  originations  and  book  equity  of  $2bn  as  of 
Sept  2006.  Ranked  #3  by  market  share. 


Restated  3rd  quarter  financial  results  and  delayed 
filing  10-K;  California  Attorney-General  launched 
criminal  inquiry  into  securities  trading  and  accounting 
errors.   Company  has  stopped  originating  new 
mortgages  given  funding  shortfalls. 


$45.2' 


SouthStar  is  a  privately  held  mortgage  originator 
operating  Alt-A,  Sub-Prime,  I/O,  Option  ARM  and 
HELOC  programs.  Book  equity  of  $35.9mm  as  of 
10.07. 


Reported  1st  quarter  2007  loss  of  J707K  on  revenues 
of  $18.5mm.  Non-sales  workforce  to  be  reduced  by 
20%  and  one  operations  center  to  be  closed  this 
month. 


$ir 


Fremont              Publicly  traded  mortgage  originator  with  FDIC 
insured/regulated  ILC  subsidiary.  Ranked  #5  by 
market  share  and  had  $1  .Son  in  book  equity  as  of 
Sept  2006.  


Entered  cease  and  desist  order  with  the  FDIC. 
Company  has  said  that  it  b  exiting  the  subprime 
mortgage  business  and  delaying  the  filing  of  40.06 
results. 


$12.94 


Novastar  Publicly  traded  mortgage  originator  structured  as  a 

REIT.  Ranked  #18  by  market  share  and  had  $51 4mm 
in  book  equity  as  of  Sept  06.  


Reported  4th  quarter  loss  of  $1 4.4mm. 


$9.7* 


Accredited  Publicly  traded  mortgage  lender  structured  as  a 

REIT.    Ranked  #14  in  subprime  mortgage 
originations.  Book  equity  of  $739mm  as  of  Dec  06. 


Reported  4th  quarter  earning  loss  of  $37.8mm,  filed 
form  12b-25  with  SEC  with  respect  to  earnings  delay. 


$5.9" 


'  Reflects  EPD  claims  end  warehouse  loans  on  a  potential  exposure  basis. 

7  Mm  Century  also  owes  GS  $0. 1mm  relating  to  UBS  Extended  Settlement  fades  settling  m  mid-April.  Total  exposure  number  has  been  reduced  by  15mm  held  back  as  coHalaral  on  whole  loan  trades 
pluatO.omm  axoeas  collateral  retained  on  warehouse  fee.  Does  not  include  $25mm  reserve  taken  against  potential  tosses. 

1  As  of  2/26.  total  exposure  was  If  Omm  consisting  of  $1 3.2mm  on  $35.3mm  in  outstanding  EPD  clalmsand  $S.Bmm  In  pre^settiement  risk  torn  $104.30mm  pending  settlement  trades.  Does  not  include 

S1.04mm  reserve  taken  against  potential  losses. 
*  Does  not  include  $144,910  reserve  taken  against  potential  losses. 
5  Does  not  include  a  $037,013  reserve  taken  against  potential  losses 

8  GS  also  holds  fofly  collateralbad  $50mm  commercial  paper  from  Accredtted's  asset  backed  commercial  paper  program  called  Cermet  Mountain  Funding  Trust 
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Market  Exposure  Summary 
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FYE2006  1Q2007 

■  Mortgage  Trading  VaR 


The  desk  started  the  quarter  with  long  $6.0bn  notional  ABX  BBB-  risk  and  shifted  the  position  to  net  short  $10bn 
notional  by  reducing  the  longs  in  ABX  BBB-  and  increasing  shorts  in  single  name  CDS 

The  increase  in  VaR  was  driven  by 

—  An  increase  in  ABS  synthetics  and  an  increase  in  the  net  short  risk  in  the  RMBS  subprime  sector 
GS  also  has  $25mm  equity  investments  in  subprime  lenders} 
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Independent  Price  Verification 


^dedicated  group  within  Product  Control  performs  an  independent  price  verification  of  the  mortgage l  inventory ._ 
The  team  is  highly  specialized  and  has  extensive  experience  in  the  valuation  of  mortgage  related  products 

The  investment  in  this  team  over  the  last  several  years  has  led  to  a  significant  reduction  in  the  mortgage  related 
unverified  cash  inventory  (Feb.  2007  unverified  market  value  of  $0.7  billion  vs.  Nov.  2004  of  $9. 1  billion).  The 
close  coordination  of  this  team  and  desk  management  has  ensured  market  movements  are  reflected  in  pricing  and 
at  times  has  lead  to  the  remarking  of  certain  positions 

The  price  verification  results  for  the  quarter  ending  2/23/07  indicate  that  the  mortgage  inventory  is  marked 
prudently.  A  majority  of  conservativeness  in  the  marks  appropriately  reflects  decreased  liquidity  within  the 
subprime  market 
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Price  verification  analysis  utilizes  four  core  strategies: 

1 .  External  price  comparison:  prices  received  from  third  party  vendors  are  compared  against  inventory  positions 

2.  Fundamental  analysis:  this  analysis  utilizes  discounted  cash  flow  (DCF),  option  adjusted  spread  (OAS)  or 
securitization  analysis.  Observable  market  data  or  inputs  are  incorporated  when  available  and  appropriate 

3.  Trade  comparison:  this  utilizes  a  review  of  recent  market  transactions  against  inventory  positions  with  similar 
collateral  and/or  risk  profiles  and  is  an  important  determinant  of  market  technicals  or  risk  premium 

4.  Collateral  analysis:  two  way  collateral  agreements  are  commonly  utilized  by  market  counterparts  for  mortgage 
derivatives.  These  agreements  call  for  the  posting  of  collateral  against  outstanding  contracts  when  their  market 
value  falls.  The  exchange  of  collateral  margin  against  derivative  transactions  is  a  strong  indicator  of  market 
levels 
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Lessons  Learned 


DRAFT 


What  went  right 

What  went  wrong 

How  well  did  our  risk  measures  capture  /  reflect  risk  incurred 

Observations  for  other  businesses 
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Looking  Forward 


DRAFT 


We  believe  the  mono-line  subprime  mortgage  originators  will  not  be  able  to  survive  current  market  conditions  for 
very  long 

—  Those  with  limited  capital  bases  will  quickly  go  out  of  business 

GS  strategy  going  forward 

—  Position  ourselves  to  be  flat  to  short 

—  Increased  due  diligence  performed  on  purchased  loans 

—  Collection  of  amounts  owed  by  originators  from  buybacks 

—  Aggressively  manage  deal  performance  via  asset  management  team  (oversight  of  servicer  actions) 

—  Hedge  all  purchases 

—  Work  through  inevitable  defaults  with  minimal  operational  and  credit  risk  losses 

—  Conservative  management  of  warehouse  lines;  review  appropriate  haircut  levels 

—  Communicate  with  originators,  servicers,  investors 

GS  will  evaluate  ongoing  opportunities  on  a  case  by  case  basis 

—  Opportunistic  purchases  of  potential  loan  packages  /  portfolios 

—  Potential  equity  investments 

GS  will  also  protect  itself  against  credit  deterioration  spreading  to  other  markets  by  keeping  limits  tight,  transactions 
short  and  making  full  use  of  risk  mitigants 
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Impact  on  Originators 


DRAFT 


Rank 


Originator 


Wells  Fargo  Home  Mortgage 
HSBC  Finance 


New  Century  Financial 


4       Countrywide  Financial 


Fremont  Investment  &  Loan. 


CitiMortgage 


Ameriquest  Mortgage  (ACC) 


8       Option  One  Mortgage  (H&R  Block) 


9       Washington  Mutual 


Increased  loan  loss  reserves  by  $1.8bn 


Criminal  investigation;  liquidity  impaired 


Exited  subprime  business 


Citigroup  providing  financing  with  option  to  buy 


For  sale 


10  First  Franklin  Financial  Corp. 

1 1  Residential  Capital  Corp.  (GM) 


Acquired  by  Merrill  Lynch 


Potential  write  down  of  up  to  $1bn  on  subprime  portfolio 


12  BNC  Mortgage/Finance  America  (Lehman) 

13  Aegis  Mortgage  Corp. 


17      Ownit  Mortgage  Solutions 


18      NovaStar  Financial 


19      Equifirst  (Regions  Financial) 


20      ResMae  Mortgage  Corporation 


21       WMC  (GE) 


22       MLN 


23      Decision  One  (HSBC) 


24      ECC/Encore 


25      Fieldstone 


Scaling  back  operations 


14  Accredited  Home  Lenders 

15  American  General  Finance  (AIG) 

16  Chase  Home  Finance 


Delayed  SEC  filings 


Out  of  business 


Loss  in  latest  quarter;  little,  if  any,  income  forecast  through  201 1 
Acquired  by  Barclays  Bank  


Acquired  by  Citadel 


Scaling  back  operations 


Out  of  business 


Acquired  by  Bear  Steams 


Acquired  by  C-BASS 
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Key  Players  Involved  Today 

Origination  vs.  Securitization 


Top  10  Subprlme  MBS  Securitization  Shelves 


Rank 

Lender 

3Q06YTO 
Market  Share 

Rank 

Lender 

3Q06YTD  Market 
Share 

1 

Welts  Fargo  Home  Mortgage 

13.1% 

1 

Morgan  Stanley  ABS  Capital 

7.5% 

2 

HSBC  Finance 

8.5% 

2 

SASCO  (Lehman) 

7.2% 

3 
4 

New  Century  Financial 
Countrywide  Financial 

7.8% 
6.0% 

3 
4 

CWABS 

Merrill  Lynch  Mortgage  Inv 

6.8% 
6.0% 

5 

Fremont  Investment  &  Loan 

5.5% 

5 

Long  Beach  Securities 

5.9% 

6 

CiliMortgage 

4.8% 

6 

FASC  (RBS  GC) 

5.8% 

7 
8 

Ameriquest  Mortgage 
Option  One  Mortgage 

4.7% 
4.4% 

7 
8 

GS  Mortgage  Securities 
Ace  Securities  (Deutsche) 

4.9% 
4.1% 

9 

Washington  Mutual 

4.2% 

9 

Argent  Securities 

3.5% 

10 

First  Franklin  Financial  Corp 

3.9% 

10 

JP  Morgan  Acceptance  Corp 

3.1% 
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From: 
Sent: 
To: 
Subject: 


Raazi,  Cactus 

Thursday,  April  05,  2007  10:36  AM 

Brad  Rosenberg 

Brad  -  please  take  a  look  at  this 


Brad  -  please  take  a  look  at  this  portfolio.  These  are  all  dirty  '06  originations  that  we  are  going  to  trade  as  a  block.  You 
are  not  the  only  client  seeing  this  so  time  will  be  of  the  essence. 

Save  the  price  discussion  for  later  -  at  the  moment  you  might  want  to  figure  out  whether  this  portfolio  suits  your 

objectives. 
-  30  Baa2  ref  obs  that  we  could  offer  as  a  package  at  +625bps  ($15mm  per  name,  $450mm  total) 


ACCR  2006-2  M8 
ACE  2006-HE2  M8 
BSABS2006-HE61M8 
FFML  2006-FF4  M8 
FMIC  2006-2  M8 
GSAMP  2006-HE4  M8 
HEAT  2006-4  M8 
HEAT  2006-8  M8 
IXIS  2006-HE1  B2 
JPMAC  2006-HE2  M8 
JPMAC  2006-HE3  M8 
MABS  2006-NC1  M8 
MLMI  2006-MLN1  B2 
MLMI  2006-RM4  B2 
MSAC  2006-WMC1  B2 
MSC  2006-HE1  B2 
NCMT  2006-1  M8 
NHELI  2006-WF1  M8 
NHELI  2007-2  M8 
OOMLT  2007-1  M8 
RAMC  2006-1  M8 
RAMP  2006-EFC1  M8 
RASC  2006-EMX3  M8 
SABR  2006-OP1  B2 
SABR  2007-NC2  B2 
SAIL  2006-BNC3  M7 
SAST  2006-2  B2 
SVHE  2006-OPT5  M8 
WMABS  2006-HE2  M8 
WMABS  2006-HE3  M8 


00437NAM4 

004421 ZD8 

07388UAL4 

362334GC2 

31659EAM0 

362439  AN  1 

437084VY9 

43709QAP1 

45071 KDN1 

46625SAN6 

46629VAN5 

57643LNP7 

59023AAN6 

59023QAN1 

61744CXV3 

617451DZ9 

65106AAV5 

65536RAM8 

65537MAN6 

68400DAP9 

759950HG6 

76112BW63 

76113ACJ8 

81375WJN7 

81378GAM0 

86361 KAM9 

80556XAP2 

83612CAN9 

93934JAM6 

93934MAN7 


From:  Cornacchia,  Thomas 

Sent:  Thursday,  April  05, 2007  9:46  AM  . 

To.  Raazi,  Cactus;  LoBue,  Lindsay;  Grinstein,  Veronica;  Bhavsar,  Avanish  R 

Cc:  Swenson,  Michael;  Salem,  Deeb 

Subject:  FW:  lets  sell  ~200mm  In  Baa2  protection... 

Get  this  done  please  -  who  is  the  better  salespaerson?? 


From: 
Sent: 


Swenson,  Michael 

Thursday,  April  05,  2007  9:42  AM 
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Salem,  Deeb;  Comacchia,  Thomas 


Subject: 


RE:  let's  sell  ~200mm  in  Baa2  protection... 
Make  that    500mm 


From:  Salem,  Deeb 

Sent:  Thursday,  April  05,  2007  9:35  AM 

To:  Cornacchia,  Thomas 

Cc:  Swenson,  Michael 

Subject:  lefs  sell  ~200mm  In  Baa2  protection.. 


It- 
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From: 
Sent: 
To: 
Subject: 


Swenson,  Michael 

Friday,  May  25,  2007  12:08  PM 

Chin,  Edwin;  Salem,  Deeb 

Re: 


We  should  be  offering  sn  protection  down  on  the  offer  side  to  the  street  on  tier  one  stuff 
to  cause  maximum  pain 

Original  Message  

From:  Chin,  Edwin 

To:  Bhavsar,  Avanish  R 

Cc-  Swenson,  Michael;  Salem,  Deeb 

Sent:  Fri  May  25  11:41:59  2007 

Subject:  RE: 

We  can  offer  protection  on  the  following  mezz  CDO  names  9  795  as  a  package.   Levels  good 

up  to  10MM  each. 


Deal  Name   Tranche 

BFCGE  2006-1A  A3L 

BWIC  2006-1A  C 

CAMBR  6A     D  A 

CRNMZ  2006-1A  5 

CRNMZ  2006-2A  C 

DUKEF  2006-10A  A3 

ETRD  2  006-5A  A3 

GLCR  2006-4A  C 

HGCDO  2006-1A  C 

HLCDO  2  006-1A  C 

IXCBO  2006-2A  C 

LRDG  2006-1A  C 

PINEM  2006-AA  C 

TOPG  2006-2A  B 

TOURM  2006-2A  D 


?tingBFC  Gen^ee'cDO  LtS"  "W  TooT-ll  A3L  Feb-06 
A  Broadwick  Funding  Ltd  BWIC  2006-1A  C  Apr-06 
Camber      CAMBR  6A  D  May- 06 


A 
A 
A 
A 
A 
A 
A 
A 
A 
A 
A 
A 


Cairn  CRNMZ  2006-1A  5    Aug-06 
Cairn  CRNMZ  2006-2A  C    Oct-06 
Duke  Funding  Ltd  DUKEF  2006-10A  A3  Apr-06 
E+Trade  CDO  I      ETRD  2006-5A  A3   Aug-06 
Glacier  Funding  CDO  Ltd  GLCR  2006-4A  C     Mar-06 
HaSton  Gardens  CDO  Ltd      HGCDO  2006-1A  C 
Halcyon     HLCDO  2006-1A  C    Sep-06 
IXIS  ABS  CDO  1  Ltd      IXCBO  2006-2A  C   May-06 
Longridge  ABS  CDO  Ltd   LRDG  2006-1A  C     Sep-06 
Pine  Mountain      PINEM  2006-AA  C    Oct-06 
Topanga  CDO  Ltd   TOPG  2006-2A  B    Nov-06 
Tourmaline  CDO    TOURM  2006-2A  D   Mar-06 


Sep-06 


Original  Message 

From:  Bhavsar,  Avanish  R 

Sent:  Friday,  May  25,  2007  11:19  AM 

To:  Chin,  Edwin 

Subject:  RE: 

whats  eta? 

Original  Message 

From:  Chin,  Edwin 

Sent:  Friday,  May  25,  2007  10:38  AM 

To:  Bhavsar,  Avanish  R;  Salem,  Deeb 

Cc:  Swenson,  Michael 

Subject:  RE: 

Let's  start  with  these  RMBS  offers.   10MM  each. 


ABFC  2006-OPT2  M8 
CWL  2006-15  M9 
FHLT  2  006-E  M8 
FMIC  2006-3  M8 
GSAMP  2006-FM2  M8 
GSAMP  2006-HE8  M8 


355 
315 
345 
415 
465 
375 
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295 

450 
375 


JPMAC  2  006-FRE2  M8 
JPMAC  2006-NC2  M8 
SAST  2006-3  B3 
SVHE  2006-EQ2  M8 


From:       Bhavsar,  Avanish  R 
Sent:  Friday,  May  25,  2007  9:36  AM 
To:    Salem,  Deeb;  Chin,  Edwin 
Cc:    Swenson,  Michael 
Subject: 

We  have  a  new  equity  acct  Kensico,  they  are  interested  in  seeing  offerings  on  the 
following 

1)  CDS  on  CDOs  late  06,  early  07  mezz  deals,  BBB  thru  AA 

2)  Single  names  RMBS  2nd  half  '06,  BBB-  or  BBB 


They  are  axed  to  buy  protection. 


Avanish  R.  Bhavsar 
Managing  Director 
Capital  Structure  Sales 
Securities  Divison 

Goldman,  Sachs  &  Co. 

1  New  York  Plaza  50th  Floor  I  New  York,  NY 

Tel:   212  357-8405  |  Cell:  917^ 

e-mail:  avanish.bhavsar@gs.com 
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From: 
Sent: 
To: 
Subject: 


Swenson,  Michael 

Tuesday,  May  29,  2007  1 1 :06  AM 

Salem,  Deeb 

Re:  they  want  to  think  about  doing  this  again. 


We  should  start  killing  the  sn  shorts  in  the  street  -  let's  pick  some  high  quality  stuff 
that  guys  are  hoping  is  wider  today  and  offer  protection  tight  -  this  will  have  people 
totally  demoralized 

Original  Message  

From:  Salem,  Deeb 

To:  Swenson,  Michael 

Sent:  Tue  May  29  10:41:55  2007 

Subject:  RE:  they  want  to  think  about  doing  this  again... 

the  index  wont  close  where  it  is  this  morning  in  my  opinion... 

Original  Message 

From:  Swenson,  Michael 

Sent:  Tuesday,  May  29,  2007  10:21  AM 

To:  Salem,  Deeb 

Subject:  Re:  they  want  to  think  about  doing  this  again... 

Then  you  need  to  be  prepared  to  widen  their  marks  we  also  need  credit  approval 

Original  Message  

From:  Salem,  Deeb 

To:  Bhavsar,  Avanish  R;  Swenson,  Michael 

Cc:  Chin,  Edwin;  Birnbaum,  Josh 

Sent:  Tue  May  29  10:05:52  2007 

Subject:  RE:  they  want  to  think  about  doing  this  again... 

indices  ~125bps  wider  since  trades  1  week  ago 


Ref  Ob 
ACE  200 
BSABS  2 
CARR  20 
GSAMP  2 
IXIS  20 
JPMAC  2 
JPMAC  2 
JPMAC  2 
LBMLT  2 
LBMLT  2 
MS AC  20 
RAMP  20 
SVHE  20 
WMABS  2 


6-CW1  M9 
006-HE3  M8 
06-NC2  M9 
006-NC2  M8 
06-HE3  B2 
006-ACC1  M9 
006-FRE1  M8 
006-NC2  M9 
006-8  M8 
006-WLl  M9 
05-HE5  B3 
06-NC3  M9 
06-OPT3  M8 
006-HE2  M9 


CUSIP 

00441QAP4 

07387UHZ7 

14453FAN9 

362463AN1 

4  6602UAM0 

46628RAP0 

46626LFV7 

46629FAN0 

54251UAN6 

542514RE6 

61744CVA1 

76112B4X5 

83611MPS1 

93934JAN4 


Offer 

500 

650 

650 

715 

725 

625 

595 

525 

875 

595 

600 

700 

575 

650 


Original  Message 

From:  Bhavsar,  Avanish  R 

Sent:  Tuesday,  May  29,  2007  9:20  AM 

To:  Salem,  Deeb;  Swenson,  Michael 

Cc:  Chin,  Edwin 

Subject:  they  want  to  think  about  doing  this  again. 

last  trade  with  Harbinger... 

Protection  Buyer:   Harbinger 
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Protection  Seller:  Goldman  Sachs 

Size:  $ 105mm  total  ($7. 5mm  x  14  reference  obs) 


ACE  2006-CW1  M9 
BSABS  2006-HE3  M8 
CARR  2006-NC2  M9 
GSAMP  2006-NC2  M8 
IXIS  2006-HE3  B2 
JPMAC  2006-ACC1  M9 
JPMAC  2006-FRE1  M8 
JPMAC  2006-NC2  M9 
LBMLT  2006-8  M8 
LBMLT  2006-WL1  M9 
MSAC  2  005-HE5  B3 
RAMP  2006-NC3  M9 
SVHE  2006-OPT3  M8 
WMABS  2006-HE2  M9 


00441QAP4 

415bps 

07387UHZ7 

575bps 

14453FAN9 

490bps 

362463AN1 

625bps 

46602UAM0 

550bps 

46628RAP0 

515bps 

46626LFV7 

500bps 

46629FAN0 

415bps 

54251UAN6 

800bps 

542514RE6 

465bps 

61744CVA1 

490bps 

76112B4X5 

590bps 

83611MPS1 

490bps 

93934JAN4 

540bps 
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From: 
Sent: 
To: 
Subject: 


Salem,  Deeb 

Monday,  May  21,  2007  12:02  AM 
Swenson,  Michael;  Chin,  Edwin 
A  few  things... pain  related 


!  MUHM  is  going  to  buy  back  their  06-1  abx  short  on  monday.  Fund  is  having  a  bad 
month  and  needs  cash.  It's  only  30mm.  He  does  not  check  away.  I'd  just  go  offer  side  on 
the  run  for  him 

2.  Guys  r  gonna  complain  about  their  marks  (kbass  already  emailed  me).  I  would  talk  about 
the  recent  flow  of  OWICs  and  the  levels  were  they  have  been  trading  as  the  reason  we  moved 
marks  on  friday . . . scsf  lost  6  pet  based  on  fridays  moves 

Sent  from  my  BlackBerry  Wireless  Device 


E 
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From: 
Sent: 
To: 
Subject: 


Swenson,  Michael 

Monday,  May  21 ,  2007  2:59  PM 

Chin,  Edwin;  Salem,  Deeb 

RE:  Edwin  -  Important  -  Stanfield  levels 


We  are  ok  with  that  they  do  not  have  much  more  gun  powder 


From: 
Sent: 
To: 
Subject: 

Chin,  Edwin 

Monday,  May  21,  2007  2:56  PM 

Swenson,  Michael;  Salem,  Deeb 

FW:  Edwin  -  Important  -  Stanfield  levels 

Importance: 

High 

FYI 

From: 
Sent: 
To: 
Subject: 

Raazl,  Cactus 

Monday,  May  21,  2007  2:46  PM 
Chin,  Edwin;  Bruns,  William 
Edwin  -  Important  -  Stanfield  levels 

Importance 

High 

Hi  Edwin  - 1  know  you're  very  busy,  but  your  attention  to  this  matter  is  important. 

Stanfield  feels  we  are  marking  them  tighter  than  other  dealers  with  whom  they  have  similar  protection; 

In  addition  14  of  the  25  names  below  were  marked  over  100bps  tighter  week-on-week.  That  is  a  massive  move 
and  is  creating  major  stress  at  the  client,  as  we  can't  see  a  similar  move  in  the  broader  mkt. 

Finally  be  aware  that  Stanfield  may  look  for  you  to  offer  protection  very  close  to  your  mark.  Cornacchia  hs  gone 
up  there  with  me  and  promised  he  is  available  to  address  any  problems  Stanfield  m.ght  have.  I'm  hoping  your 
attention  to  the  marks  below  will  defuse  a  situation  in  .which  they  think  we're  messing  w.th  them  v.a  our  marks  on 
their  protection. 

Your  attention  to  this  matter  is  very  much  appreciated. 
CDS 

BNCMT  2006-1  M8  /  BNC06001  M8  (055682AM0) 
BSABS  2006-EC1  M7/BSHE06E1  M7  (07387UAK7) 
BSABS  2006-PC1  M7  /  BSHE06P1  M7  (07387UBD2) 
CW  L  2006-1 3  M  V8  /  CW  H  E061 3  MV8  (23242EAT6) 
CWL  2006-BC2  M8  /  CWHE06B2  M8  (22237JAN7) 
GSAMP  2005-AHL  M5  /  GSA05AHL  M5  (36242D2E2) 
GSAMP  2005-HE6  M8  /  GSA05HE6  M8  (362341 H36) 
GSAMP  2006-HE3  M8  /  GSA06HE3  M8  (36244KAN5) 
JPMAC  2006-FRE1  M8  /  JPA06FR1  M8  (46626LFV7) 
JPMAC  2006-RM1  M8  /  JPA06RM1  M8  (46629NAP8) 
JPMAC  2006-WMC1  M8  /  JPA06WM1  M8  (46626UC5) 

LBMLT  2005-2  M8  /  LBML0502  M8  (54251 4KY9) 

MABS  2005-NC2  M8  /  MABS05N2  M8  (57643LMX1 ) 

MLMI2005-NC1  B2/MLHE05N1  B2  (59020URT4) 

MLMI  2005-WMC1  B2/MLHE05W1  B2  (59020URA5) 

MLMI  2006-RM4  B2  /  MLHE06R4  B2  (59023QAN1 ) 

MSAC  2006-WMC1  B2/MSAB06W1  B2  (61 744CXV3) 

MSAC2006-HE1  B2/MSAB06H1  B2  (61 7451 DZ9) 

NHELI  2006-HE3  M8  /  NMHE06H3  M8  (65536QAN8) 

PCHLT  2005-3  M8  /  PCH05003  M8  (71085PCY7) 


Coupon      Mark 

615 

550 

615 

475 

615 

245 

615 

425 

615 

425 

615 

325 

615 

375 

615 

400 

615 

500 

615 

400 

615 

575 

615 

500 

615 

300 

615 

225 

615 

200 

615 

450 

615 

325 

615 

600 

615 

500 

615 
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-HAMF200CTslC3  Ma  /  RFC06NC3  M8-(76r|-2B4W?) — 
SAIL  2006-BNC3  M7  /  SAIL06B3  M7  (86361 KAM9) 
SASC  2005-WMC1  M4  /  SAS05WM1  M4  (86359B6K2) 
BNCMT  2007-1  M8  /  BNC07001  M8  (05569GAN6) 
RASC  2006-KS2  M8  /  RFC06KS2  M8  (75406BAM9) 


-6+5- 


-52§- 


615 

650 

615 

225 

615 

500 

615 

425 
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From:      Raazi,  Cactus 

Sent:       Friday,  May  25,  2007  1 0:29  AM 

To:  Ryan  Rolfert;  Jonathan  Kalikow 

Subject:  RE:  Jon  &  Ryan:  Our  thoughts  on  single-A  RMBS  CDS 


Ryan  -  my  comments  are  in  navy  blue  below: 


From:  Ryan  Rolfert  [mailto:rrolfert@Stanfieldcp.com] 

Sent:  Thursday,  May  24,  2007  6:17  PM 

To:  Raazi,  Cactus;  Jonathan  Kalikow 

Subject:  RE:  Jon  &  Ryan:  Our  thoughts  on  single-A  RMBS  CDS 


Cactus, 

When  we  put  on  the  Single  A  protection  trade  the  underlying  names  were  suppose  to  have  a  large  similarity  to  the  index. 
Over  the  past  couple  of  months  that  correlation  has  broken  down  significantly.  What  concerns  me  is  trying  to  figure  out 
why  this  correlation  broke  down.  The  indexes  are  only  up  a  couple  of  points  since  we  did  the  trade.  Looking  at  the  mid's 
on  our  Single  A  trades  we  have  tightened  roughly  33%.  By  no  means,  when  we  did  the  trade  was  this  portfolio  suppose 
to  be  "cherry  picked".  Can  you  ask  your  strategist  his  thoughts  on  why  this  correlation  broke  down  so  much?  Are  there 
are  only  sellers  of  single  name  single-A  protection?  Is  no  one  a  seller  of  the  index?  Should  we  sell  index  protection  with 
the  thought  this  correlation  may  return  and  the  index  should  rally  back  harder  than  Single-A  single  name  protection?  I'm 
just  trying  to  figure  out  how  we  can  reverse  some  of  the  losses  we  have  incurred. 

[At  the  time  of  our  trade,  the  single-A  protection  we  sold  you  did  indeed  have  a  high  degree  of  similarity  to  the  index.  I 
recall  sending  you  summary  stats  related  to  Loan  Age  and  Delinquencies  (30,  60,  90,  FLC,  REO)  which  were  virtually 
identical  in  aggregate  to  the  like-vintage  index.  I  will  rerun  these  stats  - 1  think  what  you're  going  to  see  is  that  the 
protection  you  own  is  still  quite  similar  in  aggregate  composition  to  the  index.  At  the  time  of  our  trade  I  verified  with  my 
trading  desk  that  the  portfolios  we  sold  you  were  not  cherry  picked.  I'd  like  to  revisit  this  and  demonstrate  that  the 
protection  you  own  is  seasoning  similarly  to  the  index  in  aggregate.  After  we  agree  that  the  single-name  protection  you 
own  is  similar  to  like-vintage  index  in  aggregate,  let's  think  about  possibly  selling  index  protection  (buying  index)  against 
your  single-names.  My  desk  certainly  feels  the  spread  between  index  and  single-names  is  unsustainable  over  the  long 
term.  The  CDO  selling  of  single-name  CDS  is  a  technical  in  the  mkt  that  has  created  this  current  situation.  If  mkt 
conditions  deteriorate,  CDOs  will  not  be  able  to  get  done,  and  will  no  longer  be  selling  single-name  protection.  If  mkt 
conditions  improve,  you  should  see  the  index  tighten  to  your  single-name  levels  -  and  you  will  be  hedged  in  this  regard. 
Let's  talk  further  on  these  points  with  my  desk  -  you  ask  good  questions  and  I  want  to  make  sure  to  give  you  complete 
answers.] 

Also,  from  where  our  BBB  trade  was  marked  last  Friday  around  413.  Using  a  25bps  bid  offer  spread  we  would  be  down 
to  a  mid  of  400.  This  trade  is  tighter  by  35%  percent  as  well.  Does  your  strategist  have  any  thoughts  on  the  BBB's?  I 
would  expect  we  could  leverage  your  below  thoughts  into  that  trade  as  well  but  we  are  open  to  any  comments. 
[Our  thoughts  on  BBBs  will  be  similar  to  those  above  -  the  tightening  is  also  due  to  the  CDO  technical.  In  fact,  we  have 
seen  good  buying  of  BBB  protection  from  our  client  base  at  these  levels  -  over  the  last  week  there  have  been  several 
hundred  million  in  BBB  OWICs.  Both  my  trading  desk  and  clients  feel  that  '06  vintage  single-name  BBBs  have  tightened 
far  too  much,  regardless  of  where  the  index  is.  When  you  look  at  how  wide  the  index  is  trading  this  only  emphasizes  the 
degree  to  which  single-name  BBBs  have  rallied.] 

I  had  always  thought  that  these  trades  were  meant  to  be  the  start  of  a  partnership  building  of  future  business  between 
Stanfield  and  Goldman  Sachs.  I  know  we  are  big  boys  and  we  did  the  trade  there  is  no  doubt  on  that.  What  I  am 
attempting  to  do  is  either  cut  our  losses  and  get  out  or  determine  what  I  can  say  to  keep  this  trade  on  to  hopefully  see 
benefits  by  the  end  of  the  year.  I've  lost  a  lot  of  creditability  on  the  desk  with  this  trade.  Maybe  I  was  naive  to  trust  the 
pitch  on  the  trade.  It  has  cost  me  a  lot. 

[This  is  the  hardest  part  of  this  mail.  The  intention  was  very  much  to  create  a  partnership,  and  I  do  feel  that  we  would  be 
having  a  different  conversation  right  now  had  single-name  CDS  not  rallied  so  dramatically.  I  have  worked  with  you  and 
your  team  for  a  long  while  through  a  variety  of  crises  -  hopefully  you  will  keep  that  in  mind  when  evaluating  my  (and  my 
firm's)  motives  in  facilitating  this  trade  for  you.  I  can't  do  a  good  job  giving  you  comfort  on  the  ultimate  outcome  of  RMBS 
protection.  But  I  can  tell  you  that  the  tightening  in  single-names  over  the  past  couple  of  months  is  due  to  CDO  selling  of 
single-name  protection.  We  have  not  seen  an  improvement  in  the  fundamental  picture.  We  have  not  seen  capitulation  by 
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clients  who  have  large  shorts  in  RMBS.  We  have  not  seen  any  news  that.would  suggest  the  situation  for  subprime  RMBS 
is  improving.  Today  we  are  getting  remits  -  early  color  is  that  prepay  speeds  have  come  in  slower  than  expected,  and  that 
delinquencies  are  spiking.  Both  factors  point  to  the  fact  that  the  subprime  borrower  is  experiencing  financial  distress  and 
cannot  refinance  as  planned  (slower  prepays.)  I  do  think  the  idea  of  selling  index  protection  here  is  something  worth 
talking  about,  but  the  main  point  I  want  to  make  is  that  the  reasons  you  put  on  this  trade  (and  the  reasons  we  have  the 
same  trade  on)  still  exist.  The  investment  thesis  is  playing  out.  Whether  we  will  see  total  doomsday  for  subprime,  or 
whether  it'll  be  bad  but  not  a  complete  disaster,  is  yet  to  be  seen.  But  my  opinion  is  that  this  is  not  a  good  time  to  get  out 
of  your  protection  -  you  would  be  acting  on  a  technical,  not  on  a  change  in  the  fundamentals.] 

Let  me  know  your  or  GS  strategist's  thoughts. 

[I'd  like  to  get  you  the  remit  info  as  it  comes  out.  Initial  read  on  today's  numbers  shows  all  three  indices  have  increases  in 
60+  delinquencies  of  over  1%  relative  to  last  month.  We  will  be  doing  some  analysis  over  the  weekend.  On  Tuesday  I'd 
like  to  present  you  with  my  strategist's  thoughts.  We  can  also  speak  with  my  head  single-name  trader,  Deeb.  We'll  give 
you  the  straight  facts,  our  opinions,  and  then  we  will  do  any  additional  analytical  work  that  you  would  like  us  to  perform. 
Hopefully  we  can  be  helpful  to  you  as  you  evaluate  your  options  at  this  stage.] 

Thanks, 
Ryan 


From:  Raazi,  Cactus  [mailto:Cactus.Raazi@gs.com] 

Sent:  Thursday,  May  24,  2007  4:08  PM 

To:  Jonathan  Kalikow;  Ryan  Rolfert 

Subject:  Jon  &  Ryan:  Our  thoughts  on  single-A  RMBS  CDS 

We  have  seen  the  mkt  for  single-A  RMBS  CDS  tighten  meaningfully  over  the  past  couple  of  months  -  in  particular  over  the 
last  month.  In  considering  whether  to  buy  or  sell  protection  at  the  current  levels,  it  is  important  to  bear  in  mind  the 
following  fundamentals: 

1 )  Thus  far,  delinquency  patterns  look  to  be  about  as  bad  as,  but  not  meaningfully  worse  than  the  peak  delinquencies  we 
saw  in  2000.  Some  of  the  CDS  pricing  we  saw  in  the  mkt  (especially  in  BBB-)  implied  a  delinquency/default  experience 
worse  than  what  we  experienced  in  2000  -  certainly  possible  but  not  yet  observed.  That  said,  we  are  now  heading  into 
resets  on  late  '05  production  deals.  It's  tough  to  correctly  forecast  the  effects  of  the  recent  subprime  credit  crunch  on  late 
'05  deals,  but  the  general  consensus  is  that  the  typical  subprime  borrower  is  going  to  have  a  tough  time  qualifying  for  a 
new  loan  on  their  property  absent  of  a  meaningful  equity  cushion.  Remits  over  the  next  six  months  could  show  an  uptick 
in  delinquencies  on  late  '05  originations  as  borrowers  struggle  with  higher  payments. . 

2)  Housing  prices  continue  to  deteriorate.  The  rally  we  have  seen  in  RMBS  spreads  over  the  past  weeks  turns  a  blind  eye 
to  the  fundamental  fact  that  home  prices  are  deteriorating.  If  home  prices  continue  to  deteriorate  we  are  going  to  see 
higher  severities  as  borrowers  default.  As  an  example,  today's  new  home  sales  number  showed  a  strong  topline  sales 
number  but  an  11%  decline  in  average  price.  A  similar  decline  in  existing  home  prices  would  be  devastating  for  many  of 
the  late  '05  and  '06  originated  subprime  deals. 

3)  Please  bear  in  mind  that  06-1  single-A  index  (2H  '05  deals)  is  trading  at  100bps  mid,  and  the  06-2  single-A  index  (1 H 
'06  deals)  is  trading  at  170  mid.  Your  single-names  are  trading  meaningfully  tight  to  the  index  despite  very  similar 
aggregate  credit  characteristics. 

My  strategist  feels  that  late  '05  single-A  protection  at  50bps  doesn't  have  much  room  to  tighten  further  absent  of  sharply 
positive  news.  2006  single-A  protection  at  100  could  rally  in  the  absence  of  bad  news.  Alternatively,  '06  vintage  protection 
also  has  less  HPA  build  into  it  than  '05  production. 

On  a  technical  note,  there  has  been  better  selling  of  CDS  over  the  past  few  weeks  from  the  CDO  community  -  and  few 
buyers.  Recently,  we  have  seen  buyers  of  protection  emerge  at  these  tight  spread  levels.  In  fact,  some  spreads  are  all  the 
way  back  to  Fall  '06  levels  despite  the  sharp  deterioration  in  the  fundamental  picture. 

I  can't  tell  you  which  way  the  mkt  is  going  to  go,  but  I  think  if  you  look  at  where  single-A  protection  is  currently  trading,  the 
more  likely  direction  for  spreads  is  wider.  This  is  particularly  true  of  '05  protection  given  imminent  resets  and  the  very  tight 
spread  levels.  GS  will  have  additional  fundamental  research  on  subprime  mortgages  as  remits  come  in.  We  will  keep  our 
analysis  in  front  of  you. 

PLEASE  come  back  to  me  with  any  questions  you  may  have. 
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From: 
Sent: 
To: 
Subject: 


Salem,  Deeb 

Thursday,  May  31 ,  2007  12:18  PM 

Gaddi,  Robert;  Chin,  Edwin;  Swenson,  Michael 

RE:  Stark  CDO  CDS  potential  trade  5/31 


you  couldnt  be  more  wrong  robert 


From:  Gaddi,  Robert 

Sent:  Thursday,  May  31,  2007  12: 17  PM 

To:  Chin,  Edwin;  Salem,  Deeb;  Swenson,  Michael 

Subject:  Stark  CDO  CDS  potential  trade  5/31 

Stark  has  an  interest  in  looking  at  this  trade;  but  here  is  an  obstacle  that  we  need  to  address: 
They  feel  Goldman  is  very  inconsistent  in  the  single  name  HEL  CDS  marks  that  we  provide  them.  We  are  drastically 
different  in  marking  positions  versus  other  dealers.  It  is  an  annoyance  that  would  potentially  limit  their  interest  in 
putting  on  incremental  CDS  trades.  I  can  name  specific  examples  if  you  would  like.  Please  advise. 

Goldman,  Sachs  &  Co. ' 

71  South  Wacker  Drive,  Suite  500  Chicago,  IL  60606 

Tel:  312-655-4895  |  Fax:  312-655-5368 

e-mail:  robert.gaddi@gs.com 

Sacks 

Robert  S.  Gaddi 

Vice  President 

Fixed  Income  Currency  &  Commodities  Division 
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Valuation  &  Pricing  Related  to  Transactions  with  AIG 

In  July  2007,  as  the  housing  market  continued  to  deteriorate,  financial  markets  began  to 
significantly  re-price  risk  in  U.S.  mortgage  products,  including  super  senior  Co  lateralized  Debt 
Obligations  (CDOs).  As  required  by  US  GAAP,  our  policy  of  fair  value  accounting  when 
recognizes  the  value  of  an  asset  or  liability  as  the  price  at  which  willing  buyers  and  sellers 
transact,  prompted  us,  as  always,  to  mark  our  positions  to  the  then  prevailing  market  prices. 
We  believe  our  marks  were  accurate  and  reflected  the  value  markets  were  placing  on  the 
transactions. 

Over  subsequent  weeks  and  months,  we  made  collateral  calls  to  AIG,  and  other  counterparties, 
consistent  with  the  further  deterioration  in  the  market.  We  made  those  collateral  calls  based  on 
prices  that  reflected  the  deteriorating  conditions  in  the  market  for  the  underly.ng  collateral  in 
Residential  Mortgage  Backed  Securities  (RMBS)  and  CDOs  and  specific  transact.ons  in 
comparable  securities  -  transactions  in  which  we  acted  as  a  market  maker  and  transactions  we 
observed  between  other  market  participants.  Goldman  Sachs  called  for  and  paid  (known  as 
"posting")  collateral  consistent  with  the  marks  we  used  for  our  internal  and  external  reporting 
purposes  as  well  as  for  our  own  collateral  posti  ng  calculations. 

The  foundation  of  our  approach  to  risk  management  is  based  upon  disciplined  mark-to-market 
accounting    This  involves  the  daily  practice  of  valuing  the  firm's  assets  and  liabilities  to  current 
market  levels  -  that  is,  the  value  one  might  expect  to  find  on  the  open  market.  W.thout  a 
realistic  view  of  our  own  financial  position,  we  would  not  be  able  to  properly  assess  or  manage 
our  risk    Goldman  Sachs  is  one  of  the  few  financial  institutions  in  the  world  that  carries  virtually 
all  financial  instruments  held  in  its  inventory  at  current  market  value,  with  any  changes  reflected 
immediately  in  our  risk  management  systems. 
Significant  Trading  Activity  On  Behalf  of  Clients  Informed  Pricing 

Throughout  2007  and  2008,  Goldm  an  Sachs  was  an  active  market  maker  in  cash  and  credit 

default  swap  (CDS)  mortgage  products.  This  market  activity  provided  a  strong  foundation  for 

our  marks: 

For  example,  from  May  2007  through  November  2008,  our  Mortgage  Departm  ent  bought  and 

sold  approximately: 

.     $85  billion  notional  amount  of  the  ABX  and  TABX  indices,  representing  5,000  trades 

.     $17  billion  principal  amount  of  RMBS  cash  securities,  representing  2,000  trades 

.     $32  billion  notional  amount  of  RMBS  CDS,  comprising  5,000  trades 

.     $5  billion  principal  amount  of  CDO  cash  securities,  in  more  than  350  trades 

.     $16  billion  notional  amount  of  CDO  CDS,  in  more  than  800  trades 

The  following  graphs  provide  for  RMBS  and  CDOs  the  total  notional  traded  and  trade  count  on  a 
monthly  basis  from  May  of  2007  through  November  2008.  In  addition,  we  have  prov.ded.to  the 
Commission  the  detailed  list  of  all  transactions  executed  during  that  tim  e  (bearing  products 
number  GS  MBS  0000039095) . 
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How  We  Determined  Pricing 

Our  marks  were  based  upon  the  best  available  m  arket  Information  at  the  «™  including 

obse'ed  trades,  actionable  bids  or  o  ffers  from  other  parties,  and  other  market  ,nforma.,on 

sourced  through  our  franchise. 

Consistent  with  other  cash  and  derivative  markets,  it  was  not  unusual  for  there  to  be  an 

absence  of CnsTctions  in  specific  RMBS,  CDO  securities  and  derivatives.  In  additior ,,  certain 

securities  often  had  oniy  one  or  a  limited  numbers  of  holders.  As  a  result,  we  used  obse^ed 

Tansa^onlTn  comparable  instruments  (e.g.,  instruments  having  simi.ar  underlying  collateral. 

structure,  and/or  risk/reward  profile)  to  help  inform  our  valuations. 

Market  information  we  used  in  connection  with  determining  valuations  extended  beyond  trades 

Sb=orw=e=c^= 

pricing  information  from  client  feedback  as  well  as  other  market  color. 

=  :n^,nSo^ 

led  The  unde^y  m9  c0„a,eral  based  upon  the  best  available  market  informabon  for  the 

underlying  RMBS  and  other  securities  at  that  ti  me. 

This  NAV  analysis  incorporated  additional  factors  into  the  valuation  process.  For  example: 
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.     CDO  securities  began  to  trade  at  a  discount  to  NAV-implied  values  as  market 
participants  penalized  less  liquid  and  complex  instruments  during  the  market 
deterioration  in  2007  and  2008; 

.     Valuations  of  the  CDO  securities  reflected  the  allocation  of  NAV  across  the  CDO  s 
capital  structure  (e.g.,  senior  classes  vs.  subordinate  classes). 

While  a  certain  degree  of  judgment  was  necessary  in  these  valuations,  we  were  able  to  access 
Te  best  available  market  information  to  price  these  CDO  securities  and  to  ensure  that  our 
pricing  represented  actual  fair  market  values  at  the  time. 
Market  Moves.  Fvamnles  of  Comparable  Transactions  and  Timeline 
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The  above  graph  depicts  Goldman  Sachs'  weighted  average  price  of  the  back-to-back  CDO 
trades  (ie   traL  in  which  AIG  sold  credit  protection  to  Goldman  Sachs  and  Goldman  Sachs 
sold  credH  protection  to  another  cou  nterparty  referencing  the  same  security    hereafter  referred 
to  as  the  "AIG  portfolio".  These  trades  constituted  the  substantial  m  ajonty  of  the  CDS 
transactions  we  undertook  with  AIG.  AIG'.  CDO  trades  predominantly  consisted  of  ^jrade 
typically  doub.e-A  average  rating)  and  mezzanine  (typically  triple-B  average  rating)  CDO   from 
he  2003  to  early  2006  vintages.  Also  shown  are  two  indices  referencing  «^«™%* 
issued  in  the  second  half  of  2005  -  the  double-A  rated  and  triple-B  rated  tranches  of  the  ABX 
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06-1  index.  These  indices  represented  the  most  liquid  and  observable  proxy  for  the  vintage  and 
ratings  of  the  RMBS  underlying  the  AIG  CDO  positions. 

From  July  of  2007  through  November  of  2008  there  was  observable  market  data  which  provided 
the  basis  for  our  collateral  requests  to  AIG. 

A)    July  2007: 

.     In  mid-July  2007,  before  our  first  collateral  call  to  AIG ,  rating  agencies  downgraded 
hundreds  of  subprime  RMBS  and  put  hundreds  more  securities  on  watch  for  further 
downgrades.  With  tens  of  billions  of  dollars  of  subprime  securities  negatively  impacted, 
ABX  and  subprime  RMBS  prices  dropped  sharply  and  significantly  over  the  month. 

o    Specifically,  in  July,  the  ABX  06-1  AA  index  dropped  7  points  from  $100  to  $93, 
and  ABX  06-1  BBB  index  dropped  21  points  from  $86  to  $65.  At  the  time,  these 
were  unprecedented  drops  and  new  market  lows. 

.     Over  the  course  of  July,  after  the  subprime  ratings  downgrades,  a  number  of  our  clients 
requested  that  dealers  bid  on  more  than  $1  billion  of  CDO  risk.  Clients  wanted  to  sell 
their  risk,  but  frequently  could  not  find  buyers  at  prices  they  liked. 

.     Dealers  were  aggressively  buying  CDS  protection  on  CDOs  across  the  vintage 

spectrum  During  July  2007,  we  observed  CDS  on  subordinate  classes  from  2005  and 
earlier  vintage  C  DOs  trading  at  70  cents  on  the  dollar  or  lower  in  competitive  auctions. 
In  particular,  this  was  the  case  for  high  grade  CDOs  such  as  ALTS  2005-1A,  ALTS 
2005-2A  and  BUCK  2005-2A  and  mezzanine  CDOs  such  as  DUKEF  2005-9A,  GSCSF 
2005-1 A  PS  2A,  SCF  5A,  TOPG  2005-2A  and  T  RNTY  2005-1  A.  Although,  of  the  above 
CDOs  only  ALTS  2005-2A  CDO  was  specifically  referenced  in  the  AIG  portfolio,  the 
observed  transactions  clearly  substantiated  widespread  re- pricing  of  2005  and  earlier 
vintage  CDOs  in  the  market. 

.     In  July,  we  traded  approximately  $14  billion  RMBS  and  approximately  $1  billion  CDOs 
across  cash  securities,  single  name  CDS,  and  CDS  indices. 

.     The  observed  significant  re-pricing  of  CDO  liabilities  and  the  relevant  market  moves 
necessitated  the  initial  collateral  call  to  AIG,  as  illustrated  by  the  graph  on  page  4. 

B)  October  -  November  2007: 

.     During  October  and  Novem  ber  2007,  based  upo  n  increasing  delinquencies  and  clear 
credit  deterioration  in  underly  ing  subprime  RMBS,  rating  agencies  downgraded  dozens 
of  CDO  transactions  with  billions  of  dollars  in  outstanding  securities.  CDO  prices 
continued  to  fall  during  this  period,  as  the  following  examples  reflect. 
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.     On  October  17*.  we  bought  at  70  cents  on  the  dollar  ALTS 52005 -1 A  B  *« i  dc »uble-A 
rated  subordinate  tranche  from  a  2005  vintage  high  grade  CDO.  T  he  ALTS  2005-1 A 
CDO  is  very  similar  to  the  ALTS  2005-2A  CDO  on  which  AIG  had  written  super  sen.or 
protection  to  Goldman  Sachs.  In  particular,  the  two  ALTS  CDOs  have  similar  type  and 
vintage  of  collateral,  similar  structures  and  the  same  collateral  manager.  The  trade  on 
the  subordinate  ALTS  2005-1 A  B  tranche  at  70  clearly  demonstrated  that  market  pricing 
at  the  time  reflected  a  significant  degree  of  stress  for  2005  vintage  high  g  rade  CDOs. 
On  October  30th,  the  mark  we  used  for  the  AIG  collateral  call  on  ALTS  2005-2A  super 
senior  was  87. 

.     On  November  30th,  we  owned  SMSTR  2004-1 A  A1 ,  the  super  senior  class  of  a  2004 
vintage  mezzanine  CDO,  marked  on  our  books  at  a  price  of  68.  We  viewed  this 
particular  security  as  better  quality  and  more  desirable  versus  the  mezzanine  CDO 
transactions  in  the  AIG  portfolio,  which  had  a  weighted  average  price  of  approximate  y 
69  as  of  November  30th  in  the  AIG  collateral  call.  SMSTR  2004-1 A  A1  was  ultimately 
sold  on  May  7,  2008  at  56  cents  on  the  dollar. 

.     From  the  beginning  of  October  through  the  end  of  November  2007,  the  ABX  06-1  AA 
index  dropped  9  points  from  $95  to  $86  and  ABX  06-1  BBB  index  dropped  28  po.nts 
from  $61  to  $33,  as  illustrated  by  the  graph  on  page  4. 

.     During  this  period,  we  traded  more  than  $1 3  billion  RMBS  and  approximately  $700 
million  CDOs  across  cash  securities,  single  name  CDS  and  CDS  indices. 

C)  December 2007 -January 2008: 

.     Cash  CDO  trading  activity  picked  up  considerably  in  late  2007  and  into  early  2008.  In 
December  2007,  we  purchased  almost  $800  million  notional  of  various  sen.or  and 
subordinate  CDO  securities. 

.     On  November  13th  and  .14th,  we  purchased  at  a  blended  price  of  approximately  43  cents 
on  the  dollar  almost  $67  million  of  GLCR  2006-4A  A1 ,  an  early  2006  vintage  mezzanine 
CDO  This  transaction  was  comparable  to  specific  line  items  in  the  AIG  CDO  portfolio >  in 
particular  SCF  8A  A1 ,  which  was  marked  at  55  cents  on  the  dollar  as  of  November  30th. 

.     We  observed  that  approximately  $90  million  of  the  super  senior  class  from .TRAIN I  3A 
A1  a  2003  vintage  mezzanine  CDO,  traded  at  a  pproximately  70  cents  on  the  dollar. 
Although  this  specific  bond  was  not  in  AIG's  portfolio,  this  observation  clearly 

substantiated  the  fact  that  even  highly  seasoned  super  senior  CDO  tranches  traded  at  a 

significant  discount  to  par  value  at  the  time. 

.     From  the  beginning  of  December  2007  through  the  end  of  January  2008,  the  ABX  06-1 
AATndex  dropped  2  points  from  $86  to  $84  and  the  ABX  06-1  BBB  index  dropped  4 
points  from  $33  to  $29,  as  illustrated  by  the  graph  on  page  4. 
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.     During  this  period,  we  traded  approximately  $7  billion  RMBS  and  approximately  $1 .4 
billion  CDOs  across  cash  securities,  single  name  CDS  and  CDS  indices. 

D)  February-March  2008: 

.     The  RMBS  and  CDO  markets  became  further  stressed  in  February  and  March  2008  as 
Bear  Stearns  nearly  failed,  the  hedge  fund  Peloton  Partners  collapsed  and  other 
mortgage  participants  experienced  financial  distress  and  investors  were  concerned  that 
a  substantial  amount  of  assets  would  be  sold  into  the  market. 

.     On  February  1 3th,  we  facilitated  a  client  unwind  of  $296  million  notional  credit  protection 
referencing  the  super  senior  tranche  of  ALTS  2006-3A,  an  early  2006  vintage  h.gh  grade 
CDO  at  approximately  30  cents  on  the  dollar.  This  high  grade  CDO  security  was  similar 
to  early  2006  vintage  high  grade  CDOs  on  which  AIG  had  sold  Goldman  Sachs  credit  ^ 
protection,  and  in  particular  WESTC  2006-1 A  which  was  marked  at  33  on  February  29  . 

.     On  March  28th,  we  purchased  $38  million  of  the  super  senior  class  of  the  same  ALTS 
2006-3A  high  grade  CDO  at  approxi  mately  32  cents  on  the  dollar  from  a  different  client. 
The  price  of  WESTC  2006-1 A  super  senior  was  marked  at  33  on  March  28   . 

.     From  the  beginning  of  February  through  the  end  of  March  2008,  the  ABX  06-1  AA  index 
dropped  13  points  from  $83  to  $70  and  ABX  06-1  BBB  index  dropped  1 1  po.nts  from  $29 
to  $18,  as  illustrated"  by  the  graph  on  page  4. 

.     During  this  period,  we  traded  approximately  $21  billion  RMBS  and  approximately  $1 .4 
billion  CDOs  across  cash  securities,  single  name  CDS  and  CDS  indices. 

CDO  Valuation  Discussion  with  AIG 

Throughout  the  period  of  the  collateral  dispute,  we  continued  to  augment  and  refine  tools  to 
provide  additional  analy  sis  for  our  valuations. 

In  particular,  in  January  2008,  in  order  to  have  a  very  detailed  dialogue  with  AIG  about  our 
pricing,  we  performed  an  extensive  analysis  on  our  CDO  transactions  with  AIG. 

.     ALTS  2005-2A  A1  is  a  super  senior  tranche  from  a  late  2005  vintage  high  grade  CDO. 
The  valuation  approach  we  used  began  with  the  underlying  portfolio  net  asset  value 
("NAV")    The  underlying  portfolio  was  96%  RMBS,  comprised  of  alt-A  (43%),  subpnme 
(36%)  and  prime  (15%),  with  the  other  4%  of  the  portfolio  comprised  of  various  other 
types  of  asset  backed  securities.  Almost  95%  of  the  collateral  was  issued  in  2005  and 
had  original  ratings  of  triple-A  (46%),  double-A  (25%)  and  single-A  (29%).    Informed  by 
our  market  making  activities  in  RMBS,  Goldman  Sachs  used  the  large  amount  of 
available  trade  information  to  price  the  underlying  assets.  The  result  of  this  analysis  was 
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an  average  price  of  $73  for  alt-A.  $67  for  subprime  and  $87  for  prime  arriving  at  a 
weighted  average  portfolio  NAV  of  approximately  71  cents  on  the  dollar. 

The  super  senior  notes  comprised  approximately  87.1%  of  the  overall  CDO  capital 
structure  Therefore,  the  portfolio  market  value  was  equal  to  approximately  81 .4  /„  of  the 
face  amount  of  the  super  senior  class  (71 .0/87.1) .  The  portfolio  NAV  divided  by  the 
super  senior  tranche  size  ignores  the  cashflows  owed  as  well  as  the  value  of  the  other 
parts  of  the  CDO  capital  structure,  such  as  subordinate  tranches,  swap  counterparties 
and  other  fees  and  expenses  (collectively  referred  to  as  cashflow  "leakage').  For  ALTS 
2005-2A  A1 ,  we  estimated  the  leakage  (using  market  pricing  for  the  subordinate  CDO 
liabilities  and  the  embedded  fixed/floating  interest  rate  swap)  to  be  approximately  6  /o  of 
the  super  senior  face  amount.  Deducting  this  6%  leakage  from  81 .4%  resulted  in  a 
NAV-based  calculated  value  of  75.4  for  the  super  senior  tranche. 

Goldman  Sachs'  bid  and  offer  for  ALTS  2005-2A  A1  was  67.5  /  77.5,  further  informed  by 
the  market  supply/demand  dynamic,  other  market  pricing  information,  in  depth  portfolio 
analysis  and  relative  value  tools.  The  mid-market  price  of  72.5  was  used  for  purposes  of 
margining  the  CDS  protection  with  AIG. 

BROD  2005-1 A  A1NA  and  A1B1  are  pari  passu  super  senior  tranches  from  a  2005 
vintage  high  grade  CDO  issued  in  late  2005.  The  underlying  portfolio  was  80%  RMBS. 
comprised  of  subprime  (45%),  alt-A  (26%),  and  prime  (9%),  with  the  other  20%  of  the 
portfolio  comprised  mostly  of  CDOs.  Over  90%  of  the  collateral  was  issued  >n  2005  and 
had  original  ratings  of  trip.e-A  (25%),  doub,e-A  (47%)  and  sing«e-A  (27%)  Informed  by 
our  market  making  activities  in  RMBS  and  other  products,  Goldman  Sachs  used  the 
large  amount  of  available  trade  information  to  price  the  underlying  assets^  The  result  of 
this  analysis  was  an  average  price  of  $57  for  2005  collateral  and  $70  for  2004  v.ntage 
collateral  arriving  at  an  NAV  of  57  cents  on  the  dollar. 

The  super  senior  class  comprised  approximately  84.0%  of  the  overall  CDO  capital 
structure.  The  leakage  was  estimated  to  be  approximately  4.0%  of  the  super  senior 
class  face  amount  on  this  date.  Therefore,  the  NAV-based  calculated  value  was  64.4 
(i.e.,  57.5/84.0-4.0). 

Incorporating  the  market  supply/demand  dynamic  and  other  market  pricing  information, 
our  bid  and  offer  for  BROD  2005-1 A  A1NA  and  A1B1  was  55  /  65.  The  m.d-market  price 
of  60  was  used  for  purposes  of  margining  the  CDS  protection  with  AIG. 

.     SCF  8A  A1NV  is  an  early  2006  vintage  mezzanine  super  senior  CDO.  The  underlying 
portfolio  was  88%  RMBS,  comprised  mostly  of  subprime  (73%)  and  alt-A  (14% ,  with the 
other  12%  of  the  portfolio  consisted  mostly  of  CDOs  and  CMBS.  More ;  than 85%  of  the 
collateral  was  issued  in  2005  or  later  and  had  original  ratings  of  tnple-B  (98  /o),  and 
single-A  (2%).  Informed  by  our  market  making  activities  in  RMBS  and  other  products, 
we  used  the  large  amount  of  available  trade  information  to  price  »e  "ndwlymg  i asseto 
The  result  of  this  analysis  was  an  average  price  of  $43  for  the  RMBS,  $86  for  the  CMBS 
and  $5  for  the  CDOs,  resulting  in  a  portfolio  NAV  of  41  cents  on  the  dollar. 
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The  super  senior  class  size  was  68.1%  of  the  overall  CDO  capital  structure.  We 
estimated  the  leakage  to  be  approximately  10.6%  of  the  super  senior  class  face  amount. 
Therefore,  the  NAV-based  value  was  49.4. 

Incorporating  the  market  supply/demand  dynamic  and  other  market  pricing  information, 
our  bid  and  offer  for  SCF  8A  A1 NV  was  37.5  /  47.5.  The  m id-market  price  of  42.5  was 
used  for  purposes  of  margining  the  CDS  protection  with  AIG. 

Although  we  did  not  conduct  the  sa  me  level  of  analysis  as  the  January  2008  exercise 
summarized  above,  throughout  the  course  of  our  collateral  dispute  with  AIG  we  performed 
analyses  of  comparable  transactions  and  actionable  bids  and  of  fers  using  a  similar 
methodology. 

Conclusion 

We  believe  that  our  marks  on  the  GS-AIG  trades  were  accurate  for  a  number  of  reasons, 
including: 

•  As  we  have  demonstrated,  our  fair  value  marks  were  based  upon  the  best  available 
market  information  at  that  time  because  we  were  an  active  market  maker  in  cash  and 
credit  default  swap  mortgage  prod  ucts  throughout  2007  and  2008. 

•  We  were  willing  and  ready  to  make  a  two-way  market.  If  AIG  believed  that  our  marks 
were  too  low  relative  to  the  rest  of  the  market,  it  could  have  bought  additional  risk  at 
those  significantly  lower  prices.  It  did  not. 

•  We  told  AIG  that  it  could  offer  our  prices  to  other  counterparties  in  an  effort  to  find 
clearing  levels  for  the  specific  reference  obligations  if  it  was  not  interested  in  adding  risk . 

•  The  prices  at  which  we  marked  the  securities  were  consistent  with  the  prices  we  had  on 
similar  securities  that  we  held  in  our  inventory. 

•  We  used  consistent  prices  to  post  collateral  to  clients  on  the  other  side  of  the  AIG 
transactions. 

•  We  felt  confident  enough  in  the  accuracy  of  our  marks  to  pay  a  premium  to  other 
financial  institutions  in  order  to  hedge  our  uncollaterali  zed  credit  risk  to  AIG. 

We  questioned  AIG's  view  of  the  value  of  super  senior  CDO  risk  they  insured  because: 

•  We  provided  our  individual  m  arks  to  AIG  on  a  daily  basis,  but  AIG  did  not  provide  us  w  ith 
its  marks,  despite  repeated  requests  to  do  so.  This  was  not  consistent  with  how  other 
counterparties  looked  to  resolve  valuation  disputes. 

•  AIG  stated  on  numerous  occasions  in  our  discussions  with  them  that  they  were  not 
actively  trading  in  the  market. 

•  AIG  depended  on  third  party  marks  but  confirmed  on  multiple  occasions  that  it  could  not 
buy  or  sell  on  those  prices.  In  other  words,  the  marks  they  cited  were  not  actionable. 

•  During  early  discussions  with  AIG,  they  stated  they  were  looking  at  their  positions  on  a 
"more  fundamental'^basis  and  were  accordingly  not  incorporating  actual  current  market 
values. 

Indeed,  as  AIG  stated  during  its  testimony  before  the  FCIC,  it  did  not  have  an  internal  pricing 
system  to  value  the  securities  on  which  they  sold  credit  protection  until  December  2007. 
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From:  Swenson,  Michael 

Sent:  Thursday,  May  31 ,  2007  1 2:35  PM 

To:  Gaddi,  Robert 

Subject:  RE:  Stark  CDO  CDS  potential  trade  5/31 

You  need  to  manage  their  opinions  on  marks  -  that  has  been  fully  vetted  over  here 


From:  Gaddi,  Robert 

Sent:  Thursday,  May  31,  2007  12:34  PM 

To:  Swenson,  Michael 

Subject:  RE:  Stark  CDO  CDS  potential  trade  5/31 

I  know.  Just  stating  that  I  want  to  team  up  with  you  guys.  It  is  based  on  the  simple  frustration  I've  had  with  Stark  They 

are  printinq  business  and  we  can't  seem  to  hit.  Like  I  said  yseterday: 

NIMs 

Reremic  NIMs 

Residuals 

Whole  loan  packages 

CDO  equity 

Their  opinions  on  our  marks 

The  list  is  long. 


From:  Swenson,  Michael 

Sent:  Thursday,  May  31,  2007  11:30  AM 

To:  Gaddi,  Robert 

Subject:  RE:  Stark  CDO  CDS  potential  trade  5/31 


You  make  it  sound  like  it  is  impossible  -  this  trade  is  not  broadly  disseminated  (we 
can  not  print  a  lot  of  it  and  many  people  ask  for  it) 


From:  Gaddi,  Robert 

Sent:  Thursday,  May  31,  2007  12:29  PM 

To:  Swenson,  Michael 

Subject:  RE:  Stark  CDO  CDS  potential  trade  5/31 


I  am  trying  to  work  with  you  guys. 


From:  Swenson,  Michael 

Sent:  Thursday,  May  31,  2007  1 1 :  27  AM 

To:  Gaddi,  Robert 

Subject:  RE:  Stark  CDO  CDS  potential  trade  5/31 


ok 


From:  Gaddi,  Robert 

Sent:  Thursday,  May  31,  2007  12:26  PM 

To:  Swenson,  Michael 

Subject:  RE:  Stark  CDO  CDS  potential  trade  5/31 

OK.  Fair  enough.  I'd  like  you  to  spearhead  any  call. 


From:  Swenson,  Michael 

Sent:  Thursday,  May  31,  2007  11:23  AM 

To:  Gaddi,  Robert;  Chin,  Edwin;  Salem,  Deeb 
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Subject:  RE:  Stark  CDO  CDS  potential  trade  5/31 


Frankly  we  believe  we  are  best  in  class  and  have  numerous  data  from 
controllers,  collateral  posting  and  markit  data  (the  company  not  market) 
that  reflect  upon  this.   This  process  is  thoroughly  reviewed  by  all 
levels  of  senior  management  at  GS . 

However,  they  are  the  client  and  they  are  allowed  to  feel  that  way  .  .  . 
Unlike  other  dealers  we  stand  by  our  marks  and  are  willing  to  transact 
in  the  context  of  our  marks.   We  are  happy  to  address  that  if  they  wish. 

We  also  do  not  mark  our  book  wide  if  we  are  long  protection  and  tight ; if 
we  are  short .  we  mark  to  market . 


From:  Gaddi,  Robert 

Sent:  Thursday,  May  31,  2007  12: 17  PM 

To:  Chin,  Edwin;  Salem,  Deeb;  Swenson,  Michael 

Subject:  Stark  CDO  CDS  potential  trade  5/31 


Stark  has  an  interest  in  looking  at  this  trade;  but  here  is  an  obstacle  that  we  need  to  address: 
They  feel  Goldman  is  very  inconsistent  in  the  single  name  HEL  CDS  marks  that  we  provide 
them.  We  are  drastically  different  in  marking  positions  versus  other  dealers.  It  is  an 
annoyance  that  would  potentially  limit  their  interest  in  putting  on  incremental  CDS  trades.  I 
can  name  specific  examples  if  you  would  like.  Please  advise. 

Goldman,  Sachs  &  Co. 

71  South  Wacker  Drive,  Suite  500  Chicago,  IL  60606 

Tel :  31 2-655-4895  |  Fax:  31 2-655-5368 

e-mail:  robert.gaddi@gs.com 

Saefss 
Robert  S.  Gaddi 

Vice  President 

Rxed  Income  Currency  &  Commodities  Division 
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From: 
Sent: 
To: 
Subject: 


Swenson,  Michael 

Thursday,  June  07,  2007  9:34  PM 

Lehman,  David  A. 

Re:  BSAM  Post 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


No   not   really 

Original  Message  

From:  Lehman,  David  A. 

To:  Swenson,.  Michael 

Sent:  Thu  Jun  07  21:20:03  2007 

Subject:  Re:  BSAM  Post 

Ur  fired  up  tonight 


David  A.  Lehman 

Goldman,  Sachs  S  Co. 

85  Broad  Street   |   New  York,  NY  10004 

Tel:  212-902-2927   |   Fax:  212-902-1691 

e-mail:  david.lehman@gs.com 


|   Mob:  917- 


Original  Message  

From:  Swenson,  Michael 

To:  Lehman,  David  A. 

Sent:  Thu  Jun  07  21:15:35  2007 

Subject:  Re:  BSAM  Post 

He  is  done 

Original  Message  

From:  Lehman,  David.  A. 

To:  Swenson,  Michael 

Sent:  Thu  Jun  07  21:13:37  2007 

Subject:  Re:  BSAM  Post 

I  disagree  on  this  one 

Let's  talk  tomorrow 


David  A.  Lehman 

Goldman,  Sachs  &  Co. 

85  Broad  Street   |   New  York,  NY  10004 

Tel:  212-902-2927   |   Fax:  212-902-1691 

e-mail :  david . lehman@gs . com 


|   Mob:  917( 
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Original  Message  

From:  Swenson,  Michael 

To:  Lehman,  David  A. 

Sent:  Thu  Jun  07  21:11:47  2007 

Subject:  Re:  BSAM  Post 

A  lot 

Original  Message  

From:  Lehman,  David  A. 

To:  Swenson,  Michael 

Sent:  Thu  Jun  07  21:10:35  2007 

Subject:  Re:  BSAM  Post 

How  much  do  u  want  to  mark  him  by? 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


David  A.  Lehman 

Goldman,  Sachs  &  Co. 

85  Broad  Street   |   New  York,  NY  10004 

Tel:  212-902-2927   I   Fax:  212-902-1691   |   Mob:  917- 

e-mail:  david.lehman@gs.com 


Original  Message  

From:  Swenson,  Michael 

To:  Lehman,  David  A. 

Sent:  Thu  Jun  07  21:09:43  2007 

Subject:  Re:  BSAM  Post 

We  need  to  mark  him  he  is  the  biggest  elephant  by  far  and  it  has  an  impact  on  the  m$arket 

Original  Message  

From:  Lehman,  David  A. 

To:  Swenson,  Michael 

Sent:  Thu  Jun  07  21:07:36  2007 

Subject:  Re:  BSAM  Post 

Told  Egol  I'm  comfortable  w/  the  prices,  especially  when  u  include  the  5  pt  HC 

Don't  think  marling  him  down  1  or  2  pts  makes  sense  or  sends  the  right  message 

I  wud  run  it  by  Dan  and  get  his  take 

He  already  took  the  riskiest  tranche  off  the  line  and  we  just  have  the  60-80  and  80-90 
tranche 

If  Sparks  feels  like  u  and  Egol  I  wud  go  for  it,  but  my  opinion  is  that  the  Firm  is 
appropriatley  protected  w/  current  HC  and  mark 


David  A.  Lehman 
Goldman,  Sachs  &  Co. 
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85  Broad  Street   |   New  York,  NY  10004 
Tel:  212-902-2927   |   Fax:  212-902-1691 
e-mail:  david.lehman@gs.com 


|   Mob:  917H 


Original  Message  

From:  Swenson,  Michael 

To:  Lehman,  David  A. 

Sent:  Thu  Jun  07  20:59:12  2007 

Subject:  Fw:  BSAM  Post 

1  am  on  the  same  pageas  egol  we  nEed  to  mark  hinm 

Original  Message  

From:  Mullen,  Donald 

To:  Swenson,  Michael;  Lehman,  David  A. 
Sent:  Thu  Jun  07  20:52:43  2007 
Subject:  Fw:  BSAM  Post 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


ienT       I 
igations  I 


Fyi 


Original  Message  

From:  Ouderkirk,  Gerald 

To:  Mullen,  Donald;  Roberts,  William;  Brafman,  Lester  R 

Cc:  Davilman,  Andrew 

Sent:  Thu  Jun  07  17:44:11  2007 

Subject:  BSAM  Post 

Got  an  incoming  from  BSAM  today  via  Davilman.   It  sounds  like  given  the  noise  around  his 
fund  and  the  requests  for  redemptions,  he  would  be  open  to  entertaining  bids  on  select 
positions  in  his  portfolio.   He  sent  over  a  list  of  holdings  in  his  two  funds:  High  Grade 
Structured  Credit  Strategies  &  High  Grade  Structured  Credit  Strategies  Enhanced  Leverage. 
The  'Structured  Credit'  portion  of  these  fund  names  is  a  bit  of  a  misnomer  given  they 
contain  almost  entirely  ABS  CDO  positions.    A  brief  look  at  the  credit  positions  in  these 
two  funds  indicate  that  they  are  below  average  at  best;  lots  of  Highland,  some  Mariner, 
hardly  any  super  senior  and  quite  a  few  middle  market  exposures .   In  total  these  two 
portfolios  add  up  to  roughly  17bil  in  total  exposure  after  leverage.   It  goes  without 
saying  that  if  this  portfolio  were  to  be  released  into  the  market  the  implications  would 
be  pretty  severe.   While  we  think  that  this  is  a  very  low  probability  given  he  has  been 
granted  a  freeze  on  redemptions,  it  is  clear  that  about  30%  of  his  investors  want  out. 
His  plan  is  to  commence  a  controlled  sell-down  to  lower  leverage  and  cash  people  out 
slowly.   He  feels  given  his  redemption  freeze,  he  will  not  be  a  forced  seller.   We  are 
going  to  try  to  show  a  handful  of  bids  in  on  his  CLO  line  items  to  test  willingness  to. 
sell  and  curry  some  good  favor.   We  should  know  a  lot  more  once  we  see  his  response  to  our 
bids.   Will  keep  you  all  posted. 
-Jerry 


Jerry  Ouderkirk 

Goldman,  Sachs  &  Co. 

Secondary  CDO  &  Cat  Bond  Trading 

One  New  York  Plaza,  50th  Floor 

New  York,  NY  10004 

Tel:  (212)  902-8140 
Fax:  (212)  428-3341 


DISCLAIMER 

©  Copyright  2007  The  Goldman  Sachs  Group,  Inc.  All  rights  reserved.  See 

http://www.gs.com/disclaimer/email-salesandtrading.html  for  important  risk  disclosure, 
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From:  Chin,  Edwin 

Sent:  Thursday,  June  07,  2007  9:49  AM 

To:  Swenson,  Michael;  Salem,  Deeb 

Subject:  RE: 

I  had  drinks  with  PK  at  ellington  yesterday  and  he  is  looking  to  add  at  least  about  $500MM 
of  BBB  risk  in  the  near  term.   I  mentioned  there  was  a  hedge  fund  on  the  side  and  he  was 
very  axed  to  do  something.   He  is  also  axed  to  sell  protecton  on  dicey  single-A  names. 

Original  Message 

From:  Swenson,  Michael 
Sent:  Thursday,  June  07,  2007  9:34  AM 
To:  Salem,  Deeb;  Chin,  Edwin 
Subject:  RE: 

We  need  to  be  careful 

Original  Message 

From:  Salem,  Deeb 

Sent:  Thursday,  June  07,  2007  9:30  AM 
To:  Swenson,  Michael;  Chin,  Edwin 
Subject:  Re: 

Should  we  also  send  an  email  to  select  sales  people  in  the  mtg  sales  force  saying  that  we  r 
looking  to  buy  a  block  of  single  name  protection  vs  a  cdo  OUT  OF  COMP?  Its  a  no  lose 
situation. . .either  we  get  some  sn  protection  that  we  want  or  we  gave  these  guys  a  chance 
and  nobody  can  say  we  aren't  working  with  them 

Sent  from  my  BlackBerry  Wireless  Device 

Original  Message  

From:  Swenson,  Michael 
To:  Salem,  Deeb;  Chin,  Edwin 
Sent:  Thu  Jun  07  09:05:43  2007 
Subject:  RE: 

Great  idea 

Original  Message 

From:  Salem,  Deeb 

Sent:  Thursday,  June  07,  2007  9:04  AM 

To:  Swenson,  Michael;  Chin,  Edwin 

Subject: 

We  need  to  go  to  magnetar  and  see  if  we  can  buy  a  bunch  of  the  cdo  protection.  Nice  thing 
about  it  is  that  they  have  low  cpn  trades  that  we  can  step  into. 

Can  tell  them  we  have  a  protection  buyer,  who  is  looking  to  get  into  this  trade  now  that 
spreads  have  tightened  back  in 

Sent  from  my  BlackBerry  Wireless  Device 
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From:  Swenson,  Michael 

Sent:  Friday,  June  08,  2007  1 1 :09  AM 

To:  Case,  Benjamin;  Chin,  Edwin;  Salem,  Deeb 

Subject:  RE:  CDO  CDS  protection  offers 


Want  to  slow  down  on  cdo  protection  offers 


From:  Case,  Benjamin 

Sent:  Wednesday,  June  06,  2007  6: 14  PM 

To:  Chin,  Edwin;  Salem,  Deeb;  Swenson,  Michael 

Subject:  CDO  CDS  protection  offers 


Here's  what  I'm  thinking  for  offers  for  protection  for  Fortis  (who  said  they  want  to  buy  protection  on  names  like  Cairn 
Mezz,  Sherwood,  and  Glacier  in  the  700-800  range)  and  Pardus  (new  to  the  CDO  market  and  likes  the  idea  of  seeing 
a  slice  of  protection  from  our  book  as  a  package)  --  you  guys  ok  with  this? 

25  names,  5mm  a  name,  offer  protection  as  a  package  at  +750.  Can  kick  out  up  to  3  names  if  they  want  and  keep 
the  same  level  on  the  package. 

TOPG  2006-2A  B 

BFCGE  2006-1 A  A3L 

CRNMZ  2006-2A  C 

SHERW  2005-2A  C 

IXCBO  2006-2A  C 

MNPT  2006-2A  A4 

CAMBR  6A  D 

PINEM  2006-AA  C 

DUKEF  2006-1 0A  A3 

TOURM  2006-2A  D 

GEMST  2005-3A  C 

CRNMZ  2006-1 A  5 

BFCSL  2006-1  AD 

TOPG  2005-1 A  B 

GSCSF  2006-1 A  B 

DUKEF  2005-9A  A3V 

HGCDO  2006-1  AC 

SHERW  2006-3A  A3  (this  name  only  for  Fortis  since  they  specifically  asked  for  it,  not  for  others) 

ALPHA  2007-1 A  5 

FTDRB  2005-1 A  A3L 

RIVER  2005-1  AC 

LHILL2006-1AA3 

BARM  2006-1  AC 

GLCR  2006-4A  C 

BWIC  2006-1  AC 
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From: 
Sent: 
To: 
Subject: 


Swenson,  Michael 

Sunday,  June  10,  2007  3:56  PM 

Salem,  Deeb;  Bhavsar,  Avanish  R;  Chin,  Edwin 

Re:  CDS  on  CDOs 


Really  don't  want  to  offer  any 

Original  Message  

From:  Salem,  Deeb 

To:  Bhavsar,  Avanish  R;  Chin,  Edwin;  Swenson,  Michael 

Sent:  Sun  Jun  10  13:21:03  2007 

Subject:  Re:  CDS  on  CDOs 

Not  sure  if  we  have  any  to  offer  any  more.  Let's  discuss  monday 
Sent  from  my  BlackBerry  Wireless  Device 


Original  Message  

From:  Bhavsar,  Avanish  R 
To:  Salem,  Deeb;  Chin,  Edwin 
Sent:  Sun  Jun  10  12:07:08  2007 
Subject:  Fw:  CDS  on  CDOs 

Can  I  get  levels  gor  chad  thx 

Original  Message  

From:  C.  Klinghoffer  <cklinghof ferOglenviewcapital . com> 

To:  Bhavsar,  Avanish  R 

Sent:  Sun  Jun  10  12:05:58  2007 

Subject:  Re:  CDS  on  CDOs 

«Glenview_Disclaimer .  txt>> 
K  thanks 

Original  Message  

From:  Bhavsar,  Avanish  R  <avanish.bhavsar@gs . com> 

To:  C.  Klinghoffer 

Sent:  Sun  Jun  10  12:02:51  2007 

Subject:  Re:  CDS  on  CDOs 

I  can  get  mon,  range  6-900  roughly 

Original  Message  

From:  C.  Klinghoffer  <cklinghof fer@glenviewcapital . com> 

To:  Bhavsar,  Avanish  R 

Sent:  Sat  Jun  09  18:59:08  2007 

Subject:  RE:  CDS  on  CDOs 

hey  av,  what  levels  are  these  at? 


From:  Bhavsar,  Avanish  R  [mailto:avanish.bhavsar@gs.com] 
Sent:  Thursday,  June  07,  2007  3:10  PM 
To:  C.  Klinghoffer 
Subject:  CDS  on  CDOs 


Deal  Name 


Tranche  Rating 
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BFCGE  2006- 1A 
BWIC  2006-1A 
CAMBR  6A 
CBCL  15A 
CBCL  16A 
CRNMZ  2006- 1A 
CRNMZ  2006-2A 
DUKEF  2006-10A 
ETRD  2006-5A 
GEMST  2005-3A 
GLCR  2006-4A 
HGCDO  2006-1A 
HLCDO  2006- 1A 
ICM  2005-2A 
IXCBO  2006-2A 
LRDG  2006-1A 
PINEM  2006-AA 
RIVER  2005-1A 
SHERW  2005-2A 
SMSTR  2005- 1A 
TOPG  2006-2A 
TOURM  2006-2A 

ALPHA  2007-1A 

ACCDO  10A 

CAMBR  5A 

CBCL  15A 

DUKEF  2006-12A  A2 

SHERW  2005-2A 

TOURM   2005-1A 


A3L 

A 

C 

A 

D 

A  . 

C 

A 

C 

A 

5 

A 

C 

A 

A3 

A 

A3 

A 

C 

A 

C 

A 

C 

A 

C 

A 

C 

A 

C 

A 

C 

A 

C 

A 

C 

A 

c 

A 

B 

A 

B 

A 

D 

A 

3 

AA 

B 

AA 

A3 

AA 

B 

AA 

A2 

AA 

B 

AA 

III 

AA 

-  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Avanish  R.  Bhavsar 
Managing  Director 
Capital  Structure  Sales 
Securities  Divison 


Goldman,  Sachs  &  Co. 

1  New  York  Plaza  50th  Floor  |  New  Yorkj_  NY 

Tel:   212  357-8405  |  Cell:  917- 

e-mail:  avanish.bhavsar@gs.com 


10004 


©  Copyright  2007  The  Goldman  Sachs  Group,  Inc.  All  rights  reserved.  See 
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conflicts  of  interest  and  other  terms  and  conditions  relating  to  this  e-mail  and  your 
reliance  on  information  contained  in  it.  This  message  may  contain  confidential  or 
privileged, information.  If  you  are  not  the  intended  recipient,  please  advise  us 
immediately  and  delete  this  message.  See  http://www.gs.com/disclaimer/email/ 
•<http://www.gs.com/disclaimer/email/>   for  further  information  on  confidentiality  and  the 
risks  of  non-secure  electronic  communication.  If  you  cannot  access  these  links,  please 
notify  us  by  reply  message  and  we  will  send  the  contents  to  you. 
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From: 
Sent: 
To: 
Subject: 


Salem,  Deeb 

Wednesday,  June  13,  2007  9:59  AM 

Case,  Benjamin;  Chin,  Edwin;  Swenson,  Michael 

RE:  CDO  protection 


too   late ! 


From:  Case,  Benjamin 

Sent:  Wednesday,  June  13,  2007  9:58  AM 

To:  Chin,  Edwin;  Salem,  Deeb;  Swenson,  Michael 

Subject:  FW:  CDO  protection 


From:  Cagnassola,  Michael 

Sent:  Wednesday,  June  13,  2007  9:50  AM 

To:  Case,  Benjamin 

Cc:  Hancock,  Samuel;  Cagnassola,  Michael 

Subject:  CDO  protection 

Dwight  is  looking  to  buy  protection  on  cdos 
AA  or  A  tranche 
>5%  seconds 
High  Itv 

Michael  A.  Cagnassola 
Goldman  Sachs  &  Co 
Mortgage  Sales 
212-902-4570 
800-242-4796 
212-902-0686  Fax 
michael.cagnassola@gs.com 
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From:      Babikian,  Aram 

Sent:       Tuesday,  June  1 2,  2007  6:06  PM 

To:  Salem,  Deeb;  Davilman,  Andrew;  Swenson,  Michael;  ficc-abs-desk;  Nehushtan,  Liran 

Cc:  ficc-valuations-ny;  Fan,  Ronald;  Lin,  Jennifer  C.  (NY);  Fredman,  Sheara;  Fortunato,  Salvatore 

Subject:  RE:  Please  advise-  Client  challenging  marks 

CC'ing  controllers 

This  message  may  contain  information  that  is  confidential  or  privileged.  If  you  are  not  the  intended  recipient,  please  advise  the  sender  immediately  and  delete  this 
message.  See  ht^j//w^:gs.com/djsc!a!mer/email  for  further  information  on  confidentiality  and  the  risks  inherent  in  electronic  communication. 


From:  Salem,  Deeb 

Sent:  Tuesday,  June  12,  2007  6:05  PM 

To:  Babikian,  Aram;  Davilman,  Andrew;  Swenson,  Michael;  ficc-abs-desk;  Nehushtan,  Liran 

Cc:  ficc-valuations-ny;  Fan,  Ronald;  Lin,  Jennifer  C.  (NY) 

Subject:  RE:  Please  advise-  Client  challenging  marks 


ma 


rka  should  come  thru  in  the  reports  being  generated  tonight 


From:  Babikian,  Aram 

Sent:  Tuesday,  June  12,  2007  6:04  PM 

To:  Davilman,  Andrew;  Swenson,  Michael;  ficc-abs-desk;  Nehushtan,  Liran 

Cc:  ficc-valuations-ny;  Fan,  Ronald;  Lin,  Jennifer  C.  (NY) 

Subject:  RE:  Please  advise-  Client  challenging  marks 

Michael, 

Has  the  system  been  updated  with  the  new  marks? 

Regards, 
Aram 

This  message  may  contain  information  that  is  confidential  or  privileged.  If  you  are  not  the  intended  recipient,  please  advise  the  sender 
immediately  and  delete  this  message.  See  http://www.os.com/disclaimer/email  for  further  information  on  confidentiality  and  the  nsks  inherent  in 
electronic  communication. 


From:  Davilman,  Andrew 

Sent:  Tuesday,  June  12,  2007  12:39  PM 

To:  Babikian,  Aram;  Swenson,  Michael;  ficc-abs-desk;  Nehushtan,  Liran 

Cc:  ficc-valuations-ny;  Fan,  Ronald;  Lin,  Jennifer  C.  (NY) 

Subject:  RE:  Please  advise-  Client  challenging  marks 

will  these  updated  marks  go  out  to  the  client? 


From:  Babikian,  Aram 

Sent:  Monday,  June  11,  2007  3:06  PM 

To:  Swenson,  Michael;  ficc-abs-desk;  Davilman,  Andrew 

Cc:  ficc-valuations-ny;  Fan,  Ronald;  Lin,  Jennifer  C.  (NY) 

Subject:  RE:  p\e^^fj^^^^^^^™^^^^^^^ 


Confidential  Treatment  Requested  by  Goldma 


Permanent  Subcommittee  on  Investigations  | 
Wall  Street  &  The  Financial  Crisis 

Report  Footnote  #1763  I  QS  MBS.E.01 8g47548 


Q 


Footnote  Exhibits  -  Page  3648 

Michael, 

Thank  you  very  much. 
-CC'ing  compliance- 
Jennifer, 

Please  be  advised  that  GS  needs  to  change  their  marks  on  the  below  trades  due  to  a  price 
disagreement. 

Trading  has  agreed  to  change  below  marks  in  yellow. 

Please  approve. 


GS  Reference  # 

Product  Type 

B/S 

Credit  Market/Ref  Ob 

CUSIP 

Cur           [ 

SDB981728144 

Mtg  Default 
Swap 

Buy 

FHLT  2005-1  M9  /  FRHE0501 
M9 

35729PJK7 

USD          { 

SDB981 024636.1 

Mtg  Default 
Swap 

Buy 

FHLT  2005-B  M10  /  FRHE05B 
M10 

35729PKE9 

usd       : 

SDB981 644490.0 

Mtg  Default 
Swap 

Buy 

MABS  2005-NC2  M9  / 
MABS05N2  M9 

57643LMY9 

usd       : 

SDB981 644493.1 

Mtg  Default 
Swap 

Buy 

MABS  2006-NC1  M9  / 
MAB06NC1  M9 

57643LNQ5USD           ' 

New  marks  per  GS  trading  desk: 


FHLT    05-1   M9              +547  will    change   to   +750 

FHLT   05-B   M10           +747  will   change   to   +950 

MABS    05-NC2   M9        +565  on   5/17   this   traded  at. +480        -   mark  will  be 

480    as    it   was    unchanged  after    5/17 

MABS   06-NC1   M9        +1001  offered  at   +1150    on    5/30   we  did  not   trade   or 

cover   -   mark   will  be    1150    since    it   was   unchanged. 

Thank  you  very  much. 

Regards, 
Aram 


From:  Swenson,  Michael 

Sent:  Monday,  June  11,  2007  2:14  PM 

To:  Swenson,  Michael;  Babikian,  Aram;  ficc-abs-desk; 

Davilman,  Andrew 

Cc:  ficc-valuations-ny 

Subject:  RE:  Please  advise-  Client  challenging  marks 


FHLT  05-1  M9      +547 
FHLT  05-B  M10     +747 


will  change  to  +750 
will  change  to  +950 
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From:  Swenson,  Michael 

Sent:  Monday,  June  11,  2007  1:04  PM 

To:  Babikian,  Aram;  ficc-abs-desk;  Davilman,  Andrew 

Cc:  ficc-valuarjons-ny 

Subject:  RE:  Please  advise-  Client  challenging  marks 


FHLT  05-1  M9 
back  to  you 
FHLT  05-B  M10 
back  to  you 
MABS  05-NC2  M9 
traded  at  +480 
MABS  06-NC1  M9 


+547  we  will  be 

+747  we  will  be 

+565  on  5/17  this 

+1001  offered  at 


+1150  on  5/30  we  did  not  trade  or  cover 


From:  Babikian,  Aram 

Sent:  Monday,  June  11,  2007  12:51  PM 

To:  ficc-abs-desk 

Cc:  ficc-valuations-ny 

Subject:  Please  advise-  Client  challenging 

marks 


GS  Reference  # 

Product  Type 

B/S 

Credit  f 

SDB981728144 

Mtg  Default 
Swap 

Buy 

FHLT  2l 
M9 

SDB981 024636.1 

Mtg  Default 
Swap 

Buy 

FHLT  2l 
M10 

SDB981 644490.0 

Mtg  Default 
Swap 

Buy 

MABS  2 
MABS0 

SDB981 644493.1 

Mtg  Default 
Swap 

Buy 

MABS  2 
MAB06I 

Team, 

We  show  the  above  marks  for  COB 
31 MAY2007.  The  client  has  comeback  to 
us  and  has  challenged  the  marks.  Do  you 
stand  by  the  above  or  is  the  system  incorrect? 

Thank  you. 

Regards, 
Aram 

This  message  may  contain  information  that  is  confidential  or 
privileged.  If  you  are  not  the  intended  recipient,  please  advise 
the  sender  immediately  and  delete  this  message.  See 
http://www.qs,corn/disclairner/ernail  for  further  information  on 
confidentiality  and  the  risks  inherent  in  electronic 
communication. 
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From'  Swenson,  Michael 

Sent:  Tuesday,  June  1 2,  2007  1 2:26  PM 

To-  Salem,  Deeb 

Subject:  FW:  CDS 


I   tild  him  4:15  be    ready 


From: 

Mazumdar,  Sanjay 

Sent: 

Tuesday,  June  12,  2007  12:10  PM 

To: 

Swenson,  Michael 

Cc: 

Fortunate),  Salvatore 

Subject: 

CDS 

Mike- 
Given  recent  gyrations  in  the  ABX  and  CDS  markets  when  can  I  come  by  to  discuss  how  you  are  marking  the  book 
tonight. 
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From:  Swenson,  Michael 

Sent:  Tuesday,  June  19,  2007  6:26  PM 

To:  Fortunato,  Salvatore 

Subject:  Re:  A3  subprime  bonds  in  transition  account 

Tier  4  bonds  talk  with  deeb 

Original  Message  

From:  Fortunato,  Salvatore 

To:  Swenson,  Michael 

Sent:  Tue  Jun  19  18:20:06  2007 

Subject:  RE:  A3  subprime  bonds  in  transition  account 

Mike, 

These  levels  look  quite  wide.   Do  you  have  any  specific  market  color  that  points  in  this 
direction? 


From:        Swenson,  Michael 

Sent:  Tuesday,  June  19,  2007  6:02  PM 

To:    Fortunato,  Salvatore;  Fredman,  Sheara 

Cc:    Swenson,  Michael;  Lehman,  David  A. 

Subject:    A3  subprime  bonds  in  transition  account 


fyi 
«  File:  Bookl.xls  » 


I 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Egol,  Jonathan 

Friday,  June  08,  2007  3:46  PM 

Sparks,  Daniel  L 

Swenson,  Michael;  Lehman,  David  A.;  Brafman,  Lester  R;  Egol,  Jonathan 

BSAM  mark  recap 


We  lowered  the  marks  on  4  bonds  down  2  pts  each: 

TWOLF  071  A1B  98  (from  100),  BSAM  has  $200mm 

TWOLF  071  A1C  95  (from  97),  BSAM  has  $100mm 

OCTANS  062  A3A  90  (from  92)  --  not  sold  to  them  by  GS  but  moved  $40mm  onto  our  line 

ABACUS  06HG1A  AMSS  85  (from  87),  BSAM  has  $135mm 

I  talked  to  Saunders  re:  rationale  for  these  mark  changes,  can  post  you  live  if  there  are  any  questions. 


Goldman,  Sachs  &  Co. 
85  Broad  Street  |  New  York,  NY  10004 
tel:+1  212  357  3349  |  mobile: +1  917<| 
e-mail:  jonathan.egol@gs.com 


Jonathan  M.  Egol 

Structured  Products  Trading 


fax:+1  212  4281247 


Gofdnstti 


Siseb: 


•  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


©  Copyright  2007  The  Goldman  Sachs  Group,  Inc.  All  rights  reserved. 


See  http://www.QS.com/disclaimer/email-salesandtradinq.html  for  important  risk  disclosure,  conflicts  of  interest  and  other  terms  and  conditions  relating  to 
this  e-mail  and  your  reliance  on  information  contained  in  it.  This  message  may  contain  confidential  or  privileged  information.  If  you  are  not  the  intended 
recipient,  please  advise  us  immediately  and  delete  this  message.  See  http://www.qs.com/disclaimer/email/  for  further  information  on  confidentiality  and  the 
risks  of  non-secure  electronic  communication.  If  you  cannot  access  these  links,  please  notify  us  by  reply  message  and  we  will  send  the  contents  to  you. 

This  material  has  been  prepared  specifically  for  you  by  the  Fixed  Income  Trading  Department  and  is  not  the  product  of  Fixed  Income  Research.  We  are  not 
soliciting  any  action  based  upon  this  material.  Opinions  expressed  are  our  present  opinions  only.  The  material  is  based  upon  information  which  we  consider 
reliable,  but  we  do  not  represent  that  it  is  accurate  or  complete,  and  it  should  not  be  relied  upon  as  such.  Certain  transactions,  including  those  involving 
futures,  options  and  high  yield  securities,  give  rise  to  substantial  risk  and  are  not  suitable  for  all  investors.  We,  or  persons  involved  in  the  preparation  or 
issuance  of  this  material,  may  from  time  to  time,  have  long  or  short  positions  in,  and  buy  or  sell,  the  securities,  futures,  options  or  other  instruments  and 
investments  identical  with  or  related  to  those  mentioned  herein.  Goldman  Sachs  does  not  provide  accounting,  tax  or  legal  advice;  such  matters  should  be 
discussed  with  your  advisors  and  or  counsel.  In  addition,  we  mutually  agree  that,  subject  to  applicable  law,  you  may  disclose  any  and  all  aspects  of  this 
material  that  are  necessary  to  support  any  U.S.  federal  income  tax  benefits,  without  Goldman  Sachs  imposing  any  limitation  of  any  kind.  This  material  has 
been  issued  by  Goldman,  Sachs  &  Co.  and  has  been  approved  by  Goldman  Sachs  International,  which  is  regulated  by  The  Financial  Services  Authority,  in 
connection  with  its  distribution  in  the  United  Kingdom  and  by  Goldman  Sachs  Canada  in  connection  with  its  distribution  in  Canada.  Further  information  on 
any  of  the  securities,  futures  or  options  mentioned  in  this  material  may  be  obtained  upon  request  and  for  this  purpose  persons  in  Italy  should  contact 
Goldman  Sachs  S.I.M.  S.p.A.  in  Milan,  or  at  its  London  branch  office  at  133  Fleet  Street. 

This  material  does  not  evidence  or  memorialize  any  agreement  or  legally  binding  commitment  between  any  parties  and  does  not  constitute  a  contract  or 
commitment  to  provide  any  financing  or  underwriting.  Any  financing  or  underwriting  is  subject  in  all  respects  to  internal  credit  approval  at  Goldman  Sachs, 
and  is  subject  to,  among  other  things,  the  completion  of  documentation  in  form  and  substance  satisfactory  to  Goldman  Sachs. 
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From: 
Sent: 
To: 
Subject: 

Attachments: 


Egol,  Jonathan 

Thursday,  June  07,  2007  1 1 :00  AM 

Sparks,  Daniel  L 

FW: 

Book12.xls 


GS  exposure  to  BSAM  as  of  today.  ABACUS  mark  corrected  to  87  handle. 


From: 

Sent: 

To: 

Cc: 

Subject: 


Malloy,  Breanne 

Thursday,  June  07,  2007  11:00  AM 

Tourre,  Fabrice;  Egol,  Jonathan;  Case,  Benjamin 

Davilman,  Andrew 


Bookl2.xls 


Confidential  Treatment  Requested  by  Gold 


Permanent  Subcommittee  on  Investigations 


Wall  Street  &  The  Financial  Crisis 
Report  Footnote  #1770 


I 


GS  MBS-E-00337559: 


,-K" 


Footnote  Exhibits  -  Page  3654 


From:  Williams,  Geoffrey 

Sent:  Tuesday,  June  1 2,  2007  6:39  AM 

To:  Sparks,  Daniel  L 

Subject:  Re:  BSAM  Exposure  Summary 

Marks  for  everything  but  the  correlation  positions  are  taken  from  work  egol  did  last 
thurs.   Correlation  marks  are  as  of  friday's  cob. 

Original  Message  

From:  Sparks,  Daniel  L 

To:  Williams,  Geoffrey 

Sent:  Mon  Jun  11  22:51:22  2007 

Subject:  RE:  BSAM  Exposure  Summary 

Marks  look  stale 


From:       Williams,  Geoffrey 
Sent:  Monday,  June  11,  2007  10:20  PM 
To:    Sparks,  Daniel  L 

Cc:    Swenson,  Michael;  Birnbaum,  Josh;  Lehman,  David  A. ;  Salem,  Deeb;  Egol, 
Jonathan;  Kaufman,  Jordan 

Subject:     BSAM  Exposure  Summary 

Dan  —  the  attached  spreadsheet  summarizes  all  non-corporate  cash/synthetic 
positions  that  BSAM's  two  high  grade  funds  currently  have  on  with  GS  either  directly  or 
through  the  repo  desk.   The  spreadsheet  also  includes  a  separate  tab  which  details  each  of 
the  225  individual  positions  (of  which  86  are  corporate  related) .   Let  us  know  if  you  have 
any  questions  or  would  like  to  see  any  additional  analysis. 

«  File:  BSAM  Exposure  20070611.xls  » 


Goldman,  Sachs  &  Co. 

85  Broad  Street  |  New  York,  NY  10004 

Tel:  (212)  357-0818  |  Fax:  (212)  493-9565 

e-mail:  geoffrey.williams@gs.com 

Goldman 
Sachs 

Geoff  Williams 

Structured  Products  Trading 


©  Copyright  2007  The  Goldman  Sachs  Group,  Inc.  All  rights  reserved.  See 
http://www.gs.com/disclaimer/email-salesandtrading.html  for  important  risk  disclosure, 
conflicts  of  interest  and  other  terms  and  conditions  relating  to  this  e-mail  and  your 
reliance  on  information  contained  in  it.  This  message  may  contain  confidential  or 
privileged  information.  If  you  are  not  the  intended  recipient,  please  advise  us 
immediately  and  delete  this  message.  See  http://www.gs.com/disclaimer/email/  for  further 
information  on  confidentiality  and  the  risks  of  non-secure  electronic  communication.  If 
you  cannot  access  these  links,  please  notify  us  by  reply  message  and  we  will  send  the 
contents  to  you. 
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From:  Young,  Greg 

Sent:  Tuesday,  June  1 2,  2007  7:08  PM 

To:  Broderick,  Craig 

Subject:  BSAM  Bullet  Points 


BSAM  Bullet  Points 


Last  week,  GS  learned  that  BSAM  High  Grade  Structured  Credit  Strategies  Enhanced  Leverage  Master  Fund  suspended 
redemptions  at  the  end  of  February.  The  redemption  requests  at  that  time  totaled  $250mm. 

The  fund  strategy  is  essentially  a  "carry  book',  trading  primarily  AAA  and  AA  CDOs. 

GS  positions  with  the  fund  include  mainly  repo  and  CDS.  We  have  6-month  committed  financing  with  the  fund  via  our 
Repos  (a  large  part  of  the  book).  We  committed  to  the  6-month  financing  b/c  the  deals  financed  were  Goldman  deals. 

The  fund  is  primarily  long  CDOs  via  repo  ($330mm  of  $425mm) 

The  fund  is  somewhat  short  CDOs  via  the  CDS  book  ($194mm  of  $1 ,089mm) 

GS  has  similar  positions  with  the  High  Grade  Structured  Credit  Strategies  Master  Fund. 

BSAM  is  currently  in  the  process  of  restating  their  performance  figures  for  April,  from  down  5%  to  down  10%.  This  was 
due  to  many  dealers  changing  the  way  they  are  marking  their  Repo  positions.  They  said  performance  rebounded  in  May, 
being  up  1 .75%,  so  YTD  performance  should  be  roughly  -14%  as  the  end  of  May. 

The  GS  Repo  desk  re-marked  positions  on  Thursday.  Collateral  calls  of  $13mm  were  sent  and  paid  that  afternoon. 
BSAM  also  met  calls  on  Friday. 

On  Monday,  calls  of  $6.8  mm  were  issued  to  the  Enhanced  Fund.  $2.4mm  of  this  was  not  met.  The  portion  not  met  was 
associated  primarily  with  the  remarking  of  two  CDOs  (Abacus  and  "Octan"  -  not  sure  of  the  spelling  on  the  second) 

In  conversations  on  Monday  with  the  PM,  Ralph  Cioffi,  GS  learned  the  following 

The  fund  had  approximately  $36mm  of  cash  and  $66mm  of  liquid  securities. 
The  fund  had  over  $60mm  of  calls  on  Monday,  but  that  the  majority  of  the  calls  had  been  extended 
The  fund  hoped  to  organize  a  meeting  of  its  17  or  so  repo  dealers  to  arrange  a  period  of  forbearance  for  8  weeks 
while  it  liquidated  assets 

The  fund  hoped  to  raise  an  incremental  $200mm  through  liquidations 
BSAM  reported  NAV  of  $991  mm,  Total  balance  sheet  assets  of  $6.3  Bn 

An  additional  call  of  $1mm  was  issued  on  Tuesday  morning,  for  a  total  call  of  $3.45  for  Enhanced  (and  also  total  $2.3mm 
for  Master) 

The  fund  met  the  call  in  full  at  approximately  5:00  pm  on  Tuesday  evening. 

On  Tuesday,  GS  discovered  an  incremental  $4.7mm  in  collateral  relating  to  CDS  that  should  be  called  from  the 
Enhanced  fund  (and  an  incremental  $2.9mm  from  Master  Fund).  This  amount  will  be  incorporated  into  Wednesday 
morning's  call.  The  incremental  margin  call  should  be  less  than  this  amount  because  before  giving  effect  to  this  change, 
GS  was  holding  excess  collateral. 

For  both  repo  and  CDS  business,  GS  is  currently  fully  collateralized.  Open  collateral  calls  are  related  to  replenishing  the 
maintenance  margin.  In  all  cases,  initial  margin  /  haircut  exceeds  the  margin  calls. 

Settlement  fails:  both  funds  did  fail  to  pay  yesterday  on  a  number  of  CD  trades  which  is  quite  unusual  (12  fails  opened 
yesterday  for  two  counterparties  who  have  a  total  of  30  outstanding  for  CDs).  They  do  have  until  5:45  today  to  send 
payments.  As  of  5  pm,  Treasury  has  not  received  anything.  No  fails  are  currently  outstanding  for  other  product  areas  or 
regions.  Amounts  are  approximately  $1 10,000  for  the  Enhanced  fund  and  $45,000  for  the  Master  Fund. 
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BSAM  is  implementing  a  voluntary  liquidation  of  [Warehouse  facility?  Still  checking  with  Davilman].  BSAM  believes  it 
will  free  up  $135-1 40mm  of  liquidity  they  had  posted  as  haircut.  Bids  are  due  Thursday  10am.  Settlement  will  be  either 
T+3  or  T+4.  They  need  to  work  the  settlement  date  out  with  Dresdner.  They  will  sell  bonds  before  Thursday  if  their 
reserves  are  met. 
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From: 
Sent: 
To: 
Subject: 


Lehman,  David  A. 

Monday,  June  25,  2007  7:37  AM 

Sparks,  Daniel  L 

FW:  BSAM  Repo  Summary 


He  loves  it 


From:  Montag,  Tom 

Sent  Monday,  June  25,  2007  7:37  AM 

To:  Lehman,  David  A. 

Subject:  RE:  BSAM  Repo  Summary 


thanks-timberwolf  outlook? 


From:  Lehman,  David  A. 

Sent  Monday,  June  25,  2007  7: 17  AM 

To:  Lehman,  David  A.;  Montag,  Tom 

Cc:  Sparks,  Daniel  L;  Mullen,  Donald;  Swenson,  Michael 

Subject:  RE:  BSAM  Repo  Summary 

Pis  find  an  updated  version  of  the  BSAM  repo  summary 
Some  of  the  GS  buy  prices  in  the  previous  sheet  were  incorrect  (too  low) 
Everything  else  is  the  same 

Trading  P+L  (excluding  correlation  collapse)  is  +1.4mm 
«  File:  BSAM  Repo  Summary.xls  » 


From:  Lehman,  David  A. 

Sent:  Friday,  June  22,  2007  5:03  PM 

To:  Montag,  Tom 

Cc:  Sparks,  Daniel  L;  Mullen,  Donald;  Swenson,  Michael 

Subject:  BSAM  Repo  Summary 


GS  purchased  ~664mm  (9  line  items)  from  BSAM 

We  have  re-traded  -21 7mm  (3  line  items)  and  collapsed  135mm  (1  line  item)  into  our  correlation  book 

Trading  P+L  (excluding  correlation  collapse)  is  +2mm 

GS  currently  owns  $31 1  mm  bonds,  $300mm  of  which  are  TWOLF  A1 B  and  A1 C 

Details  attached 
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CUSIP 


Product  Buy     "S         Sell  BSAM 

Description  Price     3       Price  Repo  Position 

002561AF5      ABACUS  06HGS1  AMSS  144A3(C)7      **        77.00  N/A"  135,000,000 


GS  Security  Type       Rating 

Current  Position 

CDO  AAA/Aaa 


Redacted  by  the 
Permanent  Subcommittee  on  Investigations 


88714PAC0     TWOLF  0701  A1B  144A  3(C)7  -  RE 
88714PAD8     TWOLF  0701  A1C  144A  3(C)7  -  RE 

Total 


96.00 
90.00 


200,000,000 
100,000,000 


200,000,000 
100,000,000 


664,126,590  311,852,000 


CDO 
CDO 


AAA/Aaa 
AAA/Aaa 


'  ABACUS  deal  was  collapsed  into  the  correlation  book 
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CUSIP  Product  C,  Sell 

Description  Pn  •  Price 

002561AF5      ABACUS  06HGS1  AMSS  144A  3(C)7  78.00  N/A** 


BSAM  GS 

Repo  Position  Current  Position 

135,000,000 


Security  Type       Rating 


CDO 


AAA/Aaa 


Redacted  by  (he 
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88714PAC0     TWOLF  0701  A1 B  144A  3(C)7  -  RE 
88714PAD8     TWOLF  0701  A1C  144A  3(C)7  -  RE 

Total 


95.00 
89.00 


200,000,000 

200,000,000 

CDO 

AAA/Aaa 

100,000,000 

100,000,000 

CDO 

AAA/Aaa 

664,126,590 

311,852,000 

'  ABACUS  deal  was  collapsed  into  the  correlation  book 
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From: 
Sent: 
To: 
Subject: 

Attachments: 


Lehman,  David  A. 

Monday,  June  18,  2007  9:33  PM 

Egol,  Jonathan 

FW:  Today's  Bear  Stearns  Prices 

BEAREXP.xls 


Redacted  by  the  Permanent 
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From:  Loftus,  Colleen 

Sent  Monday,  June  18,  2007  7:11PM 

To:  Cafagna,  Francesco;  Ryan,  Brendan  F;  Reinhart,  Erik 

Cc:  Piliego,  Louis;  Swann,  Brian;  Cameron,  Patrick;  Malloy,  Breanne;  Camacho,  Robert;  ficc-ops-repopridng;  ficc-rcs-ny;  Fong, 

Matthew  A.;  Sourov,  Kroum  R.;  Chin,  Edwin;  Case,  Benjamin;  Tourre,  Fabrice;  Mullen,  Donald;  Sparks,  Daniel  L;  Brafman,  Lester 

R;  Swenson,  Michael;  Lehman,  David  A.;  Surur,  Paul  R;  Pradet,  Steven;  Godfrey,  John 
Subject:  Today's  Bear  Stearns  Prices 

Good  Afternoon, 

We  have  received  the  following  prices  for  today.  Please  advise  if  you  do  not  agree  with  any  of  the  prices  listed 
below. 


CUSIP  Product  Description  Price  as  of  6/15  Price  as  of  6/18  Trader 


002561 AF5    ABAC  2006-HG1 A  AMSS 


8871 4PAC0    TWOLF  2007-1 A  A1 B 
8871 4PAD8    TWOLF  2007-1 A  A1 C 


95  Ben  Case 
89  Ben  Case 


Current  Exposure: 

**  Please  note  this  is  a  rough  calculation.  Prices  have  been  adjusted.  This  calculation  does  not  include  the 
adjusted  accrued  coupon  amount  or  overnight  interest. 

BEAR  STEARNS  HIGH  GRADE  STRUCTURED  CRED  STRAT  MASTER  FD  LTD:  GS  can  mark  Bear  $4,041,819 
BEAR  STEARNS  HIGH-GRADE  STRC  CR  STRT  ENHN  LEVG  MST  FD,  LTD:  GS  can  mark  Bear  $18,683,235 


BEAREXP.xls 


BEAR  STEARNS  HIGH-GRADE  STRC  CR  STRT  ENHN  LEVG  MST  FD.  LTD. 


Notional  (Loan  Amt.  +  Accrued  Interest)  =  $404,038,103 

Security  Value  =  $405,636,702 

Haircut  =  5% 

Haircut  Cushion  -  $20,281 ,835 

MTM  =  $18,683,235 
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Exposure  Net  of  Collateral  =  $1 ,598,599  in  GS'  favor 

BEAR  STEARNS  HIGH  GRADE  STRUCTURED  CRED  STRAT  MASTER  FD  LTD  . 

Notional  (Loan  Amt.  +  Accrued  Interest)  =  $190,774,530 

Security  Value  =  $196,560,748 

Haircut  =  5% 

Haircut  Cushion  =  $9,828,037 

MTM  =  $4,041,819 

Exposure  Net  of  Collateral  =  $5,786,21 8  in  GS'  favor 

Thank  you, 
Colleen 
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From: 
Sent: 
To: 
Subject: 

Attachments: 


Sparks,  Daniel  L 

Wednesday,  June  27,  2007  10:01  AM 

Viniar,  David 

CDOA2's 

SP  CDO  MTM  -  6-25.xls 


Below  is  an  update  of  CDOA2  retained  positions  that  we  had  the  primary  valuation  discussions  on.  We  included  CDS 
protection  buys  as  sales. 


End  May 

6/27/07 

Sales 

Current      Current 

Bond 

(MM) 

(MM) 

(MM) 

Price      Mkt  Value 

Point  Pleasant  Jr  AAA  front  class 

127 

107 

(20) 

87              93 

Point  Pleasant  Jr  AAA  second  class 

35 

35 

76              27 

Point  Pleasant  AA 

50 

50 

60               30 

Point  Pleasant  A 

10 

10 

54                 5 

Point  Pleasant  BBB 

3 

3 

50                 2 

Point  Pleasant  Equity 

10 

10 

71                  7 

Timberwolf  Jr  AAA  (20-50  attachment) 

245 

99 

(146) 

75               74 

Timberwolf  AA 

107 

57 

(50) 

66               38 

Total 


588 


372 


(216) 


276 


Bought  from  BSAM 

Timberwolf  Super  Sr  AAA  (70-90  attachment) 

Timberwolf  Super  Sr  AAA  (60-70  attachment) 


200 
100 

300 


96 
90 


192 
90 

282 


Below  is  the  spreadsheet  with  some  minor  revisions  of  the  print-out  I  gave  you  today. 


From:  Lehman,  David  A. 

Sent:  Wednesday,  June  27,  2007  9: 18  AM 

To:  Salame,  Pablo 

Cc:  Sparks,  Daniel  L;  Mullen,  Donald;  Swenson,  Michael;  Brafman,  Lester  R 

Subject:  CDO  MTM  spreadsheet  from  6/25 

As  per  Lester,  pis  find  the  attached  detail  on  the  SP  CDO  MTM  that  was  put  through  on  Monday 


SP  CDO  MTM 
6-25.xls 
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Sachs 
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David  Lehman 

Fixed  Income,  Currency  &  Commodities 


Disclaimer: 

This  material  has  heen  prepared  specifically  for  you  hy  the  Goldman  Sachs  Fixed  Income  Structured  Product  Group  (SPG) 
Trading  Desk  and  is  not  the  product  of  Fixed  Income  Research.  We  arc  not  soliciting  any  action  based  upon  this  material. 
Opinions  expressed  are  our  present  opinions  only.  The  material  is  based  upon  public  information  which  we  consider  reliable, 
but  we  do  not  represent  that  it  is  accurate  or  complete,  and  it  should  not  be  relied  upon  as  such.  Additionally,  the  material  is 
based  on  certain  factors  and  assumptions  as  the  SPG  Trading  Desk  may  in  its  absolute  discretion  have  considered  appropriate. 
There  can  be  no  assurance  that  these  factors  and  assumptions  are  accurate  or  complete,  that  estimated  returns  or  projections  can 
be  realized,  or  that  actual  returns  or  results  will  not  be  materially  different  than  those  presented.  Certain  transactions,  including 
those  involving  ABS,  CMBS,  and  CDOs,  may  give  rise  to  substantial  risk  and  are  not  suitable  for  all  investors.  The  SPG 
Trading  Desk  may  have  accumulated  long  or  short  positions  in,  and  buy  or  sell,  the  securities  that  are  the  basis  of  this  analysis. 
The  SPG  Trading  Desk  does  not  undertake  any  obligation  to  update  this  material. 
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P+L  from  CDO  cash  and  CDS 

re-mark 

(Smm) 

ABS  Trading 

Cash 
CDS 

(7) 
92 

Correlation  Trading  (CDS) 

23 

CMBS  Trading  (CDS) 

4 

Total  -  SPG  Trading 

111 

CDO  Retained  and  WH 

CDO  Retained  Cash 
CDO  Retained  CDOA2 
CDO  Retained  CDS  (longs) 
CDO  Retained  CDS  (hedges) 

(63) 

(22) 

(18) 

17 

Total  -  CDO  Retained  and  WH 

(86) 

TOTAL  -  Mtg  Dept                          | 

25  | 

*./ 
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C/F 

Old 

New 

Bond 

(MM) 

Price 

Price 

P&L 

PTPLS  0701  A1  144A 

107.47 

90.00 

87.00 

3.00 

(3.22) 

PTPLS  0701  A2  144A 

35.00 

82.50 

76.00 

6.50 

(2.28) 

PTPLS  0701  B144A 

50.00 

65.00 

60.00 

5.00 

(2.50) 

PTPLS  0701  C  144A 

3.90 

54.00 

54.00 

- 

- 

PTPLS  0701  C  REGS 

6.20 

54.00 

54.00 

- 

- 

PTPLS  0701  D  REGS 

3.00 

48.00 

50.00 

(2.00) 

0.06 

PTPLS  0701  INCOME  NOTES  REGS 

10.09 

71.00 

71.00 

TWOLF0701  A1B144A 

200.00 

96.00 

96.00 

- 

- 

TWOLF0701  A1C  144A 

100.00 

90.00 

90.00 

- 

- 

TWOLF  0701  A2  144A 

149.00 

82.00 

75.00 

7.00 

(10.43) 

TWOLF  0701  B  144A 

107.00 

69.25 

66.00 

3.25 

(3.48) 

CDS  TWOLF  0701  A2  144A 

(50.00) 

84.00 

77.00 

7.00 

N/A 

CDS    TWOLF  0701  B  144A 

(50.00) 

78.00 

71.00 

7.00 

N/A 

Total  <21-85) 
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From:  Lee,  Jay 

Sent:  Friday,  June  08,  2007  6:14  AM 

To:  Sparks,  Daniel  L 

Cc:  Bohra,  Bunty 

Subject:  FW:  Heads  up  -  rates  market  volatile 


FYI  -- 1  have  been  trying  to  reach  the  cellphones  of  people  in  risk-taking  roles  about  the  unprecedented  overnight  market 
volatility.  Given  rates  volatility  (10yrs  currently  off  14bp,  curve  1 1bp  steeper,  swap  spreads  3-4bp  wider)  and  widening  of 
corporates  spreads,  it  probably  makes  sense  for  Passthrough,  CMO,  and  ABX  traders  to  come  in  early.  Much  of  IRP  is 
already  in  the  office. 


From:  Lee,  Jay 

Sent:  Friday,  June  08,  2007  7:06  PM 

To:  ficc-spgsyn 

Cc:  Lehman,  David  A.;  Swenson,  Michael;  Chin,  Edwin;  Salem,  Deeb;  Birnbaum,  Josh;  Williams,  Geoffrey 

Subject:  Heads  up  —  rates  market  volatile 

Importance:  High 

When  London  came  in,  flip  sold  off  through  stop-loss  levels  and  UST  sold  off  in  sympathy  without  any  flows.  GS 
isn't  seeing  anything  in  lj  (either   This  is  the  most  volatile  market  move  I  have  ever  seen  overnight  -  we're  off 
12.5bp  from  the  close  and  10bp  steeper.  10yr  yields  are  5.23%  (previous  day's  close  was  4.97%).  Swap  spreads 
3-4bp  wider  on  the  day,  I  would  price  mortgages  at  least  4-6  wider  to  swaps,  and  vol  guaranteed  to  rise.  Corporate 
credit  spreads  wider  as  well. 

Given  recent  correlation  of  risk  assume  this  is  not  a  good  sign  for  RMBS  /  ABS  spreads. 


■  =  Redacted  by  the  Permanent 
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From: 
Sent: 
To: 
Subject: 


Birnbaum,  Josh 

Friday,  June  08,  2007  11:41  AM 


RE:  *  ABX  Markets  07-1 ,  06-2,  06-1 :  1 1 :00am 


•  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Patience,  patience.   The.  CDO  unwind  has  only  begun. 
Original  Message 

From:  VBHHMHMHHHHBHHHi 

Sent:  Friday,  June  08,  2007  11:39  AM 

To:  Birnbaum,  Josh 

Subject:  RE:  *  ABX  Markets  07-1,  .06-2,  06-1:  11:00am 

These  markets  are  devastating  Joshua;  my  colleagues  and  I  are  getting  crushed! 

Original  Message- 

From:  Birnbaum,  Josh  [mailto:josh.birnbaum@gs.com] 

Sent:  Friday,  June  08,  2007  11:04  AM 

Subject:  *  ABX  Markets  07-1,  06-2,  06-1:  11:00am 


ABX. HE. 07-1 

Cpn  | 

Price 

Ch    | 

Spread 

Ch 

1 

Size    | 

SpDur 

AAA     9  | 

99-05  / 

99-29 

-0-002  ] 

27  /   11 

+0.2 

1 

50x   50  | 

4 

7  5 

AA     15  | 

98-31  / 

99-31 

-0-003  | 

44  /   16 

+0.3 

1 

25x   25  | 

3 

55 

A     64  | 

92-20  / 

93-20 

-0-125  | 

283  /  254 

+11.8 

1 

25x   25  | 

3 

36 

BBB   224  | 

73-04  / 

74-04 

-0-302 

1048  /  1018  +29. 

0 

|   lOx   10 

1 

3.26 

BBB-  389  | 

65-24  / 

66-24 

-0-226 

1469  /  1438  +22. 

4 

|   lOx   10 

1 

3.17 

ABX. HE. 06-2 

Cpn  | 

Price 

Ch 

Spread 

Ch 

1 

Size    | 

SpDur 

AAA    11  | 

99-08  / 

100-00 

0-01+ 

28  /   11 

-1.0 

1 

50x   50  | 

4 

49 

AA     17  | 

99-01  / 

100-01 

-0-002. 

48  /   16 

+0.3 

1 

25x   25  | 

3 

09 

A    ■  44  | 

95-00  / 

96-00 

-0-16 

211  /  178 

+16.7 

1 

25x   25  | 

2 

.99 

BBB   133  | 

81-20  / 

82-20 

-0-096 

771  /  736 

+10.6 

1 

lOx   10  | 

2 

.88 

BBB-  242  | 

72-00  / 

73-00 

-0-117 

1249  /  1213  +13 

3 

|   lOx   10 

1 

2.78 

ABX.HE.07-1/ABX.HE.06-2  Roll 


1 

Price 

Ch    | 

Spread   Ch    | 

Size 

AAA 

1 

-0-01  / 

0-07 

0-016  | 

3  /   -2   -1.2  | 

50x 

50 

AA 

1 

-0-02  / 

0-06 

0-001 

6  /   -1   -0.0  | 

50x 

50 

A 

1 

1-28  / 

2-28 

-0-033 

-59  /  -89   +5.0  | 

25x 

25 

BBB 

1 

7-24  / 

9-08 

0-20  + 

-256  /  -302  -18.4 

|   25x   25 

BBB- 

1 

5-16  / 

7-00 

0-107  | 

-199  /  -246   -9.1 

|   25x   25 

ABX. 

HE. 06-1 

Cpn  I 

Price 

Ch 

Spread   Ch    | 

Size    I 

SpDu 

r 

AAA 

18  | 

99-24  / 

100-16 

0-011 

24  /    5   -0.9  | 

50x 

50  | 

3 

92 

AA 

32  | 

99-17  / 

100-17 

-0-002 

49  /   13   +0.3  | 

25x 

25  | 

2 

76 

A 

54  | 

97-20  / 

98-20 

-0-113 

146  /  108  +13.8  | 

25x 

25  | 

2 

57 

BBB 

154  | 

92-20  / 

93-20 

-0-147 

455  /  414  +19.0  | 

lOx 

10  | 

2 

45 

BBB- 

267  | 

86-16  / 

87-16 

-0-165 

825  /  784  +21.5  | 

lOx 

10  | 

2 

42 

*+Spreads  computed  from  prices  using  a  weighted  average  spread  duration  (generated  at  the 
base  Bloomberg  speed)  for  all  20  reference  obligations  in  the  index. 

Not  an  offer,  recommendation,  general  solicitation  or  official  confirmation  of  terms. 
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Prepared  by  Research  or  Sales/Trading  personnel  from  generally  available  information 
believed  to  be  reliable.  No  representation  of  accuracy  or  completeness.  Indicated  returns 
not  guaranteed.  Assumption  changes  may  materially  impact  returns. 

Price/availability  subject  to  change  without  notice.  Past  performance  is  not  indicative  of 
future  results.  Goldman  Sachs  may  have  previously  accumulated  long/short  positions  in  any 
subject  investment.  For  UK  purposes,  issued  or  approved  by  GS  International,  which  is 
authorized  and  regulated  by  the  financial  Services  Authority,  but  not  made  available  to 
private  customers 

This  communication  may  contain  privileged. or  confidential  information.  If  you  are  not  the 
intended  recipient,  you  are  hereby  notified  that  you  have  received  this  message  in  error 
and  that  any  review,  dissemination,  distribution  or  copying  of  this  message  is  strictly 
prohibited.  Any  views  or  opinions  presented  are  solely  those  of  the  author  and  do  not 
necessarily  represent  those  of  Third  Point  LLC  or  its  affiliates.  If  you  have  received 
this  communication  in  error,  please  notify  us  immediately  by  email,  and  delete  the 
original  message.  We  do  not  waive  confidentiality  if  you  have  received  this  communication 
in  error.  In  the  UK,  this  communication  is  directed  in  the  UK  to  those  persons  who  are 
market  counterparties  or  intermediate  customers  (as  defined  in  the  rules  of  the  Financial 
Services  Authority) . 

This  is  not  an  offer,  or  solicitation  of  any  offer  to  buy  or  sell  any  security,  investment 
or  other  product.  . 


„*" 
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From: 
Sent: 
To: 
Subject: 


Sparks,  Daniel  L 
Tuesday,  July  17,  2007  6:34  PM 
Mullen,  Donald;  Montag,  Tom 
FW:  Mortgages  Estimate 


We  moved  a  significant  amount  of  positions  today  from  origination  desks  to  secondary  and  took  hits  related  to  that.  The 
only  positions  not  moved  are  Prime  Hybrid  subs  (we  will  do  in  next  day  or  2  and  we  reserved  $5mm  for  it  which  should 
be  close  to  internal  transfer  cost)  and  the  scratch  and  dent  subs  (not  currently  planning  to  move  for  business  reasons). 
Finck  did  a  very  good  job  mediating  -  Clay  and  Nestor  are  very  unhappy  with  me  but  I  have  given  them  months  to  do  this 
and  it  was  time. 

Large  move  down  and  visibility  in  option  ARM  subs  today  from  bid  list  that  traded  poorly. 

Gain  today  in  Alt  A  space  as  hedge  gains  had  been  reserved  too  much  -  team  understands  going  forward  to  flow  through 
vol. 

In  case  you  did  not  see  it,  BSAM  funds  returning  9  cents  and  0  cents  on  the  dollar  in  less-levered  and  more  levered 
funds. 

Separately,  I  really  want  to  speak  about  Will  Roberts  and  what  you  think  this  will  achieve  that  is  not  either  happening  or 
in  process  -  and  a  little  more  about  me. 


From: 

Bin,  Ki-Jun 

Sent: 

Tuesday,  July  17,  2007  6:19  PM 

To: 

ficc-eod 

Subject: 

Mortgages  Estimate 

FICC  Mortgages  -  Daily  P&L  Estimate 

I.  SUMMARY 


.  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Structured  Products 

-  Ress  Prime'Mtg  Derrvs 
•  Rest  Credit 
- CRELT 
■ABSL&F 
■  SPG Trading 
■CDO/CLO 

-  Other- Structure 
Products 
Europe 
Other  (Advisory,  PFG,  Managers/Other) 


MORTGAGES 


(9.415,000) 

(26,750,000) 

5,000,000 


15,000,000 
(5,200,000) 


(9,415.000) 


Mortgages  WTD 


Mortgages  MTD 


II.  DETAIL 
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Business  Strategy 


STRUCTURED  PRODUCTS 
Mortgage  Derivative 


Residential  Prime 


Residential  Credit 


CRE  Loan  Trading 


Desk 


Agency  Derivatives 
Whole  Loan  Derivs 
MSR 


FHAA/A  -  Primary 
FHAA/A  -  Secondary 
Prime  Hybrid  -  Primary 
Prime  Hybrid  -  Secondary 
Agency  Hybrid 
Prime  Fixed 
Agency  CMO  -  Primary 
Agency  CMO  -  Secondary 


Scratch  and  Dent 

Subprime 

Alt-A 

2nd  Liens 

Subs 

Residuals  -  Scratch  &  Dent 

Residuals  -  Subprime 

Residuals  -  Alt-A 

Residuals  -  2nd  Liens 


Fixed  Large  Loan 
Floater  Large  Loan 
Fixed  Conduit 
Transitional  Loans 
CRE  CDO 


Daily  Total       Comments 


250,000 
250,000 


(27,000,000) 


(15.000.000) 
(5,000,000) 
(7f000i000)  subs  transfer/write  down 


5,000,000 
(6,500,000)  ABX  AAA  tightening 

1 8,000,000 ioans  &  ABX 
(500,000)  ABX  AAA  tightening 

(6,000,000) 


ABS  Loans  &  Finance 


SPG  Trading 


CDO/CLO 


Consumer 
Commercial 
Europe 
Warehouse 


CMBS  Trading 
CRE  CDO 
ABS  Trading 
Property  Derivatives 
Correlation 


ABS /MBS  CDO 

GSI SP  Credit  Warehouse 

USCLO 

EURO  CLO 

CRE  CDO 


15,0^000 
8,000,000 CMBS  CDS 

6, 000, 000  ABS  CDS 

1. 000. 000  ABS  CDS,  CMBS  CDS,  New  CMBX  Tr, 

(5,200,000) 

(5,200.000)  retained  debt  markdowns/  gain  on  Al 
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Tax  Related  Securities 


Warehouse  Lending 


Retained  Principal  Positions 


Non-economic  residuals 
Economic  residuals 


Residential 
Commercial 
Asset  Backed 


Syndicate 


ABS 
CMBS 
CDO 
RMBS 


Other 


Total  Structured 
Products 


(9,415,000) 


EUROPE 
Acquisition  Finance 


Syndicate 
Trading 


European  CMBS 


Syndicate 
Trading 


Total  Europe 


Total  Advisory 


Total  PFG  JV 


Total  Manager's  Account 
/Other 


Goldman,  Sachs  &  Co. 

180  Maiden  Lane  |  New  York,  NY  10038 

Tel:  212-357-7385 

e-mail:  ki-jun.bin@gs.com 

Ki-Jun  Bin 

Finance  Division 


Goldman 


This  message  may  contain  information  that  is  confidential  or  proprietary.  If  you  are  not  the  intended  recipient,  please  advise  the  sender  immediately  and 
delete  this  message  and  any  attachments.  Follow  this  link  for  further  information  on  confidentiality  and  the  risks  inherent  in  electronic  communication: 
IUtp:/Avtvw.es.com/disclaimer/email/ 
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From:  Montag,  Tom 

Sent:  Friday,  June  22,  2007  4:32  PM 

To:  Sparks,  Daniel  L 

Subject:  RE:  Few  trade  posts 


boy  that  timeberwof  was  one  shitty  deal 

Original  Message 

From:  Sparks,  Daniel  L 

Sent:  Friday,  June  22,  2007  4:30  PM 

To:  Montag,  Tom 

Subject:  Re:  Few  trade  posts 


Yes  -  main  thing  left  is  300mm  timberwolfs  Other  large  positions  were  tmts  -  gone,  octan 
gone,  abacus  -  we  will  collapse  against  short  There  were  some  small  rmbs  positions 

I  will  get  you  a  complete  summary  with  details 


Original  Message  

From:  Montag,  Tom 

To:  Sparks,  Daniel  L 

Sent:  Fri  Jun  22  16:22:56  2007 

Subject:  RE:  Few  trade  posts 

can  I  get  complete  rundown  on  everything  we  bought  from  BSAM  and  whats  left? 

Original  Message 

From:  Sparks,  Daniel  L 

Sent:  Friday,  June  22,  2007  3:00  PM 

To:  Montag,  Tom 

Subject:  Fw:  Few  trade  posts 


Original  Message  

From:  Lehman,  David  A. 

To:  Mullen,  Donald;  Sparks,  Daniel  L;  Brafman,  Lester  R 

Cc:  Swenson,  Michael;  Birnbaum,  Josh 

Sent:  Fri  Jun  22  14:28:20  2007 

Subject:  Few  trade  posts 

Traded  $20mm  of  the  OCTAN  06-2  A3A  mezz  CDO  bonds  to  Magnetar  @  $82. ...we  bot  these  bonds  @ 
$80  from  BSAM..trying  to  upsize  the  ticket  to  40mm  @  $82  which  will  clean  us  out...Egol  did  a 
great  job  w/  Magnetar  on  this  one. 

Also,  we  have  sold  $40mm  RMBS  A3/A-  out  of  the  WH  account  to  MS  prop  and  another  $10mm  to 
Ellington. 

Only  40mm  RMBS  A3 /A-  remain  in  the  WH  accounts,  1/2  of  which  is  Long  Beach  paper  - 
Edwin/Deeb  continue  to  work. 


Goldman,  Sachs  &  Co. 

85  Broad  Street   |   New  York,  NY  10004 

Tel:  212-902-2927   |   Fax:  212-493-9681   I   Mob:  917-1 

e-mail:  david.lehman@gs.com 

Goldman 
Sachs 
David  Lehman 


.=  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


1 


Confidential  Treatment  Requested  by  Goldmar 


Permanent  Subcommittee  on  Investigations 

Wall  Street  &  The  Financial  Crisis 

Report  Footnote  #1778 


GSMBS-E-01 08491 03 


Footnote  Exhibits  -  Page  3673 


From: 
Sent: 
To: 
Subject: 


CHARMAINE  LEE  -  GOLDMAN,  SACHS  &  CO.  [charmaine.lee@hk.email.gs.com] 

Monday,  June  18,  2007  7:12  PM 

Chin,  Edwin 

[BB2lnet  Log  Message]  [3858985629]  [Fwd:  ABX  Open Comments  on  pg  2] 


'X-GS-Communications-System'    =>    'Bloomberg   to   Internet',     'X-Bloomberg-Original-From'    => 
CLEEEl@bloomberg.net | CHARMAINE   LEE | GOLDMAN,    SACHS    &    CO. | 3788 |,     'X-Bloomberg-Original-To ' 
=>   EKC9@bloomberg.net | EDWIN   CHIN | GOLDMAN,    SACHS    &    CO. | 3788 | 2270779    'X-Bloomberg-Original- 
Date'    =>   2007-06-18-19.11.55.000000,     'X-Bloomberg-Original-TimeZone '    =>    'New  York  Time', 


Original  Message   

From:    ROBERT    LYNN,    CREDIT    SUISSE    SECURI 
At:       6/18    13:07:21 


Original   Msg    from:    TED  MORAN,    CREDIT   SUISSE   SECURI   At:       6/18      9:06:58 


ABX  2007-1 

strike 

size 

bid 

offer 

ABX. HE. AAA 

9 

50x50 

99-0 

100-0 

ABX.HE.AA 

15 

25x25 

98-24 

99-24 

ABX. HE.  A 

64 

25x25 

90-0 

91-16 

ABX . HE . BBB 

224 

10x10 

69-0 

71-0 

ABX.HE.BBB- 

389 

10x10 

60-0 

62-0 

ABX  2006-2 

strike 

size 

bid 

offer 

ABX. HE. AAA 

11 

50x50 

99-0 

100-0 

ABX.HE.AA 

17 

25x25 

99-0 

100-0 

ABX. HE. A 

44 

25x25 

92-0 

94-24 

ABX. HE. BBB 

133 

10x10 

75-0 

77-0 

ABX.HE.BBB- 

242 

10x10 

66-8 

68-8 

ABX  2006-1 

strike 

size 

bid 

offer 

ABX.  HE.  AAA. 

18 

50x50 

99-24 

100-10 

ABX.HE.AA 

32 

25x25 

99-16 

100-8 

ABX. HE. A 

54 

25x25 

96-8 

98-0 

ABX . HE . BBB 

154 

10x10 

90-0 

92-0 

ABX.HE.BBB- 

2  67 

10x10 

82-8 

84-8 

Comments : 

Wild  ride  to  close  the  week  on  Friday,  with  the  07-1  bbb-  trading  thru  $60-00  briefly 

Friday  afternoon,  and  setting  a  new  closing  low  ($60-30) the  sell  off  in  ABX  was 

precipitated  by  a  rout  in  TABX  40%  -  100%  tranche  which  was  rumoured  to  be  related  to  the 

BSAM  liquidation after  setting  a  new  trading  low  we  saw  significant  short  covering 

interest  which  helped  the  index  to  close  off  its  lows the  BSAM  story  will  dictate 

the  tone  in  the  ABX  market  in  the  short  term,  as  a  continued  liquidation  of  their  holdings 
will  put  further  downward  price  pressure  on  TABX  which  will  then  leak  into  ABX  trading 
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From:  rkelly10@bloomberg.net  on  behalf  of  RYAN  KELLY,  GOLDMAN,  SACHS  &  CO.  [rkellylO 

@bloomberg.net] 
Sent:  Thursday,  June  21 ,  2007  9:35  AM 

To:  Salem,  Deeb 

Subject:  yo  -  who  the  F-  is  getting  short  ABX  at  these  levels. 


yo 


who  the  F-   is  getting  short  ABX  at  these  levels. 


Not  an  offer,  recommendation,  gen.  solicitation  or  off.  confirm  of  terms.  Prepared  by 
Research/Sales/Trading  from  gen.  avail,  info  believed  reliable.  No  representation  of 
accuracy/completeness  is  made  or  that  you  will  achieve  returns  indicated.  Assumption 
changes  may  materially  impact  returns;  price/avail,  may  change  w/o  notice;  past  perf.  not 
indicative  of  future  results.  GS  may  have  a  position  in  any  subject  investment.  GS  PRICING 
IS  PROPRIETARY;  YOU  AGREE  NOT  TO  DISCLOSE  &  WE  RELY  ON  THAT  AGMT  WHEN  FURNISHING  (FULL 
TERMS:  www.gs.com/disclaimer/pricinginfo).  For  UK,  issued/app.  by  GS  Int'l,  reg.  by  FSA, 
but  not  made  avail,  to  priv.  cust. 
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SPG  Trading -2007 
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Highlights:  Revenue 


YTD:  $3.0Bln,  with  revenue  growing  steadily  over  the  year  with  little 
fluctuation.  RMBS-related  revenues:  #1  on  the  street  by  a  wide 
margin.  #2  in  the  world  behind  Paulson  Partners. 


SPG  Trading  YTD  PnL 


3,500,000,000 

3,000,000,000 

2,500,000,000 

_,  2,000,000,000 

c 

£   1,500,000,000 

*~  1,000,000,000 

500,000,000 

0 

-500,000,000 


Date 
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Highlights:  Franchise 

#1  Franchise  on  the  street,  perceived  as  the  thought  leaders  by  the 
customer  base. 

Largest  market  share:  est  30-40% 

Voted  #1  franchise  in  ABS  CDS  based  on  Risk  Magazine  end  user 
survey  of  institutional  investors. 
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Highlights:  Assumed 
responsibility  for  CDOs 

SPG  Trading  assumed  responsibility  for  the  CDO  business  and  risk 
while  the  market  was  collapsing,  helping  mitigate  losses  and  reduce 
risk  (Warehouse  and  retained  positions)  before  our  competitors. 

Results  out  of  DB,  Citi,  UBS,  Bear,  Lehman,  etc.  all  bear  evidence 
that  we  were  far  ahead  of  our  competition  in  marking  down  positions 
and  moving  CDO  risk  before  the  market  cratered  and  came  to  a 
standstill  post-BSAM. 
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Potential  qualifications 


1 .  "2007  was  a  unique  event,  desk  made  money  primarily  from  a 
single  short  trade,  results  not  likely  to  be  repeatable." 

2.  "SPG  trading  would  not  have  been  permitted  to  be  as  short,  if 
management  was  not  attempting  to  offset  risk  in  retained  longs  in 
other  parts  of  department." 

3.  "Revenue  was  achieved  taking  very  significant  risk.  Results  less 
impressive  when  risk-adjusted." 

4.  "Discussing  a  HFE  (hedge  fund  equivalent)  percentage  payout  is 
inappropriate  because  much  of  the  revenue  came  from  the 
franchise,  i.e.  sitting  in  the  seat." 

5.  "Cannot  pay  SPG  trading  team  based  on  stand-alone  p&l,  must 
consider  the  results  for  the  entire  mortgage  department." 
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Responses  to  qualifications 


1 .  "2007  was  a  unique  event,  desk  made  money  primarily  from  a 
single  short  trade,  results  not  likely  to  be  repeatable." 

FALSE.  Revenues  in  2007  were  diversified  across  many  different 
strategies  (directional  both  long  and  short,  capital  structure, 
index/SN  basis,  tiering,  ideosyncratic,  flow  trading).  We  switched 
direction  several  times  with  well-timed  calls  relative  to  subsequent 
market  moves  (Graphs  #1 ,  #2).  Most  of  these  opportunities  are  in 
place  for  2008.  Revenue  projection  for  2008  is  $1 .2  Bin  reflecting  a 
diverse  set  of  opportunities.  The  opportunity  set  is  much  more  than 
simply  buying/trading  distressed. 
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Graph  #1 


Graph  #2:  RMBS  Subprime  Notional  History 

-  Mezzanine  /  bottom  of  the  capital  structure  - 

(ABS  Base  Portfolio) 
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Graph  #2 


Graph  #1 :  RMBS  Subprime  Notional  History 

-  Top  of  the  capital  structure  - 

(ABS  Base  Portfolio) 
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Responses  to  qualifications 


2.  "SPG  trading  would  not  have  been  permitted  to  be  as  short,  if 
management  was  not  attempting  to  offset  risk  in  retained  longs  in 
other  parts  of  department." 

FALSE.  This  statement  is  inconsistent  with  how  the  position 
evolved.   By  June,  all  retained  CDO  and  RMBS  positions  were 
identified  already  hedged.  As  Graph  #1  indicates,  SPG  trading  re- 
initiated shorts  post  BSAM  unwind  on  an  outright  basis  with  no 
accompanying  CDO  or  RMBS  retained  position  longs.  In  other 
words,  the  shorts  were  not  a  hedge. 
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Responses  to  qualifications 


3.  "Revenue  was  achieved  taking  very  significant  risk.  Results  less 
impressive  when  risk-adjusted." 

FALSE.  SPG  Trading's  largest  down  day  in  2007  was  ($38mm)  and 
SPG  trading  NEVER  came  close  to  losing  more  money  than  the 
daily  VAR  (Graph  #2).  In  fact,  to  lose  more  money  than  the  daily 
VAR  1  out  of  20  times,  SPG  trading  reported  VAR  would  have  to  be 
27%  of  the  what  has  been  reported.  The  ratio  of  profit  /  empirical 
VAR  likely  higher  for  SPG  Trading  than  for  the  firm  as  a  whole. 
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Graph  #3 


VAR:  Current  method  vs  P&L  based 
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Responses  to  qualifications 


•  4.  "Discussing  a  HFE  (hedge  fund  equivalent)  percentage  payout  is 
inappropriate  because  much  of  the  revenue  came  from  the 
franchise,  i.e.  sitting  in  the  seat." 

•  FALSE.  If  the  seat  is  so  valuable,  why  did  no  other  street  firm  come 
close  to  our  performance? 
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Responses  to  qualifications 


5.  "Cannot  pay  SPG  trading  team  based  on  stand-alone  p&l,  must 
consider  the  results  for  the  entire  mortgage  department." 

TRUE.  SPG  trading  recognizes  that  compensation  needs  to  fit 
rationally  within  the  confines  of  the  Mortgage  Department 
compensation  pool. 
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Proposed  Mortgage  Department 
Compensation  Breakdown 

SPG  trading  accounts  for  250%-300%  of  the  department's  revenue. 

SPG  trading  seeks  ~150mm  total  comp  pool,  or  roughly  40%-50%  of 

the  estimated  department-wide  pool. 

141mm  equates  to  a  4.0%  payout  on  estimated  revenues. 

The  4  businesses  consisting  of  SPG  Trading,  CDOs,  Resi  Prime, 

Resi  Credit  account  for  76%  of  dept  revenue.  Total  proposed 

compensation  for  4  businesses  =  $240mm  =  66%  of  dept  revenue. 

Proposed  net  profit  =  $441  mm  vs  $31 6mm  in  2006. 
Proposed  net  profit  margin  =  36%  vs  35%  in  2006. 
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Proposed  Mortgage  Department 
Compensation  Breakdown 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Birnbaum,  Josh 

Tuesday,  October  02,  2007  9:28  AM 

Lehman,  David  A. 

Swenson,  Michael 

RE:  SPG  Trading  -  2007.ppt 


I  added  your  bullet  and  1  more: 

Results  out  of  Citi,  UBS,  Bear,  Lehman,  etc.  all  bear  evidence  that  we  were  far  ahead  of 
our  competition  in  marking  down  positions  and  moving  CDO  risk  before  the  market  cratered 
and  came  to  a  standstill  post-BSAM. 

Original  Message 

From:  Lehman,  David  A. 

Sent:  Monday,  October  01,  2007  4:37  PM 

To:  Birnbaum,  Josh 

Subject:  RE:  SPG  Trading  -  2007. ppt 

Note  sure  if  you  need  the  below  comments,  I  think  you  do  just  fine  by  stating  "TRUE  -  SPG 
trading  recognizes  that  compensation  needs  to  fit  rationally  within  the  confines  of  the 
Mortgage  Department  compensation  pool." 

-  members  of  SPG  Trading  had  no  responsibility  for  the  areas  which  lost  money, 

-  in  Feb/Mar,  we  were  shot  down  when  we  voiced  concern  about  covering  shorts  because  other 
areas  in  the  department  were  longer  than  reported 

-  in  Feb/Mar,  we  were  told  we  had  enough  to  worry  about  and  that  if  the  CDO  business  lost 
money,  it  would  be  the  equivalent  of  a  desk  in  the  Equities  Division  losing  money 

Also  it  might  help  to  point  out  that  we  assumed  responsibility  for  the  CDO  business  and 
risk  while  the  market  was  collapsing,  helping  mitigate  losses  and  reduce  risk  (Warehouse 
and  retained  positions)  before  our  competitors 

Original  Message 

From:  Birnbaum,  Josh 

Sent:  Monday,  October  01,  2007  4:25  PM 

To:  Lehman,  David  A. 

Subject:  SPG  Trading  -  2007. ppt 

Current  draft.   Handle  with  care. 
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From: 
Sent: 
To: 
Subject: 

Swenson,  Michael 

Thursday,  October  04,  2007  10:45  AM 
Lehman,  David  A.;  Birnbaum,  Josh 
RE:  How's  this? 

Sounds   good 

From: 
Sent: 
To: 
Subject: 

Lehman,  David  A. 

Thursday,  October  04,  2007  10:05  AM 
Birnbaum,  Josh;  Swenson,  Michael 
RE:  How's  this? 

Like  it 

From:  Birnbaum,  Josh 

Sent:  Thursday,  October  04,  2007  10:01  AM 

To:  Swenson,  Michael;  Lehman,  David  A. 

Subject:  How's  this? 


5.  "Cannot  pay  SPG  trading  team  based  on  stand-alone  p&l,  must  consider  the  results 
for  the  entire  Mortgage  Department,  the  Division,  and  the  Firm." 


*     TRUE.  SPG  trading  recognizes  that  compensation  needs  to  fit  rationally  within  the 

compensation  pool  of  the  Mortgage  Department,  the  Division,  and  the  Firm.  The  table  on 
the  following  page  outlines  an  example  of  how  SPG  trading  can  achieve  compensation 
expectations  within  a  reasonable  compensation  pool  scenario  for  the  Mortgage 
Department. 

Btw,  I  found  another  4mm  for  SPG,  was  over-estimating  comp-related  expenses  a  bit.  I  dialed  down  Oct,  Nov 
p&l  from  250  to  233  to  make  the  dept  hit  exactly  $1 .2  for  year-end. 
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From: 
Sent: 
To: 
Subject: 


Swenson,  Michael 

Friday,  June  29,  2007  3:57  PM 

Lehman,  David  A. 

RE:  ABS  Update 


Funds 


Original  Message 

From:  Lehman,  David  A. 

Sent:  Friday,  June  29,  2007  3:31  PM 

To:  Swenson,  Michael 

Subject:  Re:  ABS  Update 

Funds  or  dealers? 


U  out  monday? 


David  A.  Lehman 

Goldman,  Sachs  &  Co . 

85  Broad  Street   |   New  York,  NY  10004 

Tel:  212-902-2927   |   Fax:  212-902-1691 

e-mail:  david.lehman@gs.com 


|   Mob:  917-863-4678 


Original  Message  

From:  Swenson,  Michael 

To:  Lehman,  David  A. 

Sent:  Fri  Jun  29  15:26:46  2007 

Subject:  RE:  ABS  Update 

I  think  we  will  see  3  to  5  guys  go  under  next  week 


Original  Message 

From:  Lehman,  David  A. 

Sent:  Friday,  June  29,  2007  3:06  PM 

To:  Swenson,  Michael 

Subject:  Re:  ABS  Update 

Don't  worry  "bout  seating 

we  r  in  the  middle  of  a  mkt  meltdown 


David  A.  Lehman 
Goldman,  Sachs  &  Co. 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Bash-Polley,  Stacy 

Saturday,  July  28,  2007  3:01  PM 

Montag,  Tom;  Sparks,  Daniel  L;  Mullen,  Donald 

Schwartz,  Harvey 

Fw:  Structured  Products  Weekly  Update  -  07/27/07(lnternal  Use  Only) 


Pretty  remarkable  week 

Some  high  quality  business  done  with  a  lot  of  teamwork  bw  sales  and  trading. 

Original  Message  

From:  Radtke,  Lorin 

To:  Montag,  Tom;  Mullen,  Donald;  Schwartz,  Harvey;  Bash-Polley,  Stacy;  Madoff,  Paula; 

Pinkos,  Steve;  Kreitman,  Gail;  Gasvoda,  Kevin;  Icikson,  David;  Joseph,  Alexandra  A. ; 

Kaprelian,  Michael 

Cc:  Radtke,  Lorin 

Sent:  Fri  Jul  27  21:15:46  2007 

Subject:  Structured  Products  Weekly  Update  -  07/27/07 (Internal  Use  Only) 


Market  Update 

Week  on  week  move  7/13/07-7/20/07  (4:00  PM) : 

2yr  notes    rallied  24.9bps 

lOyr  notes   rallied  18.5bps 

lOyr  spreads      widened  7.9bps 

ABX.07-1  BBB-     widened  151.5bps   (2395.5) 

CMBX.3  BBB-  widened  110bps   (555) 

TABX  40-100  widened. 264bps   (2249.5) 

IG8         widened  28bps   (80.5) 

LCDX8       widened  109bps  (373) 

S&P  500     down  4.91%   (1458.98) 

Oil         up  $1.49   ($77.06) 

$/Yen       down  2.63   (118.575) 

Themes 
Summary: 

Whether  you  remember  '94,  '98,  or  '03,   the  general  themes/patterns  are  consistent.   An 
initial  dislocation  to  the  market  (in  this  instance  a  credit  deterioration  in  sub  prime 
mortgages)  acts  as  a  tipping  point  and  leads  to  spread  widening  in  other  sectors.   This  in 
turn  quickly  becomes  a  liquidity  crunch/crisis.   It  appears  that  this  is  where  the 
structured  product  market  is  now  -  searching  for  liquidity.   This  has  produced  numerous 
capitulation/liquidation  situations  and  forced  customers  to  trade.   As  evidenced  by  the 
highlight  trades,  sales/trading  worked  together  in  getting  orders,  crossing  bonds  and 
moving  risk  throughout  the  volatile  week.   The  impact  of  this  week  leaves  the  account  base 
in  three  camps : 

*  The  Paralyzed  -  This  group  is  represented  by  traditional  Money  Managers  and  like 
accounts  that  have  to  manage  their  own  customers  and  are  spending  a  lot  of  time  trying  to 
explain  performance.   They  want  to  buy  but  are  fighting  fires  and  need  to  put  them  out 
first. 

*  The  Wounded (some  fatally)  -  Hedge  funds  on  the  wrong  side  of  the  trade  and  getting 
hit  hard  on  financing, marks,  and  margin  calls.   CDO  managers  have/will  start  to  disappear. 

*  The  Opportunistic  -   Hedge  Funds,  Prop  desk,  Insurance  Cos,  and  Money  Managers 
with  dry  powder.   This  group  was  on  the  right  side  of  this  move  and  is  trading (  at  least 
trying  to).   A  portion  of  this  group  hasn't  played  in  subprime  or  CDOs  in  years.   They  are 
returning  to  look  and  selectively  buy.... very  cautious  because  they  believe  more  widening  to 
come . 

What  next  week  will  bring:  The  watch  words  for  next  week  will  be  month  end  marks....  and  the 
impact  on  customers. 
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From:  Sparks,  Daniel  L 

Sent:  Saturday,  August  1 1 ,  2007  3:41  PM 

To:  Montag,  Tom;  Lehman,  David  A.;  Mullen,  Donald;  Swenson,  Michael 

Subject:  Re:  Japan  exposure  to  CDOs 

Loans  are  marked  around  93,  team  thinks  they  should  execute  above  but  market  tough.  Stark 
agreed  to  take  have  the  resid  and  looking  at  subs.  Team  shooting  to  get  deal  converted  to 
securities  this  month,  sell  what  it  call.  Could  slip  into  sept 

Original  Message  

From:  Montag,  Tom 

To:  Lehman,  David  A.;  Mullen,  Donald;  Swenson,  Michael;  Sparks,  Daniel  L 

Sent:  Sat  Aug  11  12:01:56  2007 

Subject:  Re:  Japan  exposure  to  CDOs 

What  is  overall  balance  sheet  now?  What  has  happened  the  ■■)  loans  u  bought?  Where  are 
those  marked? 

Original  Message  

From:  Lehman,  David  A. 

To:  Montag,  Tom;  Mullen,  Donald;  Swenson,  Michael;  Sparks,  Daniel  L 

Sent:  Sat  Aug  11  11:35:03  2007 

Subject:  Re:  Japan  exposure  to  CDOs 

Very  general- 

Long  correlation  in  abs  and  cmbs  via  sup  snr  shorts  in  correlation  book  3bb  abs  BBB/BBB- 
and  5bb  cmbs  A/BBB/BBB-  (ie  positive  gamma  and  we  benefit  from  systemic  spd  moves  and  get 
hurt  from,  idiosyncratic  defaults  or  spd  moves) 

Overall  long  cmbs  AAA/AA,  short  A,  flat  BBB/BBB-,  short  BBs,  short  Commercial  Real  Estate 
CDOs 

Short  abs  cdos  overall  from  AAA  to  A,  biggest  concerns  on  the  long  side  r  300mm  TWOLF  sup 
snr  AAA  bot  from  BSAM  (60-90%  tranche)  and  450mm  HOUT  BAY  AAA  retained  from  new  issue 
(15-45%  tranche) 

Hope  to  have  traction  with  ^|^  on  450mm  hout  bay  this  week 

Also,  as  swenny/deeb/josh  have  done  an  awesome  job  sourcing  risk,  the  CD0  transition  book 
AAA  ABX  short  decreased  from  1.55bb  to  250mm  over  the  past  2  weeks  -  we  love  covering  that 
trade,  we  might  keep  l-150mm  on  as  a  way  out-of-the-$  option  but  feel  it  is  not  a  great 
hedge  for  the  long  cdo  risk  in  that  book 
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David  A.    Lehman 
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85   Broad   Street       |       New  York,    NY   10004 


Permanent  Subcommittee  on  Investigations 
Wall  Street  &  The  Financial  Crisis  I  ^ 

Report  Footnote  #1792 


Confidential  Treatment  Requested  by  Goldn  GS  MBS-E-001 929202 


Footnote  Exhibits  -  Page  3696 


Tel:  212-902-2927   |   Fax:  212-902-1691 
e-mail:  david.lehman@gs.com 


I      Mob:    917-! 


Redacted  by  the  Permanent 
Subcommittee  on  Investigali 


Hit     I 

gations  I 


Original  Message  

From:  Montag,  Tom 

To:  Lehman,  David  A.;  Mullen,  Donald;  Swenson,  Michael;  Sparks,  Daniel  L 

Sent:  Sat  Aug  11  10:58:17  2007 

Subject:  Re:  Japan  exposure  to  CDOs 

What  trades  do  we  have  on  now? 

Original  Message  

From:  Lehman,  David  A. 

To:  Mullen,  Donald;  Swenson,  Michael;  Sparks,  Daniel  L 

Cc:  Montag,  Tom 

Sent:  Sat  Aug  11  10:27:57  2007 

Subject:  Re:  Japan  exposure  to  CDOs 

Don't  thk  so  -  we  haven't  covered  any  CDO  risk  (we  have  gone  the  other  way  by  1.4bb  since 
June  1st)  and  that  is  where  the  mkt  still  has  bad  longs  -  thk  AAA  rmbs  is  a  very  different 
trade 


David  A.  Lehman 

Goldman,  Sachs  &  Co. 

85  Broad  Street   |   New  York,  NY  10004 

Tel:  212-902-2927   |   Fax:  212-902-1691 

e-mail:  david.lehman@gs.com 


I   Mob:  917- 


Original  Message  

From:  Mullen,  Donald 

To:  Swenson,  Michael;  Lehman,  David  A.;  Sparks,  Daniel  L 

Cc:  Montag,  Tom 

Sent:  Sat  Aug  11  10:21:25  2007 

Subject:  Fw:  Japan  exposure  to  CDOs 

Did  we  cover  to  soon?  Looks  like  more  selling  at  the  higher  end  of  cap  stack 


Original  Message  

From:  Mensah,  Bernard 
To:  Mullen,  Donald;  Salame,  Pablo 
Sent:  Sat  Aug  11  10:14:43  2007 
Subject:  FW:  Japan  exposure  to  CDOs 


Original  Message 

From:  Gottfried,  Michael  A 

Sent:  Friday,  August  10,  2007  5:02  PM 

To:  Mensah,  Bernard 

Cc:  Fernandez-Aller,  Carlos;  Chew,  John 

Subject:  RE:  Japan  exposure  to  CDOs 
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BankThai  also  said  today  that  they  are  more  exposed  to 
through  (MB*.   Most  tranches  were  rated  IHHB 


—  sounds  like 


The  article  also  said  "BankThai" s  total  investment  in  CDOs  is  about  $427  million,  or  6.4 
percent  of  its  total  assets". 


Bank  Thai  bought  MHHMI  of  CDOs  backed  by  (■■■^■■■■MM~~_both 
portfolios.   Sales  tells  me  that  we  did  not  sell  any  of  thefl^BI 
to  BankThai . 


RCBC  in  the  Philippines  said  they  may  be  liquidating  CDOs  currently  marked 
July  month  end  marks  we  sent  them  were 


The 
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Original  Message 

From:  Gottfried,  Michael  A 

Sent:  Tuesday,  August  07,  2007  1:45  PM 

To:  Mensah,  Bernard 

Cc:  Fernandez-Aller,  Carlos;  Chew,  John 

Subject:  Japan  exposure  to  CDOs 

Following  up  on  your  question  about  pan-Asia  CDO  exposure,  there  was  the  below  story  on 
Bloomberg  this  morning  about  Shinsei  having  some  CDO  of  ABS  exposure. 

Of  course  there  is  also  the  Japanese  corporate  with  a  large  exposure  to  CDOs  through  the 
trade  with  us. 


Shinsei  Has  $200  Million  in  Possible  Subprime  Loans  (Updatel) 
2007-08-06  23:50  (New  York) 

(Adds  earnings  in  last  paragraph.) 

By  Takahiko  Hyuga 

Aug.  7  (Bloomberg)  —  Shinsei  Bank  Ltd.,  the  first  Japanese  bank  bought  by  overseas 
investors,  said  it  has  about  $200  million  invested  in  U.S.  mortgage-backed  securities  that 
may  contain  subprime  loans . 

A  quarter  of  the  Tokyo-based  bank's  investments  in  U.S. 
mortgage-backed  securities  are  of  the  riskiest  type,  known  as  equity  tranches,  the  bank 
said.  Losses  on  these  at  the  end  of  June  had  reached  as  much  as  $30  million,  according  to 
Tokyo-  based  Shinsei  spokesman  Shinji  Hasumi . 

Fallout  from  the  slumping  U.S.  housing  market  continues  to  spread,  with  Bear  Stearns 
Cos.  yesterday  ousting  Co-President  Warren  Spector  after  errant  trades  that  led  to  the 
collapse  of  hedge  funds  controlled  by  the  firm.  Investors  have  sold  shares  of  banks  and 
insurance  companies  in  Australia,  Singapore  and  Taiwan  after  they  said  they  held 
securities  backed  by  U.S. 
mortgages  given  to  borrowers  with  patchy  credit  records . 

Shinsei  said  on  July  30  first-quarter  profit  rose  63  percent  to  31.2  billion  yen  ($263 
million)  on  a  20.6  billion  yen  one-time  gain  after  the  sale  of  its  housing  loan  unit  to 
Sumitomo  Trust  &  Banking  Co.  in  April. 

— Editor:  Richardson. 

To  contact  the  reporters  on  this  story: 

Takahiko  Hyuga  in  Tokyo  at  +813-3201-7498  or  thyuga@bloomberg.net. 

To  contact  the  editor  responsible  for  this  story: 
Ben  Richardson  at  +852-2977-6467  or 
brichardson8@blopmberg . net • 

[TAGINFO] 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Swenson,  Michael 

Tuesday,  August  21 ,  2007  7:36  PM 

Alexander,  Lee;  Buono,  Mark;  Finck,  Greg;  Gasvoda,  Kevin;  Lehman,  David  A.;  Bimbaum, 

Josh 

Mullen,  Donald;  Salame,  Pablo;  Sparks,  Daniel  L;  Petersen,  Bruce;  Brafman,  Lester  R; 

Kaprelian,  Michael;  Andrea,  Mireille  N. 

RE:  Mortgage  Commentary  for  Firmwide  Risk  Committee 


ABS  Summary 

1)  ABX  07-1  Closing  Price  and  Changes  for  the  week  ended  August  21st: 


Weekly  Change 

AAA 

92-16 

+1 .0  pts 

AA 

67-16 

-2.5 

A 

44-16 

-3.5 

BBB 

33-00 

-4.5 

BBB- 

32-00 

-5.0 

•  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigation 


2)  General   Color 

•  This  evening  S&P  released  negative  rating  actions  on  4  out  of  5  of  the  existing  SIV 
Lites  (market  value  CDOs  funded  by  CP) .  The  ratings  actions  affect  $5.5  billion  of 
outstanding  ABS  CP. 

•  ■■■H  liquidated  MBH  of  cashJHBsubPr:i-rrie  bonds  on  Monday  which  was  one  of  the 
4  programs  put  on  watch  by  S&P.   Bonds  traded  at  84-00  (implied  curara  losses  >35%) .   19 
dealers  were  shown  the  list  Goldman  bought  half  of  the  list  and  sold  1/3  of  what  we 
bought . 

•  AAAs  and  AAs  were  much  better  bid  on  Tuesday  as  the  street  is  net  short  ABX  at  the  top 
of  the  capital  structure. 

•  Index  and  synthetic  flows  are  at  a  near  standstill.  We  traded  only  $125mm  of  Index 
risk  in  the  past  2  days. 

3)  Current  SPG  Trading  Desk  Position  Summary: 

•  RMBS  AAA  -  long  $2.2bb 

•  RMBS  AA  -  long  $1.0bb 

•  RMBS  Single-As  -  net  short  $0.9bb  (100%  in  single-name  CDS) 

•  RMBS  BBB/BBB-  -  net  short  $3.5bb  (80%  in  single-name  CDS  -  60%  in  2005  vintage) 

4)  August  14th  -  21st 

Total  ABX  Indices  by  Rating  Bought  this  week: 


AAA 

$730mm 

AA 

190 

A 

165 

BBB 

220 

BBB- 

280 
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Total  $1, 555mm 


ABS  and  Correlation  Desk  Net  ABX  Risk  Change  on  the  Week: 


AAA 

+464mm 

AA 

+  125 

A 

+  40 

BBB 

+  60 

BBB-  ■ 

+  133 

Total 

+822mm 

From:  Alexander,  Lee 

Sent:  Tuesday,  August  21,  2007  3:57  PM 

To:  Buono,  Mark;  finck,  Greg;  Gasvoda,  Kevin;  Lehman,  David  A.;  Swenson,  Michael 

Cc:  Mullen,  Donald;  Salame,  Pablo;  Sparks,  Daniel  L;  Petersen,  Bruce;  Brafman,  Lester  R;  Kaprelian,  Michael;  Andrea,  Mireille  N. 

Subject:  Mortgage  Commentary  for  Rrmwide  Risk  Committee 

Importance:  High 

Mark  /  Greg  /  Kevin  /  David  /  Mike  - 

Apologies  for  the  short  notice,  however,  in  preparation  for  Risk  Committee  tomorrow  morning,  Don  /  Pablo  /  Dan  /  Bruce  were 
hoping  to  receive  commentary  for  your  respective  businesses  between  now  and  7AM.  Commentary  should  include  market  color, 
risk  commentary,  and  information  related  to  market  flows. 

Please  copy  all  parties  CC'd  on  the  email  -  in  order  to  facilitate  the  delivery  of  the  information. 

Appreciate  your  feedback  -  Thx,  Lee 
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From:  Montag,  Tom 

Sent:  Wednesday,  August  08,  2007  4:38  PM 

To:  Lehman,  David  A.;  Swenson,  Michael 

Subject:  RE: 


great— now  on  to  the  3  Billion  short 


From:  Lehman,  David  A. 

Sent:  Wednesday,  August  08,  2007  4:36  PM 

To:  Montag,  Tom;  Swenson,  Michael 

Subject:  RE: 


Gamma  helping  get  our  cmbs  short  very  close  to  home  -  if  the  mkt  continues  to  rally  we  do  not  need  to  hedge  much 
more,  maybe  another  100-200mm  BBBs 


From:  Montag,  Tom 

Sent:  Wednesday,  August  08,  2007  4:35  PM 

To:  Swenson,  Michael;  Lehman,  David  A. 

Subject:  RE: 


guess  we  are  still  short  a  lot-did  gamma  take  us  out  of  some  risk?  what  is  game  plan? 


From:  Swenson,  Michael 

Sent:  Wednesday,  August  08,  2007  4: 35  PM 

To:  Montag,  Tom;  Lehman,  David  A. 

Subject:  RE: 


Lots  of  moving  parts  pre  estimate  estimate  is  down  100mm 


From:  ,    Montag,  Tom 
Sent:  Wednesday,  August  08,  2007  4:29  PM 

To:  Swenson,  Michael;  Lehman,  David  A. 

Subject:  RE: 

that's  net  of  aaa--what  about  rest  of  cap  structure?    p  and  I? 


From:  Swenson,  Michael 

Sent:  Wednesday,  August  08,  2007  4: 24  PM 

To:  Montag,  Tom;  Lehman,  David  A. 

Subject:  RE: 

ABS 


Market  rallied  especially  at  the  top  end  of  the  capital  structure  -  AAA  (up 
2pts),  AA  (up  3pts),  A  (up  2  pt) . 

We  bought  300mm  of  AAA  and  redistributed  to  internal  desks.   Department  net 
short  is  3.1bb  of  AAA  right  now. 


From:  Montag,  Tom 
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Sent: 

To: 

Subject: 


Wednesday,  August  08,  2007  4:19  PM 
Lehman,  David  A.;  Swenson,  Michael 


what  happened  today? 
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From: 
Sent: 
To: 
Subject: 


Winkelried,  Jon 

Thursday,  August  09,  2007  2:06  PM 

Blankfein,  Lloyd;  Cohn,  Gary 

FW: 


"fyr 


From: 

Montag,  Tom 

Sent: 

Thursday,  August  09,  2007  2:01  PM 

To: 

Winkelried,  Jon 

Subject: 

RE: 

=  Redacted  by  the  Permanent 
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stat  art?,  gss,  systems,  mortgages  ,  money  markets,  credit,  munis 

stat  arb  down  25  million,  gss  seeing  nothing,  systems  hanging  in,  mortgages  bought  back  1  billion  of  3 

billion  short  in  AAA  indices  at  1/2  to  1  point  better 

than  yesterday,  money  markets  steady  as  she  goes  except  for  stctd  vehicles-GS  funded  in  CP  well,  munis 

no  pain  but  no  way  to  lower  risk  right  now, 

credit  weaker  by  about  1/2  of  yesterday  move-don't  know  on  stctd  credit 

sat  down  with  or  visited  ravi,  mitch  and  george  on  44 

visited  barringer  on  29 

ashok  on  26 

swenson  gasvoda  on  26  . 

mullen  and  harvey  on  50 

heller  and  russo  and  levin  on  50 

scope  on  50 


talked  to( 


Jabout  getting,  I 
getting  price  on  option  from  w 
would 
be  good  in  land  of 


MMtto  fund  some  of  our  commitment--calling<Ml  now 

on  buying  our  loans-torn  talked  toflBHHidirectly— still  think  buying  option 


things  actually  a  bit  quiet  except  for  rumours,  aaa  short  covering 


From:  Winkelried,  Jon  (EO  85B30) 

Sent:  Thursday,  August  09,  2007  1:57  PM 

To:  Montag,  Tom 

Subject:  RE: 

Good.  What  have  you  been  focusing  on  today 


From: 
Sent: 
To: 
Subject: 


Montag,  Tom 

Thursday,  August  09,  2007  1:51  PM 

Winkelried,  Jon 


fyi  I  didn't  go 
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From:  Sparks,  Daniel  L 

Sent:  Tuesday,  August  07,  2007  1 0:46  PM 

To:  Montag,  Tom;  Mullen,  Donald 

Subject:  RE:  Gsc  ms  prop/paulson  swap 


-Watr-exp3*c±t±y-=*iTatr-we~lc^ 

start  looking  to  cover  some  CDO  CDS 

Original  Message 

From:  Montag,  Tom 

Sent:  Tuesday,  August  07,  2007  6:26  PM 
To:  Sparks,  Daniel  L;  Mullen,  Donald 
Subject:  Re:  Gsc  ms  prop/paulson  swap 

Leaves  us  a  lot  shorter-did  we  take  off  anything  else? 

• —  Original  Message 

From:  Sparks,  Daniel  L 

To:  Cohn,  Gary  (EO  85B30);  Montag,  Tom;  Mullen,  Donald 

Sent:  Tue  Aug  07  18:13:04  2007 

Subject:  Gsc  ms  prop/paulson  swap 

Done.  We  will  recognize  positive  $37mm,  but  market  ran  hard  on  us  today  so  overall 
department  revenue  will  be  down. 

1.085  billion  gsc  cdo  super  senior  sold 
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From: 
Sent: 
To: 
Subject: 


Sparks,  Daniel  L 

Monday,  August  20,  2007  9:10  AM 

Montag,  Tom 

RE:  9Hi  loans 


"We'are'planningtocontinueto  playoffenserThe  big  focus  has  beenvarrand  how  tocutrBut-theagreementwas-notto— 
trade  to  manipulate  var  only,  trade  to  do  what  we  think  is  smart.  The  var  numbers  greatly  overstate  the  shorts,  and  we 
did  some  calculations  last  week  that  say  we  are  long.  Discussions  on  the  up  the  quality  trade  ( top  cap  stack  and  top 
quality  collateral)  were  had  in  various  times  with  don,  gary  and  bill.  We  aren't  going  crazy  with  it,  just  being  opportunistic. 
Before  we  get  large,  we  are  going  to  lay  out  strategy  for  the  four  of  you. 


From: 

Montag,  Tom 

Sent: 

Monday,  August  20,  2007  9:03  AM 

To: 

Sparks,  Daniel  L 
RE:  (Mi  Foans 

Subject: 

we  should  reduce  some  basis  IMO 
who  did  you  go  through  it  with 
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From: 

Sparks,  Daniel  L 

Sent: 

Monday,  August  20,  2007  9:02  AM 

To: 

Montag,  Tom 
RE:  flP|  loans 

Subject: 

As  a  overall  business,  we're  not  short  AAA's  anymore.  We  are  putting  on  the  long  index  (mostly  AAA)/short  single 
name  mezz  trade  on.  We  went  through  it  with  a  bunch  of  people  last  week  and  should  walk  you  through  it  today. 
Nestor  has  been  reluctantly  covering  and  has  about  500  aaa  to  go  and  we  are  having  high  energy  discussion  on  it. 


From: 

Montag,  Tom  . 

Sent: 

Monday,  August  20,  2007  8:57  AM 

To: 

Sparks,  Daniel  L 

Subject: 

RE:  ^j|  loans 

heavily  isnt  the  half  of  it-we  have  bought  back  4  -  5  billion  and  still  short 


From:  Sparks,  Daniel  L 

Sent:  Monday,  August  20,  2007  8:56  AM 

To:  Sparks,  Daniel  L;  Montag,  Tom 

Subject:  RE:  Orleans 


And  loan  books  had  been  heavily  net  short  (still  are  some  -  especially  nestor  in  alt  a)  and  I  have  been  forcing 
them  to  cover  over  the  past  2  weeks 


From:  Sparks,  Daniel  L 

Sent:  Monday,  August  20,  2007  8:55  AM 

To:  MontaoTom 

Subject:  RE:  Qp  loans 

Abx  for  spread,  whatever  the  appropriate  thing  (probably  2  yrs)  for  rates 


From:  Montag,  Tom 

Sent:  Monday,  August  20,  2007  8:54  AM 

To:  Sparks,  Daniel  L 

Subject:  RE:  §■)  loans 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Swenson,  Michael 

Tuesday,  August  14,  2007  10:31  PM 

Mullen,  Donald;  Sparks,  Daniel  L;  Salame,  Pablo 

Lehman,  David  A.;  Brafman,  Lester  R;  Swenson,  Michael 

FW:  ABS  Summary  for  Week  Ended  August  10th 


Nothing  new  -  extremely  quiet   over  the  past  couple  of  days   considering  all  of  the  issues 
surrounding  the   sector.    .    . 

Top  of  the  capital   structure  is  where  all  the   action  is.      AAAs  are   extremely  cheap  want  to 
scale   into   a   large   long  timing   is   the   real    issue  with  all   that    is   going  on   in  the  CP 
market . 

1)  Current  Desk  Position  Summary: 

•  RMBS  Single-As  -  net  short  $1.0bb  100%  in  single-name  CDS 

•  RMBS  BBB/BBB-   -  net  short  $3 . 5bb  (80%  in  single-name  CDS  -  60%  in  2005  vintage) 

•  Correlation  Desk  -  net  short  $0.4bb  of  ABX  06-1  BBB  and  BBB- 

•  Mortgage  Department  ABX  net  fait  AAAs 

2)  Week  Ended  August  14th 

Total  ABX  indices  by  Rating  Bought  this  week: 


AAA 

AA 

A 

BBB 

BBB- 


$3, 840mm 

250 

75 

0 

42 


Total      4,207mm 
ABS  and  Correlation  Desk  Net  ABX  Risk  Change  on  the  Week: 


AAA 

AA 

A 

BBB 

BBB- 


+   435mm 

+    85mm 

2  6mm 

65mm 

11mm 


Total    +  428mm 
Total  Mortgage  Dept  Net  ABX  Risk  Change  on  the  Week: 


AAA 

+  3, 

900mm 

AA 

+ 

110mm 

A 

+ 

19mm 

BBB 

- 

55mm 

BBB- 

- 

11mm 

Total 

+3, 

. 963mm 
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From:  Birnbaum,  Josh 

Sent:  Sunday,  August  1 9,  2007  1 1 :48  PM 

To:  Lehman,  David  A.;  Montag,  Tom 

Cc:  Sparks,  Daniel  L;  Mullen,  Donald;  Swenson,  Michael;  Finck,  Gi 

Subject:  RE:  Mtg  Department  Weekly  Update 

On  the  AAA  outperformance  question,  I  think  AAAs  would  have  performed  similarly  without 
our  adding.   Given  the  remote  likelihood  of  loss  on  "real"  RMBS  AAAs  (i.e.  not  AAA  CDOs), 
trading  around  90  is  mostly  a  liquidity  trade  and  last  week's  injection  of  liquidity 
should  have  been  particularly  constructive  for  AAAs.   Of  note,  we  saw  AAA  buying  from 
relatively  conservative  accounts  not  normally  involved  in  outright  strategies  (III,  for 
example) . 

Original  Message 

From:  Lehman,  David  A. 

Sent:  Sunday,  August  19,  2007  9:23  PM 

To:  Montag,  Tom 

Cc:  Sparks,  Daniel  L;  Mullen,  Donald;  Swenson,  Michael;  Finck,  Greg;  Birnbaum,  Josh 

Subject:  Re:  Mtg  Department  Weekly  Update 

Going  back  to  your  previous  question  -  Net/net  the  department  is  long  600ish  mm  ABX  AAAs 
(short  the  seasoned  06-1,  long  the  newer  07-1  index) 

Swenny  or  Birnbaum  can  speak  to  your  question  re:  AAA  ABX  px  action 

Wrt  correlation,  just  the  super  senior  RMBS  trades  (40-100%  or  50-100%  of  BBB/BBB- 
subprime  portfolios)  were  impacted 

The  desk  is  currenty  evaluating  the  right  parameter  for  the  cmbs  super  senior  shorts  but 
we  have  not  had  as  much  observability  as  we  have  had  in  rmbs 
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Original  Message  

From:  Montag,  Tom 

To:  Lehman,  David  A. 

Sent:  Sun  Aug  19  20:42:07  2007 

Subject:  Re:  Mtg  Department  Weekly  Update 

How  much  of  aaa  outperforming  was  us  buying? 

What  assets  were  affected  by  correlation  change? 

Original  Message  

From:  Lehman,  David  A. 

To:  Montag,  Tom 

Cc:  Mullen,  Donald;  Sparks,  Daniel  L;  Swenson,  Michael;  Finck,  Greg 

Sent:  Sun  Aug  19  19:20:36  2007 


Z4.„    :; 
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Subject:  RE:  Mtg  Department  Weekly  Update 
Got  it 

Of  the  ~1.6bb  AAA  ABX  bot  I  believe  900mm  was  SPG  trading  getting  longer  and  700mm  was 
short  covering  in  books  (Alt  A,  Hybrids) 

I  don't  have  the  current  AAA  ABX  position  @  the  dept  level  in  front  of  me  but  will  get  it 
and  circle  back 

Original  Message 

From:  Montag,  Tom 

Sent:  Sunday,  August  19,  2007  7:11  PM 

To:  Lehman,  David  A. 

Subject:  Re:  Mtg  Department  Weekly  Update 

I  saw  the  change.  I  wondered  if  that  covewred  risk  or  took  us  long.  Understand  net  is  same 
we  are  longer 

Original  Message  

From:  Lehman,  David  A. 

To:  Montag,  Tom 

Cc:  Sparks,  Daniel  L;  Mullen,  Donald;  Swenson,  Michael;  Finck,  Greg 

Sent:  Sun  Aug  19  19:07:36  2007 

Subject:  RE:  Mtg  Department  Weekly  Update 

Added  Finck,  he  can  speak  to  your  first  question  re:  Fixed  Agcy 

On  your  second  question,  the  dept  net  added  subrprime  risk  via  ABX  and  reduced  risk  in  AAA 
CMBS  (TRS  and  AAA  CMBX) 

The  dept  net  added  risk  via  ABX  @  across  the  curve  but  predominantly  @  the  AAA  level 
(below  from  Swenny) 

Mortgage  Dept  Net  ABX  Change  on  the  Week 


AAA 

+  1, 

,  58  0mm 

AA 

+ 

115 

A 

+ 

50 

BBB 

+ 

155 

BBB- 

+ 

100 

Total     +2, 000mm 

On  the  CMBS  side  the  dept  reduced  lbb  of  AAA  risk  which  was  the  desk  selling  down  a 
natural  long  (i.e.  from  long  lbb  to  flat) 

Original  Message 

From:  Montag,  Tom 

Sent:  Sunday,  August  19,  2007  6:50  PM 

To:  Lehman,  David  A. 

Subject:  Re:  Mtg  Department  Weekly  Update 

Fixed  agency.  Are  we  trying  to  get  down?  What  did  we  buy? 

How  much  did  whole  dept  reduce  risk  this  week?  Was  it  all  indices  again  or  did  we 
actually  cover  aby  shorts? 

Original  Message  

From:  Lehman,  David  A. 

To:  Montag,  Tom;  Sparks,  Daniel  L;  Mullen,  Donald;  Salame,  Pablo 

Cc:  Swenson,  Michael;  Finck,  Greg 

Sent:  Sun  Aug  19  17:03:46  2007 

Subject:  Mtg  Department  Weekly  Update 


t.-'i    J 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-01 0681 648 


Footnote  Exhibits  -  Page  3710 

Resi  Mortgage  Update  (Finck) 
Mortgage  Derivatives 

*  Remains  most  stable  and  orderly  Resi  mortgage  market 

*  Flows  are  healthy:  JPMIM  selling  -IB  Inverse  10,  Countrywide  selling  600mm  PO,  otherwise 

insignificant  . 

*  Better  demand  for  levered,  non-balance-sheet-intensive  positions  (IOs,  Inverse  IOs) 

*  P&L  on  week:  +$500k 

*  Hedges:  Pass-throughs,  Swaps 

Fixed  Agency/Prime 

"spreads  continue  to  widen  under  selling  pressure  (AAA  super-senior  Pass-throughs  now 

1-24  back  from  FNMA)  . 

-  Dealers  (particularly  Countrywide)  are  overloaded  and  dumping  bonds  into  any 

available  bid  ... 

-  Only  2-3  active  street  bidders:  most  dealers  are  passing  on  everything 

*  Decent  two-way  flows:  Sold  roughly  $1B  CMOs  on  week,  and  bought  approximately  $700mm 

*  P&L  on  Week:  -10mm  on  spread  widening:  Making  money  trading,  but  losing  more  money  on 
positions  mark-downs  in  widening 

*  Position  size  (Secondary,  New  issue,  and  Loans) :  ~  $6B 

+  Hedges:  Predominantly  Agency  Pass-throughs,  with  some  swaps 

Hybrid  Agency/ Prime 

*  Very  heavy  selling.   Bid  $10B-$15B  on  the  week  mostly  out  of  Reits  (Thornburg,  KKR,  FBR) 

*  Spreads  continue  to  push  wider  on  supply  pressure  (AAA  Libor  Floaters  now  L+100) 

*  Bought  and  sold  over  $2B.   Developing  good  supply/demand  balance  with  large  money 
managers  becoming  big  buyers 

*  P&L  on  Week:   -$15mm 

*  Position  Size  (Secondary  /  Loans):  ~$4B 

*  Hedges:  ~500mm  ABX  (down  from  over  $1B) ,  Agency  Pass-throughs,  and  Swaps 

Alt-A 


*  Very  light  origination  volumes:  less  than  $500mm  on  week 

*  Significant  widening  in  AAAs,  both  Fixed  and  ARMS 

-  Super-Senior  AAA  pass-throughs  widened  a  point  on  week  from  FNMA:  now  back  3-24 

(3pts  wider  over  month) 

-  AAA  Hybrids  also  much  wider:  25+bps  on  week 

*  P&L  on  week  (ex  Residual  writedown) :  +10mm  on  ABX  widening 

*  Position  Size:  ~500mm  loans 

*  Hedges:  Short  $1B  ABX  AAAs.   Covered  back  500+mm  ABX  on  week,  need  to  cover  more 

Subprime/Scratch  and  Dent 


*  Very  quiet  with  essentially  no  new  origination 

-  we  continue  to  work  on  Cbass  portfolio  for  potential  buy  opportunity 

-  also,  working  on  new  deal  with  HSBC  loans:  weak  investor  interest 

*  P&L  on  Week:  7mm  (ABX  widening) 

*  $1.3B  ABX  short  vs  $1B  Subprime  and  600mm  S&D  position 

ABS  Summary  (Swenson) 

1)  Closing  Price  and  Changes  for  the  week  ended  ABX  07-1: 


Weekly  i 

AAA 

91-00 

+1.5pts 

AA 

67-00 

-3. Opts 

A 

45-00 

-3.5pts 

BBB 

35-00 

-3.5pts 

BBB- 

33-16 

-3.5pts 
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2)  General  Color 

*  Market  was  up  as  much  as  6  or  7  points  post  Fed  announcement  this  morning.   Market 
came  off  the  highs  as  fast  money  faded  the  rally  with  the  market  closing  up  2  points  on 
average 

*  Further  liquidations  from  real  money  accounts  facing  redemptions.   Multiple  billions 
of  AAA  and  AA  home  equity  out  for  bid  with  roughly  two-thirds  trading 

*  Moody's  downgraded  84%  of  the  second  lien  universe  including  78  AAA  bonds,  likely  to 
trigger  numerous  forced  sales 

*  S&P  downgraded  158  Alt- A  deals  that  had  been  previously  on  watch 

3)  Current  SPG  Trading  Desk  Position  Summary: 

*  RMBS  AAA  -  long  $2.2bb 

*  RMBS  AA  -  long  $1.0bb 

*  RMBS  Single-As  -  net  short  $0.8bb  100%  in  single-name  CDS 

*  RMBS  BBB/BBB-   -  net  short  $3.5bb  (80%  in  single-name  CDS  -  60%  in  2005  vintage) 

4)  August  13th  -  17th 

Total  ABX  Indices  by  Rating  Bought  this  week: 


AAA 

$1,58  0mm 

AA 

180 

A 

175 

BBB 

180 

BBB- 

282 

Total 

$2, 397mm 

ABS  and  Correlation  Desk  Net  ABX  Risk  Change  on  the  Week: 

AAA  +   865mm 

AA  +   115 

A  +50 

BBB  +   155 

BBB-  +   100 

Total     +1, 285mm 

Mortgage  Dept  Net  ABX  Change  on  the  Week 

AAA  +1, 580mm 

AA  +   115 

A  +    50 

BBB  +   155 

BBB-  +   100 

Total     +2, 000mm 

CMBS  (Lehman). 

Summary  ,  •      ,  ,     .  .  ,  ,  .  ,     , 

*     Continued  mezzanine  underperformance  -  AAAs  finally  managed  to  rally,  with  both  cash 
and  CDS  spreads  5  tighter  on  the  week  while  AA/A/BBBs  were  off  30  bps  (2  pts)  and  BBs  were 

4 
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unched 

*  Real  and  fast  $  now  putting  cash  to  work  @  the  AAA  level,  with  the  market  trading  a 
bit  short  in  the  on-the-run  names  -  BlackRock  has  been  the  largest  buyer 

*  Desk  cmbs  risk  -  Overall  very  close  to  home  -  small  long  in  AAAs/AAs,  short  As, 
small  long  BBBs/BBB-s,  and  short  BBs 

*  CMBS  Trading  sold  ~l+bb  of  AAA  risk  into  the  rally  this  week  to  take  position  from 
long  ~lmm/bp  to  200k/bp  flat 

*  AA  through  BB  CMBS  risk  did  not  change  materially  wk/wk  across  CMBS  Trading  OR 
Correlation 

Mkt  moves  week/week 

*  lOyr  AAA  cash  CMBS  spds  5  tighter  on  the  week  @  S+65  bps  middle 

*  AA  OTR  CMBX  spds  were  30bps  wider  (~2pts)  to  175  middle 

*  A  OTR  CMBX  spds  were  30bps  wider  (~2pts)  to  270  middle 

*  BBB  OTR  CMBX  spds  were  30bps  wider  (~2pts)  to  515  middle 

*  BBB-  OTR  CMBX  spds  were  30bps  wider  (~2pts)  to  630  middle 

*  BB  OTR  CMBX  spds  were  unched  @  975  middle 

Customer  Flows 

*  AAA  flow  was  better  to  buy,  particularly  on  Friday  after  the  Fed  discount  rate  move, 
with  real  and  levered  $  involved  and  adding  risk  -  mkt  trading  in  a  10  bp  range  on  the 
week  and  closed  @  the  tights  (5  tighter  wk/wk) 

*  Not  a  lot  of  conviction  down  in  credit  -  Market  was  40  wider  on  Thursday  and  40 
tighter  on  Friday,  with  the  Street  largely  playing  defense  and  flows  overall  better  for 
sale  -  the  "easy"  trade  is  to  buy  protection  and  we  are  seeing  that  across  the  board. 

*  Most  of  the  flow  is  new  shorts  being  added  to  the  market  a  opposed  to   longs 
capitulating,  and  the  Street  just  does  not  want  to  position  any  risk  in  the  context  of  the 
last  print 

Current  Risk  and  wk/wk  change 

*  AAAs  -  Desk  long  risk  186k/bp  in  the  CMBS  trading  book.  Wk/wk  cmbs  trading  sold 
700k/bp  in  risk  while  correlation  risk  was  +/-  unched 

*  AAs  -  Desk  long  risk  125k/bp  via  CDS,  position  entirely  in  CMBS  trading  -  Wk/Wk  this 
position  is  unched 

*  As  -  Desk  short  risk  250k/bp  in  2005  and  newer  vintages  -  cmbs  trading  short  75k/bp 
and  correlation  short  175k/bp  -No  significant  risk  change  wk/wk  in  CMBS  Trading  or. 
Correlation 

*  BBBs/BBB-s  -  Desk  long  risk  150k/bp  in  2005  and  newer  vintages  -  cmbs  trading  long 
350k/bp  and  correlation  short  200k/bp  -  No  significant  risk  change  wk/wk  in  CMBS  Trading 
or  Correlation 

*  BBs  -  Desk  short  risk  290k/bp  in  2005  and  newer  vintages,  with  both  correlation  and 
cmbs  trading  short  -  Wk/wk  this  position  unched 

CDOs  (Lehman) 

*  Desk  was  able  to  short  100+m  notional  on  the  week 

*  Sold  one  cash  "A"  and  bought  protection  from  two  different  counterparties  @  the 
"AA"  and  "A"  level 

*  Flows  largely  from  hedge  funds  and  fast  money  desks  covering  short  risk  positions  - 
we  still  have  not  seen  a  lot  of  new  longs  in  the  market 

*  First  time  in  6+  weeks  we  have  seen  decent  trading  activity 

*  Market  continues  to  be  dislocated  with  few  dealers  making  markets  and  nobody  looking 
to  get  long  risk 
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From: 
Sent: 
To: 
Subject: 


Avanessians,  Armen 

Monday,  July  30,  2007  6:06  PM 

Broderick,  Craig 

FW:  Some  important  questions  about  AAA  subprime- 


pls  advise  as  to  who  can  answer- 


Fyi,  thought  you'd  be  interested  as  well.. 

Original  Message 

From:  Brazil,  Alan 

Sent-  Monday,  July  30,  2007  6:03  PM 

To:  Avanessians,  Armen 

Subject:  FW:  Some  important  questions  about  AAA  subpnme 

answer — 


Redacted  by  the  Permanent 
Subcommittee  on  Investigi 


—  pis  advise  as  to  who  can 


nt   I 

ations  I 


Fyi,  thought  you  would  be  interested.  The  questions  was  raised  by  rosenblum  below. 

Original  Message 

From:  Brazil,  Alan 

Sent:  Monday,  July  30,  2007  8:47  AM  < 

To:  Rosenblum,  David  J.;  Raz,  Shlomi;  Bohra,  Bunty;  Wiesel,  Elisha 

Cc:  Sobel,  Jonathan  ,  , 

Subject:  RE:  Some  important  questions  about  AAA  subpnme—  pis  advise  as  to  ■  who  can 

answer — 

Well   as  is  becoming  clearer  to  the  market  is  that  the  subprime  issue  is  really  a  triple-a 
either  directly  as  a  aaa  subprime  or  indirectly  in  a  aaa  cdo.  As  a  rough  guide, 

And  the  main  strategy  for  these  triple-as  is 


issue, 

over  90%  of  a 


uxiri     ^u-o  ux  <»  subprime  deal  are  in  aaas.  __ 

leverage,  aka,  bsam.   And  once  you  start  downgrading  bbb/bbb-  you  will  ultimately  be  start 

downgrading  aaas.  And,  in  my  view,  that  is  significant  escalation  of  the  subprime 


downgrading 
meltdown. 


1  and  2.  sivs,  or  siv  lites,  these  are  the  abs  comical  paper  programs.   These  are 
structured  vehicles  that  own  highly  rated  assets,  typically  aaa,  and  finance  it  through 
commercial  paper  and  medium  term  notes.  Typically  the  leverage  is  10  to  1,  but  can  be  as 
high  as  20  to  1.  It  has  two  features,  one  is  a  backup  line  of  credit  from  a  sponsoring 
bank,  and  a  mark-to-market  threshold.  There  are  three  events  that  would  dump  assets  into 

A^Mark-to-market.  In  the  event  of  mark  that  wipes  out  the  capital  plus  a  margin,  the  deal 
needs  to  unwound.  In  this  event,  the  sponsoring  bank  would  step  in  an  finance  the  assets 

B?tDowngrade!STne  other  problem  for  these  vehicles  downgrades.  In  this  case,  they  would 

need  to  sell  the  downgraded  assets  or  come  up  with  more  capital. 

C   Liquidity.  If  they  vehicle  cannot  fund  itself  in  the  commercial  paper  market,  it  will 

need  to  sell  assets,  since  the  sponsoring  bank's  line  of  credit  is  limited. 

Clearly,  the  most  immediate  problem  that  the  sivs  are  now  facing  is  liquidity.  The 

commercial  paper  market  is  starting  to  tier  based  on  subprime  exposure.  (I  am  adding  ]on 

to  the  list,  since  the  money  market  world  reports  to  him) . 

I  would  be  watching  for  tiering  and  failed  auctions.  In  terms  of  siv  or  siv  lites,  the 
latter  are  the  most  vulnerable,  since  they  were  a  recent  innovation,  and  have  a  large 
exposure  to  the  sector. 

3   ■■I^MMMHNI  A  problem  that  will  ultimately  dwarf  their  fl*  problem.  They  own  aaa 
subprime  with  about  2.5  to  3%  capital  against.  However,  the  market  is  more  focused  on  them 
Is    a  potential  beneficiary  of  the  subprime  problem,  see  stock  price.   Both  provide  due, 
to  their  mark-to-market  hits,  and  as  subprime  aaas  go  south,  the  extent  of  the  problem 
will  become  clearer. 
4.  Monolines.  Big  problem  with  subprime/cdo.  For  example.  ACA,  has  10  billion  of 
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super/senior  mez  cdo  exposure  that  was  originated  in  2006-2007,  think  dollar  price  60  to 
BoTand  a  raark-to-marke?  loss  of  2  to  4  billion.  Unfortunately,  they  have  only  400  mm  of 
capital  Others  are  in  better  condition,  either  more  capital  or  better  assets.  For 
example  SB!  has  14  billion  of  super/senior  exposure,  of  which  12  billion  "  hxgh  gr ade 
cdos^Uvq"  14%)  ,  and  2  billion  is  mez  cdo  (  avg  att  36%)  .  Not  sure  of  market  for  hg  ss 
£  cdo  but  lets  me  optimistic  and  say  90.  And  lets  be  optimistic  and  say  70  on  the  mez. 
So,  mark-to  market  hit  of  1.5  billion  or  so.  Oh  and  by  the  way  they  have  42  billion  of 

Sever?  thesTare  not  mark-to-market  institution  but  rather  mark  to  model  and  ratings. 
SoTon"  a  big  problem  when  the  rating  agencies  start  downgradxng,  which  they  will  and 
soon?  in  tha?  scenario,  they  will  need  to  come  into  the  market  to  get  more  capxtal,  and 
that  will  be  an  issue. 

Bigger  problem  with  the  industry,  I  think,  is  alt-a.  Many  of  the  monolines  avoided  the 
subprime  mess  directly.  Instead,  they  moved  into  alt-a,  and  that  sector  xs  started  to 
follow  subprime,  which  it  should,  driven  by  housing  prxce  declxnes . 

5  ■*■  not  sure  how  to  help.  Investors  who  have  talked  to  them  say  they  are  "comfortable 
wxtiTtheir  marks"   of  course  they  still  have  first  Franklyn  at  1 . 5  billion,  the  prxce  they 
paid  for  it. 

6.  m    Difficult  to  sort  out,  lots  of  wrapping  by  corp  parent,  but  it  was  a  problem  at  the 
La  level,  ask  fannie.  I  am  looking  at  mh  as  we  speak,  so  I  can  gxve  you  a  little  more 
info. 

at™  the  banks  are  the  hidden  players  in  all  this  at  the  aaa  level.  Not  only  were  they 
SI  sponsor  of  many  of  the  sivs!  but  they  also  had  a  large  securitized  lending  busxness 
using  aaas  as  collateral. 

Over  all   I  think  the  aaa  problem,  as  was  brought  up  by  the  ny  times  this  Sunday,  is  the 
main     e  And  it  slowly  Looming  the  focus  of  the  market.  At  its  heart,  the  main  shoe  to 
faxl      bewe   the  rating  agencies  downgrade  to  the  aaa  level.  I  don' t  see  as  th ey  have 
much  of  a  choice.  Mez  aaa  cdo  trade  in  the  20  and  30s  cannot  be  overlooked  even  by  the 
agencies . 

alan 
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Original  Message 

From:  Rosenblum,  David  J. 

Sent:  Monday,  July  30,  2007  8:04  AM  _ 

To-  Raz   Shlomi;  Bohra,  Bunty;  Brazil,  Alan;  Wxesel,  Elxsna 

Subject  S:  Some  important  questions  about  AAA  subprime-  pis  advise  as  to  who  can 

answer — 

perhaps  one  of  the  four  of  you  can  dig  in  here? 

would  be  very  helpful 

thanks 
d 


Original  Message 

From:  Rosenblum,  David  J. 


ToT RoS^/Savid^.;0 Kamlila^ajiv;  Egol,  Jonathan;  Swenson,  Michael;  Sparks,  Daniel 

Cc-  Roberts,  William;  Gmelich,  Justin;  Mullen,  Donald;  Rosenblum,  Steven 
Subject!^:  Some  important  questions  about  AAA  subprime-  pis  advxse  as  to  who  can 


answer- 


also,  (Pi  -  what  is  happening  pis? 
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Original  Message 

From:  Rosenblum,  David  J. 

Sent:  Sunday,  July  29,  2007  7:46  PM 

To:  Kamilla,  Rajiv;  Egol,  Jonathan;  Wiesel,  Elisha;  Swenson,  Michael;  Sparks,  Daniel  L 

Cc:  Roberts,  William;  Hickey,  Steve;  Tse,  Irene;  Varadhan,  Ashok;  Gmelich,  Justin;  Sobel, 

Jonathan;  Mullen,  Donald;  Rosenblum,  Steven 

Subject:  Some  important  questions  about  AAA  subprime —  pis  advise  as  to  who  can  answer 

Rajiv,  Jonathan,  Swennie,  Sparks,  Elisha, 

Out  of  a  number  of  conversations  with  various  people  this  weekend —  these  questions: 

1.  SIVs —  what  to  watch  for,  impact  of  95  dollar  price  rmbs  AAAs,  implications  of 
unwinding  through  asset  sales,  and  also  if  their  ABCP/MTN  are  affected  2.  ABCP  facilities 
for  ABS  CDOs —  what  causes  problems  here  (,  and  what  are  the  implications  of  backstops 
getting  hit  3.  HHMHBHHHBHIh -  implications  of  ■■holdings —  are  they  forced  sellers 
at  a  price  of  downgrade  level? 

4 .  Monolines —  what  should  we  look  for? 

5.  ■■■■■■■■§ —  this  was  the  largest  abs  cdo  shop  on  the  planet,  and  they  haven't  said 
a  word  about  any  problems —  anyone  know  what  is  happening  here? 

6.  ■■■■■■p  bonds  in  late  90s  and  early  2000s —  did  AAAs  get  downgraded  on  a  lot  of 
those?   What  is  risk  of  AAA  RMBS  getting  downgraded  and  when  do  you  think  timing  could  be 
like  on  that. 

Any  answers  much  much  appreciated. 
D 


David  J.    Rosenblum 
Managing   Director 
Structured  Credit 
Goldman,    Sachs    &    Co. 
(Work)    212-902-6941 
(Mob)     917-1BBHBI 
(Fax)    212-256-5819 
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From:  Montag,  Tom 

Sent:  Tuesday,  August  14,  2007  3:18  PM 

To:  Cohn,  Gary  (EO  85B30);  Viniar,  David 

Subject:  Fw:  Post 

We  will  not  be  going  long  billions.  Lots  of  risk  to  clean  up  first  imo 

Original  Message  

From:  Sparks,  Daniel  L 

To:  Montag,  Tom;  Mullen,  Donald;  Cohn,  Gary  (EO  85B30) ;  Viniar,  David;  O'Neill,  Tim  (FIN 

85B030) ;  Winkelried,  Jon  (EO  85B30) 

Sent:  Tue  Aug  14  10:38:22  2007 

Subject:  Post 

(1)  Mortgage  CDO  market  has  continued  to  be  hammered  with  combination  of  the  large 
downward  move  in  subprime  RMBS,  rating  agencies  action,  and  no  liquidity.  For  example,  our 
market  for  the  Timberwolf  A2  (mezz  AAA)  that  we  marked  at  the  end  of  May  at  80  is  now 
15/25.  Mortgage  CDOs  are  so  geared  that  many  tranches  are  priced  to  IO  value,  and  it's  not 
just  liquidity  -  there  are  fundamental  cashflow  issues. 

(2)  AAA  ABX  and  RMBS  may  be  the  best  opportunity  to  make  a  bunch  of  money.  The  losses 
implied  from  the  ABX  trading  levels  seem  way  too  high  (over  30%  cum  losses) .  We've  been 
covering,  but  we  will  likely  come  to  you  soon  and  say  we'd  like  to  get  long  billions  -  and 
we'd  stay  short  BBBish  part.  The  potential  for  large  liquidations  may  continue  to  put 
technical  pressure  on,  but  once  it  stops  AAA  should  perform  strongly. 

(3)  Platforms  are  interesting  out  there,  but  even  the  good  ones  are  really  struggling  and 
the  trades  are  hard.  The  question  is,  what  capabilities  are  we  really  getting,  and  at  what 
price.  We  continue  to  look  hard. 

(4)  Liquidity  -  we  are  focused  on  making  an  adjustment  to  our  bid  offer  reserves  for 
synthetics  to  reflect  how  bad  liquidity  is,  and  we  are  working  with  controllers  on  it. 
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From: 
Sent: 
To: 
Subject: 


Winkelried,  Jon  (EO  85B30) 

Tuesday,  August  21,  2007  1:07  AM 

Sparks,  Daniel  L;  Conn,  Gary  (EO  85B30);  Viniar,  David;  Montag,  Tom;  Mullen,  Donald 

RE:  Big  Opportunity 


Clearly  and  opportuntiy  although  we  need  to  control  what  we  stockpile  before  we  sell.  Need  velocity  thru  the  system.  If 
things  turn  south  again  difficult  to  finance  as  we  have  seen. 


From: 
Sent: 
To: 
Subject: 


Sparks,  Daniel  L 

Monday,  August  20,  2007  3:15  PM 

Conn,  Gary;  Viniar,  David;  Winkelried,  Jon;  Montag,  Tom;  Mullen,  Donald 

Big  Opportunity 


■  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


We  are  seeing  large  liquidations  -  we  bought  $350mm  AAA  subprime  RMBS  from  «■■■■■» s'v  unwinds  today 
with  prices  ranging  from  77  to  94  (depending  on  the  bond  specifics)  -  these  levels  pr.ce  cumulative  losses  around  35% 
while  ABX  BBB-  price  cum  losses  in  the  low-to-mid  teens.  This  is  liquidity,  fear  and  technicaHy  driven.  We  are  also 
getting  frequent  calls  from  originators  who  need  to  sell  loans  -  most  recent  is  $10BB  from  W. 

We  think  it  is  now  time  to  start  using  balance  sheet  and  it  is  a  unique  opportunity  with  real  upside  -  specifically  for  AAA 
RMBS.  We've  sold  over  $100mm  of  what  we  bought  today  -  most  up1-2  points. 

That's  a  great  trade  -  buy  and  flip  up  1-2  points,  however,  we're  not  always  going  to  be  able  to  that  -  and  there's  the 
opportunity  for  us  to  make  5-10+  points  if  we  have  a  longer  term  hold. 

I  spoke  with  Don  and  Tom  this  morning,  and  we  are  going  to  come  back  to  them  with  a  specific  plan  describing  the 
opportunity  and  parameters  (including  funding  and  risk)  relating  to  buying  billions. 

This  is  consistent  with  our  view  that  the  AAA  ABX  index  is  a  great  opportunity  and  we  continue  to  like  it. 
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From:  Birnbaum,  Josh 

Sent:  Tuesday,  August  21 ,  2007  2:07  PM 

X0:  Montag,  Tom;  Mullen,  Donald;  Sparks,  Daniel  L;  Swenson,  Michael;  Lehman,  David  A. 

Subject:  For  2pm  meeting 

ABS  Outline 

-  Graph  #1 :  Mortgage  Dept  Position  history*** 

-  Currently  short  $4Bln  notional  BBB/BBB-s,  $2Bln  notional  single  As,  flat  AAAs.  r,riri,P,r,0 

-  We  are  long  13  5  Bin  BBB/BBB-  IO,  which  effectively  reduces  our  short  to  $2.5  to  $3.0  Bin  in  BBB/BBB- 

-  Over  the  last  month  we  have  been  covering  shorts  in  BBB  index  and  putting  into  Correlation  book  (which  has  been 
getting  shorter) 

***  Department-wide  Notionals.  RMBS  only.  Excludes  Cash,  Correlation. 

-  Graph  #2:  ABX  price  vs  collateral  loss 

-  At  current  dollar  prices,  the  implied  losses  at  the  AAA  level  are  2.5x  higher  than  the  implied  losses  at  the  BBB  level 
where  we  have  our  shorts  (the  ratio  is  even  cheaper  for  cash  due  to  technicals).  If  AAAs  were  priced  consistent  with 
BBB  implied  loss  levels,  they  would  be  trading  5-1  Opts  higher  in  synthetics  and  1 0-1 5pts  higher  in  cash. 

-  We  would  like  to  be  opportunistic  buyers  of  up  to  $10Bln  subprime  AAAs  in  either  cash  or  synthetic  (ABX)  form 
and  run  that  long  against  our  mezzanine  subprime  shorts.  Mortgage  dept  VAR  would  be  reduced  by  $75mm  and 
Firmwide  VAR  would  be  reduced  by  $25mm 

Trading  Strategy:  .  ,     .  .   ,     . 

We  plan  to  continue  to  opportunistically  cover  shorts  in  BBB/BBB-  index  (single  names  are  10-15pts  rich  to  index)  and 
add  longs  at  the  AAA  level. 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Montag,  Tom 

Tuesday,  August  21 ,  2007  9:53  AM 

Bimbaum,  Josh 

Mullen,  Donald;  Sparks,  Daniel  L 

Re:  Potential  large  subprime  trade  and  impact  on  Firmwide  VAR 


Fyi.  I  think  it  would  be  much  better  for  all  concerned  that  we  all  discuss  this  and  any 
strategy  and  have  agreemnt  before  we  go  to  the  presidents  and  cfo 

Secondly  I  think  we  should  be  reducing  our  basis  trades  to  reduce  var  as  is 
Let's  sit  down 


Jon  (EO  85B30) ; 


Josh 


Original  Message  

From:  Birnbaum,  Josh 

To:  Montag,  Tom;  Mullen,  Donald;  Cohn,  Gary  (EO  85B30)  ;  Winkelried, 

Viniar,  David;  McMahon,  Bill;  Sherwood,  Michael  S;  Salame,  Pablo 

Cc:  Sparks,  Daniel  L;  Swenson,  Michael;  Lehman,  David  A. ;  Birnbaum, 

Sent:  Tue  Aug  21  09:30:37  2007 

Subject:  Potential  large  subprime  trade  and  impact  on  Firmwide  VAR 

-  The  mortgage  department  thinks  there  is  currently  an  extraordinary  opportunity  for  those 
with  dry  powder  to  add  AAA  subprime  risk  in  either  cash  or  synthetic  form. 

-  We  would  like  to  be  opportunistic  buyers  of  up  to  $10Bln  subprime  AAAs  in  either  cash  or 
synthetic  (ABX)  form  and  run  that  long  against  our  $3.5Bln  in  mezzanine  subprime  shorts . 

-  Mortgage  dept  VAR  would  be  reduced  by  $75mm  and  Firmwide  VAR  would  be  reduced  by  $25mm. 

-  At  current  dollar  prices,  the  implied  losses  at  the  AAA  level  are  2 . 5x  higher  than  the 
implied  losses  at  the  BBB  level  where  we  have  our  shorts  (the  ratio  is  even  cheaper  for 
cash  due  to  technicals) .   If  AAAs  were  priced  consistent  with  BBB  implied  loss  levels, 
they  would  be  trading  5-10pts  higher  in  synthetics  and  10-15pts  higher  in  cash. 

-  On  the  supply  side,  we  think  we  can  source  these  assets  from  SIVs,  SIV-lites, 
Conduits,  Sec  Lenders,  total  return  accounts. 

-  On  the  demand  side,  we  plan  to  share  this  trade  quietly  with  selected  r^skjsartners 
began  doing  so  yesterday  when  we  sold  1/3  of  the  AAAs  purchased  offthe 

~~      and  100%  of  the  AAAs  from  (Mi  to  {■■■B  and  ff   ■ 


ABCP 


list    to 


We 
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From:  Birnbaum,  Josh 

Sent:  Tuesday,  August  21 ,  2007  1 0:1 2  AM 

To:  McMahon,  Bill 

Cc-  Swenson,  Michael;  Sparks,  Daniel  L 

Subject:  RE:  Potential  large  subprime  trade  and  impact  on  Firmwide  VAR 

We  have  the  13.5Bln  IO  which  makes  us  less  short  by  $1-1 .5  Bin  and  we  are  running  a  long  in  AAAs,  AAs  right  now.  The 
shorts  are  very  rich  to  where  we  can  cover  risk  in  index  and  up  the  capital  structure. 


From:  McMahon,  Bill 

Sent:  Tuesday,  August  21,  2007  9:59  AM 

To:  Blmbaum,  Josh 

Subject:  RE:  Potential  large  subprime  trade  and  impact  on  Rrmwide  VAR 

What  are  we  holding  against  the  3.5b  mezz  shorts  right  now?  Why  don't  we  just  cover  the  shorts? 


From:  Birnbaum,  Josh 

Sent:  Tuesday,  August  21, 2007  9:31  AM  ._,.,„, 

to:  Montag,  Tom;  Mullen,  Donald;  Conn,  Gar/  (EO  85B30);  Winkelried,  Jon  (EO  85B30);  Viniar,  David;  McMahon,  Bill; 

Sherwood,  Michael  S;  Salame,  Pablo 
Cc;  Sparks,  Daniel  L;  Swenson,  Michael;  Lehman,  David  A.;  Birnbaum,  Josh 

Subject:  Potential  large  subprime  trade  and  impact  on  Firmwide  VAR 

-  The  mortgage  department  thinks  there  is  currently  an  extraordinary  opportunity  for  those  with  dry  powder  to  add 
AAA  subprime  risk  in  either  cash  or  synthetic  form. 

-  We  would  like  to  be  opportunistic  buyers  of  up  to  $10Bln  subprime  AAAs  in  either  cash  or  synthetic  (ABX) 
form  and  run  that  long  against  our  $3.5Bln  in  mezzanine  subprime  shorts. 

-  Mortgage  dept  VAR  would  be  reduced  by  $75mm  and  Firmwide  VAR  would  be  reduced  by  $25mm. 

-  At  current  dollar  prices,  the  implied  losses  at  the  AAA  level  are  2.5x  higher  than  the  implied  losses  at  the  BBB 
level  where  we  have  our  shorts  (the  ratio  is  even  cheaper  for  cash  due  to  technicals).  If  AAAs  were  priced 
consistent  with  BBB  implied  loss  levels,  they  would  be  trading  5-1  Opts  higher  in  synthetics  and  10-15pts  higher  in 

Qgeh 

-  On  the  supply  side,  we  think  we  can  source  these  assets  from  SIVs,  SIV-lites,  ABCP  Conduits,  Sec  Lenders, 

total  return  accounts.  .'_,.,  ,»,    ,  ^  •     „„ 

-  On  the  demand  side,  we  plan  to  share  this  trade  quietly  with  selected  risk  partners.  We  began  doing  so 
yesterday  when  we  sold  1/3  of  the  AAAs  purchased  off  the  Mi  list  to  «■■■■>■»  and  100%  of  the  AAAs 
from  •■•to  ■■■H  and  — ■— » 
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From: 

Sent: 

To: 

Cc: 

Subject: 


McMahon,  Bill 

Wednesday,  August  15,  2007  2:08  PM 

Cohn,  Gary  (EO  85B30) 

Viniar,  David 

RE:  Trading  VaR  $165mm 


The  volatilities  and  correlations  among  our  assets  are  really  driving  the  swings  in  var 
right  now.  Robert  Berry  sent  out  a  note  last  night  indicating  that  the  sensitivity  of  our 
var  models  to  correlations  suggests  that  the  var  can  swing  between  140  and  160  without  any 
changes  in  the  complexion  of  our  trading  books  -  essentially,  it  is  noise.  The  only 
solution  is  to  reduce  the  size  of  the  books,  which  is  what  we  are  working  on  with 
mortgages  and  credit  trading.  In  credit  trading,  in  Ram's  book,  we  are  long  1.1  dvOl  by 
short  3.4  dvOl.  He  is  reducing  his  short  by  550  dvOl  today  (in  monolines,  brokers  and  IG 
index) ,  and  we  are  trying  to  figure  out  how  much  of  his  remaining  short  he  needs  against 
other  commitments  he  has  which  ARE  NOT  showing  up  on  his  long  side.  Don  and  I  are  meeting 
with  the  mortgage  guys  today,  and  will  share  with  you  the  plan  in  that  book  after  its  is 
finalized. 

Original  Message 

From:  Cohn,  Gary  (EO  85B30) 

Sent:  Wednesday,  August  15,  2007  1:43  PM 

To:  Dinias,  Michael;  Viniar,  David;  Montag,  Tom;  Sherwood,  Michael  S;  Broderick,  Craig; 

Berry,  Robert;  Mullen,  Donald;  Sparks,  Daniel  L;  McMahon,  Bill;  Petersen,  Bruce;  Wilson, 

Edward 

Subject:  Re:  Trading  VaR  $  165mm 

There  is  no  room  for  debate  -  we  must  get  down  now 

Original  Message  

From:  Dinias,  Michael 

To:  Viniar,  David;  Cohn,  Gary;  Montag,  Tom;  Sherwood,  Michael  S;  Broderick,  Craig;  Berry, 
Robert;  Mullen,  Donald;  Sparks,  Daniel  L;  McMahon,  Bill;  Petersen,  Bruce;  Wilson,  Edward 
(ED,  1NYP/042) 

Sent:  Wed  Aug  15  13:41:22  2007 
Subject:  Trading  VaR  $165mm 

Trading  VaR  increased  $16mm,  from  $149mm  to  $165mm,  versus  $150mm  limit. 

Mortgage  VaR  increased  $14mm,  from  $96mm  to  $110mm.   Mortgage  risk  increase  was  driven 
almost  entirely  from  wider  spreads /markdowns  on  ABS  CDOs . 


Credit  Trading  VaR  4HI 
Credit  Origination  VaR  || 


Interest  Rate  Product  VaR  now  stands  at 
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From:  Cohn,  Gary 

Sent:  Saturday,  July  21 ,  2007  12:32  PM 

To:  Blankfein,  Lloyd 

Subject:  Fw:  Mortgages  Estimate 


Original  Message  

From:  Sparks,  Daniel  L 

To:  Mullen,  Donald;  Montag,  Tom;  Viniar,  David;  Cohn,  Gary;  Salame,  Pablo 

Sent:  Sat  Jul  21  08:33:39  2007 

Subject:  FW:  Mortgages  Estimate 

The  combination  of  our  large  AAA  ABX  index  shorts  and  the  relatively  new  volatility  in  the 
AAA  part  of  the  index  will  result  in  much  larger  daily  swings  in  P&L  both  ways  -  like 
Thursday  when  we  were  down  $50mm  mid-day  but  ended  flat,  and  Friday  where  about  half  of 
the  P&L  was  from  the  AAA  index  short.  Much  of  the  shorts  are  hedges  for  loans  and  some 
senior  AAA  CDOs  (basis  risk) ,  but  there  is  also  a  large  net  short  that  we  are  chipping 
away  to  cover  -  it  will  take  time  as  liquidity  is  tough. 


From:        Bin,  Ki-Jun 

Sent:  Friday,  July  20,  2007  6:02  PM 

To:    ficc-eod 

Subject:     Mortgages  Estimate 


FICC  Mortgages  -  Daily  P&L  Estimate 

I .  SUMMARY 

TOTAL 
.Structured   Products  71,410,000 

-Resi   Prime/Mtg   Derivs  (375,000) 

-  Resi   Credit  25,200,000 

-  CPE  LT  MBBV 

-  ABS    L&F  ■■§ 

-  SPG  Trading  64,000,000 

-  CDO   /   CLO  (22,000,000) 

-  Other  Structure  Products 
Europe  1,225,000 
Other  (Advisory,  PFG,  Managers/Other) 
MORTGAGES                72,635,000 

Mortgages  WTD  102,262,015 

Mortgages  MTD  32,535,380 

II.  DETAIL 

Business  Strategy  Desk   Daily  Total   Comments 

STRUCTURED  PRODUCTS 
Mortgage  Derivative 

Agency  Derivatives 

Whole  Loan  Derivs 

MSR 

Residential    Prime  (375,000) 

1 
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FHA/VA  -  Primary 
FHA/VA  -  Secondary 
Prime  Hybrid  -  Primary 
Prime  Hybrid  -  Secondary 
Agency  Hybrid 
Prime  Fixed 
Agency  CMO  -  Primary 
Agency  CMO  -  Secondary 


1,500,000      ABX 

(1,750,000)      non-agency  spreads  wider 


(125,000) 


Residential  Credit  25,200,000 

Scratch  and  Dent  4,500,000     ABX  widening 

Subprime  13,000,000      ABX  widening 

Alt-A         14,700,000      ABX  widening 

2nd  Liens 

Subs  (7,000,000)      Spreads  Wider 

Residuals  -  Scratch  &  Dent 

Residuals  -  Subprime 

Residuals  -  Alt-A 

Residuals  -  2nd  Liens 


CRE  Loan  Trading 

Fixed  Large  Loan 
Floater  Large  Loan 
Fixed  Conduit 
Transitional  Loans 
CRE  CDO 


E 
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ABS  Loans  &  Finance 
Consumer 
Commercial 
Europe 
Warehouse 


64,000,000 

(5,000,000) 


SPG  Trading 

CMBS  Trading 

CRE  CDO 

ABS  Trading         57,000,000 

Property  Derivatives 

Correlation         12,000,000 


CDO/CLO  (22,000,000) 

ABS  /  MBS  CDO  (22,000,000) 

GSI  SP  Credit  Warehouse 

US  CLO 

EURO  CLO 

CRE  CDO 

Retained  Principal  Positions 

Tax  Related  Securities 

Non-economic  residuals 
Economic  residuals 


CMBS  CDS 
ABS  CDS 
ABS  CDS,  CMBS  CDS 

Reserve 


Warehouse  Lending 
Residential 
Commercial 
Asset  Backed 

Syndicate 
ABS 
CMBS 
CDO 
RMBS 

Other 
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Total  Structured  Products 

EUROPE 

Acquisition  Finance 

Syndicate 

Trading 

European  CMBS 

Syndicate 
Trading 


Total  Europe 

Total  Advisory 

Total  PFG  JV 

Total  Manager's  Account  /  Other 


71,410,000 


1,225,000 


E 
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From: 
Sent: 
To: 
Subject: 


Thursday,  August  09,  2007  8:22  AM 

Birnbaum,  Josh 

RE: 


of  course... genevieve  was  actually  forced  to  revise  her  estimate  to  be  down  less  after  ten 
email  went  out... after  dan  talked  to  her 


From: 
Sent: 
To: 
Subject: 


Birnbaum,  Josh 

Thursday,  August  09,  2007  8:19  AM 

Salem,  Deeb 

RE: 


I'm  sure  AAA  ABX  is  being  blamed  as  the  reason  the  dept  was  down  100  yest. 


Salem,  Deeb 

Thursday,  August  09,  2007  8:17  AM 

Birnbaum,  Josh 

RE: 


From: 
Sent: 
To: 
Subject: 

david  and  clay,  was  gonna  do  more  with  clay  but  then  the  street  offer  came  down  late 
afternoon 


From: 
Sent: 
To: 
Subject: 

To  david? 


Birnbaum,  Josh 

Thursday,  August  09,  2007  8:17  AM 

Salem,  Deeb 

RE: 


From:  Salem,  Deeb 

Sent:  Thursday,  August  09,  2007  8: 16  AM 

To:  Birnbaum,  Josh 

Subject:  RE: 

sold  200mm  internally  yesterday  at  98-28 


From:  Birnbaum,  Josh 

Sent:  Thursday,  August  09,  2007  8: 16  AM 

To:  Salem,  Deeb 

Subject:  RE: 

Hopefully  we  get  some  more  triples 


From:  Salem,  Deeb 

Sent:  Thursday,  August  09,  2007  8: 15  AM 

To:  Birnbaum,  Josh 

Subject:  RE: 


yup.    you  saw 


libor    rose  to    5.86... 


From:  Birnbaum,  Josh 

Sent:  Thursday,  August  09,  2007  8: 14  AM 

To:  Salem,  Deeb 

Subject:  RE: 

European-related? 
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From: 

Salem,  Deeb 

Sent: 

Thursday,  August  09,  2007  8:13  AM 

To: 

Bimbaum,  Josh 

Subject: 

RE: 

could  be  a  mes3y  one  today.. 


From:  Birnbaum,  Josh 

Sent  Thursday,  August  09,  2007  8: 11  AM 

To:  Birnbaum,  Josh;  Swenson,  Michael;  Salem,  Deeb;  Chin,  Edwin;  Kaufman,  Jordan; 

Bruns,  William;  Primer,  Jeremy;  Kamilla,  Rajiv 
Subject:  RE: 

Still  sick  today.  Will  be  checking  email. 


From:  Birnbaum,  Josh 

Sent:  Wednesday,  August  08,  2007  5:16  AM 

To:  Swenson,  Michael;  Salem,  Deeb;  Chin,  Edwin;  Kaufman,  Jordan;  Bruns,  William; 

Primer,  Jeremy 
Subject: 

I  have  the  flu.  I  will  not  be  coming  in  today.  Jeremy,  with  apologies,  if  you  could 
roll  the  market  risk  meeting  to  Friday  or  Monday  please.  Thanks. 
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From: 
Sent: 
To: 
Subject: 


Swenson,  Michael 

Wednesday,  August  08,  2007  4:44  PM 

Montag,  Tom;  Lehman,  David  A. 

RE: 


Numbers  are  not  final 

Resi  (alt-a,arms,  s&d)  -50    (ABX  AAA  shorts) 
ABS  trading  -15mm  (shorts  in  06-1  BBB/BBB-) 
CDOs  -2  0mm  (ABX  single-A  and  triple  A  shorts) 


From: 
Sent: 
To: 
Subject: 

Montag,  Tom 

Wednesday,  August  08,  2007  4:36  PM 

Lehman,  David  A.;  Swenson,  Michael 

RE: 

30  who  lost  the  hundy 


E 
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From:  Lehman,  David  A. 

Sent:  Wednesday,  August  08,  2007  4:35  PM 

To:  Montag,  Tom;  Swenson,  Michael 

Subject:  RE: 


From: 
Sent: 
To: 
Subject: 

Montag,  Tom 

Wednesday,  August  08,  2007  4:33  PM 

Lehman,  David  A.;  Swenson,  Michael 

RE: 

From: 
Sent: 
To: 
Subject: 

Lehman,  David  A. 

Wednesday,  August  08,  2007  4:32  PM 

Swenson,  Michael;  Montag,  Tom 

RE: 

Cmbs 


Swenson,  Michael 

Wednesday,  August  08,  2007  4:24  PM 

Montag,  Tom;  Lehman,  David  A. 

RE: 


From: 
Sent: 
To: 
Subject: 

ABS 

Market  rallied  especially  at  the  top  end  of  the  capital  structure  -  AAA  (up 
2pts)  ,  AA  (up  3pts),  A  (up  2  pt)  . 

We  bought  300mm  of  AAA  and  redistributed  to  internal  desks.   Department  net 
short  is  3.1bb  of  AAA  right  now. 
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From: 
Sent: 
To: 
Subject: 
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Montag,  Tom 

Wednesday,  August  08,  2007  4:19  PM 

Lehman,  David  A.;  Swenson,  Michael 


what  happened  today? 
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From:      Salem,  Deeb 

Sent:       Thursday,  August  09,  2007  5:55  PM 

To:  Birnbaum,  Josh 

Subject:  RE:  MarketRisk:  Mortgage  Risk  Report  (cob  08/08/2007) 

i   do   think   that    is    a   real   concern,    how  quickly   can   you   work  with    strats   to  get   them  to 
revise   our  VAR  to   a  more   realistic   number? 


From:  Birnbaum,  Josh 

Sent:  Thursday,  August  09,  2007  5:47  PM 

To:  Salem,  Deeb 

Subject:  RE:  MarketRisk:  Mortgage  Risk  Report  (cob  08/08/2007) 

i  iust  asked  b/c  i  saw  the  note  about  mortgages  dropping  back  down  to  a  permanent  limit  of  35mm  (which  we  are 
way  over)    this  would  mark  a  change  of  their  recent  policy  to  just  keep  increasing  out  limit,  makes  me  a  Uttle 
nervous  that  we  may  be  told  to  do  something  stupid. 


From:  Salem,  Deeb 

Sent:  Thursday,  August  09,  2007  5:43  PM 

To:  Birnbaum,  Josh 

Subject:  RE:  MarketRisk:  Mortgage  Risk  Report  (cob  08/08/2007) 


of  it. 


no  heat  over  the  last  2  days... that  said,  im  not  sure  how  aware  he  is 

we've  actually  bot  a  decent  amount  of  single  name  protection  tins  week.  300mm 

BBB/BBB-  and  50mm  A's 


From:  Birnbaum,  Josh 

Sent:  Thursday,  August  09,  2007  5:38  PM 

To:  Salem,  Deeb 

Subject:  RE:  MarketRisk:  Mortgage  Risk  Report  (cob  08/08/2007) 

good,  was  that  a  "no"  on  the  heat  question? 


From:  Salem,  Deeb 

Sent:  Thursday,  August  09,  2007  5:37  PM 

To:  Birnbaum,  Josh 

Subject:  RE:  MarketRisk:  Mortgage  Risk  Report  (cob  08/08/2007) 

we   have   waved   in   -120mm   in  bbb   and  bbb-   protection   the    last   2   days, 
almost    all   2006    stuff    (tier   1,    2,    and  3) . 


From:  Birnbaum,  Josh 

Sent:  Thursday,  August  09,  2007  5:34  PM 

To:  Salem,  Deeb 

Subject:  FW:  MarketRisk:  Mortgage  Risk  Report  (cob  08/08/2007) 

are  vou  qetting  any  more  heat  to  cut/cover  risk?  these  VAR  numbers  are  ludicrous, 
btw  completely  overestimated  for  SPG  trading,  underestimated  for  other  mortgage 
desks. 
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From:  Song,  Scarlett 

Sent:  Thursday,  August  09,  2007  3:08  PM 

To:  Montag,  Tom;  Sobel,  Jonathan;  Sparks,  Daniel  L;  McHugh,  John;  Bohra, 

Bunty;  Pouraghabagher,  Cyrus;  Finck,  Greg;  Gasvoda,  Kevin;  Turok,  Michael; 

Brazil,  Alan;  Gallagher,  Timothy  (IB  PBC07);  Buono,  Mark;  Montag,  Tom; 

Lehman,  David  A.;  'Ostrem,  Peter  U;  Rosenblum,  David  J.;  Birnbaum,  Josh; 

Swenson,  Michael;  'Huang,  Leo';  DeGiacinto,  Clayton;  Egol,  Jonathan;  Nichols, 

Matthew;  Nestor,  Genevieve;  Cawthon,  Michael;  Iqbal,  Farrukh;  Holen,  Margaret; 

Kamilla,  Rajiv;  Mahoney,  Justin;  Weinstein,  Scott;  Resnick,  Mitchell  R;  Gao, 

Renyuan;  Bristow,  Andrew;  DeNatale,  Mark;  Gold,  Erica;  Cannon,  JeanMarie; 

Stern,  Matt;  Alexander,  Lee;  Andrea,  Mireille  N. 

Cc:  Berry,  Robert;  Dinias,  Michael;  Lee,  Brian-J  (FI  Controllers);  Leventhal, 

Robert;  Pantow,  Albert;  Fredman,  Sheara;  Fortunate,  Salvatore;  Mazumdar, 

Sanjay;  Chen,  Benjamin;  gs-mra-mtg 

Subject:  MarketRisk:  Mortgage  Risk  Report  (cob  08/08/2007) 

[Temporary  MTG  SPG  VaR  limit  of  $11  Omm  expired  on  8/7/2007 

MTG  SPG  is  over  its  permanent  VaR  limit  of  $35  mm 

Resi  Prime  is  over  its  current  stress  test  limit  of  $100mm 

Acquisition  Commitment  is  over  its  current  stress  test  limit  of  $150mm 


95% 

VaR  ($MM) 

Desk 

08/08 

08/07 

Limit 

MTG  SPG 

95.0 

97.6 

35 

Stress  Test 

($MM) 

Desk 

08/08 

08/07 

Limit 

MTG  SPG 

(257) 

(238) 

(650) 

Deriv 

(24) 

(25) 

(30) 

Res  Prime 

(103) 

(104) 

(100) 

Res  Credit 

(108) 

(111) 

(185) 

Credit  Resid  (80) 

(80) 

(170) 

Non-Resi  Orig 

4 

4 

(70) 

CRE  Loan 

ABS  Loan 

SPG  Trading 

180 

194 

(160) 

ABS /MBS  CDO 

(1) 

(1) 

(30) 

Manager 

0 

0 

Commitment 

(204) 

(195) 

(150) 

.  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


ent        I 
gations  I 


Confidential  Treatment  Requested  by  Goldman  Sachs 


GSMBS-E-01 2927201 


Footnote  Exhibits  -  Page  3731 


From: 

Sent: 

To: 


Subject: 
Attachments: 


Dinias,  Michael 

Vililar.^aviTcohn.'Gary;  Montag,  Tom;  Sherwood,  Michael  S;  Winkelried  Jon  (EO  85B30); 
Mullen,  Donald;  Salame,  Pablo;  Sparks,  Daniel  L;  Broderick,  Craig;  Berry,  Robert;  McMahon, 
Bill;  Petersen,  Bruce;  Wilson,  Edward 
Trading  VaR  Analysis 

Picture  (Metafile);  Mortgage  VaR  Contribution.pdf;  FW:  Potential  large  subprime  trade  and 
impact  on  Firmwide  VAR 


The  below  table  computes  the  Trading  VaR  impact  of  going  long  credit  risk  via  CDX  Investment  Grade,  CD> :  Hjgr 1  Yield 
Loan  CDX  and  ABX  BBB    For  example,  going  long  $1  .Omm/bp  of  ABX  BBB  results  in  $35mm  reduction  in  Trading  VaR 
IS  $?67mm  to  1 5132mm)!  Likewise  going  long  $5.3mm/bp  of  CDX  High  Yield  generates  $33mm  decrease  ,n  Trading 
VaR.. 

Its  imoortant  to  note  that  this  analysis  is  based  on  the  current  VaR  model  and  that  the  mortgage  desk  has  questioned  the 
sfze  of°he  implieS  short  exposure  (i.e.,  desk  believes  they  are  less  short  than  implied  by  the  VaR  model  We  are 
reviewing  the  current  VaR  methodology  with  the  mortgage  traders/strategists  and  assessing  the  .mpact  of  vanous 
potential  enhancements  (e.g.,  price  volatility  versus  spread  volatility). 


Trading  VaR  = 

167 

US  CDX  IG 
series  8 

US  CDX  HY100 
series  8 

LCDX 

ABX  BBB  07-1 

Resulting 
Trading  VaR 

Trading 

VaR 
Impact 

Scenario  10 
Scenario  11 
Scenario  12 
Scenario  13 
Scenario  14 
Scenario  15 
Scenario  16 

+$21 .3mm/bp 

+$4.0mm/bp 

+$10.9mm/bp 

+$7.8mm/bp 

+$5.3mm/bp 

+$4.6mm/bp 
+$7.1mm/bp 
+$7.7mm/bp 

+$8.1  mm/bp 

-$6.7mm/bp 
-$8.4mm/bp 

+$1  .Omm/bp 
+$0.8mm/bp 

142 
135 
143 
132 
136 
133 
98 

-25 
-33 
-25 
-35 
-32 
-35 
-69 

The  attached  Ddf  below  shows  Mortgage  Trading  VaR  broken  down  by  desk  and  the  3  columns  from  the  right  show 
m^SfpSS^rSuton  and  total  contribution  to  Firmwide  VaR.  Mortgage  Trading  has  41%  marginal 
Sbution  S .Firmwide  VaR  and  adds  $48mm  to  Firmwide  VaR.  This  is  primarily  dr.ven  by  mortgage  shorts  on  the  ABS 
Synthetics  and  Correlation  desks. 

Decreasina  the  lonq  cash  vs  short  derivative  basis  risk  on  the  Mortgage  desk  would  also  r^uceVaR  (albeit  much  less 
th?n  Seasinq  ne?  short)   The  significant  long  cash  positions  are  comprised  of  $900mm  RMBS  Suprirne  secures  and 
™2  rnn  %nua,rt  nosi  ions  on  the  ABS  Securities  desk,  $11 5mm  Cash  CDOs  on  the  Correlation  desk,  $320mm 
O^M^^^cSoS^SS^S^S  CDO  Origination  desk.  There  is  a!so.$250mm  BB/B  bonds  in 
me  Subs  bod! on  the Residential  Prime  desk  and  $8.8B  of  loans/commitments  in  the  Acquisition  Comrmtments  fane. 
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Mortgage  VaR 
Contribution.pdf 


In  separate  email  (attached  below)  the  desk  has  proposed  purchasing  $10B  subprime  AAAs  in  either  cash  or  synthetic 
(ABX)  form    If  done  in  "synthetic"  form  this  would  result  in  $34mm  reduction  in  Trading  VaR.  However  if  done  in  cash 
form  Trading  VaR  would  decrease  $1 1  mm.  The  smaller  Trading  VaR  impact  of  cash  is  due  to  the  increase  in  the  long 
cash  vs.  short  derivative  basis  risk. 


FW:  Potential  large 
subprime  t.. 
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From:      Petersen,  Bruce 
Sent:       Tuesday,  August  07,  2007  7:49  AM 
To:  Cohn,  Gary;  Viniar,  David;  McMahon,  Bill 

Cc:  Berry,  Robert;  Dinias,  Michael 

Subject:  VaR 

We  are  attempting  to  get  an  early  estimate  of  where  var  finished  up  close  of  business  yesterday.  We  are  doing  detailed 
analysis  of  mortgage  and  credit  trading  var  contributors  to  see  where  we  might  get  the  most  efficient  var  reduction. 
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From: 
Sent: 
To: 
Subject: 


Berry,  Robert 

Wednesday,  August  15,  2007  5:23  AM 

Viniar,  David;  McMahon,  Bill;  Broderick,  Craig 

RE:  MarketRisk:  End  of  Day  Summary  -  cob  8/10/2007 


the  most  obvious  risks  are  the  short  in  mortgages  and  effectively  a  credit  basis  trade,  long  loans,  short  other  credit, 
hedging  these  (across  mortgages,  gcp,  ssg  and  origination)  might  reduce  by  ~20%. 

i  know  you  know,  but  our  sensitivity  to  estimates  of  correlation  implicit  in  the  data  we  use  for  simulation  is  becoming 
acute  put  another  way,  there  will  be  days  where  "nothing  happened"  -  positions  didn't  change,  markets  were  quiet, 
but  small  changes  in  correlation  will  mean  the  difference  between  140  and  160.  it  will  be  really  difficult  to  explain  to 
you  and  to  the  desks  why  were  under  yesterday  but  over  today,  this  oniy  gets  worse  as  the  headline  risks  reduce. 

we're  making  some  changes  over  the  next  couple,  of  weeks  that  should  allow  us  to  more  easily  quantify  the  daily 
"creep",  it  will  still  be  hard  to  give  much  intuition  other  than  "it  is  what  it  is",  but  at  least  we  can  factor  it  out  in 
discerning  changes  driven  by  desks  increasing  positions. 


From:  Viniar,  David 

Sent:  Monday,  August  13,  2007  7:27  PM 

To:  McMahon,  Bill;  Broderick,  Craig;  Berry,  Robert 

Subject:  FW:  MarketRisk:  End  of  Day  Summary  -  cob  8/10/2007 

No  comment  necessary.  Get  it  down. 


From: 
Sent: 
To: 


Cc: 
Subject: 


McAndrew,  Thomas  R. 

Monday,  August  13,  2007  6:44  PM  ,...,.■ 

Viniar,  David;  Cohn,  Gary  (EO  85B30);  Montag,  Tom;  Sherwood,  Michael  S;  Forst,  Edward  (FIN  PBC09);  Evans,  J.  Michael 

(EO  CKC68);  McMahon,  Bill;  Viniar,  David;  Ruzika,  Richard;  Mullen,  Donald;  Eisler,  Ed;  Sobel,  Jonathan;  Ealet,  Isabelle; 

Young,  Paul;  Heller,  Dave  B;  Agus,  Raanan  A;  Schroeder,  Jeff;  Sparks,  Daniel  L;  Broderick,  Craig;  Beshel,  Uz;  Berry,  Robert; 

Petersen,  Bruce;  Wilson,  Edward;  Lahey,  Brian;  Lee,  Brian- J  (FI  Controllers);  Dinias,  Michael;  Pastro,  Al;  Ng,  Victor  K; 

Maretz,  Andy;  Johnson,  Darau;  Hughes,  Jon  O  (Market  Risk  Management  &  Analysis) 

Shaw,  Michael;  Jha,  Arbind;  Kendrick,  Richard;  Rlgueiras,  Geraldo  A.;  Cumming,  Caroline;  Parker,  Grant;  Chodos,  Jason  E.; 

Haar,  Robert;  Yunger,  Dalia  (Kronenberg);  McAndrew,  Thomas  R.;  Walters,  Kristen 

MarketRisk:  End  of  Day  Summary  -  cob  8/10/2007 


VaR  increased  from  $ 150mm  to  $15 9mm 


95%  VaR  by  Business  ($mm) 


Trading 
FICC 


10-Aug    9-Aug  %  Contr 
159      150     100% 


96 


102  40% 
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Trading 


10-Aug 
159 


9-Aug  %  Contr 
150     100% 


Credit  Scenario  ($MM) 

10-Aug 


Mortges . 
Warehouse 


9-Aug         Limit 
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Limit  Rvrp<i.qfls 

Credit  Origination  widening  scenario  temporary  limit  of  <$2.25bn>  is  at  a  level  of 

<$2.5bn>. 

Credit  Origination  temporary  VaR  limit'  of  $50mm  is  at  a  level  of  $63mm. 

Residential  Prime  is  over  its  permanent  limit  of  <$100mm>  with  an  impact  of 

<$102mm>. 

Temporary  Limits 

Interest  Rate  Product  Category  VaR  temporary  limit  of  $150mm  until  cob  8/29. 

Global  Credit  Products  VaR  temporary  limit  of  $90mm  until  cob  8/2  9. 

Acquisition  Commitment  widening  scenario  temporary  limit  of  <$250mm>  until  cob  8/21 

Mortgages  has  a  temporary  VaR  limit  of  $110mm  until  cob  8/21. 

Mortgage  Trading  widening  scenario  has  a  temporary  limit  of  <$750mm>  until  cob  8/21, 

«  File:  Daily  Trading  Risk  Summary20070810.pdf  » 
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From: 

Sent: 

To: 

Cc: 

Subject: 

Attachments: 


Dinias,  Michael 

Wednesday,  August  15,  2007  7:10  AM 

McMahon,  Bill;  Petersen,  Bruce;  Sparks,  Daniel  L;  Mullen,  Donald 

Berry,  Robert 

FW:  Hedge  Analysis  cob  08/13/07 

Picture  (Metafile) 


Scenario  13  going  long  $0.7mm/bp  of  ABX  BBB  would  reduce  Firmwide  VaR  by  $23mm  ($150mm  to  $127mm).  Going 
long  ABX  is  probably  the  easiest  and  most  effective  single  hedge  we  could  do.  Worth  noting  that  this  trade  would  reduce 
Mortgage  VaR  by  $34mm  ($96mm  to  $62mm) . 

Scenario  15:  short  $13.5rnm/bp  LCDX,  long  $8mm/bp  CDX  HY,  and  short  $9.1  mm/bp  CDX  IG  would  reduce  Firmwide 
VaR  by  $1 0mm.  This  effectively  is  hedging  the  longs  in  Credit  Origination  and  the  shorts  in  Global  Credit  Trading. 

Scenario  10. 11.  and  12:  impact  of  hedging  with  only  one  corporate  index  at  a  time  (CDX  IG,  CDX  HY,  or  LCDX)  with 
Firmwide  VaR  reduction  in  the  $4mm  to  $6mm  range. 

Scenario  18:  using  all  the  below  assets  results  in  $37mm  reduction  in  Firmwide  VaR 


From: 
Sent: 
To: 
Cc: 

Subject: 


McAndrew,  Thomas  R. 

Tuesday,  August  14,  2007  10:23  PM 

DNas,  Michael;  RooWey,  Cameron;  Luo,  Fei;  Walters,  Kristen;  Ng,  Victor  K;  Jha,  Arbind;  Rlgueiras,  Geraldo  A.;  Shaw,  Michael; 
Yunger,  Dalia  (Kronenberg);  Goh,  Amy;  Yunger,  Dalia  (Kronenberg) 
Hedge  Analysis  cob  08/13/07 


Below  is  the  Hedge  Analysis  for  cob  8/13 

There  are  a  few  credit  only  scenarios  as  well  as  inclusion  and  exclusion  of  LCDX  across  all  assets 
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JPY' 

EUR1 

S&P500 

USIOySwap 

Nikkei  22S 

Russell  2000 

STX50E 

FTSE 

W 

Scenario  1 

-$1 .9Bn 

Scenario  2 

-$2.0mm/bp 

'  Scenario  3 

+$2.1  Bn 

Scenario  4 

-$1 .3Bn 

Scenario  5 

-$3.6Bn 

Scenario  6 

+$1 .2Bn 

Scenario  7 

+$0.9Bn 

Scenario  8 

+$0.5Bn 

Scenario  9 

-9mr 

Scenario  10 

Scenario  1 1 

Scenario  1 2 

Scenario  1 3 

Scenario  1 4 

Scenario  1 5 

Scenario  1 6 

+$4.0Bn 

-$2.1  Bn 

-$1.7Bn 

+$2.8Bn 

-$2.3Bn 

Scenario  1 7 

-$0.2Bn 

-$2.0Bn 

+$2.0Bn 

+$0.4mm/bp 

-$1 .9Bn 

-$1.6Bn 

+$2.9Bn 

-$3.5Bn 

-6.0rr 

Scenario  18 

-$1.1  Bn 

-$2.1  Bn 

+$1.1Bn 

+$0.9mm/bp 

-$1.7Bn 

-$1.0Bn 

+$2.1  Bn 

-$2.9Bn 

-7mr 
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From: 
Sent: 
To: 
Subject: 


Sparks,  Daniel  L 

Wednesday,  August  22,  2007  9:33  AM 

Montag,  Tom;  Mullen,  Donald 

RE:  VAR  reduction  possibilities 


AsSi°mentionJdntoeDon,  tactics  are  very  important  -  we  are  working  with  specific 
JalLpeopxe  who  have  best  account  likelihood  to  succeed,  as  widespread  attentxon  wxll 

decrease  chance  to  execute.  .^^^■■■■[■^■^■l  ,-  _„  j^   ,„  i)  .,„no,i 

Then  we'd  look  at  abx  index  (after  doing  singles)  For  MHHi^W  trade,  wxll  appeal 
more  broadly   as  that  is  best  way  to  execute. 

Also,  a  number  of  things  in  var  calc  need  to  be  worked  thru  with  risk  team. 

Original  Message 

From:  Montag,  Tom 

Sent:  Wednesday,  August  22,  2007  9:04  AM 
To:  Mullen,  Donald;  Sparks,  Daniel  L 
Subject:  Re:  VAR  reduction  possibilities 

Are  those  single  names  we  are  already  short 

Original  Message  

From:  Mullen,  Donald 

To:  Sparks,  Daniel  L;  Montag,  Tom 

Sent:  Wed  Aug  22  08:44:46  2007 

Subject:  Re:  VAR  reduction  possibilities 

I  would  like  to  discuss 


■=  Redacted  by  the  Permanent        I 
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Original  Message  

From:  Sparks,  Daniel  L 

To:  Mullen,  Donald;  Montag,  Tom 

Sent:  Wed  Aug  22  08:40:59  2007 

Subject:  FW:  VAR  reduction  possibilities 


We  are  basically  going  to  try  to  execute  on  all  this  (cmbs  in  next  e-mail) 


Original  Message 

From:  Salem,  Deeb 

Sent:  Tuesday,  August  21,  2007  7:39  PM 

To:  Sparks,  Daniel  L;  Swenson,  Michael;  Birnbaum,  Josh 

Cc:  Salem,  Deeb 

Subject:  VAR  reduction  possibilities 


1.  Show  Wm—m    $500mm  of  2005-vintage  BBB  and  BBB-  single  name  protection  at  mid  mkt 

(or  better) 

-  $8mm  scenario    risk 

-  MMBHHR   likes    a    "deal" 

-  minimal  risk  because  SHHHIls  <3uiet 

-  high  previous  success  rate 

2.  Show  MBM  $500mm  of  2006-vintage  single-A  single  name  protection  at  mid  mkt  (or 

"leiion^la^t^ek  that  they  would  be  a  better  buyer  of  this  protection  given  last 
^problem^s  that  they  only  want  to  look  at  names  they  already  have  on 
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and  the 


3.  Buy  $250mm  of  either  ABX  06-1  BBB/BBB-  index  or  single^ame  r^kfrrom^^^ 
various  pockets  of  money  he  oversees  <m|  fHHHHV'  •HBI  ^^^^^'  ^^^»' 

-  $4nmi  .scenario  risk  ,         , 

-  may  have  some  appetite  to  add  to  shorts  before  August  remits  (out  next  Friday  or  Monday) 

-  responds  positively  to  momentum  and  would  be  more  likely  to  execute  if/when  market 
sells-off 

4.  Buy  $500mm  of  ABX  06-2/07-1  AA  index  from  RBC 

-  grlat  su~ccess°rate  with  this  account  over  the  past  month  as  we  bot  $3bb  of  ABX  AAA  from 

RBC 

-  would  be  offered  side  or  higher 

-  difficult  to  do  without  the  market  moving  against  us 

-  ABX  liquidity  is  sparse  this  week 


($100  of  each  062  AAA,  062  AA,  071  AAA, 


5.  Buy  $400mm  of  ABX  AAA  and  AA  risk  from 
and  071  AA) 

-  $5mm  scenario  risk  ' 

-  claim  to  be  real  sellers  of  ABX,  but  we  have  had  trouble  doing  trades  >$50mm.  They  take 
the  free  information  of  us  showing  bids,  tell  us  our  price  is  too  low,  but  refuse  to  show 
us  a  counter 
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From: 

Sent: 

To: 


Subject: 


Dinias,  Michael 

Thursday,  August  16,  2007  2:04  PM  ,„„_.., 

Viniar,  David;  Cohn,  Gary  (EO  85B30);  Montag,  Tom;  Sherwood,  Michael  S;  Brodenck, 

Craig;' Berry,  Robert;  Mullen,  Donald;  Sparks,  Daniel  L;  McMahon,  Bill;  Petersen,  Bruce; 

Wilson,  Edward 

Trading  VaR  $171  mm 


Trading  VaR  increased  $6mm,  from  $165mm  to  $171mm,  versus  $150mm  limit. 
Interest  Rate  Product  VaR 

Credit  Trading  VaR  i 

Mortgage  Trading  VaR  increased  $4mm,  from  $11 0mm  to  $11 4mm. 
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From: 

Sent: 

To: 

Cc: 
Subject: 

Attachments: 


Walters,  Kristen 

Friday,  August  1 7,  2007  8:45  PM 

Viniar,  David;  Cohn,  Gary  (EO  85B30);  Winkelried,  Jon  (EO  85B30);  Evans,  J.  Michael  (EO 

CKC68);  Montag,  Tom;  Sherwood,  Michael  S;  McMahon,  Bill;  Broderick,  Craig 

Berry,  Robert;  Dinias,  Michael 

Weekly  Market  Risk  Summary  as  of  8/16/07 

Daily_Widening_Est_2007081 6.pdf 


Significant  changes  in  risk  from  previous  week  (cob  8/10/07  to  cob  8/16/07): 

•  Trading  VaR  increased  $1 5mm  to  $1 74mm  (vs.  limit  $1 50mm)  principally  due  to  risk  increases  in 
Mortgages  and  Global  Credit  Products. 

(i)    Global  Credit  Products  (37%)  and  Mortgages  (46%)  now  contribute  83%  to  Trading  VaR  even  with 

increased  diversification  offset  by  Credit  Origination, 
(ii)    Firmwide  directional  long  Equity  Delta  decreased  to  $1 .7B  with  EPG  net  short  <$1 .1  B>. 
(iii)  Interest  rate  duration  (standardized  DV01)  flipped  from  short  to  slightly  long  $0.4mm/bp 

•  Credit  Spread  Widening  Scenarios: 

(i)  Global  Credit  Products  spread  widening  exposure  decreased  due  to  a  reduction  in  Project  Elaine 
exposure  (even  after  a  long  exposure  from  a  valuation  adjustment  was  added  to  the  bespoke  correlation 
portfolio). 


Daily  Widening_Est 
_20070816.pd... 
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From:  Sparks,  Daniel  L 

Sent:  Thursday,  August  23,  2007  6:41  PM 

To:  Montag,  Tom 

Subject:  RE:  Current  Outstanding  Notional  in  SN  ames 


Not  much  more  today  -  trying 


From:  Montag,  Tom 

Sent  Thursday,  August  23,  2007  6: 16  PM 

To:  Sparks,  Daniel  L 

Subject:  RE:  Current  Outstanding  Notional  in  SN  ames 

how  much  did  we  cover-shooting  for  1  billion 


From:  Sparks,  Daniel  L 

Sent:  Thursday,  August  23,  2007  3:51  PM 

To:  Montag,  Tom 

Subject:  RE:  Current  Outstanding  Notional  in  SN  ames 


That's  why  we  say  we  are  short  (long  protection)  about  $3BB  single  names  -  the  correlation  is  very  high 


From:  Montag,  Tom 

Sent:  Thursday,  August  23,  2007  3:45  PM 

To:  Sparks,  Daniel  L 

Subject:  RE:  Current  Outstanding  Notional  in  SN  ames 


if  you  take  the  1 3  out  of  each  side  its 

1 1 .8  by  8.8   which  is  3  billion  long 

what  does  the  1 1 .8  in  theory  hedge  or  part  of  it  that  net  leaves  us  in  reality  short 


From:  Sparks,  Daniel  L 

Sent:  Thursday,  August  23,  2007  3:42  PM 

To:  Montag,  Tom 

Subject:  RE:  Current  Outstanding  Notional  in  SN  ames 


Meaning  the  IO  we  spoke  about  -  exact  cusip  long  and  short,  but  at  different  running  premiums  that  creates  IO 


From:  Montag,  Tom 

Sent:  Thursday,  August  23,  2007  3:39  PM 

To:  Sparks,  Daniel  L 

Subject:  RE:  Current  Outstanding  Notional  in  SN  ames 

what  does  explicitly  mean?    1 3bb  by  1 3bb  offset--what  does  that  mean 


From:  Sparks,  Daniel  L 

Sent  Thursday,  August  23,  2007  3:37  PM 

To:  Montag,  Tom;  Mullen,  Donald 

Cc:  Swenson,  Michael;  Lehman,  David  A.;  Bimbaum,  Josh 

Subject:  RE:  Current  Outstanding  Notional  in  SN  ames 

All  synthetics 

Positions  are  in  terms  of  protection  (so  negative  means  long  risk,  positive  means  short  risk) 

i3BB  by  13BB  explicitly  offset  (Josh  mentioned  in  out  meeting) 

Rest  are  comparable,  but  try  to  buy  protection  on  worse  deals  vs  writing  protection  on  better  deals 


From:  Montag,  Tom 
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Sent:  Thursday,  August  23,  2007  3:29  PM 

To:  Sparks,  Daniel  L;  Mullen,  Donald 

Cc:  Swenson,  Michael;  Lehman,  David  A.;  Bimbaum,  Josh 

Subject:  RE:  Current  Outstanding  Notional  in  SN  ames 

what  are  the  longs?  are  these  comparable?    are  these  all  synthetics  ? 


From:  Sparks,  Daniel  L 

Sent:  Thursday,  August  23,  2007  3:19  PM 

To:  Mullen,  Donald;  Montag,  Tom 

Cc:  Swenson,  Michael;  Lehman,  David  A.;  Bimbaum,  Josh 

Subject:  FW:  Current  Outstanding  Notional  In  SN  ames 


Per  your  earlier  question  about  absolute  longs  and  shorts  in  single  names: 


Notional  Long        Notional  Short    #  of  cusips 
A  3,686,600,000   -2,337,750,000  385 

BBB  10,419,693,103   -8,753,543,403  703 

BBB-  10,767,733,239   -8,877,635,250  638 
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From: 
Sent: 
To: 
Subject: 


Cohn,  Gary 

Thursday,  August  23,  2007  2:25  PM 

Blankfein,  Lloyd 

Re:  Trading  VaR  $133mm 


Down   40    in   2   days 

Original  Message  

From:  Blankfein,  Lloyd 

To:  Cohn,  Gary 

Sent:  Thu  Aug  23  14:22:53  2007 

Subject:  Re:  Trading  VaR  $  133mm 

Good   job. 


•  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Original  Message 

From:  Cohn,  Gary 

To:  Blankfein,  Lloyd;  Viniar,  David 
Sent:  Thu  Aug  23  14:20:47  2007 
Subject:  Fw:  Trading  VaR  $133mm 

The  message  got  through 

Original  Message  

From:  Dinias,  Michael  , 

To:  Viniar,  David;  Cohn,  Gary;  Montag,  Tom;  Sherwood,  Michael  S;  Winkelned,  Jon;  Mullen, 

Donald;  Sparks,  Daniel  L;  Salame,  Pablo;  Broderick,  Craig;  Berry,  Robert;  McMahon,  Bill; 

Petersen,  Bruce;  Wilson,  Edward  (ED,  1NYP/042) 

Sent:  Thu  Aug  23  14:18:17  2007 

Subject:  Trading  VaR  $133mm 

Trading  VaR  decreased  $llmm,  from  $144mm  to  $133mm. 
Credit  Trading  VaR 

Mortgage  VaR  decreased  $9mm,  from  $99mm  to  $90mm.   approximately  $6mm  of  the  decrease  was 
due  to  the  desk  going  longer  $250mm  ABX  BBB  (06-1)  and  $160mm  BBB  Single  Name  CDS.    the 
remaining  $3mm  was  driven  by  strats  updating  the  prepayment  speeds  on  subprime  bonds 
resulting  in  a  duration  in  line  with  the  synthetics.    there  is  an  additional  $270mm  of 
BBB-  Single  Name  CDS  (booked  after  the  close)  that  will  result  in  a  further  $5mm  reduction 
in  Mortgage  VaR. 
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From-  Blankfein,  Lloyd 

Sent:  Friday,  August  31 ,  2007  9:36  AM 

To-  Montag,  Tom  , ,     ^  ,  x 

Subject:  RE:  Structured  Products  Weekly  Update  -  08/30/07  (Internal  Use  Only) 

Thanks 

Appreciate  the  posts,  I'm  watching  the  financial  news 

Original  Message 

From:  Montag,  Tom 

Sent:  Friday,  August  31,  2007  9:23  AM 

Subject?kFw^n.Structured  Products  Weekly  Update  -  08/30/07  (Internal  Use  Only) 

Bush  says  FHA  will  guarantee  some  tiny  piece  of  mtg  market  and  it  takes  off.  Countrywide 
and  rescap  rally  a  lot.  We  are  up  a  lot  but  once  mkt  really  looks  at  it  may  come  off 

U  can  ignore  long  string  of  email  just  top. 

Original  Message  

From:  Birnbaum,  Josh 

To:  Montag,  Tom;  Mullen,  Donald;  Sparks,  Daniel  L 

Cc:  Swenson,  Michael;  Lehman,  David  A. ;  Brafman,  Lester  R;  Salem,  Deeb 

Sent:  Fri  Auq  31  09:07:25  2007  ,  , 

Subject:  RE:  Structured  Products  Weekly  Update  -  08/30/07  (Internal  Use  Only) 

Based  on  the  mkts  we  are  making,  we  would  be  ok  in  this  move.   We  are  +50mm  in  AMs  alone 
right  now.   If  we  keep  moving  higher,  the  top  of  the  structure  will  lose  steam  and  we  will 
trade  short  again.   No  street  markets  yet,  should  have  more  clarity  soon. 


From:       Lehman,  David  A. 

Sent:  Friday,  August  31,  2007  9:00  AM 

To:    Montag,  Tom 

Cc    Salem,  Deeb;  Birnbaum,  Josh 

Subject:     RE:  Structured  Products  Weekly  Update  -  08/30/07  (Internal  Use  Only) 

Added  Deeb,  he  can  comment  on  p+1  and  the  large  abx  move  to  the  upside 


Only) 


From:       Montag,  Tom 

Sent:  Friday,  August  31,  2007  8:58  AM 

To:    Lehman,  David  A.  „„,„„,„-,  ,-r    *.  i  m 

Subject:     RE:  Structured  Products  Weekly  Update  -  08/30/07  (Internal  Use 

abx  hurting  us  today?   mkt  over  reacting? 


From:       Lehman,  David  A. 

Sent:  Friday,  August  31,  2007  8:50  AM 

Subject^  ^RE:  Structured  Products  Weekly  Update  -  08/30/07  (Internal 


Use  Only) 


yup 
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From:        Montag,  Tom        _    _ 

Sent:  Friday,  August  31,  2007  8:47AM 

To:    Lehman,  David  A. 

Subject:     RE:  Structured  Products  Weekly  Update  -  08/30/07 

(Internal  Use  Only) 

I  will  say  in  BOLD  it  says  they  helped  desk  DRAMATICALLY  REDUCE 
BALANCE  SHEET — an  fact,  it  did  nothing 

too  funny 


(Internal  Use  Only) 


(Internal  Use  Only) 


(Internal  Use  Only) 


sells 


(Internal  Use  Only) 


From:        Lehman,  David  A. 

Sent:  Friday,  August  31,  2007  8:43  AM 

To:    Montag,  Tom 

Subject:     RE:  Structured  Products  Weekly  Update  -  08/30/07 


It  does  not  -  must  have  been  a  miscommunication 


From:        Montag,  Tom 

Sent:  Friday,  August  31,  2007  8:41  AM 

To:    Lehman,  David  A. 

Subject:     RE:  Structured  Products  Weekly  Update 


so  how  would  that  help  balance  sheet? 


08/30/07 


From:        Lehman,  David  A. 

Sent:  Friday,  August  31,  2007  8:39  AM 

To:    Montag,  Tom 

Subject:     RE:  Structured  Products  Weekly  Update 


08/30/07 


1.3bb  was  total  trading  volume,  split  evenly  b/w  buys  and 


From:        Montag,  Tom 

Sent:  Friday,  August  31,  2007  8:13  AM 

To:    Lehman,  David  A. 

Subject:     FW:  Structured  Products  Weekly  Update 


what  are  the  cmbs  she  references  below? 


-  08/30/07 


From:       Kreitman,  Gail 
Sent:  Thursday,  August  30,  2007  1:56  PM 

To:    Montag,  Tom;  Mullen,  Donald;  Schwartz,  Harvey;  Bash- 
Polley,  Stacy;  Sparks,  Daniel  L;  Madoff,  Paula;  Gasvoda,  Kevin;  Pinkos,  Steve;  Radtke, 
Lorin;  Icikson,  David;  Joseph,  Alexandra  A. ;  Kaprelian,  Michael  ........ 

•  Subject:     FW:  Structured  Products  Weekly  Update  -  08/30/07 

(Internal  Use  Only) 


(Internal  Use  Only) 


Subject:     Structured  Products  Weekly  Update  -  08/30/07 


7jH  ? 


-^ 
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SPG  Trading 

Mortgages  Weekly  Metrics  16-November-2007 

INTERNAL  USE  ONLY 


ruulnuli  EAliibiLs  -  Pdye  3748 


Sales  Credits 


Desk ■         -         _ 

SPG  Trading  (Swenson,  Lehman,  Blrnbaum) 


ABS  Securities 
ABS  Synthetics 
Property  Derivatives 
Correlation 


Gross  Total 


Exit  Price 
Transfers 


NetTotal  ■ 


twrpj 


(62,680) 

65,690 

0 

10,014 


44,731  A 


0 
126 


■44.867 


^PWAt'r 


»Varlance% 


(19,377) 

63,667 

0 

22,468 


:72;S27i 


0 
(14) 


K72;513> 


Actual  Pik  at  of  15Jiovemb*r-2007 


At  otOt-Novmbar-2007  (maUy  leg) 


Sales  Credits 


Desk* 


CDO/CLO 


WTD 


(52,340) 


■PWA 


(33.310) 


VarlanceV.' 


57% 


07YTD 


(1.717,836) 


YTD  Ann! 


H.751.519) 


2006'FYE- 


173.863 


07  YTD 


71.403 


YTDAnnl 


74.259 


if260BiEYE< 


149,023 


i                                  Risk  Measures  ($mm)*                                  | 

|V?„-    .>'„'':' '"S'<-*S 

VaR  .' 

Stress  Test  - ' 

.  SDV01 

|  SPG  Trading 

81.2 

674.1 

(227) 

As  of  15-November-2007  /  Vaft  Is  not  additive  due  to  portfolio  rfwnfficeffon  baneftt 


As  of  IS-November-2007 

'  Rfsft,  and  Balanea  Shaat  frrcfUd*  SP  COOs 


Redacted  by  (he  Permanent 
Subcommittee  on  Investigate 


Actus!  Pit  as  of  15-November-2007 


As  of  09-Novambar-2007  (weekly  lag) 


ions 


amongst  investors.  Particular  to  the  desk,  we  were  able  to  sell  $1 00mm  in  AA/AAA  positions  to  several  accounts. 


consumer  receivables  via  CDS  (cards,  autos,  student  loans). 


ABS  Index 


'X ■ 


In  ABX  trading,  the  desk  had  $250mm  in  total  flows  (GS  Buys  $50mm,  GS  Sells 


lii^ma^^ 


though  many 

vintages  and  , 

deterioration  in  performance),  with  the  remainder  being  released  after  Thanksgiving 


Kii 


ABS  COO  Secondary  bid  on  roughly  $600mm  of  ABS  CDO  super  senior  risk  -  $400mm  of  high 


grade  CDO  SS  risk  and  $200mm  of.mezz  CDO  SS.risk.  High  grade  bids  wanted  by  Aioi  Insurance  and  BGI,  both  holders  of  Altius  HI  (a  GS 

w'°        w^w  ww  -^  rt1,(1jllrBBt  ei.nor  eannrlmnr.hA  WinCaa  had  On  VerSUS  US.  NO 


s^si^^^^^ 
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modified  for  readability  and  printing  purposes  by  the  Subcommittee. 

Original  document  retained  in  the  Subcommittee  tiles. 


Permanent  Subcommittee  on  Investigations 

Wall  Street  &  The  Financial  Crisis 

Report  Footnote  #1853 


GS  MBS-E-015863620 


Footnote  Exhibits  -  Page  3749 


From:  Iqbal,  Farrukh 

Sent:  Monday,  February  26,  2007  3:47  PM 

To:  Sparks,  Daniel  L;  Gasvoda,  Kevin;  Swenson,  Michael;  Finck,  Greg;  Noh,  Suok;  Noh,  Suok;  McHugh, 

John;  Pouraghabagher,  Cyrus 
Cc:  Holen,  Margaret;  Wiesel,  Elisha;  Turok,  Michael;  Barrett,  Tom;  Chen,  Xin;  Li,  Ji;  Dutta,  Mitrajit 

Subject:  RE:  RE:  New  cross  desk  Top  Sheet  risk  report 

Attachments:  MtgTopSheet23Feb07.pdf;  MtgTopSheet_2bd_changes.pdf;  MtgTopSheet_1bd_changes.pdf 

Please  see  the  top  sheet  risk  report  for  23Feb07  (attached)  as  well  as  reports  highlighting  the  one  business  day  and  two 
business  day  changes  in  market  value  and  spread  dv01  across  the  desks  currently  covered  (Rest  Loans  and  Resids,  SPG 
Index,  Sgl  Name  and  CDO  synthetics). 

We  will  be  generating  this  report  daily  and  should  have  it  out  to  you  each  morning  going  forward.  Please  let  us  know  who 
else  you  would  like  on  the  distribution. 

thanks, 
Farrukh 

From:  Iqbal,  Farrukh 

Sent:  Thursday,  February  08,  2007  9:27  PM 

To:  Sparks,  Daniel  L  .,,-.,  l.  <-    ■ 

Cc:  Holen,  Margaret;  Gasvoda,  Kevin;  Swenson,  Michael;  Turok,  Michael;  Pouraghabagher,  Cyrus;  Noh,  Suok; 

Barrett,  Tom;  Chen,  Xin;  Li,  Ji 

Subject:  RE:  New  cross  desk  Top  Sheet  risk  report 

Please  see  the  attached  file  for  an  initial  version  of  the  cross  desk  top  sheet  report.  The  report  currently  covers 
resi-credit  and  spg  secondary/synthetics.  We  are  working  on  integrating  Prime  Fixed  and  Prime  Hybrid  books  and 
they  should  be  available  in  the  next  few  days. 

Let  us  know  if  you  would  like  any  enhancements  to  the  attached  report.    We  are  looking  to  start  generating  this 
report  daily  starting  next  week,  adding  more  desks/sectors  as  the  positions  and  risk  analytics  become  available 
(cash  CDO,  CLO,  CMBS,  etc),  (special  thanks  to  Ji  Li,  Tom  Barret  and  Xin  Chen  for  helping  to  put  this  report 
together) 


From:  Iqbal,  Farrukh 

Sent:  Friday,  February  02,  2007  7:59  PM 

To:  Sparks,  Daniel  L 

Cc:  Holen,  Margaret;  Gasvoda,  Kevin;  Swenson,  Michael;  Turok,  Michael;  Pouraghabagher,  Cyrus;  Noh, 

Suok;  Barrett,  Tom;  Chen,  Xin 

Subject:  New  cross  desk  Top  Sheet  risk  report 


Dan, 

We've  been  looking  at  integrating  the  existing  prime,  resi  credit  and  spg  trading  risk  reports  into  a  new 
departmental  top  sheet  risk  report.  An  example  report  is  listed  below.  The  report  will  break  out  resi  loan 
and  rmbs  synthetics  positions  by  desk/sector  and  will  report  AAA  thru  BBB-  equivalent  market  values  for 
rmbsloan  securitized  bonds  (notionals  for  cds)  as  well  as  rate  dvOVs  and  spread  DV01s.  The  report  will 
also  break  out  market  values  on  resids  by  sector  and  also  differentiate  between  resids  embedded  in  loan 
bulks  and  securitized  resids  (pre  2006  and  2006+) . 

This  report  should  be  ready  by  next  Thursday. 
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-We-are-aJseworWng-on-traGking-dovv^posttons-i^^ 


in  this  report.  More  investigation  needs  to  be  done  here  and  will  look  to  provide  an  ETA  for  these  positions 
next  week. 


Desk  /  Sector 


Prime/Alt-A 

Prime  Fixed 
Prime  Hybrid 
Option  ARM 
Alt-A 


RMBS  Subprime 

Subprime 

2nds 

S&D 


RMBS  Synthetics 

Index 

<2006 

2006+ 
Single  Name 

<2006 

2006+ 
Syn  CDO 

<2006 

2006+ 


Market  Value  (Notional  for  CDS) 


Total 


AAA 


AA 


BBB 


BBB- 


Loan 
Resid 


Sec 
Resid 
<2006 


Sec 
Resid 
2006+ 


Total 
Resid 


Ri 
D\ 


RMBS  CDO  Synthetics 

High  Grade 

Single  Name  CDS 

Syn  CDO 
Mezz 

Single  Name 

Syn  CDO 


CDO:  Single  Name  CDS  =  CDS  referencing  Cash  CDO  tranche 
Syn  CDO  =  a  synthetic  CDO  referencing  a  cash  CDO  tranche 
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Mortgage  Strategies 


Mortgage  Dept  Top  Sheet 


Group 


Sector 


Type 


Pept':;:;:::.:;:: 
PrlmaiAltA:: 


Total 

Total 


RMB8  GubBflme. 


Total    .:!!  . 

:  8eratch&0«« 


RMBS  Synthetics   Total 
COO 


i  Stogie  Narnei: 


total:: 
:-m06::; 
:  <os  : 

Total 

::>"06,;: 
r-<ae  ': 

Total 
•  :  >=oo  r; 

<0S 


Market  ValueiMMSKNotlonal  for  CDS) 


Spread  DV01(K$) 


Loan 


Sec  Resld 


Total      AAA      AA        A       BBB    BBB-     NR     Resid     <2006       >=2006 


Total         Rats 

Resid     DV01(k$)  AAA     AA 


BBB    BBB-      NR 


41,500X1       .514J!        665X1   -8,682.8  J,771 1    -1j56U2:    1X1785        226X1 


Total 

:'BulKLoan     :■ 
ConduKloatv    ; 
Fi.Bcmd 

;:  ResWuai::  ::v:::; 

ABX  ; ■;:::;; 

::  ESwap 

::tba  Pass  thru;: 


2JJ6.2     1,829.4 
i  2J36.2 "  1XQ8.4  ; 

2.212.3;  2x152.7:;; 

1X170.5;  1,*6i;4:;: 
-1783;    :.;90.3;: 

9515  00 

-1,975  0  -1.775.0 

:   .  ox)      i>o.O:; 

;:'.:;::.  0X);:  ■  :::a0:; 


-2£2 
•2S.2 

•  40i 
27.9 
;0fl:;:;;:::;r1*;: 
:ox)s:>     5.1 
o.o  :-ioao  : 


98X1 

66.3 
42.5 


Total  " 

BulKLoan::::; :; 

: ;;:;:.:-  ;;::; : ;;:;:  :BbDa:i>;::::':.::::- 

':;;;;  Residus)  ' 

ABX 
ESwap 
■:;;  60 Future 
::::.. TBAPaasThfu 
SUsprtrtte latUao    Total  :: 

BuikLOSrV    S:  : 

■'4-  ;;;:::: :;.;:::  ..:;:  /conduit  Loan 

s^XXind  :;;:;: 
::;^':::;o.::;jU'::::;:;::Resiouah: :;,-: 
ABX 

:;:;V'"''^-:;:;S::,S!;cos"<s;;.:.';:-.: 
^^ESwap;;;;:;:;:;.;; 

:  2nd  Lion  Total 

;:::  Bulk  Loan: :: : 
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From:  Song,  Scarlett 

Sent:  Thursday,  August  09,  2007  3:08  PM 

To:  Montag,  Tom;  Sobel,  Jonathan;  Sparks,  Daniel  L;  McHugh,  John;  Bohra,  Bunty;  Pouraghabagher, 

Cyrus;  Finck,  Greg;  Gasvoda,  Kevin;  Turok,  Michael;  Brazil,  Alan;  Gallagher,  Timothy  (IB  PBC07); 
Buono,  Mark;  Montag,  Tom;  Lehman,  David  A.;  Ostrem,  Peter  L;  Rosenblum,  David  J.;  Birnbaum, 
Josh;  Swenson,  Michael;  Huang,  Leo;  DeGiacinto,  Clayton;  Egol,  Jonathan;  Nichols,  Matthew;  Nestor, 
Genevieve;  Cawthon,  Michael;  Iqbal,  Farrukh;  Holen,  Margaret;  Kamilla,  Rajiv;  Mahoney,  Justin; 
Weinstein,  Scott;  Resnick,  Mitchell  R;  Gao,  Renyuan;  Bristow,  Andrew;  DeNatale,  Mark;  Gold,  Erica; 
Cannon,  JeanMarie;  Stern,  Matt;  Alexander,  Lee;  Andrea,  Mireille  N. 

Cc:  Berry,  Robert;  Dinias,  Michael;  Lee,  Brian-J  (Fl  Controllers);  Leventhal,  Robert;  Pantow,  Albert; 

Fredman,  Sheara;  Fortunato,  Salvatore;  Mazumdar,  Sanjay;  Chen,  Benjamin;  gs-mra-mtg 

Subject:  MarketRisk:  Mortgage  Risk  Report  (cob  08/08/2007) 

Attachments:  MortgageRiskSummary070808.pdf 

[Temporary  MTG  SPG  VaR  limit  of  $11  Omm  expired  on  8/7/2007 

MTG  SPG  is  over  its  permanent  VaR  limit  of  $35  mm 

Resi  Prime  is  over  its  current  stress  test  limit  of  $  100mm 

Acquisition  Commitment  is  over  its  current  stress  test  limit  of  $150mm 


95%  VaR  ($MM) 

Desk 

08/08  08/07  Limit 

MTG  SPG 

95.0   97.6   35 

Stress  Test  ($MM) 

Desk 

08/08  08/07  Limit 

MTG  SPG 

(257)  (238)  (650) 

Deriv 

(24)   (25)   (30) 

Res  Prime 

(103)  (104)  (100) 

Res  Credit 

(108)  (111)  (185) 

Credit  Resid  (80) 


(170) 


SPG  Trading 

180 

194 

(160) 

ABS/MBS  CDO 

(1) 

(1) 

(30) 

Manager 

0 

0 
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Market  Risk  Report 


Mortgage  VaR 


-Van  (H*t)  — V*  IMI  (H*t 


Mortgage  Portfolio  Summary 


Mortgage  Credit  Scenario 


iiiiiiiifflsiisiiaiiiiaisaisiiiiisiSKfiffiiasiii 


iHSifiJK!SSSSEi-!  HflHSSiiili  i  ..TI5- 


Portfolio  Name 


Cnfl  BeiHris  (UA4  Urt(IM4 


VaR(SMM)     VaR(SMM)    ^cmJ,"1      Stress  Test       Net  MV  (2)      Rate  DV01     OAS  DV01         Vega  stMnfner 

08/08/07  08/07/07  08/o8/07      ($MM)  08'07/07         <SMM>  (S™>P)  (SM/bp)       ($M/1%vol)  (SM/bp) 


Mortgage  Structured  Products'1 


97.6J  ;::|;  ,1(256.9)       ;'.  (237.5)!'    i :   ;l  40,386    ,!   i-(2J424)|.    .';  1,441 1   :.     i5;910 


Mortgage  Derivative 


io 


Strip  io/po 


Agency  Derivative 


Whola  Loan  Derivative 


Residential  Prime 


Agency  CMOa 


3.8 


0.6 
0.3 


1.9 


::3:8s 


13:1;; 


:;(24.2y 


no-2) 


<2-ii;5>;: 


(10.8) 


(»■») 


(3.8) 


0-9) 


(103.5)  : 


(97) 


(7.5) 


(4.8) 


(15) 


(103  9) 


n°-7> 


2822 


<295):; 


1192): 


:2SST* 


275 


557 


(87) 


(201) 


3,116 


1,237 


(124) 


(65) 


(50) 


(659) 


P'°) 


(19) 


(112) 


::i3;44S:;: 


(1,897) 


:245:. 


2.953 


¥145;:; 


2,378 


(55) 


(467) 


(52) 


FHA/VA 


(26) 


(2.6) 


(14) 


(325) 


(26) 
281 


Prime  Hybrid 


(44.3) 


(42.2) 


(505) 


Prime  Fix 


Suba"1 


5.7 
0.5 
8.9 


(21.3) 


(22-7) 


(1.241) 


(463) 


(56) 


(1-3) 


(1-4) 


(82) 


HJIL 


J2_ 


(243) 


(24.3) 


Residential  Credit 


86 


:  Q.6 : 


(1085) 


mmi 


3,409 


(237) 


554 


CF                       NCF                     Total 

coo 

CLO 

total 

Real  Prime 
Real  Credit 

78.1                      56.0                     134.1 
181                      159                      320 

Equities 

26 

0 

26 

Significant  Risk  Changes: 

Acquisition  Commitment  Is  over  Its  Dmlt  of  $  150mm 

Rest  Prime  Is  over  Its  stress  test  limit  of  SlOOmm 

Temporary  MTG  SPG  VaR  limit  of  $1 10mm  expired  on  8/7/2007 

MTG  SPG  Is  over  Its  permanent  VaR  limit  of  S33mm 

Acquisition  Commitment  scenario  limit  Is  S1S0mm 

Mtg  SPG  desk  Stress  test  temproray  limit  Is  $650mm  (vs.  permanent  $500mm) 
MTG  SPG  desk  VaR  limit  has  been  changed  to  $1 10mm 

1  '      =  Redacted  by  the  Permanent 

Subcommittee  on  Investigations 
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From: 
Sent: 
To: 
Subject: 

Attachments: 


McHugh,  John 

Monday,  October  01,  2007  3:45  PM  „._,.„ 

Sparks,  Daniel  L;  Finck,  Greg;  Swenson,  Michael;  Lehman,  David  A.;  Buono,  Mark 

Viniar  Risk  Pack  -  Sept 

Sept  Risk  Pack  Viniar.pdf 


Soft  copy  for  future  reference 


Sept  Risk  Pack 
Viniar.pdf 
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<b 


Whole  Loans 


5/9/2007 

Loans 

ABX 
Hedges 

Subprime 

180 

(2,525) 

Alt-A 

1,750 

(1,925) 

S&D 

606 

.    (420) 

2nds 

60 

(195) 

Hybrids 

2,850 

(2,350) 

Prime  Fix 

1,293 
5,446 

(7,415) 

9/25/2007 

Loans 

Hedges 

ABX 

MBS 

Swaps 

Subprime 

379 

(230) 

Alt-A 

141 

(400) 

(193) 

S&D 

587 

(170) 

2nds 

0 

- 

Hybrids 

574 

(250) 

(772) 

Prime  Fix 

737 

-  ■ 

(775) 

(10) 

2,418 

(1,050) 

(968) 

(782) 

h 


s 

J 


62^69CK)-3-Sai/\ISO 


Prime  Bonds 


sipes  ublu 


^^em^im^^gmr03 


5/9/2007 


Bonds 


Hedges 


AAA 

Subs 

MBS 

Swaps 

ABX 

Prime  Fix 

1,639 

250 

Agency  Fixed 

5,644 

0 

Agency  ARMs 

1,445 

0 

WL  Hybrids 

1,083 

300 

Alt-A 

169 

100 

9,980 

650 

(90) 

9/25/2007 

Bonds 

Hedges 

AAA 

Subs 

MBS 

Swaps 

ABX 

Prime  Fix 

3,021 

275 

(2,323) 

(644) 

'Agency  Fixed 

4,454 

0 

(3,225) 

(2,990) 

Agency  ARMs 

700 

0 

(110) 

(82) 

Prime  Hybrid 

760 

240 

(200) 

(430) 

Alt-A  Hybrid 

1,575 

325 

(405) 

(700) 

Alt-A  Fixed 

982 

93 

(788) 

(634)   , 

11,492 

933 

(7,051) 

(5,480) 

- 

*  Includes  Derivs  positions  of  $2.7bn. 


Si" 
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<2_ 


Residuals,  NIMs  and  Subs 


5/9/2007 

ABX 

Residuals 

NIMs 

Subs 

Hedges 

Subprime 

273 

86 

0 

AH-A 

251 

59 

70 

S&D 

50 

0 

10 

2nds 

99 

0 

0 

Prime  /  FHAVA 

0 

0 

180 

Hybrids 

119 

4 

300 

792 

149 

560 

-120 

9/25/2007 

ABX 

Residuals 

NIMs 

Subs 

Hedges 

New  Issue 

Secondary 

Total 

New  Issue   Secondary 

Total 

Subprime 

4 

55 

59     . 

0                   90 

90 

0 

All-A 

20 

109 

129 

6                   42 

48 

72 

S&D 

0 

13 

13 

0 

0 

11 

2nds 

0 

12 

12 

0 

0 

0 

Prime  /  FHAVA 

0 

0 

0 

0                     0 

0 

176 

Hybrids 

81 

17 

98 

27                   16 

43 

10 

105 

206 

311 

33                 14S 

1B1 

269 

-120 

9/26/2007 

NIMs  by  Rating 

Alt-A 

Hybrids 

Subprime 

Total 

A 

39 

15 

51 

105 

BBB 

9 

21 

30 

60 

BB 

- 

7 

9 

16 

Total 

48 

43 

90 

181 

9/25/2007 

Subs  by  Rating 

Prime 

FHAVA 

AltA 

Opt  Arm      S&D 

Total 

BB 

76 

13 

56 

0 

0                145 

B 

48 

5 

14 

9 

8                   84 

NR 

33 

2 

2 

1 

3                  41 

Total 

156 

20 

72 

10 

11                269 

s. 


J 
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© 


ABS  Trading  •  RMBS  Subprime 


6/9/07 


9/25/07 


Notional  ($mm) 

Spread  DV01  (000) 

Cash 

SN           Index 

Net 

Cash 

SN 

Index 

Net 

AAA 

268 

(276)           235 

227 

(53) 

44 

(98) 

(108) 

AA 

49 

(1)           289 

337 

(19) 

(65) 

(113) 

(197) 

A 

218 

(840)           (291) 

(913) 

(47) 

230 

47 

230 

BBB 

167 

(658)           (833) 

(1,324) 

(20) 

28 

243 

251 

BBB- 

652 

(1,197)            920 

375 

(111) 

54 

(240) 

(297) 

1,354 

(2.972)            320 

(1,298) 

(250) 

291 

(162) 

(121) 

Notional  ($mm) 

Spread  DV01  (000) 

Cash 

SN           Index 

Net 

Cash 

SN 

Index 

Net 

AAA 

640 

(242)         2,400 

2,798 

(142) 

26 

tL020) 

(1,136) 

AA 

413 

(1)            764 

1,176 

(101) 

(43) 

(227) 

(371) 

A 

192 

(1,287)            253 

(842) 

(23) 

254 

(56) 

175 

BBB 

141 

(1,602)            108 

(1,353) 

(13) 

119 

(35) 

71 

BBB- 

465 

(1,787)            104 

(1,216) 

(17) 

81 

8 

72 

1,851  (4,919)  3,629 


561 


(296) 


437         (1,330)        (1,189) 


Changes  from  5/9/2007  to  9/25/2007 


Notional  ($mm) 

Spread  DV01  (000) 

Cash 

SN           Index 

Net 

Cash 

SN 

Index 

Net 

AAA 

372 

34          2,165 

2,571 

(B9) 

(18) 

(921) 

(1.02B) 

AA 

364 

475 

839 

(82) 

22 

(114) 

(174) 

A 

(26) 

(447)             544 

71 

24 

24 

(103) 

(55) 

BBB 

(26) 

(944)             941 

(29) 

7 

91 

(27B) 

(180) 

BBB- 

(187) 

(590)            (616) 

(1,593) 

94 

27 

248 

369 

497         (1,947)         3,309 


1,859 


(46) 


146         (1,168)        (1,088) 


Bisk  Summary 

-  Primary  trade  ts  now  capital  structure  trade:  ... 

-  Desk  Is  long  $4.0bb  ol  AAA/AA  risk 

-  Desk  Is  short  $3.3bb  of  mezz  risk  (A/BBB/BBB-) 

-  Since  May,  the  desk  has  added  $2.5bb  of  AAA  and  $0.8bb  AA 

-  Since  May,  at  the  mezz  level,  desk  has  bought  $0.7bb  of  Index  risk  and  sold  $2.2bb  of  cash  and  single-name  risk 

-  Desk  has  very  little  Index/SN  basis.  The  Index  position  is  relatively  flat  (<$250mm  In  any  mezz  rating  bucket) 

Trading  Rationale 

Capital  Structure  Trade 
Fundamentals: 
•  Current  market  Implied  cum  losses  on  ABX  06-2  AAAs  are  23% 

-  Current  market  Implied  cum  losses  on  ABX  06-2  BBBs  are  13% 

-  For  example,  the  $  price  spread  between  2006  vintage  ABX  AAs  and  2005  vintage  SN  BBBs  is  only  8pts, 
while  the  difference  in  credit  enhancement  is  1 0% 

Technicals: 

-  Prior  to  Fed  action  in  mid-August,  Mortgages  bought  approx  $9bb  ol  AAA  ABX  from  the  street  ==>  street  trades  short. 

.  -  Re-Initiated  short  BBB  position  following  the  BSAM  Hedge  Fund  troubles 


Stf- 
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ABX/Single-Name  Basis 


ABX.HE.06-1.A 
ABX.HE.06-2.A 
ABX.HE.07-1.A 
ABX.HE.07-2.A 
Total 

ABX.HE.06-1.BBB 
ABX.HE.06-2.BBB 
ABX.HE.07-1.BBB 
ABX.HE.07-2.BBB 
Total 

ABX.HE.06-1.BBB- 
ABX.HE.06-2.BBB- 
ABX.HE.07-1.BBB- 
ABX.HE.07-2.BBB- 
Total 


Current 

Notional 

ABX  Prices 

SN  Prices 

Basis 

(527) 

86.5 

92.3 

5.8 

(312) 

70.3 

85.9 

15.7 

(231) 

51.0 

68.5 

17.5 

(213) 

62.5 

72.1 

.9.6 

(1,283) 

10.9 

(815) 

61.5 

73.8 

12.3 

(61) 

39.3 

47.0 

7.8 

(135) 

32.0 

46.2 

14.2 

(615) 

40.5 

48.5 

8.0 

(1,626) 

10.7 

(1.203) 

50.8 

65.3 

14.6 

20 

33.0 

46.2 

13.2 

(450) 

29.5 

40.4 

10.9 

(198) 

37.0 

44.9 

7.9 

(1,831) 


12.9 
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sipes  "BUiP|o^1j^g8ttJM|Ufl^ra^uoo 


# 


ABS  Credit  10 

Date 

Per  Annum 
Value  ($mm) 

Duration 

Market 
Value 
($mm) 

2-Feb-07 

7-Mar-07 

25-May-07 

27-Aug-07 

11.9 
111.6 
16S.4 
177.2 

2.3 
2.7 
3.5 
2.4 

27.6 
301.3 
577.4 
420.5 

Risk  Summary 

-  In  Dec/Jan,  the  desk  bought  protection  on  $8bb  of  BBBs,  primarily  facing  other  street  warehouses  (le  Citi,  ML,  UBS). 
These  trades  were  initiated  with  coupons  of  150-350bps 

-  in  Feb/Mar,  the  desk  sold  protection  on  $4bb  of  BBBs.  These  were  par  priced  trades  struck  at  coupons  between  300bps  and  700bps. 

-  By  early  March  the  per  annum  value  of  our  IO  was  $1 12mm 

-  Throughout  April  and  May  as  we  flattened  out  our  net  short  position,  by  continuing  to  sell  protection  on  par  trades,  the  IO  increased 
to  $165mm  par  annum 

-  Since  May,  the  per  annum  value  of  the  IO  has  been  relatively  stable  because  new  shorts  were  inltated  outright 

Trading  Rationale 

-  Credit  IO  has  very  attractive  convexity. 

-  Current  mark:  2.3  yrs 

-  Downside  1yr 

-  Upside  5yrs 

-  Credit  IO  makes  us  less  short  at  the  mezz  level: 

— ..  -effe^eLy-a^et-l.ong.poeition:Qf.approx7e0mm-te1bbef-BBB/BBB^Fisk- 

-  (see  difference  between  Hedge  equivalents  and  notionals  on  risk  table) 


Model  implied  duration  vs  dollar  price 


-BBB.06-1  duration 


40  60 

ABX  Price 


60         100        120 


•    J 
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Gftlilmnn 

Vo/»hc 


Mtg  NYC  Spg  Trading  Portfolio  Summary  28Sep07 


■■■■■■■■■■^■■■■MMBMBMaHBW 
H 

Contr  VaR(mm)  VaR(mm)  Stress(mm) 


mm 

Credit  Rating. 


,JfHL 
Ml 

SDV01(k) 


RMBS 
RMBS 
RMBS 
RMBS 
RMBS 
RMBS 


AAA 

AA 

A 

BBB 

BBS- 

BB 


2117.89 
660/41 
-868.56 
-2266.27 
-1888.06 
-9338 


211B.e<> 

661.52 

-849.63 

-1949.07 

-1358.81 


455.77 
-273.36 
162  JO 
233.20 
139.19 
.   6.07 


-11.18 
-12.29 

926 
28.04 
17.70 

0.00 


13.10 
14.12 
10.34 
28.10 
21.18 
0.00 


6.25 

13.70 

115.26 

324.42 

342.13 

3.60 


Sector       Credit  Rating       Notional(mm)     Hedge  Eq(mm)  SDV01(k)    Contr  VaR(mm)  VaR(mm)  Stress(mrn) 

llllllll 


'  Sector 

Credit  Rating 

Notional(mm) 

Hedge  Eq(mm) 

SDV01(k) 

Contr  VaR(mm) 

VaR(mm) 

Stress(mm) 

CDO 
CDO 
CDO 
CDO 

AAA 

AA 

A 

BBB 

-663.05 
-686.86 
-1772J8 

-366JS 

-668.54 

-713.51 

-1796.04 

-369.39 

217.66 

201.64 

300.76 

49.12 

9.05 
12^1 
37.67 

7.02 

9.71 
.12.64 
38.64 

7.45 

7.67 
28.05 
42.97 

7.05 

•  -  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 
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SPG  Trading  -  SP  CDO  Risk  (9/25/2007) 
Includes  retained  CDO  positions 


CDO  Cash  and  CDS  (MV  $mm) 
Mezz        High  Grade     CDO  A2 


AAA 

AA 

A 

BBB 

BB 

Equity 

Total 


(102) 
(314) 
(5W 
(101) 

1 
6 

(1,028) 


212 

(178) 

(58) 

6 

10 

(7) 


171 

22 

0 

I 

1 

196 


5/9/2007  -  CDO  Retained  Debt/Equity 


Mezz 

High  Grade 

CDOA2 

.  Total 

Class S 

6 

19 

37 

62 

Super-senior 

324 

3,094 

- 

3,418 

Mezz  AAA 

23 

33 

450 

506 

AA 

133 

9 

140 

282 

A 

82 

36 

7 

125 

BBB 

44 

35 

17 

96 

BB 

11 

- 

- 

11 

Equity 

43 

38 

32 

113 

Total 

666 

3,265 

683 

4,614 

9/25/2007  -  CDO  Retained  Debt/Equity 


Mezz 

High  Grade 

CDO  "2 

Total 

Class  S 

6 

19 

17 

42 

Super-senior 

198 

293 

105 

595 

Mezz  AAA 

5 

2 

.54 

61 

AA 

40 

'- 

22 

62 

A 

5 

3 

0 

9 

BBB 

8 

6 

0 

.    14 

BB 

I 

- 

- 

1 

Equity 

6 

10 

1 

17 

Total 

269 

333 

200 

802 

Difference 

Mezz 

High  Grade 

CDOA2 

Total 

Class  S 

- 

- 

(20) 

(20) 

Super-senior 

(126) 

(2,802) 

105 

(2.823) 

Mezz  AAA 

(17) 

(32) 

(396) 

(445) 

AA 

(93) 

(9) 

(117) 

(220) 

A 

(77) 

(33) 

a) 

(117) 

BBB 

(36) 

(29) 

(17) 

(82) 

BB 

(10) 

- 

- 

(10) 

Equity 

(37) 

(28) 

(31) 

(96) 

Total 

(396) 

(2.933) 

(483) 

(3,812) 

Footnote  Exhibits  -  Page  3767 


ABX  Hedges  (Notional  $mm) 

Index  ABX  06-1    ABX  06-2 
AAA 
AA 

A  (500) 

BBB  (56)             (60) 

BBB-  (49)             (54) 


Total 


(60S) 


(114) 


-  Since  May  2007,  GS  has  sold  $3.0bb  MV  of  retained  CDO  risk  (2.6bb  of  retained  super  senior 
and  400mm  in  junior  AAA  and  below) 

-  SPG  Trading  is  short  mezzanine  CDO  risk  across  the  capital  structure,  and  remains  long  CDOA2 
risk  from  GS  transactions  executed  in  Q2  2007  (TWOLF  and  Point  Pleasant) 
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SPG  Trading  -  CMBS  Risk 


5/9/2007 


9/25/2007 


Notional  ($mm) 

Spread  DV01  (000) 

Cash 

SN 

Index 

SynCDO 

TRS 

Net     . 

Cash 

SN 

Index        Syn  CDO 

TRS 

Net 

AAA 

(174) 

(2,312) 

(445) 

3,326 

(517) 

(322) 

(113) 

(1,633) 

(289)          2,162 

(336) 

(209) 

AA 

(106) 

(125) 

(378) 

178 

- 

(431) 

(69) 

(81) 

(246)             1 16 

- 

(280) 

A 

(45) 

(1,572) 

492 

2,160 

- 

1,035 

(29) 

(1,022) 

320            1,404 

- 

673 

BBB/BBB- 

(83) 

62 

(1,885) 

2,683 

777 

(54) 

40 

(1,225)          1,744 

- 

505 

BB+/BB 

(20) 

55 

(40) 

348 

- 

343 

(13) 

36 

(26)             226 

~ 

223 

Notional  ($mm) 

Spread  DV01  (000) 

Cash 

SN 

Index 

Syn  CDO 

TRS 

Net 

Cash 

SN 

Index        Syn  CDO 

TRS 

Net 

AAA 

(209) 

(2,482) 

(2,431) 

4,368 

1,314 

560 

{136) 

(1,613) 

(1,580)          2,839 

854 

364 

AA 

(129) 

(120) 

(528) 

374 

- 

(403) 

(84) 

(78) 

(343)             243 

(262) 

A 

(92) 

(1.772) 

(1,631) 

4,308 

- 

812 

(60) 

(1.152) 

(1,060)          2,800 

«•:.:■• 

y;$Ht 

BBB/BBB- 

(97) 

142 

(3.466) 

4.105 

(52) 

631 

(63) 

92 

(2,253)          2,668 

04)^fp*'*pp< 

BB+/BB 

(40) 

46 

(29) 

378 

- 

355  ■ 

(26) 

30 

(19)             246 

~ 

»S3sHrt 

>m  5/9/2007  to  9/25/2007 

Notional  (Smra) 

Spread  DV01  (000) 

Cash 

SN 

Index 

SynCDO 

TRS 

Net 

Cash 

SN 

Index        Syn  CDO 

TRS 

Net' 

AAA 

(35) 

31 

(1.986) 

1,042 

1,831 

882 

(23) 

20 

(1,291)            677 

1,190  . 

573 

AA 

(23) 

5 

(149) 

••te-isfc 

- 

28 

(15) 

3 

(97);  l    |pf 

- 

18 

A 

(48) 

•      (200) 

(2,123)= 

';.  £&&. 

- 

(223) 

(31) 

(130) 

(1,380)  ^^^m 

- 

(145) 

BBB/BBB- 

(H) 

80 

(1.582)' 

^S&zi. 

(52) 

(146) 

(9) 

52 

(1.028)  Ifflliil 

(34) 

(95) 

BB+/BB 

(20) 

(9) 

11 

31 

- 

12 

(13) 

(6) 

7               20 

- 

8 

-  Desk  remains  short  @  the  A/BBB/BB  level  of  the  cap  structure  - 1 .2mm/bp  all-in,  with  800k/bp  in  2005  through  2007  vintages 
■  -  Short  positions  are  in  both  super  senior  protection  and  single  name/index 

-  Desk  has  added  2.5bb  in  super  senior  protection  since  May  @  the  single  A  level  (MBIA) 

-  In  addition  to  the  2.5bb  trade  with  MBIA,  correlation  increases  observed  on  previous  super  senior  positions  accounted  for  an  additional  1 .2bb  of 
tranche  short  increases 

-  Net/net,  while  out  risk  has  changed  a  lot  intra  quarter,  our  risk  vs  May  2007  is  largely  unchanged 
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CMramrcW  Mortm*  RtA  Report 


Flmdftata  Loan* 


MAY21Z007 


SETT  1610117 


Total 

SDVOI 

IOBP  Credit 
Spraid  Wldenuw 

Change  (a 
Market  Valve  For 
Fall  1998  Shock* 

Total 
Balance 

SDVOI       ' 

10  OP  Credit 
Smend  Wdenlni 

Change  in 
Market  Value  for 
Fill  1998  Stock* 

Coodutl 

2J54 
1.146 

Ml 

I.I! 

(Mffl 

(11.76) 

in.wi 

1.0(5 

mi 

0.67 
IJI 

(6.10) 
(1M0) 

quo 

(67.84) 

4JO0 

144 

(M.«) 

01MM 

JJ46 

2.11 

(2IJ0) 

(99.12) 

Syr  Swipf 
ICy  Swaps 

20yrswtps 

AAACMBSCDS 

CMB5  Imta  (Swap) 

CMBXA 

CMBXBBB 

CMBXBBB- 

LnsnCDS 

Corp  CDS 


(769) 

(2.649) 

(450) 

(0J3) 

(3.400) 

(7-411 

(700) 

(0.14) 

(25) 

(0JB) 

05) 

(OBI) 

3.26 
24.14. 
U2 
0.11 

0.1! 

(0.23) 


1.16 

72J2 

7.10 

1.79 

2.66 

(1.04) 


(750) 
(2.488) 


a750) 
(125) 
(75) 
(10) 


(1.95) 
(0.09) 
(0.05) 
(0.01) 

(0.03) 


19.30 
0.!8 
0J3 
0.07 

0j» 


S8J8 

4.44 
5J3 
1.07 

1.24 


Hedge  Subtotal 


fhtod  a  Bade*  local 


BUS) 


JOS- 


Toil 
Balance 


10BP  Credit 
Spread  Wltteninl 


Change  In 

Market  Value  for 

r»u  vm  snacy 


Teul 
Balance 


Change  hi 

10  BP  Credit  Marker  Vetae  for 

Spread  Widening  Fall  1998  Stock* 


Scull  itiLVtoo. 
TVanshioaal  Loans 
Fsseftng  -  uli  united 


1.443 

990 


0.35 
0.17 

0JI 


(2J3) 

usn 

O.I0) 


(ll«4) 

(tj« 

(10.31) 


1.(41 

1.461 

SIS 


OJ2 

a  17 

0.06 


(3.24) 
(1.72) 
(0.61) 


(I6J0) 
(8.62) 
(3.04) 


FloajllrrgT 


(6JM 


Teal 
Balance 


10  BP  Credit 
Spread  Widening 


Chanleht 
Mirks  Value  fer 
fMIHWSImdi* 


lOBPCredk 
Spread  Widening 


Change  in 
Market  Value  Per 
PUT!  1998  Stack* 


^  •  •         l 


Earthy  Inns  CuuiiuIijimiii 
SuatQMJnoe  Cbnynhnital 


920 


0J7 
0.48 


(3.68) 
(4.83) 


(66.61) 
(81.18) 


I.3W BJ4 


(1*0) (13.00) 


nmaBBBBBBaBM 


exctndlng  other 
Fundctf  BalinOE 
"Commhicd  Bxlsnct 
Tout  Raided  ft  Comrnhizd 


5.U9 
2310 


txctntfiK$  other 
Fended  Bahnce 
•OnmHid  Bulaooe 
Toml  Fwdcd  ftCcrnifnitied 


6.675 
315 


"BihnwCSnimtiietJviltjedii  0*  tor  Pill  l§98SBoe*i$ni»My(Mra  wmnstenaKi  wodd  t«  ms»?pjitoed  reived  m  100%  for  lOtywhknlni; 


V.;\; 


•  -  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 
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Warehouse  -  CDO 

5/10/2007 

Warehouse  Risk  ($MM) 

AAA 

AA 

A 

BBB 

Total 

HC 

Warehouse  Hedges  ($MM) 

Index 
AAA 
AA 
A 

BBB 
BBB- 

Total 


9/25/2007 

Warehouse  Risk  ($MM) 

AAA 
AA 
A 
BBB 

Total 


Warehouse  Hedges  ($MM) 

Index 
AAA 
AA 
A 

BBB 
BBB- 

Total 


RMBS  Prime 

RMBS  Subprime 

CDO 

339 

- 

5 

118 

43 

68 

95 

314 

761 

- 

- 

50 

552 

357 

883 

-5.0% 

-30.0% 

ABX06-1 

CMBX06-2 

Single  Name  CDOs 

(500) 

(50) 
(40) 

(750) 

(120) 

(75) 

(50) 

(1,325) 

(50) 

(210) 

CMBS/Other 

196 
297 
198 

691 

-3.0% 


Total 

541 
526 

1,367 
50 

2,484 


Total 


(550) 
(40) 

(870) 
(75) 
(50) 

(1,585) 


RMBS  Prime       RMBS  Subprime 


CDO 


CMBS/Other 


Total 


ABX06-1 


CMBX06-2       Single  Name  CDOs 


Total 
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Warehouse  -  Residential  Book 


5/9/2007 

Warehouse  Facllit* 


UPB 


7,083,323,959 

167,500.00 

13,078,588.89 

47,748,455.74 


Funded  Balance 

134,257,100 

160,038 

10,548,405 

44,511,230 

189,476,773 


Market  Value 

224,674,700 

164,988 

10,296,773 

46,554,744 

281,691,205 


Excess/(Deflclt) 

90,417,600 

4,950 

(251.632) 

2,043,514 

92,214,432 


Required  Haircut 

90,417,600 

4,950 

205.935 

931,095 

91,559,580 


Excess/(Deflcft) 


(457,567) 

1,112,420 

654,852 


Funded  Balance/UPB 

1.90% 

95.55% 

80.65% 

93.22% 


Market  Value/UPB 

3.17% 

98.50 'A 

78.73% 

97.50% 


is  the  face  amount  of  the  securities  funded. 


UPB 


14,576,054,684 

1,611,500.00 

37,828,732.77 


Funded  Balance 

43.376,444 

1,611,500 

34,926,619 

79,914,563 


Market  Value 

53,241,722 

1,611,500 

37,442,880 

92,296,102 


Excess/(Deficft) 
9,865,278 

2,516,261 
12,381,539 


Required  Haircut 

24.765,522 

772,974 
25,538,496 


Excess/(Deflcit) 

(14,900,244) 

1,743,286 
(13,156,958) 


Funded  Balance/UPB 

0.30% 

100.00% 

92.33% 


Market  Value/UPB 
0.37% 
.     100.00% 
98.98% 


Is  the  face  amount  of  the  securities  funded. 


Redacted  by  (he  Permanent 
Subcommittee  on  Investigations 
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Warehouse  -  Commercial  Book 


5/9/2007 
Client 


Redacted  by  the  Permanent 
i^°™'«"  on  Investigations 


9/25/2007 
Client 
CT  REIT 


kA 


vs 


Facility  Type 

Maturity  Date 

Facility  Size 

Outstanding  Balance 

Borrowing  Base 

Excess  (Deficit) 

WAP 

Commercial 

06/28/07 

150,000,000 

- 

- 

- 

0.0000 

Commercial 

06/29/09 

150,000,000 

77,450,225 

122,450,225 

45,000,000 

100.0000 

Commercial 

09/01/07 

.    50,000,000 

15,530,050 

15,790,920 

260,870 

100.0000 

Commercial 

07/22/07 

26,403,500 

- 

- 

0.0000 

Commercial 

12/21/07 

25,500,000 

25,500,000 

25,500,000 

- 

100.0000 

Commercial 

50,000,000 

43,750;000 

43,750,000 

- 

100.0000 

Commercial 

01/03/08 

400,000,000 

133,067,937 

133,067,937 

(0) 

100.0000 

Commercial 

01/19/09 

175,006;000 

90,078,546 

90,078,546 

- 

100.0000 

Commercial 

10/01/07 

250,000,000 

164,321,374 

164,321,351 

(23) 

98.0098 

Commercial 

09/15/09 

75,000,000 

8,651,367 

29,366,294 

20,714,927 

100.0000 

Commercial 

02/01/08 

300,000,000 

- 

- 

- 

0.0000 

Commercial 

06/21/08 

250,000,000 

76,432,159 

76,432,159 

- 

0.0000 

Commercial 

10/26/07 

100,000,000 

61,164,586 

61,380,326 

215,740 

100.3783 

Commercial 

06/22/07 

100,000,000 

37,041,390 

37,041,393 

2 

99.5353 

Commercial 

07/27/07 

250,000,000 

29,709,000 

29,709,000 

- 

100.0000 

Commercial 

10/20/07 

22,649,444 

20,515,001 

20,515,001 

0 

100.0000 

2,374,552,944 

783,211,634 

849,403,150 

66,191,516 

Facility  Type 

Maturity  Date 

Facility  Size 

Outstanding  Balance 

Borrowing  Base 

Excess  (Deficit) 

WAP 

Commercial 

06/29/09 

150,000,000 

71,900,722 

119,912,026 

48,011,304 

99.2607 

Commercial 

08/27/09 

50,000,000 

10,000,000 

31,504.485 

21,504,485 

100.0000 

Commercial 

09/11/08 

25,500,000 

25,500,000 

25,500,000 

- 

100.0000 

Commercial 

02/02/09 

31,412,500 

31,098,375 

31,098,375 

- 

99.0000 

Commercial 

01/03/08 

400,000,000 

34,910,120 

48,162,253 

13,252,133 

98.7903 

Commercial 

01/19/09 

175,000,000 

37,527,669 

39,888,901 

2,361,232 

97.2500 

Commercial 

06/25/09 

75,000,000 

32,618,806 

32,618,806 

- 

1 00.0000 

Commercial 

10/01/07 

250,000,000 

171,833,632 

178,561,152 

6,727,520 

92.6520 

Commercial 

02/01/08 

.300,000,000 

- 

- 

- 

Commercial 

06/21/08 

250,000,000 

124,030,717 

126,867,224 

2,836,507 

98.1625 

Commercial 

10/26/07 

100,000,000 

51,209,771 

51,209,771 

0 

99.0350 

Commercial 

04/07/10 

250,000,000 

17,812,500 

18,984,507 

1,172,007 

95.2614 

2,056,912,500 

608,442,313 

704,307,502 

95,865,189 

<a>  I 
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Warehouse  -  ABS  Book 


5/9/2007 
Client 


Redacted  by  tlie  Permanent 
Subcommittee  on  Investigations 


tent         i 
igations  I 


BASIS  CAPITAL 


9/25/2007 
Client 


Facility  Type 

Maturity  Date 

Facility  Size 

Outstanding  Balance 

Borrowing  Base 

Excess  (Deficit) 

WAP 

ABS 

12/15/08 

500,000,000 

43,470,156 

99,959,874 

56,489,718 

104.5189 

ABS 

10/28/07 

750,000,000 

467,410,346 

562,986,439 

95,576,093 

0.0000 

ABS 

09/28/09 

250,000,000 

193,000,000 

193,000,000 

- 

100.0000 

ABS 

10/27/07 

100,000,000 

35,943,686 

35,943,686 

- 

100.0000 

1,600,000,000 

739,824,188 

891,889,999 

152,065,811 

Facility  type 

Maturity  Date 

Facility  Size 

Outstanding  Balance 

Borrowing  Base 

Excess  (Deficit) 

WAP 

ABS 

12/15/08 

500,000,p00 

145,452,399 

150,834,842 

5,382,444 

102.6348 

ABS 

10/28/07 

750,000,000 

284,931,272 

371,758,834 

86,827.563 

0.0000 

ABS 

09/28/09 

250,OOQ,000 

193,000,000 

193,000,000 

- 

100.0000 

1,500,000,000 

623,383,670 

715,593,677 

92,210,006 

V 


Goldman 
Sacfis 


vA 


V 


U 
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EPD  Summary 

September  26, 2007 


Between  May  10,  2007  and  September  26,  2007,  there  was  a  37%  reduction  in  total  EPD  outstanding  notional. 

total  Notional  ($)  60+  Day  Aged  Claims  ($) 


May  10,  2007 


$659,198,749 


$372,224,646 


September  26, 2007 


$418,055,390 


$82,431,066 


Reduction 


$2*41,143,359(37%) 


$289,793,580  (78%) 


Between  February  2007  and  September  2007,  there  was  an  82%  increase  in  total  loans  collected  based  on  current  UPB. 


Current  Claimed  ($)1     Total  Monitored  ($)     Total  Rescinded  ($)     Total  Collected  ($)2 


Total  Bankruptcy 
Out  of  Business  ($) 


February  2007 


$2,097,805,579 


$17,999,544 


$393,521,906 


$213,575,036 


$43,668,586 


May  2007 


659,198,746 


48,165,771 


647,909,462 


715,991,154 


50,385,834 


September  2007 


126,881,624 


6,659,526 


694,140,979 


1,195,442,359 


291,173,765 


'  Current  Claimed  includes  collectible  current  and  delinquent  loans  as  of  the  date  represented  above  that  are  outstanding 

*  Collected  column  Is  Inclusive  ol  repurchased  and  settled  loans.  Repurchased  loans  were  settled  at  full  price  whereas  settled  loans  were  settled  at  a  negotiated  pnce- 


0 
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Other  ABS  Risk 


Bohd 


I  Positions 


LEASE  REC  VFN  FUNDED 
LEASE  REC  VFN.  UNFUNDED 
RETAIL  LOAN  VFN  FUNDED 
RETAIL  LOAN  VFN  UNFUNDED 
WHOLESALE  REC  VFN  FUNDED 
WHOLESALE  REC  VFN  UNFUNDED 


VFN  FUNDED 
VFN  UNFUNDED 


CMBS  Floater  -  Rake  Bond 


9/25/2007 

5/9/2007 

Pos 

Pos 

(MM) 

(MM) 

Rating 

287.12 

NR 

67.95 

- 

NR 

183.24 

- 

NR 

761.40 

-  ■ 

NR 

29.53 

- 

NR 

213.37 

- 

NR 

513.11 

NR 

136.89 

- 

NR 

125.56 

- 

NR 

194.44 

-' 

NR 

2,512.61 

98.00 

. 

NR 

9.50 

- 

NR 

107.50 

3.96 

- 

Aa3/AA- 

4.26 

- 

A1/A+ 

5.17 

- 

A2/A 

3.70 

- 

A3/A- 

5.11 

- 

Baa1/BBB+ 

22.20 

=  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Si, 
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Mortgage  Weekly  Risk -Review 

AS  ot  COB:  3fSSt«T 


Sub  Business     Core  Trade  and/or  Risk 


sdvOipq  NU<B)  MV(MM)    Stress  Test  VaR      ContrVeR    P/L 


Sdv01 

(K)  NM(B)        MV(MM)    Stress  Test  VaR  Cootr  VaR    PH. 


SPG 


ABS 

Net  Short  BBB- 
Capitat  Structure  Steepener 
Long  Residuals 
Net  Long  CDS  10 

84  (1.5) 
2.5 

8.8 

Correlation 

Short  RMBS  SS  vs  SN  CDS 
Short  CRESS  vsSN  CDS 

(2-8) 
(4.5) 

CDO 

Short  COO'S 

(0.8) 

355 


CRE  Origination 


Unfunded  Commitments 

Long  CRE  Floaters  / 

Transftionals 

Conduit  /  Large  Loan  Basis  vs. 

TRS/ Index 


^ 


'  Development  is  a  work  in  progress:  all  numbers  are  approximate 


(26)  0.30 

(0.30) 


0.15 


Resl  Credit 

Subprime 

Long  Subprime  Loans  vs  ABX 

0.3 

384 

• 

(0 

12) 

.                     . 

- 

* 

Alt  A 

Long  Alt  -  A  Loans 
Net  Short  ABX     - 
Alt-A/  ABX  Basis 

0.2 
(0.2) 
0.2 

. 

- 

- 

- 

Scratch&Dent 

Long  Whole  Loans 

585 

• 

•      . 

- 

- 

Resi  Prime 

Agency /WL 

Long  Hybrid  /  OA  /  Fixed  Loans 
Long  Mortgage  Basis 
Agency  /  Non  Agency  Basis 
Long  Residuals 
Convexity  (1mX10y  Straddle  Eq) 

1.5 
1.5 
1.9 

(0.5) 

90 

• 

0.30 
1.50 

(S) 

. 

- 

I 

II 

cp  JO 

e   n 

a-  a. 

n   ss 

©   r> 

3  9 

3  °- 

X  ST 

•»  >-«! 

n    — . 

©   « 

3    TJ 

<    1 

•  9 

VI     B) 

9.  a 

era   » 

ts   s 

o 

a  - 

v> 
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!  Mortgage  Dept  Top  Sheet 


Market 


Total 
RMBS 


ABS  Non-ResI 


CMBS 
CDO 


Rate  Hedges 


V* 


-V 


KM 


Sub  Market 


.  Notional  ($MM)* 


Market  Value  ($MM)* 


Total 


Long 


Short 


Total 


Long 


Short 


Spread 

DV01 

<$k) 


21,5483 


168,001.8 


■146,453.3 


-5,156.5 


Total 

Subprime/2nds 
Alt-A 
Prime 

Scratch  &  Dent 
Other 

Total 

ABS 

ABS  Auto  Prime 

ABS  Credit  Card  Prime 

ABS  Other 

ABS  Student  Loans  Private 

Total 

CMBS 

Total 

CDO  Commercial  Real  Estate 

CDO  CRE 

CDO  Squared 

CIO 

HQCDO 

Mezz  CDO 

Total 


16,043.4 

61,239.4 

-45,196.0 

12,910.5 

431.5 

43,960.9 

-43,529.4 

-600.6 

628.4 

2,099.8 

-1,471.4 

177.0 

13.737.2 

13,932.2 

-195.1 

12,432.8 

1,238.9 

1,238.9 

893.8 

7.6 

7.6 

7.5 

1,574.0 

2,426.5 

-852.4 

-36.3 

-686.6 

165:0 

-851.6 

-685.7 

1,944.6 

1,944.6 

■.:  v 

363.9 

0.0 

0.2 

•02 

0.0 

316.0 

316.0 

:':.(} 

285.4 

0.0 

0;5 

-0.5 

0.0 

122,124.5 

43,776.2 

28,795.2 

1,454.6 

12,625.2 

893.8 

7.5 

814.0 
163.8 
363.9 

0.2 
285.4 

0.5 


-127,281.0 

-30,865.7 

-29,395.7 

-1,277.6 

-192.4 


-850.3 

-849.5 

-0.2 

(:.Ci 
-0.5 


8,4903 

19,391.9 

-10,901.4 

-2,702.8 

4,140.4 

-6,843.2 

0.0 

10.1 

-10.1 

0.0 

9.0 

-9.0 

-422.7 

685.1 

-1,107.8 

-399.5 

540;2 

-939.7 

836.0 

851.7 

-15.8 

207.4 

213.9 

-6.6 

-172.6 

31  ;8 

-204.4 

-172.6 

30.5 

-203.1 

9,482.6 

12,021.9 

-2,539.3 

-692.8 

1,232.3 

-1,925.1 

•1,232.8 

5,791.3 

-7,024.0 

-1,645.3 

2,114.5 

-3,759.8 

893.4 

-4,914.5 

-868.2 

-28.4 

-3,938.0 

-79.8 

-0.1 

186.5 

301.7 
-40.6 

-0.0 
-74.5 

-0.0 


1,225.0 

-0.0 
264.0 
-93.8 

75.0 
315.6 
664.3 


Rate 
DV01 

($k) 


537.8 

-5,104.2 

-310.9 

-579.4 

-4,)57.1 

-56.9 

!;.C 

0.0 


0.0 

on 

0.0 

0.U 

0.0 

0.0 
0.0 

v.C 
0.0 
0.0 

n  0 


Books  not  currently  captured:  CRE  Loans.  SPG  Syndicate.  "Notional  amounts  lor  interest  only  bonds  are  mW  values.-Marfcat  varuo  ot  bonds/bans,  bond  equlv  mkt  val  lor  synlhaiics. 
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Mortgage  Dept  Top  Sheet  -  Report  B:  Dept  Wide  By  Market,  Sub  Market  and  Product  (All  Desks  Covered) 
Market       Sub  Type  Notional  (SMM1*  ; Market  Value  ($MMj« 


Spread  DV01  (SM 


Market 


Total 
RMBS 


Total 


Subprlme/Zmls 


21,548.5   17,814.1     1,194.7    -14732    -2,099.3    -1,1692   15,846.5    -5.156.6     8,3334        805.6    -2,824.7    -1,967.3    -1,773.4     1,230.9 
16,043.4  10484.4     1,212.6       -832.5    -1,723.5       -399.3     1,378.6   12,9104     9,2154        982.0       -775.9    -1,532.3    -1,227.1      1,081.7 


431.5 

1,946.0 

426.4 

197.7 

93.6 

10^58.1 

-3265.2 

787.9  6C 

-2,802.7  !■»' 

28458.6  383.6 
•31,589.4  -286.9 
9\» 


Total 

Bom) 

Loans 

NIMBond 

Residual. 

ABX-Long 

ABX-Short 

TABX-Long 

TABX-Short 

CDS- long 

CDS-Short 

Abacus-Long       1402.4 

Abacus-Short      -6,862.8      -697.8 


1455.4 
640.0 
311.1 

PC 

2,500.4 
-695.0 


1,126.9  -753.6 

466.4  218.5 

40.0  21.6 

0.0  71.5 


1,017.1 
-65.0 


521.9 

-210.1 

11.3 

-643.8 


Total 

Bond 

Loans 

NIMBond 

Residual 

CDS-Lons 

COS-Shoit 

Abacus-Long 

Abacus-Short 


628.4 

8444 

315.1 

45.1 

141.3 

7524 

-1,4674 

1.0 

-4.2 


Total  13,737.2 

Agy  CMO  24064 

AgyARM  381.4 

Agy  10/PO/Drv  2,574.0 
Prima  10/PO/Drv  123.3 
OA/Hyb  WAC  10  84.1 
Prima  Fix  CMO  3,072.2 
Prima  ARM  CMO  2,461.1 
Prime  Sub  247.6 

Prime  Fix  Loan       744.5 
Prime  Arm  Loan 
HOA/MTALoan 
COS-Long 
COS-Short 


130.8 
627.1 
121.7 
■137.6 


897.1 
602.6 
294.5 

*M> 
nr 

9 !! 

o.t 

CO 
7,697.8 

u.c 

V.C: 

(15 

.123.3 

1.1 

3,872.2 

2,441.7 

717.0 
125.6 
416.9 


10.6 
2.5 
8.1 

I.-'.' 


1,036.4 

■1,005.2 

257.6 

-72.2 

3.842.9 

-4,169.0 

2.9 

-958.7 

-166.6 

218.9 

4.8 

32.4 

554.2 

-873.5 

P") 

-3.5 

10.1 


-1,536.8  -489.2 

155:9  473.0 

12.5  9.1 

57.3  68.9 

;.-  .t         ex- 

2,777.9 

-922.7 

75.6 

•1.099.1 


93.6       -600.6     1,773.8 


.4 
310.7 

00 


3.526.3 

-577.4 

434.7 

-1,831.4 

11,814.5   11,695.7 

13,456.3  -13,466.2 

1,161.8        126.3 

-2.214.2    -1,148.3 


?fi  1,168.7 

....  3904 

i.O  '80.4 

1.6  93.6 

•  "■  7,098.6     2,378  J 

■  -2,1224 

L  409.0 

...  -2,560.1 

.S  18,281.4 
■•-18,840.0 

:  r  1 46M 

.  -5,862.8 


897.8  -697.9  -1486.4  -1,294.7 

364.4  118.1  61.7  -78.1 

40.0  ia0  6.7  2.2 

r,-,  49.9  13.3  17.2 


-679.7 


3802 
-2842 


-227.7 
5.1 
2.7 


78.0 

■313.8 

1.0 

•0.8 


-31.6 

11.5 
3.2 
12.8 
r  ... 
120.7 
-180.0 


145.0 
2.6 
1.0 

141.3 

)i 


1T7.0 
298.4 

3J44. 

39.4 

1414 

6604 

•1273.4 

1.0 

-4.2 


-897.8 

396.1 
101.8 
2944 

«0 
0  0 
OP 

via 


906.0 
-55.6 


481.1 

-205.6 

11.3 

-643.8 

10.4 
24 
8.0 


720.1 

•730.2 

257.6 

-722 

3240.5 

-3,343.9 

29 

-958.7 

-158.1 

185.1 

4.4 

30.2 

504.4 
-878.7 


1,451.7 

-411.1 

45.8 

-1,019.4 

7.432.7 


1,582.5 

-246.0 

105.6 

-1,468.6 

6,747.0 


-7.915.5  -7,090.7 
1.181.8  126.3 
-22142    -1.148.3 


-S1.S  42.7        3SB.4   12,4324     6,9114 


46.6 


-190.2 
3.1 
2.0 

■;o 

65.5 

-261.1 

1.0 

-0.8 

-52.1 


CrO 


Scratch  *  Dent 


Other 


ABS  Non-Resi     Total 
ABS 


A 


Total 
Bond 
Loans 
Residual 

Total 
Bond 


Total 
COS-Long 


1238.9  129.1 

197.7  u.- 

1,016.5  129.1 

24.7  C  " 


7.6 
7.6 

1.S74.0 

-686.6 
165.0 


6.0 

5.0 


-194 

0.0 


6.7  9.3  4.1  4.5 

2.0  1.3  0.7  1.0 

13.7  8.9  4.8  9.6 
29.9  20.0  34.4  37.5 
-5.0  -27.4  -95.4  -9.8 

27.8  75.1  S2.4  79.0 
9.0  60.2  60.1  52.1 

ia8  14.8  32.4     •    26.9 


2.5 
2.5 


1,9244 
5834 
2,574.0 
'  .        1234 
83.0         '84.1 

3409.0     3,209.0 
19.4     2455.0     2.336.0 
247.8        218.5  ■:  ■ 

737.9 
127.8 
524.9 
1094 
-134.4 


23 


3.0 
0.3 
2.8 


■3  0 

123.3 

1.1 


710.8 
122.7 
409.0 


781.7 


893:8  1292 

153.9  :•!• 

757.0        7152  1292 

24.7         .24.7  0  ■'• 


0.0 
0.0 


74 

7.5 


27.0 

0.0 


-119.0       -141.3 


-512.9 
115.0 


-153.9 
50.0 


0.0 


1,710.6        -364 


4.9 
4.9 


944 


•   -685.7        -19.9 
163.8  :■  P 


6.6 

1.9 

13.4 

29.6 

-5.0 

27.1 

6.4 
18.8 

t-o 


24.3 
0.0 


9.2 
1.3 
6.7 

iao 

-27.4 


4.1 

0.6 

4.7 

30.9 

-92.4 


-26.5 
6.0 
1.6 
9.1 

!»£.- 

90.4 
-133.5 


35.8 

U.'j 


4.4 
1.0 
9.4 
30.7 
•9.7 


-512.1 
113.9 


-153.7 
49.9 


Books  not  currently  captured:  CRELoans,  SPG  Syndicate.  -Notional  amounts  lor  Uteres!  only  bonds  are  mhl  values."Market  value  r^hwdsfloans,  bond  oquiv  mkl  val  for  synrheUcs. 
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934 

(-0 

0.!' 

•v, 

93.6 

CJ 

C'.'.i 
■-.J 
Oi 

<n 
c-p 


141.7 
0.0 
0.4 
C-.u 

141.3 

0y 

en 

•    on 


323.7 

0.0 
2.2 

to 

83.0 

19.0 
213.5 
3.0 
0.3 
2.7 


694          764  58.3  522.6 

55.7         49.4  40.5 

140          27.0  17.8  497.9 

;•  •■■-  24.7 

24  >.%■  *  -  <<  - 

25  4.0  'J.1i  '■>■" 


0  0 


106.1         893.4    -2,294.0 
106.1    -4,914.5    -3,012.2 


-4454     1,405.6        441.1 
-408.0        163.4        228.7 


132 

CO 
13.2 
0.0 


-911.4 

-142.0 

-34.9 


-6682 
-319.7 

-56.3 

-12.6 

-304 
■2,398.9    -1.056.3 


C  .'  6754 

..vj  -104.0 
B77.7 

<•.(.  -4,393.9 

r ;;  4,576.1 

Ci?  -315-1 

i.  j  933.7 


ae 


c<;> 


-28.4 
-83.4 
-78.9 
-3.8 
-50.7 
•200.8 

ssai 

-0.2 
1.3 


253.8 


-54.3 

35.0 

0.0 

87.3 

-92.7 

■20.8 
•71.9 


-386.5 

-114.3 

-6.1 


•294.0 
18.9 


-154.4 

45.1 

-2.1 

120.4 

-5.0 
-1.7 
-3.4 


784    -3438.0    -1,998.0 

ad 


159.6 

-30.0 

-52 

-3.6 

-230.3 

224.2 

-70.3 

18.7 

-870.4 

94a  1 

-0.7 

1842 

54.4 

-54.9 

-1.6 

-1.7 

'_'.0 

-1572 

268.6 

l>0 

12 

-7.9 


183.7 

•16.2 

-3.1 

-3.9 

ij.c 

•413.1 

115.7 

-12.2 

244.9 

-1,792.2 

1,929.9 

-286.8 

420.6 

63.S 
-2.3 
-0.8 
0C 
3  0 
-20.6 
87.3 
-0.2 
0.2 


-2.4 


o;.' 


(.;■ 

78.8 


•665.0 

-116.3 

-1,054.8 

-44.6 

-154 

-14654 

-443.1 

-48.6 

-245.3 

-11.9 

-9.0 

-32.3 

13.6 


-44.6 

-O.0 

1,265.3 

-437.8 

-2362 

-11.4 

-2.7 


10.5 


•10.1 


-79.8 
<:  :•  -43.8 
10.5         -27.3         -10.1 

'  -:■:  -8.7  '•;■ 


a.o 

0.0 


-o.i 

-0.1 


301.7 
-1014 


-0.0 
-0.0 


-16.9 
8.6 


-2.2 
•0.2. 
■0.1 
■6.8 
1.0 

■6.2 
-3.5 
-2.7 


-15.5 
0.0 


-3.1 
-0.1 
-0.0 
-6.8 
22 

-22.9 

-20.7 
-2.1 


-0.1 
-0.1 


228.4 
-66.2 


-1.3 
-0.1 
-0.0 
-10.6 
9.6 

-16.2 

-11.5 

-4.7 


U.li 
604 


•ea7 

•15.1 


Total  AAA    AA       A     BBB  BBB-    NR   Total  AAA    AA       A      BBB  BBB-    NR  ResidTotal  AAA    AA       A      BBB    6BB 


102.8 

1214 

-172 

-2.4 

-5.1 

-4052 
62.7 
-21.5 
314.1 
.522.6 
;623.1 
-25.6 
121.1 

2.9 

-3.6 
-0.6 
-2.1 
•J.P 
-23.0 
32.2 
0.0 


-6.8 

0.'.; 


-1.5 
-0.1 
-0.1 
-8.1 
0.8 

-12.6 
-8.1 
-4.5 


(19 
CO 


Total 

Bond 

COS-Long 

COS-Short 

Abacus-Long 

Abacus-Short 

CMBX 

TBS 


Total 

COO  Commercial 
CDOCRE 
COO  Squared 
CLO 

HQCDO 
MsuCDO 


8,490.5       -173.4       -459.1    -1,233.6       -122.1         -763   10,554.9    -2,702.8       -654.2       -817.5    -1,168.8 


0.0 

-422.7 

838.0 

-172.6 

9,482.6 

-1.232.8 


v: 
123.8 
612.1 
-41 JS 
-425.6 
■4422 


0.0 
10.8 
153.3 
-72.0 
-250.5 
-310.7 


-431.0 

8:1  • 

-35.7 

-10.8 

-764.4 


-27.2 
30.4 
-23.3 
46.9 
-148.8 


•101.2 


0.0 
-399.5 
207.4 
-172* 
14.0  10,108.4  -69J-8 
10.9        422.4    -1,6485 


2.0 
22.1 


89.9 
172  J 
-41.5 
-434.4 
-440.6 


0.0 

5.8 

25.2 

-72.0 

-196.9 

-378.7 


,168.8 

-1963 

-60.1 

22.0. 

■j.i 

1,225  JO 

370.6 

238.6 

511.9 

60.6 

53.0 

,  ■ 

;i.r 

i'n 

-;. 

-0.0 

V". 

-0.0 

C ■'■) 

0.0 

O.v 

-368.0 

-39.4 

-89.3 

1.5 

•:.-.'' 

264.0 

-37.7 

-1.4 

231.9 

18.4 

53.5 

0.4 

3.6 

rj'i 

5.8 

0.J 

-93.8 

-77.9 

•11.5 

-0.2 

-1.6 

0  0 

-3S.7 

-23.3 

:•  :> 

(.•.-.■• 

75.0 

11.8 

34.6 

16.6 

11.9 

00 

-76.9 

6.7 

0.9 

10.8 

00 

318.6 

208.5 

89.3 

28.2 

-3.2 

-0.4 

-666.5 

-142.8 

0.3 

4.0 

r.rj 

6643 

267.9 

127.6 

235.4 

35.2 

-0.1 

Rate  Hedges       Total 


I 
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|  Mortgage  Dept  Top  Sheet  -  Report  B1 :  SPG  Secondary  (excluding  Correlation)  By  Market,  Sub  Market  and  Product 
Market      Sub  Type  Notional  ($MM)* Market  Value  ($MM)* 


Spread  DV01  ($k) 


Market 


Total  AAA    AA      A     BBB  BBB-   NR   Total  AAA    AA      A     BBB  BBB-   NR  Resid Total  AAA    AA      A     BBB   BBB 


Total 
RMBS 


Subprrme/2nda 


21,641.8  10,663.7 

-621.8  2,804.9 

-116.7  2,798.2 

1,851.6  640.0 

65165  2.400.4 

-2,020 3.  P  0 

054.0  l,  .2 

24,8873  44.6 


1,524.5    -1,178.8    -1,897.4    -15375   13,8875        399.6     2,4825     1510.7    -2,131.6       -8415       -568.8 
1,176.4    -1,559.7    -1,704.5    -1,338.8  0.0        899.7     2,613.2        9605    -1505.1       -806.2       -562.6 


Total 

Bond 

ABX-Long 

ABX-Strort 

TABX-Long 

CDS-Long 

CDS-Short         -31,4865       -2B6.9 


789.1 
-26.0 


Abacus-Long 
Abacus^hort 


14.2 


Alt-A 

Total 
Bond 
CDS-Long 
CDS-Short 

-505.4 

208.8 

752.9 

-1,467.2 

1.8 
1.8 

Prime 

Total 

CDS-Long 

CDS-Short 

-7.0 

6.0 

-13.0 

rid 

Other 

Total 

Bond 

7.6 
7.6 

5.0 

5.0 

ABS  Non-R«si     Total 

2,100.7 

116.6 

ABS 

Total 

CDS-Long 
CDS-Short 

-160.0 
105.0 
•265.0 

.    0.:! 
C'.v 

ABS  Auto  Prima 
A8S  Credit  Can*  1 
ABS  Other 
ABS  Student  Loet 

1,944.8 

0.0 

316.0 

0.0 

0.0 

n ,: 

118.6 

1,176.4    -1,341.5  -1,4885  -1,2805 

413.3        192.3  141.3  464.8 

572.8  1.414.8  1,039.5 

-820.2  -622.7  -652.4 

l-.-i           *t>  i'S)  354.0 

209.1      2,847.4  11,022.0  10,844.4 

-210.1    -4,134.0  -13,424.3  -13,431.1 

11.3            2.9  0  <■ 

-11.3  -2.9 

-213.7  -235.8  -57.7 

205.5  -:-:S  1.6 

'<•■■          554.2  78.0  120.7 

*  ■.       -973.5  -313.8  -180.0 


1.335.4     2,608.7 

1,101.3        566.4 

4,517.7     2580.2 

-1,1815  0.0 

70.4  Si  U 

15,5275 

-18,760.2 

14.2 


9605  -1,100.7 

323.0  92.8 

890.5  3885 

-23.8  -614.8 
■j.0 


-610.6 

48.9 

717.4 

-245.9 


-5203 

70.2 

462.8 

-237.5 

70.4 


148.2 

;>.o 


3.0 


0.0 


44.3 

•284.2 

0  0 


-7.0 
-7.0 


2.5 

2.5 


-115.0 
80.0 

-195.0 

319.9 

0.0 

74.1 

0.0 


C'.;': 


G.Yi 

6.0 
-6.0 


-436.2 

VKJ3 

8805 

-1,273.4 

<7.0 

8.0 

-12.9 


0.0 
0.0 


:75 

75 


-45.0 
25.0 
-70.0 


0.0     1,71  as  490.6 

.  :  -188.7 

.  ■>  1045 

i.  ••  -282.9 


1,624.8 
85.8 


383.9 
,0.0 

285.4 
.05 


1.6 

1.6 


O.O 


45 

4.9 


'JU 

1:; 


0.0 
113.8 


178.1     2,366.9  6,7595  6,181.3 

-205.6    -3,3125  -7,8905  -7,087.4 

11.3            2.9  0:1  f>; 

-11.3           -2.9  "■". 

!■:       -189.9  -195.6  -42.3 

•:■■•         174.4  •)■)  0.9 

504.4  65.5  90.4 

-678.7  -261.1  -133.5 


-0.0 
6.0 
-6.0 


9»  -1,041.4 

:. ;  -294.8 

i5.fr  -1,700.5 

0.0  323.0 

C  I'  -13.6 

(■!)  -3518.3 

0.0  4,582.8 

■X-i  -2.7 

0.0  2.7 

[•»  138L2 

>.•>  -48.1 

•..:•  -2oas 

;■.<•'  388.1 


-689.6 

-1,138.5 

-1,1365 

•142.0 

-.1.020.2 

no 

-9.1 
35.0 


-0.2 
-0.2 


-897.9     1,061.8        181.8 


-370.1         360.0        181.1 


245 


-7.0 

Mi 

-7.0 

■;.; 

25 
2.5 

3.» 

283.1 

-32.6 

-113.9 

79.2 

-193.1 

-445 
24.9 

-695 

323.1 

0.0 

53.9 

0.0 

125 

9.1? 
v.U 
0.0 

122.0 


40.8 
81.2 


CO 
i>.'.5 


1.4 

-as 

15 

-0.1 
-0.1 


1055 
-71 A 
176.8 

-40.6 

-0.0 

-745 

-ao 


-0.0 
•0.0 


-0.0 
•25.5 


-370.1 

•100.6 

-233.5 

6.6 

•)i 

-87.7 

45.1 

-2.1 

2.1 


or. 


295.1  84.4 

-22.5  -13.1 

-123.1  -205.2 

186.7  69.2 

c  o  ux- 

-683.4  -1,691.2 

937.5  1,924.7 

-0.7  a  0 

0.7  H .'! 

83.6  66.7 

-47.9  i.i  :< 

-157.2  -20.6 

26ae  87.3 


•155 


1.4 

■■>■> 
1.4 

-0.1 
-0.1 


66.1 
-64.1 
150.2 

-32.5 
•0.0 

-10.9 
-0.0 


n.o 

0  0 

0.0 
U.u 

12.7 

19.1 
-7.3 
28.4 

lr 

M.li 

-6.4 


CMBS 


CDO 


Total 


CDO  Commercial 
CDOCRE 
CDO  Squared 
CLO 
HQCDO 


9,3475        1265      -241.0   -1,042.6         24.2        -74.7  10,554.9   -1,2745 


0.0 

-275.7 

840.7 

-15.0 

9,692.1 


101.8 

616.9 

0.0 

-359.0 


0.0 

22.6 

163.3 

0.0 

-166.1 


•292.4 

8.1 

-15.0 

47.8 


-10.0 
30.4 


2.0 
22.1 


14.0   10.108.4 


05 
-20>.» 
212.1 
-15.0 
-4635 


0.. 

70.9 

177.1 

0.0 

-365.9 


ao 

17.7 
25.2 

ao 

-110.1 


-222.4 

0.4 

•15.0 

-4.7 


-105 
3.6 


1.5 
5.8 


2365        181.7 
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0.5 
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0  0 
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00 
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172.5 
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145.6 

10.0 
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-0.2 

•1.6 

;•) 

5.7 
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5.7 
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Footnote  Exhibits  -  Pac 


Market      Sub  Type 

Market 


Notional  ($MM)* 


Market  Value  ($MM)* 


Spread  PV01  ($k) 


Total  AAA    AA      A     BBB  BBB-   NR   Total  AAA    AA      A     BBB  BBB-   NR  Resid  Total  AAA    AA      A     BBB   BBB-  w 

CD 


Man  COO 


-894.8       -233.2      -260.8      -791.1         -43.1  10.9        422.4      -7S8.4      -23T.4      -173.9      -353.6        -37.7  0.3  4.0 


440.8         179.2         101.0        150.8  11.6 
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i  Mortgage  Dept  Top 

Sheet  -  Report  B2 

:  SPG  Correlation  By  Market,  Sub  Market  and  Product 

Market 

Sub 
Market 

Type 

Notional  f$MM)* 

Market  Value  <SMM}** 

SDread  DV01  (SM 

Total 

AAA 

AA 

A 

BBB  BBB- 

NR 

Total  AAA 

AA 

A 

BBB  BBB- 

NR 

ResidTotal  AAA 

AA 

A 

BBB 

3BB- 

Total 

-1.887.0 

■9875 

-457.7 

•2(5.8 

-270.0        1145 

•i'l 

-4,835.2 

-1,013.9 

•638.8 

-SOU 

-1,034.0 

-1,347.2 

.'..' 

0.0 

1,571.5 

277.2 

181.1 

370.2 

248.1 

4945 

RMBS 

Total 

862.9 

•458.9 

-91.6 

636.1 

112.9        685.4 

O-V 

-1,616.0 

-463.9 

-112.0 

421.0 

-654.0 

-607.0 

0.3 

i:\j 

-40.9 

6.0 

-6.8 

-150.3 

66.3 

45.9 

Subprime/2nds 

Total 

ABX-Long 

ABX-Shon 

TABX-Long 

TABX-Short 

CDS-Long 

COS-Shoit 

Abacus-Long 

Abacus-Short 

866.1 

4,591.4 

-90.0 

413.9 

-2502.7 

3591.1 

-57.1 

1588.2 

-5,848.7 

-458.9 
100.0 

nr 

m 

I'.l. 

338.8 

"  C- 

oc 

-897.8 

-91.8 
228.0 

r.  ■. 

'      f!  ■': 

312.9 

tv 

-632.5 

638.6 

463.5 
-50.0 
257.6 
-72.2 

995.5 

-955.8 

112.7        685.4- 
1,363.1     2,436.8 

-4o.o         •;•• 

75.6          80.7 

-1.099.1    -1,631.4 

892.5        8515 

-27.0         -30.1 

1,161.8        126.3 

-2.214.2    -1,148.3 

■| 

-1,612.8 

2,5035 

-475 

838.7 

-2,560.1 

2,753.6 

-41 J 

1588 5 

-5,848.7 

-463.9 

98.0 

■r-i' 
■;•  ? 

335.9 

:'i  : 

-897.8 

-112.0 
2153 

305.0 
•6325 

424.4 
353.3 

-32.0 
257.8 

-72.2 
.  873.6 

-955.8 

-6545 

734.4 

-15.0 

45.8 

-1.019.4 

673.4 

-21.8 

1,161.8 

-2,21 4.2 

-8O7.0 
1,102.6 

35.2 

-1.468.6 

566.7 

-20.0 

126.3 

-1,148.3 

-42.0 

-694.0 

15.0 

-90.4 

S77.7 

-475.7 

6.7 

-312.4 

931.0 

6.0 

-36.1 

c  ■:. 

r.\ 

-45.2 

0.0 
87.3 

•8.8 

-60.5 

-66.7 
118.4 

-151.4 
-107.2 

10.8 
-70.3 

18.7 
-187.0 

'10 
183.5 

66.4 

-207.9 

4.2 

-12.2 

244.9 

-101.0 

4.5 

-286.8 

420.8 

455 

-2825 

on 

-7.9 
314.1 
-75.8 
2.2 
-25.8 
121.1 

Alt-A 

Total 

Abacus-Long 

Abacus-Short 

-35 
1.0 
-45 

o.s 

0  0 

!*    ■'_ 

'•{ 

-3.5 

•?■/ 
-3.5 

0.3 

1.0            i  '. 
-0.8 

:-■ 

'■3.2 
•  15 
■45 

Oil 

<•' 

-3.5 
-35 

0.3 
1.0 
-0.8 

.;  C- 

CO 

on 

0  0 

0.0 

1.1 
-0.2 
1.3 

0  0 

CO 

0  i. 

1.2 
SO 
1.2 

-0.1 

-0.2 
0.2 

O.Ii 
0.0 
04 

ABS  Non-Res) 

Total 

-526.6 

-19.9 

w.'J 

-397.9 

-108 .9            u.C 

O 

-527.0 

-195 

'  C.*l 

-398.2 

-108.9 

O.J 

M 

0.0 

196.4 

8.6 

y.o 

140,3 

47.6 

0.0 

ABS 

Total 

CDS-Long 

-526.6 

sao 

-19.9 

CO 

■>.z 

-397.9 
35.0 

-108.9            1  ■ 
25.0 

..J 

-527.0 
59.7 

-19.9 

1.0 

-3985 

34.7 

-1082 
25.0 

0  " 
0  0 

i.F 

CO 

198.4 

-295 

0.0 

8.6 

0  0 
1'  - 

G  fc 

140.3 

-22.1 
0.0 

47.6 
-7.8 

0.1) 
0.0 

Abacus-Long 
Abacus-Short 

-566.6 

-18.9 

-432.8 

-133.9             :.' 

;;, 

•686.6 

-19.9 

■:■■ 

-432.9 

-133.9 

0'/. 

•):■ 

'"  y.' 

228.4 

8.6 

,).•• 

162.4 

55.4 

<>0 

CHBS 


Total 


Total 

CDO  CRE 
COO  Squared 
CLO 
HQCDO 
MszzCDO 


-299.9       -218.1       -191.1       -146.3 


-1,438,3       -298.9       -376.4 


-147.1 

22.0 

■11.8 

-138.6 

-17.2 

-4.8 

-4.8 

r-u 

u.:- 

0  •"■ 

-157.6 

-41.5 

-72.0 

-20.7 

-23.3 

-Z095 

-66.6 

-84.4 

-58.5 

i.3 

-337.9 

•209.1 

•4S.8 

28.8 

-105.8 

-189.6 

19.0 

-11.8 

-145.6 

•28.8 

'-4.8 

-4.8 

00 

IU- 

i"  •:'• 

-187.6 

-41,5 

-72.0 

•20.7 

•23.3 

-229.5 

-68.6 

-665 

■74.2 

0.0 

-8465 

-203.1 

-205.7 

•332.9 

•105.1 
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lMorto»io«»  n*pt  Top  Sheet  ~  Report  B3:  Resi  Loans/Securitization  By  Market,  Sub  Market  and  Product                                                                                   ! 

Market      Sub 

Market 

Type 

Notional  fSMMV 

'• 

Market  Value  ($MM)** 

SDread  DV01  f$k) 

Total  AAA 

AA 

A 

BBB  BBB- 

NR 

Total  AAA 

AA 

A 

BBB  BBB- 

NR 

Resid  Total  AAA 

A  A 

A 

BBB   BBB- 

i 

Total 

1,793.8 

8,139.4 

127.9 

92.1 

-131.9 

253.9 

1,978.6 

-720^ 

6,865.2 

133.6 

■\0BJ2 

•92.1 

142.5 

1,082.7 

106.1 

-847.0 

-1,881 .7 

BMBS                    Total 

18,782.1 

8^38.4 

127.9 

92.1 

-131.9 

253.9 

1,378.6 

13,626.9 

7,068.6 

133.6 

108.2 

-92.1 

142.5 

1,081.7 

106.1 

-3,972.7 

-1,881.7 

-29.0 

-26.4 

11.2 

-37.7 

Subprlnto/2nds 

Total 
Bond 
Loans 
NIM  Bond 

Residual 

ABX-Long 

ABX-Short 

COS-Sfrart 

-337.9 
94J 
428.4 
197.7 
93.6 
50.0 
-1,155.0 
-45.0 

-383.9 

00 

311.1 

f": 

1.:. 

i::: 

-695.0 

42.2 
42.1 
40.0 

I.'  '■ 

-40.0 

u  •- 

-50.6 
26.3 
21.6 
71.5 

■  .i 

-135.0 

-36.0 

-180.7 
14.6 
12.S 
57.3 

-260.0 
-5.0 

106.3 

8.3 

9.1 

68.9 

SO.O 

-25.0 

-5.0 

93.6 
93.6 

-32X2 
87.5 

390^ 
80.4 
93.6 
17.1 

-954.1 
-38.6 

-389.0 
310.7 

r  r- 
-679.7 

49.5 
41.6 
40.0 

-32.0 

-21.7 
25.2 
18.0 
49.9 

-83.6 
•31 2 

-121.8 
12.8 
6.7 
13.3 

c  ■;- 

-150.2 
-4.1 

32.6 
8.0 
2.2 

17.2 

17.1 
-8.5 
-3.3 

93.8 

93.6 
f  1. 

13.2 

13.2 

218.1 
-24.9 
-56.3 
-12.6 
•30.4 
•4.4 
337.2 
6.8 

218.9 

£  v 
-34.9 

253.8 

-9.5 
•13.7 

-8.1 
■)... 

12.3 

16.1 
-7.5 
-S.2 
-3.6 

■'.'  'I' 

26.7 

6.6 

32.9 

•0.1 
-3.1 
-3.9 

il.U 
11. 1: 

43.2 
0.7 

-10.0 
-0.7 
-2.4 
-6.1 
0  0 
-4.4 
22 
0.3 

Alt-A 

Total 

Bond 

Loans 

NIMBond 

Residual 

1,137  ja 

835.5 

315.1 

48.1 

141.3 

898.4 
600.9 

294.5 
<•;■' 
,1  ,- 

10.8 
2.6 
8.1 

80.9 
13.4 
4.8 
32.4 

7.8 
5.1 
2.7 

25.9 
9.9 
32 

12.6 

145.0 

2.6 

1.0 
141.3 

61  US 
121.5 
314.3 
39.4 
141.3 

394.6 
100.2 
294.3 

10.4 
2.4 
8.0 

4S.3 

10.6 

4.4 

30.2 

5.1 
3.1 
2.0 

16.8 
5.1 
1.6 
9.1 

"i  >'• 

141.7 
0.0 
0.4 

141 J 

3.6 

3.6 

-168.7 

-35.3 

-78.9 

-3.8 

■50.7 

-92.5 

-20.6 
-71.9 

;  j 

-6.0 
-1.7 
-3.4 

-10.4 
-7.0 
-1.6 
-1.7 

C'.O 

-3.1 
-2.3 
-0.8 

0  C 

-6.3 

-3.6 
-0.6 

-2.1 

on 

Prime 

Total 

13,744.2 

7,697.8 

47.2 

17.1 

-51.5 

42.7 

356.4 

12,439.7 

6^11.8 

46.6 

14.8 

-52.1 

35.8 

323.7 

78.8 

-3,939.3 

-1,998.0 

-8.3 

-9.3 

-2.4 

-8.8 

AgyCMO 
AgyARM 
AgylOTODiv 

2,306.8 

581.4 

2,574.0 

\r 

':',' 

i:'. 

2.3 

563-8 
2,574.0 

3'} 
(in 

123.3 

1.1 

3,209.0 

£' <: 

:::': 

'•'< 

')»■ 

2.2 

':.J 

-;- 

-116  .3 

-1,084.6  • 

-44.6 

-44.6 

■jl 

CO 
Ii.'l 

0  C 

fl.ll 

:"-n 

Prime  IO/POOrv 
OA/Hyb  WAC 10 
Prime  Fix  CMO 

12SJ 

64.1 

3,672.2 

1Z3.3 

1.1 

3,872.2 

-  :■■ 

--.*: 

:■,. 

83.0 

.84.1 
3409.0 

<""•■* 

■- 

71  .> 

•;■;; 

83.0 
CO 
16.0 
213.5 
3.0 
0.3 
2.7 

U 

-1S.3 
-1,265.3 

-O.0 
-1,265.3 

0.0 

0-1 

Prime  ARM  CMO  2,4*1.1 
•  Prime  Sub              247.6 
Prime  Ft»  Loan       744.5 
Prime  Ami  Loan      130.8 
HOA/MTA  Loan       627.1 
COS-Lono  .           115.7 
CDSShort            -124.6 

2,441.7 

PC- 

717.0 

125.6 

416.9 

Oft 

r-'- 

!     "• 

6.7 
2.0 
13.7 
29.9 

-S.0 

9.3 

1.3 

6.9 

20.0 

-20.4 

4.1 

0.7 

4.8 

34.4 

-9S.4 

4.5 
1.0 
9.6 
31.5 
■3JB 

19.4' 

247.6 

3.0 

0.3 

2.8 

2,358.0 
213.5 
737J9 
127.8 
824.9 
103_ 
-121.5 

710.6 
122.7 
409.0 

0  0 

6.6 

1.9 

13.4 

29.6 

-5.0 

<.■.-■ 

9.2 
1.3 
6.7 
18.0 
-20.4 

4.1 

0.6 

4.7 

30.8 

-92.4 

0  ■':■ 
4.4 
1.0 
9.4 
24.7 
-3.7 

CO 

<.'',■ 

C-J 

78.8 

CO 

-48.8 

-245.3 

-11.9 

-9.0 
-31.8 

11.6 

r  0 

-236.2 

-11.4 

-2.7 

0  ?' 

-22 

-0.2 
-0.1 
-6.8 
1.0 

0.:' 
-3.1 
-0.1 
■0.0 
■6.8 

0.8 

an 

-1.3 

-0.1 

•0.0 

•10.6 

9.6 

-1_ 

-0.1 
-0.1 
-7.8 
0.4 

Scratch  &  Dent 

Total 
Bond 
Loans 
Residual 

1,238.9 

197.7 

1,016.8 

24.7 

129.1 

■vA> 
129.1 

27.8 
9.0 
18.8 

75.1 
60.2 
14.8 

■J.:-. 

92.4 

60.1 
32.4 

79.0 
52.1 
26.9 

^  V 

781.7 

757.0 
24.7 

893.8 
183.9 
T15.8 
.24.7 

129.2 

129.2 

;in 

27.1 
8.4 
18.8 

69.8 
S5.7 
14.0 

78^ 
49.4 
27.0 

88.3 

40.5 
17.8 

622.6 

497.9 
24.7 

10.8 
10.5 

-79.8 

-03.8 

-27.3 

-8.7 

-10.1 

-16.1 

t-VJ 

-6.2 
-3.5 
-2.7 

-22.8 

-20.7 

-2.1 

an 

-16.2 

-11. S 
-4.7 

DC- 

-12.6 

-8.1 
-4.5 

Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Books  not  cwrently  captured:  CRE  Loans.  SPG  Syndicate.  -Notional  amounts  tor  interest  ony  bonds  are  mktvalues.-Mamet  value  rfbondsAoana,  bond  equivrnklval  for  synthetics. 
__  _  ______  ,  - 


^ 

^ 


LO 

co 
en 

CD 

co 


II) 
CO 

m 


Footnote  Exhibits  -  Page  3784 


Mortgage  Dept  Top  Sheet  —  Report  C1 :  Resi  Loans  /  Securitization  Business  By  Product 


Group  Type  Sub  Notions  

Type  ($MM)'  Total    Agy    AAA     AA       A      BBB   BBB-    NR 


Market  Valdie  (SMMY 


Rate 

Resid  DV01 
($k) 


Agy    AAA     AA 


Spread  DV01  ($k) 


BBB   BBB- 


NR 


in 

CO 

en 

CO 

co 
o 
LU 

I 

W 
QQ 

CO 


Total 


Loans 


Total 

Subprime  Loan 
S&D  Loan 
Alt-A  Loan 
2nds  Loan 
Prime  Arm  Loan 
Prime  Fix  Loan 
HOA/MTA  Loan 


1,793.8       -720.9     5,080 .2     6,865.2         133.6         108.2 


3,260.4     2,810.9 
426.4         390.9 


1.018.5 
315.1 
0.0 
130.8 
744.5 
627.1 


715.2 
314.3 
0.0 
127.8 
737.9 
524.9 


:i  1,976.6 
310.7 
129.2 

£  294.3 
<  0.0 

-.!        122.7 

•■:  710.8 
409.0 


40.0 
18.8 
8.0 
0.0 
1.9 
6.6 
13.4 


53.7 
18.0 
14,0 
4.4 
O.O 
1.3 
9.2 
6.7 


-92.1 

45.1 
6.7 

27.0 
2.0 
0.0 
0.6 
4.1 
4.7 


142.5     1,082.7         106.1        -637.8    -1,836.1    -1,881.7         -29.0 


36.4 
2.2 

17.8 
1.6 
0.0 

•  1.0 
4.4 
9.4 


497.9 
0.4 

0.3 
3.0 
2.7 


106.1 

13.2 
10.5 
3.6 
0.0 


78.8 


-710.1 

-44.9 

-17.6 

-80.1 

-0.0 

-15.5 

-366.0 

•188.0 


'■),«," 


-367.1 

-34.9 

-10.1 

•71.9 

-0.0 

-11.4 

-238.2 

-2.7 


-16.6 

-8.1 
-2.7 
-3.4 
-0.0 
-0.2 
-2.2 
-0.1 


-26.4 

-12.1 
-5.2 

-2.1 ' 
-1.6 
-0.0 
-0.1 
-3.1 
-0.0 


11.2 

-10.0 
-3.1 
-4.7 
-0.8 
-0.0 
-0.1 
•1.3 
-0.0 


-37.7 

-9.1 
-2.4 

-4.5 
-0.6 
-0.0 
•0.1 
-1.5 
-0.1 


-1.1 

0  0 

•o.o 

-0.1 

-0.0 
-1.0 
-0.0 


Retained  Bonds      Total 


Synthetics 


Retained  Bond 
Retained  NIM 
OA/HybWACIO 
Subprime  Restd 
S&D  Resid 
Alt-A  Resid 
2nd  Resid 
Oiner 


4^1 1.S      3,523.8      2^74.0         224.6 


827.5 
242.9 
84.1 
43.9 
24.7 
141.3 
49.8 


382.9 
119.8 
84.1 
43.9 
24.7 
141.3 
49.8 


100.2 


1.1 


5£2 
52.2 


2,697  3     2,6973     2,574.0        123.3 


Total                     7,4815  6,494-8  1,924.6  4,865.3 

ABX                  '    -1,105.0  -937.0  C  •:  -679.7 

COS  (in  Loans  Boi     -53.9  -56.9  fty  '■>" 

Other                     8,840.1  7,488.6  1,924.6  5,545.0 


-7.4 
-32.0 
24.6 


171.7 
91.6 
80.1 

:.*'■ 

'.'.(.' 

:;.r- 
U.i) 

-117;2 

•63-6 
-33i6 


78.7 
65.3 
13.3 

';  •'> 


•215.8 

-150.2 

-65.8 

uu 


79.9 

53.5 

26.3 


342.7 

0.0 

If 

83.0 

43.9 

24.7 

141.3 

49.8 


i>.0    -2,245.6    -1,054.8 


-84.4 
-221.3 

-80.8 

-95.8 

-3.8 

-450.2 

-49.1 


a-; 

tf  •:■ 

'J.W 

<!.<■ 
I...:  . 


-65.3 
-20.6 


-0.0 

O.f, 


•18.9 

-18.9 

0.!'; 

■"'  0 


-40.6 

-35.3 

-5.3 

<).0 

i.'\0 


-20.8 

-16.9 

-3.9 

0;' 
an 

<K' 

Or) 


Other 


-19.5 

-12.4 
-7.2 

0.0 


0.0 
s'.O 


-105.1 . 

-0.0 

0  0 

-15.2 

-9.1 

-8.7 

-50.7 

-21.3 


"•- 

•:'. 

:'..-.     -1,260.4 

-1,054.8 

-44.6 

i.i..,. 

0.0 

v.O 

o.n 

263 

19.0 

fi.-i    -2,058.7 

-665.0 

-1,449.3 

6.4 

263 

42.0 

-9.1  . 

-5.4 

8.5 

*.  ;.1 

•  •;          ••.'. 

O.v 

253.8 

1£3 

26.7 

42.2 

-2.2 

oo 

17.7 

H"          "/i"1 

00 

!'i) 

-5.8 

-0.5 

-0.2 

-6.9 

no 

■"-' 

.    19.0 

■.     -2,058.7 

-665.0 

-1,703.1 

i"; 

!i  a 

\*  V 

-5.4 
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Footnote  Exhibits  -  Pag^  37§£N  !£ 


!  Mortgage  Pept  Top  Sheet  -  Report  E1 :  Department  wide  ABX  Positions  -  Notional  by  Index,  Rating  and  Desk 

Total  Notional  f$MMV 
Rating 


index 


Desk 


ABS 
Secondary 


CDO 
Warehouse 


Correlation 


Prime 
AltA 


Subprime 
2nd 
S&D 


I 


Total 


CO 
CD 
CD 
CO 

o 

UJ 

CO 
CD 


CO 


Total 
AAA 


AA 


Total 

ABX.HE.06-1 
ABXHE.06-2 
ABX.HE.07-1 
ABX.HE.07-2 

Total 

ABX.HE.06-t 

ABX.HE.06-2 

ABX.HE.07-1 

ABX.HE.07-2 


4,515.5 

2,400.4 

184.9 

795.5 

1,385.0 

35.0 

764.1 
21  OX) 
231.0 
243^1 
80.0 


-319.0 

0.0 

0.0 


as 
o  ■• 

o.a 

0.0 


4,501.4 

100.0 

100.0 
0.0 

o.e 

0.0 

228:0 

228.0 

*":   j 

DO 


•645.0 

-620.0 

-620.0 
0.0 

O.C 
0.0 

CO 
0.0 
Q.O 
0.0 


-460.0 

-75.0 

0.0 

-75.0 

O.C 

0  0 

-40.0 

0.0 

0.0 

-40.0 

0<~i 


7,592.9 

1,805.4 

-335.1 

7|20.5 

1,385.0 

J35.0 

952.1 

438.0 

231.0 

203.1 

'80.0 


BBB 


BBB- 


Total 

ABX.HE.06-1 

ABX.HE.06-2 

ABX.HE.07-1 

ABX.HE.07-2 

Total 

ABX.HE.06-1 

ABX.HE.06-2 

•  ABX.HE.07-1 

Total 

ABX.HE.06-1 
ABX.HE.06-2 
ABX.HE.07-1 
ABX.HE07-2 


252.6 

-24.0 

253.0 

-41.3 

65.0 

708.2 

548.0 
4375 
-277  J6 

390.1 

254.5 

161.4 

-75.8 

50.0 


-500.0 

-500.0 

0.0 
0.0 

84.0 

44.0 
40.0 


97.0 

51.0 
46.0 


413.5 

313.5 
100.0 

0  0 


1,323.1 

855.0 

441.6 

26.6 

2,436.8 

1,515.0 

814.6 

107.1 

0.0 
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;31.3 

-240.5 
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65.0 
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Mortgage  Dept  Top  Sheet  —  Report  E2:  Department  wide  ABX  Positions  -  Market  Value  by  Index,  Rating  and  Desk 


CO 


Total  Market  Value  (SWIM)* 


Desk 


Rating 


Index 


ABS 
Secondary 


CDO 
Warehouse 


Correlation 


Prime 
AttA 


Subprime 
2nd 
S&D 


Total, 


Total 

AAA 


AA 


BBB 


BBB- 


Total 

ABX.HE.06-1 

ABX.HE.06-2 

ABX.HE.07-1 

ABX.HE.07-2 

Total 

ABX.HE.06-1 

ABX.HE.06-2 

ABX.HE.07-1 

ABX.HE.07-2 

Total 

ABX.HE.06-1 
ABX.HE.06-2 
ABX.HE.07-1 
ABX.HE.07-2 

Total 

ABX.HE.06-1 
ABX.HE.06-2 
ABX.HE.07-1 

Total 

ABX.HE.06-1 
ABX.HE.06-2 
ABX.HE.07-1 
ABX.HE.07-2 


3,720.2 

2,280.2 

181.2 

763.8 

1,302.0 

33.3 

666.9 
198;5 
203.3 
194.5 
70.5 

1623 

-19,7 
162.0 
-19,6 
39.8  ' 

427.7 
337.7 
182.1 
-92.1 

182.9 

132.9 
55.2 

-23.4 
18.2 


-324.1 


O.O 


-410.2 

-410.2 


43.8 
27.1 
16.6 

0.0 

42.4 
26.6 
15.7 


2,456.8 

98.0 

98.0 


215.5 
215.5 

•"t  ■•*'■■ 

0.0 


321.2 

257.2 
64.0 

■10 


719.4 

526.9 

183.7 

8.8 

1,102.6 

791.1 

278.6 

33.0 

0  !*■ 
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-633.3 

-607.7 

-607.7 

Q.C 
0.0 

0.0 
0.0 

0  v 
0.0 

0.0 

-11.9 

0.0 

Ov 

-11.9 
CO 

-30.8 

-30.8 

0.0 

.  CO 

17.1 

t.o 

17.1 

o.»> 

0.0 


-303.7 

-72.0 

'.''■  0 

-72.0 

0  0 

0  i: 

-32.0 

0.0 

0.0 

-32.0 

0.0 

-71.7 

-24.6 
-35.2 

-11.9 
0  0 

-119.4 

-98.6 

-20.8 

0.0 

-8.5 

-8.5 

~.v 

o.o 


4,915.9 


1,698.6 

-328.5 

.691.7 

1,302.0 

33.3 

850.4 

414.0 

203.3 

162.5 

I  70.5 

-10.0 

-1S7.3 

190.8 

-43.4 

39.8 

a 

CD 

00 

1,040.6 

c 
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CO 
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■o 

361.7 
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CD 
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950.5 
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Mortgage  Dept  Top  Sheet-  Report  E3:  Department  wide  ABX  Positions  -  Spread  DV01  by  Index,  Rating  and  Desk 


Rating 


Total  Spread  DV01  ($k) 


Index 


Desk 


ABS 

CDO 

Correlation 
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From:  Birnbaum,  Josh 

Sent:  Friday,  August  24,  2007  10:1 1  AM 

To:  Kao,  Kevin  J. 

Subject:  RE:  In  addition  to  ABS  book,  I  need  you  to  run  that  series  on  the  whole  dept  and  correlation 

desk 

Yes 


From:  Kao,  Kevin  J. 

Sent:  Friday,  August  24,  2007  10:08  AM 

To:  Birnbaum,  Josh 

Subject:  RE:  In  addition  to  ABS  book,  I  need  you  to  run  that  series  on  the  whole  dept  and  correlation  desk 

For  ABS  Base  portfolio  only,  correct? 


From:  Birnbaum,  Josh 

Sent:  Friday,  August  24,  2007  10:07  AM 

To:  Kao,  Kevin  J. 

Subject:  RE:  In  addition  to  ABS  book,  I  need  you  to  run  that  series  on  the  whole  dept  and  correlation  desk 

We  have  a  trader's  meeting  in  26L  right  now.  Can  you  bring  8  color  copies  of  the  graph  into  the  meeting  and 
give  to  me  when  ready? 


From:  Kao,  Kevin  J. 

Sent:  Friday,  August  24,  2007  10:05  AM 

To:  Birnbaum,  Josh 

Ce:  Turok,  Michael;  Primer,  Jeremy 

Subject:  RE:  In  addition  to  ABS  book,  I  need  you  to  run  that  series  on  the  whole  dept  and  correlation  desk 

Yes,  running  it  now  ... 


From:  Birnbaum,  Josh 

Sent:  Friday,  August  24,  2007  9:40  AM 

To:  Kao,  Kevin  J. 

Cc:  Turok,  Michael;  Primer,  Jeremy 

Subject:  RE:  In  addition  to  ABS  book,  I  need  you  to  run  that  series  on  the  whole  dept  and  correlation  desk 

Kevin,  can  I  get  this  updated  through  last  night  pis? 


From:  Kao,  Kevin  J. 

Sent:  Friday,  August  17,  2007  2:35  PM 

To:  Birnbaum,  Josh 

Cc:  Turok,  Michael  ,.'.,, 

Subject:  RE:  In  addition  to  ABS  book,  I  need  you  to  run  that  series  on  the  whole  dept  and  correlation  desk 

Josh  -  as  you  requested  here's  the  ABS  base  portfolio  single  name  &  index  notional  history.  Numbers 
are  in  terms  of  risk  exposure. 

I'll  look  into  correlation  portfolio  next,  and  then  the  mortgage  department  for  fiscal  year  2007.  This 
can  be  done  within  the  next  hour  or  so. 

Retrieving  2006  data  may  take  quite  a  bit  more  time  and  may  not  be  able  to  finish  it  by  COB.  Let  me 
know  if  you  need  2006  history  after  you  review  the  2007  data.  Thanks. 

«  File:  ABS  Base  Notional  History.xls  » 
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From:  Birnbaum,  Josh 

Sent:  Friday,  August  17,  2007  2:27  PM 

To:  Kao,  Kevin  J. 

Subject:  RE:  In  addition  to  ABS  book,  I  need  you  to  run  that  series  on  the  whole  dept  and  correlation  desk 

Understood. 


From:  Kao,  Kevin  J. 

Sent:  Friday,  August  17,  2007  2:25  PM 

To:  Birnbaum,  Josh 

Subject:  RE:  In  addition  to  ABS  book,  I  need  you  to  run  that  series  on  the  whole  dept  and  correlation  desk 

Understood.  (Yes,  the  portfolio  name  is  confusing.  SPG  portfolio  in  fact  covers  the  entire 
mortgage  department  synthetic  positions.  "SPG  Trading"  Portfolio  covers  the  spg  trading 
desks,  including  ABS,  correlation,  and  CMBS). 


From:  Birnbaum,  Josh 

Sent  Friday,  August  17,  2007  2:22  PM 

To:  Kao,  Kevin  J. 

Subject:  RE:  In  addition  to  ABS  book,  I  need  you  to  run  that  series  on  the  whole  dept  and  correlation 

desk 

No,  not  SPG  Portfolio,  the  entire  Mortgage  Dept. 


From:  Kao,  Kevin  J. 

Sent:  Friday,  August  17,  2007  2:19  PM 

To:  Birnbaum,  Josh 

Subject:  RE:  In  addition  to  ABS  book,  I  need  you  to  run  that  series  on  the  whole  dept  and 

correlation  desk 

So  we'll  have  three  tables  of  RMBS  subprime  cds  &  index  AAA,  AA,  A,  BBB,  BBB- 
notional  history:  one  for  ABS  Base  Portfolio,  one  for  SPG  Portfolio,  and  the  other  for 
Correlation  Portfolio,  correct? 

It  turns  out  to  take  more  time  to  retrieve  the  data.  I  should  have  history  for  your 
portfolio  for  fiscal  year  2007  shortly. 


From:  Birnbaum,  Josh 

Sent:  Friday,  August  17,  2007  2:08  PM 

To:  Kao,  Kevin  J. 

Subject:  In  addition  to  ABS  book,  I  need  you  to  run  that  series  on  the  whole  dept  and 

correlation  desk 
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Mortgage  Dept  Top  Sheet 
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From:  Dutta,  Mitrajrt 

Sent:  Tuesday,  September  11,  2007  10:22  AM 

To:  Dutta,  Mitrajrt;  Iqbal,  Farrukn;  Sparks,  Daniel  L;  Gasvoda,  Kevin;  Swenson,  Michael;  Finck,  Greg;  Noh, 

Suok;  McHugh,  John;  Pouraghabagher,  Cyrus;  Nestor,  Genevieve;  Cawthon,  Michael;  Mahoney, 
Justin;  Kong,  Sarah  C.;  Brosterman,  Jonathan;  Anasetti,  Marco;  Erbst,  Jared  R.;  Gold,  Erica;  ficc- 
creditmgmt-admin;  DeGiacinto,  Clayton;  Feingold,  Jessica;  Watson,  Whitney  E;  Rutherford,  Malcolm; 
H  eagle,  Jonathan;  Lehman,  David  A,;  Kao,  Kevin  J.;  gs-mra-mtg;  Petersen,  Bruce;  Creed,  Christopher 
J;  Lee,  Matthew;  Gregory,' Justin  G.;  Wicker,  Devin 

Cc:  Wiesel,  Elisha;  Turok,  Michael;  Barrett,  Tom;  Chen,  Xin;  Li,  Ji;  Iqbal,  Farrukh 

Subject:  Mtg  Top  Sheet  Report  for  1 0  Sep  2007 

Attachments:  Mtg  Dept  Top  Sheet  1CSepG7.pdf 

Risk  reports  for  Sep  1 0th  close  are  attached. 

Sincerely, 
Mttrajtt. 


Permanent  Subcommittee  on  Investigations  | 

W all  Street  &  The  Financial  Crisis 

Report  Footnote  #1871 


GSMBS-E-010690522 
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iMortgage  Papt  Top  Sheet  -  Report  B:  Dept  Wide  By  Market,  Sub  Market  and  Product(AII  Desks  Covered) 
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Footnote  Exhibits  -  Page  3801 


[Mortgage  Dept  Top  Sheet  -  Report  C1 :  Resi  Loans  /  Securitization  Business  By  Product 
Group  Type  Sub  Notlona  Market  Value  tSMMV" 
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From: 
Sent: 
To: 
Subject: 


Montag,  Tom 

Monday,  March  05,  2007  8:31  AM 

Sparks,  Daniel  L;  Gmelich,  Justin;  Ruzika,  Richard 

Re: 


How   short 

I  thought  Justin  had  a  different  conclusion 

Original  Message  

From:  Sparks,  Daniel  L 

To:  Montag,  Tom;  Gmelich,  Justin;  Ruzika,  Richard 

Sent:  Mon  Mar  05  08:27:00  2007 

Subject:  RE: 

We  think  the  overall  business  is  net  short,  but  there  is  a  lot  of  basis. 

Long  risk  positions: 

Resi  loans 

Cash  RMBS  resids 

CDO  warehouse 

CDO  bonds 

Commercial  mortgage  loans 

CMBS  bonds 

Short  risk  positions: 

ABX 

RMBS  CDS 

CDO  CDS 

CMBS  TROR 


Original  Message 

From:  Montag,  Tom 

Sent:  Monday,  March  05,  2  007  8:21  AM 

To:  Sparks,  Daniel  L;  Gmelich,  Justin;  Ruzika,  Richard 

Subject: 

Do  we  think  the  business  is  net  short  long  or  flat  right  now 
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From:  Broderick,  Craig 

Sent:  Thursday,  March  08,  2007  7:12  AM 

To:  Sparks,  Daniel  L 

Subject:  RE:  Mortgage  risk 

x-gs-classification:  Internal-GS 

I  sent  you  a  vmail  but  this  answers  it  so  no  need  to  respond 

Original  Message 

From:  Sparks,  Daniel  L 

Sent:  Thursday,  March  08,  2007  12:50  AM 

To:  Winkelried,  Jon  (EO  85B30) ;  Montag,  Tom;  Viniar,  David;  Cohn,  Gary  (EO  85B30)  ; 

Sherwood,  Michael  S;  McMahon,  Bill;  Broderick,  Craig 

Cc:  Ruzika,  Richard 

Subject:  Mortgage  risk 

Just  spent  tonight  negotiating  with  Accredited  -  they  plan  to  send  us  $21mm  in  the 
morning,  we  have  new  information  on  loans  in  the  warehouse  line  that  allows  us  to  feel 
comfortable  raining  the  loan  mark  by  $10mm,  and  we  will  buy  $50mm  of  A-l  rated  ABCP 
(Accredited  vehicle)  from  accounts  (we  feel  that  the  collateral  is  pretty  good)  that  rolls 
Thursday  which  will  prevent  ABCP  extension.  Then  all  of  our  EPD  claims  in  subprime  would 
be  resolved  -  we  may  have  a  small  Alt  A  claims  (probably  under  $lmm)  .  If  this  happens,  the 
outcome  is  good.  New  Century  remains  a  problem  on  EPD. 

Aside  from  the  counterparty  risks,  the  large  risks  I  worry  about  are  listed  below: 

(1)  CDO  and  Residential  loan  securitization  stoppage  -  either  via  buyer  strike  or  dramatic 
rating  agency  change. 

On  the  CDO  front,  we  have  been  locking  people  at  various  parts  of  the  capital  structure 
(with  a  primary  focus  on  the  super-seniors  -  top  50%  of  the  deal),  and  rushing  to  get 
deals  rated.  We  have  liquidated  a  few  deals  and  could  liquidate  a  couple  more,  and  we  are 
not  adding  risk  (we  had  slowed  down  our  business  dramatically  in  the  past  4  months)  .  Our 
deals  break  down  into  2  $1BB  CDOs  of  A-CDOs  (most  risky,  but  good  progress),  2  $1BB  AA- 
di versified  deals  (less  downside,  less  progress),  and  4  other  various  smaller  deals.  We 
have  various  risk  sharing  arrangements,  but  deal  unwinds  are  very  painful. 

For  residential  loans,  we  have  not  bought  much  lately  and  our  largest  pool  to  securitze  is 
Alt  A  ($4.3BB).  There  is  also  $1.3BB  subprime  loans  and  $700mm  seasoned  seconds.  This 
market  is  also  very  difficult  to  execute  in. 

(2)  Dramatic  credit  environment  downturn. 

Scratch  &  dent  loans  ($900mm) ,  residuals  ($750mm) ,  and  less  liquid  bond  positions  -  if  the 
credit  environment  significantly  worsens,  these  positions  will  be  hurt  by  losses,  further 
lack  of  liquidity  and  lower  prices. 

(3)  Covering  our  shorts.  We  have  longs  against  them,  but  we  are  still  net  short. 

$4BB  single  name  subprime  split  evenly  between  A,  BBB,  BBB-  and  $1.3BB  of  A-rated  CDOs. 

ABX  index  -  overall  the  department  has  significant  shorts  against  loan  books  and  the  CDO 
warehouse.  The  bulk  of  these  shorts  ($9BB)  are  on  the  AAA  index,  so  the  downside  is 
limited  as  the  index  trades  at  99. 

Our  shorts  in  (3)  above  have  provided  significant  protection  so  far,  and  should  be  helpful 
for  (1)  and  (2)  in  very  bad  times.  However,  there  is  real  risk  that  in  medium  moves  we  get 
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hurt  in  all  3  areas. 

Therefore,  we  are  trying  to  close  everything  down,  but  stay  on  the  short  side.  But  it 
takes  time  as  liquidity  is  tough.  And  we  will  likely  do  some  other  things  like  buying  puts 
on  companies  with  exposures  to  mortgages. 


Original  Message 

From:  Winkelried,  Jon  (EO  85B30) 

Sent:  Wednesday,  March  07,  2007  1:15  PM 

To:  Sparks,  Daniel  L;  Montag,  Tom;  Viniar,  David;  Conn,  Gary  (EO  85B30) ;  Sherwood,  Michael 

S;  McMahon,  Bill 

Cc:  Ruzika,  Richard 

Subject:  Re:  Originator  exposures 

Thanks  for  that  summary.   Not  bad 

Sent  from  my  BlackBerry  Wireless  Handheld 

Original  Message  

From:  Sparks,  Daniel  L 

To:  Montag,  Tom;  Viniar,  David;  Winkelried,  Jon;  Cohn,  Gary;  Sherwood,  Michael  S;  McMahon, 

Bill 

Cc:  Ruzika,  Richard 

Sent:  Wed  Mar  07  12:09:03  2007 

Subject:  Originator  exposures 

Rich  and  I  were  catching  up.  I  will  send  this  group  another  message  of  our  potential  large 
risk  areas  as  further  stress  happens,  and  our  mitigation  plans. 

As  for  the  big  3  originators  -  Accredited,  New  Century  and  Fremont,  our  real  exposure  is 
in  the  form  of  put-back  claims.  Basically,  if  we  get  nothing  back  we  would  lose  around 
$60mm  vs  our  loans  on  our  books  (we  have  a  reserve  of  $30mm)  and  the  loans  in  the  trusts 
could  lose  around  $60mm  (we  probably  suffer  about  1/3  of  this  in  ongoing  exposures).  The 
reason  it  is  not  clear  is  that  the  loans  are  not  worth  0,  there  is  some  value,  so  there 
are  estimates  as  to  what  happens  on  those  loans. 

Rumor  today  is  that  the  FBI  is  in  Accredited. 

Other  big  risk  areas  I  will  discuss  later  relate  to  CDO  and  loan  execution  (rating  agency 
or  market  shutdown) ,  covering  single  name  and  index  shorts  (liquidity) ,  and  retained 
residuals  and  loan  positions  (if  collateral  performance  turns  worse) . 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Lehman,  David  A. 

Sunday,  August  05,  2007  1:17  PM 

Montag,  Tom 

Sparks,  Daniel  L;  Mullen,  Donald 

Mortgage  dept  summary 


Residential  Trading  Summary  (From  Finck) 

Week's  P&L 


Subprime 

+27mm   (ABX  wider) 

Alt-A 

+51mm    (ABX  wider) 

S&D 

+4tnm      (ABX  wider) 

Hybrids 

+30mm  (ABX  wider) 

CMOs 

-9mm      (Wider  AAA  spreads)) 

Derivatives 

flat 

+ 103mm 

Activity/Position  Summary 

Subprime: 

•  -  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Bid  $1B  C-Bass  loans  -  did  not  trade  as  all  bids  were  below  warehouse  marks 

Current  position:  $1B  loans 

Primary  Hedge:      $1B  AAA  ABX  (covered  back  -$300mm  AAAs  this  week) 

Alt-A: 

Bought  $50mm  Fixed  Loans  from  Greenpoint  5.5pts  behind  Agency  Pass-Thrus->  only  bid  they  saw 

Locked-in  delivery  of  $375mm  loans  to  Freddie  Mac 

Current  Position:  $1.25B  loans  (including  $375mm  agency  delivery) 

Primary  Hedge:      $1 .65B  AAA  ABX  (bought  back  $50mm  this  week) 

S&D: 

Bidding  $1.3B  loans  out  of  WMC.  Traded  away  around  80 

Current  Position:  $600mm 

Primary  Hedge:    $350mm  ABX  (mix  of  AAA,  AA,  A,  and  BBB) 

Hybrids:  AAAs  - 

25-30bps  wider  due  to  supply  pressure  /  lack  of  liquidity 

Bid  S1.4B  loans  out  of  flHIHBB    Traded  away  slightly  higher 

Current  Position:  -$4.5B  (roughly  -2.5B  Non-agency,  $1.5B  Agency,  $500mm  Loans) 

Primary  Hedge:     $1.6B  ABX  AAA  (covered  $400mm  this  week),  Agency  PTs 


Derivatives: 

Better  buying  of  IOs,  Inverse  IOs  ->  high  yield  and  low  balance  sheet  usage 
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Current  Position:  $4B 
Primary  Hedges:  Agency  PTs 


ABS  (From  Swenson) 

Market  Summary: 

•  ABX  07-1  price  changes  for  the  week: 

AAA   -4.5pts 
AA     -9.0pts 
A      -7.0pts 
BBB    -4.0pts 
BBB-  -3.0pts 

-  Sellers,  both  new  shorts  and  fast  money,  have  moved  up  the  capital  structure  to  AAA,  AA,  and  A's 

-  dealers  have  been  selling  single-A  (to  hedge  super  senior  longs)  and  originators  have  been  selling  triple-As. 

Current  Desk  Position  Summary: 

•  RMBS  Single-As  -  net  short  900mm  100%  in  single-name  CDS 

•  RMBS  BBB/BBB-  -  net  short  $3,000mm  (80%  in  single-name  CDS  -  50%  in  2005  vintage) 

•  Correlation  Desk -net  short  $400mm  of  ABX  06-1  BBB  and  BBB- 

•  Mortgage  Department  short  approx  $4bb  of  AAA  ABX 

ABX  Index  Flow  Summary  for  week  ended  August  3rd: 

•  In  summary,  a  phenomenal  week  for  covering  our  Index  shorts  on  the  week.  The  ABS  Desk  bought  $3.3bb  of  ABX  Index  across 
various  vintages  and  ratings  over  the  past  week.  $1.5  billion  was  retained  by  the  ABS  desk  to  cover  shorts  in  ABX  ($900mm  in 
ABX  06-1  As  being  the  most  significant)  and  $1.0  billion  was  sold  to  internal  desks  across  the  mortgage  department  ($925mm 
in  triple- As). 

•  ABS  and  Correlation  Desk  Net  ABX  Position  Change  on  the  Week: 

AAA      +    75mm 

AA       +  280mm 

A         +1, 100mm  (ABX  06-1  A  short  of  900mm  at  beginning  of  week  is  now  ony  -73mm) 

BBB       +    70mm 

BBB-     +    17mm 

Total    +  1,542mm 

•  Mortgage  Department  Net  ABX  Position  Change  on  the  Week 

AAA      +  925mm 
AA       +    25mm 
A        +   75mm 
BBB      +     0mm 
BBB-      +     0mm 

2 
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Total     +l,025mm 


Total  ABX  Indices  by  rating  bought  this  week: 


AAA  $1, 000mm 

AA  365mm 

A  1,653mm 

BBB  110mm 

BBB-  257mm 

Total  $3,385mm 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


CMBS 


Customer  Flows 


"V  ,„  .  > 
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From: 
Sent: 
To: 
Subject: 


Kraus,  Peter 

Wednesday,  September  26,  2007  10:15  PM 

Blankfein,  Lloyd 

Re:  Fortune:  How  Goldman  Sachs  defies  gravity 


l%s\ 


I  met  with  10+  individual  prospects  and  clients  (  and  5  institute 

earnings  were  announced.  The  institutions  don't  and  I  wouldn't  e> 

comments  like  ur  good  at  making  money  for  urself  but  not  us.  The 

but  while  it  requires  the  utmost  humility  from  us  in  response  I  _. 

binds  clients  even  closer  to  the  firm,  because  the  alternative  of  take  ur  money  cu  a    ^ 

who  is  an  under  performer  and  not  the  best,  just  isn't  reasonable.  Client's  ultimately 

believe  association  with  the  best  is  good  for  them  in  the  long  run. 


Sent  from  my  BlackBerry  Wireless  Handheld 

Original  Message 

From:  Blankfein,  Lloyd  (EO  85B30) 

To:  Winkelried,  Jon  (EO  85B30);  van  Praag,  Lucas  (EO  PBC09) ;  Cohn,  Gary  (EO  85B30) ; 

Viniar,  David;  Rogers,  John  F.W.  (EO  85B30);  Forst,  Edward  (FIN  PBC009);  Kraus,  Peter; 

Spilker,  Marc 

Cc:  Robinson,  Samuel  (EO  CKC68);  Miner,  Heather.  (Kennedy) ;  Raphael,  Andrea  (EO  85B07); 

Rachman,  Andrea  (EO  85B07);  DuVally,  Michael  (EO  85B07);  Canaday,  Ed  (EO  85B07);  Williams, 

.Christopher  (EO  85B07);  Horwitz,  Russell  (EO  85B30) 

Sent:  Wed  Sep  26  13:46:18  2007 

Subject:  Re:  Fortune:   How  Goldman  Sachs  defies  gravity 

Also,  the  short  position  wasn't  a  bet.  It  was  a  hedge.  Ie,  the  avoidance  of  a  bet.  Which 
is  why  for  a  part  it  subtracted  from  var,  not  added  to  var. 

Original  Message  

From:  Winkelried,  Jon 

To:  van  Praag,  Lucas;  Blankfein,  Lloyd;  Cohn,  Gary;  Viniar,  David;  Rogers,  John  F.W.; 

Forst,  Edward;  Kraus,  Peter;  Spilker,.  Marc 

Cc:  Robinson,  Samuel;  Miner,  Heather;  Raphael,  Andrea;  Rachman,  Andrea;  DuVally,  Michael; 

Canaday,  Ed;  Williams,  Christopher  (EO,  85B/07);  Horwitz,  Russell 

Sent:  Wed  Sep  26  13:41:02  2007 

Subject:  RE:  Fortune:   How  Goldman  Sachs  defies  gravity 

Once  again  they  completely  miss,  the  franchise  strength  and  attribute  it  all  to  positions 
and  bets 


From:       van  Praag,  Lucas 

Sent:  Wednesday,  September  26,  2007  1:37  PM 

To:    Blankfein,  Lloyd;  Winkelried,  Jon;  Cohn,  Gary;  Viniar,  David;  Rogers,  John  F.W.; 

Forst,  Edward;  Kraus,  Peter;  Spilker,  Marc 

Cc:    Robinson,  Samuel;  Miner,  Heather;  Raphael,  Andrea;  Rachman,  Andrea;  DuVally, 

Michael;  Canaday,  Ed;  Williams,  Christopher  (EO,  85B/07);  Horwitz,  Russell 

Subject:     Fortune:   How  Goldman  Sachs  defies  gravity 

How  Goldman  Sachs  defies  gravity 

While  the  credit  markets  went  sour,  one  investment  bank  made  a  huge,  shrewd  bet  -  and 

seems  to  have  won  big.  Fortune's  Peter  Eavis  explains  the  stunning  strategy. 

By  Peter  Eavis  <mailto:peavis@fortunemail.com>  ,  Fortune  writer  September  20  2007:  5:46  PM 

EDT  NEW  YORK  (Fortune)  —  It  is  one  of  the  most  stunning  bets  Wall  Street  has  seen  in 

decades. 

As  the  credit  markets  fell  apart  over  the  summer,  causing  the  prices  of  hundreds  of 

billions  of  dollars  of  mortgage-backed  bonds  to  plunge,  Goldman  Sachs 

<http: //money. cnn.com/ quote/quote. html? symb=GS&source=story_quote_link>   (Charts 
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<http: //money. cnn. com/ quote/chart/chart. html ?symb=GS&source=story_charts_link>  ,  Fortune 
500  <http : //money . cnn. com/magazines/ fortune/ fortune500/2 007 /snapshots/ 57 5 .html? 
source=story_f500_link>  )  had  already  positioned  itself  so  that  it  would  profit  massively 
from  a  decline  in  those  securities.  Thursday,  Goldman  reported  earnings  for  its  fiscal 
third  quarter  that  were  far  above  expectations. 

While  several  businesses  were  surprisingly  strong  in  a  difficult  period,  the  chief 
contributor  to  the  earnings  blowout  were  trades  that  made  money  from  price  drops  in 
mortgage-backed  securities.  Goldman  indicated  this  in  its  press  release  when  it  said  that 
"significant  losses"  on  certain  bonds  were  "more  than  offset  by  gains  on  short  mortgage 
products."  (In  Wall  Street  parlance,  being  "short"  a  stock  or  bond  means  that  you  will 
make  money  if  it  goes  down  in  price.)  "Goldman  Sachs  showed  an  ability  to  not  only  protect 
itself  from  the  problems  in  the  market  but  also  to  capitalize  on  them,"  says  Mike  Mayo, 
banks  analyst  at  Deutsche  Bank  (Mayo  rates  Goldman  a  buy.)  When  asked  on  a  public 
conference  call  Thursday,  Goldman's  chief  financial  officer  David  Viniar  declined  to  give 
a  number  for  the  amount  of  money  Goldman  made  on  its  mortgage  short  in  the  third  quarter. 
Lehman  sits  on  the  hedge  </2007/09/18/magazines/fortune/eavis_lehman. fortune/index. htm> 
Goldman  doesn't  provide  enough  numbers  in  its  public  financials  to  come  up  with  an 
informed  guess,  but  the  firm's  statement  that  the  short  trades  "more  than  offset"  bond 
losses  that  were  "significant"  is  a  clear  sign  that  it  took  time  to  deliberately  set 
itself  up  for  an  expected  crash  in  the  market  for  mortgage-backed  bonds.  Indeed,  Merrill 
Lynch  analyst  Guy  Moszkowski  said  Goldman's  trading  results  were  $1.7  billion  above  his 
forecast  in  the  third  quarter,  according  to  a  research  note  released  Thursday.  (He  rates 
Goldman  a  buy. )  Amassing  a  large  bearish  position  in  mortgages  would  have  required 
planning  and  direction  from  a  senior  level.  On  the  conference  call,  Viniar  said  the  bet 
was  executed  across  the  whole  mortgage  business,  implying  that  it  wasn't  the  work  of  one 
swashbuckling  trader  or  trading  desk.  Of  course,  the  prescience  of  the  short  sale  would 
seem  to  confirm  the  view  that  Goldman  is  the  nimblest,  and  perhaps  smartest,  brokerage  on 
Wall  Street.  Morgan  Stanley  <http://money.cnn.com/quote/quote.html? 

symb=MS&source=story_quote_link>   (Charts  <http: //money . cnn. com/ quote/chart/chart .html? 
symb=MS&source=story~charts_link>  ,  Fortune  500 

<http: //money. cnn.com/magazines/fortune/fortune500/2007 /snapshots/ 9 05. html? 
source=story_f500_link>  ),  Goldman's  biggest  rival,  wasn't  as  well  hedged  to  bond  losses, 
while  Bear  Stearns'  <http://money.cnn.com/quote/quote.html? 

symb=BSC&source=story_quote_link>   (Charts  <http://money.cnn.com/quote/chart/chart.html? 
symb=BSCSsource=story_charts_link>  ,  Fortune  500 

<http://money.cnn.com/magazines/fortune/fortune500/2007/snapshots/1341.html? 
source=story_f500_link>  )  mortgage  business  suffered  considerably  in  the  quarter. 
True,  from  third  quarter  numbers,  it  appears  that  Lehman  Brothers 

<http: //money. cnn. com/ quote/quote. html?symb=LEH&source=story_quote_link>   (Charts 
•<http: //money. cnn. com/ quote/chart/chart. html?symb=LEH&source=story_charts_link>  ,  Fortune 
500  <http://money.cnn.com/magazines/fortune/fortune500/2  007/snapshots/780.html? 
source=story_f500_link>  )  also  benefited  from  a  short  position  in  mortgages,  but  its  bet 
wasn't  big  enough  to  allow  the  bank  to  report  earnings  that  grew  from  either  the  previous 
or  year-ago  quarters.  Goldman's  net  third  quarter  profits  of  $2.8  billion  were 
substantially  higher  than  in  both  those  two  prior  periods,  a  notable  achievement  during  a 
very  testing  period. 

While  the  short  sale  allowed  Goldman  to  show  outstandingly  strong  earnings  in  the  quarter, 
it  may  actually  cause  problems  for  the  bank  in  other  ways.  First,  investors  in  Goldman's 
two  large  poorly  performing  hedge  funds  will  want  to  know  why  the  savvy  deployed  in 
trading  for  Goldman's  own  account  was  not  deployed  in  their  funds.  If  a  strategic  decision 
to  be  short  certain  bonds  was  made  high  up,  why  didn't  this  end  up  helping  the  Global 
Alpha  hedge  fund  and  the  Global  Equity  Opportunities  fund,  which  were  down  30%  and  20%, 
respectively,  in  the  third  quarter  alone? 
Subprime:  Let  the  finger-pointing  begin! 

</galleries/2007/fortune/0709/gallery.subprime_blame. fortune//index. html> 

Goldman  spokesman  Lucas  van  Praag  responds:  "We're  always  disappointed  when  we  don't  meet 
our  clients'  expectations.  We're  working  hard  to  adjust  our  strategies  to  reflect  the 
lessons  we  learned  in  August."  In  addition,  the  large  gains  from  the  mortgage  trade  will 
also  deepen  investors'  desires  to  get  a  better  handle  on  how  brokerages  like  .Goldman  make 
money. 

One  of  the  figures  that  didn't  seem  to  make  sense  in  Goldman's  earnings  was  a  number  that 
estimates  the  market  risk  on  a  broker's  balance  sheet.  This  indicator,  called  Value  at 
Risk,  or  VaR,  moved  up  only  5%  in  the  third  quarter  from  the  second.  If  Goldman  was 
placing  big  bets  in  volatile  markets  -  like  the  short  trade  in  mortgages  -  VaR  might  be 
expected  to  move  up  by  more. 
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In  other  words,  Goldman  seems  implausibly  immune  from  the  general  rule  in  investing  that 
higher  returns  almost  always  carry  higher  levels  of  risk.  Van  Praag  responds  that  VaR 
didn't  go  up  by  much  because  Goldman  reduced  positions  as  volatility  in  the  markets  went 
up. 

Goldman  does  seem  to  have  institutionalized  a  higher  level  of  trading  savvy  -  the  third 
quarter  numbers  bear  that  out.  The  market  recognizes  that  in  awarding  the  broker  a 
valuation  that  is  higher  than  that  of  its  peers.  Quarter  in,  quarter  out,  Goldman  posts  a 
return  on  equity  in  excess  of  30%,  even  though  it's  highly  leveraged,  like  all  brokers. 
The  high  leverage  should  translate  into  at  least  some  rough  quarters.  That  was  the  case 
for  Goldman's  ailing  hedge  funds  in  the  third  quarter.  Why  is  it  never  the  case  for 
Goldman  itself?  \1  "TOP"  «  OLE  Object:  Picture  (Metafile)  »  \1  "TOP" 


Goldman,  Sachs  &  Co . 

85  Broad  Street,  7th  Floor 

New  York,  New  York  10004 

Phone:   212-855-0568 

Fax:  212-902-3925 

anna.leath@gs.com 

Anna  Leath  Goldman 

Executive  Office  Sachs 
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From: 

Sent: 

To: 

Cc: 
Subject: 


Sparks,  Daniel  L 

Monday,  February  12,  2007  7:07  PM 

Ruzika,  Richard;  Viniar,  David;  Montag,  Tom;  Smith,  Sarah;  McMahon,  Bill;  Lee,  Brian-J  (Fl 

Controllers) 

Winkelried,  Jon  (EO  85B30);  Cohn,  Gary  (EO  85B30);  Gasvoda,  Kevin 

Post  today 


(1)  +$20mm  P&L   today. 

Secondary  trading  desk  is  net  short  risk  in  form  of  single  names  and  structured  index  vs 
index  longs  (some  index  shorts  also) .  Large  move  down  again  today  (A  40  bps  wider, 
BBB/BBB-  80  bps  wider) . 

(2)  Possible  significant  upside  in  book. 

The  desk  has  been  moving  single  names  about  1/3  of  what  they  feel  the  correct  correlation 
is  (around  70%) .  The  team  needs  to  work  with  controllers  to  demonstrate  observability.  As 
the  market  has  moved  so  much  one  way,  there  is  the  potential  for  the  book  to  currently 
have  significant  upside  revenue  embedded  in  it. 


(3)  Loan  &  resid  books  flat. 

Loan  and  residual  books  have  been  marking  down  with  movement  of  ABX  hedges 

reviewed  for  quarter  end  process. 


will  be 


(4)  Resi  warehouse  OK.  ^^^» 

All  margin  calls  received.  New  Century  moved  $30mm  off  line  today  to  VBB  and  plans  to 
move  $165mm  off  line  Tuesday  to  ■§,  and  they  claim  we  are  the  only  ones  being  harsh.  M| 
^■i  claims  we  are  the  only  one  margin  calling.  Our  marks  are  appropriate  for  moves  in  the 
market.  More  margin  calls  are  going  out  today. 

(5)  Quarter  end  mark  process. 

We  continue  to  go  through  positions  based  on  market  moves,  loan  performance,  and 
transitioning  positions  to  secondary  desks  (Wednesday)  to  get  set  for  month  end. 
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From:      Bimbaum,  Josh 

Sent:       Thursday,  August  09,  2007  6:10  PM 

To:  Salem,  Deeb 

Subject:  RE:  MarketRisk:  Mortgage  Risk  Report  (cob  08/08/2007) 

meeting  scheduled  for  tuesday 


From:  Salem,  Deeb 

Sent:  Thursday,  August  09,  2007  5:55  PM 

To:  Birnbaum,  Josh 

Subject:  RE:  MarketRisk:  Mortgage  Risk  Report  (cob  08/08/2007) 

i  do  think  that  is  a  real  concern,  how  quickly  can  you  work  with  strats  to  get  them 
to  revise  our  VAR  to  a  more  realistic  number? 


From:  Birnbaum,  Josh 

Sent:  Thursday,  August  09,  2007  5:47  PM 

To:  Salem,  Deeb 

Subject:  RE:  MarketRisk:  Mortgage  Risk  Report  (cob  08/08/2007) 

i  just  asked  b/c  i  saw  the  note  about  mortgages  dropping  back  down  to  a  permanent  limit  of  35mm  (which 
we  are  way  over),  this  would  mark  a  change  of  their  recent  policy  to  just  keep  increasing  out  limit,  makes 
me  a  little  nervous  that  we  may  be  told  to  do  something  stupid. 


From:  Salem,  Deeb 

Sent:  Thursday,  August  09,  2007  5:43  PM 

To:  Birnbaum,  Josh 

Subject:  RE:  MarketRisk:  Mortgage  Risk  Report  (cob  08/08/2007) 

no  heat  over  the  last  2  days... that  said,  im  not  sure  how  aware  he  is  of 
it.  we've  actually  bot  a  decent  amount  of  single  name  protection  this 
week.  300mm  BBB/BBB-  and  50mm  A's 


From:  Birnbaum,  Josh 

Sent:  Thursday,  August  09,  2007  5:38  PM 

To:  Salem,  Deeb 

Subject:  RE:  MarketRisk:  Mortgage  Risk  Report  (cob  08/08/2007) 

good,  was  that  a  "no"  on  the  heat  question? 


From:  Salem,  Deeb 

Sent:  Thursday,  August  09,  2007  5:37  PM 

To:  Birnbaum,  Josh 

Subject:  RE:  MarketRisk:  Mortgage  Risk  Report  (cob  08/08/2007) 

we  have  waved  in  ~120mrtt  in  bbb  and  bbb-  protection  the  last  2 
days,  almost  all  2006  stuff  (tier  1,  2,  and  3). 
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From:  Birnbaum,  Josh 

Sent:  Thursday,  August  09,  2007  5:34  PM 

To:  Salem,  Deeb 

Subject:  FW:  MarketRisk:  Mortgage  Risk  Report  (cob  08/08/2007) 

are  you  getting  any  more  heat  to  cut/cover  risk?  these  VAR  numbers  are 
ludicrous,  btw.  completely  overestimated  for  SPG  trading,  underestimated  for 
other  mortgage  desks. 


From:  Song,  Scarlett 

Sent:  Thursday,  August  09,  2007  3:08  PM 

To:  Montag,  Tom;  Sobel,  Jonathan;  Sparks,  Daniel  L;  McHugh,  John; 

Bohra,  Bunty;  Pouraghabagher,  Cyrus;  Finck,  Greg;  Gasvoda,  Kevin; 

Turok,  Michael;  Brazil,  Alan;  Gallagher,  Timothy  (IB  PBC07);  Buono,  Mark; 

Montag,  Tom;  Lehman,  David  A.;  'Ostrem,  Peter  L';  Rosenblum,  David  J.; 

Birnbaum,  Josh;  Swenson,  Michael;  'Huang,  Leo';  DeGiacinto,  Clayton; 

Egol,  Jonathan;  Nichols,  Matthew;  Nestor,  Genevieve;  Cawthon,  Michael; 

Iqbal,  Farrukh;  Holen,  Margaret;  Kamilla,  Rajiv;  Mahoney,  Justin; 

Weinstein,  Scott;  Resnick,  Mitchell  R;  Gao,  Renyuan;  Bristow,  Andrew; 

DeNatale,  Mark;  Gold,  Erica;  Cannon,  JeanMarie;  Stem,  Matt;  Alexander, 

Lee;  Andrea,  Mireille  N. 

Cc:  Berry,  Robert;  Dinias,  Michael;  Lee,  Brian-J  (FI  Controllers); 

Leventhal,  Robert;  Pantow,  Albert;  Fredman,  Sheara;  Fortunate, 

Salyatore;  Mazumdar,  Sanjay;  Chen,  Benjamin;  gs-mra-mtg 

Subject:  MarketRisk:  Mortgage  Risk  Report  (cob  08/08/2007) 


h 


emporary  MTG  SPG  VaR  limit  of  $11  Omm  expired  on  8/7/2007 


MTG  SPG  is  over  its  permanent  VaR  limit  of  $35  mm 
Resi  Prime  is  over  its  current  stress  test  limit  of  $100mm 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


95% 

VaR  ($MM) 

Desk 

08/08 

08/07 

Limit 

MTG  SPG 

95.0 

97.6 

35 

Stresi 

3  Test 

($MM) 

Desk 

08/08 

08/07 

Limit 

MTG  SPG 

(257) 

(238) 

(650) 

Deriv 

(24) 

(25) 

(30) 

Res  Prime 

(103) 

(104) 

(100) 

Res  Credit 

(108) 

(111) 

(185) 

Credit  Res 

id  (80) 

(80) 

(170) 

SPG  Trading 

180 

194 

(160) 

ABS/MBS  CDO 

(1) 

(1) 

(30) 

Manager 

0 

0 
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From: 
Sent: 
To: 
Subject: 


Montag,  Tom 

Tuesday,  August  21,  2007  8:12  AM 

Cohn,  Gary  (EO  85B30) 

Fw:  Trading  VaR  $165mm 


We  will  get  it  down  have  been  beating  on  him.   Fyi 

Original  Message  

From:  Montag,  Tom 

To:  Sparks,  Daniel  L 

Sent:  Wed  Aug  15  17:00:56  2007 

Subject:  Re:  Trading  VaR  $  165mm 

Of  course  it  is.  When  we  focus  and  push  we  do  better.  That  said  I  agree  we  have  to  choose 
where  to  spend  our  time  and  sometimes  its  on  cbass  and  countrywide  and  not  moving  product. 
By  definition  u  can't  focus  on  everything.  R  u  really  arguing  u  have  been? 

Original  Message  

From:  Sparks,  Daniel  L 

To:  Montag,  Tom 

Sent:  Wed  Aug  15  16:48:21  2007 

Subject:  RE:  Trading  VaR  $  165mm 

We  haven't  taken  a  reserve  hit  yet.  And  I  think  your  comment  about  focus  is  not  correct. 


Original  Message 

From:  Montag,  Tom 

Sent:  Wednesday,  August  15,  2007  4:03  PM 

To:  Sparks,  Daniel  L;  McMahon,  Bill;  Mullen,  Donald 

Subject:  Re:  Trading  VaR  $165mm 

We  just  took  big  reserve  hit  to  cover  bid  offer.  How  can  it  still  be  problem?   Sometimes  u 
have  to  pay  the  price  or  focus.  Didn't  sell  a  single  gsc  bond  for  7  months  until  focus 

Original  Message  

From:  Sparks,  Daniel  L 

To:  McMahon,  Bill;  Montag,  Tom;  Mullen,  Donald 

Sent:  Wed  Aug  15  13:59:45  2007 

Subject:  RE:  Trading  VaR  $  165mm 

Driving  VAR  solely  off  spread  looses  its  accuracy  at  low  dollar  prices.  Trading  team  is 
meeting  with  market  risk  team  to  improve  method,  and  we  are  also  looking  at  what  specific 
trades  would  reduce  the  VAR. 

Original  Message 

From:  McMahon,  Bill 

Sent:  Wednesday,  August  15,  2007  1:55  PM 

To:  Montag,  Tom;  Mullen,  Donald;  Sparks,  Daniel  L 

Subject:  RE:  Trading  VaR  $  165mm 

Volatility  and  correlations  are  driving  the  var  numbers.  We  are  working  on  a  plan  to 
reduce  the  book,  but  liquidity  may  prove  to  be  difficult. 

Original  Message 

From:  Montag,  Tom 

Sent:  Wednesday,  August  15,  2007  1:52  PM 

To:  Mullen,  Donald;  Sparks,  Daniel  L;  McMahon,  Bill 

Subject:  Fw:  Trading  VaR  $ 165mm 


How  do  we  keep  going  up  in  mtg  with  all  the  buybacks  and  sells  of  last  two  weeks? 


What 
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can  we  do  to  lower  it?   To  get  this  down  seems  important  particularly  in  light  of  desire 
to  put  on  even  more  risk 

Original  Message  

From:  Conn,  Gary  (EO  85B30) 

To:  Dinias,  Michael;  Viniar,  David;  Montag,  Tom;  Sherwood,  Michael  S;  Broderick,  Craig; 

Berry,  Robert;  Mullen,  Donald;  Sparks,  Daniel  L;  McMahon,  Bill;  Petersen,  Bruce;  Wilson, 

Edwa  rd 

Sent:  Wed  Aug  15  13:43:10  2007 

Subject:  Re:  Trading  VaR  $165mm 

There  is  no  room  for  debate  -  we  must  get  down  now 

Original  Message  

From:  Dinias,  Michael 

To:  Viniar,  David;  Cohn,  Gary;  Montag,  Tom;  Sherwood,  Michael  S;  Broderick,  Craig;  Berry, 

Robert;  Mullen,  Donald;  Sparks,  Daniel  L;  McMahon,  Bill;  Petersen,  Bruce;  Wilson,  Edward 

(ED,  1NYP/042) 

Sent:  Wed  Aug  15  13:41:22  2007 

Subject:  Trading  VaR  $  165mm 

Trading  VaR  increased  $16mm,  from  $149mm  to  $165mm,  versus  $150mm  limit. 

Mortgage  VaR  increased  $14mm,  from  $96mm  to  $110mm.   Mortgage  risk  increase  was  driven 
almost  entirely  from  wider  spreads /markdowns  on  ABS  CDOs . 

Credit  Trading  VaR  increased  $2mm,  from  $79mm  to  $81mm. 

Credit  Origination  VaR  increased  $lmm,  from  $62mm  to  $63mm. 

Interest  Rate  Product  VaR  now  stands  at  S144mm. 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Berry,  Robert 

Saturday,  February  24,  2007  1 1 :05  AM 

Viniar,  David;  Broderick,  Craig;  McMahon,  Bill 

Dinias,  Michael;  Ng,  Victor  K 

FW:  Mortgage  VaR 


please  see  below. 

'new  prime'  is  the  new  matrix  for  friday  cob  (q/e).  VaR  for  mortgages  would  jump  from  66,8  to  .1.01.2,  firmwide  from 
146.6  to  166.8  (1st  column,  'prod'). 

the  data  we  have  for  the  big  short  in  "a"  is  very  poor,  exacerbating  this  result. 

'test  1'  (2nd  column)  shows  the  impact  of  mapping  "a"  to  "bbb"  scaled  for  volatility,  mortgage  VaR  would  then  be 
92.5. 

'test  2'  and  'test  3'  (3rd  and  4th)  shows  the  impact  of  using  single  name  data  where  we  have  it.  even  this 
"benchmark"  data  is  very  poor  -  marked  approx  1  day  in  3.  the  mortgage  VaR  goes  down  (diversification  and  slightly 
lower  vols)  but.  firmwide  goes  up  (basis),  the  results  are  also  very  sensitive  to  the  names  we  use, 

at  this  point  i  would  recommend  mapping  "a"  to  "bbb"  appropriately  scale,  but  not  using  the  single  name  data, 
resulting  in  firmwide  at  162.0  and  interest  rate  category  at  95.6.  (i.e.  'test  1'). 

we  expect  position  reduction  in  the  past  couple  of  days  to  be  largely  offset  by  further  widening,  (the  basis  point 
volatility  increases  as  the  level  of  the  spread  increases,  increasing  the  risk). 

we  will  perform  the  same  analysis  of  the  various  approaches  with  friday's  positions  and  matrix  asap  on  monday. 


From:  Jha,  Arbind 

Sent:  Friday,  February  23,  2007  7:37  PM 

To:  Berry,  Robert;  Dinias,  Michael;  Ng,  Victor  K 

Cc:  Tolmach,  Vladislav;  McAndrew,  Thomas  R.;  Zhang,  Hui;  Luo,  Fei 

Subject:  Mortgage  VaR 

The  VaR  analysis  below  is  based  on  positions  cob  2/21 .  In  last  two  business  days  including  today,  the  desk  have 
covered  net  ~$1 .3bn  (spread  dv01  $400k/bp)  of  the  shorts  in  BBB/BBB-  sector.  From  VaR  standpoint,  this  positional 
risk  reduction  will  probably  be  offset  by  BBB  and  BBB-  indices  widening  by  200  bps  and  300  bps  respectively  in  last 
two  days. 


From:  Tolmach,  Vladislav 

Sent:  Friday,  February  23,  2007  7:11  PM 

To:  Jha,  Arbind;  McAndrew,  Thomas  R. 

Subject:  FW:  mtg-sec-cds  VaR  (alternative  model) 


Date 

2/21/2007 

Current  Prime 
Prod 

Ilfflllllij 

10  : 

Prod 
Prod 
Prod 
Prod 
Prod 

firmwide 

IR  Product  Category 

mbs-model 

mtg-second 

mtg-sec-cds 

IsMS^ 

-146.62 
-76,89 
-66.80 
-65.89 
-56.17 

Current  Prime 
Test  I 


-144.82 
-79.47 
-68.89 
-68.74 
-59.05 


Current  Prime 
Test  II 


-148.08 
-69.54 
-58.47 
-57.26 
-51.28 


Current  Prime 
Test  III 


-150.26 
-72.37 
-64.79 
-62.48 
-56.43 
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Test  I         Uses  BBB  vector  for  AAA,  AA,  A,  and  BBB  index  benchmarks  (current  prime) 
Test  II        Uses  39  benchmarks  that  even  out  spread  level  distribution  (current  prime) 
Test  III       Uses  32  benchmarks  that  have  35%  remarks  or  higher  (current  prime ) 


New  Prime 
Prod 


New  Prime 
Test  IV 


New  Prime 
TestV 


New  Prime 

iestlll! 


Prod  firmwide 

Prod  IR  Product  Category 

Prod  mbs-model 

Prod  mtg-second 

Prod  mtg-sec-cds 


-166.79 
-105.97 
-101.21 

-98.49. 

-81 .90 


-162.03 
-95.58 
-92.52 
-90.06 
-77.14 


-169.34 
-91.56 
-85.31 
-81 .85 
-65.22 


-168.74 
-93.61 
-83.16 
-81.68 
-68.64 


Test  IV       Uses  BBB  vector  for  AAA,  AA,  A,  and  BBB  index  benchmarks  (new  prime) 
Test  V        Uses  39  benchmarks  that  even  out  spread  level  distribution  (new  prime) 
Test  VI       Uses  32  benchmarks  that  have  35%  remarks  or  higher  (new  prime  ) 
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From:  Primer,  Jeremy 

Sent:  Wednesday,  April  18,  2007  5:38  PM 

To:  Turok,  Michael;  Birnbaum,  Josh 

Subject:  RE:  Resolution  from  the  MRMA  meeting? 

Arbind  feels  more  fully  educated  on  the  issues. 

We  are  expecting  a  slight  decrease  in  VaR  from  the  combination  of  duration  effect  and  IO/duration  cross 
effect. 

For  the  vol  of  spread  returns,  MRMA  came  up  with  the  idea  of  using  the  current  time  series  for  ABX 
spreads,  and  splicing  on  the  new,  lower  spreads,  while  removing  the  one-day  change  that  occurs  the  day 
we  switch  over.  While  this  is  not  bad,  Peng  and  I  think  that  by  modifying  historical  spreads  to  be 
consistent  with  the  model  and  prepayment  change,  we  will  achieve  something  close  to  a  5%  reduction  in 
our  vol  of  spread  returns,  leading  to  a  5%  reduction  in  VaR.  Ren  will  create  such  a  modification  to  the 
series.  He  and  I  will  discuss  this  approach  with  MRMA  asap. 


From:  Turok,  Michael 

Sent:  Wednesday,  April  18,  2007  5:22  PM 

To:  Birnbaum,  Josh;  Primer,  Jeremy 

Subject:  Resolution  from  the  MRMA  meeting? 
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From:  Berry,  Robert 

Sent:  Monday,  April  23,  2007  7:16  PM 

To:  Viniar,  David 

Subject:  Re:  Mortgage  VaR 


We  will  of  course  estimate  and  incorporate  the  impact  on  the  q2  averages.  The  ql  averages 
and  point  in  time  are  fine. 

Original  Message  

From:  Berry,  Robert 

To:  Broderick,  Craig;  McMahon,  Bill;  Viniar,  David 

Sent:  Mon  Apr  23  19:03:29  2007 

Subject:  FW:  Mortgage  VaR 

fyi  '  . 


From:        Jha,  Arbind 
Sent:  Monday,  April  23,  2007  6:18  PM 

To:    Sparks,  Daniel  L;  Swenson,  Michael;  Birnbaum,  Josh;  Lehman,  David  A.; 
Pouraghabagher,  Cyrus;  Turok,  Michael;  Primer,  Jeremy;  Kao,  Kevin  J. 

Cc:    Berry,  Robert;  Dinias,  Michael;  McAndrew,  Thomas  R. ;  Luo,  Fei 
Subject:     Mortgage  VaR 

Dan, 

Starting  cob  last  Friday,  we  have  started  using  the  risk  analytics  for  cash  ABS  and 
CMBS  bonds  from  Strategists  and  this  has  resulted  in  a  ~  $7mm  reduction  in  daily  VaR  for 
Mortgages  -  from  $67mm  to  $60mm. 

Please  note  that  these  cash  positions  previously  had  almost  no  risk  analytics, 
however,  VaR  was  being  approximated  using  a  portfolio  level  estimates  of  duration  and 
spread  levels . 

We  understand  that  Strategists  have  a  plan  to  develop  default  models  for  these  cash 
products,  similar  to  mortgage  synthetics  and  this  will  help  us  further  enhance  our  risk 
measures.  Meanwhile,  we  will  continue  to  work  with  Michael  Turok' s  group  to  refine  our 
current  VaR  calculations  on  other  cash  products  such  as  cash  CDO  and  CDO  Warehouse. 

We  have  also  estimated  the  impact  of  using  above  cash  risk  analytics  as  of  Feb 
quarter  end.  At  Feb '07,  VaR  reduction  at  mortgage  desk  level  would  have  been  close  to 
$3mm,  with  no  material  impact  to  Trading  and  Rates  product  category  VaRs  (see  table  below 
for  QE  analysis) .  The  risk  reducing  effect  of  cash  bonds  has  significantly  increased  since 
the  last  quarter  end,  largely  due  to  the  fact  that  many  of  these  bonds  (RMBS  cash)  have 
been  marked  down  and  have  much  wider  spreads  now  vs.  Feb  month-end,  generating  a  bigger 
long  hedge  credit  for  current  VaR  (dominated  by  synthetic  shorts) . 

«Picture  (Metafile) >> 

Over  the  week  (from  cob  4/13  to  cob  4/20)  Mortgage  desk  VaR  has  come  down  from  $70mm 
to  $60mm:  About  $7mm  of  this  is  attributed  to  the  availability  of  risk  analytics  on  cash 
bonds  as  described  above  and  the  rest  is  roughly  due  to  change  in  prepayment  speeds  for 
single  name  CDS  on  RMBS  subprime  sector. 

Please  let  us  know  if  you  have  any  questions. 

Thanks, 
Arbind 
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From: 

Sent: 

To: 


Subject: 
Attachments: 


Dinias,  Michael 

Tuesday,  August  21 ,  2007  1 :54  PM 

Viniar,  David;  Cohn,  Gary;  Montag,  Tom;  Sherwood,  Michael  S;  Winkelried,  Jon  (EO  85B30); 

Mullen,  Donald;  Salame,  Pablo;  Sparks,  Daniel  L;  Broderick,  Craig;  Berry,  Robert;  McMahon, 

Bill;  Petersen,  Bruce;  Wilson,  Edward 

Trading  VaR  Analysis 

Picture  (Metafile);  Mortgage  VaR  Contribution.pdf;  FW:  Potential  large  subprime  trade  and 
impact  on  Firmwide  VAR 


The  below  table  computes  the  Trading  VaR  impact  of  going  long  credit  risk  via  CDX  Investment  Grade,  CDX  High  Yield, 
Loan  CDX,  and  ABX  BBB.  For  example,  going  long  $1  .Omm/bp  of  ABX  BBB  results  in  $35mm  reduction  in  Trading  VaR 
(from  $167mm  to  $132mm).  Likewise  going  long  $5.3mm/bp  of  CDX  High  Yield  generates  $33mm  decrease  in  Trading 
VaR. 

Its  important  to  note  that  this  analysis  is  based  on  the  current  VaR  model  and  that  the  mortgage  desk  has  questioned  the 
size  of  the  implied  short  exposure  (i.e.,  desk  believes  they  are  less  short  than  implied  by  the  VaR  model).  We  are 
reviewing  the  current  VaR  methodology  with  the  mortgage  traders/strategists  and  assessing  the  impact  of  various 
potential  enhancements  (e.g.,  price  volatility  versus  spread  volatility). 


Trading  VaR  = 

167 

US  CDX  IG 
series  8 

US  CDX  HY100 
series  8 

LCDX 

ABX  BBB  07-1 

Resulting 
Trading  VaR 

Trading 

VaR 
Impact 

Scenario  10 

+$21 .3mm/bp 

142 

-25 

Scenario  11 

+$5.3mm/bp 

135 

-33 

Scenario  12 

+$8.1mm/bp 

143 

-25 

Scenario  13 

+$1  .Omm/bp 

132 

-35 

Scenario  14 

+$4.0mm/bp 

+$4.6mm/bp 

136 

-32 

Scenario  15 

+$10.9mm/bp 

+$7.1mm/bp 

-$6.7mm/bp 

133 

-35 

Scenario  16 

+$7.8mm/bp 

+$7.7mm/bp 

-$8,4mm/bp 

+$0.8mm/bp 

98 

-69 

The  attached  pdf  below  shows  Mortgage  Trading  VaR  broken  down  by  desk  and  the  3  columns  from  the  right  show 
marginal  percentage  contribution  and  total  contribution  to  Firmwide  VaR.  Mortgage  Trading  has  41%  marginal 
contribution  to  Firmwide  VaR  and  adds  $48mm  to  Firmwide  VaR.  This  is  primarily  driven  by  mortgage  shorts  on  the  ABS 
Synthetics  and  Correlation  desks. 

Decreasing  the  long  cash  vs  short  derivative  basis  risk  on  the  Mortgage  desk  would  also  reduce  VaR  (albeit  much  less 
than  decreasing  net  short).  The  significant  long  cash  positions  are  comprised  of  $900mm  RMBS  Suprime  securities  and 
$100mm  CDO  Squared  positions  on  the  ABS  Securities  desk,  $11 5mm  Cash  CDOs  on  the  Correlation  desk,  $320mm 
CDO  Mezz  and  $100mm  CDO  Squared  on  the  ABS/MBS  CDO  Origination  desk.  There  is  also  $250mm  BB/B  bonds  in 
the  Subs  book  on  the  Residential  Prime  desk  and  $8.8B  of  loans/commitments  in  the  Acquisition  Commitments  line. 
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Mortgage  VaR 
Contribution.pdf 

In  separate  email  (attached  below)  the  desk  has  proposed  purchasing  $10B  subprime  AAAs  in  either  cash  or  synthetic 
(ABX)  form.  If  done  in  "synthetic"  form  this  would  result  in  $34mm  reduction  in  Trading  VaR.  However  if  done  in  "cash" 
form  Trading  VaR  would  decrease  $1 1mm.  The  smaller  Trading  VaR  impact  of  cash  is  due  to  the  increase  in  the  long 
cash  vs.  short  derivative  basis  risk. 


FW:  Potential  large 
subprime  t... 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-009742071 


Footnote  Exhibits  -  Page  3824 


From: 
Sent: 
To: 
Subject: 

Attachments: 


Lehman,  David  A. 

Wednesday,  August  22,  2007  9:53  AM 

Creed,  Christopher  J 

FW:  mortgage  var  contribution 

VaR  analysis_08_14_v1  .pdf 


From:  Dinias,  Michael 

Sent:  Thursday,  August  16,  2007  10:05  AM 

To:  McMahon,  Bill;  Sparks,  Daniel  L;  Mullen,  Donald;  Petersen,  Bruce;  Birnbaum,  Josh;  Swenson,  Michael;  Lehman,  David  A. 

Cc:  Berry,  Robert 

Subject:  mortgage  var  contribution 

The  attached  pdf  below  shows  Mortgage  Trading  VaR  broken  down  by  desk  and  the  3  columns  from  the  right  show 
marginal  percentage  contribution  to  Firmwide  VaR  and  impact  on  Firmwide  VaR  if  business  or  individual  desk  was 
removed.  As  requested  we  added  more  detail  under  SPG  Trading. 

Mortgage  Trading  has  53.8%  marginal  contribution  to  Firmwide  VaR  and  removing  the  entire  mortgage  business 
reduces  Firmwide  VaR  by  $53mm  (from  $165mm  to  $11 2mm). 

As  expected  SPG  Trading  desk  dominates  this  risk  with  56%  contribution  and  adds  $49mm  to  Firmwide  VaR.  This  is 
primarily  driven  by  ABS  Synthetics  and  Correlation  book  which  have  the  bulk  of  the  mortgage  shorts. 


VaR 
nalysis_08_14_vl.pi 
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From:      Birnbaum,  Josh 

Sent:  '    Thursday,  August  09,  2007  5:47  PM 

To:  Salem,  Deeb 

Subject:  RE:  MarketRisk:  Mortgage  Risk  Report  (cob  08/08/2007) 

i  just  asked  b/c  i  saw  the  note  about  mortgages  dropping  back  down  to  a  permanent  limit  of  35mm  (which  we  are  way 
over),  this  would  mark  a  change  of  their  recent  policy  to  just  keep  increasing  out  limit,  makes  me  a  little  nervous  that  we 
may  be  told  to  do  something  stupid. 

From:  Salem,  Deeb 

Sent:  Thursday,  August  09,  2007  5:43  PM 

To:  Birnbaum,  Josh 

Subject:  RE:  MarketRisk:  Mortgage  Risk  Report  (cob  08/08/2007) 

no  heat   over  the    last   2   days... that   said,    im  not    sure   how  aware   he    is   of   it.    we've 
actually  bot   a   decent    amount    of    single   name   protection   this   week.    300mm  BBB/BBB-   and 
50mm  A' s 


From:  Birnbaum,  Josh 

Sent:  Thursday,  August  09,  2007  5:38  PM 

To:  Salem,  Deeb 

Subject:  RE:  MarketRisk:  Mortgage  Risk  Report  (cob  08/08/2007) 

good,  was  that  a  "no"  on  the  heat  question? 


From:  Salem,  Deeb 

Sent:  Thursday,  August  09,  2007  5:37  PM 

To:  Birnbaum,  Josh 

Subject:  RE:  MarketRisk:  Mortgage  Risk  Report  (cob  08/08/2007) 

we  have  waved  in  ~120mm  in  bbb  and  bbb-  protection  the  last  2  days,  almost 
all  2006  stuff  (tier  1,  2,  and  3) . 


From:  Birnbaum,  Josh 

Sent:  Thursday,  August  09,  2007  5:34  PM 

To:  Salem,  Deeb 

Subject:  FW:  MarketRisk:  Mortgage  Risk  Report  (cob  08/08/2007) 

are  you  getting  any  more  heat  to  cut/cover  risk?  these  VAR  numbers  are  ludicrous,  btw. 
completely  overestimated  for  SPG  trading,  underestimated  for  other  mortgage  desks. 


From:  Song,  Scarlett 

Sent:  Thursday,  August  09,  2007  3:08  PM 

To:  Montag,  Tom;  Sobel,  Jonathan;  Sparks,  Daniel  L;  McHugh,  John;  Bohra,  Bunty; 

Pouraghabagher,  Cyrus;  Finck,  Greg;  Gasvoda,  Kevin;  Turok,  Michael;  Brazil,  Alan; 

Gallagher,  Timothy  (IB  PBC07);  Buono,  Mark;  Montag,  Tom;  Lehman,  David  A.; 

'Ostrem,  Peter  L';  Rosenblum,  David  J.;  Birnbaum,  Josh;  Swensoh,  Michael;  'Huang, 

Leo';  DeGiacinto,  Clayton;  Egol,  Jonathan;  Nichols,  Matthew;  Nestor,  Genevieve; 

Cawthon,  Michael;  Iqbal,  Farrukh;  Holen,  Margaret;  Kamilla,  Rajiv;  Mahoney,  Justin; 
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Weinstein,  Scott;  Resnick,  Mitchell  R;  Gao,  Renyuan;  Bristow,  Andrew;  DeNatale,  Mark; 
Gold,  Erica;  Cannon,  JeanMarie;  Stern,  Matt;  Alexander,  Lee;  Andrea,  Mireille  N. 
Cc:  Berry,  Robert;  Dinias,  Michael;  Lee,  Brian-J  (FI  Controllers);  Leventhal,  Robert; 
Pantow,  Albert;  Fredman,  Sheara;  Fortunato,  Salvatore;  Mazumdar,  Sanjay;  Chen, 
Benjamin;  gs-mra-mtg 
Subject:  MarketRisk:  Mortgage  Risk  Report  (cob  08/08/2007) 

[Temporary  MTG  SPG  VaR  limit  of  $110mm  expired  on  8/7/2007 

MTG  SPG  is  over  its  permanent  VaR  limit  of  $35  mm 

Resi  Prime  is  over  its  current  stress  test  limit  of  $100mm 

Acquisition  Commitment  is  over  its  current  stress  test  limit  of  $150mm 


95% 

VaR  ($MM) 

Desk 

08/08 

08/07 

Limit 

MTG  SPG 

95.0 

97.6 

35 

Stress  Test 

($MM) 

Desk 

08/08 

08/07 

Limit 

MTG  SPG 

(257) 

(238) 

(650) 

Deriv 

(24) 

(25) 

.(30) 

Res  Prime 

(103) 

(104) 

(100) 

Res  Credit 

(108) 

(111) 

(185) 

Credit  Resi< 

i  (80) 

(80) 

(170) 

Non-Resi  Orig 

4 

4 

(70) 

CRE  Loan 

13 

13 

ABS  Loan 

(10) 

(10) 

SPG  Trading 

180 

194 

(160) 

ABS/MBS  cdo 

(1) 

(1) 

(30) 

Manager 

0 

0 

Commitment 

(204) 

(195) 

(150) 
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From: 

Sent: 

To: 


Subject: 
Attachments: 


Poc,  Francois 

Tuesday,  February  13,  2007  5:50  PM 

Viniar,  David;  Cohn,  Gary  (EO  85B30);  Montag,  Tom;  Sherwood,  Michael  S;  Forst,  Edward 

(FIN  85B030);  Evans,  J.  Michael  (EO  CKC68);  McMahon,  Bill;  Ruzika,  Richard;  Mullen, 

Donald;  Eisler,  Ed;  Sobel,. Jonathan;  Ealet,  Isabelle;  Young,  Paul;  Heller,  Dave  B;  Agus, 

Raanan  A;  Schroeder,  Jeff;  Broderick,  Craig;  Beshel,  Liz;  Berry,  Robert;  Petersen,  Bruce; 

Wilson,  Edward;  Lahey,  Brian;  Lee,  Brian-J  (Fl  Controllers);  Dinias,  Michael;  Pastro,  Al;  Ng, 

Victor  K;  Maretz,  Andy;  Johnson,  Darau 

MarketRisk:  End  of  Day  Summary  -  cob  02/12/2007 


Daily  Trading  Risk  Summary20070212.pdf 
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95%  Product  Category  VaR  ($mm) 


Feb  12 
Trading   128 


Feb  09   %Contr. 
133       100% 


Credit  Scenario  ($mm) 

Feb  12    Feb  09    Limit 
Mortges.    (486)    (4  97J      (800)^ 


The  decrease  in  Trading  VaR  was  mainly  driven  by  reduced  Equity  exposure  in  EPG.  Equity 
raw  delta  across  the  Firm  decreased  from  $12.1bn  to  $11.2bn. 


was  granted  a  temporary 


_VaR  limit  until  cob  02/12/07. 

■0  VaR  limit  until  cob 


f  has  a  temporary 
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fe  VaR  is  over   its 


Bl  VaR  limit. 

Mortgages  VaR  is   over   its    $35mm  limit.  ^^^ 

Mj^ BMW — >  VaR  ^  above   its   VB  limit. 

■Hg|  H|   is   over   its  temporary 


VaR   limit. 
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From:  Jha,  Arbind 

Sent:  Wednesday,  February  14,  2007  7:1 1  PM 

To:  Sparks,  Daniel  L;  Pouraghabagher,  Cyrus;  Turok,  Michael;  Burchard,  Paul;  Iqbal,  Farrukh 

Cc:  Berry,  Robert;  Dinias,  Michael;  Ng,  Victor  K;  Luo,  Fei;  McAndrew,  Thomas  R. 

Subject:  Increase  in  Mortgage  VaR 

MTG  SPG  Desk  VaR  increased  from  $21  mm  to  $48mm  from  cob  Feb  6  to  cob  Feb  13,  driven  primarily  by  SPG  Trading 
desk,  with  the  following  drivers: 

+$14mm  VaR  increase  due  to  increased  market  volatility  and  wider  spreads 

+$8mm  VaR  due  to  increase  in  our  net  short  credit  risk  by  $350k/bp  in  RMBS  Subprime  "BBB-"  sector 

+$5mm  VaR  increase  due  to  an  account  (MTG95943)  not  being  loaded  into  risk  system 


Please  let  us  know  if  you  have  any  questions. 

Thanks, 
Arbind 
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From: 

Sent: 

To: 


Subject: 
Attachments: 


Poc,  Francois 

Wednesday,  February  14,  2007  6:37  PM 

Viniar  David;  Cohn,  Gary  (EO  85B30);  Montag,  Tom;  Sherwood,  Michael  S;  Forst,  Edward 

(FIN  85B030);  Evans,  J.  Michael  (EO  CKC68);  McMahon,  Bill;  Ruzika,  Richard;  Mullen, 

Donald;  Eisler,  Ed;  Sobel,  Jonathan;  Ealet,  Isabelle;  Young,  Paul;  Heller,  Dave  B;  Agus, 

Raanan  A;  Schroeder,  Jeff;  Broderick,  Craig;  Beshel,  Liz;  Berry,  Robert;  Petersen,  Bruce; 

Wilson,  Edward;  Lahey,  Brian;  Lee,  Brian-J  (Fl  Controllers);  Dinias,  Michael;  Pastro,  Al;  Ng, 

Victor  K;  Maretz,  Andy;  Johnson,  Darau 

MarketRisk:  End  of  Day  Summary  -  cob  02/13/2007 

Daily  Trading  Risk  Summary20070213.pdf 
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VaR  has   a  temporary  VM0  limit   until   cob   02/21/07. 
MMMtoHg  has   a  temporary  IMHi  VaR  limit   until   cob 


•02/13/07. 

Mortgages  VaR  is  over  its  $35mm  limit.  Temporary  $50mm  limit  was  granted  until  cob 

02/20/07.  ___  -     ,.  .t 

is  over  its  temporary  «BHP  VaR  limit. 
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From: 

Sent: 

To: 


Subject: 
Attachments'. 


Poc,  Francois 

Tuesday,  February  20,  2007  6:21  PM 

Viniar,  David;  Cohn,  Gary  (EO  85B30);  Montag,  Tom;  Sherwood,  Michael  S;  Forst,  Edward 

(FIN  85B030);  Evans,  J.  Michael  (EO  CKC68);  McMahon,  Bill;  Ruzika,  Richard;  Mullen, 

Donald;  Eisler,  Ed;  Sobel,  Jonathan;  Ealet,  Isabelle;  Young,  Paul;  Heller,  Dave  B;  Agus, 

Raanan  A;  Schroeder,  Jeff;  Broderick,  Craig;  Beshel,  Liz;  Berry,  Robert;  Petersen,  Bruce; 

Wilson,  Edward;  Lahey,  Brian;  Lee,  Brian-J  (Fl  Controllers);  Dinias,  Michael;  Pastro,  Al;  Ng, 

Victor  K;  Maretz,  Andy;  Johnson,  Darau 

MarketRisk:  End  of  Day  Summary  -  cob  02/16/2007 

Daily  Trading  Risk  Summary20070216.pdf 
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The  decrease  in  Trading  VaR  was  mainly  driven  by  reduced  SPI^  exposure  in 
Equity  raw  delta  across  the  Firm  decreased  from  $17.0bn  to  $12.9bn. 


and 


Mortgages  VaR  is  over  its  temporary  $60mm  limit. 


over  its 


VaR  limit. 
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Mortgages  VaR  has  a  temporary  $60mm  limit  until  cob  02/27/07. 

■■(■^■■■^■■W temporary  VMS  limit  until  cob  02/21/07. 


Daily  Trading  Risk 
Summary  2007... 
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From: 

Sent: 

To: 


Subject: 
Attachments: 


Poc,  Francois 

Thursday,  February  22,  2007  6:02  PM 

Viniar,  David;  Conn,  Gary  (EO  85B30);  Montag,  Tom;  Sherwood,  Michael  S;  Forst,  Edward 

(FIN  85B030);  Evans,  J.  Michael  (EO  CKC68);  McMahon,  Bill;  Ruzika,  Richard;  Mullen, 

Donald;  Eisler,  Ed;  Sobel,  Jonathan;  Ealet,  Isabelle;  Young,  Paul;  Heller,  Dave  B;  Agus, 

Raanan  A;  Schroeder,  Jeff;  Broderick,  Craig;  Beshel,  Liz;  Berry,  Robert;  Petersen,  Bruce; 

Wilson,  Edward;  Lahey,  Brian;  Lee,  Brian-J  (Fl  Controllers);  Dinias,  Michael;  Pastro,  Al;  Ng, 

Victor  K;  Maretz,  Andy;  Johnson,  Darau 

MarketRisk:  End  of  Day  Summary  -  cob  02/21/2007 

Daily  Trading  Risk  Summary20070221  .pdf 


95%  VaR    ($mm) 

Feb  21 
Trading   147 
FICC     


fl 

Mortges   67 


Feb  2  0   %Contr. 
147       100% 


63 


16% 
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95%  Product  Category  VaR  ($mm) 


Feb  21 

Trading   147 


Feb  20   %Contr. 
147       100% 


Credit  Scenario  ($mm) 

Feb  21  Feb  20   Limit 
(800) 


Mortges. 


(522) 


mm 

(565) 


Mortgages  VaR  is  over,  its  temporary  $60mm  limit. 
^^^^■^■■■■■iMMg^BHHi  is  over 


VaR  limit . 


Mortgages  VaR  has   a  temporary   $60mm  limit   until   cob   02/27/07.  _,„„  ,„„ 

^^^^^^^^^^^^^^M|ha3   a  temporary  |    piimit   until   cob   02/21/07, 


Permanent  Subcommittee  on  Investigations 
Wall  Street  &  The  Financial  Crisis 
Confidential  Treatment  Requested  by  Goldm  Report  Footnote  #1920 
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Daily  Trading  Risk 
Summary2007... 
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From: 

Sent: 

To: 


Subject: 
Attachments: 


Poc,  Francois 

Monday,  February  26,  2007  8:04  PM 

Viniar,  David;  Cohn,  Gary  (EO  85B30);  Montag,  Tom;  Sherwood,  Michael  S;  Forst,  Edward 

(FIN  85B030);  Evans,  J.  Michael  (EO  CKC68);  McMahon,  Bill;  Ruzika,  Richard;  Mullen, 

Donald;  Eisler,  Ed;  Sobel,  Jonathan;  Ealet,  Isabelle;  Young,  Paul;  Heller,  Dave  B;  Agus, 

Raanan  A;  Schroeder,  Jeff;  Broderick,  Craig;  Beshel,  Liz;  Berry,  Robert;  Petersen,  Bruce; 

Wilson,  Edward;  Lahey,  Brian;  Lee,  Brian-J  (Fl  Controllers);  Dinias,  Michael;  Pastro,  Al;  Ng, 

Victor  K;  Maretz,  Andy;  Johnson,  Darau 

MarketRisk:  End  of  Day  Summary  -  cob  02/23/2007 

Daily  Trading  Risk  Summary20070223.pdf 


95%  VaR    ($mm) 

Feb  23 
Trading   154 
FICC 


Feb  22   %Contr, 
142       100% 
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95%  Product  Category  VaR  ($mm) 

Feb  23     Feb  22   %Contr. 
Trading    154        142        100% 


III 


Credit  Scenario  ($mm) 


Mortges. 


Feb  23  Feb  22   Limit 


(531)     (585)     (800) 

III 


The  increase  in  Trading  VaR  was  mainly  driven  by  Mortgages  and  the  weekly  update  of  our 
Market  data. 


Trading  VaR  is  over  its  $150mm  limit. 

Mortgages  VaR  is  over  its  temporary  $60mm  limit. 

^■■■■■■■■■^■■MMiMHHIl  is   over   its   temporary 


VaR  limit , 
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Mortgages  VaR  has   a  temporary   $60mm   limit   until   cob   02/27/07  . 
MMMHMM^^^^BtfBHBHHMMB  has  a  temporary   ■■§  limit   until  cob  02/28/07. 


Daily  Trading  Risk 
Summary  2007... 


•  =  Redacted  by  the  Permanent 
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From: 

Sent: 

To: 


Subject: 
Attachments: 


Poc,  Francois 

Tuesday,  February  27,  2007  6:55  PM 

Viniar,  David;  Conn,  Gary  (EO  85B30);  Montag,  Tom;  Sherwood,  Michael  S;  Forst,  Edward 

(FIN  85B030);  Evans,  J.  Michael  (EO  CKC68);  McMahon,  Bill;  Ruzika,  Richard;  Mullen, 

Donald;  Eisler,  Ed;  Sobel,  Jonathan;  Ealet,  Isabelle;  Young,  Paul;  Heller,  Dave  B;  Agus, 

Raanan  A;  Schroeder,  Jeff;  Broderick,  Craig;  Beshel,  Liz;  Berry,  Robert;  Petersen,  Bruce; 

Wilson,  Edward;  Lahey,  Brian;  Lee,  Brian-J  (Fl  Controllers);  Dinias,  Michael;  Pastro,  Al;  Ng, 

Victor  K;  Maretz,  Andy;  Johnson,  Darau 

MarketRisk:  End  of  Day  Summary  -  cob  02/26/2007 

Daily  Trading  Risk  Summary20070226.pdf 


95%  VaR    ($mm) 

Feb  2 
Trading 
FICC 


Feb  23    %Contr. 
154        100% 
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95%  Product  Category  VaR  ($mm) 

Feb  26     Feb  23    %Contr. 
Trading   153_       154       100% 


•  mm 


Credit  Scenario  ($mm) 

Feb  26  Feb  23   Limit 
(516)    (531)    (800) 


Trading  VaR  is  over  its  $150mm  limit.  Temporary  limit  of  $165mm  granted  until  cob 
03/07/07.  __^_  _ 

is  over  its  temporary  VHHB  VaR  limit. 


Mortgages  VaR  has  a  temporary  $90mm  limit  until  cob  03/06/07. 
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fMBBWWWBPW  VaR  has   a  temporary   ■■ 
Temporary   limit   extended  to   WMi  until   cob   03/07/07. 


limit  until  cob  02/28/07, 


Daily  Trading  Risk 
Summary  2007... 
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From: 

Sent: 

To: 


Subject: 
Attachments: 


Poc,  Francois 

Wednesday,  February  28,  2007  7:42  PM  o 

Viniar  David;  Conn,  Gary  (EO  85B30);  Montag,  Tom;  Sherwood,  Michael  S;  Forst,  Edward 

(FIN  85B030);  Evans,  J.  Michael  (EO  CKC68);  McMahon,  Bill;  Ruzika,  Richard;  Mullen, 

Donald;  Eisler,  Ed;  Sobel,  Jonathan;  Ealet,  Isabelle;  Young,  Paul;  Heller,  Dave  B;  Agus, 

Raanan  A;  Schroeder,  Jeff;  Broderick,  Craig;  Beshel,  Liz;  Berry,  Robert;  Petersen,  Bruce; 

Wilson,  Edward;  Lahey,  Brian;  Lee,  Brian-J  (Fl  Controllers);  Dinias,  Michael;  Pastro,  Al;  Ng, 

Victor  K;  Maretz,  Andy;  Johnson,  Darau 

MarketRisk:  End  of  Day  Summary  -  cob  02/27/2007 

Daily  Trading  Risk  Summary20070227.pdf 


95%  VaR  ($mm) 

Feb  27 


Trading 
FICC 


144 


Feb  2  6   %Contr. 
153       100% 


95%  Product  Category  VaR  ($mm) 
Feb  27 


Trading   144 


Feb  2  6 
153 


%Contr . 
100% 


■  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Credit  Scenario  ($mm) 

Feb  27  Feb  2  6   Limit. 
(800) 


The  decrease  in  Trading  VaR  was  mainly  driven  by 


limit . 


Trading  VaR  has  a  temporary  $165mm  limit  until  cob  03/07/07. 
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From: 

Sent: 

To: 


Subject: 
Attachments: 


Poc,  Francois 

Thursday,  March  01 ,  2007  6:02  PM 

Viniar  David;  Cohn,  Gary  (EO  85B30);  Montag,  Tom;  Sherwood,  Michael  S;  Forst,  Edward 

(FIN  85B030);  Evans,  J.  Michael  (EO  CKC68);  McMahon,  Bill;  Ruzika,  Richard;  Mullen, 

Donald;  Eisler,  Ed;  Sobel,  Jonathan;  Ealet,  Isabelle;  Young,  Paul;  Heller,  Dave  B;  Agus, 

Raanan  A;  Schroeder,  Jeff;  Broderick,  Craig;  Beshel,  Liz;  Berry,  Robert;  Petersen,  Bruce; 

Wilson,  Edward;  Lahey,  Brian;  Lee,  Brian-J  (Fl  Controllers);  Dinias,  Michael;  Pastro,  Al;  Ng, 

Victor  K;  Maretz,  Andy;  Johnson,  Darau 

MarketRisk:  End  of  Day  Summary  -  cob  02/28/2007 

Daily  Trading  Risk  Summary20070228.pdf 


95%  VaR    ($mm) 

Feb  2i 
Trading 
FICC 


Feb  27   %Contr. 
144       100% 
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95%  Product  Category  VaR  ($mm) 
Feb  28 


Trading   131 


Feb  27 
144 


%Contr. 
100% 


Credit  Scenario  ($mm) 

Feb  2  8  Feb  27   Limit 


Mortges 


(506) 


(516) 


W 


(800) 


The  decrease  in  Trading  VaR  was  mainly  driven  by  Global  IRP  and  Global  Forex. 

Trading  VaR  has  a  temporary  $165mm  limit  until  cob  03/07/07. 

Mortgages  VaR  has  a  temporary  $90mm  limit  until  cob  03/06/07,  m/m/m 

m  Mfhas  a  temporary  |   Blimit  until  cob  03/07/07 
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From:  Winkelried,  Jon  (EO  85B30) 

Sent:  Thursday,  August  16,  2007  7:54  PM 

To:  Sparks,  Daniel  L 

Subject:  Re:  Mort  P&L  explanation 

I  think  you  should  drop  the  micro  manage  theme  in  this  environment 
Sent  from  my  BlackBerry  Wireless  Handheld 

Original  Message  

From:  Sparks,  Daniel  L 

To:  Winkelried,  Jon 

Sent:  Thu  Aug  16  19:03:31  2007 

Subject:  RE:  Mort  P&L  explanation 

I  try,  but  it  is  much  harder  than  you  would  think  with  all  the  things  we  are  dealing  with 
-  completely  dislocated  markets  with  little  price  transparency,  systems/tools  that  are  not 
where  they  should  be,  focused  controllers  (who  I  think  are  doing  a  very  good  job  in  a 
tough  market)  and  many  cooks  in  the  kitchen  who  like  to  micro-manage. 

But  I  hear  the  message. 

Original  Message 

From:  Winkelried,  Jon  (EO  85B30) 

-Senfcj— lEhura  -day^-Augus  t  1-6-r— 2-Q-QJ7— &.--S.3— EM : 

To:  Sparks,  Daniel  L 

Subject:  Re:  Mort  P&L  explanation 


Good  time  to  make  sure  we're  conservative 
Sent  from  my  BlackBerry  Wireless  Handheld 

Original  Message  

From:  Sparks,  Daniel  L 

To:  Winkelried,  Jon 

Sent:  Thu  Aug  16  18:54:37  2007 

Subject:  RE:  Mort  P&L  explanation 

I  feel  fine  -  but  we  will  have  up  and  down  days,  and  we  will  have  adjustments  both  ways. 

Original  Message 

From:  Winkelried,  Jon  (EO  85B30) 

Sent:  Thursday,  August  16,  2007  6:53  PM 

To:  Sparks,  Daniel  L 

Subject:  Re:  Mort  P&L  explanation 

Thanks.   Do  you  still  feel  we  are  being  conservative  with  our  marks 

Sent  from  my  BlackBerry  Wireless  Handheld 

Original  Message  

From:  Sparks,  Daniel  L 

To:  Montag,  Tom;  Sherwood,  Michael  S;  Mullen,  Donald;  McMahon,  Bill;  Salame,  Pablo 

Cc:  Cohn,  Gary;  Winkelried,  Jon;  Viniar,  David 

Sent:  Thu  Aug  16  18:29:28  2007 

Subject:  Mort  P&L  explanation 
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A  number  of  you  have  asked  about  the  +$121mm: 


Large  items: 

Correlation  $+145mm  -  detail  below,  but  94mm  of  it  is  from  correlation  adjustment  in  ABX 
(from  50  to  70%)  as  market  observability  better  recently,  rest  is  from  outright  shorts 
;mhMM|{  with  market  move  Resids/subs  down  $50rtim,  as  we  approach  quarter/month  end 

—  resid  mark  on  alt  a  has  to  come  down  and  valuation  showing  at  least  this  much  (probably 
more  to  come  down)  Single  name  subprime  shorts  vs  ABX  longs  (still  net  short)  +$18mm 

Remaining  things  for  month  end  are  (1)  synthetics  adjustment  to  mid  and  widening  bid/offer 
reserve,  (2)  review  on  resids  and  scratch  and  dent,  and  (3)  normal  controller  review  which 
we  have  started  but  will  require  much  focus  with  the  significant  moves 

Correlation  breakdown: 

—  Up  $94mm  due  to  changes  in  correlation  for  mezz  RMBS  supersenior  trades 
--  Up  MB  Wtf  market  wider 

--Up  ^  Bmarket  wider 

—  Up  S7mm  on  single-name  RMBS  wider 

—  Up  $10mm  on  ABX  prices  lower 


=  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


FICC  Mortgages  -  Daily  P&L  Estimate 

I.  SUMMARY 

TOTAL 
Structured   Products  121,050,000 

-    Resi    Prime/Mtg   Derivs  2,250,000 

fed-tfe 


ABS  L&F 

-  SPG  Trading  158,000,000 

•  -  CDO  /  CLO  4,000,000 

-  Other  Structure  Products 
Europe 

Other  (Advisory,  PFG,  Managers/Other) 
MORTGAGES  121,050,000 

Mortgages  WTD  185,524,003 

Mortgages  MTD  153,739,944 

II.  DETAIL 

Business  Strategy  Desk   Daily  Total   Comments 

STRUCTURED  PRODUCTS 

Mortgage  Derivative  250,000 

Agency  Derivatives  250,000     curve  steeper 

Whole  Loan  Derivs 

MSR 

Residential  Prime  2,000,000 

FHA/VA  -  Primary 
FHA/VA  -  Secondary 
Prime  Hybrid  -  Primary 
Prime  Hybrid  -  Secondary 

Agency  Hybrid  3,000,000     trading 

Prime  Fixed 

Agency  CMO  -  Primary  (1,000,000)      trading 

Agency  CMO  -  Secondary 

Residential  Credit  (43,000,000) 

Scratch  and  Dent 

2 

v  1 :  •    ^ 

Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-01 0680328 


7,000,000 


Subprime 

Alt-A 

2nd  Liens 

Subs  (5,000,000) 

Residuals  -  Scratch  &  Dent 

Residuals  -  Subprime 

Residuals  -  Alt-A        (45,000,000 

Residuals  -  2nd  Liens 


ABX  hedge  movement 
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CRE  Loan  Trading 


CMJV 


ABS  Loans  &  Finance 


158,000,000 

(5,000,000) 


SPG  Trading 

CMBS  Trading 

CRE  CDO 

ABS  Trading         18,000,000 

Property  Derivatives 

Correlation        145,000,000 


CMBS  CDS 
ABS  CDS 
Correlation  Mark  Change,  ABS  CDS,  CMBS  CDS 


-CDO/CL-Q- 


4,000,0-OT- 


ABS  /  MBS  CDO 

GSI  SP  Credit  Warehouse 

US  CLO 

EURO  CLO 

CRE  CDO 

Retained  Principal  Positions 

Tax  Related  Securities 

Non-economic  residuals 
Economic  residuals 

Warehouse  Lending 
Residential 
Commercial 
Asset  Backed 

Syndicate 
ABS 
CMBS 
CDO 
RMBS 

Other 

Total  Structured  Products 

EUROPE 

Acquisition  Finance 

Syndicate 

Trading 

European  CMBS 

Syndicate 
Trading 


4,000,000 


121,050,000 


V 
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Total  Europe 

Total  Advisory 

Total  PFG  JV 

Total  Manager's  Account  /  Other 
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From: 

Sent: 

To: 


Lehman,  David  A. 

Tuesday,  August  28,  2007  9:00  AM 

Sparks,  Daniel  L 


Had  breakfast  with  Montag 

Went  well,  this  was  the  time  we  set  up  to  chat  previously  but  had  been  re-scheduled 

Talked  a  little  bit  about  business,  he  wanted  to  know  how  the  desk  thought  about  him  and  mullen  being  very  involved  - 1 
told  him  we  understood  the  scrutiny  on  the  business  given  the  overall  pressure  on  our  market,  large  P+L  and  risk  swings, 
etc. 

I  did  tell  them  that  continued  clarity  on  what  he  and  Mullen  want  to  see  done  would  be  appreciated,  (i.e.  if  they  want  to 
see  trade  spots  in  resids,  super  senior,  etc,  keep  us  focused  on  that  vs  all  the  other  things  we  have  going  on) 

Told  him  fresh  perspectives  are  appreciated 

I  reiterated  that  while  we  have  had  (and  have)  some  tough  times/positions,  I  objectively  thot  GS  had  done  a  great  job 
dealing  with  its  issues  early  and  righting  the  ship 

Outside  of  that  he  asked  about  my  career,  I  told  him  I  was  very  happy  in  current  role,  interested  in  int'l  @  some  point  to 
the  extent  the  Firm  needs  me  (told  him  Asia  or  Lat  Am  were  most  interesting) 


Goldman,  Sachs  &  Co. 


85  Broad  Street  I  New  York,  NY  10004 

Tel:  212-902-2927  I  Fax:212-493-9681  I  Mob:  917| 

e-mail:  david.lehman@gs.com 


(ktfctrmta 

Sachs 


David  Lehman 

Fixed  Income,  Currency  &  Commodities 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Disclaimer: 

This  material  has  been  prepared  specifically  for  you  by  the  Goldman  Sachs  Fixed  Income  Structured  Product  Group  (SPG)  Trading 
Desk  and  is  not  the  product  of  Fixed  Income  Research.  We  are  not  soliciting  any  action  based  upon  this  material.  Opinions  expressed 
are  our  present  opinions  only.  The  material  is  based  upon  public  information  which  we  consider  reliable,  but  we  do  not  represent 
that  it  is  accurate  or  complete,  and  it  should  not  be  relied  upon  as  such.  Additionally,  the  material  is  based  on  certain  factors  and 
assumptions  as  the  SPG  Trading  Desk  may  in  its  absolute  discretion  have  considered  appropriate.  There  can  be  no  assurance  that 
these  factors  and  assumptions  are  accurate  or  complete,  that  estimated  returns  or  projections  can  be  realized,  or  that  actual  returns  or 
results  will  not  be  materially  different  than  those  presented.  Certain  transactions,  including  those  involving  ABS,  CMBS,  and  CDOs, 
may  give  rise  to  substantial  risk  and  are  not  suitable  for  all  investors.  The  SPG  Trading  Desk  may  have  accumulated  long  or  short 
positions  in,  and  buy  or  sell,  the  securities  that  are  the  basis  of  this  analysis.  The  SPG  Trading  Desk  does  not  undertake  any 
obligation  to  update  this  material. 
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Significant  Risk  Changes: 
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Acquisition  Commitment  scenario  limit  has  been 
Mtg  SPG  desk  Stress  test  temproray  limit  is  $75 
MTG  SPG  desk  VaR  limit  has  been  changed  to 

changed  to  SZ50  until  B721 
0mm  (vs.  permanent  S500mm) 
$110mm  until  6721 
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From: 

Sent: 

To: 

Cc: 

Subject: 

Attachments: 


Mullen,  Donald 

Tuesday,  August  21,  2007  7:47  PM 

Cohn,  Gary  (EO  85B30);  Viniar,  David 

Montag,  Tom 

FW:  MarketRisk:  End  of  Day  Summary  -  cob  8/20/2007 

Daily  Trading  Risk  Summary20070820.pdf 


We  will  have  a  plan  to  reduce  mortgage  var  tomorrow  and  will  begin  executing  immediately 


From:  Walters,  Kristen 

Sent:  Tuesday,  August  21,  2007  7:44  PM 

To:  Viniar,  David;  Cohn,  Gary  (EO  85B30);  Montag,  Tom;  Sherwood,  Michael  S;  Forst,  Edward  (FIN  PBC09);  Evans,  J.  Michael  (EO 

CKC68);  McMahon,  Bill;  Viniar,  David;  Ruzlka,  Richard;  Mullen,  Donald;  Elsler,  Ed;  Sobel,  Jonathan;  Ealet,  Isabelle;  Young,  Paul; 

Heller,  Dave  B;  Agus,  Raanan  A;  Schroeder,  Jeff;  Sparks,  Daniel  L;  Broderick,  Craig;  Beshel,  Liz;  Berry,  Robert;  Petersen,  Bruce; 

Wilson,  Edward;  Lahey,  Brian;  Lee,  Brian-J  (FI  Controllers);  Dinias,  Michael;  Pastro,  Al;  Ng,  Victor  K;  Maretz,  Andy;  Johnson, 

Darau;  Hughes,  Jon  0  (Market  Risk  Management  &  Analysis) 
Cc:  Shaw,  Michael;  Jha,  Arbind;  Kendrick,  Richard;  Rlgueiras,  Geraldo  A.;  Cumming,  Caroline;  Parker,  Grant;  Chodos,  Jason  E.; 

Haar,  Robert;  Yunger,  Dalia  (Kronenberg);  McAndrew,  Thomas  R.;  Walters,  Kristen;  Goh,  Amy 
Subject:  MarketRisk:  End  of  Day  Summary  -  cob  8/20/2007 

Firmwide  VaR  wa's  unchanged  at  $167mm  (versus  a  $150mm  limit)  with  decreased' 
VHHHi  risk  offset  by  increases  in  Mortgages. 

95%  VaR  by  Business  ($mm) 


Trading 
FICC 


20-Aug   17-Aug  %  Contr 
167      167     100% 


103 


97  463 


•  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


95%  VaR  by  Product  Category  ($mm) 


Trading 


20-Aug   17-Aug  %  Contr 
167      167     100% 

ill 


Credit  Scenario  ($MM) 

Current   Prior 


Mortges. 


(315)    (308) 


Limit 
(750) 
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Limit.    EmassRa 

Firmwide  VaR  was   over   its    limit   of   $150mm  at   a   level   of   $167mm. 

MBHHIHHHHlHBHIBHP  scenario  temporary   limit   of 

■I  B|  VaR  limit   oftHI 


(at   a   level   of 


at  a  level  of  I 


Temporary   Limits. 


d  VaR  has   a  temporary   limit   of  H^Hflpuntil   cob   8/29. 
a  temporary  VaR   limit   of  |     Buntil   cob   8/2  9. 


Mortgages   has   a   temporary  VaR  limit   of   $11  Omm  until   cob   8 / 2 9_. 
^■■■■■^■■■^pBlHiHlHHMMBIBlPI  temporary  of  ttHHMl  until   cob   8/29, 

Mortgage   Trading  widening   scenario   has   a  temporary   limit   of   <$750mm>   until    cob   8/2  9. 


Daily  Trading  Risk 
Summary2007... 
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From: 

Sent: 

To: 


Cc: 

Subject: 
Attachments: 


Walters,  Kristen 

Wednesday,  August  29,  2007  3:35  PM 

Viniar,  David;  Cohn,  Gary  (EO  85B30);  Montag,  Tom;  Sherwood,  Michael  S;  Forst,  Edward 

(FIN  PBC09);  Evans,  J.  Michael  (EO  CKC68);  McMahon,  Bill;  Viniar,  David;  Ruzika,  Richard; 

Mullen,  Donald;  Eisler,  Ed;  Sobel,  Jonathan;  Ealet,  Isabelle;  Young,  Paul;  Heller,  Dave  B; 

Agus,  Raanan  A;  Schroeder,  Jeff;  Sparks,  Daniel  L;  Broderick,  Craig;  Beshel,  Liz;  Berry, 

Robert;  Petersen,  Bruce;  Wilson,  Edward;  Lahey,  Brian;  Lee,  Brian-J  (Fl  Controllers);  Dinias, 

Michael;  Pastro,  Al;  Ng,  Victor  K;  Maretz,  Andy;  Johnson,  Darau;  Hughes,  Jon  0  (Market 

Risk  Management  &  Analysis) 

Shaw,  Michael;  Jha,  Arbind;  Kendrick,  Richard;  Filgueiras,  Geraldo  A.;  Cumming,  Caroline; 

Parker,  Grant;  Chodos,  Jason  E.;  Haar,  Robert;  Yunger,  Dalia  (Kronenberg);  McAndrew, 

Thomas  R.;  Walters,  Kristen;  Goh,  Amy 

MarketRisk:  End  of  Day  Summary  -  cob  8/28/2007 

Daily  Trading  Risk  Summary20070828.pdf 


Firmwide  VaR  decreased   $3mm  to   $135mm    (relative   to   a   $150mm  limit) 


95%  VaR  by   Business 
($mm) 


Trading 
FICC 


2  8-Aug       27-Aug  %   Contr 
135  138  100% 


Mortges 


85 


84 


42% 


s   ¥  * 
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95%  VaR  by  Product  Category  ($mm) 


Trading 


2  8-Aug   27-Aug  %  Contr 
135      138     100% 


Credit  Scenario  ($mm) 

28-Aug   27-Aug   Limit 


(398)    (397)    (750) 
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Orign. 


(2,327)   (2,327)   (2,250) 


Limit  Exnfissea 


scenario  temporary  limit  of! 
temporary  VaR  limit  of  Sllll  (at  a  level  of 
■■I  widening  scenario  temporary  limit  of 


level  of 


at  a  level  of 


Temporary  Limits 


■■BBP  VaR  has  a  temporary  limit  of  Mw»  until  cob  8/29. 
has  a  temporary  VaR  limit  of  HH  until  cob  8/29. 


Mortgages  has  a  temporary  VaR  limit  of  $110mm  until  cob  8/29. 
Mortgage  Trading  widening  scenario  has  a  temporary  limit  of  <$750mm>  until  cob  8/2  9. 
"         (has  a  temporary  VaR  limit  of  MB§  (effective  until  9/27). 


Daily  Trading  Risk 
Summary  2007... 
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•A  Contribution  to  Trading  - 
Product  Category 


8/28/07 


Trading  VaR  Summary 
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*A  Contribution  to  Trading  -Business  Unit 


HurittmUnltT.lraUVlalatluayCaranttnbG 
Credit  Origination  V*R  in  $65mra  vs.  a  temporary  limit  oiSSOnun  (effective  until  8/291 
Interest  Rate  Product  Category  ha*  a  temporary  VaR  Undt  of  S150mm  effective  nntfl  cob  8/29 
<^b«iCx^^tPrt>dxi^iia  a  tempore  VaR^a^tolSOQram(t^i^vexirtas/l^) 

GCP  VaR  memoes  an  estimated  adjustment  to  fans;  credit  exposure  nflectmj  valuation  adjustments  in  me  tlobal  bespoke  book 
Mortgages  has  a  temporary  VaR  limit  of  5110mm  (effective  until  8/29) 
Money  Markets  has  a  temporary  VaR  limit  of  Wrnra  (effective  until  9/27) 


Redacted  by  the  Perma  tent 
Subcommittee  on  Investigations 
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8/28/07 


8/28/2007 


Equity;'  Product  yali 
(SMM) 


tquity  Delta 

:':'($MM) 
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(All  values  are  in  Smillions) 


08/28/07 


-Feet 


Egsgwassa  sfei56 


Current 
6/28/2007 


Prior 
8/27/2007 


Last  Quarter 
5/25/2007 


Rolling  12  Month 
Average     1        High       1        Low 


Limit 


Global  Interest  Rate  Products 

Oft 

m 

gH 

H 

**. 

■  ■t 

-  w 

■■■MM1 

mm 

w 

mm 

1MB 

^■v 

Liquid  Mortgage  Products 

(23) 

(36) 

(62) 

(54) 

(152) 

(23) 

(100) 

Mortgage  Trading 

(398) 

(397) 

l_     &08) 

(257) 

(687) 

77 

(750) 

Mortgage  Derivatives 

(28) 

(28) 

(29) 

(23) 

(37) 

(«) 

(30) 

Residential  Prime 

(95) 

(96) 

(92) 

(86). 

(120) 

(51) 

(100) 

Residential  Credit 

(97) 

(97) 

(111) 

(136) 

(194) 

(47) 

(185) 

Credit  Residuals 

(63) 

(63) 

(122) 

(120) 

(160) 

(63) 

(170) 

Non-Resi  Origination 

(41) 

(41) 

(62) 

(32) 

(91) 

59 

(70) 

SPC  Trading 

135 

143 

300 

84 

(132) 

409 

(160) 

ABS/MBS  CDO  Origination 

(U) 

(ID 

(70) 

(44) 

(98) 

8 

(30) 

Acquisition  Commitment 

(261) 

(267) 

(45) 

(179) 

(300) 

(13) 

(250) 

Warehouse 

mm 

■m 

(■ 

Hi 

M 

■n 

MM 

CDO 

0 

0 

0 

(36) 

(104) 

i 

(100) 

Emerging  Markets 


fri 


Credit  Origination:  Loans  &  Hedges 

(2,327) 

(2,327) 

(1,094) 

(U03) 

(2,636) 

(473) 

(2,250) 

Loans 

(2,906) 

(2,906) 

(1,438) 

Hedges 

579 

579 

344 

Syndication 

(1,029) 

(1,029) 

(582) 

(540) 

(1,278) 

(220) 

(700) 

Portfolio 

im 

IZPi 

(27) 

(42) 

(98) 

(17) 

(55) 

Residual  New  Issue 

(58) 

(58) 

(27) 

(29) 

(70) 

<7) 

(40) 

Future  Sale 

(329) 

(329) 

(15) 

(44) 

(342) 

(8) 

Workout 

0 

0 

0 

(0) 

(0) 

0 

(2) 

Bridge  Loan 

(748) 

(748) 

(357) 

(295) 

(846) 

(27) 

(400) 

Liquidity  Commitments 

(12) 

(12). 

3 

(4) 

(44) 

12 

(10) 

Commitment  Letter  Outstanding 

(22) 

(22) 

(80) 

(142) 

(469) 

(22) 

(600) 

Securities 

im 

(681 

(9) 

(13) 

(86) 

6 

(25) 

Notes: 


|For  Credit  Origination:  Impact  indudca  alngle  signature  commltmenta;  Ab»olut<  Fall  *93  Spread  Widening  Impact  1»  S3,063MM 


Confidential  Treatment  Requested  by  Goldman  Sachs 


•  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


COB:  August  28,  2007 


GS  MBS-E-009716464 


Footnote  Exhibits  -  Page  3857 


Redacted  By  The 
Permanent  Subcommittee 


on  Investigations 


GS  MBS-E-009716465 


Footnote  Exhibits  -  Page  3858 


From: 

Sent: 

To: 


Cc: 

Subject: 
Attachments: 


Walters,  Kristen 

Friday,  September  14,  2007  5:14  PM 

Viniar,  David;  Cohn,  Gary  (EO  85B30);  Montag,  Tom;  Sherwood,  Michael  S;  Forst,  Edward 

(FIN  PBC09);  Evans,  J.  Michael  (ED  CKC062);  McMahon,  Bill;  Viniar,  David;  Ruzika, 

Richard;  Mullen,  Donald;  Eisler,  Ed;  Sobel,  Jonathan;  Ealet,  Isabelle;  Young,  Paul;  Heller, 

Dave  B;  Agus,  Raanan  A;  Schroeder,  Jeff;  Sparks,  Daniel  L;  Broderick,  Craig;  Beshel,  Liz; 

Berry,  Robert;  Petersen,  Bruce;  Wilson,  Edward;  Lahey,  Brian;  Lee,  Brian-J  (Fl  Controllers); 

Dinias,  Michael;  Pastro,  Al;  Ng,  Victor  K;  Maretz,  Andy;  Johnson,  Darau;  Hughes,  Jon  O 

(Market  Risk  Management  &  Analysis);  Jammal,  Shahnaz;  Atkinson,  David  J  (Market  Risk 

Management  and  Analysis);  McDade,  lain 

Shaw,  Michael;  Jha,  Arbind;  Kendrick,  Richard;  Filgueiras,  Geraldo  A.;  Cumming,  Caroline; 

Parker,  Grant;  Chodos,  Jason  E.;  Haar,  Robert;  Yunger,  Dalia  (Kronenberg);  McAndrew, 

Thomas  R.;  Walters,  Kristen;  Goh,  Amy 

MarketRisk:  End  of  Day  Summary  -  cob  9/13/2007 

DailyTradingRiskSummary20070913.pdf 


VaR  increased  by   $2mm  to   $144mm   reflecting   an   increase  MflMP  VaR  of    $12mm  as   well   as 
higher  Mortgage  VaR.    Higher  Mortgage  VaR  resulted  in   a  Rate   Product   Category   limit   excess 
($126mm   relative   to   a   limit    of    $125mm) . 

95%  VaR  by  Business    ($mm) 


-Trading- 


FICC 


13-Sep   12-Sep  %  Contr 
144 14_2 100%, 


90 


38% 


III 


>  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


95%  VaR  by  Product  Category  ($mm) 
Trading 


13-Sep   12-Sep  %  Contr 
144      142     100% 


fell 


Credit  Scenario  ($MM) 

13-Sep   12-Sep   Limit 


(389)  (395)  (800) 


•  ■■ 


Permanent  Subcommittee  on  Investigations  | 
Wall  Street  &  The  Financial  Crisis 

Confidential  Treatment  Requested  by  Goldman^^ReporUjootnote#195^^^ 


GS  MBS-E-009714807 


Footnote  Exhibits  -  Page  3859 


Limit  Eyrfissfi.i 


• 


HH0HMI  scenario   temporary   limit   of 
VaR  limit   offlBBB  (at   a   level   off 


at  a  level  of 


Tfimpnrary  Limits    ^^^^ 

MBBlHHHHHBHi  VaR  has    a   temporary   limit   of  MHHB  effective   until   cob 

9/18.         . 

VMlHMIHH^HHHHi  has   a  temporary  VaR  limit   of  MHHQef fective   until   cob   9/11. 
Mortgages   has   a  temporary  VaR  limit   of   $90mm  effective   until   cob    9/18. 
VVHHHi^HHIHHH0    has    temporary    limit:    or?   CBHHH  until    cob    9/28 
Mortgage   Trading  widening   scenario   has   a   temporary   limit   of    <$800mm>   until    9/28. 
~~  ~  '     temporary  VaR  limit   of(BBHj  effective   until    cob    9/27. 


Daily  Trading  Risk 
Summary  2007... 


<  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 
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Footnote  Exhibits  -  Page  3860 


From: 

Sent: 

To: 


Cc: 

Subject: 
Attachments: 


Walters,  Kristen 

Thursday,  September  27,  2007  7:56  PM 

Viniar,  David;  Cohn,  Gary  (EO  85B30);  Montag,  Tom;  Sherwood,  Michael  S;  Forst,  Edward 

(FIN  PBC009);  Evans,  J.  Michael  (ED  CKC068);  McMahon,  Bill;  Viniar,  David;  Ruzika, 

Richard;  Mullen,  Donald;  Eisler,  Ed;  Sobel,  Jonathan;  Ealet,  Isabelle;  Young,  Paul;  Heller, 

Dave  B;  Agus,  Raanan  A;  Schroeder,  Jeff;  Sparks,  Daniel  L;  Broderick,  Craig;  Beshel,  Liz; 

Berry,  Robert;  Petersen,  Bruce;  Wilson,  Edward;  Lahey,  Brian;  Lee,  Brian-J  (Fl  Controllers); 

Dinias,  Michael;  Pastro,  Al;  Ng,  Victor  K;  Maretz,  Andy;  Johnson,  Darau;  Hughes,  Jon  0 

(Market  Risk  Management  &  Analysis);  Jammal,  Shahnaz;  Atkinson,  David  J  (Market  Risk 

Management  and  Analysis);  McDade,  lain 

Shaw,  Michael;  Jha,  Arbind;  Kendrick,  Richard;  Filgueiras,  Geraldo  A.;  Cumming,  Caroline; 

Parker,  Grant;  Chodos,  Jason  E.;  Haar,  Robert;  Yunger,  Dalia  (Kronenberg);  McAndrew, 

Thomas  R.;  Walters,  Kristen;  Goh,  Amy;  Shi,  Chenggang;  Bracco,  Tom 

MarketRisk:  End  of  Day  Summary  -  cob  9/26/2007 

Daily  Trading  Risk  Summary20070926.pdf 


VaR  was    $165mm  relative  to   a  permanent   limit   of   $150mm. 
95%   VaR  by   Business    ($mm) 


2  6-Sep       2  5-Sep  %   Contr 
167  100% 


Trading 

165 

FICC 

^mlUm 

indft 

Mortges 

77 

77  17% 

III 


•  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


95%  VaR  by  Product  Category  ($mm) 


Trading 


26-Sep   25-Sep  %  Contr 
165      167     100% 

111 


Credit  Scenario  ($MM) 

26-Sep   25-Sep   Limit 


(375)     (387)     (800) 


Permanent  Subcommittee  on  Investigations 
Wall  Street  &  The  Financial  Crisis 

Confidential  Treatment  Requested  by  Goldrt Report  Footnote  #1954 


I 


GS  MBS-E-009708872 


Footnote  Exhibits  -Page  3861 


Limit  Excesses 

Firmwide  VaR  exceeded   its  permanent   limit   of    $150mm. 
IBWWW— i VaR  exceeded  its   permanent    limit   of 
IMMB^BBBMm— mgp  exceeded   its   permanent    limit   of 
tBHHHBMBl  M^iiitoifllB    (at   a  level   of   HHHB- 


until   cob    9/28 


Temporary  Limits. 

gMBBHPBWHi  spread  widening  scenario  temporary  limit  of 
0WI  has  a  temporary  VaR  limit  of  lHB§~>  until  cob  10/2 
MMHHMHMl^lp  temporary  VaR  limit  of  4flH0  until  10/2. 
Mortgages  temporary  VaR  limit  of  $90mm  effective  until  cob  10/2^_ 
^    ^^^^     ^temporary  widening  scenario  limit  of 


__  until  cob  9/28 

Mortgage  Trading  widening  scenario  temporary  limit  of  <$800mm>  until  9/28. 

VaR  limit  of  VMS  effective  until  cob  9/27. 


Daily  Trading  Risk 
Summary2007... 


.  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 
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Footnote  Exhibits  -  Page  3862 


From: 

Sent: 

To: 


Cc: 

Subject: 
Attachments: 


Walters,  Kristen 

Wednesday,  October  03,  2007  5:55  PM 

Viniar,  David;  Cohn,  Gary  (EO  85B30);  Montag,  Tom;  Sherwood,  Michael  S;  Forst,  Edward 

(IMD  PBC009);  Evans,  J.  Michael  (ED  CKC068);  McMahon,  Bill;  Viniar,  David;  Ruzika, 

Richard;  Mullen,  Donald;  Eisler,  Ed;  Sobel,  Jonathan;  Ealet,  Isabelle;  Young,  Paul;  Heller, 

Dave  B;  Agus,  Raanan  A;  Schroeder,  Jeff;  Sparks,  Daniel  L;  Broderick,  Craig;  Beshel,  Liz; 

Berry,  Robert;  Petersen,  Bruce;  Wilson,  Edward;  Lahey,  Brian;  Lee,  Brian-J  (Fl  Controllers); 

Dinias,  Michael;  Pastro,  Al;  Ng,  Victor  K;  Maretz,  Andy;  Johnson,  Darau;  Hughes,  Jon  O 

(Market  Risk  Management  &  Analysis);  Jammal,  Shahnaz;  Atkinson,  David  J  (Market  Risk 

Management  and  Analysis);  McDade,  lain 

Shaw,  Michael;  Jha,  Arbind;  Kendrick,  Richard;  Filgueiras,  Geraldo  A.;  Cumming,  Caroline; 

Parker,  Grant;  Chodos,  Jason  E.;  Haar,  Robert;  Yunger,  Dalia  (Kronenberg);  McAndrew, 

Thomas  R.;  Walters,  Kristen;  Goh,  Amy;  Shi,  Chenggang;  Bracco,  Tom 

MarketRisk:  End  of  Day  Summary  -  cob  10/2/2007 

Daily  Trading  Risk  Summary20071 002.pdf 


VaR  decreased  by  $8mm  to  $169mm  (relative  to  a  permanent  limit  of  $150mm).  A  temporary  limit  of  $185mm  was 
granted  and  becomes  effective  for  cob  10/3  through  10/30. 

95%  VaR  by  Business  ($mm) 


Trading 


FICC 


2-Oct    1-Oct  %  Contr 
169      177  .   100% 


•  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


95%  VaR  by  Product  Category  ($mm) 


Trading 


2-Oct    1-Oct  %  Contr 
169      177     100% 

•  II 


Credit  Scenario  ($MM) 

Oct-2    Oct-1    Limit 


Permanent  Subcommittee  on  Investigations 
Wall  Street  &  The  Financial  Crisis 

Confidential  Treatment  Requested  by  Goldmar^^^egor^ootnote#195^ 


on?  I 
sis  I 


GSMBS-E-009717721 


Footnote  Exhibits  -  Page  3863 


Temporary  limit  of 


Limit.  Rvnpssfi.l 

Firmwide  VaR  exceeded  its  limit  of  $150mm.  A  temporary  limit  of  $185mm  becomes  effective 

cob  10/3  through  10/30 

m     ■■mMHHHVVaR  exceeded  its  permanent    limit   of 

^HHMDecome^effectivecob    10/3   through    10/30  ___ 

^ VaR  exceeded   its   permanent    limit   of  MHK    Temporary   limit   of 

becomes   effective   cob   10/3   through   10/30  ^^^^ 

'limit   of  |BH|    (at   a   level    of   «■■§.  ^^^^ 

exceeded  its   temporary  VaR  limit   ofM|.      A  temporary   limit   of  flW  becomes 
effective  cob   10/3   through   10/30. 


until  cob  10/9 


Temporary  Limits 

M|  ■■§  widening  scenario  temporary  limit  of 

^  ^temporary  VaR  limit  of  M|n  until  10/9. 

Mortgages  Temporary  VaR  limit  of  $85mm  effective  until  cob  10/9. 

fe^^mgmM  temporary  widening  scenario  limit  of  ■■■m  until  cob  10/26 
Mortgage  Trading  widening  scenario  temporary  limit  of  <$800mm>  until  10/26. 
""     --"-<••- (temporary  VaR  limit  of  (■■(  effective  until  cob  10/26. 


Daily  Trading  Risk 
Summary  2007... 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 
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Footnote  Exhibits  -  Page  3864 


From: 

Sent: 

To: 


Cc: 

Subject: 
Attachments: 


Walters,  Kristen 

Friday,  October  19,  2007  5:15  PM 

Viniar,  David;  Cohn,  Gary  (EO  85B30);  Montag,  Tom;  Sherwood,  Michael  S;  Forst,  Edward 

(IMD  PBC009);  Evans,  J.  Michael  (ED  CKC068);  McMahon,  Bill;  Viniar,  David;  Ruzika, 

Richard;  Mullen,  Donald;  Eisler,  Ed;  Sobel,  Jonathan;  Ealet,  Isabelle;  Young,  Paul;  Heller, 

Dave  B;  Agus,  Raanan  A;  Schroeder,  Jeff;  Sparks,  Daniel  L;  Broderick,  Craig;  Beshel,  Liz; 

Berry,  Robert;  Petersen,  Bruce;  Wilson,  Edward;  Lahey,  Brian;  Lee,  Brian-J  (Fl  Controllers); 

Dinias,  Michael;  Pastro,  Al;  Ng,  Victor  K;  Maretz,  Andy;  Johnson,  Darau;  Hughes,  Jon  O 

(Market  Risk  Management  &  Analysis);  Jammal,  Shahnaz;  Atkinson,  David  J  (Market  Risk 

Management  and  Analysis);  McDade,  lain 

Shaw,  Michael;  Jha,  Arbind;  Kendrick,  Richard;  Filgueiras,  Geraldo  A.;  Cumming,  Caroline; 

Parker,  Grant;  Chodos,  Jason  E.;  Haar,  Robert;  Yunger,  Dalia  (Kronenberg);  McAndrewj, 

Thomas  R.;  Walters,  Kristen;  Goh,  Amy;  Shi,  Chenggang;  Bracco,  Tom 

MarketRisk:  End  of  Day  Summary  -  cob  10/18/2007 

Daily  Trading  Risk  Sumniary20071018.pdf 


VaR  increased  by  $9mm  to  $1 54mm  driven  by  ^MM  reduced  diversification  benefit.  Mfcad  a  net  reduction  in 
equity  delta,  but  an  increase  in  ^— iexposure  which  increased  VaR.  VflPhad  an  overall  delta  increase  (which 
included  an  increase  in  the  MMBHBBBIM  as  we"  as  a  decrease  in  index  short  delta 


95%  VaR  by  Business  ($mm) 


Trading 
FICC 


18-Oct   17-Oct  %  Contr 
154      145     100% 


74 


74 


14% 


111 

*  #  a 


"^^fy  "«e  Permanent 
_S«bcomm,„ee  on  InveSfigations 


95%  VaR  by  Product  Category  ($mm) 


Trading 


18-Oct   17-Oct  %  Contr 
154      145     100% 

III 


Credit  Scenario  ($MM) 

18-Oct     17-Oct    Limit 


(440)  (800) 


(381)  (440) 

I    ■ 
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Confidential  Treatment  Requested  by  Goldrr  Report  Footnote  #1954 


igations  I 
Crisis  I 


GS  MBS-E-009724040 


Footnote  Exhibits  -  Page  3865 


Limit  Rxrp.ssfiS 


exceeded  its  widening  scenario  limit  of 


at   an   impact   of 


Temporary    Limits 

Firmwide  VaR  has   a   temporary   limit    of    $185mm  through   cob    10/30. 

(VaR  has   a   temporary   limit   of  WB|  through   cob   10/30. 

has   a   temporary   limit    of    ^HM§  through   cob   10/30. 
is   a   temporary  VaR  limit   ofWBl  through   cob    10/30. 

.  _  J^  temporary  VaR  limit   of   BBB|  until    10/30. 

Mortgages   Temporary  VaR  limit   of    $85mm  effective  until   cob   10/30. 

|fHmi|^gm|temporary  widening   scenario    limit   of   ■■^■H  unt^1    cob   10/2  6. 
Mortgage    Trading  widening   scenario   temporary   limit   of    <$800mm>   until    10/26. 
MgmlBMH  VaR   limit   of  MA  effective   until    cob   10/26. 


Daily  Trading  Risk 
Summary  2007... 


■  -  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


itions  I 


Confidential  Treatment  Requested  by  Goldman  Sachs 


GS  MBS-E-009724041 


Footnote  Exhibits  -  Page  3866 


From: 

Sent: 

To: 


Cc: 

Subject: 
Attachments: 


Walters,  Kristen 

Thursday,  December  13,  2007  6:32  PM 

Viniar,  David;  Cohn,  Gary  (EO  85B30);  Montag,  Tom;  Sherwood,  Michael  S;  Evans,  J. 

Michael  (ED  CKC068);  McMahon,  Bill;  Ruzika,  Richard;  Mullen,  Donald;  Eisler,  Ed;  Sobel, 

Jonathan;  Ealet,  Isabelle;  Heller,  Dave  B;  Agus,  Raanan  A;  Sparks,  Daniel  L;  Broderick, 

Craig;  Beshel,  Liz;  Berry,  Robert;  Petersen,  Bruce;  Wilson,  Edward;  Lahey,  Brian;  Lee,  Brian- 

J  (Fl  Controllers);  Dinias,  Michael;  Pastro,  Al;  Ng,  Victor  K;  Maretz,  Andy;  Johnson,  Darau; 

Hughes,  Jon  O  (Market  Risk  Management  &  Analysis);  Jammal,  Shahnaz;  Atkinson,  David  J 

(Market  Risk  Management  and  Analysis);  McDade,  lain 

Shaw,  Michael;  Jha,  Arbind;  Kendrick,  Richard;  Filgueiras,  Geraldo  A.;  Cumming,  Caroline; 

Parker,  Grant;  Chodos,  Jason  E.;  Haar,  Robert;  Yunger,  Dalia  (Kronenberg);  McAndrew, 

Thomas  R.;  Walters,  Kristen;  Goh,  Amy;  Shi,  Chenggang;  Bracco,  Tom;  Chang,  Gary; 

Cannon,  JeanMarie;  Gold,  Erica 

MarketRisk:  End  of  Day  Summary  -  cob  12/12/2007 

Daily  Trading  Risk  Summary20071212.pdf 


Trading  VaR  decreased  $5mm  to  $146mm  (relative  to  a  $165mm  temporary  limit) 

'  and  MMBB/  risk  increased.  

Idelta  was  higher  by  SHU  (across  flf—M  and  j— | . 

Iwere  offset  by  MHWnsk  in  the.  HI  and  MB  businesses  and  ■ 


Firmwide  Limit  Violations 

i  exceeded  its  VaR  limit  of! 


at  a  level  of  I 


Divisional  Limit  Violations 

•      Mortgage  VaR  exceeded  its  temporary  VaR  limit  of  $80mm  at  a  level  of  $81  mm. 

HHHHffVHHHHBi  credit  spread  widening  limits  were  exceeded. 


Daily  Trading  Risk 
Summary2007... 


•  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Permanent  Subcommittee  on  Investigations  I 
Wall  Street  &  The  Financial  Crisis 
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Agenda 


I.  Financial  Performance 

a)  Firmwide 

b)  FICC 

c)  Global  Mortgages 

II.  Compliance 

III.  Business  Initiatives 

IV.  Closing  Remarks 
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Firmwide  Third  Quarter  Earnings 

($  in  Millions,  Except  Per  Share  Amounts) 


Net  Revenues 


Pre-Tax  Earnings 
Net  Earnings 


Diluted  EPS 


ROE 


ROTE 


Book  Value  Per  Share 


%  Change 
3Q07  Versus 
3Q07       2Q07        3Q06         2Q07       3Q06 
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FICC  Business  Unit 

Q3  2007  Revenues  by  Business  Unit  (as  internally  reported) 


($  in  mm) 


Record  quarter,  beating  previous  record  set  in  1Q07 
YTD  07  up  15%  vs  YTD  06 
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3Q07 

3Q07 

YTD07 

vs 

vs 

vs 

2Q07 

3Q06 

YTD06 

+155% 

+183% 

+69% 

+39% 

+19% 

-(28)% 

NM 

NM 

-(14)% 

+47% 

+137% 

+23% 

+106% 

NM 

+57% 

NM 

+152% 

+6% 

-(46)% 

+53% 

+82% 

+84% 

+65% 

+24% 

S  1Q07 


2Q07 


3Q07 


Total  Revenues         +51%         +83% 


+15% 
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Q3  2007  FICC  Competitor  Analysis 

(as  externally  reported) 


($  in  bn) 

$13.0 

$12.0 

$11.0 

$10.0 

$9.0 

$8.0 

$7.0 

$6.0 

$5.0 

$4.0 

$3.0 

$2.0 

$1.0 

$0.0 


GS 

LE 
MS 
BS 


$4.9 
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+45% 
-(44%) 
-(53%) 
-(88%) 


+71% 
-(47%) 
-(39%) 
-(88%) 
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+10% 
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Q3  2007  FICC  Competitor  Analysis 

Write-downs  (Net  of  Hedges) 


($  in  bn) 
Merrill  Lynch 

UBS  AG 

Deutsche  Bank 

Citigroup 

JP  Morgan 

Goldman  Sachs 
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$1.5bn 


Morgan  Stanley 
Lehman  Bros 
Bear  Stearns 


www-www   $09bn 
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BankofAmenca        ^^^^    $1-0bn 
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$0.7bn 


$0.7bn 


$0.0 


$1.0 


$2.0 


$3.0 


$4.0 


$5.0 


Note:  Reported  Goldman  Sachs,  Morgan  Stanley,  Lehman  Bros,  Bear  Steams;  others  based  on  company  expectations,  with  the 
exception  of  JP  Morgan,  and  Bank  of  America  (based  on  study  by  Sanford  Bernstein) 
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Q3  2007  Mortgages  Competitor  Overview 

GS  Mortgages  Outperformance  vs.  Competition 

■  Merrill  Lynch 

■  UBS  AG 

■  Deutsche  Bank 

■  Citigroup 

■  JP  Morgan 

■  Morgan  Stanley 

■  Lehman  Brothers 

■  Bear  Stearns 
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Q3  2007  Global  Mortgages  Revenues 

(Quarterly  Performance) 


($  in  mm) 


Quarterly  Revenues 


Q3  2007  Revenue  Performance 
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Global  Mortgages:  <f>  1 52%  vs.  Q3  2006 


Q3  2007  Performance  Drivers 
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SPG  Trading: 

■  Strong  results  from  trading  long  correlation  and  net 
short  bias 

CDO: 

■  Continued  mark-downs  of  long  positions 
Residential  Credit: 

■  Driven  by  write-downs  across  Sub  Prime  and  Alt-A, 
partially  offset  by  gains  on  short  ABX  positions 

Residential  Prime: 

■  Result  of  deterioration  in  deal  performance  and  the 
lack  of  investor  appetite  for  RMBS 
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Global  Mortgages  Performance 

Tactical  Positioning 

■     The  business  has  taken  proactive  steps  to  position  the  firm  strategically  in  the 
ensuing  mortgage  credit  and  liquidity  crisis 

Timing  Action 

■  Shut  down  residential  mortgage  warehouses 
Q1  2007                                   ■    Reduced  loan  positions 

■  Increased  protection  for  disaster  scenarios 


Q2  2007 


Q2  2007  and  Q3  2007 


Q3  2007  and  Q4  2007 


Shut  down  CDO  warehouses 
Took  significant  mark  to  market  losses 
Reduced  loan  purchases 
Reduced  counterparty  exposure 


Positioned  business  tactically 

-  Shorted  synthetics 

-  Reduced  loan  and  security  purchases 

-  Shorted  CDOs  and  RMBS 

-  Increased  long  correlation  position 

-  Reduced  long  inventory 


Q3  2007  ■    Actively  managed  risk  exposure  to  hedge  funds 


Significant  covering  of  short  positions 
Opportunistically  looking  to  buy  assets 
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Looking  Ahead 

Global  Mortgages  Business  Initiatives 


Litton  Acquisition 

Home  Price  Derivatives 

Brazilian  Mortgage  Business 

European  Residential  Mortgage  Business 

Synthetics  &  Correlation  Trading 

Reverse  Mortgages 
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Closing  Remarks 

Q4  2007 


Finish  Strong 
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From: 
Sent: 
To: 
Subject: 


Horwitz,  Russell 

Tuesday,  November  13,  2007  11:19  AM 

Blankfein,  Lloyd 

Fw:  Goldman  Doesn't  Plan  Significant  Writedown,  CEO  Blankfein  Says 


Original  Message  

From:  Mason,  Deborah 

To:  Horwitz,  Russell 

Cc:  Clareman,  Bart;  Ohmer,  Adrian 

Sent:  Tue  Nov  13  10:58:39  2007 

Subject:  Goldman  Doesn't  Plan  Significant  Writedown,  CEO  Blankfein  Says 

Goldman  Doesn't  Plan  Significant  Writedown,  CEO  Blankfein  Says 
2007-11-13  10:49  (New  York) 

By  Christine  Harper 

Nov.  13  (Bloomberg)  —  Goldman  Sachs  Group  Inc.,  the  biggest  U.S.  securities  firm  by 
market  value,  doesn't  plan  to  take  any  significant  writedowns  on  mortgage-related  assets, 
Chief  Executive  Officer  Lloyd  Blankfein  said  today. 

Blankfein  made  his  comment  in  response  to  a  question  today  at  a  conference  in  New 
York  hosted  by  Merrill  Lynch  &  Co .  He  also  said  the  firm  is  still  betting  that  mortgage- 
backed  securities  and  collateralized  debt  obligations  will  decline  in  value. 

''As  we  said  at  the  end  of  the  third  quarter,  we  continue  to  be  net  short  in  these 
markets,'1  Blankfein  said  in  response  to  a  question  about  the  firm's  position.  ''We  said 
at  that  time  we  continue  to  be  bearish  on  the  sector.  '.' 

Goldman  Sachs  is  on  pace  to  post  its  fourth  consecutive  year  of  record  profit,  even 
as  other  securities  firms  and  banks,  including  Merrill  Lynch  and  Citigroup  Inc.,  have 
written  down  more  than  $45  billion  in  mortgage-related  assets  this  year. 

Blankfein  said  his  firm  has  "a  pretty  good  grip''  on  the  valuation  of  its  so-called 
Level  3  assets,  which  are  the  most  difficult  to  value.  Assets  that  fall  into  the  category 
include  private  equity  and  real  estate  investments,  leveraged  loans  and  mortgage-related 
securities. 

''We're  confident  we  have  a  grip  on  the  valuation  of  these  things, ' '  he  said.      . 
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From: 
Sent: 
To: 
Cc: 

Subject: 


Horwitz,  Russell 

Sunday,  September  23,  2007  9:42  PM 

Blankfein,  Lloyd;  Winkelried,  Jon;  Cohn,  Gary;  Rogers,  John  F.W. 

Becht,  Julie;  Leibowitz,  Michelle;  Whipple,  Ellis;  Jorgensen,  Lissette;  Won,  Una;  Lipnick, 

Allison;  Wilson,  Natasha 

Weekly  Competitor,  EM  and  Regulatory  News  --  Week  Ending  9/21/07 


Weekly  Competitor,  Regulatory  and  EM  News  -  week  ending  Sept  21  2007 

Competitors 

LEH  3Q07:  Net  Rev  $4.3  bn,  EQ  $1 .3  bn  (down  19%  vs  2Q07,  up  64%  vs  3Q06,  YTD07  up  66%),  2nd 

best  ever,  strength  in  cash  and  derivatives,  FICC  $1.1  bn  (down  44%  vs  2Q07,  down  47%  vs  3Q06, 

YTD07down  19%). 

BSC  3Q07:  Net  Rev  $1.3  bn,  EQ  $1 .1  bn  (up  22%  vs  2Q07,  up  45%  vs  3Q06,  YTD07  up  15%),  records 

in  structured  equity  products  and  PB/clearing,  FICC  $0.1  bn  (down  88%  vs  2Q07,  down  88%  vs  3Q06, 

YTD07  down  28%). 

MS  3Q07:  Net  Rev  $8.0  bn,  EQ  $1 .8  bn  (down  21%  vs  2Q07,  up  16%  vs  3Q06,  YTD07  up  28%),  records 

in  derivatives  and  PB,  offset  by  $480M  loss  in  quantitative  strategies,  FICC  $1 .3  bn  (down  53%  vs  2Q07, 

down  39%  vs  3Q06,  YTD07  up  1 0%). 

Writedown  Summary: 

•  Lehman:  $700M:  Loans  and  mortgages,  net  of  hedges 

•  Morgan  Stanley:  $940M:  Loans,  net  of  hedges,  net  of  fees 

•  Bear:  $700M:  $250M  Loans,  net  of  fees,  and  $450M  Mortgages,  net  of  fees  and  hedges 
Fitch  downgraded  its  outlook  for  UBS  from  stable  to  negative,  another  sign  that  investors  believe  the 
worst  of  the  U.S.  subprime-mortgage  crisis  is  yet  to  hit  the  bank. 

Three  years  after  taking  the  top  financial  post  at  Lehman,  Chris  O'Meara  is  shifting  to  become  the  firm's 
global  head  of  risk  management,  and  will  be  succeeded  by  Erin  Callan,  who  currently  runs  the  firm's 
investment-banking  practice  for  hedge  funds. 

Deutsche  Bank  CEO  Josef  Ackerman  said  in  a  television  interview  that  the  bank  will  write  down  the  value 
of  leveraged  loans  and  scale  back  hiring  plans  after  making  "mistakes"  and  "exaggerated  commitments" 
during  the  credit  boom. 

Deutsche  Bank  said  it  has  opened  two  desks  in  Singapore  to  provide  prime  brokerage  and  financing 
services  to  hedge  funds,  joining  Citigroup,  Morgan  Stanley  and  Merrill  Lynch,  which  earlier  this  year  set 
up  their  prime  brokerage  offices  there. 

Merrill  said  it  will  cut  jobs  at  its  First  Franklin  Financial  mortgage  lending  unit,  although  did  not  disclose  the 
number.  Lehman  has  already  cut  more  than  2,000  positions  in  its  mortgage-lending  unit,  and  Bear  about 
240.  An  estimated  50,000  positions  have  been  cut  so  far  this  year  throughout  the  mortgage  industry. 
Nomura  said  it  would  close  its  US  futures  brokerage  as  part  of  a  broader  restructuring  of  operations  in  the 
region  after  the  heavy  mortgage  losses  revealed  this  year.  Nomura  announced  in  July  that  it  would  pull 
out  of  the  residential  mortgage-backed  securities  business  in  the  US. 

Carlyle  Group  is  selling  a  7.5%  stake  to  the  Mubadala  investment  arm  of  the  Abu  Dhabi  government  for 
$1 .35  billion.  The  deal  represents  a  10%  discount  to  a  $20  billion  valuation  on  the  firm.  Mubadala  will  also 
invest  $500  million  in  Carlyle's  latest  flagship  buyout  fund. 

Carlyle  hired  David  Marchick,  a  partner  at  Covington  &  Burling,  as  their  first  global  head  of  regulatory 
affairs. 

Emerging  Markets  /  Other 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Horwitz,  Russell 

Sunday,  October  21 ,  2007  1 :34  PM 

Blankfein,  Lloyd;  Winkelried,  Jon;  Cohn,  Gary;  Rogers,  John  F.W. 

Becht,  Julie;  Jorgensen,  Lissette;  Whipple,  Ellis;  Lipnick,  Allison;  Wilson,  Natasha 

Weekly  Competitor,  EM  &  Regulatory  News  --  Week  Ending  10/19/07 


Weekly  Competitor,  EM  and  Regulatory  News  -  week  Ending  October  19  2007 
Competitors 

•  Citi  3Q07:  Net  Rev  $22.7bn,  EQ  $1  .Obn  (down  35%  vs  2Q07,  up  19%  vs  3Q06,  up  37%  YTD07  vs 
YTD06),  strength  in  cash  and  derivatives  and  doubling  of  equity  finance  revenues,  FICC  $0.7bn  (down 
80%  vs  2Q07,  down  71%  vs  3Q06,  down  4%  YTD07  vs  YTD06).  FICC  includes  $1 .6bn  in  mortgage  write- 
downs, net  of  hedges  and  a  $636mm  loss  in  credit  trading.  In  addition,  $900mm  of  loan  losses,  net  of 
fees,  was  included  in  3Q07  debt  underwriting  revenues  (loss)  of  (-193mm).  On  Wednesday,  Citi  took  the 
unusual  step  of  publicly  denying  the  rumor  that  Chuck  Prince's  resignation  was  imminent. 

•  JPM  3Q07:  Net  Rev  $16.1bn,  EQ  $0.5bn  (down  57%  vs  2Q07,  down  1 8%  vs  3Q06,  up  33%  YTD07  vs 
YTD06),  weaker  trading  results  vs  3Q06,  partially  offset  by  strong  client  revenue  and  $1 50mm  from  CVA. 
FICC  $0.7bn  (down  72%  vs  2Q07,  down  72%  vs  3Q06,  down  14%  YTD07  vs  YTD06).  FICC  includes 

$1 .3bn  in  loan  write-downs,  net  of  fees,  $339mm  in  mortgages  write-downs,  net  of  hedges,  and  gains  of 
$305mm  from  CVA.  Very  weak  credit  trading  performance,  significantly  lower  results  in  commodities  and 
record  performance  in  FX  and  rates. 

•  Bof A  3Q07:  FICC:  loss  of  -$886mm,  comprised  of  Credit  loss  of  -885mm,  Structured  Products  loss  of 
-569mm,  and  Liquid  products  gain  of  568mm.  BofA  signaled  it  could  dramatically  scale  back  its 
investment  banking  division  after  extremely  poor  performance  in  3Q. 

•  Morgan  Stanley  said  it  is  laying  off  about  300  bankers,  traders  and  analysts,  mainly  in  mortgages/other 
asset-backed,  but  also  in  equities  trading  and  investment  banking.  The  bulk  of  the  layoffs  are  in  the  US, 
although  about  75  are  losing  jobs  in  Europe  and  a  handful  in  Asia. 

•  Nomura  said  Monday  it  expected  to  report  a  $622mm  loss  related  to  US  mortgage  business,  in  addition 
to  a  similar-sized  loss  accumulated  over  the  previous  two  quarters  -  bringing  its  subprime-related  losses 
to  $1 .25bn.  Nomura  confirmed  its  plans  to  withdraw  from  the  US  RMBS  market  and  cut  US  headcount 
from  about  1 ,300  at  end  of  March  to  900  people  as  part  of  a  broad  restructuring.  Nomura  said  the 
subprime  hit  would  wipe  out  2Q  profits  (ending  Sept),  dragging  it  to  a  pre-tax  loss  of  between  ($340mm) 
and  ($51 0mm)  for  the  quarter. 

•  Citigroup  said  it  has  secured  funding  through  year  end  for  the  $80bn  in  SIVs  it  manages  after  selling  $20 
billion  in  assets  since  the  midsummer  credit  crunch. 


Morgan  Stanley's  Saxon  Mortgage  Services  will  buy  rights  to  service  home  loans  for  $175  million  from 
NovaStar  Financial  Inc.,  the  subprime  lender  trying  to  survive  a  cash  shortage. 
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From: 
Sent: 
To: 
Subject: 


Birnbaum,  Josh 

Friday,  July  20,  2007  3:10  PM 


RE:  *  ABX  Markets  07-2,  07-1 ,  06-2,  06-1 :  3:00pm 


That   would  have   rocked   for  both  of   us 
Original   Message 


From:    O^I^B^BHWMHl^^^lHBHH^BIHi^^^^^^P 

Sent:  Friday,  July  20,  2007  3:08  PM 

To:  Birnbaum,  Josh 

Subject:  RE:  *  ABX  Markets  07-2,  07-1,  06-2,  06-1:  3:00pm 


of  my  promote  on  a  few  billsky 


You  should  have  moved  to  '■■^HHIB  and  taken! 

Original  Message 

From:  Birnbaum,  Josh  [mailto:josh.birnbaum@gs.com] 

Sent:  Friday,  July  20,  2007  3:08  PM 

To:  Daniel  Loeb 

Subject:  RE:  *  ABX  Markets  07-2,  07-1,  06-2,  06-1:  3:00pm 

I'm  a  wuss  too.   I  have  a  huge  short,  but  I  should  have  done  it  on  the  buy  side. 
Original  Message 

From:   iJ^H^^HHHHBHHHHHHHI 

Sent:  Friday,  July  20,  2007  3:06  PM 

To:  Birnbaum,  Josh 

Subject:  RE:  *  ABX  Markets  07-2,  07-1,  06-2,  06-1:  3:00pm 


Glad  I  had  a  taste  of  it...i  am  a 


If or  not  focusing. 


Original  Message 

From:  Birnbaum,  Josh  [mailto:josh.birnbaum@gs.com] 

Sent:  Friday,  jJuly  20,  2007  3:05  PM 

To:  QHBI^BK) 

Subject:  RE:  *  ABX  Markets  07-2,  07-1,  06-2,  06-1:  3:00pm 

greatest  trade  ever 

Original  Message — — -  ■ 


From:    ttMBflHPHMM  ■■■■§ 

Sent:  Friday,  July  20,  2007  3:02  PM 

To:  Birnbaum,  Josh 

Subject:  RE:  *  ABX  Markets  07-2,  07-1,  06-2,  06-1:  3:00pm 

That's  my  boy,  Joshua... way  to  tend  to  my  markets. 

Original  Message 

From:  Birnbaum,  Josh  [mailto:josh.birnbaum@gs.com] 

Sent:  Friday,  July  20,  2007  3:01  PM 

Subject:  *  ABX  Markets  07-2,  07-1,  06-2,  06-1:  3:00pm 
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ABX. HE. 07-2 

Cpn    | 
SpDur 

AAA        76    | 
5.02 

AA         192     | 
3.88 
A  369    I 


Price  Ch  | 

97-00    /       100-00  -0-26+  | 

94-16    /         97-16         -1-00  | 

77-16    /         81-16  -2-141  | 


Spread  Ch 

136    /       76  +16.5 

334    /    256  +25.8 

989    /    879  +67.2 
1 


Size  | 

25x      25  | 

25x      25  | 

25x      25  I 
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3.63  . 
BBB   500  | 

53-00  / 

57-00 

-1-19+  | 

1854  /  1739 

+46.4  | 

lOx 

10  | 

3.47 

BBB-  500  I 

45-00  / 

49-00 

-3-10+  I 

2099  /  1983 

+96.8  | 

lOx 

10  | 

3.44 

ABX.HE. 07-1 
Cpn  | 

Price 

Ch    I 

Spread 

Ch     | 

Size    I 

SpDur 
AAA     9  | 

94-16  / 

96-16 

-0-301  | 

126  /   84 

+20.0  | 

5  Ox 

50  | 

4.69 

AA     15  | 

87-16  / 

90-16 

-1-301  | 

376  /  290 

+56.1  | 

2  5x 

25  | 

3.46 

A      64  | 

67-00  / 

69-00 

-2-13+  I 

1070  /  1009 

+73.8  I 

25x 

25  | 

3.28 

BBB   224  | 

44-16  / 

46-16 

-2-17  | 

1969  /  1906 

+79.6  | 

lOx 

10  | 

3.18 

BBB-  389  | 

41-16  / 

43-16 

-2-11+  I 

2276  /  2212 

+76.1  | 

lOx 

10  | 

3.1 

ABX.HE. 06-2 
Cpn  | 

Price 

Ch    I 

Spread 

Ch     | 

Size    | 

SpDur 

AAA    11  | 

96-00  / 

98-00 

-0-252  | 

102  /   56 

+17.9  | 

50x 

50  .1 

4.41 

AA     17  | 

90-24  / 

93-24 

-1-056  | 

325  /  225 

+39.3  | 

25x 

25  | 

3 

A      44  | 

74-16  / 

76-16 

-1-296  | 

920  /  852 

+66.3  | 

25x 

25  | 

2.91 

BBB   133  | 

53-00  / 

55-00 

-2-09  | 

1824  /  1752 

+82.0  | 

lOx 

10  | 

2.78 

BBB-  242  | 

46-16  / 

48-16 

-2-16  | 

2216  /  2142 

+92.3  | 

lOx 

10  | 

2.71 

ABX.HE. 06-1 
Cpn  I 

Price 

Ch    I 

Spread 

Ch     | 

Size    | 

SpDur 

AAA    18  | 

98-00  / 

100-00 

-0-073  | 

70  /   18 

+  5.9  | 

50x 

50  | 

3.87 

AA     32  | 

96-00  / 

99-00 

-0-11+  I 

182  7   69 

+13.5  | 

25x 

25  | 

2.67 

A      54  | 

87-08  / 

89-08 

-0-23  I 

566  /  486 

+28.9  | 

25x 

25  | 

2.49 

BBB   154  | 

77-00  / 

79-00 

-1-245 

1124  /  1040 

+74.7 

lOx 

10  | 

2.37 

BBB-  267  | 

68-08  / 

70-08 

-1-243 

1624  /  1538 

+  75.2 

lOx 

10  | 

2.34 

**Spreads  computed  from  prices  using  a  weighted  average  spread  duration  (generated  at  the 
base  Bloomberg  speed)  for  all  20  reference  obligations  in  the  index. 

Not  an  offer,  recommendation,  general  solicitation  or  official  confirmation  of  terms. 
Prepared  by  Research  or  Sales/Trading  personnel  from  generally  available  information 
believed  to  be  reliable.  No  representation  of  accuracy  or  completeness.  Indicated  returns 
not  guaranteed.  Assumption  changes  may  materially  impact  returns. 

Price/availability  subject  to  change  without  notice.  Past  performance  is  not  indicative  of 
future  results.  Goldman  Sachs  may  have  previously  accumulated  long/short  positions  in  any 
subject  investment.  For  UK  purposes,  issued  or  approved  by  GS  International,  which  is 
authorized  and  regulated  by  the  financial  Services  Authority,  but  not  made  available  to 
private  customers 

This  communication  may  contain  privileged  or  confidential  information. 

If  you  are  not  the  intended  recipient,  you  are  hereby  notified  that  you  have  received  this 
message  in  error  and  that  any  review,  dissemination,  distribution  or  copying  of  this 
message  is  strictly  prohibited.  Any  views  or  opinions  presented  are  solely  those  of  the 
author  and  do  not  necessarily  represent  those  of  Third  Point  LLC  or  its  affiliates.  If  you 
have  received  this  communication  in  error,  please  notify  us  immediately  by  email,  and 
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MEMORANDUM 


FOR  INTERNAL  USE  ONLY 


To: 

Chris  Cole 
Michael  Sherwood 
Andy  Chisholm 
Alex  Dibelius 
Ed  Forst 
Richard  Gnodde 
Jon  Sobel 
Ken  Wilson 
Yoel  Zaoui 
David  Solomon 


Craig  Broderick 
Mike  Esposito 
John  Rafter 
Michael  Daffey 
Stefan  Green 
Matthew  Westerman 
Yusuf  Aliredha 
Chris  Barter 
Philip  Holzer 
Todd  Leland 


Cc: 

Christoph  Stanger 
Luigi  Rizzo 
Peter  Kimpel 


Bemhard  Herdes 
Christoph  Hansmeyer 
Tilo  Dresig 


From: 

IBD  Financing 

Raphael  Heynold 
Michael  Poppel 
Jorg  Pietzner 


FICC  Sales 

Christoph  Gugelmann 
Peter  Biendarra 


Credit 

Philip  Kahre 
Martin  Ettl 


Date:  10  August  2007 


Re:  Summary  of  German  Bank  US  Sub  Prime  Exposure 


In  light  of  recent  events  relating  to  Deutsche  Industriebank  AG  ("1KB")  and  press  reports  on 
German  banks'  exposure  to  the  US  sub  prime  mortgage  market,  we  wanted  to  provide 
Goldman  Sachs'  European  and  Financial  Institutions  Management  with  our  understanding  of 
the  current  situation,  related  financial  and  reputational  risks  as  well  as  potential  business 
opportunities. 

Please  note  that  it  is  very  difficult  to  get  a  full  picture  of  the  issues  and  exposures  at  this 
point  as  information  is  not  fully  available.  Our  assessment  is  hence  based  on  conversations 
with  clients,  public  releases  as  well  as  internal  discussions.  It  is  not  meant  to  be  a  complete 
assessment  of  all  the  issues  or  a  recommendation  to  Management. 


Confidential  Treatment  Requested  by  Gold 


Permanent  Subcommittee  on  Investigations  I 

Wall  Street  &  The  Financial  Crisis 

Report  Footnote  #1998 


U'V  ; 


■J 


GS  MBS-E-009994305 


Footnote  Exhibits  -  Page  3888 


I. 


Our  Assessment  of  German  Bank  US  Subprime  Exposures 


None  of  the  German  Banks  have  been  direct  lenders  in  the  US  subprime  Real  Estate  market. 
Any  exposure  which  they  may  have,  will  be  the  result  of  either: 

1.  On-balance  sheet  investments  in  asset-backed  securities  ("ABS")  or  CDOs  of  ABS 
("CDOs") 

2.  Investments  in  ABS  and/or  CDOs  through  off-balance  sheet  investment  vehicles  including 
sponsored  conduits  and  structured  investment  vehicles  ("SIVs") 

3.  Liquidity  lines  provided  by  the  German  banks  to  third  party  investment  vehicles 

A  number  of  German  banks  have  been  significant  investors  in  ABS  and  CDOs  over  the  past 
years.  These  investments  have  either  happened  on  the  bank's  own  balance  sheets  or  trough 
off-balance  sheet  investment  vehicles. 

The  investment  vehicles  have  been  either  set-up  as  conduits  or  as  SIVs  and  have  reached 
significant  sizes  (see  table  below  as  well  as  Appendix).  It  is  our  understanding  that  only  few 
of  the  investment  vehicles  are  being  consolidated  on  the  banks'  balance  sheets, ' 


We  have  outlined  below  our  assessment  of  the  scale  of  ABS  (mortgage)  and  CDO 
exposures  of  the  major  banks  as  well  as  the  size  of  their  conduits  and  liquidity  lines.  The 
assessment  of  their  on-balance  sheet  exposures  is  principally  based  on  publicly  available 
information  as  well  as  discussions  with  our  global  FICC  sales  force. 


■  -  Redacted  by  the  Permanent 
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Overview  of  German  Banks'  Exposure  to  US  Subprime 

Structured  Credit  Investments  (€bn) 


Comments  on  Subprime  Exposure 


Deutsche  Bank 


According  to  press  reports,  Deutsche  dM  not 
comment  on  their  subprime  exposures,  but  said 
since  the  first  signs  of  an  overheated  market  in 
2002  they  had  "strongly  reduced"  their  exposure  to 
subprime. 


Rhineland  Funding  Capital  Corp 


17,923  IOW  (*1  t.6bn).  private  banks  (W.Sbn)      Rhinebridge  pic 


Was  balled  out  by  KfW  and  bank  consortium,  which 
2,400  took  over  liquidity  lines  and  provided  guarantee 
fund. 


Source:  Annual  reports,  press 
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III. 


Our  Understanding  of  the  Issues 


Heavy  Mark-to-Market  losses  on  assets  on-balance  sheet  (including  junior  notes  serving  as 
credit  enhancement  to  conduits)  have  potentially  lead  to  impairment  treatment  of  the  assets, 
requiring  banks  to  mark  them  at  current  low  levels  even  when  currently  treated  as  held-to- 
maturity,  leading  to  substantial  losses  in  the  next  income  statements  if  the  situation  persists 

ABCP  markets  have  dried  out,  leaving  Asset  Backed  Conduits  without  funding  on  CP 
redemption  dates  such  that  the  liquidity  providers  have  to  step  in,  effectively  bringing  the 
assets  in  the  conduit  onto  the  liquidity  provider's  balance  sheet 

—  As  this  transfer  happens  at  par,  this  may,  depending  on  accounting  treatment,  result  in 
an  immediate  Mark-to-Market  loss 

—  The  increase  in  Total  RWAs  on  the  balance  sheet  of  the  liquidity  provider  might  stress 
their  capital  ratios  further 

—  As  liquidity  is  currently  very  tough  to  get  (so  bad  that  the  ECB  had  to  provide  extra 
liquidity  in  open  market  operations  -  €94bn  on  9  August,  €61bn  on  10  August  -while  the 
Fed  gave  $69bn  liquidity  this  week,  up  from  average  weekly  levels  of  $50bn),  the 
drawdown  of  a  liquidity  line  might  also  create  a  liquidity  issue 

—  Irrespective  of  short-term  accounting/consolidation  changes,  we  believe  that  auditors  will 
review  all  conduits/SIVs  closely  at  year  end  and  may  change  their  consolidation  opinion 


IV. 


Goldman  Sachs'  Exposures  to  these  Institutions 


Direct  exposures: 


Counterparty 


T1  Equity 
(€  mm) 


CCE 
($  mm) 


Max.  CPE 
<  6  mths 


Max.  CPE 

>  6  mths     Comments 


f  I   I    I 


t    • 

7  10 


2,106 


GS  calling  for  5mm  collateral 
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Indirect  exposures: 

—  Reputational  issues  as  a  result  of  having  placed  some  assets  with  those  banks  as  well 
as  conservative  bids  on  ABCP 

—  We  understand  from  clients  that  valuation  marks  provided  by  Goldman  Sachs  on  ABS 
are  substantially  lower  than  the  competition's  valuations.  As  a  result,  clients  are  irritated 
by  the  valuation  difference 

V.         Potential  Business  Opportunities 

Providing  asset  and  risk  analysis 

Potentially  source  cheap  ABS  assets  or  engage  in  ABS  block  trades,  but  possibly  also 
source  assets  trading  close  to  par  to  reduce  overall  size  of  assets/liquidity  exposure  for  the 
banks;  ABS  assets  could  be  bought  by  Goldman  Sachs  trading  desks  or  GSAM  Liquidity 
Partners  III 

Offering  alternatives  to  liquidity  for  banks,  might  be  especially  attractive  for  state  backed 
situations  like  1KB  or  West  LB  (grandfathering  of  conduit) 

Recapitalizations  through  capital  raising  or  relief 

Potentially  provide  M&A  and/or  restructuring  advice  to  distressed  banks 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Lehman,  David  A. 

Tuesday,  November  27,  2007  8:12  AM 

Sparks,  Daniel  L 

Williams,  Geoffrey;  Gerst,  David 

FW:  AC  A 


From:  Tourre,  Fabrlce 

Sent:  Monday,  November  26,  2007  4:43  PM 

To:  Sparks,  Daniel  L 

Cc:  Williams,  Geoffrey;  Gerst,  David;  Lehman,  David  A.;  Egol,  Jonathan 

Subject:  ACA 


Dan,  as  mentioned  to  Geoff  and  David,  our  desk  (and  to  my  knowledge,  the  corporate  credit  derivatives  businesses) 
have  never  executed  any  derivatives  trades  with  ACA.  We  have  $2.3mm  notional  of  net  exposure  on  ACA  CDS,  and 
we  have  been  discussing  with  Paul  Huchro  (the  CDS  trader  for  financials)  and  GS  legal  what  would  happen  upon  an 
ACA  bankruptcy  (which  is  the  most  likely  scenario  in  our  opinion).  David  Gerst  or  I  can  give  you  more  color  live  on 
the  credit,  and  next  steps  given  our  CDS  exposure.  Bigger  issue  in  my  view  is  the  fact  that  our  counterparties  for  all 
the  supersenior  trades  we  have  indirectly  executed  with  ACA  (those  counterparties  are  CIBC  and  ABN  Amro)  are 
most  likely  going  to  come  back  to  us  to  ask  us  for  MTM  on  the  trades  they  are  intermediating  -  some  of  these  trades 
have  been  outright  short  trades  for  us,  and  some  of  them  have  been  crosses  for  Paulson. 


Goldman  Sachs  International 

Peterborough  Court  1 133  Fleet  Street  |  London  EC4A  2BB 
Tel:  +44-20-7051-6588  |  Fax:  +1-212-493-0106  |  Cell:  +1-917-! 
Email:  fabrice.tourre@gs.com 

Goldmaft 
Fabrice  Tourre  Sachs 

Structured  Products  Trading 
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This  material  has  been  prepared  specifically  for  you  by  the  Fixed  Income  Trading  Department  and  is  not  the  product  of  Fixed  Income  Research.  We  are 
not  soliciting  any  action  based  upon  this  material.  Opinions  expressed  are  our  present  opinions  only.  The  material  is  based  upon  information  which  we 
consider  reliable,  but  we  do  not  represent  that  H  is  accurate  or  complete,  and  it  should  not  be  relied  upon  as  such.  Certain  transactions,  including  those 
involving  futures,  options  and  high  yield  securities,  give  rise  to  substantial  risk  and  are  not  suitable  for  all  investors.  We,  or  persons  involved  in  the 
preparation  or  issuance  of  this  material,  may  from  time  to  time,  have  long  or  short  positions  in,  and  buy  or  sell,  the  securities,  futures,  options  or  other 
instruments  and  investments  identical  with  or  related  to  those  mentioned  herein.  Goldman  Sachs  does  not  provide  accounting,  tax  or  legal  advice;  such 
matters  should  be  discussed  with  your  advisors  and  or  counsel.  In  addition,  we  mutually  agree  that,  subject  to  applicable  law,  you  may  disclose  any  and 
all  aspects  of  this  material  that  are  necessary  to  support  any  U.S.  federal  income  tax  benefits,  without  Goldman  Sachs  imposing  any  limitation  of  any  kind. 
This  material  has  been  issued  by  Goldman,  Sachs  &  Co.  and  has  been  approved  by  Goldman  Sachs  International,  which  is  regulated  by  The  Financial 
Services  Authority,  in  connection  with  its  distribution  in  the  United  Kingdom  and  by  Goldman  Sachs  Canada  in  connection  with  its  distnbution  in  Canada. 
Further  information  on  any  of  the  securities,  futures  or  options  mentioned  in  this  material  may  be  obtained  upon  request  and  for  this  purpose  persons  in 
Italy  should  contact  Goldman  Sachs  S.I.M.  S.p.A.  in  Milan,  or  at  its  London  branch  office  at  1 33  Fleet  Street. 

This  material  does  not  evidence  or  memorialize  any  agreement  or  legally  binding  commitment  between  any  parties  and  does  not  constitute  a  contract  or 
commitment  to  provide  any  financing  or  underwriting.  Any  financing  or  underwriting  is  subject  in  all  respects  to  internal  credit  approval  at  Goldman  Sachs, 
and  is  subject  to,  among  other  things,  the  completion  of  documentation  in  form  and  substance  satisfactory  to  Goldman  Sachs. 

This  message  may  contain  information  that  is  confidential  or  privileged.  If  you  are  not  the  intended  recipient,  please  advise  the  sender  immediately  and 
delete  the  message.  See  http://www.qs  .com/disclaimer/email  for  further  information  on  confidentiality  and  the  risks  inherent  in  electronic  communication. 

©  Copyright  2006  The  Goldman  Sachs  Group,  Inc.  All  rights  reserved. 

See  rrttpy/www.as.com/disclaimer/email-salesandtradina.html  for  important  risk  disclosure,  conflicts  of  interest  and  other  terms  and  conditions  relating  to 
this  e-mail  and  your  reliance  on  information  contained  in  it.  This  message  may  contain  confidential  or  privileged  information.  If  you  are  not  the  intended 
recipient,  please  advise  us  immediately  and  delete  this  message.  See  htto://www.as.com/disclaimer/email/  for  further  information  on  confidentiality  and 
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From: 
Sent: 
To: 
Subject: 


Sparks,  Daniel  L 

Thursday,  December  07,  2006  7:17  PM 

Montag,  Tom 

RE:  Subprime  volatility 


Not  giving  me  a  hard  time  at  all  -  this  activity  is  the  first  time  mortgage  business  has  had  stress  years,  and  the  stress  is 
real. 

GSC  CDO  was  a  high  grade  ( $1 .5  Billion  AAA/AA/A  structured  products  RMBS/ABS/CMBS/CDO)  -  full  capital  structure 
distribution,  but  we  had  a  few  unsold  positions  -  $31  mm  AA'ss,  $49mm  A's,  $21  mm  BBB'sJ>5mmea£ity^lot 
uncommon,  and  we  take  reserves  against  these  and  keep  marketing.  Senior  debt  went  to^^^~"^""~ 


From:  Montag,  Tom 

Sent:  Thursday,  December  07,  2006  7:09  PM 

To:  Sparks,  Daniel  L 

Subject:  RE:  Subprime  volatility 


-  =  Redacted  by  the  Permanent 
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just  trying  to  learn  not  give  you  a  hard  time-what  is  the  GSC  CDO-underlyer--full  cap  structure?  who 
bought,  manager  etc 


From: 

Sparks,  Daniel  L 

Sent: 

Thursday,  December  07,  2006  7:08  PM 

To: 

Montag,  Tom 

Subject: 

RE:  Subprime  volatility 

Priced  GSC  CDO  -  $7mm  in  profit 

Sold  Alt  A  resid  that  we  had  marked  at  $1  mm  for  $5mm  (I  can  explain  live) 


From:  Montag,  Tom 

Sent:  Thursday,  December  07,  2006  7:02  PM 

To:  Sparks,  Daniel  L 

Subject:  RE:  Subprime  volatility 

yes  but  what  were  the  deals-specifics  please 
thanks 


From:  Sparks,  Daniel  L 

Sent:  Thursday,  December  07,  2006  6:55  PM 

To:  Montag,  Tom 

Cc:  Ruzika,  Richard 

Subject:  RE:  Subprime  volatility 


CDO  and  Alt  A  deals  were  new  issues  that  we  priced  today  (normal  regular  business) 

Other  risk  areas  with  some  relation  to  subprime  loans  are: 
the  loan  book  where  we  but  loans,  securitize  and  sell  them 
the  residual  book  where  we  retain  some  equity  positions  from  securitizations  we  do 
the  loan  warehouse  (detailed  below) 
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our  CDO  warehouse  (rarnp  up  for  deals) 


Likely  fall-out  -  more  originators  close  and  spreads  in  related  sectors  widen  (have  been  one-way  tightening  for  a 
while) 


From: 

Montag,  Tom 

Sent: 

Thursday,  December  07,  2006  6:46  PM 

To: 

Sparks,  Daniel  L 

Cc: 

Ruzika,  Richard 

Subject: 

RE:  Subprlme  volatility 

do  we  have  any  securitized  deals  we  have  been  working  on  over  the  last  month  since  we  closed  last 

one?  are  we  close? 

do  we  have  other  positions  that  "hedge"  this  risk  at  all? 

is  the  rest  of  desk  correlated  to  this  risk  as  well? 

what  were  the  CDO  and  Alt  A  deals? 


From:  Sparks,  Daniel  L 

Sent:  Thursday,  December  07,  2006  6:07  PM 

To:  Montag,  Tom;  Ruzika,  Richard;  Viniar,  David;  McMahon,  Bill 

Cc:  Cohn,  Gary  (EO  85B30) 

Subject:  Subprime  volatility 


Activity  in  ABX  today  started  out  muted,  drifting  a  bit  wider  until  mid-afternoon  when  rumors  went  around  the 
market  about  an  originator  failure  -  MLN.  Market  widened,  then  tightened  as  MLN's  CFO  called  each  dealer 
and  described  situation  (not  closing).  It  felt  like  there  was  some  spill  over  to  swap  spreads. 

ABX/CDS  position  ended  down  around  $9mm  on  the  day;  Mortgage  Department  should  be  net  flat  from  CDO 
and  Alt  A  deals. 

On  ABX  position,  no  size  reduction  today  but  a  few  large  accounts  looking  to  buy  outright  and  in  levered 
form,  and  today  was  spent  getting  them  information  they  needed.  The  large  short  (Paulsen)  seems  like  they 
plan  to  keep  selling  the  index  over  time. 

On  our  mortgage  loan  warehouse,  we  have  $185mm  loan  to  MLN  collateralized  by  mortgages  and  we  are 
making  a  margin  call  to  them  based  on  our  new  loan  mark  from  the  updated  loan  information  they  sent  us 
today  to  true  up  our  margin  cushion  -  right  now  the  cushion  is  0  based  on  new  loan  info,  the  margin  call  will 
be  for  around  $5mm.  MLN's  problem  is  that  they  rolled  out  a  new  Alt  A  product,  messed  up  the  pricing,  and 
did  not  figure  it  out  for  a  week  -  costing  them  probably  $1 5mm. 

Generally,  originators  are  struggling  with  EPDs  (early  payment  defaults)  which  require  them  to  buy  back 
loans  and  take  losses  -  thinly  capitalized  firms  can't  take  much  of  it.  Lower  margins  and  volumes  are  also 
causing  pain.  Ownit  (MMBMHHVttBHHIBHHHI  closed  Monday.  Premiums  for  these  originators 
-  all  of  whom  are  for  sale  -  are  rapidly  falling. 

Our  other  funded  warehouse  lines  are  $287mm  funded  to  Accredited  ($600mm  mkt  cap),  $126MM  TO  New 
Century  ($2BB  mkt  cap),  $80mm  to  LownHome  (GS  equity  investor  in  start-up/good  info/on  Board)  and 
$40mm  to  Senderra  (GS  equity  investor  in  start-up/good  info/on  Board). 

I'm  around  2-2914. 
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Date:     December  13th,  2006 

To:        Firmwide  Risk  Committee 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Re:        December  13 


Minutes 


The  December  13th  Firmwide  Risk  Committee  meeting  commenced  at  7:30am.  The  meeting  was  chaired 
by  David  Viniar  and  Jerry  Gorrigan.    Apologies  were  received  from  Lloyd  Blankfein,  Tom  Montag, 
Craig  Brodcrick,  ■■■■■■£>  MHHHHH,  and  f 

Divisional  Reports 


Confidential  Treatment  Requested  by  Goldmar 


Permanent  Subcommittee  on  Investigations  i 

Wall  Street  &  The  Financial  Crisis 

Report  Footnote  #2010 


GS  MBS-E-009582963 


Footnote  Exhibits  -  Page  3896 


Dan  Sparks 

•  Noted  the  stress  in  the  subprime  market. 

•  Concern  around  '06  subprime  originators  as  two  more  failed  last  week. 

•  Concern  around  early  payment  defaults,  $5BN  in  loans  to  subprime  borrowers,  warehouse  lines 
to  6  subprime  lenders,  and  $16MM  in  '06  residual  positions  and  alt-a  and  subprime  residual 
positions  from  '04-05. 

•  Street  aggressively  putting  back  early  payment  defaults  to  originators  thereby  affecting  the 
originator's  business.    Rumors  around  more  failures  arc  in  the  market. 

•  All  margin  calls  made  by  the  6  subprime  lenders.    Business  more  concerned  with  early  default 
payments  than  warehouse  lenders. 
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From: 
Sent: 
To: 
Subject: 


Sparks,  Daniel  L 

Wednesday,  February  14,  2007  6:33  AM 

Sparks,  Daniel  L . 

Risk 


Over  var  due  to  massive  spike  in  subprime  volatility  and  we  are  working  with  bruce  on 

that. 

Over  limit  on  ere  loan  scenario  list  but  will  correct  next  week  with  large  securitization 

pricing. 

Over  limit  on  cdo  risk  but  that  will  adjust  as  moving  positions  to  desks. 

Bad  week  in  subprime 

collateral  performance  on  loans  was  poor  -  we  took  a  write-down  on  second  lien  deals  and 
on  the  scratch  and  dent  book  last  week 

News  was  bad  -  hsbc.  and  new  century  announcements 

Synthetics  markets  got  hammered  -  around  150  wider 

Trading  desk  had  sold  significant  risk  in  the  form  of  index,  tranced  index,  and  single 
names  -  so  it  has  gotten  on  the  short  side. 

Lag  on  the  pricing  of  single  name  synthetics  vs  the. index,  and  transparency  is  difficult 
with  the  volatility. 

Trading  desk  feels  like  it  is  been  very  conservative  in  the  mark  and  has  significant  work 
to  do  in  getting  transparency,  working,  with  controllers  for  upcoming  quarter  end,  and 
covering  the  single  names. 

Loan  books  are  hedged  with  abx  so  spread  protection  there. 

Residuals  have  abx  also,  but. that  is  much  more  monthly  performance  issue. 

Loan  preformance  will  play  out  for  a  long  time. 

Originators  are  really  in  a  bad  spot.  Thinly  capitalized,  highly  levered,  dealing  with 
significant  loan  put-backs,  some  with  retained  credit  risk  positions,  now  having  trouble 
selling  loans  above  par  when  .it  cost  them  2  points  to  produce. 

.Will  have  to,  and  are,  really  tighten  credit  standards  which  will  cut  volume 
significantly. 

Warehouse  lines  we  have  to  originators  -  we  are  aggressively  marking  there  positions  which 

have  resulted  in  3  things: 

Margin,  calls  -  which  they  have  made 

Clients  moving  loans  to  other  dealers'  lines  Relationship  damage 

What  is  the  next  area  of  contagion. 

Cdo's  -  which  have  been  the  buyer  of  most  single  name  mezz  subprime  risk  for  the  past 

year. 

We  significantly  reduced  our  deal  ramp  up  starting  2  months  ago,  but  we  do  have  warehouse 

risk  and  are  doing  4  things: 

Finding  warehouse  risk  partners 

Combining  business  with  secondary  trading  desk  so  all  risk  housed  and  managed  by  traders 

Buying  protection  on  cdo's  Executing  deals 

Portions  of  the  alt  a  market  -  spending  time  on  it. 
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From: 
Sent: 
To: 
Subject: 


Sparks,  Daniel  L 

Monday,  February  26,  2007  8:32  AM 

Montag,  Tom 

Re:  Questions  you  had  asked 


Roughly  2  bb,  and  they  are  the  deals  to  worry  about.  Focus  is  super-  senior,  which  if  we 
get  done  will  make  them  work 


Original  Message  

From:  Montag,  Tom 

To:  Sparks,  Daniel  L 

Sent:  Mon  Feb  26  07:43:29  2007 

Subject:  RE:  Questions  you  had  asked 

cdo  squared--how  big  and  how  dangerous 

Original  Message 

From:  Sparks,  Daniel  L 

Sent:  Monday,  February  26,  2007  7 : 37  AM 

To:  Montag,  Tom 

Subject:  Re:  Questions  you  had  asked 

Roughly  2  bb  high  grade  deals  and  2  bb  cdo ' s  squared 

In  client  meeting  in  greenwich  and  can  give  more  details  in  hour  and  half 


Original  Message  

From:  Montag,  Tom 

To:  Sparks,  Daniel  L 

Sent:  Mon  Feb  26  07:31:49  2007 

Subject:  Re:  Questions  you  had  asked 

So  what  is  total  of  cdo  warehouse  after  liquidation  by  sector 

Original  Message  

From:  Sparks,  Daniel  L 

To:  Montag,  Tom 

Sent:  Mon  Feb  26  06:47:43  2007 

Subject:  Re:  Questions  you  had  asked 

Still  subprime,  but  only  outright  bbb  subprime  is  in  gsc  deal  we  may  liquidate.  Other 
subprime  in  form  of  a,  aa,  aaa  subprime  and  in  form  of  a-rated  cdo ' s  (greywolf  and  dillon 
read)  .  . 


Original  Message  

From:  Montag,  Tom 

To:  Sparks,  Daniel  L 

Sent:  Sun  Feb  25  22:49:48  2007 

Subject:  Re:  Questions  you  had  asked 

Thanks.  So  no  warehouse  in  subprime?   What  about  greywolf-what  is  in  that 


Original  Message 

From:  Sparks,  Daniel  L 
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To:  Montag,  Tom 

Cc:  Ruzika,  Richard 

Sent:  Sun  Feb  25  20:34:19  2007 

Subject:  Questions  you  had  asked 


Last  week  the  trading  desks  did  the  following: 

(1)  Cover  around  $1.5  billion  single  name  subprime  BBB-  CDS  and  around  $700mm  single  name 
subprime  BBB  CDS.  The  desk  also  net  sold  over  $400mm  BBB-  ABX  index.  Desk  is  net  short, 
but  less  than  before.  Shorts  are  in  senior  tranches  of  indexes  sold  and  in  single  names. 
Plan  is  to  continue  to  trade  from  short  side,  cover  more  single  names  and  sell  BBB-  index 
outright. 

(2)  The  CDO  business  liquidated  3  warehouses  for  deals  of  $530mm  (about  half  risk  was 
subprime  related).  Business  also  began  liquidation  of  $820mm  ^■■■^■■M  -  all 
synthetics  done,  cash  bonds  will  be  sold  in  next  few  days.  One  more  CDO  warehouse  may  be 
liquidated  this  week  -  approximately  $300mm  with  GSC  as  manager.  That  will  leave  us  with  2 
large  CDOs  of  A-rated  CDOs,  2  high  grade  deals  with  limited  subprime  mezz  risk,  and  2 
other  small  warehouses  that  are  on  hold.  Getting  super-senior  done  on  CDOs  is  the  critical 
path,  and  that  is  where  the  focus  is  -  for  the  CDOs  of  CDOs,  NATIXIS  (Paris)  on  Dillion 
Reed  deal  and  Wincap  (London)  on  Greywolf  deal. 
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From: 
Sent: 
To: 
Subject: 


Sparks,  Daniel  L 

Wednesday,  March  07,  2007  7:21  AM 

Sparks,  Daniel  L 

Risk  Comm 


Alt  A  and  mortgage  CDOs  widened 

ABX  over  the  week  tightened  300  bps  on  light  volume 

After  the  close  Friday  3  large  subprime  companies  made  announcements  that  really  has  accelerated  the  meltdown 
Fremont,  Accredited,  New  Century 
Pretty  much  game  over  in  subprime 

Liquidations  are  beginning 

The  street  is  very  exposed  -  put-back  exposure,  warehouse  lines,  servicing  agreements,  loans  on  books,  CDO  ramps 

It  is  going  to  be  very  ugly  for  the  street  for  a  lond  time 

Not  just  mark-to- market,  as  many  things  aren't  marked  or  are  is  dfficult  to  mark  forms 

Also  in  going  forward  business  -  the  subprime  revenue  machine  is  over 

There  will  be  distressed  opportunities  and  trading  opportunities 

We  are  trying  to  close  down  exposures,  doing  from  the  short  side 
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From: 
Sent: 
To: 
Subject: 


\ 


Egol,  Jonathan 

Tuesday,  January  30,  2007  12:15  AM 

Tourre,  Fabrice 

Re:  Finally  got  some  time  to  look  at  P&L 


LDL  tomorrow 

Original  Message  

From:  Tourre,  Fabrice 

To:  Egol,  Jonathan 

Sent:  Mon  Jan  29  23:03:39  2007 

Subject:  Re:  Finally  got  some  time  to  look  at  P&L 

"The  market  is  dead"  ???  Ouahhh,  what  do  you  mean  by  that  ?  Do  you  have  any  insight  I 
don't  ? 


Sent  from  my  BlackBerry  Wireless  Handheld 

Original  Message  

From:  Egol,  Jonathan 

To:  Tourre,  Fabrice;  f icc-mtgcorr-desk 

Sent:  Mon  Jan  29  22:58:14  2007 

Subject:  Re:  Finally  got  some  time  to  look  at  P&L 

I  have  been  supportive  of  taking  down  the  BBB  long  for  some  time.  The  mkt  is  dead. 

Original  Message  

From:  Tourre,  Fabrice 

To:  f icc-mtgcorr-desk 

Sent:  Mon  Jan  29  20:56:45  2007 

Subject:  FW:  Finally  got  some  time  to  look  at  P&L 

Fyi,  Jordan  and  Peng  spent  sometime  looking  at  the  variance.  I  think  this  makes  sense. 

Jordan,  I  am  concerned  about  the  basis  risk  in  our  single  name  book,  can  you  look,  for 
that  day,  at  the  50  names  that  moved  the  most  on  Friday,  and  for  these  50  names,  let  me 
know  what  hedge  we  have  on  (i.e.  the  exact  ABACUS  trade  in  the  95903  book,  as  well  as  its 
DV01  in  95902  and  95903  separately)  that  was  the  P&L  incurred  in  the  combined  95902/95903 
books  and  related  to  these  names  ? 

We  are  long  outright  approx  $250mm  of  ABX. HE. BBB . 06-2,  currently  trading  at  92-20/93-20 
(369/337).  Do  we  like  the  risk  there  ?  ABACUS  04-2  will  help  us  reduce  this  exposure:  we 
are  short  the  5-27%  tranche  ($220mm  notional),  we  might  want  to  use  all  our  allowed 
substitutions  (10%  p. a.  +  reinvestments,  so  a  combined  $150mm  I  guestimate)  to  reinvest 
into  that  index.  In  theory  we  could  use  the  small  triple-B  bucket  we  have  available  in 
ABACUS  05-2,  but  we  have  to  think  about  the  >95  price  constraint  a  little  bit...  The 
alternative  is  for  us  to  switch  the  CDO  bucket  in  ABACUS  04-2,  but  in  that  case  we  should 
think  about  selling  this  ABX  position  if  we  don't  like  it  at  this  price  —  I  am  a  seller 
there,  we  should  take  our  loss  and  move  on. 


From:        Yu,  Peng 

Sent:  Monday,  January  29,  2007  7:12  PM 

To:    Yu,  Peng;  Tourre,  Fabrice;  Kaufman,  Jordan 
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Subject:.    RE:  Finally  got  some  time  to  look  at  P&L 

BTW,  nothing  really  new  here.  It  was  just  as  what  we  expected. 


From:        Yu,  Peng 

Sent:  Monday,  January  29,  2007  7:09  PM 

To:    Tourre,  Fabrice;  Kaufman,  Jordan 

Subject:     Finally  got  some  time  to  look  at  P&L 

Here's  the  breakdown  of  spread  DV01  by  sector,  rating  and  security  type 

Mtg95903     Mtg95902  (Single  Name)   Mtg95902  (Index) 
Subprime  BBB       171,533      -152,437     -105,284 
Subprime  BBB-      134,653      -141,734     -2,618 

So  in  theory,  95903  and  95902  single  names  are  almost  perfectly  hedged  against  parallell 
spread  moves.  But  in  reality,  spreads  were  not  changed  in  parallel  on  Friday,  which 
resulted  in  a  -1.3  mm  for  combined  95903  and  95902  (single  name).  This  is  mostly 
concentrated  in  the  BBB-  space.  I  took  a  brief  look,  some  spreads  blew  out  by  20,  and  some, 
can  jump  by  almost  100! 

Now  the  BBB  index  exposure  of  95902  is  also  a  naked  position.  Assuming  index  moved  by  20 
bps  in  parallel,  the  P&L  should  be  around  2  mm.  IN  reality,  since  spread  didn't  move  in 
parallel,  P&L  was  -  2.4  mm. 

So  the  total  for  95903  and  95902  was  about  -  4  mm.  There 're  two  take-away  points  here: 

*  Index  position  in  95902  is  not  hedged  against  95903 

*  Non-parallel  moves  in  spreads  can  cause  P&L  not  easily  reproducible  by  just  looking 
at  aggregated  DVOls 

Let  me  know  if  anything  doesn't  make  sense  here 
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From:  Egol,  Jonathan 

Sent:  Monday,  January  29,  2007  1 1 :00  PM 

To:  Egol,  Jonathan;  Tourre,  Fabrice;  ficc-mtgcorr-desk 

Subject:  Re:  Finally  got  some  time  to  look  at  P&L 

This  is  not  my  personal  opinion  —  just  a  synopsis  of  the  views  of  the  customers  we  have 
seen  today. 

Original  Message  

From:  Egol,  Jonathan 

To:  Tourre,  Fabrice;  ficc-mtgcorr-desk 

Sent:  Mon  Jan  29  22:58:14  2007 

Subject:  Re:  Finally  got  some  time  to  look  at  P&L 

I  have  been  supportive  of  taking  down  the  BBB  long  for  some  time.  The  mkt  is  dead. 

Original  Message  

From:  Tourre,  Fabrice 

To:  ficc-mtgcorr-desk 

Sent:  Mon  Jan  29  20:56:45  2007 

Subject:  FW:  Finally  got  some  time  to  look  at  P&L 

Fyi,  Jordan  and  Peng  spent  sometime  looking  at  the  variance.  I  think  this  makes  sense. 

Jordan,  I  am  concerned  about  the  basis  risk  in  our  single  name  book,  can  you  look,  for 
that  day,  at  the  50  names  that  moved  the  most  on  Friday,  and  for  these  50  names,  let  me 
know  what  hedge  we  have  on  (i.e.  the  exact  ABACUS  trade  in  the  95903  book,  as  well  as  its 
DV01  in  95902  and  95903  separately)  that  was  the  P&L  incurred  in  the  combined  95902/95903 
books  and  related  to  these  names  ? 

We  are  long  outright  approx  $250mm  of  ABX. HE. BBB. 06-2,  currently  trading  at  92-20/93-20 
(369/337).  Do  we  like  the  risk  there  ?  ABACUS  04-2  will  help  us  reduce  this  exposure:  we 
are  short  the  5-27%  tranche  ($220mm  notional),  we  might  want  to  use  all  our  allowed 
substitutions  (10%  p. a.  +  reinvestments,  so  a  combined  $150mm  I  guestimate)  to  reinvest 
into  that  index.  In  theory  we  could  use  the  small  triple-B  bucket  we  have  available  in 
ABACUS  05-2,  but  we  have  to  think  about  the  >95  price  constraint  a  little  bit...  The  ' 
alternative  is  for  us  to  switch  the  CDO  bucket  in  ABACUS  04-2,  but  in  that  case  we  should 
think  about  selling  this  ABX  position  if  we  don't  like  it  at  this  price  —  I  am  a  seller 
there,  we  should  take  our  loss  and  move  on. 


From:        Yu,  Peng 

Sent:  Monday,  January  29,  2007  7:12  PM 

To:    Yu,  Peng;  Tourre,  Fabrice;  Kaufman,  Jordan 

Subject:     RE:  Finally  got  some  time  to  look  at  P&L 

BTW,  nothing  really  new  here.  It  was  just  as  what  we  expected. 


From:        Yu,  Peng 

Sent:  Monday,  January  29,  2007  7:09  PM 

To:    Tourre,  Fabrice;  Kaufman,  Jordan 

Subject:     Finally  got  some  time  to  look  at  P&L 


Here's  the  breakdown  of  spread  DV01  by  sector,  rating  and  security  type 

Mtg95903     Mtg95902  (Single  Name)   Mtg95902  (Index) 
Subprime  BBB       171,533      -152,437     -105,284 
Subprime  BBB-     134,653     -141,734     -2,618 
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So  in  theory,  95903  and  95902  single  names  are  almost  perfectly  hedged  against  parallell 
spread  moves.  But  in  reality,  spreads  were  not  changed  in  parallel  on  Friday,  which 
resulted  in  a  -1.3  mm  for  combined  95903  and  95902  (single  name).  This  is  mostly 
concentrated  in  the  BBB-  space.  I  took  a  brief  look,  some  spreads  blew  out  by  20,  and  some 
can  jump  by  almost  100! 

Now  the  BBB  index  exposure  of  95902  is  also  a  naked  position.  Assuming  index  moved  by  20 
bps  in  parallel,  the  P&L  should  be  around  2  mm.  IN  reality,  since  spread  didn't  move  in 
parallel,  P&L  was  -  2.4  mm. 

So  the  total  for  95903  and  95902  was  about  -  4  mm.  There ' re  two  take-away  points  here: 

*  Index  position  in  95902  is  not  hedged  against  95903 

*  Non-parallel  moves  in  spreads  can  cause  P&L  not  easily  reproducible  by  just  looking 
at  aggregated  DVOls 

Let  me  know  if  anything  doesn't  make  sense  here 
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From: 
Sent: 
To: 
Subject: 


Egol,  Jonathan 

Sunday,  February  1 1 ,  2007  7:47  PM 

Tourre,  Fabrice 

Re:  Index  Tranche  Pricing  Study-  08Feb07.xls 


I    actually  heard   from  a   customer   they   are  blowing   up   on   the    resi    side 


=  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Original  Message  

From:  Tourre,  Fabrice 

To:  Egol,  Jonathan 

Sent:  Sun  Feb  11  18:57:55  2007 

Subject:  RE:  Index  Tranche  Pricing  Study  -  08Feb07.xls 

I  have  color  frcmOMHt  1    am  actually  very  impressed  with  these  guys,  how  diligently 
they  have  been  operating  this  business,  little  to  no  retained  positions,  no  CDCT2  in  the 
pipeline,  they  are  definitely  on  the  smart  side.  And  they  are  still  placing  mezz  deals. 

Original  Message 

From:  Egol,  Jonathan 

Sent:  Sunday,  February  11,  2007  6:56  PM 

To:  Tourre,  Fabrice 

Subject:  Re:  Index  Tranche  Pricing  Study  -  08Feb07.xls 

You  know  I  love  it  all  I'm  saying  is  the  cdo  biz  is  dead  we  don't  have  a  lot  of  time  left 


Original  Message  

From:  Tourre,  Fabrice 

To:  Egol,  Jonathan 

Sent:  Sun  Feb  11  18:55:10  2007 

Subject:  RE:  Index  Tranche  Pricing  Study  -  08Feb07.xls 

Don't  think  the  Paulson  trade  is  dead.  Supersenior  pretty  much  done  with  ACA,  AAAs  could 
be  placed  in  2  shots,  this  is  sufficient.  Remember  we  make  $$$  per  tranche  placed. . . 

Original  Message 

From:  Egol,  Jonathan 

Sent:  Sunday,  February  11,  2007  6:54  PM 

To:  Tourre,  Fabrice 

Subject:  Re:  Index  Tranche  Pricing  Study  -08Feb07.xls 


Sure.  As  long  as  you  realize  the  paulson  trade  may 
is  baa2  it  may  still  have  a  decent  shot) . 


also  already  be  dead  (although  given  it 


Original  Message  

From:  Tourre,  Fabrice 

To:  Egol,  Jonathan 

Sent:  Sun  Feb  11  18:52:47  2007 

Subject:  RE:  Index  Tranche  Pricing  Study  -  08Feb07.xls 

I  hear  you.  I  agree  on  the  single-As.  Only  concern  is  that  we  should  push  bespoke  trades 
from  every  angle  before  showing  transparent  markets.  I  think  we  should  show  the  single-A 
bespoke  to  1KB. 

Original  Message 

From:  Egol,  Jonathan 

Sent:  Sunday,  February  11,  2007  6:51  PM 

To:  Tourre,  Fabrice 

Subject:  Re:  Index  Tranche  Pricing  Study  -08Feb07.xls 

I  absolutely  agree.  That  is  why  I  suggested  we  start  shifting  focus  to  single-As.  This 
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product  is  already  dead. 

Original  Message  

From:  Tourre,  Fabrice 

To:  Egol,  Jonathan 

Sent:  Sun  Feb  11  18:48:40  2007 

Subject:  RE:  Index  Tranche  Pricing  Study 


08Feb07.xls 


By  the  way  I  am  not  sure  why  we  are  spending  some  much  strat  time  on  something  that  will 
have  NO  flow.  No  street  firm  committed  on  this,  and  with  the  underlying  market  trading  at 
distressed  levels  I  doubt  that  customers  will  want  to  participate... 

Original  Message 

From:  Egol,  Jonathan 

Sent:  Sunday,  February  11,  2007  6:48  PM 

To:  Williams,  Geoffrey;  f icc-mtgcorr-desk;  Birnbaum,  Josh;  Kamilla,  Rajiv 

Cc:  Kao,  Kevin  J.;  Yu,  Peng 

Subject:  Re:  Index  Tranche  Pricing  Study  -  08Feb07.xls 

If  the  index  gets  to  75  the  15-25  will  look  less  sensitive  as  well.  :-) 

Original  Message  

From:  Williams,  Geoffrey 

To:  f icc-mtgcorr-desk;  Birnbaum,  Josh;  Kamilla,  Rajiv 

Cc:  Kao,  Kevin  J.;  Yu,  Peng 

Sent:  Sun  Feb  11  15:49:57  2007 

Subject:  FW:  Index  Tranche  Pricing  Study  -  08Feb07.xls 

In  an  effort  to  better  understand  how  speeds  /  stepdown  /  etc  should  affect  the  market, 
Kevin  and  Peng  ran  the  Baa3  pricing  I  put  together  Wed  night  through  the  model  with  each 
of  the  following  toggles: 

Speeds  —  80,  100  and  120  PPC 

Step-down  —  yes  and  no 

Survival  Curve  Safe  Period  —  0,  1,  2  and  3  years 

Base  correlations  were  calibrated  for  each  iteration  and  a  calculation  of  the  "arb"  versus 
the  index  was  made. 

<<Pricing  Output  from  Strats.xls>> 

Takeaways :  ,  ,        .   .  ,.    , 

—  According  to  the  model,  step-down  and  speeds  (to  a  lesser  extent)  have  a  significant 
effect  on  the  tranche/index  basis.   For  example,  in  the  baseline  100  PPC  w/  stepdown  case, 
the  basis  is  worth  1.75%  versus  2.50%  in  the  80  PPC  w/  stepdown  case  or  6.5%  in  the  in  the 
80  PPC  w/out  stepdown  case.   Keeping  an  eye  on  stepdown  likelihood  will  be  important  when 
evaluating  the  tranche/index  basis  although  my  guess  is  that  most  will  overlook  this 

--XWhen  looking  at  base  correlations,  step-down  and  speeds  have  little  to  no  effect  on  the 
lower  attachment  points  but  have  significant  impact  on  the  15%+  attachments.   Conversely, 
the  Survival  Curve  Safe  Period   (which  takes  into  account  the  lack  of  jump  risk)  has  a 
significant  impact  on  the  lowest  attachment  points  (5%  base  correlation  is  10%  for  a  3y 
lockout  versus  40%  for  no  lockout) . 

Thoughts  /  comments  welcome. 


From:        Kao,  Kevin  J. 

Sent:  Friday,  February  09,  2007  5:46  PM 

To:    Williams,  Geoffrey 

Cc:    Yu,  Peng 

Subject:     Index  Tranche  Pricing  Study 


-  08Feb07.xls 


There  was  one  bad  run  (80  PPC  with  stepdown  and  0  lockout) 

2 
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Here's  the  updated  one  (with  two  graphs). 
Please  use  this  one  instead. 
«Index  Tranche  Pricing  Study  -  08Feb07.xls» 
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From:  Tourre,  Fabrice 

Sent:  Tuesday,  February  20,  2007  12:10  PM 

To:  Egol,  Jonathan 

Subject:  Re: 


LDL 


Sent  from  my  BlackBerry  Wireless  Handheld 

Original  Message  

From:  Egol,  Jonathan 

To:  Tourre,  Fabrice 

Sent:  Tue  Feb  20  12:09:14  2007 

Subject:  RE: 

who 

Original  Message- 

From:  Tourre,  Fabrice 

Sent:  Tuesday,  February  20,  2007  12:09  PM 

To:  Egol,  Jonathan 

Subject: 

By  the  way,  quote  from  an  ABS  correlation  trader  (non-GS) :  "the  mezz.  ABS  CDO  business  is 
dead". 


Sent  from  my  BlackBerry  Wireless  Handheld 
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From: 
Sent: 
To: 
Subject: 


Tse  Irene 

Wednesday,  March  28,  2007  8:03  AM 

ficc-ratessales;  ficc-gflow 

Thoughts  on  Fl  -  DO  NOT  FORWARD  PLEASE! 


The  durable  good  number  today,  in  my  mind  is  10  times  more  important  than  the  Bernake's  speech  at  10:30  pm.  In  my 
opinion,  Big  Ben  has  already  given  the  speech  on  A1  of  WSJ  yesterday.  I  just  can't  see  what  he  says  today  would  be 
relevant.  A  negative  core  durable  good,  however,  is  not  on  anybody's  radar  screen.  The  ex-trans,  non-defense  capital 
ex  air,  shipment  data,  backlog  of  non-defense  capital  were  all  extremely  pathetic.  The  composition  of  the  report  is 
basically  more  inventories,  and  less  demand.  This  reinforce  the  Fed's  worry  that  business  spending  is  going  to  zero  as  Ip 
referred  to  yesterday.  The  housing  slowdown  has  the  risk  now  not  be  offsetting  by  stronger  capital  spending.  Both 
growth  and  the  market  are  DEAD  if  that's  the  case. 
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From: 
Sent: 
To: 
Subject: 


Sobel,  Jonathan 

Wednesday,  June  27,  2007  4:19  PM 
Sparks,  Daniel  L;  Gasvoda,  Kevin 
Fw:  Citi  feedback  on  debt  mkts 


Fyi 

Original  Message • 

From:  Young,  William  (MB  85B14) 
To:  Sobel,  Jonathan 
Sent:  Wed  Jun  27  15 : 59 : 46' 2007 
Subject:  Citi  feedback  on  debt  mkts 

FYI  -  my  notes  from  Citi 

Just  talked  to  Perlowitz  who  runs  Mtg  desk  at  Citi.   He  is  very  nervous  - 

1.  Subprime  issue  not  identified  correctly  -  not  a  subprime  problem,  the  street  is 
suffering  from  an  illiquid  products  problem.   Once  value  moves  on  an  illiquid  product  that 
carries  high  leverage,  obviously  you  get  significant  downside.   Very  real  issue  is  CDO/CLO 
bid.   Some  Citi  people  think  CDO  market  is  dead  -  a  potential  result  of  contagion. 

2.  On  subprime,  Citi  sees  significant  additional  downside  -  only  issue  that  prevents  a 
"catastrophe"  is  employment.   Mkt  is  experiencing  very  high  fraud  rates/  under  estimated 
impact  of  mark  to  market  for  new  loans  (once  person  is  unemployed,  your  are  getting  keys  - 
no  liquidity  at  decent  price  to  liquidate  collateral) 

3.  Concerned  all  financial  institutions  were  underwriting  everything  based  on  extremely 
benign  assumptions.   All  starting  to  come  back  now  as  banks  pull  in  risk  - 

I  told  him  it  sounded  like  a  good  time  to  buy  a  subprime  platform  -  he  agreed  .... 

Second,  talked  with  MBHMMBI  who  runs  all  4HHMHI  at  Citi 

1.   Deals  in  mkt  right  now  -  three  center  of  plate/attention. 
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From: 

Sent: 

To: 

Cc: 
Subject: 


Sparks,  Daniel  L 

Thursday,  August  30,  2007  8:27  PM 

Eagle,  Todd  (IB  85B11);  Aberg,  Peter  (FICC  85B27);  Madhavan,  Manju  (FICC  85B27); 

Buono,  Mark 

Schanzer,  Bruce  (IB  85B11);  Koester,  Reinhard  (IB  85B23);  Spiro,  Eli  (IB  85B23) 

Re:  RAIT 


We  should  not  do  anything  that  would  get  in  the  way  of  gs  buying  assets  from  them 


Original  Message  

From:  Eagle,  Todd  (IB  85B11) 

To:  Aberg,  Peter  (FICC  85B27);  Madhavan,  Manju  (FICC  85B27);  Sparks,  Daniel  L;  Buono,  Mark 

Cc:  Schanzer,  Bruce  (IB  85B11);  Koester,  Reinhard  (IB  85B23);  Spiro,  Eli  (IB  85B23) 

Sent:  Thu  Aug  30  19:42:17  2007 

Subject:  Re:  RAIT 

Their  business  model  is  clearly  highly  levered,  and  growth  will  be  constrained  given  lack 
of  current  CDO  market,  but  I  think  if  we  had  the  opportunity  to  advise  them  on  a  capital 
raise  we  would  be  extremely  interested.   They  have  mostly  termed  out  their  existing 
financing  and  have  little  in  the  way  of  short  term  liabilities  (which  they  are  looking  to 
pay  down  with  capital  raise) .   Investors/buyers  might  find  value  in  assets  without 
ascribing  material  value  to  platform/ future  growth.   We  will  look  to  get  a  business 
selection  call  set  up  to  discuss  further. 
Todd  Eagle 

Goldman,  Sachs  &  Co. 

212-902-8332 

Cell    914HHMHHH 

85  Broad  Street,  11th  Fl . 
New  York,  NY  10004 


Redacted  by  the  Permanent 
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Original  Message  

From:  Aberg,  Peter 

To:  Madhavan,  Manju;  Eagle,  Todd;  Sparks,  Daniel  L;  Buono,  Mark 

Sent:  Thu  Aug  30  17:46:28  2007 

Subject:  RE:  RAIT 

We  need  to  keep  open  the  option  to  purchase  assets  if  they  begin  to  liquidate  positions. 
If  you  do  not  believe  that  to  be  possible  within  the  context  of  whatever  advisory  type 
assignment  you  would  propose  then  we  need  to  have  a  broader  business  selection  call.   My 
impression  from  a  distance  is  that  the  business  model  pursued  by  these  guys  (taking  junior 
parts  of  either  a  corporate  or  CRE  capital  structure  and  obtaining  further  leverage  via 
the  CDO  market)  is  dead  for  the  foreseeable  future.   Is  there  a  large  buyer  universe  for 
this  business  given  the  current  market  environment? 

Original  Message 

From:  Madhavan,  Manju 

Sent:  Thursday,  August  30,  2007  5:35  PM 

To:  Aberg,  Peter 

Subject:  FW:  RAIT 

FYI 

Original  Message 

From:  Eagle,  Todd 

Sent:  Thursday,  August  30,  2007  5:31  PM 

To:  Madhavan,  Manju 

Cc:  Schanzer,  Bruce  

Subject:  Re:  RAIT 
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Manju-  we'd  like  to  call  the  co  as  soon  as  possible,  (ideally  now;  they  were  expecting  to 
hear  back  from  us  re:  our  prinicipal  interest  today),  and  need  to  be  clear  when  we  call 
them  to  pitch  business.   We  of  course  would  keep  you  guys  in  mind,  but  we  can't  be 
restricted  when  we  call  the  co .   Can  you  either  clear  this  for  us  or  find  Peter  to  get  his 
input/clear  now?  Thx. 
Todd  Eagle 

Goldman,  Sachs  &  Co. 

212-902-8332 

Cell  914-400-6916 

85  Broad  Street,  11th  Fl . 
New  York,  NY  10004 

Original  Message  

From:  Madhavan,  Manju 

To:  Eagle,  Todd;  Brooks,  Adam;  Kava,  Alan 

Cc:  Schanzer,  Bruce;  Aberg,  Peter 

Sent:  Thu  Aug  30  17:22:57  2007 

Subject:  RE:  RAIT 

I  think  that  is  correct  for  Mortgages.  May  be  interested  in  bidding  on  resi  and  ere 
assets,'  so  would  be  good  to  keep  that  option  open  if  possible  depending- on  ultimate 
transaction  that  materializes.  Defer  to  Peter  if  he  has  other  thoughts. 

Original  Message* 

From:  Eagle,  Todd 

Sent:  Thursday,  August  30,  2007  5:07  PM  . 

To:  Brooks,  Adam;  Kava,  Alan;  Madhavan,  Manju 

Cc:  Schanzer,  Bruce 

Subject:  RAIT 

Hi..  Can  WH  and  resi  mortgages  pis  confirm  for  me  that  you  are  ok  with  GS  proceeding  in 
trying  to  position  us  for  another  business  opportunity  with  RAIT  any  way  we  can  (including 
possible  advisor  to  RAIT  and/or  buyside  advisor  to  another  principal),  as  it  is  my 
understanding  that  you  decided  to  pass  on  the  opportunity  today.  Thx.  ■ 
Todd  Eagle 

Goldman,  Sachs  &  Co . 

212-902-8332 

Cell  914- 


85  Broad  Street,  11th  Fl . 
New  York,  NY  10004 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Thanks    very  helpful 


Cohn,  Gary  (EO  85B30) 

Friday,  February  09,  2007  7:34  PM 

Sparks,  Daniel  L;  Ruzika,  Richard;  Viniar,  David;  Montag,  Tom;  Smith,  Sarah;  McMahon,  Bill 

Winkelried,  Jon  (EO  85B30);  Gasvoda,  Kevin 

Re:  Scratch  &  dent  loan  write  down  $30mm 


■  =  Redacted  by  the  Permanent 
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Original  Message  

From:  Sparks,  Daniel  L 

To:  Ruzika,  Richard;  Viniar,  David;  Montag,  Tom;  Smith,  Sarah;  McMahon,  Bill 

Cc:  Winkelried,  Jon;  Cohn,  Gary;  Gasvoda,  Kevin 

Sent:  Fri  Feb  09  18:42:42  2007 

Subject:  RE:  Scratch  &  dent  loan  write  down  $30mm 

Additional  P&L  info  for  today  -  total  for  mort  department  was  down  $15mm. 

Large  moves  today  in  market  -  general  moves  below: 
ABX  A  25  bp  wider 
ABX  BBB  70  bp  wider 
ABX  BBB-  100  bp  wider 


Scratch  &  dent  $30mm  down  (as  described) 


m 


m   SPG  trading  $21mm  up  -  from  market  move 
CDO  positions  $5mm  down"  -  from  market  move  CDO  warehouse  $7mm  down  -  weekly  update  of  mark 
to  deal 

SPG  trading  has  significant  single  name  shorts  vs  the  ABX  longs,  and  the  desk  used 
generally  a  50-60%  correlation  for  today's  move  which  they  believe  is  conservative.  The 
desk  is  also  short  single  A  CDOs . 


Original  Message 

From:  Ruzika,  Richard 

Sent:  Friday,  February  09,  2007  4:28  PM 

To:  Sparks,  Daniel  L;  Viniar,  David;  Montag,  Tom;  Smith,  Sarah;  McMahon,  Bill 

Cc:  Winkelried,  Jon  (EO  85B30);  Cohn,  Gary  (EO  85B30);  Gasvoda,  Kevin 

Subject:  Re:  Scratch  &  dent  loan  write  down  $30mm 

Ok,  you've  been  communicating  the  write  down  was  coming.  Let's  go  through  the  residual 
risk  and  make  sure  we  get  to' the  correct  number  for  the  quarter. 


Sent  from  my  BlackBerry  Wireless  Handheld 


Original  Message  

From:  Sparks,  Daniel  L 

To:  Viniar,  David;  Montag,  Tom;  Ruzika,  Richard;  Smith,  Sarah;  McMahon,  Bill 

Cc:  Winkelried,  Jon  (EO  85B30) ;  Cohn,  Gary  (EO  85B30) ;  Gasvoda,  Kevin 

Sent:  Fri  Feb  09  14:21:30  2007 

Subject:  Scratch  &  dent  loan  write  down  $30mm 


Just  finished  meeting  with  Bill.  $30mm  loss  will  go  into  the  estimate  tonight.  There  is 
$300mm  of  the  $800mm  book  that  controllers  needs  to  do  additional  work  on  with  the  desk, 
but  the  view  is  that  the  amounts  are  close  enough  to  put  the  estimate  in  tonight. 


_L 
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From: 

Sent: 

To: 

Cc: 
Subject: 


Gasvoda,  Kevin 

Friday,  June  08,  2007  1 1 :59  AM 

Madhavan,  Manju  (FICC  85B27);  Pouraghabagher,  Cyrus;  Deming,  Peter  (FICC  85B27); 

Becker,  Lee  (FICC  85B27);  Pondelik,  Miles  (FICC  85B27) 

Aberg,  Peter  (FICC  85B27);  Sparks,  Daniel  L 

RE:  Project  Omega  -  Mortgages  MTM  of  Resids  (Preliminary) 


Good  job  guys 


From: 

Sent: 

To: 

Cc: 

Subject: 

FYI 


Madhavan,  Manju  (FICC  85B27) 

Friday,  June  08,  2007  11:57  AM 

Pouraghabagher,  Cyrus;  Deming,  Peter  (FICC  85B27);  Becker,  Lee  (FICC  85B27);  Pondelik,  Miles  (FICC  85B27) 

Gasvoda,  Kevin;  Aberg,  Peter  (FICC  85B27) 

FW:  Project  Omega  -  Mortgages  MTM  of  Resids  (Preliminary) 


From:  Dagtoglou,  Ion 

Sent:  Friday,  June  08,  2007  10:23  AM 

To:  Madhavan,  Manju 

Subject:  RE:  Project  Omega  -  Mortgages  MTM  of  Resids  (Preliminary) 


Manju,  just  wanted  to  thank  you  and  your  team  for  the  call  today.  Roy,  Stephan  and  I  in  ESSG  found  it  very  useful 
and  appreciate  the  huge  amount  of  work  behind  the  analysis.  The  pieces  are  beginning  to  come  together  and  the 
deal's  just  getting  interesting. 


Ion 


From: 
Sent: 
To: 


Cc: 


Subject: 


Brennan,  John  (IB  PBC01) 
Friday,  June  08,  2007  11:39  AM 

Mateusz  Szeszkowski;  Enrico  Grasso;  Pla,  Carlos  (MB  PBC04);  Campbell,  Tim  (MB  PBC04);  Campbell,  Roy;  Dagtoglou,  Ion; 
Ederer,  Matthias;  matthew.sebagmontefiore@oliverwyman.com;  edward.freeman@freshfields.com; 
kieran.cooper@kpmg.co.uk;  elisa.woods@kpmg.co.uk;  andrew.walker@kpmg,co.uk 

henry.brown@oakfieldpartners.com;  mike.turner@oakfieldpartners.com;  Rafter,  John  (IB  PBC01);  Geoghegan,  Basil  (IB 
PBC01);  Frank,  Karen  (IB  PBC01);  Rasmussen,  Matthias  (IB  PBC01);  Madhavan,  Manju  (FICC  85B27);  Becker,  Lee  (FICC 
85B27);  Deming,  Peter  (FICC  85B27);  Pondelik,  Miles  (FICC  85B27) 
Project  Omega  -  Mortgages  MTM  of  Resids  (Preliminary) 


Please  find  attached  the  preliminary  back-book  valuation  document.  Please  note  that  this  is  highly 
preliminary  and  that  the  team  have  a  number  of  questions  for^^pthat  have  not  yet  been  answered. 

«  File:  06  Summary  of  Securitization  Valuation.pdf  » 

Attached  are  the  strats  of  the  portfolio  (These  may  be  too  detailed  for  most  people  on  the  call) 

«  File:  Master  Strats.pdf  » 
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From: 
Sent: 
To: 
Subject: 


Sparks,  Daniel  L 

Monday,  January  08,  2007  7:55  AM 

Gasvoda,  Kevin;  Gill,  Michelle;  Aberg,  Peter  (FICC  85B27) 

Re:  Color  on  the  Sub  Prime  Market 


I'm  flying  back  from  the  (bull-market)  cmbs  conference.  People  here  are  talking  about  it 
it  reminds  me  so  much  of  98  in  cmbs,  only  worse.  I  just  can't  see  how  any  originator  is 
worth  a  premium. 

I'm  also  a  bit  scared  of  accredited  and  new  century,  and  I'm  not  sure  about  taking  on  a 
bunch  of  new  exposures. 

Is  it  right  that  we  have  an  alt  a  deal  with  30  percent  delinq? 

Original  Message  

From:  Gasvoda,  Kevin 

To:  Sparks,  Daniel  L 

Sent:  Mori  Jan  08  07:50:09  2007 

Subject:  RE:  Color  on  the  Sub  Prime  Market 

Intersting,  thanks.   I  need  to  call  Keith,  he  left  me  a  very  nice  vmail  before  the 
holidays.   I'll  get  more  direct. color  from  him  but  nothing  below  surprises  me. 

Original  Message 

From:  Sparks,  Daniel  L 

Sent:  Monday,  January  08,  2007  7:28  AM 

To:  Gasvoda,  Kevin 

Subject:  Fw:  Color  on  the  Sub  Prime  Market 


Original  Message  

From:  Keith  Johnson  <KJohnson@clayton. com> 

To:  Sparks,  Daniel  L 

Sent:  Sun  Jan  07  22:32:46  2007 

Subject:  FW:  Color  on  the  Sub  Prime  Market 

attachments  were  to  big 


From:  Keith  Johnson 

Sent:  Sunday,  January  07,  2007  10:25  PM 

To:  dan.sparks@gs.com;  Kevin  Gasdova  (kevin.gasdova@gs.com) 

Subject:  Color  on  the  Sub  Prime  Market 


Dan  &  Kevin 

I  want  to  thank  you  for  all  the  business  in  2006  —  but  I  want  you  to  also  be  aware  of 
what  we  are  seeing  at  this  side  of  the  business. 

1.  Put  Backs  -  I  think  we  are  working  on  over  $7  billion  of  put  backs  "at  this  very 
moment".  A  couple  of  reasons  why  this  has  accelerated:  First,  it  is  yearend  and  the 
auditors  are  asking  lots  of  questions  of  mortgage  companies  and  bond  funds.  Second,  we 
have  some  weak  players  who  are  selling  their  operations  (Option  One,  Ameriquest,  etc.). 

We  are  seeing  people  holding  and  buying  residuals   (from  weak  shelf s)  and  then  hiring  us 
to  find  reasons  to  put  back  delinquent  loans  --  this  enhances  their  residuals  and  also 


Confidential  Treatment  Requested  by  Goldi 


Permanent  S"hmmmittee  on  Investigations 

Wall  Street  &  The  Financial  Crisis 

Report  Footnote  #2037 


GS  MBS-E-002 195434 


Footnote  Exhibits  -  Page  3918 


puts  pressure  to  sell  these  institutions  at  lower  price. 


2.  Collection  Issues  -  We  are  also  being  hired  to  review  collection  notes  and  histories 
(Servicing  Reviews)  looking  for  errors  to  create  a  "Put  Back"  -  the  benchmark  is 
collection  and  foreclosure  timelines  that  exceed  the  Fannie  Mae  standards  -  creating 
higher  loss  severities.   Clayton  does  this  on  all  securities  it  monitors  via  the  Denver 
(old  Murrayhill  operations)  -  you  should  ask  your  Florida  group  to  make  sure  they  are  on 
top  of  this. 

Collection  time-line  is  a  common  problem  for  sub  prime  shops  that  have  grown  fast  and  have 
not  kept  pace  with  servicing  demands.  The  breach  is  that  failure  to  liquidate  in  a  timely 
manner  creates  excess  servicing  advances  of  principal  &  interest.  These  excess  advances' 
are  great  for  the  holders  of  the  NIM  bonds  bad  for  residuals  in  later  years--  during  the 
excess  advance  residual  &  "B"  piece  holders  may  be  valuing  their  positions  to  high 
(because  no  losses  are  being  realized)  —  when  the  final  liquidation  of  problems  occur 
HUGE  loss  severity  happens  and  the  residual  "B"  pieces  take  the  hit. 

3.  Warehouse  Lines  -  Assume  you  guys  are  all  over  any  exposure  —   we  have  been  all  over 
the  country  collecting  and  inventorying  collateral  on  OWNit,  MLN  and  there  are  some 
concerns  for  Ameriquest,  ResMae,  etc.  Several  Wall  Street  firms  are  doing  a  tighter 
control  over  collateral.  We  are  not  seeing  fraud,  such  as  selling  the  loans  twice. 

4.  Look  at  the  Attachements  -  I  am  attaching  two  documents  that  I  think  address  some  of 
these  issues.  The  larger  document  has  a  detailed  "Put  Back"  section  that  gives  you  are 
road  map  and  sample  reports  we  have  found  helpful  in  negotiations. 

Hope  all  is  well  --  again  thanks  for  the  business. 


IMPORTANT  NOTICE: 

This  message  is  intended  only  for  the  use  of  the  individual  or  entity  to  which  it  is 
addressed  and  may  contain  information  that  is  privileged,  confidential  and  exempt  from 
disclosure  under  applicable  law.   If  you  have  received  this  message  in  error,  you  are 
hereby  notified  that  we  do  not  consent  to  any  reading,  dissemination,  distribution  or 
copying  of  this  message.   If  you  have  received  this  communication  in  error,  please  notify 
the  sender  immediately  and  destroy  the  transmitted  information. 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Gething,  Christopher 

Tuesday,  February  27,  2007  9:13  AM 

Rubanowice,  Ron;  Trentler,  Brandon  D.;  Braun,  Michael;  Gilkes,  Leon;  Winslow,  Kurt;  Chan, 

Lincoln 

Kenney,  John;  Ruiz,  Sandra  M;  Jivrajani,  Jayesh;  Conk,  Brendan;  Gasvoda,  Kevin;  Gill, 

Michelle;  Sparks,  Daniel  L;  Loreen,  Kirsten;  McHugh,  John;  Shell,  Dave 

Our  Expansion 


My  (our)  appreciation  to  you  all  for  your  work  in  connection  with  the  expansion  of  the  St.  Petersburg 
office  which  was  completed  last  week.  The  timing,  execution  and  new  technology  are  tremendous.  I 
think  the  success  was  due  to  the  extra  hours  that  you  put  in.  Thank  you  very  much. 


Goldman,  Sachs  &  Co. 
1 00  2nd  Avenue  South  |  Suite  200  S 
Tel:  727.825.3832  |  Fax:  212.256.5107 
NY  Tel:  212.902.1434  I  Cell  Phone:  516' 
email:  christopher.gething@gs.com 

Christopher  M.  Gething  Goldman 

Fixed  Income  Currency  and  Commodities         S&chs 
Structured  Products  (Mortgages)  Group 
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From: 

Sent: 

To: 

Cc: 

Subject: 

x-gs-classification: 


Morris,  Loren 

Wednesday,  March  14,  2007  3:22  PM 

Gasvoda,  Kevin;  Murray,  Kelli;  Gething,  Christopher;  Gill,  Michelle 

Flamino,  Marc;  Dente,  Michael 

RE:  NC  Visit 

Internal-GS 


I  like  the  idea  of  DQ  patterns. 
Thanks 


I'd  like  to  list  all  deals  of  a  certain  status  and  use  it  as  an  inclusive  list  for  prioritization. 


From:  Gasvoda,  Kevin 

Sent:  Wednesday,  March  14,  2007  4:17  PM 

To:  Morris,  Loren;  Murray,  Kelli;  Gething,  Christopher;  Gill,  Michelle 

Cc:  Flamino,  Marc;  Dente,  Michael 

Subject:  RE:  NC  Visit 


=  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Great  Loren,  thanks.  Delinq  triggers  may  be  one  way  to  look  at  it  but  early  deals  are  going  to  be  so  far  from 
triggering  I'd  prefer,  once  we  clear  thru  the  emergency  list,  focusing  on  DQ  pattern  the  first  4  months  of  a  deal. 


From:  Morris,  Loren 

Sent:  Wednesday,  March  14,  2007  12:51  PM 

To:  Morris,  Loren;  Gasvoda,  Kevin;  Murray,  Kelli;  Gething,  Christopher;  Gill,  Michelle 

Cc:  Flamino,  Marc;  Dente,  Michael 

Subject:  RE:  NC  Visit 

Kelli  informs  us  that  the  data  is  being  loaded  today  for  06  FM  2  and  then  a  sample  can  be  pulled.  Working  with 
■■I  on  NC2  should  not  be  distracting.  Assuming  the  confidentiality  agreement  was  signed,  they  can  work  more 
closely  with  Clayton.  We're  off  to  other  vendors  at  this  point.  Bohan  in  next  week. 

Results  of  the  Digital  Risk  review  will  be  provided  next  Tuesday.  Over  2,600  loans  were  reviewed,  a  significant 
amount  of  those  are  Long  Beach  and  Fremont  seconds.  Seconds  from  FM1  are  being  re-  reviewed  internally. 
Contrary  to  Clayton's  initial  review,  on  average,  about  50%  of  about  200  files  look  to  be  repurchase  obligations. 
MHHHS8  looking  at  the  Long  Beach  loans  that  Long  Beach  rejected  repurchase.  He  is  finding  fraud  that 
had  not  initially  been  alleged.  We'll  forward  those  a  flow  basis  to  WaMu  contact. 

I  ooking  to  develop  a  comprehensive  deal  sheet,  perhaps  based  on  delinquency  triggers  to  use  for  prioritization 
and  status  tracking.  Envision  this  centralized  in  Repurchase  Group.  Let  me  know  if  you  have  any  other  questions 
or  comments.  Thanks 


From:  Morris,  Loren 

Sent:  Wednesday,  March  14,  2007  11:10  AM 

To:  Gasvoda,  Kevin;  Murray,  Kelli;  Gething,  Christopher;  Gill,  Michelle 

Cc:  Flamino,  Marc;  Dente,  Michael 

Subject:  RE:  NC  Visit 

Kevin,  I'll  be  able  to  update  you  shortly.  Thank  You  for  sending  along  this  information. 


From:  Gasvoda,  Kevin 

Sent:  Wednesday,  March  14,  2007  10: 13  AM 

To:  Murray,  Kelli;  Gething,  Christopher;  Gill,  Michelle 

Cc:  Flamino,  Marc;  Dente,  Michael;  Morris,  Loren 

Subject:  RE:  NC  Visit 


Yes  and  thank  you  regarding  2nd  liens,  I  think  priority  sib  on  Fremont  and  Long  Beach  vs.  NC  on  2nd 
lien  deals.  Fremont  first  since  they  still  have  cash  but  may  not  for  long.  Do  we  have  any  early  returns 
on  Fremont  2nd  lien  deal  scrubs? 
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W/^k  on  NC2  we  need  to  not  halt  that  entirely  but  should  pull  back  resources  there.  We  should  also 
move  06FM2  up  the  priority  list. 


From:  Murray,  Kelli 

Sent:  Wednesday,  March  14,  2007  10:06  AM 

To:  Gasvoda,  Kevin;  Gething,  Christopher;  Gill,  Michelle 

Cc:  Ramino,  Marc 

Subject:  RE:  NC  visit 


As  you  know,  we  have  an  extensive  re-underwrite  review  underway  on  06  NC2,  and  also  other  NC 
loans  in  the  2nds  deals  that  are  in  the  pipeline  for  scrubs.  Should  we  change  course  at  all  here  given 
the  fact  NC  can't  pay?  Keep  in  mind,  we're  spending  ~  $250/loan  for  these  scrubs.  Please  give  us 
some  guidance  here. 

Thanks. 


©  Copyright  2007  The  Goldman  Sachs  Group,  Inc.  All  rights  reserved.  See  http://www.QS.com/disclaimer/email- 
salesandtradinq.html  for  important  risk  disclosure,  conflicts  of  interest  and  other  terms  and  conditions  relating  to  this  e-mail  and  your 
reliance  on  information  contained  in  it.  This  message  may  contain  confidential  or  privileged  information.  If  you  are  not  the  intended 
recipient,  please  advise  us  immediately  and  delete  this  message.  See  httpy/www.qs.com/disclaimer/email'  for  further  information  on 
confidentiality  and  the  risks  of  non-secure  electronic  communication.  If  you  cannot  access  these  links,  please  notify  us  by  reply 
message  and  we  will  send  the  contents  to  you. 


From:  Gasvoda,  Kevin 

Sent:  Tuesday,  March  13,  2007  10:45  PM 

To:  Larson,  Erika  L;  Gething,  Christopher;  Murray,  Kelli;  Gill,  Michelle 

Cc:  Knox,  Deana  C;  Ramino,  Marc 

Subject:  RE:  NC  Visit 


Good  report,  thanks.  I  spoke  to  I 
and  wants  to  be  helpful. 


and  he  was  very  constructive 


Assume  they  will  not  be  able  to  buy  back  any  epd's  so  we  need  to  work  w/  them  to  make  sure  our 
loans  are  getting  the  epd  attention. 


Thanks 


•  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


From:  Larson,  Erika  L 

Sent:  Tuesday,  March  13,  2007  9:31  PM 

To:  Gasvoda,  Kevin;  Gething,  Christopher;  Murray,  Kelli;  Gill,  Michelle 

Cc:  Knox,  Deana  C;  Ramino,  Marc 

Subject:  RE:  NC  Visit 


On-Site  Visit  ^^^^^^ 

«     Very  receptive  &  accommodating  to  my  visit6HBBHB&  collection  mgmt),  in  an 
office  w/system  access  &  freedom  to  come  &  go  and  to  meet  w/department  managers 
•     Overall  feeling  I  received  on-site  is  "normal  servicing  environment" 
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•  Also,  going  to  setup  details  around  special  call  campaign  for  our  FPDs  &  EPDs 
Investor  Acctg/Rpting  - 

«      Appears  issue  with  the  wires  coming  to  GS  are  due  to  delays  in  moving  loans 
into  07-NC1  inv  code  -  loans  did  not  get  moved  from  GS  to  07-NC1  until  3/8/07 

•  Meeting  w/mgr  tomorrow  afternoon  to  ensure  all  loans  moved  to  appropriate 
"~|         investor  code  for  rpting  &  remitting  to  Master  Servicing  going  forward. 

Also  need  to  determine  how  we  want  to  handle  the  rpting  for  the  Dec15  group  of 
loans  that  transferred  to^Hi-  normally  NC  should  be  responsible  for  1st 
rpting  since  they  were  servicing  as  of  2/28. 


DAILY  DELINQUENCY  REPORT  BY  INVESTOR 

#133  -  Goldman  whole  loans  (Feb28  &  Mar5)  &  dlq  securitized  loans  (Dec28  &  Jan30) 
#437  -  07  NC1 
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Let  me  know  if  you  have  any  questions  or  requests. 

Thanks. 

Erika  Larson 
Goldman,  Sachs  &  Co 
727-825-3844 


************************************ 
************************************ 
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From: 
Sent: 


Gasvoda,  Kevin 

Tuesday,  March  13,  2007  6:34  PM 
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To:  Larson,  Erika  L;  Gething,  Christopher;  Murray,  Kelli;  Knox,  Deana  C. 

Cc:  Ramino,  Marc;  Gill,  Michelle 

Subject:  RE:  NC  Visit 

Terrific  thanks.  Since  they  are  not  going  to  pay  our  epd's  we  need  to  have  fewer  EPD's! 
Pis  push  them  to  make  the  special  calls. 

thnx 


From:  Larson,  Erika  L. 

Sent:  Tuesday,  March  13,  2007  6:30  PM 

To:  Gething,  Christopher;  Murray,  Kelli;  Knox,  Deana  C. 

Cc:  Gasvoda,  Kevin;  Ramino,  Marc;  Gill,  Michelle 

Subject:  RE:  NC  Visit 

Dssris. 

I  spoke  with  the  FPD/EPD  Collection  VP  &  he  can  run  a  special  campaign  on  our 

EPD  loans.  I  know  you're  still  working  on  a  settlement  for  the  DEC28  trade  but  it 

would  be  benefical  to  run  these  through.  He's  going  to  pull  the  loans  he  shows  as 

EPD  for  GS  but  I  would  like  to  compare  to  our  list.  Can  you  send  me  the  loan  level 

for  the  Dec28  EPD's? 

I'm  also  having  him  include  the  loans  from  the  Jan30  trade  that  tentative  qualify 

today  -  they  have  through  Thursday  (45  days)  to  pay. 

All, 

I'll  send  an  update  on  other  items  regarding  my  visit  later  tonight. 

Thanks. 

Erika  Larson 
Goldman,  Sachs  &  Co 
727-825-3844 

****************************************  irnnortant  Notice 
*************************************************** 

©  Copyright  2007  The  Goldman  Sachs  Group,  Inc.  All  rights  reserved.  See 

htip-y/www.Qs.com/disclaimer/ernail-salesandtradina.h1m!  for  important  risk  disclosure,  conflicts  of  Merest  and 
other  terms  and  conditions  relating  to  this  e-mail  and  your  reliance  on  information  contained  in  it.  This  message 
may  contain  confidential  or  privileged  information.  If  you  are  not  the  intended  recipient,  please  advise  us 
immediately  and  delete  this  message.  See  htto:/foww.as.corn/disclaimer/email/  for  further  information  on 
confidentiality  and  the  risks  of  non-secure  electronic  communication.  If  you  cannot  access  these  links,  please 
notify  us  by  reply  message  and  we  will  send  the  contents  to  you. 


From:  Gething,  Christopher 

Sent:  Saturday,  March  10,  2007  8:45  AM 

To:  Murray,  Kelli;  Knox,  Deana  C. 

Cc:  Larson,  Erika  L;  Gasvoda,  Kevin;  Ramino,  Marc;  Gill,  Michelle 

Subject:  RE:  NC  Visit 

Thanks  Kelli,  keep  these  guys  on  all  email  in  this  regard 


From:  Murray,  Kelli 

Sent:  Friday,  March  09,  2007  9:41  PM 

To:  Knox,  Deana  C. 

Cc:  Gething,  Christopher;  Larson,  Erika  L 

Subject:  NC  Visit 


Deana, 

We're  scheduled  for  Erika  to  be  on  site  at  NC  Tues-Thurs  of  next  week. 
Don't  know  if  you  have  any  EPD  needs  she  can  help  you  with  while  on  site, 
but  to  the  extent  you  need  anything,  we  should  get  together  first  thing  Mon 
morning. 
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From: 
Sent: 
To: 
Subject: 


Sparks,  Daniel  L 

Saturday,  March  10,  2007  9:51  AM 

Gill,  Michelle;  Gasvoda,  Kevin;  Flamino,  Marc;  Dente,  Michael 

RE:  priorities 


What  happened  on  loan  bids  today 


From:                    Gill,  Michelle 

Sent:                      Friday,  March  09,  2007  3:01  PM 

To:                         Gasvoda,  Kevin;  Flamino,  Marc;  Dente,  Michael 

Cc:                         Sparks,  Daniel  L 

Subject:                 RE:  priorities 

My  updates  below 

From: 

Sent: 

To: 

Cc: 

Subject: 

Gasvoda,  Kevin 

Friday,  March  09,  2007  8:52  AM 

Gill,  Michelle;  Flamino,  Marc;  Dente,  Michael 

Sparks,  Daniel  L 

priorities 

Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Just  writing  what  we  discussed,  let  me  know  what  I'm  missing: 

NOVASTAR  (Flamino  point) 

•  Get  Stieps  on  phone  w/  their  attrny  to  finalize  settlement  letter 

•  Get  the  $  today 

•  Make  progress  on  2nd  claim  settlement 

FREMONT  (Gasvoda  point) 

•  Push  on  $40mm  EPD  resolution 

•  GetfllHBHBBHHMletter  to  trustee,  cc'ing  Fremont  on  repurch  oblig  done  today 

•  Dente  to  work  on  servicing  amendment  and  backup  plans 

•  Gasvoda  checking  to  see  if  resids  are  for  sale 

NEW  CENTURY  (Gasvoda  point) 

•  Close  out  TPO  line 

•  Determine  if  we  have  posession  of  all  collateral 

•  Determine  how  we  make  sure  sales  continue  to  happen  and  we  trap  cash 

•  Compliance/legal  on  desk  for  3pm  pricing 

•  TRS  resid  valuations  TODAY  (may  be  near  zero) 

•  Longer  term  -  b/s  valuation  for  DIP  possibility 

•  Give  EPD  claims  filed  to  Sang  for  documentation  purposes 

ACCREDITED  (Gill  point) 

•  Bid  whole  loans  today,  discuss  holdback  w/  company  -  DONE 

•  Gill  to  have  reality  securtization  call  w/  Accredited  -  DONE 

•  Gill  to  negotiate  confi  w/  Accredited  -  HAVE  THE  CONFI,  WE  HAVE  NOT  CLEARED  CONFLICTS,  DAN  WILL 
CALL  YOU 

•  Get  updated  Accredited  b/s  (loan  and  resid  details)  to  begin  valuation  work  -  DON'T  THINK  WE  CAN  GET 
PRIOR  TO  SIGNING  CONFI 

•  Begin  discussions  and  set  plan  w/  Cerberus  (Dan  to  confirm) 


ns  I 


Permanent  Subcommittee  on  Investigations  | 

Wall  Street  &  The  Financial  Crisis 
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From: 

Sent: 

To: 


Cc: 
Subject: 

Attachments: 


Chavez,  Ed 

Friday,  June  29,  2007  10:00  AM 

Harris,  Steve;  Wicker,  Devin;  Nestor,  Genevieve;  Gill,  Michelle;  Gething,  Christopher; 

Pohani,  Anu  N;  Peterson,  Linda;  Ozment,  Joseph;  Hood,  Kris;  Annunziata,  Michael  L; 

Shuey,  William 

Gallagher,  Brian;  Winslow,  Thomas;  Rivera,  Jonathan  X;  Pascual,  Alphonse 

Countrywide  Investigation  Review  Update 

CW  Investigation  Review  6-27.xls;  Chavez,  Ed.vcf 


We  have  completed  reviews  on  43  of  the  68  loans  that  scored  between  600  to  699  in  Basepoint.    We  have  confirmed 
fraud  on  23  (53.49%)  of  those  reviews  representing  a  total  dollar  amount  of  $16,445,388.40. 

The  Investigations  team  received  a  total  of  150  loans  to  review  from  this  trade  and  we  have  completed  125  of  those 
reviews.  We  have  identified  fraud  in  72  (48%)  of  the  completed  reviews  which  represents  a  total  fraud  exposure  of  $ 
46,977,184.50. 

On  the  attached  spreadsheet,  lines  86-153  represent  the  68  loans  currently  being  reviewed. 
Below  are  some  details  regarding  the  primary  misrep/fraud  reason. 


Bail-out 

7 

Employment 

16 

Flip 

1 

HUD1 

1 

Income 

4 

Non-Arms  Length 

1 

Occupancy 

1 

Other 

1 

Straw 

3 

Undisclosed  R/E 

20 

VOD 

17 

Please  advise  if  you  have  any  questions. 
Ed 


CW  Investigation 
Review  6-27.X... 


Goldman,  Sachs  &  Co. 

100  Second  Avenue  South,  Suite  200S  I  St.  Petersburg,  FL  33701 

Tel:  727.820.8519  I  Fax:  917.977.3022  I  Cell:  8131 

E-mail:  ed.chavez@gs.com 


Sachs 


Redacted  by  the  Permantn 
Subcommittee  on  Investic  < 


Edward  B.  Chavez 

Fixed  Income,  Currency  &  Commodities 
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©  Copyright  2007  The  Goldman  Sachs  Group,  Inc.  All  rights  reserved.  See  hiW://v<vw.gs.com/di.iclaimer/email-salesandtrading.htmlfor  important  risk  disclosure, 
conflicts  of  interest  and  other  terms  and  conditions  relating  to  this  e-mail  and  your  reliance  on  information  contained  in  it.  This  message  may  contain  confidential  or 
privileged  information.  If  you  are  not  the  intended  recipient,  please  advise  us  immediately  and  delete  this  message.  See  huo://wviw.  gs.com/disclaimer/emaiU  for  further 
information  on  confidentiality  and  the  risks  of  non-secure  electronic  communication.  If  you  cannot  access  these  links,  please  notify  us  by  reply  message  and  we  will 
send  the  contents  to  you. 


Chavez,  Ed.vcf 
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From: 
Sent: 
To: 
Subject: 


Sparks,  Daniel  L 

Monday,  March  12,  2007  8:04  AM 
Forst,  Edward  (FIN  85B030) 
RE:  Subprime  opportunities 


When  we  buy  loans  from  them,  they  have  obligations  to  repurchase  loans  for  2  main  reasons: 
{llEPD  -  early  payment  defaults.  If  the  loans  don't  make  the  fxrst  payment  when  we  own 
them,  they  repurchase  at  par. 
This  takes  a  while  to  negotiate  and  process. 

(2)  breach  of  reps  &  warranties  -  biggest  one  will  be  fraud  (originator,  broker, 
borrower).  This  will  take  a  while  to  work  through  also. 

These  claims  relate  to  loans  on  our  books  and  in  securitizations  -  most  where  we  hold  some 
amount  of  residual  risk. 

Settlement  occurs  either  by  the  originator  repurchasing  the  loans  or  by  the  GS  giving  them 
a  new  price  for  those  loans  -  down  25ish  points  for  example. 

The  street  is  aggressively  putting  things  back,  like  a  run  on  the  bank  before  there  is  no 
money  left  to  fulfill  the  obligations. 

We  have  a  $30mm  reserve  against  the  new  century  stuff,  total  loss  exposure  should  be  $25mm 
to  $50mm. 

Original  Message 

From:  Forst,  Edward  (FIN  85B030) 
Sent:  Monday,  March  12,  2  007  3:46  AM 
To:  Sparks,  Daniel  L 
Subject:  Re:  Subprime  opportunities 

Can  you  tell  me  just  a  bit  more  about  "unfilled  claims"  at  New  Century? 

Thx, 
Ed 

Original  Message  

^^Sparks^Daniei^^Ruzika,  Richard;  Montag,  Tom;  Viniar,  David;  Cohn,  Gary;  Winkelried, 
Jon;  Sherwood,  Michael  S;  Forst,  Edward;  Broderick,.  Craig;  Bermanzohn,  Fran 
Sent:  Sun  Mar  11  23:10:21  2007 
Subject:  RE:  Subprime  opportunities 

We  worked  all  weekend  on  investment  opportunities  relating  to  accredited-,  new  century  and 
fremont.  We  are  looking  at  accredtied  and  new  century  with  cerberus,  and  fremont  with 
jerry  ford  (and  maybe  cerberus).  All  are  long-shots.  Expect  new  century  to  file  in  next 
few  days,  opportunity  will  be  post  bk.  If  we  can,  we  may  propose  taking  some  resids  to 
offset  epd  claims  for  new  century.  New  century  is  the  one  where  we  are  going  to  get  hurt 
with  respect  to  large  unfulfilled  claims. 

Accredited  could  be  interesting,  but  they  may  already  have  another  proposal  where  they  get 
$4'00mm  this  week  in  pref  equity.  They  have  to  move  quickly  to  avoid  accounting 
issues/going  concern  issue  Friday.  Fremont  is  taking  initial  bids  monday,  so  we  will  see 
what  happens  after  they  get  feedback.  We  have  not  done  much  there  yet. 


From:        Sparks,  Daniel  L 

Sent:  Friday,  March  09,  2007  10:51  PM 
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To:    Ruzika,  Richard;  Montag,  Tom;  Viniar,  David;  Cohn,  Gary  (EO  85B30) ; 
Winkelried,  Jon  (EO  85B30) ;  Sherwood,  Michael  S;  Forst,  Edward  (FIN  85B030) 
Subject:     Subprime  opportunities 

This  weekend  we  are  focused  on  the  following; 

(1)  Accredited  -  will  look  at  investment  opportunity  with  Cerberus.  GS  team  includes 
PIA,  IBD  and  Mortgages.  Sounds  like. another  group  is  considering  injecting  $400mm  of 
convertible  preff erred  capital  into  Accredited  as  early  as  mid-next  week.  Accredited  needs 
capital  by  end  of  week  or  it  will  trip  covenants. 

(2)  Fremont  -  Gerry  Ford  looking,  we  will  try  to  tag  along  and  are  trying  to  get 
Cerberus  included.  Indicative  bids  for  the  company  are  due  Monday.  IBD  and  Mortgages. 

(3)  New  Century  -  they  are  in  worst  shape,  Cerberus  is  looking  at  something  and  may 
include  us,  but  we  don't  think  there  is  much  there.  GS  is  considering  making  proposals  on 
buying/ financing  resids  that  could  give  them  some  cash  and  allow  us  to  offfset  EPD 

(unsecured)  claims  they  owe  us . 

Things  are  very  preliminary,  and  if /when  we  get  anything  close  to  real  we  will  reach 
out  to  you. 

We  also  continue  to  look  at  asset  purchase  opportunities  -  alone,  with  C-BASS,  or 
maybe  with  others . 
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From:  Gething,  Christopher 

Sent:  Sunday,  April  1 5,  2007  1 1 :21  AM 

To:  Winslow,  Thomas;  Gallagher,  Brian;  Morris,  Loren;  Cassidy,  John 

Cc:  Gill,  Michelle;  Gasvoda,  Kevin;  Flamino,  Marc;  Hemphill,  Lee;  Katz,  Brian;  Bricker,  Craig  T 

Subject:  FW:  March  2007  Counterparty  Surveillance 

Attachments:  Goldman_March  2007  Counterparty  Surveillance.XLS 

John,  pis  have  the  above  included  in  the  monthly  sends  and  to  Tom  and  Brian,  this  is  the  monthly  review  of  our 
counterparties  that  we  need  to  factor  into  your  efforts.  To  Credit,  similarly  we  use  this  to  monitor  issues  that  pop 
up 


From:  Tallman,  David  [mailto:DTAIIman@tpw.com] 

Sent:  Friday,  April  13,  2007  6:32  PM 

To:  Tallman,  David;  john.cassidy@goldman.com;  christopher.gething@goldman.com;  Altarescu,  Howard;  Pohani, 

Anu  N;  joseph.durso@ny.email.gs.com;  Marks,  Aaron  D.;  Murray,  Kelli;  Gill,  Michelle;  Vargas,  Jessica  J. 

Cc:  Ornstein,  Stephen  F.;  Yoon,  Matthew  S.;  Holahan,  John  P. 

Subject:  March  2007  Counterparty  Surveillance 

Please  find  attached  the  March  counterparty  surveillance  report  (and  boy,  is  it  a  doozy).  Please  call  us  at  jBI 
I  if  you  have  any  questions. 


Thanks, 
David 

******** 

David  A.  Tallman 


■  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Thacher  Proffitt  &  Wood  LLP 

1700  Pennsylvania  Avenue,  Suite  800 

Washington,  DC  20006 

Ph:  (202)626-5640 

Fax:(202)626-1930 

dtallman@tpw.com 


IRS  Circular  230  Disclosure:  To  ensure  compliance  with  requirements  imposed  by  the  IR 

************ 

NOTICE:  This  e-mail  and  any  attachment  contain  confidential  information  that  may  be  1 

This  notice  is  automatically  appended  to  each  e-mail.  It  is  the  recipient's  responsib 
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From: 
Sent: 
To: 
Subject: 


Sparks,  Daniel  L 

Wednesday,  March  21 ,  2007  1 :56  PM 

Montag,  Tom 

RE:  FYI.... 


We  did  a  good  job  cutting  this  down   -  our  current  number  is  about  $300mm,  none  of  which 
is  to  new  century  (we  closed  them  out  and  took  the  loans) . 

Separately,  our  credit  exposures  are  to  new  century,  fremont  and  others  and  related  to  epd 
and  other  put  back  claims.  About  2/3  of  these  loans  are  in  deals  where  we  own  50-100%  of 


the  resids 
adequate . 


so  the  risk  is  not  dollar  for  dollar.  Gasvoda  thinks  our  reserves  are 


Original  Message 

From:  Montag,  Tom 

Sent:  Wednesday,  March  21,  2007  12:10  PM 

To:  Sparks,  Daniel  L 

Subject:  Fw:  FYI.... 

What  r  our  equiv  numbers 

Original  Message  

From:  Viniar,  David . 

To:  Cohn,  Gary  (EO  85B30) ;  Sparks,  Daniel  L;  Ruzika,  Richard;  Montag,  Tom 

Sent:  Wed  Mar  21  12:06:34  2007 

Subject:  FW:  FYI. . . . 

I  like  our  position  better 


From:       Andrews,  John  G 

Sent:  Wednesday,  March  21,  2007  12:01  PM 

To:    Broderick,  Craig 

Cc:    Viniar,  David;  Kennedy,  Heather 

Subject:     FYI.... 

MS  said  on  their  call  that  they  have  $5.2  billion  funding  commitments  to  sub  prime, 
of  which  $2.3  billion  has  been  funded.   Also  said  they  had  $2.5  billion  funded  to  New 
Century 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Gill,  Michelle 

Friday,  August  10,  2007  7:06  PM 

Montag,  Tom;  Mullen,  Donald 

Viniar,  David;  Sparks,  Daniel  L;  Gasvoda,  Kevin 

Fremont  -  Incremental  Information 


Tom  /  Don, 

As  per  your  voicemails,  please  find  below  the  information  requested 

(1)  Amount  of  exposure  to  Fremont  via  unsold  allotments 

(2)  Need  for  sticker 

(3)  Fremont's  repurchase  claim  relative  to  amount  purchased  /  other  sellers 

The  below  represents  unsold  allotments  where  Fremont  collateral  is  a  substantial  portion  of  the  transaction: 

In  total  across  investment  grade  and  non-investment  grade,  we  have  approximately  $102mm  of  exposure  of  unsold  allotments  (most 

of  which  is  in  NIM  /  residual  form) 


Unsold  Allotments 
Bonds 

GSAMP  2007-FM2(B1) 
GSAMP  2007-FM2  (B2) 
FHLT  2006-E  (M9) 
GSAMP  2006-S3  (M7) 
GSAMP  2006-S5  (M6) 
GSAMP  2006-S5(B1) 
GSAMP  2006-S5  (B2) 
GSAMP  2006-S6  (M7)  * 
GSAMP  2006-S4  (B2)  " 
FHLT  2006-B  (SLM8) 
FHLT  2006-B  (SLM9) 
Total 


Position  Size 


Price  (as  of  8/10/07) 


14,524,000 
14,023,000 
18,609,000 
9,885,000 
7,278,000 
6,451,000 
5,624,000 
5,844,000 
8,809,000 
2,034,000 
2,282,000 


7)       %  Fremont 

15.00 

1 00% 

8.00 

100% 

17.00 

100% 

0.00 

54.0% 

0.00 

58.0% 

0.00 

58.0% 

0.00 

58.0% 

0.00 

0.5% 

0.00 

2.0% 

0.00 

100.0% 

0.00 

100.0% 

Exposure 


*  Percentage  Fremont  is  less  than  10% 

**  Percentage  Fremont  is  less  than  10%  however  Fremont  is  a  named  originator  in  this  deal 


NIMS  and  RESIDS 
DEAL 

GSAA  2004-3  and  GSAA  2004-5 

GSAMP  2003-FM1 

GSAMP  2004-FM1 

GSAMP  2004- FM2 

GSAMP  2005-HE1 

GSAMP  2005-HE3 

GSAMP  2005-HE4 

GSAMP  2005-HE4 

GSAMP  2005-HE4 

GSAMP  2005-HE6 

GSAMP  2006-FM1 

GSAMP  2006-FM2 

GSAMP  2006-FM2 

GSAMP  2006-FM3 

GSAMP  2006-S3 

GSAMP  2006-S3 

GSAMP  2006-S4 

GSAMP  2006-S4 


M5  NAME                              %owned 

GSAA  04NIM2  CERT 

1 00% 

GSAMP  03FM1  X 

51% 

GSAMP  04FM1  NRES 

19% 

GSAMP  04FM2  NRES2 

70% 

GSAMP  05HE1  N  R 

70% 

GSAMP  05HE3  NRES 

70% 

GSAMP  05HE4  N1 

21% 

GSAMP  05HE4  N2 

100% 

GSAMP  05HE4  NRES 

70% 

GSAMP  05HE6  NRES 

70% 

GSAMP  06FM1  N1 

39% 

GSAMP  06FM2N  N1 

9% 

GSAMP  06FM2N  N2 

1 00% 

GSAMP  06FM3N  N2 

97% 

GSAMP  06S3  P 

1 00% 

GSAMP  06S3  P 

1 00% 

GSAMP  06S4  X 

100% 

GSAMP  06S4  P 

1 00% 

MV  (as  of  8/10/07) 


%  Fremon 


2,850,000 

0 

0 

0 

2,625,760 

6,000,000 

3,628,497 

6,500,098 

1,500,000 

0 

293,108 

634,300 

1,432,200 

532,700 

924,542 

924,542 

4,667,216 

838,440 
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GSAMP 
GSAMP 
GSAMP 
GSAMP 
GSAMP 
GSAMP 
GSRPM 
Total 


2006-S5 

2006-SD1 

2006-SD3 

2007-FM1 

2007-FM1 

2007- FM2 

2006-2 


GSAMP  06S5  P 
GSAMP  06SD1  X 
GSAMP  06SD3  X 
GSAMP  07FM1NN2 
GSAMP  07FM1NN3 
GSAMP  07FM2  N1 
GSRPM  062  X 


1 00% 
100% 
1 00% 
100% 
1 00% 
1 00% 
1 00% 


425,976 

1,000,000 

1,000,000 

2,425,500 

875,560 

14,811,159 

1,606,293 

95,826,451 


Tom,  in  answer  to  your  question,  the  repurchase  claims  and  disclosure  about  our  potential  are  separate  issues 

The  question  is  whether  an  investor  in  bonds  backed  by  Fremont  collateral  would  view  Goldman's  potential  investment  in 

Fremont  as  material 

We  have  the  disclosure  drafted  and  are  walking  it  around  to  the  investment  team  and  will  confirm  with  Fremont  /  Jerry  Ford's 

team  that  they  are  comfortable  with  verbiage 

The  external  parties  are  comfortable  in  concept,  but  need  to  see  the  verbiage,  pending  your  sign  off  conceptually  on 

disclosing  our  potential  investment 

I  have  included  the  disclosure  below: 

In  connection  with  the  proposed  minority  investment  by  the  Investor  Group,  an  affiliate  of  the  sponsor  and  Fremont  General 
have  reached  an  agreement  in  principle  pursuant  to  which  such  affiliate  of  the  sponsor  will  acquire  a  minority  equity 
interest  in  Fremont  General  representing  approximately  9.1%  of  the  common  stock  of  Fremont  General  Corporation  upon 
conversion  of  certain  convertible  preferred  shares  and  exercise  of  warrants  to  be  purchased  in  the  transaction.  The 
consummation  of  the  stock  purchase  is  subject  to  bank  regulatory  approvals  as  well  as  customary  closing  conditions. 

In  terms  of  repurchase  claims  on  Fremont  collateral  relative  to  our  purchases,  please  find  summarized  below: 

We  have  been  told  by  Jerry's  team  that  our  claims  represent  3  -  4  times  the  next  nearest  counterparty  (and  we  were  not  the 
largest  purchaser) 

Fremont  represents  the  largest  counterparty  to  whom  we  have  claims 

I  have  included  Long  Beach  as  a  comparison  as  they  are  the  next  largest  counterparty  (and  we  have  also  bought  second 
liens  from  them;  a  large  portion  of  our  repurchase 

claims  have  been  from  second  lien  collateral) 

We  are  in  process  of  the  scheduling  a  meeting  with  Fremont  to  discuss  the  repurchase  claims,  we  have  discussed  the  week 
of  August  20th,  hope  to  have  confirmed  by 

end  of  day  today  (Friday)  or  early  next  week 


Bucket 

Original  Balance 

90+  Balance  (6/30/07) 

Initial  Scrub 

Completed  S 

Whole  Loan  Sales 

$15,733,189.00 

$ 

209,144 

$ 

209,144 

GSAMP  05HE1  R 

$412,365,287.94 

$ 

21,697,495 

$ 

1,883,000 

$                i 

GSAMP  05HE3  R1 

$279,031,942.50 

$ 

20,593,900 

$ 

384,000 

GSAMP  05HE4  R1 

$707,339,913.90 

$ 

66,318,897 

GSAMP  05HE6  R1 

$133,105,730.00 

$ 

20,988,277 

$ 

17,624,327 

$ 

4,i 

GSAMP  05SEA1  R1 

$218,400.00 

$ 

218,400 

$ 

218,400 

GSAMP  06FM1  R 

$895,892,074.60 

$ 

280,312,175 

$ 

192,204,928 

$ 

192,1 

GSAMP  06FM2  R 

$966,808,111.10 

$ 

135,959,787 

$ 

29,472,196 

$ 

29,. 

GSAMP  06FM3  R 

$718,560,453.10 

$ 

62,199,446 

GSAMP  06HE3  R 

$102,013,313.00 

$ 

20,627,303 

GSAMP  06S3  R 

$267,743,130.95 

$ 

70,248,154 

$ 

64,403,134 

$ 

33,1 

GSAMP  06S4  R 

$14,952,241.00 

$ 

4,770,767 

$ 

4,032,112 

$             : 

GSAMP  06S5  R 

$195,234,799.15 

$ 

54,358,487 

$ 

48,046,817 

$ 

14,. 

GSAMP  06S6  R 

$1,862,590.00 

$ 

1,154,680 

$ 

1,066,890 

$ 

GSAMP  06SD1  R1 

$5,970,312.17 

$ 

1,615,359 

$ 

1,615,359 

$             < 

GSAMP  06SD2  R 

$9,615,718.00 

$ 

4,669,068 

$ 

3,604,528 

$             : 

GSAMP  06SD3  R 

.  $24,591,275.00 

$    . 

14,036,369 

$ 

10,181,104 

$ 

GSAMP  06SEA1  R 

$2,077,500.00 

$ 

1,212,100 

$ 

996,350 

GSAMP  07FM1  R 

$688,635,538.80 

$ 

55,793,129 

GSAMP  07FM2  R 

$967,588,764.00 

$ 

57,435,552 

GSAMP  07HE2  R 

$2,238,000.00 

$ 

1,655,500 

GSAMP  07SEA1  R 

$8,893,864.00 

$ 

4,331,385 

$ 

1,959,185 

$                   ! 

GSRPM  061  R 

$1,100,060.00 

$ 

527,160 
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GSRPM  062  R 

$8,426,230.00 

$ 

4,907,702 

GSRPM071  R 

$17,439,303.00 

$ 

13,052,685 

Whole  Loan 

$1 ,347,423,432.88 

$ 

127,364,744 

$                     1,811,345 

$            1,: 

Grand  Total 

$7,794,861,174.09 

$1,046,257,664.07 

$379,712,819.00 

$278,63.1 

13.42% 

36.29% 

*GSAMP  2006-FM1  has  a  compliance  issue  with  current  loans  =  total  balance  of  $1 1 3  mm 
LONG  BEACH  /  WASHINGTON  MUTUAL 


Deal 

Orig  Balance 

90+  Bal  (6/30/07) 

Initial  Scrub 

Completed  Scrub 

Whole  Loan  Sales 

$ 

668,650 

$ 

668,650 

GSAMP  05S2  R 

$ 

438,796,866 

$ 

17,427,761 

GSAMP  05SEA1  R1 

$ 

99,800 

$ 

52,200 

$ 

52,200 

GSAMP  06S1  R 

$ 

518,392,557 

$ 

80,949,869 

$ 

38,481,705 

$ 

11,6 

GSAMP  06S3  R 

$ 

175,750,380 

$ 

49,238,672 

$ 

44,615,104 

$ 

25,4 

GSAMP  06SD1  R1 

$ 

2,207,191 

$ 

1,218,611 

$ 

973,800 

$ 

8 

GSAMP  06SD2  R 

$ 

180,938,903 

$ 

95,705,802 

$ 

86,269,514 

$ 

5,8 

GSAMP  06SD3  R 

$ 

6,504,536 

$ 

3,883,173 

$ 

3,573,173 

$ 

1,6 

GSAMP  06SEA1  R 

$ 

37,332,617 

$ 

14,674,900 

$ 

12,466,885 

$ 

2 

GSAMP  07SEA1  R 

$ 

1,329,443 

$ 

72,980 

GSRPM  061  R 

$ 

759,300 

$ 

30,000 

GSRPM  062  R 

$ 

3,401,919 

$ 

2,181,896 

$ 

2,156,696 

$ 

1 

GSRPM  071  R 

$ 

5,485,349 

$ 

1,896,281 

LBMLT06WL1  R 

$ 

1,907,889,166 

$ 

242,582,450 

whole  loan 

$ 

337,661,479 

$ 

77,186,960 

Grand  Total 

$ 

3,617,218,156 

$ 

587,770,204 

$ 

188,589,077 

$ 

45,8 

16.25% 

32.09% 

Let  me  know  if  you  would  like  any  additional  information 
Thanks  mg 

Goldman,  Sachs  &  Co. 
85  Broad  Street,  New  York,  NY  10004 
Tel:  212-357-8721    Fax:  212-493-0058 
Email:  michelle.gill@gs.com 

Goldman 

Sachs 
Michelle  Gill 
Managing  Director 

Fixed  Income,  Currency  &  Commodities 
Structured  Products  Group 

This  material  has  been  prepared  specifically  for  you  by  the  Residential  Mortgages  Finance  Group  of  the  Goldman  Sachs  Fixed 
Income,  Currency  and  Commodities  Department  and  is  not  a  product  of  the  research  departments  of  Goldman  Sachs.  All  materials, 
including  proposed  terms  and  conditions,  are  indicative  and  for  discussion  purposes  only.  Finalized  terms  and  conditions  are  subject 
to  further  discussion  and  negotiation.  Opinions  expressed  are  our  present  opinions  only.  Certain  transactions  give  rise  to  substantial 
risk  and  are  not  suitable  for  all  investors.  Goldman  Sachs  does  not  provide  accounting,  tax  or  legal  advice;  however,  you  should  be 
aware  that  any  proposed  indicative  transaction  could  have  accounting,  tax,  legal  or  other  implications  that  should  be  discussed  with 
your  advisors  and  or  counsel.  We  mutually  agree  that,  subject  to  applicable  law,  you  may  disclose  any  and  all  aspects  of  any 
potential  transaction  or  structure  described  herein  that  are  necessary  to  support  any  U.S.  federal  income  tax  benefits,  without 
Goldman  Sachs  imposing  any  limitation  of  any  kind.  We  are  under  no  obligation  to  extend,  renew  or  otherwise  restructure  any 
proposed  transaction.  All  information  provided  was  supplied  in  good  faith  based  on  information  which  we  believe,  but  do  not 
guarantee,  to  be  accurate  or  complete;  however,  we  are  not  responsible  for  errors  or  omissions  that  may  occur.  Further  information., 
regarding  this  material  may  be  obtained  upon  request. 

This  message  may  contain  information  that  is  confidential  or  privileged.  If  you  are  not  the  intended  recipient,  please  advise  the  sender 
immediately  and  delete  this  message.  See  http://www.qs.com/disclaimer/email  for  further  information  on  confidentiality  and  the  risks 
inherent  in  electronic  communication. 
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From:  Bell,  Janet 

Sent:  Monday,  June  25,  2007  3:47  PM 

To:  Knox,  Deana  C;  Pohani,  Anil  N;  Morris,  Loren 

Cc:  Berger,  Ann;  Gasvoda,  Kevin;  Gill,  Michelle;  Sparks,  Daniel  L 

Subject:  RE:  Option  One 


Great  Job 


From:  Knox,  Deana  C. 

Sent:  Monday,  June  25,  2007  2:51  PM 

To:  Bell,  Janet;  Pohani,  Anu  N;  Morris,  Loren 

Cc:  Berger,  Ann 

Subject:  Option  One 


Option  One  has  agreed  to  settle  the  entire  claim,  paying  $2.5M  (repurchase  and  monitor)  and  $3M  will  be  rescinded. 
Putting  all  the  pieces  together  now,  expect  funding  early  next  week. 

Let  me  know  if  you  have  questions. 

Goldman  Sachs  &  Co. 

1 00  2nd  Avenue  South  |  Suite  200N  | 

St.  Petersburg,  FL  33701 

Ph:  727-825-3809  |  Fax:  727-825-3821 

email:  deana.knox@gs.com 

Deana  C.  Knox  -  Vfc*  VmZikni  GoM»UMI 

Fixed  Income  Currency  and  Commodities  Sscfei 


Note:  This  message  may  contain  information  that  Is  confidential  or  privileged.  If  you  are  not  the  Intended  recipient,  please  advise  the 
sender  Immediately  and  delete  this  message.  See  http://www.qs.coni/dlsclalmer/emall  for  further  information  on  confidentiality  and  the 
risks  Inherent  in  electronic  communication. 
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From:  Morris,  Loren 

Sent:  Thursday,  June  07,  2007  12:29  PM 

To:  Gething,  Christopher 

Subject:  FW:  WFALT  05-2  Repurchase  demand 


FYI 

Original  Message 

From:  Moliski,  William 

Sent:  Thursday,  June  07,  2007  12:26  PM 

To:  Gill,  Michelle;  Morris,  Loren 

Cc:  Nestor,  Genevieve;  Parkinson,  David;  Liepold,  Christina;  Hernandez,  Sarah;  Herrera, 

Lina  M. 

Subject:  RE:  WFALT  05-2  Repurchase  demand 

I  had  a  conversation  with  Brad  Davis  at  Wells  last  night  concerning  this  issue.   In  the 
past,  we  have  bought  loans  from  a  counterparty  and  then  subsequently  securitized  them  off 
the  issuers  shelf.   To  do  this,  we  had  them  deposited  into  the  trust  by  the  shelf's 
depositor  (in  this  case,  Wells  Fargo  Mortgage) .    When  that  happens,  the  trade  is 
considered  a  whole  loan  purchase  by  us,  we  have  an  MLPA,  do  25%  due  diligence,  close  the 
trade  and  then  effect  the  transfer  back  to  the  depositor  by  way  of  a  transfer  agreement, 
similar  to  the  ones  used  for  GSMC  -  GSMSC.   In  this  case,  we  get  a  full  set  of  reps  and 
warranties  as  part  of  the  whole  loan  trade  and  then  the  depositor  makes  reps  and 
warranties  to  the  trust.   We  would  be  able  to  demand  repurchase  in  the  event  of  a  breach 
under  the  MLPA 

However,  normally,  when  we  do  ' underwritings ' ,  we  generally  just  buy  the  AAAs,  never 
accept  ownership  of  the  loans,  do  minimal  due  diligence,  and  get  no  MLPA  reps/warrants. 
The  depositor  once  again  makes  the  reps  and  warranties,  but  we  don't  have  any  ability  to 
demand  breach. 

With  respect  to  this  trade,  we  did  25%  due  diligence,  stipped  the  MLPA  as  the  governing 
document,  but  have  no  documentation  of  a  MLPA  signature  page  or  any  transfer  agreements. 
Also,  we  bought  the  entire  capital  structure,  including  the  resid  (and  took  100% 
structuring  risk) . 

From  Brad's  view,  the  MLPA  stip  was  a  mistake  on  their  part,  but  because  there  is  no  MLPA 
signature  page,  it  is  a  moot  point.   Also,  the  lack  of  transfer  agreements  mean  we  never 
took  possession  of  the  loans.   Therefore,  this  was  an  underwriting,  there  is  no  MLPA  (or 
associated  reps  and  warranties),  the  only  reps  that  are  germane  are  the  ones  made  to  the 
trust  by  the  depositor 

Original  Message 

From:  Gill,  Michelle 

Sent:  Thursday,  June  07,  2007  11:16AM 

To:  Morris,  Loren 

Cc:  Nestor,  Genevieve;  Moliski,  William;  Parkinson,  David;  Liepold,  Christina;  Hernandez, 

Sarah;  Herrera,  Lina  M. 

Subject:  RE:  WFALT  05-2  Repurchase  demand 

Couple  of  questions 

(1)  When  we  buy  loans,  don't  we  typically  assign  the  reps  into  the  trust? 

(2)  If  the  answer  to  the  above  is  no,  I'd  like  to  understand  why 

(3)  Definitionally,  then  shouldn't  the  whole  loan  document  and  the  securitization  document 
be  one  and  the  same 

Thanks  mg 

Original  Message 

From:  Morris,  Loren 
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Sent:  Thursday,  June  07,  2007  12:14  PM 

To:  Gill,  Michelle 

Subject:  FW:  WFALT  05-2  Repurchase  demand 

Michelle,  I  could  use  your  help  on  this  issue.  Attached  is  the  email  chain  that  indicates 
the  discussion  surrounding  which  was  the  controlling  document.  It  was  determined  to  be  the 
whole  agreement  and  we  ran  with  it. 

At  this  point,  now  that  we  have  Wells  asserting  that  it  is  not,  but  is  the  PSA,  which 
affords  us  no  useable  reps  and  warranties,  we  seem  to  be  waffling  on  our  opinion.  I  don  t 
know  if  legal  was  involved,  but,  perhaps  they  should  be  now  to  settle  this  once  and  for 
all.  Thanks 

Original  Message 

From:  Parkinson,  David 

Sent:  Thursday,  June  07,  2007  11:58  AM 

To:  Morris,  Loren 

Subject:  FW:  WFALT  05-2  credit  watch  discussion 


David  Parkinson 

Goldman,  Sachs  &  Co. 

100  2nd  Ave.  South,  Suite  200S 

St.  Petersburg,  FL  33701 

Phone:  (727)  825-3807 

Fax:  (212)  428-3600 

Email:  David.Parkinson@GS.com 

©  Copyright  2007  The  Goldman  Sachs  Group,  Inc.  All  rights  reserved.  See 
http://www.gs.com/disclaimer/email-salesandtrading.html  for  important  risk  disclosure, 
conflicts  of  interest  and  other  terms  and  conditions  relating  to  this  e-mail  and  your 
reliance  on  information  contained  in  it.  This  message  may  contain  confidential  or 
privileged  information.  If  you  are  not  the  intended  recipient,  please  advise  us 
immediately  and  delete  this  message.  See  http://www.gs.com/disclaimer/email/  for  further 
information  on  confidentiality  and  the  risks  of  non-secure  electronic  communication.  If 
you  cannot  access  these  links,  please  notify  us  by  reply  message  and  we  will. send  the 
contents  to  you. 

Original  Message 

From:  Moliski,  William 

Sent:  Monday,  May  07,  2007  2:36  PM 

To:  Jordanov,  Nasko;  Parkinson,  David;  Nestor,  Genevieve;  Liepold,  Christina;  Gething, 

Christopher;  Carter,  Lauren;  Murray,  Kelli;  Maglio,  Robert 

Cc:  Deliiska,  Asseneta  N. 

Subject:  RE:  WFALT  05-2  credit  watch  discussion 

As  Genevieve  mentioned,  these  are  the  flow  Wells  agreements  in  place  in  October  2005 

Original  Message 

From:  Jordanov,  Nasko 

Sent:  Monday,  May  07,  2007  2:36  PM 

To:  Parkinson,  David;  Nestor,  Genevieve;  Liepold,  Christina;  Gething,  Christopher;  Carter, 

Lauren;  Murray,  Kelli;  Maglio,  Robert 

Cc:  Moliski,  William;  Deliiska,  Asseneta  N. 

Subject:  RE:  WFALT  05-2  credit  watch  discussion 

Assya,  you  were  managing  the  trade  from  the  Finance  side.  Please  advise  if  you  can  help  to 
get  the  deal  docs  with  the-  R&W. 

I  checked  my  email  and  could  not  find  any  R&W  doc. 

Thank  you! 
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Nasko  Jordanov 

Goldman,  Sachs  &  Co 

85  Broad  Street,  27th  floor 

New  York,  NY  10004 

Phone:  (212)  357  6641 

Fax:   (212)  493  0452 

E-mail:  Nasko.Jordanov@gs.com 

Original  Message 

From:  Parkinson,  David 

Sent:  Monday,  May  07,  2007  1:13  PM 

To:  Nestor,  Genevieve;  Liepold,  Christina;  Gething,  Christopher;  Carter,  Lauren;  Murray, 

Kelli;  Maglio,  Robert;  Jordanov,  Nasko 

Cc:  Moliski,  William 

Subject:  RE:  WFALT  05-2  credit  watch  discussion 

It  looks  like  Nasko  Jordanov  worked  on  this  deal  as  the  Transaction  Manager. 

DoSyou  by  chance  have  or  now  where  the  agreements  for  this  deal  are?  Will  you  double  check 
your  emails  because  I  know  you  save  everything  and  you  have  it  there  if  you  were  ever 
copied  on  them.  We  are  looking  for  the  agreements  with  Reps  and  Warrants. 

David  Parkinson 

Goldman,  Sachs  &  Co. 

100  2nd  Ave.  South,  Suite  200S 

St.  Petersburg,  FL  33701 

Phone:  (727)  825-3807 

Fax:  (212)  428-3600 

Email:  David.Parkinson@GS.com 

©  Copyright  2007  The  Goldman  Sachs  Group,  Inc.  All  rights  reserved.  See 
httpT//www. gs.com/disclaimer/email-salesandtrading. html  for  important  risk  disclosure, 
conflicts  of  interest  and  other  terms  and  conditions  relating  to  this  e-mail  and  your 
reliance  on  information  contained  in  it.  This  message  may  contain  confidential  or 
privileged  information.  If  you  are  not  the  intended  recipient,  please  advise  us 
immediately  and  delete  this  message.  See  http://www.gs.com/disclaimer/email/  for  further 
information  on  confidentiality  and  the  risks  of  non-secure  electronic  communication   If 
you  cannot  access  these  links,  please  notify  us  by  reply  message  and  we  will  send  the 
contents  to  you. 

Original  Message 

From:  Nestor,  Genevieve 

Sent:  Monday,  May  07,  2007  1:07  PM  , 

To:  Liepold,  Christina;  Gething,  Christopher;  Carter,  Lauren;  Parkinson,  David;  Murray, 

Kelli;  Maglio,  Robert 

Cc:  Moliski,  William 

Subject:  RE:  WFALT  05-2  credit  watch  discussion 

It  was  a  loan  purchase.   Same  as  any  other  loan  purchase  in  terms  of  what  Wells  represents 
(from  breach  of  rep/warranty  perspective). 

Original  Message 

From:  Liepold,  Christina 

Sent:  Monday,  May  07,  2007  1:05  PM  . 

To:  Nestor,  Genevieve;  Gething,  Christopher;  Carter,  Lauren;  Parkinson,  David;  Murray, 

Kelli;  Maglio,  Robert 

Cc:  Moliski,  William 

Subject:  RE:  WFALT  05-2  credit  watch  discussion 

WLEG  doesn't  handle  these  types  of  deals-  I  will  reach  out  to  finance. 
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Original  Message 

From:  Nestor,  Genevieve 

Sent:  Monday,  May  07,  2007  1:03  PM  . 

To:  Gething,  Christopher;  Liepold,  Christina;  Carter,  Lauren;  Parkinson,  David;  Murray, 

Kelli;  Maglio,  Robert 

Cc:  Moliski,  William 

Subject:  RE:  WFALT  05-2  credit  watch  discussion 

Some  combination  of  finance  and  WLEG  must  have  it.   I  have  the  bid  stips  we  sent  with  the 
original  trade  (entered  into  on  Sept  20,  2005)  but  they  don't  mention  breach  of  rep  or 
warranty  reps. 

Original  Message 

From:  Gething,  Christopher 

Sent:  Monday,  May  07,  2007  12:50  PM 

To:  Nestor,  Genevieve;  Liepold,  Christina;  Carter,  Lauren;  Parkinson,  David;  Murray, 

Kelli;  Maglio,  Robert 

Cc:  Moliski,  William 

Subject:  RE:  WFALT  05-2  credit  watch  discussion 

Do  we  have  a  contract  for  the  whole  loans  ?  We  must  have  reps  we  can  process  on 

Original  Message 

From:  Nestor,  Genevieve 

Sent:  Monday,  May  07,  2007  11:40  AM 

To:  Liepold,  Christina;  Carter,  Lauren;  Parkinson,  David;  Murray,  Kelli;  Gething, 

Christopher;  Maglio,  Robert 

Cc:  Moliski,  William 

Subject:  RE:  WFALT  05-2  credit  watch  discussion 

Bill  would  be  point  person  on  what  is  in  the  securitization  documents.   For  this  deal  we 
purchased  loans  from  Wells  but  agreed  to  securitize  off  of  their  shelf  with  GS  holding  on 
to  the  residual  and  any  unsold  allotments  of  bonds. 

Original  Message 

From:  Liepold,  Christina 

Sent:  Monday,  May  07,  2007  11:26  AM 

To:  Carter,  Lauren;  Parkinson,  David;  Murray,  Kelli;  Gething,  Christopher;  Nestor, 

Genevieve;  Maglio,  Robert 

Subject:  RE:  WFALT  05-2  credit  watch  discussion 

Who  is  Finance  handles  these/  Who  can  we  go  to  with  questions? 


Original  Message 

From:  Carter,  Lauren 

Sent:  Monday,  May  07,  2007  11:22  AM 

To:  Parkinson,  David;  Murray,  Kelli;  Liepold,  Christina;  Gething,  Christopher;  Nestor, 

Genevieve;  Maglio,  Robert 

Subject:  RE:  WFALT  05-2  credit  watch  discussion 

They  are  in  the  folder  on  the  repurchase  drive.   Please  review,  maybe  I  am  missing 
something. 

Lauren 

Original  Message 

From:  Parkinson,  David 

Sent:  Monday,  May  07,  2007  11:15  AM 

To:  Carter,  Lauren;  Murray,  Kelli;  Liepold,  Christina;  Gething,  Christopher;  Nestor, 

Genevieve;  Maglio,  Robert 

Subject:  RE:  WFALT  05-2  credit  watch  discussion 
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Although  there  may  be  no  specific  Whole  Loan  reps  from  a  purchase,  aren't  there  reps  that 
are  made  to  the  trust  when  it  is  securitized?  How  do  we  get  copies  of  those  agreements? 

David  Parkinson 

Goldman,  Sachs  &  Co . 

100  2nd  Ave.  South,  Suite  200S 

St.  Petersburg,  FL  33701 

Phone:  (727)  825-3807 

Fax:  (212)  428-3600 

Email:  David.Parkinson@GS.com 

©  Copyright  2007  The  Goldman  Sachs  Group,  Inc.  All  rights  reserved.  See 
http- //www. gs.com/disclaimer/email-salesandtrading. html  for  important  risk  disclosure, 
conflicts  of  interest  and  other  terms  and  conditions  relating  to  this  e-mail  and  your 
reliance  on  information  contained  in  it.  This  message  may  contain  confidential  or 
privileged  information.  If  you  are  not  the  intended  recipient,  please  advise  us 
immediately  and  delete  this  message.  See  http://www.gs.com/disclaimer/email/  for  further 
information  on  confidentiality  and  the  risks  of  non-secure  electronic  communication.  If 
you  cannot  access  these  links,  please  notify  us  by  reply  message  and  we  will  send  the 
contents  to  you. 

Original  Message 

From:  Carter,  Lauren 

Sent:  Monday,  May  07,  2007  11:09  AM  ,         . 

To:  Murray,  Kelli;  Liepold,  Christina;  Gething,  Christopher;  Parkinson,  David;  Nestor, 

Genevieve;  Maglio,  Robert 

Subject:  RE:  WFALT  05-2  credit  watch  discussion 

Based  on  the  documents  that  I  have  been  given.   We  do  not  have  a  fraud  rep,  or  any  type  of 
credit/underwriting  reps.   Please  provide  any  additional  information  you  have. 

Thanks 

Lauren 

Original  Message 

From:  Murray,  Kelli 

Sent:  Friday,  May  04,  2007  2:13  PM  _ 

To-  Liepold,  Christina;  Gething,  Christopher;  Parkinson,  David;  Morris,  Loren;  Gething, 

Christopher;  Shuey,  William;  Winslow,  Thomas;  Carter,  Lauren;-  Gallagher,  Brian 

Subject:  FW:  WFALT  05-2  credit  watch  discussion 

Christina  -  yesterday  in  our  meeting  we  questioned  the  fact  as  to  whether  or  not  we  have 
the  right  to  putback  loans  in  the  above  deal  since  we  did  not  buy  the  loans  and  were  not 
the  Issuer.  Per  the  below  msg,  Genevieve  states  as  resid  holder  we  do  have  the  right  to 
putback  these  loans  (Lauren  still  needs  to  review  the  loan  level  detail  from  Bohan) .  If 
'  Lauren  identifies  a  population  to  putback,  do  you  have  the  applicable  agreement  to 

reference?   I  thought  Lauren  had  said  she  couldn't  find  the  reps,  so  thought  you  may  not 
have  the  Purch  Agmt . 

Pis  let  me  know. 

Thanks . 

Original  Message 

From:  Maglio,  Robert 

Sent:  Friday,  May  04,  2007  1:00  PM 

To:  Carter,  Lauren;  Murray,  Kelli 

Subject:  RE:  WFALT  05-2  credit  watch  discussion 

Lauren, 


J- 
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Genevieve  stated  we  are  the  Resid  holder  for  these  loans  and  have  the  right  to  put  loans 
back  for  breaches.   If  possible  Genevieve  would  like  to  touch  base  on  Monday  to  discuss 
which  loans  we  feel  are  put  back  opportunities. 

Kelli, 

I  have  reached  out  to  Wells  to  discuss  Special  call  campaigns  around  this  deal.   They  are 
coordinating  a  call  for  later  today  or  Monday  to  discuss.  Thanks 


©  Copyright  2007  The  Goldman  Sachs  Group,  Inc.  All. rights  reserved.  See 
http://www.gs.com/disclaimer/email-salesandtrading.html  for  important  risk  disclosure, 
conflicts  of  interest  and  other  terms  and  conditions  relating  to  this  e-mail  and  your 
reliance  on  information  contained  in  it.  This  message  may  contain  confidential  or 
privileged  information.  If  you  are  not  the  intended  recipient,  please  advise  us 
immediately  and  delete  this  message.  See  http://www.gs.com/disclaimer/email/  for  further 
information  on  confidentiality  and  the  risks  of  non-secure. electronic  communication.  If 
you  cannot  access  these  links,  please  notify  us  by  reply  message  and  we  will  send  the 
contents  to  you. 

Original  Message 

From:  Carter,  Lauren 

Sent:  Friday,  May  04,  2007  9:38  AM 

To:  Murray,  Kelli;  Maglio,  Robert 

Subject:  Re:  WFALT  05-2  credit  watch  discussion 

I  have  not  had  a  chance  to  review  could  we  post  pone  til  monday?   Can  we  get  confirmatioi 
on  what  our  rights  are? 

Thanks 

Lauren 

Original  Message  

From:  Murray,  Kelli 

To:  Maglio,  Robert;  Carter,  Lauren 

Sent:  Fri  May  04  09:16:26  2007 

Subject:  Re:  WFALT  05-2  credit  watch  discussion 

Be  careful  here  when  giving  this  info  to  tje  RA.   There  were  conversations  yesterday  on 
this  deal  and  seems  were  still  unclear  if  GS  has  the  right  to  putback  since  we  did  not 
purchase  the  loans. 

What  is  the  OC  left  on  this  deal  vs.  The  dlq  pipeline? 


Sent  from  my  BlackBerry  Wireless  Handheld 


Original  Message  

From:  Maglio,  Robert 

To:  Carter,  Lauren 

Cc:  Murray,  Kelli 

Sent:  Fri  May  04  09:07:03  2007 

Subject:  RE:  WFALT  05-2  credit  watch  discussion 

Lauren  Good  Morning, 


Can  you  give  me  any  color  on  these  60  loans  that  are  in  the  scrub  pipeline?   All  are 

either  in  FC  or  REO.    I  have  a  call  with  finance  at  11  today?    Are  you  available  to  ]oin 

6 
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in  on  the  call? 

Wondering  if  any  of  them  are  good  possibilities  for  put  backs?   Thanks 
«Bookl6.xls» 


From:        Carter,  Lauren 

Sent:  Wednesday,  May  02,  2007  6:07  PM 

To:    Maglio,  Robert 

Cc:    Murray,  Kelli 

Subject:     RE:  WFALT  05-2  credit  watch  discussion 

Bohan  has  completed  the  review,  however  we  do  not  have  a  repurchase  manager  assigned 
to  it.   I  can  have  someone  review  the  deal,  and  I  can  look  at  the  reports.   Remember  we 
have  some  issues  here.   1)  no  fraud  reps,  2)  we  bought  the  bonds  not  the  loans 

Lauren 


scrub? 


Thanks 


From:        Maglio,  Robert 

Sent:  Wednesday,  May  02,  2007  5:04  PM 

To:    Carter,  Lauren 

Cc:    Murray,  Kelli 

Subject:     FW:  WFALT  .05-2  credit  watch  discussion 

Lauren, 

Just  spoke  with  Aduke  regarding  this  deal.   Where  is.  Bohan  in  regards  to  the 

Kelli, 

Aduke  wants  to  do  a  call  Friday  to  discuss  this  deal.   I  will  gather  info. 


©  Copyright  2007  The  Goldman  Sachs  Group,  Inc.  All  rights  reserved.  See 
http://www.gs.com/disclaimer/email-salesandtrading.html  for  important  risk  disclosure, 
conflicts  of  interest  and  other  terms  and  conditions  relating  to  this  e-mail  and  your 
reliance  on  information  contained  in  it.  This  message  may  contain  confidential  or 
privileged  information.  If  you  are  not  the  intended  recipient,  please  advise  us 
immediately  and  delete  this  message.  See  http://www.gs.com/disclaimer/email/  for  further 
information  on  confidentiality  and  the  risks  of  non-secure  electronic  communication.  If 
you  cannot  access  these  links,  please  notify  us  by  reply  message  and  we  will  send  the 
contents  to  you. 


From:        Thelwell,  Aduke  H. 

Sent:  Wednesday,  May  02,  2007  4:51  PM 

To:    Maglio,  Robert 

Subject:     WFALT  05-2  credit  watch  discussion 


Rob,  the  WFALT  05-2  that  we  underwrote  has  been  placed  on  credit  watch. 
Are  you  available  for  a  quick  internal  call  on  this  deal  and  what  cooperation/ focus  we 


need  from  Wells? 


Please  let  me  know  if  you're  available  tomorrow  at  11am. 


From:       Nestor,  Genevieve 

Sent:  Thursday,  April  26,  2007  11:03  AM 

To:    Moliski,  William;  Wicker,  Devin;  Meinders,  Kelly 

Subject:     RE:  Daily  rating  change  report  (Apr  25,  2007) 


MCj  < 


j 
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[T-Mail] 


We  need  to  start  working  on  this  deal  with  Wells  —  Rob  has 
been  doing  work  on  it  but  we  need  to  elevate  to  Wells'  attention.   Bill  can  you  coordinate 
an  internal  call  with  Rob  Maglio,  Morgan  and  us? 

Thanks 


Mail] 


Mail] 


From:  Moliski,  William 

Sent:  Thursday,  April  26,  2007  11:59  AM 

To:  Nestor,  Genevieve;  Wicker,  Devin;  Meinders,  Kelly 

Subject:  FW:  Daily  rating  change  report  (Apr  25,  2007)  [T- 


WFALT  05-2  is  on  negative  watch 


From:        Choi,  Woo  J. 

Sent:  Thursday,  April  26,  2007  8:47  AM 

To:    'T-Mail  Subscribers' 

Subject:     Daily  rating  change  report  (Apr  25,  2007)  [T- 


**  INTERNAL  USE  ONLY  ** 

April  25,  2007  rating  changes: 
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MEMORANDUM 


Soldman 
achs 


To:  Members  of  the  Mortgage  Capital  Committee 

From:  Martha  Rocha  /  Kenneth  Lakra 

Date:  2/2/2007  8:13:56  pm 

Re:  Agenda  for  Monday,  February  5,  2007 


Date: 
Time: 
Location: 
Bridge  Number 


Monday,  February  5, 2007 
01:00pm  NY  time 
85  Broad  /  27A  in  New  York 
212-902-0990 


The  following  is  a  list  of  transactions  scheduled  for  review  on  Monday,  February  5,  2007: 


1. 


4.  GSAMP  2007-FM2 

Goldman  Sachs  to  securitize  approximately  $1,008  million  of  subprime  mortgage  loans  purchased  by 
Goldman  Sachs  Mortgage  Company  from  Fremont  Investment  and  Loan.  The  securitization  is 
scheduled  to  be  completed  by  February  21,  2007,  and  will  utilize  a  senior/subordinated  OC  structure. 
Memo  Delivery  Status:  To  Follow 
Contacts:  Kelvin  Teo  X2-9063,  Leland  Ivy  X7-8049 

5.  GSAA  Home  Equity  Trust  2007-3 

Goldman  Sachs  to  securitize  approximately  $1.3  billion  of  Alt-A  type,  hybrid,  first  lien  mortgage  loans. 
Goldman  Sachs  Mortgage  Company  purchased  the  Mortgage  Loans  from  GS  Mortgage  Conduit 
(30.88%),  GreenPoint  (28.54%),  Countrywide  (20.02%),  FNBN  (10.84%)  and  Indymac  (9.72%)  between 
April  2006  and  January  of  this  year.  The  securitization  is  scheduled  to  close  on  February  23  with  a  first 
distribution  in  March  and  will  likely  utilize  an  OC  structure. 
Memo  Delivery  Status:  To  Follow 
.  Contacts:  Bill  Moliski:  2-4668,  Aaron  Marks:  2-7884 

6.  Residual  Portfolio  Update  Presentation 

Memo  Delivery  Status:  Enclosed 

Contacts:  Jared  Erbst  x7-1 701 ,  Asseneta  Deliiska  X7-8179 
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Mortgage  Capital  Committee  Memorandum 


$[1,007,881,000]  (approximate) 

GSAMP  Trust  2007-FM2 

Mortgage  Pass  Through  Certificates,  Series  2007-FM2 


Features  of  the  Transaction 


On  December  28,  2006  we  purchased  approximately  $1 ,030  million  of 

subprime,  first  lien,  second  lien,  fixed  and  adjustable  fate  residential 

mortgages  originated  and  serviced  by  Fremont  Investment  and  Loan 

("Fremont"). 

This   offering   consists  of  approximately  $[1,008]   million   of  bonds 

expected  to  be  rated  by  S&P  and  Moody's.   The  offering  is  expected  to 

consist  of  approximately  $[799]  million  of  AAA/Aaa  rated  securities, 

$[209]  million  of  AA+/Aa1   down  to  BB/Ba2  rated  securities,   a  Net 

Interest  Margin  ("NIM")  Security  (issued  separately)  and  a  Residual 

Security. 

It  is  expected  that  there  will  be  22.40%  credit  support  for  the  AAA  rated 

securities  in  this  transaction. 

The  deal  is  expected  to  contain  a  swap  agreement  which  will  be 

available  to  pay  Basis   Risk  Carry  Forward  Amounts  for  the  entire 

offering. 

Expected  profit  will  be  approximately  $1 .25  million  for  this  transaction. 


Preliminary  Collateral  Characteristics 


Total  Outstanding  Principal  Balance: 
Number  of  Mortgage  Loans: 
Average  Principal  Balance  of  the  Mortgage  Loans: 
Weighted  Average  Annual  Mortgage  Interest  Rate: 
Weighted  Average  Stated  Maturity  (months): 
Weighted  Average  Seasoning  (months): 
Weighted  Average  Original  Loan-To-Value  Ratio: 
Weighted  Average  Combined  Original  Loan-To-Value 

Ratio: 

Weighted  Average  FICO: 

Owner  Occupied: 

Purchase: 

1"  Lien: 

Silent  Seconds: 

Condos: 

Single-Family  and  PUD: 

Full  Documentation: 

Interest  Only: 

Geographic  Distribution: 
40  Year  Loans: 


$1 ,030,027,300 

4,463 

$230,793 

8.42% 

357 

2 

77.13% 

86.84% 

628 

93.43% 

33.54% 

94.39% 

5.22% 

4.45% 

86.12% 

62.30% 

5.10% 

CA:  27.48% 

FL:  13.18% 

NY:  10.04% 

10.21% 


Residual 


Key  Terms  and  Counterparts 


Issuer: 

Underwriter: 

Depositor 

Trustee: 

Custodian: 

Issuance  Type: 

Tax  Treatment: 

Structure: 

Rating  Agencies: 

Counsel: 

Accountants: 

Originator: 

Master  Servicer: 

Servicer: 

Issuer: 


GSAMP  Trust  2007-FM2 

Goldman,  Sachs  &  Co. 

GS  Mortgage  Securities  Corp. 

Deutsche  Bank 

Deutsche  Bank 

Public 

REMIC 

Senior/Subordinate  OC  Structure 

S&P  and  Moody's 

Cadwalader  Wickersham  &  Taft 

Ernst  &  Young 

Fremont  Investment  and  Loan 

[Wells  Fargo  Bank] 

Fremont  Investment  and  Loan 

GSAMP  Trust  2007-FM2 


Time  Table 


Expected  Settlement: 
Cut-off  Date: 
First  Distribution  Date: 
Distribution  Date: 


Goldman  plans  on  monetizing  the  residual  through  a  NIM  transaction. 
The  expected  market  value  of  the  NIM  security  will  be  approximately 
$33.5  million. 

The  market  value  of  the  post  NIM  residual  will  be  approx.  $1 2.9  million 
for  this  transaction  which  Goldman  will  retain  at  an  expected  after  loss 
yield  of  18%.  It  is  expected  that  at  the  end  of  February,  the  total 
residual  position  held  for  investment  will  be: 


February  22,  2007 
February  1 ,  2007 
March  26,  2007 
25th  or  next  business  day 


Expected  Structure 


Exp.  Rating 

(SSP/Moodys) 

AAA/Aaa 

Exp.  Credit 
Support 

[22.40]% 

Expected 
Size 

[77.60]% 

Expected  Bond 
Balance  ($) 

$799,301,185 

AA+/Aa1 

[18.65]% 

[3.75]% 

$38,626,024 

AA/Aa2 

[15.15]% 

[3.50]% 

$36,050,956 

AA-/Aa3 
A+/A1 

[13.10]% 
[11.35]% 

[2.05]% 
[1.75]% 

$21,115,560 
$18,025,478 

A/A2 

[9.60]% 

[1.75]% 

$18,025,478 

A-/A3 

[7.95]% 

[1.65]% 

$16,995,450 

BBB+/Baa1 

[6.40]% 

[1.55]% 

$15,965,423 

BBB/Baa2 

[5.00]% 

[1 .40]% 

$14,420,382 

BBB-/Baa3 

[3.95]% 

[1.05]% 

$10,815,287 

BB+/Ba1 

[3.15]% 

[0.80]% 

$8,240,218 

BB/Ba2 

[2.15]% 

[1 .00]% 

$10,300,273 

OC  (fully  funded) 
NIM  Security 

n/a 
n/a 

[2.15]% 
n/a 

$22,145,587 
$33,475,000 

Total  Post  NIM  Residual 

n/a 

n/a 

$12,875,000 

Product  ■ 

$mm 

Prime/Hybrid 

$153.0 

Alt-A 

$190.0 

Subprime 

$216.0 

Seconds 

$70.0 

Scratch  &  Dent 

$54.0 

Total 

$683.0 
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Due  Diligence  Results 

The  table  below  summarizes  the  due  diligence  scope  and  results  for  the  Fremont  positions  purchased  on  December  28, 
2006. 


Settlement        Deal  % 


FM  Dec  28  2006      100,0% 


Drops  as  %  of  the  Pool 


Total      Credit    Compl.  Custodial    Value     Seller 


10.2%        2.7%         1,9%  0.3%  3.8%        1.0% 


Credit  /  Compliance  Sampling 
"" — ^— — -— — —       compl. 
Sample%    Credit  Drops     Drops 


40.3% 


6.7% 


4.7% 


BPO  Sampling 


Sample%       Drops 


33.6%  11.4% 


Fremont  Historical  DP  Results 


Fremont  Historical  Data 


6.00% 


5.00% 


0.00% 


Mar  30  2005  Jun29  2005    Jul  28  2005   Aug  30  2005  Mar  30  2006  Apr  27  2006  Aug  28  2006  Oct  30  2006  Nov  29  2006  Dec  28  2006 

Date 


♦—  Credit  Drops  UPB  %  -H~  Compliance  Drops  UPB  %  -*—  Custodial  Drops  UPB  % 

«—  Valuation  Drops  UPB  %      —X—  Seller  Drops  (PIFs,  etc)  % 


NOTES 

Value:  Sampled  100%  of  pool;  no  systematic  issues  were  found  in  relation  to  prior  Fremont  pools 
Credit:  No  systematic  issues  found 

Compliance:  High-cost  loans  are  Cook  County  and  MA  Safe  Harbor  declines;  100%  of  these  loans  were  sampled, 
and  no  systemic  issues  were  found.  Fremont  indicated  that  they  will  stop  issuing  loans  in  Cook  County,  or  will 
exclude  them  from  further  GS  packages 
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MEMORANDUM 


To: 
From: 

CC: 


Re: 


Date: 


Capital  Committee 

Matt  Nichols 
Michelle  Gill 
Michael  Dente 

Dan  Sparks 
Kevin  Gasvoda 
David  Stiepleman 
Sang  Kim 
Joan  Tom 
Jay  Friedman 
Justin  Mahoney 
Nickolas  Delikaris 
Sarah  Kong 
Guy  Solan 
Insoo  Lee 
Brooke  Stoddard 
Christina  House 
Kelvin  Teo 
Leland  Ivy 

Residential  Mortgage  Public  Shelf  Transaction  Involving  the  Securitization  of  approximately 
$1,030  million  of  Subprime,  First  and  Second  Lien  Mortgage  Loans  by  GS  Mortgage  Securities 
Corp.  in  January  2007. 

February  5,  2007 


Goldman  Sachs'  GSAMP  FM  Series  Transactions 

Closing  Date 

Deal 

Collateral  Type 

Approximate  Size  ($  MM) 

Fremont  Percentage  (%) 

January  2004 

GSAMP  2004-FM1 

Subprime 

$766 

100% 

March  2004 

GSAMP  2004-FM2 

Subprime 

$1,006 

100% 

— 

January  2005 

GSAMP  2005-HE1 

Subprime 

$774 

52% 

June  2005 

GSAMP  2005-HE3 

Subprime 

$1 ,256 

21% 

August  2005 

GSAMP  2005-HE4 

Subprime 

$1,500 

48% 

April  2006 

GSAMP  2006-FM1 

Subprime 

$949 

100% 

September  2006 

GSAMP  2006-FM2 

Subprime 

$1 ,002 

100% 

December  2006 

GSAMP  2006-FM3 

Subprime 

$691 

100% 

January  2007 

GSAMP  2007-FM1 

Subprime 

$674 

100% 
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Closing  Date 

Deal 

Collateral  Type 

Approximate  Size  ($  MM) 

GS  Role 

February  2005 

FHLT  2005-A 

Subprime 

$1,176 

Co-Manager 

May  2005 

FHLT  2005-B 

Subprime 

$964 

Sole  Lead 

June  2005 

FHLT2005-BNIM 

Subprime-NIM 

$45 

Sole  Lead 

July  2005 

FHLT2005-C 

Subprime 

$1,001 

Co-Manager 

November  2005 

FHLT  2005-D 

Subprime 

$1,008 

Co-Manager 

May  2006 

FHLT  2006-A 

Subprime 

$1,007 

Co-Manager 

July  2006 

FHLT2006-BII 

Subprime 

$250 

Co-Manager 

September  2006 

FHLT2006-C 

Subprime 

$1,799 

Co-Manager 

November  2006 

FHLT  2006-D 

Subprime 

$1500 

Co-Manager 

December  2006 

FHLT  2006-E 

Subprime 

$793 

Lead-Manager 

Originator  &  Servicer 

Fremont  Investment  and  Loan  ("Fremont")  is  a  subsidiary  of  Fremont  General  Corporation  (NYSEFMT)  a 
financial  services  holding  company.  As  of  January  31,  2007,  Fremont  General  has  an  equity  market  capitalization 
of  $1  06  billion  and  senior  unsecured  ratings  of  B2/B+/B+  (M/S/F).  Fremont  maintains  a  "well  capitalized  standard 
and  is  well  in  excess  of  the  minimums  required  for  that  designation.  Fremont  originated  $18  billion  of  loans  in  the 
first  half  of  2006  and  obtained  5.4%  of  the  market  share.  In  the  2005  financial  year,  Fremont's  sub-prime 
residential  originations  totaled  $34.9  billion.  Goldman  Sachs  has  acted  as  both  lead  and  co-manager  on  Fremont  s 
securitization  of  its  originations  off  its  own  shelf.  Ail  of  the  mortgage  loans  will  be  serviced  by  Fremont.  As  of  3Q 
2006  Fremont  serviced  a  portfolio  of  mortgage  loans  totaling  approx.  $25  billion.  Its  residential  pnmary  servicer 
ratings  for  subprime  products  is  "Average"  by  S&P,  "SQ3+"  by  Moody's  and  "RPS3"  by  Fitch. 

Fremont,  along  with  other  subprime  originators,  had  struggled  in  2006.  Most  notable  difficulties  arose  from 
EPDs  along  with  valuation  and  premium  recapture  resulting  in  reserves  totaling  $250.7MM  in  November  2006  YTD 
vs  $67  0MM  in  all  "05  Related  to  early  loan  performance  issues,  bonds  issued  off  of  two  2006  transactions  with 
Fremont  collateral  (one  off  Fremont's  shelf)  and  two  2005  transactions  with  Fremont  collateral  have  been  placed  on 
negative  watch  due  to  higher  than  expected  delinquencies  and  losses.  In  response  to  loan  performance  issues, 
Fremont  undertook  a  major  overhaul  of  its  underwriting  guidelines  in  2Q  and  3Q  2006,  resulting  in  a  20%+  drop  in 
production  Most  notable  targets  for  revisions  included  raising  minimum  FICOs  on  80/20s  (full  to  600  and  stated  to 
640)  increase  in  the  number  (and  quality)  of  trade  lines  for  certain  products,  first  time  home  buyers,  stated-doc  W2 
wage  earners  and  high  LTV  Michigan  loans.  Due  to  their  exposure  to  the  subprime  residential  mortgage  market, 
Fremont  was  recently  placed  on  a  "negative"  rating  outlook  from  "stable"  by  Fitch  Ratings. 


TM  aster  Servicer] 
Wells  Fargo  Bank,  N.A., 
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From: 
Sent: 
To: 
Subject: 

Attachments: 


Davilman,  Andrew 

Wednesday,  April  11,  2007  12:31  PM 

Egol,  Jonathan 

Fw:  GSAMP  2006-S3  -  Computational  Materials  for  Wachovia  (external) 

GSAMP  2006-S3  --  2007.03.26  Remit  Report.pdf;  FINALGSAMP2006S3FWP.pdf 


Original  Message  

From:  Burke,  James  <james . burkeldwachovia . com> 

To:  Davilman,  Andrew 

Cc:  Fiordaliso,  Matthew  <matthew. fiordaliso@wachovia . com>;  Burke,  James  <]ames .burkel 

@wachovia.com>;  McCarter,  Susan  <susan.mccarterl@wachovia . com>;  Park,  Woojung. 

<woojung.park@wachovia.com>;  Gilman,  Yulia  <yulia . gilman@wachovia . com>;  Thorpe, 

<brendan.thorpe@wachovia.com>;  Nash,  Tom  <tom.nash@wachovia.com> 

Sent:  Wed  Apr  11  12:21:50  2007 

Subject:  FW:  GSAMP  2006-S3  —  Computational  Materials  for  Wachovia  (external) 


Brendan 


Andy, 


FINALGSAMP2006S 
3FWP.pdf 

As  you  know,  we  own  $10mm  of  the  GSAMP  06-S3  M2  bond  inside  one  of  SAI ' s  HG  ABS  CDOs .   We 
are  shocked  by  how  poorly  this  bond  has  performed  right  "out  of  the  gate"  and  had  asked 
Liran  to  send  us  the  attached  ProSupp.   After  having  read  the  ProSupp  and  compared  it  to 
the  termsheet  we  have  several  concerns: 

*  According  to  the  Prosupp,  approximately  $2. 2mm  (by  my  calculation  using  %'s  from  pp 
58  and  60)  of  loans  were  delinquent  when  they  were  transferred  to  the  trust.   However, 
there  is  no  mention  of  delinquent  loans  anywhere  in  the  termsheet  that  was  sent  to 
investors  when  the  deal  was  priced. 

*  According  to  the  Prosupp,  approximately  $3, 3mm  (by  my  calculation  using  %  s  from  pp 
31  and  32)  are  re-performing  loans.   However,  there  is  no  mention  of  reperforming  loans 
anywhere  in  the  ternsheet. 

*  Approx.  53.14%  of"  the  loans  in  the  deal  allow  for  a  Prepayment  Premium  and  that  all 
Prepayment  Premiums  collected  from  borrowers  are  paid  to  the  Class  P  certif icateholders . 
None  of  this  was  disclosed  in  the  termsheet  and  my  concerns  are  two-fold:  (1)  The  presence 
of  Prepayment  Premiums  effects  prepayment  speeds  which  affects  the  excess  spread  in  the 
deal  (and  ultimate  build-up  of  OC) ;  (2)  Prepayment  Premiums  are  not  staying  inside  the 
deal  for  the  benefit  of  all  investors  but  are  being  earmarked  for  the  Class  P  holder 
(which  is  not  mentioned  in  the  termsheet) .   Note  that  according  to  the  most  recent 
remittance  report,  $1.2mm  in  Prepayment  Premiums  has  already  been  paid  out  to  the  Class  P 

holder. 

*  According  to  page  83  of  the  Prosupp,  the  servicer  must  charge  off  any  loan  that 
becomes  180  days  delinquent,  giving  rise  to  a  Realized  Loss  inside  the  deal.   Currently 
losses  are  at  9.71%  of  the  original  deal  balance,  or  approximately  $48mm  despite  the  fact 
that  the  deal  is  only  11  months  old  (note  that  this  figure  already  exceeds  Moody's 
expection  for  cumulative  losses  for  the  deal  over  the  ENTIRE  LIFE  of  the  deal) .   I  will 
also  note  that  there  are  an  additional  $57. 5mm  of  loans  in  the  delinquency  pipeline.  This 
seems  to  indicate  significant  fraud  at  either  the  borrower  or  lender  level  and  I'm 
wondering  what  steps  Goldman  has  taken  to  hire  forensic  accountants  to  investigate  the 

*  According  to  page  83  of  the  Prosupp,  any  subsequent  recoveries  on  the  charged-off 
loans  do  not  inure  to  the  benefit  of  all  investors  in  the  deal  but  ONLY  to  the  Class  XI 
certif icateholder.  This  is  not  mentioned  anywhere  in  the  termsheet.   Who  owns  the  Class 
XI  notes''   Is  that  Goldman  or  an  affiliate?   How  much  has  been  recovered  so  far?   This  is 
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a  material  fact  to  me  especially  considering  that  loss  severities  are  coming  in  at  around 
105%  on  the  charged-off  loans. 

At  your  earliest  possible  convenience  I  would  like  to  speak  with  the  senior  people  at 
Goldman  involved  in  this  transaction.   Your  help  is  greatly  appreciated. 


James  Burke 

Head  of  ABS  Investment  Management 

Structured  Funds  Management 

375  Park  Ave.,  New  York  NY 

work:  212-214-8601 

cell:     9174HHHMI 

fax:  212-214-8971 

james . burkel@wachovia. com 
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From:  Nehushtan,  Liran  [mailto:Liran.Nehushtan@gs.com] 

Sent:  Monday,  April  09,  2007  8:41  AM 

To:  Burke,  James 

Cc:  Fiordaliso,  Matthew 

Subject:  FW:  GSAMP  2006-S3  —  Computational  Materials  for  Wachovia  (external) 


Hi  Jim, 

Attached  are  the  remit  report  and  FWP  for  GSAMP  06-S3.  Please  let  me  if  there  are  any 
other  docs  that  you  would  like  to  see. 

Thanks, 

Liran 


Goldman,  Sachs  &  Co. 

One  New  York  Plaza,  50th  floor  |   New  York,  NY  10004 

Phone:  (212)  902-0416  Fax:   (212)  256-2257 

E-mail:  liran.nehushtan@gs.com  <mailto:liran.nehushtan@gs.com> 


Liran  Nehushtan 
Structured  Sales 


Goldman 


Sachs 


©  Copyright  2007  The  Goldman  Sachs  Group,  Inc.  All  rights  reserved.  See 
http: //www. gs.com/disclaimer/email-salesandtrading. html 

<http://www.gs.com/disclaimer/email-salesandtrading.html>   for  important  risk  disclosure, 
conflicts  of  interest  and  other  terms  and  conditions  relating  to  this  e-mail  and  your 


'J 
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reliance  on  information  contained  in  it.  This  message  may  contain  confidential  or 
privileged  information.  If  you  are  not  the  intended  recipient,  please  advise  us 
immediately  and  delete  this  message.  See  http://www.gs.com/disclaimer/email/ 
<http://www.gs.com/disclaimer/email/>   for  further  information  on  confidentiality  and  the 
risks  of  non-secure  electronic  communication.  If  you  cannot  access  these  links,  please 
notify  us  by  reply  message  and  we  will  send  the  contents  to  you. 


From:  Brocato,  Russell 

Sent:  Monday,  April  09,  2007  8:36  AM 

To:  Nehushtan,  Liran 

Subject:  GSAMP  2006-S3  —  Computational  Materials  for  Wachovia  (external) 

«GSAMP  2006-S3  —  2007.03.26  Remit  Report. pdf»  «FINALGSAMP2006S3FWP.pdf» 

IMPORTANT  NOTICE  REGARDING  THE  CONDITIONS  FOR  THIS  OFFERING  OF 
ASSET-BACKED  SECURITIES 

The  asset-backed  securities  referred  to  in  these  materials  are  being  offered 
when,  as  and  if  issued.  In  particular,  you  are  advised  that  asset-backed  securities,  and 
the  asset  pools  backing  them,  are  subject  to  modification  or  revision  (including,  among 
other  things,  the  possibility  that  one  or  more  classes  of  securities  may  be  split, 
combined  or  eliminated),  at  any  time  prior  to  issuance  or  availability  of  a  final 
prospectus.  As  a  result,  you  may  commit  to  purchase  securities  that  have  characteristics 
that  may  change,  and  you  are  advised  that  all  or  a  portion  of  the  securities  may  not  be 
issued  that  have  the  characteristics  described  in  these  materials.  Our  obligation  to  sell 
securities  to  you  is  conditioned  on  the  securities  having  the  characteristics  described  in 
these  materials.  If  we  determine  that  condition  is  not  satisfied  in  any  material  respect, 
we  will  notify  you,  and  neither  the  issuer  nor  the  underwriter  will  have  any  obligation  to 
you  to  deliver  all  or  any  portion  of  the  securities  which  you  have  committed  to  purchase, 
and  there  will  be  no  liability  between  us  as  a  consequence  of  the  non-delivery. 

STATEMENT  REGARDING  THIS  FREE  WRITING  PROSPECTUS 

The  Depositor  has  filed  a  registration  statement  (including  the  prospectus 
(the  "Prospectus"))  with  the  SEC  for  the  offering  to  which  this  communication  relates. 
Before  you  invest,  you  should  read  the  Prospectus  in  the  registration  statement  and  other 
documents  the  Depositor  has  filed  with  the  SEC  for  more  complete  information  about  the 
Depositor,  the  issuing  trust  and  this  offering.  You  may  get  these  documents  for  free  by 
visiting  EDGAR  on  the  SEC  website  at  www.sec.gov  <file : //www. sec. gov>  .  Alternatively,  the 
Depositor  or  Goldman,  Sachs  &  Co . ,  the  underwriter  for  this  offering,  will  arrange  to  send 
the  Prospectus  to  you  if  you  request  it  by  calling  toll-free  1-866-471-2526. 

IMPORTANT  NOTICE  RELATING  TO  AUTOMATICALLY  GENERATED  EMAIL  DISCLAIMERS 

ANY  LEGENDS,  DISCLAIMERS  OR  OTHER  NOTICES  THAT  MAY  APPEAR  AT  THE  BOTTOM  OF  THE 
E-MAIL  COMMUNICATION  TO  WHICH  THIS  FREE  WRITING  PROSPECTUS  IS  ATTACHED  RELATING  TO  (1) 
THESE  MATERIALS  NOT  CONSTITUTING  AN  OFFER  (OR  A  SOLICITATION  OF  AN  OFFER),   (2)  NO 
REPRESENTATION  THAT  THESE  MATERIALS  ARE  ACCURATE  OR  COMPLETE  AND  MAY  NOT  BE  UPDATED  OR  (3) 
THESE  MATERIALS  POSSIBLY  BEING  CONFIDENTIAL  ARE  NOT  APPLICABLE  TO  THESE  MATERIALS  AND 
SHOULD  BE  DISREGARDED.  SUCH  LEGENDS,  DISCLAIMERS  OR  OTHER  NOTICES  HAVE  BEEN  AUTOMATICALLY 
GENERATED  AS  A  RESULT  OF  THESE  MATERIALS  HAVING  BEEN  SENT  VIA  BLOOMBERG  OR  ANOTHER  SYSTEM. 

This  material  is  for  your  information.  This  material  is  not  to  be  construed  as 
an  offer  to  sell  or  the  solicitation  of  any  offer  to  buy  any  security  in  any  jurisdiction 
where  such  an  offer  or  solicitation  would  be  illegal.  The  information  contained  in  this 
material  may  not  pertain  to  any  securities  that  will  actually  be  sold.  The  information 
contained  in  this  material  may  be  based  on  assumptions  regarding  market  conditions  and 
other  matters  as  reflected  in  this  material.  We  make  no  representations  regarding  the 
reasonableness  of  such  assumptions  or  the  likelihood  that  any  of  such  assumptions  will 
coincide  with  actual  market  conditions  or  events,  and  this  material  should  not  be  relied 
upon  for  such  purposes.  We  and  our  affiliates,  officers,  directors,  partners  and 
employees,  including  persons  involved  in  the  preparation  or  issuance  of  this  material  may, 
from  time  to  time,  have  long  or  short  positions  in,  and  buy  or  sell,  the  securities 
mentioned  in  this  material  or  derivatives  of  those  securities  (including  options).. 
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Information  contained  in  this  material  is  current  as  of  the  date • appearing  on  this 
material  only  and  supersedes  all  prior  information  regarding  the  securities  and  assets 
referred  to  in  this  material.  Goldman,  Sachs  &  Co.  does  not  provide  accounting,  tax  or 
legal  advice.  In  addition,  subject  to  applicable  law,  you  may  disclose  any  and  all  aspects 
of  any  potential  transaction  or  structure  described  herein  that  are  necessary  to  support 
any  U.S.  federal  income  tax  benefits,  without  Goldman,  Sachs  &  Co.  imposing  any  limitation 
of  any  kind. 


s 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Sparks,  Daniel  L 

Friday,  February  23,  2007  9:59  PM 

Sparks,  Daniel  L;  Montag,  Tom;  Ruzika,  Richard;  McMahon,  Bill;  Smith,  Sarah;  Lee,  Brian-J 

(Fl  Controllers) 

Conn,  Gary  (EO  85B30);  Winkelried,  Jon  (EO  85B30);  Viniar,  David;  Gmelich,  Justin; 

Gasvoda,  Kevin 

Mortgages  today 


Estimate  was  +23mm,  but  likely  will  be  changed  to  down  7mm. 

Market  sold  off  (BBB  60  wider  and  BBB-  indices  100  bps  wider) 

We  sold  $500mm  of  index  and  covered  around  $500mm  single  names. 

We  liquidated  3  CDO  warehouses  today  and  started  the  liquidation  of  another.  We  may  liquidate  one  more  next 

week. 

Estimate  today  (but  will  need  to  be  revised): 


Single  names 

+26mm 

Trading  of  single  names 

+10mm 

Index 

(16)mm 

CDO  CDS 

+41mm 

Correlation 

+35mm 

CDO  positions 

(33)mm 

CDO  warehouse 

(52)mm 

Prime 

+4mm 

Other 

+8mm 

Total 

+23mm 

Post-estimate  adjustments  (subject  to  controllers): 
Increase  in  bid/offer  reserve     (13mm) 
CDO  warehouse  (20mm) 

Puts  position  +3mm 

Net  (30mm) 

So  with  adjustments  day  would  be  (7mm). 

Need  to  work  with  controllers  on  adjustments  over  weekend. 

Will  also  be  working  through  all  books  with  controllers  so  could  be  further  adjustments. 

Controllers  is  being  very  helpful  in  this  challenging  and  dislocated  market. 

As  CDOs  are  getting  hurt,  the  CDO  warehouse  is  the  position  that  is  the  one  of  potential  concern.  The  key  is  to 
find  super-senior  protection  providers  for  the  remaining  deals.  The  largest  remaining  deals  are  2  CDOs  of  single 
A  rated  CDOs  and  2  high  grade  CDOs  (no  subprime  BBB  exposure).  We  have  CDO  CDS  shorts  for  protection, 
but  deal  execution  is  key. 


Daniel  L.  Sparks 
Goldman,  Sachs  &  Co. 
(212)902-2914(0) 
(91 7)  < 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Lehman,  David  A. 

Friday,  June  01,  2007  4:31  PM 

Sparks,  Daniel  L 

Bimbaum,  Josh;  Swenson,  Michael;  Egol,  Jonathan 

CDO  update 


1)  We  collapsed  ~  100mm  of  "A2/A"  SP  CDO  risk  b/w  liquidated  warehouses  and  the  trading  books  on  Tuesday.  These 
trades  were  natural  offsets  and  did  not  generate  significant  P&L. 

2)  GS  sold  $20mm  TWOLF  07-1  A2  (AAA/Aaa)  to  Tokyo  Star  @  83.90  on  Wednesday 
vs.  our  current  mark  of  $80.00  this  trade  generated  +780k  of  P&L 

Remaining  risk  of  TWOLF  deal 

Aaa/AAA  225mm 
Aa2/AA  107mm 
S  Notes  17mm 

3)  GS  will  be  selling  $47mm  of  Altius  4  High  Grade  CDO  to  Aozora  Bank  in  Japan  Sunday  night 

$36mm  of  Aa2/AA  risk  @  150  dm  /  px  of  -98.5  /  leaves  us  with  10mm 
$1 1  mm  of  A2/A  risk  @  400  dm  /  px  of  -92.5  /  takes  us  out  of  the  position 

vs.  our  current  marks  these  trades  will  have  minimal  P&L  (~+10k) 

Remaining  risk  off  Altius  deal  - 

Aa2/AA  $10mm,  likely  will  be  traded  to  the  First  Commercial  Bank  of  Taiwan  next  week 

Baa2/BBB,  $4mm 

Equity  $2.8mm 

4)  We  did  not  trade  any  Point  Pleasant  CDOA2  positions  on  the  week 

Current  Position  in  Point  Pleasant 

Aaa/AAA  (A1)  128mm 
Aaa/AAA  (A2)  35mm 
Aa2/AA    50mm 
A2/A        10mm 
Baa2/BBB  3mm 
Equity  10mm 
S  Notes  6mm 


Goldman,  Sachs  &  Co. 

85  Broad  Street  I  New  York,  NY  10004 

Tel:  212-902-2927  I  Fax:  212-493-9681  I  Mob:  917^ 

e-mail:  david.lehman@gs.com 

Sachs 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Lehman,  David  A. 

Friday,  June  22,  2007  2:30  PM 

Lehman,  David  A.;  Mullen,  Donald;  Sparks,  Daniel  L;  Brafman,  Lester  R 

Swenson,  Michael;  Birnbaum,  Josh 

RE:  Few  trade  posts 


Also  -  P+L  from  the  sale  of  the  ~50mm  RMBS  was  ~  +1mm  vs  the  marks 


From:  Lehman,  David  A. 

Sent:  Friday,  June  22,  2007  2:28  PM 

To:  Mullen,  Donald;  Sparta,  Daniel  L;  Brafman,  Lester  R 

Cc:  Swenson,  Michael;  Birnbaum,  Josh 

Subject:  Few  trade  posts 


Traded  $20mm  of  the  OCTAN  06-2  A3A  mezz  CDO  bonds  to  ttW  @  $82.... we  bot  these  bonds  @  $80  from 
IBM.. trying  to  upsize  the  ticket  to  40mm  @  $82  which  will  clean  us  out...Egol  did  a  great  job  w/  ■        •  on  this 
one. 

Also,  we  have  sold  $40mm  RMBS  A3/A-  out  of  the  WH  account  to  MS  prop  and  another  $10mm  to 

Only  40mm  RMBS  A3/A-  remain  in  the  WH  accounts,  1/2  of  which  is  Long  Beach  paper  -  Edwin/Deeb  continue  to 
work. 


Goldman,  Sachs  &  Co. 

85  Broad  Street  I  New  York,  NY  10004 

Tel:  212-902-2927  I  Fax:  212-493-9681  I  Mob:  9174 

e-mail:  david.lehman@gs.com 

Goldman 
Sachs 
David  Lehman 
Fixed  Income,  Currency  &  Commodities 


.=  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Disclaimer: 

This  material  has  been  prepared  specifically  for  you  by  the  Goldman  Sachs  Fixed  Income  Structured  Product  Group  (SPG) 
Trading  Desk  and  is  not  the  product  of  Fixed  Income  Research.  We  are  not  soliciting  any  action  based  upon  this  material. 
Opinions  expressed  are  our  present  opinions  only.  The  material  is  based  upon  public  information  which  we  consider  reliable, 
but  we  do  not  represent  that  it  is  accurate  or  complete,  and  it  should  not  be  relied  upon  as  such.  Additionally,  the  material  is 
based  on  certain  factors  and  assumptions  as  the  SPG  Trading  Desk  may  in  its  absolute  discretion  have  considered  appropriate. 
There  can  be  no  assurance  that  these  factors  and  assumptions  are  accurate  or  complete,  that  estimated  returns  or  projections  can 
be  realized,  or  that  actual  returns  or  results  will  not  be  materially  different  than  those  presented.  Certain  transactions,  including 
those  involving  ABS,  CMBS,  and  CDOs,  may  give  rise  to  substantial  risk  and  are  not  suitable  for  all  investors.  The  SPG 
Trading  Desk  may  have  accumulated  long  or  short  positions  in,  and  buy  or  sell,  the  securities  that  are  the  basis  of  this  analysis. 
The  SPG  Trading  Desk  does  not  undertake  any  obligation  to  update  this  material. 
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From: 
Sent: 
To: 
Subject: 

x-gs-classif  ication : 


Lehman,  David  A. 

Tuesday,  March  13,  2007  5:56  AM 

Sparks  Daniel  L;  Swenson,  Michael;  Bimbaum,  Josh;  Kamilla,  Rajiv;  Salem,  Deeb 

FW:  London  -  this  is  for  you.. ..INTERNAL"  Three  focus  axes  for  SP  CDOs/SPG  Trading 

Internal-GS 


See  below  from  Yusuf  -  Do  we  want  to  update  and  shoot  over  Deeb  and  Rajiv's  trade  ideas  or  just  leave  it  w/  the  below 
for  now? 


From:  Aliredha,  Yusuf 

Sent:  Tuesday,  March  13,  2007  4:09  AM 

To:  Madoff,  Paula;  Faker,  Carl;  Zaimi,  Sanaz;  Wright,  Neil 

Cc:  Lehman,  David  A. 

Subject:  RE:  London  -  this  is  for  you....INTERNAL**  Three  focus  axes  for  SP  CDOs/SPG  Trading 

This  is  helpful  for  traditional  SP  buyers. 

I  was  hoping  for  more  a  list  of  trading  opportunities  for  more  trading  accounts,  le  given  the  dislocation  in  the  market 
what  are  the  best  risk/reward  trades(obv  those  that  we  are  axed  to  do). 


From:  Madoff,  Paula 

Sent:  Monday,  March  12,  2007  8:54  PM 

To:  Aliredha,  Yusuf;  Faker,  Carl;  Zaiml,  Sanaz;  Wright,  Neil 

Cc:  Lehman,  David  A. 

Subject:  London  -  this  is  for  you.. ..INTERNAL**  Three  focus  axes  for  SP  CDOs/SPG  Trading 

Good  morning,  just  wanted  to  make  sure  that  you  see  David's  message  for  you.  Follow  up  from  last  week's  call, 
thanks 


From: 
Sent: 
To: 


Cc: 
Subject: 


Lehman,  David  A. 

Monday,  March  12,  2007  4:39  PM 

Madoff,  Paula;  Gmelich,  Justin;  Cornacchia,  Thomas;  Street,  Patrick;  Ricciardi,  Steven;  Swenson,  Michael;  Bimbaum, 

Josh;  Lehman,  David  A.;  Rosenblum,  David  J.;  Ostrem,  Peter  L;  Bohra,  Bunty;  Gasvoda,  Kevin;  Wnght,  Neil;  Faker, 

Carl;  Zaimi,  Sanaz;  Aliredha,  Yusuf;  Sparks,  Daniel  L;  Raz,  Shlomi;  Bash-Polley,  Stacy;  Wlesel,  Elisha;  McDonald,  Ian 

(New  York);  Schwartz,  Harvey 

Bieber,  Matthew  G.;  Wisenbaker,  Scott;  Case,  Benjamin 

**INTERNAL**  Three  focus  axes  for  SP  CDOs/SPG  Trading 


**lnternal  only**  -  As  per  Yusuf 's  suggestion  last  Friday,  below  are  the  three 
main  focus  areas  for  SP  CDOs/SPG  Trading. 

Pis  call  the  desk  with  any  questions. 


1)  Anderson  Mezz  Funding 

•  we  are  axed  across  the  capital  structure  save  for  the  BBBs  which  have  been 
preplaced  to  GSC 

•  Pis  direct  all  questions/inquiry  to  Matt  Bieber  and/or  Scott  Wisenbaker 

Anderson  Mezz  Funding  2007-1,  Ltd.  —  Launch  (144a/RegS) (external) 
Lead  Manager  &  Sole  Bookrunner:  Goldman,  Sachs  &  Co. 
Liquidation  Agent:  Goldman,  .Sachs  &  Co . 
$305mm  Static  Mezzanine  Structured  Product  CDO 


Class  Size($mm)  %Deal  Mdy/S&P 

S  []  N/A  Aaa/AAA 

A-la  130.0  42.6%  Aaa/AAA 

A-lb  53.0  17.4%  Aaa/AAA 

A- 2  30.5  10.0%  Aaa/AAA 

B  42.7  14.0%  Aa2/AA 


WAL(y)  Init  OC 

[    ]  N/A 

[3.0]  166.7% 

[5.0]  166.7% 

[3.6]  142.9% 

[4.3]  119.0% 


Launch 
lmL+2  0 
lmL+32 
lmL+65 
lmL+90 
lmL+175 
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c 

16.8  . 

5. 

,5% 

A2/A 

[4.1] 

111.7% 

lmL+550 

D 

11.1 

3, 

,6% 

Baa2/BBB 

[5.3] 

107.4% 

Not  Offered 

Inc. 

Nts. 

20.9 

,  6, 

,9% 

NR 

N/A 

N/A 

Call  Desk 

2)  Timberwolf  CD0A2 

•  We  are  axed  from  jr.  AAA  through  BBB 

•  Pis  direct  all  questions/inquiry  to  Matt  Bieber  and/or  Scott  Wisenbaker 

Timberwolf  I,  Ltd.  —  Price  Guidance  (144a/RegS)  (external) 
Lead  Manager  &  Sole  Bookrunner:  Goldman,  Sachs  &  Co. 
Collateral  Manager:  Greywolf  Capital  Management  LP 
$lBn  Single-A  focused  Structured  Product  CDO 


Class   S 

ize ($mm) 

%Deal 

Mdy/S&P 

WAL(y) 

Init  OC 

Guidance 

S-l 

$[   ] 

N/A 

Aaa/AAA 

[  ] 

N/A 

CALL  DESK 

S-2 

$[   ] 

N/A 

Aaa/AAA 

[  ] 

N/A 

CALL  DESK 

A-l-a 

$[100] 

10.00% 

Aaa/AAA 

[3.1] 

1000.0% 

CALL  DESK 

A-l-b 

$[400] 

40.00% 

Aaa/AAA 

[6.7] 

200.0% 

CALL  DESK 

A- 2 

$[305] 

30.50% 

Aaa/AAA 

[6.2] 

124.2% 

3mL+90a 

B 

$[107] 

10.70% 

Aa2/AA 

[6.7] 

109.6% 

3mL+140a 

C 

$[36] 

3  .  60% 

A2/A 

[6.8] 

105.5% 

3mL+450a 

D 

$[30] 

3.00% 

Baa2/BBB 

[6.5] 

102.2% 

3mL+1000 

Inc.  Nts. 

$[22] 

2.20% 

Not  Rated 

N/A 

N/A 

CALL  DESK 

3)  Secondary  CDO  positions 

•   Pis  direct  all  questions/inquiry  to  Ben  Case 


Deal  name 

Hudson  Mezz  1 
Hudson  Mz  06-1 
Hudson  Mz  06-1 
Hudson  Mz  06-1 
Hudson  Mz  06-1 


Bloomberg  ticker   Class  .  Mdys 


S&P 


HUDMZ  200  6-1A 
HUDMZ  2 00 6-1 A 
HUDMZ  200  6-1A 
HUDMZ  2006-1A 


High  grade;  BBBs 
Davis  Square  VII  DVSQ  2006-7A 
GSC  2006-3g      GSCSF  2006-3GA 
Lochsong         LOCH  2006-1A 


B 
C 
D 

E 


D 
D 
D 


Aa2 

AA 

A2 

A 

Baa2 

BBB 

Bal 

BB+ 

Baa2 

BBB 

Baa2 

BBB 

Baa2 

BBB 

Size 
(orig. ) 

$35,000,000 
$30,000,000 
$27,000,000 
$10,000,000 


$13,000,000 
$16,000,000 
$14,000,000 


Offer 

300 
600 
1100 
1500 


400 
400 
500 


Goldman,  Sachs  &  Co. 

85  Broad  Street  I  New  York,  NY  10004 

Tel:  212-902-2927  I  Fax:  212-902-1691  I  Mob:  9171 

e-mail:  david.lehman@gs.com 


Ckskksas 
Sachs 


David  Lehman 

Fixed  Income,  Currency  &  Commodities 


Disclaimer: 


Redacted  by  the  Permanent 
Somm-.tteeonlnvest.gatlOflS 


This  material  has  been  prepared  specifically  for  you  by  the  Goldman  Sachs  Fixed  Income  Commercial  Mortgage 
Backed  Securities  (CMBS)  Trading  Desk  and  is  not  the  product  of  Fixed  Income  Research.  We  are  not  soliciting  any 
action  based  upon  this  material.  Opinions  expressed  are  our  present  opinions  only.  The  material  is  based  upon  public 
information  which  we  consider  reliable,  but  we  do  not  represent  that  it  is  accurate  or  complete,  and  it  should  not  be 
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From:  Sparks,  Daniel  L 

Sent:  Thursday,  September  27,  2007  1 1 :37  AM 

To:  Montag,  Tom 

Subject:  Re: 

Really  long,  story.  Very  unclear  as  to  solution  that  is  in  best  interest  of  getting  axes 
and  business  done 


Original  Message  

From:  Montag,  Tom 

To:  Sparks,  Daniel  L 

Sent:  Thu  Sep  27  08:59:44  2007 

Subject:  RE: 

so  you  overpay?   what  should  it  have  been — makes  management  information  rather  flimsy 
doesn' t  it 

Original  Message 

From:  Sparks,  Daniel  L 

Sent:  Thursday,  September  27,  2007  8:38  AM 

To:  Montag,  Tom 

Subject:  Re: 

It  was  a  very  big  ax,  but  sales  credits  have  become  such  a  contentious  point  that  trading 
team  doesn't  debate  it  anymore.  The  politics  around  sales  credits  had  become  unbelievable 
and  were  a  hinderance  to  business. 

Original  Message  

From:  Montag,  Tom 

To:  Sparks,  Daniel  L 

Sent:  Thu  Sep  27  08:29:43  2007 

Subject: 

Did  we  really  pay  sixty  million  in  gcs  on  the  aaa  short  covering?  Why  so  high? 
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From:  Montag,  Tom 

Sent:  Friday,  May  1 1 ,  2007  1 0:29  AM 

To:  Sparks,  Daniel  L 

Subject:  Re: 

But  where  would  they  buy  the  rest 

Original  Message  

From:  Sparks,  Daniel  L 

To:  Montag,  Tom 

Cc:  Mullen,  Donald 

Sent:  Fri  May  11  09:41:23  2007 

Subject:  RE: 

They  bought  half  the  equity,  all  the  BBBs  and  20  of  the  single  As.  BSAM  bought  all  the 
super  seniors  (50-90  attachment) .  We  have  also  sold  the  super  super  senior  (90-100 
attachment)  to  2  separate  accounts. 

Dillon  Read  took  down  half  of  everything  with  us  (other  than  super  senior  from  which 
natexis  took)  -  plan  has  been  joint  sell  downs.  Remember  that  UBS  shut  down  DR  last  week 


Original  Message 

From:  Montag,  Tom 

Sent:  Friday,  May  11,  2007  9:37  AM 

To:  Sparks,  Daniel  L 

Subject:  Re: 

Does  greywolf  own  any  of  this.  Where  would  they  buy  it? 

Original  Message  

From:  Sparks,  Daniel  L 

To:  Montag,  Tom 

Cc:  Mullen,  Donald 

Sent:  Fri  May  11  09:35:12  2007 

-Subject:  RE: 

Small  number  of  sales  (16  single  A  on  Timberwolf,  20  junior  AAA.  on  each  point  pleasant  and 
timberwolf ) .  Gradual  mark  downs  (bleeding)  from  marketing  information  and  inability  to 
move  paper. 

Original  Message 

From:  Montag,  Tom 

Sent:  Friday,  May  11,  2007  9:25  AM 

To:  Sparks,  Daniel  L 

Cc:  Mullen,  Donald 

Subject:  Re: 

What  have  we  done  since  march?   Any  price  changes  any  sales? 

Original  Message  

From:  Sparks,  Daniel  L 

To:  Montag,  Tom 

Cc:  Mullen,  Donald 

Sent:  Fri  May  11  09:22:44  2007 

Subject:  RE: 

Timberwolf  (Greywolf) 

7/21/06  -  engagement  letter  signed 


Confidential  Treatment  Requested  by  Goldn 


Permanent  Subcommittee  on  Investigations  I 
Wall  Street  &  The  Financial  Crisis 

Report  Footnote  #2085  |  GS  MBS-E-01 96481 00 


Footnote  Exhibits  -  Page  3959 

9/5/06  -  warehouse  begins  ramping - 

12/13/06  -  warehouse  50%  ramped 

3/2/07  -  revision  to  engt  letter  -  Greywolf  commitment  to  purchase  BBB  and  single  A 

tranches 

3/13/07  -  pricing 

3/27/07  -  closing 

Point  Pleasant  (Dillon  Read) 

6/2/06  -  engagement  letter  signed 

9/14/06  -  warehouse  begins  ramping 

12/14/07  -  warehouse  gets  to  50%  ramped 

3/5/07  -  commitment  letter  signed  with  Natixis  for  Super  senior 

4/10/07  -  pricing 

4/18/07  -  closing 

Original  Message 

From:  Montag,  Tom 

Sent:  Thursday,  May  10,  2007  9:19  PM 

To:  Sparks,  Daniel  L 

Cc:  Mullen,  Donald 

Subject: 

Sorry  a  bit  more 

Average  purchase  date  of  this  stuff  and  why  on  greywold  or  dillon  read  after  we  sold  a 
chunk  and  it  just  sat  there  didn't  we  move  it  to  the  traders-those  were  residuals  and 
stuck  at  that  time  weren't  they? 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Wiesei,  Elisha 

Tuesday,  March  06,  2007  1:42  PM 

Sparks,  Daniel  L 

Bimbaum,  Josh;  Turok,  Michael 

Property  derivs 


Dan   - 

Met  with  Josh,  Rajiv,  Mike,  Jeremy,  Barrett  on  this  topic. 

Only  big  short  for  us  here  is  that  we'll  re-broadcast  to  the  rest  of  the  Firm  our  lack  of 
having  fully  delivered  models  relating  HPA  to  subprime.   That  message  may  already  (and 
appropriately)  be  fully  delivered,  but  our  moving  out  into  the  new  product  can  and  likely 
will  generate  questions  from  Monty  on  down. 

If  you're  fine  w  that,  and  the  fact  that  we  won't  be  able  to  reflect  this  in  VaR  in  a 
meaningful  way  for  quite  some  time,  then  I'm  ok  with  us  finishing  up  the  work  and  moving 
forward. 
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Mortgages  Department 
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Mortgages  Department 

Executive  Summary 


The  Mortgage  Department  is  concerned  about  the  following  risks: 

•  Retained  Positions  in  the  CDO  Origination  Business 

■  Market  Value  of  CDO  Debt  and  Equity  is  $4.262bn 

■  $2.6bn  represents  High  Grade  Super  Senior 

-  Desk  is  specifically  concerned  regarding  CDOA2  positions  which  represent 
$637mm  of  Debt.  The  complex  structure  of  these  positions  make  them  difficult  to 
value  and  distribute. 

■  Warehouse  Collateral  in  the  CDO  Origination  Business 

■  Market  Value  of  $1 .458bn 

-  Desk  is  specifically  concerned  regarding  $742mm  of  Structured  Product  CDOs. 
Currently,  there  is  limited  liquidity  and  price  transparency  in  this  space. 

•  Secondary  SPG  Trading  Book 

■  Short  positon  of  $2.8bn  of  which  $2.4bn  is  in  single  A  or  Lower  Mezz  tranches  of 
CDOs 

■  Desk  is  specifically  concerned  about  the  basis  risk  between  the  short  in  this  book 
and  the  warehouse  collateral.  Although  they  are  the  same  product,  there  is 
limited  overlap  between  the  two  books. 

■  Other  Open  Items 
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Mortgages  Department 


Retained  Positions 


The  desk  holds  $4.262bn  in  Retained  positions  related  to  CDO  Debt  and  Equity 

The  desk  is  most  concerned  about  the  CDOA2  positions,  which  is  comprised  of 
the  recent  Timberwolf  and  Point  Pleasant  transactions.  Details  listed  below: 


.  .  ■• 

.      - 

-.:Marlt:::: 

"S"  tranche 

Timberwolf 

Aaa 

9.0 

100.00% 

9.0 

"S"  tranche 

Timberwolf 

Aaa 

8.3 

100.00% 

8.3 

MezzAAA 

Timberwolf 

Aaa 

285.0 

91.34% 

260.3 

AA 

Timberwolf 

Aa2 

107.0 

88.72% 

94.9 

Equity 

Timberwolf 
Point  Pleasant 

Total 
Aaa 

10.8 
420.1 

85.00% 
94.78% 

9.1 

381.7 

MezzAAA 

127.5 

120.8 

MezzAAA 

Point  Pleasant 

Aaa 

75.0 

92.24% 

69.2 

AA 

Point  Pleasant 

Aa2 

50.0 

89.41% 

44.7 

A 

Point  Pleasant 

A2 

10.1 

71.88% 

7.3 

BBB 

Point  Pleasant 

Baa2 

10.5 

76.72% 

8.1 

Equity 

Point  Pleasant 

Total 

TOTAL 
d  Market  Value  In  MMs 

10.1 

58.00% 

5.8 

283.2 

255.9 

703.2 

637.6 

•  Notional  an 
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Mortgages  Department 

Timberwolf  I  CDOA2:  Overview  of  Capital  Structure 
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Mortgages  Department 

Point  Pleasant  CDOA2:  Overview  of  Capital  Structure 


HQ.  ABS 
CDO  (50%) 


Point  Pleasant  CDO"3 
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Mortgages  Department 


Warehouse  Positions 


The  desk  holds  $1 .458bn  in  Warehouse  Collateral  related  to  4  CDO 

transactions 

Current  valuation  policy  is  lower  of  mark  to  model  or  cost.  As  securitization  is 

no  longer  a  viable  exit,  the  warehoused  collateral  will  be  marked  to  market  on 

an  individual  basis. 

Biggest  driver  of  the  marked  to  market  is  the  $742mm  Structured  Product  CDO 

collateral  which  has  limited  price  visibility 

Details  of  the  Warehouse  Collateral  are  represented  below: 


Sector 


Market  Value 


RMBS  -  Other 
RMBS  -  Subprime 
SPCDO 

Less:  Warehouse  mark-to-model  reserves 
Less:  SMBC  Funding  facility 


Valuel 

1837 

341.3 

741.8 


SPG  Trading 
Proposed  Mark  |    Price  Change 


Total 


1,458.1 


a  Price  Change  I 
..  ft 


(15.8) 

(27.2) 

(169.6) 

82.0 
12.0 


(125.8) 


Proposed  Mark 


Controllers 


■9% 

-8% 

-23% 


Price  Change 
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Mortgages  Department 

Secondary  SPG  Trading 


■   Over  the  past  year  the  Secondary  trading  desk  has  built  a  short  positon  of 
$2.4bn  in  Single  A  or  below  Structured  Product  CDOs 

-  During  this  time  period,  Single  A  CDO  prices  are  ~20-25pts  lower  (from  $1 00  to 
$75-80) 

-  As  the  market  for  securities  in  this  space  has  declined,  the  desk  has  realized 
the  followoing  PnL: 


MTD 
QTD 
YTD 
*  in  MMs 


CDO  PnL 
CDO  Origination/Retained 


(25.7) 
(172.3) 
(226.5) 


Warehouse 


(21.2) 
(155.8) 
(231.6) 


SPG  Trading 
ABS  /  Correlation 


14.7 
196.8 
262.8 


\A 
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Mortgages  Department 

SPG  Trading  Valuation  Methodology 


CDOA2 

■  Use  of  rough  modeling  tools/frameworks  such  as  risk  neutral  pricing  and 
our  approximate  HPA/empirical  analysis 

■  Trader  views  of  where  risk  should  trade  in  the  context  of  the  market, 
incorporating  the  current  fundamental  and  technical  backdrop 

■  Customer  feedback/potential  indications  of  interest 

Non  -  CDOA2 
•  Market  observables  on  debt  securities  (CDOs,  CMBS,  RMBS,  CLOs) 

■  Blended  scenario  analysis  on  retained  SP  CDO  equity  positions, 
incorporating  downgrade  triggers  and  cashflow  waterfall  structure 
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Mortgages  Department 

Mortgage  Strats  Modeling  Procedure 


-   The  asset  model  is  a  2-layer correlation  model  designed  for  pncing  synthetic >  CDOs .of 
structured  product  securities.  Correlations  at  each  level  are  calibrated  from  the  variation  of 
market  spreads  across  the  capital  structure.  Underlying  asset  values  driving  the  valuation 
are  calibrated  from  market  spreads  at  the  second  level;  a  basis  in  asset  values  may  be 
inferred  from  market  spreads  at  the  top  level. 

■  Advantages: 

•  Simultaneously  models  2  layers  of  structure,  capturing  interaction  between  2  levels  of 
correlation 

■  A  large  number  of  correlated  loss  scenarios  are  simulated 

■  Credit  curves  for  underlying  assets  2  layers  down  are  based  on  a  Merton-style  asset 
value  model,  suitable  for  asset-backed  loans  typically  at  this  level 

■  Handles  synthetic  CDO  waterfall  features  such  as  individual  callability  of  blocks  of 
tranches  and  modified  sequential  paydown 

■  Handles  key  waterfall  features  of  structured  product  underliers  such  as  RMBS 
stepdown 

■  Disadvantages: 

-    Designed  for  synthetic  CDOs,  does  not  currently  capture  some  features  of  cash  flow 
CDO  waterfall  such  as  oc/ic  triggers  and  ratings  downgrade  triggers 

•  Does  not  capture  rate  convexity  for  rate  sensitive  mortgage  products 
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Mortgages  Department 

SCT  Modeling  Procedure 


Step  1 :  Value  RMBS  Underliers 
.    Pricing  feeds  taken  from  3*  party  pricing  service  (IDC)  first  and  the  from  GS  ABS  trading  to  backfill. 

■  IDC  pricing  vs.  ABS  Trading  were  very  close  in  most  cases 

Step  2:  Run  Net  Asset  Value  ("NAV)  Analysis  and  Simulation  Analysis  on  CDO  residual  position  and 
CDOA2  underlying  CDOs 

■  NAV  analysis  prices  a  CDO's  asset  pool  (using  prices  mentioned  in  Step  #1)  and  then  layers  that 
aggregate  asset  value  over  the  CDO's  capital  structure  in  a  sequential  fashion 

.    Simulation  analysis  runs  multiple  possible  outcomes  with  the  goal  of  determining  how  a  portfolio's 
aggregate  value  should  be  allocated  across  the  tranches  of  a  given  CDO  structure.  Often  value  in  a 
CDO  is  not  allocated  in  a  purely  sequential  fashion  and  simulation  analysis  can  expose  the 
relationship  better  in  many  cases  than  NAV  analysis  alone 
Step  3'  Create  a  rule  based  system  to  choose  simulation  based  valuation  output  vs  NAV  based  output  & 
rmplemenUpproximations  for  line  items  where  simulations  and  /  or  NAVs  could  not  be  executed 
.    For  line  items  where  simulation  analysis  and  NAV  analysis  could  both  be  run,  a  simulation  based 

valuation  was  used 
.     For  line  items  where  only  NAV  analysis  could  be  run,  NAV  level  was  used  subject  to  a  valuation  floor 

and  cap 
.    For  line  items  where  neither  NAV  nor  simulation  analysis  could  be  run,  the  weighted  average  price  of 
successfully  priced  line  items  with  similar  asset  characteristics  was  used^  If  no  comparable  line 
items  were  available  (approx  15%  of  the  250  line  item  portfolio),  the  desk  used  a  degree  of 
subjectivity  in  determining  price 
Step  4-  Based  upon  implied  ATM  spreads  calculated  in  Step  #3,  run  an  additional  simulation  analysis  and 
NAV  analysis  on  both  CDOA2  transactions  (Point  Pleasant  and  Timberwolf) 
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Mortgages  Department 

Alternative  Valuations  (in  MMs) 


■   Still  to  fill  out  narrative  -  will  talk  about  flaws  in  model  approach 


Retained  Positions 


-CDODeU 


-CDOEauty 
******* 


yQfritX.rVv' 


Warehouse  Col  lateral 


Currant 
Mark 


4,261.9 


4, 1 50.3 
111.6 

ppPlflf 


.-.  :-:mt: 


i,4sai 


(129.3) 


(117.0) 
(113) 


(107.2) 


"flse-si 


SPG  Trading 


B 


(216.3) 


(187.3) 


(125.9) 


(303.4) 


(257.8) 


mmmmi 

mm 


(144.6) 


!"":;*um> 


Model  Approach 


Ssitisas; 


B 


l:;:=±khi:?: 





Controllers 


ifeiii 


: .  t~": 
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Mortgages  Department 

Next  Steps 


Unwind  the  warehouses 

Independent  teams  to  continue  to  value  retained  positions 
•  David  Lehman  &  Michael  Swenson  (SPG  Trading) 

■  Will  Roberts,  Jerry  Ouderkirk,  Doug  Weaver  (SCT  Trading) 

■  Dedicated  Mortgage  Strat  support,  led  by  Elisha  Wiesel 

Distribution  team  to  continue  to  work  with  targeted  investors,  led  by  Stacy 
Bash-Polley  (Elisha  Wiesel  further  working  with  legal  on  disseminating 
information  to  investors) 

■  Basis  Capital 

■  Fortress 

■  Polygon 

■  Winchester  Capital 

SPG  Trading  to  gather  observable  prices  on  underliers  to  improve  accuracy  of 
valuation  models 

Justin  Gmelich  will  continue  to  work  with  Controllers  to  resolve  discrepancies 
for  non-CDO  PnL  items 
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Mortgages  Department 


Other  Risks 


Subprime  Residuals 
Alt  A  Residuals 
Second  Lien  Residuals 
HELOC  Residual 
Scratch  and  Dent  Residuals 
Scratch  and  Dent  Loans 
CDS  Duration 
*  Led  by  Justin  Gmelich 


SPG  Trading 

Estimate 

(40)  to  (50) 

(25)  to  (30) 

(21) 

(5) 

(5) 

TBD 

100  to  125 


Controllers 
Estimate 


(5) 
8 
TBD 
(5) 
(5) 
TBD 
100  to  125 


Credit  Estimate ' 
(5) 
8 
TBD 
(5) 
(5) 
TBD 
100  to  125 
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Mortgages  CDO  Origination 

CDO  Debt  -  Retained  Positions 
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CDO  Debt  -  Retained  Positions  (cont) 
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Mortgages  CDO  Origination 

Timeline  -  Timberwolf  &  Point  Pleasant 


Timberwolf  fGrevwolf) 

7/21  /06  -  Engagement  letter  signed 

9/5/06  -  Warehouse  begins  ramping 

12/13/06  -Warehouse  50%  ramped 

3/2/07  -  Revision  to  engagement  letter  -  Greywolf  commitment  to  purchase 
BBB  and  single  A  tranches 

3/13/07 -Pricing 

3/27/07  -  Closing 

Point  Pleasant  (Dillon  Read) 


6/2/06  -  Engagement  letter  signed 

9/14/06  -Warehouse  begins  ramping 

12/14/07  -Warehouse  50%  ramped 

3/5/07  -  Commitment  letter  signed  with  Natixis  for  Super  senior 

4/10/07 -Pricing 

4/1 8/07  -  Closing  
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Mortgages  CDO  Origination 

Distribution 
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Bio3gedmdlod<ing-tobetnc(feredbcnd5at450cnA2, 700cn  B/  Deal  devaledtoSr. 

1  r.tnagm-iff'(/(MMpm|BHII^lH^ 

2  Potential  $60rrm  A2,  $50rrm  B,  subjed  toflnandng  -  account  is  cut  cf  the  office /feecbackwfo  5/21 

2  Pdertld  $50rrm  A2,  $S0rrm  B,  subject  tofinendng  -  account  is  cut  of  the  office /feecbedt  Wo  5/21 
reengaged  -  trying  togd  an»«r  by  GSdr  end.  Askedtecdwd  acdtlcnal  Infcmiaticn  today/they  are  sail 

3  waking  /  Perick  to  fdlcw  up  early  no*  week 

Locking  at  up  to  40^emaning  -  Arxt.  asked  fa  7  bus  days  to  do  wok,  then  left  office  andflHP 
3  will  hear  from  th  em  when  they  return 
3  Locking 

3PdertWMeredOTAAs(EJreacVamAAAs)/tri^to 
3  Need  Icckthru  analysis  /  Strats  are  wcrking  on  it 

Checking  -  Twdf  Mgher  ddta  than  Poirt  Peasant  dven  headinetiskwl  Dllcn  Read  -  wart  Icckthru 

3  andysis  en  Tirrberwdf  /  Srats  are  wcrking  en  it  /  potential  ste  ^BB) 

Irherited  Dlton  Reads  Pdnt  Fteasant  Poalions  /  locking  at  Twdf  A2.  B  Classes  and  R.  Reasart  B 

3  Class 
3Lccking-askedfcrrrderldsandraw(Ua(«MBHHH0'hadcall/lcwddta 

Wcdd  lock  totrade  against  CLOSuper  Senior  AAAs-  will  recdve  bid  list  fa  CLCs  early  ne>l  week  (Pd. 

'<  Stze^H|M 
pderTaNrtaest  -  wcrking  to  modd  existing  exposure  (own  paten  of  singe  Adass)  -  if  they  care  expect 
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Mortgages  CDO  Origination 

Distribution  (cont)  


Acoout 

Sales 

Deal 

Cartyle 

CACapital 

Bid 

FUxrt 

ttatron 

Qinstein 

htrvtrt 

F&m 

PdntReasant  3D07-1 

Hdlard 

FUxrS 

Tranche    Dafcon 


QjiiiiuAb 


4  Wll  go  trrough  look  through  anatysls-  go  from  there  /  Srats  are  wMng  01  It 
4  Sart  wok  @  •rtOO  -  1000cm  tor  men  AM 
4  Focused  en  andereonEcMty  _ 

evaluating  Rl  Peasant  A-1  vs. ' 


MezzAM 


MezzAM 


Zeis 

Qinstein 

PdntReasant  2Q07-1 

Mas  AAA 

Lehman  A*M 

Gadd 

Tlntierwelfl 

Mas  AM 

RoAfcnce 

Ranstein 

PdrtReasart  2007-1 

\*nde*flt 

Gadd 

Tlrrbffwdfl 

Hyperion 

VMlling 

Tlnrtswtifl 

Rsramex 

Mattes 

PdntReasent  2007-1 

MezzAM 

Fferamex 

Matthias 

Tlmberodfl 

MezzAM 

Badcock 

RrteVRiillps 

PdntReasant  2007-1 

Oirton 

Verocch 

Pdrt  Peasant  2307-1 

MezzAM 

herdng 

rtrrfcack 

PdntReasant  2007-1 

Anted 

M_Bank 

Wiling 

C8ASS 

Rnkos 

Bington 

Sue/Balne 

Tirrfcemdfl 

MezzAM 

Mariner 

NHtezos 

Tlnnberwlfl 

MezzAM 

TP3AWX1 

Ferta/HllllDS 

PdntReasant  2037-1 

MezzAM 

!■■■■■■■■  ■H0eMh£«ra 
4  carter  /RKflketofdlowup  nextweek 
4UcwDeita  -Needlockthnjanelvsls/StnalsarewaMngcrilt 
ChecHng  -  need  feecbeck  en  Interest  from  account  before  shcrtngwte  offering  leva's- void  crty  lock 

4  vs.  protection 

4 
4WBctowaklntheL-i6O3-10TOotrterf($71^-p8esedcnGScffffat8OOO 

4  FUlher  analysis  needed 
4  Low  Delta-haw  rieverBouchtCDO"2 
4  Sertwak@-ta»-  1030thi  for  mezz  MA 
4  potental  -Wll  IlkeVbedcwa-Wlhfeecback 
4  Need  a  loote-triough  of  the  unaeriylng  vintages  /  strats  ere  worMng  on  it 
4Lc<Mng-sErtW0aRsrjdlQ 
LocMng- 


_ -small  size  if  they  care 

4  LooWnj  -  Credt  erftancement  Is  tin  /  Ocnoemed  about  rating  Agereycccniaflcnrepcrt/likesdscarit 
4 'very  Low  Delta 

4veryLcwDeita  ^^ 

4.5  Uriikely,  relccklre  at  erdya's  frcm  new  Issue,  maybe  -■■'la*  for  feecbeck  Riday) 
4.5  LowCetta-Can't  model  COO"2 
4  5  looked  at  singe  As  new  issue  -  sfill  need  final  feecbeck-  Icwdetia 

Checttig-irttlaliespcnsevraurflketyirie^ 
4.5  invades,  Tbifcff^fmorelikdythen  RM  Peasant  dvenheadineriskvirt  QllcnRead 

50U-donetbuyaXT2 

5  removed  fran  list  -  have  not  been  shown  leva's 
5  Cut  -  too  much  ovale?  vtfh  Part  Peasant 
5  Out  -  do  not  care  at  any  level  -  ocncaned  with  dcwigBde  risk  \ 
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Subject: 
Location: 

Start: 

End: 

Show  Time  As: 

Recurrence: 

Meeting  Status: 

Required  Attendees: 

Resources: 


Mortgage  Presentation  to  David  Viniar  -  Follow  up  Meeting 
Dial-In  Information:  888-446-9291  code:756062 

Sun  5/20/2007  9:00  PM 
Sun  5/20/2007  10:00  PM 
Tentative 

(none) 

Not  yet  responded 

Alexander,  Lee;  Mullen,  Donald;  Sparks,  Daniel  L;  Brafman,  Lester  R;  Kaprelian,  Michael; 

AlsxBndsr  Lsg 

Mullen,  Donald;  Sparks,  Daniel  L;  Brafman,  Lester  R;  Kaprelian,  Michael;  Alexander,  Lee 


Dial-In  Information:  888-446-9291  code:756062 


|  Permanent  Subcommittee  on  Investigations  | 

Wall  Street  &  The  Financial  Crisis 

Report  Footnote  #2090 
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From: 
Sent: 
To: 
Subject: 

Attachments: 


Sparks,  Daniel  L 

Sunday,  May  20,  2007  8:36  PM 

Dan  and  Helen  Sparks 

FW:  Viniar  Presentation  -  Updated 


Mortgages  V4.ppt 


From:  Alexander,  Lee 

Sent:  Sunday,  May  20,  2007  8:31  PM 

To: .  Mullen,  Donald;  Sparks,  Daniel  L 

Cc:  Brafman,  Lester  R;  Kaprelian,  Michael 

Subject:  Viniar  Presentation  -  Updated 


Please  see  attached  for  the  Viniar  Presentation.  Don  -  We  sent  this  to  you  via  car  ~15mins  ago.  Waiting  to  get  a  confirm  from 
die  driver  that  it  has  been  dropped  off. 

Lester  and  I  will  dial  into  the  call  at  9pm. 

Dial  in  information  is: 

Dial-In  Information:  888-446-9291  code:756062 


Mortgages  V4.ppt 
Thx 
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From: 
Sent: 
To: 
Subject: 


Swenson,  Michael 

Thursday,  March  01 ,  2007  10:52  AM 

Cornacchia,  Thomas 

RE:  names 


Bill  buckingham  -  Cardinali 


From: 
Sent: 
To: 
Subject: 


Cornacchia,  Thomas 

Thursday,  March  01,  2007  10:48  AM 

Swenson,  Michael 

RE:  names 


Who  covers  passport 


From:  Swenson,  Michael 

Sent:  Thursday,  March  01,  2007  10:44  AM 

To:  Gmelich,  Justin;  Cornacchia,  Thomas 

Cc:  Bimbaum,  Josh 

Subject:  RE:  names 

Our  tiering  on  a  3  tier  system 

Most,  likely  in  the  near  term  for  size: 


HBK  NBn  to 
Passport  - 


-  waiting  for  nicole 
-  account  likes  Deeb  - 
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we  just  printed 


with   him 


From:  Gmelich,  Justin 

Sent:  Thursday,  March  01,  2007  10:12  AM 

To:  Swenson,  Michael 

Subject:  names 


Harbinger       tier  l     you  tell  us 

Passport        tier    1    (already  have   stuff   in   front   of  him  -   he  wants  fM  names   that 
are   tight)    -  we    just   printed  fli  wants   to   do  MMP  in  near  term    (today>    he 
will   only   print   with   us 

Hayman        tier   1      wants   to  MHHHHHH0  right   now  -  working  with  perry  -   kyle 
bass   is   having   a  meetign  to   sign  up  the  management   agreement  with  Perry   -   BE 
PATIENT 

Elliot 


Pennant 

adding 

Gweiss 
Baupost 

Perry 
Canyon 


tier   2.5    -  uber  comp   -  not   active   lately 
tier   2   -   whiner  when  trades    don't  work,    would  probably  be   open  to 


tier   3   -   small,    nothing  to   do 

tier   2   -   uber  comp  and  smart,    not   active    lately  but 
Has   been   in  comp   for  the  most  part 

tier    1   potentially  via  HAYMAN   -   BE   PATIENT 

tier    2    -    laborious   bond  pickers,    Ml  at   time.    Still    looking  to  buy  | 


Fir  tree         tier  l 


Ito 


at   a   time,    would  probably  be   open  to   seeing  a 
1 
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list,  but  prefer  bad  deals 

Eton  park  tier  2.5  -  backbidders  not  great  bond  pickers,  nothing  to  do 

Basswood  tier  2  -  smart,  loose  lips,  nothing  to  do 

iHS'  in  notionasl)  ,  have 


trade  with  us  (they 


Zais      tier  2  -  extremely  smart  and 
been  <H_M___BHB~___I  in  comp  lately 

Harvard tier  2.5  -  got  creamed  on 

^gfB;  more  likely  to  double  down 

Ellington   tier  5  -  no  comment 

Qvt       tier  3  -  uber  comp  very  sophisticated  name  picking  in  early,  nothing  to 
do 

Hbk       tier  1  -  we  have  engaged  responding  with  their  list  of  names  to  us 
this  morning 


Citadel 

do   ___ 

Oaktree 


tier  2  -  uber  comp  much  more  likely  to  do 


trades,  nothing  to 


tier  2  -I 


of  index  at 


Durham  (cactus  and  crissy)  -  were  looking  to  buy  ;_M~—MH——I  before _____ 

Mg|.  We  showed  them  similar  offering  to  what _ we  showed  Harbinger^They  passed  and 
indicated  they  would  have  been  better  g_______l  at  those  levels.  ___■_■§  type 
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From:  Black,  Robert  N 

Sent:  Wednesday,  February  14,  2007  7:00  PM 

To:  Bieber,  Matthew  G. 

Cc:  Kang,  Connie;  Chaudhary,  Omar;  Brocato,  Russell 

Subject:  Timberwolf  I,  Ltd.  -  Target  Account  List 

Matt, 

Below  is  a  broader  list  of  US  accounts  that  I  think  we  should  be  directly  targeting  for 
the  deal.  We  got  some  traction  with  most  of  these  guys  on  ABACUS-HGSI  (CDOA2) .  We  will 
push  the  tri-state  area  guys  for  roadshow  slots  again  tomorrow.  And  push  the  other 
accounts  for  conference  calls. 

If  you  have  any  additions  let  me  know. 

BSAM  -  Davilman 
NIBC  -  Davilman 
Koch  -  Romo 
Vero  -  Romo 

Security  Benefit  -  Romo 
Highland  -  romo 
CSAM  -  Willing 
DBAM  -  Willing 
Declaration  -  Willing 
Delaware  -  Willing 
NIR  -  Herald 
Vanderbilt  -  Gaddi 
Moneygram  -  Ricciardi 
Seneca  -  Taniguchi 
Cambridge  Place  -  Cag 
Chotin  -  Cag 
PAG  -  Matthias 
Aladdin  -  Pinkos 
Loews  -  Pinkos 
Clinton  -  Verocchi 
Ivy  AM  -  Reich 
E*Trade'  -  Kreitman 
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From: 
Sent: 
To: 
Subject: 


Lehman,  David  A. 
Friday,  March  02,  2007  2:56  PM 
McDonald,  Ian  (New  York) 
RE:  ABX/Mtg  Credit  Accts 


THX 


From: 
Sent: 
To: 
Subject: 

Yes. 


McDonald,  Ian  (New  York) 
Friday,  March  02,  2007  2:36  PM 
Lehman,  David  A. 
RE:  ABX/Mtg  Credit  Accts 


From:  Lehman,  David  A. 

Sent:  Friday,  March  02,  2007  2:36  PM 

To:  McDonald,  Ian  (New  York) 

Subject:  RE:  ABX/Mtg  Credit  Accts 


I  would  add  Josh/Swenny 


From:  McDonald,  Ian  (New  York) 

Sent:  Friday,  March  02,  2007  2:34  PM 

To:  Ficc-mtg-client-dialog 

Subject:  RE:  ABX/Mtg  Credit  Accts 


--Maybe  a  better  term  than  macro  is  "multi-strategy"  rather  than  "mortgage  focused".  But  understood,  III  isn't 

a  macro  acct. 

--Desk  thought  that  we  should  treat  Paulson  as  tier  1  acct. 

We  created  the  list  ficc-mtg-client-dialog.  I'll  add  people  over  time.... 

Was  going  to  touch  base  with  Shlom  i  and  get  his  v  iew  on  the  credit  side  as  well ... . 


From:  Bash-Polley,  Stacy 

Sent:  Thursday,  March  01,  2007  4:28  PM 

To:  McDonald,  Ian  (New  York);  Holen,  Margaret;  Radtke,  Lorin;  Primer,  Jeremy;  Lehman,  David  A.;  Wiesel,  Ellsha 

Subject:  RE:  ABX/Mtg  Credit  Accts 

See  my  edits/  questions 


From:  McDonald,  Ian  (New  York) 

Sent:  Thursday,  March  01,  2007  2:30  PM 

To:  Bash-Polley,  Stacy;  Holen,  Margaret;  Bash-Polley,  Stacy;  Radtke,  Lorin;  Primer,  Jeremy;  Lehman,  David  A. 

Subject:  ABX/Mtg  Credit  Accts 

Based  on  conversations  with  sales  and  trading,  Lorin  and  I  came  up  with  a  fairly  lengthly  list  of  accts 
that  are  considered  to  be  "key". 

We  roughly  tiered  the  accts  out  based  on  perception  of  business  just  to  give  some  structure,  but  it 
shouldn't  be  taken  as  fixed. 

1)  First  Tier  Impact  (already  printing  frequent  high  margin  business,  first  call-type  accts) 

Macro 

Convexity  Capital  (Houghton) 
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Moore  Capital  (Houghton)  &  London  (Faker) 

III  (Madoff)  (they  are  not  macro) 

Paulson  Capital  (Raazi)  (not  sure  desk  would  agree-also  they  are  credit) 

Mtg 

Bank  of  America  (Borst)-more  likely 

ACA  (Kretiman) 

Harvard  (Radtke) 

Winchester  (Radtke) 

Morgan  Stanley  Prop  (Martin) 

HBK  (Martin) 

DB  Prop  (Cagnassola) 

UBS  (Pinkos) 

DEShaw  (Cohen) 

BSAM  (Davilman) 

Rabo  Bank  (Frasier/Lee) 

Credit 

Harbinger 
Hayman 

2)  Second  Tier  Impact  (printing  less  frequently,  still  important,  or  strong  potential  for 
increased  profitability) 

Macro 

LDF  (Houghton) 
JWM  Partners  (Madoff) 

Mtg 

King  Street  (Radtke) 

Alladin  (Pinkos) 

Clinton  (Verocchi) 

DA  Capital  (Verocchi) 

JP  Arb  (Verocchi  and  Kretiman) 

JPIM  (Pinkos) 

Citadel  (Martin) 

Credit 

Grey  wolf  (Martin-and  is  a  mortgage  acct) 

Bluemountain  (lobou) 

Passport 

Balpost 

Elliott 

Pennant 

Perry 
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From:  Brazil,  Alan 

Sent:  Thursday,  May  31 ,  2007  9:47  AM 

To:  Ruberti,  Timothy;  Lehman,  David  A.;  Bash-Polley,  Stacy;  Egol,  Jonathan 

Subject:  RE:  CDO  Boom  Masks  Subprime  Losses 

yep.  The  basic  tenor  of  the  article  was  that  the  rating  agencies  did  not  do  a  very  good 
job  on  cdos  because  they  were  greedy  for  underwriting  business.   Their  example  of  was  that 
the  rating  agencies  screwed  up  on  a  cdo  issued  by  first  boston  in  2000  that  lost  a  lot  of 
money.  It  lost  a  lot  of  money  because  it  included  subprime  and  junk  bonds.  And  of  course 
they  pulled  in  the  American  express  debacle. 

The  timberwolf  inclusion  was  pretty  bad,  bad  for  selling  it,  of  course,  but  also  a  poor 
piece  of  analysis. 

"  That's  more  than  double  the  return  on  corporate  bonds  with  the" 

same  rating.  Timberwolf 's  offering  statement  warns  that  the  CDO  may 

include  subprime  mortgage  debt. 

' "When  you  see  something  that ' s . priced  at  a  1,000  basis  point 

spread,  you  know  it's  pretty  risky,''  Partnoy  says.  ""The  rating 

agencies  might  not  figure  that  out  for  a  while. ' ' 

1.  the  understate  the  return  difference,  bbbs  corp  are  more  like  100  bp  than  500  bp.  So 
timber  bbbs  are  5  times  the  return. 

2.  The  ratings  agencies  rate  deals  knowing  full  well  what  the  underlying  collateral  is  of 
all  cdos,  including  timberwolf. 

Pretty  cheap  shot  I  thought.  But  it  is  what  it  is.... 

Original  Message 

From:  Ruberti,  Timothy 

Sent:  Thursday,  May  31,  2007  9:08  AM 

To:  Lehman,  David  A.;  Bash-Polley,  Stacy;  Brazil,  Alan 

Subject:  Fw:  CDO  Boom  Masks  Subprime  Losses 

Sure  you  saw  this  already. . 

Original  Message  

From:  Joshua  Powell  < Joshua. Powell@cbwpartners . com> 

To:  Ruberti,  Timothy 

Sent:  Thu  May  31  08:59:32  2007 

Subject:  FW:  CDO  Boom  Masks  Subprime  Losses 

Timberwolf  got  a  shout  out  in  the  article  below. 


From:  Brad  Welnick 

Sent:  Thursday,  May  31,  2007  7:49  AM 

To:  Structured  Products 

Subject:  CDO  Boom  Masks  Subprime  Losses 
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CDO  Boom  Masks  Subprime  Losses,  Abetted  by  S&P,  Moody's,  Fitch 
2007-05-31  00:08  (New  York) 


By  Richard  Tomlinson  and  David  Evans 

May  31  (Bloomberg)  —  The  numbers  looked  compelling.  Buy  this 
investment-grade  collateralized  debt  obligation  and  you'll  get  a 
return  of  up  to  10  percent,  Credit  Suisse  Group  said.  That  was 
almost  25  percent  more  than  the  average  yield  on  a  similarly  rated 
corporate  bond. 

Investors  snapped  up  the  $340.7  million  CDO,  a  collection  of 
securities  backed  by  bonds,  mortgages  and  other  loans,  within  days 
of  the  Dec.  12,  2000,  offering.  The  CDO  buyers  had  assurances  of  its 
quality  from  the  three  leading  credit  rating  companies  — Standard  & 
Poor's,  Moody's  Investors  Service  and  Fitch  Group  Inc.  Each  had 
blessed  most  of  the  CDO  with  the  highest  rating,  AAA  or  Aaa. 

Investment-grade  ratings  on  95  percent  of  the  securities  in  the 
CDO  gave  no  hint  of  what  was  in  the  debt  package  —  or  that  it  might 
collapse.  It  was  loaded  with  risky  debt,  from  junk  bonds  to  subprime 
home  loans.  During  the  next  six  years,  the  CDO  plummeted  as  defaults 
mounted  in  its  underlying  securities.  By  the  end  of  2006,  losses 
totaled  about  $125  million. 

The  failed  Credit  Suisse  CDO  may  be  an  omen  of  far  worse  to 
come  in  the  booming  market  for  these  investments . 

Sales  of  CDOs  worldwide  have  soared  since  2004,  reaching  $503 
billion  last  year,  a  fivefold  increase  in  three  years,  according  to 
data  compiled  by  Morgan  Stanley. 

CDO  holdings  have  already  declined  in  value  between  $18  billion 
and  $25  billion  because  of  falling  repayment  rates  by  subprime  U.S. 
mortgage  holders,  Lehman  Brothers  Holdings  Inc.  estimated  on  April 
13.  In  many  cases,  investors  don't  even  know  that  values  have 
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dropped. 


'We  Can't  Get  There' 

In  this  secretive  market,  there  is  no  easy  way  for  them  to  find 
out  what  their  CDOs  are  worth. 

The  uncharted  slide  of  the  Credit  Suisse  CDO  points  to  the 
critical  and  little-understood-role  played  by  rating  companies  in 
assessing  risk  and  acting  as  de  facto  regulators  in  a  market  that 
has  no  official  watchdogs. 

Many  of  the  world's  CDOs  are  owned  by  banks  and  insurance 
companies,  and  the  people  who  regulate  those  firms  rely  on  the 
raters  to  police  the  CDOs. 

* 'As  regulators,  we  just  have  to  trust  that  rating  agencies  are 
going  to  monitor  CDOs  and  find  the  subprime, ' '  says  Kevin  Fry, 
chairman  of  the  Invested  Asset  Working  Group  of  the  U.S.  National 
Association  of  Insurance  Commissioners.  ''We  can't  get  there.  We 
don't  have  the  resources  to  get  our  arms  around  it.'' 

The  three  leading  rating  companies,  all  based  in  New  York,  say 
that  policing  CDOs  isn't  their  job.  They  just  offer  their  educated 
opinions,  says  Noel  Kirnon,  senior  managing  director  at  Moody's. 

'Little  New  Information' 


''What  we're  saying  is  that  many  people  have  the  tendency  to 
rely  on  it,  and  we  want  to  make  sure  that  they  don't,'1  says  Kirnon, 
whose  firm  commands  39  percent  of  the  global  credit  rating  market  by 
revenue . 

S&P,  which  controls  40  percent,  asks  investors  in  its  published 
CDO  ratings  not  to  base  any  investment  decision  on  its  analyses. 
Fitch,  which  has  16  percent  of  the  worldwide  credit  rating  field, 
says  its  analyses  are  just  opinions  and  investors  shouldn't  rely  on 

them. 
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The  rating  companies  apply  their  usual  disclaimer  about  the 
reliability  of  their  analyses  to  CDOs .  S&P  says  in  small  print: 
' 'Any  user  of  the  information  contained  herein  should  not  rely  on 
any  credit  rating  or  other  opinion  contained  herein  in  making  any 
investment  decision. ' ' 

Joseph  Mason,  a  finance  professor  at  Philadelphia's  Drexel 
University  and  a  former  economist  at  the  U.S.  Treasury  Department, 
says  the  ratings  are  undermined  by  the  disclaimers.  ,VI  laugh  about 
Moody's  and  S&P  disclaimers,'1  he  says.  "'The  ratings  giveth  and  the 
disclaimer  takes  it  away.  Once  you're  through  with  the  disclaimers, 
you're  left  with  very  little  new  information.'1 

Credit  Raters  Participate 

When  it  comes  to  CDOs,  rating  companies  actually  do  much  more 
than  evaluate  them  and  give  them  letter  grades.  The  raters  play  an 
integral  role  in  putting  the  CDOs  together  in  the  first  place. 

Banks  and  other  financial  firms  typically  create  CDOs  by 
wrapping  together  100  or  more  bonds  and  other  securities,  including 
debt  investments  backed  by  home  loans. 

Credit  rating  companies  help  the  financial  firms  divide  the 
CDOs  into  sections  known  as  tranches,  each  of  which  gets  a  separate 
grade,  says  Charles  Calomiris,  the  Henry  Kaufman  professor  of 
financial  institutions  at  Columbia  University  in  New  York. 

Credit  raters  participate  in  every  level  of  packaging  a  CDO, 
says  Calomiris,  who  has  worked  as  a  consultant  for  Bank  of  America 
Corp.,  Citigroup  Inc.,  UBS  AG  and  other  major  banks.  The  rating 
companies  tell  CDO  assemblers  how  to  squeeze  the  most  profit  out  of 
the  CDO  by  maximizing  the  size  of  the  tranches  with  the  highest 
ratings,  he  says. 

'Not  a  Passive  Process' 
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"'It's  important  to  understand  that  unlike  in  the  corporate 
bond  market,  in  the  securitization  market,  the  rating  agencies  run 
the  show, ' '  he  says.  ''This  is  not  a  passive  process  of  rating 
corporate  debt.  This  is  a  financial  engineering  business.1' 

Credit  raters  consult  with  bankers  in  determining  the  makeup  of 
a  CDO,  and  banks  make  the  final  decisions,  says  Gloria  Aviotti, 
Fitch's  global  head  of  structured  finance. 

As  home  buyers  and  investors  grapple  with  the  subprime  mortgage 
crisis,  many  haven't  yet  realized  the  extent  to  which  that 
turbulence  is  spilling  into  CDOs .  Foreclosure  filings  in  the  U.S. 
surged  to  147,708  in  April,  up  62  percent  from  April  2006,  as 
subprime  borrowers  stopped  making  mortgage  payments,  research 
company  RealtyTrac  Inc.  said  on  May  15. 

As  foreclosures  increase,  the  subprime-backed  securities  in 
CDOs  begin  to  crumble.  Subprime  mortgage  securities  make  up  about 
$100  billion  of  the  $375  billion  of  CDOs  sold  in  the  U.S.  in  2006, 
according  to  data  from  Moody's  and  Morgan  Stanley. 

Subprime  Debt  Holdings 

Seventy-five  percent  of  global  CDO  sales  are  in  the  U.S. 
Moody's  reported  in  March  that  about  half  of  the  CDOs  sold  in  the 
U.S.  last  year  contained  subprime  debt.  On  average,  45  percent  of 
the  contents  of  those  CDOs  consisted  of  subprime  home  loans,  Moody's 
said. 

In  a  certain  class  of  CDOs,  the  concentration  of  subprime  is 
even  higher.  S&P  and  Fitch  estimate  that  subprime  mortgage 
securities  make  up  more  than  70  percent  of  the  debt  in  so-called 
mezzanine  asset-backed  CDOs,  a  type  of  CDO  that  repackages  bonds, 
mostly  mortgage  debt,  with  low  credit  ratings. 

Investors  bought  $59.5  billion  of  these  CDOs  in  2006,  according 

to  Morgan  Stanley.  On  average,  as  with  all  CDOs,  more  than  90 
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percent  of  the  value  in  them  is  rated  investment  grade. 

Bankers  call  the  bottom  sections  of  a  CDO  —  the  ones  that  are 
the  most  vulnerable  to  subprime  and  other  junk  —  the  equity 
tranches.  They  also  have  another,  more-emotive  phrase  for  them: 
toxic  waste. 

"The  First  Loss' 

As  more  home  buyers  default  on  their  subprime  loans,  the  waste 
in  CDOs  becomes  more  poisonous.  '"If  anything  goes  badly,  the 
investors  in  toxic  waste  take  the  first  loss, '  '  says  Satyajit  Das,  a 
former  Citigroup  Inc.  banker  who  has  written  10  books  on  debt 
analysis . 

""Let's  put  it  this  way,''  he  says.  ""There's  a  revolution.  If 
you  don't  win,  you're  going  to  be  the  first  one  in  line  for  the 
firing  squad. ' ' 

Investors  have  little  idea  how  toxic  some  of  these  CDOs  are, 

Drexel's  Mason  says. 

" "We  compose  CDOs  with  a  bunch  of  this  stuff ,' '  he  says.  ""Now 
we  just  jack  up  the  risk>  jack  up  the  misunderstanding.  We're 
throwing  our  money  to  the  wind.  We  now  know  the  defaults  are  in  the 
mortgage  pools  and  it's  only  a  matter  of  time  before  they  accumulate 
to  levels  that  will  threaten  the  CDO  market.'1 

In  times  of  uncertainty,  CDO  ratings  take  on  even  less  meaning, 
says  Brian  McManus,  head  of  CDO  research  at  Charlotte,  North 
Carolina-based  Wachovia  Corp.  Investors  may  not  know  what  hit  them 
because  there  won't  be  a  sudden  CDO  crash,  he  predicts. 

""They  don't  blow  up,'1  McManus  says  of  CDOs.  ""They  just  kind 
of  melt. ' ' 

No  Regulation 
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This  is  not  what  investors  envisioned  in  2004  when  they  started 
the  CDO  bull  run.  In  an  era  of  low  interest  rates,  CDOs  offered 

juicy  yields. 

With  defaults  at  historic  lows,  the  risk  of  something  going 
drastically  wrong  seemed  remote.  Why  buy  a  corporate  bond  yielding  5 
percent  when  you  can  invest  in  a  CDO  with  the  same  credit  rating  and 
the  promise  of  a  return  twice  as  high? 

There  are  two  caveats:  It's  nearly  impossible  to  find  out 
exactly  what's  in  a  CDO,  and  CDOs  aren't  regulated. 

Almost  all  CDOs  are  sold  in  private  placements,  and  their 
current  values  aren't  posted  anywhere.  "There  is  absolutely  no 
transparency,"  Das  says.  "It's  difficult  to  get  current  values  or 
information  about  the  underlying  assets  in  the  CDO.1' 

Financial  regulators  have  effectively  outsourced  the  monitoring 
of  CDOs  to  the  rating  companies.  No  less  an  authority  than  the  U.S. 
Office  of  the  Comptroller  of  the  Currency,  which  regulates  banks, 
depends  on  the  rating  firms  to  assess  the  quality  of  CDOs. 

Bonanza  for  Raters 

U.S.  banks  have  invested  as  much  as  10  percent  of  their  assets 
in  CDOs,  and  the  OCC  requires  that  all  of  those  CDOs  be  investment 
grade,  says  Kathryn  Dick,  deputy  comptroller  for  credit  and  market 
risk.  "We  rely  on  the  rating  agencies  to  provide  a  rating,''  she 

says . 

CDOs  have  been  a  bonanza  for  the  rating  companies.  In  the  past 
three  years,  S&P,  Moody's  and  Fitch  have  made  more  money  from 
evaluating  structured  finance  —  which  includes  CDOs  and  asset- 
backed  securities  —  than  from  rating  anything  else,  including 
.   corporate  or  municipal  bonds,  according  to  their  financial  reports. 
The  companies  charge  as  much  as  three  times  more  to  rate  CDOs 
than  to  analyze  bonds,  published  cost  listings  show.  The  companies 
say  these  fees  are  higher  because  CDOs  are  so  complex  compared  with 

7 

-/■    '  '       '  j 

Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-001 865729 


Footnote  Exhibits  -  Page  3995 

a  single  bond. 

Structured  finance  is  the  largest  and  fastest-growing  source  of 
credit  rating  revenue.  Moody's  reported  revenue  of  $1.52  billion  in 
2006  for  credit  rating.  Structured  finance  accounted  for  44  percent, 
or  $667  million.  Company  credit  ratings  were  the  second-largest 
source  of  revenue,  drawing  $485  million. 

"A  Gold  Mine' 

In  the  first  quarter  of  2007,  structured  finance  rose  to  46 
percent  of  Moody's  rating  revenue. 

— CDOs  are  the  cash  cow  for  rating  agencies,"  says  Frank 
Partnoy,  a  former  bond  trader,  now  a  University  of  San  Diego  law 
professor  and  author  of  -Infectious  Greed:  How  Deceit  and  Risk 
Corrupted  the  Financial  Markets'  (Henry  Holt  &  Co.,  4  64  pages, 
$27.50).  ^They're  clearly  a  gold  mine.  Structured  finance  is  making 
a  lot  of  Moody's  shareholders  and  managers  wealthy. 

Shares  of  Moody's,  which  is  the  only  stand-alone  publicly 
traded  rating  company,  have  more  than  tripled  to  $68.60  on  May  9 
from  $20.65  at  the  beginning  of  2003. 

S&P  charges  as  much  as  12  basis  points  of  the  total  value  of  a 
CDO  issue  compared  with  up  to  4.25  basis  points  for  rating  a 
corporate  bond,  company  spokesman  Chris  Atkins  says.  (A  basis  point 
is  0.01  percentage  point.) 

Shares  Almost  Tripled 

That  means  S&P  charges  as  much  as  $600,000  to  rate  a  $500 
million  CDO.  Fitch  charges  7-8  basis  points  to  rate  a  CDO,  more  than 
its  3-7  basis  point  fee  to  rate  a  bond,  based  on  the  company's  fee 
schedule.  Moody's  doesn't  publish  its  pricing  for  any  ratings. 

Fitch,  which  is  8  0  percent  owned  by  Paris-based  Fimalac  SA,  a 
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publicly  listed  investment  company,  says  that  rating  structured 
finance  accounted  for  51  percent  of  total  revenue  of  $480.5  million 
in  the  fiscal  year  ended  on  Sept.  30,  2006. 

Fimalac's  share  price  has  almost  tripled. in  value  since  the 
start  of  2003,  trading  at  80  euros  ($108.40)  on  May  9. 

New  York-based  McGraw-Hill  Cos.,  which  owns  S&P,  reports  that 
in  2006,  the  credit  rating  company's  revenue  rose  by  20  percent  to 
$2.7  billion.  Almost  half  of  that  growth  was  from  increased  sales  of 
structured  finance  ratings,  it  says. 

McGraw-Hill's  shares  have  more  than  doubled  in  value  since  2003, 

trading  at  $68.97  on  May  9. 

The  First  CDOs 

Michael  Milken,  the  junk  bond  king,  created  the  first  CDO  in 
1987  at  now-defunct  Drexel  Burnham  Lambert  Inc.,  says  Das,  author  of 
*  Credit  Derivatives:  CDOs  &  Structured  Credit  Products'  (John  Wiley 
&  Sons  inc.,  850  pages,  $120).  Until  the  mid-1990s,  CDOs  were  little 
known  in  the  global  debt  market,  with  issues  valued  at  less  than  $25 
billion  a  year,  according  to  Morgan  Stanley. 

Drexel  and  other  investment  banks  realized  that  by  bundling 
high-yield  bonds  and  loans  and  slicing  them  into  different  layers  of 
credit  risk,  they  could  make  more  money  than  they  could  from  holding 
or  selling  the  individual  assets. 

Investment-grade  CDOs  that  include  subprime  assets  offer  debt 
returns  that  exceed  yields  on  junk  bonds.  In  May,  BBB-rated  portions 
of  CDOs  -  the  lowest  investment . grade  -  paid  7-9  percentage  points 
above  the  London,  interbank  offered  rate,  according  to  Morgan  Stanley. 
That  amounted  to  an  annual  return  of  about  13  percent,  based  on 

May  bank  lending  rates. 

Most  CDO  tranches  promise  returns  at  a  fixed  spread  over  Libor. 
That  means  their  value  isn't  affected  by  changes  in  interest  rates 
the  way  the  value  of  a  fixed-rate  bond  would  be,  says  Arturo 
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Cifuentes,  a  managing  director  at  R.W.  Pressprich  &  Co.,  a  New  York 
based  fixed  income  brokerage  that  buys  and  sells  CDOs . 

'A  Happy  One' 

"CDOs  offer  you  a  possibility  to  invest  in  risk  which  you 
cannot  do  in  any  other  way,"  he  says.  Cifuentes  says  CDOs  have  been 
good  for  investors  and  financial  markets.  "For  the  most  part,  the 
CDO  experience  has  been  a  happy  one,"  he  says. 

That  euphoria  has  blinded  investors  -  and  the  rating  companies 
—  to  the  true  risk  of  CDOs,  Partnoy  says. 

A  $1  billion  CDO  named  Timberwolf,  sold  in  March  by  New  York- 
based  Goldman  Sachs  Group  Inc.,  included  a  $30  million  tranche.  It's 
rated  investment  grade,  BBB,  by  S&P  and  Moody's  and  pays  1,000  basis 
points,  or  10  percentage  points,  more  than  the  three-month  forward 

Libor . 

That's  more  than  double  the  return  on  corporate  bonds  with  the 
same  rating.  Timberwolf 's  offering  statement  warns  that  the  CDO  may 
include  subprime  mortgage  debt. 

"When  you  see  something  that's  priced  at  a  1,000  basis  point 
spread,  you  know  it's  pretty  risky,"  Partnoy  says.  "The  rating 
agencies  might  not  figure  that  out  for  a  while." 

CDO  ratings  may  mislead  investors  because  they  can  obscure  the 
risk  of  default,  especially  compared  with  similar  ratings  for  bonds, 
says  Darrell  Duffie,  a  professor  of  finance  at  Stanford  Graduate 
School  of  Business  in  California,  who's  paid  by  Moody's  to  advise 
the  company  on  credit  risk. 

*  Can't  Compare' 

"You  can't  compare  these  CDO  ratings  with  corporate  bond 
-ratings,"  Duffie  says.  "These  ratings  mean  something  else  — 
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entirely. ' ' 

Corporate  bonds  rated  Baa,  the  lowest  Moody's  investment  rating, 
had  an  average  2.2  percent  default  rate  over  five-year  periods  from 
1983  tp  2005,  according  to  Moody's.  From  1993  to  2005,  CDOs  with  the 
same  Baa  grade  suffered  five-year  default  rates  of  24  percent, 

Moody's  found. 

Non-investment-grade  CDOs,  rated  Ba,  had  an  almost  identical 
default  rate  of  25.3  percent  in  the  same  period.  ""In  CDO-land, 
there's  almost  no  difference  between  Baa  and  Ba,  "  says  Cifuentes,  a 
former  Moody's  vice  president  who  helped  develop  the  company's 
original  method  of  rating  CDOs  in  the  late  1990s. 

American  Express  Loss 

Cifuentes  highlighted  this  point  when  he  ran  a  daylong  seminar 
for  45  U.S.  bank  regulators  in  Washington  on  April  10. 

American  Express  Co.  learned  about  risky  CDOs  the  hard  way.  The 
New  York-based  company  invested  in  high-yield  CDO  transactions 
starting  in  1998.  By  2001,  American  Express  reported  losses  of  more 
than  $1  billion  from  those  investments. 

Chief  Executive  Officer  Kenneth  Chenault  told  shareholders  in  a 
July  2001  conference  call  that  the  company  didn't  understand  CDO 
risk.  He  said  when  his  traders  first  bought  CDOs,  defaults  were  at 

historically  low  levels. 

-'Many  of  the  structured  investments  were  investment  grade,  so 
they  thought  they  had  a  reasonable  level  of  protection  against 
loss,"  he  told  investors.  "It  is  now  apparent  that  our  analysis  of 
the  portfolio  did  not  fully  comprehend  the  risk  underlying  these 
structures  during  a  period  of  persistently  high  default  rates." 

As  a  result,  he  said,  American  Express  would  stop  buying  CDOs. 
Chenault  declined  to  comment  for  this  story. 

Some  investors  have  always  been  wary  of  CDOs.  Joe  Biernat,  head 
of  research  at  London-based  European  Credit  Management  Ltd.,  says  he 
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avoids  CDOs.  The  investment  firm,  owned  by  Wachovia,  specializes  in 
mortgage-  and  asset-backed  securities  and  manages  about  21  billion 
euros  for  institutional  clients. 

'We  Like  Clarity' 

- -We  have  never  invested  in  CDOs  because  we  like  clarity, 
Biernat  says.  "You  may  be  buying  more  of  the  worst  stuff  to  get  the 
kind  of  yield  that  you  want." 

Because  there  are  so  many  moving  parts  to  a  CDO,  rating 
companies  have  to  assess  not  only  the  chance  that  something  may  go 
wrong  with  one  piece  but  also  the  possibility  that  multiple 
combinations  of  things  could  falter.  To  do  that,  S&P,  Moody's  and 
Fitch  use  a  mathematical  technique  called  Monte  Carlo  simulation, 
named  after  the  Mediterranean  gambling  city. 

The  rating  companies  take  all  the  data  they  have  on  a  CDO,  such 
as  information  about  specific  bonds  and  securitizations  and  the 
remaining  types  of  loans  to  be  purchased  for  the  package. 

The  firm  enters  data  into  a  software  program,  which  calculates 
the  probability  that  a  CDO's  assets  will  default  in  hypothetical 
situations  of  financial  and  commercial  stress.  The  program 
effectively  rolls  the  dice  more  than  100,000  times  by  running  the 
information  randomly. 

'False  Sense  of  Security' 

The  rating  companies  base  their  simulations  and  ratings  of  each 
tranche  on  assumptions  about  default  and  recovery  rates  that  may  be 
incorrect,  Cifuentes  says. 

- -The  danger  with  Monte  Carlo  is  that  it  gives  you  a  false 
sense  of  security,"  he  says.  "If  the  input  data  that  you  use  is  a 
little  bit  uncertain,  your  numbers  are  going  to  be  trash,  but  they 
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will  look  convincing.11 

Credit  rating  companies  may  have  miscalculated  the  potential 
toxicity  of  securities  backed  by  subprime  loans,  McManus  says. 
•-With  CDOs,  they  underestimated  the  volatility  of  the  subprime 
asset  class  in  determining  how  much  leverage  was  OK,"  he  says. 

The  rating  firms  use  irrelevant  or  incomplete  data  to  calculate 
the  probability,  or  so-called  correlation  risk,  that-  various  assets 
in  a  CDO  will  default  at  the  same  time,  Das  says. 

-The  models  are  fine,  "  he  says.  '"But  they  have  an  input 
problem.  It  becomes  a  number  we  pluck  out  of  the  air.  They  could  be 
wrong,  and  the  ratings  could  be  misleading.  I'm  not  even  sure  we 
understand  the  networks  of  links  between  the  subprime  tranches." 

~Not  an  Exact  Science' 

Stephen  McCabe,  a  London-based  managing  director  at  S&P  in 
charge  of  rating  structured  finance,  defends  his  firm's  evaluations, 
which  are  based  in  part  on  Monte  Carlo  simulation.  "If.  always  an 
opinion,  but  it's  based  on  some  very  deep  mathematical  analysis  and 
some  quite-complicated  modeling." 

Kimberly  Slawek,  group  managing  director  at  Derivative  Fitch, 
the  subsidiary  of  Fitch  that  rates  CDOs,  says  her  firm  does  the  best 
it  can.  "It's  not  an  exact  science,"  she  says.  "This  is  very  much 
our  opinion  as  to  the  creditworthiness." 

Kevin  Kendra,  London-based  managing  director  at  Derivative 
Fitch,  says  he  runs  a  two-year  training  course  on  the  rating  firm's 
model  for  analyzing  CDOs.  In  the  first  year,  he  teaches  recruits 
about  Monte  Carlo  simulation,  including,  the  use  of  correlation 
variables  in  determining  risk. 

Correlations  mean,  for  example,  that  when  a  German  auto  company 
defaults,  other  German  car  manufacturers  suffer  a  higher  chance  of 
failing. 
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•Understand  the  Strengths." 


-I  spend  the  second  year  teaching  them  how  to  not  believe  the 
outputs  of  these  models,"  Kendra  says.  "I  want  them  to  understand 
the  strengths  of  the  model,  but  also  why  the  model  may  or  may  not 
apply  to  the  assets  that  they're  trying  to  analyze." 

Kendra  says  he's  not  telling  them  to  ignore  the  computer  model;  . 
rather,  he's  suggesting  that  they  should  understand  it  and  also  use 

their  own  judgment. 

S&P's  McCabe  says  his  company's  model  is  valuable,  even  if  it 
isn't  perfect.  "There  can  be  times  when  the  model  will  spit  out 
something  and  the  people  on  our  credit  rating  committee  will  just 
say,  "We're  not  comfortable  with  that,'"  he  says. 

Complicating  the  rating  companies'  challenges  in  evaluating 
CDOs  is  the  unusual  role  they  play  in  putting  them  together. 
Potential  conflicts  of  interest  in  the  ratings  game  aren't  new.  The 
three  largest  raters  are  always,  paid  by  the  issuers  of  the  debt 
they're  rating. 

Rating  Conflicts 

Conflicts  in  rating  CDOs  are  more  acute  because  the  raters  work 
with  financial  firms  in  creating  these  debt  packages,  says  Karl 
Bergqwist,  a  senior  manager  at  Gartmore  Investment  Management  Pic  in 

London. 

-When  you  assign  a  traditional  rating  on  a  company  or  a  bank, 
it  is  as  it  is,  and  you  just  make  an  assessment,"  says  Bergqwist, 
who  worked  at  Moody's  until  1994.  "When  you  move  into  structured 
finance,  the  agencies  are  effectively  involved  in  structuring  these 

transactions. ' ' 

Fitch  rates  the  top  tranches  AAA.  The  riskier  mezzanine 
tranches  usually  get  investment  grades  down  to  BBB-.  The  lowest 
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portions,  the  toxic  waste,  »hi=h  offer  the  highest  potential  return 
,nd  biggest  risk  for  investors,  go  unrated. 

Th.„  sections  are  also  .no™  a.  eguity  because  their  holders 
.„  the  first  to  suffer  losses  and  the  last  in  line  to  collect  in 
the  case  of  a  collapse  triggered  by  defaults  of  the  underlying  debt. 
just  as  shareholders  stand  behind  bondholders  when  a  public  company 
goes  bust. 

NAn  Active  Role' 

fitch's  role  in  helping  to  put  together  a  COO  came  to  light  in 
.  civil  court  case.  American  saving.  Bank  of  Hawaii  Inc.  sued  UBS 

,  ■  --„  .v,at  in  1999  UBS  had  incorrectly 
PaineBebber  Inc.  in  2001,  claiming  that  in 

..Id  a  CM  it  had  sold  was  investment  grade  when  it  wasn't. 

»  the  lawsuit,  American  Savings  challenged  Pitch's  ratings  of 
zucich-b..ed  OBS's  COO.  The  2nd  U.S.  circuit  Court  of  Appeals 
quired  Pitch  to  turn  over  internal  documents.  The  court  found  in 
2„03  that  Fitch  had  advised  UBS  on  how  to  structure  the  CBO  to  get 
the  ratings  the  bank  wanted.  Fitch  itself  was  not  a  party  to  the 

lawsuit. 

•■Fitch  played  an  active  role  in  helping  PaineWehber  decide  how 

-<m    "  the  court  found.  -"Correspondence 
to  structure  the  transaction,    the  cour 

indicates  a  fairly  active  role  on  the  part  of  the  Fitch  employee  in 
commenting  on  proposed  transactions  and  offering  suggestions  about 
M  to  model  the  transaction,  to  reach  the  desired  ratings." 

The  case  was  settled  cut  of  court,  says  UBS  spokesman  Doug 
Morris.  Fitch',  Aviotti  says  that  although  her  company  talks  with 

■  ,  firm.  a.  they  create  CDOs,  Fitch  doesn't  structure  CDOs. 

financial  firms  as  tney  ^ 

->We  do  as  we  do,  which  is  not  advise,"  she  says. 


'The  Nirvana 


y„i  Voshiz.wa,  group  managing  director  for  structured  finance 
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~=r^'s  close  relationship  with 
at  Moody's,  says  a  credit  rating  company  s 

CDO  issuers  doesn't  compromise  objectivity. 

-I  think  if  we  have  the  ratings  wrong,  we  don't  have  a 

,.  she  says   "If  we  put  something  out  there  just  because 
business,'1  she  says.    ±j-    r 

the  issuer  wants  it  and  it's  wrong,  then  there's  absolutely  no 
reason  for  anybody  to  rely  on  or  give  voice  to  our  opinions,  ' 

The  banks  and  rating  companies  have  stretched  the  frontiers  of 
CDOs  with  products  known  as  CDO  squareds  and  COO  cubeds . 

M*   a  CDO  squared  is  formed  by  bundling 
As  the  names  suggest,  a  cuu  squa 

u    h  „f  CDOs   and  a  CDO  cubed,  which  can  contain 
together  a  bunch  of  CDOs,  ana 

•  +.  •  a   -is  formed  by  lashing  together  a 
j   ~-f  Hifferent  securities,  is  tormeu  ^j 
thousands  of  dirrerem. 

bunch  of  CDO  squareds. 

Some  investors  love  these  fat  packages  of  CDOs  because  they 

. .  savs  Andrew  Donaldson,  CEO  of  CPM  Adv.sers 
risk-adjusted  returns,    says  Andr 

t-^-nt-    fi  rm  that  manages  about  ^ 
Ltd.,  a  London-based  credit  investment  firm 

billion. 

-Smoke  and  Mirrors' 

H  sells  CDOs,  including  CDO  squareds.  "CDO  squareds 
CPM  buys  and  sells  cuus, 

•«n  to  achieve  portfolio  diversification,  " 
give  another  dimension  to  achieve  p 

Donaldson  says. 

»«.„„  s.ou-n.t  put  »-.  e»—  in  tn.  .1..  -n  »t~, 

e^.nin,  ...i*.  to  «  .,—  -  —  »-  —'  =  ;"«;- 

"  T-,r^.  -t  —  -^  ^  CO  Sqn.«n3  an.  cnben, 
a«  wo«„les5.  sa,s  ,anet  T.vaKoli,  f»»»-  "  Chi=.go-baee, 

n,   wvn  Structured  Finance  Inc.,  which  advises 
consulting  firm  Tavakoli  Structure 

investors  on  CDO  purchases. 

a     -<=  are  based  on  smoke  and  mirrors, 
-Ratings  on  these  products  are  based 
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Tavakoli  says. 

The  i»»«r  working,  of  COO,  ar.  -11,  1—^  "  ^  ^^ 

„  jj4.  n„j«P  sold  in  December 
,   •    n*   the  $340.7  million  CDO  Credit  Suisse  sola  x 
The  demise  of  the  s?j»u,»  «u- 

«  •   ,  38-oaqe  report  dated  March  26  that  Moody  s 
2000  was  documented  in  a  38  page  rep 

stamped  as  confidential. 


CDO  Collapse 


Th.  Enhanced  Monitoring  Report,  which  is  written  for  clients 
„ho  p.,  ,„  e„tr.  ,10,000  to  ,130,000  for  -  studies,  provided 
further  background  about  the  CPO  called  SPA. 

Thi.  ill-fated  CPO  included  a  collection  of  subprime  mortgage- 
backed  securities  and  3u„k  bonds.  S.P,  Mood,,  and  Pitch  stamped  35 

„,s  guaranteed  by  bond  insurer  MBIA  mo. 

„„  April  2,,  Moody's  withdrew  its  rating  on  the  „»ior  part  of 

■    ,„  ,  two-.ent.nce  not.  that  investors  in  this  tranche 
SPA,  saying  m  a  two  senuci 

had  been  paid  in  full. 

What  Moody-  didn't  say  was  that  Armonk.  M«w  york-h.,.d  MBiA 
p,id  the  investors  after  the  CPO  had  collapsed  because  many  of  its 
underlying  securities  had  defaulted.  MB!A  spokesman  Michael 

the  insurer  paid  investors  in  the  MA  or  Aaa  tranche 

Ballinger  says  the  insurer  pa 

$177  million. 

The  tranche  had  suffered  about  S73  million  in  leases,  whrch 
MBIA  covered.  Moody-  spokesman  Anthony  Mir.nd,  and  credit  Suisse 
spokesman  Pan  Pendleton  declined  to  cogent  on  SPA. 

Total  Loss 


Moody-,  also  didn't  say  what  becam.  of  SPA'S  uninsured 
M«,»in.  tranches,  which  tb.  credit  rating  company  had  rated  a. 
vestment  grade,  investor,  in  those  tr.nch.s  lost  ,11  of  thair 

money,  Ballinger  says. 
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The  losses  totaled  .38.5  adllion  *»**"*   «*>»ld  —™d 

aguity,  or  toaie  «.»*.,  also  loat  everything  -  ,».»  — • 

vo   which  MBIA  took  over, 
„■   *«.,.  that  SPA's  remaining  assets,  which  mbia 
Moody's  estimated  that  b^ 

were  worth  $104  million. 

because  of  the  difficulty  in  ootaining  accurate  and  timely 
market  prices,  some  of  the  prices  may  oe  inaccurate  or  stale, '' 
Moody's  wrote  in  a  footnote  in  the  confidential  report.  Mirenda 

declined  to  comment  on  the  report. 

a.H  little  transparency,  the  CDO  market 
With  no  regulation  and  little  tra  v 

„  •      and  credit  raters  are  helping  lead  the  way,  the  University 
thrives,  ana  creaxi. 

of  San  Diego's  Partnoy  says. 

pastors  K»v«»'t  bean  deterred  by  -..lea.  *-"  « 

Lah„a„  showing  the  cono.ntt.tion  of  subpri*.  -~  »  <«"   ^ 

down  CDO  sales. 

Por^ar  banber  Da,  wonders  .h,  taw  p.opla  ar,  probing  the 

-t  think  the  regulators  seem 
potential  dangers  for  CDO  investors.    I  think 

,  .   i  i  v,0  «v?   "The  thing  that 
to  b.  fitly  sanguine  about  .11  of  tha.,"  ba  say,. 

X  find  guite  bewildering  is  tba  l.eb  of  urgeney  and  foous. ■ 

'    '  „e  says  s„bpri„e  mortgage  default,  have  just  started  to  ao.t. 

„    ,-f  '■  Das  says,  "somebody  ahould  ba  trying  to 
■ 'The  fuse  haa  been  lit,   Das  Bays 

find  where  thia  "Ire  la  running  to." 

-with  reporting  by  Christine  Pieh.rd  in  aew  Verb.  Bditor,  Neumann. 

story  illustration,  ro  view  a  obart  of  worldwide  CO  aalaa  U» 
blllio„s  of  dollars,  for  tb.  past  ten  ya.ra,  using  data  «- 

w   th.  shsr.s  of  tba  three  largest  oradit  rating  eomp.nies  inoraa.e 
as  CDO  sales  soar. 
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residential  mortgage- 


of  Sector 


and  select  Residential. 


Brad  Welnick 

Carlvle  -  Blue  Wave 

brad. welnick@cbwpartners . com 

1177  Avenue  of  the  Americas 


1177  Avenue  or  ^*-  aa-t-^MI 

16th   Floor  _n.//naps   yahoo. com/py/maps.py?Pyt=Tmap&addr-U77 


+tXTl2-938-2524      <http://www 
&Email= j oshua_powell@yahoo . com> 


' se  protected   from  unauthorized 
NOTICE:      This   —11    — S£°S«   tSTjSSTiJLl'.i™-      »y  ™^SL«d  .nd  -y 

statement   regarding   such  matters 
definitive   advice. 


19 


GSMBS-E-001865, 


Footnote  Exhibits  -  Page  4007 


From: 
Sent: 
To: 
Subject: 

Attachments: 


Sparks,  Daniel  L 

Saturday,  May  19,  2007  5:57  PM 

Alexander,  Lee;  Kaprelian,  Michael;  Brafman,  Lester  R 

FW:  Mortgages  CDO  Origination  Presentation 

Mortgages  V3.ppt 


Good  job  overall  -  comments  on  pages  below:  ,.._,, 

p.2  second  bullet  pt.  instead  of  mark  to  model,  should  say  "securitization  valuation  to  a  individual  position  mark  to  market 

valuation." 

P.3  break  out  2  large  high  grade  super  senior  positions 

don't  think  numbers  are  correct  (assumptions  about  timberwolf  AAA  looks  wrong  for  5/11),  and  it  seems  like  too  much 

detail  for  5/11 

P. 4  again  change  to  "marked  to  securitization  execution" 

not  correct  that  all  warehouse  collateral  at  par  -  probably  should  just  remove  sentence  or  say  at  cost  with 
securitization  execution  reserve 
P. 5  again  "marked  to  securitization  exit" 

some  A  and  BBB  were  sold  on  the  deals 
P.6  should  note  value  of  oc  buildup  typically  makes  current  credit  support  for  BBB  8-9%  on  RMBS  deals 
P1 0-1 2  can  discuss  live,  but  want  to  make  sure  you  have  all  relevant  sales 

Thanks 


From:  Alexander,  Lee 

Sent:  Saturday,  May  19,  2007  12:32  AM 

To:  Sparks,  Daniel  L 

Cc:  Kaprelian,  Michael 

Subject:  Mortgages  CDO  Origination  Presentation 


Dan  -  Please  find  an  updated  version  of  the  presentation.  Please  let  us  know  if  you  have  any  comments  prior  to  the  call  on 
Sunday  -  and  we  will  make  the  necessary  changes. 


Mortgages  V3.ppt 
Thx,  Lee 
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Mortgages  CDO  Origination 

Retained  Positions  &  Warehouse  Collateral 
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Mortgages  CDO  Origination 

Executive  Summary 


Based  upon  the  inability  to  place  the  liabilities  of  the  Timberwolf  and  Point 
Pleasant  CDOA2  transactions,  the  Mortgage  trading  desk  assessed  the  current 
valuation  of  retained  positions  and  the  ability  to  securitize  current  CDOA2 
warehouse  collateral. 

The  inability  to  securitize  CDOA2  warehouse  collateral  will  result  in  the  unwind 
of  the  warehouse  facilities,  which  will  move  the  collateral  from  a  mark  to  model 
valuation  to  a  mark  to  market  valuation. 

The  initial  estimate  on  May  1 1th  of  the  mark-to-market  P&L  impact  of  this 
revaluation  of  retained  positions  and  change  in  valuation  methodology  is  shown 
as  follows: 


Market  Value  ($mm) 

A 

B 

C 

Retained  Positions: 

Debt  -  CDO 

4,053 

(121) 

(196) 

(273) 

Equity  -  CDO 

113 

(12) 

(24) 

(36) 

Warehouse  Collateral 

1,493 

(116) 

(160) 

(202) 

Total 

5,659 

(248) 

(380) 

(511) 
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Mortgages  CDO  Origination 

Retained  Positions 


As  of  May  1 1th,  the  desk  held  $4.166bn  in  Retained  positions  related  to  CDO 
Debt  and  Equity.  Breakout  of  this  balance  by  type  and  the  anticipated 
writedowns  are  shown  below: 


Market  Value($mm) 


Debt  -  CDO 

CDO-squared 
Mezz 
High  grade 


The  anticipated  writedowns  are  driven  by  Mezz  AAA  and  AA  tranches  of 
Timberwolf  and  Point  Pleasant  CDOA2  structures  ($(159.3)mm  -  Scenario  B). 
These  deals  were  priced  the  wk  of  03/16  and  the  week  of  04/13,  respectively. 

Due  to  the  lack  of  liquidity  in  the  marketplace  for  these  structures  (i.e. 
Timberwolf  and  Point  Pleasant  last  traded  on  04/23  and  04/24,  respectively), 
the  desk  has  proposed  writedowns  to  reflect  current  market  conditions. 
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Mortgages  CDO  Origination 

Warehouse  Positions 


As  of  May  1 1th,  the  desk  was  in  the  midst  of  ramping  up  4  CDO  warehouses. 
At  this  time,  the  warehouse  collateral  was  valued  with  the  assumption  that  a 
CDO  was  a  viable  exit.  Thus,  inventory  warehoused  was  marked  to  model  by 
comparing  asset  and  liability  spreads,  including  the  desired  equity  yield.  To  the 
extent  that  the  current  CDO  liability  spreads  were  wider  than  the  cost  on  an 
aggregate  basis,  the  estimated  loss  was  reserved. 

As  securitization  is  no  longer  a  viable  exit,  the  warehoused  assets  will  be 
marked  to  market  on  an  individual  basis.  Current  market  value  of  all 
warehouse  collateral  is  par.  Anticipated  writedowns  are  as  follows: 


A 

B 

C 

Sector                                   Market  Value($mm) 

Write 
down 

Average 
Price 

Write 
down 

Average 
Price 

Write 
down 

Average 
Price 

RMBS-  Other                                                          184 
RMBS  -  Subprime                                                 341 
SP  CDO                                                               777 

Less:  Warehouse  mark-to-model  reserves 

8 

(15) 

(26) 

(145) 

75 

■ 

92% 
93% 
81% 

c 

(16) 

(27) 

(185) 

75 

■ 

91% 
92% 
76% 

• 

(17) 

(29) 

(222) 

75 

• 

91% 
92% 
71% 

Total                                 1,493 

(116) 

(160) 

(202) 
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Mortgages  CDO  Origination 

CDO  Origination  Risk  vs.  SPG  Trading  Risk 


Origination  -  Long  2.6bn  of  CDO  Risk 

■  Our  CDOA2  collateral  was  ramped  prior  to  the  market  widening  and  marked 
to  model  -  average  ramp  period  is  6-9  months 

-  Our  CDOA2  deals,  Timberwolf  and  Point  Pleasant,  priced  in  March  with 
demand  only  for  the  super  senior  tranche 

■  The  complexity  of  the  CDOA2  product  and  the  poor  demand  for  CDOs  in 
general  has  made  this  risk  difficult  to  sell  and  the  desk  expects  it  to 
underperform 

SPG  Trading  -  Short  $2.8bn  of  CDO  Risk 

■  Over  the  past  6  months,  Single  A  CDO  prices  are  ~20-25pts  lower  (from 
$100  to  $75-80) 

■  SPG  Trading  Shorts  were  marked  to  market  as  prices  declined 
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Mortgages  CDO  Origination 

Timberwolf  I  CDOA2:  Overview  of  Capital  Structure 


RMBS 


•  J  *         1 

WJ&  nil 

111 


A 


flllfillllr 


> 


J 
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fillip 
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21% 
17% 
14% 
12% 
11% 
9% 
8% 
6% 
5% 
4% 


^ 
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HG. ABS 
CDO  (14%) 
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14% 

7.0% 

2.8% 

1.3%        "*\ 

O.S% 


Mezz.  ABS 
CDO  (86%) 


>■ 


J 
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6% 
:3% 
4% 
i% 
% 


J 


TlmberwolflCDO*2 


idential  Treatment  Requested  by  Goldman  Sachs 


GS  MBS-E-01 09731 80 


Footnote  Exhibits  -  Page  4014 


Mortgages  CDO  Origination 

Point  Pleasant  CDOA2:  Overview  of  Capital  Structure 


RMBS 


iPffii    <■'.;{ 


^ 


iiIP^liii: 


> 


iifllllHII 

fiiijfijjii 
liilliiiti 


21% 

17% 

14% 

12% 

11% 

9% 

8% 

6% 

5% 

4% 


""N 


HG.ABS 
CDO  (50%) 


'HiHilliiPi 


Point  Pleasant  CDO*2 


14% 

7.0% 

2.6% 

1.3%      "^ 

0.6% 


> 


J  y^HI    J 


Mezz.ABS 
CDO  (50%) 


pilliili 

iijiitiiiiil 

iilii&lliiPi 


if"!  *'Ca'''U  i>'';i  i"i 


6% 
3% 
|14% 
9% 
5% 


> 
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Footnote  Exhibits  -  Page  4015 


Mortgages  CDO  Origination 

Action  Steps  -  May  11th 


Unwind  the  warehouses 

Form  three  independent  teams  to  value  retained  positions  independently 

■  David  Lehman  &  Michael  Swenson  (SPG  Trading) 

■  Will  Roberts,  Gerald  Ouderkirk,  Doug  Weaver  (SCT  Trading) 

■  Dedicated  strat  support,  led  by  Elisha  Wiesel 

Distribution  team  headed  by  Stacy  Bash-Polley  and  Scott  Wisenbaker 


.,•      ^       ir,  4Jk   o  wm,nQa^he  GS  MBS-E-01 09731 82 
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Mortgages  CDO  Origination 

Anticipated  Writedowns  (in  MMs) 


— 


Retained  Positions 


Warehouse* 
Total 


(117) 


1 


(126) 
(243) 


01— M 


(187) 

I 

(126) 
(313) 


III 


(258) 


(126) 
(384) 


muni 


(126) 
(126) 
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(126) 
(126) 


*  Warehouse  p&l  shown  using  scenario  B  level  of  $126mm 
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Mortgages  CDO  Origination 

CDO  Debt  -  Retained  Positions 


is 


m 


"S"  tranche  AISuslll 
TtrarKhe^|:.1ifflbc(«i(i':i:;ji!!::: 

"S"bEnche  TimbenHiV.J:^..;;  ;;■;; 

"S*trandie  Davis  Square  VII 

"S"  tranche  ForlDenison 

"S"  tranche  ft»nt  Peasant 

Super  Senior  Davis  Square  VII 

Super  Sena  GSCOTMg 

Super  Senior  Hudson  M2  06-2 

Super  Senior  Summer  Street  04-1 

Super  Senior  Anderson 

Super  Senior  Anderson 


1 


m. 


MezzAAA 

MezzAAA 

MezzAAA 

MezzAAA 

MezzAAA:! 

MezzAAA:: 

MezzAAA^; 


Adirondack  2005-1 
Fortius  II 
Mainsal 
Bernouf 

:;Traberyw«:^ :;::;;:;: 
;;PrWFJeasarit;:!;:-: 
::PoWfleas8nj;  -jl;:: 

Fortius  II 

Altrus4 

FortDenison 

Summer  Street  04-1 

Avebury 

Anderson 
^Tlr^nwlf^p:;^;; 

Hudson  Mzoii" 

Hudson  Mz  06-2 
li^fleasarrl  :<;>;;: 


:::S1.:: 

±&± 
S 

s 
s 

A1-a 

A1-e 

A1 

A1 

A1-a 

A1-b 

A2 
A2 
A2 
A2 

,,«,;;, 

:;'A'i:;;:. 


Aaa  High  grade 

Aaa  CDO-sqtared 

Aaa  CDO-squared  ; 

.  Aaa  High  grade 

Aaa  Mezz 

Aaa  CDO-squared 

Aaa  High  grade 

Aaa  High  grade 

Aaa  Mezz 

Aaa  Mezz 

Aaa  Mezz 

Aaa  Mezz 

Aaa  High  grade 

Aaa  Mezz 

Aaa  High  grade 

Aaa  High  grade 

Aaa  COO-squared 

'■■  Aaa :  CDO<squared :'< 


6.0  100.00% 


B 


B 
A3 
B 


Aa2  Mezz 

Aa2  High  grade 

Aa2  Mezz 

Aa2  Mezz 

Aa1  High  grade 

B  Aa2  Mezz 

8  AaZ  CDOsquared: 

B  Aa2  Mezz 

B  Aa2  Mezz 

Bji;;;;  y;j:.Aa2:  COOsquared 


mm 
ii  in  i 

r::::2c^a«34%:;  :  J  3S0.3  ::*  75.0%  :  70«  ^    :6S.«  ■: 

::  ;izra ;  m.tb*;:  ■  ;  ;.120.8  :  Mm,  sua  J^ssM  ■■: 

II  llll 

1070    6872% :     .     94.9     $0.(W:  50JM       40.0%" 
51.0    77.50%  395      820%     80.0%       780% 


:S'5ffipjh39:*«<  ;i;;;:;:::44.7,:^J50.1K;  :;501»';[ ;;4b:0%; 


i;»o:;:j8779.;;  mr^mmgRm- 
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Goldman 
SiirlisiL 


Mortgages  CDO  Origination 

CDO  Debt  -  Retained  Positions  (cont) 


BB 
BB 


Altkisl 

M&s4 
CooGdge 
Davis  Square  VII 
GSC2006-3g 
START  2005CAD 
LEXN20073AE 
Anderson 
Hudson  Mz  06-1 
Hudson  Mz  06-2 
:  PoW  Pleasant 


Davis  Square  VII 
ABus4 
GSC200S-3g 
Adirondack  2005-2 
Attn  III 
Hout  Bay 
G-Street 
Loehsonfl 
Putnam  2001-1 
TABS20066AB2 
GSFIN2O051AD 
STAK20062A6 
COCH.20051AD 
ACABS230S1AB1L 
INDE7  7AE 
DVSQ20066AO 
Hudson  High  Grade 
Hudson  Mz  06-1 
Hudson  Mz  06-2 
Hudson  Mz  06-2 


C 
C 
C 
C 
C 

COHEN 
COHEN 
C 
C 
C 
:;C 


D 

D 

□ 

D 

D 

D 

D 

0 

C1 

COHEN 

COHEN 

COHEN 

COHEN 

COHEN 

COHEN 

COHEN 

D 

D 

D 

£ 


A2  Hfch  grade 

A2  High  grade 

A3  Mezz 

A2  High  grade 

A2  High  grade 

A2  Mezz 

A3  Mezz 


A2 
A2 


TIAA  Structured  Finance      B 


Camber  7 
Glader  2005-3 
Hudson  Mz  06-1 
Phoenix  2 


Mezz 

Mezz 
A2  Mezz 
A2    CDO-squarod 


Baa2  High  grade 
Baa2  High  grade 
Baa2  High  grade 
Baa2  High  grade 
Baa2  Highgrade 
Baa2  Highgrade 
Baa2  Highgrade 
Baa2  CDO-squared 
Baa2  Mezz 
Baa2.Mezz 
Baa2  High  Grade 
Baa2  Mezz 
Baa2  Mezz 
Baa2  Mezz 
Baa2  Mezz 
Baa2  High  Grade 
Baa2  Highgrade 
Baa2  Mezz 
Baal  Mezz 
Baa3  Mezz 
■  Baa2 COO-squsrai 
Baal  Mezz 

Ba1  Mezz 

Ba1  Mezz 

Ba1  Mezz 

Ba2  Mezz 


7,8      87.57       4/10)2007  PLENUM  ASSE 


II  (■!■ 


4,421.8  «      4,180.3 
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oKlinan. 


Mortgages  CDO  Origination 

CDO  Equity  -  Retained  Positions 


2002-2004  High  Grade 
2002-2004  High  Grade 
2002-2004  High  Grade 
2002-2004  High  Grade 

2005-2006  High  Grade 
2005-2006  High  Grade 
2005-2006  High  Grade 
2005-2006  High  Grade 
2005-2006  High  Grade 
2005-2006  High  Grade 
2005-2006  High  Grade 
2005-2006  High  Grade 
2005-2006  High  Grade 
2005-2006  High  Grade 
2005-2006  High  Grade 
2005-2006  High  Grade 
2005-2006  HlQh  Grade 
2005-2006  High  Grade 

2001-2005  Mezz 
2001-2005  Mezz 
2001-2005  Mezz 
2001-2005  Mezz 

2006  Mezz 

2006  Mezz 
2006  Mezz 
2006  Mezz 
2006  Mezz 


COO-equared 

COO-squared 
cbo-squared 
CD&eguated 


Total 

K  of  currant  race 


Putnam  Structured  Product  2002-1 
Davis  Square  Funding  I,  Ltd 
Sierra  Madre  Funding,  Ltd. 
Davis  Square  Funding  Itl,  Ltd 

Altius  ( Funding,  Ltd. 

Davis  Square  Funding  V,  Ltd. 

Davis  Square  Funding  VI,  Ltd. 

Haul  Bay,  Ltd. 

Hudson  High  Grade 

Davie  Square  VII 

GSC  ABS  Funding  2006-3Q,  Ltd. 

West  Coast  Funding,  Ltd. 

Adirondack  2005-1  Fundina  Ltd 

Davis  Souare  Fundina  IV.  Ltd. 

G-Street  Finance 

Adirondack  2005-2  Funding,  Ltd 

AKIus  4  FundlnQ,  Ltd. 
Altius  III  Funding,  Ltd. 

NYUM  Stratford  CDO  2001-1,  Ltd 
Camber  III  pic 
Cooidge  Funding,  Ltd. 
Fortius  I  Funding.  Ltd. 

Fortius  II  Funding,  Ltd. 
Hudson  Mezzanine  2006-2,  Ltd. 
Hudson  Mezzanine  2006-1,  Ltd. 
Camber  7 
Anderson 


Lochsong,  Ltd. 
FortDertson 
■nmberwotf 
PoW  Pleasant 


Broadwick 
Davis  Square  V 
Davis  Square  VI 
Davis  Square  VII 
G-Street 
West  Coast 


II  IMI 

nun 


'108 
10.1 


v    9 .  m 


85% 
158% 


85.0K 
71.0% 


5S0* 
61,0* 


COS 
51.0% 


III 
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Footnote  Exhibits  -  Page  4020 


Mortgages  CDO  Origination 

Next  Steps 


Continue  working  with  targeted  investors 

■  Basis  Capital 

■  Fortress 

■  Polygon 

■  Winchester  Capital 

Elisha  Wiesel  and  SCT  Trading  will  continue  to  refine  models 


SPG  Trading  to  gather  observable  prices  on  underliers  to  improve  accuracy  of 
valuation  models 
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Mortgages  CDO  Origination 

Additional  PnL  Items 

Desk  Estimate 

Controller  Estimate 

Subprinre  Residuals 

(40)  to  (50) 

(5) 

MAResidusis 

(25)  to  (30) 

8 

Seoond  Lien  Residuals 

(21) 

TBD 

HE.OC  Residual 

(5) 

(5) 

Scratch  and  Dent  Residuals 

(5) 

(5) 

Scratch  and  Dent  Leans 

TBD 

TBD 

CDS  Duration 

100  to  125 

100  to  125 
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GuKlniaii 

Sitl'IIS  J  |  ;i 


Mortgages  CDO  Origination 

Market  Value  &  Retained  Positions  as  at  May  18th 


Warehouse  Positions 
Sector 


RMBS  -  Other 

RMBS  -  Subprime 

SP  CDO 

Less:  Warehouse  mark-to-model  reserves 

Less:  SMBC  Funding  facility 


Total 


Retained  Positions 


Debt -CDO 

CDO-squared 
Mezz 
High  grade 


Total 


ill 


mimm 


111 


Market  Value(Smm) 


184 
341 
742 


1,458 


Market  Value($mm) 


637 

658 

2,855 


Equity  -  CDO 

2001-2005  Mezz 
2002-2004  High  Grade 
2005-2006  High  Grade 
2006  Mezz 
CDO-squared 


Total 


liliifpfippiT 

HIS 


4,150 


Anticipated  writedowns 


(15) 

(26) 

(155) 

82 

12 


(107) 


(16) 

(27) 

(170) 

82 

12 


(126) 


(17) 

(29) 

(184) 

82 

12 


J1451 


Anticipated  Writedowns 


(116) 
(4) 
4 


(117) 


(154) 

(25) 

(9) 


iBiim  ilium 

lira  h* 


(187, 


(192) 
(45) 
(21) 


(258) 


1 1 1  in  e  §  mm  \\m  \mm\  §  si  em  a  hi 


11 

5 
35 
29 
32 


112 


(4) 
(D 
(7) 
(1) 
0 


Jill 


(5) 
(2) 
(12) 
(6) 
(4) 


(29) 


munmtfmMmmWnumm 


(6) 

(3) 

(17) 

(11) 

(9) 


(46) 
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Account 


Mortgages  CDO  Origination 

Distribution 


Sales 


xtress 

xtress 

lark 

Winchester 

asis 

asis 

IG 
idefity 

3  Plenum 
filer  Anderson 

toneygram 

JdLane 

teouot 

iandelrran 

JBSProp 
teShaw 

3liot 

islygon 


Dayman 

Davilman 

Gadd 

Radtke 

MaHezos 

MaltazDS 

Penick 
Martin 

Arslan 
Brazil 

Qlligan 

Grinslein 

brazil 


Kelly 

Kelly 
cohen 

Grinstein 

Raazi 


Deal 


Tirrberwotfl 

Tirnberwolfl 

Tirnberwolfl 

Point  Pleasant  200(7-1 

Tirnberwolfl 

Tirnberwolfl 

Tirnberwolfl 

Point  Heasant  2007-1 

Point  Pleasant  2007-1 
Tirnberwolfl 

Tirrterwolfl 
Tirnberwolfl 
Tirrberworfl 


Tranche    Defcon 


Comments 


MezzAAA 

M-Rated 

MezzAAA 

MezzAAA 

MezzAAA 

AA-Rated 

MezzAAA 
A-rated 

A-Rated 
MezzAAA 

AA-Rated 

MezzAAA 


Timberwolf  or  PL  Pleasant 

Point  Pleasant  2007-1  MezzAAA 

Tirrberwotfl  MezzAAA 

Tirnberwolfl  AA-Rated 


Looking  at  package  of  A2  and  B  dasses  .Initially  indcated  low$80s  on  A2, 70s  on  ft  modeling  deal  is 
1  efiffictft  /  Davilman  still  pushing 
Looking  at  package  of  A2  and  B  classes  .Initially  indicated  lew  $80s  on  A2, 70s  on  ft  modeling  deal  is 

1  diffiait  /  Davilman  still  pushing  ________^ 

Looking  on  a  financed  basis-  lryJic3ti\«tem%f0BBHHHHBBHi-ccocemed  about 

1  correlation,  our  level.mgrrt  view/  Back  ended  return  profile  ^^^^__^_«i 
Bigaged  and  looking- has  been  offered  bonds  at  450  on  A2,700  on  B/— MHI 

2  Potential  $50mmA-2,  $50mmB,  subject  to  financing-  acccurt  is  od  of  tre  office /feedaack Wo  5721 

2  Potential  $50rrmA-2,  $50rrm  B,  subject  to  financing  -  account  is  out  of  the  office /feeoback  Wo  5/21 
re-engaged  -  trying  to  get  answar  by  GS  qtr  end.  Asked/received  agonal  information  today /they  are  still 

3  working  /  Penick  to  follow  up  early  next  week 

3  Looking  ^^ 

Looking  at  up  toMSh  remaining  -  Acct.  asked  for  7  bus  days  to  do  work,  then  left  office  and  is  in  VB 
3  will  hear  from  them  when  they  return 
3  Looking 

3  Potential  interest  on  AAs  (already  own  AAAs)  /  trying  to  see  if  they  go  dcwi  in  cap.  Structure  (low  Delta) 
3  Need  lookthru  analysis  /  Strats  are  working  on  it 
3  Looking 

Checking -Twdf  higher  delta  than  Point  Pleasant  given  headine  risk  wtDllon  Read- want  looktnru 
3  analysis  on  Tirrberwatf  /  Strats  are  working  on  it  /  potential  sizeMHV 

Inherited  niton  Read's  Point  Pleasant  Positions/  looking  at  TwolfA-2,  B  Classes  and  PLPleasantB 

3  Class 

3  Looking-  asked  for  materials  and  rawdata^HMBIMiMWW/nadcaii/|(M'ddta 

V\ibuld  look  to  trade  against  CLO  Super  Senior  AAAs  -  will  receive  bid  fist  fo-OjOs  early  next  week  (Pet 

3SteeflBH| 
potential  interest  -working  to  model  existing  exposure  (owl  portion  ofsindeAdass)- if  they  care  expect 

3size- 
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Account 


Mortgages  CDO  Origination 

Distribution  (cont) 


Sales 


Dsal 


Tranche    Defcon 


Comments 


Cartyle 

Ruberti 

DA  Capital 

KBlman 

Bitot 

Grinstein 

Harvard 

Raotke 

Fart  Pleasant  2007-1 

MezzAAA 

highland 

Ruberti 

JFMRpod 

Verrcdi 

Marathon 

Weitman 

MS  Rep 

Martin 

Tirrberwolf  I 

IvtezzAAA 

NccrxVSSG 

Rinoeton 

Fertel/Fhillips 

Sm'thBreedan 

martin 

las 

Grinstein 

Rant  Reasart  3307-1 

MezzAAA 

UshrnenA/M 

Gadd 

Tirrberwdfl 

IvtezzAAA 

RtM'dance 

Reinstan 

Part  Reasart  20O7-1 

Vanderblt 

Gadd 

Tirrterwolfl 

Hyperion 

Wllirg 

Tirrterwdf  I 

Paramax 

Matthias 

Part  Reasart  2007-1 

MszzAAA 

Paaiiax 

Matthias 

Timberwolf  I 

MezzAAA 

Backrock 

Fatel/Phillips 

Part  Reasart  2007-1 

Clinton 

Verooch 

Part  Reasart  2007-1 

IvtezzAAA 

Harding 

Hcrnback 

Part  Reasart  2007-1 

A-rated 

ML  Bank 

Wiling 

C84SS 

Rnkos 

Blington 

Sua/Baine 

Tlrrberwcrfl 

MezzAAA 

Mariner 

Maftezos 

Tirrberwolf  I 

MezzAAA 

TPG-Axon 

Fertel/Rilips  Point  Pleasant  2007-1 

MezzAAA 

4  Wll  go  through  look  through  analysis  -  go  from  there  /  Sbats  are  working  on  it 
4  Startwcrk@-«D-  1000am  for  rrezz  AAA 
4  Focused  on  anderson  Baity 

evaluating  RJ  Reasart  A-1  vs.  '• 
4  carter  /  RarJke  to  Mow  up  next  week 
4LcwDalta  -  Need  lockthru  analysis /Strats  are  working  on  it 

Checking  -  need  feedback  on  interest  from  account  before  shevving  wider  offering  levels - 


4  will  do  wok  in  the  L+800-1000  oortext  ($71-65)  -  passed  on  GS  offer  at  80-00 

4  Firther  analysis  needed 

4  Lew  Delta  -  have  never  Bought  000*2 

4  Start  wcrk@-teOO-  1000am  for  rrezz  AAA 

4  potential -will  likely  be  slcvra-wiih  feedback 

4  Need  a  lock-trrajiji  of  the  underlying  vintages  /  strats  areworkingonit 

4Lc<^ng-sertfinalCORjrtfciio  

Leaking  -  tray  care  for  a  sntall  artort  OTHHBHHHHHBIH 
i-  small  size  if  they  care 


4  Looking  -  Credt  enhanoemert  is  thin  /  ConoerrBd  about  rating  ADancyocicrdalim  report/ likes  dsccurt 
4\A=ryLcwDelta 

4VferyLcwDelta 
4.5  Unlikely,  relooking  at  analysis  from  newissue,  MHHBi  (lock  fa  feeaback  Friday) 
4.5  LowDerta-Carrtmodel  CDCT2 
4.5  looked  at  singe  A's  newissue  -  still  need  final  feedback  -  lew  delta 

Checking-  initial  response  was  unlikely  <4HVHHHHBHH|HHm| 
4.5  MMI.  Tirrberwdf  more  likely  than  Point  Reasart  given  headine  risk  wrt  Qllcn  Read 

5  Out -do  not  buy  090*2 

5  removed  from  list  -  have  not  been  shown  levels 
5  CU-  too  much  overlap  with  Foirt  Reasart 
5  Cut  -  do  not  care  at  any  level  -  f^ 
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Mortgages  CDO  Origination 

Retained  Positions  &  Warehouse  Collateral 
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Footnote  Exhibits  -  Page  4027 


Mortgages  CDO  Origination 

Executive  Summary 


The  Mortgage  Department  is  concerned  about  the  following  risks: 

■  Retained  Positions  in  the  CDO  Origination  Business 

-   Market  Value  in  CDO  Debt  is  $4. 1 50bn 

■  Specifically  concerned  about  $637mm  of  CDOA2  positions  and 

$1 12mm  in  CDO  Equity.  The  complex  structure  of  these  positions 
make  them  very  difficult  to  value  and  distribute. 

■  Warehouse  Collateral  in  the  CDO  Origination  Business 

■  Market  Value  of  $1.458bn 

■  Specifically  concerned  about  $742mm  of  Structured  Product  CDOs. 
There  is  currently  limited  liquidity  and  price  transparency  in  this  space. 

■  Secondary  SPG  Trading  Book 

■  Short  positon  of  $2.45bn  of  which  $XX  is  in  single  A  or  Lower  Mezz 
tranches  of  CDOs 

■  We  are  specifically  concerned  about  the  basis  risk  between  the  short  in 
this  book  and  the  warehouse  collateral.  Although  they  are  the  same 
product,  there  is  limited  overlap  between  the  two  books. 


Various  other  risks 


z^c  mdc  F-01 0952332 
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Mortgages  CDO  Origination 

Retained  Positions 


The  desk  holds  $4.262bn  in  Retained  positions  related  to  CDO  Debt  and  Equity 

The  desk  is  most  concerned  about  the  CDOA2  positions,  which  is  comprised  of 
the  recent  Timberwolf  and  Point  Pleasant  transactions.  Details  listed  below: 


"S"  tranche 

Timberwolf 

Aaa 

"S"  tranche 

Timberwolf 

Aaa 

Mezz  AAA 

Timberwolf 

Aaa 

AA 

Timberwolf 

Aa2 

Equity 

Timberwolf 

Tota 

Mezz  AAA 

Point  Pleasant 

Aaa 

Mezz  AAA 

Point  Pleasant 

Aaa 

AA 

Point  Pleasant 

Aa2 

A 

Point  Pleasant 

A2 

BBB 

Point  Pleasant 

Baa2 

Equity 

Point  Pleasant 

Tota 
TOTAL 

*  Notional  and  Market  Value  in  MMs 

9.0 

8.3 

285.0 

107.0 

10.8 


420.1 


100.00% 

100.00% 

91.34% 

88.72% 

85.00% 


127.5 

94.78% 

75.0 

92.24% 

50.0 

89.41% 

10.1 

71.88% 

10.5 

76.72% 

10.1 

58.00% 

283.2 


703.2 


9.0 

8.3 

260.3 

94.9 

9.1 


381.7 


120.8 

69.2 

44.7 

7.3 

8.1 

5.8 


255.9 


637.6 
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Mortgages  CDO  Origination 

Timberwolf  I  CDOA2:  Overview  of  Capital  Structure 


HG.ABS 
CDO  (14%) 


RMBS 


1.3%        ~\ 


> 


J 


Timberwolf  I  CDO*2 
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Mortgages  CDO  Origination 

Point  Pleasant  CDOA2:  Overview  of  Capital  Structure 


HG.  ABS 
CDO  (50%) 


Point  Pleasant  CDO*2 


r'i"°'i\""i  '."!',B:'i 


i,l  Lil;i :i 


36% 
23% 
14% 
9% 
5% 


J 
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Mortgages  CDO  Origination 


Warehouse  Positions 


■  The  desk  holds  $1 .458bn  in  Warehouse  Collateral  related  to  4  CDO 
transactions 

■  Current  valuation  policy  is  lower  of  mark  to  model  or  cost.  As  securitization  is 
no  longer  a  viable  exit,  the  warehoused  collateral  will  be  marked  to  market  on 
an  individual  basis. 

■  Biggest  driver  of  the  marked  to  market  is  the  $742mm  Special  Product  CDO 
collateral  which  has  limited  price  visibility 


Details  of  the  Warehouse  Collateral  are  represented  below: 

Sector  Market  Value         [       Proposed  Mark 


RMBS- Other 

RMBS-Subprime 

SPCDO 


Total 


183.7 
341.3 
741.8 


1,458.1 


PnL  Impact 
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Mortgages  CDO  Origination 

Secondary  SPG  Trading 


Over  the  past  year  the  Secondary  trading  desk  has  built  a  short  positon  of 
2.4bn  in  Single  A  or  below  Structured  Product  CDQs 

During  this  time  period,  Single  A  CDO  prices  are  ~20-25pts  lower  (from  $100  to 
$75-80) 

As  the  market  for  securities  in  this  space  has  declined,  the  desk  has  realized  a 
profit  of  $XX 

-   Ytd-$XX 

■  Mtd-$XX 

■  Wtd-$XX 
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nation 

Other  Risks 

Desk  Estimate 

Controller  Estimate 

Subprime  Residuals 

(40)  to  (50) 

(5) 

MA  Residuals 

(25)  to  (30) 

8 

Second  Lien  Residuals 

(21) 

TBD 

l-B_OC  Residual 

(5) 

(5) 

Scratch  and  Dent  Residuals 

(5) 

(5) 

Scratch  and  Dent  Loans 

TBD 

TBD 

CDS  Duration 

100 to  125 

100to125 
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Mortgages  CDO  Origination 

CDO  Origination  Risk  vs.  SPG  Trading  Risk 


Origination  -  Long  2.6bn  of  CDO  Risk 

■  Our  CDOA2  collateral  was  ramped  prior  to  the  market  widening  and  marked 
to  model  -  average  ramp  period  is  6-9  months 

■  Our  CDOA2  deals,  Timberwolf  and  Point  Pleasant,  priced  in  March  with 
demand  only  for  the  super  senior  tranche 

■  The  complexity  of  the  CDOA2  product  and  the  poor  demand  for  CDOs  in 
general  has  made  this  risk  difficult  to  sell  and  the  desk  expects  it  to 
underperform 
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Mortgages  CDO  Origination 

Action  Steps 


Unwound  the  warehouses 

Formed  three  independent  teams  to  value  retained  positions  independently 
-    David  Lehman  &  Michael  Swenson  (SPG  Trading) 

■  Will  Roberts,  Gerald  Ouderkirk,  Doug  Weaver  (SCT  Trading) 

■  Dedicated  strat  support,  led  by  Elisha  Wiesel 

Distribution  team  headed  by  Stacy  Bash-Polley  and  Scott  Wisenbaker 
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Mortgages  CDO  Origination 

Overall  Recommendations  (in  MMs) 


Retained  Positions 

-  CDO  Debt 
■  CDO  Equity 

Ml 


Warehouse 
Total 
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Mortgages  CDO  Origination 

CDO  Debt  -  Retained  Positions 


^tranche  Wfiusll! 

**.«•!_  nl*,-«j8 

"S"  tranche  TisiewoS 

"S"tianche  Davis  Square  VII 

"S"tranch8  FortOenison 

"S"  tranche  Point  Pleasant 

Super  Senior  Davis  Square  VII 

Super  Senior  GSC2006-3g 

Super  Senior  Hudson  Mz  06-2 

Super  Senior  Summer  Street  04-1 

Super  Senior  Anderson 

Super  Senior  Anderson 


MezzAAA 

MezzAAA 

MezzAAA 

MezzAAA 

MezzAAA:! 

MezzAAA^: 

MezzAAA 

AA 
AA 
AA 
AA 
AA 
AA 

AA 
AA 


Adirondack  2005-1 
Fortius  II 


Bernoui 

liTtmbeSolfjnnL;;;;;;:. 
j:  Point  pleasant :;;;;: 
i^PoW^sant?iy;:i; 

Fortius  II 

AI6us4 

FortDenlson 

Summer  Street  04-1 

Avebury 

Anderson 
«rnmberwlfi  Nijlp; 

Hudson  Mz  »1 

Hudson  Mz  06-2 
y::FMPJe3santi'l;;::;: 


S 
SI 

V       i 

S 

s 
s 

A1-a 

A1-e 

A1 

A1 

Al-a 

A1-b 

A2 
A2 
A2 
A2 

;;■'«""; 

B 
B 
B 
A3 
B 
B 

B 
B 

;:"B:;r.: 


Aaa  High  grade 

■-.i  .•:■.-_.--- 

OO-squared 
Aaa  High  grade 
Aaa  Mezz 
Aaa  COO-squared 

Aaa  High  grade 

Aaa  High  grade 

Aaa  Mezz 

Aaa  Mezz 

Aaa  Mezz 

Aaa  Mezz 

Aaa  High  grade 

Aaa  Mezz 

Aaa  High  grade 

Aaa  High  grade 

Aaa  COO-squared 

"■:  Aaa  CDO-squated:: 

Aaa  COO-squared 

Aa2  Mezz 

Aa2  High  grade 

Aa2  Mezz 

Aa2  Mezz 

Aa1  High  grade 

Aa2  Mezz 
^■;Aai:GpJKquaSd;s 

Aa2  Mezz' 

Aa2  Mezz 
;|;:^:iCb0^iared|i 


ii9^;S10Q«JS;;: 
83  tOOOH 


6.0  100.00% 


siftfli; 

lii 


60 


iiim 

II  llll 

■;■  ::i27.5 ■;■  B4J8%  ;;; --me    ss.« :";"87Js:;:'? 65.6%  : 

iiim 

51.0  "77.50%  39.5     820%     80.0%       78.0% 


;;apIffl.4l«q;^rfM;slSM»i 


r400*;i 
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Mortgages  CDO  Origination 

CDO  Debt  -  Retained  Positions  (cont) 


i!CT* 


A 

Aldus) 

C 

A2    High  grade 

* 

ma* 

C 

A2    Hfch  grade 

A 

CooDdge 

c 

A3    Mezz 

A 

Davis  Square  VII 

c 

A2    High  grade 

A 

GSC2006-3g 

c 

A2    High  grade 

A 

START  2006OAD 

COHEN 

A2    Mezz 

A 

LEXN20073AE 

COHEN 

A3    Mezz 

A 

Anderson 

C 

A2    Mezz 

A 

Hudson  Mz  06-1 

C 

A2    Mezz 

A 

Hudson  Mz  06-2 

C 

A2    Mezz 

A:.: 

:  Point  Pleasant 

;;<5;;;j;!*;:: 

«    COOrSquared 

BBB 

Davis  Square  VII 

D 

Baa2  High  grade 

BBS 

AltJus4 

D 

Baa2  High  grade 

BBB 

GSC  2O06-3J 

0 

Baa2  High  grade 

BBB 

Adirondack  2005-2 

D 

Baa2  High  grade 

BBB 

Aldus  III 

D 

Baa2  High  grade 

BBB 

HoutBay 

D 

Baa2  High  grade 

BBB 

G-Street 

D 

Baa2  High  grade 

BBB 

lochsong 

D 

Baa2  CDO-squared 

BBB 

Putnam  2001-1 

C1 

Saa2  Mezz 

BBB 

TABS20068AB2 

COHEN 

Baa2  Mezz 

BBB 

GSFIN20051AD 

COHEN 

Baa2  High  Grade 

BBB 

STAK2O062A6 

COHEN 

Baa2  Mezz 

BBB 

COOL20051AD 

COHEN 

Baa2  Mezz 

BBB 

ACABS20081AB1L 

COHEN 

Baa2  Mezz 

BBB 

INDE7  7AE 

COHEN 

Baa2  Mezz 

BBB 

DVSQ2006SAD 

COHEN 

Baa2  High  Grade 

BBB 

Hudson  High  Grade 

D 

Baa2  High  grade 

BBB 

Hudson  M2  06-1 

D 

Baa2  Mezz 

BBB 

Hudson  Mz  06-2 

D 

Baal  Mezz 

BBB 

Hudson  Mz  06-2 

E 

Bea3  Mezz 

BBBV- 

:'.;:  ;Point  Pleasant  ■  : 

i^aiMM 

i  Baa^::GD075qua'recl 

BBB 

TIAA  Structured  Finanos 

B 

Baal  Mezz 

BB 

Camber  7 

E 

Ba1    Mezz 

BB 

Giader  2005-3 

D 

Ba1    Mezz 

BB 

Hudson  Mz  06-1 

E 

Ba1    Mezz 

BB 

.  Phoenix  2 

B 

Ba2  Mezz 

Total 

II  till 


73.4      60.0%     55.0%        50.0% 


7.8      87.57       4/10/2007  PLENUM  ASSE 


"MS  I'-WO*  81      50.0%     45.0%        40.0% 

II  III! 


4,421.8 
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Mortgages  CDO  Origination 

CDO  Equity  -  Retained  Positions 


ItenlTybtS 


.  ■  '  ." 


2032-2004  High  Grade 
2002-2004  High  Grade 
2002-2004  High  Grade 
2002-2004  High  Grade 

2005-2006  High  Grade 
2005-2006  High  Grade 
2005-2006  High  Grade 
2005-2006  High  Grade 
2005-2006  High  Grade 
2005-2006  H()h  Grade 
2005-2006  High  Grade 
2005-2006  High  Grade 
2005-2006  High  Grade 
2005-2006  High  Grade 
2005-2006  High  Grade 
2005-2006  High  Grade 
2005-2006  High  Grade 
2005-2006  High  Grade 

2001-2005  Mezz 
2001-2005  Men 
2001-2005  Mezz 
2001-2005  Mezz 

2006 Mezz 
2006  Mezz 
2006  Mezz 
2006  Mezz 
2006  Mezz 


CDO-squared 
CDO-squared 
CDO-squared' 
OOO^quared  :  : 

Total 

%  of  eltmnt  face 


tstmi 

Putnam  Structured  Product  2002-1 
Davis  Square  Fundmg  I.  Ltd 
Sierra  Madre  Funding.  Ltd. 
Davis  Square  Fundtog  III,  Ltd 

Attius  I  Funding.  Ltd. 

Davis  Square  Fundftg  V.  Ltd. 

Davis  Square  Funding  VI,  Ltd. 

Hcut  Bay,  Ltd. 

Hudson  High  Grade 

Davis  Square  VII 

GSC  ABS  Funding  2006-3g,  Ltd. 

West  Coast  Funding,  Ltd. 

Adirondack  2005-1  Fundino.  Ltd 

Davis  Souare  Fundiw  IV.  Ltd. 

G-Street  Finance 

Adirondack  2005-2  Funding.  Ltd 

AKus  4  Funding,  Ltd. 

Aldus  III  Funding,  Ltd. 

NYUM  Stratford  COO  2001-1,  Ltd 
Camber  III  pic 
Ccolldge  Funding,  Ltd. 
Fortius  I  Funding.  Ltd. 

Fortius  II  Funding.  Ltd. 
Hudson  Mezzanine  2006-2,  Ltd. 
Hudson  Mezzanine  2006-1,  Ltd. 
Camber? 
Anderson 

Lochsong.  Ltd. 

FortDeniaon 

-.Ttmberwolf  :■ 
:   PoWPleasanl   :: 


Broadwick 
Davis  Souare  V 
Davis  Square  VI 
Davis  Square  VII 
G-Street 
West  Coast 


NuUftml  "  *"         fCg' 


*« 


III 
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Mortgages  CDO  Origination 

Timeline  -  Timberwolf  &  Point  Pleasant 


Timberwolf  (Grevwolfi 

7/21/06  -  Engagement  letter  signed 

9/5/06  -  Warehouse  begins  ramping 

12/13/06  -  Warehouse  50%  ramped 

3/2/07  -  Revision  to  engagement  letter  -  Greywolf  commitment  to  purchase 


BBB  and  single  A  tranches 
3/13/07 -Pricing 
3/27/07  -  Closing 
Point  Pleasant  (Dillon  Read) 


6/2/06  -  Engagement  letter  signed 

9/14/06  -  Warehouse  begins  ramping 

12/14/07  -Warehouse  50%  ramped 

3/5/07  -  Commitment  letter  signed  with  Natixis  for  Super  senior 

4/10/07 -Pricing 

4/18/07 -Closing 
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Goldman 
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Account 


Mortgages  CDO  Origination 

Distribution 


Sales 


Deal 


Tranche    Defcon 


Comments 


Fortress 
Fortress 
Stark 
Wnchester 


Basis 

AIG 
Fidelity 

IS  Plenum 
N/iller  Anderson 

Moneygram 
Od  Lane 
Pequot 

Sandelman 

UBS  Prop 
DeShaw 

Bliot 

Polygon 


Davilman 

Davilman 

Gadcf 

Radtke 

MaltezDS 

Maltezos 

Penick 
Martin 

Arslan 
Brazil 

Glligan 

Grinstein 

brazil 

Kelly 

Kelly 
oohen 

Grinstein 

Raazi 


Tirrbsrwolf  I 

Tirrberwolf  I 

Tirrfcerwolfl 

Point  Pleasant  2007-1 

Tirrberwolf  I 

Tirrberwolf  I 

Tirrberwolf  I 

Point  Peasant  2007-1 

Foint  Peasant  2007-1 
Tirrberwolf  I 

Tirrberwolf  I 
Tirrberwolf  I 
Tirrberwolf  I 


Tirrberwolf  or  PL  Peasant 
Rant  Peasant  2007-1 

Tirrberwolf  I 

Tirrberwolf  I 


Looking  at  package  of  A2  and  B  classes  .Initially  indcated  low$80s  on  A2, 70s  on  B;  modeling  deal  is 
MezzAAA  1  difficult/  Davilman  still  pushing 

Looking  at  package  of  A2  and  B  dasses.  Initially  indcated  low$80s  on  A2 ,70s  on  B  modeling  deal  is 
AA-Rated  1  drfficult/  Davilman  still  pushing  ____________________ 

Looking  on  a  financed  basis  -  Indicative  terms  PBBHHBMBBMHI)  -  concerned  about 
MezzAAA  1  correlation,  our  level,  mgrrtview/  Back  ended  return  profile 

Engaged  and  looking  -  has  been  offered  bonds  at  450  on  A2, 700  on  B  / 
MezzAAA  1  HIHBMMMMMliHlBHBf 

MezzAAA  2  Potential  $50rrmA2,  $50mm  B,  subject  to  financing -account  is  out  of  the  office /feeoback  Wo  5/21 

AA-Rated  2  FxjtentJal$50rrrnA2,$50rrrnB,  subjedtoflnarKJrig-accaintiscUcftreoffioe/feeobackw/oa721 

re-engaged  -  trying  to  get  answer  by  GS  qtr  end.  Asked/received  aAffionalinfonTHtion  today /they  are  still 

MezzAAA  3  working/  Penick  to  fdlowup  early  next  week 

A-rated  3  Looking  _____ 

Looking  at  up  to  HHPremaining  -  Acct  asked  for  7  bus  days  to  do  work,  then  left  office  and  is  in  ■__§ 

ARated  3  will  hear  from  them  when  they  return 

MezzAAA  3  Looking 

AA-Rated  3  Potential  interest  on  AAs  (already  own  AAAs)/  trying  to  see  if  they  go  down  in  cap.  Structure  (low  Delta) 

3  Need  lookthru  analysis  /  Strats  are  working  on  it 
MezzAAA  3  Looking 

Checking  -  Tworf  higher  delta  than  Point  Peasant  given  headline  risk  wrtnilon  Read  -  want  lookthru 
3  analysis  on  Tirrberwolf  /  Strats  are  working  on  it  /  potential  size  flH 

Inherited  Dllon  Reads  Point  Peasant  Positions  /  looking  at  Twotf  A2,  B  Classes  and  PI  Peasant  B 
3  Cass  ^^^^^ 

MezzAAA  3  Looking-  asked  for  materials  and  raw  data  (potential  size  is  ^■■■H/ had  call /lew  delta 

Would  look  to  trade  against  CLO  Super  Senior  AAAs  -  will  receive  bid  list  for  CLCs  early  next  week  (Pot 

MezzAAA  3Size*______M 

potential  interest -working  to  rrodel  existing  exposure  (own  portion  of  singje  Adass)  -  if  they  care  expect 

AARated  3  size- 
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Mortgages  CDO  Origination 

Distribution  (cont) 


Sales 


Deal 


Tranche    Defect! 


Comments 


Calyle 

Rubertj 

DA  Capital 

Kreitman 

Hid 

Grinsta'n 

Harvard 

Radtke 

Feint  Reasant  2007-1 

MezzAAA 

HgMand 

Rubertj 

JFMRcp 

VerrccH 

Marathon 

Weitman 

MSRop 

Martin 

Tirnberwdfl 

MazzAAA 

NccMlvSSG 

Rinoetcn 

Fertei/Rillips 

Srrith  Beedan 

martin 

Zais 

Grinstein 

Rant  Reasant  2307-1 

MezzAAA 

Lehman  A/M 

Gadd 

Tirrberwdfl 

MazzAAA 

Providence 

Reinstein 

Ftirt  Reasant  2007-1 

Vanderblt 

Gadd 

Tirrberwdf  I 

Hyperion 

Wiling 

Tirrterwdfl 

Ranamax 

Matthias 

Fort  Reasant  2007-1 

MazzAAA 

Raramax 

Matthias 

Tirrberwdfl 

MezzAAA 

Backrcck 

Fertel/Fh'llips 

Rant  Reasant  2007-1 

aintcn 

VeroccH 

Rant  Reasant  2007-1 

MezzAAA 

Hardng 

Homback 

Rant  Reasant  2X7-1 

Arated 

fvLBank 

Wiling 

CBASS 

Rnkos 

Hington 

Su&Ba're 

Tirrberwdfl 

MezzAAA 

Mariner 

Mattezos 

Tirrberwdfl 

MezzAAA 

TPGAxon 

Fertel/Fh'llips 

Rant  Reasant  2007-1 

MezzAAA 

4  Wll  go  through  look  through  analysis  -  go  from  there  /  Strats  are  working  en  it 
4  Startwcrk@-«600-  1000cm  for  mazz  AAA 
4  Focused  on  VMM 

evaluating  Pti  Reasant  A- 1  vs.  fMBHHHHHHHHV  need  rrore  spread  -  evaluating 
4  oourter  /  Radtke  to  follow  up  next  week 
4LcwDelta  -  Need  lockthru  analysis  /Strats  are  working  on  it 

Checking  -  need  feedback  on  interest  from  account  before  shaAirgwder  offering  levels - 
41 
4 

4  will  do  wok  in  the  U600-1000  context  ($71-65)  -  passed  on  GS  offer  at  8OC0 
4  Firther  analysis  reeded 
4  Low  Delta-  have  never  Bought  030*2 
4  Startwcrk@-taX)-  lOOOcmforrrezzAAA 
4  potential -will  likely  be  slower  with  feedback 
4  Need  a  look-through  rf  the  Lndertying  vintages  /  strats  are  working  on  it 
4  Looking-  sent  final  COFtrtfdio 

UxWng-rnaycarefcrasmallarncuntJ 
4MHB~  small  see  if  they  care 
4  Looking  -  Cnedt  enhancement  is  thin  /  Concerned  about  rating  Agency  ooorelation  report  /  likes  dscount 

4  very  Lew  Delta 
4\feryLowDelta 

4.5  Uiikely,  retaking  at  analysis  from  newissue,  maybe  -flMBi  (look  for  feedback  Friday) 

4.5  Low  Date  -  Can't  model  CDOS 

4.5  looked  at  singe  A's  newissue  -  still  need  final  feedback  -  lowdelta 

4.5tfMMBl  Tirrberwdf  more  likely  than  Point  Reasant  given  headine  risk  wrt  Dllon  Read 
5CU-dondbuyCDCr2 

5  removed  from  list  -  have  nd  been  shown  levels 
5  Cut  -  too  much  overlap  with  Rant  Reasant 

5  Cut  -  do  nd  care  at  any  level  -  ooncemed  with  downgrade  risk| 
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From:  Montag,  Tom 

Sent:  Thursday,  May  1 7,  2007  1 1 :01  AM 

To:  Sparks,  Daniel  L 

Subject:  Re:  Ostrem  is  resigning 

I  meant  behind  the  times.  No  hedging  incredibly  long  buildup  times  etc 

Original  Message  

From:  Sparks,  Daniel  L 

To:  Montag,  Tom 

Sent:  Thu  May  17  10:19:31  2007 

Subject:  RE:  Ostrem  is  resigning 

We  weren't  elephants,  but  we  were  big  participants 

Original  Message 

From:  Montag,  Tom 

Sent:  Thursday,  May  17,  2007  10:11  AM 

To:  Sparks,  Daniel  L 

Subject:  Re:  Ostrem  is  resigning 

Is  that  how  others  do  it  now?   Were  we  an  elephant? 

Original  Message  

From:  Sparks,  Daniel  L 

To:  Montag,  Tom 

Sent:  Thu  May  17  09:20:06  2007 

Subject:  RE:  Ostrem  is  resigning 

David  runs  secondary  trading  with  josh  and  swenson  -  david's  focus  is  cmbs  and 

correlation. 

I  brought  him  I  to  run  this . 

This  business  will  be  much  more  opportunistic  and  bespoke  than  helping  managers  grow 

assets  under  mgmt  and  taking  out  arb  profits 

Original  Message 

From:  Montag,  Tom 

Sent:  Thursday,  May  17,  2007  9:15  AM 

To:  Sparks,  Daniel  L 

Subject:  Re:  Ostrem  is  resigning 

I  don't  know  lehman.  Where  was  he  is  this.   Also  how  r  u  changing  how  u  run  it  . 

Original  Message  

From:  Sparks,  Daniel  L 

To:  Montag,  Tom 

Sent:  Thu  May  17  08:58:26  2007 

Subject:  RE:  Ostrem  is  resigning 

I  told  him  this  week  he  and  his  group  now  report  to  David  Lehman.  He  feels  his  opportunity 
set  is  done  here  and  wants  to  go  to  explore  the  buy  side. 

Rosie  was  involved  overseeing  structured  product  cdo  business  until  first  couple  months  of 
2007,  but  I  think  the  market  and  business  have  changed  dramatically.  I  think  having  David 
Lehman  run  it  in  conjunction  with  correlation  is  the  right  thing  to  do  at  this  time. 
Swenson  will  help.  Coordination  with  rosie  on  deals  contemplated  will  continue,  but  we 
will  run  the  business  very  differently.  At  some  point  it  could  make  sense  to  aggregate  it. 


Original  Message- 

From:  Montag,  Tom 
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Sent:  Thursday,  May  17,  2007  8:43  AM 

To:  Sparks,  Daniel  L 

Subject:  Re:  Ostrem  is  resigning 

Why  shame  or  difference  of  opinion  or Bring  rosie  back? 

Original  Message  

From:  Sparks,  Daniel  L 

To:  Mullen,  Donald;  Montag,  Tom;  Salame,  Pablo 

Sent:  Thu  May  17  08:06:18  2007 

Subject:  Ostrem  is  resigning 
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From: 
Sent: 
To: 
Subject: 


Egol,  Jonathan 

Saturday,  May  19,  2007  5:02  PM 

Lehman,  David  A. 

Re:  congratulations,  but  seems  like  you  have  a  lot  ofwork  ahead  of  you. 


I  should  add  altius  3  is  a  doozy  as  well.  I'll  spare  you  the  detailed  list. 

Original  Message  

From:  Egol,  Jonathan 

To:  Lehman,  David  A. 

Sent:  Sat  May  19  16:50:49  2007 

Subject:  Re:  congratulations,  but  seems  like  you  have  a  lot  ofwork  ahead  of  you. 


I  know  what  he  means.  If  you  talk  to  people  knowledgeable  about 
external  perception  of  GS  franchise  in  this  space  is  much  lower 
believed.  Over  last  2  years,  GS  is  perceived  to  be  a  bottom  qua 
and  to  have  done  several  poor  deals .  There  is  a  reason  Pete  didn 
fact  that  pete  was  basically  giving  money  away  in  these  no-fee  p 
still  only  get  TCW,  GSC  (both  street  wh — e  managers)  and  some  st 
with  GS  is  a  stain  that  will  take  time  to  remove.  The  HG  deals  i 
poor.  I  thought  the  aladdin  deals  had  some  potential  but  fortius 
mess . 


cdos,  you  will  find  that 
than  Sparks  and  Sobel 
rtile  abs  cdo  underwriter 
't  sell  much  paper.  The 
rincipal  deals  and  could 
art  up  managers  to  work 
n  particular  are  very 
2  is  going  to  be  a  real 


These  are  not  just  my  views  —  they  are  from  customers  whose  views,  resonate  in  the  market. 
Sales  people  have  just  been  too  timid  internally  or  not  engaged  enough  with  their  accounts 
to  provide  accurate  feedback.  It  pains  me  to  say  it  but  citi,  ubs,  db,  lehman  and  ms  have 
much  stronger  franchises  —  among  large  dealers  only  ML  is  more  reviled  than  ostrem's 
business.  Ironically  citi  corr  (karman)  tainted  citi  on  the  lacerta  (magnetar)  deal  and 
ms/ubs  tainted  themselves  with  the  ms  prop  non-amortizing  cr-p.  It's  ironic  that  leh  lost 
a  lot  of  their  senior  guys  given  that  they  largely  kept  their  noses  clean.  So  there  is  an 
opportunity  for  us  but  it  will  not  be  business  as  usual  for  a  LONG  time.  The  problem  is 
that  the  best  perceived  managers  (ie  ellington)  are  working  with  other  houses. 

Original  Message  

From:  Lehman,  David  A. 

To:  Egol,  Jonathan 

Sent:. Sat  May  19  14:26:06  2007 

Subject:  Re:  congratulations,  but  seems  like  you  have  a  lot  ofwork  ahead  of  you. 

What  do  u  thk  he  means  by  "lot  of  work  to  do"? 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


David  A.  Lehman 

Goldman,  Sachs  £  Co. 

85  Broad  Street   |   New  York,  NY  10004 

Tel:  212-902-2927   |   Fax:  212-902-1691 

e-mail:  david.lehman@gs.com 


|   Mob:  917- 


Original  Message  

From:  Egol,  Jonathan 

To:  Lehman,  David  A. 

Sent:  Sat  May  19  13:32:58  2007 

Subject:  Re:  congratulations,  but  seems  like  you  have  a  lot  ofwork  ahead  of  you. 
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Why  fwding?  His  was  one  of  the  emails  I  exchanged  after  pete  left, 

Original  Message  

From:  Lehman,  David  A. 

To:  Egol,  Jonathan 

Sent:  Sat  May  19  09:29:50  2007 

Subject:  Fw:  congratulations,  but  seems  like  you  have  a  lot  ofwork  ahead  of  you. 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


David  A.  Lehman 

Goldman,  Sachs  &  Co. 

85  Broad  Street   |   New  York,  NY  10004 

Tel:  212-902-2927   |   Fax:  212-902-1691 

e-mail:  david.lehman@gs.com 


Mob:  917- 


Original  Message  

From:  Henriques,  Michael  <Michael . HenriquesSmagnetar . com> 

To:  Lehman,  David  A. 

Sent:  Fri  May  18  13:33:54  2007 

Subject:  congratulations,  but  seems  like  you  have  a  lot  ofwork  ahead  of  you. 


{/,'  ■' 
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From: 

Sent: 

To: 

Cc: 

Subject: 

Attachments: 


Lehman,  David  A. 

Thursday,  May  24,  2007  8:32  AM 

Aliredha,  Yusuf ;  Sparks,  Daniel  L 

Wisenbaker,  Scott;  Wiesel,  Elisha;  Salame,  Pablo 

RE:  Priority  Axes 

Final  Offering  Circular  (disclaimed). pdf ;  Timberwolf  I,  Ltd.  --  Marketing  Points  /  Termsheet 
attached  (INTERNAL  ONLY)  [T-Mail];  FINAL  OC  (Distribution).PDF 


I'll  call  with  levels... still  have... 

245mm  Timberwolf  junior  AAA 
107mm  Timberwolf  AA 
127mm  Point  Pleasant  AAA 
35mm  Point  Pleasant  junior  AAA 
50mm  Point  Pleasant  AA 

Final  OC  and  internal  mkting  points  below  if  needed 

Scott  Wisenbaker  and  myself  are  available  to  get  on  the  phone  with  clients. 

We  are  still  working  on  some  analysis/data  cuts  that  we  can  provide  externally. 


TIMBERWOLF 


Final  Offering     rimberwolf  I,  Ltd. 
Circular  (disci...  Marketin... 
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ubject: 

Aliredha,  Yusuf 

Thursday,  May  24,  2007  2:59  AM 

Lehman,  David  A.;  Sparks,  Daniel  L 

Wisenbaker,  Scott;  Wiesel,  Elisha;  Salame,  Pabk 

RE:  Priority  Axes 

Had  two  conversations  yesterday. 

Peleton.  They  have  just  raised  another  $1bln  for  their  ABS  fund  and  they  are  very  short  the  ABX  so  are  natural 

buyers  of  our  axe. 

LDF.  Not  experts  in  this  space  at  all  but  made  them  a  lot  of  money  in  correlation  dislocation  and  will  do  as  I  suggest. 

Would  like  to  show  stuff  in  today  if  possible. 
Tks. 
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From: 

Lehman,  David  A. 

Sent: 

Wednesday,  May  23,  2007  10:45  PM 

To: 

Aliredha,  Yusuf;  Sparks,  Daniel  L 

Cc: 

Wisenbaker,  Scott;  Wiesel,  Elisha 

Subject: 

RE:  Priority  Axes 

See  responses  below  in  RED 

From: 

Aliredha,  Yusuf 

Sent: 

Wednesday,  May  23,  2007  10:23  AM 

To: 

Sparks,  Daniel  L 

Cc: 

Lehman,  David  A.;  Wisenbaker,  Scott 

Subject: 

RE:  Priority  Axes 

Importance: 

High 

Can  I  please  get  some  analysis. 

I  would  need  breakeven  analysis  at  whatever  price  you  want  to  show  these  out. 

I  assume  you  will  give  me  certain  loss  and  recovery  scenerios  on  the  underlying  RMBs  bonds.  Also  what 
assumption  are  we  using  to  base  these  scenerios  based  on  underlying  vintages,  rating  agencies,  type  of 
collateral. 

EHsha's  team  is  working  on  this,  hope  to  have  something  by  early  next  week  that  we  can 
distribute... will  revert  ASAP 

Also  do  we  have  equity  we  want  to  sell  packaged  with  these  debt  tranches. 

We  have  several  very  smaH  pieces  of  equity  but  nothing  substantial  that  we  could  want  to  package 
with  the  AAAs. 

if  customers  have  a  specific  axe  we  can  address  on  a  case  by  case  basis. 

What  kind  of  leverage  we  can  provide  for  a  big  macro  hedge  fund. 

-10-15%  HC  on  the  AAA  and  AA  positions,  client  dependent 

Tks. 


From: 

Sent: 

To: 

Cc: 

Subject: 

Sparks,  Daniel  L 

Friday,  May  18,  2007  4:37  PM 

Aliredha,  Yusuf 

Lehman,  David  A.;  Wisenbaker,  Scott 

Priority  Axes 

285mm  Timberwolf  junior  AAA  (40mm  circled  away) 

107mm  Timberwolf  AA 

127mm  Point  Pleasant  AAA 

75mm  Point  Pleasant  junior  AAA  (40mm  circled  away) 

50mm  Point  Pleasant  AA 

Call  me  to  discuss  levels 


6- 
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From:      Egol,  Jonathan 

Sent:       Thursday,  April  26,  2007  1 1 :43  AM 

To:  Maltezos,  George  (  GSJBW  ) 

Cc:  Chaudhary,  Omar 

Subject:  RE:  Utopia 

OK  on  LCM  --  but  can  you  please  be  more  specific  on  their  potential  size  in  AUD? 


From:  Maltezos,  George  (  GSJBW  ) 
Sent:  Thursday,  April  26,  2007  11:42  AM 
To:  Egol,  Jonathan 
Cc:  Chaudhary,  Omar 
Subject:  RE:  Utopia 

Size  would  be  enough. 

They  don't  like  lion  capital  as  manager 


George  Maltezos,  CFA 

Executive  Director 

Head  of  Structured  Asset  Solutions 

Telephone  612  9320  1431 

Facsimile  612  9320  1222 

Mobile  6100 

aeorae.maltezos@Qsibw.com 

www.jgsibw..com 


=  Redacted  by  the  Permanent 
Committee  on  Investigate 


From:  Egol,  Jonathan  [mailto:jonathan.egol@gs.com] 

Sent:  Friday,  27  April  2007  1:40  AM 

To:  Maltezos,  George 

Cc:  Chaudhary,  Omar  J  -  GS 

Subject:  RE:  Utopia 

Very  interesting  --  what  kind  of  size  could  they  be  in  AUD?  Have  the  given  us  any  feedback  on  the  LCM  deal?  Just 
curious... 

From:  Maltezos,  George  (  GSJBW  ) 

Sent:  Thursday,  April  26,  2007  10:15  AM 

To:  Egol,  Jonathan  „„,„,.,  * 

Cc:  Chaudhary,  Omar;  Carrett,  Paul  (  GSJBW  );  Harris,  Kate  (  GSJBW  );  Rolleston,  Jeremy  (  GSJBW  ) 

Subject:  Utopia 

Jon, 

I  think  I  found  white  elephant,  flying  pig  and  unicorn  all  at  once. 


Confidential  Treatment  Requested  by  Goldm 
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The  material  AAA-A  buyer  in  Australia  could  be  OAKVALE....but  it  must  be  in  Aussie  Dollars,  so  abacus  is 
the  answer.  They  also  like  Basis  as  a  manager.  They  could  underpin  the  deal. 

They  liked  the  two  ideas:  . 

1  -  US  ABS  strategy,  either  CDO-sqd  or  Mezz  ABS...I  would  say  Basis  can  do  CDO-sqd  better 

2  -  US  CLO  and  CRE  strategy... again  CLO  and  CRE  CDO  product  only  is  my  suggestion 

Can  you  map  out  what  the  cap  structure  looks  like? 

I  am  assuming  Basis  and  GS  could  take  down  equity. 

I  am  assuming  Basis  could  take  down  BB  &  BBB. 

I  am  assuming  other  investors  in  Aus  could  take  down  A-BBB  part  of  cap  structure. 


I  have  not  spoken  to  Basis,  yet,  but  I  think  they  would  be  OK. 
gm 


■  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


George  Maltezos,  CFA 

Executive  Director 
Head  of  Structured  Asset  Solutions 
Telephone  612  9320  1431 

Facsimile  612  9320  1222 

Mobile  61  fPMMH 

.geo.r.ge.!mal!;e.zP.3.@gsjkW-JcQ.m 
www.QSjbw.com 


Fixed  Income,  Currency  and  Commodities 

Goldman  Sachs  JBWere  Pty  Ltd 

Level  48 

Governor  Phillip  Tower 

1  Farrer  Place 

Sydney  NSW  2000 

Australia 


Risk  Factors:  An  investment  in  the  securities  presents  certain  risks,  please  see  the  Preliminary 
Offering  Circular  for  a  description  of  certain  risk  factors. 

Disclaimer:  This  material  has  been  prepared  specifically  for  you  and  contains  indicative  terms 
only.  All  material  contained  herein,  including  proposed  terms  and  conditions  are  for  discussion 
purposes  only.  Finalized  terms  and  conditions  are  subject  to  further  discussion  and 
negotiation.  Goldman  Sachs  shall  have  no  liability,  contingent  or  otherwise,  to  the  user  or  to 
third  parties,  for  the  quality,  accuracy,  timeliness,  continued  availability  or  completeness  of 
the  data  and  information.  Goldman  Sachs  does  not  provide  accounting,  tax  or  legal  advice; 
such  matters  should  be  discussed  with  your  advisors  and  or  counsel.  In  addition,  we  mutually 
agree  that,  subject  to  applicable  law,  you  may  disclose  any  and  all  aspects  of  this  material 
that  are  necessary  to  support  any  U.S.  federal  income  tax  benefits,  without  Goldman  Sachs 
imposing  any  limitation  of  any  kind. 

This  communication  shall  not  constitute  an  offer  to  sell  or  the  solicitation  of  an  offer  to  buy  nor 
shall  there  be  any  sale  of  these  securities  in  any  State  in  which  such  offer,  solicitation  or  sale 
would  be  unlawful  prior  to  registration  or  qualification  under  the  securities  laws  of  any  such 
State.  These  securities  are  being  offered  by  the  issuer  and  represent  a  new  financing.  A  final 
prospectus  relating  to  these  securities  may  be  obtained  from  the  offices  of  Goldman,  Sachs  & 
Co.,  85  Broad  Street,  New  York,  NY  10004. 
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From: 
Sent: 
To: 
Subject: 


Lehman,  David  A. 
Sunday,  May  20,  2007  8:58  AM 
Swenson,  Michael;  Sparks,  Daniel  L 
Fw:  T/wolf  and  Basis 


•JhJMMta**p4hv#tnnMin!r 


Subcommittee  on  Investigations 


Fyi 


Dan,  will  give  u  a  buzz  to  discuss  after  the  10:00  call 


David  A.  Lehman 

Goldman,  Sachs  &  Co. 

85  Broad  Street   I   New  York,  NY  10004 

Tel:  212-902-2927   I   Fax:  212-902-1691   I   Mob:  917- 

e-mail:  david.lehman@gs.com 


Original  Message  

From:  Maltezos,  George  (  GSJBW  ) 

To:  Lehman,  David  A.  ;  Case,  Benjamin  ,   Haj.ri„   Kat_  , 

Cc:  Chaudhary,  Omar;  Carrett,  Paul  (  GSJBW  );  Rolleston,  Jeremy  (  GSJBW  ),  Harris,  Kate  ( 

GSJBW  ) 

Sent:  Sun  May  20  08:16:51  2007 

Subject:  T/wolf  and  Basis 

Fyi-basis  are  back  from  their  2  week  business  trip  on  Monday.  My  focus  will  go  to 
timberwolf  100mm  AAA.  and  AA  block  trade  with  them. 

Pis  confirm  you  are  willing  to  trade  this  at  350dm  and  450dm  respectively  and  that  you  are 
not  marking  these  bonds  any  wider  at  moment  for  month  end  for  May. 


Tks 


George  Maltezos 
Structured  Asset  Solutions 
Tel:   612  9320  1431 
Mob:  61 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Lehman,  David  A. 

Wednesday,  May  30,  2007  6:23  AM 

Rosenblum,  David  J. 

Sparks,  Daniel  L 

Re:  Timberwolf  -  Order  from  Tokyo  Star  Bank 


This  was  100%  tokyo  -  sugi,  omar,  +  jay 


David  A.  Lehman 

Goldman,  Sachs  &  Co. 

85  Broad  Street   I   New  York,  NY  10004 

Tel:  212-902-2927   |   Fax:  212-902-1691   I   Mob:  917-863-4678 

e-mail:  david.lehman@gs.com 


Original  Message  

From:  Rosenblum,  David  J. 

To:  Lehman,  David  A. 

Cc:  Sparks,  Daniel  L 

Sent:  Wed  May  30  06:08:20  2007 

Subject:  Re:  Timberwolf  —  Order  from  Tokyo  Star  Bank 


.Good  job 


Original  Message  

From:  Lehman,  David  A. 

To:  Sugioka,  Hirotaka;  Bieber,  Matthew  G.;  FICC-SPCDOGROUP 

Cc:  Sparks,  Daniel  L;  Bohra,  Bunty;  ficc-spgsyn;  Chaudhary,  Omar;  Wisenbaker,  Scott 

Sent:  Wed  May  30  05:54:22  2007 

Subject:  Re:  Timberwolf  —  Order  from  Tokyo  Star  Bank 

Done 


Great  job 


Redacted  by  the  Permanent 
Subcommittee  on  Investigati 


n 

itions  I 


David  A.  Lehman 

Goldman,  Sachs  &  Co. 

85  Broad  Street   |   New  York,  NY  10004 

Tel:  212-902-2927   |   Fax:  212-902-1691 

e-mail :  david . lehman@gs . com 


|      Mob:    917- 
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From:  Sugioka,  Hirotaka 

To:  Lehman,  David  A.  ;  Bieber,  Matthew  G.;  FICC-SPCDOGROUP 

Cc:  Sparks,  Daniel  L;  Bohra,  Bunty;  f icc-spgsyn;  Chaudhary,  Omar;  Wisenbaker,  Scott 

Sent:  Wed  May  30  04:53:35  2007 

Subject:  Timberwolf  —  Order  from  Tokyo  Star  Bank 

Tokyo  Star  Bank  left  an  order  on  Timberwolf. 

Class:  A2 
Notional:  20mm 
Dollar  Price:  83.90 
Trade  Date:  May  30,  2007 
Settlement:  June  4,  2007 

Please  confirm  we  can  trade. 

Thanks, 
Sugi 


(-, 
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From: 
Sent: 
To: 
Subject: 


Wisenbaker,  Scott 

Monday,  June  11,  2007  7:10  AM 

Lehman,  David  A.;  Chaudhary,  Omar 

Re:  GS  Syndicate  Structured  Product  CDO  Axes  (INTERNAL  USE  ONLY) 


Ok,    let's    clean   up    sizes    -    there   has   been   some   progress    since    the   earlier   version. 


Original   Message   

From:    Lehman,    David  A. 

To:    Wisenbaker,    Scott;    Chaudhary,    Omar 

Sent:    Mon   Jun    11    04:16:51    2007 

Subject:    Re:    GS    Syndicate    Structured   Product   CDO  Axes    (INTERNAL  USE   ONLY) 

Fine   -   let's    send   to   all   Japan   sales    then... 

Omar   -   do  you   know  if  Ozawa   has   had  any  success  w/  mizuho   and  these   positions? 


David  A.    Lehman 

Goldman,    Sachs    &   Co. 

85   Broad  Street       |       New  York,    NY   10004 

Tel:    212-902-2927       |       Fax:    212-902-1691 

e-mail:    david.lehman@gs.com 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


|      Mob:    9171 


Original  Message  

From:  Wisenbaker,  Scott 

To:  Chaudhary,  Omar;  Lehman,  David  A. 

Sent:  Mon  Jun  11  03:31:28  2007 

Subject:  Re:  GS  Syndicate  Structured  Product  CDO  Axes  (INTERNAL  USE  ONLY) 

We  either  need  to  send  to  sales  in  japan  or  help  her  understand  why  there  is  sensitivity 
re  sending 


Original  Message  

From:  Chaudhary,  Omar 

To:  Wisenbaker,  Scott;  Lehman,  David  A. 

Sent:  Mon  Jun  11  03:20:50  2007 

Subject:  Re:  GS  Syndicate  Structured  Product  CDO  Axes  (INTERNAL  USE  ONLY) 

We  have  been  doing  the  targeted  discussions  but  Ozawa-san  is  saying  that  we  need  it  to  go 
more  broadly  to  all  Sales  at  least  in  Japan.  Given  her  request  twice  now  and  her  help  in 
getting  focus,  think  we  should  at  least  push  this  in  Japan. 


Omar  Chaudhary,  Goldman  Sachs  Japan 


Confidential  Treatment  Requested  by  G< 
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Tel:  +81  3  6437-7198 
Mob:  +81  90  9977-1190 

Original  Message  

From:  Wisenbaker,  Scott 

To:  Lehman,  David  A. 

Cc:  Chaudhary,  Omar 

Sent:  Mon  Jun  11  16:14:52  2007 

Subject:  Fw:  GS  Syndicate  Structured  Product  CDO  Axes  (INTERNAL  USE  ONLY) 

Know  there  was  sensitivity  w  sending  this  out,  but  asia  sales  management  asking  again.  Do 
you  want  to  consider  sending  more  broadly  for  asia  sales  or  do  you  want  to  stick  with  the 
more  targeted  approach? 

Omar,  do  you  think  the  broader  approach  will  result  in  additional  interest?  Or  can  we  get 
the  same  results  by  having  additional  conversations  with  salespeople  that  cover  accounts 
that  could  care? 

I  would  lean  towards  the  more  targeted  approach  (share  more  info  with  sales  and  accounts 
when  they  tell  us  what  risk  they  could  have  appetite  for),  but  open  to  discussing. 


Original  Message  

From:  Chaudhary,  Omar 

To:  Wisenbaker,  Scott;  Sugioka,  Hirotaka 

Cc:  ficc-spgsyn 

Sent:  Mon  Jun  11  02:58:21  2007 

Subject:  Re:  GS  Syndicate  Structured  Product  CDO  Axes  (INTERNAL  USE  ONLY) 

Fumiko  ozawa  (pmd)  on  behalf  of  all  japan  sales 

Omar  Chaudhary,  Goldman  Sachs  Japan 
Tel:  +81  3  6437-7198 

+  81  VBMMMBi 

Original  Message  

From:  Wisenbaker,  Scott 

To:  Chaudhary,  Omar;  Sugioka,  Hirotaka 

Cc:  ficc-spgsyn 

Sent:  Mon  Jun  11  15:26:39  2007 

Subject:  Re:  GS  Syndicate  Structured  Product  CDO  Axes  (INTERNAL  USE  ONLY) 

As  of  now,  we  can  not  send  out.  Who  is  asking  for  it?  Who  do  they  want  to  send  to? 


Original  Message  

From:  Chaudhary,  Omar 

To:  Wisenbaker,  Scott;  Sugioka,  Hirotaka 

Cc:  ficc-spgsyn 

Sent:  Sun  Jun  10  21:23:35  2007 

Subject:  Fw:  GS  Syndicate  Structured  Product  CDO  Axes  (INTERNAL  USE  ONLY) 

Are  we  still  restricted  to  send  these  out  daily?  Sales  mgmt  in  japan  asking  for  us  to 
share  this . . . 


Omar  Chaudhary,  Goldman  Sachs  Japan 
Tel:  +81  3  6437-7198 
Mob:  +81 


.=  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 
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Original  Message  

From:  Sugioka,  Hirotaka 

To:  Chaudhary,  Omar 

Sent:  Mon  Jun  11  10:20:45  2007 

Subject:  FW:   GS  Syndicate  Structured  Product  CDO  Axes  (INTERNAL  USE  ONLY) 


From:       Wisenbaker,  Scott 

Sent:  Tuesday,  May  15,  2007  10:00  PM 

To:    ficc-spgsyn 

Subject:      GS  Syndicate  Structured  Product  CDO  Axes  (INTERNAL  USE  ONLY) 

until  posted  otherwise,  please  do  NOT  send  out  the  SP  CDO  axe  positions. 

we  are  working  through  distribution  strategy  given  the  new  reporting  lines  for  the 
mtg  business  and  people  want  to  be  comfortable  with  the  plan  before  pushing  forward 


From:        GS  Syndicate 

Sent:  Tuesday,  May  15,  2007  3:41  AM 

To:    ficc-london-spgsales 

Subject:     GS  Syndicate  Structured  Product  CDO  Axes  (INTERNAL  USE  ONLY) 


INTERNAL  USE  ONLY 

Bloomberg  ticker  Tranche 

Mdys   S&P    Deal  Type 

ANDY  07-1A  A1A  SS  AAA 
Mezz   $130,000,000 

ANDY  07-1A  A1B  SS  AAA 
Mezz   $51,000,000 


Deal  Manager  //  Surveillance  /  Liquidation  Agent 
Size 


Anderson  Mezz  Funding    Goldman  Sachs 
Anderson  Mezz  Funding   Goldman  Sachs 


Class 


Point  Pleasant  2007-1    Dillon  Read  A-l 
Greywolf  Capital   A2 
Dillon  Read  A2 
Aaa 


PTPLS  07-1A  Al  Mezz  AAA 

Single-A,  CDOA2    $125,000,000 

TWOLF  07-1A  A2  Mezz  AAA    Timberwolf  I 

Single-A,  CDO"2    $100,000,000 

PTPLS  07-1A  A2  Mezz  AAA    Point  Pleasant  2007-1 

Single-A,  CDOA2    $75,000,000 

FORTS  06-2A  A2  Mezz  AAA    Fortius  II   Aladdin  Capital    A2 

$25,000,000 


Greywolf  Capital   B 
Dillon  Read  B 


TWOLF  07-1A  B     AA-Rated    Timberwolf  I 

Single-A,  CDC-2    $107,000,000 
PTPLS  07-1A  B     AA-Rated     Point  Pleasant  2007-1 

Single-A,  CDOA2    $50,000,000 
ANDY  07-1A  B      AA-Rated    Anderson  Mezz  Funding    Goldman  Sachs 

Mezz   $37,700,000 
FORTS  06-2A  B     AA-Rated     Fortius  II   Aladdin  Capital    B     Aa2 

$40,000,000 
FORTD  07-1A  B     AA-Rated     Fort  Denison      Basis  Capital      B 

$7,000,000 

PTPLS  07-1A  C     A-Rated  Point  Pleasant  2007-1    Dillon  Read  C 

Single-A,  CDOA2    $10,100,000 

ANDY  07- 1A  C      A-Rated  Anderson  Mezz  Funding    Goldman  Sachs 
/     Mezz   $6,800,000 

GSCSF  06-3GA  C    A-Rated  GSC  ABS  CDO  2006-3g     GSC    C     A2 

$24,600,000 

ALTS  05-1A  C      A-Rated  Altius  I    Aladdin  Capital    C     A2 

$10,000,000 

DVSQ  06-7A  C      A-Rated  Davis  Square  VII   TCW   C     A2    A 


A- la 

Aaa 

AAA 

A- lb 

Aaa 

AAA 

Aaa 

AAA 

Aaa 

AAA 

Aaa 

AAA 

AAA 

Mezz 

Aa2 

AA 

Aa2 

AA 

B 

Aa2 

AA 

AA 

Mezz 

Aa2 

AA 

Mezz 

A2 

A 

C 

A2 

A 

A 

High 

Grade 

A 

High 

Grade 

High 

Grade 

f'L,:.   •' 
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$6,000,000 
COOL  05-1A  C      A-Rated     Coolidge    Allianz  Risk  Transfer    C 

$660,000 
ALTS  05-2A  C      A-Rated     Altius  II   Aladdin  Capital    C     A2 

$8,750,000 


A3 
A 


A-     Mezz 
High  Grade 


PTPLS  07-1A  D     BBB-Rated    Point  Pleasant  2007-1    Dillon  Read  D 

Single-A,  CDOA2    $3,000,000 
DVSQ  06-7A  D      BBB-Rated    Davis  Square  VII   TCW    D      Baa2   BBB 

$13,000,000 
GSCSF  06-3GA  D     BBB-Rated   GSC  ABS  CDO  2006-3g     GSC    D 

$16,400,000 
LOCH  06-1A  D      BBB-Rated    Lochsong    Winchester  Capital 
$14,000,000 
BBB-Rated   Altius  III   Aladdin  Capital    D 


Single-A 
ALTS  06-3A  D 

$5,000,000 
ADROC  05-2A  D 
Grade  $4,930,000 
HOUT  06-1A  D 

$2,000,000 
HUDHG  06-1A  D 
Grade  $2,750,000 
ALTS  05-2A  D 

$7,250,000 


BBB-Rated   Adirondack  2005-2  Clinton  Group 


Baa2   BBB 

High  Grade 

Baa2   BBB   High  Grade 

D     Baa2   BBB 

Baa2   BBB   High  Grade 

D     Baa2   BBB    High 


BBB-Rated    Hout  Bay    Investec 


Baa2   BBB   High  Grade 


BBB-Rated   Hudson  High  Grade  Goldman  Sachs 
BBB-Rated   Altius  II   Aladdin  Capital    D 


D     Baa2   BBB    High 
Baa2   BBB   High  Grade 


CAMBR  7A  E   BB-Rated    Camber  7     Cambridge  Place 


Bal    BB+   Mezz   $9,250,000 


Disclaimer: 

This  memorandum  is  solely  for  internal  use  in  the  offices  of  Goldman,  Sachs, 
and  copies  of  this  memorandum  or  any  portion  thereof  may  not  be  made  available  to 
customers  or  otherwise  distributed  outside  the  offices  of  Goldman,  Sachs.   If  applicable, 
the  information  contained  herein  should  be  considered  in  conjunction  with  the  prospectus 
or  other  official  offering  document  relating  to  these  securities  which  may  be  subject  to 
completion  or  amendment. 


f 
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From: 
Sent: 
To: 
Subject: 

Attachments: 


Chaudhary,  Omar 

Thursday,  June  14,  2007  1 :42  AM 

Montag,  Tom 

FYI  --  Two  Update  Emails  for  Your  Reference 

"GS  SP  CDO  Axes"  --  Asia  Trade  Update  (INTERNAL  USE  ONLY);  SPG  Asia  --  YTD 
Production  Update  (internal) 


Tom: 

Good  seeing  you  on  the  desk  today,  will  be  sure  to  stop  by  in  late  June  when  I  am  back  in 
NY  (will  arrange  with  Iwata-san) .  We  will  continue  to  crank  and  will  make  sure  that  Sparks 
/  Bunty  are  posting  you  with  our  progress  in  Asia  on  the  axes. 


**GS  SP  CDO 
Axes**  -  Asia  Tra... 


SPG  Asia  --  YTD 
Production  Upd... 


See  http-Z/mnr  gs  com/disclaimer /email-salesandtrading.html  for  important  risk  disclosure,  conflicts  of  interest  and  other  terms  and 
rnnrtirions  reTatina  to  thl»  e-mail  and  your  reliance  on  information  contained  in  it.  This  message  may  contain  confidential  or 

If  you  cannot  access  these  links,  please  notify  us  by  reply  message  and  we  will  send  the  contents  to  you. 
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From:  Chaudhary,  Omar 

Son*-  Wednesday,  June  13, 2007  8:39  PM  ,„„,„,.,  t  «.     „      , 

?!?  Ozawa,  Fumiko;  Kengeter,  Carsten;  Cher,  Martin;  Rothery,  Simon  ( GSJBW  );  ficc-tk-sales- 

nonflow;  ficc-tk-regional;  ficc-tk-corp-sales;  FICC-AEJ-FISALES;  ficc-spg-sydney 
Ce.  Sparks,  Daniel  L;  Bohra,  Bunty;  Lehman,  David  A.;  Lee,  Jay;  Sugioka,  Hirotaka 

Subject-  **GS  SP  CDO  Axes"  --  Asia  Trade  Update  (INTERNAL  USE  ONLY) 


** INTERNAL  USE  ONLY** 


Asia  Sales: 


We  have  moved  over  $250mm  of  SP  CDO  axes  to  accounts  in  Japan,  Australia  and  Korea  over 
the  past  2+  weeks.  These  are  HUGE  orders  for  the  firm  as  they  have  helped  reduce  our 
balance  sheet  risk  and  further  exhibits  the  importance  of  the  Asia  franchise  to  the  global 
Structured  Product  Group  business.  Note  that  in  line  with  these  trades  we  have  paid  out 
over  $14mm  of  gross  credits  —  this  is  clearly  the  top  focus  for  us  now  in  SP  CDO  space. 

Call  the  SPG  Asia  desk  in  Tokyo  for  updated  axes  and  offer  levels.  We  hope  to  trade 
another  20+mm  of  CD0^2  risk  with  a  Japanese  account  in  the  coming  week+.  Thanks. 

prospectus   or   other   Social   offering  document    relating   to   these    securities   which  may  be    subject   to   coraplet.on 
or   amendment. 
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From:  Chaudhary,  Omar 

Sent:  Wednesday,  June  1 3,  2007  1 1 :23  PM 

To:  McTamaney,  Robert;  Ueda,  Eiji 

Cc:  Sparks,  Daniel  L;  Bohra,  Bunty;  Lee,  Jay;  Sugioka,  Hirotaka 

Subject:  SPG  Asia  --  YTD  Production  Update  (internal) 

Quick  update  provided  here  on  gross   credit  production  across  both  the  credit   and  rates 
sides   of  the   SPG  Asia  business. 

Bobby   /   Ueda-san:    If  you  would  like  us  to  walk  you  through  the  numbers    /   key  trades, 
please  let  us   know. 

•  Total    SPG  Asia  Gross   Credits   Paid    (YTD   2006   to    6/13) :    US$42. 5mm    (vs.    46mm  in  entire  FY 
2006) 

•  By  Region,    GC's   are  dominated  by  Australia    (-37%),    Japan    (-29%)    and  China    (-19%) 

•  Japan's   production   is   up   strongly  YTD   at    roughly   3x  where   we  were   in  at   FY  end   2006   on 
a  percentage  contribution  basis 

Disclaimer : 

This   memorandum   is    solely   for   internal   use   in  the   offices    of  Goldman,    Sachs,    and  copies    of   this   memorandum  or 
any  portion  thereof  may   not  be   made   available   to   customers   or   otherwise   distributed   outside   the   offices   of 
Goldman,    Sachs.       If   applicable,    the   information   contained  herein   should  be   considered   in   conjunction   with  the 
prospectus    or   other   official   offering  document    relating  to   these   securities   which   may  be   subject   to   completion 
or   amendment . 
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From: 
Sent: 
To: 
Subject: 


Lehman,  David  A. 

Wednesday,  June  13,  2007  9:02  PM 

Chaudhary,  Omar 

Re:  **GS  SP  CDO  Axes"  -  Asia  Trade  Update  (INTERNAL  USE  ONLY) 


Thx   for   sending  this   out 


•  -  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


David  A.  Lehman 

Goldman,  Sachs  &  Co. 

85  Broad  Street   |   New  York,  NY  10004 

Tel:  212-902-2927   |  "Fax:  212-902-1691 

e-mail:  david.lehman@gs.com 


|   Mob:  9^ 


ficc-tk- 


Original  Message  — - — 

From:  Chaudhary,  Omar 

To:  Ozawa,  Fumiko;  Kengeter,  Carsten;  Cher,  Martin;  Rothery,  Simon  (  GSJBW 

sales-nonflow;  ficc-tk-regional;  ficc-tk-corp-sales;  FICC-AEJ-FI SALES;  ficc-spg-sydney 

Cc:  Sparks,  Daniel  L;  Bohra,  Bunty;  Lehman,  David  A. ;  Lee,  Jay;  Sugioka,  Hirotaka 

Sent:  Wed  Jun  13  20:39:05  2007 

Subject:  **GS  SP  CDO  Axes**  —  Asia  Trade  Update  (INTERNAL  USE  ONLY) 

** INTERNAL  USE  ONLY** 


Asia  Sales: 

We  have  moved  over  $250mm  of  SP  CDO  axes  to  accounts  in  Japan,  Australia  and  Korea  over 
the  past  2+  weeks.  These  are  HUGE  orders  for  the  firm  as  they  have  helped  reduce  our 
balance  sheet  risk  and  further  exhibits  the  importance  of  the  Asia  franchise  to  the  global 
Structured  Product  Group  business.  Note  that  in  line  with  these  trades  we  have  paid  out 
over  $14mm  of  gross  credits  —  this  is  clearly  the  top  focus  for  us  now  in  SP  CDO  space. 

Call  the  SPG  Asia  desk  in  Tokyo  for  updated  axes  and  offer  levels.  We  hope  to  trade 
another  20+mm  of  CDO^  risk  with  a  Japanese  account  in  the  coming  week+.  Thanks. 

Disclaimer:  „  ,     „         .         , 

This  memorandum  is  solely  for  internal  use  in  the  offices  of  Goldman,  Sachs,  and  copies  of 
this  memorandum  or  any  portion  thereof  may  not  be  made  available  to  customers  or  otherwise 
distributed  outside  the  offices  of  Goldman,  Sachs.   If  applicable,  the  information 
contained  herein  should  be  considered  in  conjunction  with  the  prospectus  or  other  official 
offering  document  relating  to  these  securities  which  may  be  subject  to  completion  or 
amendment . 
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From-  Chaudhary,  Omar 

Sent-"  Monday,  June  18,  2007  7:14  AM 

jQ.  Lehman,  David  A. 

Subject:  RE:  $20mm  Point  Pleasant  trade  w/  TK  Star  Bank 

yes  -  he  made  that  clear  when  he   spent   almost   20  minutes  on  the   desk  with  me  in  TKO  last 
week  going  through  every  potential   lead... 


From:  Lehman,  David  A. 

Sent:  Monday,  June  18,  2007  8: 14  PM 

To:  Chaudhary,  Omar 

Subject:  RE:  $20mm  Point  Pleasant  trade  w/  TK  Star  Bank 

Montag  vey  involved  in  this   fyi 


From:  Chaudhary,  Omar 

Sent:  Monday,  June  18,  2007  7: 13  AM 

To:  Lehman,  David  A. 

Subject:  RE:  $20mm  Point  Pleasant  trade  w/  TK  Star  Bank 

Thx  dude 


From:  Lehman,  David  A. 

Sent-  Monday,  June  18, 2007  8:12  PM  „_     „         _ 

To;   "  Ego!,  Jonathan;  Case,  Benjamin;  Bieber,  Matthew  G.;  Creed,  Christopher  J;  Chaudhary,  Omar 

Subject:  FW:  $20mm  Point  Pleasant  trade  w/  TK  Star  Bank 

fyi 


From:  Lehman,  David  A. 

Sent-  Monday,  June  18,  2007  7:09  AM 

To:   '  Montag,  Tom;  Sparks,  Daniel  L;  Mullen,  Donald;  Swenson,  Michael;  Brafman,  Lester  R 

Subject:  $20mm  Point  Pleasant  trade  w/  TK  Star  Bank 

Great  Job  by  Wada-san  and  Omar  Chaudhary  +  team  (again)  on  our  000*2  axes 

Tonight  we  will  trade  $20mm  Point  Pleasant  A1  s  @  $90.7  to  Tokyo  Star  Bank 

We  have  130mm  bonds  on  our  books  currently  priced  @  $90.0  so  this  will  be  a  modest  140k  P&L  event 

We  hope  to  trade  another  $20mm  of  these  bonds  next  week  w/  this  account 


Goldman,  Sachs  &  Co. 

85  Broad  Street  I  New  York,  NY  10004 

Tel:  212-902-2927  I  Fax:  212-493-9681  I  Mob:  91 

e-mail:  david.lehman@gs.com 


Sadis 


David  Lehman 

Fixed  Income,  Currency  &  Commodities 


•  =  Redacted  by  the  Permanent 
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From:  West,  Ariane 

Sent:  Monday,  June  1 8,  2007  7:41  PM 

To:  Lehman,  David  A. 

Subject:  FW:  Point  Pleasant  07-1  A1  //  Tokyo  Star  Bank  (internal  use  only) 


Who  is  booking  this  trade?  The  account  wants  confirmation  of  some  of  the  numbers. 


From:  Sugioka,  Hirotaka 

Sent  Monday,  June  18,  2007  7: 10  AM 

To:  West,  Ariane;  Lee,  Jung  H. 

Subject:  RE:  Point  Pleasant  07-1  Al  //  Tokyo  Star  Bank  (internal  use  only) 


Thank  you  for  all  the  support  I  received.  You  guys  made  this  happen. 


From:  Lehman,  David  A. 

Sent:  Monday,  June  18,  2007  7:59  PM 

To:  Chaudhary,  Omar;  Wada,  Koji  (FI);  Ozawa,  Fumiko;  Muramatsu,  Yasuhiro 

Cc:  Sparks,  Daniel  L;  Bohra,  Bunty;  Lee,  Jay;  Sugioka,  Hirotaka 

Subject:  RE:  Point  Pleasant  07-1  Al  //  Tokyo  Star  Bank  (internal  use  only) 

Done  -  Great  job! 

Look  forward  to  more  trades  in  the  near  future 


From:  Chaudhary,  Omar 

Sent  Monday,  June  18,  2007  6:57  AM 

To:  Wada,  Koji  (FI);  Ozawa,  Fumiko;  Muramatsu,  Yasuhiro 

Cc:  Sparks,  Daniel  L;  Bohra,  Bunty;  Lehman,  David  A.;  Lee,  Jay;  Sugioka,  Hirotaka 

Subject:  Point  Pleasant  07-1  Al  //  Tokyo  Star  Bank  (internal  use  only) 

Wada-san: 

GREAT  JOB  again  in  getting  the  CDOA2  trade  done  with  Tokyo  Star  Bank.  This  is 
another  huge  success  for  the  Japan  team  and  one  that  we  are  very  happy  about 
(coordination  with  Sugi  was  again  seamless) .  We  plan  to  book  the  trade  tomorrow 
as  requested  by  the  client  and  will  supply  necessary  official  details  Tuesday 
morning  Tokyo  time. 

To  reward  your  strong  effort  and  in  hopes  of  the  follow  on  20mm  order  from  the 
client  on  this  deal,  we  plan  on  paying  you  a  total  bonus  GC  payment  of  $40  /  bond 
(double  our  $20/bond  for  AAA's  on  our  axes  that  are  not  lower  mezz  AAA) . 

We  look  forward  to  additional  trades  from  Tokyo  Star  Bank  on  our  CDO  axes. 
Thanks . 


GS  Sells  US$20mm  PTPLS  07-1  Class  A-l  @  90.70  to  Tokyo  Star  Bank  (GS  Sales  =  Koji 

Wada) 

Trade  Date:  June  19,  2007 

Settle  bate:  June  26,  2007  (T+5) 

Offering  Form:  Reg  S 

Ticker:  PTPLS  2007-1X  Al 

CUSIPS  (Reg  S) :  G7150NAB1 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Ricciardi,  Steven 

Monday,  August  20,  2007  7:38  AM 

Shimonov,  Roman;  Creed,  Christopher  J 

ficc-spcdo-trading;  Kang,  Connie;  Bieber,  Matthew  G.;  Kleinert,  Katelyn;  Hornback,  Joseph 

RE:  Twolf  super  seniors  (internal) 


Ready  to  pick  this  up  this  morning  when  you  are.  Give  a  ring  -  thanks 


From:  Ricciardi,  Steven 

Sent:  Friday,  August  17,  2007  4:49  PM 

To:  Shimonov,  Roman;  Creed,  Christopher  J 

Cc:  ficc-spcdo-trading;  Kang,  Connie;  Bieber,  Matthew  G.;  Kleinert,  Katelyn;  Hornback,  Joseph 

Subject:  RE:  Twolf  super  seniors  (internal) 

OK,  so  the  A1B  and  A1C  are  no-PIK  and  the  A1b  basically  has  NAV  of  100  (assuming  $30  for  assets)  and  A1c  of 
pretty  much  nothing  (  an  IO  )  regardless  of  rating  agency  timing  (right?) ... 

..until  it  goes  EOD  [  what  makes  it  go  EOD,  senior  test  <  1 .0  ...or,  is  it  not  having  enough  l/C  to  cover  a  no-PIK  bond 
?  ]  [  what  remedies  an  EOD  ? } 

So,  effectively,  is  the  way  to  look  at  the  A1c  as  if  it's  equity  and  PV  the  cash  flows  of  forward  LIBOR  +80  at  the 
desired  rate  ?  Granted,  the  call  option  may  have  value,  but  today  it  doesn't  right? 


From:  Shimonov,  Roman 

Sent:  Friday,  August  17,  2007  4:17  PM 

To:  Creed,  Christopher  J;  Ricciardi,  Steven 

Cc:  ficc-spcdo-trading;  Kang,  Connie;  Bieber,  Matthew  G.;  Kleinert,  Katelyn;  Hornback,  Joseph 

Subject:  RE:  Twolf  super  seniors  (internal) 

Ratings-  based  haircuts  apply  to  assets  rated  in  the  BB,  B,  and  CCC  ratings  categories  by  S&P  and  to  assets 
rated  in  the  Ba,  B,  and  Caa  ratings  categories  by  Moody's. 

For  this  deal,  all  double-B  rated  are  carried  at  90%  of  par,  all  single-B  rated  assets  are  carried  at  70%  of  par,  and 
all  triple-C  rated  assets  are  carried  at  50%  of  par. 

Attached  file  shows  how  much  par  of  assets  needs  to  be  downgraded  to  double  B,  or  single  B,  or  triple  C  ratings 
categories  before  each  of  the  OC  tests  would  fail  (internal  use  only.  The  way  we  derive  the  numbers  may  be 
explained  verbally).  For  example,  $296,320,000  par  of  assets  would  need  to  be  downgraded  to  double-B 
category  before  the  Class  A/B  OC  test  would  breach. 

Finally,  I  added  ratings  info  to  the  file  Chris  sent  earlier. 

«  File:  Timberwolf  I-  OC  Cushions  Calcs  2007-08-17.xls  »  «  File:  Timberwolf.xls  » 


From:  Creed,  Christopher  J 

Sent:  Friday,  August  17,  2007  3:27  PM 

To:  Ricciardi,  Steven 

Cc:  ficc-spcdo-trading;  Kang,  Connie;  Shimonov,  Roman;  Bieber,  Matthew  G.;  Kleinert,  Katelyn;  Hornback,  Joseph 

Subject:  RE:  Twolf  super  seniors  (internal) 

no  -  the  A1B/C  have  their  prorata  share  -  it  is  the  S,  A-1A,  A1B,  A1C  and  A1D... 

Yes  -  NPV  as  in  mid-makret  value  (bidside  value  is  10.  litereally. 
Yes  -  we  can  show  an  NPV  will  send  your  way. 

Romo  -  can  you  go  over  the  rating  based  h/c  and  o/c  tests  pis? 


From: 


Ricciardi,  Steven 
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Sent:  Friday,  August  17,  2007  3:26  PM 

To:  Creed,  Christopher  J 

Cc:  ficc-spcdo-trading;  Kang,  Connie;  Shimonov,  Roman;  Bieber,  Matthew  G.;  Kleinert,  Katelyn;  Hornback,  Joseph 

Subject:  RE:  Twolf  super  seniors  (internal) 

I  think  it  helps,  not  sure  though. . . 

So,  theA1BandA1ChavenovoteinEOD?  ..,„,_.       „     .- 

When  you  say  the  NPV  is  20-30,  is  that  the  breakup  value  today  /  is  that  why  you  say  A1C  has  call  option 

value  ? 

(can  we  show  an  NAV  analysis/priced  portfolio  ?) 

Save  me  the  trouble  of  figuring  this  out.... what  are  the  ratings-based  h/c  to  o/c  tests  ? 


From:  Creed,  Christopher  J 

Sent:  Friday,  August  17,  2007  1:31  PM 

To:  Ricciardi,  Steven 

Cc:  ficc-spcdo-trading;  Kang,  Connie;  Shimonov,  Roman;  Bieber,  Matthew  G. 

Subject:  RE:  Twolf  super  seniors  (internal) 

(1)  Happy  to  provide  analysis  -  we  have  sent  out,  as  an  example,  different  look  through  analysis,  credit 
support  analysis  and  (I  believe)  M2M  on  the  portfolio.  Happy  to  provide  some/all.  The  problem  is  that 
compliance  has  asked  that  we  get  exactly  what  the  client  wants  run  (i.e.  this  asset  at  this  speed,  w/  this 
default).  I  suggest  we  discuss  best  way  to  provide  this  info. 

(2)  Duration  -  Yes  we  are  looking  at  the  price  as  the  following,  the  sum  of  (1)  and  (2) 

(1)  Probability  of  Principal  Repayment  ->  the  NPV  of  the  deal  is  something  like  20-00/30-00.  So, 
that  deal  has  a  good  probability  of  some  prin,  and  a  good  value  on  the  call  option;  A1C  has  no  Mkt  Value 
coverage  currently,  but  has  some  value  to  the  call  option. 

(2)  PV  of  interest  payments  -  both  are  very  high  in  the  interest  waterfall  and  covered  by  a  PlK. 
swap  that  covers  the  deal  for  2  years  after  the  assets  begin  to  PlK  -  and  since  the  deal  is  certainly  not 
callable  the  deal  should  continue  to  pay  interest  until  (1)  maturity  or  (2)  an  Event  of  Default  offurs  and 
the  controlling  class  calls  it  and  WANTS  to  liquidate  the  deal...  (the  controlling  class  is  the  S-1  and  A-1A, 
B,  C,  and  D)  and  the  you  need  approval  of  66.67%  of  the  holders  voting  in  aggregate  to  do  this. 

Does  that  help? 


From:  Ricciardi,  Steven 

Sent:  Friday,  August  17,  2007  1:20  PM 

To:  Creed,  Christopher  J;  Williams,  Geoffrey 

Cc:  Cornacchia,  Thomas;  Sparks,  Daniel  L 

Subject:  RE:  Twolf  super  seniors 

What  analytics  can  we  use  in  marketing  this  ? 

What  are  you  calling  the  duration... or,  is  it  simply  just  evaluating  an  10  ? 
Need  a  little  guidance... thanks 


From:  Cornacchia,  Thomas 

Sent:  Friday,  August  17,  2007  1 1 :  37  AM 

To:  Ricciardi,  Steven 

Subject:  FW:  Twolf  super  seniors 


From:  Swenson,  Michael 

Sent:  Friday,  August  17,  2007  10:54  AM 

To:  Cornacchia,  Thomas 

Cc;  Sparks,  Daniel  L;  Creed,  Christopher  J;  Williams,  Geoffrey 

Subject:  Twolf  super  seniors 

Description      Amount  Offer    Att/Dtch 
TWOLF  07-1A  A1B   200mm   60-00     70-90% 


hi/       f 
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TWOLF  07-1A  A1C   100mm   45-00     60-70% 


<<  File:  Timberwolf  -  Final  Offering  Circular  (disclaimed) .pdf  >> 


Goldman,  Sachs  &  Co. 
85  Broad  Street  |  New  York,  NY  10004 
tel:+1  212  902  5090  |  mobile: +1  91 3 
e-mail:  michael.swenson@gs.com 


Michael  J.  Swenson 

Fixed  Income,  Currency  &  Commodities 


fax:+1  212  428  9761 

Sachs 


O  Copyright  2007  The  Goldman  Sachs  Group,  Inc.  All  rights  reserved.  See  http:/AvYVW,Ks.com/disciaimer/emai|- 
salesandtrading.html  for  important  risk  disclosure,  conflicts  of  interest  and  other  terms  and  conditions  relating  to  this  e-mail  and 
your  reliance  on  information  contained  in  it.  This  message  may  contain  confidential  or  privileged  information.  If  you  are  not  the 
intended  recipient,  please  advise  us  immediately  and  delete  this  message.  See  http;//www,KS.com/a1sclaimer/ema[|/  for  further 
information  on  confidentiality  and  the  risks  of  non-secure  electronic  communication.  If  you  cannot  access  these  links,  please 
notify  us  by  reply  message  and  we  will  send  the  contents  to  you. 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Chaudhary,  Omar 

Thursday,  August  23,  2007  4:22  AM 

Lehman,  David  A.;  Lee,  Jay 

Egol,  Jonathan;  Tourre,  Fabrice 

RE:  ***  SP  CDO/Correlation  Desk  Super  Senior  Axes ' 


'  (INTERNAL  USE  ONLY) 


Some  chance  this  works  for  accounts  like  TMF  or  Sompo  Japan  (Jon  -  know  we  have  spent  a 
lot  of  time  on  the  latter  in  the  past) .  The  only  question  in  my  mind  is  that  we  have  not 
seen  many  accounts  pushing  hard  to  find  ways  to  get  short  (typically  they  are  long  only) . 
That  being  said,  the  reality  of  the  current  market  may  have  finally  sunk  in  and  investors 
may  be  able  to  convince  their  boards  how  to  put  on  this  sort  of  trade. 

Original  Message 

From:  Lehman,  David  A. 

Sent:  Thursday,  August  23,  2007  5:16  AM 

To:  Chaudhary,  Omar;  Lee,  Jay 

Cc:  Egol,  Jonathan;  Tourre,  Fabrice 

Subject:  Fw:  ***  SP  CDO/Correlation  Desk  Super  Senior  Axes  * 

Your  view? 


(INTERNAL  USE  ONLY) 


'-  Reefed  by  the  Permanent 
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David  A.  Lehman 

Goldman,  Sachs  &  Co. 

85  Broad  Street   |   New  York,  NY  10004 

Tel:  212-902-2927   I   Fax:  212-902-1691 

e-mail:  david.lehman@gs.com 


Mob: 


Original  Message  

From:  Egol,  Jonathan 

To:  Kuga,  Kentaro 

Cc:  Lehman,  David  A. ;  Tourre,  Fabrice 

Sent:  Thu  Aug  23  00:12:23  2007 

Subject:  Re:  ***  SP  CDO/Correlation  Desk  Super  Senior  Axes  ***  (INTERNAL  USE  ONLY) 

OK  this  could  be  a  fit  then  if  client  is  ready  to  do  tranche  eds  with  us.  Can  you  please 
let  us  know  what  sort  of  information  you  would  find  helpful  please?  We  can  send  on  NY 
open.  Thanks. 

Original  Message  

From:  Kuga,  Kentaro 

To:  Egol,  Jonathan 

Sent:  Thu  Aug  23  00:08:58  2007 

Subject:  RE:  ***  SP  CDO/Correlation  Desk  Super  Senior  Axes  ***  (INTERNAL  USE  ONLY) 

believe  there  is  hedge  needs  on  Japanese  client  side. 

Original  Message 

From:  Egol,  Jonathan 

Sent:  Thursday,  August  23,  2007  1:04  PM 

To:  Kuga,  Kentaro 

Subject:  Re:  ***  SP  CDO/Correlation  Desk  Super  Senior  Axes  ***  (INTERNAL  USE  ONLY) 
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We  want  to  write  protection,  customer  would  be  going  short  via  cds .  Does  this  fit  your 
customers? 

Original  Message  

From:  Kuga,  Kentaro 
To:  Egol,  Jonathan 

S^ect^RE:9***  IV  ^Correlation  Desk  Super  Senior  Axes  ***  (INTERNAL  USE  ONLY) 
money  center  bank+life  insurance  company,  I  think. 

Original  Message 

From:  Egol,  Jonathan 

Sent:  Thursday,  August  23,  2007  12:57  PM 

Inject  :'ReT***°SP  CDO/Correlation  Desk  Super  Senior  Axes  ***  (INTERNAL  USE  ONLY) 
To  whom  would  you  show  this  please? 

Original  Message  

From:  Kuga,  Kentaro 

To:  Egol,  Jonathan 

Cc:  ficc-tk-crederi 

Sent:  Wed  Aug  22  23:54:44  2007  ,.„._„„,.  „«,„  nMTY, 

Subject:  RE:  ***  SP  CDO/Correlation  Desk  Super  Senior  Axes  ***  (INTERNAL  USE  ONLY) 

Hello,  Jonathan 

can  you  send  us  externally-sendable  material  pis? 

let's  see  reactions  from  tokyo. 

thanks . 

Ken 


From:       Egol,  Jonathan 

Sent:  Thursday,  August  23,  2007  12:31  PM 

To-    ficc-mtgsales;  ficc-creditsales;  ficc-cdsales-us;  ficc-london-spgsales;  ficc- 

spgasia;  ficc-spgsyn;  EUR  Traders;  ficc-creditmgmt;  f icc-creditmgmt-admin;  ficc-usspm, 

ficc-spgtrading;  ficc-mtgtrd 

SubjecttCC_S-*°SprcSo/Correlation  Desk  Super  Senior  Axes  ***  (INTERNAL  USE  ONLY) 

INTERNAL  USE  ONLY 

We  are  axed  to  write  outright  super  senior  tranched  protection  to  customers  on  the 

following  two  trades : 

*     Up  to  $600mm  of  the  40-100%  tranche  off  of  equal-weighted  80-name  portfolio 
consisting  of  ABX  06-1/06-2  BBB  &  BBB-  ("ABX  Quadrant") 

Up  to  $530mm  of  the  47-100%  tranche  off  of  the  ABACUS  2007-18  pure  CRE  portfolio 
(see  below) 

See  below  for  summary  of  key  terms  and  marketing  bullet  points   This  is  a  unique 
opportunity  for  customers  to  put  on  super  senior  shorts  in  this  market  environment. 

Our  axe  is  to  trade  these  outright  (i.e.,  desk  gets  long  risk)  however  we  will  consider 
trades  with  deltas  upon  request. 

Call  the  desk  with  any  questions  or  for  externally-sendable  materials  including  detailed 
trade  terms . 

Thanks  in  advance  for  the  focus. 

ABX  Quadrant  400-100 

2 

£/£,    s 
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GS  offers  up  to  $600mm  of  super  senior  protection  on  40-100%  tranche  referencing  ABX 
06-1/06-2  BBB  and  BBB-  (80-name  portfolio  with  40  distinct  deals  referenced). 

Summary  of  key  terms: 

*  GS  writes  protection  on  40-100%  tranche  on  ABX  Quadrant  @  42%  upfront,  0.30%  running 

*  Standard  TABX  docs  other  than  reference  portfolio 

*  Non-call 

Marketing  points : 

*  Higher  dollar  price  than  TABX  BBB-  40-100 

*  Good  convexity  „„„,- 

*  Good  fit  for.  customers  bearish  on  06-1/late  '05  vintage  relative  to  the  2006  story 

largely  priced  in  the  market 


ABACUS  2007-18  47-100 

GS  offers  up  to  $530mm  of  super  senior  protection  on  a  new-vintage  static  BB/BBB-  CMBS  & 
CRE  CDO  portfolio. 

Summary  of  key  terms: 

*  GS  writes  protection  on  47-100%  tranche  in  one  of  two  formats: 

(a)  2.50%  all  running;  or 

(b)  2.00%  running  +  3.50%  upfront  , 

*  Protection  callable  by  customer  after  3  years 

*  TABX-style  standard  ISDA  pay-as-you-go  docs 


-  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 
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Reference  portfolio  summary: 

*  ~37%  BB  conduit  CMBS 

*  -53%  BBB-  conduit  CMBS 

*  10%  A/ A-  CRE  CDO/ReREMICs 

*  Majority  of  CRE  exposure  is  '06/'  07  vintage,  everything  is  2005  or  later 

*  Significant  portion  of  CMBS  names  are  included  in  CMBX  06-1  and  CMBX  06-2 

Marketing  points : 

The  offering  gives  accounts  the  opportunity  to  buy  out-of-the-money  protection  in 

significant  size  on  a  leveraged  CRE  portfolio.  Potential  benefits: 

*  Good  convexity 

*  Low  negative  carry  compared  to  an  outright  CMBX  short  against  similar 

vintage/ ratings 

Compare  to  CMBX  06-2  BBB-  offered  @  -500  bps  p. a.  versus  our  protection  offering  for  half 
the  running  cost. 


Goldman,  Sachs  &  Co. 

85  Broad  Street   I   New  York,  NY  10004 
telJ  +1  212  357  3349   |   mobile:  +1  917 l 
e-mail:  jonathan.egol@gs.com 


|   fax:  +1  212  428  1247 


Goldman 
Sachs 


Jonathan  M.  Egol 
Structured  Products  Trading 


©  Copyright  2007  The  Goldman  Sachs  Group,  Inc.  All  rights  reserved. 

See  http://www.gs.com/disclaimer/email-salesandtrading.html  for  important  risk  disclosure, 
conflicts  of  interest  and  other  terms  and  conditions  relating  to  this  e-mail  and  your 
reliance  on  information  contained  in  it.  This  message  may  contain  confidential  or 
privileged  information.  If  you  are  not  the  intended  recipient,  please  advise  us 
immediately  and  delete  this  message.  See  http://www.gs.com/disclaimer/email/  for  further 
information  on  confidentiality  and  the  risks  of  non-secure  electronic  communication.  If 
you  cannot  access  these  links,  please  notify  us  by  reply  message  and  we  will  send  the 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Resnick,  Mitchell  R 

Tuesday ,  August  21 ,  2007  8: 1 8  PM 

Lehman,  David  A.;  Chaudhary,  Omar;  Creed,  Christopher  J;  Williams,  Geoffrey 

Lee,  Jay;  Sugioka,  Hirotaka;  Sparks,  Daniel  L 

RE:  Do  you  have  cdo  secoudary  inventory? 


FYI  -  the  committee  name  is  Structured  Investment  Product  Committee.   I  know  Pablo  is  one 
of  the  heads  of  the  committee,  not  sure  of  the  other  members. 

Original  Message 

From:  Lehman,  David  A. 

Sent:  Tuesday,  August  21,  2007  2:17  PM 

To:  Chaudhary,  Omar;  Creed,  Christopher  J;  Williams,  Geoffrey 

Cc:  Resnick,  Mitchell  R;  Lee,  Jay;  Sugioka,  Hirotaka;  Sparks,  Daniel  L 

Subject:  RE:  Do  you  have  cdo  secoudary  inventory? 

Spoke  with  Sparks  about  this 

Given  the  complexity  of  the  product,  we  would  like  to  handle  this  on  a  client  by  client 
basis 

To  the  extent  PWM  has  specific  clients  in  mind,  we  would  request  the  name  of  the  client 
and  a  brief  description  (i.e.  total  assets,  trades  we  have  done  in  the  past,  etc) 

We  will  then  get  the  necessary  sign-off 

Original  Message 

From:  Chaudhary,  Omar 

Sent:  Tuesday,  August  21,  2007  6:09  AM 

To:  Creed,  Christopher  J;  Lehman,  David  A. ;  Williams,  Geoffrey 

Cc:  Resnick,  Mitchell  R;  Lee,  Jay;  Sugioka,  Hirotaka 

Subject:  RE:  Do  you  have  cdo  secoudary  inventory? 

Thank  you 

Original  Message 

From:  Creed,  Christopher  J 

Sent:  Tuesday,  August  21,  2007  11:09  AM 

To:  Chaudhary,  Omar;  Lehman,  David  A. ;  Williams,  Geoffrey 

Cc:  Resnick,  Mitchell  R;  Lee,  Jay;  Sugioka,  Hirotaka 

Subject:  Re:  Do  you  have  cdo  secoudary  inventory? 

It  is  an  ficc  committee.  Will  talk  to  compliance  this  am  and  revert  back. 

Original  Message  

From:  Chaudhary,  Omar 

To:  Creed,  Christopher  J;  Lehman,  David  A. ;  Williams,  Geoffrey 

Cc:  Resnick,  Mitchell  R;  Lee,  Jay;  Sugioka,  Hirotaka 

Sent:  Tue  Aug  21  05:48:58  2007 

Subject:  RE:  Do  you  have  cdo  secoudary  inventory? 

Eric  Lane  or  Peter  Kraus  in  GSAM? 

Original  Message 

From:  Creed,  Christopher  J 

Sent:  Tuesday,  August  21,  2007  10:48  AM 

To:  Chaudhary,  Omar;  Lehman,  David  A. ;  Williams,  Geoffrey 

Cc:  Resnick,  Mitchell  R;  Lee,  Jay;  Sugioka,  Hirotaka 

Subject:  Re:  Do  you  have  cdo  secoudary  inventory? 
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My  current  understanding  is  we  are  prohibited  from  offering  cdo  paper  to  all  pw  clients, 
even  reg-s  pw  clients. 

I  had  this  discussion  with  horvath  last  week.  To  change  this,  we  would  have  to  petition 
the  committee  that  oversees  such  things  (whose  name  escapes  me  right  now)  . 


Original  Message  

From:  Chaudhary,  Omar 

To:  Lehman,  David  A. ;  Creed,  Christopher  J;  Williams,  Geoffrey 

Cc:  Resnick,  Mitchell  R;  Lee,  Jay;  Sugioka,  Hirotaka 

Sent:  Tue  Aug  21  05:11:26  2007 

Subject:  FW:  Do  you  have  cdo  secoudary  inventory? 

Secondary  CDO  Team: 

See  note  below  from  the  PMD  who  runs  Corporate  /  PWM  Sales  in  Japan.  Can  you  let  us  know 
if  we  are  ok  to  offer  ABS  CDO  debt  pieces  to  PWM  clients  that  are  ok  under  Reg  S  as  QP  s, 
if  we  need  to  follow  up  with  Jordan  Horvath  in  NY  Compliance  and  if  we  are  ok  if  you  can 
share  the  latest  fresh  offering  sheet.  Thanks. 


From:        Yokote,  Shinichi 

Sent:  Tuesday,  August  21,  2007  9:58  AM 

To:    Chaudhary,  Omar 

Cc:    Resnick,  Mitchell  R;  Lee,  Jay 

Subject:     RE:  Do  you  have  cdo  secoudary  inventory? 

Thanks  Omar  ,..,,,        -   ,_   *.u,*-  ,,-= 

We  will  be  clear  that  they  are  either  QIB  or  QP  eligible  buyers  of  notes  that  are 

issued  according  to  either  Rule  144a  or  Reg  S. 

Do  you  tell  me  what  is  CDO's  secondary  market  level? 


From:       Chaudhary,  Omar 

Sent:  Tuesday,  August  21,  2007  5:48  PM 

To:    Yokote,  Shinichi 

Cc:    Resnick,  Mitchell  R;  Lee,  Jay 

Subject:     RE:  Do  you  have  cdo  secoudary  inventory"; 

Yokote-san: 


Thank  you  for  your  email.  We  can  share  an  a  confidential  basis  some  of  our  CDO  axes. 
Before  that,  we  need  to  confirm  that  the  clients  we  are  targeting  for  these  products  are 
clear  to  buy  these  (namely  that  they  are  either  QIB  or  QP  eligible  buyers  of  notes  that 
are  issued  according  to  either  Rule  144a  or  Reg  S) . 

We  have  some  interesting  offers  of  mainly  ABS  CDO's  that  we  could  consider;  not  sure 
we  have  lOpt  GC  trades  but  there  is  some  chance  we  have  some  trades  that  are  high  margin 
and  appropriate  for  your  clients. 

Note  that  I  am  in  London  this  week  and  Jay  is  on  holiday;  my  colleague  Mitch  Resnick 
is  on  the  desk  and  can  speak  to  you  live  on  this  matter. 


From:        Yokote,  Shinichi 

Sent:  Tuesday,  August  21,  2007  9:21  AM 

To:    Chaudhary,  Omar 

Subject:     Do  you  have  cdo  secoudary  inventory? 

Pwm  sales  guys  told  me  that  if  you  have  cdo  secondary  as  inventory, they  want  to  sell 

them  to  their  clients.  i,~+.o 

Do  you  have  cdo ' s  inventory  and  is  there  distress  sales  in  cdo  s  market? 
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We  want   to   trade   lOpts   profit. 

TEL   03-6437-7221 
FAX    03-6437-9705 
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From-  Lehman,  David  A. 

Sent:  Tuesday,  August  28,  2007  7:05  AM 

To-  Creed,  Christopher  J 

Subject:  RE:  Japan  PWM  Client  Interest  in  ABS  CDO  (internal  use  only) 


Original  Message 

From:  Creed,  Christopher  J 

Sent:  Tuesday,  August  28,  2007  7:04  AM 

To:  Lehman,  David  A.  ..<_-,  „i„\ 

Subject:  Re:  Japan  PWM  Client  Interest  in  ABS  CDO  (internal  use  only) 

Ldl.  Have  info  on  this. 

Original  Message  

From:  Lehman,  David  A. 

Cci  SrJay/sugioka,  Hirotaka;  Bohra,  Bunty;  Creed,  Christopher  J;  Chaudhary,  Omar; 

Williams,  Geoffrey 

Sent:  Tue  Aug  28  07:02:54  2007 

Subject:  RE:  Japan  PWM  Client  Interest  in  ABS  CDO  (internal  use  only) 

Jordan  -  Would  like  to  discuss  ASAP 

Japan  PWM  would  like  to  show  some  CDO  axes  to  select  QIB  investors  (see  detail  below),  two 
of  which  have  traded  this  type  of  risk  before 

What  do  we  need  to  do  on  our  end  to  get  this  approved? 


From:       Chaudhary,  Omar 

Sent:  Monday,  August  27,  2007  7:31  PM 

To:    Horvath,  Jordan;  Creed,  Christopher  J;  Lehman,  David  A. 

Cc:    Lee,  Jay;  Sugioka,  Hirotaka;  Bohra,  Bunty 

Subject:     Japan  PWM  Client  Interest  in  ABS  CDO  (internal  use  only) 

Fyt  —  see  notes  below  on  both  Japan  PWM  Compliance  and  the  fact  that  at  least  2  of 
the  accounts  have  purchased  ABS  CDO  equity  away  from  GS  in  either  debt  or  equity  tranches. 
Thanks . 


From:        Kagawa,  Yuichi 

Sent:  Tuesday,  August  28,  2007  8:24  AM 

To:    Chaudhary,  Omar 

Cc:    Lee,  Jay;  Sugioka,  Hirotaka 

Subject:     RE:  Do- you  have  cdo  secoudary  inventory? 

Yes,  Emi  Yoshibe  is  the  official  pwm  compliance  person  in  Tokyo. 

TEL  03-6437-9745 
FAX  03-6437-5160 
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From:        Chaudhary,  Omar 

Sent:  Tuesday,  August  28,  2007  8:23  AM 

To:    Kagawa,  Yuichi 

Cc:    Lee,  Jay;  Sugioka,  Hirotaka 

Subject:     RE:  Do  you  have  cdo  secoudary  inventory? 

Thank  you  —  very  helpful. 

Also,  is  Emi  Yoshibe  the  official  PWM  Compliance  person  for  Japan?  Our 
NY  contacts  are  telling  us  that  they  believe  that  Vivien  Khoo  in  HK  is  the  official  PWM 
Compliance  person.  Please  confirm. 


From:        Kagawa,  Yuichi 

Sent:  Tuesday,  August  28,  2007  8:19  AM 

To:    Chaudhary,  Omar 

Cc:    Lee,  Jay;  Sugioka,  Hirotaka 

Subject:     RE:  Do  you  have  cdo  secoudary  inventory? 


Omar, 

Shin  Nihon  Jitsugyo  and  Aishin  have  purchased  ABS  CDOs  (debt  and 

equity)  with  other  firm  in  the  past. 

#JII  tt- 

TEL  03-6437-9745 
FAX  03-6437-5160 
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From:        Chaudhary,  Omar 

Sent:  Monday,  August  27,  2007  6:49  PM 

To:    Kagawa,  Yuichi 

Cc:    Lee,  Jay;  Sugioka,  Hirotaka 

Subject:     RE:  Do  you  have  cdo  secoudary  inventory? 

Have  any  of  these  clients  purchased  ABS  CDO  (either  debt  or 


equity)  in  the  past? 


f 
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From:        Kagawa,  Yuichi 

Sent:  Monday,  August  27,  2007  3:45  PM 

To:    Chaudhary,  Omar;  Lee,  Jay;  Sugioka,  Hirotaka 

Cc:    Yoshibe,  Emi  (FICC  Compliance);  Yokote,  Shimchi; 

Ninomiva,  Toshio;  Miyamoto,  Masaaki;  Takata,  Jo  .■*..„■) 

mnomiya,  io=,nx      y  Subject:     FW:  Do  you  have  cdo  secoudary  inventory? 

Omar, 

I  got  an  ok  from  Yoshibe-san  (compliance)  to  give  client 
info  but  please  be  very  careful  not  to  distribute  it  to  wide  audience„.recipients  must  be 
limited  to  those  who  must  know. 

Please  note  the  following  info  of  pwm  clients  who  we  like  to 
offer  cdo  secondaries: 

1)  Shin  Nihon  Jitsugyo  Co.  Ltd 

PWM  client  (since  1997),  personal  investment  company.  Net 
worth  is  about  $250mio.  Has  traded  various  products  including,  PRDC,  LTFX,  derivatives, 
options,  hedge  funds,  and  private  equity  with  GS . 

2)  Aishin  Co.  Ltd 

PWM  client  (since  2003),  personal  investment  company.  Net 
worth  is  about  $200mio.  Has  traded  various  products  including,  PRDC,  LTFX,  derivatives, 
options,  hedge  funds,  and  private  equity  with  GS . 

3)  Ando  International 

PWM  client  (since  1999),  personal  investment  company,  Net 
worth  is  about  $200mio.  Has  traded  various  products  including,  PRDC,  LTFX,  derivatives, 
options,  hedge  funds,  and  private  equity  with  GS . 

Please  also  note  that  we  like  to  show  it  to  several  other 
pwm  clients  with  relatively  same  investment  objectives  and  experience.  Thank  you. 

Regards, 
Yuichi  Kagawa 

TEL  03-6437-9745 
FAX  03-6437-5160 
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From: 
Sent: 
To: 
Subject: 


Cohn,  Gary  (EO  85B30) 

Wednesday,  September  05,  2007  5:20  PM 

Sparks,  Daniel  L 

RE:  Refresh  of  Axe  Priorities 


Great  to  see 


From: 
Sent: 
To: 
Subject: 


Sparks,  Daniel  L 

Wednesday,  September  05,  2007  3:06  PM 

Cohn,  Gary 

FW:  Refresh  of  Axe  Priorities 


From: 

Sent: 

To: 

Cc: 

Subject: 


Sparks,  Daniel  L 

Wednesday,  September  05,  2007  3:06  PM 

Bash-Polley,  Stacy;  Pinkos,  Steve;  Radtke,  Lorin;  Kreitman,  Gail;  Comacchia,  Thomas 

Schwartz,  Harvey 

FW:  Refresh  of  Axe  Priorities 


Please  let  me  know  how  these  are  going.  I  am  personally  going  to  work  to  do  a  better  job  making  sure  you 
understand  the  things  we  are  trying  to  achieve  as  a  business.  In  addition  to  this,  the  super-senior  ABX  trade  egol  sent 
around  and  ^i^^m Uing  trades  are  priorities  for  us.  Please  call  me  with  any  questions  or  thoughts. 


Swenson,  Michael 

Wednesday,  September  05,  2007  10:38  AM 

Bash-Polley,  Stacy;  Birnbaum,  Josh;  Lehman,  David  A. 

Sparks,  Daniel  L;  Schwartz,  Harvey 

RE:  Refresh  of  Axe  Priorities 


From: 

Sent: 

To: 

Cc: 

Subject: 

Axes 

1   cvrus  is  putting  together  a  list  of  resids  (needs  to  find  out  from  mortgage 
finance  group  on  what  resids  we  are  not  restricted  on) .  Expect  some  offerings  in  the 
next  couple  of  days. 

2.  AAA  ABX  both  06-1  and  06-2. 

3  we  would  like  to  sell  2005  vintage  single-A  CDS  protection  -  "ould^like  to  print 
250-Ioo™.   we  can  provide  lists  that  are  customized  to  customer  needs 

coving T»  provide  lists  that  «re  customized  to  customer  heeds. 


From: 

Sent: 

To: 

Cc: 

Subject: 


Bash-Polley,  Stacy 

Wednesday,  September  05,  2007  9:45  AM 

Swenson,  Michael;  Birnbaum,  Josh;  Lehman,  David  A. 

Sparks,  Daniel  L;  Schwartz,  Harvey 

RE:  Refresh  of  Axe  Priorities 
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Havent  heard  back  from  anyone--here.. 

Wld  really  like  to  focus  the  salesforce  on  the  priorities--  pise  post  me  on  the  axes  how  they  stand  now 

I  know  abt  the  credit  io.. 


From:  Bash-Polley,  Stacy 

Sent:  Tuesday,  September  04,  2007  11:49  AM 

To:  Swenson,  Michael;  Blmbaum,  Josh;  Lehman,  David  A. 

Ce:  Montag,  Tom;  Mullen,  Donald;  Sparks,  Daniel  L;  Schwartz,  Harvey;  Comacchia,  Thomas 

Subject:  Refresh  of  Axe  Priorities 

Given  that  we  have  printed  some/or  part  of  the  lists  that  were  reviewd  2  weeks  ago.  .It  would  be  very 
helpful  to  send  another  message  out  -with  the  top  5  axes..  And  where  we  stand-size  and  or  active 
dialogues.  . 

I  know  there  are  a  few  irons  in  the  fire  on  some-but  want  to  see  broadly  how  we  stand~and  add  in  any 
new  axes  that  may  have  come  to  light  (like  resids) 

Thx. 
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From: 
Sent: 
To: 
Subject: 


Bohra,  Bunty 

Thursday,  September  06,  2007  8:01  AM 

Sparks,  Daniel  L 

RE:  Refresh  of  Axe  Priorities 


Will  be  in  office  shortly. . .  Will  grab  you 

Original  Message 

From:  Sparks,  Daniel  L 

Sent:  Thursday,  September  06,  2007  8:00  AM 

To:  Bohra,  Bunty 

Subject:  RE:  Refresh  of  Axe  Priorities 

Also,  I  spoke  with  cornac  about  syndicate/marketing  -  let's  resolve.  You  should  call  him 
and  me 

Original  Message 

From:  Bohra,  Bunty 

Sent:  Thursday,  September  06,  2007  7:54  AM 

To:  Sparks,  Daniel  L 

Subject:  Re:  Refresh  of  Axe  Priorities 

Have  raised  my  hand  to  be  helpful  on  several  occasions,  so  am  happy  to  participate. 
Let's  discuss  details  this  week. 


V.  Bunty  Bohra 
Managing  Director 

Goldman,  Sachs  &  Co. 

Structured  Product  Syndicate 

Fixed  Income,  Currency  &  Commodities 


Original  Message  

From:  Sparks,  Daniel  L 

To:  Bohra,  Bunty 

Sent:  Thu  Sep  06  00:16:31  2007 

Subject:  FW:  Refresh  of  Axe  Priorities 


Want 


to  get  you  to  send  out  daily  1-3  priority  axes  for  department  -  let's  discuss 


From:       Swenson,  Michael 

Sent:  Wednesday,  September  05,  2007  10:38  AM 

To:    Bash-Polley,  Stacy;  Birnbaum,  Josh;  Lehman,  David  A. 

Cc:    Sparks,  Daniel  L;  Schwartz,  Harvey 

Subject:     RE:  Refresh  of  Axe  Priorities 

Axes 

1.  Cyrus  is  putting  together  a  list  of  resids  (needs  to  find  out  from  mortgage 
finance  group  on  what  resids  we  are  not  restricted  on) .  Expect  some  offerings  in  the  next 
couple  of  days. 

2.  AAA  ABX  both  06-1  and  06-2. 
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3.  we  would  like  to  sell  2005  vintage  single-A  CDS  protection  -  would  like  to  print 
250-500mm.   We  can  provide  lists  that  are  customized  to  customer  needs 

4.  cash  inventory  -  unfortunately  line  items  are  numerous  with  small  sizes  so  it  is 
an  involved  process.  We  will  engage  Vivien  and  team  to  assist  in  those  efforts. 

5.  Opportunistically  seek  BBB  and  BBB-  single-name  buyers  of  protection  to  help  us 
reduce  single-name. CDS  basis  as  well  as  to  help  facilitate  the  single-name  short  covering. 
We  can  provide  lists  that  are  customized  to  customer  needs. 


From:        Bash-Polley,  Stacy 

Sent:  Wednesday,  September  05,  2007  9:45  AM 

To:    Swenson,  Michael;  Birnbaum,  Josh;  Lehman,  David  A. 

Cc:    Sparks,  Daniel  L;  Schwartz,  Harvey 

Subject:     RE:  Refresh  of  Axe  Priorities 

Havent  heard  back  from  anyone — here. . 

Wld  really  like  to  focus  the  salesforce  on  the  priorities —  pise  post  me  on 
the  axes  how  they  stand  now 

I  know  abt  the  credit  io. . 


From:        Bash-Polley,  Stacy 

Sent:  Tuesday,  September  04,  2007  11:49  AM 

To:  Swenson,  Michael;  Birnbaum,  Josh;  Lehman,  David  A. 

Cc:  Montag,  Tom;  Mullen,  Donald;  Sparks,  Daniel  L;  Schwartz,  Harvey; 

Cornacchia,  Thomas 

Subject:     Refresh  of  Axe  Priorities 

Given  that  we  have  printed  some/or  part  of  the  lists  that  were  reviewd  2 
weeks  ago.  .It  would  be  very  helpful  to  send  another  message  out  -with  the  top  5  axes.. 
And  where  we  stand — size  and  or  active  dialogues. 

I  know  there  are  a  few  irons  in  the  fire  on  some — but  want  to. see 
broadly  how  we  stand— and  add  in  any  new  axes  that  may  have  come  to  light  (like  resids) 

Thx. 
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The  Goldman  Sachs  Group,  Inc.  |  One  New  York  Plaza  |  New  York,  New  York  10004 
Tel:  212-902-4762  |  Fax:  212-482-3966 

Gregory  K.  Palm 

Executive  vice  President 

and  General  Counsel  (lOldman 

Sachs 


March  1,2010 


Mr.  Philip  N.  Angelides 

Chairman 

Financial  Crisis  Inquiry  Commission 

1717  Pennsylvania  Avenue,  NW 

Washington,  D.C.  20006-4614 


Dear  Chairman  Angelides: 


Many  of  the  questions  during  the  first  hearing  of  the  Financial  Crisis  Inquiry  Commission 
focused  on  issues  with  respect  to  residential  mortgage-related  products.  In  light  of  the 
Commission's  interest  in  this  area,  we  are  submitting  this  letter  in  an  effort  to  provide  a  more 
comprehensive  overview  of  certain  of  the  issues  raised  over  the  course  of  the  hearing. 

In  this  letter,  we  elaborate  on  the  role  Goldman  Sachs  plays  as  a  market  maker,  how  we 
manage  the  risk  we  assume  through  that  role,  especially  within  the  context  of  residential 
mortgage-related  products,  our  exposure  to  the  housing  market,  investors  in  the  market  for 
residential  mortgage-related  products,  the  different  roles  and  obligations  of  underwriters  and 
market  makers  and  the  extent  of  our  activities  in  the  residential  mortgage-related  securitization 
markets  in  2006  and  2007.  We  also  discuss  Goldman  Sachs'  due  diligence  practices  and  the 
disclosures  that  the  firm  made  to  the  institutions  that  considered  investing  in  securities  that  we 
underwrote. 

Role  as  a  Market  Maker 

Market  makers  or  financial  intermediaries  are  critical  to  the  efficient  functioning  of  the 
financial  markets:  their  role  is  to  stand  ready  to  make  an  offer  to  buy  or  sell  a  given  financial 
instrument  whenever  a  seller  or  a  buyer  enters  the  market.  As  a  market  maker,  we  execute  a 
variety  of  transactions  each  day  with  clients  and  others,  buying  and  selling  financial  instruments, 
which  may  result  in  long  or  short  risk  exposures  to  thousands  of  different  instruments  at  any 
given  time.  This  does  not  mean  that  we  know  or  even  think  that  prices  will  fall  every  time  we 
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sell  or  are  short,  or  rise  when  we  buy  or  are  long.  In  these  cases,  we  are  executing  transactions  in 
connection  with  our  role  of  providing  liquidity  to  markets.  Clients  come  to  us  as  a  market  maker 
because  of  our  willingness  and  ability  to  commit  our  capital  and  to  assume  market  risk.  Indeed, 
during  the  fourth  quarter  of  2009,  for  example,  our  clients  asked  us  to  bid  on  approximately 
$7  billion  (face  amount)  per  week  of  mortgage-  and  asset-backed  securities.  Further,  our  clients 
typically  have  relationships  with  a  number  of  other  financial  intermediaries  and  they  compare  the 
products,  services  and  pricing  offered  by  such  other  intermediaries  and  us  prior  to  determining 
with  whom  to  transact. 

Without  market  makers  that  are  ready,  willing  and  able  to  take  the  other  side  of  a 
transaction,  a  liquid  market  simply  cannot  exist.  That  is  why  financial  intermediation  is  critical 
to  the  functioning  of  the  capital  markets  and,  ultimately,  the  financial  system.  Financial 
intermediaries  connect  buyers  and  sellers.  When  a  buyer  or  seller  is  not  readily  available, 
financial  intermediaries  take  the  other  side  of  a  transaction  and  assume  the  risk  of  the  trade  on 
their  own  books.  These  transactions  often  are  initiated  by  our  clients,  and  when  proposed  by  us 
are  often  in  response  to  previously  expressed  investment  interests  of  the  client.  We  are 
responding  to  our  clients'  desire  either  to  establish,  or  to  increase  or  decrease,  their  exposure  to  a 
position  based  on  their  own  investment  views.  We  are  not  "betting  against  them." 

How  We  Manage  Our  Risk 

Our  willingness  to  take  on  risk  is  fundamental  to  our  role  as  a  financial  intermediary. 
The  better  we  understand  and  can  manage  that  risk,  the  more  willing  we  are  to  transact  with 
clients  (regardless  of  our  view  on  the  market)  and,  thereby,  to  offer  them  better  prices.  Our 
clients  expect  us  to  be  willing  to  transact  in  all  market  conditions.  They  often  competitively  bid 
positions,  and  execute  with  us  depending  on  whether  we  satisfy  their  objectives  -  e.g.,  pricing, 
speed  and  certainty  of  full  execution  -  better  than  competing  market  makers  or  other  financial 
intermediaries. 

The  exposures  created  through  transactions  with  clients  are  part  of  the  overall 
"inventory"  of  instruments  we  generally  carry  as  part  of  our  business.  This  inventory  is 
comprised  of  long  and  short  positions.  Its  composition  reflects  the  accumulation  of  customer 
trades  and  our  judgments  about  supply  and  demand  or  market  direction.  If  a  client  asks  us  to 
transact  in  an  instrument  we  hold  in  inventory,  we  may  be  able  to  give  the  client  a  better  price 
than  it  could  find  elsewhere  in  the  market  and  to  execute  the  order  without  potential  delay  and 
price  movement.  This  inventory  represents  a  risk  position  that  we  manage  continuously. 

In  so  doing,  we  must  also  manage  the  size  of  our  inventory  and  keep  exposures  in  line 
with  risk  limits.  We  believe  that  risk  limits  are  an  important  tool  in  managing  our  firm.  They  are 
established  by  senior  management,  and  scaled  to  be  in  line  with  our  financial  resources  (capital, 
liquidity,  etc.).  They  help  ensure  that  regardless  of  the  opinions  of  an  individual  or  business  unit 
about  market  direction,  our  risk  remains  within  prescribed  levels. 

In  addition  to  selling  positions,  we  use  other  techniques  to  manage  risk.  These  include 
establishing  offsetting  positions  ("hedges")  through  the  same  or  other  instruments,  which  serve 
to  reduce  the  firm's  overall  exposure.  Hedges,  however,  may  give  rise  to  other  risks.  For 
example,  the  use  of  credit  default  swaps  as  hedges  in  turn  results  in  a  new  credit  risk:  the  ability 
of  the  writer  of  the  credit  default  swap  to  perform  on  the  obligation.  In  order  to  manage  this  risk, 
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Goldman  Sachs  generally  requires  the  writer  of  the  credit  default  swap  to  post  cash  collateral 
against  its  obligations  to  the  firm,  or  may  structure  other  risk  mitigants. 

In  this  way,  we  are  able  to  serve  our  clients  and  to  maintain  a  robust  client  franchise 
while  prudently  limiting  overall  risk  consistent  with  our  financial  resources. 

Goldman  Sachs'  Exposure  to,  and  Results  from  Business  Relating  to,  the  Residential 
Housing  Market 

With  that  background,  we  want  to  outline  for  you  Goldman  Sachs'  exposure  to,  and 
results  from  business  relating  to,  the  residential  housing  market.  While  this  has  been  the  subject 
of  much  recent  attention,  it  has  always  been  a  very  small  part  of  our  overall  business.  For 
example,  during  the  period  2003  to  2008,  the  firm's  annual  net  revenues  attributable  to 
residential  mortgage-related  products  never  exceeded  2%  of  our  overall  net  revenues.  Through 
the  end  of  2006,  Goldman  Sachs  generally  was  long  in  exposure  to  residential  mortgages  and 
mortgage-related  products,  such  as  residential  mortgage-backed  securities  ("RMBS"), 
collateralized  debt  obligations  ("CDOs")  backed  by  residential  mortgages  and  credit  default 
swaps  referencing  residential  mortgage  products.  In  late  2006,  we  began  to  experience  losses  in 
our  daily  residential  mortgage-related  products  P&L  as  we  marked  down  the  value  of  our 
inventory  of  various  residential  mortgage-related  products  to  reflect  lower  market  prices. 

In  response  to  those  losses,  we  decided  to  reduce  our  overall  exposure  to  the  residential 
housing  market.  We  wanted  to  get  "closer  to  home"  -  i.e.,  to  reduce  our  overall  exposure  to  the 
residential  housing  market,  consistent  with  our  risk  protocols  -  given  the  uncertainty  of  the 
future  direction  of  the  housing  market  and  the  increased  volatility  of  mortgage-related  product 
markets   Indeed,  we  reduced  both  our  short  positions  and  our  long  positions  in  these  products 
over  the  course  of  2007.  For  example,  during  the  first  quarter  of  2007,  we  reduced  various  short 
positions  in  light  of  applicable  risk  limits  even  though  (viewed  in  isolation)  these  positions  had 
been  profitable.  Overall,  our  residential  mortgage-related  product  positions  had  a  negligible 
effect  on  the  firm's  net  revenues  or  profits  for  fiscal  year  2007.  During  fiscal  year  2008,  we  had 
net  losses  of  approximately  $  1 .7  billion  on  residential  mortgage-related  product  positions.  As 
these  results  demonstrate,  the  firm  did  not  generate  enormous  net  revenues  or  profits  by  betting 
against  residential  mortgage-related  products,  as  some  have  speculated;  rather,  our  relatively 
early  risk  reduction  resulted  in  our  losing  less  money  than  we  otherwise  would  have  when  the 
residential  housing  market  began  to  deteriorate. 

Investors  in  the  Market  for  Residential  Mortgage-Related  Products  in  2007 

The  markets  for  residential  mortgage-related  products,  and  subprime  mortgage  securities 
in  particular,  were  volatile  and  unpredictable  in  the  first  half  of  2007.  Goldman  Sachs  had  no 
"inside  information"  about  the  residential  housing  trends  or  macroeconomic  factors  that 
ultimately  would  drive  market  values.  Investors  in  these  markets  held  very  different  views  of  the 
future  direction  of  the  housing  market  based  on  their  outlook  on  factors  that  were  equally 
available  to  all  market  participants,  including  housing  prices,  interest  rates  and  personal  income 
and  indebtedness  data.  Some  investors,  including  some  hedge  funds,  developed  aggressively 
negative  views  on  the  residential  mortgage  market.  Other  investors,  including  other  hedge  funds, 
believed  that  any  weakness  in  RMBS  and  the  residential  housing  market  would  be  relatively 

-3- 


GS-PSI-01312 
Confidential  Proprietary  Business  Information 
Produced  Pursuant  to  Senate  Confidentiality  Rules  /  - 


Footnote  Exhibits  -  Page  4084 


mild  and  temporary.  Investors  with  both  sets  of  views  came  to  Goldman  Sachs  and  other 
financial  intermediaries  to  establish  long  and  short  exposures  to  the  residential  housing  market, 
through  RMBS,  CDOs,  credit  default  swaps  and  other  types  of  instruments  or  transactions.  We 
would  also  note  that  broadly-disseminated  research  from  Goldman  Sachs  Economic  Research 
("Economic  Research"),  which  is  independent  from  other  divisions  of  the  firm,  expressed 
consistently  negative  views  on  the  residential  housing  market  in  2006  and  2007.  Indeed,  our 
Economic  Research  expressed  an  increasing  level  of  concern  about  the  run  up  in  housing  prices 
in  papers  dating  back  to  at  least  2004.  (See  Appendix  I)  Various  other  firms'  broadly- 
disseminated  research  reports  from  2006  contained  warnings  of  deteriorating  residential  housing 
market  conditions. 

The  investors  who  transacted  with  Goldman  Sachs  in  CDOs  in  2007,  as  in  prior  years, 
were  primarily  large,  global  financial  institutions,  insurance  companies  and  hedge  funds  (no 
pension  funds  invested  in  these  products,  with  one  exception:  a  corporate-related  pension  fund 
that  had  long  been  active  in  this  area  made  a  purchase  of  less  than  $5  million).  These  investors 
had  significant  resources,  relationships  with  multiple  financial  intermediaries  and  access  to 
extensive  information  and  research  flow,  performed  their  own  analysis  of  the  data,  formed  then- 
own  views  about  trends,  and  many  actively  negotiated  the  structure  and  terms  of  transactions. 

These  investors  entered  into  transactions  having  certain  characteristics  in  order  to  achieve 
their  desired  long  or  short  exposure.  They  were  aware  of  and  accepted  the  market  risk  they  were 
assuming.  For  securities  backed  by  residential  mortgages,  the  characteristics  of  the  underlying 
mortgages  were  disclosed  in  detail  and  investors  knew  what  they  were  buying.  The  investment 
views  of  different  participants  in  these  markets  depended  on  their  respective  assessments  of 
macroeconomic  trends,  as  well  as  their  analysis  of  the  disclosed  characteristics  of  the  mortgages. 
Neither  their  views  on  macroeconomic  trends  nor  their  analysis  of  loan  characteristics  depended 
on  whether  Goldman  Sachs  hedged  or  retained  the  initial  exposure  we  took  on  as  a  result  of  the 
transaction. 

It  is  also  important  to  note  that  it  is  not  just  a  belief  in  the  absolute  direction  of  prices  but 
also  the  relative  level  of  prices  that  drive  investors'  actions.  For  example,  a  particular  security 
may  trade  at  a  distressed  level.  The  institution  holding  that  asset  may  nonetheless  want  to  sell 
the  security  to  remove  what  it  believes  is  a  source  of  further  risk  from  its  balance  sheet  or  to  free 
up  capital  for  other  investments.  A  buyer  of  that  asset  believes  that  the  distressed  pricing  may 
potentially  reflect  good  value  and  is  willing  to  take  on  that  risk  for  a  price,  even  if  other  investors 
think  otherwise.  The  process  of  being  able  to  buy  risk  from  those  unwilling  or  unable  to 
shoulder  it  is  vital  to  a  functioning  market  and  economy. 

Residential  mortgage-related  products  issued  or  underwritten  by  numerous  firms 
ultimately  did  not  perform  as  expected  because  of  unprecedented  economic  developments. 
Goldman  Sachs,  as  well  as  the  sophisticated  investors  who  invested  in  these  products,  certainly 
did  not  envision  the  events  that  led  to  such  poor  performance.  With  the  benefit  of  hindsight,  it  is 
apparent  that  most  participants  -  including  rating  agencies,  financial  institutions  and  government 
agencies  -  put  too  much  faith  in  historical  performance,  believing  that  most  residential  mortgage 
assets  were  highly  resilient  to  downturns.  It  was  clear,  however,  that  many  loans  with  the 
characteristics  disclosed  in  offering  documents  for  these  products  would  perform  poorly  in  a 
very  rapidly  deteriorating  housing  market  and  meaningful  economic  recession,  but  Goldman 
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Sachs  and  most  investors  simply  did  not  predict  or  anticipate  how  severe  the  contraction  in  the 
housing  market  would  become. 

Role  of  an  Underwriter 

The  role  of  an  underwriter  differs  from  that  of  a  market  maker.  As  described  above,  a 
market  maker  is  primarily  engaged  in  the  business  of  assisting  clients  in  executing  transactions. 
This  business  is  client-driven,  and  Goldman  Sachs  strives  to  provide  a  fair  price  to  our  clients. 

In  contrast,  an  underwriter  works  with  the  issuer  in  connection  with  offering  financial 
instruments  to  investors.  In  this  context,  the  federal  securities  laws  effectively  impose  a 
"gatekeeper"  role  on  Goldman  Sachs:  as  an  underwriter  we  are  expected  to  assist  the  issuer  in 
providing  an  offering  document  to  investors  that  discloses  all  material  information  relevant  to  the 
offering  and,  absent  a  showing  that  we  conducted  an  appropriate  review  (so-called  "due 
diligence")  regarding  the  securities  being  offered,  we  are  potentially  liable  to  investors  for  any 
losses  resulting  from  any  material  misstatements  or  omissions  in  the  offering  document  The 
same  disclosure  obligations  do  not  apply  to  a  market  maker,  including  because  a  market  maker 
must  execute  countless  transactions  in  order  to  meet  the  demands  of  clients  and  other  parties.  If 
a  market  maker  were  required  to  perform  extensive  due  diligence  on  each  security  in  which  it 
was  asked  to  execute  a  transaction,  and  to  update  disclosures  every  time  it  bought  or  sold 
securities,  real-time,  liquid  markets  could  not  exist 

In  connection  with  our  underwriting  of  residential  mortgage-related  securities,  Goldman 
Sachs  had  a  process  in  place  to  examine  the  management,  relevant  policies  and  procedures, 
underwriting  standards,  creditworthiness  and  other  aspects  of  each  mortgage  originator  before 
the  firm  began  purchasing  loans  for  securitization.  As  a  result  of  these  reviews,  we  determined 
not  to  do  business  with  dozens  of  originators.  Goldman  Sachs  also  emphasized  maintaining 
regular  contact  with  major  loan  originators  to  understand  the  issues  that  they  faced  and  the  steps 
they  were  taking  to  address  them.  We  also  employed  internal  and  third-party  resources  to 
conduct  due  diligence  on  the  individual  loans  in  the  pools  backing  the  securities  in  its  RMBS 
offerings,  including  reviewing  selected  loan  files,  verifying  compliance  with  state  and  federal 
lending  statutes,  and  selective  review  of  property  appraisals  against  comparable  values.  As  a 
result  of  these  reviews,  Goldman  Sachs  did  not  accept  loans  that  based  on  its  review  and 
analysis,  appeared  to  have  potentially  significant  legal,  regulatory  compliance  or  other  issues. 
Knowing  what  we  know  today,  of  course,  we  wish  that  we  had  done  even  more. 

Regardless  of  the  degree  of  due  diligence  performed  by  underwriters  in  connection  with 
RMBS  securitizations,  however,  they  cannot  guarantee  payment  performance  or  any  rate  of 
return.  Rather,  it  is  up  to  the  purchaser  of  securities  to  evaluate  whether  the  securities  are  worthy 
of  investment  based  on  the  purchaser's  own  view  and  analysis  of  the  securities'  value  in  light  of 
the  purchaser's  expectations  about  the  future  of  the  housing  market  and  the  economy  and, 
importantly,  the  disclosures  set  forth  in  the  offering  documents  including,  in  the  case  of  asset- 
backed  securities,  detailed  descriptions  of  the  underlying  assets.  The  Securities  and  Exchange 
Commission's  Regulation  AB,  which  provides  extensive  requirements  and  guidance  for 
disclosures  in  offerings  of  asset-backed  securities,  properly  focuses  on  disclosure  of  the  material 
characteristics  of  the  assets  on  which  investors  rely  for  the  cash  flows  that  provide  the  basis  for 
payment  of  interest  and  principal  on  the  securities  they  are  purchasing.  Those  disclosures  for 
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RMBS  include  detailed  statistical  information  on  the  loans  in  the  pool  backing  the  RMBS, 
including  the  material  originators  of  the  loans,  borrower  credit  scores,  locations  of  the  properties, 
loan  to  value  percentages  and  the  type  of  loans  (e.g.,  second  lien,  adjustable  rate,  or  option 
adjustable  rate).  The  disclosures  also  included  detailed  descriptions  of  the  policies  and 
procedures  used  by  the  material  loan  originator  or  originators  to  evaluate  and  determine  whether 
to  make  a  loan.  (See  Appendix  II) 

In  addition,  Goldman  Sachs,  like  other  underwriters  of  RMBS,  disclosed  extensive  data 
on  every  individual  loan  in  its  securitizations  through  "loan  tapes,"  and  other  documents 
analyzing  the  underlying  loans,  which  were  publicly  filed  by  the  issuer  with  the  Securities  and 
Exchange  Commission.  These  documents  contained  detailed  information  on  each  individual 
loan  underlying  the  securitization,  such  as:  (1)  the  original  term  of  the  loan;  (2)  the  current 
balance;  (3)  the  applicable  interest  rate;  (4)  the  type  of  loan  (e.g.,  adjustable  rate  or  fixed  rate); 
(5)  whether  the  loan  was  a  first  or  second  lien;  (6)  the  original  loan-to-value  ratio;  (7)  the 
property  type  (e.g.,  single  family  home);  (8)  the  borrower's  FICO  score;  (9)  whether  the  property 
was  owner-occupied;  and  (10)  the  due  date  and  delinquency  status.  This  information  enabled  the 
sophisticated  investors  that  purchased  these  instruments  to  run  their  own  models  and  make  their 
investment  decisions  based  on  their  views  of  relevant  macroeconomic  factors,  market  and 
housing  trends,  as  well  as  the  apparent  credit  of  the  borrowers  whose  mortgages  backed  the 
securities.  (See  Appendix  III) 

Nationally  recognized  law  and  accounting  firms  also  were  retained  in  connection  with 
underwritings  to  assist  in  ensuring  that  the  disclosures  were  complete,  accurate  and  in 
compliance  with  the  securities  laws.  These  disclosures  included  numerous  risk  factors,  which 
highlighted  those  characteristics  of  loans  that  increased  risk  (such  as  lower  quality  credit  history, 
high  loan-to-value  ratio,  and  lack  of  documentation  or  independent  verification). 
(See  Appendix  II) 

Based  on  these  disclosures,  and  publicly-available  macroeconomic,  housing  and  other 
data,  investors  could  and  did  employ  sophisticated  analysis  of  the  characteristics  of  the  loan  pool 
before  deciding  whether  to  invest  in  the  transaction  and  which  types  of  securities  to  purchase 
(from  the  highly  rated  senior  securities  that  offered  the  most  protection  against  deterioration  of 
the  asset  pool  and  lowest  return,  to  lower  rated  securities  that  offered  less  protection  and  a  higher 
return). 

In  short,  the  securities  being  sold  were  as  described  -  the  investors  purchased  what  they 
knowingly  determined  to  buy.  In  view  of  what  transpired  in  the  housing  market  and  the 
economy,  the  securities  performed  substantially  as  would  have  been  expected  in  those 
unexpected  circumstances.  At  the  time  of  purchase,  however,  what  participants  in  this  market  - 
including  Goldman  Sachs  -  could  not  know  was  how  the  housing  market  and  the  economy 
would  perform  in  the  future. 

For  non-synthetic  CDOs  -  i.e.,  CDOs  collateralized  by  cash  securities  -  the  offering 
"materials  contained  detailed  risk  disclosures,  and  set  forth  each  of  the  securities  in  the  portfolio 
at  or  about  the  time  of  closing  that  determined  the  cash  flows  to  investors.  (See  Appendix  IV) 
We  provided  analyses  to  investors  that  highlighted  how  the  securities  would  perform  under 
certain  scenarios  and  based  upon  stated  assumptions,  and  these  investors  often  had  their  own 
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models  to  analyze  the  credit  worthiness  of  the  underlying  cash  securities.  Investors  then  could 
(and  did)  refer  to  those  disclosures  in  making  investment  decisions.  Again,  investors  had 
detailed  information  that  allowed  them  to  analyze  how  the  securities  would  perform  under 
different  assumptions  and  scenarios. 

For  CDOs  containing  predominantly  or  exclusively  synthetic  assets  -  i.e.,  credit  default 
swaps  referencing  RMBS  or  CDO  securities,  rather  than  the  RMBS  or  CDO  securities 
themselves  -  one  party  (the  counterparty  to  the  credit  default  swap)  necessarily  has  to  assume  a 
short  position  with  respect  to  the  synthetic  assets  in  order  for  there  to  be  a  long  position  for 
investors  to  take  -  there  was  no  "secret"  short  position.  As  part  of  our  disclosures,  we  indicated 
that  Goldman  Sachs  initially  would  take  the  short  side  of  the  transaction,  where  applicable. 
There  was  no  limitation  on  our  ability  to  sell  some  or  all  of  the  short  position.  (See  Appendix  V) 
The  sophisticated  institutions  that  bought  CDO  securities  did  not  make  their  decisions  based  on 
whether  Goldman  Sachs  or  other  firms  entering  into  credit  default  swaps  with  the  CDO  issuer 
would  keep  or  sell  that  short  position;  they  made  their  investment  decisions  based  on  their 
fundamental  analysis  of  the  characteristics  of  the  underlying  referenced  assets  and  their 
prediction  of  where  the  housing  market  and  the  economy  would  be  in  the  future.  In  fact, 
Goldman  Sachs'  CDOs  containing  primarily  residential  mortgage-related  synthetic  assets  were 
initially  created  in  response  to  the  request  of  a  sophisticated  institutional  investor  that 
approached  the  firm  specifically  seeking  that  particular  exposure.  Reverse  inquiries  from  clients 
were  a  common  feature  of  this  market. 

Participation  in  the  Residential  Mortgage-Related  Securitization  Markets 

Goldman  Sachs  has  never  been  a  significant  originator  of  mortgages.    And,  in  the 
context  of  the  overall  mortgage  markets,  we  were  neither  a  leading  issuer  nor  a  leading 
underwriter  of  securitized  residential  mortgage-related  products.  During  the  period  2002  through 
2007,  our  market  shares  as  an  issuer  and  underwriter  of  Non- Agency  RMBS  varied  between 
1.9%' and  4.0%  as  an  issuer  and  4.7%  and  6.7%  as  an  underwriter.3  In  2007,  for  example,  the 
firm's  market  share  as  an  issuer  of  Non-Agency  RMBS  was  3.0%  and  we  were  not  among  the 
top  10  underwriters  of  these  securities."  For  overall  RMBS  issuance,  including  agency  securities, 
Goldman  Sachs  was  ranked  12*  as  an  issuer  in  2006  with  a  market  share  of  2.3%  and  18*  as  an 
issuer  in  2007,  with  a  market  share  of  1 .2%.5  Thus,  although  Goldman  Sachs  was  a  participant 
in  the  RMBS  securitization  business,  it  certainly  did  not  dominate  the  market  as  either  an  issuer 
or  underwriter. 


In  March  2007.  Goldman  Sachs  acquired  Senderra,  a  small  mortgage  originator. 

An  issuer  is  the  legal  entity  that  owns  the  pool  of  residential  mortgages  or  RMBS.  CDOs  or  combination  thereof  and  "issues" 

securities  representing  various  interests  therein.  For  the  purpose  of  compiling  market  share  data,  industry  sources  treated  a  firm  as 

the  issuer  of  RMBS  if  the  securities  were  issued  off  of  one  of  thai  firm  i  shelf  registration  statements,  even  though  the  issuing  entity 

was  often  a  separate  legal  entity. 

Source:  Inside  Mortgage  Finance.  It  was  always  the  case  that  we  were  the  underwriters  of  securities  that  we  issued,  so  all  securities 

issued  off  of  Goldman  Sachs '  shelf  registration  statements  would  be  counted  in  both  categories. 

Source:  Inside  Mortgage  Finance.  Rankings  below  the  top  ten  were  not  published  in  2007.  so  our  market  share  is  unavailable.  We 

note,  however,  that  the  10th  ranked  underwriter  had  a  market  share  of  5.5%. 

Source:  Inside  Mortgage  Finance.  Inside  Mortgage  Finance  published  overall  RMBS  market  share  information  with  respect  to  issuer 

participation  only  and  did  not  publish  such  information  for  years  prior  to  2006. 
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This  point  is  equally  true  if  one  focuses  solely  on  the  so-called  "subprime"  segment  of 
the  overall  RMBS  market.  During  the  period  2002  to  2007,  our  market  shares  as  an  issuer  and 
underwriter  of  subprime  RMBS  varied  between  0.9%  and  4.7%  as  an  issuer  and  less  than  4.2% 
and  6.5%  as  an  underwriter.6  In  2007,  for  example,  the  firm's  market  share  as  an  issuer  was 
1 .7%  (we  were  ranked  21st)  and  we  were  not  ranked  in  the  top  ten  as  an  underwriter. 

Goldman  Sachs  also  was  not  a  dominant  participant  in  new-issue  residential  mortgage- 
related  CDO  activity.  During  the  period  2002  through  the  first  three  quarters  of  2007  our  market 
share  as  an  underwriter  of  new-issue  CDOs  where  the  collateral  consisted  primarily  of  RMBS 
varied  between  2.4%  and  8.2%.8  For  example,  Goldman  Sachs'  market  share  in  the  first  three 
quarters  of  2007  was  approximately  5.6%.9  As  discussed  above,  substantially  all  CDOs  were 
sold  to  sophisticated  institutions  that  met  the  definition  of  Qualified  Institutional  Buyers  under 
Securities  and  Exchange  Commission  Rule  144A. 

Conclusion 

Although  Goldman  Sachs  held  various  positions  in  residential  mortgage-related  products 
in  2007,  our  short  positions  were  not  a  "bet  against  our  clients."  Rather,  they  served  to  offset  our 
long  positions.  Our  goal  was,  and  is,  to  be  in  a  position  to  make  markets  for  our  clients  while 
managing  our  risk  within  prescribed  limits.  Our  predominant  view  of  the  risks  arising  from  the 
residential  housing  market  in  early  2007  caused  us  to  reduce  our  overall  exposure  to  market 
movements  in  either  direction  consistent  with  established  risk  protocols. 

We  certainly  did  not  know  the  future  of  the  residential  housing  market  in  the  first  half  of 
2007  any  more  than  we  can  predict  the  future  of  markets  today.  We  also  did  not  know  whether 
the  value  of  the  instruments  we  sold  would  increase  or  decrease.  It  was  well  known  that  housing 
prices  were  weakening  in  early  2007,  but  no  one  -  including  Goldman  Sachs  -  knew  whether 
they  would  continue  to  fall  or  to  stabilize  at  levels  where  purchasers  of  residential  mortgage- 
related  securities  would  have  received  their  full  interest  and  principal  payments.  Finally,  we 
were  not  consistently  or  significantly  overall  net  "short  the  market"  in  residential  mortgage- 
related  products,  and,  contrary  to  media  speculation,  we  did  not  generate  enormous  net  revenues 
or  profits  from  our  residential  mortgage-related  activities. 


Source:  Inside  Mortgage  Finance. 

Source:  Inside  Mortgage  Finance.  Rankings  below  the  top  ten  were  not  published  in  2007  so  our  market  share  in  unavailable.  We 

note,  however,  that  the  10th  ranked  underwriter  had  a  market  share  of  4.2%. 

Source:  Asset-Backed  Alert.  No  CDOs  were  issued  off  of  Goldman  Sachs '  shelf  registration  statements  and  therefore  issuer 

information  is  not  applicable. 

Source:  Asset-Backed  AlerL  Market  share  data  for  the  fourth  quarter  of  2007  is  not  available. 
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We  hope  that  the  information  above  is  helpful  to  the  continuing  work  of  the  Commission. 

Very  truly  yours,  < 


ery  uuiy  yours,  •> 


Gregory  K.  Palm 


cc:  Hon.  Bill  Thomas 

(Commission  Vice  Chairman) 

Brooksley  Born 
(Commissioner) 

Byron  S.  Georgiou 
(Commissioner) 

Senator  Bob  Graham 
(Commissioner) 

Keith  Hennessey 
(Commissioner) 

Douglas  Holtz-Eakin 
(Commissioner) 

Heather  H.  Murren,  CFA 
(Commissioner) 

John  W.  Thompson 
(Commissioner) 

Peter  J.  Wallison 
(Commissioner) 

Thomas  Greene 
(Executive  Director) 
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From: 
Sent: 
To: 
Subject: 

x-gs-classif  i  cation : 


Smith,  Sarah 

Monday,  February  12,  2007  2:32  PM 
Sparks,  Daniel  L;  Mass,  Robert 
RE:  FYls 

Internal-GS 


agreed 


From:  Sparks,  Daniel  L 

Sent:  Monday,  February  12,  2007  2:27  PM 

To:  Mass,  Robert;  Smith,  Sarah 

Subject:  RE:  FYIs 

For  this  book  I  think  monthly  is  the  right  way  as  the  data  comes  monthly  on  performance.  Dramatic  mkt  moves  could 
change  things. 


From: 

Mass,  Robert 

Sent: 

Monday,  February  12,  2007  2:05  PM 

To: 

Sparks,  Daniel  L;  Smith,  Sarah 

Subject: 

RE:  FYIs 

Has  the  biz  agreed  with  controllers  about  how  frequently  each  book  is  to  be  marked?  Daily?  Weekly?  Monthly? 
Quarterly? 


From:  Sparks,  Daniel  L 

Sent:  Monday,  February  12,  2007  2:00  PM 

To:  Mass,  Robert;  Smith,  Sarah 

Subject:  FW:  FYIs 


I  did  timeline  recon  and  here  is  what  I  have  found  from  discussion  with  Gasvoda  and  Cawthon: 

1/31  e-mail  below  where  Cawthon  posted  Gasvoda  on  need  to  mark  down  a  particular  position 
2/1  Gasvoda  posts  Sal  in  controllers  about  a  potential  write-down  in  book 
2/1  Sal  and  Cawthon  speak  and  discuss  work  to  be  done  -  but  don't  speak  much  after  that  until  2/8 
2/8  Cawthon  and  Gasvoda  post  Sparks  on  overall  $22mm  write-down 

Based  on  this  and  the  e-mail  below,  I  don't  think  Cawthon  was  hiding  things  as  he  initiated  discussion  with 
Gasvoda  This  appears  to  have  been  pre-controller  discussion,  but  the  breadth  of  the  review  needed  was  not 
complete.  I  think  (and  I've  told  him)  that  he  needs  to  do  a  better  job  communicating  with  controllers  early  and 
throughout. 

Let  me  know  if  there  are  additional  thing  you  think  I  should  check  on 


From: 
Sent: 
To: 
Subject: 


Cawthon,  Michael 

Monday,  February  12,  2007  9:23  AM 

Sparks,  Daniel  L 

FW:FYIs 


From: 
Sent: 


Cawthon,  Michael 

Wednesday,  January  31.  2007  7:26  PM 
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To:  Gasvoda,  Kevin 

Subject:  FYIs 

-  Concurrent  with  the  resid  reval,  we're  reviewing  our  MDWebb  NPL  position,  the  severities  for  which  have 
begun  to  trend  worse.  We  currently  have  75MM  marked  at  -77.5,  and  which  needs  to  come  down  4MM  to 
5MM  in  value--  we're  currently  breaking  even  month  to  month  and  I  don't  like  the  pipeline.  Prelim  look  at  our 
resids  indicates  flat  to  modestly  higher. 

-  not  sure  what  level  of  involvement  you're  looking  for  out  of  me  for  the  2nds  business  at  this  point-  after 
some  of  the  RA  announcements,  I  looked  at  some  sub  positions  in  Intex-  they're  worthy  of  a  discussion 

-  sat  down  w/  Margaret  Holen  last  Friday  for  a  long  visit.    Stating  the  obvious:  Strats  are  feeling  squeezed 
betw  our  desk  and  ABS  for  project  needs-  in  spite  of  the  fact  that  the  risk  set  largely  overlaps.  I  indicated 
that  I  need  1)  a  seasoned  model  and  2)  some  EPD  analytics  ASAP-  we  are  actively  engaging  Marschoun,  & 
Akil,  but  would  like  to  set  a  set  of  formal  task  objectives.  Also  significant  angst  about  the  seating  chart... 

-  I've  given  Cyrus  the  download  on  some  of  the  resid  yield  method  thoughts/work  and  he's  touched  base  w/ 
Arbind  to  get  a  running  start  on  the  background.  Trying  to  focus  on  this-  realized  I've  failed  to  deliver  here  in 
a  big  way 

-  want  to  revisit  SBC  strategy  in  wake  of  ASF.  Michelle  expressed  concerns  about  the  ownership  for  the 
guidelines  we  are  drafting-  I've  not  been  worried  about  this  thus  far,  but  want  to  generally  make  sure  we're  on 
same  page  for  strategy. 


Michael  Cawthon 
Goldman,  Sachs  &  Co. 
Whole  Loan  Trading 
85  Broad  Street,  26th  Floor 
New  York,  NY  10004 
michael.cawthon@gs.com 


tel:  212.902.2854 
fax:  212.902.1691 
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From:  Davilman,  Andrew 

Sent:  Thursday,  June  28,  2007  8:45  AM 

To:  ficc-ops-cdopricing;  ficc-mtgcorr-desk;  Harrop,  Thomas 

Subject:  FW:  Missing  Marks  (1 5).xls 

Attachments:  Missing  Marks  (15).xls;  Disclaimer.txt 

Pis  mark  these  asap,    and  return  to   rcioffilbeaEiCOS'    Pls   cc-    me   as  wel1   for  my  records ■ 

From:  Cioffi,  Ralph  (Exchange)  [mailto:rcioffi@bear.com] 
Sent:  Thursday,  June  28,  2007  8:43  AM 
To:  Davilman,  Andrew 
Subject:  Missing  Marks  (15).xls 

Andy  I  need  the  4  bonds  marked  for  5/3 1/07  we  still  need  to  report  an  NA  V  and  I  need  these  asap  today. 


Permanent  Subcommittee  on  Investigations 
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CUSIP 

290908AA0 
83367A9Q5 
88714PAD8 
88714PAE6 

Cusip 

DESCRIPTION 

EMRLD  2.07875  05/24/201.1  SER144A 
GSCO  ZOHAR  07-3A  FXD  TRS 
tWOLF  2007-1A  A1C  6.127419  09/03/2044 
TWOLF  2007-1A  A1D  6.627419  09/03/2044 

REFERENCE 

S&P  RATING  SPREAD 
AAA                    US006M+51.0 

AAA                   LIB03+80 
AAA                    LIB03M+130 

COUNTERPAFJ  INITIAL 

BRKR 

GSCO 
GSCO 
GSCO 
GSCO 

SECTOR 

CDO  IG  Corp 
CLO  Distressed 
CDO  -  CD02 
CDO - CD02 

Mark 

17291K9L3 

ACABS  2006-2A  A2L 

CITI 

500 

17291J9B8 

COMMO  2006-5A  B 

CITI 

390 

25199K9X3 

ABSHE  2005-HE3  M9 

DB 

330 

37153F9F2 

BSABS2005-HE11  M8 

GCM 

450 

48101N9O6 

CBCL16AC 

LEH 

225 

48101N9M0 

STAK2007-1AA2 

LEH 

175 

59018W9V9 

JPMCC  2004-CB8  H 

MER 

190 

59018V9X7 

BSABS  2006-HE3  M9 

MER 

387 

90258A9G4 

Beach  St  V  16-17% 

UBS 

80 

90263A9V4 

Beach  St  V  17-21.3% 

UBS 

55 

90263A9T9 

Beach  St  V  21.3-26.3% 

UBS 

35 

90260M9N9 

BSABS  2006-EC2  M8 

UBS 

525 

90260M9V1 

FFML  2006-FF8  M9 

UBS 

775 

90290D9B9 

HEMT  2005-4  M9A 

UBS 

825 

48100Z9G7 

IXIS  2005-HE3  B2 

UBS 

525 

90260K9J2 

MABS  2006-WMC1  M9 

UBS 

245 

90263B9D2 

NCHET  2006-1  M9 

UBS 

850 

Fair  Valued  Last  Month 


Corporate 


Cusip 


07393F9Z1 
07392T9E9 
07393F9X6 
07392Y9B4 
7891239A6 


REFERENCE 


ATT  Corp 
FTD  BSKT1 
SBC 

SLM  Corp 
Mustang  Offset  0.14 


COUNTERPAH*  INITIAL  \ 


BS 
BS 
BS 
BS 
MER 


45 
80 
33 
36 
14 
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From:  Egol,  Jonathan 

Sent:  Tuesday,  June  19,  2007  7:44  PM 

To:  Brafman,  Lester  R 

Subject:  Re:  We  are  being  asked  by  BSAM  to  bid  all  $200+  mm  ABACUS  CDOA2  bonds  that  were  on 

somebody  else's  repo  line 

No  trades.  LEH  is  offering  it  guys.  Assume  repo  desk  there  got  hosed. 

Original  Message  

From:  Brafman,  Lester  R 

To:  Egol,  Jonathan 

Sent:  Tue  Jun  19  19:38:20  2007 

Subject:  Re:  We  are  being  asked  by  BSAM  to  bid  all  $200+  mm  ABACUS  CDOA2  bonds  that  were 

on  somebody  else's  repo  line 

Did  this  block  trade 


Sent  from  my  BlackBerry  Wireless  Handheld 

Original  Message  

From:  Egol,  Jonathan 

To:  Brafman,  Lester  R 

Sent:  Tue  Jun  19  18:13:43  2007 

Subject:  RE:  We  are  being  asked  by  BSAM  to  bid  all  $2  00+  mm  ABACUS  CDO~2  bonds  that  were 

on  somebody  else's  repo  line 

I  don't  know  why  Ralph  decided  to  finance  this  away  from  us.  I  can  ask  Davilman  if  he 
recalls . 

I  got  additional  color  on  this  from  2  accounts,  can  post  you  live. 

Original  Message 

From:  Brafman,  Lester  R 

Sent:  Tuesday,  June  19,  2007  5:47  PM 

To:  Egol,  Jonathan 

Subject:  RE:  We  are  being  asked  by  BSAM  to  bid  all  $2  00+  mm  ABACUS  CDOA2  bonds  that  were 

on  somebody  else's  repo  line 

Did  we  bid  this??  How  come  it  wasn't  financed  here 

Original  Message 

From:  Egol,  Jonathan 

Sent:  Tuesday,  June  19,  2007  3:57  PM 

To:  Brafman,  Lester  R 

Subject:  Re:  We  are  being  asked  by  BSAM  to  bid  all  $200+  mm  ABACUS  CDOA2  bonds  that  were 

on  somebody  else's  repo  line 

We  mark  them  monthly.  I  have  learned  this  is  on  lehman's  repo  line. 

Original  Message  

From:  Brafman,  Lester  R 

To:  Egol,  Jonathan 

Sent:  Tue  Jun  19  15:54:18  2007 

Subject:  RE:  We  are  being  asked  by  BSAM  to  bid  all  $200+  mm  ABACUS  CDOA2  bonds  that  were 

on  somebody  else's  repo  line 

Have  we  been  marking  them.  Do  we  know  whose  line..  Do  we  know  where  they  have  been  marking 
them 
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Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


From:        Egol,  Jonathan 
Sent:  Tuesday,  June  19,  2007  3:25  PM 
To:    Sparks,  Daniel  L 

Cc:    Brafman,  Lester  R;  Swenson,  Michael 

Subject:     We  are  being  asked  by  BSAM  to  bid  all  $200+  mm  ABACUS  CDC-2  bonds  that 
were  on  somebody  else's  repo  line 


Goldman,  Sachs  &  Co. 

85  Broad  Street   |   New  York,  NY  10004 
tel:  +1  212  357  3349   |   mobile:  +1  917 
e-mail:  jonathan.egol@gs.com 


fax:  +1  212  428  1247 


Goldman 
Sachs 


Jonathan  M.  Egol 

Structured  Products  Trading  - 


©  Copyright  2007  The  Goldman  Sachs  Group,  Inc.  All  rights  reserved. 

See  http://www.gs.com/disclaimer/email-salesandtrading.html  for  important  risk 
disclosure,  conflicts  of  interest  and  other  terms  and  conditions  relating  to  this  e-mail 
and  your  reliance  on  information  contained  in  it.  This  message  may  contain  confidential  or 
privileged  information.  If  you  are  not  the  intended  recipient,  please  advise  us 
immediately  and  delete  this  message.  See  http://www.gs.com/disclaimer/email/  for  further 
information  on  confidentiality  and  the  risks  of  non-secure  electronic  communication.  If 
you  cannot  access  these  links,  please  notify  us  by  reply  message  and  we  will  send  the 

contents  to  you. 

This  material  has  been  prepared  specifically  for  you  by  the  Fixed  Income  Trading 
Department  and  is  not  the  product  of  Fixed  Income  Research.  We  are  not  soliciting  any 
action  based  upon  this  material.  Opinions  expressed  are  our  present  opinions  only.  The 
material  is  based  upon  information  which  we  consider  reliable,  but  we  do  not  represent 
that  it  is  accurate  or  complete,  and  it  should  not  be  relied  upon  as  such.  Certain 
transactions,  including  those  involving  futures,  options  and  high  yield  securities,  give 
rise  to  substantial  risk  and  are  not  suitable  for  all  investors.  We,  or  persons  involved 
in  the  preparation  or  issuance  of  this  material,  may  from  time  to  time,  have  long  or  short 
positions  in,  and  buy  or  sell,  the  securities,  futures,  options  or  other  instruments  and 
investments  identical  with  or  related  to  those  mentioned  herein.  Goldman  Sachs  does  not 
provide  accounting,  tax  or  legal  advice;  such  matters  should  be  discussed  with  your 
advisors  and  or  counsel.  In  addition,  we  mutually  agree  that,  subject  to  applicable  law, 
you  may  disclose  any  and  all  aspects  of  this  material  that  are  necessary  to  support  any 
U.S.  federal  income  tax  benefits,  without  Goldman  Sachs  imposing  any  limitation  of  any 
kind.  This  material  has  been  issued  by  Goldman,  Sachs  &  Co.  and  has  been  approved  by 
Goldman  Sachs  International,  which  is  regulated  by  The  Financial  Services  Authority,  in 
connection  with  its  distribution  in  the  United  Kingdom  and  by  Goldman  Sachs  Canada  in 
connection  with  its  distribution  in  Canada.   Further  information  on  any  of  the  securities, 
futures  or  options  mentioned  in  this  material  may  be  obtained  upon  request  and  for  this 
purpose  persons  in  Italy  should  contact  Goldman  Sachs  S.I.M.  S.p.A.  in  Milan,  or  at  its 
London  branch  office  at  133  Fleet  Street. 

This  material  does  not  evidence  or  memorialize  any  agreement  or  legally  binding 
commitment  between  any  parties  and  does  not  constitute  a  contract  or  commitment  to  provide 
any  financing  or  underwriting.  Any  financing  or  underwriting  is  subject  in  all  respects  to 
internal  credit  approval  at  Goldman  Sachs,  and  is  subject  to,  among  other  things,  the 
completion  of  documentation  in  form  and  substance  satisfactory  to  Goldman  Sachs. 
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From: 

Sent: 

To: 

Cc: 

Subject: 

Attachments: 


Bash-Polley,  Stacy 

Thursday,  August  02,  2007  3:30  PM 

Montag,  Tom;  Mullen,  Donald;  Schwartz,  Harvey;  Sparks,  Daniel  L 

Brafman,  Lester  R 

Marks  Summary 

FW:  NYL  mark  issue  ;  FW:  TWOLF  0701  A2s;  Fw:  GSAA  NIMs;  Marks 


=W:  NYL  mark  issue  FW:  TWOLF  0701      Fw:  GSAA  NIMs  Marks 

Ws  Below  are  select  client  issues  that  have 

come  up  related  to  marks  -  A  lot  of  info..  Here  is  the  bottom  line  -sounds  like  we  were 
sticking  out  much  more  before  July  month  end 

-  still  the  lowest  -but  the  gap  has  narrowed  -some  clients  would  prefer  a  bid/offer  vs  us 
using  bid  side  as  the  Mark,  (we  should  discuss  further  -other  dealers  are  impllying  marks 
to  be  used  as  different  spots-  ie  some  midmkt/some  where  they  see  value/some  bid  levels   - 
so  not  all  "apples  to  apples" 
-still  collecting  more  data-  but  today's  move  should  narrow  gap  further 

clrTyle-^imberwolf  A2 .   See  attached  for  mark  history.  Client  and  sales/trading  have  had 
several  discussions  throught  marking  process  abt  how  we  come  up  with  number..  Without 
usinq  any  model  discussions  (ie  used  tabx/abx  and  underlying  cdo  markets  as  reference).. 
They  have  not  agreed  with  our  process  and  recently  asked  other  dealers  to  analyze-say 
that  we  are  off  significantly  from  where  other  dealers  are  modeling  this.   (of  course  they 
didn't  comment  when  asked  where  other  dealers  would  bid  the  bonds) ..   We  are  following  up 
Ttoday)  with  all  call  -  where  Elisha  will  ask  a  bit  more  abt  their  methdology  for  valuing 
bond  etc. 

S^rop1-'   We  took  their  mark  on  the  Fort  Denison  from  93.16  to  40.00  They  admit  the 
AAA  CDO  mkt  is  off  substantially  but  feel  that  this  particular  bond. .  Being  a  front 
cashflow  (shorter)  AAA  with  a  (3yr)  ave  life  would  perform  better  than  the  junior  AAA 

Meanwhile,  ^ftook  Hudson  Mezz  06-1A  AF  AAA  from  80.4  to  65.   They  would  like  our  thoughts 
as  to  why  Fort  Den  was  marked  down  so  much  more. 


The  Alt  A  marks  were  particularly  punitive..  «■■■■  Is  one  of  the  biggest  players  lower 
in  the  CAP  structure.  Our  offerings  are  still  10-20  points  higher  than  the  marks.  Look  at 

financing,  «■»  said  our  HC  on  single  A  Nim  (GSAMP  2006-HE8  NIM)  (25%-our  desk  wanted 
to  do  it  at  35%,  maybe  50%  in  two  weeks)  were  by  far  the  most  onerous . of  all  dealers. 
(15-2  0%)  It  is  simply  the  reality  check  of  the  market  that  people  are  not  used  to. 


Our  biggest  issue  has  been  with 


and! 


marks  over  the  course  of  July  for 


7/6/07 
95.2 
87.3 
They  bought  AAA  cdos 


7/16/07      7/24/07      7/27/07  7/31/07 

95           70           70  45 

87    .    .  .80          75  45 

They  have  communicated  to  sales  that  GS  is  by  far  an 


SiH   Xy  will  never  be  able  to  buy  another  cdo  from  us  based  on  their  lack  of 
confidence  in  understanding  how  we  are  coming  up  with  marks.  This  disucssion  was  tabled- 
un?il  they  saw  the  month  end  marks  others  have  provided.  See  attached  for  color  on  current 
situation  wrt  July  month  end  (bottom  line-  others  caught  up  but  we  stick  out) 
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issues  with  their  CDO  ma 

other  dealers  were  marking  similar  po 
to  markets,  so  when  we  send  levels  fo 

marks,  however  they  claim  that  the  ma 
not  the  bond  will  actually  suffer  los 
in  the  market  right  now.  They  have  s 
marks:  1)  based  on  where  that  dealer 
based  on  where  the  bonds  were  trade  i 
a  fair  statement  as  to  the  intrinsic 


rks .   Said  we  were  many  many  points  behind  where 
sitions.   The  triggers  ■■■■■  are  based  on  mark 
<r   their  CDO  positions,  it  actually  impacts  M 
■HI   They  understand  that  we  are  providing  bid-side 
rks  are  not  actual  objective  valuations  of  whether  or 
ses,  but  rather  a  reflection  of  the  lack  of  liquidity 
tated  that  other  dealers  have  provided  two  sets  of 
would  actually  bid  those  bonds  for  positions  and  2) 
f  the  market  were  currently  not  "broken",  so  more  of 
value  of  those  bonds. 


-were  surprised  at  how  low  marks  were  on  their 
our  marks  later  today)  -one  mark  on  a  ""*   — " 
would  be  gone  by  summer  "08  . 


'positions..  (GS  submitting 
deal  essentially  implied  cash  flow 


(Nicole  Martin)  ,_,.«. 

Grevwolf—  see  attached.  Client  traded  them  away  at  a  much  better  price 

OH*  in  discussion  on  a  few  sub  pes  of  Subprime  deals  that  we  partnered  on  in  06.  I  am 
calling  partner  there  to  discuss. 


•  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 
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From-  Winkelried,  Jon  (EO  85B30) 

Sent-  Thursday,  August  02,  2007  8:12  AM 

To.  "  Schwartz,  Harvey;  Montag,  Tom;  Broderick,  Craig;  Mullen,  Donald 

Cc:  Cornacchia,  Thomas 

Subject:  RE:  Aig  collateral  call 

Wasn't  aware  but  one  thing  we're  not  going  to  do  is  compromise  on  what  we  think  the  right 
marks  are  and  our  margin  process. 

Original  Message 

From:  Schwartz,  Harvey 

Sent:  Thursday,  August  02,  2007  7:21  AM 

To:  Montag,  Tom;  Broderick,  Craig;  Mullen,  Donald 

Cc:  Cornacchia,  Thomas;  Winkelried,  Jon 

Subject:  Fw:  Aig  collateral  call 

Fyi 

Also  cc  winks... just  in  case  cassano  reaches  out  to  him  direct 

Sent  from  my  BlackBerry  Wireless  Handheld 

Original  Message  

From:  Aliredha,  Yusuf 

To:  Schwartz,  Harvey 

Sent:  Thu  Aug  02  06:49:55  2007 

Subject:  FW:  Aig  collateral  call 

I  hope  you  are  aware  of  this?   I  was  not.   Looking  into  it  now. 

Original  Message 

From:  Wright,  Neil 

qent.  Thursday,  Auqust  02,  2007  10: 44  AM 

To.    SunSaram^Ram^Davilman,  Andrew;  Sparks,  Daniel  L;  Salame,  Pablo;  Sherwood,  Michael  S 

Cc:  Aliredha,  Yusuf 
Subject:  Aig  collateral  call 

I  am  on  vacation  but  was  called  this  morning  by  andrew  forster.  Jo  Cassano  (ceo  of  aig  fp) 
•is  Tivid  about  the  collateral  call  we  have  made  on  aig  fp  this  week  relating  largely. to 
the  super  senior  they  have  written  with  us  on  subprime  rmbs  cdo's.    We  are  the  only 
dealer  to  have  made  such  a  call  and  they  disagree  our  marks  and  our  process   which  they 
say  under  contract  they  have  the  right  to  obtain  and  use  third  party  marks  xn  a  dispute 
situation. 

Jo  Cassano  wants  to  come  round  and  see  Woody  today  about  the  issue  and  they  are 
threatening  to  stop  dealing  with  us  across  the  board  unless  this  is  resolved  today.  I 
Sn't  know  who  is  around/ contactable  but  we  need  to  sort  this  out  and  get  Woody  or  Pablo 
on  the  phone  with  joe  cassano  today  pis. 

Ram  are  you  co-ordinating  this?  Can  you  arrange  a  conf  call? 

©  Copvriqht  2007  The  Goldman  Sachs  Group,  Inc.  All  rights  reserved. 

This  message  may  contain  information  that  is  confidential  or  privileged.  If  you  are  not 
the  intended  recipient,  please  advise  the  sender  immediately  and  delete  this  ™essage. 
See  http://www.gs.com/disclaimer/email  for  further  information  on  confidentiality  and  the 
risks  inherent  in  electronic  communication.  See  http://www.gs.com/disclaimer/email- 
salesandtrading.html  for  important  risk  disclosure,  conflicts  of  interest  and  other  terms 
and  conditions  relating  to  the  e-mail  and  your  reliance  on  information  contained  in  it. 
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Derivative  Collateral  Dispute  Summary 

October  30,  2007 
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Summary  Breakdown  (in  minions) 


%™ 


*  Overall  dispute  numbers  adjusted  with  more  recent  information  when  available  and  material. 
Mortgage  dispute  numbers  have  been  estimated. 


Prioritized  disputes 

45% 

2,920 

2,255 

77% 

Additional  disputes  in  the  top  15 

35% 

2,267 

1,149 

51% 

Subtotal  top  15 

79% 

5,187 

3,404 

66% 

All  other  counterparties 

21% 

1,353 

893 

66% 

Total 

100% 

6,540 

4,297 

66% 
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Prioritized  Disputes  (mmimons) 


miimmmM 


imiiiiiiiiiHHHiimiiiiinHtyMWiiHiiiiiiiiiiHninnpm 


AIG  FINANCIAL  PRODUCTS  CORP 


MORGAN  STANLEY  CAPITAL 
SERVICES  INC. 


1 00%  AIG  dispute  is  on  their  long  $1 6B  super  senior  position.  Business  refreshing  levels  after  recent  market  moves, 
resulting  in  substantially  higher  margin  calls.  Senior  mgmt  to  post  client  prior  to  actual  updated  client  call.  We 
anticipate  that  recent  mark  downs  at  ML  will  help  alleviate  the  dispute. 

74%         Primary  variance  attributable  to  2  super  senior  trades  ($1 .8B  Quadrant  and  $1 ,2B  Hudson  Mezz)  for  a  difference 
of$908M.  MS  is  currently  posting  S454M  (1/2  of  the  difference  on  the  2  trades).  Numerous  conversations  have 
taken  place  with  traders  and  product  controllers.  For  the  quadrant  trade,  we  have  taken  them  through  our 
marking  methodology  and  shown  them  a  trade  in  the  exact  structure  with  recent  quotes  for  the  same.  They  are 
choosing  to  ignore  all  of  this  information  based  on  size  ve  trade  (they  think  $60M  trade  tells  them  nothing  about 
$1 .8B  trade).  We  have  offered  to  trade  in  the  oontext  of  our  marks  and  they  have  declined. 


540 


23% 


Primarily  attributable  to  CDO  Mezz  CDS  (difference  of  $75M  on  10  trades)  and  one  correlation  trade  MHM 
(■■■■■B   Historical  issue  that  tends  to  reduce  over  time.  Traders  to  get  back  on  the  phone  with  client 
A  large  portion  of  the  remaining  non  mortgage  dispute  appears  to  be  related  to  other  credit  derivatives. 
Operations  will  have  a  list  of  the  top  10  shortly. 


361  67%        Current  differences  relate  to  ^(B»HB  and  CDO  CDS  ($54M).(^p§eystems1io  issues  with  pricing. 

Historically,  they  have  remarked  closer  to  our  levels.  Recent  calls  to  their  risk  mgmt  head  have  gone 
unanswered.  The  matter  hae  been  escalated  to  thaMMHmp-.  He  is  supposed  to  give  us  a  contact  on  their 
side  to  work  through  the  issue. 

455  92%        Primarily  attributable  to  t^BMaMb  and  ABX  Index  ($1 05M)  JHHM  acknowledged  having  difficultly 

marking  their  book  on  a  regular  basis.  Historically  they  have  remarked  closer  to  our  levels.  The  original  trader  is 
no  longer  dHR-  The  matter  has  been  escalated  to  their  head  of  product  control.  Our  existing  contact  (CDO 
business  mgr)  has  indicated  that  they  will  be  marking  their  book  for  October  month  end  and  expects  that  they  will 
come  substantially  more  in  line.   He  was  not  able  to  provide  a  trading  contract  for  the  position  at  this  time. 
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Additional  Disputes  in  the  Top  Fifteen  (inmmionsi 


mum miHHiiuuMiiiimwmBHiiiiiifliniBffli 

is  make  our  reconciliation  efforts  more  challenging.  Recent  discussions  between  operations  and 


ABN  AMRO  BANK  N.V. 


BEAR  STEARNS  CREDIT  PRODUCTS 
NC. 


384 

253 

171 

152 
144 

135 

117 
80 


131 


87% 


36 

14% 

77 

45% 

51 

33% 

84 

58% 

54 

40% 

5 

4% 

70 

88% 

product  controllers  have  uncovered  many  flaws  on  their  side.  Recent  mortgage  variance  Is  primarily  on  J 
We  have  a  good  contact  tB  HI  and  should  be  able  to  get  some  traction  now  that  their  quarter 

announcement  is  over. 

^■■kintermediating  on  the  majority  of  these  trades.  Many  transactions  within  bid/offer.  CDO  mezzanine  and 
high  grade  deals.  Mortgage  trading  desk  is  sending  over  revised  levels  on  a  regular  basis.  The  balance  of  the 
non  mortgage  dispute  is  related  to  credit  Operations  will  have  a  list  of  the  top  1 0  later  today. 

ABN  dispute  is  on  long  $3  billion  of  super  senior  CDO.  Most  trades  within  bid/offer.  The  expectation  being 
$900mm  ABACUS  078-AC1  v2  off  approximately  20  pts  ($180mm).  Trader  to  discuss  with  client  again. 

Minimal  differences  related  to  mortgages.    Balance  of  the  dispute  is  equity  and  credit  derivatives.  Operations  will 
have  a  list  of  the  top  1 0  today. 

HHB  tends  to  lag  the  market  and  come  closer  in  line  when  markets  settle.  Expected  to  be  within  bid/offer  for 
month  end. 

Down  to  no  dispute  overall. 
Estimated  to  be  down  to  within  bid/offer. 
Incorporated  mBcomITien^  above. 

Have  not  historically  been  a  sizable  issue.    Operations  currently  researching  the  dispute. 

GS  has  offered  to  trade  with  them  and  they  have  declined  and  remarked, 
active  in  the  market 


Did  not  appear  to  be 
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From: 
Sent: 
To: 
Cc: 

Subject: 


Swenson,  Michael 

Wednesday,  July  25,  2007  7:41  PM 

Kao,  Kevin  J.;  Jha,  Arbind  „    „  . 

Turok,  Michael;  Lehman,  David  A.;  Birnbaum,  Josh;  McAndrew,  Thomas  R.;  Pnmer,  Jeremy; 

Gao,  Renyuan 
Re:  Cash  bonds 


Kevin  - 

Thank  you 

Original  Message  

From:  Kao,  Kevin  J. 

Cc!  Turok^Michael;  Swenson,  Michael;  Lehman,  David  A. ;  Birnbaum,  Josh;  McAndrew,  Thomas 
R.  ;  Primer,  Jeremy;  Gao,  Renyuan 
Sent:  Wed  Jul  25  19:38:48  2007 
Subject:  RE:  Cash  bonds 

Arbind  -  ABS  cash  bond  durations  are  from  Intex.  So  as  long  as  the  cash  bonds  are  marked 
appropriately  the  spreads  and  durations  should  get  reflected  accordingly. 

I  will  also  watch  the  jobs  closely  tonight.  Thanks. 

Original  Message 

From:  Jha,  Arbind 

Sent:  Wednesday,  July  25,  2007  7:11  PM 

Cc:  Krok^MJchael;  Swenson,  Michael;  Lehman,  David  A.  ;  Birnbaum,  Josh;  McAndrew,  Thomas 
R. ;  Primer,  Jeremy;  Gao,  Renyuan 
Subject:  Cash  bonds 

Given' the  huge  changes  in  marks  today,  we  expect  Mortgage  Trading  VaR  to  shoot  through  the 
roof  if  we  do  not  reflect  mark/spread  changes  correctly  on  the  cash  ABS  and  DO  bonds  in 
the  risk  feed  tonite.  Please  let  us  know  if  we  perceive  this  to  a  maDor  problem  tomorrow. 
Thanks, 
Arbind 
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From: 
Sent: 
To: 
Subject: 


Sparks,  Daniel  L 

Sunday,  July  29,  2007  10:19  PM 

Montag,  Tom 

RE:  Problem 


We  are  in  an  absolute  war  -  been  that  way  for  awhile.  We  probably  should  have  taken  more 
time  to  put  through  the  CDO  monster  remark  and  check  it/ filter  it  all  the  way  through.  But 
we  rushed  it  because  of  Basis  and  a  desire  to  protect  ourselves  against  counter-parties. 

Original  Message 

From:  Montag,  Tom 

Sent:  Sunday,  July  29,  2007  10:05  PM 

To:  Wiesel,  Elisha;  Sparks,  Daniel  L 

Cc:  Mullen,  Donald 

Subject:  Re:  Problem 

Why  no  problems  before  on  marking?   What  procedures  caught  it  before? 

Original  Message  

From:  Wiesel,  Elisha 

To:  Sparks,  Daniel  L;  Cohn,  Gary  (EO  85B30) ;  Mullen,  Donald;  Montag,  Tom;  Lee,  Brian-J  (FI 

Controllers);  McMahon,  Bill;  Smith,  Sarah;  Avanessians,  Armen 

Cc:  Viniar,  David 

Sent:  Sun  Jul  29  21:58:43  2007 

Subject:  RE:  Problem 

Slightly  more  color  around  Dan's  message  below: 

There  are  two  standard  ways  in  which  ABS  CDO  positions  are  currently  marked.   Either  it's 
a  cash  bond,  and  the  traders  mark  the  price  in  M5,  or  it's  a  CDS,  and  the  traders  mark  the 
CDS  CDO  price  in  SecDb.   The  system  booking  issue  we're  experiencing  is  because  Hout  Bay 
was  booked  using  a  different  mechanism  from  either  of  these  two  ways. 

Trade  #1:  When  the  Hout  Bay  mezz  tranche  was  sold,  GS  bought  back  the  risk  in  total  return 
swap  form.   The  trade  was  booked  using  a  3rd  approach  which  is  not  widely  used  by  the 
secondary  desk.   This  approach  was  to  create  an  underlying  CDS-style  credit  market  to 
represent  Hout  Bay  Mezz,  and  to  then  book  a  generic  TRS  against  that  market  in  SecDb. 

Trade  #2:  GS  then  did  another  trade,  which  was  to  buy  protection  on  the  top  2/3  of  the 
mezzanine  tranche,  further  tranching  the  position.   This  3rd-order  tranche  trade  was 
booked  using  the  ABACUS  tradable,  which  applies  a  SecDb-based  model  to  an  underlying.   The 
underlying  was  specified  as  a  CDS  CDO  (rather  than  the  TRS  actually  used  to  book  Hout  Bay 
Mezz) .   So  this  means  we  now  had  two  things  in  SecDb  representing  the  same  total  return 
swap  —  (a)  a  standard  CDS  CDO  which  the  desk  marked  as  part  of  it's  usual  sweep,  which 
informed  the  model-based  value  of  the  protection  purchase,  and  (b)  a  credit  market  to  mark 
the  TRS. 

When  CDS  CDOs  (but  not  the  TRS)  were  re-marked  in  last  week's  sweep,  pnl  noise  was  created 
as  Trade  #2 ' s  value  changed,  but  Trade  #l's  was  not. 

Original  Message 

From:  Sparks,  Daniel  L 

Sent:  Sunday,  July  29,  2007  9:10  PM 

To:  Cohn,  Gary  (EO  85B30);  Mullen,  Donald;  Montag,  Tom;  Lee,  Brian-J  (FI  Controllers); 

McMahon,  Bill;  Wiesel,  Elisha;  Smith,  Sarah 

Cc:  Viniar,  David 

Subject:  RE:  Problem 

Booked  through  TAP  into  secDB,  but  one  leg  of  position  is  TROR  swap  format  and  one  is  in 
CDS  format. 
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Traders  are  responsible  to  get  it  marked  correctly  and  are  working  with  right  people  to 
fix  systematically  going  forward. 

Original  Message 

From:  Conn,  Gary  (EO  85B30) 

Sent:  Sunday,  July  29,  2007  9:01  PM 

To:  Sparks,  Daniel  L;  Mullen,  Donald;  Montag,  Tom;  Lee,  Brian-J  (FI  Controllers);  McMahon, 

Bill;  Wiesel,  Elisha;  Smith,  Sarah 

Cc:  Viniar,  David 

Subject:  Re:  Problem 

What  system  are  they  in 

Original  Message  

From:  Sparks,  Daniel  L 

To:  Mullen,  Donald;  Montag,  Tom;  Lee,  Brian-J;  McMahon,  Bill;  Wiesel,  Elisha;  Smith,  Sarah 

Cc:  Viniar,  David;  Conn,  Gary 

Sent:  Sun  Jul  29  20:59:01  2007 

Subject:  RE:  Problem 

Our  CDO  trading  team  is.  This  week  has  had  significant  moves  in  CDOs,  especially  super- 
seniors,  and  activity  has  been  crazy.  We  missed  this  position,  and  the  form  it's  in  and 
the  systems  issues  we  have  make  it  challenging. 

We're  working  hard  to  trade  in  this  market  and  manage  the  position  -  and  the  team  had  a 
very  good  week. 

That  doesn't  mean  this  error  is  acceptable,  but  we  found  it  within  a  few  days  of  the 
massive  adjustment. 

We  are  working  to  make  the  system  better. 

Original  Message 

From:  Mullen,  Donald 

Sent:  Sunday,  July  29,  2007  8:26  PM 

To:  Sparks,  Daniel  L;  Montag,  Tom;  Lee,  Brian-J  (FI  Controllers);  McMahon,  Bill;  Wiesel, 

Elisha;  Smith,  Sarah 

Cc:  Viniar,  David;  Cohn,  Gary  (EO  85B30) 

Subject:  Re:  Problem 

We  clearly  need  to  have  a  stale  mark  report.  Who  was  responsible  to  mark  this? 


Original  Message  

From:  Sparks,  Daniel  L 

To:  Montag,  Tom;  Mullen,  Donald;  Lee,  Brian-J  (FI  Controllers);  McMahon,  Bill;  Wiesel, 

Elisha;  Smith,  Sarah 

Cc:  Viniar,  David;  Cohn,  Gary  (EO  85B30) 

Sent:  Sun  Jul  29  19:54:23  2007 

Subject:  RE:  Problem 

It's  2  positions:  long  $1.275BB,  short  $825mm.  Net  long  is  $450mm. 

We're  looking  into  the  history  on  AIG  mark  Yes,  mark  had  not  been  updated  this  month-We 

don't  have  a  stale  mark  report  CDO  origination  book 

Original  Message 

From:  Montag,  Tom 

Sent:  Sunday,  July  29,  2007  7:42  PM 

To:  Sparks,  Daniel  L;  Mullen,  Donald;  Lee,  Brian-J  (FI  Controllers);  McMahon,  Bill; 

Wiesel,  Elisha;  Smith,  Sarah 

Cc:  Viniar,  David;  Cohn,  Gary  (EO  85B30) 

Subject:  Re:  Problem 
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Its  a  1.2  billion  dollar  position?   Is  that  correct?   How  have  we  been  marking 

AIG  ?   Both  controllers  and  the  desk  hadn't  looked  at  it  all  month?  Wouldn't  there  be  a 

report  of  large  positions  where  marks  hadn't  changed.   Whose  book  was  it  in? 

Original  Message  

From:  Sparks,  Daniel  L 

To:  Mullen,  Donald;  Montag,  Tom;  Lee,  Brian-J  (FI  Controllers);  McMahon,  Bill;  Wiesel, 

Elisha;  Smith,  Sarah 

Cc:  Viniar,  David;  Cohn,  Gary  (EO  85B30) 

Sent:  Sun  Jul  29  18:49:48  2007 

Subject:  Problem 

One  large  synthetic  position  has  not  been  marked  since  last  month  and  has  not  been  flowing 
through  the  position  system,  and  the  problem  is  large  with  the  dramatic  remark  we  made 
this  week  to  CDOs .  The  trading  team  scrubbed  everything  this  weekend  with  controllers  and 
strat,  and  found  this  -  Hout  Bay  1  super  senior  (roughly  $1.2BB  off  a  CDO  of  AA-ish  paper 
done  in  March  2006  and  without  much  CD0A2)  .  It's  funded  with  another  counterparty,  and  AIG 
wrote  credit  protection  on  the  top  65%,  GS  has  the  remaining  35%  credit  risk),  and  a  mark 
of  25  points  needs  to  go  through.  There  are  various  causes  for  our  mistake  (none  good), 
but  the  form  of  the  trade  had  a  lot  to  do  with  it. 

That's  about  $100mm  loss  that  we  need  to  take. 

The  team  has  gone  through  everything  else  and  does  not  feel  there  is  anything  else  like 
this  not  feeding  through,  although  there  is  a   $50mm  senior  pic  swap  the  needs  to  be. 
better  analyzed  in  light  of  the  market. 


We 


can  either  put  it  in  the  estimate  Monday,  or  put  it  in  Friday  as  a  large  variance. 


I'd  rather  I  posted  you  live,  but  I  just  got  the  information  and  wanted  to  post  this  group 
quickly  with  month-end. 

I'm  around  tonight  203-972-1346  or  in  the  morning  2-2914. 


f 
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From:  Sparks,  Daniel  L 

Sent:  Sunday,  July  29,  2007  9:28  PM 

To:  Mullen,  Donald 

Subject:  RE:  Problem 

He's  overseeing  cmbs,  correlation  and  cdo ' s .  There  are  responsible  line  people  in  each. 
There  is  a  systems  issue  in  how  this  was  evaluated  that  when  corrected  will  prevent  this . 
We  made  massive  mark  adjustments  this  week,  pushed  them  through  because  of  basis  and 
counterparty  exposure,  and  probably  should  have  waited  to  work  through  everything. - 

Original  Message 

From:  Mullen,  Donald 

Sent:  Sunday,  July  29,  2007  9:23  PM 

To:  Sparks,  Daniel  L 

Subject:  Re:  Problem 

I  am  sympathetic  to  his  scheduke  but  this  can't  happen,  what  exactly  is  he  naking  markets 


in? 


Original  Message ; 

From:  Sparks,  Daniel  L 

To:  Mullen,  Donald 

Sent:  Sun  Jul  29  21:19:33  2007 

Subject:  RE:  Problem 

Lehman,  it  is  in  retained  cdo  position 

Original  Message 

From:  Mullen,  Donald 

Sent:  Sunday,  July  29,  2007  9:14  PM 

To:  Sparks,  Daniel  L 

Subject:  Re:  Problem 

Who  is  the  single  person  responsible  to  mark  egol?  And  is  it  in  his  pnl? 


Original  Message  

From:  Sparks,  Daniel  L 

To:  Conn,  Gary  (EO  85B30) ;  Mullen,  Donald;  Montag,  Tom;  Lee,  Brian-J  (FI  Controllers); 

McMahon,  Bill;  Wiesel,  Elisha;  Smith,  Sarah 

Cc:  Viniar,  David 

Sent:  Sun  Jul  29  21:10:19  2007 

Subject:  RE:  Problem 

Booked  through  TAP  into  secDB,  but  one  leg  of  position  is  TROR  swap  format  and  one  is  in 

Traders^are  responsible  to  get  it  marked  correctly  and  are  working  with  right  people  to 
fix  systematically  going  forward. 

Original  Message 

From:  Cohn,  Gary  (EO  85B30) 

?rSparks:yDanieS:  ^MuSn^onald;  Montag,  Tom;  Lee,  Brian-J  (FI  Controllers,;  McMahon, 
Bill;  Wiesel,  Elisha;  Smith,  Sarah 
Cc:  Viniar,  David 
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Subject:  Re:  Problem 

What  system  are  they  in 

Original  Message  

From:  Sparks,  Daniel  L 

To:  Mullen,  Donald;  Montag,  Tom;  Lee,  Brian-j;  McMahon,  Bill;  Wiesel,  Elisha;  Smith,  Sarah 

Cc:  Viniar,  David;  Cohn,  Gary 

Sent:  Sun  Jul  29  20:59:01  2007 

Subject:  RE:  Problem 

Our  CDO  trading  team  is.  This  week  has  had  significant  moves  in  CDOs,  especially  super- 
seniors,  and  activity  has  been  crazy.  We  missed  this  position,  and  the  form  it's  in  and 
the  systems  issues  we  have  make  it  challenging. 

We're  working  hard  to  trade  in  this  market  and  manage  the  position  -  and  the  team  had  a 
very  good  week. 

That  doesn't  mean  this  error  is  acceptable,  but  we  found  it  within  a  few  days  of  the 
massive  adjustment. 

We  are  working  to  make  the  system  better. 

Original  Message 

From:  Mullen,  Donald 

Sent:  Sunday,  July  29,  2007  8:26  PM 

To:  Sparks,  Daniel  L;  Montag,  Tom;  Lee,  Brian-J  (FI  Controllers);  McMahon,  Bill;  Wiesel, 

Elisha;  Smith,  Sarah 

Cc:  Viniar,  David;  Cohn,  Gary  (EO  85B30) 

Subject:  Re:  Problem 

We  clearly  need  to  have  a  stale  mark  report.  Who  was  responsible  to  mark  this? 


Original  Message  

From:  Sparks,  Daniel  L 

To:  Montag,  Tom;  Mullen,  Donald;  Lee,  Brian-J  (FI  Controllers);  McMahon,  Bill;  Wiesel, 

Elisha;  Smith,  Sarah 

Cc:  Viniar,  David;  Cohn,  Gary  (EO  85B30) 
Sent:  Sun  Jul  29  19:54:23  2007 
Subject:  RE:  Problem 

It's  2  positions:  long  $1.275BB,  short  $825mm.  Net  long  is  $450mm. 

We're  looking  into  the  history  on  AIG  mark  Yes,  mark  had  not  been  updated  this  month  We 

don't  have  a  stale  mark  report  CDO  origination  book 

Original  Message 

From:  Montag,  Tom 

Sent:  Sunday,  July  29,  2007  7:42  PM 

To:  Sparks,  Daniel  L;  Mullen,  Donald;  Lee,  Brian-J  (FI  Controllers);  McMahon,  Bill; 

Wiesel,  Elisha;  Smith,  Sarah 

Cc:  Viniar,  David;  Cohn,  Gary  (EO  85B30) 

Subject:  Re:  Problem 

Its  a  1.2  billion  dollar  position?   Is  that  correct?   How  have  we  been  marking 

AIG  ?    Both  controllers  and  the  desk  hadn't  looked  at  it  all  month?   Wouldn't  there  be. a  _    . 

report  of  large  positions  where  marks  hadn't  changed.   Whose  book  was  it  in? 

Original  Message  

From:  Sparks,  Daniel  L 

To:  Mullen,  Donald;  Montag,  Tom;  Lee,  Brian-J  (FI  Controllers);  McMahon,  Bill;  Wiesel, 

Elisha;  Smith,  Sarah 

Cc:  Viniar,  David;  Cohn,  Gary  (EO  85B30) 

2 

b     -.' 
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Sent:  Sun  Jul  29  18:49:48  2007 
Subject:  Problem 

One  large  synthetic  position  has  not  been  marked  since  last  month  and  has  not  been  flowing 
through  the  position  system,  and  the  problem  is  large  with  the  dramatic  remark  we  made 
this  week  to  CDOs .  The  trading  team  scrubbed  everything  this  weekend  with  controllers  and 
strat,  and  found  this  -  Hout  Bay  1  super  senior  (roughly  $1.2BB  off  a  CDO  of  AA-ish  paper 
done  in  March  2006  and  without  much  CDOA2) .  It's  funded  with  another  counterparty,  and  AIG 
wrote  credit  protection  on  the  top  65%,  GS  has  the  remaining  35%  credit  risk),  and  a  mark 
of. 25  points  needs  to  go  through.  There  are  various  causes  for  our  mistake  (none  good), 
but  the  form  of  the  trade  had  a  lot  to  do  with  it. 

That's  about  $  100mm  loss  that  we  need  to  take. 

The  team  has  gone  through  everything  else  and  does  not  feel  there  is  anything  else  like 
this  not  feeding  through,  although  there  is  a   $50mm  senior  pic  swap  the  needs  to  be 
better  analyzed  in  light  of  the  market. 

We  can  either  put  it  in  the  estimate  Monday,  or  put  it  in  Friday  as  a  large  variance. 

I'd  rather  I  posted  you  live,  but  I  just  got  the  information  and  wanted  to  post  this  group 
quickly  with  month-end. 

I'm  around  tonight  203-972-1346  or  in  the  morning  2-2914. 
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From:  McHugh,  John 

Sent:  Friday,  July  1 3,  2007  11:11  PM 

To:  Swenson,  Michael;  Lehman,  David  A. 

Cc:  Sparks,  Daniel  L 

Subject:  RE:  Talking  Points  Needed  for  Gary  Conn 

Attachments:  PMD  speaking  notes  July  2007  for  Gary  Cohn.doc 

Talking  points  pasted  below  and  attached... pis  review 


■  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Market  Commentary 

•  Subprime  mortgage  market  continues  to  be  dislocated  and  illiquid 

•  spreads  tightened  from  March-May  for  technical  reasons  (supply  &  short  covering) 

•  Increases  in  delinquencies,  slower  prepayment  speeds  and  interest  rates  rising  continued  to  weigh  on  the  market  in 
the  face  of  weaker  housing  prices 

•  BSAM  &  other  hedge  fund  managers  (most  recently  Basis  Capital)  announced  they  were  halting  fund  redemptions 
and/or  liquidating  holdings,  with  some  likely  to  fail 

•  Rating  agencies  announced  a  series  of  downgrades  and/or  securities  placed  on  negative  watch.  Agencies  also 
adopted  significant  changes  in  rating  and  surveillance  methodologies  using  more  punitive  stress  assumptions  which 
will  result  in  more  aggressive  downgrade  actions  on  existing  deals  and  require  greater  credit  enhancement  on  new 
deals. 

•  ABX  prices  dropped  dramatically  in  reaction  with  new  issue  residential  and  CDO  prices  following  suit.  At  Dec  3 1 , 
2006,  ABX  06-2  BBB-  synthetics  tranche  was  trading  at  $95,  it  bottomed  at  $53  on  July  13,  2007 


Subprime  loan  &  securitization  commentary: 

•  Industry  wide,  subprime  loan  origination  is  down  40%  in  2007  and  headed  lower 

•  7  of  the  top  10  subprime  lenders  in  '06  are  either  out  of  business  or  have  changed  ownership 

•  Subprime  loan  bids  began  to  stabilize  in  the  mid- 102s  in  late  May  and  early  June  as  dealers  bid  more  aggressively  to 
feed  inventory  into  their  securitization  platforms  but  have  since  fallen  more  than  a  point  in  the  face  of  worse 
fundamentals 

•  Spread  volatility  returned,  loan  and  new  issue  pricing  has  come  under  pressure  with  dealers  having  particular 
difficulty  placing  lower  rated  securities 

•  Goldman's  subprime  loan  purchases  were  less  than  $50mm  for  April  and  May,  but  in  June  we  were  successful  in 
bidding  on  a  $lbn  subprime  loan  package  from  HSBC  (seasoned  loans  ('05  production)  so  has  some  HPA  embedded 
and  strong  payment  histories) 

•  More  stringent  due  diligence  procedures  resulted  in  lower  pull-through  rates,  reduced  market  share  and  pushback 
from  originators,  but  results  are  difficult  to  argue  against 

•  CDO  securitization  market  is  coming  to  a  standstill,  GS  has  zero  in  warehouse 

•  Non-prime  loan  inventory  is  currently  at  $3bn,  down  from  $12bn  at  fiscal  year-end 

•  Warehouse  secured  lending  in  this  space  has  been  reduced  from  just  under  $lbn  at  fiscal  year-end  to  $50mm 
currently 
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($mm's) 
Loan  Inventory: 

Subprime 

Alt  A 

S&D 

2nds 

Resi  Warehouse 

CDO  Warehouse 
Retained  CDO  Bonds 

ABX0B-2BBB- dollar  price 


07/01/06 


5,525 

5,683 

827 

865 

852 

8,245 
200 

99 


11/25X36 

6,200 

3,333 

768 

1,505 

848 

5,720 
360 

98 


05/15/07 


156 

1,897 

665 

62 

51 

1,740 
4,570 

76 
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Current 

1,175 

1599 

643 

57 

53 

2530 
53 


•      ABX  06-2  and  07-1  series  hit  all-time  lows  of  53  and  49,  respectively,  on  July  13th 


Original  Message 

From:  Sparks,  Daniel  L 

Sent:  Friday,  July  13,  2007  7:37  PM 

To:  White,  Eileen  (EO  85B30);  Scherr,  Stephen  (IB  NYP48);  Hickey,  Steve;  Lehman,  David  A.;  Swenson,  Michael;  McHugh,  John 

Cc:  Black,  Jennifer  (IB  NYP48);  Jannetti,  Eileen;  Bellcour,  Dominique  (Dew Ann);  Lipnick,  Allison  (EO  85B30) 

Subject:  Re:  Talking  Points  Needed  for  Gary  Cohn 

John,  please  update  what  you  had  prepared  for  montag  -  shoot  it  by  swenson  and  lehman,  and  address  below 

Original  Message 

From:  White,  Eileen  (EO  85B30) 

To:  Scherr,  Stephen  (IB  NYP48);  Sparks,  Daniel  L;  Hickey,  Steve 

Cc:  Black,  Jennifer  (IB  NYP48);  Jannetti,  Eileen;  Bellcour,  Dominique  (Dew Ann);  Lipnick,  Allison  (EO  85B30) 

Sent:  Fri  Jul  13  16:28:04  2007 

Subject:  Talking  Points  Needed  for  Gary  Cohn 

All, 

Lloyd  has  asked  Gary  to  provide  a  5-minute  update  on  credit  markets  at  the  Monthly  Partner  Meeting  this  Tuesday,  July  17th. 

Would  you  be  able  to  provide  talking  points  for  Gary?  I  would  be  grateful  if  you  might  be  able  to  forward  to  me.as  soon  as  possible. 
(Gary  is  traveling  to  Asia.) 

Sorry  for  the  last-minute  request;  this  was  just  put  on  the  agenda. 

Best. 
Eileen 


Goldman,  Sachs  &  Co. 

85  Broad  Street  I  30th  Floor  I  New  York,  NY  1 10004 

Tel  212  902  1163  I  Fax  212  902  5445 

email:  Eileen.White@GS.com 

Eileen  M.  White  Goldman 

Managing  Director  Sachs 

Office  of  the  Chairman 
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From: 
Sent: 
To: 
Subject: 


Blankfein,  Lloyd  (EO  85B30) 

Tuesday,  July  31 ,  2007  6:55  PM 

Montag,  Tom 

Re:  Mortgage  Derivative  Collateral  Disputes  -  7/31  Update  (COB  7/27  marks) 


Make  sure  they  prioritize  weaker  credits  where  our  risk  is  hh  j-saf.p.ni  rrn 

Redacted  by  the  Permanent 
Subcommittee  on  Investigations 

Original  Message 

From:  Montag,  Tom 

To:  Blankfein,  Lloyd 

Sent:  Tue  Jul  31  18:52:53  2007 

Subject:  Fw:  Mortgage  Derivative  Collateral  Disputes  -  7/31  Update  (COB  7/27  marks) 

7  billion  of  collateral  disputes ! ! !  . 

Original  Message  

From:  Simpson,  Michael 

To:  Viniar,  David;  Montag,  Tom;  Mullen,  Donald;  Sparks,  Daniel  L;  Smith,  Sarah;  Lee, 

Brian-J  (FI  Controllers);  Broderick,  Craig;  Rapfogel,  Alan;  Vince,  Robin 

Cc:  O'Connor,  Gavin;  Armstrong,  Phil;  Kane,  Nicola;  Brafman,  Lester  R 

Sent:  Tue  Jul  31  18:51:04  2007 

Subject:  Mortgage  Derivative  Collateral  Disputes  -  7/31  Update  (COB  7/27  marks) 


Over  the  past  week  the  market  has  experienced  continued  volatility.   As  a  result,  there 

were  a  significant  number  of  mark  updates. 

The  overall  derivative  collateral  dispute  amount  is  now  $7.0  billion. 

The  following  reflects  a  high  level  reconciliation  from  our  last  update: 

Comments 


Date  Amount  (in  billions) 

7/24 

GS  calls 


7/31 

GS  calls 


3.0 

(0.9) 
1.2 
3.7 
7.0 


Previous  total  derivative  dispute  level  on 

Resolved  disputes 

New  disputes 

Net  increase  in  previous  disputes 

Current  total  derivative  dispute  level  on 


The  following  table  represents  the  10  largest  disputes  and  their  respective 
increases/decreases  since  our  last  update.   All. numbers  are  in  millions. 


Risk  Party   Current  Dispute    Inc/ (Dec) 

AIG  FINANCIAL  PRODUCTS  CORP 

CANADIAN  IMPERIAL  BANK  OF  COMMERCE. . . 

CALYON  .  .  .  gg 

UBS  AG.  .  .  WKB 

MORGAN  STANLEY  CAPITAL  SERVICES  INC. 

.118 
IXIS  CORPORATE  &  INVESTMENT  BANK 
DEUTSCHE  BANK  AKTIENGESELLSCHAFT . . . 
ABN  AMRO  BANK  N.V. . . . 
SOCIETE  GENERALE. . . 

CITIBANK,  N.A. ...  ■ 

Sub-Total  on  Top  10  disputes 


1,891 


215 


4,855 


1,770 


348 


161 


3,665 


The  team  is  focused  on  all  of  these.   The  bulk  of  the  disputes  have  detailed 
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reconciliations  as  of  COB  7/27  and  we  are  in  the  process  of  reaching  out  to  each  of  the 
counterparties. 

We  will  update  this  distribution  as  we  make  progress. 

If  there  are  any  question,  please  contact  me  directly. 
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From: 
Sent: 
To: 
Subject: 


Lehman,  David  A. 

Tuesday,  August  28,  2007  9:37  AM 

Sparks,  Daniel  L 

RE:  Mark  changes  which  are  greater  than  5%  /  greater  than  1 0% 


Original  Message 

From:  Sparks,  Daniel  L 

Sent:  Tuesday,  August  28,  2007  8:44  AM 

To:  Lehman,  David  A. 

Subject:  Re:  Mark  changes  which  are  greater  than  5%  /  greater  than  10% 

Yes  -  say  I  reviewed  and  am  ok,  and  show  him  and  ask  for  sign  off  from  him 

Original  Message  

From:  Lehman,  David  A. 

To:  Sparks,  Daniel  L 

Sent:  Tue  Aug  28  07:28:52  2007 

Subject:  RE:  Mark  changes  which  are  greater  than  5%  /  greater  than  10% 

Do  you  want  me  to  reach  out  to  Don  on  the  greater  than  10%  ones? 


-  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


From:        Sparks,  Daniel  L 

Sent:  Monday,  August  27,  2007  11:30  PM 

To:    Lehman,  David  A. 

Subject:     RE:  Mark  changes  which  are  greater  than  5%  /  greater  than  101! 

I  got  your  v-mail  and  I'm  fine 


From:       Lehman,  David  A. 

Sent:  Monday,  August  27,  2007  6:44  PM 

To:    Sparks,  Daniel  L 

Subject:     Mark  changes  which  are' greater  than  5%  /  greater  than  10* 

RMBS  Mark  changes  which  are  greater  than  5% 


Description   Price  Chg   client 


LBMLT  2005 
GSR  2005 
GSAMP  2007 
GSAMP  2006 
GSAMP  2006 
GSAMP  07 
GSAA.  2005 
GSAA  2006 
GSR  2005 


(5.0) 
(8.0) 
(8.0) 
(9.0) 
(8.0) 
(9.0) 
(9.5) 
(9.0) 
(7.0) 


boc  beijing 

boc  beijing 

CCB  CN 

bochk 

boc  beijing 

bochk 

boc  beijing 

boc  beijing 

boc  beijing 
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LBMLT  2006 
GSAA  2006 
GSAA  2006- 
GSAMP  2006 
GSAMP  2006 
GSAMP  2 00 6-' 
FNR  05 
GSR  2005- 
GSAA  2006- 
GSAA  2006- 
FFML  2005- 
CBASS  2006 
GSAMP  2006 
GSAMP  2006 
GSAMP  200 6-j 
CBASS  2006 
GSAA  2007- 
RFMS2  2006 
GSAMP  2005 
LBMLT  2006 
NCHET  2006 
GSAA  2006 
GSAMP  2006 


5.7 

(35) 

(22) 

(20) 

(20) 

(15) 

(13) 

(12) 

10 

10 

15 

15 

(5) 

(5) 

(5) 

5 

7 


(7.0)       boc  beijing 
CCB  CN 
boc  beijing 
(5.5)       boc  beijing 
(5.5)      boc  beijing 
(5.0)      boc  beijing 

Chunghwa  Post 

State  Street 

Axon  Financial 

Calyon  ABS 

Hong  Kong  ME 

Aladdin  Capital 

Swiss  Re 

E-SEC  Lending 

*UBS  3 

Delaware 

FSA 

AIG  (ME) 

ACA 

Hong  Kong  ME 

HK  Daily 

Hong  Kong  ME 

AIG  (ME) 
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RMBS  Mark  changes  which  are  greater  than  10* 


Description 
LBMLT  2006- 
GSAMP  2006 
CWL  06 
MSHEL  2006 
CWL  06-W 
CARR  2006-1 
GSAMP  2006 
GSAMP  2006 
WFHET  06-1 
INDX  2005 
LBMLT  2005 
GSR  06 
GSAA  2006 
RALI  2006 
INDX  2005 
GSAA  2006 
MABS  2005 
INDX  2005 
GSAA  2006 
GSAA  2005 
BSABS  2005 
GSAA  2006 


Price 


Chg 

client 

(19) 

boc  beijing 

(20) 

boc  beijing 

(18) 

ICBC  China 

(15) 

ICBC  China 

(14) 

ICBC  China 

(14) 

ICBC  China 

)  (12 

ICBC  China 

(12) 

ICBC  China 

(10) 

ICBC  China 

(17) 

uob  asset  mgrtit 

(15) 

boc  beijing 

(17) 

uob  asset  mgmt 

(17) 

CCB  CN 

(16) 

boc  beijing 

(12) 

uob  asset  mgmt 

(13) 

CCB  CN 

(13) 

ICBC  China 

(12) 

uob  asset  mgmt 

(11) 

boc  beijing 

(12) 

CCB  CN 

(10) 

ICBC  China 

(10) 

boc  beijing 

CDO  mark  changes  (5  and  lOpts) 


Description 
ADROC  2005 
ADROC  2005 
CAMBR  7A  (0| 
FORTD   2007 


CLIENT       Pre  Chg 
HongKong     (10.0) 
Winchester         (5.0) 
CIBC         (5.0) 

CIBC         (5.0) 


ABACUS  mark  changes  (5  and  10  pts) 
ABAC  2006-10A  J   Win  Cap    (lOpts) 
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From: 

Sparks,  Daniel  L 

Sent: 

Thursday,  June  21,  2007  7:53  AM 

To: 

Brafman,  Lester  R 

Subject: 

Re:  Repo 

Kind  of  stunning  -  but  we  are  hearing  it 


Original  Message  

From:  Brafman,  Lester  R 

To:  Sparks,  Daniel  L 

Sent:  Thu  Jun  21  07:51:13  2007 

Subject:  Re:  Repo 


Would  have  thot  that  bsam  event  would  provide  reasonable  explanation  as  to  why  our  marking 
and  haircuts  r  ok 


Sent  from  my  BlackBerry  Wireless  Handheld 

Original  Message  

From:  Sparks,  Daniel  L 

To:  Mullen,  Donald;  Lehman,  David  A. ;  Gasvoda,  Kevin;  Swenson,  Michael;  Brafman,  Lester  R 

Sent:  Thu  Jun  21  07:46:50  2007 

Subject:  Re:  Repo 

There  are  a  few  positions  where  repo  either  feels  a  put  was  agreed  to  or  the  department 
actually  has  agreed  to  it.  Whether  we  do  it  or  money  mkts  does  it  -  the  firm  still  has  it 
and  we  need  to  be  diligent  on  marks  and  haircuts.  We  also  finance  people  in  the  warehouse 
business  -  notably  basis  and  cbass  who  we  have  been  margin  calling  (appropriately)  a  fair 
amount  lately. 

For  very  important  trades,  we  should  consider  it.  Kevin,  can  you  circulate  the  list  of 
bonds  to  this  group. 

Also,  sales  is  making  significant  noise  about  gs  notable  conservatism  in  marking  and 
haircuts . 


Original  Message  

From:  Mullen,  Donald 

To:  Lehman,  David  A. ;  Sparks,  Daniel  L;  Gasvoda,  Kevin;  Swenson,  Michael;  Brafman,  Lester 

R 

Sent:    Thu   Jun   21    07:37:52    2007 

Subject:    Re:    Repo 

We    should  discuss.    Wjat   kind   of   cdo? 


Original  Message   

From:    Lehman,    David  A. 

To:    Sparks,    Daniel   L;    Mullen,    Donald;    Gasvoda,    Kevin;    Swenson,    Michael;    Brafman,    Lester   R 

Sent:    Thu  Jun   21   07:23:01   2007 

Subject:    Repo 

Yesterday  we    asked   the    repo   desk   to    finance   a   CDO  position   that   we   were   looking   to   sell    to 
a   client.      While   the   trade  with   the   client   did  not  happen,    the    repo   desk  would  have  wanted 
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the  mortgage  department  to  write  a  "put"  on  the  CDO  bonds  where  we  would  own  the  bonds  @ 
the  mark  price  minus  the  haircut  in  the  event  the  bonds  went  south  and  the  risk  was  put 
back  to  GS. 

I  know  this  issue  has  come  up  in  the  past  but  we  should  discuss. 


Goldman,  Sachs  &  Co. 

85  Broad  Street   I   New  York,  NY  10004 

Tel:  212-902-2927   |   Fax:  212-493-9681   I   Mob:  917- 

e-mail:  david.lehman@gs.com 

Goldman 
Sachs 

David  Lehman 

Fixed  Income,  Currency  &  Commodities 


.=  Redacted  by  the  Permanent 
subcommittee  on  Investigat 


tent        I 
igations  I 


Disclaimer: 

This  material  has  been  prepared  specifically  for  you  by  the  Goldman  Sachs  Fixed  Income 
Structured  Product  Group  (SPG)  Trading  Desk  and  is  not  the  product  of  Fixed  Income 
Research.  We  are  not  soliciting  any  action  based  upon  this  material.  Opinions  expressed 
are  our  present  opinions  only.   The  material  is  based  upon  public  information  which  we 
consider  reliable,  but  we  do  not  represent  that  it  is  accurate  or  complete,  and  it  should 
not  be  relied  upon  as  such.  Additionally,  the  material  is  based  on  certain  factors  and 
assumptions  as  the  SPG  Trading  Desk  may  in  its  absolute  discretion  have  considered 
appropriate.  There  can  be  no  assurance  that  these  factors  and  assumptions  are  accurate  or 
complete,  that  estimated  returns  or  projections  can  be  realized,  or  that  actual  returns  or 
results  will  not  be  materially  different  than  those  presented.  Certain  transactions, 
including  those  involving  ABS,  CMBS,  and  CDOs,  may  give  rise  to  substantial  risk  and  are 
not  suitable  for  all  investors.  The  SPG  Trading  Desk  may  have  accumulated  long  or  short 
positions  in,  and  buy  or  sell,  the  securities  that  are  the  basis  of  this  analysis.  The  SPG 
Trading  Desk  does  not  undertake  any  obligation  to  update  this  material. 
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From: 

Sent: 

To: 

Cc: 
Subject: 


Deng,  Daniel 

Monday,  May  21 ,  2007  9:39  PM 

Chaudhary,  Omar;  Chin,  Edwin;  Swenson,  Michael;  Gasvoda,  Kevin;  Lehman,  David  A.;  Lee, 

Jay 

Yang,  Zhenyu;  Shao,  Wenbo;  Deng,  Daniel 

RE:  Mark  to  market  prices 


Dear  comrades,  thanks  vm  for  help  on  this...  cheers 

Original  Message 

From:  Chaudhary,  Omar 

Sent:  Tuesday,  May  22,  2007  9:38  AM 

To:  Deng,  Daniel;  Chin,  Edwin;  Swenson,  Michael;  Gasvoda,  Kevin;  Lehman,  David  A. ;  Lee, 

Jay 

Cc:  Yang,  Zhenyu;  Shao,  Wenbo 

Subject:  RE:  Mark  to  market  prices 

Will  send  to  you  in  a  second  via  FICC-opps 

Original  Message 

From:  Deng,  Daniel 

Sent:  Tuesday,  May  22,  2007  10:35  AM 

To:  Chin,  Edwin;  Swenson,  Michael;  Gasvoda,  Kevin;  Lehman,  David  A. ;  Lee,  Jay;  Chaudhary, 

Omar 

Cc:  Yang,  Zhenyu;  Shao,  Wenbo;  Deng,  Daniel 

Subject:  RE:  Mark  to  market  prices 


Thanks  vm  for  the  efforts  and  we  do  appreciate.  Will  make  sure  client  understand  we  made 
great  effort  here. 

And  Cud  u  pis  show  indicative  MTM  price  for  the  following  bonds  as  well? 

NCHET  06 

GSAMP  06 

GSAMP  06 

CBASS  06 

GSAMP  06 


thanks 


-  =  Redacted  by  the  Permanent 
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Original  Message 

From:  Chin,  Edwin 

Sent:  Tuesday,  May  22,  2007  7:40  AM 

To:  Deng,  Daniel;  Swenson,  Michael;  Gasvoda,  Kevin;  Lehman,  David  A. ;  Lee,  Jay;  Chaudhary, 

Omar 

Cc:  Yang,  Zhenyu;  Shao,  Wenbo 

Subject:  RE:  Mark  to  market  prices  , 

After  much  discussion  internally,  we  will  improve  our  bid  to  98-00  given  the  market  color 
we  have  observed  in  the  past  two  days.  ■  The  markdown  was  mostly  a  reaction  to  the  rating 
agency  downgrade  and  partly  reflected  the  illiquidity  of  the  position,  but  upon  further 
analysis  we  have  gotten  more  comfortable  with  the  risk  position  and  agree  it  should  be 
marked  at  a  higher  price.  However,  we  reserve  the  right  to  revisit  the  valuation  for 
month-end  upon  the  full  release  of  the  May  trustee  report. 

Original  Message 

From:  Deng,  Daniel 

Sent:  Monday,  May  21,  2007  11:58  AM 


Confidential  Treatment  Requested  by  Goldr 


Permanent  Subcommittee  on  Investigations 

Wall  Street  &  The  Financial  Crisis 

ReportFootnote#2164 


•Hi  I 

■is  I 


r 

GSMBS-E-0 11 068490 


Footnote  Exhibits  -Page  4120 

To:  Chin,  Edwin;  Swenson,  Michael;  Gasvoda,  Kevin;  Lehman,  David  A. ;  Lee,  Jay;  Chaudhary, 

Omar 

Cc:  Yang,  Zhenyu;  Deng,  Daniel;  Shao,  Wenbo 

Subject:  Fw:  Mark  to  market  prices 

Pis  see  below  request  from  BOC  HK.  We  understand  it  s  tough  time  for  ABS  trading,  but  as 
BOC  HK  is  one  of  the  key  supporters  for  our  ABS  new  business  in  the  past,  especially  it 
bought  second  lien  stuff  mostly  from  GS  with  the  belief  that  we  have  best  asset/risk 
management  in  this  area,  can  we  try  our  best  to  show  "  better  "  indicative  prices  for 
them?  As  u  can  see  in  the  the  message  below,  client  is  under  pressure  of  being  questioned 
that  they  bought  something  looks  really  bad.  I  think  we  are  not  asking  off  the  market 
price  for  them,  but  for  a  AAA  bond  with  half  year  AVL,  we  showed  a  price  of  LBMLT  06  A  Al 
as  of  95-00,  it  turns  to  be  a  spread  of  1025  at  25  cpr,  this  is  something  hard  for  client 
to  believe...  It  s  hard  time  for  both  ABS  investors  and  trading  desk  now,  but  for 
reputation  and  long  run  business  relationship,  we  would  like  you  to  take  these  request 
seriously,  we  need  them  to  think  of  GS  as  the  best  firm,  and  we  need  them  to  be  our  best 
client  when  next  biz  boom  comes...  Once  again,  we  understand  that  market  risk  is  always 
the  key  issue  for  trading  desk,  but  PLS  try  to  do  something  possible  to  make  sure  clients 
won't  dissapointed  on  us  when  comparing  us  with  our  competitors.   We  discussed  with  Jay 
Lee  and  Omar  on  this,  and  also  shared  the  key  points  with  client  this  morning,  seems 
client  is  still  unhappy  with  our  explanation. . .  We  would  highly  appreciate  if  a  slightly 
aggressive  price  can  be  showed  from  trading  desk.  At. least  we  can  tell  client  that  we 
tried  our  best  we  can  for  them  in  current  market  circumstance.   Thanks  vm  and  pis  let  us 
know  how  we  can  solve  this  more  constructively. . .        China  team 


Original  Message  

From:  Yang,  Zhenyu 

To:  Deng,  Daniel 

Sent:  Mon  May  21  23:06:48  2007 

Subject:  FW:  Mark  to  market  prices 

Hi  Zhenyu, 

According  to  the  instruction  from  our  management,  please  kindly  provide  the  following  mark 
to  market  prices  for  our  2nd  lien  holdings  (all  GS  as  lead  mgr)  : 


1 


NCHET  06 

GSAMP  06-Bi  I =  Redacted  by  the  Permanent 

Cbass  06^^^^  I  Subcommittee  on  Investigations 

GSAMP  06 


For  the  bid  quote  of  LBMLT  06-A  Al  your  trader  gave  us  earlier  today,  can  you  also  ask  for 
the  2-way  bid-ask  price  for  our  reference? 

Thanks  and  regards . 


This  is  not  a  solicitation  and  does  not  take  into  account  the  investment  objectives  of 
individual  clients.  Prepared  based  upon  info  believed  reliable.  GS  does  not  represent  that 
this  material  is  accurate/complete/up  to  date  and  accepts  no  liability  if  it  is  not.  Views 
contained  are  solely  those  of  the  sender.  GS  and  its  affiliates,  including  persons 
involved  in  the  preparation/issuance  of  this  material,  may  have  positions  in,  and  buy/sell 
the  securities/derivatives  thereof,  of  companies  mentioned  in  this  material.  GS  PRICING  IS 
PROPRIETARY;  YOU  AGREE  NOT  TO  DISCLOSE  &  WE  RELY  ON  THAT  AGREEMENT  WHEN  FURNISHING  (FULL 
TERMS:  www.gs.com/disclaimer/pricinginfo). 
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From-  Lehman,  David  A. 

Sent-  Monday,  August  06,  2007  1 1 :25  AM 

To:  Lee,  Jay;  Creed,  Christopher  J;  Williams,  Geoffrey 

Cc:  Chaudhary,  Omar 

Subject:  RE:  Tokyo  Star 

If  we  have  not  traded  TWOLF  or  PTPLS  recently  (which  we  have  not...),  I  think  it  makes  the  most  sense  for  us  to  speak 
to  the  underlying  portfolio  moves.  We  have  seen  several  "A"  CDOs  which  back  either  deal  trade  since  the  past  month. 

I  think  it  is  important  to  point  out  that  while  our  prices  are  actionable  levels  where  they  can  buy/sell  a  specific  amount  if 
risk  other  dealers  do  not  price  that  way .  In  fact,  we  have  been  told  by  other  accounts  that  other  dealer's  pr.ces  are  not 
even  indicative  of  the  market 

We  cannot  put  this  on  paper  -  It  concerns  me  that  they  want  something  specifically  in  writing 


From:  Lee,  Jay 

Sent:  Monday,  August  06,  2007  1 1 :  18  AM 

To:  Lehman,  David  A.;  Creed,  Christopher  J;  Williams,  Geoffrey 

Cc:  Chaudhary,  Omar 

Subject:  RE:  Tokyo  Star 

Hm    If  we  have  trade  spots  to  point  to,  that's  probably  fine.  However,  if  we  just  say  "it's  the  market  price,  here's  our 
bid  for  protection,  step  up  or  clam  up",  that  will  lead  to  a  response  along  this  vein: 

1)  Assuming  Twolf  itself  hasn't  traded  recently  and  there  are  not  markets  on  the  security  itself,  what  is  the  last  CDO* 

IwtfaSracteristics  do  we  focus  on  when  comparing  Twolf  to  the  more  transparent  bond  (eg.  1 the .number  of 
underlying  CDO's  that  have  "tight  triggers",  the  number  of  underlyers  on  the  downgrade  list  and  in  risk  of  PIKing, 
market  value  coverage,  attachment/detachment  points,  etc),  and  „morl,ot  ^wo 

3)  Why  do  the  other  dealers  all  have  higher  marks  on  their  CDO*2  if  rt's  something  as  s.mple  as  market  price  ? 


From:  Lehman,  David  A. 

Sent:  Tuesday,  August  07,  2007  12:05  AM 

To:  Lee,  Jay;  Creed,  Christopher  J;  Williams,  Geoffrey 

Cc:  Chaudhary,  Omar 

Subject:  RE:  Tokyo  Star 

Our  marking  policy  is  a  market  price  (bid  and/or  offer)  -  We  do  not  have  a  written  methodology  for  pricing  and 
we  should  tell  them  that 


From:  Lee,  Jay 

Sent:  Monday,  August  06,  2007  10:09  AM 

To:  creed,  Christopher  J;  Lehman,  David  A.;  Williams,  Geoffrey 

Cc:  Chaudhary,  Omar 

Subject:  RE:  Tokyo  Star 


I  can  ask,  but  I  think  other  dealers  have  actually  provided  writeups  on  the  specifics  of  the  CDOA2,  instead  of 

general  terms  .    ,  „ 

We  can  ask  for  the  general  level  of  their  marks  from  other  dealers  as  well 


From:  Creed,  Christopher  J 

Sent:  Monday,  August  06,  2007  11:07  PM 

To:  Lee,  Jay;  Lehman,  David  A.;  Williams,  Geoffrey 

Cc:  Chaudhary,  Omar 

Subject:  RE:  Tokyo  Star 
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Will  they  share  w/  us  the  written  material  given  to  them  by  the  other  banks? 
What  about  the  marks? 


From:  Lee,  Jay 

Sent:  Monday,  August  06,  2007  10:07  AM 

To:  Lehman,  David  A.;  Creed,  Christopher  J;  Williams,  Geoffrey;  ficc-spcdo 

Cc:  Chaudhary,  Omar;  Sugioka,  Hirotaka 

Subject:  FW:  Tokyo  Star 

FYI,  Tokyo  Star  Bank  continues  to  put  a  lot  of  pressure  on  us  for  something  written  on  pricing 
methodology.  They  say  they  need  something  by  Tuesday  NYC  COB,  because  they  have  a  meeting  on 
Wednesday  morning  with  management. 

We  have  made  it  clear  that  we  cannot  provide  anything  specifically  related  to  Timberwolf  or  Point 
Pleasant,  and  that  we  can  only  provide  methodology  in  general  terms.  We  offered  a  conference  call . 
where  we  have  the  freedom  to  discuss  the  marks  more  specifically,  but  they  insist  that  they  need 
something  written  to  show  to  their  management  when  they  provide  their  marks.  They  also  say  that  other 
dealers  have  already  sent  information  on  their  pricing  methodology,  and  their  marks  are  higher  despite 
lower  ratings. 


From:  Wada,  Koji  (FI) 

Sent:  Monday,  August  06,  2007  1 1 :  13  AM 

To:  Lee,  Jay;  Chaudhary,  Omar;  Sugioka,  Hirotaka 

Cc:  Ozawa,  Fumiko 

Subject:  Tokyo  Star 


I  talked  with  Mr.  Lee  today. 

I  proposed  conference  call  with  NY  traders  tomorrow  morning  but  he  denied  and  said  they  need  our 
answer  in  writing  first... 

Tokyo  Star  will  have  their  internal  meeting  with  management  side  on  this  Wednesday,  so  pis  push 
NY  traders  and  compliance  so  that  we  can  send  it  on  Wednesday  morning  Tokyo  time. 

FYI,  other  dealers  have  already  sent  their  pricing  methods  and  MTMs. 
Basically  the  prices  were  higher  than  ours  even  though  the  ratings  are  AA. 
That  is  why  they  need  our  pricing  method  information  as  soon  as  possible. 

I  totally  understand  that  this  request  is  special  and  difficult  for  us  to  answer  quickly  but  pis  do  your 
best. 

Regards, 

Koji  Wada 
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Prom1  Lehman,  David  A. 

Sent:'  Wednesday,  June  06,  2007  7:1 0  AM 

To-  '  Sugioka,  Hirotaka 

Su|,ject:  Re:  Point  Pleasant  marks  -  request  from  Tokyo  Star  Bank 

I  can  talk  abt  the  credit  tranches  if  need  be.   They  are  broadly  off  as  well,  as  one 
woulkd  expect. 


David  A.  Lehman 

Goldman,  Sachs  &  Co. 

85  Broad  Street   I   New  York,  NY  10004 

Tel:  212-902-2927   |   Fax:  212-902-1691   |   Mob:  917- 

e-mail :  david . lehmanSgs . com 


E-=  Redacted  by  the  Permanent        j 
Subcommittee  nn  Investigations  I 


Original  Message  

From:  Sugioka,  Hirotaka 

To:  Lehman,  David  A. 

Sent:  Wed  Jun  06  07:07:18  2007 

Subject:  RE:  Point  Pleasant  marks  -  request  from  Tokyo  Star  Bank 

Thanks 

Original  Message 

From:  Lehman,  David  A. 

Sent:  Wednesday,  June  06,  2007  8:05  PM 

To:  Sugioka,  Hirotaka 

Subject:  Re:  Point  Pleasant  marks  -  request  from  Tokyo  Star  Bank 

The  other  AAAs  perhaps,  I  thk  the  credit  bonds  are  too  subjective. 

The  A2s  were  around  93  in  April  and  91  in  May 

Let  me  know  if  this  is  enough 


David  A.  Lehman 

Goldman,  Sachs  &  Co. 

85  Broad  Street   I   New  York,  NY  10004 

Tel:  212-902-2927   |   Fax:  212-902-1691   |   Mob:  917' 

e-mail :  david . lehmanSgs . com 


Original  Message  

From:  Sugioka,  Hirotaka 

To:  Lehman,  David  A. 

Sent:  Wed  Jun  06  06:58:13  2007 

Subject:  RE:  Point  Pleasant  marks  -  request  from  Tokyo  Star  Bank  , 


c 
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Are  we  able  to  show  our  thoughts  on  market  levels  (April  end  and  May  end)  for  other 
tranches? 


Original  Message 

From:  Lehman,  David  A. 

Sent:  Wednesday,  June  06,  2007  7:55  PM 

To:  Sugioka,  Hirotaka 

Subject:  Re:  Point  Pleasant  marks  -  request  from  Tokyo  Star  Bank 


Let  me  know  if  u  need  anything  else 


•  =  Redacted  ;  »  the  Permanent 
Subcommittee  on  Investigations 


David  A.  Lehman 

Goldman,  Sachs  &  Co. 

85  Broad  Street   |   New  York,  NY  10004 

Tel:  212-902-2927   |   Fax:  212-902-1691 

e-mail :  david . lehman@gs . com 


Mob:  917-1 


Original  Message  

From:  Sugioka,  Hirotaka 

To:  Lehman,  David  A. 

Sent:  Wed  Jun  06  06:41:22  2007 

Subject:  RE:  Point  Pleasant  marks  -  request  from  Tokyo  Star  Bank 

Thanks 

Original  Message 

From:  Lehman,  David  A. 

Sent:  Wednesday,  June  06,  2007  7:40  PM 

To:  Sugioka,  Hirotaka;  Case,  Benjamin 

Cc:  Chaudhary,  Omar;  Lee,  Jay;  Bieber,  Matthew  G. 

Subject:  Re:  Point  Pleasant  marks  -  request  from  Tokyo  Star  Bank 

Verbal  only 

Want  to  give  them  our  thots  on  market  levels,  not  "marks" 

Ptpls  Als  were  valued  +/-  95  @  the  end  of  April  and  -/-  94  @  the  end  of  May. 
TWOLF,  this  bond  has  come  off  a  bit 


.similar  to 


David  A.  Lehman 

Goldman,  Sachs  &  Co. 

85  Broad  Street   I   New  York,  NY  10004 

Tel:  212-902-2927   |   Fax:  212-902-1691 

e-mail:  david.lehman@gs.com 


|   Mob:  917-1 


Original  Message  

From:  Sugioka,  Hirotaka 

To:  Case,  Benjamin 

Cc:  Chaudhary,  Omar;  Lee,  Jay;  Lehman,  David  A. ;  Bieber,  Matthew  G. 


{.,    L 
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Sent:  Wed  Jun  06  06:17:58  2007 

Subject:  Point  Pleasant  marks  -  request  from  Tokyo  Star  Bank 


Tokyo  Star  is  requesting  April-end  and  May-end  marks  on  Point  Pleasant. 
Can  you  please  provide  what  you  can  share? 

Thanks . 

Original  Message 

From:  Case,  Benjamin 

Sent:  Friday,  May  25,  2007  9:30  AM 

To: . Sugioka,  Hirotaka 

Cc:  Bieber,  Matthew  G.;  Chaudhary,  Omar;  Lee,  Jay;  Lehman,  David  A. 

Subject:  RE:  CDO  spread  request  from  Tokyo  Star  Bank 

Sugi, 

As  requested,  attached  is  a  list  of  CDO-squared  programs  in  the  market  over  the  past  few 
years,  along  with  the  Bloomberg  ticker  for  each  deal: 

Tricadia  CDO  -  TRIC  2003-1A,  TRIC  2004-2A,  TRIC  2005-3A,  TRIC  2005-4A,  TRIC  2006-5A,  TRIC- 
2006-6A,  TRIC  2006-7A,  TRIC  2007-8A  Zais  -  ZING  1A,  ZING  2A,  ZING  3A,  ZING  4A,  ZING  5A, 
ZING  6A,  ZING  7A,  ZING  8A,  ZING  9A  Porter  Square  -  PS  1A,  PS  2A,  PS  3A  Stockbridge  CDO  - 
STKB  2004-1A  Lenox  CDO  -  LNX  2005-1A  Class  V  Funding  -  CLSVF  2005-1A,  CLSVF  2006-2A,  CLSVF 
2007-3A  IMAC  CDO  -  IMACC  2006-1A,  IMACC  2007-2  Tahoma  CDO  -  THOM  2006-1A,  THOMA  2007-2A, 
THOM  2007-3A  Visage  CDO  -  VSGE  2006-1A,  VSGE  2006-2A  Centre  Square  -  CENTS  2006-1A 
Mantoloking  -  MANTO  2006-1A  Port  Jackson  -  PORTJ  2007-1A  Bantry  Bay  -  BANTR  2007-1A  Mars 
CDO  -  MARSC  2007-1A  Neo  CDO  -  NEOCD  2007-1A  Squared  CDO  -  SQRD.2007-1A 

Also,  here  are  the  April  month-end  marks  for  the  Timberwolf  Al  tranches  —  please  relay 
verbally  (only  the  valuations  team  is  allowed  to  send  valuations  externally  in  email 
form)  : 

TWOLF  2007-1A  A1A  100 

TWOLF  2007-1A  A1B  100 

TWOLF  2007-1A  A1C  99.7109375 

TWOLF  2007-1A  AID  99.69921875 
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From:      John.Nash@thomson.com 

Sent:       Tuesday,  November  20,  2007  9:1 0  AM 

Subject:  ABS:  Market  Tense  As  Goldman  Predicts  RMBS  CDO  Problems  To  Drag  On 

New  York,  November  20.  The  US  structured  finance  markets  remained  in  a  state  of  quasi  paralysis  with 
minimal  liquidity  and  poor  sentiment.  The  jitteriness  of  market  participants  was  escalated  by  a  report 
from  Goldman  Sachs  analysts  predicting  that  the  mortgage  markets  crisis  is  likely  to  drag  on  and  will 
have  serious  implications  for  a  significant  number  of  financial  institutions. 

"Write-downs  and  losses  will  continue  to  mount,  fueling  negative  investor  sentiment  and  keeping  (equity)  valuations 
under  pressure,"  said  William  Tanona,  Lori  Applebaum  and  other  GS  analysts  in  a  report  to  their  clients.  "Some 
companies  will  have  to  raise  capital,  others  will  have  preserve  capital,  and  managements  will  need  to  repair  some  seriously 
damaged  balance  sheets." 

Citing  the  problems  of  the  residential  mortgage  market  and  RMBS  CDOs,  Goldman  downgraded  Citigroup  to  SELL  and 
recommended  that  investors  avoid  mortgage  insurers  and  financial  guarantors.  The  GS  research  staff  estimated  that 
industry-wide  losses  reflecting  marking  down  of  values  in  subprime  mortgage  CDO"s  will  approach  $150  billion;  reflecting 
$i8bn  of  write-downs  by  financial  firms  for  2007.Q3;  $22bn  in  Q4  and  a  remaining  balance  of  $io8bn  in  additional  losses 
based  on  evaluations  of  current  market  prices. 

The  analysis  assumes  $221 .4bn  of  subprime  mortgage  CDO  exposure  across  the  gamut  of  financial  institutions:  $82.ibn 
for  US  brokers  plus  C,  JPM;  $68.ibn  financial  guarantors,  $35-9bn  non-life  insurers,  $23.4bn  US  banks,  $n.7bn  mtge 
insurers  and  $o.2bn  life  insurers. 

"The  patient  remains  in  the  hospital,"  quipped  a  portfolio  manager  for  a  major  buy-side  shop.  Asked  by  IFRmarkets  if  the 
ABS  CDO  sector  will  be  able  to  retool,  he  said:  "Sorry  to  say  that  the  CDO  market  is  dead."  The  ABX  indices  finished  lower 
as  market  participants  worried  that  the  negative  impact  of  the  subprime  debacle  will  be  widespread.  The  closely  followed 
[ABX  07-1  "BBB-"  389]  lost  8.6/32nds  to  $17-27+.  The  [ABX  06-2  "BBB-"  242]  declined  to.9/32nds  to  $17-16.  Elsewhere, 
the  [LCDX-9]  leveraged  loan  index  was  down  o.33pt  to  $9565,  raising  the  yield  by  ubp  to  355bp.  Qohn_Nash). 

John  Nash 

Senior  Analyst 
Thomson  IFR  -  ABS 

John.Nash@Thomson.com 
Phone  #  :  (646)  822  -  3575 


Confidential  Treatment  Requested  by  Goldmi 


G 

R^ortFootaotenU^^  GS  MBS-E-01 3782989 


Permanent  Subcommittee  on  Investigations  -  ,  r 

Wall  Street  &  The  Financial  Crisis 


Footnote  Exhibits  -  Page  4127 


From:      Lehman,  David  A. 
Sent:       Thursday,  June  21,2007  10:27  AM 
To:  Tourre,  Fabrice;  Gerst,  David 

Subject:  RE:  Post  on  ACA 

great  job  getting  this  done 


From:  Tourre,  Fabrice 

Sent:  Thursday,  June  21,  2007  9:46  AM 

To:  Sparks,  Daniel  L;  Cornacchia,  Thomas;  Bash-Polley,  Stacy;  Swenson,  Michael;  Lehman,  David  A. 

Cc:  ficc-mtgcorr-desk 

Subject:  Post  on  ACA 

We  are  buvinq  $5mm  10yr  CDS  protection  on  ACA  Financial  Guaranty  Corp,  monoline  supplement,  at  146bps. 
Thanks  to  Paul  Mutter  for  the  trade.  This  leaves  us  with  $2.7mm  of  3yr  ACA  CDS  exposure  following  the  large 
ABACUS  07-AC1  trade  we  executed  last  month. 


Goldman,  Sachs  &  Co. 

85  Broad  Street  |  26th  Floor  |  New  York,  NY  10004 
Tel:  212-902-5891  |  Fax:  212-493-0106  |  Cell:  91 7\ 
Email:  fabrice.tourre@gs.com 

Gaidm&n 
Fabrice  Tourre  Sacks 

Structured  Products  Group 


«  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


This  material  has  been  prepared  specifically  for  you  by  the  Fixed  Income  Trading  Department  and  is  not  the  product  of  Fixed  Income  Research^  We  are  not  sohcrting 
aw  a^b^u^SufmateriaTopiruons  expressed  are  our  present  opinions  only.  The  material  is  based  upon  mformation  which  we  consider  rehable,  but  we  do 
rj^n^nTaccurTo? compete,  and  hshould no. be relied upon  as  such.  Certain  transactions. including  those  mvolving  futures  options and ^gh ^yield 
se^uX  give  rise  ,o  substantial  risk  and  are  not  suitable  for  all  investors.  We,  or  persons  involved  in  the  preparation  or  issuance  of  ttus  ma  enal  may  fronr time  to 
"av;  long  »  short  positions  in,  and  buy  or  sell,  the  securities,  futures,  options  or  other  instruments  and  investments  identic*  with  or  rela  ed  to  those  MMri 
h^lGoltoL  Sachs  d«s  not  provide  accounting,  tax  or  legal  advice;  such  matters  should  be  discussed  with  your  adv.sors  and  or  counsel.  In  addition  we  mutually 
a^eTtha ^£  f  IS"  lalTou  ^disclose  any  and  all  aspects  of  mis  material  that  axe  necessary  to  support  any  U.S.  federd  income  tax  benefits  without 
Staa^Sa^s^Sa^  limitarion  of  any  kind.  This  material  has  been  issued  by  Goldman.  Sachs  &  Co.  and  has  been  approved  by  Goldman  Sachs  International 
wh1cTiTre«  bym  FiLTu^rvices  Authority,  in  connection  with  its  distribution  in  the  United  Kingdom  and  by  Goldman  Sachs  C^^a  ,n  connechon  w,th  its 
^butio^n  clada  Further  information  on  any  of  me  securities,  futures  or  options  mentioned lin  this  material  may  be  obtained  upon  revues,  and  for  dus  purpose 
persons  in  Italy  should  contact  Goldman  Sachs  S.IJV1.  S.pA.  in  Milan,  or  at  its  London  branch  office  at  133  Fleet  Street. 

This  material  does  not  evidence  or  memorialize  any  agreement  or  legally  binding  commitment  between  any  parties  and  does  not  constitute  a  contract  or  commitment  to 
Set linking £  Ideating  Any  financmgVunderwriting  is  subject  in  all  respects  to  internal  credit  approval  at  Goldman  Sachs,  and  is  subject  to.  among 
other  things,  the  completion  of  documentation  in  form  and  substance  satisfactory  to  Goldman  Sachs. 

This  message  may  contain  information  that  is  confidential  or  privileged.  If  you  are  not  the  intended  recipient  please  advise  the  sender  urunediately  and  delete  the 
message  SfeH  ""Wdisclaimeryeniail  for  further  information  on  confidentiality  and  the  risks  inherent  in  electronic  communication. 

©  Copyright  2006  The  Goldman  Sachs  Group,  Inc.  All  rights  reserved. 

See  hmJIsmLg^mmmMsmlm^m^mi^S&hm  for  important  risk  disclosure,  conflicts  of  interest  and  other  terms  and  conditions  relating  to , this  e-rnail 
L"  Z ^eZcTrmfoLtion  contained  in  it.  This  messaFe  may  contain  confidential  or  privileged  information.  If  you  are  not  the  intended  recip.en^e  adv.se  us 
Sate? ^dTlete Ts  message.  See  Mtr^www^  Wdisdaimer/email/  for  furdier  information  on  confidentiality  and  the  nsks  of  non-secure  electronic 
communication.  If  you  cannot  access  these  links,  please  notify  us  by  reply  message  and  we  will  send  the  contents  to  you. 
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From: 
Sent: 
To: 
Subject: 


Swenson,  Michael 

Friday,  April  27,  2007  3:58  PM 

Salem,  Deeb 

Re: 


Yes 

Original   Message   

From:    Salem,    Deeb 

To:    Swenson,    Michael 

Sent:    Fri  Apr   27    15:56:37    2007 

Subject:    RE: 

are  you  available? 

Original  Message 

From:  Swenson,  Michael 
Sent:  Friday,  April  27,  2007  3:55  PM 
To:  Salem,  Deeb;  Chin,  Edwin 
Subject:  Re: 

Was  that  today? 

Original  Message  

From:  Salem,  Deeb 

To:  Swenson,  Michael;  Chin,  Edwin 
Sent:  Fri  Apr  27  15:52:08  2007 
Subject:  RE: 

6  of  the  BB's  have  been  put  on  watch  or  downgraded  by  FITCH,  many  of  the  other  deals  such 
as  CWL  and  BSABS  are  not  rated  by  Fitch 

sail,  mabs,  lbmlt,  arsi,  svhe,  and  heats 


Original  Message 

From:  Swenson,  Michael 

Sent:  Friday,  April  27,  2007  3:48  PM 

To:  Salem,  Deeb;  Chin,  Edwin 

Subject: 

Is  this  true? 

. Original  Message 

From:  kadler@bloomberg.net  <kadler@bloomberg. net> 

To:  Swenson,  Michael 

Sent:  Fri  Apr  27  14:37:25  2007 

Subject:  IS  IT  TRUE  THAT  5  OUT  OF  20  DEALS  IN  ABX  06-1  HAVE  HAD  RATING  A 

IS  IT  TRUE  THAT  5  OUT  OF  20  DEALS  IN  ABX  06-1  HAVE  HAD  RATING  AC  TIONS  BY  FITCH? 
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From: 
Sent: 
To: 
Subject: 


Bieber,  Matthew  G. 

Tuesday,  July  10,  2007  10:14  PM 

RE:  INTERNAL  USE  ONLY:  GS  Cashflow/ABACUS  CDOs  Mentioned  in  S&P  Report  on 
CDO  Exposure  to  Subprime  RMBS 


Can  you  send  me  the  list  of  names  that  gets  you  to  35%? 


From: 

Sent: 

To: 

Cc: 

Subject: 


Lin,  Shelly 

Tuesday,  July  10,  2007  10:14  PM 

Sugioka,  Hirotaka 

Sfll\rrTwALnuSEeONLY:aGSeCashflow/ABACUS  CDOs  Mentioned  in  S&P  Report  on  CDO  Exposure  to  Subprime  RMBS 


Sugi  --  Verbal  only  for  now.  We  need  to  check  with  compliance  tomorrow  morning  if  they  really  want  the 
spreadsheet. 


From: 

Sent: 

To: 

Cc: 

Subject: 


Lin,  Shelly 

Tuesday,  July  10,  2007  9:31  PM 

Sugioka,  Hirotaka 

RE:  Ww^USE^NLY:  GS  Cashflow/ABACUS  CDOs  Mentioned  in  S&P  Report  on  CDO  Exposure  to  Subprime  RMBS 


INTERNAL  USE  ONLY 

TWolf  actually  has  closer  to  35%  exposure  to  the  list  of  CDOs  in  the  SP  Report. 

Pt.  Pleasant  has  around  21%. 

Please  see  the  attached  spreadsheets.  Do  not  forward  externally. 

«  File-  INTERNAL  ONLY  -  Timberwolf  Closing  Portfolio  -  SP  Exposure.xls  »  «  File:  INTERNAL  ONLY  Copy 
of  SP  exposure  -Point  Pleasant  2007-1  Warehouse  AssetsClosing.xls  » 


From: 
Sent: 
To: 
Subject: 


Sugioka,  Hirotaka 

Tuesday,  July  10,  2007  8:53  PM 

FW:  INTERNAL  USE  ONLY:  GS  Cashflow/ABACUS  CDOs  Mentioned  in  S&P  Report  on  CDO  Exposure  to  Subprime 
RMBS 


Found  a  new  version  on  the  web.  Can  you  use  this? 
«  File:  ArticlePDF.pdf  » 


Sugioka,  Hirotaka 

Wednesday,  July  11,  2007  9:39  AM 


From: 
Sent: 

T°:  ^w';  iisnERNAL  USE  ONLY:  GS  Cashflow/ABACUS  CDOs  Mentioned  in  S&P  Report  on  CDO  Exposure  to  Subprime 

RMBS 


Subject: 


Can  you  provide  the  lists  of  CDOs  (19%  of  Point  Pleasant  and  25%  of  Timberwolf  mentioned  below)? 


From:  Case,  Benjamin 

Sent:  Wednesday,  July  11,  2007  8: 13  AM 

To.  Maltezos,  George  (  GSJBW );  Harris,  Kate  (  GSJBW );  Rolleston,  Jeremy  (  GSJBW  ) 

Cc."  Lehman  David  A.;  Egol,  Jonathan;  Bieber,  Matthew  G.;  Chaudhary,  Omar;  Lee,  Jay;  Sugioka,  Hirotaka 

Subject:  FW:  INTERNAL  USE  ONLY:  GS  Cashflow/ABACUS  CDOs  Mentioned  in  S&P  Report  on  CDO  Exposure  to 

Subprime  RMBS 


INTERNAL  USE  ONLY 
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George, 


Below  are  some  talking  points  for  you  related  to  today's  price  movements  for  Basis.  Please  note  that 
the  price  moves  sent  to  Basis  (and  the  notes  below)  reflect  the  S&P  actions  that  were  announced  this 
morning,  but  did  not  take  into  account  the  Moody's  actions  that  were  announced  very  late  in  the  day 
here.  We  are  still  in  the  process  of  working  through  the  Moody's  actions. 

Point  Pleasant 

- 19%  of  the  total  portfolio  was  listed  in  the  attached  S&P  paper  as  having  "material  exposure"  to  the 
612  RMBS  that  S&P  placed  on  negative  credit  watch  today  (and  stated  on  a  conference  call  that  they 
would  be  downgraded  within  days).  If  a  portion  of  the  assets  with  material  exposure  PIK  (due  to  OC 
tests  failing  in  the  underlying  CDOs  from  the  RMBS  downgrades  and  resulting  OC  haircuts),  the 
Point  Pleasant  BBBs  will  be  shut  off  from  cashflow. 

Timberwolf 

-  Approximately  25%  of  the  total  portfolio  was  listed  in  the  attached  S&P  paper  as  having  "material 
exposure"  to  the  612  RMBS  that  S&P  placed  on  negative  credit  watch  today  (and  stated  on  a 
conference  call  that  they  would  be  downgraded  within  days). 

Fort  Denison 

- 17  RMBS  assets  (21%  of  the  overall  portfolio  and  43%  of  the  total  RMBS  component  of  the 
portfolio)  were  placed  on  negative  credit  watch  today.  In  addition,  10  CDO  assets  (10%  of  the 
overall  portfolio  and  23%  of  the  total  CDO  component  of  the  portfolio)  were  on  the  list  in  the  S&P 
paper.  Asset  downgrades  in  the  Fort  Denison  portfolio  cause  a  diversion  of  all  principal  proceeds 
and  a  portion  (approximately  40%)  of  excess  interest  proceeds  away  from  the  equity  to  amortize 
down  the  Class  C  Loan.  Depending  on  the  amount  of  principal  amortization  on  the  asset  portfolio  in 
each  period,  this  will  cause  an  overall  reduction  of  projected  payments  to  the  Fort  Denison  equity  by 
45-60%.  Additionally,  if/when  the  CDO  assets  in  the  portfolio  PIK  (due  to  OC  tests  failing  in  the 
underlying  CDOs  from  to  the  RMBS  downgrades  and  resulting  OC  haircuts),  that  will  cause 
additional  reduction  in  payments  that  will  be  borne  by  the  equity. 


Redacted  by  f  he 
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From: 
Sent: 
To: 
Cc: 


Subject: 

INTERNAL  USE  ONLY 


Egol,  Jonathan 

Tuesday,  July  10,  2007  10:46  AM 

ficc-mtgsales;  ficc-fisales;  ficc-creditsales 

Mullen,  Donald;  Sparks,  Daniel  L;  Brafman,  Lester  R;  Saunders,  Tim;  ficc-mtgcdstrat;  ficc-spgtrading; 

ficc-spcdo 

INTERNAL  USE  ONLY:  GS  Cashflow/ABACUS  CDOs  Mentioned  in  S&P  Report  on  CDO  Exposure  to 

Subprime  RMBS 


From  the  tape: 

*S&P  IS  REVIEWING  "GLOBAL  UNIVERSE"  OF  SUBPRIME  CDOS 
*S&P  SAYS  218  CDOS  HAVE  SUBPRIME  BONDS  THAT  MAY  BE  CUT 
*S&P  SAYS  168  RATED  CDOS  ARE  BACKED  BY  BBB  SUBPRIME  BONDS 

In  connection  with  today's  S&P  report  today  on  subprime  RMBS  criteria 
changes  and  associated  credit  review,  the  following  Goldman  Sachs  CDO 
transaction  have  been  flagged  by  S&P  as  having  exposure  to  subprime 
RMBS.  S&P  has  stated  that  is  reviewing  the  global  universe  of  CDOs  for 
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such  exposure.  Full  report  (PDF)  attached. 

<<  File:  ArticlePDF.pdf  >> 
Mezzanine  ABS  Cashflow  CDOs : 

•  Fortius  II 

•  Hudson  Mezz  I 

High  Grade  ABS  Cashflow  CDOs: 

•  GSC  ABS  Funding  2006-3g 

•  West  Coast  Funding  I 

ABACUS  Synthetic  ABS  CDOs: 

•  ABACUS  2006-11 

•  ABACUS  2006-14 

•  ABACUS  2007-AC1 


Redacted  by  the  Permanent 
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Goldman,  Sachs  &  Co. 

85  Broad  Street  |  New  York,  NY  10004 

tel:+1  212  357  3349  |  mobile: +1  917tflHHB|  fax: +1  212  4281247 

e-mail:  jonathan.egol@gs.com 

GoMsmm 


Jonathan  M.  Egol 

Structured  Products  Trading 


©  Copyright  2007  The  Goldman  Sachs  Group,  Inc.  All  rights  reserved. 


See  http://www.os.com/disclaimer/email-salesandtradino.html  for  important  risk  disclosure,  conflicts  of  interest  and  other 
terms  and  conditions  relating  to  this  e-mail  and  your  reliance  on  information  contained  in  it.  This  message  may  contain 
confidential  or  privileged  information.  If  you  are  not  the  intended  recipient,  please  advise  us  immediately  and  delete  this 
message.  See  http://www.qs.com/disclaimer/amail/  for  further  information  on  confidentiality  and  the  risks  of  non-secure 
electronic  communication.  If  you  cannot  access  these  links,  please  notify  us  by  reply  message  and  we  will  send  the  contents 
to  you. 

This  material  has  been  prepared  specifically  for  you  by  the  Fixed  Income  Trading  Department  and  is  not  the  product  of  Fixed 
Income  Research.  We  are  not  soliciting  any  action  based  upon  this  material.  Opinions  expressed  are  our  present  opinions 
only.  The  material  is  based  upon  information  which  we  consider  reliable,  but  we  do  not  represent  that  it  is  accurate  or 
complete,  and  it  should  not  be  relied  upon  as  such.  Certain  transactions,  including  those  involving  futures,  options  and  high 
yield  securities,  give  rise  to  substantial  risk  and  are  not  suitable  for  all  investors.  We,  or  persons  involved  in  the  preparation 
or  issuance  of  this  material,  may  from  time  to  time,  have  long  or  short  positions  in,  and  buy  or  sell,  the  securities,  futures, 
options  or  other  instruments  and  investments  identical  with  or  related  to  those  mentioned  herein.  Goldman  Sachs  does  not 
provide  accounting,  tax  or  legal  advice;  such  matters  should  be  discussed  with  your  advisors  and  or  counsel.  In  addition,  we 
mutually  agree  that,  subject  to  applicable  law,  you  may  disclose  any  and  all  aspects  of  this  material  that  are  necessary  to 
support  any  U.S.  federal  income  tax  benefits,  without  Goldman  Sachs  imposing  any  limitation  of  any  kind.  This  material  has 
been  issued  by  Goldman,  Sachs  &  Co.  and  has  been  approved  by  Goldman  Sachs  International,  which  is  regulated  by  The 
Financial  Services  Authority,  in  connection  with  its  distribution  in  the  United  Kingdom  and  by  Goldman  Sachs  Canada  in 
connection  with  its  distribution  in  Canada.  Further  information  on  any  of  the  securities,  futures  or  options  mentioned  in  this 
material  may  be  obtained  upon  request  and  for  this  purpose  persons  in  Italy  should  contact  Goldman  Sachs  S.I.M.  S.p.A.  in 
Milan,  or  at  its  London  branch  office  at  133  Fleet  Street. 

This  material  does  not  evidence  or  memorialize  any  agreement  or  legally  binding  commitment  between  any  parties  and  does 
not  constitute  a  contract  or  commitment  to  provide  any  financing  or  underwriting.  Any  financing  or  underwriting  is  subject  in 
all  respects  to  internal  credit  approval  at  Goldman  Sachs,  and  is  subject  to,  among  other  things,  the  completion  of 
documentation  in  form  and  substance  satisfactory  to  Goldman  Sachs. 
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From: 
Sent: 
To: 
Subject: 


Gaddi,  Robert 

Friday,  October  26,  2007  5:00  PM 
Swenson,  Michael 
ABACUS  2007-AC1  --  Marketing  Points  (INTERNAL  ONLY)  [T-Mail] 


This  deal  was  number  1  in  the  universe  of  CDO's  that  were  downgraded  by  Moodys  and  S&P.  99.89%  of  the  underlying 
assets  were  downgraded. 


*** INTERNAL  ONLY*** 

ABACUS  2007-AC1  -  2bn  synthetic  RMBS  CDO 

OVERVIEW 

•  Static  portfolio  consisting  entirely  of  "Baa2"-rated  midprime/subprime  RMBS 
selected  by  ACA 

•  ACA  is  one  of  the  largest  and  most  experienced  CDO  managers  in  the  world  (see 
Overview  of  ACA  below) 

•  Goldman's  market-leading  ABACUS  program  currently,  has  $5 . lbn  in  outstanding  CLNs 
with  3trong  secondary  trading  desk  support 

RELATIVE  VALUE 

•  Reference  Portfolio  more  conservative  (360  WARF)  than  traditional  mezz  ABS  CDOs 
(450-500  WARF) 

•  Capital  Structure  less  aggressive  than  traditional  mezz  ABS  CDOs  (see  comp 
below) 

•  Attractive  spreads  relative  to  ABS  CDOs  currently  in  the  market  (see  comps 
below) 

PORTFOLIO 

Granular  portfolio  of  90  equally-sized  reference  obligations  selected  by  ACA 

Static  reference  portfolio  fully-identified,  with  no  reinvestment,  removals, 

substitutions  or  discretionary  trading 

100%  Baa2  Moody ' s-rated  subprime/midprime  (360  Moody's  WARF) 

Diversified  across  30  shelves  and  24  servicers 

STRUCTURE 

Tranches  offered  across  the  entire  capital  structure 

No  IC/OC  tests:  ABACUS  notes  will  be  uncapped  and  non-deferrable 

Sequential  Principal  Paydown  Sequence:  no  subordination  is  leaked  to  residual 

tranches  under  any  circumstance 

No  upfront  structuring  fees 

Investors  will  not  bear  WAC  and/or  available  funds  cap  risk 

Projected  4-  to  5-  year  tranche  WALs  at  the  reference  portfolio  pricing  speed 

Tranches  available  in  unfunded  CDS  format  as  well  as  in  CLN  format  (in  all  major 

currencies) 

OVERVIEW  OF  ACA  MANAGEMENT  LLC 

•  One  of  the  largest  CDO  managers  in  the  world 

•  Currently  manages  approximately  $16bn  in  collateral  assets  across  22  CDOs 

•  No  rated  notes  in  any  ACA's  CDOs  have  ever  been  downgraded 

•  ACA  team  consists  of  30  dedicated  credit  and  portfolio  management  professionals 
with  on  average  13  years  of  relevant  experience 

•  Portfolio  Selection  Fee  structure  aligns  manager's  incentive  with  investors' 
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Alpha  Mezz  CDO    Draco 


Feb-07 

Feb-07 

Pricing  Date 

Jan-07 

Portfolio  Advisor 

ACA 

Tricadia 

Countrywide, 

Declaration 

Underlying  Portfolio 

WARF: 

Lowest  Moody's: 

%  NIG: 

%  ABS  CDOs : 

%  RMBS: 

360 

Baa2 

0% 

0% 

100% 

450 

Ba2 

5% 

22% 

78% 

525 

Ba2 

5% 

15% 

85% 

450 

0% 
3% 
97% 

Reinvestment  Period: 

N/A 

4  years 

4  years 

5 

years 

Principal  Repayments: 

Pro-Rata 

Interest  Shorfalls: 

Sequential 
N/A 

Mod  Pro-Rata 
Fixed  Cap 

Mod  Pro-Rata 
Fixed  Cap 

Mod 

Fixed 

Cap 

Capital  Structure 
Aaa/AAA  C/E: 
Aa2/AA  C/E: 
Aa3/AA-  C/E: 
A2/A  C/E: 

21.0% 
18.0% 
13.0% 
10.0% 

25.7% 
15.0% 

11.9% 

21.0% 
15.0% 
14.0% 
9.4% 

23.4% 
17.4% 

11.2% 

Pricing 

Aaa/AAA  Pricing: 
Aa2/AA  Pricing: 
Aa3/AA-  Pricing: 
A2/A  Pricing: 

L+[   ] 
L+[   ] 
L+[   ] 
L+[   ] 

L+55 
L+65 

L+275 

L+44 
L+55 
L+62 
L+160 

L+48 
L+58 

L+225 

Expected  Timing: 

Price  Guidance  &  Red  -  w/o  March  5,  2007 

Disclaimer: 

This  memorandum  is  solely  for  internal  use  in  the  offices  of  Goldman,  Sachs,  and  copies  of  this  memorandum  or  any 
portion  thereof  may  not  be  made  available  to  customers  or  otherwise  distributed  outside  the  offices  of  Goldman,  Sachs.  If 
applicable,  the  information  contained  herein  should  be  considered  in  conjunction  with  the  prospectus  or  other  official 
offering  document  relating  to  these  securities  which  may  be  subject  to  completion  or  amendment. 
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To: 
From: 

Cc: 


Date: 
Re: 


MEMORANDUM 
Mortgage  Capital  Committee 

Marc  Flamino 
Anthony  Preisano 
Erin  Conroy 

Jonathan  Sobel 
Dan  Sparks 
Kevin  Gasvoda 
Michelle  Gill 
Carey  Baker 

February  13,2006 

Request  for  renewal  of  the  existing  $1  billion  ($500  committed,  $500  uncommitted,  1-year, 
revolving  warehouse  facility  secured  by  subprime  residential  mortgage  loans  for  Fremont 
Investment  and  Loan 


Robyn  Huffman 
David  Stiepleman 
Andrew  Waskow 
Patrick  Welch 
Dmitri  Ponomarev 


I.  Transaction  Summary 

We  are  requesting  approval  for  the  renewal  of  the  existing  $1  billion  ($500  committed,  $500  uncommitted), 
1-year,  revolving  warehouse  facility  secured  by  subprime  residential  mortgage  loans  (the  "Facility")  for  a  1- 
year  term  for  Fremont  Investment  and  Loan  ("Fremont").  The  current  Facility  matures  February  27,  2006. 
Fremont  is  an  important  relationship  for  Goldman  Sachs  ("GS"),  and  renewing  the  Facility  will  enable  GS  to 
lock  in  warehouse  revenue  and  maintain  our  opportunities  for  purchasing  whole  loan  packages  and 
securitization  mandates  through  2006. 

II.  Economics 

GS  has  generated  revenue  totaling  $7.01  million  in  2005  as  detailed  below.  We  generated  $540,000  in 
warehouse  usage  and  commitment  fees  in  2005.  GS  generated  significant  ancillary  revenue  throughout 
2005  from  6  whole  loans  purchases  and  5  deal  mandates  (2005-D  revenue  is  recognized  in  2006).  We 
project  increased  revenue  in  2006  of  $9.54  million,  attributable  to  the  same  warehouse  commitment  fee 
and  a  slightly  lower  usage  fee,  3  securitization  mandates  (1  lead,  2  Co-Manager)  and  5  to  7  whole  loan 
package  purchases.  We  anticipate  average  warehouse  usage  to  be  5%  to10%  in  2006,  consistent  with 
the  low  usage  (8%  average)  throughout  2005. 
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Current  Warehouse  Facilities  and  Funded  Balances 

GS  Warehouse  Facilities 

Current  Outstanding  as  of  2/9/06 

Commercial  Clients  


Client 


Facility  Size 


Commitment 
Status 


Current 
Outstanding 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


;nt         j 
;ations  I 


Redacted  by  the 
Permanent  Subcommittee  on  Investigations 


Residential  Clients 


Client 


Countywide 
Fremont 
Long  Beach 
New  Century  (b) 


Totals 


ABS  Clients 


Client 


Facility  Size 


Commitment 
Status 


Current 
Outstanding 


1 ,000.00      Uncommitted 
1 ,000.00    $500  Committed 
2,000.00        Committed 


350.00 

150.00 

50.00 

$6,560.00 


Committed 
Committed 
Committed 


Commitment 
Facility  Size  Status 


(a)  Facility  partially  assigned  to  Commerzbank 

(b)  Facility  approved  by  Capital  Committee,  not  yet  closed 


Current 
Outstanding 


12 
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From:  Morris,  Loren 

Sent:  Wednesday,  March  14,  2007  3:22  PM 

To:  Gasvoda,  Kevin;  Murray,  Kelli;  Gething,  Christopher;  Gill,  Michelle 

Cc:  Flamino,  Marc;  Dente,  Michael 

Subject:  RE:  NC  Visit 

x-gs-classification:  Internal-GS 

I  like  the  idea  of  DQ  patterns.  I'd  like  to  list  all  deals  of  a  certain  status  and  use  it  as  an  inclusive  list  for  prioritization. 
Thanks 


From:  Gasvoda,  Kevin 

Sent:  Wednesday,  March  14,  2007  4:17  PM 

To:  Morris,  Loren;  Murray*  Kelli;  Gething,  Christopher;  Gill,  Michelle 

Cc:  Ramino,  Marc;  Dente,  Michael 

Subject:  RE:  NC  Visit 

Great  Loren,  thanks.  Delinq  triggers  may  be  one  way  to  look  at  it  but  early  deals  are  going  to  be  so  far  from 
triggering  I'd  prefer,  once  we  clear  thru  the  emergency  list,  focusing  on  DQ  pattern  the  first  4  months  of  a  deal. 


From:  Morris,  Loren 

Sent:  Wednesday,  March  14,  2007  12:51  PM 

To:  Morris,  Loren;  Gasvoda,  Kevin;  Murray,  Kelli;  Gething,  Christopher;  Gill,  Michelle 

Cc:  Flamino,  Marc;  Dente,  Michael 

Subject:  RE:  NC  Visit 

Kelli  informs  us  that  the  data  is  being  loaded  today  for  06  FM  2  and  then  a  sample  can  be  pulled.  Working  with 
HBK  on  NC2  should  not  be  distracting.  Assuming  the  confidentiality  agreement  was  signed,  they  can  work  more 
closely  with  Clayton.  We're  off  to  other  vendors  at  this  point.  Bohan  in  next  week. 

Results  of  the  Digital  Risk  review  will  be  provided  next  Tuesday.  Over  2,600  loans  were  reviewed,  a  significant 
amount  of  those  are  Long  Beach  and  Fremont  seconds.  Seconds  from  FM1  are  being  re-  reviewed  internally. 
Contrary  to  Clayton's  initial  review,  on  average,  about  50%  of  about  200  files  look  to  be  repurchase  obligations. 
Tom  Winslow  is  looking  at  the  Long  Beach  loans  that  Long  Beach  rejected  repurchase.  He  is  finding  fraud  that 
had  not  initially  been  alleged.  We'll  forward  those  a  flow  basis  to  WaMu  contact. 

Looking  to  develop  a  comprehensive  deal  sheet,  perhaps  based  on  delinquency  triggers  to  use  for  prioritization 
and  status  tracking.  Envision  this  centralized  in  Repurchase  Group.  Let  me  know  if  you  have  any  other  questions 
or  comments.  Thanks 


From:  Morris,  Loren 

Sent:  Wednesday,  March  14,  2007  1 1 :  10  AM 

To:  Gasvoda,  Kevin;  Murray,  Kelli;  Gething,  Christopher;  Gill,  Michelle 

Cc:  Flamino,  Marc;  Dente,  Michael 

Subject:  RE:  NC  Visit 

Kevin,  I'll  be  able  to  update  you  shortly.  Thank  You  for  sending  along  this  information. 


From:  Gasvoda,  Kevin 

Sent:  Wednesday,  March  14,  2007  10:13  AM 

To:  Murray,  Kelli;  Gething,  Christopher;  Gill,  Michelle 

Cc:  Ramino,  Marc;  Dente,  Michael;  Morris,  Loren 

Subject:  RE:  NC  Visit 


Yes  and  thank  you  regarding  2nd  liens,  I  think  priority  s/b  on  Fremont  and  Long  Beach  vs.  NC  On  2nd 
lien  deals.  Fremont  first  since  they  still  have  cash  but  may  not  for  long.  Do  we  have  any  early  returns 
on  Fremont  2nd  lien  deal  scrubs? 
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W/  HBK  on  NC2  we  need  to  not  halt  that  entirely  but  should  pull  back  resources  there.  We  should  also 
move  06FM2  up  the  priority  list. 


From:  Murray,  Kelli 

Sent:  Wednesday,  March  14,  2007  10:06  AM 

To:  Gasvoda,  Kevin;  Gething,  Christopher;  Gill,  Michelle 

Cc:  Hamino,  Marc 

Subject:  RE:  NC  Visit 


As  you  know  we  have  an  extensive  re-underwrite  review  underway  on  06  NC2,  and  also  other  NC 
loans  in  the  2nds  deals  that  are  in  the  pipeline  for  scrubs.  Should  we  change  course  at  all  here  given 
the  fact  NC  can't  pay?  Keep  in  mind,  we're  spending  ~  $250/loan  for  these  scrubs.  Please  give  us 
some  guidance  here. 

Thanks. 


©  Copyright  2007  The  Goldman  Sachs  Group,  Inc.  All  rights  reserved.  See  http-.//www.as.com/disclaimer/email- 
saiesandtradinq.html  for  important  risk  disclosure,  conflicts  of  interest  and  other  terms  and  conditions  relating  to  this  e-mail  and  your 
reliance  on  information  contained  in  it.  This  message  may  contain  confidential  or  privileged  information.  If  you  are  not  the  intended 
recipient  please  advise  us  immediately  and  delete  this  message.  See  rffipj/www.qs.com/disclajmer/ernail/  for  further  information  on 
confidentiality  and  the  risks  of  non-secure  electronic  communication.  If  you  cannot  access  these  links,  please  notify  us  by  reply 
message  and  we  will  send  the  contents  to  you. 


From:  Gasvoda,  Kevin 

Sent:  Tuesday,  March  13,  2007  10:45  PM 

To:  Larson,  Erika  L;  Gething,  Christopher;  Murray,  Kelli;  Gill,  Michelle 

Cc:  Knox,  Deana  C;  Hamino,  Marc 

Subject:  RE:  NC  Visit 

Good  report,  thanks.  I  spoke  to  Richard  Cimino  (runs  servicing)  and  he  was  very  constructive 
and  wants  to  be  helpful. 

Assume  they  will  not  be  able  to  buy  back  any  epd's  so  we  need  to  work  w/  them  to  make  sure  our 
loans  are  getting  the  epd  attention. 


Thanks 


=  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


From: 

Sent: 

To: 

Cc: 

Subject: 


Larson,  Erika  L. 

Tuesday,  March  13,  2007  9:31  PM 

Gasvoda,  Kevin;  Gething,  Christopher;  Murray,  Kelli;  Gill,  Michelle 

Knox,  Deana  C;  Flamino,  Marc 

RE:  NC  Visit 


On-Site  Visit  ^ ^ 

•  Very  receptive  &  accommodating  to  my  visit  (■■■■■■collection  mgmt),  in  an 
office  w/system  access  &  freedom  to  come  &  go  and  to  meet  w/department  managers 

•  Overall  feeling  I  received  on-site  is  "normal  servicing  environment".  PerMHi  let  100 
+  employees  go  about  a  month  ago  -  decent  amount  of  empty  cubicles  &  offices... 

•  Collection  mgr  trying  to  keep  employees  focused  on  job  at  hand  -  met  in  small 
groups  today  to  let  them  ask  their  questions  (most  likely  not  get  answers)  so 
they  can  get  back  to  focusing  on  collecting 

•  Front  end  collections  (FPD  &  <31  day  dlq)  - 

•  FPD  -  tenured  collectors  -  overall  cure  ratio  =  87% 

•  At  day  17  &  no  contact  -  Skip  tracing  data  file  out  to  vendor,  Marketing  dept 
contacting  brokers  for  add'l  contact  info  &  Door  Knocker  campaign  (NCCI)  starts 

•  Delinquency/Collection  #s  -  received  some  initial  rpting  numbers  (see  below).  Meeting 
w/Default  Rpting  Wed  morn  to  discuss  specific  rpting  requests 


K^' 
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•  Also,  going  to  setup  details  around  special  call  campaign  for  our  FPDs  &  EPDs 
•      Investor  Acctg/Rpting  - 

•  Appears  issue  with  the  wires  coming  to  GS  are  due  to  delays  in  moving  loans 
into  07-NC1  inv  code  -  loans  did  not  get  moved  from  GS  to  07-NC1  until  3/8/07 

•  Meeting  w/mgr  tomorrow  afternoon  to  ensure  all  loans  moved  to  appropriate 
investor  code  for  rpting  &  remitting  to  Master  Servicing  going  forward. 

•  Also  need  to  determine  how  we  want  to  handle  the  rpting  for  the  Dec1 5  group  of 
loans  that  transferred  to  Avelo  -  normally  NC  should  be  responsible  for  1st 
rpting  since  they  were  servicing  as  of  2/28. 


DAILY  DELINQUENCY  REPORT  BY  INVESTOR 

#133  -  Goldman  whole  loans  (Feb28  &  Mar5)  &  dlq  securitized  loans  (Dec28  &  Jan30) 
#437  -  07  NC1 


.As  Of  ©3/10/07 . 


00133 


0-30 

31-59 

60-89 

90+ 
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mm 
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-:mmmM 
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$ 

;>;%jflii 

%$ 

# 

■i!!f;:ll 
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169,890,640 

20.35% 

21.18% 
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685,713, 

303 

59,897,913 

7.63% 

7.47% 

91 

19,215,315 

2.29% 

2.40% 

20 

4,512,134 

0.50% 

0.56% 

2,232 

423,222,984 

56.22% 

52.77% 

3,374 

586,952 

516 

125,248,513 

13.00% 
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2.64% 
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17.17% 
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57,545,409 

7.31% 

7.21% 

6 

1773 

92 

19,288,271 

2.33% 

2.42% 

2 

161 

20 

4,512,134 

0.51% 

0.56% 

2,498 

480,767,979 

63.16% 

60.20% 

3995 

706935 

405 

99,407,1 79 

10.24% 

12.45% 

3,955 

798,683,093 

2.40% 

2.64% 

6695 

1,274,018, 

Let  me  know  if  you  have  any  questions  or  requests. 


Thanks. 

Erika  Larson 
Goldman,  Sachs  &  Co 
7274HHHH 
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Gasvoda,  Kevin 
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To:  Larson,  Erika  L;  Gething,  Christopher;  Murray,  Kelli;  Knox,  Deana  C. 

Cc:  flamino,  Marc;  Gill,  Michelle 

Subject:  RE:  NC  Visit 

Terrific  thanks.  Since  they  are  not  going  to  pay  our  epd's  we  need  to  have  fewer  EPD's! 
Pis  push  them  to  make  the  special  calls. 

thnx 


From:  Larson,  Erika  L. 

Sent:  Tuesday,  March  13,  2007  6:30  PM 

To:  Gething,  Christopher;  Murray,  Kelli;  Knox,  Deana  C. 

Cc:  Gasvoda,  Kevin;  Flamino,  Marc;  Gill,  Michelle 

Subject:  RE:  NC  Visit 

Deana, 

I  spoke  with  the  FPD/EPD  Collection  VP  &  he  can  run  a  special  campaign  on  our 

EPD  loans.  I  know  you're  still  working  on  a  settlement  for  the  DEC28  trade  but  it 

would  be  beneflcal  to  run  these  through.  He's  going  to  pull  the  loans  he  shows  as 

EPD  for  GS  but  I  would  like  to  compare  to  our  list.  Can  you  send  me  the  loan  level 

for  the  Dec28  EPD's? 

I'm  also  having  him  include  the  loans  from  the  Jan30  trade  that  tentative  qualify 

today  -  they  have  through  Thursday  (45  days)  to  pay. 

All, 

I'll  send  an  update  on  other  items  regarding  my  visit  later  tonight. 

Thanks. 

Frika  I  ar^nn  I =  Redacted  by  the  Permanent 

G^manS0SachS&C0  \  SubcommUtee  on  ,nvest,gat,ons  | 

727 


**************************************** 
*************************************************** 


Important  Notice 


©  Copyrighl  2007  The  Goldman  Sachs  Group,  Inc.  All  rights  reserved.  See 

http://www.as, com/disclaimer/em ail-salesandtrading.html  for  important  risk  disclosure,  conflicts  of  interest  and 
other  terms  and  conditions  relating  to  this  e-mail  and  your  reliance  on  information  contained  in  it.  This  message 
may  contain  confidential  or  privileged  information.  If  you  are  not  the  intended  recipient,  please  advise  us 
immediately  and  delete  this  message.  See  http://www.gs.com/disciaimer/email/  for  further  information  on 
confidentiality  and  the  risks  of  non-secure  electronic  communication.  If  you  cannot  access  these  links,  please 
notify  us  by  reply  message  and  we  will  send  the  contents  to  you. 


From:  Gething,  Christopher 

Sent:  Saturday,  March  10,  2007  8:45  AM 

To:  Murray,  Kelli;  Knox,  Deana  C. 

Cc:  Larson,  Erika  L.;  Gasvoda,  Kevin;  Flamino,  Marc;  Gill,  Michelle 

Subject:  RE:  NC  Visit 

Thanks  Kelli,  keep  these  guys  on  all  email  in  this  regard 


From: 

Murray,  Kelli 

Sent: 

Friday,  March  09,  2007  9:41  PM 

To: 

Knox,  Deana  C. 

Cc: 

Gething,  Christopher;  Larson,  Erika  L. 

Subject: 

NC  Visit 

Deana, 

We're  scheduled  for  Erika  to  be  on  site  at  NC  Tues-Thurs  of  next  week. 
Don't  know  if  you  have  any  EPD  needs  she  can  help  you  with  while  on  site, 
but  to  the  extent  you  need  anything,  we  should  get  together  first  thing  Mon 
morning. 
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Soldman 
achs 


MEMORANDUM 

To: 

Mortgage  Capital  Committee 

From: 

Marc  Flamino 
Anthony  Preisano 
Ibrahim  Majeed 

Jin  Kim 
Matthew  Viani 

Cc: 

Dan  Sparks 
Kevin  Gasvoda 
Michelle  Gill 
Carey  Baker 

David  Stiepleman 
Andrew  Waskow 
Patrick  Welch 

Date:. 

February  20,  2007 

Re: 

Request  for  renewal  of  the  e> 

listing  $1  billion  ($500  c 

revolving  warehouse  facility  secured  by  subprime  residential  mortgage  loans  for  Fremont 
Investment  &  Loan 


I.    Transaction  Summary 

We  are  requesting  approval  for  the  renewal  of  the  existing  $1  billion  ($500  committed,  $500 
uncommitted),  1-year,  revolving  warehouse  facility  secured  by  subprime  residential  mortgage  loans  (the 
"Facility")  for  a  1-year  term  for  Fremont  Investment  &  Loan  ("Fremont").  The  current  Facility  matures 
February  26,  2007. 

Fremont  relies  primarily  on  deposits  and  advances  from  Federal  Home  Loan  Bank  of  San  Francisco 
("FHLB")  to  finance  its  originations.  Because  these  sources  offer  less  costly  sources  of  funds 
compared  to  Fremont's  existing  warehouse  facilities,  Fremont  uses  the  Facility  as  backup  liquidity  and 
does  not  expect  to  draw  on  the  Facility  in  normal  course  of  business  to  finance  its  loan  originations.  In 
the  past,  Fremont  has  used  the  Facility  in  cases  where  they  have  sold  whole  loans  to  Goldman  Sachs 
Mortgage  Company  ("GSMC")  by  temporarily  moving  the  purchased  loans  onto  the  Facility  for  a  week 
or  less  prior  to  settlement  of  the  loan  purchase  to  facilitate  the  settlement  process.  In  addition,  Fremont 
has  also  used  the  Facility  to  move  loans  prior  to  transferring  them  to  a  securitization  where  GS  is  the 
lead  underwriter.  Below  is  a  summary  of  Fremont's  sources  of  funds  as  of  September  30,  2006. 

Capital  and  Liquidity  Capacity  (as  of  9/30/06) 


VBBBillion 
of  untapped 
financing 
availability 


{ 


3illion  Warehouse  Lines  Availability 
iBillionFederal  Home  Loan  Bank  Financing  Availability 


3illion  Federal  Home  Loan  Bank  Advances 

[Billion  Brokered  Deposits 

^Billion  Retail  Deposits 

fcBillion  Capital 


IV  Billion  in 
>-  total  loan  and 
funding  capacity 
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Fremont  is  an  important  relationship  for  Goldman  Sachs  ("GS"),  and  renewing  the  Facility  will  enable 
GS  to  lock  in  warehouse  revenue  and  maintain  our  opportunities  for  purchasing  whole  loan  packages 
and  securitization  mandates  through  2007. 

II.  Current  Warehouse  Facility  Terms 

Fremont  will  report  origination  volume  of  $32.6  billion  for  2006.  Their  warehouse  terms  are  below: 

•  Annual  Commitment  Fee:  1 0  bps  on  the  committed  amount  of  $500mm  ($500K) 

•  Advance  Rate:  90%  of  market  value,  capped  at  par  (1 0%  haircut  is  three  times  our  normal  level) 

•  Wet  Funding:  None 

•  Usage  fee:  L  +  40  bps 

•  Recourse:  Full  recourse  to  Fremont  Investment  &  Loan 

•  Mark-to-Market:  GS  has  ability  to  mark  collateral  to  market  at  its  sole  discretion 

III.  Economics 

GS  has  generated  revenues  totaling  $13.38  million  in  2006  of  which  $620,000  came  in  the  form  of 
warehouse  usage  and  commitment  fees  (see  below).    We  project  revenue  in  2007  of  $1 1 .25  million, 
attributable  to  the  same  warehouse  commitment  fee  and  usage  fee,  as  well  as  3  securitization 
mandates  (1  lead,  2  Co-Manager)  and  $3  billion  in  whole  loan  package  purchases.   We  anticipate 
average  warehouse  usage  to  be  5%  to10%  in  2007,  consistent  with  the  low  usage  (9.2%  average) 
throughout  2006. 


($mm) 
Warehouse 


2006  Warehouse  &  Ancillary  Revenue 


Revenue 


Commitment  Fees 
Warehouse  Usage 


e> 


Whole  Loans {v 
6  packages  from  GSAMP  2006-FM1 
1  package  from  GSAMP  2006-FM3  (: 


Securitizations 
FHLT  2006-A  (Co-Manager) 
FHLT  2006-C  (Co-Manager) 
FHLT  2006-B  II  (Co-Manager) 
FHLT  2006-D  (Co-Manager) 
FHLT  2006-E  (Lead-Manager) 


I 


Total 


($mm) 
Warehouse 


2007  Projected  Warehouse  &  Ancillary  Revenue 


Revenue 


Commitment  Fees 
Warehouse  Usage ( 


Whole  Loans ' 


Projected  Subprime/Second  Lien  Purchases  ($3  billion) 


Securitizations 


Projected:  1  Lead  Manager  mandate  (" 
Projected:  2  Co-Manager  mandates <3) 


Total 


(1)  Assuming  0.25%  revenue 

(2)  Average  usage  in  20O6  was  9.2%,  at  a  spread  of  L  +  40  bps.  Same  usage  and  terms  assumed  for  2007 

(3)  Revenue  assuming  average  size  S1BN  at  25  weighted  average  bps  per  deal  and  12.5%  allocation  on  co-manager  deals 

IV.    Pull-Through  Rates 

Below  is  a  summary  of  the  pull-through  rates  for  the  last  three  pools  GSMC  has  purchased  from 
Fremont. 


Pull  Throuah  Rates  (3  Dackaaes): 

#of 
loans 

Dollar  Value 
($MM) 

Drops  as 

%  of  the  Pool 

M5  Name 

Total 

Credit 

Compl. 

Credit/Compl. 

Value 

Other 

FMT  NOV  292006  COLLAT 
FMT  Dec282006 
FMT  Dec282006  2 

3,218 

3,573 

894 

738.57 
766.27 
265.73 

9.56%    . 

9.93% 

10.93% 

1.65% 
2.68% 
2.79% 

1.27% 
1.97% 
1.59% 

2.79% 
4.19% 
4.18% 

4.52% 
3.64% 
4.43% 

2.42% 
2.32% 
2.67% 

■  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


\ 


V 


Confidential  Treatment  Requested  by  Goldman  Sachs      GS  MBS-E-001 1 57943 


Footnote  Exhibits  -  Page  4143 


Fremont's  pull-through  rates  are  within  range  of  other  sub-prime  originators  that  we  have  purchased 
significant  sub-prime  pools  from  in  the  past  3-6  months.  Below  are  some  weighted  average  pull-through 
rates  for  different  originators. 

Pull-Through  Rates  ($  millions) 


Fremont 


Size 


Pull-Through 


$1.771 


90% 


Pull-Through 


$140 


New  Century 


Size 


Pull-Through 


SZ017 


89% 


NovaStar 


Size  Pull-Through 


$678 


77% 


Senderra 


Pull-Through 


Size 


$328 


Pull-Through 
93% 


To  address  issues  relating  to  pull-through  rates  and  EPD  rates,  Fremont  has  proactively  established 
programs  and  underwriting  guideline  changes  to  enhance  the  quality  of  the  loans  they  originate.  Some  of 
these  changes  include: 

.  Tightening  of  underwriting  criteria,  including  elimination  of  80/20  loans  and  greater  restrictions  on  first- 
time  homebuyers. 

•  Fraud  training  for  its  underwriters  and  establishment  of  an  underwriter  certification  program. 

•  Implementation  of  Core  Logic's  LoanSafe  system  to  help  detect  fraud. 
.  Review  and  identification  of  brokers  with  higher  default  rates. 

•  Running  of  AVM's  for  each  loan. 

•  In-house  appraiser  review  and  additional  diligence. 

•  Use  of  lesser  of  purchase  price  or  appraised  value  for  properties  owned  less  than  1 2  months. 

•  Greater  restrictions  on  maximum  allowable  LTV  for  properties  listed  for  sale  for  greater  than  90  days. 

As  a  result  of  these  changes,  Fremont  hopes  to  realize  a  decreasing  level  of  first  payment  defaults  on  its 
loans  production,  which  will  result  in  lower  levels  of  loan  repurchases  in  2007. 


V.    Credit  Review 


Fremont 

General 

Corporation 


S&P 

Moody's 

Fitch 


B+  /  Stable 
JB2 ^.Stable ~~"1 
B+/ Negative 


Fremont  Recent  Actions 

Investment  & 

Loan _ 

BB-/Stable  Upgrade  -  Sept  20,  2005 

B1  /Stable  Upgrade -Sept 20,  2005 

BB/  Negative  Outlook  Stable  to  Negative  -  Jan  25,  2007 


Key  credit  strengths  include: 

.  Diversified  sources  funding.  The  company  has  a  more  diversified  funding  mix  relative  to  other 
warehouse  borrowers  given  its  access  to  FDIC-insured  deposits  and  FHLB  borrowings.  Although 
jumbo  (non-core)  deposits  comprise  slightly  higher  portion  of  total  deposits  every  year,  the  total 
amount  of  deposit  funding  has  grown  each  year  and  reached  $9.61  bn  as  of  09/06  (or  76%  of  total 

funding). 

•  High  levels  of  capital.  Fremont  holds  substantially  more  capital  against  its  operations  than  most 
peers  ggM  ■■■■■■■■■■■■■IMn}  altnou9n  capita' Ievels  nave  come  downin 
recent period^Tsof09/06^remontT^  had  a  Tier  1  Leverage  ratio  of  W 
(normal  FDIC  requirement  for  this  ratio  is(0) 

•  Regulatory  oversight.  As  an  industrial  bank  Fremont  Investment  &  Loan  is  regulated  by  the 
California  Department  of  Financial  Institutions  and_the_FDIC 

•  Strong  asset  quality  metrics 


_____ BB11-__.____^__________  On  the  residential  real  estate  side,  interest-only  loans  declined 

to  7.6%  of  production  from  25.7%  in  09/05  and  the  40/30  and  50/30  products  were  21%  and  20.6%  of 
production  respectively  in  09/06.  The  average  FICO  score  of  their  residential  portfolio  is  627,  which 
is  on  the  high  side  for  a  sub-prime  lender. 


Key  concerns: 
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Declining  profitability.  Profitability  metrics  deteriorated  significantly  in  2006;  return  on  average 
assets  dropped  to  0.87%  for  09/06,  from  3.63%  in  09/05  and  4.20%  in  2004.  The  company  has 
informed  us  that  they  will  post  a  loss  of  $27.7mm  at  the  bank  for  4Q2006  (results  will  be  published  on 
Feb  28)  due  primarily  to  a  reserve  build  for  EPD  claims  (there  will  be  an  additional  loss  posted  on  a 
consolidated  basis  due  to  write  downs  of  residual  values  at  the  holding  company).  They  have  also 
informed  us  they  expect  to  post  a  loss  in  1Q07  because  of  low  gain  on  sale  margins.  The  company 
is  forecasting  to  be  modestly  profitable  again  in  2Q07  but  that  is  heavily  dependent  on  a  rebound  in 
market  pricing  for  loans. 

Traditionally  high  risk  lines  of  business.  Fremont  operates  in  two  traditionally  high  risk  lines  of 
business:  commercial  real  estate  (especially  transition  properties)  and  sub-prime  residential  real 
estate.  Performance  in  these  two  business  lines  is  somewhat  correlated  although  the  commercial 
side  of  the  business  remains  profitable  in  the  current  market; 

Minor  geographic  concentration  in  California  and  high  single  borrower  concentrations  in  the 
CRE  portfolio.  Although  in  the  past  years,  commercial  real  estate  loan  concentration  in  California 
raised  concern,  portfolio  has  become  more  diversified  recently  with  California  accounting  for  19%, 
Florida  15%,  and  New  York  12%.  Single  borrower  concentrations  still  exist  as  well;  however  they  are 
somewhat  less  of  a  concern  as  Fremont's  capital  base  has  grown  30%  since  2004  and  over  90% 
since  2003. 


VI.    Recommendation 

Based  on  the  strong  sponsorship,  expected  future  revenues  and  GS'  significant  relationship  with 
Fremont,  we  recommend  Mortgage  Capital  Committee  approve  the  renewal  of  the  Facility. 


Team  Member 

Department 

Marc  Flamino 

FICC 

Anthony  Preisano 
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Total  Volume 

AAA 

2,505,000,000 

AA 

521,550,000 

AA- 

150,000,000 

A+ 

155,800,000 

A 

3,427,190,000 

A- 

1,953,152,000 

BBB+ 

968,394,050 

BBB 

14,119,325,957 

BBB- 

19,414,222,469 

BB+ 

62,500,000 

BB 

15,000,000 

Total 

43,292,134,476 

Checks 

I  3  j  : 


43,292.134  476 


GS  Long  Risk  Volume 

700,000,000 

95,000,000 

150,000,000 

0 

1,843,020,000 

724,652,000 

340,494,050 

6,716,738,457 

9,122,937,500 

8,000,000 

0 

19,700,842,007 


1-5  TO"  14*00" 


GS  Short  Risk  Volume 

-1,805,000,000 

-426,550,000 

0 

-155,800,000 

-1,584,170,000 

-1,228,500,000 

-627,900,000 

-7,402,587,500 

-10,291,284,969 

-54,500,000 

-15,000,000 

-23,591,292,469 


SlSB 


-23,591,292,469 


Difference 

-1,105,000,000 

-331,550,000 

150,000,000 

-155,800,000 

258,850,000 

-503,848,000 

-287,405,950 

-685,849,043 

-1,168,347,469 

-46,500,000 

-15,000,000 

-3,890,450,462 


-3,890,450,462 


:  .  .   .  .... 
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""'- .  '".'.'  '      .  -,<r»™nn  Robert  GaddHMTG  Sa.es  Book,  SLSGADDIR-MTG  BEAR  STEARNS  CREDFT  ,GSI.  London,  Bear  Stearns  M  Product.  Inc.)  F,AM  00640502 


GSAMP  2007-FM1  MB  /  GSA07FM1  M8  (3622MAAN1)  '  SDB981372111A 


GSAMP  20O7-FM2  M9  /  GSA07FM2  M9  (3622MHAP1) 
GSAMP  2O07-FM2  M8P  /  GSA07FM2  M8P  (3622MHAY2I 


SDB981E11184A 
SDB981611267A 


-15000000 


•10000000 
-5000000 


15000000  Robert  Gaddl  (MTG  Sales  Book)  SLS  GADDIR-MTG 

-10000000  Robert  Gaddl  (MTG  Sales  Book)  SLS  GADDIR-MTG 

-5000000  Robert  Gaddl  (MTG  Sales  Book)  SLS  GADDIR-MTG 


RBS  LDN  (GSI,  LONDON.  The  Royal  Bank  of  Scotland  Pic)  FIAM  00688283 

BEAR  STEARNS  CREDIT  (GSI,  London,  Beat  Stearnj  Credit  Products  Inc.)         FIAM  00640502 


GSAMP  20O7-FM1  M8  /  GSA07FM1  M8  (3622MAAN1) 


GSAMP  2007-FM2  M9  /  GSA07FM2  M9  (3622MHAP1) 
GSAMP  2007-FM2  M8P  /  GSA07FM2  M8P  (3622MHAY2) 


SDB981372111 


SDB981611184 
SDB981611267 


25-Dec-36  TDS  GSAMP07FM1M8  CYFB  00  2KC  0        MtJ  Default  Swap 

25-Jan-37  TDS  GSAMP07FM2M9  X35X  OOJZJ  0  MtB  Default  Swap 

25-Jan-37  TDS  GSAMP07FM2M8P  FN25  00  J7J  0        Mtg  Default  Swap 


2Mar07 
2Mar07 


RMBSS 
RMBSS 
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GOLDMAN,  SACHS  S  CO.  -  Goldman  Sachs  (MNY-0784S) 

COO  Tnunactlon,  (M)  1 .  MO»  -  Oteember  11 .  WOT)  m  which  Ooktmsn  S»ch»  acted  as  u 


Wast  Coast  Funding  I.  Ltd.  -  Issuer 

West  Coast  Funding  I  (Oetawaie)  Corp.  -  GHssuer 


5 

•3 

n 

& 

3 

*5 

B> 

50  § 

3 

n 

n   2" 

C/l 

s 

*  fe 

o 
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3 
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3 

X  "> 

3 
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n    S 

o 

™   a 

a 

*  a 

i_j 

N  ri 

a 

N>  ~. 

< 

I—    & 

nj 

C/l    *- 

**■ 

9 

10 

55' 

o' 

3 

MHMHB.H 

AAaa  III  Funding.  Ltd-  -  Issuer 
AJUus  III  Funding.  Corp.  •  Co-Issuer 


Lochsong,  Ltd.  •  Issuer 
Lochsong,  Corp  •  Co-issuer 


Initial  Purchaser 

Synthetic  Security  Counterparty 

Calculation  Agent  under  U.S.  DoOar  Cash  Flow  Swap  Transaction  U 

Cotateral  Agent 

Cotateral  AdmHstrator 

Securities  Intermediary 

investment  Advisor 

Trustee 

Principal  Note  Paying  Agent 

Cafcubtan  Agent  under  Note  Agency  Agreement 

Note  Transfer  Agent 

issuer  Administrator 

Cashflow  Swap  Counterparty 

est  Rata  Swap  Counterparty 
flaong  Agencje* 


Initial  Purchaser 

Synthetic  Secur&y  Counterparty    _ 

CaJcUbtion  Agent  under  U.S.  OoQar  Cash  Flow  Swap  Transaction 

Trustee 

Securities  tnterrnedbry 


Mote  Paying  Agent 

Note  Calculation  Agent 

No»  Awtherfltaaung  Agent  Custodian 

Fbcal  Agent 

Cotateral  Manager 

Adntinfatiatur  and  Share  Trustee 

Mzuho  International  pk: 

Rating  Agendas 


Initial  Purchaser 

Trustee 

Securtiea  mtermeolary 

Note  Regtstrar 

Mote  Paying  Agent 

Note  CateuWfon  Agent 

Nota  Aulhoticating  Agent 

Custodbn 

Fiscal  Agent 

Rating  Agencies 

Administrator  and  Sham  Trustee 

Synthetic  Security  Counterparty 


Goldman  Sachs  &  Co.*GSCC 

Goldman  Sachs  International  *GSI" 

Goidman  Sachs  &  Co.*GSCO* 

Bank  of  New  York  Trust  Company  (tonrterty  JPIVorgan  Chase  Bank.  NA) 

Bar*  of  New  York  Trust  Company  (formerly  JPMorgan  Chase  Bank.  NA) 

Bonk  of  New  York  Trust  Company  (formerly  JPMorgan  Chase  Bank.  NA) 

TCW  Asset  Management  Company 

Bank  of  New  York  Trust  Company  (formerly  JPMorgan  Chase  Bank.  NA) 

Bank  of  New  York  Trust  Company  (formerly  JPMorgan  Chase  Bank.  NA) 

Bank  ol  New  York  Trust  Company  (formerly  JPMorgan  Chase  Bar*.  NA) 

Bar*  of  New  York  Trust  Company  {formerly  JPMorgan  Chase  Bank,  NA) 

Maples  Finance  Limited 

AJG  Flnanctal  Products  Corp 

AIO  Financial  Products  Corp 

MpocYa  and  S&P 


Goldman  Sachs  &  Co.*GSCO* 

Goldman  Sachs  IritermitionaJ  *GSI" 

Coleman  Sachs  ft  Co/GSCO* 

Bank  of  New  York  Trust  Company  (formerly  JPMorgan  Chase  Bank.  NA) 

Bank  of  New  York  Trust  Company  (formerly  JPMorgan  Chase  Bank.  NA) 

Bank  of  New  York  Trust  Company  (former*  JPMorgan  Chase  Bank.  NA) 

Bank  of  New  York  Trust  Company  (formerly  JPMorgan  Chase  Bank,  NA) 

Bank  of  New  York  Trust  Company  (formerly  JPMorgan  Chase  Bank.  NA) 

Bank  of  New  York  Trust  Company  (formerly  JPMorgan  Chase  Bank,  NA) 

Bank  of  New  York  Trust  Company  (formerly  JPMorgan  Chase  Bank.  NA) 

AtKktin  Capital  Management  LLC 

Maples  Finance  Limited   ' 

Initial  Purchaser 

Moody's  and  S4P 

Deutsche  Bank  AQ,  London  Branch  __ 


Goldman  Sachs  &  Co/GSCO* 
Bank  of  New  York  Trust  Company 
Bank  of  New  York  Trust  Company 
Bank  of  New  York  Trust  Company 
Bank  of  New  York  Trust  Company 
Bank  of  New  York  Trust  Company 
Bank  of  New  York  Trust  Company 
Bank  of  New  York  Trust  Company 
Bank  of  New  York  Trust  Company 
Moody's  and  SAP 
Maples  Finance  UmBed 
Deutsche  Bank  AG.  London  Branch 


O  ■ 


Confidential  Treatment 
Requested  by  Goldman  Sachs 


GS  MBS  0000004337 


V 


Footnote  Exhibits  -  Page  4150 


GOLDMAN,  SACHS  ft  CO.  -  Goldman  Sachs  (MNY-07848) 
CDO  Trtneacttona  (July  1.  2006-  December  31, 2007)  m  which  C^kftnen  Saeta  acted  as  trnderwrlter 


Hudson  High  Grade 
Hudson  High  Grade 


Funding  2000-1.  Ltd.  •  Issuer 
Funding  2006-1.  Corp. -Co-tssuer 


Hudson  Mozxantie 
Hudson  Mezzanine 


Funding  2006-1.  Ltd-  -  Issuer 
Funding  2006-1,  Corp  -Co-issuer 


Initial  Purchaser 

Liquidation  Agent 

Catenation  Agent  under  US.  DoBar  Cash  Flow  Swap  Transaction 

Synthetic  Security  Counterparty 

Trustee 

Securities  Intermediary 


Note  Paying  Agent 

Note  Calculation  Agent 

Note  AutheticatJng  Agent 

Custodian 

Fiscal  Agent 

Income  Notes  Transfer  Agent 

Administrator  and  Share  Trustee 

Hedge  Counterparty  (Interest  Rate  Swap  and  Cashflow  Swap) 

Rating  Agencies 


Initial  Purchaser 

Liquidation  Agert 

CoBatoral  Put  Provider 

Senior  Swap  Counterparty 

Credi  Protection  Buyer 

Trustee 

Securities  Intermediary 

Note  Registrar 

Note  Paying  Agert 

Note  Catcutation  Agent 

Note  AuthstlcaOng  Agont 

Custodian 

Fiscal  Agent 

Income  Notes  Transfer  Agent 

Rating  Agencies 

Adminiskator  and  Share  Trustee 


Goldman  Sachs  a  Co."GSCO* 
Goldman  Sachs  &  Co.'GSCO" 
Goldman  Sachs  &  Co.'GSCO" 
Goldman  Sachs  International  "GSI* 
Bar*  of  New  York  Trust  Company 
Bank  ot  New  York  Trust  Company 
Bank  ot  New  York  Trust  Company 
Bank  of  New  York  Trust  Company 
Bank  of  New  York  Trust  Company 
Bank  ol  New  York  Truss  Company 
Bank  of  New  York  Trust  Company 
Bank  ot  New  York  Trust  Company 
Bank  of  New  York  Trust  Company 
Maptes  Finance  Limited 
UBS  AG,  London  Branch 
SAP  and  Moody's 


Goldman  Sachs  ft.  Co.'GSCO* 
Goldman  Sachs  &  Co.'GSCO* 
Goldman  Sachs  tatsmattonai  'GSI' 
Goldman  Sachs  International  *GSr 
Goldman  Sachs  International  'GSI* 
Bank  ol  New  York  Trust  Company 
Bank  ol  New  York  Trust  Company 
Bank  ol  New  York  Trust  Company 
Bank  ol  New  York  Trust  Company 
Bank  of  New  York  Trust  Company 
Bank  of  New  York  Trust  Company 
Bank  ol  New  York  Trust  Company 
Bank  ol  New  York  Trust  Company 
Bank  of  New  York  Trust  Company 
Moody's  and  SAP 
Maptes  Fktance  Umltod 
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GOLDMAN,  SACHS  &  CO.  -  Goldman  Seen*  (MNV-07848) 


Davb  Square  Funding  VII,  Ltt.  -  Issuer 

Davis  Square  Funding  VII  (Dataware)  Corp.  -  CtHssutr 


Fortius  II  Funding.  Ltd  -  Issuer 
Fortius  II  Funding.  Corp.  -  Co-tssuer 


Intel  Purchaser 

Cateutotfon  Agent  under  U.S.  Dollar  Cash  Flow  Swap  Transaction 

Synthetic  Security  Counterparty 

Initial  Purchaser 

InUai  Purchaser 

Cashflow  Swap  Counterparty 

Interest  Rate  Swap  Gauraerpssty 

Trustee 

Coftxleral  Agent 

CoBateral  Administrator 

SecurBes  Intermodary 

Principal  Note  Paying  Agent 

Investment  Advisor 

Rating  Agencies 

Issuer  Administrator 


Initial  Purchaser 

Synthetic  Security  Counterparty . 

Calculation  Agent  under  U.S.  Dottar  Cash  Flow  Swap  Transaction 

Trustee 

SeouriGes  Intermediary 

Note  Registrar 

Note  Paying  Agent 

Note  Calculation  Agent 

Note  Authenticating  Agent 

Custodran 

CoBateral  Manager 

Fiscal  Agent 

Administrator  and  Share  Trustee 

Hedge  Counterparty  (Interest  Rate  Swap  and  Cashflow  Swap) 

Rating  Agencies  


Goldman  Sachs  ft  Co/OSCO" 
Goldman  Sachs  ft  Co/GSCO* 
Goldman  Sachs  International  *GST 
SG  Americas  Securities,  L  J_C 
Sodete  Generate 
UBS  AG.  London  Branch 
UBS  AG.  London  Branch  ■ 
Bank  ol  New  York  Trust  Company 
Bank  of  New  York  Trust  Company 
Bank  ot  New  York  Trust  Company 
Bank  of  New  York  Trust  Company 
Bank  ol  New  York  Trust  Company 
TCW  Asset  Management  Company 
Moody*  and  SAP 
Maples  Fhance  Limited 


Goldman  Sachs  ft  Co.'GSCO* 

Goldman  Sachs  International  'GST 
Goktman  Sachs  ft  Co.'GSCO' 
Bank  of  New  York  Trust  Company 
Bank  ol  New  York  Trust  Company 
Bank  of  New  York  Trust  Company 
Bank  ol  New  York  Trust  Company 
Bar*  ol  New  York  Trust  Company 
Bank  ol  New  York  Trust  Company 
Bank  of  New  York  Trust  Company 
Aladdin  Capital  Management  LLC 
Bank  ol  New  York  TnjstCompany 
Maples  Finance  Untted 
UBS  AG.  London  Branch 
Moody's  and  SAP 
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GOLDMAN,  SACHS  &  CO.  -  Goldman  Sachs  (MNY-07848) 
COO  Transactions  (July  1,  ZOOS  -  December  31 ,  2007)  In  wntch  Goldman  Sachs  acted  as  underwriter 


GSC  ABS  Funding  200B-3g.  Ltd.  -  Issuer 

OSC  ABS  Funding  2006-3g  (Delaware)  Corp  -  Co-Issuer 


Initial  Purchaser 

Synthetic  Security  Counterparty 

CP  Note  Placement  Agent 

Calculation  Agent  under  U.S.  Cottar  Cash  Flow  Swap  Transaction  tl 

CatnjfcHkm  Agent  under  LLS.  Oosar  Cash  Flow  Swap  Transaction  1 

Trustee 

Securiues  Intermediary 

Nolo  Registrar 

Note  Paring  Agent 

Note  Cafcutafton  Agent 

Note  Auihenocaong  Agent  Custodian 

Cotaterai  Manager 

Fiscal  Agent 

AdmHstratar  and  Share  Trustee 

Hedge  Counterparty  (Interest  Rate  Swap  and  Cashflow  Swap) 

CP  Pul  Counterparty 

Rating  Agendas 


Ootdman  Sachs  a  Ca'OSCO* 
Goldman  Sachs  International  *GST 
Gotdrnan  Sachs  a  Co.-GSCO* 
Goldman  Sachs  &  Co."GSCO* 
Goldman  Sachs  a  Ca'GSCO" 
Sank  of  America  (formerly  LaSaaa  Bar* 
Sank  of  America  (formerly  La  Sate  Bank 
Bank  of  America  (formerly  LaSaDa  Bank 
Bank  of  America  (formerly  LaSaDe  Bank 
Bank  of  America  (formerly  LaSato  Bank 
Bank  of  America  (formerly  LaSala  Bank 
GSCP(NJ)I_P 

Bank  of  America  (formerly  LaSafts  Bank 
Maples  Finance  UmRed 
AtG  FlnancsU  Products  Corp 
NorrJea  Bank  FWand  Pic 
Moody's  and  SAP 


National  Assoctafion) 
Natbnat  Association  ) 
National  Association) 
National  Association) 
National  Association) 
National  Association) 

National  Association) 


Hudson  Mezzanine  Funding  2006-2.  Lid.  -  fssuor 
Hudson  Mezzanine  Funding  2000-2.  Corp  -  Co-Issuer 


Inttal  Purchaser 

UqiAtaoon  Agent 

Cotaterai  Pul  Provider 

Credfe  Protection  Buyer 

Rating  Agencies 

Trustee 

Securities  tracrmeejiary 

Note  Registrar 

Note  Paying  Agent 

Note  CafcuSauon  Agent 

Note  Auutenflcaorig  Agent 

Custodian 

Fiscal  Agent 

tricome  Notes  Transfer  Agent 

AdrtwifaBatrji  and  Share  Trustee 


Goldman  Sachs  a  CrVGSCO" 
Goldman  Sachs  a  Co."GSCO' 
Gotdrnan  Sachs  International  'GST 
Gotdrnan  Sachs  International  •GST 
Mood/a  and  SAP 
Bank  of  America  (formerly  LaSaoo  Bank 
Bank  of  America  (formerly  LaSaDa  Bank 
Bank  of  America  (formerly  LaSaDa  Bank 
Bank  of  America  (formerly  LaSaHe  Bank 
Bank  of  America  (formerly  LaSaDe  Bank 
Bank  of  America  (formerly  LaSaRe  Bank 
Bank  of  America  (formerly  LaSaDe  Bank 
Bank  of  America  (formerly  LaSatto  Bank 
Bank  of  America  (formerly  LaSatla  Bank 
Maples  Finance  Umjtgd 


National  Association) 
National  Association) 
National  Association) 
National  Association) 
National  Association) 
National  Association) 


National  Association) 
National  Association) 


^ 
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GOLDMAN,  SACH5  A  CO.  -  Goldman  Sachs  (MNY-07B48) 
COO  Transactions  (July  1, 2006  -  December  31. 2007)  In  which  GoMmao  Sachs  acted 


Fori  Denrson  Funding,  Ltd.*  Issuer 
Fori  Oontson  Funding.  Corp.  -  Co-Issuer 


Camber  7  pic  -  Issuer 
Camber  7  Corp  •  Co-Issuer 


Intel  Purchaser 

Calculation  Agent  under  U.S.  Ootef  Cash  Flow  Swap  T 

Trustee 

Securities  mtormerfiary 

Note  Registrar 

Note  Paying  Agent 

Calculation  Agent 

Note  Autheticating  Agent 

Custodian 

CoBateral  Manager 

Income  Note  Paying  Agent 

Income  Note  Transfer  Agent 

Adrrariistiator  and  Now  Trustee 

Hedge  Counterparty  (Interest  Rale  Swap  and  Cashflow  Swap) 

Rating  Agendas 


Initial  Purchaser 

Portibte  COS  Counterparty 

COS  Put  Provider 

Cotatora)  Manager 

Trustee 

Securities  Intermediary 

Note  Registrar 

Note  Paying  Agent 

Note  Catcutailon  Agent 

Note  Authenticating  Agent 

Custodian 

Fiscal  Agent 

Income  Note  Transfer  Agent 


Rating  Agencies 


Goldman  Sachs  &  Ca'GSCO' 

Goldman  Sachs  &  Co/GSCO" 

Bank  of  America  (formerly  LaSate  Bank  National 

Bank  of  America  (formerly  LaSate  Bank  National 

Bank  of  America  (formerly  LaSate  Bank  National 

Bank  of  America  (formerly  LaSate  Bank  National 

Bank  of  America  (formerly  LaSatie  Bank  National 

Bank  of  America  (formerly  LaSate  Bank  National 

Bank  of  America  (formerly  LaSate  Bank  National 

Basb  Capital  Securttisation  Pty,  Ltt 

Bank  of  America  {formerly  LaSate  Bank  National 

Bank  of  America  (formerly  LaSate  Bank  National 

Maples  Finance  Umfted 

AtG  Financial  Products  Corp 

Moody's  and  SaP 


Association, 
Association) 
Association) 
Association) 


Association) 
Association) 


Association) 
Association) 


Qoroman  Sachs  ft  Co.'GSCCT 

Goktman  Sachs  international  "GST 

Goldman  Sachs  International  "GST 

Cambridge  Pbce  CoOataral  Management  LLC 

Wets  Fargo  Bank.  National  Association 

Wets  Fargo  Bank.  National  Association 

Wens  Fargo  Bank.  National  Association 

Wets  Fargo  Bank,  National  Association 

Wets  Fargo  Bank.  National  Association 

Wets  Fargo  Bank.  National  Association 

Wets  Fargo  Bank,  National  Association 

Wets  Fargp  Bank.  National  Association 

Wets  Fargo  Bank.  National  Association 

Deutsche  International  Corporate  Services  (Ireland)  Umfted 

Moody's  and  S&P 


X) 


r\ 
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GOLDMAN,  SACHS  *  CO.  -  Goldman  Sachs  (MNY-07848) 
COO  Transactions  (July  1, 2006  -  December  31, 2007)  In  which  Ootdman  Sachs  acted  as  underwriter 


Anderson  Mezzanine  Funding  2007*1.  Lid.  •  Istuar 
Amderson  Mezzanine  Funding  2007-1.  Cop  -  Co-tssuer 


Nt&i  Purchaser 

Liquidation  Agent 

Croda*  Protection  Buyer 

Rating  Agencies 

Trustee 

Securttes  Intermediary 


Nolo  Paytog  Agent 

Mote  Calculation  Agent 

Note  Autheticating  Agent 

Custodian 

Fiscal  Agent 

income  Note  Transfer  Agent 

Admlnbirator  and  Share  Trustee 


OokJman  Sachs  &  Co.'GSCO* 

Goldman  (transferred  duties  on  1/24AXJ  to  another  party) 

GohJman  Sachs  International  *OSr 

Moody's  and  SAP 

Bank  of  America  (tormeny  LaSaHa  Bank  National  Association) 

Bank  ol  America  (tormeny  LaSala  Bank  National  Association) 
Bank  of  America  (tormeny  LaSale  Bank  National  Association) 
Bank  ol  America  (formerly  LaSala  Bank  National  Association) 
Bank  ol  America  (tormeriy  LaSale  Bank  National  Association) 
Bank  ol  America  (tormeny  LaSatie  Bank  National  Association) 
Bank  ol  America  (tormeny  LaSala  Bank  National  Association) 
Bank  ol  America  (tormeny  LaSale  Bank  National  Association) 
Maples  Fkiance  Umtted 


Tknberwol  L  Ltd.  -  Issuer 
TtnporwoBL  Ltd.  -Co-Issuer 


Initial  Purchaser 

Synthetic  Security  Counterparty 

Hedge  Counterparty  -  Cashflow  S» 

Trustee 

Securities  Intennerjaiy 

Cotolcrnl  AdntintssBtof 

Note  Registrar 

Note  Paying  Agent 

Note  Calculation  Agent 

Note  Amhoticaflng  Agent 

Custodian 

CotatoraJ  Manager 

Fecal  Agent 

Administrator  and  Share  Trustee 

Rating  Agendas 


Ookknan  Sachs  &  Co/GSCO* 
Goldman  Sachs  International  'QST 
Goldman  Sachs  International  'GSI* 
Bank  of  New  York 

Bar*  ol  New  York 

Bank  ol  New  York 

Bank  ol  New  York 

Bank  ot  New  York 

Bank  of  New  York 

Bank  of  New  York 

Bank  of  New  York 

Greywol  Capital  Management  LLC 

Bank  of  New  York 

Maptos  Finance  Umfted 

Moody's  and  SAP 


Confidential  Treatment 
Requested  by  Goldman  Sachs 


GS  MBS  0000004342 
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GOLDMAN.  SACHS  A  CO.  •  Goldman  Sach*  (MNY-07B48) 
COO  Transactions  (July  1, 2006  -  Oocenter  31. 2007)  In  which  Goldman  Sachs  •clad 


Polrti  Pleasant  Funding 
Point  Pleasant  Funding 


2007-1.  Ltd.* 
2007-1.  Corp. 


Issuer 
•Co-issuer 


Aldus  IV  Funding,  Ltd.- It 
AHus  IV  Funding,  Co>p.  - 


ABACUS  2005-1 


Intel  Purchaser 

Ccaataral  Put  Provider 

Into)  Placement  Agent 

Credit  Protection  Buyer 

UquUaoon  Agent 

Cashflow  Swap  Counterparty 

Rating  Agendas 

AdmWstnrtot  and  Share  Trustee 

Trustee 

Securities  inteimodbry 

Note  Registrar 

Note  Paying  Agent 

Note  CatcuMon  Agent 

Note  Authenticating  Agent 

Custodian 

Fbcal  Agent 

Income  Hptes  Transfer  Agent 


Intel  Purchaser 

Synthetic  Security  Counterparty 

Calculation  Agent  under  U.S.  OoBar  Cash  Flow  Swap  Transaction 

Securities  Intonnerflary 

Note  Registrar 

Note  Paying  Agent 

Note  Calculation  Agent 

Note  AuthetfcaOng  Agent  Custodian 

Collateral  Manager 

FiscalAgent 

Hedge  Counterparty  (Hate  Swap  and  Cashflow  Swap) 

Adi  i  atititi  aim  and  Share  Trustee 

Rattnq  Agendas 


Intel  Purchaser 
Protection  Buyer 
Bash  Swap  Counterparty 
CoflaMrai  Put  Provider 
CobSaral  Disposal  Agent 


Credit  Default  Swap  Calculation  Agent 
Basis  Swap  Catcutaoon  Agent 
Trustee/Issuing  ft  Paying  Agent 


Goldman  Sachs  &  Co/GSCO* 

Goldman  Sachs  International  "GST 

IXtS  Corporate  and  Investment  Bank 

DOS  Corporate  and  Investment  Bank 

Dion  Read  Capital  Management 

Rabobank 

Moody's  and  SAP 

Maples  Finance  United 

Bank  at  America  (tarmerly  LaSaDe  Bank  National  Association) 

Bank  of  America  (formerly  LaSale  Bank  Nadonal  Association) 

Bank  of  America  (formerly  LaSale  Bank  National  Association) 

Bar*  of  America  (formerly  LaSats  Bank  National  Association) 

aanhol>/rwfca(i>TT>^ItvLsS«ileya.-*t^tofaiAi9CCl30ooj 
Bank  ol  America  (tormeny  LaSale  Bank  National  Association) 
Da'^^ArwrftoiVvm-^LaSaeeea^NatiDrar^A^ociaJto'^ 
BanfcptAmwjcajtg^^  „ 


Gotdrtwm  Sachs  a.  Co/OSCC 
Gotdnian  Sachs  International  'GST 
Goldman  Sachs  4  Co.'GSCO* 

BarstotAmencaifonrienVLaSafloeank  National  Association) 
Bank  of  America  (tormeny  LaSale  Bank  National  Association) 
Bank  of  America  (formerly  LaSale  Bank  National  Association) 
Bank  of  America  (formerly  LaSale  Bank  National  Association) 
Bank  of  America  (formerly  LaSaaS  Bank  National  Association) 
Ga^o**^(V:3t^fTTw^L»S»aoQQr*NartkwwlA5socfciUon> 
Aladdin  Capital  Management  LLC 

AlG  Financial  Products  Corp 
Maptes  Fkiance  Lknesd 
Moody's  and  S&P 


Goldman  Sachs  &  Ga'GSCO* 

Goldman  Sachs  Capttal  Markets,  L.P.  *GSCM* 

Goldman  Sachs  Mitsui  Manna  Derivative  Products.  LP  XKMMDP* 

Goldman  Sachs  International  *GSI* 

OoUran  Sachs  a  CO.-QSCO* 

GoUman  Sachs  CapOal  Mattes.  l_p.  'OSCM* 

GoMman  Sachs  Capital  Mama*.  LP.  'GSCar 

Bar*  ol  America  former*  laSafle  Bar*  National  Asanrtatton) 


Confidential  Treatment 
;  Requested  by  Goldman  Sachs 


GS  MBS  0000004343 
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GOLDMAN.  SACHS  &  CO.  -  Goldman  Sachs  (MNY-07848) 
CDO  Transections  (July  1 .  2006  -  December  31. 2007)  In  which  Goldmen  Sachs  acted 


uundnrnflw 


ABACUS  2005-3 


ABACUS  200S-C81 


ABACUS  2006-14 


tnttsl  Purchaser 

Protection  Buyer 

Basis  Swap  Counterparty 

CofatoraJ  Put  Provider 

Cotiateraf  Disposal  Agent 

Notifying  Party 

Creel  OetauB  Swap  CaJcubtion  Agerd 

Basis  Swap  Calculation  Agent 

CoQaterat  Put  Calculation  Agent 

Trusteertswang  ft  Paying  Agent 


10/2008.  «007 


GoUman  Sachs  ft  Co/GSCO* 

Goldman  Sachs  Capkal  Markets.  LP.  'GSCM* 

Goldman  Sachs  Mitsui  Marina  Derivative  Products,  LP  'GSMMOP* 

Goldman  Sachs  International  'GST 

GoUman  Sachs  ft  Co/GSCO* 

GoUnwi  Sachs  Capoad  Markets.  L.P. 'GSCM* 

Goldman  Sachs  Capital  Markets.  \JP.  "GSCM" 

Goldman  Sachs  MHsul  Marine  Derivative  Products.  LP  "GSMMOP* 

GoUman  Sachs  International  *GST 

Bank  ol  America  (formerly  LaSaas  Bank  National  Asscdauon) 


Initial  Purchaser 

Protection  Buyer 

Basis  Swap  Counterparty 

Collateral  Put  Provider 

Collateral  Disposal  Agent 

Notifying  Party 

Credfi  Default  Swap  Calculation  Agent 

Basis  Swap  CaJcubtion  Agent 

Collateral  Put  Calculation  Agent 

Portfafio  Advisor 

Trustee/Issuing  ft  Paying  Agent 


initial  Purchaser 

Protection  Buyer 

Basis  Swap  Counterparty 

Collateral  Put  Provider 

Collateral  Disposal  Agent 

Notifykig  Party 

Credl  OetauB  Swap  Calcutatlon  Agent 

Basis  Swap  Calculation  Agent 

Ceoareral  Put  Calcutatlon  Agent 

Trusteaflssulnq  ft  Paykig  Agent 


Goldman  Sachs  ft  Co.'GSCO' 

Goldman  Sachs  Capkal  Markets.  L.P.  *GSCM* 

GoUman  Sachs  Mitsui  Marine  Derivative  Products.  LP  "GSMMOP* 

Goldman  Sachs  International  *GSI* 

Goldman  Sachs  A  Co.'GSCO" 

Goldman  Sachs  Capital  Markets.  L.P.  *GSCM* 

Goldman  Sachs  Capital  Markets,  L.P.  "GSCM" 

Goldman  Sachs  Mitsui  Marine  Derivative  Products,  LP  'GSMMOP* 

Goldman  Sachs  international  *GSr 

C-Bass  Investment  Management  LLC 

Bank  ot  America  (tormeny  LaSass  Bank  National  Association) 


Ooktman  Sachs  ft  Co/GSCO* 

Goldman  Sachs  Capital  Markets,  LP.  *GSCM* 

Goldman  Sachs  Mitsui  Marine  Derivative  Products.  LP  "GSMMOP* 

Goldman  Sachs  International  "GST 

Goldman  Sachs  ft  Co/GSCO* 

Goldman  Sachs  Capital  Markets.  LP.  'GSCM* 

GoUman  Sachs  Capital  Markets,  LP.  *GSCM* 

Goldrnan  Sachs  Mitsui  Marine  Derivative  Products.  LP  "OSMMDP* 

GoUman  Sachs  International  "GST 

Bank  ol  America  (fcxmeriy  LaSaas  Bank  national  Association) 


Confidential  Treatment 
Requested  by  Goldman  Sachs 


GS  MBS  0000004344 
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GOLDMAN,  SACHS  A  CO.  •  Goldman  Sachs  (MNY-07848) 
COO  Transactions  (Jury  1, 2006  -  December  H,  2007)  In  which  Goldman  Sachs  acted  as  underwriter 


ABACUS  2006-11 


ABACUS  2006-15 


ABACUS  20064' 


initial  Purchaser 

Piotacllon  Buyer 

Sash  Swap  Counterparty 

Coftaleral  Put  Provider 

CoBaiaral  Disposal  Agent 

Nodfyhg  Party 

Credit  Default  Swap  Calculation  Agent 

Basis  Swap  CalcutaBon  Agent 

CoBateral  Put  Catcutatton  Agent 

Trustee/Issuing  &  Payhg  Agent 


htUal  Purchaser 

Protection  Buyer 

Basis  Swap  Counterparty 

CoEateral  Put  Provider 

CoBateral  Disposal  Agent 

Notifying  Party 

Credit  Delauh  Swap  Calculation  Agent 

Basis  Swap  Calculation  Agent 

CoBateral  Put  Calculation'  Agem 

Trustee/Issuing  A  Payfrg  Agent 


India]  Purchaser 

Protection  Buyer 

Basts  Swap  Counterparty 

Cocateral  Put  Provider 

Cofatsral  Olsposal  Agent 

Notifying  Party 

Cretin  Default  Swap  Calculation  Agent 

Basis  Swap  Calculation  Agent 

Colateral  Put  Calculation  Agent 

Trustee/Issuing  a  Paying  Agent 


Goldman  Sachs  &  Ca'aSCO* 

Ooadmon  Sachs  CapcaJ  Markets.  UP.  *GSC*r 

Goldman  Sachs  Mssu*  Marine  Derivative  Products,  LP  "GSMMOP* 

Goldman  Sachs  International  'GSI* 

Goldman  Sachs  6  Co.'GSCO' 

Goldman  Sachs  Capital  Markers.  L.P.  *GSCM* 

Goldman  Sachs  Capital  Markets,  LP.  *GSCM" 

Goldman  Sachs  Mtsul  Marine  Derivative  Products,  LP  "GSMMOP* 

Goldman  Sachs  International  'GSI* 

Bank  of  America  (lormony  LaSafta  Bank  National  Association) 

Goldman  Sachs  &  Co/GSCO* 

Goldman  Sachs  CapOal  Markets.  LP.  -GSCM" 

Goldman  Sachs  Mesui  Marino  Derivative  Products.  LP  *GSMMOP* 

Goldman  Sachs  International  'GSr 

Goldman  Sachs  &  Co.*GSCO" 

Goldman  Sachs  Capital  Markets.  LP.  *G5CW* 

Goldman  Sachs  Capital  Markets.  LP.  *GSCM* 

Goldman  Sachs  Mtoul  Marine  Derivative  Products.  LP  *OSMMDP" 

GoMman  Sachs  International  'GST 

Bank  ol  America  (tormeny  LaSafta  Bank  National  Association) 


GoUrnan  Sachs  a  Co.*OSCO* 

Goldman  Sachs  Capital  Markets.  LP.  *GSC*r 

GokJman  Sachs  Mttsul  Marine  Derivative  Products.  LP  *OSMMDP* 

Goldman  Sachs  International  *OSr 

Goktman  Sachs  &  Co.'GSCO* 

Goldman  Sachs  Capttal  Markets.  LP.  'GSCM' 

Goldman  Sachs  Capital  Markets,  LP.  *GSCM* 

Goldman  Sachs  Mitsui  Marine  Derivative  Products,  LP  *GSMMOP* 

Goktman  Sachs  International  'GST 

Bank  ol  America  (tormeny  LaSaBa  Sank  National  Assoctatton) 


Confidential  Treatment 
Requested  by  Goldman  Sachs 
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GOLDMAN,  SACHS  &  CO.  -  Goldman  Sachs  (MNY-07848) 
COO  Transactions  (July  1. 2006  •  December  31,  2007)  In  which  Goldman  Sachs  acted  as  underwriter 


ABACUS  2006-HGS1 


Initial  Purchaser 

Protection  Buyer 

Basb  Swap  Counterparty 

CoOatBral  Put  Provider 

CoSatersi  Disposal  Agent 

Notifying  Party 

CreoH  Default  Swap  Calculation  Agent 

Basb  Swap  Calculation  Agent 

Collateral  Pul  Calculation  Agent 

Portfolio  Advisor 

Trustee/Issuing  &  Paying  Agent 


Goldman  Sachs  &  Co.'GSCO" 

Goldman  Sachs  Capital  Markets.  LP.  *GSCM* 

Goldman  Sachs  Mitsui  Marine  Derivative  Products,  LP  'GSMMDP* 

Goldman  Sachs  international  *GSI* 

Goldman  Sachs  A  Co.'GSCO* 

GoMman  Sachs  Capital  Markets.  LP.  *GSCM* 

Goldman  Sachs  Capaal  Markets,  LP.  *GSCM* 

Goldman  Sachs  MUsul  Marine  Derivative  Products.  LP  'GSMMDP* 

Goldman  Sachs  International  *GSf* 

Bear  Steam  Asset  Management  tnc 

Bar*  ot  America  (formerly  LaSafle  Bank  National  Association) 


ABACUS  2000-12 


ABACUS  2000-8 


Initial  Purchaser 

Protection  Buyer 

Basb  Swap  Counterparty 

CoBUaral  Put  Provider 

CoOateral  Disposal  Agent 

Notifying  Party 

Credtt  OefauS  Swap  Calculation  Agent 

Basb  Swap  Catcufaflon  Agent 

Cotataral  Put  CafcuSaton  Agent 

Trustee/Issuing  &  Paying  Agent 


Goldman  Sachs  ft,  Co.'GSCO* 

Goldman  Sachs  Capital  Markets.  LP.  •GSCM* 

Goldman  Sachs  Mitsui  Marine  Derivative  Products,  If*  'GSMMDP* 

Goldman  Sachs  International  *GS1* 

GoUman  Sachs  &  Co.'GSCO* 

Goldman  Sachs  Capital  Markets.  LP.  'GSCM* 

Goldman  Sachs  Capital  Markets.  LP.  'GSCM* 

GoUman  Sachs  Mftsul  Marine  Derivative  Products.  U»'GSMM0P* 

Goldman  Sachs  International  *OSi* 

Bank  of  America  (formerly  LaSaOe  Bank  National  Association) 


Inrtial  Purchaser 

Protection  Buyer 

Basb  Swap  Counterparty 

Cotateral  Put  Provider 

CoSateral  Disposal  Agent 

Notifying  Party 

Credtt  Default  Swap  Calculation  Agent 

Basb  Swap  Calculation  Agent 

Cototeraf  Put  Calculation  Agent 

TrustBonssuinQ  &  Paying  Agent 


Goldman  Sachs  &  Co.*GSCO* 

Goldman  Sachs  Capaal  Markets,  LP.  'GSCM* 

Goldman  Sachs  International  "GST 

Goldman  Sachs  &  Co.*GSCO* 

Goldman  Sachs  Capaal  Markets.  LP.  *GSCM* 

Goldman  Sachs  Capital  Markets.  LP.  'GSCM* 

Goldman  Sachs  Mitsui  Marine  Derivative  Products.  LP  'GSMMDP* 

Goldman  Sachs  International  *G5i" 

flank  of  America  (formerly  LaSafle  Bank  National  Association) 


Confidential  Treatment 
Requested  by  Goldman  Sachs 
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GOLDMAN,  SACHS  A  CO.  -  Goldman  Sachs  (MNY47848) 
COO  Transactions  (July  1 .  2006  -  December  31, 2007)  in  which  Goldman  Sache  acted  as  underwriter 


ABACUS  2007-AC1 


initial  Purchaser 

Protecttjit  Buyer 

Basis  Swap  Counterparty 

Cotateraf  Put  Provider 

Collateral  Disposal  Agent 

Nottyfcig  Party 

Credit  Default  Swap  CaJcubtton  Agent 

Basis  Swap  Calculation  Agent 

Cotateral  Put  Calcutatton  Agent 

Trustaoflssuhg  A  Paying  Agent 

Portfoto  Selection  Agent  | 


GoUman  Sachs  &  Co.*GSCO* 

Goldman  Sachs  Capital  Markets.  L.P.  'GSCM* 

GoUman  Sachs  MRsul  Marine  DenVatfve  Products,  LP  *GSMMDP" 

GoUman  Sachs  International  'GST 

Goldman  Sachs  ft  Co.'GSCO* 

Goldman  Sachs  Capita*  Markets.  L.P.  'GSCM* 

Goldman  Sachs  Capital  Markets,  LP.  'GSCM* 

GoUman  Sachs  MJtsul  Marine  OertVanVe  Products,  LP  'GSMMOP* 

GoUman  Sachs  Intamattonal  *GSI" 

Bank  of  America  (formerly  LaSaBe  Bank  National  Association) 

ACAMan; 


^ 


Confidential  Treatment 
Requested  by  Goldman  Sachs 


GS  MBS  0000004347 


Footnote  Exhibits  -  Page  4160 


From: 
Sent: 
To: 
Subject: 


Jha,  Arbind 

Wednesday,  September  20,  2006  4:32  PM 

Birnbaum,  Josh 

Tried  calling  you 


Sobel  this  morning  mentioned  in  the  Firmwide  Risk  Committee  meeting  that  we  are  looking  at  CDO  exit  for  our  long  ABX 
risk.  Wanted  to  get  some  color  on  this,  particularly  in  relation  to  how  we  are  going  to  assemble/manufacture  80-100 
names  typically  needed  as  CDO  collateral  (synthetic).  Thanks. 


Confidential  Treatment  Requested  by  Goldrr 


Permanent  Subcommittee  on  Investigations 

Wall  Street  &  The  Financial  Crisis 

ReportFootnot^2217 


] 


GS  MBS-E-01268528S 
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Date:    September  20th,  2006 
To:       Firm  wide  Risk  Committee 
Re:       September  20th  FRC  Minutes 


The  September  20th  Fimiwide  Risk  Committee  meeting  commenced  at  7:30am.  The  meeting  was  chaired 
by  David  Viniar  and  Jerry  Corrigan.  Apologies  were  received  from  Lloyd  Blankfein,  Gary  Cohn,  Mark 
McGoldrick,  Liz  BescheL  Bob  Litterman,  Braham  Cramer,  Randy  Cowen,  and  Don  Mullen. 


Divisional  Reports 

The  businesses  updated  the  committee  on  the  | 
the  updates. 


Bill  McMahon 


A  general  discussion  followed 


RichRs 


Jon  SoM 

■  •     ABX  position  underperforming  by  widening  SObp  white  single  name  BBB  CDS  are  I  Obp  wider 
and  cash  is  roughly  flat  Divergence  due  to  Macro  Hedge  Funds  shorting  the  sector. 

•  Business  working  on  first  ever  synthetic  CDO  with  indices.    May  consist  of  40  to  60  names. 

•  ABXriskdown30%toSI.6MM/bp.    Business  may  increase  position  if  arbitrage  opportunity 
presents  itself. 

•  Noted  active  securitization  calendar. 

Justin  Gmelich 


EdEisler 


Confidential  Treatment 
Requested  by  Goldman  Sachs 


■  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


GS  MBS  0000004472 
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Dave  Heller 


Any  Other  Business 


E 


=  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 
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From: 
Sent: 
To: 
Subject: 


Sobel,  Jonathan 

Tuesday,  October  24,  2006  6:26  PM 

Sparks,  Daniel  L 

Re: 


I  am  upset  by  this  email  from  Tom.   Who  do  you  think  is  feeding  him  the  incorrect 
"chatter"? 

Original  Message  

From:  Sparks,  Daniel  L 

To:  Montag,  Tom;  Sobel,  Jonathan;  Bash-Polley,  Stacy 

Sent:  Tue  Oct  24  18:07:00  2006 

Subject:  RE: 

There's  a  lot  more  to  it  than  the  chatterers  are  factoring  in.  The  team  knows  the  mandate 
is  to  reduce,  and  that  they  better  not  miss  trades  by  letting  price  get  in  the  way.  That 
said,  there  is  an  arb  to  cdo  and  we  plan  to  be  commercial  about  it. 


From:        Montag,  Tom 

Sent:  Tuesday,  October  24,  2006  6:03  PM 

To:    Sobel,  Jonathan;  Bash-Polley,  Stacy;  Sparks,  Daniel  L 

Subject:     RE: 

there  is  always  a  trade  missed  on  pricing  : ) 

that  said  i  just  heard  some  chatter  about  people  trying  to  make  money  out  of  the  cdo  and 
slowing  down  process  etc  and  i  think  myself  and  others  think  we  need  to  be  less  nickel  and 
dime  and  more  dollar  based  in  reducing  the  risk 


From:        Sobel,  Jonathan 

Sent:  Tuesday,  October  24,  2006  4:28  PM 

To:    Montag,  Tom;  Bash-Polley,  Stacy;  Sparks,  Daniel  L 

Subject:     RE: 


CDO  should  price  tomorrow  and  is  in  good  shape.   P&L  release  should  be  in  the 
neighborhood  of  $15mm.   We  also  are  starting  to  see  some  short  covering,  which  we  will 
sell  into  to  further  reduce  our  risk  toward  your  50%  goal. 

Is  there  something  specific  you're  referring  to  in  terms  of  our  being  too  picky?   Is 
there  a  trade  we  missed  due  to  price? 


From:        Montag,  Tom 

Sent:  Tuesday,  October  24,  2006  4:19  PM 

To:    Bash-Polley,  Stacy;  Sobel,  Jonathan;  Sparks,  Daniel  L 

Subject: 

great  on  the  this  CDO  getting  rid  of  our  ABX  risk?   when  is  the  next  one? 
lets  be  aggressive — when  we  are  down  50%  in  risk  then  we  can  be  pickier 
about  making  money 

let  me  know 


Confidential  Treatment  Requested  by  Goldm 
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Date:    August  9th,  2006 

To:       Firmwide  Risk  Committee 

Re:       August  9th  FRC  Minutes 


the  August  9th  Firmwide  Risk  Committee  meeting  commenced  at  7:30am.  The  meeting  was  chaired  by 
David  Viniar  and  Jerry  Corrigan.    Apologies  were  received  from  Gary  Conn,  Robert  Litterman,  Isabelle 
Ealet,  Jacob  Rosengarten,  Rich  Ruzika,  Tom  Riggs,  Robin  Vince,  and  Randy  Cowen 

Divisional  Reports 

EdEisler 


Don  Mullen 


Driss  Ben-Brahim 


JonSobel 

•  ABX  continues  to  perform  well,  but  business  feels  it  has  run  its  course  and  so  will  reduce 
exposures. 

•  Business  purchased  $6BN  prime  residential  loans  and  sold  Alt-A  residuals  last  week  as  well  as 
CLO  equity  position. 

•  Business  to  come  back  to  committee  on  3  potential  opportunities  which  include  2  European  deals 
one  a  CMBS  warehouse  funding  opportunity  to  both  originators  and  purchasers,  one  a  mortgage 
conduit,  and  the  third  a  U.S.  sale  of  commercial  loans  to  REITS. 


Dave  Heller 
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Any  Other  Business 
None 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Confidential  Treatment  Requested  by  Goldman  Sachs 


GS  MBS-E-00968259 


Footnote  Exhibits  -  Page  4166 


From:  Viniar,  David 

Sent:  Wednesday,  September  20,  2006  4:1 8  PM 

To:  Montag,  Tom 

Subject:  RE:  ABX  wider  again  today. 

I  believe  $7mm 

Original  Message 

From:  Montag,  Tom 

Sent:  Wednesday,  September  20,  2006  4:15  PM 

To:  Viniar,  David 

Subject:  Fw:  ABX  wider  again  today. 

Fyi .   How  much  was  global  macro  down  today 

Original  Message  

From:  Sobel,  Jonathan 

To:  Montag,  Tom 

Sent:  Thu  Sep  21  03:09:34  2006 

Subject:  RE:  ABX  wider  again  today. 

I  think  most  hedge  funds  have  been  right  on  this  (i.e.  they've  been  short),  so  it's  a 
piling  on  effect  that  we're  seeing  rather  than  a  risk  unwind.   We  have  reduced  our  risk  by 
about  30%  over  the  past  week,  but  it's  starting  to  feel  overdone  to  me.   The  synthetic  CDO 
seems  like  a  viable  takeout  here;   the  feedback  we've  received  has  been  positive  thus  far. 
To  give  you  a  perspective  on  relative  performance  over  the  past  month  or  so: 

— BBB-  ABX  index   +55bp  wider 

— BBB-  cash  sub  prime  virtually  unchanged  with  deals  pricing  and  selling  (similar  to 

index) 

— BBB-  single  name  sub  prime  CDS  +10  wider  — Equities  up  — CMBS  unchanged  — Corp  credit 

tighter 

I  believe  the  divergence  has  been  caused  by  macro  hedge  funds  shorting  the  index.   A  CDO 
would  enable  us  to  exploit  the  cheapening  in  the  index  vs.  cash  and  single  names. 

Original  Message 

From:  Montag,  Tom 

Sent:  Wednesday,  September  20,  2006  2:25  PM 

To:  Sobel,  Jonathan 

Subject:  Re:  ABX  wider  again  today. 

I  thought  u  were  selling 

This  will  continue  for  awhile  won't  it 

Original  Message  

From:  Sobel,  Jonathan 

To:  Montag,  Tom 

Sent:  Thu  Sep  21  02:11:39  2006 

Subject:  ABX  wider  again  today. 


Down  about  $10mm.   I  think  this  is  getting  overdone,  and  I  will  look  to 
buy  in  the  manager's  account  if  this  continues.   Saw  some  buying  from  PIMCO  yesterday,  JPM 
Arb  looking  at  some  size  now,  CDO  execution  will  take  some  time  but  seems  quite 
reasonable. 
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Date:    September  9th,  2006 

To:       Firrawide  Risk  Committee 

Re:       September  9th  FRC  Minutes 


The  September  9th  Firmwide  Risk  Committee  meeting  commenced  at  7:30am.  The  meeting  was  chaired  by 
David  Viniar  and  Jerry  Corrigan.    Apologies  were  received  from  Mark  McGoldrick. 

Divisional  Reports 


Jon  Sobel 

•  Risks  at  the  lower  end  of  their  range. 

•  Securitization  calendar  picking  up  next  week. 

•  Business  continuing  to  reduce  volatile  ABX  position. 

•  Business  bid  on  SI  2BN  sub-prime  loans  last  week. 


Don  Mullen 
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Raman  Agus 


Any  Other  Business 

Two  presentations  were  given  to  the  committee,  one  on  High  Risk  Derivatives  and  one  on  the  firm's! 
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From: 
Sent: 
To: 
Subject: 


Swenson,  Michael 

Tuesday,  September  12,  2006  6:21  PM 

Birnbaum,  Josh 

FW:  ABX 


From: 

Sobel,  Jonathan 

Sent: 

Tuesday,  September  12,  2006  6:00  P 

To: 

Swenson,  Michael 

Cc: 

Sparks,  Daniel  L 

Subject: 

ABX 

The  last  post  you  gave  me  was  this  morning  when  you  thought  things  were  "firm".  Now  I  find  out  that  we're  down 
$6mm  on  the  day.  I  understand  that  things  move,  but  you  need  to  post  me. 

Also,  I  want  to  reduce  this  position. 
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Date:    August  23rd,  2006 

To:       Firmwide  Risk  Committee 

Re:        August  23rd  FRC  Minutes 


The  August  23rd  Firmwide  Risk  Committee  meeting  commenced  at  7:30am.  The  meeting  was  chaired  by 
Craig  Broderick.    Apologies  were  received  from  David  Viniar,  Jerry  Corrigan,  Sarah  Smith,  Raanan 
Agus,  Braham  Cramer,  Bob  Litterman,  Jonathan  Sobel,  Marc  Spilker  and  Robin  Vince. 


Divisional  Reports 

Driss  Ben-Brahim 
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•     Mortgages  sold  down  another  net  15%  of  their  large  ABX  position.     ABX  liquidity  has 

improved. 

Mortgages  will  bid  on  $  12BN  sub  prime  whole  loans  this  week. 


Mortgage! 

fljKtradi 


ie  (whole  loans)  converted  to  agencies  and  sold. 


Isabelle  Ealet 


Rich  Ruzika 


Don  Mullen 


Dave  Heller 
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Robert  Howard 


Jacob  Rosengarten 


Anv  Other  Business 
None 
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From: 
Sent: 
To: 
Subject: 


Sobel,  Jonathan 

Tuesday,  September  19,  2006  4:16  PM 

Swenson,  Michael 

ABX 


We  need  to  reach  a  conclusion  on  the  viability  of  a  structured  exit. 
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Subject: 
Location: 

Start: 

End: 

Show  Time  As: 

Recurrence: 

Meeting  Status: 

Required  Attendees: 


Updated:  ABX  and  Single  -Name  Opportunities 
TBD 

Tue  9/19/2006  4:00  PM 
Tue  9/19/2006  4:30  PM 
Tentative 

(none) 

Not  yet  responded 

Swenson,  Michael;  Birnbaum,  Josh;  Salem,  Deeb;  Lehman,  David  A.;  Egol,  Jonathan; 
Rosenblum,  David  J.;  Ostrem,  Peter  L;  Nagel,  Kyle;  Kamilla,  Rajiv 
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From: 
Sent: 
To: 
Subject: 


Swenson,  Michael 

Tuesday,  September  19,  2006  9:35  PM 

Sobel,  Jonathan 

ABX 


Proceeding  with  the  CDO  solution,  the  CDO  team  has 
to  begin  to  build  a  deal  around. 


60  single-names  that  they  will  be  able 


Goldman,  Sachs  &  Co. 
85  Broad  Street  |  New  York,  NY10004^ 
tel:+1  212  902  5090  |  mobile: +1  917* 
e-mail:  michael.swenson@gs.com 


Michael  J.  Swenson 

Fixed  Income,  Currency  &  Commodities 


fax: +1  212  902  1691 

Goldman 

Sachs 


>=  Redacted  by  the  Permanent 
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This  material  has  been  prepared  specifically  for  you  by  the  Fixed  Income  Trading  Department  and  is  not  the  product  of  Fixed  nccme  Research.  We  are  not 
soicitTng^y  action  based Spon  thiTmaterial.  Opinions  expressed  are  our  present  opinions  only.  The  material  is  based  upon  information which  we  cons.der 
reliable  but  we  do  not  represent  that  it  is  accurate  or  complete,  and  it  should  not  be  relied  upon  as  such.  Certain  transactions,  including  those  involving 
futures'  options  and  high  yield  securities,  give  rise  to  substantia]  risk  and  are  not  suitable  for  all  investors.  We,  or  persons  involvedin  the  preparation  or 
issuance^  this  material,  may  from  time  to  time,  have  long  or  short  positions  in,  and  buy  or  sell  the  secunties,  futures,  options  or  other  msftwierrts  and 
investments  identical  wrth  or  related  to  those  mentioned  herein.  Goldman  Sachs  does  not  provide  accounting,  tax  or  legd  advice;  such .matters should I  be 
discussed  with  your  advisors  and  or  counsel.  In  addition,  we  mutually  agree  that,  subject  to  applicable  law,  you  may  disdose  any  and  all  aspect i  of  th is 
material  that  are  necessary  to  support  any  U.S.  federal  income  tax  benefits,  without  Goldman  Sachs  imposing  any  limitation  of  any  kind.  This  matenalhas 
™ssuS  ^GoS  Sachs  &  Co.  and  has  been  approved  by  Goldman  Sachs  International,  which  is  regulated  by  The  Rnancal  Services  Authonty,  ,n 
connection  with  Hs  distribution  in  the  United  Kingdom  and  by  Goldman  Sachs  Canada  in  connection  with  Us  dislnbution  ,n  Canad a  Further formation  on  any 
of  the  securities,  futures  or  options  mentioned  in  this  material  may  be  obtained  upon  request  and  for  this  purpose  persons  in  Italy  should  contact  Goldman 
Sachs  S.I.M.  S.p.A.  in  Milan,  or  at  Hs  London  branch  office  at  133  Fleet  Street. 

This  material  does  not  evidence  or  memorialize  any  agreement  or  legally  binding  commitment  between  any  parties  and  does  not  constitute  a  contract  or 
commitment  to  provide  any  financing  or  underwriting.  Any  financing  or  underwriting  is  subject  in  all  respects  to  .ntemalcredrt  approval  at  Goldman  Sachs,  and 
is  subject  to,  among  other  things,  the  completion  of  documentation  in  form  and  substance  satisfactory  to  Goldman  Sachs. 

This  message  may  contain  Information  that  is  confidential  or  privileged.  If  you  are  not  the  intended  recipient,  please  advise  the  sender  immediately  and  delete 
the  message.  s00http//wwwqS.com/disclaimer/email  for  further  information  on  confidentiality  and  the  risks  inherent  in  electronic  communication. 
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From: 
Sent: 
To: 
Subject: 


Li,  John  X 

Monday,  October  16,  2006  10:15  AM 

Herrick,  Darryl  K 

Call  Arbind  Jha  7-6356 


Regarding  Hudson  Mezz  risk  issue 

Goldman,  Sachs  &  Co. 
85  Broad  Street  |  New  York,  NY  10004 
Tel:  21 2-902-2592  |  Fax:  21 2-493-0251 
e-mail:  john.x.li@gs.com 

John  X.  Li 

Structured  Products  Group 

Fixed  Income,  Currencies  &  Commodities 
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INTRODUCTION 

The  advent  of  tranched  ABS  credit  indices  represents  another  milestone  for  the 
credit  derivatives  market.  But  while  the  trading  of  standardized  tranches  on  a  port- 
folio of  ABS  (exclusively  Home  Equity  securities)  provides  new  strategic  opportuni- 
ties for  market  participants,  the  inclusion  of  these  new  instruments  in  ABS  CDO 
portfolios  poses  certain  challenges. 

These  challenges  revolve  around  the  potential  degree  of  overlap  in  ABS  CDO  col- 
lateral pools  that  can  sharply  increase  pool-wide  correlation.  Coupled  with  the  cur- 
rent environment,  in  which  the  new  ABX-based  tranches  are  trading  at  extremely 
wide  spreads  relative  to  similarly  enhanced  ABS  CDO  tranches,  there  is  a  risk  that 
many  ABS  CDOs  will  see  sharp  increases  in  average  pool-wide  correlation  through 
the  purchase  of  the  standardized  ABX  tranches  in  either  synthetic  or  cash  (credit- 
linked  note)  form. 

What  Are  the  New  Tranched  ABS  Index  Instruments? 

The  ABX  credit  indices  were  launched  in  January  2006.  Each  index  includes  20  liq- 
uid Home  Equity  securities  issued  in  the  prior  six  months.  The  ABX  06-01  index  is 
based  on  HE  securities  underwritten  during  the  second  half  of  2005,  the  ABX  06-2 
index  on  securities  underwritten  during  the  first  half  of  2006  and  the  ABX  07-1 
index  on  securities  underwritten  during  the  second  half  of  2006.  Unlike  corporate 
credit  indices,  there  is  no  overlap  in  underlying  instruments  between  different 
series  as  each  ABX  series  is  associated  with  a  single  vintage. 
The  first  tranched  ABX  indices  ("TABX")  began  trading  on  February  1 4  of  this  year. 
At  least  initially,  only  the  BBB  and  BBB-  ABX  sub-indices  have  been  tranched.  The 
standardized  tranches  reference  the  combination  of  the  ABX  06-2  and  ABX  07-1 
collateral  pools,  for  a  total  of  40  credits.  The  attachment/detachment  points  are 
set  as  follows: 


Table  1 

TABX  Attachment/Detachment  Points 

BBB  Reference  Portfolio                BBB- Reference  Portfolio 

35-100 
20-35" 
T2-20 "" 

40-100 
25-40 
15-25 

7-12 
"3-7"' 

10-15 
""5-10' 

0-3 

0-5 
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The  Incentive  to  Include  TABX  in  ABS  CDOs 

With  the  recent  turmoil  in  the  subprime  mortgage  market-the  prices  of  the  ABX  indices  have  fallen  dramatically 
over  the  past  few  months-the  new  TABX  tranches  are  trading  at  very  wide  yields. 

Given  the  yields  at  which  the  TABX  tranches  have  been  priced,  CDO  structures  and  managers  may  perceive  an 
opportunity  to  add  the  instruments  to  ABS  CDO  portfolios  in  order  to  enhance  portfolio-average  spreads.  The 
tranches  could  potentially  be  added  directly  to  synthetic  and  hybrid  ABS  CDOs  in  credit  default  swap  form,  or 
transformed  into  credit-linked  notes  for  inclusion  in  cash-flow  CDOs. 

Moody's  View  About  the  Addition  of  TABX  Tranches 

So  long  as  they  are  properly  treated,  the  addition  of  TABX  tranches  to  ABS  CDO  portfolios  may  not  raise  any 
concerns. 

As  with  the  inclusion  of  the  ABX,  our  primary  concern  is  with  correlation.  In  the  case  of  the  TABX,  our  immedi- 
ate focus  is  on  capturing  the  correlation  within  the  CDO.  For  example,  Moody's  wants  to  make  sure  that  any 
CLNs  that  reference  TABX  are  classified  as  being  correlated  to  one  another  and  to  other  related  single  name  or 
index  exposures  in  the  CDO. 

The  key  to  capturing  intra-CDO  correlation  is  that  any  TABX  exposure  be  properly  identified.  In  general,  collat- 
eral managers  have  wide  discretion  in  classifying  instruments  that  are  incorporated  into  ABS  CDO  collateral 
pools.  TABX  tranches  might,  for  example,  simply  be  classified  by  the  name  of  the  vehicle  which  issued  the 
CLN.  Such  a  designation  would  fail  to  recognize  that  there  could  be  other  CLNs  from  other  shelves  which  ref- 
erence the  same  risk  or  that  the  CDO's  portfolio  could  already  be  exposed  to  the  names  in  the  TABX,  either 
through  single  name  CDS  or  through  direct  exposure  to  the  ABX. 

Given  the  novelty  of  TABX,  neither  existing  CDO  indentures,  nor  Moody's  CDOROM™  software  that  is  used  to 
model  ABS  CDO  asset  correlations,  provides  for  a  "TABX"  category  to  address  Moody's  concerns  on  correla- 
tion. Thus  even  the  most  conscientious  collateral  manager  may  not  have  an  existing  mechanism  to  accurately 
characterize  the  correlations  associated  with  TABX  tranches. 

Treatment  in  CDOs 

In  light  of  the  potentially  significant  correlation  impact  of  adding  TABX  tranches  to  ABS  CDO  collateral  pools, 
Moody's  will  review  such  proposals  on  a  case-by-case  basis.  The  review  will  ensure  that  an  appropriate  set  of 
asset  correlations  (e.g.,  100%  for  TABX  tranches  based  on  the  same  collateral  pools)  is  reflected  in  CDOROM. 
Therefore,  Moody's  asks  that  CDOs  and  other  rated  vehicles  that  wish  to  offer  protection  on  the  TABX  either 
through  a  CLN  or  swap  first  come  to  Moody's  to  discuss  the  appropriate  treatment  within  the  CDO. 
In  the  months  ahead,  we  anticipate  that  we  will  modify  CDOROM  in  order  to  facilitate  the  appropriate  correlation 
treatment  for  TABX  tranches.  Until  that  time,  we  propose  the  following  guidelines  for  existing  and  recent  CDOs: 

1 .  The  aggregate  exposure  of  the  CDO  to  the  TABX  and  the  ABX  should  not  exceed  2%  for  High  Grade 
deals  and  5%  for  Mezzanine  deals.  Additionally,  the  exposure  to  any  vintage  should  not  exceed  2%. 
The  determination  of  vintage  for  the  TABX  should  be  on  a  look  through  basis.  For  example,  a  2%  expo 
sure  to  the  current  TABX  would  imply  a  1  %  exposure  to  each  of  the  ABX  06-2  and  the  ABX  07-1 . 

2.  To  measure  the  correlation  within  the  purchasing  CDO: 

a.  The  TABX  may  be  entered  into  CDOROM  as  a  bespoke  CDO  (i.e.,  using  a  look-through  approach  in 
which  each  underlying  HE  tranche  is  entered  into  CDOROM  individually)  if  such  a  CDO  has  the  abil- 
ity to  add  bespoke  CDOs,  or 

b.  All  products  related  to  the  ABX  (TABX  CLNs  and  swaps,  ABX,  single  name  CDS  referenced  in 
the  various  ABX)  should  use  the  term  "ABX"  in  the  "Transaction  Name"  field  in  CDOROM. 
(The  Issue  Date  and  the  Key  Agent  fields  may  have  to  adjust  to  a  single  value  in  order  for  the 
CDOROM  to  function  properly.) 

3.  All  other  indenture  restrictions/rules,  such  as  the  discount  purchase  rules  must  apply. 
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Inter-CDO  Correlations 

In  addition  to  intra-CDO  correlations,  Moody's  is  also  concerned  about  the  impact  of  the  ABX  and  TABX  on 
correlations  between  ABS  CDOs  (e.g.,  in  a  CDO  squared  or  the  CDO  basket  of  an  ABS  CDO).  The  asset  corre- 
lations assumed  in  CDOROM  between  ABS  CDOs  were  developed  using  the  data  that  was  available  at  the  time 
we  performed  the  original  correlation  analysis  -  i.e.,  based  on  transactions  backed  by  cash  collateral,  which  is 
not  easily  replicated  across  deals.2  More  recently,  with  the  growth  of  synthetics  in  ABS  CDOs,  it  has  become 
easier  for  multiple  deals  to  have  exposure  to  the  same  reference  obligation.  With  the  popularity  of  the  ABX 
index,  it  comes  as  no  surprise  that  Moody's  has  found  that  many  recent  transactions  have  exposure  to  the  ABX 
in  both  index  and  single  name  form.  Essentially,  this  means  that  inter-CDO  correlations  are  increasing. 
While  intra-CDO  correlation  concerns  can  be  treated  using  a  look-through  approach  as  mentioned  earlier, 
addressing  correlations  between  ABS  CDOs  is  more  difficult.  When  an  ABS  CDO  contains  both  ABS-related 
positions  as  well  as  tranches  of  other  actively  managed  CDOs,  it  is  difficult  to  perform  a  look-through  analysis 
on  an  ongoing  basis  because  of  the  dynamic  nature  of  each  underlying  CDO's  portfolio.  Moody's  is  currently 
undergoing  a  research  project  to  study  the  overlaps  in  ABS  CDOs  and  will  adjust  our  ABS  CDO  correlations 
accordingly.  Until  the  research  project  is  completed,  Moody's  may  consider  look-through  correlations  for  ABS 
CDOs  in  the  initial  rating  process. 

CONCLUSION 

Moody's  believes  that  the  proliferation  of  standardized  index  products  may  increase  the  correlation  within  and 
between  CDOs.  Because  the  models  currently  used  by  Moody's  do  not  contemplate  products  such  as  the  ABX 
and  TABX  that  may  be  infinitely  replicated,  we  will  shortly  introduce  refinements  to  our  correlation  framework 
and  will  solicit  market  comment  on  the  proposal. 


2       "Moody's  Revisits  its  Assumptions  Regarding  Structured  Finance  Default  (and  Asset)  Correlations  for  CDOs'    June  27,  2005 


Inclusion  of  Tranched  ABX  Indices  in  ABS  CDOs  Moody's  Investors  Service  •  3 


J"! 


-r 


Footnote  Exhibits  -  Page  4180 


Doc ID#  SF95049 

c  Copyright  2007,  Moody's  Investors  Service,  Inc.  and/or  its  licensors  including  Moody's  Assurance  Company,  Inc.  (together,  ■MOODY'S").  All  rights  reserved.  ALL  INFORMATION  CONTAINED  HEREIN  IS  PROTECTED  BY 
COPYRIGHT  LAW  AND  NONE  OF  SUCH  INFORMATION  MAY  BE  COPIED  OR  OTHERWISE  REPRODUCED,  REPACKAGED,  FURTHER  TRANSMITTED,  TRANSFERRED,  DISSEMINATED,  REDISTRIBUTED  OR  RESOLD,  OR 
STORED  FOR  SUBSEQUENT  USE  FOR  ANY  SUCH  PURPOSE,  IN  WHOLE  OR  IN  PART,  IN  ANY  FORM  OR  MANNER  OR  BY  ANY  MEANS  WHATSOEVER,  BY  ANY  PERSON  WITHOUT  MOODY'S  PRIOR  WRITTEN  CONSENT. 

All  inlormation  contained  herein  is  obtained  by  MOODY'S  from  sources  believed  by  it  to  be  accurate  and  reliable.  Because  of  the  possibility  of  human  or  mechanical  error  as  well  as  other  factors,  however,  such 
information  is  provided  "as  is"  without  warranty  of  any  kind  and  MOODY'S,  in  particular,  makes  no  representation  or  warranty,  express  or  implied,  as  to  the  accuracy,  timeliness,  completeness,  merchantability  or  fitness 
for  any  particular  purpose  of  any  such  information.  Under  no  circumstances  shall  MOODY'S  have  any  liability  to  any  person  or  entity  for  (a)  any  loss  or  damage  in  whole  or  in  part  caused  by,  resulting  from,  or  relating  to, 
any  error  (negligent  or  otherwise)  or  other  circumstance  or  contingency  within  or  outside  the  control  of  MOODY'S  or  any  of  its  directors,  officers,  employees  or  agents  in  connection  with  the  procurement,  collection, 
compilation,  analysis,  interpretation,  communication,  publication  or  delivery  of  any  such  information,  or  (b)  any  direct  indirect,  special,  consequential,  compensatory  or  incidental  damages  whatsoever  (including  without 
limitation,  lost  profits),  even  if  MOODY'S  is  advised  in  advance  of  the  possibility  of  such  damages,  resulting  from  the  use  of  or  inability  to  use,  any  such  information.  The  credit  ratings  and  financial  reporting  analysis 
observations,  if  any,  constituting  part  of  the  information  contained  herein  are,  and  must  be  construed  solely  as.  statements  of  opinion  and  not  statements  of  fact  or  recommendations  to  purchase,  sell  or  hold  any 
securities.  NO  WARRANTY,  EXPRESS  OR  IMPLIED,  AS  TO  THE  ACCURACY,  TIMELINESS,  COMPLETENESS,  MERCHANTABILITY  OR  FITNESS  FOR  ANY  PARTICULAR  PURPOSE  OF  ANY  SUCH  RATING  OR  OTHER 
OPINION  OR  INFORMATION  IS  GIVEN  OR  MADE  BY  MOODY'S  IN  ANY  FORM  OR  MANNER  WHATSOEVER.  Each  rating  or  other  opinion  must  be  weighed  solely  as  one  factor  in  any  investment  decision  made  by  or  on 
behalf  of  any  user  of  the  information  contained  herein,  and  each  such  user  must  accordingly  make  its  own  study  and  evaluation  of  each  security  and  of  each  issuer  and  guarantor  of,  and  each  provider  of  credit  support 
for,  each  security  that  it  may  consider  purchasing,  holding  or  selling. 

MOODY'S  hereby  discloses  that  most  issuers  of  debt  securities  (including  corporate  and  municipal  bonds,  debentures,  notes  and  commercial  paper)  and  prelerred  stock  rated  by  MOODY'S  have,  prior  to  assignment 
of  any  rating,  agreed  to  pay  to  MOODY'S  for  appraisal  and  rating  services  rendered  by  it  fees  ranging  from  $1,500  to  approximately  $2,400,000.  Moody's  Corporation  (MCO)  and  its  wholly-owned  credit  rating  agency 
subsidiary.  Moody's  Investors  Service  (MIS),  also  maintain  policies  and  procedures  to  address  the  independence  of  MIS's  ratings  and  rating  processes.  Information  regarding  certain  affiliations  that  may  exist  between 
directors  of  MCO  and  rated  entities,  and  between  entities  who  hold  ratings  from  MIS  and  have  also  publicly  reported  to  the  SEC  an  ownership  interest  in  MCO  of  more  than  5%,  is  posted  annually  on  Moody's  website  at 
www.moodys.com  under  the  heading  "Shareholder  Relations  —  Corporate  Governance  —  Director  and  Shareholder  Affiliation  Policy." 
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From: 
Sent: 
To: 
Subject: 


Salem,  Deeb 

Sunday,  April  29,  2007  2:33  PM 

Swenson,  Michael 

Fw:  AIG  FP  ABX  basis  trade 


So  annoying. .. its  our  book  not  his 
Sent  from  ray  BlackBerry  Wireless  Device 

Original  Message  

From:  Tourre,  Fabrice 

To:  Swenson,  Michael;  Salem,  Deeb;  Chin,  Edwin 

Cc:  ficc-mtgcorr-desk 

Sent:  Sun  Apr  29  11:46:43  2007 

Subject:  RE:  AIG  FP  ABX  basis  trade 

Deeb/Ed/Mike:  do  you  guys  have  any  thought  on  this  ?  would  like  to  be  able  to  get  back  to 
AIG  FP  first  thing  Monday  morning  if  possible.  I  think  offering  this  trade  at  1/2  point 
makes  sense  (can't  imagine  people  would  do  a  lot  of  work/go  through  this  brain  damage  for 
less  than  that) ,  and  just  as  an  FYI,  color  from  Andy  Forster  at  AIG  FP  is  the  following 
(email  that  Neil  forwarded  to  me  on  Friday,  coming  from  Andy  Forster  and  I  quote) : 

"i  think  this  is  the  basic  version  where  you  pay  us  like  50bps.  the  issue  though  is  that 
this  has  some  real  risk  and  i  wantto  understand  what  the  risks  are.  for  example  i  think 
some  bonds  can  step  up  but  the  index  does  not?  also  the  single  names  all  trade  at 
different  spreads  so  if  a  high  spread  name  defaults  we  lose  more  in  income  than  we  stop 
paying  on  teh  index  etc  etc  .  also  something  about  delivery  with  the  index  only  allowing 
one  method?" 


From:  Tourre,  Fabrice 

Sent:  Friday,  April  27,  2007  5:40  PM 

To:  Swenson,  Michael;  Salem,  Deeb;  Chin,  Edwin 

Cc:.  ficc-mtgcorr-desk 

Subject:  AIG  FP  ABX  basis  trade 

See  attached  the  trade  we  could  show  to  AIG  FP  to  close  the  Hudson  Mezz  account.  This 
account  is  long  ABX  and  short  single-name  CDS.  On  a  running  basis,  the  account  is  net 
positive  carry  by  3bps  —  however  when  looking  closely  at  the  combination  of  trades,  the 
account  is  positive  carry  on  06-1  index  and  negative  carry  on  06-2  index.  Question  is  at 
what  price  do  we  sell  this  position  to  remove  the  MtM  vol  risk  of  that  account,  as  well  as 
the  basis  risk  —  the  basis  risks  are  the  following: 

—  positive  basis:  the  single-name  CDS  are  cancellable  individually  by  the  protection 

buyer  at  the  step-up  date 

—  negative/positive  basis:  if  06-1  index  amortizes  /  suffers  writedowns  faster  than  06-2 

index,  the  trade  can  become  negative  carry 

I  am  suggesting  we  offer  this  trade  to  AIG  at  an  upfront  payment  of  $6mm  to  have  AIG  FP 
take  the  MtM  risk  (and  we  know  it  is  a  pretty  big  risk)  as  well  as  the  amortization 
differential  risk  (pretty  small  in  my  mind) . 
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From: 
Sent: 
To: 
Subject: 


Herrick,  Darryl  K 

Thursday,  September  21 ,2006  8:41  AM 

Salem,  Deeb;  Swenson,  Michael;  Birnbaum,  Josh;  Ostrem,  Peter  L;  Chin,  Edwin 

Locked  Levels 


We  are  close  in  talks  with  our  counterparty  on  the  super  senior  for  the  ABX  CDO 

Before  we  get  execution,  we  need  to  show  them  levels  on  where  we  expect  to  lock  in  asset  levels 

So  far  we  have  levels  from  CMBS  at  +1 12 

On  ABX  we  want  to  show  1  bp  inside  mids 
ABX  2006-1  BBB  @  +137 
ABX  2006-1  BBB-  @+250 
ABX  2006-2  BBB@ +149 
ABX  2006-2  BBB-  @  +271 

For  the  CDS  given  spread  widening  this  week,  we  want  to  go  with  +120  for  BBB  flat  and  +220  for  BBB- 

Can  you  confirm  we  are  good  on  the  above  levels? 

This  is  key  to  complete  our  work  today  on  the  Super  Senior  tranche 

DH 
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Darryl  K.  Herrick 

CDO  Structuring,  Marketing  and  Principal  Investments 

Goldman,  Sachs  &  Co. 

85  Broad  Street 

New  York,  NY  10004 

Tel:  212-902-9305 

Mobile:flHflBHP 
E-mail:  darryl.herrick@gs.com 

(C)  Copyright  2006  The  Goldman  Sachs  Group,  Inc.  All  rights  reserved. 

This  material  has  been  prepared  specifically  for  you  by  the  Collateralized  Debt  Obligation  Group  of  the  Goldman  Sachs  fixed 
toe  Currency  and  ConLodities  DeparLent  and  is  not  a  product  of  the  research  departments  of  Goldman  Sachs.  All  materials 
ndulng  prosed  terms  and  conditions,  are  indicative  and  for  discussion  purposes  only.  Fmakzed  terms  and  conditions  are  subject 
totr7e?    Sn  and  negotiation.  Opinions  expressed  are  our  present  opinions  only.  Certa  n  transactions  give  me  to  substomal 
mk  and  are  not  suitable  for  all  investors.  Goldman  Sachs  does  not  provide  accounting,  tax  or  legal  advice;  however^  you  should  be 
aTarelafaTy  proposed  indicative  transaction  could  have  accounting,  tax,  legal  or  other  implicates  th*  should  be  discussed  wi* 
rJtoSSLL  We  mutually  agree  that,  subject  to  applicable  law,  you  may  disclose  any  and  all  aspects  o  -y  potential 
u^nsactiTor  structure  described  herein  that  are  necessary  to  support  any  U.S.  federal  income  tax  benefits,  without  Goldman  Sachs 
imSSg  any  UmLion  of  any  kind.  We  are  under  no  obligation  to  extend,  renew  or  otherwise  restructure  any  proposed  transaction. 
MHn  S  was  supplied  in  good  faith  based  on  information  which  we  believe,  but  do  not  guarantee  to  be  accurate  or 

compleTe  however  we  are  not  responsible  for  errors  or  omissions  that  may  occur.  Further  information  regarding  this  material  may 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Herrick,  Darryl  K 

Monday,  October  02,  2006  2:15  PM 

Swenson,  Michael;  Birnbaum,  Josh;  Salem,  Deeb 

Ostrem,  Peter  L;  Sparks,  Daniel  L 

RE:  Hudson  Mezz  CDO:  Agreed  Upon  Portfolio  and  Levels 


That  works  ,     . 

Given  even  composition  between  ABX  1  and  2,  will  get  to  the  same  spot  from  CDO  investors  viewpoint 


From:  Swenson,  Michael 

Sent:  Monday,  October  02,  2006  1 :  53  PM 

To:  Herrick,  Darryl  K;  Birnbaum,  Josh;  Salem,  Deeb 

Cc:  Ostrem,  Peter  L;  Sparks,  Daniel  L 

Subject:  RE:  Hudson  Mezz  CDO:  Agreed  Upon  Portfolio  and  Levels 

Darryl  we  should  use  the  265  and  245  spread  for  ABX2  and  ABX1  triple-B  minus  spreads 
and  145  and  130  for  triple-B  ABX2  and  ABX1  triple-B  spreads 


From: 

Sent: 

To: 

Cc: 

Subject: 


Herrick,  Darryl  K 

Monday,  October  02,  2006  1:49  PM 

Swenson,  Michael;  Birnbaum,  Josh;  Salem,  Deeb 

Ostrem,  Peter  L;  Sparks,  Daniel  L 

Hudson  Mezz  CDO:  Agreed  Upon  Portfolio  and  Levels 


«  File:  Asset  Portfolio  2006-10-2.xls  » 

We  plan  to  announce  Hudson  Mezzanine  Funding  tomorrow  in  the  am  for  Europe,  Asia  and  the  US 
I'm  circulating  around  to  everyone  the  CDO  portfolio  and  spreads  we  will  be  showing  investors  and  agencies, 
based  on  our  agreed  upon  amounts  and  levels  from  last  week 
Please  let  me  know  if  you  have  questions  or  comments 
Darryl 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Darryl  K.  Herrick 

CDO  Structuring,  Marketing  and  Principal  Investments 

Goldman,  Sachs  &  Co. 

85  Broad  Street 

New  York,  NY  10004 

Tel:  212-902-9305 

Mobile:  646- W 
E-mail:  darryl.herrick@gs.com 

(C)  Copyright  2006  The  Goldman  Sachs  Group,  Inc.  All  rights  reserved. 

This  material  has  been  prepared  specifically  for  you  by  the  Collateralized  Debt  Obligation  Group  of  the  C^ldman  Sachs 
Fixed  Income  Currency  and  Commodities  Department  and  is  not  a  product  of  the  research  departments  of  Goldman  Sachs. 
All  materials  including  proposed  terms  and  conditions,  are  indicative  and  for  discussion  purposes  only.  Finalized  terms  and 
conditions  are  subject  to  further  discussion  and  negotiation.  Opinions  expressed  are  our  present  opinions  only.  Certain 
transactions  give  rise  to  substantial  risk  and  are  not  suitable  for  all  investors.  Goldman  Sachs  does  not  provide  accounting, 
tax  or  legal  advice-  however,  you  should  be  aware  that  any  proposed  indicative  transaction  could  have  accounting,  tax,  legal 
or  other  implications  that  should  be  discussed  with  your  advisors  and  or  counsel.  We  mutually  agree  that,  subject  to 
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From:  Swenson,  Michael 

Sent:  Tuesday,  September  19,  2006  9:31  PM 

To:  Comacchia,  Thomas 

Cc:  Bimbaum,  Josh;  Swenson,  Michael 

Subject:  RE:  Abx 

Here  are  the  points  for  your  discussion: 

On  the  ABX  Side 

1.  Very  crowded  trade  -  guys  talking  their  position  in  the  media  (ie  Grants,  NY  Post). 
Could  be  very  violent  short  covering  rally  because  most  of  the  shorts  facing  non-market  to 
market  vehicles  (ie  CDOs ) . 

2.  Expensive  break-evens.  Despite  the  recent  sell-off  most  macro  players  are  at  best  flat 
given  the  carry  hurdle. 

3.  Relative  Value  -  Underperform  stocks,  and  corporate  credit  by  2  points/65bp  in  the  past 
6  weeks.   Also,  CMBX  is  5bp  tighter  over  the  same  period.   The  Philadelphia  Housing  Index 
is  up  approx  10%  over  this  period. 

4.  Basis  -  Index  to  single-name  basis  is  at  the  wides  (ie  40bp  at  BBB-  level).   Index  to 
cash  is  even  more  extreme  at  70bp.   Bids  for  cash  deals  remain  strong  and  have  barely 
widened. 

5.  CDO  -  we  are  going  to  price  an  innovative  full  capital  structure  $l+bb  CDO  deal  with 
60%  of  the  risk  in  ABX  (no  one  has  done  this  before) .  At  the  current  levels  we  produce 
equity  at  levels  that  are  approximately  10%  (in  return)  cheaper  than  a  typical  CDO. 

6.  Property  Derivatives  -  press  release  tommorrow.  More  direct  way  for  the  macro . community 
to  express  their  negative  views  on  house  prices.   We  expect  existing  shorts  to  explore 
swapping  out  of  ABX  shorts  into  Prop  Derivatives 


Natural  Buyers  of  Property  Derivatives 

1.  Pension   Funds 

2 .  REITS 

3.  Insurance   Companies 

4.  CDOs  -  we  are  going  to  create  rated  CDS-like  contracts  and  do  a  CDO  using  these 
contracts  -  similar  structure  to  CRISP 


Original  Message 

From:  Cornacchia,  Thomas 

Sent:  Tuesday,  September  19,.  2006  5:20  PM 

To:  Swenson,  Michael 

Subject:  Re:  Abx 

He  wants  to  know  who  we  believe  will  be  natural  buyer  of  new  product 
Original  Message  
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From:  Swenson,  Michael 

To:  Cornacchia,  Thomas;  Birnbaum,  Josh 
Sent:  Tue  Sep  19  17:15:32  2006 
Subject:  RE:  Abx 

We  are  ready 

Original  Message 

From:  Cornacchia,  Thomas 

Sent:  Tuesday,  September  19,  2006  4:43  PM 
To:  Swenson,  Michael;  Birnbaum,  Josh 
Subject:  Abx 

I  had  conversation  today  -  we  have  a  10  am  call  tomorrow  morning  -  need  to  prep  ahead  of 
time 
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From: 
Sent: 
To: 
Cc: 

Subject: 


Herrick,  Darryl  K 

Sunday,  October  08,  2006  1:12  PM 

Shimonov,  Roman;  Chaudhary,  Omar 

Lee,  Jay;  Sugioka,  Hirotaka;  Mishra,  Deva  R.;  Ganapathy,  Mahesh;  West,  Ariane;  Lee,  Jung 

H. 

RE:  Hudson  Mezz-  VERBAL  ONLY 


Omar,  I  realize  lack  of  manager  may  be  tough  hurdle  for  them.  May  be  helpful  to  let  Deeb  and  I  get  on  a  call  with  the 
investor  and  discuss  our  asset  selection  criteria  and  I  can  go  through  asset  sale  criteria.  Let  me  know  if  that  would  be 
useful 


From:  Shimonov,  Roman 

Sent:  Sunday,  October  08,  2006  1:09  PM 

To:  Chaudhary,  Omar 

Cc:  Lee,  Jay;  Sugioka,  Hirotaka;  Mishra,  Deva  R.;  Herrick,  Darryl  K;  Ganapathy,  Mahesh;  West,  Ariane;  Lee,  Jung  H. 

Subject:  Hudson  Mezz-  VERBAL  ONLY 


VERBAL  ONLY 

If  we  have  not  already  responded  to  the  inquiry  below,  the  dollar  price  of  the  BBs  assuming  a  spread  of  600bps  and  a 
DM  of  650bps  is  98.30. 


From:  Chaudhary,  Omar 

Sent:  Thursday,  October  05,  2006  3:03  AM 

To:  Mishra,  Deva  R;  Herrick,  Darryl  K;  Shimonov,  Roman 

Cc:  Lee,  Jay;  Sugioka,  Hirotaka 

Subject:  RE:  Hudson  Mezzanine  Funding,  2006-1  Ltd.  -  New  Issue  Announcement  (144a/RegS)  (internal) 

What  is  the  approximate  discount  dollar  price  that  equates  to  a  par  value  coupon  of  L+600  on  the  Class  E's  with 
a  DM  of  L+650? 

Low  delta  chance  we  have  interest  from  a  private  bank  in  Taiwan  for  this  sort  of  security  (though  lack  of  manager 
is  a  big  issue  for  them)... 


From:  GS  Syndicate 

Sent:  Tuesday,  October  03,  2006  10:54  AM 

To:  ficc-spgasia 

Cc:  ficc-spgsyn;  Ostrem,  Peter  L;  Herrick,  Darryl  K;  Mishra,  Deva  R. 

Subject:  Hudson  Mezzanine  Funding,  2006-1  Ltd.  -  New  Issue  Announcement  (144a/RegS)  (external) 

Hudson  Mezzanine   Funding,    2006-1   Ltd.    —  New   Issue  Announcement    (144a/RegS) 

(external) 

Lead  Manager  &  Sole  Bookrunner:  Goldman  Sachs 

Liquidation  Agent:  Goldman,  Sachs  &  Co. 

$2.0bn  Static  Mezzanine  Structured  Product  CDO 


Class 

Size ($mm) 

%Deal 

Mdy/S&P 

WAL(y) 

Init  OC 

Guidance 

S 

[  ] 

N/A 

Aaa/AAA 

[2.8] 

N/A 

N/A 

Sen  Swp 

1,200 

60.0% 

Aaa/AAA 

[3.7] 

166.7% 

N/A 

Al 

150 

7.5% 

Aaa/AAA 

[2.0] 

133.3% 

lmL+TBD 

A2 

150 

7.5% 

Aaa/AAA 

[6.0] 

133.3% 

lmL+TBD 

B 

160 

8.0% 

Aa2/AA 

[5.1] 

120.5% 

lmL+TBD 

C 

100 

5.0% 

A2/A 

[5.2] 

113.6% 

lmL+TBD 

D 

150 

7.5% 

Baa2/BBB 

[5.2] 

104.7% 

lmL+TBD 

E 

30 

1.5% 

Bal/BB+ 

[5.3] 

103.1% 

1ML+TBD 

PS 

60    3 

.  0%   Not  Rated 

N/A 

N/A      **CALL  DES 
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<<  File:  Hudson  Mezz  Debt  Book  Announcement.pdf  >>   <<  File:  Hudson  Mezz 
Termsheet  Announcement.pdf  >>  <<  File:  Hudson  Mezz  Funding  2006-1  WH-  Asset 
Portfolio.xls  » 

Expected  Timing: 

Price  Guidance  &  Red  -  w/o  Oct  16 

Pricing  -  w/o  Oct  23 

GS  Structured  Products  Global  Syndicate 

Asia:  Omar  Chaudhary,  Jay  Lee,  &  Hirotaka  Sugioka  +81  (3)  6437-7198 

Europe:  Mitch  Resnick  &  Tets  Ishikawa  +44  (0)20  7774-3068 

N.  America:  Bunty  Bohra,  Scott  Wisenbaker,  Scott  Walter,  Tony  Kim  &  Malcolm  Mui  + 

1  (212)  902-7645 

Structured  Product  CDO  Desk: 

Peter  Ostrem  +1  (212)'  357-4617  //  Darryl  Herrick  +1  (212)  902-9305 

Risk  Factors:  An  investment  in  the  securities  presents  certain  risks,  please  see 
the  Preliminary  Offering  Circular  for  a  description  of  certain  risk  factors. 

Disclaimer: 

This  material  has  been  prepared  specifically  for  you  and  contains  indicative 
terms  only.  All  material  contained  herein,  including  proposed  terms  and 
conditions  are  for  discussion  purposes  only.  Finalized  terms  and  conditions  are 
subject  to  further  discussion  and  negotiation.  Goldman  Sachs  shall  have  no 
liability,  contingent  or  otherwise,  to  the  user  or  to  third  parties,  for  the 
quality,  accuracy,  timeliness,  continued  availability  or  completeness  of  the  data 
and  information.  Goldman  Sachs  does  not  provide  accounting,  tax  or  legal  advice; 
such  matters  should  be  discussed  with  your  advisors  and  or  counsel.  In  addition, 
we  mutually  agree  that,  subject  to  applicable  law,  you  may  disclose  any  and  all 
aspects  of  this  material  that  are  necessary  to  support  any  U.S.  federal  income 
tax  benefits,  without  Goldman  Sachs  imposing  any  limitation  of  any  kind. 

This  communication  shall  not  constitute  an  offer  to  sell  or  the  solicitation  of 
an  offer  to  buy  nor  shall  there  be  any  sale  of  these  securities  in  any  State  in 
which  such  offer,  solicitation  or  sale  would  be  unlawful  prior  to  registration  or 
qualification  under  the  securities  laws  of  any  such  State.  These  securities  are 
being  offered  by  the  issuer  and  represent  a  new  financing.  A  final  prospectus 
relating  to  these  securities  may  be  obtained  from  the  offices  of  Goldman,  Sachs  & 
Co.,  85  Broad  Street,  New  York,  NY  10004. 

See  http : //www . gs . com/disclaimer/email-salesandtrading . html  for  important  risk 
disclosure,  conflicts  of  interest  and  other  terms  and  conditions  relating  to  this 
e-mail  and  your  reliance  on  information  contained  in  it.   This  message  may 
contain  confidential  or  privileged  information.   If  you  are  not  the  intended 
recipient,  please  advise  us  immediately  and  delete  this  message.  See 
http: //www. gs .com/disclaimer/email/  for  further  information  on  confidentiality 
and  the  risks  of  non-secure  electronic  communication.  If  you  cannot  access  these 
links,  please  notify  us  by  reply  message  and  we  will  send  the  contents  to  you. 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Herrick,  Darryl  K 

Tuesday,  September  19,  2006  9:53  PM 

Salem,  Deeb;  Ostrem,  Peter  L 

Swenson,  Michael;  Bimbaum,  Josh;  Chin,  Edwin;  Kamilla,  Rajiv;  Lehman,  David  A. 

Re:  Ref  Obs  for  Prop  CDO 


Deeb,  we'll  take  at  look  these.  On  adding  Alt  A,  I  would  suggest  an  initial  bucket  of 
around  10  -  15  names  to  start.  We  could  add  some  more  later  on  depending  on  appetite,  but 
that  will  be  a  good  start. 
Thanks,  Darryl 

Original  Message  

From:  Salem,  Deeb 

To:  Ostrem,  Peter  L;  Herrick,  Darryl  K 

Cc:  Swenson,  Michael;  Bimbaum,  Josh;  Chin,  Edwin;  Salem,  Deeb;  Kamilla,  Rajiv;  Lehman, 

David  A. 

Sent:  Tue  Sep  19  21:31:47  2006 

Subject:  Ref  Obs  for  Prop  CDO 

«Book6.xls»  Pete/Darryl, 
Attached  are  60  RMBS  Ref  Obs  and  5  CMBS/CRE  CDO  ref  obs  for  the  CDO  we're  discussing.  On 
the  RMBS  side,  we  chose  30  Baa2  and  30  Baa3  CUSIPs  evenly  split  btw  2005  and  2006  vintage. 
We  can  add  a  few  alt-a  names  as  well.  How  many  of  those  would  you  like? 

Let  us  know  what  else  you  need 
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RMBS 


RefOb 

CUSIP           Size               Moody 

S&P 

Fitch 

Spread 

ABSHE  2005-HE6  M8 

04541GTS1 

10,000,000 

Baa2 

BBB 

BBB 

110 

ABSHE  2006-HE5  M8 

04544PAN9 

10,000,000 

Baa2 

BBB 

BBB 

1.10 

AMIT  2005-2  M8 

126673L75 

10,000,000 

Baa2 

- 

A 

110 

AMSI  2005-R3  M8 

03072SA62 

10,000,000 

Baa2 

BBB 

BBB 

110 

BSABS  2006-EC1  M7 

07387UAK7 

10,000,000 

Baa2 

- 

BBB 

110 

CARR  2005-FRE1  M8 

144531 EN6 

10,000,000 

Baa2 

- 

BBB+ 

110 

CARR  2006-RFC1  M8 

14453EAM4 

10,000,000 

Baa2 

BBB+ 

A 

110 

CWL  2005-10  MV8 

126670BC1 

10,000,000 

Baa2 

- 

BBB 

110 

FFML  2005-FF7  M8 

32027NUT6 

10,000,000 

Baa2 

BBB+ 

BBB+ 

110 

FHLT  2006-1  M7 

35729PPJ3 

10,000,000 

Baa2 

- 

BBB+ 

110 

FHLT  2006-2  M7 

35729PQF0 

10,000,000 

Baa2 

- 

BBB+ 

110 

GSAMP  2005-AHL  M5 

36242D2E2 

10,000,000 

Baa2 

- 

BBB 

110 

GSAMP  2005-AHL2  B1 

36234 1D30 

10,000,000 

Baa2 

- 

BBB+ 

110 

GSAMP  2005-HE6  M8 

362341 H36 

10,000,000 

Baa2 

- 

A- 

110 

GSAMP  2006-HE1  M8 

362341 5A3 

10,000,000 

Baa2 

- 

A- 

110 

HASC  2006-OPT4  M7 

40430KAP6 

10,000,000 

Baa2 

BBB+ 

BBB 

110 

JPMAC  2006-ACC1  M8 

46628RAN5 

10,000,000 

Baa2 

BBB 

BBB 

110 

JPMAC  2006-HE1  M8 

46626LGP9 

10,000,000 

Baa2 

BBB 

BBB 

110 

MSHEL  2006-2  B2 

61744CYX8 

10,000,000 

Baa2 

BBB+ 

BBB+ 

110 

NCHET  2005-C  M8 

64352VPG0 

10,000,000 

Baa2 

- 

BBB+ 

110 

NHEL  2005-2  M8 

66987WCU9 

10,000,000 

Baa2 

A 

BBB+ 

110 

NHEL  2006-2  M7 

66988VAM0 

10,000,000 

Baa2 

A 

A 

110 

OOMLT  2006-2  M8 

68402CAN4 

10,000,000 

Baa2 

- 

BBB 

110 

OWNIT  2006-2  B2 

69121PDP5 

10,000,000 

Baa2 

- 

A- 

110 

RASC  2006-EMX2  M8 

75406AAL3 

10,000,000 

Baa2 

- 

A- 

110 

SABR  2005-EC1  B2 

81375WDJ2 

10,000,000 

Baa2 

- 

BBB+ 

110 

SABR  2005-OP1  B2 

81375WCX2 

10,000,000 

Baa2 

BBB+ 

BBB 

110 

SASC  2005-WMC1  M4 

86359B6K2 

10,000,000 

Baa2 

BBB 

BBB 

110 

SAST  2005-2  B2 

805564SK8 

10,000,000 

Baa2 

BBB 

BBB 

110 

SURF  2006-BC1  B2A 

84751PKL2 

10,000,000 

Baa2 

- 

BBB+ 

110 

ABSHE  2005-HE3  M9 

04541 GRC8 

10,000,000 

Baa3 

BBB- 

BBB- 

210 

ACCR  2006-2  M9 

00437NAN2 

10,000,000 

Baa3 

- 

BBB- 

210 

ACE  2006-ASP2  M9 

004421XQ1 

10,000,000 

Baa3 

- 

A 

210 

AMSI  2005-R8  M9 

03072SM85 

10,000,000 

Baa3 

BBB+ 

BBB 

210 

ARSI  2005-W3  M9 

040104PL9 

10,000,000 

Baa3 

BBB+ 

BBB+ 

210 

BSABS  2005-EC1  M8 

0738795KO 

10,000,000 

Baa3 

- 

BBB- 

210 

BSABS  2006-PC1  M8 

07387UBE0 

10,000,000 

Baa3 

- 

BBB+ 

210 

CARR  2005-OPT2  M8 

144531CR9 

10,000,000 

Baa3 

BBB+ 

BBB 

210 

CARR  2006-NC2  M9 

14453FAN9 

10,000,000 

Baa3 

.     BBB- 

BBB- 

210 

CBASS  2006-CB4  B3 

12498QAN6 

10,000,000 

Baa3 

BBB- 

BBB 

210 

CMLTI  2005-OPT4  M9 

17307GUZ9 

10,000,000 

Baa3 

BBB 

BBB 

210 

ECR  2005-2  B 

1 26673 J94 

10,000,000 

Baa3 

- 

BBB- 

210 

EMLT  2005-1  M9 

29445FCW6 

10,000,000 

Baa3 

BBB- 

BBB- 

210 

FFML  2005-FF3  M9 

86359DBT3 

10,000,000 

Baa3 

BBB 

BBB 

210 

FFML  2006-FF8  M9 

320278AN4 

10,000,000 

Baa3 

- 

BBB 

210 

FHLT2005-BM10 

35729PKE9 

10,000,000 

Baa3 

- 

BBB- 

210 

FMIC  2006-1  M9 

31659TFJ9 

10,000,000 

Baa3 

- 

BBB 

210 

FMIC  2006-2  M9 

31659EAN8 

10,000,000 

Baa3 

- 

BBB 

210 

GEWMC  2005-1  B3 

367910AN6 

10,000,000 

Baa3 

BBB+ 

BBB+ 

210 

GSAMP  2006-NC2  M9 

362463AP6 

10,000,000 

Baa3 

- 

BBB- 

210 

JPMAC  2005-FRE1  M9 

46626LCL2 

10,000,000 

Baa3 

BBB- 

BBB- 

210 

JPMAC  2006-CW2  MV9 

46629BBB4 

10,000,000 

Baa3 

BBB- 

BBB- 

210 

OOMLT  2006-1  M9 

68389FK26 

10,000,000 

Baa3 

A- 

A 

210 

POPLR  2006-A  M6 

73316PKB5 

10,000,000 

Baa3 

- 

BBB 

210 

RAMP  2005-EFC2  M9 

76112BVX5 

10,000,000 

Baa3 

- 

BBB 

210 

RAMP  2006-RZ2  M9 

75156UAM9 

10,000,000 

Baa3 

- 

BBB+ 

210 

RASC  2005-EMX2  M9 

76110W2Q8 

10,000,000 

Baa3 

- 

BBB- 

210 

SASC  2006-WF2  M9 

86360LAN6 

10,000,000 

Baa3 

- 

BBB- 

210 

SVHE  2006-OPT2  M8 

83611MMU9 

10,000,000 

Baa3 

- 

BBB+ 

210 

WFHET  2006-1  M9 

9497EUAR8 

10,000,000 

Baa3 

- 

BBB+ 

210 

CMBS 

RefOb 

CUSIP 

Size 

Woody 

S&P 

Fitch 

Spread       WAL 

GSMS  2006-RR2  J 

36298JAU7 

20,000,000 

Baa2 

BBB 

105       11.71 

JPMCC2006-RR1AF 

48123HAG8 

20,000,000 

Baa2 

BBB 

115       10.63 

LNR  2006-1A  FFX 

53944MAT6 

20,000,000 

Baa2 

BBB 

BBB 

185         9.42 

MARRE  2006-1  AG 

565853AQ1 

20,000,000 

Baa2 

BBB 

BBB 

115           7.7 

RREF  2006-1 A  F 

76122VAG9 

20,000,000 

Baa2 

BBB 

BBB 

140         7.93 

^•-. 
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From:  Young,  Crystal  D. 

Sent:  Wednesday,  September  27,  2006  3:03  PM 

To:  Swenson,  Michael 

Subject:  RE. 

I  you  would  like  to  stay  on  the  26th  floor,  There  is  1hr  available  from  1-2pm...  Maybe  I  can  switch  Egol's  review  and 
switch  the  meeting  at  from  1-2pm.e. 


From:  Young,  Crystal  D. 

Sent:  Wednesday,  September  27,  2006  2:58  PM 

To:  Swenson,  Michael 

Subject:  RE: 


Unfortunately,  the  large  conf  room  is  booked  most  of  the  day. 

The  only  time  it  is  available  tomorrow  is,  froml  1  -1 1 :30am,  or  2-  2:45pm:  I  can  check  the  27th  will  that  work? 


From:  Swenson,  Michael 

Sent:  Wednesday,  September  27,  2006  2:46  PM 

To:  Young,  Crystal  D. 

Subject: 

Can  set  up  a  meeting  for  tomorrow  at  10am  in  the  26th  floor  conference  room? 
The  meeting  should  be  titled  the  "Marketing  Strategy  for  the  ABX  CDO  Trade" 

The  invitees  are : 

Sparks 
Sobel 

Harvey  Schwartz 
Stacy  Bash 
Tom  Cornacchia 
Sarah  Recktenwald 
Sclomi  Raz 
Kyle  Nagel 
Steve  Pinkos 
Lorin  Radtke 
Bunty  Bohra 
Scott  Wisenbaker 
Steve  Ricciardi 
Josh  Birnbaum 
Pete  Ostrem 
David  Rosenblum 
Darryl  Herrick 
Deeb  Salem 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Goldman,  Sachs  &  Co. 

85  Broad  Street  |  New  York,  NY  1 0004 

tel:  +1  21 2  902  5090  |  mobile:  +1  91  /(■■■  fax:  +1  21 2  902  1 691 
e-mail:  michael.swenson@gs.com 

Goldman 


Saehs 


s 


Michael  J.  Swenson 

Fixed  Income,  Currency  &  Commodities 


This  material  has  been  prepared  specifically  for  you  by  the  Fixed  Income  Trading  Department  and  is  not  the  product  of  Fixed  Income 
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From: 

Sent: 

To: 


Subject: 
Attachments: 


Herrick,  Darryl  K 

Thursday,  September  28,  2006  10:04  AM 

Swenson,  Michael;  Sparks,  Daniel  L;  Sobel,  Jonathan;  Schwartz,  Harvey;  Bash-Polley, 

Stacy;  Cornacchia,  Thomas;  Raz,  Shlomi;  Nagel,  Kyle;  Pinkos,  Steve;  Radtke,  Lorin;  Bohra, 

Bunty;  Wisenbaker,  Scott;  Ricciardi,  Steven;  Birnbaum,  Josh;  Ostrem,  Peter  L;  Rosenblum, 

David  J.;  Salem,  Deeb;  Siegel,  Mike 

HUDSON  -  INTERNAL  ONLY 

Hudson  Mezz  Termsheet  2006-09-27  Sales.doc;  Hudson  Mezz  Overview.ppt 


Hudson  Mezz 
ermsheet  2006-09-. 

INTERNAL  ONLY 


Hudson  Mezz 
Overview.ppt 


Please  find  the  Term  Sheet  and  Marketing  Points  for  today's  call  at  10am.  Please  let  me  know  if  you  have  any 
questions 


From: 
Sent: 
To: 


Subject: 

When: 

Where: 


Young,  Crystal  D.    On  Behalf  Of  Swenson,  Michael 

Thursday,  September  28,  2006  8:41  AM  ,,„.,' 

Sparks,  Daniel  L;  Sobel,  Jonathan;  Schwartz,  Harvey;  Bash-Polley,  Stacy;  Cornacchia,  Thomas;  Raz,  Shlomi;  Nagel,  Kyle;  Pinkos, 

Steve;  Radtke,  Lorin;  Bohra,  Bunty;  Wisenbaker,  Scott;  Ricciardi,  Steven;  Birnbaum,  Josh;  Ostrem,  Peter  L;  Rosenblum,  David  J.; 

Herrick,  Darryl  K;  Salem,  Deeb;  Siegel,  Mike 

Updated:  Marketing  Strategy  for  the  ABX  CDO  Trade 

Thursday,  September  28,  2006  10:00  AM-10:30  AM  (GMT-05:00)  Eastern  Time  (US  &  Canada). 

26L/Call  in  details 


Conference  Details: 
Moderator  Name : 
Company  Name : 
Client  ID: 


Michael  Swenson 

Goldman  Sachs  &  Co./#58062  (Main) 

347235 


Conference  Passcodes: 

Moderator  Passcode:  7488558 
Passcode:  748855 

Conference  Access: 

Toll  free:    1-866-319-4553  International 
Toll:  '       1-212-902-4079  Domestic 
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erseded  by  the  information  contained  in  the  imal  Offering 


All  information  in  this  Term  Sheet,  whether  regarding  the  assets  backing  any  securities  discussed  herein  or  otherwise,  will  be  supersed 

Circular  for  any  securities  actually  sold  to  you.  The  securities  have  not  been  and  will  not  be  registered  under  the  Securities  Act  of  1933,  as  amended,  and  the  issuers  will  not  be  registered 
under  the  Investment  Company  Act  of  1940,  as  amended  This  Term  Sheet  is  furnished  to  prospective  investors  on  a  confidential  basis  solely  for  the  purposes  of  evaluating  the  investment 
offered  hereby.  The  information  contained  herein  may  not  be  reproduced  or  used  in  whole  or  in  part  for  any  other  purposes. 

Preliminary  Termsheet  September  [],  2006 

Hudson  Mezzanine  Funding  2006-1,  LTD. 

$2.0  Billion  Static  Mezzanine  Structured  Product  CDO 

Note:  The  Class  S,  Senior  Swap,  A,  B,C,D  and  E  Notes  (the  "Notes")  have  not  been  registered  under  the  Securities  Act  oM9M,  as  amenrM  (the  "Securtttes  AcO.  ^ 

to  qualified  Irutrtutlonal  buyers  ("QIH»")  In  reliance  upon  the  exemption  from  the  registration  requirement!  of  the  Securities  Art  provided  by  Rule  M4A  who  are  also  qualified  purchasers  at  defined  In  the 

Investment  Company  Art  of  1940,  and  (b)  outside  the  United  States  to  non-  U  J.  persons  In  reliance  on  Regulation  S. 
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Class  S 

fl 

N/A 

N/A 

Aaa/AAA 

Not  Offered 

[2.8! 

Senior  Swap 

$1,200.0  MM 

60.00% 

166.7% 

Aaa/AAA 

Not  Offered 

[3.7] 

Class  Al 

$150.0  MM 

7.50% 

133.3% 

Aaa/AAA 

lmL+[  ]  bps 

[2.0] 

Class  A2 

$150.0  MM 

7.50% 

133.3% 

Aaa/AAA 

lmT.+[]  bps 

[6.0] 

Class  B 

$160.0  MM 

8.00% 

120.5% 

Aa2/AA 

lmL+[  ]  bps 

[5.1] 

Class  C 

$100.0  MM 

5.00% 

113.6% 

A2/A 

lmLl[]  bps 

[5.3] 

Class  D 

$150.0  MM 

7.50% 

104.7% 

Baa2/BBB 

linL+[  ]  bps 

[5.1] 

Class  E 

$30.0  MM 

1.50% 

103.1% 

Bal/BB+ 

lmL+[]bps 

[5.3] 

Income  Notes 

$60.0  MM 

3.00% 

N/A 

NR 

N/A 

N/A 

■Traiisaciirtti-.Ovcr.vicSv: 


Hudson  Mezzanine  Funding  2006-1  will  be  a  static  $2.0  billion  cashflow  CDO 

consisting  of  a  diversified  portfolio  of  single-name  credit  default  swaps  on  RMBS 

securities. 

Goldman  Sachs,  &  Co.  ("Goldman")  selects  the  assets. 

60%  of  the  assets  will  be  single  name  CDS  referencing  all  forty  obligors  in  ABX 

2006-1  and  ABX  2006-2. 

The  portfolio  consists  of  collateral  which  is  rated  at  least  Baa3  and  BBB-  with  an 

average  rating  of  Baa2/Baa3.  1 00%  will  be  real-estate  related  securities. 

Low  fee  structure  and  less  "bar-belled"  portfolio  than  other  mezzanine  CDOs  in  the 

current  market 


Pure  static  structure  eliminates  reinvestment  risk  and  shortens  expected  weighted 
average  lives  on  liabilities 

-  No  reinvestment,  substitution,  or  discretionary  trading 

-  Proceeds  from  credit-risk  sales  will  be  treated  as  principal  paydowns  or 
notional  reduction  of  the  Senior  Swap 

Liquidation  Agent  Fees:   10  bps  per  annum 

100%  ramped  at  closing  and  100%  certainty  of  all  assets  in  collateral  portfolio  to 

be  included  in  transaction 

No  fixed  rate  assets  in  the  portfolio  eliminates  possibility  of  an  interest  rate  swap 

hedge  mismatch 


Goldman,  as  Liquidation  Agent,  will  liquidate  any  asset  determined  to  be  a  "credit 
risk"  within  1 2  months  of  said  determination.  Credit  Risk  assets  will  include: 

-  Any  asset  downgraded  by  Moody's  or  S&P  below  Ba3  or  BB- 

-  Any  asset  that  is  defaulted  or  would  be  experiencing  a  credit  event  as  defined 

by  the  PAUG  confirm 
There  will  be  no  reinvestment,  substitution,  discretionary  trading  or  discretionary 
sales.  After  closing,  assets  that  are  determined  to  be  "credit  risk"  will  be  sold  by  the 
Liquidation  Agent  within  one  year  of  such  determination. 
Goldman  will  invest  in  a  portion  of  the  Income  Notes  at  closing. 


'C'iir(i:nM>«itfi>i)«>,<'li;iniclerisln>,r 


Par  Value  of  Collateral  (IMM)  $2,000 

Total  Expected  Portfolio  Size  (JMM)  $2,000 

%  Ramped  100% 

Moody's  Weighted  Average  Rating  Factor  485 

Weighted  Average  Life  [4.0]  years 

Number  of  Positions  140 

Distinct  Obligors  100 

Duration  Weighted  DM  [  1 84]  bps 
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(1)  Based  an  S4P  Ratings 


CDO  Structuring.  Marketing  and  Principal  Investments 

Peter  Ostrem  +1(212)357-4617 

Darryl  Herrick  +1  (212)  902-9305 


Syndicate 

Bunty  Bohra 
Scott  Wisenbaker 
Mitch  Resnick 
Omar  Chaudhary 


+1(212)357  4617 

+1(212)902  2858 

+44  20  7774  3068 

+813  6437  7198 


No  securities  are  being  offered  by  these  summary  materials.  If  the  securities  described  herein  or  other  securities  are  ultimately  offered,  they  will  be  offered  only  pursuant  to  a  definitive  Offering  Circular,  and  prospective 
investors  who  consider  purchasing  any  such  securities  should  make  their  investment  decisions  based  only  upon  the  information  provided  therein  (including  the  "Risk  Factors"  section  contained  therein)  and  consultation  with 
ttieh  own  advisers  This  material  is  for  your  private  inibimation  and  we  are  not  soliciting  any  action  based  upon  it  This  material  is  not  to  be  construed  as  an  offer  to  sell  or  the  solicitation  of  any  offer  to  buy  any  security  in 
arryjurisaictiOTwrumsuchanoflerOTSolioiratimwouMbefflegaL  This  material  is  based  on  information  that  we  consider  reliable,  but  v«donotrer«esenttr^itisaocurateorcon^letear^itsk>uldrwtberelieduponas 
such.  By  accepting  this  material  the  recipient  agrees  that  it  will  not  distribute  or  raovioe  me  material  to  any  orha  person.  The  information  contained  in  this  material  may  not  pertain  to  any  securities  that  will  actually  be  sold. 
The  information  contained  in  this  material  may  be  based  on  assumptions  regarding  market  conditions  and  other  matters  as  reflected  therein.  We  make  no  representations  regarding  the  reasonableness  of  such  assumptions  or 
die  likelihood  that  any  of  such  assumptions  wul  coincide  with  actual  market  conditions  or  events,  and  this  material  should  not  be  relied  upon  for  such  purposes.  We  and  our  affiliates,  officers,  directors,  partners  and 
employees,  including  persons  involved  in  the  preparation  or  issuance  of  this  material  may,  from  time  to  time,  have  long  or  short  positions  in,  and  buy  and  sen,  the  securities  mentioned  therein  or  derivatives  thereof  (including 
options)  Information  contained  inthis  material  is  current  as  of  the  date  ar^earing  on  this  material  only.  Information  in  this  material  regarding  any  assets  backing any  securities  discussed  herem  supersedes  all  pnor 
information  regarding  such  assets.  All  information  in  this  Term  Sheet,  whether  regarding  the  assets  backing  any  seciirittes  discussed  herm  or  othnwise,  wm  be  sur*rse^ 

Circular  for  any  securities  actually  sold  to  you.  Goldman  Sachs  does  not  provide  oooounhng,  tax  or  legal  advice.  In  addition,  we  mutually  agree  that,  subject  to  applicable  law,  you  may  disclose  any  and  all  aspects  of  any 
potential  transaction  or  structure  described  herein  that  are  necessary  to  support  any  U.S.  federal  income  tax  benefits  expected  to  be  claimed  with  respect  to  such  transactions,  and  all  materials  of  any  kind  (including  tax 
opinions  and  other  tax  analyses)  relating  to  those  benefits,  without  Goldman  Sachs  imposing  limitation  of  any  kind 
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terseded  by  the  information  contained  in  the  fiaai  Offering 


All  information  in  this  Term  Sheet,  whether  regarding  the  assets  backing  any  securities  discussed  herein  or  otherwise,  will  be  superseded  by  the  information :  contained  in  the  final  Otlenng 
Circular  for  any  securities  actually  sold  to  you.  The  securities  have  not  been  and  will  not  be  registered  under  the  Securities  Act  of  1933,  as  amended,  and  the  issuers  will  not  be  registered 
under  the  Investment  Company  Act  of  1940,  as  amended.  This  Term  Sheet  is  furnished  to  prospective  investors  on  a  confidential  basis  solely  for  the  purposes  of  evaluating  the  investment 
offered  hereby.  The  information  contained  herein  may  not  be  reproduced  or  used  in  whole  or  in  part  for  any  other  purposes. 


Issuer: 

Co-Issuer: 

Liquidation  Agent: 

Trustee: 

Initial  Purchaser: 

Offering  Type: 

Listing,  Clearing  &  Settlement: 


Reinvestment  Period: 
Non-Call  Period: 
Auction  Call  Date: 
Minimum  Coll  Price: 
Legal  Final  Maturity: 
Payment  Frequency: 


Liquidation  Agent  Fee: 
ERISA  Eligible: 


Tax  Treatment: 
Controlling  Class: 

Collateral: 


Hudson  Mezzanine  Funding  2006-1,  LTD,  incorporated  with  limited  liability  in  the  Cayman  Islands 
Hudson  Mezzanine  Funding  2006-1,  Corp,  corporation  organized  under  the  laws  of  the  State  of  Delaware 
Goldman,  Sachs  &  Co. 

[] 

Goldman  Sachs  &  Co. 

Reg  S  (Non-U.S.  Persons  only),  Rule  144A  Rule  144  A  purchasers  must  be  qualified  purchasers  under  the  Investment  Company 

Act  of  1940 

Application  may  be  made  to  admit  the  securities  on  a  stock  exchange  at  the  Issuer's  choice,  if  practicable.  There  can  be  no 

assurance  that  any  such  application  will  be  made  and  that  any  such  admission  will  be  granted.  The  Class  S,  A,B,C,D  and  E  Notes 

will  settle  through  Euroclear/Clearstream/DTC.  Notes  will  settle  with  accrued  interest,  if  any,  from  the  Closing  Date.  The  initial 

LIBOR  Rate  on  the  S,  A,B,C,D  and  E  Notes  will  be  set  two  business  days  prior  to  the  Closing  Date 

None 

Approximately  three  years.  Callable  in  whole  on  or  after  April  2010  by  a  majority  vote  of  the  Income  Notes 

Starting  April  2015  and  annually  in  April  thereafter 

Class  S,  A,  B,  C,  D  and  E  Notes  (if  issued)  at  par  plus  accrued  interest  'Inere  is  no  call  premium  to  the  Income  Notes 

April  2042  for  the  [Senior  Swap],  Class  A,  B,  C,  D  and  E  Notes.  April  [20 1 5]  for  the  Class  S 

The  Senior  Swap,  Class  S,  A,B,C,D  and  E  Notes  will  receive  premium  and  interest  payments  monthly,  commencing  April  2007. 

The  Senior  Swap,  Class  S,  A,  B,  C,  D  and  E  Notes  will  receive  principal  payments  and  reduce  outstanding  principal  amounts 

monthly,  commencing  April  2007.  Income  Notes  will  receive  distributions  according  to  the  payment  waterfall  quarterly, 

commencing  April  2007 

10  bps  per  annum,  payable  senior  to  premium  on  the  Senior  Swap  and  payable  monthly,  commencing  April  2007 

The  Class  S,  A,  B,  C,  and  D  Notes  are  expected  to  be  ERISA  eligible,  assuming  that  the  purchase  is  not  a  prohibited  transaction  for 

the  purchaser 

Class  S,  Senior  Swap,  A,  B,  C,  and  D  Notes  will  be  treated  as  debt 

The  Class  S,  Senior  Swap  and  A  Notes  (the  "Senior  Notes")  voting  in  the  aggregate  until  paid  in  full,  then  Class  B,  Class  C,  Class 

D  and  Class  E  Notes  in  that  order  until  each  Class  is  paid  in  full 

Single  name  credit  default  swaps  referencing  RMBS  securities 


Coverage  Test 


Senior  Overcollateralization  Ratio1 
Class  C  Note  Overcollateralization  Ratio 
Class  D  Note  Overcollateralization  Ratio 
Class  E  Note  Overcollateralization  Ratio 


Expected  Closing  Date 
Values 

Target  OC  Coverage 
Required 

Minimum  Ongoing 
OC  Coverage  Requirement 

[  120.5]% 

[  122.5]% 

[  114.0]% 

[  113.6]°/4 

[115.0]% 

[  108.0]% 

[  104.7]% 

[106.1]% 

[  101.6]% 

[  103.11% 

[  104.31% 

f  101.01%' 

The  Senior  Swap,  Class  A  tnd  Class  B  ratios  will  be  combined  and  known  as  Senior  OC  ratios 

Class  H  Interest  Diversion  Test  set  at  101.094.   After  regular  payments  of  premium,  interest,  amortization  and  principal  to  the  Seniw  Swap,  Clara  S,  A,  B.C.0  and  B  Notes  twt  before  a^ 
is  less  titan  (t  01  .OfH,  then  all  excess  interest  proceeds  will  be  paid  to  anwrtiwUwprincipai  balanca  of  the  CtanE  Notes 


Synthetic  Securities: 
Interest  Shortfall  Basis: 
Credit  Events: 


Default  Swap  Collateral: 


Pay-As-You-Go  ("PAUG")  ISDA 

Fixed  Cap  Applicable 

Writedown 

Failure  to  Pay  Principal 

Distressed  Ratings  Downgrade 

Proceeds  from  the  issuance  of  the  securities  deposited  with  Goldman  Sachs  in  exchange  for  Default  Swap  Collateral.  Default 

Swap  Collateral  will  be  delivered  to  Goldman,  (i)  to  settle  any  Credit  Events,  (ii)  to  pay  Physical  Settlement  Amounts,  (iii)  to 

pay  certain  Synthetic  Security  Termination  Payments  and  in  exchange  for  Synthetic  Security  Counterparty  Principal  Payments. 

If  the  Default  Swap  Collateral  is  not  sufficient  to  settle  any  Credit  Event,  pay  any  Physical  Settlement  Amount,  or  to  pay  any 

such  Synthetic  Security  Termination  Payment,  generally,  the  Senior  Swap  Counterparty  will  pay  such  amounts. 


No  securities  are  being  offered  by  these  summary  materials,  if  the  securities  described  Iierein  or  other  securities  are  ultimately  offered,  they  will  be  offered  only  pursuant  to  a  definitive  Offering  Circular,  and  prospective 
investors  who  consider  purchasing  any  such  securities  should  make  their  investment  decisions  based  only  upon  the  information  provided  therein  (including  the  "Risk  Factors"  section  contained  therein)  and  consultation  with 
their  own  advisers.  This  material  is  for  your  private  information  and  we  are  not  soliciting  any  action  based  upon  it  This  material  is  not  to  be  construed  as  an  offer  to  sell  or  the  solicitation  of  any  offer  to  buy  any  security  in 
any  jurisdiction  where  such  an  offer  or  solicitation  would  be  illegal.  This  material  is  based  on  information  that  we  consider  reliable,  but  we  do  not  represent  that  it  is  accurate  or  complete  and  it  should  not  be  relied  upon  as 
such.  By  accepting  this  material  the  recipient  agrees  that  it  will  not  distribute  or  provide  the  material  to  any  other  person.  1  he  information  contained  in  this  material  may  not  pertain  to  any  securities  that  will  actually  be  sold. 
The  irtfbrniotion  contained  in  this  material  may  be  based  on  assumptions  regarding  market  candrtions  and  other  matters  as  reflected  therein.  We  make  no  representations  regarding  the  reasonableness  of  such  assumptions  or 
the  likelihood  that  any  of  such  assumptions  will  coincide  with  actual  market  conditions  or  events,  and  this  material  should  not  be  relied  upon  for  such  purposes.  We  and  our  affiliates,  officers,  directors,  partners  and 
employees,  including  persons  involved  in  the  preparation  or  issuance  of  this  material  may,  from  time  to  time,  have  long  or  short  positions  in,  and  buy  and  sell,  the  securities  mentioned  therein  or  derivatives  thereof  (including 
options).  Information  contained  in  this  material  is  current  as  of  the  date  appearing  on  this  material  only.  Information  in  this  material  regarding  any  assets  backing  any  securities  discussed  herein  supersedes  all  prior 
information  regarding  such  assets.  All  information  in  this  Term  Sheet,  whether  regarding  the  assets  backing  any  securities  discussed  herein  or  otherwise,  will  be  superseded  by  the  information  contained  in  any  final  Ottering 
Circular  for  any  securities  actually  sold  to  you.  Goldman  Sachs  does  not  provide  accounting,  tax  or  legal  advice.  In  addition,  we  mutually  agree  that,  subject  to  applicable  law,  you  may  disclose  any  and  all  aspects  of  any 
potential  transaction  or  structure  described  lierem  that  are  necessary  to  support  any  U.S.  federal  tnoome  tax  benefits  expected  to  be  claimed  with  respect  to  mtch  rxaawtiona,  and  all  materials  of  any  kind  (including  tax 
opinions  and  other  tax  analyses)  relating  to  those  benefits,  without  Goldman  Sachs  imposing  limitation  of  any  kind. 
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Hudson  Mezzanine  Funding  2006-1 

Transaction  Overview 


Hudson  CDO  program  was  developed  by  the  CDO  Desk  in  2006  to  create  a  consistent,  programmatic 
approach  to  invest  in  attractive  relative  value  opportunities  in  the  RMBS  and  structured  product  market 
•    We  successfully  launched  Hudson  High  Grade  which  is  in  the  market  now.  This  is  a  continuation  of  this 
program  with  mezzanine  quality  RMBS 

The  CDO  is  an  Alpha  Generator  /  Term  Non-recourse  with  other  non-ABX  names.  60%  of  the  portfolio  will 
consist  of  single  name  CDS  from  the  ABX  2006-1  and  ABX  2006-2  index  to  pass  through  the  relative  value 
pickup  between  the  Index  vs.  single  name  CDS.  Term  non-recourse  execution  of  Hudson  will  lock  in  the 
arbitrage  for  the  benefit  of  debt  and  equity  investors 

Goldman  will  buy  equity  and  is  long  this  risk  via  warehouse:  100%  ramped 

This  is  not  a  tranched  Index  CDO.  CDO  will  utilize  a  cashflow  waterfall  with  traditional  O/C  tests 

Super  Seniors  are  done  with  one  large  sophisticated  Wall  Street  CDO  buyer 

Focus  will  be  on  the  BBBs  and  BBs 


>  NoCDOs 

>  No  negative  convexity  (fixed  rate) 

>  No  BBs 
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From: 
Sent: 
To: 
Subject: 

Attachments: 


Herrick,  Darryl  K 

Saturday,  September  30,  2006  1 1 :54  AM 

Ostrem,  Peter  L;  Case,  Benjamin;  Bieber,  Matthew  G. 

Hudson  Mezz 


Hudson  Mezz  Debt  Book  2006-09-283.ppt;  Hudson  Mezz  Termsheet  2006-09-27  Sales.doc 


Hudson  Mezz  Debt      Hudson  Mezz 
Book  2006-09-...  ermsheet  2006-09-. 

Team,  We  are  planning  to  begin  marketing  Hudson  Mezz  this  week 

I  have  attached  is  the  marketing  book  and  term  sheet  as  it  currently  stands  (still  updating  stress  runs) 

Would  appreciate  any  feedback/comments  you  have  on  this  because  it  discusses  the  current  CDO  and  more  importantly 
what  our  desk's  strategy  is  with  Hudson  program  for  the  future.  Be  interested  in  getting  everyone  s  color 

I  am  in  the  office  tomorrow  so  can  talk  then  or  whenever  you  get  a  chance  can  reach  me  on  my  cell  (646)  526-8256 
Darryl 
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Hudson  Mezzanine  Funding  2006-1,  LTD. 

A  $2.0  Billion  Static  Mezzanine  Structured  Product  CDO 
Goldman,  Sachs  &  Co.  -  Liquidation,  Structuring,  and  Placement  Agent 


September  [  ],  2006 

The  information  contained  herein  is  indicative  only  and  the  actual  terms  of  any  transaction  will  be  set  forth  in  the  definitive  Offering  Circular. 
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Disclaimer 


The  information  contained  herein  is  confidential  information  regarding  securities  that  may  in  the  future  be  offered  by  Hudson  High  Grade  Funding  2006-1,  LTD 
("Hudson  Funding"  or  the  "Issuer").  The  information  is  being  delivered  to  a  limited  number  of  sophisticated  prospective  institutional  investors  in  order  to  assist  them  in 
determining  whether  they  have  an  interest  in  the  type  of  securities  described  herein  and  is  solely  for  their  internal  use.  By  accepting  this  information,  the  recipient 
agrees  that  it  will  use  and  it  will  cause  its  directors,  partners,  officers,  employees  and  representatives  to  use  the  information  only  to  evaluate  its  potential  interest  in  the 
securities  described  herein  and  for  no  other  purpose  and  will  not  divulge  any  such  information  to  any  other  party.  Any  reproduction  of  this  information,  in  whole  or  in 
part,  is  prohibited.  Notwithstanding  the  foregoing,  each  recipient  (and  each  employee,  representative,  or  other  agent  of  such  recipient)  may  disclose  to  any  and  all 
other  persons,  without  limitation  of  any  kind,  the  tax  treatment  and  tax  structure  of  the  Issuer,  the  securities  described  herein  and  any  future  offering  thereof  and  the 
ownership  and  disposition  of  such  securities  and  all  materials  of  any  kind  (including  opinions  or  other  tax  analyses)  that  are  provided  to  such  recipient  relating  to  such 
tax  treatment  and  tax  structure.  However,  any  such  information  relating  to  such  tax  treatment  or  tax  structure  is  required  to  be  kept  confidential  to  the  extent 
reasonably  necessary  to  comply  with  any  applicable  securities  laws.  For  this  purpose,  the  tax  treatment  of  a  transaction  is  the  purported  or  claimed  U.S.  federal 
income  tax  treatment  of  the  transaction,  and  the  tax  stmcture  of  a  transaction  is  any  fact  that  may  be  relevant  to  understanding  the  purported  or  claimed  U.S.  federal 
income  tax  treatment  of  the  transaction. 

The  Information  contained  herein  has  been  prepared  solely  for  informational  purposes  and  is  not  an  offer  to  buy  or  sell  or  a  solicitation  of  an  offer  to  buy  or  sell  any 
security  or  instrument  or  to  participate  In  any  trading  strategy.  The  Information  contained  herein  is  preliminary  and  material  changes  to  the  proposed  terms  of  the 
securities  described  herein  may  be  made  at  any  time.  If  any  offer  of  securities  is  made,  it  shall  be  made  pursuant  to  a  definitive  offering  circular  (the  "Offering 
Circular")  prepared  by  or  on  behalf  of  the  Issuer,  which  would  contain  material  information  not  contained  herein  and  which  shall  supersede,  amend  and  supplement 
this  information  in  its  entirety.  Any  decision  to  invest  in  the  securities  described  herein  should  be  made  after  reviewing  the  Offering  Circular,  conducting  such 
investigations  as  the  investor  deems  necessary  or  appropriate  and  consulting  the  investor's  own  legal,  accounting,  tax,  and  other  advisors  in  order  to  make  an 
independent  determination  of  the  suitability  and  consequences  of  an  investment  in  the  securities. 

The  securities  described  herein  will  not  be  registered  under  the  Securities  Act  of  1933,  as  amended,  or  the  securities  laws  of  any  other  jurisdiction  and  neither  the 
Issuer  norths  pool  of  securities  held  by  the  Issuer  will  be  registered  under  the  Investment  Company  Act  of  1940,  as  amended.  The  securities  offered  herein  will  not 
be  recommended  by  any  United  States  federal  or  state  securities  commission  or  any  other  regulatory  authority.  Furthermore,  the  foregoing  authorities  have  not 
confirmed  the  accuracy  or  determined  the  adequacy  of  this  document  Any  representation  to  the  contrary  is  a  criminal  offense.  The  securities  described  herein  will  be 
subject  to  certain  restrictions  on  transfers  as  described  in  the  Offering  Circular. 

None  of  the  Issuer,  Goldman  Sachs  (as  used  herein,  such  term  shall  include  Goldman,  Sachs  &  Co.  and  all  of  its  affiliates),  nor  any  of  their  respective  affiliates  makes 
any  representation  or  warranty,  express  or  implied,  as  to  the  accuracy  or  completeness  of  the  information  contained  herein  and  nothing  contained  herein  shall  be 
relied  upon  as  a  promise  or  representation  whether  as  to  the  past  or  future  performance.  The  information  includes  hypothetical  illustrations  and  involves  modeling 
components  and  assumptions  that  are  required  for  purposes  of  such  hypothetical  Illustrations.  No  representations  are  made  as  to  the  accuracy  of  such  hypothetical 
illustrations  or  that  all  assumptions  relating  to  such  hypothetical  illustrations  have  been  considered  or  stated  or  that  such  hypothetical  illustrations  will  be  realized.  The 
information  contained  herein  does  not  purport  to  contain  all  of  the  information  that  may  be  required  to  evaluate  such  securities,  and  each  recipient  is  encouraged  to 
read  the  Offering  Circular  and  should  conduct  its  own  independent  analysis  of  the  data  referred  to  herein.  The  Issuer,  Goldman  Sachs,  and  their  respective  affiliates 
disclaim  any  and  all  liability  relating  to  this  information,  including,  without  limitation,  any  express  or  implied  representation  or  warranty  for  statements  contained  in  and 
omissions  from  this  information.  None  of  the  Issuer,  Goldman  Sachs,  or  any  of  their  respective  affiliates  expects  to  update  or  otherwise  revise  the  information 
contained  herein  except  by  means  of  the  Offering  Circular.  Additional  information  may  be  available  on  request.  The  securities  and  obligations  of  the  Issuer  are  not 
issued  by,  obligations  of,  or  guaranteed  by  Goldman  Sachs,  or  their  respective  affiliates,  or  other  organizations.  In  particular,  the  obligations  of  the  Issuer  are  not 
deposit  obligations  of  any  financial  institution.  The  securities  and  obligations  of  the  Issuer  are  complex,  structured  securities  and  there  is  no  assurance  that  a 
secondary  market  for  such  securities  will  exist  at  any  time.  Accordingly,  prospective  investors  should  be  prepared,  and  have  the  ability,  to  hold  such  securities  until 
their  respective  stated  maturities  or  stated  redemption  dates. 
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Disclaimer 


HYPOTHETICAL  ILLUSTRATIONS  AND  PRO  FORMA  INFORMATION 

These  materials  contain  statements  that  are  not  purely  historical  in  nature.  These  include,  among  other  things,  hypothetical 
illustrations,  sample  or  pro  forma  portfolio  structures  or  portfolio  composition,  scenario  analysis  of  returns  and  proposed  or  pro  forma 
levels  of  diversification  or  sector  investment.  These  hypothetical  illustrations  of  returns  illustrate  a  range  of  potential  outcomes  based 
upon  certain  assumptions.  Such  potential  outcomes  are  not  a  prediction  by  the  Issuer,  Goldman  Sachs  or  their  respective  affiliates  of 
the  performance  of  the  securities  described  herein.  Actual  events  are  difficult  to  predict  and  are  beyond  the  control  of  the  Issuer, 
Goldman  Sachs,  or  their  respective  affiliates.  Actual  events  may  differ  from  those  assumed  and  such  differences  may  be  material. 
There  can  be  no  assurance  that  illustrated  returns  will  be  realized  or  materialized  or  that  actual  returns  or  results  will  not  be  materially 
lower  than  those  presented.  All  statements  included  are  based  on  information  available  on  the  date  hereof,  and  none  of  the  Issuer, 
Goldman  Sachs  or  their  respective  affiliates  assumes  any  duty  to  update  any  such  statement.  Some  important  factors  which  could 
cause  actual  results  to  differ  materially  from  those  in  any  statements  contained  herein  include  the  actual  composition  of  the  collateral 
and  the  price  at  which  such  collateral  is  actually  purchased  by  the  Issuer,  any  defaults  on  the  collateral,  the  timing  of  any  defaults  and 
subsequent  recoveries,  changes  in  interest  rates,  and  any  weakening  of  the  specific  credits  included  in  the  collateral,  among  others. 
The  Offering  Circular  will  contain  other  risk  factors,  which  an  investor  should  also  consider  in  connection  with  an  investment  in  the 
securities  described  herein. 

PRIOR  INVESTMENT  RESULTS 

Any  prior  investment  results  or  returns  are  presented  for  illustrative  purposes  only  and  are  not  indicative  of  the  future  returns  on  the 
securities  and  obligations  of  the  Issuer.  Because  of  portfolio  restrictions  that  apply  to  the  Issuer  and  differences  in  market  conditions, 
the  investments  selected  by  Goldman  Sachs  on  behalf  of  the  Issuer  may  differ  substantially  from  prior  investments  made  by  Goldman 
Sachs.  The  Issuer  has  no  operating  history. 
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Risk  Factors 


Note:  The  Offering  Circular  will  include  more  extensive  descriptions  of  the  risks  described  herein  as  well  as  additional  risks 
relating  to,  among  other  things,  conflicts  of  interest.  Any  decision  to  invest  in  the  securities  described  herein  should  be  made  after 
reviewing  such  Offering  Circular,  conducting  such  investigations  as  the  investor  deems  necessary  and  consulting  the  investor's 
own  legal,  accounting  and  tax  advisors  in  order  to  make  an  independent  determination  of  the  suitability  and  consequences  of  an 
investment  in  the  securities.  The  Offering  Circular  will  supersede  this  document  in  its  entirety. 

■  Limited  Liquidity,  Restrictions  on  Transfer  and  Limited  Recourse 

•  There  is  currently  no  market  for  the  Secured  Notes  or  Income  Notes  and  it  is  unlikely  that  any  secondary  market  will  develop. 
The  Secured  Notes  and  the  Income  Notes  should  be  viewed  as  a  long-term  investment,  not  as  a  trading  vehicle.  The  value  of 
the  Secured  Notes  and  the  Income  Notes  may  vary  and  the  Secured  Notes  and  the  Income  Notes,  if  sold,  may  be  worth  less 
than  their  original  cost 

•  In  addition,  as  the  Secured  Notes  and  the  Income  Notes  will  be  sold  in  transactions  exempt  from  SEC  registration  pursuant  to 
Section  4(2),  Rule  144A,  and/or  Reg  S  and  the  Issuer  will  not  be  registered  under  the  Investment  Company  Act  of  1940 
pursuant  to  the  Section  3(c)(7).  Related  restrictions,  as  well  as  other  restrictions  on  transfer  of  the  Income  Notes  will  apply. 

•  All  liabilities  are  payable  solely  from  the  cash  flow  available  from  the  collateral  pledged  by  the  Issuer  to  secure  all  classes  of 
Notes.  No  other  assets  will  be  available  for  payment  in  the  event  of  any  deficiency.  The  Income  Notes  represent  equity  in  the 
Issuer  and  as  such  are  subordinated  to  the  Secured  Notes.  The  Income  Notes  are  payable  from  the  collateral  (which 
represent  the  only  assets  of  the  Issuer)  only  after  payment  in  full  of  amounts  due  on  the  Secured  Notes. 

■  Leveraged  Credit  Risk 

•  The  Income  Notes  are  in  a  first  loss  position  with  respect  to  defaults  on  the  underlying  collateral.  The  leveraged  nature  of  the 
Income  Notes  magnifies  the  adverse  impact  of  any  collateral  defaults. 

■  Subordination 

•  The  Income  Notes  are  subordinated  to  the  Class  A,  Class  B,  Class  C,  Class  D  and  Class  E  Notes  and  certain  payments  of 
expenses.  The  Class  E  Notes  are  subordinated  to  the  Class  A,  Class  B,  Class  C  and  Class  D  Notes  and  certain  payments  of 
expenses.  The  Class  D  Notes  are  subordinated  to  the  Class  A,  Class  B  and  Class  C  Notes  and  certain  payments  of 

•  expenses.  The  Class  C  Notes  are  subordinated  by  the  Class  A  and  Class  B  Notes  and  certain  payments  of  expenses.  The 
Class  B  Notes  are  subordinated  to  the  Class  A  Notes  and  certain  payments  of  expenses.  No  distributions  of  interest  proceeds 
received  on  the  collateral  will  be  made  to  the  Income  Notes  until  interest  on  the  Secured  Notes  and  certain  other  expenses 
have  been  paid.  In  addition,  in  the  event  of  a  default,  holders  of  the  most  senior  class  of  Secured  Notes  will  generally  be 
entitled  to  determine  the  remedies  to  be  exercised;  such  remedies  could  include  the  sale  and  the  liquidation  of  the  collateral 

and  have  an  adverse  effect  on  the  Income  Notes.  The  Income  Notes  will  not  be  able_tg_exerasejnxremedjejjgj^ 
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Volatility  of  Collateral  and  of  Secured  Notes'  and  Income  Notes'  Market  Value 

•  The  Income  Notes  represent  a  leveraged  investment  in  the  Collateral  Assets.  The  use  of  leverage  generally  magnifies  an 
issuer's  opportunities  for  gain  and  risk  of  loss.  Therefore,  changes  in  the  market  value  of  the  Secured  Notes  and  the  Income 
Notes  can  be  expected  to  be  greater  than  changes  in  the  market  value  of  the  underlying  assets  included  in  the  collateral, 
which  themselves  are  subject  to  credit,  liquidity  and,  with  respect  to  the  fixed  rate  portion  of  the  portfolio,  interest  rate  risk. 

•  Changes  in  the  market  value  of  issues  from  one  sector  or  industry  may  impact  the  market  value  of  issues  from  one  or  more  of 
other  sectors  or  industries  included  in  the  collateral. 

Collateral  Risk 

•  Collateral  Assets  inherently  bear  significant  credit  risks  because  issuers  are  primarily  private  entities. 

•  The  structure  of  Collateral  Assets  and  the  terms  of  the  Issuer's  interest  in  the  collateral  can  vary  widely  depending  on  the  type 
of  collateral,  investor  sentiment  and  the  use  of  credit  enhancements. 

•  Adverse  changes  in  the  financial  condition  of  the  collateral  obligor  or  in  general  economic  conditions  may  adversely  affect  the 
obligor's  ability  to  pay  principal  and  interest  on  its  debt. 

Illiquidity  of  Collateral  Assets 

•  Some  of  the  Collateral  Assets  purchased  by  the  Issuer  will  have  no,  or  only  a  limited,  trading  market.  This  illiquidity  may 
restrict  the  Issuer's  ability  to  dispose  of  investments  in  a  timely  fashion  or  for  a  fair  price. 

•  Illiquid  debt  securities  may  also  trade  at  a  discount  to  comparable,  more  liquid  investments.  In  addition,  the  Issuer  may  invest 
in  privately  placed  Collateral  Assets  that  are  non-transferable  or  are  transferable  only  at  prices  less  than  the  fair  value  or  the 
original  purchase  price  of  the  securities. 

Nature  of  Collateral 

•  The  Collateral  Assets  are  subject  to  credit,  liquidity  and  interest  rate  risk.  In  addition,  the  financial  performance  of  the  Issuer 
may  be  affected  by  the  price  and  availability  of  Collateral  Assets  to  be  purchased. 

•  Some  or  all  of  the  Collateral  Assets  may  be  subordinated  securities  which  may  be  subject  to  leveraged  credit  risk. 

•  The  ability  of  the  Issuer  to  sell  Collateral  Assets  prior  to  maturity  is  subject  to  certain  restrictions  and  limitations  under  the 
Indenture. 
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No  Collateral  Manager 

•  The  Issuer  will  not  engage  a  Collateral  Manager.  As  a  result,  (i)  the  Collateral  Assets  held  by  the  Issuer  on  the  Closing  Date 
will  be  retained  by  the  Issuer  even  if  it  would  be  in  the  best  interests  of  the 

Issuer  and  the  holders  of  the  Income  Notes  and  Secured  Notes  to  dispose  of  certain  Collateral  Assets  unless  the  Collateral 
Assets  are  required  to  be  sold  by  the  Liquidation  Agent  as  described  in  the  previous  paragraph  and  (ii)  the  Indenture  will 
eliminate  the  ability  of  the  Issuer  to  exercise  discretion  in  contexts  where  a  collateral  manager  in  a  managed  or  static 
collateralized  debt  obligation  transaction  typically  would  have  discretion  to  exercise  such  discretion  on  behalf  of  the  Issuer  and 
holders  of  Income  Notes  and  Secured  Notes.  The  inability  of  the  Issuer  to  exercise  discretion  in  these  contexts  could 
adversely  impact  the  Issuer  and  the  holders  of  the  Income  Notes  and  Secured  Notes. 
Timing  and  Amount  of  Recoveries 

•  Only  Collateral  Assets  that  meet  the  liquidation  criteria  (see  page  12)  may  be  sold.  If  a  Collateral  Asset  meets  the  liquidation 
criteria,  the  Liquidation  Agent  is  required  to  sell  such  affected  collateral  in  accordance  with  the  terms  of  the  Liquidation  Agency 
Agreement  There  can  be  no  assurance  as  to  the  timing  of  the  Liquidation  Agent's  sale  of  affected  assets,  or  if  there  will  be 
any  market  for  such  assets  or  as  to  the  rates  of  recovery  on  such  affected  collateral.  The  inability  to  realize  immediate 
recoveries  at  the  recovery  levels  assumed  herein  may  result  in  lower'cash  flow  and  a  lower  yield  to  the  Income  Notes  and 
Secured  Notes  as  compared  to  the  returns  generated  using  the  Modeling  Assumptions. 

Impairment  of  Credit  Quality  and/or  Defaults  on  the  Collateral 

•  Decline  in  credit  quality  of  the  collateral  or  defaults  could  result  in  losses  which  would  adversely  affect  the  Income  Notes  and 
Secured  Notes.  The  Collateral  Assets  are  expected  to  have  a  Moody's  weighted  average  rating  of  at  least  Aa3/A1  at  the 
Closing  Date. 

•  There  may  be  certain  industry  or  sector  concentrations  in  the  CDO,  all  of  which  could  have  a  material  adverse  impact  on  the 
Income  Notes  in  the  event  of  economic  downturns  or  other  events  affecting  the  credit  quality  of  any  of  the  collateral. 
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Timing  of  Receipt  of  Accrued  Interest  Income 

•  On  an  ongoing  basis,  the  receipt  by  the  Issuer  of  accrued  interest  income  may  affect  the  availability  of  cash  which  may  be 
distributed  to  the  Holders  of  Secured  Notes  and  Income  Notes. 

International  Investing 

•  Investing  outside  the  U.S.  may  involve  greater  risks  which  may  include  (1)  less  publicly  available  information,  (2)  varying 
levels  of  governmental  regulation  and  supervision,  (3)  the  difficulty  of  enforcing  legal  rights  in  a  foreign  jurisdiction  and 
uncertainties  as  to  the  status,  interpretation  and  application  of  laws,  (4)  less  stringent  accounting  practices,  (5)  different 
clearance  and  settlement  procedures,  (6)  economic  and  political  conditions  and  instability,  (7)  exchange  control  and  foreign 
currency  risk,  (8)  insolvency  and  (9)  expropriation  risk. 

•  A  portion  of  the  Collateral  Assets  may  consist  of  obligations  of  an  issuer  organized  under  the  laws  of  the  Bahamas,  Bermuda, 
the  Cayman  Islands,  the  Channel  Islands,  the  Netherlands  Antilles  or  other  jurisdictions  offering  favorable  tax  treatment 

Tax  Treatment  of  Income  Notes 

•  Since  the  Issuer  will  be  a  passive  foreign  investment  company,  a  U.S.  person  holding  Income  Notes  may  be  subject  to 
additional  taxes  unless  it  elects  to  treat  the  Issuer  as  a  qualified  electing  fund  and  to  recognize  currently  its  proportionate 
share  of  the  Issuer's  income.  The  Income  Notes  will  be  treated  as  equity  for  tax  purposes. 

•  Income  Notes  holders  should  consult  their  tax  advisers  about  the  special  U.S.  tax  regimes  that  apply  to  shareholders  of 
passive  foreign  investment  companies,  controlled  foreign  corporations  and  foreign  personal  holding  companies. 

•  Special  tax  considerations  may  apply  to  certain  types  of  investors.  Prospective  investors  should  consult  their  own  tax 
advisors  regarding  the  tax  implications  of  their  investments. 

Material  Tax  Considerations 

•  There  is  a  possibility  that  the  Issuer  will  be  found  to  be  engaging  in  a  U.S.  trade  or  business.  In  such  a  case,  it  would  be 
subject  to  substantial  U.S.  income  tax  on  its  income. 
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Hypothetical  Illustrations  and  Estimates 

•  Estimates  of  the  weighted  average  lives  of  the  Class  S,  A,  B,  C,  D  and  E  Notes  and  the  returns  and  duration  of  the  Income 
Notes  included  herein,  together  with  any  other  hypothetical  illustrations  and  estimates  provided  to  prospective  purchasers  of 
the  Class  S,  A,  B,  C,  D  and,  E  Notes,  are  forward-looking  statements.  See  "Hypothetical  Illustrations  and  Pro  Forma 
Information"  on  disclaimer  page  in  the  beginning  of  this  book. 

•  The  hypothetical  illustrations  are  only  estimates.  Actual  results  may  vary,  and  the  variations  may  be  material.  See 
"Hypothetical  Illustrations  and  Pro  Forma  Information"  on  disclaimer  page  in  the  beginning  of  this  book. 

Yield  Due  to  Prepayments 

•  The  yield  to  maturity  on  the  Income  Notes  could  be  affected  by  the  rate  of  prepayment  of  the  Collateral  Assets.  Payments  to 
the  Income  Notes  at  a  rate  slower  than  the  rate  anticipated  by  investors  purchasing  the  Income  Notes  at  a  discount  will  result 
in  an  actual  yield  that  is  lower  than  anticipated  by  such  investors.  Conversely,  payments  to  the  Income  Notes  at  a  rate  faster 
than  the  rate  anticipated  by  investors  purchasing  the  Income  Notes  at  a  premium  will  result  in  an  actual  yield  that  is  lower  than 
anticipated  by  such  investors. 

Changes  in  Tax  Laws 

•  The  Collateral  Assets  are  not  permitted  to  be  subject  to  withholding  tax  at  the  time  of  purchase,  unless  the  issuer  thereof  is 
required  to  make  "gross-up"  payments.  There  can  be  no  assurance  that,  as  a  result  of  any  change  in  any  applicable  law, 
treaty,  rule  or  regulation  or  interpretation  thereof,  the  payments  on  the  collateral  might  not  in  the  future  become  subject  to 
withholding  tax  which  could  adversely  affect  the  amounts  that  would  be  available  to  make  payments  on  the  Income  Notes  and 
Secured  Notes. 

•  In  case  of  a  Withholding  Tax  Event  (as  defined  in  the  Offering  Circular),  holders  of  more  than  50%  of  any  affected  Note  may 
require  the  issuer  to  liquidate  the  collateral  on  any  Payment  Date,  and  redeem  the  Class  S,  A,  B,  C,  D  and  E  Notes,  prior  to 
any  distributions  to  holders  of  Income  Notes. 
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I.      Transaction  Overview 


Note:  The  information  in  this  section  is  preliminary  and  subject  to  change 
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Hudson  Mezzanine  Funding  2006-1 

Transaction  Overview 


Hudson  CDO  program  was  developed  by  Goldman  Sachs  in  2006  to  create  a  consistent,  programmatic  approach 
to  invest  in  attractive  relative  value  opportunities  in  the  RMBS  and  structured  product  market 

•  We  successfully  launched  Hudson  High  Grade  in  September.  This  is  a  continuation  of  the  program  using 
mezzanine  quality  RMBS 

Hudson  CDOs  are  non-managed  and  static  in  nature  and  provide  term  non-recourse  funding  where  Goldman 
Sachs  acts  as  Liquidation  Agent  on  an  ongoing  basis 

The  portfolio  composition  of  Hudson  Mezzanine  Funding  2006-1  will  consist  of  100%  CDS  on  RMBS. 

•  60%  of  the  RMBS  will  be  single  name  CDS  on  all  40  obligors  in  ABX  2006-1  and  ABX  2006-2 

•  40%  of  the  will  consist  of  single  name  CDS  on  2005  and  2006  vintage  RMBS 

ABX  Baa2  and  Baa3  tranches  trade  approximately  30bps  wider  than  the  single  name  CDS  on  the  40  obligors 
representing  the  ABX 

•  Hudson  Funding  will  capture  this  basis  arbitrage  and  the  single  name  CDS  will  be  put  in  at  current  ABX 
market  levels.  Term  non-recourse  execution  of  Hudson  will  lock  in  the  arbitrage  for  the  benefit  of  debt  and 
equity  investors 

Goldman  Sachs  has  aligned  incentives  with  the  Hudson  program  by  investing  in  a  portion  of  equity  and  playing  the 
ongoing  role  of  Liquidation  Agent.  The  Liquidation  Agent  will  be  responsible  for  efficiently  selling  credit  risk  assets 
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Hudson  Mezzanine  Funding  2006-1,  LTD 

Transaction  Overview 


Super  Seniors  have  been  executed  with  one  large,  sophisticated  Wall  Street  investor  in  unfunded  form 
This  is  a  typical  CASHFLOW  CDO  with  O/C  triggers.  This  is  NOT  a  tranched  Index  CDO 

Goldman  Sachs,  in  the  role  of  Liquidation  Agent,  will: 

•  Warehouse  assets  during  the  portfolio  aggregation  phase  prior  to  closing 

•  Liquidate  any  asset  within  one  year  after  such  asset  performs  below  certain  threshold  levels  determined 
prior  to  closing 

Goldman  Sachs  expects  to  invest  in  a  portion  of  the  Income  Notes 

Goldman  Sachs'  objective  is  to  develop  a  long  term  association  with  selected  partners  that  can  adapt  to  and 
take  advantage  of  market  opportunities 

•  The  goal  is  to  create  attractive  proprietary  investments  by  leveraging  expertise  of  both  Goldman  Sachs 
CDO  and  Mortgage  Desks  while  maintaining  a  consistent  approach  and  creating  a  unified  issuance 
program  across  multiple  transactions 
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Hudson  Mezzanine  Funding  2006-1,  LTD 

Transaction  Overview 


■  Hudson  Funding  is  a  "static"  mezzanine  structured  product  CDO  with  the  following  features: 

•  No  exposure  to  reinvestment  spread  risk  or  reliance  on  reinvestment  to  generate  excess  interest  to 
cover  debt 

•  No  fixed  rate  assets 

•  100%  RMBS 

•  No  assets  without  an  initial  rating  of  at  least  Baa3  by  Moody's  or  BBB-  by  S&P.  Average  WARF  in  the 
portfolio  is  expected  to  be  485 

•  Overall  transaction  cost  structure  is  significantly  less  than  comparable  mezzanine  structured  product 
CDOs  in  the  market 

■  There  will  be  no  reinvestment,  substitution,  discretionary  trading  or  discretionary  sales.  After  closing,  assets 
that  are  determined  to  be  "credit  risk"  securities  will  be  sold  by  the  Liquidation  Agent  within  one  year  of  such 
determination 

■  Goldman  Sachs  will  act  as  Structuring,  Placement  and  Liquidation  Agent  for  Hudson  Funding  and  will 
warehouse  the  portfolio  prior  to  closing 

•  Goldman  Sachs  will  charge  10  bps  ongoing  fee  for  its  role  as  Liquidation  Agent 

■  Goldman  Sachs'  portfolio  selection  process: 

•  Assets  sourced  from  the  Street.  Hudson  Funding  is  NOT  a  Balance  Sheet  CDO 

•  Goldman  Sachs  CDO  desk  pre-screens  and  evaluates  non  ABX  related  assets  for  portfolio  suitability 

•  Goldman  Sachs  CDO  desk  reviews  individual  assets  in  conjunction  with  respective  mortgage  trading 
desks  (Subprime  ,  Midprime,  Prime,  etc.)  and  makes  decision  to  add  or  decline 

•  All  CDS  use  rating  agency  approved  confirms  (pay  as  you  go) 
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Hudson  Mezzanine  Funding  2006-1,  LTD 

Transaction  Overview  -  Asset  Selection  /  Asset  Liquidation 


Portfolio  Aggregation  Strategy: 

•  60%  of  portfolio  will  consist  of  the  40  obligors  in  ABX  2006-1  and  ABX  2006-2 

•  Select  only  assets  rated  explicitly  Baa3/BBB-  (Moody's  /  S&P)  and  above.  No  notched  rating  of  below 
Baa3  in  the  portfolio 

•  No  Fixed  rate  assets  allowed  decreasing  interest  rate  swap  basis  mismatch 

•  Maximum  obligor  concentrations  is  1 .5%  creating  a  very  granular  portfolio  with  100  distinct  obligors 

•  Target  portfolio  with  Weighted  Average  Rating  Factor  of  485  and  duration  weighted  average  spread  of 
184  bps 

Goldman  Sachs,  as  Liquidation  Agent,  will  liquidate  any  asset  determined  to  be  a  "credit  risk"  asset  within 
12  months  of  such  determination.  "Credit  risk"  assets  will  include: 

•  Any  asset  downgraded  by  Moody's  or  S&P  to  below  Ba3  or  BB- 

•  Any  asset  that  is  defaulted  or  would  be  experiencing  a  credit  event  as  defined  by  the  PAUG  confirm 

Expected  collateral  quality  statistics  at  closing 

•  WARF:485 

•  Moody's  Asset  Correlation  ("MAC")  at  closing:  [23] 

•  Duration  weighted  average  portfolio  spread:  184  bps 

•  Weighted  Average  Duration:  4.0  years 
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Hudson  Mezzanine  Funding  2006-1,  LTD 

Transaction  Overview  -  Preliminary  Capital  Structure 


Classes 

Ratings  (M/S) 

Expected 
Principal  Balance 

%  of  Capital 
Structure 

Coupon 

Expected  AL 

Initial  OC 

Class  S 

Aaa/AAA 

$12.10  MM 

N/A 

Not  Offered 

2.8  yrs 

N/A 

Senior  Swap 

Aaa/AAA 

$1,200  MM 

60.00% 

Not  Offered 

3.9  yrs 

166.7% 

Class  A-1 

Aaa/AAA 

$150  MM 

7.5% 

1M  LIBOR +  [  ]% 

5.0  yrs 

133.3% 

Class  A-2 

Aaa/AAA 

$1 50  MM 

7.5% 

1M  LIBOR +  (  ]% 

5.1  yrs 

133.3% 

Class  B 

Aa2/AA 

$160  MM 

7.5% 

1M  LIBOR +  [  ]% 

5.1  yrs 

120.5% 

Class  C 

A2/A 

$100  MM 

8.0% 

1M  LIBOR +  [  ]% 

5.2  yrs 

113.6% 

Class  D 

Baa2/BBB 

$150  MM 

5.0% 

1M  LIBOR +  [  ]% 

5.1  yrs 

104.7% 

Class  E 

Ba1/BB+ 

$30  MM 

7.5% 

1M  LIBOR  +  [  ]% 

5.3  yrs 

103.1% 

Income  Notes 

N/A 

$60  MM 

1.5% 

N/A 

N/A 

N/A 
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Hudson  Mezzanine  Funding  2006-1 

Transaction  Overview 


Hudson  Mezzanine  CDO  is  a  pure  RMBS  CDO  and  will  look  very  different  than  most  mezzanine  deals 
currently  in  the  market.  Hudson  will  have  none  of  the  following: 

•  CDO  bucket 

•  Negative  convexity  product  (fixed  rate  RMBS) 

•  BB  bucket 


Ongoing  Fees  (bps) 


Max  CDO  bucket 


Fixed  rate  bucket 


BB  bucket 

Covenant/Expected 
WARF 

Covenant/Expected 
Spread 


""  *               '               '      i  * 

Cairn  Mezz 

Huidsoti 

ABS  CDO  II 

Octans  CDO  II 

Gemstone  VI 

Longwood 

Mezz  CDO 

i 

25 

15 

40 

!•"■"  ','•'.•'.•'.  :%*. . . v.    J-X*.  X'-' 

,  ,      <  '       .                1 

<<■■■'■<  '■'<■>' •'•>:■'■' y'.-y-'y.-: 

10% 

10% 

5% 

5% 

-  r^h  JNE 

5% 

NONE 

10% 

10% 

!::■■.  s:-:.-no.ne:;:-' .;:::.: 

NONE 

3% 

8% 

5% 

i    T  *  NONE '  i 

V*'-'tV-*-*fV-'Vt  ■  '■•'■',-    '•',•',•' 

525 

500 

520 

450 

1.64% 

1.46% 

1.80% 

1.75% 

l  84%*     *- 
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II.     Transaction  Details 


Note:  The  information  in  this  section  is  preliminary  and  subject  to  change 
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Transaction  Details 

General  Information 


Issuers: 

Hudson  Mezzanine  Funding  2006-1,  LTD,  and  Hudson  Mezzanine  Funding  2006-1,  Corp. 

Liquidation  Agent,  Structuring 
and  Placement  Agent: 

Goldman,  Sachs  &  Co. 

Trustee: 

[    1 

Liquidation  Agent  Fee: 

10  bps  per  annum  payable  senior  to  all  the  Notes 

Reinvestment  Period: 

None 

Discretionary  Trading: 

None.  Liquidation  Agent  will  sell  credit-risk  assets  based  on  pre-determined  rules  and  the 
clean  proceeds  will  be  treated  as  principal  paydowns 

Ramp-Up  Period: 

None 

Non-Call  Period: 

Approximately  3  years.  Callable  in  whole  on  or  after  April  2010  by  a  majority  vote  of  the 
Income  Notes 

Auction  Call: 

Commences  on  April  2015.  Conducted  annually  thereafter 

Call  Price: 

Par  plus  all  accrued  for  Secured  Notes  and  unpaid  principal  balance  of  the  equity.  There  is  no 
call  premium  to  the  Income  Notes 

Payment  Frequency: 

Monthly  on  Class  S,  Senior  Swap,  Class  A,  B,  C,  D  and  Class  E  Notes,  Quarterly  for  Income 
Notes 

Controlling  Class: 

Class  S,  Senior  Swap  and  Class  A  Notes  (the  "Senior  Notes")  voting  in  the  aggregate  until 
paid  in  full,  then  Class  B,  Class  C,  D  and  Class  E  Notes  in  that  order  until  each  Class  is  paid 
in  full 
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Transaction  Details 

Collateral  Profile 


Moody's  WARF 

485 

Purchased  Collateral 

All  collateral  assets  can  be  classified  as  RMBS,  CDO  or  CLO  Securities 

Ratings  Profile 


Target  Obligor  Concentration 
Profile 


Collateral  Haircuts: 


100%  of  the  assets  are  rated  at  least  Baa3  and  BBB-  by  Moody's  and  S&P 
Maximum  Obligor  concentration:  1 .5% 


20%  applied  to  Double-B  Assets  prior  to  sale 
40%  applied  to  Single-B  Assets  prior  to  sale 
75%  applied  to  Triple-C  Assets  prior  to  sale 
100%  applied  to  Defaulted  Obligations 
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I.    Portfolio  Composition 


Note:  The  information  in  this  section  is  preliminary  and  subject  to  change 
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Portfolio  Composition 

Target  Portfolio 


Collateral™ 


Credit  Ratings*1'™ 


'    Based  on  higher  of  S&P  and  Moody's  rating  for  each  asset. 

2  Represents  the  Current  Portfolio  as  of  September  26  2006.  Please  refer  to  the  final  Offering  Circular  for  final  portfolio  details. 
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Portfolio  Highlights 


Portfolio  WARF  is  485 


No  CDOs 


All  investment  grade  rated  RMBS.  No  BBs 
No  fixed  rate  assets 
No  Option  ARM  assets 
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IV.    Scenario  Analysis  and  Modeling  Assumptions 
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Scenario  Analysis 

Debt  Breakeven  Analysis 


REVISING 


Note:  Default  Rate  <s  assumed  to  be  a  percentage  of  outstanding  collateral.  Defaults  begin  occurring  beginning  of  month  18  through  the  life  of  the  transaction.  See 
the  'Modeling  Assumptions' pege  in  the  merketing  book  for  further  details. 

Potential  investors  should  review  the  definitive  Offering  Circular  relating  to  the  Notes,  including  the  descriptions  of  Risk  Factors  contained  In  such  Offering  Circular 
prior  to  making  a  decision  to  invest  in  the  Notes.  The  definitive  Offering  Circular  will  supersede  this  document  in  its  entirety. 
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Scenario  Analysis 

Modeled  CDO  Paydown  Structure 


REVISING 


Note:  Assumes  no  losses.  See  'Modeling  Assumptions. '  Actual  paydown  may  vary  significantly  from  that  shown.  Assumes  Auction  call  in  year  8. 

Potential  investors  should  review  the  definitive  Offering  Circular  relating  to  the  Notes,  including  the  descriptions  of  Risk  Factors  contained  in  such  Offering  Circular 
prior  to  making  a  decision  to  invest  in  the  Notes.  The  definitive  Offering  Circular  will  supersede  this  document  in  its  entirety. 
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Modeling  Assumptions  [Revising] 


Assumptions  applicable  to  modeling  runs  (there  can  be  no  assurance  that  the  transaction  will  reflect  these  assumptions): 


Liability  Structure 

Par  % 

Initial  OC 

Target  OC 

Class  S  Notes 

NA 

NA 

NA 

Senior  Swap 

60.00% 

Class  A-1  Notes 

7.50% 

Class  A-2  Notes 

7.50% 

Class  B  Notes 

4.05% 

Class  C  Notes 

1.35% 

Class  D  Notes 

60.00% 

Class  E  Notes 

6.25% 

Income  Notes 

4.05% 

■  LIBOR  rates  are  based  on  the  forward  curve  as  of  September  1 ,  2006. 

■  The  deal's  amortizing  interest  rate  swap  is  put  into  place  on  the  Closing  Date. 

■  The  Closing  Date  is  November  1,  2006,  and  the  first  Payment  Date  on  the  Class  S,  A  and  B  Notes  is  February  2,  2007  and  the 
first  Payment  Date  on  the  Class  C  and  D  Notes  and  Income  Notes  is  March  2,  2007. 

■  The  CDO  is  100%  invested  on  the  Closing  Date. 

■  Collateral  average  coupon  and  spread  in  each  period  are  calculated  based  on  the  weighted  average  expected  coupon  and  spread 
on  each  Collateral  Asset  outstanding  during  such  period 

■  Coupon,  margin  over  LIBOR,  and  fixed  and  floating  rate  percentages  listed  above  are  based  on  composition  of  actual  warehouse 
assets  as  of  September  5,  2006. 

Potential  investors  should  review  the  definitive  Offering  Circular  relating  to  the  Notes,  Including  the  descriptions  of  Risk  Factors  contained  in  such  Offering  Circular 
prior  to  making  a  decision  to  invest  in  the  Notes.  The  definitive  Offering  Circular  will  supersede  this  document  in  its  entirety. 
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Modeling  Assumptions 


Assumptions  applicable  to  modeling  runs  (there  can  be  no  assurance  that  the  transaction  will  reflect  these  assumptions): 

■  Expenses  are  paid  at  the  end  of  each  period  at  0.01  %  per  annum  of  the  outstanding  collateral  balance.  Analysis  also  includes, 
among  other  things,  structuring  fees,  surveillance  fees,  underwriting  fees  and  upfront  legal  plus  other  expenses  totaling 
approximately  [  ]%  of  the  total  collateral  pool  payable  upfront  and  [  ]%  of  the  outstanding  collateral  pool  payable  ongoing 

■  Asset  payments  received  in  CDO  payment  month  are  paid  in  that  same  applicable  payment  period 

■  Any  sale  proceeds  and  scheduled  and  unscheduled  Principal  Proceeds  will  be  used,  first,  to  redeem  the  Class  A  Notes  until  the 
Class  A  Note  Target  Overcollateralization  Ratio  is  met,  second,  to  redeem  the  Class  B  Notes  until  the  Class  B  Note  Target 
Overcollateralization  Ratio  is  met,  third,  to  redeem  the  Class  C  Notes  until  the  Class  C  Note  Target  Overcollateralization  Ratio  is 
met  and  then  will  be  paid  to  the  Class  D  Notes 

■  Pro-rata  payment  among  classes  is  assumed  once  the  Target  Overcollateralization  levels  are  met  unless  defaults  reduce 
Overcollateralization  Ratios  below  Target  Overcollateralization  levels  or  if  the  collateral  balance  falls  below  $450mm 

■  After  current  interest  (including  interest  on  deferred  and  capitalized  interest)  is  paid,  the  Class  D  Notes  receive  a  scheduled 
principal  payment  (the  "Class  D  Amortizing  Principal  Payment")  equal  to  $[75,000]  per  quarter  for  the  first  12  months  and 
$[50,000]  per  quarter  thereafter 

■  OC  Test  Levels:  Class  A/B  -  101 .5[  ]  made  on  the  2nd  of  each  month,  and  all  collateral  payments  are  assumed  to  be  received  7.5 
days  prior  to  each  payment 

■  While  held  in  cash,  all  interest  and  principal  receipts  are  assumed  to  earn  a  per  annum  rate  of  1m  LIBOR  minus  0.25% 

■  No  trading  gains  or  call  premiums  are  assumed 

■  Defaults,  if  applicable,  start  18  months  after  issuance  and  default  rate  is  assumed  to  be  a  percentage  of  outstanding  collateral, 
unless  otherwise  specified 

■  Recoveries  are  realized  immediately  upon  default  at  a  60%  recovery  rate 


Potential  investors  should  review  the  definitive  Offering  Circular  relating  to  the  Notes,  including  the  descriptions  of  Risk  Factors  contained  in  such  Offering  Circular 
prior  to  making  a  decision  to  invest  in  the  Notes.  The  definitive  Offering  Circular  will  supersede  this  document  in  its  entirety. 
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Appendix  A  -  Portfolio  Asset  List 


Note:  The  information  in  this  section  is  preliminary  and  subject  to  change 
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Portfolio  Composition 

Comprehensive  CDO  Collateral  Asset  List: 
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Portfolio  Composition 

Comprehensive  CDO  Collateral  Asset  List: 
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Portfolio  Composition 

Comprehensive  CDO  Collateral  Asset  List: 
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Portfolio  Composition 

Comprehensive  CDO  Collateral  Asset  List: 
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Appendix  B  -  Goldman  Sachs  Contact  Information 
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Hudson  High  Grade  Fundi 

Team  Contact  Information  [TO  REVISE] 

ing 

2006-1, 

LTD 

Goldman,  Sachs  &  Co.  -  Structuring,  Placement  and 

Liquidation  Agent 

Structured  Product  CDOs  -  Structuring.  Marketing  and  Principal  Investments 

Peter  Ostrem 

(212)357-4617 

Darryl  K.  Herrick 

(212)902-9305 

Deva  Mishra 

(212)902-1376 

Roman  Shimonov 

(212)  902-2592 

Syndication 

Bunty  Bohra 

(212)902-7645 

Scott  Wisenbaker 

(212)902-2858 

Mitchell  Resnick  (London) 

+44  (20)  7774-3068 

Omar  Chaudhary  (Tokyo) 

+81  (3)6437-7198 

Scott  Walter 

(212)357-8910 

Tetsuya  Ishikawa(London) 

+44(20)7774-1025 
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All  information  in  this  Term  Sheet,  whether  regarding  the  assets  backing  any  securities  discussed  herein  or  otherwise,  will  be  supersed 

Circular  for  any  securities  actually  sold  to  you.  The  securities  have  not  been  and  will  not  be  registered  under  the  Securities  Act  of  1933,  as  amended,  and  the  issuers  will  not  be  registered 
under  the  Investment  Company  Act  of  1940,  as  amended.  This  Term  Sheet  is  furnished  to  prospective  investors  on  a  confidential  basis  solely  for  the  purposes  of  evaluating  the  investment 
offered  hereby.  The  information  contained  herein  may  not  be  reproduced  or  used  in  whole  or  in  part  for  any  other  purposes. 


Preliminary  Termsheet 


September  [  ],  2006 


Hudson  Mezzanine  Funding  2006-1,  LTD. 

$2.0  Billion  Static  Mezzanine  Structured  Product  CDO 

Note:  The  Class  S,  Senior  Snap,  A,  B,  C,  D  and  E  Notes  ((be  "Notes")  have  not  been  registered  under  the  Securities  Act  of  1933,  as  amended  (the  "Securities  Act"),  and  are  being  sold  (a)  In  the  United  States  only 
to  qualified  kutttutJonal  buyers  ("QlBs")  In  reliance  upon  the  exemption  from  the  registration  requirements  of  the  Securities  Act  provided  by  Rule  144A  who  are  also  qualified  purchasers  as  defined  In  the 
Investment  Company  Act  of  1940,  and  (b)  outside  the  United  States  to  non-  VS.  persons  In  reliance  on  Regulation  S. 


Seen  ri  lv-  ...  - 

Es  peeled 
Par  Aiiioiiiii 

%of  Pnr 

Initial  Over-      ; 
r  "Collatci'TilrHtion"^ 

Expected  K;ilin»* 

_ Coupon  ; 

E.vpe.etetl  A> 

~T(M<io~dy's/.S&P)Y  '" 

Lite 

Class  S 

[] 

N/A 

N/A 

Aaa/AAA 

Not  Offered 

[2.81 

Senior  Swap 

$1,200.0  MM 

60.00% 

166.7% 

Aaa/AAA 

Not  Offered 

[3.7] 

Class  Al 

$150.0  MM 

7.50% 

133.3% 

Aaa/AAA 

lmL+[  ]  bps 

[2.0] 

Class  A2 

$150.0  MM 

7.50% 

133.3% 

Aaa/AAA 

lmI.+[]  bps 

[6.0] 

Class  B 

$160.0  MM 

8.00% 

120.5% 

Aa2/AA 

lmL+[  ]  bps 

[5.1] 

Class  C 

$100.0  MM 

5.00% 

113.6% 

A2/A 

lmLl[]  bps 

[5.3] 

Class  D 

$150.0  MM 

7.50% 

104.7% 

Baa2/BBB 

lmL+[  ]  bps 

[5.1] 

Class  E 

$30.0  MM 

1.50% 

103.1% 

Bal/BB+ 

lmL+[  ]bps 

[5.3] 

Income  Notes 

$60.0  MM 

3.00% 

N/A 

NR 

N/A 

N/A 

Transaction  Overview 


Hudson  Mezzanine  Funding  2006-1  will  be  a  static  $2.0  billion  cashflow  CDO 
consisting  of  a  diversified  portfolio  of  single-name  credit  default  swaps  on  RMBS 
securities. 

Goldman  Sachs,  &  Co.  ("Goldman")  selects  the  assets. 

60%  of  the  assets  will  be  single  name  CDS  referencing  all  forty  obligors  in  ABX 
2006-1  and  ABX  2006-2. 

The  portfolio  consists  of  collateral  which  is  rated  at  least  Baa3  and  BBB-  with  an 
average  rating  of  Baa2/Baa3.   100%  will  be  real-estate  related  securities. 

Low  fee  structure  and  less  "bar-belled"  portfolio  than  other  mezzanine  CDOs  in  the 
current  market 


Strueturnl  lli"lih"lit> 


Pure  static  structure  eliminates  reinvestment  risk  and  shortens  expected  weighted 
average  lives  on  liabilities 

-  No  reinvestment,  substitution,  or  discretionary  trading 

-  Proceeds  from  credit-risk  sales  will  be  treated  as  principal  paydowns  or 
notional  reduction  of  the  Senior  Swap 

Liquidation  Agent  Fees:   10  bps  per  annum 

100%  ramped  at  closing  and  100%  certainty  of  all  assets  in  collateral  portfolio  to 
be  included  in  transaction 

No  fixed  rate  assets  in  the  portfolio  eliminates  possibility  of  an  interest  rate  swap 
hedge  mismatch 


<ni  ol  I  aruet  Warehouse  Porllohtr 


Goldman,  as  Liquidation  Agent,  will  liquidate  any  asset  determined  to  bo  a  "credit 
risk"  within  1 2  months  of  said  determination.  Credit  Risk  assets  will  include: 

-  Any  asset  downgraded  by  Moody's  or  S&P  below  Ba3  or  BB- 

-  Any  asset  that  is  defaulted  or  would  be  experiencing  a  credit  event  as  defined 

by  the  PAUG  confirm 

There  will  be  no  reinvestment,  substitution,  discretionary  trading  or  discretionary 
sales.  After  closing,  assets  that. are  determined  to  be  "credit  risk"  will  be  sold  by  the 
Liquidation  Agent  within  one  year  of  such  determinatioa 

Goldman  will  invest  in  a  portion  of  the  Income  Notes  at  closing. 


'.  C'ii  rrentRortlblio  Ch:i  raclerisl  i  ts 


Par  Value  of  Collateral  ($MM) 

Total  Expected  Portfolio  Size  ($MM) 

%  Ramped 

Moody's  Weighted  Average  Rating  Factor 

Weighted  Average  Life 

Number  of  Positions 

Distinct  Obligors 

Duration  Weighted  DM 


Sector!Coniposit:iort  oi Tarjjet  VynrelioiisePortfolio 


RMBSSubPiime 
47% 


$2,000 

$2,000 

100% 

485 

[4.0]  years 

140 

100 

[184]  bps 


RMBSMldPrlme 

47% 


(1)  Beaedon  S&P  Ratines 


CDO  Structurlim.  Marketing  and  Principal  Investments 
Peter  Ostrem  +1  (212)  357-4617 

Darryl  Herrick  +1  (21 2)  902-9305 


Syndicate 

Bunly  Buhra 
Scott  Wisenbaker 
Mitch  Resnick 
Omar  Chaudhary 


+1(212)357  4617 

+1(212)902  2858 

+44  20  7774  3068 

+813  6437  7198 


No  securities  are  being  offered  by  these  summary  materials.  If  die  securities  described  herein  or  other  securities  are  ultimately  offered,  they  will  be  offered  only  pursuant  to  a  definitive  Offering  Circular,  and  prospective 
investors  who  consider  purchasing  any  such  securities  should  make  their  investment  decisions  based  only  upon  the  information  provided  therein  (including  the  "Risk  Factors"  section  contained  therein)  and  consultation  won 
their  own  advisers.  This  material  is  for  your  private  inforroadon  and  we  are  not  soliciting  any  action  based  upon  it.  This  material  is  not  to  be  construed  as  an  offer  to  sell  or  the  solicitation  of  any  oSer  to  buy  any  security  in 
any  jurisdiction  where  such  an  offer  or  solicitation  would  be  illegal.  This  material  is  based  on  information  that  we  consider  reliable,  but  we  do  not  represent  that  it  is  accurate  or  complete  and  it  should  not  be  relied  upon  as 
such.  By  accepting  this  material  the  recipient  agrees  that  it  will  not  distribute  or  provide  the  material  to  any  other  person.  The  irifarmaudn  contained  in  this  material  may  not  pertain  to  any  securities  that  will  actually  be  sold. 
The  information  contained  in  this  material  may  be  based  an  assumptions  regarding  market  conditions  and  other  matters  as  reflected  therein.  We  make  no  representations  regarding  the  reasonableness  of  such  assumptions  or 
the  likelihood  that  any  of  such  assumptions  will  coincide  with  actual  market  conditions  or  events,  and  this  material  should  not  be  relied  upon  for  such  purposes.  We  and  our  affiliates,  officers,  directors,  partners  and 
employees,  including  persons  involved  in  the  preparation  oi  issuance  of  this  material  may,  from  time  to  time,  have  long  or  short  positions  in,  and  buy  and  sell,  the  securities  mentioned  therein  or  derivatives  thereof  {including 
options).  Information  contained  in  mis  material  is  current  as  of  the  date  appearing  on  mis  material  only.  Information  in  this  material  regarding  any  assets  backing  any  securities  discussed  herein  supersedes  all  prior 
information  regarding  such  assets.  All  information  in  this  Term  Sheet,  whether  regarding  the  assets  backing  any  securities  discussed  herein  or  otherwise,  will  be  superseded  by  the  information  contained  in  any  final  Offering 
Circular  for  any  securities  actually  sold  to  you.  Goldman  Sachs  does  not  provide  accounting,  tax  or  legal  advice.  In  addition,  we  mutually  agree  that,  subject  to  appKcable  law,  you  may  disclose  any  and  all  aspects  of  any 
potential  transaction  or  structure  described  herein  that  are  necessary  to  support  any  \  I.S.  federal  income  tax  benefits  expected  to  be  claimed  with  respect  to  such  transactions,  and  all  ntateriabt  of  any  kind  Cincuidmg  tax 
opinions  and  other  tax  analyses)  relating  to  those  benefits,  without  Goldman  Sachs  imposing  limitation  of  any  kind. 
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AH  information  in  this  Term  Sheet,  whether  regarding  the  assets  backing  any  securities  discussed  herein  or  otherwise,  will  be  supe^aecrby  ure  4hT ararauon  'amCsmed In  the  ib.ii  Ofremij?  ' 
Circular  for  any  securities  actually  sold  to  you.   The  securities  have  not  been  and  will  not  be  registered  under  the  Securities  Act  of  1933,  as  amended,  and  the  issuers  will  not  be  registered 
under  the  Investment  Company  Act  of  1940,  as  amended.   This  Term  Sheet  is  furnished  to  prospective  investors  on  a  confidential  basis  solely  for  the  purposes  of  evaluating  the  investment 
offered  hereby.  The  information  contained  herein  may  not  be  reproduced  or  used  in  whole  or  in  part  for  any  other  purposes. 


Ti;ins:iitioii  Details 


Issuer: 

Co-Issuer: 

Liquidation  Agent: 

Trustee: 

Initial  Purchaser: 

Offering  Type: 

Listing,  Clearing  &  Settlement: 


Reinvestment  Period: 
Non-Call  Period: 
Auction  Call  Date: 
Minimum  Call  Price: 
Legal  Final  Maturity: 
Payment  Frequency: 


Liquidation  Agent  Fee: 
ERISA  Eligible: 

Tax  Treatment: 
Controlling  Class: 

Collateral: 


r  Coverii'fe  Tests 


Hudson  Mezzanine  Funding  2006-1,  LTD,  incorporated  with  limited  liability  in  the  Cayman  Islands 
Hudson  Mezzanine  Funding  2006-1,  Corp,  corporation  organized  under  the  laws  of  the  State  of  Delaware 
Goldman,  Sachs  &  Co. 

[] 

Goldman  Sachs  &  Co. 

Reg  S  (Non-U.S.  Persons  only),  Rule  I44A  Rule  144  A  purchasers  must  be  qualified  purchasers  under  the  Investment  Company 

Act  of  1940 

Application  may  be  made  to  admit  the  securities  on  a  stock  exchange  at  the  Issuer's  choice,  if  practicable.  There  can  be  no 

assurance  that  any  such  application  will  be  made  and  that  any  such  admission  will  be  granted.  The  Class  S,  A,B,C,D  and  E  Notes 

will  settle  through  Euroclear/Clearstream/DTC.  Notes  will  settle  with  accrued  interest,  if  any,  from  the  Closing  Date.  The  initial 

LIBOR  Rate  on  the  S,  A,B,C,D  and  E  Notes  will  be  set  two  business  days  prior  to  the  Closing  Date 

None 

Approximately  three  years.  Callable  in  whole  on  or  after  April  2010  by  a  majority  vote  of  the  Income  Notes 

Starting  April  2015  and  annually  in  April  thereafter 

Class  S,  A,fl,C,U  and  E  Notes  (if  issued)  at  par  plus  accrued  interest  There  is  no  call  premium  to  the  Income  Notes 

April  2042  for  the  [Senior  Swap],  Class  A,  B,  C,  D  and  E  Notes.  April  [20 1 5]  for  the  Class  S 

The  Senior  Swap,  Class  S,  A,  B,  C,  D  and  E  Notes  will  receive  premium  and  interest  payments  monthly,  commencing  April  2007. 

The  Senior  Swap,  Class  S,  A,B,C,D  and  E  Notes  will  receive  principal  payments  and  reduce  outstanding  principal  amounts 

monthly,  commencing  April  2007.  Income  Notes  will  receive  distributions  according  to  the  payment  waterfall  quarterly, 

commencing  April  2007 

10  bps  per  annum,  payable  senior  to  premium  on  the  Senior  Swap  and  payable  monthly,  commencing  April  2007 

The  Class  S,  A,  B,  C,  and  D  Notes  are  expected  to  be  ERISA  eligible,  assuming  that  the  purchase  is  not  a  prohibited  transaction  for 

the  purchaser 

Class  S,  Senior  Swap,  A,  B,  C,  and  D  Notes  will  be  treated  as  debt 

The  Class  S,  Senior  Swap  and  ANotes  (the  "Senior  Notes")  voting  in  the  aggregate  until  paid  in  full,  then  Class  B,  Class  C,  Class 

D  and  Class  E  Notes  in  that  order  until  each  Class  is  paid  in  full 

Single  name  credit  default  swaps  referencing  RMBS  securities 


CoverageTest 


Expected  Closing  Date 
Values 


Target  OC  Coverage 
Required 


Minimum  Ongoing 
OC  Coverage  Requirement 


Senior  Overcollateralization  Ratioi 
Class  C  Note  Overcollateralization  Ratio 
Class  D  Note  Overcollateralization  Ratio 
Class  E  Note  Overcollateralization  Ratio 


[  120.5]% 
[  1 13.6]% 
[  104.7]% 
[103.11% 


[  122.5]% 
[115.0]% 
[106.1]% 
[  104.31% 


[114.0]% 
[  108.0]% 
[  101.6]% 
f  101.0]%' 


Ttie  Senior  Swip,  dm  A  and  Class  B  ratio*  will  be  combined  end  known  u  Senior  OC  ratios 


dsssti  Interest  Uivcrsion  Test  set  it  10l.09i.   After  regular  payments  of  premium,  interest,  imortizstlon  and  principal  to  the  Senior  Swap,  dass  S,  A,U,C,  O  tndti  Notes  but  before  snypaynwnt  to  the  [ncoroe  Notes,  iftheCitisti  Note  Overcollatertlt2ttion  Ratio 
is  leu  than  [101.0]%,  then  all  excess  interest  proceeds  will  be  paid  to  amortize  the  principal  balance  of  the  Claaa  E  Notes 


i  Svnthclit  Securities 


Synthetic  Securities: 
Interest  Shortfall  Basis: 
Credit  Events: 


Default  Swap  Collateral: 


Pay-As- You-Go  ("PAUG")  ISDA 

Fixed  Cap  Applicable 

Writedown 

Failure  to  Pay  Principal 

Distressed  Ratings  Downgrade 

Proceeds  from  the  issuance  of  the  securities  deposited  with  Goldman  Sachs  in  exchange  for  Default  Swap  Collateral.  Default 

Swap  Collateral  will  be  delivered  to  Goldman,  (i)  to  settle  any  Credit  Events,  (ii)  to  pay  Physical  Settlement  Amounts,  (iii)  to 

pay  certain  Synthetic  Security  Termination  Payments  and  in  exchange  for  Synthetic  Security  Counterparty  Principal  Payments. 

If  the  Default  Swap  Collateral  is  not  sufficient  to  settle  any  Credit  Event,  pay  any  Physical  Settlement  Amount,  or  to  pay  any 

such  Synthetic  Security  Termination  Payment,  generally,  the  Senior  Swap  Counterparty  will  pay  such  amounts. 


No  securities  are  being  offered  by  these  summary  materials.  If  the  securities  described  herein  or  other  securities  are  ultimately  offered,  they  will  be  offered  only  pursuant  to  a  definitive  Offering  Circular,  and  prospective 
investors  who  consider  purchasing  any  such  securities  should  make  their  investment  decisions  based  only  upon  fee  information  provided  therein  (including  the  "Risk  Factors"  section  contained  therein)  and  consultation  wife 
their  own  advisers.  This  material  is  for  your  private  information  and  we  are  not  soliciting  any  action  based  upon  it  This  material  is  not  to  be  construed  as  an  offer  to  sell  or  the  solicitation  of  any  offer  to  buy  any  security  in 
any  jurisdiction  where  such  an  offer  or  solicitation  would  be  illegal.  This  material  is  based  on  information  that  we  consider  reliable,  but  we  do  not  represent  that  it  is  accurate  or  complete  and  it  should  not  be  relied  upon  as 
such.  By  accepting  this  material  the  recipient  agrees  that  it  will  not  distribute  or  provide  the  material  to  any  other  person.  The  information  contained  in  this  material  may  not  pertain  to  any  securities  that  will  actually  be  sold. 
The  information  contained  in  this  material  may  be  based  on  assumptions  regarding  market  conditions  and  outer  matters  as  reflected  therein.  We  make  no  representations  regarding  the  reasonableness  of  such  assumptions  or 
fee  likelihood  that  any  of  such  assumptions  wQl  coincide  with  actual  market  conditions  or  events,  and  this  material  should  not  be  relied  upon  for  such  purposes.  We  and  our  affiliates,  officers,  directors,  partners  and 
employees,  including  persons  involved  in  the  preparation  or  issuance  of  this  material  may,  from  time  to  time,  have  long  or  short  positions  in,  snd  buy  and  sell,  the  securities  mentioned  therein  or  derivatives  thereof  (including 
options).  Information  contained  in  this  material  is  current  as  of  the  date  appearing  on  this  material  only.  Information  in  this  material  regarding  any  assets  backing  any  securities  discussed  herein  supersedes  all  prior 
information  regarding  such  assets.  All  information  in  this  Term  Sheet,  whether  regarding  the  assets  backing  any  securities  discussed  herein  or  otherwise,  will  be  superseded  by  fee  information  contained  in  any  final  Offering 
Circular  for  any  securities  actually  sold  to  you.  Goldman  Sachs  does  not  provide  accounting,  tax  or  legal  advice.  In  addition,  we  mutually  agree  that,  subject  to  applicable  law,  you  may  disclose  any  and  all  aspects  of  any 
potential  transaction  or  structure  described  herein  that  are  necessary  to  support  any  U.S.  federal  income  tax  benefits  expected  to  be  claimed  with  respect  to  such  transactions,  and  all  materials  of  any  kind  (including  tax 
opinions  and  other  tax  analyses)  relating  to  those  benefits,  without  Goldman  Sachs  imposing  limitation  of  any  kind. 
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From:  Herrick,  Darryl  K 

Sent:  Saturday,  September  30,  2006  7:17  PM 

To:  Bieber,  Matthew  G. 

Subject:  Re:  Hudson  Mezz 

i 

Thanks 

Original  Message  

From:  Bieber,  Matthew  G. 

To:  Herrick,  Darryl  K 

Sent:  Sat  Sep  30  19:13:55  2006 

Subject:  RE:  Hudson  Mezz 

Left  some  comments  on  your  chair. 

From:       Herrick,  Darryl  K 

Sent:  Saturday,  September  30,  2006  11:54  AM 

To:    Ostrem,  Peter  L;  Case,  Benjamin;  Bieber,  Matthew  G. 

Subject:     Hudson  Mezz 

«  File:  Hudson  Mezz  Debt  Book  2006-09-283 .ppt  »   «  File:  Hudson  Mezz  Termsheet 
2006-09-27  Sales.doc  » 

Team,  We  are  planning  to  begin  marketing  Hudson  Mezz  this  week 

I  have  attached  is  the  marketing  book  and  term  sheet  as  it  currently  stands  (still 
updating  stress  runs) 

Would  appreciate  any  feedback/comments  you  have  on  this  because  it  discusses  the 
current  CDO  and  more  importantly  what  our  desk's  strategy  is  with  Hudson  program  for  the 
future.  Be  interested  in  getting  everyone's  color 

I  am  in  the  office  tomorrow  so  can  talk  then  or  whenever  you  get  a  chance  can  reach 
me  on  my  cell  (646)  526-8256 
Darryl 


Permanent  Subcommittee  on  Investigations  | 
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From: 
Sent: 
To: 
Subject: 


Swenson,  Michael 

Wednesday,  September  27,  2006  6:32  PM 

Birnbaum,  Josh 

Abxcdo 


I  am  concerned  that  the  levels  we  put  on  the  abx  cdo  for  single-a  and  triple-bs  do  not 
compare  favorably  with  the  single-a  off  of  a  abx  1  +  abx  2  trade. 

We  need  a  goog  story  as  to  why  we  think  the  risk  is  different. 
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(Multicurrency — Cross  Border) 


ISDA, 


International  Swap  Dealers  Association,  Inc. 

MASTER  AGREEMENT 

dated  as  of  ...December  1, 2006 

among 
GOLDMAN  SACHS  INTERNATIONAL  and  HUDSON  MEZZANINE  FUNDING  2006-1,  LTD. 

have  entered  and/or  anticipate  entering  into  one  or  more  transactions  (each  a  "Transaction")  that  are  or  will  be 
governed  by  this  Master  Agreement,  which  includes  the  schedule  (the  "Schedule"),  and  the  documents  and  other 
confirming  evidence  (each  a  "Confirmation")  exchanged  between  the  parties  confirming  those  Transactions. 
Accordingly,  the  parties  agree  as  follows:  — 


1. 


Interpretation 


(a)  Definitions.  The  terms  defined  in  Section  14  and  in  the  Schedule  will  have  the  meanings  therein  specified 
for  the  purpose  of  this  Master  Agreement. 

(b)  Inconsistency.  In  the  event  of  any  inconsistency  between  the  provisions  of  the  Schedule  and  the  other 
provisions  of  this  Master  Agreement,  the  Schedule  will  prevail.  In  the  event  of  any  inconsistency  between  the 
provisions  of  any  Confirmation  and  this  Master  Agreement  (including  the  Schedule),  such  Confirmation  will  prevail 
for  the  purpose  of  the  relevant  Transaction. 

(c)  Single  Agreement  All  Transactions  are  entered  into  in  reliance  on  the  fact  that  this  Master  Agreement  and 
all  Confirmations  form  a  single  agreement  between  the  parties  (collectively  referred  to  as  this  "Agreement"),  and  the 
parties  would  not  otherwise  enter  into  any  Transactions. 

2.  Obligations 

(a)  General  Conditions. 

(i)  Each  party  will  make  each  payment  or  delivery  specified  in  each  Confirmation  to  be  made  by  it, 
subject  to  the  other  provisions  of  this  Agreement. 

(ii)  Payments  under  this  Agreement  will  be  made  on  the  due  date  for  value  on  that  date  in  the  place  of  the 
account  specified  in  the  relevant  Confirmation  or  otherwise  pursuant  to  this  Agreement,  in  freely 
transferable  funds  and  in  the  manner  customary  for  payments  in  the  required  currency.  Where  settlement  is 
by  delivery  (that  is,  other  than  by  payment),  such  delivery  will  be  made  for  receipt  on  the  due  date  in  the 
manner  customary  for  the  relevant  obligation  unless  otherwise  specified  in  the  relevant  Confirmation  or 
elsewhere  in  this  Agreement. 

(iii)  Each  obligation  of  each  party  under  Section  2(a)(i)  is  subject  to  (1)  the  condition  precedent  that  no 
Event  of  Default  or  Potential  Event  of  Default  with  respect  to  the  other  party  has  occurred  and  is 
continuing,  (2)  the  condition  precedent  that  no  Early  Termination  Date  in  respect  of  the  relevant 
Transaction  has  occurred  or  been  effectively  designated  and  (3)  each  other  applicable  condition  precedent 
specified  in  this  Agreement. 
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(b)  Change  of  Account.  Either  party  may  change  its  account  for  receiving  a  payment  or  delivery  by 
giving  notice  to  the  other  party  at  least  five  Local  Business  Days  prior  to  the  scheduled  date  for  the  payment 
or  delivery  to  which  such  change  applies  unless  such  other  party  gives  timely  notice  of  a  reasonable  objection 
to  such  change. 

(c)  Netting.  If  on  any  date  amounts  would  otherwise  be  payable: — 
(i)      in  the  same  currency;  and 

(ii)    in  respect  of  the  same  Transaction, 

by  each  party  to  the  other,  then,  on  such  date,  each  party's  obligation  to  make  payment  of  any  such  amount 
will  be  automatically  satisfied  and  discharged  and,  if  the  aggregate  amount  that  would  otherwise  have  been 
payable  by  one  party  exceeds  the  aggregate  amount  that  would  otherwise  have  been  payable  by  the  other 
party,  replaced  by  an  obligation  upon  the  party  by  whom  the  larger  aggregate  amount  would  have  been 
payable  to  pay  to  the  other  party  the  excess  of  the  larger  aggregate  amount  over  the  smaller  aggregate  amount. 

The  parties  may  elect  in  respect  of  two  or  more  Transactions  that  a  net  amount  will  be  determined  in  respect 
of  all  amounts  payable  on  the  same  date  in  the  same  currency  in  respect  of  such  Transactions,  regardless  of 
whether  such  amounts  are  payable  in  respect  of  the  same  Transaction.  The  election  may  be  made  in  the 
Schedule  or  a  Confirmation  by  specifying  that  subparagraph  (ii)  above  will  not  apply  to  the  Transactions 
identified  as  being  subject  to  the  election,  together  with  the  starting  date  (in  which  case  subparagraph  (ii) 
above  will  not,  or  will  cease  to,  apply  to  such  Transactions  from  such  date).  This  election  may  be  made 
separately  for  different  groups  of  Transactions  and  will  apply  separately  to  each  pairing  of  Offices  through 
which  the  parties  make  and  receive  payments  or  deliveries. 

(d)  Deduction  or  Withholding  for  Tax. 

(i)  Gross-Up.  All  payments  under  this  Agreement  will  be  made  without  any  deduction  or 
withholding  for  or  on  account  of  any  Tax  unless  such  deduction  or  withholding  is  required  by  any 
applicable  law,  as  modified  by  the  practice  of  any  relevant  governmental  revenue  authority,  then  in 
effect.  If  a  party  is  so  required  to  deduct  or  withhold,  then  that  party  ("X")  will: — 

( 1 )  promptly  notify  the  other  party  ("Y")  of  such  requirement; 

(2)  pay  to  the  relevant  authorities  the  full  amount  required  to  be  deducted  or  withheld 
(including  the  full  amount  required  to  be  deducted  or  withheld  from  any  additional  amount 
paid  by  X  to  Y  under  this  Section  2(d))  promptly  upon  the  earlier  of  determining  that  such 
deduction  or  withholding  is  required  or  receiving  notice  that  such  amount  has  been  assessed 
against  Y; 

(3)  promptly  forward  to  Y  an  official  receipt  (or  a  certified  copy),  or  other  documentation 
reasonably  acceptable  to  Y,  evidencing  such  payment  to  such  authorities;  and 

(4)  if  such  Tax  is  an  Indemnifiable  Tax.  pay  to  Y,  in  addition  to  the  payment  to  which  Y  is 
otherwise  entitled  under  this  Agreement,  such  additional  amount  as  is  necessary  to  ensure  that 
the  net  amount  actually  received  by  Y  (free  and  clear  of  Indemnifiable  Taxes,  whether  assessed 
against  X  or  Y)  will  equal  the  full  amount  Y  would  have  received  had  no  such  deduction  or 
withholding  been  required.  However,  X  will  not  be  required  to  pay  any  additional  amount  to 
Y  to  the  extent  that  it  would  not  be  required  to  be  paid  but  for: — 

(A)  the  failure  by  Y  to  comply  with  or  perform  any  agreement  contained  in 
Section  4(a)(i),  4(a)(iii)  or  4(d);  or 

(B)  the  failure  of  a  representation  made  by  Y  pursuant  to  Section  3(f)  to  be  accurate  and 
true  unless  such  failure  would  not  have  occurred  but  for  (I)  any  action  taken  by  a  taxing 
authority,  or  brought  in  a  court  of  competent  jurisdiction,  on  or  after  the  date  on  which  a 
Transaction  is  entered  into  (regardless  of  whether  such  action  is  taken  or  brought  with 
respect  to  a  party  to  this  Agreement)  or  (II)  a  Change  in  Tax  Law. 
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(ii)      Liability.  If:  — 

(1)  X  is  required  by  any  applicable  law,  as  modified  by  the  practice  of  any  relevant 
governmental  revenue  authority,  to  make  any  deduction  or  withholding  in  respect  of  which  X 
would  not  be  required  to  pay  an  additional  amount  to  Y  under  Section  2(d)(i)(4); 

(2)  X  does  not  so  deduct  or  withhold;  and 

(3)  a  liability  resulting  from  such  Tax  is  assessed  directly  against  X, 

then,  except  to  the  extent  Y  has  satisfied  or  then  satisfies  the  liability  resulting  from  such  Tax,  Y 
will  promptly  pay  to  X  the  amount  of  such  liability  (including  any  related  liability  for  interest,  but 
including  any  related  liability  for  penalties  only  if  Y  has  failed  to  comply  with  or  perform  any 
agreement  contained  in  Section  4(a)(i),  4(a)(iii)  or  4(d)). 

(e)  Default  Interest:  Other  Amounts.  Prior  to  the  occurrence  or  effective  designation  of  an  Early 
Termination  Date  in  respect  of  the  relevant  Transaction,  a  party  that  defaults  in  the  performance  of  any 
payment  obligation  will,  to  the  extent  permitted  by  law  and  subject  to  Section  6(c),  be  required  to  pay  interest 
(before  as  well  as  after  judgment)  on  the  overdue  amount  to  the  other  party  on  demand  in  the  same  currency 
as  such  overdue  amount,  for  the  period  from  (and  including)  the  original  due  date  for  payment  to  (but 
excluding)  the  date  of  actual  payment,  at  the  Default  Rate.  Such  interest  will  be  calculated  on  the  basis  of 
daily  compounding  and  the  actual  number  of  days  elapsed.  If,  prior  to  the  occurrence  or  effective  designation 
of  an  Early  Termination  Date  in  respect  of  the  relevant  Transaction,  a  party  defaults  in  the  performance  of 
any  obligation  required  to  be  settled  by  delivery,  it  will  compensate  the  other  party  on  demand  if  and  to  the 
extent  provided  for  in  the  relevant  Confirmation  or  elsewhere  in  this  Agreement. 

3.  Representations 

Each  party  represents  to  the  other  party  (which  representations  will  be  deemed  to  be  repeated  by  each  party 
on  each  date  on  which  a  Transaction  is  entered  into  and,  in  the  case  of  the  representations  in  Section  3(f),  at 
all  times  until  the  termination  of  this  Agreement)  that: — 
(a)         Basic  Representations. 

(i)  Status.  It  is  duly  organised  and  validly  existing  under  the  laws  of  the  jurisdiction  of  its 
organisation  or  incorporation  and,  if  relevant  under  such  laws,  in  good  standing; 

(ii)  Powers.  It  has  the  power  to  execute  this  Agreement  and  any  other  documentation  relating  to 
this  Agreement  to  which  it  is  a  party,  to  deliver  this  Agreement  and  any  other  documentation  relating 
to  this  Agreement  that  it  is  required  by  this  Agreement  to  deliver  and  to  perform  its  obligations 
under  this  Agreement  and  any  obligations  it  has  under  any  Credit  Support  Document  to  which  it  is 
a  party  and  has  taken  all  necessary  action  to  authorise  such  execution,  delivery  and  performance; 

(iii)  No  Violation  or  Conflict.  Such  execution,  delivery  and  performance  do  not  violate  or  conflict 
with  any  law  applicable  to  it,  any  provision  of  its  constitutional  documents,  any  order  or  judgment 
of  any  court  or  other  agency  of  government  applicable  to  it  or  any  of  its  assets  or  any  contractual 
restriction  binding  on  or  affecting  it  or  any  of  its  assets; 

(iv)  Consents.  All  governmental  and  other  consents  that  are  required  to  have  been  obtained  by  it 
with  respect  to  this  Agreement  or  any  Credit  Support  Document  to  which  it  is  a  party  have  been 
obtained  and  are  in  full  force  and  effect  and  all  conditions  of  any  such  consents  have  been  complied 
with;  and 

(v)  Obligations  Binding.  Its  obligations  under  this  Agreement  and  any  Credit  Support  Document 
to  which  it  is  a  party  constitute  its  legal,  valid  and  binding  obligations,  enforceable  in  accordance 
with  their  respective  terms  (subject  to  applicable  bankruptcy,  reorganisation,  insolvency, 
moratorium  or  similar  laws  affecting  creditors'  rights  generally  and  subject,  as  to  enforceability,  to 
equitable  principles  of  general  application  (regardless  of  whether  enforcement  is  sought  in  a 
proceeding  in  equity  or  at  law)). 
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(b)  Absence  of  Certain  Events.  No  Event  of  Default  or  Potential  Event  of  Default  or,  to  its  knowledge, 
Termination  Event  with  respect  to  it  has  occurred  and  is  continuing  and  no  such  event  or  circumstance  would 
occur  as  a  result  of  its  entering  into  or  performing  its  obligations  under  this  Agreement  or  any  Credit  Support 
Document  to  which  it  is  a  party. 

(c)  Absence  of  Litigation.  There  is  not  pending  or,  to  its  knowledge,  threatened  against  it  or  any  of  its 
Affiliates  any  action,  suit  or  proceeding  at  law  or  in  equity  or  before  any  court,  tribunal,  governmental  body, 
agency  or  official  or  any  arbitrator  that  is  likely  to  affect  the  legality,  validity  or  enforceability  against  it  of 
this  Agreement  or  any  Credit  Support  Document  to  which  it  is  a  party  or  its  ability  to  perform  its  obligations 
under  this  Agreement  or  such  Credit  Support  Document. 

(d)  Accuracy  of  Specified  Information.  All  applicable  information  that  is  furnished  in  writing  by  or  on 
behalf  of  it  to  the  other  party  and  is  identified  for  the  purpose  of  this  Section  3(d)  in  the  Schedule  is,  as  of 
the  date  of  the  information,  true,  accurate  and  complete  in  every  material  respect. 

(e)  Payer  Tax  Representation.  Each  representation  specified  in  the  Schedule  as  being  made  by  it  for 
the  purpose  of  this  Section  3(e)  is  accurate  and  true. 

(f)  Payee  Tax  Representations.  Each  representation  specified  in  the  Schedule  as  being  made  by  it  for 
the  purpose  of  this  Section  3(f)  is  accurate  and  true. 

4.  Agreements 

Each  party  agrees  with  the  other  that,  so  long  as  either  party  has  or  may  have  any  obligation  under  this 
Agreement  or  under  any  Credit  Support  Document  to  which  it  is  a  party: — 

(a)  Furnish  Specified  Information.  It  will  deliver  to  the  other  party  or,  in  certain  cases  under 
subparagraph  (iii)  below,  to  such  government  or  taxing  authority  as  the  other  party  reasonably  directs: — 

(i)  any  forms,  documents  or  certificates  relating  to  taxation  specified  in  the  Schedule  or  any 
Confirmation; 

(ii)     any  other  documents  specified  in  the  Schedule  or  any  Confirmation;  and 

(iii)  upon  reasonable  demand  by  such  other  party,  any  form  or  document  that  may  be  required  or 
reasonably  requested  in  writing  in  order  to  allow  such  other  party  or  its  Credit  Support  Provider  to 
make  a  payment  under  this  Agreement  or  any  applicable  Credit  Support  Document  without  any 
deduction  or  withholding  for  or  on  account  of  any  Tax  or  with  such  deduction  or  withholding  at  a 
reduced  rate  (so  long  as  the  completion,  execution  or  submission  of  such  form  or  document  would 
not  materially  prejudice  the  legal  or  commercial  position  of  the  party  in  receipt  of  such  demand), 
with  any  such  form  or  document  to  be  accurate  and  completed  in  a  manner  reasonably  satisfactory 
to  such  other  party  and  to  be  executed  and  to  be  delivered  with  any  reasonably  required  certification, 

in  each  case  by  the  date  specified  in  the  Schedule  or  such  Confirmation  or,  if  none  is  specified,  as  soon  as 
reasonably  practicable. 

(b)  Maintain  Authorisations.  It  will  use  all  reasonable  efforts  to  maintain  in  full  force  and  effect  all 
consents  of  any  governmental  or  other  authority  that  are  required  to  be  obtained  by  it  with  respect  to  this 
Agreement  or  any  Credit  Support  Document  to  which  it  is  a  party  and  will  use  all  reasonable  efforts  to  obtain 
any  that  may  become  necessary  in  the  future. 

(c)  Comply  with  Laws.  It  will  comply  in  all  material  respects  with  all  applicable  laws  and  orders  to 
which  it  may  be  subject  if  failure  so  to  comply  would  materially  impair  its  ability  to  perform  its  obligations 
under  this  Agreement  or  any  Credit  Support  Document  to  which  it  is  a  party. 

(d)  Tax  Agreement.  It  will  give  notice  of  any  failure  of  a  representation  made  by  it  under  Section  3(0 
to  be  accurate  and  true  promptly  upon  learning  of  such  failure. 

(e)  Payment  of  Stamp  Tax.  Subject  to  Section  1 1,  it  will  pay  any  Stamp  Tax  levied  or  imposed  upon 
it  or  in  respect  of  its  execution  or  performance  of  this  Agreement  by  a  jurisdiction  in  which  it  is  incorporated, 
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organised,  managed  and  controlled,  or  considered  to  have  its  seat,  or  in  which  a  branch  or  office  through 
which  it  is  acting  for  the  purpose  of  this  Agreement  is  located  ("Stamp  Tax  Jurisdiction")  and  will  indemnify 
the  other  party  against  any  Stamp  Tax  levied  or  imposed  upon  the  other  party  or  in  respect  of  the  other  party's 
execution  or  performance  of  this  Agreement  by  any  such  Stamp  Tax  Jurisdiction  which  is  not  also  a  Stamp 
Tax  Jurisdiction  with  respect  to  the  other  party. 

5.  Events  of  Default  and  Termination  Events 

(a)  Events  of  Default.  The  occurrence  at  any  time  with  respect  to  a  party  or,  if  applicable,  any  Credit 

Support  Provider  of  such  party  or  any  Specified  Entity  of  such  party  of  any  of  the  following  events  constitutes 
an  event  of  default  (an  "Event  of  Default")  with  respect  to  such  party: — 

(i)  Failure  to  Pay  or  Deliver.  Failure  by  the  party  to  make,  when  due,  any  payment  under  this 
Agreement  or  delivery  under  Section  2(a)(i)  or  2(e)  required  to  be  made  by  it  if  such  failure  is  not 
remedied  on  or  before  the  third  Local  Business  Day  after  notice  of  such  failure  is  given  to  the  party; 

(ii)  Breach  of  Agreement.  Failure  by  the  party  to  comply  with  or  perform  any  agreement  or 
obligation  (other  than  an  obligation  to  make  any  payment  under  this  Agreement  or  delivery  under 
Section  2(a)(i)  or  2(e)  or  to  give  notice  of  a  Termination  Event  or  any  agreement  or  obligation 
under  Section  4(a)(i).  4(a)(iii)  or  4(d))  to  be  complied  with  or  performed  by  the  party  in  accordance 
with  this  Agreement  if  such  failure  is  not  remedied  on  or  before  the  thirtieth  day  after  notice  of 
such  failure  is  given  to  the  party; 

(iii)  Credit  Support  Default. 

(1)  Failure  by  the  party  or  any  Credit  Support  Provider  of  such  party  to  comply  with  or 
perform  any  agreement  or  obligation  to  be  complied  with  or  performed  by  it  in  accordance 
with  any  Credit  Support  Document  if  such  failure  is  continuing  after  any  applicable  grace 
period  has  elapsed; 

(2)  the  expiration  or  termination  of  such  Credit  Support  Document  or  the  failing  or  ceasing 
of  such  Credit  Support  Document  to  be  in  full  force  and  effect  for  the  purpose  of  this  Agreement 
(in  either  case  other  than  in  accordance  with  its  terms)  prior  to  the  satisfaction  of  all  obligations 
of  such  party  under  each  Transaction  to  which  such  Credit  Support  Document  relates  without 
the  written  consent  of  the  other  party;  or 

(3)  the  party  or  such  Credit  Support  Provider  disaffirms,  disclaims,  repudiates  or  rejects,  in 
whole  or  in  part,  or  challenges  the  validity  of,  such  Credit  Support  Document; 

(iv)  Misrepresentation.  A  representation  (other  than  a  representation  under  Section  3(e)  or  (f)) 
made  or  repeated  or  deemed  to  have  been  made  or  repeated  by  the  party  or  any  Credit  Support 
Provider  of  such  party  in  this  Agreement  or  any  Credit  Support  Document  proves  to  have  been 
incorrect  or  misleading  in  any  material  respect  when  made  or  repeated  or  deemed  to  have  been  made 
or  repeated; 

(v)  Default  under  Specified  Transaction.  The  party,  any  Credit  Support  Provider  of  such  party  or 
any  applicable  Specified  Entity  of  such  party  (1)  defaults  under  a  Specified  Transaction  and,  after 
giving  effect  to  any  applicable  notice  requirement  or  grace  period,  there  occurs  a  liquidation  of,  an 
acceleration  of  obligations  under,  or  an  early  termination  of,  that  Specified  Transaction,  (2)  defaults, 
after  giving  effect  to  any  applicable  notice  requirement  or  grace  period,  in  making  any  payment  or 
delivery  due  on  the  last  payment,  delivery  or  exchange  date  of,  or  any  payment  on  early  termination 
of,  a  Specified  Transaction  (or  such  default  continues  for  at  least  three  Local  Business  Days  if  there 
is  no  applicable  notice  requirement  or  grace  period)  or  (3)  disaffirms,  disclaims,  repudiates  or 
rejects,  in  whole  or  in  part,  a  Specified  Transaction  (or  such  action  is  taken  by  any  person  or  entity 
appointed  or  empowered  to  operate  it  or  act  on  its  behalf); 

(vi)  Cross  Default.  If  "Cross  Default"  is  specified  in  the  Schedule  as  applying  to  the  party,  the 
occurrence  or  existence  of  (1)  a  default,  event  of  default  or  other  similar  condition  or  event  (however 
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described)  in  respect  of  such  party,  any  Credit  Support  Provider  of  such  party  or  any  applicable 
Specified  Entity  of  such  party  under  one  or  more  agreements  or  instruments  relating  to  Specified 
Indebtedness  of  any  of  them  (individually  or  collectively)  in  an  aggregate  amount  of  not  less  than 
the  applicable  Threshold  Amount  (as  specified  in  the  Schedule)  which  has  resulted  in  such  Specified 
Indebtedness  becoming,  or  becoming  capable  at  such  time  of  being  declared,  due  and  payable  under 
such  agreements  or  instruments,  before  it  would  otherwise  have  been  due  and  payable  or  (2)  a  default 
by  such  party,  such  Credit  Support  Provider  or  such  Specified  Entity  (individually  or  collectively) 
in  making  one  or  more  payments  on  the  due  date  thereof  in  an  aggregate  amount  of  not  less  than  the 
applicable  Threshold  Amount  under  such  agreements  or  instruments  (after  giving  effect  to  any 
applicable  notice  requirement  or  grace  period); 

(vii)  Bankruptcy.  The  party,  any  Credit  Support  Provider  of  such  party  or  any  applicable  Specified 
Entity  of  such  party:  — 

(1 )  is  dissolved  (other  than  pursuant  to  a  consolidation,  amalgamation  or  merger);  (2)  becomes 
insolvent  or  is  unable  to  pay  its  debts  or  fails  or  admits  in  writing  its  inability  generally  to  pay 
its  debts  as  they  become  due;  (3)  makes  a  general  assignment,  arrangement  or  composition 
with  or  for  the  benefit  of  its  creditors;  (4)  institutes  or  has  instituted  against  it  a  proceeding 
seeking  a  judgment  of  insolvency  or  bankruptcy  or  any  other  relief  under  any  bankruptcy  or 
insolvency  law  or  other  similar  law  affecting  creditors'  rights,  or  a  petition  is  presented  for  its 
winding-up  or  liquidation,  and,  in  the  case  of  any  such  proceeding  or  petition  instituted  or 
presented  against  it,  such  proceeding  or  petition  (A)  results  in  a  judgment  of  insolvency  or 
bankruptcy  or  the  entry  of  an  order  for  relief  or  the  making  of  an  order  for  its  winding-up  or 
liquidation  or  (B)  is  not  dismissed,  discharged,  stayed  or  restrained  in  each  case  within  30  days 
of  the  institution  or  presentation  thereof;  (5)  has  a  resolution  passed  for  its  winding-up,  official 
management  or  liquidation  (other  than  pursuant  to  a  consolidation,  amalgamation  or  merger); 
(6)  seeks  or  becomes  subject  to  the  appointment  of  an  administrator,  provisional  liquidator, 
conservator,  receiver,  trustee,  custodian  or  other  similar  official  for  it  or  for  all  or  substantially 
all  its  assets;  (7)  has  a  secured  party  take  possession  of  all  or  substantially  all  its  assets  or  has 
a  distress,  execution,  attachment,  sequestration  or  other  legal  process  levied,  enforced  or  sued 
on  or  against  all  or  substantially  all  its  assets  and  such  secured  party  maintains  possession,  or 
any  such  process  is  not  dismissed,  discharged,  stayed  or  restrained,  in  each  case  within  30  days 
thereafter;  (8)  causes  or  is  subject  to  any  event  with  respect  to  it  which,  under  the  applicable 
laws  of  any  jurisdiction,  has  an  analogous  effect  to  any  of  the  events  specified  in  clauses  (1) 
to  (7)  (inclusive);  or  (9)  takes  any  action  in  furtherance  of,  or  indicating  its  consent  to,  approval 
of,  or  acquiescence  in,  any  of  the  foregoing  acts;  or 

(viii)  Merger  Without  Assumption.  The  party  or  any  Credit  Support  Provider  of  such  party 
consolidates  or  amalgamates  with,  or  merges  with  or  into,  or  transfers  all  or  substantially  all  its  assets 
to,  another  entity  and,  at  the  time  of  such  consolidation,  amalgamation,  merger  or  transfer:  — 

(1)  the  resulting,  surviving  or  transferee  entity  fails  to  assume  all  the  obligations  of  such  party 
or  such  Credit  Support  Provider  under  this  Agreement  or.  any  Credit  Support  Document  to 
which  it  or  its  predecessor  was  a  party  by  operation  of  law  or  pursuant  to  an  agreement 
reasonably  satisfactory  to  the  other  party  to  this  Agreement;  or 

(2)  the  benefits  of  any  Credit  Support  Document  fail  to  extend  (without  the  consent  of  the 
other  party)  to  the  performance  by  such  resulting,  surviving  or  transferee  entity  of  its 
obligations  under  this  Agreement. 

(b)  Termination  Events.  The  occurrence  at  any  time  with  respect  to  a  party  or,  if  applicable,  any  Credit 
Support  Provider  of  such  party  or  any  Specified  Entity  of  such  party  of  any  event  specified  below  constitutes 
an  Illegality  if  the  event  is  specified  in  (i)  below,  a  Tax  Event  if  the  event  is  specified  in  (ii)  below  or  a  Tax 
Event  Upon  Merger  if  the  event  is  specified  in(iii)  below,  and,  if  specified  to  be  applicable,  a  Credit  Event 
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Upon  Merger  if  the  event  is  specified  pursuant  to  (iv)  below  or  an  Additional  Termination  Event  if  the  event 
is  specified  pursuant  to  (v)  below: — 

(i)  Illegality.  Due  to  the  adoption  of,  or  any  change  in,  any  applicable  law  after  the  date  on  which 
a  Transaction  is  entered  into,  or  due  to  the  promulgation  of,  or  any  change  in,  the  interpretation  by 
any  court,  tribunal  or  regulatory  authority  with  competent  jurisdiction  of  any  applicable  law  after 
such  date,  it  becomes  unlawful  (other  than  as  a  result  of  a  breach  by  the  party  of  Section  4(b))  for 
such  party  (which  will  be  the  Affected  Party):  — 

(1)  to  perform  any  absolute  or  contingent  obligation  to  make  a  payment  or  delivery  or  to 
receive  a  payment  or  delivery  in  respect  of  such  Transaction  or  to  comply  with  any  other 
material  provision  of  this  Agreement  relating  to  such  Transaction;  or 

(2)  to  perform,  or  for  any  Credit  Support  Provider  of  such  party  to  perform,  any  contingent 
or  other  obligation  which  the  party  (or  such  Credit  Support  Provider)  has  under  any  Credit 
Support  Document  relating  to  such  Transaction; 

(ii)  Tax  Event.  Due  to  (x)  any  action  taken  by  a  taxing  authority,  or  brought  in  a  court  of  competent 
jurisdiction,  on  or  after  the  date  on  which  a  Transaction  is  entered  into  (regardless  of  whether  such 
action  is  taken  or  brought  with  respect  to  a  party  to  this  Agreement)  or  (y)  a  Change  in  Tax  Law, 
the  party  (which  will  be  the  Affected  Party)  will,  or  there  is  a  substantial  likelihood  that  it  will,  on 
the  next  succeeding  Scheduled  Payment  Date  (1)  be  required  to  pay  to  the  other  party  an  additional 
amount  in  respect  of  an  Indemnifiable  Tax  under  Section  2(d)(i)(4)  (except  in  respect  of  interest 
under  Section  2(e),  6(d)(ii)  or  6(e))  or  (2)  receive  a  payment  from  which  an  amount  is  required  to 
be  deducted  or  withheld  for  or  on  account  of  a  Tax  (except  in  respect  of  interest  under  Section  2(e), 
6(d)(ii)  or  6(e))  and  no  additional  amount  is  required  to  be  paid  in  respect  of  such  Tax  under 
Section  2(d)(i)(4)  (other  than  by  reason  of  Section  2(d)(i)(4)(A)  or  (B)); 

(iii)  Tax  Event  Upon  Merger.  The  party  (the  "Burdened  Party")  on  the  next  succeeding  Scheduled 
Payment  Date  will  either  (1)  be  required  to  pay  an  additional  amount  in  respect  of  an  Indemnifiable 
Tax  under  Section  2(d)(i)(4)  (except  in  respect  of  interest  under  Section  2(e),  6(d)(ii)  or  6(e))  or 
(2)  receive  a  payment  from  which  an  amount  has  been  deducted  or  withheld  for  or  on  account  of 
any  Indemnifiable  Tax  in  respect  of  which  the  other  party  is  not  required  to  pay  an  additional  amount 
(other  than  by  reason  of  Section  2(d)(i)(4)(A)  or  (B)),  in  either  case  as  a  result  of  a  party 
consolidating  or  amalgamating  with,  or  merging  with  or  into,  or  transferring  all  or  substantially  all 
its  assets  to,  another  entity  (which  will  be  the  Affected  Party)  where  such  action  does  not  constitute 
an  event  described  in  Section  5(a)(viii); 

(iv)  Credit  Event  Upon  Merger.  If  "Credit  Event  Upon  Merger"  is  specified  in  the  Schedule  as  applying 
to  the  party,  such  party  ("X"),  any  Credit  Support  Provider  of  X  or  any  applicable  Specified  Entity  of  X 
consolidates  or  amalgamates  with,  or  merges  with  or  into,  or  transfers  all  or  substantially  all  its  assets 
to,  another  entity  and  such  action  does  not  constitute  an  event  described  in  Section  5(a)(viii)  but  the 
creditworthiness  of  the  resulting,  surviving  or  transferee  entity  is  materially  weaker  than  that  of  X,  such 
Credit  Support  Provider  or  such  Specified  Entity,  as  the  case  may  be,  immediately  prior  to  such  action 
(and,  in  such  event,  X  or  its  successor  or  transferee,  as  appropriate,  will  be  the  Affected  Party);  or 

(v)  Additional  Termination  Event.  If  any  ''Additional  Termination  Event"  is  specified  in  the 
Schedule  or  any  Confirmation  as  applying,  the  occurrence  of  such  event  (and,  in  such  event,  the 
Affected  Party  or  Affected  Parties  shall  be  as  specified  for  such  Additional  Termination  Event  in 
the  Schedule  or  such  Confirmation). 

(c)  Event  of  Default  and  Illegality.  If  an  event  or  circumstance  which  would  otherwise  constitute  or 
give  rise  to  an  Event  of  Default  also  constitutes  an  Illegality,  it  will  be  treated  as  an  Illegality  and  will  not 
constitute  an  Event  of  Default. 
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6.         Early  Termination 

(a)  Right  to  Terminate  Following  Event  of  Default.  If  at  any  time  an  Event  of  Default  with  respect  to 
a  party  (the  "Defaulting  Party")  has  occurred  and  is  then  continuing,  the  other  party  (the  "Non-defaulting 
Party")  may,  by  not  more  than  20  days  notice  to  the  Defaulting  Party  specifying  the  relevant  Event  of  Default, 
designate  a  day  not  earlier  than  the  day  such  notice  is  effective  as  an  Early  Termination  Date  in  respect  of 
all  outstanding  Transactions.  If,  however,  "Automatic  Early  Termination"  is  specified  in  the  Schedule  as 
applying  to  a  party,  then  an  Early  Termination  Date  in  respect  of  all  outstanding  Transactions  will  occur 
immediately  upon  the  occurrence  with  respect  to  such  party  of  an  Event  of  Default  specified  in 
Section  5(a)(vii)(l),  (3),  (5),  (6)  or,  to  the  extent  analogous  thereto,  (8),  and  as  of  the  time  immediately 
preceding  the  institution  of  the  relevant  proceeding  or  the  presentation  of  the  relevant  petition  upon  the 
occurrence  with  respect  to  such  party  of  an  Event  of  Default  specified  in  Section  5(a)(vii)(4)  or,  to  the  extent 
analogous  thereto,  (8). 

(b)  Right  to  Terminate  Following  Termination  Event. 

(i)  Notice.  If  a  Termination  Event  occurs,  an  Affected  Party  will,  promptly  upon  becoming  aware  of 
it,  notify  the  other  party,  specifying  the  nature  of  that  Termination  Event  and  each  Affected  Transaction 
and  will  also  give  such  other  information  about  that  Termination  Event  as  the  other  party  may  reasonably 
require. 

(ii)  Transfer  to  Avoid  Termination  Event.  If  either  an  Illegality  under  Section  5(b)(i)(l)  or  a  Tax 
Event  occurs  and  there  is  only  one  Affected  Party,  or  if  a  Tax  Event  Upon  Merger  occurs  and  the 
Burdened  Party  is  the  Affected  Party,  the  Affected  Party  will,  as  a  condition  to  its  right  to  designate 
an  Early  Termination  Date  under  Section  6(b)(iv),  use  all  reasonable  efforts  (which  will  not  require 
such  party  to  incur  a  loss,  excluding  immaterial,  incidental  expenses)  to  transfer  within  20  days  after 
it  gives  notice  under  Section  6(b)(i)  all  its  rights  and  obligations  under  this  Agreement  in  respect  of 
the  Affected  Transactions  to  another  of  its  Offices  or  Affiliates  so  that  such  Termination  Event 
ceases  to  exist. 

If  the  Affected  Party  is  not  able  to  make  such  a  transfer  it  will  give  notice  to  the  other  party  to  that 

effect  within  such  20  day  period,  whereupon  the  other  party  may  effect  such  a  transfer  within 

30  days  after  the  notice  is  given  under  Section  6(b)(i). 

Any  such  transfer  by  a  party  under  this  Section  6(b)(ii)  will  be  subject  to  and  conditional  upon  the 

prior  written  consent  of  the  other  party,  which  consent  will  not  be  withheld  if  such  other  party's 

policies  in  effect  at  such  time  would  permit  it  to  enter  into  transactions  with  the  transferee  on  the 

terms  proposed. 

(iii)    Two  Affected  Parties.  If  an  Illegality  under  Section  5(b)(i)(l)  or  a  Tax  Event  occurs  and  there 

are  two  Affected  Parties,  each  party  will  use  all  reasonable  efforts  to  reach  agreement  within  30  days 

after  notice  thereof  is  given  under  Section  6(b)(i)  on  action  to  avoid  that  Termination  Event. 

(iv)    Right  to  Terminate.  If:  — 

(1)  a  transfer  under  Section  6(b)(ii)  or  an  agreement  under  Section  6(b)(iii),  as  the  case  may 
be,  has  not  been  effected  with  respect  to  all  Affected  Transactions  within  30  days  after  an 
Affected  Party  gives  notice  under  Section  6(b)(i);  or 

(2)  an  Illegality  under  Section  5(b)(i)(2),  a  Credit  Event  Upon  Merger  or  an  Additional 
Termination  Event  occurs,  or  a  Tax  Event  Upon  Merger  occurs  and  the  Burdened  Party  is  not 
the  Affected  Party, 

either  party  in  the  case  of  an  Illegality,  the  Burdened  Party  in  the  case  of  a  Tax  Event  Upon  Merger, 
any  Affected  Party  in  the  case  of  a  Tax  Event  or  an  Additional  Termination  Event  if  there  is  more 
than  one  Affected  Party,  or  the  party  which  is  not  the  Affected  Party  in  the  case  of  a  Credit  Event 
Upon  Merger  or  an  Additional  Termination  Event  if  there  is  only  one  Affected  Party  may,  by  not 
more  than  20  days  notice  to  the  other  party  and  provided  that  the  relevant  Termination  Event  is  then 
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continuing,  designate  a  day  not  earlier  than  the  day  such  notice  is  effective  as  an  Early  Termination 
Date  in  respect  of  all  Affected  Transactions. 

(c)  Effect  of  Designation. 

(i)  If  notice  designating  an  Early  Termination  Date  is  given  under  Section  6(a)  or  (b),  the  Early 
Termination  Date  will  occur  on  the  date  so  designated,  whether  or  not  the  relevant  Event  of  Default 
or  Termination  Event  is  then  continuing. 

(ii)  Upon  the  occurrence  or  effective  designation  of  an  Early  Termination  Date,  no  further 
payments  or  deliveries  under  Section  2(a)(i)  or  2(e)  in  respect  of  the  Terminated  Transactions  will 
be  required  to  be  made,  but  without  prejudice  to  the  other  provisions  of  this  Agreement.  The  amount, 
if  any,  payable  in  respect  of  an  Early  Termination  Date  shall  be  determined  pursuant  to  Section  6(e). 

(d)  Calculations. 

(i)  Statement.  On  or  as  soon  as  reasonably  practicable  following  the  occurrence  of  an  Early 
Termination  Date,  each  party  will  make  the  calculations  on  its  part,  if  any,  contemplated  by  Section  6(e) 
and  will  provide  to  the  other  party  a  statement  (1)  showing,  in  reasonable  detail,  such  calculations 
(including  all  relevant  quotations  and  specifying  any  amount  payable  under  Section  6(e))  and  (2)  giving 
details  of  the  relevant  account  to  which  any  amount  payable  to  it  is  to  be  paid.  In  the  absence  of  written 
confirmation  from  the  source  of  a  quotation  obtained  in  determining  a  Market  Quotation,  the  records  of 
the  party  obtaining  such  quotation  will  be  conclusive  evidence  of  the  existence  and  accuracy  of  such 
quotation. 

(ii)  Payment  Date.  An  amount  calculated  as  being  due  in  respect  of  any  Early  Termination  Date 
under  Section  6(e)  will  be  payable  on  the  day  that  notice  of  the  amount  payable  is  effective  (in  the 
case  of  an  Early  Termination  Date  which  is  designated  or  occurs  as  a  result  of  an  Event  of  Default) 
and  on  the  day  which  is  two  Local  Business  Days  after  the  day  on  which  notice  of  the  amount  payable 
is  effective  (in  the  case  of  an  Early  Termination  Date  which  is  designated  as  a  result  of  a  Termination 
Event).  Such  amount  will  be  paid  together  with  (to  the  extent  permitted  under  applicable  law) 
.  interest  thereon  (before  as  well  as  after  judgment)  in  the  Termination  Currency,  from  (and  including) 
the  relevant  Early  Termination  Date  to  (but  excluding)  the  date  such  amount  is  paid,  at  the 
Applicable  Rate.  Such  interest  will  be  calculated  on  the  basis  of  daily  compounding  and  the  actual 
number  of  days  elapsed. 

(e)  Payments  on  Early  Termination.  If  an  Early  Termination  Date  occurs,  the  following  provisions 
shall  apply  based  on  the  parties'  election  in  the  Schedule  of  a  payment  measure,  either  "Market  Quotation" 
or  "Loss",  and  a  payment  method,  either  the  "First  Method"  or  the  "Second  Method".  If  the  parties  fail  to 
designate  a  payment  measure  or  payment  method  in  the  Schedule,  it  will  be  deemed  that  "Market  Quotation" 
or  the  "Second  Method",  as  the  case  may  be,  shall  apply.  The  amount,  if  any,  payable  in  respect  of  an  Early 
Termination  Date  and  determined  pursuant  to  this  Section  will  be  subject  to  any  Set-off. 

(i)      Events  of  Default.  If  the  Early  Termination  Date  results  from  an  Event  of  Default:  — 

(1)  First  Method  and  Market  Quotation.  If  the  First  Method  and  Market  Quotation  apply,  the 
Defaulting  Party  will  pay  to  the  Non-defaulting  Party  the  excess,  if  a  positive  number,  of  (A)  the 
sum  of  the  Settlement  Amount  (determined  by  the  Non-defaulting  Party)  in  respect  of  the 
Terminated  Transactions  and  the  Termination  Currency  Equivalent  of  the  Unpaid  Amounts  owing 
to  the  Non-defaulting  Party  over  (B)  the  Termination  Currency  Equivalent  of  the  Unpaid  Amounts 
owing  to  the  Defaulting  Party. 

(2)  First  Method  and  Loss.  If  the  First  Method  and  Loss  apply,  the  Defaulting  Party  will  pay 
to  the  Non-defaulting  Party,  if  a  positive  number,  the  Non-defaulting  Party's  Loss  in  respect 
of  this  Agreement. 

(3)  Second  Method  and  Market  Quotation.  If  the  Second  Method  and  Market  Quotation  apply, 
an  amount  will  be  payable  equal  to  (A)  the  sum  of  the  Settlement  Amount  (determined  by  the 
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Non-defaulting  Party)  in  respect  of  the  Terminated  Transactions  and  the  Termination  Currency 
Equivalent  of  the  Unpaid  Amounts  owing  to  the  Non-defaulting  Party  less  (B)  the  Termination 
Currency  Equivalent  of  the  Unpaid  Amounts  owing  to  the  Defaulting  Party.  If  that  amount  is 
a  positive  number,  the  Defaulting  Party  will  pay  it  to  the  Non-defaulting  Party;  if  it  is  a  negative 
number,  the  Non-defaulting  Party  will  pay  the  absolute  value  of  that  amount  to  the  Defaulting 
Party. 

(4)  Second  Method  and  Loss.  If  the  Second  Method  and  Loss  apply,  an  amount  will  be  payable 
equal  to  the  Non-defaulting  Party's  Loss  in  respect  of  this  Agreement.  If  that  amount  is  a 
positive  number,  the  Defaulting  Party  will  pay  it  to  the  Non-defaulting  Party;  if  it  is  a  negative 
number,  the  Non-defaulting  Party  will  pay  the  absolute  value  of  that  amount  to  the  Defaulting 
Party. 

(ii)      Termination  Events.  If  the  Early  Termination  Date  results  from  a  Termination  Event:  — 

(1)  One  Affected  Party.  If  there  is  one  Affected  Party,  the  amount  payable  will  be  determined 
in  accordance  with  Section  6(e)(i)(3),  if  Market  Quotation  applies,  or  Section  6(e)(i)(4),  if  Loss 
applies,  except  that,  in  either  case,  references  to  the  Defaulting  Party  and  to  the  Non-defaulting 
Party  will  be  deemed  to  be  references  to  the  Affected  Party  and  the  party  which  is  not  the 
Affected  Party,  respectively,  and,  if  Loss  applies  and  fewer  than  all  the  Transactions  are  being 
terminated,  Loss  shall  be  calculated  in  respect  of  all  Terminated  Transactions. 

(2)  Two  Affected  Parties.  If  there  are  two  Affected  Parties:  — 

(A)  if  Market  Quotation  applies,  each  party  will  determine  a  Settlement  Amount  in 
respect  of  the  Terminated  Transactions,  and  an  amount  will  be  payable  equal  to  (I)  the 
sum  of  (a)  one-half  of  the  difference  between  the  Settlement  Amount  of  the  party  with 
the  higher  Settlement  Amount  ("X")  and  the  Settlement  Amount  of  the  party  with  the 
lower  Settlement  Amount  ("Y")  and  (b)  the  Termination  Currency  Equivalent  of  the 
Unpaid  Amounts  owing  to  X  less  (II)  the  Termination  Currency  Equivalent  of  the  Unpaid 
Amounts  owing  to  Y;  and 

(B)  if  Loss  applies,  each  party  will  determine  its  Loss  in  respect  of  this  Agreement  (or, 
if  fewer  than  all  the  Transactions  are  being  terminated,  in  respect  of  all  Terminated 
Transactions)  and  an  amount  will  be  payable  equal  to  one-half  of  the  difference  between 
the  Loss  of  the  party  with  the  higher  Loss  ("X")  and  the  Loss  of  the  party  with  the  lower 
Loss  ("Y"). 

If  the  amount  payable  is  a  positive  number,  Y  will  pay  it  to  X;  if  it  is  a  negative  number,  X 
will  pay  the  absolute  value  of  that  amount  to  Y. 

(iii)  Adjustment  for  Bankruptcy.  In  circumstances  where  an  Early  Termination  Date  occurs 
because  "Automatic  Early  Termination"  applies  in  respect  of  a  party,  the  amount  determined  under 
this  Section  6(e)  will  be  subject  to  such  adjustments  as  are  appropriate  and  permitted  by  law  to 
reflect  any  payments  or  deliveries  made  by  one  party  to  the  other  under  this  Agreement  (and  retained 
by  such  other  party)  during  the  period  from  the  relevant  Early  Termination  Date  to  the  date  for 
payment  determined  under  Section  6(d)(ii). 

(iv)  Pre-Estimate.  The  parties  agree  that  if  Market  Quotation  applies  an  amount  recoverable  under 
this  Section  6(e)  is  a  reasonable  pre-estimate  of  loss  and  not  a  penalty.  Such  amount  is  payable  for 
the  loss  of  bargain  and  the  loss  of  protection  against  future  risks  and  except  as  otherwise  provided 
in  this  Agreement  neither  party  will  be  entitled  to  recover  any  additional  damages  as  a  consequence 
of  such  losses. 


10  ISDA®  1992 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-02 1822065 


Footnote  Exhibits  -  Page  4244 


7.  Transfer 

Subject  to  Section  6(b)(ii),  neither  this  Agreement  nor  any  interest  or  obligation  in  or  under  this  Agreement 
may  be  transferred  (whether  by  way  of  security  or  otherwise)  by  either  party  without  the  prior  written  consent 
of  the  other  party,  except  that:  — 

(a)  a  party  may  make  such  a  transfer  of  this  Agreement  pursuant  to  a  consolidation  or  amalgamation 
with,  or  merger  with  or  into,  or  transfer  of  all  or  substantially  all  its  assets  to,  another  entity  (but  without 
prejudice  to  any  other  right  or  remedy  under  this  Agreement);  and 

(b)  a  party  may  make  such  a  transfer  of  all  or  any  part  of  its  interest  in  any  amount  payable  to  it  from 
a  Defaulting  Party  under  Section  6(e). 

Any  purported  transfer  that  is  not  in  compliance  with  this  Section  will  be  void. 

8.  Contractual  Currency 

(a)  Payment  in  the  Contractual  Currency.  Each  payment  under  this  Agreement  will  be  made  in  the 
relevant  currency  specified  in  this  Agreement  for  that  payment  (the  "Contractual  Currency").  To  the  extent 
permitted  by  applicable  law,  any  obligation  to  make  payments  under  this  Agreement  in  the  Contractual 
Currency  will  not  be  discharged  or  satisfied  by  any  tender  in  any  currency  other  than  the  Contractual 
Currency,  except  to  the  extent  such  tender  results  in  the  actual  receipt  by  the  party  to  which  payment  is  owed, 
acting  in  a  reasonable  manner  and  in  good  faith  in  converting  the  currency  so  tendered  into  the  Contractual 
Currency,  of  the  full  amount  in  the  Contractual  Currency  of  all  amounts  payable  in  respect  of  this  Agreement. 
If  for  any  reason  the  amount  in  the  Contractual  Currency  so  received  falls  short  of  the  amount  in  the 
Contractual  Currency  payable  in  respect  of  this  Agreement,  the  party  required  to  make  the  payment  will,  to 
the  extent  permitted  by  applicable  law,  immediately  pay  such  additional  amount  in  the  Contractual  Currency 
as  may  be  necessary  to  compensate  for  the  shortfall.  If  for  any  reason  the  amount  in  the  Contractual  Currency 
so  received  exceeds  the  amount  in  the  Contractual  Currency  payable  in  respect  of  this  Agreement,  the  party 
receiving  the  payment  will  refund  promptly  the  amount  of  such  excess. 

(b)  Judgments.  To  the  extent  permitted  by  applicable  law,  if  any  judgment  or  order  expressed  in  a 
currency  other  than  the  Contractual  Currency  is  rendered  (i)  for  the  payment  of  any  amount  owing  in  respect 
of  this  Agreement,  (ii)  for  the  payment  of  any  amount  relating  to  any  early  termination  in  respect  of  this 
Agreement  or  (iii)  in  respect  of  a  judgment  or  order  of  another  court  for  the  payment  of  any  amount  described 
in  (i)  or  (ii)  above,  the  party  seeking  recovery,  after  recovery  in  full  of  the  aggregate  amount  to  which  such 
party  is  entitled  pursuant  to  the  judgment  or  order,  will  be  entitled  to  receive  immediately  from  the  other 
party  the  amount  of  any  shortfall  of  the  Contractual  Currency  received  by  such  party  as  a  consequence  of 
sums  paid  in  such  other  currency  and  will  refund  promptly  to  the  other  party  any  excess  of  the  Contractual 
Currency  received  by  such  party  as  a  consequence  of  sums  paid  in  such  other  currency  if  such  shortfall  or 
such  excess  arises  or  results  from  any  variation  between  the  rate  of  exchange  at  which  the  Contractual 
Currency  is  converted  into  the  currency  of  the  judgment  or  order  for  the  purposes  of  such  judgment  or  order 
and  the  rate  of  exchange  at  which  such  party  is  able,  acting  in  a  reasonable  manner  and  in  good  faith  in 
converting  the  currency  received  into  the  Contractual  Currency,  to  purchase  the  Contractual  Currency  with 
the  amount  of  the  currency  of  the  judgment  or  order  actually  received  by  such  party.  The  term  "rate  of 
exchange"  includes,  without  limitation,  any  premiums  and  costs  of  exchange  payable  in  connection  with  the 
purchase  of  or  conversion  into  the  Contractual  Currency. 

(c)  Separate  Indemnities.  To  the  extent  permitted  by  applicable  law,  these  indemnities  constitute 
separate  and  independent  obligations  from  the  other  obligations  in  this  Agreement,  will  be  enforceable  as 
separate  and  independent  causes  of  action,  will  apply  notwithstanding  any  indulgence  granted  by  the  party 
to  which  any  payment  is  owed  and  will  not  be  affected  by  judgment  being  obtained  or  claim  or  proof  being 
made  for  any  other  sums  payable  in  respect  of  this  Agreement. 

(d)  '  Evidence  of  Loss.  For  tbe  purpose  of  this  Section  8,  it  will  be  sufficient  for  a  party  to  demonstrate 
that  it  would  have  suffered  a  loss  had  an  actual  exchange  or  purchase  been  made. 
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9.  Miscellaneous 

(a)  Entire  Agreement.  This  Agreement  constitutes  the  entire  agreement  and  understanding  of  the  parties 
with  respect  to  its  subject  matter  and  supersedes  all  oral  communication  and  prior  writings  with  respect 
thereto. 

(b)  Amendments.  No  amendment,  modification  or  waiver  in  respect  of  this  Agreement  will  be  effective 
unless  in  writing  (including  a  writing  evidenced  by  a  facsimile  transmission)  and  executed  by  each  of  the 
parties  or  confirmed  by  an  exchange  of  telexes  or  electronic  messages  on  an  electronic  messaging  system. 

(c)  Survival  of  Obligations.  Without  prejudice  to  Sections  2(a)(iii)  and  6(c)(ii),  the  obligations  of  the 
parties  under  this  Agreement  will  survive  the  termination  of  any  Transaction. 

(d)  Remedies  Cumulative.  Except  as  provided  in  this  Agreement,  the  rights,  powers,  remedies  and 
privileges  provided  in  this  Agreement  are  cumulative  and  not  exclusive  of  any  rights,  powers,  remedies 
and  privileges  provided  by  law. 

(e)  Counterparts  and  Confirmations. 

(i)  This  Agreement  (and  each  amendment,  modification  and  waiver  in  respect  of  it)  may  be 
executed  and  delivered  in  counterparts  (including  by  facsimile  transmission),  each  of  which  will  be 
deemed  an  original. 

(ii)  The  parties  intend  that  they  are  legally  bound  by  the  terms  of  each  Transaction  from  the  moment 
they  agree  to  those  terms  (whether  orally  or  otherwise).  A  Confirmation  shall  he  entered  into  as 
soon  as  practicable  and  may  he  executed  and  delivered  in  counterparts  (including  by  facsimile 
transmission)  or  be  created  by  an  exchange  of  telexes  or  by  an  exchange  of  electronic  messages  on 
an  electronic  messaging  system,  which  in  each  case  will  be  sufficient  for  all  purposes  to  evidence 
a  binding  supplement  to  this  Agreement.  The  parties  will  specify  therein  or  through  another  effective 
means  that  any  such  counterpart,  telex  or  electronic  message  constitutes  a  Confirmation. 

(f)  No  Waiver  of  Rights.  A  failure  or  delay  in  exercising  any  right,  power  or  privilege  in  respect  of  this 
Agreement  will  not  be  presumed  to  operate  as  a  waiver,  and  a  single  or  partial  exercise  of  any  right,  power 
or  privilege  will  not  be  presumed  to  preclude  any  subsequent  or  further  exercise,  of  that  right,  power  or 
privilege  or  the  exercise  of  any  other  right,  power  or  privilege. 

(g)  Headings.  The  headings  used  in  this  Agreement  are  for  convenience  of  reference  only  and  are  not 
to  affect  the  construction  of  or  to  be  taken  into  consideration  in  interpreting  this  Agreement. 

10.  Offices;  Multibranch  Parties 

(a)  If  Section  10(a)  is  specified  in  the  Schedule  as  applying,  each  party  that  enters  into  a  Transaction 
through  an  Office  other  than  its  head  or  home  office  represents  to  the  other  party  that,  notwithstanding  the 
place  of  booking  office  or  jurisdiction  of  incorporation  or  organisation  of  such  party,  the  obligations  of  such 
party  are  the  same  as  if  it  had  entered  into  the  Transaction  through  its  head  or  home  office.  This  representation 
will  be  deemed  to  be  repeated  by  such  party  on  each  date  on  which  a  Transaction  is  entered  into. 

(b)  Neither  party  may  change  the  Office  through  which  it  makes  and  receives  payments  or  deliveries 
for  the  purpose  of  a  Transaction  without  the  prior  written  consent  of  the  other  party. 

(c)  If  a  party  is  specified  as  a  Multibranch  Party  in  the  Schedule,  such  Multibranch  Party  may  make 
and  receive  payments  or  deliveries  under  any  Transaction  through  any  Office  listed  in  the  Schedule,  and  the 
Office  through  which  it  makes  and  receives  payments  or  deliveries  with  respect  to  a  Transaction  will  be 
specified  in  the  relevant  Confirmation. 

11.  Expenses 

A  Defaulting  Party  will,  on  demand,  indemnify  and  hold  harmless  the  other  party  for  and  against  all 
reasonable  out-of-pocket  expenses,  including  legal  fees  and  Stamp  Tax.  incurred  by  such  other  party  by 
reason  of  the  enforcement  and  protection  of  its'  rights  under  this  Agreement  or  any  Credit  Support  Document 


12  ISDA®  1992 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-02 1822067 


Footnote  Exhibits  -  Page  4246 


to  which  the  Defaulting  Party  is  a  party  or  by  reason  of  the  early  termination  of  any  Transaction,  including, 
but  not  limited  to,  costs  of  collection. 

12.  Notices 

(a)  Effectiveness.  Any  notice  or  other  communication  in  respect  of  this  Agreement  may  be  given  in  any 
manner  set  forth  below  (except  that  a  notice  or  other  communication  under  Section  5  or  6  may  not  be  given 
by  facsimile  transmission  or  electronic  messaging  system)  to  the  address  or  number  or  in  accordance  with 
the  electronic  messaging  system  details  provided  (see  the  Schedule)  and  will  be  deemed  effective  as 
indicated: — 

(i)    if  in  writing  and  delivered  in  person  or  by  courier,  on  the  date  it  is  delivered; 

(ii)    if  sent  by  telex,  on  the  date  the  recipient's  answerback  is  received; 

(iii)  if  sent  by  facsimile  transmission,  on  the  date  that  transmission  is  received  by  a  responsible 
employee  of  the  recipient  in  legible  form  (it  being  agreed  that  the  burden  of  proving  receipt  will  be 
on  the  sender  and  will  not  be  met  by  a  transmission  report  generated  by  the  sender's  facsimile 
machine); 

(iv)  if  sent  by  certified  or  registered  mail  (airmail,  if  overseas)  or  the  equivalent  (return  receipt 
requested),  on  the  date  that  mail  is  delivered  or  its  delivery  is  attempted;  or 

(v)    if  sent  by  electronic  messaging  system,  on  the  date  that  electronic  message  is  received, 

unless  the  date  of  that  delivery  (or  attempted  delivery)  or  that  receipt,  as  applicable,  is  not  a  Local  Business 
Day  or  that  communication  is  delivered  (or  attempted)  or  received,  as  applicable,  after  the  close  of  business 
on  a  Local  Business  Day,  in  which  case  that  communication  shall  be  deemed  given  and  effective  on  the  first 
following  day  that  is  a  Local  Business  Day. 

(b)  Change  of  Addresses.  Either  party  may  by  notice  to  the  other  change  the  address,  telex  or  facsimile 
number  or  electronic  messaging  system  details  at  which  notices  or  other  communications  are  to  be  given  to 
it. 

13.  Governing  Law  and  Jurisdiction 

(a)  Governing  Law.  This  Agreement  will  be  governed  by  and  construed  in  accordance  with  the  law 
specified  in  the  Schedule. 

(b)  Jurisdiction.  With  respect  to  any  suit,  action  or  proceedings  relating  to  this  Agreement 
("Proceedings"),  each  party  irrevocably: — 

(i)  submits  to  the  jurisdiction  of  the  English  courts,  if  this  Agreement  is  expressed  to  be  governed 
by  English  law,  or  to  the  non-exclusive  jurisdiction  of  the  courts  of  the  State  of  New  York  and  the 
United  States  District  Court  located  in  the  Borough  of  Manhattan  in  New  York  City,  if  this 
Agreement  is  expressed  to  be  governed  by  the  laws  of  the  State  of  New  York;  and 

(ii)  waives  any  objection  which  it  may  have  at  any  time  to  the  laying  of  venue  of  any  Proceedings 
brought  in  any  such  court,  waives  any  claim  that  such  Proceedings  have  been  brought  in  an 
inconvenient  forum  and  further  waives  the  right  to  object,  with  respect  to  such  Proceedings,  that 
such  court  does  not  have  any  jurisdiction  over  such  party. 

Nothing  in  this  Agreement  precludes  either  party  from  bringing  Proceedings  in  any  other  jurisdiction 
(outside,  if  this  Agreement  is  expressed  to  be  governed  by  English  law,  the  Contracting  States,  as  defined 
in  Section  1(3)  of  the  Civil  Jurisdiction  and  Judgments  Act  1982  or  any  modification,  extension  or 
re-enactment  thereof  for  the  time  being  in  force)  nor  will  the  bringing  of  Proceedings  in  any  one  or  more 
jurisdictions  preclude  the  bringing  of  Proceedings  in  any  other  jurisdiction. 

(c)  Service  of  Process.  Each  party  irrevocably  appoints  the  Process  Agent  (if  any)  specified  opposite 
its  name  in  the  Schedule  to  receive,  for  it  and  on  its  behalf,  service  of  process  in  any  Proceedings.  If  for  any 
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reason  any  party's  Process  Agent  is  unable  to  act  as  such,  such  party  will  promptly  notify  the  other  party 
and  within  30  days  appoint  a  substitute  process  agent  acceptable  to  the  other  party.  The  parties  irrevocably 
consent  to  service  of  process  given  in  the  manner  provided  for  notices  in  Section  12.  Nothing  in  this 
Agreement  will  affect  the  right  of  either  party  to  serve  process  in  any  other  manner  permitted  by  law. 

(d)  Waiver  of  Immunities.  Each  party  irrevocably  waives,  to  the  fullest  extent  permitted  by  applicable 

law,  with  respect  to  itself  and  its  revenues  and  assets  (irrespective  of  their  use  or  intended  use),  all  immunity 
on  the  grounds  of  sovereignty  or  other  similar  grounds  from  (i)  suit,  (ii)  jurisdiction  of  any  court,  (iii)  relief 
by  way  of  injunction,  order  for  specific  performance  or  for  recovery  of  property,  (iv)  attachment  of  its  assets 
(whether  before  or  after  judgment)  and  (v)  execution  or  enforcement  of  any  judgment  to  which  it  or  its 
revenues  or  assets  might  otherwise  be  entitled  in  any  Proceedings  in  the  courts  of  any  jurisdiction  and 
irrevocably  agrees,  to  the  extent  permitted  by  applicable  law,  that  it  will  not  claim  any  such  immunity  in  any 
Proceedings. 

14.         Definitions 

As  used  in  this  Agreement: — 

"Additional  Termination  Event"  has  the  meaning  specified  in  Section  5(b). 

"Affected  Party"  has  the  meaning  specified  in  Section  5(b). 

"Affected  Transactions"  means  (a)  with  respect  to  any  Termination  Event  consisting  of  an  Illegality,  Tax 
Event  or  Tax  Event  Upon  Merger,  all  Transactions  affected  by  the  occurrence  of  such  Termination  Event 
and  (b)  with  respect  to  any  other  Termination  Event,  all  Transactions. 

"Affiliate"  means,  subject  to  the  Schedule,  in  relation  to  any  person,  any  entity  controlled,  directly  or 
indirectly,  by  the  person,  any  entity  that  controls,  directly  or  indirectly,  the  person  or  any  entity  directly  or 
indirectly  under  common  control  with  the  person.  For  this  purpose,  "control"  of  any  entity  or  person  means 
ownership  of  a  majority  of  the  voting  power  of  the  entity  or  person. 

"Applicable  Rate"  means: — 

(a)  in  respect  of  obligations  payable  or  deliverable  (or  which  would  have  been  but  for  Section  2(a)(iii)) 
by  a  Defaulting  Party,  the  Default  Rate; 

(b)  in  respect  of  an  obligation  to  pay  an  amount  under  Section  6(e)  of  either  party  from  and  after  the  date 
(determined  in  accordance  with  Section  6(d)(ii))  on  which  that  amount  is  payable,  the  Default  Rate; 

(c)  in  respect  of  all  other  obligations  payable  or  deliverable  (or  which  would  have  been  but  for 
Section  2(a)(iii))  by  a  Non-defaulting  Party,  the  Non-default  Rate;  and 

(d)  in  all  other  cases,  the  Termination  Rate. 
"Burdened  Party"  has  the  meaning  specified  in  Section  5(b). 

"Change  in  Tax  Law"  means  the  enactment,  promulgation,  execution  or  ratification  of,  or  any  change  in  or 

amendment  to,  any  law  (or  in  the  application  or  official  interpretation  of  any  law)  that  occurs  on  or  after  the 

date  on  which  the  relevant  Transaction  is  entered  into. 

"consent"  includes  a  consent,  approval,  action,  authorisation,  exemption,  notice,  filing,  registration  or 

exchange  control  consent. 

"Credit  Event  Upon  Merger"  has  the  meaning  specified  in  Section  5(b). 

"Credit  Support  Document"  means  any  agreement  or  instrument  that  is  specified  as  such  in  this  Agreement. 

"Credit  Support  Provider"  has  the  meaning  specified  in  the  Schedule. 

"Default  Rate"  means  a  rate  per  annum  equal  to  the  cost  (without  proof  or  evidence  of  any  actual  cost)  to 
the  relevant  payee  (as  certified  by  it)  if  it  were  to  fund  or  of  funding  the  relevant  amount  plus  1%  per  annum. 
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"Defaulting  Party"  has  the  meaning  specified  in  Section  6(a). 

"Early  Termination  Date"  means  the  date  determined  in  accordance  with  Section  6(a)  or  6(b)(iv). 

"Event  of  Default"  has  the  meaning  specified  in  Section  5(a)  and,  if  applicable,  in  the  Schedule. 

"Illegality"  has  the  meaning  specified  in  Section  5(b). 

"Indemnifiable  Tax"  means  any  Tax  other  than  a  Tax  that  would  not  be  imposed  in  respect  of  a  payment 
under  this  Agreement  but  for  a  present  or  former  connection  between  the  jurisdiction  of  the  government  or 
taxation  authority  imposing  such  Tax  and  the  recipient  of  such  payment  or  a  person  related  to  such  recipient 
(including,  without  limitation,  a  connection  arising  from  such  recipient  or  related  person  being  or  having 
been  a  citizen  or  resident  of  such  jurisdiction,  or  being  or  having  been  organised,  present  or  engaged  in  a 
trade  or  business  in  such  jurisdiction,  or  having  or  having  had  a  permanent  establishment  or  fixed  place  of 
business  in  such  jurisdiction,  but  excluding  a  connection  arising  solely  from  such  recipient  or  related  person 
having  executed,  delivered,  performed  its  obligations  or  received  a  payment  under,  or  enforced,  this 
Agreement  or  a  Credit  Support  Document). 

"law"  includes  any  treaty,  law,  rule  or  regulation  (as  modified,  in  the  case  of  tax  matters,  by  the  practice  of 
any  relevant  governmental  revenue  authority)  and  "lawful"  and  "unlawful"  will  be  construed  accordingly. 

"Local  Business  Day"  means,  subject  to  the  Schedule,  a  day  on  which  commercial  banks  are  open  for 
business  (including  dealings  in  foreign  exchange  and  foreign  currency  deposits)  (a)  in  relation  to  any 
obligation  under  Section  2(a)(i),  in  the  place(s)  specified  in  the  relevant  Confirmation  or,  if  not  so  specified, 
as  otherwise  agreed  by  the  parties  in  writing  or  determined  pursuant  to  provisions  contained,  or  incorporated 
by  reference,  in  this  Agreement,  (b)  in  relation  to  any  other  payment,  in  the  place  where  the  relevant  account 
is  located  and,  if  different,  in  the  principal  financial  centre,  if  any,  of  the  currency  of  such  payment,  (c)  in 
relation  to  any  notice  or  other  communication,  including  notice  contemplated  under  Section  5(a)(i),  in  the 
city  specified  in  the  address  for  notice  provided  by  the  recipient  and,  in  the  case  of  a  notice  contemplated 
by  Section  2(b),  in  the  place  where  the  relevant  new  account  is  to  be  located  and  (d)  in  relation  to 
Section  5(a)(v)(2),  in  the  relevant  locations  for  performance  with  respect  to  such  Specified  Transaction. 

"Loss"  means,  with  respect  to  this  Agreement  or  one  or  more  Terminated  Transactions,  as  the  case  may  be,  and 
a  party,  the  Termination  Currency  Equivalent  of  an  amount  that  party  reasonably  determines  in  good  faith  to  be 
its  total  losses  and  costs  (or  gain,  in  which  case  expressed  as  a  negative  number)  in  connection  with  this  Agreement 
or  that  Terminated  Transaction  or  group  of  Terminated  Transactions,  as  the  case  may  be,  including  any  loss  of 
bargain,  cost  of  funding  or,  at  the  election  of  such  party  but  without  duplication,  loss  or  cost  incurred  as  a  result 
of  its  terminating,  liquidating,  obtaining  or  reestablishing  any  hedge  or  related  trading  position  (or  any  gain 
resulting  from  any  of  them).  Loss  includes  losses  and  costs  (or  gains)  in  respect  of  any  payment  or  delivery 
required  to  have  been  made  (assuming  satisfaction  of  each  applicable  condition  precedent)  on  or  before  the 
relevant  Early  Termination  Date  and  not  made,  except,  so  as  to  avoid  duplication,  if  Section  6(e)(i)(l )  or  (3)  or 
6(e)(ii)(2)(A)  applies.  Loss  does  not  include  a  party's  legal  fees  and  out-of-pocket  expenses  referred  to  under 
Section  1 1 .  A  party  will  determine  its  Loss  as  of  the  relevant  Early  Termination  Date,  or,  if  that  is  not  reasonably 
practicable,  as  of  the  earliest  date  thereafter  as  is  reasonably  practicable.  A  party  may  (but  need  not)  determine 
its  Loss  by  reference  to  quotations  of  relevant  rates  or  prices  from  one  or  more  leading  dealers  in  the  relevant 
markets. 

"Market  Quotation"  means,  with  respect  to  one  or  more  Terminated  Transactions  and  a  party  making  the 
determination,  an  amount  determined  on  the  basis  of  quotations  from  Reference  Market-makers.  Each 
quotation  will  be  for  an  amount,  if  any,  that  would  be  paid  to  such  party  (expressed  as  a  negative  number) 
or  by  such  party  (expressed  as  a  positive  number)  in  consideration  of  an  agreement  between  such  party  (taking 
into  account  any  existing  Credit  Support  Document  with  respect  to  the  obligations  of  such  party)  and  the 
quoting  Reference  Market-maker  to  enter  into  a  transaction  (the  "Replacement  Transaction")  that  would 
have  the  effect  of  preserving  for  such  party  the  economic  equivalent  of  any  payment  or  delivery  (whether 
the  underlying  obligation  was  absolute  or  contingent  and  assuming  the  satisfaction  of  each  applicable 
condition  precedent)  by  the  parties  under  Section  2(a)(i)  in  respect  of  such  Terminated  Transaction  or  group  ' 
of  Terminated  Transactions  that  would,  but  for  the  occurrence  of  the  relevant  Early  Termination  Date,  have 
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been  required  after  that  date.  For  this  purpose,  Unpaid  Amounts  in  respect  of  the  Terminated  Transaction  or 
group  of  Terminated  Transactions  are  to  be  excluded  but,  without  limitation,  any  payment  or  delivery  that 
would,  but  for  the  relevant  Early  Termination  Date,  have  been  required  (assuming  satisfaction  of  each 
applicable  condition  precedent)  after  that  Early  Termination  Date  is  to  be  included.  The  Replacement 
Transaction  would  be  subject  to  such  documentation  as  such  party  and  the  Reference  Market-maker  may,  in 
good  faith,  agree.  The  party  making  the  determination  (or  its  agent)  will  request  each  Reference 
Market-maker  to  provide  its  quotation  to  the  extent  reasonably  practicable  as  of  the  same  day  and  time 
(without  regard  to  different  time  zones)  on  or  as  soon  as  reasonably  practicable  after  the  relevant  Early 
Termination  Date.  The  day  and  time  as  of  which  those  quotations  are  to  be  obtained  will  be  selected  in  good 
faith  by  the  party  obliged  to  make  a  determination  under  Section  6(e),  and,  if  each  party  is  so  obliged,  after 
consultation  with  the  other.  If  more  than  three  quotations  are  provided,  the  Market  Quotation  will  be  the 
arithmetic  mean  of  the  quotations,  without  regard  to  the  quotations  having  the  highest  and  lowest  values.  If 
exactly  three  such  quotations  are  provided,  the  Market  Quotation  will  be  the  quotation  remaining  after 
disregarding  the  highest  and  lowest  quotations.  For  this  purpose,  if  more  than  one  quotation  has  the  same 
highest  value  or  lowest  value,  then  one  of  such  quotations  shall  be  disregarded.  If  fewer  than  three  quotations 
are  provided,  it  will  be  deemed  that  the  Market  Quotation  in  respect  of  such  Terminated  Transaction  or  group 
of  Terminated  Transactions  cannot  be  determined. 

"Non-default  Rate"  means  a  rate  per  annum  equal  to  the  cost  (without  proof  or  evidence  of  any  actual  cost) 
to  the  Non-defaulting  Party  (as  certified  by  it)  if  it  were  to  fund  the  relevant  amount. 

"Non-defaulting  Party"  has  the  meaning  specified  in  Section  6(a). 

"Office"  means  a  branch  or  office  of  a  party,  which  may  be  such  party's  head  or  home  office. 

"Potential  Event  of  Default"  means  any  event  which,  with  the  giving  of  notice  or  the  lapse  of  time  or  both, 
would  constitute  an  Event  of  Default. 

"Reference  Market-makers"  means  four  leading  dealers  in  the  relevant  market  selected  by  the  party 
determining  a  Market  Quotation  in  good  faith  (a)  from  among  dealers  of  the  highest  credit  standing  which 
satisfy  all  the  criteria  that  such  party  applies  generally  at  the  time  in  deciding  whether  to  offer  or  to  make 
an  extension  of  credit  and  (b)  to  the  extent  practicable,  from  among  such  dealers  having  an  office  in  the  same 
city. 

"Relevant  Jurisdiction"  means,  with  respect  to  a  party,  the  jurisdictions  (a)  in  which  the  party  is 
incorporated,  organised,  managed  and  controlled  or  considered  to  have  its  seat,  (b)  where  an  Office  through 
which  the  party  is  acting  for  purposes  of  this  Agreement  is  located,  (c)  in  which  the  party  executes  this 
Agreement  and  (d)  in  relation  to  any  payment,  from  or  through  which  such  payment  is  made. 

"Scheduled  Payment  Date"  means  a  date  on  which  a  payment  or  delivery  is  to  be  made  under  Section  2(a)(i) 
with  respect  to  a  Transaction. 

"Set-off"  means  set-off,  offset,  combination  of  accounts,  right  of  retention  or  withholding  or  similar  right 
or  requirement  to  which  the  payer  of  an  amount  under  Section  6  is  entitled  or  subject  (whether  arising  under 
this  Agreement,  another  contract,  applicable  law  or  otherwise)  that  is  exercised  by,  or  imposed  on,  such 
payer. 

"Settlement  Amount"  means,  with  respect  to  a  party  and  any  Early  Termination  Date,  the  sum  of:  — 

(a)  the  Termination  Currency  Equivalent  of  the  Market  Quotations  (whether  positive  or  negative)  for  each 
Terminated  Transaction  or  group  of  Terminated  Transactions  for  which  a  Market  Quotation  is  determined; 
and 

(b)  such  party's  Loss  (whether  positive  or  negative  and  without  reference  to  any  Unpaid  Amounts)  for 
each  Terminated  Transaction  or  group  of  Terminated  Transactions  for  which  a  Market  Quotation  cannot  be 
determined  or  would  not  (in  the  reasonable  belief  of  the  party  making  the  determination)  produce  a 
commercially  reasonable  result. 

"Specified  Entity"  has  the  meanings  specified  in  the  Schedule. 
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"Specified  Indebtedness"  means,  subject  to  the  Schedule,  any  obligation  (whether  present  or  future, 
contingent  or  otherwise,  as  principal  or  surety  or  otherwise)  in  respect  of  borrowed  money. 

"Specified  Transaction"  means,  subject  to  the  Schedule,  (a)  any  transaction  (including  an  agreement  with  respect 
thereto)  now  existing  or  hereafter  entered  into  between  one  party  to  this  Agreement  (or  any  Credit  Support 
Provider  of  such  party  or  any  applicable  Specified  Entity  of  such  party)  and  the  other  party  to  this  Agreement  (or 
any  Credit  Support  Provider  of  such  other  party  or  any  applicable  Specified  Entity  of  such  other  party)  which  is 
a  rate  swap  transaction,  basis  swap,  forward  rate  transaction,  commodity  swap,  commodity  option,  equity  or 
equity  index  swap,  equity  or  equity  index  option,  bond  option,  interest  rate  option,  foreign  exchange  transaction, 
cap  transaction,  floor  transaction,  collar  transaction,  currency  swap  transaction,  cross-currency  rate  swap 
transaction,  currency  option  or  any  other  similar  transaction  (including  any  option  with  respect  to  any  of  these 
transactions),  (b)  any  combination  of  these  transactions  and  (c)  any  other  transaction  identified  as  a  Specified 
Transaction  in  this  Agreement  or  the  relevant  confirmation. 
"Stamp  Tax"  means  any  stamp,  registration,  documentation  or  similar  tax. 

"Tax"  means  any  present  or  future  tax,  levy,  impost,  duty,  charge,  assessment  or  fee  of  any  nature  (including 
interest,  penalties  and  additions  thereto)  that  is  imposed  by  any  government  or  other  taxing  authority  in 
respect  of  any  payment  under  this  Agreement  other  than  a  stamp,  registration,  documentation  or  similar  lax. 

"Tax  Event"  has  the  meaning  specified  in  Section  5(b). 

"Tax  Event  Upon  Merger"  has  the  meaning  specified  in  Section  5(b). 

"Terminated  Transactions"  means  with  respect  to  any  Early  Termination  Date  (a)  if  resulting  from  a 
Termination  Event,  all  Affected  Transactions  and  (b)  if  resulting  from  an  Event  of  Default,  all  Transactions 
(in  either  case)  in  effect  immediately  before  the  effectiveness  of  the  notice  designating  that  Early  Termination 
Date  (or,  if  "Automatic  Early  Termination"  applies,  immediately  before  that  Early  Termination  Date). 

"Termination  Currency"  has  the  meaning  specified  in  the  Schedule. 

"Termination  Currency  Equivalent"  means,  in  respect  of  any  amount  denominated  in  the  Termination 
Currency,  such  Termination  Currency  amount  and,  in  respect  of  any  amount  denominated  in  a  currency  other 
than  the  Termination  Currency  (the  "Other  Currency"),  the  amount  in  the  Termination  Currency  determined 
by  the  party  making  the  relevant  determination  as  being  required  to  purchase  such  amount  of  such  Other 
Currency  as  at  the  relevant  Early  Termination  Date,  or,  if  the  relevant  Market  Quotation  or  Loss  (as  the  case 
may  be),  is  determined  as  of  a  later  date,  that  later  date,  with  the  Termination  Currency  at  the  rate  equal  to 
the  spot  exchange  rate  of  the  foreign  exchange  agent  (selected  as  provided  below)  for  the  purchase  of  such 
Other  Currency  with  the  Termination  Currency  at  or  about  11:00  a.m.  (in  the  city  in  which  such  foreign 
exchange  agent  is  located)  on  such  date  as  would  be  customary  for  the  determination  of  such  a  rate  for  the 
purchase  of  such  Other  Currency  for  value  on  the  relevant  Early  Termination  Date  or  that  later  date.  The 
foreign  exchange  agent  will,  if  only  one  party  is  obliged  to  make  a  determination  under  Section  6(e),  be 
selected  in  good  faith  by  that  party  and  otherwise  will  be  agreed  by  the  parties. 

"Termination  Event"  means  an  Illegality,  a  Tax  Event  or  a  Tax  Event  Upon  Merger  or,  if  specified  to  be 
applicable,  a  Credit  Event  Upon  Merger  or  an  Additional  Termination  Event. 

"Termination  Rate"  means  a  rate  per  annum  equal  to  the  arithmetic  mean  of  the  cost  (without  proof  or 
evidence  of  any  actual  cost)  to  each  party  (as  certified  by  such  party)  if  it  were  to  fund  or  of  funding  such 
amounts. 

"Unpaid  Amounts"  owing  to  any  party  means,  with  respect  to  an  Early  Termination  Date,  the  aggregate  of 
(a)  in  respect  of  all  Terminated  Transactions,  the  amounts  that  became  payable  (or  that  would  have  become 
payable  but  for  Section  2(a)(iii))  to  such  party  under  Section  2(a)(i)  on  or  prior  to  such  Early  Termination 
Date  and  which  remain  unpaid  as  at  such  Early  Termination  Date  and  (b)  in  respect  of  each  Terminated 
Transaction,  for  each  obligation  under  Section  2(a)(i)  which  was  (or  would  have  been  but  for 
Section  2(a)(iii))  required  to  be  settled  by  delivery  to  such  party  on  or  prior  to  such  Early  Termination  Date 
and  which  has  not  been  so  settled  as  at  such  Early  Termination  Date,  an  amount  equal  to  the  fair  market 
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value  or  that  which  was  (or  would  have  been)  requited  to  be  delivered  as  of  the  originally  aiiwduled  date 
for  delivery,  in  each  case  together  with  (to  the  extent  permitted  umkr  applicable  law)  interest,  in  the  currency 
of  such  amounts,  from  (and  including)  the  date  such  amounts  iir  obligations  were  or  would  have  been  required 
lo  have  been  p»UJ  or  performed  to  (bul  excluding)  such  Early  Termination  Date,  at  die  Applicable  Rote.  Such 
amounts  of  interest  will  be  calculated  on  the  basis  of  daily  compounding  and  the  actual  number  of  days 
elapsed.  The  fair  market  value  of  any  obligation  referred  to  in  clause  (h)  above  shall  be  reasonably 
determined  by  the  pony  obliged  to  make  the  dutcrminuliun  under  Section  6(e)  or,  if  each  party  is  so  obliged,  It  shall 
he  the  average  of  the  Tcnnnwliun  Currency  Equivalents  of  the  fair  market  values  retuuuuibly 
determined  by  bolh  parties 

IN  WTI"NIJS!»  WHUKEOl7  the  parties  have  executed  this  document  mi  die  respective  dates  specified  below 
with  effect  from  the  date  specified  on  the  first  page  of  this  document. 

Goldmas  Sachs  International  Hudson  Mezzanine  Funding  2006-1,  Ltd. 

(Party  A)  (Parly  H) 
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value  of  that  which  was  (or  would  have  been)  required  to  be  delivered  as  of  the  originally  scheduled  date 
for  delivery,  in  each  case  together  with  (to  the  extent  permitted  under  applicable  law)  interest,  in  the  currency 
of  such  amounts,  from  (and  including)  the  date  such  amounts  or  obligations  were  or  would  have  been  required 
to  have  been  paid  or  performed  to  (but  excluding)  such  Early  Termination  Date,  at  the  Applicable  Rate.  Such 
amounts  of  interest  will  be  calculated  on  the  basis  of  daily  compounding  and  the  actual  number  of  days 
elapsed.  The  fair  market  value  of  any  obligation  referred  to  in  clause  (b)  above  shall  be  reasonably 
determined  by  the  party  obliged  to  make  the  determination  under  Section  6(e)  or,  if  each  party  is  so  obliged,  it  shall 
be  the  average  of  the  Termination  Currency  Equivalents  of  the  fair  market  values  reasonably 
determined  by  both  parties. 

IN  WITNESS  WHEREOF  the  parties  have  executed  this  document  on  the  respective  dates  specified  below 
with  effect  from  the  date  specified  on  the  first  page  of  this  document. 

Goldman  Sachs  International  Hudson  Mezzanine  Funding  2006-1,  Ltd. 

(Parly  A)  (Party  B) 
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SCHEDULE 

to  the 

ISDA  MASTER  AGREEMENT 

dated  as  of 

December  1, 2006 

between 

GOLDMAN  SACHS  INTERNATIONAL, 

a  company  organized  under  the  law  of  England  and  Wales 

("GSI"), 

and 

HUDSON  MEZZANINE  FUNDING  2006-1,  LTD., 

a  corporation  incorporated  under  the  laws  of  the  Cayman  Islands 

("Counterparty") 
Part  1.  Termination  Provisions 

(a)  "Specified  Entity" 

(i)  means,  in  relation  to  GSI,  Goldman,  Sachs  &  Co.,  Goldman  Sachs  Capital 
Markets,  L.P.,  J.  Aron  &  Company,  Goldman  Sachs  (Japan)  Ltd., 
Goldman  Sachs  International  Bank,  Goldman  Sachs  (Asia)  Finance, 
Goldman  Sachs  Financial  Markets,  L.P.,  Goldman  Sachs  Paris  Inc.  et  Cie, 
Goldman  Sachs  Mitsui  Marine  Derivative  Products,  L.P.,  Goldman,  Sachs 
&  Co.  oHG,  and  J.  Aron  &  Company  (Singapore)  Pte.  for  the  purpose  of 
Section  5(a)(v),  and  shall  not  apply  for  purposes  of  Sections  5(a)(vi), 
5(a)(vii)  and  5(b)(iv);  and 

(ii)  means,  in  relation  to  Counterparty,  none  for  the  purpose  of  Sections 
5(a)(v),  5(a)(vi),  5(a)(vii)  and  5(b)(iv). 

(b)  "Specified  Transaction".  The  term  "Specified  Transaction"  in  Section  14  of  the 
Agreement  is  amended  in  its  entirety  as  follows: 

''Specified  Transaction"  means,  subject  to  the  Schedule,  (a)  any 
transaction  (including  an  agreement  with  respect  thereto)  now  existing  or 
hereafter  entered  into  between  one  party  to  this  Agreement  (or  any  Credit 
Support  Provider  of  such  party  or  any  applicable  Specified  Entity  of  such 
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party)  and  the  other  party  to  this  Agreement  (or  any  Credit  Support 
Provider  of  such  other  party  or  any  applicable  Specified  Entity  of  such 
other  party)  (i)  which  is  a  rate  swap  transaction,  swap  option,  basis  swap, 
forward  rate  transaction,  commodity  swap,  commodity  option,  commodity 
spot  transaction,  equity  or  equity  index  swap,  equity  or  equity  index 
option,  bond  option,  interest  rate  option,  foreign  exchange  transaction,  cap 
transaction,  floor  transaction,  collar  transaction,  currency  swap 
transaction,  cross-currency  rate  swap  transaction,  currency  option,  weather 
swap,  weather  derivative,  weather  option,  credit  protection  transaction, 
credit  swap,  credit  default  swap,  credit  default  option,  total  return  swap, 
credit  spread  transaction,  repurchase  transaction,  reverse  repurchase 
transaction,  buy/sell-back  transaction,  securities  lending  transaction,  or 
forward  purchase  or  sale  of  a  security,  commodity  or  other  financial 
instrument  or  interest  (including  any  option  with  respect  to  any  of  these 
transactions)  or  (ii)  which  is  a  type  of  transaction  that  is  similar  to  any 
transaction  referred  to  in  clause  (i)  that  is  currently,  or  in  the  future 
becomes,  recurrently  entered  into  the  financial  markets  (including  terms 
and  conditions  incorporated  by  reference  in  such  agreement)  and  that  is  a 
forward,  swap,  future,  option  or  other  derivative  on  one  or  more  rates, 
currencies,  commodities,  equity  securities  or  other  equity  instruments, 
debt  securities  or  other  debt  instruments,  or  economic  indices  or  measures 
of  economic  risk  or  value,  (b)  any  combination  of  these  transactions  and 
(c)  any  other  transaction  identified  as  a  Specified  Transaction  in  this 
agreement  or  the  relevant  confirmation." 

(c)  The  "Breach  of  Agreement"  provisions  of  Section  5(a)(ii)  will  not  apply  to  GSI 
and  will  not  apply  to  Counterparty 

(d)  The  "Credit  Support  Default"  provisions  of  Section  5(a)(iii)  will  apply  to  GSI 
and  will  apply  to  Counterparty,  but,  in  respect  of  Counterparty,  shall  be  amended 
as  follows: 

(i)  Section  5(a)(iii)(l)  shall  take  effect  with  the  words  "relating  to  payment, 
delivery  of  collateral  or  the  establishment  or  maintenance  of,  deposit  to  or 
withdrawal  from  the  Collateral  Account  (as  defined  in  the  Indenture)" 
inserted  after  the  words  "any  agreement  or  obligation"  and  by  inserting  the 
words  "  and,  for  the  avoidance  of  doubt,  a  default  in  the  payment  of  any 
interest  on  a  Class  E  Note  while  the  Senior  Swap  or  a  Class  S  Note,  Class 
A  Note,  Class  B  Note,  Class  C  Note  or  Class  D  Note  is  outstanding  or,  a 
default  in  the  payment  of  any  interest  on  a  Class  D  Note  while  the  Senior 
Swap  or  a  Class  S  Note,  Class  A  Note,  Class  B  Note  or  Class  C  Note  is 
outstanding  or,  a  default  in  the  payment  of  any  interest  on  a  Class  C  Note 
while  the  Senior  Swap  or  a  Class  S  Note,  Class  A  Note  or  Class  B  Note  is 
outstanding  will  not  constitute  a  "Credit  Support  Default'  hereunder"  at 
the  end  of  such  Section  5(a)(iii)(l). 
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(ii)  Section  5(a)(iii)(2)  shall  be  replaced  in  its  entirety  by  the  following:  "the 
expiration  or  termination  of  such  Credit  Support  Document  or  the  failure 
or  ceasing  of  such  Credit  Support  Document,  or  any  security  interest 
granted  by  such  party  or  such  Credit  Support  Provider  to  the  other  party 
pursuant  to  any  such  Credit  Support  Document,  to  be  in  full  force  and 
effect  for  the  purpose  of  this  Agreement  (in  each  case  other  than  in 
accordance  with  its  terms)  prior  to  the  satisfaction  of  all  obligations  of 
such  party  under  each  Transaction  to  which  such  Credit  Support 
Document  relates  without  the  written  consent  of  the  other  party;  or". 

(e)  The  "Misrepresentation"  provisions  of  Section  5(a)(iv)  will  not  apply  to  GSI  and 
will  not  apply  to  the  Counterparty. 

(f)  The  "Default  Under  Specified  Transaction"  provisions  of  Section  5(a)(v)  will 
not  apply  to  GSI  and  will  not  apply  to  the  Counterparty. 

(g)  The  "Cross  Default"  provisions  of  Section  5(a)(vi)  will  not  apply  to  GSI  and  will 
not  apply  to  Counterparty. 

(h)  The  "Bankruptcy"  provisions  of  Section  5(a)(vii)  will  apply  to  GSI  and  will 
apply  to  Counterparty,  but,  in  respect  of  Counterparty,  shall  be  amended  as 
follows: 

(i)        Sections  5(a)(vii)(2)  shall  not  apply, 

(ii)  Section  5(a)(vii)(3)  shall  take  effect  with  the  words  "the  Noteholders" 
substituted  for  "its  creditors", 

(iii)  The  words  "(which,  for  the  avoidance  of  doubt,  shall  not  be  construed  as 
meaning  the  Trustee  appointed  pursuant  to  the  issue  of  the  Notes)"  shall 
be  added  after  the  word  "trustee"  in  Section  5(a)(vii)(6), 

(iv)  Section  5(a)(vii)(6)  and  (7)  shall  take  effect  with  the  words  "its  assets 
comprised  in  the  Pledged  Assets  (as  defined  in  the  Indenture)"  substituted 
for  "all  or  substantially  all  its  assets",  and 

(v)  Section  5(a)(vii)(8)  shall  take  effect  with  reference  to  the  other  clauses  of 
Section  5(a)(vii)  as  amended  by  this  Part  1(h)  of  the  Schedule. 

(i)  The  "Credit  Event  Upon  Merger"  provisions  of  Section  5(b)(iv)  will  not  apply 
to  GSI  and  will  not  apply  to  Counterparty. 

(j)  The  "Automatic  Early  Termination"  provision  of  Section  6(a)  will  not  apply  to 
GSI  and  will  not  apply  to  Counterparty. 

(k)       Payments  on-Early  Termination.  For  the  purpose  of  Section  6(e): 

(i)         Market  Quotation  will  apply. 
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(ii)       The  Second  Method  will  apply. 

(1)        "Termination  Currency"  means  United  States  Dollars. 

(m)       The  parties  agree  to  amend  the  following  subsections  of  Section  5(a)  as  follows: 

(i)  clause  (i):  in  the  third  line  of  this  clause,  delete  the  word  "third"  and  insert 
the  word  "first;" 

(ii)  clause  (ii):  in  the  fifth  line  of  this  clause,  delete  the  word  "thirtieth"  and 
insert  the  word  "fifth;"  and 

(iii)  clause  (vii)(4):  delete,  following  the  word  "liquidation"  in  line  9,  the 
clause  beginning  with  "and,  in  the  case  of  and  ending  with  the  word 
"thereof  in  line  13;  and  in  Clause  (vii)(7):  delete,  following  the  word 
"assets"  in  line  19,  the  clause  beginning  with  "and  such  secured  party"  and 
ending  with  the  word  "thereafter"  in  line  21,  to  eliminate  the  30-day  grace 
period. 

(n)       Additional  Termination  Event  will  apply. 

(I)        Each  of  the  following  shall  constitute  an  Additional  Termination  Event 
with  respect  to  Counterparty: 

a.  It  shall  be  an  Additional  Termination  if  an  Event  of  Default  (as  defined  in 
the  Indenture)  with  respect  to  the  Notes  occurs  and  is  continuing  and  there 
has  been  a  liquidation  (in  whole),  or  the  commencement  of  a  liquidation 
(in  whole),  of  the  assets  of  Counterparty  as  set  forth  in  the  Indenture. 

b.  It  shall  be  an  Additional  Termination  Event  if  Counterparty  redeems  the 
Secured  Notes  in  full  pursuant  to  the  Indenture  (from  proceeds  at  least 
equal  to  the  applicable  Secured  Redemption  Price)  or  the  outstanding 
principal  balance  of  the  Secured  Notes  amortizes  down  to  zero. 

c.  It  shall  be  an  Additional  Termination  Event  if,  the  Indenture  is 
supplemented  or  amended  without  the  consent  of  GSI  and  such 
supplement  or  amendment  affects  the  provisions  governing  the  rights  of 
the  Credit  Protection  Buyer  (as  such  term  is  defined  in  the  Indenture)  and 
has,  in  the  reasonable  judgment  of  GSI,  a  material  adverse  effect  on  GSI, 
provided,  however  that  such  consent  shall  not  be  unreasonably  withheld  or 
delayed  by  GSI,  provided  further  that  GSI  has  notified  the  Counterparty 
that  such  supplement  or  amendment  would  have  a  material  adverse  effect 
on  GSI  after  GSI  has  received  notice  of  any  such  supplement  or 
amendment  in  accordance  with  Section  8.1(g)  of  the  Indenture. 

;  d.  -  It  shall  be  an=  Additional  Termination  Event  if  GSI,  in  its  capacity -as- 

Credit  Protection  Buyer  is  no  longer  a  Secured  Party  under  the  Indenture 
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or  if  the  Trustee's  security  interest  in  the  Collateral  and  the  Collateral 
Account  is  impaired  or  no  longer  existing. 

For  the  purpose  of  each  of  the  foregoing  Additional  Termination  Events,  the  Affected 
Party  shall  be  the  Counterparty. 

(II)  The  following  shall  constitute  an  Additional  Termination  Event  with  respect  to 
GSI. 

Failure  by  GSI  to  take  any  action  required  under  the  ratings  downgrade  provision  set 
forth  below,  unless  the  Rating  Agency  Condition  (as  defined  herein)  has  been  satisfied 
notwithstanding  such  failure. 

(i)  In  the  event  that  any  Notes  rated  by  S&P  remain  outstanding  and  the 
unsecured,  unsubordinated  debt  rating  of  GSI  or  GSI's  Credit  Support 
Provider,  whichever  is  higher,  assigned  by  S&P  at  any  time  falls  below 
"AA-"  (or  is  on  downgrade  watch  at  "AA-")  for  its  long  term  rating,  and 
GSI  shall  fail  to  make  the  Expected  Fixed  Payment  as  set  forth  in  the 
related  Confirmation,  GSI  shall,  or  shall  cause  its  Credit  Support  Provider 
to,  within  30  days  of  the  date  of  such  downgrade: 

(A)  transfer  all  of  its  rights  and  obligations  under  this  Agreement  to 
another  entity  which  has  such  required  ratings;  or 

(B)  cause  an  entity  with  such  required  ratings  to  guarantee  or  provide 
an  indemnity  in  respect  of  GSI's  or  its  Credit  Support  Provider's 
obligations  under  this  Agreement  in  a  manner  which  satisfies  the 
Rating  Agency  Condition  with  respect  to  S&P. 

(ii)  In  the  event  that  any  Notes  rated  by  Moody's  remain  outstanding  and  the 
unsecured,  unsubordinated  debt  rating  of  GSI  or  GSI's  Credit  Support 
Provider,  whichever  is  higher,  assigned  by  Moody's  at  any  time  falls 
below  "Aa3"  for  its  long  term  rating  (or  is  on  downgrade  watch  at  "Aa3"), 
and  GSI  shall  fail  to  make  the  Expected  Fixed  Payment  as  set  forth  in  the 
related  Confirmation,  GSI  shall,  or  shall  cause  its  Credit  Support  Provider 
to  within  30  days  of  the  date  of  such  downgrade: 

(A)  transfer  all  of  its  rights  and  obligations  under  this  Agreement  to 
another  entity  which  has  such  required  ratings;  or 

(B)  cause  an  entity  with  such  required  ratings  to  guarantee  or  provide 
an  indemnity  in  respect  of  GSI's  or  its  Credit  Support  Provider's 
obligations  under  this  Agreement  in  a  manner  which  satisfies  the 
Rating  Agency  Condition  with  respect  to  Moody's. 

_..-._         .  -£—)  .    por  the  avoidance  of  doubt,  GSI  shall  be  responsible  for: 
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(i)  locating  a  party  with  the  required  ratings  to  transfer  (within  30  days 
and  at  its  own  cost)  all  its  interest  in  and  obligations  under  this 
Agreement  or  to  guarantee  or  provide  an  indemnity  in  respect  of,  its 
obligations  under  this  Agreement  or  to  post  collateral  in  accordance 
with  the  CSA;  and 

(ii)  any  cost  incurred  by  it  in  complying  with  its  obligations  under  this 
Part  l(n). 

(iv)  In  the  event  that  any  Notes  rated  by  S&P  remain  outstanding  and  the 
unsecured,  unsubordinated  debt  rating  of  GSI  or  GSI's  Credit  Support 
Provider,  whichever  is  higher,  assigned  by  S&P  at  any  time  falls  below 
"BBB+"  for  its  long  term  rating  and  GSI  or  GSI's  Credit  Support  Provider 
posts  collateral  under  a  CSA,  GSI  shall,  or  shall  cause  its  Credit  Support 
Provider  to,  within  30  days  of  the  date  of  such  downgrade  to  provide  to 
Counterparty  an  opinion  as  to  the  enforceability  of  such  CSA,  subject  to 
customary  and  usual  assumptions,  carveouts  and  exceptions. 

For  the  purpose  of  each  of  the  foregoing  Additional  Termination  Events,  the  Affected 
Party  shall  be  GSI  and  all  Transactions  shall  be  Affected  Transactions. 

(o)  Early  Termination.  Notwithstanding  anything  to  the  contrary  in  Section  6(a)  or 
Section  6(b),  the  parties  agree  that,  except  with  respect  to  Transactions  (if  any) 
that  are  subject  to  Automatic  Early  Termination  under  Section  6(a),  the  Non- 
defaulting  Party  or  the  party  that  is  not  the  Affected  Party  (in  a  case  where  a 
Termination  Event  under  Section  5(b)(iv)  has  occurred)  is  not  required  to 
terminate  the  Transactions  on  a  single  day,  but  rather  may  terminate  the 
Transactions  over  a  commercially  reasonable  period  of  time  (not  to  exceed  ten 
days)  (the  "Early  Termination  Period").  The  last  day  of  the  Early  Termination 
Period  shall  be  the  Early  Termination  Date  for  purposes  of  Section  6;  provided, 
however,  that  interest  shall  accrue  on  the  Transactions  terminated  during  the  Early 
Termination  Period  prior  to  the  Early  Termination  Date  at  the  Non-default  Rate. 

Part  2.  Tax  Representations 

(a)  Payer  Tax  Representations.  For  the  purposes  of  Section  3(e),  GSI  and 
Counterparty  make  the  following  representation: 

It  is  not  required  by  any  applicable  law,  as  modified  by  the  practice  of  any 
relevant  governmental  revenue  authority,  of  any  Relevant  Jurisdiction  to 
make  any  deduction  or  withholding  for  or  on  account  of  any  Tax  from  any 
payment  (other  than  interest  under  Section  2(e),  6(d)(ii),  or  6(e)  of  this 
Agreement)  to  be  made  by  it  to  the  other  party  under  this  Agreement.  In 
making  this  representation,  it  may  rely  on  (i)  the  accuracy  of  any 
representations  made  by  the  other  party  pursuant  to  Section  3(f)  of  this 
Agreement,  (ii)  the  satisfaction  of  the  agreement  contained  in  Section 
4(a)(i)  or  4(a)(iii)  of  this  Agreement,  and  the  accuracy  and  effectiveness  of 
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(b) 


any  document  provided  by  the  other  party  pursuant  to  Section  4(a)(i)  or 
4(a)(iii)  of  this  Agreement,  and  (iii)  the  satisfaction  of  the  agreement  of 
the  other  party  contained  in  Section  4(d)  of  this  Agreement,  provided  that 
it  shall  not  be  a  breach  of  this  representation  where  reliance  is  placed  on 
clause  (ii)  and  the  other  party  does  not  deliver  a  form  or  document  under 
Section  4(a)(iii)  by  reason  of  material  prejudice  to  its  legal  or  commercial 
position. 

Payee  Tax  Representations.      For  the  purpose  of  Section  3(f),  GSI   and 
Counterparty  make  the  following  representation:  Not  Applicable. 


Part  3.  Agreement  to  Deliver  Documents 

(a)        For  the  purpose  of  Section  4(a),  Tax  forms,  documents,  or  certificates  to  be 
delivered  are: 


none 


(b)        Other  documents  to  be  delivered  are: 


Party  required 
to  deliver  ; 

Porm/Doeunaent/Cerfificate 

.--,  Bate  by  which 
.-:  to  be  delivered 

Covered  by     ' 
Section  3(d) 
V  Reprieseritation    ' 

GSI  and 
Counterparty 

Evidence  of  authority  of 
signatories 

Upon  or  promptly 
following  execution 
of  this  Agreement 

Yes 

GSI  and 
Counterparty 

Any  Credit  Support 
Document  specified  in  Part 
4(f)  herein 

Upon  execution  of 
this  Agreement 

No 

GSI 

Most  recent  annual  audited 
and  quarterly  financial 
statements  of  the  Credit 
Support  Provider 

Promptly  following 
reasonable  demand 
by  the  other  party 

Yes 

Counterparty 

Certified  resolutions  of  its 
board  of  directors  or  other 
governing  body 

Upon  execution  of 
this  Agreement 

Yes 

Counterparty 

Legal  opinion  with  respect  to 
Counterparty 

Upon  execution  of 
this  Agreement 

No 

Counterparty 

A  copy  of  the  Note  Valuation 
Report  (as  defined  in  the 
Indenture) 

Upon  request  from 
GSI 

Yes 
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Party  required; 
to  deliver 

:  EbTn^dcuinent/Certificatfc: 

Date  by  which  ./  p 
to  be  delivered "  •" 

-,.,  Covered  by      ; 

W  'Section  3(d)  v^ 

'  Representation-  •-; 

Counterparty 

A  duly  executed  copy  of  the 
Indenture  and  a  copy  of  the 
final  Offering  Memorandum 

As  soon  as 
practicable  after  the 
execution  of  this 
Agreement 

No 

Part  4. 


(a) 


Miscellaneous 

Addresses  for  Notices.  For  the  purpose  of  Section  12(a): 

(i)         Address  for  notices  or  communications  to  GSI: 

Address:  Peterborough  Court 

133  Fleet  Street 
London  EC4A  2BB 


Fixed  Income  /  Credit  Derivatives: 

Equity  Derivatives: 

Foreign  Exchange 

Legal  Department: 

Telephone  No.  44-20-7774-1000 


Facsimile  No.  44-20-7774  5115 
Facsimile  No.  44-20-7774  1500 
Facsimile  No.  44-20-7774  1201 
Facsimile  No.  44-20-7774  1313 


(ii)       Address  for  notices  or  communications  to  Counterparty: 

Hudson  Mezzanine  Funding  2006-1,  Ltd. 

Maples  Finance  Limited 

P.O.  Box  1093  GT 

Queensgate  House,  South  Church  Street 

George  Town,  Grand  Cayman 

Cayman  Islands 

Tel:  (345)945-7099 

Fax:  (345)945-7100 

Attention:  Directors 

with  a  copy  to: 

The  Bank  of  New  York  Trust  Company,  National  Association 

601  Travis  Street,  16th  Floor 

Houston,  Texas  77002 

Attention:  Global  Corporate  Trust-Hudson 

Mezzanine  Funding  2006-1,  Ltd. 

Tel:  (713)483-6000 

Fax:  (713)483-6001 
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(b)  Process  Agent.  For  the  purpose  of  Section  13(c): 
GSI  appoints  as  its  Process  Agent: 

Not  applicable. 

Counterparty  appoints  as  its  Process  Agent: 

CT  Corporation,  1 1 1  Eighth  Avenue,  New  York,  New  York  1001 1 

(c)  Offices.  The  provisions  of  Section  10(a)  will  apply  to  this  Agreement. 

(d)  Multibranch  Party.  For  the  purpose  of  Section  1 0(c): 
GSI  is  not  a  Multibranch  Party. 

Counterparty  is  not  a  Multibranch  Party. 

(e)  Calculation  Agent.  The  Calculation  Agent  is  GSI. 

(f)  Credit  Support  Document.  The  Indenture  shall  constitute  a  Credit  Support 
Document  with  respect  to  the  obligations  of  Counterparty.  Details  of  any  other 
Credit  Support  Document,  each  of  which  is  incorporated  by  reference  in,  and 
made  part  of,  this  Agreement  and  each  Confirmation  (unless  provided  otherwise 
in  a  Confirmation)  as  if  set  forth  in  full  in  this  Agreement  or  such  Confirmation: 

(i)  Each  of  the  Guaranty  by  The  Goldman  Sachs  Group,  Inc.  ("Goldman 
Group")  in  favor  of  Counterparty  as  beneficiary  thereof,  and,  if  a  Credit 
Support  Annex  is  entered  into  between  Counterparty  and  GSI,  such  Credit 
Support  Annex,  shall  constitute  a  Credit  Support  Document  with  respect 
to  the  obligations  of  GSI. 

(g)  Credit  Support  Provider. 

Credit  Support  Provider  means  in  relation  to  GSI,  Goldman  Group. 

Credit  Support  Provider  means  in  relation  Counterparty,  none. 

(h)        Governing  Law.  Section  13(a)  is  hereby  replaced  with  the  following: 

(a)  Governing  Law.  This  Agreement  and  each  Transaction  entered 
into  hereunder  will  be  governed  by,  and  construed  and  enforced  in 
accordance  with,  the  law  of  the  State  of  New  York. 

(i)         Jurisdiction.  Section  13(b)  is  hereby  amended  by: 

(i)        deleting  in  the  second  line  of  subparagraph  (i)  thereof  the  word  "non-"; 
and 
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(ii)       deleting  the  final  paragraph  thereof. 

(j)  Netting  of  Payments.  Subparagraph  (ii)  of  Section  2(c)  will  not  apply  to 
Transactions.  Notwithstanding  anything  to  the  contrary  in  Section  2(c),  unless 
otherwise  expressly  agreed  by  the  parties,  the  netting  provided  for  in  Section  2(c) 
will  not  apply  separately  to  any  pairings  of  branches  or  Offices  through  which  the 
parties  make  and  receive  payments  or  deliveries. 

(k)  "Affiliate"  will  have  the  meaning  specified  in  Section  14  of  this  Agreement; 
provided  that  Counterparty  shall  be  deemed  to  have  no  Affiliates  other  than 
Hudson  Mezzanine  Funding  2006-1,  Corp. 

(1)  Notwithstanding  any  provision  of  this  Agreement  or  any  other  existing  or  future 
agreement,  each  party  irrevocably  waives  any  and  all  rights  it  may  have  to  set  off, 
net,  recoup  or  otherwise  withhold  or  suspend  or  condition  payment  or 
performance  of  any  obligation  between  it  and  the  other  party  hereunder  against 
any  obligation  between  it  and  the  other  party  under  any  other  agreements. 

Part  5.  Other  Provisions 

(a)  Accuracy  of  Specified  Information.  Section  3(d)  is  hereby  amended  by  adding 
in  the  third  line  thereof  after  the  word  "respect"  and  before  the  period,  the  phrase 
"or,  in  the  case  of  audited  or  unaudited  financial  statements,  a  fair  presentation  of 
the  financial  condition  of  the  relevant  person." 

(b)  [Reserved]. 

(c)  Additional  Representations.  The  parties  agree  to  amend  Section  3  by  adding 
new  Sections  3(g),  (h),  and  (i)  as  follows: 

(g)  Non-Reliance.  It  is  acting  for  its  own  account,  and  it  has  made  its 
own  independent  decisions  to  enter  into  that  Transaction  and  as  to  whether 
that  Transaction  is  appropriate  or  proper  for  it  based  upon  its  own 
judgment  and  upon  advice  from  such  advisers  as  it  has  deemed  necessary. 
It  is  not  relying  on  any  communication  (written  or  oral)  of  the  other  party 
as  investment  advice  or  as  a  recommendation  to  enter  into  that 
Transaction;  it  being  understood  that  information  and  explanations  related 
to  the  terms  and  conditions  of  a  Transaction  shall  not  be  considered 
investment  advice  or  a  recommendation  to  enter  into  that  Transaction.  No 
communication  (written  or  oral)  received  from  the  other  party  shall  be 
deemed  to  be  an  assurance  or  guarantee  as  to  the  expected  results  of  that 
Transaction. 

(h)  Assessment  and  Understanding.  It  is  capable  of  assessing  the 
merits  of  and  understanding  (on  its  own  behalf  or  through  independent 
professional  advice),  and  understands  and  accepts,  the  terms,  conditions 
and  risks  of  that  Transaction.  It  is  also  capable  of  assuming,  and  assumes, 
the  risks  of  that  Transaction. 
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(i)        Status  of  Parties.  The  other  party  is  not  acting  as  a  fiduciary  for 
or  an  adviser  to  it  in  respect  of  that  Transaction. 

(d)  Non-Petition.  GSI  agrees  that  it  will  not,  prior  to  the  date  following  the  payment 
in  full  of  all  of  the  Notes  and  the  expiration  of  a  period  of  one  year  and  one  day 
thereafter  and  any  additional  applicable  preference  periods  then  in  effect  under 
the  United  States  Bankruptcy  Code  or  other  applicable  law  relating  to  any  such 
payment,  acquiesce,  petition  or  otherwise  invoke  the  process  of  any  governmental 
authority  for  the  purpose  of  commencing  a  case  (whether  voluntary  or 
involuntary)  against  Counterparty  under  any  bankruptcy,  insolvency  or  similar 
law  or  appointing  a  receiver,  liquidator,  assignee,  trustee,  custodian,  sequestrator 
or  other  similar  official  of  Counterparty  or  any  substantial  part  of  its  property  or 
ordering  the  winding  up  or  liquidation  of  the  affairs  of  Counterparty;  provided, 
however,  that  this  shall  not  restrict  or  prohibit  GSI  from  joining  in  any  existing 
bankruptcy,  reorganization,  arrangement,  insolvency,  moratorium  or  liquidation 
proceedings  or  other  analogous  proceedings  under  applicable  laws.  This  "Non- 
Petition"  paragraph  shall  survive  termination  of  this  Agreement. 

Limited  Recourse  to  Counterparty.  Notwithstanding  anything  to  the  contrary 
contained  herein,  the  obligations  of  Counterparty  under  this  Agreement  will 
constitute  limited  recourse  obligations  of  Counterparty  payable  solely  from  the 
Collateral  in  accordance  with  the  Indenture  and  following  realization  of  the 
Collateral  any  obligations  of  Counterparty  and  any  claim  against  Counterparty 
under  this  Agreement  shall  be  extinguished  and  shall  not  thereafter  revive.  None 
of  the  agents,  partners,  beneficiaries,  officers,  directors,  employees,  shareholders 
or  any  Affiliate  of  Counterparty  or  any  of  their  respective  successors  or  assigns 
shall  be  personally  liable  for  any  amounts  payable,  or  performance  due,  under  this 
Agreement.  It  is  understood  that  the  foregoing  provisions  of  this  paragraph  shall 
not  (i)  prevent  recourse  to  the  Collateral  for  the  sums  due  or  to  become  due  under 
any  security,  instrument  or  agreement  which  is  part  of  the  Collateral  or  (ii) 
constitute  a  waiver,  release  or  discharge  of  any  obligation  under  this  Agreement 
until  all  such  Collateral  has  been  realized  and  applied  in  accordance  with  the 
Indenture,  whereupon  any  outstanding  obligation  shall  be  extinguished  and  shall 
not  thereafter  revive.  It  is  further  understood  that  the  foregoing  provisions  of  this 
paragraph  shall  not  limit  the  right  of  GSI  to  declare  an  Event  of  Default  with 
respect  to  Counterparty  or  to  name  Counterparty  as  a  party  defendant  in  any 
action  or  suit  or  in  the  exercise  of  any  other  remedy  under  this  Agreement,  so  long 
as  no  judgment  in  the  nature  of  a  deficiency  judgment  or  seeking  personal  liability 
shall  be  asked  for  or  (if  obtained)  enforced  against  Counterparty.  This  "Limited 
Recourse  to  Counterparty"  paragraph  shall  survive  termination  of  this  Agreement. 

(e)        No  Transfer  without  Prior  Satisfaction  of  the  Rating  Agency  Condition. 

Section  7  of  this  Agreement  is  hereby  amended  by  inserting  (i)  the  following 
immediately  after  the  words  "other  party"  and  immediately  before  the  words  ", 
except  that:"  "and  unless  the  Rating  Agency  Condition  (as  defined  herein)  is 
satisfied   with   respect   to   such   transfer,"   (ii)   in  clause   (a)   the   words   "or 
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reorganization,  incorporation,  reincorporation,  reincorporation  or  reconstitution 
into  or  as,"  immediately  before  the  word  "another." 

The  last  paragraph  of  Section  6(b)(ii)  of  this  Agreement  is  hereby  deleted  in  its 
entirety  and  replaced  with  the  following  paragraph: 

"Any  such  transfer  by  a  party  under  this  Section  6(b)(ii)  will  be  subject  to  and 
conditional  upon  the  prior  written  consent  of  the  other  party  and  satisfaction  of 
the  Rating  Agency  Condition,  which  consent  will  not  be  withheld  or  delayed  if 
such  other  party's  policies  in  effect  at  such  time  would  permit  it  to  enter  into 
transactions  with  the  transferee  on  the  terms  proposed." 

(f)  Counterparty  Pledge.  Notwithstanding  Section  7  of  this  Agreement  to  the 
contrary,  GSI  acknowledges  that  Counterparty  will  pledge  its  rights  under  this 
Agreement  to  the  Trustee  (as  defined  herein)  for  the  benefit  of  the  Secured  Parties 
(as  defined  in  the  Indenture)  pursuant  to  the  Indenture,  agrees  to  such  pledge  and 
acknowledges  and  agrees  that  the  Trustee  may  directly  enforce  the  rights  of 
Counterparty  hereunder.  GSI  shall  be  entitled  to  conclusively  rely  (without 
independent  investigation)  on  any  notice  or  communication  from  the  Trustee. 

(g)  No  Amendment  without  Prior  Confirmation  by  Rating  Agencies.  Section 
9(b)  of  this  Agreement  is  hereby  amended  by  adding  the  following  at  the  end  of 
such  Section:  ",  and  the  Rating  Agency  Condition  is  satisfied  with  respect  to  such 
amendment". 

(h)  Additional  Definitions,  All  capitalized  terms  used  but  not  otherwise  defined  in 
this  Agreement  shall  have  the  means  assigned  to  them  in  the  Indenture. 

"Credit  Support  Annex"  or  "CSA"  means  the  credit  support  annex,  if  any,  entered 
into  between  GSI  and  Counterparty  pursuant  to  Part  l(n),  which  credit  support 
annex  shall  satisfy  the  Rating  Agency  Condition. 

"Indenture"  means  the  Indenture  dated  as  of  December  5,  2006,  among  Hudson 
Mezzanine  Funding  2006-1,  Ltd.,  Hudson  Mezzanine  Funding  2006-1,  Corp.  and 
The  Bank  of  New  York  Trust  Company,  National  Association,  as  Trustee  and 
Securities  Intermediary,  as  the  same  may  be  amended,  modified  or  supplemented 
from  time  to  time  in  accordance  with  the  terms  thereof. 

"Moody's"  means  Moody's  Investors  Service. 

"Notes"  means  any  Class  of  Notes  issued  pursuant  to  the  Indenture  rated  by  any 
Rating  Agency. 

"Rating  Agency  Condition"  shall  have  the  meaning  assigned  to  it  in  the 
Indenture. 

"S&F'  means  Standard  and  Poor's  Ratings  Services,  a  division  of  The  McGraw- 
Hill  Companies,  Inc. 
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"Trustee'''  means  The  Bank  of  New  York  Trust  Company,  National  Association, 
as  trustee,  pursuant  to  the  Indenture. 

(i)  Consent  to  Recording.  Each  party  consents  to  the  recording  of  telephone 
conversations  between  the  trading,  marketing  and  other  relevant  personnel  of  the 
parties,  with  or  without  the  use  of  a  warning  tone,  and  their  Affiliates  in 
connection  with  this  Agreement  or  any  potential  Transaction. 

(j)  Definitions.  The  definition  of  "Termination  Currency  Equivalent"  in  Section  14 
is  hereby  amended  by  deleting  in  its  entirety  the  text  after  the  first  three  lines 
thereof  and  replacing  it  with  the  following: 

"by  the  party  making  the  relevant  determination  in  any  commercially 
reasonable  manner  as  being  required  to  purchase  such  amount  of  such 
Other  Currency  as  at  the  relevant  Early  Termination  Date,  or,  if  the 
relevant  amount  determined  in  accordance  with  Section  6(e)  is  determined 
as  of  a  later  date,  that  later  date,  for  value  on  the  date  the  payment  or 
settlement  payment  is  due." 

The  definition  of  "Affected  Transactions"  in  Section  14  is  hereby 
amended  by  deleting  in  its  entirety  the  text  after  the  word  "means"  in  the  first  line 
thereof  and  replacing  it  with  the  following: 

"with  respect  to  any  Termination  Event,  all  Transactions  which  are 
Transactions  under  which  such  Termination  Event  occurs." 
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DEC-W-2805  12:20  From:  To:Goldman  Sachs       Co       P.2'2 


IN  WITNESS  WHJSRKUF,  the  parties  have  executed  this  document  on  the  respective 
dates  specified  below  with  effect  from  the  dale  specified  on  the  first  page  of  this  document. 

GOLDMAN  SACHS  INTERNATTONAI,  HUDSON  MEZZANINE  FUNDING 

2006-i,  LTD. 


JN3mwI  Name: 

_      _,  Matthew  Bett 

*Q     ™*      Authorised  Signal 

Dale:  Dale: 


Schedule  to  Credit  tlefiivlt  Swap 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-021 822088 


Footnote  Exhibits  -  Page  4267 


IN  WITNESS  WHEREOF,  the  parties  have  executed  this  document  on  the  respective 
dates  specified  below  with  effect  from  the  date  specified  on  the  first  page  of  this  document. 

GOLDMAN  SACHS  INTERNATIONAL  HUDSON  MEZZANINE  FUNDING 

2006-1,  LTD. 


Sfy 


Name:  Name: 

Carrie  Bunton 
Title:  "  Title  Director 

Date:  Date: 


Schedule  to  Credit  Default  Swap 
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-  CONFIRMATION 

DATE:  December  1,  2006 

TO:  Hudson  Mezzanine  Funding  2006-1,  Ltd. 

FROM:  Goldman  Sachs  International 

Credit  Derivatives  Middle  Office 
TelephoneNo.:  12123572610 
Facsimile  No.:  1212  428  9189 

RE:  Credit  Derivative  Transaction  on  Asset-Backed  Securities  with  Pay-As- You-Go 

or  Physical  Settlement  (RMBS) 

REF  NO:         See  Annex  C 


The  purpose  of  this  letter  (the  "Confirmation")  is  to  confirm  the  terms  and  conditions  of  the 
Credit  Derivative  Transactions  entered  into  on  the  Trade  Date  specified  below  (each,  a 
Component  Transaction,  and  collectively,  the  "Transaction")  by  Goldman  Sachs  International 
("GSI"),  guaranteed  by  The  Goldman  Sachs  Group,  Inc.  ("Goldman  Group"),  and  Hudson 
Mezzanine  Funding  2006-1,  Ltd.  ("Counterparty").  This  Confirmation  constitutes  a 
"Confirmation"  as  referred  to  in  the  ISDA  Master  Agreement  specified  below. 

This  Confirmation  is  subject  to,  and  incorporates  by  reference,  the  2003  ISDA  Credit  Derivatives 
Definitions  (the  "Credit  Derivatives  Definitions"),  as  published  by  the  International  Swaps  and 
Derivatives  Association,  Inc.  ("ISDA").  This  Confirmation  supplements,  forms  a  part  of  and  is 
subject  to  the  ISDA  Master  Agreement  dated  as  of  December  1,  2006  (the  "Agreement") 
between  GSI  and  Counterparty.  All  provisions  contained  in,  or  incorporated  by  reference  to,  the 
Agreement  shall  govern  this  Confirmation  except  as  expressly  modified  below.  In  the  event  of 
any  inconsistency  between  this  Confirmation,  the  Credit  Derivatives  Definitions,  or  the 
Agreement,  as  the  case  may  be,  this  Confirmation  will  control  for  purposes  of  each  Component 
Transaction  to  which  this  Confirmation  relates. 

References  in  this  Confirmation  to  a  "Reference  Obligation"  shall  be  to  the  terms  of  such 
Reference  Obligation  (as  defined  below)  set  out  in  the  related  Underlying  Instruments  (as 
defined  below)  as  amended  from  time  to  time  unless  otherwise  specified  below. 

GSI  and  Counterparty  agree  that,  by  entering  into  this  Transaction,  they  have  entered  into  a 
separate  and  independent  Credit  Derivative  Transaction  (a  "Component  Transaction")  in  respect 
of  each  Reference  Obligation  listed  in  Annex  C  attached  hereto.  A  confirmation  in  the  form  of 
this  Confirmation  shall  be  deemed  to  be  entered  into  in  respect  of  each  such  Component 
Transaction  evidencing  ihe  provision  of  credit  default  protection  with  respect  to  a  Credit  Event 
of  each  such  Reference  Entity  and  each  such  Reference  Obligation  and  that  accordingly  there 
may  be  more  than  one  Credit  Event,  more  than  one  Physical  Settlement  amount  and  more  than 
one  Physical  Settlement  Date  and  that  the  Definitions  (and  in  particular  the  definition  of 
"Termination  Date")  should,  for  the  purposes  of  this  Confirmation,  be  interpreted  accordingly. 
Thus  relevant  sections  of  the  Definitions  (including  but  not  limited  to  Sections  1.8,  3.2  and  7.8) 
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shall  be  construed  to  apply  separately  with  respect  to  each  Reference  Entity  or  Reference 
Obligation,  as  applicable,  except  as  otherwise  provided  in  this  Confirmation. 

Each  Component  Transaction  (a)  constitutes  a  separate  and  independent  Credit  Derivative 
Transaction  between  GSI  and  Counterparty  with  respect  to  a  Reference  Obligation  listed  in 
Annex  C  attached  hereto,  (b)  shall  not  be  affected  by  any  other  Credit  Derivative  Transaction 
between  GSI  and  Counterparty  and  (c)  shall  operate  independently  of  each  other  Component 
Transaction  in  all  respects. 

The  terms  of  the  each  Component  Transaction  to  which  this  Confirmation  relates  are  as  follows: 
1.         General  Terms: 

December  1,2006 

December  5,  2006 


Trade  Date: 

Effective  Date: 

Scheduled  Termination  Date: 


Termination  Date: 


Floating  Rate  Payer: 
Fixed  Rate  Payer: 
Calculation  Agent: 
Calculation  Agent  City: 
Business  Day: 


Subject  to  paragraph  5,  for  each  Reference 
Obligation,  the  Legal  Final  Maturity  Date  set  forth  in 
Annex  C  attached  hereto,  subject  to  adjustment  in 
accordance  with  the  Following  Business  Day 
Convention. 

The  last  to  occur  of: 

(a)  the  fifth  Business  Day  following  the  Effective 
Maturity  Date; 

(b)  the  last  Floating  Rate  Payer  Payment  Date; 

(c)  the  last  Delivery  Date;  and 

(d)  the  last  Additional  Fixed  Amount  Payment 
Date. 

Counterparty  (the  "Seller"). 

GSI  (the  "Buyer"). 

GSI 

New  York 

New  York,  Houston  and  London 
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Business  Day  Convention: 


Reference  Entity: 


Reference  Obligation: 


Reference  Policy: 
Reference  Price: 
Applicable  Percentage: 


Following  (which,  with  the  exception  of  the  Effective 
Date,  the  Final  Amortization  Date,  each  Reference 
Obligation  Payment  Date  and  the  period  end  date  of 
each  Reference  Obligation  Calculation  Period,  shall 
apply  to  any  date  referred  to  in  this  Confirmation  that 
falls  on  a  day  that  is  not  a  Business  Day). 

The  relevant  Reference  Entity  identified  in  Annex  C 
attached  hereto.  References  herein  to  "Issuer"  shall 
mean  the  Reference  Entity  for  the  relevant 
Component  Transaction. 

The  obligation  identified  in  Annex  C  attached  hereto 
for  the  relevant  Reference  Entity. 

"Original  Principal  Amount"  shall  mean  the  amount 
set  forth  in  Annex  C  hereto  for  the  relevant  Reference 
Obligation. 

"Initial  Factor"  shall  mean  the  amount  set  forth  in 
Annex  C  hereto  for  the  relevant  Reference 
Obligation. 

Insurer:  Not  Applicable. 

Section  2.30  of  the  Credit  Derivatives  Definitions 
shall  not  apply. 

Not  Applicable. 

100% 

On  any  day,  a  percentage  equal  to  A  divided  by  B. 

"A"  means  the  product  of  the  Initial  Face  Amount 
and  the  Initial  Factor  as  decreased  on  each  Delivery 
Date  by  an  amount  equal  to  (a)  the  outstanding 
principal  balance  of  Deliverable  Obligations 
Delivered  to  Seller  (as  adjusted  by  the  Relevant 
Amount,  if  any)  divided  by  the  Current  Factor  on 
such  day  multiplied  by  (b)  the  Initial  Factor. 

"B"  means  the  product  of  the  Original  Principal 
Amount  and  the  Initial  Factor: 


(a)  as  increased  by  the  outstanding  principal 
balance  of  any  further  issues  by  the  Reference 
Entity  that  are  fungible  with  and  form  part  of 
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the    same    legal    series    as    the    Reference 
Obligation;  and 

(b)  as  decreased  by  any  cancellations  of  some  or 
all  of  the  Outstanding  Principal  Amount 
resulting  from  purchases  of  the  Reference 
Obligation  by  or  on  behalf  of  the  Reference 
Entity. 

Initial  Face  Amount:  For  each   Reference   Obligation,   the   Initial   Face 

Amount  set  forth  in  Annex  C  attached  hereto. 

Reference  Obligation  Notional      On  the  Effective  Date,  the  product  of: 
Amount:  ^        the  Original  Principal  Amount; 

(b)  the  Initial  Factor;  and 

(c)  the  Applicable  Percentage. 

Following    the     Effective     Date,     the     Reference 
Obligation  Notional  Amount  will  be: 

(i)  decreased  on  each  day  on  which  a  Principal 
Payment  is  made  by  the  relevant  Principal 
Payment  Amount; 

(ii)  decreased  on  each  day  on  which  a  Failure  to 
Pay  Principal  occurs  by  the  relevant  Principal 
Shortfall  Amount; 

(iii)  decreased  on  each  day  on  which  a  Writedown 
occurs  by  the  relevant  Writedown  Amount; 

(iv)  increased  on  each  day  on  which  a  Writedown 
Reimbursement  occurs  by  any  Writedown 
Reimbursement  Amount  in  respect  of  a 
Writedown  Reimbursement  within  paragraphs 
(ii)  or  (iii)  of  the  definition  of  "Writedown 
Reimbursement";  and 

(v)  decreased  on  each  Delivery  Date  by  an 
amount  equal  to  the  relevant  Exercise  Amount 
minus  the  amount  determined  pursuant  to 
paragraph  (b)  of  "Physical  Settlement 
Amount"  below,  provided  that  if  any  Relevant 
Amount  is  applicable,  the  Exercise  Amount 
will  also  be  deemed  to  be  decreased  by  such 
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Initial  Payment: 
2.         Fixed  Payments: 

Fixed  Rate  Payer: 
Fixed  Rate: 


Fixed  Rate  Payer  Period  End 
Date: 

Fixed  Rate  Payer  Payment 
Dates: 


Fixed  Amount: 


Relevant  Amount  (or  increased  by  the 
absolute  value  of  such  Relevant  Amount  if 
such  Relevant  Amount  is  negative)  with  effect 
from  such  Delivery  Date; 

provided  that  if  the  Reference  Obligation  Notional 
Amount  would  be  less  than  zero,  it  shall  be  deemed 
to  be  zero. 

Not  applicable 


Buyer 

The  relevant  Fixed  Rate  (expressed  on  a  per  annum 
basis)  set  forth  in  Annex  C  attached  hereto 
corresponding  to  the  relevant  Reference  Obligation; 
subject  to  adjustment  in  accordance  with  paragraph  5 
below. 

The  first  day  of  each  Reference  Obligation 
Calculation  Period. 

Each  day  falling  five  Business  Days  after  a  Reference 
Obligation  Payment  Date;  provided  that  the  final 
Fixed  Rate  Payer  Payment  Date  shall  fall  on  the  fifth 
Business  Day  following  the  Effective  Maturity  Date. 

(I)  With  respect  to  any  Fixed  Rate  Payer 
Payment  Date  on  which  the  senior  unsecured  debt 
ratings  of  GSI  or  the  Goldman  Group,  whichever  is 
higher,  is  at  least  "AA-"  by  S&P,  (and,  if  rated  "AA- 
"  is  not  on  downgrade  watch)  and  at  least  "Aa3"  by 
Moody's  (and,  if  rated  "Aa3",  is  not  on  downgrade 
watch),  an  amount  equal  to  the  product  of: 

(a)  the  Fixed  Rate; 

(b)  an  amount  determined  by  the  Calculation 
Agent  equal  to  (i)  the  sum  of  the  Reference 
Obligation  Notional  Amount  at  5:00  p.m.  in  the 
Calculation  Agent  City  on  each  day  in  the  related 
Fixed  Rate  Payer  Calculation  Period  divided  by  (ii) 
the  actual  number  of  days  in  the  related  Fixed  Rate 
Payer  Calculation  Period;  and 

(c)  the  actual  number  of  days  in  the  related  Fixed 
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Expected  Fixed  Amount: 


RatePayer  Calculation  Period  divided  by  360. 

(II)  With  respect  to  any  Fixed  Rate  Payer 
Payment  Date  on  which  the  senior  unsecured  debt 
ratings  of  GSI  or  the  Goldman  Group,  whichever  is 
higher,  is  below  "AA-"  by  S&P  (or,  if  rated  "AA-",  is 
on  downgrade  watch)  or  below  "Aa3"  by  Moody's 
(or,  if  rated  "Aa3",  is  on  downgrade  watch),  an 
amount  equal  to  the  greater  of  (a)  zero  and  (b)  the 
Expected  Fixed  Amount  with  respect  to  such  Fixed 
Rate  Payer  Payment  Date. 

(III)  With  respect  to  the  Fixed  Rate  Payer  Payment 
Date  immediately  following  the  downgrade  of  the 
senior  unsecured  debt  ratings  of  GSI  or  the  Goldman 
Group,  whichever  is  higher,  to  lower  than  "AA-"  by 
S&P  or  "Aa3"  by  Moody's  (or  if  rated  "AA-"  or 
"Aa3",  the  placement  on  watch  for  possible 
downgrade  by  S&P  or  Moody's,  respectively),  the 
sum  of  the  amounts  calculated  pursuant  to  (I)  and 
(II)  above  shall  be  payable  with  respect  to  such  Fixed 
Rate  Payer  Payment  Date  only. 

With  respect  to  any  Fixed  Rate  Payer  Payment  Date, 
an  amount  equal  to  (a)  the  Fixed  Amount  for  the  next 
succeeding  Fixed  Rate  Payer  Calculation  Period  as 
calculated  pursuant  to  clause  (I)  under  "Fixed 
Amount"  above,  assuming  that  the  Reference 
Obligation  Notional  Amount  on  each  day  in  such 
Fixed  Rate  Payer  Calculation  Period  is  equal  to  the 
Reference  Obligation  Notional  Amount  on  the  last 
day  of  the  Fixed  Rate  Payer  Calculation  Period 
relating  to  the  Fixed  Rate  Payer  Payment  Date  on 
which  the  payment  is  being  made,  plus  (b)  the 
difference  (which  may  be  positive  or  negative) 
between  the  Expected  Fixed  Amount  paid  on  the 
prior  Fixed  Rate  Payer  Payment  Date,  if  any,  over  the 
Fixed  Amount  for  such  Fixed  Rate  Payer  Payment 
Dale  as  calculated  pursuant  to  clause  (I)  under  "Fixed 
Amount"  above. 


Additional  Fixed  Amount 
Payment  Dates: 


(a)        Each  Fixed  Rate  Payer  Payment  Date;  and 


(b)  in  relation  to  each  Additional  Fixed  Payment 
Event  occurring  after  the  second  Business  Day  prior 
to  the  last  Fixed  Rate  Payer  Payment  Date,  the  fifth 
Business  Day  after  Buyer  has  received  notification 
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Additional  Fixed  Payments: 


Additional  Fixed  Payment 
Event: 


Additional  Fixed  Amount: 


from  Seller  or  the  Calculation  Agent  of  the 
occurrence  of  such  Additional  Fixed  Payment  Event. 

Following  the  occurrence  of  an  Additional  Fixed 
Payment  Event  in  respect  of  the  Reference 
Obligation,  Buyer  shall  pay  the  relevant  Additional 
Fixed  Amount  to  Seller  on  the  first  Additional  Fixed 
Amount  Payment  Date  falling  at  least  two  Business 
Days  (or  in  the  case  of  an  Additional  Fixed  Payment 
Event  that  occurs  after  the  second  Business  Day  prior 
to  the  last  Fixed  Rate  Payer  Payment  Date,  the  fifth 
Business  Day)  after  the  delivery  of  a  notice  by  the 
Calculation  Agent  to  the  parties  or  by  Seller  to  Buyer 
stating  that  the  related  Additional  Fixed  Amount  is 
due  and  showing  in  reasonable  detail  how  such 
Additional  Fixed  Amount  was  determined;  provided 
that  any  such  notice  must  be  given  on  or  prior  to  the 
fifth  Business  Day  following  the  day  that  is  one 
calendar  year  after  the  Effective  Maturity  Date. 

The  occurrence  on  or  after  the  Effective  Date  and  on 
or  before  the  day  that  is  one  calendar  year  after  the 
Effective  Maturity  Date  of  a  Writedown 
Reimbursement,  Principal  Shortfall  Reimbursement 
or  an  Interest  Shortfall  Reimbursement. 

With  respect  to  each  Additional  Fixed  Amount 
Payment  Date,  an  amount  equal  to  the  sum  of: 


(a)      the     Writedown     Reimbursement     Payment 
Amount  (if  any); 


Writedown  Reserve 
Requirement: 


Writedown  Reserve  Amounts: 


(b)  the       Principal       Shortfall       Reimbursement 
Payment  Amount  (if  any);  and 

(c)  the  Interest  Shortfall  Reimbursement  Payment 
Amount  (if  any). 

Upon  receipt  of  any  Writedown  Amount,  if  the  long- 
term  rating  of  Buyer  or  any  guarantor  of  Buyer's 
obligations  under  this  Confirmation  (whichever  is 
higher)  is  below  "AA-"  by  S&P  (or  such  rating  has 
been  withdrawn),  Buyer  shall  reserve  with  Seller  the 
related  Writedown  Reserve  Amount,  if  any. 

With  respect  to  any  Writedown  Amount  received 
with  respect  to  which  there  is  a  Writedown  Reserve 
Requirement,  the  excess,  if  any,  of  (i)  the  product  of 
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(1)  the  related  Reference  Obligation  Amortized 
Amount  of  such  Reference  Obligation  and  (2)  the 
Current  Market  Price  of  such  Reference  Obligation 
over  (ii)  the  Reference  Obligation  Notional  Amount. 
If  on  any  date  Buyer  shall  be  obligated  to  pay  to 
Seller  any  Additional  Fixed  Amount  in  respect  of 
such  Reference  Obligation  but  Buyer  fails  to  do  so, 
the  Writedown  Reserve  Amount,  if  any,  reserved 
with  Seller  shall  be  applied  to  pay  such  Additional 
Fixed  Amounts.. 


Floating  Payments: 

Floating  Rate  Payer: 

Floating  Rate  Payer  Payment 
Dates: 


Floating  Payments: 


Floating  Amount  Event: 


Seller 

In  relation  to  a  Floating  Amount  Event,  the  first 
Fixed  Rate  Payer  Payment  Date  falling  at  least  two 
Business  Days  (or  in  the  case  of  a  Floating  Amount 
Event  that  occurs  on  the  Legal  Final  Maturity  Date  or 
the  Final  Amortization  Date,  the  fifth  Business  Day) 
after  delivery  of  a  notice  by  the  Calculation  Agent  to 
the  parties  or  a  notice  by  Buyer  to  Seller  that  the 
related  Floating  Amount  is  due  and  showing  in 
reasonable  detail  how  such  Floating  Amount  was 
determined;  provided  that  in  the  case  of  a  Floating 
Amount  Event  that  occurs  on  the  Legal  Final 
Maturity  Date  or  the  Final  Amortization  Date,  such 
notice  must  be  given  on  or  prior  to  the  fifth  Business 
Day  following  the  Legal  Final  Maturity  Date  or  the 
Final  Amortization  Date,  as  applicable. 

If  a  Floating  Amount  Event  occurs,  then  on  the 
relevant  Floating  Rate  Payer  Payment  Date,  Seller 
will  pay  the  relevant  Floating  Amount  to  Buyer.  For 
the  avoidance  of  doubt,  the  Conditions  to  Settlement 
are  not  required  to  be  satisfied  in  respect  of  a 
Floating  Payment. 

A  Writedown,  Failure  to  Pay  Principal  or  an  Interest 
Shortfall. 


Floating  Amount: 


With  respect  to  each  Floating  Rate  Payer  Payment 
Date,  an  amount  equal  to  the  sum  of: 

(a)  the  relevant  Writedown  Amount  (if  any); 

(b)  the  relevant  Principal  Shortfall  Amount  (if 
any);  and 
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Conditions  to  Settlement: 
Notifying  Party: 


Notice  of  Publicly  Available 
Information: 


Public  Sources: 


Specified  Number: 


(c)         the    relevant    Interest    Shortfall     Payment 
Amount  (if  any). 

For  the  avoidance  of  doubt,  each  Writedown 
Amount,  Principal  Shortfall  Amount  or  Interest 
Shortfall  Payment  Amount  (as  applicable)  shall  be 
calculated  using  the  Applicable  Percentage  which 
takes  into  account  the  aggregate  adjustment  made  to 
the  Applicable  Percentage  in  respect  of  all  Delivery 
Dates  that  have  occurred  prior  to  the  date  of  such 
calculation. 

Credit  Event  Notice 

Buyer 

Notice  of  Physical  Settlement 

Applicable 


The  public  sources  listed  in  Section  3.7  of  the  Credit 
Derivatives  Definitions;  provided  that  Servicer 
Reports  in  respect  of  the  Reference  Obligation  and,  in 
respect  of  a  Distressed  Ratings  Downgrade  Credit 
Event  only,  any  public  communications  by  any  of  the 
Rating  Agencies  in  respect  of  the  Reference 
Obligation  shall  also  be  deemed  Public  Sources. 


1 


provided  that  if  the  Calculation  Agent  has  previously 
delivered  a  notice  to  the  parties  or  Buyer  has 
previously  delivered  a  notice  to  Seller  pursuant  to  the 
definition  of  "Floating  Rate  Payer  Payment  Dates" 
above  in  respect  of  a  Writedown  or  a  Failure  to  Pay 
Principal,  the  only  Condition  to  Settlement  with 
respect  to  any  Credit  Event  shall  be  a  Notice  of 
Physical  Settlement. 

The  parties  agree  that  with  respect  to  each 
Component  Transaction  and  notwithstanding 
anything  to  the  contrary  in  the  Credit  Derivatives 
Definitions: 

(a)         the  Conditions  to  Settlement  may  be  satisfied 
on  more  than  one  occasion; 
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(b)  multiple  Physical  Settlement  Amounts  may 
be  payable  by  Seller; 

(c)  Buyer,  when  providing  a  Notice  of  Physical 
Settlement,  must  specify  an  Exercise  Amount 
and  an  Exercise  Percentage; 

(d)  if  Buyer  has  delivered  a  Notice  of  Physical 
Settlement  that  specifies  an  Exercise  Amount 
that  is  less  than  the  Reference  Obligation 
Notional  Amount  as  of  the  date  on  which 
such  Notice  of  Physical  Settlement  is 
delivered  (calculated  as  though  Physical 
Settlement  in  respect  of  all  previously 
delivered  Notices  of  Physical  Settlement  has 
occurred  in  full),  the  rights  and  obligations  of 
the  parties  under  the  Component  Transaction 
shall  continue  and  Buyer  may  deliver 
additional  Notices  of  Physical  Settlement 
with  respect  to  the  initial  Credit  Event  or 
with  respect  to  any  additional  Credit  Event  at 
any  time  thereafter;  and 

(e)  any  Notice  of  Physical  Settlement  shall  be 
delivered  no  later  than  30  calendar  days  after 
the  fifth  Business  Day  following  the  earlier 
of  the  Effective  Maturity  Date  and  the 
Optional  Step-up  Early  Termination  Date. 

Section  3.2(d)  of  the  Credit  Derivatives  Definitions  is 
amended  to  delete  the  words  "that  is  effective  no  later 
than  thirty  calendar  days  after  the  Event 
Determination  Date". 

Credit  Events:  The  following  Credit  Events  shall  apply  to  each 

Component  Transaction  (and  the  first  sentence  of 
Section  4. 1  of  the  Credit  Derivatives  Definition  shall 
be  amended  accordingly): 

Failure  to  Pay  Principal 

Writedown 

Distressed  Ratings  Downgrade 

Obligation:  Reference  Obligation  Only 
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Interest  Shortfall  Payment 
Amount: 


Interest  Shortfall  Cap: 


In  respect  of  an  Interest  Shortfall,  the  relevant  Interest 
Shortfall  Amount;  provided  that,  if  Interest  Shortfall 
Cap  is  applicable  and  the  Interest  Shortfall  Amount 
exceeds  the  Interest  Shortfall  Cap  Amount,  the  Interest 
Shortfall  Payment  Amount  in  respect  of  such  Interest 
Shortfall  shall  be  the  Interest  Shortfall  Cap  Amount. 

Interest  Shortfall  Cap  shall  apply  only  in  respect  of 
those  Component  Transactions,  if  any,  for  which 
Interest  Shortfall  Cap  is  specified  as  being  applicable 
on  Annex  C  attached  hereto. 


Interest  Shortfall  Cap 
Amount: 


As  set  out  in  Annex  A  attached  hereto. 


Actual  Interest  Amount: 


Expected  Interest  Amount: 


With  respect  to  any  Reference  Obligation  Payment 
Date,  payment  by  or  on  behalf  of  the  Issuer  of  an 
amount  in  respect  of  interest  due  under  the  Reference 
Obligation  including,  without  limitation,  any  deferred 
interest  or  defaulted  interest,  but  excluding  payments  in 
respect  of  prepayment  penalties  or  principal  (except 
that  the  Actual  Interest  Amount  shall  include  any 
payment  of  principal  representing  capitalized  interest) 
paid  to  the  holder(s)  of  the  Reference  Obligation  in 
respect  of  the  Reference  Obligation. 

With  respect  to  any  Reference  Obligation  Payment 
Date,  the  amount  of  current  interest  that  would  accrue 
during  the  related  Reference  Obligation  Calculation 
Period  calculated  using  the  Reference  Obligation 
Coupon  on  a  principal  balance  of  the  Reference 
Obligation  equal  to: 

(a)  the  Outstanding  Principal  Amount  taking  into 
account  any  reductions  due  to  a  principal 
deficiency  balance  or  realized  loss  amount 
(howsoever  described  in  the  Underlying 
Instruments)  that  are  attributable  to  the 
Reference  Obligation,  minus 

(b)  the  Aggregate  Implied  Writedown  Amount  (if 
any), 

and  that  will  be  payable  on  the  related  Reference 
Obligation  Payment  Date  assuming  for  this  purpose 
that     sufficient     funds     are     available     therefor     in 
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Interest  Shortfall: 


Interest  Shortfall  Amount: 


accordance  with  the  Underlying  Instruments. 

Except  as  provided  in  (a)  in  the  previous  sentence,  the 
Expected  Interest  Amount  shall  be  determined  without 
regard  to  (i)  unpaid  amounts  in  respect  of  accrued 
interest  on  prior  Reference  Obligation  Payment  Dates, 
or  (ii)  any  prepayment  penalties  or  yield  maintenance 
provisions,  and  in  any  case  without  regard  to  the  effect 
of  any  provisions  (however  described)  of  the 
Underlying  Instruments  that  otherwise  permit  the 
limitation  of  due  payments  or  distributions  of  funds 
available  from  proceeds  of  the  Underlying  Assets,  or 
that  provide  for  the  capitalization  or  deferral  of  interest 
on  the  Reference  Obligation,  or  that  provide  for  the 
extinguishing  or  reduction  of  such  payments  or 
distributions  (but,  for  the  avoidance  of  doubt,  taking 
account  of  any  Writedown  within  paragraph  (i)  of  the 
definition  of  "Writedown"  occurring  in  accordance 
with  the  terms  of  the  Underlying  Instruments). 

With  respect  to  any  Reference  Obligation  Payment 
Date,  either  (a)  the  non-payment  of  an  Expected 
Interest  Amount  or  (b)  the  payment  of  an  Actual 
Interest  Amount  that  is  less  than  the  Expected  Interest 
Amount. 

For  the  avoidance  of  doubt,  the  occurrence  of  an  event 
within  (a)  or  (b)  shall  be  determined  taking  into 
account  any  payment  made  under  the  Reference  Policy, 
if  applicable. 

With  respect  to  any  Reference  Obligation  Payment 
Date,  an  amount  equal  to  the  greater  of: 

(a)  zero;  and 

(b)  the  amount  equal  to  the  product  of: 

(i)         (A)       the  Expected  Interest  Amount; 

minus 

(B)       the  Actual  Interest  Amount;  and 

(ii)       the  Applicable  Percentage; 

provided  that,  with  respect  to  the  first  Reference 
Obligation  Payment  Date  only,  the  Interest  Shortfall 
Amount  shall  be  the  amount  determined  in  accordance 
with  (a)  and  (b)  above  multiplied  by  a  fraction  equal  to: 
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Interest  Shortfall 
Reimbursement: 


Interest  Shortfall 
Reimbursement  Amount: 


Interest  Shortfall 
Reimbursement  Payment 
Amount: 


(x)       the  number  of  days  in  the  first  Fixed  Rate  Payer 
Calculation  Period;  over 

(y)       the   number   of  days   in   the    first   Reference 
Obligation  Calculation  Period. 

With  respect  to  any  Reference  Obligation  Payment 
Date,  the  payment  by  or  on  behalf  of  the  Issuer  of  an 
Actual  Interest  Amount  in  respect  of  the  Reference 
Obligation  (including,  for  the  avoidance  of  doubt,  any 
payment  of  principal  representing  capitalized  interest) 
that  is  greater  than  the  Expected  Interest  Amount. 

With  respect  to  any  Reference  Obligation  Payment 
Date,  the  product  of  (a)  the  amount  of  any  Interest 
Shortfall  Reimbursement  on  such  day  and  (b)  the 
Applicable  Percentage. 

If  Interest  Shortfall  Cap  is  not  applicable,  the  relevant 
Interest  Shortfall  Reimbursement  Amount.  If  Interest 
Shortfall  Cap  is  applicable,  the  amount  determined 
pursuant  to  Annex  A  attached  hereto. 


Consequences  of  Step-up  of  the  Reference  Obligation  Coupon 

Step-up  provisions: 


Step-up: 


Non-Call  Notification  Date: 


The  Step-up  provisions  shall  apply  only  in  respect  of 
those  Component  Transactions,  if  any,  for  which  the 
Step-up  provisions  are  specified  as  being  applicable  on 
Annex  C  attached  hereto. 

If  the  Step-up  provisions  are  applicable,  then  the 
following  provisions  of  this  paragraph  5  shall  apply. 

On  any  day,  an  increase  in  the  Reference  Obligation 
Coupon  due  to  the  failure  of  the  Issuer  or  a  third  party 
to  redeem,  cancel  or  terminate  the  Reference 
Obligation,  as  the  case  may  be,  in  accordance  with  the 
Underlying  Instruments. 

The  date  of  delivery  by  the  Calculation  Agent  to  the 
parties  or  by  Buyer  to  Seller  of  a  Non-Call  Notice. 
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Non-Call  Notice: 


Increase  of  the  Fixed  Rate: 


A  notice  given  by  the  Calculation  Agent  to  the  parties 
or  by  Buyer  to  Seller  that  the  Reference  Obligation  has 
not  been  purchased,  redeemed,  cancelled  or  terminated 
by  the  issuer  or  a  third  party,  in  accordance  with  the 
Underlying  Instruments,  pursuant  to  a  "clean-up  call" 
or  other  right  to  purchase,  redeem,  cancel  or  terminate 
(however  described  in  the  Underlying  Instruments)  the 
Reference  Obligation,  which  failure  will  result  in  the 
occurrence  of  a  Step-up. 

Subject  to  "Optional  Step-up  Early  Termination" 
below,  upon  the  occurrence  of  a  Step-up,  the  Fixed 
Rate  will  be  increased  by  the  number  of  basis  points  by 
which  the  Reference  Obligation  Coupon  is  increased 
due  to  the  Step-up,  such  increase  to  take  effect  as  of  the 
Fixed  Rate  Payer  Payment  Date  immediately  following 
the  fifth  Business  Day  after  the  Non-Call  Notification 
Date. 


Optional  Step-up  Early 
Termination: 


No  later  than  five  Business  Days  after  the  Non-Call 
Notification  Date,  Buyer  shall  notify  Seller  (such 
notification,  a  "Buyer  Step-up  Notice")  whether  Buyer 
wishes  to  continue  each  affected  Component 
Transaction  at  the  increased  Fixed  Rate  or  to  terminate 
such  Component  Transaction. 

If  Buyer  elects  to  terminate  a  Component  Transaction 
pursuant  to  the  above,  the  date  of  delivery  of  the  Buyer 
Step-up  Notice  shall  be  the  Scheduled  Termination 
Date  (such  date,  the  "Optional  Step-up  Early 
Termination  Date")  and  in  such  case  "Increase  of  the 
Fixed  Rate"  in  this  paragraph  5  shall  not  apply. 

No  amount  shall  be  payable  by  either  party  in  respect 
of  the  Optional  Step-up  Early  Termination  Date  other 
than  any  Fixed  Amount,  Additional  Fixed  Amount, 
Floating  Amount  or  Physical  Settlement  Amount  due 
in  respect  of  such  date.  For  the  avoidance  of  doubt,  the 
obligation  of  a  party  to  pay  any  amount  that  has 
become  due  and  payable  under  a  Component 
Transaction  and  remains  unpaid  as  at  the  Optional 
Step-up  Early  Termination  Date  shall  not  be  affected 
by  the  occurrence  of  the  Optional  Step-up  Early 
Termination  Date. 
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If  Buyer  fails  to  deliver  the  Buyer  Step-up  Notice  by 
the  fifth  Business  Day  after  the  Non-Call  Notification 
Date,  Buyer  shall  be  deemed  to  have  elected  to 
continue  each  affected  Component  Transaction  at  the 
increased  Fixed  Rate  as  described  under  "Increase  of 
the  Fixed  Rate". 

If  Buyer  elects,  or  is  deemed  to  have  elected,  to 
continue  a  Component  Transaction  at  the  increased 
Fixed  Rate,  such  Component  Transaction  shall 
continue. 


6.         Settlement  Terms 

Settlement  Method: 

Terms  Relating  to  Physical 
Settlement: 

Physical  Settlement  Period: 

Deliverable  Obligations: 

Deliverable  Obligations: 


Physical  Settlement 


Five  Business  Days 

Exclude  Accrued  Interest 

Deliverable      Obligation      Category: 
Obligation  Only 


Reference 


Physical  Settlement  Amount:      An  amount  equal  to: 


(a)  the  product  of  the  Exercise  Amount  and  the 
Reference  Price,  minus 

(b)  the  sum  of: 

(i)  if  the  Aggregate  Implied   Writedown 

Amount  is  greater  than  zero,  the 
product  of  (A)  the  Aggregate  Implied 
Writedown  Amount,  (B)  the  Applicable 
Percentage,  each  as  determined 
immediately  .  prior  to  the  relevant 
Delivery  and  (C)  the  Exercise 
Percentage;  and 

(ii)  the  product  of  (A)  the  aggregate  of  all 
Writedown  Amounts  in  respect  of 
Writedowns  within  paragraph  (i)(B)  of 
the  definition  of  "Writedown",  minus 
the  aggregate  of  all  Writedown 
Reimbursement  Amounts  in  respect  of 
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Delayed  Payment: 


Escrow: 

Non-delivery  by  Buyer: 


Writedown  Reimbursements  within 
paragraph  (ii)(B)  of  the  definition  of 
"Writedown  Reimbursement"  and  (B) 
the  Exercise  Percentage; 

provided  that  if  the  Physical  Settlement  Amount  would 
exceed  the  product  of: 

(1)  the  Reference  Obligation  Notional  Amount  as 
of  the  date  on  which  the  relevant  Notice  of 
Physical  Settlement  is  delivered  calculated  as 
though  Physical  Settlement  in  respect  of  all 
previously  delivered  Notices  of  Physical 
Settlement  has  occurred  in  full;  and 

(2)  the  Exercise  Percentage; 

then  the  Physical  Settlement  Amount  shall  be  deemed 
to  be  equal  to  such  product. 

With  respect  to  a  Delivery  Date,  if  a  Servicer  Report 
that  describes  a  Delayed  Payment  is  delivered  to 
holders  of  the  Reference  Obligation  or  to  the 
Calculation  Agent  on  or  after  such  Delivery  Date, 
Buyer  will  pay  the  applicable  Delayed  Payment 
Amount  to  Seller  no  later  than  five  Business  Days 
following  such  Delayed  Payment. 

Applicable 

If  Buyer  has  delivered  a  Notice  of  Physical  Settlement 
and 

(a)  Buyer  does  not  Deliver  in  full  the  Deliverable 
Obligations  specified  in  that  Notice  of  Physical 
Settlement  on  or  prior  to  the  Physical 
Settlement  Date,  or 

(b)  the  Effective  Maturity  Date  occurs  after 
delivery  of  the  Notice  of  Physical  Settlement 
but  before  Buyer  Delivers  the  Deliverable 
Obligations  specified  in  that  Notice  of  Physical 
Settlement, 

then  such  Notice  of  Physical  Settlement  shall  be 
deemed  not  to  have  been  delivered  and  any  reference  in 
this  Confirmation  to  a  previously  delivered  Notice  of 
Physical  Settlement  shall  exclude  any  Notice  of 
Physical  Settlement  that  is  deemed  not  to  have  been 
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delivered-  Sections  9.2(c)(ii)  (except  for  the  first 
sentence  thereof),  9.3,  9.4,  9.5,  9.6,  9.9  and  9.10  of  the 
Credit  Derivatives  Definitions  shall  not  apply. 

Additional  Provisions: 

(a)  Delivery  of  Servicer  Report 

If  either  party  makes  a  reasonable  request  in  writing,  the  Calculation  Agent  agrees  to 
provide  such  party  with  a  copy  of  the  most  recent  Servicer  Report  promptly  following 
receipt  of  such  request,  if  and  to  the  extent  such  Servicer  Report  is  reasonably  available 
to  the  Calculation  Agent  (whether  or  not  the  Calculation  Agent  is  a  holder  of  the 
Reference  Obligation).  In  addition,  if  a  Floating  Payment  or  an  Additional  Fixed 
Payment  is  due  hereunder,  then  the  Calculation  Agent  or  the  party  that  notifies  the  other 
party  that  the  relevant  Floating  Payment  or  Additional  Fixed  Payment  is  due,  as 
applicable,  (the  "Notifying  Party")  shall  deliver  a  copy  of  any  Servicer  Report  relevant 
to  such  payment  that  is  requested  by  the  party  that  is  not  the  Notifying  Party  or  by  either 
party  where  the  Notifying  Party  is  the  Calculation  Agent,  if  and  to  the  extent  that  such 
Servicer  Report  is  reasonably  available  to  the  Notifying  Party  (whether  or  not  the 
Notifying  Party  is  a  holder  of  the  Reference  Obligation). 

(b)  Calculation  Agent  and  Buyer  and  Seller  Determinations 

The  Calculation  Agent  shall  be  responsible  for  determining  and  calculating  (i)  the  Fixed 
Amount  payable  on  each  Fixed  Rate  Payer  Payment  Date;  (ii)  the  occurrence  of  a 
Floating  Amount  Event  and  the  related  Floating  Amount  and  (iii)  the  occurrence  of  an 
Additional  Fixed  Payment  Event  and  the  related  Additional  Fixed  Amount;  provided 
that  notwithstanding  the  above,  each  of  Buyer  and  Seller  shall  be  entitled  to  determine 
and  calculate  the  above  amounts  to  the  extent  that  Buyer  or  Seller,  as  applicable,  has  the 
right  to  deliver  a  notice  to  the  other  party  demanding  payment  of  such  amount.  The 
Calculation  Agent  or  Buyer  or  Seller,  as  applicable,  shall  make  such  determinations  and 
calculations  based  solely  on  the  basis  of  the  Servicer  Reports,  to  the  extent  such 
Servicer  Reports  are  reasonably  available  to  the  Calculation  Agent  or  such  party.  The 
Calculation  Agent  or  Buyer  or  Seller,  as  applicable,  shall,  as  soon  as  practicable  after 
making  any  of  the  determinations  or  calculations  specified  in  (i)  and  (ii)  above,  notify 
the  parties  or  the  other  party,  as  applicable,  of  such  determinations  and  calculations. 

(c)  Adjustment  of  Calculation  Agent  Determinations 

To  the  extent  that  a  Servicer  furnishes  any  Servicer  Reports  correcting  information 
contained  in  previously  issued  Servicer  Reports,  and  such  corrections  impact 
calculations  pursuant  to  any  Component  Transaction,  the  calculations  relevant  to  such 
Component  Transaction  shall  be  adjusted  retroactively  by  the  Calculation  Agent  to 
reflect  the  corrected  information  (provided  that,  for  the  avoidance  of  doubt,  no  amounts 
in  respect  of  interest  shall  be  payable  by  either  party  and  provided  that  the  Calculation 
Agent  in  performing  the  calculations  pursuant  to  this  paragraph  will  assume  that  no 
interest  has  accrued  on  any  adjusted  amount),  and  the  Calculation  Agent  shall  promptly 
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notify  both  parties  of  any  corrected  payments  required  by  either  party.  Any  required 
corrected  payments  shall  be  made  within  five  Business  Days  of  the  day  on  which  such 
notification  by  the  Calculation  Agent  is  effective. 

(d)  Collateral 

On  the  Effective  Date,  Counterparty  shall  deposit  Collateral  Securities  and  Eligible 
Investments  with  a  face  value  equal  to  $800,000,000  on  the  Effective  Date  to  the 
Collateral  Account.  Counterparty  hereby  agrees  to  maintain  any  principal  proceeds 
received  with  respect  to  the  Collateral  in  the  Collateral  Account  unless  another 
disposition  is  otherwise  authorized  hereunder  or  under  the  Indenture. 

The  Counterparty  agrees  to  pledge  the  Collateral  (and  the  principal  proceeds  therefrom) 
deposited  from  time  to  time  in  the  Collateral  Account  and  its  rights  under  the  Senior 
Swap  and  the  Collateral  Put  Agreement  to  GSI  as  security  for  its  obligations  under  the 
Transaction  and  grants  to  GSI  a  first  priority  security  interest  in  and  lien  on  all 
Collateral  (and  the  principal  proceeds  therefrom)  in  the  Collateral  Account  in 
accordance  with  the  Indenture.  If  at  any  time  an  Event  of  Default  or  Termination  Event 
with  respect  to  Counterparty  has  occurred  and  is  continuing,  GSI  shall  have  all  rights 
and  remedies  available  to  a  secured  party  under  applicable  law  with  respect  to  the 
Collateral,  including,  without  limitation,  the  right  to  direct  the  liquidation  of  Collateral 
and  apply  the  proceeds  from  such  liquidation  to  any  amounts  payable  by  Counterparty 
in  respect  of  the  Component  Transactions  hereunder. 

Notwithstanding  anything  to  the  contrary  in  this  Confirmation,  GSI  acknowledges  and 
agrees  that  in  accordance  with  the  terms  of  the  Indenture,  Counterparty's  obligations 
(other  than  any  obligation  of  Counterparty  to  pay  to  GSI  any  Defaulted  Swap 
Termination  Payments)  under  each  Component  Transaction  will  be  satisfied  by  the 
assets  deposited  to  the  Collateral  Account.  Amounts  owing  to  the  GSI  will  be  due  and 
payable  in  accordance  with  the  terms  of  this  Transaction  and  will  be  drawn  (i)  from  the 
Collateral  Account  in  accordance  with  the  Collateral  Liquidation  Procedure,  and  with 
the  benefit  of  Counterparty's  rights  under  the  Collateral  Put  Agreement,  where 
applicable,  and  (ii)  once  the  balance  of  the  Collateral  Account  has  been  reduced  to  zero, 
by  demanding  payment  under  the  Senior  Swap  in  an  amount  equal  to  the  lesser  of 
Counterparty's  obligations  due  and  the  Senior  Swap  Notional  Amount.  Counterparty's 
obligation  to  pay  GSI  any  Defaulted  Swap  Termination  Payment  will  not  be  paid  in 
accordance  with  the  foregoing,  but  instead  will  be  satisfied  only  by  Proceeds  available 
therefor  in  accordance  with  the  Priority  of  Payments.  If  the  Collateral  Assets  and 
Counterparty's  rights  under  the  Senior  Swap  are  insufficient  to  satisfy  Counterparty's 
obligations  in  respect  of  any  Component  Transaction  hereunder,  any  such  residual 
obligations  of  Counterparty  shall  be  extinguished  and  of  no  further  force  or  effect. 

(e)  Additional  Tax  Representations 

The  parties  hereto  confirm  that  this  Transaction  is  not  intended  to  be  and  does  not 
constitute  a  contract  of  surety,  insurance,  guarantee  or  indemnity.  The  parties 
acknowledge  that  the  payments  to  be  made   by  the  Counterparty  will   be   made 
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independently  and  are  not  conditional  upon  GSI  sustaining  or  being  exposed-to  risk  or 
loss  and  that  the  rights  and  obligations  of  the  parties  hereunder  are  not  dependent  upon 
GSI  owning  or  having  (and  do  not  effectively  require  GSI  to  have)  any  legal,  equitable 
or  other  interest  in  the  Reference  Obligations. 

It  is  the  intention  of  the  parties  that  this  Transaction  be  characterized  as  a  notional 
principal  contract  (and  not  a  surety  bond,  guarantee,  insurance  or  similar  contract)  for 
all  legal,  regulatory  and  tax  purposes.  The  terms  of  this  Transaction  shall  be  interpreted 
to  further  this  intention  of  the  parties.  Further,  each  of  the  parties  shall  treat  this 
Transaction  accordingly  for  all  legal,  regulatory  and  tax  reporting  purposes  and  each 
party  waives  any  right  to  assert  any  claim  or  defense  that  is  inconsistent  with  this 
intention  of  the  parties. 

(f)  Additional  Termination  Events 

Subclause  (ii)  of  Part  l(k)  of  the  Schedule  to  the  Master  Agreement  shall  be  replaced 
with  the  following:  "With  respect  to  any  Event  of  Default  or  Termination  Event  under 
the  terms  of  this  Transaction  where  GSI  is  the  Defaulting  or  Affected  Party,  the  Market 
Quotation  and  First  Method  shall  apply,  otherwise,  the  Second  Method  will  apply. 

(g)  Failure  to  Pay 

Section  5(a)(i)  of  the  Master  Agreement  shall  be  replaced  by  the  following: 

"(i)  Failure  to  Pay  or  Deliver.  Failure  by  the  party  to  make,  when  due,  any  payment 
under  this  Agreement  or  delivery  under  Section  2(a)(i)  or  2(e)  required  to  be  made  by  it 
if  such  failure  is  not  remedied  on  or  before  the  third  Local  Business  Day  after  notice  of 
such  failure  is  given  to  the  party;  provided  however,  that  any  such  failure  by  the 
Counterparty  to  make,  when  due,  any  payment  under  this  Agreement  or  delivery  under 
Section  2(a)(i)  or  2(e)  required  to  be  made  by  it  shall  not  constitute  an  Event  of  Default 
under  this  Section  5(a)(i)  if  such  failure  is  a  result  of  the  Senior  Swap  Counterparty's 
failure  to  pay  to  the  Counterparty  any  amount  due  under  the  Senior  Swap." 

8.         Notice  and  Account  Details: 

Telephone,  Telex  and/or 
Facsimile  Numbers  and 
Contact  Details  for  Notices: 

Goldman  Sachs  International 

Attention:  Credit  Derivatives  Middle  Office  London 

Tel:  1  212  357  0167 

Fax:  1  212  428  9189 
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Account  Details: 
Account  Details  of  GSI: 


Account  Details  of 
Counterparty: 


Hudson  Mezzanine  funding  2006-1 ,  Ltd. 

c/o  The  Bank  of  New  York  Trust 

Company,  National  Association 

Attention:  Global  Corporate  Trust/Hudson  Mezzanine 

Funding  2006-1,  Ltd. 

Tel:  713-483-6000 

Fax:  713-483-6001 


For  the  Account  of:  Goldman  Sachs  International 
Name  of  Bank:  CITIBANK,  NEW  YORK 
Account  No:  40616408 
Fed  ABA  No:  021000089 
SWIFT  Code:  CITIUS33 

For  the  Account  of: 

Hudson  Mezzanine  Funding  2006-1 ,  Ltd. 

JPMorgan  Chase  Bank 

ABA  No.:  021000021 

A/C:  00102619468 

BNF  Name:  Asset  Backed  Structured  #2 

BNF  Address:  JPMorgan  Chase  Tower,  Houston, 

Texas 

FC:  HUDSON  MEZZANINE  FUNDING  2006-1 ,  Ltd. 

/A/C#:  10228527.2 

OBI:  Jose  Rodriguez  /  Ref. 

Additional  Definitions  and  Amendments  to  the  Credit  Derivatives  Definitions 

(a)  References  in  Sections  4.1,  8.2,  9.1  and  9.2(a)  of  the  Credit  Derivatives 
Definitions  as  well  as  Section  3(a)(iv)  of  the  form  of  Novation  Agreement  set 
forth  in  Exhibit  E  to  the  Credit  Derivatives  Definitions  to  the  Reference  Entity 
shall  be  deemed  to  be  references  to  both  the  Reference  Entity  and  the  Insurer  in 
respect  of  the  Reference  Policy,  if  applicable. 

(b)  (i)         The  definition  of  "Publicly  Available  Information"  in  Section  3.5 
of  the  Credit  Derivatives  Definitions  shall  be  amended  by  (i)  inserting  the 
words  "the  Insurer  in  respect  of  the  Reference  Policy,  if  applicable"  at  the 
end  of  subparagraph  (a)(ii)(A)  thereof,  (ii)  inserting  the  words  "servicer, 
sub-servicer,  master  servicer"  before  the  words  "or  paying  agent"  in 
subparagraph  (a)(ii)(B)  thereof  and  (iii)  deleting  the  word  "or"  at  the  end 
of  subparagraph  (a)(iii)  thereof  and  inserting  at  the  end  of  subparagraph 
(a)(iv)  thereof  the  following:  "or  (v)  is  information  contained  in  a  notice 
or  on  a  website  published  by  an  internationally  recognized  rating  agency 
that  has  at  any  time  rated  the  Reference  Obligation". 
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(ii)        The  definition  of  "Physical  Settlement"  in  Section  8. 1  of  the  Credit 
Derivatives  Definitions  shall  be  amended  by  (i)  deleting  the  words 
"Physical  Settlement  Amount"  from  the  last  line  of  the  second  paragraph 
thereof  and  (ii)  inserting  in  lieu  thereof  the  words  "Exercise  Amount". 

(iii)      The  definition  of  "Physical  Settlement  Date"  in  Section  8.4  of  the  Credit 
Derivatives  Definitions  shall  be  amended  by  deleting  the  last  sentence 
thereof. 

(c)        For  the  purposes  of  each  Component  Transaction  only,  the  following  terms  have 
the  meanings  given  below: 

"Actual  Principal  Amount"  means,  with  respect  to  the  Final  Amortization  Date  or  the  Legal 
Final  Maturity  Date,  payment  on  such  day  by  or  on  behalf  of  the  Issuer  of  an  amount  in  respect 
of  principal  (excluding  any  capitalized  interest)  to  the  holder(s)  of  the  Reference  Obligation  in 
respect  of  the  Reference  Obligation. 

"Aggregate  Implied  Writedown  Amount"  means  the  greater  of  (i)  zero  and  (ii)  the  aggregate  of 
all  Implied  Writedown  Amounts  minus  the  aggregate  of  all  Implied  Writedown  Reimbursement 
Amounts. 

"Approved  Dealer":  Any  of  the  Persons  set  forth  below  or  their  affiliates  set  forth  below 
(including  the  successor  to  any  such  Person): 

ABN  AMRO  Bank  N.V.; 

Banc  of  America  Securities  LLC; 

Barclays  Bank  PLC; 

Bear,  Stearns  &  Co.  Inc.; 

BNP  Paribas; 

Canadian  Imperial  Bank  of  Commerce; 

Citigroup,  Inc.; 

Commerzbank  AG; 

Countrywide  Securities  Corporation; 

Credit  Suisse  Group; 

Deutsche  Bank  AG; 

Dresdner  Bank  AG; 

First  Tennessee  Bank  National  Association; 

Goldman,  Sachs  &  Co. 

Greenwich  Capital  Markets,  Inc.; 

HSBC  Bank  pic; 
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JP  Morgan  Chase  &  Co.; 
Legg  Mason,  Inc.; 
Lehman  Brothers,  Inc.; 
Merrill  Lynch  &  Co.,  Inc.; 
Morgan  Stanley  &  Co.,  Inc.; 
Nomura  Securities  Co.,  Ltd.; 
Raymond  James  Financial,  Inc.; 
Societe  Generale  Group; 
TD  Bank  Financial  Group; 
UBS  AG; 

United  Capital  Markets  Inc.; 
Wachovia  Securities,  LLC; 
Washington  Mutual,  Inc;  or 

WestLB  AG. 

"Collateral  Account"  has  the  meaning  set  forth  in  the  Indenture. 

"Collateral  Liquidation  Procedure"  has  the  meaning  set  forth  in -the  Indenture. 

"Collateral  Put  Agreement"  means  the  put  agreement  entered  into  by  Counterparty  and  Goldman 
Sachs  International  on  or  prior  to  the  Effective  Date. 

"Collateral  Securities"  has  the  meaning  set  forth  in  the  Indenture. 

"Collateral  Securities  Eligibility  Criteria"  has  the  meaning  set  forth  in  the  Indenture. 

"Current  Factor"  means  the  factor  of  the  Reference  Obligation  as  specified  in  the  most  recent 
Servicer  Report;  provided  that  if  the  Current  Factor  is  not  specified  in  the  most  recent  Servicer 
Report,  the  Current  Factor  shall  be  the  ratio  equal  to  (i)  the  Outstanding  Principal  Amount  as  of 
such  date,  determined  in  accordance  with  the  Servicer  Report  over  (ii)  the  Original  Principal 
Amount. 

"Current  Market  Price"  means,  at  any  time  of  determination,  with  respect  to  a  Reference 
Obligation,  a  percentage  price  determined  by  the  Calculation  Agent  and  confirmed  by  the 
Collateral  Administrator  by  (a)  using  the  pricing  service  used  by  the  Collateral  Administrator  in 
its  normal  course  of  business  for  so  long  as  the  quote  obtained  from  such  pricing  service  has 
been  provided  by  such  pricing  service  within  two  Business  Days  of  the  time  of  such 
determination  or  (b)  (1)  if  subclause  (a)  above  is  not  applicable,  asking  five  Approved  Dealers  to 
quote  the  offered-side  price  (excluding  accrued  interest)  for  such  Reference  Obligation  (in  an 
amount  equal  to  its  Reference  Obligation  Notional  Amount)  and  (2)  for  so  long  as  the  Collateral 
Administrator  is  able  to  obtain  one  such  quote  from  one  such  Approved  Dealer,  taking  the 
arithmetic  average  of  such  quotation(s). 
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"Current  Period  Implied  Writedown  Amount"  means,  in  respect  of  a  Reference  Obligation 
Calculation  Period,  an  amount  determined  as  of  the  last  day  of  such  Reference  Obligation 
Calculation  Period  equal  to  the  greater  of: 

(i)         zero;  and 

(ii)        the  product  of: 

(A)  the  Implied  Writedown  Percentage;  and 

(B)  the  greater  of: 

(1)  zero;  and 

(2)  the  Pari  Passu  Amount  plus  the  Senior  Amount  minus  the 
aggregate  outstanding  asset  pool  balance  securing  the 
payment  obligations  on  the  Reference  Obligation  (all  such 
outstanding  asset  pool  balances  as  obtained  by  the 
Calculation  Agent  from  the  most  recently  dated  Servicer 
Report  available  as  of  such  day),  calculated  based  on  the 
face  amount  of  the  assets  in  such  pool,  whether  or  not  any 
such  asset  is  performing 

"Delayed  Payment"  means,  with  respect  to  a  Delivery  Date,  a  Principal  Payment,  Principal 
Shortfall  Reimbursement  or  a  Writedown  Reimbursement  within  paragraph  (i)  of  the  definition 
of  "Writedown  Reimbursement"  that  is  described  in  a  Servicer  Report  delivered  to  holders  of  the 
Reference  Obligation  or  to  the  Calculation  Agent  on  or  after  such  Delivery  Date. 

"Delayed  Payment  Amount"  means,  if  persons  who  are  holders  of  the  Reference  Obligation  as  of 
a  date  prior  to  a  Delivery  Date  are  paid  a  Delayed  Payment  on  or  after  such  Delivery  Date,  and 
amount  equal  to  the  product  of  (i)  the  sum  of  all  such  Delayed  Payments,  (ii)  the  Reference 
Price,  (iii)  the  Applicable  Percentage  immediately  prior  to  such  Delivery  Date  and  (iv)  the 
Exercise  Percentage. 

"Distressed  Ratings  Downgrade"  means  that  the  Reference  Obligation: 

(i)         if  publicly  rated  by  Moody's,  (A)  is  downgraded  to  "Caa2"  or  below  by 
Moody's  or  (B)  has  the  rating  assigned  to  it  by  Moody's  withdrawn  and, 
in  either  case,  not  reinstated  within  five  Business  Days  of  such  downgrade 
or  withdrawal;  provided  that  if  such  Reference  Obligation  was  assigned  a 
public  rating  of  "Baa3"  or  higher  by  Moody's  immediately  prior  to  the 
occurrence  of  such  withdrawal,  it  shall  not  constitute  a  Distressed  Ratings 
Downgrade  if  such  Reference  Obligation  is  assigned  a  public  rating  of  at 
least  "Caal"  by  Moody's  within  three  calendar  months  of  such 
withdrawal;  or 

(ii)        if  publicly  rated  by  Standard  &  Poor's,  (A)  is  downgraded  to  "CCC"  or 
below  by  Standard  &  Poor's  or  (B)  has  the  rating  assigned  to  it  by 
Standard  &  Poor's  withdrawn  and,  in  either  case,  not  reinstated  within  five 
Business  Days  of  such  downgrade  or  withdrawal;  provided  that  if  such 
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Reference  Obligation  was  assigned  a  public  rating  of  "BBB-"  or  higher  by 
Standard  &  Poor's  immediately  prior  to  the  occurrence  of  such 
withdrawal,  it  shall  not  constitute  a  Distressed  Ratings  Downgrade  if  such 
Reference  Obligation  is  assigned  a  public  rating  of  at  least  "CCC+"  by 
Standard  &  Poor's  within  three  calendar  months  of  such  withdrawal;  or 

(iii)      if  publicly  rated  by  Fitch,  (A)  is  downgraded  to  "CCC"  or  below  by  Fitch 
or  (B)  has  the  rating  assigned  to  it  by  Fitch  withdrawn  and,  in  either  case, 
not  reinstated  within  five  Business  Days  of  such  downgrade  or 
withdrawal;  provided  that  if  such  Reference  Obligation  was  assigned  a 
public  rating  of  "BBB-"  or  higher  by  Fitch  immediately  prior  to  the 
occurrence  of  such  withdrawal,  it  shall  not  constitute  a  Distressed  Ratings 
Downgrade  if  such  Reference  Obligation  is  assigned  a  public  rating  of  at 
least  "CCC+"  by  Fitch  within  three  calendar  months  of  such  withdrawal. 

"Effective  Maturity  Date"  means  the  earlier  of  (a)  the  Scheduled  Termination  Date  and  (b)  the 
Final  Amortization  Date. 

"Eligible  Investments"  has  the  meaning  set  forth  in  the  Indenture. 

"Exercise  Amount"  means,  for  purposes  of  a  Component  Transaction,  an  amount  to  which  a 
Notice  of  Physical  Settlement  applies  equal  to  the  product  of  (i)  the  original  face  amount  of  the 
Reference  Obligation  to  be  Delivered  by  Buyer  to  Seller  on  the  Physical  Settlement  Date;  and 
(ii)  the  Current  Factor.  The  Exercise  Amount  to  which  a  Notice  of  Physical  Settlement  relates 
shall  (A)  be  equal  to  or  less  than  the  Reference  Obligation  Notional  Amount  (determined,  for  this 
purpose,  without  regard  to  the  effect  of  any  Writedown  or  Writedown  Reimbursement  within 
paragraphs  (i)(B)  or  (iii)  of  "Writedown"  or  paragraphs  (ii)(B)  or  (iii)  of  "Writedown 
Reimbursement",  respectively)  as  of  the  date  on  which  the  relevant  Notice  of  Physical 
Settlement  is  delivered  calculated  as  though  the  Physical  Settlement  of  all  previously  delivered 
Notices  of  Physical  Settlement  has  occurred  in  full  and  (B)  not  be  less  than  the  lesser  of  (1)  the 
Reference  Obligation  Notional  Amount  as  of  the  date  on  which  the  relevant  Notice  of  Physical 
Settlement  is  delivered  calculated  as  though  Physical  Settlement  in  respect  of  all  previously 
delivered  Notices  of  Physical  Settlement  has  occurred  in  full  and  (2)  USD  100,000.  The 
cumulative  original  face  amount  of  Deliverable  Obligations  specified  in  all  Notices  of  Physical 
Settlement  shall  not  at  any  time  exceed  the  Initial  Face  Amount. 

"Exercise  Percentage"  means,  with  respect  to  a  Notice  of  Physical  Settlement,  a  percentage  equal 
to  the  original  face  amount  of  the  Deliverable  Obligations  specified  in  such  Notice  of  Physical 
Settlement  divided  by  an  amount  equal  to  (i)  the  Initial  Face  Amount  minus  (ii)  the  aggregate  of 
the  original  face  amount  of  all  Deliverable  Obligations  specified  in  all  previously  delivered 
Notices  of  Physical  Settlement. 

"Expected  Principal  Amount"  means,  with  respect  to  the  Final  Amortization  Date  or  the  Legal 
Final  Maturity  Date,  an  amount  equal  to  (i)  the  Outstanding  Principal  Amount  of  the  Reference 
Obligation  payable  on  such  day  assuming  for  this  purpose  that  sufficient  funds  are  available  for 
such  payment,  where  such  amount  shall  be  determined  in  accordance  with  the  Underlying 
Instruments,  minus  (ii)  the  sum  of  (A)  the  Aggregate  Implied  Writedown  Amount  (if  any)  and 


24 

NYl  5962904v.!l 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-0218221 13 


Footnote  Exhibits  -  Page  4292 


(B)  the  net  aggregate  principal  deficiency  balance  or  realized  loss  amounts  (however  described 
in  the  Underlying  Instruments)  that  are  attributable  to  the  Reference  Obligation.  The  Expected 
Principal  Amount  shall  be  determined  without  regard  to  the  effect  of  any  limited  recourse 
provisions  (however  described)  of  the  Underlying  Instruments  that  permit  the  limitation  of  due 
payments  or  distributions  of  funds  in  accordance  with  the  terms  of  such  Reference  Obligation  or 
that  provide  for  the  extinguishing  or  reduction  of  such  payments  or  distributions. 

"Failure  to  Pay  Principal"  means  (i)  a  failure  by  the  Reference  Entity  (or  any  Insurer)  to  pay  an 
Expected  Principal  Amount  on  the  Final  Amortization  Date  or  the  Legal  Final  Maturity  Date,  as 
the  case  may  be  or  (ii)  payment  on  any  such  day  of  an  Actual  Principal  Amount  that  is  less  than 
the  Expected  Principal  Amount;  provided  that  the  failure  by  the  Reference  Entity  (or  any  Insurer) 
to  pay  any  such  amount  in  respect  of  principal  in  accordance  with  the  foregoing  shall  not 
constitute  a  Failure  to  Pay  Principal  if  such  failure  has  been  remedied  within  any  grace  period 
applicable  to  such  payment  obligation  under  the  Underlying  Instruments  or,  if  no  such  grace 
period  is  applicable,  within  three  Business  Days  after  the  day  on  which  the  Expected  Principal 
Amount  was  scheduled  to  be  paid. 

"Final  Amortization  Date"  means  the  first  to  occur  of  (i)  the  date  on  which  the  Reference 
Obligation  Notional  Amount  is  reduced  to  zero  and  (ii)  the  date  on  which  the  assets  securing  the 
Reference  Obligation  or  designated  to  fund  amounts  due  in  respect  of  the  Reference  Obligation 
are  liquidated,  distributed  or  otherwise  disposed  of  in  full  and  the  proceeds  thereof  are 
distributed  or  otherwise  disposed  of  in  full. 

"Fitch"  means  Fitch  Ratings  or  any  successor  to  the  rating  business  thereof. 

"Implied  Writedown  Amount"  means,  (i)  if  the  Underlying  Instruments  do  not  provide  for 
writedowns,  applied  losses,  principal  deficiencies  or  realized  losses  as  described  in  (i)  of  the 
definition  of  "Writedown"  to  occur  in  respect  of  the  Reference  Obligation,  on  any  Reference 
Obligation  Payment  Date,  an  amount  determined  by  the  Calculation  Agent  equal  to  the  excess,  if 
any,  of  the  Current  Period  Implied  Writedown  Amount  over  the  Previous  Period  Implied 
Writedown  Amount,  in  each  case  in  respect  of  the  Reference  Obligation  Calculation  Period  to 
which  such  Reference  Obligation  Payment  Date  relates,  and  (ii)  in  any  other  case,  zero. 

"Implied  Writedown  Percentage"  means  (i)  the  Outstanding  Principal  Amount  divided  by  (ii)  the 
Pari  Passu  Amount. 

"Implied  Writedown  Reimbursement  Amount"  means,  (i)  if  the  Underlying  Instruments  do  not 
provide  for  writedowns,  applied  losses,  principal  deficiencies  or  realized  losses  as  described  in 
(i)  of  the  definition  of  "Writedown"  to  occur  in  respect  of  the  Reference  Obligation,  on  any 
Reference  Obligation  Payment  Date,  an  amount  determined  by  the  Calculation  Agent  equal  to 
the  excess,  if  any,  of  the  Previous  Period  Implied  Writedown  Amount  over  the  Current  Period 
Implied  Writedown  Amount,  in  each  case  in  respect  of  the  Reference  Obligation  Calculation 
Period  to  which  such  Reference  Obligation  Payment  Date  relates,  and  (ii)  in  any  other  case,  zero. 

"Legal  Final  Maturity  Date"  means  the  legal  final  maturity  date  for  the  relevant  Reference 
Obligation  set  forth  in  Annex  C  attached  hereto  (subject,  for  the  avoidance  of  doubt,  to  any 
business  day  convention  applicable  to  the  legal  final  maturity  date  of  the  Reference  Obligation), 
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provided  that  if  the  legal  final  maturity  date  of  the  Reference  Obligation  is  amended,  the  Legal 
Final  Maturity  Date  shall  be  such  date  as  amended. 

"Moody's"  means  Moody's  Investors  Service,  Inc.  or  any  successor  to  the  rating  business 
thereof. 

"Outstanding  Principal  Amount"  means,  as  of  any  date  of  determination  with  respect  to  the 
Reference  Obligation,  the  outstanding  principal  balance  of  the  Reference  Obligation  as  of  such 
date,  which  shall  take  into  account: 

(iv)       all  payments  of  principal; 

(v)        all  writedowns  or  applied  losses  (however  described  in  the  Underlying 
Instruments)  resulting  in  a  reduction  in  the  outstanding  principal  balance 
of  the  Reference  Obligation  (other  than  as  a  result  of  a  scheduled  or 
unscheduled  payment  of  principal); 

(vi)      forgiveness  of  any  amount  by  the  holders  of  the  Reference  Obligation 
pursuant  to  an  amendment  to  the  Underlying  Instruments  resulting  in  a 
reduction  in  the  outstanding  principal  balance  of  the  Reference  Obligation; 

(vii)      any  payments  reducing  the  amount  of  any  reductions  described  in  (ii)  and 
(iii)  of  this  definition;  and 

(viii)     any  increase  in  the  outstanding  principal  balance  of  the  Reference 

Obligation  that  reflects  a  reversal  of  any  prior  reductions  described  in  (ii) 
and  (iii)  of  this  definition). 

"Pari  Passu  Amount"  means,  as  of  any  date  of  determination,  the  aggregate  of  the  Outstanding 
Principal  Amount  of  the  Reference  Obligation  and  the  aggregate  outstanding  principal  balance  of 
all  obligations  of  the  Reference  Entity  secured  by  the  Underlying  Assets  and  ranking  pari  passu 
in  priority  with  the  Reference  Obligation. 

"Previous  Period  Implied  Writedown  Amount"  means,  in  respect  of  a  Reference  Obligation 
Calculation  Period,  the  Current  Period  Implied  Writedown  Amount  as  determined  in  relation  to 
the  last  day  of  the  immediately  preceding  Reference  Obligation  Calculation  Period. 

"Principal  Payment"  means,  with  respect  to  any  Reference  Obligation  Payment  Date,  the 
occurrence  of  a  payment  of  an  amount  to  the  holders  of  the  Reference  Obligation  in  respect  of 
principal  (scheduled  or  unscheduled)  in  respect  of  the  Reference  Obligation  other  than  a  payment 
in  respect  of  principal  representing  capitalized  interest,  excluding,  for  the  avoidance  of  doubt, 
any  Writedown  Reimbursement  or  Interest  Shortfall  Reimbursement. 

"Principal  Payment  Amount"  means,  with  respect  to  any  Reference  Obligation  Payment  Date,  an 
amount  equal  to  the  product  of  (i)  the  amount  of  any  Principal  Payment  on  such  date  and  (ii)  the 
Applicable  Percentage. 
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"Principal  Shortfall  Amount"  means,  in  respect-of  a  Failure  to  Pay  Principal,  an  amount  equal  to 
the  greater  of: 

(ix)      zero;  and 

(x)        the  amount  equal  to  the  product  of: 

(A)  the  Expected  Principal  Amount  minus  the  Actual  Principal 
Amount; 

(B)  the  Applicable  Percentage;  and 

(C)  the  Reference  Price. 

If  the  Principal  Shortfall  Amount  would  be  greater  than  the  Reference  Obligation  Notional 
Amount  immediately  prior  to  the  occurrence  of  such  Failure  to  Pay  Principal,  then  the  Principal 
Shortfall  Amount  shall  be  deemed  to  be  equal  to  the  Reference  Obligation  Notional  Amount  at 
such  time. 

"Principal  Shortfall  Reimbursement"  means,  with  respect  to  any  day,  the  payment  by  or  on 
behalf  of  the  Issuer  of  an  amount  in  respect  of  the  Reference  Obligation  in  or  toward  the 
satisfaction  of  any  deferral  of  or  failure  to  pay  principal  arising  from  one  or  more  prior 
occurrences  of  a  Failure  to  Pay  Principal. 

"Principal  Shortfall  Reimbursement  Amount"  means,  with  respect  to  any  day,  the  product  of  (i) 
the  amount  of  any  Principal  Shortfall  Reimbursement  on  such  day,  (ii)  the  Applicable  Percentage 
and  (iii)  the  Reference  Price. 

"Principal  Shortfall  Reimbursement  Payment  Amount"  means,  with  respect  to  an  Additional 
Fixed  Amount  Payment  Date,  the  sum  of  the  Principal  Shortfall  Reimbursement  Amounts  in 
respect  of  all  Principal  Shortfall  Reimbursements  (if  any)  made  during  the  Reference  Obligation 
Calculation  Period  relating  to  such  Additional  Fixed  Amount  Payment  Date,  provided  that  the 
aggregate  of  all  Principal  Shortfall  Reimbursement  Payment  Amounts  at  any  time  shall  not 
exceed  the  aggregate  of  all  Floating  Amounts  paid  by  Seller  in  respect  of  occurrences  of  Failure 
to  Pay  Principal  prior  to  such  Additional  Fixed  Amount  Payment  Date. 

"Rating  Agencies"  means  Fitch,  Moody's  and  Standard  &  Poor's. 

"Reference  Obligation  Amortized  Amount"  means,  with  respect  to  a  Reference  Obligation  and 
any  date  of  determination,  (i)  the  product  of  (a)  the  Original  Principal  Amount,  the  Initial  Factor 
and  the  Applicable  Percentage  minus  (ii)  the  aggregate  of  Principal  Payment  Amounts  with 
respect  to  such  Reference  Obligation  on  or  prior  to  such  date  of  determination. 

"Reference  Obligation  Calculation  Period"  means,  with  respect  to  each  Reference  Obligation 
Payment  Date,  a  period  corresponding  to  the  interest  accrual  period  relating  to  such  Reference 
Obligation  Payment  Date  pursuant  to  the  Underlying  Instruments. 
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"Reference  Obligation  Coupon"  means  the  periodic  interest  rate  applied  in- relation  to  each 
Reference  Obligation  Calculation  Period  on  the  related  Reference  Obligation  Payment  Date,  as 
determined  in  accordance  with  the  terms  of  the  Underlying  Instruments  as  at  the  Effective  Date, 
without  regard  to  any  subsequent  amendment. 

"Reference  Obligation  Payment  Date"  means  (i)  each  scheduled  distribution  date  for  the 
Reference  Obligation  occurring  on  or  after  the  Effective  Date  and  on  or  prior  to  the  Scheduled 
Termination  Date,  determined  in  accordance  with  the  Underlying  Instruments  and  (ii)  any  day 
after  the  Effective  Maturity  Date  on  which  a  payment  is  made  in  respect  of  the  Reference 
Obligation. 

"Relevant  Amount"  means,  with  respect  to  any  Reference  Obligation,  if  a  servicer  report  that 
described  a  Principal  Payment,  Writedown  or  Writedown  Reimbursement  (other  than  a 
Writedown  Reimbursement  within  paragraph  (i)  of  "Writedown  Reimbursement"),  in  each  case 
that  has  the  effect  of  decreasing  or  increasing  the  interest-accruing  principal  balance  of  such 
Reference  Obligation  as  of  a  date  prior  to  a  Delivery  Date  but  such  servicer  report  is  delivered  to 
holders  of  such  Reference  Obligation  or  to  the  Calculation  Agent  on  or  after  such  Delivery  Date, 
an  amount  equal  to  the  product  of  (i)  the  sum  of  any  such  Principal  Payment  (expressed  as  a 
positive  amount),  Writedown  (expressed  as  a  positive  amount)  or  Writedown  Reimbursement 
(expressed  as  a  negative  amount),  as  applicable;  (ii)  the  Reference  Price;  (iii)  the  Applicable 
Percentage  immediately  prior  to  such  Delivery  Date;  and  (iv)  the  Exercise  Percentage. 

"Senior  Amount"  means,  as  of  any  day,  the  aggregate  outstanding  principal  balance  of  all 
obligations  of  the  Reference  Entity  secured  by  the  Underlying  Assets  and  ranking  senior  in 
priority  to  the  Reference  Obligation. 

"Senior  Swap"  means  the  swap  agreement  entered  into  on  the  Effective  Date  between 
Counterparty  and  Goldman  Sachs  International  with  an  initial  notional  amount  of 
$1,200,000,000. 

"Senior  Swap  Notional  Amount"  has  the  meaning  set  forth  in  the  Senior  Swap. 

"Servicer"  means  any  trustee,  servicer,  sub  servicer,  master  servicer,  fiscal  agent,  paying  agent  or 
other  similar  entity  responsible  for  calculating  payment  amounts  or  providing  reports  pursuant  to 
the  Underlying  Instruments. 

"Servicer  Reports"  means  periodic  statements  or  reports  regarding  the  Reference  Obligation 
provided  by  the  Servicer  to  holders  of  the  Reference  Obligation. 

"Standard  &  Poor's"  means  Standard  &  Poor's  Rating  Services,  a  division  of  McGraw-Hill 
Companies,  Inc.  or  any  successor  to  the  rating  business  thereof. 

"Underlying  Assets"  means  the  assets  securing  the  Reference  Obligation  for  the  benefit  of  the 
holders  of  the  Reference  Obligation  and  which  are  expected  to  generate  the  cashflows  required 
for  the  servicing  and  repayment  (in  whole  or  in  part)  of  the  Reference  Obligation,  or  the  assets  to 
which  a  holder  of  such  Reference  Obligation  is  economically  exposed  where  such  exposure  is 
created  synthetically. 
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"Underlying  Instruments"  means  the  indenture,  trust  agreement,  pooling  and  servicing  agreement 
or  other  relevant  agreement(s)  setting  forth  the  terms  of  the  Reference  Obligation. 

"Writedown"  means  the  occurrence  at  any  time  on  or  after  the  Effective  Date  of: 

(i)  (A)  a  writedown  or  applied  loss  (however  described  in  the  Underlying 
Instruments)  resulting  in  a  reduction  in  the  Outstanding  Principal  Amount 
(other  than  as  a  result  of  a  scheduled  or  unscheduled  payment  of 
principal);  or 

(B)       the  attribution  of  a  principal  deficiency  or  realized  loss  (howsoever 
described  in  the  Underlying  Instruments)  to  the  Reference  Obligation 
resulting  in  a  reduction  of  the  current  interest  payable  on  the  Reference 
Obligation; 

(ii)        the  forgiveness  of  any  amount  of  principal  by  the  holders  of  the  Reference 
Obligation  pursuant  to  an  amendment  to  the  Underlying  Instruments 
resulting  in  a  reduction  in  the  Outstanding  Principal  Amount;  or 

(iii)       if  the  Underlying  Instruments  do  not  provide  for  writedowns,  applied 

losses,  principal  deficiencies  or  realized  losses  as  described  in  (i)  above  to 
occur  in  respect  of  the  Reference  Obligation,  an  Implied  Writedown 
Amount  being  determined  in  respect  of  the  Reference  Obligation  by  the 
Calculation  Agent,  as  applicable. 

"Writedown  Amount"  means,  with  respect  to  any  day,  the  product  of  (i)  the  amount  of  any 
Writedown  on  such  day,  (ii)  the  Applicable  Percentage  and  (iii)  the  Reference  Price. 

"Writedown  Reimbursement"  means,  with  respect  to  any  day,  the  occurrence  of  either: 

(i)        a  payment  by  or  on  behalf  of  the  Issuer  of  an  amount  in  respect  of  the 
Reference  Obligation  in  reduction  of  any  prior  Writedowns; 

(ii)        (A)       an  increase  by  or  on  behalf  of  the  Issuer  of  the  Outstanding 

Principal  Amount  of  the  Reference  Obligation  to  reflect  the  reversal  of 
any  prior  Writedowns;  or 

(B)       a  decrease  in  the  principal  deficiency  balance  or  realized  loss 
amounts  (howsoever  described  in  the  Underlying  Instruments)  attributable 
to  the  Reference  Obligation;  or 

(iii)      if  the  Underlying  Instruments  do  not  provide  for  writedowns,  applied 
losses,  principal  deficiencies  or  realized  losses  as  described  in  (ii)  above  to  occur 
in  respect  of  the  Reference  Obligation,  an  Implied  Writedown  Reimbursement 
Amount  being  determined  in  respect  of  the  Reference  Obligation  by  the  - 
Calculation  Agent. 
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"Writedown  Reimbursement  Amount"  means,  with  respect  to  any  day,  an  amount  equal  to  the 
product  of: 

(i)        the  sum  of  all  Writedown  Reimbursements  on  that  day; 

(ii)       the  Applicable  Percentage;  and 

(iii)      the  Reference  Price. 

"Writedown  Reimbursement  Payment  Amount"  means,  with  respect  to  an  Additional  Fixed 
Amount  Payment  Date,  the  sum  of  the  Writedown  Reimbursement  Amounts  in  respect  of  all 
Writedown  Reimbursements  (if  any)  made  during  the  Reference  Obligation  Calculation  Period 
relating  to  such  Additional  Fixed  Amount  Payment  Date,  provided  that  the  aggregate  of  all 
Writedown  Reimbursement  Payment  Amounts  at  any  time  shall  not  exceed  the  aggregate  of  all 
Floating  Amounts  paid  by  Seller  in  respect  of  Writedowns  occurring  prior  to  such  Additional 
Fixed  Amount  Payment  Date. 

Counterparty  hereby  agrees  (a)  to  check  this  Confirmation  carefully  and  immediately  upon 
receipt  so  that  errors  or  discrepancies  can  be  promptly  identified  and  rectified  and  (b)  to  confirm 
that  the  foregoing  correctly  sets  forth  the  terms  of  the  agreement  between  GSI  and  Counterparty 
with  respect  to  the  Component  Transactions  to  which  this  Confirmation  relates,  by  manually 
signing  this  Confirmation  and  providing  the  other  information  requested  herein  and  immediately 
returning  an  executed  copy  to  Swap  Administration,  Facsimile  No.:  1212  428  9189. 

[Remainder  of  Page  Intentionally  Left  Blank] 
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Goldman  Sachs  International  is  authorized  and  regulated  by  The  Financial  Services  Authority 
and  has  entered  into  this  transaction  as  principal.  The  time  at  which  the  above  transaction  was 
executed  will  be  notified  to  Counterparty  on  request. 

Yours  sincerely, 

GOLDMAN  SACHS  INTERNATIONAL 


Bv:      ^£Z&L<rJ5. 


Name: 


Title:  Matt  Seager 

Executive  Director 
Agreed  and  Accepted  by: 

HUDSON  MEZZANINE  FUNDING  2006-1,  LTD. 


By:  _ 

Name: 

Title: 
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Goldman  Sachs  International  is  authorized  and  regulated  by  The  Financial  Services  Authority 
and  has  entered  into  this  transaction  as  principal.  The  time  at  which  the  above  transaction  was 
executed  will  be  notified  to  Counterparty  on  request. 

Yours  sincerely, 

GOLDMAN  SACHS  INTERNATIONAL 


By: 

Agreed  and  Accepted  by: 

HUDSON  MEZZANINE  FUNDING  2006-1,  LTD. 


Name: 
Title: 


Director 
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Annex  A 


If  Interest  Shortfall  Cap  is  applicable,  then  the  following  provisions  will  apply: 


Interest  Shortfall  Cap  Basis: 

Interest  Shortfall  Cap 
Amount: 


Interest  Shortfall 
Reimbursement  Payment 
Amount: 


Fixed  Cap 

If  the  Interest  Shortfall  Cap  Basis  is  Fixed  Cap,  the  Interest 
Shortfall  Cap  Amount  in  respect  of  an  Interest  Shortfall 
shall  be  the  Fixed  Amount  calculated  in  respect  of  the 
Fixed  Rate  Payer  Payment  Date  immediately  following  the 
Reference  Obligation  Payment  Date  on  which  the  relevant 
Interest  Shortfall  occurred. 

If  the  Interest  Shortfall  Cap  Basis  is  Variable  Cap,  the 
Interest  Shortfall  Cap  Amount  applicable  in  respect  of  a 
Floating  Rate  Payer  Payment  Date  shall  be  an  amount 
equal  to  the  product  of: 

(a)  the  sum  of  the  Relevant  Rate  and  the  Fixed  Rate 
applicable  to  the  Fixed  Rate  Payer  Calculation 
Period  immediately  preceding  the  Reference 
Obligation  Payment  Date  on  which  the  relevant 
Interest  Shortfall  occurs; 

(b)  an  amount  determined  by  the  Calculation  Agent 
equal  to: 

(i)  the  sum  of  the  Reference  Obligation 
Notional  Amount  as  at  5:00  p.m.  in  the 
Calculation  Agent  City  on  each  day  in  such 
Fixed  Rate  Payer  Calculation  Period  divided 
by 

(ii)  the  actual  number  of  days  in  such  Fixed 
Rate  Payer  Calculation  Period;  and 

(c)  the  actual  number  of  days  in  such  Fixed  Rate  Payer 
Calculation  Period  divided  by  360. 

If  Interest  Shortfall  Cap  is  applicable,  then  with  respect  to 
the  first  Additional  Fixed  Amount  Payment  Date,  zero,  and 
with  respect  to  any  subsequent  Additional  Fixed  Amount 
Payment  Date  and  calculated  as  of  the  Reference 
Obligation  Payment  Date  immediately  preceding  such 
Additional  Fixed  Amount  Payment  Date,  as  specified  by 
the  Calculation  Agent  in  its  notice  to  the  parties  or  by 
Seller  in  its  notice  to  Buyer  of  the  existence  of  an  Interest 
Shortfall  Reimbursement,  an  amount  equal  to  the  greater 
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of: 

(a)  zero;  and 

(b)  the  amount  equal  to: 
(i)        the  product  of: 

(A)  the  Cumulative  Interest  Shortfall 
Payment  Amount  as  of  the 
Additional  Fixed  Amount  Payment 
Date  immediately  preceding  such 
Reference  Obligation  Payment  Date; 
and 

(B)  the  relevant  Cumulative  Interest 
Shortfall  Payment  Compounding 
Factor  for  the  Fixed  Rate  Payer 
Calculation  Period  immediately 
preceding  such  Additional  Fixed 
Amount  Payment  Date  (or  1.0  in 
respect  of  any  Additional  Fixed 
Amount  Payment  Date  occurring 
after  the  final  Fixed  Rale  Payer 
Payment  Date); 

minus 

(ii)        the  Cumulative  Interest  Shortfall  Amount  as 
of  such  Reference  Obligation  Payment  Date; 

provided  that  if  the  Interest  Shortfall  Reimbursement 
Payment  Amount  on  an  Additional  Fixed  Amount  Payment 
Date  would  exceed  the  Interest  Shortfall  Reimbursement 
Amount  in  respect  of  the  related  Reference  Obligation 
Payment  Date,  then  such  Interest  Shortfall  Reimbursement 
Payment  Amount  shall  be  deemed  to  be  equal  to  such 
Interest  Shortfall  Reimbursement  Amount. 

Cumulative  Interest  Shortfall  With  respect  to  any  Reference  Obligation  Payment  Date, 

Amount:  an  amount  equal  to  the  greater  of: 

(a)  zero;  and 

(b)  an  amount  equal  to: 

(i)         the  Cumulative  Interest  Shortfall  Amount  as 
of  the  Reference  Obligation  Payment  Date 
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Cumulative  Interest  Shortfall 
Payment  Amount: 


(ii) 


(iii) 


(iv) 


immediately  preceding  such  Reference 
Obligation  Payment  Date  or,  in  the  case  of 
the  first  Reference  Obligation  Payment 
Date,  zero;  plus 

the  Interest  Shortfall  Amount  (if  any)  in 
respect  of  such  Reference  Obligation 
Payment  Date;  plus 

an  amount  determined  by  the  Calculation 
Agent  as  the  amount  of  interest  that  would 
accrue  on  the  Cumulative  Interest  Shortfall 
Amount  immediately  preceding  such 
Reference  Obligation  Payment  Date  during 
the  related  Reference  Obligation  Calculation 
Period  pursuant  to  the  Underlying 
Instruments  or,  in  the  case  of  the  first 
Reference  Obligation  Payment  Date,  zero; 
minus 

the  Interest  Shortfall  Reimbursement 
Amount  (if  any)  in  respect  of  such 
Reference  Obligation  Payment  Date. 


Upon  the  occurrence  of  each  Delivery,  the  Cumulative 
Interest  Shortfall  Amount  shall  be  multiplied  by  a  fraction 
equal  to  (a)  the  Applicable  Percentage  immediately 
following  such  Delivery  divided  by  (b)  the  Applicable 
Percentage  immediately  prior  to  such  Delivery;  provided, 
however,  that  if  more  than  one  Delivery  is  made  during  a 
Reference  Obligation  Calculation  Period,  the  Cumulative 
Interest  Shortfall  Amount  calculated  as  of  the  Reference 
Obligation  Payment  Date  occurring  immediately  after  such 
Reference  Obligation  Calculation  Period  shall  be 
multiplied  by  a  fraction  equal  to  (a)  the  Applicable 
Percentage  immediately  following  the  final  Delivery  made 
during  such  Reference  Obligation  Calculation  Period  and 
(b)  the  Applicable  Percentage  immediately  prior  to  the  first 
Delivery  made  during  such  Reference  Obligation 
Calculation  Period. 

The  Cumulative  Interest  Shortfall  Payment  Amount  with 
respect  to  any  Fixed  Rate  Payer  Payment  Date  and  any 
Additional  Fixed  Amount  Payment  Date  falling  on  such 
Fixed  Rate  Payer  Payment  Date  shall  be  an  amount  equal 
to  the  greater  of: 
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(a)  zero;  and 

(b)  the  amount  equal  to: 
(i)        the  sum  of: 

(A)  the  Interest  Shortfall  Payment 
Amount  for  the  Reference 
Obligation  Payment  Date 
corresponding  to  such  Fixed  Rate 
Payer  Payment  Date;  and 

(B)  the  product  of: 

(1)  the  Cumulative  Interest 
Shortfall  Payment  Amount  as 
of  the  Fixed  Rate  Payer 
Payment  Date  immediately 
preceding  such  Fixed  Rate 
Payer  Payment  Date  (or  zero 
in  the  case  of  the  first  Fixed 
Rate  Payer  Payment  Date); 
and 

(2)  the  relevant  Cumulative 
Interest  Shortfall  Payment 
Compounding  Factor; 

minus 

(ii)  any  Interest  Shortfall  Reimbursement 
Payment  Amount  paid  on  such  Fixed  Rate 
Payer  Payment  Date. 

With  respect  to  any  Additional  Fixed  Amount  Payment 
Date  falling  after  the  final  Fixed  Rate  Payer  Payment  Date, 
the  Cumulative  Interest  Shortfall  Payment  Amount  shall  be 
equal  to: 

(x)  the  Cumulative  Interest  Shortfall  Payment  Amount 
as  of  the  Additional  Fixed  Amount  Payment  Date 
immediately  preceding  such  Additional  Fixed 
Amount  Payment  Date  (or  as  of  the  final  Fixed 
Rate  Payer  Payment  Date  in  the  case  of  the  first 
Additional  Fixed  Amount  Payment  Date  occurring 
after  the  final  Fixed  Rate  Payer  Payment  Date); 
minus 
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Cumulative  Interest  Shortfall 
Payment  Compounding 
Factor: 


Relevant  Rate: 


(y)  any  Interest  Shortfall  Reimbursement  Payment 
Amount  paid  on  such  Additional  Fixed  Amount 
Payment  Date. 

Upon  the  occurrence  of  each  Delivery,  the  Cumulative 

Interest  Shortfall  Payment  Amount  shall  be  multiplied  by  a 

fraction     equal     to     (a)     the     Applicable     Percentage 

immediately  following  such  Delivery  divided  by  (b)  the 

Applicable  Percentage  immediately  prior  to  such  Delivery; 

provided,  however,  that  if  more  than  one  Delivery  is  made 

during  a  Reference  Obligation  Calculation  Period,  the 

Cumulative  Interest  Shortfall  Payment  Amount  calculated 

as  of  the  Reference  Obligation  Payment  Date  occurring 

immediately  after  such  Reference  Obligation  Calculation 

Period  shall  be  multiplied  by  a  fraction  equal  to  (a)  the 

Applicable  Percentage  immediately  following  the  final 

Delivery     made     during     such     Reference     Obligation 

Calculation  Period  and   (b)   the  Applicable   Percentage 

immediately  prior  to  the  first  Delivery  made  during  such 

Reference  Obligation  Calculation  Period. 

With  respect  to  any  Fixed  Rate  Payer  Calculation  Period, 
an  amount  equal  to  the  sum  of: 


(a)  1.0;  . 
plus 

(b)  the  product  of: 

(i)  the  sum  of  (A)  the  Relevant  Rate  plus  (B) 
the  Fixed  Rate;  and 

(ii)  the  actual  number  of  days  in  such  Fixed 
Rate  Payer  Calculation  Period  divided  by 
360; 

provided,  however,  that  the  Cumulative  Interest  Shortfall 
Payment  Compounding  Factor  shall  be  deemed  to  be  1.0 
during  the  period  from  but  excluding  the  Effective 
Maturity  Date  to  and  including  the  Termination  Date. 

With  respect  to  a  Fixed  Rate  Payer  Calculation  Period,  the 
Floating  Rate,  expressed  as  a  decimal  number  with  seven 
decimal  places,  that  would  be  determined  if: 
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(a) 


(b) 


(c) 


the  2000  ISDA  Definitions  (and  not  the  2003  ISDA 
Credit  Derivatives  Definitions)  applied  to  this 
paragraph; 

the  Fixed  Rate  Payer  Calculation  Period  were  a 
"Calculation  Period"  for  purposes  of  such 
determination;  and 


the  following  terms  applied: 
(i) 


Rate  Source: 


the  Floating  Rate  Option  were  the  Rate 
Source; 

(ii)  the  Designated  Maturity  were  the  period  that 
corresponds  to  the  usual  length  of  a  Fixed 
Rate  Payer  Calculation  Period;  and 

(iii)  the  Reset  Date  were  the  first  day  of  the 
Calculation  Period; 

provided,  however,  that  the  Relevant  Rate  shall  be  deemed 
to  be  zero  during  the  period  from  but  excluding  the 
Effective  Maturity  Date  to  and  including  the  Termination 
Date. 

USD-LIBOR-BBA 
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Annex  B  -  Additional  Provisions 

1 .         Credit  Support  Documents: 

(a)        Standard  Guaranty  of  The  Goldman  Sachs  Group,  Inc. 
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(X) 


__ 


04541GRC8 
04541  GTS  t 
04544PAN9 
00437NAN2 
00442 1 UKT 
00412 1 UL5 
004421XQI 
00442IVB6 
00442 1 VC4 
126673L7S 
03072SVSS 
03072SV93 
03072SA62 
03072SMIS 
040I04NLI 
040104NM9 
O401O4RQ6 
040104  RR4 
0738795K0 
07387931)0 
0738793V8 
07387UHZ7 
O7387UJA0 
07387UBE0 
144531 FF2 
I44531FGO 
14453FAN9 
144S3EAM4 
1249SQAN6 
17307CU7-9 
126670BC1 
126670NN4 
126670NM6 
04S427AM3 
04S427ANI 
126673J94 
2944SFCW6 
32027NYD7 
32027NYE5 


Bloomberg  ID 


Reference  Number 


ABSHE  200S-HE3  M9 
ABSHE  2005-HE6M8 
ABSHE  2006-HE5  Ml 
ACCR  2006-2  M9 
ACE200S-HE7M8 
ACE  2005-HE7  M9 
ACE2006-ASP2M9 
ACE2006-NCI  M» 
ACE  2006-NCI  M9 
AM1T  2005-2  M! 
AMSI200SR11  MS 
AMS12005-R1I  M9 
AMS1  2005-R3  Ml 
AMS1  200S-RI  M9 
ARS1  2005-W2  M« 
ARSI  2005- W2  M9 
ARS1  2006-Wl  Ml 
ARSI  2006-W1  M9 
BSABS  2O05-EC1  Ml 
BSABS200S-HE1I  M7 
BSABS  2005-HE1I  Ml 
BSABS  2006-HE3  Ml 
BSABS  2006-HE3  M9 
BSABS  2006-FC1  Ml 
CARR2006-NC1  Ml 
CARR  2006-NCI  M» 
CARR  2006-NC2  M9 
CARR2006-RFCI  Ml 
CBASS  2006-CB4  B3 
CMLH  2005-OPT4  M9 
CWL  2005-10  MV8 
CWL  2005-BC5  B 
CWL  2005-BC5  Ml 
CWL  2006-8  M8 
CWL  2006-8  M9 
ECR  2005-2  B 
EMLT  2005-1  M» 
FFML2005-FF12B2 
FFML2005-FF12B3 


Legal  Maturity 
Date 


Fixed 
Rate 


Reference  Obligation 
Coupon 


SDB980877972 

4/25/203S 

2.10% 

SDB980877947 

7/25/2035 

1.15% 

SDB980S77948 

7/25/2036 

1.15% 

SDB980877973 

9/25/2036 

2.10% 

SDB980I77866 

11/25/2035 

1.30% 

SDB9808778S6 

11/25/2035 

2.45% 

SDB980877974 

3/25/2036 

2.10% 

SDB980877906 

12/25/2035 

1.45% 

SDB9808  77926 

12/25/2035 

2.65% 

SDB980877949 

7/25/2035 

1.15% 

SDB980877867 

1/25/2036 

1.30% 

SDB980877I87 

1/25/2036 

2.45% 

SDB980S77950 

5/25/2035 

1.15V. 

SDB980877975 

10/25/2035 

2.10% 

SD0980S7786H 

10/25/2035 

1.30% 

SDB980877888 

10/25/2035 

2.45% 

SDB980I77907 

3/15/2036 

1.45% 

SDB980877927 

3/25/2036 

2.65% 

SDB980877976 

lt/25/2035 

2.10% 

SDB980877869 

11/25/2035 

1.30% 

SDB980877SI9 

11/25/2035 

2.45% 

SDB980877908 

4/25/2036 

1.45% 

SDB9S087792S 

4/25/2036 

2.65% 

SDB980877977 

12/25/2035 

2.10% 

SDB980S77909 

1/25/2036 

t.45% 

SDB980877929 

1/25/203* 

2.65% 

SDB980877978 

6/25/203* 

2.10% 

SDB980S7795I 

5/25/203* 

1.15% 

SDB9I0877979 

5/25/203* 

2.10% 

SDB9S0877980 

7/25/2035 

2.10% 

SDB980877952 

2/25/203* 

1.15% 

SDB980877890 

1/25/2034 

2.45% 

SDB980I77I70 

1/25/203* 

1.30% 

SDB9I0I77910 

1/25/204* 

1.45% 

SDB980877930 

1/25/204* 

2.65% 

SDB98087798I 

1 1/25/2035 

2.10% 

SDB980877982 

4/25/2035 

2.10% 

SDB980877S7I 

11/25/2036 

1.30% 

SDB9S087789I 

11/25/2036 

2.45% 

Origin"' 

Outstanding 

Principal 

Amount 


L1BOR0IM  *  1.85% 
LIBOR0IM  ♦  1.53% 
LIBOR01M  +  1.00% 
HBOR0IM  *  1.90% 
LIBOR01M  +  1.70% 
LIBOR01M*2.50% 
LlBOROlM  +  2.00% 
L1BOR01M*  1.85% 
LIBOR01M*2.50% 
LIBOR01M  +  L3S% 
LIBOR01M  *  2J0% 
LIBOR01M  +  2.50% 
LIBOR0IM*l.42% 
L1BOR0IM  +  1.75% 
LIBOR0IM  *  1.45% 
L1BOR01M*  1.75% 
UBOR01M  *  1.50% 
LIBOR01M*2.50% 
LIBOR01M  ♦  2.00% 
UBOR01M  *  1.50% 
L1BOR01M  *  2.15% 
LIBOR0IM  *  1.40% 
LIBOR01M  *  2.25% 
LIBOR0IM  *  1.75% 
L1BOR0IM  *  1.55% 
LIBOROlM+2.65% 
LIBOROIM+1.85% 
LIBOR01M  +  1.05% 

6.O0V. 
LIBOR01M  *  1.68% 
LIBOR01M  *  IJI% 
LIBOR01M*  2.00V. 
L1BOR01M  *  2.00% 
LIBOR01M  ♦  1.15V. 
L1BOR01M  ♦  2.15% 
LIBORD1M  ♦  1.85% 
LIBOR01M  +  1.9% 
LIBOROIM  ♦  1.75% 
LIBOR01M  +  1.75% 


Initial  Face 
Amount 


7,055,000 
15,759,000 
8,685,000 
21,700,000 
21,571.000 
19,774,000 
5,618,000 
16.553,000 
13,243,000 
14,479,000 
15,560,000 
14,640,000 
10,000,000 
10,620,000 
27,500,000 
16,500,000 
31,850,000 
22,750,000 
8,802,000 
8,334,000 
7,052,000 
11305,000 
9,124,000 
6,241,000 
15,852,000 
14,410,000 
1,473,000 
10,758,000 
5,206,000 
7,776,000 
6,000,000 
11,875,000 
11,400,000 
22,000,000 
17,000,000 
14,000,000 
7,675,000 
21,616,000 
19,651,000 


Initial 

Factor 


Payment. 
Frequency- 


13,000,000 
13,000,000 
13,000,000 
13,000,000 
15,000,000 
15,000,000 
13,000,000 
15,000,000 
15,000,000 
13,000,000 
15,000,000 
15,000,000 
13,000,000 
13,000,000 
15,000,000 
15,000,000 
15,000,000 
15,000,000 
13,000,000 
15,000,000 
15,000,000 
15,000,000 
15,000,000 
13.000,000 
15,000,000 
15,000,000 
13,000,000 
13,000,000 
13,000,000 
13,000,000 
13,000,000 
15,000,000 
15,000,000 
15,000,000 
15,000,000 
13,000,000 
13,000,000 
15,000,000 
15,000,000 


1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 

i.oooo 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

I.OOOO 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

I.OOOO 

1.0000 

1.0000 

1.0000 

1.0000 

i.oooo 

1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
I.OOOO 


Payment 
Dale 


Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Moothly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 


25th 
25th 
25th 
25th 
25th 
25th 
25th 
25th 
25th 
25th 
25lb 
25lh 
25th 
'25lh 
25th 
25lh 
25th 
25th 
25th 
25th 
251b 
25th 
25th 
25lh 
25th 
ISth 
25th 
25th 
15th 
25th 
25lh 
25tb 
25lh 
2Slb 
25th 
25th 
25th 
25lh 
25lh 


Step  up 
proviliODl 


Interest 
Shortfall  Cap 


Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 
Applicable 
Applicable 
Applicable 
Applicable 
Applicable 
Applicable 
Applicable 
Applicable 
Applicable 


Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 


WaC  Cap  Interest 
Provision  . 


Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 

Nol  Applicable 

Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Nol  Applicable 
Not  Applicable 
Not  Applicable 
Nol  Applicable 
Not  Applicable 
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Bloomberg  ID 


Reference  Number 


Legal  Maturity 
Date 


86359DBT3 
32027NUT6 
32027GAPI 
36I334GJ7 
362334CC2 
320278AN4 
3S729PKE9 
3S729PPJ3 
35729PQF0 
31659TFJ9 
31659EANS 
3679I0AN6 
36242DWYS 
3624JD4C4 
34234 1 CZ0 
3623  J I AK 1 
36298YAJ9 
3622S6AL3 
362334CB8 
362348AJ3 
36234IKK4 
36234 1KL2 
36234 1 SA3 
36244  KANS 
36244KAP0 
362463AP6 
40430KAP6 
4370S4QH2 
4370I4QC4 
437084VZ6 
4370J4VY9 
46626LAM2 
46626LAN0 
4662SRAN5 
46629BBB4 
46626LFV7 
46626Lr"W5 
46626LGP9 
5425I4NJ9 
542514NK6 
5425I4RV8 
S42514RW6 

NYI  5962904v.ll 


FTML2005-FF3M9 
FFML  2005-FF7  Ml 
FFML2006-FFI2M9 
FFML2006-FF4  Bl 
FFML  2006-FF4  M8 
FFML  2006-FFJ  M9 
FHLT  2005-B  M10 
FHLT  2006-1  M7 
FHLT  2006-2  M7 
FMIC  2006-1  M9 
FMIC  2006-2  M9 
GEWMC  2005-1  B3 
CSAA  2005-3  B3 
GSAA  2005-6  B2 
GSAA  2005-8  B2 
GSAA  2006-12  B2 
GSAA  2006-14  Bl 
CSAA  2006-16  B2 
GSAA  2006-3  B3 
GSAA  2006-8  Bl 
CSAMP  200S-HE4  B2 
GSAMP  2005-HE4B3 
GSAMP2006-HE1  Ml 
GSAMP  2006-HE3  Ml 
GSAMP  2006-HE3  M9 
GSAMP  2006-NC2  M9 
HASC  2006-OPT4  M7 
HEAT  2005-1  Bl 
HEAT  2005-8  M8 
HEAT2O06-4BI 
HEAT  2006-4  M8 
JPMAC  2005-OPT1  IM8 
JPMAC  2005-OPT1  M9 
JPMAC2006-ACC1M8 
JPMAC  2006-CW2  MV9 
JPMAC  20O6-FRE1  M8 
JPMAC  2006-FREI  M9 
JPMAC  2006-HE1  Ml 
LBMLT  2005-WL2  M» 
LBMLT  2005-WL2  M9 
LBMLT  20O6-I  Ml 
LBMLT  2006-1  M9 


Filed 
Rale 


Reference  Obligation 
Coupon 


Original 

Outstanding 

Principal 

Amount 


Initial  Face 
Amount 


Initial 
Factor 


Payment 
Frequency 


Pnyinent 
Date 


Step  up 
provisions 


Interest 
Shortfall  Cap 


SDB9808779S3 

4/25/2035 

2.10% 

SDB9I0877953 

7/25/2035 

1.15V. 

SDB980877995 

9/25/2036 

2.10% 

SDB9S0877931 

3/25/2036 

265% 

SDB98087791 1 

3/25/2036 

1.45% 

SDB9S0877984 

7/25/2036 

2.10% 

SDB980877985 

4/25/2035 

2.10% 

SDB980877954 

4/25/2036 

1.15% 

SDB980S77955 

2/25/2036 

1.15% 

SDB980877986 

5/25/Z036 

210% 

SDB980877987 

7/25/2036 

210"/. 

SDB9808T7988 

10/25/2035 

210% 

SDB9I0878001 

12/25/2034 

2.10% 

SDB980877999 

6/25/2035 

1.15% 

SDB98O87B00O 

6/25/2035 

1.15% 

SDB9808780O4 

1/25/2036 

2.10% 

SDB980878005 

9/25/2036 

1.15% 

SDB9808780O6 

10/25/2036 

210% 

SDB980878OO2 

3/25/2036 

2.10% 

SDB980878003 

5/25/2036 

1.15% 

SDB9B0I77I72 

8/25/2035 

00% 

SDB980877892 

8/25/2035 

2.4S% 

SDB980877956 

1/25/2036 

1.15% 

SDB9808779I2 

5/25/2036 

1.45% 

SDB980877932 

5/25/2036 

2.65% 

SDB9808779I9 

6/25/2036 

2.10% 

SDB980877957 

3/25/2036 

1.15% 

SDB980877893 

2/25/2036 

2.4S% 

SDB980877873 

2/2S/2036 

1.30% 

SDB980877933 

8/25/2036 

2.65% 

SDB980877913 

8/25/2036 

1,45% 

SDB9I0877874 

6/25/2035 

1.30% 

SDB980877894 

6/25/2035 

2.4S% 

SDB9808779S8 

5/25/2036 

1.15% 

SDB980877990 

8/25/2036 

2.10% 

SDB980877914 

5/25/2035 

1.45% 

SDB980877934 

5/25/2035 

2.65% 

SDB980I77959 

1/25/2036 

1.15% 

SDB980B7787S 

8/25/2035 

1.30% 

SDB980877895 

8/25/2035 

245% 

SDB980I7791S 

2/25/2036 

1.43% 

SDB980877935 

2/25/2036 

2.65% 

LIBOROIM +200% 
LIBOROIM*  1.30% 
LIBOROIM  +  1.90% 
LIBOR01M  *  2.8% 
LIBOROIM  +  1.35% 
LIBOR01M  *  1.85% 
L1BOR01M  +  1.75% 
LIBOR01M  +  1.15% 
LIBOR0IM  +  1.15% 
LIBOROIM +  230% 
LIBOROIM*  1.90% 
LIBOROIM +  1.70% 
LIBOROIM +  2.15% 
LIBOR01M  +  1J0% 
LIBOR01M  *  1J3% 
LIBOROIMH.85% 
L1BOR01M  ♦  1.10% 
LIBOROIM  *  1.85% 
LIBOROIM +  200% 
LIBOROIM  ♦  1.10% 
LIBOROIM  ♦  1.30% 
UBOROIM  +  1.75% 
LIBOROIM  ♦  1.45% 
LIBOROIM  *  1.10% 
LIBOROIM  ♦  1.87% 
LIBOROIM +  205% 
LIBOROIM  *  1.15% 
LIBOROIM  *  1.70% 
LIBOROIM*  1.27% 
LIBOROIM +  225% 
LIBOROIM*  1.20% 
LIBOROIM  ♦  1.40% 
LIBOROIM  +  1.85% 
UBOROIM  ♦  1.05% 
UBOROIM  +  1.80% 
UBOROIM  *  1.45% 
UBOROIM  +  235% 
UBOROIM  + 1.50% 
LIBOROIM  +  1.40% 
LIBOROIM  +1.80% 
UBOROIM +1.45% 
LIBOROIM  +  250% 


7,703,000 
10,721.000 
6,823,000 
11,961,000 
11,298,000 
5,934,000 
13,269,000 
11,635.000 
13.272,000 
9,330,000 
8,000,000 
11,823.000 
1,918,000 
5,376,000 
3,019,000 
S,177,00O 
12.661,000 
7,262,000 
5,038,000 
7,828,000 
18J16.0OO 
19,781,000 
13,528,000 
22,348,000 
19,156,000 
7,052,000 
13,435,000 
12,750,000 
15,000,000 
11.200,000 
16,000,000 
18,876,000 
15,101,000 
7,540,000 
1,354,000 
14,174,000 
11,136,000 
7,123,000 
18,935,000 
27,557,000 
25.000,000 
20,000,000 


13,000,000 

13,000,000 

13,000.000 

15,000.000 

15,000,000 

13,000,000 

13,000,000 

13,000,000 

13,000,000 

13,000,000 

13,000,000 

13,000,000 

15300,000 

15,500,000 

15,500,000 

15,500,000 

15,500,000 

15400,000 

15,500,000 

15,500,000 

15.000.000 

15,000,000 

13,000,000 

15,000,000 

15,000,000 

13,000,000 

13,000,000 

15,000,000 

15,000,000 

15,000,000 

15,000,000 

15,000,000 

15,000,000 

13,000,000 

13,000,000 

15,000,000 

15,000,000 

13,000,000 

15,000,000 

■  5,000,000 

15,000,000 

15,000,000 


1 .0000 

1.0000 

I.OODO 

1 .0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.D0O0 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 


Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 


25lh 

25lh 

25th 

25th 

25th 

25th 

25th 

25lb 

25th 

25th 

2Stb 

25th 

25th 

25th 

25th 

25th 

25th 

25th 

25th 

25th 

25th 

2Stb 

25th 

25lh 

2Slb 

25lb 

25lb 

25th 

25th 

25th 

251b 

25th 

25th 

25th 

25tb 

25tb 

25th 

25th 

25th 

2Stb 

25th 

25th 


Applicable 
Applicable 
Applicable 
Applicable 
Applicable 
Applicable 
Applicable 
Applicable 
Applicable 
Applicable 
Applicable 
Applicable 
Applicable 
Applicable 
Applicable 
Applicable 
Applicable 
Applicable 
Applicable 
Applicable 
.  Applicable 
Applicable 
Applicable 
Applicable 
Applicable 
Applicable 
Applicable 
Applicable 
Applicable 
Applicable 
Applicable 
Applicable 
Applicable 
Applicable 
Applicable 
Applicable 
Applicable 
Applicable 
Applicable 
Applicable 
Applicable 
Applicable 


Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 


WAC  Cap  Interest 
Provlsioo 


Not  Applicable 
Not  Applicable 
Nol  Applicable 
Not  Applicable 
Not  Applicable 
'Not  Applicable 
Not  Applicable 
Nol  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Nol  Applicable 
Not  Applicable 
Nol  Applicable 
Nol  Applicable 
Not  Applicable 
Not  Applicable 
Nol  Applicable 
Nol  Applicable 
Nol  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Nol  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Nol  Applicable 
Not  Applicable 
Nol  Applicable 
Not  Applicable 
Nol  Applicable 
Nol  Applicable 
Not  Applicable 
Nol  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Nol  Applicable 
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Bloomberg  ID 


57643LMXI 
57643LMY9 
57643LNP7 
57643LNQ5 
59020UG5S 
S902DUG66 
59020U3N3 
59020U3Q6 
6I744CUZ7 
61744CVAI 
6I749KAPS 
61749KAQ6 
6I7451FD6 
6I74S1FE4 
6I744CYX8 
64352VNB3 
64352  VNC1 
64352  VPCO 
669»7WCU9 
669S8VAM0 
68389FKZ6 
68402CAN4 
69121PDP5 
73316FKB5 
76U2BVXS 
761UBD3I 
761I2BD49 
75I54TAL4 
75I56TAM2 
75156UAM9 
76U0W2QS 
76I10W7L4 
76II0W7M2 
75406AAL3 
76113ABT7 
761I3ABU4 
SI375WDJ2 
S1375WGK6 
SI375WGL4 
SI375WCX2 
81375WJN7 
S137SWJP2 


Reference  Number 


_i_ 


Legal  Maturity 
Dale 


MABS2005-NC2MB 
MABS2005-NC2M9 
MABS  2006-NCI  MS 
MABS  2006-NCI  M9 
MLM1  2005-ARI  B2 
MLMI  2005-ARI  B3 
MLMI  2006-HEl  B2A 
MLMI  2006-HEI  B3A 
MSAC  20OS-HE5  B2 
MSAC  200S-HES  B3 
MSAC  2006-WMC2  B2 
MSAC  2006-WMC2  B3 
MSC  2006-HE2  B2 
MSC  2006-HE2  B3 
MSHEL  2006-2  B2 
NCHET  2005-4  M8 
NCHET  2005-4  M9 
NCHET  200S-C  M8 
NHEL  2005-2  M8 
NHEL  2006-2  M7 
OOMLT  2006-1  M9 
OOMLT  2006-2  M8 
OWNIT  2006-2  B2 
POPLR  2006-A  M6 
RAMP200S-EFC2M9 
RAMP2005-EFC4MS 
RAMP  2005-EFC4  M9 
RAMP  2006-NC2  MB 
RAMP2006-NC2M9 
RAMP2006-RZ2M9 
RASC  200S-EMX2  M9 
RASC  2005-KSU  MB 
RASC2005-KSII  M9 
RASC  2006-EMX2  M8 
RASC  2006-KS3  MS 
RASC  2006-KS3  M9 
SABR2005-EC1  B2 
SABR2005-HEIB2 
SABR2005-HE1  B3 
SABR2005-OPI  82 
SABR2006-OPI  B2 
SABR2006-OP1  B3 


Fiitd 
Rate 


Reference  Obligation 
Coupoo 


Original 

Outstanding 

Principal 

Amount 


JL 


Initial  Face 
Amount 


SDB9S0877876 

11/25/2035 

1.30% 

SDB980S77896 

11/25/2035 

2.45V. 

SDB9S0S779I6 

1/25/2036 

1.45% 

SDB9S0S77936 

1/25/2036 

2.65% 

SDB980877877 

6/25/2036 

1.30% 

SDB9S0S77S97 

6725/2036 

2.45% 

SDB9808779I7 

12/25/2036 

1.45% 

SDB9S0877937 

12/25/2036 

2.65% 

SDB9S087787S 

9/25/2035 

U0% 

SDB9S0ST7S98 

9/25/2035 

2.45% 

SDB9808779IS 

7/25/2036 

1.45% 

SDB980877938 

7/25/2036 

2.65% 

SDB9S08779I9 

3/25/2036 

1.45% 

SDB980S77939 

3/25/2036 

2.65% 

SDB9S0877960 

2/25/2036 

1.15% 

SDB9S0877879 

9/25/2035 

1.30% 

SDB980877S99 

9/25/2035 

2.45% 

SDB980B77961 

12/25/2035 

1.15% 

SDB9I0S77962 

10/25/2035 

1.15% 

SDB9S0S77963 

6/25/2036 

1.15% 

SDB9S0S7799I 

1/25/2036 

2.10% 

SDB9S0S77964 

7/25/2036 

1.15% 

SDB980S7796S 

1/25/2037 

1.15% 

SDB9S0877992 

2/25/2036 

2.10% 

SDB9S0877993 

7/25/2035 

2.10% 

SDB980877S80 

9/25/2035 

1.30% 

SDB980877900 

9/25/2035 

2.45% 

SDB9808779Z0 

■  2/25/2036 

1.45% 

SDB98087794I 

2/25/2036 

2.65% 

SDB980S77998 

5/25/2036 

2.10% 

SDB980877994 

7/25/2035 

2.10% 

SDB980877881 

12/25/2035 

1.30% 

SDB980877901 

12/25/2035 

2.45% 

SDB9S0877966 

2/25/2036 

1.15% 

SDB98087792I 

4/25/2036 

1.45% 

SDB980877942 

4/25/2036 

2.65% 

SDB980877967 

1/25/2035 

1.15% 

SDB9S08778B2 

10/25/2035 

1.30% 

SDB980877902 

10/25/2035 

2.45% 

SDB9S0S7796S 

1/25/2035 

1.15% 

SDB9S0S77922 

10/25/2035 

1.45% 

SDB980S77943 

10/25/2035 

2.63% 

LIBOROIM  +  1.95% 
LIBOROIM +  2.50% 
LIBOROIM*  1.40% 
UBOR01M  ♦  2.50% 
LIBOROIM  *  1.45% 
LIBOROIM*  1.80% 
LIBOR01M  ♦  1.45 V. 
UBOR01M  *  2.25% 
UBOR01M  +  1.30% 
UBOR01M  *  1.75% 
LIBOR0IM  *  1.05% 
LIBOROIM  +  2.00% 
UBOR01M  *  1.20% 
LIBOROIM  *  2.15% 
LIBOROIM  +  1.25% 
LIBOROIM  +  1.30% 
LIBOROIM  ♦  1.80% 
LIBOROIM  +  2.35% 
LIBOROIM  ♦  1.27% 
LIBOROIM*  1.05% 
LIBOROIM  +  2.30% 
LIBOROIM  +  1.25% 

6.00% 
UBOR01M  +  2.2S% 
LIBOROIM  +  1.80% 
LIBOROIM*  1.29% 
LIBOROIM  +  1.75% 
LIBOROIM  *  1.40% 
LIBOROIM  ♦  2.45% 
LIBOROIM  *  2.20% 
LIBOROIM  *  1.80% 
LIBOROIM*  1.80% 
LIBOROIM  *  2.50% 
LIBOROIM  *  1.55% 
LIBOROIM  ♦  1.20% 
LIBOROIM  *2.IS% 
LIBOROIM*  1.35% 
LIBOROIM*  2.00% 
LIBOROIM*  2.25% 
LIBOROIM*  1.30% 
LIBOROIM*  1.40% 
LIBOROIM  +  1.90% 


1,576,000 
9.027,000 
11,897,000 
7,778,000 
10,528,000 
11,082,000 
i,2Sl,000 
5,079,000 
19,333,000 
15,616,000 
27J31.000 
26,030,000 
29,469,000 
23,802,000 
14,446,000 
22,900,000 
22,900,000 
23,034,000 
13,500,000 
(.127,000 
25,686,000 
12,000,000 
9,961,000 
1,300,000 
7,727,000 
8,797,000 
9,164,000 
7,600,000 
7,600,000 
3,375,000 
6,419,000 
16,560,000 
15,180,000 
1,550,000 
12,650,000 
11400,000 
3,580,000 
14,925,000 
.    14,303,000 
11,213,000 
1 1 ,337,000 
12.597,000 


Initial 
Factor 


Payment 
Frequency 


Payment 
Date 


Step  up 
provisions 


15,000,000 

15.000,000 

15.000,000 

15,000.000 

15,000.000 

15,000,000 

15,000,000 

15,000,000 

15,000,000 

15,000,000 

15.000,000 

15,000.000 

15,000.000 

15,000.000 

13,000,000 

15,000,000 

15,000,000 

13,000,000 

13,000,000 

13,000,000 

13,000,000 

13,000,000 

13,000,000 

11,000,000 

13,000,000 

15,000,000 

15,000,000 

15,000,000 

15,000,000 

13,000,000 

13,000,000 

15,000,000 

15,000,000 

13,000,000 

15,000,000 

15,000,000 

13,000,000 

15,000,000 

15.000,000 

13,000,000 

15,000,000 

15,000,000 


1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 
1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

i.oooo 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

I.OOOO 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 

1.0000 


Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 


25th 

ZStti 

25th 

25th 

25th 

25th 

25th 

Z5th 

25th 

25th 

25th 

25th 

25th 

25th 

25th 

25th 

251b 

25th 

ZSlh 

25th 

25th 

25th 

25th 

25lh 

25tb 

251b 

25th 

2Stb 

25th 

25th 

25th 

25th 

25th 

25th 

25th 

25th 

25th 

25th 

25th 

25th 

25th 

25th 


Interest 
Shortfall  Cap 


WAC  Cap  Interest 
Provision 


Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 


Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 


Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
'Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Nol  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Nol  Applicable 
Not  Applicable 
Nol  Applicable 
Nol  Applicable 
Not  Applicable 
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S6358EXEI 
86358  EX  F8 
86360WAM4 
86360WAN2 
863576DNI 
S63576DP6 
86359B6K2 
86360LAM8 
86360  LAN6 
S0S564SK8 
S47SIPKL2 
83611MKM9 
8361IMKN7 
S36IIMMU9 
83612CAN9 
83612CAP4 
9497EUAR8 


Bloomberg  ID 


SAIL200S-HE3M8 

SA1L2005-HE3M9 

SAIL  2006-4  M7 

SAIL  2006-4  MB 

SASC  2005- WF4  IVU 

SASC  2005-WF4  M9 

SASC  2005- WMC1  M4 

SASC  2006-WF2  M8 

SASC  2006-WF2  M9 

SAST  2005-2  B2 

SURF2006-BCI  B2A 

SVHE  2005-4  MS 

SVHE  2005-4  M9 

SVHE  20O6-OPT2  M8 

SVHE  2006-OFT5  M8 

SVHE  2006-OPT5  M9 

WFHET  2006-1  M9 


Reference  Number 


SDB980877S83 

SDB980877903 

SDB9S0877923 

SDB980877944 

50B9S0877S84 

SDB980877904 

SDB980877969 

SDB980877924 

SDB980877945 

SDB980877970 

SDB98087797I 

SDB980S77885 

SDB980877905 

SDB980877996 

SDBJ80877925 

SDB980877946 

SDB980877997 


Legal  Maturity 
Dilc 


9/2S/103S 
9/25/1035 
7/25/1036 
7/2  5/2036 
1 1/25/2035 
1 1/25/2035 
1  (25/2035 
7/25/2036 
7/2S/2036 
10/25/2035 
12/2S/2036 
3/25/2036 
3/25/2036 
5/25/2036 
7/25/2036 
7/25/2036 
5/25/2036 


Fiied 
Rate 


1.30  V. 

2.45V. 

1.45% 

2.6SV. 

IJ0V. 

2.45% 

1.15% 

1.45% 

2.65% 

1.15% 

1.15% 

1.30% 

1.45% 

2.10% 

1.45% 

2.65% 

2.10% 


Reference  Obligation 
Coupon 


LIBOROIM  +  1.40% 
LIBOROIM  +  1.80% 
L1BOR01M+ 1.20V. 
LIBOROIM +  2.00% 
LIBOROIM  +  1.75% 
L1BOR01M '  +  2.50  V. 
LIBOR01M  +  1.35% 
LIBOROIM*  1.05% 
LIBOR01M+ 1.90V. 
LIBOR01M  +  1.30V. 
L1BOR01M  +  1.45V. 
LIBOROIM +  2.50% 
LIBOROIM  *  2.50% 
LIBOROIM +  2.15% 
LIBOROIM  ♦  1.10% 
LIBOROIM  ♦  2.00% 
LIBOROIM  +  1.90% 


Original 

Outstanding 

Principal 

Amount. 


20,147,000 
18.962.000 
19.571.000 
18,348,000 
14,717,000 
14,717,000 
1,544,000 
I2J42.000 
18,189,000 
9,800.000 
12.000,000 
11,921,000 
10.155.000 
15,200,000 
38,750,000 
34,100,000 
5,481,000 


Initial  Face 
Amount 


15,000,000 
15.000,000 
15.000.000 
15.000,000 
15,000,000 
15.000,000 
13.000,000 
15,000,000 
15,000,000 
13,000.000 
13,000,000 
15,000,000 
15,000,000 
13,000,000 
15,000,000 
15,000,000 
13,000,000 


Initial 
Factor 


Payment 
Frequency. 


1.0000 
1.0000 
1.0000 
1.0000 
1.0000 

i.oooo 

1.0000 

i.oooo 

1.0000 
1.0000 
1.0000 

i.oooo 

1.0000 
I.OOOO 
I.OOOO 
1.0000 
1.0000 


Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 


Payment 
Date 


25th 

25th 

25th 

25th 

25th 

25th 

25th 

250i 

25th 

25th 

25th 

25th 

25th 

25th 

25th 

25th 

25lh 


Step  tip 

provision! 


Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 


Interest 
Shortfall  Cap 


Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 

Applicable 


WAC  Cap  Interest 
Provision 


Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
Not  Applicable 
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A5SET  BACKED  SECURITIES  CORP  HOME  EQUITY  LN  TRST 

ASSET  BACKED  SECURITIES  CORP  HOME  EQUITY  LN  TRST 

ASSET  BACKED  SECURITIES  CORP  HOME  EQUITY  LN  TRST 

ACCREDITED  MORTCACE  LOAN  TRUST 

ACE  SECURITIES  CORP. 

ACE  SECURITIES  CORP. 

ACE  SECURITIES  CORP. 

ACE  SECURITIES  CORP. 

ACE  SECURITIES  CORP. 

AAMES  MORTCACE  INVESTMENT  TRUST 

AMERIQUEST  MORTCACE  SECURITIES  INC 

AMERIQUEST  MORTCACE  SECURITIES  INC. 

AMERIQUEST  MORTCACE  SECURITIES  INC 

AMERIQUEST  MORTCACE  SECURITIES  INC. 

ARGENT  SECURITIES  INC. 

ARGENT  SECURITIES  INC. 

ARGENT  SECURITIES  INC. 

ARGENT  SECURITIES  INC. 

BEAR  STEARNS  ASSET  BACKED  SECURITIES.  INC 

BEAR  STEARNS  ASSET  BACKED  SECURITIES.  INC. 

BEAR  STEARNS  ASSET  BACKED  SECURITIES.  INC. 

BEAR  STEARNS  ASSET  BACKED  SECURITIES.  INC. 

BEAR  STEARNS  ASSET  BACKED  SECURITIES.  INC. 

BEAR  STEARNS  ASSET  BACKED  SECURITIES,  INC 

CARRINGTON  MORTCACE  LOAN  TRUST 

CARR1NGTON  MORTCACE  LOAN  TRUST 

CARRINGTON  MORTCACE  LOAN  TRUST 

CARRINGTON  MORTCACE  LOAN  TRUST 

CREDIT-BASED  ASSET  SERVICINC  AND  SECURITIZATION 

crncROUP  mortcage  loan  trust,  inc 

COUNTRYWIDE  ASSET-BACKED  CERTIFICATES 
COUNTRYWIDE  ASSET-BACKED  CERTIFICATES 
COUNTRYWIDE  ASSET-BACKED  CERTIFICATES 
COUNTRYWIDE  ASSET-BACKED  CtRTinCATES 
COUNTRYWIDE  ASSET-BACKED  CERTIFICATES 

ENCORE  CREDIT  RECEIVABLES  TRUST 

CQU1FIRST  MORTCACE  LOAN  TRUST 
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04541GRCB 
04541  GTS  1 
04S44PAN9 
00437NANJ 
00442 1UK7 
004411 ULS 
00442IXQ1 
00442IVB6 
00442 1 VC4 
11SS73L7S 
030725VBS 
03072SV93 
030T1SA«2 
03072SMB5 
040104NLI 
040104NM9 
040I04RQ6 
040104  RR4 
073S79SKO 
0738793UO 
073S79JV8 
07387UHZ7 
07317UJAO 
07387UBE0 
I4453IFF7 
I44S31FG0 
I44S3FAN9 
I44S3EAM4 
I249BQAN6 
17307GUZ9 
I26470BC1 
I2M70NN4 
I2M70NM4 
04S427AM1 
04S427AN1 
IIM73J94 
29445FCW6 


Rtftrgia  Nnwbtr 
SDB98087797I 
SDB980877947 
SDB980877948 
SDB98087797J 
SDB9S0877868 
SDB9S08T7SIS 
SDB9S0877974 
SDB980S77906 
SDB980877928 
SDB980877949 
SDB980877867 
SDB980877817 
SDB9808779SO 
SDB980S77975 
SD8980S77S68 
SDB9I0I77ISI 
SDB9I0877907 
SDB9808T7927 
SDB9I0877978 
SDB9S01 77869 
SDB980B77889 
SDB98087790B 
SDB9WB779U 
SDB980S77977 
SDB980877909 
SDB980877929 
SDB980877978 
5DB980877951 
SDB980877979 
SDB980877980 
SDB9I0877952 
SDB980877S90 
SDB980877870 
SDB9SOS77910 
SDB980S77930 
SDB980877981 
SDB980877981 
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FIRST  FRANKLIN  MTC  LOAN  ASSET  BACKED  CERTIFICATES 

FIRST  FRANKLIN  MTC  LOAN  ASSET  BACKED  CERTIFICATES 

FIRST  FRANKLIN  MTC  LOAN  ASSET  BACKED  CERTIFICATES 

FIRST  FRANKLIN  MTC  LOAN  ASSET  BACKED  CERTIFICATES 

FIRST  FRANKLIN  MTC  LOAN  ASSET  BACKED  CERTIFICATES 

FIRST  FRANKLIN  MTC  LOAN  ASSET  BACKED  CERTIFICATES 

FIRST  FRANKLIN  MTG  LOAN  ASSET  BACKED  CERTIFICATES 

FIRST  FRANKLIN  MTC  LOAN  ASSET  BACKED  CERTIFICATES 

FREMONT  HOME  LOAN  TRUST 

FREMONT  HOME  LOAN  TRUST 

FREMONT  HOME  LOAN  TRUST 

F1ELDSTONE  MORTGAGE  INVESTMENT  CORF. 

FIELDSTONE  MORTGAGE  INVESTMENT  CORP. 

GE-WMC  MORTGAGE  SECURITIES  LLC 

GSAA  HOME  EQUITY  TRUST 

GSAA  HOME  EQUITY  TRUST 

CSAA  HOME  EQUITY  TRUST 

GSAA  HOME  EQUITY  TRUST 

CSAA  HOME  EQUITY  TRUST 

CSAA  HOME  EQUITY  TRUST 

GSAA  HOME  EQUITY  TRUST 

CSAA  HOME  EQUITY  TRUST 

GSAMF  TRUST 

GSAMP  TRUST 

CSAMP  TRUST 

CSAMP  TRUST 

GSAMP  TRUST 

GSAMP  TRUST 

I1S1  ASSET  SECURITIZATION  CORPORATION  TRUST 

HOME  EQUITY  ASSET  TRUST 

HOME  EQUITY  ASSET  TRUST 

HOME  EQUITY  ASSET  TRUST 

HOME  EQUITY  ASSET  TRUST 

JP  MORGAN  MORTCACE  ACQUISITION  CORP 

JP  MORGAN  MORTGAGE  ACQUISITION  CORP 

JP  MORCAN  MORTCACE  ACQUISITION  CORP 

JP  MORCAN  MORTCACE  ACQUISITION  CORP 

JP  MORGAN  MORTGAGE  ACQUISITION  CORP 

JP  MORGAN  MORTGAGE  ACQUISITION  CORP 
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32027NYD7 
32027NYE5 
863S9DBT3 
32027NUT6 
J2027GAPI 
3623J4CJ7 
J62334GC2 
320278AN4 
35729PKE9 
35729PPJJ 
J5729PQF0 
316J9TFJ9 
JI659EAN8 
367910AN6 
36Z42DWY3 
36242D4C4 
342341  CM 
362381AK1 
36298YAJ9 
3622S6AL3 
J62U4CBJ 
36Z348AJ3 
36234 1KK4 
36134 IKL2 
36234ISA3 
36244  KANS 
36244KAP0 
362463AP6 
40430  KAP6 
4370S4QH2 
437084QC4 
437084  VZ6 
437084VY9  . 
46626LAM2 
46626LAN0 
4662SRANS 
46629BBB4 
46626LFV7 
46626LFWS 


SDB980I77S71 

SDB980877891 

SDB9S0I77983 

SDB9J0877953 

SDB98087799S 

SDB98087793I 

SDB9S08779II 

SDB980877984 

SDB9S08779B5 

SDB9808779S4 

SDB980S779SS 

SDB980877986 

SDB9808779S7 

SDB9808779SB 

SDB980S780O1 

SDB980877999 

SDB980S78000 

SDB980878004 

SDB9S087800S 

SDB98D878006 

SDB980S7800Z 

SDB980878003 

SDB980877872 

SDB980877892 

SDB9808779S6 

SDB9808779I2 

SDB9808779J2 

SDB98087798? 

SDB980877957 

SDB9S0877I93 

SDB980877873 

SDB980877933 

SDB980ST7913 

SDB980877874 

SD89S0877S94 

SDB9808T79S8 

SD8980877990 

SDB9808779I4 

SDB980877934 
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JP  MORGAN  MORTGAGE  ACQUISITION  CORP 

LONG  BEACH  MORTGAGE  LOAN  TRUST 

LONG  BEACH  MORTGAGE  LOAN  TRUST 

LONG  BEACH  MORTGAGE  LOAN  TRUST 

LONG  BEACH  MORTGAGE  LOAN  TRUST 

MASTR  ASSET  BACKED  SECURITIES  TRUST 

MASTR  ASSET  BACKED  SECURITIES  TRUST 

MASTR  ASSET  BACKED  SECURITIES  TRUST 

MASTR  ASSET  BACKED  SECURITIES  TRUST 

MERRILL  LYNCH  MORTCAGE  INVESTORS  TRUST 

MERRILL  LYNCH  MORTCAGE  INVESTORS  TRUST 

MERRILL  LYNCH  MORTCAGE  INVESTORS  TRUST 

MERRILL  LYNCH  MORTCAGE  INVESTORS  TRUST 

MORCAN  STANLEY  ABS  CAPITAL  I 

MORGAN  STANLEY  ABS  CAPITAL  I 

MORCAN  STANLEY  ABS  CAPITAL  I 

MORGAN  STANLEY  ABS  CAPITAL  I 

MORGAN  STANLEY  CAPITAL  I 

MORCAN  STANLEY  CAPITAL  I 

MORGAN  STANLEY  HOME  EQUITY  LOANS 

NEW  CENTURY  HOME  EQUITY  LOAN  TRUST 

NEW  CENTURY  HOME  EQUITY  LOAN  TRUST 

NEW  CENTURY  HOME  EQUITY  LOAN  TRUST 

NOVASTAR  HOME  EQUITY  LOAN 

NOVASTAR  HOME  EQUITY  LOAN 

OPTION  ONE  MORTGAGE  LOAN  TRUST 

OPTION  ONE  MORTCAGE  LOAN  TRUST 

OWNIT  MORTGACE  LOAN  ASSET-BACKED  CERTIFICATES 

POPULAR  ABS  MORTGAGE  PASS-THROUGH  TRUST 

RESIDENTIAL  ASSET  MORTCACE  PRODUCTS,  INC. 

RESIDENTIAL  ASSET  MORTGAGE  PRODUCTS,  INC 

RESIDENTIAL  ASSET  MORTGAGE  PRODUCTS.  INC. 

RESIDENTIAL  ASSET  MORTCACE  PRODUCTS,  INC. 

RESIDENTIAL  ASSET  MORTCACE  PRODUCTS.  INC. 

RESIDENTIAL  ASSET  MORTCAGE  PRODUCTS,  INC. 

RESIDENTIAL  ASSET  SECURITIES  CORPORATION 

RESIDENTIAL  ASSET  SECURITIES  CORPORATION 

RESIDENTIAL  ASSET  SECURITIES  CORPORATION 

RESIDENTIAL  ASSET  SECURITIES  CORPORATION 
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46626LGP9 
S4Z5I4NJ9 
S42S14NK6 
5425HRV8 
54251 4RW6 
57643LMXI 
57643  LMY9 
57643LNP7 
57643LNQ5 
59010UG58 
59020UG6* 
S9020U3N3 
S9020UJQ6 
61744CUZ7 
6I744CVAI 
6I749KAP8 
61749KAQ6 
6I7451FD6 
6I74S1FE4 
61744CYXS 
643J2VNB3 
64352  VNCI 
64352VPC0 
669S7WCU9 
669S8VAM0 
6S3I9FKZ6 
6S402CAN4 
6912IPDP5 
733I6PKBS 
76II2BVX5 
761 I2BD3I 
76I12BD49 
751S6TAL4 
7S156TAM2 
75156UAM9 
76110W2QS 
76I10W7L4 
76I10W7M2 
7S406AAU 


SDB980S77959 

SDB980177S75 

SDB980877895 

SDB980S779I5 

SDB98087793S 

SDB980877876 

SDB980877896 

SDB980I77916 

SDB9S0877936 

SDB980877877 

SDB980I77897 

SDB9B0I779I7 

SDB9S0877937 

SDB980877878 

SDB980877I9I 

SDB980S77918 

SDB980877938 

SDB980877919 

SDB9S0877939 

SDB980S77960 

SDB9S0877S79 

SDB980877899 

SDB980S77961 

SDB980I77962 

SDB9S0B77963 

SDB980877991 

SDB980877964 

SDB980877965 

SDB980877992 

SDB980877993 

SDB980S778S0 

SDB980J7790O 

SDB980877910 

SDB98M7794I 

SDB9B0877998 

SDB980877994 

SDB9S08778S1 

SDB980S77901 

SDB980S77966 
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Jm-ntr  Emily  &  Primary  Obliyn 


RESIDENTIAL  ASSET  SECURITIES  CORPORATION 
RESIDENTIAL  ASSET  SECURITIES  CORPORATION 
SECURITIZ.ED  ASSET  BACKED  RECEIVABLES  LLC  TRUST 
SECURIT1ZED  ASSET  BACKED  RECEIVABLES  LLC  TRUST 
SECURIT1Z.ED  ASSET  BACKED  RECEIVABLES  LLC  TRUST 
SECURITIZED  ASSET  BACKED  RECEIVABLES  LLC  TRUST 
SECURIT1Z.ED  ASSET  BACKED  RECEIVABLES  LLC  TRUST 
SECURITIZED  ASSET  BACKED  RECEIVABLES  LLC  TRUST 
STRUCTURED  ASSET  INVESTMENT  LOAN  TRUST 
STRUCTURED  ASSET  INVESTMENT  LOAN  TRUST 
STRUCTURED  ASSET  INVESTMENT  LOAN  TRUST 
STRUCTURED  ASSET  INVESTMENT  LOAN  TRUST 
STRUCTURED  ASSET  SECURITIES  CORPORATION 
STRUCTURED  ASSET  SECURITIES  CORPORATION 
STRUCTURED  ASSET  SECURITIES  CORPORATION 
STRUCTURED  ASSET  SECURITIES  CORPORATION 
STRUCTURED  ASSET  SECURITIES  CORPORATION 

SAXON  ASSET  SECURITIES  TRUST 

SPECIALTY  UNDERWRITING  4  RESIDENTIAL  FINANCE 
SOUNDV1EW  HOME  EQUITY  LOAN  TRUST 
SOUNDVTEW  HOME  EQUITY  LOAN  TRUST 
SOUNDVIEW  HOME  EQUITY  LOAN  TRUST 
SOUNDVIEW  HOME  EQUITY  LOAN  TRUST 
SOUNDVIEW  HOME  EQUITY  LOAN  TRUST 
WELLS  FARCO  HOME  EQUITY  TRUST 


Ciiiiii 
76113ABT7 
7S1I3ABU4 
81375WDJ2 
81375WCK6 
8I375WGU 
8137SWCX2 
81J75WJN7 
S1375WJP2 
8635SEXEI 
8635IEXFS 
86360WAM4 
8U60WAN2 
863S76DN1 
SM576DP* 
86359B6K2 
86360LAM8 
86360LAN6 
S05564SK8 
84751 PKL2 
836UMKMS 
8WI1MKN7 
83611MMU9 
83«12CAN9 
83612CAP4 
9497EUAR8 
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RfftrfilccN 
SDB980S77921 
SDB980877942 
SDB980877967 
5DB980877882 
SDB980877902 
SDB980877968 
SDB980877922 
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T.e  W  Sac*  Group.  **.  ■  On.  ^  **  «  I  New  YW,  New  **  100CM 
Tel.  212-002-4001  I  Fax:  212-357  2^7 


Goldman 
Sacns 


December  5, 200ft 


Hudson  Mezzanine  Rinding  2006-1 , 1  .id. 

c/o  Maples  Finance  limited 

Queensgate  House 

Soulli  Clmrch  SlnXl 

George  Town,  Crund  Cayman 

Cayman  Islands 


Ladies  and  Gentlemen 


liabilities,  whether  now  in  existence  or  I to*fte    ™*-  °  orsaniwd  under  mc  laws  of 

n^^f^««»^^^X«lfr1.  '*■■  C*  "Counterparty-) 
Ene,andV  "Company  to  "^^tm^-  S^pany  and  the  Conner ,y 

;,S^tr.^  This  Guaranty  is  one  of  paymc'" 

collection. 

Company,  the  Guarantor  or  others. 

T*.  Counter  may  at  any  -«  *^"^^^^ 

Guarantor  and  without  iW*«*J«*^  STSSjX*  <*>  take  or  fail  to  utto  any 
with  the  Omr^ny  to  m«kC  any  change  in  he  «c  ™  "  ™  *  (3)  excrci$c  ur  refrain  from 
action  of  any  kind  in  respect  of  any ^ secunty  for  Uk  Ob g  .on     (.J         0bUgations;  w  (4) 

^"  SiSSL  Sli^r^C^  -J5  therefor.  Any  ^  ,rotyshiP 
defend  are  hereby  waived  by  *=  Cuar.Mbr. 

business  day  ate  Counwpmy  «««_ "Z*    It-»«i»  a*  «»»«"»/  »>•»" 

SKtS  XT.5X-  ",*  W-  — • hm*  te™  l"""d 

prior  to  such  termination. 


Confidential  Treatment  Requested  by  Goldman  Sachs 
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I  ludwn  MwsuiSne  Funding  2006-1 .  Uu. 
c/o  Maples  Finance  Limited 
December  5,  2006 
Hage2 


•       i.<  hohk  iur  deieualc  lis  obligations  under  this  Guaranty,  in  whole 
■,!»  GuHmnlor  nwy  no.  ass-g.  -is  nghs  .  «<  °^^         ^     and  ncd  aMj8tmicol  or 

or  in  pan.  without  ^^^£5  n?23S"««  »-»  deletion  of  all  of  the 
deletion  absent  such  consent  »  v™«  £^  ™  fo^,  lne  Guarantor  determines  .nay  be 

Guarantor"*  rights  and  obi  ^"^"f  ^f ^c  °^a,L.ion  in  whatever  form  thn 
appropriate  to  a  pnitnership.  cwpwanon,  trust  or  otne.     rg  ^ 

5**.  .0  -n  or  .A**™?  *« I  «  '^f— £  C" -y -" dc-^ation  and  assumption 
ob.^"onSbyContrua=ono \^«JZ^£  ^6****  ttOU  .„  Rations 

WITH  THE  INTERNAL  LAWS  O I  HE  SJL A  IK I"  "  AGREES  TO 

EFFECT  TO  PRINCIPLES  ^^J%^F^TOI>  WTMK  STATE  OF  NEW 
IZ  ^^ST^^^^^ii^^  AM»NG  UNDER  OU 
RELATING  TO  THIS  GUARANTY . 

Very  truly  yours, 

THE  GOLDMAN  SACHS  GROUP,  INC. 


,*,»»,„«..««»*-  .MW...«H.-h«m»- -••->,:, 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Sparks,  Daniel  L 

Monday,  October  16,  2006  4:11  PM 

Ostrem,  Peter  L 

Rosenblum,  David  J. 

Re:  Cambridge  Place  deal 


Poor    client  mgmt 


Original   Message   

From:    Ostrem,    Peter   L 

To:    Sparks,    Daniel   L 

Cc:    Rosenblum,    David  J. 

Sent:    Mon   Oct    16    14:20:28    2006 

Subject:    Cambridge   Place   deal 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


They   know  that   Hudson  Mezz    (GS  prop 


Cambridge   is   upset   that  we   are  delaying   their  deal. 

deal)    is   pushing   their  deal  back.  - 

We    are   calling   the   PM  at   Cambridge    (fJBVBMnV)    and  t^mptoday   to   discuss    their  deal 

and  timing. 

Are  you  ok  if  we  upsize  their  deal  to  $800mm  from  $600mm?   This  allows  them  to  continue 

ramping  and  we  take  additional  equity  placement  risk  (beyond  the  60%  of  equity  going  into 

ORCA) .   Deal  is  in  good  shape  and  we  have  pre-interest  in  the  entire  AA  class  and  half  the 

BBBs  and  a  third  of  the  super  seniors.   This  will  price  in  Dec.  or  January. 
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Date:    September  27th,  2006 
To:       Firmwide  Risk  Committee 
Re:       September  27th  FRC  Minutes 


The  September  27th  Firmwide  Risk  Committee  meeting  commenced  at  7:30am.  The  meeting  was  chaired 
by  David  Viniar  and  Jerry  Corrigan.    Apologies  were  received  from  Isabelle  Ealet,  Raanan  Aeus  Mark 
McGoldrick,  and  Marc  Spiiker. 

Divisional  Reports 

Driss  Ben-Brahim 


■Rich  Rial, 


Jon  Sobel 

•  ABX  stable  since  last  week. 

•  Business  progressing  with  synthetic  ABX  CDOs.  Noted  DB  also  working  on  synthetic  ABX 
CDOs. 

Busy  securitization  calendar  beginning  tomorrow  (e.g.,1 
several  CDO  deals,  etc.). 


Don  Mullen 


EdEisler 


Ed  Wilson 


Confidential  Treatment 
Requested  by  Goldman  Sachs 


■  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


GS  MBS  0000004474 


Permanent  Subcommittee  on  Investigations  I 

Wall  Street  &  The  Financial  Crisis 

Report  Footnote  #2271 


•"" 
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Ken  Eberts 


Jacob  Rosengarten 


Any  Other  Business 

Credit  Risk  management  presented  the  quarterly  Credit  Risk  Profile. 


E 


=  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 
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Date:    October  4th,  2006 

To:       Firrawide  Risk  Committee 

Re:       October  4th  FRC  Minutes 


■  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


The  October  4th  Firmwide  Risk  Committee  meeting  commenced  at  7:30am.  The  meeting  was  chaired  by 
Jerry  Corrigan.    Apologies  were  received  from  Lloyd  Blankfein  and  David  Viniar. 

Divisional  Reports 

The  committee  discussed  the  general  decrease  in  Hedge  Fund  activity  and  the  potential  implications. 

Driss  Ben-Brahim 


EdEisler 


Jon  Sobel 


Business  continuing  to  work  on  ABX  CDO  structure. 

VaR  up  due  to  stickiness  of  ABX  position  and  as  actual  volatility  is  higher  than  expected. 
Business  in  discussion  with  Divisional  Risk  on  possibly  altering  risk  limits. 
Securitization  calendar  robust  over  the  next  6  weeks. 


Dave  Heller 


Confidential  Treatment 
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Marc  Spilker 


Raanan  Agus 


Rich  Ruzv 


Jacob  Rosengarten 


Any  Other  Business 


/ 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 
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Date:    October  1  lth,  2006 

To:       Firmwide  Risk  Committee 

Re:       October  1 1  th  FRC  Minutes 


The  October  1  lth  Firmwide  Risk  Committee  meeting  commenced  at  7:30am.  The  meeting  was  chaired  by 
David  Viniar.    Apologies  were  received  from  Lloyd  Blankfein,  Jerry  Corrigan,  Dave  He  ler  and  Bob 


Litterman. 


Divisional  Reports 


Driss  Ben-Brahim 


Rich  Ruzi 


>  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


ins  I 


Jon  Sobel 


Justin  Gmelich 


Noted  Business  has  buyers  line-up  for  various  ABX  CDO  tranches. 

Cash  deals  will  continue  to  do  well  over  the  next  month. 

Noted  diminished  Hedge  Fund  activity. 

Business  working  on  large  commercial  mortgage  loan  deal  that  may  require  increase  in  risk  limit  ■ 


EdEisler 


Marc  Spilker 
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Redacted  by  the  Permanent 
Subcommittee  on  Investigations 
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Goldman 
Sacns 


Date:    November  1st,  2006 

To:       Firmwide  Risk  Committee 

Re:       November  1st  FRC  Minutes 


The  November  I"  Firmwide  Risk  Committee  meeting  commenced  at  7:30am.  The  meeting  was  chaired  by 
Jerry  Corrigan.    Apologies  were  received  from  David  Viniar,  Lloyd  Blankfein,  Mark  McGoldrick,  Bob 
Zoeilick,  and  Liz  Beshel 

Divisional  Reports 

Driss  Ben-Brahim 


EdEisler 


Isabelle  Eaiet 


Jon  Sobel 

•  ABX  CDO  priced  last  week  with  $  1 .6BN  sold.  Risks  down  from  a  high  of  $2.0MM/bp  to 

SI.OMM/bp. 

•  Noted  strong  calendar  over  the  next  weeks  as  there  is  a  demand  for  cash  products. 

•  Noted  risks  to  business  if  CDO  market  slows  or  if  there  is  a  material  repricing  of  residuals. 


Don  Mullen 


Confidential  Treatment 
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Dave  Heller 


Raanan  Agus 


Jacob  Rosengarten 


Anv  Other  Business 
None. 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 
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From: 
Sent: 
To: 
Subject: 


Jha,  Arbind 

Wednesday,  October  1 1 ,  2006  9:1 4  AM 

Birnbaum,  Josh 

RE:  Hudson  Mezzanine  Funding,  2006-1  Ltd.  -  New  Issue  Announcement  (144a/RegS) 

(external)  [T-Mail] 


Josh, 

Tried  calling.  Sobel  this  morning  in  the  firmwide  risk  committee  mentioned  that  we  have 
circled  up  the  junior  and  some  of  the  equity  tranches. 

Would  like  to  get  an  update  on  this  and  have  some  follow  up  questions. 

Please  let  me  know  when  is  a  good  time  to  call. 

Thanks. 

Original  Message 

From:  Birnbaum,  Josh 

Sent:  Tuesday,  October  03,  2006  9:22  AM 

To:  Jha,  Arbind 

Subject:  FW:  Hudson  Mezzanine  Funding,  2006-1  Ltd. 

(external)  [T-Mail] 

here  is  the  info  on  the  CDO 

Original  Message 

From:  GS  Syndicate 

Sent:  Tuesday,  October  03,  2006  7:24  AM 

To:  'T-Mail  Subscribers' 

Subject:  Hudson  Mezzanine  Funding,  2006-1  Ltd. 

(external)  [T-Mail] 


New  Issue  Announcement  (144a/RegS) 


New  Issue  Announcement  (144a/RegS) 


Hudson  Mezzanine  Funding,  2006-1  Ltd.  —  New  Issue  Announcement  (144a/RegS)  (external) 
Lead  Manager  &  Sole  Bookrunner:  Goldman  Sachs  Liquidation  Agent:  Goldman,  Sachs  &  Co. 
$2.0bn  Static  Mezzanine  Structured  Product  CDO 

Class   Size($mm)   %Deal   Mdy/S&P   WAL(y)   Init  OC   Guidance 


s 

[  ] 

N/A 

Aaa/AAA 

[2.8] 

N/A 

N/A 

Sen  Swp 

1,200 

60.0% 

Aaa/AAA 

[3.7] 

166.7% 

N/A 

Al 

150 

7.5% 

Aaa/AAA 

[2.0] 

133.3% 

lmL+TBD 

A2 

150 

7.5% 

Aaa/AAA 

[6.0] 

133.3% 

lmL+TBD 

B 

160 

8.0% 

Aa2/AA 

[5.1] 

120.5% 

lmL+TBD 

C 

100 

5.0% 

A2/A 

[5.2] 

113.6% 

lmL+TBD 

D 

150 

7.5% 

Baa2/BBB 

[5.2] 

104.7% 

lmL+TBD 

E 

30 

1.5% 

Bal/BB+ 

[5.3] 

103.1% 

1ML+TBD 

PS 

60 

3.0% 

Not  Rated 

N/A 

N/A 

**CALL  DESK** 

Termsheet,  Debt  Marketing  Book  &  Warehouse  Portfolio  -  Attached 

Expected  Timing: 

Price  Guidance  &  Red  -  w/o  Oct  16 

Pricing  -.  w/o  Oct  23 

GS  Structured  Products  Global  Syndicate 

Asia:  Omar  Chaudhary,  Jay  Lee,  &  Hirotaka  Sugioka  +8.1  (3)  6437-7198 

Europe:  Mitch  Resnick  &  Tets  Ishikawa  +44  (0)20  7774-3068  N.  America:  Bunty  Bohra,  Scott 

Wisenbaker,  Scott  Walter,  Tony  Kim  &  Malcolm  Mui  +1  (212)  902-7645 
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Structured  Product  CDO  Desk: 

Peter  Ostrem  +1  (212)  357-4617  //  Darryl  Herrick  +1  (212)  902-9305 

Risk  Factors:  An  investment  in  the  securities  presents  certain  risks,  please  see  the 
Preliminary  Offering  Circular  for  a  description  of  certain  risk  factors. 

Disclaimer: 

This  material  has  been  prepared  specifically  for  you  and  contains  indicative  terms  only. 
All  material  contained  herein,  including  proposed  terms  and  conditions  are  for  discussion 
purposes  only.  Finalized  terms  and  conditions  are  subject  to  further  discussion  and 
negotiation.  Goldman  Sachs  shall  have  no  liability,  contingent  or  otherwise,  to  the  user 
or  to  third  parties,  for  the  quality,  accuracy,  timeliness,  continued  availability  or 
completeness  of  the  data  and  information.  Goldman  Sachs  does  not  provide  accounting,  tax 
or  legal  advice;  such  matters  should  be  discussed  with  your  advisors  and  or  counsel.  In 
addition,  we  mutually  agree  that,  subject  to  applicable  law,  you  may  disclose  any  and  all 
aspects  of  this  material  that  are  necessary  to  support  any  U.S.  federal  income  tax 
benefits,  without  Goldman  Sachs  imposing  any  limitation  of  any  kind. 

This  communication  shall  not  constitute  an  offer  to  sell  or  the  solicitation  of  an  offer 
to  buy  nor  shall  there  be  any  sale  of  these  securities  in  any  State  in  which  such  offer, 
solicitation  or  sale  would  be  unlawful  prior  to  registration  or  qualification  under  the 
securities  laws  of  any  such  State.  These  securities  are  being  offered  by  the  issuer  and 
represent  a  new  financing.  A  final  prospectus  relating  to  these  securities  may  be  obtained 
from  the  offices  of  Goldman,  Sachs  &    Co.,  85  Broad  Street,  New  York,  NY  10004. 

See   http://www.gs.com/disclaimer/email-salesandtrading.html  for  important  risk 
disclosure,  conflicts  of  interest  and  other  terms  and  conditions  relating  to  this  e-mail 
and  your  reliance  on  information  contained  in  it.   This  message  may  contain  confidential 
or  privileged  information.   If  you  are  not  the  intended  recipient,  please  advise  us 
immediately  and  delete  this  message.  See  http://www.gs.com/disclaimer/email/  for  further 
information  on  confidentiality  and  the  risks  of  non-secure  electronic  communication.  If 
you  cannot  access  these  links,  please  notify  us  by  reply  message  and  we  will  send  the 
contents  to  you. 
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Sobel,  Jonathan 

Wednesday,  October  25.  2006  1.25PM 
Viniar,  David;  Conn,  Gary  (EO  85B30) 
ABX  CDO  will  price  this  afternoon. 


-rxs«^^^ 
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From: 
Sent: 
To: 
Subject: 


Swenson,  Michael  <Nfidiael.Svraison@ny.emril.gs.com> 

Thursday,  October  12,  2006  11:06  AM 

Rosenblum,  David  J.  <david.rosenblum@ny.email.gs.com> 

RE:  Polygon  


we  sell  this  at  70-00,  80-00  or  85-00  . 
half 


i  need  to  go 


raise  a  fund  and  buy  the  other 


From:  Rosenblum,  David  J. 

Sent:  Thursday,  October  12,  2006  11:04  AM 

To:  Swenson,  Michael;  Bohra,  Bunty;  Wisenbaker,  Scott;  B.rnbaum,  Josh 

Cc:  Sparks,  Daniel  L;  Herrick,  Darryl  K;  Ostrem,  Peter  L 

Subject:  FW:  Polygon 


fyi 


From:  Cornacchia,  Thomas 

Sent:  Thursday,  October  12,  2006  10:38  AM 

To:  Ostrem,  Peter  L;  Rosenblum,  David  J. 

Cc:  Herrick,  Darryl  K 

Subject:  RE:  Polygon 

keep  in  mind  the  overall  objective  -  this  is  not  about  one  trade  -  having  said  that,  i  agree  that  70  may  be  too 
low 


From:  Ostrem,  Peter  L 

Sent:  Thursday,  October  12,  2006  10:19  AM 

To:  Cornacchia,  Thomas;  Rosenblum,  David  J. 

Cc:  Herrick,  Darryl  K 

Subject:  Polygon 

70  is  NOT  going  to  work  on  Hudson  Mezz  equity.  90  would  work. 

1 00  is  a  no-loss  yield  of  22% 
95  is  a  no-loss  yield  of  24% 
90  is  a  no-loss  yield  of  26%. 
85  is  a  no-loss  yield  of  29% 

We  have  a  6mm  of  firm  equity  orders  at  par  and  we  have  only  been  marketing  this  equity  for  two 
weeks  (60mm  of  total  equity). 

We  see  value  in  a  large  30mm  order  and  can  offer  90  dollar  price  to  help  achieve  that.  We  are 
reasonable  and  will  listen  to  levels  around  90. 


/->^.«»*;^i/-.r-.tiol 
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From:  Swenson,  Michael  <Michael.Swenson@ny.email.gs.com> 

Sent:  Thursday,  October  26,  2006  10:54  AM 

To:  McMahon,  Bill  <bill.mcmahon@ny.email.gs.com> 

Cc:  Sobel,  Jonathan  <jonathan.sobel@ny.email.gs.com>;  Sparks,  Daniel  L 

<dan.sparks@ny.email.gs.com>;  Birnbaum,  Josh  <josh.birnbaum@ny.email.gs.com>; 

Swenson,  Michael  <Michael.Swenson@ny. email. gs.com> 

Subject:  ABX  Update 


Bill- 
Since  the  pricing  of  the  CDO  yesterday  we  have  moved  a  significant  amount  of  risk: 

BBB-  DV01  is  now  down  to  $l.lmm/bp 

In  addition  to  $2bb  of  risk  that  was  placed  into  the  CDO,  we  have  sold  to  retail  since 
4pm  yesterday  $2bb  of  BBB-  risk. 


Goldman,  Sachs  &  Co. 
85  Broad  Street  |   New  York,  NY  10004 
tel: +1  212  902  5090    |    mobile: +1  917 
e-mail:  michael.swenson@gs.com 


fax:+1  212  902  1691 


Goldman 
Sachs 


=  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Michael  J.  Swenson 

Fixed  Income,  Currency  &  Commodities 


This  material  has  been  prepared  specifically  for  you  by  the  Fixed  Income  Trading  Department  and  is  not  the  product  of  Fixed  Income  Research.  We  are  not 
soliciting  any  action  based  upon  this  material.  Opinions  expressed  are  our  present  opinions  only.  The  material  is  based  upon  information  which  we  consider 
reliable  but  we  do  not  represent  that  it  is  accurate  or  complete,  and  it  should  not  be  relied  upon  as  such.  Certain  transactions,  including  those  involving  futures, 
options'and  high  yield  securities,  give  rise  to  substantial  risk  and  are  not  suitable  for  all  investors.  We,  or  persons  involved  in  the  preparation  or  issuance  of  this 
material  may  from  time  to  time,  have  long  or  short  positions  in,  and  buy  or  sell,  the  securities,  futures,  options  or  other  instruments  and  investments  identical  with 
or  related  to  those  mentioned  herein.  Goldman  Sachs  does  not  provide  accounting,  tax  or  legal  advice;  such  matters  should  be  discussed  with  your  advisors  and 
or  counsel.  In  addition.we  mutually  agree  that,  subject  to  applicable  law,  you  may  disclose  any  and  all  aspects  of  this  material  that  are  necessary  to  support  any 
U  S  federal  income  tax  benefits,  without  Goldman  Sachs  imposing  any  limitation  of  any  kind.  This  material  has  been  issued  by  Goldman,  Sachs  &  Co.  and  has 
been  approved  by  Goldman  Sachs  International,  which  is  regulated  by  The  Financial  Services  Authority,  in  connection  with  its  distribution  in  the  United  Kingdom 
and  by  Goldman  Sachs  Canada  in  connection  with  its  distribution  in  Canada.  Further  information  on  any  of  the  securities,  futures  or  options  mentioned  in  this 
material  may  be  obtained  upon  request  and  for  this  purpose  persons  in  Italy  should  contact  Goldman  Sachs  S.I.M.  S.pA  in  Milan,  or  at  its  London  branch  office 
at  133  Fleet  Street. 

This  material  does  not  evidence  or  memorialize  any  agreement  or  legally  binding  commitment  between  any  parties  and  does  not  constitute  a  contract  or 
commitment  to  provide  any  financing  or  underwriting.  Any  financing  or  underwriting  is  subject  in  all  respects  to  internal  credit  approval  at  Goldman  Sachs,  and  is 
subject  to,  among  other  things,  the  completion  of  documentation  in  form  and  substance  satisfactory  to  Goldman  Sachs. 

This  message  may  contain  information  that  is  confidential  or  privileged.  If  you  are  not  the  intended  recipient,  please  advise  the  sender  immediately  and  delete  the 
message.  See  htto://www.os.com/disclaimer/email  for  further  information  on  confidentiality  and  the  risks  inherent  in  electronic  communication. 
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From:  Egol,  Jonathan 

Sent:  Thursday,  October  19,  2006  6:52  AM 

To:  Tourre,  Fabrice;  Williams,  Geoffrey 

Subject:  Fw:  BBB  RMBS 

Pis  get  looped  in  in  case  they  have  anything 

Original  Message  

From:  Rosenblum,  David  J. 

To:  Resnick,  Mitchell  R;  Egol,  Jonathan;  Herrick,  Darryl  K 

Cc:  Brazil,  Alan;  Marschoun,  Michael;  Swenson,  Michael;  Birnbaum,  Josh;  Primer,  Jeremy; 

Bieber,  Matthew  G. ;  Case,  Benjamin;  Ostrem,  Peter  L 

Sent:  Thu  Oct  19  06:42:24  2006 

Subject:  Re:  BBB  RMBS 

So  amazing  you  should  ask  —  we  had  this  convo  for  an  hour  last  night--  brazil  and 
marschoun  and  primer—  THIS  IS  WHAT  WE'RE  TALKING  ABOUT!   Can  you  come  to  the  rescue  here? 

Thx 
D 

Original   Message 

From:    Resnick,    Mitchell    R 

To:    Egol,    Jonathan;    Herrick,    Darryl   K 

Cc:    Rosenblum,    David    J. 

Sent:    Thu   Oct    19    04:54:25    2006 

Subject:    BBB   RMBS 

do   we   have   anything   talking   about   how  great   the   BBB   sector   of   RMBS   is    at   this   point   in 
time...   a   common   response    I    am  hearing  on  both  Hudson   &   HGS1   is    a   concern   about   the  housing 
market   and   BBB   in  particular? 

We   need   to   arm  sales   with   a  bit  more   -   do  we   have   anything? 
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From:      Carrett,  Paul  (  GSJBW  ) 

Sent:       Friday,  October  20,  2006  6:40  PM 

To:  Herrick,  Darryl  K 

Cc:  Chaudhary,  Omar;  Maltezos,  George  (  GSJBW  ) 

Subject:  Hudson  Mezz  -  arguments  required 

The  guy  at  Schroders  looking  at  this  deal  has  one  main  issue  has  has  to  get  over: 

He  is  worried  about  how  he  is  going  to  convince  his  boss  to  invest  in  a  pool  of  sub  prime  mortgages  with  probably  their 

greatest  exposures  in  California  and  Florida.  He  is  nervous  on  US  house  prices. 

Pretty  fundamental  question,  but  do  we  have  a  couple  of  key  messages  I  shuld  prepare  him  with? 

I  have  some  background  material  on  the  mortgage  market  from  Gasvoda's  team,  but  anything  specific  material  beyond 

this  we  can  offer? 

I  have  made  the  point  repeatedly  (to  the  point  where  he  should  be  able  to  repeat  it  verbatim  to  his  boss)  that  he  has 

structural  protenction  underneath  each  BBB  secuity  in  the  pool,  and  same  again  in  the  CDO.  Also  discussed  the  value  of 

diversity  and  the  fact  that  most  property  price  crashes  and  mass  mortgage  defaults  tend  to  be  localised,  which  should  give 

him  further  comfort. 

Anything  else  you  would  offer?  He  is  not  a  big  believer  in  the  Moody's  data  and  ratings  system. 

I  WANT  THIS  GUY  THERE  AND  IN  SIZE!  Please  help  if  you  can  -  just  three  bullet  points  would  help. 

Cheers 
Paul 


Paul  Carrett 

Executive  Director 
Structured  Asset  Solutions 
Telephone  612  9320  1241 

Facsimile  612  9320  1222 

Mobile  61  ( 

paul.carrett@astbw.com 
www  .gsibw.com 
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Level  48 

Governor  Phillip  Tower 

1  Farrer  Place 

Sydney  NSW  2000 

Australia 
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From:  Rosenblum,  David  J.  <david.rosenblum@ny.email.gs.com> 

Sent-  Thursday,  October  12,  2006  7:07  AM 

To:  Swenson,  Michael  <Michael.Swenson@ny.email.gs.com>;  Ostrem,  Peter  L 

<Peter.Ostrem@ny.email.gs.com> 
Cc-  Herrick,  Darryl  K  <Darryl .Herri ck@ny .email.gs.com> 

Subject:  RE:  Hudson  Mezzanine  Funding  2006-1  Ltd.:  Computational  Matenals  for  UBS 

(144a/Reg  S)  (external) 


swennie* 
if  he  is  avail 


thanks 
d 


;/danyl  can  you  come  by  this  AM  to  walk  through  where  we  are  on  the  whole  cap  structure  and  we  can  rope  in  pete  by  phone 


Original  Message 

From:  Swenson,  Michael 

Sent:  Thursday,  October  12,  2006  7:05  AM 

To:  Rosenblum,  David  J.;  Ostrem,  Peter  L  nMa/Rf>(J  Ss  rexternall 

Subject:  Fw;  Hudson  Mezzanine  Funding  2006-1  Ltd,  Computational  Matenals  for  UBS  (144a/Reg  S)  (external) 

I  am  extremely  impressed  by  darryl  *nd  the  rest  of  your  team. 

Thanks 


Original  Message 

From:  Herrick,  Darryl  K 
To:  Swenson,  Michael 

sSe^H^nM—  Funding  2006-1  Ltd,  ComPuta.onal  Materials  for  UBS  (144^  S)  (external) 
Thanks  Mike.  This  is  an  awesome  challenge,  but  excited  about  getting  to  the  goal  line 

Original  Message 

From:  Swenson,  Michael 

Sent:  Wednesday,  October  1 1,  2006  8:46  PM 

Tw  Herrick  Darrvl  K'  Lehman,  David  A.;  Birnbaum,  Josh 

Sub^tRe:  hX .Mezzanine  Funding  2006-1  Ltd,  Computational  Materials  for  UBS  (144a/Reg  S)  (externa,) 

Darryl  you  are  doing  an  awesome  job  keep  it  up 

Original  Message 

From:  Herrick,  Darryl  K 

To-  Swenson,  Michael;  Lehman,  David  A;  Bimbaum,  Josh 

Th,S  dear,  to  ,em  of -Jon*  ,he  senior  nsk  E^  ,„.  BBs  we  „e  h^^e  ,»„  o,  -d  hope  ,o  ge,  tt.e„o„  ,omorrow/F„d«y 
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Original  Message 

From:  Kelly,  Ryan 

Sent:  Wednesday ,  October  1 1 ,  2006  7 :58  PM 

Sub^t:  tZln  Mezzanine  Funding  2006-1  Ltd,  Computational  Materials  for  UBS  (144a/Reg  S)  (external) 
S««M  feedback  below.  BytheAl's they  mean  the  2. 6yr.  Hopeful  «Legal  Disclaimer^  ly  this  helps.  If  s  a  start. 

RK 

Sent  from  my  BlackBerry  Wireless  Handheld 

Original  Message 

From:  Joseph.Shropshire@ubs.com  <Joseph.Shropshire@ubs.com> 

To:  Kelly,  Ryan 

Sent:  Wed  Oct  1 1  17:54:22  2006 

Subject:  RE:  Hudson  Mezzanine  Funding  2006-1  Ltd,  Computational  Materials  for  UBS  (144a/Reg  S)  (external) 

Called  you  back.  We  are  interested  in  the  A 1 .  Think  the  size  will  be  half  the  tranche.  We  can  discuss  tomorrow. 


From:  Kelly,  Ryan  [mailto:Rvan.Kellv@.gs.coml 

Sent:  Wednesday,  October  11,  2006  2:24  PM 

To:  Meneret,  David;  Shropshire,  Joseph 

Subject:  Hudson  Mezzanine  Funding  2006-1  Ltd.:  Computational  Materials  for  UBS  (144a/Reg  S)  (external) 


Strictly  Confidential  and  Proprietary 

Attached  is  the  portfolio  with  CUSIPs  requested  by  UBS. 

«Hudson  Mezz  Investor_Port.xls» 


c 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Tourre,  Fabrice 

Sunday,  March  04,  2007  5:11  PM 

Maltezos,  George  ( GSJBW );  Carrett,  Paul  ( GSJBW );  Egol,  Jonathan;  Williams,  Geoffrey 

Case,  Benjamin 

RE:  Hedging 


We  should  discuss  this  live,  but  I  think  their  likelihood  of  getting  principal  back  is 
almost  zero,  given  market  implied  pricings  for  ABX: 

—  ABX. HE. BBB. 06-1  @  91  px 

—  ABX.HE.BBB-.06-1  @  86  px 

—  ABX. HE. BBB. 06-2  @  81  px 

—  ABX.HE.BBB-.06-2  @  71  px 

The  blended  price  of  the  ABX  component  of  that  portfolio  (60%  of  the  transaction)  is 
approx  82,  meaning  that  the  equity  has  no  NAV  coverage.  This  piece  of  risk  should  trade 
like  an  10,  and  the  the  main  risk  at  this  point  is  downgrade  risk  that  could  cause 
triggers  to  fail  and  cause  their  equity  cashflows  to  shutoff  for  good. 

Ben  will  give  you  more  insight  as  to  how  the  triggers  are  structured,  and  how  much 
downgrades  could  cause  those  triggers  to  be  activated. . . 

Original  Message 

From:  Maltezos,  George  (  GSJBW  ) 

Sent:  Sunday,  March  04,  2007  5:04  PM 

To:  Tourre,  Fabrice;  Carrett,  Paul  (  GSJBW  );  Egol,  Jonathan;  Williams,  Geoffrey 

Subject:  Re:  Hedging 


They  own  Hudson  mezz  1  cdo  equity. 

George  Maltezos 
Structured  Asset  Solutions 
Tel :   612  9320 
Mob: 


E 
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Original  Message  

From:  Tourre,  Fabrice  <Fabrice .TdurreSgs . com> 

To:  Carrett,  Paul;  Egol,  Jonathan  M  -  GS;  Williams,  Geoffrey  -  GS 

Cc:  Maltezos,  George 

Sent:  Mon  Mar  05  08:56:01  2007 

Subject:  RE:  Hedging 

can  you  remind  us  what  they  own  ? 


From:  Carrett,  Paul  (  GSJBW  } 

Sent:  Sunday,  March  04,  2007  4:36  PM 

To:  Egol,  Jonathan;  Tourre,  Fabrice;  Williams,  Geoffrey 

Cc:  Maltezos,  George  (  GSJBW  ) 

Subject:  Hedging 


Team 


Mariner  is  interested  in  ideas  for  hedging  their  Hudson  exposure.  Could  you  please  provide 

1 
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some  thoughts  on  the  following: 


1.     Putting  aside  current  pricing,  I  would  have  thought  a  form  of  delta  hedging  their 
exposures  to  either  troublesome  single  names,  or  the  ABX  indices  as  a  whole  might  work  to 
some  extent.  In  "normal"  conditions.,  what  sorts  of  strategies  would  you  suggest? 


2.     In  the  context  of  current  pricing,  is  there  some  compromise  or  variation  on  the 
above  that  might  be  helpful  to  them.  Their  main  objective  is  ensuring  recovery  of 
principal.  Presumably  very  challenging  in  the  context  of  current  markets. 


I  should  have  prefaced  the  above  with  the  fact  that  I  do  not  believe  that  they  are  about 
to  hedge  this  position  -  the  horse  has  bolted  in  pricing  terms.  They  are  no  doubt  getting 
questions  from  the  company's  board  as  to  what  could  be  done,  as  a  learning  exercise,  and 
potentially  as  a  complete  downside  case. 


We  will  also  point  out  that  if  they  put  on  a  hedge  on  the  ABX  and  the  index  started 
screaming  in  they  would  have  a  very  serious  mark  to  market  issue  on  their  hands. 


All  thoughts  welcome. 

Cheers 
Paul 


Paul  Carrett 
Executive  Director 
Structured  Asset  Solutions 
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November  21, 2008 


Via  Fax.  E-mail  and  Courier 


To:      Morgan  Stanley  Capital  Services,  Tnc. 
1585  Broadway 
New  York,  New  York  10036 
Telephone:  212-761-2996 
Facsimile:  212-507-4563 
E-mail:  msnyccrediteveat@morganstanley.com 

Re:  Senior  Swap  Confirmation  (Reference  Number  SDB980892555),  dated  as  of 
October  25, 2006  (the  "Senior  Swap  Confirmation")  between  Goldman  Sachs 
Capital  Markets,  LP  ("GSCM")  and  Morgan  Stanley  Capital  Services,  Inc. 
("Counterparty") 

Reference  is  made  to  the  attached  notice,  dated  November  21,  2008,  from  MSCS  to 
GSCM.  The  Senior  Swap  Funding  Payment  was  calculated  by  the  Calculation  Agent  under  the 
Senior  Swap  as  the  difference  between  (i)  the  payment  due  the  Credit  Protection  Buyer  under  the 
Credit  Default  Swap  of  $931 ,628,133.63  and  (ii)  the  proceeds  from  the  liquidation  of  the  remaining 
collateral  of  $627,883.65,  resulting  in  the  Senior  Swap  Funding  Payment  of  $931,000,249.98. 

Capitalized  terms  used  but  not  defined  herein  have  the  respective  meanings  ascribed 
thereto  in  the  Senior  Swap  Confirmation. 

GOLDMAN  SACHS  CAPITAL  MARKETS,  LP 


mtismii&v.i 
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MEMORANDUM 


§oldman 
achs 


To:  Mortgage  Capital  Committee 

cmm.        Peter  Ostrem 
From:        , .  .,,        _.  , 

Matthew  Bieber 
Ariane  West 
Shelly  Lin 
Eric  Siegel 
Cc.  Jonathan  Sobel 

Dan  Sparks 
David  Rosenblum 
Tim  Saunders 
Pat  Welch 

Date:         September  25,  2006 

R  Placing  debt  and  equity  on  a  static  mezzanine  structured  prodoct  CDO  with 

GSC  Partners  ("GSC") 

I.    Introduction 

We  have  been  asked  to  structure  a  $500  million  mezzanine  structured  product  CDO  backed  by  a  portfolio 
of  RMBS,  CMBS,  CDO  and  ABS  with  an  average  rating  of  Baa2/Baa3  ("Hudson  Mezzanine  Funding  II"). 
Goldman  will  be  engaged  by  Hudson  Mezzanine  Funding  II  as  Liquidation  Agent  and  in  this  role  will  have 
the  responsibility  of  liquidating  "Credit  Risk  Assets"  (defined  below  in  section  III).  Goldman  and  GSC 
Partners  ("GSC")  will  co-select  the  portfolio  that  will  collateralize  the  CDO.  GSC  Eliot  Bridge,  a  CDO 
equity  fund  managed  by  GSC,  has  pre-committed  to  purchase  50%  of  the  equity  in  the  CDO  (total  equity 
will  be  approx.  $17.0  MM)  upon  closing  of  the  transaction.  GSC  Eliot  Bridge  will  share  50%  of  the 
warehouse  risk  on  the  first  $20  MM  of  potential  loss  exposure  during  the  portfolio  ramp-up  and  will  initially 
post  $5.0  MM  to  collateralize  this  commitment,  with  additional  posting  up  to  $10.0  MM  as  the  portfolio 
ramps. 

We  do  not  expect  to  charge  any  upfront  fee  and  similarly,  GSC  will  not  charge  any  ongoing  management 
fee.  Without  fees,  the  equity  yield  is  expected  to  be  approximately  35%.  We  expect  to  retain  a  senior  IO 
security  which  will  reduce  the  CDO  equity's  yield  to  approximately  20%.  This  is  the  level  we  intend  to  offer 
equity  to  third  parties. 

In  return  for  our  role  as  Liquidation  Agent,  Goldman  will  receive  an  ongoing  fee  of  0.1 0%  of  the  CDOs  par 
portfolio  balance.  Total  economics  to  Goldman  are  expected  to  be  $5.5  MM  upfront  (includes  the  premium 
sale  on  equity  and  net  carry  from  the  warehouse)  and  $500k  per  annum  over  a  4  duration  (the  ongoing 
P&L  of  0.10%  for  acting  as  liquidation  agent  which  we  cannot  recognize  upfront). 

As  Liquidation  agent,  Goldman  will  liquidate  assets  determined  by  the  Trustee  to  be  "Credit  Risk  Assets" 
based  on  specific  guidelines.  Goldman  will  have  12  months  to  sell  these  assets.  Sales  will  be  made  under 
a  competitive  bidding  process  whereby  we  will  solicit  three  outside  bids  and  select  the  highest.  Goldman's 
role  in  this  transaction  is  comparable  to  the  role  we  currently  assume  in  the  Hout  Bay  and  Hudson  HG 
transactions.  Prior  to  executing  Hout  Bay  I,  in  which  we  also  played  the  Liquidation  Agent  role,  we  spoke 
with  multiple  counterparties  as  to  our  role  as  Liquidation  Agent.  We  received  approval  for  our  role  in  this 
transaction  from  legal  and  accounting.  We  spoke  with  outside  counsel,  Orrick  Herrington,  and  they  were 
comfortable  providing  true  sale  and  non-consolidation  opinions  for  the  transaction.  We  spoke  with  Mary 
Marr  in  Accounting  Policy  and  John  Little  in  Product  Control,  and  they  in  collaboration  with 
PricewaterhouseCoopers  were  comfortable  that  the  Hout  Bay  transaction  met  true  sale  and  non- 
consolidation  conditions  from  an  accounting  perspective.  Finally,  we  spoke  with  outside  counsel,  Wilmer 
Cutler,  about  potential  issues  related  to  the  Investment  Advisor  Act.  They  are  of  the  opinion  that  our  role 
of  Liquidation  Agent  does  not  cause  us  to  be  deemed  an  Investment  Advisor  based  on  an  exception  to 
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the  Advisors  Act  for  a  "limited  grant  of  discretion".  For  a  more  detailed  account  of  Goldman's  role  as 
Liquidation  Agent  and  related  discussions  with  legal  and  accounting  counterparts  please  see  section  III, 
The  Liquidation  Agent:  Goldman". 

We  expect  to  offer  the  subordinate  triple-A,  double-A,  single-A  and  triple-B  debt  to  the  market  through  our 
syndicate.  Goldman  has  no  commitment  on  any  of  the  offered  notes,  but  Goldman  may  be  subject  to 
warehouse  losses  in  the  event  the  CDO  does  not  close. 

Goldman  Sachs  has  a  strong  relationship  with  GSC.  We  closed  a  $300  MM  middle  market  CLO  with 
GSC  in  January  2006  (equity  in  the  CLO  was  purchased  by  GSC  Capital  Corp.),  earning  $2.4  MM  in 
structuring  fees.  We  are  currently  marketing  a  high  grade  transaction  with  GSC  and  have  a  single-A 
focused  structured  product  CDO  ramping.  In  addition  Goldman  and  GSC  are  working  together  on  a  CDO 
equity  sponsorship  vehicle,  ORCA  Funding.  The  head  of  the  structured  products  team  at  GSC  worked 
with  us  atMHiBi  to  moving  to  GSC,  mandating  us  on  the  !■■        VHRnpigh  grade 


>  to  moving  to  GSC,  mandating  us  on  the  §■■■■ 
CDO  transactions,  totaling  $6  billion  in  issuance  and  $40mm  in  fees  to  GS. 


II.    Transaction  Overview 

A  Cayman  Islands  limited  liability  company  (the  "Issuer")  will  be  established  which  will  purchase  the 
warehoused  portfolio  at  closing  and  will  issue  the  following  notes  and  equity: 


Expected 

Class 

Balance 

%  of  Capital 
Structure 

Ratings 
(Moody's/S&P) 

Expected 
Spread 

Expected 
Average  Life 

Class  A-1  Notes 

$325.0  MM 

65.0% 

Aaa/AAA 

L+30bp 

5.0 

Class  A-2  Notes 

50.0  MM 

10.0% 

Aaa/AAA 

L+45bp 

5.0 

Class  B  Notes 

40.0  MM 

8.0% 

Aa2/AA 

L+60bp 

5.5 

Class  C  Notes 

35.0  MM 

7.0% 

A2/A 

L+145bp 

6.0 

Class  D  Notes 

28.5  MM 

5.7% 

Baa2/BBB 

L+325bp 

7.0 

Class  E  Notes 

4.5  MM 

0.9% 

Ba2/BBB 

L+650bp 

7.8 

Income  Notes 

17.0  MM 

3.4% 

NR 

NA 

NA 

Portfolio 

$500.0  MM 

100.0% 

Avg.  A1/A2 

L+165bp 

5.5 

The  transaction  will  have  a  legal  maturity  of  35  years,  however  the  expected  average  life  of  the  Notes  will 
be  approximately  5-7  years.  The  equity  will  also  have  the  option  to  call  the  transaction  after  a  3  year  non- 
call  period. 

P&L  to  Goldman  will  be  approximately  $5.5  MM  upfront  and  $500k  per  annum  thereafter  over  a  4 
duration.  In  return  for  fees  and  50%  of  the  net  warehouse  carry  (50%  of  the  net  carry  will  be  approx.  $0.5 
MM),  Goldman  will  (a)  take  half  of  the  warehouse  risk  on  the  first  $40  MM  of  losses  and  100%  of  the 
warehouse  risk  if  losses  exceed  $40  MM  and  (b)  place  the  Class  A,  B,  C,  D,  and  E  Notes  and  may  place 
a  portion  of  the  Income  Notes  (the  Income  Notes  are  the  equity  class)  on  a  "best  efforts"  basis  (Goldman 
has  committed  to  purchase  50%  of  the  Income  Notes  and  GSC  has  committed  to  purchase  the  other 
50%).  GSC  would  like  to  hold  only  25%  of  the  Income  Notes  upon  closing,  but  we  have  agreed  to  sell 
down  our  commitments  pro-rata  and  equally  purchase  any  remaining  equity. 

Collateral  Description 


100%  of  the  CDO  portfolio  will  be  identified  at  closing. 

100%  of  the  portfolio  will  be  rated  at  least  Baa3  by  Moody's  or  BBB-  by  S&P. 
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■    The  portfolio  is  expected  to  be  approximately  80%  subprime  RMBS,  15%  prime  and  Alt-A  RMBS,  5% 
CMBS  and  SP  CDOs.  Up  to  100%  of  the  portfolio  may  be  single-name  synthetic  exposures. 

i.    Collateral  Manager 

GSC  Partners  was  established  in  1994  by  Alfred  C.  Eckert,  III,  former  Partner  and  Head  of  Private 
Equity/Distressed  Debt  Investing  and  Corporate  Finance  at  Goldman  Sachs.  The  team  consists  of  80 
persons  worldwide,  36  of  whom  are  investment  professionals. 

GSC  Partners  has  over  $7.2bn  in  assets  under  management,  with  over  $3.3bn  invested  in  structured 
credit.  Six  CDO/CLO  funds  have  been  raised  since  2000. 

In  early  2005,  Frederick  H.  Horton  joined  GSC  Partners  from  TCW  to  build  a  structured  products  platform 
at  GSC.  Since  joining  GSC,  the  structured  products  group  has  issued  a  private  mortgage  REIT,  GSC 
Capital  Corp,  and  two  synthetic  mezzanine  structured  product  CDOs. 

For  GSC,  this  CDO  is  an  opportunity  to  grow  their  existing  structured  product  CDO  platform.  For 
Goldman,  the  CDO  will  provide  an  opportunity  to  enhance  our  strategic  relationship  with  GSC  and 
maintain  our  leadership  in  the  high  grade  structured  product  CDO  market. 


IV.    Underwriting  Commitments: 

Goldman  Sachs  will  act  as  sole  placement  agent  of  the  Class  A,  B,  C,  D,  and  E  Notes  and  the  Income 
Notes  and  will  be  working  on  a  "best  efforts"  basis  on  all  of  the  debt  and  has  a  firm  commitment  on  50% 
of  the  Income  Notes.  GSC  Capital  Corp.  is  pre-committed  to  purchase  50%  of  the  Income  Notes. 

The  primary  demand  for  mezzanine  notes  /  equity  in  these  types  of  transactions  comes  from  European, 
Australian,  and  Asian  banking  and  insurance  institutions,  US  asset  managers,  other  structured  investment 
vehicles,  and  CDO  equity  funds.  These  various  accounts  continue  to  express  interest  in  gaining  a 
leveraged  exposure  to  the  U.S.  structured  product  market.  The  structured  product  CDO  vehicle  allows 
them  to  gain  this  exposure  on  a  diversified  basis. 

We  expect  to  purchase  approximately  $2-8  MM  of  the  equity  on  the  pricing  date,  but  we  will  have  no 
commitment  to  hold  such  position  after  closing. 

Goldman's  current  portfolio  of  CDO  and  CLO  equity  held  within  the  CDO  group  is  detailed  in  Appendix  B. 

V.    Portfolio  Ramp-Up  and  Equity  Marketing 

Initially,  Goldman  will  assume  50%  of  first  loss  risk  in  the  warehouse  on  the  first  $40  MM  of  losses  and 
100%  of  second  loss  risk  above  $40  MM  in  the  event  the  CDO  fails  to  close.  GSC  Capital  Corp.  will  be 
taking  50%  of  first  loss  risk  in  the  warehouse  on  the  first  $40  MM  and  will  initially  post  $5.0  MM  to 
collateralize  this  commitment.  Goldman  will  have  full  recourse  to  GSC  Capital  Corp.  (currently  $150-200 
MM  in  capital)  for  losses  in  excess  of  the  posted  amount  but  not  to  exceed  $20  MM  and  will  have  the  right 
to  liquidate  the  portfolio  upon  any  material  negative  mark-to-market. 

Additionally,  we  will  continue  to  pursue  early  equity  and  mezzanine  debt  commitments  from  additional 
investors  to  reduce  the  risk  of  a  failed  closing.  Appendix  A  details  our  current  warehouse  exposures 
across  the  CDO  group. 

The  general  terms  of  the  portfolio  ramp-up  are  as  follows: 

■  GS  has  the  right  to  veto  all  asset  purchases  and  GSC  has  the  right  to  veto  all  asset  purchases; 

■  GS  has  unilateral  right  to  liquidate  an  asset  or  the  warehouse; 

■  All  assets  are  sold-forward  to  the  CDO  at  time  of  purchase  and  the  forward  price  covers  any  hedge  or 
trading  gains/losses  on  assets  during  the  warehouse  phase; 
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■  50%  of  positive  carry  will  be  paid  to  GS  (positive  carry  is  equal  to  any  net  income  in  excess  of 
Goldman's  cost  of  financing  during  the  warehousing  period).  Net  carry  is  expected  to  be 
approximately  $1 .0  MM  which  will  be  shared  50/50  between  Goldman  and  GSC  Capital  Corp. 

■  Position  sizes  will  be  limited  to  $20  MM  for  assets  rated  single-A  or  higher  and  $10  MM  for  triple-B 
assets. 

VI.    Expected  Fees 

Goldman  expects  to  recognize  P&L  equal  to  1 .0%  times  the  par  balance  of  the  collateral  portfolio.  We 
expect  a  $500  MM  transaction  and  the  P&L,  in  that  case,  would  be  $5.0  MM.  Additionally,  Goldman 
expects  to  earn  profits  by  selling  assets  into  the  CDO  and  from  Goldman's  share  of  warehouse  net  carry 
(which  is  estimated  to  be  $0.5  MM)  and  from  our  ongoing  role  as  liquidation  agent  (which  will  be  $500k 
per  annum  on  a  4  duration). 


VII.    Reasons  to  Pursue 

We  are  pursuing  this  transaction  for  the  following  reasons: 

1.  Goldman  is  approving  every  asset  going  into  the  warehouse.  The  respective  trading  desks  are 
posted  on  each  asset  offered  into  the  CDO  by  GSC  from  the  street  and  we  do  not  accept  any 
asset  that  is  not  approved  by  the  respective  trading  desk.  In  addition,  we  expect  that  30-40%  of 
the  portfolio  by  closing  will  come  from  Goldman's  offerings. 

2.  Although  we  will  be  marketing  a  $500  MM  transaction,  Goldman  can  price  the  transaction  earlier 
with  a  lower  balance  if  we  are  concerned  about  future  market  conditions  or  we  can  upsize  the 
transaction  if  there  are  reasons  to  merit  that  action. 

3.  We  will  be  offering  the  equity  to  third  party  investors  with  a  no-loss  yield  of  18-20%  which  is 
consistent  with  CDO  equity  from  mezzanine  structured  product  CDOs  currently  being  sold  into 
the  market. 

4.  We  expect  to  generally  market  the  debt  and  equity  once  the  transaction  is  approximately  70% 
ramped.  We  expect  to  offer  the  equity  and  debt  on  an  early  commitment  basis  (we  will 
commence  those  discussions  upon  initial  portfolio  ramp). 

5.  GSC  Capital  Corp.  is  taking  half  of  the  first  loss  risk  in  the  warehouse  and  is  committed  to  half  of 
the  equity,  Goldman  has  a  "best  efforts"  underwriting  commitment  on  the  debt,  and  Goldman's 
expect's  total  P&L  of  approximately  $5.5  MM. 


VIII.    Strengths  /  Issues  to  Consider 

Strengths 

■  Pre-Sold  Equity:  GSC  Capital  Corp.  has  pre-committed  to  purchase  half  of  the  equity. 

■  Repeat  Collateral  Manager:  This  transaction  would  represent  GSC's  fourth  CDO  with  Goldman  in 
2006  and  GSC's  third  structured  product  CDO. 

■  Collateral:  100%  of  the  portfolio  will  have  a  rating  of  investment  grade. 

■  Pre-Marketing:  We  will  begun  discussions  with  numerous  investors  on  early  commitments  on  equity 
and  debt  (TCW  Equity  Fund,  Commerzbank,  Basis  Capital,  Sandelman,  Magnetar,  and  Mariner). 

Issues  to  Consider 

■  Warehouse:   Goldman  Sachs  will  be  exposed  to  half  of  any  first  loss  exposure  on  the  first  $40  MM 
and  100%  of  any  second  loss  exposure  above  $40  MM  if  the  deal  fails  to  close.  GSC  Capital  Corp.  is 
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initially  posting  $5.0  MM  to  collateralize  its  risk  sharing  commitment  and  will  make  additional  posts  up 
to  $20  MM  as  the  warehouse  ramps. 

IX.    Recommendation 

GSC  is  a  repeat  CDO  issuer  and  is  one  of  Goldman's  strongest  relationships  in  the  structured  product 
CDO  market.  Goldman  Sachs  will  be  involved  in  structuring  the  transaction,  selling  assets  into  the 
transaction,  placing  the  Notes  and  the  equity  of  the  CDO  and  in  return,  will  recognize  P&L  of  approx.  $5.5 
MM. 

In  light  of  the  above,  we  request  that  the  Capital  Committee  approve  our  proposal  to  enter  into  a  "best 
efforts"  underwriting  of  the  CDO  debt,  firm  commitment  on  half  the  equity,  and  to  move  forward  with  the 
warehouse  risk  sharing  arrangement  with  GSC. 
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Structured  Product  CDO  Warehouses 


Deal  Name 

Size  /  Current 
Warehouse 

Collateral 
Description 

GS  Warehouse  Risk 

Cost  of 
Financing 

Expected 
Pricing 

Approx. 
Fees 

*. 

$1.5  Billion/ 
$600  MM 

Aa2/Aa3  - 
RMBS,  CMBS, 
ABS,  CDO 

Nordea: 

50%  to  GS,  all  asset  purchases 

funded  MHH9 

LIBOR  flat 

Apr-06 

$5.25 
MM 

■r— • 

$2.0  Billion/ 
$1.5  Billion 

Aa2/Aa3  - 
RMBS,  CMBS, 
ABS,  CDO 

100%toGS 

NA 

Jul-06 

$10  MM 

at 

$2.0  Billion/ 
$1 .2  Billion 

Aa2/Aa3- 
RMBS,  CMBS, 
ABS,  CDO 

1st  Loss  -  50%  up  to  $6  MM 
2nd  Loss  -  100%  above  $6  MM 

NA 

Jul-06 

$10  MM 

■r 

$3.0  Billion/ 
$1.9  Billion 

Aa2/Aa3  - 
Prime  and  Alt-A 
RMBS 

100%toGS 

NA 

Aug-06 

$10  MM 

^ 

$2.0  Billion/ 
$127  Million 

Aa2/Aa3  - 
RMBS,  CMBS, 
ABS,  CDO 

100%  to  GS 

NA 

Aug-06 

$10  MM 

CLO  Warehouses 


Deal  Name 


Size  /  Current 
Warehouse 


Collateral 
Description 


GS  Warehouse  Risk 
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Appendix  B:  CDO  Equity  Positions 


Face 

Market 

Market  Value 

Transaction 

($MM) 

Deal  Type 

Currency 

Price 

($MM) 

FC  CBO  III  Limited 

1.29 

CLO 

USD 

- 

- 

FC  CBO  II  Limited 

1.66 

CLO 

USD 

- 

- 

First  Dominion  Funding  1 

0.57 

CLO 

USD 

45 

0.26 

First  Dominion  Funding  III 

1.04 

CLO 

USD 

15 

0.16 

Halyard  CBO  1  limited 

0.77 

CLO 

USD 

- 

- 

Pennant  CBO  Limited 

-  _0.63 

CLO 

USD 

- 

- 

Ballyrock  II 

1.62 

CLO 

USD 

75 

1.21 

Signature  7  LP 

0.97 

CLO 

USD 

60 

0.58 

Victoria  Falte  CLO,  Ltd 

3.00 

CLO 

USD 

90 

2.70 

Ballyrock  III 

2.10 

CLO 

USD 

90 

1.89 

Harch  CLO  Ltd. 

6.00 

CLO 

'USD 

90 

5.40 

AresVR 

6.30 

CLO 

USD 

90 

5.67 

Putnam  Structured  Product  CDO  2002-1 ,  Ltd 

4.00 

SPCDO 

USD 

75 

3.00 

Davis  Square  Funding  I,  Ltd 

2.00 

SPCDO 

USD 

75 

1.50 

NYLIM  Stratford  CDO  2001-1 ,  Ltd 

3.25 

.  SP  CDO 

USD 

1 

0.03 

Sierra  Madre  Funding,  Ltd. 

3.73 

SPCDO 

USD 

67 

2.49 

Davis  Square  Funding  III,  Ltd 

1.50 

SPCDO 

USD 

75 

1.13 

Camber  III  pic 

8.90 

SPCDO 

USD 

75 

6.68 

Adirondack  2005-1  Funding,  Ltd 

3.95 

SPCDO 

USD 

80 

3.16 

Coolidge  Funding,  Ltd. 

2.40 

SPCDO 

USD 

80 

1.92 

Altius  I  Funding,  Ltd. 

2.00 

SPCDO 

USD 

80 

1.60 

Davis  Square  Funding  V,  Ltd. 

4.00 

SPCDO 

USD 

80 

3.20 

G  Street  Finance  Ltd. 

4.00 

SPCDO 

USD 

80 

3.20 

Adirondack  2005-2  Funding,  Ltd 

4.64 

SPCDO 

USD 

80 

3.71 

Winston  Funding  LTD 

1.80 

SP  CDO 

USD 

25 

0.45 

Davis  Square  Funding  IV,  Ltd. 

3.03 

SPCDO 

USD 

80 

2.43 

Davis  Square  Funding  VI,  Ltd. 

2.80 

SPCDO 

USD 

80 

2.24 

Fortius  I  Funding,  Ltd. 

2.00 

SPCDO 

USD 

80 

1.60 

Total 

79.95 

66.21 
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From: 
Sent: 
To: 
Subject: 


Sparks,  Daniel  L 

Sunday,  May  14,  2006  1:01  PM 

Willing,  Curtis 

RE:  GSC  -  Prime  Brokerage 


I've  run  a  bunch  of  traps  for  them  in  the  past. 

You  should  know  what  I  need  to  be  posted  on,  not  leave  it  to  the  client  to  decide 

Original  Message 

From:  Willing,  Curtis 

Sent:  Wednesday,  May  10,  2006  8:47  AM 

To:  Sparks,  Daniel  L 

Subject:  RE:  GSC  -  Prime  Brokerage 

I  asked  Ed  and  Josh  early  on  if  they  wanted  me  to  get  you  and  Cornacchia  involved  to  get 
this  moving  and  they  said  it  was  more  of  an  inquiry  at  that  point.   When  I  relayed  to  them 
that  the  team  here  had  multiple  points  of  contact  with  GSC  already  they  asked  me  to  just 
hold  off  until  they  had  a  better  sense  of  who  at  Goldman  was  talking  to  various  contacts 
at  GSC.   Yesterday  they  asked  me  to  move  forward  again... I  just  received  that  response 
this  morning. 

Original  Message 

From:  Sparks,  Daniel  L 

Sent:  Wednesday,  May  10,  2006  8:40  AM 

To:  Willing,  Curtis 

Subject:  Re:  GSC  -  Prime  Brokerage 

Mistake  not  to  involve  me  from  early  on 

. , — Original  Message 

From:  Willing,  Curtis  <Curtis .Willing@ny. email . gs . com> 

To:  Sparks,  Daniel  L  <dan. sparks @ny. email . gs . com>;  Ostrem,  Peter  L 

<Peter. Ostrem@ny. email. gs. com>;  Cornacchia,  Thomas  <Thomas . Cornacchia@ny . email . gs . com> 

Sent:  Wed  May  10  08:37:42  2006 

Subject:   GSC  -  Prime  Brokerage 

Let  me  know  if  there  is  something  more  you  think  I  could  be  doing  here  per  Steffelin's 
request 

Original  Message 

From:  Solomon,  David  Z  (GSS) 
Sent:  Wednesday,  May  10,  2006  8:05  AM 
To:  Willing,  Curtis;  Holland,  Dan 
Subject:  RE:  GSC  -  Prime  Brokerage 

We  don't  work  with  ABS  funds  (no  PB  revs),  what  we  can  do  is  circulate  their  materials  to 
the  team  (in  case  any  investor  inquire  about  ABS  funds  opportunistically) ,.  hope  this  will 
be  helpful.   Call  either  of  us  if  you  have  any  questions. 

Original  Message 

From:  Willing,  Curtis 

Sent:  Wednesday,  May  10,  2006  7:47  AM 
To:  Solomon,  David  Z  (GSS);  Holland,  Dan 
Subject:  RE:  GSC  -  Prime  Brokerage 

Ed  Steffelin,  Fred  Horton  and  Josh  Bissu  would  like  to  talk  to  us  about  raising  money  for 
them  in  their  Elliot  Bridge  Fund.   It's  a  fixed  income  arb  fund  focusing  primarily  on  ABS 
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using  cash  and  synthetics,  long/short  strategies.   43mm  currently  looking  to  get  to 
$150-200mm  over  the  next  9-12  months.   There  is  one  investor  and  GSC  in  the  fund.   Please 
let  me  know  how  we  could  go  about  arranging  a  meeting. 


Thanks 

Original  Message 

From:  Solomon,  David  Z  (GSS) 
Sent:  Monday,  April  17,  2006  5:31  PM 
To:  Willing,  Curtis;  Holland,  Dan 
Subject:  Re:  GSC  -  Prime  Brokerage 

Know  them  well,  was^  just  there  with 
bankers  including 


>  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


their  IBD  coverage  and  a  bunch  of 


etc. 


Also  our  team  recently  hosted  a  dry-run  for  their  new  credit  fund. 
Also  introducing  John  Lipton  to  equities  and  PB  folks  iin  Asia. 
How  can  we  help? 


Sent  from  my  BlackBerry  Wireless  Handheld 

Original  Message 

From:  Willing,  Curtis  <Curtis .Willing@ny. email . gs . com> 

To:  Holland,  Dan  <dan. holland@ny. email . gs . com>;  Solomon,  David  Z  (GSS) 

<David . Z . Solomon@ny . email . gs . com> 

Sent:  Mon  Apr  17  17:24:48  2006 

Subject:   GSC  -  Prime  Brokerage 

Are  either  of  you  familiar  with  GSC  Partners?   Several  Ex-Goldman  Partners  involved.   They 
currently  have  ~$9.2Billion  in  AUM...  .  although  the  fund  they  would  like  us  to  have 
discussions  on  is  currently  $43mm  in  size.   They  are  a  strategic  partner  with  the 
Synthetic  desk  and  have  handed  us  multiple  CDO/CLO  mandates.   Please  let  me  know  if  we  can 
arrange  a  discussion  on  this  account. 

Thanks 

Curt  Willing 


From:        Kamilla,  Rajiv 

Sent:  Monday,  April  17,  2006  10:37  AM 

To:    Willing,  Curtis;  Egol,  Jonathan;  Tourre,  Fabrice;  Ostrem,  Peter  L 

Cc:    Holland,  Dan;  Solomon,  David  Z  (GSS) 

Subject:     RE:  GSC  -  Prime  Brokerage 

Ccing. . .Holland,  Dan;  Solomon,  David  Z  (GSS) 


From:       Willing,  Curtis 

Sent:  Monday,  April  17,  2006  10:34  AM 

To:    Egol,  Jonathan;  Tourre,  Fabrice;  Ostrem,  Peter  L;  Kamilla,  Rajiv 

Subject:     GSC  -  Prime  Brokerage 

What  is  my  best  option  for  getting  dialogue  started  on  this  front? 


,V 
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From:      Steffelin,  Edward  [esteffelin@gscpartners.com] 

Sent:       Tuesday,  August  08,  2006  1 :25  PM 

To:  Ostrem,  Peter  L;  Bissu,  Joshua 

Cc:  Bieber,  Matthew  G.;  Case,  Benjamin;  Horton,  Fred 

Subject:  RE:  GS/GSC  EB  Prop  deal 


We  concur. 

Ed  Steffelin 
212-884-6190 
GSC  Partners 


This  email  ta  intended  only  for  the  person  or  en.ty  *^  " 

confidential  or  otherwise  protected  from  disclosure.  D.ssermn  tion  ^nbu^on  ^^  ^cLationa!  purposes  only  and 

contained  herein  by  anyone  other  than  ^  mtended  reapje  U  p oh, b ^^T^^  ^related  financial  instruments.  If  you  have 


From:  Ostrem,  Peter  L  [mailto:Peter.Ostrem@gs.com] 

Sent:  Tuesday,  August  08,  2006  12:34  PM 

To:  Bissu,  Joshua;  Steffelin,  Edward 

Cc:  Bieber,  Matthew  G.;  Case,  Benjamin;  Horton,  Fred 

Subject:  FW:  GS/GSC  EB  Prop  deal 

Gentlemen, 

Here  is  what  we  would  do: 

-  SO/SoTn  Te  equity.  Any  equity  sales  reduce  our  allocation  pro-rate. 

-  no  OC/IC  tests  is  ok.  Suggest  OC  test  diverting  excess  spread  if  BBB  OC  is  less  than  luu.u 
(no  haircuts). 
"-  So  S^SplnS  (we  share  that  risk).  But  agree  we  try  to  keep  it  low  (will  definitely  be  higher  than 

$lmm  given  agencies  alone) 

-  GS  earns  lObp  PA  on  the  NOPCB  as  Asset  Liquidation  Agent 

-  2%  position  size  limit 

-  3  yr  non-call 

-  mS  to  STproUion  on  BBBs  to  GSC  at  market  for  0.75%  times  notional 
■-  E"  ££££*.  bo.  we  „»,  0,  to  se„  some  BB  deb,  if  that  beips 

Let  me  know  if  that  works. 

Thanks. 

Peter 

Gentlemen, 

Here's  what  we  were  thinking  to  make  sure  we  are  all  on  the  same  page,  let  us  know  what  you  think. 

-500  million  deal  (-4.5%  non-IG  notes  and  equity) 

p.rman>nt  Snhcomir'""  on  Investigations  I 
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-No  OC/IC  tests 

-GSC  commits  to  50%  of  the  equity 

-There  is  no  underwriting  fee  on  the  deal 

-Try  to  cap  upfront  expenses  (legal,  rating  agencies,  audit)  at  1  million 

-GS  earns  10bps  pa  on  the  NOPCB  as  Asset  Liquidation  Agent 

-Portfolio  Composition 

RMBS  HEL/BC  Baa2  30.00% 

RMBS  HEL/BC  Baa3  30.00% 

SP  CDO  A2  20.00% 

SP  CDO  Baa2  20.00% 

-1%  target  position  size 

-3  year  non  call 

-No  reinvestment  rmr\   a-      *i 

-GSC  EB  have  the  right  will  source  up  to  50  million  of  the  Baa2  CDOs  directly 

-GS  will  use  best  efforts  to  source  [12]  million  of  the  BBBs  for  GSC  EB  to  short;  GS  will  earn 

[0.75]%  on  the  notional  amount  of  the  short  paid  upfront 

(fixed  cap,  with  implied  writedown) 
-GS  will  leverage  the  equity  50%  forGSC 


This  email  is  intended  only  for  the  person  or  entity  to  which  it  is  addressed  and  may  contain  information  that  is 
nrivifeTd  confidential  or  otherwise  protected  from  disclosure.  Dissemination,  distribution  or  copying  of  this  message 
:£S— rein  £  anyone  other  than  the  intended  recipient  is  prohibited.  This  emai  is  intended  for 
informational  purposes  only  and  is  not  a  solicitation,  offer  or  recommendation  regarding  the  purchase  «  sale of 
secures  or  related  financial  instruments.  If  you  have  received  this  message  in  error,  please  not.fy  the  sender  by  reply 
email  and  delete  this  message.  Thank  you. 


c 
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From:      Bieber,  Matthew  G. 

Sent:       Wednesday,  September  27,  2006  9:36  AM 

To:  Bissu,  Joshua 

Cc:  Case,  Benjamin;  Ostrem,  Peter  L;  Steffelin,  Edward;  Shieh,  Will 

Subject:  RE:  Names  for  tomorrow 

ok  on  !ist...$5mm  per  name. 

From:  Bissu,  Joshua  [mailto:jbissu@gscpartners.com] 

Sent:  Tuesday,  September  26,  2006  10:24  PM 

To:  Bieber,  Matthew  G. 

Cc:  Case,  Benjamin;  Ostrem,  Peter  L;  Steffelin,  Edward;  Shieh,  Will 

Subject:  Names  for  tomorrow 

Matt, 

As  discussed  here  are  the  names  we  wanted  to  send  out  for  tomorrow's  bid.  Please  let  us  know  if  you  have  any 

comments,  thanks 

Rgds, 

Josh 


Cusip 


004375FE6 


29445FCV8 


362341 QW2 


40430HEH7 


46626LBA7 


59020U3N3 


61744CMS2 


64352VLA7 


76112BZA1 


04541 GQH8 


004375DMO 


004421 VC4 


Name 


ACCR  2006-1  M8 


EMLT  2005-1  M8 


FFML  2005-FF8  B2 


HASC  2006-OPT2  M8 


JPMAC  2005-FLD1  M8 


MLMI  2006-HE1  B2A 


MSAC  2005-NC1  B2 


NCHET  2005-2  M8 


RAMP  2005-EFC3  M8 


ABSHE2005-HE2M7 


ACCR  2005-2  M9 


t 


CE  2006-NC1  M9 
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Moody's   S&P 


Baa2 


Baa2 


Baa2 


Baa2 


Baa2 


Baa2 


Baa2 


Baa2 


Baa2 


Baa3 


Baa3 


Baa3 


BBB 


BBB 


BBB+ 


BBB 


BBB+ 


BBB 


BBB 


BBB+ 


BBB- 


BBB 


BBB+ 
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03072SM85 

AMSI  2005-R8  M9 

Baa3 

BBB 

073879VL9 

BSABS  2005-TC1  M6 

Baa3 

BBB 

144531  BK5 

CARR  2005-NC1  M8 

Baa3 

BBB- 

22237JAP2 

CWL  2006-BC2  M9 

Baa3 

BBB- 

61744CPQ3 

MSAC  2005-NC2  B3 

Baa3 

BBB- 

61744CYK6 

MSAC  2006-NC1  B3 

Baa3 

BBB 

64352VKJ9 

NCHET  2005-1  M9 

Baa3 

BBB- 

64352VLS8 

NCHET  2005-3  M9 

Baa3 

BBB- 

76112BD49 

RAMP  2005-EFC4  M9 

Baa3 

BBB 

76112BJ43 

RAMP  2005-EFC5  M9 

Baa3 

BBB 

76112BL24 

RAMP  2005-EFC6  M9 

Baa3 

BBB 

76110W6H4 

RASC  2005-EMX4  M9 

Baa3 

BBB+ 

This  email  is  intended  only  for  the  person  or  entity  to  which  it  is  addressed  and  may  contain  information  that  is  privileged, 
confidential  or  otherwise  protected  from  disclosure.  Dissemination,  distribution  or  copying  of  this  message  or  the  information 
contained  herein  by  anyone  other  than  the  intended  recipient  is  prohibited.  This  email  is  intended  for  informational  purposes 
only  and  is  not  a  solicitation,  offer  or  recommendation  regarding  the  purchase  or  sale  of  securities  or  related  financial 
instruments.  If  you  have  received  this  message  in  error,  please  notify  the  sender  by  reply  email  and  delete  this  message.  Thank 
you. 


/-?. 
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From:      Bieber,  Matthew  G. 

Sent:       Monday,  March  05,  2007  7:45  PM 

To:  Bissu,  Joshua 

Subject:  RE:  Anderson  Mezzanine  Portfolio  as  of  3  2  07  (2).xls 

we're  going  to  need  to  execute  remaining  portfolio  wider  than  1 93 


From:  Bissu,  Joshua  [mailto:jbissu@gsc.com] 

Sent:  Monday,  March  05,  2007  10:59  AM 

To:  Bieber,  Matthew  G. 

Subject:  Anderson  Mezzanine  Portfolio  as  of  3  2  07  (2).xis 

some  levels  we  did  these  names  on  friday  for  another  trade 

the  index  names  will  also  probably  trade 
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From:      Bieber,  Matthew  G. 

Sent:       Tuesday,  March  06,  2007  2:56  PM 

To:  Chitson,  Michele;  Chitson,  Michele;  Lin,  Shelly;  Siegel,  Eric 

Subject:  W:  Talking  Points  on  New  Century 

INTERNAL 


From:  Bissu,  Joshua  [mailto:jbissu@gsc.com] 
Sent:  Tuesday,  March  06,  2007  2:26  PM 
To:  Bieber,  Matthew  G.;  Ostrem,  Peter  L 
Cc:  Steffelin,  Edward;  Zhu,  Wenbo;  Savai,  Rajiv 
Subject:  Talking  Points  on  New  Century 

*  Historically  New  Century  has  on  average  displayed  much  better  performance  in  terms  of  delinq  and  default  data 

*  Prepayments  have  tended  to  be  higher  lowering  the  extension  risk 

*  Losses  and  REO  are  historically  lower  than  the  rest  of  the  market 

*  Traditionally  the  structures  have  strong  enhancement/subordination 


This  email  is  intended  only  for  the  person  or  entity  to  which  it  is  addressed  and  may  contain  information  that  is  privileged, 
confidential  or  otherwise  protected  from  disclosure.  Dissemination,  distribution  or  copying  of  this  message  or  the  information 
contained  herein  by  anyone  other  than  the  intended  recipient  is  prohibited.  This  email  is  intended  for  informational  purposes 
only  and  is  not  a  solicitation,  offer  or  recommendation  regarding  the  purchase  or  sale  of  securities  or  related  financial 
instruments.  If  you  have  received  this  message  in  error,  please  notify  the  sender  by  reply  email  and  delete  this  message.  Thank 
you. 
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From: 

Sent: 

To: 

Cc: 

Subject: 

x-gs-classif  i  cation : 


Shah,  Poonam 

Monday,  September  18,  2006  2:46  PM 

Shah,  Poonam;  Williams,  Geoffrey;  Ficc-cdmtg 

ficc-mtgcorr-desk;  Riso,  Max 

RE:  Expected  Tranche  Trades  with  GSC  on  Monday 

Internal-GS 


Tranche  trades  renamed  -  pis  see  below  for  updated  ref  numbers: 

$10  6250mm  of  8.625-12.875%  (Class  B)  @  200bps  upfront  and  120bps  running  -  NUUQ60914003 
$6  2500mm  of  6.125-8.625%  (Class  C)  @  @  200bps  upfront  230bps  running  -  NUUQ60915003 
$5.9375mm  of  3.750-6.125%  (Class  D)  @  200bps  upfront  and  405bps  running  -  NUUQ60916003 

Thanks. 


From: 

Sent: 

To: 

Cc: 

Subject: 


Shah,  Poonam 

Monday,  September  18,  2006  2:17  PM 

Williams,  Geoffrey;  Rcc-cdmtg 

ficc-mtgcorr-desk;  Riso,  Max 

RE:  Expected  Tranche  Trades  with  GSC  on  Monday 


Will  book  the  tranche  trades  now  and  rename  in  tap  -  willl  let  you  know  once  completed  -  thanks. 


From: 

Sent: 

To: 

Cc: 

Subject: 


Williams,  Geoffrey 

Monday,  September  18,  2006  2:01  PM 

Ficc-cdmtg 

ficc-mtgcorr-desk;  Riso,  Max 

FW:  Expected  Tranche  Trades  with  GSC  on  Monday 


GSC  tranche  trades  booked  in  TAP.  Also,  have  information  on  the  ABX  trades  they  did  last  week.  Can  you 
please  rename  and  revert  ASAP  so  we  can  get  to  collateral  and  have  all  the  trades  linked?  Thanks. 

GS  sells  25  mm  ABX  06-1  BBB  index  9/13  @  100-26  --  SDB201 3041 281 
GS  sells  15mm  ABX  06-1  BBB  index  9/13  @  100-28  -  SDB201 304263 


From:  Williams,  Geoffrey 

Sent:  Friday,  September  15,  2006  4:48  PM 

To:  ficc-mtgcorr-tradeapproval 

Subject:  FW:  Expected  Tranche  Trades  with  GSC  on  Monday 

Follow-ups  on  tranched  swaps  with  GSC  /  DB  Prop  /  Magnetar;  let  us  know  if  you  have  any  questions  or 
need  anything  else: 

Strats  -  I  will  send  an  updated  TAP  setup  file  for  this  portfolio  (which  is  ABACUS  06-1 1)  since  this  trade  will 

not  have  reinvestment  like  the  protection  buy  side. 

Ops  -  can  we  please  discuss  how  to  link  GSC's  ABX  longs  to  their  tranche  shorts  when  booked  so  that  they 

receive  appropriate  margin  credit?  ,     Ul, 

Credit  -  please  note  updated  sizes  that  GSC  will  do  in  their  long/short  strategy;  can  you  please  refresh  the. 

initial  margin  based  on  this? 

Controllers  -  can  we  please  discuss  what  will  be  released  on  Mon? 

Drafting  -  find  a  draft  confirm  that  we  have  sent  to  GSC  /  DB  Prop  /  Magnetar  below;  we  will  let  you  know 

when  we  have  finalized  with  GSC  /  DB  Prop  /  Magnetar. 


:  File:  Draft  GSC  CDS  Confirmation  20060830.doc 


» 


From: 


Williams,  Geoffrey 
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Sent-  Friday,  September  15,  2006  4:24  PM 

To:  ficc-mtgcorr-tradeapproval 

Cc-  Willing,  Curtis 

Subject:  Expected  Tranche  Trades  with  GSC  on  Monday 


We  expect  to  write  protection  to  GSC  on  each  of  the  Allowing  tranches  off  of  the  static  reference 
SSSKSSd  below;  GSC  will  pay  to  GS  the  prem.ums  detailed  below. 

f5  953°7°5mm  °o!  3.tSH«  |c£  3  S  5 0bps  upf rorrf  and  405bps  running 


Other  Key  Terms: 

Trade  date:  Monday,  September  18,2006 
Effective  date:  Tuesday,  September  26,  2006 
Protection  Seller:  [Goldman  Sachs  International] 
Protection  Buyer:  [GSC  entity] 
Termination  Date:  September  28  2045 
Non-Call  Period:  ends  on  September  28,  2009 
Amortization  Type:  Modified  Sequential 

Reference  portfolio: 
«  File:  Bespoke  Portfolio  1  20060915.xls  » 

Goldman,  Sachs  &  Co. 
85  Broad  Street  |  New  York,  NY  1 0004 
Tel:  (212)  357-0818  |  Fax:  (212)  493-9565 
e-mail:  geoffrey.williams@gs.com 


GokSmsm 
Sachs 


Geoff  Williams 

Structured  Products  Trading 


This  mated,  has  been  prepared  specif  ,y  foryou £ ^^^^X^^X^^^^^ 
Research.  We  are  not  soliciting  any  action  based    pon  *»  ™~  ££££* Tta  accurate  or  complete,  and  it  should  not  be  naked 
based  upon  information  which  we  consider  ^*^^SS  high  yield  securities,  give  rise  to  substantial  nsk  and 
upon  as  such.  Certain  transactions,  including  ^^^"fJ.^^Tor  tesuarTce of  this  material,  may  from  time  to  time,  have  ong 
are  not  surtable  for  all  investors.  We,  or  P>™™™*««™  ^^dtoTnLtrlments  and  investments  identical  with  or  related  to  those 
or  short  positions  in,  and  buy  or  sell  the  "^^^g^J^l  ***  =uch  matters  should  be  discussed  with  your  adv,sors 
mentioned  herein.  Goldman  Sachs  does  not  P^^M^S™  may  disclose  any  and  all  aspects  of  this  matenal  that 
and  or  counsel.  In  addition,  we  mutually  agree  that  ^^^^S^^dA^nSaOm  imposing  any  limitation  of  any  kind.  This  matenal 
«  necessary  to  support  any  IIS.  ^^'g'jSjSS  SS  ZS  which  is  regulated  by  The RnaneW 

S^e^^  SpA  in  MHan' *  " HS  ^  bran°h  °,,i0e  - 1 


Fleet  Street. 


Th!s  mater,,  does  not  evidence  -"-X^S^ 
documentation  In  form  and  substance  satisfactory  to  Goldman  Sachs. 


Confidential  Treatment  Requested  by  Goldman  Sachs 


\>v    "        "> 

GS  MBS-E-0094717 


Footnote  Exhibits  -  Page  4355 


From: 

Sent: 

To: 

Cc: 

Subject: 

Attachments: 


Lin,  Shelly 

Tuesday,  October  31 ,  2006  12:21  PM 

Bissu,  Joshua;  Bieber,  Matthew  G. 

Steffelin,  Edward;  Dial,  Thomas;  Shieh,  Will 

RE:  Book3  (7).xls 

Book3  (7)  (2).xls 


x-gs-classification:  External 


Attached  are  the  names/levels  that  our  desk  would  like  to  trade. 


CUSIP 

O40104TS0 

04541 GRT1 

04541GWQ1 

126670UD8 

144531 FV7 

46602WAN4 

57645FAS6 

59021 AAMO 

64352VRB9 

64360YAM7 

83611MEE4 

86360PAR8 

86361 KAM9 


Deal 

ARSI  2006-W4  M9 
ABSHE  2005-HE4  M9 
ABSHE2006-HE2M9 
CWL  2006-1  MV8 
CARR  2006-OPT1  M8 
IXIS  2006-HE2  B3 
MABS  2006-AM2  M8 
MLMI  2006-FM1  B2 
NCHET  2006-1  M9 
NCHET  2006-2  M9 
SVHE2005-DO1  M8 
SASC  2006-NC1  M9 
SAIL  2006-BNC3  M7 


Rating 

GSC  Hedge  Amount 

Amt  For  Bid 

Baa3 

2,000,000 

3,000,000 

285 

Baa3 

1,000,000 

4,000,000 

Baa3 

2,000,000 

3,000,000 

255 

Baa2 

5,000,000 

Baa2 

5,000,000 

Baa3 

1,000,000 

4,000,000 

225 

Baa2 

5,000,000 

Baa2 

1,000,000 

4,000,000 

170 

Baa3 

1,000,000 

4,000,000 

275 

Baa2 

5,000,000 

Baa2 

5,000,000 

110 

Baa3 

1,000,000 

4,000,000 

245 

Baa2 

5,000,000 

170 

From:  Bissu,  Joshua  [mailto:jbissu@gscpartners.com] 

Sent:  Monday,  October  30,  2006  7:11  PM 

To:  Bieber,  Matthew  G.;  Lin,  Shelly 

Cc:  Steffelin,  Edward;  Dial,  Thomas;  Shieh,  Will 

Subject:  FW:  Book3  (7).xls 

Matt/Shelly  - 

Attached  pis  find  the  next  list  of  names  we  wanted  to  ramp  for  Hudson  Mezz.  The  amount  we  would  like  to  short  into  the  deal  is 
noted  in  the  GSC  hedge  amount  column.  The  amount  out  for  bid  is  noted  in  the  following  column  (5M  -  GSC  Hedge  Amount). 

We  would  love  if  your  desk  wanted  to  trade  some  of  the  ones  we  want  to  hedge  as  well. 

Let  us  know  what  your  levels  are  if  you  want  to  bid,  and  if  we  have  approval  to  trade  the  names. 

Thanks 

Josh 
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From: 

Sent: 

To: 

Cc: 
Subject: 


Willing  Curtis  <curtis.willing@gs.com> 
GSC  Trades 


3SC  EUOT  BRIDGE  MASTER  FUND  ..  Ltd.,  ouys  protection  on  tne  ««*,  facing  OS  (Oo.dman  Sacns  .nternationa,) 


040104TSO 
04541 GWQ1 
46602WAN4 
59021 AAMO 
64352VRB9 
86360PAR8 


ARSI  2006-W4  M9 
ABSHE  2006-HE2  M9 
IXIS  2006-HE2  B3 
MLMI  2006-FM1  B2 
NCHET  2006-1  M9 
SASC  2006-NC1  M9 


Baa3 
Baa3 
Baa3 
Baa2 
Baa3 
Baa3 


2,000,000 
2,000,000 
1 ,000,000 
1 ,000,000 
1 ,000,000 
1 ,000,000 


285 
255 
225 
170 
275 
245 


atmont  Rfiauested  by 
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From: 

Sent: 

To: 

Cc: 

Subject: 

that   is   cool 

Salem,  Deeb 

Tuesday,  October  31,  2006  12:17  PM 

Lin,  Shelly;  Chin,  Edwin 

Bieber,  Matthew  G. 

RE:  RE:  GSC-  Hudson  Mezz  2 

From: 

Sent: 

To: 

Cc: 

Subject: 

Lin,  Shelly 

Tuesday,  October  31,  2006  12:14  PM 

Salem,  Deeb;  Chin,  Edwin 

Bieber,  Matthew  G. 

RE:  GSC-  Hudson  Mezz  2 

Do  you  want  to  do  up  to  $5mm?  GSC  wants  to  short  into  the  deal  the  amounts  listed  below.  They'd  like  to  trade  the 
ones  they  want  to  hedge  with  your  desk  as  well.  I  think  they  also  did  this  with  your  desk  a  few  weeks  ago. 


CUSIP  Deal  Rating 

040104TSO     ARSl  2006-W4  M9  Baa3 

04541GRT1     ABSHE  2005-HE4  M9  Baa3 

04541 GWQ1  ABSHE  2006-HE2  M9  Baa3 

126670UD8     CWL  2006-1  MV8  Baa2 

1 44531 FV7     CARR  2006-OPT1  M8  Baa2 

46602WAN4   IXIS  2006-HE2  B3  Baa3 

57645FAS6     MABS  2006-AM2  M8  Baa2 

59021AAM0    MLM1  2006-FM1  B2  Baa2 

64352VRB9     IMCHET  2006-1  M9  Baa3 

64360YAM7    NCHET  2006-2  M9  Baa2 

83611MEE4    SVHE  2005-DO1  M8  Baa2 

86360PAR8    SASC  2006-NC1  M9  Baa3 

86361 KAM9    SAIL  2006-BNC3  M7  Baa2 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Broderick,  Craig 

Thursday,  February  08,  2007  1 1 :55  AM 

Viniar,  David;  Forst,  Edward  ( 85B030) 

Rapfogel,  Alan;  Wildermuth,  David;  Sparks,  Daniel  L 

New  Century  -  restatement  of  earnings,  4th  qtr  loss, ,  material  control  weakness,  shares 

down  30% 


Per  the  below,  this  is  a  materially  adverse  development.  The  issues  involve  inadequate  EPD  provisions  and  marks  on 
residuals.  The  company  reports  substantial  liquidity  and  the  charges  are  non-cash  in  nature,  but  in  a  confidence 
sensitive  industry  it  will  be  ugly  even  if  all  problems  have  been  identified. 

We  have  relatively  significant  exposure  -  $13mm  in  prospective  losses  from  EPD  claims  alone,  and  $70mm  or  so  in 
potential  exposure,  under  substantial  mortgage  warehouse  and  whole  loan  trading  lines  to  this  entity.  With  $1 .6bn  in 
market  cap  and  $2bn  in  book  equity,  they  were  considered  one  of  the  stronger  sub-prime  originators. 

We  have  a  call  with  the  company  in  a  few  minutes  (to  be  lead  by  Dan  Sparks)  and  will  follow  up  with  a  posting  later  today 
on  our  conclusions  and  action  plan. 

Feb.  8  (Bloomberg)  -  Shares  of  New  Century  Financial  Corp., 
the  second-largest  home  lender  to  the  riskiest  borrowers,  plunged 
28  percent,  the  most  since  October  1998,  when  the  Russian  debt 
crisis  was  cutting  off  sales  of  such  loans  in  securities. 

Shares  of  the  Irvine,  California-based  company  tumbled  $8.58 
to  $21 .58  at  9:57  a.m.  in  New  York  Stock  Exchange  composite 
trading.  New  Century  late  yesterday  said  it  probably  lost  money 
last  quarter,  will  need  to  restate  other  2006  earnings  lower,  and 
won't  make  as  many  loans  this  year  as  it  had  previously  forecast. 

Also  today,  HSBC  Holdings  PLC  announced  a  management  shake 
up  and  changes  to  lending  policies,  after  saying  it  was  setting 
aside  20  percent  more  for  bad-loan  provisions  than  analyst  had 
estimated  because  of  rising  problems  in  its  U.S.  mortgage 
business.  Problems  with  new  subprime  loans  increased  last  year  as 
a  result  of  a  slumping  housing  and  looser  lending  standards. 

"It's  kind  of  a  watershed  moment  where  the  magnitude  of  the 
problems  really  are  starting  to  come  to  the  surface,"  said 
Brian  Horey,  general  partner  at  Aurelian  Partners  LP  in  New 
York,  which  has  sold  short  shares  of  New  Century.  "If  you  could 
fog  a  mirror,  you  could  get  a  loan." 

Contributing  to  New  Century's  restatement  and  fourth-quarter 
loss  are  repurchases  of  previously  sold  loans,  the  company  said. 

Subprime  loan  buyers  typically  can  force  lenders  to  buy  back 
the  mortgages  they  sell  if  borrowers  miss  their  first  few 
payments,  any  type  of  fraud  is  discovered,  or  the  loans  otherwise 
fail  to  meet  the  guidelines  laid  out  in  a  sales  contract. 
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From: 
Sent: 
To: 
Subject: 


Chin,  Edwin 

Saturday,  February  24,  2007  2:41  PM 

Swenson,  Michael 

RE:  Hudson  mezz 


He  is  right  next  to  me  -  going  through  the  anderson  marks  now. 

Original  Message 

From:  Swenson,  Michael 

Sent:  Saturday,  February  24,  2007  2:39  PM 

To:  Chin,  Edwin 

Subject:  Re:  Hudson  mezz 

Deeb  is  there  right? 

Original  Message 

From:  Chin,  Edwin 

To:  Swenson,  Michael 

Sent:  Sat  Feb  24  14:35:59  2007 

Subject:  RE:  Hudson  mezz 

In  the  office.   Will  go  over  it  with  Markowski. 

Original  Message 

From:  Swenson,  Michael 

Sent:  Saturday,  February  24,  2007  12:02  PM 

To:  Salem,  Deeb;  Chin,  Edwin 

Cc:  Birnbaum,  Josh 

Subject:  Hudson  mezz 

Here  is  what  I  am  thinking  on  hudson  mezz  -  we  fix  the  marks  that  for  the  hudson  mezz  that 
did  not  get  in.  1  have  barret  looking  into  how  to  get  the  npv's  to  flow  downstream  through 
it  to  controllers  -  that  would  eliminate  variance  which  will  get  focused  on  bxg  time. 

At  the  same  time  mark  anderson  positions  we  are  facing  the  warehouse  at  the  right  level. 

What  do  you  think? 

Prefer  to  have  the  discussions  over  the  phone. 


Original  Message  

From:  Salem,  Deeb 

To:  Swenson,  Michael;  Chin,  Edwin 

Cc:  Birnbaum,  Josh 

Sent:  Sat  Feb  24  11:06:01  2007 

Subject:  RE:  Current  Anderson  Positions 

Ran  a  few  quick  numbers ...  average  is  gonna 
writedown  im  guessing 

Original  Message 

From:  Swenson,  Michael 

Sent:  Saturday,  February  24,  2007  9:40  AM 

To:  Salem,  Deeb;  Chin',  Edwin 

Cc:  Birnbaum,  Josh 

Subject:  Re:  Current  Anderson  Positions 


be  north  of  800.  which  would  imply  a  60mm 
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-Pair"  is  this  better  be  marked  at  harbert  levels  in  our  book  if  not  andwe  are  forced  to 
liquidate  them  on  monday  we  really  have  no  case. 

„e  need  to  make  sure  all  internal  positions  are  marked  appropriately  because  we  will  be 
asked  to  let  people  out  of  positions  over  the  next  few  days 

Original  Message'  

From:  Swenson,  Michael 

To:  Salem,  Deeb;  Chin,  Edwin 

Cc:  Birnbaum,  Josh 

Sent:  Sat  Feb  24  09:27:09  2007 

Subject:  Fw:  Current  Anderson  Positions 

Let's  discuss  we  will  need  to  be  fair  they  are  under  water  big  time  on  this  one 

Original  Message  

TorSparks'DaniefLT  Ostrem,  Peter  L;  Swenson,  Michael;  Birnbaum,  Josh;  Case,  Benjamin; 
Salem,  Deeb;  Chin,  Edwin 
Sent:  Fri  Feb  23  22:20:02  2007 
Subject:  Current  Anderson  Positions 

See  attached.  $140mm  out  of  $305mm  total  are  trades  between  the  CDO  warehouse  and  ABS 
trading. 
«Anderson  WH.xls» 

contents  to  you. 
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From: 
Sent: 
To; 
Subject: 


Ostrem,  Peter  L 

Saturday,  February  24,  2007  2:35  PM 

Case,  Benjamin;  Swenson,  Michael;  Rosenblum,  David  J.;  Sparks,  Daniel  L 

Fw:  Quarter  End  Marks 


Any  comments  on  below  before  I  send  to  Sal  per  Dan's  request? 

CDO  Warehouses  Outstanding  ,,K4^ 

-  Each  warehouse  is  marked  by  either  (a)  MTM  on  each  asset  or  (b)  mark  to  model  which 
involves  taking  the  portfolio  through  the  expected  CDO  execution  and  calculating  Goldman  s 
P&L  given  current  market  yields  on  debt  and  equity.   MTM  is  preferred  if  CDO  execution  is 
highly  uncertain  or  portfolio  is  small .  Both  the  MTM  and  the  MTModel  take  into  account 
risk  sharing  arrangements  with  3rd  parties. 

As  CDO  execution  has  become  more  uncertain  we  have  moved  a  couple  warehouses  closer  to 
their  MTM  which  has  significantly  increased  our  losses.  Also,  our  MTModel  results  haye 
shown  losses  as  expected  liability  spreads  have  widened  significantly  and  he  overall 
strength  of  the  CDO  market  has  waned  due  to  fundamental  credit  decline  in  06/07  in  ™BS 
subprime  (90+%  of  assets)  and  increased  coorelation  between  ABX/TABX  levels  and  mezz  debt 
levels  in  CDOs .  We  expect  this  coorelation  to  increase  volatility  in  our  warehouse  marks 
for  the  a  while  (this  series  of  events  have  happened  quickly  within  the  last  month  and  the 
coorelation  is  getting  closer  to  1  as  global  markets  get  more  familiar  with  fundamentals 
in  subprime  and  trading  levels  in  ABX/TABX) . 

Additional  losses  have  also  resulted  from  the  liquidation  of  3  warehouses.  In  each  case 
the  realized  loss  from  the  sale  of  assets  has  been  higher  than  our  MTM  or  MTModel   This  is 
attributable  to  both  volatility  in  subprime  markets  and  that  our  competitors  are  closing 
their  CDO  warehouse  accounts  from  buying  our  subprime  or  CDO  positions.  The  buyer  base  has 
suddenly  shrunk  significantly.  As  this  continues,  we  expect  this  lack  of  liquidity  to 
further  weaken  our  MTMs  and  feeds  into  our  losses  in  our  remaining  warehouse  marks. 

Original  Message  

From:  Sparks,  Daniel  L 

To:  Fortunato,  Salvatore 

Cc-  Lee,  Brian-J  (FI  Controllers);  Simpson,  Michael;  Leventhal,  Robert;  Gasvoda,  Keyin, 

Swenson,  Michael;  Lehman,  David  A. ;  Rosenblum,  David  J.;  Case,  Benjamin;  Ostrem,  Peter  L; 

Birnbaum,  Josh;  Nichols,  Matthew;  Pouraghabagher,  Dariush;  Pouraghabagher,  Cyrus 

Sent:  Fri  Feb  23  22:17:07  2007 

Subject:  RE:  Quarter  End  Marks 

OK,  I  suggest  that  Swenson,  Case  and  ostrem  work  together  on  the  CDO  all  CDO  items .  Guys 
please  provide  a  brief  write-up  this  weekend  as  allocated  and  detailed  below.  I'd  like  to 
review  each  write-up. 

Daniel  L.  Sparks 
Goldman,  Sachs  &  Co. 

(212)  902-2914  (o) 

(917)  680-4822  (m) 
dan . sparks  @gs . com 

©  Copyright  2007  The  Goldman  Sachs  Group,  Inc.  All  rights  reserved.  See 
http://www.gs.com/disclaimer/email-salesandtrading.html  for  important  risk  disclosure, 
conflicts  of  interest  and  other  terms  and  conditions  relating  to  this  e-mail  and  your 
reliance  on  information  contained  in  it.  This  message  may  contain  confidential  or 
privileged  information.  If  you  are  not  the  intended  recipient,  please  advise  us 
immediately  and  delete  this  message.  See  http://www.gs.com/disclaimer/email/  for  further 
information  on  confidentiality  and  the  risks  of  non-secure  electronic  communication   If 
you  cannot  access  these  links,  please  notify  us  by  reply  message  and  we  will  send  the 
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contents  to  you. 


From:        Fortunato,  Salvatore 

Sent:  Friday,  February  23,  2007  10:11  PM 

To:    Sparks,  Daniel  L 

Cc:    Lee,  Brian-J  (FI  Controllers);  Simpson,  Michael;  Leventhal,  Robert 

Subject:     Quarter  End  Marks 

Dan, 

Given  the  magnitude  and  frequency  of  market  swings  over  the  past  few  weeks,  we'd  like  to 
request  some  assistance  from  your  team  with  regard  to  quarter  end  pricing  levels. 
Specifically,  we'd  like  to  get  a  write-up  of  the  fundamental  or  quantitative  analysis, 
coupled  with  the  market  technicals,  that  support  today's  closing  levels  for  general  groups 
of  positions  (for  example,  all  BBB  flats)  for  the  following  area's: 

*  CDO  Warehouse  (Ostrem) 

*  CDO  Warehouse  collapsed  (Ostrem) 

*  Secondary  cash  positions  (Swenson) 

*  Subprime  whole  loans  (Nichols) 

*  Subprime  retained  (Nichols) 

*  CDO  retained  (Case) 

*  Subprime  resids  (Nichols) 

*  2nds  liquidity  reserve  (Swenson  or  Dariush) 


This  feedback  will  be  extremely  helpful  for  us,  especially  when  you  consider  how  many 
sectors  are  effected  by  the  recent  market  events. 

Thanks  in  advance  for  supporting  this  request. 

Sal 
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From:      Davilman,  Andrew 

Sent:       Thursday,  May  31,  2007  2:15  PM 

To-  Bieber,  Matthew  G. 

Subject:  RE:  Anderson  Mezz  Funding  2007-1  -  Final  Offering  Circular  (144a/RegS)  (external) 

He   knew   that   we   have  Ala,    Alb  and  Bs .      I'll   check,    but   given  the  portfolio   I    suspect   he's 
looking    for   a   cleaner    start. 

From:  Bieber,  Matthew  G. 

Sent:  Thursday,  May  31,  2007  1:57  PM 

To:  Davilman,  Andrew;  Wisenbaker,  Scott;  Creed,  Christopher  J 

Sub^RE  StL  Mezz  Funding  2007-1  -  Final  Offering  Circular  (144a/RegS)  (external) 

may  be  interesting  for  him  to  look  at  the  A-lba jH  he's "^^S^ES  ^"proS  KhXt 
•  ^^%Fa^™^W^^^  SS2TS  whic? is  ,Ly  to  prepay  due  to  OC 

test  failures/downgrades. 


From:  Davilman,  Andrew 

Sent:  Thursday,  May  31,  2007  1:43  PM  .,-..,*,,, 

To:  Wisenbaker,  Scott;  Bieber,  Matthew  G.;  Creed,  Christopher  J 

Sb^AndeS  Mezz  Funding  2007-1  -  Final  Offering  Circular  (144a/RegS)  (external) 


Jim  Burke's    feedback   on  Anderson, 
cashflows   off   of   mezz   ABS   CDO  deals, 
fond  of   the   manager. 


He    is    in  the  market    for  AAA  and  AA 

I'll   try   Fortius    next,    tho  he    i3n't 


From:  Burke,  James  [mailto:james.burkel@wachovia.com] 
Sent:  Thursday,  May  31,  2007  1:38  PM 
To:  Davilman,  Andrew 

^rtf'REa:mA?derson  Mezz  Funding  2007-1  -  Final  Offering  Circular  (144a/RegS)  (external) 


Andy, 

We're  going  to  pass  on  this  deal  for  a  number  of  reasons: 

.  Two  bonds  (FMIC  06-3  M8  and  HASC  06-NC1  M9)  have  been  downgraded  or  are  on  negative  watch 
.  Another  12  bonds  in  the  portfolio  are  negatively  impacted  by  downgrades  lower  ,n  the  capital 
structure 

•  28%  of  the  portfolio  is  failing  delinquency  triggers 

•  We  show  that  a  lot  of  these  bonds  will  take  principal  hits 

-   Nnt  rrazv  about  deal  structure  give  the  quality  of  the  portfolio 

o"Pon  a  breach  of  Class  D  OC  test,  interest  is  used  to  pay  down  Class  D  notes  (I  would  rather 

see  the  A  and  B  notes  get  paid  down)  nl„OQC  1Ranrir  nrn- 

o  Upon  a  breach  of  the  Class  C  OC  test,  interest  is  used  to  pay  down  Classes  A  B  and  C  pro 

rate  until  50%  factor,  (again,  I  would  prefer  to  see  A  and  B  notes  get  paid  out  first) 
o  If  Senior  tests  are  in  compliance,  Class  D  and  C  interest  shortfalls  are  paid  from  principal 
o  Pro-rata  paydown  until  40%  factor,  not  the  standard  50% 
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James  Burke 

Head  of  ABS  Investment  Management 
Structured  Funds  Management 
375  Park  Ave.,  New  York  NY 
work:  212-214-8601 

fax:212-214-8971 
james.burke1@wachovia.com 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Class 

Coupon 

Ala 

32 

Alb 

65 

B 

175 

From:  Davilman,  Andrew  [mailto:andrew.davilman@gs.com] 

Sent:  Thursday,  May  31,  2007  9:53  AM 

To:  Burke,  James 

Subject:  Anderson  Mezz  Funding  2007-1  -  Final  Offering  Circular  (144a/RegS)  (external) 

Jim, 

Here  is  a  mezz  deal  we  printed  in  March.   We  time-tranched  the  senior  AAAs  for 
pay-downs.   They  are  pro-rata,  for  losses.   Static  portfolio.   Levels  are: 

DM 

50 

125 

300 

I'll  send  you  the  portfolio  in  XL  format. 


«Anderson  Mezzanine  Funding  2007-1  OFFERING  CIRCULAR  With  Notice.pdf» 


The  attached  electronic  version  of  the  confidential  Offering  Circular  is  for 
your  personal  use  only.  Any  reproduction  or  distribution  of  the  Offering 
Circular,  in  whole  or  in  part  (including  by  forwarding  of  this  e-mail  to  any 
person)  is  prohibited.  Any  disclosure  of  its  contents  or  use  of  any  information 
therein  for  any  purpose  other  than  considering  an  investment  in  the  Securities 
described  therein  is  also  prohibited. 

Upon  receipt  of  the  paper  version  of  the  attached  Offering  Circular  please 
destroy  the  electronic  version  of  the  Offering  Circular  attached  to  this  email. 
By  receipt  of  thi3  email,  you  agree  to  the  foregoing. 
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Anderson  Mezzanine  Funding  2007-1,  Ltd. 

A  $500  Million  Static  Mezzanine  Structured  Product  CDO 
Soldman  Sachs  &  Co.  -  Liquidation,  Structuring,  and  Placement  Agent 
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I.      Executive  Summary 
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Anderson  Mezzanine  Funding  2007-1,  Ltd. 

Executive  Summary 


Anderson  Mezzanine  Funding  2007-1,  Ltd.  ("Anderson  Funding")  is  a  static  $500  million  cashflow  CDO 
consisting  of  a  diversified  portfolio  of  RMBS  and  CDO  securities. 

Anderson  Funding  will  be  a  static,  non-managed  transaction.  Anderson  Funding  will  provide  term  non- 
recourse funding.  Goldman  Sachs  will: 

.      Warehouse  assets  during  the  portfolio  aggregation  phase  prior  to  closing 
.      m  its  role  as  Liquidation  Agent,  Goldman  Sachs  will  liquidate  any  asset  within  one  year  after  such 
asset  performs  below  certain  threshold  levels  determined  prior  to  closing 

The  portfolio  consists  of  collateral  which  is  rated  at  least  Baa3  (if  rated  by  Moody's)  and  BBB-  (if  rated  by 
S&P)  it  an  avenge  rating  of  Baa2/Baa3.  100%  of  the  portfolio  will  be  real-estate  related  secunties. 

Low  fee  structure  and  less  "barbelled"  portfolio  than  other  mezzanine  CDOs  in  the  current  market. 

Transaction  co-sponsored  by  Goldman  Sachs  and  GSC  Eliot  Bridge  (an  ABS  and  CDO  hedge  fund 
managed  by  GSC  Group). 
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Disclaimer 


The  nation  contained  herein  is  confidential  information  ^in^nj.s^  ;£SSKSSi—S  «  to 
rAnderson  Funding,"  "Anderson"  or  the  "Issuer").  The  information  is  ^^^J^J^n^  „  so,e,y  for  their  internal  use.  By  accepting  this  .nformation 
K  in  determining  whether  they  have  an  interest  in  the  type  of  ™^**£££%£  Zesenta  ives  to  use  the  information  only  to  evaluate  its  potential 
"he  redoien  agrees  that  it  will  use  and  it  will  cause  its  directors,  P»*™jf^™f  !^" S„  to  any  other  party.  Any  reproduction  of  this  information, 
KS  In  the  securities  described  herein  and  for  no  other  purpose  fJ^i*J^r,Lwta,  or  other  agent  of  such  recipient)  may  disclose  to 
"whole  or  in  part,  is  prohibited.  Notwithstanding  the  foregoing,  each  recipient  (and  each  employ, ^   p  auaboi  herein  and  any  future  offering 

any  and  a  other  persons,  without  limftation  of  any  kind,  the  ^.^^J^jJ^^^SSo™  or  other  tax  analyses)  that  are  provided  to  such  recipient 

federal  income  tax  treatment  of  the  transaction.  nllrnnwand  is  not  an  offer  to  buy  or  sell  or  a  solicitation  of  an  offer  to  buy  or  sell  any 

Tl,e  information  contained  herein  has  been  prepared  solely  for  info rmationa  W0^  and  Je"°  is  pre  minary  and  material  changes  to  the  proposed  terms  of  the 
JSSy  or  instrument  or  to  participate  in  any  trading  strategy. The^ ntorrnetan  £«<  ^ bL  made  pursuant  to  a  definitive  offering  circular  (the  "Offering 
secures  described  herein  may  be  made  at  any  time.  If  any  offer  o  securities  »  ™*£™™oonlBlned  ^rein  and  which  shall  supersede,  amend  and  supplement 

subject  to  certain  restrictions  on  transfers  as  described  in  the  Offering J™*  Co  gnd  „,  of  jts  affiliates),  nor  any  of  their  respective  affiliates  makes 

None  of  the  Issuer,  Goldman  Sachs  (as  used  herein,  such  term  ^'^'JJ^SIiJl^  contained  herein  and  nothing  contained  herein  shall  be 
any  representation  or  warranty,  express  or  implied,  as  to  the  accuracy  or  comple teness ,  0f  the  '"J™  hypothetical  illustrations  and  involves  modeling 

re  fed  Spon  as  a  promise  or  representation  whether  as  to  the  PJ*  "  ™"^™Xft£  No  rTpSations  are  made  as  to  the  accuracy  of  such  hypothetical 
components  and  assumptions  that  are  required  for  purposes  of  ^  hypometical  Jstrations^  No     p  ^  hypothetlca|  11|ustratlons  wll,  be  reaUzed.  The 

illustrations  or  that  all  assumptions  relating  to  such  hypothet. f ' '»^"0"foXat  may  be  required  to  evaluate  such  securities,  and  each  recipient  is  encouraged  to 
nformation  contained  herein  does  not  purport  to  contain  all  °'*e  informa ton  that  may  be  requir  ^  ^^  ^^  ^  ^  „,   te 

read  the  Offering  Circular  and  should  conduct  its  own  indep  •^«*"«^2J"  d™  "™  or  imp|ied  representation  or  warranty  for  statements  conta  ned  in  and 
disclaim  any  and  all  liability  relating  to  this  information  including ,  withou  *£^*£^  Ss  expects  to  update  or  otherwise  revise  the  information 
omissions  from  this  information.  None  of  the  Issuer,  Goldman  Sachs  ^Z^Z^ZmMMB  on  request.  The  securities  and  obligations  of  the  Issuer  are  not 

their  respective  stated  maturities  or  stated  redemption  dates. 
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Disclaimer 


HYPOTHETICAL  ILLUSTRATIONS  AND  PRO  FORMA  INFORMATION  ^ar  things,  hypothetical  illustrations,  sample  or 

These  materials  contain  statements  that  are  not  purely  historical  ,n  nature^  These  Muda,  "J"  ™™  J&  of  diversification  or  sector 
pro  ?orma  portfolio  structures  or  portfolio  composition,  scenario  »"^ °f  ^™  ^SJbasJd  upon  certain  assumptions.  Such  potential 
investment  These  hypothetical  illustrations  of  returns  «'"^  a  wge  rfgj ^affiliates  onhe  performance  of  the  securities  described  herein 
outcomes  are  not  a  prediction  by  the  l^uer  Goldman  Sachs  ort^ * «r  respect '-  «s  of  th    p  affi(jates   Actua,         t  ^ 

Actual  events  are  difficult  to  predict  and  are  beyond  t he control  o fj ^  f ue^  ™nce  that  'illustrated  retums  will  be  realized  or  catena  zed  or  that 
from  those  assumed  and  such  differences  may  be  material.  There >  car i  be  no  **"  d  gre  based  on  information  available  on  the  date 

actual  returns  or  results  will  not  be  materially  lower  than  those  P^ented.  A \U  ^emems  ,nc  u  ^^  ^  imp 

hereo and  none  of  the  Issuer,  Goldman  Sachs  or  their  respect,  ve  aft la  tes *™™^™^Jherem  inycludethe  actual  composition  of  the 
factors  which  could  cause  actual  results  to  differ  materially  from  those ,  in  any  ste temem  ^  ^  timjng  Qf  apy  defaults  and 

collateral  and  the  price  at  which  such  collateral  »  ^"^^^  rt  *.5^  3^«»  ^luded  in  the  collateral,  among  others.  The  Offering 

&^^  -s— s  made  by  Go,dman  sachs- The  ,ssuer  has  no  ope 

history. 
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«*> 


^-j 


Notes. 

adverse  impact  of  any  collateral  defaults. 

■      Subordination  u«*i„ntarf  .structure  with  the  Class  S  Notes  ranking  the  highest  in  the  priority  of 

.       The  Secured  Notes  and  the  Income  Notes  are  issued  in  a  semor-subordmated  ^^™££ult.  nolders  of  »he  Class  S  and  Class  A  Notes,  w,ll 
Jayments  and  the  Income  Notes  ranking  the  lowest  ,n  the  priority -of  payme  J.  In  the  event  of  a  ^  ^  ^  ^^  Notes    Th.  Income 

S  A  1  A-2  B  C  and  D  Notes  (the  "Notes")  are  paid  in  full. 

included  in  the  collateral. 

principal  and  interest  on  its  debt.  __^ ^^^^^^^^^™ 
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Risk  Factors 


C; 


liquidity  of  collateral  assets  h^h-h  »raHino  market    This  illiquidity  may  restrict  the  Issuer's  ability  to 

No  Collateral  Manager  mitral  Assets  held  bv  the  Issuer  on  the  Closing  Date  will  be  retained  by  the  Issuer 

.       The  issuer  will  not  engage  a  Collateral  Manager.  As  a  result  (1  the  Col  ate  J^*  ™*  "^  Notes  to  dispose  of  certain  Collateral  Assets  unless 
even  if  it  would  be  in  the  best  interests  of  the  Issuer  and  the  holder .of  the  Income  Notes  and  bee  ^  ^^  ^  ^  ab 

the  Collateral  Assets  are  required  to  be  sold  by  the  Liqu.da  Ion  ^  "  J^^ ^tic  collateralized  debt  obligation  transaction  typ  tally  would 
of  the  Issuerto  exercise  discretion  in  contexts  where     C°"^^ 

Sel^^^^ 

sell  such  affected  collateral  in  accordance  with  the  ^^J^^f^^^te  ,he  rates  of  recover  on  such  affected  collateral.  The 

Secured  Notes  as  compared  to  the  returns  generated  using  the  Modeling  Assumptions. 

Limited  Activities  of  the  Co-Issuers  business  other  than  warehousing  the  collateral  assets  and 

.       The  Co-issuers  are  recently  formed  legal  entfties  and  have  no  prior  t^^^°^^2^a  be  pledged  to  secure  the  Issuer's  obligations 
related  financing  arrangements.  The  Issuer  will  have  no  : bJ'««J-«J ;  other  than  ^^TcL.  Co-Issuing  the  Income  Notes,  the  acquisition, 
under  the  Notes.  The  Issuer  will  not  engage  in  any  business  activ.ty  °'h^™eg '^J^,  the  foregoing.  The  Co-Issuer  has  and  will  not  have  any 

Impairment  of  Credit  Quality  and/or  Defaults  on  the  Collateral  adverse|V  affect  the  Income  Notes  and  Secured  Notes. 

™oSo»nlum.  or  oMf  «»«.  .f»cUn9  Ih.  mil  lu.Uy  ol  m  ol M  colW.M. 

,»«■■»  in  an  actual  yield  that  is  lower  than  anticipated  by  such  investors. 
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Risk  Factors 


rVT:rgCitinnSves,men«  decision,  invest  must  reiy  on  consuitations  with  their  own  iegal,  amounting  and  audit  advisors  to  de.en.ine  whether  and  to  what 

extent  they  should  invest  in  the  Notes  or  the  Income  Notes. 
Changes  in  the  rate  of  interest  paid  on  the  Class  S  A-1 ,  A-2,  B.  C  and  °  Notes  ^  ^^  assets  mgy  gdjust  more 

.       There  will  be  a  basis  and  timing  mismatch  between  the  Notes  and  the  coMera assets.  ^>  No,es    Tne  fi)(ed  rates  and  the  margins  over 

S^h^ 

decline  in  interest  coverage  for  the  Notes.  assurance  can  be  given  that  such  cashflow  swap  agreements  will 

Credit  Exposure  to  Portfolio  of  Reference  Obligations  .qun,hefic  Securities")  with  Goldman  Sachs  International,  ("GSI"  and 

.       On  the  closing  date,  the  Issuer  wil,  enter  into  mWW  «£ \<^^S^SSSSSS^  to  a  portfolio  of  Reference  Obligations,  if  a 

in  such  capacity,  the  "Counterparty"),  pursuant  to  which  the  Issuer  w, B  ^ J^r^y  tt^Couriterparty  the  amount  of  the  write-down  or  principal  loss  or  .f 

credit  event  occurs  with  respect  to  any  of  the  R^^^^^^r^ffi1S  Security  times  the  reference  price.  In  return  for  the  credit 

the  Counterparty  elects  to  deliver  the  reference  obligation,  the notaona ^a™  °  ™^n ™        be)owy  zero)  „  euMn  Reference  Obligations  experience 

Sv«V™»unl  tf.ny.MMmd  KM  Obllg.«.n.  an.  liming  .1  .uch  Ml .»«.. 
Nature  of  Reference  Obligations  Da,„anrB  nniinattons  ate  subiect  to  the  credit,  marttet,  structural, 

depend  substantially  upon  the  performance  of  the  related  Reference  Obligation. 

:nru.:~™^^ 

N«e. "no  inirn.  Note. end  m.y  .«»  "...  »«*« '""«  »  «~™ •»  No1"  =""  '""""  "<"*• 

Credit  Exposure  to  Counterparty  deDendent  on  its  receipt  of  payments  from  the 

.       The  ability  of  the  Issuer  to  meet  its  obligations  under  the  Secured  Notes  and  the  ^f^^S^  of  tPhe  Reference  Obligations  but 

Counterparty  under  the  Synthetic  Securities.  Consequently ;  No * :  o  ders  ^%>™^«  %«* £  SE2.no,  of  the  Counterparty  or  a  default  by 

!he income  Notes  and  couTd  result  in  a  withdrawal  or  downgrade  of  the  ratings  on  the  Secured  Notes. 
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Risk  Factors 


implications  of  their  investments. 

f^tetcle  Notes  are  subordinated  to  the  Cass  S,  Cass  A,  Class ,B,  Cass C ^^^^tSJ^SSSss 
are  subordinated  to  the  Class  S,  Class  A,  Class  B  and  Class  C  N^^^nt^^^^^toZSsZss,  Class  A  Notes  and  certain 
S,  Class  A  and  Class  B  Notes  and  certain  payments  of  expenses.  The  Claw  E  N°tes  are  sub ojm ed  to  he  ua  ^^  ^ 

default  until  the  Secured  Notes  are  paid  in  full, 
imnairment  of  Credit  Quality  and/or  Defaults  on  the  Collateral  Assets 

the  event  of  economic  downturns  or  other  events  affecting  the  credit  quality  of  any  of  the  collateral. 
Redemption  of  Class  S,  A-1 ,  A-2,  B,  C,  and  D  Notes.  required,  which 

.      irr^l'IZ"^,,  in  .„  **,«„,  d**  or  r«n  „  „»  ™,«  P« .« .n=  —  No*,  -hi*  wo*  «.»»  .no  — » 
affect  their  returns. 

r^^e^an^ol™  that  an  auction  of  the  coiiatera,  assets  wii,  be  successful;  a  successful  auction  wii,  shorten  the  duration  of  the  Notes  and  the 
Income  Notes  and  „  not  required  to  result  in  any  proceeds  for  distribution  to  the  holder  of  the  Income  Notes. 
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Risk  Factors 


:r:^-«"-'-''-i-M^*d"™ii"'M,>Mb,1"*""'H""'' 

Secured  Notes  and  Income  Notes. 
International  Investing  ,,,,_  n,,hiiHv  available  information,  (2)  varying  levels  of  governmental 

Tax  Treatment  of  Income  Notes  N  ,  be  sub]ect  t0  additional  taxes  unless  it  elects 

•  ^ttV^XSttSE'JSXZZSXZ.. i~« *—« -- — 

.  ^rjsi-— »-^«»r"nr"",,,*"*"""''-'"*",,*™' 

implications  of  their  investments. 
Material  Tax  Considerations  business    In  such  a  case,  it  would  be  subject  to  substantial  U.S. 

.       There  is  a  possibility  that  the  Issuer  will  be  found  to  be  engaging  in  a  U.S.  trade  or  business. 

income  tax  on  its  income. 
Hypothetical  Illustrations  and  Estimates  g      s  ,       fBie  lncome  Nofes  included  herein  together 

Forma  Information"  on  disclaimer  page  in  the  beginning  of  this  book. 

rs  »M  -  -  .—  -  - — '-s:::  sasrtr  fiSSErjsssr  zest* 

make  payments  on  the  Income  Notes  and  Secured  Notes.  affected  Note  may  require  the  issuer  to 

.       ln  case'  of  a  Wi.hho.ding  Tax  Event  (as  defined  in  the  Offering  ^^£™£g;£'£2£££  to  holLrs'of  Income  Notes 
liquidate  the  collateral  on  any  Payment  Date,  and  redeem  the  Class  S,  A,  b,  k.  h 


•«> 
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Risk  Factors 


Anti  Money  Laundering  Prov.sions  Rpnuired  to  Intercept  and  Obstruct  Terrorism  Act  of  2001  (the  USA  PATRIOT  Act ), 

.       Uniting  and  Strengthening  America  By  Providing  Appropr, ate  Too ****»«*  ™^b„gatlons  on  different  types  of  financial  institutions,  >nclud  ng 
signed  into  law  on  and  effective  as  of  October  26,  2001 ,  eposes  anh  money Yaunde  ,ng  od,  g  ^^  ^         ent  of  the  Treasury  (the 

banks  broker  dealers  and  investment  companies.  The  USA  ^TR1^^'^6,, %*%£ ^SA  PATRIOT  Act  and  the  related  anti  money  laundering 
treasury")  to  prescribe  regulations  to  define  the  types  of  investment ^ta  I  "   "to^aSSi  money  laundering  policies.  It  is  possible  that  Treasury  will 
ob  igaJs    It  is  not  clear  whether  Treasury  will  require  er *J«  «^f  "^  fervTce  praviders  to  the  Issuers,  in  connection  with  the  establishment  of  anti 

Act. 
Investment  Company  Act  ,ri.iQCanri  Fvchanae  Commission  as  an  investment  company  pursuant  to  the  Investment 

.       Neither  of  the  Issuers  has  registered  with  the  United  States  Secmb^J^fst^^pa^s  organized  under  the  laws  of  a  jurisdiction  other  than 
Company  Act   The  issuer  has  not  so  registered  in  reliant  on  an  exce,P  '°"  ^^fp^^^and  which  do  not  make  a  public  offering  of  their  securities  in 
the  United  states  whose  investors  resident  in  the  United  States  are  solel -Qm  * *™**«bsM  ^^  ^  nejther  the  lssuer   or  tne  Co- 

the  United  States.  Counsel  for  the  Issuers  will  opine,  ,n  conne*on  vrth  tor ^™    ^SSert  Company  Act  (assuming,  for  the  purposes  of  such 

been  requested  of  the  SEC. 
ERISA  Regulations  .    determine  their  eligibility  to  hold  the  Notes  and  the  Income  Notes  for 

althouqh  the  requirements  applicable  to  the  Issuer  are  no  yet  fully  elartnea.   v rte  '"a«  regulations  becomes  burdensome.  Should  the 

secondary  market  may  be  negatively  impacted. 
^T^  "xpectto  be  subject  to  net  income  taxation  in  the  United  States.  If  the  Issuer  were  treated  asengaged  in  a  United  Statestrade  or 
businesj  it  would  be  subject  to  substantial  U.S.  income  tax  on  its  income. 
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III.    Transaction  Overview 
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Note:  The  information  in  this  section  is  preliminary  and  subject  to  change 


D 

u 

3 

D 
D 

— ^ 

a. 

IT 

< 

CD 

o 

Q. 

3 

03 

C/> 

0) 
O 

zx 


Footnote  Exhibits  -  Page  4379 


Anderson  Mezzanine  Funding  2007-1,  Ltd. 


Transaction  Overview 


Anderson  Mezzanine  Funding  is  a  static  mezzanine  structured  product  CDO  with  the  following  features: 
rNo  exposure  to  reinvestment  spread  risk  or  reliance  on  reinvestment  to  generate  excess  .nterest  to 
cover  debt  service 

!    No  f:^:Z : an  W  rating  -  -  «  Baa3  by  Mood/s  and  BBB-  c,  SSP.  Average  WARP  in  the 

portfolio  is  expected  to  be  500 
•     Overall  fee  structure  is  si 
market 


gnificantly  less  than  comparable  mezzanine  structured  product  CDOs  in  the 


==r-p^^ 

determination 

Goldman  Sachs  will  act  as  Structuring,  Placement  and  Liquidation  Agent  for  Anderson  Funding  and  will 

warehouse  the  portfolio  prior  to  closing 

.     Goldman  Sachs  will  receive  5  bps  ongoing  fee  for  its  role  as  Liquidation  Agent 
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Portfolio  selection  process: 

•    Assets  sourced  from  the  Street  at  then  market  levels 

.    Assets  Dre-screened  and  evaluated  for  portfolio  suitability 

.     Gddman  Sachs  CDO  desk  reviews  individual  assets  in  conjunction  with  respective  mortgage  trading 

desks 
.    All  CDS  use  rating  agency  approved  confirms  (pay  as  you  go) 
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Anderson  Mezzanine  Funding  2007-1,  Ltd. 

Transaction  Overview  -  Asset  Selection  /  Asset  Liquidation 


^Srp,,  BaaS/BBB-  (Moody's  /  S&P)  and  above.  No  notched  rating  of  below 

Baa3  in  the  portfolio 
.     No  Fixed  rate  assets  allowed,  eliminating  fixed/  floating  basis  mismatch 

Maximum  obligor  oonoentration  is  1.5%,  creating  a  very  granular  portfolio  with  100  drsbnct  obl,gors 
.    TaTge,  portfolio  with  Weighted  Average  Rating  Factor  of  [475]  and  duration  weighted  average  spread  of 

[205]  bps 

Goldman  Sachs,  as  Liquidation  Agent,  will  liquidate  any  asset  determined  to  be  a  "credit  risk"  asset  within 

12  months  of  such  determination.  "Credit  risk"  assets  will  include: 

.     Anv  asset  downqraded  by  Moody's  or  S&P  to  below  B3  or  B- 

.    Any  asset S  is  defaulted  and  experiences  a  credit  event  as  defined  by  the  PAUG  conf.rm 

Expected  collateral  quality  statistics  at  closing 
.     WARF:  [475] 

•  [100]  Distinct  Obligors 

.     Moody's  Asset  Correlation  ("MAC")  at  closing:  [26] 
.     Duration  weighted  average  portfolio  spread:  [205]  bps 

•  Weighted  Average  Duration:  3.1  years 
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Anderson  Mezzanine  Funding  2007-1,  Ltd. 

Transaction  Overview  -  Capital  Structure1 


Classes 


Class  S 


Class  A-1 


Class  A-2 


Class  B 


Class  C 


Class  D 


Income  Notes 


Ratings  %  of  Capital 

(Moody's/S&P)        Principal  Balance  Structure 


Aaa/AAA 


Aaa/AAA 


Aaa/AAA 


Aa2/AA 


A2/A 


Baa2/BBB 


NR 


[   ]MM 


$[25.0]  MM 


N/A 


$[300.0]  MM  [60.00]% 


$[75.0]  MM  [15.00]% 


$[55.0]  MM  [11.00]% 


[5.00]% 


$[27.0]  MM  [5.40]% 


$[18.0]  MM  [3.60]% 


Coupon 


1M  LIBOR  +  [   ]% 


1M  LIBOR +  [   ]% 


1M  LIBOR +  [   ]% 


1M  LIBOR +  [   ]% 


1M  LIBOR +  [   ]% 


1M  LIBOR  +[   ]% 
NA 


Expected         Initial 
WAL  OC 


[3.0] 


N/A 


[3.7]  [166.7]% 


[3.7]  [133.3]% 


[4.5]  [116.3]% 


[4.8]  [109.9]% 


[4.3]  [103.7]% 


NA 


NA 
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'     This  information  is  preliminary  and  subject  to  change. 
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Anderson  Mezzanine  Funding  2007-1,  Ltd. 

Structural  Overview 


Anderson  Mezzanine  Funding  is  a  cashflow  CDO  with: 

•  A  fully  issued  capital  structure 

•  Traditional  overcollateralization  tests 

Structure  has  the  ability  to  tailor  avaraga  lifa  proflle  of  senior  tranches  upon  investor  request 

Class  A-1  Notes  may  be  issued  either  in  funded  form  or  as  an  unfunded  swap,  depending  on  investor 
preference 

The  deal  will  use  a  "modified  sequential"  principal  paydown  structure 

No  Minimum  Income  Note  IRR  required  to  effect  an  auction  call 

.     increases  the  likelihood  of  a  successful  auction  call  or  optional  redempt.on 

.     Mitigates  the  back  ended  pressure  on  transaction  as  costs  of  financ.ng  .ncreases 

,   Turbo  to  Class  D  Notes  from  excess  interest  shortens  the  tranche's  expected  average  life 
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Transaction  Details 

General  Information 


Issuers: 


Anderson  Mezzanine  Funding  2007-1,  Ltd.  and  Anderson  Mezzanine  Funding  20U/-1,  uorp. 


Liquidation  Agent,  Structuring        Goldman,  Sachs  &  Co 
and  Placement  Agent: 
Liquidation  Agent  Fee: 


5  bps  per  annum  payable  senior  to  all  the  Note¥(other  than  the  Class  S  Notes)7 


Reinvestment  Period: 


Discretionary  Trading: 


Ramp-Up  Period: 


Non-Call  Period: 


Auction  Call: 


Call  Price: 


Payment  Frequency: 


Controlling  Class: 


None. 


-None    Liquidation  Agent  will  sell  aedit-risk  assets  based  on  pre-determined  rules  ana  me 
clean  proceeds  will  be  treated  as  principal  paydowns.  ^ 


None.  Transaction  will  be  completely  ramped  at  closing. 


3  years. 


8  years.  There  is  no  minimum  IRR  requirement  for  successful  Auction  Call. 
Par  plus  all  accrued  for  Class  S,  A-1,  A-2,  B,  C  and  u  Notes. 


"Monthly  for  Class  S,  A-1,  A-2  ,  B,  C  and  D  Notes,  Quarterly  tor  Income  Notes. 


Class  S  and  Class  A  Notes  (the  "Senior  Notes")  voting  in  the  aggregate  until  paid  in  full,  then 
Class  »  riJJ  ^ndOaWD_Notes  in  that  order  until  each  Class  Is  pa.d  ,n  full 
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IV.    Portfolio  Composition  and  Highlights 
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Note 


:  The  information  in  this  section  is  preliminary  and  subject  to  change 
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Portfolio  Composition 

Target  Portfolio1 


Collateral 


Credit  Ratings 


D 

D 
3. 

3 

13 

7) 

0) 
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GO 


BBB- 
45.00% 


BBB 
55.00% 


RMBSB/C 

95% 


CD 
GO 

I 

m 

■ 

o 

o 

o 

00 
CJ1 
Ol 
00 

-vl 


ro 


i  This  information  is  preliminary  and  subject  to  change. 
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Transaction  Details 

Target  Collateral  Profile1 


Moody's  WARF 


[475] 


Moody's  Asset  Correlation 


Ratings  Profile 


Target  Obligor  Concentration 
Profile 


Collateral  Haircuts  for 
Overcollateralization  Tests: 


[26]% 


100%  of  the  assets  are  rated  at  least  Baa3  and  BBB-  by  Moody's  and  S&P 


Maximum  Obligor  concentration:  [1 .5%] 


10%  applied  to  Double-B  Assets  prior  to  sale 
20%  applied  to  Single-B  Assets  prior  to  sale 
50%  applied  to  Triple-C  Assets  prior  to  sale 
100%  applied  to  Defaulted  Obligations 
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This  information  is  preliminary  and  subject  to  change. 
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Transaction  Overview 

Current  Warehouse  Statistics1 


Statistics 


Current  Warehouse  Size 


WARF 


WAL 


Moody's  Correlation 


WAS 


Number  of  Obligors 


Moody's  WA  Recovery  Rate 
S&P  AAA  WA  Recovery  Rate 


S&P  AA  WA  Recovery  Rate 
S&P  A  WA  Recovery  Rate 


S&P  BBB  WA  Recovery  Rate 


S&P  BB  WA  Recovery  Rate 


%  Fixed 
%  Floating 
%  Cash 
%  Synthetic 


506 


3.64 


27% 


2.00% 


61 


25.0% 


30.8% 


35.7% 


41.1% 


46.8% 


52.8% 


0.0% 


100.0% 


1.6% 


98.4% 


Footnote  Exhibits  -  Page  4387 


Vintage  Breakdown  of  RMBS  Assets 


$305.0  mm 


2005  Vintage 
36% 


2006  Vintage 
64% 
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Represents  the  current  portfolio  as  of  February  22,  2007 


Goldman  Sachs  does  not  represent  or  provide  any  assurance  that  the  actual  portfolio  on  the  Closing 


Date  or  any  future  date  will  have  the  same  characteristics  as  provided  above. 
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„       ..  .  First        Vac/      Purch 

Bioomberg  Ticker         issue  Date     ^     ^         F.CO       LTV      Geo  1st       Geo  2nd       Fixed  %      Uen%Jnv%         % 


ACCR  2006-1  M8 
HASC  2006-OPT2  M8 
MLMI  2006-HE1  B2A 
MSAC  2005-NC1  B2 
NCHET  2005-2  M8 


3/28/2006 
2/28/2006 
2/7/2006 
2/25/2005 
4/22/2005 


12 
16 
16 
26 
21 


7.23 
7.00 
6.91 
7.42 
6.55 


633 
625 
630 
617 
623 


78 
79 
82 
79 
78 


CA  19% 
CA26% 
CA  36% 
CA  22% 
CA  32% 


FL  13% 
FL  10% 
FL12% 
TX10% 
FL  9% 


33.0 
27.9 
24.5 
43.7 
24.0 


100.0 
100.0 
100.0 
99.7 
100.0 


7.9 
6.7 
6.0 
6.6 
8.8 


33.2 
36.4 
49.5 
31.3 
35.8 


MSAC  2006-NC1  B3 
NCHET  2005-1  M9 
NCHET  2005-3  M9 
RAMP  2005-EFC6  M9 
NCHET  2005-4  M8 


1/27/2006 
2/25/2005 
6/24/2005 
11/22/2005 
8/17/2005 


15 
24 
20 
15 

18 


6.73 
6.63 
6.50 
6.52 
6.58 


622 

623 
630 
632 
626 


78 
85 
79 
82 
81 


CA  37% 
CA  32% 
CA  32% 
CA15% 
CA  38% 


FL  11% 

FL  8% 
FL  9% 
FL  7% 
FL  9% 


24.8 
26.0 
22.6 
14.2 
21.6 


100.0 
100.0 
100.0 
100.0 
100.0 


7.9 
8.0 
8.2 
1.9 
8.6 


38.1 
98.4 
41.3 
43.7 
44.0 


CMLTI  2005-OPT3  M9 
GSAMP  2006-NC2  M9 
HASC  2006-OPT1  M9 
HASC  2006-NC1  M9 
JPMAC  2006-HE1  M9 


7/7/2005 

6/29/2006 

2/3/2006 

3/7/2006 

2/28/2006 


21 
8 

15 
16 
15 


6.92 
7.70 
6.68 
6.09 
7.38 


613 
626 
644 
666 

641 


78 
80 
79 
82 
73 


CA19% 
CA  36% 
CA  30% 
CA  43% 
CA  48% 


FL10% 

FL11% 

NY  10% 

FL  7% 

IU  11% 


21.0 
13.0 
32.2 
0.0 
19.5 


100.0 
100.0 
100.0 
100.0 
100.0 


6.7 
9.2 
9.8 
3.5 
7.5 


33.1 
43.7 
36.2 
56.3 
64.1 


Source:  Bloomberg,  Intex,  Prospectuses;  Data  as  of  February  22,  2007 
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,  _       .,  ,  First        Vac/      Purch 

B.oomberg  Ticker         issue  Date     ^     C^      F.CO       LTV      Geo  1st       Geo  2nd       Fixed  %     Um%     ^  %        % 


FHLT  2006-B  M8 
SABR  2006-FR3  B2 
WMABS  2006-HE2  M9 
SVHE  2006-OPT2  M7 
CWL  2005-BC5  B 


8/3/2006 

8/3/2006 

5/25/2006 

4/7/2006 

12/28/2005 


7 
10 
11 
11 
18 


8.72  627 

7.91  619 

7.75  625 

8.07  622 

6.53  620 


76 
75 
76 
79 
78 


CA  26% 
CA25% 
CA  36% 
CA  25% 
CA  23% 


FL15% 
FL17% 
FL  14% 
FL  13% 
FL10% 


19.3 
11.8 
15.4 
16.9 
31.9 


100.0 
100.0 
100.0 
100.0 
100.0 


4.4 
5.8 
3.4 
10.9 
2.3 


50.2 
47.1 
53.3 
35.8 
35.3 


MSAC  2005-HE6  B2 
ACE  2006-HE4  M9 
FHLT2006-CM9 
ACE  2006-OP1  M8 
ARSI  2006-W4  M9 
11 
XI'S 


11/29/2005 

9/28/2006 

9/7/2006 

5/25/2006 

4/25/2006 


77 
82 
76 
80 
80 


CA  27% 
CA  35% 
CA  27% 
CA  30% 
CA  28% 


FL  12% 
FL  14% 
FL15% 
NY  12% 
FL  14% 


26.8 
14.9 
23.7 
17.9 
14.7 


100.0 
99.6 
100.0 
100.0 
100.0 


4.5 
5.6 
6.9 
9.3 
9.2 


46.5 
51.6 
42.2 
39.2 
47.4 


SASC  2006-NC1  M9 
CWL  2006-1  MV8 
MABS  2006-AM2  M8 
NCHET  2006-2  M9 
SAIL2006-BNC3M7 


6/22/2006 
2/10/2006 
7/28/2006 
6/29/2006 
8/25/2006 


11 
13 
9 
8 

7 


7.63 
6.75 
7.60 
7.65 
7.73 


617 
618 
608 
621 
618 


81 
78 
75 
85 
74 


CA  26% 
CA  33% 
FL31% 
CA29% 
CA  43% 


FL12% 

FL  19% 

CA19% 

FL  9% 

FL  8% 


23.5 
0.0 
12.2 
24.3 
18.5 


100.0 
100.0 
100.0 
100.0 
100.0 


8.3 
5.4 
3.4 
9.9 
9.4 


37.9 
38.5 
37.3 
35.3 
35.2 


Source.  Bloomberg,  Intex,  Prospectuses;  Data  as  of  February  22,  2007 
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Loan-Level  Characteristics  of  RMBS  Assets 


ACCR  2006-1  M8 
HASC  2006-OPT2  M8 
MLMI  2006-HE1  B2A 
MSAC  2005-NC1  B2 
NCHET  2005-2  M8 


Accredited 
OptionOne 

Wilshire 
HomeEquity 
NewCentury 


Current 

^™ 

Delinq 

Delinq 

Delinq 

3ankrupt 

KCU    r 

re      30-59 

60+ 

90+ 

3.8 

1.6 

0.3 

0.7 

2.8 

2.0 

0.9 

0.1 

7.2 

5.4 

0.5 

0.5 

3.8 

2.7 

2.1 

0.8 

8.8 

6.8 

1.2 

1.3 

3.0 

5.2 

4.4 

2.3 

13.4 

4.5 

2.7 

2.5 

4.0 

3.4 

2.8 

1.6 

8.6 

4.4 

1.5 

1.5 

4.0 

2.5 

2.8 

1.9 

Source:  Bloomberg,  Intex,  Prospectuses;  Data  as  of  February  22,  2007 
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Loan-Level  Characteristics  of  RMBS  Assets 


FHLT  2006-B  M8 
SABR  2006-FR3  B2 
WMABS  2006-HE2  M9 
SVHE  2006-OPT2  M7 
CWL  2005-BC5  B 


Fremont 
HomeEquity 

WaMu 

OptionOne 

Countrywide 


Current 


5.1 
6.4 
4.9 
6.0 
4.7 


4.6 
5.2 
4.1 
4.6 
3.0 


BBSS 


0.3 

0.1 

3.7 

0.4 

0.4 

7.9 

n/a 

n/a 

3.8 

0.3 

0.2 

3.4 

0.9 

2.1 

3.6 

Delinq 

Delinq 

Delinq 

30-59 

60+ 

90+ 

4.6 

5.4 

2.6 

6.0 

4.2 

2.0 

4.6 

4.7 

1.6 

3.3 

3.5 

1.9 

5.2 

2.4 

1.0 

Source:  Bloomberg,  Intex,  Prospectuses;  Data  as  of  February  22,  2007 
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V.     Levered  RMBS  Structural  Alternatives 
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Levered  RMBS  Structural  Alternatives 

Transaction  Variant  Summary 


Given  that  there  are  a  variety  of  products  allowing  investors  to  take  levered  exposure  to  RMBS,  it  is 

important  to  understand  structural  similarities  and  differences 

Three  distinct  types  of  transactions  are  considered  for  this  comparison: 


NAME 


GENERAL  DESCRIPTION 


Cashflow  CDO 


Fully  issued  transaction  in  which  a  selection  agent  or  third  party  collateral  manager  selects 

the  assets  to  be  repackaged  through  CDO.  Cash  proceeds  from  collateral  assets  flow  through 

a  waterfall  to  pay  the  issued  Notes  and  Income  Notes,  which  are  broadly  syndicated. 


Bespoke  Transaction 


Customized  transaction  negotiated  between  the  correlation  desk  and  a  "sponsor"  investor/ 

portfolio  manager,  who  generally  takes  credit  risk  at  one  or  more  layers  of  the  capital 

structure.  Layers  of  risk  not  assumed  by  "sponsor"  investor/  portfolio  manager  are  either 

hedged  by  the  structured  product  correlation  desk  or  distributed  in  subsequent  offerings. 


Tranched  ABX 


Standardized  ABX  tranche  trading  referencing  both  the  Baa2  and  Baa3  variants  of  the  on-the- 
run  and  immediately  off-the-run  ABX.HE  indices.  The  product  has  sponsorship  from  all  ABX 
dealers  and  uses  a  market  standard  confirm.  


Anderson  Mezzanine  Funding  2007-1 ,  Ltd.  is  a  cashflow  CDO 
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Levered  RMBS  Structural  Alternatives 

Transaction  Variant  Comparison 


Cashflow  CDO 


Bespoke  Transaction Tranched  ABX 


Type       Cashflow  Structured  Product  CDO 


Structured  Product 
Correlation  Trade 


Assets        Cash  Bonds  or  Single-Name  CDS 


Tranched  CDS 


Amortizations 


Modified  Sequential 


Varies 


Cashflow  Waterfall  /  Triggers 
Manager 


Yes 


No 


Varies 


Varies 


PIKable 


Single-A  Debt  and  Below 


No 


Managed  Deals :  Trading/Reinvestment 

defensively  Managed:  Trading  (onl 

dit  sales)  Static:  Liquidation  after 

asset  downgrade  or  credit  event 


.  „    •  -.       o»  .•        Defensively  Managed:  Trading  (only  .    .  Rpvo|vina 

Trading  /  Remvestment  Per.od  or  Stat.c   ^  sa)es)  Sfafc;  Liquidation  after  an         State  /  Revolving 


Standardized  Documentation 


No 


No 


Credit  Enhancement  Excess  spread/  subordination 


Subordination 


Structured  Product 
Correlation  Trade 


Tranched  CDS 


Sequential 


NC3@  Option  of  Majority  of  Equity  NC3@  Option  of  No  Call  Riqhts 

Callabihty  Holders  Protection  Buyer 


No 


No 


No 


Static 


Yes 


Subordination 
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Levered  RMBS  Structural  Alternatives 

Transaction  Variant  Comparison  (Continued) 


Typical  Number  of  Obligors  in  Collateral 
/  Reference  Portfolio 


Non-Dollar  Offerings 


Customizability  at  Different  Layers  of 
Capital  Structure 


Cashflow  CDO 


Bespoke  Transaction         Tranched  ABX 


100+ 


70+ 


40 


No 


Yes 


No 


Yes 


Yes 


No 


Factors  Affecting  First  Dollar  of  Loss 

Breakeven 


Losses,  loss  timing,  interest  rates, 
collateral  ratings  and  other  features 


Losses  Only 


Losses  Only 


Deleveraging  Risk,  Intererest  Rate 

Mismatch  Risk  and  Interest  Shortfall  / 

Available  Funds  Cap  Risk 


Borne  by  Equity  and  Potentially  Rated 
Debt  If  Severe 


Borne  by  Structured 

Product  Correlation 

Book 


Borne  by  Structured 

Product  Correlation 

Book 
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Levered  RMBS  Structural  Alternatives 

Comparison  of  Key  Structural  Differences 


Feature 


Alternatives 


Description 


Portfolio 
Amortizations 


Sequential 


Amortizations  allocated  sequentially 


Modified 
Sequential 


Amortizations  allocated  sequentially  to  each  tranche  until  the  target 
OC  ratio  (set  at  a  level  greater  than  initial  OC  ratio)  is  reached,  then 
amortizations  are  allocated  to  subordinate  tranche 


Modified  Pro-Rata 


Amortizations  allocated  in  a  pro-rata  fashion  until  total  portfolio 
amortizations  total  50%  of  initial  balance 


Callability  No  Ca|| 


Transaction  may  not  be  optionally  terminated  in  part  or  in  whole 


Equity  Call 


Transaction  may  be  terminated  in  whole  after  the  non-call  period  given 
a  majority  vote  of  the  equity  holders 


Tranche  by         Transaction  may  be  terminated  either  in  part  or  in  whole  at  the  option 
Tranche  of  the  protection  buyer 


Triggers  Built-in  mechanism  that  diverts  cashflows  from  equity  and  potentially 

Yes  junior  debt  to  senior  debt  should  overcollateralization  and/or  interest 

coverage  metrics  underperform  initial  expectations 


No 


No  cashflow  diversion  based  on  metric  underperformance 
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Appendix  A  -  Portfolio  Asset  List 
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Note:  The  information  in  this  section  is  preliminary  and  subject  to  change 
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I     Comprehensive  Collateral  Asset  List: 

i^^^^CUSir^^ 

Asset  Name 

Original  Face 

Factor 

Current  Face 

Moody's 

S&P 

Fitch 

Avg  Life 

Asset  Type       ^^| 

64352VLA7 

NCHET  2005-2  M8 

5,000,000 

1.000 

5,000,000 

Baa2 

BBB 

- 

2.53 

RMBS  Subprime 

03072SM85 

AMSI  2005-R8  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB 

BBB+ 

3.48 

RMBS  Subprime 

61744CPQ3 

MSAC  2005-NC2  B3 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB- 

BBB- 

2.61 

RMBS  Subprime 

61744CYK6 

MSAC  2006-NG1  B3 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB 

BBB 

3.90 

RMBS  Subprime 

64352VKJ9 

NCHET  2005-1  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB- 

BBB- 

2.22 

RMBS  Subprime 

.  03072SV93 

AMSI  2005-R1 1  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB+ 

BBB 

3.97 

RMBS  Subprime 

04541 GQH8 

ABSHE  2005-HE2  M7 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB- 

BBB- 

2.20 

RMBS  Subprime 

17307GSS8 

CMLTI  2005-OPT3  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB 

BBB 

3.24 

RMBS  Subprime 

46629BBB4 

JPMAC  2006-CW2  MV9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB- 

BBB- 

4.12 

RMBS  Subprime 

61744CKW5 

MSAC  2005-HE1  B3 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB- 

BBB- 

2.17 

RMBS  Subprime 

61744CNK8 

MSAC  2005-HE2  B3 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB- 

BBB- 

2.57 

RMBS  Subprime 

65106AAW3 

NCMT  2006-1  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB+ 

- 

4.32 

RMBS  Subprime 

172983AN8 

CMLTI  2006-NC1  M8 

5,000,000 

1.000 

5,000,000 

Baa2 

BBB 

- 

3.67 

RMBS  Subprime 

813765AH7 

SABR  2006-FR3  B2 

5,000,000 

1.000 

5,000,000 

Baa2 

BBB 

BBB+ 

4.69 

RMBS  Subprime 

83611MMT2 

SVHE  2006-OPT2  M7 

5,000,000 

1.000 

5,000,000 

Baa2 

A- 

- 

3.43 

RMBS  Subprime 

126670NN4 

CWL  2005-BC5  B 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB 

- 

3.76 

RMBS  Subprime 

14453FAN9 

CARR  2006-NC2  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB- 

BBB- 

3.55 

RMBS  Subprime 

46626LJZ4 

JPMAC  2006-NC1  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB- 

BBB- 

3.97 

RMBS  Subprime 

46629FAN0 

JPMAC  2006-NC2  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB- 

BBB- 

4.02 

RMBS  Subprime 

65536MAN7 

NHELI  2006-HE2  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB 

BBB- 

3.51 

RMBS  Subprime 

040104TS0 

ARSI  2006-W4  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB 

BBB 

3.86 

RMBS  Subprime 

59021AAM0 

MLMI  2006-FM1  B2 

5,000,000 

1.000 

5,000,000 

Baa2 

BBB 

- 

3.67 

RMBS  Subprime 

83611MEE4 

SVHE  2005-DO1  M8 

5,000,000 

1.000 

5,000,000 

Baa2 

A- 

BBB+ 

3.00 

RMBS  Subprime 

86360PAR8 

SASC  2006-NC1  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB- 

BBB- 

4.06 

RMBS  Subprime 

126670UD8 

CWL  2006-1  MV8 

5,000,000 

1.000 

5,000,000 

Baa2 

A- 

- 

3.74 

RMBS  Subprime 

57645FAS6 

MABS  2006-AM2  M8 

5,000,000 

1.000 

5,000,000 

Baa2 

- 

- 

3.73 

RMBS  Subprime 

64360YAM7 

NCHET  2006-2  M9 

5,000,000 

1.000 

5,000,000 

Baa2 

BBB- 

- 

4.03 

RMBS  Subprime 

86361 KAM9 

SAIL2006-BNC3M7 

5,000,000 

1.000 

5,000,000 

Baa2 

BBB 

BBB 

4.36 

RMBS  Subprime 

.  126670LW6 

CWL  2005-14  M8 

5,000,000 

1.000 

5,000,000 

Baa2 

BBB 

- 

3.65 

RMBS  Subprime 

59023AAN6 

MLMI  2006-MLN1  B2 

5,000,000 

1.000 

5,000,000 

Baa2 

BBB+ 

4.19 

RMBS  Subprime 

As  of  February  22,  2007.  Goldman  Sachs  does  not  represent  or  provide  any  assurance  that  the  actual  portfolio  on  the  Closing  Date  or  any  future  date 
will  have  the  same  characteristics  as  provided  above.  All  Face  amounts  listed  above  are  US  Dollar  denominated. 


34 


o 

o 

^1 
Q. 
CD 


CD 
Q) 

3 

CD 
3 

sO 
CD 
JQ 
C 
CD 
</> 
*-* 
CD 
Q. 

CT 
>< 

a 

O 
Q. 

3 
CO 

0} 

o 

=r 
c/> 


Footnote  Exhibits  -  Page  4399 


CD 

CO 


CD 
CO 


m     ^ 


o 
o 
o 

00 
Ol 
CJ1 
00 
00 

en 


Portfolio  Composition1 

SlltllS 

Comprehensive  Collateral  Asset  List: 

^■cusip^ 

Asset  Name 

Original  Face 

Factor 

Current  Face 

Moody's 

S&P 

Fitch 

Avg  Life 

Asset  Type       ^^| 

004375FE6 

ACCR  2006-1  M8 

5,000,000 

1.000 

5,000,000 

Baa2 

BBB 

- 

3.86 

RMBS  Midprime 

40430HEH7 

HASC  2006-OPT2  M8 

5,000,000 

1.000 

5,000,000 

Baa2 

BBB+ 

BBB+ 

3.77 

RMBS  Midprime 

59020U3N3 

MLMI  2006-HE1  B2A 

5,000,000 

1.000 

5,000,000 

Baa2 

BBB+ 

- 

3.55 

RMBS  Midprime 

004421 VC4 

ACE  2006-NC1  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB+ 

- 

3.58 

RMBS  Midprime 

144531BK5 

CARR  2005-NC1  M8 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB- 

BBB- 

2.72 

RMBS  Midprime 

22237  JAP2 

CWL  2006-BC2  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB- 

- 

3.61 

RMBS  Midprime 

64352VLS8 

NCHET  2005-3  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB- 

BBB- 

2.77 

RMBS  Midprime 

76112BL24 

RAMP  2005-EFC6  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB 

- 

4.40 

RMBS  Midprime 

64352VNB3 

NCHET  2005-4  M8 

5,000,000 

1.000 

5,000,000 

Baa2 

BBB 

BBB 

2.99 

RMBS  Midprime 

004421 PY3 

ACE  2005-HE4  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB 

BBB 

3.13 

RMBS  Midprime 

03072ST62 

AMSI  2005-R10  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB 

BBB 

3.99 

RMBS  Midprime 

1 44531 FGO 

CARR  2006-NC1  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB+ 

BBB- 

3.77 

RMBS  Midprime 

362463AP6 

GSAMP  2006-NC2  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB- 

- 

3.66 

RMBS  Midprime 

40430HDN5 

HASC  2006-OPT1  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB+ 

BBB+ 

3.67 

RMBS  Midprime 

40430HFA1 

HASC  2006-NC1  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB- 

- 

3.10 

RMBS  Midprime 

46626LGQ7 

JPMAC  2006-HE1  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB- 

BBB- 

4.45 

RMBS  Midprime 

35729QAN8 

FHLT  2006-B  M8 

5,000,000 

1.000 

5,000,000 

Baa2 

BBB 

BBB+ 

4.19 

RMBS  Midprime 

93934JAN4 

WMABS  2006-HE2  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB- 

- 

3.67 

RMBS  Midprime 

57643LMX1 

MABS  2005-NC2  M8 

5,000,000 

1.000 

5,000,000 

Baa2 

A+ 

BBB+ 

2.96 

RMBS  Midprime 

61744CWE2 

MSAC  2005-HE6  B2 

5,000,000 

1.000 

5,000,000 

Baa2 

BBB+ 

BBB+ 

3.80 

RMBS  Midprime 

00442BAP6 

ACE  2006-HE4  M9 

5,000,000 

1.000 

'  5,000,000 

Baa3 

BBB 

- 

4.70 

RMBS  Midprime 

35729TAP7 

FHLT  2006-C  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB- 

BBB 

4.07 

RMBS  Midprime 

00442PAP5 

ACE  2006-OP1  M8 

5,000,000 

1.000 

5,000,000 

Baa2 

BBB+ 

- 

3.83 

RMBS  Midprime 

04541 GWQ1 

ABSHE  2006-HE2  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB- 

BBB- 

3.54 

RMBS  Midprime 

46602WAN4 

IXIS  2006-HE2  B3 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB 

BBB- 

4.17 

RMBS  Midprime 

:  64352VRB9 

NCHET  2006-1  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB- 

BBB- 

3.69 

RMBS  Midprime 

61744CUZ7 

MSAC  2005-HE5  B2 

5,000,000 

1.000 

5,000,000 

Baa2 

BBB+ 

BBB+ 

3.54 

RMBS  Midprime 

31659EAM0 

FMIC  2006-2  M8 

5,000,000 

1.000 

5,000,000 

Baa2 

BBB+ 

- 

3.35 

RMBS  Midprime 

437097AP3 

HEAT  2006-6  M8 

5,000,000 

1.000 

5,000,000 

Baa2 

A- 

A- 

4.06 

RMBS  Midprime 

61744CMS2 

MSAC  2005-NC1  B2 

5,000,000 

1.000 

5,000,000 

Baa2 

BBB 

BBB 

2.42 

RMBS  Subprime 

92534FAE8 

VRGO2006-1AB1 

5,000,000 

1.000 

5,000,000 

Baal 

BBB+ 

6.61 

RMBS  CDO 

As  of  February  22,  2007.  Goldman  Sachs  does  not  represent  or  provide  any  assurance  that  the  actual  portfolio  on  the  Closing  Date  or  any  future  date 
will  have  the  same  characteristics  as  provided  above.  All  Face  amounts  listed  above  are  US  Dollar  denominated. 
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Anderson  Mezzanine  Funding  2007-1,  Ltd. 

Team  Contact  Information 


Goldman,  Sachs  &  Co.  -  Structuring  and  Placement  Agent 


Structured  Product  CDOs  -  Structuring.  Marketing,  and  Principal  Investments 


Peter  Ostrem,  Managing  Director 
Matt  Bieber,  Vice  President 
Michele  Chitson,  Vice  President 
John  X.  Li,  Associate 
Shelly  Lin,  Analyst 
Eric  Siegel,  Analyst 


(212)357-4617 
(212)357-9193 
(212)902-2881 
(212)902-2592 
(212)  357-9944 
(212)357-9753 
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Bunty  Bohra,  Managing  Director 
Scott  Wisenbaker,  Vice  President 
Omar  Chaudhary,  Vice  President 
Mitchell  Resnick,  Executive  Director 
Tetsuya  Ishikawa,  Associate 


(212)902-7645 
(212)902-2858 
+81  (3)6437-7198 
+44  (20)  7774-3068 
+44(20)7774-1025 
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Anderson  Mezzanine  Funding  2007-1,  Ltd. 

A  $500  Million  Static  Mezzanine  Structured  Product  CDO 
Goldman,  Sachs  &  Co.  -  Liquidation,  Structuring,  and  Placement  Agent 
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February  2007 

The  information  contained  herein  is  indicative  only  and  the  actual  terms  of  any  transaction  will  be  set  forth  in  the  definitive  Offering  Circular. 
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Note:  The  information  in  this  section  is  preliminary  and  subject  to  change 
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§  ■    I    Executive  Summary 


Anderson  Mezzanine  Funding  2007-1 


Anderson  Mezzanine  Funding  2007-1  ("Anderson  Funding")  will  be  a  static  $500  million  cashflow  CDO 
consisting  of  a  diversified  portfolio  of  RMBS  and  CDO  securities. 


Q 

§■  ■    Goldman  Sachs  and  GSC  Group  ("GSC")  co-selected  the  assets. 
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w  •      Warehouse  assets  during  the  portfolio  aggregation  phase  prior  to  closing 


Anderson  Funding  will  be  non-managed  and  static  in  nature.  Anderson  Funding  will  provide  term  non- 
recourse funding.  In  its  role  as  Liquidation  Agent,  Goldman  Sachs  will: 


•      Liquidate  any  asset  within  one  year  after  such  asset  performs  below  certain  threshold  levels 
determined  prior  to  closing 

The  portfolio  consists  of  collateral  which  is  rated  at  least  Baa3  (if  rated  by  Moody's)  and  BBB-  (if  rated  by 
S&P)  with  an  average  rating  of  Baa2/Baa3.  100%  of  the  portfolio  will  be  real-estate  related  securities. 

Low  fee  structure  and  less  "barbelled"  portfolio  than  other  mezzanine  CDOs  in  the  current  market. 

Transaction  co-sponsored  by  Goldman  and  GSC  Eliot  Bridge  (an  ABS  and  CDO  hedge  fund  managed  by 
GSC  Group).  Goldman  Sachs  and  GSC  has  aligned  incentives  with  Anderson  Funding  by  investing  in  a 
portion  of  equity. 
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II.     Disclaimer  and  Risk  Factors 
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Disclaimer 


The  information  contained  herein  is  confidential  information  regarding  securities  that  may  in  the  future  be  offered  by  Anderson  Mezzanine  Funding  2007-1 ,  Ltd. 
("Anderson  Funding,"  "Anderson"  or  the  "Issuer).  The  information  is  being  delivered  to  a  limited  number  of  sophisticated  prospective  institutional  investors  in  order  to 
assist  them  in  determining  whether  they  have  an  interest  in  the  type  of  securities  described  herein  and  is  solely  for  their  internal  use.  By  accepting  this  information, 
the  recipient  agrees  that  it  will  use  and  it  will  cause  its  directors,  partners,  officers,  employees  and  representatives  to  use  the  information  only  to  evaluate  its  potential 
interest  in  the  securities  described  herein  and  for  no  other  purpose  and  will  not  divulge  any  such  information  to  any  other  party.  Any  reproduction  of  this  information, 
in  whole  or  in  part,  is  prohibited.  Notwithstanding  the  foregoing,  each  recipient  (and  each  employee,  representative,  or  other  agent  of  such  recipient)  may  disclose  to 
any  and  all  other  persons,  without  limitation  of  any  kind,  the  tax  treatment  and  tax  structure  of  the  Issuer,  the  securities  described  herein  and  any  future  offering 
thereof  and  the  ownership  and  disposition  of  such  securities  and  all  materials  of  any  kind  (including  opinions  or  other  tax  analyses)  that  are  provided  to  such  recipient 
relating  to  such  tax  treatment  and  tax  structure.  However,  any  such  information  relating  to  such  tax  treatment  or  tax  structure  is  required  to  be  kept  confidential  to  the 
extent  reasonably  necessary  to  comply  with  any  applicable  securities  laws.  For  this  purpose,  the  tax  treatment  of  a  transaction  is  the  purported  or  claimed  U.S. 
federal  income  tax  treatment  of  the  transaction,  and  the  tax  structure  of  a  transaction  is  any  fact  that  may  be  relevant  to  understanding  the  purported  or  claimed  U.S. 
federal  income  tax  treatment  of  the  transaction. 

The  information  contained  herein  has  been  prepared  solely  for  informational  purposes  and  is  not  an  offer  to  buy  or  sell  or  a  solicitation  of  an  offer  to  buy  or  sell  any 
security  or  instrument  or  to  participate  in  any  trading  strategy.  The  information  contained  herein  is  preliminary  and  material  changes  to  the  proposed  terms  of  the 
securities  described  herein  may  be  made  at  any  time.  If  any  offer  of  securities  is  made,  it  shall  be  made  pursuant  to  a  definitive  offering  circular  (the  "Offering 
Circular")  prepared  by  or  on  behalf  of  the  Issuer,  which  would  contain  material  Information  not  contained  herein  and  which  shall  supersede,  amend  and  supplement 
this  information  in  its  entirety.  Any  decision  to  invest  in  the  securities  described  herein  should  be  made  after  reviewing  the  Offering  Circular,  conducting  such 
investigations  as  the  investor  deems  necessary  or  appropriate  and  consulting  the  investor's  own  legal,  accounting,  tax,  and  other  advisors  in  order  to  make  an 
independent  determination  of  the  suitability  and  consequences  of  an  investment  in  the  securities. 

The  securities  described  herein  will  not  be  registered  under  the  Securities  Act  of  1933,  as  amended,  or  the  securities  laws  of  any  other  jurisdiction  and  neither  the 
Issuer  nor  the  pool  of  securities  held  by  the  Issuer  will  be  registered  under  the  Investment  Company  Act  of  1 940,  as  amended.  The  securities  offered  herein  will  not 
be  recommended  by  any  United  States  federal  or  state  securities  commission  or  any  other  regulatory  authority.  Furthermore,  the  foregoing  authorities  have  not 
confirmed  the  accuracy  or  determined  the  adequacy  of  this  document.  Any  representation  to  the  contrary  is  a  criminal  offense.  The  securities  described  herein  will  be 
subject  to  certain  restrictions  on  transfers  as  described  in  the  Offering  Circular. 

None  of  the  Issuer,  Goldman  Sachs  (as  used  herein,  such  term  shall  include  Goldman,  Sachs  &  Co.  and  all  of  its  affiliates),  nor  any  of  their  respective  affiliates  makes 
any  representation  or  warranty,  express  or  implied,  as  to  the  accuracy  or  completeness  of  the  information  contained  herein  and  nothing  contained  herein  shall  be 
relied  upon  as  a  promise  or  representation  whether  as  to  the  past  or  future  performance.  The  information  includes  hypothetical  illustrations  and  involves  modeling 
components  and  assumptions  that  are  required  for  purposes  of  such  hypothetical  illustrations.  No  representations  are  made  as  to  the  accuracy  of  such  hypothetical 
illustrations  or  that  all  assumptions  relating  to  such  hypothetical  illustrations  have  been  considered  or  stated  or  that  such  hypothetical  illustrations  will  be  realized.  The 
information  contained  herein  does  not  purport  to  contain  all  of  the  information  that  may  be  required  to  evaluate  such  securities,  and  each  recipient  is  encouraged  to 
read  the  Offering  Circular  and  should  conduct  its  own  independent  analysis  of  the  data  referred  to  herein.  The  Issuer,  Goldman  Sachs,  and  their  respective  affiliates 
disclaim  any  and  all  liability  relating  to  this  information,  including,  without  limitation,  any  express  or  implied  representation  or  warranty  for  statements  contained  in  and 
omissions  from  this  information.  None  of  the  Issuer,  Goldman  Sachs,  or  any  of  their  respective  affiliates  expects  to  update  or  otherwise  revise  the  information 
contained  herein  except  by  means  of  the  Offering  Circular.  Additional  information  may  be  available  on  request.  The  securities  and  obligations  of  the  Issuer  are  not 
issued  by,  obligations  of,  or  guaranteed  by  Goldman  Sachs,  or  their  respective  affiliates,  or  other  organizations.  In  particular,  the  obligations  of  the  Issuer  are  not 
deposit  obligations  of  any  financial  institution.  The  securities  and  obligations  of  the  Issuer  are  complex,  structured  securities  and  there  is  no  assurance  that  a 
secondary  market  for  such  securities  will  exist  at  any  time.  Accordingly,  prospective  investors  should  be  prepared,  and  have  the  ability,  to  hold  such  securities  until 
their  respective  stated  maturities  or  stated  redemption  dates. 
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Disclaimer 


HYPOTHETICAL  ILLUSTRATIONS  AND  PRO  FORMA  INFORMATION 

These  materials  contain  statements  that  are  not  purely  historical  in  nature.  These  include,  among  other  things,  hypothetical 
illustrations  sample  or  pro  forma  portfolio  structures  or  portfolio  composition,  scenario  analysis  of  returns  and  proposed  or  pro  forma 
levels  of  diversification  or  sector  investment.  These  hypothetical  illustrations  of  returns  illustrate  a  range  of  potential  outcomes  based 
upon  certain  assumptions.  Such  potential  outcomes  are  not  a  prediction  by  the  Issuer,  Goldman  Sachs  or  their  respective  affiliates  of 
the  performance  of  the  securities  described  herein.  Actual  events  are  difficult  to  predict  and  are  beyond  the  control  of  the  Issuer, 
Goldman  Sachs  or  their  respective  affiliates.  Actual  events  may  differ  from  those  assumed  and  such  differences  may  be  material. 
There  can  be  no  assurance  that  illustrated  returns  will  be  realized  or  materialized  or  that  actual  returns  or  results  will  not  be  matenally 
lower  than  those  presented.  All  statements  included  are  based  on  information  available  on  the  date  hereof,  and  none  of  the  Issuer, 
Goldman  Sachs  or  their  respective  affiliates  assumes  any  duty  to  update  any  such  statement.  Some  important  factors  which  could 
cause  actual  results  to  differ  materially  from  those  in  any  statements  contained  herein  include  the  actual  composition  of  the  collateral 
and  the  price  at  which  such  collateral  is  actually  purchased  by  the  Issuer,  any  defaults  on  the  collateral,  the  timing  of  any  defaults  and 
subsequent  recoveries,  changes  in  interest  rates,  and  any  weakening  of  the  specific  credits  included  in  the  collateral,  among  others. 
The  Offering  Circular  will  contain  other  risk  factors,  which  an  investor  should  also  consider  in  connection  with  an  investment  in  the 
securities  described  herein. 
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PRIOR  INVESTMENT  RESULTS 

Any  prior  investment  results  or  returns  are  presented  for  illustrative  purposes  only  and  are  not  indicative  of  the  future  returns  on  the 
securities  and  obligations  of  the  Issuer.  Because  of  portfolio  restrictions  that  apply  to  the  Issuer  and  differences  in  market  conditions, 
the  investments  selected  by  Goldman  Sachs  on  behalf  of  the  Issuer  may  differ  substantially  from  prior  investments  made  by  Goldman 
Sachs.  The  Issuer  has  no  operating  history. 
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Risk  Factors 


Note:  The  Offering  Circular  will  Include  more  extensive  descriptions  of  the  risks  described  herein  as  well  as  additional  risks  relating  to,  among  other  things,  conflicts  of 
interest.  Any  decision  to  invest  in  the  securities  described  herein  should  be  made  after  reviewing  such  Offering  Circular,  conducting  such  investigations  as  the  investor 
deems  necessary  and  consulting  the  investor's  own  legal,  accounting  and  tax  advisors  in  order  to  make  an  independent  determination  of  the  suitability  and 
consequences  of  an  investment  in  the  securities.  The  Offering  Circular  will  supersede  this  document  in  its  entirety. 

m      Limited  Liquidity,  Restrictions  on  Transfer  and  Limited  Recourse 
;      .       There  is  currently  no  market  for  the  Secured  Notes  or  Income  Notes  and  it  is  unlikely  that  any  secondary  market  will  develop.  The  Secured  Notes  and  the 
Income  Notes  should  be  viewed  as  a  long-term  investment,  not  as  a  trading  vehicle.  The  value  of  the  Secured  Notes  and  the  Income  Notes  may  vary  and 
the  Secured  Notes  and  the  Income  Notes,  if  sold,  may  be  worth  less  than  their  original  cost. 

•  In  addition,  as  the  Secured  Notes  and  the  Income  Notes  will  be  sold  in  transactions  exempt  from  SEC  registration  pursuant  to  Section  4(2),  Rule  144A, 
and/or  Reg  S  and  the  Issuer  will  not  be  registered  under  the  Investment  Company  Act  of  1940  pursuant  to  the  Section  3(c)(7).  Related  restrictions,  as  well 
as  other  restrictions  on  transfer  of  the  Income  Notes  will  apply. 

.  All  liabilities  are  payable  solely  from  the  cash  flow  available  from  the  collateral  pledged  by  the  Issuer  to  secure  all  classes  of  Notes.  No  other  assets  will  be 
available  for  payment  in  the  event  of  any  deficiency.  The  Income  Notes  represent  equity  in  the  Issuer  and  as  such  are  subordinated  to  the  Secured  Notes. 
The  Income  Notes  are  payable  from  the  collateral  (which  represent  the  only  assets  of  the  Issuer)  only  after  payment  in  full  of  amounts  due  on  the  Secured 
Notes. 

■  Leveraged  Credit  Risk 

•  The  Income  Notes  are  in  a  first  loss  position  with  respect  to  defaults  on  the  underlying  collateral.  The  leveraged  nature  of  the  Income  Notes  magnifies  the 
adverse  impact  of  any  collateral  defaults. 

■  Volatility  of  Collateral  and  of  Secured  Notes'  and  Income  Notes'  Market  Value 

The  Income  Notes  represent  a  leveraged  investment  in  the  Collateral  Assets.  The  use  of  leverage  generally  magnifies  an  issuer's  opportunities  for  gain 
and  risk  of  loss.  Therefore,  changes  in  the  market  value  of  the  Secured  Notes  and  the  Income  Notes  can  be  expected  to  be  greater  than  changes  in  the 
market  value  of  the  underlying  assets  included  in  the  collateral,  which  themselves  are  subject  to  credit,  liquidity  and,  with  respect  to  the  fixed  rate  portion  of 
the  portfolio,  interest  rate  risk. 

•  Changes  in  the  market  value  of  issues  from  one  sector  or  industry  may  impact  the  market  value  of  issues  from  one  or  more  of  other  sectors  or  industries 
included  in  the  collateral. 

■  Collateral  Risk 

i       Collateral  Assets  inherently  bear  significant  credit  risks  because  issuers  are  primarily  private  entities. 

.       The  structure  of  Collateral  Assets  and  the  terms  of  the  Issuer's  interest  in  the  collateral  can  vary  widely  depending  on  the  type  of  collateral,  investor 
sentiment  and  the  use  of  credit  enhancements: 

•  Adverse  changes  in  the  financial  condition  of  the  collateral  obligor  or  in  general  economic  conditions  may  adversely  affect  the  obligor's  ability  to  pay 
principal  and  interest  on  Its  debt. 
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Risk  Factors 


■  Nature  of  Collateral 
Q.                                                             .       The  Collateral  Assets  are  subject  to  credit,  liquidity  and  interest  rate  risk.  In  addition,  the  financial  performance  of  the  Issuer  may  be  affected  by  the  price 

and  availability  of  Collateral  Assets  to  be  purchased. 
r-\  •       Some  or  all  of  the  Collateral  Assets  may  be  subordinated  securities  which  may  be  subject  to  leveraged  credit  risk. 

O.  •       The  ability  of  the  Issuer  to  sell  Collateral  Assets  prior  to  maturity  is  subject  to  certain  restrictions  and  limitations  under  the  Indenture. 

§■  ■      No  Collateral  Manager 

0)  •       The  Issuer  will  not  engage  a  Collateral  Manager.  As  a  result,  (i)  the  Collateral  Assets  held  by  the  Issuer  on  the  Closing  Date  will  be  retained  by  the  Issuer 

13  even  if  it  would  be  in  the  best  interests  of  the 

CO  Issuer  and  the  holders  of  the  Income  Notes  and  Secured  Notes  to  dispose  of  certain  Collateral  Assets  unless  the  Collateral  Assets  are  required  to  be  sold 

q  by  the  Liquidation  Agent  as  described  in  the  previous  paragraph  and  (ii)  the  Indenture  will  eliminate  the  ability  of  the  Issuer  to  exercise  discretion  in  contexts 

3"  where  a  collateral  manager  in  a  managed  or  static  collateralized  debt  obligation  transaction  typically  would  have  discretion  to  exercise  such  discretion  on 

m  i  behalf  of  the  Issuer  and  holders  of  Income  Notes  and  Secured  Notes.  The  inability  of  the  Issuer  to  exercise  discretion  in  these  contexts  could  adversely 

impact  the  Issuer  and  the  holders  of  the  Income  Notes  and  Secured  Notes. 

■  Timing  and  Amount  of  Recoveries 

•  Only  Collateral  Assets  that  meet  the  liquidation  criteria  may  be  sold.  If  a  Collateral  Asset  meets  the  liquidation  criteria,  the  Liquidation  Agent  is  required  to 
sell  such  affected  collateral  in  accordance  with  the  terms  of  the  Liquidation  Agency  Agreement.  There  can  be  no  assurance  as  to  the  timing  of  the 
Liquidation  Agent's  sale  of  affected  assets,  or  if  there  will  be  any  market  for  such  assets  or  as  to  the  rates  of  recovery  on  such  affected  collateral.  The 
inability  to  realize  immediate  recoveries  at  the  recovery  levels  assumed  herein  may  result  in  lower  cash  flow  and  a  lower  yield  to  the  Income  Notes  and 
Secured  Notes  as  compared  to  the  returns  generated  using  the  Modeling  Assumptions. 

■  Impairment  of  Credit  Quality  and/or  Defaults  on  the  Collateral 

•  Decline  in  credit  quality  of  the  collateral  or  defaults  could  result  in  losses  which  would  adversely  affect  the  Income  Notes  and  Secured  Notes. 

•  There  may  be  certain  industry  or  sector  concentrations  in  the  CDO,  all  of  which  could  have  a  material  adverse  impact  on  the  Income  Notes  in  the  event  of 
economic  downturns  or  other  events  affecting  the  credit  quality  of  any  of  the  collateral. 

■  Yield  Due  to  Prepayments 

•  The  yield  to  maturity  on  the  Income  Notes  could  be  affected  by  the  rate  of  prepayment  of  the  Collateral  Assets.  Payments  to  the  Income  Notes  at  a  rate 
slower  than  the  rate  anticipated  by  investors  purchasing  the  Income  Notes  at  a  discount  will  result  in  an  actual  yield  that  is  lower  than  anticipated  by  such 
investors.  Conversely,  payments  to  the  Income  Notes  at  a  rate  faster  than  the  rate  anticipated  by  investors  purchasing  the  Income  Notes  at  a  premium  will 
result  in  an  actual  yield  that  is  lower  than  anticipated  by  such  investors. 

■  Timing  of  Receipt  of  Accrued  Interest  Income 

•  On  an  ongoing  basis,  the  receipt  by  the  Issuer  of  accrued  interest  income  may  affect  the  availability  of  cash  which  may  be  distributed  to  the  Holders  of 

(J)  Secured  Notes  and  Income  Notes. 
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International  Investing 

Investing  outside  the  U.S.  may  involve  greater  risks  which  may  include  (1)  less  publicly  available  information,  (2)  varying  levels  of  governmental 
regulation  and  supervision,  (3)  the  difficulty  of  enforcing  legal  rights  in  a  foreign  jurisdiction  and  uncertainties  as  to  the  status,  interpretation  and 
application  of  laws,  (4)  less  stringent  accounting  practices,  (5)  different  clearance  and  settlement  procedures,  (6)  economic  and  political  conditions  and 
instability,  (7)  exchange  control  and  foreign  currency  risk,  (8)  insolvency  and  (9)  expropriation  risk. 

A  portion  of  the  Collateral  Assets  may  consist  of  obligations  of  an  issuer  organized  under  the  laws  of  the  Bahamas,  Bermuda,  the  Cayman  Islands,  the 
Channel  Islands,  the  Netherlands  Antilles  or  other  jurisdictions  offering  favorable  tax  treatment. 

Tax  Treatment  of  Income  Notes 

Since  the  Issuer  will  be  a  passive  foreign  investment  company,  a  U.S.  person  holding  Income  Notes  may  be  subject  to  additional  taxes  unless  it  elects 
to  treat  the  Issuer  as  a  qualified  electing  fund  and  to  recognize  currently  its  proportionate  share  of  the  Issuer's  income.  The  Income  Notes  will  be  treated 
as  equity  for  tax  purposes. 

.       Income  Notes  holders  should  consult  their  tax  advisers  about  the  special  U.S.  tax  regimes  that  apply  to  shareholders  of  passive  foreign  investment 
companies,  controlled  foreign  corporations  and  foreign  personal  holding  companies. 

Special  tax  considerations  may  apply  to  certain  types  of  investors.  Prospective  investors  should  consult  their  own  tax  advisors  regarding  the  tax 
implications  of  their  investments. 

Material  Tax  Considerations 

.       There  is  a  possibility  that  the  Issuer  will  be  found  to  be  engaging  in  a  U.S.  trade  or  business.  In  such  a  case,  it  would  be  subject  to  substantial  U.S. 
income  tax  on  its  income. 

Hypothetical  Illustrations  and  Estimates 

Estimates  of  the  weighted  average  lives  of  the  Class  S,  A,  B,  C,  D  and  E  Notes  and  the  returns  and  duration  of  the  Income  Notes  included  herein, 
together  with  any  other  hypothetical  illustrations  and  estimates  provided  to  prospective  purchasers  of  the  Class  S,  A,  B,  C,  D  and,  E  Notes,  are  forward- 
looking  statements.  See  "Hypothetical  Illustrations  and  Pro  Forma  Information"  on  disclaimer  page  in  the  beginning  of  this  book. 

.       The  hypothetical  illustrations  are  only  estimates.  Actual  results  may  vary,  and  the  variations  may  be  material.  See  "Hypothetical  Illustrations  and  Pro 
Forma  Information"  on  disclaimer  page  in  the  beginning  of  this  book. 

Changes  in  Tax  Laws 

.       The  Collateral  Assets  are  not  permitted  to  be  subject  to  withholding  tax  at  the  time  of  purchase,  unless  the  issuer  thereof  is  required  to  make  "gross-up" 
payments.  There  can  be  no  assurance  that,  as  a  result  of  any  change  in  any  applicable  law,  treaty,  rule  or  regulation  or  interpretation  thereof,  the 
payments  on  the  collateral  might  not  In  the  future  become  subject  to  withholding  tax  which  could  adversely  affect  the  amounts  that  would  be  available  to 
make  payments  on  the  Income  Notes  and  Secured  Notes. 

In  case  of  a  Withholding  Tax  Event  (as  defined  in  the  Offering  Circular),  holders  of  more  than  50%  of  any  affected  Note  may  require  the  issuer  to 
liquidate  the  collateral  on  any  Payment  Date,  and  redeem  the  Class  S,  A,  B,  C,  D  and  E  Notes,  prior  to  any  distributions  to  holders  of  Income  Notes 
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Risk  Factors 


Subordination 

.       The  Income  Notes  are  subordinated  to  the  Class  S,  Class  A,  Class  B,  Class  C,  Class  D  and  Class  E  Notes  and  certain  payments  of  expenses.  The  Class  E 
Notes  are  subordinated  to  the  Class  A,  Class  B,  Class  C  and  Class  D  Notes  and  certain  payments  of  expenses.  The  Class  D  Notes  are  subordinated  to  the 
Class  A  Class  B  and  Class  C  Notes  and  certain  payments  of  expenses.  The  Class  C  Notes  are  subordinated  by  the  Class  A  and  Class  B  Notes  and 
certain  payments  of  expenses.  The  Class  B  Notes  are  subordinated  to  the  Class  A  Notes  and  certain  payments  of  expenses.  No  distributions  of  interest 
proceeds  received  on  the  collateral  will  be  made  to  the  Income  Notes  until  interest  on  the  Secured  Notes  and  certain  other  expenses  have  been  paid.  In 
addition  in  the  event  of  a  default,  holders  of  the  most  senior  class  of  Secured  Notes  will  generally  be  entitled  to  determine  the  remedies  to  be  exercised; 
such  remedies  could  include  the  sale  and  the  liquidation  of  the  collateral  and  have  an  adverse  effect  on  the  Income  Notes.  The  Income  Notes  will  not  be 
able  to  exercise  any  remedies  following  an  event  of  default  and  will  not  receive  payments  after  an  event  of  default  until  the  Secured  Notes  are  paid  in  full. 

Credit  Exposure  to  Portfolio  of  Reference  Obligations 

On  the  closing  date  the  Issuer  will  enter  into  pay-as-you-go  credit  default  swaps  (the  "Synthetic  Securities")  with  Goldman  Sachs  International,  ("GSI"  and 
in  such  capacity  the  "Counterparty"),  pursuant  to  which  the  Issuer  will  sell  credit  default  protection  with  respect  to  a  portfolio  of  Reference  Obligations.  If  a 
credit  event  occurs  with  respect  to  any  of  the  Reference  Obligations,  the  Issuer  will  pay  the  Counterparty  the  amount  of  the  write-down  or  principal  loss,  or  if 
the  Counterparty  elects  to  deliver  the  reference  obligation,  the  notional  amount  of  the  Synthetic  Security  times  the  reference  price.  In  return  for  the  credit 
default  protection  the  Counterparty  will  pay  the  Issuer  a  premium  which  may  be  reduced  (but  not  below  zero)  if  certain  Reference  Obligations  experience 
Interest  shortfalls.  Credit  events  and  interest  shortfalls  may  adversely  affect  the  Issuer's  ability  to  make  payments  on  the  Notes  and  the  Income  Notes. 

.       All  Notes  and  Income  Notes  are  subordinated  to  credit  default  protection  payments  under  the  Synthetic  Securities  and  to  certain  termination  payments 
payable  to  the  Counterparty  in  connection  with  a  termination  event.  The  magnitude  of  such  losses  will  be  affected  by  the  number  of  credit  events  and  the 
recovery  amount  of  any  delivered  Reference  Obligations  and  timing  of  such  credit  events 
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III.    Transaction  Overview 
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Note:  The  information  in  this  section  is  preliminary  and  subject  to  change 
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Anderson  Mezzanine  Funding  2007-1,  Ltd. 

Transaction  Overview 


Anderson  Mezzanine  Funding  is  a  "static"  mezzanine  structured  product  CDO  with  the  following  features: 

•  No  exposure  to  reinvestment  spread  risk  or  reliance  on  reinvestment  to  generate  excess  interest  to 
cover  debt 

•  No  fixed  rate  assets 

•  No  assets  without  an  initial  rating  of  at  least  Baa3  by  Moody's  and  BBB-  by  S&P.  Average  WARF  in  the 
portfolio  is  expected  to  be  500 

•  Overall  transaction  cost  structure  is  significantly  less  than  comparable  mezzanine  structured  product 
CDOs  in  the  market 

There  will  be  no  reinvestment,  substitution,  discretionary  trading  or  discretionary  sales.  After  closing,  assets 
that  are  determined  to  be  "credit  risk"  securities  will  be  sold  by  the  Liquidation  Agent  within  one  year  of  such 
determination 

Goldman  Sachs  will  act  as  Structuring,  Placement  and  Liquidation  Agent  for  Anderson  Funding  and  will 
warehouse  the  portfolio  prior  to  closing 

•  Goldman  Sachs  will  charge  1 0  bps  ongoing  fee  for  its  role  as  Liquidation  Agent 
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■    Goldman  Sachs  and  GSC's  portfolio  selection  process: 

•  Assets  sourced  from  the  Street  at  then  market  levels 

•  GSC  pre-screens  and  evaluates  assets  for  portfolio  suitability 

•  Goldman  Sachs  CDO  desk  reviews  individual  assets  in  conjunction  with  respective  mortgage  trading 
desks  (Subprime,  Midprime,  Prime,  etc.)  and  makes  decision  to  add  or  decline 

•  All  CDS  use  rating  agency  approved  confirms  (pay  as  you  go) 
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Anderson  Mezzanine  Funding  2007-1,  Ltd. 

Transaction  Overview  -  Asset  Selection  /  Asset  Liquidation 


%  m    Portfolio  Aggregation  Strategy: 

.     Select  only  assets  rated  explicitly  Baa3/BBB-  (Moody's  /  S&P)  and  above.  No  notched  rating  of  below 
Baa3  in  the  portfolio 

9.  •     No  Fixed  rate  assets  allowed,  eliminating  interest  rate  swap  basis  mismatch 

3  •     Maximum  obligor  concentration  is  1 .5%,  creating  a  very  granular  portfolio  with  100  distinct  obligors 

^  •     Target  portfolio  with  Weighted  Average  Rating  Factor  of  500  and  duration  weighted  average  spread  of 

o  202  bps 


Goldman  Sachs,  as  Liquidation  Agent,  will  liquidate  any  asset  determined  to  be  a  "credit  risk"  asset  within 
12  months  of  such  determination.  "Credit  risk"  assets  will  include: 

•  Any  asset  downgraded  by  Moody's  or  S&P  to  below  Ba3  or  BB- 

•  Any  asset  that  is  defaulted  and  experiences  a  credit  event  as  defined  by  the  PAUG  confirm 

Expected  collateral  quality  statistics  at  closing 

•  WARF:  500 

•  100  Distinct  Obligors 

•  Moody's  Asset  Correlation  ("MAC")  at  closing:  27 

•  Duration  weighted  average  portfolio  spread:  202  bps 

•  Weighted  Average  Duration:  3.1  years 
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Anderson  Mezzanine  Funding  2007-1,  Ltd. 

Transaction  Overview  -  Capital  Structure1 


Classes 


Class  S 


Class  A-1 


Class  A-2 


Class  B 


Class  C 


Class  D 


Class  E 


Income  Notes 


Ratings 
(Moody's/S&P) 


Aaa/AAA 


Aaa/AAA 


Aaa/AAA 


Aa2/AA 


A2/A 


Baa2/BBB 


Ba1/BB+ 


NR 


Principal        %  of  Capital 
Balance  Structure 


[    ]MM 


$300.0  MM 


$75.0  MM 


$40.0  MM 


$35.0  MM 


$28.5  MM 


$6.0  MM 


$15.5  MM 


N/A 


60.00% 


15.00% 


8.00% 


7.00% 


5.70% 


1.20% 


3.10% 


Coupon 


1M  LIBOR +[    ]% 


1M  LIBOR  +  [    ]% 


1M  LIBOR +  [    ]% 


1M  LIBOR +[    ]% 


1M  LIBOR  +  [']% 


1M  LIBOR +  [    ]% 


1M  LIBOR +  [    ]% 


NA 


Expected  Initial 

WAL  OC 


[3.0] 


[3.6] 


[4.1] 


[4.5] 


[4.7] 


[4.5] 


[6.1] 


NA 


N/A 


166.7% 


133.3% 


120.5% 


111.1% 


104.5% 


103.2% 


NA 
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This  information  is  preliminary  and  subject  to  change. 
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Scenario  Analysis 

Equity  Yield  Profile 


No  Loss  IRR  =  24.1% 


10.0% 


5.0%  - 


-10.0% 


Moody's  Expected 
Loss  =  16.2%  IRR 


0%  IRR  =  2.68x  multiple  of 
Moody's  Expected  Loss 


Constant  Annual  Default  Rate 
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Note-  See  "Modeling  Assumptions".  Defaults  commence  at  the  end  of  month  12  and  continue  through  the  life  of  the  transaction.  Yields  assume  successful  auction  call 
at  the  end  of  year  8    Moody's  expected  loss  rate  of  1 .0843%  reflects  a  warehouse  target  weighted  average  rating  factor  of  506  and  weighted  average  life  of  4.15  years. 
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IV.    Transaction  Details 
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Note:  The  information  in  this  section  is  preliminary  and  subject  to  change 
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Transaction  Details 

General  Information 


Issuers: 


Anderson  Mezzanine  Funding  2007-1,  Ltd,  and  Anderson  Mezzanine  Funding  2007-1,  Corp. 


Liquidation  Agent,  Structuring        Goldman,  Sachs  &  Co. 
and  Placement  Agent: 


Liquidation  Agent  Fee: 


10  bps  per  annum  payable  senior  to  all  the  Notes 


Reinvestment  Period: 


None 


Discretionary  Trading: 


Ramp-Up  Period: 


Non-Call  Period: 


None.  Liquidation  Agent  will  sell  credit-risk  assets  based  on  pre-determined  rules  and  the 
clean  proceeds  will  be  treated  as  principal  paydowns 


Auction  Call: 


Call  Price: 


Payment  Frequency: 
Controlling  Class: 


None 


3  years 


8  years.  There  is  no  minimum  IRR  requirement  for  successful  Auction  Call. 


Par  plus  all  accrued  for  Class  S,  A-1.  A-2,  B,  C,  D  and  E  Notes 


Monthly  for  Class  S,  A-1,  A-2  ,  B,  C,  D  and  Class  E  Notes,  Quarterly  for  Income  Notes 


Class  A  Notes  (the  "Senior  Notes")  voting  in  the  aggregate  until  paid  in  full,  then  Class  B, 
Class  C,  D  and  Class  E  Notes  in  that  order  until  each  Class  is  paid  in  full. 
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V.     Portfolio  Composition 


Q 
CO 


CO 
CO 

I 

m 

■ 

o 

o 

o 

CD 
CD 

ro 
-J 

CJ1 


<\ 


Note:  The  information  in  this  section  is  preliminary  and  subject  to  change 
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Portfolio  Composition 

Target  Portfolio1 


Collateral 


SPCDO 
5.0% 


RMBSB/C 
95.0% 
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'  This  information  is  preliminary  and  subject  to  change. 
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Credit  Ratings 


BBB- 
45.00% 


BBB 
55.00% 
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Transaction  Details 

Collateral  Profile 


Moody's  WARF 


500 


Moody's  Asset  Correlation 


[27]% 


Ratings  Profile 


100%  of  the  assets  are  rated  at  least  Baa3  and  BBB-  by  Moody's  and  S&P 


Target  Obligor  Concentration 
Profile 

Collateral  Haircuts: 


Maximum  Obligor  concentration:  1 .5% 


■  1 0%  applied  to  Double-B  Assets  prior  to  sale  (20%  for  Senior  Overcollateralization  test) 

■  20%  applied  to  Single-B  Assets  prior  to  sale  (40%  for  Senior  Overcollateralization  test) 

■  50%  applied  to  Triple-C  Assets  prior  to  sale  (75%  for  Senior  Overcollateralization  test) 

■  100%  applied  to  Defaulted  Obligations  
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Loan-Level  Characteristics  of  RMBS  Assets 


Bloomberg  Ticker 


ACCR  2006-1  M8 
HASC  2006-OPT2  M8 
MLMI  2006-HE1  B2A 
MSAC  2005-NC1  B2 
NCHET  2005-2  M8 


Issue  Date       <~""       °""r         FICO       LTV      Geo  1st       Geo  2nd       Fixed  % 
WALA        WAC 


First        Vac/      Purch 
Lien  %      Inv  %         % 


3/28/2006 

12 

7.23 

633 

78 

CA19% 

FL  13% 

33.0 

100.0 

7.9 

33.2 

2/28/2006 

16 

7.00 

625 

79 

CA  26% 

FL10% 

27.9 

100.0 

6.7 

36.4 

2/7/2006 

16 

6.91 

630 

82 

CA  36% 

FL  12% 

24.5 

100.0 

6.0 

49.5 

2/25/2005 

26 

7.42 

617 

79 

CA  22% 

TX10% 

43.7 

99.7 

6.6 

31.3 

4/22/2005 

21 

6.55 

623 

78 

CA  32% 

FL  9% 

24.0 

100.0 

8.8 

35.8 

MSAC  2006-NC1  B3 
NCHET  2005-1  M9 
NCHET  2005-3  M9 
RAMP  2005-EFC6  M9 
NCHET  2005-4  M8 


1/27/2006 
2/25/2005 
6/24/2005 
11/22/2005 
8/17/2005 


15 
24 
20 
15 
18 


6.73 
6.63 
6.50 
6.52 
6.58 


622 
623 
630 
632 
626 


78 
85 
79 
82 
81 


CA  37% 
CA  32% 
CA  32% 
CA15% 
CA  38% 


FL11% 
FL  8% 
FL  9% 
FL  7% 
FL  9% 


24.8 
26.0 
22.6 
14.2 
21.6 


100.0 
100.0 
100.0 
100.0 
100.0 


7.9 
8.0 
8.2 
1.9 
8.6 


38.1 
98.4 
41.3 
43.7 
44.0 


GSAMP  2006-NC2  M9 
HASC  2006-OPT1  M9 
HASC  2006-NC1  M9 
JPMAC  2006-HE1  M9 
iJPMAC 


6/29/2006 

8 

7.70 

626 

80 

CA  36% 

FL11% 

13.0 

100.0 

9.2 

43.7 

2/3/2006 

15 

6.68 

644 

79 

CA  30% 

NY  10% 

32.2 

100.0 

9.8 

36.2 

3/7/2006 

16 

6.09 

666 

82 

CA  43% 

FL  7% 

0.0 

100.0 

3.5 

56.3 

2/28/2006 

15 

7.38 

641 

73 

CA  48% 

IL  11% 

19.5 

100.0 

7.5 

64.1 

Source:  Bloomberg,  Intex,  Prospectuses;  Current  data  used  where  available 
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Loan-Level  Characteristics  of  RMBS  Assets 


Bloomberg  Ticker 


Issue  Date 


Curr 
WALA 


Curr  Net 
WAC 


Geo  1st       Geo  2nd       Fixed  % 


First 
Lien  % 


Vac/      Purch 
lnv%        % 


FHLT  2006-B  M8 

8/3/2006 

7 

8.72 

627 

76 

CA  26% 

FL15% 

19.3 

100.0 

4.4 

50.2 

SABR  2006-FR3  B2 

8/3/2006 

10 

7.91 

619 

75 

CA25% 

FL17% 

11.8 

100.0 

5.8 

47.1 

WMABS  2006-HE2  M9 

5/25/2006 

11 

7.75 

625 

76 

CA  36% 

FL  14% 

15.4 

100.0 

3.4 

53.3 

SVHE  2006-OPT2  M7 

4/7/2006 

11 

8.07 

622 

79 

CA  25% 

FL  13% 

16.9 

100.0 

10.9 

35.8 

CWL  2005-BC5  B 

12/28/2005 

18     . 

6.53 

620 

78 

CA  23% 

FL10% 

31.9 

100.0 

2.3 

35.3 

MSAC  2005-HE6  B2 
ACE  2006-HE4  M9 
FHLT  2006-C  M9 
ACE  2006-OP1  M8 
ARSI  2006-W4  M9 
I 


11/29/2005 

9/28/2006 

9/7/2006 

5/25/2006 

4/25/2006 


18 
7 
6 
11 
10 


6.71 
7.95 
7.97 
7.93 
7.72 


633 
627 
628 
626 
616 


77 
82 
76 
80 
80 


CA  27% 
CA  35% 
CA  27% 
CA  30% 
CA  28% 


FL  12% 
FL  14% 
FL  15% 
NY  12% 
FL  14% 


26.8 
14.9 
23.7 
17.9 
14.7 


100.0 
99.6 
100.0 
100.0 
100.0 


4.5 
5.6 
6.9 
9.3 
9.2 


46.5 
51.6 
42.2 
39.2 
47.4 


SASC  2006-NC1  M9 
CWL  2006-1  MV8 
MABS  2006-AM2  M8 
NCHET  2006-2  M9 
SAIL2006-BNC3M7 


6/22/2006 
2/10/2006 
7/28/2006 
6/29/2006 
8/25/2006 


11 
13 
9 
8 

7 


7.63 
6.75 
7.60 
7.65 
7.73 


617 
618 
608 
621 
618 


81 
78 
75 
85 
74 


CA  26% 
CA  33% 
FL31% 
CA29% 
CA  43% 


FL  12% 
FL  19% 
CA19% 
FL  9% 
FL  8% 


23.5 
0.0 
12.2 
24.3 
18.5 


100.0 
100.0 
100.0 
100.0 
100.0 


8.3 
5.4 
3.4 
9.9 
9.4 


37.9 
38.5 
37.3 
35.3 
35.2 


Source:  Bloomberg,  Intex,  Prospectuses;  Current  data  used  where  available 
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Loan-Level  Characteristics  of  RMBS  Assets 


Bloomberg  Ticker 


ACCR  2006-1  M8 
HASC  2006-OPT2  M8 
MLMI  2006-HE1  B2A 
MSAC  2005-NC1  B2 
NCHET  2005-2  M8 


Primary  Servicer 


Accredited 
OptionOne 

Wilshire 
HomeEquity 
NewCentury 


Current  Orig 

Support(%)   Support(%) 


Bankrupt   REO    Foreclosure 


Delinq 
30-59 


Delinq 
60+ 


Delinq 
90+ 


3.8 
7.2 
8.8 
13.4 
8.6 


1.6 
5.4 
6.8 
4.5 

4.4 


0.3 

0.7 

2.8 

0.5 

0.5 

3.8 

1.2 

1.3 

3.0 

2.7 

2.5 

4.0 

1.5 

1.5 

4.0 

2.0 

0.9 

0.1 

2.7 

2.1 

0.8 

5.2 

4.4 

2.3 

3.4 

2.8 

1.6 

2.5 

2.8 

1.9 

MSAC  2006-NC1  B3 
NCHET  2005-1  M9 
NCHET  2005-3  M9 
RAMP  2005-EFC6  M9 
NCHET  2005-4  M8 


HomeEquity 
NewCentury 
NewCentury 
Homecomings 
NewCentury 


CMLTI  2005-OPT3  M9 
GSAMP  2006-NC2  M9 
HASC  2006-OPT1  M9 
HASC  2006-NC1  M9 
JPMAC  2006-HE1  M9 


OptionOne 
Ocwen 

OptionOne 
Chase 
Chase 


6.1 

7.6 

7.2 

3.9 

9.5 

874 

5:rl8 
■5,17 
;:9':56j 

7  55.-. 
'  7./" 

3.7 

5.0 

3.1 

6.9 


4.4 
3.2 
4.2 
3.1 
6.0 


1.0 

1.5 

3.9 

2.0 

1.6 

4.4 

1.3 

1.3 

3.9 

0.7 

1.1 

3.7 

1.4 

1.8 

4.3 

3.8 

1.8 

0.9 

2.6 

2.5 

1.4 

3.2 

2.8 

1.6 

4.2 

1.6 

0.6 

2.8 

3.1 

1.8 

4.3 
3.1 
3.8 
2.4 
5.1 


1.4 

2.0 

4.2 

0.4 

0.0 

5.0 

0.8 

0.6 

3.0 

0.5 

0.5 

2.7 

0.5 

1.0 

6.1 

1.7 

2.2 

1.4 

4.6 

4.0 

1.1 

2.2 

2.1 

1.0 

3.2 

1.0 

0.0 

5.6 

2.7 

0.4 

Source:  Bloomberg,  Intex,  Prospectuses;  Current  data  used  where  available 
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Loan-Level  Characteristics  of  RMBS  Assets 


Bloomberg  Ticker 


Primary  Servicer 


Current  Orig 

Support(%)   Support(%) 


Bankrupt  REO   Foreclosure 


Delinq 
30-59 


Delinq 
60+ 


Delinq 
90+ 


FHLT  2006-B  M8 

Fremont 

5.1 

4.6 

0.3 

0.1 

3.7 

4.6 

5.4 

2.6 

SABR  2006-FR3  B2 

HomeEquity 

6.4 

5.2 

0.4 

0.4 

7.9 

6.0 

4.2 

2.0 

WMABS  2006-HE2  M9 

WaMu 

4.9 

4.1 

n/a 

n/a 

3.8 

4.6 

4.7 

1.6 

SVHE  2006-OPT2  M7 

OptionOne 

6.0 

4.6 

0.3 

0.2 

3.4 

3.3 

3.5 

1.9 

CWL  2005-BC5  B 

Countrywide 

4.7 

3.0 

0.9 

2.1 

3.6 

5.2 

2.4 

1.0 

MSAC  2005-HE6  B2 
ACE  2006-HE4  M9 
FHLT  2006-C  M9 
ACE  2006-OP1  M8 
ARSI  2006-W4  M9 


Chase 

Ocwen 

Fremont 

OptionOne 

Ameriquest 


7.1 
4.2 
4.3 
5.9 
3.9 


5.0 
4.0 
4.0 
4.7 
3.1 


1.4 

1.7 

3.9 

0.1 

0.1 

2.9 

0.2 

0.0 

2.4 

0.3 

0.4 

3.0 

0.4 

1.2 

7.2 

3.6 

2.2 

6.1 

4.8 

3.6 

3.2 

4.2 

3.5 

3.7 

5.2 

1.0 
1.6 
1.0 
1.9 
2.9 


SVHE2005-CO1M8   •       ■"  Country*,*    .' 

SASC  2006-NC1  M9  WellsFargo  3.9  3.2 

CWL  2006-1  MV8  Countrywide  4.8  3.6 

MABS  2006-AM2  M8  WellsFargo  6.0  5.2 

NCHET  2006-2  M9  NewCentury  3.9  3.5 

SAIL  2006-BNC3  M7  Chase  5.1  4.6 

mmsmmm 


0.5 

0.9 

5.2 

0.3 

0.6 

1.1 

0.9 

0.4 

5.9 

0.4 

0.2 

2.8 

0.1 

0.0 

2.3 

4.3 
3.1 
5.4 
3.2 
4.5 


4.5 
2.2 
3.9 
3.6 
3.3 


1.7 
1.8 
1.1 
1.8 
1.0 


FMIC  2006  2  N 
WEAT2006-6N 


Source:  Bloomberg,  Intex,  Prospectuses;  Current  data  used  where  available 
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Comparison  of  Levered  RMBS  Structures 

Transaction  Variant  Summary 


Given  that  there  are  a  variety  of  products  allowing  investors  to  take  levered  exposure  to  RMBS,  it  is 

important  to  understand  structural  similarities  and  differences 

We  will  consider  three  distinct  types  of  transactions  in  this  comparison: 


NAME 


GENERAL  DESCRIPTION 


Cashflow  CDO 


Fully  issued  transaction  in  which  a  selection  agent  or  third  party  collateral  manager  selects 
the  assets  to  be  repackaged  through  CDO.  Cash  proceeds  from  collateral  assets  flow  through 
a  waterfall  to  pay  the  issued  Notes,  which  are  broadly  syndicated. 


Bespoke  Transaction 


Customized  transaction  negotiated  between  the  correlation  desk  and  a  "sponsor"  investor/ 

portfolio  manager,  who  generally  takes  credit  risk  at  one  or  more  layers  of  the  capital 
structure.  Layers  of  risk  not  assumed  by  "sponsor"  investor/  portfolio  manager  are  either 
hedged  by  the  structured  product  correlation  desk  or  distributed  in  subsequent  offerings. 


Tranched  ABX 


Standardized  ABX  tranche  trading  referencing  both  the  Baa2  and  Baa3  variants  of  the  on-the- 

run  and  immediately  off-the-run  ABX.HE  indices.  The  product  has  sponsorship  from  all  ABX 

dealers  and  uses  a  market  standard  confirm. 
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Comparison  of  Levered  RMBS  Structures 

Transaction  Variant  Comparison 


Anderson  is  a  cashflow  CDO 


Cashflow  CDO 


Type  Cashflow  Structured  Product  CDO 


Assets  Cash  Bonds  or  Single-Name  CDS 


Amortizations 


Modified  Sequential 


Bespoke  Transaction 


Structured  Product 
Correlation  Trade 


Tranched  CDS 


Varies 


Tranched  ABX 


Structured  Product 
Correlation  Trade 


Tranched  CDS 


Sequential 


Callability  NC3  @  Option  of  Majority  of  Equity  Holders 


NC3  @  Option  of 
Protection  Buyer 


No  Call  Rights 


(D 
CO 


DO 
CO 

m 

i 

o 

o 

o 

00 
CD 

ro 
oi 

00 

4* 


Cashflow  Waterfall  /  Triggers 


Yes 


Manager 


Varies 


PIKable 


Single-A  Debt  and  Below 


Standardized  Documentation 


No 


Transparent  Marking  /  Market  Making 


No 


No 


Varies 


No 


Managed  Deals  Trading/Reinvestment 

.  ~    .   j      „*  *.      Defensively  Managed:  Trading  (only  credit  0*-,*;„  /  d„.,~k,;„„ 

Trading  /  Reinvestment  Period  or  Static      sg|es)  ^  ^uidation  afte7an  asset  State  /  Revolving 

downgrade    • 


No 


No 


No 


No 


No 


Static 


Yes 


Yes 
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Comparison  of  Levered  RMBS  Structures 

Transaction  Variant  Comparison  (Continued) 


Typical  Number  of  Obligors  in  Collateral  / 
Reference  Portfolio 


Non-Dollar  Offerings 


Customizability  at  Different  Layers  of 
Capital  Structure 


Marking  Policy 


Cashflow  CDO 


Bespoke  Transaction 


Tranched  ABX 


100+ 


70+ 


40 


No 


Yes 


No 


No 


Yes 


No 


Bid  for  $1  mm  Original  Face 


Bid  for  $1  mm  Original       Mid-Market  Based  on 
Face  Two-Way  Flows 


Factors  Affecting  First  Dollar  of  Loss  ,     Losses,  loss  timing,  interest  rates, 
Breakeven     collateral  ratings  and  other  features 


Losses  Only 


Losses  Only 


Deleveraging  Risk,  Intererest  Rate 

Mismatch  Risk  and  Interest  Shortfall  / 

Available  Funds  Cap  Risk 


Borne  by  Equity  and  Potentially  Rated 
Debt  If  Severe 


Borne  by  Structured 

Product  Correlation 

Book 


Borne  by  Structured 

Product  Correlation 

Book 
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Comparison  of  Levered  RMBS  Structures 

Comparison  of  Key  Structural  Differences 


Feature 


Alternatives 


Description 


Comment* 


Portfolio 
Amortizations 


Sequential 


Amortizations  allocated  sequentially 


Best  for  senior  debt  holders,  worst  for 
equity  holders 


Modified 
Sequential 


Amortizations  allocated  sequentially  to  each  tranche  until  the  target 
OC  ratio  (set  at  a  level  greater  than  initial  OC  ratio)  is  reached,  then 
amortizations  are  allocated  to  subordinate  tranche 


Generally  used  for  non-sequential  GS 
transactions 


Modified  Pro-Rata 


Amortizations  allocated  in  a  pro-rata  fashion  until  total  portfolio 
amortizations  total  50%  of  initial  balance 


Worst  for  senior  debt  holders,  best  for 
equity  holders 


Callability  No  Call 


Transaction  may  not  be  optionally  terminated  in  part  or  in  whole 


Best  for  debt  holders 


Equity  Call 


Transaction  may  be  terminated  in  whole  after  the  non-call  period  given 
a  majority  vote  of  the  equity  holders 


Tranche  by         Transaction  may  be  terminated  either  in  part  or  in  whole  at  the  option 
Tranche  of  the  protection  buyer 


Worst  for  debt  holders 


Triggers  Built-in. mechanism  that  diverts  cashflows  from  equity  and  potentially 

Yes  junior  debt  to  senior  debt  should  overcollateralization  and/or  interest 

coverage  metrics  underperform  initial  expectations 


Generally  good  for  repayment  of  debt; 

can  be  detrimental  to  junior  debt  holders 

if  performance  metrics  deteriorate  too 

quickly 


No 


No  cashflow  diversion  based  on  metric  underperformance 


Simple  to  model  when  compared  to 
transactions  with  triggers;  debt  cashflows 
only  reduced  when  subordination  has 
fully  eroded 


•Assumes  all  else  equal 
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VII.  Equity  Yield  Scenarios 
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Equity  Yield  Profile  -  Interest  Rate  Sensitivity 


LIBOR  Interest  Rate  Sensitivity  1-2 
(Assuming  0.0%  CDR,  8  Year  Auction  Call) 


-200  bps 


-100  bps         Forward  LIBOR         +100  bps 


+200  bps 


Equity  Yield 


21 .3% 


22.7% 


24.1% 


25.6% 


27.0% 


Q 
CO 


00 
CO 

I 
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o 

CD 
CD 
N) 
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00 
00 


<v 


1  Interest  rate  shifts  occur  immediately  upon  Closing  Date. 

2  All  assumptions  are  based  on  the  Modeling  Assumptions  except  for  LIBOR  rates  as  specified  in  the  tables.  See  "Modeling  Assumptions." 
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Equity  Yield  Profile  -  Prepayment  Sensitivity 


Prepayment  Rate  Sensitivity  1-2-3-* 
(Assuming  0.0%  CDR,  8  Year  Auction  Call) 


Fast  Case 
Prepayment  Scenario2-4 


Base  Case 
Prepayment  Scenario1-4 


Slow  Case 
Prepayment  Scenario3-4 


Equity  Yield 


23.0% 


24.1% 


27.8% 


CD 
CO 
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CD 
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1  Base  Case  Prepayment  Scenario  assumes:  pricing  prepayment  speed 

2  Fast  Case  Prepayment  Scenario  assumes:  1 50%  of  the  pricing  prepayment  speed 

3  Slow  Case  Prepayment  Scenario  assumes:  50%  of  the  pricing  prepayment  speed 

4  See  "Modeling  Assumptions"  for  additional  assumptions  used. 
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Equity  Yield  Profile  -  Option  Call  Sensitivity 


Option  Call  Sensitivity  1 
(Assuming  0.0%  CDR) 


Call  Year: 


Equity  Yield  (Assets  called  at  0  bps  tighter) 


28.1%        28.4%         27.3%         25.8%         24.5% 


Equity  Yield  (Assets  called  at  20  bps  tighter)         29.4%      28.9%       27.5%       25.8%       24.5% 


8 


24.1% 


24.1% 


Equity  Yield  (Assets  called  at  40  bps  tighter)  30.8%       29.4%        27.6%        25.9%        24.5%        24.1% 


Equity  Yield  (Assets  called  at  60  bps  tighter)  32.1%      29.9%       27.8%        25.9%       24.5%        24.1% 


Equity  Yield  (Assets  called  at  80  bps  tighter)  33.3%       30.3%       28.0%        25.9%       24.5%        24.1% 

Equity  Yield  (Assets  called  at  100  bps  tighter)        34.6%      30.8%       28.1%        26.0%       24.5%        24.1% 
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1  All  assumptions  are  based  on  the  Modeling  Assumptions  except  for  call  dates  and  spread  tightening  as  specified  in  the  tables.  See  'Modeling  Assumptions." 
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VII.  Modeling  Assumptions 


CD 
CO 


00 
CO 

I 

m 

i 

o 

o 

o 

00 
CD 
N> 
Ol 
CD 


Note:  The  information  in  this  section  is  preliminary  and  subject  to  change 
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Modeling  Assumptions 


Assumptions  applicable  to  modeling  runs  (there  can  be  no  assurance  that  the  transaction  will  reflect  these  assumptions): 
Liability  Structure  Par 


Class  S  Notes 

$3.9  MM 

Class  A-1  Notes 

$300.0  MM 

Class  A-2  Notes 

$75.0  MM 

Class  B  Notes 

$40.0  MM 

Class  C  Notes 

$35.0  MM 

Class  D  Notes 

$28.5  MM 

Class  E  Notes 

$6.0  MM 

Income  Notes 


$15.0  MM 
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LIBOR  rates  are  based  on  the  forward  curve  as  of  February  20,  2007. 

The  Equity  yields  are  calculated  using  the  XIRR  function  in  Microsoft  Excel. 

The  Closing  Date  is  May  12,  2007;  the  first  Payment  Date  is  October  12,  2007. 

The  CDO  is  100%  invested  at  the  Closing  Date. 

Coupon  and  margin  over  LIBOR  are  based  on  the  portfolio  composition  as  of  February  20,  2007  and  are  calculated 

based  on  the  weighted  average  expected  coupon  and  spread  on  the  projected  remaining  asset  pool  outstanding 

during  each  period. 

Expenses  are  paid  at  the  end  of  each  period  at  4.125  bps  per  annum  of  the  outstanding  collateral  balance. 


Potential  investors  should  review  the  final  Offering  Circular  relating  to  the  Preferred  Shares,  including  the  descriptions  of  Risk  Factors  contained  in  such  Offering  Circular 
prior  to  making  a  decision  to  invest  in  the  Income  Notes.  The  Offering  Circular  will  supersede  this  document  in  its  entirety. 
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||iii|pj 

Modeling  Assumptions 


Assumptions  applicable  to  modeling  runs  (there  can  be  no  assurance  that  the  transaction  will  reflect  these  assumptions): 

■  Any  sale  proceeds  and  scheduled  and  unscheduled  Notional  Reductions  will  be  used,  first,  to  redeem  the  Class  A 
Notes  until  the  Senior  Overcollateralization  ratio  reaches  [136.7%],  second,  to  redeem  the  Class  B  Notes  until  the 
Class  B  Note  Overcollateralization  reaches  [122.5%],  third,  to  redeem  the  Class  C  Notes  until  the  Class  C  Note 
Overcollateralization  reaches  [112.2%],  fourth,  to  redeem  the  Class  D  Notes  until  Class  D  Note  Overcollateralization 
reaches  [105.8%],  fifth  to  redeem  the  Class  E  notes  until  the  Class  E  Note  Overcollateralization  reaches  [103.8%]. 
Once  each  respective  target  overcollateralization  level  is  reached,  proceeds  are  passed  to  the  Income  Notes.  When 
the  principal  balance  of  Collateral  Assets  reaches  $[200,000,000],  the  Notes  remaining  at  that  point  are  amortized 
sequentially. 

■  Class  A/B  OC  Test  level  is  [116.0%],  Class  C  OC  Test  level  is  [107.2%],  the  Class  D  OC  Test  level  is  [103.00%],  and 
the  Class  E  OC  Test  level  is  [101.4%]. 

■  Payments  to  the  Class  A  Notes,  Class  B  Notes,  Class  C  Notes,  Class  D  Notes  and  Class  E  Notes  are  made  on  the 
12th  of  each  month;  payments  to  the  Income  Notes  are  made  on  the  12th  day  of  every  April,  July,  October,  and 
January. 

■  All  proceeds  from  collateral  are  assumed  to  be  received  12  days  prior  to  each  payment  date. 

■  While  held  in  cash,  all  proceeds  from  collateral  are  assumed  to  earn  a  per  annum  rate  of  1ml_-25bps. 

■  No  trading  gains  or  call  premiums  are  assumed. 

■  Defaults  commence  at  the  end  of  month  12  and  continue  through  the  life  of  the  transaction. 

■  Recoveries  are  realized  immediately  upon  default.  The  assumed  recovery  rate  is  35% 
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Potential  investors  should  review  the  Offering  Circular  relating  to  the  Preferred  Shares,  including  the  descriptions  of  Risk  Factors  contained  In  such 
Offering  Circular  prior  to  making  a  decision  to  invest  in  the  Income  Notes.  The  Offering  Circular  will  supersede  this  document  in  entirety. 
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Appendix  A  -  Portfolio  Asset  List 
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o  Composition1 

H  |ff 

tajjj 

Portfoli 

Comprehensive  Collateral  Asset  List: 

^^^CUSIF^^ 

Asset  Name 

Original  Face 

Factor 

Current  Face 

Moody's 

S&P 

Fitch   Avg  Life 

Asset  Type       ^^| 

64352VLA7 

NCHET  2005-2  M8 

5,000,000 

1.000 

5,000,000 

Baa2 

BBB 

- 

2.53 

RMBS  Subprime 

03072SM85 

AMSI  2005-R8  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB 

BBB+ 

3.48 

RMBS  Subprime 

61744CPQ3 

MSAC  2005-NC2  B3 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB- 

BBB- 

2.61 

RMBS  Subprime 

61744CYK6 

MSAC  2006-NC1  B3 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB 

BBB 

3.90 

RMBS  Subprime 

64352VKJ9 

NCHET  2005-1  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB- 

BBB- 

2.22 

RMBS  Subprime 

03072SV93 

AMSI  2005-R1 1  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB+ 

BBB 

3.97 

RMBS  Subprime 

04541 GQH8 

ABSHE  2005-HE2  M7 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB- 

BBB- 

2.20 

RMBS  Subprime 

•   17307GSS8 

CMLTI  2005-OPT3  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB 

BBB 

3.24 

RMBS  Subprime 

46629BBB4 

JPMAC  2006-CW2  MV9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB- 

BBB- 

4.12 

RMBS  Subprime 

61744CKW5 

MSAC  2005-HE1  B3 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB- 

BBB- 

2.17 

RMBS  Subprime 

61744CNK8 

MSAC  2005-HE2  B3 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB- 

BBB- 

2.57 

RMBS  Subprime 

65106AAW3 

NCMT  2006-1  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB+ 

- 

4.32 

RMBS  Subprime 

172983AN8 

CMLTI  2006-NC1  M8 

5,000,000 

1.000 

5,000,000 

Baa2 

BBB 

- 

3.67 

RMBS  Subprime 

813765AH7 

SABR  2006-FR3  B2 

5,000,000 

1.000 

5,000,000 

Baa2 

BBB 

BBB+ 

4.69 

RMBS  Subprime 

83611MMT2 

SVHE  2006-OPT2  M7 

5,000,000 

1.000 

5,000,000 

Baa2 

A- 

- 

3.43 

RMBS  Subprime 

126670NN4 

CWL  2005-BC5  B 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB 

- 

3.76 

RMBS  Subprime 

14453FAN9 

CARR  2006-NC2  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB- 

BBB- 

3.55 

RMBS  Subprime 

46626LJZ4 

JPMAC  2006-NC1  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB- 

BBB- 

3.97 

RMBS  Subprime 

46629FAN0 

JPMAC  2006-NC2  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB- 

BBB- 

4.02 

RMBS  Subprime 

65536MAN7 

NHELI  2006-HE2  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB 

BBB- 

3.51 

RMBS  Subprime 

040104TS0 

ARSI  2006-W4  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB 

BBB 

3.86 

RMBS  Subprime 

59021AAM0 

MLMI  2006-FM1  B2 

5,000,000 

1.000 

5,000,000 

Baa2 

BBB 

- 

3.67 

RMBS  Subprime 

83611MEE4 

SVHE  2005-DO1  M8 

5,000,000 

1.000 

5,000,000 

Baa2 

A- 

BBB+ 

3.00 

RMBS  Subprime 

86360PAR8 

SASC  2006-NC1  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB- 

BBB- 

4.06 

RMBS  Subprime 

126670UD8 

CWL  2006-1  MV8 

5,000,000 

1.000 

5,000,000 

Baa2 

A- 

- 

3.74 

RMBS  Subprime 

57645FAS6 

MABS  2006-AM2  M8 

5,000,000 

1.000 

5,000,000 

Baa2 

- 

- 

3.73 

RMBS  Subprime 

64360YAM7 

NCHET  2006-2  M9 

5,000,000 

1.000 

5,000,000 

Baa2 

BBB- 

- 

4.03 

RMBS  Subprime 

86361 KAM9 

SAIL2006-BNC3M7 

5,000,000 

1.000 

5,000,000 

Baa2 

BBB 

BBB 

4.36 

RMBS  Subprime 

126670LW6 

CWL  2005-14  M8 

5,000,000 

1.000 

5,000,000' 

Baa2 

BBB 

- 

3.65 

RMBS  Subprime 

59023AAN6 

MLMI  2006-MLN1  B2 

5,000,000 

1.000 

5,000,000 

Baa2 

BBB+ 

4.19 

RMBS  Subprime 

'Portfolio  as  of  February  22,  2007 
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snsive  Collateral  Asset  List: 

ft"'  t 

JM'i 

Portfol 

Compreh* 

sad 

is  . 

Sin 

^1          CUSIP 

Asset  Name 

Original  Face 

Factor 

Current  Face 

Moody's 

S&P 

Fitch   Avg  Life 

Asset  Type       ^^H 

004375FE6 

ACCR  2006-1  M8 

5,000,000 

1.000 

5,000,000 

Baa2 

BBB 

- 

3.86 

RMBS  Midprime 

40430HEH7 

HASC  2006-OPT2  M8 

5,000,000 

1.000 

5,000,000 

Baa2 

BBB+ 

BBB+ 

3.77 

RMBS  Midprime 

59020U3N3 

MLMI  2006-HE1  B2A 

5,000,000 

1.000 

5,000,000 

Baa2 

BBB+ 

- 

3.55 

RMBS  Midprime 

004421VC4 

ACE  2006-NC1  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB+ 

- 

3.58 

RMBS  Midprime 

1 44531 BK5 

CARR  2005-NC1  M8 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB- 

BBB- 

2.72 

RMBS  Midprime 

22237JAP2 

CWL  2006-BC2  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB- 

- 

3.61 

RMBS  Midprime 

64352VLS8 

NCH  ET  2005-3  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB- 

BBB- 

2.77 

RMBS  Midprime 

76112BL24 

RAMP  2005-EFC6  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB 

- 

4.40 

RMBS  Midprime 

64352VNB3 

NCHET  2005-4  M8 

5,000,000 

1.000 

5,000,000 

Baa2 

BBB 

BBB 

2.99 

RMBS  Midprime 

004421 PY3 

ACE  2005-HE4  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB 

BBB 

3.13 

RMBS  Midprime 

03072ST62 

AMSI  2005-R10  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB 

BBB 

3.99 

RMBS  Midprime 

144531FG0 

CARR  2006-NC1  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB+ 

BBB- 

3.77 

RMBS  Midprime 

362463AP6 

GSAMP  2006-NC2  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB- 

- 

3.66 

RMBS  Midprime 

40430HDN5 

HASC  2006-OPT1  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB+ 

BBB+ 

3.67 

RMBS  Midprime 

40430HFA1 

HASC  2006-NC1  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB- 

- 

3.10 

RMBS  Midprime 

46626LGQ7 

JPMAC  2006-HE1  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB- 

BBB- 

4.45 

RMBS  Midprime 

35729QAN8 

FHLT  2006-B  M8 

5,000,000 

1.000 

5,000,000 

Baa2 

BBB 

BBB+ 

4.19 

RMBS  Midprime 

93934JAN4 

WMABS  2006-HE2  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB- 

- 

3.67 

RMBS  Midprime 

57643LMX1 

MABS  2005-NC2  M8 

5,000,000 

1.000 

5,000,000 

Baa2 

A+ 

BBB+ 

2.96 

RMBS  Midprime 

61744CWE2 

MSAC  2005-HE6  B2 

5,000,000 

1.000 

5,000,000 

Baa2 

BBB+ 

BBB+ 

3.80 

RMBS  Midprime 

00442BAP6 

ACE  2006-HE4  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB 

- 

4.70 

RMBS  Midprime 

35729TAP7 

FHLT  2006-C  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB- 

BBB 

4.07 

RMBS  Midprime 

00442PAP5 

ACE  2006-OP1  M8 

5,000,000 

1.000 

5,000,000 

Baa2 

BBB+ 

- 

3.83 

RMBS  Midprime 

04541 GWQ1 

ABSHE  2006-HE2  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB- 

BBB- 

3.54 

RMBS  Midprime 

46602WAN4 

IXIS  2006-HE2  B3 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB 

BBB- 

4.17 

RMBS  Midprime 

64352VRB9 

NCHET  2006-1  M9 

5,000,000 

1.000 

5,000,000 

Baa3 

BBB- 

BBB- 

3.69 

RMBS  Midprime 

61744CUZ7 

MSAC  2005-HE5  B2 

5,000,000 

1.000 

5,000,000 

Baa2 

BBB+ 

BBB+ 

3.54 

RMBS  Midprime 

31659EAM0 

FMIC  2006-2  M8 

5,000,000 

1.000 

5,000,000 

Baa2 

BBB+ 

- 

3.35 

RMBS  Midprime 

437097AP3 

HEAT  2006-6  M8 

5,000,000 

1.000 

5,000,000 

Baa2 

A- 

A- 

4.06 

RMBS  Midprime 

•   61744CMS2 

MSAC  2005-NC1  B2 

5,000,000 

1.000 

5,000,000 

Baa2 

BBB 

BBB 

2.42 

RMBS  Subprime 

92534FAE8 

VRGO2006-1AB1 

5,000,000 

1.000 

5,000,000 

Baal 

BBB+ 

6.61 

RMBS  CDO 

'  Portfolio  as  of  February  22,  2007 
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Appendix  B  -  Goldman  Sachs  Contact  Information 
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Footnote  Exhibits  -  Page  4443 


Anderson  Mezzanine  Funding  2007-1,  Ltd. 

Team  Contact  Information 


Goldman,  Sachs  &  Co.  -  Structuring  and  Placement  Agent 


Structured  Product  CDOs  -  Structuring.  Marketing,  and  Principal  Investments 


Peter  Ostrem,  Managing  Director 
Matt  Bieber,  Vice  President 
Michele  Chitson,  Vice  President 
John  X.  Li,  Associate 
Shelly  Lin,  Analyst 
Eric  Siegel,  Analyst 


(212)357-4617 
(212)357-9193 
(212)  902-2881 
(212)  902-2592 
(212)357-9944 
(212)  357-9753 
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Bunty  Bohra,  Managing  Director 
Scott  Wisenbaker,  Vice  President 
Omar  Chaudhary,  Vice  President 
Mitchell  Resnick,  Executive  Director 
Tetsuya  Ishikawa,  Associate 


(212)902-7645 
(212)  902-2858 
+81  (3)6437-7198 
+44  (20)  7774-3068 
+44(20)7774-1025 
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From:  Bieber,  Matthew  G. 

Sent:  Wednesday,  March  28,  2007  3:49  PM 

To:  Steffelin,  Edward 

Subject:  RE:  ACA  Meeting 

"ANDY"  is  Bberg  ticker  for  Anderson.  Let  me  come  back  with  a  few  times  on  Monday.  Would  be 
good  to  have  Wenbo  there. 

Original  Message 

From:  Steffelin,  Edward  [mailto:esteffelin@gsc.com] 
Sent:  Wednesday,  March  28,  2007  4:37  PM 
To:  Bieber,  Matthew  G. 
Subject:  Re:  ACA  Meeting 

Who  is  ANDY  -  monday  we  are  pretty  open  and  wenbo  is  out  on  friday 


Edward  Steffelin  -  esteffelin@gscpartners.com  GSC  Group 

12  East  49th  Street,  Suite  3200 

New  York,  New  York  10017 

212-884-6190 

212-884-6184  FAX 

Original  Message 

From:  Bieber,  Matthew  G.  <matthew. bieber @gs . com> 

To:  Steffelin,  Edward 

Sent:  Wed  Mar  28  15:36:03  2007 

Subject:  ACA  Meeting 

They  came  back  and  asked  to  do  meeting  in  person.  Doesn't  have  to  be  this  Friday,  if 
that's  no  good  for.  you  -  they  can  also  do  early  next  week.  Questions  on  ANDY  -  but  also 
want  to  do  manager  due  diligence.  They've  heard  the  GSC  team  shows  well  -  so  want  to  meet 
you  in  person. 

©  Copyright  2007  The  Goldman  Sachs  Group,  Inc.  All  rights  reserved.  See 
http://www.gs . com/disclaime r /email- sales andtrading.html 

<http://www.gs.com/disclaimer/email-salesandtrading.html>   for  important  risk  disclosure, 
conflicts  of  interest  and  other  terms  and  conditions  relating  to  this  e-mail  and  your 
reliance  on  information  contained  in  it.  This  message  may  contain  confidential  or 
privileged  information.  If  you  are  not  the  intended  recipient,  please  advise  us 
immediately  and  delete  this  message.  See  http://www.gs.com/disclaimer/email/ 
<http://www.gs.com/disclaimer/email/>   for  further  information  on  confidentiality  and  the 
risks  of  non-secure  electronic  communication.  If  you  cannot  access  these  links,  please 
notify  us  by  reply  message  and  we  will  send  the  contents  to  you. 


Permanent  Subcommittee  on  Investigations 


Q:t 
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From: 
Sent: 
To: 
Subject: 

Attachments: 


Lin,  Shelly 

Thursday,  January  03,  2008  6:08  PM 

Case,  Benjamin 

RE:  LAA  Deal  Summary  for  Dan 

Deal  Summary.xls 


Please  use  this  version  --  the  other  one  had  external  links  to  the  TAP  output.  This  version  is  saved  in  the  folder. 


mm 

Deal  Summary.xls 

From: 
Sent: 
To: 
Subject: 

Un,  Shelly 

Thursday,  January  03,  2008  6:06  PM 

Case,  Benjamin 

LAA  Deal  Summary  for  Dan 

See  attached.  It's  also  saved  in  the  Liquidation  Agent  Information  Folder: 
V:\FICCS\Market_Research_NT\Mortgage  Credit  DerivativesMJquidation  Agent  lnformation\Deal  Summary 

I'm  still  trying  to  get  marks  for  the  cash  bonds  in  the  Hout  Bay  and  Hudson  High  Grade.  I'll  send  you  an  updated 
spreadsheet  when  I  have  the  levels. 


«  File:  Deal  Summary.xls  » 


Confidential  Treatment  Requested  by  Goldman  Sac 


Permanent  Subcommittee  on  Investigations 


Wall  Street  &  The  Financial  Crisis 
Report  Footnote  #2353 
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Deal  Summary 


DealNamBjt 


Anderson  Mezzaning  Funding  2007-1 
Hout  Bay  2006-1 

Hudson  High  Grade  Funding  2006-1 
Hudson  Mezzanine  Funding  2006-1 
Hudson  Mezzanine  Funding  2006-2 


Original  Asset  Balance 


305,000,000 
1,500,000,000 
1,500,000,000 
2,000,000,000 

400,000,000 


Cm'P'liiA'-'-.t&artT.i,..-' 


305,000,000 
1,448,848,456 
1,474,567,149 
1,990,828,749 

400,000,000 


:»~iii^-~h  *  ■■■•>•.  j-?; 


17 
9 
10 
44 
24 


S^ttlRlsKIAssetsTffli 


85,000,000 
41,799,000 
71,397,000 
625,000,000 
120,000,000 


Credlt;RlsKfiifes9!te@(%) 


Credit  Risk  Assets  IS)  ■  Time  Series 


27.87% 
2.88% 
4.84% 
31.39% 
30.00% 


CredltiRlsKiDenrtltlbnl 


Below  B-  or  83 
Below  BBB-  or  Baa3 
Below  BBB-  or  Baa3 
Below  BB-  or  Ba3 
Below  BB-  or  Ba3 


■     ■ 

■'       : 

H-  M>.  ""  i  ■ 

Hudson  High  Grade 

rf.j,;,     i  s«.-:_?  ( 

Hudson  Ms?iz  2 

1-JUH37 

0 

0 

0 

0 

0 

15-JuM)7 

5,000,000 

0 

0 

73,000.000 

20,000,000 

l-Aun-07 

5,000,000 

0 

0 

73,000,000 

20,000,000 

15-AUO-07 

5,000,000 

0 

0 

73,000,000 

20.000.000 

1-Oct-07 

5,000,000 

0 

0 

103,000,000 

30,000,000 

15-Oct-07 

85,000,000 

0 

37,000,000 

568,000,000 

120,000,000 

1-NOV-07 

85,000,000 

16,000,000 

50,050,000 

581,000,000 

120,000,000 

15-NOV-07 

85,000,000 

33,375,000 

55,434,000 

596,500,000 

120,000.000 

l-Dec-07 

85,000.000 

33,375,000 

55,434,000 

596,500,000 

120,000,000 

15-DOC-07 

85,000,000 

33,375,000 

55,434,000 

596,500,000 

120,000,000 

1-Jan-08 

85,000,000 

41,799,000 

71,397,000 

625,000,000 

120,000,000 

Credit  Risk  Assets  CM  -  Time  Series 

As  %  of  current  asset  balance 

...    .  « 

■ 

'cut  r~. 

iHudsonSHiglilGraael 

!'..<)'  ....  VrZZ   i 

tjij-l-crt  Mezz  : 

1-JuM)7 

0.00% 

0.00% 

0.00% 

0.00% 

0.00% 

15-JuM>7 

1.64% 

0.00% 

0.00% 

3.67% 

5.00% 

1-AU9-07 

1.64% 

0.00% 

0.00% 

3.67% 

5.00% 

15-AUB-07 

1.64% 

0.00% 

0.00% 

3.67% 

5.00% 

1-Oct-07 

1.64% 

0.00% 

0.00% 

5.17% 

7.50% 

15-Oct-07 

27.87% 

0.00% 

2.51% 

28.53% 

30.00% 

1-NOV-07 

27.87% 

1.10% 

3.39% 

29.18% 

30.00% 

15-NOV-07 

27.87% 

2.30% 

3.76% 

29.96% 

30.00% 

l-Dec-07 

27.87% 

2.30% 

3.76% 

29.96% 

30.00% 

15-DOO-07 

27.87% 

2.30% 

3.76% 

29.96% 

30.00% 

1-Jan-08 

27.87% 

2.88% 

4.84% 

31.39% 

30.00% 
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Credit  Risk  Assets  ($) 


7/31/2007         8/30/2007         9/29/2007        10/29/2007       11/28/2007       12/28/2007 
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Moody's  Recovery  Rates 

Residential  Mortgage  Backed  Securities 


BsmaosteMysiiHiitiii 


5<x<=10 

2<x<=5 

x<=2 


MKSM*Sl 


55.00% 
45.00% 
35.00% 


45.00% 
40.00% 
30.00% 


40.00% 
35.00% 
25.00% 


IBalj 
30.00% 
25.00% 
15.00% 


Hill 
20.00% 
15.00% 
10.00% 


Time  Series  -  Weighted  Average  Levels 


■ 

■'ifi-'.y-   i 

'.■   =    ..-- 

Hudson  High  Grade; 

•i  ••        ■'   ■.  ■ 
45.36% 

I   .Hutiwn  m-£zZ     - 

16-JuH)7 

56.30% 

44.19% 

1-Aug-07 

45.61% 

31.24% 

31.08% 

15-Aug-07 

44.20% 

29.89% 

29.84% 

4-Sep-07 

43.71% 

31.89% 

31.75% 

17-Sep-07 

43.78% 

31.54% 

31.80% 

1-Oct-07 

38.05% 

24.33% 

24.29% 

15-OCI-07 

31.05% 

26.67% 

24.08% 

1-NOV-07 

15.05% 

15.02% 

14.65% 

15-Nov-07 

14.01% 

15.34% 

13.57% 

3-Dec-07 

15.05% 

18.15% 

17.53% 

17-Dec-07 

15.43% 

19.07% 

18.55% 

2-Jan-OS 

15.10% 

19.97% 

17.49% 
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60.00%  t 

< 

Weighted  Average  Levels 

50.00%  • 
40.00%  ■ 

|     30.00% 

-l 

20.00% 

N^r^ 

"•■•Anderson 

^*^  Hudson  High  Grade 

j^HP"n»'— 3 

10.00%  ■ 

-      ,»■—»  Hudson  Mezz  1 
"»"  Hudson Mezz 2 

7/16/2007          6/15/2007         9/14/2007         10/14/2007       11/13/2007       12/13/2007 

Date 
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Andaraon  M»iiw*hj  Funding  2007-1 

04O1O4TS0 

AR3I  2008-W4  M9 

S.000.000 

1.00 

9,000.000 

BaaS 

BBB 

c 

ccc 

10/11/2007 

7/1272007 

7/120007 

SDB96164: 

Andoraon  Mazzanlng  Funding  2007-1 

48802WAN4 

1X13  2008-KE2  93 

S.000.000 

1.00 

3,000.000 

Baa3 

BBB 

C 

ccc 

10111/2007 

10/19/2007 

10/11/2007 

SD89616* 

Andaraon  Mazzanlng  Funding  1007-1 

64392VRBS 

NCHET  2006-1  MS 

S.000.000 

1.00 

5,000.000 

Baa3 

BBB- 

c 

ccc 

10/1 1f2007 

10/18(7007 

10/11/2007 

SDB961S* 

Andaraon  Mazzanlng  Funning  2007-1 

B8S60PARB 

SASC  20C8-MC1  M9 

S.000.000 

1.00 

5,000.000 

Baa3 

BBB- 

c 

ccc 

10/11/2007 

10/1817007 

10/11/2007 

SDB98164: 

Andaraon  Mazzanlng  Funding  2007-1 

362483AP6 

QSAMP  2008-NC2  M9 

5.000.000 

1.00 

5.000.DOO 

Baa3 

BBB- 

Ca 

B 

10/11/2007 

10/110007  SDB96164: 

Andaraon  Maziankig  Funding  2007-1 

172983AH8 

CMLTI  2008-NC1  MS 

5.000.000 

1.00 

9.000,000 

Bob2 

BBB 

Ca 

B 

10/11/2007 

10/110007 

SDB98164: 

Andaraon  Maxzantng  Funding  2007-1 

3372SOANB 

FKLT  2008-B  MB 

9.000.000 

1.00 

S.000.000 

Baal 

BBB 

Cs 

ccc 

10/11/2007 

10/180007 

10/110007 

SDB9B164 

Andanon  Mazzanlng  Funding  2007-1 

00442BAP6 

ACE  2006-HE4  M9 

S.000.000 

1.00 

S.000.000 

BaaS 

BBB 

Ca 

B 

10/11/2007 

10/110007 

SDB9B164: 

Andaraon  Mazzanlng  Funding  2007*1 

33729TAP7 

FHLT  2008-C  M9 

S.000.000 

1.00 

5,000,000 

Baa3 

BBB- 

Ca 

BS 

10/11/2007 

10/110007 

SDB9S184- 

Andafaon  Mai  rank ly  Fundbig  2007-1 

04541GWQ1 

ABSHE  2006-HE2  MS 

9.000,000 

1.00 

5,000.000 

Baa3 

BBB- 

Ca 

BB 

10/11/2007 

10/110007 

SDB991B4. 

Andaraon  Mariiiilup  Fundng  2007-1 

S9021AAM0 

MLMI2006-FM1  B2 

3,000.000 

1.00 

5.000,000 

Baal 

BBB 

Ca 

B 

10/11/2007 

10/110007 

SD898164: 

Andoraon  Mazzanlng  Funding  2007-1 

8O80YAM7 

NCHET  2008-2  MS 

S.000.000 

1.00 

5.000.000 

Baa2 

BBB- 

Ca 

CCC 

10/11/2007 

10/19/2007 

10/110007 

SDB9B164: 

Andanon  Mazzanlng  Funding  2007-1 

6553SMAN7 

NHELI  2009-HE2  M9 

5,000,000 

1.00 

5.000.000 

Baa3 

BBB 

Caal 

BBB 

10/11/2007 

10/110007 

SD89818* 

Andaraon  Mazzanlng  Funding  2007-1 

93934JAN4 

WMAB9  2006-HE2  MS 

5.000,000 

1.00 

5.000.000 

BaaS 

BBB- 

Caa2 

BBS- 

10/11/2007 

10/110007  SDB98164: 

Andaraon  Mazzanlng  Funding  2007-1 

40430HFA1 

HA9C  Z008-NC1  M9 

S.000.000 

1.00 

S.000.000 

Baa3 

BBB- 

Caa3 

B+ 

10/11/2007 

10/110007 

S0B9B164 

Andaraon  Mazzanlng  Funding  2007-1 

81S789AH7 

SABR  2O06-FR3  B2 

S.000.000 

1.00 

5,000.000 

Baa2 

BBB 

Caa3 

B 

10/11/2007 

10/110007 

SDB981S4: 

Andaraon  Mazzanlng  Funding  2007-1 

144S3FAH9_ 

CARR  2O0B-NC2  MS 

S.000.000 

1.00 

5,000.000 

BaaS 

6BB- 

CaaS 

B 

10/11/2007 

10/110007 

SDB9B1S4: 

Howl  Say  2006-1                                        J 

6,000,000 

1.00 

6.000.000 

A2 

A 

B2 

BBB* 

11/12/2007 

11/120007 

MA 

HouS  Bay  I0W- 1                                   1 

4,000,000 

100 

4,000.000 

A3 

A 

32 

BBB* 

111972007 

11/80007 

NA 

Moot  B«r  2008-1                                        ] 

3.150.000 

1.00 

3.150.000 

A2 

A 

B3    . 

A 

11/12/2007 

11/120007 

NA 

HouJ  Bay  200S-1                                        1 

2.300,000 

1.00 

2.300.000 

A3 

A- 

Bal 

BBB* 

11/11/2007 

11/120007 

NA 

Hou1Bay200S-1                                   | 

4.424.000 

1.00 

4.424,000 

A3 

A 

Baal 

BB 

12/180007 

12/190007 

NA 

Hout  Bay  2006-1                                        1 

4.000.000 

1.00 

4.000,000 

A2 

A 

Baal 

BB 

11/1*7007 

12/1SO007 

NA 

Hom  Say  2006-1                                   1 

1,923.000 

1.00 

1,925.000 

A3 

A- 

CaaS 

BBB- 

11/12/2007 

11/120007 

NA 

Hout  Say  2006-1                                        1 

10,000,000 

1.00 

10,000.000 

A3 

A- 

A3 

BB 

10/18/2007 

10/1BO007 

SD820129 

Hout  Bay  2005-1                                   j 

S.000.000 

1.00 

6.000.000 

A1 

A* 

Baal 

BB 

10/130007 

10/190007 

NA 

Hudaon  High  Qrada  Funding  200S-1         | 

1 .961. 000 

1.0© 

1,881.000 

A3 

A- 

BaS 

BB* 

1WV2007 

12/180007 

11/80007 

NA 

Hudson  High  Orada  Funding  2009-1         1 

13.000.000 

1.00 

13.000.000 

A3 

A- 

Ba2 

BB 

10/11/1007 

10/1&O007 

10/110007 

NA 

Hudaon  High  Orada  Funding  2006-1 

10.000.000 

1.00 

10,000,000 

A3 

A 

Bal 

A 

10/11/2007 

10/110007 

NA 

Hudaon  High  Onda  Funding  2006-1           | 

2.000.000 

1.00 

2.000,000 

A2 

AA 

Bal 

AA 

10/11/2007 

10/110007 

NA 

Hudaon  High  Omda  Funding  2006-1 

1.961.000 

1.00 

1.B61.000 

A2 

A 

Bal 

A- 

11/8/2007 

11/60007 

NA 

Hudaon  High  Qrada  Funding  2006-1 

1.462.000 

1.00 

1,482.000 

A2 

A 

Bal 

BB 

11/11/2007 

11/190007 

11/120007 

NA 

Hudaon  High  Orada  Funding  2006-1          , 

10.000,000 

1.00 

10.000.000 

A2 

AA- 

B3 

AA- 

10/11/2007 

10/110007 

NA 

Hudaon  High  Orada  Funding  2006-1 

3.135.000 

100 

3.153.000 

Aa2 

AA 

AalT- 

BS* 

12/180007 

12/190007 

NA 

Hudaon  High  Qrada  Funding  2006-1 

13.050.000 

1.00 

13.050.000 

A3 

A* 

A3 

BB 

10/180007 

10/190007 

NA 

Hudaon  High  Orada  Funding  200Q-1 

12.606.000 
13.000.000 

1.00 
1.00 

12.806,000 
13,000,000 

Aa1 
BaaS 

AA* 
BBB- 

AaST- 
CaaS 

B 

B 

10/11/2007 

12000007 
10/1SO007 

12000007 
10/110007 

NA 

Hudaon  Mazzantno  Funding  2006-1 

14493FAN9 

CARR  2006-NC2  MS 

50B38C67 

Hudaon  Mazzantno  Funding  2006-1 

1249SQAN8 

CBASS  2006-CB4  B3 

13.000.000 

1.00 

13,000.000 

BaaS 

BBB 

CaaS 

BBB 

10/11/2007 

10/110007 

SOB980B7 

Hudaon  Mazzanina  Fundbtg  2009-1 

31S59EANB 

FMIC  2008-2  m 

13.000,000 

1.00 

13,000.000 

BaaS 

BBB 

CaaS 

BBB 

10/11/2007 

10/110007 

SDB9B087 

Hudaon  Mazzankia  Fundtng  2006-1 

S2027OAP1 

FFMl  2006-FF12  MS 

13.000.000 

1.00 

13.000,000 

Baa3 

BBS- 

CaaS 

CCC 

10/11/2007 

10/19/2007 

10/110007 

SDB9S00r 

Hudaon  Mazzanlna  Funding  2006-1 

S42514RWB 

LBMLT  2006-1  M9 

13.000.000 

1.00 

13.000.000 

BaaS 

BBB* 

Ca 

B           BlrB 

7/10/2007 

7/12O007 

7/10OO07 

SDB9806T 

Hudaon  Mazzanlna  Funding  2006-1 

3163STFJB 

FMIC  2008-1  M9 

13.000.000 

1.00 

13.000.000 

BaaS 

BBB 

Ca 

BB 

10/11/2007 

10/110007 

SDBseosr 

Hudaon  Mazzanlna  Funding  2006-1 

3S2483AP6 

Q3AMP  2006-NC2  M9 

13.000.000 

1.00 

13.000,000 

BaaS 

BBB- 

Ca 

B 

10/11/2007 

10/19/2007 

10/110007 

SD8960BT 

Hudaon  Mazzanlna  Funding  2008-1 

61749KAPB 

MSAC  200S-WMC2  B2 

15,000.000 

1.00 

13.000.000 

Baa2 

B8B 

C 

CCC 

10/11/2007 

10/190007 

10/110007  SDB98087 

Hudaon  Mazzanina  Funding  2006-1 

B63S0VVAM4 

SAIt  2008-4  M7 

1  S.000.000 

1.00 

15,000.000 

Baa2 

BBB 

c 

CCC 

10/11/2007 

7/12O007 

7/12O007 

SDB9606T 

Hudaon  Mazzanlna  Funding  2006-1 

61749KAQ6 

MSAC  2008-WMC2  B3 

15.000.000 

1.00 

15.000.000 

Baa3 

BBB- 

c 

CCC         BS/B 

7/10/2007 

7/12O007 

7/10O007 

S0B9BOS7 

Hudaon  Mazzanlna  Funding  2006-1 

o8S60VVAN2 

SAIL  2008-4  MS 

15.000,000 

1.00 

13.000.000 

BaaS 

8BB- 

c 

ccc      Biia 

7/10/2007 

8/SO007 

7/10OO07 

SDB96087 

Hudaon  Mazzanlna  Funding  2006-1 

69402CAN4 

OOMLT  2006-2  MS 

13.000.000 

1.00 

13,000.000 

Baa2 

BBB 

c 

CCC           B 

10/11/2007 

7/12O007 

7/12O007 

soBsacer 

Hudaon  Mazzantno  Funding  2008-1 

542914RVB 

LBMLT  2006-1  MS 

13.000.000 

1.00 

13.000,000 

8aa2 

A- 

Bsr. 

BBB- 

10/11/2007 

10/110007 

SDB960er 

Hudaon  Mazzanlna  Funding  2006-1 

045427AN1 

CWL  2008-8  MS 

1S.00O.000 

1.00 

1S.000.000 

BaaS 

BBB- 

Bsr- 

B* 

10/11/2007 

10/190007 

10/110007 

SDB980ST 

Hudaon  Mazzanlna  Funding  2006-1 

362334GU7 

FFML2008-FF4B1 

1S.000.000 

1.00 

15,000.000 

Baa3 

BBB* 

8ST- 

BBB* 

10/11/2007 

10/110007 

SDBS8067 

Hudaon  Mazzanlna  Fundbtg  2008-1 

36244  KAPO 

OSAMP  2008-HE3  MS 

15.000,000 

1.00 

13,000.000 

BaaS 

BBB* 

Bsr- 

BBB* 

10/11/2007 

10/110007 

SDB9&OS7 

Hudaon  Mazzanlna  Funding  2006-1 

04944PAKS 

ABSHE  2008-HES  MS 

13.000,000 

1.00 

13.000.000 

Baa2 

BBB 

B3T- 

BBB 

10/11/2007 

10/110007 

SDB98067 

Hudaon  Mazzanlna  Funding  2006-1 

33729PPJS 

FHLT  2008-1  M7 

13.000.000 

1.00 

13,000.000 

Baa2 

BBB* 

Bsr- 

B 

10/11/2007 

10/190007 

10/110007 

SDB9B067 

Hudaon  Mazzanlna  Fundtng  2006-1 

40430KAP8 

KASC  2008-OPT4  U7 

13.000.000 

1.00 

13.000.000 

8aa2 

BBS 

Bsr- 

BBB 

10/11/2007 

10/110007 

SD898067 

Hudaon  Mazzanlna  Funding  2006-1 

320278AN4 

FFML  2008-FFS  MS 

13,000.000 

1.00 

13.000,000 

BaaS 

BBB 

Bsr- 

BB 

10/1 1/2007 

10/110007 

SDB9B067 

Hudaon  Mazzanlna  Funding  2006-1 

8497EUAR6 

WFHET  2008-1  MS 

13.000.000 

1.00 

13,000.000 

BaaS 

BBB* 

B3T- 

BBB* 

10/11/2007 

10/110007 

SD8980B7 

Hudaon  Mazzarana  Funding  2006-1 

O401O4RR4 

ARSI 2008-W1  MS 

15,000.000 

1.00 

15,000.000 

BaaS 

BBB* 

B3 

BB* 

10/11/2007 

10/110007  SDB9B067 

Hudaon  Mazzanlna  Funding  2009-1 

0736TUJA0 

BSABS  2008-HE3  MS 

1S.000.000 

1.00 

13.000.000 

BaaS 

BBB- 

BS 

BBB- 

10/11/2007 

10/110007 

SDB960B7 

Hudaon  Mazzanlna  Funding  2006-1 

617431F84 

MSC  200S-KE3  B3 

15.000,000 

1.00 

15.000,000 

BaaS 

BBB 

03 

BB 

10/11/2007 

10/110007 

S0B96067 

Hudaon  Mazzanlna  Funding  2006-1 

004S7NAH2 

ACCR  2000-2  M9 

13.000,000 

1.00 

13.000.000 

Baa3 

BBB- 

BS 

BB8- 

10/11/2007 

10/110007 

SDB9B087 

Hudaon  Mazzanlna  Funding  2006-1 

0O4421XQ1 

ACE  2008ASP2  MS 

13.000.000 

1.00 

13.000.000 

BaaS 

A 

B3 

A 

10/11/2007 

10/110007 

SDB9S007 

Hudaon  Mazzanlna  Funding  2006-1 

043427  AM3 

CWL  20068  MS 

15.000.000 

1.00 

13.000.000 

Baa2 

BBB 

B2 

BBB- 

10/11/2007 

10/110007 

SDB960B7 

Hudaon  Mazzanlna  Fuming  2006-1 

382334  OC2 

FFML  2006-FF4  MS 

13.000.000 

1.00 

19,000,000 

BaaS 

A- 

B2 

A- 

10/11/2007 

10/110007 

SD8980S7 

Hudaon  Mazzanlna  Funding  2006-1 

437064VZ6 

HEAT  2006-4  B1 

15.000.000 

1.00 

15,000,000 

BaaS 

B8B 

Bl 

BBB 

10/11/2007 

10/110007 

SD896067 

Hudaon  Mazzanlna  Funding  2006-1 

7515STAM3 

RAMP  2008-NC2  M9 

15.000,000 

1.00 

15,000.000 

BaaS 

BB8- 

B2 

BB 

10/11/2007 

10/110007 

SDSSS0B7 

Hudaon  Mazzanlna  Funding  2009-1 

63612CAP4 

SVHE  2008-OPT5  MS 

15.000.000 

1.00 

15.000.000 

Baa3 

BBB- 

B2 

BB* 

10/11/2007 

10/110007 

SDB98067 

Hudaon  Mazzanlna  Fundbig  2006-1 

382334CB8 

a3AA06-3B3 

15.500,000 

1.00 

15.500.000 

BaaS 

BBB- 

B2 

B+ 

11/11/2007 

12/1DO007 

11/130007  SDB98087: 

Hudaon  Mazzanlna  Funding  2006-1 

57843LMY9 

MABS  20O9-fJC2  MS 

13.000.000 

1.00 

13.000.000 

BaaS 

A 

81 

BBB 

6/23/2007 

8030007 

SDB980B7 

Hudaon  Mazzanlna  Funding  2006-1 

36244KAN3 

OSAMP  2006-HE3  MB 

15.000,000 

1.00 

13.000,000 

Baa2 

A- 

Bl 

A- 

10/11/2007 

10/110007 

SDB96087 

Hudaon  Mazzanina  Funding  2006-1 

B17431FD6 

MSC  2006-HE2  B2 

13.000.000 

1.00 

15,000,000 

Baa2 

BBB* 

Bl 

8BB* 

10/11/7007 

10/110007 

SDB96087 

Hudaon  Mazzanlna  Funding  2006-1 

4682SIFW5 

JPMAC  2006-FRE1  M9 

is.ooo.ooa 

1-00 

15.000.000 

BaaS 

BBB- 

Bl 

BBB- 

10/1 1/2007 

10/110007 

S0B960Q7 

Hudaon  Mazzanlna  Funding  2009-1 

3764SINQ5 

MABS  2008-NC1  MS 

15.000.000 

1.00 

15.000.000 

BaaS 

BBB 

Bl 

BB 

10/11/2007 

10/110007 

SDB9S097 

Hudaon  Mazzanlna  Funding  2006-1 

69121PDP5 

CWNIT  2006-2  B2 

13.000,000 

1.00 

13.000,000 

Baa2 

A- 

Bl 

A- 

10/t  1/2007 

10/110007 

SDB98067 

Hudaon  Mazzankia  Funding  2006-1 

B3811MMU9 

SVHE  2B06-OPT2  MB 

13,000.000 

1.00 

13,000.000 

BaaS 

BBB* 

Bl 

BBB* 

10/11/2007 

10/110007 

SDB980B7 

Hudaon  Mazzanlna  Funding  2006-1 

3824204C4 

OSAA  2005-6  B2 

15,500,000 

1.00 

15.500.000 

Baa2 

BBB 

Baa2 

B- 

13/190007 

12/190007 

SDB980B7 

Hudaon  Mazzanlna  Funding  2006-1 

12SS73J94 

ECR  2003-2  B 

13.000,000 

1.00 

13.000.000 

BaaS 

BBB- 

BaaS 

B 

1201/2007 

12010007 

SDB9B087 

Hudaon  Mazzanlna  Funding  2006-1 

B83S8EXE1 

SAIL  2005-HE3  MS 

15.000,000 

1.00 

15.000.000 

Baa2 

BBB* 

Baa2 

B 

10/150007 

10/1SO007 

SDB98087 

Hudaon  Mazzanlna  Funding  2009-1 

46829BB84 

JPMAC  2008-CW2  MV8 

13.000.000 

1.00 

13.000.000 

BaaS 

BBB- 

BaS 

B 

10/190007 

10/190007 

S0B96087 

Hudaon  Mazzanlna  Funding  2009-1 

^pWLJQpSjHESMS 

13.000.000 

1.00 

13.000.000 

BaaS 

BBB 

Ba2 

a 

6030007 

8030007 

SDB96067 

Hudaon  Mazzanlna  Funding  2006-2 

3.000.000 

1.00 

5.000.000 

BaaS 

BBB* 

Ca 

B           BI'B 

7/10/2007 

7/12O007 

7/1DO007 

SDB98149 

Hudaon  Mazzanlna  Funding  2006-2 

5,000,000 

1.00 

3000,000 

Baa2 

BBB 

c 

CCC 

10/11/2007 

10/190007 

10/110007 

50B9ai48> 

Hudaon  Mazzanlna  Fundng  2009-2 

5.000.000 

1.00 

5.000,000 

Baa2 

BBB 

c 

CCC 

10/11/2007 

7/12O007 

7/12O007 

SDB9614» 

Hudaon  Mazzanlna  Fundbig  2006-2 

5.000.000 

1.00 

5.000.000 

BaaS 

B8B- 

c 

CCC         B3/B 

7/10/2007  . 

7/12O007 

7/10O007 

SD89B14A 

Hudaon  Mazzanlna  Funding  2006-2 

5.D00.OO0 

1.00 

5,000.000 

BaaS 

BB8- 

c 

CCC      B1/CCC 

7/10/2007 

7/12O007 

7/10O007 

SD89814» 

Hudaon  Mazzankia  Funding  2009-2 

S.000.000 

1.00 

3.000.000 

Baa2 

A- 

Bsr- 

BBB- 

10/11/2007 

10/110007 

SDB9B14» 

Hudaon  Mazzanlna  Funding  2006-2 

S.000.000 

1.00 

3,000.000 

BaaS 

BBB- 

B3T- 

B* 

10/11/2007 

10/190007 

10/110007 

SDB98l4d 

Hudaon  Manaiilna  Funding  2006-2 

9.000,000 

too 

3000,000 

BaaS 

BBB* 

BSr- 

BBB* 

10/11/2007 

10/110007 

S0B9614B< 

Hudaon  Mazzanlna  Funding  2006-2 

5.000.000 

1.00 

5.000.000 

BaaS 
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Bsr- 

BBB* 

10/11/2007 

10/110007 

SDB9814» 

Hudaon  Mazzanlna  Funding  2006-2 

3,000.000 

1.00 

3.000.000 

BaaS 

BBB* 

B3 

BB* 

10/11/2007 

10/11OO07 

8DB98140 

Hudaon  Mazzanlna  Funding  2006-2 

1        5,000,000 

1.00 

5,000,000 

BaaS 

BBB- 

BS 

BBB- 

10/11/2007 

10/110007 

SDB9614» 

Hudaon  Mazzankia  Funcang  2008-2 

L       5.000,000 

1.00 

5.000.000 

BaaS 

BBB 

BS 

BB 

10/11/2007 

10/110007 

SDB9B14» 

Hudaon  Mazzanlna  Fundbig  2008-2 

S.000.000 

1.00 

5,000.000 

Baa2 

BBB 

B2 

BBB- 

10/11/2007 
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SD89B14» 

Hudaon  Mazzanlna  Funding  2006-2 
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1.00 

5.000.000 
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SDB9614» 

Hudaon  Mazzanlna  Funding  2008-2 

1       9.000.000 

1.00 

3.000.000 

BaaS 
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B2 

BB 

10/11/2007 

10/110007 

SDB9614B< 
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Hudaon  Mazzanlna  Fundbig  2008-2 

1       5,000.000 
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BaaS 

A 

Bl 

BBB 
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8030007 

SDB96148 

Hudaon  Mazzanlna  Funding  2008-2 

I       S.000.000 
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Bt 
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10/11/2007 
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SDB9B149 

Hudaon  Mazzanlna  Funding  2008-2 

f       3.000.000 

1.00 

3.000.000 
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Bl 

BBB* 
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SDB9ai4B< 
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1.00 

3.000.000 
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Bl 
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10/11/2007 
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Hudaon  Mazzanlna  Funding  2006-2 
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1.00 
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Bl 
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Hudaon  Mazzanlna  Funding  2006-2 

5.000.000 

1.00 

3.000.000 

Baa2 

BBB* 

Baal 

B 

10/1SO007 

10/150007 

SDB9ai4» 

Hudaon  Mazzanlna  Funding  2008-2 

►      5.000.000 

1.00 

9.000.000 

BaaS 

BBS 

Ba2 

B 

SO3O007 

8030007 

SDBS814» 
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25.39% 

20.95% 

20.67% 

14.69% 

10.65% 

6.92% 

6.55% 

1249% 

12.84% 

12.73% 

40.00% 

36.07% 

39.11% 

37.25% 

30.65% 

26.24% 

15.60% 

15.52% 

16.50% 

17.55% 

16.17% 

35.47% 

33  64% 

29.01% 

27.12% 

19.93% 

15.44% 

11.17% 

10.97% 

14.60% 

16.41% 

13,97% 

39.58% 

38.26% 

38.61% 

38  46% 

29.62% 

24,20% 

12.57% 

11.94% 

13.20% 

13.55% 

13.43% 

42.46% 

41.03% 

36.58% 

38.43% 

29.54% 

24.16% 

15.60% 

14.97% 

17.74% 

16.10% 

17.93% 

43.11% 

42.64% 

40.56% 

40.43% 

31.60% 

26.19% 

17.61% 

16.96% 

19.38% 

18.73% 

1961% 

70.14% 

67.72% 

52.32% 

52.60% 

49.48% 

45.46% 

18.06% 

17.61% 

19.71% 

20.25% 

19.11% 

61.25% 

59.06% 

48.11% 

46  26% 

39,65% 

35.23% 

20.60% 

20.52% 

21.50% 

22.55% 

21,17% 

55.41% 

53  42% 

48.09% 

46  24% 

39  63% 

3521% 

1563% 

15.56% 

16.53% 

17.56% 

1621% 

49.51% 

47.72% 

43.43% 

43.82% 

35.58% 

3032% 

13.95% 

13.31% 

14.50% 

14.79% 

14.69% 

56.13% 

53.75% 

57.53% 

57.76% 

46.10% 

4262% 

19.84% 

19.08% 

20.37% 

20.71% 

20.56% 

37.55% 

3621% 

38.57% 

38.42% 

29.59% 

24,16% 

13.58% 

12.95% 

21.92% 

22.27% 

22.15% 

43.22% 

41.62% 

45.63% 

45.48% 

38.68% 

31.25% 

16.62% 

15.98% 

20.90% 

21.25% 

21.13% 

39.12% 

37.69% 

35.46% 

35.40% 

26.55% 

21.15% 

11.55% 

10,92% 

13.69% 

14.04% 

13.92% 

61.05% 

58.96% 

48.31% 

48.51% 

40.45% 

35.19% 

24.69% 

24.00% 

25.24% 

25.54% 

25.39% 

55.55% 

53.66% 

42.99% 

43.19% 

35.15% 

29  68% 

13.00% 

1236% 

13.56% 

13.65% 

13.74% 

47.54% 

45.26% 

42.98% 

40.84% 

31.65% 

28.05% 

12.17% 

11.79% 

15.32% 

17,13% 

14.69% 

46.15% 

43.87% 

42.97% 

40.63% 

31.64% 

26  06% 

16.70% 

16.31% 

19.64% 

21,65% 

1921% 

44.03% 

42.64% 

4562% 

45.47% 

38.65% 

31.24% 

1762% 

16  98% 

20.90% 

2125% 

21.12% 

32.78% 

31.69% 

24.00% 

23.85% 

17.69% 

13.85% 

6.69% 

6.53% 

12.44% 

12.80% 

12.68% 

46.49% 

47.23% 

38.57% 

38.43% 

29.60% 

24.18% 

1357% 

12.94% 

1976% 

20.12% 

20.00% 

75.75% 

73.11% 

68.98% 

72.87% 

72.95% 

75.42% 

68  35% 

58.33% 

62.14% 

61,71% 

54.30% 

46.27% 

44.54% 

50.27% 

4964% 

41.55% 

35.75% 

22.09% 

17.95% 

17.82% 

18.66% 

17.30% 

50.41% 

48.03% 

45.97% 

43  63% 

34.64% 

29.05% 

18.70% 

18.31% 

21.64% 

23  65% 

21.21% 

42.89% 

40.76% 

39.94% 

37.61% 

26.62% 

23.03% 

12.67% 

12.28% 

15.81% 

17.63% 

15.18% 

49.31% 

46.97% 

40.40% 

40.37% 

31.51% 

26.16% 

15.57% 

14.94% 

2087% 

21.22% 

21.10% 

41.33% 

40.36% 

3551% 

35  36% 

26,47% 

21.12% 

13.55% 

1292% 

17.13% 

17,48% 

17.36% 

68  01% 

65.23% 

47.74% 

45.45% 

37.16% 

31.67% 

1689% 

16  47% 

17.95% 

19.52% 

17.41% 

63  23% 

60,70% 

53.04% 

53.30% 

43.61% 

36.33% 

19,90% 

19.15% 

20.43% 

20.76% 

20.62% 

66  65% 

64.00% 

83.35% 

87.57% 

67.54% 

69.69% 

80.74% 

80.78% 

82.72% 

60.77% 

72.60% 

77.96% 

76.61% 

72  05% 

73  86% 

66.26% 

60.17% 

51.81% 

49.80% 

48  05% 

46.14% 

46.27% 

42.70% 

40.50% 

42.42% 

44.61% 

3883% 

33.64% 

19.51% 

11.39% 

15.84% 

19.88% 

15.96% 

65.64% 

63.43% 

47.63% 

4725% 

44.37% 

41.07% 

21.94% 

2225% 

23.35% 

23.47% 

23.06% 

40.67% 

39.47% 

38.93% 

38  83% 

32.37% 

27.69% 

16.69% 

13.01% 

11.92% 

12.76% 

11.40% 

34.37% 

33.29% 

28.37% 

28.50% 

2212% 

18,07% 

12.90% 

12.54% 

13.44% 

13.62% 

13.76% 

34.67% 

32  83% 

30.52% 

26.72% 

21.27% 

16.51% 

11.99% 

11.62% 

15.62% 

17.55% 

15.04% 

29.31% 

27.53% 

27.46% 

2566% 

16.16% 

13.36% 

12.05% 

11.67% 

15.70% 

17.62% 

15.11% 

32.57% 

31.44% 

2533% 

25,47% 

15,36% 

11.25% 

7.51% 

7.15% 

13.44% 

13,63% 

13.78% 

28.06% 

27.08% 

22.21% 

2234% 

15,67% 

11.75% 

7.55% 

7.18% 

13.51% 

13.90% 

13.85% 

37.23% 

35.38% 

30.42% 

26.63% 

21.21% 

18.48% 

11.99% 

11.81% 

15.61% 

17.53% 

15.02% 

41.70% 

40.38% 

40.43% 

40,56% 

31.42% 

25.72% 

13,50% 

12.67% 

14.16% 

14.57% 

14.50% 

44.56% 

43.12% 

40.30% 

40.43% 

31.25% 

25  63% 

18.65% 

16.02% 

18.91% 

1929% 

19.17% 

45.14% 

44.69% 

4229% 

42.42% 

33.32% 

27.65% 

18.70% 

16.07% 

20.56% 

20.94% 

20.88% 

39.34% 

38.00% 

40.25% 

40.36% 

31.28% 

2561% 

14.53% 

13.90% 

23.25% 

23  62% 

23.54% 

45.29% 

4369% 

47.52% 

47.64% 

36.58% 

32.94% 

17.71% 

1708% 

2219% 

2257% 

22.48% 

41.12% 

39.68% 

37.17% 

37.29% 

28.14% 

22.47% 

12.38% 

11.74% 

14.64% 

15.03% 

14.94% 

4974% 

47  44% 

44.91% 

42.66% 

33.40% 

27.55% 

13.03% 

12.65% 

16.35% 

18.27% 

15.76% 

48.20% 

45  88% 

44.78% 

42.54% 

33.29% 

27  46% 

17.73% 

17.35% 

21.01% 

2291% 

20.43% 

46.12% 

44.72% 

47.50% 

47.62% 

38.55% 

3290% 

1873% 

18.09% 

2216% 

2254% 

2243% 

34.48% 

33.38% 

25.11% 

25.24% 

18.84% 

14.76% 

7.42% 

7.06% 

13.30% 

13.69% 

13.61% 

50.76% 

49.49% 

40.27% 

40.39% 

31.29% 

25.60% 

14.49% 

1368% 

21.00% 

21.38% 

21.32% 

46.48% 

44.75% 

50.27% 

49  66% 

41.75% 

3592% 

22.21% 

1806% 

17.92% 

1B.77%- 

17,40% 

52.49% 

50.07% 

47.80% 

45.55% 

36.32% 

30.50% 

19.75% 

19.38% 

23.03% 

24.93% 

2245% 

44.85% 

42.68% 

41.67% 

39.42% 

30.17% 

24.33% 

13.50% 

13.13% 

16.79% 

16,71% 

1618% 

51.27% 

48.89% 

42.02% 

4212% 

33.07% 

27.52% 

16.50% 

15.66% 

22.01% 

2240% 

22.31% 

4353% 

42.28% 

38.97% 

37.09% 

27.93% 

22.33% 

14.41% 

13.76% 

18.13% 

16.52% 

18.42% 

42.79% 

40.59% 

42.38% 

44.90% 

38.92% 

33.71% 

19.56% 

11.43% 

15.88% 

19.91% 

1601% 

41.02% 

39.62% 

38.88% 

38.97% 

3249% 

27.61% 

16.77% 

1308% 

11.98% 

1263% 

11.47% 
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From:  Lee,  Jay 

Sent-  Wednesday,  August  22,  2007  9:27  PM 

To;  Bieber,  Matthew  G.;  Lehman,  David  A.;  Creed,  Christopher  J;  Williams,  Geoffrey;  ficc-spcdo 

Cc:  Chaudhary,  Omar;  Resnick,  Mitchell  R;  Sugioka,  Hirotaka 

Subject:  Re:  Asia  requests 

For  #2,  let's  get  whatever  marks  we  provided  on  any  tranches  on  The  Wolf  and  Point 
Pleasant  in  the  below  time  range  (doesn't  have  to  be  on  those  precise  dates)  and  we  will 
go  from  there. 

Original  Message  

From:  Bieber,  Matthew  G.  t 

To:  Lee,  Jay;  Lehman,  David  A. ;  Creed,  Christopher  J;  Williams,  Geoffrey;  ficc-spcdo 

Cc:  Chaudhary,  Omar;  Resnick,  Mitchell  R;  Sugioka,  Hirotaka 

Sent:  Thu  Aug  23  03:13:18  2007 

Subject:  RE:  Asia  requests 

1)  All  the  WARF's  for  each  deal  were  pulled  from  Intex.  Spot  checked  a  few  that  were 
missing  from  the  attached  spreadsheet  and  was  unable  to  pull  them  up  manually  -  looks  like 
we're  going  to  have  to  go  with  what  was  sent. 

2)  LDL 

3)  I  took  a  look  back  at  the  total  number  of  CUSIPs  from  a  look  through  back  in  May  -  and 
I  still  see  approximately  4500  CUSIPs.  They  may  be  looking  at  total  CUSIPs  rather  than 
unique  CUSIPs.  If  that's  the  case,  then  the  7000  number  sounds  close  to  correct  -  although 
I  think  the  number  back  in  May  was  8050.  The  marketing  book   for  the  deal  also  mentions 
approx  4200  unique  CUSIPS  (though  I  don't  recall  whether  this  was  sent  to  them) 

4)  Shelly  is  sending 


From:        Lee,  Jay 

Sent:  Wednesday,  August  22,  2007  1:45  PM 

To:    Lehman,  David  A. ;  Creed,  Christopher  J;  Williams,  Geoffrey;  ficc-spcdo 

Cc:    Chaudhary,  Omar;  Resnick,  Mitchell  R;  Sugioka,  Hirotaka 

Subject:     Asia  requests 

Apologies  for  any  requests  that  have  already  been  sent  over  separately  — 

1)  HK  Life  asking  again  on  Timberwolf  whether  we  can  get  WARF's  for  deals  that  were  not 
sent  in  the  triggers  file.   Please  see  attached  on  the  "WARF"  tab  to  see  what  I  sent. 
There  were  WARF's  for  40  of  the  55  CDO  deals.   I  originally  told  them  we  could  not  when  I 
first  sent  the  file,  but  they  want  to  check  again. 

«'  File:  Timberwolf  CDO  Data  2007-08-08.xls  » 

2)  Tokyo. Star  wants  historical  offer-side  DM's  on  Point  Pleasant  and  Timberwolf  for  the 
following  dates  across  the  capital  structure.   The  purpose  is  to  get  more  color  on  how  the 
CDOA2  market  has  changed  since  when  we  marketed  the  deals  to  them,  and  we've  already 
rejected  their  request  to  provide  generic  DM's  on  all  CDOA2  deals  on  the  grounds  that  the 
market  is  too  differentiated.   Regarding  this  request,  we  have  already  told  them  the 
following:  a)  we  might  be  able  to  provide  anything  in  writing  (verbal  only),  b)  if  we  can 
provide  levels  they  will  probably  be  dollar  prices  (not  DM's)  and  they  can  use  Bloomberg 
to  estimate  DM's  on- a.;.no.-lpss  basis  if  that's  what  they  really  want,  c)  we  might  not,  be  _ 
able  to  provide  offer-side  levels  for  all  dates. 

Can  we  do  the  best  we  can  to  get  them  what  they  want? 
<Offer  DM  on  Timberwolf>  • 

1-Apr  15-Apr      30-Apr      1-May  15-May      30-May      1-Jun  15-Jun      30-Jun 

AAA(senior) 
AAA(junior) 
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AA 
A 

BBB 
BB 

<Offer  DM  of  Point  Pleasant> 

15-May      30-May      1-Jun  15-Jun      30-Jun 
AAA(senior) 
AAA( junior) 
AA 
A 

BBB 
BB 

3)  Tokyo  Star  is  asking  why  there  is  such  a  big  discrepency  between  CUS IP  counts  from  May 
(before  they  bought)  and  August  (after  they  bought)  on  Timberwolf .   May's  CUSIP  counts 
were  much  higher  (7000+)  compared  to  the  data  we  are  now  providing  (4000+) .   We  told  them 
there  is  changes  in  data  from  third  party  sources  as  well  as  our  own  techniques  for 
exploding  the  data.   Was  wondering  if  there  was  any  incremental  information  that  you  have 
on  this  —  if  not,  we  should  be  able  to  handle. 

4)  Orix  Life,  who  is  looking  at  GSC  06-3HG,  is  asking  if  we  can  show  the  updated  ratings 
on  the  underlying  portfolio  (given  the  recent  rating  changes,  especially  the  ones 
announced  August  16th  on  Alt-A  downgrades) 
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From: 
Sent: 
To: 
Subject: 


Sparks,  Daniel  L 

Monday,  February  26,  2007  8:48  AM 

Montag,  Tom 

Re:  Questions  you  had  asked 


Dillon  read:  1  bb  deal,  50/50  risk. 

Greywolf:  1  bb  deal,  now  basically  gs  risk  because  losses  thru  the  greywolf  upfront  50 

percent  first  loss 

Original  Message  

From:  Montag,  Tom 

To:  Sparks,  Daniel  L 

Sent:  Mon  Feb  26  08:33:46  2007 

Subject:  Re:  Questions  you  had  asked 

Is  that  our  half  of  the  warehouse.  Who  is  doing  them  with  us  or  is  it  all  ours 

Original  Message  

From:  Sparks,  Daniel  L 

To:  Montag,  Tom 

Sent:  Mon  Feb  26  08:32:06  2007 

Subject:  Re:  Questions  you  had  asked 

Roughly  2  bb,  and  they  are  the  deals  to  worry  about.  Focus  is  super-  senior,  which  if  we 
get  done  will  make  them  work 


Original  Message  

From:  Montag,  Tom 

To:  Sparks,  Daniel  L 

Sent:  Mon  Feb  26  07:43:29  2007 

Subject:  RE:  Questions  you  had  asked 

cdo  squared — how  big  and  how  dangerous 

Original  Message 

From:  Sparks,  Daniel  L 

Sent:  Monday,  February  26,  2007  7:37  AM 

To:  Montag,  Tom 

Subject:  Re:  Questions  you  had  asked 

Roughly  2  bb  high  grade  deals  and  2  bb  cdo's  squared 

In  client  meeting  in  greenwich  and  can  give  more  details  in  hour  and  half 


Original  Message  

From:  Montag,  Tom 

To:  Sparks,  Daniel  L 

Sent:  Mon  Feb  26  07:31:49  2007 

Subject:  Re:  Questions  you  had  asked 

So  what  is  total  of  cdo  warehouse  after  liquidation  by  sector 


Original  Message 

From:  Sparks,  Daniel  L 
To:  Montag,  Tom 
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Sent:  Mon  Feb  26  06:47:43  2007 
Subject:  Re:  Questions  you  had  asked 

Still  subprime,  but  only  outright  bbb  subprime  is  in  gsc  deal  we  may  liquidate.  Other 
subprime  in  form  of  a,  aa,  aaa  subprime  and  in  form  of  a-rated  cdo's  (greywolf  and  dillon 
read) . 


Original  Message  

From:  Montag,  Tom 

To:  Sparks,  Daniel  L 

Sent:  Sun  Feb  25  22:49:48  2007 

Subject:  Re:  Questions  you  had  asked 

Thanks.  So  no  warehouse  in  subprime?  What  about  greywolf-what  is  in  that 

Original  Message  

From:  Sparks,  Daniel  L 

To:  Montag,  Tom 

Cc:  Ruzika,  Richard 

Sent:  Sun  Feb  25  20:34:19  2007 

Subject:  Questions  you  had  asked 

Last  week  the  trading  desks  did  the  following: 

(1)  Cover  around  $1.5  billion  single  name  subprime  BBB-  CDS  and  around  $700mm  single  name 
subprime  BBB  CDS.  The  desk  also  net  sold  over  $400mm  BBB-  ABX  index.  Desk  is  net  short, 
but  less  than  before.  Shorts  are  in  senior  tranches  of  indexes  sold  and  in  single  names. 
Plan  is  to  continue  to  trade  from  short  side,  cover  more  single  names  and  sell  BBB-  index 
outright. 

(2)  The  CDO  business  liquidated  3  warehouses  for  deals  of  $530mm  (about  half  risk  was 
subprime  related)  ,  Business  also  began  liquidation  of  m|  B§-  all 
synthetics  done,  cash  bonds  will  be  sold  in  next  few  days.  One  more  CDO  warehouse  may  be 
liquidated  this  week  -  approximately  $300mm  with  GSC  as  manager.  That  will  leave  us  with  2 
large  CDOs  of  A-rated  CDOs,  2  high  grade  deals  with  limited  subprime  mezz  risk,  and  2 
other  small  warehouses  that  are  on  hold.  Getting  super-senior  done  on  CDOs  is  the  critical 
path,  and  that  is  where  the  focus  is  -  for  the  CDOs  of  CDOs,  NATIXIS  (Paris)  on  Dillion 
Reed  deal  and  Wincap  (London)  on  Greywolf  deal. 


Redacted  by  the  Permanent 
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From: 
Sent: 
To: 
Subject: 


Egol,  Jonathan 

Monday,  May  14,  2007  8:20  AM 

Wiesel,  Elisha 

RE:  Gameplan  -  asset  model  analysis 


Of  course  —  will  you  be  circulating  a  draft  of  the  email  for  Gary? 

Original  Message 

From:  Wiesel,  Elisha 

Sent:  Monday,  May  14,  2007  8:08  AM 

To:  Egol,  Jonathan 

Subject:  Re:  Gameplan  -  asset  model  analysis 

Tks.   Would  value  your  taking  a  close  look  at  the  email  to  Gary,  want  to  be  lOOpct  in  sync 
w  trading  desk  in  our  description  of  how  we  think  w're  going  to  value  the  portfolios. 

Original  Message  

From:  Egol,  Jonathan 

To:  Wiesel,  Elisha;  Burchard,  Paul;  Lehman,  David  A.;  Sparks,  Daniel  L;  Swenson,  Michael; 

Birnbaum,  Josh;  Primer,  Jeremy;  Turok,  Michael 

Cc:  Brafman,  Lester  R 

Sent:  Mon  May  14  08:05:33  2007 

Subject:  RE:  Gameplan  -  asset  model  analysis 

I  think  we  can  look  at  the  2x  CDO  CDS  scenario  Paul  provided  below  as  a  proxy. 

Original  Message 

From:  Wiesel,  Elisha 

Sent:  Monday,  May  14,  2007  7:57  AM 

To:  Egol,  Jonathan;  Burchard,  Paul;  Lehman,  David  A.;  Sparks,  Daniel  L;  Swenson,  Michael; 

Birnbaum,  Josh;  Primer,  Jeremy;  Turok,  Michael 

Cc:  Brafman,  Lester  R 

Subject:  RE:  Gameplan  -  asset  model  analysis 

Can  we  not  incorporate  the  cds  bid/offer  by  running  Paul's  analysis  on  #2  below  at  shocked 
RMBS  cds  levels? 


Original  Message -- 

From:  Egol,  Jonathan 

Sent:  Monday,  May  14,  2007  5:28  AM 

To:  Burchard,  Paul;  Wiesel,  Elisha;  Lehman,  David  A.;  Sparks,  Daniel  L;  Swenson,  Michael; 

Birnbaum,  Josh;  Primer,  Jeremy;  Turok,  Michael 

Cc:  Brafman,  Lester  R 

Subject:  Re:  Gameplan  -  asset  model  analysis 

This  correlation  analysis  does  not  incorporate  2  things: 

-  cds  bid/offer 

-  cashflow  triggers  (underlying  level) 

For  names  where  the  underlying  longs  were  externalized,  the  cdo  cds  offered  side  spread  is 
going  to  be  close  to  2x  the  current  marked  spread  for  many  underliers .  It  will  be 
important  to  use  the  cdo  cds  trading  franchise  to  source  hedges  at  the  bid  side  of  the 
market. 

The  downgrade  sensitivity  of  the  underlying  cdo  cashflow  triggers  means  that  there  is  some 
(hard  to  quantify)  probability  that  some  or  all  names  essentially  jump  to  default. 

Original  Message  

From:  Burchard,  Paul 
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To:  Wiesel,  Elisha;  Lehman,  David  A. ;  Sparks,  Daniel  L;  Swenson,  Michael;  Birnbaum,  Josh; 

Egol,  Jonathan;  Primer,  Jeremy;  Turok,  Michael 

Cc:  Brafman,  Lester  R 

Sent:  Mon  May  14  00:45:22  2007 

Subject:  Re:  Gameplan  -  asset  model  analysis 

One  point  of  this  correlation  analysis  is  that  it  provides  a  relative  value  argument  about 
how  to  hedge  the  cdoA2  risk.   It  indicates  (as  the  desk  is  aware)  that  it  is  currently 
cheaper  to  buy  protection  against  the  cdoA2  at  the  cdo  level  than  at  the  rmbs  level.   To 
the  extent  that  we  can  put  on  this  hedge,  we  can  recover  the  higher  (72  cent)  price,  no 
matter  how  bad  rmbs  looks. 


Sent  from  my  BlackBerry  Wireless  Handheld 

Original  Message  

From:  Wiesel,  Elisha 

To:  Burchard,  Paul;  Lehman,  David  A. ;  Sparks,  Daniel  L;  Swenson,  Michael;  Birnbaum,  Josh; 

Egol,  Jonathan;  Primer,  Jeremy;  Turok,  Michael 

Cc:  Brafman,  Lester  R 

Sent:  Mon  May  14  00:01:17  2007 

Subject:  RE:  Gameplan  -  asset  model  analysis 

David  -  We  spoke  briefly  to  Ben  and  Edwin  earlier  this  evening  and  asked  them  if  it  would 
be  possible  to  come  up  with  CDS  marks  for  any  missing  BBB/BBB-  RMBS  deals  as  well  as  a 
heuristic  for  marking  any  high-grade  tranches  by  vintage.   As  Paul  says  below,  this  would 
really  help  us  run  results  through  the  asset  model  (as  well  as  through  the  NAV  analysis 
we'd  discussed  doing)  for  CDOs .   I  realize  this  might  be  painful  (several  thousand 
underlying  RMBS  deals  might  need  to  be  marked)  but  we'd  like  to  come  back  to  you  when  we 
have  some  stats  on  what  we're  missing  and  brainstorm  on  a  good  way  to  do  this. 


From:        Burchard,  Paul 
Sent:  Sunday,  May  13,  2007  11:05  PM 

To:    Lehman,  David  A. ;  Sparks,  Daniel  L;  Wiesel,  Elisha;  Swenson,  Michael; 
Birnbaum,  Josh;  Egol,  Jonathan;  Primer,  Jeremy;  Turok,  Michael 
Cc:    Brafman,  Lester  R 
Subject:     RE:  Gameplan  -  asset  model  analysis 

We  can  estimate  the  value  of  the  Timberwolf  CDOA2  by  applying  a  correlation  model 
(the  asset  model) .   We  have  three  questions  to  answer: 

1.  Based  on  marks  for  the  single-A  CDOs  under  the  CDOA2,  what  should  be  the  value  of 
the  Timberwolf  CDOA2? 

2.  Based  on  marks  for  the  RMBS  under  the  single-A  CDOs,  what  should  be  the  marks  on 
the  CDOs  that  went  into  (1)? 

3.  In  both  (1)  and  (2),  what  market  evidence  do  we  have  for  the  correlation  that 
takes  us  from  underlier  valuation  to  the  valuation  one  level  up? 

In  brief,  the  answers  we  find  are: 

1.  Based  on  current  single-A  CDO  marks,  the  A2  tranche  of  Timberwolf  would  have  a 
price  of  72  cents  on  the  dollar.   The  price  is  not  sensitive  to  correlation  at  these 

levels. 

2.  Based  on  a  small  sample  of  single-A  CDOs  for  which  we  have  complete  underlier 
marks,  we  believe  that  the  risks  of  the  RMBS  underliers  are  frequently  not  fully  reflected 
in  the  marks  on  the  CDOs.   If  the  trends  in  this  small  sample  are  extrapolated,  the  fair  . 
spreads  on  the  CDOs  could  even  be  double  where  they  are  marked  now;  if  that  were  the  case, 
the  price  of  the  A2  tranche  of  Timberwolf  would  actually  be  35-41  cents  on  the  dollar,- 
depending  on  the  correlation. 

3.  Recent  Abacus  CDOs  and  CDOA2  have  been  marked  with  correlations  in  the  30-50% 
range.   Median  sector  marks  for  mezzanine  CDOs  imply  a  correlation  of  22%. 

Clearly,  the  next  step  is  to  get  marks  on  more  of  the  RMBS  underliers  in  order  to  be 
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able  to  run  more  of  the  CDOs  in  Timberwolf  through  a  model. 

For  (l),"we  find  the  following  relationship  between  price  of  the  A2  tranche  of 
Timberwolf,  and  the  correlation.   The  results  are  also  shown  when  all  the  underlier 
spreads  are  multiplied  by  a  factor  of  two,  based  on  the  results  of  (2) . 

CDO   Underlier  Spread  Multiple  Model  Price  30%   Model  Price  50%   Model  Price  70% 

Model  Price  100% 

TWOLF  2007-1  A2    1      72     72  72  73 

TWOLF  2007-1  A2    2      37     41  44  48 

For  (2),  we  have  the  following  comparison  between  current  spread  marks  on  single-A  CDOs, 
and  Gaussian  copula  model  spreads  computed  from  the  current  spread  marks  on  their 
underliers  (mostly  RMBS) .   The  first  three  CDOs  are  Timberwolf  underliers.   In  general, 
this  analysis  shows  that  at  current  underlier  marks,  single-A  CDOs  are  equity-like  (long 
correlation).   However,  per  (3),  market-implied  correlations  are  low,  in  the  range  20-50%. 

CDO    Sector  Mark  Model  30%  Model  50%   Model  70%   Model  100% 

ABAC  2006-HG1A  C  CDOA2  Mezzanine  520    1667   1336   1077   710 

ADROC  2005-2A  C  CDO  High  Grade  275    185    201    192    140 

CAMBR  7A  C   CDO  Mezzanine      665  1096 

FORTS  2006-1A  C  CDO  Mezzanine  440 

HUDMZ  2006-1A  C  CDO  Mezzanine  160* 

HUDMZ  2006-2A  C  CDO  Mezzanine  250* 

*No  trades  currently  on  these  ref  obs,  so  marks  may  be  stale. 
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From:        Lehman,  David  A. 
Sent:  Friday,  May  11,  2007  7:37  PM 

To:    Sparks,  Daniel  L;  Wiesel,  Elisha;  Swenson,  Michael;  Birnbaum,  Josh; 
Egol,  Jonathan;  Primer,  Jeremy;  Burchard,  Paul;  Turok,  Michael 
Cc:    Brafman,  Lester  R;  Lehman,  David  A. 
Subject:     Gameplan 

Following  up  from  this  afternoon's  meeting  - 

.We  are  going  to  better  evaluate  the  CD0^2  risk  using  three  distinct  frameworks 

1)  Blended  scenario  analysis  using  HPA    (Primer) 

2)  Risk  neutral/correlation  framework,  consistent  with  our  current  synthetic 
ABS  CDOs   (Burchard) 

3)  Simplistic  loss  assumptions  on  underlyings  /  Market  Value  Coverage  (Turok) 

Let's  look  to  have  something  on  #1  and  #2  to  discuss  Monday.   #  3  will  likely 
take  some  more  time  give  the  low  coverage...Turok,  pis  let  us  know  if  you  can  cuff  #3  with 
our  current  coverage. 

To  quote  Elisha  - 

"Am  thinking  we  want  a  concise  write-up  of  each  methodology  (one  paragraph) , 
with  a  rank-ordered  list  of  assumptions  that  show  directionality  and  estimated  impact  of 
each  assumption.   Also  think  we  want  to  see  results  of  bounding  analysis  in  writing  using 
each  methodology,  with  a  description  of  what  knobs  we  turned,  and  how  far,  to  come  up  the 
bounding  analysis." 

In  addition,  the  specific  trading  desks  are  taking  a  more  detailed  look  @  the 
ABS/CMBS/CLO/Option  Arm/SP  CDO  assets  in  the  warehouse  and  in  the  retained  position 
account  (outside  of  the  CDOA2) . 

Pis  add/comment  if  there  is  anything  I  missed 


Goldman,  Sachs  &  Co. 

85  Broad  Street   |   New  York,  NY  10004 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-003361240 


Footnote  Exhibits  -  Page  4456 


Tel:  212-902-2927   |   Fax:  212-493-9681   I 
e-mail:  david.lehman@gs.com 

Goldman 
Sachs 
David  Lehman 
Fixed  Income,  Currency  &    Commodities 


Mob:    917- 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Disclaimer: 

This  material  has  been  prepared  specifically  for  you  by  the  Goldman  Sachs 
Fixed  Income  Structured  Product  Group  (SPG)  Trading  Desk  and  is  not  the  product  of  Fixed 
Income  Research.  We  are  not  soliciting  any  action  based  upon  this  material.  Opinions 
expressed  are  our  present  opinions  only.   The  material  is  based  upon  public  information 
which  we  consider  reliable,  but  we  do  not  represent  that  it  is  accurate  or  complete,  and 
it  should  not  be  relied  upon  as  such.  Additionally,  the  material  is  based  on  certain 
factors  and  assumptions  as  the  SPG  Trading  Desk  may  in  its  absolute  discretion  have 
considered  appropriate.  There  can  be  no  assurance  that  these  factors  and  assumptions  are 
accurate  or  complete,  that  estimated  returns  or  projections  can  be  realized,  or  that 
actual  returns  or  results  will  not  be  materially  different  than  those  presented.  Certain 
transactions,  including  those  involving  ABS,  CMBS,  and  CDOs,  may  give  rise  to  substantial 
risk  and  are  not  suitable  for  all  investors.  The  SPG  Trading  Desk  may  have  accumulated 
long  or  short  positions  in,  and  buy  or  sell,  the  securities  that  are  the  basis  of  this 
analysis.  The  SPG  Trading  Desk  does  not  undertake  any  obligation  to  update  this  material. 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Burchard,  Paul 

Sunday,  May  20,  2007  1 :08  AM 

Swenson,  Michael;  Birnbaum,  Josh;  Lehman,  David  A.;  Egol,  Jonathan 

Wiesel,  Elisha;  Turok,  Michael;  Primer,  Jeremy 

FW:  Materials  for  meeting 


FYI  -  business  has  asked  us  for  some  model  prices  as  part  of  the  discussion  about  CDOA2  marking. 


From:  Burchard,  Paul 

Sent:  Sunday,  May  20,  2007  1:03  AM 

To:  Brafmah,  Lester  R;  Kaprelian,  Michael;  Alexander,  Lee 

Cc:  Wiesel,  Elisha;  Turok,  Michael;  Primer,  Jeremy 

Subject:  Materials  for  meeting 


Here  are  some  model  prices  for  the  CDOA2  trades  based  on  two  different  replication  strategies,  one  hedging  one 
level  down  at  the  CDO  level,  the  other  hedging  two  levels  down  at  the  RMBS  level.  The  model  is  a  correlation 
model  (the  asset  model),  and  we  are  assuming  30%  correlation  at  the  RMBS  level  and  30%  correlation  at  the  CDO 
level.  For  tranches  this  low  in  the  capital  structure  (except  perhaps  PTPLS  07-1  A1),  given  expected  losses,  a  lower 
correlation  like  this  is  appropriate. 


Price  based  on 
CDO  Marks 


TWOLF  2007-1  A2 
TWOLF  2007-1  B 
PTPLS  2007-1  A1 
PTPLS  2007-1  A2 
PTPLS  2007-1  B 
PTPLS  2007-1  C 
PTPLS  2007-1  D 


Price  based  on 
RMBS  Marks 

66  24 

38  15 

90 

65 

43 

43 

43 


(We  will  supply  PTPLS  RMBS  numbers  on  Sunday.) 

Initial  results  from  other  modeling  approaches  based  on  RMBS  marks  or  fundamentals  are  generally  consistent  with 
the  much  lower  RMBS  marks  found  for  Timberwolf. 

©  Copyright  2007  The  Goldman  Sachs  Group,  Inc.  All  rights  reserved.  See  http://www.i!s.com/disclaimer/email-salesandlradint!.html  for  important  risk  disclosure, 
conflicts  of  interest  and  other  terms  and  conditions  relating  to  this  e-mail  and  your  reliance  on  information  contained  in  it.  This  message  may  contain  confidential  or 
privileged  information.  If  you  are  not  the  intended  recipient,  please  advise  us  immediately  and  delete  this  message.  See  http://www.as.com/disclairoef/,email/  for  further 
information  on  confidentiality  and  the  risks  of  non-secure  electronic  communication.  If  you  cannot  access  these  links,  please  notify  us  by  reply  message  and  we  will  send 
the  contents  to  you. 
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From: 
Sent: 
To: 
Subject: 


Ostrem,  Peter  L 

Monday,  January  15,  2007  2:27  PM 

Bieber,  Matthew  G. 

Re:  Basis  Cap 


In  an  hour.  Boarding  to  Canberra  now. 


Original  Message  

From:  Bieber,  Matthew  G. 

To:  Ostrem,  Peter  L 

Sent:  Mon  Jan  15  14:26:55  2007 

Subject:  Re:  Basis  Cap 

I'm  on  the  train  -  will  call  your  cell 


Original  Message  

From:  Ostrem,  Peter  L 

To:  Bieber,  Matthew  G. 

Sent:  Mon  Jan  15  14:25:49  2007 

Subject:  Re:  Basis  Cap 

Let's  discuss.  Are  you  in  office? 


•  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Original  Message  

From:  Bieber,  Matthew  G. 

To:  Ostrem,  Peter  L 

Sent:  Mon  Jan  15  14:24:47  2007 

Subject:  Re:  Basis  Cap 

Did  you  have  a  chance • to  talk  to  george  about  sales  credits?   I've  gotten  a  few  inquiries 

so  far  g^^^MH^p^mBtH^HMimH       BMHI  and 
are  expecting  something  this  week. 

As  it  is  right  now  -  we're  paying  out  around  100%  in  gross  p&l,  but  in  light  of  bans 
pushback  on  friday,  I'm  not  sure  what  I  should  pay  -  or  tell  salespeople  when  they  ask 
what  they're  getting  paid. 


Original  Message  

From:  Ostrem,  Peter  L 

To:  Bieber,  Matthew  G. 

Sent:  Mon  Jan  15  14:09:55  2007 

Subject:  Re:  Basis  Cap 

Wambulance.  They  even  tried  to  claim  we  never  covered  the  1mm  loss.  These  guys  are 
paranoid  and  not  very  sharp.   Let's  be  nice  and  just  sell  them  stuff  going  forward. 

Original  Message  

From:  Bieber,  Matthew  G. 

To:  Ostrem,  Peter  L 

Sent:  Mon  Jan  15  13:45:57  2007 

Subject:  Re:  Basis  Cap 

What  happened  in  the  meeting?  I  take  it  that  it  did  not  go  well. 
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Original  Message  

From:  Ostrem,  Peter  L 

To:  Bieber,  Matthew  G.;  Rosenblum,  David  J.;  Herrick,  Darryl  K;  Case,  Benjamin; 

Wisenbaker,  Scott 

Sent:  Mon  Jan  15  13:43:34  2007 

Subject:  Basis  Cap 

They  are  acting  very  unprofessional.  Disappointed  in  their  inability  to  comprehend  simple 
math.  Anyways,  not  a  good  principal  partner  for  near  term.  However,  they  are  very 
interested  in  TCW  managed  index  equity  and  want  meeting  at  ASF. 

Let's  discuss  this  account  when  I  return. 


x      —  f.\; 
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From: 
Sent: 
To: 
Subject: 

Attachments: 


Swenson,  Michael 

Saturday,  May  26,  2007  6:03  PM 

Chin,  Edwin;  Salem,  Deeb;  Bruns,  William;  Kaufman,  Jordan 

Fw:  ABS  Sec_0525.xls  v1  .xls 

ABS  Sec  0525.xls  v1  .xls 


P  and  1  looks  a  little  low  we  expected  at  least  90  but  let's  call  it  good  for  qtr  end 
say  we  are  approved 

Original  Message  

From:  Fredman,  Sheara 

To:  Swenson,  Michael;  Bruns,  William;  Chin,  Edwin;  Kaufman,  Jordan;  Case,  Benjamin 

Cc:  Vodola,  Matthew 

Sent:  Sat  May  26  17:57:04  2007 

Subject:  ABS  Sec_0525.xls  vl.xls 

13] 


-  i 


ABS  Sec_0525.xls 
vl.xls 
«ABS    S  c_0525.xls    vl.xls» 

Attached  is  ABS  PNL  -  PNL  is  +$89M 
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(2,968,340)  . 

(32,305,469) 

B 

!     709,780,391 

I 

(519) 

(894,857) 

|       (892,728) 

469 

428 

|        111.407 

78,211 

19,075422 

i     104,221,611 

1 

i    (116,407,341) 

S        182,694 

259,882 

1,329,691 

(243) 

92,135 

(2,420) 
(17,134) 


(2,420) 
(57,050) 


433,951 


4,183,695 

0 

30,270,977 


(2,351,807) 

(2,941,162) 

76,858 

79,250 

(206.034) 

(16.048,229) 


168,715 


(21422,486) 


(13,482,300) 


11OT|8?5W 


412.741  (4,836,222)  j  (51,001,397)  (241714) 


134,681,238 
145,330 
(32,138) 
718,623 
(36.343) 
(837,712) 


0 
2,645,318 

5,901,138 

72,893 

482,853 

758.884 

10,829,627 

(2,642) 


(384,415) 


949,612 


134,254,356 

507,998 

(110,707) 
301,014 
135,647,621 
(9,989,306) 
(4,513,636) 
(16,942,109) 
59,693,705 

(25,248,785) 

2.641 

(116.278) 

(635,564,431) 

122,868.631 

(3,864,457) 

(0) 

(1.461,127) 


37,472 
79 


21,637,683 

(263,592) 

990,449 

481,837 

8,728,209 

373,827 

612,382 

(1,119.040) 

(10.006.478) 

(14,737.387) 

(1.857) 

4,887 

4.485,522 

694,449 

(379) 

(15.389) 
(146,041) 


2,003 
1.927,699 


(1,492,217)! 
1,633,036 

117,613  ! 
1,656,638 
483488 
1,666,109  ' 
(2,946) 


1,436,259 


1 
5,497,780  j 

244,407 

(10,870,105) 
4,715,464  ) 
(144,955,045) 
(55,697,254) 
(66423,192) 
(15,625,087)  j 
783,188,429  f 
669,794,220 
(891,943) 
16 
(540,339,598) 
7,155,739 
182,315  j 
319,238 
(15,389) 
28,663,808 

562,718 

549,850 
(49,315,334) 


"    .-'4';  \  8         ■       ' -       ■'y»f&96408C       ■      '      -'        --"(96,03imKl^(428,825;8»)«gi 


*.  ,    .-    '  '    -K,4I, 


^a7;578j 


;;(i27^56j896): 
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GDO  wafthSu  -"-J  ^ 

transition  c  76009861 


58,347         (9,057) 10,954  60,144  I  1,816,542  (248,204) (34,175)  311,114  1,845,278  il  1,404,694 337,429 {768,830) 


1,899,224 


—J 
2,872,517  i 


(29,174)         4,529 


(5,477) 


(30,122)?. 


(908,271) 


17,087-  (155,557) 


(922,639)  .1 


(702,347) 


(168,715) 


384,415 


(949,612) 


(1,436,259)  ■ 


Trjuiafer  M  CDO'I 


187,848 


'SMK 


SPG  SUBTOTAL 


3*£$  1  IWSpBl 

,63,725,457  2,539,123-' 


("■»■) 


(1,929,702) 


48,765,484 


Gf«bdT6ui.:-r»ii';'f«S'*  '  - 


5/1/2007 
5/2/2007 
5/4/2007 
5/7/2007 
5/8/2007 
5/9/2007 
5/10/2007 
5/1 1/2007 
5/14/2007 
5/15/2007 
5/16/2007 
5/17/2007 
5/18/2007 
5/23/2007 
5/24/2007 


Grand  TouU ■  *SjS.. 


37,953,404      957,561         50,331,180        (288,860)        88,953,285  |     (103,623,902)  861,197  192,999,954         (3,841,710)  86,395,529  |        1,058,322,751  (8,654,403)  (379,173,306) 


(8,850,044) 


>9%67jl5-  ■  l!',«V>)  I  1'  'H^iV  12;787j639:« 


!>;:*,_, 


UM-4 


17,970.628 

49,363,099 

(5,203.515) 

955 

2,886,288 

4,921,546 

2,929,609 

2,929,609 

(10,248,655) 

72,348 

(14,160,819) 

(7.108.252) 

20,868,006 

78,776,733 

1,163.787 


(278,051) 
(158,158) 

(77,722) 
(251,755) 

(78,289) 

(53,569) 
(149.220) 
(149,220) 
(208,729) 
(285,718) 
1,314,368 
(133.050) 

(18,796) 
(390,200) 
(101,686) 


6,344,557  i 

1.290  ; 

1,139,152  i 

i 

517,129  > 

I 

(2,048,669)! 

329,441 


(6,672,052)  y 
(7,223,854)11 


■(120,618) 


J145;161,367g'(lH9,795) 


■  ,,i  .(283,347)"; 


60 

97.2938 

91  5811 

102.6535 

102.6535 

102.6535 

102.6535 

102.6535 

102.6535 

102.6535 

102.6535 

102.6535 

103.2629 

0.3408 

2.7458 

2.8539 

4.4171 

2.8671 

0.7129 

1.5989 
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ehouse  -  Risk 

7/12/2007 

Current  Face 

mmmmm 

mmmm 

|  Sector 

Notionals  (Smm) 

Differencej 

Retained  CDOs 

"S"  tranche 

65 

49 

17 

Super  Senior 

1,421 

1,421 

• 

MezzAAA 

458 

291 

167 

AA 

379 

274 

105 

A 

185 

164 

22 

BBB 

146 

146 

- 

BB 

29 

29 

- 

Equity 

159 

156 

3 

Total  -  Retained 

2,843 

2,530 

313 

Warehouse 

Transition 

WH  Assets  -  SP  CDO  cash  +  CDS 

742 

599 

143 

WH  Assets  -  RMBS 

390 

67 

323 

WH  Assets  -  CMBS 

119 

- 

119 

WH  Assets  -  CLO 

70 

" 

70 

Total  -  WH  Transition 

1,320 

666 

654 

Hedges 

Hedges  -  SP  CDO  CDS 

153 

341 

(188) 

Hedges  -  ABX  AAA 

1,550 

1,550 

- 

Hedges  -  ABX  AA  and  A 

1,109 

662 

447 

Hedges  -  ABX  BBB/BBB- 

649 

219 

430 

Hedges  -  CMBX  BBB 

50 

50 

Total  -  Hedges 

3,511 

2,772 

739 
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B/S  Qty($mm)     Bond  Price 

S  1.7  TWOLF  0701  B  REGS  78.25 

S  6.8  TWOLF  0701  B  REGS  78.25 

S  20  PTPLS  0701 A1  REGS  90.70 

S  50  TWOLF  0701 A2 144A  84.33 

S  50  TWOLF  0701  B 144A  77.31 

S  3  COOLIDGE  EQUITY  87.00 

S  20  TWOLF  0701 A2 144A  84.00 

S  10  ALTIUSICREGS  94.00 

S  56  TWOLF  0701 A2  REGS  84.50 

S  17.5  ALTIUS  III  S 144A  100.07 

S  10  ALTIUS  IV  B  REGS  100.00 

S  11.625  ALTIUS  IV  C  REGS  92.68 

S  36  ALTIUS  IV  B  REGS  98.41 

S  1.4  BNLI061AA2  96.93 

S  20  TWOLF  0701 A2  REGS    .  83.90 

S  11  TWOLF  0701  INCOME  NOTE  REGS  70.00 

S  40  PTPLS  0701 A2 144A  91.00 

S  40  TWOLF  0701  A2 144A  87.00 

S  10  FORTIUS  II A2 144A  92.60 

S  800  DSQFVIIA1A144A  99.37 

S  620  DSQF  VII A1A 144A  99.45 

S  150  DSQF  VII A1A144A  99.50 

S  30  ALTIUS  IV  A2B144A  99.765 

S  20  ALTIUS  IV  B  144A  100 

S  3  ALTIUS  IV  D  REGS  100 

S  2  ALTIUS  IV  INC  NOTES  REGS  100 

S  50  ALTIUS  IV  A2A  REGS  100 

S  13  ALTIUS  IV  A2B144A  100 

S  13  ALTIUS  IV  A2B144A  100 

S  5  ALTIUS  IVC144A  97.131 

S  3  ALTIUS  IV  C  REGS  97.131 

S  5  ALTIUS  IV  D 144A  88.939 

S  3  ALTIUS  IV  INC  NOTES  144A  100 

S  10  WESTC061AB  95.85 

S  1.6  CAMBER  7  E  REGS  54.95 

S  13  CAMBER  7  INC  NOTES  REGS  48.00 

S  2  GSC063GC144A  85.50 

S  50  TWOLF  0701 A1A 144A  99.47 

S  20  PTPLS  0701 A2 144A  91.3 

S  6  DSQF  VII  A3 144A  95.39 

S  20  TWOLF  0701 A2 144A  87.79 

S  15  PTPLS  0701  D  REGS  81.72 

S  4  HUDMZ  061  INCOME  NOTES  REGS  81 

S  3  ANDY  0701  S 144A  100 

S  7  GSC063GC144A  84.79 

S  128  PTPLS  0701 A1  144A  100 

S  85  PTPLS  0701 A2 144A  100 

S  50  PTPLS  0701  B 144A  100 

S  14  PTPLS  0701  C 144A  100 

S  16  PTPLS  0701  D  REGS  100 

S  10  PTPLS  0701  INCOME  NOTES  REGS  100 

S  8  PTPLS  0701  C  REGS  87.57 

S  1 1  PTPLS  0701  D  REGS  88.39 

S  15  LOCH  0601  B 144A  90 

S  20  TWOLF  0701  C  REGS  95.15 

S  2  ANDY  0701 A1B144A  97.39 

S  16  TWOLF  0701  C  REGS  72.5 

S  4  FORTIUS  II D  REGS  83.11 


Trade 
Date 


Ctr  Pity 
Client 


7/11/2007  BANKHAPOAL/ 
7/5/2007  BANK  HAPOAU 
6/19/2007  TOKYO  STAR/ 
6/13/2007  BASIS  CAPITAL 
6/13/2007  BASIS  CAPITAL 
6/11/2007  fBBBHHH 
6/11/2007  CARLYLE  BLU/ 
6/1 1/2007  MRMMi 
6/11/2007  HUNGKUKLIFE 

6/8/2007 

6/5/2007 

6/4/2007  ( 

6/4/2007 

6/1/2007 
5/30/2007  TOKYO  STAR  / 
5/24/2007  GREYWOLF  CA/ 
5/24/2007  PARAMAX  CAP/ 
5/24/2007  PARAMAX  CAP/ 
5/23/2007 1 
5/22/20071 
5/22/20071 
5/18/20071 
5/16/20071 
5/16/20071 
5/16/2007 
5/16/2007 
5/15/2007 
5/15/2007 
5/15/2007 ' 

5/15/2007  GM  PENSION 
5/15/2007* 
5/15/2007' 
5/15/2007 
5/11/2007: 
5/10/20071 
5/10/2007  I 

5/9/2007  I 

5/2/2007  RABOBANK  - 
4/24/2007  MONEYGRAM  I 
4/24/2007  MHHMWIt 
4/23/2007  MONEYGRAM  I 
4/19/2007  BASIS  CAPIT 
4/16/2007  DILLON  READ 
4/13/2007  MBIA  CAPITA 
4/12/2007  fflHHBM* 
4/11/2007  DILLON  READ 
4/11/2007  DILLON  READ 
4/11/2007  DILLON  READ 
4/1 1/2007  DILLON  READ 
4/1 1/2007  DILLON  READ 
4/11/2007  DILLON  READ 
4/10/2007  PLENUM  ASSE 
4/10/2007  MARINER  BRI 

4/6/2007  ■■■■Mi 

4/4/2007  GREYWOLF  CA 

4/3/2007  BENEFICIAL 
3/28/2007  POLYGON  INV 
3/28/2007 


*  in  CDS  format 

*  in  CDS  format 
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s 

5 

s 

5 

s 

11 

s 

3 

s 

5 

s 

10 

s 

9 

s 

15 

s 
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s 

50 

s 

200 

s 

100 

s 

100 

s 

30 

s 

11 

s 

11 

s 

32 

s 

40 

s 

15 

s 

5 

s 
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s 

4 

s 

125 

s 
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s 

365 

s 

8 

HUDMZ  061  D  REGS  83.23  3/28/2007  MARINER  BRI 

COOLC144A  87.45  3/27/2007 

ANDY  0701  A2  144A  97.24  3/26/2007 

BNLI061AA2  96.93  3/22/2007 

ANDY  0701  A2  144A  96.23  3/21/2007 

ANDY  0701  C  144A  92.38  3/21/2007 

BNLI 061A  A2  96.93  3/21/2007 

ANDY  0701 A2  144A  96.54  3/20/2007 

ANDY  0701  B144A  95.5  3/20/2007 

TWOLF  0701  A1A  144A  99.45  3/13/2007 

TWOLF0701 A1B144A  100  3/13/2007 

TWOLF  0701  A1C144A  99.71  3/13/2007 

TWOLF  0701  A1D144A  99.7  3/13/2007 

TWOLF  0701  D  REGS  92.41  3/13/2007 

TWOLF  0701  INCOME  NOTE  REGS  100  3/13/2007 

ANDY  0701  D  REGS  108.21  3/12/2007 

GSC063GA1B144A  99.07  3/9/2007 

DSQFVIIA2  144A  99.01  3/8/2007 

FORTIUS  II A2 144A  97.91  3/2/2007 

FORTIUS  II  B 144A  94.24  3/2/2007 

CAMBER  7  INC  NOTES  REGS  100  2/28/2007 

DSQFVIIA3  144A  99.44  2/28/2007 

HUDMZ  062  A1  144A  98.51  2/21/2007 

DSQFVIIE144A  90  2/20/2007 

CAMBER  7  A1  144A  100  2/16/2007 

HUDMZ  061  C  144A  93.9  2/14/2007  DILLON  READ 


PIMCO  -  USA 
GREYWOLF  CA 


MONEYGRAM I 
MONEYGRAM I 
MBIA  CAPITA 
BEAR  STEARN 
BEAR  STEARN 
BEAR  STEARN 
GREYWOLF  CA 
GREYWOLF  CA 
GSCP  (NJ)  L 
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Hedges  -  ABX  AAA  1,550  100.13  1,552 

Hedges  -  ABX  AA  and  A  662  92.75  614 

Hedges  -  ABX  BBB/BBB-  219  68.24  149     68.237 

Hedges  -  CMBX  BBB 

Hedges  -  ABX  BBB/BBB-  Bkdown   06-2  BBB  60  63 

06-2  BBB-  54  54.75 

06-1  BBB  56  82.25 

06-1  BBB-  49  73.5 


Footnote  Exhibits  -  Page  4467 


AA 
AA 
AA 
AA 
AA 
AA 
AA 
AA 
AA 
AA 

A 
A 
A 
A 
A 
A 
A 
A 
A 


BBB 
BBB 
BBB 
BBB 
BBB 
BBB 
BBB 
BBB 


BBB 

BBB 

BB 
BB 
BB 
BB 


B8714PAF3        TimberwoH 
730594AB4        Point  Pleasant 
730594AC2       Point  Pleasant 


443860AE1        Hudson  Mz  06-1 
730594AE8       Point  Pleasant 


Total  I  Weighted  Avg 


Mdys  S&P  Deal  Type 

Aaa  AAA  High  grade 

Aaa  AAA  CDO-squared 

Aaa  AAA  CDO-squared 

Aaa  AAA  High  grade 

Aaa  AAA  Mezz 

Aaa  AAA  CDO-squared 

Aaa  AAA  High  grade 

Aaa  AAA  Mezz 

Aaa  AAA  Mezz 

Aaa  AAA  Mezz 

Aaa  AAA  Mezz 


Aaa 
Aaa 
Aaa 


Aaa 
Aaa 

Aa2 
Aa2 
Aa2 
Aa2 
Aa1 
Aa2 
Aa2 
As2 
Aa2 
Aa2 

A2 
A2 
A3 
A2 
A2 
A2 
A2 
A2 
A2 

Baa2 
Baa2 
Baa2 
Baa2 
8aa2 
Baa2 
Baa2 
Baa2 
Baa2 
Baa2 
Baa2 
Baal 
Baa3 
Baa2 

Baal 


AAA  High  grade 

AAA  Mezz 

AAA  High  grade 

AAA  High  grade 

AAA  CDO-squared 

AAA  CDO-squared 

AAA  CDO-squared 

AA  Mezz 

AA  High  grade 

AA  Mezz 

AA  Mezz 

AA  .  High  grade 

AA  Mezz 

AA  CDO-squared 

AA  Mezz 

AA  Mezz 

AA  CDO-squared 


A 
A 
A- 
A 
A 
A 
A 
A 
A 

BBB 
BBB 
BBB 
BBB 
BBB 
BBB 
BBB 
BBB 
BBB 
BBB 
BBB 
BBB+ 
BBB- 
BBB 


High  grade 
High  grade 
Mezz 

High  grade 
High  grade 
Mezz 
Mezz 
Mezz 
CDO-squared 

High  grade 
High  grade 
High  grade 
High  grade 
High  grade 
High  grade 
High  grade 
CDO-squared 
Mezz 

High  grade 
Mezz 
Mezz 
Mezz 
CDO-squared 

Mezz 


Ba1  BB+  Mezz 

Ba1  BB+  Mezz 

Ba1  BB+  Mezz 

Ba2  BBB  Mezz 


5/25/07 
Face 

16.7 
9.0 
8.3 

20.0 
5.3 
6.0 

1,085.0 
115.0 

40.0 
130.0 

51.0 

1.8 
15.0 
30.5 
3.2 
245.0 
127.5 
35.0 

40.0 
46.0 
7.0 
5.5 
10.0 
37.7 
107.0 
51.0 
24.5 
50.0 

10.0 
11.6 

0.6 

6.0 
24.6 

6.8 
109.5 

6.0 
10.1 

12.9 
3.9 

16.4 
4.7 
5.0 
1.9 
1.4 

14.0 
1.7 
2.7 

58.6 

13.2 
2.0 
3.0 

5.0 

7.7 
2.8 

11.0 
8.0 

2,684.1 


Change 
(16.7) 


9.0 
8.3 
20.0 
5.3 
6.0 

1,085.0 
115.0 
40.0 
130.0 
51.0 

1.8 
15.0 
30.5 

1.9 
99.0 
107.5 
35.0 

40.0 

7.0 
5.5 
10.0 
37.7 
48.5 
51.0 
24.5 
50.0 


0.6 
6.0 
24.6 
6.8 
109.5 
6.0 
10.1 

12.9 
3.9 

16.4 
4.7 
5.0 

.  1.9 
1.4 

14.0 
1.7 
2.7 

58.6 

13.2 
2.0 
3.0 


5.0 

7.7 
2.8 
11.0 
8.0 


(1.4) 

(146.0) 

(20.0) 


(46.0) 


(58.5) 


(10.0) 
(11.6) 


Seen  A 

5/25/07  Mark 
100.0% 
100.0% 
100.0% 
100.0% 
100.0% 
100.0% 

99.5% 
.  95.0% 
99.8% 
.98.7% 
94.8% 

.97.5% 
69.8% 

.  93.5% 
95.0% 
80.0% 
90.0% 
82.5% 

80.0% 
98.0% 
78.3% 
95.0% 
89.5% 
87.8% 
65.0% 
82.0% 
,71.0% 
'65.0% 

7.93.5% 
93.8% 
92.5% 
84.0% 
87.0% 
91.7% 
60.0% 
55.0% 
55.0% 

70.7% 
89.0% 
75.0% 
85.5% 
80.2% 
81.5% 
63.0% 
67.6% 
55.0% 
86.5% 
.  52.0% 
45.0% 
40.0% 
50.0% 


Current 
Mark       Change 
0.0%  n/a 

99.5% 
99.5% 
99.5% 
99.5% 
99.5% 


50.0% 

56.0% 

47.0% 

0.5% 


96.5% 
85.0% 
99.0% 
90.0% 
84.0% 

91.0% 
70.0% 
76.0% 
80.0% 
60.0% 
77.0% 
65.0% 

62.5% 
30.0% 
57.5% 
90.0% 
62.5% 
70.0% 
55.0% 
60.0% 
50.0% 
50.0% 

0.0% 
0.0% 
80.0% 
50.0% 
50.0% 
12.0% 
10.0% 
25.0% 
30.0% 

40.0% 
30.0% 
40.0% 
65.0% 
30.0% 
65.0% 
55.0% 
45.0% 
45.0% 
65.0% 
10.0% 
10.0% 
10.0% 
25.0% 


15.0%  15.0% 


10.0% 
30.0% 
10.0% 
0.5% 


(0.01) 
(0.01) 
(0.01) 
(0.01) 
(0.01) 


(0.03) 
(0.10) 
(0.01) 
(0.09) 
(0.11) 

(0.06) 
(0.20) 
(0.18) 
(0.15) 
(0.20) 
(0.13) 
(0.18) 

(0.16) 
(0.68) 
(0.21) 
(0.05) 
(0.27) 
(0.18) 
(0.10) 
(0.22) 
(0.21) 
(0.15) 

n/a 
n/a 
(0.13) 
(0.34) 
(0.37) 
(0.80) 
(0.50) 
(0.30) 
(0.25) 

(0.31) 
(0.59) 
(0.35) 
(0.21) 
(0.50) 
(0.17) 
(0.28) 
(0.23) 
(0.10) 
(0.22) 
(0.42) 
(0.35) 
(0.30) 
(0.25) 


(0.40) 
(0.26) 
(0.37) 


Market  Value  5/25        Current  MM  Value 

16.72  -  "S"  tranche  High  grade 

9.00  9.0  "S"  tranche  CDO-squared 

8.30  8.3  "S"  tranche  CDO-squared 

20.00  19.9  "S"  tranche  High  grade 

5.30  5.3  "S"  tranche  Mezz 

6.00  6.0  "S"  tranche  CDO-squared 


1079.58 
109.25 

39.92 
128.31 

48.35 

1.75 
13.47 
28.52 
3.09 
196.00 
114.72 
28.88 

32.00 

45.08 

5.48 

5.23 

8.95 

33.10 

69.55 

41.82 

17.40 

32.50 

9.35 

10.90 

0.58 

5.04 

21.40 

6.21 

65.70 

3.30 

5.56 

9.13 
3.47 

12.30 
3.99 
3.98 
1.59 
1.18 
9.46 
0.93 
2.31 

30.49 
5.94 
0.80 
1.50 

0.75 

3.83 
1.56 
5.17 
0.04 


1,047.0  Super  Senior  High  grade 

97.8  Super  Senior  Mezz 

39.6  Super  Senior  Mezz 

117.0  Super  Senior  Mezz 

42.8  Super  Senior  Mezz 


1.6 

Mezz  AAA  High  grade 

10.5 

Mezz  AAA  Mezz 

23.2 

Mezz  AAA  High  grade 

1.5 

Mezz  AAA  High  grade 

59.4 

Mezz  AAA  CDO-squared 

82.8 

Mezz  AAA  CDO-squared 

22.8 

Mezz  AAA  CDO-squared 

25.0 

AA  Mezz 

- 

AA  High  grade 

4.0 

AAMezz 

5.0 

AAMezz 

6.3 

AA  High  grade 

26.4 

AA  Mezz 

26.7 

AA  CDO-squared 

30.6 

AAMezz 

12.3 

AAMezz 

25.0 

AA  CDO-squared 

. 

A  High  grade 

- 

A  High  grade 

0.5 

A  Mezz 

3.0 

A  High  grade 

12.3 

A  High  grade 

0.8 

A  Mezz 

11.0 

A  Mezz 

1.5 

A  Mezz 

3.0 

A  CDO-squared 

5.2 

BBB  High  grade 

1.2 

BBB  High  grade 

6.6 

BBB  High  grade 

3.0 

BBB  High  grade 

1.5 

BBB  High  grade 

1.3 

BBB  High  grade 

0.8 

BBB  High  grade 

6.3 

BBB  CDO-squared 

0.8 

BBB  Mezz 

1.7 

BBB  High  grade 

5.9 

BBB  Mezz 

1.3 

BBB  Mezz 

0.2 

BBB  Mezz 

0.8 

BBB  CDO-squared 

0.8 

BBB  Mezz 

0.8 

BB  Mezz 

0.8 

BBMezz 

1.1 

BBMezz 

0.0 

BB  Mezz 

V- 
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Footnote  Exhibits  -  Page  4468 


SP  CDO  Equity 


2002-2004  High  Grade 
2002-2004  High  Grade 
2002-2004  High  Grade 
2002-2004  High  Grade 


2005-2006 
2005-2006 
2005-2006 
2005-2006 
2005-2006 
2005-2006 
2005-2006 
2005-2006 
2005-2006 
2005-2006 
2005-2006 
2005-2006 
2005-2006 
2005-2006 


High  Grade 
High  Grade 
High  Grade 
High  Grade 
High  Grade 
High  Grade 
High  Grade 
High  Grade 
High  Grade 
High  Grade 
High  Grade 
High  Grade 
High  Grade 
High  Grade 


2001-2005  Mezz 
2001-2005  Mezz 
2001-2005  Mezz 
2001-2005  Mezz 

2006  Mezz 
2006  Mezz 
2006  Mezz 
2006  Mezz 
2006  Mezz 

CDO-squared 
CDO-squared 
CDO-squared 

Total  /  Weighted  Avg 


Hudson  Mezzanine  2006-1,  Ltd. 
Anderson 


Point  Pleasant 


5/25/07 

Current 

Face 

Face 

4.0 

4.0 

2.0 

2.0 

1.2 

1.2 

1.5 

1.5 

2.0 

2.0 

4.0 

4.0 

2.8 

2.8 

2.7 

2.7 

3.5 

3.5 

4.5 

4.5 

5.0 

5.0 

4.5 

4.5 

4.0 

4.0 

3.0 

3.0 

4.0 

4.0 

4.6 

4.6 

2.B 

2.8 

2.0 

2.0 

3.3 

3.3 

4.9 

4.9 

5.4 

2.4 

2.0 

2.0 

9.0 

9.0 

5.0 

5.0 

2.5 

2.5 

12.4 

12.4 

20.9 

20.9 

12.0 

12.0 

13.5 

13.5 

10.1 

10.1 

Change 
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156.0 


(3.0) 


Seen  A 

5/25/07 
Mark 

50.0% 
50.0% 
60.0% 
60.0% 

70.0% 
59.0% 
55.0% 
55.0% 
55.0% 
59.0% 
52.0% 
86.0% 
60.0% 
20.0% 
20.0% 
60.0% 
81.6% 
55.0% 

.:   1:0% 

59.0% 
57.0% 
58.0% 

56.0% 

67.0% 

50.0% 

;  50.0% 

,57.0% 

68.0% 
.71.0% 
71.0% 

92.2 


Current 
Mark 
40.0% 
40.0% 
48.6% 
45.0% 

56.7% 
45.0% 
30.0% 
44.0% 
44.0% 
20.0% 
25.0% 
10.0% 
48.6% 
30.0% 
16.2% 
48.6% 
15.0% 
15.0% 

0.8% 
10.0% 
46.2% 
47.0% 

1.0% 
5.0% 
5.0% 
20.0% 
10.0% 

50.0% 
20.0% 
15.0% 

37.0 


Change 

(0.1) 
(0.1) 
(0.1) 
(0.2) 

(0.1) 
(0.1) 
(0.3) 
(0.1) 
(01) 
(0.4) 
(0.3) 
(0.8) 
(0.1) 
0.1 
(0.0) 
(0.1) 
(0.7) 
(0.4) 

(0.0) 
(0.5) 
(0.1) 
(0.1) 

(0.6) 
(0.6) 
(0.5) 
(0.3) 
(0.5) 

(0.2) 
(0.5) 
(0.6) 


S/25/07 
Market 
Value 

2.0 
1.0 
0.7 
0.9 

1.4 
2.4 
1.5 
1.5 
1.9 
2.6 
2.6 
3.9 
2.4 
0.6 
0.8 
2.8 
2.2 
1.1 

0.0 
2.9 

3.1 
1.2 

5.0 
3.4 
1.3 
6.2 
11.9 


Current 
Mkt  Value   Comments 

1 .6   2002-2004  vintage  high  grade  -  seasoned  portfolio  in  good  shape 

0.8  2002-2004  vintage  high  grade  -  seasoned  portfolio  in  good  shape 

0.5589  2002-2004  vintage  high  grade  -  seasoned  portfolio  in  good  shape 

0.675  2002-2004  vintage  high  grade  -  seasoned  portfolio  in  good  shape 

1 . 1 34  2005  vintage  high  grade  -  no  exposure  to  2006  subprime 
1 .8  2005  vintage  high  grade  -  no  exposure  to  2006  subprime 
0.84  2005-2006  vintage  high  grade  -  single-A  minimum,  no  problems  in  portfolio 
1.18976  2005-2006  vintage  high  grade  -  single-A  minimum,  no  problems  in  portfolio 
1 .54  2006  vintage  high  grade  -  single-A  minimum,  no  problems  In  portfolio 
0.894  2006  vintage  high  grade  -  single-A  minimum,  no  problems  in  portfolio 
1.25  2006  vintage  high  grade  -  single-A  minimum,  no  problems  In  portfolio 
0.45  2006  vintage  high  grade  - 100%  prime  and  Alt-A  RMBS 
1.9197  2004-2005  vintage  high  grade  -  credit  is  in  good  shape,  but  has  experienced  cashflow  problems 
0.9099  2004-2005  vintage  high  grade  -  credit  is  In  good  shape,  but  has  experienced  cashflow  problems 
0.648  2005  vintage  high  grade  -  credit  is  in  good  shape,  but  has  experienced  cashflow  problems  related  to 
2.25504  2005  vintage  high  grade  -  credit  is  in  good  shape,  but  has  experienced  cashflow  problems  related  to 
0.4125 

0.3  2006  vintage  high  grade  -  portfolio  has  0.5%  in  single-A  second  liens 

0.026325  2001  vintage  mezz  deal  -  likely  no  further  distributions  to  equity 
0.49  2004-2005  vintage  mezz  deal  -  seasoned  portfolio  in  good  shape 
1 . 1 0808  2004-2005  vintage  mezz  deal  -  seasoned  portfolio  in  good  shape 
0.9396  2004-2005  vintage  mezz  deal  -  seasoned  portfolio  in  good  shape 


8.2 
9.6 
7.2 


0.09  2006  Vintage  mezz  deal 

0.25  2006  vintage  mezz  deal 

0.125  2006  vintage  mezz  deal 

2.484  2006  vintage  mezz  deal 

2.0935  2006  vintage  mezz  deal 


-40%RMBSdouble-B 

- 100%  ABX  06-1  and  06-1  BBB  and  BBB- 

-  60%  ABX  06-1  and  06-1  BBB  and  8BB- 

- 100%  RMBS  portfolio 

- 100%  RMBS  portfolio 


6  2005-2006  vintage  single-A  deal  -  quasi-CDO  squared  with  40%  single-A  CDOs  in  portfolio 
2.7  2005-2006  vintage  mezz  deal  -  quasi-CDO  squared  with  40%  triple-B  CDOs  In  portfolio 
1.51275  2005-2006  vintage  100%  single-A  CDO-squared 


~ ?< 
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Warehouse  Transition  Account* 

1b.^c™ 

Coupon / 

Premium  / 

CUSIP 

NAME 

Sector 

Original  Face 

Current  F 

Current  Face            Moody's 

S»P  Warehouse 

Synthetic? 

Margin 

Current  Mark 

00389PAC9 

ACABS2006-2AA2L 

SPCDO 

8.600,000 

1.00 

8,475,953   Aa2 

AA     ■      B 

I        no 

0.53% 

60.00% 

11B38WAC8 

BUCK  2006-3A  D 

SPCDO 

5,000.000 

1.00 

5.000,000   A2 

A       1 

no 

155% 

44.00% 

13189BAF8 

Camber  7  Pic  C 

SPCDO 

10.000,000 

1.00 

10.000.000   A2 

A                  1 

no 

2.00% 

30.00% 

13189BAFB 

CAMBR7AC 

SPCDO 

6,000.000 

1.00 

5,000.000   A2 

A      ■      I 

no 

2.00% 

30.00% 

13189BAFB 

CAMBR7AC 

SPCDO 

6,000,000 

1.00 

6,000,000  A2 

A      ■      ■ 

no 

2.00% 

30.00% 

12777CAE9 

CRNMZ  2006-2A  C 

SPCDO 

2,750,000 

1.00 

2,750.000   A2 

A      II 

no 

1.35% 

30.00% 

26442AAD0 

DUKEF2006-12AA3 

SPCDO 

15.000,000 

1.00 

15,000.000   A2 

A                 1 

no 

1.50% 

50.00% 

2391 1 AAE7 

DVSQ  2006-7 A  B 

SPCDO 

11.000.000 

1.00 

11.000,000   Aa2 

AA    I         ■ 

no 

0.50% 

73.00% 

38521TAJ5 

GRAND  200S-2A  B 

SPCDO 

6.000.000 

1.00 

6.000,000   Aa2 

AA    1         ■ 

no 

0.53% 

62.00% 

40536UAC6 

HLCDO  2006-1 A  B 

SPCDO 

8.400,000 

1.00 

8,400,000   Aa2 

AA    ■      ■ 

no 

0.54% 

63.00% 

443860AD3 

HUDMZ  2006-1 A  B 

SPCDO 

15.000,000 

1.00 

15.000.000  Aa2 

AA    I 

no 

0.62% 

60.00% 

443860AE1 

HUDMZ  20061  AC 

SPCDO 

15,000,000 

1.00 

15.000.000   A2 

A      1 

1        no 

1.60% 

10.00% 

46603EAD5 

IXCBO2006-3AA3L 

SPCDO 

9.000,000 

1.00 

9.000,000   A2 

A      1 

|        no 

1.40% 

47.00% 

487520AJ7 

KEFT  2006-1A  5 

SPCDO 

6,000,000 

1.00 

6,000.000   A2 

A  HH 

1        no 

1.35% 

37.00% 

S3959PAB0 

LOCH  2006-1 A  A 

SPCDO 

5.000.000 

0.99 

4.949,468  Aaa 

aaaH 

1       no 

0.45% 

80.00% 

53959PAC8 

LOCH  2O06-1A  B 

SPCDO 

15,000.000 

0.99 

14,840,889   Aa2 

AA    I 

1       no 

0.55% 

62.00% 

59B02RAL0 

MIDOR  2006-1 A  C 

SPCDO 

5,000,000 

1.00 

5,000,000   A2 

A 

1       no 

1.30% 

30.00% 

62864UAU 

MYSPT  061 A  C 

SPCDO 

5,000,000 

1.00 

5,000.000  A2 

A      1 

1       no 

1.45% 

30.00% 

S8630QAF4 

ORIN  20062  CI 

SPCDO 

10.000,000 

1.00 

10.000,000  A2 

A      1 

|        no 

1.50% 

25.00% 

74732AAD9 

PYXIS  2006-1  AC 

SPCDO 

14.000,000 

1.00 

14,000.000  A2 

A 

1        n0 

1.40% 

30.00% 

87337YAD8 

TABS  CDO  066  A3 

SPCDO 

15,000.000 

1.00 

15,000.000   A2 

A      1 

1        no 

1.40% 

30.00% 

89054BAE3 

TOPG062AB 

SPCDO 

12,000,000 

1.00 

12,000.000   A2 

A 

K        no 

1.45% 

30.00% 

216444AE9 

COOLD144A 

SPCDO 

2,000,000 

0.90 

1,802,966   Baa2 

BBSH 

1        no 

2.75% 

45.00% 

23910WAA8 

DSQFVID144A 

SPCDO 

3,125,000 

0.99 

3.096.875   Baa2 

BBSH 

E        no 

3.00% 

43.00% 

36293XAH0 

GSTREET  D  144A 

SPCDO 

5.000,000 

0.94 

4,722,483    Baa2 

bbbH 

1        no 

3.00% 

60.00% 

52902YAN5 

LEXN  073A  E 

SPCDO 

5,000.000 

1.00 

5,000.000   A3 

*-  1 

1       no 

2.00% 

42.00% 

85234AAJ5 

STACK  062A  VI 

SPCDO 

5.000.000 

1.00 

5.000.000   Baa2 

EBB  ■ 

I       no 

4.00% 

21.00% 

85768TAG4 

START  05CA  D 

SPCDO 

5.000.000 

0.98 

4.923.175   A2 

A-     §■■ 

1        no 

2.40% 

57.00% 

0S3500AG9 

AVNTI  2006-1 A  B 

SPCDO 

10.000,000 

1.00 

10,000,000   A2 

A  Ml 

yes 

2.00% 

12777CAE9 

CRNMZ  2006-2A  C 

SPCDO 

10.000,000 

1.00 

10,000,000  A2 

A       1 

i         yes 

1.85% 

13189BAF8 

CAMBR  7A  C 

SPCDO 

5.000.000 

1.00 

5.000,000   A2 

A      II 

yes 

2.55% 

13189TAE2 

CAMBR6AD 

SPCDO 

10.000.000 

1.00 

10,000,000   A2 

A  IH 

yes 

2.16% 

362470AC0 

GSCSF2005-1AA3 

SPCDO 

10.000.000 

1.00 

10.000,000   A2 

A  II 

yes 

2.01% 

46426RAE9 

ICM  2005-2A  C 

SP  CDO 

10,000.000 

1.00 

10.000,000   A2 

A 

yes 

1.75% 

49916RAE0 

KNOLL  2006-2A  C 

SPCDO 

10,000,000 

1.00 

9.976.220   A2 

A       ■ 

yes 

2.20% 

530150AL5 

LBRTS  2006-1  AD 

SPCDO 

10,000.000 

1.00 

10,000,000   A2 

A                  1 

yes 

2.65% 

53160QAC1 

LBRAC  2006-1  AC 

SPCDO 

7,500,000 

1.00 

7,500.000   A2 

A       1 

yes 

2.60% 

578325AD4 

MAYF  2006-1 A  A3L 

SPCDO 

10,000,000 

1.00 

10,000,000   A2 

A       II 

yes 

2.10% 

59802RAL0 

MIDOR  2006-1  AC 

SPCDO 

10,000,000 

1.00 

10,000,000   A2 

A       II 

yes 

2.20% 

612181AJ6 

MNPT  2006-2A  A4 

SPCDO 

10,000,000 

1.00 

10.000,000   A2 

A  IB 

yes 

2.05% 

62884UAL2 

MYSPT  2006-1  AC 

SPCDO 

5,000,000 

1.00 

5.000.000   A2 

A  IH 

yes 

1.75% 

83743LAJD 

SCF8AC 

SPCDO 

10,000,000 

0.96 

9.613.457   A2 

A       1 

yes 

2.10% 

89643PAD2 

TRNTY  2005-1A  B 

SPCDO 

10.000.000 

1.00 

10.000.000   A3 

*-  1 

yes 

2.20% 

925338AD7 

VERT2006-2AA3 

SPCDO 

5.000.000 

1.00 

5.000,000   A2 

A  l^H 

yes 

2.00% 

000829AD3 

ACABS  2006-AQA  A3 

SPCDO 

30,000,000 

1.00 

30,000,000   A2 

A    ■ 

yes 

1.70% 

142146AE9 

CACDO  2006-1A  C1 

SPCDO 

15,000.000 

1.00 

15.000.000   A2 

A  1 

1         yes 

1.55% 

26139UAD4 

DRACO  2007-1A  A3 

SPCDO 

10.000,000 

1.00 

10.000.000   A2 

a  .ihh 

yes 

2.85% 

53160QAC1 

LBRAC  2006-1  AC 

SPCDO 

15,000.000 

1.00 

15.000.000   A2 

a  i 

yes 

1.70% 

65882WAE5 

NCOVE  2006-3A  C 

SPCDO 

7.500,000 

0.98 

7,335.668   A3 

a- 

yes 

1.85% 

68626VAC6 

ORIN  2006-1  C 

SPCDO 

15.000.000 

1.00 

15.000,000   A2 

a  i 

yes 

1.70% 

74732AAD9 

PYXIS  2006-1 A  C 

SPCDO 

15,000,000 

1.00 

15.000,000   A2 

a  i 

yes 

1.70% 

11838WAC8 

BUCK  2006-3A  D 

SPCDO 

5,000.000 

1.00 

5,000,000   A2 

A  IH 

1         yes 

1.60% 

13189LAD1 

CAMBR  SAB 

SPCDO 

10.000,000 

1.00 

10.000,000   A3 

•*-  1 

1         yes 

2.26% 

12777CAE9 

CRNMZ  2006-2A  C 

SPCDO 

7,750.000 

1.00 

7,750.000   A2 

A  1 

1         yes 

1.62% 

17305CAD1 

CTIUS  2006-1A  C 

SPCDO 

10.000.000 

0.91 

9.072.767   A2 

A  1 

1        yes 

1.61% 

23910VAH5 

DVSQ  2006-6A  C 

SPCDO 

10.000.000 

1.00 

10,000.000   A2 

A  1 

f        yes 

1.47% 

361068AD1 

FRLNG  200B-1A  A3 

SPCDO 

10.000.000 

1.00 

10,000,000  A2 

A  1 

1        yes 

1.76% 

38521TAL0 

GRAND  2006-2A  C 

SPCDO 

10.000.000 

1.00 

10,000.000   A3 

A-  1 

1      yes 

1.51% 

484267AD5 

ICM  2006-HG1 A  A3 

SPCDO 

10.000,000 

1.00 

10,000.000   A2 

A  1 

1        yes 

1.52% 

46265BAJ7 

IPSW  2006-1  AC 

SPCDO 

10.000,000 

1.00 

10,000,000   A2 

A  1 

1      yes 

1.75% 

490562AG0 

KENT  2006-2A  C 

SPCDO 

10.000.000 

1.00 

10,000,000   A2 

A  1 

1     yes 

1.60% 

S9802RAL0 

MIDOR  2006-1  AC 

SPCDO 

5,000.000 

1.00 

5,000,000   A2 

A  1 

■        yes 

1.67% 

68619PAA2 

ORPT  2006-1  AD 

SPCDO 

10,000.000 

1.00 

10,000,000   A2 

A  1 

1       yes 

1.35% 

89054BAE3 

TOPG2006-2AB 

SPCDO 

10,000.000 

1.00 

10,000,000   A2 

A  1 

I       yes 

2.00% 

87337YAF3 

TABS2006-6AB2 

SPCDO 

5,000.000 

1.00 

5,000,000   BBB 

BaazfPm 

|       yes 

4.55% 

CDS  that  have  been  unwound: 

53160OAC1 

LBRAC  2006-1  AC 

SPCDO 

7,500,000 

1.00 

7.500.000  A2 

A  ■■* 

yes 

2.60% 

92S338A07 

Vertical  ABS  CDO  2006-2  A3 

SPCDO 

10,000,000 

1.00 

10.000.000  A2 

a  IB 

yes 

1.91% 

92534SAE0 

Vertical  ABS  CDO  2006-1  A3 

SPCDO 

10.000,000 

.    1.00 

10.000.000  A2 

A  1 

yes 

1.91% 

13189TAE2 

CAMBR  6AD 

SPCDO 

15,000.000 

1.00 

15.000,000  A2 

A  II 

yes 

1.73% 

12776YAD4 

CRNMZ2006-1A5 

SPCDO 

15,000,000 

1.00 

15,000,000   A2 

A  II 

yes 

1.67% 

26441NAD3 

DUKEF06-10AA3 

SPCDO 

15.000,000 

1.00 

15.000,000   A2 

A     ■      ■ 

yes 

1.47% 

37638NAD3 

GLCR2006-4AC 

SPCDO 

15,000.000 

0.99 

14.904,457   A2 

A                 1 

yes 

1.67% 

45072HAJ9 

IXCBO2006-2AC 

SPCDO 

15.000.000 

1.00 

15.000,000   A2 

A     1 

yes 

1.67% 

13189TAE2 

CAMBR  6AD 

SPCDO 

10.000.000 

1.00 

10.000.000   A2 

A      1 

yes 

2.13% 

12776YAD4 

CRNMZ  2006-1 A  5 

SPCDO 

10.000.000 

1.00 

10.000,000   A2 

A      1 

•yes 

1.86% 

46426YAC8 

ICM  2006-S2A-A3L 

SPCDO 

7,600,000 

1.00 

7.500.000   A2 

A      1 

yes 

2.30% 

487520AJ7 

KEFT  2006-1 A  5 

SPCDO 

4,000.000 

1.00 

4,000.000   A2 

A 

yes 

1.89% 

62864UAL2 

MYSPT  2006-1AC 

SPCDO 

10,000.000 

1.00 

10.000.000   A2 

A      1 

yes 

2.27% 

85233TAD8 

STAK2006-1A5 

SPCDO 

7.500,000 

1.00 

7,500.000   A2 

A 

1          yes 

2.20% 

87337YAC0. 

_,TABS20066AA2..=  ...  __• 

-.  SPCDO  - 

■--.■■     10.000.000 

1.00 

10.000.000   Aa2 

AA   ■ 

1         yes 

-  -  0.66% '  .-it 

-■.  •          ■-.     -- 

94769WAG8 

WEBS  2006-1 A  A3L 

SPCDO 

10.000,000 

1.00 

10.000.000   A2 

A    (^MP 

r        yes 

1.62% 
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WH  Summary  RMBS 


Pos 

C/F 

Spread 

Bond 

(MM) 

(MM) 

Bid 

Cusip 

Mkt  Value 

ACCR  071  M6 

3 

3 

65  00438QAK0 

1.95 

JPMAC  06RM1  M6 

7.278 

7.278 

65  46629NAM5 

4.7307 

LBMLT  067  M6 

10.378 

10.378 

60  54251 TAL3 

6.2268 

LBMLT  068  M6 

3.33 

3.33 

60  54251 UAL0 

1.998 

LBMLT  069  M6 

6 

6 

60  54251WAL6 

3.6 

MLMI  06MLN1  M6 

4 

4 

72  59023AAL0 

2.88 

SABR  06NC3  M5 

2 

2 

82  81377CAH1 

1.64 

SAST  063  M6 

4 

4 

62  80556AAK3 

2.48 

BLTN061AA1 

27 

27 

98  058521AA3 

26.46 

66.986 


51.9655 


77.57666 


66.966 
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SP  CDO  Hedges 


Coupon / 

Premium  / 

CUSIP 

NAME 

Sector 

Original  Face 

Current  Factor       Current  Face 

Margin 

88714PAF3 

TWOLF  2007-1A  A2 

CDO  Squared 

$ 

50,000,000.00 

1    $ 

50,000,000.00 

90 

88714PAG1 

TWOLF  2007-1 A  B 

CDO  Squared 

$ 

50,000,000.00 

1    $ 

50,000,000.00 

140 

878046AE1 

TAZ  2006-1A  B 

CDO  Mezzanine 

$ 

15,000,000.00 

1    $ 

15,000,000.00 

305 

08861 KAB2 

BFCSL  2006-1A  C 

CDO  Mezzanine 

$ 

15,000,000.00 

1    $ 

15,000,000.00 

260 

464267AC7 

ICM2006-HG1AA2 

CDO  Mezzanine 

$ 

15,000,000.00 

1    $ 

15,000,000.00 

125 

413358AC6 

HARP  2006-1A  B 

CDO  High  Grade 

$ 

15,000,000.00 

1    $ 

15,000,000.00 

50 

296605AD0 

ESPF  2006-1A  A4 

CDO  High  Grade 

$ 

15,000,000.00 

1    $ 

15,000,000.00 

350 

26450BAC9 

DUKEF  2006-HG5A  [  CDO  High  Grade 

$ 

15,000,000.00 

1    $ 

15,000,000.00 

250 

068325AB5 

BARM  2006-1 A  A2 

CDO  Mezzanine 

$ 

12,500,000.00 

1    $ 

12,500,000.00 

177 

13189TAE2 

CAMBR  6AD 

CDO  Mezzanine 

$ 

10,000,000.00 

1    $ 

10,000,000.00 

145 

92534FAD0 

VRGO2006-1AA3 

CDO  Mezzanine 

$ 

10,000,000.00 

1    $ 

10,000,000.00 

274 

80918HAE5 

SCORP  2006-1A  B 

CDO  Mezzanine 

$ 

10,000,000.00 

1    $ 

10,000,000.00 

65 

402552AE3 

GSATL  2007-1A  B 

CDO  Mezzanine 

$ 

10,000,000.00 

1    $ 

10,000,000.00 

375 

53160QAC1 

LBRAC  2006-1A  C 

CDO  Mezzanine 

$ 

10,000,000.00 

1    $ 

10,000,000.00 

645 

13189BAE1 

CAMBR  7A  B 

CDO  Mezzanine 

$ 

10,000,000.00 

1    $ 

10,000,000.00 

275 

62864UAL2 

MYSPT  2006-1A  C 

CDO  Mezzanine 

$ 

7.500,000.00 

1    $ 

7,500,000.00 

575 

02076YAC4 

ALPHA  2007-1A  3 

CDO  Mezzanine 

$ 

7,500,000.00 

1    $ 

7,500,000.00 

400 

00081 NAC5 

ACABS  2005-1 A  A2 

CDO  Mezzanine 

$ 

7,500,000.00 

1    $ 

7,500,000.00 

102 

26441 EAE1 

DUKEF  2005-HG1A  t  CDO  High  Grade 

$ 

7,500,000.00 

1    $ 

7,500,000.00 

185 

02076YAA8 

ALPHA  2007-1A  2 

CDO  Mezzanine 

$ 

6,250,000.00 

1    $ 

6,250,000.00 

231 

26450AAA5 

DUKEF  2005-9A  A1 

CDO  Mezzanine 

$ 

6,250,000.00 

1    $ 

6,250,000.00 

102 

45072HAJ9 

IXCBO  2006-2A  C 

CDO  Mezzanine 

$ 

5,000,000.00 

1    $ 

5,000,000.00 

132 

45072HAJ9 

IXCBO  2006-2A  C 

CDO  Mezzanine 

$ 

5,000,000.00 

1    $ 

5,000,000.00 

132 

26442AAD0 

DUKEF  2006-1 2A  A3  CDO  Mezzanine 

$ 

5,000,000.00 

1    $ 

5,000,000.00 

202 

45072HAJ9 

IXCBO  2006-2A  C 

CDO  Mezzanine 

$ 

5,000,000.00 

1    $ 

5,000,000.00 

145 

50011PAC0 

KDIAK  2006-1A  B 

CDO  High  Grade 

$ 

5,000,000.00 

1    $ 

5,000,000.00 

65 

925338AC9 

VERT2006-2AA2 

CDO  Mezzanine 

$ 

4,776,000.00 

1    $ 

4,776,000.00 

137 

053500AE4 

AVNTI  2006-1 A  A3 

CDO  Mezzanine 

$ 

4,776,000.00 

1    $ 

4,776,000.00 

77 

13189BAE1 

CAMBR  7A  B 

CDO  Mezzanine 

$ 

4,776,000.00 

1    $ 

4,776,000.00 

77 

49916RAD2 

KNOLL  2006-2A  B 

CDO  Mezzanine 

$ 

4,350,000.00 

0.997621988    $ 

4,339,655.65 

213 

925338AC9 

VERT  2006-2A  A2 

CDO  Mezzanine 

$ 

3,000,000.00 

1    $ 

3,000,000.00 

137 

13189BAE1 

CAMBR  7A  B 

CDO  Mezzanine 

$ 

3,000,000.00 

1    $ 

3,000,000.00 

77 

053500AE4 

AVNTI2006-1AA3 

CDO  Mezzanine 

$ 

3,000,000.00 

1    $ 

3,000,000.00 

77 

00082NAC4 

ACABS  2005-2A  A2V  CDO  Mezzanine 

$ 

2,500,000.00 

0.876414657    $ 

2,191,036.64 

312 

068325AC3 

BARM  2006-1A  B 

CDO  Mezzanine 

$ 

2,500,000.00 

1    $ 

2,500,000.00 

312 

12777CAC3 

CRNMZ  2006-2A  B1 

CDO  Mezzanine 

$ 

2,500,000.00 

1    $ 

2,500,000.00 

312 

85233XAB3 

STAK2005-2AC 

CDO  Mezzanine 

$ 

2,500,000.00 

1    $ 

2,500,000.00 

312 

00082NAC4 

ACABS  2005-2A  A2V  CDO  Mezzanine 

$ 

2,500,000.00 

0.876414657    $ 

2,191,036.64 

312 

053500AE4 

AVNTI  2006-1A  A3 

CDO  Mezzanine 

$ 

2,500,000.00 

1    $ 

2,500,000.00 

312 

14167CAC7 

CABAY  2006-1A  A2 

CDO  Mezzanine 

$ 

2,500,000.00 

1    $ 

2,500,000.00 

312 

12498YAC3 

CBCL16AB 

CDO  Mezzanine 

$ 

2,500,000.00 

1    $ 

2,500,000.00 

312 

925338AC9 

VERT  2006-2A  A2 

CDO  Mezzanine 

$ 

2,224,000.00 

1    $ 

2,224,000.00 

137 

13189BAE1 

CAMBR  7A  B 

CDO  Mezzanine 

$ 

2,224,000.00 

1    $ 

2,224,000.00 

77 

053500AE4 

AVNTI  2006-1A  A3 

CDO  Mezzanine 

$ 

2,224,000.00 

1    $ 

2,224,000.00 

77 

49916RAD2 

KNOLL  2006-2A  B 

CDO  Mezzanine 

$ 

2,025,000.00 

0.997621988    $ 

2,020,184.53 

213 

62864UAL2 

MYSPT  2006-1A  C 

CDO  Mezzanine 

$ 

2,000,000.00 

1    $  . 

2,000,000.00 

575 

49916RAD2 

KNOLL  2006-2A  B 

CDO  Mezzanine 

$ 

1,125,000.00 

0.997621988    $ 

1,122,324.74 

213 

05539MAD2 

BFCGE  2006-1A  A3L  CDO  Mezzanine 

$ 

500,000.00 

0.99088516    $ 

495,442.58 

225 

085558AE4 

BNLI  2006-1A  A2 

CDO  High  Grade 

$ 

5,000,000.00 

0.977047155    $ 

4,885,235.77 

250 

85768PAB3 

START  2005-AA  B 

CDO  Mezzanine 

$ 

10,000,000.00 

1    $ 

10,000,000.00 

407 

74956AAC0 

RFCCD  2005-3A  C 

CDO  Mezzanine 

$ 

5,000,000.00 

1    $ 

5,000,000.00 

585 

61239QAD9 

MONT  2006-1 A  A3 

CDO  Mezzanine 

$ 

5,000,000.00 

0.978072085    $ 

4,890,360.42 

250 

13189BAE1 

CAMBR  7A  B 

CDO  Mezzanine 

$ 

5,000,000.00 

1    $ 

5,000,000.00 

572 

92534EAD3 

VERT  2005-1A  C 

CDO  Mezzanine 

$ 

5,000,000.00 

1    $ 

5,000,000.00 

445 

85233VAC5 

STACK  2004-1A  C 

CDO  Mezzanine 

$ 

5,000,000.00 

1    $ 

5,000,000.00 

405 

722694AD8 

PINEM  2005-A  C 

CDO  Mezzanine 

$ 

10,000,000.00 

1    $ 

10,000,000.00 

175 

417214AC7 

HARTS  2007-1A  A2 

CLO 

$ 

1,600,000.00 

1     $ 

1,599,642.12 

380 

$    340,734,919.09 


310.48 
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From:      ficc-ops-cdopricing 

Sent:       Thursday,  July  05,  2007  12:08  PM 

To:  jkrause@moneygram.com;  njones@moneygram.com 

Cc:  ficc-ops-cdopricing;  Gilligan,  Brendan  [Sec  Div] 

Subject:  MoneyGram  Marks  from  GS  as  of  06/29/07 


[Description 


"llldentlfler" 


"||Bld  for  Protection 


l|Slze 


Cash  Bid  Price 


|  ANDY  2007- 1 A  A2 


O34O50AD6 


"1|90.16295 


"1|91.91295 


3mm 


IANDY2007-1AB 


"1|034O50AE4~ 


"||82.15 


]|mT 


i3mm 


"||92.14 


"||93.64 


1 3mm 


]|ST 


3mm 


|PTPLS2007-1AA2 


"||730594AC2~ 


"||80  2052 


IK 


~|J83.20S2 


E 


1 3mm 


|3mm 


~||98.3125 


ls£ 


|3mm 


TWOLF2007-1AA2 


88714PAF3 


83 


86 


3mm 


"||80.32 


"]|70.37 


~||83.32 


3mm 


"||73.37 


|3mm 


Disclaimer:  The  attached  information  regarding  the  valuation  of  instruments  is  being  provided  at  your  request 
for  your  consideration  and  internal  use  only  and  not  for  the  purpose  of  soliciting  or  recommending  any  action 
by  you.  You  should  carefully  review  the  explanations  that  are  included  with  the  attached  information  and  ensure 
that  you  understand  the  information  that  is  being  provided.  Any  questions  regarding  the  nature  of  this 
information  should  be  raised  promptly  with  your  Goldman  Sachs  contact  person.  The  valuation  listed  in  the 
attached  information  represents  (i)  the  bid  price  at  which  Goldman,  Sachs  or  one  of  its  affiliates  ("Goldman 
Sachs")  would  have  been  prepared  to  buy  the  specified  instrument;  and,  (ii)  if  applicable,  the  price  at  which 
Goldman  Sachs  would  have  been  prepared  to  enter  into  a  credit  default  product  by  which  Goldman  Sachs  would 
buy  protection  on  the  specified  instrument.  In  each  case,  the  valuation  is  valid  only  as  of  the  open  of  business  in 
New  York  on  the  date  of  the  information;  such  valuation  is  not  applicable  at  any  other  time.  Moreover,  such 
valuation  may  be  affected  by  orders  entered  or  transactions  executed  by  us  or  other  market  participants  after  the 
time  of  the  valuation.  In  addition,  the  valuations  listed  in  the  attached  information  are  expressed  in  terms  of  a 
position  in  the  relevant  instrument  of  a  specified  size,  which  is  not  necessarily  the  size  of  any  actual  position, 
and  the  valuation  is  applicable  only  with  respect  to  the  specified  size.  The  valuation  does  not  indicate  a  price  at 
which  Goldman  Sachs  would  be  wilting  to  enter  into  a  transaction  with  respect  to  any  other  size,  nor  does  it 
reflect  a  valuation  that  relates  to  (or  may  be  extrapolated  to)  a  position  or  transaction  of  any  other  size.  In  the 
future,  Goldman  Sachs  may  change  the  transaction  size  for  which  valuations  are  provided  without  notice. 
Because  the  valuations  included  in  the  attached  information  relate  to  different  types  of  instruments,  these 
valuations  should  not  be  used  as  the  basis  for  determining  a  mid-market  valuation.  The  valuations  listed  in  the 
attached  information  do  not  necessarily  reflect  your  entire  portfolio.  In  determining  the  valuation  of  an 
instrument,  Goldman  Sachs  might  not  take  into  account  certain  factors,  including,  without  limitation,  liquidity 
adjustments  appropriate  given  the  position  size.  In  addition,  the  considerations  and  approach  utilized  in 
preparing  such  valuations  may  differ  from  those  utilized  by  Goldman  Sachs  in  valuing  positions  for  purposes  of 
its  own  books  and  records.  Without  limitation  of  the  foregoing,  Goldman  Sachs  may  utilize  valuation  models 
for  its  own  books  to  generate  mid-market  valuations  that  differ  from  the  mid-point  between  bids  and  offers  used 
to  value  client  positions. 
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Retained  &  Warehouse  -  Risk 


6/29/2007 


Current  Face 


Retained  CDOs 


Super  Senior 

MezzAAA 

AA 

A 

BBB 

BB 

Equity 


Total  -  Retained 


tsmtstisxM         wsmms*® 

|  Sector 

Notionals  ($mm) 

Difference! 

"S"  tranche 

45                                                49 

17 

1,421 
458 
379 
185 
146 
29 
159 


2,843 


1,421 
291 
283 
164 
146 
29 
156 


■233S- 


167 
96 

22 


3 


Warehouse 
Transition 


WH  Assets  -  SP  CDO  cash  +  CDS 
WH  Assets  -  RMBS 
WH  Assets  -  CMBS 
WH  Assets  -  CLO 


742 

390 

119 

70 


600 
67 


142 

323 

119 

70 


Total  -  WH  Transition 


1,320 


667 


653 


Hedges 


Hedges  -  SP  CDO  CDS 
Hedges  -  ABX  AAA 
Hedges  -  ABX  AA  and  A 
Hedges  -  ABX  BBB/BBB- 
Hedges  -  CMBX  BBB 


153 
1,550 
1,109 

649 
50 


341 

1,550 

662 

359 


(188) 

447 

290 

50 


Total  -  Hedges 


3,511 


2,912 


599 
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Retained  &  Warehouse  -  Risk 


6/29/2007 


Market  Value 


Retained  CDOs 


|  Sector      ~~ 

"S"  tranche 

Super  Senior 

Mezz  AAA 

AA 

A 

BBB 

BB 

Equity 


5/25/2007 


Today 


Notionals  (Smm) 

65 

49 

1,405 

1,389 

386 

237 

291 

200 

128 

89 

88 

66 

11 

8 

92 

71 

Difference! 


17 
16 
150 
92 
39 
22 
3 
21 


Total  -  Retained 


~Z3ST- 


~2TTC»~ 


"35T 


Warehouse 
Transition 


WH  Assets  -  SP  CDO  cash  +  CDS 
WH  Assets  -  RMBS 
WH  Assets -CMBS 
WH  Assets  -  CLO 


518 

341 

104 

54 


407 
49 


111 
291 
104 

54 


Total  -  WH  Transition 


1,016 


456 


560 


Hedges 


Hedges  -  SP  CDO  CDS 
Hedges  -  ABX  AAA 
Hedges  -  ABX  AA  and  A 
Hedges  -  ABX  BBB/BBB- 
Hedges  -  CMBX  BBB 


142 
1,553 
1,094 

530 

52 


301 

1,553 

631 

262 


(160) 

464 
267 


Total  -  Hedges 


3371 


2,748 


571 


A 
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SP  CDO  Debt 

5/29/07 

Seen  A 

Current 

Tranche 

CUSIP 

Deal 

Class 

Mdys 

S&P 

Deal  Type 

Face 

Current  Face 

Change 

5/25/07  Mark 

Mark 

Change 

"S"  tranche 

HHH 

^RVHRV 

S 

Aaa 

AAA 

High  grade 

16.7 

- 

(16.7) 

100.0% 

100.0% 

- 

"S"  tranche 

8B714PA/5 

Timberwolf 

81 

Aaa 

AAA 

CDO- squared 

9.0 

9.0 

- 

100.0% 

100.0% 

- 

"S"  tranche 

88714PAK2 

Timberwolf 

S2 

Aaa 

AAA 

CDO-squared 

8.3 

8.3 

- 

100.0% 

100.0% 

- 

"S"  tranche 

H       ■& 

^ 1 

S 

Aaa 

AAA 

High  grade 

20.0 

20.0 

- 

100.0% 

100.0% 

- 

"S"  tranche 

^B        wm 

41         H( 

S 

Aaa 

AAA 

Mezz 

5.3 

5.3 

- 

100.0% 

100.0% 

- 

"S"  tranche 

730594AAB 

Point  Pleasant 

S 

Aaa 

AAA 

CDO-squared 

6.0 

6.0 

- 

100.0% 

100.0% 

Super  Senior 

jHUfj 

A1-e 

Aaa 

AAA 

High  grade 

1,085.0 

1,085.0 

- 

99.5% 

98.5% 

(0.01) 

Super  Senior 

M      ^ 

A1 

Aaa 

AAA 

Mezz 

115.0 

115.0 

- 

95.0% 

92.5% 

(0.03) 

Super  Senior 

^aWii5r 

1    A1 

Aaa 

AAA 

Mezz 

40.0 

40.0 

- 

99.8% 

99:3% 

(0.01) 

Super  Senior 

034050AB0 

Anderson 

A1-a 

Aaa 

AAA 

Mezz 

130.0 

130.0 

- 

98.7% 

97.3% 

(0.01) 

Super  Senior 

034050AC8 

Anderson 

A1-b 

Aaa 

AAA 

Mezz 

51.0 

51.0 

- 

94.8% 

93.0% 

(0.02) 

MezzAAA 

,^^-_ 

■■■■■H 

A2 

Aaa 

AAA 

High  grade 

1.8 

1.8 

. 

97.5% 

96.0% 

(0.01) 

MezzAAA 

^|      ft 

MM| 

A2 

Aaa 

AAA 

Mezz 

15.0 

15.0 

- 

89.8% 

83.3% 

(0.06) 

MezzAAA 

ttm       h 

fMg| 

A2 

Aaa 

AAA 

High  grade 

30.5 

30.5 

- 

93.5% 

86.4% 

(0.07) 

MezzAAA 

n 

^B  Kv 

A2 

Aaa 

AAA 

High  grade 

3.2 

1.9 

(14) 

95.0% 

92.4% 

(0.03) 

MezzAAA 

^S     WD 

Timberwolf 

A2 

Aaa 

AAA 

CDO-squared 

245.0 

99.0 

(146.0) 

80.0% 

75.0% 

(0.05) 

MezzAAA 

730594AB4 

Point  Pleasant 

A1 

Aaa 

AAA 

CDO-squared 

127.5 

107.5 

(20.0) 

90.0% 

87.0% 

(0.03) 

MezzAAA 

730594AC2 

Point  Pleasant 

A2 

Aaa 

AAA 

CDO-squared 

35.0 

35.0 

- 

82.5% 

76.0% 

(0.06) 

AA 

M^g 

■■• 

B 

Aa2 

AA 

Mezz 

40.0 

40.0 

. 

80.0% 

72.1% 

(0.08) 

AA 

•B   Sb 

vhlv 

B 

Aa2 

AA 

High  grade 

46.0 

- 

(46.0) 

98,0% 

0.0% 

(0.98) 

AA 

347203AE1 

Fort  Denison 

B 

Aa2 

AA 

Mezz 

7.0 

7.0 

- 

78.3% 

68.4% 

(0.10) 

AA 

gp^^l 

|  A3 

Aa2 

AA 

Mezz 

5.5 

5.5 

- 

95:0% 

90.4% 

(0.05) 

AA 

^B   LvV 

B 

Aa1 

AA 

High  grade 

10.0 

10.0 

- 

89.5% 

75.9% 

(0.14) 

AA 

034050AE4 

Anderson 

B 

Aa2 

AA 

Mezz 

37.7 

37.7 

- 

87.8% 

82.9% 

(0.05) 

AA 

88714PAG1 

Timberwolf 

B 

Aa2 

AA 

CDO-squared 

107.0 

57.0 

(50.0)  . 

65.0% 

66.3% 

0.01 

AA 

443860AD3 

Hudson  Mz  06-1 

B 

Aa2 

AA 

Mezz 

51.0 

51.0 

- 

82.0% 

74.2% 

(0.08) 

AA 

WHLW 

^MHBBaW 

B 

Aa2 

AA 

Mezz 

24.5 

24.5 

- 

71.0% 

63.2% 

(0.08) 

AA 

730594AD0 

Point  Pleasant 

B 

Aa2 

AA 

CDO-squared 

50.0 

50.0 

- 

65.0% 

62.0% 

(0.03) 

A 

(BH|| 

M 

C 

A2 

A 

High  grade 

10.0 

. 

(10.0) 

93.5% 

0.0% 

(0.94) 

A 

m 

flHMB 

C 

A2 

A 

High  grade 

11.6 

- 

(11.6) 

93.8% 

0.0% 

n/a 

A 

■■i   Bp 

^S  fifc^_ 

C 

A3 

A- 

Mezz 

0.6 

0.6 

- 

92.5% 

92.5% 

- 

A 

ta      g| 

cl  Hhm 

C 

A2 

A 

High  grade 

6.0 

6.0 

- 

■-'.-,'     84.0% 

67.0% 

(0.17) 

A 

^1         HP 

g|     BM 

C 

A2 

A 

High  grade 

24.6 

24.6 

- 

87.0% 

67.2% 

(0.20) 

A 

034050AF1 

Anderson 

C 

A2 

A 

Mezz 

6.8 

6.8 

- 

.  "\91.7% 

78.8% 

(0.13) 

A 

443860AE1 

Hudson  Mz  06-1 

C 

A2 

A 

Mezz 

109.5 

109.5 

- 

60.0% 

50.8% 

(0.09) 

A 

4MMMB) 

4MHMBHB 

C 

A2 

A 

Mezz 

6.0 

6.0 

- 

.;>"     55.0% 

40.9% 

(0.14) 

A 

730594AE8 

Point  Pleasant 

C 

A2 

A 

CDO-squared 

10.1 

10.1 

- 

55.0% 

48.0% 

(0.07) 

BBB 

^■■M 

D 

Baa2 

BBB 

High  grade 

12.9 

12.9 

. 

70.7% 

56.4% 

(0.14) 

BBB 

vBBBp 

0 

Baa2 

BBB 

High  grade 

3.9 

3.9 

- 

89.0% 

74.6% 

(0.14) 

BBB 

^l  m 

D 

Baa2 

BBB 

High  grade 

16.4 

16.4 

- 

75.0% 

55.7% 

(0.19) 

BBB 

M              BVj 

1    o 

Baa2 

BBB 

High  grade 

4.7 

4.7 

'- 

85.5% 

83.3% 

(0.02) 

BBB 

■9         B^^^^^ 

D 

Baa2 

BBB 

High  grade 

5.0 

5.0 

- 

80.2% 

36.4% 

(0.44) 

BBB 

■     B 

D 

Baa2 

BBB 

High  grade 

1.8 

1.9 

- 

81.5% 

73.7% 

(0.08) 

BBB 

^H     Bi 

D 

Baa2 

BBB 

High  grade 

1.4 

1.4 

- 

83.0% 

69.6% 

(0.13) 

BBB 

^b  m 

D 

Baa2 

BBB 

CDO-squared 

14.0 

14.0 

- 

67.6% 

53.1% 

(0.15) 

BBB 

^Emm 

C1 

Baa2 

BBB 

Mezz 

1.7 

1.7 

- 

55.0% 

55.0% 

- 

BBB 

I              ■ 

Baa2 

BBB 

Highgrade 

2.7 

2.7 

- 

;....:   86.5% 

72.2% 

(0.14) 

BBB 

443BBW^B 

HudsonMzOS-1 

D 

Baa2 

BBB 

Mezz 

58.6 

58.6 

- 

52.0% 

37.3% 

(0.15) 

BBB 

fH 

ammMMBM 

D 

Baal 

BBB+ 

Mezz 

13.2 

13.2 

- 

45.0% 

30.3% 

(0.15) 

BBB 

■     B 

H          1 

E 

Baa3 

BBB- 

Mezz 

2.0 

2.0 

- 

:■■        40.0% 

26.4% 

(0.14) 

BBB 

730591AA2 

Point  Pleasant 

D 

Baa2 

BBB 

CDO-squared 

3.0 

3.0 

- 

50.0% 

40.0% 

(0.10) 

BBB 

■■— J 

Ok^ 

B 

Baal 

Mezz 

5.0 

5.0 

- 

'..  .    15.0% 

15.0% 
0.0% 

- 

BB 

IBH   ■■ 

E 

Ba1 

BB+ 

Mezz 

7.7 

7.7 

- 

.   50:0% 

31.9% 

(0.18) 

BB 

5Bb3bh9 

D 

Ba1 

BB+ 

Mezz 

2.8 

2.8 

- 

56.0% 

50.4% 

(0.06) 

BB 

443860AG6 

Hudson  Mz  06-1 

E 

Ba1 

BB+ 

Mezz 

11.0 

11.0 

- 

47.0% 

'  33.4% 

(0.14) 

BB 

I  VJBM 

B 

Ba2 

BBB 

Mezz 

8.0 

8.0 

- 

.      0.5% 

0.5% 

- 

Total  /  Weighted  Avg 

2,684.1 

2,605.0 

Market  Value  5/25       Current  Mkt  Value 

16.72 

- 

"S"  tranche  High  grade 

9.00 

9.0 

"S"  tranche  CDO-squared 

8.30 

8.3 

"S"  tranche  CDO-squared 

20.00 

20.0 

"S"  tranche  High  grade 

5.30 

5.3 

"S"  tranche  Mezz 

6.00 

6.0 

"S"  tranche  CDO-squared 

0.00 

- 

1079.58 

1,069.1 

Super  Senior  High  grade 

109.25 

106.3 

Super  Senior  Mezz 

39.92 

39.7 

Super  Senior  Mezz 

128.31 

126.4 

Super  Senior  Mezz 

48.35 

47.4 

Super  Senior  Mezz 

0.00 

- 

1.75 

1.7 

Mezz  AAA  High  grade 

13.47 

12.5 

Mezz  AAA  Mezz 

28.52 

26.4 

Mezz  AAA  High  grade 

3.09 

1.7 

Mezz  AAA  High  grade 

196.00 

74.3 

Mezz  AAA  CDO-squared 

114.72 

93.5 

Mezz  AAA  CDO-squared 

28.88 

26.6 

Mezz  AAA  CDO-squared 

0.00 

- 

32.00 

28.8 

AAMezz 

45.08 

- 

AA  High  grade 

5.48 

4.8 

AAMezz 

5.23 

5.0 

AAMezz 

8.95 

7.8 

AA  High  grade 

33.10 

31.2 

AA  Mezz 

69.55 

37.8 

AA  CDO-squared 

41.82 

37.9 

AAMezz 

17.40 

15.5 

AAMezz 

32.50 

31.0 

AA  CDO-squared 

0.00 

- 

9.35 

- 

A  High  grade 

10.90 

- 

A  High  grade 

0.58 

0.6 

A  Mezz 

5.04 

4.0 

A  High  grade 

21.40 

16.5 

A  High  grade 

6.21 

5.3 

A  Mezz 

65.70 

55.6 

A  Mezz 

3.30 

2.5 

A  Mezz 

5.56 

4.6 

A  CDO-squared 

0.00 

- 

9.13 

7.3 

BBB  High  grade 

3.47 

2.9 

BBB  High  grade 

12.30 

9.1 

BBB  High  grade 

3.99 

3.9 

BBB  High  grade 

3.98 

1.8 

BBB  High  grade 

1.59 

1.4 

BBB  High  grade 

1.18 

1.0 

BBB  High  grade 

9.46 

7.4 

BBB  CDO-squared 

0.93 

0.9 

BBB  Mezz 

2.31 

1.9 

BBB  High  grade 

30.49 

21.9 

BBB  Mezz 

5.94 

4.0 

BBB  Mezz 

0.80 

0.5 

BBB  Mezz 

1.50 

1.2 

BBB  CDO-squared 

0.75 

0.8 

BBB  Mezz 

0.00 

- 

3.83 

2.4 

BBMezz 

1.56 

1.4 

BBMezz 

5.17 

3.7 

BBMezz 

0.04 

0.0 

BBMezz 

So  g 
no  ti 
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Warehouse  Transition  Account 

67.78% 

Coupon / 
Premium  / 

CUSIP 

NAME 

Sector 

Original  Face . 

Current  F 

Current  Face 

Moody's 

SiP  Warehouse 

Synthetic? 

Margin 

Current  Mark 

MV 

00389PAC9 

ACABS  2006-2A  A2L 

SPCDO 

B,5O0.000 

1.00 

8,500.000 

Aa2 

AA     ■      A 

no 

0.53% 

70.84%          S 

6,021.255.03 

11838WAC8 

BUCK  2006-3A  D 

SPCDO 

5,000.000 

1.00 

5.000.000 

A2 

A       II 

no 

1.25% 

67.24%           ! 

3.361,979.17 

13189BAF8 

Camber  7  Pic  C 

SPCDO 

10,000.000 

1.00 

10.000,000 

A2 

A       1 

no 

2.00% 

60.28%           1 

6.028.375.00 

13189BAFB 

CAMBR  7A  C 

SPCDO 

5,000,000 

1.00 

5,000,000 

A2 

A       II 

no 

2.00% 

60.28%           I 

3.014.187.50 

131898AF8 

CAMBR  7A  C 

SPCDO 

6,000,000 

1.00 

6,000,000 

A2 

A       II 

no 

2.00% 

60.28%           ! 

3.617.025.00 

12777CAE9 

CRNMZ  2006-2A  C 

SPCDO 

2.750,000 

1.00 

2.750,000 

A2 

A       1 

no 

1.35% 

55.98%           i 

1,539.447.71 

26442AAD0 

DUKEF20O6-12AA3 

SPCDO 

15.000.000 

1.00 

15,000.000 

A2 

A       II 

•  no 

1.50% 

74.46%           t 

11.169.421.68 

23911AAE7 

DVSQ  2006-7A  B 

SPCDO 

11.000.000 

1.00 

11,000,000 

Aa2 

AA     M       H 

no 

0.50% 

75.83%           ) 

8.340.860.00 

36521 TAJ5 

GRAND  2006-2A  B 

SPCDO 

6.000.000 

1.00 

6.000.000 

Aa2 

AA     1 

no 

0.53% 

72.24%           i 

4,334,549.10 

40536UAC6 

HLCDO  2008-1A  B 

SPCDO 

8,400,000 

1.00 

8,400,000 

Aa2 

AA     ■ 

no 

0.54% 

68.40%           i 

5,745,812.10 

443860AD3 

HUDMZ2008-1AB 

SPCDO 

15,000,000 

1.00 

15,000,000 

Aa2 

AA     1 

no 

0.62% 

76.32%           1 

11.448,000.00 

443B60AE1 

HUDMZ  20061A  C 

SPCDO 

15,000,000 

1.00 

15.000.000 

A2 

A        II 

no 

1.60% 

49.70%           1 

7.455,000.00 

46603EAD5 

IXCBO  2008-3A  A3L 

SPCDO 

9.000,000 

1.00 

9.000,000 

A2 

A        1 

no 

1.40% 

54.77%           J 

4,929,456.25 

487520AJ7 

KEPT  2006-1A  5 

SPCDO 

6.000,000 

1.00 

6.000,000 

A2 

A        II 

no 

1.35% 

48.17%           1 

2,890.296.25 

53959PAB0 

LOCH  2006-1A  A 

SPCDO 

5.000.000 

1.00 

4.990,245 

Aaa 

AAA   ■ 

no 

0.45% 

89.43%           1 

4.463.000.39 

539S9PAC8 

LOCH  20O6-1A  B 

SPCDO 

15,000.000 

0.99 

14.871,158 

Aa2 

AA      1            ■ 

no 

0.55% 

71.64%           1 

10,683,576.37 

59802RAL0 

MIDOR  2006-1A  C 

SPCDO 

5.000,000 

1.00 

5,000,000 

A2 

A        II 

no 

1.30% 

51.89%           i 

2,594.263.89 

62864UAL2 

MYSPT  061A  C 

SPCDO 

S.000.000 

1.00 

5,000,000 

A2 

A        II 

no 

1.45% 

50.46%          i 

2,523,015.00 

68630QAF4 

ORIN  20062  C1 

SPCDO 

10,000.000 

1.00 

10,000,000 

A2 

A        1 

no 

1.50% 

34.07%          ! 

3.407.305.56 

74732AAD9 

PYXIS  2006-1A  C 

SPCDO 

14,000,000 

1.00 

14,000.000 

A2 

A                      1 

no 

1.40% 

50.52%          ! 

7.072,381.94 

87337YAD8 

TABS  CDO  066  A3 

SPCDO 

15,000.000 

1.00 

15.000,000 

A2 

A       1 

no 

1.40% 

45.18% 

6.776.285.42 

89054BAE3 

TOPG  062A  B 

SPCDO 

12,000,000 

1.00 

12.000.000 

A2 

A      rUH 

no 

1.45% 

48.74%           i 

5.846,564.17 

216444AE9 

COOL  0  144A 

SPCDO 

2.000,000 

0.91 

1.821.457 

Baa2 

BBB  H 

no 

2.75% 

54.50%          ! 

992.694.02 

23910WAA8 

DSQFVID144A 

SPCDO 

3.125.000 

0.99 

3.096,875 

Baa2 

bbbH 

no 

3.00% 

58.90%          ! 

1.823.990.56 

36293XAH0 

GSTREET  D  144A 

SPCDO 

5,000,000 

0.95 

4,743,317 

Baa2 

bbbH 

no 

3.00% 

69.50%          i 

3.296,604.99 

S2902YAN5 

LEXN  073A  E 

SPCDO 

5,000,000 

1.00 

5,000,000 

A3 

A-     ■ 

no 

2.00% 

47.50%          ! 

2.375.000.00 

S5234AAJ5 

STACK  062A  VI 

SPCDO 

5,000,000 

1.00 

5,000,000 

Baa2 

BBBH       ■ 

no 

4.00% 

32.48% 

1.624,083.33 

85768TAG4 

START  05CA  D 

SPCDO 

5,000,000 

0.98 

4,923,175 

A2 

a-  w 

no 

2.40% 

73.50% 

3,618.533.82 

0S3S00AQ9 

AVNTI  20O6-1A  B 

SPCDO 

10,000,000 

1.00 

10,000.000 

A2 

ttaBal 

yes 

2.00% 

72.75% 

7.275.349.00 

12777CAE9 

CRNMZ  2008-2A  C 

SPCDO 

10,000.000 

1.00 

10.000,000 

A2 

H  B 

yes 

1.85% 

68.58% 

6,858,491.61 

13189BAF8 

CAMBR  7A  C 

SPCDO 

5,000,000 

1.00 

5,000,000 

A2 

H 

yes 

2.55% 

67.37% 

>      3.368.264.00 

13189TAE2 

CAMBR  6A  D 

SPCDO 

10,000.000 

1.00 

10.000.000 

A2 

HaBtl 

yes 

2.16% 

80.56% 

8.056,015.00 

362470AC0 

GSCSF  2005-1A  A3 

SPCDO 

10,000.000 

1.00 

10.000,000 

A2 

H 

yes 

2.01% 

89.23% 

>      8.923.144.00 

46426RAE9 

ICM  2005-2A  C 

SPCDO 

10.000,000 

1.00 

10.000,000 

A2 

A       ■      ■ 

yes 

1.75% 

82.15% 

8.215,018.00 

49916RAE0 

KNOLL  2006-2A  C 

SPCDO 

10.000,000 

1.00 

9.997,415 

A2 

A       H 

yes 

2.20% 

76.81% 

i      7.679,055.66 

530150AL5 

LBRTS  20DB-1A  D 

SPCDO 

10.000,000 

1.00 

10.000.000 

A2 

A       ■ 

yes 

2.65% 

80.68% 

t      8.087,963.00 

53180QAC1 

LBRAC  2006-1A  C 

SPCDO 

7.5O0.O00 

1.00 

7.500,000 

A2 

A       I             ■ 

yes 

2.60% 

74.29% 

!      5,571,669.00 

578325AD4 

MAYF  2006-1A  A3L 

SPCDO 

10.000,000 

1.00 

10,000,000 

A2 

A                    ■ 

yes 

2.10% 

59.86% 

1      5,986.196.00 

59802RAL0 

MIDOR  2006-1A  C 

SPCDO 

10,000,000 

1.00 

10,000,000 

A2 

A       ■ 

yes 

2.20% 

63.02% 

>      6,301.738.00 

B12181AJ6 

MNPT  2006-2A  A4 

SPCDO 

10,000,000 

1.00 

10,000,000 

A2 

A      1             ■ 

yes 

2.05% 

67.78% 

(      6.778.442.00 

62884UAL2 

MYSPT  200B-1A  C 

SPCDO 

5,000,000 

1.00 

5,000,000 

A2 

A      1             ■ 

yes 

1.75% 

66.01% 

!      3,300,420.00 

83743LAJ0 

SCF8AC 

SPCDO 

10,000.000 

0.99 

9,855,262 

A2 

A      ■ 

yes 

2.10% 

86.56% 

i      8.530,631.90 

89643PAD2 

TRNTY  2005-1A  B 

SPCDO 

10.000,000 

1.00 

10.000,000 

A3 

A-     1 

yes 

2.20% 

89.59% 

S      8.958.684.00 

925338AD7 

VERT  2006-2A  A3 

SPCDO 

5.000.000 

1.00 

5.000,000 

A2 

A      1              ■ 

yes 

2.00% 

68.18% 

(       3.408.836.00 

000829AO3 

ACABS  20O6-AQA  A3 

SPCDO 

30.000,000 

1.00 

30.000.000 

A2 

A      1              ■ 

yes 

1.70% 

65.14% 

1     19.541,254.00 

142146AE9 

CACDO2006-1AC1 

SPCDO 

15.000.000 

1.00 

15.000,000 

A2 

A      ■ 

yes 

1.55% 

58.75% 

f      8.812.389.00 

26139UAD4 

DRACO  2007-1A  A3 

SPCDO 

10,000.000 

1.00 

10.000.000 

A2 

A     B         ■ 

yes 

2.85% 

66.25% 

i      6.824.976.00 

53160QAC1 

LBRAC  2006-1  AC 

SPCDO 

15.000.000 

1.00 

15.000.000 

A2 

A     H 

yes 

1.70% 

74.32% 

(     11.147,536.00 

65682WAE5 

NCOVE  2O06-3A  C 

SPCDO 

7,500.000 

0.99 

7,396,666 

A3 

A-    ■ 

yes 

1.85% 

86.08% 

f      6.367,346.62 

68626VAC6 

ORIN  2006-1  C 

SPCDO 

15.000.000 

1.00 

15.000,000 

A2 

A      ■ 

yes 

1.70% 

59.14% 

{      8,870,946.00 

74732AAD9 

PYXIS  2006-1A  C 

SPCDO 

15,000,000 

1.00 

15,000.000 

A2 

A      | 

yes 

1.70% 

65.41% 

t      9.811,163.00 

11838WAC8 

BUCK  2006-3A  D 

SPCDO 

5,000.000 

1.00 

5.000.000 

A2 

A      1 

yes 

1.50% 

69.46% 

i      3.472.848.00 

131B9LAD1 

CAMBR  5A  B 

SPCDO 

10.000,000 

1.00 

10.000.000 

A3 

A-     1 

yes 

2.26% 

68.56% 

J      8.855.578.00 

12777CAE9 

CRNMZ  20O6-2A  C 

SPCDO 

7,750,000 

1.00 

7.750.000 

A2 

A      ■ 

yes 

1.62% 

68.58% 

t       5.315.331.00 

17305CAD1 

CTIUS  2006-1A  C 

SPCDO 

10,000.000 

0.94 

9.398,698 

A2 

A      ■ 

yes 

1.81% 

88.58% 

(      8,325.227.32 

23910VAH5 

DVSO  2006-6A  C 

SPCDO 

10.000.000 

1.00 

10,000,000 

A2 

A      ■ 

yes 

1.47% 

76.92% 

t      7,691.850.00 

361068AD1 

FRLNG2008-1AA3 

SPCDO 

10.000,000 

1.00 

10.000,000 

A2 

A 

yes 

1.76% 

70.58% 

i       7.057.598.00 

38521TAL0 

GRAND  2006-2A  C 

SPCDO 

10,000.000 

1.00 

10,000.000 

A3 

A-     ■ 

yes 

1.51% 

69.43% 

(       7.103.638.00 

464267AD5 

ICM  2008-HG1 A  A3 

SPCDO 

10.000,000 

1.00 

10.000.000 

A2 

A      ■ 

yes 

1.52% 

76.48% 

(       7.646,396.00 

46265BAJ7 

IPSW2006-1AC 

SPCDO 

10,000,000 

1.00 

10,000.000 

A2 

A       H 

yes 

1.75% 

77.62% 

(       7,761.952.00 

490562AG0 

KENT2006-2AC 

SPCDO 

10,000,000 

1.00 

10.000,000 

A2 

A      ■ 

yes 

1.80% 

79.71% 

(      7,970.999.00 

59802RAL0 

MIDOR  200S-1A  C 

SPCDO 

5.000,000 

1.00 

5.000.000 

A2 

A       ■ 

|      yes 

1.67% 

63.05% 

(       3,152.369.00 

6S619PAA2 

ORPT  2006-1A  D 

SPCDO 

10.000.000 

1.00 

10,000,000 

A2 

A       H 

yes 

1.35% 

77.80% 

t      7.760.081.00 

89054BAE3 

TOPG  2006-2A  B 

SPCDO 

10.000,000 

1.00 

10.000,000 

A2 

a     B>Hil 

1      yes 

2.00% 

64.97% 

t      6.496.625.00 

87337YAF3 

TABS  200O-6A  B2 

SPCDO 

5.000,000 

1.00 

5.000,000 

BBB 

Baa2^P 

r     yes 

4.55% 

51.30% 

t      2,565.245.00 

CDS  that  have  been  unwound: 

53160QAC1 

LBRAC  2006-1A  C 

SPCDO 

7,500,000 

1.00 

7,500,000 

A2 

a  aHri 

yes 

2.60% 

700 

80.43% 

92S33SAD7 

Vertical  ABS  CDO  2006-2  A3 

SPCDO 

10,000,000 

1.00 

10.000,000 

A2 

A  1 

yes 

1.91% 

650 

80.22% 

925345AE0 

Vertical  ABS  CDO  2006-1  A3 

SPCDO 

10.000,000 

1.00 

10.000,000 

A2 

A  II 

yes 

1.91% 

550 

84.57% 

13189TAE2 

CAMBR  6A  D 

SPCDO 

15,000.000 

1.00 

15.000.000 

A2 

A  II 

yes 

1.73% 

625 

87.00% 

12776YAD4 

CRNMZ  2006-1A  5 

SPCDO 

15.000,000 

1.00 

15.000,000 

A2 

A  II 

yes 

1.67% 

550 

78.58% 

26441 NAD3 

DUKEF06-10AA3 

SPCDO 

15.000.000 

1.00 

15.000,000 

A2 

A  II 

yes 

1.47% 

350 

92.60% 

37638NAD3 

GLCR  2006-4A  C 

SPCDO 

15.000.000 

0.99 

14,904,457 

A2 

A  1 

yes 

1.67% 

500 

90.95% 

45072HAJ9 

IXCBO  2006-2A  C 

SPCDO 

15.000,000 

1.00 

15,000.000 

A2 

A         1 

yes 

1.67% 

700 

84.31% 

13189TAE2 

CAMBR  6A  D 

SPCDO 

10.000,000 

1.00 

10,000,000 

A2 

A  II 

yes 

2.13% 

625 

82.22% 

12776YAD4 

CRNMZ  2006-1A  5 

SPCDO 

10.000.000 

1.00 

10,000.000 

A2 

A  1 

yes 

1.86% 

550 

84.53% 

46426YAC8 

ICM  2006-S2A-A3L 

SPCDO 

7,500,000 

1.00 

7,500,000 

A2 

A  1 

yes 

2.30% 

725 

78.24% 

4B7520AJ7 

KEFT  2006-1A  5 

SPCDO 

4,000.000 

1.00 

4,000.000 

A2 

A  1 

yes 

1.89% 

625 

65.37% 

62864UAL2 

MYSPT  2006-1A  C 

SPCDO 

10.000,000 

•      1.00 

10,000.000 

A2 

A  1 

yes 

2.27% 

700 

77.30% 

85233TAD8 

STAK  2006-1A  5 

SPCDO 

7,500.000 

1.00 

7,500.000 

A2 

A  II 

yes 

2.20% 

850 

81.66% 

87337YAC0 

TABS  2006-6A  A2 

SPCDO 

10.000.000 

1.00 

10,000.000 

Aa2 

AA   ■           ■ 

yes 

0.66% 

500 

81.17% 

94769WAG8 

WEBS  20O6-1A  A3L 

SPCDO 

10.000.000 

1.00 

10.000.000 

A2 

A      II 

yes 

1.82% 

825 

71.14% 

Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Footnote  Exhibits  -  Page  4477 


SP  CDO  Equity 


2002-2004  High  Grade 
2002-2004  High  Grade 
2002-2004  High  Grade 
2002-2004  High  Grade 


2005-2006 
2005-2006 
2005-2006 
2005-2006 
2005-2006 
2005-2006 
2005-2006 
2005-2006 
2005-2006 
2005-2006 
2005-2006 
2005-2006 
2005-2006 
2005-2006 


High  Grade 
High  Grade 
High  Grade 
High  Grade 
High  Grade 
High  Grade 
High  Grade 
High  Grade 
High  Grade 
High  Grade 
High  Grade 
High  Grade 
High  Grade 
High  Grade 


2001-2005  Mezz 
2001-2005  Mezz 
2001-2005  Mezz 
2001-2005  Mezz 

2006  Mezz 
2006  Mezz 
2006  Mezz 
2006  Mezz 
2006  Mezz 

CDO-squared 
CDO-squared 
CDO-squared 

Total  /  Weighted  Avg 


Transaction 


Hudson  Mezzanine  2006-1,  Ltd. 
Anderson 


Point  Pleasant 


5/25/07 

Current 

Face 

Face 

4.0 

4.0 

2.0 

2.0 

1.2 

1.2 

1.5 

1.5 

2.0 

2.0 

4.0 

4.0 

2.8 

2.8 

2.7 

2.7 

3.5 

3.5 

4.5 

4.5 

5.0 

5.0 

4.5 

4.5 

4.0 

4.0 

3.0 

3.0 

4.0 

4.0 

4.6 

4.6 

2.8 

2.8 

2.0 

2.0 

3.3 

3.3 

4.9 

4.9 

5.4 

2.4 

2.0 

2.0 

9.0 

9.0 

5.0 

5.0 

2.5 

2.5 

12.4 

12.4 

20.9 

20.9 

12.0 

12.0 

13.5 

13.5 

10.1 

10.1 

159.0 


Redacted  by  the  Permanent 
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lent         j 
igations  I 


Seen  A 


5/25107      Current 


Change 


156.0 


(3.0) 


Mark 
50.0% 
50.0% 
60.0% 
60.0% 

70.0% 
59.0% 
55.0% 
55.0% 
55.0% 
59.0% 
52.0% 
86.0% 
60.0% 
20.0% 
20.0% 
60.0% 
81.6% 
55.0% 


92.2 


Mark  Change 

40.5%  (0.1) 

40.5%  (0.1) 

48.6%  (0.1) 

48.6%  (0.1) 


56.7% 
47.8% 
44.6% 
44.6% 
44.6% 
47.8% 
42.1% 
36.5% 
48.6% 
16.2% 
16.2% 
48.6% 
66.1% 
16.2% 


1.0%  0.8% 

59.0%  47.8% 

57.0%  46.2% 

58.0%  47.0% 

56.0%  45.4% 

67.0%  54.3% 

.  50.0%  40.5% 

50.0%  40.5% 

57.0%  46.2% 

68.0%  55.1% 

71.0%  57.5% 

71.0%  57.5% 


71.2 


(0.1) 
(0.1) 
(0.1) 
(0.1) 
(0.1) 
(0.1) 
(0.1) 
(0.5) 
(0.1) 
(0.0) 
(0.0) 
(0.1) 
(0.2) 
(0.4) 

(0.0) 
(0.1) 
(0.1) 
(0.1) 

(0.1) 
(0.1) 
(0.1) 
(0.1) 
(0.1) 

(0.1) 
(0.1) 
(0.1) 


5/25/07 

Market  Current 

Value  Mkt  Value   Comments 

2.0  1.6   2002-2004  vintage  high  grade  -  seasoned  portfolio  in  good  shape 

1.0  0.61  2002-2004  vintage  high  grade  -  seasoned  portfolio  in  good  shape 
0.7  0.5589  2002-2004  vintage  high  grade  -  seasoned  portfolio  In  good  shape 
0.9  0.729  2002-2004  vintage  high  grade  -  seasoned  portfolio  In  good  shape 

1.4  1 . 1 34  2005  vintage  high  grade  -  no  exposure  to  2006  subprime 

2.4  1.9116  2005  vintage  high  grade  -  no  exposure  to  2006  subprime 

1.5  1 .2474  2005-2006  vintage  high  grade  -  single-A  minimum,  no  problems  In  portfolio 

1.5  1 .204632  2005-2006  vintage  high  grade  -  single-A  minimum,  no  problems  in  portfolio 
1.9  1.55925  2006  vintage  high  grade  -  single-A  minimum,  no  problems  in  portfolio 

2.6  2.136213  2006  vintage  high  grade  -  single-A  minimum,  no  problems  in  portfolio 
2.6  2.106  2006  vintage  high  grade  -  single-A  minimum,  no  problems  in  portfolio 
3.9  1 .64025  2006  vintage  high  grade  - 100%  prime  and  Alt-A  RMBS 

2.4  1 .91 97  2004-2005  vintage  high  grade  -  credit  is  in  good  shape,  but  has  experienced  cashflow  problems 

0.6  0.491 346  2004-2005  vintage  high  grade  -  credit  is  in  good  shape,  but  has  experienced  cashflow  problems 

0.8  0.648  2005  vintage  high  grade  -  credit  is  in  good  shape,  but  has  experienced  cashflow  problems  related  to 

2.8  2.25504  2005  vintage  high  grade  -  credit  is  in  good  shape,  but  has  experienced  cashflow  problems  related  to 
2.2  1.81764 

1.1  0.324  2006  vintage  high  grade  -  portfolio  has  0.5%  in  single-A  second  liens 

0.0  0.026325  2001  vintage  mezz  deal  -  likely  no  further  distributions  to  equity 

2.9  2.34171  2004-2005  vintage  mezz  deal  -  seasoned  portfolio  in  good  shape 

3.1  1.1 0808  2004-2005  vintage  mezz  deal  -  seasoned  portfolio  in  good  shape 

1 .2  0.9396  2004-2005  vintage  mezz  deal  -  seasoned  portfolio  in  good  shape 

5.0  4.0824  2006  vintage  mezz  deal  -  40%  RMBS  double-B 

3.4  2.7135  2006  vintage  mezz  deal  -  100%  ABX  06-1  and  06-1  BBB  and  BBB- 

1.3  1 .0125  2006  vintage  mezz  deal  -  60%  ABX  06-1  and  06-1  BBB  and  BBB- 
6.2  5.0301  2006  vintage  mezz  deal -100%  RMBS  portfolio 

11.9  9.6656895  2006  vintage  mezz  deal -100%  RMBS  portfolio 


8.2  6.6096  2005-2006  vintage  single-A  deal  -  quasl-CDO  squared  with  40%  single-A  CDOs  in  portfolio 

9.6  7.76385  2005-2006  vintage  mezz  deal  -  quasi-CDO  squared  with  40%  triple-B  CDOs  in  portfolio 

7.2       5.7998835  2005-2006  vintage  100%  single-A  CDO-squared 
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WH  Summary  RMBS 


Pos 

C/F 

Spread 

Bond 

(MM) 

(MM) 

Bid 

Cusip 

Mkt  Value 

ACCR  071  M6 

3 

3 

65  00438QAK0 

1.95 

JPMAC  06RM1  M6 

7.278 

7.278 

65  46629NAM5 

4.7307 

LBMLT  067  M6 

10.378 

10.378 

45  54251TAL3 

4.6701 

LBMLT  068  M6 

3.33 

3.33 

45  54251 UAL0 

1.4985 

LBMLT  069  M6 

6 

6 

45  54251WAL6 

2.7 

MLMI  06MLN1  M6 

4 

4 

72  59023AAL0 

2.88 

SABR  06NC3  M5 

2 

2 

62  81377CAH1 

1.24 

SAST  063  M6 

4 

4 

82  80556AAK3 

3.28 

BLTN061AA1 

27 

27 

98  058521AA3 

26.46 

66.986 


49.4093 


73.76064 


66.966 
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Hedges  -  ABX  AAA 
Hedges  -  ABX  AA  and  A 
Hedges  -  ABX  BBB/BBB- 
Hedges  -  CMBX  BBB 

Hedges 


1,550        100.22                 1,553 

662          95.25                    631 

359          73.08                    262 

73.08 

ABX  BBB/BBB-  Bk<  06-2  BBB 

90 

70 

06-2  BBB- 

94 

60.5 

06-1  BBB 

86 

85.5 

06-1  BBB- 

89 

77.5 
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B/S 

Qty  ($mm) 

S 

20 

S 

50 

S 

50 

S 

3 

S 

20 

S 

10 

S 

56 

S 

17.5 

s 

10 

s 

11.625 

s 

36 

s 

1.4 

s 

20 

s 

11 

s 

40 

s 

40 

s 

10 

s 

800 

s 

620 

s 

150 

s 

30 

s 

20 

s 

3 

s 

2 

s 

50 

s 

13 

s 

13 

s 

5 

s 

3 

s 

5 

s 

3 

s 

10 

s 

1.6 

s 

13 

s 

2 

s 

50 

s 

20 

s 

6 

s 

20 

s 

15 

s 

4 

s 

3 

s 

7 

s 

128 

s 

85 

s 

50 

s 

14 

s 

16 

s 

10 

s 

8 

s 

.  11 

s 

15 

s 

20 

s 

2 

s 

16 

s 

4 

s 

5 

s 

5 

Bond  Price 

PTPLS  0701  A1  REGS  90.70 

TWOLF  0701  A2  144A  84.33 

TWOLF  0701  B  144A  77.31 

COOLIDGE  EQUITY  87.00 

TWOLF  0701  A2  144A  84.00 

ALTIUS  I  C  REGS  94.00 

TWOLF  0701  A2  REGS  84.50 

ALTIUS  III  S  144A  100.07 

ALTIUS  IV  B  REGS  100.00 

ALTIUS  IV  C  REGS  92.68 

ALTIUS  IV  B  REGS  98.41 

BNLI  061A  A2  96.93 

TWOLF  0701  A2  REGS  83.90 

TWOLF  0701  INCOME  NOTE  REGS  70.00 

PTPLS  0701  A2  144A  9100 

TWOLF  0701  A2  144A  87.00 

FORTIUS  II  A2  144A  92.60 

DSQFVIIA1A144A  99-37 

DSQFVIIA1A144A  99-45 

DSQFVIIA1A144A  99-50 

ALTIUS  IV  A2B  144A  99-765 

ALTIUS  IV  B  144A  100 

ALTIUS  IV  D  REGS  100 

ALTIUS  IV  INC  NOTES  REGS  100 

ALTIUS  IV  A2A  REGS  100 

ALTIUS  IV  A2B144A  100 

ALTIUS  IV  A2B144A  100 

ALTIUS  IV  C144A  97-131 

ALTIUS  IV  C  REGS  97.131 

ALTIUS  IV  D  144A  88.939 

ALTIUS  IV  INC  NOTES  144A  100 

WESTC  061A  B  95.85 

CAMBER  7  E  REGS  54.95 

CAMBER  7  INC  NOTES  REGS  48.00 

GSC  063G  C  144A  85.50 

TWOLF  0701  A1A  144A  99.47 

PTPLS  0701  A2  144A  91.3 

DSQFVIIA3  144A  95.39 

TWOLF  0701  A2  144A  87.79 

PTPLS  0701  D  REGS  81.72 

HUDMZ  061  INCOME  NOTES  REGS  81 

ANDY  0701  S144A  100 

GSC  063G  C  144A  84.79 

PTPLS  0701  A1  144A  100 

PTPLS  0701  A2  144A  100 

PTPLS  0701  B  144A  100 

PTPLS  0701  C  144A  100 

PTPLS  0701  D  REGS  100 

PTPLS  0701  INCOME  NOTES  REGS  100 

PTPLS  0701  C  REGS  87.57 

PTPLS  0701  D  REGS  88.39 

LOCH  0601  B144A  90 

TWOLF  0701  C  REGS  95. 1 5 

ANDY  0701  A1B144A  97.39 

TWOLF  0701  C  REGS  72.5 

FORTIUS  II  D  REGS  83.11 

HUDMZ  061  D  REGS  83.23 

COOL  C  144A  87.45 


Trade 
Date 


CtrPrty 
Client 


6/19/2007 

6/13/2007 

6/13/2007 

6/11/2007 

6/11/2007 

6/11/2007 

6/11/2007 

6/8/2007 

6/5/2007 

6/4/2007 

6/4/2007 

6/1/2007 

5/30/2007 

5/24/2007 

5/24/2007 

5/24/2007 

5/23/2007 

5/22/2007 

5/22/2007 

5/18/2007 

5/16/2007 

5/16/2007 

5/16/2007 

5/16/2007 

5/15/2007 

5/15/2007 

5/15/2007 

5/15/2007 

5/15/2007 

5/15/2007 

5/15/2007 

5/11/2007 

5/10/2007 

5/10/2007 

5/9/2007 

5/2/2007 

4/24/2007 

4/24/2007 

4/23/2007 

4/19/2007 

4/16/2007 

4/13/2007 

4/12/2007 

4/11/2007 

4/11/2007 

4/11/2007 

4/11/2007 

4/11/2007 

4/11/2007 

4/10/2007 

4/10/2007 

4/6/2007 

4/4/2007 

4/3/2007 

3/28/2007 

3/28/2007 

3/28/2007 

3/27/2007 


TOKYO  STAR  / 
BASIS  CAPITAL 
BASIS  CAPITAL 


*  in  CDS  format 

*  in  CDS  format 


CARLYLE  BLU/ 
HUNGKUK  LIFE 


TOKYO  STAR  / 
GREYWOLF  CA/ 
PARAMAX  CAP/ 
PARAMAX  CAP/ 


RABOBANK - 
MONEYGRAM I 


MONEYGRAM I 
BASIS  CAPIT 
DILLON  READ 
MBIA  CAPITA 


DILLON  READ 
DILLON  READ 
DILLON  READ 
DILLON  READ 
DILLON  READ 
DILLON  READ 
PLENUM  ASSE 
MARINER  BRI 


GREYWOLF  CA 
BENEFICIAL 
POLYGON  INV 
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s 

11 

s 

3 

s 

5 

s 

10 

s 

9 

s 

15 

s 

5 

s 

50 

s 

200 

s 

100 

s 

100 

s 

30 

s 

11 

s 

11 

s 

32 

s 

40 

s 

15 

s 

5 

s 

1 

s 

4 

s 

125 

s 

1 

s 

365 

s 

8 

ANDY  0701  A2  144A 

BNLI061AA2 

ANDY  0701  A2  144A 

ANDY  0701  C  144A 

BNLI061AA2 

ANDY  0701  A2  144A 

ANDY  0701  B  144A 

TWOLF  0701  A1A  144A 

TWOLF0701  A1B144A 

TWOLF  0701  A1C  144A 

TWOLF  0701  A1D144A 

TWOLF  0701  D  REGS 

TWOLF  0701  INCOME  NOTE  REGS 

ANDY  0701  D  REGS 

GSC063GA1B144A 

DSQFVIIA2  144A 

FORTIUS  II  A2  144A 

FORTIUS  II  B  144A 

CAMBER  7  INC  NOTES  REGS 

DSQFVIIA3  144A 

HUDMZ062A1  144A 

DSQFVIIE144A 

CAMBER  7  A1  144A 

HUDMZ  061  C  144A 


97.24 

96.93 

96.23 

92.38 

96.93 

96.54 

95.5 

99.45 

100 

99.71 

99.7 

92.41 

100 

108.21 

99.07 

99.01 

.  97.91 

94.24 

100 

99.44 

98.51 

90 

100 

93.9 


3/26/2007 
3/22/2007 
3/21/2007 
3/21/2007 
3/21/2007 
3/20/2007 
3/20/2007 
3/13/2007 
3/13/2007 
3/13/2007 
3/13/2007 
3/13/2007 
3/13/2007 
3/12/2007 
3/9/2007 
3/8/2007 
3/2/2007 
3/2/2007 
2/28/2007 
2/28/2007 
2/21/2007 
2/20/2007 
2/16/2007 
2/14/2007 


PRINCETON  A 


PIMCO  -  USA 
GREYWOLF  CA 


MONEYGRAM I 
MONEYGRAM I 
MBIA  CAPITA 
BEAR  STEARN 
BEAR  STEARN 
BEAR  STEARN 
GREYWOLF  CA 
GREYWOLF  CA 
GSCP  (NJ)  L 


DILLON  READ 


-  parted  by  the  Permanent 
Subcommittee  on  Investigations 
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From: 

Sent: 

To: 

Cc: 

Subject: 

Importance: 

Attachments: 


Fredman,  Sheara 

Wednesday,  June  06,  2007  4:51  PM 

Finck,  Greg;  Gasvoda,  Kevin;  Swenson,  Michael;  Lehman,  David  A.;  Birnbaum,  Josh 

Sparks,  Daniel  L;  Simpson,  Michael;  Fortunato,  Salvatore;  gs-mtgctrlrs 

Tonight's  Estimate  to  Reflect  Changes  in  Bid  Offer  Spreads 

High 

Book19.xls 


Traders- 

We  have  decided  to  adjust  bid  offer  spreads  based  upon  where  we  are  currently  trading.  This  will  impact  the  trading 
desks  as  follows.  Please  incorporate  into  your  estimates  tonight.  We've  attached  the  new  bid  offer  spreads. 

Thanks, 
S 


Correlation 
CDO 
ABS 

Resi  Prime 
Resi  Credit 
Managers 


+2.9M 
-3.5M 
-1.6M 
-4.0M 
-8.1  M 
+3.1M 


Bookl9.xls 


Goldman,  Sachs  &  Co. 

1 80  Maiden  Lane  |  New  York,  NY  1 0005 

Tel:  (212)  357-3579  |  e-mail:  shearafredman@gs.com 


Sheara  Fredman 

Vice  President 
Finance  Division 


Goldman 
Sachs 


Confidential  Treatment  Requested  by  Goldms 


Permanent  Subcommittee  on  Investigations 


Wall  Street  &  The  Financial  Crisis 
Report  Footnote#2406__ 
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Combo 

ABS  Auto  Prime  A 
ABS  Auto  Subprime  A 
ABS  Auto  Subprime  BBB 
ABS  Credit  Card  Prime  AAA 
ABS  Credit  Card  Prime  A 
ABS  Credit  Card  Prime  BBB 
ABS  Credit  Cards  Subprime  AAA 
ABS  Credit  Cards  Subprime  A 
ABS  Credit  Cards  Subprime  BBB 
ABS  Student  Loans  Private  A 
ABS  Student  Loans  Private  BBB 
CDO  Commercial  Real  Estate  AAA 
CDO  Commercial  Real  Estate  AA 
CDO  Commercial  Real -Estate  A 
CDO  Commercial  Real  estate  A- 
CDO  Commercial  Real  Estate  BBB 
CDO  Commercial  Real  Estate  BBB- 
CDO  Commercial  Real  Estate  BBB+ 
CDO  High  Grade  AAA 
CDO  High  Grade  AA+ 
CDO  High  Grade  AA 
CDO  High  Grade  A 
CDO  High  Grade  A- 
CDO  Mezzanine  SS 
CDO  Mezzanine  AAA 
CDO  Mezzanine  AA 
CDO  Mezzanine  A 
CDO  Mezzanine  A- 

CDO  Mezzanine  BBB 

CDO  Mezzanine  BBB- 

CLOAAA 

CLOAA 

CLOA 

CLO  BBB 

CMBS  AAA 

CMBS  AA+ 

CMBS  AA- 

CMBS  AA 

CMBS  A 

CMBS  A- 

CMBS  BBB+ 

CMBS  BBB 

CMBS  BBB- 

CMBS  BB+ 

CMBS  BB 

GTR  AMBAC  ASSURANCE  CORPORATION  AAA 

GTR  FINANCIAL  GUARANTY  INSURANCE  COMPANY  AAA 

GTR  FINANCIAL  SECURITY  ASSURANCE  INC.  AAA 

GTR  MBIA  INSURANCE  CORPORATION  AAA 

GTR  XL  CAPITAL  ASSURANCE  INC.  AAA 

RMBS  Prime  A 

RMBS  Prime  AA 

RMBS  Prime  AA- 


Sector 

ABS  Auto  Prime 

ABS  Auto  Subprime 

ABS  Auto  Subprime 

ABS  Credit  Card  Prime 

ABS  Credit  Card  Prime 

ABS  Credit  Card  Prime 

ABS  Credit  Cards  Subprime 

ABS  Credit  Cards  Subprime 

ABS  Credit  Cards  Subprime 

ABS  Student  Loans  Private 

ABS  Student  Loans  Private 

CDO  Commercial  Real  Estate 

CDO  Commercial  Real  Estate 

CDO  Commercial  Real  Estate 

CDO  Commercial  Real  Estate 

CDO  Commercial  Real  Estate 

CDO  Commercial  Real  Estate 

CDO  Commercial  Real  Estate 

CDO  High  Grade 

CDO  High  Grade 

CDO  High  Grade 

CDO  High  Grade 

CDO  High  Grade 

CDO  Mezzanine 

CDO  Mezzanine 

CDO  Mezzanine 

CDO  Mezzanine 

CDO  Mezzanine 

CDO  Mezzanine 

CDO  Mezzanine 

CLO 

CLO 

CLO 

CLO 

CMBS 

CMBS 

CMBS 

CMBS 

CMBS 

CMBS 

CMBS 

CMBS 

CMBS 

CMBS 

CMBS 

GTR  AMBAC  ASSURANCE  CORPORATION 

GTR  FINANCIAL  GUARANTY  INSURANCE  COMPANY 

GTR  FINANCIAL  SECURITY  ASSURANCE  INC. 

GTR  MBIA  INSURANCE  CORPORATION 

GTR  XL  CAPITAL  ASSURANCE  INC. 

RMBS  Prime 

RMBS  Prime 

RMBS  Prime 


Rating 

spread 

A 

7.50   bps 

A 

7.50  bps 

BBB 

7.50   bps 

AAA 

5.00   bps 

A 

7.50  bps 

BBB 

7.50   bps 

AAA 

5.00   bps 

A 

7.50  bps 

BBB 

7.50  bps 

A 

7.50   bps 

BBB 

7.50  bps 

AAA 

1.00   bps 

AA 

1.50   bps 

A 

2.00   bps 

A- 

2.50  bps 

BBB 

12.50   bps 

BBB- 

12.50   bps 

BBB+ 

12.50   bps 

AAA 

3.00   bps 

AA+ 

5.00   bps 

AA 

5.00   bps 

A 

12.50   bps 

A- 

12.50   bps 

SS 

5.00   bps 

AAA 

5.00   bps 

AA 

4.00   bps 

A 

12.50   bps 

A- 

12.50   bps 

BBB 

20.00   bps 

BBB- 

20.00   bps 

AAA 

3.00    bps 

AA 

5.00  bps 

A 

12.50   bps 

BBB 

12.50    bps 

AAA 

0.50   bps 

AA+ 

1.00   bps 

AA- 

1.00   bps 

AA 

1.00  bps 

A 

1.00    bps 

A- 

1.00   bps 

BBB+ 

2.50   bps 

BBB 

2.50   bps 

BBB- 

3.50   bps 

BB+ 

10.00   bps 

BB 

10.00   bps 

AAA 

3.00    bps 

AAA 

5.00   bps 

AAA 

3.00   bps 

AAA 

3.00   bps 

AAA 

3.00   bps 

A 

4.00    bps 

AA 

5.00   bps 

AA- 

5.00   bps 
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RMBS  Prime  BBB 

RMBS  Prime  BBB+ 

RMBS  Prime  BBB- 

RMBS  Subprime  AM  . 

RMBS  SubprimeLCF  AAA 

RMBS  Subprime  AA+ 

RMBS  Subprime  AA- 

RMBS  Subprime  AA. 

RMBS  Subprime  A+  . 

RMBS  Subprime  A- : 

RMBS  Subprime  A  '•.'•'■ 

RMBS  Subprime.BB8+ 

RMBS  Subprime';BBB ;   . 

RMBS  Subprime  BBB- 

RMBS  Subprime  BB+  "' 

RMBS  Subprime  BB 

RMBS  Alt-A  A- 

RMBS  Alt-A  BBB+ 

RMBS  Alt-A  A 

RMBS  Alt-A  BBB 

RMBS  Alt-A  BBB- 

CMBS  Index  AAA 

CMBS  Index  AA 

CMBS  Index  A 

CMBS  Index  BBB 

CMBS  Index  BBB- 

RMBS  Subprime  Index  AAA . 

RMBS  Subprime  Index  AA 

RMBS  Subprime  Index  A  . :, 

RMBS  Subprime  Index  BBB 

RMBS  Subprime  Index  BBB- 

RMBS  Subprime  Index  T  AAA 

RMBS  Subprime  Index  T  AA 

RMBS  Subprime  Index  T  A 

RMBS  Subprime  Index  T  BBB 

RMBS  Subprime  Index  T  BBB- 

CDO  High  Grade  BBB 

CMBS  Index  BB 

RMBS  Subprime  Index  TABX  BBB  SuperSenior 

RMBS  Subprime  Index  TABX  BBB 

RMBS  Subprime  Index  TABX  BBB-  SuperSenior 

RMBS  Subprime  Index  TABX  BBB-  Junior 

RMBS  Subprime  Index  TABX  BBB- 

Euro  CMBS  United  Kingdom  A 

Euro  CMBS  United  Kingdom  BBB- 

Euro  RMBS  United  Kingdom  Subprime  BBB 

Euro  RMBS  United  Kingdom  Subprime  BBB- 

CMBS  Index  T  BBB- 

RMBS  Alt-A  AA 

Euro  RMBS  BBB 

CMBS  BB- 

CMBS  B+ 

CMBS  A+ 


RMBS  Prime 

BBB 

RMBS  Prime 

BBB+ 

RMBS Prime 

BBB- 

RMBS  Subpnme 

-  AAA;  '■■' 

RMBS  SubprimeLCF 

'AAA    •'• 

RMBS  Subprime 

;  AA+;  .. 

RMBS  Subprime 

■  ■',.--'  'AA-'"o    ' 

RMBS  Subprime 

\  "AA  .,.;'    [,:/; 

RMBS  Subprime 

'■"'    A+'i,';:: 

RMBS  Subpnme 

:'   V  A-...:-vv';:y  ■:' 

RMBS  Subpnme 

U  ••A'  •••'v; 

RMBS  Subpnme 

',  BBB+  ".-•';'. 

RMBS  Subprime 

■    .'.BBB  "    ' 

RMBS  Subprime 

BBB-    •'•'■':' 

RMBS  Subprime 

BB+ 

RMBS  Subprime 

BB 

RMBS  Alt-A 

A- 

RMBS  Alt-A 

BBB+ 

RMBS  Alt-A 

A 

RMBS  Alt-A 

BBB 

RMBS  Alt-A 

BBB- 

CMBS  Index 

AAA 

CMBS  Index 

AA 

CMBS  Index 

A 

CMBS  Index 

BBB 

CMBS  Index 

BBB- 

RMBS  Subprime  Index 

,     AAA    v 

RMBS  Subprime  Index 

.■:  ';AA  .   ■ 

RMBS  Subprime  Index 

:--'A^-;:.''" 

RMBS  Subprime  Index 

'■''    BBB 

RMBS  Subprime  Index 

BBB- 

RMBS  Subprime  Index  T 

AAA 

RMBS  Subprime  Index  T 

AA 

RMBS  Subprime  Index  T 

A 

RMBS  Subprime  Index  T 

BBB 

RMBS  Subprime  Index  T 

BBB- 

CDO  High  Grade 

BBB 

CMBS  Index 

BB 

RMBS  Subprime  Index  TABX 

BBB  SuperSenior 

RMBS  Subprime  Index  TABX 

BBB 

RMBS  Subprime  Index  TABX 

BBB-  SuperSenior 

RMBS  Subprime  Index  TABX 

BBB-  Junior 

RMBS  Subprime  Index  TABX 

BBB- 

Euro  CMBS  United  Kingdom 

A 

Euro  CMBS  United  Kingdom 

BBB- 

Euro  RMBS  United  Kingdom  Subprime 

BBB 

Euro  RMBS  United  Kingdom  Subprime 

BBB- 

CMBS  Index  T 

BBB- 

RMBS  Alt-A 

AA 

Euro  RMBS 

BBB 

CMBS 

BB- 

CMBS 

B+ 

CMBS 

A+ 

10.00   bps 

10.00   bps 

10.00  bps 
3.00  bps 
3.00  bps 
5.00  bps 
5.00  bps 
5.00  bps 
8.00  bps 
8.00  bps 
8.00  bps 
8.00  bps 
8.00  bps 
9.00   bps 

50.00   bps 

50.00  bps 
2.50  bps 
7.50  bps 
2.50   bps 

10.00  bps 
10.00  bps 
0.50  bps 
1.00  bps 
1.00  bps 
1.50  bps 
1.50   bps 

6.0000    Tics 

8.0000 

8.0000 

8.0000 

8.0000 

0.5000 

1.0000 

1.0000 

2.0000 

2.0000 
20.0000   bps 
10.00   bps 
48.0000     Tics 
96.0000     Tics 

16.0000     Tics 

16.0000   Tics 

32.0000    Tics 

1  bps 

3.5  bps 

10.00   bps 

10.00   bps 

1.50   bps 

2.50   bps 

10.00   bps 

10.00   bps 

10.00    bps 

1.00   bps 


Tics 
Tics 
Tics 
Tics 
Tics 
Tics 
Tics 
Tics 
Tics 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Lehman,  David  A. 

Wednesday,  June  06,  2007  9:04  PM 

Swenson,  Michael;  Mullen,  Donald 

Sparks,  Daniel  L 

Re:  Moneygram  marks 


Not  @  all  -  This  is  our  shot  to  get  this  done  -  we  want  to  stay  on  the  offer  and  be 
aggressive 

Thk  abt  this  -  if  we  establish  a  defined  +  healthy  supply/demand  dynamic  in  this  product 
we  can  always  CREATE  more  CDCT2  at  a  significant  profit  vs  current  levels 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


David  A.  Lehman 

Goldman,  Sachs  &  Co. 

85  Broad  Street   I   New  York,  NY  10004 

Tel:  212-902-2927   I   Fax:  212-902-1691 

e-mail:  david.lehman@gs.com 


Mob:  917- 


Original  Message  

From:  Swenson,  Michael 

To:  Mullen,  Donald;  Lehman,  David  A. 

Cc:  Sparks,  Daniel  L 

Sent:  Wed  Jun  06  20:41:19  2007 

Subject:  Re:  Moneygram  marks 

No  pause  evryone  else  is  afraid  to  execute  at  these  levels  and  they  will  be  wishing  for 
these  prices  by  the  end  of  the  summer 

Original  Message  

From:  Mullen,  Donald 

To:  Lehman,  David  A. 

Cc:  Swenson,  Michael;  Sparks,  Daniel  L 

Sent:  Wed  Jun  06  20:28:44  2007 

Subject:  Re:  Moneygram  marks 

Does  that  give  any  one  pause  about  our  selling  prices? 


Original  Message  

From:  Lehman,  David  A. 

To:  Mullen,  Donald 

Cc:  Swenson,  Michael;  Sparks,  Daniel  L 

Sent:  Wed  Jun  06  18:42:48  2007 

Subject:  Re:  Moneygram  marks 

This  is  consistent  with  what  we  hear  -  maybe  not  the  only  offer,  but  certainly  the  most 
aggressive 


Confidential  Treatment  Requested  by  GoIdH 


Permanent  Subcommittee  on  Investigations 


Wall  Street  &  The  Financial  Crisis 
Report  Footnote  #2409 


GSMBS-E-00 1936955 
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David  A.  Lehman 

Goldman,  Sachs  S  Co. 

85  Broad  Street   I   New  York,  NY  10004 

Tel:  212-902-2927   I   Fax:  212-902-1691 

e-mail:  david.lehman@gs.com 


|   Mob:  917 J 


Original  Message  

From:  Mullen,  Donald 

To:  Lehman,  David  A. 

Sent:  Wed  Jun  06  18:26:02  2007 

Subject:  Re:  Moneygram  marks 

Sounds  like  we  are  the  only  offer 


Redacted  bv  the  Permanent 
Subcommittee  on  Investigation* 


Original  Message  

From:  Lehman,  David  A. 

To-  Mullen,  Donald;  Brafman,  Lester  R 
Sent:  Wed  Jun  06  17:41:18  2007 
Subject:  FW:  Moneygram  marks 

fyi 


From:       Wisenbaker,  Scott 

Sent:  Wednesday,  June  06,  2007  4:24  PM 

To:    Case,  Benjamin;  Bieber,  Matthew  G. ;  Lehman,  David  A. 

Subject:    RE:  Moneygram  marks 

moving  CDOA2  paper 


From:        Case,  Benjamin 

Sent:  Wednesday,  June  06,  2007  4:22  PM 

To:    Wisenbaker,  Scott;  Bieber,  Matthew  G. 

Subject:     FW:  Moneygram  marks 


Lehman,  David  A. 


Brendan  Gilligan  called  and  said  Moneygram  may  be  interested  in  buying  more 

their  marks  to  be  down  (these  are  aowii  *  ~>   v  nffpr  levels  from  other  dealers  on 

levels  and  seem  to  want  to  hold  the  paper  instead. 


From:        Case,  Benjamin 

Sent:  Wednesday,  June  06,  2007  4:17  PM 

To:    Gilligan,  Brendan 

Subject:     Moneygram  marks 

INTERNAL/VERBAL  ONLY  -  please  relay  verbally  (can  be  send  by  email 
externally  only  from  the  valuations  group) 

Timberwolf  A2  -  83.5  -  450  dm 
Point  Pleasant  A2  -  86.0  -  420  dm 


n^nfiHontiai  Trpatmpint  Reauested  bv  Goldman  Sachs 


GSMBS-E-001 936956 
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From: 
Sent: 
To: 
Subject: 


Sparks,  Daniel  L 

Wednesday,  June  06,  2007  8:58  PM 

Swenson,  Michael;  Mullen,  Donald;  Lehman,  David  A. 

Re:  Moneygram  marks 


There  is  real  market  meltdown  potential  (although  far  from  certain).  The  market  isn't  yet 
pricing  it  in  -  but  the  scenario  is  liquidity  gets  worse,  downgrades/losses  occur,  and 
forced  liquidations  begin  to  happen  -  spiral  down  that  has  steep  drops. 

Flip  side  is  liquidity  and  demand  for  risk  and  cheap  assets  overwhelm  concerns.  These  are 
pretty  much  the  only  distressed  assets  out  there  in  size. 

But  the  upside/downside  makes  it  seem  way  to  early  -  especially  for  us  mark-to  market 
types . 


Original  Message  

From:  Swenson,  Michael 

To:  Mullen,  Donald;  Lehman,  David  A. 

Cc:  Sparks,  Daniel  L 

Sent:  Wed  Jun  06  20:41:19  2007 

Subject:  Re:  Moneygram  marks 

No  pause  evryone  else  is  afraid  to  execute  at  these  levels  and  they  will  be  wishing  for 
these  prices  by  the  end  of  the  summer 

Original  Message  

From:  Mullen,  Donald 

To:  Lehman,  David  A. 

Cc:  Swenson,  Michael;  Sparks,  Daniel  L 

Sent:  Wed  Jun  06  20:28:44  2007 

Subject:  Re:  Moneygram  marks 

Does  that  give  any  one  pause  about  our  selling  prices? 


Original  Message  

From:  Lehman,  David  A. 

To:  Mullen,  Donald 

Cc:  Swenson,  Michael;  Sparks,  Daniel  L 

Sent:  Wed  Jun  06  18:42:48  2007 

Subject:  Re:  Moneygram  marks 

This  is  consistent  with  what  we  hear  -  maybe  not  the  only  offer,  but  certainly  the  most 
aggressive 
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David  A.  Lehman 

Goldman,  Sachs  &  Co. 

85  Broad  Street   I   New  York,  NY  10004 

Tel:  212-902-2927   |   Fax:  212-902-1691 

e-mail:  david.lehman@gs.com 


Mob:  917- 
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Original  Message  

From:  Mullen,  Donald 

To:  Lehman,  David  A. 

Sent:  Wed  Jun  06  18:26:02  2007 

Subject:  Re:  Moneygram  marks 

Sounds  like  we  are  the  only  offer 


Original  Message  

From:  Lehman,  David  A. 
To:  Mullen,  Donald;  Brafman,  Lester  R 
Sent:  Wed  Jun  06  17:41:18  2007 
Subject:  FW:  Moneygram  marks 


fyi 


From:        Wisenbaker,  Scott 

Sent:  Wednesday,  June  06,  2007  4:24  PM 

To:    Case,  Benjamin;  Bieber,  Matthew  G. ;  Lehman,  David  A. 

Subject:     RE:  Moneygram  marks 

have  heard  from  others  on  the  street  that  citi  and  ml  in  particular  are  holding  on 
to  stuff...   and  that  the  market  feels  that  GS  is  being  more  aggressive  than  -other  dealers 
moving  CDOA2  paper 


From:        Case,  Benjamin 

Sent:  Wednesday,  June  06,  2007  4:22  PM 

To:    Wisenbaker,  Scott;  Bieber,  Matthew  G.;  Lehman,  David  A. 

Subject:     FW:  Moneygram  marks 

Brendan  Gilligan  called  and  said  Moneygram  may  be  interested  in  buying  more 
Timberwolf  A2  and  Point  Pleasant  A2  in  the  context  of  their  marks.   He  said  Moneygram 
knows  the  market  has  moved  wider  from  when  they  bought  these  bonds,  so  they  were  expecting 
their  marks  to  be  down  (these  are  down  4-5  points  from  where  they  purchased) .   Also, 
interestingly  he  said  Moneygram  have  been  trying  to  get  offer  levels  from  other  dealers  on 
CD0^2  debt  the  other  dealers  own  in  inventory,  but  he  said  most  won't  give  them  offering 
levels  and  seem  to  want  to  hold  the  paper  instead. 


From:       Case,  Benjamin 

Sent:  Wednesday,  .  June  06,  2  007  4:17  PM 

To:    Gilligan,  Brendan 

Subject:     Moneygram  marks 

INTERNAL/VERBAL  ONLY  -  please  relay  verbally  (can  be  send  by  email 
externally  only  from  the  valuations  group) 

Timberwolf  A2  -  83.5  -  450  dm 
Point  Pleasant  A2  -  86.0  -  420  dm 
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Unknown 


From:  Maltezos,  George  [george.maltezos@gsjbw.com] 

Sent:  22  May  2007  08:50 

To:  John  Murphy 

Subject:  FW:  leveraged  AAAs  and  AAs 

Attachments:  oledata.mso;  2007031 3.TIMBERWOLF  I,  mgd  by  Greywolf  CapitaLzip;  20070424.ROI 
oalcs_AAA  and  AAs.xls;  070501_TS_Basis  Cap.doc 

I  appreciate  you  are  flat  chat  at  the  moment,  but  pis  keep  in  mind  GS  is  an  aggressive  seller  of  risk  for  QTR 
end  purposes  (last  day  of  quarter  is  this  Friday). 

We  would  certainly  appreciate  your  support,  and  equally  help  create  something  where  the  return  on  invested 
capital  for  Basis  is  over  60%  (assume  AAAs  at  400dm;  AAs  at  500dm;  7.5%  haircut  and  L+30bps  funding). 


George 


George  Maltezos,  CFA 

Executive  Director 

Head  of  Structured  Asset  Solutions 

Telephone  612  9320  1431 

Facsimile  612  9320 1222 

Mobile  61VIHHi 

oeoroe.maltezosSlQslbw.com 
www.Qsibw.com 
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From:  Maltezos,  George 

Sent:  Tuesday,  22  May  2007  3:11  PM 

To:  'John  Murphy1 

Cc:  Stuart  Fowler 

Subject:  FW:  leveraged  AAAs  and  AAs 

Murph  - 1  hope  you  are  getting  your  legs  back.  When  are  you  free  to  re-visit  this  trade  with  the  Greywolf 
deal? 

As  indicated,  I  have  been  able  to  obtain  approvals  for  a  6mth  evergreen  financing  facility  for  this  trade,  which 
sits  separate  to  the  US$100mm  facility  we  set  up  last  year  (and  hence  leaves  some  powder  dry  for  other 
things). 

Tks, 
gm 


From:  Maltezos,  George 

Sent:  Tuesday,  24  April  2007  4:02  PM 

To:  John  Murphy 

Cc:  Stuart  Fowler 

Subject:  leveraged  AAAs  and  AAs 

Murph, 

Further  to  our  email  traffic  yesterday,  I  wanted  to  discover  what  might  be  possible  in  the  levered  AAA  space. 

To  that  end,  I  spoke  with  Dan  Sparks  and  Peter  Ostrem  about  potentially  offering  Basis  a  block  of  cheap 
highly  rated  ABS  COOs  on  a  levered  basis. 
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They  were  constructive  with  the  enquiry  &  supportive  to  help  structure  something  that  should  offer  Basis  an 
attractive  risk-adjusted  return  on  capital  proposition.  We  are  still  mapping  through  the  terms,  but  I  wanted  to 
highlight  some  broad  thoughts  on  a  trade  idea. 


Are  you  free  to  discuss  this? 


CDO  Transaction  Details: 

Deal:  Timberwolf  I,  Ltd 

CDO  Manager:   Greywolf  Capital  Management  LP 

Description:       US$1bn  Singled  Structured  Product  CDO 

(see  attached  zipped  file  containing  final  OC,  term  sheet,  presentation,  portfolio,  cashflows,  etc) 

Indicative  Financing  Terms*. 

Haircut  5-10% 

Funding  Rate:    Ltbor  plus  35-50bps 

Return  on  Capital  is  in  the  40-55%  area 

(see  attached  indicative  calculations  I  prepared) 

Investment  Details: 

Notional:  US$100,000,000  (hence  capital  invested  by  Basis  is  $5  to  $10mm) 

Split  across  two  tranches: 

Class  A2  (Aaa/AAA)      +400dm  (traded  half  the  tranche  originally  at  1 00dm) 
Class  B  (Aa2/AA)  +300dm  (traded  half  the  tranche  originally  at  200dm) 

(deal  was  originally  priced  13  March) 


Timberwolf,  a  $1bln  Single-A  SP  CDO  Squared 

•  Portfolio  selected  and  to  be  defensively  managed  by  Greywolf  (Greg  Mount). 

•  Goldman  and  Greywolf  each  took  half  the  equity. 

•  Higher  in  credit  trade  (portfolio  is  1 00%  rated  at  least  slngle-A)  with  a  focus  on  Mezz  and  High  Grade  SP 
CDO  debt 

•  No  reinvestment  risk.  Greywolf  has  ability  to  sell  assets  that  they  feel  are  underperforming  vs. 
expectations  but  all  principal  proceeds  paydown  debt 

•  The  two  main  portfolio  managers  have  outstanding  experience  in  the  structured  products  markets:  Greg 
Mount  Previously  a  Partner  at  Goldman  Sachs  who  founded  Goldman  Sachs'  CDO  business  in  1996 
and  initiated  their  proprietary  CDO  investing  activity;  &  Joe  Marconi:  Previously  a  Managing  Director  and 
co-head  of  ABS  Finance  at  Goldman  Sachs. 

Other  transaction  highlights 

•  Structural  features 

o  Legal  maturity  of  [14]  years 
o  Non-call  period  of  [3]  years 
o  Auction  call  at  [8]  years 

•  Greywolf  has  the  discretion  to  sell  "credit  risk"  and  "defaulted"  assets  and  the  proceeds  will  be  treated 
as  principal  paydowns. 

•  The  portfolio  is  expected  to  be  [100]%  ramped  at  closing 

•  Fees: 

o  Collateral  Management  Fee:  [4]  bps  pa 
o  Deferred  Structuring  Fee:  [4]  bps  pa 

Greywolf  Capital  Management 
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Founded  in  2003,  now  with  50  employees,  including  27  investment  professionals 

Greywolf  principals  previously  held  senior  positions  in  credit  trading  at  various  sell-side  institutions 

Greywolf  has  approximately  $3.5bn  AUM,  including  approximately  $1bn  in  structured  product 

exposures 


Tlmberwotf  I  Break-Evens 

Defaults  are  assumed  to  commence  In  September  2008;  Recoveries  occur  immediately  upon 

default 

Loss  of  interest  and  principal  (discounted). 


George  Maltezos,  CFA 
Executive  Director 
Head  of  Structured  Asset  Solutions 
Telephone  612  9320 1431 

Facsimile  612  9320 1222 

Mobile  61  apBBi 

george.maltezos@gsjbw.com 
www.qsjbw.com 


Fixed  Income,  Currency  and  Commodities 
Goldmen  Sachs  JBWere  Pty  Ltd 

Level  48 

Governor  Phillip  Tower 

1  Farter  Place 

Sydney  NSW  2000 

Australia  


Risk  Factors:  An  investment  in  the  securities  presents  certain  risks,  please  see  the  Preliminary 
Offering  Circular  for  a  description  of  certain  risk  factors. 

Disclaimer:  This  material  has  been  prepared  specifically  for  you  and  contains  indicative  terms 
only.  All  material  contained  herein,  including  proposed  terms  and  conditions  are  for  discussion 
purposes  only.  Finalized  terms  and  conditions  are  subject  to  further  discussion  and  negotiation. 
Goldman  Sachs  shall  have  no  liability,  contingent  or  otherwise,  to  the  user  or  to  third  parties, 
for  the  quality,  accuracy,  timeliness,  continued  availability  or  completeness  of  the  data  and 
information.  Goldman  Sachs  does  not  provide  accounting,  tax  or  legal  advice;  such  matters 
should  be  discussed  with  your  advisors  and  or  counsel.  In  addition,  we  mutually  agree  that, 
subject  to  applicable  law,  you  may  disclose  any  and  all  aspects  of  this  material  that  are 
necessary  to  support  any  U.S.  federal  income  tax  benefits,  without  Goldman  Sachs  imposing 
any  limitation  of  any  kind. 

This  communication  shall  not  constitute  an  offer  to  sell  or  the  solicitation  of  an  offer  to  buy  nor 
shall  there  be  any  sale  of  these  securities  in  any  State  in  which  such  offer,  solicitation  or  sale 
would  be  unlawful  prior  to  registration  or  qualification  under  the  securities  laws  of  any  such 
State.  These  securities  are  being  offered  by  the  issuer  and  represent  a  new  financing.  A  final 
prospectus  relating  to  these  securities  may  be  obtained  from  the  offices  of  Goldman,  Sachs  & 
Co.,  85  Broad  Street,  New  York,  NY  10004. 

Please  note  that  Goldman  Sachs  JBWere  makes  important  disclosures  of  its  interests  at 
http://www.gsjbw.com/Dlsclosures 

GOLDMAN  SACHS  JBWERE  PTY  LTD  DISCLAIMER  . 

Goldman  Sachs  JBWere  Pty  Ltd  and  its  related  entities  distributing  this  document  and  each  of  their 
respective  , 

directors,  officers  and  agents  ("Goldman  Sachs  JBWere  Group")  believe  that  the  information 
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contained  in  this 

document  is  correct  and  that  any  estimates,  opinions,  conclusions  or  recommendations  contained  in 

this 

document  are  reasonably  held  or  made  as  at  the  time  of  compilation.  However,  no  warranty  is  made 

as  to 

the  accuracy  or  reliability  of  any  estimates,  opinions,  conclusions,  recommendations 

(which  may  change  without  notice)  or  other  information  contained  in  this  document  and,  to  the 

maximum 

extent  permitted  by  law,  Goldman  Sachs  JBWere  Group  disclaims  all  liability  and  responsibility  for 

any 

direct  or  indirect  loss  or  damage  which  may  be  suffered  by  any  recipient  through  relying  on  anything 

contained  in  or  omitted  from  mis  document.  This  document  is  for  the  intended  recipient  only  and  is 

provided  on  the  condition  that  you  keep  it  confidential  and  do  not  copy  or  circulate  it  in  whole  or  in 

part. 

No  part  of  this  document  may  be  reproduced  without  the  permission  of  Goldman  Sachs  JBWere 

Group. 

Copyright  in  this  document  is  owned  by  Goldman  Sachs  JBWere  Pty  Ltd.  The  Goldman  Sachs 

JBWere  Group 

does  not  represent  or  warrant  that  any  attached  files  are  free  from  computer  viruses  or  other  defects. 

Any  files  provided  may  only  be  used  on  the  basis  that  the  user  assumes  all  responsibility  for  any 

loss, 

damage  or  consequence  resulting  directly  or  indirectly  from  their  use.  The  liability  of  the 

Goldman  Sachs  JBWere  Group  is  limited  in  any  event  to  either  the  resupply  of  the  attached  files  or 

the  cost  of  having  the  attached  files  resupplied  All  reasonable  efforts  are  made  to  prevent 

dissemination  of  viruses  through  the  electronic  portal. 

Copyright  in  this  document  is  owned  by 

Goldman  Sachs  JBWere  Pty  Ltd.  2007  Goldman  Sachs  JBWere  Pty  Ltd,  ABN  21  006  797  897, 

AFSL  243346. 

All  rights  reserved. 

If  you  do  not  wish  to  receive  future  communications  of  this  nature,  you  can  unsubscribe  by  going  to: 

http://www.qsjbwxom/?p=Unsubscribe8tS=Qeorae.maltezos(aQsibw.corri. 

If  you  require  any  further  information  regarding  our  SPAM  policy,  please  email  spam- 

officer@qsibw.com. 

Goldman  Sachs  JBWere  Group  1300  366  790  or  (61  3)  9679  1534 
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From:  Maltezos,  George 

Dale  Sent:  Wednesday,  30  May  2007  09:34:26 

Date  Received:  Wednesday,  30  May  2007  09:34:26 

To:  John  Murphy 

CC:  Stuart  Fowler 

BCC: 

Subject:  RE: 

Attachment  Count:  0 

Attachment  None 


We  have  been  working  on  a  SIV-lite  structure  for  structured  product  CDO  product,  but  this  still  requires  a  great  deal  of  work  from  here. .  ..not  to 
mention  upfront  expenses  to  establish  such  vehicles.  The  key  guy  working  on  this  from  our  end  is  Rajiv  Kamilla,  who  is  actually. going  to  be  m 
Sydney  next  week.  Rajiv  is  a  senior  and  experienced  structuring  and  trading  guy  devoted  to  new  product  development.  Perhaps  we  should  set 
up  a  meeting  when  he  is  here  next  week  to  discuss  such  broader  exotic  solutions.  At  this  stage,  however,  Otis  is  still  in  design  mode  and  the 
agencies  are  still  non  committal.  The  money  market  desks/repo  counterparts  for  this  sort  of  thing  are  also  in  early  stages.  I'm  just  trymg  to  be 
realistic  on  this  side. . . . 
We  also  looked  at  a  non-par  swap  and  found  issues  from  a  credit  and  extension  /  tail  risk  perspective,  hence  not  a  no-brainer. 

On  your  question  below  about  taking  the  AAA  paper  in  isolation,  the  issue  we  face  (from  a  trading  and  risk  management  perspective)  is  on 
beingabletoproperlymodel,mark,&valuethisjumprisk.  1  think  the  current  market  environment  is  suggesting  clanty  on  this  is  not  there.  1 
can  tell  you  Goldman  is  not  doing  any  non-recourse  financing  at  the  moment  on  structured  product  CDOs. 

From  a  pricing  perspective,  we  have  been  trading  Timberwolf  AAA  and  AA  bonds.  550dm  on  AAAs  and  north  of  700dm  on  AAs.is  considered 
too  wide  for  Timberwolf.  We  appreciate  you  are  seeing  other  stuff,  and  keen  to  know  which  deals  these  are.  but  in  this  case  I  don't  tlunk  the 
trading  desk  shares  the  sentiment  with  regard  to  such  spread  levels.  To  be  constrictive,  however,  I  know  the  desk  is  entertaiiung  block  size 
trades  at  the  moment  from  real  money-accounts  in  the  US  and  Asia  at  wide  levels  (much  wider  than  what  they  have  traded  before).  To  give  you 
a  sense,  1  think  these  represent  400-450dm  and  650-700dm  respectively  (for  size)  at  the  widest  level  of  such  enquiries. 

Overall  the  6mth  evergreen  financing  proposal  with  recourse  to  the  funds  is  the  most  efficient  way  I  can  see  Goldman  play  here  (at  this  point  in 
time).  As  you  can  see  from  above,  some  flexibility  on  price  can  be  afforded,  which  should  help  create  a  very  positively  convex  &  buffered 
position  for  you. 

Again,  I  appreciate  your  focus. . .  .1  just  don't  want  to  lead  you  up  the  garden  path. 


Your  thoughts? 


George 
9320  1431 


George  Maltezos,  CFA 

Executive  Director 

Head  of  Structured  Asset  Solutions 

Telephone  612  93201431 

Facsimile  612  93201222 

Mobile  VHjHI   W^^r 

george.maltezos@gsjbw.com  <mailto:george.maltezos@gsjbw.com> 

www.gsjbw.com  <http://www.gsjbw.com/> 
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Cc:  Stuart  Fowler 
Subject:  Re: 

From  our  side  we  want  to  look  at  this  like  a  conduit  or  SIV  type  arrangement 

If  you  take  the  AAA  paper  in  isolation,  what  is  the  volatility  of  the  mark  to  market  (from  current  levels)  that  needs  to  be  covered  77  And  what 

equity  sizing  would  beneeded??  Would  a  non-par  swap  help  bring  forward  the  DM  and  convert  it  into  current  cash  flow  7? 

John  Murphy 

Sent  from  my  BlackBerry 

Disclaimer 

This  message  is  subject  to  the  Disclaimer  on  <http://www.basiscap.com.au/emaadisclaimer.htm> 

Original  Message 

From:  Maltezos,  George  <george .maUezds@gsjbw.com> 

To:  John  Murphy 

Cc:  Stuart  Fowler 

Sent:  Tue  May  29  17:55:42  2007 

I  havT^'  a  look  at  this,  and  can  ask  again,  but  on  earlier  discussions  internally  "non-recourse"  was  far  worse  than  what  was  shown  with 
recourse. 

Two  key  drivers:  ^^^■■KfT'IH  B 

1  -  the  work  done  by  the  business  unit  and  credit  department  to  get  comfortable  with  Basis  Capital  ■■■^■iU^p^BI.^B1 
thrownoutmewindow,andassuchyonaretreatednobettermana$2bucketshop....hence,credittermswcOTensigmficantly. 

2  -  the  excess  cash  here  is  actually  minimal.  The  AAA  has  a  L+90bps  coupon,  so  if  funding  is  L+35bps,  you  end  up  wrth  55bps  of  excess 
income.  Assuming  you  sweep  all  of  this  to  build  excess  credit  support,  this  could  potentially  build  an  extra  5%  in  3  years.  That's  clearly  not , 

lot  of  buffer. 

I'm  just  trying  to  highlight  the  issues,  rather  than  over-promise.  Any  and  all  feedback  is  welcome. 

George 

George  Maltezos,  CFA 

Executive  Director 

Head  of  Structured  Asset  Solutions 


Telephone  612  9320  1431 

Facsimile  612  9320  1222 

georgejnaltezos@gsjbw.com  <<mailto:george.maltezos@gsjbw.com>> 
www.gsjbw.com  <<http://www.gsjbw.com/>> 
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From :  John  Murphy  [<mailto:jmurphy@basiscap.com  .au>] 

Sent:  Tuesday,  29  May  2007  5:35  PM 

To:  Maltezos,  George 

Cc:  Stuart  Fowler 

Subject:  RE: 

we  are  very  keen  to  explore  a  vehicle  where  we  fund  these  bonds  on  a  non-recourse  basis 

off  the  top  of  my  head  I  look  atit  as  5%  "equity"  upfront  and  then  trap  the  excess  income  each  period  to  build  extra  credrt  support  over  time 

can  you  and  the.  team  put  your  thinking  hats  on  and  see  what  is  do-able? 

John  Murphy 

Director  -  Funds  Management 

Direct:  02  -8234  5514 

Mobile:  €B^^I^^^P 

www.basiscap.com.au 

Disclaimer.  i_-v*  j  c 

The  information  contained  in  this  email  may  be  confidential  and/or  privileged.  If  you  are  not  the  intended  recp.ent,  you  are  prohibrted  from 
using  disclosing,  copying  or  distributing  the  information  in  or  attachment,  to  this  email  in  any  way.  Internet  commumcations  are  not  secure  and 
therefore  Basis  Capital  does  not  accept  legal  responsibility  for  the  contents  of  this  message.  Although  Basis  Capital  operates  anti-vnus 
programmes  it  does  not  accept  responsibility  for  any  damage  whatsoever  that  is  caused  by  viruses  berng  passed. 
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From:  Msltezos,  George  [<mailto:george.maitezos@gsjbw.com>] 

Sent  Tuesday,  29  May  2007  4:38  PM 

To:  John  Murphy 

Subject  RE: 

Wow... 

This  is  obviously  good  colour,  but  clearly  illustrates  the  sporadic  nature  of  the  market. 

Can  you  mention  which  deal?  I  am  happy  to  go  back  to  NY  and  force  a  response. 

Do  you  think  550  and  700+  are  the  right  levels  for  this  trade? 


From:  John  Murphy  [<Jnailto:jmurphy@basiscap.com.au>] 
Sent:  Tuesday,  29  May  2007  4:32  PM 
To:  Maltezos,  George 

LTretonTask  is  we  are  seeing  similar  paper  at  much  wider  levels  ...we  are  seeing,  in  equivalent  managers  550DM  on  AAA  and  north  of  700 

on  AA..  thoughts  pise 

John  Murphy 

Director  -  Funds  Management 

Direct:  02 -8234  5514 

Mobile:  MHM 

www.basiscap.com.au 

Motion  contained  in  this  email  may  be  confidential  and/or  privileged.  If  you  are  not  the  intended  recipient,  you  are  prohibited  from 
using  disclosing,  copying  or  distributing  the  information  in  or  attachments  to  this  email  in  any  way.  Internet  communications  arenot  secure  and 
therefore  Basis  Capital  does  not  accept  legal  responsibility  for  the  contents  of  this  message.  Although  Basis  Capital  operates  anb-vrrus 
programmes,  it  does  not  accept  responsibility  for  any  damage  whatsoever  that  is  caused  by  viruses  being  passed. 


From:  Maltezos,  George  [<mailto:george.maltezos@gsjbw.com>] 

Sent:  Tuesday,  29  May  2007  4:23  PM 

To:  John  Murphy 

Subject  RE: 

As  of  quarter  end  (end  of  last  week),  they  were:  AAAs  at  400dm;  and  AAs  at  500dm. 

We  last  traded  a  block  at  350  and  450  respectively. 

What  do  you  think?  I  can  double  check  tonight 


>  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


From:  John  Murphy  [<mailto:jmurphy@basiscap.com.au>] 

Sent:  Tuesday,  29  May  2007  4:18  PM 

To:  Maltezos,  George 

Subject  RE: 

what  are  the  refreshed  offer  levels  on  the  AAA  and  AA  notes?? 

John  Murphy 

Director  -  Funds  Management 

Direct:  02  -  8234  5514 

Mobile:  flfliV' 
www.basiscap.com.au 

TTlnZrion  contained  in  this  email  may  be  confidential  and/or  privileged.  If  you  are  not  the  intended  recipient,  you  are  prohibited  from 
using  disclosing,  copying  or  distributing  the  information  in  or  attachments  to  this  email  in  any  way.  Internet  commumcauons  are  not  secure  and 
therefore  Basis  Capital  does  not  accept  legal  responsibility  for  the  contents  of  this  message.  Although  Basis  Capital  operates  ant.-v.rus 
programmes,  it  does  not  accept  responsibility  for  any  damage  whatsoever  that  is  caused  by  viruses  bemg  passed. 


From:  Maltezos,  George  [<mailto:geoTge.maltezos@gsjbw.com>] 

Sent:  Tuesday,  29  May  2007  3:12  PM 

To:  John  Murphy 

Subject:  RE: 

Ok  mate -thanks 

George  Maltezos,  CEA 


JUL  002034 
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Executive  Director 

Head  of  Structured  Asset  Solutions 

Telephone  612  9320  1431 

Facsimile  612  9320  1222 

Mobile  61  403  189  116 

georgejnaltezos@gsjbw.com  <<mauto:george.rnaltezos@gsjbw.com>> 

www.gsjbw.com  <<http://www.gsjbw.com/>> 


From:  John  Murphy  l<maUto:jmurphy@basiscap.com.au>] 

Sent:  Tuesday,  29  May  2007  3:04  PM 

To:  Maltezos,  George 

Subject  RE: 

I  got  our  guys  looking  at  the  repo  terms  to  see  if  that  causes  them  any  grief 

other  than  that  nothing  to  discuss  as  yet 

John  Murphy 

Director  -  Funds  Management 

Direct:  02 -8234  5514 

Mobile:  WHHMMfc 

www  .basiscap.com  .au 

Trliluon  contained  in  this  emailmay  be  confidential  Mv6^  VynmM*^*^yo>™V^J™ 
uig  disclosing,  copying  or  distributing  the  information  in  or  attachments  to  this  email  in  any  way.  Internet  commumcabons  ar  not  secure  and 
therefore  Basis  Capital  does  not  accept  legal  responsible  for  the  contents  of  this  message.  Although  BasIs  Caprtal  operates  ant-vuue 
programmes,  it  does  not  accept  responsibility  for  any  damage  whatsoever  that  is  caused  by  viruses  bemg  passed. 


From:  Maltezos,  George  [<mailto:george.maltezos@gsjbw.com>] 

Sent:  Tuesday,  29  May  2007  3:03  PM 

To:  John  Murphy 

Subject: 

Murph  -  shall  we  set  a  time  aside  to  discuss  the  levered  Timberwolf  AAA  and  AA  trade  idea? 

George  Maltezos,  CFA 

Executive  Director 

Head  of  Structured  Asset  Solutions 

Fixed  Income,  Currency  and  Commodities 
Goldman  Sachs  JBWere  Pty  Ltd 

Telephone  612  9320  1431 

Facsimile  612  9320  1222 

Mobile 
george.maltezos@gsjbw.com 

www.gsjbw.com 

Level  48 
Governor  Phillip  Tower 
1  Farrer  Place 
Sydney  NSW  2000 
Australia 


.  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


RiskFactors:  An  investment  in  the  securities  presents  certain  risks,  please  see  the  Preliminary  Offermg  Circular  fOT  a  description  of  certain  nsk 


factors 


Slier  Thi,  material  has  been  prepared  specifically  for  you and  OMi™indirfv.tm.ori,.Anm-^«n^h^»«^ 

^  cordons  are  I  discussion  purposes  only,  f^^*,^^*^^**^ 

oToman  Sachs  shaU  have  no  Uabili^^^ 

a^bTi^ 

be  discusTedwith  your  advisors  and  or  counsel.  In  addition,  we  mutually  agree  mat,  subject  to  arable  law.  you  may  disclose  any  and  aU 


JUL  002035 
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From:     Molloy,  Macdara 
Sent:       Wednesday,  May  02,  2007  3:37  AM 
To:  Maltezos,  George  (  GSJBW  ) 

Cc:  Hammatt,  Julie;  Cao,  Joanna  J 

'Subject:  RE:  Updated  Calls  and  reports 

In  that  case  it  seems  we  were  fed  the  wrong  price.  We  will  follow  up. 


From:  Maltezos,  George  (  GSJBW  ) 
Sent:  Wednesday,  May  02,  2007  8:35  AM 
To:  Molloy,  Macdara 
Cc:  Hammatt,  Julie;  Cao,  Joanna  J 
Subject:  RE:  Updated  Calls  and  reports 

Not  sure  I  agree.  The  desk  had  confirmed  marking  this  at  the  81 .72  level.  Not  sure  when  it  was  lower. 


George  Maltezos,  CFA 

Executive  Director 

Head  of  Structured  Asset  Solutions 

Telephone  612  9320  1431 

Facsimile  612  93201222 

Mobile  61fflHBHB 

georae.maltezos@asibw.com 
www.asibw.com 


■  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


From:  Molloy,  Macdara  [mailto:macdara.molloy@gs.com] 

Sent:  Wednesday,  2  May  2007  5:30  PM 

To:  Maltezos,  George 

Cc:  Hammatt,  Julie  -  GS;  Cao,  Joanna  J  -  GS 

Subject:  RE:  Updated  Calls  and  reports 

Thanks  George. 

That's  fine  we  can  update  the  reports  today  with  the  new  prices. 

They  should  really  meet  the  original  call  as  the  price  dropped  creating  the  call  and  has  now  gone  back  up  to  the 

81 .72  level  decreasing  the  call. 

We  will  apply  the  new  prices  today  and  see  where  we  are  which  should  reduce  the  call. 

Regards, 

Macdara 


Confidential  Treatment  Requested  by  Gold 


Permanent  Subcommittee  on  Investigations  | 

Wall  Street  &  The  Financial  Crisis 

Report  Footnote  #2415 


GS  MBS-E-002003102 


Footnote  Exhibits  -  Page  4498 


From:  Maltezos,  George  (  GSJBW  ) 
Sent:  Wednesday,  May  02,  2007  8:25  AM 
To:  Molloy,  Macdara 
Cc:  Hammatt,  Julie;  Cao,  Joanna  J 
Subject:  RE:  Updated  Calls  and  reports 

I  did,  but  I  think  they  want  to  see  it  confirmed  in  the  reports.... 


] 


Call  me  if  its  helpful.  |  ~  Redacted  by  the  Permanent 

Subcommittee  on  Investigations 


George  Maltezos,  CFA 

Executive  Director 

Head  of  Structured  Asset  Solutions 

Telephone  612  9320  1431 

Facsimile  612  9320  1222 

Mobile  61  MM 

aeorae.maltezos@osjbw.com 
www..gsjbjy..com 


From:  Molloy,  Macdara  [mailto:macdara.molloy@gs.com] 

Sent:  Wednesday,  2  May  2007  5:23  PM 

To:  Maltezos,  George 

Cc:  Hammatt,  Julie  -  GS;  Cao,  Joanna  J  -  GS 

Subject:  RE:  Updated  Calls  and  reports 

Thanks  George, 

Were  you  able  to  pass  this  information  on  to  Basis? 

Regards, 

Macdara 

This  message  may  contain  information  that  is  confidential  or  privileged.  If  you  are  not  the  intended  recipient,  please  advise  the  sender 
immediately  and  delete  this  message.  See  U&jt<^.gsmmldittMm£$™Q\ ,or  ,urther  information  on  confidentiality  and  the  risks  inherent  in 
electronic  communication. 


From:  Maltezos,  George  (  GSJBW  ) 
Sent:  Wednesday,  May  02,  2007  8:21  AM 
To:  Molloy,  Macdara 
Cc:  Hammatt,  Julie;  Cao,  Joanna  J 
Subject:  RE:  Updated  Calls  and  reports 

This  is  what  I  have  from  NY. ...Ben  Case. 


Confidential  Treatment  Reauested  bv  Goldman  Sachs  GS  MBS-E-002003103 
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George  Maltezos,  CFA 

Executive  Director  1  ——  =  r-hq.#«j  •„, ..    _ 

Head  of  Structured  Asset  Solutions  |  **£!      2       Pe™anent 

subcommittee  on  Investigations 
Telephone  612  9320  1431 

Facsimile  612  93201222 

Mobile  61  ^HHHI 

QeorQe.maltezos@Qsibw.com 
www.gsjbw.com. 

From:  Molloy,  Macdara  [mailto:macdara.molloy@gs.com] 

Sent:  Wednesday,  2  May  2007  4:54  PM 

To:  Maltezos,  George 

Cc:  Hammatt,  Julie  -  GS;  Cao,  Joanna  J  -  GS 

Subject:  FW:  Updated  Calls  and  reports 

George, 

Not  sure  if  you  have  been  involved  with  this  price  query  but  have  you  spoken  to  anyone  in  NY  on 

this? 

If  not  we  will  follow  up. 

Regards, 

Macdara 

This  message  may  contain  information  that  is  confidential  or  privileged.  If  you  are  not  the  intended  recipient,  please  advise  the  sender 
immediately  and  delete  this  message.  See  http.'/wv/w.qs.oorfvdisclaimer/email  for  further  information  on  confidentiality  and  the  risks 
inherent  in  electronic  communication. 


From:  John  Murphy  [mailto:jmurphy@basiscap.com.au] 

Sent:  Wednesday,  May  02,  2007  7:52  AM 

To:  Molloy,  Macdara;  Phillipa  Chen 

Cc:  Sahil  Sachdev;  Hammatt,  Julie;  Maltezos,  George  (  GSJBW  );  Fei  An;  Trades;  Peter 

Dobson;  Cao, Joanna  J 

Subject:  RE:  Updated  Calls  and  reports 

Macdara 

For  you  guide  we  did  flag  this  discrepancy  with  your  Sydney  office  yesterday  (Tue)  morning. 

Regards 
John 


John  Murphy 

Director  -  Funds  Management 

Direct:  02 -8234  5514 


L 


n^nfiHontiai  Troatmont  RpniiPRtpri  hv  finlclman  Sachs 


GS  MBS-E-002003104 
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Mobile:  CM 
www.basiscap.com.au 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


n 

attons  I 


Disclaimer: 

The  information  contained  in  this  email  may  be  confidential  and/or  privileged  If  you  are  not  the 
intended  recipient,  you  are  prohibited  from  using,  disclosing,  copying  or  distributing  the  information  in 
or  attachments  to  this  email  in  any  way.  Internet  communications  are  not  secure  and  therefore  Basis 
Capital  does  not  accept  legal  responsibility  for  the  contents  of  Ms  message.  Altlwugh  Basis  Capital 
operates  anti-virus  programmes,  it  does  not  accept  responsibility  for  any  damage  whatsoever  that  is 
caused  by  viruses  being  passed. 


From:  Molloy,  Macdara  [mailto:macdara.molloy@gs.com] 

Sent:  Wednesday,  2  May  2007  4:48  PM 

To:  Phillipa  Chen 

Cc:  Sahil  Sachdev;  Hammatt,  Julie;  Maltezos,  George  ( GSJBW  );  Fei  An;  Trades;  John 

Murphy;  Peter  Dobson;  Cao,  Joanna  J 

Subject:  RE:  Updated  Calls  and  reports 

Phillipa, 

Thanks  we  will  book  to  receive  the  $280 ,000  on  Pac  Rim  for  value  3rd  of  May. 

We  will  investigate  the  price  move  on  the  Point  Pleasant  however  as  the  traders/valuations  are 
in  New  York  we  will  have  to  speak  to  them  later  today. 

Regards, 

Macdara 

Margin  Valuations  S  Pricing 

Goldman  Sachs  International 

Christchurch  Court  |  1 0-1 5  Newgate  Hill    |   London  EC1 A  7HD 

T:  +44  (0)  207  774  6829 

F:  +44  (0)  207  552  7323 

E:  Macdara.Molloy@gs.com 

This  message  may  contain  information  that  is  confidential  or  privileged.  If  you  are  not  the  intended  recipient,  please  advise  the 
sender  immediately  and  delete  this  message.  See  m:S!mWs:™™'!*Mam<!W?.\\  »°r  ^^er  information  on  confidentiality 
and  the  risks  inherent  in  electronic  communication. 


From:  Phillipa  Chen  [mailto:pchen@basiscap.com.au] 

Sent:  Wednesday,  May  02,  2007  12:50  AM 

To:  Molloy,  Macdara 

Cc:  Sahil  Sachdev;  Hammatt,  Julie;  Maltezos,  George  (  GSJBW  );  Fei  An;  Trades;  John 

Murphy;  Peter  Dobson 

Subject:  RE:  Updated  Calls  and  reports 


n~~ fi^^tioi  TrQQtmont  Pom  ipctpd  hv  nnldman  Sachs  GS  MBS-E-002003105 
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Hi  Macdara,  Julie  and  George, 

Thanks  a  lot  for  your  emails  and  clarifications. 

We  agree  with  Pac-Rim's  Margin  call  USD  $280,000  and  will  instruct  our  custodian  to 
pay  in  the  morning. 

As  to  Yield  Alpha  I  still  have  further  concerns  (sorry): 

It  seems  that  nearly  $600,000  out  of  the  $720,000  can  be  attributed  to  the  mark  down  of 
our  recent  purchase  Point  Pleasant  (which  was  marked  from  81 .72  down  to  76.72). 
However  the  end  of  month  price  mark  that  we  just  received  from  GS  indicated  that  the 
price  of  the  security  remains  at  81 .72  --Please  see  attached  the  end  of  month  mark. 

Could  you  please  kindly  and  urgently  check  this  for  us? 

Many  thanks. 

Kind  Regards, 

Phillipa  Chen 


P:+61-(0)  2-8234  5500 
D: +6 1 -(0)2-8234  5553 
F:+61-(0)  2-8234  5501 
F-  rv-.he.rit&rmiscap.com.au 
W:_www.baslscap.:cfini,au 

™fbSation  contained  in  this  email  may  be  confidential  and/or  privileged .  If  you  ate  not  the  intended  recipient,  you  are 


prohibited  from  using,  disclosing,  copying  or  distributing  the  information  in  or  attachments  to  tins  email  in  any  way.  Internet 
communications  are  not  secure  and  therefore  Basis  Capital  does  not  accept  legal  responsibility  for  the  contents  of  this  messag. 
Although  Basis  Capital  operates  anti-virus  programmes,  it  does  not  accept  responsibility  for  any  damage  whatsoever  that  is 
caused  by  viruses  being  passed. 


From:  Molloy,  Macdara  [mailto:macdara.molloy@gs.com] 

Sent:  Tuesday,  May  01,  2007  3:19  AM 

To:  Phillipa  Chen 

Cc:  Sahil  Sachdev;  Hammatt,  Julie;  Maltezos,  George  ( GSJBW  );  Peter  O'Donnell;  Fei 

An;  Trades 

Subject:  Updated  Calls  and  reports 

Phillipa, 

I  thought  it  would  be  helpful  to  send  updated  reports  and  calls  for  both  funds. 

We  have  updated  the  25%  HC  for  Yield  Alpha  and  hopefully  you  are  happy  with 
George's  explanation  of  the  new  price  on  the  NYFLAT  attached. 

We  now  see  the  following  calls  with  details  attached: 

BASIS  PAC-RIM  OPPORTUNITY  FUND  (MASTER)  -.$280,000 

BASIS  YIELD  ALPHA  FUND  (MASTER)  -  $720,000 

Please  let  me  know  if  you  agree  and  the  value  date  you  will  be  paying  the  funds  for. 


r>„.vF.,4Wi„i  Tr0,(m0nt  Pom  10ctoH  hw  nnlrlman  Rachs  GS  MBS-E-002003106 
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Regards, 
Macdara 

Margin  Valuations  S  Pricing 

Goldman  Sachs  International 

Christchurch  Court  |  10-15  Newgate  Hill.  |  London  EC1A  7HD 

T:  +44  (0)  207  774  6829 

F:  +44  (0)  207  552  7323 

E:  Macdara.Molloy@gs.com 

This  message  may  contain  information  that  is  confidential  or  privileged.  If  you  are  not  the  intended  recipient,  please 
advise  the  sender  immediately  and  delete  this  message.  See  http://www.gs.com/disclairner/ernail  for  further 
information  on  confidentiality  and  the  risks  inherent  in  electronic  communication. 


From:  Hammatt,  Julie 

Sent:  Monday,  April  30,  2007  2:43  PM 

To:  Maltezos,  George  (  GSJBW  );  Phillipa  Chen;  Peter  O'Donnell;  Fei  An;  Trades 

Cc:  Molloy,  Macdara;  ssachdev@basiscap.com.au 

Subject:  RE:  BASIS  YIELD  ALHA  MARGIN  CALL  25  APR  07 

Phillipa, 

Do  you  agree  with  the  below,  if  so  please  can  you  confirm  your  proposed  margin 
movement. 

Thanks 
Julie 


From:  Maltezos,  George  (  GSJBW  ) 

Sent:  Monday,  April  30,  2007  8:53  AM 

To:  Phillipa  Chen;  Hammatt,  Julie;  Peter  O'Donnell;  Fei  An;  Trades 

Cc:  Molloy,  Macdara;  ssachdev@basiscap.com.au 

Subject:  RE:  BASIS  YIELD  ALHA  MARGIN  CALL  25  APR  07 

Hi  Phillipa, 

I  checked  with  the  secondary  trader  (Philip  Ha)  in  NY  and  he  confirmed 
the  mark  on  NYFLAT.  He  said  this  was  due  to  the  6.7%  distribution  on 
April  20. 

I  hope  this  helps. 


Rgds, 
George 


George  Maltezos,  CFA 

Executive  Director 

Head  of  Structured  Asset  Solutions 


/-> xi-i„m*:«i  t. 


,«t«-.^r-.4-  Dam  laetoH  h\;  finlrtman  ^nr.h«; 


GSMBS-E-002003107 
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Telephone  612  93201431 

Facsimile  612  9320  1222. 

Mobile  61 V0PI 

georQe.maltezostaasibw.com 
www.gsibw.com 
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From:  Phillipa  Chen  [mailto:pchen@basiscap.com.au] 

Sent:  Monday,  30  April  2007  4:42  PM 

To:  Hammatt,  Julie  -  GS;  Peter  O'Donnell;  Fei  An;  Maltezos,  George; 

Trades 

Cc:  Molloy,  Macdara  -  GS 

Subject:  RE:  BASIS  YIELD  ALHA  MARGIN  CALL  25  APR  07 


Redacted  by  the  Permanent        |      Tnan|<  y0u  very  much  for  that  Julie. 
Subcommittee  r~  * 


We'll  be  grateful  if  you  could  come  back  with  the  price  for  NYFLAT  and 
will  meet  the  call  as  soon  as  we  hear  back  from  you. 

Thank  you  and  have  a  nice  day. 
Kind  Regards, 
Phillipa  Chen 


£% 


JL»«c 


Dlh 


ri^«fiW««*!ol  Trao+mon 


P:  +61-(0)  2-8234  5500 
D:  +61-(0)  2-8234  5553 
F:+61-(0)  2-8234  5501 
R:  pchen@basiscap.com.au 
W:  www.basiscap.com.au 

Disclaimer:  .,  ,     .         ,   . 

^"information  contained  in  this  email  may  be  confidential  and/or  privileged.  If  you  are  not  the  intended 
recipient,  you  arc  prohibited  from  using;  disclosing,  copying  or  distributing  the  information  m  or 
attachments  to  this  email  in  any  way.  Internet  communications  are  not  secure  and  therefore  Basis  Capital 
does  not  accept  legal  responsibility  for  the  contents  of  this  message.  Although  Basis  Capital  operates  anti- 
virus programmes,  it  docs  not  accept  responsibility  for  any  damage  whatsoever  that  is  caused  by  viruses 
being  passed. 


From:  Hammatt,  Julie  [mailto:julie.hammatt@gs.com] 

Sent:  Friday,  April  27,  2007  11:26  PM 

To:  Phillipa  Chen;  Peter  O'Donnell;  Fei  An;  Maltezos,  George  (  GSJBW  ); 

Trades 

Cc:  Molloy,  Macdara 

Subject:  RE:  BASIS  YIELD  ALHA  MARGIN  CALL  25  APR  07 

Hi  Phillipa, 

The  haircut  for  Pleasant  Point  has  been  amended  to  25%,  resulting  in  a 
margin  call  to  you  for  USD  700,000.  I  have  attached  the  PDF  file 
containing  the  new  marks,  please  confirm  your  agreement. 

We  a$2  continuing  to  investigate  the  price  query  for  Pac  Rim. 

Best  regards 
Julie 


*  DonnoctpH  hv  rcnlrlman  Sachs  GS  MBS-E-002003108 
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Redacted  by  the  Permanent 
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From:  Phillipa  Chen  [mailto:pchen@basiscap.com.au] 

Sent:  Friday,  April  27,  2007  12:55  AM 

To:  Hammatt,  Julie;  Peter  O'Donnell;  Fei  An;  Maltezos,  George 

( GSJBW );  Trades 

Subject:  RE:  BASIS  YIELD  ALHA  MARGIN  CALL  25  APR  07 

Hi  Julie, 

Hope  you  are  well. 

We  have  some  questions  regarding  the  call  amount:  the  major 
contribution  for  the  US  3.2m  call  is  our  recent  purchase, 
Pleasant  Point  (3.091  million  call  amount);  We  only  recently 
bought  this  security  and  the  haircut  amount  should  be  25% 
instead  of  50%  as  shown  in  the  margin  call  statement.  Could  you 
please  double  check  for  us? 

Also  could  you  please  kindly  review  the  price  for  NYFLAT 
P^m?  As  of  the  end  of  March  the  price  was  74  and 
it  is  now  priced  at  67.  Could  you  please  kindly  review  this  price 
with  your  pricing  team  and  advise? 

Many  thanks. 


Kind  Regards, 
Phillipa  Chen 


P:  +61-(0)  2-8234  5500 
D:  +61-(0)  2-8234  5553 
F:+6l-(0)  2-8234  5501 
E:  pchen.@M?i.scap,com:au 
W-  vywwhasiscapxom.au 


Disclaimer:  ..,.•« 

The  information  contained  in  this  email  may  be  confidential  and/or  privileged.  If  you  are  not 
the  intended  recipient,  you  are  prohibited  from  using,  disclosing,  copying  or  distributing  the 
information  in  or  attachments  to  this  email  in  any  way.  Internet  coram unicaUons  arc  not  secure 
and  therefore  Basis  Capital  does  not  accept  legal  responsibility  for  the  contents  of  this  message. 
Although  Basis  Capital  operates  anti-virus  programmes,  it  does  not  accept  responsibility  for 
any  damage  whatsoever  that  is  caused  by  viruses  being  passed. 


From:  Hammatt,  Julie  [mailto:julie.hammatt@gs.com] 

Sent:  Friday,  April  27,  2007  2:24  AM 

To:  Peter  O'Donnell;  Phillipa  Chen;  Fei  An;  Maltezos,  George 

( GSJBW );  Trades 

Cc:  Hammatt,  Julie 

Subject:  BASIS  YIELD  ALHA  MARGIN  CALL  25  APR  07 

Hello, 

We  are  exposed  by  USD  3,200,000  today  -  please  see  attached 
for  trade  details  and  advise  if  you  are  able  to  meet  our  call. 


/-\ cjMMi:»i  T, 


mnbv,nnt  Domioctorl  hw  rinlHman  fiar.hs 


GSMBS-E-002003109 
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From: 
Sent: 
To: 
Subject: 

Attachments: 


Sharma,  Nityanand 
Wednesday,  May  16,  2007  9:24  AM 
Lehman,  David  A.;  ficc-spcdo 
RE:  Yld  tables 

Timberwolf  I,  Price-DM  Table  05-16-2007.xls 


Attached  is  a  price  DM  table  for  Timberwolf  I. 


Timberwolf  I, 
Price-DM  Table  0... 

From: 
Sent: 
To: 
Subject: 

Would  it  be  po; 

TWOLF  A2 
TWOLFB 

Lehman,  David  A. 

Wednesday,  May  16,  2007  8:41  AM 

ficc-spcdo 

Yld  tables 

Would  it  be  possible  to  get  px/dm  tables  for  the  following  positions: 

Centered  @  +500  DM,  up  and  down  10  pts  by  2  pt  increments 
SZed  @  +750  DM,  up  and  down  10  pts  by  2  pt  increments 

PTPl  S  A1  Centered  @  +250  DM,  up  and  down  5  pts  by  1  pt  increments 

ptm!  A2  Centered  @  +400  DM,  up  and  down  10  pts  by  2  pt  increments 
Pm!  ¥  cfntered  @  +600  DM,  up  and  down  10  pts  by  2  pt  .ncrements 


Goldman,  Sachs  &  Co. 

85  Broad  Street  I  New  York,  NY  10004 

Tel:  212-902-2927  I  Fax:  212-493-9681  I  Mob:  917J 

e-mail:  david.lehman@gs.com 

{.kskSsnsm 

Ssicfes 

David  Lehman 

Fixed  Income,  Currency  &  Commodities 


-  Redacted  by  the  Permanent 
"      KmmUteeonlnv^^ 


Disclaimer: 

This  material  has  been  prepared  specifically  for  you  by  *e  Goldman  Sachs  F^ed  Income  ^^JfffiSSff 
Trading  Desk  and  is  not  the  product  of  Fixed  ^^^Us^wSc  information  which  we  consider  reliable, 
Opinions  expressed  are  our  present  opinions  only   The §°J*^™\^S  upon  as  such.  Additionally,  the  material  is 
tat  we  do  not  represent  that  it  is  accurate  or  ^^.'J^S  ta  ts  absolme  discretion  have  considered  appropriate, 
based  on  certain  factors  and  assumptions  as  the  _SPG  Tradui »«¥ »  ^  estimated  returns  or  projections  can 

S  STC TraXg  Desk  does  not  undertake  any  obligation  to  update  this  material. 


i  Permanent  Sifr-"""""^  °"  Investigations  | 

Wall  Street  &  The  Financial  Crisis 
Report  j^otnote#241^ 


GSMBS-E-00181022 
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Timberwolf  I,  Ltd. 

b..l.  for  .n  equity  return  analysis,  will  be  determined  «t  or  .round  ^  ^  ^^  ^  ^^  (o 

Information  provided  therein  (Including  the   «'»*  F,«ore   "™ ° ,    „„,  ,0  b8  eonsbnjed  as  an  offer  to  sell  or  the  solicitation  of  any  oW»»^     '  or  complele 

.nformatlon  contained  In  this  material  may not  "«*■'"  «° SthOTh,   Wemak.  no  representations  regarding  the  ™"°"'b'e"«"  °!*"CU '  "0"  ,   Wto  and  our  affiliates,  officers, 

Goldman  Sachs  Imposing  limitation  of  any  kind. 


w 

■ 

W 

o 
o 

00 
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Timberwolf  I,  Ltd. 


Modeling  Assumptions 

Liability-Related  Assumptions 

-  Modeling  assumes  a  $1,000,000,000  transaction  with  the  following  capital  structure: 


Classes 


Lxpecled  Kallrigs 
(Moody's/S&P) 


Beginning  Balance 


%  61  Lapllal  Structure 


at  Issuance 


Class  S-1 
Class  S-2 
Class  A-1-a 
Class  A-1-b 
Class  A-1-c 
Class  A-1-d 
Class  A-2 
Class  B 
Class  C 
Class  D 
Income  Notes 


Aaa/AAA 
Aaa/AAA 
Aaa/AAA 
Aaa/AAA 
Aaa/AAA 
Aaa/AAA 
Aaa/AAA 
Aa2/AA 

A2/A 

Baa2/BBB 

NR 


$9.00  MM 

$8.30  MM 

$100.0  MM 

$200.0  MM 

$100.0  MM 

$100.0  MM 

$305.0  MM 

$107.0  MM 

$36.0  MM 

$30.0  MM 

$22.0  MM 


N/A 

N/A 

10.0% 

20.0% 

10.0% 

10.0% 

30.5% 

10.7% 

3.6% 

3.0% 

2.2% 


Stated  Margin 


3mL  +  0.20% 
3mL  +  0.35% 
3mL  +  0.05% 
3mL  +  0.50% 
3mL  +  0.80% 
3mL  +  1.30% 
3mL  +  0.90% 
3mL  +  1.40% 
3mL  +  4.00% 
3mL+ 10.00% 
N/A 


Initial  OC 


N/A 

N/A 
1000.0% 
333.3% 
250.0% 
200.0% 
124.2% 
109.6% 
105.5% 
102.2% 
N/A 


Target  OC 


N/A 

N/A 

N/A 

N/A 

N/A 

N/A 
126.7% 
110.6% 
106.0% 
102.7% 
NA 


-  The  payment  date  for  each  class  of  notes  takes 

-  Ongoing  Fees  and  Expenses: 

Base  Collateral  Management  Fee  -  4  bps  p.a. 
Deferred  Structuring  Expense  -  4bps  p.a. 

Trustee  and  Administrative  Fees  &  Expenses  -  for  each  Payment  Date, 
collateral  balance  and  (b)  $48,252  p.a. 

-  The  transaction  is  expected  to  have  a  Cash  Flow  Swap  (PIK  Swap)  with  a  maximum 


place  on  the  3rd  day  of  each  March,  June,  September,  and  December,  commencing  on  September  2007 


the  sum  of  (i)  $35,500  and  (ii)  the  maximum  of  (a)  0.00725%  p.a.  of  the  outstanding 
notional  amount  of  $50mm  and  a  commitment  fee  equal  to  26  bps  p.a. 


-  OC  Tests 


Classes 


Class  A/B 
Class  C 
Class  D 


OC  Test 


106.4% 
103.3% 
101.1% 


\ 


Asset-Related  Assumptions  exoected  spreads  /  coupons  for  each  asset  in  the  warehouse,  based  on  such 

-The  spreads  /coupons  on  the  assets  in  the  portfolio  used  for  modeling  purposes  in  every  period  are  based  on  the  expected  spreaas         p 
asset's  expected  amortization  profile  (and  net  of  the  5  bps  p.a.  fee  to  GS  as  put  provider) 

-  Default  Swap  Collateral  is  assumed  to  accrue  interest  at  1m  L  +  10  bps 

-  All  principal  proceeds  are  used  to  pay  down  the  liabilities;  there  is  no  reinvestment  period  Ir ,  this  ^nsaction 

-  Defaults  (if  any)  commence  in  September  2008;  Recoveries  are  40%  and  take  place  immediately  upon  default 

Other  Assumptions 

-Runs  assume  Auction  Call  in  Pd  97 


Timberwolf  1, 

Ltd 

F 

t 

>rir.e/DM  Table 

Slass  A2 

DM 

Price 

71.65% 

7.78% 

73.65% 

7.18% 

75.65% 

6.61% 

77.65% 

6.05% 

79.65% 

5.52% 

81.65% 

5.00% 

83.65% 

4.50% 

85.65% 

4.01% 

87.65% 

3.54% 

89.65% 

3.08% 

I   91.65% 

2.63% 

Class  B 


I       DM 

Price 

62.68% 

10.52% 

I   64.68% 

9.87% 

66.68% 

9.24% 

68.68% 

8.64% 

70.68% 

8.06% 

72.68% 

7.50% 

74.68% 

6.96% 

76.68% 

6.44% 

78.68% 

5.94% 

80.68% 

5.45% 

82.68% 

4.97% 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Montag,  Tom 

Wednesday,  June  1 3,  2007  9:06  PM 

Lehman,  David  A. 

Sparks,  Daniel  L;  Mullen,  Donald 

RE:  Basis  -  done  on  50mm  Twolf  AAA  and  50mm  Twolf  AA  in  CDS  format 


great 

Original  Message 

From:  Lehman,  David  A. 

Sent:  Thursday,  June  14,  2007  10:06  AM 

To:  Montag,  Tom 

Cc:  Sparks,  Daniel  L;  Mullen,  Donald 

Subject:  Re:  Basis  -  done  on  50mm  Twolf  AAA  and  50mm  Twolf  AA  in  CDS  format 

If  u  assume  cds  =  cash,  we  have  99mm  Twolf  AAAs  and  57mm  AAs  in  cash  bond  left 


•  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


David  A.  Lehman 

Goldman,  Sachs  &  Co. 

85  Broad  Street   |   New  York,  NY  10004 

Tel:  212-902-2927   |   Fax:  212-902-1691 

e-mail:  david.lehman@gs.com 


|   Mob:  917-1 


Original  Message  

From:  Montag,  Tom 

To:  Lehman,  David  A. 

Cc:  Sparks,  Daniel  L;  Mullen,  Donald 

Sent:  Wed  Jun  13  21:02:19  2007 

Subject:  RE:  Basis  -  done  on  50mm  Twolf  AAA  and  50mm  Twolf  AA  in  CDS  format 

how  much  is  left  of  each  now? 

Original  Message — 

From:  Lehman,  David  A. 

Sent:  Thursday,  June  14,  2007  10:00  AM 

To:  Montag,  Tom 

Cc:  Sparks,  Daniel  L;  Mullen,  Donald 

Subject:  Re:  Basis  -  done  on  50mm  Twolf  AAA  and  50mm  Twolf  AA  in  CDS  format 

$65 


David  A.  Lehman 

Goldman,  Sachs  &  Co. 

85  Broad  Street   I   New  York,  NY  10004 

Tel:  212-902-2927   |   Fax:  212-902-1691 

e-mail:  david.lehman@gs.com 


|      Mob:    917- 


Permanent  Subcommittee  on  Investigations 


Confidential  Treatment  Requested  by  Golc 


Wall  Street  &  The  Financial  Crisis 
Report  Footnote  #2417 


3ns  I 
■is  I 
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Original  Message  

From:  Montag,  Tom 

To:  Lehman,  David  A. 

Sent:  Wed  Jun  13  20:10:28  2007 

Subject:  Re:  Basis  -  done  on  50mm  Twolf  AAA  and  50mm  Twolf  AA  in  CDS  format 

Where  did  we  have  AA  marked? 

Original  Message  

From:  Lehman,  David  A. 

To:  Montag,  Tom 

Cc:  Sparks,  Daniel  L;  Mullen,  Donald 

Sent:  Wed  Jun  13  05:25:19  2007 

Subject:  Re:  Basis  -  done  on  50mm  Twolf  AAA  and  50mm  Twolf  AA  in  CDS  format 

Basis  Capital  is  an  AUS  (sydney)  account  which  has  been  both  a  CDO  buyer  and  CDO 
issuer /sponsor 

They  are  big  and  real  in  the  sector 

Trading  prices  imply  appr  84  on  the  AAAs  and  76  on  the  AAs • assuming  Obp  cash/cds  basis 

Acct  wanted  to  trade  in  CDS  b/c  of  the  term  "funding"  GS  is  supplying  through  buying 
protection  vs.  taking  the  month-to-month  financing  risk  in  the  repo  market  if  they  owned 
the  bonds 

We  pushed  them  towards  cash  but  this  was  their  preferred  format 


■  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


] 


David  A.  Lehman 

Goldman,  Sachs  &  Co. 

85  Broad  Street   |   New  York,  NY  10004 

Tel:  212-902-2927   |   Fax:  212-902-1691 

e-mail:  david.lehman@gs.com 


|   Mob:  917- 


Original  Message  

From:  Montag,  Tom 

To:  Lehman,  David  A. 

Sent:  Wed  Jun  13  05:15:59  2007 

Subject:  Re:  Basis  -  done  on  50mm  Twolf  AAA  and  50mm  Twolf  AA  in  CDS  format 

Is  it  from  basis?  I  don't  know  them 

Why  would  they  write  protection  vs  buying  the  underlyer  What  price  does  this  imply 

Original  Message  

From:  Lehman,  David  A. 

To:  Swenson,  Michael;  Mullen,  Donald;  Brafman,  Lester  R;  Sparks,  Daniel  L;  Montag,  Tom 

Sent:  Wed  Jun  13  04:14:54  2007 

Subject:  Basis  -  done  on  50mm  Twolf  AAA  and  50mm  Twolf  AA  in  CDS  format 

Great  job  by  george  maltezos  -  we  have  bot  50mm  of  TWOLF  AAA  protection  @  450  and  50mm  of 
TWOLF  AA  protection  @  650,  fixed  cap  w/  implied  writedown 


Confidential  Treatment  Requested  by  Goldman  Sachs 


GSMBS-E-001914581 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Maltezos,  George  ( GSJBW ) 

Tuesday,  June  12,  2007  8:31  AM 

Lehman,  David  A.;  Egol,  Jonathan 

Chaudhary,  Omar;  Bohra,  Bunty;  Sparks,  Daniel  L 

Re:  Point  Pleasant  mark 


Tks   David. 

I  have  been  exchanging  messages  with  Stuart  Fowler  over  the  last  hour  or  so. 

indeed  they  need  to  be  synched  with  GS  on  such  issues   He  claims  we-  have  marked J>ff 
Dleasant  down  3  times  since  they  bought  the  bonds.  I  believe  he  is  mistaken.  I  feel  I  have 
Eeen  progressing  things,  to  get  to  a  resolution,  but  not  officially  there  as  yet   I  have 
oferred  them  tile   on  the  phone  with  you/trading  to  clariffy  all  but  no  word  back  from 
Stuart.   Its  now  1030pm  here. 

Let's  get  the  final  legal  issue  (re  isda)  resolved  and  hit  them  back. 

Rgds 
George 


George  Maltezos 
Structured  Asset  Solutions 
Tel:   612  9320  1431_ 
Mob :  61 ' 


.«  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 
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Original  Message  

From:  Lehman,  David  A.  <david. lehmanggs . com> 

To:  Maltezos,  George;  Egol,  Jonathan  M  -  GS 

Cc:  Chaudhary,  Omar  J  -  GS;  Bohra,  Bunty  B  -  GS;  Sparks,  Dan  L  -  GS 

Sent:  Tue  Jun  12  21:21:58  2007 

Subject:  Re:  Point  Pleasant  mark 

They  need  to  be  comfortable  with  their  mark 

Mkt  has  moved  since  their  purchase,  as  evidenced  by  the  pricing  we  r  showing  them  on  the 
offered  side  of  the  timberwolf  AAA  and  AA 

I  am  happy  to  get  on  the  phone  and  discuss 

Should  be  no  disconnect  here  b/w  basis  and  the  desk 


David  A.  Lehman 

Goldman,  Sachs  &  Co . 

85  Broad  Street   I   New  York,  NY  10004 

Tel:  212-902-2927   I   Fax:  212-902-1691 

e-mail:  david.lehman@gs.com 


Mob:    917- 


/-. £i-i~._*: 


~l  T-~~*rv>r\r^i  Dam  iQctorl  h\(  CXnf 


Permanent  Subcommittee  on  Investigations  | 
Wall  Street  &  The  Financial  Crisis 
Report  Footnote  #2418 


X 
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Original  Message  

From:  Maltezos,  George  (  GSJBW  ) 
To:  Lehman,  David  A. ;  Egol,  Jonathan 
Cc:  Chaudhary,  Omar;  Bohra,  Bunty 
Sent:  Tue  Jun  12  06:47:39  2007 
Subject:  FW:  Point  Pleasant  mark 

For  Mr.  Lehman.... tks 


From:  Maltezos,  George 

Sent:  Tuesday,  12  June  2007  8:46  PM 

To:  'Stuart  Fowler' 

Cc:  John  Murphy;  Sahil  Sachdev 

Subject:  RE:  Point  Pleasant  mark 


Footnote  Exhibits  -  Page  4512 


Stua 


rt  -  I  assure  you  no  foul  here. 


81.75  dollar  price  on  April  19  and  the  75  mark  for  end- 


You  bought  these  bonds  at  1200dm  /  81.75  dollar  pri ce  °"  *P«M* 
May  is  the  first  adjustment  we've  made  since  you  bought  the  bonds. 


lso  confirm  we  traded  an  original  large  block  at  1000dm/88.33  dollar  price  at  time 


I  can  a 

of  pricing  the  deal  (April  10) 


At  iust  a  week  after  the  official  pricing  of  the  Pt  Pleasant  deal,  we  deemed  1200dm  to  be 
At  Dust  a  weeK  ax  reasonable"  premium  for  the  lack  of  liquidity  for 

f  bLckrrr:Se:band"irecfa1neCatssureayouaerach  of  John  Niblo,  Dan  Sparks  &  I  sincerely 
appreciated  your  support. 

i     n  nr™*  ,,-ii-v,  the*   t-radina  desk  at  your  earliest  convenience  to 
can  also  be  used  to  discuss  the  Timberwolf  paper. 


Please  let  me  know  how  I  can  help  address  these  issues. 


gm 


George  Maltezos,  CFA 

Executive  Director 

Head  of  Structured  Asset  Solutions 


I...  r-t-l-J— — -»  C**^*%l-»r 


GSMBS-E-001912399 
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Telephone  612   9320  1431 

Facsimile  "2   9320  1222 

Mobile  61 

<mailto:george.maltezos@gsjbw.cora>  george.maltezos@gsjbw.com 

<http://www.gsjbw.com/>  www.gsjbw.com 


From:  Stuart  Fowler  [mailto:sfowler@basiscap.com.au] 

Sent:  Tuesday,  12  June  2007  7:41  PM 

To:  Maltezos,  George 

Cc:  John  Murphy;  Sahil  Sachdev 

Subject:  Re:  Point  Pleasant  mark 


George  why  is  this  happening  each  month? 

Did  we  buy  the  bonds  over  a  GS  mark  and  that  keeps  coming  back  at  us? 

IB  there  some  sort  of  internal  price  wedge  between  us,  GS  NY  and  through  you? 

X  need  to  be  very  clear  on  this  and  are  we  going  to  see  a  similar  problem  on  timberwolf? 


Stuart 


Stuart  Fowler 

Managing  Director 

Basis  Capital 

Disclaimer:  . 

This  message  is  subject  to  the  Disclaimer  on^ 

http://www.basiscap.com.au/emaildisclaimer.htm 

From:  Sahil  Sachdev  [mailto:ssachdev@basiscap.com.au] 
Sent:  Tuesday,  12  June  2007  5:47  PM 

Cc:  Garrett!' PauT John  Murphy;  Chris  Collins;  Peter  Dobson 
Subject:  Point  Pleasant  mark 


Hey  GM, 

Our  Point  Pleasant  bonds  have  been  marked  down  from  a  purchase  price  of  81.7  to  75  (for 

month  end  marks  and  for  margin  call) .  .     move, , 


r\ i 


GSMBS-E-001912401 
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Regards, 
Sahil  Sachdev 


Structured  Credit 
Level  37,  Gateway  Building, 
1  Macquarie  Place 
Sydney,  Australia 


Disclaimer:  .   confidential  and/or  privileged.  If  you  are 

The  information  contained  in  this  email  may  be  con         disclosing,  copying  or 
not  the  intended  recipient,  you  are  P^ibxted   o     ^   ^  any  ^  Int    t 
distributing  the  information  m  °r  *"achments  c  Capital  does  not  accept  legal 
communications  are  not  secure  an ^  ^erefore  Basis^api    Bas.s      ^  operates 

fr^r:^raif!^f Lerrt^ccepfrLronlSility  foAny  damage  whatsoever  that  is 


virus  programmes, 

caused  by  viruses  being  passed 


Please  note  that  Goldman  Sachs  JBWere  makes  important  disclosures  of  its  interests  at 
http : //www . gsjbw. com/Disclosures 

GOLDMAN  SACHS  JBWERE  PTY  LTD  D"CJ™*  entities  distributing  this  document  and  each 
Goldman  Sachs  JBWere  Pty  Ltd  a^^sr elated  entity  ^^  ^^  Groupll)  faelieve 
of  their  respective  directors   offices  andaje nts  I  an   estimates, 

that  the  information  contained  in  this  do  ^       jorre  fc  are  reasonably  held  or 

opinions,  conclusions  or  recommendations .  contai n*«  "V        de  as  to  the  accuracy  or 
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From: 
To: 
Cc: 
Subject: 


oeoroe.maltezos(3)QSibw.com 
sfowlertabaslscao.com.au 

imurohviabasiscao.com.au:  ^arhrievfabasiscap.com.au 
Re:  Point  Pleasant  mark 


Ok.  It  is  my  understanding  it  only  got  marked  down  once,  but  this  should  be  easy  to  clear  up. 

I  want  to  be  constructive  Stuart.  I  know  its  getting  late,  and  I  apologise  for  chewing  up  your  evening. 
I  still  think  a  conversation  with  the  trading  desk  should  clariffy  all.  Let  me  know  when  it  suits  you  to  do 
this  call. 


I  am  at  your  disposal. 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


3 


George  Maltezos 
Structured  Asset  Solutions 
Tel:   612  9320  1431 
Mob:  6H 


Original  Message 

From:  Stuart  Fowler  <sfowler@basiscap.com.au> 

To:  Maltezos,  George 

Cc:  John  Murphy  <jmurphy@basiscap.com.au>;  Sahil  Sachdev  <ssachdev@basiscap.com.au> 

Sent:  Tue  Jun  12  21:42:56  2007 
Subject:  Re:  Point  Pleasant  mark 


We  saw  a  reval  in  the  first  week  of  buying  them  -  down  -  then  April  month  end  and  now  May  month 
end.  - 1  recall  each  time  taking  the  bonds  under  90. 


Maybe  the  Basia  guys  ran  confirm  this? 


Stuart  Fowler 

Managing  Director 

Basis  Capital 

Disclaimer:  ,.',_..,.       u«. 

This  message  is  subject  to  the  Disclaimer  on  hrtp://www.haqkrap.mm.au/emaildisclaimer.ntm 

Original  Message 

From:  Maltezos,  George  <george.maltezos@gsjbw.com> 

To:  Stuart  Fowler 

Cc:  John  Murphy;  Sahil  Sachdev 

Sent:  Tue  Jun  12  21:30:04  2007 

Subject:  Re:  Point  Pleasant  mark 


Permanent  Subcommittee  on  Investigations 


Wall  Street  &  The  Financial  Crisis 
Report  Footnote#2419 


ins  I 

11 
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I'm  not  sure  I  understand  what  you  mean  by  3  times  since  you  bought  the  bonds     point  pleasant  BBB 
have  been  marked  down  once  since  you've  bought....reflecting  overall  softness  in  the  market. 


I  want  to  resolve  this  Stuart. 


We  don't  want  to  have  a  disconnect  between  Basis  and  GS.  Let's  do  a  call  with  our  trading  desk.  Ok? 
This  can  happen  now  if  you  are  free,  or  first  thing  in  the  morning. 


Let  me  know  how  we  can  resolve. 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


George  Maltezos 
Structured  Asset  Solutions 
Tel:   612  9320  1431 

Original  Message 

From:  Stuart  Fowler  <sfowler@basiscap.com.au> 

To:  Maltezos,  George  . 

Cc:  John  Murphy  <jmurphy@basiscap.com.au>;  Sahil  Sachdev  <ssachdev@basiscap.com.au> 

Sent:  TueJun  12  21:11:33  2007 
Subject:  Re:  Point  Pleasant  mark 


Why  have  we  seen  this  happen  3  times  now  since  buying  them  at  'fair'  price? 

Surely  the  market  has  generally  improved  -  not  backed  up  6  points  -  every  time  we  get  to  a  pricing 
date? 

I  am  still  not  convinced  nor  happy. 


Stuart  Fowler 
Managing  Director 
Basis  Capital 

This  message  is  subject  to  the  Disclaimer  on  http;//www,b9Sisrap,rom-flu/emaildisclaimer,htm 

Original  Message 

From:  Maltezos,  George  <george.maltezos@gsjbw.com> 

To:  Stuart  Fowler 

Cc:  John  Murphy;  Sahil  Sachdev  ,  , 
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Sent:  Tue  Jun  12  20:45:31  2007 
Subject:  RE:  Point  Pleasant  mark 

Stuart  - 1  assure  you  no  foul  here. 


You  bought  these  bonds  at  1200dm  /  81.75  dollar  price  on  April  19  and  the  75  mark  for  end-May  is  the 
first  adjustment  we've  made  since  you  bought  the  bonds. 


I  can  also  confirm  we  traded  an  original  large  block  at  1000dm/88.33  dollar  price  at  time  of  pricing  the 

Hpal  fAnril  10V 


deal  (April  10). 


At  iust  a  week  after  the  official  pricing  of  the  Pt  Pleasant  deal,  we  deemed  1200dm  to  be if ? j ■* 
reasonable  Reflecting  a  "fair  treasonable"  premium  for  the  lack  of   quidity  for  a  block  trade,  and 
Sn  assure  you  each  of  John  Niblo,  Dan  Sparks  &  I  sincerely  appreciated  your  support. 


I 


I  want  to  offer  you  some  1-on-l  time  with  the  trading  desk  at  your  earliest  convenience  to  walk 
thraugh  theVtrldhg  activities  and  how  the  MTM  movements  have  been  reflected.  This  can  also  be 
used  to  discuss  the  Timberwolf  paper. 


Please  let  me  know  how  I  can  help  address  these  issues. 


gm 

George  Maltezos,  CFA 

Executive  Director 

Head  of  Structured  Asset  Solutions 


Telephone 
Facsimile 


612  9320  1431 
612  9320  1222 
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Mobile  61  403  189  116 

george.maltezos@gsjbw.com  <mailfo;qeprqe,m*|rP70s(aqsibw,com> 

www.gsjbw.com  <mELdlmmQS$M£mL> 


From:  Stuart  Fowler  [n^iim-sfnwler^hasiscap.com.au] 

Sent:  Tuesday,  12  June  2007  7:41  PM 

To:  Maltezos,  George 

Cc:  John  Murphy;  Sahil  Sachdev 

Subject:  Re:  Point  Pleasant  mark 


George  why  is  this  happening  each  month? 

Did  we  buy  the  bonds  over  a  GS  mark  and  that  keeps  coming  back  at  us? 

Is  there  some  sort  of  internal  price  wedge  between  us,  GS  NY  and  through  you? 

I  need  to  be  very  clear  on  this  and  are  we  going  to  see  a  similar  problem  on  timberwolf? 


Stuart 


Stuart  Fowler 
Managing  Director 
Basis  Capital 
Disclaimer: 
This  message 


is  subject  to  the  Disclaimer  on  http;//www,ba5israprom,^i/em9il(1isclaimerlhtm 


Original  Message 

From:  Sahil  Sachdev 

To:  Stuart  Fowler 

Sent:  TueJun  12  18:14:21  2007 

Subject:  Fw:  Point  Pleasant  mark 

FYI 

Sahil  Sachdev  J  / 

PSI-Basis_Capital_Group-03-0004 
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Basis  Capital 

?iSlamesesage  is  subject  to  the  Disclaimer  on  tmlJMM  basisaP^m  B..^a|ldl^|mer,nhn 

-----  Original  Message 

From:  Maltezos,  George  <george.maltezos@gsjbw.com> 

SI  Srrett%r<paul.carrett@gsjbwxom>J  John  Murphy;  Chris  Coiiins;  Peter  Dobson 

Sent:  Tue  Jun  12  18:11:09  2007 
Subject:  RE:  Point  Pleasant  mark 

offer  (to  Basis)  at  ~84%  (for  AAAs)  and  ~77%  (for  AAs). 


I  hope  this  is  helpful. 


Tks, 
George 


George  Maltezos,  CFA 

Executive  Director 

Head  of  Structured  Asset  Solutions 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Telephone 

Facsimile 

Mobile 

george.maltezos@gsjbw.com  <mailto;qeprqermalte7os@qsibwfcom.> 

wvw.gsjbw.com  ^htm;//www.nsihw.com/> 
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From:  Sahil  Sachdev  [m^rn-^rhriev^hasisrap.com.au] 

Sent:  Tuesday,  12  June  2007  5:47  PM 

To:  Maltezos,  George 

Cc:  Carrett,  Paul;  John  Murphy;  Chris  Collins;  Peter  Dobson 

Subject:  Point  Pleasant  mark 


Hey  GM, 


Our  Point  Pleasant  bonds  have  been  marked  down  from  a  purchase  price  of  81.7  to  75  (for  month  end 
marks  and  for  margin  call). 


Considering  we  just  bought  this,  why  the  significant  move?! 


Also  what  should  we  do  about  the  margin  call  whist  this  issue  is  pending? 


Regards, 


Sahil  Sachdev 


Structured  Credit 


PSI-Basis_Capital_Group-03-0006 
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Level  37,  Gateway  Building, 


1  Macquarie  Place 


Sydney,  Australia 

'  +  61  2  8234  5513 

.    ssachdev@basiscap.com.au  <mai|fo-^rhriev(ahasisrqp,cQm.au> 
www.basiscap.com.au  <_http-//www.basisrap.com.au/> 
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does  not  represent  or  warrant  that  any  attached  files  are  free  from  computer  viruses  or  other  defects. 
STfS  rS  may  oniy  be  used  on  the  basis  that  the  user  assumes  all  r^ponsibity  for  any  loss, 
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warranty  is  made  as  to  the  accuracy  or  reliability  of  any  estimates,  opinions,  conclusions, 
recommendations  (which  may  change  without  notice)  or  other  information  contained  in  this  document 
and  to  the  maximum  extent  permitted  by  law,  Goldman  Sachs  JBWere  Group  disclaims  all  liability  and 
responsibility  for  any  direct  or  indirect  loss  or  damage  which  may  be  suffered  by  any  recipient  through 
relying  on  anything  contained  in  or  omitted  from  this  document. 

This  document  is  for  the  intended  recipient  only  and  is  provided  on  the  condition  that  you  keep  it 
confidential  and  do  not  copy  or  circulate  it  in  whole  or  in  part.  No  part  of  this  document  may  be 
reproduced  without  the  permission  of  Goldman  Sachs  JBWere  Group.  Copyright  in  this  document  is 
owned  by  Goldman  Sachs  JBWere  Pty  Ltd.  The  Goldman  Sachs  JBWere  Group  does  not  represent  or 
warrant  that  any  attached  files  are  free  from  computer  viruses  or  other  defects.  Any  files  provided  may 
only  be  used  on  the  basis  that  the  user  assumes  all  responsibility  for  any  loss,  damage  or  consequence 
resulting  directly  or  indirectly  from  their  use.  The  liability  of  the  Goldman  Sachs  JBWere  Group  is  limited 
in  any  event  to  either  the  resupply  of  the  attached  files  or  the  cost  of  having  the  attached  files 
resupplied.  All  reasonable  efforts  are  made  to  prevent  dissemination  of  viruses  through  the  electronic 
portal. 

Copyright  in  this  document  is  owned  by  Goldman  Sachs  JBWere  Pty  Ltd.  2007  Goldman  Sachs  JBWere 
Pty  Ltd,  ABN  21  006  797  897,  AFSL  243346. 

All  rights  reserved. 
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From:      Maltezos,  George  (  GSJBW  ) 
Sent:       Tuesday,  June  1 2,  2007  6:27  AM 
To:  Lehman,  David  A.;  Egol,  Jonathan 

Cc:  Chaudhary,  Omar 

Subject:  for  David  Lehman 

Basis  questioning  the  75  mark  on  their  Pt  Pleasant  BBBs. 

As  you  know  they  bought  1 5mm  at  81 .75  (1 200dm)  and  Mariner  bought  1 1  mm  at  88.33(1 000dm). 

I  am  curious  -  where  did  you  trade  the  last  6mm?  (there  were  32mm  in  the  BBB  class) 

Does  the  75  mark  reflect  actual  trading  or  overall  softness  in  the  market? 
I  know  you  had  indicated  70  was  more  like  the  number. 

I  would  really  appreciate  your  urgent  attention  here  as  Basis  are  crying  foul... we  may  need  to  get  on  the  phone  with  them 
NOW 


Tks, 
Gm 
+61  403  189  116 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


George  Maltezos,  CFA 

Executive  Director 

Head  of  Structured  Asset  Solutions 

Telephone     612  9320  1431 

Facsimile      612  9320  1222 

Mobile  61  fMMHK 

george.maltezosgagsjbw.com 

www.ojjbwxoTn 


Fixed  Income,  Currency  and  Commodities 

Goldman  Sachs  JBWere  Pty  Ltd 

Level  48 

Governor  Phillip  Tower 

1  Farrer  Place 

Sydney  NSW  2000 

Australia 


Risk  Factors:  An  investment  in  the  securities  presents  certain  risks,  please  see  the  Preliminary  Offering 
Circular  for  a  description  of  certain  risk  factors. 

Disclaimer:  This  material  has  been  prepared  specifically  for  you  and  contains  indicative  terms  only.  All 
material  contained  herein,  including  proposed  terms  and  conditions  are  for  discussion  purposes  only. 
Finalized  terms  and  conditions  are  subject  to  further  discussion  and  negotiation.  Goldman  Sachs  shall 
have  no  liability,  contingent  or  otherwise,  to  the  user  or  to  third  parties,  for  the  quality,  accuracy, 
timeliness,  continued  availability  or  completeness  of  the  data  and  information.  Goldman  Sachs  does  not 
provide  accounting,  tax  or  legal  advice;  such  matters  should  be  discussed  with  your  advisors  and  or 
counsel.  In  addition,  we  mutually  agree  that,  subject  to  applicable  law,  you  may  disclose  any  and  all 
aspects  of  this  material  that  are  necessary  to  support  any  U.S.  federal  income  tax  benefits,  without 
Goldman  Sachs  imposing  any  limitation  of  any  kind. 

This  communication  shall  not  constitute  an  offer  to  sell  or  the  solicitation  of  an  offer  to  buy  nor  shall  there 
be  any  sale  of  these  securities  in  any  State  in  which  such  offer,  solicitation  or  sale  would  be  unlawful  prior 
to  registration  or  qualification  under  the  securities  laws  of  any  such  State.  These  securities  are  being 
offered  by  the  issuer  and  represent  a  new  financing.  A  final  prospectus  relating  to  these  securities  may  be 
obtained  from  the  offices  of  Goldman,  Sachs  &  Co.,  85  Broad  Street,  New  York,  NY  10004. 
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From-  Rothery,  Simon  ( GSJBW ) 

Sent-  Wednesday,  June  1 3,  2007  7:1 1  AM 

To.  '  Maltezos,  George  ( GSJBW );  Sparks,  Daniel  L;  Lehman,  David  A. 

Cc-  Egol,  Jonathan;  Bohra,  Bunty;  Case,  Benjamin 

Subject:  Re:  URGENT:  Basis 

Awesome   job   George 

Original   Message   

From:    Maltezos,    George 

To:    Sparks,    Dan   L   -    GS;    Lehman,    David  A  -   GS 

Cc:    Egol,    Jonathan  M  -   GS;    Bohra,    Bunty   B   -   GS;    Rothery,    Simon;    Case,    Benjamin   C   -   GS 

Sent:    Wed   Jun    13    18:09:59   2007 

Subject:    RE:    URGENT:    Basis 

We   are   done! 

I  have  just  spoken  to  Stuart  Fowler. 

100mm  trade  is  confirmed  with  Basis. 

Thank  you  to  all  for  your  enormous  focus  &  help  to  get  this  trade  over  the  line. 

Tks, 
George 

Original  Message 

From:  Sparks,  Daniel  L  [mailto:dan.sparks@gs.com] 
Sent:  Wednesday,  13  June  2007  10:38  AM 
To:  Maltezos,  George;  Lehman,  David  A  -  GS 
Cc:  Egol,  Jonathan  M  -  GS;  Bohra,  Bunty  B  -  GS 
Subject:  Re:  URGENT:  Basis 

Let  me  know  if  you  need  help  tonight  -  or  feel  free  to  wake  up  the  boys  in  spain   I'd  love 
to  tell  the  senior  guys  on  30  at  risk  com*.  Wednesday  morning  that  you  moved  100mm 

_ Original  Message  

From:  Maltezos,  George  (  GSJBW  ) 
To:  Sparks,  Daniel  L;  Lehman,  David  A. 
Cc:  Egol,  Jonathan;  Bohra,  Bunty 
Sent:  Tue  Jun  12  18:58:03  2007 
Subject:  RE:  URGENT:  Basis 

Dan  -  from  what  I  can  tell,  we  have  credit  &  legal  approvals  in  place. 

We  will  document  under  Long  Form  Confo. 

I  have  sent  to  Basis  an  update  of  all  the  trade  details  &  will  look  to  execute  today  for 

18/ June  settlement. 

The  only  pending  issue  is  related  to  Point  Pleasant  marks  and  helping  them  get  comfortable 

with  this. 

I  will  post  you  on  any  &  all  updates. 

George 

612  9320  1431 


-Original  Message- 
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From:  Sparks,  Daniel  L  [mailto:dan.sparks@gs.cora] 
Sent:  Wednesday,  13  June  2007  8 : 32  AM 

To:  Maltese's,  George;  Lehman,  David  A-  GS-;  Purswani,  Hema- GS -    

Cc:  Egol,  Jonathan  M  -  GS;  Chan,  Joanna  -  GS;  Koblihova,  Olga  -  GS 
Subject:  RE:  URGENT:  Basis 

How's  it  going 

Original  Message 

From:  Maltezos,  George  (  GSJBW  ) 

Sent:  Tuesday,  June  12,  2007  4:58  PM 

To:  Lehman,  David  A. ;  Purswani,  Hema  n=„,ol  T 

Cc:  Egol,  Jonathan;  Chan,  Joanna;  Koblihova,  Olga  -  GS;  Sparks,  Daniel  L 

Subject:  RE:  URGENT:  Basis 

As^you  know,  this  language  is  standard  for  Basis  on  all  their  ISDAs,  including  the  one  we 
currently  have  with  their  other  fund. 

This  language  is  a  "must  have"  for  Basis.   They  will  not  sign  an  ISDA  otherwise.   To  give 
you  an  idea,  this  point  was  negotiated  for  about  3  months  last  year. 

Given  the  above,  and  David's  comments  below,  the  only  solution  I  see  is  to  trade  under 
Long  Form  Confirmation. 

Can  we  pis  move  forward  on  that  basis  please? 

Rgds, 

George 

612  9320  1431 


Original  Message 

From:  Lehman,  David  A.  [mailto:david.lehman@gs.com] 

Sent:  Wednesday,  13  June  2007  2:29  AM 

Cc;  Zrt'nJSZ   M  -"GS;  Maltezos,  George;  Chan,  Joanna  -  GS;  Koblihova,  Olga  -  GS; 

Sparks,  Dan  L  -  GS 

Subject:  Re:  URGENT:  Basis 

We  r  fine  with  the  below  language  for  the  current  trades,  but  not  sure  we  want  to  commit 
to  this  language  for  the  ISDA  @  this  time 

Can  we  carve  these  trades  out  and  document  under  a  LFC? 

=  i«„  „i«  onsh  the  client  to  aqree  to  standard  MQ  where  they  get  unwound  @ 
SrS&rSlIt? "df  U*£   S,Cll1°n„t,  ,1   .«-,-*-  «•  the  .id  !,„,„>,=  for 
these  trades,  but  need  to  think  abt  it  more  for  the'  ISDA. 


Redacted  by  the  Permanent 
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David  A.  Lehman 

Goldman,  Sachs  &  Co. 

85  Broad  Street   I   New  York,  NY  10004 

Tel-  212-902-2927   I   Fax:  212-902-1691   I   Mob:  917- 
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e-mail :  david . lehman@gs . com 


Original  Message  

From:  Purswani,  Hema 

Co;  EgoT^^athan^Maltezos,  George  (  GSJBW  ,;  Chan,  Joanna;  Koblihova,  Olga 
Sent:  Tue  Jun  12  11:31:27  2007 
Subject:  URGENT:  Basis 

David, 
I  refer  to  the  below  correspondence  re:  the  ISDA  with  Basis  Yield  Alpha  Fund  (Master),  and 
your  email  which  George  has  kindly  forwarded  to  us  for  reference. 

for  your  Vferooo.  oh.  previous  disoussions  .bout  this  from  lot.  last  y.,r. 

^rt^quotltiou,  the'cilc2»iou"9a»t  sh.ll  d.terndno  the  .ppropri.t.  ,d3u>t„ent  in  good 

faith  and  a  commercially  reasonable  manner. ' 

Fund  (Master)  as  well. 
Many  thanks,  Hema 


Goldman  Sachs  (Asia)  L.L.C. 

68/F  Cheung  Kong  Center  |  2  Queen's  Road  Central 
Tel:   852-2978  1662  |  Fax:   852-2978  1966 
email:  hema.purswani@gs.com 


Hong  Kong 


Hema  Purswani 
Legal  Department 


Goldman 


Sachs 


This  message  may  contain   information ^e^;;;  ; f     f5      d  ^ SLly  and  delete 
thiHes  sLr    SeSe   St^^S^^SS-^^^^ '  '""""  **  "  <Wdisclaimer/email> 
for ^rtS   information   on   confidentiality   and   the   risks   inherent   in   electrons 
communication . 


— : Original  Message 

From:  Maltezos,  George  (  GSJBW  ) 
Sent:  Tuesday,  June  12,  2007  9:58  PM 
-To:  Purswani,  Hema;  Koblihova,  Olga  -  GS  •_. 

Subject:  FW:  Basis 

Hema  -  as  per  a  vmail,  please  find  below  the  OK  from  the  business  (David  LEHMAN  is  Jon 
EGOL's  boss) . 

I  am  keen  to  hear  from  you  how  to  translate  this  to  a  GREEN  LIGHT  to  trade  the  risk  with 
Basis  Capital. 


r.nnfiripntiai  Treatment  Reauested  by  Goldman  Sachs 
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Pis  email/call  me  with  your  advice. 


Tks, 

gm 

612  9320  1431 


From:  Lehman!  SaiidA'T'iinailto  :david.  lehman@gs  .  com  <mailto:david.lehman@gs.com>  ] 

Sent:  Tuesday,  12  June  2007  11:56  PM 

To:  Maltezos,  George 

Cc:  Sparks,  Dan  L  -  GS;  Egol,  Jonathan  M  -  GS 

Subject:  Basis 

As  discussed,  we  r  comfortable  with  "market  quotation"  for  the  ISDA  with  Basis  Yield  Alpha 

and  the  CD0A2  trade  we  r  discussung. 


Pis. trade  in  the  a.m.  Syndey  time  @  the  agreed  upon  levels 
Don't  hesitate  to  call  me  if  things  change. 


David  A.  Lehman 

Goldman,  Sachs  &  Co. 

85  Broad  Street   I .  New  York,  NY  10004 

Tel:  212-902-2927   I   Fax:  212-902-1691   I   Mob:  917-< 

e-mail:  david.lehman@gs.com 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Maltezos,  George  ( GSJBW ) 
Wednesday,  June  13,  2007  2:24  AM 
John  Murphy;  Stuart  Fowler 
Lehman,  David  A.;  Sahil  Sachdev 
Timberwolf 


Muroh  &  Stuart  -  I  just  wanted  to  mention  David  LEHMAN  is  in  Barcelona  and  available  for 
thePneKt  SSnutea  Jo  discuss  the  trading  activities  of  Goldman  and  more  specifically  the 
Point  Pleasant  BBB  notes. 
He  is  en  route  to  the  airport,  after  which  he  will  be  flying  to  NY. 

I  wanted  to  ensure  you  had  the  opportunity  to  speak  with  him  while  he  was  available  on  any 

outstanding  issues. 

Pis  call/email  me  your  thoughts  re  next  steps  to  help  finalise  the  Timberwolf  trade. 

George 

+612  9320  1431 

Original  Message 

From:  Stuart  Fowler  [mailto:sfowler@basiscap.com.au] 

Sent:  Wednesday,  13  June  2007  10:07  AM 

To:  Maltezos,  George 

Subject:  RE:  Stuart  -  are  you  free  to  talk? 


No  -  I  am  going  into  a  2  hour  DD  session 


.it  will  have  to  be  late  this  afternoon. 


. Original  Message 

From:  Maltezos,  George  [mailto:  george  .maltezos@gsi|bw.  com] 

Sent:  Wednesday,  13  June  2007  10:05  AM 

To:  Stuart  Fowler 

Subject:  Stuart  -  are  you  free  to  talk? 


From:  Maltezos,  George 

Sent:  Wednesday,  13  June  2007  7:24  AM 

To:  'Stuart  Fowler';  John  Murphy;  Sahil  Sachdev 

Cc:  Lehman,  David  A  -  GS;  Carrett,  Paul;  Harris,  Kate;  Rolleston  Jeremy 

Subject:  Timberwolf  I,  Ltd.  -  PAUG  trade  with  Basis  Cap  (YIELD  ALPHA 

FUND) 


Good  Morning  Stuart. 

Not  sure  how  you  want  to  deal  with  the  Point  Pleasant  marks/discussion. 

F?I    David  Lenin  (cc:ed  above),  who  runs  our  CDO  trading  business  in  NY  is  currently  in 
Barcelona  (conference)  and  available  this  morning  to  take  your  call  to  clarify  any  and  all 
questions  you  have  on  the  marking  policy  of  Goldman,  the  actual  marking  of  Point  Pleasant, 
and  the  overall  trading  that  has  been  seen  by  the  GS  desk  m  the  last  1-6  months. 

Please  find  below  and  attached  updated  trade  details  and  cashflows  on  the  $100mm 
Timoerwolf  PAUG  trade.   We  are  looking  to  trade  this  under  Long  Form  Confirmation, 
Incorporating  all  of  the  negotiated  terms  with  Peter  Dobson  (which  obviously  reflects  the 
standard  language  used  by  Basis  on  all  of  its  ISDAs  with  the  street). 

Following  the  resolution  of  docs  5  credit,  these  are  FIRM  LEVELS  (BID  SIDE  PROTECTION). 


r^~~r.^nr*rm\  Trootmont  Pom  loetoH  hv  f^nlrll 


Permanent  Subcommittee  on  Investigations  I 
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We  would  look  to  agree  £  trade  this  with  Basis  today  for  settlement  Mon  June  18,  2007. 

You  can  reach  me  (at  any  time)  on  0403  189  116  /  (02)  9320  1431. 

TWOLF  07-1  A2  Trade  Details  ("AAA"  notes) : 

Protection  Seller:  Basis  Capital  (Yield  Alpha  Fund) 

*  Protection  Buyer:  GSI 

*  Trade  Date:  June  13,  2007 

*  Effective  Date:  June  18,  2007 

*  Reference  Obligation:  TWOLF  2007-1A  A2 

*  CUSIP:  88714PAF3 
+  Legal  Final  Maturity:  December  3,  2047 

*  Fixed  Rate:  0.90%  ,   _  nn 
Initial  Payment:  15.67%  (as  per  attachment)  from  Buyer  to  Seller 

(held  until  final  payment  date) 

*  Reference  Obligation  Coupon:  LIBOR  03M  +  0.90% 

*  Initial  Face:  USD  50,000,000 

*  Initial  Factor:  1.0000 

*  Reference  Obligation  Payment  Date:  3rd 

*  Credit  Events:  Failure  to  Pay  Principal;  Writedown;  Failure  to 
Pay  Interest;  Distressed  Ratings  Downgrade 
+  Implied  Writedown:  Applicable 

*  Interest  Shortfall  Cap:  Applicable 

*  Interest  Shortfall  Cap  Basis:  Fixed  Cap 

*  Interest  Shortfall  Compounding:  Applicable 
+  Reference  Entity:  Timberwolf  Ltd 

*  Scheduled  Termination  Date:  December  3,  2047 
+  Calculation  Agent:  Protection  Buyer 

*  Notifying  Party:  Protection  Buyer 

*  Initial  Margin  Amount:  7.5%  of  Initial  Face 


TWOLF  07-1  B  Trade  Details  ("AA"  notes): 

*  Protection  Seller:  Basis  Capital  (Yield  Alpha  Fund) 

*  Protection  Buyer:  GSI 

*  Trade  Date:  June  13,  2007 

*  Effective  Date:  June  18,  2007 

*  Reference  Obligation:  TWOLF  2007-1A  B 

*  CUSIP:  88714PAG1 

*  Legal  Final  Maturity:  December  3,  2047 

*  Fixed  Rate:  1.40% 

Initial  Payment:  22.69%  (as  per  attachment)  from  Buyer  to  Seller 

(held  until  final  payment  date) 

+     Reference  Obligation  Coupon:  LIBOR  03M  +  1.4  0% 

*  Initial  Face:  USD  50,000,000 

*  Initial  Factor:  1.0000 

*  Reference  Obligation  Payment  Date:  3rd 

Credit  Events:  Failure  to  Pay  Principal;  Writedown;  Failure  to 
Pay  Interest;  Distressed  Ratings  Downgrade 

*  Implied  Writedown:  Applicable 

+  Interest  Shortfall  Cap:  Applicable 

*  Interest  Shortfall  Cap  Basis:  Fixed  Cap 

*  Interest  Shortfall  Compounding:  Applicable 
+  Reference  Entity:  Timberwolf  Ltd 

*  Scheduled  Termination  Date:  December  3,  2047 

*  Calculation  Agent:  Protection  Buyer 

*  Notifying  Party:  Protection  Buyer 

*  Initial  Margin  Amount:  15%  of  Initial  Face 


Tks, 


u. .  r* *■* l --I rv-« «i r>   Co^He 


GSMBS-E-001918604 


Footnote  Exhibits  -  Page  4532 


George 


Redacted  b>  I  he  tV-manen! 
~Subcommittee-OTi-»Tivestigiriions-, 


George  Maltezos,  CFA 

Executive  Director 

Head  of  Structured  Asset  Solutions 

Telephone  612   9320  1431 

Facsimile  612   9320.122 

Mobile  61 

george.maltezos@gsjbw.com 
www.gsjbw.com  <http://www.gsjbw.com/> 


From;  Sharma,  Nityanand  [mailto:Nityanand. Sharma@gs . com] 
Sent:  Wednesday,  13  June  2007  2:40  AM 

To:  Maltezos,  George  Matthew  G  -  GS;  Lehman,  David  A  -  GS;  Chaudhary,  Omar  J 

"osf^rS  B  I  "a;  Carret^Paul;  Rolleston,  Jeremy;  Harris,  Kate;  Creed, 
fubiSf  JLZTnSt  ^^^-"computational  Materials  for  Basis  Cap  (144a/Reg  S, 
(external)  —  confidential 

Strictly  Confidential  and  Proprietary 

«t.c„ed  a«  the  Price/D«/Avg.  Life/Duration  on  the  £-  «  'hd^l.ssj  %££ 

it  iT,%:?^ir£i:rz"=  si.'ss/ss.:  «  '.«,i.,..o,. 

«Ti.nberwolf  I  cash  Flows  06- 12-2007. xls»  «Final  offering  Circular 
(disclaimed)  .pdf» 

discussion  purposes  only.  fnr1_h_r  discussion  and  negotiation.  Goldman 

Finalized  terms  and  conditions  are  sub]   t  to  further  disc ussx on  an    g        parties, 
Sachs  shall  have  no  liability,  contingent  or  otherwise,  Jo  the  user  *  data 

for  the  quality,  accuracy,  timeliness   continued  availability  or  completen 
and  information.  Goldman  Sachs  does  not  provide  accounting   tax  or  legal       mutuall 

Goldman  Sachs  imposing  any  limitation  of  any  kind. 

This  communication  shall  not  constitute  an  offer  to  sell  or  the  solicitation  of« 
offer  to  buy  nor  shall  there  be  any  sale  of  these  securities  in  any         fication  under 
offer,  solicitation  or  sale  would  be  -lawful  J""^/^^  of fered  by  the  issuer 
the  securities  laws  of  any  such  State  ^hese  securities  ar      g    securities  may  be 

SLssxz  ^^w-^.s^rs.'S-EL  «M«. .«  »*  „  ioo0<. 

This  mess.de  rn^»»rcci;i.„r?1i..aradSl,1Ufei».di^ly°.nd  delate  this 

^^^~B^t^^^^^^^^   ,"ou  cannot  access 
^".'please  notify5":  by  reply  message  and  we  will  send  the  contents  te  you. 


C~~l-.r 
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From: 
To: 

CC: 

Subject: 
Date: 
Attachments: 


Maltezos.  George 

Sahil  Sachdev:  John  Murphv:  Stuart 

Fowler; 

RE:  Point  Pleasant  mark 

Wednesday,  June  13,  2007  3:32:37  AM 

image00i.jpg 


Please  accept  my  sincerest  apologies  for  the  mis-information  below 
As  David  mentioned,  the  75  mark  on  Pt  Pleasant  BBB  was  more  relfective of  an 
interpretation  of  softer  AAA-AA  rated  CDO-sqd  paper  translating  to  BBB  part  of 
the  curve. 


George 


From:  Maltezos,  George 

Sent:  Tuesday,  12  June  2007  6:11  PM 

To:  'Sahil  Sachdev' 

Cc:  Carrett,  Paul;  John  Murphy;  Chris  Collins;  Peter  Dobson 

Subject:  RE:  Point  Pleasant  mark 

Hi  Sahil  -  there  has  certainly  been  further  softening  in  the  market  since  the  Point 
Pleasant  trade  was  put  on  8  weeks  ago.  We  have  infact  traded  some  Point 
Pleasant  BBBs  at  this  level  in  the  last  2  weeks,  as  compared  t°  much  worse  levels 
we  are  hearing/seeing  being  done  in  the  market  on  other  AA-CDOsqd  deals.  Th.s 
is  regarded  consistent  with  the  marked  down  Timberwolf  paper,  and  the  current 
offer  (to  Basis)  at  -84%  (for  AAAs)  and  -77%  (for  AAs). 

I  hope  this  is  helpful. 


Tks, 
George 
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George  Maltezos,  CFA 

Executive  Director 

Head  of  Structured  Asset  Solutions 

Telephone  612  9320  1431 

Facsimile  612  93201222 

Mobile  61 MHH 

aeorae.maltezos@qsibw.com 

www.qsibw.com 


Redacted  by  the  Permanent 
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From:  Sahil  Sachdev  [mailto:ssachdev@basiscap.com.au] 

Sent:  Tuesday,  12  June  2007  5:47  PM 

To:  Maltezos,  George 

Cc:  Carrett,  Paul;  John  Murphy;  Chris  Collins;  Peter  Dobson 

Subject:  Point  Pleasant  mark 

Hey  GM, 

Our  Point  Pleasant  bonds  have  been  marked  down  from  a  purchase  price  of  8 1 .7  to  75  (for 
month  end  marks  and  for  margin  call). 

Considering  we  just  bought  this,  why  the  significant  move? ! 

Also  what  should  we  do  about  the  margin  call  whist  this  issue  is  pending? 

Regards, 


Sahil  Sachdev 


Structured  Credit 


Level  37,  Gateway  Building, 


1  Macquarie  Place 


PSI-Basis_Capital_Group-02-0002 
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Sydney,  Australia 

@  +612  8234  5513 
<^D    ssachdev@basiscap.com.au 
www.basiscap.com.au 

The  information  contained  in  this  email  may  be  confidential  and/or  privileged.  If  you  are  not  the  intended  recipient,  you  are 
prohibited  from  using,  disclosing,  copying  or  distributing  the  information  in  or  attachments  to  this  emailjn  any  way. 
Internet  communications  are  not  secure  and  therefore  Basis  Capital  does  not  accept  legal  responsibility  for  the  contents  of 
this  message.  Although  Basis  Capital  operates  anti-virus  programmes,  it  does  not  accept  responsibility  for  any  damage 
whatsoever  that  is  caused  by  viruses  being  passed. 


Please  note  that  Goldman  Sachs  JBWere  makes  important  disclosures  of  its 
interests  at  http://www.gsibw.com/Disclosures 

GOLDMAN  SACHS  JBWERE  PTY  LTD  DISCLAIMER 

Goldman  Sachs  JBWere  Pty  Ltd  and  its  related  entities  distributing  this  document 

and  each  of  their  respective 

directors,  officers  and  agents  ("Goldman  Sachs  JBWere  Group")  believe  that  the 

information  contained  in  this 

document  is  correct  and  that  any  estimates,  opinions,  conclusions  or 

recommendations  contained  in  this 

document  are  reasonably  held  or  made  as  at  the  time  of  compilation.  However,  no 

warranty  is  made  as  to 

the  accuracy  or  reliability  of  any  estimates,  opinions,  conclusions, 

recommendations 

(which  may  change  without  notice)  or  other  information  contained  in  this 

document  and,  to  the  maximum 

extent  permitted  by  law,  Goldman  Sachs  JBWere  Group  disclaims  all  liability  and 

responsibility  for  any 

direct  or  indirect  loss  or  damage  which  may  be  suffered  by  any  recipient  through 

relying  on  anything 

contained  in  or  omitted  from  this  document.  This  document  is  for  the  intended 

recipient  only  and  is 

provided  on  the  condition  that  you  keep  it  confidential  and  do  not  copy  or 

circulate  it  in  whole  or  in  part. 

No  part  of  this  document  may  be  reproduced  without  the  permission  of  Goldman 

Sachs  JBWere  Group. 
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Copyright  in  this  document  is  owned  by  Goldman  Sachs  JBWere  Pty  Ltd.  The 

Goldman  Sachs  JBWere  Group 

does  not  represent  or  warrant  that  any  attached  files  are  free  from  computer 

viruses  or  other  defects. 

Any  files  provided  may  only  be  used  on  the  basis  that  the  user  assumes  all 

responsibility  for  any  loss, 

damage  or  consequence  resulting  directly  or  indirectly  from  their  use.  The  liability 

of  the 

Goldman  Sachs  JBWere  Group  is  limited  in  any  event  to  either  the  resupply  ot  the 

attached  files  or 

the  cost  of  having  the  attached  files  resupplied.  All  reasonable  efforts  are  made  to 

prevent 

dissemination  of  viruses  through  the  electronic  portal. 

Copyright  in  this  document  is  owned  by 

Goldman  Sachs  JBWere  Pty  Ltd.  2007  Goldman  Sachs  JBWere  Pty  Ltd,  ABN  21 

006  797  897,  AFSL  243346. 

All  rights  reserved. 

If  you  do  not  wish  to  receive  future  communications  of  this  nature,  you  can 
unsubscribe  by  going  to: 

http://www.gsibwxom/?p=Unsubscribe&S=george.maltezos@gsibw.c6m. 

If  you  require  any  further  information  regarding  our  SPAM  policy,  please  email 

spam-officer@.gsibw.com. 

Goldman  Sachs  JBWere  Group  1300  366  790  or  (61  3)  9679  1534 
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From: 
Sent: 
To: 
Subject: 


Case,  Benjamin 

Wednesday,  July  1 1 ,  2007  8:22  PM 

Bieber,  Matthew  G. 

FW:  Basis 


Original  Message 

From:  Sparks,  Daniel  L 

Sent:  Wednesday,  July  11,  2007  8 : 20  PM       Tamman  Maurice;  Hammatt,  Julie;  Kane, 

Waskow,  Andrew;  Tribolati,  John;  Lamb,  Rob;  Swann,  Brian 

Subject:  RE:  Basis 

It  they  default,  can  we  apply  any  excess  from  repo  to  swaps? 

Original  Message 

From:  Sheppard,  Shaun 

Sent:  Wednesday,  July  11,  2007  4:54  PM       Tamman  Maurice;  Hammatt,  Julie;  Kane, 

scutes;  ss  jss,isj.^. v~;    :  &sr  tep£°9-1' "'"' 

Waskow,  Andrew;  Tribolati,  John;  Lamb,  Rob;  Swann,  Brian 

Subject:  RE:  Basis 

Update  following  conf  call  trading/legal (LdnSNY) /Ops  (credit  unable  to  join  -  have  left  an 

update  v-m  for  Greg) : 

-Estimated  clean  funds  available  to  meet  call  requirements  approx  USD13.5mm  if  Basis 

draft  suitable  authorisation  for  David  to  8<j£?  °*j-  e    external  settlement  made  and  funds 

:PTA,tn  °"i,"b"-  s^:^  -  "  #:  :si.  g»Ups  .  —  ■*■ 

meet  the  calls  either  by  accepting  GS  bids,  or  delivery 
Shaun 


Original  Message 

From:  Sheppard,  Shaun 

Sent:  Wednesday,  July  11,  2007  7:25  PM 


H> 4-..J   V-nw  l^n\r* 


Permanent  Subcommittee  on  Investieations 


Wall  Street  &  The  Financial  Crisis 
Report  Footnote  #2430 
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M.cdera,  L»»,  D«lr...  Malteros,  George  I  SSJW  K  »P«J».  „„.„,„,  Yana„to,  Yumi,  »ltt, 

Waskow,  Andrew;  Tribolati,  John;  Lamb,  Rob;  Swann,  Brian 
Subject:  RE:  Basis 

Have  just  spoken  to  David  Lehman  and  we  have  just  left  a  v-m  with  Tom  Riggs: 

Update : 

pricing  this  in  the  next  90  "">""»«  ',',„«  Sea"  funds  which  might  be  available  to 
^1s1is1I9theiS.cg.pt'S1nid:!  "efrr/prerer.n"  would  he  ror  Basis  to  raeet  ell.  with 

ridT^  will  circle  -o^with  iegni/cnedit/op,  to  "t.blr.h^.tep^e  netting 

margin  requirements  vs  proceeds  to  make  sure  w 
funds/securities  to  the  client. 

n  uirt  reorae  to  update  and  agree  approach  with  client. 
David  has  a  5pmNY/7am  Sydney  call  with  George  to  upa 

Shaun 

Original  Message 

.  From:  Messina,  Michaela  Leti 

Sent:  Wednesday,  July  11,  2007  6:    m     Nicola;  Molloy,  Macdara;  Lam,  Desiree; 

To:  Tamman,  Maurice;  Hairanatt   Julie,  Kane  Nicola,       y '  Ql]_    Lehman,  Davld  A.  ; 

Maltezos,  George  (  GSJBW  ) ;  Spark s   Daniel  L,   ^    ^   wlt   Natalie;  Preisan0, 

^r^;^^«^^^on<' phii;  Young' Greg;  wong' June 

SFSSS    Benjamin;    Harris,    Kate    (    GSJBW    ) ;    Rolles ton,    Jeremy  ^GSJBW    ^Swenson,  ^ichael ; 
S2»r  Jame^Pyn^Blnja^^nci:    SS^.    «    Carrett,    Paul;    _,    Robyn; 
Waskow,    Andrew;    Tribolati,    John 
Subject:    RE:    Basis 


Copying   Robyn,    Andy   and   John   in  NY   and   London  Legal. 


Goldman   ^chs    International  ec4a  2bb  Tel   +   44    (0)    20   7552   2303    I    Fax   + 

niorrO^^riS^'E-mailTichaeLLeti.MessinaSgs.com 


Michaela   Leti   Messina 
Executive  Director   and  Counsel 
Legal   Department 


This  message  may  contain  "»-££.*£  f^rSdiaU  iTtlllT*  this  ^.'t 
»ttp^^1s"oSdisc;re":».ir"ItI„rt„.I  motion  on  confidentiality  and  the 
risks   inherent  in  electronic  cora.unic.tron. 


Original   Message 

From:    Tamman,    Maurice 

Sent:    Wednesday,    July   11.    2007    1:06   PM 


,i~ri  Kw  riniHman  ,^ar.hs 
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To:  Tamman,  Maurice;  Hammatt,  Julie;  Kane,  Nicola;  Molloy,  Macdara;  Lam,  Desiree; 
Maltezos,  George  (  GSJBW  ) ;  Sparks,  Daniel  L;  Lim,  Sonia;  Benkert,  Oily;  Lehman,  David  A. ; 
Viani,  Matthew;  Ng,  Chris;  Morel,  Jean-Marc;  Yamamoto,  Yumi;  Witt,  Natalie;  Preisano, 
Anthony;  Bury,  Jonathan;  Rapfogel,  Alan;  Armstrong,  Phil;  Young,  Greg;  Wong,  June  C; 

Sheppard,  Shaun  „„.,-, 

Cc:  Case,  Benjamin;  Harris,  Kate  (  GSJBW  );  Rolleston,  Jeremy  (  GSJBW  );  Swenson,  Mxchael; 
Egol,  Jonathan;  Wang,  Josh  (HK  Credit) ;  Chan,  Joanna;  Dausch,  Andrew;  Ireland,  Alan; 
Anderson,  James;  Messina,  Michaela  Leti;  Pynt,  Benjamin;  Vince,  Robin;  Riggs,  Tom; 
Carrett,  Paul 
Subject:  RE:  Basis 

Conversation  this  morning  between  George  Maltezos,  Jean-Marc  Morel,  Desiree  Lam,  Shaun 
Sheppard  and  I  to  confirm  and  agree  expectations  and  timeline/actions  around  Basis  meeting 
the  three  calls  we  issued  last  night  London  time: 

Gerald  Ouderkik' s  desk  to  provide  bid  pricing  on  CLO  to  Basis  for  Australia  start  of 

business  -  David  /George  please  can  you  confirm  to  Gerald  the  positions  to  be  priced  if 

not  already  done  so? 

George  to  speak  to  Basis  tomorrow,  Sydney  AM,  to  agree  how  client  will  honour  the 

margin  call. 

Basis  to  agree  calls  by  12  Jul  COB  Sydney  time/SOB  London  time 
Funds  due  to  meet  all  calls  by  COB  12  Jul 

Thanks, 
Maurice 

>This  message  may  contain  information  that  is  confidential  or  privileged.  If  you  are  not 
the  intended  recipient,  please  advise  the  sender  immediately  and  delete  this  message.  See 
http://www.gs.com/disclaimer/email  for  further  information  on  confidentiality  and  the 
risks  inherent  in  electronic  communication. 

Original  Message 

From:  Tamman,  Maurice 

Sent:  Tuesday,  July  10,  2007  9:22  PM  r„„r,„,  #  rqTRW 

To:  Hammatt,  Julie;  Kane,  Nicola;  Molloy,  Macdara;  Lam,  Desiree;  Maltezos,  George  (  GSJBW 
);  Sparks,  Daniel  L;  Lim,  Sonia;  Benkert,  Oily;  Lehman,  David  A. ;  Viani,  Matthew;  Ng, 
Chris;  Morel,  Jean-Marc;  Yamamoto,  Yumi;  _Witt,  Natalie;  Preisano^Anthony^Bury,  Jonathan; 

( 


Andrew;' Ireland,  Alan;  Anderson,  James;  Messina,  Michaela  Leti;  Pynt,  Benjamin;  Vince, 
Robin;  Riggs,  Tom 
Subject:  Re:  Basis' 

All, 

These  margin  calls  have  been  issued  late  in  the  London  day  on   instruction  from  David 
Lehman,  with  the  intention  of  ensuring  the  client  has  time  to  review  and  respond  to  the 
margin  call  by  CoB  Australia  T+l. 

Thanks, 
Maurice 


Original  Message  

From:  Hammatt,  Julie  ___„,  .   „    , 

To:  Kane,  Nicola;  Molloy,  Macdara;  Lam,  Desiree;  Maltezos,  George  (  GSJBW  );  Sparks, 
Daniel  L;  Lim,  Sonia;  Benkert,  Oily;  Lehman,  David  A. ;  Viani,  Matthew;  Ng,  Chris;  Morel, 
Jean-Marc;  Yamamoto,  Yumi;  Witt,  Natalie;  Preisano,  Anthony;  Tamman,  Maurice;  Bury, 
Jonathan;  Rapfogel,  Alan;  Armstrong,  Phil;  Young,  Greg;  Wong,  June  C;  Sheppard,  Shaun 
Cc:  Case!  Benjamin;  Carrett,  Paul  (  GSJBW  );  Harris,  Kate  (  GSJBW  );  Rolleston,  Jeremy  ( 
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GSJBW  );  Swenson,  Michael;  Egol,  Jonathan;  Wang,  Josh  (HK  Credit);  Chan,  Joanna;  Dausch, 

Andrew;  Ireland,  Alan;  Anderson,  James;  Messina,  Michaela  Leti;  Pynt,  Benjamin;  Vince, 

Robin;  Riggs,  Tom 

Sent:  Tue  Jul  10  21:13:07  2007 

Subject:  RE:  Basis 

Hi, 


Using  the  marks  received  by  the  desk,  we  see  the  following  calls  on  BASIS. 


These  calls  have  been  issued  this  evening  London  time  for  BASIS  to  receive  first  thing 
tomorrow  morning. 


REPO 


Basis  Pac  Rim  Opportunity     $4,130,000 

Basis  Yield  Alpha  $4,270,000 

OTC 

Basis  Yield  Alpha  $5,100,000 

We  will  await  the  client's  response  and  will  keep  you  updated  tomorrow. 

Regards 
Julie 


Original  Message 

From:  Kane,  Nicola 

Sent:  Thursday,  July  05,  2007  11:27  AM  _        . 

To-  Molloy,  Macdara;  Lam,  Desiree;  Maltezos,  George  (  GSJBW  );  Sparks,  Daniel  L;  Lim, 
Sonia;  Benkert,  Oily;  Lehman,  David  A. ;  Viani,  Matthew;  Ng,  Chris;  Morel,  Jean-Marc; 
Yamamoto,  Yumi;  Witt,  Natalie;  Preisano,  Anthony;  Tamman,  Maurice;  Hammatt,  Julie;  Bury, 
Jonathan;  Rapfogel,  Alan;  Armstrong,  Phil;  Young,  Greg;  Wong,  June  C;  Sheppard,  Shaun 
Cc:  Case,  Benjamin;  Carrett,.  Paul  (  GSJBW  );  Harris,  Kate  (  GSJBW  );  Rolleston,  Jeremy  ( 
GSJBW  );  Swenson,  Michael;  Egol,  Jonathan;  Wang,  Josh  (HK  Credit);  Chan,  Joanna;  Dausch, 
Andrew;  Ireland,  Alan;  Anderson,  James;  Messina,  Michaela  Leti;  Pynt,  Benjamin;  Vince, 
Robin;  Riggs,  Tom 
Subject:  RE:  Basis 
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Adding  Tom  Riggs  and  Robin  Vince  into  the  chain  for  completeness 

Nicola 

-Original  Message 

From:  Mollby,  Macdara 

Sent:  Thursday,  July  05,  2007  10:43  AM 

To-  Lam,  Desiree;  Maltezos,  George  (  GSJBW  );  Sparks,  Daniel  L;  Lim,  Sonia;  Benkert,  Oily; 
Lehman,  David  A. ;  Viani,  Matthew;  Ng,  Chris;  Morel,  Jean-Marc;  Yamamoto,  Yum;  Wifct' 
Natalie;  Preisano,  Anthony;  Tamman,  Maurice;  Hammatt,  Julie;  Bury,  Jonathan;  Rapfogel, 
Alan;  Armstrong,  Phil;  Young,  Greg;  Wong,  June  C;  Kane,  Nicola;  Sheppard,  Shaun 

Cc:  Case,  Benjamin;  Carrett,  Paul  (  GSJBW  );  Harris,  Kate  (  GSJBW  );  Rolleston,  Jeremy  ( 
GSJBW  );  Swenson,  Michael;  Egol,  Jonathan;  Wang,  Josh  (HK  Credit);  Chan,  Joanna;  Dausch, 
Andrew;  Ireland,  Alan;  Anderson,  James;  Messina,  Michaela  Leti;  Pynt,  Ben:amin 

Subject:  RE:  Basis 

Yes  Desiree  I  think  another  call  is  necessary  to  take  them  through  the  marks,  they  will 
have  left  the  office  in  Sydney  by  the  time  New  York  get  in. 


Regards, 


Macdara 


Original  Message 

From:  Lam,  Desiree 

Sent:  Thursday,  .July  05,  2007  10:38  AM 

To:  Molloy,  Macdara;  Maltezos,  George  (  GSJBW  );  Sparks,  Daniel  L;  Lim,  Sonia;  Benkert 
Oily;  Lehman,  David  A.;  Viani,  Matthew;  Ng,  Chris;  Morel   Jean-Marc;  Yamamoto   Yum;  Witt, 
Natalie;  Preisano,  Anthony;  Tamman,  Maurice;  Hammatt,  Julie;  Bury,  Jonathan;  Rapfogel, 
Alan;  Armstrong,  Phil;  Young,  Greg;  Wong,  June  C;  Kane,  Nicola;  Sheppard,  Shaun 

Cc-  Case,  Benjamin;  Carrett,  Paul  (  GSJBW  );  Harris,  Kate  (  GSJBW  );  Rolleston,  Jeremy  ( 
GSJBW  );  Swenson,  Michael;  Egol,  Jonathan;  Wang,  Josh  (HK  Credit) ;  Chan,  Joanna;  Dausch, 
Andrew;  Ireland,  Alan;  Anderson,  James;  Messina,  Michaela  Leti;  Pynt,  Ben:amin 

Subject:  RE:  Basis 

Thanks  Macdara.   Does  it  mean  that  they'd  need  to  see  the  full  break  down  of  the  marks  and 
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talk  to  David  again  (earliest  NY  time  tonight)  before  they'd  decide  whether  they  agree  on 
the  marks?   And  there'll  be  at  least  1  day  delay  for  their  margin? 


Regards, 
Desiree 

Original  Message 

From:  Molloy,  Macdara 

Sent:  Thursday,  July  05,  2007  4:32  PM 

To:  Maltezos,  George  (  GSJBW  );  Lam,  Desiree;  Sparks,  Daniel  L;  Lim,  Sonia;  Benkert,  Oily; 
Lehman,  David  A. ;  Viani,  Matthew;  Ng,  Chris;  Morel,  Jean-Marc;  Yamamoto,  Yumi;  Witt, 
Natalie;  Preisano,  Anthony;  Tamman,  Maurice;  Hammatt,  Julie;  Bury,  Jonathan;  Rapfogel, 
Alan;  Armstrong,  Phil;  Young,  Greg;  Wong,  June  C;  Kane,  Nicola;  Sheppard,  Shaun 

Cc:  Case,  Benjamin;  Carrett,  Paul  (  GSJBW  );  Harris,  Kate  (  GSJBW  );  Rolleston,  Jeremy  < 
GSJBW  );  Swenson,  Michael;  Egol,  Jonathan;  Wang,  Josh  (HK  Credit);  Chan,  Joanna;  Dausch, 
Andrew;  Ireland,  Alan;  Anderson,  James;  Messina,  Michaela  Leti;  Pynt,  Benjamin 

Subject:  RE:  Basis 


Despite  giving  the  impression  that  they  agreed  the  CDO  marks  as  discussed  on  the  call  with 
?he  Trading  desk,  Basis  have  now  stated  that  they  want  further  clarification  on  these 
marks  before  they  are  happy  to  meet  the  two  Repo  calls. 

David  -  they  are  looking  for  a  line  by  line  breakdown  of  the  changes  for  each  mark. 

The  OTC  has  been  agreed  in  full  with  a  payment  of  $5. 04mm  paid  for  value  today,  we  are 
checking  with  Treasury  to  see  when  these  funds  hit  our  account. 


Regards, 


Macdara 


Original  Message 

From:  Maltezos,  George  (  GSJBW  ) 
Sent:  Thursday,  July  05,  2007  8 : 17  AM 


To:  Lam,  Desiree;  Sparks,  Daniel  L;  Lim,  Sonia;  Benkert,  Oily;  Lehman   David  A. ;  Viani, 
Matthew;  Ng,  Chris;  Morel,  Jean-Marc;  Yamamoto,  Yumi;  Witt,  Natalie;  Molloy,  Macdara, 
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Preisano,  Anthony;  Tamman,  Maurice;  Hammatt,  Julie;  Bury,  Jonathan;  Rapfogel,  Alan; 
Armstrong,  Phil;  Young,  Greg 

Cc-  Case,  Benjamin;  Carrett,  Paul  (  GSJBW  );  Harris,  Kate  (  GSJBW  );  Rolleston,  Jeremy  ( 
GSJBW  );  Swenson,  Michael;  Egol,  Jonathan;  Wang,  Josh  (HK  Credit);  Chan,  Joanna;  Dausch, 
Andrew;  Ireland,  Alan;  Anderson,  James;  Messina,  Michaela  Leti;  Pynt,  Benjamin 

Subject:  Re:  Basis 

Update: 

There  was  a  constructive  call  between  basis  and  trading  (Lehman,  Case,  Egol)  re  marks  at 
8PM  EST  Wednesday. 


Natalie  Witt  and  I  just  spoke  to  John  Murphy  at  basis.  It  seems  the  marks  have  been 
accepted  and  we  are  awaiting  confirmation  of  basis' s  plans  to  meet  the  margin  call. 


Will  revert  ASAP. 


George  Maltezos 
Structured  Asset  Solutions 
Tel:   612  9320  1431 
Mob:  61 ' 


•  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Original  Message  

From:  Lam,  Desiree  <desiree . lam@gs . com> 

To:  Sparks,  Dan  L  -  GS;  Lim,  Sonia  -  GS;  Benkert,  Oliver  B  -  GS;  Maltezos   George;  Lehman 
David  A  -  GS;  Viani,  Matthew  L  -  GS;  Ng,  Chris  -  GS;  Morel,  Jean-Marc  -  GS;  Yamamoto,  Yumi 

-  GS;  Witt,  Natalie  -  GS;  Molloy,  Macdara  -  GS;  Preisano,  Anthony  P  -  GS;  Tamman,  Maurice 

-  GS,  Hammatt,  Julie  -  GS;  Bury,  Jonathan  P  -  GS;  Rapfogel,  Alan  M  -  GS;  Armstrong,  Phil  S 

-  GS;  Young,  Gregory  -  GS 

Cc-  Case,  Benjamin  C  -  GS;  Carrett,  Paul;  Harris,  Kate;  Rolleston,  Jeremy;  Swenson, 

Michael  J  -  GS;  Egol,  Jonathan  M  -  GS;  Wang,  Josh  -  GS;  Chan,  Joanna  -  GS;  Dausch,  Andrew 

W  -  GS;  Ireland,  Alan  -  GS;  Anderson,  James  A  -  GS;  Messina,  Michaela  Leti  -  GS;  Pynt, 
Benjamin  -  GS 

Sent:  Wed  Jul  04  22:33:51  2007 

Subject:  RE:  Basis 


Copying  Greg  Young  in  the  conversation.  Thx. 
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Original  Message 

From:  Sparks,  Daniel  L 

Sent:  Wednesday,  July  04,  2007  8:31  PM 

To:  Lim,  Sonia;  Benkert,  Oily;  Maltezos,  George  (  GSJBW  );  Lam,  Desiree;  Lehman,  David  A. ; 
Viani,  Matthew;  Ng,  Chris;  Morel,  Jean-Marc;  Yamamoto,  Yumi;  Witt,  Natalie;  Molloy, 
Macdara;  Preisano,  Anthony;  Tamman,  Maurice;  Hammatt,  Julie;  Bury,  Jonathan;  Rapfogel, 
Alan;  Armstrong,  Phil 

Cc:  Case,  Benjamin;  Carrett,  Paul  (  GSJBW  );  Harris,  Kate  (  GSJBW  );  Rolleston,  Jeremy  ( 
GSJBW  );  Swenson,  Michael;  Egol,  Jonathan;  Wang,  Josh  (HK  Credit);  Chan,  Joanna;  Dausch, 
Andrew;  Ireland,  Alan;  Anderson,  James;  Messina,  Michaela  Leti;  Pynt,  Benjamin 

Subject:  RE:  Basis 


Please  keep  me  posted  and  involved  if  decisions  get  difficult 


Original  Message 

From:  Lim,  Sonia 

Sent:  Wednesday,  July  04,  2007  6:27  AM 

To:  Benkert,  Oily;  Maltezos,  George  (  GSJBW  );  Lam,  Desiree;  Lehman,  David  A. ;  Viani, 
Matthew;  Ng,  Chris;  Morel,  Jean-Marc;  Yamamoto,  Yumi;  Witt,  Natalie;  Molloy,  Macdara; 
Preisano,  Anthony;  Tamman,  Maurice;  Hammatt,  Julie;  Bury,  Jonathan 

Cc:  Case,  Benjamin;  Carrett,  Paul  (  GSJBW  );  Harris,  Kate  (  GSJBW  );  Rolleston,  Jeremy  ( 
GSJBW  );  Sparks,  Daniel  L;  Swenson,  Michael;  Egol,  Jonathan;  Wang,  Josh  (HK  Credit);  Chan, 
Joanna;  Dausch,  Andrew;  Ireland,-  Alan;  Anderson,  James;  Messina,  Michaela  Leti;  Pynt, 
Benjamin 

Subject:  RE:  Basis 

Desiree,   thanks  for  the  heads  up  on  this.   As  dsicussed,  please  can  you  arrange  for  the 
documents  for  the  outstanding  transactions  to  be  forwarded  to  us  ?   Please  can  you  also 
keep  Ben  Pynt  copied  on  this  as  he  will  assist  with  any  input  which  is  required  from  legal 
f 


Thanks,  Sonia 

Original  Message 

From:'  Benkert,  Oily 

Sent:  Wednesday,  July  04,  2007  6:18  PM 

To:  Maltezos,  George  (  GSJBW  );  Lam,  Desiree;  Lehman,  David  A. ;  Viani,  Matthew;  Ng,  Chris; 
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Morel,  Jean-Marc;  Yamarnoto,  Yumi;  Witt,  Natalie;  Molloy,  Macdara;  Preisano,  Anthony; 
Tamman,'  Maurice;  Hammatt,  Julie;  Bury,  Jonathan 

Cc:  Case,  Benjamin;  Carrett,  Paul  (  GSJBW  );  Harris,  Kate  (  GSJBW  );  Rolleston,  Jeremy  ( 
GSJBW  );  Sparks,  Daniel  L;  Swenson,  Michael;  Egol,  Jonathan;  Wang,  Josh  (HK  Credit);  Lim, 
Sonia;  Chan,  Joanna;  Dausch,  Andrew;  Ireland,  Alan;  Anderson,  James;  Messina,  Michaela 
Leti 

Subject:  RE:  Basis 

I  am  following  up  with  ops  on  the  corporate  actions  to  confirm  if  we  can  agree  as  soon  as 
possible  what  the  amounts  are  we  owe  them  -  I  understand  from  ops  (copied  on  this)  that 
there  is  some  clarification  required  from  Basis. 


ow 


To  their  question  about  netting  the  corporate  action  payments  with  the  repo  margin  calls 
we  are  in  now  way  obliged  to  do  that.  If  they  don't  meet  our  margin  calls  by  cob  tomorro 
we  will  be  within  our  rights  to  close  them  out  under  the  facility  agreement  and  gmra. 

That  said,  we  should  discuss  the  approach  especially  given  the  (fair?)  reponse  from  Basis 
with  a  view  to  agreeing  the  marks  on  the  repos  as  soon  as  possible,  and  we  may  take  the 
decision  to  agree  to  net  the  2  amounts,  but  we  would  need  resolution  on  the  corporate 
actions  before  cob  tomorrow  to  do  so  and  that  may  not  be  practical. 

First  up  I  think  is  to  agree  the  marks  then  we  can  work  out  how  we  want  to  move  on  the 
margin  vs  the  corporate  action. 


Original  Message 

From:  Maltezos,  George  (  GSJBW  ) 

Sent:  Wednesday,  July  04,  2007  10:18  AM 

To:  Lam,  Desiree;  Lehman,  David  A. ;  Viani,  Matthew;  Ng,  Chris;  Morel,  Jean-Marc;  Yamarnoto, 
Y^mi;  witt,  Natalie;  Molloy,  Macdara;  Benkert,  Oily;  Preisano,  Anthony;  Tamman,  Maurice; 
Hammatt,  Julie 

Cc-  Case   Benjamin;  Carrett,  Paul  (  GSJBW  );  Harris,  Kate  (GSJBW  );  Rolleston,  Jeremy  ( 
GSJBW  );    slarls      Daniel  L;  Swenson,  Michael;  Egol,  Jonathan;  Wang,  Josh  (HK  Credit);  Lim, 
Sonia;  Chan,  Joanna 

Subject:  RE:  Basis 

Maurice  and  I  just  finished  the  call  with  Peter  Dobson  (Basis). 

1  -  Basis  have  plenty  of  cash  to  make  the  full  margin- call,  but  the  approach  by  Goldman 
has  been  viewed  to  be  very  aggressive  and  unwarranted  &  is  hurting  the  relationship 

2  -  Basis  will  arrange  for  v/d  5  July  the  Timberwolf  margin  (USD5.04mm)  subj  to  them 
receiving  a  note  confirming  the  OTC  swap  would  pay  them  any  MTM  improvement. 
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3  -  Basis  is  not  prepared  to  pay  the  margin  call  on  the  Repos  (USD3.72mm 

+  USD4.43mm)  until  the  discussion  re:  revals  has  been  made.   David  - 

lets  do  this  Thu  morning  SYD  /  Wed  evening  NY  time.   This  is  the  case  despite  numerous 
suggestions  for  Basis  to  make  a  payment  now  and  get  a  refund  if  the  margin  call  was 
overstated. 


4  -  Basis  cannot  see  any  justification  for  the  massive  mark  down  in  the  securities  (under 
the  REPO) ,  and  are  interpreting  our  revals  as  a  way  to  reduce  the  repo  financing  line. 


5  -  They  are  disappointed  Goldman  have  not  paid  to  Basis  the  equity  distributions  under 
the  REPO/GMRA.   We  potentially  owe  Basis  approx  USD5mm  here.   Can  this  be  netted  against 
the  margin  call?   Oily  -  can  you  double  check  this  pis? 


6  -  Basis  claim  Goldman  have  not  cared  to  check  in  with  Basis  (from  a  credit  perspective) 
to  see  how  they  are  doing  and  instead  are  acting  like  the  world  is  falling  over  with 
irrational  behaviour. 


George 

+612  9320  1431 


Original  Message 

From:  Lam,  Desiree  [mailto:desiree.lam@gs.com] 

Sent:  Wednesday,  4  July  2007  6:35  PM 

To-  Lehman,  David  A  -  GS;  Viani,  Matthew  L  -  GS;  Maltezos,  George;  Ng,  Chris  -  GS;  Morel, 
Jean-Marc  -  GS;  Yamamoto,  Yumi  -  GS;  Witt,  Natalie  -  GS;  Molloy,  Macdara  -  GS;  Benkert, 
Oliver  B  -  GS;  Preisano,  Anthony  P  -  GS;  Tamman,  Maurice  -  GS;  Hammatt,  Julie  -  GS 

Cc:  Case,  Benjamin  C  -  GS;  Carrett,  Paul;  Harris,  Kate;  Rolleston,  Jeremy;  Sparks,  Dan  L  - 
GS;  Swenson,  Michael  J  -  GS;  Egol,  Jonathan  M  -  GS;  Wang,  Josh  -  GS;  Lim,  Sonia  -  GS; 
Chan,  Joanna  -  GS 

Subject:  RE:  Basis 

Importance:  High 

Even  client  disagrees  on  the  marks,  they  are  obligated  to  meet  the  call  amount  as  provided 
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by  the  calculator,  GS.   But  they  have  the  right  to  go  through  the  prices  with  us.  If  they 
don't  meet  the  call  today,  they  are 

in  danger  of  defaulting  margin  payment.    George  is  trying  to  explain  to 

client  that  if  they  have  cash  available,  they  are  encouraged  to  first  meet  the  call  and 
continue  the  marks  discussion  throughout  the  next  2  days. 

Copying  Sonia  Lim  from  Legal  to  confirm  the  legal  proceedings,  as  we  may  potentially  need 
to  issue  demand  note  tomorrow. 

George,  Maurice,  how  was  the  discussion  with  client?  If  necessary,  we'd  need  to  trouble 
David  to  be  on  call  with  client  to  understand  what  exactly  they  want  to  clarify  in  terms 
of  the  marks. 


Desiree 

Original  Message 

From:  Lehman,  David  A. 

Sent:  Wednesday,  July  04,  .2007  4:22  PM 

To-  Viani,  Matthew;  Lam,  Desiree;  Maltezos,  George  (  GSJBW  );  Ng,  Chris;  Morel,  Jean-Marc; 
Yamamoto,  Yumi;  Witt,  Natalie;  Molloy,  Macdara;  Benkerf,  Oily;  Preisano,  Anthony;  Tamman, 
Maurice;  Hammatt,  Julie 

Cc:  Case,  Benjamin;  Carrett,  Paul  (  GSJBW  );  Harris,  Kate  (  GSJBW  );  Rolleston,  Jeremy  ( 
GSJBW  );  Sparks,  Daniel  L;  Swenson,  Michael;  Egol,  Jonathan 

Subject:  Re:  Basis 

I  can  get  on  the  phone  this  morning  NY  time  to  discuss  (ie  Wed  works)  w  the  client 

I  would  like  to  know  what  the  precedent  there  is  here  -  does  GS  need  (outside  of  the 
client  issues)  to  provide  the  below  info  to  justify  our  prices??? 

For  example,  on  the  TWOLF  CDS,  GS  is  willing  to  deal  (bid  and  offer)  in  the  context  of  our 
prices 

On  the  equity  securities,  this  is  an  illquid  mkt  where  there  are  not  a  lot  of  recent  trade 
spots,  but  it  is  clear  that  1)  other  parts  of  the  CDO  cap  structure  are  materially  wider 
2)  the  underlying  assets  w/i  the  CDO  are  materially  wider 

If  credit  can  speak  to  the  above  ASAP  it  would  be  appreciated 
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David  A.  Lehman 

Goldman,  Sachs  &  Co. 

85  Broad  Street   |   New  York,  NY  10004 

Tel:  212-902-2927   |   Fax:  212-902-1691   |   Mob:  917- 

e-mail :  david . lehman@gs . com 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Original  Message  

From:  Viani,  Matthew 

To:  Lam,  Desiree;  Maltezos,  George  (  GSJBW  ) ;  Ng,  Chris;  Morel,  Jean-Marc;  Yamamoto,  Yumi ; 
Witt,  Natalie;  Molloy,  Macdara;  Benkert,  Oily;  Preisano,  Anthony;  Tamman,  Maurice; 
Hammatt,  Julie 

Cc:  Lehman,  David  A. ;  Case,  Benjamin;  Carrett,  Paul  (  GSJBW  ) ;  Harris,  Kate  (  GSJBW  ); 
Rolleston,  Jeremy  (  GSJBW  ) ;  Molloy,  Macdara 

Sent:  Wed  Jul  04  03:32:44  2007 

Subject:  Re:  Basis 


Technically  basis  should  have  already  satisfied  the  call  by  the  time  the  NY  folks  get  back 
into  the  office  thursday  morning  NY  time.  Would  obviously  still  be  happy  to  have  a  call  / 
provide  any  additional  color  at  that  time. 


Original  Message  

From:  Lam,  Desiree 

To:  Maltezos,  George  (  GSJBW  );  Ng,  Chris;  Morel,  Jean-Marc;  Yamamoto,  Yumi;  Witt, 
Natalie;  Molloy,  Macdara;  Benkert,  Oily;  Preisano,  Anthony;  Viani,  Matthew;  Tamman, 
Maurice;  Hammatt,  Julie 

Cc:  Lehman,  David  A. ;  Case,  Benjamin;  Carrett,  Paul  (  GSJBW  );  Harris,  Kate  (  GSJBW  ); 
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Rolleston,  Jeremy  (  GSJBW  ) 
Sent:  Wed  Jul  04  02:51:29  2007 
Subject:  RE:  Basis 

It's  NY  holiday  today,  would  we  be  able  to  reach  the  right  person  in  NY  in  time?  Thanks. 


Desiree 


From:       Maltezos,  George  (  GSJBW  ) 

Sent:  Wednesday,  July  04,  2007  2:47  PM 

To:    Lam,  Desiree;  Ng,  Chris;  Morel,  Jean-Marc;  Yamamoto,  Yumi ;  Witt, 

Natalie;  Molloy,  Macdara;  Benkert,  Oily;  Preisano,  Anthony;  Viani,  Matthew;  Tamman, 
Maurice;  Hammatt,  Julie 

Cc:    Lehman,  David  A. ;  Case,  Benjamin;  Carrett,  Paul  (  GSJBW  )  ; 
Harris,  Kate  (  GSJBW  );  Rolleston,  Jeremy  (  GSJBW  ) 
Subject:     Basis 

I  just  spoke  with  Peter  Dobson  at  Basis  (430pm  SYD  time) . 

He  is  not  concerned  with  the  $$  of  the  margin  call,  but  very  concerned  about  the  marks  - 
they  are  contesting  these  levels,  ie  seeking  clarity  before  agreeing  to  pay  the  margin. 

They  want  to  see:- 

-  the  comparable  market  data  point  for  the  Timberwolf  marks 

-  more  info  for  each  of  the  ABS  CDO  marks  like  IRRs,  CDR,  CPR,  reinvestment  profile,  WAL, 
cashflows,   etc 

-  the  market  data  point  for  those  marks,  &  actual  trade  examples  done  at  these  levels 

-  any  other  colour  specific  to  these  deals  which  helps  Basis  understand  the  marks 

I  will  be  arranging  a  call  b/wn  Basis  and  the  NY  traders  asap 

Rgds, 

George 

+612    9320    1431 
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From:  Lam,  Desiree  [mailto:desiree.lam@gs.com] 
Sent:  Wednesday,  4  July  2007  4:30  PM 
To:  Maltezos,  George 


Cc:  Ng,  Chris  -  GS;  Morel,  Jean-Marc  -  GS;  Yamamoto,  Yumi  -  GS;  Witt,  Natalie  -  GS; 
Molloy,  Macdara  -  GS 

Subject:  RE:  Basis 


HI  George,  please  help  confirm  client's  plan  to  meet  the  margin  call. 
Thanks. 


Copying  Ops  as  well. 


Desiree 


From:        Maltezos,  George  (  GSJBW  ) 
Sent:  Wednesday,  July  04,  2007  8:56  AM 
To:    Lam,  Desiree 
Cc:    Ng,  Chris;  Morel,  Jean-Marc 
Subject:     RE:  Basis 


Good  morning  -  basis  has  received  the  margin  calls.   I  have  not  heard  back.   Will  revert 
asap. 


From:  Lam,  Desiree  [mailto:desiree.lam@gs.com] 

Sent:  Wednesday,  4  July  2007  10:53  AM 

To:  Maltezos,  George 

Cc:  Ng,  Chris  -  GS;  Morel,  Jean-Marc  -  GS 

Subject:  Basis 
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Hi  George,  good  morning. 

Not  sure  if  you  have  a  chance  to  talk  to  the  client  this  morning,  are 
they  ok  to  arrange  funding  today?   Kindly  keep  us  posted. 

Many  thanks, 

Desiree  Lam 

Credit  Risk  Management  &  Advisory 

Tel:  852.29781203   I    Fax:  852.29780242 

Email:  desiree.lam@gs.com 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Lehman,  David  A. 

Friday,  July  13,  2007  10:13  AM 

Montag,  Tom 

Sparks,  Daniel  L;  Mullen,  Donald 

FW:  Basis 


Tom  -  As  discussed 

Original  Message 

From:  Lehman,  David  A. 

Sent-  Friday,  July  13,  2007  6:50  AM 

KfLehman/Dayid^.;  Riggs,  Tom;  Schick,  Sharon;  Egol,  Jonathan;  Kane   Nicola;  Ybung, 

Greg;  Tota   Frank;  Waskow,  Andrew;  Pynt,  Benjamin;  Maltezos,  George    GSJBW   ;  Ouderkirk, 

£r!id;Jacob»e„, 'Glade;  Huffman,  Robyn;  Saunders,  Tim;  Bowden,  ^-cxa;  Messxna   Michae  a 

Leti-  Sparks,  Daniel  L;  Sheppard,  Shaun;  Morel,  Jean-Marc;  Wang,  Josh  (HK  Credit) ,Wyllie, 

^SU^^trong,  Phil;  Caragna,  Francesco;  ■  Seth  GROSSHANDLER- ;  Hammatt,  Julie;  Witt, 

Natalie;  Mullen,  Donald;  Brafman,  Lester  R  lrr^-r,.    Ruckholz 

Cc:  Rapfogel,  Alan;  Broderick,  Craig;  Lepis,  Brendan;  Olson,  Matthew  (Credit),  Buckholz, 

Keith;  Chen,  Vincent;  Balogh,  Susan 

Subject:  RE:  Basis 

Update 

George  Maltezos  spoke  with  Basis  late  afternoon  SYD  time 

in  short,  the  client  is  communicating  that  the  PAC  RIM  fund  is  OK  and  the  YLD  ALPHA  fund 

is  in  real  trouble 

Basis  indicated  that  GS  was  the  first  to  send  them  default  notices 

Basis  is  still  not  signing  the  2-page  netting  agreement 

Basis  has  indicated  that  they  will  entertain  a  portfolio  trade  for  all  the  assets  (CDS  and 

Cash)  in  YLD  ALPHA 

Basis  has  asked  for  "breathing  space"  w/r/t  what  they  owe  us,  and  claim  4  other  financing 

CPs  are  giving  them  some  grace  time 

I  hope  to  get  on  with  Basis  in  the  next  lhr 

Either  way,  let's  circle  up  internally  @  8:00  NYT 

Domestic:   1-888-446-9294 
International:  1-719-884-8863 
Passcode:        891254 


Original  Message 

From:  Lehman,  David  A. 

?entRiaasr1om-  Schick'' Sharon; = Igol!  Jonathan;  Kane,  Nicola;  Young,  Greg;  Tota,  Frank; 
Wa  kow^Andrew;  Pytt   Ben^amJn  Maltezos,  George  (  GSJBW  ,;  Ouderkirk   Gerald;  Jacobsen, 

aSe'nS:;  Robyn;  Saunders,  Tim;  Bowden,  Tricia;  f  "^-^11^' D  enl  e  ' 
Daniel  L;  Sheppard   Shaun;  -el   Jean-Marc;  ^ang^Josh  ^Credit,  <J^- t°— talie 

2cT Rapfogel  Man! IfoderS?  Craig;  Lepis,  Brendan;  Olson,  Matthew  (Credit,;  Buckholz, 
Keith;  Chen,  Vincent;  Balogh,  Susan 
Subject:  RE:  Basis 


OK 


for  the  swaps,  yesterday  we  were  owed  5.1mm  USD,  today  we  are  calling  for  an  add'l 
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8.18mm,  so  13.28mm  all-day  in  YLD  ALPHA 

Can  GSI  pis  bifurcate  for  the  client  ASAP? 

Original  Message — '■ 

From:  Riggs,  Tom 

Sent:  Thursday,  July  12,  2007  5:42  PM 

To:  Lehman,  David  A. ;  Schick,  Sharon;  Egol,  Jonathan;  Kane,  Nicola;  Young,  Greg;  Tota, 

Frank;  Waskow,  Andrew;  Pynt,  Benjamin;  Maltezos,  George  (  GSJBW  );  Ouderkirk,  Gerald; 

Jacobsen,  Glade;  Huffman,  Robyn;  Saunders,  Tim;  Bowden,  Tricia;  Messina,  Michaela  Leti; 

Sparks,  Daniel  L;  Sheppard,  Shaun;  Morel,  Jean-Marc;  Wang,  Josh  (HK  Credit);  Wyllie, 

Denise;  Armstrong,  Phil;  Cafagna,  Francesco;  'Seth  GROSSHANDLER" 

Cc:  Rapfogel,  Alan;  Broderick,  Craig;  Lepis,  Brendan;  Olson,  Matthew  (Credit);  Buckholz, 

Keith;  Chen,  Vincent;  Balogh,  Susan 

Subject:  RE:  Basis 

Then  we  will  mess  up  the  timing  for  delivery we  need  to  track  the  due  dates  for  grace 

period,  at  least  for  the  swaps 

•— Original  Message 

From:  Lehman,  David  A. 

Sent:  Thursday,  July  12,  2007  5:40  PM 

To:  Riqqs,  Tom;  Schick,  Sharon;  Egol,  Jonathan;  Kane,  Nicola;  Young,  Greg;  Tota,  Frank; 

Waskow;  Andrew;  Pynt,  Benjamin;  Maltezos,  George  (  GSJBW  );  Ouderkirk,  Gerald;  Jacobsen, 

Glade;  Huffman,  Robyn;  Saunders,  Tim;  Bowden,  Tricia;  Messina,  Michaela  Leti;  Sparks, 

Daniel  L;  Sheppard,  Shaun;  Morel,  Jean-Marc;  Wang,  Josh  (HK  Credit);  Wyllie,  Denise; 

Armstrong,  Phil;  Cafagna,  Francesco 

Cc:  Rapfogel,  Alan;  Broderick,  Craig;  Lepis,  Brendan;  Olson,  Matthew  (Credit);  Buckholz, 

Keith;  Chen,  Vincent;  Balogh,  Susan 

Subject:  RE:  Basis 


No 


to  be  clear,  this  is  inclusive  of  what  they  owe  us  from  y'day 


Original  Message 

From:  Riggs,  Tom 

Sent:  Thursday,  July  12,  2007  5:39  PM 

To:  Lehman,  David  A. ;  Schick,  Sharon;  Egol,  Jonathan;  Kane,  Nicola;  Young,  Greg;  Tota, 

Frank;  Waskow,  Andrew;  Pynt,  Benjamin;  Maltezos,  George  (  GSJBW  );  Ouderkirk   Gerald; 

Jacobsen,  Glade;  Huffman,  Robyn;  Saunders,  Tim;  Bowden,  Tricia;  Messina,  Michaela  Leti; 

Sparks,  Daniel  L;  Sheppard,  Shaun;  Morel,  Jean-Marc;  Wang,  Josh  (HK  Credit);  Wyllie, 

Denise;  Armstrong,  Phil;  Cafagna,  Francesco 

Cc:  Rapfogel,  Alan;  Broderick,  Craig;  Lepis,  Brendan;  Olson,  Matthew  (Credit);  Buckholz, 

Keith;  Chen,  Vincent;  Balogh,  Susan 

Subject:  RE:  Basis 

These  are  in  addition  to  the  missed  calls  yesterday,  right? 

Original  Message 

From:  Lehman,  David  A. 

Sent:  Thursday,  July  12,  2007  5:38  PM  • 

To:  Schick,  Sharon;  Egol,  Jonathan;  Kane,  Nicola;  Young,  Gr eg;  Tota   Frank;  Riggs   Tom; 

Waskow,  Andrew;  Pynt,  Benjamin;  Maltezos,  George  (  GSJBW  );  Ouderkirk,  Gerald;  Jacobsen, 

Glade;  Huffman,  Robyn;  Saunders,  Tim;  Bowden,  Tricia;  Messina,  Michaela  Leti,  Sparks, 

Daniel  L;  Sheppard,  Shaun;  Morel,  Jean-Marc;  Wang,  Josh  (HK  Credit) ;  Wyllie,  Denise; 

Rrm^trona   Phil;  Cafaqna,  Francesco 

ScT  Rapfogel   Man;  Broderick,  Craig;  Lepis,  Brendan;  Olson,  Matthew  (Credit);  Buckholz, 

Keith;  Chen,  Vincent;  Balogh,  Susan 

Subject:  RE:  Basis 

Tonight  we  have  sent  the  below  margin  calls  to  Basis 
REPO  -  Basis  Pac  Rim  Opportunity   $415,000 
REPO  -  Basis  Yield  Alpha  $5,850,000 
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CDS  -  Basis  Yield  Alpha  $13,280,000 

We'll  get  on  the  with  account  ASAP  and  circle  back  to  the  group  with  color 

Original  Message 

From:  Schick,  Sharon 

Sent:  Thursday,  July  12,  2007  4:02  PM 

To:  Egol,  Jonathan;  Kane,  Nicola;  Lehman,  David  A. ;  Young,  Greg;  Tota,  Frank;  Riggs,  Tom; 

Waskow,  Andrew;  Pynt,  Benjamin;  Maltezos,  George  (  GSJBW  );  Ouderkirk,  Gerald;  Jacobsen, 

Glade;  Huffman,  Robyn;  Saunders,  Tim;  Bowden,  Tricia;  Messina,  Michaela  Leti;  Sparks, 

Daniel  L;  Sheppard,  Shaun;  Morel,  Jean-Marc;  Wang,  Josh  (HK  Credit);  Wyllie,  Denise; 

Armstrong,  Phil;  Cafagna,  Francesco 

Cc:  Rapfogel,  Alan;  Broderick,  Craig;  Lepis,  Brendan;  Olson,  Matthew  (Credit);  Buckholz, 

Keith;  Chen,  Vincent;  Balogh,  Susan 

Subject:  RE:  Basis 

please  include  frankie  cafagna  (ny  repo  desk  head)  on  all  future  Basis  related  emails. 

Original  Message 

From:  Egol,  Jonathan 

Sent:'  Thursday,  July  12,  2007  3:55  PM 

To-  Kane,  Nicola;  Lehman,  David  A. ;  Young,  Greg;  Tota,  Frank;  Riggs,  Tom;  Waskow,  Andrew; 

Pynt,  Benjamin;  Maltezos,  George  (  GSJBW  );  Ouderkirk,  Gerald;  Jacobsen,  Glade;  Huffman, 

Robyn;  Saunders,  Tim;  Bowden,  Tricia;  Messina,  Michaela  Leti;  Sparks,  Daniel  L;  Sheppard, 

Shaun;  Morel,  Jean-Marc;  Wang,  Josh  (HK  Credit);  Wyllie,  Denise;  Armstrong,  Phil 

Cc:  Rapfogel,  Alan;  Broderick,  Craig;  Lepis,  Brendan;  Olson,  Matthew  (Credit);  Schick, 

Sharon;  Buckholz,  Keith;  Chen,  Vincent;  Balogh,  Susan 

Subject:  RE:  Basis 

Attached  please  find  updated  marks  for  COB  12  July  2007  (see  column  N  highlighted  in 
yellow) . 

Please  apply  these  marks  to  generate  the  margin  call  for  Sydney  open. 

Also,  for  purposes  of  the  TWOLF  CDS  versus  Yield  Alpha,  we  have  input  the  follow  marks  for 
COB  12th  July  2007: 

TWOLF  A2  =  $17. 5mm  in  favor  of  GSI  (ie,  65  price)  TWOLF  B  =  $20. 0mm  in  favor  of  GSI  (ie, 
60  price) 

Please  call  David  Lehman  or  Jonathan  Egol  with  questions. 

Original  Message 

From:  Kane,  Nicola 

Sent:  Thursday,  July  12,  2007  3:43  PM  ,,_,,,♦. 

To:  Lehman,  David  A. ;  Young,  Greg;  Tota,  Frank;  Riggs,  Tom;  Waskow,  Andrew;  Pynt 
Benjamin;  Maltezos,  George  (  GSJBW  );  Ouderkirk,  Gerald;  Jacobsen,  Glade;  Egol   Jonathan, 
Huffman,  Robyn;  Saunders,  Tim;  Bowden,  Tricia;  Messina,  Michaela  Leti;  Sparks,  Daniel  L; 
Sheppard,  Shaun;  Morel,  Jean-Marc;  Wang,  Josh  (HK  Credit);  Wyllie,  Denise;  Armstrong   Phil 
Cc:  Rapfogel,  Alan;  Broderick,  Craig;  Lepis,  Brendan;  Olson,  Matthew  (Credit);  Schick, 
Sharon;  Buckholz,  Keith;  Chen,  Vincent;  Balogh,  Susan 
Subject:  RE:  Basis 

As  per  our  call  the  collateral  numbers  based  upon  COB  Wed  11th  July  are: 

REPO 

Basis  Pac  Rim  Opportunity 

olfserbTsecurities   pius    cash   held    (pre-haircut)  lll'M^Tol    (this    includes    the   $4.13 

received   today) 
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Call  issued  to  client  (COB  10th) 

Basis  Yield  Alpha 

Loan  Amount 

Offset  by  securities  plus  cash  held  (pre-haircut) 

Call  issued  to  client  (COB  10th) 

OTC 

Basis  Yield  Alpha 

Total  exposure 
Collateral  Held 

Call  issued  to  client  (COB  10th) 

We  will  send  revised  numbers  based  on  today's  marks. 

Nicola 
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$4,130,000  -  FUNDS  RECEIVED 


$22,356,689 
$25,740,000 


$4,280,000 


$29,169,682 
$35,471,850 

$5,100,000 


Original  Message 

From:  Lehman,  David  A. 

Sent:  Thursday,  July  12,  2007  7:20  PM  ,„,„■• 

To:  Kane,  Nicola;  Young,  Greg;  Tota,  Frank;  Riggs,  Tom;  Waskow,  Andrew;  Pynt,  Benjamn; 

Maltezos,  George  (  GSJBW  );  Ouderkirk,  Gerald;  Jacobsen,  Glade;  Egol,  Jonathan;  Huffman 

Robyn;  Saunders,  Tim;  Bowden,  Tricia;  Messina,  Michaela  Let!;  Sparks,  Darnel  L;  Sheppard, 

Shaun;  Morel,  Jean-Marc;  Wang,  Josh  (HK  Credit);  Wyllie   Denise;  Armstrong   Phil 

Cc:  Rapfogel,  Alan;  Broderick,  Craig;  Lepis,  Brendan;  Olson,  Matthew  (Credit);  Schick, 

Sharon;  Buckholz,  Keith;  Chen,  Vincent;  Balogh,  Susan 

Subject:  RE:  Basis 

The  client  has  been  unresponsive  for  the  past  60  minutes 

As  of  now  Basis  has  not  committed  to  make  the  repo  or  CDS  margin  call  in  Yld  Alpha 

In  addition,  we  have  not  traded  the  CLO  equity  or  executed  the  netting  agreement 

Let's  get  on  the  phone  @  2:30  to  discuss  next  steps  and  thoughts 

Domestic:   1-888-446-9294 
International:  1-719-884-8863 
Passcode:        891254 

Original  Message 

From:  Kane,  Nicola 

Sent:  Thursday,  July  12,  2007  2 : 15  PM 

To   Young,  Greg;  Tota,  Frank;  Riggs,  Tom;  Lehman,  David  A. ;  Waskow,  Andrew;  Pynt, 

Benjamin;  Lehman,  David  A. ;  Maltezos,  George  (  GSJBW  );  Ouderkirk,  Gerald;  Jacobsen 

Glade;  Egol,  Jonathan;  Huffman,  Robyn;  Saunders,  Tim;  Bowden,  Tncia;  ^^Michaela 

Leti;  Sparks,  Daniel  L;  Sheppard,  Shaun;  Morel,  Jean-Marc;  Wang,  Josh  (HK  Credit),  Wyllie, 

Denise;  Armstrong,  Phil  ,»,4-*-u=,,  n-r-oHi  M  •  qrhirk 

Cc:  Rapfogel,  Alan;  Broderick,  Craig;  Lepis,  Brendan;  Olson,  Matthew  (Credit),  Schick, 
Sharon;  Buckholz,  Keith;  Chen,  Vincent;  Balogh,  Susan 
Subject:  RE:  Basis 

ccing  Denise  and  Phil 

Original  Message 

From:  Young,  Greg 

Sent:  Thursday,  July  12,  2007  7 : 05  PM 

To:  Tota,  Frank;  Kane,  Nicola;  Riggs,  Tom;  Lehman,  David  A  ;  Waskow  Andrew;  Pynt 

Benjamin;  Lehman,  David  A. ;  Maltezos,  George  (  GSJBW  );  Ouderkirk,  Gerald;  Jacobsen, 
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Glade;  Egol,  Jonathan;  Huffman,  Robyn;  Saunders,  Tim;  Bowden,  Tricia;  Messina,  Michaela 

Leti;  Sparks,  Daniel  L;  Sheppard,  Shaun;  Morel,  Jean-Marc;  Wang,  Josh  (HK  Credit) 

Cc:    Rapfogel,  Alan;  Broderick,  Craig;  Lepis,  Brendan;  Olson,  Matthew  (Credit);  Schick, 

Sharon;  Buckholz,  Keith;  Chen,  Vincent;  Balogh,  Susan 

Subject:  RE:  Basis 

Given  that  Basis  must  consent  to  this,  and  given  we  are  in  ongoing  discussions  with  Basis 
on  meeting  margin  calls,  I  suspect  that  a  recall  effort  would  not  be  successful.   David,  I 
know  you've  been  in  ongoing  discussion  with  them.   What's  your  assessment? 

Original  Message 

From:  Tota,  Frank 

Sent:  Thursday,  July  12,  2007  1:57  PM 

To:  Kane,  Nicola;  Young,  Greg;  Riggs,  Tom;  Lehman,  David  A. ;  Waskow,  Andrew;  Pynt, 

Benjamin;  Lehman,  David  A. ;  Maltezos,  George  (  GSJBW  .) ;  Ouderkirk,  Gerald;  Jacobsen, 

Glade;  Egol,  Jonathan;  Huffman,  Robyn;  Saunders,  Tim;  Bowden,  Tricia;  Messina,  Michaela 

Leti;  Sparks,  Daniel  L;  Sheppard,  Shaun;  Morel,  Jean-Marc;  Wang,  Josh  (HK  Credit) 

Cc:  Rapfogel,  Alan;  Broderick,  Craig;  Lepis,  Brendan;  Olson,  Matthew  (Credit);  Schick, 

Sharon;  Buckholz,  Keith;  Chen,  Vincent;  Balogh,  Susan 

Subject:  RE:  Basis 


We  have  the  ability  to  initiate  a  recall  of  the  funds  through  W^^m,    but  it  would  be 
Accomplished  with  ?he  consent  of  Basis  allowing  MBBItotake  back  the  funds  which  is 
standard  practice.   I  had  a  quick  conversation  with  «M|and  we  thought  it  would  be 
wise  to  present  this  option  to  the  distribution  to  determine  if  we  want  to  take  this 
course  of  action. 


Many  thx 
Frank  Tota 

Original  Message 

From:  Kane,  Nicola 

Sent:  Thursday,  July  12,  2007  1:06  PM 

To-  Young,  Greg;  Riggs,  Tom;  Lehman,  David  A.  ;  Waskow,  Andrew;  Pynt,  Beirjamn;  Lehman, 

David T-  Maltezos,  George  (  GSJBW  );  Ouderkirk,  Gerald;  Jacobsen,  Glade;  Egol,  Jonathan; 

Huffman,  Robyn;  Saunders,  Tim;  Bowden,  Tricia;  Messina,  Michaela  Leti;  Sparks,  Daniel  L; 

Sheppard,  Shaun;  Morel,  Jean-Marc;  Wang,  Josh  (HK  Credit);  Tota,  Frank 

Cc:  Rapfogel,  Man;  Broderick,  Craig;  Lepis,  Brendan;  Olson,  Matthew  (Credit);  Schick, 

Sharon;  Buckholz,  Keith;  Chen,  Vincent 

Subject:  RE:  Basis 


I  have  spoken  to  Frank  Tota  who  runs  Treasury  Ops  and  asked  him  to  investigate  this 

Original  Message 

From:  Young,  Greg 

Sent:  Thursday,  July  12,  2007  5:47  PM  _ 

To:  Riggs,  Tom;  Lehman,  David  A. ;  Waskow,  Andrew;  Pynt,  Ben:amin;  Lehman,  David 

Maltezos,  George  (  GSJBW  );  Ouderkirk,  Gerald;  Jacobsen,  Glade;  Egol,  Jonathan; 

Robyn;  Saunders,  Tim;  Bowden,  Tricia;  Messina,  Michaela  Leti;  Sparks,  Daniel  L; 

Shaun;  Kane,  Nicola;  Morel,  Jean-Marc;  Wang,  Josh  (HK  Credit)         ,rrpdit, .  Schick 

Cc:  Rapfogel,  Alan;  Broderick,  Craig;  Lepis,  Brendan;  Olson,  Matthew  (Credit),  Schick, 

Sharon;  Buckholz,  Keith;  Chen,  Vincent 

Subject:  RE:  Basis 


A.  ; 

Huffman, 

Sheppard, 


■  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 
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Tom, 

I  do  not  know  any  of  the  details  behind  this  -  I've  asked  for  them. 

Original  Message 

From:  Riggs,  Tom 

Sent:  Thursday,  July  12,  2007  12:42  PM 

To:  Young,  Greg;  Lehman,  David  A. ;  Waskow,  Andrew;  Pynt,  Benjamin;  Lehman,  David  A. ; 

Maltezos,  George  (  GSJBW  );  Ouderkirk,  Gerald;  Jacobsen,  Glade;  Egol,  Jonathan;  Huffman, 

Robyn;  Saunders,  Tim;  Bowden,  Tricia;  Messina,  Michaela  Leti;  Sparks,  Daniel  L;  Sheppard, 

Shaun;  Kane,  Nicola;  Morel,  Jean-Marc;  Wang,  Josh  (HK  Credit) 

Cc:  Rapfogel,  Alan;  Broderick,  Craig;  Lepis,  Brendan;  Olson,  Matthew  (Credit);  Schick, 

Sharon;  Buckholz,  Keith;  Chen,  Vincent 

Subject:  RE:  Basis 

I  thought  that  couldn't  happen? 

Original  Message 

From:  Young,  Greg 

Sent:  Thursday,  July  12,  2007  12:41  PM 

To:  Lehman,  David  A. ;  Waskow,  Andrew;  Pynt,  Benjamin;  Lehman,  David  A. ;  Maltezos,  George 

(  GSJBW  ) ;  Ouderkirk,  Gerald;  Jacobsen,  Glade;  Young,  Greg;  Egol,  Jonathan;  Huffman, 

Robyn;  Saunders,  Tim;  Riggs,  Tom;  Bowden,  Tricia;  Messina,  Michaela  Leti;  Sparks,  Daniel 

L;  Sheppard,  Shaun;  Kane,  Nicola;  Morel,  Jean-Marc;  Wang,  Josh  (HK  Credit) 

Cc:  Rapfogel,  Alan;  Broderick,  Craig;  Lepis,  Brendan;  Olson,  Matthew  (Credit);  Schick, 

Sharon;  Buckholz,  Keith;  Chen,  Vincent 

Subject:  FW:  Basis 

I've  just  been  informed  that  this  payment  was  inadvertently  released  without  approval. 

Original  Message 

From:  Young,  Greg 

Sent:  Thursday,  July  12,  2007  12:15  PM 

To-  Lehman,  David  A. ;  Waskow,  Andrew;  Pynt,  Benjamin;  Lehman,  David  A. ;  Maltezos,  George 
(  GSJBW  );  Ouderkirk,  Gerald;  Jacobsen,  Glade;  Young,  Greg;  Egol,  Jonathan;  Huffman, 
Robyn;  Saunders,  Tim;  Riggs,  Tom;  Bowden,  Tricia;  Messina,  Michaela  Leti;  Sparks,  Daniel 
L;  Sheppard,  Shaun;  Kane,  Nicola;  Morel,  Jean-Marc;  Wang,  Josh  (HK  Credit) 
Cc:  Rapfogel,  Alan;  Broderick,  Craig;  Lepis,  Brendan;  Olson,  Matthew  (Credit);  Schick, 
Sharon;  Buckholz,  Keith;  Chen,  Vincent 
Subject:  FW:  Basis 

Per  the  attached,  GS  has  a  reverse  repo  trade  with  Basis  Yield  Alpha  on  GSN  8R0ER0    This 
repo  was  open  over  a  record  date  of  a  coupon  payment.   Consequently  GSIL  received  the 
coupon  that,  under  the  repo  terms  is  due  back  to  Basis.   Upon  a  claim  from  Merrill  Lynch 
(custodian  for  Basis)  Asset  Services  submitted  this  $327k  payment.   This  payment  has  now 
hit  the  high  risk  payments  system  for  release. 

Subject  to  comments  from  the  group,  we  are  not  releasing  these  funds.   If  there  are 
factors  we  should  consider  with  respect  to  releasing  payment,  please  let  us  know. 

Thanks 

Greg 

— Original  Message 

From:  Lepis,  Brendan 

Sent:  Thursday,  July  12,  2007  11:09  AM 

To:  Olson,  Matthew  (Credit);  Young,  Greg;  Schick,  Sharon 

Cc:  Buckholz,  Keith;  Chen,  Vincent 

Subject:  FW:  Basis 

Thanks  for  forwarding  this  email. 
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I  want  to  bring  everyone  involved,  ie  Greg,  the  repo  team  and  high  risk  team,  up  to  speed 
that  there  is  a  $327,292  high  risk  payment  pending.   The  attached  email  gives  background 
on  this  payment. 

Based  on  the  email  below  we  are  obviously  not  releasing  this  money  until  we  receive 
guidance  from  Greg. 

Let  me  know  if  there  are  any  questions. 

Please  forward  to  others  as  necessary. 

Thanks  very  much. 

Original  Message 

From:  Olson,  Matthew  (Credit) 

Sent:  Thursday,  July  12,  2007  10:55  AM 

To:  Lepis,  Brendan 

Subject:  FW:  Basis 

FYI 

Original  Message 

From:  Schick,  Sharon 

Sent:  Thursday,  July  12,  2007  10:51  AM 

To:  Olson,  Matthew  (Credit) 

Subject:  FW:  Basis 

fyi 

Original  Message 

From:  Lehman,  David  A. 

Sent:  Thursday,  July  12,  2007  3:04  AM 

To:  Huffman,  Robyn;  Sparks,  Daniel  L;  Sheppard,  Shaun;  Messina,  Michaela  Leti;  Tamman, 

Maurice;  Hammatt,  Julie;  Kane,  Nicola;  Molloy,  Macdara;  Lam,  Desiree;  Maltezos,  George  ( 

GSJBW  );  Lim,  Sonia;  Benkert,  Oily;  Viani,  Matthew;  Ng,  Chris;  Morel,  Jean-Marc;  Yamamoto, 

Yumi;  Witt,  Natalie;  Preisano,  Anthony;  Bury,  Jonathan;  Rapfogel,  Alan;  Armstrong,  Phil; 

Young,  Greg;  Wong,  June  C. ;  Ouderkirk,  Gerald;  Sobel,  Jonathan;  Mullen,  Donald;  Brafman, 

T  pstsr  R. 

Cc:  Case,  Benjamin;  Harris,  Kate  (  GSJBW  );  Rolleston, • Jeremy  (  GSJBW  );  Swenson,  Michael; 

Egol,  Jonathan;  Wang,  Josh  (HK  Credit) ;  Chan,  Joanna;  Dausch,  Andrew;  Ireland,  Alan; 

Anderson,  James;  Pynt,  Benjamin;  Vince,  Robin;  Riggs,  Tom;  Carrett,  Paul;  Waskow,  Andrew; 

Tribolati,  John;  Lamb,  Rob;  Swann,  Brian;  Cafagna,  Francesco 

Subject:  RE:  Basis 

We  have  had  several  calls  with  Basis  tonight 

Gerry  Ouderkirk  provided  the  client  with  bid  levels  on  $20mm  face  of  CLO  equity  to  free  up 
capital  to  be  applied  against  their  margin  call 

Basis  informed  us  that  despite  the  net  monies  freed  by  the  proposed  CLO  sale  (~7mm) ,  they 
are  unable  or  unwilling  to  provide  add'l  cash  or  collateral  to  meet  our  margin  call 

Our  bids  for  the  CLO  equity  are  contingent  upon  Basis  signing  a  netting  agreement  which 
CGSH  and  GS  Legal  drafted 

Our  bids  are  also  subject  to  material  mkt  moves  as  well  as  Basis  executing  by  NY  open 

At  this  time  the  client  is  reviewing  the  netting  agreement 

After  discussing  with  GS  legal,  we  have  informed  the  client  that  a  formal  notice  will  be 
sent  to  them  by  GS  Legal  by  EOD  Thursday  Sydney  time  w/r/t  their  deficiency  on  meeting 
margin  to  preserve  Goldman's  rights  and  remedies 


Original  Message- 

From:  Huffman,  Robyn 
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Sent:  Wednesday,  July  11,  2007  8:22  PM 

To:  Sparks,  Daniel  L;  Sheppard,  Shaun;  Messina,  Michaela  Leti;  Tamman,  Maurice;  Hammatt, 

Julie;  Kane,  Nicola;  Molloy,  Macdara;  Lam,  Desiree;  Maltezos,  George  (  GSJBW  );  Lim, 

Sonia;  Benkert,  Oily;  Lehman,  David  A.;  Viani,  Matthew;  Ng,  Chris;  Morel,  Jean-Marc; 

Yamamoto,  Yumi;  Witt,  Natalie;  Preisano,  Anthony;  Bury,  Jonathan;  Rapfogel,  Alan; 

Armstrong,  Phil;  Young,  Greg;  Wong,  June  C.;  Ouderkirk,  Gerald 

Cc:  Case,  Benjamin;  Harris,  Kate  (  GSJBW  );  Rolleston,  Jeremy  (  GSJBW  ) ;  Swenson,  Michael; 

Egol,  Jonathan;  Wang,  Josh  (HK  Credit) ;  Chan,  Joanna;  Dausch,  Andrew;  Ireland,  Alan; 

Anderson,  James;  Pynt,  Benjamin;  Vince,  Robin;  Riggs,  Tom;  Carrett,  Paul-;  Waskow,  Andrew; 

Tribolati,  John;  Lamb,  Rob;  Swann,  Brian 

Subject:  RE:  Basis 

Not  without  consent  of  Basis,  which  is  being  drafted  right  now  by  LDN  legal  and  Cleary. 
Jerry's  bid  will- be  subject  to  their  agreeing  to  that. 

Original  Message 

From:  Sparks,  Daniel  L 

Sent:  Wednesday,  July  11,  2007  8:20  PM 

To:  Sheppard,  Shaun;  Messina,  Michaela  Leti;  Tamman,  Maurice;  Hammatt,  Julie;  Kane, 

Nicola;  Molloy,  Macdara;  Lam,  Desiree;  Maltezos,  George  (  GSJBW  );  Lim,  Sonia;  Benkert, 

Oily;  Lehman,  David  A. ;  Viani,  Matthew;  Ng,  Chris;  Morel,  Jean-Marc;  Yamamoto,  Yumi;  Witt, 

Natalie;  Preisano,  Anthony;  Bury,  Jonathan;  Rapfogel,  Alan;  Armstrong,  Phil;  Young,  Greg; 

Wong,  June  C;  Ouderkirk,  Gerald 

Cc:  Case,  Benjamin;  Harris,  Kate  (  GSJBW  );  Rolleston,  Jeremy  (  GSJBW  );  Swenson,  Michael; 

Egol,  Jonathan;  Wang,  Josh  (HK  Credit);  Chan,  Joanna;  Dausch,  Andrew;  Ireland,  Alan; 

Anderson,  James;  Pynt,  Benjamin;  Vince,  Robin;  Riggs,  Tom;  Carrett,  Paul;  Huffman,  Robyn; 

Waskow,  Andrew;  Tribolati,  John;  Lamb,  Rob;  Swann,  Brian 

Subject:  RE:  Basis 

It  they  default,  can  we  apply  any  excess  from  repo  to  swaps? 

Original  Message — : 

From:  Sheppard,  Shaun 

Sent:  Wednesday,  July  11,  2007  4:54  PM 

To:  Sheppard,  Shaun;  Messina,  Michaela  Leti;  Tamman,  Maurice;  Hammatt,  Julie;  Kane, 

Nicola;  Molloy,  Macdara;  Lam,  Desiree;  Maltezos,  George  (  GSJBW  );  Sparks,  Daniel  L;  Lim, 

Sonia;  Benkert,  Oily;  Lehman,  David  A. ;  Viani,  Matthew;  Ng,  Chris;  Morel,  Jean-Marc; 

Yamamoto,  Yumi;  Witt,  Natalie;  Preisano,  Anthony;  Bury,  Jonathan;  Rapfogel,  Alan; 

Armstrong,  Phil;  Young,  Greg;  Wong,  June  C;  Ouderkirk,  Gerald 

Cc:  Case,  Benjamin;  Harris,  Kate  (  GSJBW  );  Rolleston,  Jeremy  (  GSJBW  );  Swenson,  Michael; 

Egol,  Jonathan;  Wang,  Josh  (HK  Credit);  Chan,  Joanna;  Dausch,  Andrew;  Ireland,  Alan; 

Anderson,  James;  Pynt,  Benjamin;  Vince,  Robin;  Riggs,  Tom;  Carrett,  Paul;  Huffman,  Robyn; 

Waskow,  Andrew;  Tribolati,  John;  Lamb,  Rob;  Swann,  Brian 

Subject:  RE:  Basis 

Update  following  conf  call  trading/legal (Ldn&NY) /Ops  (credit  unable  to  join  -  have  left  an 
update  v-m  for  Greg) : 

-Estimated  clean  funds  available  to  meet  call  requirements  approx  USD13.5mm  if  Basis 

accepts  GS  bids. 

-estimated  surplus  after  meeting  repo  margin  requirement  USD5mm  approx 

-  documentation  does  not  allow  us  to  automatically  use  this  to  cover  swaps  collateral 
requirement.   Client  agreement/authorisation  would  be  required. 

-agreed  to  make  client's  agreement  to  this  a  condition  of  trade  -  ldn  legal  (Michaela)  to 
draft  suitable  authorisation  for  David  to  send  on. 

-Ops  will  need  to  hand  hold  all  events  to  make  sure  no  external  settlement  made  and  funds 
applied  to  calls.  Brian  has  reached  out  to  give  settlement  groups  a  heads  up. 

-  David  to  George  on  situation 

-  George  to  update  this  group  on  outcome  of  communication  with  Basis  and  how  they  plan  to 
meet  the  calls  either  by  accepting  GS  bids,  or  delivery  of  cash  value  tomorrow. 

Shaun 
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Original  Message 

From:  Sheppard,  Shaun 

Sent:  Wednesday,  July  11,  2007  7:25  PM 

To:  Messina,  Michaela  Leti;  Tamman,  Maurice;  Hammatt,  Julie;  Kane,  Nicola;  Molloy, 

Macdara;  Lam,  Desiree;  Maltezos,  George  (  GSJBW  );  Sparks,  Daniel  L;  Lim,  Sonia;  Benkert, 

Oily;  Lehman,  David  A.;  Viani,  Matthew;  Ng,  Chris;  Morel,  Jean-Marc;  Yamamoto,  Yumi ;  Witt, 

Natalie;  Preisano,  Anthony;  Bury,  Jonathan;  Rapfogel,  Alan;  Armstrong,  Phil;  Young,  Greg; 

Wong,  June  C;  Ouderkirk,  Gerald 

Cc:  Case,  Benjamin;  Harris,  Kate  (  GSJBW  );  Rolleston,  Jeremy  (  GSJBW  );  Swenson,  Michael; 

Egol,  Jonathan;  Wang,  Josh  (HK  Credit) ;  Chan,  Joanna;  Dausch,  Andrew;  Ireland,  Alan; 

Anderson,  James;  Pynt,  Benjamin;  Vince,  Robin;  Riggs,  Tom;  Carrett,  Paul;  Huffman,  Robyn; 

Waskow,  Andrew;  Tribolati,  John;  Lamb,.  Rob;  Swann,  Brian 

Subject:  RE:  Basis 

Have  just  spoken  to  David  Lehman  and  we  have  just  left  a  v-m  with  Tom  Riggs: 
Update: 

Gerry  Oudekirk  and  David  Lehman  are  to  meet  with  Dan  Sparks  and  Don  Mullen  to  agree  bid 
pricing  this  in  the  next  90  minutes  or  so.   David  will  revert  to  this  group  with  an  update 
following  this.   We  should  get  an  idea  of  the  clean  funds  which  might  be  available  to 
Basis  if  they  accept  our  bids.   Clearly  preference  would  be  for  Basis  to  meet  calls  with 
free  cash. 

David  and  I  will  circle  back  with  legal/credit/ops  to  establish  next  steps  re  netting 
margin  requirements  vs  proceeds  to  make  sure  we  don't  inadvertently  release 
funds/securities  to  the  client. 

David  has  a  5pmNY/7am  Sydney  call  with  George  to  update  and  agree  approach  with  client. 
Shaun 

Original  Message 

From:  Messina,  Michaela  Leti 

Sent:  Wednesday,  July  11,  2007  6:38  PM 

To:  Tamman,  Maurice;  Hammatt,  Julie;  Kane,  Nicola;  Molloy,  Macdara;  Lam,  Desiree; 

Maltezos,  George  (  GSJBW  );  Sparks,  Daniel  L;  Lim,  Sonia;  Benkert,  Oily;  Lehman,  David  A. ; 

Viani,  Matthew;  Ng,  Chris;  Morel,  Jean-Marc;  Yamamoto,  Yumi;  Witt,  Natalie;  Preisano, 

Anthony;  Bury,  Jonathan;  Rapfogel,  Alan;  Armstrong,  Phil;  Young,  Greg;  Wong,  June  C; 

Sheppard,  Shaun 

Cc:  Case,  Benjamin;  Harris,  Kate  (  GSJBW  );  Rolleston,  Jeremy  (  GSJBW  );  Swenson,  Michael; 

Egol,  Jonathan;  Wang,  Josh  (HK  Credit) ;  Chan,  Joanna;  Dausch,  Andrew;  Ireland,  Alan; 

Anderson,  James;  Pynt,  Benjamin;  Vince,  Robin;  Riggs,  Tom;  Carrett,  Paul;  Huffman,  Robyn; 

Waskow,  Andrew;  Tribolati,  John 

Subject:  RE:  Basis 

Copying  Robyn,  Andy  and  John  in  NY  and  London  Legal. 


Goldman  Sachs  International 

Peterborough  Court  |  133  Fleet  Street  |  London  EC4A  2BB  Tel  +  44  (0)  20  7552  2303  |  Fax  + 

44  (0)  20  7774  1989  E-mail  MichaelaLeti.Messina@gs.com 

Michaela  Leti  Messina 
Executive  Director  and  Counsel 
Legal  Department 


This  message  may  contain  information  that  is  confidential  or  privileged.   If  you  are  not 
the  intended  recipient,  please  advise  the  sender'  immediately  and  delete  this  message.   See 
http://www.gs.com/disclaimer/email  for  further  information  on  confidentiality  and  the 
risks  inherent  in  electronic  communication. 
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Original  Message 

From:  Tamman,  Maurice 

Sent:  Wednesday,  July  11,  2007  1:06  PM 

To:  Tamman,  Maurice;  Hammatt,  Julie;  Kane,  Nicola;  Molloy,  Macdara;  Lam,  Desiree; 

Maltezos,  George  (  GSJBW  );  Sparks,  Daniel  L;  Lim,  Sonia;  Benkert,  Oily;  Lehman,  David  A. ; 

Viani,  Matthew;  Ng,  Chris;  Morel,  Jean-Marc;  Yamamoto,  Yumi;  Witt,  Natalie;  Preisano, 

Anthony;  Bury,  Jonathan;  Rapfogel,  Alan;  Armstrong,  Phil;  Young,  Greg;  Wong,  June  C; 

Sheppard,  Shaun 

Cc:  Case,  Benjamin;  Harris,  Kate  (  GSJBW  );  Rolleston,  Jeremy  (  GSJBW  );  Swenson,  Michael; 

Egol,  Jonathan;  Wang,  Josh  (HK  Credit) ;  Chan,  Joanna;  Dausch,  Andrew;  Ireland,  Alan; 

Anderson,  James;  Messina,  Michaela  Leti;  Pynt,  Benjamin;  Vince,  Robin;  Riggs,  Tom; 

Carrett,  Paul 

Subject:  RE:  Basis 

Conversation  this  morning  between  George  Maltezos,  Jean-Marc  Morel,  Desiree  Lam,  Shaun 
Sheppard  and  I  to  confirm  and  agree  expectations  and  timeline/actions  around  Basis  meeting 
the  three  calls  we  issued  last  night  London  time: 

Gerald  Ouderkik' s  desk  to  provide  bid  pricing  on  CLO  to  Basis  for  Australia  start  of 
business  -  David  /George  please  can  you  confirm  to  Gerald  the  positions  to  be  priced  if 
not  already  done  so? 

George  to  speak  to  Basis  tomorrow,  Sydney  AM,  to  agree  how  client  will  honour  the 

margin  call. 

-   "   Basis  to  agree  calls  by  12  Jul  COB  Sydney  time/SOB  London  time 
Funds  due  to  meet  all  calls  by  COB  12  Jul 

Thanks, 
Maurice 

>This  message  may  contain  information  that  is  confidential  or  privileged.  If  you  are  not 
the  intended  recipient,  please  advise  the  sender  immediately  and  delete  this  message.  See 
http://www.gs.com/disclaimer/email  for  further  information  on  confidentiality  and  the 
risks  inherent  in  electronic  communication. 

Original  Message 

From:  Tamman,  Maurice 

Sent:  Tuesday,  July  10,  2007  9:22  PM 

To:  Hammatt,  Julie;  Kane,  Nicola;  Molloy,  Macdara;  Lam,  Desiree;  Maltezos,  George  (  GSJBW 

);  Sparks,  Daniel  L;  Lim,  Sonia;  Benkert,  Oily;  Lehman,  David  A. ;  Viani,  Matthew;  Ng, 

Chris;  Morel,  Jean-Marc;  Yamamoto,  Yumi;  Witt,  Natalie;  Preisano,  Anthony;  Bury,  Jonathan; 

Rapfogel,  Alan;  Armstrong,  Phil;  Young,  Greg;  Wong,  June  C;  Sheppard,  Shaun 

Cc:  Case,  Benjamin;  'paul.carrett@gsjbw.com';  Harris,  Kate  (  GSJBW  );  Rolleston,  Jeremy  ( 

GSJBW  );  Swenson,  Michael;  Egol,  Jonathan;  Wang,  Josh  (HK  Credit);  Chan,  Joanna;  Dausch, 

Andrew;  Ireland,  Alan;  Anderson,  James;  Messina,  Michaela  Leti;  Pynt,  Benjamin;  Vince, 

Robin;  Riggs,  Tom 

Subject:  Re:  Basis 

All, 

These  margin  calls  have  been  issued  late  in  the  London  day  on   instruction  from  David 
Lehman,  with  the  intention  of  ensuring  the  client  has  time  to  review  and  respond  to  the 
margin  call  by  CoB  Australia  T+l. 

Thanks, 
Maurice 


Original  Message  

From:  Hammatt,  Julie 

To:  Kane,  Nicola;  Molloy,  Macdara;  Lam,  Desiree;  Maltezos,  George  (  GSJBW  );  Sparks, 

Daniel  L;  Lim,  Sonia;  Benkert,  Oily;  Lehman,  David  A. ;  Viani,  Matthew;  Ng,  Chris;  Morel, 
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Jean-Marc;  Yamamoto,  Yumi;  Witt,  Natalie;  Preisano,  Anthony;  Tamman,  Maurice;  Bury, 
Jonathan;  Rapfogel,  Alan;  Armstrong,  Phil;  Young,  Greg;  Wong,  June  C;  Sheppard,  Shaun 
Cc:  Case,  Benjamin;  Carrett,  Paul  (  GSJBW  ) ;  Harris,  Kate  (  GSJBW  ) ;  Rolleston,  Jeremy  ( 
GSJBW  ) ;  Swenson,  Michael;  Egol,  Jonathan;  Wang,  Josh  (HK  Credit);  Chan,  Joanna;  Dausch, 
Andrew;  Ireland,  Alan;  Anderson,  James;  Messina,  Michaela  Leti;  Pynt,  Benjamin;  Vince, 
Robin;  Riggs,  Tom 
Sent:  Tue  Jul  10  21:13:07  2007 
Subject:.  RE:  Basis 

Hi, 


Using  the  marks  received  by  the  desk,  we  see  the  following  calls  on  BASIS. 


These  calls  have  been  issued  this  evening  London  time  for  BASIS  to  receive  first  thing 
tomorrow  morning. 


REPO 


Basis  Pac  Rim  Opportunity     $4,130,000 

Basis  Yield  Alpha  $4,270,000 

OTC 

Basis  Yield  Alpha  $5,100,000 

We  will  await. the  client's  response  and  will  keep  you  updated  tomorrow. 

Regards 
Julie 


Original  Message 

From:  Kane,  Nicola 

Sent:  Thursday,  July  05,  2007  11:27  AM 

To:  Molloy,  Macdara;  Lam,  Desiree;  Maltezos,  George  (  GSJBW  );  Sparks,  Daniel  L;  Lim, 

Sonia;  Benkert,  Oily;  Lehman,  David  A. ;  Viani,  Matthew;  Ng,  Chris;  Morel,  Jean-Marc; 

Yamamoto,  Yumi;  Witt,  Natalie;  Preisano,  Anthony;  Tamman,  Maurice;  Hammatt,  Julie;  Bury, 

Jonathan;  Rapfogel,  Alan;  Armstrong,  Phil;  Young,  Greg;  Wong,  June  C;  Sheppard,  Shaun 

Cc:  Case,  Benjamin;  Carrett,  Paul  (  GSJBW  );  Harris,  Kate  (  GSJBW  ) ;  Rolleston,  Jeremy  ( 

GSJBW  );  Swenson,  Michael;  Egol,  Jonathan;  Wang,  Josh  (HK  Credit);  Chan,  Joanna;  Dausch, 
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Andrew;  Ireland,  Alan;  Anderson,  James;  Messina,  Michaela  Leti;  Pynt,  Benjamin;  Vince, 
Robin;  Riggs,  Tom 
Subject:  RE:  Basis 


Adding  Tom  Riggs  and  Robin  Vince  into  the  chain  for  completeness 

Nicola 

Original  Message 

From:  Molloy,  Macdara 

Sent:  Thursday,  July  05,  2007  10:43  AM 

To:  Lam,  Desiree;  Maltezos,  George  (  GSJBW  );  Sparks,  Daniel  L;  Lim,  Sonia;  Benkert,  Oily; 
Lehman,  David  A. ;  Viani,  Matthew;  Ng,  Chris;  Morel,  Jean-Marc;  Yamamoto,  Yumi;  Witt, 
Natalie;  Preisano,  Anthony;  Tamman,  Maurice;  Hammatt,  Julie;  Bury,  Jonathan;  Rapfogel, 
Alan;  Armstrong,  Phil;  Young,  Greg;  Wong,  June  C;  Kane,  Nicola;  Sheppard,  Shaun 

Cc:  Case,  Benjamin;  Carrett,  Paul  (  GSJBW  );  Harris,  Kate  (  GSJBW  ) ;  Rolleston,  Jeremy  ( 
GSJBW  );  Swenson,  Michael;  Egol,  Jonathan;  Wang,  Josh  (HK  Credit);  Chan,  Joanna;  Dausch, 
Andrew;  Ireland,  Alan;  Anderson,  James;  Messina,  Michaela  Leti;  Pynt,  Benjamin 

Subject:  RE:  Basis 

Yes  Desiree  I  think  another  call  is  necessary  to  take  them  through  the  marks,  they  will 
have  left  the  office  in  Sydney  by  the  time  New  York  get  in. 


Regards, 


Macdara 


Original  Message 

From:  Lam,  Desiree 

Sent:  Thursday,  July  05,  2007  10:38  AM 

To:  Molloy,  Macdara;  Maltezos,  George  (  GSJBW  );  Sparks,  Daniel  L;  Lim,  Sonia;  Benkert, 
Oily;  Lehman,  David  A. ;  Viani,  Matthew;  Ng,  Chris;  Morel,  Jean-Marc;  Yamamoto,  Yumi;  Witt, 
Natalie;  Preisano,  Anthony;  Tamman,  Maurice;  Hammatt,  Julie;  Bury,  Jonathan;  Rapfogel, 
Alan;  Armstrong,  Phil;  Young,  Greg;  Wong,  June  C;  Kane,  Nicola;  Sheppard,  Shaun 

Cc:  Case,  Benjamin;  Carrett,  Paul  (  GSJBW  );.  Harris,  Kate  (  GSJBW  );  Rolleston,  Jeremy  ( 
GSJBW  ) ;  Swenson,  Michael;  Egol,  Jonathan;  Wang,  Josh  (HK  Credit);  Chan,  Joanna;  Dausch, 
Andrew;  Ireland,  Alan;  Anderson,  James;  Messina,  Michaela  Leti;  Pynt,  Benjamin 

Subject:  RE:  Basis 
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Thanks  Macdara.   Does  it  mean  that  they'd  need  to  see  the  full  break  down  of  the  marks  and 
talk  to  David  again  (earliest  NY  time  tonight)  before  they'd  decide  whether  they  agree  on 
the  marks?   And  there'll  be  at  least  1  day  delay  for  their  margin? 


Regards, 
Desiree 

Original  Message 

From:  Molloy,  Macdara 

Sent:  Thursday,  July  05,  2007  4 : 32  PM 

To:  Maltezos,  George  (  GSJBW  ) ;  Lam,  Desiree;  Sparks,  Daniel  L;  Lim,  Sonia;  Benkert,  Oily; 
Lehman,  David  A. ;  Viani,  Matthew;  Ng,  Chris;  Morel,  Jean-Marc;  Yamamoto,  Yumi;  Witt, 
Natalie;  Preisano,  Anthony;  Tamman,  Maurice;  Hammatt,  Julie;  Bury,  Jonathan;  Rapfogel, 
Alan;  Armstrong,  Phil;  Young,  Greg;  Wong,  June  C;  Kane,  Nicola;  Sheppard,  Shaun 

Cc:  Case,  Benjamin;  Carrett,  Paul  (  GSJBW  );  Harris,  Kate  (  GSJBW  );  Rolleston,  Jeremy  ( 
GSJBW  );  Swenson,  Michael;  Egol,  Jonathan;  Wang,  Josh  (HK  Credit);  Chan,  Joanna;  Dausch, 
Andrew;  Ireland,  Alan;  Anderson,  James;  Messina,  Michaela  Leti;  Pynt,  Benjamin 

Subject:  RE:  Basis 


Despite  giving  the  impression  that  they  agreed  the  CDO  marks  as  discussed  on  the  call  with 
the  Trading  desk,  Basis  have  now  stated  that  they  want  further  clarification  on  these 
marks  before  they  are  happy  to  meet  the  two  Repo  calls. 

David  -  they  are  looking  for  a  line  by  line  breakdown  of  the  changes  for  each  mark. 

The  OTC  has  been  agreed  in  full  with  a  payment  of  $5. 04mm  paid  for  value  today,  we  are 
checking  with  Treasury  to  see  when  these  funds  hit  our  account. 


Regards, 


Macdara 


Original  Message 

From:  Maltezos,  George  (  GSJBW  ) 
Sent:  Thursday,  July  05,  2007  8:17  AM 
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To:  Lam,  Desiree;  Sparks,  Daniel  L;  Lim,  Sonia;  Benkert,  Oily;  Lehman,  David  A. ;  Viani, 
Matthew;  Ng,  Chris;  Morel,  Jean-Marc;  Yamamoto,  Yumi;  Witt,  Natalie;  Molloy,  Macdara; 
Preisano,  Anthony;  Tamman,  Maurice;  Hammatt,  Julie;  Bury,  Jonathan;  Rapfogel,  Alan; 
Armstrong,  Phil;  Young,  Greg 

Cc:  Case,  Benjamin;  Carrett,  Paul  (  GSJBW  );  Harris,  Kate  (  GSJBW  );  Rolleston,  Jeremy  ( 
GSJBW  );  Swenson,  Michael;  Egol,  Jonathan;  Wang,  Josh  (HK  Credit);  Chan,  Joanna;  Dausch, 
Andrew;  Ireland,  Alan;  Anderson,  James;  Messina,  Michaela  Leti;  Pynt,  Benjamin 

Subject:  Re:  Basis 


Update: 

There  was  a  constructive  call  between  basis  and  trading  (Lehman,  Case,  Egol)  re  marks  at 
8PM  EST  Wednesday. 


Natalie  Witt  and  I  just  spoke  to  John  Murphy  at  basis.  It  seems  the  marks  have  been 
accepted  and  we  are  awaiting  confirmation  of  basis' s  plans  to  meet  the  margin  call. 


Will  revert  ASAP. 


George  Maltezos 
Structured  Asset  Solutions 
Tel:   612  9320  1431 
Mob:  61 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Original  Message 


From:  Lam,  Desiree  <desiree . lam@gs . com> 

To-  Sparks,  Dan  L  -  GS;  Lim,  Sonia  -  GS;  Benkert,  Oliver  B  -  GS;  Maltezos,  George;  Lehman, 
David  A  -  GS;  Viani,  Matthew  L  -  GS;  Ng,  Chris  -  GS;  Morel,  Jean-Marc  -  GS;  Yamamoto,  Yumi 

-  GS;  Witt,  Natalie  -  GS;  Molloy,  Macdara  -  GS;  Preisano,  Anthony  P  -  GS;  Tamman,  Maurice 

-  GS;  Hammatt,  Julie  -  GS;  Bury,  Jonathan  P  -  GS;  Rapfogel,  Alan  M  -  GS;  Armstrong,  Phxl  S 

-  GS;  Young,  Gregory  -  GS 

Cc:  Case,  Benjamin  C  -  GS;  Carrett,  Paul;  Harris,  Kate;  Rolleston,  Jeremy;  Swenson, 

Michael  J  -  GS;  Egol,  Jonathan  M  -  GS;  Wang,  Josh  -  GS;  Chan,  Joanna  -.  GS;  Dausch,  Andrew 

W  -  GS;  Ireland,  Alan  -  GS;  Anderson,  James  A  -  GS;  Messina,  Michaela  Leti  -  GS;  Pynt, 
Benjamin  -  GS 

Sent:  Wed  Jul  04  22:33:51  2007 

Subject:  RE:  Basis 
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Copying  Greg  Young  in  the  conversation.  Thx. 

Original  Message 

From:  Sparks,  Daniel  L 

Sent:  Wednesday,  July  04,  2007  8:31  PM  . 

To:  Lim,  Sonia;  Benkert,  Oily;  Maltezos,  George  (  GSJBW  ) ;  Lam,  Desiree;  Lehman,  David  A. ; 
Viani,  Matthew;  Ng,  Chris;  Morel,  Jean-Marc;  Yamamoto,  Yumi;  Witt,  Natalie;  Molloy, 
Macdara;  Preisano,  Anthony;  Tamman,  Maurice;  Hammatt,  Julie;  Bury,  Jonathan;  Rapfogel, 
Alan;  Armstrong,  Phil 

Cc:  Case,  Benjamin;  Carrett,  Paul  (  GSJBW  );  Harris,  Kate  (  GSJBW  );  Rolleston,  Jeremy  ( 
GSJBW  );  Swenson,  Michael;  Egol,  Jonathan;  Wang,  Josh  (HK  Credit);  Chan,  Joanna;  Dausch, 
Andrew;  Ireland,  Alan;  Anderson,  James;  Messina,  Michaela  Leti;  Pynt,  Benjamin 

Subject:  RE:  Basis 

Please  keep  me  posted  and  involved  if  decisions  get  difficult 


Original  Message 

From:  Lim,  Sonia 

Sent:'  Wednesday,  July  04,  2007  6:27  AM 

To-  Benkert,  Oily;  Maltezos,  George  (  GSJBW  );  Lam,  Desiree;  Lehman,  David  A. ;  Viani, 
Matthew;  Ng,  Chris;  Morel,  Jean-Marc;  Yamamoto,  Yumi;  Witt,  Natalie;  Molloy,  Macdara; 
Preisano,  Anthony;  Tamman,  Maurice;  Hammatt,  Julie;  Bury,  Jonathan 

Cc:  Case,  Benjamin;  Carrett,  Paul  (  GSJBW  );  Harris,  Kate  (  GSJBW  );  Rolleston,  Jeremy  ( 
GSJBW  );  Sparks,  Daniel  L;  Swenson,  Michael;  Egol,  Jonathan;  Wang,  Josh  (HK  Credit);  Chan, 
Joanna;  Dausch,  Andrew;  Ireland,  Alan;  Anderson,  James;  Messina,  Michaela  Leti;  Pynt, 
.  Benjamin 

Subject:  RE:  Basis 


keep  Ben  Pynt  copi  =""'  nn  i-his  as  ne  win  assist  wiui  any  mfui.  f«»jl»..ji  j.^  i^^^v-  „.,...  _agal 


-> 


Thanks,  Sonia 

Original  Message- 

From:  Benkert,  Oily 
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Sent:  Wednesday,  July  04,  2007  6:18  PM 

To-  Maltezos,  George  (  GSJBW  ) ;  Lam,  Desiree;  Lehman,  David  A. ;  Viani,  Matthew;  Ng,  Chris; 
Morel,  Jean-Marc;  Yamamoto,  Yumi;  Witt,  Natalie;  Molloy,  Macdara;  Preisano,  Anthony; 
Taraman,  Maurice;  Hammatt,  Julie;  Bury,  Jonathan 

Cc:  Case,  Benjamin;  Carrett,  Paul  (  GSJBW  );  Harris,  Kate  (  GSJBW  );  Rolleston   Jeremy  ( 
GSJBW  );  Sparks,  Daniel  L;  Swenson,  Michael;  Egol,  Jonathan;  Wang,  Josh  (HK  Credit) ;  Lim, 
Sonia;  Chan,  Joanna;  Dausch,  Andrew;  Ireland,  Alan;  Anderson,  James;  Messina,  Michaela 
Leti 

Subject:  RE:  Basis 

I  am  following  up  with  ops  on  the  corporate  actions  to  confirm  if  we  can  agree  as  soon  as 
possible  what  the  amounts  are  we  owe  them  -  I  understand  from  ops  (copied  on  this)  that 
there  is  some  clarification  required  from  Basis. 


That  said,  we  should  discuss  the  approach  especially  given  the  (fair?)  reponse  from  Basis 
with  a  view  to  agreeing  the  marks  on  the  repos  as  soon  as  possible  and  we  may  take  the 
decision  to  agree  to  net  the  2  amounts  but  we  would  need  resolution  on  the  corporate 
actions  before  cob  tomorrow  to  do  so  and  that  may  not  be  practical. 

First  up  I  think  is  to  agree  the  marks  then  we  can  work  out  how  we  want  to  move  on  the 
margin  vs  the  corporate  action. 

Original  Message 

From:  Maltezos,  George  (  GSJBW  ) 

Sent:  Wednesday,  July  04,  2007  10:18  AM 

To-  Lam   Desiree;  Lehman,  David  A. ;  Viani,  Matthew;  Ng,  Chris;  Morel,  Jean-Marc;  Yamamoto, 
Yumi;  wit?   Natalie;  Molloy,  Macdara;  Benkert,  Oily;  Preisano,  Anthony;  Tamman,  Maurice; 
Hammatt,  Julie 

.,.  r, so   Reniamin-  Carrett,  Paul  (  GSJBW  );  Harris,  Kate  (  GSJBW  );  Rolleston,  Jeremy  ( 
■    GSJBW  "'SPSS   Saniel  L;  Swenson,  Michael;  Egol,  Jonathan;  Wang,  Josh  (HK  Credit);  Lim, 
Sonia;  Chan,  Joanna 

Subject:  RE:  Basis 

Maurice  and  I' just  finished  the  call  with  Peter  Dobson  (Basis). 

1  -  Basis  have  plenty  of  cash  to  make  the  full  margin  call,  but  the  approach  by  Goldman 
Ls  beenvSe/to  be  very  aggressive  and  unwarranted  &  is  hurting  the  relationship 
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2  -  Basis  will  arrange  for  v/d  5  July  the  Timberwolf  margin  (USD5.04mm)  subj  to  them 
receiving  a  note  confirming  the  OTC  swap  would  pay  them  any  MTM  improvement. 


3  -  Basis  is  not  prepared  to  pay  the  margin  call  on  the  Repos  (USD3.72mm 

+  USD4.43mm)  until  the  discussion  re:  revals  has  been  made.   David  - 

lets  do  this  Thu  morning  SYD  /  Wed  evening  NY  time.   This  is  the  case  despite  numerous 
suggestions  for  Basis  to  make  a  payment  now  and  get  a  refund  if  the  margin  call  was 
overstated. 


4  -  Basis  cannot  see  any  justification  for  the  massive  mark  down  in  the  securities  (under 
the  REPO) ,  and  are  interpreting  our  revals  as  a  way  to  reduce  the  repo  financing  line. 


5  -  They  are  disappointed  Goldman  have  not  paid  to  Basis  the  equity  distributions  under, 
the  REPO/GMRA.  We  potentially  owe  Basis  approx  USD5mm  here.  Can  this  be  netted  against 
the  margin  call?   Oily  -  can  you  double  check  this  pis? 


6  -  Basis  claim  Goldman  have  not  cared  to  check  in  with  Basis  (from  a  credit  perspective) 
to  see  how  they  are  doing  and  instead  are  acting  like  the  world  is  falling  over  with 
irrational  behaviour. 


George 

+612  9320  1431 


Original  Message 

From:  Lam,  Desiree  [mailto:desiree.lam@gs.com] 

Sent:  Wednesday,  4  July  2007  6:35  PM 

To-  Lehman,  David  A  -  GS;  Viani,  Matthew  L  -  GS;  Maltezos,  George;  Ng,  Chris  -  GS;  Morel, 
Jean-Marc  -  GS;  Yamamoto,  Yumi  -  GS;  Witt,  Natalie  -  GS;  Molloy,  Macdara  -  GS.;  Benkert, 
Oliver  B  -  GS;  Preisano,  Anthony  P  -  GS;  Tamman,  Maurice  -  GS;  Hammatt,  Julie  -  GS 

Cc:  Case,  Benjamin  C  -  GS;  Carrett,  Paul;  Harris,  Kate;  Rolleston,  Jeremy;  Sparks,  Dan  L  - 
GS;  Swenson,  Michael  J  -  GS;  Egol,  Jonathan  M  -  GS;  Wang,  Josh  -  GS;  Lira,  Soma  -  GS; 
Chan,  Joanna  -  GS 

Subject:  RE:  Basis 

Importance:  High 
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Even  client  disagrees  on  the  marks,  they  are  obligated  to  meet  the  call  amount  as  provided 
by  the  calculator,  GS.   But  they  have  the  right  to  go  through  the  prices  with  us.  If  they 
don't  meet  the  call  today,  they  are 

in  danger  of  defaulting  margin  payment.    George  is  trying  to  explain  to 

client  that  if  they  have  cash  available,  they  are  encouraged  to  first  meet  the  call  and 
continue  the  marks  discussion  throughout  the  next  2  days. 


Copying  Sonia  Lim  from  Legal  to  confirm  the  legal  proceedings,  as  we  may  potentially  need 
to  issue  demand  note  tomorrow. 


George,  Maurice,  how  was  the  discussion  with  client?  If  necessary,  we'd  need  to  trouble 
David  to  be  on  call  with  client  to  understand  what  exactly  they  want  to  clarify  in  terms 
of  the  marks. 


Desiree 

Original  Message 

From:  Lehman,  David  A. 

Sent:  Wednesday,  July  04,  2007  4:22  PM 

To:  Viani,  Matthew;  Lam,  Desiree;  Maltezos,  George  (  GSJBW  );  Ng,  Chris;  Morel,  Jean-Marc; 
Yamamoto,  Yumi;  Witt,  Natalie;  Molloy,  Macdara;  Benkert,  Oily;  Preisano,  Anthony;  Tamman, 
Maurice;  Hammatt,  Julie 

Cc:  Case,  Benjamin;  Carrett,  Paul  (  GSJBW  );  Harris,  Kate  (  GSJBW  );  Rolleston,  Jeremy  ( 
GSJBW  );  Sparks,  Daniel  L;  Swenson,  Michael;  Egol,  Jonathan 

Subject:  Re:  Basis 

I  can  get  on  the  phone  this  morning  NY  time  to  discuss  (ie  Wed  works)  w  the  client 


I  would  like  to  know  what  the  precedent  there  is  here  -  does  GS  need  (outside  of  the 
client  issues)  to  provide  the  below  info  to  justify  our  prices??? 


For  example,  on  the  TWOLF  CDS,  GS  is  willing  to  deal  (bid  and  offer)  in  the  context  of  our 
prices 

On  the  equity  securities,  this  is  an  illquid  mkt  where  there  are  not  a  lot  of  recent  trade 
spots,  but  it  is  clear  that  1)  other  parts  of  the  CDO  cap  structure  are  materially  wider 
2)  the  underlying  assets  w/i  the  CDO  are  materially  wider 
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If  credit  can  speak  to  the  above  ASAP  it  would  be  appreciated 


David  A.  Lehman 

Goldman,  Sachs  &  Co. 

85  Broad  Street   I   New  York,  NY  10004 

Tel:  212-902-2927   |   Fax:  212-902-1691   |   Mob:  917- 

e-mail:  david.lehman@gs.com 


•  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Original  Message  

From:  Viani,  Matthew 

To:  Lam,  Desiree;  Maltezos,  George  (  GSJBW  J;  Ng,  Chris;  Morel,  Jean-Marc;  Yamamoto,  Yumi; 
Witt,  Natalie;  Molloy,  Macdara;  Benkert,  Oily;  Preisano,  Anthony;  Tamman,  Maurice; 
Hammatt,  Julie 

Cc:  Lehman,  David  A. ;  Case,  Benjamin;  Carrett,  Paul  (  GSJBW  );  Harris,  Kate  (  GSJBW  ); 
Rolleston,  Jeremy  (  GSJBW  ) ;  Molloy,  Macdara 

Sent:  Wed  Jul  04  03:32:44  2007 

Subject:  Re:  Basis 

Technically  basis  should  have  already  satisfied  the  call  by  the  time  the  NY  folks  get  back 
into  the  office  thursday  morning  NY  time.  Would  obviously  still  be  happy  to  have  a  call  / 
provide  any  additional  color  at  that  time. 


Original  Message 

From:  Lam,  Desiree 


To-  Maltezos,  George  (  GSJBW  );  Ng,  Chris;  Morel,  Jean-Marc;  Yamamoto,  Yumi;  Witt, 
Natalie;  Molloy,  Macdara;  Benkert,  Oily;  Preisano,  Anthony;  Viani,  Matthew;  Tamman, 
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Maurice;  Hammatt,  Julie 

Cc:  Lehman,  David  A.;  Case,  Benjamin;  Carrett,  Paul  (  GSJBW  );  Harris,  Kate  (  GSJBW  ); 
Rolleston,  Jeremy  (  GSJBW  ) 

Sent:  Wed  Jul  04  02:51:29  2007 

Subject:  RE:  Basis 

It's  NY  holiday  today,  would  we  be  able  to  reach  the  right  person  in  NY  in  time?   Thanks. 


Desiree 


From:       Maltezos,  George  (  GSJBW  ) 

Sent:  Wednesday,  July  04,  2007  2:47  PM 

To:    Lam,  Desiree;  Ng,  Chris;  Morel,  Jean-Marc;  Yamamoto,  Yumi;  Witt, 

Natalie;  Molloy,  Macdara;  Benkert,  Oily;  Preisano,  Anthony;  Viani,  Matthew;  Tamman, 
Maurice;  Hammatt,  Julie 

.  Cc:    Lehman,  David  A.;  Case,  Benjamin;  Carrett,  Paul  (  GSJBW  ); 

Harris,  Kate  (  GSJBW  );  Rolleston,  Jeremy  (  GSJBW  ) 

Subject:     Basis 

I  just  spoke  with  Peter  Dobson  at  Basis  (430pm  SYD  time) . 

He  is  not  concerned  with  the  $$  of  the  margin  call,  but  very  concerned  about  the  marks  - 
they  are  contesting  these  levels,  ie  seeking  clarity  before  agreeing  to  pay  the  margin. 

They  want  to  see:- 

-  the  comparable  market  data  point  for  the  Timberwolf  marks 

-  more  info  for  each  of  the  ABS  CDO  marks  like  IRRs,  CDR,  CPR,  reinvestment  profile,  WAL, 
cashflows,   etc 

-  the  market  data  point  for  those  marks,  &  actual  trade  examples  done  at  these  levels 

-  any  other  colour  specific  to  these  deals  which  helps  Basis  understand  the  marks 

I  will  be  arranging  a  call  b/wn  Basis  and  the  NY  traders  asap 

Rgds, 

George 

+612  9320  1431 
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From:  Lam,  Desiree  [mailto:desiree.lam@gs.com] 
Sent:  Wednesday,  4  July  2007  4:30  PM 
To:  Maltezos,  George 


Cc:  Ng,  Chris  -  GS;  Morel,  Jean-Marc  -  GS;  Yamamoto,  Yumi  -  GS;  Witt,  Natalie  -  GS; 
Molloy,  Macdara  -  GS 

Subject:  RE:  Basis 


HI  George,  please  help  confirm  client's  plan  to  meet  the  margin  call. 
Thanks . 


Copying  Ops  as  well . 


Desiree 


From:       Maltezos,  George  (  GSJBW  ) 
Sent:  Wednesday,  July  04,  2007  8:56  AM 
To:    Lam,  Desiree 
Cc:    Ng,  Chris;  Morel,  Jean-Marc 
Subject:     RE:  Basis 


Good  morning  -  basis  has  received  the  margin  calls.   I  have  not  heard  back.   Will  revert 
asap. 


From:  Lam,  Desiree  [mailto:desiree.lam@gs.com] 
Sent:  Wednesday,  4  July  2007  10:53  AM 
To:  Maltezos,  George 
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Cc:  Ng,  Chris  -  GS;  Morel,  Jean-Marc  -  GS 
Subject:  Basis 


Hi  George,  good  morning. 

Not  sure  if  you  have  a  chance  to  talk  to  the  client  this  morning,  are 
they  ok  to  arrange  funding  today?    Kindly  keep  us  posted. 

Many  thanks, 

Desiree  Lam 

Credit  Risk  Management  &  Advisory 

Tel:  852.29781203   I    Fax:  852.29780242 

Email:  desiree.lam@gs.com 
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Thanks 
Julie 

Julie  Hammatt 

Collateral  Management 

Goldman  Sachs  International 

Tel:  0207-774-8150  Fax:  0207-552-7323 

julie.hammatt  @  gs  .com 


This  message  may  contain  Information  that  is  confidential  or 
privileged.  If  you  are  not  the  intended  recipient,  please  advise  the 
sender  Immediately  and  delete  this  message.  See 
http://www.gs.com/rfisclalmer/eiiiail  for  further  information  on 
confidentiality  and  the  risks  inherent  in  electronic  communication. 
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From: 

Sent: 

To: 


Cc: 
Subject: 


Riggs,  Tom 

Monday,  July  1 6,  2007  1 2:58  PM 

Egol,  Jonathan;  Kane,  Nicola;  Lehman,  David  A.;  Young,  Greg;  Tota,  Frank;  Waskow, 

Andrew;  Pynt,  Benjamin;  Maltezos,  George  ( GSJBW );  Ouderkirk,  Gerald;  Jacobsen,  Glade; 

Huffman,  Robyn;  Saunders,  Tim;  Bowden,  Tricia;  Messina,  Michaela  Leti;  Sparks,  Daniel  L; 

Sheppard,  Shaun;  Morel,  Jean-Marc;  Wang,  Josh  (HK  Credit);  Wyllie,  Denise;  Armstrong, 

Phil;  Littlejohn,  Darren 

Rapfogel,  Alan;  Broderick,  Craig;  Lepis,  Brendan;  Olson,  Matthew  (Credit);  Schick,  Sharon; 

Buckholz,  Keith;  Chen,  Vincent;  Balogh,  Susan 

RE:  Basis 


here  is  the  language: 

"Nothing  in  this  notice  shall  be  deemed  to  constitute  a  waiver  of  any  Potential  Event  of 
Default,  Event  of  Default  or  similar  event  (including  on  the  basis  of  any  prior  margin 
call),  and  GSI  hereby  reserves  all  rights  and  remedies  that  it  may  have  under  any 
agreement  between  GSI  or  any  of  its  affiliates  and  Counterparty  or  any  of  its  affiliates 
and  under  applicable  law." 

Original  Message 

From:  Egol,  Jonathan 

Sent:  Monday,  July  16,  2007  12:48  PM  • 

To:  Egol,  Jonathan;  Kane,  Nicola;  Lehman,  David  A. ;  Young,  Greg;  Tota,  Frank;  Riggs,  Tom; 

Waskow,  Andrew;  Pynt,  Benjamin;  Maltezos,  George  (  GSJBW  );  Ouderkirk,  Gerald;  Jacobsen, 

Glade;  Huffman,  Robyn;  Saunders,  Tim;  Bowden,  Tricia;  Messina,  Michaela  Leti;  Sparks, 

Daniel  L;  Sheppard,  Shaun;  Morel,  Jean-Marc;  Wang,  Josh  (HK  Credit);  Wyllie,  Denise; 

Armstrong,  Phil 

Cc:  Rapfogel,  Alan;  Broderick,  Craig;  Lepis,  Brendan;  Olson,  Matthew  (Credit);  Schick, 

Sharon;  Buckholz,  Keith;  Chen,  Vincent;  Balogh,  Susan;  Riggs,  Tom 

Subject:  RE:  Basis 

As  discussed  on  this  morning's  internal  call  we  are  changing  some  marks  on  ABS  CDO 
positions  for  COB  16  July  2007  to  be  processed  immediately  for  today's  call.  Note  this 
does  not  include  any  mark  changes  from  Gerry  Ouderkirk 's  desk  on  the  CLO  positions. 

Note  from  Tom  Riggs  —  we  should  include  no  waiver  language  in  these  margin  calls,  Tom 
said  he  would  follow  up  to  this  group  shortly. 

Please  contact  me  if  there  are  any  questions/comments. 
Yield  Alpha: 


•  =  Redacted  In 
Subcommii! 


v  rmanent 
investigations 


PTPLS  07-1X  D  (USG71503AA78)   10.00%  (from  15.00%) 

45.00%  (from  50.00%) 
350  (from  400) 

Pa  c- Rim:  "~" 

FORTD  07-1X  INC  (UG36395AF10)   8.00%  (from  10.00%) 

350  (from  400) 
500  (from  550) 
550  (from  600) 

We  will  also  be  inputting  in  our  systems  the  following  mark  changes  on  the  2  TWOLF  CDS  vs 
Yield  Alpha: 

TWOLF  A2  (Trade  ID  SDB981814615A)  to  55%  (from  65%)  TWOLF  B  (Trade  ID  DB981814981A)  to  45% 
(from  60%) 
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Original  Message- 

From:  Egol,  Jonathan 

Sent:  Thursday,  July  12,  2007  3:55  PM 

To:  Kane,  Nicola;  Lehman,  David  A. ;  Young,  Greg;  Tota,  Frank;  Riggs,  Tom;  Waskow,  Andrew; 

Pynt,  Benjamin;  Maltezos,  George  (  GSJBW  ) ;  Ouderkirk,  Gerald;  Jacobsen,  Glade;  Huffman, 

Robyn;  Saunders,  Tim;  Bowden,  Tricia;  Messina,  Michaela  Leti;  Sparks,  Daniel  L;  Sheppard, 

Shaun;  Morel,  Jean-Marc;  Wang,  Josh  (HK  Credit);  Wyllie,  Denise;  Armstrong,  Phil 

Cc:  Rapfogel,  Alan;  Broderick,  Craig;  Lepis,  Brendan;  Olson,  Matthew  (Credit);  Schick, 

Sharon;  Buckholz,  Keith;  Chen,  Vincent;  Balogh,  Susan 

Subject:  RE:  Basis 

Attached  please  find  updated  marks  for  COB  12  July  2007  (see  column  N  highlighted  in 
yellow) . 

Please  apply  these  marks  to  generate  the  margin  call  for  Sydney  open. 

Also,  for  purposes  of  the  TWOLF  CDS  versus  Yield  Alpha,  we  have  input  the  follow  marks  for 
COB  12th  July  2007: 

TWOLF  A2  =  $17. 5mm  in  favor  of  GSI  (ie,  65  price)  TWOLF  B  =  $20. 0mm  in  favor  of  GSI  (ie, 
60  price) 

Please  call  David  Lehman  or  Jonathan  Egol  with  questions. 

Original  Message 

From:  Kane,  Nicola 

Sent:  Thursday,  July  12,  2007  3:43  PM 

To:  Lehman,  David  A. ;  Young,  Greg;  Tota,  Frank;  Riggs,  Tom;  Waskow,  Andrew;  Pynt, 

Benjamin;  Maltezos,  George  (  GSJBW  );  Ouderkirk,  Gerald;  Jacobsen,  Glade;  Egol,  Jonathan; 

Huffman,  Robyn;  Saunders,  Tim;  Bowden,  Tricia;  Messina,  Michaela  Leti;  Sparks,  Daniel  L; 

Sheppard,  Shaun;  Morel,  Jean-Marc;  Wang,  Josh  (HK  Credit);  Wyllie,  Denise;  Armstrong,  Phil 

Cc:  Rapfogel,  Alan;  Broderick,  Craig;  Lepis,  Brendan;  Olson,  Matthew  (Credit) ;  Schick, 

Sharon;  Buckholz,  Keith;  Chen,  Vincent;  Balogh,  Susan 

Subject:  RE:  Basis 

As  per  our  call  the  collateral  'numbers  based  upon  COB  Wed  11th  July  are: 

REPO 

Basis  Pac  Rim  Opportunity 


Loan  Amount 

Offset  by  securities  plus  cash  held  (pre-haircut) 

received  today) 


$23,132,400 

$37,255,400  (this  includes  the  $4.13 


Call  issued  to  client  (COB  10th) 

Basis  Yield  Alpha 

Loan  Amount 

Offset  by  securities  plus  cash  held  (pre-haircut) 

Call  issued  to  client  (COB  10th) 

OTC  - 

Basis  Yield  Alpha 

Total  exposure 
Collateral  Held 


$4,130,000  -  FUNDS  RECEIVED 


$22,356,689 
$25,740,000 


$4,280,000 


$29,169,682 
$35,471,850 


Confidential  Treatment  Requested  by  Goldman  Sachs 


GS  MBS-E-01 01 69282 


Footnote  Exhibits  -  Page  4577 

Call  issued  to  client  (COB  10th)  $5,100,000 

We  will  send  revised  numbers  based  on  today's  marks. 

Nicola 

Original  Message 

From:  Lehman,  David  A. 

Sent:  Thursday,  July  12,  2007  7:20  PM 

To:  Kane,  Nicola;  Young,  Greg;  Tota,  Frank;  Riggs,  Tom;  Waskow,  Andrew;  Pynt,  Benjamin; 

Maltezos,  George  (  GSJBW  );  Ouderkirk,  Gerald;  Jacobsen,  Glade;  Egol,  Jonathan;  Huffman, 

Robyn;  Saunders,  Tim;  Bowden,  Tricia;  Messina,  Michaela  Leti;  Sparks,  Daniel  L;  Sheppard, 

Shaun;  Morel,  Jean-Marc;  Wang,  Josh  (HK  Credit) ;  Wyllie,  Denise;  Armstrong,  Phil 

Cc:  Rapfogel,  Alan;  Broderick,  Craig;  Lepis,  Brendan;  Olson,  Matthew  (Credit);  Schick, 

Sharon;  Buckholz,  Keith;  Chen,  Vincent;  Balogh,  Susan 

Subject:  RE:  Basis 

The  client  has  been  unresponsive  for  the  past  60  minutes 

As  of  now  Basis  has  not  committed  to  make  the  repo  or  CDS  margin  call  in  Yld  Alpha 

In  addition,  we  have  not  traded  the  CLO  equity  or  executed  the  netting  agreement 

Let's  get  on  the  phone  @  2:30  to  discuss  next  steps  and  thoughts 

Domestic:   1-888-446-9294 
International:  1-719-884-8863 
Passcode:        891254 

Original  Message 

From:  Kane,  Nicola 

Sent:  Thursday,  July  12,  2007  2:15  PM 

To:  Young,  Greg;  Tota,  Frank;  Riggs,  Tom;  Lehman,  David  A. ;  Waskow,  Andrew;  Pynt, 

Benjamin;  Lehman,  David  A. ;  Maltezos,  George  (  GSJBW  );  Ouderkirk,  Gerald;  Jacobsen, 

Glade;  Egol,  Jonathan;  Huffman,  Robyn;  Saunders,  Tim;  Bowden,  Tricia;  Messina,  Michaela 

Leti;  Sparks,  Daniel  L;  Sheppard,  Shaun;  Morel,  Jean-Marc;  Wang,  Josh  (HK  Credit);  Wyllie, 

Denise;  Armstrong,  Phil 

Cc:  Rapfogel,  Alan;  Broderick,  Craig;  Lepis,  Brendan;  Olson,  Matthew  (Credit);  Schick, 

Sharon;  Buckholz,  Keith;  Chen,  Vincent;  Balogh,  Susan 

Subject:  RE:  Basis 

ccing  Denise  and  Phil 

Original  Message 

From:  Young,  Greg 

Sent:  Thursday,  July  12,  2007  7:05  PM 

To:  Tota,  Frank;  Kane,  Nicola;  Riggs,  Tom;  Lehman,  David  A. ;  Waskow,  Andrew;  Pynt, 

Benjamin;  Lehman,  David  A. ;  Maltezos,  George  (  GSJBW  ) ;  Ouderkirk,  Gerald;  Jacobsen, 

Glade;  Egol,  Jonathan;  Huffman,  Robyn;  Saunders,  Tim;  Bowden,  Tricia;  Messina,  Michaela 

Leti;  Sparks,  Daniel  L;  Sheppard,  Shaun;  Morel,  Jean-Marc;  Wang,  Josh  (HK  Credit) 

Cc:  Rapfogel,  Alan;  Broderick,  Craig;  Lepis,  Brendan;  Olson,  Matthew  (Credit);  Schick, 

Sharon;  Buckholz,  Keith;  Chen,  Vincent;  Balogh,  Susan 

Subject:  RE:  Basis 

Given  that  Basis  must  consent  to  this,  and  given  we  are  in  ongoing  discussions  with  Basis 
on  meeting  margin  calls,  I  suspect  that  a  recall  effort  would  not  be  successful.   David,  I 
know  youlve  been  in  ongoing  discussion  with  them.   What's  your  assessment? 

: Original  Message 

From:  Tota,  Frank 

Sent:  Thursday,  July  12,  2007  1:57  PM 

To:  Kane,  Nicola;  Young,  Greg;  Riggs,  Tom;  Lehman,  David  A.;  Waskow,  Andrew;  Pynt, 

Benjamin;  Lehman,  David  A. ;  Maltezos,  George  (  GSJBW  );  Ouderkirk,  Gerald;  Jacobsen, 

Glade;  Egol,  Jonathan;  Huffman,  Robyn;  Saunders,  Tim;  Bowden,  Tricia;  Messina,  Michaela 
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From: 

Sent: 

To: 


Cc: 
Subject: 


Lehman,  David  A. 

Tuesday,  July  24,  2007  10:45  AM 

Lehman,  David  A.;  Bermanzohn,  Fran;  Mullen,  Donald;  Sparks,  Daniel  L; 

sgrosshandler@cgsh.com;  Young,  Greg;  Messina,  Michaela  Leti;  Saunders,  Tim;  Littlejohn, 

Darren;  Waskow,  Andrew;  nhume@cgsh.com;  Rapfogel,  Alan;  Brafman,  Lester  R 

Egol,  Jonathan 

RE:  Basis  update  -  9:30 


Basis  Hires  Blackstone  to  Limit  Losses  on  Hedge  Funds  (Update6) 
2007-07-24  10:43  (New  York) 

(Adds  Basis  Capital  assets  in  second  paragraph.) 

By  Laura  Cochrane 

July  24  (Bloomberg)  —  Basis  Capital  Fund  Management  Ltd.,  the  Australian  hedge  fund 

manager  battered  by  losses  in  the  U.S.  _ 

subprime  mortgage  market,  hired  Blackstone  Group  LP  as  an  adviser  to  help  avoxd  a  fire 

Blackstone,  already  helping  Bear  Stearns  Cos.  liquidate  two  hedge  funds,  will  advise 
Basis  Capital  "to  prevent  adverse  pricing  and  selling  of  assets,"  the  Sydney-based  firm 
said  in  a  statement  today.  Basis  Capital,  which  had  assets  of  $1  billion  as  recently  as 
May,  said  July  18  that  the  value  of  its  Yield  Alpha  fund  may  fall  more  than  50  percent  if 
assets  are  sold  at  distressed  prices. 

The  losses  at  the  fund,  which  recorded  an  average  annual  return  of  15.5  percent  for 
the  past  five  years,  underscores  the  global  impact  of  the  subprime  shakeout.  Federal  « 
Reserve  Chairman  Ben  S.  Bernanke  said  July  19  that  there  will  be  -"significant  financial 
losses"  from  risky  mortgages,  pointing  to  estimates  as  high  as  $100  billion. 

-The  fallout  from  subprime  is  likely  to  impact  most  asset  classes  and  investment 
strategies  over  the  next  couple  of  years  because  the  ratings  agencies  completely  goofed 
up,"  said  Peter  Douglas,  founder  of  Singapore-based  hedge  fund  research  firm  GFIA  Pte. 
"Basis  Capital  is  viewed  as  a  bellwether." 

'  Basis  Capital's  Aust-Rim  Opportunity  Fund  and  the  Yield  Alpha  fund  lost  9  percent  and 
14  percent  respectively  in  June. 

The  funds  ran  into  trouble  by  investing  in  the  unrated,  riskiest  portions  of 
collateralized  debt  obligations.  These  portions,  also  known  by  bankers  as   toxic 
waste,"  are  first  in  line  for  any  losses  when  borrowers  fall  short  on  mortgage  payments. 

Delinquencies  Rise 

Sophia  Harrison,  a  spokeswoman  for  Blackstone  in  London,  declined  to  comment  about 
the  firm's  role  with  Basis  Capital. 

The  Australian  firm  was  founded  by  Steve  Howell  and  Stuart  Fowler,  who  worked  together  at 
County  NatWest,  in  1999.  It  was  named  "Fund. of  the  Year"  at  the  2005  AsiaHedge  awards 
and  Macquarie  Bank  Ltd. 's  "Skilled  Manager  of  the  Year"-  in  2004. 

Delinquencies  on  U.S.  subprime  mortgages  —  home  loans  to  people  with  poor  credit  — 
surqed  to  a  10-year  high  this  year  after  borrowing  costs  rose. 

While  sales  of  CDOs  —  used  to  pool  bonds,  loans  and  their  derivatives  into  new  debt 
—  rose  fivefold  to  $503  billion  last  year  from  2003,  investor  appetite  for  the  securities 
is  now  waning.  Analysts  at  New  York-based  JPMorgan  Chase  &  Co.  said  yesterday  that  CDO 
sales  dwindled  to  $3.7  billion  in  the  U.S. 
this  month  from  $42  billion  in  June. 

Credit  Markets 

The  extent  of  the  asset  declines  such  as  those  at  Basis  Capital  and  Bear  Stearns  Cos. 
is  masked  by  the  reluctance  of  investors  to  buy  or  sell  the  illiquid  securities,  said 
Sarah  Percy-Dove,  the  Sydney-based  head  of  credit  research  at  Australia  &  New  Zealand 

Bank-lveryUsingle  CDO  is  very  different,"  she  said.  "To  get  somebody  to  price  a  CDO  at 
all  can  be  difficult  because  people  won't  price  something  they  don't  understand." 
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Bear  Stearns,  the  fifth-largest  U.S.  securities  firm,  said  July  18  that  investors  in 
its  two  failed  hedge  funds  will  get  little  if  any  money  back  after  * v unprecedented 
declines''  in  the  value  of  securities  used  to  bet  on  subprime  mortgages. 

The  losses  triggered  a  selloff  across  credit  markets  because  of  concerns  that  CDO 
declines  would  mean  losses  for  holders  of  even  the  least  risky  debt  and  that  fewer  sales 
of  new  CDOs  would  reduce  demand  for  bonds  and  loans. 

S&P  Downgrades 

The  Basis  Capital  funds,  which  were  open  to  individual  and  institutional  investors, 
had  the  highest  five-star  ratings  from  Standard  &  Poor's  before  the  ranking  was  put    on 

This  meansythe" rating  is  being  reviewed  because  -'issues  potentially  affecting  the 

management  of  the  fund  have  emerged, ' ' 

according  to  S&P's  Web  site.  , 

David  Erdonmez,  a  fund  analyst  at  S&P,  said  the  revaluation  of  Basis 's  assets  had 
triggered  margin  calls  from  investment  banks  that  have  seized  and  begun  to  sell  off 
assets   S&P  today  kept  the  funds  on  hold  after  meeting  with  management. 

investors-  have  criticized  S&P,  Fitch  Ratings  and  Moody's  Investors  Service,  saying 
their  ratinqs  on  bonds  backed  by  U.S.  <.-4_„„ 

mortgages  to  people  with  limited  credit  didn't  reflect  the  rising  default  rate.  They  often 
Save  top  ratings  to  the  securities.  Some  bonds  have  lost  more  than  50  cents  on  the  dollar 
this  year  while  their  credit  ratings  haven't  changed. 

Australian  Market 

-This  won't  be  the  last  fund  in  Australia  or  overseas  to  find  itself  in  financial 
difficulty  because  of  U.S.  subprime,1' 
said  Mark  Bayley,  a  Sydney-based  director  in  credit  and  structuring  at  ABN  Amro  Holding 

NV*   Mariner  Bridge  Investments  Ltd.,  another  Sydney-based  asset  manager,  wrote  down  its 
U  S   residential  mortgage-backed  securities  portfolio  on  July  20  to  26  percent  below  face 
vaJue  on  suSprime  losLs.  Mariner  said  A$36  million  of  its  A$302  million  in  assets  was 
invested  in  U.S.  residential  mortgage-backed  securities. 

Australian  investors,  mostly  individuals,  had  A$675  million  in  the  two  Basis  funds 
the  Australian  Financial  Review  said  July  19.  Hedge  funds  in  Australia  are  open  to  retail 
investors,  Sike  in  the  U.S.  where  the  largely  unregulated  pools  of  capital  are  generally 
limited  to  institutions  and  wealthy  individuals.  The  funds'  managers  participate 
substantially  in  any  gains  on  the  money  invested. 

-With  reporting  by  Bei  Hu  in  Hong  Kong  and  Stuart  Kelly  in  Sydney.  Editor:  Miller 
(phl/pdv/tbq) 

Story  illustration:  For  an  index  of  hedge-fund  returns,  see  (HEDGNAV  <Ind ex>  ^  <^  .For 
more  news  on  hedge  funds,  see  (NI  HEDGE  <GO»  and  subprime  loses  see  {NI  SUBPRIME  <GO»  . 
For  Bloomberg's  hedge-fund  home  page  see  {HFND  <GO>} . 

Tn  contact  the  reporter  on  this  story: 

Laura  Cochrane  ^Melbourne  at  +61-3-9228-8732  or  cochranel3bloomberg.net. 

To  contact  the  editor  responsible  for  this  story: 
Netty  Ismail  at  +65-9782-2410  or  nismail3@bloomberg.net 
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Original  Message 

From:  Lehman,  David  A. 

Sent:  Tuesday,  July  24,  2007  10:38  AM 

To:  Lehman,  David  A. ;  Bermanzohn,  Fran;  Mullen,  Donald;  Sparks,  Daniel  L; 

•sgrosshandler@cgsh.com';  Young,  Greg;  Messina,  Michaela  Leti;  Saunders,  Tim;  Lxttle3ohn, 

Darren;  Waskow,  Andrew;  'nhumeecgsh.com';  Rapfogel,  Alan;  Brafman,  Lester  R 

Cc:  Egol,  Jonathan 

Subject:  RE:  Basis  update  -  9:30 

Spoke  with  Simon  Davies  @  Blackstone  again 

Told  him  we  needed  to  understand  where  we  are  on  PacRim  ASAP 

He  was  familiar  with  the  notices  which  GSI  sent,  the  2  day  delay  period,  and  that  we 
reserved  our  cross-termination  rights  under  the  GMRA. 

Original  Message 

From:  Lehman,  David  A. 

Sent:  Tuesday,  July  24,  2007  9:08  AM 

To:  Bermanzohn,  Fran;  Mullen,  Donald;  Sparks,  Daniel  L;  'sgrosshandler@cgsh.com  ;  Young, 

Greg;  Messina,  Michaela  Leti;  Saunders,  Tim;  Littlejohn,  Darren;  Waskow,.  Andrew; 

'nhume@cgsh.com';  Rapfogel,  Alan;  Brafman,  Lester  R 

Cc:  Egol,  Jonathan 

Subject:  RE:  Basis  update  -  9:30 

Swap  and  cash  bids  due  @  4:00  today  from  LEH/BS/DB/MS 

Original  Message 

From:  Bermanzohn,  Fran 

Sent:  Tuesday,  July  24,  2007  9:06  AM 

To-  Lehman,  David  A. ;  Mullen,  Donald;  Sparks,  Daniel  L;  'sgrosshandler@cgsh.com  ;  Young, 

Greg;  Messina,  Michaela  Leti;  Saunders,  Tim;  Littlejohn,  Darren;  Waskow,  Andrew; 

'nhume@cgsh.com';  Rapfogel,  Alan;  Brafman,  Lester  R 

Cc:  Egol,  Jonathan 

Subject:  Re:  Basis  update  -  9:30 

What  happens  now? 


Original  Message 

From:  Lehman,  David  A. 
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To;  Lehman,  David  A. ;  Mullen,  Donald;  Sparks,  Daniel  L;  Bermanzohn,  Fran; 

•sgrosshandler@cgsh.com'  <sgrosshandler@cgsh. com>;  Young,  Greg;  Messina,  Michaela  Leti; 

Saunders,  Tim;  Littlejohn,  Darren;  Waskow,  Andrew;  'nhume@cgsh.com'  <nhume@cgsh. com>; 

Rapfogel,  Alan;  Brafman,  Lester  R 

Cc:  Egol,  Jonathan 

Sent:  Tue  Jul  24  08:51:08  2007 

Subject:  RE:  Basis  update  -  9:30 

I  called  Blackstone  this  morning 

I  told  them  I  was  very  surprised  not  to  have  heard  back  from  them  (either  way)  last  night 

I  asked  for  specific  feedback  on  our  proposal  and  why  that  did  not  work 

Their  only  comment  was  "Basis  could  not  get  legal  advice  last  night"  and  that  they  went  to 
bed 

Disappointing  to  say  the  least 

They  were  aware  we  sent  our  notices 

Original  Message 

From:  Lehman,  David  A. 

Sent:  Monday,  July  23,  2007  9:50  PM 

To:  Mullen,  Donald;  Sparks,  Daniel  L;  Bermanzohn,  Fran;  "sgrosshandler@cgsh.com  ,  Young, 

Greg;  Messina,  Michaela  Leti;  Saunders,  Tim;  Littlejohn,  Darren;  Waskow,  Andrew; 

'nhume@cgsh.com';  Rapfogel,  Alan;  Brafman,  Lester  R 

Cc:  Egol,  Jonathan 

Subject:  RE:  Basis  update  -  9:30 

Yes,  I  reiterated  our  12:00  timeline 

Original  Message 

From:  Mullen,  Donald 

Sent:  Monday,  July  23,  2007  9:50  PM 

To   Lehman,  David  A.;  Sparks,  Daniel  L;  Bermanzohn,  Fran;  'sgrosshandler@cgsh.com';  Young, 

Greg;  Messina,  Michaela  Leti;  Saunders,  Tim;  Littlejohn,  Darren;  Waskow,  Andrew; 

'nhume@cgsh.com';  Rapfogel,  Alan;  Brafman,  Lester  R 

Cc:  Egol,  Jonathan 

Subject:  Re:  Basis  update  -  9:30 

Are  they  coming  back  tonight??? 


Original  Message  

From:  Lehman,  David  A.  , 

To-  Lehman,  David  A. ;  Sparks,  Daniel  L;  Mullen,  Donald;  Bermanzohn,  Fran;   Seth 

GROSSHANDLER'  <sgrosshandler@cgsh.com>;  Young,  Greg;  Messina,  Michaela  Leti;  Saunders 

Tim;  Littlejohn,  Darren;  Waskow,  Andrew;  'Nathan  Hume'  <nhume@cgsh. com>;  Rapfogel,  Alan, 

Brafman,  Lester  R 

Cc:  Egol,  Jonathan 

Sent:  Mon  Jul  23  21:44:13  2007 

Subject:  Basis  update  -  9:30 

Just  got  off  a  30  minute  call  with  Martin  and  Simon  from  Blackstone 

They  discussed  two  things  -  •  -  -  •    ■-- 

1)  PacRim  vs.  Yld  Alpha.   Age  old  question,  I  reiterated  our  desire  to  holistically  come 
to  closure  with  Basis.   I  assured  them  we  were  sensitive  to  the  two  distinct  funds  as  is 
our  proposed  agreement. 

2)  Swap  pricing.   Sounds  like  the  directors  are  concerned  with  committing  to  trading  the 
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swaps  as  there  has.  been  no  "third  party  verification."   I  told  them  our  auction  mechanism 
afforded  them  the  best  price  in  the  market  and  walked  them  through  our  rationale.   I  told 
them  if  there  was  a  way  to  get  a  higher  actionable  bid  tomorrow  it  would  be  better  for 
both  GS  and  Basis  and  we  should  have  that  conversation. 

They  are  touching  base  with  Sydney  and  coming  back 


From:  Lehman,  David  A. 

Sent:  Monday,  July  23,  2007  3:18  PM 

To:  Sparks,  Daniel  L;  Mullen,  Donald;  Bermanzohn,  Fran;  ' Seth  GROSSHANDLER1 ;  Young, 
Greg;  Messina,  Michaela  Leti;  Egol,  Jonathan;  Saunders,  Tim;  Littlejohn,  Darren;  Waskow, 
Andrew;  "Nathan  Hume';  Rapfogel,  Alan;  Brafman,  Lester  R 

Subject:  FW:  Basis  /  GSI 

Response  below 

Interesting  to  note  —  Three  new  names  on  the  e-mail  list  (The  3  Yld  Alpha 
Directors?   I  think  so...) 

1)  Steve  Howell,  Basis,  he  is  the  other  main  principal  w/  S.  Fowler,  he  is  in  Sydney 
(showellSbasiscap . com. au) 

2)  David  Mapley,  SHIMODA  CAPITAL  ADVISORS  in  London  (mapley@shimoda-ltd.com) 

3)  Zahid  Ullah,  Antaeus  Capital,  location  unknown   (ullah@antaeuscapital.com) 


From:  Davies,  Simon  [mailto:Davies@Blackstone.com] 
Sent:  Monday,  July  23,  2007  3:11  PM 
To:  Lehman,  David  A. ;  Stuart  Fowler;  John  Murphy 

Cc:  Gudgeon,  Martin;  nick.reeves@mallesons.com;  Mark.Byers@gtuk.com;  Steve 
Howell;  David  Mapley;  Zahid  Ullah 

Subject:  RE:  Basis  /  GSI 

David, 

Thanks  very  much  for  the  note.   As  we  mentioned  on  the  phone  earlier,  we  will 
be  speaking  with  our  client  and  the  other  advisers  later  on  ,(a  call  which  is  currently 
penciled  in  for  midnight  UK  time)  and  you  will  be  a  priority  for  discussion.   Thanks  for 
taking  the  time  to  discuss  matters  with  us  earlier  and  for  keeping  us  updated  as  to 
decisions  and  process  from  your  side.   With  the  aim  of  creating  as  transparent  and  open  a 
process  as  possible,  we  will  commit  to  do  the  same  from  our  side. 

Kind  regards 


Simon 

Simon  Davies 

The  Blackstone  Group  International  Limited 

Tel:     +44  20  7451  4397 

Fax:     +4  4  20  7451  4132 

Mob:     +44  fMHHBi 

Email:   davies@blackstone.com 


•  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 
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From:  Lehman,  David  A.  [mailto:david.lehman@gs.com] 
Sent:  23  July  2007  19:41 
To:  Stuart  Fowler;  John  Murphy 

Cc:  Gudgeon,  Martin;  Davies,  Simon;  nick.reeves@mallesons.com; 
Mar k . Byers  Sgtuk . com 

Subject:  Basis  /  GSI 


Team  Basis  - 

Over  approximately  the  past  5  days,  GSI  has  been  working  with  Basis  in  good 
faith  towards  a  consensual  agreement  regarding  our  repo  and  swap  exposure 

After  repeated  attempts  from  GSI  to  continue  our  dialogue,  GSI  has  not  heard 
(e-mail  or  phone)  from  Basis  over  the  past  60  hours 

As  GSI  and  Basis  previously  maintained  a  good  dialogue  working  towards  a 
common  end,  GSI  is  concerned  by  the  lack  of  communication  given  the  current  situation 

If  the  execution  of  a  binding  agreement  cannot  be  reached  by  12:00  New  York 
Time  tonight  (2:00  p.m.  Sydney  Time),  GSI  expects  to  close  out  our  repo  and  swap  exposure 

GSI's  strong  preference  is  a  consensual  resolution  along  the  lines  negotiated 
with  Basis,  but  the  lack  of  communication  and  inability  to  move  our  bilateral  agreement 
forward  leaves  GSI  little  choice 

Please  note  that  GSI  has  postponed  the  security  and  swap  bid  lists  scheduled 
for  this  afternoon  which  were  contemplated  in  our  consensual  agreement 


Goldman,  Sachs  &  Co. 

85  Broad  Street   |   New  York,  NY  10004 
Tel:  212-902-2927   |   Fax:  212-493-9681 
e-mail:  david.  lehmanSgs..  com 


Mob:  917- 

Goldman 
Sachs 


David  Lehman 

Fixed  Income,  Currency  &  Commodities 


Disclaimer: 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


This  material  has  been  prepared  specifically  for  you  by  the  Goldman  Sachs 
Fixed  Income  Structured  Product  Group  (SPG)  Trading  Desk  and  is  not  the  product  of  Fixed 
Income  Research.  We  are  not  soliciting  any  action  based  upon  this  material.  Opinions 
expressed  are  our  present  opinions  only.   The  material  is  based  upon  public  information 
which  we  consider  reliable,  but  we  do  not  represent  that  it  is  accurate  or  complete,  and 
it  should  not  be  relied  upon  as  such.  Additionally,  the  material  is  based  on  certain 
factors  and  assumptions  as  the  SPG  Trading  Desk  may  in  its  absolute  discretion  have 
considered  appropriate.  There  can  be  no  assurance  that  these  factors  and  assumptions  are 
accurate  or  complete,  that  estimated  returns  or  projections  can  be  realized,  or  that 
actual  returns  or  results  will  not  be  materially  different  than  those  presented.  Certain 
transactions,  including  those  involving  ABS,  CMBS,  and  CDOs,  may  give  rise  to  substantial 
risk  and  are  not  suitable  for  all  investors.  The  SPG  Trading  Desk  may  have  accumulated 
long  or  short  positions  in,  and  buy  or  sell,  the  securities  that  are  the  basis  of  this 
analysis.  The  SPG  Trading  Desk  does  not  undertake  any  obligation  to  update  this  material. 
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Basis  Yield  Alpha  Fund  (Master)  (Yield  Alpha) 

C/o  Basis  Capital  Group 

Level  37,  Gateway  Building 

1  Macquarie  Place 

Sydney  NSW  2000 

Australia 

Attention:  Stuart  Fowler 

31  July  2007  3:00  a.m.  (London  time) 

VIA  HAND  DELIVERY  AND  EMAIL: 

Dear  Sirs 

EVENT  OF  DEFAULT  UNDER  ISDA  MASTER  AGREEMENT 

1.  Further  to  our  letter  dated  24  July  2007  in  which  we  notified  you  of  the 
occurrence  of  an  Event  of  Default  under  the  Agreement  (as  defined  in  that  letter)  we 
write  to  confirm  that,  as  the  Non-defaulting  Party,  we  have  calculated  the  resulting 
termination  amount  payable  under  Section  6(e)  of  the  Agreement  in  respect  of 
outstanding  Transactions. 

2.  As  required  pursuant  to  the  Agreement,  we  have  designated  U.S.  Dollars  as 
the  Termination  Currency.  Accordingly,  such  termination  amount  is  expressed  in  U.S. 
Dollars. 

3.  The  termination  amount  payable  by  Yield  Alpha  to  us  as  of  the  date  hereof  is 
U.S. $36,950,578. 81,  consisting  of  the  Settlement  Amount,  Unpaid  Amounts  and 
expenses  pursuant  to  Section  1 1  of  the  Agreement  for  our  reasonable  out-of-pocket 
expenses,  including  legal  fees,  incurred  as  at  the  date  hereof  by  reason  of  the 
enforcement  and  protection  of  our  rights  under  the  Agreement  and  by  reason  of  the 
early  termination  of  the  Transaction,  each  as  detailed  in  the  schedule  hereto.  Please 
send  your  payment  by  close  of  business  on  31  July  2007  to  the  following  account: 

ABA#:^HBI 
BANK  NAME:  | 

CITY:  NEW  YORK 

A/C  #:OHIV 

ACCOUNT  NAME:  GOLDMAN  SACHS  INTERNATIONAL 

4.  The  Settlement  Amount  was  calculated  on  the  basis  of  Loss  as  detailed  in  the 
schedule  hereto  as  soon  as  reasonably  practicable  after  the  Early  Termination  Date  as 
we  were  unable  to  obtain  the  required  number  of  Market  Quotations. 

5.  We  reserve  the  right  to  exercise  from  time  to  time  any  additional  rights, 
powers,  privileges  and  remedies  we  have  or  to  which  we  are  entitled  under  the 
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Agreement  or  otherwise,  including  the  right  to  seek  additional  legal  fees,  incurred  by 
reason  of  the  enforcement  and  protection  of  our  rights  under  the  Agreement  and  by 
reason  of  the  early  termination  of  the  Transaction  and  recovery  of  amounts  due  to  us 
in  the  Courts  of  England. 


Yours  faithfully 

Goldman  Sachs  International 
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Schedule 

CDS 
Premium 

Transaction  Reference 
Number 

SDB981814981.0.0.0/ 
00647077701 

Reference 
Obligation 

TWOLF  2007-1 A 
A2 

CUSIP 

88714PAF3 

USD 

Notional 

50,000,000 

(per 
annum) 

0.90% 

SDB981814615.0.0.0/ 
0064707770 

TWOLF  2007-1 A  B 

88714PAG1 

50,000,000 

1.40% 

Levels  for  Loss  GSI  Determination  of  Loss 

Determination  (US$) 

70.00%  35,000,000.00 


75.00% 


Settlement  Amount 


37,500,000.00 


72,500,000.00 


Credit  Support 
Balance 

Accrued  Interest 
Unpaid  Amount 

Expenses 

GSI  Claim 


(35,471,850.00) 
(162,571.19) 


(35,634,421.19) 
85,000.00 


US$36,950,578.81 


LON1587124/12  101607-1644 
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From:  Case,  Benjamin 

Sent:  Tuesday,  June  05,  2007  9:28  AM 

To:  Lehman,  David  A. 

Subject:  SP  CDO  positions  -  gameplan 

Order  of  priority  in  terms  of  risk: 

1.  CDO-squareds 

2.  Hudson  Mezz 

3.  All  other  positions  -  traditional-style  CDOs  with  collateral  managers 

Gameplan  for  distribution: 

1 .  CDO-squareds 

-  target  real  money  institutional  buyers  that  can  take  larger  bite  size  than  traditional  CDO  buyers  and  are  focused  on  yield 
pick-up  vs.  other  investments  -  for  example,  Asian  banks  and  insurance  companies 

-  target  European  banks  focused  on  new  Basel  2  regulatory  capital  framework  that  achieve  significant  regulatory  capital 
benefit  for  investing  in  highly  rated  assets  vs.  the  previous  system 

-  offer  CDO  CDS  protection  on  a  portfolio  of  names  in  the  Timberwolf  and  Point  Pleasant  portfolios  to  buyers  looking  at 
cash  liabilities  from  the  two  deals  as  a  long/short  pair  trade  --  for  example,  AIG  is  currently  focused  on  this  trade  idea. 
GS  is  currently  long  CDS  protection  on  51  CDO  names  in  the  two  portfolios  and  we  have  been  aggressively  sourcing 
further  protection  in  the  CDS  market  on  names  in  the  two  portfolios  recently. 

-  target  hedge  funds  that  can  put  on  this  type  of  relative  value  long/short  trade  with  short-term  financing  to  achieve 
returns  attractive  relative  to  CDO  equity 

2.  Hudson  Mezz 

-  focus  on  institutional  buyers  that  can  take  larger  bite  size  than  traditional  CDO  buyers 

-  focus  on  buyers  that  are  currently  long  ABX  risk  and  can  get  comfortable  with  the  Hudson  Mezz  underlying  portfolios 
without  needing  the  benefit  of  a  collateral  manager  -  for  example,  US  insurance  companies  like  Progressive. 

-  offer  RMBS  CDS  protection  to  buyers  looking  at  cash  liabilities  as  a  long/short  pair  trade 

-  offer  CDO  CDS  protection  to  buyers  looking  at  cash  liabilities  as  a  long/short  pair  trade 

-  pitch  Hudson  Mezz  as  a  means  to  express  long  06-1/06-2  vs.  short  07-1  trade 

-  target  hedge  funds  that  can  put  on  these  relative  value  long/short  trades  with  short-term  financing  to  achieve  returns 
attractive  relative  to  CDO  equity 

3.  Other  positions 

-  GSC  super-senior  AAAs  -  Dresdner  is  nearing  completion  of  their  work  on  $500mm  of  our  $1 .085mm  position.  Other 
options  for  the  remaining  size:  CIFG,  Radian,  FGIC 

-  continue  to  focus  on  CDO  managers  ramping  new  deals  and  reinvesting  principal  paydowns  in  existing  reinvestable 
deals  for  smaller  cash  pieces  (examples  in  the  last  2  weeks  -  sales  to  Terwin,  Oppenheimer,  Deerfield,  and  Vector 
Capital) 

-  target  buying  protection  in  CDS  format  on  the  same  names  we  are  currently  long  in  cash  if  there  continues  to  be  more 
liquidity  in  CDS  vs.  cash  due  to  market  technicals,  and  when  we  reach  critical  mass  ($50-1 00mm),  compile  a  package  of 
cash  positions  that  we've  bought  protection  on  and  offer  the  package  as  a  negative  basis  trade 
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From: 
Sent: 
To: 
Subject: 


Sparks,  Daniel  L 

Monday,  June  04,  2007  7:17  AM 

Chaudhary,  Omar 

RE:  Timberwolf  and  Hungkuk  Life 


Good  job  -  keep  going 


From:  Chaudhary,  Omar 

Sent:  Monday,  June  04,  2007  6:27  AM 

To:  Lehman,  David  A.;  Creed,  Christopher  J;  Bieber,  Matthew  G.;  Case,  Benjamin 

Cc:  Sparks,  Daniel  L;  ficc-spgsyn;  Lee,  Jay;  Sugioka,  Hirotaka 

Subject:  RE:  Timberwolf  and  Hungkuk  Life 

We   received  the    following  verbal   order   from  Hungkuk   Life   on  Timberwolf:    aS$36inm  TWOLF 
2007-1A  A2    (85+%'  delta) .    Few  comments: 

»      Timing:    We   expect   to   receive  the   100%    firm  order  by  Friday   as   we   need  to   receive 
formal   BOK   approval   and   an   internal   stamp   /    3enior  manager   approval    (these   are  both 
not   expected  to  be  a  problem) .    Once  we  have   formal   approval,    we  will  be  able  to  trade 
date   the  ticket 

•      Price  Level:    Hungkuk   Life  will   confirm  shortly  but   currently  they   are   in  the   84-85 
context  per   our  offer 

Thanks . 


From:  Lee,  Jay 

Sent:  Friday,  June  01,  2007  9:26  PM 

To:  Lehman,  David  A.;  Bieber,  Matthew  G.;  Case,  Benjamin;  Creed,  Christopher  J 

Cc:  ficc-spgsyn;  Wisenbaker,  Soott;  Black,  Robert  N;  Chaudhary,  Omar;  Lee,  Jay 

Subject:  Timberwolf  and  Hungkuk  Life 

Next  week  Hungkuk  Life  will  submit  an  approval  form  on  Timberwolf  A2's.  Their  size  will  be  20mm-40mm, 
depending  on  offer  price. 

The  largest  hurdle  from  the  client's  perspective  is  whether  or  not  they  can  get  the  mandate  to  buy  something  backed 
by  synthetically  sourced  CDO's,  as  they  have  never  bought  CDOA2  before.  Both  the  account's  GM  and  Bank  of 
Korea  (Korea's  Central  Bank)  can  DK  them  on  this. 

The  largest  hurdle  from  sales'  perspective  is  MTM.  It  is  an  important  client,  and  if  the  mark  widens  out  more  than  1pt 
immediately  after  selling  the  asset  to  them,  sales  cannot  sell  it.  Understanding  that  it  is  a  volatile  asset,  sales  wants 
to  know  that  where  we  sell  it  to  the  client  will  not  be  more  than  1pt  less  than  where  the  mark  would  be,  provided  no 
new  market  information. 

Please  provide  the  following  by  Sunday  7pm  NYC  (Monday  morning  Asia): 

Base  Case  DM:  Offer  DM  such  that  the  price  is  1/2pt  above  where  we  intend  to  mark  it  (provided  no  market 

chsnoss) 

Show  Price/DM  table  centered  around  the  Base  Case  DM  as  defined  above,  and  +/-  30bp  dm  by  10  DM  (eg,  7 

scenarios  total).  Assume  a  settle  of  June  14th. 

If  there  are  any  questions,  please  contact  me  at  +81-90-3523-0936,  or  email  at  jay.lee@ezweb.ne.jp 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Sparks,  Daniel  L 

Sunday,  June  10,  2007  5:38  PM 

Chaudhary,  Omar 

Bohra,  Bunty 

RE:  SP  CDO  Axes  -  Summary 


Get  these  done  -  and  then  keep  going 

You  boys  are  awesome  -  and  many  people  are  noticing 


Original  Message 

From:  Chaudhary,  Omar 

Sent:  Sunday,  June  10,  2007  10:24  AM 

To:  Sparks,  Daniel  L 

Cc:  Bohra,  Bunty 

Subject:  SP  CDO  Axes  -  Summary 

Dan: 


Per  our  conversation  on  Friday,  wanted  to  make  sure  you  had  the  complete  update/ summary  of 
where  are  on  the  CDO  axes  in  Asia.  Total  firm  bids  for  risk  $186mm  with  another  potential 
20mm  this  week. 


*Tokyo  Star  Bank  (Japan) 
daily  for  3+  weeks. 


20mm  TWOLF  AAA's.  Sugi  on  our  desk  worked  personally  on  this 


*Hungkuk  Life  (Korea)  —  36mm  TWOLF  AAA's  firm  as  of  Friday;  expect  firm  order  on  20mm 
more  by  mid  next  week  (need  to  book  as  single  ticket) .  Jay  and  Sugi  working  with  entire 
Korea  team  (including  JH  Park)  to  get  this  through.  Wehave  leveraged  our  personal 
relationship  /  time  investment  to  date  with  the  Korea  team  to  push  them  on  this. 

*Basis  Capital  (Australia)  —  50mm  AAA  and  50mm  AA  TWOLF  firm  order  in  swap  form  as  of 
last  week  (as  you  know,  just  finalizing  last  few  internal  credit  /  doc  issues) .  George  has 
totally  come  through  on  this  and  again  proves  how  invaluable  he  is  to  the  business  (we 
should  keep  this  in  mind  as  we  continue  to  think  about  important  personnel  to  global  SPG 
as  we  expand  the  trading/syndicate  side  of  the  business) . 

*Tokyo  Star  Bank  (Japan)  —  Appr.  20mm  indication  for  Point  Pleasant  AAA's.  PM's  taking 
deal  to  their  risk  committee  on  Tuesday  of  this  week  in  Tokyo.  Again,  Sugi  has  been 
driving  this  process  and  getting  it  done. 

Let  me  or  Bunty  know  if  you  need  further  clarification  on  any  of  these.  In  Barcelona 
Monday/Tuesday,  Thanks. 

Omar  Chaudhary,  Goldman  Sachs  Japan 
Tel:  +8.1  3  6437-7198 
Mob:  +81  90 


■  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Confidential  Treatment  Requested  by  Goldma 


Permanent  Subcommittee  on  Investigations  | 

Wall  Street  &  The  Financial  Crisis 

Report  Footnote  #2452 


i 


■  y 


GSMBS-E-01 0971 809 


Footnote  Exhibits  -  Page  4590 


From: 
Sent: 
To: 
Subject: 


Sparks,  Daniel  L 

Monday,  June  11,  2007  6:31  AM 

Lehman,  David  A. 

Re:  Hungkuk  Life/TWOLF 


Who  is  entering  trades  -  and  how  many  t-wolfs  left 

Original  Message  

From:  Lehman,  David  A. 

To:  Montag,  Tom;  Mullen,  Donald;  Brafman,  Lester  R;  Swenson,  Michael 

Cc:  Sparks,  Daniel  L;  Chaudhary,  Omar 

Sent:  Mon  Jun  11  04:35:57  2  007 

Subject:  Re:  Hungkuk  Life/TWOLF 

Just  confirmed  -  will  be  TD  today  -  56mm  @  84.5 

Great  job  by  Omar  and  his  team  and  JH  Park  in  sales. 
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David  A.  Lehman 

Goldman,  Sachs  &  Co. 

85  Broad  Street   |   New  York,  NY  10004 

Tel:  212-902-2927   |   Fax:  212-902-1691 

e-mail:  david.lehman@gs.com 


Mob:  917- 


Original  Message  

From:  Montag,  Tom 

To:  Lehman,  .David  A. ;  Mullen,  Donald;  Brafman,  Lester  R;  Swenson,  Michael 

Cc:  Sparks,  Daniel  L;  Chaudhary,  Omar 

Sent:  Mon  Jun  11  04:30:26  2007 

Subject:  RE:  Hungkuk  Life/TWOLF 

incredible  job just  incredible 

Original  Message- 

From:  Lehman,  David  A. 

Sent:  Monday,  June  11,  2007  5:20  PM 

To:  Mullen,  Donald;  Montag,  Tom;  Brafman,  Lester  R;  Swenson,  Michael 

Cc:  Sparks,  Daniel  L;  Chaudhary,  Omar 

Subject:  Fw:  Hungkuk  Life/TWOLF 

Will  be  56mm  w/  HK  Life  of  TWOLF  A2 .   TD  today  or  tomorrow,  expect  $84  or  85  price, 


David  A.  Lehman 

Goldman,  Sachs  &  Co. 

85  Broad  Street   I   New  York,  NY  10004 
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From:  Sparks,  Daniel  L 

Sent:  Monday,  June  25,  2007  1 1 :02  AM 

To:  Montag,  Tom;  Mullen,  Donald;  Lee,  Brian-J  (Fl  Controllers);  Salame,  Pablo 

Subject:  RE:  CDO  marks 

Focus  will  be  on  the  300nun  from  bsam  -  but  many  people  are  in  watch  (voyeur)  mode  so  could 
take  time 

Original  Message 

From:  Montag,  Tom 

Sent:  Monday,  June  25,  2007  10:22  AM 

To:  Sparks,  Daniel  L;  Mullen,  Donald;  Lee,  Brian-J  (FI  Controllers);  Salame,  Pablo 

Subject:  Re:  CDO  marks 

Tks .  How  are  twolf  sales  doing? 

Original  Message  

From:  Sparks,  Daniel  L 

To:  Mullen,  Donald;  Montag,  Tom;  Lee,  Brian-J  (FI  Controllers) ;  Salame,  Pablo 

Sent:  Mon  Jun  25  10:13:31  2007 

Subject:  CDO  marks 

CDOs  have  widened  a  lot  (BSAM  situation,  other)  and  we  probably  need  to  widen  things/lower 
prices  -  next  few  days. 

The  effect  on  us  will  probably  be  a  net  positive,  with  retained  CDO  positions  lower,  CDS 
protection  and  correlation  having  gains.  We  are  still  doing  work.  We  are  also  thinking 
through  client  mark  issues  including  speaking  to  compliance  about  using  mids . 

Also,  monthly  subprime  remittances  are  out  today,  and  early  read  is  performance  is  poor 
and  speeds  are  slow. 

Also,  Moody's  wants  to  speak  (as  our  corporate  rater),  NYSE  has  questions,  and  I  spoke 
with  the  SEC  Thursday  -  all  off  the  BSAM  and  related  stuff. 
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From: 
Sent: 
To: 
Subject: 


Salem,  Deeb 

Tuesday,  June  26,  2007  8:42  AM 

Swenson,  Michael 

RE:  fyi 


wow 

Original  Message 

From:  Swenson,  Michael 
Sent:  Tuesday,  June  26,  2007  8:31  AM 
To:  Salem,  Deeb;  Birnbaum,  Josh 
Subject:  fyi 


Original  Message 

From:  Turok,  Michael 

Sent:  Monday,  June  25,  2007  9:29  PM 

To:  Swenson,  Michael 

Subject:  RE:  Mortgages  Estimate 

Were  strats  helpful/useful  anywhere  in  this? 

Original  Message 

From:  Swenson,  Michael 

Sent:  Monday,  June  25,  2007  9:28  PM 

To:  Turok,  Michael 

Subject:  Re:  Mortgages  Estimate 

Partially  cdos  going  wider  street  admitting  it  is  a  problem 

Original  Message  

From:  Turok,  Michael 

To:  Swenson,  Michael 

Sent:  Mon  Jun  25  21:14:51  2007 

Subject:  FW:  Mortgages  Estimate 

Big  numbers !   Motivated  by  Bear? 


From:       Zuckerman  (Stoner) ,  Sara  J. 
Sent:  Monday,  June  25,  2007  6:13  PM 
To:    ficc-eod 
Subject:     Mortgages  Estimate 

FICC  Mortgages  -  Daily  P&L  Estimate 

I.  SUMMARY 


TOTAL 
Structured  Products 

-  Resi  Prime/Mtg  Derivs 

-  Resi  Credit 

-  CRE  LT 

-  ABS  L&F 

-  SPG  Trading  120,500,000 

-  CDO  /  CLO  (84,000,000) 

-  Other  Structure  Products 
Europe 

Other  (Advisory,  PFG,  Managers/Other) 


42,530,000 

(150,000) 
5,750,000 
430,000 
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MORTGAGES 

Mortgages  WTD 
Mortgages  MTD 


42,530,000 


42,530,000 
173,988,512 


II.  DETAIL 

Business  Strategy  Desk   Daily  Total   Comments 


100,000 
100,000 


(250,000)     Arms  wider 


STRUCTURED  PRODUCTS 
Mortgage  Derivative 

Agency  Derivatives 

Whole  Loan  Derivs 

MSR 

Residential  Prime  (250,000) 

FHA/VA  -  Primary 
FHA/VA  -  Secondary 
Subs 

Prime  Hybrid  -  Primary 
Prime  Hybrid  -  Secondary 
Agency  Hybrid 
Prime  Fixed 
Agency  CMO  -  Primary 
Agency  CMO  -  Secondary 

Residential  Credit  5,750,000 

Scratch  and  Dent  700,000     07-1  A  &  06-1  A  &  BBB  spread  wxdening 

Subprime  1,000,000      06-2  BBB  &  BBB-  spread  widening 

Alt-A  3,500,000      2mm  GSAA  07-7,  1.5mm  on  06-2  A  &  BBB  spread  widening 

2nd  Liens  550,000     06-2  A  &  BBB  spread  widening 

Residuals  -  Scratch  &  Dent 

Residuals  -  Subprime 

Residuals  -  Alt-A 

Residuals  -  2nd  Liens 
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120,500,000 

8,500,000 


SPG  Trading 

CMBS  Trading 

CRE  CDO 

ABS  Trading         81,000,000 

Property  Derivatives 

Correlation         31,000,000 

CDO/CLO  (84,000,000) 

ABS  /  MBS  CDO  (84,000,000) 

GSI  SP  Credit  Warehouse 

US  CLO 

EURO  CLO 

CRE  CDO 

Retained  Principal  Positions 

Tax  Related  Securities 


CMBS  CDS /CRE  CDO 
ABS  CDO  CDS,  Equities 
ABS  CDS,  CDO  CDS,  CMBS  CDS,  TABX,  Rates 

CDO  mark  to  market/hedges 
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Non-economic  residuals 
Economic  residuals 

Warehouse  Lending 
Residential 
Commercial 
Asset  Backed 

Syndicate 
ABS 
CMBS 
CDO 

Other 

Total  Structured  Products 

EUROPE 

Acquisition  Finance 

Syndicate 

Trading 

European  CMBS 

Syndicate 
Trading 

Total  Europe 

Total  Advisory 

Total  PFG  JV 

Total  Manager's  Account  /  Other 


42,530,000 


Goldman,  Sachs  &  Co. 

180  Maiden  Lane  |  New  York,  NY  1003E 

Tel:  (212)  357-5917 

e-mail:  sara.stoner@gs.com 


Sara  Zuckerman 
Finance  Division 


Goldman 


Sachs 


This  message  may  contain  information  that  is  confidential  or  proprietary.  If  you  are 
not  the  intended  recipient,  please  advise  the  sender  immediately  and  delete  this  message 
and  any  attachments.  Follow  this  link  for  further  information  on  confidentiality  and  the 
risks  inherent  in  electronic  communication:  http://www.gs.com/disclaimer/email/ 
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From:  Lehman,  David  A. 

Sent:  Friday,  July  06,  2007  6:28  AM 

To:  Resnick,  Mitchell  R 

Subject:  RE:  Trade  with  Leor  Ceder  /  London 


Can  you  call  me  if  you  are  around?   I'm  on  the  desk 

We  have  paid  6pts  for  AAAs  and  on  the  one  50mm  AA  trade  we  paid  8pts 

Original  Message 

From:  Resnick,  Mitchell  R 

Sent:  Friday,  July  06,  2007  6:06  AM 

To:  Lehman,  David  A. 

Subject:  Re:  Trade  with  Leor  Ceder  /  London 

How  much  are  you  paying  for  a  sale  at  the  offer  at  700? 

Original  Message  

From:  Lehman,  David  A. 

To:  Resnick,  Mitchell  R 

Sent:  Fri  Jul  06  00:33:50  2007 

Subject:  RE:  Trade  with  Leor  Ceder  /  London 


7  pts  OK? 

Original  Message- — -- 

From:  Resnick,  Mitchell  R 

Sent:  Thursday,  July  05,  2007  7:34  PM 

To:  Lehman,  David  A. 

Subject:  Re:  Trade  with  Leor  Ceder  /  London 

I  want  to  pay  him  well  on  this  please 

Original  Message  

From:  Lehman,  David  A. 

To:  Ficc-CDO-MO 

Cc:  Case,  Benjamin;  Resnick,  Mitchell  R;  Reis,  Jessica 

Sent:  Thu  Jul  05  15:29:49  2007 

Subject:  Trade  with  Leor  Ceder  /  London 

We  traded  6.8mm  TWOLF  07-1A  B  @  $78.25 

Pis  convert  to  Reg  S  for  T+5  settlment 

Booked  in  M5 


Goldman,  Sachs  &  Co. 

85  Broad  Street   |   New  York,  NY  10004 

Tel:  212-902-2927   |   Fax:  212-493-9681   |   Mob:  917- 

e-mail:  david.lehman@gs.com 

Goldman 
Sachs 
David  Lehman 
Fixed  Income,  Currency  &  Commodities 
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From: 
Sent: 
To: 
Subject: 


Egol,  Jonathan 

Monday,  May  07,  2007  3:45  PM 

Turok,  Michael 

RE:  Timberwolf  analysis 


Let's  discuss  live.  Happy  to  look  at  his  spreadsheet. 


From: 
Sent: 
To: 
Subject: 

FYI....i  can 

Turok,  Michael 

Monday,  May  07,  2007  3:43  PM 

Egol,  Jonathan 

FW:  Timberwolf  analysis 

also  email  you  this  analysis. 

From: 

Sent: 

To: 

Cc: 

Subject: 

Brazil,  Alan 

Monday,  May  07,  2007  1:08  PM 

Wiesel,  Elisha 

Raz,  Shlomi;  Turok,  Michael;  Primer,  Jeremy;  Huang,  Vivien 

RE:  Timberwolf  analysis 

1.  Number  should  be  23%,I  am  assuming  a  50%  severity  of  the  single-a  cdo  that  has  a 
writedown. 

2.  At  the  timberwolf  level,  OC  triggers  provide  support  in  the  case  of  a  ratings  downgrade,  and 
prior  to  a  writedown  of  the  underlying  single-as.  In  those  cases,  cashflow  is  directed  towards  the 
senior  bonds  allowing  more  oc  to  build  at  the  jr  levels.  However,  in  many  of  the  underlying  single- 
a  cdos,  these  same  triggers  could  hurt  timberwolf.  On  balance,  it  probably  helps  rather  than 
hurts  timberwolf  mez  triple-as. 

3.  I  came  up  with  level  after  talking  to  egol.  Having  said  that  it  is  largely  subjective  and  have  not 
used  it  in  discussing  it  with  clients  other  than  to  say  the  attachment  point  for  the  a2  understates 
the  protection  for  the  a2. 

As  an  aside,  the  results  look  even  better  if  you  break  the  2006  production  home  equity  into 
buckets  based  on  fico.  Without  bucketing,  roughly  27%  of  the  underlying  ref  obis  going  all  the 
way  down  through  to  the  cdo  of  the  cdo  of  the  cdo,  ect,  are  homeequity  of  2006  or  later 
production  based  on  our  weighting  framework.  This  is  better  than  the  original  analysis,  which  had 
that  number  at  34%.  Even  better  is  that  only  14%  on  a  weighted  basis  of  the  ref  are  truly 
subprime  (fico  625  and  lower)..  So,  defaulting  all  of  these  does  not  hit  the  a2  attachment  point. 

In  terms  of  telling  customers.  I  prefer  to  give  them  the  general  idea  of  the  trade.  Then  give  them 
the  excel  spread  sheet  with  our  info  on  ref  obs  and  let  them  draw  their  own  conclusions. 


From:  Wiesel,  Elisha 

Sent:  Monday,  May  07,  2007  12:53  PM 

To:  Brazil,  Alan 

Cc:  Raz,  Shlomi;  Turok,  Michael;  Primer,  Jeremy;  Huang,  Vivien 

Subject:  RE:  Timberwolf  analysis 


Thanks  Alan,  this  is  a  really  good  contribution  to  analysis  we're  doing  internally  as  well  regarding  the  pricing 
of  Timberwolf  and  our  structured  product  positions. 

A  couple  of  questions: 

1)  Can  you  explain  how  you  got  to  24%  writedown  based  on  25/55  names  defaulting? 

2)  What  do  you  mean  when  you  say  that  oc  triggers  could  provide  added  support  beyond  excess  interest? 

3)  How  did  you  come  up  with  4%  enhancement  at  the  Timberwolf  and  underlying  CDO  levels? 
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The  trickiest  part  about  sharing  this  analysis  with  custies  is  that  it  shows  just  how  rudimentary  our  own 
understanding  of  these  positions  actually  is.  Are  other  dealers  running  cashflows  for  clients  on  this  type  of 
product?  (Including  Vivien  for  her  thoughts  on  what  Lehman  does). 


From: 

Brazil,  Alan 

Sent: 

Friday,  May  04,  2007  12:06  PM 

To: 

Wiesel,  Elisha;  Raz,  Shlomi 

Subject: 

Timberwolf  analysis 

<<  File:  timberwolf  ana  2.xls  >> 

Here  is  a  spread  sheet  with  our  latest  info  on  timberwolf  plus  some  simple  analysis.  I 
basically  default  every  2006  vintage  subprime  regardless  of  rating,  and  assume  losses  of 
50%  of  face.  I  then  look  at  those  losses  verses  an  adjusted  cdo  credit  support  to  see  if 
there  are  losses.  This  brute  force  approach  defaults  25  of  the  55  names,  or  45%.  This 
results  in  a  writedown  at  the  timberwolf  level  of  24%.  Although  the  attachment  point  of 
the  a2  is  20%,  the  effective  attachment  is  higher,  again  using  another  4%  or  24%  of  ce  or 
attachment  for  the  a2.  (BTW  this  4%  only  reflects  the  value  of  the  excess  interest,  the  oc 
triggers  would  also  give  added  support). 

This  is  pretty  much  the  same  results  before.  Just  hitting  the  low  fico  2006  and  just  the 
baal  and  below  would  look  better.   Of  course  if  you  start  getting  complete  writedowns  of 
2006,  2005s  will  take  some  hits  as  well.  However,  I  think  assuming  all  2006  vintage  baal 
and  below  get  written  down  offsets  that  factor.  However,  this  framework  can  provide  some 
rudimentary  analysis  for  us  and  for  customers.  Once  we  send  them  the  spreadsheet  with 
the  information  they  can  do  this  them  selves. 
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From:  Bieber,  Matthew  G. 

Sent:  Sunday,  May  20,  2007  1 :28  PM 

To:  Wiesel,  Elisha 

Subject:  RE:  CDOA2  EOD  Update  -  Feedback  from  today 

Just  a  heads  up  -  it  is  MUCH  less  comprehensive  than  the  look  through  data  we're  now  discussing. 


From: 

Sent: 

To: 

Cc: 

Subject: 

tks 

Wiesel,  Elisha 

Sunday,  May  20,  2007  1:27  PM 

Bieber,  Matthew  G. 

Siegel,  Eric 

RE:  CDOA2  EOD  Update  -  Feedback  from  today 

From:                     Bieber,  Matthew  G. 

Sent:                      Sunday,  May  20,  2007  1:27  PM 

To:                         Wiesel,  Elisha 

Cc:                         Siegel,  Eric 

Subject:                 RE:  CDOA2  EOD  Update  -  Feedback  from  today 

Will  have  one  of  the  analysts  on  the  team  send  to  you 

From:  Wiesel,  Elisha 

Sent:  Sunday,  May  20,  2007  1:25  PM 

To:  Bieber,  Matthew  G. 

Subject:  RE:  CDOA2  EOD  Update  -  Feedback  from  today 


Can  you  please  fwd  me  (do  you  have  accessible)  electronic  copies  of  the  E+Y-"approved"  materials  for 
Timberwolf  that  went  out  at  initial  marketing? 


From:  Bieber,  Matthew  G. 

Sent:  Sunday,  May  20,  2007  1 :  18  PM 

To:  Wiesel,  Elisha 

Subject:  RE:  CDOA2  EOD  Update  -  Feedback  from  today 


Agreed  on  the  likelihood  of  the  fully  comforted  letter.  Not  sure  what  a  "big  boy"  letter  is  -  accountant 
letter  typically  covers  OM  materials  -  not  info  put  together  after,  so  we're  somewhat  in  uncharted 
territory. 


From:  Wiesel,  Elisha 

Sent:  Sunday,  May  20,  2007  12:48  PM 

To:  Bieber,  Matthew  G. 

Subject:  RE:  CDOA2  EOD  Update  -  Feedback  from  today 

Given  how  complex  the  data  is  for  a  CDO*2,  there's  little  chance  we'll  ever  get  "fully"  comfortable 
beyond  the  shadow  of  a  doubt  that  there's  nothing  materially  misleading  in  the  data  cuts  we  provide. 
Is  best  outcome  in  this  situation  to  just  get  a  big-boy  letter  drafted?  Have  you  seen  any  similar 
situations? 


From:  Bieber,  Matthew  G. 

Sent:  Sunday,  May  20,  2007  11:20  AM 

To:  Wiesel,  Elisha 

Subject:  RE:  CDOA2  EOD  Update  -  Feedback  from  today 

Happy  to  help.  These  issues  come  up  at  least  once  or  twice  for  every  transaction  we  do. 
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From:  Wiesel,  Elisha 

Sent:  Saturday,  May  19,  2007  12:32  PM 

To:  Wisenbaker,  Scott;  Bieber,  Matthew  G. 

Subject:  RE:  CD0^2  EOD  Update  -  Feedback  from  today 

I  am  corresponding  with  Saunders  on  what's  involved  in  disclaiming  the  lookthru  analysis  -- 
we're  doing  as  much  as  we  can  to  independently  audit  the  lookthru  machinery  by  another 
group  in  Strats,  but  at  some  point  we're  going  to  have  to  bite  the  bullet  and  send  the  best  we 
have  at  whatever  confidence  level  we're  currently  at. 

If  either  of  you  have  experience  in  the  "what  can  we  show"  thought  process,  I  may  need  your 
help. 


From:  Wisenbaker,  Scott 

Sent:  Friday,  May  18,  2007  6:03  PM 

To:  Schwartz,  Harvey;  Bash-Polley,  Stacy;  Comacchia,  Thomas;  Brazil,  Alan;  Wiesel,  Elisha; 

Sparks,  Daniel  L;  Bohra,  Bunty;  Lehman,  David  A.;  Swenson,  Michael;  Brafman,  Lester  R; 

Roberts,  William;  Ouderkirk,  Gerald;  Weaver,  Douglas;  Gmelich,  Justin 
Cc:  Wisenbaker,  Scott;  Bieber,  Matthew  G.;  Creed,  Christopher  J;  Black,  Robert  N 

Subject:  CDOA2  EOD  Update  -  Feedback  from  today 

INTERNAL 

Fortress  -  have  continued  working  and  are  having  trouble  modeling  the  deal  in  enough 
detail  to  be  comfortable  providing  a  level.  Davilman  continuing  to  push  -  planning  to 
have  a  call  to  address  their  questions  and  concerns  early  next  week  -  pushing  to  have 
call  Monday,  but  might  happen  Tuesday  -  also  still  need  lookthru  analysis  that  strats  are 
working  on 

Winchester  -  have  not  come  back  with  an  answer  -  deal  has  been  elevated  to  senior 
management  -  they  are  debating  appetite  for  additional  sector  exposure,  if  comfortable 
adding  risk  they  will  come  back  with  what  levels  work,    continuing  to  push  early  next 
week 

Stark  -  still  looking,  but  concerned  about  correlation  and  recent  report  from  moody's. 
also  concerned  with  back  ended  return  profile  given  lower  coupon.  Gaddi  setting  up  call 
with  the  account  Monday  to  address  concerns. 

Paramax  -  very  low  delta  at  this  point 

UBS  prop  -  started  work  on  Timberwolf  A2,  B  and  Point  Pleasant  B  class  this  AM  -  they 
have  inherited  the  bonds  that  Dillon  Read  took  down  when  the  deal  was  priced. 

Elliot  -  looking  at  Timberwolf  mezz  AAA's  for  a  vehicle  -  would  be  vs  senior  CLOs  -  they 
are  going  to  give  us  a  list  of  CLOs  to  bid  on  vs  Timberwolf  early  next  week  -  potential 
size  10-1 5mm. 

AIG  -  asked  for  and  received  additional  information  on  Timberwolf  today  -  they  currently 
have  all  the  information  they  have  asked  for  -  they  are  working  -  Penick  to  follow  up 
early  next  week 

DeShaw  -  had  call  to  discuss  Timberwolf  mezz  AAA  -  asked  for  and  received  additional 
information  on  underlying  deals  -  working  -  if  they  care,  potential  size  would  be  25-50mm 
-  low  delta 

Harvard  -  evaluating  Pt  Pleasant  A1's  vs  40-100  ABX  -  GS  offered  at  pick  50bps  - 
account  needs  more  spread  and  is  evaluating  counter  -  Radtke  to  push  next  week 

Polygon  -continuing  to  work  -  evaluating  structure  -  Raazi  to  continue  pushing  next  week 

Vanderbilt  -  evaluating  for  CDO  bucket  of  their  deal  -  very  limited  room  in  bucket  so 
would  be  small  (5-1 0mm)  if  they  care 
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Hyperion  -  looking  -  concerned  with  amount  of  credit  support  and  moody's  report  on 
correlation  and  CDOA2  -  like  discbunt  dollar  price  -  Willing  continuing  to  push 

Carlyle  -  still  need  lookthru  analysis  that  strats  are  working  on 

Highland  -  still  need  lookthru  analysis  that  strats  are  working  on 

Old  Lane  -  still  need  lookthru  analysis  that  strats  are  working  on 

Sandelman  -  still  need  lookthru  analysis  that  strats  are  working  on 

Lehman  AM  -  still  need  lookthru  analysis  that  strats  are  working  on 


Updated  Feedback  sheet  below: 
«  File:  Book1.xls  » 
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From: 
Sent: 
To: 
Subject: 


Ruberti,  Timothy 

Monday,  July  16,  2007  1:59  PM 

Bash-Polley,  Stacy;  Lehman,  David  A. 

Carlyle 


I've  been  speaking  with  scott  at  carlyle  about  junior  AAA  CDO  paper  and  he  is  starting  to  see  value  here  -  will  show  him 
the  GSC  deal  and  walk  through  it  -  he  seems  to  have  an  appetite  for  risk  at  these  levels  which  is  good  but  the  flip  side  is 
he  thinks  the  market  is  "unhinged"  wrt  to  valuations,  i.e.  everything  trading  on  technicals  and  no  one  talking  about 
fundamentals  -  one  point,  he  is  going  to  want  to  look  at  the  TWOLF  trade  on  a  fundamental  basis  with  a  lot  of  supporting 
runs  to  back  up  any  additional  mark  downs  we  have  -  telling  him  we  are  busy  when  it  comes  to  month  end  and  we  can't 
run  that  analysis  because  we  are  resource-constrained  will  not  be  good  enough  fyi 

This  should  be  a  double-edged  sword  that  we  can  use  to  move  risk  however,  so  I  hope  we  see  this  approach  as  a  net 
positive 


Timothy  Ruberti 

Goldman,  Sachs  &  Co. 
Fixed  Income,  Currency  &  Commodities 
85  Broad  Street  I  New  York,  NY  10004 
Tel:  212-357-4663  I  Cell:  9171 
e-mail:  timothy.ruberti@gs.com 


Gftktasm 
Sachs; 
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Disclaimer: 

This  material  has  been  prepared  by  the  Fixed  Income  Trading/Sales  Department  and  is  not 
the  product  of  the  Fixed  Income  Research  Department.   This . material  is  for  your  private 
information,  and  we  are  not  soliciting  any  action  based  upon  it.   Certain  transactions, 
including  those  involving  futures,  options  and  high  yield  securities,  give  rise  to 
substantial  risk  and  are  not  suitable  for  all  investors.   Opinions  expressed  are  our 
present  opinions  only.   The  material  is  based  upon  information  that  we  consider  reliable, 
but  we  do  not  represent  that  it  is  accurate  or  complete,  and  it  should  not  be  relied  .upon 
as  such.   We,  or  persons  involved  in  the  preparation  or  issuance  of  this  material,  may, 
from  time  to  time,  have  long  or  short  positions  in,  and  buy  or  sell,  securities,  futures 
or  options  identical  with  or  related  to  those  mentioned  herein.   Further  information  on 
any  of  the  securities,  futures,  or  options  mentioned  in  this  material  may  be  obtained  upon 
request . 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Huang,  Vivien 

Monday,  May  07,  2007  1 :58  PM 

Brazil,  Alan;  Wiesel,  Elisha 

Raz,  Shlomi;  Turok,  Michael;  Primer,  Jeremy 

RE:  Timberwl .  Number  should  be  23%, I  am  assuming  a  50%  severity  of  the  single-a  cdo 

that  has  a  writedown,  olf  analysis 


Just  want  to  give  a  little  color,  at  Lehman  (internal  strictly),  the  analysis  is  more  bottom-up:  what  I  mean  is  that  the 
individual  subprime  or  other  class  bonds  are  analyzed  under  typical  HPA  scenarios,  then  the  cashflow  gets  sum  up: 

1 .  usually,  the  implied  HPA  of  the  worst  priced  ABX  index  will  be  used  as  a  "market  implied  mean  HPA"  to  reflect  the 
market  price 

2.  a  standard  deviation  (historical  national)  will  be  applied  on  top  of  the  implied  HPA  assuming  very  simplistic  normal 
distribution 

3.  individual  bonds  are  calling  sector  models  (subprime  bonds  call  up  subprime,  CMBS  bonds  call  up  CMBS),  cashflows 
are  ran  under  the  multiple  HPA  scenarios.  So  triggers  are  ran  operational,  the  curves  are  based  on  model  projection  (and 
the  tweaks  on  top  ie.,  originator,  vintage,  etc.) 

4.  cashflow  summed  up  based  on  the  CDO  structure  -  this  is  in  development  and  mannual  and  not  fully  scalable  the  last 
time  I  heard  it 

5.  CDO  cashflow  under  HPA  scenariosThat's  roughly  how  the  mortgage  side  go  about  it. 


From:  Brazil,  Alan 

Sent:  Monday,  May  07,  2007  1:08  PM 

To:  Wiesel,  Elisha 

Cc:  Raz,  Shlomi;  Turok,  Michael;  Primer,  Jeremy;  Huang,  Vivien 

Subject:  RE:  Timberwl.  Number  should  be  23%,I  am  assuming  a  50%  severity  of  the  single-a  cdo  that  has  a  writedown,  olf  analysis 


As  an  aside,  the  results  look  even  better  if  you  break  the  2006  production  home  equity  into  buckets 
based  on  fico.  Without  bucketing,  roughly  27%  of  the  underlying  ref  obis  going  all  the  way  down 
through  to  the  cdo  of  the  cdo  of  the  cdo,  ect,  are  homeequity  of  2006  or  later  production  based  on 
our  weighting  framework.  This  is  better  than  the  original  analysis,  which  had  that  number  at  34%. 
Even  better  is  that  only  14%  on  a  weighted  basis  of  the  ref  are  truly  subprime  (fico  625  and  lower). 
So,  defaulting  all  of  these  does  not  hit  the  a2  attachment  point. 

In  terms  of  telling  customers.  I  prefer  to  give  them  the  general  idea  of  the  trade.  Then  give  them 
the  excel  spread  sheet  with  our  info  on  ref  obs  and  let  them  draw  their  own  conclusions. 


From:  Wiesel,  Elisha 

Sent:  Monday,  May  07,  2007  12:53  PM 

To:  Brazil,  Alan 

Cc:  Raz,  Shlomi;  Turok,  Michael;  Primer,  Jeremy;  Huang,  Vivien 

Subject:  RE:  Timberwolf  analysis 


Thanks  Alan,  this  is  a  really  good  contribution  to  analysis  we're  doing  internally  as  well  regarding  the  pricing  of 
Timberwolf  and  our  structured  product  positions. 

A  couple  of  questions: 

1 )  Can  you  explain  how  you  got  to  24%  writedown  based  on  25/55  names  defaulting? 

2)  What  do  you  mean  when  you  say  that  oc  triggers  could  provide  added  support  beyond  excess  interest? 

3)  How.  did  you  come  up  with  4%  enhancement  at  the  Timberwolf  and  underlying  CDO  levels? 

The  trickiest  part  about  sharing  this  analysis  with  custies  is  that  it  shows  just  how  rudimentary  our  own 
understanding  of  these  positions  actually  is.  Are  other  dealers  running  cashflows  for  clients  on  this  type  of 
product?  (Including  Vivien  for  her  thoughts  on  what  Lehman  does). 
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From: 

Brazil,  Alan 

Sent: 

Friday,  May  04,  2007  12:06  PM 

To: 

Wiesel,  Elisha;  Raz,  Shlomi 

Subject: 

Timberwolf  analysis 

<<  File:  timberwolf  ana  2.xls  >> 

Here  is  a  spread  sheet  with  our  latest  info  on  timberwolf  plus  some  simple  analysis.  I  basically 
default  every  2006  vintage  subprime  regardless  of  rating,  and  assume  losses  of  50%  of  face.  I 
then  look  at  those  losses  verses  an  adjusted  cdo  credit  support  to  see  if  there  are  losses.  This 
brute  force  approach  defaults  25  of  the  55  names,  or  45%.  This  results  in  a  writedown  at  the 
timberwolf  level  of  24%.  Although  the  attachment  point  of  the  a2  is  20%,  the  effective 
attachment  is  higher,  again  using  another  4%  or  24%  of  ce  or  attachment  for  the  a2.  (BTW 
this  4%  only  reflects  the  value  of  the  excess  interest,  the  oc  triggers  would  also  give  added 
support). 

This  is  pretty  much  the  same  results  before.  Just  hitting  the  low  fico  2006  and  just  the  baal 
and  below  would  look  better.   Of  course  if  you  start  getting  complete  writedowns  of  2006, 
2005s  will  take  some  hits  as  well.  However,  I  think  assuming  all  2006  vintage  baal  and  below 
get  written  down  offsets  that  factor.  However,  this  framework  can  provide  some  rudimentary 
analysis  for  us  and  for  customers.  Once  we  send  them  the  spreadsheet  with  the  information 
they  can  do  this  them  selves. 
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From: 
Sent: 
To: 
Subject: 


Lehman,  David  A. 

Sunday,  July  08,  2007  7:05  PM 

Maltezos,  George  ( GSJBW ) 

Re:  Basis  conference  call  follow-ups 


Also,  when  u  talk  to  john/stuart,  it  wud  be  good  to  know  what  (if  anything)  they  r  getting 
away 


Redacted  by  the  Permanent 
Subeonnittee  on  Investigations 


David  A.  Lehman 

Goldman,  Sachs  &  Co. 

85  Broad  Street   |   New  York,  NY  10004 

Tel:  212-902-2927   |   Fax:  212-902-1691 

e-mail:  david.lehman@gs.com 


'■    1 

itions  I 


I   Mob:  917- 


Original  Message  

From:  Maltezos,  George  (  GSJBW  ) 

To:  Lehman,  David  A. 

Sent:  Sun  Jul  08  18:52:36  2007 

Subject:  RE:  Basis  conference  call  follow-ups 


thanks 


Original  Message 

From:  Lehman,  David  A.  [mailto:david.lehman@gs.com] 

Sent:  Monday,  9  July  2007  12:20  AM 

To:  Maltezos,  George 

Subject:  Fw:  Basis  conference  call  follow-ups 

I'm  going  to  elevate  to  Sparks,  legal  and  compliance  to  take  their  temp  on  what  we 
can/ cannot  provide 


David  A.  Lehman 

Goldman,  Sachs  &  Co. 

85  Broad  Street   |   New  York,  NY  10004 

Tel:  212-902-2927   |   Fax:  212-902-1691 

e-mail :  david . lehmanQgs . com 


I   Mob:  917- 


Original  Message  

From:  Stuart  Fowler  <sfowler@basiscap. com.au> 

To:  Maltezos,  George  (  GSJBW  );  John  Murphy  <jmurphy@basiscap. com. au>;  Peter  Dobson 

<pdobson@basiscap. com. au>;  Sahil  Sachdev  <ssachdev@basiscap . com. au> 

Cc:  Case,  Benjamin;  Egol,  Jonathan;  Lehman,  David  A. 
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Sent:  Sat  Jul  07  21:08:26  2007 

Subject:  Re:  Basis  conference  call  follow-ups 


George 

How  many  times  do  we  have  to  request  data  points  and  scenarios  by  email. 

These  were  read  out  to  us  on  the  call  and  it  was  agreed  that  GS  would  send  them  through. 

I  am  getting  weary  of  continually  hearing  about  transparency  and  yet  an  obvious  avoidance 
of  'putting  things  to  paper1. 


Stuart  Fowler 

Managing  Director 

Basis  Capital 

Disclaimer: 

This  message  is  subject  to  the  Disclaimer  on 

http: //www. basis cap. com. au/emaildiscl aimer . htm 

Original  Message  

From:  Maltezos,  George  <george .maltezos@gs jbw. com> 

To:  John  Murphy;  Peter  Dobson;  Stuart  Fowler;  Sahil  Sachdev 

Cc:  Case,  Benjamin  C  -  GS  <Benjamin.Case@gs . com>;  Egol,  Jonathan  M  -  GS 

<jonathan. egol@gs . com>;  Lehman,  David  A  -  GS  <david. lehman@gs . com> 

Sent:  Sun  Jul  08  00:39:13  2007 

Subject:  Re:  Basis  conference  call  follow-ups 

Hi  John, 

Thanks  for  your  notes. 

As  represented  on  the  call  on  thu  morning,  we  want  to  be  as  helpful  as  possible  here. 
However,  as  per  the  call,  the  trading  desk  does  not  necessarily  use  a  single  scenario  to 
determine  the  marks .  To  that  end,  I  would  recommend  doing  a  follow  up  call  to  go  through 
the  marking  methodology  for  the  remaining  securities  (and/or  go  over  the  securities 
discussed  on  thu  again) . 

Does  Monday  morning  SYD  time  work?   If  not,  pis  indicate  a  time  /  day  that  does. 


Thanks  and  kind  regards, 
George 


•  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


George  Maltezos 
Structured  Asset  Solutions 
Tel:   612  9320  1431 
Mob:'  61 

Original  Message  

From:  John  Murphy  <jmurphy@basiscap . com. au> 

To:  Maltezos,  George;  Peter  Dobson  <pdobson@basiscap. com.au>;  Stuart  Fowler 

<sfowler@basiscap. com. au>;  Sahil  Sachdev  <ssachdev@basiscap . com. au> 

Cc:  Case,  Benjamin  C  -  GS;  Egol,  Jonathan  M  -  GS;  Lehman,  David  A  -  GS 

Sent:  Fri  Jul  06  23:26:51  2007 
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Subject:  RE:  Basis  conference  call  follow-ups 
George 

Further  to  my  previous  email ....  can  you  double  check  with  your  guys  in  NY  that  they  are 
preparing  the  balance  of  the  information  requested. 

Regards 
John 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


John  Murphy 

Director  -  Funds  Management 

Direct:  02  -  8234  5514 
Mobile:  0418 

www. basis cap . com. au 

Disclaimer: 

The  information  contained  in  this  email  may  be  confidential  and/or  privileged.   If  you  are 
not  the  intended  recipient,  you  are  prohibited  from  using,  disclosing,  copying  or 
distributing  the  information  in  or  attachments  to  this  email  in  any  way.  Internet 
communications  are  not  secure  and  therefore  Basis  Capital  does  not  accept  legal 
responsibility  for  the  contents  of  this  message.   Although  Basis  Capital  operates  anti- 
virus programmes,  it  does  not  accept  responsibility  for  any  damage  whatsoever  that  is 
caused  by  viruses  being  passed. 


Original  Message 

From:  Maltezos,  George  [mailto:george.maltezos@gsjbw.com] 

Sent:  Friday,  6  July  2007  7:49  AM 

To:  Peter  Dobson;  Stuart  Fowler;  Sahil  Sachdev;  John  Murphy 

Cc:  Case,  Benjamin  C  -  GS;  Egol,  Jonathan  M  -  GS;  Lehman,  David  A  -  GS 

Subject:  Fw:  Basis  conference  call  follow-ups 

Pis  find  attached  some  analysis  prepared  by  the  trading  desk  following  the  call  yesterday. 

We  would  like  to  discuss  this  further  with  you  this  morning,  including  next  steps 
regarding  the  margin  call.  Does  8am  SYD  time  work? 

George 


George  Maltezos 
Structured  Asset  Solutions 
Tel:   612_  9320  1431 
Mob:  61 

Original  Message  

From:  Case,  Benjamin  <Benjamin.Case@gs . com> 

To:  Maltezos,  George 

Cc:  Lehman,  David  A  -  GS;  Egol,  Jonathan  M  -  GS  ... 

Sent:  Fri  Jul  06  07:38:15  2007 

Subject:  Basis  conference  call  follow-ups 

Attached  is  the  information  requested  by  Basis  on  our  call  last  night. 
«Materials  for  Basis. xls» 
«Materials  for  Basis.  xls» 
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From: 
Sent: 
To: 
Subject: 

Attachments: 


Bieber,  Matthew  G. 

Tuesday,  July  31 ,  2007  7:29  AM 

Lehman,  David  A. 

FW:  Requesting  Compliance  Approval 

ABX_TABX  Price  Movements.ppt;  Timberwolf  Report  Final  v3.xls 


This  is  what  we  plan  on  sending  across  -  in  addition  to  the  public  press  releases  from  bloomberg.  The  column  that  has 
marks/npv  is  being  removed. 


From:  Ganapathy,  Mahesh 

Sent:  Monday,  July  30,  2007  10:54  PM 

To:  Horvath,  Jordan 

Cc:  Bieber,  Matthew  G.;  Sharma,  Nityanand 

Subject:  Requesting  Compliance  Approval 


Jordan, 

Please  find  attached  Timberwolf  materials  we  were  intending  to  send  to  HunKuk  Life  Bank  in  response  to  their  request 
by  EOB  tomorrow.  Please  let  us  know  if  you  had  any  comments(  I  will  follow  up  with  you  tomorrow) . 


ABXJTABX  Price    Timberwolf  Report 
Movements.ppt        Final  v3.xls... 


Thanks, 


Mahesh  Ganapathy 

CDO  Structuring,Marketing  &  Principal  Investments 

Fixed  Income,Currency  and  Commodities  Division 

Goi.dn  sa;i,  Ssse&s  &  Cw. 

Ph:  212-902-6265 

Fax:212-256-6570 

mahesh.ganapathv(5)  es.com 
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From: 
Sent: 
To: 
Subject: 


Lehman,  David  A. 

Tuesday,  August  07,  2007  7:19  AM 

Lee,  Jay 

RE:  Tokyo  star 


And  we  should  be  clear  that  the  information  we  are  providing  is  not  our  pricing 
methodology  but  rather  some  thots  on  the  current  market 

Original  Message 

From:  Lee,  Jay 

Sent:  Tuesday,  August  07,  2007  7:17  AM 

To:  Ozawa,  Fumiko 

Cc:  Lehman,  David  A. ;  Chaudhary,  Omar;  Sugioka,  Hirotaka 

Subject:  RE:  Tokyo  star 

Ozawa-san, 

To  clarify,  we  understand  there  is  urgency  from  the  client's  end  to  see  something  in 
writing  by  this  Wednesday  morning,  and  we  are  working  to  provide  something. 

However,  under  no  circumstances  are  we  going  to  be  able  to  provide  materials  specific  to 
Timberwolf  and  Point  Pleasant,  or  even  use  the  word  "mark"  in  written  materials.   Instead, 
what  we  are  working  to  provide  is  an  introduction  to  some  of  the  frameworks  that  can  be 
used  to  analyze  different  types  of  CDO's.   Everything  will  be  described  in  general  terms, 
and  if  what  we  provide  is  too  vague  or  general,  the  medium  for  further  clarification  must 
be  oral,  not  written. 

Original  Message 

From:  Lehman,  David  A. 

Sent:  Tuesday,  August  07,  2007  7:51  PM 

To:  Ozawa,  Fumiko 

Cc:  Chaudhary,  Omar;  Lee,  Jay;  Sugioka,  Hirotaka 

Subject:  RE:  Tokyo  star 

Our  marking  policy  is  a  market  price  (bid  and/or  offer)  —  We  do  not  have  a  written 
methodology  for  pricing  and  we  should  tell  Tokyo  Star  as  much 

We  are  able  to  provide  context  to  our  prices  verbally,  including  any  CDO  trades  we  have 
done  (in  the  underlying  deals  or  the  CDOA2  itself  if  we  have  traded),  and  the  move  in  the 
underlying  portfolio  MTM,  etc 

Also  important  to  note  that  our  marks  are  actionable  bid  and  offer  prices  for  cash  (bid) 
or  cds  (offer)  whereas  it  is  not  clear  if  our  competitors  marks  are  indicative  of  the 
current  market  prices 

Is  there  a  reason  Tokyo  Star  wants  something  in  writing  vs  getting  on  the  phone  or 
discussing  verbally? 

Can  discuss  more  live 

Original  Message 

From:  Ozawa,  Fumiko 

Sent:  Tuesday,  August  07,  2007  5:37  AM 

To:  Lehman,  David  A. 

Subject:  Tokyo  star 

As  jay  has  asked  you  before,  we  really  appreciate  if  you  can  provide  us  some  explanatory 
script  about  mtm.  Thank  you  always  ! 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Mullen,  Donald 

Wednesday,  July  1 1 ,  2007  9:40  AM 

Lehman,  David  A.;  Sparks,  Daniel  L 

Swenson,  Michael 

Re:  CDO  Marks 


Please  notify  me  if  this  is  a  problem  to  execute  in  a  timely  manner 


.  Original  Message 

From:  Lehman,  David  A. 

To:  Sparks,  Daniel  L;-  Mullen,  Donald 

Cc:  Swenson,  Michael 

Sent:  Wed  Jul  11  09:22:34  2007 

Subject:  FW:  CDO  Marks 


From:        Lehman,  David  A. 
Sent:  Wednesday,  July  11,  2007  9:13  AM 
To:    ficc-ops-cdopricing;  ficc-tk-intlops-mtm 

Cc:    Saunders,  Tim;  Horvath,  Jordan;  Lin,  Shelly;  Ouderkirk,  Gerald;  Ha,  Philip; 
Swenson,  Michael;  ficc-mtgcorr-traders 
Subject:     CDO  Marks 

Given  the  current  market  environment,  we  would  like  our  bid  for  size  for  CDO 
valuations  to  be  MAX  $3mm  for  AAA  to  AA,  and  $lmm  for  A  and  below. 

No  valuations  should  go  out  with  a  bid  for  $10mm 

Call  me  with  any  questions 

Goldman,  Sachs  &  Co. 

85  Broad  Street   |   New  York,  NY  10004 

Tel:  212-902-2927   |   Fax:  212-493-9681   |   Mob:  917-< 

e-mail:  david.lehman@gs.com 

Goldman 
Sachs 
David  Lehman 
Fixed  Income,  Currency  &  Commodities 


•-  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Disclaimer: 

This  material  has  been  prepared  specifically  for  you  by  the  Goldman  Sachs  Fixed 
Income  Structured  Product  Group  (SPG)  Trading  Desk  and  is  not  the  product  of  Fixed  Income 
Research.  We  are  not  soliciting  any  action  based  upon  this  material.  Opinions  expressed 
are  our  present  opinions  only.   The  material  is  based  upon  public  information  which  we 
consider  reliable,  but  we  do  not  represent  that  it  is  accurate  or  complete,  and  it  should 
not  be  relied  upon  as  such.  Additionally,  the  material  is  based  on  certain  factors  and 
assumptions  as  the  SPG  Trading  Desk  may  in  its  absolute  discretion  have  considered 
appropriate.  There  can  be  no  assurance  that  these  factors  and  assumptions  are  accurate  or 
complete,  that  estimated  returns  or  projections  can  be  realized,  or  that  actual  returns  or 
results  will  not  be  materially  different  than  those  presented.  Certain  transactions, 
including  those  involving  ABS,  CMBS,  and  CDOs,  may  give  rise  to  substantial  risk  and  are 
not  suitable  for  all  investors.  The  SPG  Trading  Desk  may  have  accumulated  long  or  short 
positions  in,  and  buy  or  sell,  the  securities  that  are  the  basis  of  this  analysis.  The  SPG 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Bieber,  Matthew  G. 

Monday,  July  16,  2007  2:24  PM 

Lehman,  David  A.;  Case,  Benjamin 

Swenson,  Michael 

RE:  PTPLS  and  TWOLF 


Confirmed 

Original  Message 

From:  Lehman,  David  A. 

Sent:  Monday,  July  16,  2007  1:28  PM 

To:  Bieber,  Matthew  G.;  Case,  Benjamin 

Cc:  Swenson,  Michael 

Subject:  PTPLS  and  TWOLF 

Ben/Matt  -  We  need  to  create  an  "unwind"  spreadsheet  for  these  deals... one  where  we  can 
input  CDS  spds/prices  and  liability  prices  so  we  can  determine  if  unwinding  these  deals 
makes  sense 

GS  internal  desk  use  only 

Can  you  run  point?   Thk  Deva  has  worked  on  this  before,  maybe  him  w  Connie  and  Nitya? 

Pis  confirm 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


ins  I 


David  A.  Lehman 

Goldman,  Sachs  &  Co. 

85  Broad  Street   |   New  York,  NY  10004 

Tel:  212-902-2927   |   Fax:  212-902-1691   I   Mob:  917- 

e-mail:  david.lehman@gs.com 
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From: 

Sent: 

To: 

Cc: 

Subject: 

Attachments: 


Lehman,  David  A. 

Tuesday,  July  17,  2007  10:27  PM 

Sparks,  Daniel  L 

Swenson,  Michael 

FW:  Timberwolf  Analysis 

TWOLF  Analysis  Sheet  2007-07-16.xls 


\M 


TWOLF  Analysis 
Sheet  2007-07-1.. 


Work-in-progress  on  TWOLF  unwind  sheet 


Egol,  Jonathan 


Original  Message 

From:  Mishra,  Deva  R. 

Sent:  Tuesday,  July  17,  2007  7:20  PM 

To:  Lehman,  David  A. ;  Case,  Benjamin;  Bieber,  Matthew  G. 

Cc:  Swenson,  Michael;  Creed,  Christopher  J 

Subject:  Timberwolf  Analysis 

Attached  is  an  updated  version  of  the  call  analysis.  I  approximated  the  upfront  on  the 
assets  using  the  spread  information  in  TAP.  Let  me  know  if  you  have  any  comments/changes. 
Will  discuss  with  team  tomorrow. 
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Total  UabOrSes: 
Fees  to  Unwind 
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Premium      Amount  GS  Long      GS  Mark 
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0.90% 
1.40% 
4.00% 
10.00% 


9,000.000 
8,300.000 


200.000.000 
100.000.000 


149.000,000 
98,600.000 


99.60%  : 

99.50%  : 

0.00%  : 

88.00%  ; 

8X00%  i 

000%  : 

55.00%  : 

45.00%  ; 
0.00% 
0.00% 
0.00% 


Notfonaf 

Approx  Dtny  BID  Price 

100.00% 

100.00% 

100.000,000 

90.00% 

88,00% 

'   82.00% 

100.000.000 

76.00% 

156.000.000 

55.00% 

8,500.000 

45.00% 

36,000,000 

40.00% 

30.000.000 

30.00% 

22,000.000 

20.00% 

Asset  Proceeds 

Ltabmtv  Proceeds 

ARB  Calculator  (ercfcxfire)  GS  Shorts): 

637,427,883 

683.913.500                0 

GS  teffrartaTJon  Payments  on  Shorts 

(140,904.7521 

tnckjde  GS  Tenrartabon  Payments  (YES/NO) 

YES 

Iriflger.                                                                             

-HOLD  OFF  •- 

GS  MBS-E-010857644 
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timmEii 

23810VAH5 

DVSO2006-6AC 

15.000.000 

UM% 

240% 

{3.7873001  Bear 

HGSPCDO 

SDB881 528818 

1318S8AF8 

CAMBR7AC 

20500,000 

Z9jm 

635% 

{5360.000)  Goldman  Sachs 

ME2ZSPCDO 

SOB961648426 

12776YAD4 

CRNMZ2006-1A5 

15X00,000 

M36% 

5.20% 

(55B7300)  Mcraan  Sank* 

MEZZSPCDO 

SDB981648417 

238156AD4 

DVSO200S-SAC 

15.000.000 

3945% 

1.46% 

(5.917300)  Bear  Slams 

HGSPCDO 

S0BS601 68366 

078451AD3 

BLHV2005-1AC 

15XO0.C0Q 

33.76% 

130% 

(5362300)  GcUrmn  Sachs 

HG  SP  CD© 

S0B960411471 

S2437XAD0 

SHERW2D05-2AC 

20.000.000 

31.00% 

1.65% 

(7,600X00)  GoUman  Sachs 

HG  SP  COO 

SDBS61 363907 

3S22X0ACS 

GSCSF  200B-1A  B 

20,000,000 

4640% 

2X6% 

(9500,000)  Goldman  Sachs 

HGSPCDO 

SDB961 49S291 

007O22ADB 

ADROC  2005-2A  C 

20,000,000 

1646% 

1.75% 

(3550.000)  Mornan  Stantov 

HG  SP  CDO 

SDBS813S3942 

38521 PAE4 

GRAND  2005-1  AC 

20.0OO.C3OO 

turn. 

1.75% 

(2300X00)  Morgan  Stantov 

HGSPCDO 

£08361363961 

28441 NAD3 

DUKEF  2006-10*.  A3 

15X00,000 

4430% 

1.41% 

(6,630X00)  Sank  America  Sec 

MEZZSPCDO 

S0B9801 35369 

7226MAO0 

PINEU2005-AC 

10,000,000 

J84S% 

1.46% 

(3,866X00)  Bank  America  Sac 

MEZZSPCDO 

SDB6601 35401 

768277A07 

RIVER  2005-1  AC 

10,000.000 

3»3*% 

1.40% 

(3325.000)  Bank  America  Sec 

MEZZSPCDO 

SDB9601 35402 

B2S34SAE0 

VERT  2006-1 A  A3 

15300XO0 

46.70% 

1.41% 

(7XO5.000)  Bank  America  Sac 

MEZZSPCDO 

SDB9601 35403 

06861 KACO 

BFCSL  2006-1  AD 

7300,000 

•1.76% 

1.40% 

(4.631559)  Bardava  Cental 

MEZZSPCDO 

SDB9801 90221 

142146AE9 

CACDO  2006-1A  CI 

5X100.000 

1740% 

1.77% 

(2370.000)  Bear 

MEZZSPCDO 

SD89809S8568 

3622X4AH6 

GSCSF  2006-2A  D 

15XO3.000 

6640% 

135% 

(9.800,000)  Baar  Steams 

MEZZSPCDO 

SDB9S01 46558 

1S1B9LAD1 

CAMBR5AB 

15,000X00 

3746% 

1.43% 

(5.677300)  Beer  Steams 

MEZZSPCDO 

SD8S8015412B 

362470ACO 

GSCSF  ZC05-1A  A3 

10X00,000 

38.76% 

2.10% 

(3,575,000)  Cradl  Suisse 

MEZZSPCDO 

S08881 567094 

B7337UAD6 

TABS2005-4AD 

10,000,000 

44.80% 

1.45% 

(4,400.000)  CSFB 

MEZZSPCDO 

SDB6801 67378 

4842SXAEB 

ICM2006-3AC 

10.000XO0 

69.00% 

1.45% 

(5300XO0)  CSFB 

MEZZSPCDO 

SDB9801 88510 

362479A09 

GSCSF  2006-4A  A3 

10XO0.000 

•640% 

1.75% 

(6300.000)  CSFB 

MEZZSPCDO 

SDB9806672S6 

006369ACS 

ADMSO  2006-1A  C 

20XO0.000 

64.00% 

2.45% 

(10.BOO.000)  CSFB 

MEZZSPCDO 

SDB881 388127 

4642BXAE8 

ICM2006-3AC 

10.000,000 

6640% 

2.17% 

(S340XO0)  CSFB 

MEZZSPCDO 

509081016031 

382479AD9 

GSCSF  2006-4A  A3 

5,000,000 

mo% 

255% 

(3.125X00)  CSFB 

MEZZSPCDO 

SDB9S101622O 

12777CAE9 

CRNMZ  2Q06-2A  C 

7.000.000 

66JS% 

138% 

(3309,500)  CSFB 

MEZZSPCDO 

SDB980S23304 

B9054BAE3 

TOPG  2006-2A  B 

5,000.000 

5240% 

1.75% 

(2325.000)  CSFB 

MEZZSPCDO 

SDB980666004 

690S48AE3 

TOPG  2006-2A  B 

5,000,000 

6140% 

146% 

(2375300)  CSFB 

MEZZSPCDO 

SDB961 507484 

B3743UU0 

SCF6AC 

9.655362 

46.20% 

1.71% 

(4.454.579)  Deutsche  Bank 

MEZZSPCDO 

S0BS6O412232 

06565MAO9 

SMSTR  2005-1 A  B 

10,000.000 

36.76% 

133% 

(3375,000)  Goldman  Sachs 

MEZZSPCDO 

SDB201 3046833 

89643PAD2 

TRNTY2005-1AB 

10XO0.000 

3440% 

1.35% 

(3.450,000)  Goldman  Sachs 

MEZZSPCDO 

SD8201 3046634 

00082NAEO 

ACABS  2005-2*  A3 

4,560,127 

19.16% 

1.42% 

(1.785590)  Goldman  Sachs 

MEZZSPCDO 

SO  B9601 35385 

26441NA03 

OUKEF2006-10AA3 

5.000,000 

4430% 

1.41% 

(2510.000)  Goldman  Sachs 

MEZZSPCDO 

SDB68013S386 

36866BAE0 

GEMST2005-4AC 

5,000.000 

47.10% 

133% 

(2355,000)  Goldman  Sachs 

MEZZ  SP  CDO 

SDB9801 35389 

7B8277AD7 

RIVER  2005-1A  C 

5,000X00 

39.26% 

140% 

(1362300)  GoUman  Sachs 

MEZZSPCDO 

SDB8801 35391 

B5233TAOB 

STAK2006-1A5 

5,000X00 

6636% 

1.60% 

(3.412300)  GoUman  Sachs 

MEZZSPCDO 

S0B9801 35392 

925345AE0 

VERT  2006-1A  A3 

5.000.000 

46.70% 

1.41% 

(2335,000)  Goldman  Sachs 

MEZZSPCDO 

SDB880135393 

00062NAED 

ACABS  2005-2A  A3 

13,680.381 

39.16% 

1.42% 

(5.355369)  Goldman  Sachs 

MEZZ  SP  CDO 

SDBS801 35404 

64069PAJ7 

NEPTN  2006-3A  B 

15X00,000 

65.76% 

1.35% 

(8382.500)  GoUman  Sachs 

MEZZSPCDO 

SDB9801 37924 

3622X4AH8 

GSCSF  2006-2A  D 

SXO0.000 

6«iW% 

135% 

(3300.000)  Goldman  Sachs 

MEZZSPCDO 

SDB9801 46600 

347188AC5 

FTDRB  2005-1 A  A3L 

15.000,000 

3940% 

135% 

(S.775.000)  Goldmen  Sachs 

MEZZ  SP  CDO 

SDB880411735 

45426RAE8 

ICM200S-2AC 

15,000.000 

3746% 

148% 

(5.677,500)  Goldman  Sachs 

MEZZSPCDO 

SD898O411606 

B3743LAX 

SCF6AC 

4527.631 

4640% 

1.71% 

(25275B9)  GcUman  Sachs 

MEZZSPCDO 

SDB96O41200O 

925338AD7 

VERT  2006-2A  A3 

5,000.000 

60.65% 

1.62% 

(3,032300)  Goldman  Sachs 

MEZZSPCDO 

SOBS80412390 

00062WAD2 

ACABS  2006-1 A  A3L 

4.964,902 

6740% 

2.23% 

(2,871303)  Goldman  Sachs 

MEZZ  SP  CDO 

SDB981015918 

06861  KACO 

BFCSL  2006-1  AD 

5,000,000 

6«J6% 

2.36% 

(2347.500)  GcUman  Sachs 

MEZZSPCDO 

SDB981015922 

12777CAEB 

CRNMZ2006-2AC 

10.000XO0 

62J0% 

2.21% 

(5570.000)  GoUman  Sachs 

MEZZSPCDO 

SOB881 015626 

34057YAE7 

FORTS  2006-2A  C 

20,000.000 

6740% 

257% 

(11.480.000)  Goldman  Sachs 

MEZZ  SP  CDO 

SDB661 015861 

362479AD9 

GSCSF  2006-4A  A3 

5,000,000 

6240% 

2.25% 

(3,125,000)  Goldman  Sachs 

MEZZ  SP  CDO 

SDBS81016016 

45377MAL5 

INDE77AD 

5.000.000 

66.75% 

2.40% 

(2.837300)  GoUman  Sachs 

MEZZSPCDO 

SDB881016126 

543175AJ2 

LSTRT  2006-1  AD 

5.000,000 

60.00% 

2.25% 

(2300.000)  Goldman  Sachs 

MEZZSPCDO 

SDB981016169 

87337UAD6 

TABS2005-4AD 

5.000,000 

19.96% 

2.27% 

(1,695.000)  Goldman  Sachs 

MEZZ  SP  CDO 

SDB981016217 

S53129AD9 

MKP6AC 

10,000.000 

41.00% 

2.15% 

(4,600,000)  GoUman  Sachs 

MEZZSPCDO 

SDB681 485272 

B2442VA07 

SHERW2006JAA3 

10,000.000 

61.00% 

230% 

(6.100XO0)  GoUman  Sachs 

MEZZSPCDO 

6DBS81485285 

74732AA09 

PYXIS  2006-1AC 

10,000,000 

6140% 

2.45% 

(5.1 50XO0)  GoUman  Sachs 

MEZZSPCDO 

SOBS81495289 

S7B325AD4 

MAYF  2006-1 A  A3L 

10.000X100 

6040% 

275% 

(6,000,000)  Goldman  Sachs 

MEZZ  SP  CDO 

SDB981 507369 

S9643PA02 

TRNTY2005-1AB 

10.000,000 

33J»% 

1.65% 

(3.300300)  GoUman  Sachs 

MEZZSPCDO 

SDB981 507425 

67337UA06 

TABS2005-4AD 

5.000.000 

39.90% 

257% 

(1.985,000)  Lehman 

MEZZSPCDO 

SD8381 018225 

722664AM 

PINEM  2005-A  C 

10XO0.000 

39.90% 

1.47% 

(3380,000)  Lehman 

MEZZSPCDO 

SDB9801 35398 

00062WAD2 

ACABS  2006-1 A  A3L 

14554,705 

57.60% 

253% 

(8.613510)  Lehman 

MEZZ  SP  CDO 

808961016218 

145146AE8 

CACDO  2006-1A  CI 

15.000.000 

6446% 

2.32% 

(8.167300)  Lehman 

MEZZSPCDO 

SDBS8101S2ie 

45377MALS 

INDE7  7A  0 

15XO0.000 

66.76% 

2.40% 

(8.512.500)  Lehman 

MEZZSPCDO 

SDBS81018222 

543175AJ2 

LSTRT  2006-1  AD 

15,000.000 

5030% 

255% 

(7300.000)  Lehman 

MEZZSPCDO 

SDB981016223 

2S454XAD7 

DGCDO  2006-2A  C 

20,000.000 

66.26% 

250% 

(11.050,000)  Lehman 

MEZZSPCDO 

SD8961364105 

157197  ACS 

CETUS  2006-1 A  B 

20,000.000 

66.76% 

2.40% 

(11350300)  Lehman 

MEZZSPCDO 

S0B981380S38 

15719MAC5 

CETUS  2006-2A  B 

20,000,000 

6346% 

£46% 

(10,760X00)  Lehman 

MEZZSPCDO 

SD8981391007 

37638NAD3 

GLCR2006-4AC 

9.636.305 

4146% 

1.90% 

(4,893.630)  Lehman 

MEZZ  SP  CDO 

SOB981 503861 

06861  KACO 

BFCSL  2006-1  AD 

7^00,000 

6646% 

2.36% 

(45715S0)  Merrfl 

MEZZSPCDO 

S0B981016229 

553129AD9 

MKP6AC 

10XO0.000 

4940% 

2.15% 

(4.B00XO0)  Monjan  Stanley 

MEZZ  SP  COO 

SDB981 497488 

B2442VA07 

SHERW2006-3AA3 

10.000.000 

6140% 

2.30% 

(6.100.000)  Mornan  Stanley 

MEZZ  SP  CDO 

■     SDBS81 497489 

74732AAD9 

PYXIS  2006-1AC 

10.000.000 

6140% 

2.45% 

(5.150.000)  Morqan  Stanley 

MEZZSPCDO 

SDB881 497564 

0S53SUAO2 

BFCGE2006-1AA3L 

9526.1  BO 

3640% 

5.45% 

(3.623.048)  Morgan  Stantov 

MEZZSPCDO 

SDB961 648424 

.      6S233TAOa 

STAK20OB-1A5 

15,000.000 

69.25% 

1.60% 

(10537300)  Moroan  Stantov 

MEZZSPCDO 

SD88801 35394 

85234AA01 

STAK2006-2AS 

20,000,000 

66.76% 

2.15% 

(11350,000)  Moroan  Stantov 

MEZZSPCDO 

SDB861384018 

64069PAJ7 

NEPTN  200S-3A  B 

5.000.000 

6240% 

2.00% 

(2.625,000)  Mornan  Stantov 

MEZZSPCDO 

S0B981 364018 

OSS39MAD2 

BFCGE  2006-1 A  A3L 

9526,160 

6446% 

1.90% 

(5364,942)  Morgan  Stantov 

MEZZSPCDO 

SOB981 364019 

S78325AD4 

MAYF2Q06-1AA3L 

10.000.000 

69.76% 

230% 

(5,875,000)  Moroan  Stantov 

MEZZSPCDO 

SOB981 369193 

615120AE2 

MNTRS  2006-1  AC 

10.000.000 

5146% 

2.00% 

(5.125.000)  Morgan  Stantov 

MEZZ  SP  CDO 

SDB981383147 

615120AE2 

MNTRS  2006-1A  C 

10X00X00 

6146% 

2.00% 

(5.125.000)  Moraan  Stantov 

MEZZSPCDO 

SDB981 383198 

92S338A07 

VERT2006-2AA3 

5.000XO0 

40.26% 

5.70% 

(2.012300)  Moraan  Stantov 

MEZZSPCDO 

SDB861 848420 

92S34FAD0 

VRGO  2006-lA  A3 

15XO0.000 

6446% 

1.40% 

(9.637.500)  Other 

MEZZSPCDO 

SDB9801 68415 

36B6B8AE0 

GEMST  2005-4A  C 

15.000.000 

47.10% 

1.33% 

(7365300)  RBSGC 

MEZZSPCDO 

SDB8601 35385 

6S063XAE6 

TOPG2005-1AB 

15.000.000 

4440% 

135% 

(6.675.000)  RSC 

MEZZ  SP  CDO 

SDB9601 35682 

362470ACO 

GSCSF  2005-1A  A3 

10.000,000 

3846% 

138% 

(3335.000)  Wachovia 

MEZZSPCDO 

SDB86D411775 

92S338AD7 

VERT2006-2AA3 

10,000.000 

80.66% 

1.62% 

(6.065.000)  Wachovia 
5.000.000 

MEZZSPCDO 

SD8880412297 

msfflBM&m  m 

CuiTentFae«3Tv 

;MW-Marker±y 

69Q54BAE3 

TOPG  2006-2A  B 

10.000XO0 

6040% 

87337WA02 

TABS20063AA3 

20.000,000 

604«% 

10.000XO0 

539S9PAD6 

LOCK  2006-lA  C 

12.000XO0 

60.00% 

6.000300 

J2777CAE9 

CRNMZ  2006-2A  C 

3XO0XO0 

60.00% 

1.500,000 

0C2S61AE6 

ABAC  2006-HG1A  D 

6,000.000 

6040% 

4.500.000 

002561  ADO 

ABAC  2006-HG1A  C 

6300.000 

50X10% 

3.000.000 

48426XAE6 

ICM2006-3AC 

10X00.000 

60.00% 

S.000.000 
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1 4454AAB5  CARR  2006-FRE2  A2 

23245CAC4  CWL  2007-1  2A2 

35729QAC2  FHLT  2006-B  2A2 

35729VAB3  FHLT  2006-D  2A1 

3622ELAA4  GSAA  2006-1 8  AV1 

55275TAC2  MABS  2007-WMC1  A3 

59022QAD4  MLMI  2006-HE5  A2C 

6 1 750FAE0  MSAC  2006-HE6  A2C 

617463AC8  MSIX  2006-2  A3 

643529AA8  NCAMT  2006-ALT2  AV1 

3622EAAX8  GSAA  2007-3  1 A1 B 

3622EAAD2  GSAA  2007-3  2A1 B 

1 2668YAA1  CWL  2006-S1 0  A1 

40051CAA5  GSAA2006-S1  1A1 

66988RAC1  NHEL  2006-6  A2B 

126673MY5  CWHEL  2004-Q  2A 

144531AY6  CARR  2005-NC1  A1C1 

362334QF4  GSRPM  2006-1  A2 

761 10WF35  RASC  2004-KS9  AII4 

46626LEJ5  JPMAC  2005-OPT2  A3 

36234 1 L49  GSAMP  2005-WMC3  A2B 

362439AD3  GSAMP  2006-HE4  A2C 

04544NAD6  ABSHE  2006-HE6  A4 

71085PBX0  PCHLT  2005-2  A3 

1248MKAB1  CBASS  2007-SL1A  A2 

86362YAC0  SASC  2007-BC2  A3 

691 21 PBT9  OWNIT  2005-5  A2B 

61749NAC1  MSAC  2006-HE5  A2B 

64352VNW7  NCHET  2005-C  A2B 

31659XAA4  FMIC  2006-S1  A 

07400YAA4  BSMF  2006-SL2  A1 

78577RAA7  SACO  2006-9  A1 

761 1 3ABH3  RASC  2006-KS3  AI3 

1 4453MAB0  CARR  2006-NC4  A2 

64352VLG4  NCHET  2005-3  A2C 

1 44531 DL1  CARR  2005-NC5  A2 

1 44531 CV0  CARR  2005-NC3  A1 C 

1 2668TAB0  CWL  2007-BC 1  2A1 

34957YAA5  FORTS  2006-2A  S 

44386QAA2  HUDMZ  2006-2A  S 

1 44528AC0  CARR  2006-NC3  A3 

12668UAE1  CWL  2007-3  2A1 

1 2668UAF8  CWL  2007-3  2A2 

1 2668UAG6  CWL  2007-3  2A3 

3622EBAA6  GSAA  2007-4  A1 

3622EBAB4  GSAA  2007-4  A2 

452570AA2  IMSA  2007-2  1 A1 A 

52521 MAB8  LEHMAN  ABS  MTG  LN  TR  2007-1 


12,754,000 

97.00% 

11,000,000 

97.00% 

3,031,462 

97.00% 

12,612,256 

97.00% 

14,164,638 

97.00% 

26,850,000 

97.00% 

22,000,000 

97.00% 

15,000,000 

97.00% 

11,470,000 

97.00% 

11,351,132 

97.00% 

14,298,278 

97.00% 

5,705,204 

97.00% 

4,194,315 

97.00% 

18,127,171 

97.00% 

5,550,000 

97.00% 

10,383,695 

97.00% 

1,813,949 

97.00% 

1,284,943 

97.00% 

2,445,712 

97.00% 

1,000,000 

97.00% 

1,000,000 

97.00% 

5,368,000 

97.00% 

1,000,000 

97.00% 

6,322,000 

97.00% 

36,881,539 

97.00% 

26,814,000 

97.00% 

31,727,500 

97.00% 

32,000,000 

97.00% 

32,000,000 

97.00% 

42,889,865 

97.00% 

18,234,323 

97.00% 

28,918,202 

97.00% 

10,000,000 

97.00% 

20,000,000 

97.00% 

11,570,000 

97.00% 

46,313,106 

97.00% 

29,719,775 

97.00% 

14,391,428 

97.00% 

6,768,562 

97.00% 

4,300,000 

97.00% 

20,000,000 

97.00% 

45,211,070 

97.00% 

18,000,000 

97.00% 

17,000,000 

97.00% 

75,850,948 

97.00% 

45,788,000 

97.00% 

77,778,941 

97.00% 

20,000,000 

97.00% 

12,371,380 

10,670,000 

2,940,518 

12,233,888 

13,739,699 

26,044,500 

21,340,000 

14,550,000 

11,125,900 

11,010,598 

13,869,330 

5,534,048 

4,068,485 

17,583,356 

5,383,500 

10,072,185 

1,759,530 

1,246,394 

2,372,341 

970,000 

970,000 

5,206,960 

970,000 

6,132,340 

35,775,093 

26,009,580 

30,775,675 

31,040,000 

31,040,000 

41,603,169 

17,687,293 

28,050,656 

9,700,000 

19,400,000 

11,222,900 

44,923,713 

28,828,182 

13,959,685 

6,565,505 

4,171,000 

19,400,000 

43,854,738 

17,460,000 

16,490,000 

73,575,420 

44,414,360 

75,445,573 

19,400,000 
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From: 
Sent: 
To: 
Subject: 


Tourre,  Fabrice 

Thursday,  April  05,  2007  9:06  AM 

Maltezos,  George  (  GSJBW  );  Carrett,  Paul  (  GSJBW  );  Rolleston,  Jeremy  (  GSJBW  ) 

RE:  ABACUS  07-AC1 


Georges,  Paul,  Jeremy,  any  thoughts  on  this  ?  We  can  swap  into  AUD  if  needed.  Please  let  me  know  if  you  have 
accounts  we  can  show  this  to,  thanks 


From:  Tourre,  Fabrice 

Sent:  Monday,  April  02,  2007  10:27  AM 

To:  Maltezos,  George  (  GSJBW );  Carrett,  Paul  (  GSJBW );  Rolleston,  Jeremy  (  GSJBW  ) 

Cc:  ficc-mtgcorr-desk 

Subject:  ABACUS  07-AC1 


Gentlemen,  we  are  getting  good  traction  on  the  ABACUS  2007-AC1  transaction,  the  $2bn  notional  mezz  ABS  CDO 
transaction  with  a  portfolio  consisting  of  100%  Baa2  rated  RMBS  bonds  selected  by  ACA.  We  have  gotten  orders  for 
approx  $200mm  of  mezz  AAA  CLNs  and  expect  to  price  a  first  tap  of  this  transaction  early  next  week.  This  transaction 
should  be  a  good  product  to  show  your  customers,  to  the  extent  they  are  not  participating  in  Anderson  Mezz,  Timberwolfe 
or  Point  Pleasant.  I  have  attached  below  some  key  selling  points  for  this  trade,  as  well  as  price  thoughts  below: 

Supersenior  tranche  (45-100  tranche,  funded  or  unfunded):  45bps 
Aaa/AAA  (35-45  tranche,  funded  or  unfunded):  L+85bps 
Aaa/AAA  (21-35  tranche,  funded  or  unfunded):  L+1 10bps 
Aa2/AA  (18-21  tranche,  funded  or  unfunded):  L+1 75bps 
Aa3/AA-  (1 3-1 8  tranche,  funded  or  unfunded):  L+225bps 
A2/A  (10-13  tranche,  funded  or  unfunded):  L+500bps 

Below  are  some  key  marketing  points  for  the  trade.  Let's  discuss  what  customer  we  can  show  this  transaction  to,  thanks. 

*** INTERNAL  ONLY*** 

ABACUS  2007-AC1  -  2bn  synthetic  RMBS  CDO 

OVERVIEW 

•  Static  portfolio  consisting  entirely  of  "Baa2"-rated  midprime/subprime  RMBS  selected 
by  ACA 

•  ACA  is  one  of  the  largest  and  most  experienced  CDO  managers  in  the  world  (see  Overview 
of  ACA  below) 

•  Goldman's  market-leading  ABACUS  program  currently  has  $5.1bn  in  outstanding  CLNs  with 
strong  secondary  trading  desk  support 

RELATIVE  VALUE 

•  Reference  Portfolio  more  conservative  (360  WARF)  than  traditional  mezz  ABS  CDOs 

(450-500  WARF) 

•  Capital  Structure  less  aggressive  than  traditional  mezz  ABS  CDOs  (see  comp  below) 

•  Attractive  spreads  relative  to  ABS  CDOs  currently  in  the  market  (see  comps  below) 

PORTFOLIO 

•  Granular  portfolio  of  90  equally-sized  reference  obligations  selected  by  ACA 

•  Static  reference  portfolio  fully-identified,  with  no  reinvestment,  removals, 
substitutions  or  discretionary  trading 

•  100%  Baa2  Moody' s-rated  subprime/midprime  (360  Moody's  WARF) 

•  Diversified  across  30  shelves  and  24  servicers 

•  Portfolio  attached  below 


«  File:  Portfolio  Information  20070328.xls 
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STRUCTURE 

•  Tranches  offered  across  the  entire  capital  structure 

•  No  IC/OC  tests:  ABACUS  notes  will  be  uncapped  and  non-deferrable 

•  Sequential  Principal  Paydown  Sequence:  no  subordination  is  leaked  to  residual  tranches 
under  any  circumstance 

•  No  upfront  structuring  fees 

•  Investors  will  not  bear  WAC  and/or  available  funds  cap  risk 

•  Projected  4-  to  5-  year  tranche  WALs  at  the  reference  portfolio  pricing  speed 

•  Tranches  available  in  unfunded  CDS  format  as  well  as  in  CLN  format  (in  all  major 
currencies) 

•  Termsheet  attached  below 

<<  File:  ABACUS  2007-AC1  Preliminary  Term  Sheet  20070326.pdf  >> 

OVERVIEW  OF  ACA  MANAGEMENT  LLC 

•  One  of  the  largest  CDO  managers  in  the  world 

•  Currently  manages  approximately  $16bn  in  collateral  assets  across  22  CDOs 

•  No  rated  notes  in  any  ACA's  CDOs  have  ever  been  downgraded 

•  ACA  team  consists  of  30  dedicated  credit  and  portfolio  management  professionals  with 
on  average  13  years  of  relevant  experience 

•  Portfolio  Selection  Fee  structure  aligns  manager's  incentive  with  investors' 

COMPs : 


ABACUS 

2007-AC1 

TABS  2007-7 

Alpha  Mezz  CDO 

Draco  2007-1 

Pricing  Date 

Feb-07 

Feb-07 

Jan-07 

Portfolio  Advisor 

ACA 

Tricadia 

Countrywide 

Declaration 

Underlying  Portfolio 

WARF: 

3  60 

450 

525 

450 

Lowest  Moody's: 

Baa2 

Ba2 

Ba2 

%  NIG: 

0% 

5% 

5% 

0% 

%  ABS  CDOs: 

0% 

22% 

15% 

3% 

%  RMBS: 

100% 

78% 

85% 

97% 

Reinvestment  Period: 

N/A 

4  years 

4  years. 

5  years 

Principal  Repayments: 

Sequent 

ial 

Mod  Pro-Rata 

Mod  Pro-Rata 

Mod  Pro-Rata 

Interest  Shorfalls: 

N/A 

Fixed  Cap 

Fixed  Cap 

Fixed  Cap  . 

Capital  Structure 

Aaa/AAA  C/E: 

21.0% 

25.7% 

21.0% 

23.4% 

Aa2/AA  C/E: 

18.0% 

15.0% 

15.0% 

17.4% 

Aa3/AA-  C/E: 

13.0% 

14.0% 

A2/A  C/E: 

10.0% 

11.9% 

9.4% 

11.2% 

Pricing 

Aaa/AAA  Pricing: 

L+[   ] 

L+55 

L+44 

L+48 

Aa2/AA  Pricing: 

L+[   ] 

L+65 

L+55 

L+58 

Aa3/AA-  Pricing: 

L+[   ] 

L+62 

A2/A  Pricing: 

L+[   ] 

L+275 

L+160 

L+225 

Expected  Timing: 

Price  Guidance  &  Red 


w/o  March  5,  2007 


Disclaimer: 

This  memorandum  is  solely  for  internal  use  in  the  offices  of  Goldman,  Sachs,  and  copies  of  this  memorandum  or  any  portion  thereof 
may  not  be  made  available  to  customers  or  otherwise  distributed  outside  the  offices  of  Goldman,  Sachs.  If  applicable,  the  information 
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From 
Sent: 
To: 
Subject 


Steffelin,  Edward  [esteffelin@gsc.com] 

Tuesday,  February  27,  2007  9:33  AM 

Ostrem,  Peter  L 

FW:  ABACUS  2007-AC1 ,  Ltd.  -  New  Issue  Announcement  (144a/RegS) 


Attachments:  Portfolio  Information  20070215  (6).xls;  ABACUS  2007-AC1  Preliminary  Term  Sheet20070226.pdf; 
ABACUS  2007-AC1  Flipbook  20070226.pdf 


I  do  not  have  to  say  how  bad  it  is  that  you  guys  are  pushing  this  thing. 


Ed  Steffelin 
212-884-6190 
GSC  Partners 

This  email  is  intended  only  for  the  person  or  entity  to  which  it  is  addressed  and  may  contain  information  that  is  privileged 
confidential  or  otherwise  protected  from  disclosure.  Dissemination,  distribution  or  copying  of  this  message  or  the  information 
con  ained  herein  by  anyone  other  than  the  intended  recipient  is  prohibited.  This  email  is  intended  or  informational  purposes  only  and 
is  not  a  soUcitotion!  offer  or  recommendation  regarding  the  purchase  or  sale  of  securities  or  related  fmancal  instruments.  If  you  have 
received  this  message  in  error,  please  notify  the  sender  by  reply  email  and  delete  this  message.  Thank  you. 


From:  Willing,  Curtis  [mailto:curtis.willing@gs.com] 

Sent:  Tuesday,  February  27,  2007  9:22  AM 

Subject:  ABACUS  2007-AC1,  Ltd.  -  New  Issue  Announcement  (144a/RegS) 


ABACUS    2007-AC1,    Ltd.    —   New   Issue  Announcement    (144a/RegS) (external) 
Sole   Bookrunner    &    Lead  Manager:    Goldman,    Sachs    &    Co. 
Portfolio   Selection  Agent:    ACA  Management,    LLC 
$2    OBn   Structured  Product    Synthetic  Resecuritization 
(Portfolio   of    90   Mdys   Baa2    rated  midprime   and   subprime   RMBS   Reference   Obligations) 


Tranche 

Mdys/S&P 

Size (mm) 

WAL(y) 

%CapStr 

%Subord 

Guidance 

SS 

N/A 

[1,100.00] 

[3.9] 

[55.00%] 

[45.00%] 

Call  Desk 

A 

[Aaa/AAA] 

[480.00] 

[4.4] 

[24.00%] 

[21.00%] 

lmL+TBD 

B 

[Aa2/AA] 

[60.00] 

[4.6] 

[3.00%] 

[18.00%] 

lmL+TBD 

C 

[Aa3/AA-] 

[100.00] 

[4.7] 

[5.00%] 

[13.00%] 

lmL+TBD 

D 

[A2/A] 

[60.00] 

[4.9] 

[3.00%] 

[10.00%] 

lmL+TBD 

First  Loss 

[NR/NR] 

[200.00] 

N/A 

[10.00%] 

[0.00%] 

Call  Desk 

Attached  - 

Termsheet, 

Debt  Marketing  Book, 

Initial 

Reference 

Portfolio 

«Portfolio  Information  20070215  (6).xls»  «ABACUS  2007-AC1  Preliminary  Term  Sheet  20070226.pdf» 
«ABACUS  2007-AC1  Flipbook  20070226.pdf» 


Expected  Timing: 
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Preliminary  OC  -  w/o  March  5th 
Price  Guidance  - w/o  March  5th 
Pricing  -  w/o  March  26th 

GS  Structured  Products  Global  Syndicate 

Asia:  Omar  Chaudhary,  Jay  Lee  &  Hirotaka  Sugioka  +81  (3)  6437-7198 

Europe:  Mitch  Resnick,  Tets  Ishikawa  &  Jessica  Reis  +44  (0)20  7774-3068 

N.  America:  Bunty  Bohra,  Scott  Wisenbaker,  Robert  Black,  Scott  Walter,  Tony  Kim, 

Malcolm  Mui  &  Russell  Brocato  +1  (212)  902-7645 

Risk  Factors:  An  investment  in  the.  securities  presents  certain  risks,  please  see 
the  Preliminary  Offering  Circular  for  a  description  of  certain  risk  factors. 

Disclaimer: 

This  material  has  been  prepared  specifically  for  you  and  contains  indicative  terms 
only.  All  material  contained  herein,  including  proposed  terms  and  conditions  are 
for  discussion  purposes  only.  Finalized  terms  and  conditions  are  subject  to  further 
discussion  and  negotiation.  Goldman  Sachs  shall  have  no  liability,  contingent  or 
otherwise,  to  the  user  or  to  third  parties,  for  the  quality,  accuracy,  timeliness, 
continued  availability  or  completeness  of  the  data  and  information.  Goldman  Sachs 
does  not  provide  accounting,  tax  or  legal  advice;  such  matters  should  be  discussed 
with  your  advisors  and  or  counsel.  In  addition,  we  mutually  agree  that,  subject  to 
applicable  law,  you  may  disclose  any  and  all  aspects  of  this  material  that  are 
necessary  to  support  any  U.S.  federal  income  tax  benefits,  without  Goldman  Sachs 
imposing  any  limitation  of  any  kind. 

This  communication  shall  not  constitute  an  offer  to  sell  or  the  solicitation  of  an 
offer  to  buy  nor  shall  there  be  any  sale  of  these  securities  in  any  State  in  which 
such  offer,  solicitation  or  sale  would  be  unlawful  prior  to  registration  or 
qualification  under  the  securities  laws  of  any  such  State.  These  securities  are 
being  offered  by  the  issuer  and  represent  a  new  financing.  A. final  prospectus 
relating  to  these  securities  may  be  obtained  from  the  offices  of  Goldman,  Sachs  & 
Co.,  85  Broad  Street,  New  York,  NY  10004. 
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Structured  Credit  Investments 
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Appendix  ••-  Disclaimers  &.  Risk  Factors 
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Executive  Summary 
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Structured  products  may  represent  an  opportunity  for  banks  to  enhance  yield,  improve 
capital  efficiency  and  diversify  risk  exposures 

Financial  institutions  have  begun  to  recognize  the  value  of  structured  products  and  have 
been  directing  asset  and  resource  allocation  accordingly 

Implementation  of  product  efforts  has  been  slow  due  to  several  factors 
«8    Lack  of  internal  product  expertise  -^fl  ^^  Internal 

m    Balance  sheet  viewed  as  containing  sufficient  risk  ^" 

m    Regulatory  capital  issues  External 

h    Mark-to-market  earnings  volatility  concerns 

Increasingly  structured  products  are  viewed  as  an  efficient  and  effective  vehicle  to  access 

credit 

s    Systemic  exposures  and  managed  transactions  minimize  need  for  intensive  research  capability 

while  maximizing  portfolio  diversity 
&    Attractive  alternative  for  overly  concentrated  portfolios 
s    Existing  knowledge  of  MBS  and  ABS  CDO's  transferable  to  synthetic  CDO's 

SB    Environment  for  structured  products  has  become  progressively  more  balance  sheet  and  income 
statement  friendly 


o 

o 


Footnote  Exhibits  -  Page  4622 


Q. 


CD 
0) 

3 

CD 

2. 

(D 
XI 

n 

CD 

CD 
Q. 

o 

o 

Q. 

3 

CO 

03 

o 


CD 

CO 

00 
CO 

wr 

m 

6 
o 

K> 

O 

CJ1 

en 

Ca) 

00 

Traditional  Bank  Portfolios 


Banks  seek  to  maximize  investment  portfolio  returns  subject  to  certain  risk  guidelines: 
liquidity,  market  risk,  principal  risk  and  regulatory  capital 

Banks  have  attempted  to  meet  these  goals  through  exposure  to  Treasuries,  Agencies, 

Mortgage-Backed  Securities  (MBS),  Asset-Backed  Securities  (ABS),  Municipals  and 

Corporates 

Historically,  banks  have  limited  credit  exposure  in  their  investment  portfolio 

■  MBS  and  ABS  contain  some  consumer  credit  risk 

m  Agency  products  contain  limited  credit  risk 

si  Corporate  bond  investment  overall  has  been  limited 

Consequently,  interest  rate  risk  has  been  the  primary  portfolio  risk 
m  Upward  sloping  yield  curves  have  provided  alpha 
i  Convexity  in  mortgage  portfolios  has  enhanced  yields  but  exposed 

banks  to  the  increased  volatility  inherent  in  these  products 
ii  Corporate  bonds  fail  to  diversify  rate  risk  because: 

-  Limited  component  of  bank  investment  portfolios 

-  Only  11%  of  corporate  bond  coupon  results  from  credit  risk 

-  Corporate  bonds  are  not  a  source  of  reg  cap  relief 
(100%  risk  weighting) 


Investment  Grade  Corporate  Bonds 
Return  /  Volatility  Composition1 


100% 


volatility 


■  Credit      Q  Interest  Rate 


i  This  analysis  is  for  illustrative  purposes  only,  and  is  based  solely  on  historical  performance  which  may  d!ffer  from  aclual  pe ^"jance.  5°^°"eass50y.r 
CDX  NA  IG  4  index  of  Credit  Default  Swaps  used  for  investment  grade  credit  spreads.  5yr  interest  rate  swap  rate  and  5yr  CDX.NA.IG.4 .spread  as o 
04/26/05  used "  combination  with  historic  volatilities  of  Syr  interest  rate  swap  rates  and  CDX.NA.IG  spreads  to  generate  valuation  volatility  composrt.ons. 
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CDO  Product  Overview 
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As  the  structured  products  universe  continues  to  expand,  mortgage  and  corporate  credit 
products  as  well  as  cash  and  synthetic  CDO  structures  have  continued  to  converge 
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Synthetic  CDO  with 
Corporate  Credit  Assets 
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Traditional  Cash  Flow  CDO  versus  Synthetic  CDO 
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Traditional  Cash  CDO 


Reference  portfolio  typically  selected  and 
managed  by  third  party 

Collateral  is  cash  assets 

Full  capital  structure  placement 

Supply-driven  distribution 

Long  only  investments 

Cash  flow  waterfall 

Unwind  triggers 

Executable  in  note-format  only 


Synthetic  CDO 


Reference  portfolio  can  be  selected  and 
managed  by  third  party,  investor 
selected  or  index  based 

Reference  portfolio  comprised  of  CDS 

Investor/client  driven  -  no  supply  or 
secondary  market  constraints 

Single  tranche  placement  or  full  capital 
structure 

Can  be  used  to  articulate  long,  short 
and  long/short  views 

Direct  cash  flow  through  credit  default 
swap 

No  unwind  triggers 

Investment  in  note  or  swap  form 


o 

o 

=s 

Q. 
CD 

Q)' 


Footnote  Exhibits  -  Page  4625 


CD 
Q) 

#— »■ 

3 

CD 

13 

73 

CD 
-O 

c 

CD 
(/> 

CD 
Q. 

cr 

CD 
o 

Q. 

3 

13 

O) 

m 
o 


C/) 

( 

m 
i 

o 
o 

)  W 
O 
CJi 
CJl 
Ca) 
00 


BKT 


Agenda 


executive  summary 

Evaluating  Asset  Classes 

Cashflow  CDO  Overview 
Cashflow  CDOs 
Cashflow  Collateralized  Loan  Obligations  (CLOs) 

Synthetic  COO  Overview 

Corporate  CDSs 

Asset  Backed  Securities  CABS) 
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Evaluating  Asset  Classes 

Overview 


Evaluating  asset  classes  is  a  multi-step  process  that  incorporates  evaluation  of: 
'.«  Current  yields  of  underlying  asset  class 

a  Risk/return  profile  of  underlying  asset  class 

§  Correlation  between  asset  classes  in  structured  portfolio 

■  Diversification/Overlap  of  exposure  between  structured  credit  portfolio  and  holdings  in 
other  portfolios 
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Current  Yields  of  Underlying  Asset  Classes 

Identifying  Relative  Value  Opportunities 


5yr  Corporate  Spreads 


&    <?    **      ^    **      /      ^     ^    c?     O*     *°     <f      &    «#     **      J    **      & 


•  Indicative  CDXIG  OTR  Historical  Spread  (bp)  (left) Indicative  CDX.HY  OTR  Historical  Spread  (bp)  (right) 
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Current  Yields  of  Underlying  Asset  Classes 

Indicative  Historical  RMBS  Spreads 


wr 


RMBS  [AAA]  and  [A]  CDS  Spreads  (bp)1 
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RMBS  [BBB]  and  [BBB-]  CDS  Spreads  (bp)1 
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'  Source:  Goldman  Sachs 
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Current  Yields  of  Underlying  Asset  Classes 

Indicative  Historical  CMBS  Spreads 


sonic* 


1  Source:  Goldman  Sachs 


CMBS  [AAA]  and  [A]  CDS  Spreads  (bp)1 
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CMBS  [BBB]  and  [BBB-]  CDS  Spreads  (bp)1 
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Agenda 


Executive  Summary 
EvaSuatinq  Asset  Classes 


Cash  CDO  Overview 

Cash  Collateralized  Debt  Obligations  (CDOs) 

Cash  Collateralized  Loan  Obligations  ;CL0s) 

Synthetic  CDO  Overview 
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i   <  Of)    •      -    ' 


1        if  i.1        3        < 

IliilillSPiasfPiS 


14 


o 

o 

Q. 
CD 


Footnote  Exhibits  -  Page  4631 


CD 
CD 

#— * 
3 

CD 
13 

73 

CD 
-Q 

C 
CD 
W 

CD 
Q. 

cr 

•< 

O 
o 

Q. 

3 

=3 

CO 
0) 
O 


Q 
CO 


CD 
CO 

m 

6 
o 

o 
en 

Ol 
CJ 
CD 

o 


ssar 


CDO  Product  Overview 

Managed  Investment  Options 


Degree  of 

Possible 

Customization 


Target  Yields 


Use  of 
Leverage 


Mark-to-Market 
Risk 


1 


CDO 


"Highestfwith-respeet'- 
to  portfolio  and     w 
structure 


Highest 


Significant,  term 
non-recourse 


None 


Liquidity 


Ongoing 

Management 

Fees 


Upfront  Costs 


Low 


tsa?,j!ss{'Ss:arkOWeSt'i'*':i^"'~";s 


Separate 
Account 


Some,  with  respect 
to  portfolio 


Unlevered 
asset  yield 


Generally  none 


Yes 


Hedge 
Fund 


Little 


High 


Significant,  Repo 


Repo,  Leverage 

magnifies  market 

movements 


Can  usually  redeem       Can  usually  redeem 
with  some  notice  with  some  notice 


Moderate 


??  SSKa?  J  ttmvr  ffihv.  ■  t^h-^  v;? 


''™ 


1 .0%  -  2.0% 


Highest,  with 

significant 

incentive  fee 


None 


None 


Mutual  Fund 
(Open-End) 


None 


Unlevered 
asset  yield 


None 


Yes 


Most  liquid 


Moderate 


None 
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CDO  Product  Overview 

Investment  Decision 

The  decision  to  invest  in  a  CDO  consists  of  three  primary  considerations 
Asset  Class                                Manager                                  Structure 

■  Risk/return  characteristic 

■  Diversification 

■  Timing 

■  Volatility 

■  Overall  portfolio  allocation 
and  correlation  with  rest  of 
portfolio 

■  Degree  of  management 
activity 

■  Experience 

■  Strategy 

■  Investor  communication 

■  Infrastructure 

■  Depth  of  management  team 

■  Use  of  leverage 

■  Position  in  capital  structure 

■  Fee  arrangement 

■  Liquidity 

■  Desired  risk/return  profile 
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Cashflow  Collateralized  Debt  Obligations  (Cash  CDOs) 

Structure 


CDOs  are  not  an  asset  class,  but  rather  a  vehicle  for  investing  in  a  given  asset  class 

A  cash  CDO  finances  the  purchase  of  a  portfolio  of  assets  by  the  issuance  of  several  different  rated 
tranches  of  debt  and  a  tranche  of  equity  (the  "liabilities") 

Interest  and  principal  payments  on  the  liabilities  are  financed  by  income  from  the  assets 

CDOs  provide  value  as  a  customized  investment  format  that  allows  an  investor  to  control  the  amount  of 
risk  and  return  that  they  are  seeking  from  the  underlying  assets 


Assets 


IPllililliiiL 

Asset 


fKiSis'siifiiilirfliilSHi-: 

'  "    Asset  ' 


Liabilities 


Debt 


Equftv  \ 

J 


Equity 
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Overview 

V//?y  Do  CDOs  Exist? 


...................... 


Debt  Investors 


Exposure  to  asset  classes 
that  may  not  otherwise  be 
available  or  practical 

Customized  risk  profile 

Attraction  yields  relative  to 
comparably  rated  securities 

Underlying  portfolios 
selected  and  underwritten  by 
Goldman  and  respected 
collateral  managers  or 
investors 


Equity  Investors 


■  Arbitrage  between  asset 
yield  and  financing  cost 

■  Non-recourse,  term  financing 

■  High  current  cash  flow 

■  Low  correlation  with  other 
alternative  investments 

■  Lower  management  fees 
than  other  managed  vehicles 


Collateral  Manager 

Assets  under  management 

Longer  term  mandate  than 
typical  accounts 

Access  to  different  investor 
base 
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Overview 

Investment  Decision 


The  decision  to  invest  in  a  CDO  consists  of  three  primary  considerations 
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Asset  Class 


Risk/return  characteristic 

Diversification 

Timing 

Volatility 

Overall  portfolio  allocation 
and  correlation  with  rest  of 
portfolio 


j|2S 


J 


Structure 


Use  of  leverage 

Position  in  capital  structure 

Fee  arrangement 

Liquidity 

Desired  risk/return  profile 

Actively  managed  or  static 
pool  monitored  for  credit 
migration 


Manager 


Degree  of  management 
activity 

Experience 

Strategy 

Investor  communication 

Infrastructure 

Depth  of  management  team 
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Many  CDOs  have 
been  substantially 
upslzed,  reflecting 
strong  demand 
technicals 

Structured  Finance 
CDOs  have  grown  to 
dominate  cashflow 
CDO  issuance  with 
leveraged  loan  CDOs 
continuing  to  be  a 
stable  33%  of  the 
market 


sssr 


Cashflow  CDO  Overview 


120,000 


100,000 


80,000 

c 
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w 
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20,000 


Cashflow  CDO  Issuance1 


A. 

- 

Other       ySr 

- 

IG  corporate 

f  -J 
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/</ 

Emerging  markets 

>          intirTT'^^y) 

5ryi*iw£a< 

^^Structured  Product        > 

>l^High  yield  bonds~"- 

=E=SS,"~      Leveraged  loans 

1995    1996    1997    1998    1999    2000    2001    2002    2003    2004    2005* 


(1)  Source:  Goldman  Sachs 
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CDO  Product  Overview 

CDO  Participants 


sssr 


Equity  Investors 


Debt  Investors 


Investment  Objectives 

■  Arbitrage  between  asset 
yield  and  financing  cost 

■  High  current  cash  flow 

■  Low  correlation  With  other 
alternative  investments 

■  Lower  management  fees 
than  other  managed  t 
vehicles                          K 

■  Deliver  manage  alpha  in 
chosen  Asset  Class 


Underwriters 


Participants 

Pension  Funds 
Hedge  Funds 
High  Net  Worth  Clients 
Insurance  Companies 
Structured  Credit  Funds 


\J, 


Investment  Objectives 

■  Diversification;  exposure 
to  asset  classes  that 
may  not  otherwise  be 
available  or  practical; 

■  Customized  risk  profile 

■  Attraction  yields  relative 
[    to  comparably  rated 

i     securities 


Goldman  Sachs  CDO  Group 
Originates,  structures  and  places 
transactions  backed  by  diversified  portfolios 
of  bank  loans  (Collateralized  Loan 
Obligations)  or  RMBS,  CMBS  CDOs  and 
ABS  (Structured  Product  CDOs) 
Franchise  record  year  for  both  CLO  and  SP 
CDO  issuances  in  2005 


Participants 

i  Insurance 
companies 

■  Asset 
Managers 

■  Conduits:  : 

■  Hedge  Funds 


Collateral  Managers 


Assets  under 
management 
Longer  term 
mandate  than  typical 
accounts 

Access  to  different 
Investor  base 


Names  include: 
Carlyle  Investment 
Management,  New 
York  Life  Investment 
Management, 
Ballyrock  Investment 
Advisors,  Katonah  . 
Debt  Advisors,  Trust  7 
Company  of  the  West 
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As  the  CDO  market 
has  grown,  the 
investor  base  for  CDO 
securities  has 
increased 
significantly 


Goldman 
Sachs 


Cashflow  CDO  Overview 

CDO  Investor  Base 


Class(es) 


Senior  Securities 


■I 


i|  ;  '  *     .      '     '-, '       •  '■ 


Mezzanine  Securities 


Subordinate  Equity 


#19: 


beturities     , 


Types  of  Investors 


Commercial  Paper  Conduits/SIV 
U.S.  and  Non-U. S.  Banks 
Funded  Monoline 


U.S.  and  Non  U.S.  Insurance  Companies 

U.S.  and  Non  U.S.  Banks 

U.S.  and  Non  U.S.  Money  Managers 

Hedge  Funds 

CDOs  of  CDOs 


U.S.  and  Non  U.S.  Insurance  Companies 

Pension  Funds/Endowments 

Bank  Prop  Books 

High  Net  Worth  Individuals 

Hedge  Funds 
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Cashflow  CDO  Overview 

Structural  Diagram  of  a  Typical  Cash  Flow  CDO1 


Assets 


Approximately 

$400,000,000 

Proceeds 

[87.5%]  Senior 
Secured  Loans 

[12.5%]  Second  Lien 

Loans 

"Ba3"/"Br 

Average  Quality 

Weighted  Average 
Spread:  2.45% 


(1)  Indicative  only. 


Senior  Portfolio 

Management  Fee 

15  bps  p.a. 


Subordinate 

Collateral 

Management  Fee 

35  bps  p.a. 


Incentive 

Management  Fee 

after  Preferred 

Shares  receive 

12%IRR 


Liabilities 


— ► 

I* 


Class  A  Notes 


Milk     .    U.H$    - 

Class  C  No«$S|,»    .. 

**  north* ■■■>■■* 


.       .      NB'         - 
Excess  Interest 


Flow  of  Funds 


^-75.00% 


4.50c 


5.25% 


7.50% 


8.25% 


Initial  122% 

vs.  110.9% 

Par  Test 


Initial  114.5% 

vs.  107.9% 

Par  Test 


Initial  105.7% 

vs.  101.6% 

Par  Test 


J 
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Growth  of  Primary  Market  Issuance 

Overview  and  Motivation  for  the  Bank  Loan  Asset  Class 


The  collateral  for  a  CLO  consists  primarily  of  leveraged  loans 
i  Leveraged  loans  are  syndicated  bank  loans  made  to  borrowers  with  non-investment  grade  credit 

ratings 
a  The  US  leveraged  loan  market  has  matured  into  a  major  capital  market  with  strong  liquidity 
ii  Spreads  over  LIBOR  on  B-rated  leveraged  loans  have  averaged  approximately  300  bps  over  the 

last  seven  years 
s  Default  rates  for  leveraged  loans  have  historically  tracked  significantly  lower  than  default  rates  for 

high  yield  bonds 
a  Recovery  rates  for  leveraged  loans  have  historically  tracked  significantly  higher  than  recovery  rates 

for  high  yield  bonds 

Since  its  development  in  1 996,  the  US  cash  flow  arbitrage  CLO  market  has  developed  into  a  major 
market 

m  US  Cash  flow  arbitrage  CLO  issuance  reached  approximately  $42  billion  in  the  first  3  quarters  of 
2005 

m  GLOs  own  an  estimated  65%  of  the  US  dollar  institutional  leveraged  loan  market 
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Cash  CDO  Overview 

Cash  Cotefcrafeed  Debt  Obligations  jCDOs; 
Cash  Collateralized  Loan  Obligations  (CLOs) 
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Growth  of  Primary  Market  Issuance 

Broadly  Syndicated  Loans 


A  syndicated  leveraged  loan  is  one  that  is  provided  by  a  group  of  commercial  or  investment  banks  to  a 
non-investment  grade  company 

A  syndicated  loan  typically  consists  of: 
»  A  revolving  credit  facility  (pro-rata)  which  allows  a  borrower  to  draw  down,  repay,  and  reborrow 
as  An  amortizing  loan  with  a  progressive  repayment  schedule 
a  One  or  more  institutional  term  loan  tranches  that  have  longer  maturities  and  back-ended  repayment 

As  the  syndicated  loan  market  has  evolved,  the  banks  that  arrange  loans  have  increasingly  sold  loans 
to  institutional  investors  such  as  CLOs  and  prime  funds 

US  dollar  denominated  annual  new  issue  volume  for  leveraged  loans 


New  Issue  Leveraged  Loan  Volume 


350  -, 


300 
250 


150 


200  -      ■      ■  ||  ■ 

aiiHasi 


1997 


1998 


1999 


2000 


2001 


2002 


2003 


2004 


2005 


2006  YTD 


I  institutional  n  Pro  Rata 


Source:  Standard  &  Poor's,  LCD  Leveraged  Lending  Review  2Q05 
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Growth  of  Primary  Market  Issuance 

Historical  Leverage  Multiples 


Average  Debt  Multiples  of  Highly  Leveraged  Loans 


1987  1988  1989  1990  1992  1993  1994  1995  1996  1997  1998  1999  2000  2001  2002  2003  2004  2005  Jan- 

.  06 

■  Bank  Debt/EBUDA  D  Non-Bank  Debt/EBITDA 


Source:  Standard  &  Poor's,  LCD  Loan  Stats  Weekly,  February  2,  2006 


29 


o 

o 

3   - 

Q. 
CD 

03' 


CD 

3 
CD 

>-*■ 

CD 

C 
CD 

</> 

CD 
CL 

cr 

Q 
o 

Q. 

3 

13 

cy) 

0) 

o 


Footnote  Exhibits  -  Page  4644 


CO 


DO 
CO 

i 

m 

i 

o 

o 

ro 

o 

en 

en 

■^ 

o 

CO 


sssr 


Growth  of  Primary  Market  Issuance 

Bank  Loan  Structural  Features 


Loans  possess  inherent  structural  and 
credit  protections  that  make  them 
attractive  to  own  in  a  leveraged 
vehicle 

a  Capital  structure  seniority 

*  Covenant  and  security  package 

As  shown  in  this  diagram  for  a 
hypothetical  company's  capital 
structure,  loans  typically  represent 
a  company's  most  senior  source  of 
capital 
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Growth  of  Primary  Market  Issuance 

Spread  A  verages 


Loans  have  demonstrated  characteristics  over  the  long-term  that  make  them  attractive 
to  own  in  a  leveraged  vehicle  like  a  CLO 

a  Attractive  risk-adjusted  returns 

r  Low  volatility 

ii  Low  total  return  correlation  with  other  asset  classes 

&  High  recovery  rates 


S&P/LSTA  Leveraged  Loans  Index,  Average  Spreads  by  Rating,  January  1998  to  2006 


Date 

-  BB/BB-  Loans  —  —  B+/B  Loans 


Source:  Standard  &  Poor's,  LCD  Loan  Slats  Weekly,  Feb  2,  2006 
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Growth  of  Primary  Market  Issuance 

Historical  Default  Rates 


Exhibit  below  shows  the  trailing  12-month  default  rates  for  bank  loans  and  high-yield 
bonds 

m  Default  rates  have  been  significantly  lower  in  the  bank  loan  market  vs  the  high-yield 
market 


Trailing  12-Month  Issuer-Based  Default  Rates,  December  1998  to  September  2005 


cn     cn 


in      in      m 
o     o     o 


88888885555888888883333 


"5         W 


Date 


•  S&P/LSTA Leveraged  Loan  Index  —  -  -Moody's  U.S.  Speculative  Grade  Bonds 


Source:  S&P/LSTA,  Moody's 
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Transaction  Features 

Cash  Flow  CLO  Deal 


Objective 


Rating  Focus 


Manager  Focus 


Diversity  and  Concentration 
Limits 


Trading  Limitations 


Typical  Collatera 


Cash  Flow  CLO  Deal 


Cash  Flow  CLO  deals  depend  on  the  ability  of  the  collateral  to 
generate  sufficient  current  cash  to  pay  interest  and  principal  on  rated 
notes  issued  by  the  CLO. 


The  ratings  are  based  on  the  effect  of  collateral  defaults  and 
recoveries  on  the  timely  payment  of  interest  and  principal  from  the 
collateral. 

Manager  focuses  on  controlling  defaults  and  recoveries. 


Structural  Protection 


Overcollateralization  is  measured  on  the  basis  of  the  portfolio's  par 
value.  If  overcollateralization  tests  are  failed,  then  cash  flow  is  diverted 
from  the  mezzanine  and  subordinated  classes  to  pay  down  senior 
notes,  or  cash  flow  is  trapped  in  a  reserve  account.  There  are  no 
forced  collateral  liquidations. 


Very  strict  -  often  no  more  than  2%  per  obligor  and  no  more  than  1 0% 
per  industry  category. 


There  are  limitations  on  portfolio  trading  (20%  discretionary  per  year). 
No  restrictions  on  selling  credit  risk  or  credit  improved  Collaterals. 


Bank  loans,  with  small  baskets  for  high-yield  bonds,  structured  finance 
bonds,  etc  with  predictable,  steady  interest  payments. 


Sources:  Collateralized  Debt  Obligations:  Structures  and  Analysis  by  Laurie  S.  Goodman  and  Frank  J.  Fabozzi  John  Wiley  3.  Sons  ©  2002,  Goldman  Sachs. 
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Transaction  Features 

Working  Example:  Funding  Arbitrage  of  a  Cash  Flow  CLO 


High  current  cash  flow  for  the  equity  is  generated  by  the  leveraged  spread  differential  between  the 
portfolio  return  and  the  cost  of  financing  and  management  fees 


$500mm  PORTFOLIO  OF 
LEVERAGED  LOANS 


Average  Rating:  B1/B+ 

Number  of  Issuers: 
75-100 

Number  of  Industries:  28 

Average  Yield:  L  +  250 


CLO 


74.0%      L+28 


5.0%      L+45 

_______________  2.8%      L+80 

wm^^mm&^i^m  9.7%  _+i95 


Subordinated  Securities 


8.5% 


100% 


:  Unleveraged  Investment  -  Spread  Differential  +  Financing  Spread 


Portfolio  Spread 

2.50% 

Financing  Spread 

-0.48% 

Current  Pay 
Management  Fee 

-0.50% 

Expected  Losses 

-0.50% 

Amortized  Issuance 
Expenses 

-0.25% 

Ongoing  Expenses 

-0.05% 

Spread  Differential 

0.72% 

Leverage  Multiple 
(0.92/0.08) 

10.7X 

Leveraged  Spread 

7.70% 

Unleveraged 
Investment 

L+1.20%* 

Current  Cash  Pay 

L+8.90% 
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Transaction  Features 

Example  of  Managed  Cash  Flow  CLO  with  5yr  Reinvestment 


Portfolio  Characteristics 


%  Senior  Secured  Loans 

%  2nd  Lien  or  Sr.  Unsecured  Loans 

Par  Value  of  Collateral  ($MM) 

%  Ramped  on  Closing  Date 

Moody's  Weighted  Average  Rating 
Factor 

Diversity  Score 
Weighted  Average  Spread 
Asset  Weighted  Average  Life 


>  80.0% 

<  20.0% 
$490,000,000 

>  70.0% 
2400  (B1/B2) 

>55 

>  2.50% 

<  9.0  yrs 


Transaction  Overview 


[XYZ  CLO  Ltd],  will  be  a  $500  million  CLO  consisting 
of  a  diversified  portfolio  of  senior  secured  and 
second  lien  loans 

The  portfolio  consists  of  collateral  which  is  rated  at 
least  B3  or  B-,  with  an  average  rating  of  B1/B2 

Senior  Fee:  [15]  bps  of  Portfolio  Balance,  paid  senior 
to  the  Class  A  Notes 

Subordinated  Fee:  [35]  bps  of  the  Portfolio  Balance, 
paid  senior  to  the  Equity.  Unpaid  amount  accrues  at 
LIBOR +  3% 

Incentive  Fee:  [25]  bps  of  the  Portfolio  Balance,  but 
payable  only  after  the  Subordinated  Securities  have 
achieved  an  internal  rate  of  return  of  12% 


Amount  ($MM) 


(Moody"  s/S&P) 


Class  A 

370.0 

74.0% 

Aaa/AAA 

3mL+[   ]  bps 

Class  B 

25.0 

5.0% 

Aa2/AA 

3mL+[   ]  bps 

Class  C 

14.0 

2.8% 

A2/A 

3mL+[   ]  bps 

Class  D 

48.5 

9.7% 

Baa2/BBB 

3mL+[   ]  bps 

Equity 

42.5 

8.5% 

NR 

Residual 

Total 

500.0 

100.0% 

Structural  Highlights 


The  transaction  will  feature  a  matrix  of  Diversity  Score/Rating  Factor/ 
Spread  combinations  that  the  Collateral  Manager  will  have  the  flexibility  to 
select 

12-year  legal  final  maturity,  5-year  reinvestment  period,  3-year  non-call 
period 

Class  D  PIK  Protection  -  During  the  Reinvestment  Period,  if  deal  proceeds 
are  insufficient  to  pay  the  coupon  on  the  Class  D  Notes,  such  coupon 
payments  will  be  advanced  by  a  PIK  protection  provider.  As  deal  proceeds 
become  available,  repayment  of  the  advances  will  be  subordinate  to 
payments  on  the  Class  D  Notes.  Amounts  advanced  by  the  PIK  protection 
provider  accrue  at  LIBOR  +  3.0% 

Turbo  Paydown  -  Failure  of  the  Class  D  Par  Value  Test  will  be  remedied 
by  using  Interest  Proceeds  to  pay  down  the  principal  of  the  Class  D  Notes 
directly 

The  Collateral  Manager  will  select  the  portfolio  and  has  the  discretion  for: 
ss    Up  to  20%  discretionary  trading  per  year 
u    Unlimited  selling  of  potential  "credit  risk"  assets 
a    Unlimited  selling  of  "credit  improved"  assets 
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Transaction  Overview 


[XYZ  CLO  Ltd],  will  be  a  $500  million  CLO  consisting  of  a  diversified  portfolio  of  senior 
secured  and  second  lien  loans 

The  portfolio  consists  of  collateral  which  is  rated  at  least  B3  or  B-,  with  an  average  rating 
ofB1/B2 

Senior  Fee:  [15]  bps  of  Portfolio  Balance,  paid  senior  to  the  Class  A  Notes 

Subordinated  Fee:  [35]  bps  of  the  Portfolio  Balance,  paid  senior  to  the  Equity.  Unpaid 
amount  accrues  at  LIBOR  +  3% 

Incentive  Fee:  [25]  bps  of  the  Portfolio  Balance,  but  payable  only  after  the  Subordinated 
Securities  have  achieved  an  internal  rate  of  return  of  12% 
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Agenda 


Executive  Summary 

Evaluating  Asset  Classes 

•Cash  GDC)  Overview 

Cash  Collateralized  Debt  Obligator 
Cash  Collateralized  Loan  OblicjaiSo.- 

Synthetic  CDO  Overview 

Corporate  Credit 

Asset  BacKed  Securities  (ABS) 

Apoenciix  ■-  Disolaini'ief©  &.  Risk  factors 
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Synthetic  CDO  Overview 


CDOs  are  not  an  asset  class. 

CDOs  are  a  technology  -  a  combination  of  derivatives  and  structured  finance  technology  -  applied  to 
an  asset  class. 

CDO  technology  enables  market  participants  to  build  customized  investments  to  meet  return  objectives 
subject  to  risk  tolerance. 

Credit  portfolios  tend  to  have  asymmetric  risk/return  profiles  due  to  idiosyncratic  risk 

Structured  credit  investments  create  systemic  based  risk/return  profiles  as  credit  events  decrease 
subordination  before  resulting  in  actual  losses 

Highly  rated  structured  credit  investments  may  provide  for  more  efficient  use  of  regulatory  capital  than 
comparably  rated  single  name  investments 

Structured  credit  investments  provide  exposure  to  a  variety  of  asset  classes  and  may  serve  as  a  good 
source  of  diversification 

Synthetic  structured  credit  investments  enable  instant  ramp  up  of  assets  and  are  not  subject  to  supply 
constraints  of  the  cash  market 
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Synthetic  CDO  Overview 


A  synthetic  CDO  is  an  arrangement  whereby  the  losses  on  a  portfolio  of  CDS  are  allocated  among 
various  participants  according  to  specified  priorities 

Synthetic  CDOs  are  a  derivative  extension  of  cash  CDOs  and  have  seen  a  large  increase  in  volume 
over  the  past  several  years 
i  A  synthetic  CDO  combines  the  cash  CDO  securitization  technology  with  credit  derivative  hedging 
technology 

Like  a  cash  CDO,  the  performance  of  a  synthetic  CDO  is  directly  linked  to  the  performance  of  the 
reference  portfolio 

They  can  be  structured  unfunded  (as  derivatives  or  guaranty  policies)  or  funded  (as  Notes  or  bonds), 
rated  or  unrated 

Similar  to  a  cash  CDO,  we  can  create  tailored  risk  profiles  by  allowing  different  tranches  to  assume 
losses  in  a  given  order: 
«  The  Equity  tranche  assumes  the  first  losses  on  the  reference  portfolio,  up  to  its  tranche  size.  It  is 

the  riskiest  part  of  the  capital  structure  and  receives  the  highest  coupon. 
ii  A  mezzanine  tranche  assumes  subsequent  losses  up  to  its  tranche  size.  It  is  less  risky  and 

receives  a  lower  coupon. 
a  The  Senior  tranche  assumes  any  remaining  losses  on  the  reference  portfolio.  It  is  therefore  the 
safest  part  of  the  capital  structure  and  receives  the  lowest  coupon. 

Transactions  are  documented  using  standard  ISDA  terms  and  credit  losses  on  the  reference  portfolio 
are  determined  in  accordance  with  ISDA  credit  derivative  definitions 
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Diversification 


■  Structured  credit/product  investments  are  available  on  a  variety  of  asset  classes: 
<§  Corporate  credit 

-  Investment  grade 

-  High  yield 

n  Emerging  markets 

si  Residential  Real  Estate  Securities  (RMBS) 

ii  Asset-Backed  Securities  (ABS) 

ii  Commercial  Real  Estate  Securities  (CMBS) 

i«  Collateralized  Debt  Obligations  (CDOs) 
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Credit  Derivatives  Market  Evolution 

103%  Growth  in  2005 


Growth  of  the  Credit 
Derivative  Market 

i  ISDA  has  reported  steady 
growth  in  the  global  credit 
derivatives  market 

i     Drivers  of  future  growth: 

sa    Increased  liquidity 

b    Greater  client 
understanding 

m    Improved 

standardization  within 
the  market 

a    A  wider  product  base 
attracting  more  players 


The  credit  derivative  market  is  expected  to  grow  to  over  $23.5  trillion  in  2006 


Credit  Derivatives  Outstanding  Notional1 


asfir 


c 


25,000 


20,000 


15,000 


o 

? 
z 

C 

?    10,000 
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5,000 


I  US  Corporate  Bonds 
I  Global  Credit  Derivatives 


2H00       1H01       2H01       1H02      2H02       1H03      2H03       1H04      2H04      1H05      2H05      1H06E 


Late  80's 


1996 


1997 


2003 


2004 


Today 


Development    Introduction    First  synthetic 
of  Cash         ol  Moody's  CDOs 

CDOs  ratings 

model 


Creation  of  Dow      Development  of 
Jones  Trac-X  investor  and 

third  party 
Development  of  index       managec| 


tranche  market 


transactions 


(1)    Source:  ISDA,  BMA  and  the  British  Bankers  Association  Credit  Derivatives  Report  2003/2004. 


Investors  can 
choose  between 
investor  selected, 

third  party 
managed  or  index- 
based  transaction 
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Credit  Default  Swaps 

Most  Frequently  Used  Credit  Products 


Not  surprisingly,  the  most  actively  used  credit  derivative  products  are  credit  default 
swaps 

The  introduction  of  credit  derivative  indices  has  been  a  major  development  and  now 
account  for  1 1  %  of  the  market 


Product  Type 


Credit  default  swaps 


Synthetic  CDOs  (partial  and  full  capital) 


Proportion  of  notional  value 


51% 
16% 


Index  Trades 


11% 


Credit  Linked  Notes 


6% 


Asset  Swaps 


4% 


Total  Return  Swaps 


4% 


Credit  Spread  Options  &  Swap  Options 


3% 


Basket  Products 


4% 


Equity  Linked  Credit  Products 


Source:  BBA  Credit  Derivatives  Report  2003/2004 


1% 
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Market  Participants 


asr 


Buyers  of  Credit  Protection 


Other 
10% 


Insurers 

7% 


Hedge , 

Funds  I 

16% 


Securiti 
Firms 
16% 


Sellers  of  Credit  Protection 

Other 

11% 

^  Banks 

Insurers  M 

L    38% 

20%    ■            k 

«   1  \\{7 

Hedge  ^^^. 

'  .0  * 

Funds 

Securities 

15% 

Firms 

16% 

f  7,)    Sou/ce:  Goldman  Sachs.  "Other"  includes  corporations,  mutual  funds,  pension  funds  and  government  agencies. 
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Credit  Default  Swaps 

Disaggregating  Credit-Risky  Bonds 


Given  lack  of  development  of  a  corporate  repo  market,  cash  credit  markets  have  always  been  "sticky" 

B    Long/less  long  mentality 

Cash  credit  products  embed  several  risks,  including  interest  rate  and  credit  risk 

Credit  derivatives  enable  market  participants  .to  isolate  the  components  of  credit  risk 

A  credit  default  swap  (CDS)  allows  investors  to  express  long  and  short  views  on  single-name  credits 
and  serves  as  the  fundamental  building  block  in  structured  credit 
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(Credit  Default  Swap) 
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Bonds/loans  are  physical  lOUs 

Government  bonds  are  considered  credit  risk 
free 

Credit  risky  bonds,  therefore,  trade  at  a  yield 
premium  to  government  bonds  to  compensate 
for  risk  of  default 

The  CDS  market  focuses  on  trading  the  credit 
default  risk  premium 


Illustrative  only  -  diagram  not  to  scale 
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Credit  Default  Swaps 

Example  Mechanics 
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Credit  Risk  Transfer 


Credit  Spread  Premium 


iJLQredjt  Event: . . .  .Par.  Amount 

Deliverable  Obligation 


Protection 
Seller 


■  Buyer  of  protection  pays  a  quarterly  credit  spread  premium  to  the  seller  of  protection 

■  Credit  Events  may  include1 

k    Failure  to  pay 
<s    Bankruptcy 

■  If  no  credit  event  occurs,  the  only  cash  flow  is  the  quarterly  premium  paid  by  the  buyer  to  the  seller 

■  If  a  credit  event  occurs,  the  premium  payments  stop  and  the  transaction  is  settled  either  physically  or 
through  a  cash  valuation  mechanism 

ii    Physical:  The  buyer  delivers  to  the  seller  Deliverable  Obligation  and  the  seller  delivers  1 00%  of 
the  notional  of  the  transaction  to  the  buyer.  Physical  settlement  is  the  market  standard 

is    Cash:  A  valuation  mechanism  is  used  to  determine  a  "Final  Price"  for  the  defaulted  obligations 
(generally  a  dealer  poll)  and  the  seller  delivers  the  notional  of  the  transaction  x  (100%  -  Final 
Price)  to  the  buyer 

(1)   Please  see  appendix  'Indicative  Reference  Portfolios  &  Definitions"  for  more  details  on  Credit  Event  definitions. 
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Structured  Credit  Tranches 

Subordination  and  Tranche  Size 
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90%  /  $900mm 

Second  Loss 

Tranche 

(Senior) 


10%  /$1 00mm 

First  Loss 

Tranche 

(Subordinate) 


Indicative  structure-  diagram  not  to  scale 


Structured  credit  relies  on  two  key  principles: 
m  Subordination 

-  The  measure  of  losses  that  must  occur  within 
a  portfolio  before  a  tranche  is  at  risk  to  loss 

m  Tranche  size 

-  Reflects  the  notional  (value-at-risk)  of  a 
structured  credit  investment 

In  this  example,  the  first  loss  tranche  size  is  $100mm 

m  $100mm  of  reference  portfolio  losses  would  need 
to  occur  before  the  second-loss  tranche  is  subject 
to  loss 

m  Investors  can  thus  create  "credit  enhanced"  credit 
exposure  through  the  use  of  subordination 

Tranche  size  is  also  a  measure  of  leverage 

a  For  example,  an  investor  may  wish  to  invest 
$200mm  into  the  same  10%  first  loss  tranche  - 
and  thus  would  reference  a  portfolio  of  $2bn 
rather  than  $1  bn 

Combined  with  tranche  size,  varying  levels  of 
subordination  enable  investors  to  tailor  both  the 
structural  leverage  and  the  risk/return  profile  of  their 
investment 
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Synthetic  CDOs 

Structure 


■  Investors  customize  tranche  risk/  return  profile  by  specifying  tranche  subordination  and  tranche  size 

■  Investors  can  create  rated  "credit  enhanced"  credit  exposure  through  the  use  of  subordination 

m  In  this  example,  the  AAA  rated  tranche  subordination  is  10%  ($100mm) 

«  $100mm  of  reference  portfolio  losses  would  need  to  occur  before  the  AAA  tranche  is  subject  to  loss 

■  Tranche  size  is  a  measure  of  leverage 

m  In  this  example,  the  AAA  rated  tranche  size  is  3%  ($30mm) 

n  Once  portfolio  losses  reach  10%  ($100mm),  the  tranche  can  withstand  an  additional  3%  ($30mm) 
portfolio  losses  before  exhaustion 


=  ::-i=-=  -:'--;="===:i-:-:--=:i:-H-=-s-"!:i-:-----=;i:::=; 

-        .     ,       .       '     '     ■ 

Sillilililiilll 


liifflitisiilftliitilH'lliil 


'  Portfolio  of  CDS. 

.....  .„_>-..o,„..*     •    •• 


'  ,    •     ',  '  '  *        .  -    ' 


,  • .  •     ■  .         ■  j 


e* 


87%'Supef  Senior 


3%  AAA  Rated 


■-   10%FifitLoss    .' 

,     >•  •     '     - 
■     ,     .' 


49 


o 

o 

=5 
^l 
CD- 
CD 

rj 
^♦> 

0)' 


Footnote  Exhibits  -  Page  4662 


CD 

3 

CD 
13 

7) 
CD 
-Q 
C 
CD 
</) 

f—t- 

CD 
Q. 

CT 

>< 

G) 
o 

3 

13 
U) 

o 


CD 
</> 

I 

m 

6 
o 

N3 

o 
en 

CJ1 

-b. 


Mr 


Synthetic  CDOs 

How  can  we  sell  a  single  tranche? 


What  happens  to  the  rest  of  the  capital  structure?  Who  owns  the  equity? 

When  a  dealer  executes  a  single  tranche  deal,  they  decompose  the  risk  into  a  sensitivity 
to  each  of  the  underlying  credits  (the  "delta") 
m  Dealers  will  execute  delta  hedges  on  each  of  the  names  in  the  reference  portfolio  at 

the  time  they  trade  the  tranche 
is  By  only  ramping  up  the  risk  associated  with  the  tranche  we  place,  we  are  able  to 
execute  single  tranches  without  placing  the  entire  capital  structure 
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Credit-Linked  Notes 

Transaction  Structure  Overview 
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Credit  Swap  Coupon 


Credit  Swap  Losses 


SPV 

Coupon' 

Par  -  Credit  Swap  Losses 

Proceeds 

Note  Holder 
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IG  Collateral 

Legend 


->■        Cash  Flow 

-*•       Contingent  payment 


A  special  purpose  vehicle  (SPV)  issues  notes  to  the  investor 

The  SPV  uses  the  proceeds  of  the  notes  to  purchase  investment-grade  (IG) 
collateral  and  receives  the  Collateral  Coupon 

The  SPV  enters  into  a  credit  swap  with  Goldman  Sachs  (GS) 


(1)  All  coupons  are  accrued  and  payable  on  outstanding  notional. 

(2)  Credit  swap  losses  are  paid  to  Goldman  Sachs  as  incurred  through  redemption  of  collateral  at  par 
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Traditional  reasons  to 
limit  credit  exposure 


Lack  of  internal  expertise  and 
infrastructure  required  for 

corporate  credit  analysis 


View  balance  sheet  as  already 
containing  sufficient  credit  risk 


Regulatory  capital  requirements  have 

traditionally  limited  the  ability  to  efficiently 

gain  systemic  credit  exposure  (corporate 

bonds  1 00%  risk  weighting) 


Introducing  credit  to  portfolio  may  cause 
earnings-based  mark-to-market  volatility 


Structured  credit 
resolves  past  issues 


Systemic  risk  exposure  achieved 
utilizing  existing  knowledge  of  structures 


Negative  correlation  to  mortgage 

products  may  provide  needed 

asset  class  diversity 


Capital  efficiency  achieved  through 

ability  to  invest  in  rated  securities 

with  enhanced  returns 


FASB  amendments  may  allow  tranche 

notes  to  be  classified  as 

Available  for  Sale  securities1 
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Synthetic  CDOs 

Relative  Value  &  Yield  Enhancement 


WT 


Structured  credit/product  investments  produce  higher  yields  than  comparably  rated  single  name 
investments  through  structural  leverage  and  exposure  to  "systemic"  rather  than  idiosyncratic  risk 
Structured  credit  market  may  enable  managers  to  articulate  views  without  taking  as  much  idiosyncratic 
credit  risk  and  may  potentially  generate  benefits  from  these  non-economic  driven  technicals 


Corporate  Bonds,  Synthetic  Investment  Grade  &  High  Yield  Spreads1 

Indicative  Spreads:  LIBOR  +  [bp] 


Q. 
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(1)  Indicative  only.  Source:  Goldman  Sachs  June  1,  2006. 
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Systemic  vs.  Idiosyncratic  Risk 


High  Yield 
Credit  Migration 

1 

AAA 
AA 

:.;  .A-    . 
BBB 
BB 

ccc 

■  Individual  credit 
selection 

■  Idiosyncratic  risk 

■  Asymmetric  risk 

VS. 


Structural  Yield  / 
Credit  Enhancement 

|  m 

A/> 
EBE 

■  Portfolio  credit 
selection 

HE 

p— < 

■  Diversification 

■  Subordination 

■  Structural  leverage 

BBB 

Illli 

wpEEEl 

Tight  spread  and  yield  environment  has  triggered  an  extensive  search  for  yield 
Increased  single  name  exposure  to  higher  yielding  credits  may  increase  idiosyncratic  and 
asymmetric  risk 
Structured  credit/product  investments  rely  on  two  key  principles: 

n  Subordination:  measure  of  losses  that  must  occur  within  a  portfolio  before  a  tranche  is 
at  risk  to  loss 

i  Tranche  size:  reflects  the  notional  (value-at-risk)  of  a  structured  credit  investment 
Through  the  use  of  subordination  investors  can  take  highly  rated  exposure  to  lower  rated 
collateral  and  articulate  a  systemic  as  opposed  to  idiosyncratic  view  on  credit 
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The  Manager  will  have  the  flexibility  to  trade  the  underlying  Reference  Portfolio  -  and  trading  will  affect  the 
subordination  of  the  tranches 
a  Typical  trading  is  defensive  -  taking  out  wide  spread  names  and  replacing  them  with  tighter  names. 

These  trades  will  results  in  a  reduction  in  subordination 
«  Manager  can  also  take  a  view  on  the  credit  by  taking  out  a  tight  spread  name  and  replacing  with  a 
wider  name  for  credits  where  the  Manager  believes  that  the  new  credit  is  trading  wider  than  is 
reflected  by  the  fundamental  credit  risk 
-  These  trades  will  result  in  an  increase  in  subordination 

Trades  will  be  subject  to  the  following  restrictions 
as  Turnover  Limit 
is  Regional  and  industrial  diversity  requirements,  spread  distribution  test.  These  are  designed  to  ensure 

that  the  overall  correlation  and  spread  distribution  of  the  portfolio  remain  broadly  the  same 
s  S&P  CDO  Monitor  Test  -  S&P  require  the  S&P  CDO  Monitor  to  be  run  before  each  trade  to  ensure 

that  the  rating  of  each  tranche  is  not  adversely  affected  by  the  trade 
a  Minimum  Subordination  for  the  lowest  rated  tranche  of  [2.0%] 
m  Maximum  increase  in  subordination  from  spread  widening  trades  equal  to  [1 .0%] 

There  will  not  be  any  coverage  tests  as  the  Manager's  incentives  are  aligned  with  those  of  Investors 
through  ownership  of  the  notes 

Typical  Trade  Flow 
is  Manager  will  have  the  ability  to  price  check  the  levels  quoted  by  GS  with  other  dealers  and  trade  at 
best  market  prices 
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Replacement  Procedure  Flow  Chart 


Manager  notifies  GS  of  a  potential  single  tranche  reference 
portfolio  substitution  or  removal 


T 


GS  quotes  adjustment  factors,  and  reference  entity 
CDS  spreads  (old  and  new  credit) 


GS  confirms  that  the  replacement 

conditions  are  met,  and  assists  in 

verifying  that  rating  agency 

requirements  are  satisfied 


Manager  receives  CDS  quotes 

from  other  dealers  on  specified 

old  and  new  reference  entities 


Assuming  replacement  conditions/rating  agency  requirements  are  met, 

the  Manager  may  transact  the  reference  portfolio  substitution 

based  upon  GS  or  third-party  dealer  quoted  CDS  price 


The  single  tranche  confirmation  is  amended  to  reflect 
the  change  in  the  reference  portfolio  and  subordination 
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Effect  of  Trading  on  Subordination 
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Any  change  in  subordination  will  be  determined  by  the  change  in  spread  of  the  Reference  Entity  being 
removed,  and  the  new  Reference  Entity  (determined  at  the  time  of  switch),  obligor  percentage  and  an 
adjustment  factor: 
Subordination  reduction  =  (Spread  Old  -  Spread  New)  x  Adjustment  Factor  x  Obligor  Percentage 

What  is  the  rationale  behind  Adjustment  Factors? 
i?  When  Manager  trades  a  name,  this  changes  the  value  of  the  portfolio  credit  default  swap 
m  In  order  for  the  substitution  cost  to  be  zero,  the  value  of  the  portfolio  credit  default  swap  must  remain 

the  same  -  hence  subordination  must  be  changed 
m  The  Adjustment  Factor  is  determined  at  the  time  of  trading  such  that  the  net  change  in  value  is  zero 

What  determines  the  Adjustment  Factor? 
pi  Adjustment  Factors  are  determined  by  a  number  of  variables  that  also  determine  the  value  of  a 
tranche: 

-  Time  to  Maturity 

-  Absolute  spreads  and  distribution  of  spreads  in  portfolio 

-  Subordination  of  tranches 

-  Recovery  rates  and  recovery  volatilities 

-  Correlation  between  credits 

Since  Adjustment  Factors  depend  on  a  number  of  variables,  it  will  be  impossible  for  GS  to  predict  what  the 
Adjustment  Factors  will  be  at  the  outset  of  the  transaction  -  this  will  be  driven  by  the  market  conditions  at 
the  time  of  trading  -  hence,  Adjustment  Factors  will  be  quoted  at  the  time  of  the  trade 
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One  year  after  the  Effective  Date,  the  spread  of  a  Reference  Entity  has  widened  significantly  since  the 
original  inclusion  of  that  Reference  Entity  in  the  Portfolio.  Manager  is  concerned  about  the  increased 
potential  for  that  Reference  Entity  to  suffer  a  Credit  Event  and  so  wishes  to  replace  that  Reference  Entity 
for  a  new  Reference  Entity  which  is  trading  at  a  much  tighter  spread 

The  following  conditions  exist: 
as  Offered  side  spread  of  Reference  Entity  to  be  replaced  =  600  basis  points 
ii  Bid  side  spread  of  Replacement  Reference  Entity  =  1 00  basis  points 
a  Let  the  Adjustment  Factor  =  [5.1] 
is  All  trading  tests  are  satisfied 
i  The  average  spread  of  the  portfolio  is  [1 .00]% 

a  No  defaults  nor  earlier  trading  since  transaction  start,  hence  subordination  of  mezzanine  tranches  = 
5.1% 

Given  the  above,  all  the  conditions  necessary  for  Replacement  have  been  met.  The  adjustment  to  the 
subordination  is  then  calculated  as  follows: 

m  SpreadOld'  =  600  basis  points 

m  Spread  New'  =  1 00  basis  points 

a  Adjustment  Factor  =[5.1] 

m  Adjustment  Percentage  =  (6.00%  - 1 .00%)  x  [5.1  ]  x  0.67%  =  0.1 7% 

m  New  Subordination  for  mezzanine  =  5.1 0%  -  0.1 7%  =  4.93% 
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Case  Study:  Yankee  Bank 
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Account  Profile:  Yankee  bank  looking  to  purchase  assets  for  securities  arbitrage  vehicle 

Organizational  Structure: 

»  Pre-transaction:  Two  synthetic  CDO  investments  at  home  office  level 

m  Post-transaction:  Decision  making  capabilities  assumed  by  regional  office  assuming  transactions  fall 
within  predetermined  guidelines  designed  by  credit  committtee 

Portfolio: 

®  188  name,  100%  IG,  globally  diversified  portfolio 

a  Trade  executed  with  significant  subordination  above  Moody's  AAA  for  purposes  of  improved 
ratings  stability 

Process: 

m  GS  worked  with  regional  and  home  office  teams  and  gained  CFO  approval 

i  Client  did  not  apply  fundamental  analysis  to  specific  credits  but  rather  worked  within  predefined 

parameters  for  portfolio  characteristics 
»  Client  sought  wider  spectrum  of  decision  making  authority  for  future  transactions 

Conclusion:  Client  has  now  executed  the  first  in  a  series  of  trades  for  2006 


59 


o 

o 

^1 
Q. 
CD 

5' 


Footnote  Exhibits  -  Page  4672 


CD 

3 

CD 

3J 

CD 
-O 

c 

CD 
W 

CD 
Q. 

o 

o 

Q. 

3 
m 

HI 

o 


GO 


CD 
go 

i 

m 

i 

o 

o 

N> 
O 
Oi 
CJI 
*. 
CO 


Mr 


Agenda 


Execi         !       i    * 


»sh-  COO  Overview 
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Synthetic  CDO  Overview 

Uorporst©  Credit 

Asset  Backed  Securities  (ABS) 
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Structured  product  synthetics  are  credit  derivatives  referenced  to  a  single  underlying  structured  product 
security  or  to  a  basket  of  underlying  structured  product  securities 

is  Prime,  Alt-A  and  Subprime  RMBS 

ii  CMBS 

m  Consumer  ABS 

b  Cash  CDOs 

Market  activity  has  been  concentrated  in  real  estate-related  sectors  of  the  structured  finance  market 
(i.e.,  RMBS  and  CMBS) 

The  structured  product  synthetics  market  is  expected  to  continue  to  exhibit  rapid  growth  over  the  next 
few  years,  consistent  with  the  trend  line  in  the  corporate  credit  derivatives  market 

Structured  product  synthetics  consist  of: 
a  Single-name  CDS:  Credit  default  swap  (CDS)  on  a  single  reference  obligation  allowing  investors  to 

go  long  or  short  credit  risk  on  a  specific  structured  finance  security  synthetically 
m  Basket/Index  Trades:  CDS  on  an  unlevered  basket  of  underlying  reference  obligations  - 

equivalent  to  a  basket  of  single-name  CDS 

ii  Levered  Synthetics:  single  tranche  synthetic  structured  product  CDOs  backed  by  a  portfolio  of 
single-name  structured  product  CDS,  enabling  investors  to  gain  exposure  to  structured  product 
cashflows  in  a  levered  synthetic  fashion 


Please  see  the  draft  transaction  Confirmation  for  full  details  of  trade  mechanics.  All  materials  contained  herein  are  for  discussion  purposes  only  and  will  be 
superseded  by  full  legal  documentation  in  the  event  the  parties  decide  lo  enter  into  any  transaction 
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■  Basics  of  structured  product  synthetics 

i  Long  credit  (sell  protection)  or  short  credit  (buy  protection) 
i  CDS  trade  references  a  specific  CUSIP  or  basket  of  CUSIP's 
m  Trades  generally  remain  outstanding  to  the  term  of  the  underlying  reference  obligation 
m  Notional  balance  is  not  constrained  by  the  size  of  the  cash  security,  and  amortizes  in  parallel  with 
the  reference  security 

■  Trade  details  are  documented  in  a  confirmation 

m  Confirm  details  credit  events,  settlement  mechanics,  etc.  of  trade 

a  ISDA  released  a  standardized  confirm  for  trading  RMBS  and  CMBS  reference  obligations  in  June 
2005  (updated  in  January  2006) 

■  Documents  needed  to  trade 

a  Legal 

-  ISDA  Master  Agreement  for  derivative  trades  and  related  supporting  documents 

-  Credit  Support  Annex 

-  CDS  confirm  (for  each  trade) 
si  Credit 

-  Credit  lines:  Margin  is  required  initially  and  ongoing  based  on  the  mark-to-market  of  the 
contract 

-  Counterparty  suitability 

Please  see  the  draft  transaction  Confirmation  for  full  details  of  trade  mechanics.  All  materials  contained  herein  are  for  discussion  purposes  only  and  will  be 
superseded  by  full  legal  documentation  in  the  event  the  parties  decide  to  enter  into  any  transaction 
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Overview  of  Structured  Product  Synthetics 

Structured  Product  Single  Name  CDS  Sample  Terms 


Underlying 

■  Designated  specific  reference  obligations  along  with  the  initial  face  amount 
Payments 

■  Fixed  payments  (paid  by  protection  buyer):  CDS  premium,  Act/360  basis,  paid  monthly  / 
quarterly 

■  Floating  payments  (paid  by  protection  seller):  Upon  the  occurrence  of  a  credit  event,  the 
applicable  settlement  amount 

■  Additional  fixed  payments  (paid  by  protection  buyer):  Upon  the  occurrence  of  a 
reimbursement  of  any  prior  floating  payments,  the  applicable  reimbursement  amount 


Fixed  Payments 

iiiiO&fiyluL 

UTj 

M 

WM3& 

Floating  Payments        J 

cSOwsSwKSvi; 

Additional  Fixed         1 

Payments 


Please  see  the  draft  transaction  Confirmation  for  full  details  of  trade  mechanics.  All  materials  contained  herein  are  for  discussion  purposes  only  and  will  be 
superseded  by  full  legal  documentation  in  the  event  the  parties  decide  to  enter  into  any  transaction 


64 


o 

o 

=31 
Q. 
CD 

CD 


CD 

3 

CD 
73 

CD 
XI 

c 

CD 

</> 

CD 
Q. 

C7 

"< 

o 

o 

Q. 

3 

0) 

o 

IT 


Footnote  Exhibits  -  Page  4676 


o 

C/5 

Goldman 

Sachs 

m 

6 
o 

N> 

o 

Ol 

tn 

^ 

w 

CJl 

Overview  of  Structured  Product  Synthetics 

Structured  Product  Single  Name  CDS  Sample  Terms  (cont) 


Notional  Balance 

■  Notional  balance  is  adjusted  as  follows: 

si  Reduced  by  amortizations  on  the  reference  obligations 
a  Reduced  by  writedown  amounts  and  principal  shortfalls 
a  Reduced  by  physical  settlement 
ii  Increased  by  writedown  reimbursements 
Credit  Events  Settlement  Amount 

Percent  of  class  principal  not  paid  x  notional 
Percent  of  class  written  down  x  notional 


■  Failure  to  pay  principal 

■  Writedown 


Downgrade  to  CCC  /  Caa3  Physical  settlement  only 

Optional  physical  settlement  after  any  credit  event 

The  PAUG  includes  a  provision  for  giving  an  option  to  the  protection  buyer  to  terminate 
the  contract  in  part  or  in  whole  by  delivering  the  reference  obligation.  This  feature,  called 
the  "Physical  Settlement  Option,"  is  triggered  by  any  credit  event 


Please  see  the  draft  transaction  Confirmation  for  full  details  of  trade  mechanics.  All  materials  contained  herein  are  for  discussion  purposes  only  and  will  be 
superseded  by  full  legal  documentation  in  the  event  Ihe  parties  decide  to  enter  into  any  transaction 
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Overview  of  Structured  Product  Synthetics 

Structured  Product  Single  Name  CDS  Sample  Terms  (cont) 


Interest  Shortfalls 

Should  the  reference  obligation  experience  interest  shortfalls,  the  CDS  premium  payable 
by  potential  buyer  will  be  offset  in  part  or  in  whole  by  such  shortfall;  unpaid  CDS  premium 
can  be  reimbursed  should  deferred  interest  on  reference  obligation  be  repaid 

Coupon  Step-up 

A  coupon  step-up  can  be  triggered  for  certain  securities  if  such  security  is  not  called 
before  a  certain  date  before  its  final  maturity.  If  the  Step-up  provisions  in  a  PAUG  CDS 
are  elected,  the  protection  buyer  is  given  the  option  to  terminate  the  contract  if  the 
coupon  step-up  occurs  on  the  reference  obligation  to  avoid  paying  higher  premium.  If  the 
option  is  not  exercised,  the  CDS  contract  will  continue  and  the  premium  will  be  raised  by 
an  amount  equal  to  the  related  step-up 


Please  see  the  draft  transaction  Confirmation  for  full  details  of  trade  mechanics.  All  materials  contained  herein  are  for  discussion  purposes  only  and  will  be 
superseded  by  full  legal  documentation  in  the  event  the  parties  decide  to  enter  into  any  transaction 
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Overview  of  Structured  Product  Synthetics 

What  is  an  interest  Shortfall? 


■  An  interest  shortfall  occurs  when  current  scheduled  interest  is  not  paid  on  the  reference  obligation 

■  Interest  shortfalls  can  be  driven  by  either  credit  problems  on  the  assets  underlying  the  reference 
obligation  or  by  caps  embedded  in  the  structure 

■  For  subprime  RMBS  and  CMBS  reference  obligations,  coverage  of  interest  shortfalls  by  the  protection 
seller  can  take  the  form  of  one  of  the  following  options: 

m  Cap  Applicable  -  Fixed  Cap:  Interest  shortfall  capped  at  the  amount  of  CDS  premium  owed  by 
the  protection  buyer  in  any  period.  Under  this  option,  protection  seller  will  not  have  to  go  out-of- 
pocket  to  cover  interest  shortfalls. 

«  Cap  Applicable  -  Variable  Cap:  Interest  shortfall  capped  at  an  amount  equal  to  LIBOR  plus  the 
CDS  premium  owed  by  the  protection  buyer  in  any  period.  Under  this  option,  protection  seller  may 
have  to  go  out-of-pocket  to  cover  interest  shortfalls. 

a  Cap  Not  Applicable:  Interest  shortfall  uncapped  at  the  full  coupon  on  the  reference  obligation.  This 
trade  can  only  be  executed  at  a  CDS  premium  rate  equal  to  the  margin  above  LIBOR  or  the 
associated  benchmark  rate  in  the  coupon  and  therefore  would  likely  involve  upfront  payments  by 
either  buyer  or  seller.  Under  this  option,  protection  seller  may  have  to  go  out-of-pocket  to  cover 
interest  shortfalls. 

■  The  specific  form  of  the  interest  shortfall  reimbursement  amount  can  be  selected  by  the  2  parties  in  the 
CDS  transaction 

m  Subject  to  pricing  differences,  based  on  the  amount  of  interest  shortfall  risk  covered 

■  GS  has  observed  meaningful  two-way  flows  under  the  Fixed  Cap  option 

■  Both  the  ABX.HE  and  CMBX  indices  are  Fixed  Cap  Applicable 

Please  see  the  draft  transaction  Confirmation  for  full  details  of  trade  mechanics.  All  materials  contained  herein  are  for  discussion  purposes  only  and  will  be 
superseded  by  full  legal  documentation  in  the  event  the  parties  decide  to  enter  into  any  transaction  67 
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Overview  of  Structured  Product  Synthetics 

Credit  Events  and  Settlement  Mechanics 


Credit  Event                             Settlement  Method              Applicable  Structured  Product  Ref  Obs 

Failure  to  Pay  Principal  (FTPP): 

Usually  occurs  at  the  final  maturity  date 

of  the  reference  obligation  or  upon 

liquidation  of  the  related  deal 

Cash  Settlement  of  principal 

shortfall;  Optional  Physical 

Settlement 

All 

Writedown: 

Occurs  when  the  reference  obligation 

is  written  down  (or  implicitly  written 

down),  often  from  realized  losses 

Cash  Settlement  of  write-down 

amount;  Optional  Physical 

Settlement 

RMBS,  CMBS,  CDO 

Distressed  Ratings  Downgrade: 

Either  Moody's,  S&P,  or  Fitch 

downgrades  the  reference  obligation  to 

CCC  (or  its  equivalent)  or  lower,  or 

removes  its  public  rating 

Optional  Physical  Settlement 

All  excluding  CMBS 

Failure  to  Pay  Interest  (FTPI): 

Failure  to  pay  scheduled  interest  for  a 

specified  number  of  months  (i.e.,  3 

months  for  credit  cards,  24  months  for 

CDOs) 

Cash  Settlement  equal  to  loss 

amount  determined  via  dealer 

poll;  Optional  Physical 

Settlement 

All  excluding  RMBS,  CMBS 

Please  see  the  draft  transaction  Confirmation  for  full  details  of  trade  mechanics.  All  materials  contained  herein  are  for  discussion  purposes  only  and  will  be 
superseded  by  full  legal  documentation  in  the  event  the  parties  decide  to  enter  into  any  transaction 
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The  New  ABX/CMBX  Indices 


CDSIndexCo 
m  Owns  and  maintains  the  DJ  CDX  family  of  credit  default  swap  (CDS)  indices 
a  Between  $25  and  $50  billion  of  CDX  notional  volume  traded  daily 
ii  Introduced  second  generation  products  such  as  index  tranches  and  index  options 

CDS  IndexCo  will  apply  a  defined  set  of  rules  in  order  to  construct  a  portfolio  representative  of  each 
structured  product  sector's  current  market 
(i  ABX.HE  began  trading  on  January  19,  2006,  and  CMBX.NA  on  March  7,  2006 


The  ABX  and  CMBX  Indices 


ABX  Indices 


CMBX  Indices 


:     i 


■ 


HpmeEqulty; 
■Launch:  01J19/06 


ABX.CC 
Credit  Cards 

Launch:  TBD 

_______ 


ABX.SL 

Student  Loans 

Launch:  TBD 


ABK.AU' 
Auto  Loans 

L-i..rKlr  TBD 




AB7.» 

Olhci 

liaunch:TBD 

: 


cm?,m 

Commercial  MBS 


.,' 


Source:  Goldman  Sachs,  ABX.HE  Launch  Presentation:  ABX  Indices:  The  New  US  Asset  Backed  Credit  Default  Swap  Benchmark  Indices  (CDS 
IndexCo  LLC) 

Notes: 

1 .  ABX,  ABX.HE,  and  CMBX.NA  are  service  marks  of  CDS  IndexCO  LLC  and  have  been  licensed  by  Goldman,  Sachs  &  Co. 

2.  The  ABX.HE  and  CMBX.NA  Indices  referenced  herein  is  the  property  of  CDS  IndexCO  LLC  and  is  used  under  license.  The  transactions 
described  herein  are  not  sponsored,  endorsed  or  promoted  by  CDS  IndexCO  LLC  or  any  of  its  members,  other  than  Goldman,  Sachs  &  Co.  6g 
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The  ABX.HE  and  CMBX  Indices 

Highlights 


ABX.HE  references  20  HEL  ABS  obligations  and  CMBX  references  25  CMBS  obligations 

The  Indices  comprise  five  subindices:  AAA,  AA,  A,  BBB  and  BBB- 

Each  subindex,  in  turn,  includes  20  Subprime  Home  Equity  bonds  or  25  CMBS  securities 
«i  The  reference  obligations  in  each  subindex  comprise  bonds  at  different  rating  levels 
?i  Bonds  in  each  subindex  are  selected  from  the  same  set  of  reference  entities 

Every  six  months,  the  Indices  will  be  reconstituted  using  the  same  criteria 

On  January  19,  2006,  the  ABX.HE  began  trading 
a  As  of  March  27,  we  estimate  that  more  than  $30.0bn  of  trade  notional  has  been 

executed  on  the  ABX.HE  indices 
i  Goldman  has  executed  more  than  $17.0bn  of  trade  notional 

On  March  7,  2006,  the  CMBX  Index  began  trading 
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The  ABX.HE  and  CMBX  Indices 

Participants 


Goldman 
Sachs 


j             Hedge  Funds 

•:•    Relative  value  trades 

♦    Directional  trading  / 
macro  view 

Asset  Managers 

♦  Quick  credit  exposure  / 
hedging 

♦  Liquidity  management 
tool 

Prop  Trading  Desks 

♦  Relative  value  trades 

♦  Directional  trading 

Research 

♦    Source  of  credit  spread 
data 

Asset  Originators 


♦  Quick  credit  exposure  / 
hedging 

♦  Credit  diversification  tool 


Variety  of  investors  looking  for 

diversified  sub-prime  home  equity  ABS 

or  CMBS  exposure 


Dealers 


Benchmark  for  product 
innovation 


Flow  trading 


Correlation  Trading  Desks 


Suitable  for  portfolio 
hedging 

Easy  ramp-up 


Corporate  Treasury 


Easy  access  to 
diversified  US  subprime 
home-equity  exposure 


Source:  Goldman  Sachs,  ABX.HE  Launch  Presentation:  ABX  Indices:  The  New  US  Asset  Backed  Credit  Default  Swap  Benchmark  Indices  (CDS 
IndexCo);  Goldman  Sachs,  CMBX  Launch  Presentation:  CMBX  Indices:  The  New  US  Commercial  Mortgage  Backed  Credit  Default  71 
Swap  Benchmark  Indices  (CDS  IndexCo) 


o 

o 

=Ji 
Q. 
CD 

Q)' 


Footnote  Exhibits  -  Page  4683 


CD 

o> 
3 

CD 
13 

Z) 
CD 
JD 
C 
CD 
C/) 

CD 
Q. 

CT 

o 

o 

Q. 

3 

0) 

w 

0) 

o 

CO 


Q 

(J) 


W 
W 

I 

m 
i 

o 
o 

N> 
O 
Ol 

cn 
ho 


The  ABX.HE  and  CMBX  Indices 

Construction  Criteria 


asr 


ABX.HE 

CMBX.NA 

Portfolio: 

20  deals  in  basket,  with  a  new  ABX.HE 
series  expected  to  be  launched 
approximately  every  6  months 

25  deals  in  basket,  with  a  new  CMBX  series 
expected  to  be  launched  approximately  every 
6  months 

Credit  score: 

Each  deal  must  have  a  maximum  average 
FICO  equal  to  660 

|||||^^HBP||||^HH^        Each  tranche  must  have  settled  within  6 
1        months  of  the  roll  date 

Each  tranche  must  have  settled  within  2  years 
of  the  roll  date 

Weighting: 

Reference  obligations  equally  weighted  by 
initial  par  amount,  with  subsequent 
weightings  evolving  as  a  function  of 
prepayment  and  credit  experience  of 
underlying  transactions 

Reference  obligations  equally  weighted  by 
initial  par  amount,  with  subsequent  weightings 
evolving  as  a  function  of  prepayment  and 
credit  experience  of  underlying  transactions 

Lien  type: 

The  pool  must  consist  of  at  least  90%  first 
lien  loans 

Diversification: 

-Limits  same  originator  to  4  deals 
-Limits  master  servicer  to  6  deals 

-Limits  same  state  to  40% 
-Limits  same  property  type  to  60% 

Minimum  deal  size: 

$500mm 

$700mm 

Average  life: 

Each  tranche  must  have  a  weighted 
average  life  of  4-6  years  as  of  the  issuance 
date  (except  AAAs  which  must  be  greater 
j        than  5  years) 

With  respect  to  CMBX.NA. AAA  only,  expected 
weighted  average  life  must  be  greater  than  8y 
and  less  than  1 2y  calculated  using  a  0%  CPY 

IndexCo);  CMBX  Launch  Presentation:  CMBX  Indices:  The  New  US  Commercial  Mortgage  Backed  Credit  Default  Swap  Benchmark    ?2 
Indices  (CDS  IndexCo) 
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Reference  Entities  for  the  ABX.HE  06-1  Series  of  Indices 


aaisr 


Reference  Entities  for  the  ABX.HE  06-1 


1 .  ACE  SECURITIES  CORP.  SERIES  2005-HE7 

2.  AMERIQUEST  MORTGAGE  SECURITIES  INC.,  SERIES  2005-R1 1 

3.  ARGENT  SECURITIES  INC  SERIES  2005-W2 

4.  BEAR  STEARNS  ASSET  BACKED  SECURITIES  2005-HE1 1 

5.  CWABS  ASSET-BACKED  CERTIFICATES  TRUST  2005-BC5 

6.  FIRST  FRANKLIN  MORTGAGE  LOAN  TRUST  SERIES  2005-FF12 

7.  GSAMP  TRUST  2005-HE4 

8.  HOME  EQUITY  ASSET  TRUST  2005-8 

9.  J.P.  MORGAN  MORTGAGE  ACQUISITION  CORP.  2005-OPT1 

1 0.  LONG  BEACH  MORTGAGE  LOAN  TRUST  2005-WL2 

1 1 .  MASTR  ASSET  BACKED  SECURITIES  TRUST  2005-NC2 

12.  MORGAN  STANLEY  ABS  CAPITAL  2005-HE5 

13.  MERRILL  LYNCH  MORTGAGE  INVESTORS  TRUST,  SERIES  2005-AR1 

14.  NEW  CENTURY  HOME  EQUITY  LOAN  TRUST  2005-4 

1 5.  RASC  SERIES  2005-KS1 1  TRUST 

16.  RESIDENTIAL  ASSET  MORTGAGE  PRODUCTS  SERIES  2005-EFC4 

1 7.  SECURITIZED  ASSET  BACKED  RECEIVABLES  2005-HE1 

18.  SOUNDVIEW  HOME  LOAN  TRUST  2005-4 

1 9.  STRUCTURED  ASSET  INVESTMENT  LOAN  TRUST  2005-HE3 

20.  STRUCTURED  ASSET  SECURITIES  CORPORATION  SERIES  2005-WF4 
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Reference  Entities  for  the  CMBX.NA.1  Series  of  Indices 
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Reference  Entities  for  the  CMBX.NA.1 


1 .  Banc  of  America  Commercial  Mortgage  Inc.,  Series  2005-4 

2.  Banc  of  America  Commercial  Mortgage  Inc.,  Series  2005-5 

3.  Banc  of  America  Commercial  Mortgage  Inc.,  Series  2005-6 

4.  BEAR  STEARNS  COMMERCIAL  MORTGAGE  SECURITIES  TRUST  2005-PWR10 

5.  Bear  Stearns  Commercial  Mortgage  Securities  Trust  2005-PWR9 

6.  BEAR  STEARNS  COMMERCIAL  MORTGAGE  SECURITIES  TRUST  2005-TOP20 

7.  CD  2005-CD1  COMMERCIAL  MORTGAGE  TRUST  COMMERCIAL  MORTGAGE  PASS-THROUGH  CERTIFICATES,  SERIES  2005-CD1 

8.  COMMERCIAL  MORTGAGE  TRUST  2005-GG5 

9.  CSFB  Commercial  Mortgage  Trust  2005-C5 

1 0.  CSFB  Commercial  Mortgage  Trust  2005-C6 

11.  GE  Commercial  Mortgage  Corp.  Series  2005-C4 

12.  GMAC  Commercial  Mortgage  Securities,  Inc.  Series  2006-C1  Trust 

1 3.  J.P.  MORGAN  CHASE  COMMERCIAL  MORTGAGE  SECURITIES  CORP.,  SERIES  2005-CIBC1 3 

14.  J.P.  MORGAN  CHASE  COMMERCIAL  MORTGAGE  SECURITIES  CORP.,  SERIES  2005-LDP4 

1 5.  J.P.  MORGAN  CHASE  COMMERCIAL  MORTGAGE  SECURITIES  CORP.,  SERIES  2005-LDP5 

16.  LB-UBS  COMMERCIAL  MORTGAGE  TRUST  2005-C5 

1 7.  LB-UBS  COMMERCIAL  MORTGAGE  TRUST  2005-C7 

18.  LB-UBS  COMMERCIAL  MORTGAGE  TRUST  2006-C1 

19.  MORGAN  STANLEY  CAPITAL  I  TRUST  2005-HQ7 

20.  MORGAN  STANLEY  CAPITAL  I  TRUST  2005-IQ10 

21 .  MORGAN  STANLEY  CAPITAL  I  TRUST  2006-TOP21 

22.  WACHOVIA  BANK  COMMERCIAL  MORTGAGE  TRUST  COMMERCIAL  MORTGAGE  PASS-THROUGH  CERTIFICATES  SERIES  2005-C21 

23.  WACHOVIA  BANK  COMMERCIAL  MORTGAGE  TRUST  COMMERCIAL  MORTGAGE  PASS-THROUGH  CERTIFICATES  SERIES  2005-C22 

24.  MERRILL  LYNCH  MORTGAGE  TRUST  2005-LC1 

25.  MERRILL  LYNCH  MORTGAGE  TRUST  2005-CKI1  
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Trading  the  ABX.HE 

The  Mechanics 


Index  at  100.00 
Assumes  Market  Spread  Equals  Index  Fixed  Rate 


Trade  Date 


Trade  Initiation 


Trade 
Termination 


Index  at  98.00 

■  Implies  spreads  have  widened 

■  Buyer  pays  Seller  2%  x  (Notional)  x 
(Factor) 

■  Seller  pays  Buyer  accrued  premium  from 
the  end  of  the  last  accrual  period  until 
the  trade  effective  date 

■  Seller  pays  Buyer  2%  x  (Notional)  x 
(Factor) 

■  Buyer  pays  Seller  accrued  premium  from 
the  end  of  the  last  accrual  period  until 
the  trade  effective  date 


Index  at  102.00 

■  Implies  spreads  have  tightened 

■  Seller  pays  Buyer  2%  x  (Notional)  x  (Factor) 

■  Seller  pays  Buyer  accrued  premium  from  the 
end  of  the  last  accrual  period  until  the  trade 
effective  date 

■  Buyer  pays  Seller  2%  x  (Notional)  x  (Factor) 
Buyer  pays 

■  Buyer  pays  Seller  accrued  premium  from  the 
end  of  the  last  accrual  period  until  the  trade 
effective  date 


Note-  All  financial  information  and  other  data  shown  are  for  illustrative  purposes  only  and  are  not  intended  to  represent  an  actual  transaction 
Source:  Goldman  Sachs,  ABX.HE  Launch  Presentation:  ABX  Indices:  The  New  US  Asset  Backed  Credit  Default  Swap  Benchmark  Indices  (CDS 
IndexCo) 
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Trading  the  CMBX  Index 

The  Mechanics 


ssssr 


Each  CMBX  Has  a  Fixed  Rate 


Trade  Date 


Trade  Initiation 


Trade 
Termination 


Index  quoted  higher  than  Fixed  Rate 

■  Implies  spreads  have  widened 

■  Buyer  of  protection  (Index  Buyer)  pays 
the  Seller  of  protection  the  difference  in 
market  value 

■  Buyer  of  protection  receives  accrued 
premium  from  the  Seller  of  protection  for 
the  period  from  the  end  of  the  last 
accrual  period  until  the  trade  effective 
date 

■  Seller  of  protection  pays  the  Buyer  of 
protection  the  difference  in  market  value 

■  Seller  of  protection  receives  the  accrued 
premium  from  the  end  of  the  last  accrual 
period  until  the  trade  effective  date  from 
the  buyer  of  protection 


Index  quoted  lower  than  Fixed  Rate 

■  Implies  spreads  have  tightened 

■  Seller  of  protection  (Index  Seller)  pays  Buyer 
of  protection  the  difference  in  market  value 

■  Seller  of  protection  pays  Buyer  of  protection 
the  accrued  premium  for  the  period  from  the 
end  of  the  last  accrual  period  until  the  trade 
effective  date 


Buyer  of  protection  pays  the  Seller  of 
protection  the  difference  in  market  value 

Buyer  of  protection  pays  the  Seller  of 
protection  the  accrued  premium  for  the 
period  from  the  end  of  the  last  accrual  period 
until  the  trade  effective  date 


Note:  All  financial  information  and  other  data  shown  are  for  illustrative  purposes  only  and  are  not  intended  to  represent  an  actual  transaction 
Source:  Goldman  Sachs,  CMBX  Launch  Presentation:  CMBX  Indices:  The  New  US  Commercial  Mortgage  Backed  Credit  Default  Swap 
Benchmark  Indices  (CDS  IndexCo) 
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ABX.HE  Markets 

Indicative  Run  on  Bloomberg  (as  of  06/09/06) 
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Note:  All  financial  information  and  other  data  shown  are  for  illustrative  purposes  only  and  are  not  intended  to  represent  an  actual  transaction     77 
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CM BX  Markets 

Indicative  Run  on  Bloomberg  (as  of  06/09/06) 


Note:  All  financial  information  and  other  data  shown  are  for  illustrative  purposes  only  and  are  not  intended  to  represent  an  actual  transaction     78 
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Trading  the  ABX.HE  and  CMBX  Indices 

XYZ  Sells  Protection  on  $100mm  on  ABX.HE.A.06-1 


The  Fixed  Rate  on  ABX.HE.A.06-1  Index  is  54bp  per  annum,  payable  monthly 
The  mechanics  described  below  work  similarly  for  the  ABX.HE  and  CMBX  Indices 


Fixed  Rate  Payer  (Protection  Buyer) 

■  Pays  54bp  per  annum  monthly  to  counterparty 
on  notional  amount 

m  Notional  amount  will  decline  over  time 
based  on  the  reference  obligations 
amortization 

■  Receives  payments  from  the  Floating  Rate 
Payer  in  the  event  of  the  following: 

it  Interest  Shortfall  (capped  at  fixed  rate) 

b  Principal  Shortfall 

m  Writedown 

■  Pays  in  the  event  of  the  following: 

m  Interest  Shortfall  Reimbursement  Amount 
m  Principal  Shortfall  Reimbursement  Amount 
m  Writedown  Reimbursement  Amount 


Floating  Rate  Payer  (Protection  Seller) 

■  Receives  54bp  per  annum  monthly  to 
counterparty  on  notional  amount 

a  Notional  amount  will  decline  over  time 
based  on  the  reference  obligation's 
amortization 

■  Pays  Fixed  Rate  Payer  in  the  event  of  the 
following: 

a  Interest  Shortfall  (capped  at  fixed  rate) 

a  Principal  Shortfall 
is  Writedown 

■  Receives  payment  in  the  event  of  the  following: 

a  Interest  Shortfall  Reimbursement  Amount 
s  Principal  Shortfall  Reimbursement  Amount 
m  Writedown  Reimbursement  Amount 


Note:  All  financial  information  and  other  data  shown  are  for  illustrative  purposes  only  and  are  not  intended  to  represent  an  actual  transaction 
Source-  Goldman  Sachs,  ABX.HE  Launch  Presentation:  ABX  Indices:  The  New  US  Asset  Backed  Credit  Default  Swap  Benchmark  Indices  {CDS 
IndexCo);  Goldman  Sachs,  CMBX  Launch  Presentation:  CMBX  Indices:  The  New  US  Commercial  Mortgage  Backed  Credit  Default 
Swap  Benchmark  Indices  (CDS  IndexCo)  79 
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Index  vs.  Single  Name  Trades 

Comparing  a  few  features 


CMBS                                                 Subprime  ABS 
Index                       Single-Name                        Index                          Single-Name 

Credit  Events 

FTPP,  Writedown 

FTPP,  Writedown 

FTPP,  Writedown 

FTPP,  Writedown, 
Distressed  Ratings 
Downgrade 

Settlement 

PAYG 

PAYG,  Optional 
Physical 

PAYG 

PAYG,  Optional  Physical 

Interest 
Shortfall 

Fixed  Cap 
Applicable 

Fixed  Cap,  Variable 
Cap,  or  Cap  N/A 

Fixed  Cap 
Applicable 

Fixed  Cap,  Variable 
Cap,  or  Cap  N/A 

Coupon  Step- 
up 

None 

None 

None 

If  clean-up  call  not 
exercised  w/  Buyer's 
option  to  terminate 

Trading 
Quotation 

Spread 

Spread 

Price 

Spread 

Accruals 

Act/ 360 

Act/ 360 

Act/ 360 

Act/ 360 

Effective  Date 

T  +  0 

T  +  3  (generally) 

T  +  0 

T  +  3  (generally) 

Settlement  Date 

T  +  3 

T  +  3 

T  +  5 

T  +  3 
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Key  Features  of  Trade  Mechanics1 

Important  Definitions,  Valuable  Dates  and  Margin  Requirements 


Important  Definitions 


Trade  Date  -  the  day  the  trader  says  "done"  and  trade  is  executed 

Effective  date  of  trade  -  same  as  trade  date:  when  protection  begins 

Effective  date  of  index  (i.e.  annex  date)  -  date  the  annex  was 
initially  published  or  revised 

Settlement  date  -  date  on  which  the  premium  is  exchanged 

Premium  -  fee  exchanged  when  trade  is  initially  done  comprising  the 
market  value  of  the  trade  and  accrued  interest  since  last  payment 
date 

Accrued  interest  (in  terms  of  premium)  -  interest  accumulated  from 
and  including  last  payment  date  but  excluding  effective  date  of  trade 

Factor  -  A  change  in  the  outstanding  principal  issuance  i.e.  %  of 
principal  unpaid  on  the  reference  obligation 

Initial  Fixed  rate  Payer  Calculation  period  -  from  and  including  last 
payment  date  but  excluding  the  next  payment  date  of  the  bond 


Margin  Requirements 


GS  Buys  Protection 


Rating 

Initial  Margin 

AAA 

0.75% 

AA 

1 .25% 

A 

1 .75% 

BBB 

3.25% 

BBB- 

4.50% 

Speculative  Grade 

Case-by-case 

GS  Sells  Protection 

-  Investment  Grade  underlier:  no  initial  margin 

-  Speculative  Grade:  case-by-case  basis 

(key  considerations:  fund's  quality,  liquidity  of  underlier) 


Valuable  Dates 


COUPONS 


■  Trade  date  -  T 

■  Effective  date  of  trade  -  T+  0 

■  Marklt  Publish  date  -  24  hours  or  less  after  trustee 
report  is  published  (25th) 


Accrual  Dates 


25th  -  25th 


25th  -  25th 


Payment  Delay 


5  Business  Day 
after  25th 


No  payment  delay 


Upfront 


T+5 


T+3 


Termination 


T  +  3 


T  +  3 


(1)  Source:  Goldman  Sachs 

Note  :  All  financial  information  and  other  data  shown  are  for  illustrative  purposes  only  and  are  not  intended  to  represent  an  actual  transaction 
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Credit  Event  (Writedown) 

XYZ  Sells  Protection  on  $100mm  on  ABX.HE.A.06-1 


Credit  Event  -  Writedown 

■  Reference  Obligation  Original  Factor  =  1 .0;  Current  Factor  =  0.7 

■  A  Writedown  occurs  on  a  Reference  Obligation,  for  example,  in  year  3,  in  the  amount  of 
1%  of  its  current  principal  balance 

■  (Current  Factor  *  Weighting  *  Loss)  =  (0.70  *  .05  *  .01)  =  .00035  =  0.035% 

■  Protection  Seller  pays  to  Protection  Buyer  a  floating  amount  (0.035%  x  1 00MM)= 
$35,000 

■  Index  notional  amount  on  which  premium  is  paid  reduces  by  an  additional  0.035%,  in 
addition  to  the  principal  payments  of  the  month 

■  Following  the  Credit  Event,  protection  seller  receives  premium  of  [70]  bps  on  the 
remaining  index  notional  amount  until  the  earlier  of  the  next  credit  event  or  scheduled 
termination 

■  The  mechanics  described  above  work  similarly  for  the  ABX.HE  and  CMBX  Indices 


Note-  All  financial  information  and  other  data  shown  are  for  illustrative  purposes  only  and  are  not  intended  to  represent  an  actual  transaction 
Source:  Goldman  Sachs,  ABX.HE  Launch  Presentation:  ABX  Indices:  The  New  US  Asset  Backed  Credit  Default  Swap  Benchmark  Indices  (CDS 

IndexCo) 
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Evolution  of  Spreads  for  the  ABX.HE  Subindices1 

From  01/19/2006  to  06/09/2006 


ABX.HE  BBB  and  BBB- 


19-Jan 
06 


8-Feb-     28-Feb-   20-Mar-     9-Apr-     29-Apr-    19-May-     8- 
06  06  06  06  06  06 


06 


—  ABX.HE.BBB-- 


-ABX.HE.BBB 


ABX.HE  06-1  Spread  Stats 


Open 

High 

Low 

Avg 

Curr 

AAA 

•  18 

14 

10 

12 

12 

AA 

32 

29 

17 

22 

19 

A 

54 

51 

40 

47 

44 

BBB 

154 

171 

120 

136 

139 

BBB- 

267 

292 

202 

237 

248 

(1 )  Source:  Goldman  Sachs.  Indicative  as  of  COB  9Jun06. 


19-Jan-06      8-Feb-06      2B-Feb-06     20-Mar-06      9-Apr-06      29-Apr-06 


-ABX.HE.AAA- 


-AJBXHE.AA 


19-Jan-06      8-Feb-06      28-Feb-06     20-Mar-06      9-Apr-06       29-Apr-06 
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Evolution  of  Spreads  for  the  CMBX  Subindices1 

From  03/06/2006  to  06/09/2006 


CMBX  BBB  and  BBB- 

••  *'^ 

80 
■  75 

•  70 

!5- 

^ — '  i              \     .  j\f 

A 

•  65 
-  60 

"•..:>  - 

V 

-  55 

L  50 

6-Mar-06         26-Mar-06        15-Apr-06         5-May-06         25-May-06 


—  CMBX.BBB CMBX.BBB 


CMBX  Spread  Stats 


Open 

High 

Low 

Avg 

Curr 

AAA 

10 

10 

6 

7 

7 

AA 

25 

25 

16 

18 

18 

A 

35 

35 

27 

28 

29 

BBB 

76 

76 

61 

67 

70 

BBB- 

134 

134 

105 

115 

117 

(1)  Source:  Goldman  Sachs.  Indicative  as  of  COB  9-Jun-06. 


CMBX  AAA  and  AA                          | 

11  -i 
to  - 

1 

r  2b 

•  24 

9  ■ 

w 

22 

e  - 

Vw  ^ 

20 

■  18 

5- 
0  - 

' ^JUIL^ 

■  16 
•  14 

6-Mar-06 


6-Mar-06  26-Mar-06  15-Apr-06  5-May-06  25-Nby-06 


-  CMBX.AAA CMBX.AA 


CMBX  A 


26-Mar-06  15-Apr-06  5-May-06 


25-May-06 


-CMBX.  A 
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GS  Transactions  in  ABX.HE  Indices1 

From  01/19/2006  to  05/11/2006 


GS  Trade  Volume  by  Participant  Type 


Bank 

0.4%     Originator 
0.3% 


Dealer 
53.6% 


Money  Manager 
7.5% 


( 1)  Source:  Goldman  Sachs 


GS  Number  of  Trades  by  Participant  Type 


Bank 

1-5%     Originator 
0.4% 


Credit  HF 
15.1% 

Macro  HF 
0.2% 


SPHF 
22.8% 


Dealer 
43.5% 


Money  Manager 
18.0% 


Credit  HF 
23.7% 

Macro  HF 

1.1% 
^SPHF 
1 1 .9% 
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GS  Transactions  in  ABX.HE  Indices1 

From  01/19/2006  to  05/1 1/2006 


GS  Trade  Volume  by  Rating 


BBB 
18.5% 


BBB- 
16.3% 


( 1)  Source:  Goldman  Sachs 


AAA 
42.1% 


GS  Number  of  Trades  by  Rating 


BBB 
28.3% 


BBB- 
35.0% 


AAA 
4.0% 
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Trade  Ideas  using  the  ABX.HE  Indices 
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Bearish  view  on  housing/consumers: 
a  Customers  with  this  view  have  been  selling  the  Index  (shorting  credit;  buying 
protection)  at  the  A,  BBB,  and  BBB-  level 

Credit  steepener  trades: 
a  View  is  that  credit  curve  will  steepen  with  adverse  developments  for  subprime  credits 
ii  Fund  shorts  by  selling  protection  higher  in  the  capital  structure 
m  Most  common:  BBB-  vs  BBB,  BBB  vs  AAA 

Transition  Management: 
i  Investors  with  cash  to  invest  (or  risk  to  add)  have  used  the  index  to  gain  exposure  to 

home  equity  spreads  while  they  ramp  up  single-name  or  cash  positions 
i  Investors  can  scale  out  of  the  index  as  they  put  new  cash  to  work  (or  add  risk) 

ABS  Basis  trades: 
i  Trading  single  names  or  cash  vs  the  Index 

a  Can  structure  positive  carry  trades  or  express  leveraged  views  on  particular  names 
i  Index  arbitrage 


Note:  Past  results  are  not  indica  tions  ol  future  performance.  87 
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Trade  Ideas  using  the  ABX.HE  Indices 

Continued 


Hedging  mortgage  credit  risk: 
m  Originators  have  sold  the  index  across  the  capital  structure  to  hedge  their  origination 

pipelines 
ii  Originators  or  investors  with  positions  in  residuals  have  sold  the  BBB  and  BBB- 

Indexes  to  mitigate  risk 
s  Some  originators  view  BBB/BBB-  protection  as  cheap  to  mortgage  insurance 

ABX  vs  corporate  credit: 
i  Hedge  funds  have  traded  BBB/BBB-  vs  correlated  corporate  credit  such  as  consumer 
portion  of  CDX  or  HVOL 


ABX.HE  BBB-  vs  OTR  CDX.HVOL1 


ABX.HE  BBB-  vs  OTR  CDX.IG1 

280  -I 

-  48 

i  46 

260- 

.44 

42 

240- 

40 

220- 

38 

200  • 

36 
34 

01-Feb-06 


01-Mar-06 


01-Apr-06 


01-May-06 


01-Apr-06 


01-May-06 


-  BBB-  ABX  (Left) OTR  CDXK3  (Right) 


-BBB- ABX(Lell) OTR  CDXHVOL  (Right) 


( 1)  Note:  Past  results  are  not  indications  of  future  performance.  Indicative  as  of  6-Jun-06. 
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Trade  Ideas  using  the  ABX.HE  Indices 

Continued 


ssr 


ABX  vs.  Equities: 
»  Equity  accounts  and  macro  hedge  funds  have  used  the  Index  (primarily  BBB  and 
BBB-)  to  hedge  the  residual  risk  in  originator  stocks 

a  Short  is  funded  by  high  dividend  yield 

ii  ABX  and  equity  housing  indices  such  as  the  Philadelphia  Housing  Index  (HGX 
<lndex>)  have  become  more  correlated 


ABX.HE  BBB-  vs  S&P  5001 


300 


275 


250 


225- 


200 
01-Feb-06 


01-Mar-06 


01-Apr-06 


01-MayO6 


-BBB-  ABX  (Left) S&P  500  (Right) 


(1)  Note:  Past  results  are  not  indications  of  future  performance.  Indicative  as  of  6-Jun-06. 
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Trade  Ideas  using  the  ABX.HE  Indices 

Continued 


Tranching: 
a  Significant  interest/inquiry  in  tranches 
m  Standardization,  pricing,  and  liquidity  should  take  time  to  evolve 

Options: 
m  Hedgers  have  expressed  interest  in  options  strategies  to  mitigate  risk 
si  Similar  in  construction  to  options  on  CDX  currently  traded 


Mr 


Note:  Past  results  are  not  indications  of  future  performance. 
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Update  on  the  ABX.HE  Bases1 

As  of  06/09/06 


Indicative  Basis  Report1 


Subindex 

Index  - 

CDS 

CDS 

-Cash   | 

AAA 

0 

-11 

AA 

1 

-10 

A 

9 

-3 

BBB 

30 

10 

BBB- 

40 

15 

asr 


(1)  Source:  Goldman  Sachs 

Note:  Past  results  are  not  indications  of  future  performance. 


Reference  Entities 

Index  -  CDS  Basis  for  BBB- 1 

ACE 

05-HE7 

M9 

15 

AMSI 

05-R1 1 

M9 

-10 

ARSI 

05-W2 

M9 

-15 

BSABS 

05-HE11 

M8 

0 

CWL   • 

05-BC5 

B 

-5 

FFML 

05-FF12 

B3 

35 

GSAMP  05-HE4 

B3 

10 

HEAT 

05-8 

B1 

-35 

JPMAC 

05-OPT1 

M9 

40 

LBMLT 

05-WL2 

M9 

-10 

MABS 

05-NC2 

M9 

10 

MLMI 

05-AR1 

B3 

10 

MSAC 

05-HE5 

B3 

5 

NCHET 

05-4 

M9 

-10 

RAMP 

05-EFC4 

M9 

5 

RASC 

05-KS11 

M9 

-45 

SABR 

05-HE1 

B3 

15 

SAIL 

05-HE3 

M9 

-75 

SASC 

05-WF4 

M9 

35 

SVHE 

05-4 

M9 

15                       | 
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ABX.HE  BBB  Basis1 

As  of  06/09/06 


19-Jan-06 


Indicative  ABX.HE  BBB  Historical  Basis1 


16-Feb-06 


17-Mar-06 


17-Apr-06 


16-May-06 


ABXHE.BBB RMBS  BBB  CDS  - 


■  BBB  Basis 


(1)  Note:  Past  results  are  not  indications  of  future  performance.  Indicative  as  ol  6-Jun-06. 
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ABX.HE  BBB-  Basis1 

As  of  06/09/06 


Indicative  ABX.HE  BBB-  Historical  Basis1 


Mr 


180 
19-Jan-06 


16-Feb-06 


17-Mar-06 


17-Apr-06 


16-May-06 


ABXHE.BBB- 


.  RMBS  BBB-  CDS  ■ 


■  BBB- Basis 


( 1)  Note:  Past  results  are  not  indications  of  future  performance.  Indicative  as  of  6-Jun-06. 
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Update  on  the  CMBX  Bases1 

As  of  06/09/06 


Indicative  Basis  Report1 


Subindex 

Index  - 

CDS 

CDS 

-Cash 

AAA 

0 

-20 

AA 

0 

-15 

A 

1 

-14 

BBB 

3 

-6 

BBB- 

4 

0 

or 


(1)  Source:  Goldman  Sachs 

Note:  Past  results  are  not  indications  of  future  periormance. 


Reference  Entities            Index  -  CDS  Basis  for  BBB- 1 

BACM 

2005-4 

H 

8 

BACM 

2005-5 

H 

8 

BACM 

2005-6 

K 

4 

BSCMS 

2005-PW10 

K 

0 

BSCMS 

2005-PWR9 

J 

3 

BSCMS 

2005-T20 

J 

0 

CD 

2005-CD1 

J 

9 

CSFB 

2005-C5 

K 

6 

CSFB 

2005-C6 

J 

4 

GCCFC 

2005-GG5 

H 

9 

GECMC 

2005-C4 

J 

4 

GMACC 

2006-C1 

J 

4 

JPMCC 

2005-CB13 

H 

0 

JPMCC 

2005-LDP4 

H 

3 

JPMCC 

2005-LDP5 

K 

4 

LBUBS 

2005-C5 

K 

-1 

LBUBS 

2005-C7 

K 

4 

LBUBS 

2006-C1 

K 

3 

MLMT 

2005-CKI1 

H 

1 

MLMT 

2005-LC1 

H 

6 

MSC 

2005-HQ7 

K 

5 

MSC 

2005-IQ10 

H 

1 

MSC 

2006-T21 

H 

3 

WBCMT 

2005-C21 

H 

6 

WBCMT 

2005-C22 

J 

6 
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CMBX  BBB  Basis1 

As  of  06/09/06 


78 


6-Mar-06 


Indicative  CMBX  BBB  Historical  Basis1 


10 
+  8 
6 
4  4 
2 
0 
-2 
-4 
-6 
-8 


3-Apr-06 


2-May-06 


31-May-06 


CMBXBBB 


-CMBSBBBCDS 


■  BBB  Basis 


D 


(7J  Nofe:  Past  results  are  not  indications  of  future  performance.  Indicative  as  0/  6-Jun-06. 
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CMBX  BBB-  Basis1 

As  of  06/09/06 


140 


100 


6-Mar-06 


Indicative  CMBX  BBB-  Historical  Basis1 


3-Apr-06 


2-May-06 


31-May-06 


CMBXBBB- CMBS  BBB- CDS 


•  BBB- Basis 


(1)  Note:  Past  results  are  not  indications  of  future  performance.  Indicative  as  of  6-Jun-06. 
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Structured  Credit  Tranches 

Benefits  of  Single-Tranche  Synthetic  Securitizations 


Increasing  liquidity  in  the  single  name  CDS  market  enables  creation  of  pure  bespoke 
synthetic  structured  product  CDOs 

Investors  can  build  customized  synthetic  structured  product  portfolios 
i  Not  limited  by  new  issuance  calendar  and  bond  allocations 
n  Not  limited  by  cash  bonds  in  dealer  inventory 
m  Customized  by  sector  (e.g.,  RMBS,  CMBS,  ABS),  rating,  vintage,  servicer,  etc. 

Investors  can  tranche  synthetic  portfolio  to  meet  various  investment  objectives 
i  Rating  of  investment 
i  Degree  of  term  leverage 
i  Spread 
ii  Currency  denomination 

Credit-linked  notes  issued  in  such  synthetic  transactions  are  usually  uncapped  and 
cannot  defer  interest,  even  though  many  of  the  underlying  reference  obligations  may 
have  embedded  caps  and/or  may  be  permitted  to  defer  interest 
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Structured  Credit  Tranches 

Portfolio  Selection  Considerations 


Synthetic  transactions  have  tended  to  focus  on  the  sectors  of  the  US  structured  products 
market  that  have  either  experienced  or  are  expected  to  experience  the  heaviest  activity 
in  the  single-name  structured  product  CDS  market 

•s  Prime,  Alt-A  and  Subprime  RMBS 

ii  US  CMBS  Conduits 

ii  Structured  Product  Cashflow  CDOs  and  CLOs 

a  Consumer  ABS 

Most  transactions  are  diversified  across  sectors 
a  It  is  possible  to  structure  single-sector  transactions  (i.e.,  1 00%  subprime  RMBS) 

Portfolios  referencing  AAA  through  BB  securities  can  be  created,  although  the  best 
liquidity  is  in  the  double-A  through  triple-B  rated  layer 

Most  synthetic  transactions  focus  on  2004,  2005  and  2006  vintage  structured  finance 

Reference  portfolio  can  be  static  or  dynamic,  subject  to  constraints  customized  to 
investor  requirements 
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Structured  Credit  Tranches 

Tranche  and  Structural  Considerations 


After  selecting  a  reference  portfolio  (or  appropriate  rules  in  the  case  of  a  dynamic 
portfolio),  ratings  can  be  assigned  to  particular  risk  layers  ("tranches") 

Investors  can  select  the  tranche  which  best  meets  their  investment  guidelines  with 
respect  to  ratings  and  leverage 

Structure  and  cash  flow  mechanics  are  very  similar  to  corporate  single-tranche  synthetics 

Transactions  run  to  the  legal  final  of  the  underlying  reference  obligations  (typically  40  yrs) 
a  Most  tranches  will  have  a  7-1 2  year  expected  weighted  average  life 
ii  The  actual  principal  amortization  of  the  transaction  tracks  that  of  the  reference 

portfolio 
is  The  average  life  will  reflect  any  borrower  prepayments/extensions,  credit 

performance,  and  the  underlying  structure  of  the  reference  obligations 

Tranches  are  usually  not  subject  to  caps  which  may  be  embedded  in  the  underlying 
reference  obligations,  although  the  cost  of  such  caps  and  other  embedded  options  will  be 
reflected  in  the  spread  of  each  tranche 

Most  transactions  include  an  optional  call  exercisable  after  a  non-call  period 

For  a  customized  rated  transaction,  investment  size  generally  needs  to  be  $50  million  or 
more  to  justify  the  fixed  costs  incurred 

Goldman  can  offer  tranches  in  liquid  currencies  other  than  US  dollars 
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Structured  Credit  Tranches 

Overview  of  Credit-Linked  Note  Structure 


Investor  purchases  a  credit-linked  note  (CLN)  issued  by  an  SPV  issuer  (the  "Issuer"),  the 
proceeds  of  which  are  used  to  collateralize  the  notional  amount  of  a  credit  default  swap  (CDS) 
referencing  layers  of  risk  of  the  reference  portfolio 

GS  acts  as  protection  buyer,  while  the  Issuer  (and  indirectly,  the  investor)  acts  as  protection 
seller 

Under  the  CDS,  Goldman  pays  a  running  premium  which  covers  the  spread  paid  to  the  investor 
as  well  as  upfront  and  ongoing  expenses  of  the  CLN  issuer 

Investor  earns  current  interest  at  the  stated  floating  coupon,  accrued  on  the  outstanding 
principal  balance  of  the  CLN 

The  junior-most  tranche  of  CLN  may  have  credit  enhancement  via  a  subordinated  first  loss 

amount 

If  a  credit  event  occurs  in  respect  of  a  reference  obligation,  a  loss  amount  is  calculated 

Any  such  loss  amount  is  deducted  from  the  first  loss  amount  remaining,  if  any,  after  which: 

a  The  principal  of  the  junior-most  CLN  is  written  down 

«  Investor  loses  principal  by  the  amount  of  such  write  down 

i  Goldman  is  paid  protection  under  the  CDS  equal  to  the  amount  of  such  write  down 

CLN  tranches  are  written-down  by  loss  amounts  in  reverse  sequential  order  of  priority 
Principal  amortization  (in  the  absence  of  credit  events)  tracks  that  of  the  reference  portfolio 
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Structured  Credit  Tranches 

Example  Credit-Linked  Note  Structure  Diagram 
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ABACUS  Program 

Overview  of  ABACUS  Transactions 


ABACUS  is  the  GS  brand  name  for  single-tranche  CLN  issuances  referencing  portfolios 
comprised  entirely  of  structured  products 

GS  completed  12  pure  bespoke  single-tranche  structured  product  synthetics  since  2004 

Since  2004,  GS  has  distributed  globally  approximately  $3.5bn  of  single-tranche  CLNs  to 
a  variety  of  buy-and-hold  investors  seeking  customized  exposures  to  the  US  structured 
product  market 

Through  CLN  issuance  and  tranched  CDS  trading,  GS  traded  approximately  $21  bn 
notional  amount  of  structured  product  credit  risk 

Select  sample  transactions: 
fi  ABACUS  2005-4:  $6.0bn  AAA  CMBS  transaction 
n  ABACUS  2005-2:  $1 .25bn  single-A  multi-sector  transaction 
ii  ABACUS  05-CB1 :  $750mm  third  party  managed  transaction 
ii  ABACUS  2005-7:  $100mm  levered  supersenior  transaction 
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ABACUS  Program 

ABACUS  2005-4:  a  Sfaf/c  "vWl"  CMBS  Transaction 


$6.0  billion  static  portfolio  of  30  equally 
sized  triple-A  CMBS  reference  obligations 

GS  issued  $600mm  of  CLNs  in  six 
bespoke  tranches  rated  by  S&P  and 
Moody's 

Transaction  illustrates  a  recurring  theme  of 
taking  levered  exposure  to  a  portfolio  of 
low  leverage  credit  risks 

Transaction  that  enables  investors  to  take 
exposure  to  the  AAA  US  CMBS  conduit 
market  on  a  floating  rate  basis  at  attractive 
spreads  compared  to  the  underlying  risk 

GS  is  currently  working  on  similar 
transactions  referencing  portfolios  of  junior 
"AAA"  CMBS  securities  and  "AA"  CMBS 
securities 


:  "Reference:::::::: 

Portfolio 
(100  Reference 
Obligations); : ' 


;••*'.*''* 


90-00%  Super  Senior  , 


iiglilflifll 


111: 


,:       '  '    ' '  .       H      " 


:■  y-:'.::::\:: 


Illustrative  only  -  diagram  not  to  scale 
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ABACUS  Program 

ABACUS  2005-2:  a  Diversified  Single-A  Multi-Sector  Transaction 


$1 .25  billion  portfolio  with  1 00  reference 
obligations 

GS  issued  $21 2.5mm  of  CLNs  in  five  bespoke 
tranches  rated  by  S&P  and  Moody's 

"A2"  reference  portfolio  weighted  average  rating 

Portfolio  composed  of  Asset-Backed  (10%), 
CMBS  (20%),  RMBS  (55%)  and  CDO  Cashflow 
securities  (1 5%) 

Investors  take  levered  exposure  to  a  diversified 
portfolio  of  single-A  rated  structured  product 
securities  with  credit  enhancement  protection. 
Such  exposure  is  rarely  available  in  the  cash  ABS 
CDO  market 

Protection  buyer  has  the  right  to  substitute 
reference  obligations  in  the  reference  portfolio 
subject  to  strictly  defined  rules  customized  by 
investors 

Substitution  flexibility  enables  (a)  GS  to  more 
easily  manage  its  correlation  book  and  (b)  GS  to 
pay  significantly  more  spread  to  investors 
compared  to  the  benchmark  cash  ABS  CDO 
market 
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ABACUS  Program 

ABACUS  2005-2:  a  Diversified  Single-A  Multi-Sector  Transaction 


Collateral  Distribution 


CDO  -  Commercial 

Real  Estate      -CDO  -  High  Grade 
ABS  -  Credit  Card  3.0%  \         ABS  CDO-CLO 

5.0%  ""--v.  1         2.0%^^^-      20o/o 

ABS  -  Student  Loan 
5.0% 


Rating  Distribution 


CDO  -  Mezzanine 
ABS 
8.0% 

RMBS - HEQ 
9.0% 


AA- 

BBB 

1.0% 

A+ 

RMBS - B&C 

BBB+ 
3.0%  ~^ 

16.0% 

^ 

^"~10.0% 

46.0% 

A- 

15.0% 

CMBS  -  Conduit 
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ABACUS  Program 

ABACUS  2005-CB1:  a  Managed  Subprime  RMBS  Transaction 


$750  million  reference  portfolio 

GS  issued  $238mm  of  CLNs  in  eight 
bespoke  tranches  rated  by  S&P  and 
Fitch  (excluding  Super  Senior,  BB  - 
rated  and  first  loss  tranches  that  were  not 
offered) 

481  WARF  Reference  Portfolio 
(Baa2/Baa3) 

C-BASS  serves  as  Portfolio  Advisor 

The  Portfolio  Advisor  selects,  monitors 
the  Reference  Portfolio  and  has 
defensive  management  rights  with 
respect  to  the  reference  portfolio 

GS  is  working  with  first  tier  portfolio 
managers  to  bring  pure  bespoke 
managed  structured  product  synthetic 
CDO  transactions  in  a  format  similar  to 
the  ABACUS  2005-CB1  transaction 
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ABACUS  Program 

ABACUS  2005-CB1:  a  Managed  Subprime  RMBS  Transaction 


Collateral  Distribution 


RMBS- 

Reperforming 

2.7% 


RMBS  -  Alt-B 
2.0% 


ABS  -  Credit  Card_ 
3.3% 

CMBS  -  Conduit 
16.0% 


ABS  -  Student 
Loan 
2.0% 
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Rating  Distribution 


AA 

2  7%         ^_ 
BB+^        "i      A  1.3% 
6.0% 


RMBS  -  B&C 
74.0% 


BBB 
25.3% 


107 


o 

o 

Q. 
CD 

=3 

H 
—i 

CD 
Q) 

r- *■ 

3 

CD 
73 

CD 
X! 
C 
CD 
(/> 

*-•- 

CD 
Q. 

CD 
o 

Q. 

3 

03 

c/> 


Footnote  Exhibits  -  Page  4719 


CD 

CO 


03 

co 

I 

m 

6 
o 

N) 

o 
en 
en 

-j 

CO 


ssr 


ABACUS  Program 

ABACUS  2005-7:  a  Levered  Super-Senior  Transaction 


First  ever  rated  levered  supersenior  transaction  referencing  structured  product  credit  risk 

Transaction  referencing  the  10%  - 100%  supersenior  tranche  off  a  portfolio  consisting  of 
30  equally  sized  triple-A  CMBS  reference  obligations 

AAA/AAA  (S&P/Fitch) 

GS  issued  $130mm  credit  linked  notes  with  a  10x  leverage  multiple,  transferring  the 
credit  and  spread  risk  of  $1 .3bn  notional  supersenior  tranche 

transaction  uses  spread  triggers  referencing  the  reference  portfolio  average  CDS  spread 
ii  If  the  average  reference  portfolio  spread  breaches  an  unwind  trigger,  investor  can 
either 

-  Unwind  the  transaction  at  market,  or 

-  Purchase  additional  CLNs  in  order  not  to  crystallize  its  mark  to  market  loss 
ii  Several  triggers  structured,  which  are  "AAA"  remote,  with  gradual  deleveraging 

ABACUS  05-7  enables  a  broad  set  of  capital  market  investors  to  access  supersenior 
credit  risk,  which  used  to  be  a  risk  available  only  to  insurance  companies 

GS  is  working  with  rating  agencies  to  standardize  the  approach  in  order  to  replicate  the 
levered  supersenior  format  to  other  asset  classes  and  other  rating  categories 
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Case  Study:  Super  Regional 


Account  Profile:  Super  Regional  creating  billion  dollar  structured  products  portfolio 

Organizational  Structure:  Asset  purchasing  decisions  centralized  under  structured  products 
portfolio  management  team 

Portfolio: 

a  Purchased  AAA  tranche  of  ABACUS  2005-04 

-  Static  triple-A  CMBS  transaction 

-  30  equally  weighted  triple-A  reference  obligations 

Process:  Decision  subject  to  committee  review 

Transaction: 

m  Identified  need  to  incorporate  commercial  real  estate  assets  to  concentrate  residential  exposure 
v  Looked  to  take  levered  exposure  to  portfolio  of  high  quality  credits 

Conclusion:  Unwound  trade  to  capture  gains  via  roll  down  benefit 
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Executive  Summary 


Evaluating  Asset  Classes 

Cash  GDO  Overview 

Cash  Collateralized  De&i  Ory-^aticns  (CDOs) 

w'f'M is  i&isi.   k*M\J  W%?Csi  *?stv«% 

Corporate  Credit 

Asset  Backed  Securit'SB  *:Ab-S> 

Appendix  -  Disclaimers  &  Risk  Factors 
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The  information  contained  herein  is  confidential  information  regarding  securities  that  may  in  the  future  be  offered  by  ABACUS 
(the  "Issuer").  The  information  is  being  delivered  to  a  limited  number  of  sophisticated  prospective  institutional  investors  in  order  to 
assist  them  in  determining  whether  they  have  an  interest  in  the  type  of  securities  described  herein  and  is  solely  for  their  internal 
use.  By  accepting  this  information,  the  recipient  agrees  that  it  will  use  and  it  will  cause  its  directors,  partners,  officers,  employees 
and  representatives  to  use  the  information  only  to  evaluate  its  potential  interest  in  the  securities  described  herein  and  for  no  other 
purpose  and  will  not  divulge  any  such  information  to  any  other  party.  Any  reproduction  of  this  information,  in  whole  or  in  part,  is 
prohibited.  Notwithstanding  the  foregoing,  each  recipient  (and  each  employee,  representative,  or  other  agent  of  such  recipient) 
may  disclose  to  any  and  all  other  persons,  without  limitation  of  any  kind,  the  tax  treatment  and  tax  structure  of  the  Issuer,  the 
securities  described  herein  and  any  future  offering  thereof  and  the  ownership  and  disposition  of  such  securities  and  all  materials 
of  any  kind  (including  opinions  or  other  tax  analyses)  that  are  provided  to  such  recipient  relating  to  such  tax  treatment  and  tax 
structure.  However,  any  such  information  relating  to  such  tax  treatment  or  tax  structure  is  required  to  be  kept  confidential  to  the 
extent  reasonably  necessary  to  comply  with  any  applicable  securities  laws.  For  this  purpose,  the  tax  treatment  of  a  transaction  is 
the  purported  or  claimed  U.S.  federal  income  tax  treatment  of  the  transaction,  and  the  tax  structure  of  a  transaction  is  any  fact 
that  may  be  relevant  to  understanding  the  purported  or  claimed  U.S!  federal  income  tax  treatment  of  the  transaction. 

The  information  contained  herein  has  been  prepared  solely  for  informational  purposes  and  is  not  an  offer  to  buy  or  sell  or  a 
solicitation  of  an  offer  to  buy  or  sell  any  security  or  instrument  or  to  participate  in  any  trading  strategy.  The  information  contained 
herein  is  preliminary  and  material  changes  to  the  proposed  terms  of  the  securities  described  herein  may  be  made  at  any  time.  If 
any  offer  of  securities  is  made,  it  shall  be  made  pursuant  to  a  definitive  offering  circular  (the  "Offering  Circular")  prepared  by  or  on 
behalf  of  the  Issuer,  which  would  contain  material  information  not  contained  herein  and  which  shall  supersede,  amend  and 
supplement  this  information  in  its  entirety.  Any  decision  to  invest  in  the  securities  described  herein  should  be  made  after 
reviewing  the  Offering  Circular,  conducting  such  investigations  as  the  investor  deems  necessary  or  appropriate  and  consulting 
the  investor's  own  legal,  accounting,  tax,  and  other  advisors  in  order  to  make  an  independent  determination  of  the  suitability  and 
consequences  of  an  investment  in  the  securities. 

The  securities  described  herein  will  not  be  registered  under  the  Securities  Act  of  1933,  as  amended,  or  the  securities  laws  of  any 
other  jurisdiction  and  neither  the  Issuer  nor  the  pool  of  securities  held  by  the  Issuer  will  be  registered  under  the  Investment 
Company  Act  of  1 940,  as  amended.  The  securities  offered  herein  will  not  be  recommended  by  any  United  States  federal  or  state 
securities  commission  or  any  other  regulatory  authority.  Furthermore,  the  foregoing  authorities  have  not  confirmed  the  accuracy 
or  determined  the  adequacy  of  this  document.  Any  representation  to  the  contrary  is  a  criminal  offense.  The  securities  described 
herein  will  be  subject  to  certain  restrictions  on  transfers  as  described  in  the  Offering  Circular. 
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Disclaimer 


None  of  the  Issuer  or  Goldman  Sachs  (as  used  herein,  such  term  shall  include  Goldman,  Sachs  &  Co.  and  all  of  its  affiliates)  nor 
any  of  their  respective  affiliates  makes  any  representation  or  warranty,  express  or  implied,  as  to  the  accuracy  or  completeness  of 
the  information  contained  herein  and  nothing  contained  herein  shall  be  relied  upon  as  a  promise  or  representation  whether  as  to 
the  past  or  future  performance.  The  information  includes  hypothetical  illustrations  and  involves  modeling  components  and 
assumptions  that  are  required  for  purposes  of  such  hypothetical  illustrations.  No  representations  are  made  as  to  the  accuracy  of 
such  hypothetical  illustrations  or  that  all  assumptions  relating  to  such  hypothetical  illustrations  have  been  considered  or  stated  or 
that  such  hypothetical  illustrations  will  be  realized.  The  information  contained  herein  does  not  purport  to  contain  all  of  the 
information  that  may  be  required  to  evaluate  such  securities,  and  each  recipient  is  encouraged  to  read  the  Offering  Circular  and 
should  conduct  its  own  independent  analysis  of  the  data  referred  to  herein.  The  Issuer,  Goldman  Sachs  and  their  respective 
affiliates  disclaim  any  and  all  liability  relating  to  this  information,  including,  without  limitation,  any  express  or  implied 
representation  or  warranty  for  statements  contained  in  and  omissions  from  this  information.  None  of  the  Issuer,  Goldman  Sachs 
or  any  of  their  respective  affiliates  expects  to  update  or  otherwise  revise  the  information  contained  herein  except  by  means  of  the 
Offering  Circular.  Additional  information  may  be  available  on  request.  The  securities  are  obligations  of  the  Issuer  and  are  not 
issued  by,  obligations  of,  or  guaranteed  by  Goldman  Sachs  or  their  respective  affiliates,  or  other  organizations.  The  obligations 
of  the  Issuer  are  not  deposit  obligations  of  any  financial  institution.  The  securities  described  herein  are  complex,  structured 
securities  and  there  is  no  assurance  that  a  secondary  market  for  such  securities  will  exist  at  any  time.  Accordingly,  prospective 
investors  should  be  prepared,  and  have  the  ability,  to  hold  such  securities  until  their  respective  stated  maturities  or  stated 
redemption  dates. 
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HYPOTHETICAL  ILLUSTRATIONS  AND  PRO  FORMA  INFORMATION 


These  materials  contain  statements  that  are  not  purely  historical  in  nature.  These  include,  among  other  things,  hypothetical 
illustrations,  sample  or  pro  forma  portfolio  structures  or  portfolio  composition,  scenario  analysis  of  returns  and  proposed  or  pro 
forma  levels  of  diversification  or  sector  investment.  These  hypothetical  illustrations  of  returns  illustrate  a  range  of  potential 
outcomes  based  upon  certain  assumptions.  Such  potential  outcomes  are  not  a  prediction  by  the  Issuer,  Goldman  Sachs  or  their 
respective  affiliates  of  the  performance  of  the  securities  described  herein.  Actual  events  are  difficult  to  predict  and  are  beyond 
the  control  of  the  Issuer,  Goldman  Sachs  or  their  respective  affiliates.  Actual  events  may  differ  from  those  assumed  and  such 
differences  may  be  material.  There  can  be  no  assurance  that  illustrated  returns  will  be  realized  or  materialized  or  that  actual 
returns  or  results  will  not  be  materially  lower  than  those  presented.  All  statements  included  are  based  on  information  available 
on  the  date  hereof,  and  none  of  the  Issuer,  Goldman  Sachs  or  their  respective  affiliates  assumes  any  duty  to  update  any  such 
statement.  Some  important  factors  which  could  cause  actual  results  to  differ  materially  from  those  in  any  statements  contained 
herein  include  the  actual  composition  of  the  reference  portfolio,  any  Credit  Events  on  the  reference  portfolio,  the  timing  of  any 
Credit  Events  and  subsequent  recoveries,  changes  in  interest  rates,  any  weakening  of  the  specific  credits  included  in  the 
reference  portfolio,  and  the  circumstances  under  which  the  Portfolio  Advisor  elects  to  remove  any  Credit  Risk  Reference 
Obligations,  among  others.  The  Offering  Circular  will  contain  other  risk  factors,  which  an  investor  should  also  consider  in 
connection  with  an  investment  in  the  securities  described  herein. 

PRIOR  INVESTMENT  RESULTS 

Any  prior  investment  results  or  returns  are  presented  for  illustrative  purposes  only  and  are  not  indicative  of  the  future  returns  on 
the  securities  and  obligations  of  the  Issuer. 

Under  no  circumstances  is  this  presentation  to  be  used  or  considered  as  an  offer  to  sell,  or  a  solicitation  of  any  offer  to  buy,  any 
security.  Any  such  offering  may  be  made  only  by  the  Offering  Circular.  The  information  contained  herein  is  in  summary  form  for 
convenience  of  presentation.  It  is  not  complete  and  it  should  not  be  relied  upon  as  such. 

No  person  has  been  authorized  to  give  any  information  or  to  make  any  representations  other  than  those  to  be  contained  in  the 
Offering  Circular  regarding  the  offering  of  any  securities  described  herein.  An  investment  in  the  securities  described  herein,  when 
and  if  offered,  will  involve  substantial  risk.  Prior  to  investing,  prospective  investors  should  carefully  consider  the  risks,  which  will 
be  described  in  the  Offering  Circular,  and  should  consult  their  own  investment  advisors,  and  tax,  legal,  accounting  and  other 
regulatory  advisors.  Due  to  the  risks  involved  in  the  Securities,  investors  should  be  prepared  to  suffer  a  loss  of  their  entire 
investment. 
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PROSPECTIVE  INVESTORS  SHOULD  READ  THE  OFFERING  CIRCULAR  FOR  A  MORE  COMPLETE  DESCRIPTION  OF 
RISK  FACTORS  RELEVANT  TO  A  PARTICULAR  INVESTMENT 

■  Purchasing  the  Securities  involves  certain  risks.  Prospective  investors  should  carefully  consider  the  following  factors,  as 
well  as  the  risk  factors  included  in  the  final  Offering  Circular,  prior  to  purchasing  the  Securities.  The  following  is  not 
intended  to  be  an  exhaustive  list  of  the  risks  involved  in  the  Transaction. 

■  The  final  Offering  Circular  will  include  more  complete  descriptions  of  the  risks  described  below  as  well  as  additional  risks. 
Any  decision  to  invest  in  the  Securities  described  herein  should  be  made  after  reviewing  the  Offering  Circular,  conducting 
such  investigations  as  the  investor  deems  necessary  and  consulting  the  investor's  own  legal,  accounting  and  tax  advisors 
in  order  to  make  an  independent  determination  of  the  suitability  and  consequences  of  an  investment  in  the  Securities. 

Leveraged  Credit  Exposure  to  Reference  Entities 

■  Investors  will  have  leveraged  exposure  to  the  credit  of  a  number  of  Reference  Entities  because  the  notional  amount  of  the 
Reference  Portfolio  is  significantly  larger  than  the  principal  amount  of  the  Notes.  Following  either  (1)  the  delivery  of  a  Credit 
Event  Notice  by  Goldman  Sachs  in  relation  to  a  Credit  Event  with  respect  to  a  Reference  Entity  and  the  satisfaction  of  the 
other  Conditions  to  Settlement  or  (2)  removal  of  a  Credit  Risk  Reference  Obligation  by  the  Portfolio  Advisor  and  the 
determination  of  a  related  Discount  Amount,  the  outstanding  principal  amount  of  the  investment  may  be  reduced.  Investors 
in  the  Securities  may  suffer  significant  reductions  in  their  outstanding  principal  amounts.  The  maximum  loss  for  investors  is 
the  full  principal  amount. 

No  Legal  or  Beneficial  Interest  in  Obligations  of  Reference  Entitles 

■  Participation  in  the  Transaction  does  not  constitute  a  purchase  or  other  acquisition  or  assignment  of  any  interest  in  any 
obligation  of  any  Reference  Entity.  Neither  the  Issuer  nor  investors  will  have  recourse  against  any  Reference  Entities. 
Neither  the  investors  nor  any  other  entity  will  have  any  rights  to  acquire  from  Goldman  Sachs  any  interest  in  any  obligation 
of  any  Reference  Entity,  notwithstanding  any  reduction  in  the  principal  of  the  relevant  class  with  respect  to  such  Reference 
Entity.  Neither  the  Issuer  nor  any  investor  will  have  the  benefit  of  any  collateral  delivered  by  any  Reference  Entity  nor  any 
right  to  enforce  any  remedies  against  any  Reference  Entity. 
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Tax/Regulatory  Impact 

■  There  may  be  a  tax  or  regulatory  impact  of  investing  in  the  Notes.  Goldman  Sachs  does  not  provide  any  opinion  on  these 
issues.  Any  investor  should  consult  with  its  own  advisors  prior  to  investing  in  the  Notes. 

Limited  Liquidity  of  the  Transaction 

■  There  is  currently  no  market  for  the  Securities.  There  can  be  no  assurance  that  a  secondary  market  for  the  Securities  will 
develop  or,  if  a  secondary  market  does  develop,  that  it  will  provide  the  holder  of  the  Securities  with  liquidity,  or  that  it  will 
continue  for  the  life  of  the  Securities.  Moreover,  the  limited  scope  of  information  available  to  the  investors  regarding  the 
Reference  Entities,  the  nature  of  any  Credit  Event,  including  uncertainty  as  to  the  extent  of  any  reduction  to  be  applied  to 
the  notional  amount  of  each  class  if  a  Credit  Event  has  occurred  but  the  amount  of  the  relevant  reduction  in  the  notional 
amount  has  not  been  determined,  and  the  uncertainty  regarding  any  Credit  Risk  Reference  Obligation,  including  the  ability 
of  the  Portfolio  Advisor  to  remove  such  obligations  from  the  reference  portfolio  at  any  time  and  the  extent  of  any  reduction 
to  be  applied  to  the  notional  amount  of  each  class  if  and  when  such  Credit  Risk  Reference  Obligations  is  removed,  may 
further  affect  the  liquidity  of  the  Securities.  Consequently,  any  investor  in  the  Securities  must  be  prepared  to  hold  such 
Securities  for  an  indefinite  period  of  time  or  until  final  maturity. 

Mark-to-Market  Risk 

■  Investors  are  exposed  to  considerable  mark-to-market  volatility  following  changes  in  any  of  the  following:  spreads  of  the 
credits  in  the  Reference  Portfolio,  comparable  CDO  spreads,  ratings  migration  in  the  reference  portfolio,  ratings  migration 
of  the  Securities,  ratings  migration  of  the  Collateral  or  issuers  or  providers  thereof,  and  Credit  Events  in  the  Reference 
Portfolio  (and  hence  reduction  of  subordination).  These  will  be  reflected  in  mark-to-market  valuations  which  are  likely  to  be 
more  volatile  than  an  equivalents  rated  unleveraged  investment. 

Credit  Events  may  vary  from  Defaults 

■  Historical  default  statistics  may  not  capture  events  that  would  trigger  a  Credit  Event  as  specified  under  the  Notes.  All  Credit 
Event  definitions  will  be  defined  in  the  final  legal  documents  and  will  be  governed  by  the  2003  ISDA  Credit  Derivatives 
Definitions  and  any  amendment  or  supplement  thereto. 

Credit  Ratings 

■  Credit  ratings  represent  the  rating  agencies'  opinions  regarding  credit  quality  and  are  not  a  guarantee  of  quality.  Rating 
aqencies  attempt  to  evaluate  the  safety  of  principal  and/or  interest  payments  and  do  not  evaluate  the  risks  of  fluctuations  in 
market  value.  Accordingly,  the  credit  ratings  may  not  fully  reflect  the  true  risks  of  the  Transaction.  Also,  rating  agencies 
may  fail  to  make  timely  changes  in  credit  ratings  in  response  to  subsequent  events,  so  that  an  issuer  s  current  financial 
condition  may  be  better  or  worse  than  a  rating  indicates. 


116 


o 

o 

=a 

Q. 
CD 

0)' 


Footnote  Exhibits  -  Page  4727 


CD 
0) 

3 

CD 

^1 
CD 
.O 

c 

CD 
W 

CD 
Q. 

cr 

>< 

O 
o 

Q. 

3 

CO 
0) 

o 


CD 
CO 

DO 
CO 

m 
i 

o 
o 

N) 
O 
CJi 
Oi 
■ti. 
C» 
0> 


Risk  Factors 


ffl,ajl 


Rating  Volatility 


■  Ratinq  agencies  may  from  time  to  time  change  the  ratings  of  the  Notes  (or  the  Reference  Entities  in  the  portfolio)  even  if  no 
losses  have  been  incurred  under  the  Notes  due  to  changes  in  rating  methodology  or  rating  migration  of  the  Reference 
Entities  in  the  portfolio.  Due  to  the  leveraged  nature  of  the  transaction,  the  rating  may  be  significantly  more  volatile  than 
corporate  debt  with  an  equivalent  credit  rating. 

Certain  conflicts  of  interest  relating  to  Goldman  Sachs  and  its  Affiliates;  No  reliance 

■  Goldman  Sachs  does  not  provide  investment,  accounting,  tax  or  legal  advice  and  shall  not  have  a  fiduciary  relationship 
with  any  investor.  In  particular,  Goldman  Sachs  does  not  make  any  representations  as  to  (a)  the  suitability  of  purchasing 
Securities  (b)  the  appropriate  accounting  treatment  or  possible  tax  consequences  of  the  transaction  as  described  herein 
(the  "Transaction")  or  c)  the  future  performance  of  the  Transaction  either  in  absolute  terms  or  relative  to  competing 
investments  Investors  should  obtain  their  own  independent  accounting,  tax  and  legal  advice  and  should  consult  their  own 
professional  investment  advisor  to  ascertain  the  suitability  of  the  Transaction,  including  such  independent  investigation  and 
analysis  regarding  the  risks,  security  arrangements  and  cash-flows  associated  with  the  Transaction  as  they  deem 
appropriate  to  evaluate  the  merits  and  risks  of  the  Transaction. 

■  Goldman  Sachs  may,  by  virtue  of  its  status  as  an  underwriter,  advisor  or  otherwise,  possess  or  have  access  to  non- 
publicly  available  information  relating  to  the  Collateral,  the  issuer(s)  thereof,  the  Reference  Entities  and/or  the  obligations 
of  the  Reference  Entities  and  has  not  undertaken,  and  does  not  intend,  to  disclose,  such  status  or  non-public  information  in 
connection  with  the  Transaction.  Accordingly,  this  presentation  may  not  contain  all  information  that  would  be  material  to 
the  evaluation  of  the  merits  and  risks  of  purchasing  the  Securities. 

■  Goldman  Sachs  does  not  make  any  representation,  recommendation  or  warranty,  express  or  implied,  regarding  the 
accuracy  adequacy,  reasonableness  or  completeness  of  the  information  contained  herein  or  in  any  further  information, 
notice  or  other  document  which  may  at  any  time  be  supplied  in  connection  with  the  Transaction  and  accepts  no 
responsibility  or  liability  therefore.  Goldman  Sachs  is  currently  and  may  be  from  time  to  time  in  the  future  an  active 
participant  on  both  sides  of  the  market  and  have  long  or  short  positions  in,  or  buy  and  sell,  Securities,  commodities, 
futures  options  or  other  derivatives  identical  or  related  to  those  mentioned  herein.  Goldman  Sachs  may  have  potential 
conflicts  of  interest  due  to  present  or  future  relationships  between  Goldman  Sachs  and  any  Collateral,  the  issuer  thereof, 
any  Reference  Entity  or  any  obligation  of  any  Reference  Entity. 

■  Goldman  Sachs  will  act  as  the  initial  purchaser  for  all  classes  of  Notes,  and  affiliates  of  Goldman  Sachswill  act  as  the 
Protection  Buyer,  the  Basis  Swap  Counterparty,  the  Collateral  Put  Provider  and  the  Collateral  Disposal  Agent. 
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Risks  Associated  with  Responsibilities  of  the  Portfolio  Advisor 

■  The  exercise  of  responsibilities  of  the  Portfolio  Advisor  by  the  Portfolio  Advisor,  particularly  in  the  form  of  credit  risk 
removals  affecting  the  subordination  of  the  Notes,  can  potentially  (a)  increase  the  risk  of  the  investment  by  reducing  the 
subordination  and  hence  increase  the  probability  of  suffering  an  actual  loss  from  a  subsequent  removal  of  a  Credit  Risk 
Reference  Obligation  or  a  Credit  Event,  (b)  cause  a  rating  downgrade  of  the  Notes  or  (c)  increase  the  mark-to-market 
volatility  of  the  Notes. 

Certain  conflicts  of  interest  relating  to  the  Portfolio  Advisor  and  its  Affiliates 

■  The  Portfolio  Advisor  and  its  Affiliates  may  invest  or  invest  for  the  account  of  others  in  debt  obligations  that  would  be 
appropriate  as  Reference  Obligations  and/or  Collateral  Securities  and  have  no  duty  in  making  such  investments  or  to  act  in 
a  way  that  is  favorable  to  the  Issuer  or  the  Noteholders.  The  Portfolio  Advisor  and  its  Affiliates  may  have  economic 
interests  in,  or  other  relationships  with,  issuers  in  whose  obligations  or  securities  are  Reference  Obligations  and/or 
Collateral  Securities. 

■  The  Portfolio  Advisor,  its  Affiliates  or  any  account  managed  by  any  of  the  foregoing  may  make  and/or  hold  an  investment  in 
an  issuer's  securities  that  may  be  pari  passu,  senior  or  junior  in  ranking  to  an  investment  in  such  issuer's  securities  made 
and/or  held  by  the  Issuer  or  in  which  partners,  security  holders,  officers,  directors,  agents  or  employees  of  the  Portfolio 
Advisor,  its  Affiliates  or  any  account  managed  by  any  of  the  foregoing  serve  on  boards  of  directors  or  otherwise  have 
ongoing  relationships.  Each  of  such  ownership  and  other  relationships  may  result  in  securities  laws  restrictions  on 
transactions  in  sucn  securities  by  the  Issuer  and  otherwise  create  conflicts  of  interest  for  the  Issuer. 

Reliance  on  Creditworthiness  of  the  Collateral 

■  The  ability  of  the  Issuer  of  the  Notes  to  meet  its  obligations  under  the  Notes  will  depend  on,  amongst  other  things,  the 
receipt  by  it  of  payments  of  interest  and  principal  from  the  Collateral.  Consequently,  investors  are  exposed  not  only  to  the 
occurrence  of  Credit  Events  in  relation  to  any  of  the  Reference  Entities  and/or  the  removal  of  Credit  Risk  Reference 
Obligations  from  the  reference  portfolio,  but  also  to  the  ability  of  the  Collateral  or  the  issuer  or  provider  thereof,  to  perform 
its  obligations  to  make  payments  to  the  Issuer  of  the  Notes.  Although  at  the  time  of  purchase,  such  Collateral  will  be  highly 
rated,  there  is  no  assurance  that  such  rating  will  not  be  reduced  or  withdrawn  in  the  future,  nor  is  a  rating  a  guarantee  of 
future  performance. 
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Creditworthiness  of  Goldman  Sachs 

■  Premium  payments  will  be  required  to  be  made  by  Goldman  Sachs  throughout  the  life  of  the  transaction.  Consequently, 
investors  are  exposed  not  only  to  the  occurrence  of  Credit  Events  in  relation  to  any  of  the  Reference  Entities,  but  also  to  the 
ability  of  Goldman  Sachs  to  perform  its  obligations  to  make  payments  to  the  Issuer  of  the  Notes,  amongst  other  secured 
parties. 

Historical  Performance  does  not  Predict  Future  Performance  of  Transaction 

■  Individual  Reference  Entities  may  not  perform  as  indicated  by  historical  performance  for  similarly  rated  credits. 
Furthermore,  even  if  future  credit  performance  is  similar  to  that  of  historic  performance  for  the  entire  market,  investors  must 
make  their  own  determination  as  to  whether  the  Reference  Portfolio  will  reflect  the  experience  of  the  universe  of  rated 
credits.  Hence,  the  frequency  of  Credit  Events  experienced  under  the  Notes  may  be  higher  than  that  of  historical  Credit 
Event  rates,  and  that  of  future  Credit  Event  rates  for  the  entire  market. 

■  The  nature  of,  and  risks  associated  with,  the  Issuer's  future  investments  may  differ  substantially  from  those  investments 
and  strategies  undertaken  historically  by  such  persons  and  entities.  There  can  be  no  assurance  that  the  Issuer's 
investments  will  perform  as  well  as  the  part  investments  of  any  such  persons  or  entities. 

Projections,  Forecasts  and  Estimates 

■  Any  projections,  forecasts  and  estimates  contained  herein  are  forward  looking  statements  and  are  based  upon  certain 
assumptions  that  the  Issuer  considers  reasonable.  Projections  are  necessarily  speculative  in  nature,  and  it  can  be  expected 
that  some  or  all  of  the  assumptions  underlying  the  projections  will  not  materialize  or  will  vary  significantly  from  actual 
results.  Accordingly,  the  projections  are  only  an  estimate.  Actual  results  may  vary  from  the  projections,  and  the  variations 
may  be  material. 
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From: 
Sent: 
To: 
Subject: 


Tourre,  Fabrice 

Wednesday,  December  20,  2006  7:19  AM 
Egol,  Jonathan;  ficc-mtgcorr-desk 
Re:  Paulson 


Remember   Paulson   doesn't   really   care   abt   us   placing  bbb   risk.    They   are  mostly   looking   at 
higher   rated  layers    of   risk 


Sent   from  my   BlackBerry  Wireless    Handheld 


■  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Original  Message  

From:  Egol,  Jonathan 

To:  Tourre,  Fabrice;  ficc-mtgcorr-desk 
Sent:  Wed  Dec  20  07:14:13  2006 
Subject:  Re:  Paulson 

Guys  I  think  we  need  to  be  more  mindful  of  distribution  effectiveness  if  our  goal  is  to 
place  further  down.  So  not  sure  aladdin  or  drcm  rank  highly.  We  know  that  if  we  show  us 
with  gsc  or  hbk  (to  name  2)  fMHHHHBi  is  in  for  15mm  single-As  on  the  wire  plus  maybe 
triple-Bs.  This  does  not  cannibalize  our  other  distribution  because  they  like  those  two 
managers  so  much.  Perhaps  we  should  focus  on  hbk  since  we  have  lower  chance  to  do  other 
stuff  with  them. 

Original  Message  

From:  Tourre,  Fabrice 

To:  Tourre,  Fabrice;  ficc-mtgcorr-desk 
Sent:  Wed  Dec  20  06:39:28  2006 
Subject:  RE:  Paulson 

Am  thinking  also  Aladdin,  DRCM,  Greywolf,  and...  Well,  why  don't  we  try  GSC  as  well,  I 
think  it's  a  low  delta  but  might  be  worth  trying.  Let's  brainstorm  so  that  we  can  identify 
a  couple  of  managers  that: 

—  will  be  ok  acting  as  portfolio  selection  agent 

—  will  not  need  to  take  risk 

—  will  be  flexible  w.r.t.  portfolio  selection  (i.e.  ideally  we  will  send  them  a  list  of 
200  Baa2-rated  2006-vintage  RMBS  bonds  that  fit  certain  criteria,  and  the  portfolio 
selection  agent  will  select  100  out  of  the  200  bonds) 

—  will  be  ok  working  for  at  most  $[750]k  p. a.  for  3  years,  given  a  $2bn  transaction  where 
we  distribute  CLNs  between  9%  attach  and  35%  detach 

Original  Message 

From:  Tourre,  Fabrice 

Sent:  Wednesday,  December  20,  2006  11:31  AM 

To:  ficc-mtgcorr-desk 

Subject:  RE:  Paulson 

Agreed.  Do  we  want  to  talk  to  Investec  or  TCW  about  this  ?  Trying  to  figure  out  what 
manager  it  makes  sense  to  talk  to...  If  you  guys  are  ok,  Gerstie  and  I  will  flash  this 
idea  by  Loggins  and/or  Lalou/Pentreath  to  see  if  this  makes  sense 


-Original  Message- 


Confidential  Treatment  Requested  by  Goldmi 


Permanent  Subcommittee  on  Investigations  1 

Wall  Street  &  The  Financial  Crisis 

Report  Footnote  #2496 


GS  MBS-E-003246145 
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From:  Williams,  Geoffrey 

Sent:  Tuesday,  December  19,  2006  5:48  PM 

To:  Tourre,  Fabrice;  Egol,  Jonathan;  Gerst,  David;  ficc-mtgcorr-desk 

Subject:  RE:  Paulson 

There  are  more  managers  out  there  than  just  GSC  /  Faxtor.   The  way  I  look  at  it,  the 
easiest  managers  to  work  with  should  be  used  for  our  own  axes.   Managers  that  are  a  bit 
more  difficult  should  be  used  for  trades  like  Paulson  given  how  axed  Paulson  seems  to  be 
(i.e.  I'm  betting  they  can  give  on  certain  terms  and  overall  portfolio  increase). 

Original  Message 

From:  Tourre,  Fabrice 

Sent:  Monday,  December  18,  2006  5:30  PM 

To:  Egol,  Jonathan;  Williams,  Geoffrey;  Gerst,  David;  ficc-mtgcorr-desk 

Subject:  Re:  Paulson 

Do  you  think  gsc  is  easier  to  work  with  than  faxtor  ?  They  will  never  agree  to  the  type  of 
names  paulson  want  to  use,  I  don't  think  steffelin  will  be  willing  to  put  gsc's  name  at 
risk  for  small  economics  on  a  weak  quality  portfolio  whose  bonds  are  distributed  globally 


Sent  from  my  BlackBerry  Wireless  Handheld 

Original  Message  

From:  Egol,  Jonathan 

To:  Williams,  Geoffrey;  Gerst,  David;  ficc-mtgcorr-desk 

Sent:  Mon  Dec  18  16:49:15  2006 

Subject:  Re:  Paulson 

Guys  —  we  should  be  suggesting  GSC 

Original  Message  

From:  Williams,  Geoffrey 
To:  Gerst,  David;  ficc-mtgcorr-desk 
Sent:  Mon  Dec  18  12:48:00  2006 
Subject:  RE:  Paulson 

We  already  have  a  portfolio  in  front  of  Faxtor;  they  probably  will  be  willing  to  structure 
a  short  that  I  believe  we  would  want  to  keep  for  ourselves...not  sure  if  this  is  the  best 
fit. 


From:       Gerst,  David 

Sent:  Monday,  December  18,  2006  12:44  PM 
To:    Gerst,  David;  ficc-mtgcorr-desk 
Subject:     RE:  Paulson 


Spoke  with  Fabrice  about  this  -  he  suggested  Faxtor  as  a  potential  portfolio  selection 
agent  since  they  are  relatively  inexpensive  and  easy  to  work  with. 


From:       Gerst,  David 

Sent:  Monday,  December  18,  2006  9:33  AM 

To:    ficc-mtgcorr-desk 

Subject:     Paulson 


Paolo  called  to  check  in;  he  was  concerned  that  his  comments  to  the  engagement 
letter  had  delayed  us.   I  told  him  that  the  delay  was  still  related  to  market  conditions 
and  deals  in  the  pipelines  and  that  we  still  needed  to  discuss  his  proposals  with  legal 
and  rating  agencies . 


Confidential  Treatment  Requested  by  Goldman  Sachs 


GSMBS-E-003246146 


Footnote  Exhibits  -  Page  4732 

Paolo  also  suggested  that  he  was  open  to  the  use  of  a  manager  to  select  a  portfolio 
and  including  some  higher-rated  names  in  the  portfolio. 


Goldman,  Sachs  &  Co. 

85  Broad  Street  |  New  York,  NY  10004 
Tel:  (212)  902-4311  |  Fax:  (212)  256-2442 
e-mail:  david.gerst@gs.com 


Goldman 


achs 

David  Gerst 

Structured  Products  Trading 
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1  Q    Could  you  again  just  tell  us  how  those  names  were 

2  pulled  together? 

3  A    Okay.  They  were  pulled  together  by,  you  know, 

4  through  discussions,  through  a  variety  of  discussions  between 

5  our  desk,  myself  specifically,  and  Paulson  and  Paolo 

6  Pelligrini  and  Sihan,  looking  at,  you  know,  securities 

7  issued,  you  know,  since  the  beginning  of  2006,  which  had 

8  specific,  you  know,  criteria  or  specific  concentrations  in 

9  mortgages  from,  you  know,  interest-only  mortgages  to,  you 

1 0  know,  mortgages  with  a  certain  loan-to-value  ratio,  et. 

1 1  cetera. 

12  BY  MR.  ANTHONY: 

•„1 3         Q    And  in  trying  to  sort  of  narrow  this  universe  down, 

14  what  were  you  looking  for?  Sort  of  what  was  the  ultimate  end 

15  to  try  to  use  these  characteristics  to  find? 

16  A    We  didn't  narrow  it  down.  We  basically  took  the 

1 7  entire  universe  of  subprime  RMBS  and  applied  a  couple  filters 

1 8  and  that  was  it. 

19  Q    Okay. 

20  A    There  was  no  narrow  down. 

21  Q    And  these  filters  were  designed  to  do  what? 

22  A    Well,  I  believe  at  that  time  that  Paulson  felt  that 

23  these  obligations  or  these  type  of  characteristics  may,  you 
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24  know,  be,  you  know,  weaker  from  the  credit  quality  standpoint 

25  than  other  obligations  that  did  not  have  those 
0049 

1    characteristics. 
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4  Q     In  this  introductory  paragraph,  I  guess  you 

5  summarize  the  transaction  and  the  offering  to  Paulson  as 

6  protection,  and  the  last  sentence  reads,  Through  this 

7  arrangement,  Goldman  is  effectively  working  an  order  for 

8  Paulson  to  buy  protection  on  specific  AC-1  capital  structure 

9  at  or  inside  specific  spread  levels. 

1 0  What  did  you  mean  by  that? 

11  Aim  sorry.  Where  did  you  - 

12  Q    The  last  sentence. 

13  A    Last  sentence.  I  think  the  order  here  is  not 

14  used  as  a  sort  of  legal  concept  but  more  the  fact  that 

1 5  Paulson  had  given  us  the  inquiry  to  actually  buy  protection 

16  on  layers  of  risk  so  that  it  would  lead  to  our  obligations 

17  and  we  were  working  towards,  you  know,  hedging  our  risk  by, 

1 8  you  know,  reoffering  that  risk  in  the  market. 

19  Q    It  says,  At  or  inside  specific  spread  levels. 

20  What  s  that  mean? 

21  A     That  means  that  Paulson  had,  you  know,  pricing 
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22  objectives.  They  were  comfortable  buying  protection  only  to 

23  the  extent  that  the  spreads  they  were  paying  were  less  than  a 

24  certain  level. 

25  BY  MR.  LEASURE: 
0015 

1  Q    So  did  you  have  to  match  the  spreads  that  Paulson 

2  was  willing  to  pay  with  the  spreads  at  which  the  CDO 

3  liabilities  would  be  priced? 

4  A    No.  In  fact,  I  think  the -- 1  mean,  we  bought 

5  protection  at  certain  spread  levels  and  we  reoffered  at 

6  different  spread  levels  to  ~ 

7  BY  MR.  ANTHONY: 

8  Q    But  your  profit  was  the  difference  between  those 

9  two,  right? 

10  A    The  profit  was  the  difference  between  those  two.  I 

1 1  want  to  say  no,  because,  as  I  mentioned,  Goldman  Sachs  was 

1 2  not  losing  money  on  these  transactions. 

13  Q    Well,  I  mean  conceivably,  right?  And  I  think  that 

14  point,  you  know,  I  think  we  ve  yet  to  establish  that 

1 5  definitively,  but  it  s  your  testimony. 

1 6  But,  I  mean,  you  obviously  didn  t  go  into  this 

17  transaction  with  the  intention  of  losing  money,  right?  So 

1 8  the  way  in  which  you  believed  you  would  make  money  on  this 

19  transaction  was  by  offering  a  protection  to  Paulson  at  one 

20  spread  and  offering  the  protection  in  the  market  at  a  higher 

21  spread  and  keeping  the  difference,  is  that  right? 

22  A    The  opposite  way  around.  I  think,  you  know,  when 

23  you  say  offering  protection  - 

24  Q    1m  sorry.  Yes,  you  re  right. 

25  A    Yes,  so  there  was  -  as  far  as  I  remember,  when  we 
0016 

1  were  buying  protection  from  the  market,  you  know,  we  were 

2  hoping  to  reoffer  that  protection  to  Paulson  at  a  wider 

3  spread.  It  may  have  been  at  some  point  some,  you  know, 

4  formula  at  which,  you  know,  we  were  discussing  at  which  level 

5  we  were  going  to  reoffer  that  protection,  but  I  don  t 

6  _remember  the  specifics  of  that. 
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7  Q     Well,  we've  alluded  to  the  Abacus  earlier.  I 

8  wanted  to  sort  of  see  if  you  could  just  tell  us  about  the 

9  Abacus  2007  AC  1  deal.  Just  walk  us  through  how  it  started 

1 0  and  what  you  know  about  it. 

11  A     I  mean  essentially  it's  the  same  idea.  We  had 

1 2  Credit  Opportunity  II,  and  we  needed  to  sort  of  buy 

1 3  protection  for  Credit  Opportunities  II.  We  looked  at  what 

1 4  was  available  in  the  market  and  what  Goldman  told  us  what 

1 5  they  would  be  able  to  do;  a  deal  similar  to  the  deal  we  had 

16  done  in  2006.  But  they  needed  to  have  a  collateral  selection 
~T7  agent".'''' 

1 8  And  essentially  the  idea  was  that  even  though  we 

1 9  didn't  want  to  have  the  type  of  sort  of  expense  and  sort  of 

20  complication  of  a  managed  deal,  Goldman  felt  that  they  would 

21  be  more  comfortable  if  there  was  a  CDO  manager  who  selected 

22  the  initial  portfolio  with  us  sO  that  there  was  a  little  more 

23  sort  of  due  diligence  done  rather  than  simply  relying  on  the 

24  blanket  criteria  that  we  had  been  able  to  rely  on  in  the 

25  past. 
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1  BY  MR.  ANTHONY: 

2  Q     What  difference  did  it  make  to  Goldman?  Why  did 

3  they  want  this? 

4  A     Well  I  think  it  was  a  marketing  issue.  So  it  was  a 

5  matter  of    from  what  I  understood,  sort  of  investors 

6  *  feeling  more  comfortable  if  they  had  a  collateral  selection 

7  agent  than  if  they  didn't. 

8  BY  MS.  KELLY: 

9  Q     How  did  you  come  to  that  understanding? 

10  A      Because  the  told  me. 

1 1  Q     Who? 

12  A     I  presume  Fabrice. 

13  Q      Did  he  mention  any  particular  investors  Or  just 

14  generally  investors  would  want  an  agent?  A  portfolio 

1 5  selection  agent. 

16  A      He  never  mentioned  any  particular  investors.  So 

1 7  ""'"lefssay  it  was  a  "matter  of  soft ^"brinvesToTsaTthatpbinf  ~ 

18  in  time  given  market  conditions.  So  it  would  be  a  general 

19  statement. 

20  BY  MR.  ANTHONY: 

21  Q     What  was  it  about  how  the  market  had  changed  that 

22  sort  of  made  this  more  important? 

23  A     Well  people  were  sort  of  not  as  sure  that  subprime 

24  was  going  to  do  as  well  as  they  thought  it  was  going  to  do 

25  sort  of  a  few  months  earlier.  So  it  was  harder  with  the 
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1  securities. 

2  Q     Then  how  did  the  inclusion  of  a  collateral 

3  selection  agent  change  that? 

4  A     Well  because  essentially  having  a  collateral 

5  selection  agent  would  mean  that  there  is  somebody  with  a 

6  reputation  in  the  business  looking  at  the  securities  and 

7  essentially  agreeing  to  the  composition  of  the  portfolio.  So 

8  I  assume  if  you  were  an  investor,  you  would  take  some  comfort 

9  in  that. 

10  BY  MR.  MUOIO: 

1 1  Q      Now  Fabrice's  last  name  is  Tourre. 

12  A      TOURRE. 

1 3  Q     And  did  you  discuss  with  Mr.  Tourre  how  you  and  the 

14  collateral  selection  agent  would  sort  of  collaborate  in 

1 5  choosing  the  reference  portfolio?  What  that  process  would 

16  be?  . 

17  "A"    N6fsoH6fTha?iyfbrlfiaTway. 

18  Q     In  any  way?  I  mean  how  the  two  of  you  would  work 

19  together? 

20  A     I  mean  basically  I  think  we  had  already  submitted  a 

21  target  portfolio.  So  they  would  comment,  say  what  they 

22  wanted  to  take  out,  take  their  comments  and  make 

23  counterproposals.  It  would  be  like  an  interview  process 

24  until  we  got  a  portfolio  that  we  were  all  satisfied  with. 

25  Q      Is  this  the  first  time  you  sort  of  done  something 
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1  like  that? 

2  A     Yes. 

3  Q     And  again,  this  was  an  idea  that  you  came  up  with 

4  or  that  Mr.  Tourre  came  up  with? 

5  A     I  think  it  was  an  idea  that  he  came  up  with.  I 

6  think  it  was  just  a  general  sort  of  trend  in  the  market. 

7  Because  people  kind  of  liked  the  idea  of  sort  of  portfolio  of 

8  subprime  mortgages,  liked  the  idea  of  static  portfolios  and 

9  sort  of  like  felt  that  there  was  still  some  value  that  could 

1 0  be  provided  by  traditional  sort  of  CDO  managers  by  helping 

1 1  select  the  initial  portfolio. 
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15  Q      I  get  that.  But  then  at  some  point  I  think,  if  I 

16  understood  you  correctly  this  morning,  Mr.  Tourre  suggested 
17"  that  it  would  be  easier  to  market  or  to  find  sort  of  a 

1 8  counterparty  to  your  short  trade  if  there  was  a  portfolio 

1 9  selection  agent  involved.  Right? 

20  A      Right. 
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1  Q     Did  you  ever  have  any  sort  of  engagement  letter 

2  with  Goldman  that  described  the  mechanism  for  your  short 

3  position? 

4  A     Yes.  So  I  happened  to  have  seen  recently  the 

5  engagement  letter  for  the  first  Abacus  trade.  I  don't 

6  believe  there  was  an  engagement  letter  for  the  second  Abacus 

7  trade. 

8  Q     Why  is  that? 

9  A     Because  Goldman  got  sort  of  comfortable  that  sort 

10  of  it  would  execute.  You  know,  they  sort  of  didn't  feel  the 

1 1  need  to  formalize  an  engagement  letter. 

12  Q      So  did  Goldman  and  Paulson  &  Co.  have  any 

1 3  discussions  about  or  back  and  forth  in  terms  of  the  language 

14  of  an  engagement  letter  at  all  with  respect  to  the  ACA  AC  1 

15  deal? 

16  A     Sort  of  for  the  ACA  transaction  I'm  not  sure.  I'm 

17  hot  sure. "1  mean  we  definitely  discussed  the  parameters  of 

1 8  their  compensation.  So  we  had  sort  of  a  strike  level  for  the 

1 9  sort  of  premium  that  we  would  pay  on  the  different  traunches. 

20  And  there  was  sort  of  a  formula  that  tied  their  compensation 

21  to  sort  of  kind  of  the  spread  that  they  sort  of  presented  to 

22  or  that  they  would  present  to  us.  Frankly,  whether  they  did 

23  achieve  those  spreads  or  different  spreads.  So  once  we  kind 

24  of  agreed  on  those  parameters,  I  think  they  were  containing 

25  some  Excel  files.  I  think  that  that  was  pretty  much  all  that 
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1  was  involved  in  the  sort  of  discussion  of  fees  for  Goldman  on 

2  this  transaction. 
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14  Q     You've  just  been  handed  what's  been  marked  Exhibit 

15  29.  For  the  record,  I'll  identify  it  as  a  one  page  document 

16  Bates  stamped  Paulson  Abacus  254458.  It's  an  e  mail  from  you 
17"  toSihan  Shu  and  Rob  Lerrief;  The  subject  line  is  "Priority" 

18  Task".  What  is  this  e  mail?  Or  what  is  Exhibit  29? 

1 9  (Exhibit  No.  29  was  marked  for 

20  identification.) 

21  A     It's  just  sort  of  asking  them  to  come  up  with  a 

22  portfolio,  as  I  described  to  you  earlier,  of  RMBS  securities 

23  issued  in  2006  with  more  than  80%  adjustable  rate  mortgages 

24  and  with  a  weighted  average  FICO  score  between  600  and  650. 

25  And  finally,  with  a  deal  size  in  excess  of  $750  million.  And 
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1  the  previous  comment  is  that  we  got  1 1 1  million  of 

2  subscriptions,  so  we  needed  to  sort  of  buy  protection  to 

3  essentially  invest  that  1 1 1  million.  And  so  we  needed  to  put 

4  out  a  list  of  offers  wanted  in  competition  in  addition  to 

5  sending  out  the  sort  of  list  of  obligation  for  sort  of 

6  potential  CDO  similar  to  the  one  with    that  was  later  done 

7  with  ACA  and  send  them  to  Cohen.  They  are  sort  of  three  CDO 

8  managers. 

9  Q     So  was  this  for  a  different  deal  than  the  one  that 

10  ACA  ended  up  being  the  portfolio  selection  agent?  Or  were 

1 1  they  intentioned  to  be  the  portfolio  selection  agent  for  the 

1 2  Abacus  deal? 

13  A     To  tell  you  the  truth,  I  forget  now.  Because  I 

14  think  that  Cohen  is  actually  both  a  broker  dealer  and  a  CDO 

1 5  manager.  And  sort  of  there  was  some  sort  of  conversation  to 

16  each  of  us  following  up.  I  think  that  Petra  is  one  of  the 

~17 "    CDO "managers  to  Whom  we  were  introduced  by  Merrill  Lynch. 

1 8  And  finally  Tricadia  is  a  unit  of  Mariner  where  I  worked. 

19  And  so  I  sent  them  sort  of  a  proposed  portfolio. 

20  BY  MR.  ANTHONY: 

21  Q     Now  this  $1 1 1  million  I  think  that  you  had  talked 

22  about  a  number  of  times  on  the  Opportunity  Fund  II  was.  With 

23  this  much  money  would  you  be  doing  one  CDO?  Two  CDOs?  

24  A     I  think  that  this  was  kind  of  like    you  know, 

25  basically  the  idea  is  that  with  the  $1 1 1  million  we  would  be 
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able  to  spend  approximately  12%  of  that  So  there  would  be 

2  $1 3  million.  So  sort  of  any  kind  of  transaction  where  the 

3  cost  of  protection  was  less  than  $50  million  a  year  would 

4  sort  of  be  feasible  with  this  kind  of  money. 

5  Q     And  just  for  the    you  know,  a  billion  dollars  at 

6  120  something  basis  points  was  your  average  cost  of 

7  protection  I  think  Abacus.  Is  that  right?  Roughly. 

8  A     I  don't  remember.  It  sounds  like  a  reasonable 

9  number. 

10  Q     You  know,  10,  $12  million  a  year  for  a  billion 

1 1  dollars  of  protection? 

12  A     Yes. 

13  Q      So  then  this  implies  that  there  is  enough  is 

14  subscriptions  for  only  one  billion  dollar  CDO? 

15  A     Yes. 

16  Q      So  is  it  fair  to  then  say  that  here  you're  looking 

17  for  someone  ~  It "roughly  lookslike  it  waslhe  same  time 

1 8  that  you  were  talking  to  Goldman.  So  you're  talking  to  a 

1 9  number  of  people  about  doing  one  CDO? 

20  A     Yes. 

21  Q     And  then  what  was  it  that  had  you  go  with  Goldman 

22  and  ACA  over  Cohen,  Petra,  Tricadia,  Merrill  Lynch,  Morgan 

23  Stanley,  Deutsche  Bank? 

24  A     As  I  said,  ACA  was  the  only  one  that  kept  going. 

25  These  kind  of  fell  by  the  wayside. 
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11  Q     You  had  testified  earlier  that  it  was  Goldman's 

12  idea  to  have  a  portfolio  selection  agent,  correct? 

13  A      Right. 

14  Q     And  you  just  as  well  could  have  done  without  one, 

15  Correct? 

16  A     Absolutely.  Yes. 

17  Q      So  why  would  you  care  if  ACA  relied  on  your 

1 8  analysis  as  opposed  to  their  own? 

1 9  A     Well  because  I  think  that  if  they  sort  of  relied  on 

20  our  analysis  essentially  it  would  place  some  responsibility 

21  on  us. 

22  BY  MR.  MUOIO: 

23  Q      Your  portfolio  analysis  was  designed  in  large  part 

24  to  identify  bonds  that  weren't  going  to  perform,  right? 

25  A      Right. 


Unsigned 

PSI-PauIson-04  (Pellegrini  Depo)-0175 


1  Q     Because  you  wanted  to  short  those  bonds? 

2  A      Right. 

3  Q     And  as  far  as  you  were  aware,  the  focus  of  ACA's 

4  analysis  of  the  portfolio  was  different,  right? 

5  A      Exactly. 

6  Q     In  fact,  their  aim  was  in  many  ways  opposite 

7  your"s? 

8  A     It  was  exactly  opposite  ou^s. 

9  Q     They  were  trying  to  identify  bonds  that  in  their 

10  view  were  going  to  perform. 

1 1  A      Exactly. 
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From: 
Sent: 
To: 
Subject: 


Tourre,  Fabrice 

Wednesday,  December  20,  2006  6:39  AM 
Tourre,  Fabrice;  ficc-mtgcorr-desk 
RE:  Paulson 


Am  thinking  also  Aladdin,  DRCM,  Greywolf,  and...  Well,  why  don't  we  try  GSC  as  well,  I 
think  it's  a  low  delta  but  might  be  worth  trying.  Let's  brainstorm  so  that  we  can  identify 
a  couple  of  managers  that: 

—  will  be  ok  acting  as  portfolio  selection  agent 

—  will  not  need  to  take  risk 

—  will  be  flexible  w.r.t.  portfolio  selection  (i.e.  ideally  we  will  send  them  a  list  of 
200  Baa2-rated  2006-vintage  RMBS  bonds  that  fit  certain  criteria,  and  the  portfolio 
selection  agent  will  select  100  out  of  the  200  bonds) 

—  will  be  ok  working  for  at  most  $[750]k  p. a.  for  3  years,  given  a  $2bn  transaction  where 
we  distribute  CLNs  between  9%  attach  and  35%  detach 

Original  Message 

From:  Tourre,  Fabrice 

Sent:  Wednesday,  December  20,  2006  11:31  AM 

To:  ficc-mtgcorr-desk 

Subject:  RE:  Paulson 

Agreed.  Do  we  want  to  talk  to  Investec  or  TCW  about  this  ?  Trying  to  figure  out  what 
manager  it  makes  sense  to  talk  to...  If  you  guys  are  ok,  Gerstie  and  I  will  flash  this 
idea  by  Loggins  and/or  Lalou/Pentreath  to  see  if  this  makes  sense 

Original  Message 

From:  Williams,  Geoffrey 

Sent:  Tuesday,  December  19,  2006  5:48  PM 

To:  Tourre,  Fabrice;  Egol,  Jonathan;  Gerst,  David;  ficc-mtgcorr-desk 

Subject:  RE:  Paulson 

There  are  more  managers  out  there  than  just  GSC  /  Faxtor.   The  way  I  look  at  it,  the 
easiest  managers  to  work  with  should  be  used  for  our  own  axes.   Managers  that  are  a  bit 
more  difficult  should  be  used  for  trades  like  Paulson  given  how  axed  Paulson  seems  to  be 
(i.e.  I'm  betting  they  can  give  on  certain  terms  and  overall  portfolio  increase). 

Original  Message 

From:  Tourre,  Fabrice 

Sent:  Monday,  December  18,  2006  5:30  PM 

To:  Egol,  Jonathan;  Williams,  Geoffrey;  Gerst,  David;  ficc-mtgcorr-desk 

Subject:  Re:  Paulson 

Do  you  think  gsc  is  easier  to  work  with  than  faxtor  ?  They  will  never  agree  to  the  type  of 
names  paulson  want  to  use,  I  don't  think  steffelin  will  be  willing  to  put  gsc's  name  at 
risk  for  small  economics  on  a  weak  quality  portfolio  whose  bonds  are  distributed  globally 


Sent  from  my  BlackBerry  Wireless  Handheld 


Original  Message 
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From:  Egol,  Jonathan 

To:  Williams,  Geoffrey;  Gerst,  David;  ficc-mtgcorr-desk 

Sent:  Mon  Dec  18  16:49:15  2006 

Subject:  Re:  Paulson 


Guys 


we  should  be  suggesting  GSC 


Original  Message  

From:  Williams,  Geoffrey 
To:  Gerst,  David;  ficc-mtgcorr-desk 
Sent:  Mon  Dec  18  12:48:00  2006 
Subject:  RE:  Paulson 

We  already  have  a  portfolio  in  front  of  Faxtor;  they  probably  will  be  willing  to  structure 
a  short  that  I  believe  we  would  want  to  keep  for  ourselves...not  sure  if  this  is  the  best 
fit. 


From:        Gerst,  David 

Sent:  Monday,  December  18,  2006  12:44  PM 
To:    Gerst,  David;  ficc-mtgcorr-desk 
Subject:     RE:  Paulson 

Spoke  with  Fabrice  about  this  -  he  suggested  Faxtor  as  a  potential  portfolio  selection 
agent  since  they  are  relatively  inexpensive  and  easy  to  work  with. 


From:       Gerst,  David 

Sent:  Monday,  December  18,  2006  9:33  AM 

To:    ficc-mtgcorr-desk 

Subject:     Paulson 

Paolo  called  to  check  in;  he  was  concerned  that  his  comments  to  the  engagement 
letter  had  delayed  us.   I  told  him  that  the  delay  was  still  related  to  market  conditions 
and  deals  in  the  pipelines  and  that  we  still  needed  to  discuss  his  proposals  with  legal 
and  rating  agencies. 

Paolo  also  suggested  that  he  was  open  to  the  use  of  a  manager  to  select  a  portfolio 
and  including  some  higher-rated  names  in  the  portfolio. 


Goldman,  Sachs  &  Co. 

85  Broad  Street  |  New  York,  NY  10004 
Tel:  (212)  902-4311  |  Fax:  (212)  256-2442 
e-mail:  david.gerst@gs.com 

Goldman 


achs 


David  Gerst 

Structured  Products  Trading 
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From:     Tourre,  Fabrice 

Sent:       Tuesday,  January  09,  2007  6:21  PM 

To:  Kreitman,  Gail 

Cc:  Gerst,  David;  ficc-mtgcorr-desk 

Subject:  For  ACA 

Gail:  just  a  summary  of  ACA's  role  as  "Portfolio  Selection  Agent"  for  the  transaction  that  would  be  sponsored  by  Paulson 
(the  "Transaction  Sponsor").  Feel  free  to  let  David  and  I  know  if  you  have  any  questions. 

--  CDO  Transaction  Size:  between  $1bn  and  $2bn  notional 

--  Reference  Portfolio:  static,  fully  identified  upfront,  and  consisting  of  approx  100  equally-sized  mezzanine  subprime 

RMBS  names  issued  between  Q4  2005  and  today.  Starting  portfolio  would  be  ideally  what  the  Transaction  Sponsor 

shared,  but  there  is  flexibility  around  the  names. 

--  Portfolio  monitoring  required:  none 

--  Portfolio  reinvestments  required:  none 

--  Portfolio  Selection  Agent  would  be  disclosed  as  having  selected  the  Reference  Portfolio 

--  Portfolio  Selection  Agent  would  not  be  required  to  retain  any  risk  in  the  CDO  transaction,  although  it  would  have  the 

option  to  buy  CDO  notes/unfunded  swaps  that  will  be  distributed  in  the  market. 

--  Most  likely  no  BWICs  required  to  be  run  by  the  Portfolio  Selection  Agent 

--  Timing:  the  Transaction  Sponsor  is  working  under  the  assumption  that  Goldman  be  in  the  market  with  this  transaction 

early  February 

Contemplated  Capital  Structure  --  subject  to  Reference  Portfolio: 

•  [34]%  -  [1 00]%:  unfunded  supersenior  tranche  distributed  to  a  supersenior  protection  writer 

•  [22]%  -  [34]%:  Aaa/AAA  class  A  tranche  distributed  broadly  on  a  best  efforts'  basis  by  Goldman 

•  [15]%  -  [22]%:  Aa2/AA  ciass  B  tranche  distributed  broadly  on  a  best  efforts'  basis  by  Goldman 

•  [9]%  -  [1 5]%:  A2/A  class  C  tranche  distributed  broadly  on  a  best  efforts'  basis  by  Goldman 

•  [0]%  -  [9]%:  pre-committed  first  loss 

--  Economics:  for  transactions  like  this,  where  the  Portfolio  Selection  Agent  is  not  required  to  retain  any  risk,  we  have  seen 
fees  in  the  order  of  15bps  to  20bps  paid  on  the  portfolio  notional  amount.  For  example,  for  the  Magnetar-sponsored  trade 
(ACABS  2006-AQA)  for  which  ACA  acted  as  portfolio  manager,  ACA  was  paid  10bps  senior  and  1 0bps  subordinated  (i.e. 
at  risk  fees,  just  above  the  equity)  on  the  portfolio  notional  amount.  In  the  context  of  this  transaction,  ACA  should  be   . 
thinking  about  getting  paid  fees  in  the  lower  end  of  what  they  have  received  in  the  past  for  Magnetar-like  transactions, 
since  there  is  no  management  requirement  and  the  transaction  size  is  likely  going  to  be  larger  than  for  a  Magnetar 
transaction.  In  the  context  of  this  transaction,  the  portfolio  selection  fees  will  be  paid  in  the  form  of  a  spread  on  the 
outstanding  amount  of  the  class  A  through  class  C  tranches.  For  example,  if  the  Portfolio  Selection  Agent  was  asking  to 
be  paid: 

•  Class  A  Portfolio  Management  Fee:  0.25%  p.a.  (the  tranche  is  [12]%  thick) 

•  Class  B  Portfolio  Management  Fee:  0.50%  p.a.  (the  tranche  is  [7]%  thick) 

•  Class  C  Portfolio  Management  Fee:  1 .00%  p.a.  (the  tranche  is  [6]%  thick) 

This  would  mean  that  if  Goldman  is  able  to  distribute  1 00%  of  the  class  A,  class  B  and  class  C  notes,  the  Portfolio 
Selection  Agent  would,  on  a  blended  basis,  receive  0.125%  p.a.  on  the  portfolio  notional.  This  compensation  structure 
aligns  everyone's  incentives:  the  Transaction  Sponsor,  the  Portfolio  Selection  Agent  and  Goldman. 

--  The  Transaction  Sponsor  is  in  discussions  with  a  couple  of  potential  CDO  managers,  and  will  work  with  the 
manager  who  will  provide  the  most  appealing  economic  proposal  and  will  be  able  to  address  all  the  stated  objectives. 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Tourre,  Fabrice 

Thursday,  January  04,  2007  8:32  PM 

Sparks,  Daniel  L 

Lehman,  David  A.;  Ostrem,  Peter  L;  Gerst,  David 

Paulson  post 


Dan  --  per  our  discussion,  we  reached  out  GSC,  Greywolf  and  ACA  today  re:  acting  as  portfolio  selection  agent  for  a 
Paulson-sponsored  trade. 

1  -  GSC:  Ed  Steffelin  and  Josh  Bissu  at  GSC  are  interested  in  meeting  with  the  Paulson  guys,  this  is  likely  going  to 
happen  tomorrow  afternoon. 

2-  Greywolf:  Mount  and  Marconi  need  to  discuss  whether  the  opportunity  we  are  presenting  to  them  is  something  they  are 
interested  in  looking  at,  they  are  supposed  to  get  back  to  me  tomorrow. 

3-  ACA:  Laura  Schwartz  at  ACA  is  also  interested  in  meeting  them,  this  is  likely  going  to  happen  early  next  week 
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1  THE  UNITED  STATES  SECURITIES  AND  EXCHANGE  COMMISSION* 
2 

3  In  the  Matter  of:        ) 

4  )  File  No.  HO-10911-A 

5  ABACUS  CDO  2007-AC        ) 
6 

7  WITNESS:  Sihan  Shu 

8  PAGES:     1  through  123 

9  PLACE:     Securities  and  Exchange  Commission 

10  3  World  Financial  Center 

11  New  York,  New  York  10281 

12 

13      DATE:      Thursday,  December  4,  2008 

14 
15 

16  The  above-entitled  matter  came  on  for  hearing,  pursuant 

17  to  notice,  at  10:07  a.m. 

18 
19 
20 
21 
22 

23  Diversified  Reporting  Services,  Inc. 

24  (202)467-9200 
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1  APPEARANCES: 

2  On  behalf  of  the  Securities  and  Exchange  Commission: 

3  JASON  ANTHONY,  Branch  Chief 

4  REIDA.  MUOIO,  ESQ. 

5  JEFFREY  LEASURE,  ESQ. 

6  N.  CREOLA  KELLY,  ESQ. 

7  Division  of  Enforcement 

8  Securities  and  Exchange  Commission 

9  100  F  Street,  NE 

10  Washington,  DC  20549 

n  On  behalf  of  the  Witness: 

12  MEILIN  KWUN-GETT,  ESQ. 

13  Wilkie,  Farr  &  Gallagher 

14  787  7th  Avenue  ~  #2 

15  New  York,  New  York  10019 

16  (212)728-8574 

17  STUART  L.  MERZER,  ESQ. 

18  Senior  Vice  President 

19  Paulson  &Co.,  Inc. 

20  1 251  Avenue  of  the  Americas 

21  50th  Floor 

2  2  New  York,  New  York  1 0020 

23  (212)  956-2054 

24  Also  Appearing: 


PSI-Paulson-04  (Shu  Depo)-0002 


17 
18 
19 
20 
21 
22 
23 
24 


Footnote  Exhibits  -  Page  4760 

3 


1 
2 
3 
4 
5 
6 
7 
8 
9 


THANUS  STEVENSON,  Notary  Public 
CONTENTS 


WITNESS 
Sihan  Shu 


EXAMINATION 
6 


Redacted  by  the 
Permanent  Subcommittee  on  Investigations 


1 

>ns| 


PSI-Paulson-04  (Shu  Depo)-0003 


Footnote  Exhibits  -  Page  4761 

26 


13  Q        And  who  selected  the  90  reference  credits? 

14  A        We  worked  with  Goldman  in  selecting,  negotiating 

15  what  mortgage  backed  securities  we'd  like  to  buy  protection 

16  on. 

17  Q        And  what  was  your  role  in  that? 

18  A         I  performed  a  collateral  analysis  on  those 

19  reference  obligations. 

20  Q        Can  you  explain  that  a  little  bit  further? 

21  A         I  basically  used  the  same  database  I  mentioned 

22  earlier-  Bloomberg,  Loan  Performance  and  Index  -  to  look  at 

23  the  collateral  characteristics  and  collateral  performance  of 

24  these  mortgage  backed  securities  and  to  make  selections  to 
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1  decide  on  which  mortgage  credit  we  believe  will  under  perform 

2  in  the  future  is  subject  to  higher  default  rates  in  the 

3  future. 

4  Q  And  what  were  the  primary  criteria  that  you  were 

5  looking  for? 

6  A        The  primary  criteria  (1 )  we  would  like  to  buy 

7  protection  on  mortgage  bonds  with  higher  concentration  in 

8  California,  Florida,  Arizona,  Nevada  which  we  believe  are  a 

9  bigger  housing  bubble  than  other  areas  in  the  country.  We'd 
10  like  to  buy  protection  on  mortgage  bonds  with  a  higher  hybrid 

n  mortgage  percentage.  Because  we  believe  these  borrowers  when 

12  their  mortgage  resets  there  will  be  a  payment  chunk. 

13  Q     *  Are  you  talking  about  adjustable  rate  mortgages? 

14  A        Adjustable  rate  mortgages.  Yes. 

15  Q        You  called  them  something  else. 

16  A  It's  called  hybrid  because  it's  fixed  for  a  couple 

17  of  years  and  then  becomes  floating. 

18  Q  Okay. 

19  A  So  it's  also  called  hybrid.  But  it  is  adjustment 

20  rate  mortgages.  Yes. 

21  Q        We'd  like  to  buy  protection  oh  mortgage  bonds  with 

22  high  percentage  of  limited  documentation.  Some  borrowers  can 

23  prove  their  income  when  they  apply  for  the  mortgage,  some 

24  borrowers  cannot.  So  we  like  to  buy  protection  on  mortgage 
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1  bonds  where  you  have  a  higher  limited  documentation 

2  percentage. 

3  Q        And  what  was  the  end  result  of  this  analysis? 

4  A        The  end  result  of  the  analysis  is  we  picked  some 

5  bonds  we'd  like  to  protection  on. 

6  Q         How  many? 

7  A         In  Abacus  CDO  we  have  90  bonds. 
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DRAFT  173/2007  .' 


(  Deleted:  2/4/2006 


CONFIDENTIAL 

January  J- 1-2-0-0?... 


Deleted:  December  I 


:,  2006H 


Paulson  Credit  Opportunities  Master  Ltd 
c/o  Paulson  &  Co.  Inc. 
590  Madison  Avenue,  29th  Floor 
New  York,  NY  10022 

Dear  Sirs: 

This  letter  (the  "Letter  Agreement"),  when  countersigned  by  you,  will  confirm  that 
Paulson  Credit  Opportunities  Master  Ltd.  (Paulson  Credit  Opportunities  Master  Ltd., 
together  with  its  affiliates,  "PCO")  has  retained  Goldman,  Sachs  &  Co.  to  (1)  purchase 
credit  protection  on  the  Targeted  Tranches  of  a  portfolio  of  residential  mortgage  backed 
securities  (each,  a  "Reference  Obligation",  and  collectively,  the  "Reference  Portfolio"), 
through  one  or  more  credit  default  swaps  (each  a  "Back-to-Back  CDS")  between 
Goldman  and  certain  counterparties  (each  such  counterparty,  a  "Back-to-Back 
Protection  Seller")  and/or  through  the  offering  of  multiple  tranches  of  secured  securities 
(such  securities,  the  "Notes")  of  a  synthetic  resecuritization  (the  "CDO")  that  are 
expected  to  be  issued  from  a  special  purpose  company  (the  "Issuer")  and  (2) 
simultaneously  sell  to  PCO,  subject  to  the  provisions  of  Paragraph  10,  credit  protection 
through  one  or  more  credit  default  swaps  between  PCO  and  Goldman  (each,  a  "PCO 
CDS")  matching  each  Back-to-Back  CDS  and/or  Issuer  CDS  (except  to  the  extent 
described  in  this  Letter  Agreement).  For  the  purpose  of  this  Letter  Agreement, 
"Goldman"  means  Goldman,  Sachs  &  Co.  or  any  of  its  affiliates,  provided  however,  that 
Goldman  Sachs  &  Co.  will  guaranty  the  performance  of  this  agreement  by  any  such 
affiliate.  Capitalized  terms  used  herein  and  not  otherwise  defined  have  the  meanings 
assigned  to  such  terms  in  Annex  B  attached  hereto. 

The  final  terms  and  conditions  of  any  Notes  issued  in  connection  with  the  CDO  and  the 
final  terms  and  conditions  of  any  Back-to-Back  CDS  will  be  set  forth  in  complete 
documentation  suitable  in  form  and  substance  to  Goldman  and  PCO. 
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1,  Services  of  Goldman.  It  is  currently  contemplated  that,  in  connection  with  the 
CDO,  the  Issuer  will  undertake  one  or  more  offerings  and/or  placements  of 
securities  (each  an  "Offering",  the  first  such  Offering,  the  "Initial  Offering",  and 
the  securities  placed,  the  "Notes"),  pursuant  to  Regulation  S  and/or  Rule  144A,  as 
the  case  may  be,  under  the  Securities  Act  of  1933,  as  amended,  in  the  United  States 
or  otherwise.  It  is  agreed  that  Goldman,  subject  to  the  conditions  herein,  will  be 
offered  the  right  to  act  as  the  sole  book-running  lead  manager  and/or  lead  placement 
agent  in  each  Offering.  If  Goldman  agrees  to  act  in  such  capacity,  the  Issuer  and 
Goldman  will  enter  into  an  appropriate  form  of  underwriting,  placement  agency  or 
other  agreement  relating  to  the  type  of  transaction  involved  and  containing 
customary  terms  and  conditions,  including  provisions  relating  to  our  indemnity. 
Except  to  the  extent  ihat  Goldman  may  separately  commit  in  such  an  underwriting, 
placement  agency  or  other  agreement  to  purchase  securities,  there  is  no 
understanding  or  obligation,  expressed  or  implied,  on  Goldman's  part  of  a 
commitment  by  Goldman  to  act  as  underwriter  or  placement  agent  with  respect  to 
an  Offering  or  to  purchase  or  place  any  securities  in  connection  therewith  and  that 
any  securities  will  be  placed  on  a  best  efforts  basis.  Goldman's  execution  of  such 
underwriting,  placement  agency  or  other  agreement  will  be  subject  in  its  complete 
discretion  to,  among  other  things,  mutual  agreement  as  to  the  underwriting  and 
offering  documentation  and  terms,  satisfactory  completion  of  its  due  diligence 
investigation,  its  internal  approval  processes  and,  of  course,  market  conditions. 

In  addition,  there  is  no  understanding  or  obligation,  expressed  or  implied,  on 
Goldman's  part  of  a  commitment  by  Goldman  to  enter  into  any  Back-to-Back  CDS 
and  Goldman  will  only  enter  into  such  Back-to-Back  CDS  on  a  best  efforts  basis. 
Goldman's  execution  of  any  documentation  related  to  a  Back-to-Back  CDS  will  be 
subject  in  its  complete  discretion  to,  among  other  things,  mutual  agreement  as  to  the 
documentation  and  terms,  its  internal  approval  processes  and,  of  course,  market 
conditions. 

Subject  to  paragraph  8  of  this  Letter  Agreement,  the  timing,  amount  and  other  terms 
of  any  issuance  of  the  Notes  or  Goldman's  entry  into  any  Back-to-Back  CDS  shall 
be  determined  by  Goldman  in  its  sole  discretion.  Goldman  agrees  to  consult  with 
PCO  regarding  die  timing  of  such  issuance  of  the  Notes  or  Goldman's  entry  into 
any  Back-to-Back  CDS.  PCO  agrees  to  promptly  provide  Goldman  with  all 
relevant  information  regarding  the  timing,  status  or  other  aspects  of  any  other  CDO 
transactions  which  may  have  a  bearing  on  the  marketing  of  the  Notes  or  Goldman's 
ability  to  enter  into  any  Back-to-Back  CDS. 

2.  Contemplated  Offering.  We  understand,  in  connection  with  the  CDO,  that  when  the 
Issuer  offers  Goldman  the  right  to  act  as  the  sole  underwriter  and/or  sole  placement 
agent  in  accordance  with  Paragraph  1  of  this  Letter  Agreement  Goldman  expects,  ,  -  -  {  Deleted:  agreement 
subject  to,  among  other  things,  the  satisfactory  completion  of  due  diligence  and  the 
terms  and  conditions  set  forth  in  one  or  more  placement  agency  agreements  or  other 
appropriate  form  of  documentation,  that  it  will  purchase  the  securities  issued  as  part 
of  the  Offering  and  offer  them  to  prospective  purchasers  at  a  price  to  be  agreed 
upon  at  the  time  of  execution  of  such  agreement. 
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The  appointment  of  any  co-managers  in  respect  of  any  Offering  will  be  subject  to 
prior  consent  by  Goldman. 

As  stated  in  Paragraph  1  above,  PCO  understands  that  until  any  such  related 
placement  or  other  agreement  is  signed,  Goldman  is  not  under  any  obligation, 
express  or  implied,  to  purchase  or  place  securities  in  connection  herewith. 
Goldman  understands  that  the  Issuer  is  under  no  obligation,  express  or  implied,  to 
complete  an  Offering  until  any  such  related  placement  or  other  agreement  is  signed. 

In  addition,  as  stated  in  Paragraph  1 ,  PCO  understands  that  until  any  such  related 
documentation  is  signed,  Goldman  is  not  under  any  obligation,  express  or  implied, 
to  enter  into  any  Eack-to-Back  CDS  in  connection  herewith. 

Issuer  and  its  Structure:  Additional  Roles  of  Goldman.  In  connection  with  the 
Initial  Offering  of  the  CDO,  it  is  anticipated  that  Goldman  will  enter  into  several 
agreements  with  the  Issuer,  including  (i)  a  credit  derivative  transaction  (the  "Issuer 
CDS"),  (ii)  a  basis  swap  transaction  (the  "Basis  Swap"),  (iii)  a  collateral  put 
agreement  (the  "Collateral  Put^L  (iv)  a   collateral   disposal  agreement   (the  ,   -  \  Deleted:  ••)  and 


"Collateral  Disposal  Agreement,") ^and I  (v)  a ^  portfolio ^  selection  agency  affeement  , ,  -  ( Deleted:  - 
(ifanyl. 

Pursuant  to  the  Issuer  CDS,  it  is  anticipated,  among  other  things,  that: 

•  Goldman  Sachs  Capital  Markets  (or  an  affiliate  thereof)  will  act  as 
protection  buyer  (the  "Protection  Buyer"),  buying  protection  on  all  or  a 
portion  of  the  Targeted  Tranches; 

•  The  Protection  Buyer  will  make  premium  payments  to  the  Issuer  on  an 
actual/360  day  count  convention  on  the  notional  amount  of  such  Issuer  CDS 
corresponding  to  the  stated  spread  over  the  benchmark  index  for  each  Class 
of  Notes,  as  reduced  from  time  to  time  upon  (1)  principal  repayments  on  any 
Reference  Obligation  (to  the  extent  the  cumulative  principal  repayments 


exceed  one  minus  the  Exhaustion  Point  ("as  set  forth  in  Annex  g)  of  the  .. ,  -  ■{  Deleted:  detachment  point 

related  Targeted  Tranche  immediately  prior  to  such  determination),  (2) 

Credit  Events  with  respect  to  any  Reference  Obligation  (to  the  extent  the 

cumulative  Loss  Amounts  exceed  the  related  Targeted  Tranche  Attachment 

Point  fas  set  forth  in  Annex  B)  immediately  prior  to  such  determination), 

and  (3)   any  Partial  Optional  Redemption  pr  optional  redemption  in  whole  , ..  -  j  Deleted:  in  pan 

of  the  Notes); 

The  notional  amount  of  each  tranche  will  be  reduced  in  sequential  order  of 
priority  in  connection  with  the  amortization  of  the  Reference  Portfolio  and 
the  notional  amount  of  each  tranche  will  be  reduced  in  reverse  sequentially  - 
order  of  priority  in  connection  with  Credit  Events  related  to  the  Reference 
Portfolio; 
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The  Protection  Buyer  will  make  an  upfront  payment  to  the  Issuer  in  order  to 
cover,  among  other  things,  upfront  expenses  as  described  in  paragraph  6  of 
this  agreement; 


The  jssuer  will  use  the  proceeds  received  from  the  issuance  of  the  Notes  to _ ,  -  - '{ Dented:  Protection  Buyer 

invest  in  senior  triple-A  structured  product  securities  (the  "Collateral 

Securities")     and     eligible     investments     ("Eligible     Investments") 

(collectively,  the  "Collateral")  selected  by  the  Protection  Buyer.     Any 

principal  repayments  on  Collateral  will  be  reinvested  into  replacement 

Collateral  selected  by  the  Protection  Buyer  and  meeting  the  applicable 

criteria  specified  in  the  Issuer  CDS; 

The  Protection  Buyer  will  make  ongoing  payments  to  the  Issuer  covering 
ongoing  transaction  administrative  expenses  and  any  Portfolio  Selection 
Agent  Fees; 

"Failure  to  Pay  Principal"  and  "Writedown"  (as  defined  in  a  manner 
consistent  with  the  current  form  of  the  Credit  Derivative  Transaction  on 
Mortgage-Backed  Security  with  Pay-As-You-Go  or  Physical  Settlement 
(Form  I)  (Dealer  Form)  published  by  the  International  Swaps  and 
Derivatives  Association,  Inc.  (the  "ISDA  Dealer  Form"))  will  be  the  sole 
credit  events  (the  "Credit  Events")  under  the  CDO  governing  documents; 

A  loss  amount  (a  "Loss  Amount")  shall  be  determined  following  the 
occurrence  of  a  Credit  Event.  Such  Loss  Amount  will  be  equal  to  (a)  the 
related  "Writedown  Amount"  (as  defined  in  the  ISDA  Dealer  Form) 
following  the  occurrence  of  a  Writedown  and  (b)  the  related  "Principal 
Shortfall  Amount"  (as  defined  in  the  ISDA  Dealer  Form)  following  the 
occurrence  of  a  Failure  to  Pay  Principal; 

Following  a  Credit.  Event,  the  Protection  Buyer  will  receive  a  cash 
settlement  amount  equal  to  the  amount  by  which  the  related  Loss  Amount 
reduces  the  notional  amount  of  the  Targeted  Tranche; 

There  will  be  no  discretionary  substitution,  reinvestment  or  replacement  of 
Reference  Obligations; 

The  Protection  Buyer  will  be  sole  notifying  party  of  a  Credit  Event: 

The  Protection  Buyer,  in  its  sole  discretion,  will  have  the  right  to  terminate 
(with  no  termination  payment  payable  by  the  Protection  Buyer)  portions  of 


the  Issuer  CDS  related  to  the  passes  of  Notes  on  any  Payment  Date   . ---{ Deleted: classes 

occurring  after  the  date  that  is  specified  in  the  indenture  or  related  pricing 

supplement  (in  each  case,  the  "Applicable  Non-Call  Period"  and  any  such 

redemption,  a  "Partial  Optional  Redemption"),  and  the  Notes  redeemed  in 

connection  with  any  such  Partial  Optional  Redemption  will  be  redeemed  at 

par;  for  the  avoidance  of  doubt,  based  on  market  conditions,  Goldman,  in  its 
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sole  discretion,  will  have  the  right  to  cause  the  Issuer  to  issue  Notes  with 
Non-Call  Periods  longer  than  the  Non-Call  Period  described  above; 

•  The  Protection  Buyer  shall  be  the  calculation  agent;  and 

•  Termination  payments  payable  to  the  Protection  Buyer  will  be  subordinated 
to  payment  of  principal  of  the  related  Notes  solely  in  the  event  of  a 
termination  of  the  Issuer  CDS  (i)  in  respect  of  which  the  Protection  Buyer  is 
the  "Defaulting  Party"  (as  such  term  is  defined  in  the  lssue_r_CDS>  or  (ij)  for 
which"  thePYotectionBuyer  was  the  sole  "Affected  Party"  (as  such  term  is 
defined  in  the  Issuer  CDS)  (other  than  in  connection  with  a  "Tax  Event"  or 
"Illegality",  in  each  case  as  defined  in  the  Issuer  CDS). 

The  Reference  Obligations  js  expected  to  be  selected  according  to  the  following  _ 
criteria  (the  "Portfolio  Selection  Criteria")  and  the  final  Reference  Portfolio  will 
be  subject  to  the  mutual  agreement  of  Goldman  and  PCO: 

(i)  each  Reference  Obligation  will  have  the  same  initial  reference  obligation 
notional  amount: 

(ii)  the  Reference  Portfolio  will  contain  at  least  [100]  distinct  Reference 
Obligations; 

(iii)      each  Reference  Obligation  must  have  been  issued  after  [March  1  ],  2006; 

(iv)  as  of  the  time  of  selection,  each  Reference  Obligation  must  have  an 
explicit  rating  of  "Baa2"  by  Moody's; 

(v)  as  of  the  time  of  selection,  each  Reference  Obligation  must  have  an  actual 
public  rating  by  Moody's  and  S&P,  and  such  actual  public  rating  by  S&P 
must  be  no  lower  than  ["BBB"]; 

(vi)  no  Reference  Obligation  may  have  been  issued  by  the  same  Reference 
Entity  as  any  other  Reference  Obligation  included  in  the  Reference 
Portfolio; 

(vii)  the  weighed  average  FICO  score  of  the  aggregate  original  collateral  pool 
securing  such  Reference  Obligation  must  be  (a)  greater  than  or  equal  to 
[600]  and  (b)  less  than  or  equal  to  [675]; 

(viii)  the  original  aggregate  principal  amount  of  collateral  securing  such 
Reference  Obligation  must  be  greater  than  or  equal  to  $[500,000,000];  and 

(ix)  the  original  aggregate  principal  amount  of  adjustable  rate  mortgage 
collateral  securing  such  Reference  Obligation  must  be  at  least  [80]%  of 
the  original  aggregate  principal  amount  of  collateral  securing  such 
Reference  Obligation; 
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A  preliminary  Reference  Portfolio  is  identified  in  Annex  C.  ,U pon  mutual 
agreement,  Goldman  and  PCQ  may  appoint  a  party  (such  jaartv.  a  "Portfolio 
Selection  Agent'Y  to  help  select  the  final  Reference  Portfolio  in  return  for  the 
:  of  an  ongoing  fee  based  on  the  aggregate  outstanding  amount  of  Notes  of 


payment  > 


Deleted:  The  Reference  Portfolio 
selected  may  be  modified  upon  the 


Deleted:  of 


-  Deleted:  Aggregate  Outstanding 
Amount 


each  Targeted  Tranche  (such  fee,  a  "Portfolio  Selection  Agent  Fee").  The 
Reference  Portfolio  selected  mav  be  modified  upon  the  mutual  agreement  of 
Goldman.  PCQ  and  the  Portfolio  Selection  Agent  (if  any). 

"Moody's"  means  Moody's  Investors  Service.  Inc.  and  any  successor  or  successors 
thereto. 

'Ig&F"  means  Standard  &  Poor's  Rating  Servit^^_dMsjpn^LTte-McGrayyjMl 
Companies.  Inc.  or  any  successor  to  the  ratings  business  thereof. 

Pursuant  to  the  Basis  Swap,  it  is  anticipated,  among  other  things,  that: 

•  Goldman  Sachs  Mitsui  Marine  Derivatives  Product  Inc.  (or  an  affiliate 
thereof)  will  act  as  basis  swap  counterparty  (the  "Basis  Swap 
Counterparty"); 

•  Each  payment  period,  the  Issuer  will  swap  with  the  Basis  Swap 
Counterparty  the  total  interest  proceeds  received  on  the  Collateral  held  by 
the  Issuer  in  exchange  for  the  benchmark  index  of  the  Notes,  based  upon  the 
aggregate  outstanding  amount  of  the  Notes,  as  reduced  from  time  to  time  by 
principal  amortization  of  the  Reference  Portfolio,  Credit  Events,  and/or 
Partial  Optional  Redemption  gr  optional  redemption  in  whole  of  the  Notes; 

•  The  Basis  Swap  Counterparty  shall  be  the  calculation  agent;  and 

•  Termination  payments  payable  to  the  Basis  Swap  Counterparty  will  be 
subordinated  to  payment  of  principal  of  the  related  Notes  solely  in  the  event 

of  a  termination  of  the  Basis  Swap  (i)  in  respect  of  which  the  Basis  Swap  : 

Counterparty  is  the  "Defaulting  Party"  (as  such  term  is  defined  in  the  Basis  „ ..  -  -fpeieted:  defaulting  party 

Swap),  (ii)  resulting  "from  a  downgrade  of  trie  Basis  Swap  Counterparty's 

credit  rating  or  (iii)  in  which  the  Basis  Swap  Counterparty  was  the  sole 

"Affected  Party"  (as  such  term  is  defined  in  the  Basis  Swap)  (other  than  in 

connection  with  a  "Tax  Event"  or  "Illegality",  in  each  case  as  defined  in  the 

Basis  Swap). 

Pursuant  to  the  Collateral  Put,  it  is  anticipated,  among  other  things,  that: 

•  Goldman  Sachs  International  (or  an  affiliate  thereof)  will  act  as  collateral 
put  provider  (the  "Collateral  Put  Provider")  and  as  compensation  for 
acting  as  Collateral  Put  Provider  will  receive  a  fee  of  [0.06]%  per  annum 

accrued  on  an  actual/360  day  count  convention  on  a  notional  amount  equal 

to  the  aggregate  outstpfeg  jmpunt  of  the  Notes  at  the  beginning  of  the 
related  accrual  period; 
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The  Collateral  Put  Provider  will  cover  any  shortfall  to  par  plus  accrued 
interest  arising  from  the  liquidation  of  Collateral  Securities  and  certain 
Eligible  Investments  held  by  the  Issuer  solely  in  connection  with  (i) 
principal   amortization   of  the   Reference   Portfolio,   (ii)   recoveries   on 

Reference  Obligations  following  Credit  Events,  in  the  case  of  (i)  and  (ii)  

leading  to  principal  amortization  of  one  or  more  Classes  of  Notes,  (iii)  g  . .  -  -( Deleted:  m 


Partial  Optional  Redemption  pr  optional  redemption  in  whole  of  the  Notes   . .  -  \  Deleted:  in  pan 
and  (iv)  a  redemption  of  the  Notes  at  maturity; 

•  The  Collateral  Put  Provider  will  not  cover  any  shortfalls  in  paying  cash 
settlement  amounts  to  Goldman  following  Credit  Events  if  the  Collateral 
Securities  and  certain  Eligible  Investments  liquidated  to  make  such  payment 
is  liquidated  at  a  price  of  below  100%  (in  which  case  such  market  value  risk 
will  be  borne  by  the  Protection  Buyer  for  such  aforementioned  Collateral 
who  will  be  deemed  to  have  been  paid  the  related  cash  settlement  amount  in 
full)  and  (ii)  with  respect  to  the  liquidation  of  Collateral  in  connection  with  a 
mandatory  redemption  (following  a  default  of  any  Collateral  Security,  a 
default  of  Goldman,  an  adverse  tax  event,  an  event  of  default  (as  defined  in 
the  related  CDO  indenture)  or  other  mandatory  redemption  events); 

•  The  Collateral  Put  Provider  shall  be  the  calculation  agent;  and 

•  No  termination  payment  will  be  payable  under  any  circumstances  in 
connection  with  the  Collateral  Put. 

Pursuant  to  the  Collateral  Disposal  Agreement,  it  is  anticipated,  among  other  things, 
that: 

•  Goldman,  Sachs  &  Co.  (or  an  affiliate  thereof)  will  act  as  collateral  disposal 
agent  (the  "Collateral  Disposal  Agent");  and 

•  In  connection  with  any  liquidation  of  Collateral  Securities  held  by  the  Issuer 
that  may  be  required  from  time  to  time,  whether  in  connection  with  (i)  a 
Credit  Event  or  (ii)  principal  amortization  of  the  Notes  (including  pursuant 
to  an  Optional  Redemption  in  part),  the  Collateral  Disposal  Agent  shall 
select  in  its  sole  discretion  which  Collateral  Security  or  Collateral  Securities 
shall  be  liquidated  to  satisfy  such  requirement. 

4.    Back-to-Back  CDS. 

Goldman  will,  subject  to  the  terms  of  this  Letter  Agreement,  purchase  credit 
protection  from  swap  counterparties  of  its  choice  under  one  or  more  Back-to-Back 
CDS. 

Pursuant  to  each  Back-to-Back  CDS,  it  is  anticipated,  among  other  things,  that: 
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The  Protection  Buyer  will  buy  protection  on  all  or  a  portion  of  the  Targeted 
Tranches; 

The  Protection  Buyer  will  make  premium  payments  to  the  related  Back-to- 
Back  Protection  Seller  on  an  actual/360  day  count  convention  on  the 
notional  amount  of  such  Back-to-Back  CDS,  as  reduced  from  time  to  time 
upon  (1)  principal  repayments  on  any  Reference  Obligation  (to  the  extent 
the  cumulative  principal  repayments  exceed  one  minus  the  Exhaustion  Point 
(as  set  forth  in  Annex  B)  of  the  related  Targeted  Tranche  immediately  prior 
to  such  determination.  (2)  Credit  Events  with  respect  to  any  Reference 
Obligation  (to  the  extent  the  cumulative  Loss  Amounts  exceed  the  related 
Targeted  Tranche  Attachment  Point  (as  set  forth  in  Annex  B-)  immediately 
prior  to  such  determination),  and  (3)  any  optional  termination  of  the  Back- 
to-Back  CDS  following  the  expiration  of  its  Applicable  Non-Call  Period  (as 
defined  below); 

The  notional  amount  of  each  tranche  will  be  reduced  in  sequential  order  of 
priority  in  connection  with  the  amortization  of  the  Reference  Portfolio  and 
the  notional  amount  of  each  tranche  will  be  reduced  in  reverse  sequentially 
order  of  priority  in  connection  with  Credit  Events  related  to  the  Reference 
Portfolio; 

"Failure  to  Pay  Principal"  and  "Writedown"  (as  defined  in  a  manner 
consistent  with  the  ISDA  Dealer  Form)  will  be  the  sole  Credit  Events; 

A  loss  amount  (a  "Loss  Amount")  shall  be  determined  following  the 
occurrence  of  a  Credit  Event.  Such  Loss  Amount  will  be  equal  to  (a)  the 
related  "Writedown  Amount"  (as  defined  in  the  ISDA  Dealer  Form) 
following  the  occurrence  of  a  Writedown  and  (b)  the  related  "Principal 
Shortfall  Amount"  (as  defined  in  the  ISDA  Dealer  Form)  following  the 
occurrence  of  a  Failure  to  Pay  Principal; 

Following  a  Credit  Event,  the  Protection  Buyer  will  receive  a  cash 
settlement  amount  equal  to  the  amount  by  which  the  related  Loss  Amount 
reduces  the  notional  amount  of  the  Targeted  Tranche; 

There  will  be  no  substitution,  reinvestment  or  replacement  of  Reference 
Obligations; 

The  Protection  Buyer  will  be  sole  notifying  party  of  a  Credit  Event: 

The  Protection  Buyer,  in  its  sole  discretion,  will  have  the  right  to  terminate 
(with  no  termination  payment  payable  by  the  Protection  Buyer)  a  Back-to- 
Back  CDS  on  any  Payment  Date  occurring  after  the  date  that  is  specified  for 
such  Back-to-Back  CDS  (in  each  case,  the  "Applicable  Non-Call  Period"); 
and 
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•  The  Protection  Buyer  shall  be  the  calculation  agent. 

5.  Breakage.  If  this  .Letter  Agreement  is  terminated  prior  to  the  cqmrjletion  of  the  . 
distribution  of  a  notional  amount  of  each  targeted  Tranche  equal  to  the  Maximum 
Notional  Amount  of  such  Targeted  Tranche  by  notification  from  PCO  (in  such 
capacity,  the  "Terminating  Party")  to  Goldman  (in  such  capacity,  the  "Non- 
Terminating  Party")  of  such  termination,  then  the  Non-Terminating  Party  will  be 
entitled  to  payment  in  an  amount  equal  to  the  aggregate  of  any  reasonable  and 
documented  out-of-pocket  expenses  (including,  without  limitation,  attorneys,  rating 
agency  and  accounting  fees  and  printing  costs)  borne  by  the  Non-Terminating  Party 
in  connection  with  its  activities  under  this  agreement  and  submitted  to  the 
Terminating  Party,  provided  however  that  (i)  no  payment  shall  be  due  to  the  extent 
that  such  out  of  pocket  expenses  are  less  than  the  total  amount  paid  by  PCO  to 
Goldman  under  Paragraph  6  hereof  and  (ii)  if  such  out  of  pocket  expenses  exceed 
the  total  amount  paid  bv  PCO  to  Goldman  under  Paragraph  6  hereof.  PCO  shall  be 
liable  to  Goldman  only  as  to  the  amount  of  such  excess.  Any  such  amounts  payable 
pursuant  to  this  paragraph  will  be  paid  in  immediately  available  funds  to  the  Non- 
Terminating  Party  by  the  Terminating  Party. 

6.  Fees:  Expenses.  On  the  closing  date  of  the  CDO  (the  "Closing  Date")  or  as 
promptly  as  practicable  after  such  closing  date,  the  Issuer  shall  pay  (using  proceeds 
received  from  an  upfront  payment  (the  "Upfront  Payment")  made  by  the 
Protection  Buyer  at  the  Closing  Date),  without  duplication,  (i)  reasonable  fees  and 
expenses  of  Goldman's  outside  counsel  incurred  in  connection  with  the  CDO,  (ii) 
reasonable  fees  and  expenses  of  counsel  to  the  Issuer  (if  different  from  outside 
counsel  to  Goldman)  and  any  other  agents  or  professionals  engaged  by  Goldman  in 
structuring  the  CDO  (other  than  the  Portfolio  Selection  Agent)  and  executing  the 
Initial  Offering  including  local  legal  counsel,  trustee,  accountant,  local 
administrator,  printer,  rating  agency  and  their  respective  counsels,  and  other  fees 
and  expenses,  plus  any  sales,  use  or  similar  taxes  (including  additions  to  such  taxes, 
if  any)  arising  in  connection  with  any  matter  referred  to  in  this  Letter  Agreement 
and  (iii)  the  cost  (in  excess  of  par)  of  any  Collateral  Securities  acquired  by  the 
Issuer  on  the  Closing  Date. 

Each  Back-to-Back  CDS  or  Issuer  CDS,  as  the  case  may  be,  and  the  matching  PCO 
CDS  shall  be  executed  simultaneously  (such  date  of  execution,  an  "Effective 
Date").  On  each  Effective  Date,  PCO  will  make  a  payment  to  Goldman  equal  to,  for 
each  Targeted  Tranche  for  which  an  Issuer  CDS  or  Back-to-Back  CDS  was 
executed  on  such  Effective  Date,  the  product  of  (a)  the  Upfront  Fee  Rate  for  such 
Targeted  Tranche,  as  defined  in  Annex  B,  and  (b)  the  notional  amount  of  the  PCO 
CDS  for  such  Targeted  Tranche.  In  addition,  on  the  later  of  (i)  the  Closing  Date 
and  (ii)  the  first  Effective  Date  on  which  cumulatively  at  least  $[500,000,000] 
aggregate  notional  amount  of  the  Targeted  Tranches  have  been  distributed  on  or 
prior  to  such  date,  PCO  will  make  a  payment  to  Goldman  equal  to  $[2,000,000]. 

PCO  will  also  pay  all  fees  and  expenses  of  PCO's  outside  counsel  incurred  in 
connection  with  each  PCO  CDS  and  the  arrangements  contemplated  hereby. 
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The  Notes  may  be  issued  in  US  Dollars  or  other  currencies  at  Goldman's  sole 
discretion.  If  Goldman  elects  to  place  any  Notes  in  a  currency  other  than  US 
Dollars,  PCO  shall  have  the  option  to  either  (i)  bear  the  currency  risk  associated 
with  such  non-US  Dollar  placement  or  (ii)  allow  Goldman  to  bear  such  risk,  in 
which  case  PCO  will  pay  the  Strike  Spread  associated  with  such  notional  amount  of 
the  related  tranche  on  the  US  Dollar  equivalent  of  such  issued  notional  amount. 

7.  Reserved. 

8.  Term  of  Letter  Agreement.  This  Letter  Agreement  shall  terminate  on  the  earlier  of 
(i)  |jvlarch31],  2007  (the  "Expiration  Date") i  and I  (ii)  the  pricing  date  on  which,  for 
each  Targeted  Tranche,  the  aggregate  notional  amount  of  the  PCO  CDS  is  at  least 
equal  to  the  Maximum  Notional  Amount  of  the  Targeted  Tranche  (the  earlier  of  (i) 
and  (ii),  the  "Final  Date"),  or  such  earlier  date  upon  receipt  by  either  party  hereto 
of  written  notice  of  the  other  party's  desire  to  terminate  the  Letter  Agreement. 
Notwithstanding  the  foregoing,  the  provisions  of  Paragraphs  4,  5,  9  and  19  shall 
survive  any  such  termination  hereof. 

9.  Nature  of  Relationship.  As  you  know,  Goldman  Sachs  is  a  full  service  securities 
firm  engaged,  either  directly  or  through  its  affiliates  in  various  activities,  including 
securities  trading,  investment  management,  financing  and  brokerage  activities  and 
financial  planning  and  benefits  counseling  for  both  companies  and  individuals.  In 
the  ordinary  course  of  these  activities,  Goldman  Sachs  may  actively  trade  the  debt 
and  equity  securities  (or  related  derivative  securities)  of  PCO  and  other  companies 
which  may  be  the  subject  of  the  matters  contemplated  by  this  .Letter  Agreement  for  , ,  -  \  Deleted:  letter  agreement 
their  own  account  and  for  the  accounts  of  their  customers  and  may  at  any  time  hold 
long  and  short  positions  in  such  securities. 


PCO  recognizes  that  pursuant  to  this  Tetter,  A greement  Goldman  Sachs  will  rely 
upon  and  assume  the  accuracy  and  completeness  of  all  of  the  financial,  accounting, 
tax  and  other  information  discussed  with  or  reviewed  by  Goldman  Sachs  for  such 
purposes,  and  it  does  not  assume  responsibility  for  the  accuracy  or  completeness 
thereof.  Goldman  Sachs  will  have  no  obligation  to  conduct  any  independent 
evaluation  or  appraisal  of  the  assets  or  liabilities  of  PCO  or  any  other  party  or  to 
advise  or  opine  on  any  related  solvency  issues.  It  is  understood  and  agreed  that 
Goldman  Sachs  will  act  under  this  Letter  Agreement  as  an  independent  contractor 
and  nothing  in  this  letter  or  the  nature  of  our  services  shall  be  deemed  to  create  a 
fiduciary,  advisory  or  agency  relationship  between  Goldman  Sachs  and  PCO  or 
their  respective  stockholders,  employees  or  creditors.  Nothing  in  this  Letter 
Agreement  is  intended  to  confer  upon  any  other  person  (including  stockholders, 
employees  or  creditors  of  PCO)  any  rights  or  remedies  hereunder  or  by  reason 
hereof. 

In  connection  with  any  transaction  contemplated  in  this  Letter  Agreement,  Goldman 
Sachs  is  acting  as  arms '-length  counterparty  to  PCO.  Goldman  Sachs  is  not  acting 
as  agent  or  advisor  to  PCO  with  respect  to  any  such  transaction  or  the  terms  thereof. 
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PCO,  together  with  its  legal,  accounting  and  independent  financial  advisors,  if  any, 
must  determine  whether  to  accept  the  terms  of  any  such  transaction 

10.  Agreement  to  Trade.  On  each  Effective  Date,  PCO  will  enter  into  one  or  more  PCO 
CDS  under  which  PCO  will  purchase  from  Goldman  credit  protection  on  a  Targeted 
Tranche,  in  an  amount  equal  to  the  notional  amount  of  the  Back-to-Back  CDS 
executed  on  such  Effective  Date  or  Notes  sold  on  such  date  with  respect  to  the  same 
Targeted  Tranche,  in  each  case  only  if  (1)  the  Pricing  Spread  for  such  Back-to-Back 
CDS  or  such  Notes  is  less  than  or  equal  to  the  Strike  Spread  for  the  Targeted 
Tranche  as  described  in  Annex  B,  (2)  the  Applicable  Non-Call  Period  is  three  years 
from  the  first  Payment  Date,  (3)  the  aggregate  notional  amount  of  Back-to-Back 
CDS  and  Issuer  CDS  for  such  Targeted  Tranche  (taking  into  account  the  Back-to- 
Back  CDS  or  Issuer  CDS  for  such  Targeted  Tranche  executed  on  such  Effective 
Date)  is  less  than  or  equal  to  the  Maximum  Notional  Amount  of  the  Targeted 
Tranche  and  (4)  such  Effective  Date  occurs  prior  to  the  Expiration  Date;  provided 
that,  in  its  discretion,  PCO  may  waive  the  requirements  set  forth  in  clauses  (2)  and 
(3)  with  respect  to  any  Back-to-Back  CDS  or  Notes  and  any  Effective  Date.  The 
terms  and  conditions  of  the  each  PCO  CDS  shall  be  identical  to  the  terms  and 
conditions  of  the  related  Back-to-Back  CDS  or  Issuer  CDS,  as  the  case  may  be,  as 
summarized  in  this  Letter  Agreement  (except  for  Goldman's  role  as  calculation 
agent  under  each  such  CDS,  terms  related  to  the  Collateral  Securities  and  in 
connection  with  any  amounts  payable  pursuant  to  Paragraph  6  of  this  Letter 
Agreement)  unless  such  terms  and  conditions  are  revised  subject  to  mutual 
agreement  by  Goldman  and  PCO. 

11.  Disclosure  of  Transaction.  Without  the  prior  consent  of  Goldman,  PCO  may  not 
discuss  or  disclose  any  information  about  the  Offering,  any  Back-to-Back  CDS,  any 
PCO  CDS  or  any  transaction  relating  thereto  with  any  third  party  other  than  (i)  to  its 
legal,  tax,  accounting  and  other  professional  advisors  and  (ii)  to  the  extent  required 
by  any  applicable  law.  After  the  closing  of  the  Offering,  Goldman  may  publish  a 
notice  of  the  transaction  in  such  format,  in  such  publications  and  at  such  times  as 
Goldman  may  deem  appropriate  and  consistent  with  its  customary  practices. 
Communication  of  an  approval  or  disapproval  of  ftny  such  notice  referred  to  in  this 
paragraph  shall  be  made  by  the  end  of  the  second  business  day  following  the  date 
such  notice  is  submitted  for  approval. 

12.  Reserved. 

13.  Amendments.  This  Letter  Agreement  may  not  be  amended  or  modified  or  any  term 
hereof  waived  except  in  a  writing  executed  by  each  of  the  parties  hereto. 

14.  Assignments.  Goldman  may,  in  the  performance  of  its  services  hereunder,  delegate 
the  performance  of  all  or  certain  of  such  services  as  it  may  select  to  other  Goldman 
affiliates  or  any  affiliated  entities;  provided,  however,  that  no  such  delegation  by 
Goldman  shall  in  any  respect  affect  the  terms  hereof,  and  Goldman  shall  be 
responsible  for  any  acts  or  omissions  by  any  of  its  affiliated  entities  in  the 
performance  of  any  services  delegated  hereunder  to  such  entity.    In  connection 
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therewith,  Goldman  may  direct  with  reasonable  advance  notice,  prior  to  the 
payment  of  any  amount  to  be  made  to  it  hereunder,  that  payment  of  such  amount  be 
made,  in  whole  or  in  part,  to  a  Goldman  affiliated  entity  in  satisfaction  of  the 
payment  of  such  amount  due  to  Goldman  hereunder. 

15.  Enforceability  of  Provisions.  The  invalidity  or  enforceability  of  any  provisions  of 
this  Letter  Agreement  shall  not  affect  the  validity  or  enforceability  of  any  other 
provisions  of  this  Letter  Agreement,  which  shall  remain  in  full  force  and  effect. 

16.  Reserved. 

1 7.  Choice  of  Law:  Waiver  of  Jury  Trial:  Submission  to  Jurisdiction.  This  Letter 
Agreement  shall  be  governed  by  and  construed  in  accordance  with  the  laws  of  the 
State  of  New  York  without  regard  to  the  conflicts  of  laws  provisions  thereof.  ANY 
RIGHT  TO  TRIAL  BY  JURY  WITH  RESPECT  TO  ANY  CLAIM  OR  ACTION 
ARISING  OUT  OF  THIS  LETTER  AGREEMENT  OR  CONDUCT  IN 
CONNECTION  WITH  THIS  LETTER  AGREEMENT  IS  HEREBY  WAIVED. 
The  parties  hereto  submit  to  the  exclusive  jurisdiction  of  the  federal  and  New  York 
State  courts  located  in  the  Borough  of  Manhattan  of  the  City  of  New  York  in 
connection  with  any  dispute  related  to  this  Letter  Agreement  or  any  of  the  matters 
contemplated  hereby. 


18.  No  Third  Party  Beneficiaries.  There  are  no  beneficiaries  of  this  Letter  Agreement _ , .  -  { Deleted:  agreement 
other  than  the  named  parties. 

!9.  Miscellaneous.  Goldman  does  not  provide  accounting,  tax  or  legal  advice. 
Notwithstanding  anything  herein  to  the  contrary,  PCO  is  authorized  to  disclose  to 
any  person,  the  U.S.  federal  and  state  income  tax  treatment  and  tax  structure  of  the 
potential  transaction  and  all  materials  of  any  kind  (including  tax  opinions  and  other 
tax  analyses)  provided  to  PCO  relating  to  that  treatment  and  structure,  without 
Goldman  imposing  any  limitation  of  any  kind.  However,  any  information  relating  to 
the  tax  treatment  and  tax  structure  shall  remain  confidential  (and  the  foregoing 
sentence  shall  not  apply)  to  the  extent  necessary  to  enable  any  person  to  comply 
with  securities  laws.  For  this  purpose,  "tax  structure"  is  limited  to  any  facts  that 
may  be  relevant  to  that  treatment. 
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If  this  Letter  Agreement  correctly  sets  forth  PCO's  understanding,  please  so  confirm  by 
countersigning  and  returning  the  enclosed  copy.  Upon  receipt  of  the  copy  by  Goldman, 
this  Letter  Agreement  shall  be  deemed  a  binding  agreement. 

We  are  delighted  to  accept  this  agreement  and  look  forward  to  working  with  you  on  this 
assignment. 

Very  truly  yours, 


(GOLDMAN,  SACHS  &  CO.) 


PAULSON  CREDIT  OPPORTUNITIES  MASTER  LTD. 

By: 

Name: 

Title: 

Date: 
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Annex  A 
Reserved 
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"Targeted  Tranche"  means  each  of  the  Super  Senior,  Class  A,  Class  B,  Class  C  and 
Class  D  tranche  that  Goldman  will  distribute  on  a  best  efforts  basis,  as  set  forth  in  the 
column  "Tranche"  in  the  table  below. 

"Distributed  Tranche"  means,  with  respect  to  an  Effective  Date,  a  tranche  that  has  been 
distributed  (through  Goldman's  purchase  of  credit  protection  through  a  Back-to-Back 
CDS)  on  such  Effective  Date. 

"Executed  Spread"  means,  with  respect  to  a  PCO  CDS,  the  Pricing  Spread  of  the  related 
Distributed  Tranche. 

"Minimum  Fee  Rate"  means  for  each  Distributed  Tranche  the  rate  as  set  forth  in  the 
table  below  in  the  column  "Minimum  Fee  Rate"  corresponding  to  the  row  related  to  such 
tranche. 

"Payment  Date":  With  respect  to  any  Back-to-Back  CDS  or  Issuer  CDS,  the  [28]th  of 
each  month  or  if  such  day  is  not  a  Business  Day,  the  next  succeeding  Business  Day, 
commencing  on  the  month  following  the  Effective  Date  and  ending  on  the  date  specified 
in  the  related  documentation. 

"Pricing  Spread"  means,  (i)  for  each  Class  of  Notes,  the  sum  of  (a)  the  stated  spread 
above  or  below  the  index  stated  for  the  Notes  of  such  Class  issued  on  the  Closing  Date, 
as  set  forth  in  the  indenture  or  issuing  and  paying  agency  agreement  relating  to  the  Notes, 
as  applicable,  and  on  the  related  Notes;  provided  that .with .  respect  to  any  Class  of  Notes 
issued  at  a  discount  or  premium  to  par,  the  amount  determined  pursuant  to  this  subclause _ 
{a}  shall  be  the  discount  margin  (to  maturity)  to  the  index  stated  for  the  Notes  of  such 
Class,  rbl  [0.06]%  per  annum  related  to  the  Collateral  Put  Provider  fee  and  (c)  the  rate 
per  annum  of  the  Portfolio  Selection  Agent  Fee  with  respect  to  such  Class  (if  any)  and  (ii) 
for  each  Back-to-Back  CDS,  the  stated  fixed  rate  spread  with  respect  to  such  tranche. 

"Initial  Reference  Portfolio  Notional  Amount"  means  $[2,000,000,000] 

"Strike  Spread"  means,  with  respect  to  each  Distributed  Tranche,  the  percentage 
corresponding  to  such  tranche  as  set  forth  in  the  column  "Strike  Spread"  in  the  table 
below. 

"Maximum  Notional  Amount":  For  each  Targeted  Tranche,  the  product  of  (i)  the 
percentage  corresponding  to  such  tranche  as  set  forth  in  the  column  "Tranche  Notional 
Amount  (%)"  in  the  table  below  and  (ii)  the  Initial  Reference  Portfolio  Notional  Amount. 

"Upfront  Fee  Rate"  means,  for  each  Distributed  Tranche,  the  sum  of  (A)  the  Minimum 
Fee  Rate  for  such  tranche  and  (B)  the  product  of  (i)  50%,  (ii)  3  and  (iii)  the  greater  of  (a) 
zero  and  (b)  the  difference  between  (x)  the  Strike  Spread  and  (y)  the  Executed  Spread 


Deleted: ,  in  each  case  plus  [0.06]%  per 
annum  related  to  the  Collateral  Put 
Provider  fee 
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Tranche 


Target  Ratings            Attachment  Exhaustion  Notional 

(Moody's/SAP)           Point  (%  of  Point  (%  of  Amount  ("/o  of 

Initial  Initial  Initial 

Reference  Reference  Reference 

Portfolio  Portfolio  Portfolio 

Notional  Notional  Notional 

Amount)*  Amount)*  Amount) 


Maximum 

Strike  Spread 

Minimum 

Notional 

Fee  Rate 

Amount  of 

Targeted 

Tranche  ($mm) 

SuperS 

cnior                         * 

[35.00]% 

[100.00]% 

[65.00]% 

[1,300.00] 

[°32*  ..  . 

_  [0.20J%  '  ' 

Class  A 

[Aaa]/[AAA] 

[23.00]% 

[35.00]% 

[12.00]% 

[240.00] 

l°W: .. . 

[1.00]%'' 

Class  E 

|Aa2]/[AA] 

[18.00]% 

(23.00)% 

[5.00|% 

1100.00) 

(0£5£/. 

[2.00]%'' 

Clsss  C 

[Ae3]/[AA-] 

[14.00]% 

[18.00]% 

[4.00]% 

[80.00] 

[i^op/. 

[2.50]%' 

Class  t 

[A2]/[A] 

[9.00]% 

[14.00]% 

[5.00]% 

[100.00] 

&25J% 

[3.00]%'  ' 

Class  E 

[Baa2)/[BBB] 

[6.00]% 

(9.00)% 

[3.00]% 

[60.00] 

[4504% 

[4.00J%  '  ' 

Class  F 

[Ba2]/[BB] 

[2.00]% 

[6.00)% 

[4.00]% 

[80.00] 

NA 

NA 

Class  F 

L                        [NR]/[NR] 

[0.00]% 

[2.00]% 

[2.00]% 

[40.00] 

NA 

NA 

{  Deleted:  28 
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"The  Super  Senior  Tranche  may  be  shadow  rated  by  Moody's  and/or  S&P. 

The  capital  structure  is  subject  to  change  upon  feedback  from  the  rating  agencies. 
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CUSIP 


00075QAM4 

00075XAP2 

04541 GWP3 

04544PAN9 

004421 XP3 

00442VAN7 

00441 UANO 

004422AP6 

00441 VAN8 

00442CAN9 

004421 ZD8 

00441 TAN3 

00442PAP5 

03072S2E4 

04012MAJB 

040104TA9 

040104TR2 

04012XAN5 

07387UHZ7 

14454AAN9 

14453FAM1 

1 44531 FV7 

14453EAM4 

17307G5D6 

1729B3ANB 

12667AAM8 

22237JAN7 

23242HAM4 

32028HAQ6 

32028PAP0 

32027GAN6 

32027LAP0 

362334GC2 

32027EAQ4 

320277 AP1 

320278AM6 

320276AP3 

35729PPJ3 

35729PQF0 

35729RAN6 

35729QAN8 

31659TFH3 

31659EAM0 

316599AN9 

36245DAN0 

36244KAN5 

362439AN1 

362463AN1 

40430KAP6 

437084UZ7 


Reference  Obligation 


ABFC  2006-OPT1  M8 
ABFC  2006-OPT2  M8 
ABSHE  2006-HE2  M8 
ABSHE  2006-HE5  MB 
ACE  2006-ASP2  M8 

*  «r-  **nr\c?     A  (*rv»    ftJO 

ACE  2006-ASP4  M8 
ACE  2006-ASP5  M8 
ACE2006-FM1  M8 
ACE  2006-FM2  MB 
ACE  2006-HE2  M8 
ACE  2006-HE3  M8 
ACE2006-OP1  M8 
AMSI  2006-R2  M8 
ARSI  2006-M1  M8 
ARSI  2006-W3  M8 
ARSI  2006-W4  M8 
ARSI  2006-W5  M8 
BSABS  2006-HE3  MB 
CARR  2006-FRE2  MB 
CARR  2006-NC2  M8 
CARR  2006-OPT1  MB 
CARR  2006-RFC1  MB 
CMLTI  2006-HE1  MB 
CMLTI  2006-NC1  M8 
CWL  2006-12  M8 
CWL  2006-BC2  M8 
CWL  2006-BC3  M8 
FFML2006-FF10M8 
FFML2006-FF11  M8 
FFML2006-FF12M8 
FFML2006-FF14MB 
FFML  2006-FF4  M8 
FFML  2006-FF5  M8 
FFML  2006-FF7  M8 
FFML  2006-FF8  M8 
FFML  2006-FF9  MB 
FHLT  2006-1  M7 
FHLT  2006-2  M7 
FHLT  2006-A  M7 
FHLT  2006-B  M8 
FMIC  2006-1  M8 
FMIC  2006-2  M8 
FMIC  20063  MB 
GSAMP  2006-FM2  M8 
GSAMP  2006-HE3  M8 
GSAMP  2006-HE4  MB 
GSAMP  2006-NC2  M8 
HASC  2006-OPT4  M7 
HEAT  2006-3  M8 


Annex  C 

Reference  Portfolio* 

Reference 

Obligation 

Moody's 
Rating 

S&P  Rating 

Fitch  Rating 

Notional 
Amount 

Baa2 

BBB 

BBB 

20,000,000 

Baa2 

BBB 

BBB 

20,000,000 

Baa2 

BBB 

BBB 

20,000,000 

Baa2 

BBB 

BBB 

20,000,000 

Baa2 

A+ 

20,000,000 

Baa2 

BBB 

20,000,000 

Baa2 

A 

20,000,000 

Baa2 

A 

20,000,000 

Baa2 

BBB 

20,000,000 

Baa2 

BBB 

20,000,000 

Baa2 

•    BBB+ 

BBB 

20,000,000 

Baa2 

A 

20,000,000 

Baa2 

BBB+ 

20,000,000 

Baa2 

BBB+ 

BBB 

20,000,000 

Baa2 

A- 

BBB 

20,000,000 

Baa2 

BBB+ 

BBB 

20,000,000 

Baa2 

BBB+ 

BBB 

20,000,000 

Baa2 

A- 

BBB 

20,000,000 

Baa2 

BBB 

20,000,000 

Baa2 

BBB+ 

20,000,000 

Baa2 

BBB 

BBB 

20,000,000 

Baa2 

A- 

BBB+ 

20,000,000 

Baa2 

A 

BBB+ 

20,000,000 

Baa2 

BBB 

BBS 

20,000,000 

Baa2 

BBB 

20,000,000 

Baa2 

BBB 

20,000,000 

Baa2 

BBB 

20,000,000 

Baa2 

BBB 

20,000,000 

Baa2 

BBB 

BBB 

20,000,000 

Baa2 

BBB 

BBB 

20,000,000 

Baa2 

BBB 

BBB 

20,000,000 

Baa2 

BBB 

BBB 

20,000,000 

Baa2 

A- 

20,000,000 

Baa2 

BBB 

BBB 

20,000,000 

Baa2 

BBB 

BBB 

20,000,000 

Baa2 

A- 

20,000,000 

Baa2 

BBB+ 

BBB+ 

20,000,000 

Baa2 

BBB+ 

20,000,000 

Baa2 

BBB+ 

20,000,000 

Baa2 

BBB 

BBB+ 

20,000,000 

Baa2 

BBB 

BBB+ 

20,000,000 

Baa2 

A- 

20,000,000 

Baa2 

BBB+ 

20,000,000 

Baa2 

BBB+ 

20,000,000 

Baa2 

BBB+ 

20,000,000 

Baa2 

A- 

20,000,000 

Baa2 

A- 

20,000,000 

Baa2 

BBB 

20,000,000 

Baa2 

BBB' 

BBB+ 

20,000,000 

Baa2 

BBB+ 

BBB+ 

20,000,000 
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4370B4VY9 

437096AQ3 

437097AP3 

54251 4UU6 

54251 MAN4 

54251 PAN7 

54251 RAN3 

54251 TAN9 

57643GAN7 

57644UAP0 

57645JAM1 

57643LRU2 

59020VBE2 

59020VAM5 

59G212Am6 

59023EAQ1 

59023AAN6 

59021 6  AP2 

59021 7AP0 

59020U6W0 

61749KAP8 

617451FD6 

61749QAN0 

65537FAN1 

65536QAN8 

68402CAN4 

71103XAM6 

754065AM2 

76113ABT7 

75406EAM3 

81376VAH0 

813765AH7 

81376YAK7 

81377  AAM4 

86358EF68 

86360WAM4 

86358GAN1 

86359XAN3 

86359UAN9 

863576FQ2 

81879MBE8 

784208AN0 

84751 PLX5 

83612HAM0 

83611MMT2 

83611MPR3 

83611YAM4 

83612CAN9 

9497EUAQ0 

9497EAAM3 


HEAT  2006-4  MB 
HE  AT  2006 -5  M8 
HEAT  2006-6  M8 
LBMLT  2006-3  M8 
LBMLT  2006-4  M8 
LBMLT  2006-5  M8 
LBMLT  2006-6  MB 
LBMLT  2006-7  M8 
MABS  2006-FRE2  M8 
MABS  2006-HE2  M8 
MABS  2006-HE3  M8 
MABS  2006-WMC1  M8 
MLMI  2006-AR1  B2 
MLMI2006-HE2B2 

jum  mi  nnnaj-ia  D1 

MLMI  2006-HE4  B2 
MLMI  2006-MLN1  B2 
MLMI  2006-RM2  B2 
MLMI  2006-RM3  B2 
MLMI  2006-WMC2  B2A 
MSAC  2006-WMC2  B2 
MSC  2006-HE2  B2 
MSIX  2006-1  B2 
NHELI  2006-FM2  M8 
NHELI  2006-HE3  M8 
OOMLT  2006-2  M8 
PFRMS  2006-1  M8 
RASC  2006-EMX6  M8 
RASC  2006-KS3  M8 
RASC  2006-KS4  M8 
SABR  2006-FR2  B2 
SABR  2006-FR3  B2 
SABR  2006-HE1  B2 
SABR  2006-HE2  B2 
SAIL  2006-2  M7 
SAIL  2006-4  M7 
SAIL  2006-BNC2  M7 
SASC2006-AM1  M8 
SASC  2006-OPT1  M7 
SASC2006-WF1  M8 
SGMS  2006-FRE1  M8 
SGMS  2006-FRE2  M8 
SURF  2006-BC2  B2 
SVHE  2006-3  M8 
SVHE  2006-OPT2  M7 
SVHE  2006-OPT3  M7 
SVHE  2006-OPT4  M7 
SVHE  2006-OPT5  M8 
WFHET  2006-1  M8 
WFHET  2006-2  M8 


Baa2 

BBB+ 

BBB+  ■ 

20,000,000 

Baa2 

BBB+ 

BBB+ 

20,000,000 

Baa2 

A- 

A- 

20,000,000 

Baa2 

A- 

20,000,000 

Baa2 

A- 

20,000,000 

Baa2 

BBB+ 

20,000,000 

Baa2 

BBB+ 

BBB+ 

20,000,000 

Baa2 

A- 

BBB+ 

20,000,000 

Baa2 

BBB 

20,000,000 

Baa2 

BBB 

20,000,000 

Baa2 

BBB 

20,000,000 

Baa2 

BBB+ 

20,000,000 

Baa2 

BBB+ 

20,000,000 

Baa2 

BBB+ 

20,000,000 

Baa2 

BBB+ 

20,000,000 

Baa2 

BBB 

20,000,000 

Baa2 

BBB+ 

20,000,000 

Baa2 

BBB+ 

20,000,000 

Baa2 

BBB+ 

20,000,000 

Baa2 

BBB+ 

20,000,000 

Baa2 

BBB 

BBB 

20,000,000 

Baa2 

BBB+ 

BBB 

20,000,000 

Baa2 

BBB 

BBB 

20,000,000 

Baa2 

BBB+ 

BBB+ 

.     20,000,000 

Baa2 

BBB+ 

BBB+ 

20,000,000 

Baa2 

BBB 

20,000,000 

Baa2 

BBB+ 

BBB 

20,000,000 

Baa2 

BBB 

20,000,000 

Baa2 

A- 

20,000,000 

Baa2 

BBB 

20,000,000 

Baa2 

■    BBB 

BBB+ 

20,000,000 

Baa2 

BBB 

BBB+ 

20,000,000 

Baa2 

BBB 

BBB+ 

20,000,000 

Baa2 

BBB 

BBB+ 

20,000,000 

Baa2 

BBB 

BBB 

20,000,000 

Baa2 

BBB 

BBB 

20,000,000 

Baa2 

BBB 

BBB 

20,000,000 

Baa2 

BBB 

BBB 

20,000,000 

Baa2 

BBB 

BBB 

20,000,000 

Baa2 

BBB 

BBB 

20,000,000 

Bsa2 

BBB+ 

A- 

20,000,000 

Baa2 

BBB 

A- 

20,000,000 

Baa2 

BBB+ 

20,000,000 

Baa2 

BBB 

20,000,000 

Baa2 

A- 

20,000,000 

Baa2 

BBB 

20,000,000 

Baa2 

BBB+ 

20,000,000 

Baa2 

BBB 

20,000,000 

Baa2 

A- 

20,000,000 

Baa2 

BBB 

BBB 

20,000,000 

♦The  Reference  Portfolio  may  be  modified  upon  the  mutual  agreement  of  Goldman.  PCO 
and  fhe  Portfolio  Selection  Agent  (if  anvY  _  _        


,  ■(  Deleted:  PCO. 
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From:  Tourre,  Fabrice 

Sent:  Saturday,  January  06,  2007  5:14  PM 

To:  esteffelin@gsc.com;  jbissu@gsc.com 

Cc:  Gerst,  David 

Subject:  RE:  Paulson  Portfolio 

x-gs-classification:  External 

Ed,  Josh,  thanks  for  coming  to  the  meeting  on  Friday.  To  give  you  some  background  on  the  portfolio  that  the  Paulson 
guys  are  starting  from,  this  is  a  portfolio  that  was  selected  using  some  of  the  following  criteria: 

start  from  the  universe  of  RMBS  transactions  available  in  Intex 

focus  only  on  the  2006  vintage,  bonds  underwritten  after  March  1 ,  2006 

Baa2  rated  bonds 

Average  FICO  between  600  and  675 

RMBS  transaction  size  greater  than  $500mm 

%age  ARM  greater  than  80% 

We  should  discuss  live  on  Monday  when  you  get  a  chance. 

Fabrice 


From:  Sihan  Shu  [mailto:Sihan.Shu@paulsonco.com] 

Sent:  Friday,  January  05,  2007  6:13  PM 

To:  esteffelin@gsc.com;  jbissu@gsc.com 

Cc:  Tourre,  Fabrice;  Gerst,  David;  Paolo  Pellegrini;  Brad  Rosenberg;  Rob  Lerner 

Subject:  Paulson  Portfolio 

Ed, 

As  discussed,  here  is  a  portfolio  of  123  Baa2  tranches  of  recent  subprime  deals.  Please  provide  us  with 
feedback/comments. 

Regards, 
Sihan 

Sihan  Shu 

Paulson  &  Co. 

590  Madison  Avenue,  29th  Floor 

New  York,  NY  10022 

Tel:  212  813  6819 

Fax:  212  977  9505 

sihan.shu@paulsonco.com 


|  Permanent  Subcommittee  on  Investigations  | 
Wall  Street  &  The  Financial  Crisis 
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From:  Kreitman,  Gail 

Sent:  Tuesday,  January  09,  2007  2:18  PM 

To:  lschwartz@aca.com 

Subject:  Paulson  Portfolio 

Attachments:  Paulson  Portfolio. xls 


Subject:  Paulson  Portfolio 


Paulson  is  trying  to  get  a  sense,  for  the  2006  RMBS  transactions  identified  by  Paulson,  for  the  level  of  the  capital 
structure  of  these  transactions  that  ACA  has  been  comfortable  investing  in  the  past,  whether  for  its  own  account  or 
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GS  MBS-E-00797438 


Qsnts-E-007974382 


1 

ABFC  2006OPT1  M8 

00075QAM4 

Baa2 

2 

ABFC  2006-OPT2  US 

OO075XAP2 

Baa2 

3 

ABFC  2O0S-OPT3  UB 

0O075VAN1 

Baa2 

4 

ABSHE200&HE3M7 

04541GXK3 

Baa2 

5 

ABSHE  2006-HE4  M7 

04544GAP4 

Baa2 

e 

ABSHE2O06-HE5M8 

04S44PAN9 

Saa2 

7 

ACE  20O6-ASP5  M8 

004422AP6 

Baa2 

B 

ACE  2006-FM1  M8 

00441VANB 

Baa2 

g 

ACE2O06-FU2US 

00442CAN9 

Baa2 

10 

ACE  2006-HE1  US 

004421WY5 

Baa2 

11 

ACE200&HE2U8 

004421ZDB 

Baa2 

12 

ACE  2006-HE3  MS 

00441TAN3 

Baa2 

13 

ACE  2006-NC2  MS 

00441XAP9 

Baa2 

14 

ACE2O06-OP1  US 

00442PAP5 

Baa2 

15 

ACE2006-OP2M9 

00441YAP7 

Baa2 

16 

AMSI  200S-R1  MB 

03072SV33 

Baa2 

17 

AMSI  2006-R2  MB 

03072S2E4 

Baa2 

16 

ARSJ  2006-M1  M8 

04012MAJ8 

Baa2 

19 

ARSI 2006412  MS 

04013BAM4 

Baa2 

20 

ARSI 2006-W1  MS 

040104RO6 

Baa2 

21 

ARSI  2006-W2  MB 

0401O4SE2 

Baa2 

22 

ARSI  2006W3  M8 

040104TA9 

Baa2 

23 

ARSI  2006-W4  MB 

040104TR2 

Baa2 

24 

ARSI  20D6-W5  MB 

O4012XAN5 

Baa2 

25 

BSABS  200S-HE3  MB 

073B7UHZ7 

Baa2 

26 

CARR  2006-FRE1  MB 

144538AM7 

Baa2 

27 

CARR  200S-FRE1  U9 

14453BAN5 

Baa2 

2B 

CARR  2006-FRE2  MB 

14454AAN9 

Baa2 

29 

CARR  2006-NC1  MB 

144531FF2 

Baa2 

30 

CARR  2O0B-NC2  MS 

14453FAM1 

Baa2 

31 

CARR  2006+IC3  M9 

144528AN6 

Baa2 

32 

CARR2006OPT1M8 

144531FV7 

Baa2 

33 

CARR  200B-RFC1  MS 

14453EAM4 

Baa2 

34 

CMLTI 2O06-AMC1  MB 

17309PAL0 

Baa2 

35 

CMLTI 200S-NC1  MB 

1729S3ANS 

Baa2 

36 

CMLTI  2006-WFH2  M9 

17309MAN3 

Baa2 

37 

CMLTI  2O06-WMC1  MB 

17307G2F4 

Baa2 

38 

CWL  2006-12  MS 

12667AAM8 

Baa2 

39 

FFML2006^F11MB 

3202BPAP0 

Baa2 

40 

FFML  2006-FF12  MS 

32027GAN6 

Baa2 

41 

FFUL2006-FF14M8 

32027LAP0 

Baa2 

42 

FFML2O06-FF5M8 

32027EAQ4 

Baa2 

43 

FFML  2006f  F7  MB    . 

320277AP1 

Baa2 

44 

FHLT  2006-1  M7 

35729PPJ3 

Baa2 

45 

FHLT  2006-2  M7 

3572SPOF0 

Baa2 

46 

FHLT2006-AM7 

3S72BRAN6 

Baa2 

47 

FHLT  2O0B-B  MS 

357290AN8 

Baa2 

48 

FMIC  2006-1  MS 

31659TFH3 

Baa2 

49 

FMIC  2006-2  MS 

31659EAM0 

Baa2 

50 

GSAMP  2006-FM2  MS 

3624SDAN0 

Baa2 

51 

GSAMP  2006-HE1  M8 

3623415A3 

Baa2 

52 

GSAMP  2006-HE3  MB 

36244KAN5 

Baa2 

53 

GSAMP  20O6-HE4  M8 

362439AN1 

Baa2 

54 

GSAMP  2006-NC2  M8 

362463AN1 

Baa2 

55 

HASC2006-OPT4M7 

40430KAP6 

Baa2 

56 

HEAT  2006-3  M6 

.  437084UZ7 

Baa2 

57 

HEAT  2006-4  MB 

437084VY9 

Baa2 

58 

HEAT  2006-5  MB 

437096AQ3 

Baa2 

59 

HEAT  2006-6  M8 

437097AP3 

Baa2 

60 

HEAT  2006-7  MB 

43709NAP8 

Baa2 

61 

INABS  2O06-C  MB 

43709BAP4 

Baa2 

62 

JPMAC  2005-FRE1  MB 

46626LFV7 

Baa2 

63 

LBMLT  2006-1  MB 

542514RV8 

Baa2 

54 

LXJtWL,*  «uud-<  ma 

542514UC6 

Sss2 

65 

LBMLT  2006-3  MB 

542514UU6 

Baa2 

66 

LBMLT  2006-4  MB 

54251MAN4 

Baa2 

67 

LBMLT  2006-5  MS 

54251PAN7 

Baa2 

68 

LBMLT  2006-6  MS 

54251RAN3 

Baa2 

69 

LBMLT  2006-7  MS 

54251TAN9 

Baa2 

70 

LBMLT  20O6-WL1  MS 

542514RDS 

Baa2 

71 

LBMLT  2006-WL2  MS 

542514SM7 

Baa2 

72 

LBMLT  2006-WL3  MS 

542514TE4 

Baa2 

73 

MABS2O06-FRE2M8- 

57643GAN7 

Baa2 

74 

MABS  2006-NC2  M9 

55275BAP2 

Baa2 

75 

MABS  200S-WMC1  MS 

57S43LRU2 

Baa2 

76 

MABS  2006-WMC2  MB 

57644TAN8 

Baa2 

77 

MLMI 2O06-MLN1  B2 

59023AAN6 

Baa2 

78 

MLMI  2006-OPT1  B2 

59022VAN1 

Baa2 

79 

MLMI  2006-RM2  B2 

590216AP2 

Baa2 

80 

MLMI  2006-RM3  B2 

S90217AP0 

Baa2 

81 

MLMI  2O06-WMC1  B2A  ' 

59020U4H5 

Baa2 

62 

MLMI  2006-WMC2  B2A 

59020U6WO 

Baa2 

63 

MLMI  2006-WMC2  B2B 

59020U6XB 

Baa2 

84 

MSAC  2006-NC4  B2 

61748LAN2 

Baa2 

85 

MSAC  2006-WMC1  B2 

61744CXV3 

Baa2 

86 

MSAC  2006-WMC2  B2 

61749KAPS 

Baa2 

87 

MSC  2006-HE1  B2 

617451DZ9 

Baa2 

8B 

MSC20OS-HE2B2 

617451F06 

Baa2 

89 

MSIX  2006-1  B2 

61749QAN0 

Baa2 

90 

NCHET  2006-1  MB 

64352VRA1 

Baa2 

91 

NHEU  200S-FM1  M8 

65536HCF3 

Baa2 

92 

NHEU  2006-FM2  MB 

65537FAN1 

Baa2 

93 

NHEU  2006-HE1  MS 

65536HCZS 

Baa2 

94 

NHEU  2006-HE3  MB 

65536QANB 

Baa2 

95 

OOMLT  2006-2  MB 

68402CAN4 

Baa2 

96 

RASC  2O06-EMX9  M9 

74924VAP4 

Baa2 

97 

RA6C  200H<S1  MB 

76113AAP6 

Baa2 

98 

RASC  2006-KS2  M8 

75406BAM9 

Baa2 

99 

RASC  2006-KS3  MB 

76113ABT7 

Baa2 

100 

SABR  2006-FR1  B2 

B1375WJY3 

Baa2 

101 

SABR  20O6-FR3  B2 

813765AH7 

Baa2 

102 

SABR  2006-HE1  B2 

81376YAK7 

Baa2 

103 

SABR  2O06-HE2  B2 

B1377AAM4 

Baa2 

104 

SABR  2006OP1  B2 

B1375WJN7 

Baa2 

105 

SAIL  2006-2  M7 

B635SEF66 

Baa2 

106 

SAIL  2006-3  MB 

B635S7AP6 

Baa2 

107 

SAIL  2006-4  M7 

86360WAM4 

Baa2 

108 

SAIL20O6-BNC1M7 

8635SEOB6 

Baa2 

109 

SAIL2O06-BNC2M7 

S6358GAN1 

Baa2 

110 

SASC  2006WF1  MB 

B63576FQ2 

Baa2 

111 

SGMS  2006-FRE1  M8 

S1879MBEB 

Baa2 

112 

SGMS  2006-FRE2  MB 

764208AN0 

Baa2 

113 

SURF  2006-BC1  B2A 

B4751PKL2 

Baa2 

114 

SURF  2006-BC2  B2 

S4751PLX5 

Baa2 

115 

SVHE  2006-1  M7 

83611MLG1 

Baa2 

116 

SVHE  2006-3  MB 

B3612HAM0 

Baa2 

117 

SVHE  2006-OPT1  M7 

83611MMF2 

Baa2 

118 

SVHE  2006-OPT2  M7 

B3E11MMT2 

Baa2 

119 

SVHE  2006-OPT3  M7 

B3G11MPR3 

Baa2 

120 

SVHE  2006-OPT4  M7 

B3611YAM4 

Baa2 

121 

SVHE  200&-OPT5  MS 

83612CAN9 

Baa2 

122 

WFHET  2006-1  MB 

9497EUAQ0 

Baa2 

123 

WFHET  2006-2  M8 

9497EAAM3 

Baa2 
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8BB- 
BBB* 


A- 
BBB 

BBB* 


A* 

A 

BBB* 

BBS* 

BBB 

BBB- 


BBB* 
BBB+ 
BBB 


BBB* 
BBB* 
A- 


B8B* 
BBB* 
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From:      Sihan  Shu  [Sihan.Shu@paulsonco.com] 

Sent:       Thursday,  March  22,  2007  7:1 6  PM 

To:  Tourre,  Fabrics;  Gerst,  David 

Cc:  Raazi,  Cactus;  Paolo  Pellegrini;  Brad  Rosenberg 

Subject:  Re:  Substitutions  for  ABACUS  2007-AC1 

That  looks  good  to  me. 


Original  Message 

From:  Tourre,  Fabrice  <Fabrice.Tourre@gs.com> 

To:  Sihan  Shu;  Gerst,  David  <David.Gerst@gs.com> 

Cc:  Raazi,  Cactus  <Cactus.Raazi@gs.com>;  Paolo  Pellegrini;  Brad  Rosenberg 

Sent:  Thu  Mar  22  20:08 :  15  2007 

_..  ~ j-         .I-**  *-iTTfi  nr\r\*i     A  /"11 

Subject:  KJb,:  suDstuuuons  ror  ajj/v^uo  iuu  /  -«.^i 


ok,  so  we  will  have  the  3  following  reference  obligations: 


BNCMT  2007-1  M8 
MSHEL  2007-1  B2 
HEAT  2007-2  M8 


As  replacements  for  the  3  CARR  -  New  Century  serviced  bonds. 


From:  Sihan  Shu  rmail.to:Sihan.Shu@paulsonco.coml 

Sent:  Thursday,  March  22,  2007  6:00  PM 

To:  Gerst,  David;  Tourre,  Fabrice 

Cc:  Raazi,  Cactus;  Paolo  Pellegrini;  Brad  Rosenberg 

Subject:  RE:  Substitutions  for  ABACUS  2007-AC1 


We  can  take  BNCMT  07-1  M8. 


From:  Gerst,  David  [mailto;DM4.Gerst  @gS. .com] 

Sent:  Thursday,  March  22,  2007  5 :57  PM 

To:  Sihan  Shu;  Tourre,  Fabrice 

Cc:  Raazi,  Cactus;  Paolo  Pellegrini;  Brad  Rosenberg 

Subject:  RE:  Substitutions  for  ABACUS  2007-AC1 


Sihan, 


That  name  is  included  in  the  current  portfolio  as  well.  Are  there  any  other  proposed  names  that  are  acceptable? 


Thanks, 


Confidential  Treatment  Requested  by  Goldrr 


Permanent  Subcommittee  on  Investigations  | 

Wall  Street  &  The  Financial  Crisis 

Report  Footnote  #2519 


GSMBS-E-00301058' 
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David 


Prom:  Sihan  Shu  rniailto:Sihan.Shu@paulsonco.coml 
Sent:  Thursday,  March  22,  2007  4:55  PM 
To:  Tourre,  Fabrice 

Cc:  Gerst,  David;  Raazi,  Cactus;  Paolo  Pellegrini;  Brad  Rosenberg 
Subject:  RE:  Substitutions  for  ABACUS  2007 -AC  1 

We'd  like  to  take  MS  AC  07-HE2  B2. 


from:  l  outre,  Fabrice  LoiMity.iFabiiceJXQi4rxs.Se&.vflai] 
Sent:  Thursday,  March  22,  2007  4:13  PM 
To:  Sihan  Shu 

Cc:  Gerst,  David;  Raazi,  Cactus;  Paolo  Pellegrini;  Brad  Rosenberg 
Subject:  RE:  Substitutions  for  ABACUS  2007-AC1 


Actually,  David  Gerst  just  realized  that  HEAT  07-1  is  already  in  the  portfolio...  Is  there  any  other  bond  in  the  list  ACA  proposed 
that  you  care  about  ? 


From:  Sihan  Shu  IrnailtoiSihan.ShuCg'pauisonco.comi 
Sent:  Thursday,  March  22,  2007  4:01.  PM 
To:  Tourre,  Fabrice 

Cc:  Gerst,  David;  Raazi,  Cactus;  Paolo  Pellegrini;  Brad  Rosenberg 
Subject:  RE:  Substitutions  for  ABACUS  2007-AC1 

Fabrice,  we'd  like  to  accept  HEAT  07-1  M8  and  HEAT  07-2  M8. 


From:  Tourre,  Fabrice  rmaillo:Fabrice.Tourre@gs.com1 
Sent:  Thursday,  March  22,  2007  8:49  AM 
To:  Sihan  Shu 

Cc:  Gerst,  David;  Raazi,  Cactus;  Paolo  Pellegrini;  Brad  Rosenberg 
Subject:  RE:  Substitutions  for  ABACUS  2007-AC1 


Sihan,  ACA  is  ok  with  the  MSHEL  07-1  B2,  but  is  not  ok  with  the  HASC  2007-OPT1  M8  bond.  We  are  going  to  send  you  later 
today  the  loan  tapes  for  the  8  replacement  deals  they  are  proposing. 


From:  Sihan  Shu  f mailto:Sihan.Shu@paulsonco.com1 
Sent:  Wednesday,  March  21,  2007  2:24  PM 
To:  Tourre,  Fabrice 


Confidential  Treatment  Requested  by  Goldman  Sachs 


GS  MBS-E-003010588 
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Cc:  Gerst,  David;  Raazi,  Cactus;  Paolo  Pellegrini;  Brad  Rosenberg 
Subject:  RE:  Substitutions  for  ABACUS  2007-AC1 

Fabrice, 


We  have  already  picked  3  names  we'd  like  to  use  to  replace  those  NC  serviced  bonds.  Please  forward  them  to  ACA,  and  let  us 
know  if  they  have  any  questions. 


HASC  07-OPT1  M8 
MSHEL  07-1  B2 
GSAMP  07-FM1  M8 

Thanks, 
Sihan 


From:  Tourre,  Fabrice  \m  ail  to  :Fabricc.  Tourre  @  gs  .coml 
Sent:  Wednesday,  March  21,  2007  2:09  PM 
To:  Paolo  Pellegrini;  Sihan  Shu 
Cc:  Gerst,  David;  Raazi,  Cactus 
Subject:  Substitutions  for  ABACUS  2007-ACr 


Paolo,  Sihan,  in  order  to  replace  the  New  Century  serviced  bonds  in  the  ABACUS  2007-AC1  portfolio  (CARR  2006-NC1  M8, 
CARR  2006-NC2  M8  and  CARR  2O06-NC3  M9),  ACA  is  proposing  the  following  substitute  bonds: 

HEAT  2007-2  M8 

BNCMT  2007-1  M8 

MLMI 2007-HE1  B2 

MSAC  2007-HE2  B2 

SURF2007-BC1B2 

CMLTI 2007-AMC2  M8 

CWL  2007-2  M8 

HEAT  2007-1  M8 

I  asked  ACA  to  send  loan  tapes  for  these  bonds  in  order  to  help  you  select  the  names  that  fit  you... 


Rgds, 


Confidential  Treatment  Requested  by  Goldman  Sachs 


GSMBS-E-003010589 
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Abacus  2007-AC1  Reference  Portfolio 


Proposed  By 

Security 

RC'I'CITIH'C 
DlH'MHICIlt 

Moody's 
Iniliul  Rati 

lirst 
ns;  l)mvii«mtli" 

Downgrade 
Date 

Current  Moody's  Rating 

Paulson 

ABFC  2006-OPT1  M8 

1 

Baa2 

Ba2 

10/11/2007 

C 

Paulson 

ABFC  2006-OPT2  M8 

1 

Baa2 

Bl 

10/11/2007 

C 

Paulson 

ABSHE  2006-HE3  M7 

1 

Baa2 

Ba3 

10/11/2007 

C 

Paulson 

ABSHE  2006-HE4  M7 

I 

Baa2 

.     B3 

:  10/11/2007.  .<■ 

c  *     •"> 

Paulson 

ACE  2006-FM2  M8 

1 

Baal 

Ba2 

7/10/2007 

c 

Paulson 

ACE2006-OP2M9 

1  '*. 

Baa2; 

B3 

.     -10/11/2007  ; 

■  :..c                '-':  ■  ■  '••.,- 

Paulson 

ARSI 2006-W1  M8 

1 

Baa2 

Ba3 

10/11/2007 

c 

Paulson 

CARR2006-FRE1M9 

J. 

Baa? 

Ba2 

10/11/2007 

■;.  ■  c                     ■ :';    ■ 

Paulson 

CARR  2006-FRE2  M8 

1 

Baa2 

Caal 

10/11/2007 

c 

Paulson 

CARR2006-OPT1  M8 

'-•'    ,;--i;.? 

Baa2 

.  ;JBaa3  !•',.■  W--' 

10/11/2007 

C -junk  status  on  4/16/2008 

Paulson 

CMLTI2006-AMC1  M8 

l 

Baa2 

Bal 

10/11/2007 

C 

Paulson 

CMLTI  2006tNG!  M8 

.  '  I    ' 

Baa2           \ 

■  4  Bal 

7/10/2007-, 

'■'.'•'     c    '-'  ■ 

Paulson 

CMLTI 2006-WFH2  M9 

l 

Baa2 

Baa3 

10/11/2007 

C  -  junk  status  on  4/2 1/2008 

Paulson 

CMLTI  2006-WMC1  M8 

l    ■ 

Baa2 

.  B3 

10/11/2007 

Withdrawn 

Paulson 

FFML2006-FF11M8 

l 

Baa2 

Caa3 

10/11/2007 

C 

Paulson 

FFML2006-FF12  M8 

I 

Baa2 

B3 

10/11/2007 

C 

Paulson 

FFML  2006-FF14  M8 

l 

Baa2 

B3 

10/11/2007 

C 

Paulson 

FFML2006-FF7M8 

••'•'••'          •'  ••'■'' 

Baa2 

Baa3 

7/10/2007 

C  -junk  status  on  10/11/2007 

Paulson 

FHLT  2006-A  M7 

l 

Baa2 

Bal 

7/10/2007 

C 

Paulson 

FHLT2006-BM8 

■  -.'•'."    ":>••-■•:" 

,  Baa2 ;  ' 

•U'Ba2V  •;• 

7/10/2007       " 

'••''.,.C':--  ■'.•:;■  •■'■  ''':. ::~  ;v\V-lv 

Paulson 

FMIC  2006-2  M8 

1 

Baa2 

B3 

10/11/2007 

C 

Paulson  :\  ^ 

GSAMP  2006-FM2  M8 

1 

;-vBaa2vr' 

:-',Caa3ft:"  ':;■: 

10/11/2007       ':• 

t~t&^k:Z^''''.;/:!fS:X^: 

Paulson 

HEAT  2006-3  M8 

1 

Baa2 

Bal 

10/11/2007 

c 

Paulson 

HEAT2006r5M8 

: •'."•■''■  >:'.l  " '"", 

:-.  Baai  : 

v-'Bi':''- '..'• '.'.  ■ 

10/1 1/2007     "V 

J1'  ?:.c'--\'   "";V-v»Vv!'-J  •  ■■  ."•  '■■'!"■, 

Paulson 

HEAT  2006-6  M8 

1 

Baa2 

B3 

10/11/2007 

c 

Paulson 

HEAT 2006-7  M8  "'' 

■'1 

r  Baa2 

Ca 

id/i  i/2007 

Withdrawn  ..'-';■"• 

Paulson 

JPMAC  2006-FRE1  M8 

1 

Baa2 

Ba2 

10/11/2007 

c 

Paulson 

I3MLT  2006-4.  M8' 

1    1  ' 

Baa2 

;:"'»Bal; "; •  • 

■  7/10/2007.      .v 

Withdrawn 

Paulson 

LBMLT  2006-6  M8 

1 

Baa2 

Caa2 

10/11/2007 

Withdrawn 

Paulson 

LBMLT,  2006-7  M8 

..'  'y'"\:'- 

Baa2 

^:  Caa2  ;", 

10/11/2007 

Withdrawn 

Paulson 

LBMLT  2006-WL1  M8 

1 

Baa2 

Baa3 

10/11/2007 

C  -  junk  status  on  4/7/2008 

Paulson 

MABS  2006-NC2  M9 

•  '•'.  ,!■'  ■ 

Baa2 

.    Caa2.. 

10/11/2007 

■  '""v'.c  ."■'•:  :<:-  '.* 

Paulson 

MLMI2006-WMC1  B2A 

l 

Baa2 

Ba3 

10/11/2007 

c 

Paulson  . 

MSAC  20Q6-NC4  B2 

-.  '"',    .       :~:'\-:::S. 

^Baa2  '■•:■.  '-.'■■ 

eCSBaK   ' . 

.  7/10/2007;;  :■ 

■  ■"■.c.i' .'.';-  •'.     .'  .'/    •;.«'  . 

Paulson 

MSAC  2006-WMC1  B2 

1 

Baa2 

Baa3 

10/11/2007 

C  -junk  status  on  4/16/2008 

Paulson: 

MSAC  2006-WMC2  B2 

'•  ••:  -i''y< 

;'VBaa2  '--'■ 

'"i-VBtf-^-t-'    ' 

-7/10/2007"  . 

Withdrawn 

Paulson 

MSC  2006-HE2  B2 

1 

Baa2 

Bal 

7/10/2007 

C 

Paulson 

NHELI  2006-FMl  M8 

■  "■:,.  ■  \ 

..Baa2? 

'.   bi  :''. 

10/11/2007 

'.  ■  * c  .'.'"•  '■'•*•  ■ 

Paulson 

NHELI 2006-FM2  M8 

1 

Baa2 

Ca 

10/11/2007 

c 

Paulson      - 

NHELI  2006-HE3  M8 

1 

Baa2    - "  ■ 

■   ■■Bl" 

10/11/2007  . 

r     C 

Paulson 

SABR2006-FR1B2 

1 

Baa2 

Caa2 

4/21/2008 

C 

Paulson 

SABR20b6-FR3B2 

•    ■  '--M>., 

.    Baa2?  ',' 

Bia2, ; 

,       7/10/2007 

Withdrawn          '                  . 

Paulson 

SABR  2006-HE2  B2 

i 

Baa2 

B3 

10/11/2007 

C 

Paulson 

SAIL2006-4M7 

""'.' "  '    '■•  i 

"'.:-.  Baa?.:'..;'-' •"*: 

'  !.Ba2  '.',.•'"'.' 

7/10/2007 

Withdrawn.     -  ■'.■■'            . 

Paulson 

SVHE  2006-OPT1  M7 

i 

Baa2 

Bal 

10/11/2007 

C 

Paulson 

SVHE2006-OPT2M7 

vi ;. 

Baa2 

;''     Ba2 

10/11/2007 

; ..-.  c ."      "   ".,  ''  '  .*•. 

Paulson 

SVHE2006-OPT3M7 

r 

Baa2 

Bal 

10/11/2007 

c 

Paulson 

SVHE  2006-OPT4  M7 

.  •'•"'";  •  '':?-'i'-.-.':- 

,.  .Baa2  ;': 

'■'•■;Caa3;/:=  ,';  ■ 

v;    .  io/ii/2007  Zi. 

''v.'r ■£.': ''■■'•' -J ■:'•:.     ■'  .-  ■;'   ■: 

Paulson 

SVHE  2006-OPT5  M8 

l 

Baa2 

Ba3 

10/11/2007 

c 

Tcl.il  4« 

•    - 

Jgf||-jii|5#ii8l 

!^i;%!ll^p|tlfi^ifl3fe 

Prepared  by  U.S.  Senate  Permanent  Subcommittee  on  I 
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Proposed  By 

Security 

Reference 
Document 

Moody's 
Initial  Rati 

First 
n g  Downgrade 

Downgrade 
Date 

Current  Moody's  Rating 

ACA 

ABSHE  2006-HE7  M9 

4 

Baa2 

Caal 

10/11/2007 

C 

ACA 

BNCMT  2007-1  M8 

'    T '■'■"' 

Baa2. 

.Ba2 

12/5/2007 

"c   •.':•       :  ' 

ACA 

CMLTI 2007-AMC1  M8 

3 

Baa2 

C 

12/7/2007 

c 

ACA 

CMLTI2007-WFH1M9 

2 

"v  Baa2  ■  >-;. 

Ba2      '• 

■"""  12/7/2007  /. ..; 

■   c  _" 

ACA 

CWL  2006-24  M8 

2 

Baa2 

Caal 

10/11/2007 

c 

ACA;  ■'. ■-         .   ' 

CWL  2007-2 M8       ., 

'.              ':6  '  -■ 

;  Baa2J 

-,;Caa3;;V: 

12/10/2007 

'" '/G,-:; '-"'V.'     .'•'•.  ;•   -:.'  ;'; 

ACA 

FFML2006-FF15M8 

2 

Baa2 

Caa2 

10/11/2007 

c 

ACA'    ,' 

FFML2006-FF16M8    ... 

.';  •'•  "'■';'".'[-:'    ';2^'' 

;V.;;Baa2;.V  ;,;■'' 

/,-Caa2::'.0''/V 

10/11/2007   . 

','  ;6:--\,r':'\  :'\:  . 

ACA           ■,.*•« 

FFML2006-FF17M8 

'-••. "  2  ■':'•; 

'  'V;Baa2-''6-'i''' 

.-/.Caal/ '.'■''.'  V- 

10/11/2007 

•:"•'  C-''       ..•.''■■!.. 

ACA 

FFML  2006-FF9  M8 

5 

Baa2 

Baa3 

7/10/2007 

C- junk  status  on  10/11/2007 

ACA 

FFML  2007-FF1  B2 

4     ■ 

Baa2 

Caal 

12/10/2007  ' 

•.:"--::G-;-.  *"'-" 

ACA 

FFML  2007-FF2  B2 

6 

Baa2 

C 

12/10/2007 

c 

ACA 

FMIC  2006-3  M8 

■-.  5'  '  '*'■ 

Baa2 

B3; " 

10/11/2007      " 

'/;''^c':v '"  ,-'  ■■:  . ■■-'■'::  ['-'"-'  <:' '■''.- 

ACA 

HASC  2006-HE2  M8 

4 

Baa? 

Ca 

10/11/2007 

c 

ACA  "-'•-'  ''■';.-. 

HEAT2006-8  M8 

■  ',5  •,"•• 

.  .  Baa2  .'•>.  •'■■'• 

:.:,  Caal 

V;  10/11/2007  ::'.:: 

'i.  .  C     ";.  -UV-;.',     .,    ..  .■      •..-.'' 

ACA 

HEAT  2007-1  M8 

2 

Baa2 

Ca 

12/10/2007 

c 

ACA     ; 

HEAT  2007-2  M8 

'  '      •      ■■••'•  i : 'v. 

/■''.Baa2^~~. 

:.;iiCia2-'  }.',■[;■■ 

12/10/2007,      ?" 

V-:':(c;:.'/''  ;;.—"■•:■.  ;-'■.;.:      :  5,  ••; 

ACA 

IXIS  2006-HE3  B2 

5 

Baa2 

Caa3 

10/11/2007 

c 

ACA'i'i.K..;.'".' 

JPMAC  2006-CW2  MV8  .'., : . 

•v' •••'■.'•     '■}> 'r :■,£■•  ;,'■-■ 

;'V.'..Baa2 .'-,-;. 

Bal 

r  Ail'MI  1/2007  •.•-./>: 

■:    -c    ,":•■'?.•;•'.". ■>■'.'  :.V:."'p  •"  '■  ■  ■ 

ACA 

JPMAC  2006-WMC3  M8 

2 

Baa2 

Caa3 

10/11/2007 

Withdrawn 

ACA' 

LBMLT  2006-1 1M8 

'  -  *  ■'•   '•;.:,'  '.-:':  i-i  ■' 

Baa2 

'■"'  Caai'    [.■■■'■' 

;  i6/ii/2007.  ;V 

Withdrawn 

ACA 

LBMLT  2006-8  M8 

4 

Baa2 

B3 

10/1 1/2007 

Withdrawn 

AQ&V  -.ii"o;  '-  *■■. 

LBMLT2dp6i9M8 ,; ',',-  -   ... 

"•.  :'.'••. :-v?:'*":;'/'.^:4.';*iv, 

'.':  Baa2 *':} 

/  '..Ca"'.'/  ■'■"-■'■: 

,/•  10/11/2007    -y' 

,.  ■    Withdrawn       .         '             '         , 

ACA 

MABS  2006-HE5  M9 

2 

Baa2 

Caal 

10/11/2007 

C  . 

ACA\f'.' •/''•'' '''K 

MABS  2006-WMC4M8    ' 

'••    .        ••".      ;:;;'::2-   ■  ' 

...  ^'BaaiP  ./v- 

'/':,Ca'/  ''/•:■''* 

8    :10/1 1/2007 v;» 

:->V';WitKnwwr--T''.'-»-v '.'.      "  ';*'f"  :*'  'i  ."'*•' 

ACA 

MSAC  2006-HE7  B2 

2 

Baa2 

Ca 

10/11/2007 

c 

ACA,'"'; 

MSAC  2006-HE8  B2 

■•■''■  .;''  (•';*•'•".''>' 2"  vV 

:.Baa2: 

/ :' Caal/ v' ' 

.  ^'  ■  Vio/i  1/2007 "  ■>:*•- 

c          ;  v.\  ;'->';':,:;:;'5 

ACA 

MSAC  2006-NC5  B3 

2 

Baa2 

Caa2 

10/11/2007 

c 

ACA'ji  'V!   V': 

MSAC  2007-HE1  B2 ' 

•""■•'•'.  ^";'?v:  •'■* -;•'•' 

^•■:'Bai2^;::iV{-- 

//,B3//./  ■  ■    ■ 

■;    '12/4/2007    .*-./ 

c     .■::'.''**:';!-r\-;':'';.iy''.;V(  ■'  • 

ACA 

MSAC  2007-HE2  B2 

6 

Baa2 

B3 

12/4/2007 

.... c 

AcXV.<y;;  ;•,*-• 

MSAC3007-NC1  B2x. 

,5 

•-  VBM2J:rt;.-,:'i 

^Z-CaaSp/./rJ 

12/4/2007          . 

c 

ACA 

MSHEL  2007-1  B2 

6 

Baa2 

B3 

12/4/2007 

c 

AGA'Vfi^rj; 

MSDC  2006-2  B2 

2 

^Baait^i-; 

ScCaa2:;8  ; 

,10/11/2007 "  /'/■ 

c 

ACA 

NHEL  2006-5  M8 

2 

Baa2 

Ba3 

10/11/2007 

c 

ACA"  x-U 

OOMLT  2006-3  M9    "    ' 

t     -           :.■'•  "\4".'y 

"'^Baa2  ws!" 

Caa3 

':;*/  IO/II/2067..I. '■■• 

.^.'C •*"•••'•".  ''•'•;:'.=;•  .;.';'•;-..    .;;.-'  '  ■ 

ACA 

OOMLT  2007-1  M8 

2 

Baa2 

B3 

12/6/2007 

c 

AGAV:'".'V ' 

SASC  2006-EQ1A  M8 

"i?; 

'/.'.'.Baal    '.■ 

'    B3  ■•'.  \::'..   •' 

10/11/2007 

'•■•c-     ■:', ■-'■':■ 

ACA    . 

SASC  2006-OPT1  M7 

5 

Baa2 

B3 

10/11/2007 

c 

ACA:'  •.  i  ."■'•' 

SASC  2006-WF3  M9 

."''"'3'".- 

:    Baai  •'■"  "•■•' 

:.  Baa3  ■  '.. 

10/11/2007. 

C -junk  status  on  4/23/2008     ,    • 

ACA 

SURF  2007-BC1  B2 

2 

Baa2 

B3 

12/12/2007 

C 

ACA 

SVHE- 2006-EQ2  M8 

■■'  2     '■ 

-  Baa2      '.  ' 

.   B3X  '        ■  *' 

-'''  .    10/11/2007  ■  '< 

C 

I  .■■:•  -i! 

S^^S^^^pS^^SftPfiiS^S^^K 

0%1»MMi^^fZj?^$i?0M0pM. 
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From:  Sihan  Shu  [Sihan.Shu@paulsonco.com] 

Sent:  Friday,  January  05,  2007  6:13  PM 

To:  esteffelin@gsc.com;  jbissu@gsc.com 

Cc:  Tourre,  Fabrice;  Gerst,  David;  Paolo  Pellegrini;  Brad  Rosenberg;  Rob  Lemer 

Subject:  Paulson  Portfolio 

Attachments:  Paulson  Portfolio.xls 

Ed, 

As  discussed,  here  is  a  portfolio  of  123  Baa2  tranches  of  recent  subprime  deals.  Please  provide  us  with 
feedback/comments. 

Regards, 
Sihan 

Sihan  Shu 

Paulson  &  Co. 

590  Madison  Avenue,  29th  Floor 

New  York,  NY  10022 

Tel:  212  813  6819 

Fax:  212  977  9505 

sihan.shu@paulsonco.com 
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CUSP* 


Moody* 


1  ABFC  2006-OPT1  MS  0Q075QAM4  Baa2 

2  ABFC  2006-OPT2  MS  00075XAP2  Ba>2 

3  ABFC  2006-OPT3  US  00075VAN1  Bsa2 

4  ABSHE  2C06-HS3  M7  04541GXK3  Bu2 

5  ABSHE  2006-HE4  M7  04544GAP4  Bs>2 

6  ABSHE  2006-HES  M8  04544PAN9  Baa2 

7  ACE  200&ASPS  MS  004422AP6  Baa2 
e  ACE  2D06-FM1  MS 


9  ACE  2006-FM2  U8 

10  ACE  2006-HE1  M8 

11  ACE  2D06-HE2  MB 

12  ACE  2D06-HE3  MB 

13  ACE  2006-NC2  M9 

14  ACE2D06-OP1  MS 

15  ACE  2006-OP2  M9 

16  AMS)  200&R1  M8 

17  AMS)  2006-R2  M8 
IS  ARSI  2006-M1  MB 

19  ARSI  2006-M2  MB 

20  ARSI  2006-W1  MS 

21  ARSt  2006-W2  M8 

22  ARSI  2006-W3  MB 

23  ARSI  2Q06-W4  MB 

24  ARSI  200&W5  MS 


00441VAN8  Baa2 

00442CAN9  Bu2 

004421WY5  Bn2 

004421ZD8  Baa2 

00441TAN3  Baa2 

00441XAP9  Baa2 

00442PAP5  Ba«2 

00441YAP7  Boa2 

03072SY33  Bbb2 

03072S2E4  Baa2 

04012MAJ8  Btt2 

04013BAM4  Baa2 

040104RQ6  B*&2 

040104SE2  Baa2 

040104TA9  Bsa2 

04O1O4TR2  Bu2 

04012XAN5  Bu2 


25  BSABS2006-HE3MS     073S7UHZ7  Baa2 

26  CARR  20O6-FRE1  MS     144538AM7  Bu2 

27  CARR  2006-FRE1  M9    144538AN5  Bu2 

28  CARR  2006-FRE2  MB    14454AAN9  Bm2. 

29  CARR  2Q06-NC1  UB      144S31FF2  Bn2 
3D  CARR  2006-NC2  MB      14453FAM1  Baa2 

31  CARR  2006-HC3  M9      144528AN6  Bu2 

32  CARR  2006-OPT1  MB    144531FV7  Baa2 

33  CARR  2006-RFC1  MS    14453EAM4  Bn2 

34  CMLTI  200SAMC1  MB  1730SPAL0  Bu2 

36  CMLTt  2006-WFK2  M9  17309MAN3  Bu2 

37  CMLTI  2Q06-WMC1  MB  17307G2F4  Baa2 


38  CWL  2006-12  M8 

39  FFML2Q06-FF11M8 

40  FFML2006-FF12M8 

41  FFML2006-FF14M8 

42  FFML2006-FF5MS 

43  FFML2006-FF7MB 

44  FHLT  2006-1  M7 

45  FHLT  2006-2  M7 

46  FHLT2006-AM7 

47  FHLT  2006-B  MS 

48  FMIC  2006-1  MB 

49  FMIC  2006-2  MB 


12667AAMB  Bw2 
3202SPAP0  B«a2 
32027GAN6  Bu2 
32027LAP0  Bu2 
32027EAQ4  Bia2 
320277AP1  Baa2 
35729PPJ3  Bn2 
35729PGFO  Bas2 
3S729RAN6  Bas2 
35729QAN8  Bu2 
316S9TFH3  Bu2 
31659EAM0   Baa2 


3  GSAMP  2006-F M2  MB  36245OAN0  Bbb2 

51  GSAMP  2006-HE1  MS  3623415A3  Bw2 

52  GSAMP  2006-HE3  MB  36244KAN5  Bu2 

53  GSAMP  2006-HE4  MB  362439AN1  Baa2 

54  GSAMP  2006-NC2  MB  362463AN1  8aa2 

55  HASC  2006-OPT4  M7  40430KAP6  Bu2 


56  HEAT  2006-3  M8 

57  HEAT2006-4MB 
5B  HEAT  2006-5  M8 

59  HEAT  2006-6  MB 

60  HEAT  2006-7  MB 

61  INABS  2006-C  M8 


4370B4U27  Bu2 

437084VY9  Baa2 

437096AQ3  Baa2 

437097AP3  Baa2 

43709NAPB  Bsa2 

43709BAP4  Bsa2 


62  JPMAC  2006-FRE1  MB  46626LFV7     Bu2 

63  LBMLT  2006-1  MB  542514RV8     Baa2 


64  LBMLT  2006-2  MB 

65  LBniLT  2006-3  b 

66  LBMLT  2006-4  MB 

67  LBMLT  2006-5  MS 

68  LBMLT  2006-6  M8 

69  LBMLT  2006-7  M8 


542S14UC6  Baa2 
5425l4UuS  5n2 
54251 MAN4  Baa2 
54251PAN7  Bbb2 
54251 RAN3  Bw2 
542S1TAN9    Bu2 


70  LBMLT  2006-WL1  MB     542514RD8    Bm2 

71  LBMLT  2006-WL2  MB     542SUSM7    Bu2 

72  LBMLT  2006-WL3M8     542S14TE4     Baa2 

73  MABS  2006-FRE2  MB    57643GAN7    Bm2 

74  MABS  2006-NC2  M9      55275BAP2    Baa2 

75  MASS  2006-WMC1  MS  57643LRU2    Baa2 

76  MABS  2006-WMC2  MB  57644TAN6    Bu2 

77  MLMI  2006-MLN1  B2  59023AAN6  Ba»2 
7B  MLMI  2006-OPT1  B2      S9022VAN1     Bu2 

79  MLMI  2006-RM2  B2       590216AP2     Baa2 

80  MLMI  2006-RM3  B2  590217AP0  Baa2 
61  MLMI  2006-WMC1  B2A  5902OU4H5  Baa2 
82  MLMI  20O6-WMC2  B2A  59020U6W0  Bsa2 
63  MLMI  2006-WMC2  B2B  59020U6X8  Bu2 
B4  MSAC  2006-NC4  B2       6174SLAN2    Baa2 

85  MSAC  2006-WMC1  B2  61744CXV3    Bm2 

86  MSAC  2006-WMC2  B2  61749KAPB    Bra2 
67  MSC  2006-HE1  B2         617451DZ9 
88  MSC  2006-HE2  B2 
69  MSIX  2006-1  B2 

90  NCHET  2006-1  MB 

91  NHEU  2006-FM1  MS 

92  NHEU  2006-FM2  MB 

93  NHEU  2006-HE1  MB 

94  NHEU  2006-HE3  MB 

95  OOMLT  2006-2  MB 

96  RASC  2006-EMX9  M9    74924VAP4    Bsa2 

97  RASC  2006-KS1  MS       76113AAP6    Bw2 

98  RASC  20OS-XS2  MS 

99  RASC2006-KS3M6 

100  SABR  20OS-FR1  B2 

101  SABR  2006-FR3  B2 

102  SABR  2006-HE1  B2 

103  SABR  2006-HE2  B2 

104  SABR  2006-OP1  B2 

105  SAIL  2006-2  M7 

106  SAIL  2006-3  MB 

107  SAIL2006-4M7 
10B  SAIL2006-BNC1M7 

109  SAIL2006-BNC2M7 

110  SASC  2006-WF1  MB 

111  SGMS  2006-FRE1  MS    B1B79MBEB    Bsa2 

112  SGMS  2006-FRE2  MS    7S42O8AN0     B«2 

113  SURF  2006-BC1B2A     84751 PKL2     Baa2 

114  SURF  2006-BC2  B2       84751PLX5     Baa2 

115  SVHE  2006-1  M7  S3611MLG1    Baa2 

116  SVHE  2006-3  MS  B3612HAM0   Bsa2 

117  SVHE  200&OPT1M7  B3611MMF2  Bsm2 
116  SVHE 2006-OPT2M7     B3611MMT2   Bm2 

119  SVHE  2006-OPT3M7     83611MPR3   B«a2 

120  SVHE 2006-OPT4M7     B3611YAM4    Bm2 

121  SVHE  2006-OPT5  MB     B3612CAN9    Baa2 

122  WFHET  2006-1  MB         9497EUAQ0   Baa2 

123  WFHET  2006-2  MS         9497EAAM3   Bu2 


617451F06  Bsa2 

617490AN0  Bm2 

64352VRA1  Bu2 

65536HCF3  Bu2 

65537FAN1  Baa2 

65536HCZ9  Bu2 

655360ANB  Baa2 

68402CAN4  B*a2 


75406BAM9  Bu2 
76113ABT7  Baa2 
81375WJY3  Bm2 
813765AH7  Baa2 
B1376YAK7  Bn2 
B1377AAM4  Bsa2 
B1375WJN7  Btt2 
86356EF6B  Bai2 
8635B7AP6  Bn2 
66360WAM4  Bu2 


66356GAN1    Saa2 
863S76FQ2    Bu2 
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From:  Laura  Schwartz  [lschwartz@aca.com] 

Sent:  Monday,  January  22,  2007  1 :52  PM 

To:  Tourre,  Fabrice;  Kreitman,  Gail;  Gerst,  David 

Cc:  Keith  Gorman 

Subject:  proposed  Paulson  Portfolio 

Attachments:  Paulson  Portfolio  1  -22-07.xls 

Attached  please  find  a  worksheet  with  86  sub-prime  mortgage  positions  that  we  would  recommend  taking  exposure  to 
synthetically.  Of  the  123  names  that  were  originally  submitted  to  us  for  review,  we  have  included  only  55.  We  do  not 
recommend  including  the  other  68  names  because  either:  1)  we  did  not  like  them  at  the  recommended  attachment  point; 
2)  there  are  lower  rated  tranches  that  are  already  on  negative  watch;  and  3)  some  names  (i.e.  Long  Beach  and  Fremont) 
are  very  susceptible  to  investor  push  back. 

Ths  31  new  names  are  heavily  weighted  to  new  issue  since  we  believe  the  underlying  collateral  to  be  of  better  quality. 
We  provided  a  total  of  86  names  to  give  us  some  room  since  the  term-sheet  mentioned  80  names  at  1 .25%  each. 
Please  let  me  know  if  you  have  any  questions. 


********************************************************************** 

This  e-mail  is  not  a  contract  and  is  not  intended  to,  and  does  not,  create  any  obligation.  It  is  not 
a  commitment  to  insure  ana  is  not  to  oe  construeu  m>  <ui  onei  iu  »cn  ui  u«-  auiiwuiaou  wi  «.i» 
offer  to  buy  any  security  or  any  insurance  product. 

The  information  in  this  e-mail  and  in  any  attachments  is  confidential  and  intended  solely  for  the 
attention  and  use  of  the  named  addressee(s).  This  information  may  be  subject  to  legal, 
professional  or  other  privilege  or  may  otherwise  be  protected  by  work  product  immunity  or 
other  legal  rules.  It  must  not  be  disclosed  to  any  person  without  our  authority. 

If  you  are  not  the  intended  recipient,  or  a  person  responsible  for  delivering  it  to  the  intended 
recipient,  please  send  a  reply  e-mail  notifying  us  of  the  error  and  delete  this  e-mail  from  your 
system.  You  are  not  authorized  to  and  must  not  disclose,  copy,  distribute,  or  retain  this  message 
or  any  part  of  it. 

********************************************************* 
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ACA  OVERLAP 

No.   Deal 

CUSIP 

Moody's 

S4P 

1  ABFC  2006-OPT1  MB 

00075QAM4 

Baa2 

BBB 

2  ABFC2006-OPT2MB 

00075XAP2 

Baa2 

BBB 

3  ABFC  2006-OPT3  MS 

00075VAN1 

Baa2 

4  ABSHE  2006-HE4  M7 

04544GAP4 

Baa2 

8BB 

5  ACE  2006-FM2  MS 

00442CAN9 

Baa2 

BBB 

6  ACE  2006-OP2  M9 

00441YAP7 

Baa2 

BBB- 

7  ARSI  2006-W1  MS 

040104RQ6 

Baa2 

BBB* 

8  CARR  2006-FRE1  M8 

144538AM7 

Baa2 

A* 

9  CARR  2006-FRE1  M9 

14453BAN5 

Baa2 

A 

10  CARR  2006-FRE2  MS 

14454AAN9 

Baa2 

BBS* 

11  CARR  2006-NC1  MB 

144531FF2 

Baa2 

BBS* 

12  CARR  2006-NC2  MB 

14453FAM1 

Baa2 

BBB 

13  CARR  2006-NC3  M9 

144528AN6 

Baa2 

BBB- 

14  CARR  2006-OPT1  M8 

144531FV7 

Baa2 

A- 

15  CMLTI  2006-AMC1  MB 

17309PALO 

Baa2 

BBB 

16  CMLTI  2006-NC1  M8 

172983AN8 

Baa2 

BBB 

17  CMLTI  2006-WMC1  MB 

17307G2F4 

Baa2 

BBB* 

16  FFML2006-FF11M8 

32028PAP0 

Baa2 

BBB 

19  FFML  2006-FF12  M8 

32027GAN6 

Baa2 

BBB 

20  FFML  2006-FF14  M8 

32027LAPO 

Baa2 

BBB 

21  FFML2006-FF7MB 

320277AP1 

Baal 

BBB 

22  FHLT2006-AM7 

35729RAN6 

Baa2 

BBB 

53  FHLT  2006-B  MB 

3572SOANB 

Baa2 

BBB 

24  FMIC  2006-2  M8 

316S9EAM0 

Baa2 

BBB* 

25  GSAMP  2006-FM2  MB 

36245DAN0 

Baa2 

BBB+ 

26  HEAT  2006-3  M8 

437084U27 

Baa2 

BBB+ 

27  HEAT  2006-5  MB 

437096AO3 

Baa2 

BBB+ 

26  HEAT  2006-6  MS 

437097AP3 

Baa2 

A- 

29  HEAT  2006-7  M8 

43709NAP8 

Baa2 

BBB+ 

30  JPMAC  2006-FRE1  M8 

46626LFV7 

Baa2 

BBB 

31  LBMLT  2006-4  MB 

54251MAN4 

Baa2 

A- 

32  LBMLT  2006-6  MB 

54251RAN3 

Baa2 

BBB+ 

33  LBMLT  2006-7  MB 

S4251TAN9 

Baa2 

A- 

34  LBMLT  2006-WL1  M8 

542514RD8 

Baa2 

BBB 

35  MABS  20O6-NC2  M9 

55275BAP2 

Baa2 

BBB- 

36  MLMI  2006-WMC1  B2A 

59020U4H5 

Baa2 

BBB+ 

37  MSAC  2006-NC4  B2 

61748LAN2 

Baa2 

BBB 

38  MSAC  2006-WMC1  B2 

61744CXV3 

Baa2 

A- 

39  MSAC  2006-WMC2  B2 

61749KAP8 

Baa2 

8BB 

40  MSC  2006-HE2  B2 

617451FD6 

Baa2 

BBB+ 

41  NHELI  2006-FM1  MS 

65536HCF3 

Baa2 

BBB* 

42  NHEU  2006-FM2  M8 

65537FAN1 

Baa2 

BBB* 

43  NHELI  2006-HE3  M8 

65536QAN8 

Baa2 

BBB* 

44  SABR  2006-FR1  B2 

81375WJY3 

Baa2 

A- 

45  SABR  2006-FR3  B2 

813765AH7 

Baa2 

BBB 

46  SABR  2006-HE2  B2 

81377AAM4 

Baa2 

BBB 

47  SABR  2006-OP1  B2 

81375WJN7 

Baa2 

BBB* 

48  SAIL  2006-4  M7 

66360WAM4 

Baa2 

BBB 

49  SAIL2006-BNC1M7 

86358EDB6 

Baa2 

BBB 

50  SAIL2006-BNC2M7 

8635SGAN1 

Baa2 

BBB 

51  SVHE  2006-OPT1  M7 

B3611MMF2 

Baa2 

BBB 

52  SVHE  2006-OPT2  M7 

83611MMT2 

Baa2 

A- 

53  SVHE  2006-OPT3  M7 

83611MPR3 

Baa2 

BBB 

54  SVHE  2006-OPT5  MS 

83612CAN9 

Baa2 

BBB 

55  CMLTI  2006-WFH2  M9 

17309MAN3 

Baa2 

BBB- 

ACA  KICKOUT 

No.   Deal 

CUSIP 

Moody's 

S&P 

1  ABSHE  2006-HE3  M7 

04541GXK3 

Baa2 

BBB 

2  ABSHE  20O6-HE5  M8 

04544PAN9 

Baa2. 

BBB 

3  ACE  2006-ASP5  M8 

004422AP6 

Baa2 

A 

4  ACE  2006-FM1  MB 

00441VAN8 

Baa2 

BBB 

5  ACE  2006-HE1  MB 

004421WY5 

Baa2 

A- 

6  ACE  20O6-HE2  MS 

004421ZD8 

Baa2 

BBB* 

7  ACE  2006-HE3  MS 

00441TAN3 

Baa2 

A 

8  ACE  2006-NC2  M9 

00441XAP9 

Baa2 

BBB- 

9  ACE  2006-OP1  MB 

00442PAP5 

Baa2 

BBB* 

10  AMSI  2006-R1  M8 

03072SY33 

Baa2 

BBB 

11  AMSI  2006-R2  MS 

03072S2E4 

Baa2 

BBB* 

12  ARSI  2006-M1  M8 

04012MAJS 

Baa2 

A- 

13  ARSI  20O6-M2  M8 

04013BAM4 

Baa2 

BBB 

14  ARSI  20O6-W2  M8 

040104SE2 

Baa2 

BBB 

15  ARSI  2006-  W3  MS 

040104TA9 

Baa2 

BBB* 

16  ARSI  20O6-W4  M8 

040104TR2 

Baa2 

BBB* 

17  ARSI  2006-W5  MS 

04012XAN5 

Baa2 

A- 

18  BSABS  20O6-HE3  MB 

07387UHZ7 

Baa2 

BBB 

19  CARR  2006-RFC1  MS 

14453EAM4 

Baa2 

A 

21  CWL  2006-12  MS 

12667AAMB 

Baa2 

BBB 

22  FFML  2006-FF5  MS 

32027EAQ4 

Baa2 

BBB 

23  FHLT  2006-1  M7 

35729PPJ3 

Baa2 

BBB* 

24  FHLT  2006-2  M7 

35729PQF0 

Baa2 

BBB* 

25  FMIC  2006-1  M8 

31659TFH3 

Baa2 

A- 

26  GSAMP  20O6-HE1  M8 

3623415A3 

Baa2 

A- 

27  GSAMP  2006-HE3  M8 

36244KAN5 

Baa2 

A- 

2B  GSAMP  2006-HE4  MB 

362439AN1 

Baa2 

A- 

29  GSAMP  20O6-NC2  MB 

362463AN1 

Baa2 

BBB 

30  HASC  2006-OPT4  M7 

40430KAP6 

Baa2 

BBB 

31  HEAT  2006-4  M8 

4370S4VY9 

Baa2 

BBB* 

GSMBS-E-O02430563 
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32  INABS2006-CM8 

33  LBMLT  2006-1  MS 

34  LBMLT  2006-2  MB 

35  LBMLT  2006-3  M8 

36  LBMLT  2006-5  M8 

37  LBMLT  2006-WL2  MS 

38  LBMLT  2006-WL3  M8 

39  MABS  2006-FRE2  M8 

40  MABS  2006-WMC1  M8 

41  MABS  2006-WMC2  M8 

42  MLMI  2006-MLN1  B2 

43  MLMI  2006-OPT1  B2 

44  MLMI  2006-RM2  B2 

45  MLMI  2006-RM3  B2 

46  MLMI  2006-WMC2  B2A 

47  MLMI  2006-WMC2  B2B 

48  MSC  2006-HE1  B2 

49  MSIX  2006-1  B2 
60  NCHET  20OB-1  MB 

51  NHELI  2006-HE1  M8 

52  OOMLT  2006-2  M8 

53  RASC  2006-EMX9  M9 

54  RASC  2006-KS1  MS 

55  RASC  2006-KS2  M8 

56  RASC  2006-KS3  MS 

57  SABR  2006-HE1  B2 

58  SAIL  2006-2  M7 

59  SAIL  2006-3  M8 

60  SASC  2006-WF1  MB 

61  SGMS  2006-FRE1  M8 

62  SGMS  2006-FRE2  M8 

63  SURF  2006-BC1  B2A 

64  SURF  2006-BC2  B2 

65  SVHE  2006-1  M7 

66  SVHE  2006-3  MS 

67  SVHE  2006-OPT4  M7 

68  WFHET  2006-1  M8 

69  WFHET  2006-2  MB 


43709BAP4 

Baa2 

BBS 

54251 4RV8 

Bsa2 

A- 

54251 4UC6 

Baa2 

BB8* 

542514UU6 

Baa2 

A- 

54251PAN7 

Baa2 

BBB+ 

542514SM7 

Baa2 

BBB 

54251 4TE4 

Baa2 

BBB 

57643GAN7 

Baa2 

BBB 

57643LRU2 

Baa2 

BBB+ 

57644TAN8 

Baa2 

BBB 

59023AAN6 

Baa2 

BBB+ 

59022VAN1 

Baa2 

BBB 

590216AP2 

Baa2 

BBB+ 

590217AP0 

Baa2 

BBB+ 

59020U6W0 

Baa2 

BBB-» 

59020U6X6 

Baa2 

B8B+ 

617451DZ9 

Baa2 

A- 

61749QAN0 

Baa2 

BBB 

64352VRAi 

Baa2 

B5B 

65536HCZ9 

Baa2 

BBB 

E8402CAN4 

Baa2 

BBB 

74924VAP4 

Baa2 

BBB- 

76113AAP6 

Baa2 

A- 

75406BAM9 

Baa2 

BBB+ 

76113ABT7 

Baa2 

A- 

B1376YAK7 

Baa2 

BBB 

S6358EF68 

Baa2 

BBB 

8635B7AP6 

Baa2 

BBB 

863576FQ2 

Baa2 

BBB 

81879MBE8 

Baa2 

BBB+ 

7B4208AN0 

Baa2 

BBB 

84751 PKL2 

Baa2 

BBB+ 

84751PLX5 

Baa2 

BBB+ 

B3611MLG1 

Baa2 

A- 

83612HAM0 

Baa2 

BBB 

83611YAM4 

Baa2 

BBB* 

9497EUAQ0 

Baa2 

A- 

9497EAAM3 

Baa2 

BBB 

ACA  SUBSTITUTIONS 

No.  Deal  CUSIP 


Moody's. 


1  ABFC  2006-HE1  MB 

2  CMLTI 2007-WFH1  M9 

3  CWL  2006-21  M8 

4  CWL  2006-22  M8 

5  CWL  2006-23  M8 

6  CWL  2006-24  M8 

7  FFML2O06-FF15M8 

8  FFML  2006-FF16  M8 

9  FFML2005-FF17MB 

10  GSAMP  2006-NC2  MS 

11  HEAT  2007-1  M8 

12  JPMAC  20O6-CW2  MV8 

13  JPMAC  2006-NC1  MB 

14  JPMAC  2006-WMC3  MB 

15  MABS  2006-HE5  M9 

16  MABS  2006-NC1  MS 

17  MABS  2006-WMC4  MS 

18  MSAC  2006-HE7  B2 

19  MSAC  2006-HE8  B2 

20  MSAC2006-NC5B3 

21  MSIX  2006-2  B2 

22  NHEL  2006-5  MB 

23  OOMLT  2007-1  M8 

24  SABR  2007-NC1  B2 

25  SAIL  2006-BNC3  M7 

26  SASC  2006-BC4  M8 

27  SASC  2006-BC6  M9 

28  SASC2006-EQ1AMS 

29  SURF  2007-BC1  B2 

30  SVHE  2006-EQ2  MS 

31  WMHE  2007-HE1  M8 


00075WAM1 

Baa2 

BBB 

17311CAM3 

Baa2e 

BBB- 

12667LAN2 

Baa2 

BBB+ 

126S6BAN5 

Baa2 

BBB+ 

12666CAN3 

Baa2 

BBB 

23243HAN1 

Baa2 

BBB 

32028GAP0 

Baa2 

BBB 

320275AN0 

Baa2 

BBS* 

32028KAP1 

Baa2 

BBB 

362463AN1 

Baa2 

BBB 

43710LAN4 

Baa2e 

BBB+ 

46E29BBAS 

Baa2 

BBB 

46626UY7 

Baa2 

BBB 

46629KAP4 

Baa2 

BBB 

576455AN9 

Baa2 

BBB- 

57643LNP7 

Baa2 

BBB+ 

57645MAP7 

Baa2 

BBB+ 

61750MAP0 

Baa2 

BBB 

61750SAP7 

Baa2 

BBB 

61749BAQ6 

Baa2 

BBB- 

617463AM6 

Baa2 

BBB 

66988YAN2 

Baa2 

BBB+ 

68400DAP9 

Baa2e 

BBB 

B137SAAM3 

Baa2e 

BBB 

86361 KAM9 

Baa2 

BBB 

S6359RAN6 

Baa2 

BBB 

86362VAP7 

8aa2e 

BBB- 

86360RAN3 

Baa2 

BBB 

84752  BAQ2 

Baa2e 

BBB 

83611XAM6 

Baa2 

BBB 

933631AN3 

Baa2 

BBB 
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From: 

Sent: 

To: 

Cc: 

Subject: 

Attachments: 


Gerst,  David 

Monday,  January  22,  2007  2:1 1  PM 
'Paolo  Pellegrini';  'Sihan  Shu' 
Tourre,  Fabrice;  Raazi,  Cactus 
ACA  feedback 

Paulson  Portfolio  1-22-07.xls 


Paolo,  Sihan: 

Attached  is  the  feedback  we  received  from  ACA  on  the  list  of  123  names  that  you  had  provided.  They  have  broken  down 
your  list  into  names  that  they  would  recommend  including  in  the  portfolio  (55)  and  names  that  they  would  recommend 
excluding  from  the  portfolio  (68).  In  addition,  they  have  included  a  separate  list  of  31  names  for  you  to  review  that  they 
would  recommend  for  inclusion,  with  the  objective  of  creating  a  portfolio  with  80+  names. 


II  i.l_:_    _ £l i_    _!:__.  ._,_ 


rtre  yuu  avaiiauie  lur  a  quiuis  uctn  mis  auemuuii  iu  uissuuss  mtsse  nsusr 

Thanks, 


David 


Paulson  Portfolio 
l-22-07.xls 


Goldman,  Sachs  &  Co. 
85  Broad  Street  |  New  York,  NY  10004 
Tel:  (212)  902-431 1  j  Fax:  (212)  256-2442 
e-mail:  david.gerst@gs.com 


Gettosas 


Sacks 


David  Gerst 

Structured  Products  Trading 


Permanent  Subcommittee  on  Investigations  I 

Wall  Street  &  The  Financial  Crisis 

Report  Footnote  #2522 


Confidential  Treatment  Requested  by  Golc 


GS  MBS-E-002480574 


GSMBS-E-002480575 


Footnote  Exhibits  -  Page  4796 


ACA  OVERLAP 

No.   Deal 

CUSIP 

Moody's 

S&P 

1  ABFC  2006-OPT1  MB 

00075QAM4 

Baa2 

BBB 

2  ABFC  2006-OPT2  M8 

00075XAP2 

Baa2 

BBB 

3  ABFC  2006-OPT3  M8 

00075VAN1 

Baa2 

4  ABSHE  2006-HE4  M7 

04544GAP4 

Baa2 

BBB 

5  ACE  2006-FM2  MB 

00442CAN9 

Baa2 

BBB 

6  ACE  2006-OP2  M9 

00441YAP7 

Baa2 

BBB- 

7  ARSI  2006-W1  M8 

040104RQ6 

Baa2 

BBB+ 

8  CARR  2006-FRE1  M8 

144538AM7 

Baa2 

A+ 

9  CARR  2006-F  RE1  M9 

144538AN5 

Baa2 

A 

10  CARR  2006-FRE2  M8 

14454AAN9 

Baa2 

BBB+ 

11  CARR2006-NC1  M8 

1 44531 FF2 

Baa2 

BBB+ 

12  CARR  2006-NC2  M8 

14453FAM1 

Baa2 

BBB 

13  CARR  2006-NC3  M9 

144528AN6 

Baa2 

BBB- 

14  CARR  2006-OPT1  M8 

144531 FV7 

Baa2 

A- 

15  CMLTI  2006-AMC1  M8 

17309PAL0 

Baa2 

BBB 

16  CMLTI  2006-NC1  M8 

172983AN8 

Baa2 

BBB 

17  CMLTI  2006-WMC1  M8 

17307G2F4 

Baa2 

BBB+ 

18  FFML2006-FF11  M8 

32028PAP0 

Baa2 

BBB 

19  FFML2006-FF12M8 

32027GAN6 

Baa2 

BBB 

20  FFML  2006-FF14  M8 

32027LAP0 

Baa2 

BBB 

21  FFML  2006-FF7  M8 

320277  AP1 

Baa2 

BBB 

22  FHLT  2005-A  M7 

35729RAN6 

Baa2 

BBB 

23  FHLT  2006-B  M8 

35729QAN8 

Baa2 

BBB 

24  FMIC  2006-2  M8 

31659EAM0 

Baa2 

BBB+ 

25  GSAMP  200S-FM2  M8 

36245OAN0 

Baa2 

BBB+ 

26  HEAT  2006-3  M8 

437084UZ7 

Baa2 

BBB+ 

27  HEAT  2006-5  M8 

437096AQ3 

Baa2 

BBB+ 

28  HEAT  2006-6  M8 

437097  AP3 

Baa2 

A- 

29  HEAT  2006-7  M8 

43709NAPB 

Baa2 

BBB+ 

30  JPMAC  2006-FRE1  M8 

46626LFV7 

Baa2 

BBB 

31  LBMLT  2006-4  M8 

54251MAN4 

Baa2 

A- 

32  LBMLT  2006-6  M8  . 

54251 RAN3 

Baa2 

BBB+ 

33  LBMLT  2006-7  M8 

54251 TAN9 

Baa2 

A- 

34  LBMLT  2006-WL1  M8 

542514RD8 

Baa2 

BBB 

35  MABS  2006-NC2  M9 

55275BAP2 

Baa2 

BBB- 

36  MLMI  2006-WMC1  B2A 

59020U4H5 

Baa2 

BBB+ 

37  MSAC  2006-NC4  B2 

61748LAN2 

Baa2 

BBB 

38  MSAC  2006-WMC1  B2 

61744CXV3 

Baa2 

A- 

39  MSAC  2006-WMC2  B2 

61749KAP8 

Baa2 

BBB 

40  MSC  2006-HE2  B2 

617451FD6 

Baa2 

BBB+ 

41  NHELI  2006-FM1  M8 

65536HCF3 

Baa2 

BBB+ 

42  NHELI  2006-FM2  M8 

65537FAN1 

Baa2 

BBB* 

43  NHELI  2006-HE3  M8 

65536QAN8 

Baa2 

BBB+ 

44  SABR  200B-FR1  B2 

81375WJY3 

Baa2 

A- 

45  SABR  2006-FR3  B2 

813765AH7 

Baa2 

BBB 

46  SABR  2006-HE2  B2 

81377  AAM4 

Baa2 

BBB 

47  SABR  2006-OP1  B2 

81375WJN7 

Baa2 

BBB* 

48  SAIL  2006-4  M7 

86360WAM4 

Baa2 

BBB 

49  SAIL  2006-BNC1  M7 

86358ED86 

Baa2 

BBB 

50  SAIL  2006-BNC2  M7 

B6358GAN1 

Baa2 

BBB 

51  SVHE  2006-OPT1  M7 

83611MMF2 

Baa2 

BBB 

52  SVHE  2006-OPT2  M7 

83611MMT2 

Baa2 

A- 

53  SVHE  2006-OPT3  M7 

83611MPR3 

Baa2 

BBB 

54  SVHE  2006-OPT5  M8 

83612CAN9 

Baa2 

BBB 

55  CMLTI  2006-WFH2  M9 

17309MAN3 

Baa2 

BBB- 

ACA  KICKOUT 

No..  Deal 

CUSIP 

Moody's 

S&P 

1  ABSHE  2006-HE3  M7 

04541 GXK3 

Baa2 

BBB 

2  ABSHE  2006-HE5  M8 

04544PAN9 

Baa2 

BBB 

3  ACE  2006-ASP5  M8 

004422AP6 

Baa2 

A 

4  ACE  2006-FM1  M8 

00441VAN8 

Baa2 

BBB 

5  ACE  2006-HE1  M8 

004421WY5 

Baa2 

A- 

6  ACE  2006-HE2  M8 

004421ZD8 

Baa2 

BBB+ 

7  ACE  2006-HE3  M8 

00441TAN3 

Baa2 

A 

8  ACE  2006-NC2  M9 

00441XAP9 

Baa2 

BBB- 

9  ACE  2006-OP1  MB 

00442PAP5 

Baa2 

BBB+ 

10  AMSI  2006-R1  M8 

03072SY33 

Baa2 

BBB 

11  AMSI  2006-R2  MB 

03072S2E4 

Baa2 

BBB+ 

12  ARSI  2006-M1  M8 

04012MAJ8 

Baa2 

A- 

13  ARSI  2008-M2  M8 

04013BAM4 

Baa2 

BBB 

14  ARSI  2006-W2  M8 

040104SE2 

Baa2 

BBB 

15  ARSI  2006-W3  M8 

040104TA9 

Baa2 

BBB+ 

16  ARSI  2006-W4  M8 

040104TR2 

Baa2 

BBB+ 

17  ARSI  2006-W5  M8 

04012XAN5 

Baa2 

A- 

18  BSABS  2006-HE3  M8 

07387UHZ7 

Baa2 

BBB 

19  CARR  2006-RFC1  M8 

14453EAM4 

Baa2 

A 

21  CWL  2006-12  M8 

12667  AAM8 

Baa2 

BBB 

22  FFML  2006-FF5  MB 

32027EAQ4 

Baa2 

BBB 

23  FHLT  2006-1  M7 

35729PPJ3 

Baa2 

BBB* 

24  FHLT  2006-2  M7 

35729PQF0 

Baa2 

BBB* 

25  FMIC  2005-1  MB 

31659TFH3 

Baa2 

A- 

26  GSAMP  2006-HE1  M8 

362341 5A3 

Baa2 

A- 

27  GSAMP  2006-HE3  MB 

36244KAN5 

Baa2 

A- 

28  GSAMP  2006-HE4  M8 

362439AN1 

Baa2 

A- 

29  GSAMP  2006-NC2  M8 

362463AN1 

Baa2 

BBB 

30  HASC  2006-OPT4  M7 

40430KAP6 

Baa2 

BBB 

31  HEAT  2006-4  M8 

437084VY9 

Baa2 

BBB+ 

GSMBS-E-002480575 
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32  [NABS  2006-C  M8 

33  LBMLT  2006-1  M8 

34  LBMLT  2006-2  MS 

35  LBMLT  2006-3  M8 

36  LBMLT  2006-5  M8 

37  LBMLT  2006-WL2  M8 

38  LBMLT  2006-WL3  M8 

39  MABS  2006-FRE2  M8 

40  MABS  2006-WMC1  M8 

41  MABS  2006-WMC2  M8 

42  MLMI  2006-MLN1  B2 

43  MLMI  2006-OPT1  B2 

44  MLMI  2006-RM2  B2 

45  MLMI  2006-RM3  B2 

46  MLMI  2006-WMC2  B2A 

47  MLMI  2006-WMC2  B2B 

48  MSC  2006-HE1  B2 

49  MSIX  2006-1  B2 

50  NCHET  2006-1  M8 

51  NHELI  2006-HE1  M8 

52  CCMLT  2006-2  MS 

53  RASC  2006-EMX9  M9 

54  RASC  2006-KS1  M8 

55  RASC  2006-KS2  M8 

56  RASC  2006-KS3  M8 

57  SABR  2006-HE1  B2 

58  SAIL  2006-2  M7 

59  SAIL  2006-3  MB 

60  SASC  2006-WF1  M8 

61  SGMS  2006-FRE1  M8 

62  SGMS  2006-FRE2  M8 

63  SURF  2006-BC1  B2A 

64  SURF  2006-BC2  B2 

65  SVHE  2006-1  M7 

66  SVHE  2006-3  M8 

67  SVHE  2006-OPT4  M7 

68  WFHET  2006-1  M8 

69  WFHET  2006-2  M8 


43709BAP4 

Baa2 

BBB 

542514RV8 

Baa2 

A- 

542514UC6 

Baa2 

BBB+ 

542514UU6 

Baa2 

A- 

54251 PAN7 

Baa2 

BBB+ 

542514SM7 

Baa2 

BBB 

54251 4TE4 

Baa2 

BBB 

57643GAN7 

Baa2 

BBB 

57643LRU2 

Baa2 

BBB+ 

57644TAN8 

Baa2 

BBB 

59023AAN6 

Baa2 

BBB+ 

59022VAN1 

Baa2 

BBB 

590216AP2 

8aa2 

BBB+ 

59021 7AP0 

Baa2 

BBB+ 

59020U6W0 

Baa2 

BBB+ 

59020U6X8 

Baa2 

BBB+ 

617451DZ9 

Baa2 

A- 

61749QAN0 

Baa2 

BBB 

64352VRA1 

Baa2 

BBB 

65536HCZ9 

Baa2 

BBB 

6S4G2CAN4 

Baa2 

BBB 

74924VAP4 

Baa2 

BBB- 

76113AAP6 

Baa2 

A- 

75406BAM9 

Baa2 

BBB+ 

76113ABT7 

Baa2 

A- 

81376YAK7 

Baa2 

BBB 

86358EF68 

Baa2 

BBB 

863587AP6 

Baa2 

BBB 

863576FQ2 

Baa2 

BBB 

81879MBE8 

Baa2 

BBB+ 

784208AN0 

Baa2 

BBB 

84751PKL2 

Baa2 

BBB+ 

84751 PLX5 

Baa2 

BBB+ 

83611MLG1 

Baa2 

A- 

83612HAM0 

Baa2 

BBB 

83611YAM4 

Baa2 

BBB+ 

9497EUAQ0 

Baa2 

A- 

9497EAAM3 

Baa2 

BBB 

ACA  SUBSTITUTIONS 

No.  Deal     CUSIP 


Moody's 


1  ABFC  2006-HE1  M8 

2  CMLTI  2007-WFH1  M9 

3  CWL  2006-21  M8 

4  CWL  2006-22  M8 

5  CWL  2006-23  M8 

6  CWL  2006-24  M8 

7  FFML2006-FF15M8 

8  FFML  2006-FF16  M8 

9  FFML  2006-FF17  M8 

10  GSAMP  2006-NC2  MB 

11  HEAT  2007-1  M8 

12  JPMAC  2006-CW2  MV8 

13  JPMAC  2006-NC1  MB 

14  JPMAC  2006-WMC3  M8 

15  MABS  2006-HE5  M9 

16  MABS  2006-NC1  M8 

17  MABS  2006-WMC4  MB 

18  MSAC  2006-HE7  B2 

19  MSAC  2006-HE8  B2 

20  MSAC  2006-NC5  B3 

21  MSIX  2006-2  B2 

22  NHEL  2006-5  M8 

23  OOMLT  2007-1  M8 

24  SABR  2007-NC1  B2 

25  SAIL  2006-BNC3  M7 

26  SASC  2006-BC4  M8 

27  SASC  2006-BC6  M9 

28  SASC  2006-EQ1A  M8 

29  SURF  2007-BC1  B2 

30  SVHE  2006-EQ2  M8 

31  WMHE  2007-HE1  M8 


00075WAM1 

Baa2 

BBB 

17311CAM3 

Baa2e 

BBB- 

12667LAN2 

Baa2 

BBB+ 

12666BAN5 

Baa2 

BBB* 

12666CAN3 

Baa2 

BBB 

23243HAN1 

Baa2 

BBB 

32028GAP0 

Baa2 

BBB 

320275AN0 

Baa2 

BBB+ 

32028KAP1 

Baa2 

BBB 

362463AN1 

Baa2 

BBB 

43710LAN4 

Baa2e 

BBB+ 

46629BBA6 

Baa2 

BBB 

46626LJY7 

Baa2 

BBB 

46629KAP4 

Baa2 

BBB 

576455AN9 

Baa2 

BBB- 

57643LNP7 

Baa2 

BBB+ 

57645MAP7 

Baa2 

BBB* 

61750MAP0 

Baa2 

BBB 

61750SAP7 

Baa2 

BBB 

61749BAQ6 

Baa2 

BBB- 

617463AM6 

Baa2 

BBB 

66988YAN2 

Baa2 

BBB+ 

68400DAP9 

Baa2e 

BBB 

81378AAM3 

Baa2e 

BBB 

86361 KAM9 

Baa2 

BBB 

86359RAN6 

Baa2 

BBB 

86362VAP7 

Baa2e 

BBB- 

86360RAN3 

Baa2 

BBB 

84752BAQ2 

Baa2e 

BBB 

83611XAM6 

Baa2 

BBB 

933631AN3 

Baa2 

BBB 
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From:  Tourre,  Fabrice 

Sent:  Sunday,  January  28,  2007  2:50  PM 

To:  Kreitman,  Gail;  Gerst,  David 

Subject:  RE:  ABACUS  -  Initial  Draft  Engagement  Letter  for  ACA 

Any  time  during  the  day  works .  David  and  I  should  be  there 

Original  Message 

From:  Kreitman,  Gail 

Sent:  Sunday,  January  28,  2007  1:31  PM 

To:  Tourre,  Fabrice;  Gerst,  David 

Subject:  Re:  ABACUS  -  Initial  Draft  Engagement  Letter  for  ACA 

What  time  works  on  the  5th  to  have  a  paulson  discussion  who  should  be  there? 

Original  Message 

From:  Tourre,  Fabrice 

To:  'lschwartz@aca.com'  <lschwartz@aca.com>;  Gerst,  David 

Cc:  Kreitman,  Gail;  f icc-mtgcorr-desk;  'kgorman@aca.com'  <kgorman@aca . com> 

Sent:  Sun  Jan  28  12:32:01  2007 

Subject:  Re:  ABACUS  -  Initial  Draft  Engagement  Letter  for  ACA 

Thanks  Laura  for  your  email,  this  is  confirming  my  initial  impression  that  Paolo  wanted  to 
proceed  with  you  subject  to  agreement  on  portfolio  and  compensation  structure.  Let's  meet 
on  Feb  5th  to  discuss  this  transaction. 


Sent  from  my  BlackBerry  Wireless  Handheld 

Original  Message  

From:  Laura  Schwartz  <lschwartz@aca . com> 

To:  Tourre,  Fabrice;  Gerst,  David 

Cc:  Kreitman,  Gail;  f icc-mtgcorr-desk;  Keith  Gorman  <kgorman@aca . com> 

Sent:  Sun  Jan  28  08:56:00  2007 

Subject:  Re:  ABACUS  -  Initial  Draft  Engagement  Letter  for  ACA 

So  I  met  with  Paolo  last  night.  We  first  talked  about  the  collateral  -  why  only  55  names 
from  the  first  list  and  why  the  Baa3  and  A3  names.  He  had  summary  performance  and  credit 
statistics  on  each  piece  of  collateral  on  a  spreadsheet  (he  may  as  much  of  a  nerd  as  I  am 
since  he  brought  a  laptop  to  the  bar  and  he  also  seemed  to  have  a  worksheet  from  DB  and 
another  manager) .  I  don't  think  he  wants  the  A3  names  and  wasn't  too  keen  on  the  Baa3 
names.  Let's  do  the  Baa3  names  at  Baa2.  He  also  wanted  to  know  if  we  had  to  have  so  many 
names  -  I  said  Goldman  needed  100  to  help  sell  the  debt.  He  also  wanted  to  talk  about  the 
super  senior  -  I  said  we  would  definitely  look  at  it  if  Goldman  planned  on  placing  it.  We 
also  talked  about  the  auction  call  -  he  wants  a  2  year.  This  may  be  tough  to  sell  without 
a  makewhole.  We  left  it  that  we  would  both  work  on  our  respective  engagement  letters  this 
week  -  I  certainly  got  the  impression  the  he  wanted  to  go  forward  on  this  with  us.  He  is 
also  headed  to  ASF.  Can  we  meet  sometime  on  Feb  5th  to  discuss  mechanics  of  this  deal? 

Laura  Schwartz 
ACA  Capital 
(212)  375  2011 
Lschwartz@aca.com 


-Original  Message- 
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From:  Laura  Schwartz 

To:  'Fabrice.Tourre@gs.com'  <Fabrice.Tourre@gs.com>;  'David.Gerst@gs.com 

<David . Gerst@gs . com> 

CC:  'Gail.Kreitman@gs.com'  <Gail . Kreitman@gs . com>;  'ficc-mtgcorr-desk@ny.email.gs.com 

<ficc-mtgcorr-desk@ny. email. gs.com>;  Keith  Gorman;  'melanie.herald@gs.com' 

<melanie . herald@gs . com> 

Sent:  Sat  Jan  27  14:38:04  2007 

Subject:  Re:  ABACUS  -  Initial  Draft  Engagement  Letter  for  ACA 

I  am  in  Jackson  Hole  and  Paolo  is  out  here  ■■■■■■■^■■■■M - ' '  a  week  and  we  ran' 
into  each  other  last  night.  He  called  me  this  morning  and  wants  to  meet  for  a  drink  and 
discuss  the  deal  this  afternoon.  Will  keep  you  informed. 


Laura  Schwartz 

ACA  Capital  I~  Redacted  by  the  Permanent 

(212)    375   2011  I  .    subcommittee  on  Investigations 

Lschwartz@aca . com 


ns  I 


Original  Message 

From:  Tourre,  Fabrice  <Fabrice .Tourre@gs . com> 

To:  Laura  Schwartz;  Gerst,  David  <David. GerstSgs . com> 

CC:  Kreitman,  Gail  <Gail . KreitmanSgs . com>;  f ice-mtgeorr-desk  <f ice-mtgeorr- 

desk@ny. email. gs.com>;  Keith  Gorman;  Herald  -  Granoff,  Melanie  <Melanie . Herald@gs . com> 

Sent:  Fri  Jan  26  09:32:35  2007 

Subject:  RE:  ABACUS  -  Initial  Draft  Engagement  Letter  for  ACA 

Laura  —  all  good  questions.  Some  thoughts: 

1-  What  expenses  do  you  envision  would  be  incurred  in  connection  with  the  transaciton  ?  I 
think  we/Paulson  can  envision  paying  your  expenses  in  connection  with  marketing  the 
transaction,  subject  to  a  reasonable  cap. 

2-  In  the  engagement  letter,  the  Portfolio  Selection  Fee  is  structured  such  that  you  get 
paid*a~spread  Ithe  "Portfolio  Selection  Fee  Rate")  on  the  tranches  that  are  issued, 
subject  to  a  floor  of  $lmm  per  annum.  The  Portfolio  Selection  Fee  Rate  is  equal  to  0.25% 
p. a.  for  the  "AAA"  tranche,  0.50%  for  the  "AA"  and  "AA-"  tranches,  and  1.00%  for  the  "A" 
tranche.  Using  our  draft  capital  structure  for  a  $lbn  transaction  and  assuming  we  issue 
all  the  "AAA"  through  "A"  notes,  the  aggregate  Portfolio  Selection  Fees  would  be  approx 
$1.25mm  p. a.  If  we  are  able  to  upsize  for  a  $2bn  transaction  and  if  we  are  able  to  issue 
all  the  "AAA"  through  "A"  notes,  the  aggregate  Portfolio  Selection  Fees  would  be  approx 
$2 . 50mm  p. a. 

3-  We  are  using  McKee  Nelson  as  deal  counsel  since  they  have  a  deep  knowledge  of  the 
ABACUS  transaction  documents.  I  am  afraid  that  if  we  use  counsel  not  familiar  with  our 
deal  structure,  legal  expenses  might  be  significantly  higher  than  otherwise,  and  the 
transaction  execution  might  take  more  time. 

4-  Paolo  at  Paulson  is  out  of  the  office  until  Wednesday  of  next  week.  We  are  trying  to 
get  his  feedback  on  the  target  portfolio  you  have  in  mind,  as  well  as  on  the  compensation 
structure  we  have  been  discussing  with  you.  Subject  to  Paolo  being  comfortable  with  those 
2  aspects,  it  sounds  like  we  will  be  in  a  position  to  engage  you  on  this  transaction. 


From:  Laura  Schwartz  [mailto:lschwartz@aca.com] 

Sent:  Friday,  January  26,  2007  9:03  AM 

To:  Gerst,  David 

Cc:  Kreitman,  Gail;  Tourre,  Fabrice;  f ice-mtgeorr-desk;  Keith  Gorman;  Herald  -  Granoff, 

Melanie 

Subject:  RE:  ABACUS  -  Initial  Draft  Engagement  Letter  for  ACA 
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Just  a  few  questions  before  I  send  it  to  my  counsel: 


1.  it  says  that  any  expenses  we  incur  are  for  our  account  -  I  think  the  issuer/deal 
should  pay  our  out  of  pocket  in  connection  with  this  transaction  (such  as  any  travel  etc) 

2.  the  fee  rate  is  set  at  $1  million  -  is  this  regardless  of  the  ultimate  size? 

3.  we  generally  like  our  counsel  (Schulte)  to  be  deal  counsel  4.   do  you  believe  that  we 
have  this  deal?   do  we  need  to  do  the  work  on  the  engagement  letter  before  we  know  if  we 
have  the  deal? 


From:  Gerst,  David  [mailto:David.Gerst@gs.com] 

Sent:  Thursday,  January  25,  2007  10:53  AM 

To:  Laura  Schwartz 

Cc:  Kreitman,  Gail;  Tourre,  Fabrice;  f icc-mtgcorr-desk 

Subject:  ABACUS  -  Initial  Draft  Engagement  Letter  for  ACA 


Laura, 

Attached  is  an  initial  draft  of  an  Engagement  Letter  for  the  proposed  ABACUS  transaction. 
Please  let  us  know  your  availability  to  discuss  the  draft  and  answer  any  questions  you  may 
have. 

Thanks, 

David 

<<ABACUS  ACA  Engagement  Letter  20070124 .pdf» 


Goldman,  Sachs  &  Co. 

85  Broad  Street  |  New  York,  NY  10004 

Tel:  (212)  902-4311  I  Fax:  (212)  256-2442 

e-mail:  david.gerst@gs.com 


Goldman 


achs 


David  Gerst 

Structured  Products  Trading 


********************************************************************** 

This  e-mail  is  not  a  contract  and  is  not  intended  to,  and  does  not,  create  any  obligation. 
It  is  not  a  commitment  to  insure  and  is  not  to  be  construed  as  an  offer  to  sell  or  the 
solicitation  of  an  offer  to  buy  any  security  or  any  insurance  product. 

The  information  in  this  e-mail  and  in  any  attachments  is  confidential  and  intended  solely 
for  the  attention  and  use  of  the  named  addressee (s ) .  This  information  may  be  subject  to 
legal,  professional  or  other  privilege  or  may  otherwise  be  protected  by  work  product 
immunity  or  other  legal  rules.  It  must  not  be  disclosed  to  any  person  without  our 
authority. 

If  you  are  not  the  intended  recipient,  or  a  person  responsible  for  delivering  it  to  the 
intended  recipient,  please  send  a  reply  e-mail  notifying  us  of  the  error  and  delete  this 
e-mail  from  your  system.  You  are  not  authorized  to  and  must  not  disclose,  copy, 
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From:  Gerst,  David 

Sent:  Wednesday,  January  31 ,  2007  5:42  PM 

To:  Laura  Schwartz 

Cc:  Kreitman,  Gail;  Herald  -  Granoff,  Melanie;  Tourre,  Fabrice;  ficc-mtgcorr-desk 

Subject:  ABACUS  Transaction  -  update 

Attachments:  Paulson  Portfolio  1-22-07  (2)  (2).xls 

Laura, 

We  wanted  to  provide  you  with  an  update  on  the  transaction: 

From  the  100  name  portfolio  that  you  had  agreed  to  with  Paolo  (attached  hereto),  we  would  like  to  exclude  SAIL  2006- 
BNC1  M7  and  SAIL  2006-BNC2  M7,  which  are  both  on  negative  credit  watch  by  Moody's.  This  leaves  us  with  a  portfolio 
of  98  names,  for  which  we  have  been  updating  our  model  to  refresh  the  capital  structure.  In  addition,  we  have  been 
working  on  a  flipbook  and  termsheet  in  anticipation  of  marketing  the  transaction. 

We  will  continue  our  discussions  with  Paolo  to  confirm  his  agreement  with  the  proposed  transaction  as  structured  and 
look  forward  to  discussing  the  transaction  and  draft  Engagement  Letter  on  Monday.  In  the  meantime,  can  you  please 
send  us  recent  ACA  marketing  materials  that  we  can  include  in  our  draft  flipbook  and  termsheet. 

Thanks, 

David 


Paulson  Portfolio 
1-22-07  (2) ... 


Goldman,  Sachs  &  Co. 
85  Broad  Street  |  New  York,  NY  10004 
Tel:  (212)  902-4311  |  Fax:  (212)  256-2442 
e-mail:  david.gerst@gs.com 

Goldman 

Sachs 
David  Gerst 

Structured  Products  Trading 
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ACA  OVERLAP 

No.  Deal CUSIP 


1  ABFC  2006-OPT1  MS 

2  ABFC  2006-OPT2  MS 

3  ABFC  2006-OPT3  MS 

4  ABSHE  2006-HE4  M7 

5  ACE  200S-FM2  MS 

6  ACE  2006-OP2  M9 

7  ARSI  2006-W1  MS 

8  CARR2006-FRE1M8 

9  CARR  2006-FRE1  M9 
10CARR2006-FRE2M8 

11  CARR  2006-NC1  MS 

12  CARR2M6-NC2M8 

13  CARR  2006-NC3  M9 

14  CARR2006-OPT1M8 

15  CMLT1 2008-AMC1  MS 

16  CMLT12006-NC1MS 

17  CMLTI  2006-WMC1  MS 

18  FFML2006-FF11M8 

19  FFML2006-FF12M8 

20  FFML2006-FF14M8 

21  FFML  2006-FF7  MS 

22  FHLT2008-AM7 

23  FHLT  2006-6  MS 

24  FMJC  2006-2  MB 

25  GSAMP  2006-FM2  MS 

26  HEAT  2006-3  M8 

27  HEAT  2006-5  MS 

28  HEAT  2006-6  MS 

29  HEAT  2006-7  MS 

30  JPMAC  2006-FRE1  MS 

31  LBMLT  20=6.4  M! 

32  LBMLT  2006-6  MS 

33  LBMLT  2006-7  MS 

34  LBMLT  2006-WL1M8 

35  MABS  2006-NC2  M9 

36  MLMI  2006-WMC1  B2A 

37  MSAC2006-NC4B2 

38  MSAC  20O6-WMC1  B2 

39  MSAC  2006-WMC2  B2 

40  MSC  2006-HE2  B2 

41  NHEU  200S-FM1  MS 

42  NHEU  2006-FM2  MB 

43  NHEU  2006-HE3  MS 

44  SABR  2006-FR1  B2 

45  SABR  2006-FR3  B2 

46  SABR  2006-HE2  B2 

47  SABR  2006-OP1  B2 

48  SAIL  2006-4  M7 

49  SAIL2006-SNC1M7 

50  SAIL2006-BNC2M7 

51  SVHE  2006-OPT1  M7 

52  SVHE  2006-OPT2  M7 

53  SVHE2O06-OPT3M7 

54  SVHE2006-OPT5MS 

55  CMLT!  2O06-WFH2  MS 


00075QAM4    Baa2 

BB8 

00075XAP2     Baa2 

BBB 

0O075VAN1     Baa2 

04544GAP4    Baa2 

BBS 

00442CAN9    Baa2 

BBB 

00441YAP7     Baa2 

BBB- 

040104RQ6    Baa2 

BBB* 

144S3SAM7    Baa2 

A* 

144S3SAN5    Baa2 

A 

14454AAN9    Baa2 

BBB* 

144531FF2     Baa2 

BBB* 

14453FAM1     Baa2 

BBB 

14452SAN6     Baa2 

BBB- 

144531FW     Baa2 

A- 

17309PAL0    Baa2 

BBB 

1729S3ANS     Baa2 

BBB 

17307G2F4    Baa2 

BBB* 

32028PAP0    Baa2 

BBB 

32027GAN6    Baa2 

BBB 

32027LAP0     Baa2 

BBB 

320277AP1     Baa2 

BBB 

35728RAN6    Baa2 

BBB 

35729QAN8    Baa2 

BBB 

31659EAM0    Baa2 

BBB* 

36245DAN0    Baa2 

BBB* 

437084UZ7     Baa2 

BBB* 

437096AQ3    Baa2 

BBB* 

437097AP3     Baa2 

A- 

43709NAP8    Baa2 

BBB* 

46626LFV7     Baa2 

BBB 

54251M.AN4    Baa2 

A- 

54251RAN3    Baa2 

BBB* 

54251TAN9    Baa2 

A- 

54251 4RD8    Baa2 

BBB 

55275BAP2    Baa2 

BBB- 

59020U4H5    Baa2 

BBB* 

61748LAN2    Baa2 

BBB 

61744CXV3    Baa2 

A- 

61749KAP8    Baa2 

BBB 

617451F06    Baa2 

BBB* 

65536HCF3    Baa2 

BBB* 

65537FAN1     Baa2 

BBB* 

65536QAN8    Baa2 

BBB* 

81375WJY3    Baa2 

A- 

S13765AH7    Baa2 

BBB 

S1377AAM4    Baa2 

BBB 

81375WJN7    Baa2 

BBB* 

86360WAM4  Baa2 

BBB 

8635SE086    Baa2 

BBB 

(exdude) 

863S8GAN1    Baa2 

BBB 

(exclude) 

S3611MMF2    Baa2 

BBB 

83611MMT2   Baa2 

A- 

S3611MPR3   Baa2 

B8B 

S3612CAN9    Baa2 

BBB 

17309MAN3    Baa2 

BBB- 

ACA  SUBSTITUTIONS 

No.  Deal CUSIP 


Mood/a 


1  ABFC  2006-HE1  MS 

2  CMLTI 2007-WFH1  M9 

3  CWL  2006-21  M8 

4  CWL  2006-22  MS 

5  CWL  2006-23  MS 

6  CWL  2006-24  MS 

7  FFML2006-FF15M8 

8  FFML2006-FF16M8 

9  FFML2006-FF17M8 

10  GSAMP  2006-NC2  MS 

11  HEAT  2007-1  MS 

12  JPMAC  2006-CW2  MV8 

13  JPMAC  2006-NC1  MS 

14  JPMAC  2006-WMC3  MS 

15  MABS  2006-HE5  M9 

16  MABS  2006-NC1  MS 

17  MABS  2006-WMC4  MS 
16MSAC2006-HE7B2 

19  MSAC  2006-HES  B2 

20  MSAC  2006-NCS  B3 

21  MSIX  2006-2  B2 

22  NHEL  2006-5  MS 

23  OOMLT  2007-1  MS 

24  SABR  2007-NC1  B2 

25  SAIL2006-BNC3M7 

26  SASC2006-BC4M8 

27  SASC  2006-BC6  M9 

28  SASC2006-EaiAMS 

29  SURF2007-BC1B2 

30  SVHE  2006-EQ2  MS 

31  WMHE  2007-HE1  MS 


00075WAM1 

Baa2 

BBB 

17311CAM3 

Baa2e 

BBB- 

12667LAN2 

Baa2 

BBB* 

1266SBAN5 

Baa2 

BBB* 

12666CAN3 

8aa2 

BBB 

23243HAN1 

Baa2 

BBB 

32028GAP0 

Baa2 

BBB 

32O275AN0 

Baa2 

BBB* 

3202SKAP1 

Baa2 

BBB 

362463AN1 

Sas2 

BBB 

43710LAN4 

Baa2e 

BBB* 

46629BBA6 

Baa2 

BBB 

46626UY7 

Baa2 

BBB 

46629KAP4 

Baa2 

BBB 

576455AN9 

Baa2 

BBB- 

57643LNP7 

Baa2 

BBB* 

57645MAP7 

Baa2 

BB8* 

617SOMAP0 

Baa2 

BBB 

61750SAP7 

Baa2 

BBB 

61749BAQ6 

Baa2 

BBB- 

617463AM6 

Baa2 

BBB 

669S8YAN2 

Baa2 

BBB* 

6S400DAP9 

Baa2e 

BBB 

8137SAAM3 

Baa2e 

BBB 

86361 KAMS 

Baa2 

BBB 

86359RAN6 

Baa2 

BBB 

66362VAP7 

Baa2e 

BBB- 

86360RAN3 

Baa2 

BBB 

84752BAQ2 

Baa2a 

BBB 

S3611XAM6 

Baa2 

BBB 

933631AN3 

Baa2 

BBB 

ACA  ADDITIONAL  NAMES 

No.  Deal CUSIP  Mood/a 

1  ABSHE  2006-HE3  M8 

2  CARR  2006-NC4  M9 

3  FMIC  2006-3  M9 

4  IXIS2006-HE3B3 

5  LBMLT  2006-1 1M9 
6MSAC2007-NC1B3 

7  OOMLT  2007-1  M9 

8  SVHE2006-WF1M9 

9  SASC  2006-OPT1  MS 

10  FFML2006-FF1SB3 

11  CWL2006-14M9 

12  CWL2006-17M9 

13  HEAT  2006-8  B1 

14  FFML2006-FF9M9 


04541GXL1 

Baa3 

BBB- 

14453MAP9 

Baa3 

BBB- 

316599AP4 

Baa3 

BBB 

46602UANS 

Baa3 

BBB- 

542512AP3 

Baa3 

BBB- 

617505AP7 

Baa3s 

BBB- 

S8400DAQ7 

Baa3e 

BBB- 

83612LAN9 

Baa3 

BBB- 

86359UAP4 

Baa3 

BBB- 

32029AAP2 

Baa3 

BBB- 

23243LAN2 

Baa3 

BBB- 

12666VAN1 

Baa3 

BBB- 

43709QAQ9 

Baa3 

BBB 

320276AQ1 

Baa3 

BBB 

'(  i 
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From:      Laura  Schwartz  [lschwartz@aca.com] 

Sent:       Thursday,  February  01 ,  2007  9:30  AM 

To:  Gerst,  David 

Cc:  Kreitman,  Gail;  Herald  -  Granoff,  Melanie;  Tourre,  Fabrice;  ficc-mtgcorr-desk 

Subject:  RE:  ABACUS  Transaction  -  update 

Paolo  called  me  this  morning.  We  plan  on  sitting  down  tomorrow  to  try  to  finalize  the  portfolio.  I  suggested  3  alternates  ■ 
SASC  2006-WF3,  Class  M-9  and  above 
CMLTI  2006-WFHE3,  Class  M-9  and  above 
CMLTI  2007-AMC1 ,  Class  M8  and  above 


From:  Gerst,  David  [mailto:David.Gerst@gs.com] 

Sent:  Wednesday,  January  31,  2007  5:42  PM 

To:  Laura  Schwartz 

Cc:  Kreitman,  Gail;  Herald  -  Granoff,  Melanie;  Tourre,  Fabrice;  ficc-mtgcorr-desk 

Subject:  ABACUS  Transaction  -  update 


Laura, 

We  wanted  to  provide  you  with  an  update  on  the  transaction: 

From  the  100  name  portfolio  that  you  had  agreed  to  with  Paolo  (attached  hereto),  we  would  like  to  exclude  SAIL  2006- 
BNC1  M7  and  SAIL  2006-BNC2  M7,  which  are  both  on  negative  credit  watch  by  Moody's.  This  leaves  us  with  a  portfolio 
of  98  names,  for  which  we  have  been  updating  our  model  to  refresh  the  capital  structure.  In  addition,  we  have  been 
working  on  a  flipbook  and  termsheet  in  anticipation  of  marketing  the  transaction. 

We  will  continue  our  discussions  with  Paolo  to  confirm  his  agreement  with  the  proposed  transaction  as  structured  and 
look  forward  to  discussing  the  transaction  and  draft  Engagement  Letter  on  Monday.  In  the  meantime,  can  you  please 
send  us  recent  ACA  marketing  materials  that  we  can  include  in  our  draft  flipbook  and  termsheet. 

Thanks, 

David 

«Paulson  Portfolio  1  -22-07  (2)  (2).xl.s» 


Goldman,  Sachs  &  Co. 
85  Broad  Street  |  New  York,  NY  10004 
Tel:  (212)  902-431 1  |  Fax:  (212)  256-2442 
e-mail:  david.gerst@gs.com 

Goldman 

Sachs 
David  Gerst 
Structured  Products  Trading 
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From:      Paolo  Pellegrini  [Paolo.Pellegrini@paulsonco.com] 

Sent:       Friday,  February  02,  2007  1 1 :1 0  AM 

To:  Laura  Schwartz;  Sihan  Shu 

Cc:  Tourre,  Fabrice;  Gerst,  David;  Gail  Kreitman;  Lucas  Westreich;  Keith  Gorman 

Subject:  RE:  portfolio 

Laura, 

Thank  you  for  meeting  with  me,  Sihan  and  Fabrice  this  morning  on  such  short  notice.  Coming  into  the  meeting,  I  had  not 
realized  that  you  might  have  migrated  the  reference  obligations  on  some  of  our  original  reference  entities  from  the  Baa2  to 
the  A3  rating  category.  I  apologize  for  not  explaining  more  clearly  that  we  had  taken  the  whole  portfolio  to  the  Baa2  level, 
i.e.,  migrated  both  A3  and  Baa3  to  Baa2,  assuming  that  the  migration  in  opposite  directions  would  have  a  neutral  overall 
result.  We  then  took  the  deals  with  ARM  %  >  75  and  produced  the  list  that  we  gave  you  this  morning.  If  we  take  out  the 
Baa2  bonds  listed  below,  I  am  not  sure  that  the  result  is  neutral  relative  to  the  starting  point.  However,  if  you  are 
absolutely  adamant  about  excluding  each  of  the  bonds  listed  beiow,  i  hope  that  you  wiii  be  abie  to  come  up  with  recent 
names  that  fit  our  criteria.  If  so,  getting  loan  data  on  such  names  becomes  critical. 

Best, 

Paolo 

From:  Laura  Schwartz  [mailto:lschwartz@aca.com] 

Sent:  Friday,  February  02,  2007  10:07  AM 

To:  Paolo  Pellegrini;  Sihan  Shu 

Cc:  Tourre,  Fabrice;  david.gerst@gs.com;  Gail  Kreitman;  Lucas  Westreich;  Keith  Gorman 

Subject:  portfolio 

Thank  you  for  coming  down  this  morning  to  discuss  the  portfolio  and  portfolio  strategy.  In  comparing  our  two  worksheets, 
it  appears  that  9  positions  that  we  kicked  out  made  it  back  onto  your  second  sheet.  We  are  not  willing  to  include  the 
following  9  positions  at  the  Baa2  level: 

ARSI  2006-W3 
ARSI  2006-W4 
BSABS  2006-HE3 
CMLTI  2006-NC2 
FHLT  2006-D 
LBMLT  2006-WL2 
LBMLT  2006-WL3 
MLMI  2006-OPT1 
SURF  2006-BC1 


We  will  provide  substitutes  for  this  as  well  as  additional  names. 


************************************************************** 

This  e-mail  is  not  a  contract  and  is  not  intended  to,  and  does  not,  create  any  obligation.  It  is  not  a  commitment 
to  insure  and  is  not  to  be  construed  as  an  offer  to  sell  or  the  solicitation  of  an  offer  to  buy  any  security  or  any 
insurance  product. 

The  information  in  this  e-mail  and  in  any  attachments  is  confidential  and  intended  solely  for  the  attention  and 
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From:  Laura  Schwartz  [lschwartz@aca.com] 

Sent:  Friday,  February  02,  2007  1 1 :23  AM 

To:  Paolo  Pellegrini;  Sihan  Shu 

Cc:  Tourre,  Fabrice;  Gerst,  David;  Gail  Kreitman;  Lucas  Westreich;  Keith  Gorman 

Subject:  RE:  portfolio 

Attachments:  Paulson  Portfolio  with  performance  2-1  -07.xls 

Attached  please  find  an  updated  file  with  the  names  we  concur  on  as  well  as  21  replacement  names  at  the  bottom  of  the 
file.  Let  me  know  if  these  work  for  you  at  the  Baa2  level.  Thanks 


From:  Paolo  Pellegrini  [mailto:Paolo.Pellegrini@paulsonco.com] 

Sent:  Friday,  February  02,  2007  11:10  AM 

To:  Laura  Schwartz;  Sihan  Shu 

Cc:  Tourre,  Fabrice;  david.gerst@gs.com;  Gail  Kreitman;  Lucas  Westreich;  Keith  Gorman 

Subject:  RE:  portfolio 

Laura, 

Thank  you  for  meeting  with  me,  Sihan  and  Fabrice  this  morning  on  such  short  notice.  Coming  into  the  meeting,  I  had  not 
realized  that  you  might  have  migrated  the  reference  obligations  on  some  of  our  original  reference  entities  from  the  Baa2  to 
the  A3  rating  category.  I  apologize  for  not  explaining  more  clearly  that  we  had  taken  the  whole  portfolio  to  the  Baa2  level, 
i  e  ,  migrated  both  A3  and  Baa3  to  Baa2,  assuming  that  the  migration  in  opposite  directions  would  have  a  neutral  overall 
result.  We  then  took  the  deals  with  ARM  %  >  75  and  produced  the  list  that  we  gave  you  this  morning.  If  we  take  out  the 
Baa2  bonds  listed  below,  I  am  not  sure  that  the  result  is  neutral  relative  to  the  starting  point.  However,  if  you  are 
absolutely  adamant  about  excluding  each  of  the  bonds  listed  below,  I  hope  that  you  will  be  able  to  come  up  with  recent 
names  that  fit  our  criteria.  If  so,  getting  loan  data  on  such  names  becomes  critical. 

Best, 
Paolo 

From:  Laura  Schwartz  [mailto:lschwartz@aca.com] 

Sent:  Friday,  February  02,  2007  10:07  AM 

To:  Paolo  Pellegrini;  Sihan  Shu 

Cc:  Tourre,  Fabrice;  david.gerst@gs.com;  Gail  Kreitman;  Lucas  Westreich;  Keith  Gorman 

Subject:  portfolio 

Thank  you  for  coming  down  this  morning  to  discuss  the  portfolio  and  portfolio  strategy.  In  comparing  our  two  worksheets, 
it  appears  that  9  positions  that  we  kicked  out  made  it  back  onto  your  second  sheet.  We  are  not  willing  to  include  the 
following  9  positions  at  the  Baa2  level: 

ARSI  2006-W3 
ARSI  2006-W4 
BSABS  2006-HE3 
CMLTI  2006-NC2 
FHLT  2006-D 
LBMLT  2006-WL2 
LBMLT  2006-WL3 
MLMI  2006-OPT1 
SURF2006-BC1 


We  will  provide  substitutes.for  this  as  well  as  additional  names. 
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From: 

Sent: 

To: 

Cc: 

Subject: 

Attachments: 


Paolo  Pellegrini  [Paolo.Pellegrini@paulsonco.com] 

Monday,  February  05,  2007  2:55  PM 

Laura  Schwartz 

Tourre,  Fabrice;  Gerst,  David;  Sihan  Shu 

Revised  Portfolio 

ABACUS  ACA  Portfolio  2.5.07.xls 


ABACUS  ACA 
Portfolio  2.5.07.xl... 

Laura, 

I  attach  the  portfolio  you  proposed  with  eight  deletions.  Two  are  duplicates  and  the 
others  are  either  too  seasoned  or  have  some  other  characteristics  that  make  them  too  risky 
from  our  perspective.  I  understand  from  Fabrice  that  92  names  provide  sufficient 
diversification  and  hope  that  you  will  find  our  counter-proposal  acceptable. 

Best  regards. 


Paolo  M.  Pellegrini 

Vice  President 

Paulson  &  Co.  Inc. 

590  Madison  Avenue,  29th  Floor 

New  York,  NY  10022 

Phone:  (212)  956-4129  (direct) 
(212)  956-2221  (main) 
(212)  977-9505  (fax) 


This  e-mail  may  contain  confidential  and/or  privileged  information.   If  you  are  not  the 
intended  recipient  or  have  received  this  e-mail  in  error,  please  notify  the  sender 
immediately  and  destroy/delete  this  e-mail.   You  are  hereby  notified  that  any  unauthorized 
copying,  disclosure  or  distribution  of  the  material  in  this  e-mail  is  strictly  prohibited. 

This  communication  is  for  informational  purposes  only.   It  is  not  intended  as  an  offer  or 
solicitation  for  the  purchase  or  sale  of  any  financial  instrument  or  as  an  official 
confirmation  of  any  transaction. 

All  information  contained  in  this  communication  is  not  warranted  as  to  completeness  or 
accuracy  and  is  subject  to  change  without  notice.   Any  comments  or  statements  made  in  this 
communication  do  not  necessarily  reflect  those  of  Paulson  &  Co.  Inc. 
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8219 

44.00 

38.09 

58.90 

6.25 

93.20 

8.14 

6293 

1260  Option  Ona 

103006 

0401O4RQ6 

8 

8  ARSI  2O08-W1  M8 

Baa2 

BBB* 

BBB* 

02/07/03 

14 

4  90 

8.57 

100% 

8.32 

0.60 

202 

1.71 

0.08 

823 

1.25 

33.27 

47.06 

2273.538,631 

217.730 

7.73 

13.22 

82.48 

39.98 

45.29 

51.26 

3.45 

90.58 

8.20 

S7.17 

26.42  Amarfctuaai 

020706 

144536AM? 

8 

9  CARR  2008-FRE1  M8 

B«2 

A* 

BBB* 

08/28/08 

9 

7.65 

9.75 

100% 

3.20 

0.21 

2.27 

005 

609 

0.73 

38.67 

27.48 

1.222,172681 

258.825 

8.38 

0.03 

7619 

4a  90 

4043 

52  34 

1.23 

93.33 

6.02 

6220 

16.47  Framont 

0612806 

144S3SANS 

10 

(0  CARR2008-FRE1M9 

Baa2 

A 

BBB* 

06/28/08 

9 

6.70 

8.32 

100% 

3.20 

0.21 

2.27 

0.05 

609 

0.73 

38.67 

27.48 

1.222172881 

258,825 

8.38 

0.03 

78.19 

40.90 

40.43 

5234 

1.23 

93  33 

6.02 

52.26 

1     15.47  Framtmt 

06/2608 

14434AAN9 

11 

11  CARR  2008-FRE2  M8 

Bad 

BBB* 

10/1  ems 

5 

4.80 

4.89 

100% 

1.61 

0.11 

1.41 

608 

1.47 

38.35 

28.29 

961.804.849 

253,028 

8.51 

10.66 

76.86 

0.00 

39.53 

59.24 

1.23 

93.08 

5.78 

55.38 

11.43  Fremont 

101806 

14453IFF2 

12 

12  CARR  2006-NC1  M8 

8ai2 

BBB* 

BBB 

02/08JD9 

14 

6.60 

6.56 

100% 

4.27 

0.79 

1.43 

1.17 

0.01 

830 

0.83 

27.01 

30.25 

1.483.348.009 

211.742 

7.24 

13.83 

81.17 

0.00 

4241 

47.63 

9.76 

9324 

3.55 

S9.18 

02.81   NawCantutv 

020606 

14433FAM1 

13 

13  CARR  20O8-NC2  MB 

8aa2 

BBB 

BBB 

06*21/08 

9 

8.35 

6.51 

100% 

3.84 

0.1 1 

233 

0.04 

623 

1.01 

34.75 

37.77 

943.090,876 

211.077 

8.32 

11.60 

80.82 

40.64 

43.24 

40.42 

0.34 

90.61 

0.71 

81,98 

13.66  NowCantunj 

06/2108 

144528ANS 

14 

14  CARR  2008-MC3  M9 

Baa2 

BBB- 

BBB- 

08/1  (MS 

7 

365 

393 

100% 

2.39 

0.19 

1.60 

0.03 

621 

0.99 

34.76 

37.09 

1,820.590.238 

214.705 

6.24 

18.84 

60.32 

41.21 

40.80 

49.78 

9.42 

92.22 

507 

59.51 

21.69  N*w  Century 

06/1000 

t44S3fFV7 

15 

15  CARR  20DS-OPT1  M8 

Ba>2 

A- 

SBB* 

03/1*08 

13 

6.50 

BBS 

100% 

3.43 

0.41 

1.78 

0.39 

609 

1.03 

40.29 

34.0Q 

1.015.025.383 

214.321 

8.02 

1S.2S 

76.  t5 

39.10 

29.63 

64.03 

6.10 

95.03 

337 

5295 

16.95  Option  Ona 

03/1406 

173Q9PAL0 

18 

IB  CMLTI  2008-AMC1  MB 

Baa2 

BBB 

09/28/08 

7 

5.15 

5.88 

100% 

0.30 

0.08 

1.32 

0.01 

619 

1.18 

33.87 

45.12 

1.300.516.002 

192043 

6.40 

iB.3e 

61.37 

40.53 

37.61 

57.70 

4.49 

90.77 

8.13 

60.69 

15.26  Amerkmnt 

0B/2BO6 

172963AN6 

17 

17  CMLTI 2008-NC1  MB 

Baa2 

8BB 

06/29*00 

8 

4.80 

5.88 

100% 

3.67 

0.10 

2.53 

0.03 

820 

5.60 

35.60 

40.42 

973.489.502 

204.300 

6.50 

185!. 

6122 

41.81 

41.16 

5021 

6.61 

89.33 

8.91 

6077 

10.18  WcBsFuoo 

0072908 

17309MAN3 

16 

18  CMLTI  20O8-WFH2  MS 

Ba*2 

BBB- 

08/30/08 

7 

4.00 

4.40 

100% 

1.70 

0.12 

0.34 

619 

1.71 

36.82 

45.97 

972.OS2.509 

157.601 

B.16 

19.31 

81.72 

42.47 

4200 

51.23 

6.77 

9265 

5.82 

90.99 

10.91  WttsFaroo 

06/3008 

17307Q2F4 

IB 

19  CMLTI  2000-WMC1  M8  Baa2 

BBB* 

A- 

01/31/08 

15 

495 

8.60 

98% 

6.11 

0.53 

2.48 

211 

0.48 

642 

10.96 

21.10 

31.33 

982227,717 

200.000 

7.30 

17.3(1 

82.00 

41.61 

54.97 

42.57 

247 

98  08 

1.12 

32.00 

17.17  WartaFarpo 

01/3106 

17311CAM3 

20 

20  CMLTI  2007-WFH1  M9 

Bu2* 

BBB- 

02/09/07 

2 

4.45 

4.45 

100% 

617 

2.87 

36.01 

52.97 

447.648.559 

147.495 

8.63 

16.8H 

83.64 

4249 

47.75 

43.70 

8.63 

9211 

6.07 

6966 

10.38  Watta  Farpo 

020907 

23243HAN1 

21 

21  CWL  2008-24  M8 

Baa2 

8BB 

12/29/06 

1 

3.45 

3.45 

100% 

613 

0.00 

40.88 

37.49 

700.088.581 

197.098 

6.10 

20.7; 

80.14 

0.00 

34.10 

69.70 

6.20 

93.95 

8.07 

$7.63 

31.19  Counlrvwtda 

12/29/06 

32O26PAP0 

22 

22  FFMLKJOS-FFIIMS 

Bu2 

BBB 

BBB 

09/06/06 

7 

3.10 

3.29 

100% 

2.50 

OM 

2.04 

0.03 

647 

0.00 

13.07 

28.30 

1.923.547.923 

187.608 

7.98 

RR> 

82.61 

41.49 

70,60 

25.68 

3.25 

96.31 

3.03 

67.57 

37.01  WrtfifFMRo 

0906703 

32027OAN8 

23 

23  FFML2O08-FF12M8 

Baa2 

B8B 

BBB 

08/30/06 

8 

2.60 

2.97 

100% 

1.00 

0.12 

1.13 

650 

0.00 

1300 

28  68 

1.049,677.648 

100.910 

8.00 

16.91) 

62.90 

43.00 

7200 

24.30 

3.00 

90  00 

200 

66.20 

33.72  National  Cr)v 

00/3000 

32027LAPQ 

24 

24  FFML2006-FF14M8 

Bas2 

BBB 

BBB 

0905/06 

5 

2.90 

3.00 

100% 

0.77 

0.08 

1.28 

850 

0.00 

13.23 

30.28 

1.162.898,245 

109.691 

8.10 

17.91 

83.30 

43.20 

71.70 

25.50 

2.80 

98.60 

2.70 

65.10 

29.20  National  CBy 

D9/2506 

3J028OAP0 

25 

23  FFML2O06-FF15MB 

8aa2 

BBB 

888 

10/3005 

4 

2.90 

2.96 

100% 

0.78 

0.06 

0.44 

64B 

0.00 

1260 

29.B4 

2^90.192,214 

190.010 

6.12 

19.87 

83  07 

4266 

70.24 

28.64 

313 

98.63 

2.58 

6664 

31.12  NatronatCKv 

103006 

32O27SAN0 

28 

28  FFML200B-FF16M8 

Bm2 

BBB* 

11/3008 

3 

3.00 

3.04 

100% 

0.10 

0.01 

0.07 

649 

0.00 

11.92 

30.84 

1.203.955.585 

199.034 

8.08 

23.00 

83.39 

43.13 

70.03 

27.05 

2.92 

97.07 

235 

65.14 

24.19  Matronal  CIV 

11/3008 

3202DKAP1 

27 

27  FFML2008-FF17MB 

Ba*2 

BBB 

BBB 

11/27/06 

3 

2.65 

2.68 

100% 

0.06 

004 

0.09 

649 

0.00 

11.67 

31.62 

60S.3B6.585 

193.418 

8.10 

23.11) 

83.65 

43.00 

71.94 

25.27 

2.79 

98.20 

3.41 

65.00 

25.10  National  CRv 

11/27O0 

320277  API 

28 

26  FFML  2008-FF7  MB 

8aa2 

BBB 

BBB 

0501/06 

10 

2.75 

3.14 

100% 

3.48 

0.20 

1.92 

0.55 

0.04 

647 

0.00 

18.77 

33  68 

1.164,741.229 

193,459 

7.98 

18.41 

8255 

42.84 

57.50 

3S.19 

4.31 

96  25 

282 

5954 

40.60  Wafts  Fargo 

06/3100 

320276AP3 

29 

29  FFML2008-FF9M8 

6h2 

BBB* 

BBB* 

07A7/06 

9 

X05 

226 

100% 

307 

0.15 

2.18 

0.27 

0.02 

6S3 

ox 

14.87 

27.66 

1.720,538,691 

104.627 

7.91 

17.2J 

82.09 

42.90 

68.13 

29.69 

4.28 

96  47 

2.92 

69.65 

38.42  National  CRv 

070706 

35729RAN8 

30 

30  FHLT  2006-A  M7 

B«2 

BBB 

B8B* 

05/10108 

9 

5.55 

8.75 

100% 

5.11 

0.62 

2.33 

0.49 

0.01 

621 

4.27 

35.69 

31.84 

1.033.549.219 

231.946 

8.52 

9.71 

80.52 

43.09 

48.09 

50.83 

1.05 

93.15 

681 

5272 

9.98  Framont 

05/1 0O6 

35729QAN0 

31 

31  FHLT  2006-8  MS 

Baa2 

B8B 

BBB* 

06/D0AM 

7 

4.60 

5.14 

81% 

3.71 

0.30 

278 

0.13 

0.03 

827 

7.0B 

'30.94 

3427 

1,014.751.723 

212959 

8.60 

19.01 

81.43 

43.76 

49.44 

45.59 

1.28 

95.53 

3.58 

58.42 

8.31   Framont 

080308 

316S9EAM0 

32 

32  FMIC2O0B-2M8 

Baa2 

BBB* 

07/08/08 

7 

5.20 

553 

100% 

3.35 

0.35 

1.90 

0.1B 

003 

844 

2.11 

21.12 

60.16 

600.031.745 

191.154 

6.26 

10.03 

64.14 

41.59 

65.08 

34.50 

0.42 

99.00 

092 

43.60 

4291  Chasa 

070606 

316S99AN9 

33 

33  FMIC  2008-3  MS 

Bs*2 

BBB* 

1027/08 

7 

4.15 

4.31 

100% 

0.66 

0.18 

1.18 

650 

0.00 

17.51 

72.67 

659.082.170 

215.981 

8.42 

1387 

8483 

41.65 

60.91 

38.S0 

253 

97.30 

237 

38.30 

51.82  Chasa 

10/2700 

3024SDAN0 

34 

34  03AMP  2006-FM2  MB 

8as2 

BBB* 

09/29/06 

6 

3.75 

422 

100% 

0.76 

0.05 

1.43 

628 

6.17 

28.50 

32.40 

1.021.778.222 

224.222 

6.54 

18.10 

78.30 

43.37 

31.62 

47.89 

0.89 

94.2V 

4.94 

54.57 

9.33  Framont 

09/2900 

437004U27 

35 

35  HEAT  2008-3  M8 

Be*2 

BBB* 

BBB* 

Q3/3QI08 

13 

3.75 

4.77 

100% 

3.16 

0.52 

1.47 

0.73 

0.03 

827 

400 

30.24 

35.80 

1,385.456,952 

165.588 

7.71 

16.80 

80.30 

40.79 

37.20 

57.00 

5.60 

98.00 

270 

7430 

22.20  Salad  PortMb  Santcrna 

033000 

43709SAQ3 

38 

38  HEAT  2008-5  MS 

Baa2 

BBB* 

BBB* 

07/DS/O6 

10 

390 

4.50 

100% 

3  3S 

0.48 

1.96 

0.25 

003 

631 

1.00 

26.60 

27.50 

824.907.638 

197.677 

7.93 

13.40 

79  50 

41.30 

48.70 

47.70 

5.60 

9280 

8.90 

55.70 

19,50  Salad  Portlono  Sarvtclna 

07O5O0 

437097AP3 

37 

37  HEAT  20054  M8 

6«a2 

A- 

A- 

08/otrae 

6 

4.85 

5.41 

100% 

334 

0.23 

1.99 

O.OB 

0.02 

620 

3.70 

28.45 

24.30 

824.187,591 

173.003 

6.06 

15.10 

79.50 

4290 

49.30 

44.50 

6.10 

94.70 

4.B0 

6200 

1600  Bated  PortfoBo  Sarvlclnp. 

08O1O6 

43709NAP6 

38 

38  HEAT  2008-7  MS 

B*i2 

BBB* 

BBB* 

100306 

6 

4.00 

4.23 

100% 

0.67 

0.03 

2.94 

0.03 

832 

0.00 

29.30 

29.70 

1.095.034.662 

196.688 

626 

19.80 

79.40 

0.00 

48.10 

40.40 

5.50 

94.70 

460 

64.10 

15.30  Salad  Portloao  Sennclng 

100300 

43709QAP1 

39 

39  HEAT  2006-8  MS 

Ba>2 

BBB* 

BBB 

12101/08 

5 

3.45 

3.52 

100% 

O.OB 

0.06 

an 

829 

4.60 

31.30 

33.50 

'  1.145,444.769 

188.385 

6.33 

24.10 

80.10 

42.00 

40.90 

5200 

6.30 

98.00 

3.20 

59.50 

14.30  Sated  Perth**  Safffctng 

120108 

466O2UAM0 

40 

40  IXIS  2008-HE3  82 

Baa2 

BBB 

BBB 

09/29/08 

8 

'    3.63 

3.88 

100% 

1.43 

2.28 

62S 

3.49 

29.72 

31.58 

834.934,301 

198.463 

0.46 

13.30 

00.13 

0.00 

42.77 

5243 

4.76 

92.54 

5.95 

41.02 

19.46  8mon 

09/29*6 

46829BBA6 

41 

41  JPMAC  200S-CW2  MV(  Bm2 

BBB 

BBB 

08/O5/DS 

9 

5.65 

8.65 

100% 

3.94 

0.20 

1.59 

0.27 

615 

2.94 

36.95 

32.58 

1.054.401.879 

174.090 

8.22 

36.10 

79.32 

40.37 

39.79 

55.86 

4.33 

96  92 

2.55 

62.59 

29.38  Countrywlda 

000006 

4S825LFV7 

42 

42  JPMAC  2O06-FRE1  MB 

B**2 

BBB 

BBB 

01/27/08 

14 

7,00 

9.94 

100% 

6.1 1 

1.06 

260 

249 

0.32 

627 

6.02 

29.30 

3262 

1.012403.168 

204.278 

7.04 

12C0 

61.80 

42.69 

55.12 

43  95 

0.94 

93  09 

5.90 

56.42 

1428  Chasa 

01/2706 

46829  KAP4 

43 

43  JPMAC  2008-WMC3  Ml  Baa2 

BBB 

BBB 

09/14/08 

6 

4.95 

523 

100% 

3.33 

0.10 

1.82 

0.01 

642 

10.88 

20.13 

27.30 

959.177.770 

200.413 

0.19 

20. '14 

8222 

4277 

60.26 

37.41 

234 

6S.31 

1.35 

26.24 

11,63  Chasa 

09/1406 

S42S12ANS 

44 

44  LBMLT  2000-11  MS 

Baa2 

BBB 

12/14/09 

1 

3.65 

365 

100% 

639 

6.25 

21.09 

35.79 

1.500,000.158 

235.110 

0.20 

24.15 

61.31 

392S 

40.14 

5231 

7.55 

91.38 

7.34 

60.30 

8.78  WAMU 

12/1406 

54251  MAM 

45 

45  LBMLT  2008-4  MS 

Bm2 

A- 

03/09/08 

a 

535 

6.23 

100% 

352 

0.27 

3.06 

0.07 

0.01 

635 

4.96 

20.00 

21.36 

1.922.678,788 

193.292 

055 

14.13' 

80.73 

41.68 

67.71 

29.25 

3.05 

90.67 

6.32 

44.48 

7.14  LonpBaacn 

050906 

S4251RAN3 

48 

48  LBMLT  2006-8  MS 

Baa2 

BBB* 

BBB* 

07/28/08 

7 

5.10 

5.67 

100% 

1.51 

0.14 

2.71 

0.01 

83S 

4.78 

1668 

26.16 

1.000.1 07.488 

211.728 

0.39 

16.15 

60.86 

41.62 

60.45 

39.22 

4.32 

61.47 

7.29 

50.51 

636  LonflBaach 

07/2006 

54251TAN9 

47 

47  LBMLT  2008-7  MB 

Bm2 

A- 

BBS* 

08/30/08 

6 

4.55 

4.66 

100% 

0.11 

0.01 

266 

638 

5.30 

16.99 

26.51 

1.S9O.011.O2O 

208.762 

639 

16.(17 

00.71 

41.49 

5230 

43.64 

3.66 

91.68 

6.94 

53.67 

8  29  WAMU 

080006 

54251 4RD6 

48 

48  LBMLT  200S-WL1  MS 

Baa2 

BBB 

02/06/06 

16 

6.7S 

9.21 

100% 

4.52 

0.7S 

205 

1.X 

0.12 

830 

3.9B 

2500 

24.58 

2081.150.970 

204.495 

7.49 

1001 

61.17 

42.30 

65.13 

3281 

207 

91.79 

748 

37.26 

6.79  LonQ  Baach 

020806 

5784S5AN9 

49 

49  MAB8  2008-HES  MS 

Baa2 

BBB- 

12/28/08 

3 

4.35 

4.35 

100% 

824 

8.27 

30.50 

69.96 

915.984.549 

177.889 

6.52 

24.13 

87.31 

41.29 

4211 

50.34 

7.5S 

92.33 

5.60 

60.21 

1248 

t2/2S08 

SS27S8AP2 

50 

50  MABS  2008-NC2  MS 

8m2 

BBB- 

BBB 

09/28/06 

7 

4.45 

4.84 

100% 

3  70 

025 

1.60 

820 

5.90 

35.93 

41.71 

900789.511 

184,902 

6.52 

17.154 

81.29 

0.00 

4263 

49.SS 

7.50 

90.08 

6.49 

5291 

11.33  HomaEa 

09/2606 

57645MAP7 

51 

51  MAB8  200B-WMC4  MS 

Baa2 

BBB* 

11/30VDS 

4 

4.15 

4.13 

100% 

843 

11.14 

17.83 

27.13 

982.706 .282 

195.077 

0.19 

16.78 

6226 

4277 

61.92 

30.24 

1.84 

9004 

1.20 

2405 

11.08  Chasa 

11/30708 

5B020U4HS 

52 

52  MLMI 2008-WMC1  B2A  Baa2 

BBB* 

02/14/06 

13 

5.85 

7.89 

100% 

4.11 

0.61 

201 

091 

0.32 

639 

10.43 

22.48 

33.86 

1,268.136.649 

198.668 

7.50 

1SJS9 

6238 

41.68 

50.33 

46  02 

285 

96.40 

1.26 

32.52 

17.16  Wttahha 

02/1408 

817S0MAP0 

S3 

53  M3AC  2006-HE7  B2 

Baa2 

BBB 

10/31*06 

6 

4.10 

430 

100% 

1.57 

0.12 

1.75 

625 

5.32 

30.56 

40.02 

1,285.069.013 

188.610 

8.27 

17.14 

81.99 

41.32 

47.39 

48.12 

0.49 

94.34 

404 

54.60 

16.53  CoumrvwMa 

103106 

617503AP7 

54 

54  MSAC  2006-HEB  B2 

Baa2 

BBS 

11/29/06 

5 

4.25 

4.37 

100% 

0.19 

0.06 

1.67 

628 

4.74 

31.58 

4276 

1,512800.751 

192796 

8.29 

21 /H 

61.53 

a.oo 

39.71 

51.60 

0.48 

93.50 

423 

50.00 

16.48  Saxon 

11/2906 

61746LAN2 

55 

55  MSAC  200B-NC4  B2 

Qm2 

BBB 

BBB 

06/23/06 

10 

4.10 

4.B9 

100% 

7.00 

0.33 

2.83 

0.08 

0.14 

621 

409 

34.50 

40.99 

2157.140.044 

196,407 

0.31 

16.41 

61.06 

40.94 

39.90 

S1.91 

6.19 

90.21 

6.36 

51.01 

10.39  Wafts  Farpo 

06/2300 

01749BAQ6 

58 

SB  MSAC  2006-NC5  B3 

Bu2 

BBB- 

11/28>08 

5 

4.30 

4.45 

100% 

0.06 

0.07 

1.14 

628 

5.50 

31.62 

41.94 

1.392187.337 

201,096 

0.37 

2223 

61.43 

41.13 

42.38 

49.40 

523 

91.33 

5.61 

65.36 

20.63  Countrywlda 

11/2000 

6I744CXV3 

57 

57  MSAC  2O06-WMC1  B2 

Ba*2 

A- 

B8B* 

01/28/06 

16 

865 

7.83 

100% 

4.07 

0.85 

1.92 

1.11 

0.29 

841 

9.88 

20.74 

31.58 

1.142848.602 

198.239 

7.22 

27.26 

82.21 

41.26 

54.42 

42.94 

284 

95.37 

1.71 

4863 

17.28  Chasa 

01/20O6 

61749KAP6 

58 

58  MSAC  2008-WMC2  82 

Bsa2 

B8B 

BBB 

■    06/2BJDS 

9 

3.75 

4.20 

100% 

5.54 

0.34 

277 

0.35 

0.15 

643 

8.76 

16.58 

28.90 

2602987.097 

207.840 

6.09 

16.74 

62.03 

4232 

66.90 

30.99 

212 

95.74 

1.48 

42.32 

13  62  Walls  Faroo 

08/2608 

617S05AN2 

59 

59  MSAC  2007-NC1  B2 

Bn2x 

B88 

01/28/07 

4 

3.70 

3.70 

100% 

625 

5.80 

31.68 

4228 

1J50.008.034 

191.896 

0.37 

22.36 

61.04 

41.51 

37.31 

52.70 

8.93 

9088 

653 

56.34 

19.17  Saxon 

01/2607 

617451 FD0 

60 

80  MSC  200B-HE2  B2 

Baa2 

88B* 

BBB 

04/28/09 

13 

4.55 

5.57 

100% 

5.26 

0.85 

214 

1.25 

0.22 

630 

7.2B 

2724 

32.28 

2288.849.639 

184.147 

7.75 

14.10 

61.83 

42.20 

48.73 

43.74 

5.53 

86.60 

1.42 

31.09 

1021  Wefts  Fsroo 

04/28*6 

617463AM8 

81 

81  MSDC  2008-2  82 

Bm2 

BBB 

11/26/06 

4 

4.65 

4.55 

100% 

839 

4.55 

28.63 

40.00 

1.305.820.442 

206.155 

8.43 

17.25 

8212 

4238 

42.32 

64.95 

2.73 

94.73 

4.49 

4297 

10.46  Saran 

11/28*6 

66966YAN2 

82 

62  NHEL  2000-5  M8 

Ba*2 

BBB* 

09/2S/08 

4 

350 

3.64 

100% 

1.65 

0.52 

1.43 

0.32 

61S 

4.68 

43.25 

50.06 

740.808.824 

105.401 

9.36 

16.98 

79.16 

4200 

41.77 

54.57 

3.66 

92.26 

4.30 

45.64 

1211  Novattar 

09/2806 

8SS36HCF3 

03 

S3  NHEU  2006-FM1  MS 

Bm2 

BBB* 

0I/3O06 

15 

590 

823 

100% 

6.54 

0.08 

2.43 

1.03 

0.07 

625 

5.72 

33  69 

3237 

933.771.934 

209.931 

7.55 

11.62 

81.42 

4255 

63.73 

43.99 

2.28 

93.50 

5.74 

31.72 

23  61  Equity  One 

01/3000 

0SS37FAN1 

84 

-84  NHELI2OO8-FM2M0 

Baa2 

BBB* 

BBB* 

10/31/08 

8 

5.35 

5.79 

100% 

3.00 

828 

7.02 

28.69 

24.73 

1 ,228.042426 

214.918 

8.45 

1857 

81.14 

4258 

52.87 

45.53 

1.61 

94  28 

5.23 

54,99 

12.46  Equity  One 

1D/31O0 

0S538QANB 

83 

85  NHELI2000-HE3MO 

Bud 

BBS* 

BBB* 

08/31/06 

10 

6.00 

6.84 

100% 

3.61 

0.34 

3.49 

0.13 

619 

3.37 

38.23 

37.55 

1.057.399.752 

168.260 

6.15 

17  20 

79.94 

41.00 

38.33 

60.27 

141 

9242 

633 

51.62 

19.40  Wefts  Farpo 

06/3106 

eanooDAPa 

68 

88  OOMLT  2007-1  MS 

8u2a 

BBB 

01/24/07  : 

607 

3.99 

45.31 

44.15 

1,781.034.907 

193,633 

6.76 

399 

80.25 

4235 

33.14 

59  63 

7.22 

90.63 

6.12 

57.48 

11.45  Option  Ona 

01/2407 

0137SWJY3 

67 

87  SABR  2006-FRl  B2 

B*a2 

A- 

B88* 

02/2308 

15 

6.50 

8.52 

100% 

6.46 

0.91 

1.29 

2.08 

0.24 

827 

5.48 

32.35 

33.62 

969.194,069 

214.655 

7.50 

11,77 

81.73 

42.53 

53.90 

45.87 

0.23 

93.51 

5.76 

56.96 

23.36  HomaEq 

02/23*0 

013765AH7 

68 

88  SABR  2006-FR3  B2 

Bh2 

BBB 

BBB* 

08/03/08 

10 

5.20 

8.38 

100% 

7.86 

0.36 

219 

0.40 

0.03 

619 

8.42 

33.65 

3282 

907.602652 

215.493 

8.47 

1094 

89.02 

43.00 

44.25 

55.38 

0.36 

94.00 

S.33 

53.43 

9.96  HomaEq 

06O3O6 

01377AAM4 

89 

89  SABR  2008-HE2  B2 

Ba*2 

BBB 

BBB* 

09/28/08 

8 

4.35 

4.85 

100% 

2.47 

0.12 

1.83 

0.02 

0.03 

624 

8.23 

31.64 

35.85 

1.024.602507 

183.821 

8.37 

16.41 

60.94 

41.00 

41.94 

55.00 

3.05 

92.76 

5.79 

54.81 

13.22  HomaEq 

09/28*6 

O036OWAM4 

71 

70  SAIL  2006-4  M7 

8«t2 

BBB 

BBB 

06/30/06 

10 

2.4S 

Z92 

100% 

8.39 

0.50 

2.79 

0.41 

0.03 

621 

420 

34.61 

47.51 

2500.187.675 

195.495 

8.40 

17.10 

6210 

4200 

40.00 

54.20 

5.60 

87.50 

960 

51.00 

10  00  Aurora 

0S/30O0 

66360RAN3 

72 

71  SASC  2008-EQ1A  MS 

Ba*2 

BBB 

07/17/08 

8 

5.05 

5.81 

100% 

205 

0.22 

242 

0.12 

624 

4.90 

3282 

45.58 

1,520.603.162 

158.648 

8.30 

1460 

83.30 

41.70 

42.90 

55.30 

1.90 

93.50 

6.10 

58.90 

1260  Aurora 

07/1700 

663SBUAN9 

73 

72  SASC  2000-OPT1  M7 

Baa2 

BBB 

BBB 

O4/2S/06 

12 

3.00 

388 

100% 

3.21 

0.30 

126 

0.64 

0.04 

624 

4.00 

34.53 

40.81 

968,512945 

198.869 

8.30 

18.40 

60.70 

42.00 

34.00 

59.90 

610 

81.40 

6.50 

53.68 

17.60  Option  Ona 

04/2606 

B47S2BA02 

74 

73  SURF  2007-BC1  B2 

Baa2a 

B88 

01/2407 

2 

5.70 

5.70 

100% 

613 

8.36 

38.74 

47.57 

901,517.296 

174.375 

6.45 

2426 

63.09 

42.51 

36.62 

57.66 

5.72 

95.91 

3.38 

45,10 

14.10  WDshtra 

01/2407 

836iixamo 

75 

74  SVHE  2006-602  MS 

B«2 

B88 

BBB 

12/26/08 

1 

4.25 

4.25 

100% 

631 

5.49 

25.75 

50.05 

034.669.979 

188.865 

8.38 

24.98 

84.25 

41,07 

41.61 

56.45 

1.75 

94.07 

4,97 

55.93 

11.52  Owen 

12/2B06 

8301  (MMF2 

76 

75  SVHE  2000-OPTI  M7 

Bu2 

BBB 

BBB* 

03/1 006 

12 

4.60 

6.10 

100% 

4.75 

0.45 

1.34 

0.57 

0.02 

822 

4.39 

36.27 

41.07 

.1.046.774,019 

194. 857 

6.35 

16.51 

60.50 

42.77 

33.78 

59.81 

6.41 

91.67 

0.49 

54.42 

17.45  Option  One 

03/1006 

836UMMT2 

77 

78  SVHE  2006-OPT2  M7 

Baa2 

A- 

0407/06 

11 

4.55 

8.00 

100% 

3.37 

0.28 

1.61 

0.20 

0.01 

822 

3.94 

34.67 

27.86 

1,500.000.000 

203.473 

6.47 

1S.14 

77.60 

4269 

31.43 

84.03 

454 

09.22 

0.4S 

47.63 

16.05  Option  Ona 

040708 

03O11MPR3 

78 

77  SVHE  2006-OPT3  M7 

Baa2 

BBB 

03/1208 

10 

535 

6.83 

100% 

2.96 

0.31 

1.98 

0.17 

602 

4.60 

48.16 

43.53 

2.000,000.000 

193.630 

8.58 

IS. 08 

60.38 

42.27 

29  25 

64.60 

6.15 

9401 

4.07 

59.26 

9.25  Optten  Ona 

05/12*0 

03012CAN9 

79 

76  SVHE  2006-OPT5  MS 

Bm2 

BBB 

08/1BO6 

9 

4.75 

3.72 

100% 

1.94 

0.12 

1.74 

0.02 

805 

4.43 

4527 

39.72 

3.096.773.890 

196.798 

8.45 

1(76 

80.58 

42.00 

30.68 

01.99 

7.13 

93.43 

5.15 

82.11 

B.79  Option  Ona 

06/1900 

New  aca  Nwaalat'tfap  aMJULajajfiJaJflLWitll  * 

04S44QAP2 

80 

79  ABSHE  200S-HE7  M9 

Bu2 

SB* 

BBB- 

11/3006 

2 

4.40 

4.40 

100% 

619 

1.06 

31.96 

1291 

1.116.593,559 

227.596 

8.31 

1882 

83.00 

41.00 

41.91 

33.53 

436 

92.50 

7.07 

64.42 

21.B6   Seted  PorttoBo  Servtclnp; 

11/3000 

073S9MAP2 

82 

SO  BSABS  2D08-HE9  M9 

Q**3 

B8B- 

11/3008 

4 

5.30 

5.49 

100% 

0.01 

1.70 

61B 

3  65 

37.58 

18.60 

1 .050.608 .222 

196.353 

6.62 

1068 

82.34 

4216 

3127 

59.90 

6.64 

95.10 

4.28 

55.60 

19.90    EMC 

11/3006 

TBO 

87 

81  CMLTI  2O07-AMC1  MS 

Bu2 

BBB 

BBB 

030907 

620 

1.80 

31.01 

43.73 

1.687.7 19.867 

215.360 

6.05 

2508 

81.81 

40.44 

39.34 

64.70 

6.90 

93.01 

6.35 

60.36 

20.90   Countrywide 

030907 

32028TAN7 

88 

82  FFML2007-FF1  B2 

Baa2a 

BBB 

01/2807 

1 

3.30 

330 

100% 

0.09 

656 

10.04 

17.10 

2.033.910.365 

205.467 

7.74 

23  65 

8246 

4256 

6208 

33.41 

4.54 

90.31 

3.32 

60.02 

25.38    National  Cftv 

01/28O7 

4432BBAP3 

89 

S3  HASC  2006-HE2  MB 

Bae2 

BBB* 

BBB* 

120S0S 

4 

2.90 

2.94 

100% 

633 

5.85 

2661 

10.59 

1.613.363.107 

209.012 

875 

21.19 

80.71 

4225 

52.49 

4231 

5.20 

90.76 

1.39 

53.33 

17.21    Walls  Farpo 

120500 

43710LAN4 

91 

64  HEAT  2007-1  MB 

B**2e 

BBS* 

BBB 

020107 

635 

4.55 

24.04 

13.67 

993.971.491 

196.396 

8.16 

18.14 

81.41 

4273 

49.13 

45.07 

300 

95.29 

4.02 

58.71 

13.21    Setod  Pcrttefto  Sarvfclno 

02*107 

S42S1UANB 

92 

BS  LBMLT  200SS  MB 

Bh2 

A- 

0021(03 

4 

4.45 

4.58 

100% 

0.03 

0.15 

640 

595 

18.50 

10.53 

1.380,727.095 

207.753 

8.40 

17.41 

81.20 

39.43 

5254 

40.32 

7.14 

91.41 

7.24 

5234 

7.54    WAMU 

09/2106 

54251 WAN2 

83 

88  LBMLT  2006-9  MB 

Bu2 

BBB* 

10/1206 

3 

4.80 

4.69 

100% 

0.03 

0.01 

639 

8.11 

18.62 

1210 

1.52Q.086.1B2 

213.258 

052 

18.15 

61.74 

39.40 

49.48 

4210 

6.42 

69.81 

6.50 

52.51 

6.28   WAMU 

10/1206 

59023XAN0 

94 

57  MLMI  2008-HE6  B3 

Baa2 

BBB- 

12/2B08 

4 

4.50 

4.50 

100% 

616 

6.18 

43.23 

31.36 

949.332,689 

164.358 

6.97 

20.04 

66.03 

4290 

45.39 

47.50 

7.11 

91.49 

80S 

48.80 

20.19   Wftshtra 

12/260S 

SB022VAN1 

95 

68  MLMI  2O08-OPT1  B2 

Bu2 

BBB 

09/2606 

6 

4.05 

4.43 

100% 

0.80 

0.02 

1.23 

605 

200 

49.62 

15.37 

929.SS9.091 

21 1.607 

065 

1.99 

60.76 

4259 

32.95 

01.71 

5.34 

93.41 

500 

58.34 

14.32    Option  On* 

09/2606 

817526AP3 

98 

69  MSAC  2O07-HE1  B2 

Ba*2e 

BBB 

01/2607 

4 

4.65 

4.85 

100% 

623 

4.92 

31.99 

S  41 

1.303,611.263 

186.819 

B38 

10.04 

61.95 

41.56 

40.39 

50.76 

6.85 

92.48 

5.67 

81.11 

20.37    Saxon 

01/2607 

66369BAM5 

98 

90  OOMLT  2006-3  M9 

Baa2 

BBB- 

10/27/08 

4 

2.90 

2.99 

100% 

0.21 

0.01 

0.75 

0.01 

607 

4.02 

46.83 

23.67 

1.000,000.025 

197.044 

6.76 

4.00 

80.58 

42.78 

33.28 

59.81 

6.90 

90.54 

752 

57.76 

11.12    Option  On* 

102706 

06381 EAP6 

99 

91  SASC  2O06-WF3  M9 

Bm2 

BBB- 

BBB- 

09/2906 

6 

4.75 

5.28 

100% 

080 

a  04 

0.21 

624 

3.35 

31.88 

50.69 

1.406.431.703 

154.975 

6.39 

21.51 

83.12 

40.67 

46.16 

7.15 

91.39 

0.81 

60.33 

13,16   Wafts  Few 

00/2906 

QHMja 

03011YAM4 

100 

92  SVHE  2006-OPT4  M7 

Bu2 

888* 

D3/2606 

11 

2.65 

3.29 

100% 

1.88 

027 

1.79 

0.16 

619 

5.93 

37.82 

19.45 

1.000.000.000 

180.688 

B.28 

16.99 

81.00 

4277 

34.93 

57.60 

7.27 

8270 

4  97 

6200 

12.42    Option  One 

05/2606 

01375WJN7 

70 

SABR  2008-OP1  B2 

Bm2 

BBB* 

688* 

01/2808 

16 

4.35 

6.47 

100% 

2.68 

0.75 

1.06 

0.89 

0.03 

622 

0.07 

37.05 

36.BS 

1.259.7  00.972 

180.888 

7.43 

15.07 

79.75 

40.44 

36.30 

38.44 

6.26 

93.46 

4.90 

67.94 

22.65  Option  On* 

01/2606 

fflsLUL 

13  M  BS  H  Ml 

IIWB7. 

O307232E4 

81 

AMSI 2008-R2  M8 

Bm2 

BBB* 

BBB 

03/29OS 

11 

4.25 

5.79 

100% 

2.72 

0.39 

0.95 

0.44 

0.04 

604 

0.30 

49.54 

5.07 

1. 000.000.141 

166.549 

8.50 

0.08 

76.39 

4220 

2.56 

95.05 

2.39 

96.40 

3.13 

66.82 

17.36    Anwriquest 

03/29*6 

17309MAN3 

83 

CMLTI  2O06-WFH2  M9 

Bu2 

888- 

BBB 

06/3008 

7 

4.00 

4.40 

100% 

1.70 

0.12 

0.34 

619 

1.71 

38.62 

17.22 

972.062509 

157.601 

8.18 

111.31 

81. 72 

4247 

4200 

51.23 

6.77 

8265 

6.62 

00.99 

10.91    Wefts  Farpo 

00/3000 

17300SAND 

64 

CMLTI  2008-WFH4M9 

Btt2 

6BB- 

BBS 

11/3008 

4 

395 

4.03 

100% 

1.51 

0.12 

0.25 

621 

212 

34.19 

28.54 

900.250.748 

155.699 

869 

1H.78 

83.68 

4284 

44.64 

47.32 

8.04 

90.87 

7.25 

77.64 

12.27   Wefts  Faroo 

11/30*0 

I7309SAN0 

83 

CMLTI  2008-WFH4  M9 

Baa2 

BBB- 

11/3006 

4 

3.95 

4.03 

100% 

1.51 

0.12 

0.25 

621 

212 

34.19 

26.54 

900.250.740 

155,699 

8.69 

1H.76 

63.66 

42.64 

44.64 

47.32 

604 

9087 

7.25 

77.64 

1227    Walls  Farpo 

11/3006 

17309OAN4 

68 

CMLTI  2000-WFHE3  Ml  Bm3 

QB9- 

BBB 

103106 

5 

400 

4.20 

100% 

1.77 

0.18 

0.33 

624 

4.45 

32.40 

53.30 

1.628.271.507 

148.918 

6.65 

M.2S 

83.84 

41.92 

48.93 

46.11 

8.96 

91.43 

6.52 

77.61 

12.50   Walli  Farpo 

1O31O0 

40430HFV5 

90 

HASC  2006-OPT3  MS 

Bu2 

BB8* 

BBB* 

04OSO6 

14 

385 

5  00 

100% 

3.82 

0.68 

1.06 

0.69 

624 

4.02 

35.06 

18.60 

968.725.315 

193.894 

7.83 

2(1.92 

6225 

41.48 

30.76 

63.23 

6.00 

92.45 

5.90 

52.44 

24.33    Option  Ona 

040509 

00309FlCf9 

97' 

OOMLT  2008-1  MB 

Baa2 

A* 

A- 

020308 

15 

4.25 

5.70 

100% 

4.90 

0.65 

1.22 

1.12 

005 

825 

408 

34.63 

13.87 

3,021.923.763 

198.650 

7.69 

ZL38 

60.31 

41.09 

33.00 

60.63 

6.11 

91.96 

598 

53  59 

25.96    Option  Ona 

02*3*8 
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From:  Laura  Schwartz  [lschwartz@aca.com] 

Sent:  Monday,  February  05,  2007  4:28  PM 

To:  Paolo  Pellegrini 

Cc:  Tourre,  Fabrice;  Gerst,  David;  Sihan  Shu;  Kreitman,  Gail;  Keith  Gorman 

Subject:  RE:  Revised  Portfolio 

We  are  good  with  this  92  name  portfolio.   Fabrice/David,  can  you  rerun  the  downgrade 
analysis  given  the  structure  you  will  get  with  an  entire 
Baa2  portfolio?   Thanks 

This  e-mail  is  not  a  contract  and  is  not  intended  to,  and  does  not,  create  any  obligation. 
It  is  not  a  commitment  to  insure  and  is  not  to  be  construed  as  an  offer  to  sell  or  the 
solicitation  of  an  offer  to  buy  any  security  or  any  insurance  product. 

The  information  in  this  e-mail  and  in  any  attachments  is  confidential  and  intended  solely 
for  the  attention  and  use  of  the  named  addressee (s ) .  This  information  may  be  subject  to 
legal,  professional  or  other  privilege  or  may  otherwise  be  protected  by  work  product 
immunity  or  other  legal  rules.  It  must  not  be  disclosed  to  any  person  without  our 
authority. 

If  you  are  not  the  intended  recipient,  or  a  person  responsible  for  delivering  it  to  the 
intended  recipient,  please  send  a  reply  e-mail  notifying  us  of  the  error  and  delete  this 
e-mail  from  your  system.  You  are  not  authorized  to  and  must  not  disclose,  copy, 
distribute,  or  retain  this  message  or  any  part  of  it. 

*  +  *************  +  *■*.****■********  +  +  **********************  +  *************** 
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From:  Paolo  Pellegrini 

Sent:  Tuesday,  February  06,  2007  10:40  AM 

To:  Tourre,  Fabrice 

Subject:  RE:  ABACUS  Reference  Portfolio 

Entendu  ... 
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From:  Tourre,  Fabrice  [mailto:Fabrice.Tourre@gs.com] 

Sent:  Tuesday,  February  06,  2007  10:31  AM 

To:  Paolo  Pellegrini;  Gerst,  David;  Sihan  Shu 

Cc:  Raazi,  Cactus 

Subject:  RE:  ABACUS  Reference  Portfolio 

yes  we  are  doing  our  own  due  diligence,  and  would  like  to  compare  your  results  with  ours 
compate  "apple  to  apple" 


-just  want  to  make  sure  we 


From:  Paolo  Pellegrini  [mailto:Paolo.Pellegrini@paulsonco.com] 

Sent:  Tuesday,  February  06,  2007  10:06  AM 

To:  Tourre,  Fabrice;  Gerst,-  David;  Sihan  Shu 

Cc:  Raazi,  Cactus 

Subject:  RE:  ABACUS  Reference  Portfolio 

Fabrice,  I  assume  you  are  doing  your  independent  due  diligence  on  the  portfolio,  correct?  Does  ACA  have  any  fiduciary 

duties  with  respect  to  due  diligence  and  disclosure?  Please  let  me  know.  Thanks. 

Paolo 


From:  Tourre,  Fabrice  [mailto:Fabrice.Tourre@gs.com] 

Sent:  Tuesday,  February  06,  2007  9:50  AM 

To:  Paolo  Pellegrini;  Gerst  David;  Sihan  Shu 

Cc:  Raazi,  Cactus 

Subject:  RE:  ABACUS  Reference  Portfolio 

Sihan,  Paolo,  just  to  make  sure,  the  data  you  have  collected  (C/E,  foreclosure  %,  BK  %)  is  coming  from  loan 
performance,  correct  ?  As  of  when  is  the  data  ? 

From:  Paolo  Pellegrini  [mailto:Paolo.Pellegrini@paulsonco.com] 

Sent:  Tuesday,  February  06,  2007  7:41  AM 

To:  Gerst,  David;  Sihan  Shu 

Cc:  Tourre,  Fabrice;  Raazi,  Cactus 

Subject:  RE:  ABACUS  Reference  Portfolio 

We  are  ok  removing  ABFC  2006-OPT3  M8.  However,  we  prefer  removing  the  M8  tranche  of  CARR  2006-FRE1  (rated  A+ 
by  S&P)  rather  than  the  M9  tranche  (rated  A  by  S&P).  Done? 


From:  Gerst,  David  [mailto:David.Gerst@gs.com] 
Sent:  Monday,  February  05,  2007  10:43  PM 
To:  Paolo  Pellegrini;  Sihan  Shu 
Cc:  Tourre,  Fabrice;  Raazi,  Cactus 
Subject:  ABACUS  Reference  Portfolio 

Paolo,  Sihan: 


We  believe  we  can  create  a  more  efficient  capital  structure  by  removing  two  of  the  proposed  92  names  from  the  reference 
portfolio.  We  propose  removing  CARR  2006-FRE1  M9  (since  we  are  currently  referencing  two  obligations  of  the  same 
issuer)  and  ABFC  2006-OPT3  M8  (since  it  is  not  explicitly  rated  by  S&P  and  needs  to  be  notched  to  BB+  for  purposes  of 
the  transaction).  _ 
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From:      Tourre,  Fabrice 

Sent:       Monday,  February  26,  2007  3:54  PM 

To:  'Keith  Gorman' 

Cc:  Laura  Schwartz;  Gerst,  David;  Kreitman,  Gail 

Subject:  RE:  ABACHUS  2007-AC1  substitutions 

Thanks  Keith,  let  us  take  a  look  at  these  names. 

Rgds, 

Fabrice 


From:  Keith  Gorman  [mailto:kgorman@aca.com] 
Sent:  Monday,  February  26,  2007  3:51  PM 
To:  Tourre,  Fabrice 

Cc:  Laura  Schwartz;  Gerst,  David;  Kreitman,  Gail 
Subject:  RE:  ABACHUS  2007-AC1  substitutions 

Fabrice, 

Let  me  know  about  these: 

FFML  2007-FF2  B2  32029GAN4 

MSHEL  2007-1  B2  61751QAM7 

CWL  2007-2  M8  1 2668N  AN7 

SABR  2007-NC2  B2  81 378GAM0 

MSAC  2007-HE2  B2  61 753EAM2 

CBASS  2007-CB1  M8  1248MGAA2 


Keith  X  Gorman 
Director 
ACA  Capital 
212-375-2421 


From:  Tourre,  Fabrice  [mailto:Fabrice.fourre@gs.com] 

Sent:  Monday,  February  26,  2007  3:39  PM 

To:  Keith  Gorman 

Cc:  Laura  Schwartz;  Gerst,  David;  Kreitman,  Gail 

Subject:  RE:  ABACHUS  2007-AC1  substitutions 

Thanks  Keith,  these  names  don't  work  that  well.  Would  you  mind  showing  us  2007-vintage  names  that  you  would  be  ok 

including  ?  4-5  names  to  pick  from  would  be  helpful.  Thanks  a  lot ! 

Rgds, 

Fabrice 


From:  Keith  Gorman  [mailto:kgorman@aca.com] 

Sent:  Monday,  February  26,  2007  2:24  PM 

To:  Tourre,  Fabrice 

Cc:  Laura  Schwartz 

Subject:  ABACHUS  2007-AC1  substitutions 


Fabrice, 

As  Laura  mentioned  to  you  earlier  today,  there  are  3  positions  we  would  like  to  substitute  in  ABACHUS  2007-AC1 .  They 
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are: 

07389MAP2 
59023XAN6 
59022V  AN  1 


BSABS  2006-HE9  M9 
MLMI  2006-HE6  B3 
MLMI  2006-OPT1  B2 


Some  recommendations  for  substitutes  are: 
1 26670NM6        CWL  2005-BC5  M8 
61 744C  WE2       MS  AC  2005-H  E6  B2 
863576DN1         SASC  2005-WF4  M8 
86359RAN6        SASC  2006-BC4  M8 
1 7309SAN0        CMLTI  2006-WFH4  M9 

Please  let  me  know  if  these  work  or  if  I  need  to  look  for  more  names. 

Keith  X  Gorman 
Director 
ACA  Capital 
212-375-2421 


This  e-mail  is  not  a  contract  and  is  not  intended  to,  and  does  not,  create  any  obligation.  It  is  not  a  commitment 
to  insure  and  is  not  to  be  construed  as  an  offer  to  sell  or  the  solicitation  of  an  offer  to  buy  any  security  or  any 
insurance  product. 

The  information  in  this  e-mail  and  in  any  attachments  is  confidential  and  intended  solely  for  the  attention  and 
use  of  the  named  addressee(s).  This  information  may  be  subject  to  legal,  professional  or  other  privilege  or  may 
otherwise  be  protected  by  work  product  immunity  or  other  legal  rules.  It  must  not  be  disclosed  to  any  person 
without  our  authority. 

If  you  are  not  the  intended  recipient,  or  a  person  responsible  for  delivering  it  to  the  intended  recipient,  please 
send  a  reply  e-mail  notifying  us  of  the  error  and  delete  this  e-mail  from  your  system.  You  are  not  authorized  to 
and  must  not  disclose,  copy,  distribute,  or  retain  this  message  or  any  part  of  it. 
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CONFIDENTIAL 

ABACUS  2007-AC1,  LTD. 

(Incorporated  with  limited  liability  in  the  Cayman  Islands) 

ABACUS  2007-AC1,  INC. 

Class  SS  Variable  Rate  Notes 
U.S.$50,000,000  Class  A-1  Variable  Rate  Notes,  Due  2038 
U.S.$142,000,000  Class  A-2  Variable  Rate  Notes,  Due  2038 

Class  B  Variable  Rate  Notes 

Class  C  Variable  Rate  Notes 

Class  D  Variable  Rate  Notes 

Class  FL  Variable  Rate  Notes 

ACA  Management,  LLC. 

Portfolio  Selection  Agent 

Secured  Primarily  by  (i)  the  Collateral  and  (II)  the  Issuer's  rights  under  (a)  the  Collateral  Put  Agreement, 

(b)  the  Basis  Swap  and  (c)  as  Protection  Seller,  the  Credit  Default  Swap  referencing  a  pool  of 

Residential  Mortgage-Backed  securities 


The  Notes  are  being  offered  hereby  by  Goldman,  Sachs  &  Co.  to  Qualified  Institutional  Buyers  in  the  United  States  in  reliance  on  Rule  144A 
under  the  Securities  Act.  In  addition  to  the  offering  of  the  Notes  in  the  United  States,  Goldman,  Sachs  &  Co.,  selling  through  its  agent,  Goldman 
Sachs  International  is  concurrently  offering  the  Notes  outside  the  United  States  to  non-U.S.  Persons  in  offshore  transactions  in  reliance  on 
Regulation  S  under  the  Securities  Act.  See  "Underwriting". 

The  Notes  of  any  Class  may  be  issued  in  more  than  one  Series  due  to  differences  in  one  or  more  of  the  date  of  issuance,  the  Series 
Interest  Rate,  the  Approved  Currency  in  which  such  Notes  are  denominated,  the  Stated  Maturity,  the  Non-Call  Period  and  the  date  from  which 
interest  will  accrue. 

See  "Risk  Factors'  beginning  on  page  21  to  read  about  factors  you  should  consider  before  buying  the  Notes. 

There  is  no  established  trading  market  for  the  Notes.  Application  will  be  made  to  admit  the  Notes  on  a  stock  exchange  of  the  Issuer's 
choice,  if  practicable.  There  can  be  no  assurance  that  any  such  admission  will  be  sought,  granted  or  maintained. 


it  is  a  condition  of  the  issuance  cf  the  Notes  issued  on  the  Closing  Date  that  the  Class  A-1  Notes  and  the  Class  A-2  Notes  be  issued  with  a 
rating  of  "Aaa"  by  Moody's  Investors  Service,  Inc.  f'Moody's"),  and  "AAA"  by  Standard  &  Poor's  Ratings  Services,  a  division  of  The  McGraw-Hill 
Companies,  Inc.  ("S&P").  A  credit  rating  is  not  a  recommendation  to  buy,  sell  or  hold  securities  and  may  be  subject  to  revision  or  withdrawal  at 
any  time  by  the  assigning  rating  agency.  See  "Ratings  of  the  Notes". 

See  "Underwriting"  for  a  discussion  of  the  terms  and  conditions  of  the  purchase  of  the  Notes  by  the  Initial  Purchaser. 


CERTAIN  PLEDGED  ASSETS  OF  THE  ISSUER  ARE  THE  SOLE  SOURCE  OF  PAYMENTS  ON  THE  NOTES.  THE  NOTES  DO  NOT 
REPRESENT  AN  INTEREST  IN  OR  OBLIGATIONS  OF,  AND  ARE  NOT  INSURED  OR  GUARANTEED  BY,  THE  HOLDERS  OF  THE  NOTES, 
GOLDMAN,  SACHS  &  CO.,  GOLDMAN  SACHS  INTERNATIONAL,  THE  ADMINISTRATOR,  THE  SHARE  TRUSTEE,  THE  PROTECTION 
BUYER,  THE  BASIS  SWAP  COUNTERPARTY,  THE  COLLATERAL  PUT  PROVIDER,  THE  COLLATERAL  DISPOSAL  AGENT,  THE 
PORTFOLIO  SELECTION  AGENT  OR  ANY  OF  THEIR  RESPECTIVE  AFFILIATES.  THE  NOTES  HAVE  NOT  BEEN  AND  WILL  NOT  BE 
REGISTERED  UNDER  THE  UNITED  STATES  SECURITIES  ACT  OF  1933,  AS  AMENDED,  AND  NEITHER  OF  THE  ISSUERS  WILL  BE 
REGISTERED  UNDER  THE  UNITED  STATES  INVESTMENT  COMPANY  ACT  OF  1940,  AS  AMENDED.  THE  NOTES  ARE  BEING  OFFERED 
AND  SOLD  IN  THE  UNITED  STATES  ONLY  TO  PERSONS  WHO  ARE  (1)  QUALIFIED  INSTITUTIONAL  BUYERS  IN  RELIANCE  ON  THE 
EXEMPTION  FROM  THE  REGISTRATION  REQUIREMENTS  PROVIDED  BY  RULE  144A  UNDER  THE  SECURITIES  ACT  AND 
(2)  QUALIFIED  PURCHASERS  (FOR  PURPOSES  OF  SECTION  3(c)(7)  OF  THE  INVESTMENT  COMPANY  ACT),  AND  IN  ACCORDANCE 
WITH  ANY  OTHER  APPLICABLE  LAW.  PROSPECTIVE  PURCHASERS  ARE  HEREBY  NOTIFIED  THAT  THE  SELLER  OF  ANY  NOTES  MAY 
BE  RELYING  ON  THE  EXEMPTION  FROM  THE  REGISTRATION  REQUIREMENTS  OF  SECTION  5  OF  THE  SECURITIES  ACT  PROVIDED 
BY  RULE  144A.  THE  NOTES  ARE  BEING  OFFERED  AND  SOLD  OUTSIDE  THE  UNITED  STATES  TO  NON-U.S.  PERSONS  IN  OFFSHORE 
TRANSACTIONS  IN  RELIANCE  ON  REGULATION  S  UNDER  THE  SECURITIES  ACT.  THE  NOTES  ARE  NOT  TRANSFERABLE  EXCEPT  IN 
ACCORDANCE  WITH  THE  RESTRICTIONS  DESCRIBED  UNDER  "TRANSFER  RESTRICTIONS". 


The  Notes  are  offered  by  the  Initial  Purchaser  or  its  agent  as  specified  herein,  subject  to  its  right  to  reject  any  order  in  whole  or  in  part.  It  is 
expected  that  the  Global  Notes  will  be  ready  for  delivery  in  book-entry  form  only  in  New  York,  New  York,  on  or  about  April  26,  2007,  through  the 
facilities  of  DTC  (or  Euroclear,  with  respect  to  Notes  issued  in  Approved  Currencies  other  than  Dollars,  if  any),  against  payment  therefor  in 
immediately  available  funds.  The  Notes  will  have  the  minimum  denominations  set  forth  in  "Summary— Notes". 

Goldman,  Sachs  &  Co. 


Offering  Circular  dated  April  26,  2007. 
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THIS  OFFERING  CIRCULAR  SUPERSEDES  IN  ALL  RESPECTS  ALL  EARLIER  DATED  OFFERING 
CIRCULARS. 

GENERAL  NOTICE 

The  information  contained  in  this  Offering  Circular  has  been  provided  by  the  Issuers  and  other 
sources  identified  herein.  No  representation  or  warranty,  express  or  implied,  is  made  by  the  Initial 
Purchaser,  the  Protection  Buyer  or  the  Portfolio  Selection  Agent  (except,  with  respect  to  the  Protection 
Buyer  only,  the  information  set  forth  under  the  heading  "The  Protection  Buyer"  and  except,  with  respect  to 
the  Portfolio  Selection  Agent  only,  the  information  set  forth  under  the  heading  "The  Portfolio  Selection 
Agent")  as  to  the  accuracy  or  completeness  of  such  information,  and  nothing  contained  in  this  Offering 
Circular  is,  or  shall  be  relied  upon  as,  a  promise  or  representation  by  the  Initial  Purchaser,  the  Protection 
Buyer  or  the  Portfolio  Selection  Agent  (except,  with  respect  to  the  Protection  Buyer  only,  the  information 
set  forth  under  the  heading  "The  Protection  Buyer"  and  except,  with  respect  to  the  Portfolio  Selection 
Agent  only,  the  information  set  forth  under  the  heading  "The  Portfolio  Selection  Agent"). 

The  Issuers  (and,  with  respect  to  the  information  contained  in  this  Offering  Circular  under  the 
heading  "The  Protection  Buyer",  the  Protection  Buyer  and,  with  respect  to  the  information  contained  in 
this  Offering  Circular  under  the  heading  "The  Portfolio  Selection  Agent",  the  Portfolio  Selection  Agent), 
having  made  all  reasonable  inquiries,  confirm  that  the  information  contained  in  this  Offering  Circular  is 
true  and  correct  in  all  material  respects  and  is  not  misleading,  that  the  opinions  and  intentions  expressed 
in  this  Offering  Circular  are  honestly  held  and  that  there  are  no  other  facts  the  omission  of  which  would 
make  any  of  such  information  or  the  expression  of  any  such  opinions  or  intentions  misleading.  The 
Issuers  (and,  with  respect  to  the  information  contained  in  this  Offering  Circular  under  the  heading  "The 
Protection  Buyer",  the  Protection  Buyer  and,  with  respect  to  the  information  contained  in  this  Offering 
Circular  under  the  heading  "The  Portfolio  Selection  Agent",  the  Portfolio  Selection  Agent)  take 
responsibility  accordingly. 

The  Initial  Collateral  Security  set  forth  in  this  Offering  Circular  in  the  table  under  the  heading  "The 
Collateral  Securities— Initial  Collateral  Securities"  that  is  a  CLO  Security  is  described  in  the  offering 
circular  attached  hereto,  and  prospective  purchasers  of  the  Notes  should  refer  to  such  offering  circular  for 
a  description  of  the  terms  of  such  Initial  Collateral  Security. 

No  person  has  been  authorized  to  give  any  information  or  to  make  any  representation  other  than 
those  contained  in  this  Offering  Circular,  and,  if  given  or  made,  such  information  or  representation  must 
not  be  relied  upon  as  having  been  authorized.  This  Offering  Circular  does  not  constitute  an  offer  to  sell  or 
the  solicitation  of  an  offer  to  buy  any  securities  other  than  the  Notes. 

The  delivery  of  this  Offering  Circular  at  any  time  does  not  imply  that  the  information  herein  is 
correct  at  any  time  subsequent  to  the  date  of  this  Offering  Circular. 

Each  purchaser  of  the  Notes  must  comply  with  all  applicable  laws  and  regulations  in  force  in  each 
jurisdiction  in  which  it  purchases,  offers  or  sells  such  Notes  or  possesses  or  distributes  this  Offering 
Circular  and  must  obtain  any  consent,  approval  or  permission  required  for  the  purchase,  offer  or  sale  by  it 
of  such  Notes  under  the  laws  and  regulations  in  force  in  any  jurisdictions  to  which  it  is  subject  or  in  which 
it  makes  such  purchases,  offers  or  sales,  and  none  of  the  Issuers  or  the  Initial  Purchaser  specified  herein 
shall  have  any  responsibility  therefor.  Persons  into  whose  possession  this  Offering  Circular  comes  are 
required  by  the  Issuers  and  the  Initial  Purchaser  to  inform  themselves  about  and  to  observe  such 
applicable  laws  and  regulations.  For  a  further  description  of  certain  restrictions  on  offering  and  sales  of 
the  Notes,  see  "Transfer  Restrictions"  and  "Underwriting".  This  Offering  Circular  does  not  constitute  an 
offer  of,  or  an  invitation  to  purchase,  any"  of  the  Notes  in  any  jurisdiction  in  which  such  offer  or  invitation 
would  be  unlawful. 

No  invitation  may  be  made  to  the  public  in  the  Cayman  Islands  to  subscribe  for  the  Notes. 
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INFORMATION  APPLICABLE  TO  NON-U.S.  INVESTORS 
NOTICE  TO  RESIDENTS  OF  UNITED  KINGDOM 

There  are  restrictions  on  the  offer  and  sale  of  the  Notes  in  the  United  Kingdom.  No  action  has 
been  taken  to  permit  the  Notes  to  be  offered  to  the  public  in  the  United  Kingdom.  This  document  may  only 
be  issued  or  passed  on  in  or  into  the  United  Kingdom  to  any  person  to  whom  the  document  may  lawfully 
be  issued  or  passed  on  by  reason  of,  or  of  any  regulation  made  under,  section  21  of  the  Financial 
Services  and  Markets  Act  2000  of  the  United  Kingdom.  It  is  the  responsibility  of  all  persons  under  whose 
control  or  into  whose  possession  this  document  comes  to  inform  themselves  about  and  to  ensure 
observance  of  all  applicable  provisions  of  the  Public  Offers  of  Securities  Regulations  1995  and  the 
Financial  Services  and  Markets  Act  2000  in  respect  of  anything  done  in  relation  to  the  Notes  in,  from  or 
otherwise  involving  the  United  Kingdom.  See  "Underwriting". 

NOTICE  TO  RESIDENTS  OF  GERMANY 

The  Notes  will  not  be  offered  or  sold  in  the  Federal  Republic  of  Germany  other  than  in 
accordance  with  the  German  Securities  Sales  Prospectus  Act  of  December  13,  1990  of  the  Federal 
Republic  of  Germany,  as  amended  (Wertpapierverkaufsprospektgesetz),  the  German  Investment  Act  of 
December  15,  2003  of  the  Federal  Republic  of  Germany,  as  amended  (Investmentgesetz)  and  any  other 
legal  or  regulatory  requirements  applicable  in  the  Federal  Republic  of  Germany  governing  the  issue,  offer 
and  sale  of  securities.  Upon  the  request  of  a  German  investor,  the  Issuer  will  (i)  make  available  to  the 
German  investors  the  information  required  pursuant  to  §  5  (1)  sentence  1  nos.  1  and  2  in  connection  with 
sentence  2,  §  5  (1)  sentence  1  no.  4  and  §  5  (3)  sentence  1  of  the  Investmentsteuergesetz  (the  "German 
Investment  Tax  Act"),  (ii)  furnish  to  the  German  Federal  Tax  Office  (Bundesamt  fur  Finanzen)  upon  its 
request  within  three  months  proof  of  the  correctness  of  the  information  referred  to  under  clause  (i)  above 
in  accordance  with  §  5  (1)  sentence  1  no.  5  of  the  German  Investment  Tax  Act  and  (iii)  make  the 
publication  in  the  electronic  edition  of  the  Federal  Gazette  (elektronischer  Bundesanzeiger)  required 
pursuant  to  §  5  (1)  sentence  1  no.  3  of  the  German  Investment  Tax  Act  in  the  German  language.  All 
prospective  German  investors  are  urged  to  seek  independent  tax  advice.  The  Initial  Purchaser  does  not 
give  tax  advice. 

NOTICE  TO  RESIDENTS  OF  NETHERLANDS 

The  Notes  may  not  be  offered  or  sold,  transferred  or  delivered,  as  part  of  their  initial  distribution  or 
at  any  time  thereafter,  directly  or  indirectly,  to  any  individual  or  legal  entity  in  the  Netherlands  other  than 
to  individuals  or  legal  entities  who  or  which  trade  or  invest  in  securities  in  the  conduct  of  their  profession 
or  trade,  which  includes  banks,  securities  intermediaries,  insurance  companies,  pension  funds,  other 
institutional  investors  and  commercial  enterprises  which,  as  an  ancillary  activity,  regularly  trade  or  invest 
in  securities. 

NOTICE  TO  RESIDENTS  OF  HONG  KONG 

The  Notes  may  not  be  offered  or  sold  by  means  of  any  document  other  than  to  persons  whose 
ordinary  business  is  to  buy  or  sell  shares  or  debentures,  whether  as  principal  or  agent,  or  in 
circumstances  which  do  not  constitute  an  offer  to  the  public  within  the  meaning  of  the  Companies 
Ordinance  (Cap.  32)  of  Hong  Kong,  and  no  advertisement,  invitation  or  document  relating  to  the  Notes 
may  be  issued,  whether  in  Hong  Kong  or  elsewhere,  which  is  directed  at,  or  the  contents  of  which  are 
likely  to  be  accessed  or  read  by,  the  public  in  Hong  Kong  (except  if  permitted  to  do  so  under  the 
securities  laws  of  Hong  Kong)  other  than  with  respect  to  Notes  which  are  or  are  intended  to  be  disposed 
of  only  to  persons  outside  Hong  Kong  or  only  to  "professional  investors"  within  the  meaning  of  the 
Securities  and  Futures  Ordinance  (Cap.  571)  of  Hong  Kong  and  any  rules  made  thereunder. 
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NOTICE  TO  RESIDENTS  OF  SINGAPORE 

This  Offering  Circular  has  not  been  registered  as  a  prospectus  with  the  Monetary  Authority  of 
Singapore.  Accordingly,  this  Offering  Circular  and  any  other  document  or  material  in  connection  with  the 
offer  or  sale,  or  invitation  or  subscription  or  purchase,  of  the  Notes  may  not  be  circulated  or  distributed, 
nor  may  the  Notes  be  offered  or  sold,  or  be  made  the  subject  of  an  invitation  for  subscription  or  purchase, 
whether  directly  or  indirectly,  to  persons  in  Singapore  other  than  under  circumstances  in  which  such  offer, 
sale  or  invitation  does  not  constitute  an  offer  or  sale,  or  invitation  for  subscription  or  purchase,  of  the 
Notes  to  the  public  in  Singapore. 

NOTICE  TO  RESIDENTS  OF  JAPAN 

The  Notes  have  not  been  registered  under  the  Securities  and  Exchange  Law  of  Japan  and  are 
not  being  offered  or  sold  and  may  not  be  offered  or  sold,  directly  or  indirectly,  in  Japan  or  to  or  for  the 
account  of  any  resident  of  Japan,  except  (1)  pursuant  to  an  exemption  from  the  registration  requirements 
of  the  Securities  and  Exchange  Law  of  Japan  and  (2)  in  compliance  with  any  other  applicable 
requirements  of  Japanese  law. 

INFORMATION  APPLICABLE  TO  U.S.  INVESTORS 

This  Offering  Circular  is  confidential  and  is  being  furnished  by  the  Issuers  in  connection  with  an 
offering  exempt  from  registration  under  the  Securities  Act,  solely  for  the  purpose  of  enabling  a 
prospective  investor  to  consider  the  purchase  of  the  Notes  described  herein.  Except  as  otherwise 
authorized  under  the  following  paragraph,  any  reproduction  or  distribution  of  this  Offering  Circular,  in 
whole  or  in  part,  and  any  disclosure  of  its  contents  or  use  of  any  information  herein  for  any  purpose  other 
than  considering  an  investment  in  the  Notes  is  prohibited.  Each  offeree  of  the  Notes,  by  accepting 
delivery  of  this  Offering  Circular,  agrees  to  the  foregoing. 

EACH  PROSPECTIVE  INVESTOR  (AND  EACH  EMPLOYEE,  REPRESENTATIVE,  OR  OTHER 
AGENT  OF  SUCH  PROSPECTIVE  INVESTOR)  MAY  DISCLOSE  TO  ANY  AND  ALL  PERSONS, 
WITHOUT  LIMITATIONS  OF  ANY  KIND,  THE  TAX  TREATMENT  AND  TAX  STRUCTURE  OF  THE 
TRANSACTION  AND  ALL  MATERIALS  OF  ANY  KIND  (INCLUDING  OPINIONS  OR  OTHER  TAX 
ANALYSES)  THAT  ARE  PROVIDED  TO  THE  PROSPECTIVE  INVESTOR  RELATING  TO  SUCH  TAX 
TREATMENT  AND  TAX  STRUCTURE.  HOWEVER,  ANY  SUCH  INFORMATION  RELATING  TO  THE 
TAX  TREATMENT  OR  TAX  STRUCTURE  IS  REQUIRED  TO  BE  KEPT  CONFIDENTIAL  TO  THE 
EXTENT  REASONABLY  NECESSARY  TO  COMPLY  WITH  APPLICABLE  FEDERAL  OR  STATE 
SECURITIES  LAWS.  FOR  PURPOSES  OF  THIS  PARAGRAPH,  THE  TERMS  "TAX  TREATMENT', 
"TAX  STRUCTURE",  AND  "TAX  ANALYSES"  HAVE  THE  MEANING  GIVEN  TO  SUCH  TERMS 
UNDER  UNITED  STATES  TREASURY  REGULATION  SECTION  1.6011 -4(c)  AND  APPLICABLE 
STATE  OR  LOCAL  LAW. 

THE  NOTES  OFFERED  HEREBY  HAVE  NOT  BEEN  RECOMMENDED  BY  ANY  UNITED 
STATES  FEDERAL  OR  STATE  SECURITIES  COMMISSION  OR  REGULATORY  AUTHORITY. 
FURTHERMORE,  THE  FOREGOING  AUTHORITIES  HAVE  NOT  CONFIRMED  THE  ACCURACY  OR 
DETERMINED  THE  ADEQUACY  OF  THIS  DOCUMENT.  ANY  REPRESENTATION  TO  THE 
CONTRARY  IS  A  CRIMINAL  OFFENSE. 

NOTICE  TO  NEW  HAMPSHIRE  RESIDENTS 

NEITHER  THE  FACT  THAT  A  REGISTRATION  STATEMENT  OR  AN 
APPLICATION  FOR  A  LICENSE  HAS  BEEN  FILED  UNDER  CHAPTER  421-B  OF 
THE  NEW  HAMPSHIRE  REVISED  STATUTES  (THE  "RSA")  WITH  THE  STATE  OF 
NEW    HAMPSHIRE    NOR    THE    FACT    THAT    A    SECURITY    IS    EFFECTIVELY 


IV 
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REGISTERED  OR  A  PERSON  IS  LICENSED  IN  THE  STATE  OF  NEW  HAMPSHIRE 
CONSTITUTES  A  FINDING  BY  THE  SECRETARY  OF  STATE  OF  NEW  HAMPSHIRE 
THAT  ANY  DOCUMENT  FILED  UNDER  RSA  421 -B  IS  TRUE,  COMPLETE  AND  NOT 
MISLEADING.  NEITHER  ANY  SUCH  FACT  NOR  THE  FACT  THAT  AN  EXEMPTION 
OR  EXCEPTION  IS  AVAILABLE  FOR  A  SECURITY  OR  A  TRANSACTION  MEANS 
THAT  THE  SECRETARY  OF  STATE  HAS  PASSED  IN  ANY  WAY  UPON  THE 
MERITS  OR  QUALIFICATIONS  OF,  OR  RECOMMENDED  OR  GIVEN  APPROVAL 
TO,  ANY  PERSON,  SECURITY,  OR  TRANSACTION.  IT  IS  UNLAWFUL  TO  MAKE, 
OR  CAUSE  TO  BE  MADE,  TO  ANY  PROSPECTIVE  PURCHASER,  CUSTOMER,  OR 
CLIENT  ANY  REPRESENTATION  INCONSISTENT  WITH  THE  PROVISIONS  OF 
THIS  PARAGRAPH. 


AVAILABLE  INFORMATION 

To  permit  compliance  with  the  Securities  Act  in  connection  with  the  sale  of  the  Notes  in  reliance 
on  Rule  144A,  the  Issuer  will  be  required  under  the  Indenture  and  the  Issuing  and  Paying  Agency 
Agreement  to  furnish  upon  request  to  a  Holder  or  beneficial  owner  who  is  a  Qualified  Institutional  Buyer  of 
a  Note  sold  in  reliance  on  Rule  144A  or  a  prospective  investor  who  is  a  Qualified  Institutional  Buyer 
designated  by  such  Holder  or  beneficial  owner  the  information  required  to  be  delivered  under 
Rule  144A(d)(4)  under  the  Securities  Act  if  at  the  time  of  the  request  the  Issuer  is  neither  a  reporting 
company  under  Section  13  or  Section  15(d)  of  the  United  States  Securities  Exchange  Act  of  1934,  as 
amended,  nor  exempt  from  reporting  pursuant  to  Rule  12g-3-2(b)  under  the  Exchange  Act. 

In  accordance  with  the  Indenture  and  the  Issuing  and  Paying  Agency  Agreement,  the  Trustee  and 
the  Issuing  and  Paying  Agent,  as  applicable,  also  will  make  available  for  inspection  by  Holders  of  the 
Notes  certain  reports  or  communications  received  from  the  Issuers. 


Prior  to  making  an  investment  decision,  prospective  investors  should  ensure  that  they  have 
sufficient  knowledge,  experience  and  access  to  professional  advisors  to  make  their  own  legal,  tax, 
accounting  and  financial  evaluation  of  the  merits  and  risks  of  investment  in  the  Notes  and  should  carefully 
consider  the  nature  of  the  Notes,  the  matters  set  forth  elsewhere  in  this  Offering  Circular  and  the  extent  of 
their  exposure  to  the  risks  described  in  "Risk  Factors". 
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TRANSACTION  OVERVIEW 


This  overview  is  not  complete  and  is  qualified  in  its  entirety  by  reference  to  (i)  the  detailed  information 
appearing  elsewhere  in  this  Offering  Circular,  (ii)  the  terms  and  conditions  of  the  Notes  and  (Hi)  the 
provisions  of  the  documents  referred  to  in  this  Offering  Circular. 
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On  or  prior  to  the  Closing  Date,  the  Initial  Reference  Portfolio  will  be  selected  by  the  Portfolio  Selection  Agent. 

On  the  Closing  Date,  tha  Notes  will  bo  issued  in  the  Original  Principal  Amount  set  forth  in.  the  "Summary— Notes".  From  time  to  time 
following  the  Closing  Date,  additional  Notes  of  any  Class  may  be  issued. 

The  Issuer  will  use  the  net  proceeds  of  the  offering  of  the  Notes,  together  with  part  or  all  of  the  Upfront  Payment,  to  purchase  the 
Initial  Collateral  Securities  and  Eligible  Investments  selected  by  the  Protection  Buyer;  provided  that,  for  each  Approved  Currency,  the 
aggregate  principal  amount  of  Collateral  Securities  and  Eligible  Investments  denominated  in  such  Approved  Currency  and 
purchased  with  the  proceeds  of  the  offering  will  equal  or  exceed  the  Currency  Adjusted  Aggregate  Outstanding  Amount  of  Notes 
denominated  in  such  Approved  Currency  on  the  Closing  Date. 

On  the  Closing  Date,  the  Issuer  and  Goldman  Sachs  Capital  Markets,  L.P.,  as  the  Protection  Buyer,  will  enter  into  the  Credit  Default 
Swap  whereby  the  Issuer  (a)  sells  credit  protection  to  the  Protection  Buyer  with  respect  to  a  Reference  Portfolio  of  RMBS  and  (b) 
receives  from  the  Protection  Buyer  0)  an  Upfront  Payment  on  the  Closing  Date  and  (ii)  a  Fixed  Payment  on  the  Closing  Date  and 
each  Payment  Date.  Following  the  occurrence  of  a  Credit  Event  and  the  satisfaction  of  the  Conditions  to  Settlement,  the  Issuer  will 
pay  to  the  Protection  Buyer  an  amount  equal  to  any  Cash  Settlement  Amount.  For  a  description  of  all  payments  to  be  made  under 
the  Credit  Default  Swap,  see  "The  Credit  Default  Swap — Payments". 

On  the  Closing  Date,  the  Issuer  and  Goldman  Sachs  Capital  Markets,  LP.,  as  the  Basis  Swap  Counterparty,  will  enter  into  the  Basis 
Swap  whereby  the  Issuer  (a)  pays  to  the  Basis  Swap  Counterparty  any  Collateral  Interest  Amount  and  (b)  receives  an  amount  from 
the  Basis  Swap  Counterparty  equal  to  the  sum  of  the  products  for  each  Approved  Currency  in  which  Outstanding  Notes  are 
denominated  of:  (i)  the  Applicable  Index  for  the  Applicable  Period;  00  the  average  daily  Currency  Adjusted  Aggregated  Outstanding 
Amount  of  such  Notes  during  the  preceding  Basis  Swap  Calculation  Period;  and  (Hi)  the  actual  number  of  days  in  the  preceding 
Basis  Swap  Calculation  Period  in  which  a  payment  is  made  divided  by  360. 

On  the  Closing  Date,  the  Issuer  and  Goldman  Sachs  International,  as  the  Collateral  Put  Provider,  will  enter  into  the  Collateral  Put 
Agreement  whereby  the  Issuer  will  have  the  right  to  put  Collateral  (other  than  Put  Excluded  Collateral)  to  the  Collateral  Put  Provider 
in  return  for  a  payment  of  100%  of  the  principal  amount  of  such  Collateral  if  the  Collateral  cannot  be  liquidated  for  an  amount  equal 
to  at  least  100%  of  par  In  connection  with  (i)  the  payment  by  the  Issuer  to  the  applicable  Noteholders  of  any  Currency  Adjusted 
Notional  Principal  Adjustment  Amount,  (ii)  an  Optional  Redemption  in  Whole  "or  a  Partial  Optional  Redemption  and/or  (iii)  a  Stated 
Maturity. 
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SUMMARY 

The  following  summary  is  qualified  in  its  entirety  by  the  detailed  information  appearing  elsewhere 
in  this  Offering  Circular.  For  a  discussion  of  certain  factors  to  be  considered  in  connection  with  an 
investment  in  the  Notes,  see  "Risk  Factors". 

Capitalized  terms  used  herein  but  not  defined  shall  have  the  meanings  set  forth  under  "Glossary 
of  Defined  Terms". 


The  Issuers 


The  Portfolio  Selection  Agent. 


ABACUS  2007-AC1,  Ltd.  (the  "Issuer"),  a  company  incorporated 
under  the  laws  of  the  Cayman  Islands  for  the  sole  purpose  of 
issuing  the  Notes,  acquiring  the  Collateral,  entering  into  the 
Credit  Default  Swap,  the  Basis  Swap,  the  Collateral  Put 
Agreement  and  the  Portfolio  Selection  Agreement  and  engaging 
in  certain  related  transactions. 

The  Issuer  will  not  have  any  material  assets  other  than  (i)  the 
Collateral,  (ii)  its  rights  under  the  Credit  Default  Swap,  the  Basis 
Swap,  the  Collateral  Put  Agreement  and  the  Portfolio  Selection 
Agreement  and  (iii)  certain  other  assets. 

ABACUS  2007-AC1,  Inc.  (the  "Co-Issuer"  and,  together  with  the 
Issuer,  the  "Issuers"),  a  company  incorporated  under  the  laws  of 
the  State  of  Delaware  for  the  sole  purpose  of  co-issuing  the  Co- 
Issued  Notes. 

The  Co-Issuer  will  not  have  any  assets  (other  than  $10  of  equity 
capital)  and  will  not  pledge  any  assets  to  secure  the  Notes.  The 
Co-Issuer  will  have  no  claim  against  the  Issuer  in  respect  of  the 
Issuer  Assets. 

The  authorized  share  capital  of  the  Issuer  consists  of  300 
ordinary  shares,  par  value  $1.00  per  share  (the  "Issuer 
Ordinary  Shares"),  300  of  which  will  be  issued  on  or  prior  to  the 
Closing  Date.  The  Issuer  Ordinary  Shares  that  have  been 
issued  will  be  held  by  Maples  Finance  Limited,  a  licensed  trust 
company  incorporated  in  the  Cayman  Islands  and  any  successor 
thereto  (the  "Administrator"),  as  the  trustee  pursuant  to  the 
terms  of  a  charitable  trust  (the  "Share  Trustee").  The  common 
stock  of  the  Co-Issuer  will  be  held  by  the  Issuer. 

The  Initial  Reference  Portfolio  will  be  selected  by  ACA 
Management,  L.L.C.  ("ACA  Management"  and  in  such  capacity, 
the  "Portfolio  Selection  Agent")  pursuant  to  the  terms  of  the 
Portfolio  Selection  Agreement,  dated  as  of  the  Closing  Date  (the 
"Portfolio  Selection  Agreement"),  between  the  Issuer  and  the 
Portfolio  Selection  Agent.  The  Portfolio  Selection  Agent  will  not 
provide  any  other  services  to  the  Issuer  or  act  as  the  "collateral 
manager"  for  the  Collateral.  The  Portfolio  Selection  Agent  will 
not  have  any  fiduciary  duties  or  other  duties  to  the  Issuer  or  to 
the  holders  of  the  Notes  and  will  not  have  any  ability  to  direct  the 
Trustee  to  dispose  of  any  items  of  Collateral.  See  "The  Portfolio 
Selection  Agent"  and  "The  Portfolio  Selection  Agreement". 
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Notes 


Class  Designation 


Original  Principal  Amount 
(as  expressed  in  Dollars)1 


Initial  Class  Notional 
Amount  (as  expressed  in 
Dollars) 


Class  Series 


Stated  Maturity 


Average  Life 
(in  years)2 


Minimum  Denomination 
(Integral  Multiples): 


Rule  144A 


RegS 


Applicable  Investment 
Company  Act  of  1940 
Exemption 


Initial  Ratings: 


S&P 


SS 


$0 


$1,100,000,000 


Series  1 


A-1 


$50,000,000 


$200,000,000 


Series  1 


A-2 


$142,000,000 


$280,000,000 


Series  1 


$0 


$60,000,000 


Series  1 


$0 


$100,000,000 


Series  1 


$0 


$60,000,000 


Series  1 


FL 


$0 


$200,000,000 


Series  1 


March  1,2038 


3.5 


4.0 


4.2 


4.3 


4.4 


4.6 


5.1 


$250,000,  ($1) 


$100,000,  ($1);  €100,000,  (€1);  £100,000,  (£1);  ¥10,000,000,  (¥1);  A$100,000,  (A$1);  C$100,000,  (C$1);  NZ$100,000,  (NZ$1) 


3(c)(7) 


Moody's 


Pricing  Date 


Closing  Date 


Issue  Price 


Series  Interest  Rate  for 
Series  issued  on  Closing 
Date3 


Fixed  or  Floating  Rate 


Interest  Accrual  Period 


Payment  Date 


First  Payment  Date 


Record  Date 


Frequency  of  Payments 


Day  Count 


AAA 


AAA 


April  10,  2007 


April  26,  2007 


The  Notes  will  be  offered  for  sale  from  time  to  time  in  negotiated  transactions,  or  otherwise,  at  various  prices  to  be  determined  at  the  time  of 

such  sale 


Floating 


LIBOR  +  0.85% 


Floating 


LIBOR  +  1.10% 


Floating 


Floating 


Floating 


Fbating 


Floating 


Each  period  from  and  including  the  preceding  Payment  Date  (or,  the  Closing  Date,  with  respect  to  the  first  Payment  Date)  to  but  excluding  the 
current  Payment  Date  (or,  in  the  case  of  the  Payment  Date  preceding  the  Stated  Maturity,  to  but  excluding  the  Stated  Maturity) 


On  the  28th  calendar  day  of  each  month  (or  if  such  day  is  not  a  Business  Day,  the  next  succeeding  Business  Day)  and  at  Stated  Maturity 


May  29,  2007 


Monthly 


Co-Issued  Notes  or 
Issuer  Notes 


Form  of  Notes: 


Global 


CUSIPS  Rule  144A 


CUSIPS  Reg  S 


ISIN  Reg  S 


Common  Code 


Clearing  Method: 
Rule  144A 


Reg  S 


Certificated 


Actual/360 


Co-Issued  Notes 


Yes 


00256UAA2 


G0010JAA7 


USG0010JAA72 


029629897 


DTC 


Euroclear/ 
Clearstream 


N/A 


Monthly 


Actual/360 


Co-Issued  Notes 


Yes 


00256UAB0 


G0010JAB5 


USG0010JAB55 


029630569 


DTC 


Euroclear/ 
Clearstream 


N/A 


15  days  prior  to  the  applicable  Payment  Date 


Monthly 


Actual/360 


Issuer  Notes 


Yes 


00256YAA4 


G0010AAA6 


USG0010AAA63 


029630780 


DTC 


Euroclear/ 
Clearstream 


N/A 


Monthly 


Actual/360 


Issuer  Notes 


Yes 


00256YAB2 


G0010AAB4 


USG0010AAB47 


029630941 


DTC 


Euroclear/ 


N/A 


Monthly 


Aciuai/360 


Issuer  Notes 


Yes 


00256YACO 


G0010AAC2 


USG0010AAC20 


029631026 


DTC 


Euroclear/ 
Clearstream 


N/A 


Monthly 


Actuai/36G 


Issuer  Notes 


Yes 


00256YAD8 


G0010AAD0 


USG0010AAD03 


029631174 


DTC 


Euroclear/ 
Clearstream 


N/A 


Monthly 


Aciuai/36v 


Issuer  Notes 


Yes 


00256YAE6 


G0010AAE8 


USG0010AAE85 


029631662 


DTC 


Euroclear/ 
Clearstream 


N/A 


Pursuant  to  the  Indenture  (in  the  case  of  the  Co-Issued  Notes)  and  the  Issuing  and  Paying  Agency  Agreement  (in  the  case  of  the  Issuer  Notes), 
the  Notes  of  any  Class  may  be  issued  from  time  to  time  following  the  Closing  Date.  See  "Description  of  the  Notes— The  Indenture-^Additional 
Issuance"  and  "Description  of  the  Notes— The  Issuing  and  Paying  Agency  Agreement— Additional  Issuance." 

Under  a  hypothetical  scenario  in  which  (i)  each  Reference  Obligation  will  make  a  repayment  of  principal  in  full  on  a  single  date  corresponding  to 
the  projected  weighted  average  life  of  such  Reference  Obligation  determined  on  the  basis  of  a  30/360  day-count  convention,  whether  or  not  such 
date  falls  on  a  Business  Day  or  a  Payment  Date,  (ID  principal  payments  on  the  Notes  will  occur  on  Payment  Dates  in  accordance  with  the 
applicable  cut-off  dates,  (iii)  the  Notes  will  be  repaid  in  accordance  with  the  Priority  of  Payments  and  (iv)  no  Credit  Events  will  have  occurred  with 
respect  to  the  Reference  Portfolio.  The  assumptions  set  forth  above  are  not  predictive  or  a  forecast,  nor  do  they  necessarily  reflect  historical 
performance  and  defaults.  —  =  — 

The  Series  Interest  Rate  with  respect  to  any  Series  of  a  Class  will  be  determined  at  the  time  of  issuance  of  such  Series,  and  will  equal  the 
Applicable  Index  for  such  Series  plus  or  minus  the  Applicable  Spread  to  such  Applicable  Index.  The  Series  Interest  Rate  with  respect  to  different 
Series  of  a  Class  may  vary.  The  Notes  of  any  Class  may  be  issued  in  more  than  one  Series  due  to  differences  in  one  or  more  of  the  date  of 
issuance,  the  Series  Interest  Rate,  the  Approved  Currency  in  which  such  Notes  are  denominated,  the  Stated  Maturity,  the  Non-Call  Period  and 
the  date  from  which  interest  will  accrue.  See  "Additional  Issuance"  herein. 
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The  Issuer  Notes , 


Status  and  Subordination 


Use  of  Proceeds . 


Distributions  of  Interest 
Proceeds 


Non-Call  Period . 


The  Issuer  Notes  will  be  issued  in  accordance  with  one  or  more 
deeds  of  covenant  (each,  a  "Deed  of  Covenant")  and  will  be 
subject  to  the  Issuing  and  Paying  Agency  Agreement,  dated  as 
of  the  Closing  Date  including  the  terms  and  conditions  of  such 
Notes  contained  therein  (the  "Issuing  and  Paying  Agency 
Agreement"),  between  the  Issuer  and  LaSalle  Bank  National 
Association,  as  Issuing  and  Paying  Agent  (in  such  capacity,  the 
"Issuing  and  Paying  Agent").  See  "Description  of  Notes— The 
Issuing  and  Paying  Agency  Agreement". 

The  Co-Issued  Notes  will  be  limited  recourse  obligations  of  the 
Issuers  and  the  Issuer  Notes  will  be  limited  recourse  obligations 
of  the  Issuer.  On  (i)  each  Payment  Date  and  (ii)  any  other 
Business  Day  on  which  Currency  Adjusted  Notional  Principal 
Adjustment  Amounts  are  paid  by  the  Issuer  to  the  Noteholders, 
the  Class  SS  Notes  will  be  senior  in  right  of  payment  to  the  Class 
A-1  Notes,  the  Class  A-i  Notes  wiii  be  senior  in  righi  of  payment 
to  the  Class  A-2  Notes,  the  Class  A-2  Notes  will  be  senior  in  right 
of  payment  to  the  Class  B  Notes,  the  Class  B  Notes  will  be 
senior  in  right  of  payment  to  the  Class  C  Notes,  the  Class  C 
Notes  will  be  senior  in  right  of  payment  to  the  Class  D  Notes  and 
the  Class  D  Notes  will  be  senior  in  right  of  payment  to  the  Class 
FL  Notes. 

The  aggregate  net  proceeds  of  the  offering  of  the  Notes  are 
expected  to  equal  approximately  $192,000,000  (including  the 
USD  Equivalent  of  the  Notes  denominated  in  Approved 
Currencies  other  than  Dollars).  The  Issuer  will  use  such  net 
proceeds,  together  with  part  or  all  of  the  Upfront  Payment,  to 
purchase  Collateral  Securities  and  Eligible  Investments  that  will 
have  an  aggregate  principal  amount  of  at  least  $192,000,000 
(including  the  USD  Equivalent  of  the  Collateral  Securities 
denominated  in  Approved  Currencies  other  than  Dollars); 
provided  that,  for  each  Approved  Currency,  the  aggregate 
principal  amount  of  Collateral  Securities  and  Eligible  Investments 
denominated  in  such  Approved  Currency  and  purchased  with  the 
proceeds  of  the  offering  will  equal  or  exceed  the  Currency 
Adjusted  Aggregate  Outstanding  Amount  of  Notes  denominated 
in  such  Approved  Currency  on  the  Closing  Date. 


Interest  Proceeds  will  be  distributable  monthly  to  Holders  of  the 
Notes  in  accordance  with  the  Priority  of  Payments.  See 
"Description  of  the  Notes— Priority  of  Payments". 

With  respect  to  each  Series  of  Notes  issued  on  the  Closing  Date, 
the  period  from  the  Closing  Date  to  and  including  the  Business 
Day  immediately  preceding  the  April  2009  Payment  Date  and, 
with  respect  to  any  Series  of  Notes  issued  after  the  Closing 
Date,  the=  period  designated  for  such  Series  at  the  time  of 
issuance  in  the  related  offering  circular  supplement  (the  "Non- 
Call  Period"). 

So  long  as  the  Non-Call  Period  for  each  Series  of  Notes 
Outstanding  has  expired,  the  Notes  will  be  redeemed  in  full  at 
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Principal  Payments 
on  the  Notes 


the  option  of  the  Protection  Buyer  if  the  Protection  Buyer  elects 
to  terminate  the  Credit  Default  Swap  prior  to  the  Scheduled 
Termination  Date  and  certain  conditions  are  satisfied.  See 
"Description  of  the  Notes — Optional  Redemption  in  Whole  and 
Partial  Optional  Redemption",  "Description  of  the  Notes— Priority 
of  Payments — Principal  Proceeds — Stated  Maturity,  Optional 
Redemption  Date  and  Mandatory  Redemption  Date"  and  "The 
Credit  Default  Swap — Credit  Default  Swap  Early  Termination- 
Credit  Default  Swap  Termination  Events". 

After  the  applicable  Non-Call  Period,  one  or  more  Series  of 
Notes  may  be  redeemed  in  full  if  the  Protection  Buyer,  in  its  sole 
discretion,  elects  to  redeem  such  Series  prior  to  its  Stated 
Maturity  and  certain  conditions  are  satisfied.  In  addition,  if  the 
Protection  Buyer  and/or  one  or  more  Affiliates  thereof  acquires 
any  Notes  prior  to  the  end  of  the  related  Series'  applicable  Non- 
Cal!  Period  (such  Notes,  "Protection  Buyer  Notes"),  such  Notes 
may  be  redeemed  notwithstanding  that  any  such  redemption 
may  occur  during  the  applicable  Non-Call  Period.  See 
"Description  of  the  Notes— Optional  Redemption  in  Whole  and 
Partial  Optional  Redemption",  "Description  of  the  Notes— Priority 
of  Payments — Principal  Proceeds— Other  Payment  Dates"  and 
"The  Credit  Default  Swap — Payments— Payment  on  a  Partial 
Optional  Redemption  Date". 


The  following  table  sets  forth  the  general  circumstances  and 
dates  upon  which  Holders  of  the  Notes  will  receive  principal 
payments  on  their  Notes  prior  to  the  Stated  Maturity: 


Event 

Date  of  Payment 

Amounts  Payable  in 
accordance  with  the 
Priority  of  Payments 

Payment  of  Currency 
Adjusted  Notional 
Principal  Adjustment 
Amounts 

The  Payment  Date 

immediately  following 

the  Due  Period  in  which 

such  amounts  were 

determined  by  the 

Credit  Default  Swap 

Calculation  Agent 

Notional  Principal 
Adjustment  Amounts 

Optional  Redemption  in 
Whole  due  to  an 
optional  termination  of 
the  Credit  Default  Swap 
by  the  Protection  Buyer 

Any  Payment  Date  after 

the  expiration  of  the 

Non-Call  Period  for 

each  Series  of  Notes 

Outstanding 

Currency  Adjusted 
Aggregate  Outstanding 
Amount  plus,  if  the 
consent  of  each  Holder 
of  Notes  of  a 
Reversible  Loss  Series 
has  not  been  obtained, 
with  respect  to  each 
such  Reversible  Loss 
Series,  the  Optional 
Redemption 
Reimbursement 
Amount 
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Event 


Partial  Optional 
Redemption  due  to  the 
election  by  the 
Protection  Buyer  to 
redeem  one  or  more 
Series  of  Notes  in  full 


Partial  Optional 
Redemption  due.  to  the 
election  by  the 
Protection  Buyer  to 
redeem  Protection 
Buyer  Notes 


Date  of  Payment 


Any  Payment  Date  after 

the  applicable  Non-Call 

Period 


Amounts  Payable  in 
accordance  with  the 
Priority  of  Payments 


Currency  Adjusted 
Aggregate  Outstanding 
Amount  of  each  Series 
of  Notes  being 
redeemed  plus,  if  any 
such  Series  is  a 
Reversible  Loss  Series 
and  the  consent  of 
each  Holder  of  such 
Reversible  Loss  Series 
has  not  been  obtained, 
the  Optional 
Redemption 
Reimbursement 
Amount  for  any  such 
Reversible  Loss  Series 


Mandatory  Redemption 
(other  than  a  Mandatory 
Redemption  caused  by 
a  (i)  termination  of  the 
Credit  Default  Swap 
pursuant  to  which  the 
Protection  Buyer  is  the 
defaulting  party, 
(ii)  termination  of  the 
Collateral  Put 
Agreement  pursuant  to 
which  the  Collateral  Put 
Provider  Is  the 
defaulting  party  or  (iii) 
termination  of  the  Basis 
Swap  pursuant  to  which 
the  Basis  Swap 
Counterparty  is  the 
defaulting  party,  for 
which  there  would  be 
insufficient  liquidation 
proceeds  to  pay 
(a)  items  (i)  through  (iii) 
of  the  Priority  of 
Payments  and  (b)  with 
respecttoeachofthe 
Class  SS  Notes,  the 
Class  A  Notes,  the 
Class  B  Notes  and  the 
Class  C  Notes,  the 
Currency  Adjusted 
Aggregate  Outstanding 
Amount  of  each  Series 
of  Notes  of  such  Class 
and  accrued  interest 
thereon  (if  any)) 


Any  Payment  Date 


Any  Business  Day 


Currency  Adjusted 
Aggregate  Outstanding 
Amount  of  the 
Protection  Buyer  Notes 
being  redeemed 


Principal  Proceeds 


Mandatory  Redemption 
(other  than  as  described 
above) 


Any  Business  Day 


Principal  Proceeds 
and/or  delivery  of 
Collateral  Securities 
subject  to  Special 
Termination 
Liquidation  Procedure 


See  "Description  of  the  Notes — Principal",  "Description  of  the 
Notes— Optional   Redemption   in  Whole   and   Partial  Optional 
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Decrease  in  the  Class  Notional 
Amount  of  each  Class  of 
Notes 


Increase  in  the  Class 
Notional  Amount  of  each 
Class  of  Notes 


Redemption",  "Description  of  the  Notes— Mandatory 
Redemption",  "Description  of  the  Notes — Priority  of  Payments" 
and  "Description  of  the  Notes— The  Indenture — Events  of 
Default". 


The  Class  Notional  Amount  of  each  Class  of  Notes  will  be 
decreased  by  an  amount  (as  expressed  in  Dollars)  equal  to: 

(i)  on  the  fifth  Business  Day  following  the  calculation  of  any 
Loss  Amount,  if  greater  than  zero,  the  lesser  of  (a)(i)  the 
aggregate  Loss  Amount  determined  on  the  related 
Credit  Default  Swap  Calculation  Date  less  (ii)  the  Class 
Notional  Amount  of  all  Classes  of  Notes  that  are 
subordinated  to  such  Class  immediately  prior  to  such 
determination  and  (b)  the  Class  Notional  Amount  of 
such  Class  immediately  prior  to  such  determination 
(such  amount,  the  "Unsealed  Credit  Event  Adjustment 
Amount");  and 

(ii)  on  the  Payment  Date  immediately  following  the  Due 
Period  in  which  such  Reference  Obligation  Amortization 
Amount  is  determined  by  the  Credit  Default  Swap 
Calculation  Agent  on  one  or  more  Reference 
Obligation (s),  if  greater  than  zero,  the  lesser  of  (x)  (A) 
the  aggregate  Notional  Principal  Amount  allocable  on 
such  date  less  (B)  the  Class  Notional  Amount  of  all 
Classes  of  Notes  that  are  senior  to  such  Class 
immediately  prior  to  such  determination,  and  (y)  the 
Class  Notional  Amount  of  such  Class  immediately  prior 
to  such  determination  (such  amount,  the  "Unsealed 
Notional  Principal  Adjustment  Amount"). 

On  any  date  of  determination,  increases  and  decreases  to  the 
Class  Notional  Amount  of  any  Class  of  Notes  will  be  determined 
by  giving  effect,  in  the  following  order,  to  the  (0  aggregate  Loss 
Amount  (if  any),  (ii)  aggregate  Reference  Obligation 
Reimbursement  Amount  (if  any),  and  (iii)  aggregate  Notional 
Principal  Amount  (if  any). 

See  "Description  of  Notes — Principal". 


On  the  Payment  Date  immediately  following  the  Due  Period 
during  which  a  Reference  Obligation  Reimbursement  Amount  is 
determined  by  the  Credit  Default  Swap  Calculation  Agent  with 
respect  to  one  or  more  Reference  Obligation(s),  and  so  long  as 
such  Reference  Obligation(s)  remains  in  the  Reference  Portfolio 
at  the  time  of  such  Reference  Obligation  Reimbursement,  the 
Class  Notional  Amount  of  each  Class  of  Notes  will  be  increased 
by  an  amount  (as  expressed  in  Dollars)  equal  to,  if  greater  than 
zero,  the  lesser  of  (0  such  Reference  Obligation  Reimbursement 
Amount  less  the  sum  of  the   ICE  Class   Notional  Amount 
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Differentials  for  the  Classes  of  Notes  that  are  senior  to  such 
Class  immediately  prior  to  such  determination,  and  (ii)  the  ICE 
Class  Notional  Amount  Differential  of  such  Class  immediately 
prior  to  such  determination  (such  amount,  the  "Unsealed 
Reinstatement  Adjustment  Amount")  (if  any). 

On  any  date  of  determination,  increases  and  decreases  to  the 
Class  Notional  Amount  of  any  Class  of  Notes  will  be  determined 
by  giving  effect,  in  the  following  order,  to  the  (i)  aggregate  Loss 
Amount  (if  any),  (ii)  aggregate  Reference  Obligation 
Reimbursement  Amount  (if  any)  and  (Hi)  aggregate  Notional 
Principal  Amount  (if  any). 


Decrease  in  the  Aggregate 
USD  Equivalent  Outstanding 
Amount  of  each  Class 
of  Notes 


See  "Description  of  Notes— Principal". 


The  Aggregate  USD  Equivalent  Outstanding  Amount  of  each 
Class  of  Notes  will  be  decreased  by  an  amount  (as  expressed  in 
Dollars)  equal  to: 

(i)  on  the  fifth  Business  Day  following  the  calculation  of  any 
Loss  Amount,  without  paying  any  principal  on  such  Class 
of  Notes,  the  product  of  (a)  the  related  Unsealed  Credit 
Event  Adjustment  Amount  and  (b)  the  related  Note 
Scaling  Factor  (such  amount  determined  under  this 
subclause  (i),  the  "Credit  Event  Adjustment  Amount"); 

(ii)  on  the  Payment  Date  immediately  following  the  Due 
Period  in  which  a  Reference  Obligation  Amortization 
Amount  is  determined  by  the  Credit  Default  Swap 
Calculation  Agent  on  one  or  more  Reference 
Obligation (s),  a  payment  of  principal  representing  the 
product  of  (a)  the  related  Unsealed  Notional  Principal 
Adjustment  Amount  and  (b)  the  related  Note  Scaling 
Factor  (such  amount  determined  under  this  subclause 
(ii),  the  "Notional  Principal  Adjustment  Amount"); 

(iii)  on  any  Stated  Maturity  related  to  a  Series  of  such  Class, 
after  giving  effect  to  clauses  (i)  and  (ii)  above,  the 
Aggregate  USD  Equivalent  Outstanding  Amount  of  each 
such  Series  maturing  on  such  date;  and 

(iv)  on  a  Partial  Optional  Redemption  Date,  after  giving  effect 
to  clauses  (i)  through  (iii)  above,  with  respect  to  a  Class 
of  Notes  for  which  (A)  one  or  more  Series  of  such  Class 
is  redeemed  in  full  on  such  date  or  (B)  Protection  Buyer 
Notes  are  redeemed,  in  each  case  in  connection  with  a 
Partial  Optional  Redemption,  a  payment  of  principal 
representing  the  Aggregate  USD  Equivalent  Outstanding 
Amount  of  the  Notes  of  such  Class  redeemed  in 
connection  with  such  Partial  Optional  Redemption. 
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Increase  in  the  Aggregate 
USD  Equivalent  Outstanding 
Amount  of  each  Class 
of  Notes 


For  the  avoidance  of  doubt,  with  respect  to  a  Class  with  more 
than  one  Series  Outstanding  at  such  time  of  determination,  any 
pro  rata  allocations  made  on  such  date  pursuant  to  subclauses 
(i)  through  (iv)  above  will  be  based  on  the  Aggregate  USD 
Equivalent  Outstanding  Amount  of  each  applicable  Series  of 
such  Class,  as  expressed  in  Dollars. 

On  any  date  of  determination,  increases  and  decreases  to  the 
Aggregate  USD  Equivalent  Outstanding  Amount  of  any  Class  of 
Notes  will  be  determined  by  giving  effect,  in  the  following  order, 
to  (i)  the  aggregate  related  Unsealed  Credit  Event  Adjustment 
Amount  (if  any),  (ii)  the  aggregate  related  Unsealed 
Reinstatement  Adjustment  Amount  (if  any)  and  (iii)  the  aggregate 
related  Unsealed  Notional  Principal  Adjustment  Amount  (if  any). 

See  "Description  of  Notes — Principal". 


The  Aggregate  USD  Equivalent  Outstanding  Amount  of  each 
Class  of  Notes  will  be  increased  by  an  amount  (as  expressed  in 
Dollars)  equal  to: 

(i)  on  the  Payment  Date  immediately  following  the  Due 
Period  during  which  a  Reference  Obligation 
Reimbursement  Amount  is  determined  by  the  Credit 
Default  Swap  Calculation  Agent  (with  the  related 
Currency  Adjusted  Reinstatement  Adjustment  Amount 
(other  than  with  respect  to  that  portion  of  Reference 
Obligation  Repayment  Amount  which  will  be  applied  to 
make  principal  payments  on  the  Notes  on  such  Payment 
Date)  to  be  invested  in  Collateral  Securities,  or  pending 
such  investment,  in  Eligible  Investments,  as  described 
under  " — The  Collateral  Securities"),  the  product  of  (a) 
the  related  Unsealed  Reinstatement  Adjustment  Amount 
and  (b)  the  related  Note  Scaling  Factor  with  respect  to 
such  Class  of  Notes  (such  amount,  the  "Reinstatement 
Adjustment  Amount");  provided  that  the  Aggregate 
USD  Equivalent  Outstanding  Amount  of  each  Class  of 
Notes  may  only  be  increased  by  an  amount  less  than  or 
equal  to  the  ICE  Aggregate  USD  Equivalent  Outstanding 
Amount  Differential  of  such  Class;  and 

(ii)  on  any  day  on  which  additional  Notes  of  such  Class  are 
issued,  the  principal  amount  of  such  additional  issuance 
(or  the  USD  Equivalent  of  such  principal  amount  if  issued 
in  an  Approved  Currency  other  than  Dollars). 

For  the  avoidance  of  doubt,  with  respect  to  a  Class  with  more 
than  one  Series  Outstanding  at  such  time  of  determination,  any 
pro  rata  allocations  made  on  such  date  pursuant  to  subclause  (i) 
above  will  be  based  on  the  Aggregate  USD  Equivalent 
Outstanding  Amount  of  each  Series  of  such  Class,  as  expressed 
in  Dollars. 
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See  "Description  of  Notes— Principal". 


Decrease  in  the  Currency  Adjusted 
Aggregate  Outstanding  Amount 
of  each  Series  of  Notes 


Increase  in  the  Currency  Adjusted 
Aggregate  Outstanding  Amount 
of  each  Series  of  Notes 


Cancellation  of  Notes . 


The  Credit  Default  Swap 
Credit  Default  Swap 


Documentation . 


The  Currency  Adjusted  Aggregate  Outstanding  Amount  of  any 
Series  of  Notes  will  be  decreased,  with  respect  to  (A)  any  event 
described  under  clauses  (i)  and  (ii)  of  "—Decrease  in  the 
Aggregate  USD  Equivalent  Outstanding  Amount  of  each  Class 
of  Notes",  by  an  amount  equal  to  the  quotient  of  (a)  such  Notes' 
allocation  of  any  related  Credit  Event  Adjustment  Amount  or 
Notional  Principal  Adjustment  Amount,  as  applicable,  divided  by 
(b)  the  Applicable  Series  Foreign  Exchange  Rate  (such  quotient, 
the  "Currency  Adjusted  Credit  Event  Adjustment  Amount"  or 
the  "Currency  Adjusted  Notional  Principal  Adjustment 
Amount",  as  applicable),  (B)  on  the  Stated  Maturity  with  respect 
to  a  Series  of  Notes,  the  Currency  Adjusted  Aggregate 
Outstanding  Amount  of  such  Notes  maturing  on  such  date,  after 
giving  effect  to  any  reductions  pursuant  to  subclause  (A)  above 
and  (C)  a  Partial  Optional  Redemption  of  such  Notes,  by  the 
Currency  Adjusted  Aggregate  Outstanding  Amount  of  such 
Notes,  after  giving  effect  to  any  reductions  pursuant  to 
subclauses  (A)  and  (B)  above. 


The  Currency  Adjusted  Aggregate  Outstanding  Amount  of  any 
Series  of  Notes  will  be  increased,  with  respect  to  any  event 
described  under  clause  (i)  of  "—Increase  in  the  Aggregate  USD 
Equivalent  Outstanding  Amount  of  each  Class  of  Notes",  by  an 
amount  equal  to  the  quotient  of  (a)  such  Notes'  allocation  of  any 
related  Reinstatement  Adjustment  Amount  divided  by  (b)the 
Applicable  Series  Foreign  Exchange  Rate  (such  quotient,  the 
"Currency  Adjusted  Reinstatement  Adjustment  Amount"). 

A  Class  of  Notes  will  be  deemed  to  be  cancelled  and  no  longer 
Outstanding  on  the  date  that  the  ICE  Class  Notional  Amount  of 
such  Class  has  been  reduced  to  zero. 


On  or  prior  to  the  Closing  Date,  the  Issuer  will  enter  into  a  credit 
default  swap  transaction  (the  "Credit  Default  Swap")  with 
Goldman  Sachs  Capital  Markets,  L.P.  (in  such  capacity,  the 
"Protection  Buyer")  pursuant  to  which  the  Issuer  will  sell  credit 
protection  to  the  Protection  Buyer  with  respect  to  a  portfolio  of 
Reference  Obligations  consisting  of  RMBS. 

The  Credit  Default  Swap  will  be  documented  by  a  confirmation 
that  will  be  governed  by,  form  part  of  and  be  subject  to  a  1992 
Master  Agreement  (Multicurrency-Cross  Border)  (the  "ISDA 
Master  Agreement")  published  by  the  International  Swaps  and 
Derivatives  Association,  Inc.  ("ISDA"),  and  Schedule  thereto. 
The  definitions  and  provisions  of  the  ISDA  Credit  Derivatives 
Definitions  will  be  incorporated  into  the  Credit  Default  Swap  by 
reference  (as  supplemented  by  the  May  2003  Supplement  to 
such    definitions    published    by    ISDA),    subject    to    certain 
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Reference  Portfolio . 


Modification  of  the 
Reference  Portfolio. 


Credit  Events . 


amendments  as  set  out  in  the  Credit  Default  Swap.  The  Credit 
Default  Swap  will  be  governed  by  New  York  law. 

On  the  Closing  Date,  it  is  expected  that  the  Credit  Default  Swap 
will  reference  90  Reference  Obligations  (collectively,  the 
"Reference  Portfolio").  See  Schedule  A. 

The  Protection  Buyer  is  not  required  to  have  any  credit  exposure 
to  any  Reference  Entity  or  any  Reference  Obligation. 


The  Reference  Portfolio  is  static  and  no  replacement  Reference 

Obligations  may  be  included  in  the  Reference  Portfolio. 
Following  the  redemption  or  amortization  in  full  of  a  Reference 
Obligation,  the  Reference  Obligation  that  has  been  redeemed  or 
amortized  in  full,  will  be  removed  from  the  Reference  Portfolio. 
Subiect  to  the  foronninn  if  the  RfifprRnr.fi  Ohlination  Notional 
Amount  of  a  Reference  Obligation  that  suffered  one  or  more 
Credit  Events  is  reduced  to  zero  at  any  time  on  or  prior  to  the 
Scheduled  Termination  Date  and  remains  at  zero  for  a  period  of 
one  calendar  year,  such  Reference  Obligation  shall  be  removed 
from  the  Reference  Portfolio  as  of  the  last  day  of  such  one 
calendar  year  period;  provided  that,  if  such  Reference  Obligation 
that  suffered  one  or  more  Credit  Events  experiences  a 
Reference  Obligation  Reimbursement  for  which  the  Reference 
Obligation  Repayment  Amount  equals  the  ICE  Reference 
Obligation  Notional  Amount  Differential  of  such  Reference 
Obligation  immediately  prior  to  such  determination,  the 
Reference  Obligation  shall  be  removed  from  the  Reference 
Portfolio  immediately  following  the  determination  of  such 
Reference  Obligation  Repayment  Amount  by  the  Credit  Default 
Swap  Calculation  Agent. 

The  following  Credit  Events  (each  a  "Credit  Event")  shall  apply 

with  respect  to  each  Reference  Obligation: 

(i)  Failure  to  Pay  Principal;  or 

(ii)         Writedown. 

See  "The  Credit  Default  Swap— Credit  Events". 

Conditions  to  Settlement The  "Conditions  to  Settlement"  will  be  satisfied  upon  delivery 

to  the  Issuer  and  the  Trustee  of  a  Credit  Event  Notice  and  a 
Notice  of  Publicly  Available  Information. 

Notifying  Party The  Protection  Buyer. 

Credit  Default  Swap 

Calculation  Agent Goldman  Sachs  Capital  Markets,  L.P.  will  be  the  calculation 

agent  (in  this  capacity  the  "Credit  Default  Swap  Calculation 
Agent")  under  the  Credit  Default  Swap. 

Settlement  Method Cash. 
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Loss  Amount . 


Cash  Settlement  Amount . 


Reimbursement  following 
a  Credit  Event 


Credit  Default  Swap 
Early  Termination.. 


On  the  Business  Day  on  which  the  Protection  Buyer  satisfied  the 
Conditions  to  Settlement  On  each  case,  a  "Credit  Default  Swap 
Calculation  Date"),  the  Credit  Default  Swap  Calculation  Agent 
will  determine  the  loss  amount  (a  "Loss  Amount")  with  respect 
to  the  related  Credit  Event  as  follows: 

(i)  with  respect  to  a  Writedown,  the  Loss  Amount  will  be  an 

amount  equal  to  the  related  Writedown  Amount;  and 

(ii)  with  respect  to  a  Failure  to  Pay  Principal,  the  Loss 
Amount  will  be  an  amount  equal  to  the  related  Principal 
Shortfall  Amount. 

On  the  fifth  Business  Day  following  a  Credit  Default  Swap 
Calculation  Date  (a  "Credit  Default  Swap  Settlement  Date"), 
subject  to  the  provision  described  in  the  following  paragraph,  the 
Issuer  will  pay  to  the  Protection  Buyer  an  amount  (a  "Cash 
Settlement  Amount")  equal  to  the  aggregate  of  any  Currency 
Adjusted  Credit  Event  Adjustment  Amounts  determined  on  such 
day  payable  in  the  currencies  of  such  Currency  Adjusted  Credit 
Event  Adjustment  Amounts. 

Pursuant  to  the  terms  of  the  Credit  Default  Swap,  if  the 
liquidation  proceeds  of  Eligible  Investments  and  Collateral 
Securities  would  have  been  sufficient  to  pay  a  Cash  Settlement 
Amount  had  such  Collateral  (other  than  Put  Excluded  Collateral) 
been  liquidated  at  least  at  100%  of  par  (instead  of  below  100% 
of  par),  the  Issuer  will  be  deemed  to  have  paid  such  Cash 
Settlement  Amount  in  full  upon  the  Protection  Buyer's  receipt  of 
the  actual  related  liquidation  proceeds. 

See  "The  Credit  Default  Swap— Payments". 


If,  after  the  occurrence  of  a  Credit  Event,  a  Reference  Obligation 
Reimbursement  occurs  with  respect  to  the  related  Reference 
Obligation,  and  so  long  as  such  Reference  Obligation  remains  in 
the  Reference  Portfolio  at  the  time  of  such  Reference  Obligation 
Reimbursement,  the  Protection  Buyer  will  pay  to  the  Issuer,  on 
the  Payment  Date  immediately  following  the  Due  Period  during 
which  the  related  Reference  Obligation  Reimbursement  Amount 
is  determined  by  the  Credit  Default  Swap  Calculation  Agent,  an 
amount  equal  to  the  aggregate  of: 

(i)  the    Currency    Adjusted    Reinstatement    Adjustment 

Amounts  payable  on  such  date;  and 

(ii)  the   ICE   Currency  Adjusted   Interest  Reimbursement 

Amounts  payable  on  such  date. 


The  Credit  Default  Swap  may  be  terminated  by  the  Issuer  or  by 
the  Protection  Buyer  ("Credit  Default  Swap  Early 
Termination")  at  the  option  of  the  non-defaulting  or  non-affected 
party,  as  applicable,  upon  the  occurrence  of  a  Credit  Default 
Swap  Event  of  Default  or  a  Credit  Default  Swap  Termination 
Event.   Upon  the  Trustee  becoming  aware  of  the  occurrence  of 
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The  Collateral  Securities 
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any  event  that  gives  rise  to  the  right  of  the  Issuer  to  terminate  the 
Credit  Default  Swap,  the  Basis  Swap  or  the  Collateral  Put 
Agreement,  the  Trustee  or  the  Issuing  and  Paying  Agent,  as 
applicable,  will  as  promptly  as  practicable  notify  the  Noteholders 
of  such  event  and  will  terminate  any  such  agreement  on  behalf 
of  the  Issuer  at  the  direction  of  (i)  in  the  case  of  the  Credit 
Default  Swap  or  the  Basis  Swap,  a  Majority  of  the  Aggregate 
USD  Equivalent  Outstanding  Amount  of  the  Notes  and  (ii)  in  the 
case  of  the  Collateral  Put  Agreement,  100%  of  the  Aggregate 
USD  Equivalent  Outstanding  Amount  of  the  Notes,  in  each  case 
voting  as  a  single  class.  In  connection  with  any  Noteholder  vote 
to  terminate  the  Collateral  Put  Agreement,  any  Notes  held  by  or 
on  behalf  of  the  Collateral  Put  Provider  or  any  of  its  Affiliates  will 
have  no  voting  rights  and  will  be  deemed  not  to  be  Outstanding 
in  connection  with  any  such  vote. 

See  "The  Credit  Default  Swap— Credit  Default  Swap  Early 
Termination". 


On  the  Closing  Date,  the  Issuer  will  use  part  of  the  proceeds  of 
the  offering  to  purchase  at  least  $192,000,000  principal  amount 
of  Collateral  Securities  and  Eligible  Investments  selected  by  the 
Protection  Buyer  as  described  in  "The  Collateral  Securities— The 
Initial  Collateral  Securities"  (including  the  USD  Equivalent  of  the 
Notes  denominated  in  Approved  Currencies  other  than  Dollars); 
provided  that,  for  each  Approved  Currency,  the  aggregate 
principal  amount  of  Collateral  Securities  and  Eligible  Investments 
denominated  in  such  Approved  Currency  and  purchased  with  the 
proceeds  of  the  offering  will  equal  or  exceed  the  Currency 
Adjusted  Aggregate  Outstanding  Amouni  of  Notes  denominated 
in  such  Approved  Currency  on  the  Closing  Date. 


Substitution . 


Purchase  of  Supplemental 
Collateral  Securities 


Supplemental  Collateral  Securities 


Any  Noteholder  may  request  that  the  Issuer  substitute  one  or 
more  Collateral  Securities  in  accordance  with  the  terms  of  the 
Indenture. 

See  "Collateral  Securities — Substitution  of  Collateral  Securities". 


Upon  or  subsequent  to: 

(i)  the  redemption  or  amortization,  in  whole  or  in  part,  of  a 

Collateral  Security  (an  "Amortized  Collateral  Security" 
and  the  principal  amount  of  such  redemption  or 
amortization,  the  "Collateral  Security  Amortization 
Amount"), 

(ii)  —  the  additional  issuance  of  Notes  from  time  to  time  on  any 
Payment  Date  after  the  Closing  Date  (the  principal 
amount  of  such  issuance,  the  "Additional  Issuance 
Principal  Amount"), 
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(iii)  the  receipt  of  Disposition  Proceeds  in  connection  with 
the  liquidation  of  any  principal  amount  of  a  Collateral 
Security  in  excess  of  trie  amount  necessary  to  pay  any 
Cash  Settlement  Amount,  Currency  Adjusted  Notional 
Principal  Adjustment  Amount  or  in  connection  with  a 
Partial  Optional  Redemption  or  a  Stated  Maturity  (for  the 
avoidance  of  doubt,  excluding  any  Excess  Disposition 
Proceeds)  (such  excess  principal  amount,  the  "Excess 
Principal  Amount"),  or 

(iv)  the  Issuer's  receipt  of  a  Currency  Adjusted 
Reinstatement  Adjustment  Amount  (other  than  with 
respect  to  that  portion  of  any  Reference  Obligation 
Repayment  Amount  which  shall  be  applied  to  make 
principal  payments  on  the  Notes  on  such  Payment 
Date), 

the  Protection  Buyer  may,  in  its  sole  discretion,  direct  the  Issuer 
to  purchase  (and  the  Issuer  shall  so  purchase)  one  or  more 
replacement  Collateral  Securities  or  additional  Collateral 
Securities  (together,  the  "Supplemental  Collateral  Securities"), 
as  the  case  may  be,  subject  to  (a)  the  Collateral  Security 
Eligibility  Criteria,  (b)  the  Collateral  Weighted  Average  Life  Test 
and  (c)  the  Collateral  Security  Quantity  Constraint  On  each  case 
as  confirmed  by  the  Collateral  Administrator  based  on 
information  and  calculations  supplied  by  the  Credit  Default  Swap 
Calculation  Agent); 

provided  that  (1)  in  the  case  of  clauses  (i)  and  (iii)  above,  such 
Supplemental  Collateral  Securities  will  be  denominated  in  the 
same  Approved  Currency  as  the  Collateral  Security  that  has 
been  amortized,  redeemed,  or  otherwise  disposed  of  and  (2)  in 
the  case  of  clauses  (ii)  and  (iv)  above,  such  Supplemental 
Collateral  Securities  will  be  denominated  in  the  same  currency 
as  such  Notes  that  are  issued  or  reinstated.  See  "The  Collateral 
Securities — Supplemental  Collateral  Securities".  Pending  any 
such  reinvestment,  the  Issuer  will  invest  the  Collateral  Security 
Amortization  Amount,  Additional  Issuance  Principal  Amount, 
Excess  Principal  Amount  or  Currency  Adjusted  Reinstatement 
Adjustment  Amount,  as  the  case  may  be,  in  Eligible  Investments. 

If  the  Issuer  liquidates  a  Collateral  Security  in  order  to  pay  a 
Cash  Settlement  Amount,  a  Currency  Adjusted  Notional  Principal 
Adjustment  Amount  or  in  connection  with  a  Partial  Optional 
Redemption  or  a  Stated  Maturity,  as  the  case  may  be,  and  the 
Issuer  receives  Disposition  Proceeds  in  respect  of  such 
Collateral  Security  which  exceed  100%  of  the  principal  amount  of 
such  Collateral  Security  (the  excess  proceeds  described  above, 
excluding  any  accrued  and  unpaid  interest,  "Excess 
Disposition  Proceeds"),  the  Protection  Buyer  may,  in  its  sole 
discretion,  direct  the  Issuer  to  use  such  Excess  Disposition 
Proceeds  to  purchase  (and  the  Issuer  shall  so  purchase)  one  or 
more  Supplemental  Collateral  Securities  in  any  Approved 
Currency,  subject  to  clauses  (iv),  (v)  and  (vii)  through  (xiii)  of  the 
Collateral  Security  Eligibility  Criteria  (as  confirmed  by  the 
Collateral  Administrator  based  on  information  and  calculations 
supplied  by  the  Credit  Default  Swap  Calculation  Agent).    See 
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Liquidation  of  Collateral 
Securities 


"The  Collateral  Securities — Supplemental  Collateral  Securities". 
Pending  any  such  reinvestment,  the  Issuer  will  invest  such 
Excess  Disposition  Proceeds  in  Eligible  Investments. 


The  Collateral  Securities  will  only  be  liquidated  in  connection 
with  the  events  described  below: 

(i)  on  a  Credit  Default  Swap  Calculation  Date,  the  Issuer  or 

the  Trustee  will  notify  the  Collateral  Disposal  Agent  to 
liquidate  Collateral  Securities  in  an  amount  (assuming 
that  the  Issuer  will  receive  at  least  100%  of  par  for  such 
Collateral  Securities  in  any  such  liquidation,  other  than 
Put  Excluded  Collateral)  that,  when  added  to  the 
proceeds  from  the  liquidation  of  any  Eligible  Investments 
(assuming  that  the  Issuer  will  receive  at  least  100%  of 
par  for  such  Eiigibie  investments,  oilier  than  Put 
Excluded  Collateral),  would  be  sufficient  to  pay  the 
Protection  Buyer  the  Cash  Settlement  Amount  on  the 
related  Credit  Default  Swap  Settlement  Date; 

(ii)  five  Business  Days  prior  to  the  Payment  Date 
immediately  following  the  Due  Period  in  which  a 
Reference  Obligation  Amortization  Amount  is 
determined,  in  each  case  by  the  Credit  Default  Swap 
Calculation  Agent  on  one  or  more  Reference 
Obligation(s),  if  any  Currency  Adjusted  Notional  Principal 
Adjustment  Amount  will  be  paid  to  any  Noteholders  by 
the  Issuer  on  the  related  Payment  Date,  the  Issuer  or  the 
Trustee  will  notify  the  Collateral  Disposal  Agent  to 
liquidate  Collateral  Securities  in  an  amount  (assuming 
that  the  Issuer  will  receive  at  least  100%  of  par  for  such 
Collateral  Securities  in  any  such  liquidation,  other  than  in 
connection  with  any  Put  Excluded  Collateral)  that,  when 
added  to  the  proceeds  from  the  liquidation  of  any  Eligible 
Investments  (assuming  that  the  Issuer  will  receive  at 
least  100%  of  par  for  such  Eligible  Investments,  other 
than  Put  Excluded  Collateral),  would  be  sufficient  to  pay 
to  the  applicable  Noteholders  such  Currency  Adjusted 
Notional  Principal  Adjustment  Amount  on  the  related 
Payment  Date  (provided  that  if  the  Issuer  will  not  receive 
at  least  100%  of  par  for  a  Selected  Collateral  Security, 
such  Selected  Collateral  Security  (other  than  Put 
Excluded  Collateral)  will  not  be  liquidated  but  the 
Trustee  will  instead  deliver  such  Selected  Collateral 
Security  to  the  Collateral  Put  Provider  in  exchange  for 
the  payment  by  the  Collateral  Put  Provider  to  the  Issuer 
of  an  amount  equal  to  a  price  of  100%  for  any  such 
Selected  Collateral  Security,  plus  accrued  and  unpaid 
....   ..       interest  thereon); 

(iii)  after  the  occurrence  and  continuation  of  an  Event  of 
Default,  if  the  Trustee  is  directed  to  liquidate  the 
Collateral  Securities  in  accordance  with  the  terms  of  the 
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Indenture,  the  Trustee  will  notify  the  Collateral  Disposal 
Agent  to  liquidate  all  Collateral  Securities; 

(iv)  in  connection  with  any  Optional  Redemption  in  Whole, 
the  Issuer  or  the  Trustee  will  notify  the  Collateral 
Disposal  Agent  to  liquidate  all  Collateral  Securities 
(provided  that  if  the  Issuer  will  not  receive  at  least  100% 
of  par  for  a  Selected  Collateral  Security,  such  Selected 
Collateral  Security  (other  than  Put  Excluded  Collateral) 
will  not  be  liquidated  but  the  Trustee  will  instead  deliver 
such  Selected  Collateral  Security  to  the  Collateral  Put 
Provider  in  exchange  for  the  payment  by  the  Collateral 
Put  Provider  to  the  Issuer  of  an  amount  equal  to  100%  of 
par  for  such  Selected  Collateral  Security,  plus  accrued 
and  unpaid  interest  thereon); 

(v)  in  connection  with  any  Partial  Optional  Redemption,  the 
Issuer  or  the  Trustee  will  notify  the  Collateral  Disposal 
Agent  to  liquidate  Collateral  Securities  in  an  amount 
(assuming  that  the  Issuer  will  receive  at  least  100%  of 
par  for  such  Collateral  Securities  in  any  such  liquidation, 
other  than  Put  Excluded  Collateral)  that,  when  added  to 
the  proceeds  from  the  liquidation  of  any  Eligible 
Investments  (assuming  that  the  Issuer  will  receive  at 
least  100%  of  par  for  such  Eligible  Investments,  other 
than  Put  Excluded  Collateral),  would  be  sufficient  to  pay 
to  the  applicable  Noteholders  the  principal  amount  of 
such  Notes  redeemed  in  connection  with  such  Partial 
Optional  Redemption  (provided  that  if  the  Issuer  will  not 
receive  at  least  100%  of  par  for  a  Selected  Collateral 
Security,  such  Selected  Collateral  Security  (other  than 
Put  Excluded  Collateral)  will  not  be  liquidated  but  the 
Trustee  will  instead  deliver  such  Selected  Collateral 
Security  to  the  Collateral  Put  Provider  in  exchange  for 
the  payment  by  the  Collateral  Put  Provider  to  the  Issuer 
of  an  amount  equal  to  100%  of  par  for  such  Selected 
Collateral  Security,  plus  accrued  and  unpaid  interest 
thereon); 

(vi)  in  connection  with  a  Mandatory  Redemption  other  than  a 
Mandatory  Redemption  caused  by  a  (a)  termination  of 
the  Credit  Default  Swap  pursuant  to  which  the  Protection 
Buyer  is  the  defaulting  party,  (b)  termination  of  the 
Collateral  Put  Agreement  pursuant  to  which  the 
Collateral  Put  Provider  is  the  defaulting  party  or  (c) 
termination  of  the  Basis  Swap  pursuant  to  which  the 
Basis  Swap  Counterparty  is  the  defaulting  party,  the 
Issuer  or  the  Trustee  will  notify  the  Collateral  Disposal 
Agent  to  liquidate  all  Collateral  Securities; 

(vii)  in  connection  with  a  Mandatory  Redemption  other  than 
as  described  in  subclause  (vi)  above,  Collateral 
Securities  will  be  selected  for  liquidation  and/or  delivery 
to  Noteholders  pursuant  to  the  Special  Termination 
Liquidation  Procedure; 
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Determination  of  Compliance 
of  Reference  Obligations  and 
Collateral  Securities  with 
the  Requirements  under  the 
Credit  Default  Swap  and 
Certain  Calculations  pursuant 
to  the  Indenture  and  the 
Credit  Default  Swap 


(viii)  in  connection  with  the  Stated  Maturity  of  any  Series  of 
Notes,  the  Issuer  or  Trustee  will  notify  the  Collateral 
Disposal  Agent  to  liquidate  Collateral  Securities  in  an 
amount  (assuming  that  the  Issuer  will  receive  at  least 
100%  of  par  for  such  Collateral  Securities  in  any  such 
liquidation,  other  than  Put  Excluded  Collateral)  that, 
when  added  to  the  proceeds  from  the  liquidation  of  any 
Eligible  Investments  (assuming  that  the  Issuer  will 
receive  at  least  100%  of  par  for  such  Eligible 
Investments,  other  than  Put  Excluded  Collateral),  would 
be  sufficient  to  pay  the  applicable  Noteholders  the 
principal  amount  of  such  Notes  maturing  on  the  related 
Stated  Maturity  (provided  that  if  the  Issuer  will  not 
receive  at  least  100%  of  par  for  a  Selected  Collateral 
Security,  such  Selected  Collateral  Security  (other  than 
Put  Excluded  Collateral)  will  not  be  liquidated  but  the 
Trustee  will  instead  deliver  such  Selected  Collateral 
Security  to  the  Collateral  Put  Provider  in  exchange  for 
the  payment  by  the  Collateral  Put  Provider  to  the  Issuer 
of  an  amount  equal  to  100%  of  par  for  such  Selected 
Collateral  Security,  plus  accrued  and  unpaid  interest 
thereon);  and 

(ix)  in  connection  with  the  satisfaction  of  the  Replacement 
Counterparty  Procedures,  the  Issuer,  or  the  Trustee  on 
behalf  of  the  Issuer,  will  notify  the  Collateral  Disposal 
Agent  to  liquidate  all  Collateral  Securities. 


The  Credit  Default  Swap  Calculation  Agent  will  supply 
information  and  calculations  to  (i)  the  Collateral  Administrator  for 
use  in  the  Collateral  Administrator's  confirmation  of  compliance 
of  the  Collateral  (after  the  proposed  addition  of  a  Collateral 
Security)  with  any  of  the  Collateral  Security  Eligibility  Criteria, 
the  Collateral  Weighted  Average  Life  Test  and  the  Collateral 
Security  Quantity  Constraint,  and  (ii)  the  Trustee  for  use  in  the 
Trustee's  confirmation  of  the  BIE  Collateral  Security  Eligibility 
Criteria. 

To  the  extent  there  is  any  difference  between  any  of  the 
Collateral  Administrator's  or  the  Trustee's  (as  the  case  may  be) 
and  the  Credit  Default  Swap  Calculation  Agent's  determination  of 
the  satisfaction  of  any  of  the  Collateral  Security  Eligibility  Criteria, 
the  Collateral  Weighted  Average  Life  Test  or  the  Collateral 
Security  Quantity  Constraint,  the  Collateral  Administrator  will  use 
commercially  reasonable  efforts  to  resolve  such  difference. 

For  the  avoidance  of  doubt,  the  obligations  of  the  Collateral 
Administrator  under  the  Collateral  Administration  Agreement  are 
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The  Basis  Swap 
The  Basis  Swap . 


Terms. 


The  Collateral  Put  Agreement 

The  Collateral  Put 
Agreement 


Terms. 


solely  the  obligations  of  the  Collateral  Administrator  and  not 
those  of  the  Credit  Default  Swap  Calculation  Agent,  the 
Protection  Buyer  or  any  of  its  Affiliates. 


On  or  prior  to  the  Closing  Date,  the  Issuer  will  enter  into  a  basis 
swap  transaction  (the  "Basis  Swap")  with  Goldman  Sachs 
Capital  Markets,  L.P.  (in  such  capacity,  the  "Basis  Swap 
Counterparty"). 

On  each  Payment  Date,  the  Issuer  will  pay  to  the  Basis  Swap 
Counterparty  an  amount  (the  "Basis  Swap  Payment")  equal  to 
the  Collateral  Interest  Amount. 

"Collateral  Interest  Amount"  means,  with  respect  to  any 
Payment  Date  (including  the  Optional  Redemption  Date  and  the 
Stated  Maturity)  or  the  Mandatory  Redemption  Date,  without 
duplication  (i)  all  interest  payments  that  are  scheduled  to  be  paid 
by  obligors  of  Collateral  in  accordance  with  the  Underlying 
Instruments  of  such  Collateral  during  the  preceding  Due  Period, 
plus  (ii)  all  amendment  and  waiver  fees,  late  payment  fees, 
make-whole  premiums  and  other  fees  that  are  either  (a) 
scheduled  to  be  paid  by  obligors  of  Collateral  during  the 
preceding  Due  Period  or  (b)  obligors  of  such  Collateral  have 
agreed  to  pay  to  holders  of  such  Collateral  during  the  preceding 
Due  Period,  plus  (iii)  all  accrued  and  unpaid  amounts  described 
in  subclause  (i)  and  (ii)  above  that  a  buyer  of  such  Collateral  has 
agreed  to  pay  to  the  Issuer  upon  the  sale  of  such  Collateral 
during  the  preceding  Due  Period,  less  any  Purchased  Accrued 
Interest  Amount  that  the  Issuer  used  in  connection  with  the 
purchase  of  a  Supplemental  Collateral  Security  during  the 
preceding  Due  Period,  which  in  each  of  clauses  (i)  through  (iii) 
above,  for  the  avoidance  of  doubt,  includes  (a)  amounts  actually 
received  by  the  Issuer  and  (b)  amounts  due  and  payable  to  the 
Issuer  but  not  received  by  the  Issuer. 

On  each  Payment  Date,  the  Basis  Swap  Counterparty  will  pay  to 
the  Issuer  the  Monthly  Basis  Swap  Payment. 

See  "The  Basis  Swap"  and  "Description  of  the  Notes— Priority  of 
Payments— Interest  Proceeds". 


On  or  prior  to  the  Closing  Date,  the  Issuer  will  enter  into  a  put 
agreement  (the  "Collateral  Put  Agreement")  with  Goldman 
Sachs  International  ("GSI"  or  in  such  capacity,  the  "Collateral 
Put  Provider")- 

With  respect  to  the  Issuer's  liquidation  of  Collateral,  (other  than 
Put  Excluded  Collateral)  in  connection  with  (i)  the  payment  of 
any  Currency  Adjusted  Notional  Principal  Adjustment  Amount  by 
the  Issuer  to  the  applicable  Noteholders,  (ii)  an  Optional 
Redemption  in  Whole  or  a  Partial  Optional  Redemption  or  (iii)  a 
Stated  Maturity  of  any  Series  of  Notes,  if  (x)  the  Collateral 
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The  Collateral  Disposal 
Agreement 


Terms. 


Additional  Issuance 


Governing  Law . 


Disposal  Agent  is  unable  to  obtain  at  least  100%  of  par  for  a 
Collateral  Security  and/or  (y)  the  Trustee  is  unable  to  obtain  at 
least  100%  of  par  for  Eligible  Investments  (in  each  case  (i)  other 
than  Put  Excluded  Collateral  and  (ii)  excluding  any  accrued  and 
unpaid  interest),  the  Collateral  Disposal  Agent  will  inform  the 
Trustee  and  the  Issuer  (in  the  case  of  (x)  above)  and  the  Trustee 
will  inform  the  Issuer  (in  the  case  of  (y)  above).  The  Trustee  will 
then,  on  behalf  of  the  Issuer,  exercise  the  Issuer's  rights  under 
the  Collateral  Put  Agreement  pursuant  to  which  the  Trustee  will 
deliver  such  Collateral  (other  than  Put  Excluded  Collateral)  to  the 
Collateral  Put  Provider  in  exchange  for  the  payment  by  the 
Collateral  Put  Provider  of  an  amount  equal  to  100%  of  par  for 
such  Collateral  {plus  accrued  and  unpaid  interest). 

See  "The  Collateral  Put  Agreement". 


On  or  prior  to  the  Closing  Date,  the  Issuer  will  enter  into  a 
collateral  disposal  agreement  (the  "Collateral  Disposal 
Agreement")  with  Goldman,  Sachs  &  Co.  (in  such  capacity,  the 
"Collateral  Disposal  Agent"). 

Pursuant  to  the  terms  of  the  Collateral  Disposal  Agreement,  the 
Collateral  Disposal  Agent  will  (i)  subject  to  subclause  (iii)  below 
in  connection  with  any  partial  liquidation  of  the  portfolio  of 
Collateral  Securities,  choose  the  Selected  Collateral  Securities  to 
be  liquidated  {provided  that  any  such  Selected  Collateral 
Securities  will  be  denominated  in  the  same  currency  as  the 
Notes,  the  Currency  Adjusted  Aggregate  Outstanding  Amount  of 
which  is  reduced  by  the  related  Credit  Event  Adjustment 
Amount,  Notional  Principal  Adjustment  Amount,  Partial  Optional 
Redemption  or  Stated  Maturity),  (ii)  in  connection  with  any 
liquidation  of  any  Collateral  Security,  solicit  bids  on  behalf  of  the 
Issuer  and  (iii)  in  connection  with  any  liquidation  of  Collateral 
Securities  as  described  in  subclause  (vii)  under " — The  Collateral 
Securities — Liquidation  of  Collateral  Securities",  perform  the  acts 
described  under  "Description  of  the  Notes — Mandatory 
Redemption",  including,  but  not  limited  to,  those  acts  described 
in  the  Special  Termination  Liquidation  Procedure. 

The  Notes  of  any  Class  may  be  issued  from  time  to  time 
following  the  Closing  Date.  See  "Description  of  the  Notes— The 
Indenture— Additional  Issuance"  and  "Description  of  the  Notes — 
The  Issuing  and  Paying  Agency  Agreement — Additional 
Issuance". 

The  Co-Issued  Notes,  the  Indenture,  the  Issuing  and  Paying 
Agency  Agreement,  the  Credit  Default  Swap,  the  Basis  Swap, 
the  Collateral  Put  Agreement,  the  Collateral  Disposal  Agreement 
and  the  Portfolio  Selection  Agreement  will  be  governed  by,  and 
construed  in  accordance  with,  the  laws  of  the  State  of  New  York. 
The  Issuer  Notes,  the  terms  and  conditions  of  the  Issuer  Notes 
(as  set  forth  in  the  Issuing  and  Paying  Agency  Agreement)  and 
each  Deed  of  Covenant  will  be  governed  by,  and  construed  in 
accordance  with,  the  laws  of  the  Cayman  Islands. 
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Listing  and  Trading. 


Tax  Status . 


ERISA  Considerations . 


There  is  no  established  trading  market  for  the  Notes.  Application 
will  be  made  to  admit  the  Notes  on  a  stock  exchange  of  the 
Issuer's  choice,  if  practicable.  There  can  be  no  assurance  that 
such  admission  will  be  sought,  granted  or  maintained.  See 
"Listing  and  General  Information". 

See  "Income  Tax  Considerations". 

See  "ERISA  Considerations". 
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RISK  FACTORS 

Prior  to  making  an  investment  decision,  prospective  investors  should  carefully  consider,  in 
addition  to  the  matters  set  forth  elsewhere  in  this  Offering  Circular,  the  following  factors: 

Limited  Liquidity  and  Restrictions  on  Transfer.  There  is  currently  no  market  for  the  Notes. 
Although  the  Initial  Purchaser  has  advised  the  Issuers  that  it  intends  to  make  a  market  in  the  Notes,  the 
Initial  Purchaser  is  not  obligated  to  do  so,  and  any  such  market-making  with  respect  to  the  Notes  may  be 
discontinued  at  any  time  without  notice.  There  can  be  no  assurance  that  any  secondary  market  for  any  of 
the  Notes  will  develop,  or,  if  a  secondary  market  does  develop,  that  it  will  provide  the  Holders  of  such 
Notes  with  liquidity  of  investment  or  that  it  will  continue  for  the  life  of  such  Notes.  Consequently,  a 
purchaser  must  be  prepared  to  hold  the  Notes  for  an  indefinite  period  of  time  or  until  Stated  Maturity.  In 
addition,  no  sale,  assignment,  participation,  pledge  or  transfer  of  the  Notes  may  be  effected  if,  among 
other  things,  it  would  require  any  of  the  Issuer,  the  Co-Issuer  or  any  of  their  officers  or  directors  to  register 
under,  or  otherwise  be  subject  to  the  provisions  of,  the  Investment  Company  Act  or  any  other  similar 
legislation  or  regulatory  action.  Furthermore,  the  Notes  will  not  be  registered  under  the  Securities  Act  or 
any  state  securities  laws,  and  the  Issuer  has  no  plans,  and  is  under  no  obligation,  to  register  the  Notes 
under  the  Securities  Act.  The  Notes  are  subject  to  certain  transfer  restrictions  and  can  be  transferred 
only  to  certain  transferees  as  described  herein  under  "Transfer  Restrictions".  Such  restrictions  on  the 
transfer  of  the  Notes  may  further  limit  their  liquidity.  See  "Transfer  Restrictions".  Application  will  be  made 
to  list  the  Notes  on  a  stock  exchange  of  the  Issuer's  choice,  if  practicable,  but  there  can  be  no  assurance 
that  such  admission  will  be  sought,  granted  or  maintained. 

Limited  Recourse  Obligations.  The  Co-Issued  Notes  will  be  limited  recourse  obligations  of  the 
Issuers  and  the  Issuer  Notes  will  be  limited  recourse  obligations  of  the  Issuer,  payable  solely  from  the 
Issuer  Assets  pledged  by  the  Issuer  to  secure  the  Notes.  None  of  the  Noteholders,  the  Initial  Purchaser, 
the  Protection  Buyer,  the  Basis  Swap  Counterparty,  the  Collateral  Put  Provider,  the  Collateral  Disposal 
Agent,  the  Portfolio  Selection  Agent,  the  Trustee,  the  Issuing  and  Paying  Agent,  the  Administrator,  the 
Share  Trustee  or  any  affiliates  of  any  of  the  foregoing  or  the  Issuers'  affiliates  or  any  other  person  or 
entity  will  be  obligated  to  make  payments  on  the  Notes.  Consequently,  Holders  of  the  Notes  must  rely 
solely  on  distributions  on  the  Issuer  Assets  pledged  to  secure  the  Notes  for  the  payment  of  principal  and 
interest  thereon.  If  distributions  on  the  Issuer  Assets  are  insufficient  to  make  payments  on  the  Notes,  no 
other  assets  (and,  in  particular,  no  assets  of  the  Noteholders,  the  Initial  Purchaser,  the  Protection  Buyer, 
the  Basis  Swap  Counterparty,  the  Collateral  Put  Provider,  the  Collateral  Disposal  Agent,  the  Portfolio 
Selection  Agent,  the  Trustee,  the  Issuing  and  Paying  Agent,  the  Administrator,  the  Share  Trustee  or  any 
affiliates  of  any  of  the  foregoing)  will  be  available  for  payment  of  the  deficiency  and  following  realization  of 
the  Issuer  Assets  pledged  to  secure  the  Notes,  the  obligations  of  the  Issuers  to  pay  such  deficiency  shall 
be  extinguished  and  shall  not  thereafter  revive.  Each  Holder  of  a  Note  by  its  acceptance  of  such  Note  will 
agree  or  be  deemed  to  have  agreed  not  to  take  any  action  or  institute  any  proceedings  against  the 
Issuers  under  any  insolvency  law  applicable  to  the  Issuers  or  which  would  be  likely  to  cause  the  Issuers 
to  be  subject  to,  or  to  seek  the  protection  of,  any  insolvency  law  applicable  to  the  Issuers,  subject  to 
certain  limited  exceptions. 

Subordination  of  the  Notes.  The  rights  of  the  Holders  of  the  Notes  with  respect  to  the  Issuer 
Assets  will  be  subject  to  prior  claims  of  the  Trustee,  the  Issuing  and  Paying  Agent,  the  Portfolio  Selection 
Agent,  the  Protection  Buyer,  the  Basis  Swap  Counterparty  and  the  Collateral  Put  Provider,  and  may  be 
subject  to  the  claims  of  any  other  creditor  of  the  Issuer  that  is  entitled  to  priority  as  a  matter  of  law  or  by 
virtue  of  any  nonconsensual  lien  that  such  creditor  has  on  the  Issuer  Assets  or  pursuant  to  the  Priority  of 
Payments. 

The  Class  A-1  Notes  are  subordinated  to  the  Class  SS  Notes,  Class  A-2  Notes  are  subordinated 
to  the  Class  A-1  Notes,  the  Class  B  Notes  are  subordinated  to  the  Class  A-2  Notes,  the  Class  C  Notes 
are  subordinated  to  the  Class  B  Notes,  the  Class  D  Notes  are  subordinated  to  the  Class  C  Notes  and  the 
Class  FL  Notes  are  subordinated  to  the  Class  D  Notes,  in  each  case  as  described  under  "Summary— 
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Notes — Status  and  Subordination".  No  payments  of  interest  from  Interest  Proceeds  will  be  made  on  any 
Class  of  Notes  on  any  Payment  Date  until  current  and  defaulted  interest  on  the  Notes  of  each  Class  to 
which  such  Class  is  subordinated  has  been  paid,  and  no  payments  of  principal  will  be  made  on  any  such 
Class  of  Notes  (i)  on  any  Payment  Date  or  (ii)  any  other  Business  Day  on  which  payments  of  Currency 
Adjusted  Notional  Principal  Adjustment  Amounts  are  paid  by  the  Issuer  to  the  Noteholders,  until  principal 
of  the  Notes  of  each  Class  to  which  such  Class  is  subordinated  has  been  paid  in  accordance  with  the 
Priority  of  Payments  described  herein.  See  "Description  of  the  Notes— Priority  of  Payments". 

In  addition,  if  an  Event  of  Default  occurs,  a  Majority  of  the  Aggregate  USD  Equivalent 
Outstanding  Amount  of  the  Notes  voting  as  a  single  class  will  be  entitled  to  determine  the  remedies  to  be 
exercised  under  the  Indenture  including  the  sale  and  liquidation  of  the  Collateral  in  accordance  with  the 
procedures  set  forth  in  the  Indenture.  Remedies  pursued  by  a  Majority  of  the  Aggregate  USD  Equivalent 
Outstanding  Amount  of  the  Notes  voting  as  a  single  class  could  be  adverse  to  the  interests  of  the  Holders 
of  a  particular  Class  or  Classes  of  Notes.  See  "Description  of  the  Notes— The  Indenture— Events  of 
Default". 

Mandatory  Redemption  and  the  Special  Termination  Liquidation  Procedure.  If  a  Mandatory 
Redemption  occurs  and  the  Special  Termination  Liquidation  Procedure  is  applied,  the  Holders  of  the 
Class  SS  Notes,  the  Class  A  Notes,  the  Class  B  Notes  and  the  Class  C  Notes  voting  as  a  single  class  will 
be  entitled  to  determine  whether  Collateral  Securities  allocated  to  such  Classes  of  Notes  will  be  liquidated 
or  delivered  to  such  Noteholders  in  accordance  with  the  Special  Termination  Liquidation  Procedure.  With 
respect  to  any  of  the  Class  SS  Notes,  the  Class  A  Notes,  the  Class  B  Notes  and  the  Class  C  Notes,  such 
determination  through  voting  as  a  single  class  could  be  adverse  to  the  interests  of  the  Holders  of  the 
Classes  of  Notes  subordinated  to  such  senior  Classes,  as  the  case  may  be,  as  Holders  of  any  such 
senior  Classes  of  Notes  may  elect  to  receive  Collateral  Securities  with  a  market  value  in  excess  of  the 
Aggregate  USD  Equivalent  Outstanding  Amount  of  such  senior  Classes  of  Notes  (plus  accrued  and 
unpaid  interest  thereon)  rather  than  have  the  Collateral  Securities  allocated  to  such  senior  Classes 
liquidated,  which  would  allow  Holders  of  subordinated  Classes  of  Notes  to  benefit  from  the  liquidation  of 
such  Collateral  Securities  at  a  premium.  See  "Description  of  the  Notes — Mandatory  Redemption". 

Leverage.  The  Aggregate  USD  Equivalent  Outstanding  Amount  of  the  Notes  will  be 
$192,000,000  on  the  Closing  Date  (including,  for  the  avoidance  of  doubt,  the  USD  Equivalent  of  the 
Notes  denominated  in  Approved  Currencies  other  than  Dollars).  However,  the  Reference  Portfolio 
Notional  Amount  will  equal  $2,000,000,000  on  the  Closing  Date,  which  amount  represents  the  aggregate 
Reference  Obligation  Notional  Amount  on  the  Closing  Date.  Through  the  Credit  Default  Swap,  investors 
in  the  Notes  will  be  effectively  providing  the  Protection  Buyer  loss  protection  with  respect  to  each 
Reference  Obligation  up  to  the  Reference  Obligation  Notional  Amount  of  such  Reference  Obligation. 
Losses  incurred  will  be  borne  by  the  Noteholders.  Since  the  Reference  Portfolio  Notional  Amount  for  the 
Reference  Portfolio  exceeds  the  Aggregate  USD  Equivalent  Outstanding  Amount  of  the  Notes,  investors 
in  the  Notes  are  providing  such  loss  protection  to  the  Protection  Buyer  on  a  leveraged  basis. 

Volatility.  Because  investors  in  the  Notes  are  providing  loss  protection  to  the  Protection  Buyer  on 
a  leveraged  basis,  the  market  value  of  the  Notes  may  be  subject  to  changes  that  are  greater  than  the 
changes  in  market  value  that  might  occur  to  the  Reference  Portfolio.  The  market  value  of  the  Notes  may 
vary  overtime  and  could  be  significantly  less  than  par  (or  even  zero)  in  certain  circumstances. 

Credit  Linkage  of  the  Notes.  The  Credit  Default  Swap  will  be  linked  to  the  credit  of  the  Reference 
Entities.  The  amount  payable  in  respect  of  principal  of  the  Notes  will  depend  upon,  among  other  factors, 
whether  and  to  the  extent  Credit  Events  have  occurred  under  the  Credit  Default  Swap.  Under  the  Credit 
Default  Swap,  upon  the  occurrence  of  a  Credit  Event  and  the  satisfaction  of  the  Conditions  to  Settlement, 
the  Issuer  will  be  obligated  to  pay  the  Protection  Buyer  a  Cash  Settlement  Amount  in  an  amount  equal  to 
any  Currency  Adjusted  Credit  Event  Adjustment  Amounts.  Any  Cash  Settlement  Amount  paid  by  the 
Issuer  will  reduce  the  Aggregate  USD  Equivalent  Outstanding  Amount  of  the  Notes  (in  reverse  order  of 
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seniority).  See  "Summary— Notes— Decrease  in  the  Aggregate  USD  Equivalent  Outstanding  Amount  of 
each  Class  of  Notes".  Except  in  the  limited  circumstances  as  described  under  "Summary — Notes — 
Increase  in  the  Aggregate  USD  Equivalent  Outstanding  Amount  of  each  Class  of  Notes",  a  decrease  in 
the  Aggregate  USD  Equivalent  Outstanding  Amount  of  the  Notes  will  be  permanent  and  irreversible  and 
the  Noteholders  will  never  receive  a  payment  of  principal  in  the  amount  of  such  decrease  and  from  and 
after  the  date  of  such  decrease,  no  interest  will  accrue  on  the  amount  of  such  decrease.  See  " — 
Subordination  of  the  Notes"  and  "Description  of  the  Notes— Priority  of  Payments". 

Cash  Available  to  Make  Payments  on  the  Notes.  The  ability  of  the  Issuer  to  make  payments  on 
the  Notes  will  depend  primarily  on  several  factors.  To  the  extent  (i)  one  or  more  Credit  Events  occur,  (ii) 
the  Protection  Buyer,  the  Basis  Swap  Counterparty,  the  Collateral  Put  Provider  or  the  Collateral  Disposal 
Agent  fails  to  perform  its  obligations  or  (iii)  there  is  a  default  in  payments  due  in  respect  of  any  Collateral, 
the  amount  of  available  cash  to  make  payments  on  the  Notes  in  accordance  with  the  Priority  of  Payments 
will  be  reduced.  In  addition,  in  the  event  that  an  Event  of  Default  occurs  in  respect  of  the  Notes  or  on  the 
Mandatory  Redemption  Date,  the  Issuer  may  not  be  able  to  pay  the  principal  of  the  Notes  as  a  result  of 
(a)  paying  unpaid  Credit  Default  Swap  Termination  Payments,  if  any,  owing  to  the  Protection  Buyer,  (b) 
paying  unpaid  Basis  Swap  Termination  Payments,  if  any,  owing  to  the  Basis  Swap  Counterparty,  (c) 
amounts  owed  to  the  Collateral  Put  Provider  pursuant  to  the  Collateral  Put  Agreement  and  (d)  the  then 
applicable  market  value  of  the  Collateral  Securities  being  less  than  their  principal  amount.  In  the  case  of 
a  Mandatory  Redemption,  the  Holders  of  any  subordinated  Class  of  Notes  could  be  adversely  affected  as 
described  under  "—Mandatory  Redemption  and  the  Special  Termination  Liquidation  Procedure".  See 
"Description  of  the  Notes — Mandatory  Redemption". 

Retention  of  a  Portfolio  Selection  Agent.  The  Issuer  will  retain  a  portfolio  selection  agent  to  select 
the  Initial  Reference  Portfolio,  but  following  the  Closing  Date  the  Reference  Portfolio  will  be  static,  subject 
to  modification  only  in  connection  with  the  amortization  of  the  Reference  Portfolio.  The  Portfolio  Selection 
Agent  will  not  provide  any  other  services  to  the  Issuer  or  act  as  the  "collateral  manager"  for  the  Collateral. 
The  Portfolio  Selection  Agent  will  not  have  any  fiduciary  duties  or  other  duties  to  the  Issuer  or  to  the 
holders  of  the  Notes  and  will  not  have  any  ability  to  direct  the  Trustee  to  dispose  of  any  items  of 
Collateral. 

Interest  Payments  Dependent  Primarily  upon  the  Protection  Buyer's  Performance  under  the 
Credit  Default  Swap  and  the  Basis  Swap  Counterparty's  Performance  under  the  Basis  Swap.  Payments 
made  by  the  Protection  Buyer  under  the  Credit  Default  Swap  and  payments  made  by  the  Basis  Swap 
Counterparty  under  the  Basis  Swap  are  the  Issuer's  primary  sources  of  funds  to  make  interest  payments 
on  the  Notes.  Since  the  ability  of  the  Issuer  to  make  interest  payments  on  the  Notes  prior  to  the 
occurrence  of  a  Credit  Default  Swap  Early  Termination  or  a  Basis  Swap  Early  Termination  will  be 
dependent  on  its  receipt  of  payments  from  the  Protection  Buyer  under  the  Credit  Default  Swap  and  the 
Basis  Swap  Counterparty  under  the  Basis  Swap,  the  Noteholders  are  relying  on  the  Protection  Buyer  to 
perform  its  obligations  under  the  Credit  Default  Swap  and  the  Basis  Swap  Counterparty  to  perform  its 
obligations  under  the  Basis  Swap.  Accordingly,  if  a  Credit  Default  Swap  Early  Termination  or  a  Basis 
Swap  Early  Termination  occurs  prior  to  a  Payment  Date,  the  Issuer  may  not  have  sufficient  funds  to  make 
interest  payments  on  all  Classes  of  Notes. 

The  insolvency  of  the  Protection  Buyer  will  be  a  Credit  Default  Swap  Event  of  Default  under  the 
Credit  Default  Swap.  In  the  event  of  the  insolvency  of  the  Protection  Buyer,  the  Issuer  will  be  treated  as  a 
general  creditor  of  the  Protection  Buyer.  Additionally,  certain  events  with  respect  to  a  Credit  Default 
Swap  Early  Termination  (which  can  occur  due  to  the  insolvency  of  the  Protection  Buyer)  will  result  in  a 
Mandatory  Redemption.  Upon  the  occurrence  of  a  Mandatory  Redemption,  the  Trustee  will  liquidate  all 
or  a  portion  of  the  Collateral  and  will  make  any  payments  due  to  the  Protection  Buyer  pursuant  to  the 
Credit  Default  Swap  (other  than  a  Protection  Buyer  Default  Termination  Payment),  the  Basis  Swap 
Counterparty  pursuant  to  the  Basis  Swap  (other  than  a  Basis  Swap  Counterparty  Default  Termination 
Payment)  and  the  Collateral  Put  Provider  pursuant  to  the  Collateral  Put  Agreement  prior  to  making 
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payments  to  the  Noteholders.  Under  such  circumstances,  Noteholders  may  not  receive  sufficient  funds  to 
repay  the  principal  of  the  Notes  and,  as  a  result,  Noteholders  should  expect  to  lose  a  substantial  part,  if 
not  all,  of  their  principal  investment  in  the  Notes  and  to  receive  no  interest  on  the  Notes.  In  addition,  in 
the  case  of  a  Mandatory  Redemption,  the  Holders  of  any  subordinated  Class  of  Notes  could  be  adversely 
affected  as  described  under  "—Mandatory  Redemption  and  the  Special  Termination  Liquidation 
Procedure".  See  "Description  of  the  Notes— Mandatory  Redemption". 

The  insolvency  of  the  Basis  Swap  Counterparty  will  be  a  Basis  Swap  Event  of  Default  under  the 
Basis  Swap.  In  the  event  of  the  insolvency  of  the  Basis  Swap  Counterparty,  the  Issuer  will  be  treated  as 
a  general  creditor  of  the  Basis  Swap  Counterparty.  Additionally,  certain  events  with  respect  to  a  Basis 
Swap  Early  Termination  (which  can  occur  due  to  the  insolvency  of  the  Basis  Swap  Counterparty)  will 
result  in  a  Mandatory  Redemption.  Upon  the  occurrence  of  a  Mandatory  Redemption,  the  Trustee  will 
liquidate  the  Collateral  and  will  make  any  payments  due  to  the  Protection  Buyer  pursuant  to  the  Credit 
Default  Swap  (other  than  a  Protection  Buyer  Default  Termination  Payment),  the  Basis  Swap  Counterparty 
pursuant  to  the  Basis  Swap  (other  than  a  Basis  Swap  Counterparty  Default  Termination  Payment)  and 
the  Coiiaierai  Put  Provider  pursuant  to  the  Collateral  Put  Agreement  prior  to  making  payments  to  the 
Noteholders.  Under  such  circumstances,  Noteholders  may  not  receive  sufficient  funds  to  repay  the 
principal  of  the  Notes  and,  as  a  result,  Noteholders  should  expect  to.  lose  a  substantial  part,  if  not  all,  of 
their  principal  investment  in  the  Notes  and  to  receive  no  interest  on  the  Notes.  In  addition,  in  the  case  of 
a  Mandatory  Redemption,  the  Holders  of  any  subordinated  Class  of  Notes  could  be  adversely  affected  as 
described  under  "—Mandatory  Redemption  and  the  Special  Termination  Liquidation  Procedure".  See 
"Description  of  the  Notes— Mandatory  Redemption". 

Collateral  Put  Provider  Default.  In  connection  with  an  Optional  Redemption  in  Whole,  a  Partial 
Optional  Redemption,  a  Stated  Maturity  of  any  Series  of  Notes  or  the  payment  of  any  Currency  Adjusted 
Notional  Principal  Adjustment  Amount  by  the  Issuer  to  the  Noteholders,  if  (x)  the  Collateral  Disposal 
Agent  is  unable  to  obtain  at  least  100%  of  par  for  a  Selected  Collateral  Security  and/or  (y)  the  Trustee  is 
unable  to  obtain  at  least  100%  of  par  for  Eligible  Investments  (in  each  case  (i)  other  than  Put  Excluded 
Collateral  and  (ii)  excluding  any  accrued  and  unpaid  interest),  the  Collateral  Disposal  Agent  will  inform  the 
Trustee  and  the  Issuer  (inthe  case  of  (x)  above)  and  the  Trustee  will  inform  the  Issuer  (in  the  case  of  (y) 
above),  who  will  then  direct  the  Issuer  to  exercise  the  Issuer's  rights  under  the  Collateral  Put  Agreement 
pursuant  to  which  the  Issuer  will  deliver  such  Selected  Collateral  Security  and/or  such  Eligible  Investment 
to  the  Collateral  Put  Provider  in  exchange  for  100%  of  the  principal  amount  of  such  Selected  Collateral 
Security  and/or  such  Eligible  Investments  (plus  accrued  and  unpaid  interest).  If  a  Collateral  Put  Provider 
defaults  in  its  obligations  under  the  Collateral  Put  Agreement,  the  Collateral  Disposal  Agent  will  be 
required  to  liquidate  the  Collateral  in  an  amount  which  may  be  insufficient  to  pay  such  Currency  Adjusted 
Notional  Principal  Adjustment  Amount  or  to  redeem  the  Notes  in  full  (in  connection  with  an  Optional 
Redemption  in  Whole)  or  in  part  (in  connection  with  a  Partial  Optional  Redemption)  or  the  Holders  of  any 
subordinated  Class  of  Notes  could  be  adversely  affected  as  described  under  "—Mandatory  Redemption 
and  the  Special  Termination  Liquidation  Procedure".  See  "Description  of  the  Notes— Mandatory 
Redemption". 

No  Claims  on  the  Reference  Entities.  The  Credit  Default  Swap  does  not  constitute  a  purchase  or 
other  acquisition  or  assignment  of  any  interest  in  any  obligation  of  any  Reference  Entity.  The  Issuer  will 
have  a  contractual  relationship  only  with  the  Protection  Buyer  and  not  with  any  Reference  Entity,  and 
generally  will  have  no  rights  to  enforce  directly  compliance  by  any  Reference  Entity  with  the  terms  of  its 
obligations  that  are  referred  to  in  the  Credit  Default  Swap,  no  rights  of  set-off  against  a  Reference  Entity, 
and  no  voting  rights  with  respect  to  any  Reference  Entity.  The  Issuer  will  not  directly  benefit  from  any 
collateral  securing  the  obligations  of  the  Reference  Entities,  and  the  Issuer  will  not  have  the  benefit  of  the: 
remedies  that  would  normally  be  available  to  a  holder  of  such  secured  obligation. 

To  the  extent  that  the  Protection  Buyer,  the  Credit  Default  Swap  Calculation  Agent,  the  Portfolio 
Selection  Agent  or  any  of  their  affiliates  holds  any  obligation  of  a  Reference  Entity,  neither  the  Protection 
Buyer,  the  Credit  Default  Swap  Calculation  Agent,  the  Portfolio  Selection  Agent  nor  any  of  their  affiliates 
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will  be,  or  will  be  deemed  to  be  acting  as,  the  Issuer's  agent  or  trustee  in  connection  with  the  exercise  of, 
or  the  failure  to  exercise,  any  of  the  rights  or  powers  of  the  Protection  Buyer,  the  Credit  Default  Swap 
Calculation  Agent,  the  Portfolio  Selection  Agent  or  any  of  their  affiliates  arising  under  or  in  connection 
with  its  or  their  holding  of  any  such  obligation.  None  of  the  Issuer,  the  Trustee,  the  Issuing  and  Paying 
Agent,  nor  any  Holder  of  any  Note  will  have  any  right  to  acquire  from  the  Protection  Buyer,  the  Credit 
Default  Swap  Calculation  Agent,  the  Portfolio  Selection  Agent  or  any  of  their  affiliates  (or  to  require  the 
Protection  Buyer,  the  Credit  Default  Swap  Calculation  Agent  or  any  of  their  affiliates  to  transfer,  assign  or 
otherwise  dispose  of)  any  interest  in  any  Reference  Obligation  or  other  obligation  of  any  Reference  Entity 
pursuant  to  the  Credit  Default  Swap.  Furthermore,  to  the  extent  that  the  Protection  Buyer,  the  Credit 
Default  Swap  Calculation  Agent,  the  Portfolio  Selection  Agent  or  any  of  their  affiliates  holds  any  obligation 
of  a  Reference  Entity,  none  of  the  Protection  Buyer,  the  Credit  Default  Swap  Calculation  Agent,  the 
Portfolio  Selection  Agent  nor  any  of  their  affiliates  will  grant  the  Issuer,  the  Trustee  or  the  Issuing  and 
Paying  Agent  any  security  interest  in  such  obligation. 

In  addition,  in  the  event  of  the  bankruptcy  or  insolvency  of  the  Protection  Buyer,  the  Issuer  will  be 
treated  as  a  general  creditor  of  the  Protection  Buyer  and  will  not  have  any  claim  with  respect  to  the 
Reference  Entities.  Consequently,  the  Issuer  will  be  subject  to  the  credit  risk  of  the  Proieciion  Buyer  as 
well  as  that  of  the  Reference  Entities. 

Limited  Provision  of  Information  about  Reference  Obligations/Reference  Entities.  This  Offering 
Circular  does  not  provide  any  information  with  respect  to  any  Reference  Obligation  or  Reference  Entity 
other  than  that  contained  in  a  description  of  the  Reference  Portfolio  set  forth  under  "The  Credit  Default 
Swap— The  Reference  Portfolio".  As  the  occurrence  of  a  Credit  Event  may  result  in  a  permanent 
decrease  in  the  amounts  payable  in  respect  of  the  Notes,  investors  should  review  the  list  of  Reference 
Obligations  set  forth  herein  and  conduct  their  own  investigation  and  analysis  with  respect  to  the 
creditworthiness  of  each  Reference  Obligation  and  the  likelihood  of  the  occurrence  of  a  Credit  Event  with 
respect  to  each  Reference  Entity  and  Reference  Obligation. 

The  Protection  Buyer  or  its  affiliates  and/or  the  Portfolio  Selection  Agent  or  its  affiliates  may  have 
information,  including  material,  non-public  information,  regarding  the  Reference  Obligations  and  the 
Reference  Entities.  Neither  the  Protection  Buyer  nor  the  Portfolio  Selection  Agent  will  provide  the  Issuer, 
the  Trustee,  the  Issuing  and  Paying  Agent,  any  Noteholder  or  any  other  Person  with  any  such  non-public 
information.  In  addition,  neither  the  Protection  Buyer  nor  the  Portfolio  Selection  Agent  will  provide  the 
Issuer,  the  Trustee,  the  Issuing  and  Paying  Agent,  any  Holder  of  any  Note  or  any  other  Person  with  any 
such  information  that  is  public  (including  financial  information  or  notices),  except  in  the  case  of 
information  pertaining  to  one  or  more  Credit  Events  with  respect  to  each  Reference  Entity  and  one  or 
more  Reference  Obligation(s)  of  such  Reference  Entity  in  connection  with  which  the  Protection  Buyer  is 
seeking  payment  of  one  or  more  Cash  Settlement  Amounts. 

The  Issuer  will  be  required  pursuant  to  the  Indenture  to  provide  the  Noteholders  with  periodic 
reports.  See  "Description  of  the  Notes— The  Indenture— Reports  Prepared  Pursuant  to  the  Indenture." 
None  of  the  Initial  Purchaser,  the  Protection  Buyer,  the  Portfolio  Selection  Agent  or  any  of  their  respective 
affiliates  has  any  obligation  to  keep  the  Issuer,  the  Trustee,  the  Issuing  and  Paying  Agent  or  the 
Noteholders  informed  as  to  any  other  matters  with  respect  to  any  Reference  Entity  or  any  Reference 
Obligation,  including  whether  or  not  circumstances  exist  that  give  rise  to  the  possibility  of  the  occurrence 
of  a  Credit  Event  with  respect  to  any  Reference  Obligation  or  a  Reference  Entity. 

None  of  the  Issuer,  the  Trustee,  the  Issuing  and  Paying  Agent  or  the  Noteholders  will  have  the 
right  to  inspect  any  records  of  the  Initial  Purchaser,  the  Protection  Buyer,  the  Portfolio  Selection  Agent  or 
any  of  their  respective  affiliates..  Except  forthe  information  contained  in  this  Offering  Circular,  none  of  the 
Initial  Purchaser,  the  "Protection  Buyer,  the  Portfolio  Selection  Agent  nor  any  of  their  respective  affiliates 
will  have  any  obligation  to  disclose  any  information  or  evidence  regarding  the  existence  or  terms  of  any 
obligation  of  any  Reference  Entity  or  any  matters  arising  in  relation  thereto  or  otherwise  regarding  any 
Reference  Entity,  any  guarantor  or  any  other  person. 
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Concentration  Risk.  The  concentration  of  the  Reference  Obligations  in  the  Reference  Portfolio  in 
any  one  particular  type  of  Structured  Product  Security  subjects  the  Notes  to  a  greater  degree  of  risk  with 
respect  to  credit  defaults  within  such  type  of  Structured  Product  Security,  investors  should  review  the  list 
of  Reference  Obligations  set  forth  herein  and  conduct  their  own  investigation  and  analysis  with  regard  to 
each  Reference  Obligation.  See  "The  Credit  Default  Swap— The  Reference  Portfolio". 

Collateral  Default.  To  the  extent  that  defaults  occur  with  respect  to  any  Collateral,  a  Mandatory 
Redemption  will  occur  and  the  Collateral  Disposal  Agent  will  be  required  to  liquidate  the  Collateral 
Securities.  Thereafter,  liquidation  proceeds  will  be  applied  in  accordance  with  "Description  of  the  Notes- 
Priority  of  Payments— Principal  Proceeds— Stated  Maturity,  Optional  Redemption  Date  or  Mandatory 
Redemption  Date".  Depending  on  the  market  value  of  the  remaining  Collateral  and  the  value  of  the 
Credit  Default  Swap  and  the  Basis  Swap  at  such  time,  the  proceeds  of  such  liquidation  may  not  be 
sufficient  to  pay  the  unpaid  principal  of  and  interest  on  all  of  the  Notes. 

Assets  included  in  the  Reference  Portfolio  or  held  as  Collateral  Securities.  The  risks  generally 
described  below  under  Commercial  Mortgage-Backed  Securities,  Residential  Mortgage-Backed 
Securities,  CDO  Cashflow  Securities  and  Asset-Backed  Securities  could  affect  payments  on  the  Notes  to 
the  extent  any  such  asset  is  (i)  included  in  the  Reference  Portfolio  as  a  Reference  Obligation  and 
experiences  a  Credit  Event  or  (ii)  held  by  the  Issuer  as  a  Collateral  Security  and  subsequently 
experiences  a  Collateral  Default. 

Commercial  Mortgage-Backed  Securities.  The  Collateral  Securities  may  include  Commercial 
Mortgage-Backed  Securities. 

CMBS  bear  various  risks,  including  credit,  market,  interest  rate,  structural  and  legal  risks.  CMBS 
are  securities  backed  by  obligations  (including  certificates  of  participation  in  obligations)  that  are 
principally  secured  by  mortgages  on  real  property  or  interests  therein  having  a  multifamily  or  commercial 
use,  such  as  regional  malls,  other  retail  space,  office  buildings,  industrial  or  warehouse  properties,  hotels, 
rental  apartments,  self-storage,  nursing  homes  and  senior  living  centers.  Risks  affecting  real  estate 
investments  include  general  economic  conditions,  the  condition  of  financial  markets,  political  events, 
developments  or  trends  in  any  particular  industry  and  changes  in  prevailing  interest  rates.  The  cyclically 
and  leverage  associated  with  real  estate-related  investments  have  historically  resulted  in  periods, 
including  significant  periods,  of  adverse  performance,  including  performance  that  may  be  materially  more 
adverse  than  the  performance  associated  with  other  investments.  In  addition,  commercial  mortgage  loans 
generally  lack  standardized  terms,  tend  to  have  shorter  maturities  than  residential  mortgage  loans  and 
may  provide  for  the  payment  of  all  or  substantially  all  of  the  principal  only  at  maturity.  Additional  risks  may 
be  presented  by  the  type  and  use  of  a  particular  commercial  property.  For  instance,  commercial 
properties  that  operate  as  hospitals  and  nursing  homes  may  present  special  risks  to  lenders  due  to  the 
significant  governmental  regulation  of  the  ownership,  operation,  maintenance  and  financing  of  health  care 
institutions.  Hotel  and  motel  properties  are  often  operated  pursuant  to  franchise,  management  or 
operating  agreements  which  may  be  terminable  by  the  franchisor  or  operator;  and  the  transferability  of  a 
hotel's  operating,  liquor  and  other  licenses  upon  a  transfer  of  the  hotel,  whether  through  purchase  or 
foreclosure,  is  subject  to  local  law  requirements.  All  of  these  factors  increase  the  risks  involved  with 
commercial  real  estate  lending.  Commercial  lending  is  generally  viewed  as  exposing  a  lender  to  a  greater 
risk  of  loss  than  residential  one-to-four  family  lending  since  it  typically  involves  larger  loans  to  a  single 
borrower  than  residential  one-to-four  family  lending. 

Commercial  mortgage  lenders  typically  look  to  the  debt  service  coverage  ratio  of  a  loan  secured 
by  income-producing  property  as  an  important  measure  of  the  risk  of  default  on  such  a.lo.an.  Commercial- 
property  values  and  net  operating  income  are  subject  to  volatility,  and  net  operating  income  may  be 
sufficient  or  insufficient  to  cover  debt  service  on  the  related  mortgage  loan  at  any  given  time.  The 
repayment  of  loans  secured  by  income-producing  properties  is  typically  dependent  upon  the  successful 
operation  of  the  related  real  estate  project  rather  than  upon  the  liquidation  value  of  the  underlying  real 
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estate.  Furthermore,  the  net  operating  income  from  and  value  of  any  commercial  property  may  be 
adversely  affected  by  risks  generally  incident  to  interests  in  real  property,  including  events  which  the 
borrower  or  manager  of  the  property,  or  the  issuer  or  servicer  of  the  related  issuance  of  commercial 
mortgage-backed  securities,  may  be  unable  to  predict  or  control,  such  as  changes  in  general  or  local 
economic  conditions  and/or  specific  industry  segments;  declines  in  real  estate  values;  declines  in  rental 
or  occupancy  rates;  increases  in  interest  rates,  real  estate  tax  rates  and  other  operating  expenses; 
changes  in  governmental  rules,  regulations  and  fiscal  policies;  acts  of  God;  and  social  unrest  and  civil 
disturbances.  The  value  of  commercial  real  estate  is  also  subject  to  a  number  of  laws,  such  as  laws 
regarding  environmental  clean-up  and  limitations  on  remedies  imposed  by  bankruptcy  laws  and  state 
laws  regarding  foreclosures  and  rights  of  redemption.  Any  decrease  in  income  or  value  of  the  commercial 
real  estate  underlying  an  issue  of  CMBS  could  result  in  cash  flow  delays  and  losses  on  the  related  issue 
ofCMBS, 

A  commercial  property  may  not  readily  be  converted  to  an  alternative  use  in  the  event  that  the 
operation  of  such  commercial  property  for  its  original  purpose  becomes  unprofitable.  In  such  cases,  the 
conversion  of  the  commercial  property  to  an  alternative  use  would  generally  require  substantial  capita! 
expenditures.  Thus,  if  the  borrower  becomes  unable  to  meet  its  obligations  under  the  related  commercial 
mortgage  loan,  the  liquidation  value  of  any  such  commercial  property  may  be  substantially  less,  relative 
to  the  amount  outstanding  on  the  related  commercial  mortgage  loan,  than  would  be  the  case  if  such 
commercial  property  were  readily  adaptable  to  other  uses.  The  exercise  of  remedies  and  successful 
realization  of  liquidation  proceeds  may  be  highly  dependent  on  the  performance  of  CMBS  servicers  or 
special  servicers,  of  which  there  may  be  a  limited  number  and  which  may  have  conflicts  of  interest  in  any 
given  situation.  The  failure  of  the  performance  of  such  CMBS  servicers  or  special  servicers  could  result  in 
cash  flow  delays  and  losses  on  the  related  issue  of  CMBS. 

At  any  one  time,  a  portfolio  of  CMBS  may  be  backed  by  commercial  mortgage  loans  with 
disproportionately  large  aggregate  principal  amounts  secured  by  properties  in  only  a  few  states  or 
regions.  As  a  result,  the  commercial  mortgage  loans  may  be  more  susceptible  to  geographic  risks  relating 
to  such  areas,  such  as  adverse  economic  conditions,  adverse  events  affecting  industries  located  in  such 
areas  and  natural  hazards  affecting  such  areas,  than  would  be  the  case  for  a  pool  of  mortgage  loans 
having  more  diverse  property  locations. 

Mortgage  loans  underlying  a  CMBS  issue  may  provide  for  no  amortization  of  principal  or  may 
provide  for  amortization  based  on  a  schedule  substantially  longer  than  the  maturity  of  the  mortgage  loan, 
resulting  in  a  "balloon"  payment  due  at  maturity.  If  the  underlying  mortgage  borrower  experiences 
business  problems,  or  other  factors  limit  refinancing  alternatives,  such  balloon  payment  mortgages  are 
likely  to  experience  payment  delays  or  even  default.  As  a  result,  the  related  issue  of  CMBS  could 
experience  delays  in  cash  flow  and  losses. 

In  addition,  interest  payments  on  CMBS  may  be  subject  to  an  available  funds-cap  and/or  a 
weighted  average  coupon  cap  (which  cap  will,  in  each  case,  have  the  practical  effect  of  deferring  part  or 
all  of  such  interest  payments)  if  interest  rate  rises  substantially. 

Residential  Mortgage-Backed  Securities.  The  Reference  Obligations  will  include  and  the 
Collateral  Securities  may  include  Residential  Mortgage-Backed  Securities. 

RMBS  bear  various  risks,  including  credit,  market,  interest  rate,  structural  and  legal  risks.  RMBS 
represent  interests  in  pools  of  residential  mortgage  loans  secured  by  one-  to  four-family  residential 
mortgage-loans.  Such  loans  may  be  prepaid  at  any  time.  Residential  mortgage  loans.are  obligations  of 
the  borrowers  thereunder  only  and  are  not  typically  insured  or  guaranteed  by  any  other  person  or  entity, 
although  such  loans  may  be  securitized  by  Agencies  and  the  securities  issued  are  guaranteed.  The  rate 
of  defaults  and  losses  on  residential  mortgage  loans  will  be  affected  by  a  number  of  factors,  including 
general  economic  conditions  and  those  in  the  area  where  the  related  mortgaged  property  is  located,  the 
borrower's  equity  in  the  mortgaged  property  and  the  financial  circumstances  of  the  borrower.    If  a 
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residential  mortgage  loan  is  in  default,  foreclosure  of  such  residential  mortgage  loan  may  be  a  lengthy 
and  difficult  process,  and  may  involve  significant  expenses.  Furthermore,  the  market  for  defaulted 
residential  mortgage  loans  or  foreclosed  properties  may  be  very  limited. 

At  any  one  time,  a  portfolio  of  RMBS  may  be  backed  by  residential  mortgage  loans  with 
disproportionately  large  aggregate  principal  amounts  secured  by  properties  in  only  a  few  states  or 
regions.  As  a  result,  the  residential  mortgage  loans  may  be  more  susceptible  to  geographic  risks  relating 
to  such  areas,  such  as  adverse  economic  conditions,  adverse  events  affecting  industries  located  in  such 
areas  and  natural  hazards  affecting  such  areas,  than  would  be  the  case  for  a  pool  of  mortgage  loans 
having  more  diverse  property  locations.  In  addition,  the  residential  mortgage  loans  may  include  so-called 
"jumbo"  mortgage  loans,  having  original  principal  balances  that  are  higher  than  is  generally  the  case  for 
residential  mortgage  loans.  As  a  result,  such  portfolio  of  RMBS  may  experience  increased  losses. 

Each  underlying  residential  mortgage  loan  in  an  issue  of  RMBS  may  have  a  balloon  payment  due 
on  its  maturity  date.  Balloon  residential  mortgage  loans  involve  a  greater  risk  to  a  lender  than  self- 
amortizing  loans,  because  the  ability  of  a  borrower  to  pay  such  amount  will  normally  depend  on  its  ability 
to  obtain  refinancing  of  the  related  mortgage  loan  or  sell  the  related  mortgaged  property  at  a  price 
sufficient  to  permit  the  borrower  to  make  the  balloon  payment,  which  will  depend  on  a  number  of  factors 
prevailing  at  the  time  such  refinancing  or  sale  is  required,  including,  without  limitation,  the  strength  of  the 
residential  real  estate  markets,  tax  laws,  the  financial  situation  and  operating  history  of  the  underlying 
property,  interest  rates  and  general  economic  conditions.  If  the  borrower  is  unable  to  make  such  balloon 
payment,  the  related  issue  of  RMBS  may  experience  losses. 

In  addition,  interest  payments  on  RMBS  may  be  subject  to  an  available  funds-cap  and/or  a 
weighted  average  coupon  cap  (which  cap  will,  in  each  case,  have  the  practical  effect  of  deferring  part  or 
all  of  such  interest  payments)  if  interest  rate  rises  substantially. 

Structural  and  Legal  Risks  of  CMBS  and  RMBS.  Residential  mortgage  loans  in  an  issue  of 
RMBS  may  be  subject  to  various  federal  and  state  laws,  public  policies  and  principles  of  equity  that 
protect  consumers,  which  among  other  things  may  regulate  interest  rates  and  other  charges,  require 
certain  disclosures,  require  licensing  of  originators,  prohibit  discriminatory  lending  practices,  regulate  the 
use  of  consumer  credit  information  and  regulate  debt  collection  practices.  Violation  of  certain  provisions 
of  these  laws,  public  policies  and  principles  may  limit  the  servicer's  ability  to  collect  all  or  part  of  the 
principal  of  or  interest  on  a  residential  mortgage  loan,  entitle  the  borrower  to  a  refund  of  amounts 
previously  paid  by  it,  or  subject  the  servicer  to  damages  and  sanctions.  Any  such  violation  could  result 
also  in  cash  flow  delays  and  losses  on  the  related  issue  of  RMBS. 

In  addition,  structural  and  legal  risks  of  CMBS  and  RMBS  include  the  possibility  that,  in  a 
bankruptcy  or  similar  proceeding  involving  the  originator  or  the  servicer  (often  the  same  entity  or 
affiliates),  the  assets  of  the  issuer  could  be  treated  as  never  having  been  truly  sold  by  the  originator  to  the 
issuer  and  could  be  substantively  consolidated  with  those  of  the  originator,  or  the  transfer  of  such  assets 
to  the  issuer  could  be  voided  as  a  fraudulent  transfer.  Challenges  based  on  such  doctrines  could  result 
also  in  cash  flow  delays  and  losses  on  the  related  issue  of  CMBS  or  RMBS. 

It  is  not  expected  that  CMBS  or  RMBS  (other  than  the  RMBS  Agency  Securities)  will  be 
guaranteed  or  insured  by  any  governmental  agency  or  instrumentality  or  by  any  other  person. 
Distributions  on  CMBS  and  RMBS  will  depend  solely  upon  the  amount  and  timing  of  payments  and  other 
collections  on  the  related  underlying  mortgage  loans. 

Some  of  the  CMBS  may,  and  the  RMBS  referenced  in  the  Initial  Reference  Portfolio  will,  be 
subordinated  to  one  or  more  other  senior  classes  of  securities  of  the  same  series  for  purposes  of,  among 
other  things,  offsetting  losses  and  other  shortfalls  with  respect  to  the  related  underlying  mortgage  loans. 
In  addition,  in  the  case  of  CMBS  and  certain  RMBS,  no  distributions  of  principal  will  generally  be  made 
with  respect  to  any  class  until  the  aggregate  principal  balances  of  the  corresponding  senior  classes  of 

28 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-001 91 8067 


Footnote  Exhibits  -  Page  4847 


securities  have  been  reduced  to  zero.  As  a  result,  the  subordinate  classes  are  more  sensitive  to  risk  of 
loss  and  writedowns  than  senior  classes  of  such  securities. 

CDO  Cashflow  Securities.  The  Collateral  Securities  may  include  CDO  Cashflow  Securities. 
CDO  Cashflow  Securities  generally  are  limited  recourse  obligations  of  the  issuer  thereof  payable  solely 
from  the  underlying  assets  of  the  issuer  ("CDO  Collateral")  or  proceeds  thereof.  Consequently,  CDO 
Cashflow  Securities  must  rely  solely  on  distributions  on  the  underlying  CDO  Collateral  or  proceeds 
thereof  for  payment  in  respect  thereof.  If  distributions  on  the  underlying  CDO  Collateral  are  insufficient  to 
make  payments  on  the  CDO  Cashflow  Securities,  no  other  assets  will  be  available  for  payment  of  the 
deficiency  and  following  realization  of  the  underlying  assets,  the. obligations  of  the  issuer  to  pay  such 
deficiency  shall  be  extinguished. 

CDO  Cashflow  Securities  are  subject  to  credit,  liquidity  and  interest  rate  risks.  CDO  Collateral 
may  consist  of  high  yield  debt  securities,  loans,  structured  finance  securities  and  other  debt  instruments. 
High  yield  debt  securities  are  generally  unsecured  (and  loans  may  be  unsecured)  and  may  be 
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high  yield  securities  reflect  a  greater  possibility  that  adverse  changes  in  the  financial  condition  of  an 
issuer  or  in  general  economic  conditions  or  both  may  impair  the  ability  of  the  issuer  to  make  payments  of 
principal  or  interest.  Such  investments  may  be  speculative. 

Issuers  of  CDO  Cashflow  Securities  may  acquire  interests  in  loans  and  other  debt  obligations  by 
way  of  assignment  or  participation.  The  purchaser  of  an  assignment  typically  succeeds  to  all  the  rights 
and  obligations  of  the  assigning  institution  and  becomes  a  lender  under  the  credit  agreement  with  respect 
to  the  debt  obligation;  however,  its  rights  can  be  more  restricted  than  those  of  the  assigning  institution. 

CDO  Cashflow  Securities  are  subject  to  interest  rate  risk.  The  CDO  Collateral  of  an  issuer  of 
CDO  Cashflow  Securities  may  bear  interest  at  a  fixed  (floating)  rate  while  the  CDO  Cashflow  Securities 
issued  by  such  issuer  may  bear  interest  at  a  floating  (fixed)  rate.  As  a  result,  there  could  be  a 
floating/fixed  rate  or  basis  mismatch  between  such  CDO  Cashflow  Securities  and  CDO  Collateral  which 
bears  interest  at  a  fixed  rate  and  there  may  be  a  timing  mismatch  between  the  CDO  Cashflow  Securities 
and  assets  that  bear  interest  at  a  floating  rate  as  the  interest  rate  on  such  assets  bearing  interest  at  a 
floating  rate  may  adjust  more  frequently  or  less  frequently,  on  different  dates  and  based  on  different 
indices  than  the  interest  rates  on  the  CDO  Cashflow  Securities.  As  a  result  of  such  mismatches,  an 
increase  or  decrease  in  the  level  of  the  floating  rate  indices  could  adversely  impact  the  ability  to  make 
payments  on  the  CDO  Cashflow  Securities. 

In  addition,  certain  CDO  Cashflow  Securities  may  by  their  terms  defer  payment  of  interest  or  pay 
interest  "in-kind". 

Asset-Backed  Securities.  The  Collateral  Securities  may  include  Asset-Backed  Securities.  The 
structure  of  an  Asset-Backed  Security  and  the  terms  of  the  investors'  interest  in  the  collateral  can  vary 
widely  depending  on  the  type  of  collateral,  the  desires  of  investors  and  the  use  of  credit  enhancements. 
Individual  transactions  can  differ  markedly  in  both  structure  and  execution.  Important  determinants  of  the 
risk  associated  with  issuing,  acquiring  synthetic  exposure  through  the  Credit  Default  Swap  or  holding 
Asset-Backed  Securities  include  the  relative  seniority  or  subordination  of  the  class  of  Asset-Backed 
Securities,  the  relative  allocation  of  principal  and  interest  payments  in  the  priorities  by  which  such 
payments  are  made  under  the  governing  documents,  how  credit  losses  affect  the  issuing  vehicle  and  the 
return  on  the  different  classes,  whether  collateral  represents  a  fixed  set  of  specific  assets  or  accounts, 
whether  the  underlying  collateral  assets  are  revolving  or  closed-end,  under  what  terms  (including  maturity 
of  the  asset-backed  instrument)  any  remaining  balance  in  the  accounts  may  revert  to  the  issuing 
company  and  the  extent  to  which  the  company  that  is  the  actual  source  of  the  collateral  assets  is 
obligated  to  provide  support  to  the  issuing  vehicle  or  to  any  of  the  classes  of  securities.  With  respect  to 
some  types  of  Asset-Backed  Securities,  the  risk  is  more  closely  correlated  with  the  default  risk  on 
corporate  bonds  of  similar  terms  and  maturities  than  with  the  performance  of  a  pool  of  receivables.  In 

29 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-001 91 8068 


Footnote  Exhibits  -  Page  4848 


addition,  certain  Asset-Backed  Securities  (particularly  subordinated  Asset-Backed  Securities)  provide  that 
the  non-payment  of  interest  in  cash  on  such  securities  will  not  constitute  an  event  of  default  in  certain 
circumstances  and  the  holders  of  such  securities  will  not  have  available  to  them  any  associated  default 
remedies. 

Holders  of  Asset-Backed  Securities  bear  various  risks,  including  credit  risks,  liquidity  risks, 
interest  rate  risks,  market  risks,  operations  risks,  structural  risks  and  legal  risks.  Credit  risk  arises  from 
losses  due  to  defaults  by  the  borrowers  in  the  underlying  collateral  and  the  issuer's  or  servicer's  failure  to 
perform.  These  two  elements  may  be  related,  as,  for  example,  in  the  case  of  a  servicer  which  does  not 
provide  adequate  credit-review  scrutiny  to  the  serviced  portfolio,  leading  to  higher  incidence  of  defaults. 
Market  risk  arises  from  the  cash  flow  characteristics  of  the  security,  which  for  most  Asset-Backed 
Securities  tend  to  be  predictable.  The  greatest  variability  in  cash  flows  comes  from  credit  performance, 
including  the  presence  of  wind-down  or  acceleration  features  designed  to  protect  the  investor  in  the  event 
that  credit  losses  in  the  portfolio  rise  well  above  expected  levels.  Interest  rate  risk  arises  for  the  issuer 
from  the  relationship  between  the  pricing  terms  on  the  underlying  collateral  and  the  terms  of  the  rate  paid 
to  holders  of  securities  and  from  the  need  to  mark  to  market  the  excess  servicing  or  spread  account 
proceeds  carried  on  the  balance  sheet.  For  the  holder  of  the  security,  interest  rate  risk  depends  on  the 
expected  life  of  the  Asset-Backed  Securities  which  may  depend  on  prepayments  on  the  underlying  assets 
or  the  occurrence  of  wind-down  or  termination  events. 

If  the  servicer  becomes  subject  to  financial  difficulty  or  otherwise  ceases  to  be  able  to  carry  out  its 
functions,  it  may  be  difficult  to  find  other  acceptable  substitute  servicers  and  cash  flow  disruptions  or 
losses  may  occur,  particularly  with  non-standard  receivables  or  receivables  originated  by  private  retailers 
who  collect  many  of  the  payments  at  their  stores.  Structural  and  legal  risks  include  the  possibility  that,  in 
a  bankruptcy  or  similar  proceeding  involving  the  originator  or  the  servicer  (often  the  same  entity  or 
affiliates),  the  assets  of  the  Issuer  could  be  treated  as  never  having  been  truly  sold  by  the  originator  to  the 
Issuer  and  could  be  substantively  consolidated  with  those  of  the  originator,  or  the  transfer  of  such  assets 
to  the  issuer  could  be  voided  as  a  fraudulent  transfer.  Challenges  based  on  such  doctrines  could  result 
also  in  cash  flow  delays  and  reductions  on  the  Asset-Backed  Securities.  Other  similar  risks  relate  to  the 
degree  to  which  cash  flows  on  the  assets  of  the  Issuer  may  be  commingled  with  those  on  the  originator's 
other  assets. 

Recent  Developments  in  Subprime  Residential  Mortgage  Lending.  Recently,  delinquencies, 
defaults  and  losses  on  residential  mortgage  loans  have  increased  and  may  continue  to  increase,  which 
may  affect  the  performance  of  RMBS,  in  particular  RMBS  Residential  B/C  Mortgage  Securities  which  are 
backed  by  subprime  mortgage  loans.  Subprime  mortgage  loans  are  generally  made  to  borrowers  with 
lower  credit  scores.  Accordingly,  mortgage  loans  backing  RMBS  Residential  B/C  Mortgage  Securities  are 
more  sensitive  to  economic  factors  that  could  affect  the  ability  of  borrowers  to  pay  their  obligations  under 
the  mortgage  loans  backing  these  securities.  Market  interest  rates  have  been  increasing  and 
accordingly,  with  respect  to  adjustable  rate  mortgage  loans  and  hybrid  mortgage  loans  that  have  or  will 
enter  their  adjustable-rate  period,  borrowers  are  likely  to  experience  increases  in  their  monthly  payments 
and  become  increasingly  likely  to  default  on  their  payment  obligations.  Discovery  of  fraudulent  mortgage 
loan  applications  in  connection  with  rising  default  rates  with  respect  to  subprime  mortgage  loans  may 
indicate  that  the  risks  with  respect  to  these  mortgage  loans  are  particularly  acute  at  this  time.  Such  risks 
may  result  in  further  increases  in  default  rates  by  subprime  borrowers  as  it  becomes  more  difficult  for 
them  to  obtain  refinancing. 

These  economic  trends  have  been  accompanied  by  a  recent  downward  trend  or  stabilization  of 
property  values  after  a  sustained  period  of  increase  in  property  values.  Because  subprime  mortgage 
loans  generally  have  higher  loan-to-value  ratios,  recoveries  on  defaulted  mortgage  loans  are  more  likely 
not  to  result  in  payment  in  full  of  amounts  owed  under  such  mortgage  loans,  resulting  in  higher  net  losses 
than  would  have  been  the  case  had  property  values  remained  the  same  or  increased.  A  decline  in 
property  values  will  particularly  impact  recoveries  on  second  lien  mortgage  loans  that  may  be  included  in 
the  mortgage  pools  backing  RMBS  Residential  B/C  Mortgage  Securities. 
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Structural  features  of  RMBS  may  contribute  to  the  impact  of  increased  delinquencies  and  defaults 
and  lower  recoveries  on  the  underlying  mortgage  pool.  In  particular,  there  may  be  a  decline  in  the 
interest  rate  payable  under  those  RMBS  structured  to  limit  interest  payable  to  investors  based  on  a 
weighted  average  coupon  cap.  Mortgage  loans  bearing  interest  at  a  higher  rate  will  have  a  greater 
tendency  to  default  than  those  with  lower  mortgage  rates.  Such  defaults  will  reduce  the  weighted 
average  coupon  of  the  underlying  mortgage  loans  and  accordingly  the  interest  rate  payable  to  investors  in 
the  related  RMBS.  In  addition,  delinquencies,  defaults  and  lower  recoveries  on  underlying  mortgage 
loans  will  reduce  interest  and  principal  actually  paid  to  investors  to  less  than  the  amounts  owed  to 
investors  in  accordance  with  the  terms  of  their  RMBS.  RMBS  may  not  be  structured  with  significant  or 
any  overcollateralization,  so  performance  will  be  sensitive  to  delays  or  reductions  in  payments, 
particularly  in  the  case  of  subordinated  tranches  of  RMBS.  To  the  extent  that  RMBS  provide  for 
writedowns  of  principal,  interest  will  cease  to  accrue  on  the  portion  of  principal  of  an  RMBS  that  has  been 
written  down. 

RMBS  may  provide  that  the  servicer  is  required  to  make  advances  in  respect  of  delinquent 
mortgage  ioans.  However,  servicers  experiencing  financial  difficulties  may  not  be  able  to  perform  these 
obligations.  Servicers  who  have  sought  bankruptcy  protection  may,  due  to  application  of  the  provisions  of 
bankruptcy  law,  not  be  required  to  advance  such  amounts.  Even  if  a  servicer  were  able  to  advance 
amounts  in  respect  of  delinquent  mortgage  loans,  its  obligation  to  make  such  advances  may  be  limited  to 
the  extent  that  it  does  not  expect  to  recover  such  advances  due  to  the  deteriorating  credit  of  the 
delinquent  mortgage  loans.  In  addition,  a  servicer's  obligation  to  make  such  advances  may  be  limited  to 
the  amount  of  its  servicing  fee. 

Recently,  a  number  of  originators  and  servicers  of  mortgage  loans  have  experienced  serious 
financial  difficulties  and,  in  some  cases,  have  entered  bankruptcy  proceedings.  These  difficulties  have 
resulted  in  part  from  declining  markets  for  their  mortgage  loans  as  well  as  from  claims  for  repurchases  of 
mortgage  loans  previously  sold  under  provisions  that  require  repurchase  in  the  event  of  early  payment 
defaults  or  for  breaches  of  representations  regarding  loan  quality.  Such  financial  difficulties  may  have  a 
negative  effect  on  the  ability  of  servicers  to  pursue  collection  on  mortgage  loans  that  are  experiencing 
increased  delinquencies  and  defaults  and  to  maximize  recoveries  on  sale  of  underlying  properties 
following  foreclosure.  The  inability  of  the  originator  to  repurchase  such  mortgage  loans  in  the  event  of 
early  payment  defaults  and  other  loan  representation  breaches  may  also  affect  the  performance  of  RMBS 
backed  by  those  mortgage  loans. 

Under  certain  circumstances,  including  a  failure  to  perform  its  servicing  obligations  or  a 
bankruptcy  of  the  servicer,  investors  will  be  entitled  to  remove  and  replace  the  existing  servicer.  There  is 
no  guarantee,  however,  that  a  suitable  servicer  could  be  found  to  assume  the  obligations  of  the  existing 
servicer,  and  the  transition  of  servicing  responsibilities  to  a  replacement  servicer  could  have  an  adverse 
effect  on  performance  of  servicing  functions  during  or  following  a  transition  period  and  a  resulting 
increase  in  delinquencies  and  losses  and  decreases  in  recoveries. 

Transfers  of  mortgage  loans  by  the  originator  or  seller  will  be  characterized  in  the  applicable  sale 
agreement  as  a  sale  transaction.  Nevertheless,  in  the  event  of  a  bankruptcy  of  the  originator  or  seller,  the 
trustee  in  bankruptcy  could  attempt  to  recharacterize  the  sale  of  the  mortgage  loans  as  a  borrowing 
secured  by  a  pledge  of  the  mortgage  loans.  If  such  attempt  were  successful,  the  trustee  in  bankruptcy 
could  prevent  the  trustee  for  the  RMBS  from  exercising  any  of  the  rights  of  the  owner  of  the  mortgage 
loans  and  also  could  elect  to  liquidate  the  mortgage  loans.  Investors  may  suffer  a  loss  to  the  extent  that 
the  proceeds  of  the  liquidation  of  the  underlying  mortgage  loans  would  not  be  sufficient  to  pay  amounts 
owed  in  respect  of  their  investments. -Jfcthis  occurs,  investors  would  lose  the  right  to  future  payments  of 
interest  and  may  fail  to  recover  their  initial  investment.  Regardless  of  whether  a  trustee  elects  to 
foreclose  on  the  underlying  mortgage  loan  pool,  delays  in  payments  on  their  investments  and  possible 
reductions  in  the  amount  of  these  payments  could  occur. 
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These  adverse  changes  in  market  conditions  may  reduce  the  cashflow  which  the  Issuer  receives 
from  RMBS  held  by  the  Issuer  (or  a  Credit  Default  Swap  that  reference  RMBS),  decrease  the  market 
value  of  such  RMBS  and  increase  the  incidence  and  severity  of  Credit  Events  under  the  Credit  Default 
Swap. 

Currency  Exchange  Risk.  The  Reference  Portfolio  may  include  non-Dollar  denominated 
Reference  Obligations.  At  the  time  that  such  non-Dollar  denominated  Reference  Obligation  is  included  in 
the  Reference  Portfolio,  the  Credit  Default  Swap  Calculation  Agent  will  determine  the  Notional  Foreign 
Exchange  Rate  with  respect  to  such  non-Dollar  denominated  Reference  Obligation.  This  Notional 
Foreign  Exchange  Rate  will  not  change  during  the  time  such  non-Dollar  denominated  Reference 
Obligation  is  in  the  Reference  Portfolio,  and,  as  such,  will  protect  the  Issuer  from  any  unfavorable 
fluctuation  of  the  applicable  currency  rate  (which  would  increase  the  amount  of  any  Cash  Settlement 
Amount  and/or  Notional  Principal  Adjustment  Amount  relating  to  such  non-Dollar  denominated  Reference 
Obligation).  However,  because  the  Notional  Foreign  Exchange  Rate  is  fixed,  the  Issuer  will  not  benefit 
from  any  favorable  fluctuation  of  the  applicable  currency  exchange  rate  (which  would  reduce  the  amount 
of  any  Cash  Settlement  Amount  and/or  Notional  Principal  Adjustment  Amount  relating  to  such  non-Dollar 
denominated  Reference  Obligation). 

In  addition,  in  connection  with  a  Mandatory  Redemption,  Collateral  Securities  may  be  liquidated 
and  the  proceeds  of  such  liquidation  may  be  insufficient  to  pay  the  Currency  Adjusted  Aggregate 
Outstanding  Amount  of  each  Series  in  full.  To  the  extent  that  a  Series  of  Notes  is  denominated  in  an 
Approved  Currency  for  which  there  is  insufficient  proceeds  in  such  Approved  Currency  (at  the  applicable 
level  of  priority)  to  pay  the  Currency  Adjusted  Aggregate  Outstanding  Amount  of  such  Series  of  Notes  in 
full,  available  proceeds  denominated  in  other  Approved  Currencies  will  be  exchanged  for  such  needed 
Approved  Currency  at  the  applicable  currency  exchange  rates  at  such  time.  Other  Notes  of  such  Class 
denominated  in  any  such  other  Approved  Currency  and  Notes  junior  to  such  Class  may  experience 
losses  due  to  any  adverse  fluctuation  of  the  applicable  exchange  currency  rates.  In  addition,  to  the  extent 
there  would  be  insufficient  Principal  Proceeds  after  giving  effect  to  any  such  exchange  to  make  all 
principal  payments  on  the  Notes  in  connection  with  a  Mandatory  Redemption,  with  respect  to  any  Class  in 
which  Notes  are  denominated  in  more  than  one  Approved  Currency,  such  shortfall  shall  be  borne  pro  rata 
by  Holders  of  such  Class  based  on  the  Dollar  equivalent  principal  amount  of  such  Notes  as  determined 
using  the  Spot  FX  Rate  as  of  the  third  Business  Day  immediately  prior  to  such  Mandatory  Redemption 
Date,  rather  than  the  Applicable  Series  Foreign  Exchange  Rate  for  each  related  Series. 

Average  Life  and  Prepayment  Considerations.  The  Stated  Maturity  of  the  Notes  issued  on  the 
Closing  Date  is  March  1,  2038.  The  Stated  Maturity  may  vary  with  respect  to  any  additional  issuance  of 
Notes;  however,  the  average  life  of  each  Series  of  Notes  is  expected  to  be  shorter  than  the  number  of 
years  until  the  Stated  Maturity. 

The  approximations  of  the  average  life  of  each  Class  of  Notes  set  forth  in  the  table  in 
"Summary— Notes"  with  respect  to  the  average  life  of  each  Class  of  Notes  are  not  predictive  and  do  not 
necessarily  reflect  historical  performance  of  the  Reference  Obligations.  Such  approximations  will  also  be 
affected  by  any  Optional  Redemption  in  Whole,  Partial  Optional  Redemption,  Mandatory  Redemption  or 
the  characteristics  of  the  Reference  Obligations,  including  the  existence  and  frequency  of  exercise  of  any 
optional  redemption,  mandatory  prepayment  or  sinking  fund  features,  the  prevailing  level  of  interest  rates 
and  the  actual  default  rate. 

Certain  Conflicts  of  Interest  Relating  to  the  Initial  Purchaser  and  its  Affiliates.  Various  potential 
and  actual  conflicts  of.  intereskmayr  nevertheless  arise  from  the  activities  of  the  Initial  Purchaser,  the 
Protection  Buyer,  the  Basis  Swap  Counterparty,  the  Collateral  Put  Provider,  the  Collateral  Disposal  Agent 
and  their  affiliates.  The  following,  together  with  "—Limited  Provision  of  Information  about  Reference 
Obligations/Reference  Entities",  briefly  summarize  some  of  these  conflicts,  but  is  not  intended  to  be  an 
exhaustive  list  of  all  such  conflicts. 
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It  is  expected  that  the  Initial  Purchaser  and/or  its  respective  affiliates  will  have  placed  or 
underwritten  certain  of  the  Reference  Obligations  and/or  Collateral  Securities  at  original  issuance  and/or 
will  have  provided  investment  banking  services,  advisory,  banking  and  other  services  to  issuers  of 
Reference  Obligations  and/or  Collateral  Securities.  The  Initial  Purchaser  may  not  have  completed  its 
resale  of  the  Notes  by  any  date  certain,  which  may  affect  the  liquidity  of  the  Notes  as  well  as  the  ability,  if 
any,  of  the  Initial  Purchaser  to  make  a  market  in  the  Notes.  From  time  to  time,  the  Issuer  may  purchase 
or  sell  Collateral  Securities  from  and/or  through  Goldman,  Sachs  &  Co.  and/or  any  of  its  affiliates 
(collectively,  "Goldman  Sachs").  The  Issuer  may  invest  in  money  market  funds  that  are  managed  by 
Goldman  Sachs  or  for  which  the  Trustee  or  its  affiliates  provides  services,  provided  that  such  money 
market  funds  otherwise  qualify  as  Eligible  Investments. 

The  Initial  Purchaser,  the  Protection  Buyer,  the  Basis  Swap  Counterparty,  the  Collateral  Put 
Provider,  the  Collateral  Disposal  Agent  and  certain  of  their  respective  affiliates  are  acting  in  a  number  of 
capacities  in  connection  with  the  transactions  described  herein.  The  Initial  Purchaser,  the  Protection 
Buyer,  the  Basis  Swap  Counterparty,  the  Collateral  Put  Provider,  the  Collateral  Disposal  Agent  and  each 
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expressly  agreed  to  by  such  entity  in  the  relevant  capacity  and  will  not,  by  virtue  of  acting  in  any  other 
capacity,  be  deemed  to  have  other  duties  or  responsibilities,  other  than  as  expressly  provided  with 
respect  to  each  such  capacity.  The  Initial  Purchaser,  the  Protection  Buyer,  the  Basis  Swap  Counterparty, 
the  Collateral  Put  Provider,  the  Collateral  Disposal  Agent  and  their  respective  affiliates  in  their  various 
capacities  may  enter  into  business  dealings  from  which  they  may  derive  revenues  and  profits  in  addition 
to  the  fees  stated  in  the  various  transaction  documents,  without  any  duty  to  account  therefor.  In  such 
dealings,  the  Initial  Purchaser,  the  Protection  Buyer,  the  Basis  Swap  Counterparty,  the  Collateral  Put 
Provider,  the  Collateral  Disposal  Agent  and  their  respective  affiliates  may  act  in  the  same  manner  as  if 
the  Notes  had  not  been  issued,  regardless  of  whether  any  such  action  (including  without  limitation,  any 
action  that  might  constitute  or  give  rise  to  a  Credit  Event)  might  have  an  adverse  effect  on  a  Reference 
Entity,  a  Reference  Obligation  or  any  guarantor  in  respect  thereof  or  otherwise. 

The  Initial  Purchaser,  the  Protection  Buyer,  the  Basis  Swap  Counterparty,  the  Collateral  Put 
Provider,  the  Collateral  Disposal  Agent  and  their  respective  affiliates  may  hold  long  or  short  positions  with 
respect  to  Reference  Obligations  and/or  other  securities  or  obligations  of  related  Reference  Entities  and 
may  enter  into  credit  derivative  or  other  derivative  transactions  with  other  parties  pursuant  to  which  it  sells 
or  buys  credit  protection  with  respect  to  one  or  more  related  Reference  Entities  and/or  Reference 
Obligations.  The  Initial  Purchaser,  the  Protection  Buyer,  the  Basis  Swap  Counterparty,  the  Collateral  Put 
Provider,  the  Collateral  Disposal  Agent  and  their  respective  affiliates  may  act  with  respect  to  such 
transactions  and  may  exercise  or  enforce,  or  refrain  from  exercising  or  enforcing,  any  or  all  of  its  rights 
and  powers  in  connection  therewith  as  if  it  had  not  entered  into  the  Credit  Default  Swap,  the  Basis  Swap, 
the  Collateral  Put  Agreement  and  the  Collateral  Disposal  Agreement,  and  without  regard  to  whether  any 
such  action  might  have  an  adverse  effect  on  the  Issuer,  the  Noteholders,  a  related  Reference  Entity  or 
any  Reference  Obligation.  If  the  Initial  Purchaser,  the  Protection  Buyer,  the  Basis  Swap  Counterparty, 
the  Collateral  Put  Provider,  the  Collateral  Disposal  Agent  or  their  respective  affiliates,  holds  claims 
against  a  Reference  Entity  or  a  Reference  Obligation  other  than  in  connection  with  the  transactions 
contemplated  in  this  Offering  Circular,  such  party's  interest  as  a  creditor  may  be  in  conflict  with  the 
interests  of  the  Issuer. 

Certain  Conflicts  of  Interest  Relating  to  the  Portfolio  Selection  Agent  and  its  Affiliates.  Various 
potential  and  actual  conflicts  of  interest  may  arise  from  the  overall  investment  activities  of  the  Portfolio 
Selection  Agent  and  its  Affiliates.  The  Portfolio  Selection  Agent  and  its  Affiliates  will  select  the  Initial 
Reference  Portfolio.  The -Portfolio.  Selection  Agent,  its  Affiliates  and  accounts  managed  by  any  of  the 
foregoing  may  invest  or  invest  for  the  account  of  others  in  debt  obligations  that  would  be  appropriate  for 
inclusion  in  the  Reference  Portfolio  and  have  no  duty  in  making  such  investments  or  in  acting  in  a  way 
that  is  favorable  to  the  Issuer  and  to  the  Noteholders.  Such  investments  may  be  different  from  those  debt 
obligations  included  in  the  Reference  Portfolio.  The  Portfolio  Selection  Agent,  its  Affiliates  and  accounts 
managed  by  any  of  the  foregoing  may  have  economic  interests  in,  or  other  relationships  with,  Reference 
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Entities  or  Reference  Obligations.  The  Portfolio  Selection  Agent,  its  Affiliates  or  any  account  managed  by 
any  of  the  foregoing  may  make  and/or  hold  an  investment  in  an  issuer's  securities,  sell  credit  protection 
under  a  credit  default  swap  referencing  securities  or  issue  financial  guaranty  insurance  policies  covering 
securities  (or  make  loans)  that  may  be  pari  passu,  senior  or  junior  in  ranking  to  a  Reference  Obligation  or 
in  which  partners,  security  holders,  officers,  directors,  agents  or  employees  of  the  Portfolio  Selection 
Agent,  its  Affiliates  or  any  account  managed  by  any  of  the  foregoing  serve  on  boards  of  directors  or 
otherwise  have  ongoing  relationships.  In  such  instances,  the  Portfolio  Selection  Agent  and  its  Affiliates 
may  in  their  discretion  make  investment  recommendations  and  decisions  (on  behalf  of  itself  or  an  account 
managed  by  it)  that  may  be  the  same  as  or  different  from  those  made  with  respect  to  the  Issuer's 
investments.  Accordingly,  the  Portfolio  Selection  Agent  or  any  Affiliate  of  the  Portfolio  Selection  Agent 
may  be  seeking,  on  behalf  of  itself  or  accounts  for  which  it  serves  as  manager,  to  acquire  or  dispose  of 
securities  which  are  included  in  the  Initial  Reference  Portfolio  (or  securities  of  Reference  Entities  whose 
securities  constitute  Reference  Obligations  in  the  Initial  Reference  Portfolio)  at  the  same  time  that  the 
Issuer  enters  into  the  Credit  Default  Swap  to  sell  protection  with  respect  to  the  Initial  Reference  Portfolio. 

The  Portfolio  Selection  Agent  and  its  Affiliates  may  also  serve  as  managers  or  co-managers  of 
one  or  more  other  companies  organized  to  invest  in,  or  sell  or  buy  credit  protection  vvitu  respe^i  iO, 
RMBS,  CMBS,  CDO  Cashflow  Securities  or  other  types  of  Asset-Backed  Securities.  The  Portfolio 
Selection  Agent  and  its  Affiliates  may  pursue  its  own  interests  as  an  issuer  or  servicer  of  obligations 
which  are  Reference  Obligations  or  as  an  owner  of,  or  seller  of  credit  protection  with  respect  to,  other 
securities  issued  by  an  issuer  of  Reference  Obligations,  without  considering  the  effect  of  its  actions  or 
omissions  on  the  Issuer. 

The  Portfolio  Selection  Agent,  its  Affiliates  and  client  accounts  for  which  the  Portfolio  Selection 
Agent  or  its  Affiliates  act  as  investment  advisor  may  at  times  own  Notes.  Any  Notes  owned  by  the 
Portfolio  Selection  Agent  or  its  Affiliates  are  subject  to  disposition  by  such  parties  in  their  discretion.  At 
any  given  time  the  Portfolio  Selection  Agent  and  its  Affiliates  will  be  entitled  to  vote  with  respect  to  any 
Notes  held  by  them  and  by  such  accounts  with  respect  to  all  other  matters.  The  ownership  of  Notes  by 
the  Portfolio  Selection  Agent  or  its  Affiliates  may  give  the  Portfolio  Selection  Agent  an  incentive  to  take 
actions  that  vary  from  the  interests  of  other  holders  of  the  Notes. 

Relation  to  Prior  Investment  Results.  The  prior  investment  results  of  Portfolio  Selection  Agent 
and  the  persons  associated  with  the  Portfolio  Selection  Agent  or  any  other  entity  or  person  described 
herein  are  not  indicative  of  the  Issuer's  future  investment  results.  The  nature  of,  and  risks  associated 
with,  the  Issuer's  future  investments  may  differ  substantially  from  those  investments  and  strategies 
undertaken  historically  by  such  persons  and  entities.  There  can  be  no  assurance  that  the  Issuer's 
investments  will  perform  as  well  as  the  past  investments  of  any  such  persons  or  entities. 

Evolving  Nature  of  the  Credit  Default  Swap  Market.  Credit  default  swaps  are  relatively  new 
instruments  in  the  market.  While  ISDA  has  published  and  supplemented  the  ISDA  Credit  Derivatives 
Definitions  in  order  to  facilitate  transactions  and  promote  uniformity  in  the  credit  default  swap  market,  the 
credit  default  swap  market  is  expected  to  change  and  the  ISDA  Credit  Derivatives  Definitions  and  terms 
applied  to  credit  derivatives  are  subject  to  interpretation  and  further  evolution.  There  can  be  no 
assurance  that  changes  to  the  ISDA  Credit  Derivatives  Definitions  and  other  terms  applicable  to  credit 
derivatives  generally  will  be  predictable  or  favorable  to  the  Issuer.  Amendments  or  supplements  to  the 
ISDA  Credit  Derivatives  Definitions  that  are  published  by  ISDA  will  only  apply  to  the  Credit  Default  Swap  if 
the  Credit  Default  Swap  is  amended.  Therefore,  in  addition  to  the  credit  risk  of  Reference  Obligations, 
Reference  Entities  and  the  credit  risk  of  the  Protection  Buyer,  the  Issuer  is  also  subject  to  the  risk  that  the 
ISDA  Credit  Derivatives  Definitions  could  be  interpreted  in  a  manner  that  would  be  adverse  to  the  Issuer 
or  that  the  credit  derivatives  market  generally  may  evolve  in  a  manner  that  would  be  adverse  to  the. 
Issuer. 


34 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-001918073 


Footnote  Exhibits  -  Page  4853 


DESCRIPTION  OF  THE  NOTES 

The  Co-Issued  Notes  will  be  issued  pursuant  to  an  Indenture  (the  "Indenture"),  dated  as  of  the 
Closing  Date,  among  the  Issuers  and  LaSalle  Bank  National  Association,  as  Trustee.  Each  Class  of 
Issuer  Notes  will  be  issued  in  accordance  with  a  Deed  of  Covenant  and  will  be  subject  to  the  Issuing  and 
Paying  Agency  Agreement  including  the  terms  and  conditions  of  such  Notes  contained  therein.  The 
following  summary  describes  certain  provisions  of  the  Notes,  the  Indenture  and  the  Issuing  and  Paying 
Agency  Agreement.  The  summary  does  not  purport  to  be  complete  and  is  subject  to,  and  qualified  in  its 
entirety  by  reference  to,  the  provisions  of  the  Indenture  and  the  Issuing  and  Paying  Agency  Agreement, 
copies  of  which  may  be  obtained  as  described  under  "Listing  and  General  Information". 

Status  and  Security 

The  Co-Issued  Notes  will  be  limited  recourse  obligations  of  the  Issuers  and  the  Issuer  Notes  will 
be  limited  recourse  obligations  of  the  Issuer,  secured  as  described  below.  Accordingly,  payments  of 
|r.fSrest  0n  and  nrincina!  of  the  Notes  will  be  made  solely  from  the  proceeds  of  the  Issuer  Assets,  in 
accordance  with  the  priorities  described  under  "—Priority  of  Payments"  and  in  certain  circumstances 
described  under  "—Mandatory  Redemption"  subject  to  the  Special  Termination  Liquidation  Procedure. 

Under  the  terms  of  the  Indenture,  the  Issuer  wi|l  grant  to  the  Trustee,  for  the  benefit  of  the 
Secured  Parties,  a  security  interest  in  the  Issuer  Assets  that  is  of  first  priority  (subject  to  the  Trustee's  lien 
described  under  "Description  of  the  Notes— The  Indenture— Events  of  Default"),  free  of  any  adverse  claim 
or  the  legal  equivalent  thereof,  as  applicable,  to  secure  the  Issuers'  obligations  with  respect  to  the 
Secured  Parties. 

Interest 

The  Notes  will  bear  interest  from  the  Closing  Date  at  the  annual  rates  set  forth  under 
"Summary— Notes",  payable,  in  each  case,  monthly  in  arrears  on  each  Payment  Date  commencing  May 
29,  2007  and  ending  on  the  Stated  Maturity. 

Interest  will  cease  to  accrue  on  each  Note,  or,  in  the  case  of  a  partial  repayment,  write-down,  or 
Partial  Optional  Redemption  on  such  part,  from  the  date  of  such  repayment,  write-down,  Partial  Optional 
Redemption  of  such  Series  or  Protection  Buyer  Notes  or  Stated  Maturity  unless  payment  of  principal  is 
improperly  withheld  or  unless  a  default  is  otherwise  made  with  respect  to  such  payments  of  principal. 
See  "—Principal".  To  the  extent  lawful  and  enforceable,  interest  on  any  Defaulted  Interest  on  the  Notes 
will  accrue  at  the  interest  rate  applicable  to  such  Notes,  until  paid  as  provided  herein. 

The  interest  rate  per  annum  payable  on  the  Notes  will  be  calculated  based  on  the  applicable  Day 
Count  Fraction,  commencing  on  the  Closing  Date.  In  the  event  that  the  date  of  any  Payment  Date  or  the 
Stated  Maturity,  as  the  case  may  be,  shall  not  be  a  Business  Day,  then  payment  need  not  be  made  on 
such  date,  but  may  be  made  on  the  next  succeeding  Business  Day  with  the  same  force  and  effect  as  if 
made  on  the  nominal  date  of  any  such  Payment  Date  or  the  Stated  Maturity,  as  the  case  may  be,  and, 
other  than  with  respect  to  any  Interest  Accrual  Period  for  a  Series  of  Notes  ending  on  the  Stated  Maturity 
of  such  Series  of  Notes,  no  interest  shall  accrue  on  such  payment  of  interest  for  the  period  from  and  after 
any  such  nominal  date;  provided  that  interest  shall  accrue  from  and  including  the  immediately  preceding 
Payment  Date  or,  in  the  case  of  the  first  Payment  Date,  the  Closing  Date  to  but  excluding  the  following 
Payment  Date  or  the  Stated  Maturity,  as  applicable. 

For  purposes  of  calculating  the  Series  Interest  Rates,  the  Issuers  will  appoint  as  calculation  agent 
LaSalle  Bank  National  Association  (solely  in  such  capacity,  the  "Note  Calculation  Agent").  Absent 
manifest  error,  the  Note  Calculation  Agent  will  determine  each  Series  Interest  Rate  using  the 
determination  of  each  Applicable  Index  made  by  the  Basis  Swap  Calculation  Agent  under  the  Basis 
Swap.   The  Basis  Swap  Calculation  Agent  will  determine  each  Applicable  Index  in  accordance  with  the 
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provisions  set  forth  under  the  definitions  of  "LIBOR",  "EURIBOR",  "GBP-LIBOR",  "AUD-LIBOR",  "CAD- 
LIBOR",  "JPY-LIBOR"  and  "NZD-BBR";  provided  that  such  determinations  will  be  made  only  with  respect 
to  any  Applicable  Index  for  which  Notes  denominated  in  the  related  Approved  Currency  are  Outstanding 
in  such  Applicable  Period. 

The  Note  Calculation  Agent  may  be  removed  by  the  Issuers  at  any  time.  If  the  Note  Calculation 
Agent  is  unable  or  unwilling  to  act  as  such  or  is  removed  by  the  Issuers,  or  if  the  Note  Calculation  Agent 
fails  to  determine  the  Series  Interest  Rates  and  the  Series  Interest  Amounts  for  any  Interest  Accrual 
Period,  the  Issuers  will  promptly  appoint  as  a  replacement  Note  Calculation  Agent  a  leading  bank  which  is 
engaged  in  transactions  in  deposits  in  the  Euro-zone  interbank  market  and  the  London  interbank  market 
and  which  does  not  control  or  is  not  controlled  by  or  under  common  control  with  the  Issuers  or  their 
Affiliates.  The  Note  Calculation  Agent  may  not  resign  its  duties  without  a  successor  having  been  duly 
appointed.  For  so  long  as  any  of  the  Notes  remain  Outstanding,  there  will  at  all  times  be  a  Note 
Calculation  Agent  for  the  purpose  of  calculating  the  Series  Interest  Rates.  In  addition,  for  so  long  as  any 
of  the  Notes  are  listed  on  any  stock  exchange  and  the  rules  of  such  exchange  so  require,  the  Issuer  will 
notify  such  stock  exchange  of  the  appointment,  termination  or  change  in  the  office  of  such  Note 
Calculation  Agent. 

The  Note  Calculation  Agent  will  cause  the  Series  Interest  Rates,  the  Series  Interest  Amounts  and 
Payment  Date  to  be  communicated  to  Euroclear,  Clearstream  and  if  any  Class  of  Notes  is  listed  on  any 
stock  exchange,  notify  such  stock  exchange  by  the  Business  Day  immediately  following  each  Applicable 
Index  Determination  Date.  The  determination  of  the  Series  Interest  Rates  and  the  Series  Interest 
Amounts  by  the  Note  Calculation  Agent  shall  (in  the  absence  of  manifest  error)  be  final  and  binding  upon 
all  parties. 

Principal 

Principal  will  not  be  payable  on  the  Notes  prior  to  the  Stated  Maturity,  except  in  connection  with 
(i)  payment  of  any  Currency  Adjusted  Notional  Principal  Adjustment  Amount,  (ii)  an  Optional  Redemption 
in  Whole  or  Partial  Optional  Redemption  and/or  (iii)  a  Mandatory  Redemption.  See  "—Optional 
Redemption  in  Whole  and  Partial  Optional  Redemption",  "—Mandatory  Redemption",  "—Priority  of 
Payments — Principal  Proceeds — Stated  Maturity,  Optional  Redemption  Date  or  Mandatory  Redemption 
Date"  and  " — Priority  of  Payments— Other  Payment  Dates". 

The  Aggregate  USD  Equivalent  Outstanding  Amount  of  each  Class  of  Notes  and  the  Currency 
Adjusted  Aggregate  Outstanding  Amount  of  each  Series  of  Notes  will  be  adjusted  from  time  to  time  in 
accordance  with  the  methodologies  described  in  "Summary— Decrease  in  the  Aggregate  USD  Equivalent 
Outstanding  Amount  of  each  Class  of  Notes",  "Summary— Jncrease  in  the  Aggregate  USD  Equivalent 
Outstanding  Amount  of  each  Class  of  Notes",  "Summary— Decrease  in  the  Currency  Adjusted  Aggregate 
Outstanding  Amount  of  each  Series  of  Notes"  and  "Summary— Increase  in  the  Currency  Adjusted 
Aggregate  Outstanding  Amount  of  each  Series  of  Notes". 

From  and  after  the  date  on  which  the  Currency  Adjusted  Aggregate  Outstanding  Amount  of  any 
Series  of  Notes  is  reduced,  no  interest  will  accrue  with  respect  to  such  reduced  amount.  From  and  after 
the  date  on  which  the  principal  amount  of  any  Class  of  Notes  is  increased,  interest  will  accrue  with 
respect  to  such  increased  amount. 

Optional  Redemption  in  Whole  and  Partial  Optional  Redemption 

The  Notes  will  be  redeemed  in  whole  on  any  Payment  Date  after  the  latest  Non-Call  Period  of 
any  Series  of  Notes  by  the  Issuer  if  (i)  the  Protection  Buyer  elects  to  terminate  the  Credit  Default  Swap 
prior  to  the  Scheduled  Termination  Date  (an  "Optional  Redemption  in  Whole")  and  (ii)  the  Collateral  Put 
Agreement  has  not  been  terminated  at  such  time;  provided,  however,  that  if  one  or  more  Credit  Events 
have  caused  the  Aggregate  USD  Equivalent  Outstanding  Amount  of  one  or  more  Classes  of  Notes  to  be 
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reduced,  (i)  Noteholders  of  each  Reversible  Loss  Series  must  consent  in  writing  to  such  redemption  or 
(ii)  the  Protection  Buyer  must  have  agreed  to  pay  the  Issuer,  prior  to  the  Optional  Redemption  Date,  for 
each  Reversible  Loss  Series,  an  amount  equal  to  the  Optional  Redemption  Reimbursement  Amount  (and 
the  Issuer  shall  pay  such  Optional  Redemption  Reimbursement  Amount  to  Holders  of  any  such  Series  of 
Notes  in  accordance  with  the  Priority  of  Payments  on  the  Optional  Redemption  Date). 

Notwithstanding  the  foregoing  sentence,  the  Issuer  may  not  sell  any  Collateral  unless,  after  giving 
effect  to  such  sale,  there  will  be  sufficient  funds  to  pay  the  amounts  described  in  " — Optional  Redemption 
in  Whole  Procedures"  below  (when  taking  into  consideration  the  exercise  of  the  Issuer's  rights  under  the 
Collateral  Put  Agreement  and  whether  the  Protection  Buyer  will  make  any  End  Payment  to  the  Issuer). 

Any  Optional  Redemption  in  Whole  of  the  Notes  will  be  made  at  a  price  of,  with  respect  to  Notes 
denominated  in  any  Approved  Currency,  100%  of  the  Currency  Adjusted  Aggregate  Outstanding  Amount 
of  such  Notes  (including  accrued  and  unpaid  interest)  plus,  under  the  circumstances  described  above 
with  respect  to  each  Series  of  Notes  of  each  Reversible  Loss  Series,  the  Optional  Redemption 
Reimbursement  Amount. 

(a)  The  Notes  of  one  or  more  Series  will  be  redeemed  in  whole  on  any  Payment  Date  after  the 
applicable  Non-Call  Period  or  (b)  any  Protection  Buyer  Notes  will  be  redeemed  on  any  Payment  Date,  in 
each  case  by  the  Issuer  if  (i)  the  Protection  Buyer  elects  to  optionally  redeem  such  Series  or  Protection 
Buyer  Notes,  as  applicable,  prior  to  the  Scheduled  Termination  Date  (a  "Partial  Optional  Redemption"), 
00  the  Collateral  Put  Agreement  has  not  been  terminated  at  such  time  and  (iii)  in  the  case  of  a  Partial 
Optional  Redemption  of  any  of  the  Issuer  Notes,  the  Issuer  receives  an  opinion  of  counsel  on  or  prior  to 
such  Partial  Optional  Redemption  Date  to  the  effect  that  the  tax  analysis  of  the  Co-Issued  Notes 
contained  herein  will  not  be  affected  by  such  Partial  Optional  Redemption;  provided,  however,  that  with 
respect  to  a  Partial  Optional  Redemption  pursuant  to  clause  (a)  above,  if  one  or  more  Credit  Events  have 
caused  the  Aggregate  USD  Equivalent  Outstanding  Amount  of  one  or  more  Series  of  Notes  to  be 
redeemed  on  such  Payment  Date  to  be  reduced,  (i)  Noteholders  of  each  such  Reversible  Loss  Series 
must  consent  in  writing  to  such  redemption  or  (ii)  the  Protection  Buyer  must  have  agreed  to  pay  the 
Issuer,  prior  to  the  Partial  Optional  Redemption  Date,  with  respect  to  each  such  Reversible  Loss  Series, 
an  amount  equal  to  the  Optional  Redemption  Reimbursement  Amount  (and  the  Issuer  shall  pay  such 
Optional  Redemption  Reimbursement  Amount  to  Holders  of  such  Notes  in  accordance  with  the  Priority  of 
Payments  on  the  Partial  Optional  Redemption  Date).  Notwithstanding  the  foregoing  sentence,  the  Issuer 
may  not  sell  any  Collateral  unless,  after  giving  effect  to  such  sale,  there  will  be  sufficient  funds  to  pay  the 
amounts  described  in  "—Partial  Optional  Redemption  Procedures"  below  (when  taking  into  consideration 
the  exercise  of  the  Issuer's  rights  under  the  Collateral  Put  Agreement  and  whether  the  Protection  Buyer 
will  make  any  Partial  Optional  Redemption  End  Payment  to  the  Issuer). 

Any  Partial  Optional  Redemption  of  the  Notes  will  be  made  at  a  price  of  100%  of  the  Currency 
Adjusted  Aggregate  Outstanding  Amount  of  such  Notes  (including  accrued  and  unpaid  interest)  plus, 
under  the  circumstances  described  above  with  respect  to  each  Reversible  Loss  Series  being  redeemed, 
the  Optional  Redemption  Reimbursement  Amount. 

Optional  Redemption  in  Whole  Procedures.  In  connection  with  an  Optional  Redemption  in 
Whole,  if  the  Protection  Buyer  wishes  to  terminate  the  Credit  Default  Swap  after  the  Non-Call  Period  of 
each  Series  of  Notes  Outstanding  has  expired,  and  therefore  requires  the  Issuer  to  optionally  redeem  the 
Notes  in  whole,  the  Protection  Buyer  shall  notify  the  Issuer,  the  Portfolio  Selection  Agent,  the  Trustee  and 
the  Issuing  and  Paying  Agent  in  writing  no  less  than  15  Business  Days  prior  to  the  proposed  redemption 
date  (which  date  must  be  a  Payment  Date).  If  one  or  more  Reversible  Loss  Series  exist  at  such  time,  the 
Trustee  or  the  Issuing  and  Paying  Agent,  as  applicable,  shall  deliver  a  notice  to  each  Noteholder  of  each 
such  Reversible  Loss  Series,  (0  notifying  each  such  Noteholder  (1)  that  the  Protection  Buyer  has  sought 
to  terminate  the  Credit  Default  Swap  prior  to  the  Scheduled  Termination  Date,  (2)  of  the  proposed 
Optional  Redemption  Date  and  (3)  that  the  consent  of  each  such  Noteholder  is  required  under  the 
Indenture  or  else  Holders  of  each  such  Reversible  Loss  Series  must  receive  the  Optional  Redemption 
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Reimbursement  Amount  allocable  to  each  Series  of  such  Class,  (ii)  providing  any  other  information  that 
the  Trustee  or  the  Issuing  and  Paying  Agent,  as  applicable,  may  deem  appropriate  in  its  sole  discretion 
and  (iii)  soliciting  the  consent  of  each  such  Noteholder.  If  the  Trustee  or  the  Issuing  and  Paying  Agent,  as 
applicable,  does  not  receive  the  consent  of  each  such  Noteholder  within  ten  Business  Days  of  the 
transmittal  of  such  notice,  the  consent  of  each  such  Noteholder  will  be  deemed  not  to  have  been  obtained 
and  an  Optional  Redemption  in  Whole  may  occur  only  if  the  Protection  Buyer  agrees  to  pay  to  the  Issuer, 
for  each  Reversible  Loss  Series,  the  Optional  Redemption  Reimbursement  Amount  prior  to  the  Optional 
Redemption  Date. 

The  Trustee  and  the  Issuing  and  Paying  Agent,  as  applicable,  will  then  provide  notice  of  Optional 
Redemption  in  Whole  by  first-class  mail,  postage  prepaid,  mailed  not  less  than  10  Business  Days  prior  to 
the  scheduled  redemption  date,  to  each  Noteholder  at  such  Holder's  address  in  the  Note  Register  or  the 
Issuer  Note  Register,  as  applicable,  and  for  so  long  as  any  Class  of  Notes  is  listed  on  a  stock  exchange 
and  the  rules  of  such  stock  exchange  shall  so  require,  provide  notice  of  an  Optional  Redemption  in  Whole 
to  the  Listing,  Paying  and  Transfer  Agent  for  such  stock  exchange. 

The  Notes  shall  not  be  optionally  redeemed  in  whole  unless  the  Trustee  has  determined  (based 
on  the  advice  of  the  Collateral  Disposal  Agent  with  respect  to  Collateral  Securities)  that  the  proceeds 
expected  to  be  received  upon  the  liquidation  of  the  Collateral,  together  with  any  other  amounts  available 
to  be  used  for  such  optional  redemption  (including  any  End  Payment,  Optional  Redemption 
Reimbursement  Amount  and/or  termination  payments  to  be  received  by  the  Issuer  under  the  Credit 
Default  Swap  and  the  Basis  Swap),  are  equal  to  an  amount  sufficient  to  pay  the  amounts  specified  under 
subclauses  (i)  through  (vii)  in  "—Priority  of  Payments— Principal  Proceeds— Stated  Maturity,  Optional 
Redemption  Date  or  Mandatory  Redemption  Date".  See  "—Priority  of  Payments— Principal  Proceeds- 
Stated  Maturity,  Optional  Redemption  Date  or  Mandatory  Redemption  Date".  In  determining  whether 
sufficient  proceeds  will  be  available  to  redeem  the  Notes  in  whole  under  the  preceding  sentence,  the 
Issuer's  right  under  the  Collateral  Put  Agreement  to  require  the  Collateral  Put  Provider  to  purchase 
Collateral  (other  than  Put  Excluded  Collateral)  at  100%  of  par  of  such  Collateral  and  the  Issuer's  ability  to 
enter  into  a  currency  exchange  (if  necessary)  shall  be  taken  into  consideration. 

Partial  Optional  Redemption  Procedures.  In  connection  with  a  Partial  Optional  Redemption,  if  the 
Protection  Buyer  elects  to  have  the  Issuer  redeem  one  or  more  Series  of  Notes  after  the  applicable  Non- 
Call  Period(s)  (or,  with  respect  to  any  Protection  Buyer  Notes,  on  any  Payment  Date),  the  Protection 
Buyer  shall  notify  the  Issuer,  the  Portfolio  Selection  Agent,  the  Trustee  and  the  Issuing  and  Paying  Agent 
in  writing  no  less  than  15  Business  Days  prior  to  the  proposed  redemption  date  (which  date  must  be  a 
Payment  Date).  If  one  or  more  Reversible  Loss  Series  exist  and  will  be  redeemed  at  such  time,  the 
Trustee  or  the  Issuing  and  Paying  Agent,  as  applicable,  shall  deliver  a  notice  to  each  Noteholder  of  each 
such  Reversible  Loss  Series,  (0  notifying  each  such  Noteholder  (1)  that  the  Protection  Buyer  has  sought 
to  redeem  such  Series  of  Notes  prior  to  the  Stated  Maturity,  (2)  of  the  proposed  Partial  Optional 
Redemption  Date  and  (3)  that  the  consent  of  each  such  Noteholder  is  required  under  the  Indenture  or 
else  Holders  of  such  Reversible  Loss  Series  must  receive  the  Optional  Redemption  Reimbursement 
Amount  allocable  to  such  Series,  (ii)  providing  any  other  information  that  the  Trustee  or  the  Issuing  and 
Paying  Agent,  as  applicable,  may  deem  appropriate  in  its  sole  discretion  and  (iii)  soliciting  the  consent  of 
each  such  Noteholder.  If  the  Trustee  or  the  Issuing  and  Paying  Agent,  as  applicable,  does  not  receive 
the  consent  of  each  such  Noteholder  within  10  Business  Days  of  the  transmittal  of  such  notice,  the 
consent  of  each  such  Noteholder  will  be  deemed  not  to  have  been  obtained  and  a  Partial  Optional 
Redemption  of  such  Series  may  occur  only  if  the  Protection  Buyer  agrees  to  pay  to  the  Issuer,  for  each 
such  Reversible  Loss  Series,  the  Optional  Redemption  Reimbursement  Amount  prior  to  the  Partial 
Optional  Redemption  Date.  ...... 

Neither  the  Notes  of  any  Series  nor  any  Protection  Buyer  Notes  shall  be  optionally  redeemed  in 
connection  with  a  Partial  Optional  Redemption  unless  the  Trustee  has  determined  (based  on  the  advice 
of  the  Collateral  Disposal  Agent  with  respect  to  Collateral  Securities)  that  the  proceeds  expected  to  be 
received  upon  the  liquidation  of  the  Eligible  Investments  and  Selected  Collateral  Securities,  together  with 
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any  other  amounts  available  to  be  used  for  such  optional  redemption  (including  any  Partial  Optional 
Redemption  End  Payment  and/or  Optional  Redemption  Reimbursement  Amount),  are  equal  to  an  amount 
sufficient  to  pay  the  principal  amount  of  such  Series  of  Notes  and  any  Series  senior  to  such  Series  under 
subclause  (iii)  in  "—Priority  of  Payments— Principal  Proceeds— Other  Payment  Dates".  See  "—Priority  of 
Payments— Principal  Proceeds— Other  Payment  Dates".  In  determining  whether  sufficient  proceeds  will 
be  available  to  redeem  the  Notes  in  part  under  the  preceding  sentence,  the  Issuer's  right  under  the 
Collateral  Put  Agreement  to  require  the  Collateral  Put  Provider  to  purchase  Collateral  (other  than  Put 
Excluded  Collateral)  at  100%  of  the  principal  amount  of  such  Collateral  Security  and  the  Issuer's  ability  to 
enter  into  a  currency  exchange  (if  necessary)  shall  be  taken  into  consideration. 

The  Trustee  and  the  Issuing  and  Paying  Agent,  as  applicable,  will  then  provide  notice  of  a  Partial 
Optional  Redemption  by  first-class  mail,  postage  prepaid,  mailed  not  less  than  10  Business  Days  prior  to 
the  scheduled  redemption  date,  to  each  Holder  of  a  Note  to  be  redeemed  at  such  Holder's  address  in  the 
Note  Register  or  the  Issuer  Note  Register,  as  applicable,  and  for  so  long  as  any  Class  of  Notes  is  listed 
on  any  stock  exchange  and  the  rules  of  such  stock  exchange  shall  so  require,  provide  notice  of  a  Partial 
Optionai  Redemption  io  ihe  Listing,  Paying  and  Transfer  Agent  for  such  stock  exchange. 

Mandatory  Redemption 

The  occurrence  of  (i)  either  a  termination  event  or  an  event  of  default  (as  such  term  is  defined  in 
the  Credit  Default  Swap,  Basis  Swap  and/or  Collateral  Put  Agreement,  as  applicable)  for  which  the 
Protection  Buyer,  Basis  Swap  Counterparty  or  Collateral  Put  Provider  is  the  sole  defaulting  party  or 
Affected  Party  (as  such  term  is  defined  in  the  Credit  Default  Swap,  Basis  Swap  and/or  Collateral  Put 
Agreement,  as  applicable)  under  the  Credit  Default  Swap,  Basis  Swap  and/or  Collateral  Put  Agreement, 
as  applicable,  (ii)  any  termination  event  (other  than  a  termination  event  triggered  by  an  Event  of  Default  or 
an  event  described  in  subclause  (i)  or,  after  the  Non-Call  Period  for  each  Series  of  Notes  Outstanding  has 
expired,  the  Protection  Buyer's  election  to  terminate  the  Credit  Default  Swap  prior  to  its  scheduled 
termination  date)  or  (iii)  any  event  of  default  (other  than  an  event  described  in  subclause  (i)),  in  each  case 
under  the  Credit  Default  Swap,  the  Basis  Swap  or  the  Collateral  Put  Agreement  where  (x)  in  the  case  of 
subclause  (i)  the  Replacement  Counterparty  Procedures  are  not  satisfied  within  30  days  of  the 
termination  of  the  swaps  or  (y)  in  the  case  of  subclause  (ii)  or  (iii)  the  party  entitled  to  terminate  such 
agreement  has  exercised  such  right  shall  constitute  a  "Mandatory  Redemption". 

Upon  the  occurrence  of  a  Mandatory  Redemption  other  than  a  Mandatory  Redemption  caused  by 
a  (i)  termination  of  the  Credit  Default  Swap  pursuant  to  which  the  Protection  Buyer  is  the  defaulting  party, 
(ii)  termination  of  the  Collateral  Put  Agreement  pursuant  to  which  the  Collateral  Put  Provider  is  the 
defaulting  party  or  (iii)  termination  of  the  Basis  Swap  pursuant  to  which  the  Basis  Swap  Counterparty  is 
the  defaulting  party,  the  Trustee  will  liquidate  all  Eligible  Investments  and  the  Issuer  or  the  Trustee  will 
notify  the  Collateral  Disposal  Agent  to  liquidate  all  Collateral  Securities  and  apply  such  proceeds  as 
described  under  "—Priority  of  Payments— Principal  Proceeds— Stated  Maturity,  Optional  Redemption 
Date  or  Mandatory  Redemption  Date". 

In  the  case  of  a  Mandatory  Redemption  caused  by  a  (i)  termination  of  the  Credit  Default  Swap 
pursuant  to  which  the  Protection  Buyer  is  the  defaulting  party,  (ii)  termination  of  the  Collateral  Put 
Agreement  pursuant  to  which  the  Collateral  Put  Provider  is  the  defaulting  party  or  (iii)  termination  of  the 
Basis  Swap  pursuant  to  which  the  Basis  Swap  Counterparty  is  the  defaulting  party,  the  Trustee  will 
request  that  the  Collateral  Disposal  Agent  solicit  bids  for  ail  of  the  Collateral  Securities  and  take  the 
actions  described  below. 

If  the  Trustee  determines  that  the  expected  liquidation  proceeds  of  the  Collateral  Securities  (as 
advised  by  the  Collateral  Disposal  Agent)  and  the  Eligible  Investments  will  be  an  amount  equal  to  or 
greater  than  the  aggregate  of  (i)  the  amounts  required  to  be  paid  under  subclauses  (i)  through  (iii)  of  "— 
Priority  of  Payments— Principal  Proceeds— Stated  Maturity,  Optional  Redemption  Date  or  Mandatory 
Redemption  Date"  and  (ii)  with  respect  to  the  Class  SS  Notes,  the  Class  A  Notes,  the  Class  B  Notes  and 
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the  Class  C  Notes,  the  Currency  Adjusted  Aggregate  Outstanding  Amount  of  each  Series  of  such 
Classes  of  Notes  plus  any  accrued  interest  thereon,  the  Trustee  will  liquidate  the  Eligible  Investments  and 
will  notify  the  Collateral  Disposal  Agent  to  liquidate  all  Collateral  Securities  and,  thereafter,  apply  such 
liquidation  proceeds  in  accordance  with  the  Priority  of  Payments. 

If  the  Trustee  determines  that  the  expected  liquidation  proceeds  of  the  Collateral  Securities  (as 
advised  by  the  Collateral  Disposal  Agent)  and  the  Eligible  Investments  cannot  be  sold  in  an  amount  equal 
to  or  greater  than  the  aggregate  of  (i)  the  amounts  required  to  be  paid  under  subclauses  (i)  through  (iii)  of 
"—Priority  of  Payments— Principal  Proceeds— Stated  Maturity,  Optional  Redemption  Date  or  Mandatory 
Redemption  Date"  and  (ii)  with  respect  to  the  Class  SS  Notes,  the  Class  A  Notes,  the  Class  B  Notes  and 
the  Class  C  Notes,  the  Currency  Adjusted  Aggregate  Outstanding  Amount  of  each  Series  of  such 
Classes  of  Notes  plus  any  accrued  interest  thereon,  the  Trustee  will  notify  (such  notice,  the  "Special 
Termination  Notice")  Holders  of  the  Class  SS  Notes,  the  Class  A  Notes,  the  Class  B  Notes  and  Class  C 
Notes  (a)  of  such  occurrence,  (b)  that  such  Noteholders  have  the  following  options:  (1)  with  the  consent 
of  100%  of  such  Noteholders,  the  Issuer  will  direct  the  Collateral  Disposal  Agent  to  liquidate  all  Collateral 
~ ■»■__    j:.iji...i.ui.  *_   „..„u   r^i^r.^^c   r.t  Mntac   mircnant  tn  the  finep.ial  Termination   Liouidation 

Procedure  and  (2)  if  such  consent  is  not  obtained,  each  such  Noteholder  will  have  the  option  of  either 
requesting  the  Issuer  to  (A)  deliver  to  it  the  Collateral  Securities  distributable  to  such  Noteholder  pursuant 
to  the  Special  Termination  Liquidation  Procedure  or  (B)  direct  the  Collateral  Disposal  Agent  to  liquidate 
the  Collateral  Securities  distributable  to  such  Noteholder  pursuant  to  the  Special  Termination  Liquidation 
Procedure  and  (c)  of  the  identity  of  any  Collateral  Securities  distributable  to  such  Noteholders  pursuant  to 
the  Special  Termination  Liquidation  Procedure. 

Each  Holder  of  the  Class  SS  Notes,  the  Class  A  Notes,  the  Class  B  Notes  and  the  Class  C  Notes 
may,  within  ten  Business  Days  of  receipt  of  a  Special  Termination  Notice,  notify  (such  notice,  a  "Special 
Termination  Request  Notice")  the  Trustee  the  option(s)  that  it  chooses  to  exercise  under  the  Special 
Termination  Notice  and  the  delivery  instructions  for  such  Noteholder  with  respect  to  any  Collateral 
Securities  to  be  delivered  to  such  Noteholder  pursuant  to  the  Special  Termination  Liquidation  Procedure. 
If  a  Noteholder  fails  to  so  notify  the  Trustee  within  10  Business  Days  of  receipt  of  such  Special 
Termination  Notice,  such  Noteholder  will  be  deemed  to  have  selected  option  (1)  of  the  Special 
Termination  Notice. 

Following  the  period  in  which  the  Trustee  may  receive  timely  Special  Termination  Request 
Notices,  the  Trustee  and  the  Collateral  Disposal  Agent,  at  the  direction  of  the  Issuer,  will  follow  the 
procedures  described  below  (such  procedure,  the  "Special  Termination  Liquidation  Procedure"): 

(i)  the  Trustee  will  liquidate  all  Eligible  Investments; 

(ii)  to  the  extent  the  liquidation  proceeds  of  Eligible  Investments  are  insufficient  to 
make  the  payment  described  in  this  subclause  (ii),  the  Collateral  Disposal  Agent  will  liquidate  the 
highest-priced  Collateral  Security  in  the  smallest  principal  amount  that,  when  added  to  the 
proceeds  obtained  pursuant  to  subclause  (i),  will  be  sufficient  to  provide  the  Issuer  with  funds  to 
pay  amounts  owed  pursuant  to  subclause  (ii)  of  "—Priority  of  Payments— Principal  Proceeds- 
Stated  Maturity,  Optional  Redemption  Date  or  Mandatory  Redemption  Date",  subject  to  the 
Administrative  Expense  Cap  on  the  Mandatory  Redemption  Date  (and  the  Issuer  shall  make  such 
payment);  provided,  that  if  more  than  one  Collateral  Security  has  received  the  highest  bid  price, 
the  Collateral  Disposal  Agent  will  liquidate  any  of  such  Collateral  Securities  that  it  determines  in  a 
commercially  reasonable  manner  would  maximize  the  liquidation  proceeds  received  on  all 
Collateral  Securities; 

(iii)  (A)  if  less  than  1 00%  of  the  Aggregate  USD  Equivalent  Outstanding  Amount 
of  the  Class  SS  Notes,  the  Class  A  Notes,  the  Class  B  Notes  and  the  Class  C  Notes  voting  as  a 
single  class  provide  the  Trustee  with  an  effective  Special  Termination  Request  Notice  exercising 
option  (1)  under  the  related  Special  Termination  Notice,  the  Trustee  will  cause  the  remaining 

40 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-001 91 8079 


Footnote  Exhibits  -  Page  4859 


Collateral  Securities  to  be  delivered  (in  the  case  of  the  Notes)  or  liquidated  (in  the  case  of 
amounts  owed  pursuant  to  subclause  (ii)  or  (iii)  of  "—Priority  of  Payments— Principal  Proceeds- 
Stated  Maturity,  Optional  Redemption  Date  or  Mandatory  Redemption  Date")  on  the  Mandatory 
Redemption  Date  through  the  appropriate  settlement  method,  in  descending  order  of  bid  level  as 
determined  by  the  Collateral  Disposal  Agent,  in  a  principal  amount  (subject  in  each  case  to  any 
required  minimum  denomination  of  such  Collateral  Security)  to  the  extent  necessary  to  satisfy 
subclauses  (1)  through  (5)  below  in  the  following  order  of  priority: 

(1)  first  (A)  to  any  parties  that  are  owed  any  amounts  pursuant  to  subclause 
(ii)  or  (iii)  of  "—Priority  of  Payments— Principal  Proceeds— Stated  Maturity,  Optional 
Redemption  Date  or  Mandatory  Redemption  Date",  liquidation  proceeds  from  Collateral 
Securities  with  an  aggregate  par  amount  equal  to  any  amounts  owed  pursuant  to 
subclause  (ii)  or  (iii)  of  "—Priority  of  Payments— Principal  Proceeds— Stated  Maturity, 
Optional  Redemption  Date  or  Mandatory  Redemption  Date"  and  second  (B)  to  the 
Holders  of  each  Series  of  the  Class  SS  Notes  (after  giving  effect  to  the  payment  of  any 
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pursuant  to  subclause  (i)  and  (ii)  above),  a  par  amount  of  Collateral  Securities  (or,  with 
respect  to  Collateral  Securities  denominated  in  any  Approved  Currency  other  than 
Dollars,  the  Dollar  equivalent  of  such  par  amount  as  determined  using  the  Spot  FX  Rate 
as  of  the  third  Business  Day  immediately  prior  to  such  Mandatory  Redemption  Date) 
equal  to  the  Dollar  equivalent  principal  amount  of  the  Class  SS  Notes  as  determined 
using  the  Spot  FX  Rate  as  of  the  third  Business  Day  immediately  prior  to  such 
Mandatory  Redemption  Date,  plus  any  accrued  and  unpaid  interest  thereon  (provided 
that  determination  of  any  pro  rata  allocations  of  such  payments  to  any  Series  of  Notes  of 
such  Class  will  be  based  on  the  Dollar  equivalent  principal  amount  of  such  Notes  as 
determined  using  the  Spot  FX  Rate  as  of  the  third  Business  Day  immediately  prior  to 
such  Mandatory  Redemption  Date); 

(2)  to  the  Holders  of  each  Series  of  the  Class  A-1  Notes  (after  giving  effect 
to  the  payment  of  any  principal  of  and/or  interest  on  the  Class  A-1  Notes  with  any 
remaining  proceeds  obtained  pursuant  to  subclause  (i)  and  (ii)  above),  a  par  amount  of 
Collateral  Securities  (or,  with  respect  to  Collateral  Securities  denominated  in  any 
Approved  Currency  other  than  Dollars  the  Dollar  equivalent  of  such  par  amount  as 
determined  using  the  Spot  FX  Rate  as  of  the  third  Business  Day  immediately  prior  to 
such  Mandatory  Redemption  Date)  equal  to  the  Dollar  equivalent  principal  amount  of 
such  Notes  as  determined  using  the  Spot  FX  Rate  as  of  the  third  Business  Day 
immediately  prior  to  such  Mandatory  Redemption  Date,  plus  any  accrued  and  unpaid 
interest  thereon  (provided  that  determination  of  any  pro  rata  allocations  of  such 
payments  to  any  Series  of  Notes  of  such  Class  will  be  based  on  the  Dollar  equivalent 
principal  amount  of  such  Notes  as  determined  using  the  Spot  FX  Rate  as  of  the  third 
Business  Day  immediately  prior  to  such  Mandatory  Redemption  Date); 

(3)  to  the  Holders  of  each  Series  of  the  Class  A-2  Notes  (after  giving  effect 
to  the  payment  of  any  principal  of  and/or  interest  on  the  Class  A-2  Notes  with  any 
remaining  proceeds  obtained  pursuant  to  subclause  (i)  and  (ii)  above),  a  par  amount  of 
Collateral  Securities  (or,  with  respect  to  Collateral  Securities  denominated  in  any 
Approved  Currency  other  than  Dollars  the  Dollar  equivalent  of  such  par  amount  as 
determined  using  the  Spot  FX  Rate  as  of  the  third  Business  Day  immediately  prior  to 
such  Mandatory  Redemption  Date)  equal  to  the  Dollar  equivalent  principal  amount  of 
such  Notes  as  determined  using  the  Spot  FX  Rate  as  of  the  third  Business  Day 
immediately  prior  to  such  Mandatory  Redemption  Date,  plus  any  accrued  and  unpaid 
interest  thereon  (provided  that  determination  of  any  pro  rata  allocations  of  such 
payments  to  any  Series  of  Notes  of  such  Class  will  be  based  on  the  Dollar  equivalent 
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principal  amount  of  such  Notes  as  determined  using  the  Spot  FX  Rate  as  of  the  third 
Business  Day  immediately  prior  to  such  Mandatory  Redemption  Date); 

(4)  to  the  Holders  of  each  Series  of  the  Class  B  Notes  (after  giving  effect  to 
the  payment  of  any  principal  of  and/or  interest  on  the  Class  B  Notes  with  any  remaining 
proceeds  obtained  pursuant  to  subclause  (i)  and  (ii)  above),  a  par  amount  of  Collateral 
Securities  (or,  with  respect  to  Collateral  Securities  denominated  in  any  Approved 
Currency  other  than  Dollars  the  Dollar  equivalent  of  such  par  amount  as  determined 
using  the  Spot  FX  Rate  as  of  the  third  Business  Day  immediately  prior  to  such 
Mandatory  Redemption  Date)  equal  to  the  Dollar  equivalent  principal  amount  of  such 
Notes  as  determined  using  the  Spot  FX  Rate  as  of  the  third  Business  Day  immediately 
prior  to  such  Mandatory  Redemption  Date,  plus  any  accrued  and  unpaid  interest  thereon 
[provided  that  determination  of  any  pro  rata  allocations  of  such  payments  to  any  Series 
of  Notes  of  such  Class  will  be  based  on  the  Dollar  equivalent  principal  amount  of  such 
Notes  as  determined  using  the  Spot  FX  Rate  as  of  the  third  Business  Day  immediately 
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(5)  to  the  Holders  of  each  Series  of  the  Class  C  Notes  (after  giving  effect  to 
the  payment  of  any  principal  of  and/or  interest  on  the  Class  C  Notes  with  any  remaining 
proceeds  obtained  pursuant  to  subclause  (i)  and  (ii)  above),  a  par  amount  of  Collateral 
Securities  (or,  with  respect  to  Collateral  Securities  denominated  in  any  Approved 
Currency  other  than  Dollars  the  Dollar  equivalent  of  such  par  amount  as  determined 
using  the  Spot  FX  Rate  as  of  the  third  Business  Day  immediately  prior  to  such 
Mandatory  Redemption  Date)  equal  to  the  Dollar  equivalent  principal  amount  of  such 
Notes  as  determined  using  the  Spot  FX  Rate  as  of  the  third  Business  Day  immediately 
prior  to  such  Mandatory  Redemption  Date,  plus  any  accrued  and  unpaid  interest  thereon 
(provided  that  determination  of  any  pro  rata  allocations  of  such  payments  to  any  Series 
of  Notes  of  such  Class  will  be  based  on  the  Dollar  equivalent  principal  amount  of  such 
Notes  as  determined  using  the  Spot  FX  Rate  as  of  the  third  Business  Day  immediately 
prior  to  such  Mandatory  Redemption  Date); 

provided  that  if  any  Holder  of  the  Class  SS  Notes,  the  Class  A  Notes,  the  Class  B  Notes 
or  the  Class  C  Notes  has  selected  option  (2)(B)  in  the  related  Special  Termination 
Request  Notice,  the  Trustee  will,  in  lieu  of  distributing  the  relevant  principal  amount  of 
Collateral  Securities  to  such  Noteholder  pursuant  to  this  subclause  (A),  notify  the 
Collateral  Disposal  Agent  which  will  liquidate  the  Collateral  Securities  deliverable  to  such 
Noteholders  and  the  Trustee  will  pay  the  proceeds  thereof  to  such  Noteholder  on  the 
Mandatory  Redemption  Date  (or,  if  such  proceeds  are  denominated  in  an  Approved 
Currency  other  than  the  Approved  Currency  in  which  such  Holder's  Notes  are 
denominated,  the  Trustee  will  enter  a  currency  exchange  on  behalf  of  the  Issuer  and  pay 
such  Holder  in  the  Approved  Currency  in  which  such  Holder's  Notes  are  denominated); 
and 

(B)  if  1 00%  of  the  Aggregate  USD  Equivalent  Outstanding  Amount  of  the 
Class  SS  Notes,  the  Class  A  Notes,  the  Class  B  Notes  and  the  Class  C  Notes  voting  as  a  single 
class  provide  the  Trustee  with  an  effective  Special  Termination  Request  Notice  exercising  option 
(1)  under  the  Special  Termination  Notice,  the  Trustee  will  notify  the  Collateral  Disposal  Agent 
which  will  liquidate  the  Collateral  Securities  distributable  to  such  Noteholders  and  as  payments  (in 
the  case  of  amounts  owed  pursuant  to  subclause  (ii)  or  (iii)  of  "—Priority  of  Payments— Principal 
Proceeds— Stated  Maturity,  Optional  Redemption  Date  or  Mandatory  Redemption  Date")  and 
apply  the  liquidation  proceeds  of  the  Collateral  Securities  distributable  to  such  Noteholders  (after 
giving  consideration  to  any  currency  exchange,  if  necessary)  and  as  payments  (in  the  case  of 
amounts  owed  pursuant  to  subclause  (ii)  or  (iii)  of  "—Priority  of  Payments— Principal  Proceeds— 
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Stated  Maturity,  Optional  Redemption  Date  or  Mandatory  Redemption  Date")  in  the  same  priority 
as  described  in  subclause  (A)  above;  and 

(iv)  the  Issuer  will  instruct  the  Collateral  Disposal  Agent  to  liquidate  the  remaining 
Collateral  Securities  and  the  liquidation  proceeds  thereof  will  be  distributed  in  accordance  with 
subclause  (iv)  (with  respect  to  the  Class  D  Notes  and  Class  FL  Notes  only  (provided  that 
determination  of  any  pro  rata  allocations  of  such  payments  with  respect  to  any  Series  of  Notes  of 
such  Class  will  be  based  on  the  Dollar  equivalent  principal  amount  of  such  Notes  as  determined 
using  the  Spot  FX  Rate  as  of  the  third  Business  Day  immediately  prior  to  such  Mandatory 
Redemption  Date))  (after  giving  consideration  to  any  currency  exchange,  if  necessary)  through 
(ix)  of  the  "—Priority  of  Payments— Principal  Proceeds — Stated  Maturity,  Optional  Redemption 
Date  or  Mandatory  Redemption  Date". 

On  the  earliest  of  the  Credit  Default  Swap  Early  Termination  Date,  the  Basis  Swap  Early 
Termination  Date  and/or  the  Collateral  Put  Agreement  Early  Termination  Date  (the  "Mandatory 
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Payments — Principal  Proceeds— Stated  Maturity,  Optional  Redemption  Date  or  Mandatory  Redemption 
Date".  Notwithstanding  any  provision  to  the  contrary  contained  herein,  even  if  there  will  be  insufficient 
proceeds  on  the  Mandatory  Redemption  Date  to  repay  the  Currency  Adjusted  Aggregate  Outstanding 
Amount  of  each  Series  of  Notes  (plus  accrued  and  unpaid  interest),  the  Notes  will  be  deemed  to  have 
been  paid  in  full  so  long  as  (i)  funds  are  properly  applied  in  accordance  with  the  Priority  of  Payments 
and/or  (ii)  funds  and/or  Collateral  Securities  are  properly  applied  and/or  distributed  as  described  above  on 
such  Mandatory  Redemption  Date. 

Payments 

Payments  in  respect  of  principal  and  interest  on  a  Note  will  be  made  to  the  person  in  whose 
name  the  relevant  Note  is  registered  on  the  applicable  record  date.  Payments  on  the  Notes  will  be 
payable  by  wire  transfer  in  immediately  available  funds  to  an  account  maintained  by  DTC  or  its  nominee 
(in  the  case  of  the  Global  Notes)  or  each  Noteholder  (in  the  case  of  individual  definitive  Notes)  to  the 
extent  practicable  or  otherwise  by  check  drawn  on  a  bank  sent  by  mail  either  to  DTC  or  its  nominee  (in 
the  case  of  the  Global  Notes),  or  to  each  Holder  of  a  Note  at  the  Noteholder's  address  appearing  in  the 
applicable  register  (in  the  case  of  individual  definitive  Notes). 

Final  payments  in  respect  of  principal  of  the  Notes  will  be  made  only  against  surrender  of  the 
Notes,  at  the  office  of  any  paying  agent.  None  of  the  Issuers,  the  Trustee  or  any  paying  agent  will  have 
any  responsibility  or  liability  for  any  aspects  of  the  records  maintained  by  DTC  or  its  nominee  or  any  of  its 
participants  relating  to,  or  for  payments  made  thereby  on  account  of  beneficial  interests  in,  a  Global  Note. 

The  Issuers  expect  that  DTC  or  its  nominee,  upon  receipt  of  any  payment  of  principal  or  interest 
in  respect  of  a  Global  Note  held  by  DTC  or  its  nominee,  will  immediately  credit  participants'  accounts  with 
payments  in  amounts  proportionate  to  their  respective  beneficial  interests  in  such  Global  Note  as  shown 
on  the  records  of  DTC  or  its  nominee.  The  Issuers  also  expect  that  payments  by  participants  to  owners  of 
beneficial  interests  in  such  Global  Notes  held  through  such  participants  will  be  governed  by  standing 
instructions  and  customary  practices,  as  is  now  the  case  with  securities  held  for  the  accounts  of 
customers  registered  in  the  names  of  nominees  for  such  customers.  Such  payments  will  be  the 
responsibility  of  such  participants. 

-For  so  long  as  the  Notes  are  listed  on  any  stock  exchange  and  the  rules  of  such,  exchange  so 
require,  the  Issuers  will  have  a  listing  agent,  a  paying  agent  and  a  transfer  agent  (which  shall  be  the 
"Listing,  Paying  and  Transfer  Agent")  for  the  Notes  and  will  give  prompt  written  notice  to  each  Holder  of 
the  appointment,  termination  or  change  in  the  location  of  any  such  office  or  agency. 
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Priority  of  Payments 

The  Issuer  will  only  make  payments,  subject  to  the  final  paragraph  under  "Summary— Decrease 
in  the  Aggregate  USD  Equivalent  Outstanding  Amount  of  each  Class  of  Notes",  in  accordance  with 
priorities  described  below  under  "—Interest  Proceeds",  "—Principal  Proceeds— Stated  Maturity,  Optional 
Redemption  Date  or  Mandatory  Redemption  Date"  and  "—Principal  Proceeds— Other  Payment  Dates" 
(collectively,  the  "Priority  of  Payments"). 

Interest  Proceeds. 

On  each  Payment  Date,  the  Optional  Redemption  Date,  the  Mandatory  Redemption  Date  and/or 
the  Stated  Maturity,  Interest  Proceeds  will  be  applied  in  the  following  order  of  priority: 

(i)  to  the  payment  of  Administrative  Expenses,  which,  with  respect  to  the  sum  of  those 
amounts  listed  in  subclauses  (iii),  (v)  and  (vi)  of  the  definition  of  "Administrative 
cvnancac"  imjm  ho  si!big£t  to  the  Administrative  Ey^ense  Can; 

(ii)  to  the  payment  to  the  Portfolio  Selection  Agent  of  any  accrued  but  unpaid  Portfolio 
Selection  Fees  in  accordance  with  the  terms  of  the  Portfolio  Selection  Agreement; 

(iii)  (a)  to  the  payment  of  the  Basis  Swap  Payment  and  (b)  thereafter,  to  the  payment  of  the 
Collateral  Put  Provider  Fee  Amount; 

(iv)  to  the  payment  of  the  Class  Interest  Distribution  Amounts  of  each  Class  of  Notes  in 
sequential  order  of  priority  by  Class;  provided  that,  to  the  extent  there  are  insufficient 
proceeds  to  pay  all  amounts  payable  under  this  clause  (iv)  with  respect  to  a  Class  with 
more  than  one  Series  Outstanding  at  such  time  of  determination,  any  pro  rata  allocations 
of  such  payments  with  respect  to  any  Series  of  Notes  of  such  Class  will  be  based  on  the 
Aggregate  USD  Equivalent  Outstanding  Amount  of  each  such  Series;  provided,  further, 
that  with  respect  to  each  Class  of  the  Issuer  Notes,  such  payment  will  be  made  to  the 
Issuing  and  Paying  Agent,  for  distribution  to  the  Holders  of  such  Class  of  Notes; 

(v)         to  the  payment  of  any  Administrative  Expenses  not  covered  in  subclause  (i)  above;  and 

(vi)        the  balance  of  Interest  Proceeds  (if  any)  will  be  distributed  to  the  Protection  Buyer. 

In  addition,  if  the  Issuer  purchases  a  Supplemental  Collateral  Security  at  the  direction  of  the 
Protection  Buyer,  the  Issuer  may  use  Interest  Proceeds  on  any  Business  Day  to  pay  for  the  portion  of  the 
purchase  price  of  a  Supplemental  Collateral  Security  constituting  accrued  and  unpaid  interest  thereon 
(such  amount,  the  "Purchased  Accrued  Interest  Amount"). 

To  the  extent  there  is  a  sufficient  amount  of  Interest  Proceeds  in  each  Approved  Currency,  the 
Trustee  shall  use  Interest  Proceeds  in  each  such  Approved  Currency  to  make  payments  described  in  this 
section;  provided  that  no  payment  is  made  toward  any  item  until  all  higher  ranking  items  have  been  paid 
in  full. 

If  on  any  Determination  Date  (or,  in  connection  with  a  Mandatory  Redemption  Date,  the  third 
Business  Day  immediately  prior  to  such  Mandatory  Redemption  Date)  the  Issuer  determines  that  there 
-would  bean  insufficientamount  of  Interest  Proceeds  in  any  Approved  Currency  on  .the-  related ..Payment , 
Date  or  the  Mandatory  Redemption  Date,  as  the  case  may  be,  to  make  the  payments  described  in 
clauses  (i)  through  (v)  above,  then  the  Issuer  shall  provide  for  the  relevant  items  by  exchanging  any 
excess  Interest  Proceeds  (as  determined  by  the  Protection  Buyer  after  giving  effect  to  the  application  of 
Interest  Proceeds  to  make  all  payments  of  a  higher  priority)  in  any  Approved  Currency  for  proceeds  in 
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such  other  Approved  Currency  for  which  such  shortfall  existed  at  the  relevant  Spot  FX  Rate  determined 
on  such  Determination  Date  (or,  in  connection  with  a  Mandatory  Redemption  Date,  the  third  Business 
Day  immediately  prior  to  such  Mandatory  Redemption  Date);  provided  that  to  the  extent  there  would  be 
insufficient  Interest  Proceeds  after  giving  effect  to  any  such  exchange  to  make  all  payments  required 
under  clause  (iv)  above  with  respect  to  any  Class  in  which  Notes  are  denominated  in  more  than  one 
Approved  Currency,  such  distributions  shall  be  made  pro  rata  to  Holders  of  such  Class  based  on  the 
Aggregate  USD  Equivalent  Outstanding  Amount  of  each  Series  of  such  Class  (or,  in  connection  with  a 
Mandatory  Redemption  Date,  pro  rata  to  Holders  of  such  Class  based  on  the  Dollar  equivalent  principal 
amount  of  such  Notes  as  determined  using  the  Spot  FX  Rate  as  of  the  third  Business  Day  immediately 
prior  to  such  Mandatory  Redemption  Date). 

Principal  Proceeds— Stated  Maturity,  Optional  Redemption  Date  or  Mandatory  Redemption  Date. 

On  the  Stated  Maturity  of  any  Series  of  Notes,  the  Optional  Redemption  Date  or  the  Mandatory 
Redemption  Date,  as  the  case  may  be,  Principal  Proceeds  (together  with,  in  the  case  of  the  Optional 

□/.^nn.nt!nn  n<ito    on./  EnH   Da»mQnA  utiii  ho  anniiorl    ci ihiprt  tr>  thp  nrm/icinnc.  rfpsrrihfirl   under  " — 

Mandatory  Redemption",  in  the  following  order  of  priority: 

(i)  (a)  to  the  payment  of  amounts  referred  to  in  subclause  (i)  and  (ii)  of  "—Interest 

Proceeds"  above,  but  only  to  the  extent  not  paid  in  full  thereunder  and  then  (b)  in 
connection  with  an  Optional  Redemption  in  Whole,  to  the  payment  to  the  Portfolio 
Selection  Agent  of  any  Makewhole  Amount  pursuant  to  the  Portfolio  Selection 
Agreement; 

(ii)  to  the  payment  of  all  amounts  due  to  the  Basis  Swap  Counterparty  pursuant  to  the  terms 
of  the  Basis  Swap,  other  than  a  Basis  Swap  Counterparty  Default  Termination  Payment 
(including,  for  the  avoidance  of  doubt,  any  Basis  Swap  Payment  not  paid  in  full  under 
subclause  (iii)(a)  of  "—Interest  Proceeds"  above); 

(ill)  (a)  10  me  payifieni  Oi  an  amounts  uue  iu  uic  uunaiciai  rui  nuviuci  puisudiii  iu  mv,  i^mis 

of  the  Collateral  Put  Agreement,  and  (b)  thereafter,  in  the  case  of  the  Stated  Maturity  of 
any  Series  of  Notes,  the  Optional  Redemption  Date  or  the  Mandatory  Redemption  Date 
(other  than  in  connection  with  a  Collateral  Default),  to  the  payment  of  all  amounts  due  to 
the  Protection  Buyer  pursuant  to  the  terms  of  the  Credit  Default  Swap,  other  than  a 
Protection  Buyer  Default  Termination  Payment; 

(iv)         (a)        to  the  payment  of  amounts  referred  to  in  subclause  (iv)  of " — Interest  Proceeds" 
above,  but  only  to  the  extent  not  paid  in  full  thereunder  and  then 

(b)  (1)  in  the  case  of  the  Stated  Maturity  of  any  Series  of  Notes,  (A)  to  the 
payment  of  the  Currency  Adjusted  Aggregate  Outstanding  Amount  of  each 
Series  of  Notes  maturing  on  such  date,  at  par,  in  each  case,  pursuant  to  the  Note 
Payment  Sequence  (but  only  with  respect  to  Classes  in  which  any  Series  of 
Notes  matures  on  such  date)  {provided  that  in  each  case  determination  of  any 
pro  rata  allocations  of  such  payments  within  any  Class  issued  in  more  than  one 
Series  maturing  on  such  date  will  be  based  on  the  Aggregate  USD  Equivalent 
Outstanding  Amount  of  such  Notes)  and  (B)  if  a  Redemption  Writedown  Refund 
is  received  by  the  Issuer  in  connection  with  such  Stated  Maturity  to  the  payment, 
from  any  available  Redemption  Writedown  Refund  only,  of  an  amount  equal  to 
..=-=,_--    .„_  the  ICE  Currency  Adjusted  Aggregate  Outstanding  Amount.  Differential  of  each 

Series  for  which  a  Redemption  Writedown  Refund  has  been  calculated,  in  each 
case  pursuant  to  the  Note  Payment  Sequence  (but  only  with  respect  to  Classes 
in  which  a  Series  of  Notes  with  an  ICE  Currency  Adjusted  Aggregate 
Outstanding  Amount  Differential  greater  than  zero  matures  on  such  date), 
(provided  that  in  each  case  determination  of  any  pro  rata  allocations  of  such 
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payments  within  any  Class  issued  in  more  than  one  Series  maturing  on  such 
date  with  ICE  Currency  Adjusted  Aggregate  Outstanding  Amount  Differentials 
greater  than  zero  will  be  based  on  the  Aggregate  USD  Equivalent  Outstanding 
Amount  of  such  Notes);  or 

(2)  in  the  case  of  the  Optional  Redemption  Date,  to  the  payment  of  the 
Currency  Adjusted  Aggregate  Outstanding  Amount  of  the  Notes,  at  par,  pursuant 
to  the  Note  Payment  Sequence  (provided  that  in  each  case  determination  of  any 
pro  rata  allocations  of  such  payments  within  any  Class  issued  in  more  than  one 
Series  will  be  based  on  the  Aggregate  USD  Equivalent  Outstanding  Amount  of 
such  Notes)  plus,  in  the  limited  circumstances  as  described  in  "—Optional 
Redemption  in  Whole  and  Partial  Optional  Redemption",  with  respect  to  any 
Reversible  Loss  Series,  the  Optional  Redemption  Reimbursement  Amount;  or 

(3)  in  the  case  of  a  Mandatory  Redemption  (other  than  in  connection  with  a 
Collateral  Default),  (A)  to  the  payment  of  the  Currency  Adjusted  Aggregate 
Outstanding  Amount  of  the  Notes,  at  par,  pursuant  to  the  Note  Payment 
Sequence  (provided  that  in  each  case  determination  of  any  pro  rata  allocations 
of  such  payments  within  any  Class  issued  in  more  than  one  Series  will  be  based 
on  the  Dollar  equivalent  principal  amount  of  such  Notes  as  determined  using  the 
Spot  FX  Rate  as  of  the  third  Business  Day  immediately  prior  to  such  Mandatory 
Redemption  Date)  and  (B)  if  a  Redemption  Writedown  Refund  is  received  by  the 
Issuer  in  connection  with  such  Mandatory  Redemption  to  the  payment,  from  any 
available  Redemption  Writedown  Refund  only,  of  an  amount  equal  to  the  ICE 
Currency  Adjusted  Aggregate  Outstanding  Amount  Differential  of  each  Series  for 
which  a  Redemption  Writedown  Refund  has  been  calculated,  in  each  case 
pursuant  to  the  Note  Payment  Sequence,  (provided  that  in  each  case 
determination  of  any  pro  rata  allocations  of  such  payments  within  any  Class 
issued  in  more  than  one  Series  being  redeemed  on  such  date  in  connection  with 
such  Mandatory  Redemption  with  ICE  Currency  Adjusted  Aggregate  Outstanding 
Amount  Differentials  greater  than  zero  will  be  based  on  the  Dollar  equivalent  of 
such  Notes  (calculated  using  the  Spot  FX  Rate  as  of  the  third  Business  Day 
immediately  prior  to  such  Mandatory  Redemption  Date); 

(4)  in  the  case  of  the  Mandatory  Redemption  Date  in  connection  with  a 
Collateral  Default,  in  the  following  priority:  (A)  first  to  the  payment,  pro  rata,  (i)  of 
all  amounts  due  to  the  Protection  Buyer  pursuant  to  the  terms  of  the  Credit 
Default  Swap,  other  than  a  Protection  Buyer  Default  Termination  Payment  and 
(ii)  pro  rata  to  the  payment  of  the  Currency  Adjusted  Aggregate  Outstanding 
Amount  of  the  Class  SS  Notes,  the  Class  A-1  Notes  and  the  Class  A-2  Notes,  at 
par,  not  to  exceed,  in  the  case  of  this  subclause  (A),  $400,000,000  (such  limit  to 
be  determined,  with  respect  to  subclause  (4)(A)(ii),  based  on  the  Dollar 
equivalent  of  such  amounts  paid  (calculated  using  the  Spot  FX  Rate  as  of  the 
third  Business  Day  immediately  prior  to  such  Mandatory  Redemption  Date)),  (B) 
second  to  the  payment,  pro  rata,  of  the  remaining  Currency  Adjusted  Aggregate 
Outstanding  Amount  of  the  Class  SS  Notes,  Class  A-1  Notes  and  Class  A-2 
Notes,  at  par,  (after  giving  effect  to  subclause  4(A)),  (C)  third  to  the  payment  of 
all  remaining  amounts  due  to  the  Protection  Buyer  pursuant  to  the  terms  of  the 
Credit  Default  Swap,  other  than  a  Protection  Buyer  Default  Termination 
Payment,  such  amount  not  to  exceed  the  Currency  Adjusted  Aggregate 
Outstanding  Amount  of  the  Notes  immediately  prior  to  the  distribution  of  Principal 
Proceeds  on  such  Payment  Date  less  amounts  paid  under  subclause  (4)(A)(i) 
and  (D)  fourth  with  respect  to  the  Class  B  Notes,  the  Class  C  Notes,  the  Class  D 
Notes  and  the  Class  FL  Notes,  to  the  payment  of  the  Currency  Adjusted 
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Aggregate  Outstanding  Amount  of  each  Series  of  such  Class  of  Notes,  at  par,  in 
accordance  with  the  Note  Payment  Sequence;  provided  that  in  each  case 
determination  of  any  pro  rata  allocations  of  such  payments  within  any  Class 
issued  in  more  than  one  Series  will  be  based  on  the  Dollar  equivalent  principal 
amount  of  such  Notes  as  determined  using  the  Spot  FX  Rate  as  of  the  third 
Business  Day  immediately  prior  to  such  Mandatory  Redemption  Date;  provided, 
further,  that  with  respect  to  each  Class  of  Issuer  Notes,  any  such  payment  will  be 
made  to  the  Issuing  and  Paying  Agent,  for  payment  to  the  Holders  of  such  Class 
of  Notes; 

(v)         to  the  payment  of  the  Basis  Swap  Counterparty  Default  Termination  Payment,  if  any; 

(vi)        to  the  payment  of  the  Protection  Buyer  Default  Termination  Payment,  if  any; 

(vii)       to  the  payment  of  any  Administrative  Expenses  not  covered  in  subclause  (i)  above; 

(viii)  on  the  Stated  Maturity  of  any  Series  of  Notes  other  than  the  final  Stated  Maturity  with 
respect  to  any  Series  of  Notes,  for  reinvestment  in  Collateral  Securities  at  the  direction  of 
the  Protection  Buyer  and,  pending  such  reinvestment,  to  be  invested  in  Eligible 
Investments;  and 

(ix)        the  balance  of  Principal  Proceeds  (if  any)  will  be  distributed  to  the  Protection  Buyer. 

To  the  extent  there  is  a  sufficient  amount  of  Principal  Proceeds  in  each  Approved  Currency,  the 
Trustee  shall  use  Principal  Proceeds  in  each  such  Approved  Currency  to  make  payments  described  in 
this  section;  pro vided  that  no  payment  is  made  toward  any  item  until  all  higher  ranking  items  have  been 
paid  in  full. 

If  on  any  Determination  Date  (or,  in  connection  with  a  Mandatory  Redemption  Date,  as  of  the 
third  Business  Day  immediately  prior  io  such  Mandatory  Redemption  Date)  the  Issuer  determines  that 
there  would  be  an  insufficient  amount  of  Principal  Proceeds  in  any  Approved  Currency  on  the  related 
Payment  Date  or  the  Mandatory  Redemption  Date,  as  the  case  may  be,  to  make  the  payments  described 
in  clauses  (i)  through  (vii)  above,  then  the  Issuer  shall  provide  for  the  relevant  items  by  exchanging  any 
excess  Principal  Proceeds  (as  determined  by  the  Protection  Buyer  after  giving  effect  to  the  application  of 
Principal  Proceeds  to  make  all  payments  of  a  higher  priority  in  the  Priority  of  Payments)  in  any  Approved 
Currency  for  proceeds  in  such  other  Approved  Currency  for  which  such  shortfall  existed  at  the  relevant 
Spot  FX  Rate  determined  on  such  Determination  Date  (or,  in  connection  with  a  Mandatory  Redemption 
Date,  as  of  the  third  Business  Day  immediately  prior  to  such  Mandatory  Redemption  Date);  provided  that 
to  the  extent  there  would  be  insufficient  Principal  Proceeds  after  giving  effect  to  any  such  exchange  to 
make  all  payments  required  under  clause  (iv)  above  with  respect  to  any  Class  in  which  Notes  are 
denominated  in  more  than  one  Approved  Currency,  such  shortfall  shall  be  borne  pro  rata  by  Holders  of 
such  Class  based  on  the  Dollar  equivalent  principal  amount  of  such  Notes  as  determined  using  the  Spot 
FX  Rate  as  of  the  Determination  Date  (or,  in  connection  with  a  Mandatory  Redemption  Date,  as  of  the 
third  Business  Day  immediately  prior  to  such  Mandatory  Redemption  Date). 

Principal  Proceeds — Other  Payment  Dates. 

On  each  Business  Day  (other  than  the  Stated  Maturity  of  any  Series  of  Notes,  the  Optional 
Redemption  Date  or  the  Mandatory  Redemption  Date),  Principal  Proceeds  (together  with,  in  the  case  of 
any  Partial  Optional  Redemption  Date,  any  Partial  Optional  Redemption  End  Payment)  will  be  applied  in 
the  following  order  of  priority: 

(i)         on  a  Credit  Default  Swap  Settlement  Date,  to  the  payment  of  all  Cash  Settlement 
Amounts  payable  on  such  date;  provided  that  Principal  Proceeds  representing  Put 
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Proceeds  shall  not  be  applied  to  the  payment  of  any  amount  described  in  this  subclause 

(0; 

(ii)  on  the  Payment  Date  immediately  following  the  Due  Period  in  which  a  Reference 
Obligation  Amortization  Amount  is  determined  by  the  Credit  Default  Swap  Calculation 
Agent,  if  any  Collateral  was  liquidated  to  pay  any  Currency  Adjusted  Notional  Principal 
Adjustment  Amount  on  such  date  relating  to  any  such  Reference  Obligation  Amortization 
Amount,  to  the  payment  of  the  principal  of  the  Notes,  at  par,  of  the  Currency  Adjusted 
Notional  Principal  Adjustment  Amounts  allocable  on  such  date,  pursuant  to  the  Note 
Payment  Sequence;  provided  that,  for  the  avoidance  of  doubt,  with  respect  to  a  Class 
with  more  than  one  Series  Outstanding  at  such  time  of  determination,  any  pro  rata 
allocations  made  pursuant  to  this  subclause  will  be  based  on  the  Aggregate  USD 
Equivalent  Outstanding  Amount  of  each  Series  of  such  Class; 

(iii)  on  each  Partial  Optional  Redemption  Date  and  with  respect  to  the  Notes  to  be  redeemed 
on  such  date,  to  ihe  payment  of  principal  of  such  Notes,  at  par,  in  accordance  with  the 
Note  Payment  Sequence;  provided  that,  for  the  avoidance  of  doubt,  with  respect  to  a 
Class  with  more  than  one  Series  Outstanding  being  redeemed  at  such  time  of 
determination  (including  but  not  limited  to,  the  redemption  of  an  entire  Series  and  the 
redemption  of  Protection  Buyer  Notes),  any  pro  rata  allocations  made  pursuant  to  this 
subclause  between  Notes  of  any  such  Class  being  redeemed  will  be  based  on  the 
Aggregate  USD  Equivalent  Outstanding  Amount  of  such  Notes  of  such  Class  being 
redeemed  at  such  time  of  determination;  plus,  in  the  limited  circumstances  as  described 
in  "—Optional  Redemption  in  Whole  and  Partial  Optional  Redemption",  with  respect  to 
any  Reversible  Loss  Series,  the  Optional  Redemption  Reimbursement  Amount;  and 

(iv)  for  reinvestment  in  Collateral  Securities  at  the  direction  of  the  Protection  Buyer  and, 
pending  such  reinvestment,  to  be  invested  in  Eligible  Investments. 

To  the  extent  there  is  a  sufficient  amount  of  Principal  Proceeds  in  each  Approved  Currency,  the 
Trustee  shall  use  Principal  Proceeds  in  each  such  Approved  Currency  to  make  payments  described  in 
this  section;  provided  that  no  payment  is  made  toward  any  item  until  all  higher  ranking  items  have  been 
paid  in  full. 

If  on  any  Determination  Date  the  Issuer  determines  that  there  would  be  an  insufficient  amount  of 
Principal  Proceeds  in  any  Approved  Currency  on  the  related  Payment  Date,  then  the  Issuer  shall  provide 
for  the  relevant  items  by  exchanging  any  excess  Principal  Proceeds  (as  determined  by  the  Protection 
Buyer  after  giving  effect  to  the  application  of  Principal  Proceeds  to  make  all  payments  of  a  higher  priority 
in  the  Priority  of  Payments)  in  any  Approved  Currency  for  proceeds  in  such  other  Approved  Currency  for 
which  such  shortfall  existed  at  the  relevant  Spot  FX  Rate  determined  on  such  Determination  Date; 
provided  that  to  the  extent  there  would  be  insufficient  Principal  Proceeds  after  giving  effect  to  any  such 
exchange  to  make  all  payments  required  under  clause  (ii)  above  with  respect  to  any  Class  in  which  Notes 
are  denominated  in  more  than  one  Approved  Currency,  such  shortfall  shall  be  borne  pro  rata  by  Holders 
of  such  Class  based  on  the  Aggregate  USD  Equivalent  Outstanding  Amount  of  such  Notes  in  each  such 
Approved  Currency. 

Form  of  the  Notes 

Each  Class  of  Notes  sold  in  offshore  transactions  in  reliance  on  Regulation  S  will  be  represented 
by  one  or  more  Regulation  S  Global  Notes  deposited  with  the  Trustee  or  the  Issuing  and  Paying  Agent, 
as  applicable,  as  custodian  for  DTC  and  registered  in  the  name  of  Cede  &  Co.,  a  nominee  of  DTC,  for  the 
respective  accounts  of  Euroclear  and  Clearstream.  Interests  in  a  Regulation  S  Global  Note  may  be  held 
only  through  Euroclear  or  Clearstream. 
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Each  Class  of  Notes  sold  in  reliance  on  Rule  144A  under  the  Securities  Act  will  be  represented 
by  one  or  more  Rule  144A  Global  Notes  deposited  with  the  Trustee  or  the  Issuing  and  Paying  Agent,  as 
applicable,  as  custodian  for  DTC  and  registered  in  the  name  of  Cede  &  Co.,  as  nominee  of  DTC. 

The  Notes  will  be  subject  to  certain  restrictions  on  transfer  as  set  forth  under  "Transfer 
Restrictions". 

Any  interest  in  one  of  the  Regulation  S  Global  Notes  and  the  Rule  144A  Global  Notes  that  is 
transferred  to  a  person  who  takes  delivery  in  the  form  of  an  interest  in  the  other  Global  Note  will,  upon 
transfer,  cease  to  be  an  interest  in  such  Global  Note  and  become  an  interest  in  the  other  Global  Note 
and,  accordingly,  will  thereafter  be  subject  to  all  transfer  restrictions  and  other  procedures  applicable  to 
beneficial  interests  in  such  other  Global  Note  for  as  long  as  it  remains  such  interest. 

Except  in  the  limited  circumstances  described  herein,  owners  of  beneficial  interests  in  either  the 
Regulation  S  Global  Notes  or  the  Rule  144A  Global  Notes  will  not  be  entitled  to  receive  physical  delivery 

OT  CeniriGaitJU  INUICS.      I  IIC  iwra  OIC  mui  Bouauio  in  ukBii/i    ,~..,.. 

The  Indenture 

The  following  summary  describes  certain  provisions  of  the  Indenture.  The  summary  does  not 
purport  to  be  complete  and  is  subject  to,  and  qualified  in  its  entirety  by  reference  to,  the  provisions  of  the 
Indenture. 

Events  of  Default.  An  "Event  of  Default"  is  defined  in  the  Indenture  as: 

(i)  a  default  in  the  payment  of  principal  on  any  Note  at  its  Stated  Maturity  or  the  Optional 
Redemption  Date; 

(ii)  the  failure  on  any  Payment  Date  to  disburse  amounts  available  in  the  Payment  Account 
in  accordance  with  the  Priority  of  Payments  and  continuation  of  such  failure  for  a  period 
of  five  Business  Days; 

(iii)  a  circumstance  in  which  either  of  the  Issuers  or  the  Issuer  Assets  becomes  an 
investment  company  required  to  be  registered  under  the  Investment  Company  Act; 

(iv)  a  default  in  the  performance,  in  a  material  respect,  or  breach,  in  a  material  respect,  of 
any  covenant,  representation,  warranty  or  other  agreement  of  the  Issuers  in  the 
Indenture  (other  than  a  covenant  or  agreement  which  is  specifically  addressed 
elsewhere  therein)  or  in  any  certificate  or  other  writing  delivered  pursuant  thereto  or  in 
connection  therewith  or  if  any  representation  or  warranty  of  the  Issuers  in  the  Indenture, 
the  Issuing  and  Paying  Agency  Agreement  or  in  any  certificate  or  writing  delivered 
pursuant  thereto  proves  to  be  incorrect  in  any  material  respect  when  made,  and  the 
continuance  of  such  default  or  breach  for  a  period  of  30  days  after  written  notice  thereof 
shall  have  been  given  to  the  Issuers  and  the  Portfolio  Selection  Agent  by  the  Trustee  or 
the  Issuing  and  Paying  Agent,  as  applicable,  or  to  the  Issuers,  the  Portfolio  Selection 
Agent,  the  Trustee  and  the  Issuing  and  Paying  Agent  by  the  Holders  of  at  least  25%  of 
the  Aggregate  USD  Equivalent  Outstanding  Amount  of  the  Notes,  specifying  such 
default,  breach  or  failure  and  requiring  it  to  be  remedied  and  stating  that  such  notice  is  a 
"Notice  of  Defaulf'-under  the  Indenture  or  the  Issuing  and  Paying  Agency  Agreement, 
as  applicable; 

(v)  the  entry  of  a  decree  or  order  by  a  court  having  competent  jurisdiction  adjudging  either  of 
the  Issuers  as  bankrupt  or  insolvent  or  granting  an  order  for  relief  or  approving  as 
properly  filed  a  petition  seeking  reorganization,  arrangement,  adjustment  or  composition 
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of  or  in  respect  of  either  of  the  Issuers  under  the  Bankruptcy  Code,  the  bankruptcy  or 
insolvency  laws  of  the  Cayman  Islands  or  any  other  applicable  law,  or  appointing  a 
receiver,  liquidator,  assignee,  or  sequestrator  (or  other  similar  official)  of  either  of  the 
Issuers  or  of  any  substantial  part  of  its  property,  or  ordering  the  winding  up  or  liquidation 
of  its  affairs;  or  an.  involuntary  case  or  proceeding  shall  be  commenced  against  either  of 
the  Issuers  seeking  any  of  the  foregoing  and  such  case  or  proceeding  shall  continue  in 
effect  for  a  period  of  60  consecutive  days;  or 

(vi)  the  institution  by  either  of  the  Issuers  of  proceedings  to  be  adjudicated  as  bankrupt  or 
insolvent,  or  the  consent  by  it  to  the  institution  of  bankruptcy  or  insolvency  proceedings 
against  it,  or  the  filing  by  either  of  the  Issuers  of  a  petition  or  answer  or  consent  seeking 
reorganization  or  relief  under  the  Bankruptcy  Code,  the  bankruptcy  and  insolvency  laws 
of  the  Cayman  Islands  or  any  other  applicable  law,  or  the  consent  by  it  to  the  filing  of  any 
such  petition  or  to  the  appointment  of  a  receiver,  liquidator,  assignee,  trustee  or 
sequestrator  (or  other  similar  official)  of  either  of  the  Issuers  or  of  any  substantial  part  of 

He    nrnnortw     nr  the   makinn    hv  it   nf  an   assinnmfint  for  the   benefit   Of  Creditors.   Or  the 

admission  by  it  in  writing  of  its  inability  to  pay  its  debts  generally  as  they  become  due,  or 
the  taking  of  any  action  by  either  of  the  Issuers  in  furtherance  of  any  such  action. 

If  an  Event  of  Default  shall  have  occurred  and  be  continuing,  the  Trustee  by  notice  to  the  Issuers 
at  the  direction  of  a  Majority  of  the  Aggregate  USD  Equivalent  Outstanding  Amount  of  the  Notes  voting  as 
a  single  class,  may,  subject  to  the  Indenture,  declare  the  principal  of  and  accrued  and  unpaid  interest  on 
all  the  Notes  to  be  immediately  due  and  payable  (except  that,  in  the  case  of  an  Event  of  Default  described 
in  subclause  (v)  or  (vi)  above,  such  an  acceleration  will  occur  automatically  and  shall  not  require  any 
action  by  the  Trustee  or  any  Noteholder). 

At  any  time  after  such  a  declaration  of  acceleration  of  maturity  has  been  made  and  before  a 
judgment  or  decree  for  payment  of  the  money  due  has  been  obtained  by  the  Trustee  as  provided  in 
accordance  with  the  terms  of  the  Indenture,  a  Majority  of  the  Aggregate  USD  Equivalent  Outstanding 
Amount  of  the  Notes  voting  as  a  singie  class,  by  written  notice  to  the  issuers  and  the  Trustee  or  the 
Issuing  and  Paying  Agent,  as  applicable,  may  rescind  and  annul  such  declaration  and  its  consequences 
if: 

(i)  the  Issuer  or  the  Co-Issuer  has  paid  or  deposited  with  the  Trustee  a  sum  sufficient  to  pay, 
and  shall  pay: 

(A)  all  overdue  installments  of  interest  on  and  principal  of  the  Notes  (other  than 
amounts  due  solely  as  a  result  of  such  acceleration); 

(B)  to  the  extent  that  payment  of  such  interest  is  lawful,  interest  upon  any  Defaulted 
Interest  at  the  applicable  Series  Interest  Rate; 

(C)  all  unpaid  taxes  and  Administrative  Expenses  and  other  sums  paid  or  advanced 
by  the  Trustee  hereunder  and  the  reasonable  compensation,  expenses, 
disbursements  and  advances  of  the  Trustee  and  its  agents  and  counsel;  and 

(D)  all  unpaid  Portfolio  Selection  Fees; 

00  the  Trustee  has  determined  that  all  Events  of  Default,  other  than  the  non-payment  of  the 
interest  on" or  principal  of  Notes  that  have  become  due  solely  by  such  acceleration,  have 
been  cured  and  a  Majority  of  the  Aggregate  USD  Equivalent  Outstanding  Amount  of  the 
Notes  voting  as  a  single  class  by  written  notice  to  the  Trustee  or  the  Issuing  and  Paying 
Agent,  as  applicable,  has  agreed  with  such  determination  or  waived  such  Event  of 
Default  as  provided  in  the  Indenture;  and 
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(Hi)  each  of  the  Credit  Default  Swap,  the  Basis  Swap,  the  Collateral  Put  Agreement  and  the 
Collateral  Disposal  Agreement  has  not  been  terminated  or  any  such  termination  has 
been  rescinded. 

If  an  Event  of  Default  should  occur  and  be  continuing,  the  Trustee  will  make  payments  to  the 
Holders  of  the  Notes  only  in  the  manner  described  in  "Description  of  the  Notes— Priority  of  Payments", 
except  that  if  acceleration  has  occurred  in  accordance  with  the  terms  of  the  Indenture,  or  if  a  Payment 
Default  has  occurred  and  has  not  been  cured  or  waived,  no  interest  shall  be  payable  on  any  Class  of 
Notes  until  the  Currency  Adjusted  Aggregate  Outstanding  Amount  of  each  Series  of  all  Classes  of  Notes 
that  are  senior  to  such  Class,  if  any,  have  been  repaid  in  full. 

If  an  Event  of  Default  should  occur  and  be  continuing,  the  Trustee  will  retain  the  Issuer  Assets 
securing  the  Notes  intact  and  continue  making  payments  in  the  manner  described  above  under  "—Priority 
of  Payments"  unless: 

(i)  the  Trustee  determines  that  the  anticipated  proceeds  of  a  sale  or  liquidation  of  the 
Collateral  (after  deducting  the  reasonable  expenses  of  such  sale  or  liquidation)  would  be 
sufficient  to  discharge  in  full  the  aggregate  of  the  amounts  referred  to  in  subclause  (i) 
through  (vii)  of  "Priority  of  Payments — Principal  Proceeds— Stated  Maturity,  Optional 
Redemption  Date  or  Mandatory  Redemption  Date"  and  a  Majority  of  the  Aggregate  USD 
Equivalent  Outstanding  Amount  of  the  Notes  voting  as  a  single  class  agrees  with  such 
determination;  or 

(ii)  the  Holders  of  at  least  66-2/3%  of  the  Aggregate  USD  Equivalent  Outstanding  Amount  of 
each  Class  of  Notes  (voting  separately  by  Class),  subject  to  the  provisions  of  the 
Indenture,  direct  the  sale  and  liquidation  of  the  Collateral. 

As  soon  as  practicable  following  the  occurrence  of  either  condition  specified  in  subclause  (i)  or  (ii) 
above,  the  Trustee  will  liquidate  all  Eligible  Investments  and  the  Issuer  or  the  Trustee  shall  notify  the 
Collateral  Disposal  Agent  to  liquidate  all  Collateral  Securities. 

A  Majority  of  the  Aggregate  USD  Equivalent  Outstanding  Amount  of  the  Notes  voting  as  a  single 
class  will  have  the  right  to  direct  the  Trustee  in  conducting  any  proceedings  or  in  the  sale  of  any  or  all  of 
the  Collateral,  but  only  if  (i)  such  direction  will  not  conflict  with  any  rule  of  law  or  the  Indenture  and  (ii)  the 
Trustee  determines  that  such  action  will  not  involve  it  in  liability  (unless  the  Trustee  has,  in  its  opinion, 
received  satisfactory  indemnity  against  any  such  liability). 

Pursuant  to  the  Indenture,  as  security  for  the  payment  by  the  Issuer  of  the  compensation  and 
expenses  of  the  Trustee  and  any  sums  the  Trustee  may  be  entitled  to  receive  as  indemnification  by  the 
Issuer,  the  Issuer  has  granted  the  Trustee  a  senior  lien  on  the  Issuer  Assets,  which  is  senior  to  the  lien  of 
the  Holders  of  the  Notes  on  the  Issuer  Assets.  The  Trustee's  lien  is  exercisable  by  the  Trustee  only  if  the 
Notes  have  become  due  and  payable  following  an  Event  of  Default. 

Subject  to  the  provisions  of  the  Indenture  relating  to  the  duties  of  the  Trustee,  in  the  event  that  an 
Event  of  Default  with  respect  to  the  Notes  occurs  and  is  continuing,  the  Trustee  is  under  no  obligation  to 
exercise  any  of  the  rights  or  powers  under  the  Indenture  at  the  request  of  any  Holders  of  Notes,  unless 
such  Holders  have  offered  to  the  Trustee  reasonable  security  or  indemnity  in  the  opinion  of  the  Trustee. 

A  Majority  of  the  Aggregate  USD  Equivalent  Outstanding  Amount  of  the  Notes  voting  as  a  single 
class  may,  in  certain  cases,  waive  any  default  with  respect  to  such  Notes,  except  (a)  a  default  specified  in 
subclause  (i),  (ii),  (v)  or  (vi)  of  the  definition  of  "Events  of  Default"  or  (b)  a  default  in  respect  of  a  covenant 
or  provision  of  the  Indenture  that  cannot  be  modified  or  amended  without  the  waiver  or  consent  of  the 
Holder  of  each  Outstanding  Note  adversely  affected  thereby. 
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No  Holder  of  a  Note  will  have  the  right  to  institute  any  proceeding  with  respect  to  the  Indenture 
unless  (i)  such  Holder  previously  has  given  to  the  Trustee  or  the  Issuing  and  Paying  Agent,  as  applicable, 
written  notice  of  a  continuing  Event  of  Default;  (ii)  except  in  the  case  of  a  default  in  the  payment  of 
principal,  the  Holders  of  at  least  25%  of  the  Aggregate  USD  Equivalent  Outstanding  Amount  of  the  Notes 
have  made  a  written  request  upon  the  Trustee  to  institute  such  proceedings  in  its  own  name  as  Trustee 
and  such  Holders  have  offered  the  Trustee  reasonable  indemnity;  (iii)  the  Trustee  has  for  30  days  failed 
to  institute  any  such  proceeding;  and  (iv)  no  direction  inconsistent  with  such  written  request  has  been 
given  to  the  Trustee  or  the  Issuing  and  Paying  Agent,  as  applicable,  during  such  30-day  period  by  a 
Majority  of  the  Aggregate  USD  Equivalent  Outstanding  Amount  of  the  Notes  voting  as  a  single  class. 

See  "Glossary  of  Defined  Terms— Outstanding"  for  determining  whether  the  Holders  of  the 
requisite  percentage  of  Notes  have  given  any  direction,  notice  or  consent. 

Notices.  Notices  to  the  Holders  of  the  Notes  shall  be  given  by  first  class  mail,  postage  prepaid,  to 
each  Holder  at  the  address  appearing  in  the  Note  Register  or  the  Issuer  Note  Register,  as  applicable.  In 
oHHDinn  fr.r  crv  irvnn  qc  anw  spnP5  nf  Nntps  is  listfifl  nn  anv  stock  exchanae  and  the  rules  of  such  stock 
exchange  so  require,  notice  given  to  the  Holders  of  any  such  Series  of  Notes  shall  also  be  given  to  the 
stock  exchange  in  accordance  with  its  procedures. 

Modification  of  Indenture.  The  Issuers  and  the  Trustee  may  also  enter  into  one  or  more 
supplemental  indentures,  without  obtaining  the  consent  of  Holders  of  the  Notes,  the  Protection  Buyer,  the 
Basis  Swap  Counterparty,  the  Collateral  Put  Provider,  the  Collateral  Disposal  Agent  or  the  Portfolio 
Selection  Agent  (x)  so  long  as  the  S&P  Rating  Condition  and  the  Moody's  Rating  Condition  have  been 
satisfied  and  if  such  supplemental  indenture  would  have  no  material  adverse  effect  on  any  of  the  Holders 
of  the  Notes,  the  Protection  Buyer,  the  Basis  Swap  Counterparty,  the  Collateral  Put  Provider,  the 
Collateral  Disposal  Agent  (as  evidenced  by  an  opinion  of  counsel  or  an  officer's  certificate  of  the  Issuer) 
or  the  Portfolio  Selection  Agent  or  (y)  for  any  of  the  following  purposes: 

(i)  to  evidence  the  succession  of  any  person  to  either  the  Issuer  or  Co-Issuer  and  the 
assumption  by  any  such  successor  of  the  covenants  of  the  issuer  or  Co-issuer  in  the 
Notes  and  the  Indenture; 

(ii)  to  add  to  the  covenants  of  the  Issuers  or  the  Trustee  for  the  benefit  of  the  Holders  of  the 
Notes  or  to  surrender  any  right  or  power  conferred  upon  the  Issuers; 

(iii)  to  convey,  transfer,  assign,  mortgage  or  pledge  any  property  to  or  with  the  Trustee,  or 
add  to  the  conditions,  limitations  or  restrictions  on  the  authorized  amount,  terms  and 
purposes  of  the  issue,  authentication  and  delivery  of  the  Notes; 

(iv)  to  evidence  and  provide  for  the  acceptance  of  appointment  by  a  successor  trustee  and  to 
add  to  or  change  any  of  the  provisions  of  the  Indenture  as  shall  be  necessary  to  facilitate 
the  administration  of  the  trusts  under  the  Indenture  by  more  than  one  Trustee; 

(v)  to  correct  or  amplify  the  description  of  any  property  at  any  time  subject  to  the  lien  of  the 
Indenture,  or  to  correct,  amplify  or  otherwise  improve  upon  any  pledge,  assignment  or 
conveyance  to  the  Trustee  of  any  property  subject  to  or  required  to  be  subject  to  the  lien 
of  the  Indenture  (including,  without  limitation,  any  and  all  actions  necessary  or  desirable 
as  a  result  of  changes  in  law  or  regulations)  or  subject  to  the  lien  of  the  Indenture  any 
.-.-     ....  additional  property;  - 

(vi)  subject  to  clause  (xiv)  below,  to  modify  the  restrictions  on  and  procedures  for  resales  and 
other  transfers  of  Notes  to  reflect  any  changes  in  applicable  law  or  regulation  (or  the 
interpretation  thereof)  or  to  enable  the  Co-Issuers  to  rely  upon  any  exemption  from 
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registration  under  the  Securities  Act  or  the  Investment  Company  Act  or  to  remove 
restrictions  on  resale  and  transfer  to  the  extent  not  required  thereunder; 

(vii)  to  otherwise  correct  any  inconsistency,  mistake  or  cure  any  ambiguity  (a)  arising  under 
the  Indenture  or  (b)  in  connection  with  the  final  offering  circular  or  any  other  transaction 
document; 

(viii)  to  take  any  action  necessary  or  advisable  to  prevent  the  Issuer  or  the  Trustee  from 
becoming  subject  to  withholding  or  other  taxes,  fees  or  assessments  or  to  prevent  the 
Issuer  from  being  treated  for  United  States  federal  income  tax  purposes  as  engaged  in  a 
United  States  trade  or  business  or  otherwise  being  subject  to  United  States  federal,  state 
or  local  income  tax  on  a  net  income  basis; 

(ix)  to  facilitate  the  issuance  of  additional  Notes  of  any  Class  pursuant  to  the  Indenture  or  the 
Issuing  and  Paying  Agency  Agreement,  as  applicable; 

(x)  to  modify  certain  representations  and  warranties  relating  to  the  Trustee's  security  interest 
in  the  Issuer  Assets  in  order  to  maintain  or  strengthen  security  interests  in  response  to 
changes  in  applicable  law  or  regulation  (or  the  interpretation  thereof)  relating  thereto; 

(xi)        to  facilitate  the  listing  of  any  of  the  Notes  on  any  exchange; 

(xii)       to  facilitate  the  issuance  of  combination  securities  or  other  similar  securities; 

(xiii)       to  change  the  minimum  denomination  of  the  Notes;  or 

(xiv)  to  modify  the  applicable  ERISA  restrictions  on  and  procedures  for  resales  and  other 
transfers  of  Notes  to  reflect  any  changes  in  applicable  law  or  regulation  (or  the 
interpretation  thereof)  upon  the  receipt  by  the  Issuer  and  the  Trustee  of  satisfactory 
evidence,  which  may  include  an  opinion  of  counsel,  that  such  modified  restrictions  and/or 
modified  procedures  for  resales  and  transfers  are  in  compliance  with  applicable  ERISA 
requirements. 

The  Trustee  shall,  consistent  with  the  written  advice  of  counsel,  in  its  discretion  determine 
whether  or  not  the  Holders  of  Notes,  the  Protection  Buyer,  the  Basis  Swap  Counterparty,  the  Collateral 
Put  Provider,  the  Collateral  Disposal  Agent  or  the  Portfolio  Selection  Agent  would  be  materially  adversely 
affected  by  any  supplemental  indenture  (after  giving  notice  of  such  change  to  the  Holders  of  Notes,  the 
Protection  Buyer,  the  Basis  Swap  Counterparty,  the  Collateral  Put  Provider,  the  Collateral  Disposal  Agent 
and  the  Portfolio  Selection  Agent),  and  such  determination  shall  be  conclusive  on  all  present  and  future 
Holders. 

With  the  consent  of  a  Majority  of  the  Aggregate  USD  Equivalent  Outstanding  Amount  of  Notes  of 
each  Class  of  Notes  materially  and  adversely  affected  thereby,  and,  if  materially  and  adversely  affected 
thereby,  the  Protection  Buyer,  the  Basis  Swap  Counterparty,  the  Collateral  Put  Provider,  the  Collateral 
Disposal  Agent  or  the  Portfolio  Selection  Agent,  as  the  case  may  be,  the  Trustee  and  the  Issuers  may 
execute  a  supplemental  indenture  to  add  provisions  to,  or  change  in  any  manner  or  eliminate  any 
provisions  of,  the  Indenture  or  modify  in  any  manner  the  rights  of  the  Holders  of  the  Notes,  the  Protection 
Buyer,  the  Basis  Swap  Counterparty,  the  Collateral  Put  Provider,  the  Collateral  Disposal  Agent  and  the 
Portfolio  Selection  Agent;  provided  that,  without  the  consent  of  each  Holder  of  each  Outstanding  Note  .of 
each  Class  (or,  in  the  case  of  subclause  (i),  each  Series)  materially  adversely  affected  thereby  no 
supplemental  indentures  may  be  entered  into  which: 

(i)  change  the  Stated  Maturity  of  any  Note,  or  the  date  on  which  any  installment  of  principal 
or  interest  on  any  Note  is  due  and  payable,  reduce  the  principal  amount  of  any  Note  or 
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the  Series  Interest  Rate  or  the  redemption  price  with  respect  to  any  Note,  change  the 
earliest  specified  date  on  which  any  Note  may  be  redeemed,  change  the  provisions  of 
the  Indenture  for  the  application  of  Proceeds  of  any  Issuer  Assets  to  the  payment  of 
principal  of  or  interest  on  the  Notes  or  change  any  place  where,  or  the  coin  or  currency  in 
which,  any  Note  or  the  principal  thereof  or  interest  thereon  is  payable,  or  impair  the  right 
to  institute  suit  for  the  enforcement  of  any  such  payment  on  or  after  the  Stated  Maturity 
thereof  (or,  in  the  case  of  a  redemption  of  a  Note,  on  or  after  the  Optional  Redemption 
Date,  the  applicable  Partial  Optional  Redemption  Date  or  the  Mandatory  Redemption 
Date); 

(ii)  reduce  the  percentage  of  the  Aggregate  USD  Equivalent  Outstanding  Amount  of  Notes  of 
each  Class  the  consent  of  the  Holders  of  which  is  required  for  the  authorization  of  any 
such  supplemental  indenture,  or  the  consent  of  the  Holders  of  which  is  required  for  any 
waiver  of  compliance  with  certain  provisions  of  the  Indenture  or  certain  defaults 
thereunder  and  their  consequences; 

(iii)  impair  or  adversely  affect  the  Issuer  Assets  except  as  otherwise  permitted  by  the 
Indenture; 

(iv)  except  as  expressly  provided  in  the  Indenture  and  other  than  the  lien  of  the  Indenture, 
permit  the  creation  of  any  lien  with  respect  to  any  part  of  the  Issuer  Assets  or  terminate 
such  lien  on  any  property  at  any  time  subject  thereto  or  deprive  the  Holder  of  any  Note  or 
the  Trustee  of  the  security  afforded  by  the  lien  of  the  Indenture; 

(v)  reduce  the  percentage  of  Holders  of  the  Notes  of  each  Class  whose  consent  is  required 
to  request  the  Trustee  to  preserve  the  Issuer  Assets  or  rescind  the  Trustee's  election  to 
preserve  the  Issuer  Assets  or  to  sell  or  liquidate  the  Issuer  Assets  pursuant  to  the 
Indenture; 

(vi)  modify  any  of  the  provisions  of  the  Indenture  with  respect  to  any  supplemental  indenture 
except  to  increase  the  percentage  of  the  Aggregate  USD  Equivalent  Outstanding 
Amount  of  Notes  whose  Holders'  consent  is  required  for  any  such  action  or  to  provide 
that  other  provisions  of  the  Indenture  cannot  be  modified  or  waived  without  the  consent 
of  the  Holder  of  each  Outstanding  Note  adversely  affected  thereby; 

(vii)       modify  the  definition  in  the  Indenture  of  the  term  "Outstanding"; 

(viii)  modify  any  of  the  provisions  of  the  Indenture  in  such  a  manner  as  to  (i)  affect  the 
calculation  of  the  amount  of  any  payment  of  interest  on  or  principal  of  any  Note  or  (ii) 
affect  the  right  of  the  Holders  of  the  Notes  to  the  benefit  of  any  provisions  for  the 
redemption  of  the  Notes  contained  therein; 

(ix)  amend  any  provision  of  the  Indenture  or  any  other  agreement  entered  into  by  the  Issuer 
with  respect  to  the  transactions  contemplated  hereby  relating  to  the  institution  of 
proceedings  for  the  Issuer  or  the  Co-Issuer  to  be  adjudicated  as  bankrupt  or  insolvent,  or 
the  consent  of  the  Issuer  or  the  Co-Issuer  to  the  institution  of  bankruptcy  or  insolvency 
proceedings  against  it,  or  the  filing  with  respect  to  the  Issuer  or  the  Co-Issuer  of  a 
petition  or  answer  or  consent  seeking  reorganization,  arrangement,  moratorium  or 

.. liquidation  proceedings,  or  other  proceedings  under  the  Bankruptcy  Code  or  any  similar 

laws,  or  the  consent  of  the  Issuer  or  the  Co-Issuer  to  the  filing  of  any  such  petition  or  the 
appointment  of  a  receiver,  liquidator,  assignee,  trustee  or  sequestrator  (or  other  similar 
official)  of  the  Issuer  or  the  Co-Issuer  or  any  substantial  part  of  its  property,  respectively; 
or 
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(x)  amend  any  limited  recourse  provision  of  the  Indenture  or  any  limited  recourse  provision 
of  any  other  agreement  entered  into  by  the  Issuer  with  respect  to  the  transactions 
contemplated  hereby  (which  limited  recourse  provision  provides  that  the  obligations  of 
the  Issuer  are  limited  recourse  obligations  of  the  Issuer  payable  solely  from  the  Issuer 
Assets  in  accordance  with  the  terms  of  the  Indenture). 

The  Trustee  shall,  consistent  with  the  written  advice  of  counsel,  in  its  discretion  determine 
whether  or  not  the  Holders  of  the  Notes,  the  Protection  Buyer,  the  Basis  Swap  Counterparty,  the 
Collateral  Put  Provider,  the  Collateral  Disposal  Agent  or  the  Portfolio  Selection  Agent  would  be  adversely 
or  materially  adversely  affected  by  any  supplemental  indenture  (after  giving  notice  of  such  change  to  the 
Holders  of  Notes,  the  Protection  Buyer,  the  Basis  Swap  Counterparty,  the  Collateral  Put  Provider,  the 
Collateral  Disposal  Agent  and  the  Portfolio  Selection  Agent),  and  such  determination  shall  be  conclusive 
on  all  present  and  future  Holders. 

Unless  the  Portfolio  Selection  Agent  has  been  given  prior  written  notice  of  such  amendment  and 
has  consented  thereto  in  writing,  no  supplemental  indenture  may  (a)  affect  the  obligations  or  rights  of  the 
Portfolio  Selection  Agent  including,  without  limitation,  expanding  or  restricting  the  Portfolio  Selection 
Agent's  rights  or  obligations  or  (b)  affect  the  amount,  timing  or  priority  of  any  fees  payable  to  the  Portfolio 
Selection  Agent  under  the  Portfolio  Selection  Agreement  and  the  Indenture. 

Under  the  Indenture,  the  Trustee  will,  for  so  long  as  the  Notes  are  Outstanding  and  rated  by  the 
Rating  Agencies,  deliver  a  copy  of  any  proposed  supplemental  indenture  to  the  Rating  Agencies  not  later 
than  (i)  10  Business  Days  prior  to  the  execution  of  such  proposed  supplemental  indenture  if  such 
proposed  supplemental  indenture  requires  the  S&P  Rating  Condition  and  the  Moody's  Rating  Condition  to 
be  satisfied  or  (ii)  at  any  time  prior  to  the  execution  of  such  proposed  supplemental  indenture  if  such 
proposed  supplemental  indenture  does  not  require  the  S&P  Rating  Condition  or  the  Moody's  Rating 
Condition  to  be  satisfied,  and  no  such  supplemental  indenture  shall  be  entered  into  unless  the  S&P 
Rating  Condition  and  the  Moody's  Rating  Condition  have  been  satisfied  (other  than  a  supplemental 
indenture  entered  into  in  accordance  with  clause  (y)  of  the  first  paragraph  of  this  section). 

Notwithstanding  anything  to  the  contrary  herein,  any  such  supplemental  indenture  shall  not  alter 
the  characterization  of  the  Co-Issued  Notes  as  debt  for  United  States  federal  income  tax  purposes. 

Additional  Issuance.  With  respect  to  the  Co-Issued  Notes,  a  Series  of  any  such  Class  may  be 
issued  from  time  to  time  following  the  Closing  Date.  Such  additional  issuance  of  such  Series  must  satisfy 
the  following  conditions: 

(a)  the  proceeds  from  any  such  additional  issuance  shall  be  used  by  the  Issuer  to  purchase 
Collateral  Securities  at  the  direction  of  the  Protection  Buyer  in  a  principal  amount  not  less 
than  the  principal  amount  of  such  additional  issuance  or,  pending  such  investment, 
deposited  in  the  Principal  Collection  Account  and  invested  in  Eligible  Investments; 
provided  that  the  Collateral  Securities  and  Eligible  Investments  purchased  with  the 
proceeds  of  such  additional  issuance  will  be  denominated  in  the  same  Approved 
Currency  in  which  such  additional  Series  is  denominated; 

(b)  the  sum  of  the  proceeds  received  from  the  issuance  of  such  Series  plus  any  Additional 
Issuance  Upfront  Payment  received  by  the  Issuer  from  the  Protection  Buyer  in 
connection  with  such  additional  issuance  must  equal  the  principal  amount  of  such  Notes; 


(c)  the  terms  (other  than  the  date  of  issuance,  the  Series  Interest  Rate,  the  Approved 
Currency  in  which  such  Notes  are  denominated,  the  Stated  Maturity,  the  Non-Call  Period, 
and  the  date  from  which  interest  will  accrue)  of  any  Series  of  Notes  will  be  identical  to  the 
terms  of  any  previously  issued  Notes  of  the  relevant  Class  of  such  Series,  if  any; 
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(d)  the  Protection  Buyer  must  notify  the  Rating  Agencies  of  such  additional  issuance  prior  to 
such  additional  issuance; 

(e)  the  S&P  Rating  Condition  and  the  Moody's  Rating  Condition  must  be  satisfied;  and 

(f)  if  the  additional  issuance  will  cause  the  Aggregate  USD  Equivalent  Outstanding  Amount 
of  any  Class  of  Co-Issued  Notes  to  exceed  the  Initial  Class  Notional  Amount  set  forth  in 
"Summary — Notes",  the  Issuer  will  receive  written  advice  of  counsel  that,  following  such 
additional  issuance,  the  Co-Issued  Notes  issued  pursuant  to  such  additional  issuance  will 
be  treated  as  debt  for  U.S.  federal  income  tax  purposes  and  any  Co-Issued  Notes 
outstanding  prior  to  such  additional  issuance  would  have  received  an  opinion  that  such 
Co-Issued  Notes  will  be  treated  as  debt  for  U.S.  federal  income  tax  purposes  after  such 
additional  issuance. 

In  connection  with  any  such  additional  issuance,  the  Issuer  shall,  to  the  extent  required  by  the 
rules  thereof,  provide  any  applicable  stock  exchange  with  a  listing  circular  or  an  offering  circular 
supplement,  relating  to  such  Notes. 

Each  Series  of  a  given  Class  shall  be  pari  passu  with  respect  to  Credit  Event  Adjustment 
Amounts,  Notional  Principal  Adjustment  Amounts  and  Reinstatement  Adjustment  Amounts  as  described 
herein. 

For  the  avoidance  of  doubt,  following  a  Partial  Optional  Redemption  of  any  Series  of  Co-Issued 
Notes  or  Protection  Buyer  Notes  that  are  Co-Issued  Notes,  additional  Series  of  such  Class  may  be  issued 
in  accordance  with  the  requirements  set  forth  in  this  section. 

Jurisdictions  of  Incorporation.  Under  the  Indenture,  the  Issuer  and  the  Co-Issuer  will  be  required 
to  maintain  their  rights  and  franchises  as  a  company  and  a  corporation  incorporated  under  the  laws  of  the 
Cayman  Islands  and  the  State  of  Delaware,  respectively,  to  comply  with  the  provisions  of  their  respective 
organizational  documents  and  to  obtain  and  preserve  their  qualification  to  do  business  as  foreign 
corporations  in  each  jurisdiction  in  which  such  qualifications  are  or  shall  be  necessary  to  protect  the 
validation  and  enforceability  of  the  Indenture,  the  Notes  or  any  of  the  Issuer  Assets;  provided,  however, 
that  the  Issuer  shall  be  entitled  to  change  its  jurisdiction  of  incorporation  from  the  Cayman  Islands  to  any 
other  jurisdiction  reasonably  selected  by  the  Issuer  and  approved  by  the  common  shareholder  of  the 
Issuer  so  long  as  (a)  such  change  is  not  disadvantageous  in  any  material  respect  to  the  Issuer,  the 
Holders  of  any  Class  of  Notes,  the  Protection  Buyer,  the  Basis  Swap  Counterparty,  the  Collateral  Put 
Provider,  the  Collateral  Disposal  Agent  and  the  Portfolio  Selection  Agent,  (b)  written  notice  of  such 
change  shall  have  been  given  by  the  Issuer  to  the  Trustee,  the  Issuing  and  Paying  Agent,  the  Holders  of 
any  Class  of  Notes,  the  Protection  Buyer,  the  Basis  Swap  Counterparty,  the  Collateral  Put  Provider,  the 
Portfolio  Selection  Agent  and  each  of  the  Rating  Agencies  at  least  30  Business  Days  prior  to  such 
change  of  jurisdiction,  (c)  the  S&P  Rating  Condition  shall  have  been  satisfied  and  (d)  on  or  prior  to  the 
15th  Business  Day  following  such  notice  the  Trustee  or  the  Issuing  and  Paying  Agent,  as  applicable,  shall 
not  have  received  written  notice  from  a  Majority  of  the  Aggregate  USD  Equivalent  Outstanding  Amount  of 
the  Notes  voting  as  a  single  class,  the  Protection  Buyer,  the  Basis  Swap  Counterparty,  the  Collateral  Put 
Provider  or  the  Collateral  Disposal  Agent  objecting  to  such  change. 

Petitions  for  Bankruptcy.  The  Indenture  will  provide  that  neither  (i)  the  Trustee,  in  its  own 
capacity,  or  on  behalf  of  any  Noteholder  nor  (ii)  the  Noteholders  may,  prior  to  the  date  which  is  one  year 
and  one  day  (or,  if  longer,  the  applicable  preference  period)  after  the  payment  in  full  of  all  Notes  institute 
against,  or  join  any  other  person  in  instituting  against,  the  Issuer  or  Co-Issuer  any  bankruptcy, 
reorganization,  arrangement,  moratorium  or  liquidation  proceedings,  or  other  proceedings  under  federal 
or  state  bankruptcy  or  similar  laws,  including  under  Cayman  Islands  law. 
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Satisfaction  and  Discharge  of  the  Indenture.  The  Indenture  will  be  discharged  with  respect  to  the 
Issuer  Assets  securing  the  Notes  upon  delivery  to  the  Trustee  or  the  Issuing  and  Paying  Agent,  as 
applicable,  for  cancellation  of  all  of  the  Notes,  or,  within  certain  limitations  (including  the  obligation  to  pay 
principal  and  interest),  upon  deposit  with  the  Trustee  of  funds  sufficient  for  the  payment  or  redemption 
thereof  and  the  payment  by  the  Issuers  of  all  other  amounts  due  under  the  Indenture. 

Trustee.  LaSalle  Bank  National  Association  will  be  the  Trustee  under  the  Indenture  for  the  Notes. 
The  Issuers  and  their  Affiliates  may  maintain  other  banking  relationships  in  the  ordinary  course  of 
business  with  the  Trustee.  The  payment  of  the  fees  and  expenses  of  the  Trustee  relating  to  the  Notes  is 
solely  the  obligation  of  the  Issuers.  The  Trustee  and/or  its  Affiliates  may  receive  compensation  in 
connection  with  the  Trustee's  investment  of  trust  assets  in  certain  Eligible  Investments  as  provided  in  the 
Indenture  and  in  connection  with  the  Trustee's  administration  of  any  securities  lending  activities  of  the 
Issuer. 

The  Indenture  contains  provisions  for  the  indemnification  of  the  Trustee  for  any  loss,  liability  or 
expense  incurred  without  negligence,  willful  misconduct  or  bad  faith  on  its  part,  arising  out  of  or  in 
connection  with  the  acceptance  or  administration  of  the  Indenture. 

Reports  Prepared  Pursuant  to  the  Indenture.  Upon  the  written  request  in  the  form  of  Exhibit  A 
hereto,  any  Noteholder  may  request  that  the  Trustee  or  the  Issuing  and  Paying  Agent,  as  applicable, 
provide  to  such  Noteholder  the  monthly  reports  and  certain  other  reports  prepared  by  or  on  behalf  of  the 
Issuer  in  accordance  with  the  Indenture. 

Governing  Law.  The  Indenture  and  the  Co-Issued  Notes  will  be  governed  by,  and  construed  in 
accordance  with,  the  laws  of  the  State  of  New  York  applicable  to  agreements  made  and  to  be  performed 
therein. 

The  Notes  will  be  in  book-entry  fo/m  Persons  acquiring  beneficial  ownership  interests  in  the 
Notes  will  hold  their  interests  through  DTC  if  such  Persons  are  direct  participants  in  DTC,  or  indirectly 
through  organizations  that  are  participants  in  DTC.  Therefore,  a  Person  who  holds  a  beneficial  ownership 
interest  in  the  Notes  will  only  be  permitted  to  exercise  their  rights  through  DTC  and  participants  of  DTC. 
DTC  or  its  nominee  shall  be  the  registered  holder  of  the  Notes  and  DTC  will  only  take  action  with  respect 
to  such  rights  at  the  instruction  or  the  direction  of  the  participants.  Similarly,  if  the  Trustee  or  the  Issuing 
and  Paying  Agent,  as  applicable,  has  to  provide  any  notice  to  Noteholders  or  to  solicit  the  consent  of  any 
Noteholder,  the  Trustee  or  the  Issuing  and  Paying  Agent,  as  applicable,  will  only  act  through  DTC  (which 
in  turn  will  notify  its  relevant  participants,  which  in  turn  will  notify  Persons  holding  beneficial  ownership 
interests  in  the  Notes). 

From  time  to  time  following  the  Closing  Date,  any  Noteholder  may  submit  to  the  Trustee,  or  the 
Issuing  and  Paying  Agent,  as  applicable,  in  writing,  a  Noteholder  Communication  Notice  requesting  the 
contents  of  such  communication  be  sent  to  all  other  Noteholders.  Within  three  Business  Days  of 
receiving  such  Noteholder  Communication  Notice,  the  Trustee  or  Issuing  and  Paying  Agent,  as 
applicable,  will  deliver  to  all  Noteholders  a  Trustee  Noteholder  Communication  Notice. 

The  Issuing  and  Paying  Agency  Agreement 

Pursuant  to  the  Issuing  and  Paying  Agency  Agreement,  LaSalle  Bank  National  Association  will  be 
appointed  as  the  Issuing  and  Paying  Agent.  The  Issuer  may  at  any  time  and  from  time  to  time  terminate 
the  appointment  of  the  Issuing  and  Paying  Agent  and  appoint  one  or  more  additional  Issuing  and  Paying 
Agents.  The  Issuer  will  give  prompt  notice  to  the  Trustee  of  the  appointment  or  termination  of  the  Issuing 
and  Paying  Agent  and  of  the  location  and  any  change  in  the  location  of  the  Issuing  and  Paying  Agent's 
office  or  agency.  The  Issuing  and  Paying  Agent  will  provide  notice  to  the  Holders  of  the  Issuer  Notes  of 
any  such  change  of  which  it  receives  notice. 
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Pursuant  to  the  Issuing  and  Paying  Agency  Agreement,  LaSalle  Bank  National  Association  will  be 
appointed  as  the  Issuer  Note  Registrar.  The  Issuer  Note  Registrar  will  keep  the  note  register  and  provide 
for  the  registration  and  transfer  of  the  Issuer  Notes.  The  Issuer  may  at  any  time  and  from  time  to  time 
terminate  the  appointment  of  the  Issuer  Note  Registrar  and  appoint  one  or  more  additional  Issuer  Note 
Registrars.  The  Issuer  will  give  prompt  notice  to  the  Issuing  and  Paying  Agent  of  the  appointment  or 
termination  of  the  Issuer  Note  Registrar  and  of  the  location  and  any  change  in  the  location  of  the  Issuer 
Note  Registrar's  office.  The  Issuer  Note  Registrar  will  provide  notice  to  the  Holders  of  the  Issuer  Notes  of 
any  such  change  of  which  it  receives  notice. 

The  Issuing  and  Paying  Agent  will  make  distributions  on  the  Issuer  Notes  and  perform  various 
fiscal  services  on  behalf  of  the  Issuer.  On  or  prior  to  the  Closing  Date,  the  Issuing  and  Paying  Agent  will 
establish  a  segregated  bank  account  designated  as  the  "Issuer  Notes  Distribution  Account".  The 
Issuing  and  Paying  Agent  will  deposit  any  funds  received  from  the  Trustee  pursuant  to  the  Indenture 
(including,  without  limitation,  all  distributions  of  Interest  Proceeds  and  Principal  Proceeds  on  each 
Payment  Date,  any  other  Business  Day  on  which  Currency  Adjusted  Notional  Principal  Adjustment 
Amounts  are  paid  by  the  Issuer  to  the  Hoiders  of  the  issuer  Notes  or  on  the  Stated  Maturity  for,  or  date  of 
redemption  of,  the  applicable  Issuer  Notes,  made  by  the  Trustee  to  the  Issuing  and  Paying  Agent 
pursuant  to  the  Indenture  as  described  herein  under  "—Priority  of  Payments")  into  the  Issuer  Notes 
Distribution  Account. 

Pursuant  to  the  Issuing  and  Paying  Agency  Agreement,  the  Issuing  and  Paying  Agent,  on  behalf 
of  the  Issuer,  will  promptly  give  notice  of  the  amount  distributed  thereunder  for  the  relevant  Payment  Date 
to  the  Holders  of  the  Issuer  Notes  and  to  the  Issuer.  The  Issuing  and  Paying  Agent  will  also  make  such 
information  available  to  Holders  of  the  Issuer  Notes  at  its  offices.  Distributions  to  Holders  of  the  Issuer 
Notes,  if  any,  will  be  paid  on  each  Payment  Date,  any  other  Business  Day  on  which  Currency  Adjusted 
Notional  Principal  Adjustment  Amounts  are  paid  by  the  Issuer  to  the  Holders  of  the  Issuer  Notes  or  on  the 
Stated  Maturity  for,  or  date  of  redemption  of,  a  Class  of  the  Issuer  Notes,  as  applicable,  to  the  persons  in 
whose  names  such  Issuer  Notes  are  registered  in  the  Issuer  Note  Register  at  the  close  of  business  on 
the  Record  Date  for  such  Payment  Date.  Pursuant  to  the  Issuing  and  Paying  Agency  Agreement, 
distributions  to  Holders  of  any  Class  of  Issuer  Notes  will  be  paid  pro  rata  to  Holders  of  such  Class; 
provided  that  such  pro  rata  allocation  will  be  based  on  the  Aggregate  USD  Equivalent  Outstanding 
Amount  of  such  Class  of  Notes  held  by  each  such  Holder  but  will  be  payable  to  each  such  Holder  in  the 
applicable  Approved  Currency  with  respect  to  each  such  Holder's  Currency  Adjusted  Aggregate 
Outstanding  Amount  of  such  Notes. 

The  Issuing  and  Paying  Agency  Agreement  also  provides  for  the  terms  of  transfer  and  exchange 
of  the  Issuer  Notes  described  herein  under  "Transfer  Restrictions".  The  payment  of  the  fees  and 
expenses  of  the  Issuing  and  Paying  Agent  and  the  Issuer  Note  Registrar  is  solely  the  obligation  of  the 
Issuer.  The  Issuing  and  Paying  Agency  Agreement  contains  provisions  for  the  indemnification  of  the 
Issuing  and  Paying  Agent  and  the  Issuer  Note  Registrar  against  any  and  all  liabilities,  costs  and  expenses 
(including  reasonable  legal  fees  and  expenses)  relating  to  or  arising  out  of  or  in  connection  with  their 
performance  under  the  Issuing  and  Paying  Agency  Agreement,  except  to  the  extent  that  such  liabilities, 
costs  and  expenses  are  caused  by  the  negligence,  willful  misconduct  or  bad  faith  of  the  Issuing  and 
Paying  Agent  or  the  Issuer  Note  Registrar,  as  the  case  may  be. 

Additional  Issuance.  With  respect  to  the  Issuer  Notes,  a  Series  of  any  such  Class  may  be  issued 
from  time  to  time  following  the  Closing  Date.  Such  additional  issuance  of  such  Series  must  satisfy  the 
following  conditions: 

(a)  the  proceeds  from  any  such  additional  issuance  shall  be  used  by  the  Issuer  to  purchase 
Collateral  Securities  at  the  direction  of  the  Protection  Buyer  in  a  principal  amount  not  less 
than  the  principal  amount  of  such  additional  issuance  or,  pending  such  investment, 
deposited  in  the  Principal  Collection  Account  and  invested  in  Eligible  Investments; 
provided  that  the  Collateral  Securities  and  Eligible  Investments  purchased  with  the 
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proceeds  of  such  additional  issuance  will  be  denominated  in  the  same  Approved 
Currency  in  which  such  additional  Series  is  denominated; 

(b)  the  sum  of  the  proceeds  received  from  the  issuance  of  such  Series  plus  any  Additional 
Issuance  Upfront  Payment  received  by  the  Issuer  from  the  Protection  Buyer  in 
connection  with  such  additional  issuance  must  equal  the  principal  amount  of  such  Notes; 

(c)  the  terms  (other  than  the  date  of  issuance,  the  Series  Interest  Rate,  the  Approved 
Currency  in  which  such  Notes  are  denominated,  the  Stated  Maturity,  the  Non-Call  Period 
and  the  date  from  which  interest  will  accrue)  of  any  Series  of  Notes  will  be  identical  to  the 
terms  of  any  previously  issued  Notes  of  the  relevant  Class  of  such  Series,  if  any; 

(d)  the  Protection  Buyer  must  notify  the  Rating  Agencies  of  such  additional  issuance  prior  to 
such  additional  issuance;  and 

(e)  the  S&P  Rating  Condition  and  the  Moody's  Rating  Condition  must  be  satisfied. 

In  connection  with  any  such  additional  issuance,  the  Issuer  shall,  to  the  extent  required  by  the 
rules  thereof,  provide  any  applicable  stock  exchange  with  a  listing  circular  or  an  offering  circular 
supplement,  relating  to  such  Notes. 

For  the  avoidance  of  doubt,  following  a  Partial  Optional  Redemption  of  any  Series  of  Issuer  Notes 
or  Protection  Buyer  Notes  that  are  Issuer  Notes,  additional  Series  of  such  Class  may  be  issued  in 
accordance  with  the  requirements  set  forth  in  this  section. 

Governing  Law.  The  Issuer  Notes  and  each  Deed  of  Covenant  will  be  governed  by,  and 
construed  in  accordance  with,  the  laws  of  the  Cayman  Islands.  The  Issuing  and  Paying  Agency 
Agreement  will  be  governed  by,  and  construed  in  accordance  with,  the  laws  of  the  State  of  New  York 
applicable  to  agreements  made  and  to  be  performed  therein  without  regard  to  the  conflict  of  laws 
principles  thereof. 

Reports  Prepared  Pursuant  to  the  Indenture.  Upon  the  written  request  in  the  form  of  Exhibit  A 
hereto,  any  Holder  of  the  Issuer  Notes  may  request  that  the  Issuing  and  Paying  Agent  provide  to  such 
Holder  the  monthly  reports  and  certain  other  reports  prepared  by  or  on  behalf  of  the  Issuer  in  accordance 
with  the  terms  of  the  Indenture. 

USE  OF  PROCEEDS 

The  aggregate  net  proceeds  of  the  offering  of  the  Notes  are  expected  to  equal  approximately 
$192,000,000  (including  the  USD  Equivalent  of  the  Notes  denominated  in  Approved  Currencies  other 
than  Dollars).  The  Issuer  will  use  such  net  proceeds,  together  with  part  or  all  of  the  Upfront  Payment,  to 
purchase  Collateral  Securities  and  Eligible  Investments  that  will  have  an  aggregate  principal  amount  of  at 
least  $192,000,000  (including  the  USD  Equivalent  of  the  Collateral  Securities  denominated  in  Approved 
Currencies  other  than  Dollars);  provided  that,  for  each  Approved  Currency,  the  aggregate  principal 
amount  of  Collateral  Securities  and  Eligible  Investments  denominated  in  such  Approved  Currency  and 
purchased  with  the  proceeds  of  the  offering  will  equal  or  exceed  the  Currency  Adjusted  Aggregate 
Outstanding  Amount  of  Notes  denominated  in  such  Approved  Currency  on  the  Closing  Date. 

RATINGS  OF  THE  NOTES 

It  is  a  condition  to  the  issuance  of  the  Notes  issued  on  the  Closing  Date  that  the  Notes  of  each 
such  Class  receive  from  the  Rating  Agencies  the  minimum  rating  indicated  under  "Summary — Notes".  A 
credit  rating  is  not  a  recommendation  to  buy,  sell  or  hold  securities  and  may  be  subject  to  revision  or 
withdrawal  at  any  time  by  the  assigning  rating  agency. 
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THE  CREDIT  DEFAULT  SWAP 

The  following  description  of  the  Credit  Default  Swap  is  a  summary  of  certain  provisions  of  the 
Credit  Default  Swap.  The  following  summary  does  not  purport  to  be  complete,  and  is  qualified  in  its 
entirety  by  reference  to  the  detailed  provisions  of  the  Credit  Default  Swap. 

The  Notes  do  not  represent  an  obligation  of  the  Protection  Buyer.  Noteholders  will  not  have  any 
right  to  proceed  directly  against  the  Protection  Buyer  in  respect  of  the  Protection  Buyer's  obligations 
under  the  Credit  Default  Swap.  However,  the  Holders  of  a  Majority  of  the  Aggregate  USD  Equivalent 
Outstanding  Amount  of  the  Notes  voting  as  a  single  class  will  have  the  right  to  direct  the  Issuer  with 
respect  to  the  enforcement  of  any  claims  that  it  may  have  against  the  Protection  Buyer.  Notwithstanding 
the  foregoing,  if  the  Protection  Buyer  is  the  sole  defaulting  party  or  Affected  Party  under  the  Credit  Default 
Swap,  then  the  Issuer  will  have  30  days  to  enter  into  a  replacement  credit  default  swap  and  basis  swap 
(otherwise  a  Mandatory  Redemption  will  occur).  See  "—Replacement". 

Effective  Date  and  Termination  Date 

The  effective  date  of  the  Credit  Default  Swap  will  be  the  Closing  Date. 

Unless  terminated  prior  to  its  scheduled  termination  date,  or  unless  an  Extended  Termination 
Date  as  described  in  this  section  occurs,  the  Credit  Default  Swap  will  terminate  on  February  22,  2038  (the 
"Scheduled  Termination  Date"). 

Credit  Event  Notices  may  be  given  (the  "Notice  Delivery  Period")  during  the  period  from  and 
including  the  Closing  Date  to  and  including  the  earlier  of  the  Scheduled  Termination  Date  or  a  Credit 
Default  Swap  Early  Termination  Date. 

If,  on  the  Scheduled  Termination  Date  a  Credit  Event  has  occurred  with  respect  to  which  the 
Conditions  to  Settlement  have  been  satisfied,  but  with  respect  to  which  the  Credit  Default  Swap 
Settlement  Date  has  not  occurred,  the  termination  date  of  the  Credit  Default  Swap  will  extend  up  to  the 
day  that  is  the  last  Credit  Default  Swap  Settlement  Date  (such  day,  the  "Extended  Termination  Date"). 

The  "Termination  Date"  of  the  Credit  Default  Swap  will  be  the  later  of  (i)  the  Scheduled 
Termination  Date  and  (ii)  the  Extended  Termination  Date. 

Payments 

Upfront  Payment  by  the  Protection  Buyer  to  the  Issuer. 

On  the  Closing  Date,  the  Protection  Buyer  will  make  an  upfront  payment  (the  "Upfront 
Payment")  to  the  Issuer  in  an  amount  with  respect  to  each  Approved  Currency,  if  greater  than  zero,  equal 
to: 

(i)  the  sum   of  (a)  the  amount  needed  to  purchase  the   Initial   Collateral  Securities 

denominated  in  such  Approved  Currency  (with  an  aggregate  principal  amount  of  at  least 
the  Currency  Adjusted  Aggregate  Outstanding  Amount  of  Notes  denominated  in  such 
Approved  Currency)  and  (b)  expenses  incurred  on  or  prior  to  the  Closing  Date  in  such 
Approved  Currency  in  connection  with  the  offering  of  the  Notes  and  the  transactions 
contemplated  hereby;  less 

(ii)  the  Currency  Adjusted  Aggregate  Outstanding  Amount  of  Notes  denominated  in  such 

Approved  Currency. 
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Periodic  Payments  by  the  Protection  Buyer  to  the  Issuer. 

(I)  On  the  Closing  Date  and  each  Payment  Date  prior  to  the  earliest  to  occur  of  (a)  the  final 

Stated  Maturity  of  all  Series  of  Notes,  (b)  an  Optional  Redemption  in  Whole  or  (c)  a  Mandatory 
Redemption,  the  Protection  Buyer  will  pay  to  the  Issuer  an  amount  equal  to  the  aggregate  of: 

(0  the  product,  with  respect  to  each  Series  of  Notes  Outstanding,  of: 

(a)  the  Applicable  Spread  for  such  Series; 

(b)  the  Currency  Adjusted  Aggregate  Outstanding  Amount  of  such  Series  of 
Notes  on  such  date;  and 

(c)  the  applicable  Day  Count  Fraction  for  the  Interest  Accrual  Period 
commencing  on  such  date; 

(ii)        the  product,  with  respect  to  each  Class  of  Notes  Outstanding,  of: 

(a)  the  Aggregate  USD  Equivalent  Outstanding  Amount  of  such  Class  on 
such  date; 

(b)  the  Applicable  Class  Portfolio  Selection  Fee  Rate  with  respect  to  such 
Class  of  Notes;  and 

(c)  the  actual  number  of  days  in  the  Interest  Accrual  Period  (or,  if  on  such 
date  the  Protection  Buyer  has  a  long-term  rating  below  "AA-"  by  S&P,  the 
actual  number  of  days  in  the  next  two  Interest  Accrual  Periods) 
commencing  on  such  date  divided  by  360; 

(iii)  an  amount  equal  to  the  Collateral  Put  Provider  Fee  Amount  due  on  the 
immediately  succeeding  Payment  Date  to  the  Collateral  Put  Provider  pursuant  to 
the  Collateral  Put  Agreement;  and 

(iv)  an  amount  equal  to  the  Administrative  Expenses  expected  to  be  paid  pursuant  to 
clause  (i)  of  the  "Description  of  the  Notes— Priority  of  Payments— Interest 
Proceeds"  on  the  immediately  succeeding  Payment  Date  (or,  if  on  such  date  the 
Protection  Buyer  has  a  long-term  rating  below  "AA-"  by  S&P,  the  amount 
determined  to  be  due  on  the  following  two  Payment  Dates  as  determined  by  the 
Credit  Default  Swap  Calculation  Agent  in  a  commercially  reasonable  manner) 
(excluding,  for  the  avoidance  of  doubt,  any  indemnities  payable  by  the  Issuer); 
plus 

(II)         on  each  Payment  Date,  an  amount,  if  greater  than  zero,  equal  to: 

(i)  the  amount  required  to  be  paid  pursuant  to  clauses  (i)  through  (v)  of  "Description 
of  the  Notes— Priority  of  Payments— Interest  Proceeds"  on  such  Payment  Date 
(excluding,  for  the  avoidance  of  doubt,  any  indemnities  payable  by  the  Issuer); 
less 

(ii)  the  amount  on  deposit  on  such  Payment  Date  in  the  CDS  Issuer  Fixed  Payment 
Subaccount  plus  the  Monthly  Basis  Swap  Payment  due  on  such  Payment  Date 
(each  payment  made  under  (I)  and  (II)  above,  a  "Fixed  Payment"). 
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Cash  Settlement  Amounts  paid  by  the  Issuer  to  the  Protection  Buyer. 

On  a  Credit  Default  Swap  Calculation  Date,  the  Credit  Default  Swap  Calculation  Agent  will 
determine  the  Cash  Settlement  Amount  that  will  need  to  be  paid  by  the  Issuer  on  the  related  Credit 
Default  Swap  Settlement  Date.  See  "Summary— The  Credit  Default  Swap". 

In  addition,  on  a  Credit  Default  Swap  Calculation  Date,  the  Trustee  will  direct  the  liquidation  of 
any  Eligible  Investments  held  by  the  Issuer  and  denominated  in  the  Approved  Currency  in  which  such 
Cash  Settlement  Amount  is  payable  (assuming  that  the  Issuer  will  receive  at  least  100%  of  par  for  such 
Eligible  Investments  in  any  such  liquidation,  other  than  Put  Excluded  Collateral)  in  an  amount  sufficient  to 
pay  the  related  Cash  Settlement  Amount  on  the  Credit  Default  Swap  Settlement  Date. 

If  such  liquidation  proceeds  are  insufficient  to  pay  such  Cash  Settlement  Amount/the  Issuer  or 
Trustee  will  direct  the  Collateral  Disposal  Agent  to  attempt  to  sell  a  par  amount  of  Collateral  Securities 
(rounded  up,  if  necessary,  to  reflect  minimum  denominations)  in  an  amount  (assuming  that  the  Issuer  will 
raroiim  at  jgact  ioo%  of  "3r  for  such  Collateral  Securities  in  anw  such  !inuidation  other  than  Put  Excluded 
Collateral),  when  added  to  the  amount  of  proceeds  expected  to  be  received  by  the  Issuer  from  liquidation 
of  Eligible  Investments  (assuming  that  the  Issuer  will  receive  at  least  100%  of  par  for  such  Eligible 
Investments,  other  than  Put  Excluded  Collateral),  sufficient  to  pay  a  Cash  Settlement  Amount  (the  par 
amount  of  Collateral  Securities  to  be  liquidated  in  connection  with  any  liquidation  of  the  Collateral 
Securities,  the  "Collateral  Securities  Principal  Amount"),  for  settlement  on  the  Credit  Default  Swap 
Settlement  Date.  The  Collateral  Disposal  Agent  shall  select  in  its  sole  discretion  the  particular  Collateral 
Securities  to  be  liquidated  in  an  aggregate  principal  amount  equal  to  the  Collateral  Securities  Principal 
Amount  (the  Collateral  Securities  selected  by  the  Collateral  Disposal  Agent  to  be  liquidated  in  connection 
with  any  liquidation  of  Collateral  Securities,  the  "Selected  Collateral  Securities");  provided  that  any  such 
.  Selected  Collateral  Securities  will  be  denominated  in  the  same  currency  as  the  Notes,  the  Currency 
Adjusted  Aggregate  Outstanding  Amount  of  which  is  reduced  by  the  related  Currency  Adjusted  Credit 
Event  Adjustment  Amount.  The  Collateral  Disposal  Agent  will  then  attempt  to  solicit  bids  for  the  sale  of 
each  such  Selected  Collateral  Security.  The  Collateral  Disposal  Agent  may,  in  its  sole  discretion,  bid  up 
to  100%  for  such  Selected  Collateral  Security  (excluding  any  accrued  interest)  if  the  Collateral  Disposal 
Agent  is  not  able  to  procure  a  third-party  bid  of  at  least  100%.  A  Selected  Collateral  Security  will  be  sold 
to  the  highest  bidder  for  settlement  on  the  Credit  Default  Swap  Settlement  Date.  Pursuant  to  the  terms  of 
the  Credit  Default  Swap,  if  the  liquidation  proceeds  of  Eligible  Investments  and  Collateral  Securities  would 
have  been  sufficient  to  pay  a  Cash  Settlement  Amount  had  such  Collateral  (other  than  Put  Excluded 
Collateral)  been  liquidated  at  least  at  100%  of  par  (instead  of  below  100%  of  par),  the  Issuer  will  be 
deemed  to  have  paid  such  Cash  Settlement  Amount  in  full  upon  the  Protection  Buyer's  receipt  of  the 
actual  related  liquidation  proceeds. 

See  "Summary— The  Credit  Default  Swap— Cash  Settlement  Amount". 

Payment  by  the  Protection  Buyer  to  the  Issuer  in  connection  with  a  Reference  Obligation 
Reimbursement. 

On  the  Payment  Date  immediately  following  the  Due  Period,  during  which  a  Reference  Obligation 
Reimbursement  Amount  is  determined  by  the  Credit  Default  Swap  Calculation  Agent  with  respect  to  one 
or  more  Reference  Obligation(s),  and  so  long  as  such  Reference  Obligation^)  remains  in  the  Reference 
Portfolio  at  the  time  of  such  Reference  Obligation  Reimbursement,  the  Protection  Buyer  will  pay  to  the 
Issuer  an  amount  equal  to  the  aggregate  of  (i)  the  Currency  Adjusted  Reinstatement  Adjustment  Amounts 
payable  on  such  date  and  (ii)  the  ICE  Currency  Adjusted  Interest  Reimbursement  Amounts  payable  on 
such  date. 
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Payments  by  the  Protection  Buyer  to  the  Issuer  in  connection  with  an  additional  issuance  of 
Notes. 

Following  the  Closing  Date,  on  or  prior  to  the  date  on  which  the  Issuer  issues  additional  Notes, 
the  Protection  Buyer  will  (in  the  event  such  additional  issuance  occurs)  make  a  payment  to  the  Issuer  (in 
the  Approved  Currency  in  which  such  additional  Notes  are  denominated)  equal  to  the  product  of  (i)  the 
par  amount  of  such  additional  Notes  and  (ii)  the  greater  of  (a)  100%  less  the  issuance  price  of  such 
additional  Notes  (expressed  as  a  percentage  of  the  par  amount  thereof)  and  (b)  zero  (any  such  payment, 
an  "Additional  Issuance  Upfront  Payment"). 

Payments  by  the  Protection  Buyer  to  the  Issuer  in  connection  with  the  Issuer's  purchase  of 
Collateral  Securities. 

Following  the  Closing  Date,  on  or  prior  to  the  date  on  which  the  Issuer  purchases  a  Collateral 
Security,  the  Protection  Buyer  shall  (in  the  event  the  Issuer  actually  purchases  a  Collateral  Security) 
make  a  payment  to  the  Issuer  equal  to  the  product  of  (i)  the  par  amount  of  such  Collateral  Security  and 
(ii)  the  greater  of  (a)  the  purchase  price  (including  accrued  and  unpaid  interest)  of  such  Collateral  Security 
(expressed  as  a  percentage  of  the  par  amount  thereof)  less  100.00%  and  (b)  zero. 

Payment  on  the  Stated  Maturity,  the  Optional  Redemption  Date  or  the  Mandatory  Redemption 
Date. 

On  the  Stated  Maturity,  the  Optional  Redemption  Date  or  the  Mandatory  Redemption  Date,  in 
addition  to  any  Credit  Default  Swap  Termination  Payment,  the  Protection  Buyer  may,  to  the  extent  of 
available  Principal  Proceeds,  receive  from  the  Issuer  an  amount  as  described  under  subclause  (ix)  of 
"Description  of  the  Notes— Priority  of  Payments — Principal  Proceeds — Stated  Maturity,  Optional 
Redemption  Date  or  Mandatory  Redemption  Date". 

On  the  Stated  Maturity  for  any  Series  of  Notes  or  a  Mandatory  Redemption  caused  by  a 
termination  of  the  Credit  Default  Swap  as  a  result  of  a  default  by  the  Protection  Buyer,  a  termination  of 
the  Collateral  Put  Agreement  as  a  result  of  a  default  by  the  Collateral  Put  Provider  or  a  termination  of  the 
Basis  Swap  as  a  result  of  a  default  by  the  Basis  Swap  Counterparty,  the  Protection  Buyer  will  make  a 
payment  to  the  Issuer  in  an  amount  equal  to  the  aggregate  of  the  Currency  Adjusted  Redemption  Refund 
Adjustment  Amounts  determined  with  respect  to  such  date  (any  such  payment,  a  "Redemption 
Writedown  Refund"). 

Payment  in  Connection  with  a  Replacement  Credit  Default  Swap. 

On  the  date  a  replacement  credit  default  swap  is  entered  into  with  a  Replacement  Counterparty, 
the  Protection  Buyer  may  receive  a  termination  payment  from  the  Issuer. 

Payment  on  a  Partial  Optional  Redemption  Date. 

In  the  case  of  a  Partial  Optional  Redemption,  at  the  sole  discretion  of  the  Protection  Buyer,  the 
Protection  Buyer  may  pay  to  the  Issuer  an  amount  (the  "Partial  Optional  Redemption  End  Payment") 
equal  to  (a)  the  aggregate  amount  required  to  be  paid  by  the  Issuer  on  the  Partial  Optional  Redemption 
Date  in  accordance  with  subclause  (iii)  of  "Description  of  the  Notes — Priority  of  Payments — Principal 
Proceeds— Other  Payment  Dates"  less  (b)  the  Principal  Proceeds  that  are  expected  to  be  available  on 
the  Partial  Optional  Redemption  Date  to  pay  the  amount  described  in  subclause  (a)  after  giving 
consideration  to  any  currency  exchange;  provided,  however,  that  a  Partial  Optional  Redemption  will  be 
effected  only  in  accordance  with  the  Indenture. 
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Payment  by  the  Protection  Buyer  to  the  Issuer  in  connection  with  Collateral  denominated  in 
Approved  Currencies. 

On  each  Credit  Default  Swap  Settlement  Date  and  with  respect  to  each  Approved  Currency,  the 
Protection  Buyer  will  pay  to  the  Issuer  the  difference,  if  greater  than  zero,  between  (0  the  Currency 
Adjusted  Aggregate  Outstanding  Amount  of  ail  Notes  denominated  in  such  Approved  Currency  and  (ii) 
the  principal  balance  of  Collateral  (including  Cash)  held  by  the  Issuer  in  the  Collateral  Account  and 
denominated  in  such  Approved  Currency  (for  the  avoidance. of  doubt,  such  amounts  as  determined  after 
giving  effect  to  the  payment  of  any  Cash  Settlement  Amount  on  such  date)  so  long  as  such  difference 
arises  in  connection  with  the  liquidation  of  Collateral  in  order  to  pay  a  Cash  Settlement  Amount  (any  such 
payment,  an  "Approved  Currency  Collateral  Payment"). 

Credit  Events 

"Failure  to  Pay  Principal"  means,  with  respect  to  any  Reference  Obligation  (i)  a  failure  by  the 
related  Reference  Entity  (or  any  Insurer  thereof)  to  pay  the  Expected  Principal  Amount  of  such  Reference 
Obligation  on  the  applicable  Final  Amortization  Date  or  the  applicable  Legal  Final  Maturity  Date,  as  the 
case  may  be  or  (ii)  payment  on  any  such  day  of  an  Actual  Principal  Amount  that  is  less  than  the  Expected 
Principal  Amount  of  such  Reference  Obligation;  provided  that  the  failure  by  such  Reference  Entity  (or 
such  Insurer)  to  pay  any  such  amount  in  respect  of  principal  in  accordance  with  the  foregoing  shall  not 
constitute  a  Failure  to  Pay  Principal  if  such  failure  has  been  remedied  within  any  grace  period  applicable 
to  such  payment  obligation  under  the  related  Underlying  Instruments  or,  if  no  such  grace  period  is 
applicable,  within  three  Business  Days  after  the  day  on  which  such  Expected  Principal  Amount  was 
scheduled  to  be  paid. 

"Writedown"  means  with  respect  to  any  Reference  Obligation,  the  occurrence  at  any  time  on  or 
after  the  Closing  Date  of: 

(i)  (a)        a  writedown  or  applied  loss  (however  described  in  the  related  Underlying 

instruments)  resulting  in  a  reduction  in  the  Reference  Obligation  Outstanding 
Principal  Amount  with  respect  to  such  Reference  Obligation  (other  than  as  a 
result  of  a  scheduled  or  unscheduled  payment  of  principal);  or 

(b)  the  attribution  of  a  principal  deficiency  or  realized  loss  (however  described  in  the 
related  Underlying  Instruments)  to  such  Reference  Obligation  resulting  in  a 
reduction  or  subordination  of  the  current  interest  payable  on  such  Reference 
Obligation; 

(ii)  the  forgiveness  of  any  amount  of  principal  by  the  holders  of  such  Reference  Obligation 
pursuant  to  an  amendment  to  the  related  Underlying  Instruments  resulting  in  a  reduction 
in  the  related  Reference  Obligation  Outstanding  Principal  Amount;  or 

(iii)  if  the  related  Underlying  Instruments  do  not  provide  for  writedowns,  applied  losses, 
principal  deficiencies  or  realized  losses  as  described  in  subclause  (i)  above  to  occur  in 
respect  of  such  Reference  Obligation,  an  Implied  Writedown  Amount  being  determined  in 
respect  of  such  Reference  Obligation  by  the  Credit  Default  Swap  Calculation  Agent. 

The  Reference  Portfolio 

The  Reference  Portfolio  is  set  out  in  Schedule  A  and  will  not  be  modified  other  than  as  described 
under  "—Removal  of  Reference  Obligations  from  the  Reference  Portfolio". 
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Removal  of  Reference  Obligations  from  the  Reference  Portfolio 

Following  a  Credit  Event  and  the  satisfaction  of  the  Conditions  to  Settlement  relating  thereto,  the 
Reference  Obligation  that  is  the  subject  of  such  Credit  Event  will  not  be  removed  from  the  Reference 
Portfolio,  and  in  the  case  of  a  Reference  Obligation  that  suffered  a  Writedown,  such  Reference  Obligation 
may  experience  one  or  more  subsequent  Credit  Events  (including  a  subsequent  Writedown). 

Following  the  redemption  or  amortization  in  full  of  a  Reference  Obligation,  the  Reference 
Obligation  that  has  been  redeemed  or  amortized  in  full  will  be  removed  from  the  Reference  Portfolio. 
Subject  to  the  foregoing,  if  the  Reference  Obligation  Notional  Amount  of  a  Reference  Obligation  that 
suffered  one  or  more  Credit  Events  is  reduced  to  zero  at  any  time  on  or  prior  to  the  Scheduled 
Termination  Date  and  remains  at  zero  for  a  period  of  one  calendar  year,  such  Reference  Obligation  shall 
be  removed  from  the  Reference  Portfolio  as  of  the  last  day  of  such  one  calendar  year  period;  provided 
that  if  such  Reference  Obligation  that  suffered  one  or  more  Credit  Events  experiences  a  Reference 
Obligation  Reimbursement  for  which  the  Reference  Obligation  Repayment  Amount  equals  the  ICE 
DgfgreriCg  obligation  Notional  Amount  Differentia!  of  such  Reference  Obligation  immediately  prior  to  such 
determination,  the  Reference  Obligation  shall  be  removed  from  the  Reference  Portfolio  immediately 
following  the  determination  of  such  Reference  Obligation  Repayment  Amount  by  the  Credit  Default  Swap 
Calculation  Agent. 

Credit  Default  Swap  Early  Termination 

Credit  Default  Swap  Event  of  Default. 

The  occurrence  of  any  of  the  following  events  will  constitute  a  "Credit  Default  Swap  Event  of 
Default": 

(i)  failure  by  the  Issuer,  the  Protection  Buyer  or  the  Protection  Buyer  Credit  Support  Provider 

to  make,  when  due,  any  payment  under  the  Credit  Default  Swap,  and  the  continuance  of 
such  faiiure  for  three  Business  Days  after  notice  of  such  failure  is  given  to  such  party; 

(ii)  (a)  failure  by  the  Protection  Buyer  or  the  Protection  Buyer  Credit  Support  Provider  to 
comply  with  or  perform  any  agreement  or  obligation  to  be  complied  with  or  performed  by 
it,  as  the  case  may  be,  in  accordance  with  any  Protection  Buyer  Credit  Support 
Document  if  such  failure  is  continuing  after  any  applicable  grace  period  has  elapsed; 
(b)  the  expiration  or  termination  of  any  Protection  Buyer  Credit  Support  Document  or  the 
failing  or  ceasing  of  such  Protection  Buyer  Credit  Support  Document  to  be  in  full  force 
and  effect  for  the  purpose  of  the  Credit  Default  Swap  (in  either  case  other  than  in 
accordance  with  its  terms)  prior  to  the  satisfaction  of  all  obligations  of  the  Protection 
Buyer  under  the  Credit  Default  Swap  without  the  written  consent  of  the  Issuer;  and  (c)  the 
Protection  Buyer  or  the  Protection  Buyer  Credit  Support  Provider  disaffirms,  disclaims, 
repudiates  or  rejects,  in  whole  or  in  part,  or  challenges  the  validity  of,  such  Protection 
Buyer  Credit  Support  Document;  or 

(iii)  the  occurrence  of  certain  events  of  bankruptcy,  insolvency,  conservatorship,  receivership 
or  reorganization  with  respect  to  the  Protection  Buyer  or  the  Protection  Buyer  Credit 
Support  Provider. 
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Credit  Default  Swap  Termination  Events. 

The  occurrence  of  any  of  the  following   events  will   constitute  a  "Credit  Default  Swap 
Termination  Event": 

(i)  it  becomes  unlawful  for  the  Protection  Buyer,  the  Protection  Buyer  Credit  Support 
Provider  or  the  Issuer  to  perform  its  obligation  to  make  a  payment  or  delivery  or  to 
receive  a  payment  or  delivery  under  the  Credit  Default  Swap  or  to  comply  with  any  other 
material  provision  thereof  or  for  the  Protection  Buyer  or  the  Protection  Buyer  Credit 
Support  Provider  to  perform  its  obligations  under  any  Protection  Buyer  Credit  Support 
Document  and  no  party  is  able  to  transfer  its  obligations  to  a  different  jurisdiction  or 
substitute  another  entity  in  its  place  so  that  such  illegality  ceases  to  apply; 

(ii)  because  of  (a)  any  action  taken  by  a  taxing  authority,  or  brought  in  a  court  of  competent 
jurisdiction,  on  or  after  the  Closing  Date  (regardless  of  whether  such  action  is  taken  or 
brought  with  respect  to  the  Issuer  or  the  Protection  Buyer)  or  (b)  a  change  in  tax  law, 
such  party  will,  or  there  is  a  substantial  likelihood  that  it  wiii,  on  the  next  succeeding 
payment  date  be  required  to  (x)  make  a  "gross-up"  payment  to  the  other  party  in  respect 
of  an  indemnifiable  tax  or  (y)  receive  a  payment  from  the  other  party  subject  to 
withholding  or  deduction  of  a  tax  for  which  the  other  party  is  not  required  to  make  a 
"gross-up"  payment; 

(iii)  as  a  result  of  the  Issuer's  or  the  Protection  Buyer's  consolidating  or  amalgamating  with, 
or  merging  with  or  into,  or  transferring  all  or  substantially  all  its  assets  to  another  entity, 
the  Issuer  or  the  Protection  Buyer  is  required  to  (a)  make  a  "gross-up"  payment  to  the 
other  party  or  (b)  receive  a  payment  from  which  an  amount  has  been  deducted  or 
withheld  for  or  on  account  of  any  indemnifiable  tax; 

(iv)        a  Collateral  Default; 

(v)  the  Notes  becoming  due  and  payable  in  accordance  with  the  Indenture  at  any  time  prior 
to  their  Stated  Maturity  after  the  occurrence  of  an  Event  of  Default; 

(vi)  an  Adverse  Tax  Event; 

(vii)  an  Optional  Redemption  in  Whole; 

(viii)  the  designation  of  a  Basis  Swap  Early  Termination  Date;  or 

(ix)  the  designation  of  a  Collateral  Put  Agreement  Early  Termination  Date. 

Upon  the  Trustee  or  the  Issuing  and  Paying  Agent  becoming  aware  of  the  occurrence  of  any 
event  that  gives  rise  to  the  right  of  the  Issuer  to  terminate  the  Credit  Default  Swap,  the  Basis  Swap  or  the 
Collateral  Put  Agreement,  the  Trustee  or  the  Issuing  and  Paying  Agent,  as  applicable,  will  as  promptly  as 
practicable  notify  the  Noteholders  of  such  event  and  the  Trustee  will  terminate  any  such  agreement  on 
behalf  of  the  Issuer  at  the  direction  of  (i)  in  the  case  of  the  Credit  Default  Swap  or  the  Basis  Swap,  a 
Majority  of  the  Aggregate  USD  Equivalent  Outstanding  Amount  of  the  Notes  and  (ii)  in  the  case  of  the 
Collateral  Put  Agreement,  100%  of  the  Aggregate  USD  Equivalent  Outstanding  Amount  of  the  Notes,  in 
each  case  voting  as  a  single  class.  In  addition,  if  an  Event  of  Default  or  a  Termination  Event  (as  such 
term  is  defined  in  the  Credit  Default  Swap)  for  which  the  Protection  Buyer  is  the  sole  defaulting  party  or 
Affected  Party  under  the  Credit  Default  Swap  (as  such  term  is  defined  in  the  Credit  Default  Swap),  then 
the  Issuer  will  have  30  days  to  enter  into  a  replacement  credit  default  swap.  See  "—Replacement". 
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Payments  on  Credit  Default  Swap  Early  Termination 

Payment  by  the  Issuer.    Upon  the  occurrence  of  a  Credit  Default  Swap  Early  Termination,  the 
Issuer  will  be  required  to  pay  to  the  Protection  Buyer  the  following  amounts: 

(0  any  Cash  Settlement  Amounts  owed  by  the  Issuer  to  the  Protection  Buyer  for  any  Credit 

Events  that  occur  on  or  prior  to  the  Credit  Default  Swap  Early  Termination  Date  for  which 
the  Conditions  to  Settlement  have  been  satisfied;  and 

(ii)         any  Credit  Default  Swap  Termination  Payment. 

Payment  by  the  Protection  Buyer.     Upon  the  occurrence  of  a  Credit  Default  Swap  Early 
Termination,  the  Protection  Buyer  will  be  required  to  pay  to  the  Issuer  the  following  amounts: 

(i)  any  accrued  but  unpaid  Fixed  Payments; 

(ii)         any  Credit  Default  Swap  Termination  Payment;  and 

(iii)  in  the  case  of  an  Optional  Redemption  in  Whole,  at  the  sole  discretion  of  the  Protection 
Buyer,  an  amount  (the  "End  Payment")  equal  to  (a)  the  aggregate  amount  required  to  be 
paid  by  the  Issuer  on  the  Optional  Redemption  Date  in  accordance  with  subclauses  (i) 
through  (vii)  of  "Description  of  the  Notes— Priority  of  Payments— Principal  Proceeds- 
Stated  Maturity,  Optional  Redemption  Date  or  Mandatory  Redemption  Date"  less  (b)  the 
Principal  Proceeds  that  are  expected  to  be  available  on  the  Optional  Redemption  Date  to 
pay  the  amount  described  in  subclause  (a)  (after  giving  consideration  to  any  currency 
exchange,  if  necessary);  provided,  however,  that  an  Optional  Redemption  in  Whole  will 
be  effected  only  in  accordance  with  the  Indenture. 

As  used  herein,  "Credit  Default  Swap  Termination  Payment"  means  the  replacement  cost  or 
gain  for  a  portfolio  credit  default  swap  with  the  financial  terms  of  the  Credit  Default  Swap,  calculated  in 
accordance  with  the  terms  of  the  Credit  Default  Swap;  provided,  however,  that  no  Credit  Default  Swap 
Termination  Payment  shall  be  payable  by  the  Protection  Buyer  in  connection  with  a  Credit  Default  Swap 
Early  Termination  caused  by  an  Optional  Redemption  in  Whole. 

Amendment 

The  Credit  Default  Swap  may  be  amended  at  any  time  without  satisfying  the  S&P  Rating 
Condition  or  the  Moody's  Rating  Condition  or  obtaining  the  consent  of  the  Noteholders  so  long  as  such 
amendment  would  not  have  a  material  adverse  effect  on  any  Holders  of  the  Notes.  Otherwise,  the  Credit 
Default  Swap  may  be  amended  only  with  the  satisfaction  of  the  S&P  Rating  Condition  and  the  Moody's 
Rating  Condition  and  with  the  consent  of  the  Noteholders  (in  a  percentage  as  would  have  been  required 
had  such  amendment  been  taken  pursuant  to  the  Indenture). 

Unless  the  Portfolio  Selection  Agent  has  been  given  prior  written  notice  of  such  amendment  and 
has  consented  thereto  in  writing,  no  amendment  to  the  Credit  Default  Swap  may  (a)  affect  the  obligations 
or  rights  of  the  Portfolio  Selection  Agent  including,  without  limitation,  expanding  or  restricting  the  Portfolio 
Selection  Agent's  discretion,  rights  or  obligations  or  (b)  affect  the  amount,  timing  or  priority  of  any  fees 
payable  to  the  Portfolio  Selection  Agent  under  the  Portfolio  Selection  Agreement  and  the  Credit  Default 
Swap. 
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Transfer 

Neither  the  Issuer  nor  the  Protection  Buyer  may  transfer  its  rights  and  obligations  under  the 
Credit  Default  Swap  without  the  prior  written  consent  of  the  other  party,  which  consent  will  not  be 
unreasonably  withheld  or  delayed,  except  that,  and  in  any  case  subject  to  the  S&P  Rating  Condition: 

(i)  a  party  may  make  such  a  transfer  of  its  rights  and  obligations  pursuant  to  a  consolidation 

or  amalgamation  with,  or  merger  into,  or  transfer  of  all  or  substantially  all  its  assets  to  or 
reorganization,  incorporation,  reincorporating  or  reconstitution  into  or  as,  another  entity; 

(ii)  a  party  may  make  such  a  transfer  of  all  or  any  part  of  its  interest  in  certain  amounts 

payable  to  it  from  a  defaulting  party  under  the  Credit  Default  Swap;  and 

(iii)         the  Protection  Buyer  may,  without  recourse,  transfer  the  Credit  Default  Swap  (in  whole 
and  not  in  part  only)  to  any  of  the  Protection  Buyer's  Affiliates  so  long  as: 


(a)  vjO  uroup  (ui  aiiuumi   tsiiuiy  Willi  a  weuu  lauuy  ai  icaai  equal  iu  men  ui  oo 

Group)  guarantees  such  transferred  obligations  of  the  transferee  pursuant  to  a 
guaranty  in  substantially  the  form  of  the  guaranty  of  GS  Group  specified  in  the 
Credit  Default  Swap  or  such  transferee  has  a  credit  rating  at  least  equal  to  that  of 
GS  Group; 

(b)  the  Issuer  will  not  have  to  make  any  tax  gross-up  payments  to  such  Affiliate  in  an 
amount  greater  than  what  the  Issuer  would  have  been  required  to  pay  to  the 
Protection  Buyer  in  the  absence  of  such  transfer; 

(c)  any  payment  paid  by  such  Affiliate  to  the  Issuer  will  not  be  subject  to  any 
withholding  tax  in  excess  of  what  the  Protection  Buyer  would  have  been  required 
to  so  withhold  or  deduct  in  the  absence  of  such  transfer; 

(d)  it  does  not  become  unlawful  for  either  party  to  perform  any  obligation  under  the 
Credit  Default  Swap  as  a  resuit  of  such  transfer;  and 

(e)  a  Credit  Default  Swap  Early  Termination  does  not  occur  as  a  result  of  such 
transfer. 

Replacement 

If  an  Event  of  Default  or  a  Termination  Event  (as  such  term  is  defined  in  the  Credit  Default  Swap, 
Basis  Swap  and/or  Collateral  Put  Agreement,  as  applicable)  for  which  the  Protection  Buyer,  Basis  Swap 
Counterparty  or  Collateral  Put  Provider  is  the  sole  defaulting  party  or  Affected  Party  (as  such  term  is 
defined  in  the  Credit  Default  Swap,  Basis  Swap  and/or  Collateral  Put  Agreement,  as  applicable)  under  the 
Credit  Default  Swap,  Basis  Swap  and/or  Collateral  Put  Agreement,  as  applicable,  then  the  Issuer  will 
automatically  terminate  the  Credit  Default  Swap,  Basis  Swap  and  Collateral  Put  Agreement  and  shall, 
within  30  days  following  such  termination,  enter  into  a  replacement  credit  default  swap  and  basis  swap 
with  a  party  nominated  by  the  Protection  Buyer,  Basis  Swap  Counterparty  and/or  Collateral  Put  Provider, 
as  applicable,  (the  "Replacement  Counterparty"),  subject  to  satisfaction  of  the  following  (the 
"Replacement  Counterparty  Procedures")  on  or  prior  to  the  completion  of  such  30  day  period: 

(i)  all  of  the  Collateral  (other  than  Put  Excluded  Collateral)  will  be  liquidated  (and  the 
Collateral  Put  Agreement  will  not  be  exercisable  in  the  case  of  such  liquidation),  and  the 
proceeds  thereof,  after  giving  effect  to  any  termination  payments  payable  by  the  Issuer  to 
the  Protection  Buyer  and  the  Basis  Swap  Counterparty  will  be  used  by  the  Issuer  to 
acquire  Put  Excluded  Collateral.  If  the  aggregate  principal  amount  of  the  Collateral 
denominated  in  each  Approved  Currency  following  such  reinvestment  is  not  at  least  equal 
to  the  Currency  Adjusted  Aggregate  Outstanding  Amount  of  the  Notes  denominated  in 
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such  Approved  Currency,  the  Replacement  Counterparty  will  pay  as  an  upfront  payment 
to  the  Issuer  under  the  replacement  credit  default  swap  an  amount  sufficient  to  cause  the 
aggregate  principal  amount  of  the  Collateral  denominated  in  each  Approved  Currency  to 
at  least  equal  the  Currency  Adjusted  Aggregate  Outstanding  Amount  of  the  Notes 
denominated  in  such  Approved  Currency,  and  the  Issuer  will  use  such  funds  to  purchase 
additional  Put  Excluded  Collateral; 

(ii)  the  Replacement  Counterparty  will  enter  into  a  replacement  credit  default  swap  with  the 
Issuer  on  substantially  similar  terms  to  the  Credit  Default  Swap  entered  into  on  the 
Closing  Date,  with  the  effective  date  being  the  day  on  which  the  Credit  Default  Swap  is 
terminated; 

(iii)  pursuant  to  the  terms  of  a  replacement  credit  default  swap,  any  failure  to  maintain  Put 
Excluded  Collateral  denominated  in  each  Approved  Currency  in  an  amount  at  least  equal 
to  the  Currency  Adjusted  Aggregate  Outstanding  Amount  of  the  Notes  denominated  in 

- ,.    a i  ^% :n  u«  ^i/snm^  nr%  ni A"+i/-it"i  Ku  the  DonlopDmont  P.ru intprnflrtv  \C\ 
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terminate  the  replacement  credit  default  swap  and  will  cause  an  Optional  Redemption  in 
Whole; 

(iv)  on  the  date  that  a  replacement  credit  default  swap  is  entered  into  between  the 
Replacement  Counterparty  and  the  Issuer  and  on  any  date  of  determination  thereafter, 
the  Replacement  Counterparty  will  post  to  the  Issuer  (a)  the  fixed  payment  due  for  all 
Payment  Dates  ending  on  the  later  of  (1)  the  sixth  Payment  Date  from  the  date  of 
determination  or  (2)  the  end  of  the  Non-Call  Period,  (provided  that  such  payment  will  be 
calculated  based  on  the  Currency  Adjusted  Aggregate  Outstanding  Amount  of  the  Notes 
denominated  in  each  Approved  Currency  on  the  date  of  payment)  and  (b)  any  ICE 
Currency  Adjusted  Interest  Reimbursable  Amounts  at  such  time  of  determination; 

(v)  pursuant  to  the  terms  of  the  replacement  credit  default  swap,  any  failure  to  post  the 
amounts  specified  in  clause  (iv)  will  be  deemed  an  election  by  the  Replacement 
Counterparty  to  terminate  the  replacement  credit  default  swap  and  will  cause  an  Optional 
Redemption  in  Whole; 

(vi)  the  Replacement  Counterparty  will  enter  into  a  replacement  basis  swap  with  the  Issuer  on 
substantially  similar  terms  to  the  Basis  Swap  entered  into  on  the  Closing  Date,  with  the 
effective  date  being  the  day  on  which  the  Basis  Swap  is  terminated; 

(vii)  on  the  date  that  a  replacement  basis  swap  is  entered  into  between  the  Replacement 
Counterparty  and  the  Issuer  and  on  any  date  of  determination  thereafter,  the 
Replacement  Counterparty  will  post  to  the  Issuer  (a)  the  monthly  basis  swap  payment  due 
for  all  Payment  Dates  ending  on  the  later  of  (1)  the  sixth  Payment  Date  from  the  date  of 
determination  or  (2)  the  end  of  the  Non-Call  Period,  (provided  that  such  payment  will  be 
calculated  based  on  the  Currency  Adjusted  Aggregate  Outstanding  Amount  of  the  Notes 
denominated  in  each  Approved  Currency  on  the  date  of  payment); 

(viii)  any  failure  to  post  the  amounts  specified  in  clause  (vii)  will  be  deemed  an  election  by  the 
Replacement  Counterparty  to  terminate  the  replacement  credit  default  swap  and  will 
cause  an  Optional  Redemption  in  Whole; 

(ix)  all  interest  accrued  on  the  Put  Excluded  Collateral  will  be  paid  by  the  Issuer  to  the 
Replacement  Counterparty  as  a  basis  swap  payment  pursuant  to  the  terms  of  the 
replacement  basis  swap; 
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(x)  the  payment  of  any  unpaid  Portfolio  Selection  Fees  by  the  Issuer  to  the  Portfolio  Selection 
Agent  following  a  corresponding  payment  by  the  Replacement  Counterparty  to  the  Issuer; 
and 

(xi)  in  all  cases,  any  related  opinions  (including  an  opinion  of  nationally  recognized  tax 
counsel  experienced  in  such  matters  to  the  effect  that  such  replacement  credit  default 
swap  or  basis  swap  will  not  cause  the  Issuer  to  be  treated  as  engaged  in  a  United  States 
trade  or  business  which  must  be  received  in  order  to  enter  into  any  replacement  credit 
default  swap  or  basis  swap),  documentation  and  agreements  will  be  subject  to  review  by 
the  Rating  Agencies,  in  the  case  of  documentation  or  agreements,  for  the  sole  purpose  of 
establishing  that  such  documentation  or  agreements  are  consistent  with  the  Replacement 
Counterparty  Procedures  and  such  documentation  and  agreements  shall  be  subject  to 
the  satisfaction  of  the  S&P  Rating  Condition. 

Subject  to  the  foregoing,  Goldman  Sachs  has  separately  agreed  to  nominate  a  replacement 

uuuiiici  yai  ijr.  uiiu&i    n  iO  vsii  *_»un  loiai  iuOo  uwoui  iwuu  awuvu. 

If  the  Replacement  Counterparty  Procedures  are  not  complied  with  within  such  30  day  period, 
then  a  Mandatory  Redemption  will  occur. 

For  the  avoidance  of  doubt,  any  termination  payments  payable  by  either  the  Issuer  or  the 
Protection  Buyer  under  the  Credit  Default  Swap  or  to  the  Basis  Swap  Counterparty  under  the  Basis  Swap 
will  not  be  payable  until  the  earlier  to  occur  of  (a)  the  date  that  all  of  the  Replacement  Counterparty 
Procedures  are  satisfied  and  (b)  the  Mandatory  Redemption  Date,  which  payments  in  the  case  of  clause 
(b)  will  be  subject  to  the  Priority  of  Payments. 

Guarantee 

GS  Group  will  guarantee  the  obligations  of  the  Protection  Buyer  under  the  Credit  Default  Swap. 

THE  PROTECTION  BUYER 

The  Protection  Buyer  is  Goldman  Sachs  Capital  Markets,  L.P.  As  described  above,  GS  Group 
will  guarantee  the  obligations  of  Goldman  Sachs  Capital  Markets,  L.P.  as  the  Protection  Buyer  under  the 
Credit  Default  Swap.  Goldman  Sachs  Capital  Markets,  L.P.  is  an  Affiliate  of  GS  Group. 

GS  Group,  together  with  its  subsidiaries,  is  a  leading  global  investment  banking,  securities  and 
investment  management  firm  that  provides  a  wide  range  of  financial  services  worldwide  to  a  substantial 
and  diversified  clientbase  that  includes  corporations,  financial  institutions,  governments  and  high  net- 
worth  individuals.  GS  Group  is  required  to  file  annual,  quarterly  and  current  reports,  proxy  statements 
and  other  information  with  the  United  States  Securities  and  Exchange  Commission  (the  "SEC").  GS 
Group's  filings  with  the  SEC  are  also  available  to  the  public  through  the  SEC's  Internet  site  at 
http://www.sec.gov  and  through  the  New  York  Stock  Exchange,  20  Broad  Street,  New  York,  New  York 
10005,  on  which  GS  Group's  common  stock  is  listed. 

Investors  in  Notes  are  hereby  informed  that  the  reports  and  other  information  with  respect  to  GS 
Group  on  file  with  the  SEC  to  which  investors  are  referred  above  are  not  and  will  not  be  "incorporated  by 
reference"  herein. 

The  Notes  do  not  represent  an  obligation  of,  and  will  not  be  insured  or  guaranteed  by,  GS  Group 
or  any  of  its  subsidiaries  and  investors  will  have  no  rights  or  recourse  against  GS  Group  or  any  of  its 
subsidiaries. 
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THE  COLLATERAL  SECURITIES 

The  Initial  Collateral  Securities 

On  the  Closing  Date,  the  Issuer  will  use  the  net  proceeds  of  the  offering  and  part  or  all  of  the 
Upfront  Payment  to  purchase  the  securities  described  in  the  table  below  (the  "Initial  Collateral 
Securities",  together  with  Supplemental  Collateral  Securities  and  any  BIE  Collateral  Securities 
purchased  by  the  Issuer,  the  "Collateral  Securities")  at  the  direction  of  the  Protection  Buyer.  Such  Initial 
Collateral  Securities  and  any  Eligible  Investments  purchased  by  the  Issuer  on  the  Closing  Date  will  have 
a  USD  Equivalent  aggregate  principal  amount  of  at  least  $192,000,000;  provided  that  the  aggregate 
principal  amount  of  the  Collateral  Securities  and  Eligible  Investments  purchased  with  the  proceeds  of  the 
offering  denominated  in  any  Approved  Currency  will  equal  the  Currency  Adjusted  Aggregate  Outstanding 
Amount  of  Notes  denominated  in  such  Approved  Currency  on  the  Closing  Date.  The  issuers  of  the 
Collateral  Securities  are  subject  to  certain  requirements  of  the  Securities  Exchange  Act  of  1934  and,  in 
accordance  therewith,  file  reports  and  other  information  with  the  SEC.  Reports  and  other  information  filed 
by  the  issuers  of  the  Collateral  Securities  with  the  SEC  can  be  inspected  and  copied  at  the  public 
reference  facilities  maintained  by  the  SEC  at  Room  1024,  450  Fifth  Street,  N.W.,  Washington,  D.C.  20549 
or  can  be  obtained  from  the  SEC  through  its  website  at  www.sec.gov.  With  respect  to  the  Initial  Collateral 
Security  that  is  a  CLO  Security,  the  related  offering  circular  has  been  attached  to  this  Offering  Circular 
and  provides  a  description  of  the  terms  of  such  Initial  Collateral  Security. 


Original 
Principal 
Amount 

Current 
Principal 
Amount 

Securitv 

CUSIP 

CouDon 

Type 

Legal      Moody's 
Maturity      Ratina 

S&P 

Rating. 

Fitch 
Ratina 

192,000,000 

192,000,000 

GWOLF2007-1AA 

398078AB1 

L+  0.245% 

CLO  Security 

2/18/2021        Aaa 

AAA 

Aggregate 

$192,000,000 

Supplemental  Collateral  Securities 

The  Protection  Buyer  shall  direct  the  Issuer  to  purchase  a  Supplemental  Collateral  Security  only  if 
it  satisfies  the  following  criteria  at  the  time  of  purchase  (the  "Collateral  Security  Eligibility  Criteria")  (in 
each  case  as  confirmed  by  the  Collateral  Administrator  based  on  information  and  calculations  supplied  by 
the  Credit  Default  Swap  Calculation  Agent);  provided,  however,  that  in  the  case  of  a  Supplemental 
Collateral  Security  purchased  with  Excess  Disposition  Proceeds,  such  Collateral  Security  need  only 
satisfy  the  criteria  described  in  clauses  (iv),  (v)  and  (vii)  through  (xiii)  below: 

(i)  other  than  with  respect  to  an  RMBS  Agency  Security,  it  has  (a)  an  Actual  Rating  by  S&P 

of  "AAA"  and  (b)  an  Actual  Rating  by  Moody's  of  "Aaa"; 

(ii)  (a)  it  is  the  senior-most  class  of  securities  issued  by  its  obligor,  it  being  acknowledged 
and  agreed  that  such  senior  class  may  be  paid  pro  rata  with  other  senior  classes  of  such 
securities  issued  by  such  obligor  with  respect  to  the  payment  of  interest  but  must  be 
senior  to  any  other  classes  of  such  securities  issued  by  such  obligor  with  respect  to  the 
allocation  of  losses  and  (b)  the  aggregate  notional  amount  of  such  class  of  securities  at 
the  time  of  issuance,  together  with  the  aggregate  notional  amount  of  any  pro  rata  classes 
described  in  subclause  (a)  at  the  time  of  issuance,  is  greater  than  10%  of  the  initial 
aggregate  notional  amount  of  securities  issued  by  such  obligor; 

(iii)  the  obligor  of  such  Supplemental  Collateral  Security  is  not  a  Reference  Entity  in  respect 
of  any  Reference  Obligation  in  the  Reference  Portfolio;  .      . 

(iv)        it  is  denominated  in  an  Approved  Currency; 

(v)  it  provides  for  the  payment  of  interest  at  a  floating  rate  determined  by  reference  to 
LIBOR,  EURIBOR,  GBP-LIBOR,  JPY-LIBOR,  AUD-LIBOR,  CAD-LIBOR  or  NZD-BBR; 
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(vi)  it  is  either  (a)  an  ABS  Credit  Card  Security,  (b)  an  ABS  Student  Loan  Security,  (c)  an 
ABS  Automobile  Security,  (d)  an  ABS  Car  Rental  Receivable  Security,  (e)  a  Residential 
Mortgage-Backed  Security  (other  than  an  Excluded  Specified  Type),  (f)  a  Commercial 
Mortgage-Backed  Security  (other  than  an  Excluded  Specified  Type)  or  (g)  a  CLO 
Security  (other  than  an  Excluded  Specified  Type); 

(vii)  it  must  have  been  offered  by  an  underwriter,  a  placement  agent  or  any  Person  acting  in  a 
similar  capacity  through  a  public  prospectus,  a  private  placement  memorandum  or  any 
other  similar  document; 

(viii)  it  must  be  acquired  from  a  party  acting  in  its  capacity  as  broker-dealer  in  the  ordinary 
course  of  business,  or  in  an  arm's-length  open  market  transaction,  and  if  not,  is  approved 
by  S&P; 

(ix)        it  must  not  be  a  United  States  real  property  interest  within  the  meaning  of  Section  897  of 

*u  -    i-i in.. ~  *-v i-  ~r  4  noe     ««  n****«*Ar*A  A^/\  »f***#J#\"\. 

me  luminal  r\evenue  ouuc  <ji  iouu,  ao  onionucu  \hic    \*\j\*m  /, 

(x)         it  must  not  provide  for  delayed  funding  or  is  not  a  revolving  loan; 

(xi)        it  is  treated  as  debt  for  U.S.  tax  purposes  or  the  Alternative  Debt  Test  is  satisfied; 

(xii)       it  is  Registered;  and 

(xiii)  if  such  obligation  or  security  is  subject  to  any  withholding  tax,  the  obligor  of  the  obligation 
or  security  is  required  to  make  "gross-up"  payments  that  cover  the  full  amount  of  such 
withholding  tax  on  an  after-tax  basis  pursuant  to  the  Underlying  Instrument  with  respect 
thereto. 

In  addition  to  satisfying  the  Collateral  Security  Eligibility  Criteria,  a  Supplemental  Collateral 
Security  or  BIE  Collateral  Security  will  be  eligible  for  inclusion  in  the  Collateral  only  if,  after  the  inclusion  of 
such  Supplemental  Collateral  Security  or  BIE  Collateral  Security  in  the  Collateral,  the  Weighted  Average 
Life  of  the  Collateral  would  not  exceed  7.0  years,  with  such  maximum  declining  by  approximately  0.25 
years  each  year  from  the  Payment  Date  in  April  2008;  provided  that  such  maximum  shall  not  be  reduced 
to  less  than  2.0  years.  Such  Weighted  Average  Life,  calculated  in  terms  of  years,  shall  in  each  case  be 
rounded  to  one  decimal  place  prior  to  the  determination  of  compliance  with  the  constraint  referred  to  in 
the  previous  sentence.  For  example,  a  Weighted  Average  Life  of  7.05  years  will  be  rounded  to  7.1  years 
(the  test  described  in  this  paragraph,  the  "Collateral  Weighted  Average  Life  Test"). 

In  addition  to  satisfying  the  Collateral  Security  Eligibility  Criteria  and  the  Collateral  Weighted 
Average  Life  Test,  including  following  the  purchase  of  any  Supplemental  Collateral  Securities,  the  Issuer 
may  hold  Collateral  Securities  issued  by  no  more  than  15  obligors  at  any  one  time  (the  "Collateral 
Security  Quantity  Constraint"). 

In  addition  to  satisfying  the  Collateral  Security  Eligibility  Criteria,  the  Collateral  Weighted  Average 
Life  Test  and  the  Collateral  Security  Quantity  Constraint,  a  Supplemental  Collateral  Security  must  be 
denominated  in  a  certain  Approved  Currency  if  so  required  as  described  under  "Summary— The 
Collateral  Securities— Supplemental  Collateral  Securities— Purchase  of  Supplemental  Collateral 
Securities". 

Substitution  of  Collateral  Securities 

From  time  to  time  following  the  Closing  Date,  any  Noteholder  may  submit  to  the  Trustee  or  the 
Issuing  and  Paying  Agent,  as  applicable,  in  writing,  a  Collateral  Security  Substitution  Request  Notice 
requesting  the  substitution  of  one  or  more  BIE  Collateral  Securities  for  one  or  more  existing  Collateral 
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Securities,  in  whole  or  in  part.  The  Trustee  or  the  Issuing  and  Paying  Agent,  as  applicable,  will  promptly 
forward  such  Collateral  Security  Substitution  Request  Notice  to  the  Protection  Buyer.  Within  five 
Business  Days  of  receiving  such  Collateral  Security  Substitution  Request  Notice,  the  Protection  Buyer  will 
determine  whether  each  Proposed  New  BIE  Collateral  Security  identified  in  the  Collateral  Security 
Substitution  Request  Notice  is  a  BIE  Collateral  Security  and  will  provide  information  and  calculations  in 
such  respect  to  the  Trustee.  The  Trustee  will  review  and  confirm  such  calculations  and,  if  the  BIE 
Collateral  Security  Eligibility  Criteria  are  satisfied,  the  Trustee  will  determine  the  BIE  Transaction  Cost  and 
(b)  request  the  Basis  Swap  Calculation  Agent  to  determine  the  BIE  Basis  Swap  Payment.  Upon  such 
determination  by  the  Trustee  (or  the  Basis  Swap  Calculation  Agent),  the  Trustee  or  the  Issuing  and 
Paying  Agent,  as  applicable,  will  deliver  either  (1)  a  Collateral  Security  Substitution  Information  Notice  or 
(2)  a  Collateral  Security  Substitution  Refusal  Notice  to  the  Originating  Noteholder  with  respect  to  each 
Collateral  Security  Substitution  Request  Notice,  as  applicable;  provided,  however,  if  the  Trustee  or  the 
Issuing  and  Paying  Agent,  as  applicable,  delivers  a  Collateral  Security  Substitution  Refusal  Notice  to  the 
Originating  Noteholder,  the  related  Collateral  Security  Substitution  Request  Notice  will  be  deemed  to  be 
void  and  of  no  further  effect. 

Within  five  Business  Days  of  receiving  a  Collateral  Security  Substitution  Information  Notice 
relating  to  a  Collateral  Security  Substitution  Request  Notice,  the  Originating  Noteholder  must  (i)  notify  the 
Trustee  or  the  Issuing  and  Paying  Agent,  as  applicable,  and  the  Protection  Buyer  whether  it  wishes  to 
proceed  with  the  proposed  substitution  and,  if  so  (ii)  agree  to  pay  any  BIE  Transaction  Cost  (regardless  of 
whether  the  Holders  of  a  Majority  of  the  Aggregate  USD  Equivalent  Outstanding  Amount  of  the  Notes 
voting  as  a  single  class  consent  to  such  proposed  substitution)  and,  if  the  proposed  substitution  occurs, 
any  applicable  BIE  Basis  Swap  Payment  (the  occurrence  of  subclauses  (i)  and  (ii),  a  "Substitution 
Confirmation").  If  a  Substitution  Confirmation  is  not  received  by  the  Trustee  or  the  Issuing  and  Paying 
Agent,  as  applicable,  within  the  time  period  specified  above,  the  related  Collateral  Security  Substitution 
Request  Notice  will  be  deemed  to  be  void  and  of  no  further  effect.  Upon  the  receipt  of  a  Substitution 
Confirmation,  the  Trustee  or  the  Issuing  and  Paying  Agent,  as  applicable,  will  deliver  a  BIE  Consent 
Solicitation  to  the  Portfolio  Selection  Agent  and  all  Noteholders,  including  the  Originating  Noteholder. 
Upon  receipt  of  such  BIE  Consent  Solicitation,  each  Noteholder  may,  on  or  prior  to  the  BIE  Notification 
Date,  submit  written  notice  to  the  Trustee  or  the  Issuing  and  Paying  Agent,  as  applicable,  indicating  either 
(1)  approval  or  (2)  disapproval  of  the  Proposed  New  BIE  Collateral  Security.  If  the  Trustee  determines 
that  (1)  the  BIE  Consent  Solicitation  failed  to  receive  the  approval  of  the  Holders  of  a  Majority  of  the 
Aggregate  USD  Equivalent  Outstanding  Amount  of  the  Notes  voting  as  a  single  class  by  the  BIE 
Notification  Date,  the  Trustee  or  the  Issuing  and  Paying  Agency  Agreement  will  deliver  a  Collateral 
Security  Substitution  Noteholder  Refusal  Notice  to  the  Originating  Noteholder  and  the  related  Collateral 
Security  Substitution  Request  Notice  will  be  deemed  void  and  of  no  further  effect  or  (2)  the  BIE  Consent 
Solicitation  received  the  approval  of  Holders  of  a  Majority  of  the  Aggregate  USD  Equivalent  Outstanding 
Amount  of  the  Notes  voting  as  a  single  class,  it  will  deliver  a  BIE  Acceptance  Notice  to  the  Originating 
Noteholder. 

Upon  receiving  confirmation  (1)  from  the  Basis  Swap  Counterparty  that  the  Originating  Noteholder 
has  paid  the  BIE  Basis  Swap  Payment  to  the  Basis  Swap  Counterparty,  (2)  that  the  Originating 
Noteholder  has  paid  the  BIE  Transaction  Cost  to  the  Issuer  and  (3)  that  the  relevant  BIE  Collateral 
Securities  have  been  delivered  to  the  Issuer,  and  the  par  amount  of  such  delivered  BIE  Collateral 
Securities  is  equal  to  the  par  amount  of  the  existing  Collateral  Securities  to  be  substituted,  the  Trustee 
shall  release  its  lien  on  the  par  amount  of  the  relevant  existing  Collateral  Securities  to  be  substituted  and 
deliver  the  par  amount  of  such  substituted  Collateral  Securities  to  such  Originating  Noteholder. 

If  (i)  any  BIE  Collateral  Security  is  not  delivered  to  the  Issuer,  (ii)  the  Issuer  is  not  paid  the  BIE 
Transaction  Cost  or  (iii)  the  Basis  Swap  Counterparty  is  not  paid  the  BIE  Basis  Swap  Payment,  in  each 
case  by  the  end  of  the  BIE  Exercise  Period  identified  in  the  BIE  Acceptance  Notice,  the  BIE  Acceptance 
Notice  and  the  Collateral  Security  Substitution  Request  Notice  will  be  deemed  void  and  of  no  further 
effect. 
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Voting  and  Other  Matters  Relating  to  Collateral  Securities 

If  the  Issuer  has  the  right  to  vote  or  give  consent  in  respect  of  any  amendment,  modification, 
waiver  under  any  document  relating  to  any  Collateral  Security  or  receives  any  other  solicitation  for  any 
action  with  respect  to  any  Collateral  Security,  the  Trustee  or  the  Issuing  and  Paying  Agent,  as  applicable, 
shall  give  each  Noteholder  notice  of  such  proposed  action,  including  a  description  thereof,  requesting 
instructions  from  each  Noteholder  as  to  whether  or  not  to  take  such  action,  and,  after  receiving  instruction 
from  each  Noteholder,  the  Trustee  shall  cause  the  Issuer  to  give  such  vote,  consent  or  withhold  consent, 
as  the  case  may  be,  making  such  determination  based  on  decision  of  Holders  of  a  Majority  of  the 
Aggregate  USD  Equivalent  Outstanding  Amount  of  the  Notes  voting  as  a  single  class. 

Notwithstanding  the  preceding  paragraph,  the  Collateral  Disposal  Agent  will  have  the  right  to 
direct  the  Trustee  to  take  certain  actions  with  respect  to  Collateral  Securities.  See  "The  Collateral 
Disposal  Agreement-Exercise  of  Put,  Repurchase  or  Similar  Right". 

THE  BASiS  SWAP 

The  following  description  of  the  Basis  Swap  is  a  summary  of  certain  provisions  of  the  Basis 
Swap.  The  following  summary  does  not  purport  to  be  complete,  and  is  qualified  in  its  entirety  by 
reference  to  the  detailed  provisions  of  the  Basis  Swap. 

The  Notes  do  not  represent  an  obligation  of  the  Basis  Swap  Counterparty.  Noteholders  will  not 
have  any  right  to  proceed  directly  against  the  Basis  Swap  Counterparty  in  respect  of  the  Basis  Swap 
Counterparty's  obligations  under  the  Basis  Swap.  However,  the  Holders  of  a  Majority  of  the  Aggregate 
USD  Equivalent  Outstanding  Amount  of  the  Notes  voting  as  a  single  class  will  have  the  right  to  direct  the 
Issuer  with  respect  to  the  enforcement  of  any  claims  that  it  may  have  against  the  Basis  Swap 
Counterparty.  Notwithstanding  the  foregoing,  if  the  Basis  Swap  Counterparty  is  the  sole  defaulting  party 
or  Affected  Party  under  the  Basis  Swap,  then  the  Issuer  will  have  30  days  to  enter  into  a  replacement 
credit  default  swap  and  basis  swap  (otherwise  a  Mandatory  Redemption  will  occur).  See  "The  Credit 
Default  Swap— Replacement". 

Effective  Date  and  Scheduled  Termination 

The  effective  date  of  the  Basis  Swap  will  be  the  Closing  Date. 

Unless  terminated  prior  to  its  scheduled  termination  date,  the  Basis  Swap  will  terminate  on  March 
1,2038. 

Payments 

Periodic  Payments  by  the  Basis  Swap  Counterparty  to  the  Issuer. 

On  each  Payment  Date,  the  Basis  Swap  Counterparty  will  pay  to  the  Issuer  the  aggregate  of 
(each  aggregate  with  respect  to  any  Payment  Date,  a  "Monthly  Basis  Swap  Payment"),  for  each 
Approved  Currency  in  which  Outstanding  Notes  are  denominated,  the  products  of: 

(i)  the  Applicable  Index  for  the  Applicable  Period; 

(ii)         the  average  daily  Currency  Adjusted  Aggregate  Outstanding  Amount  of  such  Notes 
during  the  preceding  Basis  Swap  Calculation  Period;  and 

(iii)       the  applicable  Day  Count  Fraction. 
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The  Basis  Swap  Counterparty  shall  be  the  calculation  agent,  as  defined  under  the  Basis  Swap 
(the  "Basis  Swap  Calculation  Agent"). 

Periodic  Payments  by  the  Issuer  to  the  Basis  Swap  Counterparty. 

Pursuant  to  the  Basis  Swap,  the  Issuer  is  obligated  to  pay  to  the  Basis  Swap  Counterparty  the 
Basis  Swap  Payment  on  each  Payment  Date.  See  "Summary— The  Basis  Swap— Terms"  and  "Priority  of 
Payments — Interest  Proceeds". 

Basis  Swap  Early  Termination 

Basis  Swap  Event  of  Default. 

The  occurrence  of  any  of  the  following  events  will  constitute  a  "Basis  Swap  Event  of  Default": 

(i)  failure  by  the  issuer,  the  Basis  Swap  Counterparty  or  any  Basis  Swap  Counterparty 
Credit  Support  Provider  to  make,  when  due,  any  payment  under  the  Basis  Swap,  and  the 
continuance  of  such  failure  for  three  Business  Days  after  notice  of  such  failure  is  given  to 
such  party; 

(ii)  (a)  failure  by  the  Basis  Swap  Counterparty  or  any  Basis  Swap  Counterparty  Credit 
Support  Provider  to  comply  with  or  perform  any  agreement  or  obligation  to  be  complied 
with  or  performed  by  it  in  accordance  with  any  Basis  Swap  Counterparty  Credit  Support 
Document  if  such  failure  is  continuing  after  any  applicable  grace  period  has  elapsed; 
(b)the  expiration  or  termination  of  any  Basis  Swap  Counterparty  Credit  Support 
Document  or  the  failing  or  ceasing  of  any  such  Basis  Swap  Counterparty  Credit  Support 
Document  to  be  in  full  force  and  effect  for  the  purpose  of  the  Basis  Swap  (in  either  case 
other  than  in  accordance  with  its  terms)  prior  to  the  satisfaction  of  all  obligations  of  the 
Basis  Swap  Counterparty  under  the  Basis  Swap  without  the  written  consent  of  the 
issuer;  and  (c)  the  Basis  Swap  Counterparty  or  any  Basis  Swap  Counterparty  Credit 
Support  Provider  disaffirms,  disclaims,  repudiates  or  rejects,  in  whole  or  in  part,  or 
challenges  the  validity  of,  such  Basis  Swap  Counterparty  Credit  Support  Document;  or 

(Hi)  the  occurrence  of  certain  events  of  bankruptcy,  insolvency,  conservatorship,  receivership 
or  reorganization  with  respect  to  the  Issuer  or  the  Basis  Swap  Counterparty. 

Basis  Swap  Termination  Events. 

The  occurrence  of  any  of  the  following  events  will  constitute  a  "Basis  Swap  Termination  Event": 

(i)  it   becomes   unlawful  for  either  the   Basis   Swap   Counterparty,   any   Basis   Swap 

Counterparty  Credit  Support  Provider  or  the  Issuer  to  perform  its  obligation  to  make  a 
payment  or  delivery  or  to  receive  a  payment  or  delivery  under  the  Basis  Swap  or  to 
comply  with  any  other  material  provision  thereof  or  for  the  Basis  Swap  Counterparty  or 
any  Basis  Swap  Counterparty  Credit  Support  Provider  to  perform  its  obligations  under 
any  Basis  Swap  Counterparty  Credit  Support  Document  and  neither  party  is  able  to 
transfer  its  obligations  to  a  different  jurisdiction  or  substitute  another  entity  in  its  place  so 
that  such  illegality  ceases  to  apply; 

(ii)  because  of  (a)  any  action  taken  by. a  taxing  authority,  or  brought  in  a  court  of  competent 
jurisdiction,  on  or  after  the  Closing  Date  (regardless  of  whether  such  action  is  taken  or 
brought  with  respect  to  the  Issuer,  the  Basis  Swap  Counterparty,  or  any  Basis  Swap 
Counterparty  Credit  Support  Provider)  or  (b)  a  change  in  tax  law,  the  Basis  Swap 
Counterparty  or  any  Basis  Swap  Counterparty  Credit  Support  Provider  will,  or  there  is  a 
substantial  likelihood  that  it  will,  on  the  next  succeeding  payment  date  be  required  to 
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(1)  make  a  "gross-up"  payment  in  respect  of  an  indemnifiable  tax  or  (2)  receive  a 
payment  subject  to  withholding  or  deduction  of  a  tax  for  which  the  other  party  is  not 
required  to  make  a  "gross-up"  payment; 

(iii)  as  a  result  of  the  Basis  Swap  Counterparty  or  any  Basis  Swap  Counterparty  Credit 
Support  Provider  consolidating  or  amalgamating  with,  or  merging  with  or  into,  or 
transferring  all  or  substantially  all  its  assets  to  another  entity,  such  party  is  required  to  (a) 
make  a  "gross-up"  payment  to  the  other  party  or  (b)  receive  a  payment  from  which  an 
amount  has  been  deducted  or  withheld  for  or  on  account  of  any  indemnifiable  tax,  and 
neither  party  is  able  to  transfer  such  obligation  to  a  different  jurisdiction  or  substitute 
another  entity  in  its  place  such  that  the  withholding  or  deduction  does  not  apply; 

(iv)  the  Notes  becoming  due  and  payable  in  accordance  with  the  Indenture  at  any  time  prior 
to  their  Stated  Maturity  after  the  occurrence  of  an  Event  of  Default; 

W 

(vi)  the  Basis  Swap  Counterparty  or  the  Basis  Swap  Counterparty  Credit  Support  Provider  do 
not  satisfy  the  Required  Basis  Swap  Counterparty  Rating  and  at  least  one  of  the  following 
events  has  not  occurred:  (1)  within  the  time  period  specified  in  the  Basis  Swap  with 
respect  to  such  downgrade,  the  Basis  Swap  Counterparty  shall  transfer  the  Basis  Swap, 
in  whole,  but  not  in  part,  to  a  counterparty  that  satisfies  the  Required  Basis  Swap 
Counterparty  Rating,  (2)  within  the  time  period  specified  in  the  Basis  Swap  with  respect 
to  such  downgrade,  the  Basis  Swap  Counterparty,  so  long  as  it  has  a  long-term  rating  of 
at  least  "BBB+"  by  S&P,  shall  collateralize  its  exposure  to  the  Issuer,  subject  to  the 
satisfaction  of  the  S&P  Rating  Condition  or  the  Moody's  Rating  Condition,  as  applicable, 
(3)  within  the  time  period  specified  in  the  Basis  Swap  with  respect  to  such  downgrade, 
the  obligations  of  the  Basis  Swap  Counterparty  under  the  Basis  Swap  shall  be 
guaranteed  by  a  person  or  entity  that  satisfies  the  Required  Basis  Swap  Counterparty 
Rating,  subject  to  the  satisfaction  of  the  S&P  Rating  Condition  or  the  Moody's  Raiing 
Condition,  as  applicable,  or  (4)  within  the  time  period  specified  in  the  Basis  Swap  with 
respect  to  such  downgrade,  the  Basis  Swap  Counterparty  shall  take  such  other  steps,  if 
any,  as  each  of  the  Rating  Agencies  that  has  downgraded  the  Basis  Swap  Counterparty 
may  require  in  order  to  be  able  to  confirm  to  the  Issuer  in  writing  that  the  Basis  Swap 
Counterparty's  obligations  under  the  Basis  Swap  will  be  treated  by  such  Rating  Agency 
as  if  such  obligations  were  owed  by  a  counterparty  that  satisfies  the  Required  Basis 
Swap  Counterparty  Rating;  provided  that  in  the  case  of  subclause  (2)  above,  or  if  the 
Basis  Swap  Counterparty  has  previously  posted  collateral  due  to  a  failure  to  satisfy  the 
Required  Basis  Swap  Counterparty  Rating,  the  Basis  Swap  Counterparty  (based  on 
consultation  with  S&P)  may  be  required  to  provide  an  opinion  of  counsel  regarding  the 
Issuer's  ability  to  terminate  the  Basis  Swap,  liquidate  the  posted  collateral  and  make 
amounts  owed  to  it  free  of  any  stay  or  other  delay  due  to  a  bankruptcy  of  the  Basis  Swap 
Counterparty;  provided  that  in  the  case  of  any  of  subclauses  (1)  through  (4)  above,  such 
actions  shall  be  at  the  sole  expense  of  the  Basis  Swap  Counterparty. 

(vii)       the  designation  of  a  Credit  Default  Swap  Early  Termination  Date; 

(viii)      the  designation  of  a  Collateral  Put  Agreement  Early  Termination  Date;  or 

(ix)        a  Collateral  Default. 

Upon  the  Trustee  becoming  aware  of  the  occurrence  of  any  event  that  gives  rise  to  the  right  of 
the  Issuer  to  terminate  the  Credit  Default  Swap,  the  Basis  Swap  or  the  Collateral  Put  Agreement,  the 
Trustee  or  the  Issuing  and  Paying  Agent,  as  applicable,  will  as  promptly  as  practicable  notify  the 
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Noteholders  of  such  event  and  the  Trustee  will  terminate  any  such  agreement  on  behalf  of  the  Issuer  at 
the  direction  of  (i)  in  the  case  of  the  Credit  Default  Swap  or  the  Basis  Swap,  a  Majority  of  the  Aggregate 
USD  Equivalent  Outstanding  Amount  of  the  Notes  and  00  in  the  case  of  the  Collateral  Put  Agreement, 
100%  of  the  Aggregate  USD  Equivalent  Outstanding  Amount  of  the  Notes,  in  each  case  voting  as  a 
single  class.  In  addition,  if  an  Event  of  Default  or  a  Termination  Event  (as  such  term  is  defined  in  the 
Basis  Swap)  for  which  the  Basis  Swap  Counterparty  is  the  sole  defaulting  party  or  Affected  Party  (as  such 
term  is  defined  in  the  Basis  Swap)  under  the  Basis  Swap,  then  the  Issuer  will  have  30  days  to  enter  into  a 
replacement  credit  default  swap  and  basis  swap  (otherwise  a  Mandatory  Redemption  will  occur).  See 
"The  Credit  Default  Swap — Replacement". 

Payments  on  Basis  Swap  Early  Termination. 

Payment  by  the  Issuer.  Upon  the  occurrence  of  a  Basis  Swap  Early  Termination,  the  Issuer  will 
be  required  to  pay  to  the  Basis  Swap  Counterparty  the  following  amounts: 

(!)  any  accpjed  but  unpaid  Basis  Swap  Payment;  and 

00         any  Basis  Swap  Termination  Payment. 

Payment  by  the  Basis  Swap  Counterparty.  Upon  the  occurrence  of  a  Basis  Swap  Early 
Termination,  the  Basis  Swap  Counterparty  will  be  required  to  pay  to  the  Issuer  the  following  amounts: 

(i)  any  accrued  but  unpaid  Monthly  Basis  Swap  Payments;  and 

(ii)         any  Basis  Swap  Termination  Payment. 

As  used  herein,  "Basis  Swap  Termination  Payment"  means  the  replacement  cost  or  gain  for  a 
cash-flow  swap  with  the  financial  terms  of  the  Basis  Swap,  calculated  in  accordance  with  the  terms  of  the 
Basis  Swap. 

Amendment 

The  Basis  Swap  may  be  amended  at  any  time  without  satisfying  the  S&P  Rating  Condition  or  the 
Moody's  Rating  Condition,  or  obtaining  the  consent  of  the  Noteholders  so  long  as  such  amendment  would 
not  have  a  material  adverse  effect  on  any  Holders  of  the  Notes.  Otherwise,  the  Basis  Swap  may  be 
amended  only  with  the  satisfaction  of  the  S&P  Rating  Condition  and  the  Moody's  Rating  Condition  and 
the  consent  of  the  Noteholders  (in  a  percentage  as  would  have  been  required  had  such  amendment  been 
taken  pursuant  to  the  Indenture). 

Transfer 

Neither  the  Issuer  nor  the  Basis  Swap  Counterparty  may  transfer  its  rights  and  obligations  under 
the  Basis  Swap  without  the  prior  written  consent  of  the  other  party,  which  consent  will  not  be 
unreasonably  withheld  or  delayed,  except  that,  and  in  any  case  subject  to  the  S&P  Rating  Condition: 

(i)  a  party  may  make  such  a  transfer  of  its  rights  and  obligations  pursuant  to  a  consolidation 

or  amalgamation  with,  or  merger  into,  or  transfer  of  all  or  substantially  all  its  assets  to  or 
reorganization,  incorporation,  reincorporating  or  reconstitution  into  or  as,  another  entity; 

(ii)  a  party  may- make  such  a  transfer  of  all  or  any  part  of  its  interest  in  certain  amounts 

payable  to  it  from  a  defaulting  party  under  the  Basis  Swap;  and 

(iii)         the  Basis  Swap  Counterparty  may,  without  recourse,  transfer  the  Basis  Swap  (in  whole 
and  not  in  part  only)  to  any  of  the  Basis  Swap  Counterparty's  Affiliates  so  long  as: 
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(a)  (1)  such  Affiliate  has  a  long-term,  unsecured,  unsubordinated  debt  obligation 
rating  or  financial  program  rating  (or  other  similar  ratings)  by  S&P  and  Moody's 
which  are  equal  to  or  greater  than  the  comparable  long-term,  unsecured, 
unsubordinated  debt  obligation  rating  or  financial  program  rating  (or  other  similar 
ratings)  of  the  Basis  Swap  Counterparty  immediately  prior  to  such  transfer,  or  (2) 
the  obligations  transferred  to  such  transferee  must  be  guaranteed  by  the  Basis 
Swap  Counterparty  pursuant  to  a  guaranty  in  substantially  the  form  of  the 
guaranty  of  any  Basis  Swap  Counterparty  Credit  Support  Provider  or  other 
agreement  or  instrument  consented  to  by  the  Issuer  or  other  agreement  or 
instrument  mutually  agreed  upon  by  both  parties  and  satisfactory  to  S&P; 

(b)  the  Issuer  will  not  have  to  make  any  tax  gross-up  payments  to  such  Affiliate  in  an 
amount  greater  than  what  the  Issuer  would  have  been  required  to  pay  to  the 
Basis  Swap  Counterparty  in  the  absence  of  such  transfer; 

/r,\                   or..,     nawmont     noirt     hw    Cllfh      Affiliate    tn    thp     ICQIIpr    Ul/ill     nflt     hfi     SllhiffOt    tO    SHV 
iuj  aiiy     Mtayniv.nl     mmi«     *sj     tswvii    «  * utv     *«     ■.■•«*     ,«™— — .      -. — j — -j 

withholding  tax  in  excess  of  what  the  Basis  Swap  Counterparty  would  have  been 
required  to  so  withhold  or  deduct  in  the  absence  of  such  transfer; 

(d)  it  does  not  become  unlawful  for  either  party  to  perform  any  obligation  under  the 
Basis  Swap  as  a  result  of  such  transfer;  and 

(e)  a  Basis  Swap  Early  Termination  does  not  occur  as  a  result  of  such  transfer. 
Replacement 

See  "The  Credit  Default  Swap— Replacement". 

Guarantee 

GS  Group  will  guarantee  the  obligations  of  the  Basis  Swap  Counterparty  under  the  Basis  Swap. 

THE  COLLATERAL  PUT  AGREEMENT 

The  following  description  of  the  Collateral  Put  Agreement  is  a  summary  of  certain  provisions  of 
the  Collateral  Put  Agreement.  The  following  summary  does  not  purport  to  be  complete,  and  is  qualified  in 
its  entirety  by  reference  to  the  detailed  provisions  of  the  Collateral  Put  Agreement. 

The  Notes  do  not  represent  an  obligation  of  the  Collateral  Put  Provider.  Noteholders  will  not  have 
any  right  to  proceed  directly  against  the  Collateral  Put  Provider  in  respect  of  the  Collateral  Put  Provider's 
obligations  under  the  Collateral  Put  Agreement.  However,  the  Holders  of  a  Majority  of  the  Aggregate 
USD  Equivalent  Outstanding  Amount  of  the  Notes  voting  as  a  single  class  will  have  the  right  to  direct  the 
Issuer  with  respect  to  the  enforcement  of  any  claims  that  it  may  have  against  the  Collateral  Put  Provider. 
Notwithstanding  the  foregoing,  if  the  Collateral  Put  Provider  is  the  sole  defaulting  party  or  Affected  Party 
under  the  Collateral  Put  Agreement,  then  the  Issuer  will  have  30  days  to  enter  into  a  replacement  credit 
default  swap  and  basis  swap  (otherwise  a  Mandatory  Redemption  will  occur).  See  'The  Credit  Default 
Swap — Replacement". 

On  each- Payment  Date,  the  Issuer  will  pay  to  the  Collateral  Put  Provider  an  amount,  in  Dollars,, 
(each,  a  "Collateral  Put  Provider  Fee  Amount")  equal  to  the  product  of: 

(i)         a  rate  of  0.06%  per  annum;  and 
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00        the  Aggregate  USD  Equivalent  Outstanding  Amount  of  the  Notes  on  the  first  day  of  the 
preceding  Interest  Accrual  Period;  and 

(iii)       the  actual  number  of  days  in  the  preceding  Interest  Accrual  Period  divided  by  360. 

Effective  Date  and  Scheduled  Termination 

The  effective  date  of  the  Collateral  Put  Agreement  will  be  the  Closing  Date. 

Unless  terminated  prior  to  its  scheduled  termination  date,  the  Collateral  Put  Agreement  will 
terminate  on  March  1,  2038. 

Payments  and  Delivery 

In  connection  with  any  liquidation  of  the  Collateral  (other  than  Put  Excluded  Collateral)  in 
connection  with  (i)  the  payment  of  any  Currency  Adjusted  Notional  Principal  Adjustment  Amount  by  the 
Issuer  to  the  applicable  Noteholders,  (ii)  an  Optional  Redemption  in  Whole  or  a  Partial  Optional 
Redemption  or  (iii)  a  Stated  Maturity  of  any  Series  of  Notes,  if  (x)  the  Collateral  Disposal  Agent  is  unable 
to  obtain  at  least  100%  of  par  for  a  Collateral  Security  and/or  (y)  the  Trustee  is  unable  to  obtain  at  least 
100%  of  par  for  Eligible  Investments  (in  each  case  (i)  other  than  Put  Excluded  Collateral  and  (ii)  excluding 
any  accrued  and  unpaid  interest),  theCollateral  Disposal  Agent  will  inform  the  Trustee  and  the  Issuer  (in 
the  case  of  (x)  above)  and  the  Trustee  will  inform  the  Issuer  (in  the  case  of  (y)  above).  The  Trustee  will 
then,  on  behalf  of  the  Issuer,  exercise  the  Issuer's  right  under  the  Collateral  Put  Agreement  pursuant  to 
which  the  Trustee  will  deliver  such  Collateral  (other  than  Put  Excluded  Collateral)  to  the  Collateral  Put 
Provider  in  exchange  for  the  payment  by  the  Collateral  Put  Provider  to  the  Issuer  of  an  amount  equal  to 
100%  of  par  for  such  Collateral  (plus  accrued  and  unpaid  interest). 

The  Collateral  Put  Agreement  will  not  apply  to  the  liquidation  of  Collateral  to  fund  the  payment  of 
(0  Cash  Settlement  Amounts  to  the  Protection  Buyer  or  (ii)  principal  of  the  Notes  in  connection  with  a 
Mandatory  Redemption. 

Collateral  Put  Agreement  Early  Termination 

Upon  the  occurrence  of  an  early  termination  of  the  Collateral  Put  Agreement,  (i)  the  Issuer  will  be 
required  to  pay  to  the  Collateral  Put  Provider  any  accrued  but  unpaid  Collateral  Put  Provider  Fee  Amount, 
(ii)  the  Collateral  Put  Provider  will  be  required  to  pay  the  Issuer  any  unpaid  amounts  with  respect  to  its 
purchase  of  Collateral  Securities  from  the  Issuer  pursuant  to  the  Collateral  Put  Agreement  and  (iii)  no 
other  amounts  will  be  payable  pursuant  to  the  Collateral  Put  Agreement. 

Collateral  Put  Agreement  Event  of  Default. 

The  occurrence  of  any  of  the  following  events  will  constitute  a  "Collateral  Put  Agreement  Event 
of  Default": 

(i)  failure  by  the  Issuer,  the  Collateral  Put  Provider  or  the  Collateral  Put  Provider  Credit 

Support  Provider  to  make,  when  due,  any  payment  under  the  Collateral  Put  Agreement, 
and  the  continuance  of  such  failure  for  three  Business  Days  after  notice  of  such  failure  is 
given  to  such  party; 

_  -(ii).-._ -. (a)  failure  by-the  Collateral  Put  Provider  or  the  Collateral  Put  Provider  Credit.Support 
Provider  to  comply  with  or  perform  any  agreement  or  obligation  to  be  complied  with  or 
performed  by  it  in  accordance  with  the  Collateral  Put  Provider  Credit  Support  Document 
if  such  failure  is  continuing  after  any  applicable  grace  period  has  elapsed;  (b)the 
expiration  or  termination  of  the  Collateral  Put  Provider  Credit  Support  Document  or  the 
failing  or  ceasing  of  such  Collateral  Put  Provider  Credit  Support  Document  to  be  in  full 
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force  and  effect  for  the  purpose  of  the  Collateral  Put  Agreement  Cm  either  case  other 
than  in  accordance  with  its  terms)  prior  to  the  satisfaction  of  all  obligations  of  the 
Collateral  Put  Provider  under  the  Collateral  Put  Agreement  without  the  written  consent  of 
the  Issuer,  and  (c)  the  Collateral  Put  Provider  or  the  Collateral  Put  Provider  Credit 
Support  Provider  disaffirms,  disclaims,  repudiates  or  rejects,  in  whole  or  in  part,  or 
challenges  the  validity  of,  the  Collateral  Put  Provider  Credit  Support  Document;  or 

(iii)  the  occurrence  of  certain  events  of  bankruptcy,  insolvency,  conservatorship,  receivership 
or  reorganization  with  respect  to  the  Issuer,  the  Collateral  Put  Provider  or  the  Collateral 
Put  Provider  Credit  Support  Provider. 

Collateral  Put  Agreement  Termination  Events. 

The  occurrence  of  any  of  the  following  events  will  constitute  a  "Collateral  Put  Agreement 
Termination  Event": 

(i)  it  becomes  unlawful  for  either  the  Collateral  Put  Provider,  the  Collateral  Put  Provider 

Credit  Support  Provider  or  the  Issuer  to  perform  its  obligation  to  make  a  payment  or 
delivery  or  to  receive  a  payment  or  delivery  under  the  Collateral  Put  Agreement  or  to 
comply  with  any  other  material  provision  thereof  or  for  the  Collateral  Put  Provider  or  any 
Collateral  Put  Provider  Credit  Support  Provider  to  perform  its  obligations  under  the 
Collateral  Put  Provider  Credit  Support  Document  and  neither  party  is  able  to  transfer  its 
obligations  to  a  different  jurisdiction  or  substitute  another  entity  in  its  place  so  that  such 
illegality  ceases  to  apply; 

(ii)  because  of  (a)  any  action  taken  by  a  taxing  authority,  or  brought  in  a  court  of  competent 
jurisdiction,  on  or  after  the  Closing  Date  (regardless  of  whether  such  action  is  taken  or 
brought  with  respect  to  the  Issuer,  the  Collateral  Put  Provider,  or  the  Collateral  Put 
Provider  Credit  Support  Provider)  or  (b)  a  change  in  tax  law,  the  Collateral  Put  Provider 
or  the  Collateral  Put  Provider  Credit  Support  Provider  will,  or  there  Is  a  substantial 
likelihood  that  it  will,  on  the  next  succeeding  payment  date  be  required  to  (1)  make  a 
"gross-up"  payment  in  respect  of  an  indemnifiable  tax  or  (2)  receive  a  payment  subject  to 
withholding  or  deduction  of  a  tax  for  which  the  other  party  is  not  required  to  make  a 
"gross-up"  payment; 

(iii)  as  a  result  of  the  Collateral  Put  Provider  or  the  Collateral  Put  Provider  Credit  Support 
Provider  consolidating  or  amalgamating  with,  or  merging  with  or  into,  or  transferring  all  or 
substantially  all  its  assets  to  another  entity,  such  party  is  required  to  (a)  make  a  "gross- 
up"  payment  to  the  other  party  or  (b)  receive  a  payment  from  which  an  amount  has  been 
deducted  or  withheld  for  or  on  account  of  any  indemnifiable  tax,  and  neither  party  is  able 
to  transfer  such  obligation  to  a  different  jurisdiction  or  substitute  another  entity  in  its  place 
such  that  the  withholding  or  deduction  does  not  apply; 

(iv)  the  Notes  becoming  due  and  payable  in  accordance  with  the  Indenture  at  any  time  prior 
to  their  Stated  Maturity  after  the  occurrence  of  an  Event  of  Default; 

(v)  an  Adverse  Tax  Event; 

(vi)  the  designation  of  a  Credit  Default  Swap  Early  Termination  Date; 

(vii)  the  designation  of  a  Basis  Swap  Early  Termination  Date; 

(viii)  a  Collateral  Default;  or 
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<ix)        if  (a)  the  Collateral  Put  Provider  no  longer  satisfies  the  Replacement  Counterparty  Rating 
and  (b)  none  of  the  following  events  has  occurred: 

(1)  within  five  Business  Days  of  such  failure  to  satisfy  the  Replacement  Counterparty 
Rating,  GSI,  a  replacement  counterparty  or  an  entity  that  guarantees  the 
obligations  of  GSI  or  such  replacement  counterparty,  as  the  case  may  be,  posts 
eligible  collateral,  pursuant  to  a  credit  support  annex  (the  "Credit  Support 
Annex"),  to  the  Issuer  in  an  amount  that  satisfies  the  S&P  Rating  Condition  and 
the  Moody's  Rating  Condition;  or 

(2)  within  30  days  of  such  Collateral  Put  Provider  failing  to  satisfy  the  Replacement 
Counterparty  Rating,  if  GSI,  a  replacement  counterparty  or  an  entity  that 
guarantees  the  obligations  of  GSI  or  such  replacement  counterparty,  as  the  case 
may  be,  does  not  elect  to  post  eligible  collateral  to  the  Issuer  in  accordance  with 
subclause  (i)  above: 

(A)  GSI  or  a  replacement  counterparty,  as  the  case  may  be,  transfers  the 
Collateral  Put  Agreement,  in  whole,  but  not  in  part,  to  a  counterparty  that 
satisfies  the  Replacement  Counterparty  Rating,  subject  to  "—Transfer" 
below; 

(B)  the  obligations  of  GSI,  a  replacement  counterparty  or  an  entity  that 
guarantees  the  obligations  of  GSI  or  such  replacement  counterparty,  as 
the  case  may  be,  under  the  Collateral  Put  Agreement  are  guaranteed  by 
a  Person  that  satisfies  the  Replacement  Counterparty  Rating; 

(C)  (I)  GSI,  a  replacement  counterparty  or  an  entity  that  guarantees  the 
obligations  of  GSI  or  such  replacement  counterparty,  as  the  case  may 
be,  purchases  from  the  Issuer  at  a  price  of  100%  any  Collateral  Security 
that  has  a  market  value  of  95%  or  less,  as  determined  by  the  Collateral 
Disposal  Agent  and  (II)  after  giving  effect  to  the  purchase  described  in 
the  preceding  subclause,  the  S&P  Rating  Condition  and  the  Moody's 
Rating  Condition  will  be  satisfied;  or 

(D)  GSI,  a  replacement  counterparty  or  an  entity  that  guarantees  the 
obligations  of  GSI  or  such  replacement  counterparty,  as  the  case  may 
be,  takes  such  other  steps,  if  any,  as  S&P  or  Moody's,  as  the  case  may 
be,  may  require  in  order  to  be  able  to  confirm  to  the  Issuer  in  writing  that 
GSI's,  a  replacement  counterparty's  or  an  entity's  that  guarantees  the 
obligations  of  GSI  or  such  replacement  counterparty,  as  the  case  may 
be,  obligations  under  the  Collateral  Put  Agreement  will  be  treated  by 
such  Rating  Agency  as  if  such  obligations  were  owed  by  a  counterparty 
that  satisfies  the  Replacement  Counterparty  Rating. 

Upon  the  Trustee  becoming  aware  of  the  occurrence  of  any  event  that  gives  rise  to  the  right  of 
the  Issuer  to  terminate  the  Credit  Default  Swap,  the  Basis  Swap  or  the  Collateral  Put  Agreement,  the 
Trustee  or  the  Issuing  and  Paying  Agent,  as  applicable,  will  as  promptly  as  practicable  notify  the 
Noteholders  of  such  event  and  the  Trustee  will  terminate  any  such  agreement  on  behalf  of  the  Issuer  at 
the  direction  of  (i)  in  the  case  of  the  Credit  Default  Swap  or  the  Basis  Swap,  a  Majority  of  the  Aggregate 
USD  Equivalent  Outstanding  Amount  of  the  Notes  and  (ii)  in  the  case  of  the  Collateral  Put  Agreement, 
100%  of  the  Aggregate  USD  Equivalent  Outstanding  Amount  of  the  Notes,  in  each  case  voting  as  a 
single  class.  In  addition,  if  an  Event  of  Default  or  a  Termination  Event  (as  such  term  is  defined  in  the 
Collateral  Put  Agreement)  for  which  the  Collateral  Put  Provider  is  the  sole  defaulting  party  or  Affected 
Party  (as  such  term  is  defined  in  the  Collateral  Put  Agreement)  under  the  Collateral  Put  Agreement,  then 
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the  Issuer  will  have  30  days  to  enter  into  a  replacement  credit  default  swap  and  basis  swap  (otherwise  a 
Mandatory  Redemption  will  occur).  See  'The  Credit  Default  Swap— Replacement".  In  connection  with 
any  Noteholder  vote  to  terminate  the  Collateral  Put  Agreement,  any  Notes  held  by  or  on  behalf  of  the 
Collateral  Put  Provider  or  any  of  its  Affiliates  will  have  no  voting  rights  and  will  be  deemed  not  to  be 
Outstanding  in  connection  with  any  such  vote. 

Amendment 

The  Collateral  Put  Agreement  may  be  amended  at  any  time  without  satisfying  the  S&P  Rating 
Condition  and  the  Moody's  Rating  Condition  or  obtaining  the  consent  of  the  Noteholders  so  long  as  such 
amendment  would  not  have  a  material  adverse  effect  on  any  Holders  of  the  Notes.  Otherwise,  the 
Collateral  Put  Agreement  may  be  amended  only  with  the  satisfaction  of  the  S&P  Rating  Condition  and  the 
Moody's  Rating  Condition  and  the  consent  of  the  Noteholders  (in  a  percentage  as  would  have  been 
required  had  such  amendment  been  taken  pursuant  to  the  Indenture). 

Transfer 

Neither  the  Issuer  nor  the  Collateral  Put  Provider  may  transfer  its  rights  and  obligations  under  the 
Collateral  Put  Agreement  without  the  prior  written  consent  of  the  other  party,  which  consent  will  not  be 
unreasonably  withheld  or  delayed,  except  that,  and  in  any  case  subject  to  the  S&P  Rating  Condition: 

(i)  a  party  may  make  such  a  transfer  of  its  rights  and  obligation  pursuant  to  a  consolidation 

or  amalgamation  with,  or  merger  into,  or  transfer  of  all  or  substantially  all  its  assets  to  or 
reorganization,  incorporation,  reincorporating  or  reconstitution  into  or  as,  another  entity; 

(ii)  a  party  may  make  such  a  transfer  of  all  or  any  part  of  its  interest  in  certain  amounts 

payable  to  it  from  a  defaulting  party  under  the  Collateral  Put  Agreement;  and 

(iii)         the  Collateral  Put  Provider  may,  without  recourse,  transfer  the  Collateral  Put  Agreement 
(in  whole  and  not  in  part  only)  to  any  of  the  Collateral  Put  Provider's  Affiliates  so  long  as: 

(a)  GS  Group  (or  another  entity  with  a  credit  rating  at  least  equal  to  that  of  GS 
Group)  guarantees  such  transferred  obligations  of  the  transferee  pursuant  to  a 
guaranty  in  substantially  the  form  of  the  guaranty  of  GS  Group  specified  in  the 
Collateral  Put  Agreement,  or  such  transferee  must  have  a  credit  rating  at  least 
equal  to  that  of  GS  Group; 

(b)  the  Issuer  will  not  have  to  make  any  tax  gross-up  payments  to  such  Affiliate  in  an 
amount  greater  than  what  the  Issuer  would  have  been  required  to  pay  to  the 
Collateral  Put  Provider  in  the  absence  of  such  transfer; 

(c)  any  payment  paid  by  such  Affiliate  to  the  Issuer  will  not  be  subject  to  any 
withholding  tax  in  excess  of  what  the  Collateral  Put  Provider  would  have  been 
required  to  so  withhold  or  deduct  in  the  absence  of  such  transfer; 

(d)  it  does  not  become  unlawful  for  either  party  to  perform  any  obligation  under  the 
Collateral  Put  Agreement  or  the  Credit  Support  Annex,  if  any,  as  a  result  of  such 
transfer;  and 

(e)  a  Collateral  Put  Agreement  Early  Termination  does  not  occur  as  a  result  of  such 
transfer. 
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Replacement 

See  "The  Credit  Default  Swap— Replacement". 

Guarantee 

GS  Group  will  guarantee  the  obligations  of  the  Collateral  Put  Provider  under  the  Collateral  Put 
Agreement. 

THE  COLLATERAL  DISPOSAL  AGREEMENT 

On  the  Closing  Date,  the  Issuer  will  enter  into  the  Collateral  Disposal  Agreement  (the  "Collateral 
Disposal  Agreement")  with  Goldman,  Sachs  &  Co.  (in  such  capacity,  the  "Collateral  Disposal  Agent"). 
The  following  description  of  the  Collateral  Disposal  Agreement  is  a  summary  of  certain  provisions  of  the 
Collateral  Disposal  Agreement.  The  following  summary  does  not  purport  to  be  complete,  and  is  qualified 
in  its  entirety  by  reference  to  the  detailed  provisions  of  the  Collateral  Disposal  Agreement. 

The  Notes  do  not  represent  an  obligation  of  the  Collateral  Disposal  Agent.  Noteholders  will  not 
have  any  right  to  proceed  directly  against  the  Collateral  Disposal  Agent  in  respect  of  the  Collateral 
Disposal  Agent's  obligations  under  the  Collateral  Disposal  Agreement.  However,  the  Holders  of  a 
Majority  of  the  Aggregate  USD  Equivalent  Outstanding  Amount  of  the  Notes  voting  as  a  single  class  will 
have  the  right  to  direct  the  Issuer  with  respect  to  the  enforcement  of  any  claims  that  it  may  have  against 
the  Collateral  Disposal  Agent. 

Liquidation 

In  connection  with  any  liquidation  in  part  of  the  portfolio  of  Collateral  Securities  for  any  of  the 
circumstances  described  in  subclauses  (i),  (ii),  (v)  and  (viii)  under  "Summary— The  Collateral  Securities- 
Supplemental  Collateral  Securities— Liquidation  of  Collateral  Securities",  the  Collateral  Disposal  Agent 
will  determine  the  Selected  Collateral  Securities  to  be  liquidated  (if  applicable,  after  taking  into 
consideration  any  proceeds  from  the  liquidation  of  any  Eligible  Investments);  provided  that  any  such 
Selected  Collateral  Securities  will  be  denominated  in  the  same  currency  as  the  Notes  for  which  the 
Currency  Adjusted  Aggregate  Outstanding  Amount  is  reduced  by  the  related  Currency  Adjusted  Credit 
Event  Adjustment  Amount,  Currency  Adjusted  Notional  Principal  Adjustment  Amount,  Partial  Optional 
Redemption  or  a  Stated  Maturity,  as  applicable. 

In  connection  with  any  liquidation  of  any  Collateral  Securities,  the  Collateral  Disposal  Agent  will 
use  commercially  reasonable  efforts  to  solicit  bids  on  behalf  of  the  Issuer.  The  Collateral  Disposal  Agent 
may,  in  its  sole  discretion,  bid  up  to  100%  of  the  principal  amount  of  a  Collateral  Security  (excluding  any 
accrued  interest)  if  the  Collateral  Disposal  Agent  is  not  able  to  procure  a  third-party  bid  of  at  least  100%. 
If  such  liquidation  is  in  connection  with  the  payment  by  the  Issuer  of  a  Currency  Adjusted  Notional 
Principal  Adjustment  Amount  to  the  applicable  Noteholders  or  an  Optional  Redemption  in  Whole  or  Partial 
Optional  Redemption,  the  Issuer  will  have  the  benefit  of  the  Collateral  Put  Agreement  and  no  Collateral 
Security  will  be  liquidated  at  less  than  100%  of  par.  See  "The  Collateral  Put  Agreement". 

In  connection  with  any  liquidation  of  Collateral  Securities  as  described  in  subclause  (vii)  under 
"Summary— The  Collateral  Securities — Supplemental  Collateral  Securities— Liquidation  of  Collateral 
Securities",  the  Collateral  Disposal  Agent  will  perform  the  acts  described  under  "Description  of  the 
Notes— Mandatory  Redemption",  including,  but  not  limited  to,  those  acts  described  in  the  Special 
Termination  Liquidation  Procedure. 
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Early  Termination 

The  Collateral  Disposal  Agreement  will  terminate  on  the  earlier  of  (i)  the  final  Stated  Maturity  of 
any  Series  of  Notes,  (ii)  the  Optional  Redemption  Date,  (Hi)  the  Mandatory  Redemption  Date,  (iv)  a 
liquidation  of  all  Collateral  Securities  following  the  occurrence  of  an  Event  of  Default  and  (v)  the 
termination  of  the  Indenture  in  accordance  with  its  terms. 

Exercise  of  Put,  Repurchase  or  Similar  Right 

Notwithstanding  any  provision  to  the  contrary  contained  herein,  the  Collateral  Disposal  Agent  will 
direct  the  Trustee  to  exercise  any  put  right,  right  under  repurchase  agreement  or  other  similar  right  that 
the  Issuer  has  under  any  Collateral  Security  within  the  applicable  time  period. 

Credit  Support  Amount  Due  and  Payable 

If  a  Credit  Support  Annex  has  been  entered  into  by  the  Collateral  Put  Provider  and  the  Issuer 
and  any  credit  support  amount  becomes  due  and  payable  pursuant  to  the  terms  thereof,  the  Collateral 
Disposal  Agent  will  (i)  calculate  the  market  value  of  each  Collateral  Security  and  (ii)  notify  the  Collateral 
Put  Provider  of  any  such  Collateral  Security  that  has  a  market  value  of  95%  or  less. 

Amendment 

The  Collateral  Disposal  Agreement  may  be  amended  only  (i)  if  the  S&P  Rating  Condition  and  the 
Moody's  Rating  Condition  have  been  satisfied  and  (ii)  with  the  consent  of  a  Majority  of  the  Aggregate 
USD  Equivalent  Outstanding  Amount  of  the  Notes  voting  as  a  single  class  and  the  Protection  Buyer. 
However,  the  Collateral  Disposal  Agreement  may  be  amended  at  any  time  without  the  consent  of  the 
Noteholders  so  long  as  such  amendment  will  not  (i)  reduce  in  any  manner  the  amount  of,  or  delay  the 
timing  of,  payments  which  are  required  to  be  made  to  the  Issuer  or  (ii)  materially  adversely  affect  the 
Noteholders  (as  evidenced  by  a  failure  of  a  Majority  of  the  Noteholders  to  object  to  such  amendment 
within  10  Business  Days  of  the  Issuers  delivering  a  notice  of  such  amendment  to  aii  Noteholders). 

THE  PORTFOLIO  SELECTION  AGENT 

The  information  appearing  in  this  section  (other  than  the  information  contained  under  the  heading 
"General")  has  been  prepared  by  the  Portfolio  Selection  Agent  and  has  not  been  independently  verified 
by  the  Issuers,  the  Initial  Purchaser  or  any  other  person  or  entity.  None  of  the  Issuers  or  the  Initial 
Purchaser  assumes  any  responsibility  for  the  accuracy,  completeness  or  applicability  of  such  information. 
Accordingly,  the  Portfolio  Selection  Agent  assumes  sole  responsibility  for  the  accuracy,  completeness  or 
applicability  of  such  information.  The  Portfolio  Selection  Agent  does  not  assume  responsibility  for  any 
other  information  in  this  Offering  Circular. 

General 

The  Portfolio  Selection  Agent  will,  pursuant  to  the  terms  of  the  Portfolio  Selection  Agreement,  (a) 
select  the  Initial  Reference  Portfolio  and  (b)  have  the  right  to  review  the  calculations  of  the  Credit  Default 
Swap  Calculation  Agent  and  the  Trustee  on  any  Determination  Date.  The  Portfolio  Selection  Agent  will 
not  be  responsible  for  producing  or  providing  reports,  notices  or  other  information  relating  to  the  Notes  or 
the  Reference  Portfolio.  The  Portfolio  Selection  Agent  will  not  provide  any  other  services  to  the  Issuer  or 
act  as  the  "collateral  manager"  for  the  Collateral.  The  Portfolio  Selection  Agent  will  not  have  any  fiduciary 
duties  or  other  duties  to  the  Issuer  or  to  the  holders  of  the  Notes  and  will  not  have  any  ability  to  direct  the 
Trustee  to  dispose  of  any  items  of  Collateral. 

The  Portfolio  Selection  Agent  is  not  permitted  under  the  terms  of  the  Credit  Default  Swap  to 
remove  or  replace  any  Reference  Obligations  at  any  time. 
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The  Portfolio  Selection  Agent,  its  Affiliates  or  client  accounts  for  which  the  Portfolio  Selection 
Agent  or  its  Affiliates  act  as  investment  advisor  may  at  times  own  Notes.  Any  Notes  owned  by  the 
Portfolio  Selection  Agent  or  its  Affiliates  are  subject  to  disposition  by  such  parties  in  their  discretion.  At 
any  given  time  the  Portfolio  Selection  Agent  and  its  Affiliates  will  be  entitled  to  vote  with  respect  to  any 
Notes  held  by  them  and  by  such  accounts  with  respect  to  all  other  matters.  See  "Risk  Factors — Certain 
Conflicts  of  Interest  Relating  to  the  Portfolio  Selection  Agent  and  its  Affiliates". 

ACA  Management,  L.L.C. 

ACA  Management,  L.L.C.  ("ACA  Management"),  a  Delaware  limited  liability  company  formed  on 
May  4,  2001  to  provide  asset  management  services  to  affiliated  and  non-affiliated  investors,  will  be  the 
portfolio  selection  agent  under  the  Portfolio  Selection  Agreement  (in  such  capacity,  together  with  any 
successor,  the  "Portfolio  Selection  Agent"). 

ACA  Management  is  registered  as  an  "investment  adviser"  under  the  U.S.  Investment  Advisers 
Act  of  1940,  as  amended  (the  "Advisers  Act"). 

ACA  Management  is  an  indirect  wholly-owned  subsidiary  of  ACA  Capital  Holdings,  Inc.  ("ACA 
Capital  Holdings").  ACA  Capital  Holdings  is  a  publicly  traded  company  listed  on  the  New  York  Stock 
Exchange  under  the  ticker  "ACA."  Shareholders  owning  more  than  5%  of  ACA  Capital  Holdings' 
outstanding  common  stock  include  Bear  Stearns  Merchant  Banking,  GCC  Investments,  Inc.,  S.F.  Holding 
Corp.,  Third  Avenue  Value  Fund  and  Perry  Corp.  In  addition  to  ACA  Management,  ACA  Capital  Holdings' 
significant  subsidiaries  include  ACA  Risk  Solutions,  LLC.  ("ACA  Risk  Solutions"),  ACA  Management's 
direct  parent  corporation,  ACA  Service,  L.L.C.  ("ACA  Service"),  the  holding  company  for  the  ACA  Capital 
Holding's  U.S.  structured  finance  businesses  and  direct  parent  corporation  of  ACA  Risk  Solutions,  and 
ACA  Financial  Guaranty  Corporation  ("ACA  Guaranty"),  a  financial  guaranty  insurance  corporation  and 
the  direct  parent  corporation  of  ACA  Service.  Both  ACA  Risk  Solutions  and  ACA  Service  are  Delaware 
limited  liability  corporations  and  ACA  Guaranty  is  a  Maryland  stock  insurance  company.  ACA  Capital 
Holdings  and  its  subsidiaries,  including  ACA  Management,  are  referred  to  herein  as  "ACA  Capital".  The 
offices  of  ACA  Capital  and  all  of  its  U.S.  domiciled  subsidiaries  are  located  at  140  Broadway,  47th  Floor, 

incw  Yuiiv,  new    iOii\  Iuuuj. 

ACA  Service  will  assist  the  Portfolio  Selection  Agent  in  selecting  the  Initial  Reference  Portfolio. 

ACA  Guaranty  has  "A"  financial  strength  and  financial  enhancement  ratings  from  S&P.  The  S&P 
rating  reflects  S&P's  current  assessment  of  the  creditworthiness  of  ACA  Guaranty  and  its  ability  to  pay 
claims  on  its  policies  of  insurance.  Any  further  explanation  as  to  the  significance  of  the  S&P's  rating  may 
be  obtained  only  from  S&P.  The  S&P  rating  is  not  a  recommendation  to  buy,  sell  or  hold  any  securities, 
and  such  rating  may  be  subject  to  revision  or  withdrawal  at  any  time  by  S&P. 

THE  PORTFOLIO  SELECTION  AGREEMENT 

The  following  summary  describes  certain  provisions  of  the  Portfolio  Selection  Agreement.  The 
summary  does  not  purport  to  be  complete  and  is  subject  to,  and  qualified  in  its  entirety  by  reference  to, 
the  provisions  of  the  Portfolio  Selection  Agreement. 

The  Portfolio  Selection  Agent  will,  pursuant  to  the  Portfolio  Selection  Agreement,  select  the  Initial 
Reference  Portfolio  and  have  the  right  to  review  the  calculations  of  the  Credit  Default  Swap  Calculation 
Agent  and  the  Trustee  on  any  Determination  Date. 

As  compensation  for  the  performance  of  its  obligations  as  Portfolio  Selection  Agent  under  the 
Portfolio  Selection  Agreement,  the  Portfolio  Selection  Agent  will  receive  a  fee  (the  "Portfolio  Selection 
Fee"),  to  the  extent  of  the  funds  available  for  such  purpose  in  accordance  with  the  Priority  of  Payments. 
The  Portfolio  Selection  Fee  will  accrue  daily  from  the  Closing  Date  and  will  be  an  amount  equal  to  the 
sum  of  (x)  with  respect  to  each  Payment  Date,  the  sum  of  the  quotients  determined  for  each  Class  of 
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Notes  on  each  day  of  the  related  Interest  Accrual  Period  of  (i)  the  product  of  (a)  the  average  daily 
Aggregate  USD  Equivalent  Outstanding  Amount  of  such  Class  during  the  preceding  Interest  Accrual 
Period,  (b)  the  Applicable  Class  Portfolio  Selection  Fee  Rate  with  respect  to  such  Class  of  Notes  and  (c) 
the  actual  number  of  days  in  the  preceding  Interest  Accrual  Period  divided  by  (ij)  360,  payable  in  arrears 
on  each  Payment  Date  and  (y)  on  the  Payment  Date  occurring  in  April  2008  and  occurring  in  each 
successive  April  to  and  including  the  Payment  Date  immediately  following  the  end  of  the  Non-Call  Period, 
an  amount  equal  to  the  excess  (if  any)  of  (1)  $1,000,000  over  (2)  the  aggregate  of  all  Portfolio  Selection 
Fees  payable  to  the  Portfolio  Selection  Agent  from  and  excluding  the  Payment  Date  occurring  in  April  of 
the  immediately  preceding  year  (or  in  the  case  of  the  Payment  Date  occurring  in  April  2008,  from  the 
Closing  Date)  and  the  Portfolio  Selection  Fee  that  is  payable  by  the  Issuer  to  the  Portfolio  Selection  Agent 
pursuant  to  clause  (x)  on  such  date. 

To  the  extent  not  paid  on  any  Payment  Date  when  due,  any  accrued  Portfolio  Selection  Fee  will 
be  deferred  and  will  be  payable  on  the  next  subsequent  Payment  Date  on  which  funds  are  available  for 
the  payment  thereof  in  accordance  with  the  Priority  of  Payments.  Any  unpaid  Portfolio  Selection  Fee  that 
is  deferred  due  to  the  operation  of  the  Priority  of  Payments  will  not  accrue  interest. 

The  Portfolio  Selection  Agent  will  be  responsible  for  its  own  expenses  and  costs  incurred  in  the 
course  of  performing  its  obligations  under  the  Portfolio  Selection  Agreement. 

The  Portfolio  Selection  Agent  will  not  be  liable  to  the  Issuers,  the  Trustee,  the  Initial  Purchaser, 
the  Noteholders,  the  Protection  Buyer,  the  Collateral  Put  Provider,  the  Basis  Swap  Counterparty,  the 
Collateral  Disposal  Agent  or  any  of  their  respective  Affiliates,  partners,  shareholders,  officers,  directors, 
employees,  agents,  accountants  and  attorneys  for  any  losses,  damages,  claims,  liabilities,  costs  or 
expenses  (including  attorney's  fees)  incurred  as  a  result  of  the  actions  taken  or  recommended  by  or  on 
behalf  of  the  Portfolio  Selection  Agent  under  the  Portfolio  Selection  Agreement,  the  Credit  Default  Swap 
or  the  Indenture,  except  by  reason  of  acts  constituting  bad  faith,  willful  misconduct,  gross  negligence  or 
reckless  disregard  of  its  duties  and  obligations  thereunder. 

The  Portfolio  Selection  Agent  and  any  of  its  Affiliates  may  engage  in  other  businesses  and  may 
furnish  investment  management  and  advisory  services  to  related  entities  whose  investment  policies  may 
differ  from  or  be  similar  to  those  followed  by  the  Portfolio  Selection  Agent  on  behalf  of  the  Issuer,  as 
required  by  the  Portfolio  Selection  Agreement.  The  Portfolio  Selection  Agent  and  its  Affiliates  will  be  free, 
in  their  sole  discretion,  to  make  recommendations  to  others,  or  effect  transactions  on  behalf  of 
themselves  or  others  which  may  be  the  same  as  or  different  from  those  effected  with  respect  to  the 
Reference  Portfolio.  In  addition,  the  Portfolio  Selection  Agent  and  its  Affiliates  may,  from  time  to  time, 
cause,  direct  or  recommend  that  their  clients  buy  or  sell  securities  of  the  same  or  different  kind  or  class  of 
the  same  issuer  as  securities  that  are  part  of  the  Reference  Portfolio  and  that  the  Portfolio  Selection 
Agent  directs  to  be  included  in  or  removed  from  the  Reference  Portfolio.  See  "Risk  Factors — Certain 
Conflicts  of  Interest  Relating  to  the  Portfolio  Selection  Agent  and  its  Affiliates." 

Neither  the  Portfolio  Selection  Agent  nor  any  of  its  Affiliates  are  under  any  obligation  to  maintain 
any  investment  in  the  Notes. 

ACCOUNTS 

Interest  Collection  Account  and  Principal  Collection  Account 

Interest  Proceeds  and  interest  payments  received  on  the  Collateral  Securities  (which  interest 
payments  shall  be  paid  to  the  Basis  Swap  Counterparty  pursuant  to  the  Basis  Swap)  shall  be  deposited 
into  a  segregated  trust  account  (within  which  related  subaccounts  may  be  created  to  deposit  such 
amounts  in  different  Approved  Currencies)  held  fh'the  name  of  the  Issuer  for  the  benefit  of  the  Holders  of 
the  Notes  (the  "Interest  Collection  Account").  Amounts  deposited  in  the  Interest  Collection  Account  will 
be  available,  together  with  reinvestment  earnings  thereon,  for  application  to  the  payment  of  the  amounts 
set  forth  under  "Description  of  the  Notes— Priority  of  Payments". 
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Principal  Proceeds  shall  be  deposited  into  a  segregated  trust  account  (within  which  related 
subaccounts  may  be  created  to  deposit  such  amounts  in  different  Approved  Currencies)  designated  as 
the  "Principal  Collection  Account".  Amounts  deposited  in  the  Principal  Collection  Account  will  be 
invested  in  Eligible  Investments  until  such  Principal  Proceeds  are  (i)  reinvested  in  Collateral  Securities  (or 
pending  such  reinvestment,  reinvested  in  Eligible  Investments)  or  (ii)  applied  in  accordance  with  the 
Priority  of  Payments.  See  "Description  of  the  Notes— Priority  of  Payments". 

Payment  Account 

On  or  prior  to  each  Payment  Date  and  on  or  prior  to  any  other  Business  Day  on  which  any  other 
payment  is  required  to  be  made  by  the  Issuer,  the  Trustee  will  deposit  into  a  separate  account  (within 
which  related  subaccounts  may  be  created  to  deposit  such  amounts  in  different  Approved  Currencies) 
held  in  the  name  of  the  Issuer  for  the  benefit  of  the  Holders  of  the  Notes  and  designated  as  the  "Payment 
Account"  as  set  forth  in  the  Indenture,  the  applicable  amount  of  funds  from  the  Interest  Collection 
Account  and/or  the  Principal  Collection  Account,  as  applicable,  for  payment  of  amounts  described  in 
accordance  with  the  priorities  described  under  "Description  of  the  Notes— Priority  of  Payments". 

Closing  Date  Expense  Account 

The  Trustee  will  establish  and  maintain  a  segregated  trust  account  (the  "Closing  Date  Expense 
Account")  for  the  payment  of  Closing  Date  expenses.  On  the  Closing  Date,  the  Trustee  will  deposit  into 
the  Closing  Date  Expense  Account  part  of  the  Upfront  Payment,  and  such  amount  will  be  used  to  pay 
expenses  associated  with  the  Closing  Date.  Any  amount  deposited  in  the  Closing  Date  Expense  Account 
and  not  required  for  payment  of  such  expenses  shall  be  transferred  by  the  Trustee  at  the  direction  of  the 
Protection  Buyer. 

Collateral  Put  Provider  Account 

If  a  Credit  Support  Annex  has  been  entered  into  by  the  Collateral  Put  Provider  and  the  Issuer, 
Posted  Collateral  pledged  pursuant  to  the  terms  thereof  shall  be  deposited  into  a  segregated  trust 
account  or  trust  accounts  so  designated  and  established  pursuant  to  the  Indenture  and  held  there 
pursuant  to  the  Collateral  Put  Agreement  (such  account,  the  "Collateral  Put  Provider  Account"). 

CDS  Issuer  Account 

On  the  Closing  Date,  the  Trustee  will  establish  and  maintain  a  segregated  trust  account  (the 
"CDS  Issuer  Account")  with  respect  to  the  Credit  Default  Swap,  into  which  all  required  amounts  received 
by  the  Trustee  from  the  Protection  Buyer  shall  be  deposited  by  the  Trustee  (as  directed  by  the  Issuer). 
The  Trustee  will  deposit  each  Fixed  Payment  received  from  the  Protection  Buyer  pursuant  to  clauses  (l)(i) 
through  (iii)  of  the  definition  of  "Fixed  Payment"  into  a  subaccount  of  the  CDS  Issuer  Account  (such 
subaccount,  the  "CDS  Issuer  Fixed  Payment  Subaccount").  On  each  succeeding  Payment  Date, 
amounts  previously  on  deposit  in  the  CDS  Issuer  Fixed  Payment  Subaccount  will  be  released  by  the 
Trustee  and  designated  as  Interest  Proceeds.  If  a  Replacement  Counterparty  enters  into  a  replacement 
credit  default  swap  and  replacement  basis  swap  pursuant  to  the  Replacement  Counterparty  Procedures, 
the  Trustee  will  establish  a  subaccount  of  the  CDS  Issuer  Account  in  which  amounts  to  be  paid  by  such 
Replacement  Counterparty  shall  be  deposited. 

THE  ISSUERS 

General 

The  Issuer  was  incorporated  on  March  1,  2007  in  the  Cayman  Islands  under  the  Companies  Law 
(2004  Revision)  of  the  Cayman  Islands  with  the  registration  number  183063.  The  registered  office  of  the 
Issuer  is  at  the  offices  of  Maples  Finance  Limited,  P.O.  Box  1093  GT,  Queensgate  House,  South  Church 
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Street,  George  Town,  Grand  Cayman,  Cayman  Islands.  The  Issuer  was  incorporated  for  the  specific 
purpose  of  carrying  out  the  transactions  described  in  this  Offering  Circular,  which  primarily  consists  of 
issuing  the  Notes,  acquiring  the  Collateral,  entering  into  the  Credit  Default  Swap,  the  Basis  Swap  and  the 
Collateral  Put  Agreement  and  engaging  in  certain  related  transactions,  as  set  forth  in  Clause  3  of  its 
Memorandum  and  Articles  of  Association.  Prior  to  the  date  hereof,  the  Issuer  has  not  engaged  in  any 
activities  other  than  in  connection  with  the  acquisition  of  certain  of  the  Collateral  Securities  to  be  held  on 
the  Closing  Date. 

The  Co-Issuer  was  incorporated  on  February  27,  2007  in  the  State  of  Delaware  under  the 
General  Corporation  Law  of  the  State  of  Delaware  with  the  registration  number  4308559.  The  registered 
office  of  the  Co-Issuer  is  at  850  Library  Avenue,  Suite  204,  Newark,  Delaware  1971 1.  The  Co-Issuer  was 
organized  for  the  specific  purpose  of  carrying  out  the  transactions  described  in  this  Offering  Circular, 
which  primarily  consists  of  co-issuing  the  Co-Issued  Notes,  as  set  forth  in  Article  Third  of  its  Certificate  of 
Incorporation.  The  Co-Issuer  has  no  prior  operating  history. 

The  Co-issued  Notes  are  obligations  only  of  the  Issuers  and  not  of  the  Tnjstee,  the  Issuing  and 
Paying  Agent,  the  Initial  Purchaser,  the  Portfolio  Selection  Agent,  the  Administrator,  the  Share  Trustee  or 
any  directors  or  officers  of  the  Issuers  or  any  of  their  respective  Affiliates.  The  Issuer  Notes  are 
obligations  only  of  the  Issuer  and  not  of  the  Co-Issuer,  the  Trustee,  the  Issuing  and  Paying  Agent,  the 
Initial  Purchaser,  the  Portfolio  Selection  Agent,  the  Administrator,  the  Share  Trustee  or  any  directors  or 
officers  of  the  Issuers  or  any  of  their  respective  Affiliates. 

At  the  Closing  Date,  the  authorized  share  capital  of  the  Issuer  will  consist  of  300  ordinary  shares, 
$1.00  par  value  per  share  (the  "Issuer  Ordinary  Shares"),  all  of  which  shares  will  be  issued  prior  to  the 
Closing  Date.  The  authorized  common  stock  of  the  Co-Issuer  consists  of  1 ,000  shares  of  common  stock, 
$.01  par  value  (the  "Co-Issuer  Common  Stock"),  all  of  which  shares  will  be  issued  prior  to  the  Closing 
Date.  All  of  the  outstanding  Issuer  Ordinary  Shares  will  be  held  by  the  Share  Trustee  under  the  terms  of 
a  declaration  of  trust,  which  provides  that  the  shares  and  other  amounts  held  on  trust  thereunder  shall  be 
divided  into  three  equal  parts  and  be  held  for  the  benefit  of  three  mutually  exclusive  groups  of 
corporations  and  companies  whose  objects  are  exclusively  charitable  and  which  provides  that  the  Share 
Trustee  shall  not,  as  shareholder,  give  directions  in  relation  to  the  management  of  the  business  of  the 
Issuer  without  the  prior  written  consent  of  the  Trustee.  The  Co-Issuer  Common  Stock  will  be  held  by  the 
Issuer.  For  so  long  as  any  of  the  Notes  are  Outstanding,  no  beneficial  interest  in  the  Issuer  Ordinary 
Shares  or  the  Co-Issuer  Common  Stock  shall  be  registered  to  a  U.S.  Person. 

Capitalization  of  the  Issuer 

The  initial  proposed  capitalization  (including  the  USD  Equivalent  of  the  Notes  denominated  in 
Approved  Currencies  other  than  Dollars)  of  the  Issuer  as  of  the  Closing  Date  after  giving  effect  to  the 
issuance  of  the  Notes  and  the  Issuer  Ordinary  Shares  (before  deducting  expenses  of  the  offering)  is  as 
set  forth  below. 
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Amount 

Class  SS  Notes  $  0 

Class  A-1  Notes  $  50,000,000 

Class  A-2  Notes  $  1 42,000,000 

Class  B  Notes  $  0 

Class  C  Notes  $  0 

Class  D  Notes  $  0 

Class  FL  Notes  $  0 

Total  Debt  $  192.000.000 

Issuer  Ordinary  Shares  $  300 

Total  Equity  $  300 

Tota  I  Ca  pitalization  $  192.000.300 

Capitalization  of  the  Co-Issuer 

The  Co-Issuer  will  be  capitalized  only  to  the  extent  of  common  equity  of  $10,  will  have  no  assets 
other  than  its  equity  capital  and  will  have  no  debt  other  than  as  Co-Issuer  of  the  Co-Issued  Notes. 

The  Co-Issuer  has  agreed  to  co-issue  the  Co-Issued  Notes  as  an  accommodation  to  the  Issuer, 
and  the  Co-Issuer  is  receiving  no  remuneration  for  so  acting.  Because  the  Co-Issuer  has  no  assets,  and 
is  not  permitted  to  have  any  assets,  Noteholders  will  not  be  able  to  exercise  their  rights  with  respect  to  the 
Notes  against  any  assets  of  the  Co-Issuer.  Noteholders  must  rely  on  the  Issuer  Assets  held  by  the  Issuer 
and  pledged  to  the  Trustee  for  the  benefit  of  the  Noteholders  (and  certain  service  providers)  for  payment 
on  their  respective  Notes,  in  accordance  with  the  Priority  of  Payments. 

Business 

The  Issuers  will  not  undertake  any  business  other  than  the  issuance  of  the  Co-Issued  Notes  and, 
in  the  case  of  the  Issuer,  the  issuance  of  the  Issuer  Notes  and  the  Issuer  Ordinary  Shares,  the  acquisition 
of  the  Collateral  and  entering  into  the  Credit  Default  Swap,  the  Portfolio  Selection  Agreement,  the  Basis 
Swap  and  the  Collateral  Put  Agreement  and,  in  each  case,  other  related  transactions.  The  Issuer  will  not 
have  any  subsidiaries  other  than  the  Co-Issuer.  The  Co-Issuer  will  not  have  any  subsidiaries. 

In  addition,  pursuant  to  the  terms  of  the  Collateral  Administration  Agreement,  the  Issuer  will  retain 
the  Collateral  Administrator  to  compile  certain  reports  with  respect  to  the  Issuer  Assets.  The 
compensation  paid  by  the  Issuer  for  such  services  will  be  in  addition  to  the  fees  paid  to  LaSalle  Bank 
National  Association  in  its  capacity  as  Trustee,  and  will  be  treated  as  an  expense  of  the  Issuer  and  will  be 
subject  to  the  Priority  of  Payments. 

The  Administrator  will  act  as  the  administrator  of  the  Issuer.  The  office  of  the  Administrator  will 
serve  as  the  general  business  office  of  the  Issuer.  Through  this  office  and  pursuant  to  the  terms  of  an 
agreement,  dated  April  25,  2007,  between  the  Administrator  and  the  Issuer  relating  to  the  administration 
of  the  Issuer  in  the  Cayman  Islands,  and  as  amended  from  time  to  time  in  accordance  with  the  terms 
thereof  (the  "Administration  Agreement"),  the  Administrator  will  perform  various  management  functions 
on  behalf  of  the  Issuer,  including  communications  with  shareholders  and  the  general  public,  and  the 
provision  of  certain  clerical,  administrative  and  other  services  until  the  termination  of  the  Administration 
Agreement.  In  consideration  of  the  foregoing,  the  Administrator  will  receive  various  fees  and  other 
charges  payable  by  the  Issuer  at  rates  agreed  upon  from  time  to  time  plus  expenses.  The  directors  of  the 
Issuer  listed  below  are  also  officers  and/or  employees  of  the  Administrator. 
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The  Administrator  will  be  subject  to  the  overview  of  the  Issuer's  Board  of  Directors.  The 
Administration  Agreement  may  be  terminated  by  either  the  Issuer  or  the  Administrator  upon  three  months' 
written  notice. 

The  Administrator's  principal  office  is:  P.O.  Box  1093  GT,  Queensgate  House,  South  Church 
Street,  Grand  Cayman,  Cayman  Islands. 

Directors 

The  Directors  of  the  Issuer  are  Wendy  Ebanks  and  Carrie  Bunton. 
The  Director  of  the  Co-Issuer  is  Donald  Puglisi. 

INCOME  TAX  CONSIDERATIONS 
Genera! 

Purchasers  of  Notes  may  be  required  to  pay  stamp  taxes  and  other  charges  in  accordance  with 
the  laws  and  practices  of  the  country  of  purchase  in  addition  to  the  issue  price  of  each  Note. 

Potential  purchasers  who  are  in  any  doubt  about  their  tax  position  on  purchase,  ownership, 
transfer  or  exercise  of  any  Note  should  consult  their  own  tax  advisers.  In  particular,  no  representation 
is  made  as  to  the  manner  in  which  payments  under  the  Notes  would  be  characterized  by  any 
relevant  taxing  authority.  Potential  investors  should  be  aware  that  the  relevant  fiscal  rules  or  their 
interpretation  may  change,  possibly  with  retrospective  effect,  and  that  this  summary  is  not  exhaustive. 
This  summary  does  not  constitute  legal  or  tax  advice  or  a  guarantee  to  any  potential  investor  of  the  tax 
consequences  of  investing  in  the  Notes. 

Cayman  Islands  Tax  Considerations 

The  following  discussion  of  certain  Cayman  Islands  income  tax  consequences  of  an  investment 
in  the  Notes  is  based  on  the  advice  of  Maples  and  Calder  as  to  Cayman  Islands  law.  The  discussion  is  a 
general  summary  of  present  law,  which  is  subject  to  prospective  and  retroactive  change.  It  assumes  that 
the  Issuer  will  conduct  its  affairs  in  accordance  with  assumptions  made  by,  and  representations  made  to, 
counsel.  It  is  not  intended  as  tax  advice,  does  not  consider  any  investor's  particular  circumstances,  and 
does  not  consider  tax  consequences  other  than  those  arising  under  Cayman  Islands  law. 

The  following  is  a  general  summary  of  Cayman  Islands  taxation  in  relation  to  the  Notes. 

Under  existing  Cayman  Islands  laws: 

(i)  payments  of  principal  and  interest  in  respect  of,  or  distributions  on,  the  Notes  will  not  be 

subject  to  taxation  in  the  Cayman  Islands  and  no  withholding  will  be  required  on  such 
payments  to  any  Holder  of  a  Note  and  gains  derived  from  the  sale  of  Notes  will  not  be 
subject  to  Cayman  Islands  income  or  corporation  tax.  The  Cayman  Islands  currently 
have  no  income,  corporation  or  capital  gains  tax  and  no  estate  duty,  inheritance  tax  or 
gift  tax;  and 

(ii)         no  stamp  duty  is  payable  in  respect  of  the  issue  of  the  Notes.  The  Notes  themselves  will 
be  stampable  if  they  are  executed  in  or  brought  into  the  Cayman  Islands. 

The  Issuer  has  been  incorporated  under  the  laws  of  the  Cayman  Islands  as  an  exempted 
company  and,  as  such,  has  applied  for  and  obtained  an  undertaking  from  the  Governor  in  Cabinet  of  the 
Cayman  Islands  substantially  in  the  following  form: 
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"THE  TAX  CONCESSIONS  LAW 

(1999  REVISION) 

UNDERTAKING  AS  TO  TAX  CONCESSIONS 

In  accordance  with  Section  6  of  the  Tax  Concessions  Law  (1999  Revision),  the  Governor  in 
Cabinet  undertakes  with: 

ABACUS  2007-AC1 ,  Ltd.  ("the  Company") 

(a)  that  no  Law  which  is  hereafter  enacted  in  the  Islands  imposing  any  tax  to  be  levied  on 
profits,  income,  gains  or  appreciations  shall  apply  to  the  Company  or  its  operations;  and 

(b)  in  addition,  that  no  tax  to  be  levied  on  profits,  income,  gains  or  appreciations  or  which  is 
in  the  nature  of  estate  duty  or  inheritance  tax  shall  be  payable 

(i)  on  or  in  respect  of  the  shares,  debentures  or  other  obligations  of  the  Company; 

or 

(ii)         by  way  of  the  withholding  in  whole  or  in  part  of  any  relevant  payment  as  defined 
in  Section  6(3)  of  the  Tax  Concessions  Law  (1999  Revision). 

These  concessions  shall  be  for  a  period  of  THIRTY  years  from  the  13th  day  of  March  2007. 

GOVERNOR  IN  CABINET" 

The  Cayman  Islands  does  not  have  an  income  tax  treaty  arrangement  with  the  United  States  or 
any  other  country.  The  Cayman  Islands  has  entered  into  an  information  exchange  agreement  with  the 
United  States. 

THE  PRECEDING  DiSCUSSiON  iS  ONLY  A  SUMMARY  OF  CERTAIN  TAX  IMPLICATIONS 
OF  AN  INVESTMENT  IN  THE  NOTES.  PROSPECTIVE  INVESTORS  ARE  URGED  TO  CONSULT 
WITH  THEIR  OWN  TAX  ADVISORS  PRIOR  TO  INVESTING  TO  DETERMINE  THE  TAX 
IMPLICATIONS  OF  SUCH  INVESTMENT  IN  LIGHT  OF  EACH  SUCH  INVESTOR'S  PARTICULAR 
CIRCUMSTANCES. 

United  States  Federal  Income  Taxation 

General. 

The  following  summary  describes  the  principal  U.S.  federal  income  tax  consequences  of  the 
purchase,  ownership  and  disposition  of  the  Notes  to  investors  that  acquire  the  Notes  at  original  issuance 
for  an  amount  equal  to  the  "Issue  Price"  of  the  relevant  Class  of  Notes  (for  purposes  of  this  section,  with 
respect  to  each  such  Class  of  Notes,  the  first  price  at  which  a  substantial  amount  of  Notes  of  such 
Class  are  sold  to  the  public  (excluding  bond  houses,  brokers,  underwriters,  placement  agents,  and 
wholesalers)  is  referred  to  herein  as  the  "Issue  Price").  This  summary  does  not  purport  to  be  a 
comprehensive  description  of  all  the  tax  considerations  that  may  be  relevant  to  a  particular  investor's 
decision  to  purchase  the  Notes.  In  addition,  this  summary  does  not  describe  any  tax  consequences 
arising  under  the  laws  of  any  state,  locality  or  taxing  jurisdiction  other  than  the  United  States  federal 
income  tax  laws.  In  general,  the  summary  assumes  that  a  holder  holds  a  Note  as  a  capital  asset  and  not 
as  part  of  a  hedge,  straddle,  or  conversion  transaction,  within  the  meaning  of  Section  1258  of  the  Code. 


The  advice  below  was  not  written  and  is  not  intended  to  be  used  and  cannot  be  used  by  any 
taxpayer  for  purposes  of  avoiding  United  States  federal  income  tax  penalties  that  may  be  imposed.  The 
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advice  is  written  to  support  the  promotion  or  marketing  of  the  transaction.    Each  taxpayer  should  seek 
advice  based  on  the  taxpayer's  particular  circumstances  from  an  independent  tax  advisor. 

The  foregoing  disclaimer  is  provided  to  satisfy  obligations  under  Circular  230  governing 
standards  of  practice  before  the  Internal  Revenue  Service. 


This  summary  is  based  on  the  U.S.  tax  laws,  regulations  (final,  temporary  and  proposed), 
administrative  rulings  and  practice  and  judicial  decisions  in  effect  or  available  on  the  date  of  this  Offering 
Circular.  All  of  the  foregoing  are  subject  to  change  or  differing  interpretation  at  any  time,  which  change  or 
interpretation  may  apply  retroactively  and  could  affect  the  continued  validity  of  this  summary. 

This  summary  is  included  herein  for  general  information  only,  and  there  can  be  no  assurance 
that  the  U.S.  Internal  Revenue  Service  (the  "IRS")  will  take  a  similar  view  of  the  U.S.  federal  income  tax 
consequences  of  an  investment  in  the  Notes  as  described  herein.  ACCORDINGLY,  PROSPECTIVE 
PURCHASERS  OF  THE  NOTES  SHOULD  CONSULT  THEIR  OWN  TAX  ADVISORS  AS  TO  U.S. 
FEDERAL  INCOME  TAX  CONSEQUENCES  OF  THE  PURCHASE,  OWNERSHIP  AND  DISPOSITION 
OF  THE  NOTES,  AND  THE  POSSIBLE  APPLICATION  OF  STATE,  LOCAL,  FOREIGN  OR  OTHER  TAX 
LAWS.  IN  PARTICULAR,  NO  REPRESENTATION  IS  MADE  AS  TO  THE  MANNER  IN  WHICH 
PAYMENTS  UNDER  THE  NOTES  WOULD  BE  CHARACTERIZED  BY  ANY  RELEVANT  TAXING 
AUTHORITY. 

As  used  in  this  section,  the  term  "U.S.  Holder"  includes  a  beneficial  owner  of  a  Note  that  is,  for 
U.S.  federal  income  tax  purposes,  a  citizen  or  individual  resident  of  the  United  States  of  America,  an 
entity  treated  for  United  States  federal  income  tax  purposes  as  a  corporation  or  a  partnership  created  or 
organized  in  or  under  the  laws  of  the  United  States  of  America  or  any  state  thereof  or  the  District  of 
Columbia,  an  estate  the  income  of  which  is  includable  in  gross  income  for  U.S.  federal  income  tax 
purposes  regardless  of  its  source,  or  a  trust  if,  in  general,  a  court  within  the  United  States  of  America  is 
able  to  exercise  primary  supervision  over  its  administration  and  one  or  more  U.S.  persons  have  the 
authority  to  control  all  substantial  decisions  of  such  trust,  and  certain  eligible  trusts  that  have  eiected  to  be 
treated  as  United  States  persons.  This  summary  assumes  that  a  U.S.  Holder  has  a  U.S.  Dollar  functional 
currency  and  the  Issuer  has  a  non-U. S.  Dollar  functional  currency.  This  summary  also  does  not  address 
the  rules  applicable  to  certain  types  of  investors  that  are  subject  to  special  U.S.  federal  income  tax  rules, 
including  but  not  limited  to,  dealers  in  securities  or  currencies,  traders  in  securities,  financial  institutions, 
U.S.  expatriates,  tax-exempt  entities,  charitable  remainder  trusts  and  their  beneficiaries,  insurance 
companies,  persons  or  their  qualified  business  units  (" QBUs")  whose  functional  currency  is  not  the  U.S. 
Dollar,  persons  that  own  (directly  or  indirectly)  equity  interests  in  holders  of  Notes  and  subsequent 
purchasers  of  the  Notes. 

For  U.S.  federal  income  tax  purposes,  the  Issuer,  and  not  the  Co-Issuer,  will  be  treated  as  the 
issuer  of  the  Co-Issued  Notes. 

Tax  Treatment  of  the  Issuer 

The  Code  and  the  Treasury  regulations  promulgated  thereunder  provide  a  specific  exemption 
from  net  income-based  U.S.  federal  income  tax  to  non-U. S.  corporations  that  restrict  their  activities  in  the 
United  States  to  trading  in  stocks  and  securities  (and  any  other  activity  closely  related  thereto)  for  their 
own  account,  whether  such  trading  (or  such  other  activity)  is  conducted  by  the  corporation  or  its 
employees  or  through  a  resident  broker,  commission  agent,  custodian  or  other  agent.  This  particular 
exemption  does  not  apply  to  non-U. S.  corporations  that  are  engaged  in  activities  in  the  United  States 
other  than  trading  in  stocks  and  securities  (and  any  other  activity  closely  related  thereto)  for  their  own 
account  or  that  are  dealers  in  stocks  and  securities. 
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The  Issuer  intends  to  rely  on  the  above  exemption  and  does  not  intend  to  operate  so  as  to  be 
subject  to  U.S.  federal  income  taxes  on  its  net  income.  In  this  regard,  on  the  Closing  Date,  the  Issuer  will 
receive  an  opinion  from  McKee  Nelson  LLP,  special  U.S.  tax  counsel  to  the  Issuer  and  the  Co-Issuer 
("Special  U.S.  Tax  Counsel")  to  the  effect  that,  although  no  activity  closely  comparable  to  that 
contemplated  by  the  Issuer  has  been  the  subject  of  any  Treasury  regulation,  administrative  ruling  or 
judicial  decision,  under  current  law  and  assuming  compliance  with  the  Issuer's  relevant  governing 
documents,  the  Indenture,  the  Issuing  and  Paying  Agency  Agreement,  the  Portfolio  Selection  Agreement 
and  other  related  documents  (the  "Documents"),  the  Issuer's  permitted  activities  will  not  cause  it  to  be 
engaged  in  a  trade  or  business  in  the  United  States,  and  consequently,  the  Issuer's  profits  will  not  be 
subject  to  U.S.  federal  income  tax  on  a  net  income  basis.  The  opinion  of  Special  U.S.  Tax  Counsel  will 
be  based  on  the  Code,  the  Treasury  regulations  (final,  temporary  and  proposed)  thereunder,  the  existing 
authorities,  and  Special  U.S.  Tax  Counsel's  interpretation  thereof  and  judgment  concerning  their 
application  to  the  Issuer's  permitted  activities,  and  on  certain  factual  assumptions  and  representations  as 
to  the  Issuer's  permitted  activities.  The  Issuer  intends  to  conduct  jts  affairs  in  accordance  with  the 
Documents  and  such  assumptions  and  representations,  and  the  remainder  of  this  summary  assumes 
,...„►,  .-««...»    ir.  oHw»inr<  in  nnmnh/inn  \A/ith  tho  nnriimpntR  anri  snr.h  assumntinns  and  reDresentations.  the 
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Issuer  is  entitled  to  rely  upon  the  advice  and/or  opinions  of  their  selected  counsel,  and  the  opinion  of 
Special  U.S.  Tax  Counsel  will  assume  that  any  such  advice  and/or  opinions  are  correct  and  complete. 
However,  the  opinion  of  Special  U.S.  Tax  Counsel  and  any  such  other  advice  or  opinions  are  not  binding 
on  the  IRS  or  the  courts,  and  no  ruling  will  be  sought  from  the  IRS  regarding  this,  or  any  other,  aspect  of 
the  U.S.  federal  income  tax  treatment  of  the  Issuer.  Accordingly,  in  the  absence  of  authority  on  point,  the 
U.S.  federal  income  tax  treatment  of  the  Issuer  is  not  entirely  free  from  doubt,  and  there  can  be  no 
assurance  that  positions  contrary  to  those  stated  in  the  opinion  of  Special  U.S.  Tax  Counsel  or  any  such 
other  advice  or  opinions  may  not  be  asserted  successfully  by  the  IRS. 

If,  notwithstanding  the  Issuer's  intention  and  the  aforementioned  opinion  of  Special  U.S.  Tax 
Counsel  or  any  such  other  advice  or  opinions,  it  were  nonetheless  determined  that  the  Issuer  were 
engaged  in  a  United  States  trade  or  business  and  the  Issuer  had  taxable  income  that  was  effectively 
connected  with  such  U.S.  trade  or  business,  the  Issuer  would  be  subject  under  the  Code  to  the  regular 
U.S.  corporate  income  tax  on  such  effectively  connected  taxable  income  (and  possibly  to  the  30%  branch 
profits  tax  as  well).  The  imposition  of  such  taxes  would  materially  affect  the  Issuer's  financial  ability  to 
make  payments  with  respect  to  the  Notes  and  could  materially  affect  the  yield  of  the  Notes.  In  addition, 
the  imposition  of  such  taxes  could  constitute  an  Adverse  Tax  Event. 

Legislation  recently  proposed  in  the  U.S.  Senate  would,  for  tax  years  beginning  at  least  two  years 
after  its  enactment,  tax  a  corporation  as  a  U.S.  corporation  if  the  equity  of  that  corporation  is  regularly 
traded  on  an  established  securities  market  and  the  management  and  control  of  the  corporation  occurs 
primarily  within  the  United  States.  It  is  unknown  whether  this  proposal  will  be  enacted  in  its  current  form 
and,  whether  if  enacted,  the  Issuer  would  be  subject  to  its  provisions.  However,  upon  enactment  of  this 
or  similar  legislation,  the  Issuer  will  be  permitted,  with  an  opinion  of  counsel,  to  take  such  action  as  it 
deems  advisable  to  prevent  the  Issuer  from  being  subject  to  such  legislation.  These  actions  could  include 
removing  some  classes  of  Notes  from  listing  on  a  stock  exchange. 

Generally,  foreign  currency  gains  are  sourced  to  the  residence  of  the  recipient.  Thus,  foreign 
currency  gains  of  a  non-U.S.  corporation  are  generally  treated  as  foreign  source  income.  However,  if  for 
this  purpose  a  non-United  States  corporation  has  a  principal  place  of  business  in  the  United  States  (the 
"U.S.  business"),  even  if  the  corporation  has  another  principal  place  of  business  outside  the  United 
States,  generally  any  foreign  currency  gain  properly  reflected  as  income  of  the  U.S.  business  is  treated  as 
U.S.  source  income.  Any  U.S.  source  foreign  currency  gains  that  are  not  derived  from  the  sale  of 
property  are  subject  to  U.S.  withholding  tax.  A  non-U.S.  corporation  could  be  considered  to  have  a  U.S. 
business  for  this  purpose  even  if  it  does  not  have  any  income  effectively  connected  to  a  United  States 
trade  or  business  for  purposes  of  being  subject  to  U.S.  taxation  on  its  net  income.  The  Issuer  intends  to 
take  the  position  that  none  of  its  foreign  currency  gains  will  be  subject  to  U.S.  withholding  tax.  However, 
the  application  of  these  rules  is  unclear  and  the  activities  of  the  Issuer  could  cause  it  to  have  foreign 

93 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-001918132 


Footnote  Exhibits  -  Page  4912 


currency  gains  subject  to  U.S.  withholding  tax.   In  addition,  the  imposition  of  such  taxes  could  constitute 
an  Adverse  Tax  Event. 

United  States  Withholding  Taxes.  Although,  based  on  the  foregoing,  the  Issuer  is  not 
expected  to  be  subject  to  U.S.  federal  income  tax  on  a  net  income  basis,  income  derived  by  the  Issuer 
may  be  subject  to  withholding  taxes  imposed  by  the  United  States  or  other  countries.  Generally,  U.S. 
source  interest  income  received  by  a  foreign  corporation  not  engaged  in  a  trade  or  business  within  the 
United  States  is  subject  to  U.S.  withholding  tax  at  the  rate  of  30%  of  the  amount  thereof.  The  Code 
provides  an  exemption  (the  "portfolio  interest  exemption")  from  such  withholding  tax  for  interest  paid 
with  respect  to  certain  debt  obligations  issued  after  July  18, 1984,  unless  the  interest  constitutes  a  certain 
type  of  contingent  interest  or  is  paid  to  a  10%  shareholder  of  the  payor,  to  a  controlled  foreign  corporation 
related  to  the  payor,  or  to  a  bank  with  respect  to  a  loan  entered  into  in  the  ordinary  course  of  its  business. 
In  this  regard,  the  Issuer  is  permitted  to  acquire  a  particular  Collateral  Security  only  if  the  payments 
thereon  are  exempt  from  U.S.  withholding  taxes  at  the  time  of  purchase  or  commitment  to  purchase  or 
the  obligor  is  required  to  make  "gross-up"  payments  that  offset  fully  any  such  tax  on  any  such  payments. 
The  Issuer  does  not  anticinate  that  it  will  derive  materia!  amounts  of  an«  other  items  of  income  that  would 
be  subject  to  U.S.  withholding  taxes.  Accordingly,  assuming  compliance  with  the  foregoing  restrictions 
and  subject  to  the  foregoing  qualifications,  interest  income  derived  by  the  Issuer  will  be  free  of  or  fully 
"grossed  up"  for  any  material  amount  of  U.S.  withholding  tax.  As  for  the  Credit  Default  Swap,  payments 
under  the  Credit  Default  Swap  do  not  constitute  interest  for  purposes  of  U.S.  withholding  taxes.  The 
Issuer  intends  to  treat  the  Credit  Default  Swap  as  either  a  "notional  principal  contract"  or  an  option  for 
U.S.  federal  income  tax  purposes.  Generally,  payments  made  pursuant  to  a  notional  principal  contract  or 
an  option  are  not  subject  to  U.S.  withholding.  However,  the  IRS  may  seek  to  characterize  the  Credit 
Default  Swap  in  a  manner  that  would  make  payment  under  it  subject  to  U.S.  withholding.  Furthermore, 
there  can  be  no  assurance  that  income  derived  by  the  Issuer  will  not  generally  become  subject  to  U.S. 
withholding  tax  as  a  result  of  a  change  in  U.S.  tax  law  or  administrative  practice,  procedure,  or 
interpretations  thereof.  Any  change  in  U.S.  tax  law  or  administrative  practice,  procedure,  or 
interpretations  thereof  resulting  in  the  income  of  the  Issuer  becoming  subject  to  U.S.  withholding  taxes 
could  constitute  an  Adverse  Tax  Event.  It  is  also  anticipated  that  the  Issuer  will  acquire  Collateral 
Securities  that  consist  of  obligations  of  non-U.S.  issuers.  In  this  regard,  the  Issuer  may  only  acquire  a 
particular  Collateral  Security  if  either  the  payments  thereon  are  not  subject  to  foreign  withholding  tax  or 
the  obligor  of  the  Collateral  Security  is  required  to  make  "gross-up"  payments. 

Prospective  investors  should  be  aware  that,  under  certain  Treasury  Regulations,  the  IRS  may 
disregard  the  participation  of  an  intermediary  in  a  "conduit"  financing  arrangement  and  the  conclusions 
reached  in  the  immediately  preceding  paragraph  assume  that  such  Treasury  Regulations  do  not  apply. 
Those  Treasury  Regulations  could  require  withholding  of  U.S.  federal  income  tax  from  payments  to  the 
Issuer.  In  order  to  prevent  "conduit"  classification,  each  Non-U.S.  Holder  and  beneficial  owner  of  an 
Issuer  Note  that  is  acquiring,  directly  or  in  conjunction  with  affiliates,  more  than  33  1/3%  of  the  Aggregate 
USD  Equivalent  Outstanding  Amount  of  any  such  Class  of  Issuer  Notes,  as  applicable,  will  make  or  be 
deemed  to  make  a  representation  to  the  effect  that  it  is  not  an  Affected  Bank.  "Affected  Bank"  means  a 
"bank"  for  purposes  of  Section  881  of  the  Code  or  an  entity  affiliated  with  such  a  bank  that  neither  (x) 
meets  the  definition  of  a  U.S.  Holder  nor  (y)  is  entitled  to  the  benefits  of  an  income  tax  treaty  with  the 
United  States  under  which  withholding  taxes  on  interest  payments  made  by  obligors  resident  in  the 
United  States  to  such  bank  are  reduced  to  0%. 

Tax  Treatment  of  U.S.  Holders  of  the  Co-Issued  Notes 

Treatment  of  the  Co-Issued  Notes.  Although  there  is  no  authority  directly  on  point,  and  as  a 
result,  the  opinion  cannot  be  free  from  doubt,  in  the  opinion  of  Special  U.S.  Tax  Counsel,  the  Co-Issued 
Notes  will  be  treated  as  debt  for  U.S.  federal  income  tax  purposes  when  issued.  Although  the  Issuer 
Notes  are  denominated  as  debt,  based  on  the  capital  structure  of  the  Issuer  and  the  characteristics  of  the 
Issuer  Notes,  it  is  unlikely  that  all  the  Issuer  Notes,  when  issued,  would  be  treated  as  debt  of  the  Issuer 
for  U.S.  federal  income  tax  purposes.   However,  it  is  possible  that  the  IRS  could  assert  that  the  Notes 
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should  be  treated  as  the  issuance  of  credit-linked  debt  by  the  Protection  Buyer.  The  Holder  of  such 
Notes  would  have  accrued  income  under  the  contingent  debt  rules  which  could  affect  the  timing  of  such 
income.  Any  gain  and  certain  losses  from  the  sale  of  such  Notes  would  result  in  ordinary  income  or  loss 
because  such  Notes  would  be  treated  as  contingent  debt.  This  summary  assumes  that  the  treatment  of 
the  Co-Issued  Notes  as  debt  and  the  Issuer  Notes  as  equity  of  the  Issuer  for  U.S.  federal  income  tax 
purposes  is  correct.  The  Issuer  Notes  are  discussed  below  under  "—Tax  Treatment  of  U.S.  Holders  of 
Issuer  Notes".  Further,  the  Issuer  will  treat,  and  each  holder  and  beneficial  owner  of  Co-Issued  Notes  (by 
acquiring  such  Notes  or  an  interest  in  such  Notes)  will  agree  to  treat,  the  Co-Issued  Notes  as  debt  for 
U.S.  federal  income  tax  purposes  except  (x)  as  otherwise  required  by  applicable  law,  (y)  to  the  extent  a 
Holder  of  such  Co-Issued  Notes  makes  a  protective  QEF  election  (as  described  below  under  "—Tax 
Treatment  of  U.S.  Holders  of  Issuer  Notes— Investment  in  a  Passive  Foreign  Investment  Company")  or 
(z)  to  the  extent  that  the  Holder  files  certain  United  States  tax  information  returns  required  of  only  certain 
equity  owners  with  respect  to  various  reporting  requirements  under  the  Code  (as  described  below  under 
"—Transfer  Reporting  Requirements"  and  "—Tax  Return  Disclosure  and  Investor  List  Requirements"). 
The  determination  of  whether  a  Co-Issued  Note  will  be  treated  as  debt  for  United  States  federal  income 
tax  purposes  is  based  on  the  applicable  law  and  facts  and  circumstances  existing  at  the  time  such  Note  is 
issued.  Material  changes  from  those  existing  on  the  Closing  Date  (e.g.  a  material  decline  in  the  value  of 
the  Issuer's  assets  and/or,  a  material  change  in  the  likelihood  a  Note  will  be  repaid  in  full)  may  adversely 
affect  the  characterization  of  any  Co-Issued  Notes  issued  after  (but  not  before)  such  changes.  However, 
the  opinion  of  Special  U.S.  Tax  Counsel  is  based  on  current  law  and  certain  representations  and 
assumptions  (including  the  assumption  that  any  subsequent  opinion  with  respect  to  the  tax 
characterization  of  the  Co-Issued  Notes  is  correct)  and  is  not  binding  on  the  IRS  or  the  courts,  and  no 
ruling  will  be  sought  from  the  IRS  regarding  this,  or  any  other,  aspect  of  the  U.S.  federal  income  tax 
treatment  of  the  Notes.  Accordingly,  there  can  be  no  assurance  that  the  IRS  will  not  contend,  and  that  a 
court  will  not  ultimately  hold,  that  one  or  more  Classes  of  the  Co-Issued  Notes  are  properly  treated  as 
equity  in  the  Issuer  for  U.S.  federal  income  tax  purposes.  Recharacterization  of  a  Class  of  Notes, 
particularly  the  Class  C  Notes  because  of  their  place  in  the  capital  structure,  may  be  more  likely  if  a  single 
investor  or  a  group  of  investors  that  holds  all  of  the  Issuer  Notes  also  holds  all  of  the  more  senior  Class  of 
Notes  in  the  same  proportion  as  the  Issuer  Notes  are  held.  If  any  Class  of  the  Co-Issued  Notes  were 
treated  as  equity  in,  rather  ihan  debt  of,  ihe  issuer  for  U.S.  federal  income  tax  purposes,  U.S.  Holders  of 
such  Class  would  be  subject  to  taxation  under  rules  substantially  the  same  as  those  set  forth  below  under 
"—Tax  Treatment  of  U.S.  Holders  of  Issuer  Notes"  which  could  cause  adverse  tax  consequences  for  such 
U.S.  Holders  upon  the  sale,  exchange,  redemption,  retirement  or  other  taxable  disposition  of,  or  the 
receipt  of  certain  types  of  distributions  on,  such  Notes. 

In  this  regard,  any  U.S.  Holder  of  a  Co-Issued  Note  that  treats  such  Note  as  equity  in  the  Issuer 
for  U.S.  federal  income  tax  purposes,  inconsistently  with  the  Issuer's  treatment  of  such  Notes  for  such 
purposes,  is  required  to  disclose  such  treatment  on  its  U.S.  federal  income  tax  return.  Additionally,  if  a 
U.S.  Holder  of  a  Co-Issued  Note  treats  such  Note  as  debt  of  the  Issuer  for  U.S.  federal  income  tax 
purposes,  consistently  with  the  Issuer's  treatment  of  such  Note  for  such  purposes,  it  is  unclear  whether 
such  U.S.  Holder  will  be  able  to  make  a  protective  QEF  election  (described  below  in  "—Tax  Treatment  of 
U.S.  Holders  of  Issuer  Notes— Investment  in  a  Passive  Foreign  Investment  Company")  in  anticipation  of 
any  possible  recharacterization  of  such  Note  as  equity  in  the  Issuer. 

Interest  or  Discount  on  the  Co-Issued  Notes.  The  Co-Issued  Notes  may  be  subject  to  the 
rules  applicable  to  contingent  payment  debt  instruments  because  the  timing  of  their  principal  repayment  is 
contingent  on  the  principal  payments  of  the  Reference  Obligations  rather  than  obligations  held  by  the 
Issuer.  If  these  Notes  are  not  treated  as  contingent  payment  debt  obligations  and  subject  to  the 
discussion  below,  U.S.  Holders  of  these  Notes  generally  should  include  in  gross  income  payments  of 
stated  interest  received,  in  accordance  with  their  usual  method  of  accounting  for  U.S.  federal  income  tax 
purposes,  as  ordinary  interest  income  from  sources  outside  the  United  States. 

If  the  Issue  Price  of  the  Co-Issued  Notes  is  less  than  such  Note's  respective  "stated  redemption 
price  at  maturity"  by  more  than  a  de  minimis  amount,  U.S.  Holders  will  be  considered  to  have  purchased 
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such  Notes  with  original  issue  discount  ("OID").  The  respective  stated  redemption  price  at  maturity  of  the 
Co-Issued  Notes  will  be  the  sum  of  all  payments  to  be  received  on  such  Notes,  other  than  payments  of 
stated  interest  which  is  unconditionally  payable  in  money  at  least  annually  during  the  entire  term  of  a  debt 
instrument  ("Qualified  Stated  Interest").  Interest  can  be  considered  unconditionally  payable  if 
nonpayment  is  sufficiently  remote  under  the  terms  of  the  obligations  or  reasonable  legal  remedies  exist  to 
compel  timely  payment.  Prospective  U.S.  Holders  of  the  Co-Issued  Notes  should  note  that  if  any  interest 
is  not  unconditionally  payable  in  money  on  each  Payment  Date  (and,  therefore,  not  Qualified  Stated 
Interest),  all  of  the  stated  interest  payments  may  be  included  in  the  stated  redemption  prices  at  maturity, 
and  required  to  be  accrued  by  U.S.  Holders  pursuant  to  the  rules  described  below. 

A  U.S.  Holder  of  a  Co-Issued  Note  issued  with  OID  will  be  required  to  accrue  and  include  in 
gross  income  the  sum  of  the  daily  portions  of  total  OID  for  each  day  during  the  taxable  year  on  which  the 
U.S.  Holder  held  the  Co-Issued  Note,  generally  under  a  constant  yield  method,  regardless  of  such  U.S. 
Holder's  usual  method  of  accounting  for  U.S.  federal  income  tax  purposes.  In  addition,  if  a  Co-Issued 
Note  is  not  treated  as  issued  with  OID  a  U.S.  Holder  should  include  any  de  minimis  OID  in  gross  income 
nrrirMirtinnoioiw  qc  ctotoH  nrjngjnoj  naumonic  am  received.  Such  de  minimis  OID  should  be  treated  as 
gain  from  the  sale  or  exchange  of  property  and  may  be  eligible  as  capital  gain  if  the  Co-Issued  Note  is  a 
capital  asset  in  the  hands  of  the  U.S.  Holder. 

Because  the  Co-Issued  Notes  provide  for  a  floating  rate  of  interest,  the  amount  of  OID  to  be 
accrued  over  the  term  of  each  Co-Issued  Note  will  be  based  initially  on  the  assumption  that  the  floating 
rate  in  effect  for  the  first  Interest  Accrual  Period  will  remain  constant  throughout  the  term.  To  the  extent 
such  rate  varies  with  respect  to  any  Interest  Accrual  Period,  such  variation  will  be  reflected  in  an  increase 
or  decrease  of  the  amount  of  OID  accrued  for  such  period.  Under  the  foregoing  method,  if  stated  interest 
on  a  class  of  Co-Issued  Notes  is  required  to  be  accrued  under  the  OID  rules,  U.S.  Holders  may  be 
required  to  include  in  gross  income  increasingly  greater  amounts  of  OID  and  may  be  required  to  include 
OID  in  advance  of  the  receipt  of  cash  attributable  to  such  income. 

Unless  the  contingent  payment  obligation  rules  apply  each  Class  of  Co-Issued  Notes  issued  with 
more  than  de  minimis  OID  may  be  subject  to  rules  requiring  the  use  of  an  assumption  as  to  the 
prepayments,  as  discussed  below  under  "—OID  on  the  Co-Issued  Notes".  A  prepayment  assumption 
applies  to  debt  instruments  if  payment  under  such  debt  instruments  may  be  accelerated  by  reason  of 
prepayments  of  other  obligations  securing  such  debt  instruments.  Application  of  a  prepayment 
assumption  is  uncertain  because  prepayments  on  the  Co-Issued  Notes  are  generally  dependent  on 
prepayments  on  the  Reference  Portfolio  rather  than  the  Collateral  Securities. 

OID  on  the  Co-Issued  Notes.  The  Treasury  regulations  governing  the  calculation  of  OID  on 
instruments  having  contingent  interest  payments  specifically  do  not  apply  for  purposes  of  calculating  OID 
on  debt  instruments  required  to  use  a  prepayment  assumption.  The  Issuer  intends  to  base  its 
computations  on  a  prepayment  assumption  for  the  Reference  Portfolio,  although,  as  noted  above,  it  is 
uncertain  whether  such  assumption  is  required  or  permitted.  In  addition,  no  regulatory  guidance  currently 
exists  under  the  Code  for  prepayment  assumptions.  Accordingly,  there  can  be  no  assurance  that  this 
methodology  represents  the  correct  manner  of  calculating  OID.  If  the  IRS  were  to  successfully  contend 
that  another  method  of  accruing  OID  with  respect  to  the  Co-Issued  Notes  is  appropriate,  the  U.S.  federal 
income  tax  consequences  to  a  U.S.  Holder  of  the  Co-Issued  Notes  could  be  adverse  or  more  favorable. 
If  the  Co-Issued  Notes  are  deemed  to  be  contingent  debt  obligations,  then  U.S.  Treasury  regulations  may 
apply  to  the  Co-Issued  Notes  that  would  apply  the  non-contingent  bond  method  to  non-U.S.  Dollar 
denominated  debt  instruments  that  provide  for  certain  contingent  payments. 

A  subsequent  purchaser  of  a  Co-Issued  Note  issued  with  OID  who  purchases  that  Note  at  a  cost 
less  than  the  remaining  stated  redemption  price  at  maturity  will  also  be  required  to  include  in  gross 
income  the  sum  of  the  daily  portions  of  OID  on  the  Co-Issued  Note.  In  computing  the  daily  portions  of 
OID  for  a  subsequent  purchaser  of  a  Co-Issued  Note  (as  well  as  an  initial  purchaser  that  purchases  at  a 
price  higher  than  the  adjusted  Issue  Price,  but  less  than  the  stated  redemption  price  at  maturity), 
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however,  the  daily  portion  is  reduced  by  the  amount  that  would  be  the  daily  portion  for  the  day  (computed 
in  accordance  with  the  rules  set  forth  above)  multiplied  by  a  fraction,  the  numerator  of  which  is  the 
amount,  if  any,  by  which  the  price  paid  by  the  U.S.  Holder  for  the  Co-Issued  Note  exceeds  the  difference 
between  (a)  the  sum  of  the  Issue  Price  plus  the  aggregate  amount  of  OID  that  would  have  been  able  to 
be  included  in  the  gross  income  of  an  original  U.S.  Holder  (who  purchased  the  Co-Issued  Note  at  the 
Issue  Price)  and  (b)  any  prior  payments  included  in  the  stated  redemption  price  at  maturity,  and  the 
denominator  of  which  is  the  sum  of  the  daily  portions  for  the  Co-Issued  Note  for  all  days  beginning  on  the 
date  after  the  purchase  date  and  ending  on  the  maturity  date  computed  under  the  prepayment 
assumption. 

A  U.S.  Holder  who  pays  a  premium  for  a  Co-Issued  Note  (i.e.,  purchases  the  Co-Issued  Note  for 
an  amount  greater  the  stated  redemption  price  at  maturity)  may  elect  to  amortize  such  premium  under  a 
constant  yield  method  over  the  life  of  the  Co-Issued  Note.  The  amortizable  amount  for  any  Interest 
Accrual  Period  would  offset  the  amount  of  interest  that  must  be  included  in  the  gross  income  of  a  U.S. 
Holder  in  such  Interest  Accrual  Period.  The  U.S.  Holder's  basis  in  the  Co-Issued  Note  would  be  reduced 
by  the  amount  of  amortization.  It  is  not  clear  whether  the  prepayment  assumption  would  be  taken  into 
account  in  determining  the  life  of  the  for  the  timing  of  the  amortization  of  such  premium  for  this  purpose. 

If  the  U.S.  Holder  acquires  a  Co-Issued  Note  at  a  discount  to  the  adjusted  Issue  Price  of  the  Co- 
Issued  Note  that  is  greater  than  a  specified  de  minimis  amount,  such  discount  is  treated  as  market 
discount.  Absent  an  election  to  accrue  into  income  currently,  the  amount  of  accrued  market  discount  on  a 
Co-Issued  Note  is  included  in  income  as  ordinary  income  when  principal  payments  are  received  or  the 
U.S.  Holder  disposes  of  the  Co-Issued  Note.  Market  discount  is  accrued  ratably  unless  the  U.S.  Holder 
elects  to  use  a  constant  yield  method  for  accrual.  For  this  purpose,  the  term  "rateably"  may  be  based  on 
the  term  of  the  Co-Issued  Note  or  a  U.S.  Holder  may  be  permitted  to  accrue  market  discount  in  proportion 
to  interest  on  Co-Issued  Notes  issued  without  OID  or  in  proportion  to  OID  on  Co-Issued  Notes  issued  with 
OID. 

As  a  result  of  the  complexity  of  the  OID  rules,  each  U.S.  Holder  of  any  Co-Issued  Notes  should 
consult  its  own  tax  advisor  regarding  the  impact  of  the  OID  rules  on  its  investment  in  such  Notes. 

Election  to  Treat  All  Interest  as  OID.  The  OID  rules  permit  a  U.S.  Holder  of  a  Co-Issued  Note 
to  elect  to  accrue  all  interest,  discount  (including  de  minimis  market  or  original  issue  discount)  and 
premium  in  income  as  interest,  based  on  a  constant  yield  method.  If  an  election  to  treat  all  interest  as 
OID  were  to  be  made  with  respect  to  a  Co-Issued  Note  with  market  discount,  the  U.S.  Holder  of  such 
Note  making  such  election  would  be  deemed  to  have  made  an  election  to  include  in  income  currently 
market  discount  with  respect  to  all  other  debt  instruments  having  market  discount  that  such  U.S.  Holder 
acquires  during  the  year  of  the  election  or  thereafter.  Similarly,  a  U.S.  Holder  that  makes  this  election  for 
a  Note  that  is  acquired  at  a  premium  will  be  deemed  to  have  made  an  election  to  amortize  bond  premium 
with  respect  to  all  debt  instruments  having  amortizable  bond  premium  that  such  U.S.  Holder  owns  or 
acquires.  The  election  to  accrue  interest,  discount  and  premium  on  a  constant  yield  method  with  respect 
to  a  Co-Issued  Note  cannot  be  revoked  without  the  consent  of  the  IRS. 

Disposition  of  the  Co-Issued  Notes.  In  general,  a  U.S.  Holder  of  a  Co-Issued  Note  initially  will 
have  a  basis  in  such  Note  equal  to  the  cost  of  such  Note  to  such  U.S.  Holder,  (i)  increased  by  any 
amount  includable  in  income  by  such  U.S.  Holder  as  OID  with  respect  to  such  Note,  and  (ii)  reduced  by 
any  amortized  premium  and  by  payments  on  the  Co-Issued  Note,  other  than  payments  of  stated  interest 
on  the  Co-Issued  Note.  Upon  a  sale,  exchange,  redemption,  retirement  or  other  taxable  disposition  of  a 
Co-Issued  Note,  a  U.S.  Holder  will  generally  recognize  gain  or  loss  equal  to  the  difference  between  the 
amount  realized  on  the  sale,  exchange,  redemption,  retirement  or  other  taxable  disposition  (other  than 
amounts  attributable  to  accrued  interest  on  a  Co-Issued  Note,  which  will  be  taxable  as  described  above) 
and  the  U.S.  Holder's  tax  basis  in  such  Note.  Except  to  the  extent  of  accrued  interest  or  market  discount 
not  previously  included  in  income,  or  unless  the  rules  applicable  to  contingent  payment  debt  obligations 
apply,  gain  or  loss  from  the  disposition  of  a  Co-Issued  Note  generally  will  be  long-term  capital  gain  or  loss 
if  the  U.S.  Holder  held  the  Co-Issued  Note  for  more  than  one  year  at  the  time  of  disposition,  provided  that 
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the  Co-Issued  Note  is  held  as  a  "capital  asset"  (generally,  property  held  for  investment)  within  the' 
meaning  of  Section  1221  of  the  Code,  except  to  the  extent  of  accrued  market  discount  not  previously 
included  in  income. 

However,  if  the  IRS  or  a  court  determines  that  any  Class  of  the  Co-Issued  Notes  constitute 
contingent  payment  debt  obligations  subject  to  the  non-contingent  bond  method,  then  a  U.S.  Holder 
generally  will  have  a  basis  in  such  Co-Issued  Note  equal  to  the  cost  of  such  Co-Issued  Note  to  such  U.S. 
Holder  (0  increased  by  OID  accrued  with  respect  to  the  Co-Issued  Notes  (determined  without  regard  to 
adjustments  made  to  reflect  the  differences  between  actual  and  projected  payments),  and  (ii)  reduced  by 
the  amount  of  any  non-contingent  payments  and  the  projected  amount  of  any  contingent  payments 
previously  made  on  the  Co-Issued  Notes.  Any  gain  recognized  on  the  sale,  exchange,  redemption, 
retirement  or  other  taxable  disposition  of  the  Co-Issued  Note  will  be  treated  as  ordinary  interest  income. 
Further,  in  such  a  case,  any  loss  will  be  treated  as  ordinary  loss  to  the  extent  of  prior  interest  inclusions 
with  respect  to  the  Co-Issued  Notes,  reduced  by  the  total  net  negative  adjustments  that  the  U.S.  Holder 
has  taken  into  account  as  ordinary  loss  with  respect  to  the  Co-Issued  Notes;  any  remaining  loss  will  be  a 
capital  loss. 

In  certain  circumstances,  U.S.  Holders  that  are  individuals  may  be  entitled  to  preferential 
treatment  for  net  long-term  capital  gains;  however,  the  ability  of  U.S.  Holders  to  offset  capital  losses 
against  ordinary  income  is  limited. 

Any  gain  recognized  by  a  U.S.  Holder  on  the  sale,  exchange,  redemption,  retirement  or  other 
taxable  disposition  of  a  Co-Issued  Note  generally  will  be  treated  as  from  sources  within  the  United  States 
assuming  that  such  Co-Issued  Note  is  not  held  by  a  U.S.  Holder  through  a  non-U. S.  branch. 

Alternative  Characterization  of  the  Co-Issued  Notes.  Notwithstanding  special  U.S.  tax 
counsel's  opinion,  U.S.  Holders  should  recognize  that  there  is  some  uncertainty  regarding  the  appropriate 
classification  of  instruments  such  as  the  Co-Issued  Notes.  It  is  possible,  for  example,  that  the  IRS  may 
contend  that  a  Class  of  Co-Issued  Notes  should  be  treated  as  equity  interests  (or  as  part  debt,  part 
equity)  in  the  Issuer.  Such  a  recharacterization  might  result  in  material  adverse  U.S.  federal  income  tax 
consequences  to  U.S.  Holders.  If  U.S.  Holders  of  a  Class  of  the  Co-Issued  Notes  were  treated  as  owning 
equity  interests  in  the  Issuer,  the  U.S.  federal  income  tax  consequences  to  U.S.  Holders  of  such 
recharacterized  Co-Issued  Notes  would  be  as  described  under  "—Tax  Treatment  of  U.S.  Holders  of 
Issuer  Notes",  "—Transfer  Reporting  Requirements"  and  "—Tax  Return  Disclosure  and  Investor  List 
Requirements".  In  order  to  avoid  the  application  of  the  PFIC  rules,  each  U.S.  Holder  of  a  Note  should 
consider  making  a  qualified  electing  fund  election  provided  in  Section  1295  of  the  Code  on  a  "protective" 
basis  (although  such  protective  election  may  not  be  respected  by  the  IRS  because  current  regulations  do 
not  specifically  authorize  that  particular  election).  See  'Tax  Treatment  of  U.S.  Holders  of  Issuer  Notes — 
Investment  in  a  Passive  Foreign  Investment  Company".  Further,  U.S.  Holders  of  any  Class  of  Co-Issued 
Notes  that  may  be  recharacterized  as  equity  in  the  Issuer  should  consult  with  their  own  tax  advisors  with 
respect  to  whether,  if  they  owned  equity  in  the  Issuer,  they  would  be  required  to  file  information  returns  in 
accordance  with  sections  6038,  6038B,  and  6046  of  the  Code  (and,  if  so,  whether  they  should  file  such 
returns  on  a  protective  basis). 

Payments  of  Interest  and  OID  in  Euro,  Sterling,  Canadian  Dollars,  Australian  Dollars,  New 
Zealand  Dollars  or  Yen.  A  U.S.  Holder  with  a  U.S.  Dollar  functional  currency  that  uses  the  cash  method 
of  accounting  for  U.S.  federal  income  tax  purposes  and  receives  a  payment  of  interest  on  a  Co-Issued 
Note  (other  than  OID)  denominated  in  Euro,  Sterling,  Canadian  Dollars,  Australian  Dollars,  New  Zealand 
Dollars  or  Yen,  as  applicable,  will  be  required  to  include  in  gross  income  the  U.S.  Dollar  value  of  the 
payment  in  Euro,  Sterling,  Canadian  Dollars,  Australian  Dollars,  New  Zealand  Dollars  or  Yen,  as 
applicable,  on  the  date  such  payment  is  received  (based  on  the  U.S.  Dollar  spot  rate  for  the  Euro, 
Sterling,  Canadian  Dollars,  Australian  Dollars,  New  Zealand  Dollars  or  Yen,  as  applicable,  on  the  date 
such  payment  is  received)  regardless  of  whether  the  payment  is  in  fact  converted  to  U.S.  Dollars  at  that 
time.  No  exchange  gain  or  loss  will  be  recognized  with  respect  to  the  receipt  of  such  payment. 
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A  U.S.  Holder  that  uses  the  accrual  method  of  accounting  for  U.S.  federal  income  tax  purposes, 
or  that  otherwise  is  required  to  accrue  interest  prior  to  receipt,  will  be  required  to  include  in  gross  income 
the  U.S.  Dollar  value  of  the  amount  of  interest  income  that  has  accrued  and  is  otherwise  required  to  be 
taken  into  account  with  respect  to  a  Co-Issued  Note  during  an  accrual  period.  The  U.S.  Dollar  value  of 
such  accrued  interest  income  will  be  determined  by  translating  such  interest  income  at  the  average  U.S. 
Dollar  exchange  rate  for  the  Euro,  Sterling,  Canadian  Dollars,  Australian  Dollars,  New  Zealand  Dollars  or 
Yen,  as  applicable,  in  effect  during  the  accrual  period  or,  with  respect  to  an  accrual  period  that  spans  two 
taxable  years,  the  partial  period  within  the  taxable  year.  A  U.S.  Holder  may  elect,  however,  to  translate 
such  accrued  interest  income  using  the  U.S.  Dollar  spot  rate  for  the  Euro,  Sterling,  Canadian  Dollars, 
Australian  Dollars,  New  Zealand  Dollars  or  Yen,  as  applicable,  on  the  last  day  of  the  accrual  period  or, 
with  respect  to  an  accrual  period  that  spans  two  taxable  years,  on  the  last  day  of  the  taxable  year.  If  the 
last  day  of  an  accrual  period  is  within  five  business  days  of  the  date  of  receipt  of  the  accrued  interest,  a 
U.S.  Holder  may  translate  such  interest  using  the  U.S.  Dollar  spot  rate  on  the  date  of  receipt.  The  above 
election  must  be  applied  consistently  to  all  debt  instruments  from  year  to  year  and  may  not  be  changed 
without  the  consent  of  the  IRS.  Prior  to  making  such  an  election,  a  U.S.  Holder  should  consult  its  own  tax 
advisor. 

A  U.S.  Holder  that  uses  the  accrual  method  of  accounting  for  U.S.  federal  income  tax  purposes 
may  recognize  exchange  gain  or  loss  with  respect  to  accrued  interest  income  on  the  date  the  payment  of 
such  income  is  received.  The  amount  of  any  such  exchange  gain  or  loss  recognized  will  equal  the 
difference,  if  any,  between  the  U.S.  Dollar  value  of  the  payment  in  the  Euro,  Sterling,  Canadian  Dollars, 
Australian  Dollars,  New  Zealand  Dollars  or  Yen,  as  applicable,  received  (based  on  the  U.S.  Dollar  spot 
rate  for  the  Euro,  Sterling,  Canadian  Dollars,  Australian  Dollars,  New  Zealand  Dollars  or  Yen,  as 
applicable,  on  the  date  such  payment  is  received)  with  respect  to  such  accrued  interest  and  the  U.S. 
Dollar  value  of  the  income  inclusion  with  respect  to  such  accrued  interest  (computed  as  determined 
above).  Any  such  exchange  gain  or  loss  will  be  treated  as  ordinary  income  or  loss,  but  generally  will  not 
be  treated  as  an  adjustment  to  interest  income,  and  will  generally  be  treated  as  U.S.  source  income  or 
loss,  respectively. 

The  Issuer  intends  to  take  the  position  that  OID  for  any  accrual  period  on  a  Co-issued  Note  wiii 
be  determined  in  Euro,  Sterling,  Canadian  Dollars,  Australian  Dollars,  New  Zealand  Dollars  or  Yen,  as 
applicable,  and  then  translated  into  U.S.  Dollars  in  the  same  manner  as  stated  interest  accrued  by  an 
accrual  basis  U.S.  Holder,  as  described  above.  As  described  above,  however,  the  treatment  of  Co- 
Issued  Notes  issued  with  OID  is  subject  to  uncertainty,  and  it  is  possible  that  different  rules  would  apply. 
Applying  this  method,  all  payments  on  a  Co-Issued  Note  (other  than  payments  of  Qualified  Stated 
Interest)  will  generally  be  viewed  first  as  payments  of  previously-accrued  OID  (to  the  extent  thereof),  with 
payments  attributed  first  to  the  earliest-accrued  OID,  and  then  as  payments  of  principal.  Upon  receipt  of 
a  payment  attributable  to  OID  (whether  in  connection  with  a  payment  of  interest  or  on  the  sale,  exchange, 
redemption,  retirement  or  other  taxable  disposition  of  a  Co-Issued  Note),  a  U.S.  Holder  may  recognize 
exchange  gain  or  loss  as  described  above  with  respect  to  accrued  interest  income.  Any  such  exchange 
gain  or  loss  will  be  treated  as  ordinary  income  or  loss,  but  generally  will  not  be  treated  as  an  adjustment 
to  interest  income,  and  will  generally  be  treated  as  U.S.  source  income  or  loss,  respectively. 

Receipt  of  Euro,  Sterling,  Canadian  Dollars,  Australian  Dollars,  New  Zealand  Dollars  or 
Yen.  Euro,  Sterling,  Canadian  Dollars,  Australian  Dollars,  New  Zealand  Dollars  or  Yen,  as  applicable, 
received  as  payment  on  a  Co-Issued  Note  or  on  a  sale,  exchange,  redemption,  retirement  or  other 
taxable  disposition  of  a  Co-Issued  Note  will  have  a  tax  basis  equal  to  its  U.S.  Dollar  value  at  the  time 
such  payment  is  received  or  at  the  time  of  such  sale,  exchange,  redemption,  retirement  or  other  taxable 
disposition,  as  the  case  may  be.  Euro,  Sterling,  Canadian  Dollars,  Australian  Dollars,  New  Zealand 
Dollars  or  Yen,  as  applicable,  that  are  purchased  will  generally  have  a  tax  basis  equal  to  the  U.S.  Dollar 
value  of  the  Euro,  Sterling,  Canadian  Dollars,  Australian  Dollars,  New  Zealand  Dollars  or  Yen,  as 
applicable,  on  the  date  of  purchase.  Any  exchange  gain  or  loss  recognized  on  a  sale,  exchange, 
redemption,  retirement  or  other  taxable  disposition  of  the  Euro,  Sterling,  Canadian  Dollars,  Australian 
Dollars,  New  Zealand  Dollars  or  Yen  (including  their  use  to  purchase  Co-Issued  Notes  or  upon  exchange 
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for  U.S.  Dollars),  as  applicable,  will  be  ordinary  income  or  loss  and  will  generally  be  treated  as  U.S. 
source  income  or  loss,  respectively. 

Foreign  Currency  Gain  or  Loss  on  Purchase  or  Disposition.  A  U.S.  Holder  that  purchases 
the  Co-Issued  Notes  with  Euro,  Sterling,  Canadian  Dollars,  Australian  Dollars,  New  Zealand  Dollars  or 
Yen,  as  applicable,  generally  will  recognize  exchange  gain  or  loss  in  an  amount  equal  to  the  difference  (if 
any)  between  the  U.S.  Dollar  fair  market  value  of  the  Euro,  Sterling,  Canadian  Dollars,  Australian  Dollars, 
New  Zealand  Dollars  or  Yen,  as  applicable,  used  to  purchase  the  Co-Issued  Notes  determined  at  the  spot 
rate  of  exchange  in  effect  on  the  date  of  purchase  of  the  Co-Issued  Notes  and  such  U.S.  Holder's  tax 
basis  in  the  Euro,  Sterling,  Canadian  Dollars,  Australian  Dollars,  New  Zealand  Dollars  or  Yen,  as 
applicable.  If  a  U.S.  Holder  receives  Euro,  Sterling,  Canadian  Dollars,  Australian  Dollars,  New  Zealand 
Dollars  or  Yen,  as  applicable,  on  a  sale,  exchange,  redemption,  retirement  or  other  taxable  disposition  of 
a  Co-Issued  Note,  the  amount  realized  will  be  based  on  the  U.S.  Dollar  value  of  the  Euro,  Sterling, 
Canadian  Dollars,  Australian  Dollars,  New  Zealand  Dollars  or  Yen,  as  applicable,  on  the  date  the 
payment  is  received  or  the  date  of  disposition  of  the  Co-Issued  Note.  Any  gain  or  loss  realized  upon  the 
sale,  exchange,  redemption,  retirement  or  other  taxable  disposition,  of  a  Co-Issued  Note  that  is 
attributable  to  fluctuations  in  currency  exchange  rates  will  be  exchange  gain  or  loss.  Any  gain  or  any  loss 
attributable  to  fluctuations  in  exchange  rates  will  equal  the  difference  between  the  U.S.  Dollar  value  of  the 
principal  amount  of  the  Co-Issued  Note,  determined  on  the  date  such  payment  is  received  or  such  Co- 
Issued  Note  is  disposed  based  on  the  U.S.  Dollar  spot  rate  for  the  Euro,  Sterling,  Canadian  Dollars, 
Australian  Dollars,  New  Zealand  Dollars  or  Yen,  as  applicable,  on  such  date  and  the  U.S.  Dollar  value  of 
principal  amount  of  such  Co-Issued  Note,  determined  on  the  date  the  U.S.  Holder  acquired  such  Co- 
Issued  Note  based  on  the  U.S.  Dollar  spot  rate  for  the  Euro,  Sterling,  Canadian  Dollars,  Australian 
Dollars,  New  Zealand  Dollars  or  Yen,  as  applicable,  on  such  date.  Such  exchange  gain  or  loss  will  be 
recognized  only  to  the  extent  of  the  total  gain  or  loss  realized  by  the  U.S.  Holder  on  the  sale,  exchange, 
redemption,  retirement  or  other  taxable  disposition  of  such  Co-Issued  Note.  Any  exchange  gain  or  loss 
will  be  treated  as  ordinary  income  or  loss,  but  generally  will  not  be  treated  as  an  adjustment  to  interest 
income,  and  will  generally  be  treated  as  U.S.  source  income  or  loss,  respectively. 

As  a  result  of  the  uncertainty  regarding  the  U.S.  federal  income  tax  consequences  to  U.S. 
Holders  with  respect  to  the  Co-Issued  Notes  and  the  complexity  of  the  foregoing  rules,  each  U.S.  Holder 
of  a  Co-Issued  Note  is  urged  to  consult  its  own  tax  advisor  regarding  the  U.S.  federal  income  tax 
consequences  to  the  Holder  of  the  purchase,  ownership  and  disposition  of  such  Co-Issued  Note. 

Tax  Treatment  of  U.S.  Holders  of  Issuer  Notes 

Investment  in  a  Passive  Foreign  Investment  Company.  The  Issuer  will  constitute  a  passive 
foreign  investment  company  ("PFIC").  By  treating  the  Issuer  Notes,  when  issued,  as  equity  in  the  Issuer, 
U.S.  Holders  of  Issuer  Notes  (other  than  certain  U.S.  Holders  that  are  subject  to  the  rules  pertainjng  to  a 
controlled  foreign  corporation  with  respect  to  the  Issuer,  described  below)  will  be  considered  U.S. 
shareholders  in  a  PFIC.  In  general,  a  U.S.  Holder  of  a  PFIC  may  desire  to  make  an  election  to  treat  the 
Issuer  as  a  qualified  electing  fund  ("QEF")  with  respect  to  such  U.S.  Holder.  Generally,  a  QEF  election 
should  be  made  with  the  filing  of  a  U.S.  Holder's  federal  income  tax  return  for  the  first  taxable  year  for 
which  it  held  the  Issuer  Notes.  If  a  timely  QEF  election  is  made  for  the  Issuer,  an  electing  U.S.  Holder  will 
be  required  in  each  taxable  year  to  include  in  gross  income  (i)  as  ordinary  income,  such  holder's  pro  rata 
share  of  the  Issuer's  ordinary  earnings  and  (ii)  as  long-term  capital  gain,  such  holder's  pro  rata  share  of 
the  Issuer's  net  capital  gain,  whether  or  not  distributed  and  translated  into  U.S.  Dollars  using  the  average 
U.S.  Dollar  exchange  rate  for  the  Euro,  Sterling,  Canadian  Dollars,  Australian  Dollars,  New  Zealand 
Dollars  or  Yen,  as  applicable,  for  the  Issuer's  taxable  year.  In  determining  the  Issuer's  ordinary  earnings, 
the  OID  interest  that  accrues  on  the  Co-Issued  Notes  may  be  expensed  by  the  Issuer  (whether  or  not  the 
OID  is  de  minimis).  For  purposes  of  calculating  the  income  of  the  Issuer,  the  deduction  for  interest  paid 
to  certain  related  parties  may  be  deferred  and  ultimately  denied.  Related  parties  generally  include  a 
person  owning  more  than  50%  of  the  aggregate  value  of  all  Classes  of  Notes  treated  as  equity  of  the 
Issuer  (with  special  rules  for  partnerships)  and  any  real  estate  investment  trust  that  treats  the  Issuer  as  a 
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taxable  REIT  subsidiary.  A  U.S.  Holder  will  not  be  eligible  for  the  dividends  received  deduction  with 
respect  to  such  income  or  gain.  In  addition,  any  losses  of  the  Issuer  in  a  taxable  year  will  not  be  available 
to  such  U.S.  Holder  and  may  not  be  carried  back  or  forward  in  computing  the  Issuer's  ordinary  earnings 
and  net  capital  gain  in  other  taxable  years.  An  amount  included  in  an  electing  U.S.  Holder's  gross  income 
should  be  treated  as  income  from  sources  outside  the  United  States  for  U.S.  foreign  tax  credit  limitation 
purposes.  However,  if  U.S.  Holders  collectively  own  (directly  or  constructively)  50%  or  more  (measured 
by  vote  or  value)  of  the  Issuer  Notes,  such  amount  will  be  treated  as  income  from  sources  within  the 
United  States  for  such  purposes  to  the  extent  that  such  amount  is  attributable  to  income  of  the  Issuer 
from  sources  within  the  United  States.  If  applicable  to  a  U.S.  Holder  of  Issuer  Notes,  the  rules  pertaining 
to  a  controlled  foreign  corporation,  discussed  below,  generally  override  those  pertaining  to  a  PFIC  with 
respect  to  which  a  QEF  election  is  in  effect. 

In  certain  cases  in  which  a  QEF  does  not  distribute  all  of  its  earnings  in  a  taxable  year,  U.S. 
shareholders  may  also  be  permitted  to  elect  to  defer  payment  of  some  or  all  of  the  taxes  on  the  QEF's 
income  subject  to  an  interest  charge  on  the  deferred  amount.  As  a  result,  the  Issuer  may  have  in  any 
given  year  substantial  amounts  of  earnings  for  U.S.  federal  income  tax  purposes  that  are  not  distributed 
on  the  Issuer  Notes.  Thus,  absent  an  election  to  defer  paymeni  of  taxes,  U.S.  Holders  that  make  a  QEF 
election  with  respect  to  the  Issuer  may  owe  tax  on  significant  "phantom"  income. 

Moreover,  there  is  no  direct  authority  dealing  with  the  tax  treatment  of  financial  instruments  like 
the  Credit  Default  Swap.  The  Issuer  intends  to  treat  the  Credit  Default  Swap  as  a  "notional  principal 
contract"  for  U.S.  federal  income  tax  purposes,  in  which  case  the  Issuer's  earnings  for  any  period  would 
be  determined  by  taking  into  account  the  Credit  Default  Swap  payments  to  the  Issuer  attributable  to  that 
period.  In  a  statement  in  its  preamble  to  recently  proposed  guidance  regarding  the  tax  accounting  for 
contingent  nonperiodic  payments  under  notional  principal  contracts,  the  U.S.  Department  of  Treasury 
indicated  that  certain  persons,  such  as  the  Issuer,  would  be  required  under  current  law  to  take  such 
payments  into  account  for  income  tax  purposes  over  the  life  of  the  contract  under  a  reasonable 
amortization  method.  Although  the  application  of  this  rule  to  the  Credit  Default  Swap  is  not  entirely  clear, 
the  income  of  the  Issuer  may  need  to  be  determined  by  taking  into  account  an  adjustment  for  any  such 
contingent  payments  which  the  Issuer  may  be  required  to  make  under  the  Credit  Default  Swap.  It  is 
possible,  however,  that  a  Credit  Default  Swap  could  be  characterized  for  tax  purposes  as  an  option 
written  by  the  Issuer.  Because  payments  received  for  writing  an  option  are  generally  taken  into  account 
only  upon  the  termination  of  the  transaction,  characterizing  the  Credit  Default  Swap  as  an  option  may 
concentrate  the  Issuer's  positive  earnings,  as  determined  for  U.S.  federal  income  tax  purposes,  into  one 
or  more  taxable  periods,  which  may  result  in  the  recognition  of  income  in  excess  of  any  cash  distributed 
on  the  Issuer  Notes  by  the  Issuer.  U.S.  Holders  of  the  Issuer  Notes  should  consult  their  tax  advisors 
regarding  the  U.S.  federal  income  tax  consequences  of  holding  any  of  the  Issuer  Notes. 

The  Issuer  will  provide,  upon  request,  all  information  and  documentation  that  a  U.S.  Holder 
making  a  QEF  election  is  required  to  obtain  for  U.S.  federal  income  tax  purposes. 

A  U.S.  Holder  of  Issuer  Notes  (other  than  certain  U.S.  Holders  that  are  subject  to  the  rules 
pertaining  to  a  controlled  foreign  corporation  with  respect  to  the  Issuer,  described  below)  that  does  not 
make  a  timely  QEF  election  will  be  required  to  report  any  gain  on  disposition  of  any  Issuer  Notes  as  if  it 
were  an  excess  distribution,  rather  than  capital  gain,  and  to  compute  the  tax  liability  on  such  gain  and  any 
excess  distribution  received  with  respect  to  the  Issuer  Notes  as  if  such  items  had  been  earned  ratably 
over  each  day  in  the  U.S.  Holder's  holding  period  (or  a  certain  portion  thereof)  for  the  Issuer  Notes.  The 
U.S.  Holder  will  be  subject  to  tax  on  such  items  at  the  highest  ordinary  income  tax  rate  for  each  taxable 
year,  other  than  the  current  year  of  the  U.S.  Holder,  in  which  the  items  were  treated  as  having  been 
earned,  regardless  of  the  rate  otherwise  applicable  to  the  U.S.  Holder.  Further,  such  U.S.  Holder  will  also 
be  liable  for  an  additional  tax  equal  to  interest  on  the  tax  liability  attributable  to  income.allocated  to  prior 
years  as  if  such  liability  had  been  due  with  respect  to  each  such  prior  year.  For  purposes  of  these  rules, 
gifts,  exchanges  pursuant  to  corporate  reorganizations  and  use  of  the  Issuer  Notes  as  security  for  a  loan 
may  be  treated  as  a  taxable  disposition  of  the  Issuer  Notes.  Very  generally,  an  "excess  distribution"  is  the 
amount  by  which  distributions  during  a  taxable  year  with  respect  to  an  Issuer  Note  exceed  125%  of  the 
average  amount  of  distributions  in  respect  thereof  during  the  three  preceding  taxable  years  (or,  if  shorter, 
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the  U.S.  Holder's  holding  period  for  the  Issuer  Note).   In  addition,  a  stepped-up  basis  in  the  Issuer  Note 
upon  the  death  of  an  individual  U.S.  Holder  may  not  be  available. 

In  many  cases,  application  of  the  tax  on  gain  on  disposition  and  receipt  of  excess  distributions 
will  be  substantially  more  onerous  than  the  treatment  applicable  if  a  timely  QEF  election  is  made. 
ACCORDINGLY  U  S  HOLDERS  OF  ISSUER  NOTES  SHOULD  CONSIDER  CAREFULLY  WHETHER 
TO  MAKE  A  QEF  ELECTION  WITH  RESPECT  TO  THE  ISSUER  NOTES  AND  THE  CONSEQUENCES 
OF  NOT  MAKING  SUCH  AN  ELECTION. 

Furthermore,  in  order  to  avoid  the  application  of  the  PFIC  rules,  each  U.S.  Holder  of  a  Note 
should  consider  making  a  qualified  electing  fund  election  on  a  "protective"  basis  (although  such  protective 
election  may  not  be  respected  by  the  IRS  because  current  regulations  do  not  specifically  authorize  that 
particular  protective  election).  Further,  U.S.  Holders  of  any  Class  of  Notes  that  may  be  recharacterized 
as  equity  in  the  Issuer  should  consult  with  their  own  tax  advisors  with  respect  to  whether,  if  they  owned 
equity  in  the  Issuer,  they  would  be  required  to  file  information  returns  in  accordance  with  sections  6038, 
6038B,  and  6046  of  the  Code  (and,  if  so,  whether  they  should  file  such  returns  on  a  protective  basis). 

Investment  in  a  Controlled  Foreign  Corporation.  The  Issuer  may  be  classified  as  a  controlled 
foreign  corporation  ("CFC").  In  general,  a  foreign  corporation  will  be  classified  as  a  CFC  if  more  than 
50%  of  the  shares  of  the  corporation,  measured  by  reference  to  combined  voting  power  or  value,  is 
owned  (actually  or  constructively)  by  "U.S.  Shareholders".  A  U.S.  Shareholder,  for  this  purpose,  is  any 
U.S.  person  that  possesses  (actually  or  constructively)  10%  or  more  of  the  combined  voting  power 
(generally  the  right  to  vote  for  directors  of  the  corporation)  of  all  classes  of  shares  of  a  corporation. 
Although  Issuer  Notes  do  not  vote  for  directors  of  the  Issuer,  it  is  possible  that  the  IRS  would  assert  that 
the  Issuer  Notes  are  de  facto  voting  securities  and  that  U.S.  Holders  possessing  (actually  or 
constructively)  10%  or  more  of  the  total  stated  amount  of  outstanding  Issuer  Notes  are  U.S. 
Shareholders.  If  this  argument  were  successful  and  Issuer  Notes  representing  more  than  50%  of  the 
voting  power  or  value  of  the  Issuer's  equity  are  owned  (actually  or  constructively)  by  such  U.S. 
Shareholders,  the  Issuer  would  be  treated  as  a  CFC. 

If  the  Issuer  were  treated  as  a  CFC,  a  U.S.  Shareholder  of  the  issuer  wouid  be  treaied,  subject  to 
certain  exceptions,  as  receiving  a  deemed  dividend  at  the  end  of  the  taxable  year  of  the  Issuer  in  an 
amount  equal  to  that  person's  pro  rata  share  of  the  subpart  F  income  (as  defined  below)  of  the  Issuer. 
Such  deemed  dividend  would  be  treated  as  income  from  sources  within  the  United  States  for  U.S.  foreign 
tax  credit  limitation  purposes  to  the  extent  that  it  is  attributable  to  income  of  the  Issuer  from  sources  within 
the  United  States.  Among  other  items,  and  subject  to  certain  exceptions,  subpart  F  income  includes 
dividends,  interest,  annuities,  gains  from  the  sale  or  exchange  of  shares  and  securities,  certain  gains  from 
commodities  transactions,  certain  types  of  insurance  income  and  income  from  certain  transactions  with 
related  parties.  It  is  likely  that,  if  the  Issuer  were  to  constitute  a  CFC,  all  or  most  of  its  income  would  be 
subpart  F  income  and,  in  general,  if  the  Issuer's  subpart  F  income  exceeds  70%  of  its  gross  income,  the 
entire  amount  of  the  Issuer's  income  will  be  subpart  F  income.  For  purposes  of  calculating  the  income  of 
the  Issuer,  the  deduction  for  interest  paid  to  certain  related  parties  may  be  deferred  and  ultimately  denied. 
Related  parties  generally  include  a  person  owning  more  than  50  percent  of  the  aggregate  value  of  all 
Classes  of  Notes  treated  as  equity  of  the  Issuer  (with  special  rules  for  partnerships)  and  any  real  estate 
investment  trust  that  treats  the  Issuer  as  a  taxable  REIT  subsidiary.  In  addition,  special  rules  apply  to 
determine  the  appropriate  exchange  rate  to  be  used  to  translate  such  amounts  treated  as  a  dividend  and 
the  amount  of  any  foreign  currency  gain  or  loss  with  respect  to  distributions  of  previously  taxed  amounts 
attributable  to  movements  in  exchange  rates  between  the  times  of  deemed  and  actual  distributions.  U.S. 
Holders  should  consult  their  tax  advisors  regarding  these  special  rules. 

If  the  Issuer  were  treated  as  a  CFC,  a  U.S.  Shareholder  of  the  Issuer  which,  made  a  QEF  election 
with  respect  to  the  Issuer  would  be  taxable  on  the  subpart  F  income  of  the  Issuer  under  rules  described  in 
the  preceding  paragraph  and  not  under  the  QEF  rules  previously  described.  As  a  result,  to  the  extent 
subpart  F  income  of  the  Issuer  includes  net  capital  gains,  such  gains  will  be  treated  as  ordinary  income  of 
the  U.S.  Shareholder  under  the  CFC  rules,  notwithstanding  the  fact  that  the  character  of  such  gains 
generally  would  otherwise  be  reserved  under  the  QEF  rules. 
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Furthermore,  if  the  Issuer  were  treated  as  a  CFC  and  a  U.S.  Holder  were  treated  as  a  U.S. 
Shareholder  therein,  the  Issuer  would  not  be  treated  as  a  PFIC  or  a  QEF  with  respect  to  such  U.S.  Holder 
for  the  period  during  which  the  Issuer  remained  a  CFC  and  such  U.S.  Holder  remained  a  U.S. 
Shareholder  therein  (the  "qualified  portion"  of  the  U.S.  Holder's  holding  period  for  the  Issuer  Notes).  If  the 
qualified  portion  of  such  U.S.  Holder's  holding  period  for  the  Issuer  Notes  subsequently  ceased  (either 
because  the  Issuer  ceased  to  be  a  CFC  or  the  U.S.  Holder  ceased  to  be  a  U.S.  Shareholder),  then  solely 
for  purposes  of  the  PFIC  rules,  such  U.S.  Holder's  holding  period  for  the  Issuer  Notes  would  be  treated  as 
beginning  on  the  first  day  following  the  end  of  such  qualified  portion,  unless  the  U.S.  Holder  had  owned 
any  of  such  Class  of  Issuer  Notes  for  any  period  of  time  prior  to  such  qualified  portion  and  had  not  made 
a  QEF  election  with  respect  to  the  Issuer.  In  that  case,  the  Issuer  would  again  be  treated  as  a  PFIC 
which  is  not  a  QEF  with  respect  to  such  U.S.  Holder  and  the  beginning  of  such  U.S.  Holder's  holding 
period  for  the  Issuer  Notes  would  continue  to  be  the  date  upon  which  such  U.S.  Holder  acquired  such 
Issuer  Notes,  unless  the  U.S.  Holder  made  an  election  to  recognize  gain  with  respect  to  such  Issuer 
Notes  and  a  QEF  election  with  respect  to  the  Issuer. 

Credit  Default  Swap,  Basis  Swap  and  Collateral  Put  Agreement  The  IRS  may  argue  that  the 
Issuer  does  not  own  the  Coiiaterai  Securities  because  the  Credii  Defauii  Swap,  the  Basis  Swap  and  the 
Collateral  Put  Agreement  transfer  the  benefits  and  burdens  of  the  ownership  of  the  Collateral  Securities 
to  Goldman  Sachs.  Under  such  characterization,  the  Issuer  would  hold  an  obligation  of  Goldman  Sachs 
to  pay  to  the  Issuer  principal  equal  to  the  par  value  of  the  Collateral  Securities  and  interest  equal  to  the 
excess,  if  any,  of  interest  payments  on  the  Notes  and  the  interest  received  on  the  Collateral  Securities. 
Thus,  under  the  PFIC  or  CFC  rules  discussed  above,  the  timing  of  the  income  that  that  a  U.S.  Holder 
reports  may  differ  from  the  timing  of  such  income  if  the  Credit  Default  Swap,  the  Basis  Swap  and  the 
Collateral  Put  Agreement  are  respected.  Alternatively,  the  IRS  could  argue  that  the  Credit  Default  Swap, 
the  Basis  Swap  and  the  Collateral  Put  Agreement  create  a  contingent  payment  debt  obligation  subject  to 
the  non-contingent  bond  method.  Under  such  characterization,  the  Issuer  generally  will  have  a  basis  in 
the  contingent  debt  obligation  equal  to  the  cost  of  such  obligation  to  the  Issuer  (i)  increased  by  OID 
accrued  with  respect  to  such  obligation  (determined  without  regard  to  adjustments  made  to  reflect  the 
differences  between  actual  and  projected  payments),  and  (ii)  reduced  by  the  amount  of  any  non- 
contingent  payments  and  the  projected  amount  of  any  contingent  payments  previously  made  on  such 
obligation.  Any  gain  recognized  on  the  sale,  exchange,  redemption,  retirement  or  other  taxable 
disposition  of  the  obligation  will  be  treated  as  ordinary  interest  income.  Further,  in  such  a  case,  any  loss 
will  be  treated  as  ordinary  loss  to  the  extent  of  prior  interest  inclusions  with  respect  to  the  contingent  debt 
obligation,  reduced  by  the  total  net  negative  adjustments  that  the  Issuer  has  taken  into  account  as 
ordinary  loss  with  respect  to  such  obligation;  any  remaining  loss  will  be  a  capital  loss.  Such 
characterization  would  affect  the  timing  and  character  of  the  income  that  that  a  U.S.  Holder  reports.  U.S. 
Holders  of  the  Issuer  Notes  should  consult  their  own  tax  advisors  regarding  the  tax  issues  associated  with 
the  Credit  Default  Swap,  the  Basis  Swap  and  the  Collateral  Put  Agreement. 

Distributions  on  the  Issuer  Notes.  The  treatment  of  actual  distributions  of  cash  on  each  Class 
of  Issuer  Notes,  in  very  general  terms,  will  vary  depending  on  whether  a  U.S.  Holder  has  made  a  timely 
QEF  election  as  described  above.  See  "—Investment  in  a  Passive  Foreign  Investment  Company".  If  a 
timely  QEF  election  has  been  made,  distributions  should  be  allocated  first  to  amounts  previously  taxed 
pursuant  to  the  QEF  election  (or  pursuant  to  the  CFC  rules,  if  applicable)  and  to  this  extent  will  not  be 
taxable  to  U.S.  Holders.  Distributions  in  excess  of  amounts  previously  taxed  pursuant  to  a  QEF  election 
(or  pursuant  to  the  CFC  rules,  if  applicable)  will  be  taxable  to  U.S.  Holders  as  ordinary  income  upon 
receipt  to  the  extent  of  any  remaining  amounts  of  untaxed  current  and  accumulated  earnings  and  profits 
of  the  Issuer.  Distributions  in  excess  of  any  current  and  accumulated  earnings  and  profits  will  be  treated 
first  as  a  non-taxable  reduction  to  the  U.S.  Holder's  tax  basis  for  such  Issuer  Notes  to  the  extent  thereof 
and  then  as  capital  gain. 

In  the  event  that  a  U.S.  Holder  does  not  make  a  timely  QEF  election,  then  except  to  the  extent 
that  distributions  may  be  attributable  to  amounts  previously  taxed  pursuant  to  the  CFC  rules,  some  or  all 
of  any  distributions  with  respect  to  the  Issuer  Notes  may  constitute  excess  distributions,  taxable  as 
previously  described.    See  "—Investment  in  a  Passive  Foreign  Investment  Company".    In  that  event, 
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except  to  the  extent  that  distributions  may  be  attributable  to  amounts  previously  taxed  to  the  U.S.  Holder 
pursuant  to  the  CFC  rules  or  are  treated  as  excess  distributions,  distributions  on  the  Issuer  Notes 
generally  would  be  treated  as  dividends  to  the  extent  paid  out  of  the  Issuer's  current  or  accumulated 
earnings  and  profits  not  allocated  to  any  excess  distributions,  then  as  a  non-taxable  reduction  to  the  U.S. 
Holder's  tax  basis  for  the  Issuer  Notes  to  the  extent  thereof  and  then  as  capital  gain.  Dividends  received 
from  a  foreign  corporation  generally  will  be  treated  as  income  from  sources  outside  the  United  States  for 
U.S.  foreign  tax  credit  limitation  purposes.  However,  if  U.S.  Holders  collectively  own  (directly  or 
constructively)  50%  or  more  (measured  by  vote  or  value)  of  the  Class  of  Issuer  Notes,  a  percentage  of 
the  dividend  income  equal  to  the  proportion  of  the  Issuer's  earnings  and  profits  from  sources  within  the 
United  States  generally  will  be  treated  as  income  from  sources  within  the  United  States  for  such 
purposes. 

Distributions  paid  in  Euro,  Sterling,  Canadian  Dollars,  Australian  Dollars,  New  Zealand  Dollars  or 
Yen,  as  applicable,  will  be  translated  into  a  U.S.  Dollar  amount  based  on  the  spot  rate  of  exchange  in 
effect  on  the  date  of  receipt  whether  or  not  the  payment  is  converted  into  U.S.  Dollars  at  that  time.  A  U.S. 
Holder  will  recognize  exchange  gain  or  loss  with  respect  to  distributions  of  previously  taxed  amounts 
attributable  to  movements  in  exchange  rates  between  the  times  of  the  deemed  distributions  and  actual 
distributions,  and  any  such  exchange  gain  or  loss  will  be  treated  as  ordinary  income  from  the  same 
source  as  the  associated  income  inclusion.  The  tax  basis  of  the  Euro,  Sterling,  Canadian  Dollars, 
Australian  Dollars,  New  Zealand  Dollars  or  Yen,  as  applicable,  received  by  a  U.S.  Holder  generally  will 
equal  the  U.S.  Dollar  value  of  the  Euro,  Sterling,  Canadian  Dollars,  Australian  Dollars,  New  Zealand 
Dollars  or  Yen,  as  applicable,  determined  at  the  spot  rate  of  exchange  in  effect  on  the  date  the  Euro, 
Sterling,  Canadian  Dollars,  Australian  Dollars,  New  Zealand  Dollars  or  Yen,  as  applicable,  are  received, 
regardless  of  whether  the  payment  is  converted  into  U.S.  Dollars  at  that  time.  Any  gain  or  loss 
recognized  on  a  subsequent  conversion  of  the  Euro,  Sterling,  Canadian  Dollars,  Australian  Dollars,  New 
Zealand  Dollars  or  Yen,  as  applicable,  for  U.S.  Dollars,  in  an  amount  equal  to  the  difference  between  the 
U.S.  Dollars  received  and  the  U.S.  Holder's  tax  basis  in  the  Euro,  Sterling,  Canadian  Dollars,  Australian 
Dollars.  New  Zealand  Dollars  or  Yen,  as  applicable,  generally  will  be  U.S.  source  ordinary  income  or  loss. 

Purchase  or  Disposition  of  the  Issuer  Notes.  A  U.S.  Holder  that  purchases  the  Issuer  Notes 
with  Euro,  Sterling,  Canadian  Dollars,  Australian  Dollars,  New  Zealand  Dollars  or  Yen,  as  applicable, 
generally  will  recognize  U.S.  source  ordinary  income  or  loss  in  an  amount  equal  to  the  difference  (if  any) 
between  the  U.S.  Dollar  fair  market  value  of  the  Euro,  Sterling,  Canadian  Dollars,  Australian  Dollars,  New 
Zealand  Dollars  or  Yen,  as  applicable,  used  to  purchase  the  Issuer  Notes  determined  at  the  spot  rate  of 
exchange  in  effect  on  the  date  of  purchase  of  the  Issuer  Notes  and  such  U.S.  Holder's  tax  basis  in  the 
Euro,  Sterling,  Canadian  Dollars,  Australian  Dollars,  New  Zealand  Dollars  or  Yen,  as  applicable.  In 
general,  a  U.S.  Holder  of  an  Issuer  Note  will  recognize  a  gain  or  loss  upon  the  sale,  exchange, 
redemption,  retirement  or  other  taxable  disposition  of  an  Issuer  Note  equal  to  the  difference  between  the 
amount  realized  and  such  U.S.  Holder's  adjusted  tax  basis  in  the  Issuer  Note.  Except  as  discussed 
below  (or  if  the  applicable  Class  of  Issuer  Notes  were  characterized  as  a  contingent  debt  instrument), 
such  gain  or  loss  will  be  a  capital  gain  or  loss  and  will  be  a  long-term  capital  gain  or  loss  if  the  U.S.  Holder 
held  such  Class  of  Issuer  Notes  for  more  than  one  year  at  the  time  of  the  disposition.  In  certain 
circumstances,  U.S.  Holders  who  are  individuals  may  be  entitled  to  preferential  treatment  for  net  long- 
term  capital  gains;  however,  the  ability  of  U.S.  Holders  to  offset  capital  losses  against  ordinary  income  is 
limited.  Any  gain  or  loss  recognized  by  a  U.S.  Holder  on  the  sale,  exchange,  redemption,  retirement  or 
other  taxable  disposition  of  an  Issuer  Note  (other  than,  in  the  case  of  a  U.S.  Holder  treated  as  a  "U.S. 
Shareholder",  any  such  gain  characterized  as  a  dividend,  as  discussed  below)  generally  will  be  treated  as 
from  sources  within  the  United  States. 

Initially,  a  U.S.  Holder's  tax  basis  for  an  Issuer  Note  will  equal  the  cost  of  such  Issuer  Note  to 
such  U.S.  Holder.  The  cost  of  an  Issuer  Note  to  a  U.S.  Holder  will  be  the  U.S.  Dollar  value  of  the  Euro, 
Sterling,  Canadian  Dollar,  Australian  Dollar,  New  Zealand  Dollars  or  Yen  purchase  price,  as  applicable, 
based  on  the  spot  rate  of  exchange  in  effect  on  the  date  of  purchase.  Such  basis  will  be  increased  by 
amounts  taxable  to  such  U.S.  Holder  by  virtue  of  a  QEF  election,  or  by  virtue  of  the  CFC  rules,  as 
applicable,  and  decreased  by  actual  distributions  from  the  Issuer  that  are  deemed  to  consist  of  such 
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previously  taxed  amounts  or  are  treated  as  a  non-taxable  reduction  to  the  U.S.  Holder's  tax  basis  for  such 
Issuer  Note  (as  described  above).  If  a  U.S.  Holder  receives  Euro,  Sterling,  Canadian  Dollars,  Australian 
Dollars,  New  Zealand  Dollars  or  Yen,  as  applicable,  on  the  sale  or  other  taxable  disposition  of  an  Issuer 
Note,  the  amount  realized  in  U.S.  Dollars  generally  will  be  based  on  the  spot  rate  of  exchange  in  effect  on 
the  date  of  the  sale  or  other  taxable  disposition. 

If  a  U.S.  Holder  does  not  make  a  timely  QEF  election  as  described  above,  any  gain  realized  on 
the  sale,  exchange,  redemption,  retirement  or  other  taxable  disposition  of  an  Issuer  Note  (or  any  gain 
deemed  to  accrue  prior  to  the  time  a  non-timely  QEF  election  is  made)  will  be  taxed  as  ordinary  income 
and  subject  to  an  additional  tax  reflecting  a  deemed  interest  charge  under  the  special  tax  rules  described 
above.  See  " — Investment  in  a  Passive  Foreign  Investment  Company". 

Subject  to  a  special  exception  applicable  to  individuals,  if  the  Issuer  were  treated  as  a  CFC  and  a 
U.S.  Holder  were  treated  as  a  "U.S.  Shareholder  therein,  then  any  gain  realized  by  such  U.S.  Holder 
upon  the  disposition  of  Issuer  Notes,  other  than  gain  constituting  an  excess  distribution  under  the  PFIC 
rules,  if  applicable,  would  be  treated  as  ordinary  income  to  the  extent  of  the  U.S.  Holder's  share  of  the 
current  or  accumulated  earnings  and  profits  of  the  Issuer.  In  this  regard,  earnings  and  profits  wouid  not 
include  any  amounts  previously  taxed  pursuant  to  a  timely  QEF  election  or  pursuant  to  the  CFC  rules,  as 
applicable. 

Transfer  Reporting  Requirements 

A  U.S.  Holder  of  Issuer  Notes  that  owns  (actually  or  constructively)  at  least  1 0%  by  vote  or  value 
of  the  Issuer  (and  each  officer  or  director  of  the  Issuer  that  is  a  U.S.  citizen  or  resident)  may  be  required 
to  file  an  information  return  on  IRS  Form  5471.  A  U.S.  Holder  of  Issuer  Notes  generally  is  required  to 
provide  additional  information  regarding  the  Issuer  annually  on  IRS  Form  5471  if  it  owns  (actually  or 
constructively)  more  than  50%  by  vote  or  value  of  the  Issuer.  U.S.  Holders  should  consult  their  own  tax 
advisors  regarding  whether  they  are  required  to  file  IRS  Form  5471 . 

A  U.S.  Person  that  purchases  the  Issuer  Notes  for  cash  will  be  required  to  file  a  Form  926  or 
similar  form  with  the  IRS  if  (i)  such  person  owned,  directly  or  by  attribution,  immediately  after  the  transfer 
at  least  10%  by  voting  power  or  value  of  the  Issuer  or  (ii)  if  the  transfer,  when  aggregated  with  all 
transfers  made  by  such  person  (or  any  related  person)  within  the  preceding  12  month  period,  exceeds 
U.S.$1 00,000.  In  the  event  a  U.S.  Holder  fails  to  file  any  such  required  form,  the  U.S.  Holder  could  be 
required  to  pay  a  penalty  equal  to  10%  of  the  gross  amount  paid  for  such  Issuer  Notes  subject  to  a 
maximum  penalty  of  U.S.$1 00,000,  except  in  cases  involving  intentional  disregard).  U.S.  Persons  should 
consult  their  tax  advisors  with  respect  to  this  or  any  other  reporting  requirement  that  may  apply  with 
respect  to  their  acquisition  of  the  Issuer  Notes. 

Tax  Return  Disclosure  and  Investor  List  Requirements 

Any  person  that  files  a  U.S.  federal  income  tax  return  or  U.S.  federal  information  return  and 
participates  in  a  reportable  transaction  in  a  taxable  year  is  required  to  disclose  certain  information  on  IRS 
Form  8886  (or  its  successor  form)  attached  to  such  person's  U.S.  tax  return  for  such  taxable  year  (and 
also  file  a  copy  of  such  form  with  the  IRS's  Office  of  Tax  Shelter  Analysis)  and  to  retain  certain  documents 
related  to  the  transaction.  In  addition,  under  these  regulations,  under  certain  circumstances,  certain 
organizers  and  sellers  of  a  reportable  transaction  will  be  required  to  maintain  lists  of  participants  in  the 
transaction  containing  identifying  information,  retain  certain  documents  related  to  the  transaction,  and 
furnish  those  lists  and  documents  to  the  IRS  upon  request.  There  are  significant  penalties  for  failure  to 
comply  with  these  disclosure  and  list  keeping  requirements.  The  definition  of  reportable  transaction  is 
highly  technical.  However,  in  very  general  terms,  a  transaction  may  be  a  "reportable  transaction"  if, 
among  other  things,  it  is  offered  under  conditions  of  confidentiality  or  it  results  in  the  claiming  of  a  loss  for 
U.S.  federal  income  tax  purposes  in  excess  of  certain  threshold  amounts. 
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In  this  regard,  in  order  to  prevent  the  transactions  described  herein  from  being  treated  as  offered 
under  conditions  of  confidentiality,  the  Issuer  and  the  Holders  and  beneficial  owners  of  the  Notes  (and 
each  of  their  respective  employees,  representatives  or  other  agents)  may  disclose  to  any  and  all  persons, 
without  limitation  of  any  kind,  the  U.S.  tax  treatment  and  U.S.  tax  structure  of  the  transactions  described 
herein  and  all  materials  of  any  kind  (including  opinions  or  other  tax  analyses)  that  are  provided  to  them 
relating  to  such  U.S.  tax  treatment  and  U.S.  tax  structure.  However,  any  such  disclosure  of  the  tax 
treatment,  tax  structure  and  other  tax-related  materials  shall  not  be  made  for  the  purpose  of  offering  to 
sell  the  Notes  offered  hereby  or  soliciting  an  offer  to  purchase  any  such  Notes.  For  purposes  of  this 
paragraph,  the  terms  "tax  treatment"  and  "tax  structure"  have  the  meaning  given  to  such  terms  under 
Treasury  regulation  section  1.6011-4(c)  and  applicable  state  or  local  tax  law.  In  general,  the  tax 
treatment  of  a  transaction  is  the  purported  or  claimed  U.S.  tax  treatment  of  the  transaction  under 
applicable  U.S.  federal,  state  or  local  tax  law,  and  the  tax  structure  of  a  transaction  is  any  fact  that  may  be 
relevant  to  understanding  the  purported  or  claimed  U.S.  tax  treatment  of  the  transaction  under  applicable 
U.S.  federal,  state  or  local  tax  laws. 

In  addition,  under  these  Treasury  regulations,  if  the  Issuer  participates  in  a  reportable 
transaction,  a  U.S.  Hoider  of  the  issuer  Noies  thai  is  a  "reporting  shareholder"  of  the  Issuer  will  be  treated 
as  participating  in  the  transaction  and  will  be  subject  to  the  rules  described  above.  Although  most  of  the 
Issuer's  activities  generally  are  unlikely  to  give  rise  to  "reportable  transactions",  it  is  nonetheless  possible 
that  the  Issuer  will  participate  in  certain  types  of  transactions  that  could  be  treated  as  reportable 
transactions.  A  U.S.  Holder  of  Issuer  Notes  will  be  treated  as  a  reporting  shareholder  of  the  Issuer  if  (i) 
such  U.S.  Holder  owns  10%  or  more  of  the  Issuer  Notes  and  makes  a  QEF  election  with  respect  to  the 
Issuer  or  (ii)  the  Issuer  is  treated  as  a  CFC  and  such  U.S.  Holder  is  a  U.S.  Shareholder  (as  defined 
above)  of  the  Issuer. 

Prospective  investors  in  the  Notes  should  consult  their  own  tax  advisors  concerning  any  possible 
disclosure  obligations  with  respect  to  their  ownership  or  disposition  of  the  Notes  in  light  of  their  particular 
circumstances. 

Tax  Treatment  of  Non-U.S.  Holders  of  Notes 

In  general,  payments  on  the  Notes  to  a  Holder  that  is  not,  for  U.S.  federal  income  tax  purposes,  a 
U.S.  Holder  (a  "non-U.S.  Holder")  and  gain  realized  on  the  sale,  exchange,  redemption,  retirement  or 
other  taxable  disposition  of  the  Notes  by  a  non-U.S.  Holder,  will  not  be  subject  to  U.S.  federal  income  or 
withholding  tax,  unless  (i)  such  income  is  effectively  connected  with  a  trade  or  business  conducted  by 
such  non-U.S.  Holder  in  the  United  States,  or  (ii)  in  the  case  of  gain,  such  non-U.S.  Holder  is  a  non- 
resident alien  individual  who  holds  the  Notes  as  a  capital  asset  and  is  present  in  the  United  States  for 
more  than  182  days  in  the  taxable  year  of  the  sale,  exchange,  redemption,  retirement  or  other  taxable 
disposition  arid  certain  other  conditions  are  satisfied. 

Information  Reporting  and  Backup  Withholding 

Under  certain  circumstances,  the  Code  requires  "information  reporting",  and  may  require  "backup 
withholding"  with  respect  to  certain  payments  made  on  the  Notes  and  the  payment  of  the  proceeds  from 
the  disposition  of  the  Notes.  Backup  withholding  generally  will  not  apply  to  corporations,  tax-exempt 
organizations,  qualified  pension  and  profit  sharing  trusts,  and  individual  retirement  accounts.  Backup 
withholding  will  apply  to  a  U.S.  Holder  if  the  U.S.  Holder  fails  to  provide  certain  identifying  information 
(such  as  the  U.S.  Holder's  taxpayer  identification  number)  or  otherwise  comply  with  the  applicable 
requirements  of  the  backup  withholding  rules.  The  application  for  exemption  from  backup  withholding  for 
a  U.S.  Holder  is  available  by  providing  a  properly  completed  IRS  Form  W-9. 


A  non-U.S.  Holder  of  the  Notes  generally  will  not  be  subject  to  these  information  reporting 
requirements  or  backup  withholding  with  respect  to  payments  of  interest  or  distributions  on  the  Notes  if 
(1)  it  certifies  to  the  Trustee  or  the  Issuing  and  Paying  Agent,  as  applicable,  its  status  as  a  non-U.S. 
Holder  under  penalties  of  perjury  on  the  appropriate  IRS  Form  W-8,  and  (2)  in  the  case  of  a  non-U.S. 
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Holder  that  is  a  "nonwithholding  foreign  partnership",  "foreign  simple  trust"  or  "foreign  grantor  trust"  as 
defined  in  the  applicable  Treasury  regulations,  the  beneficial  owners  of  such  non-U. S.  Holder  also  certify 
to  the  Trustee  or  the  Issuing  and  Paying  Agent,  as  applicable,  their  status  as  non-U.S.  Holders  under 
penalties  of  perjury  on  the  appropriate  IRS  Form  W-8. 

The  payments  of  the  proceeds  from  the  disposition  of  a  Note  by  a  non-U.S.  Holder  to  or  through 
the  U.S.  office  of  a  broker  generally  will  not  be  subject  to  information  reporting  and  backup  withholding  if 
the  non-U.S.  Holder  certifies  its  status  as  a  non-U.S.  Holder  (and,  if  applicable,  its  beneficial  owners  also 
certify  their  status  as  non-U.S.  Holders)  under  penalties  of  perjury  on  the  appropriate  IRS  Form  W-8, 
satisfies  certain  documentary  evidence  requirements  for  establishing  that  it  is  a  non-U.S.  Holder  or 
otherwise  establishes  an  exemption.  The  payment  of  the  proceeds  from  the  disposition  of  a  Note  by  a 
non-U.S.  Holder  to  or  through  a  non-U.S.  office  of  a  non-U.S.  broker  will  not  be  subject  to  backup 
withholding  or  information  reporting  unless  the  non-U.S.  broker  has  certain  specific  types  of  relationships 
to  the  United  States,  in  which  case  the  treatment  of  such  payment  for  such  purposes  will  be  as  described 
in  the  following  sentence.  The  payment  of  proceeds  from  the  disposition  of  a  Note  by  a  non-U.S.  Holder 
to  or  through  a  non-U.S.  office  of  a  U.S.  broker  or  to  or  through  a  non-U.S.  broker  with  certain  specific 
iypes  of  relationships  to  the  United  States  generally  will  not  be  subject  to  uSckup  win  induing  ^Ui  win  «e 
subject  to  information  reporting  unless  the  non-U.S.  Holder  certifies  its  status  as  a  non-U.S.  Holder  (and, 
if  applicable,  its  beneficial  owners  also  certify  their  status  as  non-U.S.  Holders)  under  penalties  of  perjury 
or  the  broker  has  certain  documentary  evidence  in  its  files  as  to  the  non-U.S.  Holder's  foreign  status  and 
the  broker  has  no  actual  knowledge  to  the  contrary. 

Backup  withholding  is  not  an  additional  tax  and  may  be  refunded  (or  credited  against  the  U.S. 
Holder's  or  non-U.S.  Holder's  U.S.  federal  income  tax  liability,  if  any);  provided  that  certain  required 
information  is  furnished  to  the  IRS.  The  information  reporting  requirements  may  apply  regardless  of 
whether  withholding  is  required. 

ERISA  CONSIDERATIONS 


The  advice  below  was  not  written  and  is  not  intended  to  be  used  and  cannot  be  used  by  any 
taxpayer  for  purposes  of  avoiding  United  States  federal  income  tax  penalties  that  may  be  imposed.  The 
advice  is  written  to  support  the  promotion  or  marketing  of  the  transaction.  Each  taxpayer  should  seek 
advice  based  on  the  taxpayer's  particular  circumstances  from  an  independent  tax  advisor. 

The  foregoing  disclaimer  is  provided  to  satisfy  obligations  under  Circular  230  governing 
standards  of  practice  before  the  Internal  Revenue  Service. 


The  United  States  Employee  Retirement  Income  Security  Act  of  1974,  as  amended  ("ERISA") 
imposes  certain  requirements  on  "employee  benefit  plans"  (as  defined  in  and  subject  to  Section  3(3)  of 
ERISA),  including  entities  such  as  collective  investment  funds  and  separate  accounts  whose  underlying 
assets  include  the  assets  of  such  plans  and  on  those  persons  who  are  fiduciaries  with  respect  to  such 
plans.  Investments  by  the  plans  are  subject  to  ERISA's  general  fiduciary  requirements,  including  the 
requirement  of  investment  prudence  and  diversification  and  the  requirement  that  a  plan's  investments  be 
made  in  accordance  with  the  documents  governing  the  plan.  The  prudence  of  a  particular  investment 
must  be  determined  by  the  responsible  fiduciary  of  a  plan  by  taking  into  account  the  plan's  particular 
circumstances  and  all  of  the  facts  and  circumstances  of  the  investment  including,  but  not  limited  to,  the 
matters  discussed  above  under  "Risk  Factors"  and  the  fact  that  in  the  future  there  may  be  no  market  in 
which  such  fiduciary  will  be  able  to  sell  or  otherwise  dispose  of  the  Notes. 

Section  406  of  ERISA  and  Section  4975  of  the  Code  prohibit  certain  transactions  involving  the 
assets  of  plans  and  arrangements  subject  to  ERISA  (as  well  as  those  plans  that  are  not  subject  to  ERISA 
but  which  are  subject  to  Section  4975  of  the  Code,  such  as  individual  retirement  accounts  (the  "Plans")) 
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and  certain  persons  (referred  to  as  "parties  in  interest"  or  "disqualified  persons")  having  certain 
relationships  to  such  Plans,  unless  a  statutory  or  administrative  exemption  is  applicable  to  the 
transaction.  A  party  in  interest  or  disqualified  person  who  engages  in  a  prohibited  transaction  may  be 
subject  to  excise  taxes  and  other  penalties  and  liabilities  under  ERISA  and  Section  4975  of  the  Code. 

The  U.S.  Department  of  Labor  has  promulgated  regulations,  29  C.F.R.  Section  2510.3-101  (the 
"Plan  Asset  Regulations"),  describing  what  constitutes  the  assets  of  a  Plan  with  respect  to  the  Plan's 
investment  in  an  entity  for  purposes  of  certain  provisions  of  ERISA  and  Section  4975  of  the  Code, 
including  the  fiduciary  responsibility  provisions  of  Title  I  of  ERISA  and  Section  4975  of  the  Code.  Under 
the  Plan  Asset  Regulations,  if  a  Plan  invests  in  an  "equity  interest"  of  an  entity  that  is  neither  a  "publicly 
offered  security"  nor  a  security  issued  by  an  investment  company  registered  under  the  Investment 
Company  Act,  the  Plan's  assets  include  both  the  equity  interest  and  an  undivided  interest  in  each  of  the 
entity's  underlying  assets,  unless  it  is  established  that  the  entity  is  an  "operating  company"  or,  as  further 
discussed  below,  that  equity  participation  in  the  entity  by  "benefit  plan  investors"  is  not  "significant." 

Prohibited  transactions  within  the  meaning  of  Section  406  of  ERISA  or  Section  4975  of  the  Code 
may  arise  if  the  Notes  are  acquired  with  the  assets  of  a  Plan  with  respect  to  which  the  Issuer,  the  Initial 
Purchaser,  the  Trustee,  the  Issuing  and  Paying  Agent,  any  seller  of  Collateral  Securities  to  the  Issuer,  the 
Protection  Buyer,  the  Basis  Swap  Counterparty,  the  Collateral  Put  Provider  or  any  of  their  respective 
Affiliates,  is  a  party  in  interest  or  a  disqualified  person.  Certain  exemptions  from  the  prohibited 
transaction  provisions  of  Section  406  of  ERISA  and  Section  4975  of  the  Code  may  be  applicable, 
however,  depending  in  part  on  the  type  of  Plan  fiduciary  making  the  decision  to  acquire  a  Note  and  the 
circumstances  under  which  such  decision  is  made.  Included  among  these  exemptions  are  Prohibited 
Transaction  Class  Exemption  ("PTCE")  91-38  (relating  to  investments  by  bank  collective  investment 
funds),  PTCE  84-14  (relating  to  transactions  effected  by  a  "qualified  professional  asset  manager"),  PTCE 
90-1  (relating  to  investments  by  insurance  company  pooled  separate  accounts),  PTCE  95-60  (relating  to 
investments  by  insurance  company  general  accounts),  and  PTCE  96-23  (relating  to  transactions  effected 
by  in-house  asset  managers),  ("Investor-Based  Exemptions").  There  is  also  a  statutory  exemption  that 
may  be  available  under  Section  408(b)(17)  of  ERISA  and  Section  4975(d)(20)  of  the  Code  to  a  party  in 
interest  that  is  a  service  provider  to  a  Plan  investing  in  the  Securities  for  adequate  consideration,  provided 
such  service  provider  is  not  (i)  the  fiduciary  with  respect  to  the  Plan's  assets  used  to  acquire  the 
Securities  or  an  affiliate  of  such  fiduciary  or  (ii)  an  affiliate  of  the  employer  sponsoring  the  Plan  (the 
"Service  Provider  Exemption").  Adequate  consideration  means  fair  market  value  as  determined  in  good 
faith  by  the  Plan  fiduciary  pursuant  to  regulations  to  be  promulgated  by  the  U.S.  Department  of  Labor. 
There  can  be  no  assurance  that  any  of  these  Investor-Based  Exemptions  or  the  Service  Provider 
Exemption  or  any  other  administrative  or  statutory  exemption  will  be  available  with  respect  to  any 
particular  transaction  involving  the  Notes. 

Governmental  plans  and  certain  church  plans,  while  not  subject  to  the  fiduciary  responsibility 
provisions  of  ERISA  or  the  provisions  of  Section  4975  of  the  Code,  may  nevertheless  be  subject  to  state, 
local  or  other  federal  laws  that  are  substantially  similar  to  the  foregoing  provisions  of  ERISA  and  the 
Code.  Fiduciaries  of  any  such  plans  should  consult  with  their  counsel  before  purchasing  any  Notes. 

Any  insurance  company  proposing  to  invest  assets  of  its  general  account  in  the  Notes  should 
consider  the  extent  to  which  such  investment  would  be  subject  to  the  requirements  of  Title  I  of  ERISA  and 
Section  4975  of  the  Code  in  light  of  the  U.S.  Supreme  Court's  decision  in  John  Hancock  Mutual  Life 
Insurance  Co.  v.  Harris  Trust  and  Savings  Bank,  510  U.S.  86(1993),  and  the  enactment  of 
Section  401(c)  of  ERISA  on  August  20, 1996.  In  particular,  such  an  insurance  company  should  consider 
(i)the  exemptive  relief  granted  by  the  U.S.  Department  of  Labor  for  transactions  involving  insurance 
company  general  accounts  in  PTCE  95-60  and  (ii)  if  such  exemptive  relief  is  not  available,  whether  its 
purchase  of  the  Notes  will  be  permissible  under  the  final  regulations  issued  under  Section  401(c)  of 
ERISA.  The  final  regulations  provide  guidance  on  which  assets  held  by  an  insurance  company  constitute 
"plan  assets"  for  purposes  of  the  fiduciary  responsibility  provisions  of  ERISA  and  Section  4975  of  the 
Code.  The  regulations  do  not  exempt  the  assets  of  insurance  company  general  accounts  from  treatment 
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as  "plan  assets"  to  the  extent  they  support  certain  participating  annuities  issued  to  Plans  after  December 
31,  1998. 

The  Co-Issued  Notes 

The  Plan  Asset  Regulations  define  an  "equity  interest"  as  any  interest  in  an  entity  other  than  an 
instrument  that  is  treated  as  indebtedness  under  applicable  local  law  and  which  has  no  substantial  equity 
features.  As  noted  above  in  Income  Tax  Considerations,  it  is  the  opinion  of  tax  counsel  to  the  Issuer  that 
the  Co-Issued  Notes  will  be  treated  as  debt  for  U.S.  income  tax  purposes.  Although  there  is  little 
guidance  on  the  subject,  at  the  time  of  their  issuance,  the  Co-Issued  Notes  should  be  treated  as 
indebtedness  without  substantial  equity  features  for  purposes  of  the  Plan  Asset  Regulations.  This 
determination  is  based  in  part  upon  (0  tax  counsel's  opinion  that  the  Co-Issued  Notes  will  be  classified  as 
debt  for  U.S.  federal  income  tax  purposes  when  issued  and  (ii)  the  traditional  debt  features  of  the  Co- 
Issued  Notes,  including  the  reasonable  expectation  of  purchasers  of  the  Co-Issued  Notes  that  they  will  be 
repaid  when  due,  as  well  as  the  absence  of  conversion  rights,  warrants  and  other  typical  equity  features. 
Based  upon  the  foregoing  and  other  considerations,  subject  to  the  considerations  described  below,  the 
Co-Issued  Notes  may  be  purchased  by  a  Plan.  Nevertheless,  without  regard  to  whether  the  Co-Issued 
Notes  are  considered  equity  interests,  prohibited  transactions  within  the  meaning  of  Section  406  of 
ERISA  or  Section  4975  of  the  Code  may  arise  if  the  Co-Issued  Notes  are  acquired  with  the  assets  of  a 
Plan  with  respect  to  which  the  Issuer,  the  Initial  Purchaser  or  the  Trustee  and  the  Issuing  and  Paying 
Agent  or  in  certain  circumstances,  any  of  their  respective  affiliates,  is  a  party  in  interest  or  a  disqualified 
person.  The  Investor-Based  Exemptions  or  the  Service  Provider  Exemption  may  be  available  to  cover 
such  prohibited  transactions. 

By  its  purchase  of  any  Co-Issued  Notes,  each  purchaser  and  subsequent  transferee  thereof  will 
be  deemed  to  have  represented  and  warranted,  at  the  time  of  its  acquisition  and  throughout  the  period  it 
holds  such  Co-Issued  Note,  either  that  (a)  it  is  neither  a  Plan  nor  any  entity  whose  underlying  assets 
include  "plan  assets"  (within  the  meaning  of  the  Plan  Asset  Regulations)  by  reason  of  such  Plan's 
investment  in  the  entity,  nor  a  governmental,  church,  non-U.S.  or  other  plan  which  is  subject  to  any 
federal,  state,  local  or  non-U.S.  law  that  is  substantially  similar  to  the  provisions  of  Section  406  of  ERiSA 
or  Section  4975  of  the  Code  or  (b)  its  purchase,  holding  and  disposition  of  a  Co-Issued  Note  will  not 
constitute  or  result  in  a  non-exempt  prohibited  transaction  under  Section  406  of  ERISA  or  Section  4975  of 
the  Code  (or,  in  the  case  of  a  governmental,  church,  non-U.S.  or  other  plan,  a  non-exempt  violation  under 
any  substantially  similar  law). 

The  Issuer  Notes 

Equity  participation  in  the  Issuer  of  the  Notes  by  "benefit  plan  investors"  is  "significant"  and  will 
cause  the  assets  of  the  Issuer  to  be  deemed  the  assets  of  an  investing  Plan  (in  the  absence  of  another 
applicable  Plan  Asset  Regulations  exception)  if  25%  or  more  of  the  value  of  any  Class  of  equity  interest  in 
the  Issuer  is  held  by  "benefit  plan  investors".  Recently,  Section  3(42)  of  ERISA,  as  enacted  under  the 
Pension  Protection  Act  of  2006,  effectively  amended,  by  statute,  the  definition  of  "benefit  plan  investors" 
in  the  Plan  Asset  Regulations.  Employee  benefit  plans  that  are  not  subject  to  Title  I  of  ERISA  and  plans 
that  are  not  subject  to  Section  4975  of  the  Code,  such  as  U.S.  governmental  and  church  plans  or  non- 
U.S.  plans,  are  no  longer  considered  "benefit  plan  investors."  Accordingly,  only  employee  benefit  plans 
subject  to  Title  I  of  ERISA  or  Section  4975  of  the  Code  or  an  entity  whose  underlying  assets  include  plan 
assets  by  reason  of  such  plan's  investment  in  the  entity  are  considered  in  determining  whether 
investment  by  "benefit  plan  investors"  represents  25%  or  more  of  any  class  of  equity  of  the  Issuer. 
Therefore,  thejerm  "benefit  plan  investor"  includes  (a)  an  employee  benefit  plan  (as  defined  in  Section 
3(3)  of  ERISA)"  that  is  subject  to  the  fiduciary  responsibility  provisions  of  ERISA,  (b)  a  plan  as  defined  in 
Section  4975(e)(1)  of  the  Code  that  is  subject  to  Section  4975  of  the  Code,  (c)  any  entity  whose 
underlying  assets  include  "plan  assets"  by  reason  of  any  such  employee  benefit  plan's  or  plan's 
investment  in  the  entity  or  (d)  as  such  term  is  otherwise  defined  in  any  regulations  promulgated  by  the 
U.S.  Department  of  Labor  under  Section  3(42)  of  ERISA  (collectively,  "ERISA  Plans"). 
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The  Issuer  Notes  would  likely  be  considered  to  have  substantial  equity  features  under  the  Plan 
Asset  Regulations.  In  order  to  not  exceed  the  25  percent,  limit  referred  to  above,  no  ERISA  Plans  shall 
be  permitted  to  acquire  the  Issuer  Notes  in  the  initial  offering  or  thereafter.  Therefore,  the  fiduciary 
responsibility  and  prohibited  transaction  provisions  of  ERISA  and  Section  4975  of  the  Code  should  not  be 
applicable  to  the  Issuer.  An  unlimited  number  of  other  types  of  employee  benefit  plans,  such  as 
governmental  or  non-U.S.  plans  may  invest  in  the  Issuer  Notes  as  their  investment  is  disregarded  for 
these  purposes. 

BY  ITS  PURCHASE  OR  HOLDING  OF  AN  ISSUER  NOTE,  OR  ANY  INTEREST  THEREIN,  THE 
PURCHASER  AND/OR  HOLDER  THEREOF  AND  EACH  TRANSFEREE  WILL  BE  DEEMED  TO  HAVE 
REPRESENTED  AND  WARRANTED  THAT,  AT  THE  TIME  OF  ITS  ACQUISITION,  AND  THROUGHOUT 
THE  PERIOD  THAT  IT  HOLDS  SUCH  NOTE  OR  INTEREST  THEREIN,  THAT  (1)  IT  IS  NOT  AN  ERISA 
PLAN;  AND  IF  AFTER  ITS  INITIAL  ACQUISITION  OF  AN  ISSUER  NOTE  OR  ANY  INTEREST 
THEREIN,  THE  INVESTOR  DETERMINES,  OR  IT  IS  DETERMINED  BY  ANOTHER  PARTY,  THAT 
SUCH  INVESTOR  IS  AN  ERISA  PLAN,  THE  INVESTOR  WILL  DISPOSE  OF  ALL  OF  ITS  ISSUER 
NOTES  IN  A  MANNER  CONSISTENT  WITH  THE  RESTRICTIONS  SET  FORTH  IN  THE  INDENTURE, 
AND  (2)  IF  IT  IS  A  GOVERNMENTAL,  CHURCH,  NON-U.S.  OR  OTHER  PLAN  THAT  IS  SUBJECT  TO 
ANY  FEDERAL,  STATE,  LOCAL  OR  NON-U.S.  LAW  THAT  IS  SUBSTANTIALLY  SIMILAR  TO  THE 
PROVISIONS  OF  TITLE  I  OF  ERISA  OR  SECTION  4975  OF  THE  CODE,  ITS  PURCHASE,  HOLDING 
AND  DISPOSITION  OF  THE  ISSUER  NOTES  WILL  NOT  CAUSE  A  NON-EXEMPT  VIOLATION  OF  ANY 
U.S.  FEDERAL,  STATE  OR  LOCAL  LAW  OR  ANY  NON-U.S.  LAW  THAT  IS  SUBSTANTIALLY  SIMILAR 
TO  TITLE  I  OF  ERISA  OR  SECTION  4975  OF  THE  CODE  AS  A  RESULT  OF  THE  TRANSACTIONS 
CONTEMPLATED  HEREIN  AND  (3)  IT  WILL  NOT  SELL  OR  OTHERWISE  TRANSFER  ANY  SUCH 
NOTE  OR  INTEREST  THEREIN  TO  ANY  PERSON  WHO  IS  UNABLE  TO  SATISFY  THE  SAME 
FOREGOING  REPRESENTATIONS  AND  WARRANTIES. 

There  can  be  no  assurance  that,  despite  the  transfer  restrictions  relating  to  purchases  by  ERISA 
Plans,  ERISA  Plans  will  not  in  actuality  own  25%  or  more  of  such  value. 

If  for  any  reason  the  assets  of  the  issuer  are  deemed  to  be  "plan  assets"  of  an  ERISA  Plan 
because  one  or  more  ERISA  Plans  is  an  owner  of  Issuer  Notes  (or  of  a  Note  characterized  as  an  "equity 
interest"  in  the  Issuer),  certain  transactions  that  the  Issuer  might  enter  into,  or  may  have  entered  into,  in 
the  ordinary  course  of  its  business  might  constitute  non-exempt  "prohibited  transactions"  under  Section 
406  of  ERISA  or  Section  4975  of  the  Code  and  might  have  to  be  rescinded  at  significant  cost  to  the 
Issuer.  The  Issuer  may  be  prevented  from  engaging  in  certain  investments  (as  not  being  deemed 
consistent  with  the  ERISA  prudent  investment  standards)  or  engaging  in  certain  transactions  or  fee 
arrangements  because  they  might  be  deemed  to  cause  non-exempt  prohibited  transactions.  It  also  is  not 
clear  that  Section  403(a)  of  ERISA,  which  generally  requires  that  all  of  the  assets  of  a  plan  or 
arrangement  subject  to  ERISA  be  held  in  trust  and  limits  delegation  of  investment  management 
responsibilities  by  fiduciaries  of  such  plans  or  arrangements,  would  be  satisfied.  In  addition,  it  is  unclear 
whether  Section  404(b)  of  ERISA,  which  generally  provides  that  no  fiduciary  may  maintain  the  indicia  of 
ownership  of  any  assets  of  a  plan  outside  the  jurisdiction  of  the  district  courts  of  the  United  States,  would 
be  satisfied  or  any  of  the  exceptions  to  the  requirement  set  forth  in  29  C.F.R.  Section  2550.404b-1  would 
be  available. 

Any  fiduciary  of  a  benefit  plan  investor  or  other  person  who  proposes  to  use  assets  of  any  benefit 
plan  investor  to  purchase  any  Notes  should  consult  with  its  counsel  regarding  the  applicability  of  the 
fiduciary  responsibility  and  prohibited  transaction  provisions  of  ERISA  and  Section  4975  of  the  Code  to 
such  an  investment,  and  to  confirm  that  such  investment  will  not  constitute  or  result  in  a  non-exempt 
prohibited  transaction  or  any  other  violation  of  an  applicable  requirement  of  ERISA. 

The  sale  of  any  Note  to  a  benefit  plan  investor,  or  to  a  person  using  assets  of  any  benefit  plan 
investor  to  effect  its  purchase  of  any  Note,  is  in  no  respect  a  representation  by  the  Issuer  or  the  Initial 
Purchaser  that  such  an  investment  meets  all  relevant  legal  requirements  with  respect  to  investments  by 
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benefit  plan  investors  generally  or  any  particular  benefit  plan  investor,  or  that  such  an  investment  is 
appropriate  for  benefit  plan  investors  generally  or  any  particular  benefit  plan  investor. 

SETTLEMENT  AND  CLEARING 

Global  Notes 

Upon  the  issuance  of  the  Global  Notes  denominated  in  Dollars,  DTC  or  its  custodian  will  credit, 
on  its  internal  system,  the  respective  aggregate  original  principal  amount  of  the  individual  beneficial 
interests  represented  by  such  Global  Notes  to  the  accounts  of  persons  who  have  accounts  with  DTC. 
Upon  the  issuance  of  the  Global  Notes  denominated  in  Approved  Currencies  other  than  Dollars, 
Euroclear  or  its  nominee  will  credit,  on  their  internal  system,  the  respective  aggregate  original  principal 
amount  of  the  individual  beneficial  interests  represented  by  such  Global  Notes  to  the  accounts  of  persons 
who  have  accounts  with  Euroclear.  Such  accounts  initially  will  be  designated  by  or  on  behalf  of  the  Initial 
Purchaser.  Ownership  of  beneficial  interests  in  Global  Notes  denominated  in  Dollars  will  be  limited  to 
„„-™„r-  ,.,►,„  howo  or^ru.ntc  «A#ith  mr.  nr  FnmHpar  a«;  thfi  cas«  mav  hfi  rnarticiDants'l  or  Dersons  who 
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hold  interests  through  participants.  Ownership  of  beneficial  interests  in  a  Global  Note  will  be  shown  on, 
and  the  transfer  of  that  ownership  will  be  effected  only  through,  records  maintained  by  DTC  or  Euroclear, 
as  the  case  may  be,  or  their  nominee  (with  respect  to  interests  of  participants)  and  the  records  of 
participants  (with  respect  to  interests  of  persons  other  than  participants). 

With  respect  to  Notes  denominated  in  Dollars,  so  long  as  DTC,  or  its  nominee,  is  the  registered 
owner  or  Holder  of  the  Global  Notes,  DTC  or  such  nominee,  as  the  case  may  be,  will  be  considered  the 
sole  owner  or  Holder  of  each  Class  of  the  Notes  represented  by  such  Global  Notes  for  all  purposes  under 
the  Indenture  and  the  Issuing  and  Paying  Agency  Agreement,  as  applicable,  and  such  Notes.  With 
respect  to  Notes  denominated  in  Approved  Currencies  other  than  Dollars,  so  long  as  the  Common 
Depository,  or  a  nominee  thereof,  is  the  registered  owner  or  Holder  of  the  Global  Notes,  the  Common 
Depository  or  its  nominee,  as  the  case  may  be,  will  be  considered  the  sole  owner  or  Holder  of  each  Class 
of  the  Notes  represented  by  such  Global  Notes  for  all  purposes  under  the  Indenture  and  the  Issuing  and 
Paying  Agency  Agreement,  as  applicable,  and  such  Notes.  Unless  (a)  DTC  notifies  the  issuers  thai  it  is 
unwilling  or  unable  to  continue  as  depositary  for  a  global  note  or  ceases  to  be  a  "Clearing  Agency" 
registered  pursuant  to  the  provisions  of  Section  17A  of  the  Exchange  Act,  or  (b)  Euroclear  notifies  the 
Issuers  that  it  is  unwilling  or  unable  to  continue  as  depositary  for  a  global  note  or  ceases  to  be  a  Clearing 
Agency,  owners  of  the  beneficial  interests  in  the  Global  Notes  will  not  be  entitled  to  have  any  portion  of 
such  Global  Notes  registered  in  their  names,  will  not  receive  or  be  entitled  to  receive  physical  delivery  of 
Notes  in  certificated  form  and  will  not  be  considered  to  be  the  owners  or  Holders  of  any  Notes  under  the 
Indenture  or  the  Issuing  and  Paying  Agency  Agreement,  as  applicable.  The  owner  of  a  beneficial  interest 
in  a  Global  Note  will  also  be  entitled  to  receive  a  certificated  Note  in  exchange  for  such  interest  if  an 
Event  of  Default  has  occurred  and  is  continuing.  In  addition,  no  beneficial  owner  of  an  interest  in  the 
Global  Notes  will  be  able  to  transfer  that  interest  except  in  accordance  with  DTC's  applicable  procedures 
(in  addition  to  those  under  the  Indenture  referred  to  herein  and,  if  applicable,  those  of  Euroclear  and 
Clearstream). 

Investors  may  hold  their  interests  in  Regulation  S  Global  Notes  directly  through  Clearstream  or 
Euroclear,  if  they  are  participants  in  these  systems,  or  indirectly  through  organizations  that  are 
participants  in  these  systems.  With  respect  to  Notes  denominated  in  Dollars,  Clearstream  and  Euroclear 
will  hold  interests  in  the  Regulation  S  Global  Notes  on  behalf  of  their  participants  through  their  respective 
depositaries,  which  in  turn  will  hold  the  interests  in  the  Regulation  S  Global  Notes  in  customers'  securities 
accounts  in  the  depositaries'  names  on  the  books  of  DTC.  Investors  may  hold  their  interests  in  a  Rule 
144A  Global  Note  directly  through  DTC  if  they  are  participants  in  the  system,  or  indirectly  through 
organizations  that  are  participants  in  the  system. 

With  respect  to  Notes  denominated  in  Dollars,  payments  of  the  principal  of  and  interest  or 
distributions  on  such  Global  Notes  will  be  made  to  DTC  or  its  nominee,  as  the  registered  owner  thereof. 
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With  respect  to  Notes  denominated  in  an  Approved  Currency  other  than  Dollars,  payments  of  the 
principal  of  and  interest  or  distributions  on  such  Global  Notes  will  be  made  to  the  Common  Depository,  as 
the  registered  owner  thereof.  None  of  the  Issuers,  the  Trustee  nor  any  paying  agent  will  have  any 
responsibility  or  liability  for  any  aspect  of  the  records  relating  to  or  payments  or  distributions  made  on 
account  of  beneficial  ownership  interests  in  the  Global  Notes  or  for  any  notice  permitted  or  required  to  be 
given  to  Holders  of  Notes  or  any  consent  given  or  actions  taken  by  DTC  or  Euroclear,  as  applicable,  as 
Holder  of  Notes.  The  Issuers  expect  that  DTC  or  Euroclear  or  their  nominee,  as  the  case  may  be,  upon 
receipt  of  any  payment  of  principal,  interest  or  distributions,  as  the  case  may  be,  in  respect  of  a  Global 
Note  representing  any  Notes  held  by  it  or  its  nominee,  will  immediately  credit  participants'  accounts,  in  the 
currency  in  which  the  Note  is  denominated,  with  payments  in  amounts  proportionate  to  their  respective 
interests  in  the  principal  amount  of  such  Note  in  global  form  as  shown  on  the  records  of  DTC  or 
Euroclear,  as  the  case  may  be,  or  a  nominee  thereof.  The  Issuers  also  expect  that  payments  by 
participants  to  owners  of  interests  in  such  Global  Note  held  through  such  participants  will  be  governed  by 
standing  instructions  and  customary  practices,  as  is  now  the  case  with  securities  held  for  the  accounts  of 
customers  registered  in  the  names  of  nominees  for  such  customers.  Such  payments  will  be  the 
rgcrvjrjcjbilit"  of  such  narticinants.  Payments  of  the  principal  of  and  interest  or  distributions  on  the 
Regulation  S  Global  Notes  denominated  in  Dollars  will  be  made  to  Clearstream  or  Euroclear,  as 
applicable,  as  indirect  participants  in  DTC,  in  accordance  with  their  respective  rules  and  operating 
procedures.  Payments  of  the  principal  of  and  interest  or  distributions  on  the  Regulation  S  Global  Notes 
denominated  in  Approved  Currencies  other  than  Dollars  will  be  made  directly  to  the  nominee  of 
Clearstream  or  Euroclear,  as  applicable,  in  accordance  with  their  respective  rules  and  operating 
procedures. 

Transfers  between  participants  of  the  same  Clearing  Agency  will  be  effected  in  the  ordinary  way 
in  accordance  with  such  Clearing  Agency's  rules  and  will  be  settled  in  same-day  funds.  The  laws  of  some 
jurisdictions  require  that  certain  persons  take  physical  delivery  of  securities  in  definitive  form. 
Consequently,  the  ability  to  transfer  beneficial  interests  in  Global  Notes  to  these  persons  may  be  limited. 
Because  the  Clearing  Agencies  can  only  act  on  behalf  of  participants,  who  in  turn  act  on  behalf  of  indirect 
participants  and  certain  banks,  the  ability  of  a  person  having  a  beneficialjnterest  in  Global  Notes  to 
pledge  its  interest  to  persons  or  entities  that  do  not  participate  in  the  D I C  or  turociear  system,  or 
otherwise  take  actions  in  respect  of  its  interest,  may  be  affected  by  the  lack  of  a  physical  certificate  of  the 
interest.  Transfers  between  participants  or  account  holders  in  Euroclear  and  Clearstream  will  be  effected 
in  the  ordinary  way  in  accordance  with  their  respective  rules  and  operating  procedures. 

With  respect  to  Notes  denominated  in  Dollars,  subject  to  compliance  with  the  transfer  restrictions 
applicable  to  the  Notes  described  above,  cross-market  transfers  between  DTC  participants,  on  the  one 
hand,  and,  directly  or  indirectly  through  Euroclear  or  Clearstream  account  holders,  on  the  other,  will  be 
effected  in  DTC  in  accordance  with  DTC's  rules  on  behalf  of  Euroclear  or  Clearstream,  as  the  case  may 
be,  by  its  respective  depositary;  however,  these  cross-market  transactions  will  require  delivery  of 
instructions  to  Euroclear  or  Clearstream,  as  the  case  may  be,  by  the  counterparty  in  the  system  in 
accordance  with  jts  rules  and  procedures  and  within  its  established  deadlines  (Brussels  time).  Euroclear 
or  Clearstream,  as  the  case  may  be,  will,  if  the  transaction  meets  its  settlement  requirements,  deliver 
instructions  to  its  respective  depositary  to  take  action  to  effect  final  settlement  on  its  behalf  by  delivering 
or  receiving  interests  in  a  Regulation  S  Global  Note  in  DTC,  and  making  or  receiving  payment  in 
accordance  with  normal  procedures  for  a  same-day  funds  settlement  applicable  to  DTC.  Clearstream 
and  Euroclear  account  holders  may  not  deliver  instructions  directly  to  the  depositaries  for  Clearstream  or 
Euroclear.  Notes  denominated  in  Approved  Currencies  other  than  Dollars  may  only  be  transferred 
through  nominees  of  Euroclear  and  Clearstream  and  may  not  be  transferred  through  DTC. 

Because  of  time  zone  differences,  the  securities  account  of  a  Euroclear  or  Clearstream 
participant  purchasing  an  interest  in  a  Global  Note  from  a  DTC  participant  will  be  credited  during  the 
securities  settlement  processing  day  (which  must  be  a  Business  Day  for  Euroclear  or  Clearstream,  as  the 
case  may  be)  immediately  following  the  DTC  settlement  date  and  the  credit  of  any  transactions  in 
interests  in  a  Global  Note  settled  during  the  processing  day  will  be  reported  to  the  relevant  Euroclear  or 
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Clearstream  participant  on  that  day.  Cash  received  in  Euroclear  or  Clearstream  as  a  result  of  sales  of 
interests  in  a  Global  Note  by  or  through  a  Euroclear  or  Clearstream  participant  to  a  DTC  participant  will  be 
received  with  value  on  the  DTC  settlement  date  but  will  be  available  in  the  relevant  Euroclear  or 
Clearstream  cash  account  only  as  of  the  Business  Day  following  settlement  in  DTC. 

DTC  has  advised  the  Issuers  that  it  will  take  any  action  permitted  to  be  taken  by  a  Holder  of  the 
Notes  (including  the  presentation  of  the  applicable  Notes  for  exchange  as  described  below)  only  at  the 
direction  of  one  or  more  participants  to  whose  account  with  DTC  interests  in  a  Global  Note  are  credited 
and  only  in  respect  of  that  portion  or  number  of  the  aggregate  principal  amount  of  the  Notes  as  to  which 
the  participant  or  participants  has  or  have  given  direction. 

The  giving  of  notices  and  other  communications  by  any  Clearing  Agency  to  participants,  by 
participants  to  persons  who  hold  accounts  with  them  and  by  such  persons  to  Holders  of  beneficial 
interests  in  a  Global  Note  will  be  governed  by  arrangements  between  them,  subject  to  any  statutory  or 
regulatory  requirements  as  may  exist  from  time  to  time. 

DTC  has  advised  the  Issuers  as  follows:  DTC  is  a  limited  purpose  trust  company  principally 
located  under  the  laws  of  the  State  of  New  York,  a  member  of  the  Federal  Reserve  System,  a  "clearing 
corporation"  within  the  meaning  of  the  Uniform  Commercial  Code  and  a  "Clearing  Agency"  registered 
pursuant  to  the  provisions  of  Section  17A  of  the  Exchange  Act.  DTC  was  created  to  hold  securities  for  its 
participants  and  facilitate  the  clearance  and  settlement  of  securities  transactions  between  participants 
through  electronic  book-entry  changes  in  accounts  of  its  participants,  thereby  eliminating  the  need  for 
physical  movement  of  certificates.  Participants  include  securities  brokers  and  dealers,  banks,  trust 
companies  and  clearing  corporations  and  may  include  certain  other  organizations.  Indirect  access  to  the 
DTC  system  is  available  to  others  such  as  banks,  brokers,  dealers  and  trust  companies  that  clear  through 
or  maintain  a  custodial  relationship  with  a  participant,  either  directly  or  indirectly  ("indirect  participants"). 

Euroclear  and  Clearstream  each  hold  securities  for  their  customers  and  facilitate  the  clearance 
and  settlement  of  securities  transactions  through  electronic  book-entry  transfer  between  their  respective 
accountholders.  Indirect  access  to  Euroclear  and  Clearstream  is  available  to  other  institutions  that  clear 
through  or  maintain  a  custodial  relationship  with  an  accountholder  of  either  system.  Euroclear  and 
Clearstream  provide  various  services  including  safekeeping,  administration,  clearance  and  settlement  of 
internationally-traded  securities  and  securities  lending  and  borrowing.  Euroclear  and  Clearstream  also 
deal  with  domestic  securities  markets  in  several  countries  through  established  depository  and  custodial 
relationships.  Euroclear  and  Clearstream  have  established  an  electronic  bridge  between  their  two 
systems  across  which  their  respective  customers  may  settle  trades  with  each  other.  Their  customers  are 
worldwide  financial  institutions  including  underwriters,  securities  brokers  and  dealers,  banks,  trust 
companies  and  clearing  corporations.  Investors  may  hold  their  interests  in  a  Regulation  S  Global  Note 
directly  through  Euroclear  or  Clearstream  if  they  are  accountholders  therein  ("direct  participants")  or  as 
indirect  participants  through  organizations  that  are  direct  or  indirect  accountholders  in  direct  participants. 

Although  the  Clearing  Agencies  have  agreed  to  the  foregoing  procedures  in  order  to  facilitate 
transfers  of  interests  in  Global  Notes  among  participants  of  the  Clearing  Agencies,  they  are  under  no 
obligation  to  perform  or  continue  to  perform  these  procedures,  and  the  procedures  may  be  discontinued 
at  any  time.  Neither  the  Issuers,  the  Trustee  nor  the  Issuing  and  Paying  Agent  will  have  any 
responsibility  for  the  performance  by  the  Clearing  Agencies  or  their  respective  participants  or  indirect 
participants  of  their  respective  obligations  under  the  rules  and  procedures  governing  their  operations. 

Each  Regulation  S  Global  Note  denominated  in  an  Approved  Currency  other  than  Dollars  will 
have  an  ISIN  and  a  Common  Code  and  will  be  registered  in  the  name  of  ABN  AMRO  GSTS  NOMINEES 
LIMITED  as  nominee  for  ABN  AMRO  Bank  N.V.  (London  Branch)  as  common  depository  for  Clearstream 
and  Euroclear,  and  deposited  with  the  Common  Depository. 


113 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-001918152 


Footnote  Exhibits  -  Page  4932 


Each  Global  Note  denominated  in  Dollars  will  have  a  CUSIP  number  and  will  be  registered  in  the 
name  of  Cede  &  Co.  as  nominee  of,  and  deposited  with  LaSalle  Bank  National  Association,  as  custodian 
(the  "DTC  Custodian")  for,  DTC.  The  DTC  Custodian  and  DTC  will  electronically  record  the  principal 
amount  of  the  Notes  held  within  the  DTC  system. 

Individual  Definitive  Securities 

If  (i)(a)  DTC  or  any  successor  to  DTC  advises  the  Issuer  in  writing  that  it  is  at  any  time  unwilling 
or  unable  to  continue  as  a  depositary  for  the  reasons  described  in  "—Global  Notes"  and  a  successor 
depositary  is  not  appointed  by  the  Issuer  within  90  days  or  (b)  Euroclear  or  its  nominee  or  any  successor 
to  Euroclear  or  its  nominee  advises  the  Issuer  in  writing  that  it  is  at  any  time  unwilling  or  unable  to 
continue  as  a  depositary  for  the  reasons  described  in  " — Global  Notes"  and  a  successor  depositary  is  not 
appointed  by  the  Issuer  within  90  days,  (ii)  as  a  result  of  any  amendment  to  or  change  in  the  laws  or 
regulations  of  the  Cayman  Islands  or  of  any  authority  therein  or  thereof  having  power  to  tax  or  in  the 
interpretation  or  administration  of  such  laws  or  regulations  which  become  effective  on  or  after  the  Closing 
Date,  the  issuer  or  ihe  paying  agent  is  or  will  be  required  to  make  any  deduction  or  withholding  from  any 
payment  in  respect  of  the  Notes  which  would  not  be  required  if  the  Notes  were  in  definitive  form  or  (iii) 
upon  the  written  request  of  any  beneficial  owner  of  an  interest  in  a  Global  Note  following  the  occurrence 
of  an  Event  of  Default,  the  Issuer  will  issue  individual  definitive  Notes  in  registered  form  in  exchange  for 
the  Global  Notes.  Upon  receipt  of  such  notice  from  any  Clearing  Agency,  the  Issuer  will  use  its  best 
efforts  to  make  arrangements  with  such  Clearing  Agency  for  the  exchange  of  interests  in  the  Global 
Notes  for  individual  definitive  Notes  and  cause  the  requested  individual  definitive  Notes  to  be  executed 
and  delivered  to  the  Note  Registrar  or  Issuer  Note  Registrar,  as  applicable,  in  sufficient  quantities  and 
authenticated  by  or  on  behalf  of  the  Trustee  or  the  Issuing  and  Paying  Agent,  as  applicable,  for  delivery  to 
Holders  of  the  Notes.  Persons  exchanging  interests  in  a  Global  Note  for  individual  definitive  Notes  will  be 
required  to  provide  to  the  Trustee  or  the  Issuing  and  Paying  Agent,  as  applicable,  through  DTC, 
Clearstream  or  Euroclear,  (i)  written  instructions  and  other  information  required  by  the  Issuer  and  the 
Trustee  or  the  Issuing  and  Paying  Agent,  as  applicable,  to  complete,  execute  and  deliver  such  individual 
definitive  Notes,  (ii)  in  the  case  of  an  exchange  of  an  interest  in  a  Rule  144A  Global  Note,  such 
certification  as  to  "Qualified  Institutional  Buyer"  status,  and  that  such  Holder  is  a  Qualified  Purchaser,  as 
the  Issuer  shall  require  and  (iii)  in  the  case  of  an  exchange  of  an  interest  in  a  Regulation  S  Global  Note, 
such  certification  as  the  Issuer  shall  require  as  to  non-U.S.  Person  status.  In  all  cases,  individual 
definitive  Notes  delivered  in  exchange  for  any  Note  in  global  form  or  beneficial  interests  therein  will  be 
registered  in  the  names,  and  issued  in  denominations  in  compliance  with  the  minimum  denominations 
specified  for  the  applicable  Notes  in  global  form,  requested  by  the  applicable  Clearing  Agency. 

Individual  definitive  Notes  will  bear,  and  be  subject  to,  such  legend  as  the  Issuer  requires  in  order 
to  assure  compliance  with  any  applicable  law.  Individual  definitive  Notes  will  be  transferable  subject  to 
the  minimum  denomination  applicable  to  such  Notes,  in  whole  or  in  part,  and  exchangeable  for  individual 
definitive  Notes  of  the  same  kind  at  the  office  of  the  Trustee  or  the  Issuing  and  Paying  Agent,  as 
applicable,  or  the  office  of  any  transfer  agent,  upon  compliance  with  the  requirements  set  forth  in  the 
Indenture.  Individual  definitive  Notes  may  be  transferred  through  any  transfer  agent,  upon  the  delivery 
and  duly  completed  assignment  of  such  Notes.  Upon  a  partial  transfer  of  any  Notes  represented  by  the 
applicable  definitive  notes  therefor,  the  Trustee  or  the  Issuing  and  Paying  Agent,  as  applicable,  will  issue 
in  exchange  therefor  to  the  transferee  one  or  more  individual  definitive  Notes  representing  the  amount 
being  so  transferred  and  will  issue  to  the  transferor  one  or  more  individual  definitive  Notes  representing 
the  remaining  amount  not  being  transferred.  No  service  charge  will  be  imposed  for  any  registration  of 
transfer  or  exchange,  but  payment  of  a  sum  sufficient  to  cover  any  tax  or  other  governmental  charge  may 
be  required.  The  Holder  of  a  restricted  individual  definitive  Note  may  transfer  such  Note,  subject  to 
compliance  with  the  provisions  of  the  legend  thereon.  Upon  the  transfer,  exchange  or  replacement  of 
Notes  bearing  the  legend,  or  upon  specific  request  for  removal  of  the  legend  on  a  Note,  the  Issuer  will 
deliver  only  Notes  that  bear  such  legend,  or  will  refuse  to  remove  such  legend,  as  the  case  may  be, 
unless  there  is  delivered  to  the  Issuer  such  satisfactory  evidence,  which  may  include  an  opinion  of 
counsel,  as  may  reasonably  be  required  by  the  Issuer  that  neither  the  legend  nor  the  restrictions  on 
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transfer  set  forth  therein  are  required  to  ensure  compliance  with  the  provisions  of  the  Securities  Act  and 
the  Investment  Company  Act.  Payments  of  principal  and  interest  on  individual  definitive  Notes  shall  be 
payable  by  wire  transfer  in  immediately  available  funds  to  an  account  maintained  by  the  Holder  thereof  or 
its  nominee  or,  if  appropriate  instructions  are  not  received  at  least  fifteen  days  prior  to  the  relevant 
Payment  Date,  by  check  drawn  on  a  bank  and  sent  by  mail  to  the  Registered  holder  thereof  or,  for  so 
long  as  any  of  the  Notes  are  listed  on  any  stock  exchange  and  the  rules  of  such  stock  exchange  shall  so 
require,  at  the  office  of  the  listing,  paying  and  transfer  agent. 

TRANSFER  RESTRICTIONS 

Because  of  the  following  restrictions,  purchasers  are  advised  to  consult  legal  counsel  prior  to 
making  any  offer,  resale,  pledge  or  transfer  of  the  Notes.  Any  purchase  or  transfer  of  the  Notes  will  be 
subject  to  the  minimum  denomination  set  forth  in  "Summary— Notes". 

Rule  144A  Global  Notes 

Each  purchaser  of  a  beneficial  interest  in  a  Rule  144A  Global  Note  will  be  deemed  to  have 
represented  and  agreed  with  the  Issuer  as  follows: 

(i)  (A)  The  purchaser  is  a  Qualified  Institutional  Buyer  and  a  Qualified  Purchaser,  (B)  the 
purchaser  is  purchasing  the  Notes  for  its  own  account  or  the  account  of  another  Qualified  Purchaser  that 
is  also  a  Qualified  Institutional  Buyer  as  to  which  the  purchaser  exercises  sole  investment  discretion,  (C) 
the  purchaser  and  any  such  account  is  acquiring  the  Notes  as  principal  for  its  own  account  for  investment 
and  not  for  sale  in  connection  with  any  distribution  thereof,  (D)  the  purchaser  and  any  such  account  was 
not  formed  solely  for  the  purpose  of  investing  in  the  Notes  (except  when  each  beneficial  owner  of  the 
purchaser  or  any  such  account  is  a  Qualified  Purchaser),  (E)  to  the  extent  the  purchaser  (or  any  account 
for  which  it  is  purchasing  the  Notes)  is  a  private  investment  company  formed  on  or  before  April  30, 1996, 
the  purchaser  and  each  such  account  has  received  the  necessary  consent  from  its  beneficial  owners,  (F) 
neither  the  purchaser  nor  any  such  account  is  a  pension,  profit  sharing  or  other  retirement  trust  fund  or 
plan  in  which  the  partners,  beneficiaries  or  participants,  as  applicable,  may  designate  ihe  particular 
investments  to  be  made,  (G)  the  purchaser  agrees  that  it  and  each  such  account  shall  not  hold  such 
Notes  for  the  benefit  of  any  other  Person  and  shall  be  the  sole  beneficial  owner  thereof  for  all  purposes 
and  that  it  shall  not  sell  participation  interests  in  the  Notes  or  enter  into  any  other  arrangement  pursuant 
to  which  any  other  Person  shall  be  entitled  to  a  beneficial  interest  in  the  distributions  on  the  Notes,  (H)  the 
Notes  purchased  directly  or  indirectly  by  the  purchaser  or  any  account  for  which  it  is  purchasing  the  Notes 
constitute  an  investment  of  no  more  than  40%  of  the  purchaser's  and  each  such  account's  assets  (except 
when  each  beneficial  owner  of  the  purchaser  and  each  such  account  is  a  Qualified  Purchaser),  (I)  the 
purchaser  and  each  such  account  is  purchasing  the  Notes  in  a  principal  amount  of  not  less  than  the 
minimum  denomination  requirement  for  the  purchaser  and  each  such  account,  (J)  the  purchaser  will 
provide  notice  of  the  transfer  restrictions  set  forth  in  the  Indenture  (including  the  exhibits  thereto)  to  any 
transferee  of  its  Notes,  (K)  the  purchaser  understands  and  agrees  that  the  Issuer  may  receive  a  list  of 
participants  in  the  Notes  from  one  or  more  book-entry  depositories  and  (L)  the  purchaser  understands 
and  agrees  that  any  purported  transfer  of  the  Notes  to  a  purchaser  that  does  not  comply  with  the 
requirements  of  this  paragraph  (i)  shall  be  null  and  void  ab  initio. 

(if)  If  any  U.S.  Person  that  is  not  both  a  Qualified  Institutional  Buyer  and  a  Qualified 
Purchaser  at  the  time  it  acquires  an  interest  in  a  Note  shall  become  the  beneficial  owner  of  any  Note, 
(any  such  Person,  a  "Non-Permitted  Holder"),  the  Trustee  or  the  Issuing  and  Paying  Agent,  as 
applicable,  shall,  promptly  after  discovery  that  such  Person  is  a  Non-Permitted  Holder  by  the  Issuer,  the 
Co-Issuer,  the  Trustee  or  the  Issuing  and  Paying  Agent,  as  applicable  (and  notice  by  the  Trustee,  the 
Issuing  and  Paying  Agent  or  the  Co-Issuer  to  the  Issuer,  if  any  of  them  makes  the  discovery),  send  notice 
to  such  Non-Permitted  Holder  demanding  that  such  Non-Permitted  Holder  transfer  its  interest  to  a  Person 
that  is  not  a  Non-Permitted  Holder  within  14  days  of  the  date  of  such  notice.  If  such  Non-Permitted 
Holder  fails  to  transfer  its  Notes,  the  Issuer  shall  have  the  right,  without  further  notice  to  the  Non- 
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Permitted  Holder,  to  sell  such  Notes  or  interest  in  Notes  to  a  purchaser  selected  by  the  Issuer  that  is  not  a 
Non-Permitted  Holder  on  such  terms  as  the  Issuer  may  choose.  The  Issuer,  or  the  Trustee  or  the  Issuing 
and  Paying  Agent,  as  applicable,  acting  on  behalf  of  the  Issuer,  may  select  the  purchaser  by  soliciting 
one  or  more  bids  from  one  or  more  brokers  or  other  market  professionals  that  regularly  deal  in  securities 
similar  to  the  Notes,  and  selling  such  Notes  to  the  highest  such  bidder.  However,  the  Issuer  or  the 
Trustee  or  the  Issuing  and  Paying  Agent,  as  applicable,  may  select  a  purchaser  by  any  other  means 
determined  by  it  in  its  sole  discretion  and  the  Trustee  or  the  Issuing  and  Paying  Agent,  as  applicable, 
may,  at  the  expense  of  the  Issuer,  engage  an  independent  investment  bank  to  assist  in  such  sale.  The 
Holder  of  each  Note,  the  Non-Permitted  Holder  and  each  other  Person  in  the  chain  of  title  from  the  Holder 
to  the  Non-Permitted  Holder,  by  its  acceptance  of  an  interest  in  the  Notes,  agrees  to  cooperate  with  the 
Issuer  and  the  Trustee  or  the  Issuing  and  Paying  Agent,  as  applicable,  to  effect  such  transfers.  The 
proceeds  of  such  sale,  net  of  any  commissions,  expenses  and  taxes  due  in  connection  with  such  sale 
shall  be  remitted  to  the  Non-Permitted  Holder.  The  terms  and  conditions  of  any  sale  under  this  paragraph 
shall  be  determined  in  the  sole  discretion  of  the  Issuer,  and  neither  the  Issuer  nor  the  Trustee  or  Issuing 
and  Paying  Agent,  as  applicable,  shall  be  liable  to  any  Person  having  an  interest  in  the  Notes  sold  as  a 
result  of  any  such  sale  or  the  exercise  of  such  discretion. 

If  (1)  an  ERISA  Plan  or  (2)  a  governmental,  church,  non-U.S.  or  other  plan  that  is  subject  to  any 
federal,  state,  local  or  non-U.S.  law  that  is  substantially  similar  to  the  provisions  of  Title  I  of  ERISA  or 
Section  4975  of  the  Code  whose  purchase,  holding  or  disposition  of  an  Issuer  Note  or  any  beneficial 
interest  therein  will  result  in  a  non-exempt  violation  of  any  federal,  state,  local  or  non-U.S.  law 
substantially  similar  to  Section  406  of  ERISA  or  Section  4975  of  the  Code  (any  such  person  described  in 
clause  (1)  or  (2)  a  "Non-Permitted  ERISA  Plan  Holder)  becomes  the  owner  of  Issuer  Notes,  the  Issuer 
shall,  promptly  after  discovery  that  such  person  is  a  Non-Permitted  ERISA  Plan  Holder  by  the  Issuer  or 
the  Issuing  and  Paying  Agent  (and  notice  by  the  Issuing  and  Paying  Agent  to  the  Issuer,  if  the  Issuing  and 
Paying  Agent  makes  the  discovery),  send  notice  to  such  Non-Permitted  ERISA  Plan  Holder  demanding 
that  such  Non-Permitted  ERISA  Plan  Holder  transfer  its  Issuer  Notes  to  a  Person  that  is  eligible  to 
purchase  such  Issuer  Notes  hereunder  within  14  days  of  the  date  of  such  notice.  If  such  Non-Permitted 
ERISA  Plan  Holder  fails  to  so  transfer  such  Issuer  Notes,  the  Issuer  shall  have  the  right,  without  further 
notice  to  the  Non-Permitted  ERISA  Plan  Holder,  to  sell  such  Issuer  Notes  to  a  purchaser  selected  by  the 
Issuer  that  is  eligible  to  purchase  such  Issuer  Notes  hereunder  on  such  terms  as  the  Issuer  may  choose. 
The  Issuer,  or  the  Issuing  and  Paying  Agent  acting  on  behalf  of  the  Issuer,  may  select  the  purchaser  by 
soliciting  one  or  more  bids  from  one  or  more  brokers  or  other  market  professionals  that  regularly  deal  in 
securities  similar  to  the  Issuer  Notes  and  selling  such  Issuer  Notes  to  the  highest  such  bidder.  However, 
the  Issuer  or  the  Issuing  and  Paying  Agent  acting  on  behalf  of  the  Issuer  may  select  a  purchaser  by  any 
other  means  determined  by  it  in  its  sole  discretion.  The  Holder  of  each  Issuer  Note,  the  Non-Permitted 
ERISA  Plan  Holder  and  each  other  Person  in  the  chain  of  title  from  the  Holder  to  the  Non-Permitted 
ERISA  Plan  Holder,  by  its  acceptance  of  Issuer  Notes  agrees  to  cooperate  with  the  Issuer  and  the  Issuing 
and  Paying  Agent  to  effect  such  transfers.  The  proceeds  of  such  sale,  net  of  any  commissions,  expenses 
and  taxes  due  in  connection  with  such  sale  shall  be  remitted  to  the  Non-Permitted  ERISA  Plan  Holder. 
The  terms  and  conditions  of  any  sale  under  this  paragraph  shall  be  determined  in  the  sole  discretion  of 
the  Issuer,  and  the  Issuer  shall  not  be  liable  to  any  Person  having  an  interest  in  the  Issuer  Notes  sold  as 
a  result  of  any  such  sale  or  the  exercise  of  such  discretion. 

(iii)  The  purchaser  understands  and  agrees  that  the  Notes  have  not  been  and  will  not  be 
registered  or  qualified  under  the  Securities  Act  or  any  applicable  state  securities  laws  or  the  securities 
laws  of  any  other  jurisdiction  and  the  sale  of  the  Notes  to  the  purchaser  is  being  made  in  reliance  on  an 
exemption  from  registration  under  the  Securities  Act,  and  may  be  reoffered,  resold,  pledged  or  otherwise 
transferred  only  (A)(i)  to  a  Person  whom  the  purchaser  reasonably  believes  is  a  Qualified  Institutional 
Buyer  purchasing  for  its  own  account  or  for  the  account  of  a  Qualified  Institutional  Buyer  as  to  which  the 
purchaser  exercises  sole  investment  discretion  in  a  transaction  meeting  the  requirements  of  Rule  144A  or 
(ii)  in  an  offshore  transaction  complying  with  Rule  903  or  Rule  904  of  Regulation  S  and  (B)  in  accordance 
with  all  applicable  securities  laws  of  the  states  of  the  United  States.  The  Issuer,  the  Co-Issuer  and  the 
Issuer  Assets  have  not  been  registered  under  the  Investment  Company  Act  and,  therefore,  no  transfer 
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having  the  effect  of  causing  the  Issuer,  the  Co-Issuer  or  the  Issuer  Assets  to  be  required  to  be  registered 
as  an  investment  company  under  the  Investment  Company  Act  will  be  recognized.  The  Notes  are  subject 
to  the  restrictions  on  transfer  set  forth  herein  and  in  the  Indenture  and  the  Notes.  The  purchaser 
understands  and  agrees  that  any  purported  transfer  of  the  Notes  to  a  purchaser  that  does  not  comply  with 
the  requirements  of  this  paragraph  (iii)  shall  be  null  and  void  ab  initio. 

(iv)        The  purchaser  is  not  a  member  of  the  public  of  the  Cayman  Islands. 

(v)  The  purchaser  is  not  purchasing  the  Notes  with  a  view  toward  the  resale,  distribution  or 
other  disposition  thereof  in  violation  of  the  Securities  Act.  The  purchaser  understands  and  agrees  that  an 
investment  in  the  Notes  involves  certain  risks,  including  the  risk  of  loss  of  its  entire  investment  in  the 
Notes  under  certain  circumstances.  The  purchaser  has  had  access  to  such  financial  and  other 
information  concerning  the  Issuer  and  the  Notes  as  it  deemed  necessary  or  appropriate  in  order  to  make 
an  informed  investment  decision  with  respect  to  its  purchase  of  the  Notes,  including  an  opportunity  to  ask 
questions  of,  and  request  information  from,  the  Issuer. 

(vi)  In  connection  with  the  purchase  of  the  Notes:  (A)  none  of  the  Issuers,  the  Initial 
Purchaser,  the  Trustee,  the  Issuing  and  Paying  Agent,  the  Protection  Buyer,  the  Basis  Swap 
Counterparty,  the  Collateral  Put  Provider,  the  Collateral  Disposal  Agent,  the  Portfolio  Selection  Agent,  the 
Administrator  or  the  Share  Trustee  (or  any  of  their  respective  Affiliates)  is  acting  as  a  fiduciary  or  financial 
or  investment  adviser  for  the  purchaser;  (B)  the  purchaser  is  not  relying  (for  purposes  of  making  any 
investment  decision  or  otherwise)  upon  any  advice,  counsel  or  representations  (whether  written  or  oral)  of 
the  Issuers,  the  Initial  Purchaser,  the  Trustee,  the  Issuing  and  Paying  Agent,  the  Portfolio  Selection 
Agent,  the  Administrator  or  the  Share  Trustee  (or  any  of  their  respective  Affiliates)  other  than  in  the  final 
offering  circular  for  such  Notes  and  any  representations  expressly  set  forth  in  a  written  agreement  with 
such  party;  (C)  none  of  the  Issuers,  the  Initial  Purchaser,  the  Trustee,  the  Issuing  and  Paying  Agent,  the 
Portfolio  Selection  Agent,  the  Administrator  or  the  Share  Trustee  (or  any  of  their  respective  Affiliates)  has 
given  to  the  purchaser  (directly  or  indirectly  through  any  other  Person)  any  assurance,  guarantee,  or 
representation  whatsoever  as  to  the  expected  or  projected  success,  profitability,  return,  performance, 
result,  effect,  consequence  or  benefit  (including  legal,  regulatory,  tax,  financial,  accounting  or  otherwise) 
as  to  an  investment  in  the  Notes;  (D)  the  purchaser  has  consulted  with  its  own  legal,  regulatory,  tax, 
business,  investment,  financial  and  accounting  advisers  to  the  extent  it  has  deemed  necessary,  and  it  has 
made  its  own  investment  decisions  (including  decisions  regarding  the  suitability  of  any  transaction 
pursuant  to  the  Indenture)  based  upon  its  own  judgment  and  upon  any  advice  from  such  advisers  as  it 
has  deemed  necessary  and  not  upon  any  view  expressed  by  the  Issuers,  the  Initial  Purchaser,  the 
Trustee,  the  Issuing  and  Paying  Agent,  the  Portfolio  Selection  Agent,  the  Administrator  or  the  Share 
Trustee  (or  any  of  their  respective  Affiliates);  (E)  the  purchaser  has  evaluated  the  terms  and  conditions  of 
the  purchase  and  sale  of  the  Notes  with  a  full  understanding  of  all  of  the  risks  thereof  (economic  and 
otherwise),  and  it  is  capable  of  assuming,  and  willing  to  assume  (financially  and  otherwise)  those  risks; 
(F)  the  purchaser  is  a  sophisticated  investor;  and  (G)  if  acquiring  the  Notes  for  any  account,  the 
purchaser  has  not  made  any  disclosure,  assurance,  guarantee  or  representation  not  consistent  with  the 
provisions  and  the  requirements  contained  herein. 

(vii)  In  the  case  of  the  Co-Issued  Notes,  at  the  time  of  its  acquisition  and  throughout  the 
period  it  holds  such  Co-Issued  Note,  either  (A)  the  purchaser  is  not  a  Plan  nor  any  entity  whose 
underlying  assets  include  "plan  assets"  (within  the  meaning  of  the  Plan  Asset  Regulations)  by  reason  of 
such  Plan's  investment  in  the  entity,  nor  a  governmental,  church,  non-U.S.  or  other  plan  which  is  subject 
to  any  federal,  state,  local  or  non-U.S.  law  that  is  substantially  similar  to  the  provisions  of  Section  406  of 
ERISA  or  Section  4975  of  the  Code  or  (B)  if  the  purchaser  is  an  entity  described  in  (A),  the  purchase, 
holding  and  disposition  of  a  Co-Issued  Note,  as  the  case  may  be,  will  not  constitute  or  result  in  a  non- 
exempt  prohibited  transaction  under  Section  406  of  ERISA  or  Section  4975  of  the  Code  (or,  in  the  case  of 
a  governmental,  church  or  non-U.S.  or  other  plan,  a  non-exempt  violation  under  any  substantially  similar 
federal,  state,  local  or  non-U.S.  law).  Any  purported  transfer  of  a  Note  to  a  purchaser  that  does  not 
comply  with  the  requirements  of  this  paragraph  (vii)  shall  be  null  and  void  ab  initio. 
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(viii)  In  the  case  of  the  Issuer  Notes,  each  purchaser  and  subsequent  transferee  of  a 
beneficial  interest  in  any  such  Note  will  be  deemed  to  represent  that  the  purchaser  or  transferee,  as  the 
case  may  be,  from  the  date  on  which  it  acquires  its  interest  in  such  Notes  through  and  including  the  date 
on  which  such  purchaser  or  transferee  disposes  of  its  interest  in  such  Notes  (1)  it  is  not  an  ERISA  Plan; 
and  if  after  its  initial  acquisition  of  any  such  Note  or  any  interest  therein,  the  investor  determines,  or  it  is 
determined  by  another  party,  that  such  investor  is  an  ERISA  Plan,  the  investor  will  dispose  of  all  of  its 
Issuer  Notes  in  a  manner  consistent  with  the  restrictions  set  forth  in  the  Indenture,  and  (2)  if  it  is  a 
governmental,  church,  non-U.S.  or  other  plan  that  is  subject  to  any  federal,  state,  local  or  non-U. S.  law 
that  is  substantially  similar  to  the  provisions  of  Title  I  of  ERISA  or  Section  4975  of  the  Code,  its  purchase, 
holding  and  disposition  of  any  such  Notes  will  not  cause  a  non-exempt  violation  of  any  U.S.  federal,  state 
or  local  law  or  any  non-U.S.  law  which  is  substantially  similar  to  Title  I  of  ERISA  or  Section  4975  of  the 
Code  as  a  result  of  the  transactions  contemplated  herein  and  (3)  it  will  not  sell  or  otherwise  transfer  any 
such  Note  or  interest  therein  to  any  person  who  is  unable  to  satisfy  the  same  foregoing  representations 
and  warranties. 

(ix)  To  the  extent  required  by  the  Issuer,  as  determined  by  the  Issuer,  the  Issuer  may,  upon 
notice  to  the  Trustee  and  the  Issuing  and  Paying  Agent,  impose  additional  transfer  restrictions  on  the 
Notes  to  comply  with  the  Uniting  and  Strengthening  America  by  Providing  Appropriate  Tools  Required  to 
Intercept  and  Obstruct  Terrorism  Act  of  2001  (the  USA  PATRIOT  Act)  and  other  similar  laws  or 
regulations,  including,  without  limitation,  requiring  each  transferee  of  a  beneficial  interest  in  a  Note  to 
make  representations  to  the  Issuer  in  connection  with  such  compliance. 

(x)         The  Co-Issued  Notes  will  bear  a  legend  substantially  to  the  following  effect: 

THE  NOTES  HAVE  NOT  BEEN  AND  WILL  NOT  BE  REGISTERED  UNDER  THE  UNITED 
STATES  SECURITIES  ACT  OF  1933,  AS  AMENDED  (THE  "SECURITIES  ACT1),  AND  THE  ISSUERS 
HAVE  NOT  BEEN  REGISTERED  UNDER  THE  UNITED  STATES  INVESTMENT  COMPANY  ACT  OF 
1940,  AS  AMENDED  (THE  "INVESTMENT  COMPANY  ACT").  THE  HOLDER  HEREOF,  BY 
PURCHASING  THE  NOTES  IN  RESPECT  OF  WHICH  THIS  NOTE  HAS  BEEN  ISSUED,  AGREES  FOR 
THE  BENEFIT  OF  THE  ISSUERS  THAT  THE  NOTES  MAY  BE  OFFERED,  SOLD,  PLtDGbD  OR 
OTHERWISE  TRANSFERRED,  ONLY  (A)(1)  TO  A  PERSON  WHOM  THE  HOLDER  REASONABLY 
BELIEVES  IS  A  QUALIFIED  INSTITUTIONAL  BUYER  WITHIN  THE  MEANING  OF  RULE  144A  UNDER 
THE  SECURITIES  ACT,  PURCHASING  FOR  ITS  OWN  ACCOUNT  OR  FOR  THE  ACCOUNT  OF  A 
QUALIFIED  INSTITUTIONAL  BUYER,  IN  A  TRANSACTION  MEETING  THE  REQUIREMENTS  OF 
RULE  144A  UNDER  THE  SECURITIES  ACT  OR  (2)  IN  AN  OFFSHORE  TRANSACTION  COMPLYING 
WITH  RULE  903  OR  RULE  904  OF  REGULATION  S  UNDER  THE  SECURITIES  ACT  AND,  IN  THE 
CASE  OF  CLAUSE  (1)  IN  A  PRINCIPAL  AMOUNT  OF  NOT  LESS  THAN  [$250,000]1  [$100,000]2 
[€100,000][£1 00,000][¥1 0,000,000][A$100,000][C$100,000][NZ$100,000]3  FOR  THE  PURCHASER  AND 
FOR  EACH  ACCOUNT  FOR  WHICH  IT  IS  ACTING  TO  A  PURCHASER  THAT  (W)  IS  A  QUALIFIED 
PURCHASER  WITHIN  THE  MEANING  OF  SECTION  3(c)(7)  OF  THE  INVESTMENT  COMPANY  ACT, 
(X)  WAS  NOT  FORMED  FOR  THE  PURPOSE  OF  INVESTING  IN  THE  ISSUER  (EXCEPT  WHEN  EACH 
BENEFICIAL  OWNER  OF  THE  PURCHASER  IS  A  QUALIFIED  PURCHASER),  (Y)  UNDERSTANDS 
AND  AGREES  THAT  THE  ISSUERS  MAY  RECEIVE  A  LIST  OF  PARTICIPANTS  IN  THE  NOTES  FROM 
ONE  OR  MORE  BOOK-ENTRY  DEPOSITORIES  AND  (Z)  HAS  RECEIVED  THE  NECESSARY 
CONSENT  FROM  ITS  BENEFICIAL  OWNERS  WHEN  THE  PURCHASER  IS  A  PRIVATE  INVESTMENT 
COMPANY  FORMED  ON  OR  BEFORE  APRIL  30,  1996,  AND  IN  A  TRANSACTION  THAT  MAY  BE 
EFFECTED  WITHOUT  LOSS  OF  ANY  APPLICABLE  INVESTMENT  COMPANY  ACT  EXEMPTION  OR 
EXCLUSION  AND  (B)  IN  ACCORDANCE  WITH  ALL  APPLICABLE  SECURITIES  LAWS  OF  THE 
STATES  OF  THE  UNITED  STATES  OR  OTHER  APPLICABLE  JURISDICTION.    ANY  TRANSFER  IN. 


1  Applicable  to  the  Rule  144A  Global  Notes. 

2  Applicable  to  Regulation  S  Global  Notes  denominated  in  Dollars. 

3  Applicable  to  Regulation  S  Global  Notes  denominated  in  Approved  Currencies  other  than  Dollars,  as  applicable. 
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VIOLATION  OF  THE  FOREGOING  WILL  BE  OF  NO  FORCE  AND  EFFECT,  WILL  BE  VOID  AB  INITIO 
AND  WILL  NOT  OPERATE  TO  TRANSFER  ANY  RIGHTS  TO  THE  TRANSFEREE, 
NOTWITHSTANDING  ANY  INSTRUCTIONS  TO  THE  CONTRARY  TO  THE  ISSUERS,  THE  TRUSTEE 
OR  ANY  INTERMEDIARY.  EACH  TRANSFEROR  OF  THIS  NOTE  WILL  PROVIDE  NOTICE  OF  THE 
TRANSFER  RESTRICTIONS  SET  FORTH  HEREIN  AND  IN  THE  INDENTURE  TO  ITS  TRANSFEREE. 
IN  ADDITION  TO  THE  FOREGOING,  THE  ISSUER  MAINTAINS  THE  RIGHT  TO  RESELL  NOTES 
PREVIOUSLY  TRANSFERRED  TO  NON-PERMITTED  HOLDERS  (AS  DEFINED  IN  THE  INDENTURE) 
IN  ACCORDANCE  WITH  AND  SUBJECT  TO  THE  TERMS  OF  THE  INDENTURE. 

[ANY  TRANSFER,  PLEDGE  OR  OTHER  USE  OF  THIS  NOTE  FOR  VALUE  OR  OTHERWISE 
BY  OR  TO  ANY  PERSON  IS  WRONGFUL  SINCE  THE  REGISTERED  OWNER  HEREOF,  CEDE  &  CO., 
HAS  AN  INTEREST  HEREIN,  UNLESS  THIS  NOTE  IS  PRESENTED  BY  AN  AUTHORIZED 
REPRESENTATIVE  OF  THE  DEPOSITORY  TRUST  COMPANY  ("DTC"),  NEW  YORK,  NEW  YORK,  TO 
THE  ISSUERS  OR  THEIR  AGENT  FOR  REGISTRATION  OF  TRANSFER,  EXCHANGE  OR  PAYMENT 
AND  ANY  NOTE  ISSUED  IS  REGISTERED  IN  THE  NAME  OF  CEDE  &  CO.  OR  OF  SUCH  OTHER 
ENTiTY  AS  IS  REQUESTED  BY  AN  AUTHORIZED  REPRESENTATIVE  OF  DTC  (AND  ANY  PAYMENT 
HEREON  IS  MADE  TO  CEDE  &  CO.). 

TRANSFERS  OF  THIS  NOTE  SHALL  BE  LIMITED  TO  TRANSFERS  IN  WHOLE,  BUT  NOT  IN 
PART,  TO  NOMINEES  OF  DTC  OR  TO  A  SUCCESSOR  THEREOF  OR  SUCH  SUCCESSORS 
NOMINEE,  AND  TRANSFERS  OF  PORTIONS  OF  THIS  NOTE  SHALL  BE  LIMITED  TO  TRANSFERS 
MADE  IN  ACCORDANCE  WITH  THE  RESTRICTIONS  SET  FORTH  IN  THE  INDENTURE  REFERRED 
TO  HEREIN.]1 

[ANY  TRANSFER,  PLEDGE  OR  OTHER  USE  OF  THIS  NOTE  FOR  VALUE  OR  OTHERWISE 
BY  OR  TO  ANY  PERSON  IS  WRONGFUL  SINCE  THE  REGISTERED  OWNER  HEREOF,  ABN  AMRO 
GSTS  NOMINEES  LIMITED  AS  NOMINEE  FOR  ABN  AMRO  BANK  N.V.  (LONDON  BRANCH),  HAS  AN 
INTEREST  HEREIN,  UNLESS  THIS  NOTE  IS  PRESENTED  BY  AN  AUTHORIZED  REPRESENTATIVE 
OF  THE  EUROCLEAR  SYSTEM  ("EUROCLEAR"),  TO  THE  ISSUERS  OR  THEIR  AGENT  FOR 
REGISTRATION  OF  TRANSFER,  EXCHANGE  OR  PAYMENT  AND  ANY  NO  1 1  iSSUED  IS 
REGISTERED  IN  THE  NAME  OF  ABN  AMRO  GSTS  NOMINEES  LIMITED  AS  NOMINEE  FOR  ABN 
AMRO  BANK  N.V.  (LONDON  BRANCH)  OR  OF  SUCH  OTHER  ENTITY  AS  IS  REQUESTED  BY  AN 
AUTHORIZED  REPRESENTATIVE  OF  EUROCLEAR  (AND  ANY  PAYMENT  HEREON  IS  MADE  TO 
ABN  AMRO  BANK  N.V.  (LONDON  BRANCH)). 

TRANSFERS  OF  THIS  NOTE  SHALL  BE  LIMITED  TO  TRANSFERS  IN  WHOLE,  BUT  NOT  IN 
PART,  TO  NOMINEES  OF  EUROCLEAR  OR  TO  A  SUCCESSOR  THEREOF  OR  SUCH 
SUCCESSOR'S  NOMINEE,  AND  TRANSFERS  OF  PORTIONS  OF  THIS  NOTE  SHALL  BE  LIMITED  TO 
TRANSFERS  MADE  IN  ACCORDANCE  WITH  THE  RESTRICTIONS  SET  FORTH  IN  THE  INDENTURE 
REFERRED  TO  HEREIN.]2 

PRINCIPAL  OF  THIS  NOTE  IS  PAYABLE  AS  SET  FORTH  HEREIN.  ACCORDINGLY,  THE 
OUTSTANDING  PRINCIPAL  OF  THIS  NOTE  AT  ANY  TIME  MAY  BE  LESS  THAN  THE  AMOUNT 
SHOWN  ON  THE  FACE  HEREOF.  ANY  PERSON  ACQUIRING  THIS  NOTE  MAY  ASCERTAIN  ITS 
CURRENT  PRINCIPAL  AMOUNT  BY  INQUIRY  OF  THE  TRUSTEE. 

THE  FAILURE  TO  PROVIDE  THE  ISSUER,  THE  TRUSTEE  AND  ANY  PAYING  AGENT  WITH 
THE  APPLICABLE  U.S.  FEDERAL  INCOME  TAX  CERTIFICATIONS  (GENERALLY,  AN  INTERNAL 
REVENUE  SERVICE  FORM  W-9  (OR  SUCCESSOR  APPLICABLE  FORM)  IN  THE  CASE  OF  A 
PERSON  THAT  IS  A  "UNITED  STATES  PERSON"  WITHIN  THE  MEANING  OF  SECTION  7701(A)(30) 


1  Applicable  to  the  Dollar-denominated  Notes. 

2  Applicable  to  the  Notes  denominated  in  Approved  Currencies  other  than  Dollars. 
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OF  THE  INTERNAL  REVENUE  CODE  OF  1986,  AS  AMENDED  (THE  "CODE")  OR  AN  APPROPRIATE 
INTERNAL  REVENUE  SERVICE  FORM  W-8  (OR  SUCCESSOR  APPLICABLE  FORM)  IN  THE  CASE 
OF  A  PERSON  THAT  IS  NOT  A  "UNITED  STATES  PERSON"  WITHIN  THE  MEANING  OF  SECTION 
7701(A)(30)  OF  THE  CODE)  MAY  RESULT  IN  U.S.  FEDERAL  BACK-UP  WITHHOLDING  FROM 
PAYMENTS  TO  THE  HOLDER  IN  RESPECT  OF  THIS  NOTE. 

THIS  NOTE  MAY  NOT  BE  TRANSFERRED  TO  AN  EMPLOYEE  BENEFIT  PLAN  (AS  DEFINED 
IN  SECTION  3(3)  OF  THE  EMPLOYEE  RETIREMENT  INCOME  SECURITY  ACT  OF  1974,  AS 
AMENDED  ("ERISA")  THAT  IS  SUBJECT  TO  TITLE  I  OF  ERISA)  OR  A  PLAN  (AS  DEFINED  IN 
SECTION  4975(e)(1)  OF  THE  CODE  THAT  IS  SUBJECT  TO  SECTION  4975  OF  THE  CODE)  OR  ANY 
ENTITY  WHOSE  UNDERLYING  ASSETS  INCLUDE  "PLAN  ASSETS"  (WITHIN  THE  MEANING  OF  29 
C.F.R.  §  2510.3-101)  BY  REASON  OF  SUCH  EMPLOYEE  BENEFIT  PLAN'S  OR  PLAN'S  INVESTMENT 
IN  THE  ENTITY  OR  A  GOVERNMENTAL,  CHURCH,  NON-U.S.  OR  OTHER  PLAN  WHICH  IS  SUBJECT 
TO  ANY  FEDERAL,  STATE,  LOCAL  OR  NON-U.S.  LAW  THAT  IS  SUBSTANTIALLY  SIMILAR  TO  THE 
PROVISIONS  OF  SECTION  406  OF  ERISA  OR  SECTION  4975  OF  THE  CODE  IF  THE  PURCHASE, 
HOLDING  AND  DISPOSITION  OF  THE  NOTE  WILL  CONSTITUTE  OR  RESULT  IN  A  NON-EXEMPT 
PROHIBITED  TRANSACTION  UNDER  SECTION  406  OF  ERISA  OR  SECTION  4975  OF  THE  CODE 
(OR,  IN  THE  CASE  OF  A  GOVERNMENTAL,  CHURCH,  NON-U.S.  OR  OTHER  PLAN,  A  NON-EXEMPT 
VIOLATION  UNDER  ANY  SUBSTANTIALLY  SIMILAR  FEDERAL,  STATE,  LOCAL  OR  NON-U.S.  LAW). 
ANY  PURPORTED  TRANSFER  OF  THIS  NOTE  TO  A  PURCHASER  THAT  DOES  NOT  COMPLY  WITH 
THE  ABOVE  REQUIREMENTS  SHALL  BE  NULL  AND  VOID  AB  INITIO. 

(xi)         The  Issuer  Notes  will  bear  a  legend  substantially  to  the  following  effect: 

THE  NOTES  HAVE  NOT  BEEN  AND  WILL  NOT  BE  REGISTERED  UNDER  THE  UNITED 
STATES  SECURITIES  ACT  OF  1933,  AS  AMENDED  (THE  "SECURITIES  ACT'),  AND  THE  ISSUER 
HAS  NOT  BEEN  REGISTERED  UNDER  THE  UNITED  STATES  INVESTMENT  COMPANY  ACT  OF 
1940,  AS  AMENDED  (THE  "INVESTMENT  COMPANY  ACT").  THE  HOLDER  HEREOF,  BY 
PURCHASING  THE  NOTES  IN  RESPECT  OF  WHICH  THIS  NOTE  HAS  BEEN  ISSUED,  AGREES  FOR 
THE  BENEFIT  OF  THE  ISSUER  THAT  THE  NOTES  MAY  BE  OFFERED,  SOLD,  PLEDGED  UR 
OTHERWISE  TRANSFERRED,  ONLY  (A)(1)  TO  A  PERSON  WHOM  THE  HOLDER  REASONABLY 
BELIEVES  IS  A  QUALIFIED  INSTITUTIONAL  BUYER  WITHIN  THE  MEANING  OF  RULE  144A  UNDER 
THE  SECURITIES  ACT,  PURCHASING  FOR  ITS  OWN  ACCOUNT  OR  FOR  THE  ACCOUNT  OF  A 
QUALIFIED  INSTITUTIONAL  BUYER,  IN  A  TRANSACTION  MEETING  THE  REQUIREMENTS  OF 
RULE  144A  UNDER  THE  SECURITIES  ACT  OR  (2)  IN  AN  OFFSHORE  TRANSACTION  COMPLYING 
WITH  RULE  903  OR  RULE  904  OF  REGULATION  S  UNDER  THE  SECURITIES  ACT  AND,  IN  THE 
CASE  OF  CLAUSE  (1)  IN  A  PRINCIPAL  AMOUNT  OF  NOT  LESS  THAN  [$250,000]1  [$100,000]2 
[€100,000][£100,000][¥10,000,000][A$100,000][C$100,000][NZ$100,000]3  FOR  THE  PURCHASER  AND 
FOR  EACH  ACCOUNT  FOR  WHICH  IT  IS  ACTING  TO  A  PURCHASER  THAT  (W)  IS  A  QUALIFIED 
PURCHASER  WITHIN  THE  MEANING  OF  SECTION  3(c)(7)  OF  THE  INVESTMENT  COMPANY  ACT, 
(X)  WAS  NOT  FORMED  FOR  THE  PURPOSE  OF  INVESTING  IN  THE  ISSUER  (EXCEPT  WHEN  EACH 
BENEFICIAL  OWNER  OF  THE  PURCHASER  IS  A  QUALIFIED  PURCHASER),  (Y)  UNDERSTANDS 
AND  AGREES  THAT  THE  ISSUER  MAY  RECEIVE  A  LIST  OF  PARTICIPANTS  IN  THE  NOTES  FROM 
ONE  OR  MORE  BOOK-ENTRY  DEPOSITORIES  AND  (Z)  HAS  RECEIVED  THE  NECESSARY 
CONSENT  FROM  ITS  BENEFICIAL  OWNERS  WHEN  THE  PURCHASER  IS  A  PRIVATE  INVESTMENT 
COMPANY  FORMED  ON  OR  BEFORE  APRIL  30,  1996,  AND  IN  A  TRANSACTION  THAT  MAY  BE 
EFFECTED  WITHOUT  LOSS  OF  ANY  APPLICABLE  INVESTMENT  COMPANY  ACT  EXEMPTION  OR 
EXCLUSION  AND  (B)  IN  ACCORDANCE  WITH  ALL  APPLICABLE  SECURITIES  LAWS  OF  THE 
STATES  OF  THE  UNITED  STATES  OR  OTHER  APPLICABLE  JURISDICTION.    ANY  TRANSFER  IN 


1  Applicable  to  the  Rule  144A  Global  Notes. 

2  Applicable  to  Regulation  S  Global  Notes  denominated  in  Dollars. 

3  Applicable  to  Regulation  S  Global  Notes  denominated  in  Approved  Currencies  other  than  Dollars,  as  applicable. 
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VIOLATION  OF  THE  FOREGOING  WILL  BE  OF  NO  FORCE  AND  EFFECT,  WILL  BE  VOID  AB  INITIO 
AND  WILL  NOT  OPERATE  TO  TRANSFER  ANY  RIGHTS  TO  THE  TRANSFEREE, 
NOTWITHSTANDING  ANY  INSTRUCTIONS  TO  THE  CONTRARY  TO  THE  ISSUER,  THE  ISSUING 
AND  PAYING  AGENT  OR  ANY  INTERMEDIARY.  EACH  TRANSFEROR  OF  THIS  NOTE  WILL 
PROVIDE  NOTICE  OF  THE  TRANSFER  RESTRICTIONS  SET  FORTH  HEREIN  AND  IN  THE  ISSUING 
AND  PAYING  AGENCY  AGREEMENT  TO  ITS  TRANSFEREE.  IN  ADDITION  TO  THE  FOREGOING, 
THE  ISSUER  MAINTAINS  THE  RIGHT  TO  RESELL  NOTES  PREVIOUSLY  TRANSFERRED  TO  NON- 
PERMITTED  HOLDERS  (AS  DEFINED  IN  THE  ISSUING  AND  PAYING  AGENCY  AGREEMENT)  IN 
ACCORDANCE  WITH  AND  SUBJECT  TO  THE  TERMS  OF  THE  ISSUING  AND  PAYING  AGENCY 
AGREEMENT. 

[ANY  TRANSFER,  PLEDGE  OR  OTHER  USE  OF  THIS  NOTE  FOR  VALUE  OR  OTHERWISE 
BY  OR  TO  ANY  PERSON  IS  WRONGFUL  SINCE  THE  REGISTERED  OWNER  HEREOF,  CEDE  &  CO., 
HAS  AN  INTEREST  HEREIN,  UNLESS  THIS  NOTE  IS  PRESENTED  BY  AN  AUTHORIZED 
REPRESENTATIVE  OF  THE  DEPOSITORY  TRUST  COMPANY  ("DTC"),  NEW  YORK,  NEW  YORK,  TO 
THE  ISSUER  OR  ITS  AGENT  FOR  REGISTRATION  OF  TRANSFER,  EXCHANGE  OR  PAYMENT  AND 
ANY  NOTE  ISSUED  IS  REGISTERED  IN  THE  NAME  OF  CEDE  &  CO.  OR  OF  SUCH  OTHER  ENTITY 
AS  IS  REQUESTED  BY  AN  AUTHORIZED  REPRESENTATIVE  OF  DTC  (AND  ANY  PAYMENT 
HEREON  IS  MADE  TO  CEDE  &  CO.). 

TRANSFERS  OF  THIS  NOTE  SHALL  BE  LIMITED  TO  TRANSFERS  IN  WHOLE,  BUT  NOT  IN 
PART,  TO  NOMINEES  OF  DTC  OR  TO  A  SUCCESSOR  THEREOF  OR  SUCH  SUCCESSOR'S 
NOMINEE,  AND  TRANSFERS  OF  PORTIONS  OF  THIS  NOTE  SHALL  BE  LIMITED  TO  TRANSFERS 
MADE  IN  ACCORDANCE  WITH  THE  RESTRICTIONS  SET  FORTH  IN  THE  ISSUING  AND  PAYING 
AGENCY  AGREEMENT  REFERRED  TO  HEREIN.]1 

[ANY  TRANSFER,  PLEDGE  OR  OTHER  USE  OF  THIS  NOTE  FOR  VALUE  OR  OTHERWISE 
BY  OR  TO  ANY  PERSON  IS  WRONGFUL  SINCE  THE  REGISTERED  OWNER  HEREOF,  ABN  AMRO 
GSTS  NOMINEES  LIMITED  AS  NOMINEE  FOR  ABN  AMRO  BANK  N.V.  (LONDON  BRANCH),  HAS  AN 
INTEREST  HEREIN,  UNLESS  THIS  NOTE  IS  PRESENTED  BY  AN  AUTHORIZED  REPRESENTATIVE 
OF  THE  EUROCLEAR  SYSTEM  ("EUROCLEAR"),  TO  THE  ISSUERS  OR  THEIR  AGENT  FOR 
REGISTRATION  OF  TRANSFER,  EXCHANGE  OR  PAYMENT  AND  ANY  NOTE  ISSUED  IS 
REGISTERED  IN  THE  NAME  OF  ABN  AMRO  GSTS  NOMINEES  LIMITED  AS  NOMINEE  FOR  ABN 
AMRO  BANK  N.V.  (LONDON  BRANCH)  OR  OF  SUCH  OTHER  ENTITY  AS  IS  REQUESTED  BY  AN 
AUTHORIZED  REPRESENTATIVE  OF  EUROCLEAR  (AND  ANY  PAYMENT  HEREON  IS  MADE  TO 
ABN  AMRO  BANK  N.V.  (LONDON  BRANCH)). 

TRANSFERS  OF  THIS  NOTE  SHALL  BE  LIMITED  TO  TRANSFERS  IN  WHOLE,  BUT  NOT  IN 
PART,  TO  NOMINEES  OF  EUROCLEAR  OR  TO  A  SUCCESSOR  THEREOF  OR  SUCH 
SUCCESSOR'S  NOMINEE,  AND  TRANSFERS  OF  PORTIONS  OF  THIS  NOTE  SHALL  BE  LIMITED  TO 
TRANSFERS  MADE  IN  ACCORDANCE  WITH  THE  RESTRICTIONS  SET  FORTH  IN  THE  ISSUING 
AND  PAYING  AGENCY  AGREEMENT  REFERRED  TO  HEREIN.]2 

PRINCIPAL  OF  THIS  NOTE  IS  PAYABLE  AS  SET  FORTH  HEREIN.  ACCORDINGLY,  THE 
OUTSTANDING  PRINCIPAL  OF  THIS  NOTE  AT  ANY  TIME  MAY  BE  LESS  THAN  THE  AMOUNT 
SHOWN  ON  THE  FACE  HEREOF.  ANY  PERSON  ACQUIRING  THIS  NOTE  MAY  ASCERTAIN  ITS 
CURRENT  PRINCIPAL  AMOUNT  BY  INQUIRY  OF  THE  ISSUING  AND  PAYING  AGENT. 

THE  FAILURE  TO  PROVIDE  THE  ISSUER,  THE  ISSUING  AND  PAYING  AGENT  AND  ANY 
PAYING    AGENT    WITH    THE    APPLICABLE    U.S.    FEDERAL    INCOME    TAX    CERTIFICATIONS 


1  Applicable  to  the  Dollar-denominated  Notes. 

2  Applicable  to  the  Notes  denominated  in  Approved  Currencies  other  than  Dollars. 
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(GENERALLY,  AN  INTERNAL  REVENUE  SERVICE  FORM  W-9  (OR  SUCCESSOR  APPLICABLE 
FORM)  IN  THE  CASE  OF  A  PERSON  THAT  IS  A  "UNITED  STATES  PERSON"  WITHIN  THE  MEANING 
OF  SECTION  7701(A)(30)  OF  THE  INTERNAL  REVENUE  CODE  OF  1986,  AS  AMENDED  (THE 
"CODE")  OR  AN  APPROPRIATE  INTERNAL  REVENUE  SERVICE  FORM  W-8  (OR  SUCCESSOR 
APPLICABLE  FORM)  IN  THE  CASE  OF  A  PERSON  THAT  IS  NOT  A  "UNITED  STATES  PERSON" 
WITHIN  THE  MEANING  OF  SECTION  7701(A)(30)  OF  THE  CODE)  MAY  RESULT  IN  U.S.  FEDERAL 
BACK-UP  WITHHOLDING  FROM  PAYMENTS  TO  THE  HOLDER  IN  RESPECT  OF  THIS  NOTE. 

BY  ITS  PURCHASE  OR  HOLDING  OF  AN  ISSUER  NOTE,  OR  ANY  INTEREST  THEREIN,  THE 
PURCHASER  AND/OR  HOLDER  THEREOF  AND  EACH  TRANSFEREE  WILL  BE  DEEMED  TO  HAVE 
REPRESENTED  AND  WARRANTED  THAT,  AT  THE  TIME  OF  ITS  ACQUISITION,  AND  THROUGHOUT 
THE  PERIOD  THAT  IT  HOLDS  SUCH  NOTE  OR  INTEREST  THEREIN,  THAT  (1)  IT  IS  NOT  (A)  AN 
EMPLOYEE  BENEFIT  PLAN  AS  DEFINED  IN  SECTION  3(3)  OF  THE  EMPLOYEE  RETIREMENT 
INCOME  SECURITY  ACT  OF  1974,  AS  AMENDED  ("ERISA")  THAT  IS  SUBJECT  TO  THE  FIDUCIARY 
RESPONSIBILITY  PROVISIONS  OF  ERISA,  (B)  A  PLAN  AS  DEFINED  IN  SECTION  4975(e)(1)  OF  THE 
CODE  THAT  IS  SUBJECT  TO  SECTION  4975  OF  THE  CODE,  (C)  ANY  ENTITY  WHOSE 
UNDERLYING  ASSETS  INCLUDE  "PLAN  ASSETS"  BY  REASON  OF  ANY  SUCH  EMPLOYEE  BENEFIT 
PLAN'S  OR  PLAN'S  INVESTMENT  IN  THE  ENTITY  OR  (D)  A  "BENEFIT  PLAN  INVESTOR"  AS  SUCH 
TERM  IS  OTHERWISE  DEFINED  IN  ANY  REGULATIONS  PROMULGATED  BY  THE  U.S. 
DEPARTMENT  OF  LABOR  UNDER  SECTION  3(42)  OF  ERISA  (AN  "ERISA  PLAN");  AND  IF  AFTER  ITS 
INITIAL  ACQUISITION  OF  AN  ISSUER  NOTE  OR  ANY  INTEREST  THEREIN,  THE  INVESTOR 
DETERMINES,  OR  IT  IS  DETERMINED  BY  ANOTHER  PARTY,  THAT  SUCH  INVESTOR  IS  AN  ERISA 
PLAN,  THE  INVESTOR  WILL  DISPOSE  OF  ALL  OF  ITS  ISSUER  NOTES  IN  A  MANNER  CONSISTENT 
WITH  THE  RESTRICTIONS  SET  FORTH  IN  THE  ISSUING  AND  PAYING  AGENCY  AGREEMENT,  AND 
(2)  IF  IT  IS  A  GOVERNMENTAL,  CHURCH,  NON-U.S.  OR  OTHER  PLAN  THAT  IS  SUBJECT  TO  ANY 
FEDERAL,  STATE,  LOCAL  OR  NON-U.S.  LAW  THAT  IS  SUBSTANTIALLY  SIMILAR  TO  THE 
PROVISIONS  OF  TITLE  I  OF  ERISA  OR  SECTION  4975  OF  THE  CODE,  ITS  PURCHASE,  HOLDING 
AND  DISPOSITION  OF  THE  ISSUER  NOTES  WILL  NOT  CAUSE  A  NON-EXEMPT  VIOLATION  OF  ANY 
U.S.  FEDERAL.  STATE  OR  LOCAL  LAW  OR  ANY  NON-U.S.  LAW  THAT  IS  SUBSTANTIALLY  SIMILAR' 
TO  TITLE  I  OF  ERISA  OR  SECTION  4975  OF  THE  CODE  AS  A  RESULT  OF  THE  TRANSAC I  iONb 
CONTEMPLATED  HEREIN  AND  (3)  IT  WILL  NOT  SELL  OR  OTHERWISE  TRANSFER  ANY  SUCH 
NOTE  OR  INTEREST  THEREIN  TO  ANY  PERSON  WHO  IS  UNABLE  TO  SATISFY  THE  SAME 
FOREGOING  REPRESENTATIONS  AND  WARRANTIES. 

(xii)  Each  purchaser  or  subsequent  transferee  of  Rule  144A  Issuer  Notes  that  (0  is  not  a 
"United  States  person"  (as  defined  in  Section  7701(a)(30)  of  the  Code)  and  (ii)  is  acquiring,  directly  or  in 
conjunction  with  affiliates,  more  than  33  1/3%  of  the  Aggregate  USD  Equivalent  Outstanding  Amount  of 
any  Class  of  Issuer  Notes,  as  applicable,  will  be  deemed  to  make  a  representation  to  the  effect  that  it  is 
not  an  Affected  Bank. 

Regulation  S  Global  Notes 

Each  purchaser  of  a  beneficial  interest  in  a  Regulation  S  Global  Note  will  be  deemed  to  have 
represented  and  agreed  with  the  Issuer: 

(i)  as  set  forth  in  paragraphs  (Hi),  (iv),  (v),  (vi),  (vii)  (in  the  case  of  the  Co-Issued  Notes),  (viii) 

(in  the  case  of  the  Issuer  Notes),  (ix),  (x)  (in  the  case  of  the  Co-Issued  Notes)  and  (xi)  (in  the  case  of  the 
Issuer  Notes)  under"— Rule  144A  Global  Notes"; 

(ii)  that  the  purchaser  is  a  non-U. S.  Person  acquiring  the  Notes  in  an  offshore  transaction 
meeting  the  requirements  of  Rule  903  or  Rule  904  of  Regulation  S  and  in  a  principal  amount  of  not  less 
than  the  applicable  minimum  denomination  requirement;  and 
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(iii)  each  purchaser  or  subsequent  transferee  of  Regulation  S  Global  Notes  that  (0  is  not  a 
"United  States  person"  (as  defined  in  Section  7701(a)(30)  of  the  Code)  and  (ii)  is  acquiring,  directly  or  in 
conjunction  with  affiliates,  more  than  33  1/3%  of  the  Aggregate  USD  Equivalent  Outstanding  Amount  of 
any  Class  of  Issuer  Notes  will  be  deemed  to  make  a  representation  to  the  effect  that  it  is  not  an  Affected 
Bank. 

UNDERWRITING 

Subject  to  the  terms  and  conditions  set  forth  in  the  Purchase  Agreement,  the  Issuers,  with 
respect  to  the  Co-Issued  Notes  issued  on  the  Closing  Date  and  the  Issuer,  with  respect  to  the  Issuer 
Notes  issued  on  the  Closing  Date  have  agreed  to  sell,  on  the  Closing  Date,  and  Goldman,  Sachs  &  Co. 
has  agreed  to  purchase  all  of  such  Notes. 

Under  the  terms  and  conditions  of  the  Purchase  Agreement,  the  Initial  Purchaser  is  committed  to 
take  and  pay  for  all  the  Notes  to  be  offered  to  the  Initial  Purchaser,  not  if  any  are  taken.  Under  the  terms 
and  conditions  of  the  Purchase  Agreement,  Goldman,  Sachs  &  Co.  wi!!  be  entitled  to  an  underwriting 
discount.  After  the  Notes  are  released  for  sale,  the  Initial  Purchaser  may  change  the  offering  price  and 
other  selling  terms. 

The  Notes  have  not  been  and  will  not  be  registered  under  the  Securities  Act  for  offer  or  sale  as 
part  of  their  distribution  and  may  not  be  offered  or  sold  within  the  United  States  or  to,  or  for  the  account  or 
benefit  of,  a  U.S.  Person  or  a  U.S.  resident  (as  determined  for  purposes  of  the  Investment  Company  Act, 
a  "U.S.  Resident")  except  in  certain  transactions  exempt  from,  or  not  subject  to,  the  registration 
requirements  of  the  Securities  Act. 

The  Issuers  have  been  advised  by  the  Initial  Purchaser  that  (a)  the  Initial  Purchaser  proposes  to 
resell  the  Notes  outside  the  United  States  through  its  agent,  Goldman  Sachs  International,  in  offshore 
transactions  in  reliance  on  Regulation  S  and  in  accordance  with  applicable  law,  and  (b)  the  Initial 
Purchaser  proposes  to  resell  the  Notes  in  the  United  States  in  reliance  on  Rule  144A  under  the  Securities 
Act  only  to  Qualified  Institutional  Buyers  purchasing  for  their  own  accounts  or  for  the  accounts  of  Qualified 
Institutional  Buyers  each  of  which  purchasers  or  accounts  is  a  Qualified  Purchaser.  The  offering  price  and 
the  Initial  Purchaser's  underwriting  discount  will  be  the  same  for  the  Regulation  S  Global  Notes  and  the 
Rule  144A  Global  Notes  within  each  Class  of  Notes.  Any  offer  or  sale  of  Rule  144A  Global  Notes  in 
reliance  on  Rule  144A  or  another  exemption  from  the  registration  requirements  of  the  Securities  Act  will 
be  made  by  broker-dealers  who  are  registered  as  such  under  the  Exchange  Act.  After  the  Notes  are 
released  for  sale,  the  offering  price  and  other  selling  terms  may  from  time  to  time  be  varied  by  the  Initial 
Purchaser. 

The  Initial  Purchaser  has  acknowledged  and  agreed  that  it  will  not  offer,  sell  or  deliver  any  Notes 
sold  pursuant  to  Regulation  S  to,  or  for  the  account  or  benefit  of,  any  U.S.  Person  or  U.S.  Resident  (as 
determined  for  purposes  of  the  Investment  Company  Act)  as  part  of  its  distribution  at  any  time  and  that  it 
will  send  to  each  distributor,  dealer  or  person  receiving  a  selling  concession,  fee  or  other  remuneration  to 
which  it  sells  Notes  pursuant  to  Regulation  S  a  confirmation  or  other  notice  setting  forth  the  prohibition  on 
offers  and  sales  of  Notes  sold  pursuant  to  Regulation  S  within  the  United  States  or  to,  or  for  the  account 
or  benefit  of,  any  U.S.  Person  or  U.S.  Resident. 

With  respect  to  the  Notes  initially  sold  pursuant  to  Regulation  S,  until  the  expiration  of  40  days 
after  the  commencement  of  the  distribution  of  the  offering  of  Notes  by  the  Initial  Purchaser,  an  offer  or 
sale  of  Notes  within  the  United  States  by  a  dealer  that  is  not  participating  in  the  offering  may  violate  the 
registration  requirements  of  the  Securities  Act  if  such  offer  or  sale  is  made  otherwise  than  in  accordance 
with  Rule  144A  or  pursuant  to  another  exemption  from  registration  under  the  Securities  Act. 

In  connection  with  the  offering,  the  Initial  Purchaser  may  purchase  and  sell  the  Notes  in  the  open 
market.    These  transactions  may  include  short  sales,  stabilizing  transactions  and  purchases  to  cover 
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positions  created  by  short  sales.  Short  sales  involve  the  sale  by  the  Initial  Purchaser  of  a  greater  amount 
of  Notes  than  they  are  required  to  purchase  in  the  offering.  Stabilizing  transactions  consist  of  certain  bids 
or  purchases  made  for  the  purpose  of  preventing  or  retarding  a  decline  in  the  market  price  of  the  Notes 
while  the  offering  is  in  progress. 

The  Initial  Purchaser  also  may  impose  a  penalty  bid.  This  occurs  when  the  Initial  Purchaser 
repays  a  portion  of  the  underwriting  discount  received  by  it  because  such  Initial  Purchaser  or  its  Affiliates 
have  repurchased  Notes  sold  by  or  for  the  account  of  such  Initial  Purchaser  in  stabilizing  or  short 
covering  transactions. 

These  activities  by  the  Initial  Purchaser  may  stabilize,  maintain  or  otherwise  affect  the  market 
price  of  the  Notes.  As  a  result,  the  price  of  the  Notes  may  be  higher  than  the  price  that  otherwise  might 
exist  in  the  open  market.  If  these  activities  are  commenced,  they  may  be  discontinued  by  the  Initial 
Purchaser  at  any  time.  These  transactions  may  be  effected  in  the  over-the-counter  market  or  otherwise. 

in  reiaiion  io  each  Member  State  of  the  European  Economic  Area  which  has  implemented  the 
Prospectus  Directive  (each,  a  "Relevant  Member  State"),  the  Initial  Purchaser  has  represented  and 
agreed  that  with  effect  from  and  including  the  date  on  which  the  Prospectus  Directive  is  implemented  in 
that  Relevant  Member  State  (the  "Relevant  Implementation  Date")  it  has  not  made  and  will  not  make  an 
offer  of  Notes  to  the  public  in  that  Relevant  Member  State  prior  to  the  publication  of  a  prospectus  in 
relation  to  the  Notes  which  has  been  approved  by  the  competent  authority  in  that  Relevant  Member  State 
or,  where  appropriate,  approved  in  another  Relevant  Member  State  and  notified  to  the  competent 
authority  in  that  Relevant  Member  State,  all  in  accordance  with  the  Prospectus  Directive,  except  that  it 
may,  with  effect  from  and  including  the  Relevant  Implementation  Date,  make  an  offer  of  Notes  to  the 
public  in  that  Relevant  Member  State  at  any  time: 

(i)         to  legal  entities  which  are  authorized  or  regulated  to  operate  in  the  financial  markets  or,  if 
'  not  so  authorized  or  regulated,  whose  corporate  purpose  is  solely  to  invest  in  securities; 

(ii)  to  any  legal  entity  which  has  two  or  more  of  (1)  an  average  of  at  ieast  250  employees 
during  the  last  financial  year;  (2)  a  total  balance  sheet  of  more  than  €43,000,000  and  (3) 
an  annual  net  turnover  of  more  than  €50,000,000,  as  shown  in  its  last  annual  or 
consolidated  accounts;  or 

(iii)  in  any  other  circumstances  which  do  not  require  the  publication  by  the  Issuer  of  a 
prospectus  pursuant  to  Article  3  of  the  Prospectus  Directive. 

For  the  purposes  of  this  provision,  the  expression  an  "offer  of  Notes  to  the  public"  in  relation  to 
any  Notes  in  any  Relevant  Member  State  means  the  communication  in  any  form  and  by  any  means  of 
sufficient  information  on  the  terms  of  the  offer  and  the  Notes  to  be  offered  so  as  to  enable  an  investor  to 
decide  to  purchase  or  subscribe  the  Notes,  as  the  same  may  be  varied  in  that  Relevant  Member  State  by 
any  measure  implementing  the  Prospectus  Directive  in  that  Relevant  Member  State  and  the  expression 
Prospectus  Directive  means  Directive  2003/71/EC  and  includes  any  relevant  implementing  measure  in 
each  Relevant  Member  State. 

The  Initial  Purchaser  has  represented  and  agreed  that: 

(i)  it  is  a  person  whose  ordinary  activities  involve  it  in  acquiring,  holding,  managing  or 
disposing  of  investments  (as  principal  or  agent)  for  the  purposes  of  its  business  and  (ii)  it 
has  riot  offered  or  sold  and  will  not  offer  or  sell  the  Notes  other  than  to  persons  whose 
ordinary  activities  involve  them  in  acquiring,  holding,  managing  or  disposing  of 
investments  (as  principal  or  as  agent)  for  the  purposes  of  their  businesses  or  who  it  is 
reasonable  to  expect  will  acquire,  hold,  manage  or  dispose  of  investments  (as  principal  or 
agent)  for  the  purposes  of  their  businesses  where  the  issue  of  the  Notes  would  otherwise 
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constitute  a  contravention  of  Section  19  of  the  Financial  Services  and  Markets  Act  2000 
("FSMA")  by  the  Issuer; 

(ii)  it  has  only  communicated  or  caused  to  be  communicated  and  will  only  communicate  or 
cause  to  be  communicated  an  invitation  or  inducement  to  engage  in  investment  activity 
(within  the  meaning  of  Section  21  of  the  FSMA)  received  by  it  in  connection  with  the  issue 
or  sale  of  the  Notes  in  circumstances  in  which  Section  21(1)  of  the  FSMA  does  not  apply 
to  the  Issuer;  and 

(iii)  it  has  complied  and  will  comply  with  all  applicable  provisions  of  the  FSMA  with  respect  to 
anything  done  by  it  in  relation  to  the  Notes  in,  from  or  otherwise  involving  the  United 
Kingdom. 

The  Notes  may  not  be  offered  or  sold  by  means  of  any  document  other  than  to  persons  whose 
ordinary  business  is  to  buy  or  sell  shares  or  debentures,  whether  as  principal  or  agent,  or  in 
circumstances  which  do  not  constitute  an  offer  to  the  public  within  the  meaning  of  the  Companies 
Ordinance  (Cap.  32)  of  Hong  Kong,  and  no  advertisement,  invitation  or  document  relating  to  the  Notes 
may  be  issued,  whether  in  Hong  Kong  or  elsewhere,  which  is  directed  at,  or  the  contents  of  which  are 
likely  to  be  accessed  or  read  by,  the  public  in  Hong  Kong  (except  if  permitted  to  do  so  under  the 
securities  laws  of  Hong  Kong)  other  than  with  respect  to  Notes  which  are  or  are  intended  to  be  disposed 
of  only  to  persons  outside  Hong  Kong  or  only  to  "professional  investors"  within  the  meaning  of  the 
Securities  and  Futures  Ordinance  (Cap.  571)  of  Hong  Kong  and  any  rules  made  thereunder. 

The  Notes  have  not  been  and  will  not  be  registered  under  the  Securities  and  Exchange  Law  of 
Japan  (the  Securities  and  Exchange  Law)  and  the  Initial  Purchaser  has  agreed  that  it  will  not  offer  or  sell 
any  Notes,  directly  or  indirectly,  in  Japan  or  to,  or  for  the  benefit  of,  any  resident  of  Japan  (which  term  as 
used  herein  means  any  person  resident  in  Japan,  including  any  corporation  or  other  entity  organized 
under  the  laws  of  Japan),  or  to  others  for  re-offering  or  resale,  directly  or  indirectly,  in  Japan  or  to  a 
resident  of  Japan,  except  pursuant  to  an  exemption  from  the  registration  requirements  of,  and  otherwise 
in  compliance  with,  the  Securities  and  Exchange  Law  and  any  other  applicable  laws,  regulations  and 
ministerial  guidelines  of  Japan. 

This  Offering  Circular  has  not  been  registered  as  a  prospectus  with  the  Monetary  Authority  of 
Singapore.  Accordingly,  this  Offering  Circular  and  any  other  document  or  material  in  connection  with  the 
offer  or  sale,  or  invitation  for  subscription  or  purchase,  of  the  Notes  may  not  be  circulated  or  distributed, 
nor  may  the  Notes  be  offered  or  sold,  or  be  made  the  subject  of  an  invitation  for  subscription  or  purchase, 
whether  directly  or  indirectly,  to  persons  in  Singapore  other  than  (i)  to  an  institutional  investor  under 
Section  274  of  the  Securities  and  Futures  Act,  Chapter  289  of  Singapore  (the  "SFA"),  (ii)  to  a  relevant 
person,  or  any  person  pursuant  to  Section  275(1A),  and  in  accordance  with  the  conditions,  specified  in 
Section  275  of  the  SFA  or  (iii)  otherwise  pursuant  to,  and  in  accordance  with  the  conditions  of,  any  other 
applicable  provision  of  the  SFA. 

Where  the  Notes  are  subscribed  or  purchased  under  Section  275  by  a  relevant  person  which  is: 
(a)  a  corporation  (which  is  not  an  accredited  investor)  the  sole  business  of  which  is  to  hold  investments 
and  the  entire  share  capital  of  which  is  owned  by  one  or  more  individuals,  each  of  whom  is  an  accredited 
investor;  or  (b)  a  trust  (where  the  trustee  is  not  an  accredited  investor)  whose  sole  purpose  is  to  hold 
investments  and  each  beneficiary  is  an  accredited  investor,  shares,  debentures  and  units  of  shares  and 
debentures  of  that  corporation  or  the  beneficiaries'  rights  and  interest  in  that  trust  shall  not  be  transferable 
for  six  months  after  that  corporation  or  that  trust  has  acquired  the  notes  under  Section  275  except:  (1)  to 
an  institutional  investor  under  Section  274  of  the  SFA  or  to  a  relevant  person,  or  any  person  pursuant  to 
Section  275(1  A),  and  in  accordance  with  the  conditions,  specified  in  Section  275  of  the  SFA;  (2)  where  no 
consideration  is  given  for  the  transfer;  or  (3)  by  operation  of  law. 
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The  Initial  Purchaser  has  agreed  that  it  has  not  made  and  will  not  make  any  invitation  to  the 
public  in  the  Cayman  Islands  to  purchase  any  of  the  Notes. 

Buyers  of  Notes  pursuant  to  Regulation  S  sold  by  Goldman  Sachs  International,  as  the  agent  of 
Goldman,  Sachs  &  Co.,  may  be  required  to  pay  stamp  taxes  and  other  charges  in  accordance  with  the 
laws  and  practice  of  the  country  of  purchase  in  addition  to  the  offering  price  set  forth  on  the  cover  page 
hereof. 

No  action  has  been  or  will  be  taken  in  any  jurisdiction  that  would  permit  a  public  offering  of  the 
Notes,  or  the  possession,  circulation  or  distribution  of  this  Offering  Circular  or  any  other  material  relating 
to  the  Issuers  or  the  Notes,  in  any  jurisdiction  where  action  for  such  purpose  is  required.  Accordingly,  the 
Notes  may  not  be  offered  or  sold,  directly  or  indirectly,  and  neither  this  Offering  Circular  nor  any  other 
offering  material  or  advertisements  in  connection  with  the  Notes  may  be  distributed  or  published,  in  or 
from  any  country  or  jurisdiction  except  under  circumstances  that  will  result  in  compliance  with  any 
applicable  rules  and  regulations  of  any  such  country  or  jurisdiction. 

The  Notes  are  a  new  issue  of  securities  with  no  established  trading  market.  The  Issuers  have 
been  advised  by  the  Initial  Purchaser  that  the  Initial  Purchaser  intends  to  make  a  market  in  the  Notes  but 
is  not  obligated  to  do  so  and  may  discontinue  market  making  at  any  time  without  notice.  No  assurance 
can  be  given  as  to  the  liquidity  of  the  trading  market  for  the  Notes.  See  "Risk  Factors— Certain  Conflicts 
of  Interest". 

Application  will  be  made  to  admit  the  Notes  on  a  stock  exchange  of  the  Issuer's  choice,  if 
practicable.  There  can  be  no  assurance  that  any  admission  will  be  sought,  granted  or  maintained. 

The  Issuers  have  agreed  to  indemnify  the  Initial  Purchaser,  the  Portfolio  Selection  Agent,  the 
Administrator,  the  Trustee  and  the  Issuing  and  Paying  Agent  against  certain  liabilities,  including,  but  not 
limited  to,  liabilities  under  the  Securities  Act,  or  to  contribute  to  payments  they  may  be  required  to  make  in 
respect  thereof.  In  addition,  the  Issuers  have  agreed  to  reimburse  the  Initial  Purchaser  for  certain  of  its 
expenses. 

LISTING  AND  GENERAL  INFORMATION 

1 .  Application  will  be  made  to  admit  the  Notes  on  a  stock  exchange  of  the  Issuer's  choice,  if 
practicable.  There  can  be  no  assurance  that  any  such  admission  will  be  sought,  granted  or  maintained. 

2.  For  fourteen  days  following  the  date  of  this  Offering  Circular,  copies  of  the  Memorandum 
and  Articles  of  Association  of  the  Issuer,  the  By-Laws  of  the  Co-Issuer,  the  Indenture,  the  Issuing  and 
Paying  Agency  Agreement,  each  Deed  of  Covenant,  the  Credit  Default  Swap,  the  Basis  Swap,  the 
Collateral  Put  Agreement,  the  Collateral  Administration  Agreement,  the  Portfolio  Selection  Agreement 
and  the  Administration  Agreement  (such  agreements  collectively,  the  "Material  Contracts")  will  be 
available  for  inspection  at  the  registered  office  of  the  Issuer  and  the  offices  of  any  Listing,  Paying  and 
Transfer  Agent,  and  copies  thereof  may  be  obtained  upon  request.  In  addition,  copies  of  any  reports 
(including,  without  limitation,  monthly  reports)  prepared  under  the  Indenture  may  be  obtained  upon 
request  from  any  Listing,  Paying  and  Transfer  Agent. 

3.  Copies  of  the  Certificate  of  Incorporation  and  Memorandum  and  Articles  of  Association  of 
the  Issuer,  the  Certificate  of  Incorporation  and  By-laws  of  the  Co-Issuer,  the  Administration  Agreement, 
the  resolutions  of  the  Board  of  Directors  of  the  Issuer  authorizing  the  issuance  of  the  Notes,  the 
resolutions  of  the  Board  of  Directors  of  the  Co-Issuer  authorizing  the  issuance  of  the  Notes,  will  be 
available  for  inspection  at  the  office  of  the  Trustee  and  the  Issuing  and  Paying  Agent,  as  applicable,  and 
at  the  office  of  any  Listing,  Paying  and  Transfer  Agent. 
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4.  Since  the  date  of  establishment,  there  has  been  no  significant  change  in  the  financial  or 
trading  position  of  the  Issuer  and  no  annual  report  or  accounts  have  been  prepared  as  of  the  date  hereof. 

5.  The  Issuers  are  not  involved  in  any  litigation  or  arbitration  proceedings  relating  to  claims 
on  amounts  which  are  material  in  the  context  of  the  issue  of  the  Notes,  nor,  so  far  as  each  of  the  Issuers 
is  aware,  is  any  such  litigation  or  arbitration  involving  it  pending  or  threatened. 

6.  The  issuance  of  the  Notes  is  expected  to  be  authorized  by  the  Board  of  Directors  of  the 
Issuer  by  resolution  passed  on  or  prior  to  the  Closing  Date.  The  issuance  of  the  Notes  is  expected  to  be 
authorized  by  the  sole  Director  of  the  Co-Issuer  by  resolution  on  or  about  April  25,  2007. 

7.  The  Notes  sold  in  offshore  transactions  in  reliance  on  Regulation  S  under  the  Securities 
Act  represented  by  Regulation  S  Global  Notes  have  been  accepted  for  clearance  through  Clearstream 
and  Euroclear.  The  Co-Issued  Notes  sold  to  U.S.  Persons  that  are  Qualified  Institutional  Buyers/Qualified 
Purchasers  under  the  Securities  Act  represented  by  Rule  144A  Global  Notes  have  been  accepted  for 
clearance  through  DTC.  The  CU3IP  Numbers,  Common  Codes  and  Internationa!  Securities  Identification 
Numbers  (ISIN)  for  the  Co-Issued  Notes  represented  by  Rule  144A  Global  Notes  and  Regulation  S 
Global  Notes  are  as  indicated  in  the  chart  "Summary — Notes",  as  applicable. 

8.  For  so  long  as  any  of  the  Notes  are  listed  on  any  stock  exchange  and  the  rules  of  such 
stock  exchange  shall  so  require,  the  Issuer  will  inform  such  stock  exchange  in  accordance  with  its 
procedures,  if  the  ratings  assigned  to  any  of  the  Notes  are  reduced  or  withdrawn. 

9.  The  Issuers  do  not  intend  to  publish  annual  reports  and  accounts.  The  Indenture, 
however,  requires  the  Issuers  to  provide  written  confirmation  to  the  Trustee  on  an  annual  basis  that  no 
Event  of  Default  or  other  matter  which  is  required  to  be  brought  to  the  Trustee's  attention  has  occurred. 

LEGAL  MATTERS 

Certain  legal  matters  will  be  passed  upon  for  the  Issuers  and  the  Initial  Purchaser  by  McKee 
Nelson  LLP,  New  York,  New  York.  Certain  matters  with  respect  to  Cayman  Islands  corporate  law  and  tax 
law  will  be  passed  upon  for  the  Issuer  by  Maples  and  Calder,  George  Town,  Grand  Cayman,  Cayman 
Islands.  Certain  legal  matters  will  be  passed  upon  for  the  Portfolio  Selection  Agent  by  Schulte  Roth  & 
Zabel  LLP,  New  York,  New  York. 
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GLOSSARY  OF  DEFINED  TERMS 

"ABS  Aircraft  Securities":  Securities  that  entitle  the  holders  thereof  to  receive  payments  that 
depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely  distribution  of 
proceeds  to  holders  of  such  securities)  on  the  cash  flow  from  leases  and  subleases  of  aircraft,  vessels 
and  telecommunications  equipment  to  businesses  for  use  in  the  provisions  of  goods  or  services  to 
consumers,  the  military  or  the  government,  generally  having  the  following  characteristics:  (1)  the  leases 
and  subleases  having  varying  contractual  maturities;  (2)  the  leases  or  subleases  are  obligations  of  a 
relatively  limited  number  of  obligors  and  accordingly  represent  an  undiversified  pool  of  obligor  credit  risk; 
(3)  the  repayment  stream  on  such  leases  and  subleases  is  primarily  determined  by  an  contractual 
payment  schedule,  with  early  termination  of  such  leases  and  subleases  predominantly  dependent  upon 
the  disposition  to  a  lessee,  sublessee  or  third  party  or  the  underlying  equipment;  (4)  such  leases  or 
subleases  typically  provide  for  the  right  of  the  lessee  or  sublessee  to  purchase  the  equipment  for  its 
stated  residual  value,  subject  to  payments  at  the  end  of  the  lease  term  for  excess  usage  or  wear  and  tear; 
and  (5)  the  obligations  of  the  lessors  or  sublessors  may  be  secured  not  only  by  the  leased  equipment  but 
aiso  by  other  assets  of  the  lessee,  sublessee  or  guarantees  granted  by  third  parties:  provided  that  any 
security  falling  within  this  definition  will  be  excluded  from  the  definition  of  "Structured  Product  Security" 
(unless  it  is  a  Wrapped  Security)  and  each  other  Excluded  Specified  Type. 

"ABS  Automobile  Securities":  Securities,  other  than  ABS  Subprime  Auto  Securities,  that  entitle 
the  holders  thereof  to  receive  payments  that  depend  (except  for  rights  or  other  assets  designed  to  assure 
the  servicing  or  timely  distribution  of  proceeds  to  holders  of  such  securities)  on: 

(1)  the  cash  flow  from  installment  sale  loans  made  to  finance  the  purchase  of,  or  from  leases 
of,  automobiles  or  light  duty  trucks  or  medium  duty  trucks,  generally  having  the  following 
characteristics: 

(i)  the  loans  or  leases  may  have  varying  contractual  maturities; 

(ii)  the  loans  or  leases  are  obligations  of  numerous  borrowers  or  iessors  and 
accordingly  represent  a  diversified  pool  of  obligor  credit  risk; 

(iii)  the  repayment  stream  on  such  loans  or  leases  is  primarily  determined  by  a 
contractual  payment  schedule,  with  early  repayment  on  such  loans  or  leases 
predominantly  dependent  upon  the  disposition  of  the  underlying  vehicle;  and 

(iv)  such  leases  typically  provide  for  the  right  of  the  lessee  to  purchase  the  vehicle  for 
its  stated  residual  value  and  are  subject  to  payments  at  the  end  of  lease  term  for 
excess  mileage  or  use  in  the  event  that  the  lessee  does  not  exercise  such 
purchase  option;  or 

(2)  the  cash  flow  from  loans  or  leases  made  to  finance  the  purchase  of  an  automobile 
dealer's  inventory,  generally  having  the  following  characteristics: 

(i)  the  loans  or  leases  may  have  varying  contractual  maturities; 

(ii)  the  repayment  stream  on  such  loans  or  leases  is  primarily  determined  by  a 

contractual  payment  schedule,  with  early  repayment  on  such  loans  or  leases 
predominantly  dependent  upon  the  disposition  of  the  underlying  vehicle;  and 

(iii)  such  leases  typically  provide  for  the  right  of  the  lessee  to  purchase  the  vehicle 
for  its  stated  residual  value  and  are  subject  to  payments  at  the  end  of  lease  term 
for  excess  mileage  or  use  in  the  event  that  the  lessee  does  not  exercise  such 
purchase  option. 
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"ABS  Car  Rental  Receivable  Securities":  Securities  that  entitle  the  holders  thereof  to  receive 
payments  that  depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely 
distribution  of  proceeds  to  holders  of  such  securities)  on  the  cash  flow  from  leases  and  subleases  of 
vehicles  to  car  rental  companies  and  their  franchisees,  generally  having  the  following  characteristics:  (1) 
the  leases  and  subleases  have  varying  contractual  maturities;  (2)  the  subleases  are  obligations  of 
numerous  franchisees  and  accordingly  represent  a  diversified  pool  of  obligor  credit  risk;  (3)  the 
repayment  stream  on  such  leases  and  subleases  is  primarily  determined  by  a  contractual  payment 
schedule,  with  early  termination  of  such  leases  and  subleases  predominantly  dependent  upon  the 
disposition  to  a  lessee  or  third  party  of  the  underlying  vehicle;  and  (4)  such  leases  or  subleases  typically 
provide  for  the  right  of  the  lessee  or  sublessee  to  purchase  the  vehicle  for  its  stated  residual  value  and 
are  subject  to  payments  at  the  end  of  lease  term  for  excess  mileage  or  use  in  the  event  that  the  lessee  or 
sublessee  does  not  exercise  such  purchase  option. 

"ABS  Credit  Card  Securities":  Securities  that  entitle  the  holders  thereof  to  receive  payments 
that  depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely  distribution  of 
proceeds  to  hbiders  of  such  securities)  on  the  cash  flow  from  balances  outstanding  under  revolving 
consumer  credit  card  accounts,  generally  having  the  following  characteristics: 

(i)  the  accounts  have  standardized  payment  terms  and  require  minimum  monthly  payments; 

(ii)  the  balances  are  obligations  of  numerous  borrowers  and  accordingly  represent  a 
diversified  pool  of  obligor  credit  risk;  and 

(iii)  the  repayment  stream  on  such  balances  does  not  depend  upon  a  contractual  payment 
schedule,  with  repayment  depending  primarily  on  interest  rates,  availability  of  credit 
against  a  maximum  credit  limit  and  general  economic  matters. 

"ABS  Future  Flow  Securities":  Securities  that  are  financings  by  companies  that  export  products 
and  involve  securitizations  of  offshore  U.S.  Dollar-denominated  receivables  under  contracts  with  foreign 
buyers  or  from  sale  through  an  established  market  pursuant  to  which  cash  generated  from  the  existing 
and  future  receivables  is  captured,  typically  paid  to  a  trust  or  collateral  account  in  the  United  States  and  is 
used  to  service  the  debt  evidenced  by  such  securities.  In  a  typical  existing  and  future  receivables 
transaction,  the  originator  of  the  receivables  establishes  a  limited  purpose  financing  vehicle  that  issues 
such  securities.  The  originator  receives  the  issuance  proceeds  and  may  use  these  funds  for  general 
corporate  purposes.  ABS  Future  Flow  Securities  are  generally  backed  by  one  or  more  contracts  requiring 
the  originator  to  generate  the  receivables  backing  the  securities.  In  such  a  situation,  if  the  receivables  are 
not  generated  or  if  insufficient  amounts  of  receivables  are  generated,  holders  of  such  securities  may  not 
receive  the  payments  they  are  owed.  Sellers  of  receivables  in  future  receivables  transactions  are 
frequently  in  countries  with  low  credit  ratings.  ABS  Future  Flow  Securities  may  achieve  a  rating  above 
the  foreign  currency  sovereign  rating  of  such  company's  country  of  domicile,  thereby  enabling  the 
originator  to  obtain  financing  at  a  relatively  lower  cost  than  traditional  loans  or  direct  issuance  of  bonds  by 
the  originator.  The  determination  of  whether  an  ABS  Future  Flow  Security  shall  be  classified  as  an 
Excluded  Specified  Type  shall  be  made  by  reference  to  the  types  of  receivables  expected  to  be 
generated.  Any  ABS  Future  Flow  Security  so  classified  as  an  Excluded  Specified  Type  will  be  excluded 
from  the  definition  of  "Structured  Product  Security"  (unless  it  is  a  Wrapped  Security)  and  each  other 
Excluded  Specified  Type. 

"ABS  Health  Care  Receivable  Securities":  Securities  (other  than  ABS  Small  Business  Loan 
Securities)  that  entitle  the  holders  thereof  to  receive  payments  that  depend  (except  for  rights  or  other 
assets  designed  to  assure  the  servicing  or  timely  distribution  of  proceeds  to  holders  of  such  securities)  on 
the  cash  flow  from  leases  and  subleases  of  equipment  to  hospitals,  non-hospital  medical  facilities, 
physicians  and  physician  groups  for  use  in  the  provision  of  healthcare  services,  generally  having  the 
following  characteristics:  (1)  the  leases  and  subleases  have  varying  contractual  maturities;  (2)  the  leases 
or  subleases  are  obligations  of  a  relatively  limited  number  of  obligors  and  accordingly  represent  an 
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undiversified  pool  of  obligor  credit  risk;  (3)  the  repayment  stream  on  such  leases  and  subleases  is 
primarily  determined  by  a  contractual  payment  schedule,  with  early  termination  of  such  leases  and 
subleases  predominantly  dependent  upon  the  disposition  to  a  lessee,  sublessee  or  third  party  of  the 
underlying  equipment;  and  (4)  such  leases  or  subleases  typically  provide  for  the  right  of  the  lessee  or 
sublessee  to  purchase  the  equipment  for  its  stated  residual  value;  provided  that  any  security  falling  within 
this  definition  will  be  excluded  from  the  definition  of  "Structured  Product  Security"  (unless  it  is  a  Wrapped 
Security)  and  each  other  Excluded  Specified  Type. 

"ABS  Mutual  Fund  Fee  Securities";  Securities  that  entitle  the  holders  thereof  to  receive 
payments  that  depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely 
distribution  of  proceeds  to  holders  of  such  securities)  on  the  cash  flow  from  a  pool  of  brokerage  fees  and 
costs  relating  to  various  mutual  funds,  generally  having  the  following  characteristics:  (1)  the  brokerage 
fees  and  costs  have  standardized  terms;  (2)  the  brokerage  fees  and  costs  arise  out  of  numerous  mutual 
funds  and  accordingly  represent  a  diversified  pool  of  credit  risk;  and  (3)  the  collection  of  brokerage  fees 
and  costs  can  vary  substantially  from  the  contractual  payment  schedule  (if  any),  with  the  collection 
depending  on  numerous  factors  specific  to  the  particular  mutual  funds  and  general  economic  matters; 
provided  that  any  security  falling  within  this  definition  will  be  excluded  from  the  definition  of  "Structured 
Product  Security"  (unless  it  is  a  Wrapped  Security)  and  each  other  Excluded  Specified  Type. 

"ABS  Other  Security":  A  Structured  Finance  Security  that  (i)  cannot  reasonably  be  classified  as 
a  Commercial  Mortgage-Backed  Security,  Residential  Mortgage-Backed  Security,  CDO  Cashflow 
Security,  Wrapped  Security,  ABS  Automobile  Security,  ABS  Car  Rental  Receivable  Security,  ABS  Credit 
Card  Security,  ABS  Small  Business  Loan  Security  or  ABS  Student  Loan  Security  and  00  is  not  an 
Excluded  Specified  Type. 

"ABS  Small  Business  Loan  Securities":  Securities  that  entitle  holders  thereof  to  receive 
payments  that  depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely 
distribution  of  proceeds  to  holders  of  such  securities)  on  the  cash  flow  from  general  purpose  loans  made 
to  "small  business  concerns"  (generally  within  the  meaning  given  to  such  term  by  regulations  of  the 
United  States  Small  Business  Administration),  including  but  not  limited  to  those  (a)  made  pursuant  to 
Section  7(a)  of  the  United  States  Small  Business  Act,  as  amended,  and  (b)  partially  guaranteed  by  the 
United  States  Small  Business  Administration,  generally  have  the  following  characteristics: 

(i)  the  loans  have  payment  terms  that  comply  with  any  applicable  requirements  of  the  United 
States  Small  Business  Act,  as  amended; 

(ii)  the  loans  are  obligations  of  a  relatively  limited  number  of  borrowers  and  accordingly 
represent  an  undiversified  pool  of  obligor  credit  risk;  and 

(iii)  repayment  thereof  can  vary  substantially  from  the  contractual  payment  schedule  (if  any), 
with  early  repayment  of  individual  loans  depending  on  numerous  factors  specific  to  the 
particular  obligors  and  upon  whether,  in  the  case  of  loans  bearing  interest  at  a  fixed  rate, 
such  loans  or  securities  include  an  effective  prepayment  premium. 

"ABS  Structured  Settlement  Securities":  Securities  that  entitle  the  holders  thereof  to  receive 
payments  that  depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely 
distribution  of  proceeds  to  holders  of  such  securities)  on  the  cash  flow  from  receivables  representing  the 
right  of  litigation  claimants  to  receive  future  settlement  payments  under  a  settlement  agreement  that  are 
funded  by  an  annuity  contract;  provided  that  any  security  falling  within  this  definition  will  be  excluded  from 
the  definition  of  "Structured  Product  Security"  (unless  it  is  a  Wrapped  Security)  and  each  other  Excluded 
Specified  Type. 

"ABS  Student  Loan  Securities":  Securities  that  entitle  the  holders  thereof  to  receive  payments 
that  depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely  distribution  of 
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proceeds  to  holders  of  such  securities)  on  the  cash  flow  from  loans  made  to  students  (or  their  parents)  to 
finance  educational  needs. 

"ABS  Subprime  Auto  Securities":  Securities  that  entitle  the  holders  thereof  to  receive 
payments  that  depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely 
distribution  of  proceeds  to  holders  of  such  securities)  on  the  cash  flow  from  subprime  installment  sale 
loans  made  to  finance  the  acquisition  of,  or  from  leases  of,  automobiles,  generally  having  the  following 
characteristics:  (1)  the  loans  or  leases  may  have  varying  contractual  maturities;  (2)  the  loans  or  leases 
are  obligations  of  numerous  borrowers  or  lessees  and  accordingly  represent  a  diversified  pool  of  obligor 
credit  risk;  (3)  the  borrowers  or  lessees  under  the  loans  or  leases  generally  have  a  poor  credit  rating;  (4) 
the  repayment  stream  on  such  loans  or  leases  is  primarily  determined  by  a  contractual  payment 
schedule,  with  early  repayment  on  such  loans  or  leases  predominantly  dependent  upon  the  disposition  of 
the  underlying  vehicle;  and  (5)  such  leases  typically  provide  for  the  right  of  the  lessee  to  purchase  the 
vehicle  for  its  stated  residual  value  and  are  subject  to  payments  at  the  end  of  the  lease  term  for  excess 
mileage  or  use  in  the  event  that  the  lessee  does  not  exercise  such  purchase  option;  provided  that  any 
security  falling  within  this  definition  will  be  excluded  from  the  definition  of  "Structured  Product  Security" 
(unless  it  is  a  Wrapped  Security)  and  each  other  Excluded  Specified  Type. 

"ABS  Tax  Lien  Securities":  Securities  that  entitle  the  holders  thereof  to  receive  payment  that 
depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely  distribution  or 
proceeds  to  holders  of  such  securities)  on  the  cash  flow  from  a  pool  of  tax  obligations  owed  by 
businesses  and  individuals  to  state  and  municipal  governmental  taxing  authorities,  generally  having  the 
following  characteristics:  (1)  the  tax  obligations  are  obligations  of  numerous  borrowers  and  accordingly 
represent  a  diversified  pool  of  obligor  credit  risk;  and  (2)  the  repayment  stream  on  the  obligation  is 
primarily  determined  by  a  payment  schedule  entered  into  between  the  relevant  tax  authority  and  obligor, 
with  early  repayment  on  such  obligation  predominantly  dependent  upon  interest  rates  and  the  income  of 
the  obligor  following  the  commencement  of  amortization;  provided  that  any  security  falling  within  this 
definition  will  be  excluded  from  the  definition  of  "Structured  Product  Security"  (unless  it  is  a  Wrapped 
Security)  and  each  other  Excluded  Specified  Type. 

"ABS  Timeshare  Securities":  Securities  that  entitle  the  holders  thereof  to  receive  payments  that 
depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely  distribution  of 
proceeds  to  holders  of  such  securities)  on  the  cash  flow  from  borrowers  under  timeshare  mortgage  loans. 
Timeshare  mortgage  loans  are  generally  fixed  rate,  fully  amortizing  loans  that  are  secured  by  first 
mortgage  liens  on  timeshare  estates.  A  timeshare  estate  consists  of  an  interval  (generally  measured  in 
weeks)  in  vacation  ownership  of  fully  furnished  vacation  units  or  apartments.  Usage  and  ownership  is 
generally  divided  into  52  one-week  intervals,  with  one  or  two  weeks  reserved  for  maintenance. 
Ownership  can  also  be  through  undivided  fee  simple  interests  ("UDIs")  in  a  group  of  units.  Owners 
become  tenants  in  common  with  other  owners  of  undivided  interests,  with  "use"  rights  which  allow  more 
flexibility  in  terms  of  length  and  timing  of  stay  than  fixed  week  intervals,  as  purchasers  are  not  restricted  to 
fixed  fee  usage.  Any  security  falling  within  this  definition  will  be  excluded  from  the  definition  of 
"Structured  Product  Security"  (unless  it  is  a  Wrapped  Security)  and  each  other  Excluded  Specified  Type. 

"Actual  Principal  Amount":  With  respect  to  any  Reference  Obligation  and  its  applicable  Final 
Amortization  Date  or  Legal  Final  Maturity  Date,  an  amount  paid  on  such  day  by  or  on  behalf  of  the  related 
Reference  Entity  in  respect  of  principal  (excluding  any  amounts  representing  capitalized  interest  that 
relates  to  the  term  of  the  Credit  Default  Swap)  to  the  holder(s)  of  such  Reference  Obligation  in  respect  of 
such  Reference  Obligation. 

"Actual  Rating":  With  respect  to  any  Obligation,  the  actual  expressly  monitored  outstanding 
rating  assigned  by  a  Rating  Agency,  without  reference  to  any  other  rating  by  another  Rating  Agency  and 
which  rating  by  its  terms  addresses  the  full  scope  of  the  payment  promise  of  the  obligor  on  such 
Obligation,  after  taking  into  account  any  applicable  guarantee  or  insurance  policy  or  if  no  such  rating  is 
available  from  a  Rating  Agency,  any  "credit  estimate"  or  "shadow  rating"  assigned  by  such  Rating 
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Agency,  as  applicable.  For  purposes  of  this  definition,  the  rating  of  a  RMBS  Agency  Security  shall  be  the 
rating  assigned  by  a  Rating  Agency  to  the  agency  that  guarantees  such  RMBS  Agency  Security. 

"Administrative  Expense  Cap":  On  any  Payment  Date,  $20,000. 

"Administrative  Expenses":  Amounts  due  or  accrued  with  respect  to  any  Payment  Date  (which 
shall  be  payable  in  the  following  order)  to: 

(i)  any  Person  not  listed  in  subclause  (ii)  through  (vi)  below  in  respect  of  any  governmental 

fee,  including  all  filing,  registration  and  annual  return  fees  payable  to  the  Cayman  Islands 
government  and  registered  office  fees,  charge  or  tax  (other  than  withholding  taxes); 

(ii)         the  Trustee,  its  fees  pursuant  to  the  Indenture; 

(iii)        to  the  Trustee,  its  expenses  pursuant  to  the  Indenture; 

(iv)        to  the  Issuing  and  Paying  Agent,  its  fees  pursuant  to  the  Issuing  and  Paying  Agency 
Agreement; 

(v)         to  the  Issuing  and  Paying  Agent,  its  expenses  pursuant  to  the  Issuing  and  Paying  Agency 
Agreement; 

(vi)        pro  rata  to: 

(a)  the  Collateral  Administrator  under  the  Collateral  Administration  Agreement; 

(b)  the  Independent  accountants,  agents  and  counsel  of  the  Issuer  for  fees, 
including  retainers,  and  expenses; 

(c)  the  Rating  Agencies  for  fees  and  expenses  in  connection  with  ratings  of  the 
Notes,  on-going  surveillance  of  such  ratings  and  the  provision  of  credit 
estimates;  and 

(d)  any  other  Person  in  respect  of  any  other  reasonable  fees,  costs,  indemnities  or 
expenses  of  the  Issuer  not  prohibited  under  the  Indenture  (including,  without 
limitation,  any  monies  owed  to  the  Portfolio  Selection  Agent  under  the  Portfolio 
Selection  Agreement  and  the  Administrator  under  the  Administration  Agreement 
and  registered  office  fees)  and  any  reports  and  documents  delivered  pursuant  to 
or  in  connection  with  the  Indenture  and  the  Notes. 

"Adverse  Tax  Event":  The  adoption  of,  or  a  change  in,  any  tax  statute  (including  the  Code), 
treaty,  regulation  (whether  proposed,  temporary  or  final),  rule,  ruling,  practice,  procedure  or  judicial 
decision  or  interpretation  which  results  or  will  result  in  (a)  reducing  monies  received  by  the  Issuer  from  the 
Issuer  Assets  or  (b)  the  payments  due  on  the  Notes  or  pursuant  to  the  Basis  Swap,  the  Collateral  Put 
Agreement  or  the  Credit  Default  Swap  becoming  properly  subject  to  the  imposition  of  U.S.  or  other 
withholding  tax. 

"Affiliate"  or  "Affiliated":  With  respect  to  a  Person,  (i)  any  other  Person  who,  directly  or 
indirectly,  is  in  control  of,  or  controlled  by,  or  is  under  common  control  with,  such  Person  or  (ii)  any  other 
Person  who  is  a  director,  officer  or  employee  (a)  of  such  Person,  (b)  of  any  subsidiary  or  parent  company 
of  such  Person  or  (c)  of  any  Person  described  in  subclause  (i)  above.  For  purposes  of  this  definition, 
control  of  a  Person  shall  mean  the  power,  direct  or  indirect,  (i)  to  vote  more  than  50%  of  the  securities 
having  ordinary  voting  power  for  the  election  of  directors  of  any  such  Person  or  (ii)  to  direct  or  cause  the 
direction  of  the  management  and  policies  of  such  Person  whether  by  contract  or  otherwise.  With  respect 
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to  the  Issuers,  this  definition  shall  exclude  the  Administrator  and  any  other  special  purpose  vehicle  to 
which  the  Administrator  is  or  will  be  providing  administrative  services  or  acting  as  share  trustee. 

"Agency":  The  Federal  National  Mortgage  Association,  Federal  Home  Loan  Mortgage 
Corporation  or  Government  National  Mortgage  Association. 

"Aggregate  Implied  Writedown  Amount":  With  respect  to  any  Reference  Obligation,  the 
greater  of  (i)  zero  and  (ii)  the  aggregate  of  all  Implied  Writedown  Amounts  with  respect  to  such  Reference 
Obligation  minus  the  aggregate  of  all  Implied  Writedown  Reimbursement  Amounts  with  respect  to  such 
Reference  Obligation. 

"Aggregate  USD  Equivalent  Outstanding  Amount":  When  used  with  respect  to  any  or  all  of 
the  Notes  the  aggregate  principal  amount  of  such  Notes  Outstanding  on  the  date  of  determination; 
provided  that,  with  respect  to  any  Notes  denominated  in  any  Approved  Currency  other  than  Dollars,  the 
Aggregate  USD  Equivalent  Outstanding  Amount  of  such  Notes  will  equal  the  USD  Equivalent  of  the 
Currency  Adjusted  Aggregate  Outstanding  Amount  of  such  Notes. 

"Alternative  Debt  Test":  A  test  that  is  satisfied  with  respect  to  a  Collateral  Security  if,  on  the 
date  such  Collateral  Security  is  included  in  the  Collateral,  each  of  the  following  is  satisfied:  (i)  such 
Collateral  Security  is  in  the  form  of  a  note  or  other  debt  instrument  and  is  treated  as  debt  for  corporate 
law  purposes  in  the  jurisdiction  of  the  issuer  of  such  Collateral  Security,  (ii)  the  documents  pursuant  to 
which  such  Collateral  Security  was  offered,  if  any,  do  not  require  that  any  holder  thereof  treat  such 
Collateral  Security  other  than  as  debt  for  tax  purposes,  (iii)  such  Collateral  Security  bears  interest  at  a 
fixed  rate  per  annum  or  at  a  rate  based  upon  a  customary  floating  rate  index  plus  or  minus  a  spread,  (iv) 
such  Collateral  Security  has  a  fixed  maturity  occurring  no  later  than  the  earliest  Stated  Maturity  of  any 
Series  of  Notes,  (v)  such  Collateral  Security  has  an  Actual  Rating  or  Implied  Rating  of  at  least  "Baa3"  by 
Moody's,  of  at  least  "BBB-"  by  S&P  or  at  least  "BBB-"  by  Fitch  as  to  ultimate  payment  of  principal  and 
interest  and  (vi)  the  issuer  of  such  Collateral  Security  is  treated  as  a  corporation  or  grantor  trust  for  U.S. 
federal  income  tax  purposes;  provided  that,  in  the  case  of  a  Collateral  Security,  in  the  form  of  a  beneficial 
interest  in  a  trust  that  is  treated  (as  evidenced  by  an  opinion  of  counsel  or  a  reference  to  an  opinion  of 
counsel  in  documents  pursuant  to  which  such  Collateral  Security  was  offered)  as  a  grantor  trust  for  U.S. 
federal  income  tax  purposes  (and  not  as  a  partnership  or  association  taxable  as  a  corporation),  any  of  the 
conditions  specified  in  clauses  (i),  (ii),  (iii)  and  (iv)  may  be  satisfied  by  reference  to  each  asset  held 
pursuant  to  such  grantor  trust  arrangement  rather  than  by  reference  to  such  beneficial  ownership 
interests. 

"Applicable  Class  Portfolio  Selection  Fee  Rate":  With  respect  to  0)  the  Class  A-1  Notes, 
0.25%;  (ii)  the  Class  A-2  Notes,  0.25%;  (iii)  the  Class  B  Notes,  0.50%;  (iv)  the  Class  C  Notes,  0.50%;  and 
(v)  the  Class  D  Notes,  1.00%. 

"Applicable  Collateral  Security  Foreign  Exchange  Rate":  With  respect  to  (i)  a  Collateral 
Security  acquired  with  the  proceeds  of  the  offering  of  the  Notes,  or  the  receipt  by  the  Issuer  of  an 
Additional  Issuance  Principal  Amount  or  Currency  Adjusted  Reinstatement  Adjustment  Amount,  the 
Applicable  Series  Foreign  Exchange  Rate  of  the  related  Notes  issued  or  reinstated,  as  applicable  and  (ii) 
a  Supplemental  Collateral  Security  acquired  with  any  Collateral  Security  Amortization  Amount,  Excess 
Principal  Amount  or  Excess  Disposition  Proceeds,  the  Applicable  Collateral  Security  Foreign  Exchange 
Rate  of  the  Collateral  Security  with  respect  to  which  such  Collateral  Security  Amortization  Amount, 
Excess  Principal  Amount  or  Excess  Disposition  Proceeds  was  received  by  the  Issuer. 

"Applicable  Index":  With  respect  to  the  Notes  denominated  in  0)  AUD,  AUD-LIBOR,  (ii)  CAD, 
CAD-LIBOR,  (iii)  Dollars,  LIBOR,  (iv)  Euro,  EURIBOR,  (v)  NZD,  NZD-BBR,  (vi),  Sterling,  GBP-LIBOR  and 
(vii)  Yen,  JPY-LIBOR. 
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"Applicable  Index  Determination  Date":  With  respect  to  the  determination  of  (0  LIBOR,  JPY- 
LIBOR  and  NZD-BBR,  the  second  Business  Day  prior  to  the  commencement  of  an  Interest  Accrual 
Period;  (ii)  GBP-LIBOR,  the  first  day  of  an  Interest  Accrual  Period;  (iii)  EURIBOR,  the  second  TARGET 
Settlement  Day  prior  to  the  commencement  of  an  Interest  Accrual  Period;  and  (iv)  CAD-LIBOR  and  AUD- 
LIBOR,  the  second  London  Banking  Day  prior  to  an  Interest  Accrual  Period. 

"Applicable  Percentage":  With  respect  to  any  Reference  Obligation  on  any  date,  the  ratio  of  (A) 
the  product  of  (x)  the  Initial  Face  Amount  related  to  such  Reference  Obligation  and  (y)  the  Initial  Factor 
related  to  such  Reference  Obligation  and  (B)  the  product  of  (x)  the  Original  Principal  Amount  related  to 
such  Reference  Obligation  and  (y)  the  Initial  Factor  related  to  such  Reference  Obligation  (a)  as  increased 
by  the  outstanding  principal  balance  of  any  further  issues  by  the  related  Reference  Entity  that  are  fungible 
with  and  form  part  of  the  same  legal  series  as  such  Reference  Obligation;  and  (b)  as  decreased  by  any 
cancellations  of  some  or  all  of  the  Reference  Obligation  Outstanding  Principal  Amount  resulting  from 
purchases  of  such  Reference  Obligation  by  or  on  behalf  of  the  related  Reference  Entity. 

"Applicable  Period":  With  respect  to  (0  the  first  Interest  Accrual  Period,  the  period  from  and 
including  the  Closing  Date  to  but  excluding  the  first  Payment  Date  and  (ii)  each  Interest  Accrual  Period 
thereafter,  one  month  (except  with  respect  to  the  last  Applicable  Period,  to  but  excluding  the  Stated 
Maturity). 

"Applicable  Series  Foreign  Exchange  Rate":  With  respect  to  any  Series  of  Notes  denominated 
in  (i)  an  Approved  Currency  other  than  Dollars,  the  Spot  FX  Rate  at  the  time  of  issuance  of  such  Series  of 
Notes,  as  determined  by  the  Credit  Default  Swap  Calculation  Agent  and  confirmed  by  the  Collateral 
Administrator  and  (ii)  Dollars,  100%. 

"Applicable  Spread":  With  respect  to  any  Series  of  Notes  issued  on  the  Closing  Date,  the  stated 
spread  above  or  below  the  related  Applicable  Index  as  set  forth  in  the  Indenture  or  the  Issuing  and  Paying 
Agency  Agreement,  as  applicable,  and  on  the  related  Notes,  and  with  respect  to  any  Series  of  Notes 
issued  after  the  Closing  Date,  as  set  forth  in  the  related  offering  circular  supplement  and  on  the  related 
Notes. 

"Approved  Currency":  Any  of  Australian  Dollar,  Canadian  Dollar,  Dollar,  Euro,  New  Zealand 
Dollar,  Sterling  or  Yen. 

"Approved  Dealer":  Any  of  the  Persons  set  forth  below  or  their  affiliates  (including  the  successor 
to  any  such  Person): 

ABN  AMRO  Bank  N.V.; 

Banc  of  America  Securities  LLC; 

Barclays  Bank  PLC; 

Bear,  Stearns  &  Co.  Inc.; 

BNP  Paribas; 

Canadian  Imperial  Bank  of  Commerce; 

Citigroup,  Inc.; 

Commerzbank  AG; 

Countrywide  Securities  Corporation; 

Credit  Suisse  Group; 

Deutsche  Bank  AG; 

Dresdner  Bank  AG; 
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First  Tennessee  Bank  National  Association; 

Goldman,  Sachs  &  Co.; 

Greenwich  Capital  Markets,  Inc.; 

HSBC  Bank  pic; 

JP  Morgan  Chase  &  Co.; 

Legg  Mason,  Inc.; 

Lehman  Brothers,  Inc.; 

Merrill  Lynch  &  Co.,  Inc.; 

Morgan  Stanley  &  Co.,  Inc.; 

Nomura  Securities  Co.,  Ltd.; 

Raymond  James  Financial,  Inc.; 

Societe  Generale  Group; 

TD  Bank  Financial  Group; 

UBS  AG; 

United  Capital  Markets  Inc.; 

Wachovia  Securities,  LLC; 

Washington  Mutual,  Inc;  or 

WestLB  AG. 

The  list  of  Approved  Dealers  may  be  modified  at  any  time  by  the  Protection  Buyer  and  the  Portfolio 
Selection  Agent  upon  mutual  consent  to  such  modification. 

"Asset-Backed  Securities"  or  "ABS":  ABS  Credit  Card  Securities,  ABS  Automobile  Securities, 
ABS  Car  Rental  Receivable  Securities,  ABS  Small  Business  Loan  Securities,  ABS  Student  Loan 
Securities  or  ABS  Other  Securities,  excluding,  in  each  case,  any  securities  that  belong  to  an  Excluded 
Specified  Type. 

"AUD-LIBOR":  An  amount  determined  only  with  respect  to  any  Applicable  Period  for  which  Notes 
denominated  in  Australian  Dollars  are  Outstanding.  For  purposes  of  calculating  the  Series  Interest  Rates 
for  each  Applicable  Period,  AUD-LIBOR  shall  equal  AUD-LIBOR  as  used  in  the  calculation  of  the  Monthly 
Basis  Swap  Payment  for  such  Applicable  Period.  For  purposes  of  calculating  the  Monthly  Basis  Swap 
Payment  for  each  Applicable  Period,  AUD-LIBOR  shall  be  calculated  by  the  Basis  Swap  Calculation 
Agent  as  follows: 

(a)  On  each  Applicable  Index  Determination  Date,  AUD-LIBOR  shall  equal  the  rate,  as 
obtained  by  the  Basis  Swap  Calculation  Agent,  for  deposits  in  Australian  Dollars  for  the 
Applicable  Period  which  appears  on  the  Telerate  Page  3740  (as  defined  in  the 
International  Swaps  and  Derivatives  Association,  Inc.  2000  Interest  Rate  and  Currency 
Exchange  Definitions),  or  such  page  as  may  replace  Telerate  Page  3740,  as  of  11:00 
a.m.  (London  time)  on  such  Applicable  Index  Determination  Date. 

(b)  If,  on  any  Applicable  Index  Determination  Date,  such  rate  does  not  appear  on  Telerate 
Page  3740,  or  such  page  as  may  replace  Telerate  Page  3740,  the  Basis  Swap 
Calculation  Agent  shall  determine  the  arithmetic  mean  of  the  offered  quotations  of  the 
Reference  Banks  to  prime  banks  in  the  London  interbank  market  for  deposits  in  Australian 
Dollars  for  the  Applicable  Period  in  an  amount  determined  by  the  Basis  Swap  Calculation 
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Agent  by  reference  to  requests  for  quotations  as  of  approximately  11:00  a.m.  (London 
time)  on  the  Applicable  Index  Determination  Date  made  by  the  Basis  Swap  Calculation 
Agent  to  the  Reference  Banks.  If,  on  any  Applicable  Index  Determination  Date,  at  least 
two  of  the  Reference  Banks  provide  such  quotations,  AUD-LIBOR  shall  equal  the 
arithmetic  mean  of  such  quotations.  If,  on  any  Applicable  Index  Determination  Date,  only 
one  or  none  of  the  Reference  Banks  provides  such  quotations,  AUD-LIBOR  shall  be 
deemed  to  be  the  arithmetic  mean  of  the  rates  quoted  by  major  banks  in  Sydney  selected 
by  the  Basis  Swap  Calculation  Agent,  at  approximately  11:00  a.m.  (Sydney  time)  are 
quoting  on  the  relevant  Applicable  Index  Determination  Date  for  loans  in  Australian 
Dollars  for  the  Applicable  Period  in  an  amount  determined  by  the  Basis  Swap  Calculation 
Agent  equal  to  an  amount  that  is  representative  for  a  single  transaction  in  such  market  at 
such  time  to  leading  European  banks;  provided,  however,  that  if  the  Basis  Swap 
Calculation  Agent  is  required  but  is  unable  to  determine  a  rate  in  accordance  with  at  least 
one  of  the  procedures  provided  above,  AUD-LIBOR  shall  be  AUD-LIBOR  as  determined 
on  the  most  recent  date  AUD-LIBOR  was  available.  As  used  herein,  "Reference  Banks" 
means  four  major  banks  in  the  London  interbank  market  selected  by  the  Basis  Swap 
Calculation  Agent. 

(c)  The  Basis  Swap  Calculation  Agent  shall  provide  AUD-LIBOR  to  the  Note  Calculation 
Agent  as  promptly  as  practicable  following  the  determination  thereof.  As  soon  as  possible 
after  11:00  a.m.  (New  York  time)  on  each  Applicable  Index  Determination  Date,  but  in  no 
event  later  than  11:00  a.m.  (New  York  time)  on  the  Business  Day  immediately  following 
each  Applicable  Index  Determination  Date,  the  Note  Calculation  Agent  will  cause  notice 
of  the  Series  Interest  Rates  for  the  next  Interest  Accrual  Period  and  the  Series  Interest 
Amounts  (rounded  to  the  nearest  cent,  with  half  a  cent  being  rounded  upward)  on  the 
related  Payment  Date  to  be  communicated  to  the  Issuers,  the  Trustee,  the  Issuing  and 
Paying  Agent,  Euroclear,  Clearstream  and  the  paying  agents.  The  Note  Calculation 
Agent  will  also  specify  to  the  Issuers  the  quotations  upon  which  the  Series  Interest  Rates 
are  based,  and  in  any  event  the  Note  Calculation  Agent  shall  notify  the  Issuers  before 
5:00  p.m.  (New  York  time)  on  each  Applicable  index  Determination  Date  if  it  has  not 
determined  and  is  not  in  the  process  of  determining  the  Series  Interest  Rates  and  the 
Series  Interest  Amounts,  together  with  its  reasons  therefor. 

"Australian  Dollar",  "A$"  and  "AUD":  The  lawful  currency  of  Australia. 

"Bank":  LaSalle  Bank  National  Association,  a  national  banking  association  organized  and 
existing  under  the  laws  of  the  United  States  of  America,  but  in  its  individual  capacity  and  not  as  Trustee  or 
Issuing  and  Paying  Agent,  and  any  successor  thereto. 

"Bankruptcy  Code":  The  United  States  Bankruptcy  Code,  Title  11  of  the  United  States  Code,  as 
amended. 

"Basis  Swap  Calculation  Period":  An  Interest  Accrual  Period. 

"Basis  Swap  Counterparty  Credit  Support  Document":  The  meaning  assigned  to  the  term 
"Credit  Support  Document"  in  the  Basis  Swap  and  initially,  the  Guaranty  dated  as  of  the  Closing  Date  by 
GS  Group  in  favor  of  the  Issuer  as  beneficiary  thereof  with  respect  to  the  obligations  of  the  Basis  Swap 
Counterparty  under  the  Basis  Swap. 

"Basis  Swap  Counterparty  Credit  Support  Provider":  The  meaning  assigned  to  the  term 
"Credit  Support  Provider"  in  the  Basis  Swap  and  initially,  GS  Group. 

"Basis  Swap  Counterparty  Default  Termination  Payment":  Any  Basis  Swap  Termination 
Payment  required  to  be  made  by  the  Issuer  to  the  Basis  Swap  Counterparty  pursuant  to  the  Basis  Swap 
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in  the  event  of  a  termination  of  the  Basis  Swap  (0  in  respect  of  which  the  Basis  Swap  Counterparty  is  the 
defaulting  party,  (ii)  resulting  from  a  downgrade  of  such  Basis  Swap  Counterparty's  credit  rating  or  (Hi)  in 
which  the  Basis  Swap  Counterparty  was  the  sole  "Affected  Party"  (as  such  term  is  defined  in  the  Basis 
Swap)  (other  than  in  connection  with  a  'Tax  Event"  or  "Illegality",  in  each  case  as  defined  in  the  Basis 
Swap). 

"Basis  Swap  Early  Termination":  The  occurrence  of  either  a  Basis  Swap  Event  of  Default  or  a 
Basis  Swap  Termination  Event. 

"Basis  Swap  Early  Termination  Date":  An  early  termination  date  under  the  Basis  Swap  (other 
than  as  triggered  by  the  Credit  Default  Swap  or  the  Collateral  Put  Agreement). 

"BIE  Acceptance  Notice":  A  notice  from  the  Trustee  or  the  Issuing  and  Paying  Agent,  as 
applicable,  to  an  Originating  Noteholder  specifying  (i)  the  BIE  Collateral  Security  that  will  be  substituted 
for  an  existing  Collateral  Security,  (ii)  each  such  Collateral  Security  to  be  substituted,  (Hi)  the  BIE  Exercise 
Period,  (iv)  the  BIE  Transaction  Cost,  (v)  the  BIE  Basis  Swap  Payment,  (vi)  account  information  of  the 
Issuer  for  such  Originating  Noteholder  to  deliver  such  BIE  Collateral  Security  to  the  Issuer  and  to  present 
payment  of  the  BIE  Transaction  Cost  to  the  Issuer  and  (vii)  account  information  for  such  Originating 
Noteholder  to  present  payment  of  the  BIE  Basis  Swap  Payment  to  the  Basis  Swap  Counterparty. 

"BIE  Basis  Swap  Payment":  An  amount  equal  to  the  greater  of  (i)  the  present  value  of  (1)  the 
Basis  Swap  Payments  that  the  Basis  Swap  Counterparty  would  receive  (assuming  no  such  substitution(s) 
described  in  subclause  (2)  below  occurred)  jess  (2)  the  Basis  Swap  Payments  that  the  Basis  Swap 
Counterparty  would  receive  (assuming  that  BIE  Collateral  Securities  identified  in  any  related  Collateral 
Security  Substitution  Request  Notice  have  been  substituted  for  the  existing  Collateral  Securities  identified 
therein)  and  (ii)  zero. 

"BIE  Collateral  Security":  A  Collateral  Security  that  a  Noteholder  proposes  to  substitute  for  part 
or  all  of  an  existing  Collateral  Security  pursuant  to  the  Indenture. 

"BIE  Collateral  Security  Eligibility  Criteria":  (i)  The  Collateral  Security  Eligibility  Criteria,  (ii)  the 
consent  of  each  of  the  Basis  Swap  Counterparty,  the  Collateral  Put  Provider  and  the  Protection  Buyer 
(which  consent  not  to  be  unreasonably  withheld  in  each  case),  (iii)  the  Collateral  Weighted  Average  Life 
Test,  (iv)  the  par  amount  of  all  BIE  Collateral  Securities  described  in  the  related  Collateral  Security 
Substitution  Request  Notice  must  equal  or  exceed  the  par  amount  of  all  existing  Collateral  Securities 
proposed  to  be  substituted,  (v)  the  Collateral  Security  Quantity  Constraint  and  (vi)  the  Approved  Currency 
in  which  such  BIE  Collateral  Security  is  denominated  must  be  the  same  as  the  Approved  Currency  in 
which  the  existing  Collateral  Securities  proposed  to  be  substituted  are  denominated. 

"BIE  Consent  Solicitation":  A  notice  from  the  Trustee  or  the  Issuing  and  Paying  Agent,  as 
applicable,  to  each  Noteholder,  including  the  originating  Noteholder,  specifying  (i)  each  Proposed  New 
BIE  Collateral  Security  and  its  par  amount,  (ii)  each  Collateral  Security  to  be  substituted  and  its  par 
amount,  and  (iii)  the  BIE  Notification  Date. 

"BIE  Exercise  Period":  The  period  from  and  including  the  delivery  of  a  BIE  Acceptance  Notice  to 
but  excluding  the  day  that  is  three  Business  Days  thereafter. 

"BIE  Notification  Date":  The  Business  Day  by  which  a  Noteholder  must  respond  to  a  BIE 
Consent  Solicitation,  which  date  shall  be  20  Business  Days  from  the  date  of  such  BIE  Consent 
Solicitation. 

"BIE  Transaction  Cost":  An  amount,  as  determined  by  the  Trustee  equal  to  the  aggregate 
amount  of  the  expenses  of  the  Issuer  and  the  Trustee  that  would  be  incurred  as  a  result  of  the  proposed 
substitution  of  each  BIE  Collateral  Security  for  part  or  all  of  an  existing  BIE  Collateral  Security. 
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"Business  Day":  Any  day  other  than  (i)  Saturday  or  Sunday  or  00  a  day  on  which  commercial 
banking  institutions  are  authorized  by  law,  regulation  or  executive  order  to  close  in  New  York,  New  York, 
in  Chicago,  Illinois  or  if  a  Listing,  Paying  and  Transfer  Agent  has  been  appointed  and  action  is  required  of 
the  Listing,  Paying  and  Transfer  Agent,  the  location  of  the  Listing,  Paying  and  Transfer  Agent  (with 
respect  to  the  obligations  of  such  Listing,  Paying  and  Transfer  Agent  only);  provided,  however,  that  for  the 
sole  purpose  of  calculating  the  Series  Interest  Rates  for  the  relevant  place  of  presentation,  "Business 
Day"  shall  be  defined  as  (i)  with  respect  to  the  determination  of  LIBOR,  any  day  on  which  dealings  in 
deposits  in  Dollars  are  transacted  in  the  London  interbank  market,  (ii)  with  respect  to  the  determination  of 
EURIBOR,  a  day  on  which  the  TARGET  System  is  available  for  settlement  of  Euro  payments,  (iii)  with 
respect  to  the  determination  of  GBP-LIBOR,  any  day  on  which  dealings  in  deposits  in  Sterling  are 
transacted  in  the  London  interbank  market,  (iv)  with  respect  to  the  determination  of  JPY-LIBOR,  any  day 
on  which  dealings  in  deposits  in  Yen  are  transacted  in  the  London  interbank  market,  (v)  with  respect  to 
the  determination  of  AUD-LIBOR,  any  day  on  which  dealings  in  deposits  in  AUD  are  transacted  in  the 
London  interbank  market,  (vi)  with  respect  to  the  determination  of  CAD-LIBOR,  any  day  on  which 
dealings  in  CAD  are  transacted  in  the  London  interbank  market  and  (vii)  with  respect  to  the  determination 
of  NZD-BBR,  any  day  on  which  dealings  in  deposits  of  NZ$  are  transacted  in  the  London  interbank 
market. 

"CAD-LIBOR":  An  amount  determined  only  with  respect  to  any  Applicable  Period  for  which  Notes 
denominated  in  Canadian  Dollars  are  Outstanding.  For  purposes  of  calculating  the  Series  Interest  Rates 
for  each  Applicable  Period,  CAD-LIBOR  shall  equal  CAD-LIBOR  as  used  in  the  calculation  of  the  Monthly 
Basis  Swap  Payment  for  such  Applicable  Period.  For  purposes  of  calculating  the  Monthly  Basis  Swap 
Payment  for  each  Applicable  Period,  CAD-LIBOR  shall  be  calculated  by  the  Basis  Swap  Calculation 
Agent  as  follows: 

(a)  On  each  Applicable  Index  Determination  Date,  CAD-LIBOR  shall  equal  the  rate,  as 
obtained  by  the  Basis  Swap  Calculation  Agent,  for  deposits  in  Canadian  Dollars  for  the 
Applicable  Period  which  appears  on  the  Telerate  Page  3740  (as  defined  in  the 
International  Swaps  and  Derivatives  Association,  Inc.  2000  Interest  Rate  and  Currency 
Exchange  Definitions),  or  such  page  as  may  replace  Telerate  Page  3740,  as  of  ii:00 
a.m.  (London  time)  on  such  Applicable  Index  Determination  Date. 

(b)  If,  on  any  Applicable  Index  Determination  Date,  such  rate  does  not  appear  on  Telerate 
Page  3740,  or  such  page  as  may  replace  Telerate  Page  3740,  the  Basis  Swap 
Calculation  Agent  shall  determine  the  arithmetic  mean  of  the  offered  quotations  of  the 
Reference  Banks  to  prime  banks  in  the  London  interbank  market  for  deposits  in  Canadian 
Dollars  for  the  Applicable  Period  in  an  amount  determined  by  the  Basis  Swap  Calculation 
Agent  by  reference  to  requests  for  quotations  as  of  approximately  1 1 :00  a.m.  (London 
time)  on  the  Applicable  Index  Determination  Date  made  by  the  Basis  Swap  Calculation 
Agent  to  the  Reference  Banks.  If,  on  any  Applicable  Index  Determination  Date,  at  least 
two  of  the  Reference  Banks  provide  such  quotations,  CAD-LIBOR  shall  equal  the 
arithmetic  mean  of  such  quotations.  If,  on  any  Applicable  Index  Determination  Date,  only 
one  or  none  of  the  Reference  Banks  provides  such  quotations,  CAD-LIBOR  shall  be  the 
arithmetic  mean  of  the  rates  quoted  by  major  banks  in  Toronto  selected  by  the  Basis 
Swap  Calculation  Agent,  at  approximately  11:00  a.m.  (Toronto  time)  are  quoting  on  the 
relevant  Applicable  Index  Determination  Date  for  loans  in  Canadian  Dollars  for  the 
Applicable  Period  in  an  amount  determined  by  the  Basis  Swap  Calculation  Agent  equal  to 
an  amount  that  is  representative  for  a  single  transaction  in  such  market  at  such  time  to 
leading  European  banks;  provided,  however,  that  if  the  Basis  Swap  Calculation  Agent  is. 
required  but  is  unable  to  determine  a  rate  in  accordance  with  at  least  one  of  the 
procedures  provided  above,  CAD-LIBOR  shall  be  CAD-LIBOR  as  determined  on  the  most 
recent  date  CAD-LIBOR  was  available.  As  used  herein,  "Reference  Banks"  means  four 
major  banks  in  the  London  interbank  market  selected  by  the  Basis  Swap  Calculation 
Agent. 
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(c)  The  Basis  Swap  Calculation  Agent  shall  provide  CAD-LIBOR  to  the  Note  Calculation 
Agent  as  promptly  as  practicable  following  the  determination  thereof.  As  soon  as  possible 
after  11:00  a.m.  (New  York  time)  on  each  Applicable  Index  Determination  Date,  but  in  no 
event  later  than  1 1 :00  a.m.  (New  York  time)  on  the  Business  Day  immediately  following 
each  Applicable  Index  Determination  Date,  the  Note  Calculation  Agent  will  cause  notice 
of  the  Series  Interest  Rates  for  the  next  Interest  Accrual  Period  and  the  Series  Interest 
Amounts  (rounded  to  the  nearest  cent,  with  half  a  cent  being  rounded  upward)  on  the 
related  Payment  Date  to  be  communicated  to  the  Issuers,  the  Trustee,  the  Issuing  and 
Paying  Agent,  Euroclear,  Clearstream  and  the  paying  agents.  The  Note  Calculation 
Agent  will  also  specify  to  the  Issuers  the  quotations  upon  which  the  Series  Interest  Rates 
are  based,  and  in  any  event  the  Note  Calculation  Agent  shall  notify  the  Issuers  before 
5:00  p.m.  (New  York  time)  on  each  Applicable  Index  Determination  Date  if  it  has  not 
determined  and  is  not  in  the  process  of  determining  the  Series  Interest  Rates  and  the 
Series  Interest  Amounts,  together  with  its  reasons  therefor. 

"Canadian  Dollar",  "C$"  or  "CAD":  The  legal  currency  of  Canada. 

"Cash":  Such  coin  or  currency  of  the  United  States  of  America,  countries  of  the  European 
Economic  and  Monetary  Union  who  have  adopted  the  Euro  currency,  Great  Britain,  Japan,  Australia,  New 
Zealand  or  Canada,  as  the  case  may  be,  as  at  the  time  shall  be  legal  tender  for  payment  of  all  public  and 
private  debts. 

"CDO  Cashflow  Securities":  Collateralized  debt  obligations,  collateralized  bond  obligations  or 
CLO  Securities,  including  CDO  Structured  Product  Securities,  CDO  Mortgage-Backed  Securities  and 
CDO  Commercial  Real  Estate  Securities,  but,  in  each  case,  excluding  any  securities  that  belong  to  an 
Excluded  Specified  Type. 

"CDO  Commercial  Real  Estate  Securities":  CDO  Cashflow  Securities  that  entitle  the  holders 
thereof  to  receive  payments  that  depend  (except  for  rights  or  other  assets  designed  to  assure  the 
servicing  or  timely  distribution  of  proceeds  to  holders  of  such  securities)  on  the  cash  flow  from  (and  not 
the  market  value  of)  a  portfolio  of  at  least  80%  by  principal  balance  of  CMBS  and/or  REIT  Debt 
Securities. 

"CDO  Corporate  Bond  Securities":  CDO  Cashflow  Securities  that  entitle  the  holders  thereof  to 
receive  payments  that  depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely 
distribution  of  proceeds  to  holders  of  such  securities)  on  the  cash  flow  from  (and  not  the  market  value  of) 
a  portfolio  of  primarily  high  yield  or  investment  grade  bonds. 

"CDO  Emerging  Market  Securities":  CDO  Cashflow  Securities  that  entitle  the  holders  thereof  to 
receive  payments  that  depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely 
distribution  of  proceeds  to  holders  of  such  securities)  on  the  cash  flow  from  (and  not  the  market  value  of) 
a  portfolio  of  investments,  of  which  more  than  20%  are  issued  by  issuers  located  in  Emerging  Market 
Countries. 

"CDO  Market  Value  Securities":  Collateralized  debt  obligations,  whose  overcollateralization  is 
measured  with  reference  to  the  market  value  of  the  collateral  portfolio  securing  such  collateralized  debt 
obligations. 

"CDO  Mortgage-Backed  Securities":  CDO  Cashflow  Securities  that  entitle  the  holders  thereof 
to  receive  payments  that  depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or 
timely  distribution  of  proceeds  to  holders  of  such  securities)  on  the  cash  flow  from  (and  not  the  market 
value  of)  a  portfolio  of  at  least  80%  by  principal  balance  of  Mortgage-Backed  Securities. 
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"CDO  Single-Tranche  Synthetic  Securities":  Any  CDO  Structured  Product  Security  for  which 
(i)  the  spread  component  of  the  interest  payment  related  to  such  security  is  generally  provided  for  by  a 
tranched  credit  default  swap  with  attachment  and  exhaustion  points  under  which  the  related  obligor  has 
written  credit  protection  and  (ii)  the  obligor  of  which  issues  an  aggregate  principal  amount  of  liabilities  less 
than  the  reference  portfolio  notional  amount  under  the  related  tranched  credit  default  swap. 

"CDO  Structured  Product  Securities":  CDO  Cashflow  Securities  that  entitle  the  holders  thereof 
to  receive  payments  that  depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or 
timely  distribution  of  proceeds  to  holders  of  such  securities)  on  the  cash  flow  from  a  portfolio  diversified 
among  categories  of  REIT  Debt  Securities,  Asset-Backed  Securities,  Commercial  Mortgage-Backed 
Securities,  Residential  Mortgage-Backed  Securities  or  CDO  Cashflow  Securities  or  any  combination  of 
more  than  one  of  the  foregoing,  where  exposure  to  such  asset  classes  in  the  portfolio  is  either  actual  or 
synthetic,  or  solely  of  CDO  Cashflow  Securities  (and  which  in  any  such  case  may  include  limited  amounts 
of  Corporate  Securities),  generally  having  the  following  characteristics: 

(i)  repayment  thereof  can  vary  substantially  from  the  contractual  payment  schedule  (if  any), 
with  early  prepayment  of  individual  debt  securities  depending  on  numerous  factors 
specific  to  the  particular  issuers  or  obligors  and  upon  whether,  in  the  case  of  loans  or 
securities  bearing  interest  at  a  fixed  rate,  such  loans  or  securities  include  an  effective 
prepayment  premium,  and 

(ii)  proceeds  from  such  repayments  can  for  a  limited  period  and  subject  to  compliance  with 
certain  eligibility  criteria  be  reinvested  in  additional  loans  and/or  debt  securities. 

"CDO  Trust  Preferred  Securities":  Collateralized  debt  obligations  backed  primarily  by  a  pool  of 
either  (a)  bank  trust  preferred  securities,  (b)  insurance  trust  preferred  securities  or  (c)  REIT  Debt 
Securities  that  are  trust  preferred  securities. 

"Class":  All  of  the  Notes  having  the  same  priority. 

"Class  A  Notes":  Collectively,  the  Class  A-1  Notes  and  the  Class  A-2  Notes. 

"Class  A-1  Notes":  The  Class  A-1  Variable  Rate  Notes,  including  any  additional  such  Notes 
issued  pursuant  to  the  terms  of  the  Indenture  and  having  the  applicable  Series  Interest  Rate  and  Stated 
Maturity,  in  each  case  (with  respect  to  any  Series  of  Class  A-1  Notes  issued  on  the  Closing  Date)  as  set 
forth  under  "Summary — Notes"  or  (with  respect  to  any  Series  of  Class  A-1  Notes  issued  after  the  Closing 
Date)  as  set  forth  in  the  related  offering  circular  supplement. 

"Class  A-2  Notes":  The  Class  A-2  Variable  Rate  Notes,  including  any  additional  such  Notes 
issued  pursuant  to  the  terms  of  the  Issuing  and  Paying  Agency  Agreement  and  having  the  applicable 
Series  Interest  Rate  and  Stated  Maturity,  in  each  case  (with  respect  to  any  Series  of  Class  A-2  Notes 
issued  on  the  Closing  Date)  as  set  forth  under  "Summary— Notes"  or  (with  respect  to  any  Series  of  Class 
A-2  Notes  issued  after  the  Closing  Date)  as  set  forth  in  the  related  offering  circular  supplement. 

"Class  B  Notes":  The  Class  B  Variable  Rate  Notes,  including  any  additional  such  Notes  issued 
pursuant  to  the  terms  of  the  Issuing  and  Paying  Agency  Agreement  and  having  the  applicable  Series 
Interest  Rate  and  Stated  Maturity,  in  each  case  (with  respect  to  any  Series  of  Class  B  Notes  issued  on 
the  Closing  Date)  as  set  forth  under  "Summary— Notes"  or  (with  respect  to  any  Series  of  Class  B  Notes 
issued  after  the  Closing  Date)  as  set  forth  in  the  related  offering  circular  supplement. 

"Class  C  Notes":  The  Class  C  Variable  Rate  Notes,  including  any  additional  such  Notes  issued 
pursuant  to  the  terms  of  the  Issuing  and  Paying  Agency  Agreement  and  having  the  applicable  Series 
Interest  Rate  and  Stated  Maturity,  in  each  case  (with  respect  to  any  Series  of  Class  C  Notes  issued  on 
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the  Closing  Date)  as  set  forth  under  "Summary— Notes"  or  (with  respect  to  any  Series  of  Class  C  Notes 
issued  after  the  Closing  Date)  as  set  forth  in  the  related  offering  circular  supplement. 

"Class  D  Notes":  The  Class  D  Variable  Rate  Notes,  including  any  additional  such  Notes  issued 
pursuant  to  the  terms  of  the  Issuing  and  Paying  Agency  Agreement  and  having  the  applicable  Series 
Interest  Rate  and  Stated  Maturity,  in  each  case  (with  respect  to  any  Series  of  Class  D  Notes  issued  on 
the  Closing  Date)  as  set  forth  under  "Summary— Notes"  or  (with  respect  to  any  Series  of  Class  D  Notes 
issued  after  the  Closing  Date)  as  set  forth  in  the  related  offering  circular  supplement. 

"Class  FL  Notes":  The  Class  FL  Variable  Rate  Notes,  including  any  additional  such  Notes 
issued  pursuant  to  the  terms  of  the  Issuing  and  Paying  Agency  Agreement  and  having  the  applicable 
Series  Interest  Rate  and  Stated  Maturity,  in  each  case  (with  respect  to  any  Series  of  Class  FL  Notes 
issued  on  the  Closing  Date)  as  set  forth  under  "Summary— Notes"  or  (with  respect  to  any  Series  of  Class 
FL  Notes  issued  after  the  Closing  Date)  as  set  forth  in  the  related  offering  circular  supplement. 

::Ciass  5S  Notes":  The  Class  SS  Variable  Rate  Notes,  including  any  additional  such  Notes 
issued  pursuant  to  the  terms  of  the  Indenture  and  having  the  applicable  Series  Interest  Rate  and  Stated 
Maturity,  in  each  case  (with  respect  to  any  Series  of  Class  SS  Notes  issued  on  the  Closing  Date)  as  set 
forth  under  "Summary— Notes"  or  (with  respect  to  any  Series  of  Class  SS  Notes  issued  after  the  Closing 
Date)  as  set  forth  in  the  related  offering  circular  supplement. 

"Class  Interest  Distribution  Amount":  With  respect  to  any  Class  of  Notes  on  any  Payment 
Date,  the  aggregate  of  the  Interest  Distribution  Amounts  with  respect  to  such  Payment  Date  for  each 
Series  of  Notes  of  such  Class. 

"Class  Notional  Amount":  With  respect  to  any  Class  of  Notes  on  the  Closing  Date,  the  Initial 
Class  Notional  Amount  of  such  Class  of  Notes;  thereafter  it  will  be  increased  or  decreased  as  described 
under  "Summary— Decrease  in  the  Class  Notional  Amount  of  each  Class  of  Notes"  and  "Summary- 
Increase  in  the  Class  Notional  Amount  of  each  Class  of  Notes". 

"Clearing  Agencies":  Collectively,  DTC,  Euroclear  and  Clearstream. 

"Clearstream":  Clearstream  Banking,  societe  anonyme,  a  corporation  organized  under  the  laws 
of  the  Grand  Duchy  of  Luxembourg. 

"CLO  Securities":  Securities  that  entitle  the  holders  thereof  to  receive  payments  that  depend 
(except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely  distribution  of  proceeds  to 
holders  of  such  securities)  on  the  cash  flow  from  (and  not  the  market  value  of)  a  portfolio  of  primarily 
loans. 

"Closing  Date":  April  26,  2007. 

"CMBS  Conduit  Securities":  Commercial  Mortgage-Backed  Securities  that  entitle  the  holders 
thereof  to  receive  payments  that  depend  (except  for  rights  or  other  assets  designed  to  assure  the 
servicing  or  timely  distribution  of  proceeds  to  holders  of  such  Commercial  Mortgage-Backed  Securities) 
on  the  cash  flow  from  a  pool  of  commercial  mortgage  loans,  generally  having  the  following 
characteristics: 

(i)  the  commercial  mortgage  loans  have  varying  contractual  maturities; 

(ii)  the  commercial  mortgage  loans  are  secured  by  real  property  purchased  or  improved  with 
the  proceeds  thereof  (or  to  refinance  an  outstanding  loan  the  proceeds  of  which  were  so 
used); 
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(iii)  the  commercial  mortgage  loans  are  obligations  of  a  relatively  limited  number  of  obligors 
and  accordingly  represent  a  relatively  undiversified  pool  of  obligor  credit  risk;  and 

(iv)  repayment  thereof  can  vary  substantially  from  the  contractual  payment  schedule  (if  any), 
with  early  repayment  of  individual  loans  depending  on  numerous  factors  specific  to  the 
particular  obligors;  however,  in  the  case  of  loans  bearing  interest  at  a  fixed  rate,  such 
loans  or  securities  typically  include  significant  or  complete  prepayment  protection. 

"CMBS  Credit  Tenant  Lease  Securities":  Commercial  Mortgage-Backed  Securities  (other  than 
CMBS  Large  Loan  Securities  and  CMBS  Conduit  Securities)  that  entitle  the  holders  thereof  to  receive 
payments  that  depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely 
distribution  of  proceeds  to  holders  of  such  Commercial  Mortgage-Backed  Securities)  on  the  cash  flow 
from  a  pool  of  commercial  mortgage  loans  made  to  finance  the  acquisition,  construction  and  improvement 
Of  properties  leased  to  corporate  tenants  (or  on  the  cash  flow  from  such  leases),  generally  have  the 
following  characteristics: 

(i)  the  commercial  mortgage  loans  or  leases  have  varying  contractual  maturities; 

(ii)  the  commercial  mortgage  loans  are  secured  by  real  property  purchased  or  improved  with 
the  proceeds  thereof  (or  to  refinance  an  outstanding  loan  the  proceeds  of  which  were  so 
used); 

(iii)        the  leases  are  secured  by  leasehold  interests; 

(iv)  the  commercial  mortgage  loans  or  leases  are  obligations  of  a  relatively  limited  number  of 
obligors  and  accordingly  represent  a  relatively  undiversified  pool  of  obligor  credit  risk; 

(v)  payment  thereof  can  vary  substantially  from  the  contractual  payment  schedule  (if  any), 
with  prepayment  of  individual  loans  or  termination  of  leases  depending  on  numerous 
factors  specific  to  the  particular  obligors  or  lessees  and  upon  whether,  in  the  case  of 
loans  bearing  interest  at  a  fixed  rate,  such  loans  include  an  effective  prepayment 
premium;  and 

(vi)  the  creditworthiness  of  such  corporate  tenants  is  an  important  factor  in  any  decision  to 
invest  in  these  securities. 

"CMBS  Franchise  Securities":  Commercial  Mortgage-Backed  Securities  that  entitle  the  holders 
thereof  to  receive  payments  that  depend  (except  for  rights  or  other  assets  designed  to  assure  the 
servicing  or  timely  distribution  of  proceeds  to  holders  of  such  Commercial  Mortgage-Backed  Securities) 
on  the  cash  flow  from  (a)  a  pool  of  franchise  loans  made  to  operators  of  franchises  that  provide  oil, 
gasoline,  restaurant  or  food  services  and  provide  other  services  related  thereto  and  (b)  leases  or 
subleases  of  equipment  to  such  operators  for  use  in  the  provision  of  such  goods  and  services.  Such 
securities  generally  have  the  following  characteristics: 

(i)  the  loans,  leases  or  subleases  have  varying  contractual  maturities; 

(ii)         the  loans  are  secured  by  real  property  purchased  or  improved  with  the  proceeds  thereof 
(or  to  refinance  an  outstanding  loan  the  proceeds  of  which  were  so  used); 

(iii)        the  obligations  of  the  lessors  or  sublessors  of  the  equipment  may  be  secured  not  only  by 
the  leased  equipment  but  also  the  related  real  estate; 

(iv)       the  loans,  leases  and  subleases  are  obligations  of  a  relatively  limited  number  of  obligors 
and  accordingly  represent  a  relatively  undiversified  pool  of  obligor  credit  risk; 
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(v)  payment  of  the  loans  can  vary  substantially  from  the  contractual  payment  schedule  (if 
any),  with  prepayment  of  individual  loans  depending  on  numerous  factors  specific  to  the 
particular  obligors  and  upon  whether,  in  the  case  of  loans  bearing  interest  at  a  fixed  rate, 
such  loans  include  an  effective  prepayment  premium; 

(vi)  the  repayment  stream  on  the  leases  and  subleases  is  primarily  determined  by  a 
contractual  payment  schedule,  with  early  termination  of  such  leases  and  subleases 
predominantly  dependent  upon  the  disposition  to  a  lessee,  a  sublessee  or  third  party  of 
the  underlying  equipment;  and 

(vii)  such  leases  and  subleases  typically  provide  for  the  right  of  the  lessee  or  sublessee  to 
purchase  the  equipment  for  its  stated  residual  value. 

"CMBS  Large  Loan  Securities":  Commercial  Mortgage-Backed  Securities  (other  than  CMBS 
Conduit  Securities  and  CMBS  Credit  Tenant  Lease  Securities)  that  entitle  the  holders  thereof  to  receive 
payments  that  depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely 
distribution  of  proceeds  to  holders  of  such  Commercial  Mortgage-Backed  Securities)  on  the  cash  flow 
from  a  commercial  mortgage  loan  or  a  pool  of  commercial  mortgage  loans  made  to  finance  the 
acquisition,  construction  and  improvement  of  properties,  generally  having  the  following  characteristics: 

(i)         the  commercial  mortgage  loans  have  varying  contractual  maturities; 

(ii)  the  commercial  mortgage  loans  are  secured  by  real  property  purchased  or  improved  with 
the  proceeds  thereof  (or  to  refinance  an  outstanding  loan  the  proceeds  of  which  were  so 
used); 

(iii)  the  commercial  mortgage  loans  are  obligations  of  a  limited  number  of  obligors  and 
accordingly  represent  a  relatively  undiversified  pool  of  obligor  credit  risk  (including  in 
comparison  to  CMBS  Conduit  Securities); 

(iv)  repayment  thereof  can  vary  substantially  from  the  contractual  payment  schedule  (if  any), 
with  early  prepayment  of  individual  loans  depending  on  numerous  factors  specific  to  the 
particular  obligors  and  upon  whether,  in  the  case  of  loans  bearing  interest  at  a  fixed  rate, 
such  loans  or  securities  include  an  effective  prepayment  premium; 

(v)  the  valuation  of  individual  properties  securing  the  commercial  mortgage  loans  is  the 
primary  factor  in  any  decision  to  invest  in  these  securities;  and 

(vi)  the  commercial  mortgage  loans  have  relatively  large  average  balances  (including  in 
comparison  to  RMBS). 

"CMBS  RE-REMIC  Securities":  Securities  that  represent  an  interest  in  a  real  estate  mortgage 
investment  conduit  backed  by  CMBS. 

"Co-issued  Notes":  Collectively,  the  Class  SS  Notes  and  the  Class  A-1  Notes. 

"Collateral":  Collectively,  the  Collateral  Securities  and  the  Eligible  Investments. 

"Collateral  Account":  The  segregated  trust  account  into  which  the  Issuer  shall,  from  time  to 
time,  deposit  Issuer  Assets. 

"Collateral  Administration  Agreement":  The  Collateral  Administration  Agreement,  dated  as  of 
the  Closing  Date,  between  the  Issuer  and  the  Collateral  Administrator. 
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"Collateral  Administrator":  LaSalle  Bank  National  Association,  solely  in  its  capacity  as 
Collateral  Administrator  under  the  Collateral  Administration  Agreement,  until  a  successor  Person  shall 
have  become  the  Collateral  Administrator  pursuant  to  the  applicable  provisions  of  the  Collateral 
Administration  Agreement,  and  thereafter  "Collateral  Administrator"  shall  mean  such  successor  Person. 

"Collateral  Default":  An  event  of  default  (as  defined  in  the  relevant  Underlying  Instruments) 
which  has  (i)  occurred  and  is  continuing  with  respect  to  any  of  the  Collateral  (other  than  a  Collateral 
Security  that  has  been  purchased  with  Excess  Disposition  Proceeds  only  and  which  at  the  time  of  its 
acquisition  did  not  satisfy  the  requirements  set  forth  in  the  Collateral  Security  Eligibility  Criteria)  and  (ii)  if 
the  relevant  Underlying  Instruments  require  an  acceleration  to  occur  following  an  event  of  default  (as 
defined  in  the  relevant  Underlying  Instruments)  in  order  to  liquidate  the  related  underlying  collateral, 
resulted  in  such  acceleration. 

"Collateral  Put  Agreement  Early  Termination":  The  occurrence  of  either  a  Collateral  Put 
Agreement  Event  of  Default  or  a  Collateral  Put  Agreement  Termination  Event. 

"Collateral  Put  Agreement  Early  Termination  Date":  An  early  termination  date  under  the 
Collateral  Put  Agreement  (other  than  as  triggered  by  the  Credit  Default  Swap  or  the  Basis  Swap). 

"Collateral  Put  Provider  Credit  Support  Document":  The  meaning  assigned  to  the  term 
"Credit  Support  Document"  in  the  Collateral  Put  Agreement  and  initially,  the  guaranty  dated  as  of  the 
Closing  Date  by  GS  Group  with  respect  to  the  obligations  of  the  Collateral  Put  Provider  under  the 
Collateral  Put  Agreement. 

"Collateral  Put  Provider  Credit  Support  Provider":  The  meaning  assigned  to  the  term  "Credit 
Support  Provider"  in  the  Collateral  Put  Agreement  and  initially,  GS  Group. 

"Collateral  Security  Substitution  Information  Notice":  A  notice  from  the  Trustee  or  the  Issuing 
and  Paying  Agent,  as  applicable,  to  an  Originating  Noteholder  notifying  such  Originating  Noteholder  that 
(i)  each  Proposed  New  BiE  Collateral  Security  identified  in  the  related  Collateral  Security  Substitution 
Request  Notice  is  an  Eligible  BIE  Collateral  Security  and  (ii)  the  BIE  Transaction  Cost  and  the  BIE  Basis 
Swap  Payment  relating  to  such  Proposed  New  BIE  Collateral  Security. 

"Collateral  Security  Substitution  Noteholder  Refusal  Notice":  A  notice  from  the  Trustee  or 
the  Issuing  and  Paying  Agent,  as  applicable,  to  an  Originating  Noteholder  notifying  such  Originating 
Noteholder  that  the  Holders  of  a  Majority  of  the  Aggregate  USD  Equivalent  Outstanding  Amount  of  the 
Notes  voting  as  a  single  class  did  not  approve  the  Proposed  New  BIE  Collateral  Security  by  the  BIE 
Notification  Date. 

"Collateral  Security  Substitution  Refusal  Notice":  A  notice  from  the  Trustee  or  the  Issuing  and 
Paying  Agent,  as  applicable,  to  an  Originating  Noteholder  notifying  such  Originating  Noteholder  that  (i) 
one  or  more  Proposed  New  BIE  Collateral  Securities  identified  in  the  related  Collateral  Security 
Substitution  Request  Notice  is  not  an  Eligible  BIE  Collateral  Security,  (ii)  the  identity  of  each  Eligible  BIE 
Collateral  Security  and  (iii)  the  identity  of  each  Proposed  New  BIE  Collateral  Security  that  is  not  an 
Eligible  BIE  Collateral  Security. 

"Collateral  Security  Substitution  Request  Notice":  A  notice  from  an  Originating  Noteholder  to 
the  Trustee  or  the  Issuing  and  Paying  Agent,  as  applicable,  (i)  requesting  the  substitution  of  one  or  more 
Proposed  New  BIE  Collateral  Securities  for  one  or  more  existing  Collateral  Securities,  (ii)  identifying  each 
Collateral  Security  and  the  par  amount  to  be  substituted,  (iii)  identifying  each  Proposed  New  BIE 
Collateral  Security  and  the  par  amount  and  (iv)  any  other  information  that  such  Originating  Noteholder 
deems  relevant. 
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"Commercial  Mortgage-Backed  Securities"  or  "CMBS":  Securities  that  represent  interests  in, 
or  enable  holders  thereof  to  receive  payments  that  depend  on  the  cashflow  primarily  from  credit  default 
swaps  that  reference,  in  each  case,  obligations  (including  certificates  of  participation  in  obligations)  that 
are  principally  secured  by  mortgages  on  real  property  or  interests  therein  having  a  multifamily  or 
commercial  use,  such  as  regional  malls,  other  retail  space,  office  buildings,  industrial  or  warehouse 
properties,  hotels,  nursing  homes  and  senior  living  centers  and  shall  include,  without  limitation,  CMBS 
Conduit  Securities,  CMBS  Credit  Tenant  Lease  Securities,  CMBS  Franchise  Securities,  CMBS  Large 
Loan  Securities  or  CMBS  RE-REMIC  Securities,  excluding,  in  each  case,  any  securities  that  belong  to  an 
Excluded  Specified  Type. 

"Common  Depository":  ABN  AMRO  Bank  N.V.  (London  Branch)  on  behalf  of  Euroclear. 

"Corporate  Securities":  Publicly  issued  or  privately  placed  debt  obligations  of  corporate  issuers 
which  are  not  REIT  Debt  Securities  or  Wrapped  Securities. 

"Credit  Default  Swap  Early  Termination  Date":  An  early  termination  date  under  the  Credit 
Default  Swap  (other  than  as  triggered  by  the  Basis  Swap  or  the  Collateral  Put  Agreement). 

"Credit  Default  Swap  Fixed  Rate  Payer  Calculation  Period":  An  Interest  Accrual  Period. 

"Credit  Event  Notice":  An  irrevocable  notice  that  describes  a  Credit  Event. 

"Currency  Adjusted  Aggregate  Outstanding  Amount":  When  used  with  respect  to  any  or  all  of 
the  Notes,  the  aggregate  principal  amount  of  such  Notes  when  issued,  as  expressed  in  its  currency  of 
denomination  and  thereafter  adjusted  as  described  in  "Summary— Decrease  in  the  Currency  Adjusted 
Aggregate  Outstanding  Amount  of  each  Series  of  Notes"  and  "Summary— Increase  in  the  Currency 
Adjusted  Aggregate  Outstanding  Amount  of  each  Series  of  Notes". 

"Currency  Adjusted  Redemption  Refund  Adjustment  Amount":  Any  Series  ofNotes' 
allocation  of  any  Redemption  Refund  Adjustment  Amount  divided  by  the  Applicable  Series  i-oreign 
Exchange  Rate. 

"Current  Dollar  Price":  For  each  Reference  Obligation  and  at  any  time  of  determination,  the 
product  of  (a)  the  Current  Market  Price  for  such  Reference  Obligation  at  such  time  and  (b)  the  ICE 
Reference  Obligation  Notional  Amount  of  such  Reference  Obligation  at  such  time. 

"Current  Market  Price":  At  any  time  of  determination,  with  respect  to  a  Reference  Obligation,  a 
percentage  price  determined  by  the  Credit  Default  Swap  Calculation  Agent  and  confirmed  by  the 
Collateral  Administrator  by  (a)  using  the  pricing  service  used  by  the  Collateral  Administrator  in  its  normal 
course  of  business  for  so  long  as  the  quote  obtained  from  such  pricing  service  has  been  provided  by  such 
pricing  service  within  two  Business  Days  of  the  time  of  such  determination  or  (b)  (1)  if  subclause 
(a)  above  is  not  applicable,  asking  five  Approved  Dealers  to  quote  the  offered-side  price  (excluding 
accrued  interest)  for  such  Reference  Obligation  (in  an  amount  equal  to  its  Reference  Obligation  Notional 
Amount)  and  (2)  for  so  long  as  the  Collateral  Administrator  is  able  to  obtain  one  such  quote  from  one 
such  Approved  Dealer,  taking  the  arithmetic  average  of  such  quotation^). 

"Current  Period  Implied  Writedown  Amount":  For  each  Reference  Obligation,  with  respect  to 
any  Reference  Obligation  Calculation  Period  for  such  Reference  Obligation,  an  amount  determined  as  of 
the  last  day  of  such  Reference  Obligation  Calculation  Period  equal  to  the  greater  of  (i)  zero  and  (ii)  the 
product  of  (A)  the  Implied  Writedown  Percentage  and  (B)  the  greater  of  (1)  zero  and  (2)  the  lesser  of  (x) 
the  Pari  Passu  Amount  and  (y)  the  Pari  Passu  Amount  plus  the  Senior  Amount  minus  the  aggregate 
outstanding  asset  pool  balance  securing  the  payment  obligations  on  such  Reference  Obligation  (all  such 
outstanding  asset  pool  balances  as  obtained  by  the  Credit  Default  Swap  Calculation  Agent  from  the  most 
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recently  dated  Servicer  Report  available  as  of  such  day),  calculated  based  on  the  face  amount  of  the 
assets  then  in  such  pool,  whether  or  not  any  such  asset  is  performing. 

"Day  Count  Fraction":  With  respect  to  Notes  (x)  denominated  in  Australian  Dollars,  Canadian 
Dollars,  New  Zealand  Dollars  and  Sterling,  calculations  will  be  based  on  the  actual  number  of  days  in  the 
calculation  period  in  respect  of  which  payment  is  being  made  divided  by  365  (or,  if  any  portion  of  that 
calculation  period  falls  in  a  leap  year,  the  sum  of  (i)  the  actual  number  of  days  in  that  portion  of  the 
calculation  period  falling  in  a  leap  year  divided  by  366  and  (ii)  the  actual  number  of  days  in  that  portion  of 
the  calculation  period  falling  in  a  non-leap  year  divided  by  365)  and  (y)  denominated  in  Dollars,  Euro, 
Francs,  Krona  and  Yen,  calculations  will  be  based  on  the  actual  number  of  days  in  the  calculation  period 
in  respect  of  which  payment  is  being  made  divided  by  360. 

"Defaulted  Interest":  Any  interest  due  and  payable  in  respect  of  any  Note  which  is  not 
punctually  paid  or  duly  provided  for  on  the  applicable  Payment  Date  or  at  the  Stated  Maturity,  as  the  case 
may  be. 

"Determination  Date":  With  respect  to  a  Payment  Date,  the  last  Business  Day  of  the 
immediately  preceding  Due  Period. 

"Disposition  Proceeds":  All  Sale  Proceeds  and  Put  Proceeds. 

"Distribution":  Any  payment  of  principal  or  interest  or  any  dividend,  premium  or  fee  payment 
made  on,  or  any  other  distribution  in  respect  of,  a  security  or  obligation. 

"Dollar":  A  dollar  or  other  equivalent  unit  in  such  coin  or  currency  of  the  United  States  of  America 
as  at  the  time  shall  be  legal  tender  for  all  debts,  public  and  private. 

"DTC":  The  Depository  Trust  Company,  its  nominees,  and  their  respective  successors. 

"Due  Period":  With  respect  to  any  Payment  Date  or  the  Mandatory  Redemption  Date,  ihe  period 
commencing  on  the  day  immediately  following  the  fifth  Business  Day  prior  to  the  preceding  Payment  Date 
(or,  in  the  case  of  the  Due  Period  relating  to  the  first  Payment  Date,  beginning  on  the  Closing  Date)  and 
ending  on  (and  including)  the  fifth  Business  Day  prior  to  such  Payment  Date  (or,  in  the  case  of  a  Due 
Period  that  is  applicable  to  the  Payment  Date  relating  to  the  Stated  Maturity  of  any  Note,  the  Optional 
Redemption  Date,  a  Partial  Optional  Redemption  Date  or  the  Mandatory  Redemption  Date,  as  the  case 
may  be,  ending  on  (and  including)  the  Business  Day  immediately  preceding  such  Payment  Date  or 
Mandatory  Redemption  Date,  as  the  case  may  be). 

"Eligible  BIE  Collateral  Security":  A  Proposed  New  BIE  Collateral  Security  that  satisfies  the 
BIE  Collateral  Security  Eligibility  Criteria. 

"Eligible  Country":  Any  country  of  the  European  Economic  and  Monetary  Union  that  has 
adopted  the  Euro  currency  that  has  long-term  sovereign  debt  obligations  rated  at  least  "Aa2"  by  Moody's 
(or  "Aa3"  in  the  case  of  Italy)  and  for  which  such  country  has  been  assigned  a  foreign  currency  issuer 
credit  rating  of  "AAA"  by  S&P. 

"Eligible  Investment":  Any  investment  denominated  in  an  Approved  Currency  that,  at  the  time  it 
is  delivered  to  the  Trustee,  is  one  or  more  of  the  following  obligations  or  securities: 

(i)  direct  (and,  in  the  case  of  investments  denominated  in  Dollars,  Registered)  obligations  of, 

and  (and,  in  the  case  of  investments  denominated  in  Dollars,  Registered)  obligations  fully 
guaranteed  by,  the  United  States,  any  Eligible  Country,  Great  Britain,  Japan,  Canada  or 
Australia  or  any  agency  or  instrumentality  of  the  United  States,  any  Eligible  Country, 
Great  Britain,  Japan,  Canada  or  Australia  the  obligations  of  which  are  expressly  backed 
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by  the  full  faith  and  credit  of  the  United  States,  any  Eligible  Country,  Great  Britain,  Japan, 
Canada  or  Australia,  so  long  as  the  related  obligor  or  guarantor  is  rated  "AAA"  or  "A-1+" 
by  S&P; 

00  demand  and  time  deposits  in,  certificates  of  deposit  of,  or  banker's  acceptances  issued 
by,  any  depository  institution  or  trust  company  incorporated  in  the  United  States  or  any 
state  thereof  or  any  Eligible  Country,  Great  Britain,  Japan,  Canada  or  Australia,  which 
depository  institution  or  trust  company  is  subject  to  supervision  and  examination  by 
federal  or  state  authorities  (or,  in  the  case  of  investments  denominated  in  Approved 
Currencies  other  than  Dollars,  governmental  banking  authorities)  so  long  as  (a)  in  the 
case  of  demand  and  time  deposits,  such  deposits  (x)  are  held  by  banks  rated  "P-1"  by 
Moody's  and  "A-1+"  by  S&P  (or  at  least  "A-1"  by  S&P  in  the  case  of  demand  and  time 
deposits  in  LaSalle  Bank  National  Association  for  so  long  as  it  is  the  Trustee  hereunder) 
and  (y)  are  payable  on  demand  daily  without  any  restrictions  and  (b)  in  the  case  of 
certificates  of  deposit  or  banker's  acceptances,  the  related  depository  institution  or  trust 
company  is  rated  at  least  "A3"  or  "P-1 "  by  Moody's  and  "AAA"  or  "A-1  +"  by  S&P; 

(iii)  repurchase  obligations  with  respect  to  (a)  any  security  described  in  clause  (i)  above  or  (b) 
any  other  security  issued  or  guaranteed  by  an  agency  or  instrumentality  of  the  United 
States,  any  Eligible  Country,  Great  Britain,  Japan,  Canada  or  Australia,  entered  into  with 
a  depository  institution  or  trust  company  described  in  clause  (ii)  above  or  entered  into 
with  a  corporation  whose  long-term  senior  unsecured  rating  is  at  least  "A1"  by  Moody's 
and  "AA-"  by  S&P  and  whose  short-term  credit  rating  is  "P-1"  by  Moody's  and  "A-1+"  by 
S&P  at  the  time  of  such  investment,  with  a  term  not  in  excess  of  91  days;  provided  that  if 
the  term  is  greater  than  30  days  from  the  time  of  delivery,  it  has  a  long-term  rating  of 
"AAA"  by  S&P; 

(iv)  commercial  paper  or  other  short-term  obligations  of  a  corporation,  partnership,  limited 
liability  company  or  trust,  or  any  branch  or  agency  thereof  located  in  the  United  States  or 
any  of  its  territories  or  any  Eligible  Country,  Great  Britain,  Japan,  Canada  or  Australia, 
such  commercial  paper  or  other  short-term  obligations  having  a  credit  rating  of  "P-1"  by 
Moody's  and  "A-1+"  by  S&P,  and  that  are  Registered  (in  the  case  of  investments 
denominated  in  Dollars)  and  either  are  interest  bearing  or  are  sold  at  a  discount  from  the 
face  amount  thereof  and  have  a  maturity  of  not  more  than  91  days  from  their  date  of 
issuance  in  the  case  of  S&P  and  Moody's;  provided  that  if  the  term  is  greater  than  30 
days  from  the  time  of  delivery,  it  has  a  long-term  rating  of  "AAA"  by  S&P; 

(v)  offshore  money  market  funds  which  have  a  credit  rating  of  not  less  than  "Aaa/MR1+"  by 
Moody's  and  "AAA"  or  "AAAm"  or  "AAAm-G"  by  S&P; 

(vi)        Cash;  and 

(vii)  any  other  investments  subject  to  satisfaction  of  the  S&P  Rating  Condition  and  the 
Moody's  Rating  Condition; 

which,  in  any  case,  (A)  is  acquired  from  a  party  acting  in  its  capacity  as  broker-dealer  in  the  ordinary 
course  of  business,  or  in  an  arm's  length  open  market  transaction,  and  if  not,  is  approved  by  S&P,  (B)  is 
acquired  at  a  price  of  no  more  than  100%  of  par  and  (C)  if  such  obligation  or  security  is  subject  to  any 
withholding  tax,  the  obligor  of  the  obligation  or  security  is  required  to  make  "gross-up"  payments  that 
cover  the  full  amount  of  such  withholding  tax  on  an  after-tax  basis  pursuant  to  the  Underlying  Instrument 
with  respect  thereto. 
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"Emerging  Market  Country":  Any  jurisdiction  that  is  not  the  United  States  or  does  not  have  a 
foreign  currency  issuer  rating  of  at  least  "AA-"  by  S&P  and  a  long-term  sovereign  debt  rating  of  at  least 
"Aa3"  by  Moody's. 

"Enhanced  Equipment  Trust  Certificate":  An  enhanced  equipment  trust  certificate. 

"EURIBOR":  An  amount  determined  only  with  respect  to  any  Applicable  Period  for  which  Notes 
denominated  in  Euros  are  Outstanding.  For  purposes  of  calculating  the  Series  Interest  Rates  for  each 
Applicable  Period,  EURIBOR  shall  equal  EURIBOR  as  used  in  the  calculation  of  the  Monthly  Basis  Swap 
Payment  for  such  Applicable  Period.  For  purposes  of  calculating  the  Monthly  Basis  Swap  Payment  for 
each  Applicable  Period,  EURIBOR  shall  be  calculated  by  the  Basis  Swap  Calculation  Agent  as  follows: 

(a)  On  the  Applicable  Index  Determination  Date,  the  Basis  Swap  Calculation  Agent  will 
determine  EURIBOR,  expressed  per  annum,  for  deposits  in  Euro  for  the  Applicable 
Period  by  reference  to  offered  quotation  on  Telerate  Page  248  (or  through  a  successor 
information  service  providing  interest  rates  comparable  thereto)  as  at  11:00  a.m. 
(Brussels  time)  on  such  Applicable  Index  Determination  Date,  in  the  event  that  ihe 
offered  rate  shown  on  the  Telerate  monitor  is  replaced  by  corresponding  interest  rates  of 
more  than  one  bank,  the  Basis  Swap  Calculation  Agent  shall  determine  the  arithmetic 
mean  of  such  interest  rates  (at  least  two)  so  displayed  (rounded  if  necessary  to  the 
nearest  one  hundred-thousandth  of  a  percentage  point,  with  0.000005%  being  rounded 
upwards).  "Telerate"  means  the  Associated  Press-Dow  Jones  Telerate  Service. 

(b)  In  the  event  that  the  Telerate  Page  248  is  not  available  or  if  no  quotation  appears 
thereon  on  the  Applicable  Index  Determination  Date,  the  Basis  Swap  Calculation  Agent 
shall  request  the  principal  offices  within  the  Euro-zone  of  four  leading  banks  in  the  Euro- 
zone  as  selected  by  the  Basis  Swap  Calculation  Agent  (the  "Euro  Reference  Banks")  to 
provide  the  Basis  Swap  Calculation  Agent  with  its  offered  quotation  (expressed  as  a 
percentage  per  annum)  for  deposits  in  Euros  for  the  Applicable  Period  to  leading  banks 
in  the  Euro-zone  interbank  market  at  approximately  11:00  a.m.  (Brussels  time)  on  the 
Applicable  Index  Determination  Date,  if  at  ieasi  iwo  such  quotations  are  provided,  the 
EURIBOR  for  such  Interest  Accrual  Period  shall  be  the  arithmetic  mean  (rounded  if 
necessary  to  the  nearest  one  hundred-thousandth  of  a  percentage  point,  with 
0.000005%  being  rounded  upwards)  of  such  offered  quotations,  all  as  determined  by  the 
Basis  Swap  Calculation  Agent.  If,  on  the  Applicable  Index  Determination  Date  only  one 
or  none  of  the  Euro  Reference  Banks  provides  the  Basis  Swap  Calculation  Agent  with 
such  offered  quotations,  the  EURIBOR  for  the  relevant  Interest  Accrual  Period  shall  be 
the  rate  per  annum  which  the  Basis  Swap  Calculation  Agent  determines  to  be  the 
arithmetic  mean  (rounded  if  necessary  to  the  nearest  one  hundred-thousandth  of  a 
percentage  point,  with  0.000005%  being  rounded  upwards)  of  the  rates,  as 
communicated  to  (and  at  the  request  of)  the  Basis  Swap  Calculation  Agent  by  leading 
banks  in  the  Euro-zone  as  selected  by  the  Basis  Swap  Calculation  Agent,  as  at  11:00 
a.m.  (Brussels  time)  on  the  relevant  Interest  Determination  Date,  for  loans  in  Euros  for  a 
period  equal  to  the  Applicable  Period  to  leading  banks  in  the  Euro-zone;  provided, 
however,  that  if  the  Basis  Swap  Calculation  Agent  is  required  but  is  unable  to  determine 
a  rate  in  accordance  with  one  of  the  procedures  provided  above,  EURIBOR  shall  be 
EURIBOR  as  determined  on  the  most  recent  date  EURIBOR  was  available.  As  used 
herein,  "Reference  Banks"  means  four  major  banks  in  the  European  interbank  market 
selected  by  the  Basis  Swap  Calculation  Agent. 

(c)  The  Basis  Swap  Calculation  Agent  shall  provide  EURIBOR  to  the  Note  Calculation  Agent 
as  promptly  as  practicable  following  the  determination  thereof.  As  soon  as  possible  after 
11:00  a.m.  (New  York  time)  on  each  Applicable  Index  Determination  Date,  but  in  no 
event  later  than  1 1 :00  a.m.  (New  York  time)  on  the  Business  Day  immediately  following 
each  Applicable  Index  Determination  Date,  the  Note  Calculation  Agent  will  cause  notice 
of  the  Series  Interest  Rates  for  the  next  Interest  Accrual  Period  and  the  Series  Interest 
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Amounts  (rounded  to  the  nearest  cent,  with  half  a  cent  being  rounded  upward)  on  the 
related  Payment  Date  to  be  communicated  to  the  Issuers,  the  Trustee,  the  Issuing  and 
Paying  Agent,  Euroclear,  Clearstream  and  the  paying  agents.  The  Note  Calculation 
Agent  will  also  specify  to  the  Issuers  the  quotations  upon  which  the  Series  Interest  Rates 
are  based,  and  in  any  event  the  Note  Calculation  Agent  shall  notify  the  Issuers  before 
5:00  p.m.  (New  York  time)  on  each  Applicable  Index  Determination  Date  if  it  has  not 
determined  and  is  not  in  the  process  of  determining  the  Series  Interest  Rates  and  the 
Series  Interest  Amounts,  together  with  its  reasons  therefor. 

"Euro",  "Euros"  and  "€":  The  currency  introduced  at  the  start  of  the  third  stage  of  European 
economic  and  monetary  union  pursuant  to  the  Treaty  establishing  the  European  Community,  as  amended 
from  time  to  time. 

"Euroclear":  The  Euroclear  System. 

"Exchange  Act":  The  U.S.  Securities  Exchange  Act  of  1934,  as  amended. 

"Excluded  Specified  Types":  Shall  include:  (i)  ABS  Aircraft  Securities,  (ii)  ABS  Future  Flow 
Securities,  (iii)  ABS  Health  Care  Receivable  Securities,  (iv)  ABS  Mutual  Fund  Fee  Securities,  (v)  ABS 
Structured  Settlement  Securities,  (vi)  ABS  Subprime  Auto  Securities,  (vii)  ABS  Tax  Lien  Securities,  (viii) 
ABS  Timeshare  Securities,  (ix)  CDO  Corporate  Bond  Securities,  (x)  CDO  Emerging  Market  Securities, 
(xi)  CDO  Market  Value  Securities,  (xii)  CMBS  Credit  Tenant  Lease  Securities,  (xiii)  CMBS  Franchise 
Securities,  (xiv)  Corporate  Securities,  (xv)  Enhanced  Equipment  Trust  Certificates,  (xvi)  RMBS 
Manufactured  Housing  Securities,  (xvii)  CDO  Trust  Preferred  Securities  and  (xviii)  CDO  Single-Tranche 
Synth  etic  Secu  rities . 

"Expected  Principal  Amount":  With  respect  to  any  Reference  Obligation  and  its  Final 
Amortization  Date  or  Legal  Final  Maturity  Date,  an  amount  equal  to  (i)  the  Reference  Obligation 
Outstanding  Principal  Amount  of  such  Reference  Obligation  payable  on  such  day  (excluding  any  amount 
representing  capiiaiized  interest  thai  reiaies  io  the  term  of  the  Credit  Defauii  Swap)  assuming  for  this 
purpose  that  sufficient  funds  are  available  for  such  payment,  where  such  amount  shall  be  determined  in 
accordance  with  the  related  Underlying  Instruments,  minus  (ii)  the  sum  of  (A)  the  Aggregate  Implied 
Writedown  Amount  with  respect  to  such  Reference  Obligation  (if  any)  and  (B)  the  net  aggregate  principal 
deficiency  balance  or  realized  loss  amounts  (however  described  in  the  related  Underlying  Instruments) 
that  are  attributable  to  such  Reference  Obligation.  The  Expected  Principal  Amount  shall  be  determined 
without  regard  to  the  effect  of  any  provisions  (however  described)  of  the  related  Underlying  Instruments 
that  permit  the  limitation  of  due  payments  or  distributions  of  funds  in  accordance  with  the  terms  of  such 
Reference  Obligation  or  that  provide  for  the  extinguishing  or  reduction  of  such  payments  or  distributions. 

"Final  Amortization  Date":  With  respect  to  any  Reference  Obligation,  the  first  to  occur  of  (i)  the 
date  on  which  the  Reference  Obligation  Notional  Amount  of  such  Reference  Obligation  is  reduced  to  zero 
and  (ii)  the  date  on  which  the  assets  securing  such  Reference  Obligation  or  designated  to  fund  amounts 
due  in  respect  of  such  Reference  Obligation  are  liquidated,  distributed  or  otherwise  disposed  of  in  full  and 
the  proceeds  thereof  are  distributed  or  otherwise  disposed  of  in  full. 

"Fitch":  Fitch,  Inc.  and  its  subsidiaries  and  any  successor  or  successors  thereto. 

"GBP-LIBOR":  An  amount  determined  only  with  respect  to  any  Applicable  Period  for  which 
Notes  denominated  in  Sterling  are  Outstanding.  For  purposes  of  calculating  the  Series  Interest  Rates  for 
each  Applicable  Period,  GBP-LIBOR  shall  equal  GBP-LIBOR  as  used  in  the  calculation  of  the  Monthly 
Basis  Swap  Payment  for  such  Applicable  Period.  For  purposes  of  calculating  the  Monthly  Basis  Swap 
Payment  for  each  Applicable  Period,  GBP-LIBOR  shall  be  calculated  by  the  Basis  Swap  Calculation 
Agent  as  follows: 
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(a)  On  each  Applicable  Index  Determination  Date,  GBP-LIBOR  shall  equal  the  rate,  as 
obtained  by  the  Basis  Swap  Calculation  Agent,  for  Sterling  deposits  in  Europe  for  the 
Applicable  Period  which  appears  on  Telerate  Page  3750  (as  defined  in  the  International 
Swaps  and  Derivatives  Association,  Inc.  2000  Interest  Rate  and  Currency  Exchange 
Definitions),  or  such  page  as  may  replace  Telerate  Page  3750,  as  of  11:00  a.m.  (New 
York  time)  on  such  Applicable  Index  Determination  Date. 

(b)  If,  on  any  Applicable  Index  Determination  Date,  such  rate  does  not  appear  on  Telerate 
Page  3750,  or  such  page  as  may  replace  Telerate  Page  3750,  the  Basis  Swap 
Calculation  Agent  shall  determine  the  arithmetic  mean  of  the  offered  quotations  of  the 
Reference  Banks  to  leading  banks  in  the  London  interbank  market  for  Sterling  deposits 
in  Europe  for  the  Applicable  Period  in  an  amount  determined  by  the  Basis  Swap 
Calculation  Agent  by  reference  to  requests  for  quotations  as  of  approximately  11:00  a.m. 
(New  York  time)  on  the  Applicable  Index  Determination  Date  made  by  the  Basis  Swap 
Calculation  Agent  to  the  Reference  Banks.  If,  on  any  Applicable  Index  Determination 
Date  at  least  two  of  the  Reference  Banks  provide  such  quotations.  GBP-LIBOR  shall 
equal  such  arithmetic  mean  of  such  quotations.  If,  on  any  Applicable  Index 
Determination  Date,  only  one  or  none  of  the  Reference  Banks  provides  such  quotations, 
GBP-LIBOR  shall  be  deemed  to  be  the  arithmetic  mean  of  the  offered  quotations  that 
leading  banks  in  the  City  of  New  York  selected  by  the  Basis  Swap  Calculation  Agent  are 
quoting  on  the  relevant  Applicable  Index  Determination  Date  for  Eurodollar  deposits  for 
the  Applicable  Period  in  an  amount  determined  by  the  Basis  Swap  Calculation  Agent  by 
reference  to  the  principal  London  offices  of  leading  banks  in  the  London  interbank 
market;  provided,  however,  that  if  the  Basis  Swap  Calculation  Agent  is  required  but  is 
unable  to  determine  a  rate  in  accordance  with  at  least  one  of  the  procedures  provided 
above,  GBP-LIBOR  shall  be  GBP-LIBOR  as  determined  on  the  most  recent  date  GBP- 
LIBOR  was  available.  As  used  herein,  "Reference  Banks"  means  four  major  banks  in 
the  London  interbank  market  selected  by  the  Basis  Swap  Calculation  Agent. 

(c)  The  Basis  Swap  Calculation  Agent  shall  provide  GBP-UBOR  to  the  Note  Calculation 
Agent  as  promptly  as  practicable  following  the  determination  thereof.  As  soon  as 
possible  after  1 1:00  a.m.  (New  York  time)  on  each  Applicable  Index  Determination  Date, 
but  in  no  event  later  than  11:00  a.m.  (New  York  time)  on  the  Business  Day  immediately 
following  each  Applicable  Index  Determination  Date,  the  Note  Calculation  Agent  will 
cause  notice  of  the  Series  Interest  Rates  for  the  next  Interest  Accrual  Period  and  the 
Series  Interest  Amounts  (rounded  to  the  nearest  cent,  with  half  a  cent  being  rounded 
upward)  on  the  related  Payment  Date  to  be  communicated  to  the  Issuers,  the  Trustee, 
the  Issuing  and  Paying  Agent,  Euroclear,  Clearstream  and  the  paying  agents.  The  Note 
Calculation  Agent  will  also  specify  to  the  Issuers  the  quotations  upon  which  the  Series 
Interest  Rates  are  based,  and  in  any  event  the  Note  Calculation  Agent  shall  notify  the 
Issuers  before  5:00  p.m.  (New  York  time)  on  each  Applicable  Index  Determination  Date  if 
it  has  not  determined  and  is  not  in  the  process  of  determining  the  Series  Interest  Rates 
and  the  Series  Interest  Amounts,  together  with  its  reasons  therefor. 

"Global  Notes":  Collectively,  the  Rule  144A  Global  Notes  and  the  Regulation  S  Global  Notes. 

"GS  Group":  The  Goldman  Sachs  Group,  Inc. 

"Holder"  or  "Noteholder":   With  respect  to  any  Note,  the  Person  in  whose  name  such  Note  is 
registered  in  the  Note  Register  or  Issuer  Note  Register,  as  applicable. 
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"ICE  Aggregate  USD  Equivalent  Outstanding  Amount":  When  used  with  respect  to  any  or  all 
of  the  Notes,  initially,  the  Aggregate  USD  Equivalent  Outstanding  Amount  of  such  Class  on  the  Closing 
Date;  thereafter,  it  will  be: 

(a)  decreased  by  an  amount  equal  to: 

(i)  on  the  fifth  Business  Day  following  the  calculation  of  any  ICE  Loss  Amount,  the 
product  of  (a)  the  related  ICE  Unsealed  Credit  Event  Adjustment  Amount  and  (b) 
the  related  Note  Scaling  Factor  (such  amount  determined  under  this  subclause 
(i),  the  "ICE  Credit  Event  Adjustment  Amount"); 

(ii)  on  the  Payment  Date  immediately  following  the  Due  Period  in  which  a  Reference 
Obligation  Amortization  Amount  is  determined  by  the  Credit  Default  Swap 
Calculation  Agent  on  one  or  more  Reference  Obligation(s),  the  Notional  Principal 
Adjustment  Amount  with  respect  to  such  Class  of  Notes  on  such  date; 

(iii)  on  any  Stated  Maturity  with  respect  to  a  Series  of  such  Class,  after  giving  effect 
to  clauses  (i)  and  (ii)  above,  the  ICE  Aggregate  USD  Equivalent  Outstanding 
Amount  of  the  Notes  maturing  on  such  date;  and 

(iv)  on  a  Partial  Optional  Redemption  Date,  after  giving  effect  to  clauses  (i)  through 
(iii)  above,  the  ICE  Aggregate  USD  Equivalent  Outstanding  Amount  of  the  Notes 
of  such  Class  that  are  redeemed  in  connection  with  such  Partial  Optional 
Redemption;  and 

(b)  increased  on  any  day  on  which  additional  Notes  of  such  Class  are  issued  by  the  principal 
amount  of  such  additional  issuance  (or  the  USD  Equivalent  of  such  principal  amount  if 
issued  in  an  Approved  Currency  other  than  Dollars). 

For  the  avoidance  of  doubt,  with  respect  to  a  Class  with  more  than  one  Series  Outstanding  at 
such  time  of  determination,  any  pro  rata  allocations  made  on  such  date  pursuant  to  subclauses  (a)(i) 
through  (iv)  above  will  be  based  on  the  ICE  Aggregate  USD  Equivalent  Outstanding  Amount  of  each 
Series  of  such  Class,  as  expressed  in  Dollars. 

On  any  date  of  determination,  decreases  to  the  ICE  Aggregate  USD  Equivalent  Outstanding 
Amount  of  any  Class  of  Notes  will  be  determined  by  giving  effect,  in  the  following  order,  to  the  (i) 
aggregate  related  ICE  Credit  Event  Adjustment  Amount  (if  any)  and  (ii)  aggregate  related  Notional 
Principal  Adjustment  Amount  (if  any). 

"ICE  Aggregate  USD  Equivalent  Outstanding  Amount  Differential":  An  amount  equal  to,  with 
respect  to  any  Class  of  Notes,  at  any  time  of  determination,  the  greater  of  (i)  the  ICE  Aggregate  USD 
Equivalent  Outstanding  Amount  of  such  Class  at  such  time  less  the  Aggregate  USD  Equivalent 
Outstanding  Amount  of  such  Class  at  such  time  and  (ii)  zero. 

"ICE  Class  Notional  Amount":  With  respect  to  any  Class  of  Notes  on  the  Closing  Date,  the 
Initial  Class  Notional  Amount  of  such  Class  of  Notes;  thereafter  it  will  be  decreased  by  an  amount  (as 
expressed  in  Dollars)  equal  to: 

(i)  on  the  fifth  Business  Day  following  the  calculation  of  any  ICE  Loss  Amount,  if  greater  than 
zero,  the  lesser  of  (a)(i)  the  related  ICE  Loss  Amount  less  (ii)  the  ICE  Class  Notional 
Amount  of  all  Classes  of  Notes  that  are  subordinated  to  such  Class  immediately  prior  to 
such  determination  and  (b)  the  ICE  Class  Notional  Amount  of  such  Class  immediately 
prior  to  such  determination  (such  amount,  the  "ICE  Unsealed  Credit  Event  Adjustment 
Amount");  and 
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(ii)  on  the  Payment  Date  immediately  following  the  Due  Period  in  which  a  Reference 
Obligation  Amortization  Amount  is  determined  by  the  Credit  Default  Swap  Calculation 
Agent  on  one  or  more  Reference  Obligation(s),  the  Unsealed  Notional  Principal 
Adjustment  Amount  with  respect  to  such  Class  of  Notes  on  such  date. 

On  any  date  of  determination,  decreases  to  the  ICE  Class  Notional  Amount  of  any  Class  of  Notes 
will  be  determined  by  giving  effect,  in  the  following  order,  to  the  (i)  aggregate  related  ICE  Unsealed  Credit 
Event  Adjustment  Amount  (if  any)  and  (ii)  aggregate  related  Unsealed  Notional  Principal  Adjustment 
Amount  (if  any). 

"ICE  Class  Notional  Amount  Differential":  An  amount  equal  to,  with  respect  to  a  Class  of 
Notes,  at  any  time  of  determination,  the  greater  of  (i)  the  ICE  Class  Notional  Amount  of  such  Class  at 
such  time  less  the  Class  Notional  Amount  of  such  Class  at  such  time  and  (ii)  zero. 

"ICE  Currency  Adjusted  Accrued  Interest  Amount":  With  respect  to  any  Series  of  Notes,  an 
amount  e^ua!  to  the  annreriate  amount  of  interest  accrued,  at  the  applicable  Series  Interest  Rate,  during 
the  related  Interest  Accrual  Period  on  the  average  daily  ICE  Currency  Adjusted  Aggregate  Outstanding 
Amount  of  such  Series  of  Notes  during  the  preceding  Interest  Accrual  Period. 

"ICE  Currency  Adjusted  Aggregate  Outstanding  Amount":  When  used  with  respect  to  any  or 
all  of  the  Notes,  the  aggregate  principal  amount  of  such  Notes  when  issued,  as  expressed  in  their 
currency  of  denomination  and  thereafter  decreased: 

(i)  with  respect  to  any  ICE  Credit  Event  Adjustment  Amount  or  Notional  Principal  Adjustment 
Amount,  by  an  amount  equal  the  product  of  (a)  such  Notes'  allocation  of  any  ICE  Credit 
Event  Adjustment  Amount  or  Notional  Principal  Adjustment  Amount,  as  described  in  the 
definition  of  "ICE  Aggregate  USD  Equivalent  Outstanding  Amount",  as  applicable,  and 
(b)  the  Applicable  Series  Foreign  Exchange  Rate; 

(ii)  on  the  Stated  Maturity  with  respect  to  a  Series  of  Notes,  after  giving  effect  io  any 
reductions  pursuant  to  subclause  (i)  above,  by  the  ICE  Currency  Adjusted  Aggregate 
Outstanding  Amount  of  such  Notes;  and 

(iii)  in  connection  with  a  Partial  Optional  Redemption  of  such  Notes,  after  giving  effect  to  any 
reductions  pursuant  to  subclauses  (i)  and  (ii)  above,  by  the  ICE  Currency  Adjusted 
Aggregate  Outstanding  Amount  of  such  Notes  redeemed  in  connection  with  such  Partial 
Optional  Redemption. 

"ICE  Currency  Adjusted  Aggregate  Outstanding  Amount  Differential":  An  amount  equal  to, 
with  respect  any  Series  of  Notes,  at  any  time  of  determination,  the  greater  of  (i)  the  ICE  Currency 
Adjusted  Aggregate  Outstanding  Amount  of  such  Series  at  such  time  less  the  Currency  Adjusted 
Aggregate  Outstanding  Amount  of  such  Series  at  such  time  and  (ii)  zero. 

"ICE  Currency  Adjusted  Interest  Differential":  With  respect  to  any  Series  of  Notes  of  any 
Class,  an  amount  equal  to  (i)  the  ICE  Currency  Adjusted  Accrued  Interest  Amount  less  (ii)  the  Interest 
Distribution  Amount  (other  than  with  respect  to  clause  (d)  of  the  definition  thereof)  with  respect  to  such 
Series  of  Notes. 

"ICE  Currency  Adjusted  Interest  Reimbursement  Amount":  On  any  Payment  Date,  an 
amount  equal  to  the  aggregate  of,  with  respect  to  any  Series  of  Notes,  the  products  of: 

(i)  the  ICE  Currency  Adjusted  Reimbursable  Interest  Amount  relating  to  such  Series  of  Notes 
on  such  Payment  Date  (prior  to  giving  effect  to  subclause  (D)  in  the  definition  thereof  on 
such  Payment  Date);  and 
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(ii)  the  lesser  of  (a)  1  or  (b)  a  fraction,  the  numerator  of  which  is,  if  greater  than  zero,  (1)  the 

aggregate  Unsealed  Reinstatement  Adjustment  Amount  of  the  Class  related  to  such 
Series  determined  by  the  Credit  Default  Swap  Calculation  Agent  during  the  related  Due 
Period  less  (2)  the  aggregate  Unsealed  Credit  Event  Adjustment  Amount  of  the  Class 
related  to  such  Series  with  respect  to  Credit  Events  determined  by  the  Credit  Default 
Swap  Calculation  Agent  during  the  related  Due  Period,  and  the  denominator  of  which  is 
the  ICE  Class  Notional  Amount  Differential  of  the  Class  related  to  such  Series  on  the 
Determination  Date  immediately  prior  to  the  previous  Payment  Date;  provided,  however, 
that  if  such  ICE  Class  Notional  Amount  Differential  on  the  Determination  Date 
immediately  prior  to  the  previous  Payment  Date  is  zero,  then  this  subclause  (ii)  will  be 
deemed  to  have  a  value  of  zero. 

"ICE  Currency  Adjusted  Reimbursable  Interest  Amount":  On  the  Closing  Date  and  with 
respect  to  any  Series  of  Notes,  zero.  On  any  Payment  Date  thereafter,  the  ICE  Currency  Adjusted 
Reimbursable  Interest  Amount  with  respect  to  any  Series  shall  equal  the  sum  of: 

(A)  the  product  of  (i)  the  ICE  Currency  Adjusted  Reimbursable  Interest  Amount  with  respect 
to  such  Series  on  the  immediately  preceding  Payment  Date  (or,  in  the  case  of  the  first 
Payment  Date,  the  Closing  Date)  (after  giving  effect  to  any  adjustments  on  the  preceding 
Payment  Date  or  the  Closing  Date,  as  the  case  may  be,  in  accordance  with  this 
definition)  and  (ii)  one  plus  the  product  of  (a)  the  Series  Interest  Rate  with  respect  to 
such  Series  and  (b)  the  applicable  Day  Count  Fraction;  plus 

(B)  the  ICE  Currency  Adjusted  Interest  Differential  related  to  the  immediately  preceding 
Interest  Accrual  Period;  minus 

(C)  with  respect  to  any  Reference  Obligation  that  was  removed  from  the  Reference  Portfolio 
during  the  preceding  Due  Period  (if  any),  any  ICE  Currency  Adjusted  Reimbursable 
Interest  Amount  corresponding  to  the  sum  of  any  Loss  Amounts  determined  with  respeci 
to  such  Reference  Obligation  that  have  not  been  subsequently  reimbursed;  provided 
that,  for  the  avoidance  of  doubt,  this  section  (C)  will  only  be  applicable  if  an  ICE  Loss 
Amount  with  respect  to  such  Series  has  been  calculated  in  connection  with  such 
removal;  minus 

(D)  any  ICE  Currency  Adjusted  Interest  Reimbursement  Amount  (including,  for  the  avoidance 
of  doubt,  as  a  component  of  any  Optional  Redemption  Reimbursement  Amount)  paid  to 
such  Series  of  Notes  of  such  Class  on  such  Payment  Date. 

"ICE  Loss  Amount":  On  (i)  any  Credit  Default  Swap  Calculation  Date,  with  respect  to  a  Credit 
Event,  the  ICE  Loss  Amount  will  be  zero;  and  (ii)  any  Business  Day  on  which  a  Reference  Obligation  for 
which  one  or  more  Credit  Events  has  occurred  is  removed  from  the  Reference  Portfolio,  the  sum  of  any 
Loss  Amounts  that  have  not  been  subsequently  reimbursed  with  respect  to  such  Reference  Obligation 
prior  to  such  removal;  provided  that,  with  respect  to  any  Reference  Obligation  not  denominated  in  Dollars, 
the  ICE  Loss  Amount  shall  equal  the  product  of  (a)  the  ICE  Loss  Amount  denominated  in  such  other 
currency  determined  under  subclauses  (i)  and  (ii)  above  and  (b)  the  applicable  Notional  Foreign 
Exchange  Rate. 

"ICE  Reference  Obligation  Notional  Amount":  With  respect  to  any  Reference  Obligation,  an 
amount  equal  to  the  Initial  Reference  Obligation  Notional  Amount  on  the  Closing  Date  and  that  will  be 
decreased  on  each  day  on  which  a  Principal  Payment  or  a  Reference  Obligation  Repayment  Amount  is 
determined  by  the  Credit  Default  Swap  Calculation  Agent,  by  the  relevant  Reference  Obligation 
Amortization  Amount. 
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"ICE  Reference  Obligation  Notional  Amount  Differential":  With  respect  to  any  Reference 
Obligation,  the  (i)  ICE  Reference  Obligation  Notional  Amount  of  such  Reference  Obligation  less  (ii)  the 
Reference  Obligation  Notional  Amount  of  such  Reference  Obligation. 

"Implied  Rating":  In  the  case  of  a  rating  of  a  Reference  Obligation  by  a  Rating  Agency,  a  rating 
that  is  determined  by  reference  to  any  publicly  available,  fully  monitored  rating  by  another  rating  agency 
that,  by  its  terms,  addresses  the  full  scope  of  the  payment  promise  of  the  obligor. 

"Implied  Writedown  Amount":  For  each  Reference  Obligation,  (i)  if  the  related  Underlying 
Instruments  do  not  provide  for  writedowns,  applied  losses,  principal  deficiencies  or  realized  losses  as 
described  in  clause  (i)  of  the  definition  of  "Writedown"  to  occur  in  respect  of  such  Reference  Obligation, 
on  any  Reference  Obligation  Payment  Date,  an  amount  determined  by  the  Credit  Default  Swap 
Calculation  Agent  equal  to  the  excess,  if  any,  of  the  Current  Period  Implied  Writedown  Amount  over  the 
Previous  Period  Implied  Writedown  Amount,  in  each  case  in  respect  of  such  Reference  Obligation 
Calculation  Period  to  which  such  Reference  Obligation  Payment  Date  relates,  and  (ii)  in  any  other  case, 
zero. 

"Implied  Writedown  Percentage":  For  each  Reference  Obligation,  the  ratio  of  (i)  the  related 
Reference  Obligation  Outstanding  Principal  Amount  divided  by  (ii)  the  related  Pari  Passu  Amount. 

"Implied  Writedown  Reimbursement  Amount":  With  respect  to  any  Reference  Obligation,  (i)  if 
the  related  Underlying  Instruments  do  not  provide  for  writedowns,  applied  losses,  principal  deficiencies  or 
realized  losses  as  described  in  (i)  of  the  definition  of  "Writedown"  to  occur  in  respect  of  such  Reference 
Obligation,  on  any  Reference  Obligation  Payment  Date  for  such  Reference  Obligation,  an  amount 
determined  by  the  Credit  Default  Swap  Calculation  Agent  equal  to  the  excess,  if  any,  of  the  Previous 
Period  Implied  Writedown  Amount  for  such  Reference  Obligation  over  the  Current  Period  Implied 
Writedown  Amount  for  such  Reference  Obligation,  in  each  case  in  respect  of  the  related  Reference 
Obligation  Calculation  Period  to  which  such  Reference  Obligation  Payment  Date  relates,  and  (ii)  in  any 
other  case,  zero;  provided  that  the  aggregate  of  all  Implied  Writedown  Reimbursement  Amounts  at  any 
time  with  respect  to  a  Reference  Obligation  shall  not  exceed  the  Reference  Obligation  Outstanding 
Principal  Amount. 

"Independent":  As  to  any  Person,  any  other  Person  (including  a  firm  of  accountants  or  lawyers 
and  any  member  thereof)  who  (i)  does  not  have  and  is  not  committed  to  acquire  any  material  direct  or  any 
material  indirect  financial  interest  in  such  Person  or  in  any  Affiliate  of  such  Person,  (ii)  is  not  connected 
with  such  Person  as  an  officer,  employee,  promoter,  underwriter,  voting  trustee,  partner,  director  or 
Person  performing  similar  functions  and  (iii)  is  not  Affiliated  with  a  firm  that  fails  to  satisfy  the  criteria  set 
forth  in  (i)  and  (ii).  "Independent"  when  used  with  respect  to  any  accountant  may  include  an  accountant 
who  audits  the  books  of  any  Person  if  in  addition  to  satisfying  the  criteria  set  forth  above  the  accountant  is 
independent  with  respect  to  such  Person  within  the  meaning  of  Rule  101  of  the  Code  of  Ethics  of  the 
American  Institute  of  Certified  Public  Accountants. 

"Initial  Class  Notional  Amount":  With  respect  to:  (i)  the  Class  SS  Notes,  $1,100,000,000; 
00  the  Class  A-1  Notes,  $200,000,000;  (iii)  the  Class  A-2  Notes,  $280,000,000;  (iv)  the  Class  B  Notes, 
$60,000,000;  (v)  the  Class  C  Notes,  $100,000,000;  (vi)  the  Class  D  Notes,  $60,000,000;  and  (vii)  the 
Class  FL  Notes,  $200,000,000;  in  each  case  denominated  in  Dollars  or  the  USD  Equivalent  of  any 
Approved  Currency  other  than  Dollars. 

"Initial  Face  Amount":  For  each  Reference  Obligation,  an  amount  as  specified  in  the  Reference 
Obligation  Registry  at  the  time  of  inclusion  of  such  Reference  Obligation  in  the  Reference  Portfolio,  or,,  if 
such  Reference  Obligation  is  not  denominated  in  Dollars,  the  product  of  (i)  such  amount  and  (ii)  the 
applicable  Notional  Foreign  Exchange  Rate. 

"Initial  Factor":  For  each  Reference  Obligation,  the  factor  for  such  Reference  Obligation  on  the 
Closing  Date,  as  specified  in  the  Reference  Obligation  Registry. 
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"Initial  Purchaser":  Goldman,  Sachs  &  Co. 

"Initial  Reference  Obligation  Notional  Amount":  For  (i)  each  Dollar  denominated  Reference 
Obligation,  the  notional  amount  of  such  Reference  Obligation  as  recorded  in  the  Reference  Obligation 
Registry,  and  (ii)  each  Reference  Obligation  denominated  in  a  currency  other  than  Dollars,  the  product  of 
(a)  the  notional  amount  of  such  Reference  Obligation  denominated  in  such  other  currency  as  recorded  in 
the  Reference  Obligation  Registry  and  (b)  its  Notional  Foreign  Exchange  Rate,  in  each  case  as  of  the 
time  of  inclusion  of  such  Reference  Obligation  in  the  Reference  Portfolio. 

"Initial  Reference  Portfolio":  The  portfolio  of  Reference  Obligations  on  the  Closing  Date. 

"Initial  Reference  Portfolio  Notional  Amount":  The  aggregate  Reference  Obligation  Notional 
Amount  of  the  Initial  Reference  Portfolio. 

"Insurer":  With  respect  to  any  Reference  Obligation,  the  Insurer  set  out  in  Schedule  A  with 
respect  to  such  Reference  Obligation. 

"Interest  Accrual  Period":  The  period  from  and  including  the  Closing  Date  to  but  excluding  the 
first  Payment  Date,  and  each  successive  period  from  and  including  each  Payment  Date  to  but  excluding 
the  following  Payment  Date  (except  with  respect  to  the  Payment  Date  preceding  the  Stated  Maturity  or 
the  Mandatory  Redemption  Date,  as  the  case  may  be,  to  but  excluding  the  Stated  Maturity  or  the 
Mandatory  Redemption  Date,  as  the  case  may  be). 

"Interest  Distribution  Amount":  With  respect  to  any  Payment  Date  and  with  respect  to  any 
Series  of  Notes,  the  sum  of: 

(a)  the  aggregate  amount  of  interest  accrued,  at  the  applicable  Series  Interest  Rate,  during 
the  related  Interest  Accrual  Period  on  the  average  daily  Currency  Adjusted  Aggregate 
Outstanding  Amount  of  such  Series  of  Notes  during  the  preceding  Interest  Accrual 
Period; 

(b)  the  aggregate  amount  of  interest  accrued,  at  the  applicable  Series  Interest  Rate,  during 
the  related  Interest  Accrual  Period,  on  any  Defaulted  Interest  relating  to  such  Series  of 
Notes; 

(c)  any  Defaulted  Interest  relating  to  such  Series  of  Notes;  and 

(d)  any  ICE  Currency  Adjusted  Interest  Reimbursement  Amount  allocable  to  such  Series. 

"Interest  Proceeds":  With  respect  to  any  Payment  Date  (including  the  Optional  Redemption 
Date  or  any  Partial  Optional  Redemption  Date,  the  Mandatory  Redemption  Date  and/or  the  Stated 
Maturity),  without  duplication: 

(i)  the  portion  of  the  Collateral  Interest  Amount  actually  received  during  the  related  Due 

Period; 

(ii)         the  Monthly  Basis  Swap  Payment  received  on  such  Payment  Date; 

(iii)  the  Fixed  Payment  (for  the  avoidance  of  doubt,  excluding  those  related  amounts 
deposited  in  the  CDS  Issuer  Fixed  Payment  Subaccount  on  such  Payment  Date  but 
including  those  related  amounts  released  from  the  CDS  Issuer  Fixed  Payment 
Subaccount  on  such  Payment  Date)  with  respect  to  such  Payment  Date; 
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(iv)  any  ICE  Currency  Adjusted  Interest  Reimbursement  Amounts  received  during  the  related 
Due  Period; 

(v)  after  an  event  of  default,  as  such  term  is  defined  under  the  Collateral  Put  Agreement,  any 
interest  payment  received  by  the  Issuer  from  the  Posted  Collateral  during  the  related  Due 
Period  (but  not  to  exceed  the  amount  of  the  Collateral  Put  Provider's  obligations  owed  to 
the  Issuer);  and 

(vi)  all  payments  of  principal  on  Eligible  Investments  purchased  with  the  proceeds  of  any  of 
items  (0,  (ii),  ("D.  (iv)  and  (v)  of  this  definition  (without  duplication)  received  during  the 
related  Due  Period; 

provided,  that,  prior  to  an  event  of  default,  as  such  term  is  defined  in  the  Collateral  Put  Agreement,  any 
payments  received  by  the  Issuer  under  the  Posted  Collateral  shall  not  constitute  "Interest  Proceeds"  and 
such  amounts  shall  be  deposited  in  the  Collateral  Put  Provider  Account  and  be  treated  in  accordance  with 

"Investment  Company  Act":  The  U.S.  Investment  Company  Act  of  1940,  as  amended. 

"ISDA  Credit  Derivatives  Definitions":  The  2003  Credit  Derivative  Definitions  published  by  the 
International  Swap  and  Derivatives  Association,  Inc.,  as  supplemented  by  the  May  2003  Supplement  to 
the  2003  Credit  Derivatives  Definitions. 

"Issuer  Assets":  All  money  (except  for  money,  securities,  investments  and  agreements  in  the 
Issuer's  bank  account  in  the  Cayman  Islands),  instruments  and  other  property  and  rights,  including, 
without  limitation,  the  Collateral  and  the  Issuer's  rights  under  the  Credit  Default  Swap,  the  Basis  Swap, 
the  Collateral  Put  Agreement,  the  Collateral  Disposal  Agreement  and  the  Portfolio  Selection  Agreement, 
subject  to  or  intended  to  be  subject  to  the  lien  of  the  Indenture  for  the  benefit  of  the  Secured  Parties  as  of 
any  particular  time,  including  all  Proceeds  thereof  and  the  rights,  title  and  interest  granted  by  the  Issuer  to 
the  Trustee  under  the  Indenture. 

"Issuer  Note  Register:  The  register  maintained  by  the  Issuing  and  Paying  Agent  or  any  Issuer 
Note  Registrar  with  respect  to  the  Issuer  Notes  under  the  Issuing  and  Paying  Agency  Agreement. 

"Issuer  Note  Registrar":  The  agent  appointed  by  the  Issuer  under  the  Issuing  and  Paying 
Agency  Agreement  to  act  as  note  registrar  for  the  purpose  of  registering  and  recording  in  the  Issuer  Note 
Register  the  Issuer  Notes  and  transfers  of  such  Notes. 

"Issuer  Notes":  Collectively,  the  Class  A-2  Notes,  the  Class  B  Notes,  the  Class  C  Note,  the 
Class  D  Notes  and  the  Class  FL  Notes. 

"JPY-LIBOR":  An  amount  determined  only  with  respect  to  any  Applicable  Period  for  which  Notes 
denominated  in  Yen  are  Outstanding.  For  purposes  of  calculating  the  Series  Interest  Rates  for  each 
Applicable  Period,  JPY-LIBOR  shall  equal  JPY-LIBOR  as  used  in  the  calculation  of  the  Monthly  Basis 
Swap  Payment  for  such  Applicable  Period.  For  purposes  of  calculating  the  Monthly  Basis  Swap  Payment 
for  each  Applicable  Period,  JPY-LIBOR  shall  be  calculated  by  the  Basis  Swap  Calculation  Agent  as 
follows: 

(a)  On  each  Applicable  Index  Determination  Date,  JPY-LIBOR  shall  equal  the  rate,  as 
-  obtained  by  the  Basis  Swap  Calculation  Agent,  for  deposits  in  Yen  for  the  Applicable 
Period  which  appears  on  Telerate  Page  3750  (as  defined  in  the  International  Swaps  and 
Derivatives  Association,  Inc.  2000  Interest  Rate  and  Currency  Exchange  Definitions),  or 
such  page  as  may  replace  Telerate  Page  3750,  as  of  11:00  a.m.  (New  York  time)  on 
such  Applicable  Index  Determination  Date. 
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(b)  If,  on  any  Applicable  Index  Determination  Date,  such  rate  does  not  appear  on  Telerate 
Page  3750,  or  such  page  as  may  replace  Telerate  Page  3750,  the  Basis  Swap 
Calculation  Agent  shall  determine  the  arithmetic  mean  of  the  offered  quotations  of  the 
Reference  Banks  to  leading  banks  in  the  London  interbank  market  for  deposits  in  Yen  for 
the  Applicable  Period  in  an  amount  determined  by  the  Basis  Swap  Calculation  Agent  by 
reference  to  requests  for  quotations  as  of  approximately  1 1 :00  a.m.  (New  York  time)  on 
the  Applicable  Index  Determination  Date  made  by  the  Basis  Swap  Calculation  Agent  to 
the  Reference  Banks.  If,  on  any  Applicable  Index  Determination  Date,  at  least  two  of  the 
Reference  Banks  provide  such  quotations,  JPY-LIBOR  shall  equal  such  arithmetic  mean 
of  such  quotations.  If,  on  any  Applicable  Index  Determination  Date,  only  one  or  none  of 
the  Reference  Banks  provides  such  quotations,  JPY-LIBOR  shall  be  deemed  to  be  the 
arithmetic  mean  of  the  offered  quotations  that  leading  banks  in  Tokyo  selected  by  the 
Basis  Swap  Calculation  Agent  are  quoting  on  the  relevant  Applicable  Index 
Determination  Date  for  loans  in  Yen  for  the  Applicable  Period  in  an  amount  determined 
by  the  Basis  Swap  Calculation  Agent  equal  to  an  amount  that  is  representative  for  a 
single  transaction  in  such  market  at  such  time  to  leading  European  banks;  provided, 
however,  that  if  the  Basis  Swap  Calculation  Agent  is  required  but  is  unable  to  determine 
a  rate  in  accordance  with  at  least  one  of  the  procedures  provided  above,  JPY-LIBOR 
shall  be  JPY-LIBOR  as  determined  on  the  most  recent  date  JPY-LIBOR  was  available. 
As  used  herein,  "Reference  Banks"  means  four  major  banks  in  the  London  interbank 
market  selected  by  the  Basis  Swap  Calculation  Agent. 

(c)  The  Basis  Swap  Calculation  Agent  shall  provide  JPY-LIBOR  to  the  Note  Calculation 
Agent  as  promptly  as  practicable  following  the  determination  thereof.  As  soon  as  possible 
after  11:00  a.m.  (New  York  time)  on  each  Applicable  Index  Determination  Date,  but  in  no 
event  later  than  1 1 :00  a.m.  (New  York  time)  on  the  Business  Day  immediately  following 
each  Applicable  Index  Determination  Date,  the  Note  Calculation  Agent  will  cause  notice 
of  the  Series  Interest  Rates  for  the  next  Interest  Accrual  Period  and  the  Series  Interest 
Amounts  (rounded  to  the  nearest  cent,  with  half  a  cent  being  rounded  upward)  on  the 
related  Payment  Date  to  be  communicated  to  the  Issuers,  the  Trustee,  the  issuing  and 
Paying  Agent,  Euroclear,  Clearstream  and  the  paying  agents.  The  Note  Calculation 
Agent  will  also  specify  to  the  Issuers  the  quotations  upon  which  the  Series  Interest  Rates 
are  based,  and  in  any  event  the  Note  Calculation  Agent  shall  notify  the  Issuers  before 
5:00  p.m.  (New  York  time)  on  each  Applicable  Index  Determination  Date  if  it  has  not 
determined  and  is  not  in  the  process  of  determining  the  Series  Interest  Rates  and  the 
Series  Interest  Amounts,  together  with  its  reasons  therefor. 

"Legal  Final  Maturity  Date":  With  respect  to  any  Reference  Obligation,  the  "Rated  Final  Maturity 
Date"  set  out  in  Schedule  A  with  respect  to  such  Reference  Obligation  (subject,  for  the  avoidance  of 
doubt,  to  any  business  day  convention  applicable  to  the  legal  final  maturity  date  of  the  Reference 
Obligation),  pro vided  that  if  the  legal  final  maturity  date  of  the  Reference  Obligation  is  amended,  the  Legal 
Final  Maturity  Date  shall  be  such  date  as  amended. 

"LIBOR":  An  amount  determined  only  with  respect  to  any  Applicable  Period  for  which  Notes 
denominated  in  Dollars  are  Outstanding.  For  purposes  of  calculating  the  Series  Interest  Rates  for  each 
Applicable  Period,  LIBOR  shall  equal  LIBOR  as  used  in  the  calculation  of  the  Monthly  Basis  Swap 
Payment  for  such  Applicable  Period.  For  purposes  of  calculating  the  Monthly  Basis  Swap  Payment  for 
each  Applicable  Period,  LIBOR  shall  be  calculated  by  the  Basis  Swap  Calculation  Agent  as  follows: 

(a)  On  each  Applicable  Index  Determination  Date,  LIBOR  shall  equal  the  rate,  as  obtained 
by  the  Basis  Swap  Calculation  Agent,  for  Eurodollar  deposits  for  the  Applicable  Period 
which  appears  on  Telerate  Page  3750  (as  defined  in  the  International  Swaps  and 
Derivatives  Association,  Inc.  2000  Interest  Rate  and  Currency  Exchange  Definitions),  or 
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such  page  as  may  replace  Telerate  Page  3750,  as  of  11:00  a.m.  (New  York  time)  on 
such  Applicable  Index  Determination  Date. 

(b)  If,  on  any  Applicable  Index  Determination  Date,  such  rate  does  not  appear  on  Telerate 
Page  3750,  or  such  page  as  may  replace  Telerate  Page  3750,  the  Basis  Swap 
Calculation  Agent  shall  determine  the  arithmetic  mean  of  the  offered  quotations  of  the 
Reference  Banks  to  leading  banks  in  the  London  interbank  market  for  Eurodollar 
deposits  for  the  Applicable  Period  in  an  amount  determined  by  the  Basis  Swap 
Calculation  Agent  by  reference  to  requests  for  quotations  as  of  approximately  11:00  a.m. 
(New  York  time)  on  the  Applicable  Index  Determination  Date  made  by  the  Basis  Swap 
Calculation  Agent  to  the  Reference  Banks.  If,  on  any  Applicable  Index  Determination 
Date,  at  least  two  of  the  Reference  Banks  provide  such  quotations,  LIBOR  shall  equal 
such  arithmetic  mean  of  such  quotations.  If,  on  any  Applicable  Index  Determination 
Date,  only  one  or  none  of  the  Reference  Banks  provides  such  quotations,  LIBOR  shall 
be  deemed  to  be  the  arithmetic  mean  of  the  offered  quotations  that  leading  banks  in  the 
City  of  New  York  selected  by  the  Basis  Swap  Calculation  Agent  are  quoting  on  the 
relevant  Applicable  Index  Determination  Date  for  Eurodollar  deposits  for  the  Applicable 
Period  in  an  amount  determined  by  the  Basis  Swap  Calculation  Agent  by  reference  to 
the  principal  London  offices  of  leading  banks  in  the  London  interbank  market;  provided, 
however,  that  if  the  Basis  Swap  Calculation  Agent  is  required  but  is  unable  to  determine 
a  rate  in  accordance  with  at  least  one  of  the  procedures  provided  above,  LIBOR  shall  be 
LIBOR  as  determined  on  the  most  recent  date  LIBOR  was  available.  As  used  herein, 
"Reference  Banks"  means  four  major  banks  in  the  London  interbank  market  selected  by 
the  Basis  Swap  Calculation  Agent. 

(c)  The  Basis  Swap  Calculation  Agent  shall  provide  LIBOR  to  the  Note  Calculation  Agent  as 
promptly  as  practicable  following  the  determination  thereof.  As  soon  as  possible  after 
11:00  a.m.  (New  York  time)  on  each  Applicable  Index  Determination  Date,  but  in  no 
event  later  than  11:00  a.m.  (New  York  time)  on  the  Business  Day  immediately  following 
each  Applicable  index  Determination  Date,  the  Note  Calculation  Agent  will  cause  notice 
of  the  Series  Interest  Rates  for  the  next  Interest  Accrual  Period  and  the  Series  Interest 
Amounts  (rounded  to  the  nearest  cent,  with  half  a  cent  being  rounded  upward)  on  the 
related  Payment  Date  to  be  communicated  to  the  Issuers,  the  Trustee,  the  Issuing  and 
Paying  Agent,  Euroclear,  Clearstream  and  the  paying  agents.  The  Note  Calculation 
Agent  will  also  specify  to  the  Issuers  the  quotations  upon  which  the  Series  Interest  Rates 
are  based,  and  in  any  event  the  Note  Calculation  Agent  shall  notify  the  Issuers  before 
5:00  p.m.  (New  York  time)  on  each  Applicable  Index  Determination  Date  if  it  has  not 
determined  and  is  not  in  the  process  of  determining  the  Series  Interest  Rates  and  the 
Series  Interest  Amounts,  together  with  its  reasons  therefor. 

"London  Banking  Day":  A  day  on  which  commercial  banks  are  open  for  general  business 
(including  dealings  in  foreign  exchange  and  foreign  currency  deposits)  in  London. 

"Majority":  With  respect  to  the  Notes  or  any  Class  thereof,  the  Holders  of  more  than  50%  of  the 
Aggregate  USD  Equivalent  Outstanding  Amount  of  the  Notes  or  of  such  Class,  as  the  case  may  be. 

"Makewhole  Amount":  In  connection  with  an  Optional  Redemption  in  Whole  prior  to  the 
Payment  Date  in  April  2010,  an  amount  calculated  by  the  Trustee  equal  to  the  net  present  value  of  a 
stream  of  fixed  payments,  such  fixed  payments  being  the  Portfolio  Selection  Fees  related  to  the  Notes 
being  redeemed,  that  would  have  been  payable  to  the  Portfolio  Selection  Agent  from  the  redemption  date 
to  the  Payment  Date  in  April  2010,  discounted  from  and  including  the  date  of  calculation  to  but  excluding 
the  Payment  Date  in  April  2010,  (x)  at  the  applicable  rate  (the  "LIBOR  Swap  Rate")  on  London  interbank 
offered  rate  swap  agreements  ("LIBOR  Swaps")  (determined,  if  necessary,  by  interpolating  linearly 
between  the  LIBOR  Swap  and  the  term  closest  to  and  greater  than  the  time  from  the  redemption  date  to 
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the  Payment  Date  in  April  2010  and  the  LIBOR  Swap  with  the  term  closest  to  and  less  than  the  time  from 
the  redemption  date  to  the  Payment  Date  in  April  2010  as  reported  on  page  19901  on  the  Telerate 
Access  Service  (or  any  successor  page  on  such  service)  as  of  10:00  a.m.  (New  York  time)  on  the  tenth 
Business  Day  preceding  the  related  redemption  date  or  (y)  if  such  LIBOR  Swap  Rates  are  not  reported  or 
are  not  ascertainable,  the  LIBOR  Swap  Rate  as  determined  by  the  Calculation  Agent  in  accordance  with 
the  calculation  of  LIBOR. 

"Maximum  Redemption  Refund  Amount":  With  respect  to  the  Stated  Maturity  of  any  Series  of 
Notes  or  in  connection  with  a  Mandatory  Redemption  caused  by  a  termination  of  the  Credit  Default  Swap 
as  a  result  of  a  default  by  the  Protection  Buyer,  a  termination  of  the  Collateral  Put  Agreement  as  a  result 
of  a  default  by  the  Collateral  Put  Provider  or  a  termination  of  the  Basis  Swap  as  a  result  of  a  default  by 
the  Basis  Swap  Counterparty,  if  an  ICE  Reference  Obligation  Notional  Amount  Differential  is  greater  than 
zero  with  respect  to  one  or  more  Reference  Obligations  (a)  that  remain  in  the  Reference  Portfolio  at  such 
time  of  determination,  (b)  with  respect  to  which  the  ICE  Reference  Obligation  Notional  Amount  Differential 
was  equal  to  zero  on  the  day  that  was  one  calendar  year  prior  to  such  time  of  determination,  (c)  that,  at 
the  time  of  such  determination,  has  an  Actual  Rating  above  (1)  if  rated  by  Moody's,  "Ca"  or  (2)  if  rated  by 
S&P,  "CC"  and  (d)  with  respect  to  which  no  Credit  Event  (other  than  a  Writedown)  has  occurred  at  any 
time  on  or  prior  to  such  time  of  determination,  an  amount,  if  greater  than  zero,  equal  to  the  aggregate  of 
the  differences,  determined  for  each  such  Reference  Obligation,  of  (i)  the  ICE  Reference  Obligation 
Notional  Amount  Differential  of  such  Reference  Obligation  and  (ii)  if  greater  than  zero,  the  ICE  Reference 
Obligation  Notional  Amount  of  such  Reference  Obligation  less  the  related  Current  Dollar  Price. 

"Moody's":  Moody's  Investors  Service,  Inc.  and  any  successor  or  successors  thereto. 

"Moody's  Rating":  The  following  definition  of  "Moody's  Rating"  has  been  provided  to  the  Issuer 
by  Moody's  and  capitalized  terms  used  therein  with  respect  to  types  of  securities  have  the  meanings 
ascribed  thereto  by  Moody's.  With  respect  to  an  Obligation,  a  rating  to  be  determined  as  follows: 

(1)  if  such  Obligation  has  an  expressly  monitored  outstanding  rating  assigned  by  Moody's, 
which  rating  by  its  terms  addresses  the  full  scope  of  the  payment  promise  of  the  obligor 
of  such  Obligation,  the  Moody's  Rating  shall  be  such  rating,  or  if  such  Obligation  is  not 
rated  by  Moody's,  but  a  request  has  been  made  to  Moody's  for  a  rating  to  such 
Obligation,  the  Moody's  Rating  shall  be  the  rating  so  assigned  by  Moody's;  provided  that 
for  purposes  of  this  definition, 

(i)  the  rating  assigned  by  Moody's  to  an  Obligation  placed  on  watch  for  possible 

downgrade  by  Moody's  will  be  deemed  to  have  been  downgraded  by  two 
subcategories,  and 

(ii)  the  rating  assigned  by  Moody's  to  an  Obligation  placed  on  watch  for  possible 
upgrade  by  Moody's  will  be  deemed  to  have  been  upgraded  by  two 
subcategories;  provided  that  an  Obligation  rated  "Aa1"  by  Moody's  that  is  placed 
on  watch  for  possible  upgrade  by  Moody's  will  be  deemed  to  have  been 
upgraded  by  one  rating  subcategory;  and 

(2)  (i)  if  such  Obligation  is  not  rated  by  Moody's  but  is  rated  by  S&P,  then  the  Moody's 

Rating  of  such  Obligation  may  be  an  Implied  Rating  determined  by  subtracting 
the  number  of  subcategories  from  the  Moody's  equivalent  rating  according  to  the 
following  table  ("notching"): 
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ASSET  CLASS 

AAA  to 
AA- 

A+to 
BBB- 

Below 
BBB- 

Asset  Backed 

Agricultural  and  Industrial 
Equipment  loans 

1 

2 

3 

Aircraft  and  Auto  leases 

2 

3 

4 

Arena  and  Stadium  Financing 

2 

3 

Auto  loan 

2 

3 

Boat,  Motorcycle,  RV,  Truck 

2 

3 

Computer,  Equipment  and  Small- 
ticket  item  leases 

2 

3 

Consumer  Loans 

3 

4 

Credit  Card 

2 

3 

Cross-border  transactions 

2 

3 

Entertainment  Royalties 

2 

3 

Floor  Plan 

2 

3 

Franchise  Loans 

2 

4 

Future  Receivables 

1 

2 

Health  Care  Receivables 

2 

3 

Manufactured  Housing 

2 

3 

Mutual  Fund  Fees 

2 

4 

Small  Business  Loans 

2 

3 

Stranded  Utilities 

2 

3 

Structured  Settlements 

2 

3 

Student  Loan 

2 

3 

Tax  Liens 

2 

3 

Trade  Receivables 

2 

3 

4 

AAA 

AA+to 
BBB- 

Below 
BBB- 

Residential  Mortgage  Related 

Jumbo  A 

1 

2 

3 

Alt-A  or  mixed  pools 

1 

3 

4 

HEL  (including  Residential  B&C) 

1 

2 

3 

if  such  Obligation  is  dual-rated  Jumbo  A  or  Alt-A,  the  Moody's  Rating  shall  be  the 
rating  determined  in  subclause  (i)  above,  plus  one-half  of  a  subcategory; 
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if  such  Obligation  is  not  rated  by  Moody's  but  is  rated  by  S&P  and  is  a 
Commercial  Mortgage-Backed  Security,  the  Moody's  Rating  of  such  Obligation 
may  be  determined  by  subtracting  the  number  of  subcategories  from  the 
Moody's  equivalent  rating  according  to  the  following  table: 


Tranche  rated  by  S&P;  no 
tranche  in  deal  rated  by  Moody's 

Tranche  rated  by  S&P;  at  least 
one  other  tranche  in  deal  rated 
by  Moody's 

Commercial  Mortgage  Backed  Securities 

Conduit1 

2  notches  from  S&P 

1 .52  notches  from  S&P 

Credit  Tenant  Lease 

Follow  corporate  notching 
practice 

Follow  corporate  notching 
practice 

Large  Loan 

No  notching  permitted 

1  For  purposes  of  the  "Moody's  Rating",  conduits  are  defined  as  fixed  rate,  sequential  pay,  multi-borrower  transactions  having  a 
Herfindahl  score  of  40  or  higher  at  the  loan  level  with  all  collateral  including  conduit  loans,  A  notes,  large  loans,  Credit  Tenant 
Leases  and  any  other  real  estate  collateral  factored  in. 

2  A  1 .5  notch  haircut  implies,  for  example,  that  if  the  S&P  rating  were  BBB,  then  the  Moody's  Rating  would  be  halfway  between  the 
Baa3  and  Ba1  rating  factors. 

(iv)        if  such  Obligation  is  a  CDO  Cashflow  Security,  no  notching  is  permitted  and  the 
Moody's  Rating  shall  be  the  rating  so  assigned  by  Moody's; 

provided  that  (1)  any  ratings  by  S&P  used  to  determined  a  Moody's  Ratings  shall  (a)  address  the  full 
return  of  interest  and  principal;  (b)  be  for  the  benefit  of  multiple  investors  and  remain  valid  if  the  Obligation 
is  transferred  to  subsequent  investors;  (c)  be  actually  expressly  monitored  ratings  rather  than  any  "credit 
estimate"  or  "shadow  rating"  and  (d)  be  monitored  through  the  life  of  the  Obligation  and  (2)  no  notching  is 
permitted  based  upon  a  rating  by  S&P  with  an  "r",  "t"  or  "Pi"  subscript;  and  provided,  further,  that  the 
aggregate  Reference  Obligation  Notional  Amount  of  Reference  Obligations  that  may  be  given  a  Moody's 
Rating  based  on  Reference  Obligations  rated  by  only  S&P  may  not  exceed  7.5%  of  the  Initial  Reference 
Portfolio  Notional  Amount;  and  provided,  further,  that  Asset-Backed  Securities  or  Mortgage-Backed 
Securities,  other  than  those  listed  in  this  paragraph  (2)  and  any  RMBS  Agency  Securities,  shall  have  the 
rating  assigned  by  Moody's. 

"Moody's  Rating  Condition":  With  respect  to  any  proposed  action  to  be  taken  under  the 
Indenture  or  any  other  document  contemplated  by  the  Indenture,  a  condition  that  is  satisfied  when 
Moody's  has  confirmed  in  writing  to  the  Issuer  and/or  the  Trustee  that  an  immediate  withdrawal  or 
reduction  with  respect  to  any  then-current  rating  by  Moody's  of  any  Class  of  Notes  will  not  occur  as  a 
result  of  such  proposed  action. 

"Mortgage-Backed  Securities":  Any  Residential  Mortgage-Backed  Securities  or  Commercial 
Mortgage-Backed  Securities. 

"New  Zealand  Dollar",  "NZD"  or  "NZ$":  The  official  currency  of  New  Zealand. 

"Non-U.S.  Obligor":  An  issuer  or  obligor  of  a  Reference  Obligation  that  (0  is  not  a  Special 
Purpose  Vehicle  and  (ii)  is  organized  in  a  sovereign  jurisdiction  other  than  the  United  States  of  America. 

"Note  Payment  Sequence":  The  application,  in  accordance  with  the  Priority  of  Payments,  of 
Principal  Proceeds,  in  the  following  order:  to  the  payment  of  principal  of  the  Class  SS  Notes  until 
redeemed  or  otherwise  paid  in  full,  then  to  the  payment  of  principal  of  the  Class  A-1  Notes  until  redeemed 
or  otherwise  paid  in  full,  then  to  the  payment  of  principal  of  the  Class  A-2  Notes  until  redeemed  or 
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otherwise  paid  in  full,  then  to  the  payment  of  principal  of  the  Class  B  Notes  until  redeemed  or  otherwise 
paid  in  full,  then  to  the  payment  of  principal  of  the  Class  C  Notes  until  redeemed  or  otherwise  paid  in  full, 
then  to  the  payment  of  principal  of  the  Class  D  Notes  until  redeemed  or  otherwise  paid  in  full,  then  to  the 
payment  of  principal  of  the  Class  FL  Notes  until  redeemed  or  otherwise  paid  in  full;  provided  that  (0  with 
respect  to  any  Class  of  Notes  issued  in  more  than  one  Series,  allocation  of  principal  to  Notes  of  each 
related  Series  will  be  made  pro  rata  based  on  (a)  the  Aggregate  USD  Equivalent  Outstanding  Amount  of 
such  Notes  (other  than  in  connection  with  a  Mandatory  Redemption)  and  (b)  the  Dollar  equivalent 
principal  amount  of  such  Notes  determined  using  the  Spot  FX  Rate  as  of  the  third  Business  Day 
immediately  prior  to  such  Mandatory  Redemption  Date  (in  connection  with  a  Mandatory  Redemption)  and 
(ii)  principal  will  be  applied  to  Notes  in  the  Approved  Currency  in  which  such  Notes  are  denominated  up  to 
the  Currency  Adjusted  Aggregate  Outstanding  Amount  of  such  Notes. 

"Note  Register":  The  register  maintained  by  the  Trustee  or  any  Note  Registrar  with  respect  to 
the  Co-Issued  Notes  under  the  Indenture. 

"Note  Registrar":  The  agent  appointed  by  the  Issuer  under  the  Indenture  to  act  as  note  registrar 
for  the  purpose  of  registering  and  recording  in  the  Note  Register  the  Co-Issued  Notes  and  transfers  of 
such  Notes. 

"Note  Scaling  Factor":  On  any  date  of  determination,  with  respect  to  any  Class  of  Notes,  a 
fraction  equal  to  (0  the  Aggregate  USD  Equivalent  Outstanding  Amount  of  such  Class  of  Notes  on  such 
Date  divided  by  (ii)  the  Class  Notional  Amount  of  such  Class  of  Notes  on  such  date.  For  the  avoidance  of 
doubt,  the  Note  Scaling  Factor  may  exceed  1 . 

"Noteholder":  A  Holder  of  the  Notes  of  any  Class. 

"Noteholder  Communication  Notice":  A  notice  from  an  Originating  Noteholder  to  the  Trustee 
or  the  Issuing  and  Paying  Agent,  as  applicable,  the  contents  of  which  are  to  be  delivered  by  the  Trustee 
or  the  Issuing  and  Paying  Agent,  as  applicable  to  all  other  Noteholders  in  accordance  with  the  Indenture 
or  the  Issuing  and  Paying  Agency  Agreement,  as  applicable. 

"Notes":  Collectively,  the  Class  SS  Notes,  the  Class  A  Notes,  Class  B  Notes,  Class  C  Notes, 
Class  D  Notes  and  Class  FL  Notes. 

"Notice  of  Publicly  Available  Information":  An  irrevocable  notice  from  the  Protection  Buyer  to 
the  Trustee  (which  shall  forward  such  notice  to  the  Issuers,  the  Rating  Agencies  and  the  Collateral 
Disposal  Agent)  (which  may  be  by  telephone)  that  cites  Publicly  Available  Information  confirming  the 
occurrence  of  a  Credit  Event.  The  notice  must  contain  a  copy,  or  a  description  in  reasonable  detail,  of  the 
relevant  Publicly  Available  Information. 

"Notional  Foreign  Exchange  Rate":  The  Spot  FX  Rate  determined  as  of  the  Closing  Date. 

"Notional  Principal  Amount":  On  any  date  of  determination,  the  Reference  Obligation 
Amortization  Amounts. 

"NZD-BBR":  NZD-BBR  will  be  an  amount  determined  only  with  respect  to  any  Applicable  Period 
for  which  Notes  denominated  in  New  Zealand  Dollars  are  Outstanding.  For  purposes  of  calculating  the 
Issuance  Interest  Rates  for  each  Applicable  Period,  NZD-BBR  shall  equal  NZD-BBR  as  used  in  the 
calculation  of  the  Monthly  Basis  Swap  Payment  for  such  Applicable  Period.  For  purposes  of  calculating 
the  Monthly  Basis  Swap  Payment  for  each  Applicable  Period,  NZD-BBR  shall  be  calculated  by  the  Basis 
Swap  Calculation  Agent  as  follows: 

(a)        On  each  Applicable  Index  Determination  Date,  NZD-BBR  shall  equal  the  rate,  as  obtained 
by  the  Basis  Swap  Calculation  Agent,  for  deposits  in  New  Zealand  Dollar  bills  of 
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exchange  for  the  Applicable  Period  which  appears  on  the  Telerate  Page  2484  (as  defined 
in  the  International  Swaps  and  Derivatives  Association,  Inc.  2000  Interest  Rate  and 
Currency  Exchange  Definitions),  or  such  page  as  may  replace  Telerate  Page  2484,  as  of 
1 1 :00  a.m.  (Wellington  time)  on  such  Applicable  Index  Determination  Date. 

(b)  If,  on  any  Applicable  Index  Determination  Date,  such  rate  does  not  appear  on  Telerate 
Page  2484,  or  such  page  as  may  replace  Telerate  Page  2484,  the  Basis  Swap 
Calculation  Agent  shall  determine  the  arithmetic  mean  on  the  basis  of  the  bid  and  offered 
rates  of  the  Reference  Banks  for  New  Zealand  Dollar  bills  of  exchange  for  the  Applicable 
Period  in  an  amount  determined  by  the  Basis  Swap  Calculation  Agent  by  reference  to 
requests  for  quotations  as  of  approximately  11:00  a.m.  (Wellington  time)  on  the 
Applicable  Index  Determination  Date  made  by  the  Basis  Swap  Calculation  Agent  to  the 
principal  New  Zealand  office  of  each  of  the  Reference  Banks.  If,  on  any  Applicable  Index 
Determination  Date,  at  least  two  of  the  Reference  Banks  provide  sets  of  bid  and  offered 
rate  quotations,  NZD-BBR  shall  equal  the  arithmetic  mean  of  such  quotations.  If,  on  any 
AnnK/<nkin  inH<w  nctarminatinn  note  nniw  onp  nr  nnnfi  of  the  Reference  Banks  Drovides 

nUMIIWQUIV      II  l\A\s*\     WWIVI  iiii,imhwii^m*w,      v...y      —  ■  •—      — •      ■■ -  •      ----  -  . 

such  bid  and  offered  rate  quotations,  NZD-BBR  shall  be  the  arithmetic  mean  of  the  rates 
quoted  by  major  banks  in  New  Zealand  selected  by  the  Basis  Swap  Calculation  Agent,  at 
approximately  11:00  a.m.  (Wellington  time)  are  quoting  on  the  relevant  Applicable  Index 
Determination  Date  for  New  Zealand  Dollar  bills  of  exchange  for  the  Applicable  Period  in 
an  amount  determined  by  the  Basis  Swap  Calculation  Agent  equal  to  an  amount  that  is 
representative  for  a  single  transaction  in  such  market  at  such  time;  provided,  however, 
that  if  the  Basis  Swap  Calculation  Agent  is  required  but  is  unable  to  determine  a  rate  in 
accordance  with  at  least  one  of  the  procedures  provided  above,  NZD-BBR  shall  be  NZD- 
BBR  as  determined  on  the  most  recent  date  NZD-BBR  was  available.  As  used  herein, 
"Reference  Banks"  means  four  major  banks  in  the  New  Zealand  money  market  selected 
by  the  Basis  Swap  Calculation  Agent. 

(c)  The  Basis  Swap  Calculation  Agent  shall  provide  NZD-BBR  to  the  Note  Calculation  Agent 
as  promptly  as  practicable  following  the  determination  thereof.  As  soon  as  possibie  after 
11:00  a.m.  (New  York  time)  on  each  Applicable  Index  Determination  Date,  but  in  no  event 
later  than  11:00  a.m.  (New  York  time)  on  the  Business  Day  immediately  following  each 
Applicable  Index  Determination  Date,  the  Note  Calculation  Agent  will  cause  notice  of  the 
Issuance  Interest  Rates  for  the  next  Interest  Accrual  Period  and  the  Issuance  Interest 
Amounts  (rounded  to  the  nearest  cent,  with  half  a  cent  being  rounded  upward)  on  the 
related  Payment  Date  to  be  communicated  to  the  Issuers,  the  Trustee,  the  Issuing  and 
Paying  Agent,  if  applicable,  Euroclear,  Clearstream  and  the  paying  agents.  The  Note 
Calculation  Agent  will  also  specify  to  the  Issuers  the  quotations  upon  which  the  Issuance 
Interest  Rates  are  based,  and  in  any  event  the  Note  Calculation  Agent  shall  notify  the 
Issuers  before  5:00  p.m.  (New  York  time)  on  each  Applicable  Index  Determination  Date  if 
it  has  not  determined  and  is  not  in  the  process  of  determining  the  Issuance  Interest  Rates 
and  the  Issuance  Interest  Amounts,  together  with  its  reasons  therefor. 

"Obligation":    A  Reference  Obligation,  a  Collateral  Security  or  an  Eligible  Investment,  as  the 
case  may  be. 

"Optional  Redemption  Date":    Any  Payment  Date  specified  for  an  Optional  Redemption  in 
Whole. 

"Optional  Redemption  Reimbursement  Amount":  With  respect  to  any  Reversible  Loss  Series, 
the  aggregate  of  the  following  amounts: 

(i)  the  ICE  Currency  Adjusted  Aggregate  Outstanding  Amount  Differential  with  respect  to 

such  Series;  and 
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(ii)         the  ICE  Currency  Adjusted  Reimbursable  Interest  Amount  with  respect  to  such  Series. 

"Original  Principal  Amount":  For  each  Reference  Obligation,  the  outstanding  principal  balance 
of  such  Reference  Obligation  as  of  the  issuance  date  of  such  Reference  Obligation,  as  recorded  in  the 
Reference  Obligation  Registry. 

"Originating  Noteholder":  With  respect  to  (i)  any  Collateral  Security  Substitution  Request 
Notice,  the  Noteholder(s)  submitting  such  Collateral  Security  Substitution  Request  Notice  and  (ii)  any 
Noteholder  Communication  Notice,  the  Noteholder(s)  submitting  such  Noteholder  Communication  Notice. 

"Outstanding":  With  respect  to  the  principal  amount  of  any  Note  of  any  Class,  as  of  any  time  of 
determination,  the  principal  amount  of  such  Note  after  giving  effect  to  (i)  each  reduction  (if  any)  in  the 
principal  amount  of  such  Note  as  described  in  "Summary— Notes— Decrease  in  the  Aggregate  USD 
Equivalent  Outstanding  Amount  of  each  Class  of  Notes",  (ii)  each  increase  (if  any)  in  the  principal  amount 
of  such  Note  as  described  in  "Summary— Notes — Increase  in  the  Aggregate  USD  Equivalent  Outstanding 
Amount  of  each  Class  of  Notes",  (iii)  each  payment  (if  any)  of  the  principal  amount  of  such  Note  and  (iv) 
any  additional  Notes  of  such  Class  issued  pursuant  to  the  Indenture,  in  each  case  prior  to  such  time  of 
determination;  except: 

(a)  Notes  theretofore  cancelled  by  the  Note  Registrar  or  the  Issuer  Note  Registrar,  as 
applicable  or  delivered  to  the  Note  Registrar  or  the  Issuer  Note  Registrar,  as  applicable, 
for  cancellation; 

(b)  Notes  or,  in  each  case,  portions  thereof  for  whose  payment  or  redemption  funds  in  the 
necessary  amount  have  been  theretofore  irrevocably  deposited  with  the  Trustee  or  any 
Paying  Agent  in  trust  for  the  Holders  of  such  Notes;  provided  that  if  such  Notes  or 
portions  thereof  are  to  be  redeemed,  notice  of  such  redemption  has  been  duly  given 
pursuant  to  the  Indenture  or  the  Issuing  and  Paying  Agency  Agreement,  as  applicable  or 
provision  therefor  satisfactory  to  the  Trustee  or  the  Issuing  and  Paying  Agent,  as 
applicable,  has  been  made; 

(c)  Notes  in  exchange  for  or  in  lieu  of  which  other  Notes  have  been  authenticated  and 
delivered  pursuant  to  the  Indenture  or  the  Issuing  and  Paying  Agency  Agreement,  as 
applicable,  unless  proof  satisfactory  to  the  Trustee  or  the  Issuing  and  Paying  Agent,  as 
applicable,  is  presented  that  any  such  original  Notes  are  held  by  a  holder  in  due  course; 

(d)  Notes  alleged  to  have  been  mutilated,  destroyed,  lost  or  stolen  for  which  replacement 
Notes  have  been  issued  as  provided  in  the  Indenture; 

(e)  in  determining  whether  the  Holders  of  the  requisite  Aggregate  USD  Equivalent 
Outstanding  Amount  have  given  any  request,  demand,  authorization,  direction,  notice, 
consent  or  waiver  hereunder,  Notes  owned  by  the  Issuer  or  the  Co-Issuer  shall  be 
disregarded  and  deemed  not  to  be  Outstanding,  except  that  in  determining  whether  the 
Trustee  or  Issuing  and  Paying  Agent,  as  applicable,  shall  be  protected  in  relying  upon 
any  such  request,  demand,  authorization,  direction,  notice,  consent  or  waiver,  only  Notes 
that  a  Trust  Officer  of  the  Trustee  or  the  Issuing  and  Paying  Agent,  as  applicable,  knows 
to  be  so  owned  shall  be  so  disregarded; 

(0  for  the  avoidance  of  doubt,  any  Notes  held  by,  or  with  respect  to  which  discretionary 
voting  rights  are  held  by,  the  Initial  Purchaser  and/or  its  Affiliates  or  its  respective 
employees  will  have  voting  rights  with  respect  to  all  matters  as  to  which  the  Holders  of 
Notes  are  entitled  to  vote; 
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(g)  for  the  avoidance  of  doubt,  any  Notes  held  by,  or  with  respect  to  which  discretionary 
voting  rights  are  held  by,  the  Portfolio  Selection  Agent  and/or  its  Affiliates  or  by  any 
account  or  fund  for  which  the  Portfolio  Selection  Agent  or  any  Affiliate  has  discretionary 
authority  will  have  voting  rights  with  respect  to  all  matters  as  to  which  the  Holders  of 
Notes  are  entitled  to  vote;  and 

(h)  Notes  so  owned  that  have  been  pledged  in  good  faith  may  be  regarded  as  Outstanding  if 
the  pledgee  establishes  to  the  satisfaction  of  the  Trustee  or  the  Issuing  and  Paying 
Agent,  as  applicable,  that  the  pledgee  has  the  right  so  to  act  with  respect  to  such  Notes 
and  the  pledgee  is  not  the  Issuer,  the  Co-Issuer  or  any  other  obligor  upon  the  Notes  or 
any  Affiliate  of  the  Issuer,  the  Co-Issuer  or  such  other  obligor. 

"Pari  Passu  Amount":  For  each  Reference  Obligation,  as  of  any  date  of  determination,  the 
aggregate  of  the  Reference  Obligation  Outstanding  Principal  Amount  of  such  Reference  Obligation  and 
the  aggregate  outstanding  principal  balance  of  all  obligations  of  the  related  Reference  Entity  secured  by 
the  Underlying  Assets  and  ranking  pari  passu  in  priority  with  such  Reference  Obligation. 

"Partial  Optional  Redemption  Date":  Any  Payment  Date  specified  for  a  Partial  Optional 
Redemption. 

"Payment  Date":  The  28th  of  each  month  or  if  such  day  is  not  a  Business  Day,  the  next 
succeeding  Business  Day,  commencing  May  29,  2007  and  ending  on  the  Stated  Maturity. 

"Payment  Default":  Any  Event  of  Default  specified  in  subclauses  (0,  (ii),  (v)  or  (vi)  of  the 
definition  of  such  term. 

"Person":  An  individual,  corporation  (including  a  business  trust),  partnership,  limited  liability 
company,  joint  venture,  association,  joint  stock  company,  trust  (including  any  beneficiary  thereof),  bank, 
unincorporated  association  or  government  or  any  agency  or  political  subdivision  thereof  or  any  other 
entity  of  a  similar  nature. 

"Portfolio  Selection  Agreement":  An  agreement  dated  as  of  the  Closing  Date,  between  the 
Issuer  and  the  Portfolio  Selection  Agent  relating  to  the  Portfolio  Selection  Agent's  performance  on  behalf 
of  the  Issuer  of  certain  investment  management  duties  with  respect  to  the  Reference  Portfolio,  as 
amended  from  time  to  time  in  accordance  with  its  terms  and  the  terms  of  the  Indenture. 

"Posted  Collateral":  Any  collateral  posted  by  the  Collateral  Put  Provider  to  the  Issuer  pursuant 
to  the  Credit  Support  Annex,  if  any. 

"Previous  Period  Implied  Writedown  Amount":  For  each  Reference  Obligation,  with  respect  to 
any  Reference  Obligation  Calculation  Period,  the  Current  Period  Implied  Writedown  Amount,  as 
determined  in  relation  to  the  last  day  of  the  immediately  preceding  Reference  Obligation  Calculation 
Period. 

"Principal  Payment":  With  respect  to  any  Reference  Obligation,  the  occurrence  of  a  payment  of 
an  amount  to  the  holders  of  the  Reference  Obligation  in  respect  of  principal  (scheduled  or  unscheduled) 
in  respect  of  the  Reference  Obligation  other  than  a  payment  in  respect  of  principal  representing 
capitalized  interest  that  relates  to  the  term  of  the  Credit  Default  Swap,  excluding,  for  the  avoidance  of 
doubt,  any  Writedown  Reimbursement. 


"Principal  Payment  Amount":  With  respect  to  any  Reference  Obligation  and  in  connection  with 
a  Principal  Payment  on  such  Reference  Obligation,  an  amount  equal  to  the  product  of  (i)  the  amount  of 
any  such  Principal  Payment  on  such  date,  (ii)  the  Applicable  Percentage  and  (iii)  if  such  Reference 
Obligation  is  riot  denominated  in  Dollars,  the  applicable  Notional  Foreign  Exchange  Rate. 
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"Principal  Proceeds":  Without  duplication  (in  each  case  for  so  long  as  it  has  not  been  previously 
applied): 

(i)  Disposition  Proceeds; 

(ii)  all  payments  of  principal  (including  optional  or  mandatory  redemptions  or  prepayments) 
received  on  the  Collateral; 

(iii)  all  proceeds  received  from  any  additional  issuance  of  Notes  pursuant  to  the  Indenture 
not  previously  invested  in  Collateral  Securities; 

(iv)  any  termination  payments  paid  to  the  Issuer  under  the  Credit  Default  Swap  and  the  Basis 
Swap; 

(v)  any  Currency  Adjusted  Reinstatement  Adjustment  Amount  paid  to  the  Issuer  by  the 
Protection  Buyer  (including  from  amounts  available  in  the  CDS  Issuer  Account  (but  not 
including  amounts  on  deposit  in  the  CDS  Issuer  Fixed  Payment  Subaccount)); 

(vi)  any  Optional  Redemption  Reimbursement  Amount  paid  to  the  Issuer  by  the  Protection 
Buyer  (including  from  amounts  available  in  the  CDS  Issuer  Account  (but  not  including 
amounts  on  deposit  in  the  CDS  Issuer  Fixed  Payment  Subaccount)); 

(vii)       any  Approved  Currency  Collateral  Payment  paid  to  the  Issuer  by  the  Protection  Buyer; 

(viii)  any  Redemption  Writedown  Refund  paid  to  the  Issuer  by  the  Protection  Buyer  (including 
from  amounts  available  in  the  CDS  Issuer  Account  (but  not  including  amounts  on  deposit 
in  the  CDS  Issuer  Fixed  Payment  Subaccount));  and 

(ix)  all  payments  of  principal  on  Eligible  Investments  purchased  with  the  proceeds  of  any  of 
items  (i)  through  (viii)  of  this  definition  (without  duplication)  and  not  appiied  during  the 
related  Due  Period; 

provided,  that,  prior  to  an  event  of  default,  as  such  term  is  defined  under  the  Collateral  Put  Agreement, 
any  payment  received  by  the  Issuer  under  the  Posted  Collateral  shall  not  constitute  Principal  Proceeds 
and  such  amounts  shall  be  deposited  in  the  Collateral  Put  Provider  Account  and  be  treated  in  accordance 
with  the  Credit  Support  Annex,  if  any. 

"Principal  Shortfall  Amount":  With  respect  to  any  Reference  Obligation  that  suffered  a  Failure 
to  Pay  Principal  Credit  Event,  the  greater  of  (i)  zero  and  (ii)  the  amount  equal  to  the  product  of  (A)  the 
Expected  Principal  Amount  for  such  Reference  Obligation  minus  the  Actual  Principal  Amount  for  such 
Reference  Obligation,  (B)  the  Applicable  Percentage  and  (C)  if  such  Reference  Obligation  is  not 
denominated  in  Dollars,  the  applicable  Notional  Foreign  Exchange  Rate. 

"Principal  Shortfall  Reimbursement":  With  respect  to  any  day  and  any  Reference  Obligation, 
the  payment  by  or  on  behalf  of  the  related  Reference  Entity  of  an  amount  in  respect  of  the  Reference 
Obligation  in  or  toward  the  satisfaction  of  any  deferral  of  or  failure  to  pay  principal  arising  from  one  or 
more  prior  occurrences  of  a  Failure  to  Pay  Principal  with  respect  to  such  Reference  Obligation. 

"Principal  Shortfall  Reimbursement  Amount":  With  respect  to  any  day  and  any  Reference 
Obligation,  the  product  of  (i)the  amount  of  any  Principal  Shortfall  Reimbursement  related  to  such 
Reference  Obligation  on  such  day  and  (ii)  the  related  Applicable  Percentage. 

"Proceeds":  (i)  Any  property  (including  but  not  limited  to  cash  and  securities)  received  as  a 
Distribution  on  the  Issuer  Assets  or  any  portion  thereof,  (ii)  any  property  (including  but  not  limited  to  cash 
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and  securities)  received  in  connection  with  the  sale,  liquidation,  exchange  or  other  disposition  of  the 
Issuer  Assets  or  any  portion  thereof,  and  (iii)  all  proceeds  (as  such  term  is  defined  in  the  UCC)  of  the 
Issuer  Assets  or  any  portion  thereof. 

"Proposed  New  BIE  Collateral  Security":  The  Proposed  New  BIE  Collateral  Securities  set  forth 
in  the  related  Collateral  Security  Substitution  Request  Notice. 

"Protection  Buyer  Credit  Support  Document":  The  meaning  assigned  to  the  term  "Credit 
Support  Document"  in  the  Credit  Default  Swap  and  initially,  the  Guaranty  dated  as  of  the  Closing  Date  by 
GS  Group  in  favor  of  the  Issuer  as  beneficiary  thereof  with  respect  to  the  obligations  of  the  Protection 
Buyer  under  the  Credit  Default  Swap. 

"Protection  Buyer  Credit  Support  Provider":  The  meaning  assigned  to  the  term  "Credit 
Support  Provider"  in  the  Credit  Default  Swap  and  initially,  GS  Group. 

"Protection  Buyer  Default  Termination  Payment":  Any  Credit  Default  Swap  Termination 
Payment  required  to  be  made  by  the  Issuer  to  the  Protection  Buyer  pursuant  to  the  Credit  Default  Swap 
(i)  in  the  event  of  a  termination  of  the  Credit  Default  Swap  in  respect  of  which  the  Protection  Buyer  is  the 
defaulting  party  or  (ii)  in  which  the  Protection  Buyer  was  the  sole  "Affected  Party"  (as  such  term  is  defined 
in  the  Credit  Default  Swap)  (other  than  in  connection  with  a  "Tax  Event"  or  "Illegality",  in  each  case  as 
defined  in  the  Credit  Default  Swap). 

"Protection  Buyer  Notes":  Notes  acquired  by  the  Protection  Buyer  and/or  one  or  more  Affiliates 
thereof. 

"Publicly  Available  Information":  Any  information  that  reasonably  confirms  any  of  the  facts 
relevant  to  the  determination  that  the  Credit  Event  described  in  a  Credit  Event  Notice  has  occurred  and 
which  (i)  has  been  published  in  not  less  than  two  internationally  recognized  published  or  electronically 
displayed  news  sources  (it  being  understood  that  each  of  Bloomberg  Service,  Dow  Jones  Telerate 
Service,  Reuter  Monitor  Money  Rates  Services,  Dow  Jones  News  Wire,  Waii  Street  Journal,  New  York 
Times,  Nihon  Keizai  Shinbun,  Asahi  Shinbun,  Yomiuri  Shinbun,  Financial  Times,  La  Tribune,  Les  Echos 
or  The  Australian  Financial  Review  (or  successor  publications)  shall  be  deemed  to  be  an  internationally 
recognized  published  or  electronically  displayed  news  source);  provided  that  if  either  of  the  parties  to  the 
Credit  Default  Swap  or  any  of  their  respective  affiliates  is  cited  as  the  sole  source  of  such  information, 
then  such  information  shall  not  be  deemed  to  be  Publicly  Available  Information  unless  such  party  or  its 
affiliate  is  acting  in  its  capacity  as  trustee,  fiscal  agent,  administrative  agent,  clearing  agent  or  paying 
agent  for  a  Reference  Obligation,  (ii)  is  information  received  from  (a)  a  Reference  Entity,  (b)  a  trustee, 
fiscal  agent,  administrative  agent,  clearing  agent  or  paying  agent  for  a  Reference  Obligation  or  a  Person 
which  was  a  party  to  the  offering  or  distribution  of  the  related  Reference  Obligation  or  is  a  party  to  any 
agreement  relating  to  the  related  Reference  Obligation,  in  each  case  other  than  the  Protection  Buyer  or 
any  of  its  affiliates,  (c)  a  master  servicer,  a  primary  servicer,  a  special  servicer  or  the  servicer  (or  any 
successor  servicer)  or  any  other  person  acting  in  a  similar  capacity  for  a  Reference  Obligation,  (d) 
Moody's,  S&P  or  Fitch  or  any  successor  thereto,  in  each  case  generally  made  available  to  the  public,  (e) 
Trepp,  LLC,  Conquest®,  Intex  Solutions,  Inc.,  Realpointsm,  Wall  Street  Analytics  or  any  of  their  respective 
successors  and  assigns  or  (f)  any  internationally  recognized  stock  exchange  on  which  the  related 
Reference  Obligation  is  listed,  (iii)  is  information  contained  in  any  petition  or  filing  instituting  a  proceeding 
seeking  a  judgment  of  insolvency  or  bankruptcy  or  any  other  relief  under  any  bankruptcy  or  insolvency 
law  or  other  similar  law  affecting  creditors'  rights  against  or  by  a  Reference  Entity  or  a  petition  is 
presented  for  the  winding-up  or  liquidation  of  a  Reference  Entity,  (iv)  is  information  contained  in  any 
order,  decree  or  notice,  however  described,  of  a  court,  tribunal,  regulatory  authority  or  similar 
administrative  or  judicial  body,  (v)  is  information  published  in  Asset-Backed  Alert,  International 
Securitization  and  Structured  Finance  Report,  BondWeek,  Derivatives  Week,  Asset  Securitization  Report, 
Securitization  News,  Commercial  Mortgage  Alert,  Creditflux,  Euromoney  or  International  Financing 
Review  (or  successor  publications)  or  (vi)  subject  to  the  confirmation  of  the  Rating  Agencies,  is 
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information  contained  in  a  certificate  of  the  Credit  Default  Swap  Calculation  Agent  signed  by  a  Managing 
Director  or  other  equivalents  senior  officer  of  the  Credit  Default  Swap  Calculation  Agent  specifically 
authorized  to  provide  such  certification. 

In  relation  to  any  information  of  the  type  described  in  (ii),  (iii),  (iv)  or  (v),  the  party  receiving  such 
information  may  assume  that  such  information  has  been  disclosed  to  it  without  violating  any  law, 
agreement  or  understanding  regarding  the  confidentiality  of  such  information  and  that  the  party  delivering 
such  information  has  not  taken  any  action  or  entered  into  any  agreement  or  understanding  with  the 
Reference  Entity  or  any  affiliate  thereof  that  would  be  breached  by,  or  would  prevent,  the  disclosure  of 
such  information  to  third  parties. 

"Purchase  Agreement":  The  purchase  agreement,  dated  as  of  April  10,  2007,  among  the 
Issuers  and  the  Initial  Purchaser. 

"Put  Excluded  Collateral":  As  of  any  time  of  determination,  collectively,  (i)  demand  and  time 
deposits  that  are  Eiigibie  investments  as  described  in  clause  (ii)  of  the  definition  thereof,  (ii)  Cash,  (iii)  any 
Collateral  acquired  with  Excess  Disposition  Proceeds  and/or  (iv)  any  other  Eligible  Investments  subject  to 
satisfaction  of  the  S&P  Rating  Condition  and  the  Moody's  Rating  Condition,  in  each  case,  as  of  such  date. 

"Put  Proceeds":  All  amounts  received  by  the  Issuer  from  the  Collateral  Put  Provider  in 
accordance  with  the  Collateral  Put  Agreement. 

"Qualified  Institutional  Buyer":  Any  Person  that,  at  the  time  of  its  acquisition,  purported 
acquisition  or  proposed  acquisition  of  the  Notes,  is  a  qualified  institutional  buyer  as  defined  in  Rule  144A. 

"Qualified  Purchaser":  Any  Person  that,  at  the  time  of  its  acquisition,  purported  acquisition  or 
proposed  acquisition  of  the  Notes,  is  a  qualified  purchaser  for  purposes  of  Section  3(c)(7)  of  the 
Investment  Company  Act. 

"Rating  Agencies":  S&P  and  Moody's  (each,  a  "Rating  Agency")  or,  with  respect  to  the  issuer 
Assets  generally,  if  at  any  time  S&P  or  Moody's  ceases  to  provide  rating  services  generally,  any  other 
nationally  recognized  statistical  rating  agency  selected  by  the  Issuer  and  reasonably  satisfactory  to  a 
Majority  of  the  Aggregate  USD  Equivalent  Outstanding  Amount  of  the  Notes  voting  as  a  single  class.  In 
the  event  that  at  any  time  the  Rating  Agencies  do  not  include  S&P  or  Moody's,  references  to  rating 
categories  of  S&P  or  Moody's  in  the  Indenture  shall  be  deemed  instead  to  be  references  to  the  equivalent 
categories  of  such  other  rating  agency  as  of  the  most  recent  date  on  which  such  other  rating  agency  and 
S&P  or  Moody's  published  ratings  for  the  type  of  security  in  respect  of  which  such  alternative  rating 
agency  is  used.  References  to  Rating  Agencies  with  respect  to  any  Class  of  Notes  issued  on  the  Closing 
Date  shall  apply  only  to  Rating  Agencies  that  assigned  a  rating  (public  or  confidential)  to  such  Class  of 
the  Notes  on  the  Closing  Date.  Reference  to  Rating  Agencies  with  respect  to  Classes  of  Notes  that  are 
not  issued  on  the  Closing  Date  shall  apply  only  to  any  nationally  recognized  statistical  rating  agency 
selected  by  the  Issuer  that  rates  such  Classes  of  Notes,  as  the  case  may  be,  upon  any  issuance  of  such 
Notes. 

"Redemption  Refund  Adjustment  Amount":  With  respect  to  each  Class  of  Notes  on  a 
Mandatory  Redemption  Date  caused  by  a  termination  of  the  Credit  Default  Swap  as  a  result  of  a  default 
by  the  Protection  Buyer,  a  termination  of  the  Collateral  Put  Agreement  as  a  result  of  a  default  by  the 
Collateral  Put  Provider  or  a  termination  of  the  Basis  Swap  as  a  result  of  a  default  by  the  Basis  Swap 
Counterparty  or  a  Stated  Maturity  of  any  Series  of  such  Class,  the  product  of  (i)  the  Unsealed 
Redemption  Refund  Adjustment  Amount  related  to  such  Class  and  (ii)  the  related  Note  Scaling  Factor 
immediately  prior  to  such  determination;  provided  that,  for  the  avoidance  of  doubt,  with  respect  to  a  Class 
with  more  than  one  Series  Outstanding  at  such  time  of  determination,  any  pro  rata  allocations  of  any 
Redemption  Refund  Adjustment  Amount  will  be  based  on  the  Aggregate  USD  Equivalent  Outstanding 
Amount  of  each  applicable  Series  of  such  Class,  as  expressed  in  Dollars. 

168 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-001918207 


Footnote  Exhibits  -  Page  4987 


"Reference  Entity":  The  issuer  of  a  Reference  Obligation  as  set  forth  in  the  Reference 
Obligation  Registry  and,  as  determined  by  the  Credit  Default  Swap  Calculation  Agent,  any  entity  that 
succeeds  to  the  obligations  of  such  Reference  Entity  relating  to  such  Reference  Obligation. 

"Reference  Obligation":  Each  obligation  listed  as  such  in  the  Reference  Obligation  Registry  on 
the  Closing  Date. 

"Reference  Obligation  Amortization  Amount":  With  respect  to  the  redemption  or  amortization 
in  whole  or  in  part,  of  a  Reference  Obligation,  the  sum  of  (i)  any  Principal  Payment  Amounts  and  (ii) 
Reference  Obligation  Repayment  Amounts  on  such  date. 

"Reference  Obligation  Calculation  Period":  For  each  Reference  Obligation,  with  respect  to 
each  Reference  Obligation  Payment  Date  for  such  Reference  Obligation,  a  period  corresponding  to  the 
interest  accrual  period  relating  to  such  Reference  Obligation  Payment  Date  pursuant  to  the  Underlying 
Instruments. 

"Reference  Obligation  Notional  Amount":  Initially,  with  respect  to  any  Reference  Obligation, 
the  Initial  Reference  Obligation  Notional  Amount,  and  that  in  each  case  will  be: 

(i)  decreased  on  each  day  on  which  a  Principal  Payment  is  determined  by  the  Credit 

Default  Swap  Calculation  Agent,  by  the  relevant  Principal  Payment  Amount; 

(ii)  decreased  on  the  day,  if  any,  on  which  a  Failure  to  Pay  Principal  is  determined  by  the 

Credit  Default  Swap  Calculation  Agent,  by  the  relevant  Principal  Shortfall  Amount; 

(iii)  decreased  on  each  day  on  which  a  Writedown  is  determined  by  the  Credit  Default  Swap 
Calculation  Agent,  by  the  relevant  Writedown  Amount;  and 

(iv)  increased  on  each  day  on  which  a  Writedown  Reimbursement  is  determined  by  the 
Credit  Default  Swap  Calculation  Agent,  by  any  Writedown  Reimbursement  Amount  in 
respect  of  a  Writedown  Reimbursement  within  paragraphs  (ii)  or  (iii)  of  the  definition  of 
"Writedown  Reimbursement"; 

provided  that  if  the  Reference  Obligation  Notional  Amount  would  be  less  than  zero,  it  shall  be 
deemed  to  be  zero. 

For  the  avoidance  of  doubt,  the  Reference  Obligation  Notional  Amount  shall  not  be  increased  by 
any  deferral  or  capitalization  of  interest  that  relates  to  the  term  of  the  Credit  Default  Swap  or  decreased 
by  payment  of  any  portion  of  the  principal  balance  of  the  Reference  Obligation  that  is  attributable  to  the 
deferral  or  capitalization  of  interest  during  the  term  of  the  Credit  Default  Swap. 

"Reference  Obligation  Outstanding  Principal  Amount":  As  of  any  date  of  determination  with 
respect  to  any  Reference  Obligation,  the  outstanding  principal  balance  of  the  Reference  Obligation  as  of 
such  date,  which  shall  take  into  account: 

(i)  all  payments  of  principal; 

(ii)  all  writedowns  or  applied  losses  (however  described  in  the  related  Underlying 
Instruments)  resulting  in  a  reduction  in  the  outstanding  principal  balance  of  such 
Reference  Obligation  (other  than  as  a  result  of  a  scheduled  or  unscheduled  payment  of 
principal); 
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(iii)  forgiveness  of  any  amount  by  the  holders  of  such  Reference  Obligation  pursuant  to  an 
amendment  to  the  related  Underlying  Instruments  resulting  in  a  reduction  in  the 
outstanding  principal  balance  of  such  Reference  Obligation; 

(iv)  any  payments  reducing  the  amount  of  any  reductions  described  in  (ii)  and  (iii)  of  this 
definition; 

(v)  any  increase  in  the  outstanding  principal  balance  of  such  Reference  Obligation  that 
reflects  a  reversal  of  any  prior  reductions  described  in  (ii)  and  (iii)  of  this  definition;  and 

(vi)  any  increase  in  the  outstanding  principal  balance  of  the  Reference  Obligation  that  is 
attributable  to  the  deferral  or  capitalization  of  interest  prior  to  the  Closing  Date. 

For  the  avoidance  of  doubt,  the  Reference  Obligation  Outstanding  Principal  Amount  shall  not 
include  any  portion  of  the  outstanding  principal  balance  of  the  Reference  Obligation  that  is  attributable  to 
the  deferrai  or  capitalization  of  interest  during  the  term  of  the  Credit  Default  Swap, 

"Reference  Obligation  Payment  Date":  For  each  Reference  Obligation,  each  scheduled 
distribution  date  for  such  Reference  Obligation  occurring  on  or  after  the  Closing  Date. 

"Reference  Obligation  Registry":  A  registry,  maintained  by  the  Credit  Default  Swap  Calculation 
Agent  in  accordance  with  the  Credit  Default  Swap,  that  records,  among  other  things,  the  identity  of  each 
Reference  Obligation,  the  related  Reference  Entity,  the  Reference  Obligation  Notional  Amount  and 
certain  other  related  information,  which  registry  will  be  updated  by  the  Credit  Default  Swap  Calculation 
Agent  to  reflect  any  applicable  changes. 

"Reference  Obligation  Reimbursement":  A  Principal  Shortfall  Reimbursement  or  Writedown 
Reimbursement. 

"Reference  Obligation  Reimbursement  Amount":  A  Principal  Shortfall  Reimbursement 
Amount  or  a  Writedown  Reimbursement  Amount. 

"Reference  Obligation  Repayment  Amount":  With  respect  to  a  Reference  Obligation,  an 
amount  equal  to  the  sum  of  all  Writedown  Reimbursement  Amounts  related  to  such  Reference  Obligation 
on  that  day  with  respect  to  one  or  more  Writedown  Reimbursements  pursuant  to  clause  (i)  of  the 
definition  of  Writedown  Reimbursement  and/or  Principal  Shortfall  Reimbursements  related  to  such 
Reference  Obligation  on  that  day. 

"Reference  Portfolio  Notional  Amount":  At  any  time  of  calculation,  the  aggregate  Reference 
Obligation  Notional  Amount  of  all  Reference  Obligations  at  such  time. 

"Registered":  A  debt  obligation  that  is  issued  after  July  18,  1984  and  that  is  in  registered  form 
within  the  meaning  of  Section  881(c)(2)(B)(i)  of  the  Code  and  the  Treasury  regulations  promulgated 
thereunder. 

"Regulation  S"  or  "Reg  S":  Regulation  S  under  the  Securities  Act. 

"Regulation  S  Global  Notes":  One  or  more  global  notes  for  each  Class  of  Notes  in  fully 
registered  form  without  interest  coupons  sold  in  reliance  on  the  exemption  from  registration  under 
Regulation  S. 

"REIT':  A  real  estate  investment  trust. 
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"REIT  Debt  Security":  A  security  issued  by  publicly  held  real  estate  investment  trusts  (as 
defined  in  Section  856  of  the  Code  or  any  successor  provision). 

"Replacement  Counterparty  Rating":  With  respect  to  a  counterparty  or  entity  guaranteeing  the 
obligations  of  such  counterparty,  (x)  a  long-term  senior,  unsecured  debt  obligation  rating,  financial 
program  rating  or  other  similar  rating  (as  the  case  may  be,  the  "long-term  rating")  of  at  least  "Aa3"  by 
Moody's  and  (y)  a  long-term  rating  of  at  least  "AA-"  by  S&P. 

"Required  Basis  Swap  Counterparty  Rating":  With  respect  to  the  Basis  Swap  Counterparty  or 
any  Basis  Swap  Counterparty  Credit  Support  Provider,  (x)  if  the  Basis  Swap  Counterparty  or  Basis  Swap 
Counterparty  Credit  Support  Provider  has  a  long-term  rating  by  Moody's,  a  long-term  senior,  unsecured 
debt  obligation  rating,  financial  program  rating  or  other  similar  rating  (as  the  case  may  be,  the  "long-term 
rating")  of  at  least  "Aa3"  by  Moody's  and  if  rated  "Aa3"  by  Moody's  is  not  on  negative  credit  watch  by 
Moody's  and  (y)  if  the  Basis  Swap  Counterparty  or  Basis  Swap  Counterparty  Credit  Support  Provider  has 
a  long-term  rating  by  S&P,  a  long-term  rating  of  at  least  "AA-"  by  S&P. 

"Residential  Mortgage-Backed  Securities"  or  "RMBS":  Securities  that  represent  interests  in,  or 
enable  holders  thereof  to  receive  payments  that  depend  on  the  cashflow  primarily  from  credit  default 
swaps  that  reference,  in  each  case,  pools  of  residential  mortgage  loans  secured  by  one-  to  four-family 
residential  mortgage  loans  and  shall  include,  without  limitation,  RMBS  Residential  A  Mortgage  Securities, 
RMBS  Residential  B/C  Mortgage  Securities,  RMBS  Home  Equity  Loan  Securities  or  RMBS  Agency 
Securities,  excluding,  in  each  case,  any  securities  that  belong  to  an  Excluded  Specified  Type;  provided 
that  any  RMBS  whose  underlying  collateral  does  not  consist  of  20.0%  or  more  of  subordinate  liens  at  the 
time  of  its  issuance  shall  be  deemed  to  be  any  of  the  aforementioned  types  of  RMBS  as  determined  by 
the  Protection  Buyer  in  accordance  with  common  market  practice. 

"Reversible  Loss  Series":  A  Series  of  Notes  for  which  if,  at  such  time  of  determination,  following 
the  occurrence  of  one  or  more  Writedowns  with  respect  to  Reference  Obligations  that  have  not 
subsequently  been  removed  from  the  Reference  Portfolio,  the  Aggregate  USD  Equivalent  Outstanding 
Amount  of  such  Series  is  less  than  the  ICE  Aggregate  USD  Equivalent  Outstanding  Amount  of  such 
Series;  provided  that,  for  the  avoidance  of  doubt,  the  determination  of  whether  any  Series  of  Notes  is  a 
Reversible  Loss  Series  will  be  made  at  the  time  of  election  to  redeem  such  Series  in  connection  with  a 
Partial  Optional  Redemption  and  not  at  the  time  of  issuance  of  such  Series. 


"RMBS  Agency  Security":  A  security  issued  or  fully  and  unconditionally  guaranteed  by  the 
Federal  National  Mortgage  Association,  Federal  Home  Loan  Mortgage  Corporation  or  the  Government 
National  Mortgage  Association. 

"RMBS  Home  Equity  Loan  Securities":  Residential  Mortgage-Backed  Securities  that  entitle  the 
holders  thereof  to  receive  payments  that  depend  (except  for  rights  or  other  assets  designed  to  assure  the 
servicing  or  timely  distribution  of  proceeds  to  holders  of  such  securities)  on  the  cash  flow  from  balances 
(including  revolving  balances)  outstanding  under  lines  of  credit  secured  by  a  first  and/or  subordinate  lien 
on  residential  real  estate  (single  or  multi-family  properties),  the  proceeds  of  which  lines  of  credit  are  not 
used  to  purchase  such  real  estate  or  to  purchase  or  construct  dwellings  thereon  (or  to  refinance 
indebtedness  previously  so  used),  generally  having  the  following  characteristics: 

(i)  the  balances  have  standardized  payment  terms  and  require  minimum  monthly  payments; 

(ii)         the  balances  are  obligations  of  numerous  borrowers  and  accordingly  represent  a 
diversified  pool  of  obligor  credit  risk; 

(iii)        the  repayment  of  such  balances  may  be  based  on  a  fixed  scheduled  payment  or, 
alternatively,   may   not  depend   upon   a   contractual   payment  schedule,  with   early 
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repayment  depending  primarily  on  interest  rates,  availability  of  credit  against  a  maximum 
line  of  credit  and  general  economic  matters;  and 

(iv)  the  combined  loan-to-value  ratios  are  higher  than  customary  in  the  primary  mortgage 
markets; 

provided  that  any  RMBS  whose  underlying  collateral  consists  of  20.0%  or  more  of  subordinate  liens  at  the 
time  of  its  issuance  shall  be  deemed  to  be  an  RMBS  Home  Equity  Loan  Security. 

"RMBS  Manufactured  Housing  Loan  Securities":  Residential  Mortgage-Backed  Securities  that 
entitle  the  holders  thereof  to  receive  payments  that  depend  (except  for  rights  or  other  assets  designed  to 
assure  the  servicing  or  timely  distribution  of  proceeds  to  holders  of  such  securities)  on  the  cash  flow  from 
manufactured  housing  (also  known  as  mobile  homes  and  prefabricated  homes)  installment  sales 
contracts  and  installment  loan  agreements,  generally  having  the  following  characteristics: 

(i)  the  contracts  and  loan  agreements  have  varying,  but  typically  lengthy  contractual 
maturities; 

(ii)  the  contracts  and  loan  agreements  are  secured  by  the  manufactured  homes  and,  in 
certain  cases,  by  mortgages  and/or  deeds  of  trust  on  the  real  estate  to  which  the 
manufactured  homes  are  deemed  permanently  affixed; 

(iii)  the  contracts  and/or  loans  are  obligations  of  a  large  number  of  obligors  and  accordingly 
represent  a  relatively  diversified  pool  of  obligor  credit  risk; 

(iv)  repayment  thereof  can  vary  substantially  from  the  contractual  payment  schedule,  with 
early  prepayment  of  individual  loans  depending  on  numerous  factors  specific  to  the 
particular  obligors  and  upon  whether,  in  the  case  of  loans  bearing  interest  at  a  fixed  rate, 
such  loans  or  securities  include  an  effective  prepayment  premium;  and 

(v)  in  some  cases,  obligations  are  fully  or  partially  guaranteed  by  a  governmental  agency  or 
instrumentality. 

"RMBS  Residential  A  Mortgage  Securities":  Residential  Mortgage-Backed  Securities  (other 
than  RMBS  Residential  B/C  Mortgage  Securities)  that  entitle  the  holders  thereof  to  receive  payments  that 
depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely  distribution  of 
proceeds  to  holders  of  such  securities)  on  the  cash  flow  from  residential  mortgage  loans  secured  (on  a 
first  priority  basis,  subject  to  permitted  liens,  easements  and  other  encumbrances)  by  residential  real 
estate  (single  or  multi-family  properties)  the  proceeds  of  which  are  used  to  purchase  real  estate  and 
purchase  or  construct  dwellings  thereon  (or  to  refinance  indebtedness  previously  so  used),  generally 
having  the  following  characteristics: 

(i)  the  mortgage  loans  have  generally  been  underwritten  to  the  standards  of  the  Federal 
National  Mortgage  Association,  the  Federal  Home  Loan  Mortgage  Corporation  or  the 
Government  National  Mortgage  Association  (without  regard  to  the  size  of  the  loan); 

(ii)  the  mortgage  loans  have  standardized  payment  terms  and  require  minimum  monthly 
payments; 

(iii)  the  mortgage  loans  are  obligations  of  numerous  borrowers  and  accordingly  represent  a 
diversified  pool  of  obligor  credit  risk;  and 
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(iv)  the  repayment  of  such  mortgage  loans  is  subject  to  a  contractual  payment  schedule,  with 
early  repayment  depending  primarily  on  interest  rates  and  the  sale  of  the  mortgaged  real 
estate  and  related  dwelling. 

"RMBS  Residential  B/C  Mortgage  Securities":  Residential  Mortgage-Backed  Securities  (other 
than  RMBS  Residential  A  Mortgage  Securities)  that  entitle  the  holders  thereof  to  receive  payments  that 
depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely  distribution  of 
proceeds  to  holders  of  such  securities)  on  the  cash  flow  from  subprime  residential  mortgage  loans 
secured  (on  a  first  priority  basis,  subject  to  permitted  liens,  easements  and  other  encumbrances)  by 
residential  real  estate  (single  or  multi-family  properties)  the  proceeds  of  which  are  used  to  purchase  real 
estate  and  purchase  or  construct  dwellings  thereon  (or  to  refinance  indebtedness  previously  so  used), 
generally  having  the  following  characteristics: 

(i)  the  mortgage  loans  have  generally  not  been  underwritten  to  the  standards  of  the  Federal 
National  Mortgage  Association,  the  Federal  Home  Loan  Mortgage  Corporation  or  the 
Government  National  Mortgage  Association  (without  regard  to  the  size  of  the  loan); 

(ii)  the  mortgage  loans  have  standardized  payment  terms  and  require  minimum  monthly 
payments; 

(iii)  the  mortgage  loans  are  obligations  of  numerous  borrowers  and  accordingly  represent  a 
diversified  pool  of  obligor  credit  risk;  and 

(iv)  the  repayment  of  such  mortgage  loans  is  subject  to  a  contractual  payment  schedule,  with 
early  repayment  depending  primarily  on  interest  rates  and  the  sale  of  the  mortgaged  real 
estate  and  related  dwelling. 

"Rule  144A":  Rule  144A  under  the  Securities  Act. 

"Rule  144A  Global  Notes":  One  or  more  global  notes  for  each  Ciass  of  Notes  in  fully  registered 
form  without  interest  coupons  sold  in  reliance  on  exemption  from  registration  under  Rule  144A. 

"S&P":   Standard  &  Poor's  Ratings  Services,  a  division  of  The  McGraw-Hill  Companies,  Inc.  or 
any  successor  to  the  ratings  business  thereof. 

"S&P  Rating":  With  respect  to  any  Obligation,  a  rating  determined  as  follows: 

(a)  (1)  if  S&P  has  assigned  a  rating  to  such  Obligation  either  publicly  or  privately,  the 
S&P  Rating  shall  be  the  rating  assigned  thereto  by  S&P;  provided,  however,  that 
if  the  rating  assigned  to  such  Obligation  by  S&P  is  on  the  then-current  credit 
rating  watch  list  with  negative  implications,  then  the  rating  of  such  Obligation  will 
be  one  subcategory  below  the  rating  then  assigned  to  such  Obligation  by  S&P 
and  if  the  rating  assigned  to  such  Obligation  by  S&P  is  on  the  then-current  credit 
rating  watch  list  with  positive  implications,  then  the  rating  of  such  Obligation  will 
be  one  subcategory  above  the  rating  then  assigned  to  such  Obligation  by  S&P; 

(2)  if  such  Obligation  is  not  rated  by  S&P  (other  than  an  RMBS  Agency  Security), 
then  an  application  may  be  made  to  S&P  for  a  confidential  credit  estimate,  which 
shall  be  the  S&P  Rating  of  such  Obligation;  provided  that  pending  receipt  from 
S&P  of  such  estimate,  such  Obligation  shall  have  an  S&P  Rating  of  "CCC-"  if  the 
Issuer  believes  that  such  estimate  will  be  at  least  "CCC-";  or 

(3)  if  such  Obligation  is  not  rated  by  S&P  and  no  application  has  been  made  to 
obtain  an  S&P  Rating  for  such  Obligation  pursuant  to  subclause  (2)  above,  then 
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the  S&P  Rating  of  such  Obligation  may  be  implied  only  by  reference  to  the  chart 
set  forth  below  so  long  as  such  referenced  rating  is  a  publicly  monitored  rating; 
provided  that  if  such  Obligation  is  not  rated  by  S&P,  and  the  Issuer  does  not 
obtain  an  S&P  Rating  for  such  Obligation  pursuant  to  this  subclause  (a)  then  no 
more  than  20%  of  the  Initial  Reference  Portfolio  Notional  Amount  or  the 
aggregate  principal  amount  of  Collateral  Securities,  as  the  case  may  be,  may 
imply  an  S&P  Rating  pursuant  to  this  subclause  (a)(3). 

Asset  classes  are  eligible  for  notching  if  they  are  not  first  loss  tranches  or 
combination  securities.  If  an  Obligation  is  publicly  rated  by  two  agencies,  notch 
down  as  shown  below  will  be  based  on  the  lowest  rating.  If  publicly  rated  only  by 
one  agency,  then  notch  down  what  is  shown  below  minus  one  additional  notch 
based  on  the  public  rating. 


Issued 

Issued 

nrinr  tt\ 
!*•— •   — 

Issued 

after  8/1/01 

prior  to 

8/1/01  and 

after  8/1/01 

and  the 

8/1/01  and 

the  current 

and  the 

current 

the  current 

rating  is 

current 

rating  is 

rating  is 

non 

rating  is 

non 

investment 

investment 

investment 

investment 

grade 

grade 

grade 

grade 

CONSUMER  ABS 

Automobile  Loan  Receivable  Securities 
Automobile  Lease  Receivable  Securities 
Car  Rental  Receivable  Securities 
Credit  Card  Securities 
Healthcare  Securities 
Student  Loan  Securities 

COMMERCIAL  ABS 
Cargo  Securities 
Equipment  Leasing  Securities 
Aircraft  Leasing  Securities 
Small  Business  Loan  Securities 
Restaurant  and  Food  Services  Securities 
Tobacco  Litigation  Securities 


-2 


-2 


-1 


-2 


-2 


Non-RE-REMIC  RMBS 

Manufactured  Housing  Loan 
Securities 


-1 


-2 


-2 


-3 


Non-RE-REMIC  CMBS 
CMBS  -  Conduit 
CMBS  -  Credit  Tenant  Lease 
CMBS  -  Large  Loan 
CMBS  -  Single  Borrower 
CMBS  -  Single  Property 


-1 


-2 
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Issued 

Issued 

Issued 

prior  to 

Issued 

after  8/1/01 

prior  to 

8/1/01  and 

after  8/1/01 

and  the 

8/1/01  and 

the  current 

and  the 

current 

the  current 

rating  is 

current 

rating  is 

rating  is 

non 

rating  is 

non 

investment 

investment 

investment 

investment 

grade 

grade 

grade 

grade 

5.  CDO/CLO  CASH  FLOW 

SECURITIES*  -1  -2  -2  -3 

Cash  Flow  CDO  -  at  least  80%  High  Yield 

Cash  Flow  CDO  -  at  least  80%  Investment  Grade 

Cash  Flow  CLO  -  at  least  80%  High  Yield 

Cash  Flow  CLO  -  at  least  80%  Investment  Grade 

6.  REITs  -1  -2  -2  -3 

REIT  -  Multifamily  and  Mobile  Home  Park 

REIT- Retail 

REIT -Hospitality 

REIT -Office 

REIT -Industrial 

REIT  -  Healthcare 

REIT  -  Warehouse 

REIT  -  Self  Storage 

REIT  -  Mixed  Use 

7.  RESIDENTIAL  MORTGAGES  -1  -2  -2  -3 

Residential  "A" 
Residential  "B/C" 
Home  equity  loans 

*  No  notching  permitted  with  respect  to  CDO  Cashflow  Securities. 

The  information  contained  in  the  table  above  has  been  provided  to  the  Issuer  by  S&P  and  the 
asset  classes  and  related  capitalized  terms  have  the  meanings  ascribed  thereto  by  S&P. 

"S&P  Rating  Condition":  With  respect  to  any  proposed  action  to  be  taken  under  the  Indenture 
or  any  other  document  contemplated  by  the  Indenture,  a  condition  that  is  satisfied  when  S&P  has 
confirmed  in  writing  to  the  Issuer  and/or  the  Trustee  that  an  immediate  withdrawal  or  reduction  with 
respect  to  any  then-current  rating  by  S&P  of  any  Class  of  Notes  will  not  occur  as  a  result  of  such 
proposed  action. 

"Sale  Proceeds":  All  amounts  representing  (0  proceeds  from  the  sale  or  other  disposition  (other 
than  Put  Proceeds)  of  any  Collateral,  excluding  any  Collateral  Interest  Amount  and  (ii)  any  proceeds  from 
liquidating  Posted  Collateral  after  an  event  of  default,  as  such  term  is  defined  under  the  Collateral  Put 
Agreement,  has  occurred  and  is  continuing  under  the  Collateral  Put  Agreement  (but  not  to  exceed  the 
amount  of  the  Collateral  Put  Provider's  obligations  owed  to  the  Issuer). 

"Secured  Parties":  (i)  The  Trustee,  (ii)  the  Noteholders,  (iii)  the  Issuing  and  Paying  Agent  (iv)  the 
Protection  Buyer,  (v)  the  Basis  Swap  Counterparty,  (vi)  the  Collateral  Put  Provider  and  (vii)  the  Portfolio 
Selection  Agent. 
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"Securities  Act":  The  U.S.  Securities  Act  of  1933,  as  amended. 

"Securities  Intermediary":  The  meaning  specified  in  Section  8-102(a)(14)  of  the  UCC. 

"Senior  Amount":  For  any  Reference  Obligation,  as  of  any  date  of  determination,  the  aggregate 
outstanding  principal  balance  of  all  obligations  of  the  related  Reference  Entity  secured  by  the  related 
Underlying  Assets  and  ranking  senior  in  priority  to  such  Reference  Obligation. 

"Series":  All  of  the  Notes  of  a  Class  issued  (i)  in  the  same  Approved  Currency,  (ii)  on  the  same 
date  of  issuance,  (iif)  with  the  same  Series  Interest  Rate,  (iv)  with  the  same  date  from  which  interest  will 
accrue,  (v)  with  the  same  Non-Call  Period,  and  (vi)  with  the  same  Stated  Maturity. 

"Series  Interest  Amount':  With  respect  to  any  Series  of  Notes,  as  to  each  Interest  Accrual 
Period,  the  amount  of  interest  for  such  Interest  Accrual  Period  payable  in  respect  of  each  $1 ,000,  £1 ,000, 
€1 ,000,  ¥1 ,000,  A$1 ,000,  C$1 ,000  or  NZ$1 ,000  principal  amount  of  such  Series  of  Notes. 

"Series  Interest  Amounts":  Collectively,  the  Series  Interest  Amount  for  each  Class  of  Notes. 

"Series  Interest  Rate":  With  respect  to  any  Series  of  Notes  of  any  Class,  the  annual  rate  at 
which  interest  accrues  on  such  Series  of  Notes,  as  specified,  with  respect  to  Notes  issued  on  the  Closing 
Date,  in  "Summary— Notes"  and  on  the  related  Notes,  and  with  respect  to  any  Series  of  Notes  of  any 
Class  issued  after  the  Closing  Date,  at  the  applicable  rate  specified  in  the  related  offering  circular 
supplement  and  on  the  related  Notes. 

"Series  Interest  Rates":  Collectively,  the  Series  Interest  Rate  for  each  Class  of  Notes. 

"Servicer":  For  each  Reference  Obligation,  any  trustee,  servicer,  sub  servicer,  master  servicer, 
fiscal  agent,  paying  agent  or  other  similar  entity  responsible  for  calculating  payment  amounts  or  providing 
reports  pursuant  to  the  related  Underlying  Instruments. 

"Servicer  Reports":  For  each  Reference  Obligation,  periodic  statements  or  reports  regarding 
such  Reference  Obligation  provided  by  the  related  Servicer  to  holders  of  such  Reference  Obligation. 

"Share  Trustee":  The  Administrator  as  the  trustee  pursuant  to  the  terms  of  a  charitable  trust. 

"Spot  FX  Rate":  A  rate  of  exchange  determined  on  any  measurement  date  by  the  Credit  Default 
Swap  Calculation  Agent  as  the  prevailing  rate  of  exchange  (expressed  as  a  number  rounded  to  four 
decimal  places)  of  Australian  Dollars,  Canadian  Dollars,  Euro,  New  Zealand  Dollars,  Sterling,  Yen  or 
other  Approved  Currencies,  as  the  case  may  be,  for  Dollars  at  such  time. 

"Stated  Maturity":  With  respect  to  any  security  or  debt  obligation,  including  a  Note,  the  date 
specified  in  such  security  or  debt  obligation  as  the  fixed  date  on  which  the  final  payment  of  principal  of 
such  security  or  debt  obligation  is  due  and  payable  or,  if  such  date  is  not  a  Business  Day,  the  next 
following  Business  Day.  The  Stated  Maturity  of  the  Notes  issued  on  the  Closing  Date  is  March  1,  2038. 

"Sterling"  or  "£":  The  lawful  currency  of  the  United  Kingdom. 

"Structured  Corporate  Security":  A  security  that  represents  the  debt  of  a  corporate  obligor 
through  the  creation  of  a  trust  and  the  pledge  of  specific  corporate  assets. 

"Structured  Finance  Security":  Any  security  that  is  an  asset-backed  security,  mortgage-backed 
security,  enhanced  equipment  trust  certificate,  collateralized  debt  obligation,  collateralized  bond 
obligation,  collateralized  loan  obligation  or  similar  instrument. 
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"Structured  Product  Security":  Any  of  the  following  types  of  securities:  ABS  Future  Flow 
Securities  not  classified  as  an  Excluded  Specified  Type  in  accordance  with  the  definition  thereof,  CDO 
Cashflow  Securities,  RMBS,  CMBS,  Wrapped  Securities,  REIT  Debt  Securities  or  Asset-Backed 
Securities. 

"Synthetic  CDO  Security":  Securities  that  entitle  the  holders  thereof  to  receive  payments  that 
depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely  distribution  of 
proceeds  to  holders  of  such  Securities)  on  the  cash  flow  from  (and  not  the  market  value  of)  a  portfolio  of 
primarily  credit  default  swaps  and,  if  applicable,  related  securities. 

"TARGET  Settlement  Day":  Any  day  on  which  the  TARGET  System  is  open. 

"TARGET  System":  The  Trans-European  Automated  Real-Time  Gross  Settlement  Express 
Transfer  System  or  any  successor  thereto. 

"Trustee":  LaSalle  Bank  National  Association,  solely  in  its  capacity  as  Trustee  for  the 
Noteholders,  unless  a  successor  Person  shall  have  become  the  Trustee  pursuant  to  the  applicable 
provisions  of  the  Indenture,  and  thereafter  "Trustee"  shall  mean  such  successor  Person. 

"Trustee  Noteholder  Communication  Notice":  A  notice  from  the  Trustee  to  the  Noteholders 
that  includes  the  contents  of  a  Noteholder  Communication  Notice  that  an  Originating  Noteholder  has 
requested  to  be  communicated  to  all  other  Noteholders;  provided  that  the  Trustee  will  not  under  any 
circumstances  be  required  to  include  the  identity  of  such  Originating  Noteholder  in  the  related  Trustee 
Noteholder  Communication  Notice. 

"U.S.  Person":  The  meaning  specified  under  Regulation  S. 

"U.S.  Resident":  The  meaning  specified  under  the  Investment  Company  Act. 

"Underlying  Assets":  For  each  Reference  Obligation,  the  assets  securing  such  Reference 
Obligation  for  the  benefit  of  the  holders  of  such  Reference  Obligation  and  which  are  expected  to  generate 
the  cashflows  required  for  the  servicing  and  repayment  (in  whole  or  in  part)  of  such  Reference  Obligation, 
or  the  assets  to  which  a  holder  of  such  Reference  Obligation  is  economically  exposed  where  such 
exposure  is  created  synthetically. 

"Underlying  Instruments":  The  indenture  and  any  credit  agreement,  assignment  agreement, 
participation  agreement,  pooling  and  servicing  agreement,  trust  agreement,  instrument  or  other 
agreement  pursuant  to  which  an  Obligation  was  issued  and/or  created  and  each  other  agreement  that 
governs  the  terms  of  or  secures  such  Obligation  or  of  which  holders  of  such  Obligation  are  the 
beneficiaries,  and  any  instrument  evidencing  or  constituting  such  Obligation. 

"Unsealed  Redemption  Refund  Adjustment  Amount":  With  respect  to  the  Class  Notional 
Amount  of  each  Class  of  Notes  on  a  Mandatory  Redemption  Date  caused  by  a  termination  of  the  Credit 
Default  Swap  as  a  result  of  a  default  by  the  Protection  Buyer,  a  termination  of  the  Collateral  Put 
Agreement  as  a  result  of  a  default  by  the  Collateral  Put  Provider  or  a  termination  of  the  Basis  Swap  as  a 
result  of  a  default  by  the  Basis  Swap  Counterparty  or  a  Stated  Maturity  of  any  Series  of  such  Class,  the 
lesser  of  (i)  the  applicable  Maximum  Redemption  Refund  Amount  determined  on  such  date  less  the  sum 
of  the  ICE  Class  Notional  Amount  Differentials  for  the  Classes  of  Notes  that  are  senior  to  such  Class 
immediately  prior  to  such  determination  and  (ii)  the  ICE  Class  Notional  Amount  Differential  of  such  Class 
immediately  prior  to  such  determination. 

"USD  Equivalent":  An  amount  expressed  in  Dollars  which  is  equal  to  (i)  with  respect  to  any 
Notes,  the  quotient  of  (a)  the  Currency  Adjusted  Aggregate  Outstanding  Amount  of  such  Notes  divided  by 
(b)  the  Applicable  Series  Foreign  Exchange  Rate  and  (ii)  with  respect  to  any  Collateral  Securities,  the 
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quotient  of  (a)  the  principal  amount  of  such  Collateral  Security  as  expressed  in  its  Approved  Currency  of 
denomination  divided  by  (b)  the  Applicable  Collateral  Security  Foreign  Exchange  Rate. 

'Weighted  Average  Life":  As  of  any  measurement  date,  the  number  obtained  by  the  Credit 
Default  Swap  Calculation  Agent  and  confirmed  by  the  Collateral  Administrator  with  respect  to  the 
Collateral  by  (i)  for  each  Collateral  Security  and  each  Eligible  Investment,  multiplying  the  USD  Equivalent 
of  each  scheduled  principal  payment  by  the  number  of  years  (rounded  to  the  nearest  hundredth)  from 
such  measurement  date  until  such  scheduled  principal  payment  is  due;  (ii)  summing  all  of  the  products 
calculated  pursuant  to  subclause  (i);  and  (iii)  dividing  the  sum  calculated  pursuant  to  subclause  (ii)  by  the 
sum  of  the  USD  Equivalent  of  all  scheduled  principal  payments  due  on  all  the  Collateral  Securities  and 
Eligible  Investments  as  of  such  measurement  date;  provided  that  for  purposes  of  determining  the 
Weighted  Average  Life  of  the  Collateral,  the  number  calculated  under  clause  (i)  with  respect  to  Eligible 
Investments  shall  equal  zero. 

"Wrapped  Securities":  Securities  (other  than  RMBS  Agency  Securities)  that  (i)  have  the  benefit 
of  a  financial  guarantee  insurance  policy  or  surety  bond  provided  by  a  monoline  or  multiline  insurer  and 
(ii)  are  rated  "AAA"  by  S&P  or  "Aaa"  by  Moody's,  which  ratings  may  take  into  consideration  such  financial 
guarantee  insurance  policy  or  surety  bond. 

"Writedown  Amount":  On  any  day,  with  respect  to  any  Reference  Obligation  that  suffered  a 
Writedown  Credit  Event,  the  product  of  (i)  the  amount  of  such  Writedown  with  respect  to  such  Reference 
Obligation  on  such  day,  (ii)  the  Applicable  Percentage  with  respect  to  such  Reference  Obligation  and  (iii) 
if  such  Reference  Obligation  is  not  denominated  in  Dollars,  the  applicable  Notional  Foreign  Exchange 
Rate. 

"Writedown  Reimbursement":  For  any  Reference  Obligation,  at  any  time  on  or  after  the  Closing 
Date,  the  occurrence  of: 

(i)  a  payment  by  or  on  behalf  of  the  related  Reference  Entity  of  an  amount  in  respect  of  the 

Reference  Obligation  in  reduction  of  any  prior  Writedowns; 

(ii)  (A)  an  increase  by  or  on  behalf  of  the  related  Reference  Entity  of  the  Reference 

Obligation  Outstanding  Principal  Amount  to  reflect  the  reversal  of  any  prior  Writedowns 
or  (B)  a  decrease  in  the  principal  deficiency  balance  or  realized  loss  amounts  (however 
described  in  the  Underlying  Instruments)  attributable  to  the  Reference  Obligation;  or 

(iii)  if  the  Underlying  Instruments  do  not  provide  for  writedowns,  applied  losses,  principal 
deficiencies  or  realized  losses  as  described  in  (ii)  above  to  occur  in  respect  of  the 
Reference  Obligation,  an  Implied  Writedown  Reimbursement  Amount  being  determined 
in  respect  of  the  Reference  Obligation  by  the  Credit  Default  Swap  Calculation  Agent. 

"Writedown  Reimbursement  Amount":  For  any  Reference  Obligation,  an  amount  equal  to  the 
product  of  (i)  the  sum  of  all  Writedown  Reimbursements  related  to  such  Reference  Obligation  on  that  day, 
(ii)  the  Applicable  Percentage  with  respect  to  such  Reference  Obligation  and  (iii)  if  such  Reference 
Obligation  is  not  denominated  in  Dollars,  the  applicable  Notional  Foreign  Exchange  Rate. 

"Yen":  The  lawful  currency  of  Japan. 
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EXHIBIT  A:  FORM  OF  NOTE  OWNER  CERTIFICATE 

LaSalle  Bank  National  Association  ABACUS  2007-AC1,  Ltd. 

181  West  Madison  Street,  32nd  Floor  P.O.  Box  1093,  GT 

Chicago,  Illinois  60602  Queensgate  House 

Attention:  CDO  Trust  Services  Group  -  ABACUS  2007-AC1 ,  Ltd.  South  Church  Street 

as  Trustee  and  Issuing  and  Paying  Agent  George  Town,  Grand  Cayman 

Cayman  Islands 

ABACUS  2007-AC1,  Inc. 
850  Library  Avenue,  Suite  204 
Newark,  Delaware  19711 

Re:         Reports  Prepared  Pursuant  to  the  Indenture,  dated  as  of  April  26,  2007  among  ABACUS  2007-AC1,  Ltd., 
ABACUS  2007-AC1,  Inc.  and  LaSalle  Bank  National  Association  (the  "Indenture"). 

Ladies  and  Gentlemen: 

The  undersigned  hereby  certifies  that  it  is  the  beneficial  owner  of  U.S.$ in  principal 

amount  of  the  (Please  check  all  that  apply.): 

Class  SS  Notes 

Class  A-1  Notes 

Class  A-2  Notes 

Class  B  Notes 

Class  C  Notes 

Class  D  Notes 

Class  FL  Notes 


and  hereby  requests  the  Trustee  or  the  Issuing  and  Paying  Agent,  as  applicable,  to  provide  to  it  (or  its 
designated  nominee  set  forth  below)  at  the  following  address  or  with  respect  to  certain  monthly  accounting  reports  or 
certain  other  accounting  reports,  grant  access  to  such  information  at  the  Trustee's  website  the: 

notice  after  the  occurrence  of  any  Default  (specified  in  Section  6.2  of  the  Indenture) 

information  with  respect  to  certain  tax  matters  (specified  in  Section  7.19  of  the  Indenture) 

certain  monthly  accounting  reports  with  respect  to  the  Issuer  Assets  (specified  in  Section  10.5(a)  of 


the  Indenture) 

certain  accounting  reports  determined  as  of  the  Determination  Date  (specified  in  Section  10.5(b)  of 

the  Indenture). 

Please  return  form  to  the  Trustee. 

IN  WITNESS  WHEREOF,  the  undersigned  has  caused  this  certificate  to  be  duly  executed  this day  of 

'  [NAME  OF  NOTE  OWNER] 

By: 

Authorized  Signatory 


Print  Name  Here. 
Address: 
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Obligor 

Initial 

Reference 

Obligation 

Notional 

Amount 

Reference  Obligation 

Reference  Entity 

CUSIP 

Type 

Initial  Face 
Amount 

Original 
Principal 
Amount 

Initial  Factor1 

Fitch 
Actual 
Rating 

Moody's 
Actual 
Rating 

sap 

Actual 
Rating 

Rated  Final 

Maturity 

Date 

Remaining 

Average 

Life 

Servicer/CDO  Manager 

Insurer 

1 

22.222,222 

ABFC  2006-OFT1  M8 

ABFC  2006-OPT1 

00075QAM4 

Residential  B/C 
Mortqaqe  Security 

22,222.222 

12.445,000 

1.0000000000 

BBB 

Baa2 

BBB 

9/25/2036 

3.4 

Option  One  Mortgage  Corp 

2 

22,222.222 

ABFC  2006-OPT2  M8 

ABFC  2006-OFT2 

00075XAP2 

Residential  B/C 
Mortqaqe  Security 

22,222,222 

10,443.000 

1.0000000000 

BBB 

Baa2 

BBB 

1072572036 

3.7 

Option  One  Mortgage  Corp 

3 

22,222,222 

ABSHE  2006-HE3  M7 

ABSHE  2006-HE3 

04541GXK3 

Residential  B/C 
Mortqaqe  Security 

22,222,222 

11,585,000 

1.0000000000 

BBB 

Baa2 

BBB 

3/25/2036 

3.3 

Option  One  Mortgage  Corp 

4 

22,222,222 

ABSHE  2008-HE4  M7 

ABSHE  2006-HE4 

04544GAP4 

Residential  B/C 
Mortqaqe  Security 

22,222,222 

6,819,000 

1.0000000000 

BBB 

Baa2 

BBB 

5/2572036 

3.3 

Select  Portfolio  Servicing,  inc 

S 

22,222,222 

ABSHE  2O06-HE7  M9 

ABSHE  2006-HE7 

04544QAP2 

Residential  B/C 
Mortqaqe  Security 

22,222,222 

11,891,000 

1.0000000000 

BBB- 

Baa2 

BBB- 

11/25/2036 

3.9 

Select  Portfolio  Servicing,  Inc 

6 

22,222,222 

ACE2006-FM2M8 

ACE  2006-FM2 

00442CAN9 

Residential  B/C 
Mortqaqe  Security 

22,222,222 

6,582,000 

1.0000000000 

Baa2 

BBB 

8/25/2036 

4.0 

Wells  Fargo  Bank 

7 

22,222,222 

ACE  2006-OP2  M9 

ACE  2006-OP2 

00441YAP7 

Residential  B/C 
Mortqaqe  Security 

22,222.222 

11,597,000 

1.0000000000 

Baa2 

BBB- 

8/25/2036 

3.8 

Welts  Fargo  Bank 

8 

22,222,222 

ARSI  2008-W1  M8 

ARSI  2006-W1 

040104RQ6 

Residential  B/C 
Mortgage  Security 

22,222,222 

31,850,000 

1.0000000000 

BBB+ 

Baa2 

BB8+ 

3/25/2038 

3.3 

Ameriquest  Mortgage 
Company 

9 

22,222,222 

BNCMT  2007-1  M8 

BNCMT  2007-1 

05569GAN6 

Residential  B/C 
Mortqaqe  Security 

22,222.222 

8,305,000 

1.0000000000 

BBB 

Baa2 

BBB 

3/25/2037 

4.3 

Aurora  Loan  Services  Inc 

10 

22,222.222 

CARR  2006-FRE1  M9 

CARR  2006-FRE1 

144538AN5 

Residential  B/C 
Mortgage  Security 

22,222,222 

13,476,000 

1.0000000000 

BBB+ 

Baa2  . 

A 

7/25/2036 

3.3 

Fremont  Investment  And 
Loan 

11 

22,222.222 

CARR  2006-FRE2  M8 

CARR  2008-FRE2 

14454AAN9 

Residential  B/C 
Mortgage  Security 

22,222,222 

12,805,000 

1.0000000000 

Baa2 

BBB+ 

107250038 

3.6 

Fremont  Investment  And 
Loan 

12 

22.222,222 

CARR  2006-OFT1  M8 

CARR  2006-OPT1 

144531 FV7 

Residential  B/C 
Mortqaqe  Security 

22,222.222 

12,954,000 

1.0000000000 

BBB* 

Baa2 

A- 

2/25/2036 

3.1 

Option  One  Mortgage  Corp 

13 

22,222,222 

CMLTI  2006-AMC1  M8 

CMLTI  2006-AMC1 

17309PAL0 

Residential  B/C 
Mortgage  Security 

22,222.222 

9,366,000 

1.0000000000 

Baa2 

BBB 

9/25/2036 

3.6 

Ameriquest  Mortgage 
Company 

14 

22,222,222 

CMLTI  2008-NC1  M8 

CMLTI  2008-NC1 

172983AN8 

Residential  B/C 
Mortqaqe  Security 

22.222,222 

6,814,000 

1.0000000000 

Baa2 

BBB 

8/2572036 

3.3 

Wells  Fargo  Bank 

13 

22.222,222 

CMLTI  200B-WFH2  M9 

CMLTI  2006-WFH2 

17309MAN3 

Residential  B/C 
Mortgage  Security 

22,222,222 

11,666,000 

1.0000000000 

Baa2 

BBB- 

8/25/2036 

3.6 

Wells  Fargo  Bank 

1G 

22,222,222 

CMLTI  2006-WMC1  M8 

CMLTI  2006-WMC1 

17307G2F4 

Residential  B/C 
Mortgage  Security 

22,222,222 

10,313,000 

1.0000000000 

A- 

Baa2 

BBB+ 

12/25/2035 

3.2 

Wells  Fargo  Bank 

17 

22,222,222 

CMLTI  2007-AMC1  M8 

CMLTI  2007-AMC1 

17311BAL7 

Residential  B/C 
Mortgage  Security 

22,222,222 

16,661,000 

1.0000000000 

Baa2 

BBB 

12/25/2036 

4.2 

Countrywide  Home  Loans, 
Inc 

18 

22,222,222 

CMLTI  2007-WFH1  M9 

CMLTI  2007-WFH1 

17311CAM3 

Residential  B/C 
Mortqaqe  Security 

22,222,222 

4,465,000 

1.0000000000 

Baa2 

BBB- 

1/25/2037 

4.0 

Wells  Fargo  Bank 

19 

22,222,222 

CWL  2008-24  M8 

CWL  2006-24 

23243HAN1 

Residential  B/C 
Mortgage  Security 

22,222,222 

9,408,000 

1.0000000000 

Baa2 

BBB 

5/2572037 

4.5 

Countrywide  Home  Loans, 
Inc 

20 

22,222,222 

CWL  2007-2  M8 

CWL  2007-2 

12668NAN7 

Residential  B/C 
Mortgage  Security 

22,222,222 

12,480,000 

1.0000000000 

Baa2 

BBB 

8/25/2037 

4.6 

Countrywide  Home  Loans, 
Inc 

21 

22,222,222 

FFML2006-FF11  M8 

FFML200B-FF11 

32028PAP0 

Residential  B/C 
Mortqaqe  Security 

22,222.222 

20,600,000 

1.0000000000 

BBB 

Baa2 

BBB 

8/25/2036 

3.6 

Wells  Fargo  Bank 

22 

22,222,222 

FFML  2006-FF12  M8 

FFML2005-FF12 

32027GAN6 

Residential  B/C 
Mortqaqe  Security 

22,222,22! 

8,397.000 

1.0000000000 

BBB 

Baa2 

BBB 

9/25/2036 

4.1 

Aurora  Loan  Services  Inc 

23 

22,222.222 

FFML  2006-FF14  M8 

FFML  200B-FF14 

32027LAP0 

Residential  B/C 
Mortgage  Security 

22,222.222 

7,559,000 

1.0000000000 

BBB 

Baa2 

BBB 

10/2572036 

4.1 

Aurora  Loan  Services  Inc 

24 

22,222,222 

FFML  2006-FF15  M8 

FFML  200S-FF15 

32028GAP0 

Residential  B/C 
Mortqaqe  Security 

22,222,222 

15,612,000 

1.0000000000 

BBB 

Baa2 

BBB 

11/25/2038 

4.2 

Aurora  Loan  Services  Inc 

23 

22,222,222 

FFML  2006-FF16  M8 

FFML2006-FF16 

32O275AN0 

Residential  B/C 
Mortqaqe  Security 

22,222,222 

8,428,000 

1.0000000000 

Baa2 

BBB+ 

12/25/2036 

4.0 

Home  Loan  Services,  Inc. 

26 

22.222,222 

FFML2006-FF17M8 

FFML2006-FF17 

32028KAP1 

Residential  B/C 
Mortqaqe  Security 

22,222,222 

4,663,000 

1.0000000000 

BBB 

Baa2 

BBB 

12/25/2036 

4.2 

Aurora  Loan  Services  Inc 

27 

22,222,222 

FFML  2006-FF7  M8 

FFML2006-FF7 

320277AP1 

Residential  B/C 
Mortqaqe  Security 

22,222.222 

8,701,000 

1.0000000000 

BBB 

Baa2 

BBB 

5/25/2036 

3.3 

Welts  Fargo  Bank 

o 
o 

k. 

CO 

00 
N3 

CO 


1  Source:  Bloomberg.  As  of  April  10,  2007. 
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Obligor 

Initial 

Reference 

Obligation 

Notional 

Amount 

Reference  Obligation 

Reference  Entity 

CUSIP 

Type 

Initial  Face 
Amount 

Original 
Principal 
Amount 

1 

Initial  Factor' 

Fitch 
Actual 
Rating 

Mood/s 
Actual 
Rating 

ii&P 
Actual 
Rating 

Rated  Final    Remaining 

Maturity       Average 

Date              Life 

ServlcerfCDO  Manager 

Insurer 

28 

22,222,222 

FFML  2006-FF9  M8 

FFML  2006-FF9 

320276AP3 

Residential  B/C 
Mortgage  Security 

22,222,222 

13.478.000 

1.0000000000 

BBB+ 

Baa2 

EBB+ 

6/25/2036 

3.4 

Wells  Fargo  Bank 

29 

22,222,222 

FFML  2007-FF1  B2 

FFML  2007-FF1 

32028TAN7 

Residential  B/C 
Mortgage  Security 

22,222,222 

15,254,000 

1.0000000000 

Baa2 

I3BB 

1/25/2038 

4.4 

Home  Loan  Services,  Inc. 

30 

22,222,222 

FFML  2007-FF2  B2 

FFML  2007-FF2 

32029GAN4 

Residential  B/C 
Mortqage  Security 

22,222,222 

19,500,000 

1.0000000000 

Baa2 

I3BB 

3/25/2037 

4.4 

Home  Loan  Services,  Inc. 

31 

22.222,222 

FHLT  2006-A  M7 

FHLT  2006-A 

35729RAN6 

Residential  B/C 
Mortqaqe  Security 

22,222,222 

13,264,000 

1.0000000000 

BBB+ 

Baa2 

BBB 

5/25/2036 

3.4 

Wells  Fargo  Bank 

32 

22,222,222 

FHLT  2008-B  M8 

FHLT  2006-B 

35729QAN8 

Residential  B/C 
Mortqage  Security 

22,222,222 

12,544,000 

1.0000000000 

BBB+ 

Baa2 

3BB 

8725/2036 

3.8 

Wells  Fargo  Bank 

33 

22,222,222 

FMIC  2006-2  M8 

FMIC  2006-2 

31659EAM0 

Residential  B/C 
Mortgage  Security 

22,222.222 

10,800,000 

1.0000000000 

Baa2 

BBB+ 

7/25/2036 

3.1 

Wells  Fargo  Bank 

34 

22,222,222 

FMIC  2006-3  M8 

FMIC  2006-3 

316599AN9 

Residential  B/C 
Mortqaqe  Security 

22,222,222 

12,026.000 

1.0000000000 

Baa2 

BBB 

11/25/2036 

3.3 

Wells  Fargo  Bank 

35 

22,222,222 

GSAMP  2006-FM2  M8 

GSAMP  2006-FM2 

36245DAN0 

Residential  B/C 
Mortgage  Security 

22,222,222 

11,750,000 

1.0000000000 

Baa2 

I3BB+ 

9/25/2036 

3.6 

Wells  Fargo  Bank 

36 

22.222.222 

HASC  2006-HE2  M8 

HASC2006-HE2 

44328BAP3 

Residential  B/C 
Mortgage  Security 

22,222,222 

14,484,000 

1.0000000000 

BBB+ 

Baa2 

BBB+ 

12/25/2036 

5.2 

CitiMortgage.  Inc. 

37 

22.222,222 

HEAT  2006-3  M8 

HEAT  2006-3 

437084UZ7 

Residential  B/C 
Mortgage  Security 

22,222,222 

14,700,000 

1.0000000000 

BBB+ 

Baa2 

BBB* 

7/25/2036 

3.1 

Select  Portfolio  Servicing,  Inc 

38 

22,222,222 

HEAT  2006-5  M8 

HEAT  2006-5 

437096AQ3 

Residential  B/C 
Mortqaqe  Security 

22,222,222 

10,625,000 

1.0000000000 

BBB+ 

Baa2 

3BB+ 

10/25/2036 

3.4 

Select  Portfolio  Servicing,  Inc 

39 

22.222,222 

HEAT  2006-6  M8 

HEAT  2006-6 

437097AP3 

Residential  B/C 
Mortgage  Security 

22,222,222 

10,200.000 

1.0000000000 

A- 

Baa2 

A- 

11/25/2038 

3.5 

Select  Portfolio  Servicing,  Inc 

40 

22,222,222 

HEAT  2006-7  M8 

HEAT  2006-7 

43709NAPB 

Residential  B/C 
Mortqaqe  Security 

22,222,222 

11,000.000 

1.0000000000 

BBB+ 

Baa2 

BBB+ 

1/25/2037 

3.7 

Select  Portfolio  Servicing,  Inc 

41 

22,222,222 

HEAT  2008-8  MB 

HEAT  2006-8 

43709QAP1 

Residential  B/C 
Mortgage  Security 

22,222.222 

10.350,000 

1.0000000000 

BBB 

Baa2 

BBB+ 

3/25/2037 

4.0 

Select  Portfolio  Servicing,  Inc 

42 

22,222,222 

HEAT  2007-1  M8 

HEAT  2007-1 

43710LAN4 

Residential  B/C 
Mortgage  Security 

22.222,222 

10,500,000 

1.0000000000 

BBB 

Baa2 

BBB+ 

5/25/2037 

4.0 

Select  Portfolio  Servicing,  Inc 

43 

22.222,222 

HEAT  2007-2  M8 

HEAT  2007-2 

43710KAN6 

Residential  B/C 
Mortgage  Security 

22,222.222 

14,400,000 

1 .0000000000 

BBB 

Baa2 

BBB 

7/25/2037 

4.3 

Select  Portfolio  Servicing,  Inc 

44 

22,222,222 

IXIS  2006-HE3  B2 

IXIS  20O6-HE3 

46602UAM0 

Residential  B/C 
Mortqaqe  Security 

22,222,222 

12,837,000 

1.0000000000 

BBB 

Baa2 

BBB 

1/25/2037 

4.3 

Wells  Fargo  Bank 

45 

22,222,222 

JPMAC  2006-CW2  MV8 

JPMAC  2006-CW2 

46629BBA6 

Residential  B/C 
Mortqage  Security 

22,222,222 

11,432,000 

1.0000000000 

BBB 

Baa2 

BBB 

8/25/2036 

3.8 

Countrywide  Home  Loans, 
Inc 

46 

22,222,222 

JPMAC  2006-FRE1  M8 

JPMAC  2006-FRE1 

46626LFV7 

Residential  B/C 
Mortqage  Security 

22,222.222 

14,174,000 

1.0000000000 

BBB 

Baa2 

BBB 

5/25/2035 

3.0 

JPMorgan  Chase  Bank 

47 

22,222,222 

JPMAC  2006-WMC3  M8 

JPMAC  2006-WMC3 

46629KAP4 

Residential  B/C 
Mortqaqe  Security 

22,222,222 

11.510,000 

1.0000000000 

BBB 

Baa2 

BBB 

8/25/2038 

3.8 

JPMorgan  Chase  Bank 

48 

22.222,222 

LBMLT  2006-11  M8 

LBMLT  2006-11 

542512AN8 

Residential  B/C 
Mortgage  Security 

22,222,222 

11.250.000 

1.0000000000 

Baa2 

BBB 

12/2572038 

4.2 

Washington  Mutual  Bank, 
FA. 

49 

22.222,222 

LBMLT  2006-4  M8 

LBMLT  2006-4 

54251 MAN4 

Residential  B/C 
Mortgage  Security 

22,222,222 

22,111.000 

1.0000000000 

Baa2 

A- 

5/25/2036 

3.4 

Washington  Mutual  Bank, 
FA. 

50 

22,222,222 

LBMLT  2006-6  M8 

LBMLT  2006-6 

54251 RAN3 

Residential  B/C 
Mortgage  Security 

22,222,222 

19,413.000 

1.0000000000 

BBB+ 

Baa2 

BBB* 

7/25/2036 

3.6 

Washington  Mutual  Bank, 
FA. 

51 

22,222.222 

LBMLT  2006-7  M8 

LBMLT  2006-7 

542S1TAN9 

Residential  B/C 
Mortqaqe  Security 

22.222.222 

15,966,000 

1.0000000000 

BBB+ 

Baa2 

A- 

8/25/2036 

3.7 

Washington  Mutual  Bank, 
FA. 

52 

22,222.222 

LBMLT  2006-8  M8 

LBMLT  2006-8 

54251 UAN6 

Residential  B/C 
Mortgage  Security 

22.222,222 

11,046,000 

1.0000000000 

Baa2 

A- 

9/25/2036 

3.9 

FA. 

53 

22.222,222 

LBMLT  2008-9  M8 

LBMLT  2006-9 

54251WAN2 

Residential  B/C 
Mortqaqe  Security 

22,222.222 

15,961.000 

1.0000000000 

Baa2 

BBB+ 

10/25/2038 

4.0 

Washington  Mutual  Bank, 
FA. 

54 

22,222,222 

LBMLT  2006-WL1  M8 

LBMLT  2006-WL1 

542514RD8 

Residential  B/C 
Mortqaqe  Security 

22,222,222 

23,864,000 

1.0000000000 

Baa2 

BBB 

1/25/2036 

3.0 

Long  Beach  Mortgage 
Company 

55 

22,222,222 

MABS  2006-HE5  M9 

MABS  2006-HE5 

576455AN9 

Residential  B/C 
Mortqaqe  Security 

22,222.222 

10,393,000 

1.0000000000 

Baa2 

BBB- 

11/25/2036 

4.1 

Wells  Fargo  Bank 

56 

22,222,222 

MABS  2008-NC2  M9 

MABS  2006-NC2 

55275BAP2 

Residential  B/C 
Mortgage  Security 

22,222,222 

11,214.000 

1.0000000000 

BBB 

Baa2 

BBB- 

8/25/2038 

3.7 

Weirs  Fargo  Bank 

57 

22.222,222 

MABS  2006-WMC4  M8 

MABS  2006-WMC4 

57645MAP7 

Residential  B/C 
Mortgage  Security 

22,222.222 

11,399,000 

1.0000000000 

Baa2 

BBB+ 

10/25/2038 

4.1 

Wells  Fargo  Bank 
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58 

22,222,222 

MLMI  2006-WMC1  B2A 

MLMI  2006-WMC1 

59020U4H5 

Residential  B/C 
Mortgage  Security 

22,222.222 

13,953,000 

1.0000000000 

Baa2 

3BB+ 

1/25/2037 

3.1 

Wilshire  Credit  Corp 

99 

22,222,222 

MSAC  2006-HE7  B2 

MSAC  2006-HE7 

61750MAP0 

Residential  B/C 
Mortqage  Security 

22,222.222 

12,851,000 

1.0000000000 

Baa2 

BBB. 

9/25/2036 

4.5 

Countrywide  Home  Loans, 
Inc 

60 

22,222,222 

MSAC  20O8-HE8  B2 

MSAC  2006-HE8 

61750SAP7 

Residential  B/C 
Mortqage  Security 

22.222.222 

17,398.000 

1.0000000000 

Baa2 

BBB 

10/25/2036 

4.9 

Wells  Fargo  Bank 

61 

22,222,222 

MSAC  2006-NC4  B2 

MSAC  2006-NC4 

61748LAN2 

Residential  B/C 
Mortqaqe  Security 

22,222,222 

23.729.000 

1.0000000000 

BBB 

Baa2 

BBB 

6/25/2036 

4.1 

Wells  Fargo  Bank 

62 

22,222,222 

MSAC  2008-NC5  B3 

MSAC  2006-NC5 

61749BAQ6 

Residential  B/C 
Mortqaqe  Security 

22,222,222 

18,795,000 

1.0000000000 

Baa2 

BBB- 

10/25/2036 

4.8 

Countrywide  Home  Loans, 
Inc 

63 

22,222,222 

MSAC  2008-WMC1  B2 

MSAC  2006-WMC1 

61744CXV3 

Residential  B/C 
Mortqaqe  Security 

22,222,222 

14,285,000 

1.0000000000 

BBB+ 

Baa2 

A- 

12/25/2035 

3.6 

JPMorgan  Chase  Bank 

64 

22,222,222 

MSAC  200S-WMC2  B2 

MSAC  2006-WMC2 

61749KAP8 

Residential  B/C 
Mortgage  Security 

22,222,222 

27,331,000 

1.0000000000 

BBB 

Baa2 

BBB 

7/25/2036 

4.3 

Wells  Fargo  Bank 

65 

22,222,222 

MSAC  2007-HE1  B2 

MSAC  2007-HE1 

617526AP3 

Residential  B/C 
Mortgage  Security 

22,222,222 

9,779,000 

1.0000000000 

Baa2 

BBB 

11/25/2036 

5.0 

Saxon  Mortgage 

66 

22,222,222 

MSAC  2007-HE2  B2 

MSAC  2007-HE2 

61753EAM2 

Residential  B/C 
Mortgage  Security 

22.222,222 

0,830,000 

1.0000000000 

Baa2 

BBB 

1/25/2037 

5.2 

Saxon  Mortgage 

67 

22.222,222 

MSAC  2007-NC1  B2 

MSAC  2007-NC1 

617505AN2 

Residential  B/C 
Mortqage  Security 

22,222,222 

9,375,000 

1.0000000000 

Baa2 

BBB 

11/25/2038 

5.1 

Saxon  Mortgage 

68 

22,222,222 

MSAC  2006-HE2  B2 

MSAC  2006-HE2 

617451FD6 

Residential  B/C 
Mortqaqe  Security 

22,222,222 

29.469,000 

1.0000000000 

BBB 

Baa2 

BBB+ 

3/25/2036 

4.0 

Wells  Fargo  Bank 

69 

22,222,222 

MSHEL  2007-1  B2 

MSHEL  2007-1 

61751QAM7 

Residential  B/C 
Mortgage  Security 

22,222,222 

8,601.000 

1.0000000000 

Baa2 

BBB 

12/25/2036 

5.1 

Saxon  Mortgage 

70 

22,222,222 

MSIX  2006-2  B2 

MSIX  2006-2 

617463AM6 

Residential  B/C 
Mortgage  Security 

22,222,222 

12,472,000 

1.0000000000 

Baa2 

BBB 

11/250036 

4.9 

Saxon  Mortgage 

71 

22,222,222 

NHEL  2008-5  M8 

NHEL  2006-5 

66988YAN2 

Residential  B/C 
Mortgage  Security 

22,222.222 

9,100,000 

1.0000000000 

Baa2 

BBB+ 

11/25/2036 

3.6 

Novastar  Mortgage,  Inc 

72 

22.222,222 

NHELI  2006-FM1  M8 

NHELI  2006-FM1 

65536HCF3 

Residential  B/C 
Mortqaqe  Security 

22,222,222 

12,139,000 

1.0000000000 

Baa2 

BBB* 

11/25/2035 

2.9 

Weirs  Fargo  Bank 

73 

22.222,222 

NHELI  2008-FM2  MB 

NHELI  2008-FM2 

65537FAN1 

Residential  B/C 
Mortgage  Security 

22,222,222 

15.964,000 

1.0000000000 

BBB+ 

Baa2 

BBB+ 

7/25/2036 

3.7 

Wells  Fargo  Bank 

74 

22.222,222 

NHELI  2006-HE3  M8 

NHELI  2006-HE3 

65536QAN8 

Residential  B/C 
Mortgage  Security 

22,222,222 

15,048,000 

1.0000000000 

BBB+ 

Baa2 

BBB* 

7/25/2036 

3.5 

Wells  Fargo  Bank 

75 

22,222,222 

OOMLT  2005-3  M9 

OOMLT  2006-3 

6S3898AM5 

Residential  B/C 
Mortqage  Security 

22,222,222 

17.250,000 

1.0000000000 

Baa2 

BBB- 

2/25/2037 

3.6 

Option  One  Mortgage  Corp 

76 

22.222,222 

OOMLT  2007-1  MB 

OOMLT  2007-1 

6B400DAP9 

Residential  B/C 
Mortqaqe  Security 

22.222.2Z! 

20,482,000 

1.0000000000 

Baa2 

BBB 

1/25/2037 

3.9 

Option  One  Mortgage  Corp 

77 

22,222,222 

SABR  2006-FR1  B2 

SABR  2006-FR1 

81375WJY3 

Residential  B/C 
Mortqaqe  Security 

22,222,22:» 

14,343,000 

1.0000000000 

BBB+ 

Baa2 

A- 

11/25/2035 

39 

Homeq  Servicing  Corp 

78 

22,222,222 

SABR  2O06-FR3  B2 

SABR  2006-FR3 

813765AH7 

Residential  B/C 
Mortgage  Security 

22.222,222 

12.839,000 

1.0000000000 

BBB+ 

Baa2 

BBB 

505/2036 

4.3 

Homeq  Servicing  Corp 

79 

22,222,222 

SABR  2006-HE2  B2 

SABR  2006-HE2 

81377AAM4 

Residential  B/C 
Mortgage  Security 

22,222,222 

7,686,000 

1.0000000000 

BBB+ 

Baa2 

BBB 

7/25/2036 

3.7 

Homeq  Servicing  Corp 

80 

22,222,222 

SAIL  2006-4  M7 

SAIL  2008-4 

86360WAM4 

Residential  B/C 
Mortqaqe  Security 

22,222,222 

19.571.000 

1.0000000000 

BBB 

Baa2 

BBB 

7/25/2036 

4.0 

Aurora  Loan  Services  Inc 

81 

22,222,222 

SASC2006-EQ1AM8 

SASC2006-EQ1A 

86360RAN3 

Residential  B/C 
Mortqage  Security 

22,222,222 

20,587,000 

1.0000000000 

Baa2 

BBB 

7/25/2036 

5.0 

Aurora  Loan  Services  Inc 

82 

22,222,222 

.  SASC  2O06-OPT1  M7 

SASC  2006-OPT1 

86359UAN9 

Residential  B/C 
Mortgage  Security 

22,222,222 

12,749,000 

1.0000000000 

BBB 

Baa2 

BBB 

4/25/2036 

3.5 

Aurora  Loan  Services  Inc 

83 

22.222.222 

SASC  2006-WF3  M9 

SASC  2006-WF3 

86361 EAP6 

Residential  B/C 
Mortqage  Security 

22,222,222 

16,901,000 

1.0000000000 

BBB- 

Baa2 

BBB- 

9/25/2036 

4.2 

Aurora  Loan  Services  Inc 

84 

22.222,222 

SURF  2007-BC1  B2 

SURF  2007-BC1 

84752BAQ2 

Residential  B/C 
Mortqaqe  Security 

22,222.222 

8,250,000 

1.0000000000 

Baa2 

BBB 

1/25/2038 

4.4 

Wilshire  Credit  Corp 

85 

22.222,222 

SVHE  2006-EQ2  M8 

SVHE  2008-EQ2 

83611XAM6 

Residential  B/C 
Mortqaqe  Security 

22,222.222 

6,262,000 

1.0000000000 

BBB 

Baa2 

BBB 

1/2572037 

4.1 

Wells  Fargo  Bank 

86 

22.222.222 

SVHE  2006-OPT1  M7 

SVHE  20O6-OFT1 

83611MMF2 

Residential  B/C 
Mortgage  Security 

22,222,222 

13,085,000 

1.0000000000 

BBB* 

Baa2 

BBB 

3/25/2038 

3.1 

Option  One  Mortgage  Corp 

87 

22.222,222 

SVHE  2006-OPT2  M7 

SVHE  2006-OPT2 

83611MMT2 

Residential  B/C 
Mortgage  Security 

22,222,222 

18,400,000 

1.0000000000 

Baa2 

A- 

5/25/2038 

3.1 

Option  One  Mortgage  Corp 
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88 

22,222,222 

SVHE  2006-OPT3  M7 

SVHE  2006-OPT3 

83811MPR3 

Residential  B/C 
Mortqage  Security 

22,222,222 

27,000,000 

1.0000000000 

Baa2 

EIBB 

6725/2036 

3.2 

Option  One  Mortgage  Corp 

89 

22.222,222 

SVHE  2006-OPT4  M7 

SVHE  2006-OPT4 

83611YAM4 

Residential  B/C 
Mortgage  Security 

22,222,222 

10,000,000 

1.0000000000 

Baa2 

BBB+ 

6/25/2036 

3.3 

Option  One  Mortgage  Corp 

90 

22,222,222 

SVHE  2006-OPT5  M8 

SVHE  2006-OPT5 

83612CAN9 

Residential  B/C 
Mortgage  Security 

22,222,222 

38,750.000 

1.0000000000 

Baa2 

I38B 

7/25/2036 

3.7 

Option  One  Mortgage  Corp 
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INDEX  OF  DEFINED  TERMS 


£  : 176 

€  149 

A$ 136 

ABS 135 

ABS  Aircraft  Securities 128 

ABS  Automobile  Securities 128 

ABS  Car  Rental  Receivable  Securities 129 

ABS  Credit  Card  Securities 129 

ABS  Future  Flow  Securities :..129 

ABS  Health  Care  Receivable  Securities 129 

ABS  Mutual  Fund  Fee  Securities 130 

ABS  Other  Security 130 

ABS  Small  Business  Loan.  Securities  „,,„, 130 

ABS  Structured  Settlement  Securities 1 30 

ABS  Student  Loan  Securities 130 

ABS  Subprime  Auto  Securities 131 

ABS  Tax  Lien  Securities 1 31 

ABSTimeshare  Securities 131 

ACA  Capital 85 

ACA  Capital  Holdings 85 

ACA  Guaranty .85 

ACA  Management 2,  85 

ACA  Risk  Solutions 85 

ACA  Service 85 

Actual  Principal  Amount 131 

Actual  Rating 131 

Additions!  Issuance  Principal  Amount 13 

Additional  Issuance  Upfront  Payment 63 

Administration  Agreement 89 

Administrative  Expense  Cap 132 

Administrative  Expenses 132 

Administrator.... 2 

Adverse  Tax  Event 132 

Advisers  Act 85 

Affected  Bank 94 

Affiliate 132 

Affiliated 132 

Agency..... 133 

Aggregate  Implied  Writedown  Amount 133 

Aggregate  USD  Equivalent  Outstanding 

Amount 133 

Alternative  Debt  Test 133 

Amortized  Collateral  Security. 13 

Applicable  Class  Portfolio  Selection  Fee 

Rate 133 

Applicable  Collateral  Security  Foreign 

Exchange  Rate 133 

Applicable  Index 133 

Applicable  Index  Determination  Date 134 

Applicable  Percentage 134 

Applicable  Period 134 

Applicable  Series  Foreign  Exchange  Rate  ....134 


Applicable  Spread 134 

Approved  Currency 134 

Approved  Currency  Collateral  Payment 64 

Approved  Dealer 134 

Asset-Backed  Securities 135 

AUD 136 

AUD-LIBOR 135 

Australian  Dollar 136 

Bank 136 

Bankruptcy  Code 136 

Basis  Swap 18 

Basis  Swap  Calculation  Agent 75 

Basis  Swap  Calculation  Period 136 

Basis  Swap  Counterparty 18 

Basis  Swap  Counterparty  Credit  Support 

Document 136 

Basis  Swap  Counterparty  Credit  Support 

Provider 136 

Basis  Swap  Counterparty  Default 

Termination  Payment 136 

Basis  Swap  Early  Termination 137 

Basis  Swap  Early  Termination  Date ..137 

Basis  Swap  Event  of  Default 75 

Basis  Swap  Payment 18 

Basis  Swap  Termination  Event 75 

Basis  Swap  Termination  Payment 77 

BIE  Acceptance  Notice 137 

BIE  Basis  Swap  Payment 137 

BIE  Collateral  Security 137 

BIE  Collateral  Security  Eligibility  Criteria 137 

BIE  Consent  Solicitation 137 

BIE  Exercise  Period 137 

BIE  Notification  Date 137 

BIE  Transaction  Cost 137 

Business  Day 138 

C$ ,.:....  139 

CAD 139 

CAD-LIBOR 138 

Canadian  Dollar 139 

Cash 139 

Cash  Settlement  Amount 12 

CDO  Cashflow  Securities 139 

CDO  Collateral 29 

CDO  Commercial  Real  Estate  Securities 139 

CDO  Corporate  Bond  Securities 139 

CDO  Emerging  Market  Securities 139 

CDO  Market  Value  Securities 139 

CDO  Mortgage-Backed  Securities 139 

CDO  Single-Tranche  Synthetic  Securities 140 

CDO  Structured  Product  Securities 140 

CDO  Trust  Preferred  Securities 140 

CDS  Issuer  Account 87 
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CDS  Issuer  Fixed  Payment  Subaccount 87 

CFC 102 

Class 140 

Class  A  Notes 140 

Class  A-1  Notes 140 

Class  A-2  Notes 140 

Class  B  Notes 140 

Class  C  Notes 140 

Class  D  Notes 141 

Class  FL  Notes 141 

Class  Interest  Distribution  Amount 141 

Class  Notional  Amount 141 

Class  SS  Notes 141 

Clearing  Agencies 141 

Clearstream 141 

CLO  Securities 141 

Closing  Date 141 

Closing  Date  Expense  Account 87 

CMBS 145 

CMBS  Conduit  Securities 141 

CMBS  Credit  Tenant  Lease  Securities 142 

CMBS  Franchise  Securities  .„ ..142 

CMBS  Large  Loan  Securities 143 

CMBS  RE-REMIC  Securities 143 

Code 72 

Co-Issued  Notes 143 

Co-Issuer 2 

Co-Issuer  Common  Stock 88 

Collateral 71,143 

Collateral  Account 143 

Collateral  Administration  Agreement 143 

Collateral  Administrator 144 

Collateral  Default 144 

Collateral  Disposal  Agent 19,  83 

Collateral  Disposal  Agreement 19,  83 

Collateral  Interest  Amount 18 

Collateral  Put  Agreement 18 

Collateral  Put  Agreement  Early 

Termination 144 

Collateral  Put  Agreement  Early 

Termination  Date 144 

Collateral  Put  Agreement  Event  of  Default 79 

Collateral  Put  Agreement  Termination 

Event 80 

Collateral  Put  Provider 18 

Collateral  Put  Provider  Account 87 

Collateral  Put  Provider  Credit  Support 

Document 144 

Collateral  Put  Provider  Credit  Support 

Provider 144 

Collateral  Put  Provider  Fee  Amount 78 

Collateral  Securities 71 

Collateral  Securities  Principal  Amount 62 

Collateral  Security  Amortization  Amount 13 

Collateral  Security  Quantity  Constraint 72 


Collateral  Security  Substitution 

Information  Notice 144 

Collateral  Security  Substitution 

Noteholder  Refusal  Notice 144 

Collateral  Security  Substitution  Refusal 

Notice 144 

Collateral  Security  Substitution  Request 

Notice 144 

Collateral  Weighted  Average  Life  Test 72 

Commercial  Mortgage-Backed  Securities 145 

Common  Depository 145 

Conditions  to  Settlement 1 1 

Corporate  Securities 145 

Credit  Default  Swap 10 

Credit  Default  Swap  Calculation  Agent 1 1 

Credit  Default  Swap  Calculation  Date 12 

Credit  Defauit  Swap  Early  Termination 12 

Credit  Default  Swap  Early  Termination 

Date 145 

Credit  Default  Swap  Event  of  Default 65 

Credit  Default  Swap  Fixed  Rate  Payer 

Calculation  Period 145 

Credit  Default  Swap  Settlement  Date 12 

Credit  Default  Swap  Termination  Event 66 

Credit  Default  Swap  Termination 

Payment 67 

Credit  Event 11 

Credit  Event  Adjustment  Amount 8 

Credit  Event  Notice 145 

Credit  Support  Annex 81 

Currency  Adjusted  Aggregate 

Outstanding  Amount 145 

Currency  Adjusted  Credit  Event 

Adjustment  Amount 10 

Currency  Adjusted  Notional  Principal 

Adjustment  Amount ; 10 

Currency  Adjusted  Redemption  Refund 

Adjustment  Amount 145 

Currency  Adjusted  Reinstatement 

Adjustment  Amount. 10 

Current  Dollar  Price 145 

Current  Market  Price 145 

Current  Period  Implied  Writedown 

Amount 145 

Day  Count  Fraction 146 

Deed  of  Covenant 4 

Defaulted  Interest 146 

Determination  Date :.146 

direct  participants 113 

Disposition  Proceeds 146 

disqualified  person 108 

Distribution 146 

Documents 93 

Dollar 146 

DTC 146 

DTC  Custodian 114 
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Due  Period 146 

Eligible  BE  Collateral  Security 146 

Eligible  Country 146 

Eligible  Investment 146 

Emerging  Market  Country 148 

End  Payment 67 

Enhanced  Equipment  Trust  Certificate 148 

ERISA 107 

ERISA  Plans 109 

EURIBOR 148 

Euro 149 

Euroclear 149 

Euros 149 

Event  of  Default 49 

Excess  Disposition  Proceeds 14 

Excess  Principal  Amount 14 

Exchange  Act 149 

Excluded  Specified  Types 149 

Expected  Principal  Amount 149 

Extended  Termination  Date 60 

Failure  to  Pay  Principal 64 

Final  Amortization  Date 149 

Fitch 149 

Fixed  Payment 61 

FSMA 125 

GBP-UBOR 149 

Global  Notes 150 

Goldman  Sachs 33 

GS  Group 150 

GSI 18 

Holder 150 

ICE  Aggregate  USD  Equivalent 

Outstanding  Amount 1 51 

ICE  Aggregate  USD  Equivalent 

Outstanding  Amount  Differential 151 

ICE  Class  Notional  Amount 151 

ICE  Class  Notional  Amount  Differential 152 

ICE  Credit  Event  Adjustment  Amount 1 51 

ICE  Currency  Adjusted  Accrued  Interest 

Amount 152 

ICE  Currency  Adjusted  Aggregate 

Outstanding  Amount 152 

ICE  Currency  Adjusted  Aggregate 

Outstanding  Amount  Differential 152 

ICE  Currency  Adjusted  Interest 

Differential 152 

ICE  Currency  Adjusted  Interest 

Reimbursement  Amount 1 52 

ICE  Currency  Adjusted  Reimbursable 

Interest  Amount 153 

ICE  Loss  Amount 153 

ICE  Reference  Obligation  Notional 

Amount 153 

ICE  Reference  Obligation  Notional 

Amount  Differential 154 


ICE  Unsealed  Credit  Event  Adjustment 

Amount 151 

Implied  Rating 154 

Implied  Writedown  Amount 154 

Implied  Writedown  Percentage 154 

Implied  Writedown  Reimbursement 

Amount 154 

Indenture 35 

Independent 154 

indirect  participants 11.3 

Initial  Class  Notional  Amount 154 

Initial  Collateral  Securities 71 

Initial  Face  Amount 154 

Initial  Factor 154 

Initial  Purchaser 155 

Initial  Reference  Obligation  Notional 

A  _..„*  IRE 

ruiiuuni '-9-J 

Initial  Reference  Portfolio 155 

Initial  Reference  Portfolio  Notional 

Amount 155 

Insurer 155 

Interest  Accrual  Period 3, 155 

Interest  Collection  Account 86 

Interest  Distribution  Amount 155 

Interest  Proceeds 155 

Investment  Company  Act 156 

Investor-Based  Exemptions 108 

IRS 92 

ISDA 10 

ISDA  Credit  Derivatives  Definitions 156 

ISDA  Master  Agreement 10 

Issue  Price 91 

Issuer 2 

Issuer  Assets 156 

Issuer  Note  Register 156 

Issuer  Note  Registrar 156 

Issuer  Notes 156 

Issuer  Notes  Distribution  Account 58 

Issuer  Ordinary  Shares 2,  88 

Issuers 2 

Issuing  and  Paying  Agency  Agreement 4 

Issuing  and  Paying  Agent 4 

JPY-LIBOR 156 

Legal  Final  Maturity  Date 157 

LIBOR 157 

LIBOR  Swap  Rate 158 

LIBOR  Swaps 158 

Listing,  Paying  and  Transfer  Agent 43 

London  Banking  Day 158 

Loss  Amount 12 

Majority... 158 

Makewhole  Amount 158 

Mandatory  Redemption 39 

Mandatory  Redemption  Date 43 

Material  Contracts 126 

Maximum  Redemption  Refund  Amount 159 


I-3 


Confidential  Treatment  Requested  by  Goldman  Sachs 


GSMBS-E-001918225 


Footnote  Exhibits  -  Page  5005 


Monthly  Basis  Swap  Payment 74 

Moody's 159 

Moody's  Rating 159 

Moody's  Rating  Condition 161 

Mortgage-Backed  Securities 161 

New  Zealand  Dollar 161 

Non-Call  Period 4 

Non-Permitted  ERISA  Plan  Holder 116 

Non-Permitted  Holder 115 

non-U.S.  Holder 106 

Non-U.S.  Obligor 161 

Note  Calculation  Agent 35 

Note  Payment  Sequence 161 

Note  Register 162 

Note  Registrar 162 

Note  Scaling  Factor 162 

Noteholder 150, 162 

Noteholder  Communication  Notice 162 

Notes 162 

Notice  Delivery  Period 60 

Notice  of  Default 49 

Notice  of  Publicly  Available  Information 162 

Notional  Foreign  Exchange  Rate 162 

Notional  Principal  Adjustment  Amount 8 

Notional  Principal  Amount 162 

NZ$ 161 

NZD 161 

NZD-BBR 162 

Obligation 163 

OID 96 

Optional  Redemption  Date 163 

Optional  Redemption  in  Whole 36 

Optional  Redemption  Reimbursement 

Amount 163 

Original  Principal  Amount ..164 

Originating  Noteholder 164 

Outstanding 164 

Pari  Passu  Amount 165 

Partial  Optional  Redemption 37 

Partial  Optional  Redemption  Date 165 

Partial  Optional  Redemption  End 

Payment 63 

participants 111 

parties  in  interest 108 

Payment  Account 87 

Payment  Date 3, 165 

Payment  Default 165 

Person 165 

PFIC 100 

Plan  Asset  Regulations 108 

Plans 107 

portfolio  interest  exemption 94 

Portfolio  Selection  Agent 2,  85 

Portfolio  Selection  Agreement 2, 165 

Portfolio  Selection  Fee 85 

Posted  Collateral 165 


Previous  Period  Implied  Writedown 

Amount 165 

Principal  Collection  Account 87 

Principal  Payment 165 

Principal  Payment  Amount 165 

Principal  Proceeds 166 

Principal  Shortfall  Amount 166 

Principal  Shortfall  Reimbursement 166 

Principal  Shortfall  Reimbursement 

Amount 166 

Priority  of  Payments 44 

Proceeds 166 

Proposed  New  BIE  Collateral  Security 167 

Protection  Buyer 10 

Protection  Buyer  Credit  Support 

Document 167 

Protection  Buyer  Credit  Support  Provider .....  167 
Protection  Buyer  Default  Termination 

Payment 167 

Protection  Buyer  Notes 5, 167 

PTCE 108 

Publicly  Available  Information 167 

Purchase  Agreement 168 

Purchased  Accrued  Interest  Amount 44 

Put  Excluded  Collateral 168 

Put  Proceeds 168 

QBUs 92 

QEF 100 

Qualified  Institutional  Buyer 168 

Qualified  Purchaser 168 

Qualified  Stated  Interest ,.96 

Rating  Agencies 168 

Rating  Agency 168 

Record  Date 3 

Redemption  Refund  Adjustment  Amount 168 

Redemption  Writedown  Refund 63 

Reference  Entity 169 

Reference  Obligation 169 

Reference  Obligation  Amortization 

Amount 169 

Reference  Obligation  Calculation  Period 169 

Reference  Obligation  Notional  Amount 169 

Reference  Obligation  Outstanding 

Principal  Amount 169 

Reference  Obligation  Payment  Date 170 

Reference  Obligation  Registry 170 

Reference  Obligation  Reimbursement 170 

Reference  Obligation  Reimbursement 

Amount 170 

Reference  Obligation  Repayment  Amount....  170 

Reference  Portfolio 11 

Reference  Portfolio  Notional  Amount 170 

RegS 170 

Registered 170 

Regulations 170 

Regulation  S  Global  Notes 170 
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Reinstatement  Adjustment  Amount ..: 9 

REIT 170 

REIT  Debt  Security 171 

Relevant  Implementation  Date 124 

Relevant  Member  State 124 

Replacement  Counterparty 68 

Replacement  Counterparty  Procedures 68 

Replacement  Counterparty  Rating 171 

Required  Basis  Swap  Counterparty 

Rating .171 

Residential  Mortgage-Backed  Securities 171 

Reversible  Loss  Series 171 

RMBS 171 

RMBS  Agency  Security 171 

RMBS  Home  Equity  Loan  Securities 1 71 

RMBS  Manufactured  Housing  Loan 

Securities 172 

RMBS  Residential  A  Mortgage  Securities 172 

RMBS  Residential  B/C  Mortgage 

Securities 173 

Rule144A 173 

Rule  144A  Global  Notes 173 

S&P 173 

S&P  Rating 173 

S&P  Rating  Condition 175 

Sale  Proceeds 175 

Scheduled  Termination  Date 60 

SEC 70 

Secured  Parties 175 

Securities  Act 176 

Securities  Intermediary 176 

Selected  Collateral  Securities 62 

Senior  Amount 176 

Series 176 

Series  Interest  Amount 176 

Series  Interest  Amounts 176 

Series  Interest  Rate 176 

Series  Interest  Rates 176 

Service  Provider  Exemption 108 

Servicer 176 

Servicer  Reports 176 

SFA 125 

Share  Trustee 2, 176 


Special  Termination  Liquidation 

Procedure 40 

Special  Termination  Notice 40 

Special  Termination  Request  Notice 40 

Special  U.S.  Tax  Counsel 93 

Spot  FX  Rate 176 

Stated  Maturity 176 

Sterling 176 

Structured  Corporate  Security 176 

Structured  Finance  Security 176 

Structured  Product  Security 177 

Substitution  Confirmation 73 

Supplemental  Collateral  Securities 14 

Synthetic  CDO  Security 1 77 

TARGET  Settlement  Day 177 

TARGET  System 177 

Termination  Date 60 

Trustee 177 

Trustee  Noteholder  Communication 

Notice 177 

U.S.  business 93 

U.S.Person 177 

U.S.  Resident 123, 177 

Underlying  Assets 177 

Underlying  Instruments 177 

Unsealed  Credit  Event  Adjustment 

Amount 7 

Unsealed  Notional  Principal  Adjustment 

Amount 7 

Unsealed  Redemption  Refund 

Adjustment  Amount 1 77 

Unsealed  Reinstatement  Adjustment 

Amount 8 

Upfront  Payment 60 

USD  Equivalent 177 

Weighted  Average  Life 178 

Wrapped  Securities 178 

Writedown ;.64 

Writedown  Amount 178 

Writedown  Reimbursement 178 

Writedown  Reimbursement  Amount 1 78 

Yen 178 
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REGISTERED  OFFICES  OF  THE  ISSUERS 


ABACUS  2007-AC1,  Ltd. 

P.O.  Box  1093  GT 

Queensgate  House 

South  Church  Street 

George  Town,  Grand  Cayman 

Cayman  Islands 


ABACUS  2007-AC1,  Inc. 

850  Library  Avenue 

Suite  204 

Newark,  Delaware  19711 


FRUSTEE,  PRINCIPAL  PAYING  AGENT,  TRANSFER  AGENT  AND  REGISTRAR 


LaSalle  Bank  National  Association 

181  West  Madison  Street,  32nd  Floor 
Chicago,  Illinois  60602 


LEGAL  ADVISORS 


To  the  Issuers 
As  to  matters  of  United  States  Law 

McKee  Nelson  LLP 

One  Battery  Park  Plaza 
New  York,  New  York  10004 

To  the  Issuer 

As  to  matters  of  Cayman  Islands  Law 

Maples  and  Calder 

P.O.  Box  309  GT 

Ugland  House 

South  Church  Street 

George  Town,  Grand  Cayman 

Cayman  Islands 


To  the  Initial  Purchaser 

McKee  Nelson  LLP 

One  Battery  Park  Plaza 

New  York,  New  York  10004 


To  the  Portfolio  Selection  Agent 

Schulte  Roth  &  Zabel  LLP 

919  Third  Avenue 
New  York,  New  York  10022 
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No  dealer,  salesperson  or  other  person  is 
authorized  to  give  any  information  or  to  represent 
anything  not  contained  in  this  Offering  Circular.  You 
must  not  rely  on  any  unauthorized  information  or 
representations.  This  Offering  Circular  is  an  offer  to 
sell  only  the  Notes  offered  hereby,  but  only  under 
circumstances  and  in  jurisdictions  where  it  is  lawful  to 
do  so.  The  information  contained  in  this  Offering 
Circular  is  current  only  as  of  its  date. 
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Class  SS  Variable  Rate  Notes 

U.S.$50,000,000  Class  A-1 
Variable  Rate  Notes,  Due  2038 

U.S.$1 42,000,000  Class  A-2 
Variable  Rate  Notes,  Due  2038 

Class  B  Variable  Rate  Notes 

Class  C  Variable  Rate  Notes 

Class  D  Variable  Rate  Notes 

Class  FL  Variable  Rate  Notes 


ABACUS  2007-AC1,  LTD. 
ABACUS  2007-AC1,  INC. 


Secured  Primarily  by  (i)  the  Collateral  and 

(ii)  the  Issuer's  rights  under  (a)  the  Collateral  Put  Agreement, 

(b)  the  Basis  Swap  and  (c)  as  Protection  Seller,  the  Credit 

Default  Swap  referencing  a  pool  of 

Residential  Mortgage-Backed  Securities 
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GREYWOLF  CLO  I,  LTD. 

(Incorporated  with  limited  liability  in  the  Cayman  Islands) 

GREYWOLF  CLO  I,  CORP. 

U.S.$2,000,000  Class  S  Floating  Rate  Notes,  Due  2014 

U.S.$365,000,000  Class  A  Floating  Rate  Notes,  Due  2021 

U.S.$22,500,000  Class  B  Floating  Rate  Notes,  Due  2021 

U.S.$25,000,000  Class  C  Deferrable  Floating  Rate  Notes,  Due  2021 

U.S.$30,000,000  Class  D  Deferrable  Floating  Rate  Notes,  Due  2021 

U.S.$17,500,000  Class  E  Deferrable  Floating  Rate  Notes,  Due  2021 

U.S.$40,000,000  Subordinated  Securities,  Due  2021 

Secured  (With  Respect  to  the  Secured  Notes)  Primarily  by  a  Portfolio  of  Loans  that  are  Senior  Secured  Loans 

The  Securities  are  being  offered  hereby  by  Goldman,  Sachs  &  Co.  (the  "Initial  Purchaser")  in  the  United  States  to  Qualified 
Institutional  Buyers  in  reliance  on  Rule  144A  or  another  exemption  under  the  Securities  Act  and,  solely  in  the  case  of  the 
Subordinated  Securities,  to  Accredited  Investors  in  transactions  exempt  from  registration  under  the  Securities  Act.  In  addition  to 
the  offering  of  such  Securities  by  Goldman,  Sachs  &  Co.  in  the  United  States,  Goldman,  Sachs  &  Co.,  selling  through  its  agents, 
is  concurrently  offering  the  Securities  outside  the  United  States  to  non-U.S.  Persons  in  offshore  transactions  in  reliance  on 
Regulation  S  under  the  Securities  Act.  

See  "Risk  Factors"  beginning  on  page  16  to  read  about  factors  you  should  consider  before  buying  any  Security. 

There  is  no  established  trading  market  for  the  Securities.  Application  has  been  made  to  the  Irish  Financial  Services  Regulatory 
Authority,  as  competent  authority  under  Directive  2003/71 /EC,  for  this  Offering  Circular  (the  "Offering  Circular")  to  be  approved. 
Application  has  been  made  to  the  Irish  Stock  Exchange  for  the  Securities  to  be  admitted  to  the  Official  List  and  to  trading  on  its 
regulated  market.  Such  approval  relates  only  to  Securities  which  are  to  be  admitted  to  trading  on  the  regulated  market  of  the  Irish 
Stock  Exchange  or  other  regulated  markets  for  the  purposes  of  Directive  93/22/EEC  or  which  are  to  be  offered  to  the  public  in 
any  Member  State  of  the  European  Economic  Area.  This  document  is  considered  an  advertisement  for  purposes  of  applicable 
measures  implementing  E.U.  Directive  2003/71 /EC.  Upon  listing  on  the  Irish  Stock  Exchange  being  granted,  a  "prospectus" 
prepared  pursuant  to  the  Prospectus  Directive  will  be  published,  which  can  be  obtained  from  the  Issuer.  There  can  be  no  assurance 
that  such  listing  will  be  approved  or  maintained.        

It  is  a  condition  of  the  issuance  of  the  Securities  that  the  Class  S  Notes  and  the  Class  A  Notes  be  issued  with  a  rating  of  "Aaa" 
by  Moody's  Investors  Service,  Inc.  ("Moody's")  and  "AAA"  by  Standard  &  Poor's  Ratings  Services,  a  division  of  The  McGraw-Hill 
Companies,  Inc.  ("S&P"),  that  the  Class  B  Notes  be  issued  with  a  rating  of  at  least  "Aa2"  by  Moody's  and  at  least  "AA"  by  S&P,  that 
the  Class  C  Notes  be  issued  with  a  rating  of  at  least  "A2"  by  Moody's  and  at  least  "A"  by  S&P,  that  the  Class  D  Notes  be  issued 
with  a  rating  of  at  least  "Baa2"  by  Moody's  and  at  least  "BBB"  by  S&P  and  that  the  Class  E  Notes  be  issued  with  a  rating  of  at  least 
"Ba2"  by  Moody's  and  at  least  "BB"  by  S&P.  The  Subordinated  Securities  will  not  be  rated  by  any  credit  rating  agency.  A  credit  rating 
is  not  a' recommendation  to  buy,  sell  or  hold  securities  and  may  be  subject  to  revision  or  withdrawal  at  any  time  by  the  assigning 
rating  agency.  See  "Rating  of  the  Securities". 

See  "Underwriting"  for  a  discussion  of  the  terms  and  conditions  of  the  purchase  of  the  Securities  by  the  Initial 
Purchaser.  

CERTAIN  PLEDGED  ASSETS  OF  THE  ISSUER  ARE  THE  SOLE  SOURCE  OF  PAYMENTS  ON  THE  SECURITIES.  THE 
SECURITIES  DO  NOT  REPRESENT  AN  INTEREST  IN  OR  OBLIGATIONS  OF,  AND  ARE  NOT  INSURED  OR  GUARANTEED 
BY  THE  HOLDERS  OF  THE  SECURITIES,  THE  COLLATERAL  MANAGER,  GOLDMAN,  SACHS  &  CO.,  ANY  HEDGE 
COUNTERPARTY,  THE  ADMINISTRATOR,  THE  COLLATERAL  ADMINISTRATOR,  THE  TRUSTEE,  THE  SHARE  TRUSTEE,  OR 
ANY  OF  THEIR  RESPECTIVE  AFFILIATES.  THE  SECURITIES  HAVE  NOT  BEEN  AND  WILL  NOT  BE  REGISTERED  UNDER  THE 
UNITED  STATES  SECURITIES  ACT  OF  1933,  AS  AMENDED,  AND  NEITHER  OF  THE  ISSUERS  WILL  BE  REGISTERED  UNDER 
THE  UNITED  STATES  INVESTMENT  COMPANY  ACT  OF  1940,  AS  AMENDED.  THE  SECURITIES  ARE  BEING  OFFERED  AND 
SOLD  IN  THE  UNITED  STATES  ONLY  TO  PERSONS  WHO  ARE  (1)(A)  QUALIFIED  INSTITUTIONAL  BUYERS  IN  RELIANCE  ON 
THE  EXEMPTION  FROM  THE  REGISTRATION  REQUIREMENTS  PROVIDED  BY  RULE  144A  UNDER  THE  SECURITIES  ACT  OR 
(B)  SOLELY  IN  THE  CASE  OF  THE  SUBORDINATED  SECURITIES,  ACCREDITED  INVESTORS  (AS  DEFINED  IN  REGULATION 
D  UNDER  THE  SECURITIES  ACT)  IN  TRANSACTIONS  EXEMPT  FROM  REGISTRATION  UNDER  THE  SECURITIES  ACT  AND 
(2)(A)  QUALIFIED  PURCHASERS  (FOR  PURPOSES  OF  SECTION  3(c)(7)  OF  THE  INVESTMENT  COMPANY  ACT)  OR  (B) 
SOLELY  IN  THE  CASE  OF  THE  SUBORDINATED  SECURITIES,  KNOWLEDGEABLE  EMPLOYEES  FOR  PURPOSES  OF  RULE 
3c-5  OF  THE  INVESTMENT  COMPANY  ACT,  AND  IN  ACCORDANCE  WITH  ANY  OTHER  APPLICABLE  LAW.  PROSPECTIVE 
PURCHASERS  ARE  HEREBY  NOTIFIED  THAT  THE  SELLER  OF  ANY  SECURITIES  MAY  BE  RELYING  ON  THE  EXEMPTION 
FROM  THE  REGISTRATION  REQUIREMENTS  OF  SECTION  5  OF  THE  SECURITIES  ACT  PROVIDED  BY  RULE  144A  THE 
SECURITIES  ARE  BEING  OFFERED  AND  SOLD  OUTSIDE  THE  UNITED  STATES  TO  NON-U.S.  PERSONS  IN  OFFSHORE 
TRANSACTIONS  IN  RELIANCE  ON  REGULATION  S  UNDER  THE  SECURITIES  ACT.  THE  SECURITIES  ARE  NOT 
TRANSFERABLE  EXCEPT  IN  ACCORDANCE  WITH  THE  RESTRICTIONS  DESCRIBED  UNDER  "TRANSFER  RESTRICTIONS". 

The  Securities  are  offered  by  Goldman,  Sachs  &  Co.  and/or  its  agents,  subject  to  their  rights  to  reject  any  order  in  whole  or  in 
part.  It  is  expected  that  the  Global  Securities  will  be  ready  for  delivery  in  book-entry  form  only  in  New  York,  New  York,  on  or  about 
January  1 8,  2007,  through  the  facilities  of  DTC,  against  payment  therefor  in  immediately  available  funds.  It  is  expected  that  delivery 
of  the  physical  certificates  representing  the  U.S.  Subordinated  Securities  will  be  made  in  New  York,  New  York  on  or  about  January 
18,  2007,  against  payment  therefor  in  immediately  available  funds.  The  Securities  will  have  the  minimum  denomination 
requirements  set  forth  in  "Summary-The  Offering-Securities  issued". 

Goldman,  Sachs  &  Co. 

Offering  Circular  dated  January  17,  2007. 
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GENERAL  NOTICE 


The  information  contained  in  this  Offering  Circular  has  been  provided  by  the  Issuers  and  other 
sources  identified  herein.  No  representation  or  warranty,  express  or  implied,  is  made  by  the  Initial  Purchaser 
or  the  Collateral  Manager  (except  with  respect  to  the  Collateral  Manager  only,  the  information  set  forth  under 
the  heading  "The  Collateral  Manager")  as  to  the  accuracy  or  completeness  of  such  information,  and  nothing 
contained  in  this  Offering  Circular  is,  or  shall  be  relied  upon  as,  a  promise  or  representation  by  the  Initial 
Purchaser  or  the  Collateral  Manager  (except  with  respect  to  the  Collateral  Manager  only,  the  information  set 
forth  under  the  heading  "The  Collateral  Manager")- 

The  Issuers  accept  responsibility  for  the  information  contained  in  this  Offering  Circular  (other  than 
the  information  contained  in  this  Offering  Circular  under  the  heading  "The  Collateral  Manager",  for  which 
information  only  the  Collateral  Manager  accepts  responsibility)  and,  having  made  all  reasonable  inquiries, 
confirm  that,  to  the  best  knowledge  and  belief  of  the  Issuers,  the  information  contained  in  this  Offering 
Circular  is  in  accordance  with  the  facts  and  does  not  omit  anything  likely  to  affect  the  import  of  such 
information.  The  Issuers  (and  with  respect  to  the  information  contained  in  this  Offering  Circular  under  the 
heading  "The  Collateral  Manager"  only,  the  Collateral  Manager)  take  responsibility  accordingly. 

No  person  has  been  authorized  to  give  any  information  or  to  make  any  representation  other  than 
those  contained  in  this  Offering  Circular,  and,  if  given  or  made,  such  information  or  representation  must  not 
be  relied  upon  as  having  been  authorized.  This  Offering  Circular  does  not  constitute  an  offer  to  sell  or  the 
solicitation  of  an  offer  to  buy  any  securities  other  than  the  Securities. 

The  delivery  of  this  Offering  Circular  at  any  time  does  not  imply  that  the  information  herein  is  correct 
at  any  time  subsequent  to  the  date  of  this  Offering  Circular. 

Each  purchaser  of  the  Securities  must  comply  with  all  applicable  laws  and  regulations  in  force  in 
each  jurisdiction  in  which  it  purchases,  offers  or  sells  such  Securities  or  possesses  or  distributes  this  Offering 
Circular  and  must  obtain  any  consent,  approval  or  permission  required  for  the  purchase,  offer  or  sale  by  it  of 
such  Securities  under  the  laws  and  regulations  in  force  in  any  jurisdictions  to  which  it  is  subject  or  in  which  it 
makes  such  purchases,  offers  or  sales,  and  none  of  the  Issuers,  the  Collateral  Manager  or  the  Initial 
Purchaser  shall  have  any  responsibility  therefor.  Persons  into  whose  possession  this  Offering  Circular 
comes  are  required  by  the  Issuers  and  the  Initial  Purchaser  to  inform  themselves  about  and  to  observe  such 
applicable  laws  and  regulations.  For  a  further  description  of  certain  restrictions  on  offering  and  sales  of  the 
Securities,  see  'Transfer  Restrictions"  and  "Underwriting".  This  Offering  Circular  does  not  constitute  an  offer 
of,  or  an  invitation  to  purchase,  any  of  the  Securities  in  any  jurisdiction  in  which  such  offer  or  invitation  would 
be  unlawful. 

No  invitation  may  be  made  to  the  public  in  the  Cayman  Islands  to  subscribe  for  the  Securities  and 
this  document  may  not  be  issued  or  passed  to  any  such  person. 

Notwithstanding  anything  to  the  contrary  herein,  except  as  necessary  to  comply  with  securities  laws, 
each  prospective  investor  (and  each  of  their  respective  employees,  representatives  or  other  agents)  may 
disclose  to  any  and  all  persons,  without  limitation  of  any  kind,  the  U.S.  tax  treatment  and  U.S  tax  structure  of 
the  transactions  described  herein  and  all  materials  of  any  kind  (including  opinions  or  other  tax  analyses)  that 
are  provided  to  them  relating  to  such  U.S.  tax  treatment  and  U.S.  tax  structure  under  applicable  U.S.  federal, 
state  or  local  tax  law.  Any  such  disclosure  of  the  tax  treatment,  tax  structure  and  other  tax-related  materials 
shall  not  be  made  for  the  purpose  of  offering  to  sell  the  Securities  offered  hereby  or  soliciting  an  offer  to 
purchase  any  such  Securities. 

Any  purchaser  of  Secured  Notes  who  is  not  a  bank  (as  defined  in  Regulation  U  promulgated  by  the 
Board  of  Governors  of  the  Federal  Reserve  System  ("Regulation  U"))  and  is  not  required  to  register  with  the 
Federal  Reserve  will  not  be  subject  to  any  provisions  of  Regulation  U  as  a  result  of  an  investment  in  the 
Secured  Notes.  Any  purchaser  of  the  Securities  who  is  a  bank  or  who  is  already  registered  with  the  Federal 
Reserve  as  a  Regulation  U  lender,  generally  must  obtain  from  any  person  to  whom  it  extends  credit  secured 
by  Margin  Stock  (as  such  term  is  defined  in  Regulation  U)  a  Federal  Reserve  Form  U-1  (for  bank  lenders)  or 
Form  G-3  (for  non-bank  lenders).  Each  purchaser  of  Secured  Notes  will  be  responsible  for  its  own 
compliance  with  Regulation  U,  including  the  filing  by  the  purchaser  of  any  required  registration  or  annual 
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filings  under  Regulation  U.  Purchasers  of  Secured  Notes  should  consult  with  their  own  legal  advisors  as  to 
Regulation  U  and  its  application  to  them,  including  in  relation  to  their  investment  in  the  Securities. 
Purchasers  of  Secured  Notes  not  otherwise  exempt  from  registering  with  the  Federal  Reserve  will  be 
deemed  to  have  covenanted  and  agreed  that  if  such  purchaser  is  not  registered  with  the  Federal  Reserve  on 
or  prior  to  the  date  of  their  purchase,  such  purchaser  will,  within  the  required  time  period,  register  with  the 
Federal  Reserve.  Certain  information  regarding  Margin  Stock,  if  any,  owned  by  the  Issuer  will  be  available 
through  the  Trustee  upon  written  request  by  a  Securityholder. 

INFORMATION  APPLICABLE  TO  NON  U.S.  INVESTORS 

THIS  OFFERING  CIRCULAR  COMPRISES  A  PROSPECTUS  FOR  THE  PURPOSE  OF  LISTING 
THE  SECURITIES  ON  THE  IRISH  STOCK  EXCHANGE.  A  COPY  OF  THIS  PROSPECTUS  SHALL  BE 
FILED  WITH  THE  IRISH  FINANCIAL  SERVICES  REGULATORY  AUTHORITY  AND  SHALL  BE 
AVAILABLE  AT  THE  OFFICES  OF  THE  PAYING  AGENT  IN  IRELAND  AND  THE  IRISH  STOCK 
EXCHANGE  FROM  THE  DATE  OF  LISTING.  COPIES  OF  THIS  PROSPECTUS  ARE  AVAILABLE  FREE 
OF  CHARGE  FROM  THE  IRISH  STOCK  EXCHANGE  AND  THE  PAYING  AGENT  IN  IRELAND. 

INFORMATION  APPLICABLE  TO  U.S.  INVESTORS 

This  Offering  Circular  is  confidential  and  is  being  furnished  by  the  Issuers  in  connection  with  an 
offering  exempt  from  registration  under  the  Securities  Act,  solely  for  the  purpose  of  enabling  a  prospective 
investor  to  consider  the  purchase  of  the  Securities  described  herein.  Except  as  otherwise  authorized  herein, 
any  reproduction  or  distribution  of  this  Offering  Circular,  in  whole  or  in  part,  and  any  disclosure  of  its  contents 
or  use  of  any  information  herein  for  any  purpose  other  than  considering  an  investment  in  the  Securities  is 
prohibited.  Each  offeree  of  the  Securities,  by  accepting  delivery  of  this  Offering  Circular,  agrees  to  the 
foregoing. 

THE  SECURITIES  OFFERED  HEREBY  HAVE  NOT  BEEN  RECOMMENDED  BY  ANY  UNITED 
STATES  FEDERAL  OR  STATE  SECURITIES  COMMISSION  OR  REGULATORY  AUTHORITY. 
FURTHERMORE,  THE  FOREGOING  AUTHORITIES  HAVE  NOT  CONFIRMED  THE  ACCURACY  OR 
DETERMINED  THE  ADEQUACY  OF  THIS  DOCUMENT.  ANY  REPRESENTATION  TO  THE  CONTRARY 
IS  A  CRIMINAL  OFFENSE. 

NOTICE  TO  NEW  HAMPSHIRE  RESIDENTS 

NEITHER  THE  FACT  THAT  A  REGISTRATION  STATEMENT  OR  AN  APPLICATION  FOR  A 
LICENSE  HAS  BEEN  FILED  UNDER  CHAPTER  421 -B  OF  THE  NEW  HAMPSHIRE  REVISED  STATUTES 
(THE  "RSA")  WITH  THE  STATE  OF  NEW  HAMPSHIRE  NOR  THE  FACT  THAT  A  SECURITY  IS 
EFFECTIVELY  REGISTERED  OR  A  PERSON  IS  LICENSED  IN  THE  STATE  OF  NEW  HAMPSHIRE 
CONSTITUTES  A  FINDING  BY  THE  SECRETARY  OF  STATE  OF  NEW  HAMPSHIRE  THAT  ANY 
DOCUMENT  FILED  UNDER  RSA  421-B  IS  TRUE,  COMPLETE  AND  NOT  MISLEADING.  NEITHER  ANY 
SUCH  FACT  NOR  THE  FACT  THAT  AN  EXEMPTION  OR  EXCEPTION  IS  AVAILABLE  FOR  A  SECURITY 
OR  A  TRANSACTION  MEANS  THAT  THE  SECRETARY  OF  STATE  HAS  PASSED  IN  ANY  WAY  UPON 
THE  MERITS  OR  QUALIFICATIONS  OF,  OR  RECOMMENDED  OR  GIVEN  APPROVAL  TO,  ANY 
PERSON,  SECURITY,  OR  TRANSACTION.  IT  IS  UNLAWFUL  TO  MAKE,  OR  CAUSE  TO  BE  MADE,  TO 
ANY  PROSPECTIVE  PURCHASER,  CUSTOMER,  OR  CLIENT  ANY  REPRESENTATION  INCONSISTENT 
WITH  THE  PROVISIONS  OF  THIS  PARAGRAPH. 
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AVAILABLE  INFORMATION 


To  permit  compliance  with  the  Securities  Act  in  connection  with  the  sale  of  the  Securities  in  reliance 
on  Rule  144A,  the  Issuer  will  be  required  under  the  Indenture  to  furnish  upon  request  to  a  Holder  or 
beneficial  owner  who  is  a  Qualified  Institutional  Buyer  of  a  Security  sold  in  reliance  on  Rule  144A  or  a 
prospective  investor  who  is  a  Qualified  Institutional  Buyer  designated  by  such  Holder  or  beneficial  owner  the 
information  required  to  be  delivered  under  Rule  144A(d)(4)  under  the  Securities  Act  if  at  the  time  of  the 
request  the  Issuer  is  neither  a  reporting  company  under  Section  13  or  Section  15(d)  of  the  United  States 
Securities  Exchange  Act  of  1934,  as  amended,  nor  exempt  from  reporting  pursuant  to  Rule  12g-3-2(b)  under 
the  Exchange  Act.  Neither  of  the  Issuers  expects  to  become  such  a  reporting  company  or  to  be  so  exempt 
from  reporting. 

In  accordance  with  the  Indenture,  the  Trustee  also  will  make  available  for  inspection  by  Holders  of 
the  Securities  certain  reports  or  communications  received  from  the  Issuers. 


Prior  to  making  an  investment  decision,  prospective  investors  should  ensure  that  they  have  sufficient 
knowledge,  experience  and  access  to  professional  advisors  to  make  their  own  legal,  tax,  accounting  and 
financial  evaluation  of  the  merits  and  risks  of  investment  in  the  Securities  and  should  carefully  consider  the 
nature  of  the  Securities,  the  matters  set  forth  elsewhere  in  this  Offering  Circular  and  the  extent  of  their 
exposure  to  the  risks  described  in  "Risk  Factors". 


FORWARD  LOOKING  STATEMENTS 


Any  projections,  forecasts  and  estimates  contained  herein  are  forward  looking  statements  and  are 
based  upon  certain  reasonable  assumptions.  Projections  are  necessarily  speculative  in  nature,  and  it  can  be 
expected  that  some  or  all  of  the  assumptions  underlying  the  projections  will  not  materialize  or  will  vary 
significantly  from  actual  results.  Accordingly,  the  projections  are  only  an  estimate.  Actual  results  may  vary 
from  the  projections,  and  the  variations  may  be  material.  Consequently,  the  inclusion  of  projections  herein 
should  not  be  regarded  as  a  representation  by  the  Issuer,  the  Co-Issuer,  the  Collateral  Manager,  the 
Trustee,  any  Hedge  Counterparty,  the  Collateral  Administrator,  the  Initial  Purchaser  or  any  of  their  respective 
Affiliates  or  any  other  person  or  entity  of  the  results  that  will  actually  be  achieved  by  the  Issuer.  None  of  the 
Issuer,  the  Co-Issuer,  the  Trustee,  the  Collateral  Administrator,  the  Collateral  Manager,  the  Initial  Purchaser, 
any  Hedge  Counterparty,  and  their  respective  Affiliates  has  any  obligation  to  update  or  otherwise  revise  any 
projections,  including  any  revisions  to  reflect  changes  in  economic  conditions  or  other  circumstances  arising 
after  the  date  hereof  or  to  reflect  the  occurrence  of  unanticipated  events,  even  if  the  underlying  assumptions 
do  not  come  to  fruition. 
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SUMMARY 

The  following  summary  is  qualified  in  its  entirety  by  the  detailed  information  appearing  elsewhere  in 
this  Offering  Circular.  For  a  discussion  of  certain  factors  to  be  considered  in  connection  with  an  investment 
in  the  Securities,  see  "Risk  Factors". 

Capitalized  terms  used  herein  but  not  defined  shall  have  the  meanings  set  forth  under  "Glossary  of 
Defined  Terms". 


The  Issuers . 


The  Issuers  and  the  Collateral  Manager 


Greywolf  CLO  I,  Ltd.  (the  "Issuer"),  an  exempted  company  with 
limited  liability  incorporated  under  the  laws  of  the  Cayman  Islands 
for  the  sole  purpose  of  acquiring  the  Collateral  Obligations  and 
Eligible  Investments,  entering  into,  and  performing  its  obligations 
under,  any  Hedge  Agreements,  the  Purchase  Agreement  and  the 
Collateral  Management  Agreement,   issuing  the  Securities  and 


The  Collateral  Manager . 


engaging  in  certain  reiaieu  iransaouons. 

The  Issuer  will  not  have  any  material  assets  other  than:  (i)  a 
portfolio  of  assets  consisting  primarily  of  Dollar-denominated  loans 
(including  Assignments  or  Participations),  along  with  high  yield  debt 
securities,  Finance  Leases,  Synthetic  Securities  and  Structured 
Finance  Securities;  (ii)  Eligible  Investments;  (iii)  any  Hedge 
Agreements  as  determined  to  be  appropriate  by  the  Collateral 
Manager  and  satisfactory  to  Moody's  and  S&P;  (iv)  its  rights  under 
any  Securities  Lending  Agreements;  (v)  its  rights  under  the 
Collateral  Management  Agreement;  (vi)  its  rights  under  the 
Purchase  Agreement;  and  (vii)  certain  other  assets. 

Greywolf  CLO  I,  Corp.  (the  "Co-Issuer"  and,  together  with  the 
Issuer,  the  "issuers"),  a  company  incorporated  under  the  laws  of 
the  State  of  Delaware  for  the  sole  purpose  of  co-issuing  the  Co- 
Issued  Notes,  as  described  below. 

The  Co-Issuer  will  not  have  any  assets  (other  than  $1 0  of  equity 
capital)  and  will  not  pledge  any  assets  to  secure  the  Co-Issued 
Notes.  The  Co-Issuer  will  have  no  claim  against  the  Issuer  in 
respect  of  the  Collateral  Obligations  or  otherwise. 

The  authorized  share  capital  of  the  Issuer  consists  of  50,000 
ordinary  shares,  par  value  $1.00  per  share  (the  "Issuer  Ordinary 
Shares"),  250  of  which  will  be  issued  on  or  prior  to  the  Closing 
Date.  The  Issuer  Ordinary  Shares  that  have  been  issued  and  the 
common  stock  of  the  Co-Issuer  will  be  held  by  Maples  Finance 
Limited,  a  licensed  trust  company  incorporated  in  the  Cayman 
Islands  and  any  successor  thereto  (the  "Administrator"),  as  the 
trustee  pursuant  to  the  terms  of  a  declaration  of  trust  (the  "Share 
Trustee"). 

Greywolf  Capital  Management  LP  ("Greywolf")  or  any  successor 
thereto  (the  "Collateral  Manager"),  will  perform  certain  advisory 
and  administrative  functions  with  respect  to  the  Collateral  for  the 
Issuer  as  collateral  manager.  The  Collateral  Manager  and  the 
Issuer  will  enter  into  a  Collateral  Management  Agreement,  dated  as 
of  the  Closing  Date  (the  "Collateral  Management  Agreement"). 
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The  Trustee 


One  or  more  funds  managed  by  Greywolf  will  commit  to  purchase 
up  to  100%  of  the  initial  notional  amount  of  the  Subordinated 
Securities.  Thereafter,  such  funds  may  transfer  or  sell  any  such 
Subordinated  Securities  held  thereby  at  any  time  or  from  time  to 
time. 

The  Bank  of  New  York  Trust  Company,  National  Association  solely 
in  its  capacity  as  trustee  (the  "Trustee")  for  the  Securityholders, 
unless  a  successor  Person  shall  have  become  the  Trustee  pursuant 
to  the  applicable  provisions  of  the  Indenture,  and  thereafter 
"Trustee"  shall  mean  such  successor  Person. 
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The  Offering 


Securities  Issued 


Class 
Designation 

S 

A 

B 

C 

D 

E 

Subordinated 
Securities 

Original  Principal 
Amount' 

$2,000,000 

$335,000,000 

$22,500,000 

$25,000,000 

$30,000,000 

$17,500,000 

$40,000,000 

Stated  Maturity 

February  18, 2014 

February  18, 2021 

Expected  Average 
Life' 

3.7  years 

8.4  years 

10.1  years 

10.4  years 

10.9  years 

11.4  years 

N/A 

Minimum 

Denomination 

(Integral  Multiples): 

Rule  144A 

$500,000(51,000) 

$500,000  ($1,000) 

$500,000(51,000) 

$250,000  ($1,000) 

$250,000  ($1,000) 

$500,000  ($1,000) 

$100,000  ($1,000)3 

RegS 

$100,000  ($1,000) 

$100,000  ($1,000) 

$100,000  ($1,000) 

$100,000  ($1,000) 

$100,000  ($1,000) 

$100,000  ($1,000) 

$100,000  ($1,000)' 

RegD 

N/A 

N/A 

N/A 

N/A 

N/A 

N/A 

$100,000  ($1,000)' 

Applicable  Investment 

Company  Act  of  1940 

Exemption 

3(c)(7)  and,  solely  In  the  case  of  the  subordinated  securities,  Rule  3c-s 

MllilSl   rtaunya. 

Moody's 

Aaa 

Aaa 

Aa2 

A2 

Baa2 

Ba2  - 

N/A 

S&P 

AAA 

AAA 

AA 

A 

BBB 

BB 

N/A 

Deferred  Interest 

No 

No 

No 

Yes 

Yes 

Yes 

N/A 

Pricing  Date 

December  8, 2006 

Closing  Date 

January  18,  2007 

Interest  Rate 

LIBOR  +  0.20% 

LIBOR  ♦  0.245% 

LIBOR  +  0.43% 

LIBOR  +  0.70% 

LIBOR +  1.50% 

LIBOR  +  3.95% 

N/A 

Fixed  or  Floating  Rate 

Floating 

Floating 

Floating 

Floating 

Floating 

Floating 

N/A 

Accrual  Period' 

Floating  Period 

Floating  Period 

Floating  Period 

Floating  Period 

Floating  Period 

Floating  Period 

N/A 

Payment  Date 

(i)  each  February  18,  May  18,  August  18  and  November  18  (or  if  such  day  is  not  a  Business  Day,  the  next  succeeding  Business  Day).  Stated  Maturity 
(each,  a  "Scheduled  Payment  Date")  and  OD  any  Redemption  Date 

First  Payment  Date 

August  18,  2007 

Record  Date 

15  days  prbr  to  the  applicable  Payment  Date 

Frequency  of 
Payments 

Quarterly:  February,  May,  August  and  November 

Day  Count 

Actual/360 

Actual/360 

Actuai/360 

A~*"a!/360 

Artu3l/3fi0 

Actual/360 

N/A 

Form  of  Securities: 

Global 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Reg  S  only 

Certificated 

No 

No 

No 

No 

No 

No 

Rule  144A/  Reg  D 

CUSIPSRule144A 

398078AA3 

398078AB1 

398078AC9 

398078AD7 

398078AE5 

398076AA7 

398076AB5 

CUSIPS  Reg  D 

N/A 

N/A 

N/A 

N/A 

N/A 

N/A 

398076AC3 

CUSIPS  Reg  S 

G41213AA0 

G41213AB8 

G41213AC6 

G41213AD4 

G41213AE2 

G41212AA2 

G41212AB0 

ISIN  Reg  S 

USG41213AA07 

USG41213AB89 

USG41213AC62 

USG41213AD48 

USG41213AE29 

USG41212AA24 

USG41212AB07 

Euroclear  Common 
Codes 

28152434 

28152469 

28152485 

28152493 

28152507 

28152604 

28152655 

Clearing  Method: 

Rule  144A 

DTC 

DTC 

DTC 

DTC 

DTC 

DTC 

Physical 

RegS 

Euroclear 

Euroclear 

Euroclear 

Euroclear 

Euroclear 

Euroclear 

Euroclear 

Certificated 

N/A 

N/A 

N/A 

N/A 

N/A 

N/A 

Rule144A/RegD 

In  the  case  of  the  Subordinated  Securities,  the  amount  indicated  is  the  initial  notional  amount 

Under  a  hypothetical  scenario  in  which,  as  of  the  Effective  Date,  (i)  the  Collateral  Portfolio  consists  of  not  less  than  80.0%  senior  secured  loans,  (ii)  the 
weighted  average  life  of  the  Collaterel  Portfolio  is  8.7  years,  (iii)  2.0%  per  annum  by  par  amount  of  the  Collateral  Obligations  experience  defaults,  (iv)  75.0% 
of  the  defaulted  par  amount  on  loans  is  recovered  immediately  and  (v)  25.0%  prepayments  on  the  loans  occurs,  the  average  Bfe  of  each  Class  of  the  Co- 
Issued  Notes  will  be  as  set  forth  in  this  table.  The  assumptions  set  forth  above  are  not  predictive  or  a  forecast  They  may  not  necessarily  reflect  historical 
performance  and  defaults.  The  actual  average  fives  may  vary  from  the  foregoing  approximations.  See  "Risk  Factors— Averege  Life  and  Prepayment 
Considerations". 

Except  in  limited  circumstances  as  set  forth  in  the  Indenture  (but  in  no  event  less  than  a  Dollar  amount  equivalent  to  at  least  €50,000). 
"Floating  Period"  means,  with  respect  to  any  Payment  Date,  each  period  from  and  including  the  preceding  Payment  Date  (or,  the  Closing  Date,  with  respect 
to  the  first  Payment  Date)  to  but  excluding  the  current  Payment  Date  (or,  in  the  case  of  the  Payment  Date  preceding  the  Stated  Maturity,  to  but  excluding  the 
Stated  Maturity). 
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Status  and  Subordination . 


Use  of  Proceeds. 


The  Co-Issued  Notes  will  be  limited  recourse  secured  obligations  of 
the  Issuers,  the  Class  E  Notes  will  be  limited  recourse  secured 
obligations  of  the  Issuer  and  the  Subordinated  Securities  will  be 
limited  recourse  unsecured  obligations  of  the  Issuer.  Except  as 
provided  in  the  succeeding  paragraph,  with  respect  to  both  payment 
of  interest  and  principal,  the  Class  S  Notes  will  be  senior  in  right  of 
payment  on  each  Payment  Date  to  the  Class  A  Notes,  Class  B 
Notes,  the  Class  C  Notes,  the  Class  D  Notes,  the  Class  E  Notes 
and  the  Subordinated  Securities;  with  respect  to  both  payment  of 
interest  and  principal,  the  Class  A  Notes  will  be  senior  in  right  of 
payment  on  each  Payment  Date  to  the  Class  B  Notes,  the  Class  C 
Notes,  the  Class  D  Notes,  the  Class  E  Notes  and  the  Subordinated 
Securities;  with  respect  to  both  payment  of  interest  and  principal, 
the  Class  B  Notes  will  be  senior  in  right  of  payment  on  each 
Payment  Date  to  the  Class  C  Notes,  the  Class  D  Notes,  the  Class  E 
Notes  and  the  Subordinated  Securities;  with  respect  to  both 
payment  of  interest  and  principal,  the  Class  C  Notes  will  be  senior  in 
right  of  payment  on  each  Payment  Date  to  the  Class  D  Notes,  the 
Class  E  Notes  and  the  Subordinated  Securities;  with  respect  to  both 
payment  of  interest  and  principal,  the  Class  D  Notes  will  be  senior  in 
right  of  payment  on  each  Payment  Date  to  the  Class  E  Notes  and 
the  Subordinated  Securities;  and,  with  respect  to  both  payment  of 
interest  and  principal,  the  Class  E  Notes  will  be  senior  in  right  of 
payment  on  each  Payment  Date  to  the  Subordinated  Securities. 

Subject  to  the  Priority  of  Payments,  the  right  of  the  senior  most 
Class  of  Secured  Notes  to  be  paid  prior  to  a  subordinated  Class  of 
Secured  Notes  does  not  apply  if:  (i)  Interest  Proceeds  and  Principal 
Proceeds  are  applied  to  the  repayment  of  Deferred  Interest  of  any 
Class  of  Secured  Notes;  or  (ii)  Interest  Proceeds  are  applied  to 
repay  Class  E  Notes  as  a  result  of  the  failure  of  the  Class  E  Par 
Value  Test,  as  described  in  subclause  (xvii)  under  "Description  of 
the  Securities — Priority  of  Payments— Interest  Proceeds". 

The  aggregate  proceeds  of  the  offering  of  the  Securities  are 
expected  to  equal  approximately  $502,000,000.  Such  proceeds  will 
be  used  by  the  Issuer  (i)  to  pay  expenses  related  to  the  offering  of 
the  Securities,  (ii)  to  satisfy  the  Issuer's  obligations  under  certain 
warehouse  arrangements  with  respect  to  a  portfolio  of  Collateral 
Obligations  acquired  during  the  Accumulation  Period  or  to  purchase 
additional  Collateral  Obligations,  (iii)  to  enter  into  one  or  more 
Hedge  Agreements  on  or  after  the  Closing  Date,  (iv)  to  deposit  an 
amount  equal  to  the  Expense  Reserve  Amount  in  the  Expense 
Reserve  Account  and  (v)  to  deposit  into  the  Revolving  Credit  Facility 
Reserve  Account  an  amount  equal  to  the  Future  Drawdown  Amount 
as  of  the  Closing  Date. 

On  the  Effective  Date,  so  long  as  the  Minimum  Par  Value  Ratio  is 
satisfied  as  of  such  date,  the  Collateral  Manager  may,  in  its  sole 
discretion,  instruct  the  Trustee  in  writing  to  utilize  up  to  $1,000,000 
of  Principal  Proceeds  and  unused  proceeds  of  the  offering  of  the 
Securities  for  application  as  either  Interest  Proceeds  or  Principal 
Proceeds  in  accordance  with  the  Priority  of  Payments  and/or 
transfer  to  the  Discretionary  Reserve  Account  for  future  application 
of  such  funds  as  either  Interest  Proceeds  or  Principal  Proceeds  in 
accordance  with  the  Priority  of  Payments,  in  each  case  on  or  before 
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the  Payment  Date  in  February  2008.  See  "Security  for  the  Secured 
Notes— Principal  Collection  Account"  and  "—Discretionary  Reserve 
Account". 

On  the  Closing  Date,  the  proceeds  of  the  issuance  of  the  Class  S 
Notes  in  an  amount  equal  to  approximately  $2,000,000  will  be 
deposited  in  the  Interest  Collection  Account.  On  or  before  the  first 
Payment  Date  the  Collateral  Manager  may  (in  its  sole  discretion) 
instruct  the  Trustee  in  writing  to  transfer  all  or  a  portion  of  funds  in 
the  Interest  Collection  Account  (representing  proceeds  of  the 
issuance  of  the  Class  S  Notes)  to  the  Principal  Collection  Account 
for  application  as  Principal  Proceeds. 

It  is  expected  that  approximately  $491,966,875  of  the  aggregate 
proceeds  of  the  offering  of  the  Securities  will  be  available  to  the 
Issuer  to  satisfy  its  obligations  under  certain  warehouse 
arrangements  with  respect  to  a  portfolio  of  Collateral  Obligations 
acquired  during  the  Accumulation  Period  and  to  purchase  additional 
Collateral  Obligations. 


Distributions  of  Interest  Proceeds 
and  Deferred  Interest 


Interest  Proceeds  will  be  distributable  to  Holders  of  the  Securities  in 
accordance  with  the  Priority  of  Payments.  See  "Description  of  the 
Securities — Priority  of  Payments". 

With  respect  to  any  Class  C  Notes,  Class  D  Notes  or  Class  E  Notes, 
for  so  long  as  any  senior  Class  or  Classes  of  Secured  Notes  are 
Outstanding,  to  the  extent  that  funds  are  not  available  to  pay  the  full 
amount  of  interest  on  such  Class  C  Notes,  Class  D  Notes  or  Class 
E  Notes  in  accordance  with  the  Priority  of  Payments,  as  described 
herein,  the  cumulative  amount  of  interest  not  paid  on  such  Class  C 
Notes,  Class  D  Notes  or  Class  E  Notes  on  any  Payment  Date  and 
all  Payment  Dates  preceding  such  Payment  Date  (the  "Deferred 
Interest"),  will  be  deferred  and  added  to  the  principal  amount  of 
such  Class  C  Notes,  Class  D  Notes  or  Class  E  Notes,  as  applicable, 
and  will  bear  interest  at  the  interest  rate  applicable  to  such  Class  C 
Notes,  Class  D  Notes  or  Class  E  Notes,  as  applicable,  to  the  extent 
lawful  and  enforceable.  The  failure  to  pay  interest  on  any  such 
Class  of  Securities  due  to  insufficient  funds  being  available  therefor 
in  accordance  with  the  Priority  of  Payments  will  not  be  an  Event  of 
Default  under  the  Indenture  so  long  as  any  senior  Class  or  Classes 
of  Secured  Notes  are  Outstanding.  See  "Description  of  the 
Securities— Interest"  and  "—Priority  of  Payments". 

Non-Call  Period The  period  from  the  Closing  Date  to  and  including  the  Business  Day 

immediately  preceding  the  February  2010  Scheduled  Payment  Date 
(the  "Non-Call  Period"). 

Reinvestment  Period The  period  from  the  Closing  Date  to  and  including  the  Business  Day 

immediately  preceding  the  February  201 4  Scheduled  Payment  Date 
(the  "Reinvestment  Period"). 

Principal  Payments  on  the 

Secured  Notes The  following  table  sets  forth  the  circumstances  and  dates  upon 

which  Holders  of  the  Secured  Notes  will  receive  principal  payments 
on  their  Secured  Notes  (in  all  cases,  pursuant  to  the  Priority  of 
Payments): 
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Event 


The  payment  of 
principal  on  the 
Secured  Notes 
pursuant  to  the  Note 
Payment  Sequence,  to 
the  extent  of  available 
funds  therefor,  if  the 
Collateral  Manager 
determined,  in  its  sole 
judgment  (which 
judgment  shall  not  be 
subject  to  question  as 
a  result  of  subsequent 
events),  that  it  was 
impractical  or  not 
beneficial  to  reinvest 
Principal  Proceeds  by 
the  end  of  the 
Investment  Due  Period 


Eligible  Payment 
Date 


Any  Scheduled 
Payment  Date 
during  the 
Reinvestment 
Period 


Application  of  Principal 
Proceeds  (other  than 
with  respect  to  Eligible 
Post  Reinvestment 
Proceeds  that  the 
Collateral  Manager 
elects,  in  its  sole 
judgment  (which 
judgment  shall  not  be 
subject  to  question  as 
a  result  of  subsequent 
events),  to  reinvest  in 
Collateral  Obligations 
or  Eligible 
Investments)  to  pay 
principal  of  the 
Secured  Notes  in 
accordance  with  the 
Priority  of  Payments 


Amount 

Payable  in 

Accordance 

with  the 
Priority  of 
Payments 


Applicable 
Secured  Note 
Redemption 
Price 


Any  Scheduled 
Payment  Date  after 
the  Reinvestment 
Period 


Applicable 
Secured  Note 
Redemption 
Price 


Repayment  of 
Deferred  Interest 


Effective  Date  Ratings 
Downgrade  Event 


Mandatory  redemption 
of  the  Secured  Notes 
to  satisfy  Coverage 
Tests 


Optional  redemption 
following  a  Withholding 
Tax  Event 


Any  Payment  Date 


The  Payment  Date 
after  the  Effective 
Date 


Any  Scheduled 
Payment  Date  (or  in 
the  case  of  the 
Interest  Coverage 
Tests  any 

Scheduled  Payment 
Date  on  or  after  the 
second  Scheduled 
Payment  Date) 


Any  Business  Day 


Amount  of 

Deferred 

Interest 


Applicable 
Secured  Note 
Redemption 
Price 


Applicable 
Secured  Note 
Redemption 
Price 


Applicable 
Secured  Note 
Redemption 
Price 
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Event 

Eligible  Payment 
Date 

Amount 

Payable  in 

Accordance 

with  the 
Priority  of 
Payments 

Optional  Redemption 
by  a  Majority  of  the 
Subordinated 
Securities 

Any  Business  Day 
after  the  Non-Call 
Period 

Applicable 
Secured  Note 
Redemption 
Price 

Redemption  by 
Refinancing  by  a 
Majority  of  the 
Subordinated 
Securities 

Any  Scheduled 
Payment  Date 
after  the  Non-Call 
Period 

Applicable 
Secured  Note 
Redemption 
Price 

Redemption  by  Refinancing . 


Security  for  the  Secured  Notes . 


Collateral  Obligations. 


See  "Description  of  the  Securities— Principal,"  "—Priority  of 
Payments,"  "—Optional  Redemption",  "—Redemption  by 
Refinancing"  and  "—The  Indenture—  Events  of  Default". 

Subject  to  the  satisfaction  of  certain  conditions  described  in 
"Description  of  the  Securities— Redemption  by  Refinancing"  and  "— 
The  Indenture"  the  Holders  of  at  least  a  Majority  of  the  Subordinated 
Securities  may  direct  the  redemption  of  any  Class  of  Secured  Notes 
in  whole  but  not  in  part  on  any  Payment  Date  after  the  Non-Call 
Period  by  directing  the  Issuer  to  issue  Replacement  Notes,  the 
proceeds  of  which  will  be  used  to  fully  redeem  such  Class  or 
Classes  of  Secured  Notes,  as  applicable.  See  "Description  of  the 
Securities— Redemption  by  Refinancing". 

The  Secured  Notes  will  be  secured  by  (a)  Collateral  Obligations  that 
are  expected  to  be  rated  below  investment  grade,  (b)  Eligible 
Investments,  (c)  the  Issuer's  rights  under  the  Collateral 
Management  Agreement,  any  Hedge  Agreements,  the  Purchase 
Agreement  and  any  Securities  Lending  Agreements,  (d)  any 
proceeds  held  in  the  Issuer  Accounts  and  (e)  certain  other  assets  of 
the  Issuer  as  set  forth  in  the  Indenture.  See  "Risk  Factors— Limited 
Recourse  Obligations". 

The  Subordinated  Securities  will  not  be  secured. 

An  obligation  will  constitute  a  collateral  obligation  (a  "Collateral 
Obligation")  and  will  be  eligible  for  purchase  if,  at  the  time  it  is 
purchased  or  entered  into  (or  a  commitment  is  made  to  purchase  or 
enter  into  such  Collateral  Obligation),  it  satisfies  the  following  criteria 
C'Eligibility  Criteria"): 

(i)  it  is  (1)  an  Assignment  or  Participation  of  a  loan;  (2)  a  debt 
security  (including,  subject  to  clause  (x)  below,  a  debt 
security  that  provides  for  conversion  to  an  Equity  Security  or 
has  equity  features  attached);  (3)  a  Finance  Lease  which 
has  a  Moody's  Recovery  Rate  and  an  S&P  Recovery  Rate 
that  is  the  same  as  or  higher  than  the  Moody's  Recovery 
Rate  and  S&P  Recovery  Rate  that  Moody's  and  S&P, 
respectively,  currently  assigns  to  Senior  Secured  Loans; 
(4)  a  Structured  Finance  Security;  (5)  a  Synthetic  Security; 
or  (6)  a  Senior  Secured  Floating  Rate  Note,  in  all  cases  the 
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payments  with  respect  to  which  are  not  by  the  terms  of  such 
obligation  payable  in  a  currency  other  than  Dollars; 

(ii)  other  than  an  Exchanged  Defaulted  Obligation,  (1)  if  it  is  a 
Structured  Finance  Security,  it  (A)  has  a  Moody's  Default 
Probability  Rating  of  at  least  "Ba2",  (B)  has  an  S&P  Rating 
of  at  least  "BB"  and  (C)  if  such  Structured  Finance  Security 
is  a  CDO  Security  collateralized  by  CDO  Securities,  such 
collateral  is  not  managed  by  the  Collateral  Manager  or  an 
Affiliate  of  the  Collateral  Manager  and  (2)  for  any  other  type 
of  Collateral  Obligation,  it  has  a  Moody's  Default  Probability 
Rating  of  at  least  "Caa2"  and  has  an  S&P  Rating  of  at  least 
"CCC,"  which  S&P  Rating  in  the  case  of  the  foregoing 
clauses  (1)  and  (2)  does  not  have  a  "t,"  "p,"  "q,"  "pi"  or  an  "r" 
subscript; 

(iii)  (1)  it  is  issued  by  an  issuer  organized  in  the  United  States  of 
America  or  in  a  sovereign  jurisdiction  the  long-term  foreign 
currency  rating  of  which  is  at  least  "AA"  by  S&P  and  at  least 
"Aa2"  by  Moody's,  (2)  it  is  a  Tax  Haven  Collateral 
Obligation,  (3)  it  is  a  Maritime  Collateral  Obligation  or  (4)  it  is 
issued  by  a  Special  Purpose  Vehicle; 

(iv)  it  is  eligible  to  be  entered  into  by,  sold,  assigned  or 
participated  to,  the  Issuer; 

(v)  it  provides  for  periodic  payments  of  interest  thereon  in  cash 
at  least  semi-annually,  other  than  a  Zero-Coupon  Security 
or  a  Step-Up  Coupon  Security  during  a  period  for  which  no 
interest  is  payable; 

(vi)  it  is  an  obligation  or  a  credit  default  swap  upon  which  no 
payments  are  subject  to  withholding  tax  imposed  by  any 
jurisdiction  unless  the  obligor  thereof  or  counterparty  with 
respect  thereto  is  required  to  make  "gross-up"  payments 
that  cover  the  full  amount  of  any  such  withholding  tax  on  an 
after-tax  basis  (other  than  withholding  taxes  with  respect  to 
any  amendment  fees,  extension  fees  and  consent  fees  on  a 
Collateral  Obligation,  any  lending  fees  received  under  a 
Securities  Lending  Agreement  or  any  commitment  fees 
associated  with  Collateral  Obligations  constituting  Revolving 
Credit  Facilities  or  Delayed  Funding  Term  Loans); 

(vii)  it  is  not  a  Defaulted  Obligation  (other  than  an  Exchanged 
Defaulted  Obligation); 

(viii)  it  is  not  a  CDO  Security  managed  by  the  Collateral  Manager 
or  an  Affiliate  of  the  Collateral  Manager,  or  a  CDO  Security 
the  payments  upon  which  are  based  on  the  market  value  of 
the  underlying  portfolio; 

(ix)        it  is  not  a  Credit  Risk  Obligation; 

(x)  it  is  not  an  obligation  that  at  the  time  of  purchase  or 
commitment  to  purchase  provides  for  conversion  into  an 
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Equity  Security  (1)  automatically  after  a  specified  period  of 
time  or  (2)  at  the  option  of  the  issuer  thereof  at  any  time; 

(xi)  it  is  not  the  subject  of  an  Offer  other  than  (a)  an  offer  of 
publicly  registered  securities  with  equal  or  greater  face 
value  and  substantially  identical  terms  issued  in  exchange 
for  securities  issued  under  Rule  144A  or  (b)  a  Permitted 
Offer; 

(xii)  it  is  not  an  obligation  the  interest  payments  of  which  are 
scheduled  to  decrease  (although  interest  payments  may 
decrease  due  to  unscheduled  events  such  as  a  decrease  of 
the  index  relating  to  a  Floating  Rate  Collateral  Obligation, 
the  change  from  a  default  rate  of  interest  to  a  non-default 
rate  or  an  improvement  in  the  obligor's  financial  condition); 

(xiif)  it  is  not  an  obligation  pursuant  to  which  future  advances  or 
future  payment  obligations  may  be  required,  except  for 
future  advances  under  a  Revolving  Credit  Facility  or  a 
Delayed  Funding  Term  Loan  or  future  payment  obligations 
under  a  Synthetic  Security,  in  each  case,  for  which  the 
Issuer  has  deposited  funds  in  the  Revolving  Credit  Facility 
Reserve  Account  or  a  Synthetic  Security  Collateral  Account, 
as  applicable,  in  an  amount  sufficient  to  meet  such  future 
advances  or  future  payment  obligations,  as  applicable; 

(xiv)  it  is  not  a  security  whose  repayment  is  subject  to  the  non- 
occurrence of  certain  catastrophes  specified  in  the 
documents  governing  such  security; 

(xv)  it  is  not  a  Deferrable  Interest  Obligation  that  is  currently 
deferring  interesi  or  paying  interest  "in  kind,"  which  interest 
is  otherwise  payable  in  cash,  unless  the  S&P  Rating 
Condition  has  been  satisfied  with  respect  to  the  purchase  of 
such  obligation  (for  the  avoidance  of  doubt,  this  subclause 
shall  not  be  interpreted  to  prohibit  the  inclusion  of  an 
Exchanged  Defaulted  Obligation  in  the  Collateral  Portfolio  in 
accordance  with  the  provisions  described  herein); 

(xvi)  if  such  obligation  provides  for  the  payment  of  interest  at  a 
floating  rate,  such  floating  rate  is  determined  by  reference  to 
(1)  the  Dollar  prime  rate,  LIBOR,  Euro  rate  or  similar 
interbank  offered  rate  or  commercial  deposit  rate  or  (2)  any 
other  index  so  long  as  at  the  time  such  index  was  first 
referenced  each  of  the  Moody's  Rating  Condition  and  the 
S&P  Rating  Condition  was  satisfied; 

(xvif)  it  provides  for  payment  of  principal  in  cash  on  or  prior  to  its 
stated  maturity;  and 

(xviii)     it  is  not  any  of  the  Securities. 

Purchase  of  Collateral  Obligations 

by  the  Closing  Date It  is  expected,  that,  by  the  Closing  Date,  the  Issuer  will  have 

purchased  or  executed,  or  entered  into  agreements  to  purchase  or 
execute,  with  the  net  proceeds  of  the  issuance  of  the  Securities,  a 
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portfolio  of  Collateral  Obligations  selected  by  the  Collateral  Manager 
constituting  approximately  87%  of  the  Aggregate  Principal  Amount 
of  Collateral  Obligations  to  be  purchased  or  entered  into  by  the 
Issuer,  representing  approximately  $430,000,000  in  Aggregate 
Principal  Amount  of  the  Collateral  Obligations. 


Effective  Date  Ratings 
Confirmation 


Concentration  Limitations . 


The  Issuer  will  request  that  each  of  the  Rating  Agencies  confirm  the 
initial  ratings  of  the  Secured  Notes  on  the  Effective  Date.  Such 
confirmation  will  be  deemed  to  have  been  obtained  from  Moody's, 
so  long  as  certain  tests  are  met  and  Moody's  has  received  delivery 
of  certain  documents  specified  in  the  Indenture.  A  failure  to  obtain 
(or  to  be  deemed  to  have  obtained,  in  the  case  of  Moody's  only)  the 
Rating  Agencies'  confirmation  of  the  initial  ratings  of  the  Secured 
Notes  on  the  Effective  Date  will  result  in  an  Effective  Date  Ratings 
Downgrade  Event. 

it  is  very  uniikeiy  that  the  Rating  Agencies  will  confirm  their  initial 
ratings  of  the  Secured  Notes  if  any  of  the  Collateral  Quality  Tests, 
the  Par  Value  Tests,  the  Concentration  Limitations  or  the  Minimum 
Par  Value  Ratio  is  not  satisfied  on  the  Effective  Date.  Accordingly, 
the  Issuer  will  seek  to  purchase  additional  Collateral  Obligations 
during  the  Initial  Investment  Period  so  that  the  Collateral  Quality 
Tests,  the  Par  Value  Tests,  the  Concentration  Limitations  and  the 
Minimum  Par  Value  Ratio  will  be  satisfied  on  the  Effective  Date. 
The  occurrence  of  an  Effective  Date  Ratings  Downgrade  Event  will 
not  cause  an  Event  of  Default  with  respect  to  the  Securities.  See 
"Risk  Factors — Effective  Date  Ratings  Downgrade  Event". 

Collateral  Obligations  acquired  for  the  Collateral  Portfolio  will  be 
subject  to  the  concentration  limitations  set  forth  in  the  table  below 
(the  "Concentration  Limitations"). 


By  Principal  Balance 

(as  an  amount  or  a  percentage  of  the 

Aggregate  Principal  Amount  of  the 

Collateral  Portfolio) 

0) 

Senior  Secured  Loans  (including  Assignments  and  Participations),  Eligible 
Investments,  Senior  Secured  Floating  Rate  Notes  and  Synthetic  Securities 
with  (1)  Senior  Secured  Loans  or  (2)  Senior  Secured  Floating  Rate  Notes  as 
Reference  Obligations 

a  80.0% 

(ii)             Collateral  Obligations  other  than  Senior  Secured  Loans 

s  20.0% 

(iii) 

Senior  unsecured  debt  securities  and  subordinate  debt  securities 

s5.0% 

(iv) 

Floating  Rate  Collateral  Obligations* 

a  95.0% 

(v) 

Single  Obligor 

s  the  greater  of  2.0%  or  $10.0  million 

except  that  Collateral  Obligations  issued  by  up  to  five  obligors  may,  with 
respect  to  each  of  such  five  obligors,  constitute  up  to  the  greater  of  the 
percentage  of  the  Collateral  Portfolio  and  the  dollar  amount,  in  each 
case,  as  specified  in  the  right  column 

£  the  greater  of  2.5%  or  $1 2.5  million 

(vi) 

Same  Moody's  Industry  Category; 

s  the  greater  of  8.0%  or  $40.0  million 

except  that  Collateral  Obligations  belonging  to  three  Moody's  Industry 
Categories  may  each  constitute  up  to  the  greater  of  the  percentage  of 
the  Collateral  Portfolio  and  the  dollar  amount,  in  each  case,  as  specified 
in  the  riqht  column 

s  the  greater  of  1 2.0%,  1 0.0%  or  1 0.0%, 

respectively,  or  $60  million,  $50  million 

or  $50  million,  respectively. 

(vii) 

Collateral  Obligations  with  a  Moody's  Rating  below  "B3" 

£7.5% 

(viii) 

Participations 

£10.0% 

fix) 

Synthetic  Securities** 

s  20.0% 

(x) 

DIP  Loans 

£7.5% 

(xi) 

Revolvinq  Credit  Facilities  or  Delayed  Funding  Term  Loans 

£10.0% 

Ml) 

Zero-Coupon  Securities 

£5.0% 
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jXHJL. 


Structured  Finance  Securities 


(xv) 


Deferrable  Interest  Obligations 


Step-Up  Coupon  Securities 


By  Principal  Balance 

(as  an  amount  or  a  percentage  of  the 

Aggregate  Principal  Amount  of  the 

Collateral  Portfolio) 


£7.5% 


S2.0% 


S2.0% 


(xvi) Current  Pay  Obligations „__ 

(xvii)           Provide  for  optional  conversion  by  the  holder  or  have  equity  features  attached 
that  may  be  considered  Margin  Stock ; 


£5.0% 


£0.1% 


(xviii) 


Finance  Leases 


£0.0% 


(xix) 


Exchanged  Defaulted  Obligations 


£2.0% 


(xx) 


Non-U. S.  Obligors 


£  25.0% 


(xxi) 
(xxii) 


Non-U.S.  Obligors  organized  in  any  single  European  I  country"' 
Non-U. S.  Obligors  organized  in  any  single  European  II  country" 


£10.0% 


£7.5% 


(xxiii)          Non-U.S.  Obligors  organized  in  any  jurisdiction  other  than  Canada,  any 
European  I  country"*,  or  any  European  II  country""* 


£10.0% 


(xxiv) 


Maritime  Collateral  Obligations* 


£3.0% 


(XXV) 


Tax  Haven  Collateral  Obligations*' 


£3.0% 


(xxvi) 
(xxvii) 


Bivariate  Risk  Obligations** 


£  20.0% 


Provide  for  payment  ot  interest  less  frequently  than  quarterly  (other  than  Zero- 
Coupon  Securities  and  Step-Up  Coupon  Securities) 


£  5.0% 


(xxviii)        Deferrable  Interest  Obligations,  Zero-Coupon  Securities,  Step-Up  Coupon 

Securities  and  Collateral  Obligations  that  provide  for  payment  of  interest  less 
frequently  than  quarterly  (other  than  Zero  Coupon  Securities  and  Step-Up 

Coupon  Securities) 


£15.0% 


(xxix) 
(xxx) 


Mature  after  the  Stated  Maturity  of  the  Securities,  but  in  no  event  later  than 
two  years  after  such  Stated  Maturity  of  the  Securities 


£2.0% 


DIP  Loans  issued  by  any  single  obligor 


£2.0% 


The  principal  balance  of  Principal  Proceeds  and  Sale  Proceeds  on  deposit  in  the  Principal  Collection  Account  and  Eligible  Investments  purchased 

with  such  funds,  shall  be  deemed  to  be  Floating  Rate  Collateral  Obligations  that  are  Senior  Secured  Loans  for  purposes  of  calculating  the 

Concentration  Limitations. 

For  Synthetic  Securities,  the  Concentration  Limitations  shall  be  calculated  with  respect  to  the  Reference  Obligations. 

European  I  country  means  Austria,  Belgium,  Denmark,  Finland,  France,  Germany,  Iceland,  Ireland,  Liechtenstein,  Luxembourg,  Netherlands, 

Norway,  Spain,  Sweden,  Switzerland,  the  United  Kingdom  and  any  other  European  country  subject  to  the  satisfaction  of  the  Moody's  Rating 

Condition  and  the  S&P  Rating  Condition. 

European  II  country  means  Greece,  Italy,  and  Portugal. 

The  jurisdiction  of  organization  of  the  obligor  of  s  Maritime  Collateral  Obligation  or  a  Tax  Haven  Collateral  Obligation  shall  be  deemed  to  be  any 

jurisdiction,  where  at  least  60%  (by  reference  to  the  latest  available  consolidated  financial  statements)  of  (A)  its  (or  its  guarantor's)  business 

operations  or  (B)  its  (or  its  guarantor's)  assets  primarily  responsible  for  generating  its  (or  Hs  guarantor's)  revenue,  are  located. 

Subject  to  increase  upon  satisfaction  of  S&P  Rating  Condition. 


Coverage  Tests  and  the 
Reinvestment  Test ... 


The  following  tables  set  forth  the  Coverage  Tests  and  the 
Reinvestment  Test  (which  is  not  part  of  the  Coverage  Tests),  and 
with  respect  to  each  such  Coverage  Test  and  the  Reinvestment 
Test,  where  applicable,  the  minimum  values  at  which  such 
Coverage  Test  and  the  Reinvestment  Test  is  satisfied  and  the 
expected  values  (in  the  case  of  the  Par  Value  Ratios)  on  the 
Effective  Date. 

PAR  VALUE  TESTS  AND 
REINVESTMENT  TEST 


Par  Value  Ratio 

Expected  Upon 

Required  Par 

Effective 

Class 

Value  Ratio*,** 

Date**** 

A/B 

114.0% 

126.5% 

C 

109.1% 

118.9% 

D 

103.6% 

110.8% 

E 

101.5% 

106.6% 

Reinvestment 

Test 

102.5% 

106.6% 
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INTEREST  COVERAGE  TESTS 


Class 

A/B 
C 
D 


Required 

Interest 

Coverage  Ratio*.*** 

114.0% 
109.1% 
103.6% 


Collateral  Quality  Tests. 


Should  be  equal  to  or  greater  than  the  stated 
percentages. 

Applicable  as  of  the  Effective  Date  and  any 
Measurement  Date  thereafter. 

Applicable  as  of  the  Second  Determination  Date  and 
any  Measurement  Date  thereafter. 

The  percentages  specified  herein  are  based  on  certain 
assumptions  relating  to  the  Collateral  Portfolio  as  of 
the  date  hereof  and  such  assumptions  may  change  in 
the  future.  Therefore,  there  can  be  no  assurances 
that  the  actual  Par  Value  Ratios  and  the  Reinvestment 
Test,  as  the  case  may  be,  on  the  Effective  Date,  will 
be  the  same  as  the  expected  ratios  specified  herein. 


The  following  table  sets  forth  the  Collateral  Quality  Tests,  and  with 
respect  to  each  Collateral  Quality  Test,  where  applicable,  the  values 
at  which  such  Collateral  Quality  Test  is  satisfied  and  the  expected 
values  upon  the  Effective  Date. 


Test 


Diversity  Test 


THE  COLLATERAL  QUALITY  TESTS 


Value  at  which  Test  is  Satisfied 

Based  on  the  table  set  forth  below  (the 
"Ratings  Matrix") 


Expected 

Effective 

Date 

Value* 

£50 


Minimum  Diversity 

Minimum 
Weighted  Average  Spread 

40 

45 

50 

55 

60 

2.10% 

2075 

2150 

2200 

2255 

2285 

2.20% 

2108 

2183 

2258 

2313 

2353 

2.30% 

2167 

2242 

2317 

2382 

2422 

2.40% 

2225 

2288 

2400 

2453 

2485 

2.50% 

2283 

2346 

2450 

2513 

2550 

2.60% 

2341 

2404 

2490 

2553 

2610 

2.70% 

2380 

2463 

2535 

2603 

2660 

2.80% 

2425 

2508 

2575 

2643 

2690 

2.90% 

2465 

2543 

2620 

2678 

2735 

Maximum  Rating  Factor 
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Notwithstanding  the  row/column  combinations  set  forth  above,  the 
Collateral  Manager  on  behalf  of  the  Issuer  may  (in  its  sole 
discretion)  determine  a  combination  of  values  that  is  not  set  forth 
above  using  linear  interpolation  between  values  set  forth  above  in 
accordance  with  the  Indenture.  Upon  determination  of  a 
combination  of  values  using  linear  interpolation,  the  Collateral 
Manager  shall  identify  such  combination  to  the  Trustee  and  such 
combination  shall  be  deemed  a  "row/column  combination"  for 
purposes  of  the  Ratings  Matrix. 


Test 


Maximum  Rating 
Factor  Test 


Minimum 

Weighted  Average 
Coupon  Test 


Value  at  which  Test  is  Satisfied 

Based  on  the  Ratings  Matrix,  as  modified  by 
the  addition  of  the  Rating  Factor  Modifier. 

"Rating  Factor  Modifier,"  as  of  any 
Measurement  Date,  wiii  equal  the  number  as 
calculated  in  the  table  below: 


Moody's  Weighted 

Rating  Factor 

Average  Recovery 

Modifier 

Rate  as  of  such 

Measurement  Date 

Less  than  60.00% 

the  product  of  (i)  the 

Moody's     Weighted 

Average     Recovery 

Rate    as    of    such 

Measurement    Date 

minus    43.00%    and 

(ii)  5500 

provided  that,  if  the  Moody's  Weighted 
Average  Recovery  Rate  shall  be  (1)  greater 
than  or  equal  to  60.00%,  then  solely  for 
purposes  of  the  calculation  of  the  Rating 
Factor  Modifier,  the  Moody's  Weighted 
Average  Recovery  Rate  shall  equal  60.00% 
or  (2)  less  than  or  equal  to  43.00%,  then 
solely  for  purposes  of  the  calculation  of  the 
Rating  Factor  Modifier,  the  Moody's 
Weighted  Average  Recovery  Rate  shall 
equal  43.00%. 

The  Weighted  Average  Spread  must  equal 
or  exceed  the  Minimum  Weighted  Average 
Spread  set  forth  in  the  Ratings  Matrix  based 
upon  the  option  chosen  by  the  Collateral 
Manager  as  currently  applicable  to  the 
Collateral  Obligations. 

See  "Security  for  the  Secured  Notes — The 
Collateral  Quality  Tests — Minimum 
Weighted  Average  Coupon  Test". 


Expected 
.  Effective 
Date  Value* 

<2450 


-13- 


Confidential  Treatment  Requested  by  Goldman  Sachs 


GSMBS-E-001918247 


Footnote  Exhibits  -  Page  5027 


Maximum  Average 
Life  Test 


Moody's  Minimum 
Weighted  Average 
Recovery  Rate 
Test 

S&P  Minimum 
Weighted  Average 
Recovery  Rate 
Test 


S&P  CDO  Monitor 
Test 


<  10.0  Years 


44.50% 


With  respect  to 
(i)  the  Class  S 
Notes  65.00%, 
(ii)  the  Class  A 
Notes  65.00%, 
(iii)  the  Class  B 
Notes  70.00%, 
(iv)  the  Class  C 
Notes  73.50%, 
(v)  the  Class  D 
Notes  75.50% 

and  (vi)  the 

Class  E  Notes 

78.00% 


Reinvestment  in  Collateral 
Obligations 


See  "Security  for  the  Secured  Notes— The 
Collateral  Quality  Tests— Maximum  Average 
Life  Test". 

Equal  to  or  greater  than  43.00%. 


A  test  satisfied  if,  as  of  any  Measurement 
Date,  (i)  the  S&P  Weighted  Average 
Recovery  Rate  determined  with  respect  to 
the  Class  S  Notes  is  greater  than  or  equal  to 
52.80%,  (ii)  the  S&P  Weighted  Average 
Recovery  Rate  determined  with  respect  to 
the  Class  A  Notes  is  greater  than  or  equal  to 
52.80%,  (iii)  the  S&P  Weighted  Average 
Recovery  Rate  determined  with  respect  to 
the  Class  B  Notes  is  greater  than  or  equal  to 
56.40%,  (iv)  the  S&P  Weighted  Average 
Recovery  Rate  determined  with  respect  to 
the  Class  C  Notes  is  greater  than  or  equal  to 
60.00%,  (v)  the  S&P  Weighted  Average 
Recovery  Rate  determined  with  respect  to 
the  Class  D  Notes  is  greater  than  or  equal  to 
63.60%  and  (vi)  the  S&P  Weighted  Average 
Recovery  Rate  determined  with  respect  to 
the  Class  E  Notes  is  greater  than  or  equal  to 
65.60%. 

Positive  Class  S  Loss  Differential, 
positive  Class  A  Loss  Differential, 
positive  Glass  B  Loss  Differential, 
positive  Class  C  Loss  Differential, 
positive  Class  D  Loss  Differential  and 
positive  Class  E  Loss  Differential. 


*  The  values  specified  herein  are  based  on  certain  assumptions 
relating  to  the  Collateral  Portfolio  as  of  the  date  hereof  and  such 
assumptions  may  change  in  the  future.  Therefore,  there  can  be 
no  assurances  that  the  actual  values  for  the  Collateral  Quality 
Tests  on  the  Effective  Date  will  be  the  same  as  the  values 
specified  herein.  The  expected  value  shown  for  the  Maximum 
Rating  Factor  Test  is  the  expected  value  unadjusted  by  the  Rating 
Factor  Modifier. 

See  "Security  for  the  Secured  Notes— The  Coverage  Tests"  and  "— 
The  Collateral  Quality  Tests". 


During  the  Reinvestment  Period,  other  than  as  described  under 
"Description  of  the  Securities — Priority  of  Payments — Principal 
Proceeds,"  Principal  Proceeds  received  in  respect  of  the  Collateral 
Obligations  will  be  applied,  at  the  sole  discretion  of  the  Collateral 
Manager  (i)  to  purchase  Collateral  Obligations  so  long  as  the 
Reinvestment  Criteria  are  satisfied  and/or  (ii)  if  the  Collateral 
Manager  determines,  in  its  sole  discretion,  that  it  is  impractical  or 


Pass 
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Additional  Issuance. 


Governing  Law. 


Listing  and  Trading 


Tax  Status 

ERISA  Considerations. 


not  beneficial  to  reinvest  Principal  Proceeds  prior  to  the  end  of  an 
Investment  Due  Period,  to  the  payment  of  principal  on  the  Co- 
Issued  Notes  pursuant  to  the  Note  Payment  Sequence. 

In  addition,  during  the  Reinvestment  Period,  Interest  Proceeds 
remaining,  prior  to  the  payment  of  certain  unpaid  subordinated 
expenses  and  unpaid  hedge  termination  payments,  the  distribution 
to  the  Collateral  Manager  in  respect  of  the  Incentive  Collateral 
Management  Fee  and  the  distributions  in  respect  of  the 
Subordinated  Securities  will  be  used  to  reinvest  in  Collateral 
Obligations  (or  deposited  into  the  Principal  Collection  Account  or,  if 
required  under  the  terms  of  the  Indenture,  the  Subordinated 
Securities  Principal  Collection  Account,  for  investment  in  Eligible 
Investments  pending  investment  in  additional  Collateral  Obligations 
prior  to  the  end  of  the  Reinvestment  Period)  up  to  the  amount 
necessary  to  satisfy  the  Reinvestment  Test  (but  not  to  exceed  50% 
of  such  Interest  Proceeds  available).  See  "Description  of  the 
Securities— Priority  of  Payments — Interest  Proceeds". 

Any  Eligible  Post  Reinvestment  Proceeds  may  also  be  used,  in  the 
sole  discretion  of  the  Collateral  Manager,  after  the  Reinvestment 
Period,  but  no  later  than  the  end  of  the  applicable  Investment  Due 
Period,  to  purchase  Collateral  Obligations,  so  long  as  the 
Reinvestment  Criteria  are  satisfied  and,  if  not  so  used,  shall  be 
applied  in  accordance  with  the  Priority  of  Payments.  See 
"Description  of  the  Securities— Priority  of  Payments". 

Additional  Securities  of  all  existing  Classes  may  be  issued  and  sold, 
and  the  Issuer  may  use  the  proceeds  to  purchase  additional 
Collateral  Obligations  and,  if  applicable,  enter  into  Hedge 
Agreements,  subject  to  the  terms  and  conditions  set  forth  herein. 
See  "Description  of  the  Securities— The  Indenture— Additional 
issuance". 

The  Securities,  the  Indenture,  the  Collateral  Management 
Agreement,  any  Hedge  Agreements,  the  Collateral  Administration 
Agreement  and  the  Securities  Account  Control  Agreement  will  be 
governed  by,  and  construed  in  accordance  with,  the  laws  of  the 
State  of  New  York. 

There  is  currently  no  trading  market  for  the  Securities  and  there  can 
be  no  assurance  that  such  a  market  will  develop.  See  "Risk 
Factors— Limited  Liquidity  and  Restrictions  on  Transfer". 

Application  has  been  made  to  the  Irish  Financial  Services 
Regulatory  Authority,  as  competent  authority  under  Directive 
2003/71 /EC,  for  this  Offering  Circular  to  be  approved.  Application 
has  been  made  to  the  Irish  Stock  Exchange  for  the  Securities  to  be 
admitted  to  the  Official  List  and  to  trading  on  its  regulated  market. 
There  can  be  no  assurance  that  such  listing  will  be  approved  or 
maintained.  Such  listing,  if  obtained,  may  be  discontinued  in  certain 
circumstances.  See  "Risk  Factors— Irish  Stock  Exchange  Listing" 
and  "Listing  and  General  Information". 

See  "Income  Tax  Considerations". 
See  "ERISA  Considerations". 


-15- 


Confidential  Treatment  Requested  by  Goldman  Sachs 


GSMBS-E-001918249 


Footnote  Exhibits  -  Page  5029 


RISK  FACTORS 


Prior  to  making  an  investment  decision,  prospective  investors  should  carefully  consider,  in  addition  to 
the  matters  set  forth  elsewhere  in  this  Offering  Circular,  the  following  factors: 

Limited  Liquidity  and  Restrictions  on  Transfer.  There  is  currently  no  market  for  the  Securities. 
Although  Goldman,  Sachs  &  Co.  has  advised  the  Issuers  that  it  intends  to  make  a  market  in  the  Securities, 
Goldman,  Sachs  &  Co.  is  not  obligated  to  do  so,  and  any  such  market-making  with  respect  to  the  Securities 
may  be  discontinued  at  any  time  without  notice.  There  can  be  no  assurance  that  any  secondary  market  for 
any  of  the  Securities  will  develop,  or,  if  a  secondary  market  does  develop,  that  it  will  provide  the  Holders  of 
such  Securities  with  liquidity  of  investment  or  that  it  will  continue  for  the  life  of  such  Securities. 
Consequently,  a  purchaser  must  be  prepared  to  hold  the  Securities  for  an  indefinite  period  of  time  or  until 
Stated  Maturity.  In  addition,  no  sale,  assignment,  participation,  pledge  or  transfer  of  the  Securities  may  be 
effected  if,  among  other  things,  it  would  require  any  of  the  Issuer,  the  Co-Issuer  or  any  of  their  respective 
officers  or  directors  to  register  under,  or  otherwise  be  subject  to  the  provisions  of,  the  Investment  Company 
Act  or  any  other  similar  legislation  or  regulatory  action.  Furthermore,  the  Securities  will  not  be  registered 
under  the  Securities  Act  or  any  state  securities  laws,  and  the  Issuer  has  no  plans,  and  is  under  no  obligation, 
♦,->  mnioinr  iho  corMirrtiac  unHortho  Rorurifipc  Art  Thp  Sfir.urities  arfi  subject  to  certain  transfer  restrictions 
and  can  be  transferred  only  to  certain  transferees  as  described  herein  under  'Transfer  Restrictions".  Such 
restrictions  on  the  transfer  of  the  Securities  may  further  limit  their  liquidity.  See  "Transfer  Restrictions". 
Application  has  been  made  to  the  Irish  Financial  Services  Regulatory  Authority,  as  competent  authority 
under  Directive  2003/71 /EC,  for  this  Offering  Circular  to  be  approved.  Application  has  been  made  to  the  Irish 
Stock  Exchange  for  the  Securities  to  be  admitted  to  the  Official  List  and  to  trading  on  its  regulated  market. 
There  can  be  no  assurance  that  such  listing  will  be  approved  or  maintained. 

Limited  Recourse  Obligations.  The  Co-Issued  Notes  will  be  limited  recourse  secured  obligations  of 
the  Issuers,  the  Class  E  Notes  will  be  limited  recourse  secured  obligations  of  the  Issuer  and  the 
Subordinated  Securities  will  be  limited  recourse  unsecured  obligations  of  the  Issuer.  None  of  the  Collateral 
Manager,  the  Securityholders,  the  Initial  Purchaser,  the  Trustee,  any  Hedge  Counterparty,  the  Administrator, 
the  Share  Trustee  or  any  Affiliates  of  any  of  the  foregoing  or  any  other  person  or  entity  will  be  obligated  to 
make  payments  on  the  Securities.  Consequently,  Holders  of  the  Securities  must  rely  solely  on  distributions 
nn  tha  o«iip*orj»i  fpf  tha  nowmont  nf  nrinr-inai  intprpst  anri  nremium  if  anv  thereon.  If  distributions  on  the 
Collateral  are  insufficient  to  make  payments  on  the  Securities,  no  other  assets  (and,  in  particular,  no  assets 
of  the  Collateral  Manager,  the  Securityholders,  the  Initial  Purchaser,  the  Trustee,  any  Hedge  Counterparty, 
the  Administrator,  the  Share  Trustee  or  any  directors  or  officers  of  the  Issuers  or  any  Affiliates  of  any  of  the 
foregoing)  will  be  available  for  payment  of  the  deficiency  and  following  realization  of  the  Collateral,  the 
obligations  of  the  Issuers  or,  in  the  case  of  the  Class  E  Notes  and  Subordinated  Securities,  the  Issuer,  to  pay 
such  deficiency  shall  be  extinguished  and  shall  not  thereafter  revive.  Each  Securityholder  by  its  acceptance 
of  such  Security  will  agree  or  be  deemed  to  have  agreed  not  to  take  any  action  or  institute  any  proceedings 
against  the  Issuers  under  any  insolvency  law  applicable  to  the  Issuers  or  which  would  be  likely  to  cause  the 
Issuers  to  be  subject  to,  or  to  seek  the  protection  of,  any  insolvency  law  applicable  to  the  Issuers,  subject  to 
certain  limited  exceptions. 

Subordination  of  the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C  Notes,  the  Class  D  Notes,  the 
Class  E  Notes  and  the  Subordinated  Securities.  Except  as  described  in  "Summary— Status  and 
Subordination,"  the  Class  A  Notes  are  subordinated  on  each  Payment  Date  to  the  Class  S  Notes,  the  Class 
B  Notes  are  subordinated  on  each  Payment  Date  to  the  Class  A  Notes,  the  Class  C  Notes  are  subordinated 
on  each  Payment  Date  to  the  Class  B  Notes,  the  Class  D  Notes  are  subordinated  on  each  Payment  Date  to 
the  Class  C  Notes,  the  Class  E  Notes  are  subordinated  on  each  Payment  Date  to  the  Class  D  Notes  and  the 
Subordinated  Securities  are  subordinated  on  each  Payment  Date  to  the  Class  E  Notes.  Except  as  described 
in  "Summary— Status  and  Subordination,"  no  payments  of  interest  or  distributions  from  Interest  Proceeds  will 
be  made  on  any  Class  of  Securities  on  any  Payment  Date  until  current  or  Deferred  Interest  on  the  Securities 
of  each  Class  to  which  such  Class  is  subordinated  has  been  paid,  and  no  payments  of  principal  or 
distributions  from  Principal  Proceeds  will  be  made  on  any  such  Class  of  Securities  on  any  Payment  Date 
until  principal  of  the  Securities  of  each  Class  to  which  such  Class  is  subordinated  has  been  paid  in  full,  in 
each  case  in  accordance  with  the  Priority  of  Payments  described  herein.    No  distributions  of  Principal 
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Proceeds  to  the  Holders  of  the  Subordinated  Securities  will  be  made  until  the  Secured  Notes  have  been 
repaid  in  full.  See  "Description  of  the  Securities — Priority  of  Payments". 

In  addition,  if  an  Event  of  Default  occurs,  as  long  as  any  Securities  of  the  Controlling  Class  are 
Outstanding,  the  Holders  of  the  Controlling  Class  will  be  entitled  to  determine  the  remedies  to  be  exercised 
under  the  Indenture  including  the  sale  and  liquidation  of  the  Collateral  (except  that  the  Collateral  may  be  sold 
and  liquidated  only  if,  among  other  things,  the  Trustee  determines  (and  the  Majority  of  the  Controlling  Class 
agrees  with  such  determination)  that  the  anticipated  proceeds  of  such  sale  or  liquidation  (after  deducting  the 
reasonable  expenses  of  such  sale  or  liquidation)  would  be  sufficient  to  pay  in  full  the  Aggregate  Outstanding 
Amount  of  the  Secured  Notes,  plus  accrued  and  unpaid  interest,  and  certain  other  amounts,  or  the  Holders 
of  at  least  66  2/3%  of  the  Aggregate  Outstanding  Amount  of  the  Secured  Notes  of  each  Class  (with  each 
such  Class  voting  separately)  direct,  subject  to  the  provisions  of  the  Indenture,  such  sale  and  liquidation). 
Remedies  pursued  by  the  Holders  of  the  Controlling  Class  could  be  adverse  to  the  interests  of  the  Holders  of 
the  subordinated  Classes  of  Securities.  See  "Description  of  the  Securities— The  Indenture — Events  of 
Default". 

Unsecured  Subordinated  Securities.  The  Subordinated  Securities  are  not  secured  by  the  Collateral 
Obligations  or  the  other  Collateral  securing  the  Secured  Notes.  As  such,  the  Holders  of  the  Subordinated 
Securities  will  rank  behind  all  of  the  secured  creditors,  whether  known  or  unknown,  of  the  Issuer,  including, 
without  limitation,  the  Holders  of  the  Secured  Notes  and  any  Hedge  Counterparties.  No  person  or  entity 
other  than  the  Issuer  will  be  required  to  make  any  distributions  on  the  Subordinated  Securities.  Except  with 
respect  to  the  obligations  of  the  Issuer  to  make  payments  pursuant  to  the  Priority  of  Payments,  the  Issuer 
does  not  expect  to  have  any  creditors.  Any  distributions  on  the  Subordinated  Securities  will  be  payable  only 
to  the  extent  funds  are  available  in  accordance  with  the  Priority  of  Payments. 

Optional  Redemption  of  Securities.  An  optional  redemption  of  Securities  could  require  the  Collateral 
Manager  to  liquidate  positions  more  rapidly  than  would  otherwise  be  desirable,  which  could  adversely  affect 
the  realized  value  of  the  securities  sold.  In  addition,  the  optional  redemption  requirements  in  the  Indenture 
may  require  the  Collateral  Manager  to  aggregate  securities  to  be  sold  together  in  one  block  transaction, 
thereby  possibly  resulting  in  a  lower  realized  value  for  the  securities  sold. 

Redemption  by  Refinancing.  The  Secured  Notes  are  subject  to  Redemption  by  Refinancing.  The 
Holders  of  at  least  a  Majority  of  the  Subordinated  Securities  may  direct  the  redemption  of  any  Class  of 
Secured  Notes  in  whole  but  not  in  part  on  any  Scheduled  Payment  Date  occurring  after  the  Non-Call  Period, 
in  connection  with  a  Redemption  by  Refinancing  by  directing  the  Issuer  to  issue  Replacement  Notes  (which 
may  accrue  interest  at  a  floating  rate  or  fixed  rate  as  described  herein),  the  proceeds  of  which  will  be  used  to 
fully  redeem  such  Class  or  Classes  of  Secured  Notes,  as  applicable.  A  Redemption  by  Refinancing  will  be 
(  required  to  result  in  the  redemption  of  all  of  the  Secured  Notes  of  the  affected  Class  or  Classes  but  need  not 
result  in  the  redemption  of  all  Classes  of  Secured  Notes.  There  is  no  assurance  that  the  Holders  of  any 
Class  of  Secured  Notes  refinanced  will  be  able  to  invest  the  proceeds  thereof  in  comparable  securities 
earning  a  comparable  rate  of  return. 

Mandatory  Redemption  of  Secured  Notes  in  Case  of  Failure  of  the  Coverage  Tests.  If  any  Par  Value 
Test  (excluding  the  Class  E  Par  Value  Test)  with  respect  to  the  applicable  Class  or  Classes  of  Co-Issued 
Notes  is  not  met  on  the  Determination  Date  immediately  preceding  a  Scheduled  Payment  Date  or  if  any 
Interest  Coverage  Test  with  respect  to  any  Class  or  Classes  of  Co-Issued  Notes  is  not  met  on  any 
Determination  Date  on  or  after  the  Second  Determination  Date,  Principal  Proceeds  and,  thereafter,  Interest 
Proceeds  that  would  have  been  paid  to  the  Holders  of  each  Class  of  Securities  that  is  subordinated  to  such 
Class  or  Classes  will  be  used  to  redeem  the  Securities  of  the  most  senior  Class  or  Classes  then  Outstanding 
to  the  extent  necessary  to  restore  the  applicable  Coverage  Test  to  the  minimum  required  level  as  described 
under  "Security  for  the  Secured  Notes — The  Coverage  Tests"  or  cause  any  Class  of  Securities  to  which  such 
unsatisfied  test  relates  to  be  redeemed  in  full.  If  the  Class  E  Par  Value  Test  is  not  met  on  the  Determination 
Date  immediately  preceding  a  Scheduled  Payment  Date,  Interest  Proceeds  that  otherwise  would  have  been 
paid  to  the  Holders  of  the  Subordinated  Securities  will  be  used  to  redeem  the  Class  E  Notes,  to  the  extent 
necessary  to  restore  the  Class  E  Par  Value  Test  to  the  minimum  required  level.  The  foregoing  could  result  in 
an  elimination,  deferral  or  reduction  in  the  funds  available  to  make  interest  payments  or  principal  repayments 
to  the  Holders  of  the  Class  C  Notes,  the  Class  D  Notes  and  the  Class  E  Notes  and  distributions  to  the 
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Holders  of  the  Subordinated  Securities.    See  "Description  of  the  Securities— Priority  of  Payments"  and 
"Security  for  the  Secured  Notes— The  Coverage  Tests". 

Effective  Date  Ratings  Downgrade  Event.  Although  Collateral  Obligations  with  an  Aggregate 
Principal  Amount  equal  to  approximately  87%  of  the  Collateral  Portfolio  to  be  purchased  by  the  Issuer  will  be 
purchased  (or  the  Issuer  will  have  entered  into  agreements  to  purchase)  as  of  the  Closing  Date,  a  portion  of 
the  Collateral  Portfolio  will  be  purchased  after  the  Closing  Date  and  the  price  and  availability  of  Collateral 
Obligations  may  be  adversely  affected  by  volatility  in  the  market  for  Collateral  Obligations.  Consequently, 
the  ability  of  the  Issuer  to  purchase  Collateral  Obligations  by  the  Effective  Date  at  desirable  prices  and 
meeting  the  requirements  set  forth  herein  may  be  compromised.  The  Issuer  will  request  that  each  of  the 
Rating  Agencies  confirm  (or,  in  the  case  of  Moody's,  submit  information  such  that  Moody's  may  be  deemed 
to  have  confirmed)  the  initial  ratings  of  the  Secured  Notes  on  the  Effective  Date.  The  inability  of  the  Issuer  to 
purchase  a  suitable  portfolio  prior  to  the  Effective  Date  may  result  in  an  Effective  Date  Ratings  Downgrade 
Event.  If  an  Effective  Date  Ratings  Downgrade  Event  occurs,  the  Issuer  is  required  to,  in  accordance  with 
the  Priority  of  Payments,  apply  Interest  Proceeds  and,  to  the  extent  the  application  of  Interest  Proceeds  is 
insufficient,  Principal  Proceeds  to  pay  principal  of  the  Secured  Notes  (other  than  the  Class  S  Notes)  pursuant 
to  the  Note  Payment  Sequence  until  the  Secured  Notes  (other  than  the  Class  S  Notes)  are  paid  in  full  or  until 
such  Effective  Date  Ratings  Downgrade  Event  no  longer  exists.  See  "Description  of  the  Securities — Priority 
of  Payments".  The  occurrence  of  an  Effective  Date  Ratings  Downgrade  Event  will  not  cause  an  Event  of 
Default. 

Use  of  Interest  Proceeds  to  Purchase  Collateral  Obligations.  During  the  Reinvestment  Period, 
Interest  Proceeds  remaining  on  each  Payment  Date  prior  to  the  payment  of  certain  unpaid  subordinated 
expenses  and  unpaid  hedge  termination  payments,  the  distribution  to  the  Collateral  Manager  in  respect  of 
the  Incentive  Collateral  Management  Fee  and  distributions  in  respect  of  the  Subordinated  Securities  will  be 
.  used  to  reinvest  in  Collateral  Obligations  up  to  the  amount  necessary  to  satisfy  the  Reinvestment  Test  (but 
not  to  exceed  50%  of  such  Interest  Proceeds  available  on  such  Payment  Date).  As  a  result,  distributions  to 
the  Holders  of  Subordinated  Securities  will  be  reduced  to  the  extent  of  the  portion  of  Interest  Proceeds  used 
during  the  Reinvestment  Period  to  reinvest  in  Collateral  Obligations.  See  "Description  of  the  Securities- 
Priority  of  Payments — Interest  Proceeds". 

Nature  of  Non-Investment  Grade  Collateral;  Defaults;  Loans.  The  Collateral  is  subject  to  credit, 
liquidity  and  interest  rate  risks.  The  Collateral  Obligations  pledged  to  secure  the  Secured  Notes  will  consist 
of  a  portfolio  of  assets  which  consist  primarily  of  Dollar  denominated  loans  (including  Assignments  or 
Participations)  and  high  yield  debt  securities,  primarily  rated  below  investment  grade  (or  of  equivalent  credit 
quality),  Structured  Finance  Securities  and  Synthetic  Securities,  the  Reference  Obligations  of  which  will  likely 
be  rated  below  investment  grade,  all  of  which  will  have  greater  credit  and  liquidity  risk  than  investment  grade 
sovereign  or  corporate  bonds  or  loans. 

High  yield  debt  securities  are  generally  unsecured  (and  loans  may  be  unsecured)  and  may  be 
subordinated  to  certain  other  obligations  of  the  issuer  thereof.  The  lower  rating  of  high  yield  securities  and 
below  investment  grade  loans  reflects  a  greater  possibility  that  adverse  changes  in  the  financial  condition  of 
an  issuer  or  obligor  or  in  general  economic  conditions  or  both  may  impair  the  ability  of  the  issuer  or  obligor  to 
make  payments  of  principal  or  interest.  Such  investments  may  be  speculative.  See  "The  Loan  Market". 

A  portion  of  the  Collateral  Portfolio  may  consist  of  middle  market  loans  and  second  lien  loans. 
Issuance  sizes  and  lending  syndicates  for  middle  market  loans  are  usually  smaller  than  those  for  widely 
syndicated  leveraged  loans  and  thus  less  liquid  given  their  smaller  loan  sizes.  The  Issuer's  right  to  the 
proceeds  on  the  liquidation  of  the  collateral  for  a  second  lien  loan  will  be  subordinate  to  the  rights  of  the 
holders  of  the  first  lien  on  the  related  collateral,  and  consequently,  the  Issuer's  recovery  on  such  a  loan  may 
be  reduced.  Collateral  Obligations  that  are  second  lien  loans  may  be  less  liquid  than  loans  secured  by  a  first 
lien. 

The  Issuer  will  acquire  interests  in  loans  and  other  debt  obligations  directly  by  way  of  sale, 
Assignment  or  Participation.  The  purchaser  of  an  Assignment  typically  succeeds  to  all  the  rights  and 
obligations  of  the  assigning  institution  and  becomes  a  lender  under  the  credit  agreement  with  respect  to  the 
debt  obligation;  however,  its  rights  can  be  more  restricted  than  those  of  the  assigning  institution.     In 
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purchasing  Participations,  the  Issuer  generally  has  only  a  contractual  relationship  with  the  Selling  Institution 
and  will  have  no  right  to  directly  enforce  compliance  by  the  borrower  with  the  terms  of  the  loan  agreement. 
See  "—Assignments  of  and  Participations  in  Loans". 

Purchasers  of  loans  are  predominantly  commercial  banks,  investment  funds  and  investment  banks. 
As  secondary  market  trading  volumes  increase,  new  loans  frequently  contain  standardized  documentation  to 
facilitate  loan  trading  which  may  improve  market  liquidity.  There  can  be  no  assurance,  however,  that  future 
levels  of  supply  and  demand  in  loan  trading  will  provide  an  adequate  degree  of  liquidity  or  that  the  current 
level  of  liquidity  will  continue.  Loans  are  not  purchased  or  sold  as  easily  as  publicly  traded  securities  are 
purchased  or  sold  because,  among  other  things,  the  holders  of  such  loans  are  provided  confidential 
information  relating  to  the  borrower,  the  loan  agreement  with  respect  to  such  loans  is  unique  and  customized 
and  such  loans  are  privately  syndicated.  In  addition,  historically  the  trading  volume  in  the  loan  market  has 
been  small  relative  to  the  high  yield  debt  market.  See  "The  Loan  Market". 

The  market  value  of  the  Collateral  Obligations  will  generally  fluctuate  with,  among  other  things, 
changes  in  prevailing  interest  rates,  general  economic  conditions,  the  condition  of  certain  financial  markets 
(including,  particularly,  the  market  for  high  yield  debt  obligations),  international  political  events,  developments 
or  trends  in  any  particular  industry  and  the  financial  condition  of  the  issuers  of  the  Collateral  Obligations. 
The  public  market  for  high  yield  debt  obligations,  in  particular,  has  experienced  periods  of  volatility  and 
periods  of  reduced  liquidity. 

The  offering  of  the  Securities  has  been  structured  to  withstand  certain  assumed  losses  relating  to 
defaults  on  the  underlying  Collateral  Obligations.  See  "Rating  of  the  Securities".  There  is  no  assurance  that 
actual  losses  will  not  exceed  such  assumed  losses  over  any  given  time  period.  If  any  losses  exceed  such 
assumed  levels,  however,  payments  or  distributions  on  the  Securities  could  be  adversely  affected  by 
defaults.  To  the  extent  that  a  default  occurs  with  respect  to  any  Collateral  Obligation  and  the  Trustee  sells  or 
otherwise  disposes  of  such  Collateral  Obligation,  it  is  not  likely  that  the  proceeds  of  such  sale  or  disposition 
will  be  equal  to  the  unpaid  principal  and  interest  thereon  and  such  default  and/or  sale/disposition  may 
reduce,  if  not  eliminate,  the  availability  of  funds  that  would  otherwise  be  distributable  to  the  Holders  of  the 
Securities. 

Concentration  Risk.  The  Issuer  will  invest  in  a  portfolio  of  Collateral  Obligations  consisting  of 
Assignments  or  Participations  of  loans,  high  yield  debt  securities,  Synthetic  Securities,  Finance  Leases  and 
Structured  Finance  Securities.  Although  no  significant  concentration  with  respect  to  any  particular  obligor, 
industry  or  country  (other  than  the  United  States)  is  expected  to  exist  at  the  Effective  Date,  the  concentration 
of  the  portfolio  in  any  one  obligor  would  subject  the  Securities  to  a  greater  degree  of  risk  with  respect  to 
defaults  by  such  obligor,  and  the  concentration  of  the  portfolio  in  any  one  industry  would  subject  the 
Securities  to  a  greater  degree  of  risk  with  respect  to  economic  downturns  relating  to  such  industry.  See 
"Security  for  the  Secured  Notes". 

International  Investing.  A  portion  of  the  Collateral  may  consist  of  Collateral  Obligations  that  are 
obligations  of  non-U.S.  obligors.  Investing  outside  the  United  States  may  involve  greater  risks  than  investing 
in  the  United  States.  These  risks  include:  (i)  less  publicly  available  information,  (ii)  varying  levels  of 
governmental  regulation  and  supervision  and  (iii)  the  difficulty  of  enforcing  legal  rights  in  a  non-  U.S. 
jurisdiction  and  uncertainties  as  to  the  status,  interpretation  and  application  of  laws.  Moreover,  non-  U.S. 
obligors  may  not  be  subject  to  uniform  accounting,  auditing  and  financial  reporting  standards,  practices  and 
requirements  comparable  to  those  applicable  to  United  States  companies.  Moreover,  if  the  sovereign  rating 
of  a  country  in  which  an  obligor  on  a  Collateral  Obligation  is  located  is  downgraded,  the  ratings  applicable  to 
such  Collateral  Obligation  may  decline  as  well. 

Synthetic  Securities.  Synthetic  Securities  expose  the  Issuer  to  the  credit  risks  associated  with  the 
Reference  Obligations  consisting  of  high  yield  debt  securities  and  non-investment  grade  loans.  However, 
the  Issuer  will  usually  have  a  contractual  relationship  only  with  the  counterparty  of  such  Synthetic  Security, 
and  not  with  the  Reference  Obligor.  Generally,  the  Issuer  will  have  no  right  to  directly  enforce  compliance  by 
the  Reference  Obligor  with  the  terms  of  the  Reference  Obligation  nor  any  rights  of  set-off  against  the 
Reference  Obligor.  The  Issuer  may  be  subject  to  set-off  rights  exercised  by  the  Reference  Obligor  against 
the  counterparty.  The  Issuer  will  not  have  any  voting  rights  with  respect  to  the  Reference  Obligation.   The 
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Issuer  will  not  directly  benefit  from  any  collateral  that  may  support  the  Reference  Obligation  and  will  not  have 
the  benefit  of  the  remedies  that  would  normally  be  available  to  a  holder  of  such  Reference  Obligation.  In 
addition,  in  the  event  of  the  insolvency  of  the  counterparty,  the  Issuer  will  be  treated  as  a  general  creditor  of 
such  counterparty,  and  will  not  have  any  claim  with  respect  to  the  Reference  Obligation.  Consequently,  the 
Issuer  will  be  subject  to  the  credit  risk  of  the  counterparty  as  well  as  that  of  the  Reference  Obligor.  As  a 
result,  concentrations  of  Synthetic  Securities  in  any  one  counterparty  subject  the  Securities  to  an  additional 
degree  of  risk  with  respect  to  defaults  by  such  counterparty  as  well  as  by  the  Reference  Obligor.  The 
Collateral  Manager  will  not  perform  independent  credit  analyses  of  the  counterparties.  However,  any  such 
counterparty,  or  an  entity  guaranteeing  such  counterparty,  individually  and  in  the  aggregate  shall  satisfy  the 
required  ratings  set  forth  in  the  definition  of  "Synthetic  Security  Counterparty".  The  Rating  Agencies  may 
downgrade  any  of  the  Co-Issued  Notes  if  a  Synthetic  Security  Counterparty  has  been  downgraded  by  either 
of  the  Rating  Agencies  such  that  the  Issuer  is  not  in  compliance  with  the  Synthetic  Security  Counterparty 
rating  requirements.  The  Initial  Purchaser  and/or  one  or  more  of  its  Affiliates,  with  acceptable  credit  support 
arrangements,  if  necessary,  may  act  as  counterparty  with  respect  to  all  or  a  portion  of  the  Synthetic 
Securities,  which  may  create  certain  conflicts  of  interest.  See  "—Certain  Conflicts  of  Interest". 

Structured  Finance  Securities.  A  portion  of  the  Collateral  Obligations  may  consist  of  Structured 
Finance  Securities.  Structured  Finance  Securities  may  present  risks  similar  to  those  of  the  other  types  of 
Collateral  Obligations  in  which  the  Issuer  may  invest  and,  in  fact,  such  risks  may  be  present  to  a  greater 
degree  in  the  case  of  Structured  Finance  Securities.  Moreover,  investing  in  Structured  Finance  Securities 
may  entail  a  variety  of  unique  risks.  Among  other  risks,  Structured  Finance  Securities  may  be  subject  to 
prepayment  risk,  credit  risk,  liquidity  risk,  market  risk,  structural  risk,  legal  risk  and  interest  rate  risk  (which 
may  be  exacerbated  if  the  interest  rate  payable  on  a  Structured  Finance  Security  changes  based  on  changes 
in  interest  rates  or  inversely  in  relation  to  changes  in  interest  rates).  In  addition,  certain  Structured  Finance 
Securities  may  provide  that  non-payment  of  interest  will  not  constitute  an  event  of  default  in  certain 
circumstances  and  the  holders  of  such  securities  will  not  have  available  to  them  any  associated  default 
remedies.  During  such  period  of  non-payment,  such  non-paid  interest  will  generally  be  capitalized  and 
added  to  the  outstanding  principal  balance  of  the  related  security.  Furthermore,  (i)  the  performance  of  a 
Structured  Finance  Security  will  be  affected  by  a  variety  of  factors,  including  its  priority  in  the  capital  structure 
of  its  issuer,  the  availability  of  any  credit  enhancement,  the  level  and  timing  of  payments  and  recoveries  on 
and  the  characteristics  of  the  underlying  receivables,  loans  or  other  assets  that  are  being  securitized, 
remoteness  of  those  assets  from  the  originator  or  transferor,  the  adequacy  of  and  ability  to  realize  upon  any 
related  collateral  and  the  competence" of  the  servicer  of  the  underlying  assets  and  (ii)  the  price  of  a 
Structured  Finance  Security,  if  required  to  be  sold,  may  also  be  subject  to  certain  market  and  liquidity  risks 
for  securities  of  its  type  at  the  time  of  sale.  The  Issuer  will  be  subject  to  restrictions  on  the  amount  of 
Structured  Finance  Securities  it  may  hold. 

Securities  Lending.  The  Collateral  Obligations  may  be  loaned  to  one  or  more  Securities  Lending 
Counterparties.  See  "Security  for  the  Secured  Notes— Securities  Lending".  In  the  event  that  a  Securities 
Lending  Counterparty  defaults  on  its  obligation  to  return  such  loaned  Collateral  Obligation  because  of 
insolvency  or  otherwise,  the  Issuer  could  experience  delays  and  costs  in  gaining  access  to  the  collateral 
posted  by  the  borrower  (and  in  extreme  circumstances  could  be  restricted  from  selling  the  collateral).  In  the 
event  that  the  borrower  defaults,  the  Holders  of  the  Securities  could  suffer  a  loss  to  the  extent  that  the 
realized  value  of  the  cash  or  securities  securing  the  obligation  of  the  borrower  to  return  a  loaned  Collateral 
Obligation  (less  expenses)  is  less  than  the  amount  required  to  purchase  such  Collateral  Obligation  in  the 
open  market.  This  shortfall  could  be  due  to,  among  other  things,  discrepancies  between  the  mark-to-market 
and  actual  transaction  prices  for  the  loaned  Collateral  Obligations  arising  from  limited  liquidity  or  availability 
of  the  loaned  Collateral  Obligations  (and,  in  extreme  circumstances,  the  loaned  Collateral  Obligations  being 
unavailable  at  any  price).  The  Rating  Agencies  may  downgrade  any  of  the  Co-Issued  Notes  if  a  borrower  of 
a  Collateral  Obligation  or,  if  applicable,  the  entity  guaranteeing  the  performance  of  such  borrower,  does  not 
satisfy  the  Securities  Lending  Counterparty  rating  requirements.  The  Initial  Purchaser  and/or  one  or  more  of 
its  Affiliates,  with  acceptable  credit  support  arrangements,  if  necessary,  may  borrow  Collateral  Obligations, 
which  may  create  certain  conflicts  of  interest.  In  addition,  the  Issuer  may  be  required  to  indemnify  a 
collateral  agent  or  any  other  person  acting  in  a  similar  capacity  in  connection  with  a  Securities  Lending 
Agreement  (any  such  indemnity  payments  will  constitute  Administrative  Expenses  and  will  only  be  paid  on  a 
subordinated  basis,  subject  to  the  Priority  of  Payments).  See  "—Certain  Conflicts  of  Interest". 


-20- 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-001 91 8254 


Footnote  Exhibits  -  Page  5034 

Insolvency  Considerations  with  Respect  to  Issuers  of  Collateral  Obligations.  In  the  event  of  the 
insolvency  of  an  issuer  or  obligor  of  a  Collateral  Obligation,  payments  made  on  such  Collateral  Obligation 
could  be  subject  to  avoidance  as  a  "preference"  if  made  within  a  certain  period  of  time  (which  may  be  as  long 
as  one  year)  before  insolvency.  The  Collateral  Obligations  consisting  of  obligations  of  non-U. S.  issuers  or 
obligors  may  be  subject  to  various  laws  enacted  in  the  countries  of  their  issuance  for  the  protection  of 
creditors.  These  insolvency  considerations  will  differ  depending  on  the  country  in  which  each  issuer  is 
located  or  domiciled  and  may  differ  depending  oh  whether  the  issuer  or  obligor  is  a  non-sovereign  or  a 
sovereign  entity. 

Various  laws  enacted  for  the  protection  of  creditors  may  apply  to  the  Collateral  Obligations.  The 
information  in  this  and  the  following  paragraph  is  applicable  with  respect  to  U.S.  issuers  or  obligors  subject  to 
United  States  federal  bankruptcy  law.  Insolvency  considerations  may  differ  with  respect  to  other  issuers.  If  a 
court  in  a  lawsuit  brought  by  an  unpaid  creditor  or  representative  of  creditors  of  an  issuer  or  obligor  of  a 
Collateral  Obligation,  such  as  a  trustee  in  bankruptcy,  were  to  find  that  the  issuer  or  the  obligor  did  not 
receive  fair  consideration  or  reasonably  equivalent  value  for  incurring  the  indebtedness  constituting  the 
Collateral  Obligation  and,  after  giving  effect  to  such  indebtedness,  the  issuer  or  obligor  (i)  was  insolvent,  (ii) 
was  engaged  in  a  business  for  which  the  remaining  assets  of  such  issuer  constituted  unreasonably  small 
capital  or  (iii)  intended  to  incur,  or  believed  that  it  would  incur,  debts  beyond  its  ability  to  pay  such  debts  as 
they  mature,  such  court  could  determine  to  invalidate,  in  whole  or  in  part,  such  indebtedness  as  a  fraudulent 
conveyance,  to  subordinate  such  indebtedness  to  existing  or  future  creditors  of  such  issuer  or  obligor,  or  to 
recover  amounts  previously  paid  by  such  issuer  or  obligor  in  satisfaction  of  such  indebtedness.  The 
measure  of  insolvency  for  purposes  of  the  foregoing  will  vary.  Generally,  an  issuer  or  obligor  would  be 
considered  insolvent  at  a  particular  time  if  the  sum  of  its  debts  were  then  greater  than  all  of  its  property  at  a 
fair  valuation,  or  if  the  present  fair  saleable  value  of  its  assets  was  then  less  than  the  amount  that  would  be 
required  to  pay  its  probable  liabilities  on  its  existing  debts  as  they  became  absolute  and  matured.  There  can 
be  no  assurance  as  to  what  standard  a  court  would  apply  in  order  to  determine  whether  the  issuer  or  obligor 
was  "insolvent"  after  giving  effect  to  the  incurrence  of  the  indebtedness  constituting  the  Collateral  Obligation 
or  that,  regardless  of  the  method  of  valuation,  a  court  would  not  determine  that  the  issuer  was  "insolvent" 
upon  giving  effect  to  such  incurrence. 

In  general,  if  payments  on  a  Collateral  Obligation  are  avoidable,  whether  as  fraudulent  conveyances 
or  preferences,  such  payments  can  be  recaptured  either  from  the  initial  recipient  (such  as  the  Issuer)  or  from 
subsequent  transferees  of  such  payments  (such  as  the  Holders  of  the  Securities).  To  the  extent  that  any 
such  payments  are  recaptured  from  the  Issuer,  the  resulting  loss  will  be  borne  first  by  the  Holders  of  the 
Subordinated  Securities,  then  by  the  Holders  of  the  Class  E  Notes,  then  by  the  Holders  of  the  Class  D  Notes, 
then  by  the  Holders  of  the  Class  C  Notes,  then  by  the  Holders  of  the  Class  B  Notes,  then  by  the  Holders  of 
the  Class  A  Notes  and  finally  by  the  Holders  of  the  Class  S  Notes  (only  to  the  extent  such  Note  is 
outstanding  at  such  time).  However,  a  court  in  a  bankruptcy  or  insolvency  proceeding  would  be  able  to 
direct  the  recapture  of  any  such  payment  from  a  Holder  of  Securities  only  to  the  extent  that  such  court  has 
jurisdiction  over  such  Holder  or  its  assets.  Moreover,  it  is  likely  that  avoidable  payments  could  not  be 
recaptured  directly  from  a  Holder  that  has  given  value  in  exchange  for  its  Security,  in  good  faith  and  without 
knowledge  that  the  payments  were  avoidable.  Nevertheless,  since  there  is  no  judicial  precedent  relating  to 
structured  securities  such  as  the  Securities,  there  can  be  no  assurance  that  a  Holder  of  the  Securities  will  be 
able  to  avoid  recapture  on  this  or  any  other  basis.  See  also  "—Assignments  of  and  Participations  in  Loans". 

The  Issuer  does  not  intend  to  engage  in  conduct  that  would  form  the  basis  for  a  successful  cause  of 
action  based  upon  fraudulent  conveyance,  preference  or  equitable  subordination.  There  can  be  no 
assurance,  however,  that  such  a  successful  cause  of  action  against  the  Issuer  will  not  occur,  or  as  to 
whether  any  lending  institution  or  other  investor  from  which  the  Issuer  acquired  the  Collateral  Obligations 
engaged  in  any  such  conduct  (or  any  other  conduct  that  would  subject  the  Collateral  Obligations  and  the 
Issuer  to  insolvency  laws)  and,  if  it  did,  as  to  whether  such  creditor  claims  could  be  asserted  in  a  U.S.  court 
(or  in  the  courts  of  any  other  country)  against  the  Issuer. 

Lender  Liability  Considerations;  Equitable  Subordination.  A  number  of  judicial  decisions  in  the 
United  States  have  upheld  the  right  of  borrowers  to  sue  lenders  or  bondholders  on  the  basis  of  various 
evolving  legal  theories  (collectively,  termed  "lender  liability").  Generally,  lender  liability  is  founded  upon  the 
premise  that  an  institutional  lender  or  bondholder  has  violated  a  duty  (whether  implied  or  contractual)  of  good 
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faith  and  fair  dealing  owed  to  the  borrower  or  issuer  or  has  assumed  a  degree  of  control  over  the  borrower  or 
issuer  resulting  in  the  creation  of  a  fiduciary  duty  owed  to  the  borrower  or  issuer  or  its  other  creditors  or 
shareholders.  Although  it  would  be  a  novel  application  of  the  lender  liability  theories,  the  Issuer  may  be 
subject  to  allegations  of  lender  liability.  However,  the  Issuer  does  not  intend  to  engage  in  conduct  that  would 
form  the  basis  for  a  successful  cause  of  action  based  upon  lender  liability. 

In  addition,  under  common  law  principles  that  in  some  cases  form  the  basis  for  lender  liability  claims, 
if  a  lender  or  bondholder  (a)  intentionally  takes  an  action  that  results  in  the  undercapitalization  of  a  borrower 
to  the  detriment  of  other  creditors  of  such  borrower,  (b)  engages  in  other  inequitable  conduct  to  the  detriment 
of  such  other  creditors,  (c)  engages  in  fraud  with  respect  to,  or  makes  misrepresentations  to,  such  other 
creditors  or  (d)  uses  its  influence  as  a  stockholder  to  dominate  or  control  a  borrower  to  the  detriment  of  other 
creditors  of  such  borrower,  a  court  may  elect  to  subordinate  the  claim  of  the  offending  lender  or  bondholder 
to  the  claims  of  the  disadvantaged  creditor  or  creditors,  such  remedy  called  "equitable  subordination". 
Because  of  the  nature  of  the  Collateral  Obligations,  the  Issuer  may  be  subject  to  claims  from  creditors  of  an 
obligor  that  Collateral  Obligations  issued  by  such  obligor  that  are  held  by  the  Issuer  should  be  equitably 
subordinated.  However,  the  Issuer  does  not  intend  to  engage  in  conduct  that  would  form  the  basis  for  a 
successful  cause  of  action  based  upon  the  equitable  subordination  doctrine. 

The  preceding  discussion  is  based  upon  principles  of  United  States  federal  and  state  laws.  Insofar 
as  Collateral  Obligations  that  are  obligations  of  non-United  States  obligors  are  concerned,  the  laws  of  certain 
foreign  jurisdictions  may  impose  liability  upon  lenders  or  bondholders  under  factual  circumstances  similar  to 
those  described  above,  with  consequences  that  may  or  may  not  be  analogous  to  those  described  above 
under  United  States  federal  and  state  laws. 

Volatility  of  Collateral  Market  Value  and  the  Securities.  The  market  value  of  the  Collateral 
Obligations  will  generally  fluctuate  with,  among  other  things,  changes  in  prevailing  interest  rates,  general 
economic  conditions,  the  condition  of  certain  financial  markets,  developments  or  trends  in  any  particular 
industry  and  the  financial  condition  of  the  issuers  of  the  Collateral  Obligations.  The  markets  for  high  yield 
corporate  debt  securities  and  loans  have  in  the  past  experienced  periods  of  volatility  and  periods  of  reduced 
liquidity.  A  decrease  in  the  market  value  of  the  Collateral  Obligations  would  adversely  affect  the  Sale 
Proceeds  that  could  be  obtained  upon  the  sale  of  the  Collateral  Obligations  and  could  ultimately  affect  the 
ability  of  the  Issuers  to  effect  an  optional  redemption  of  the  Securities,  pay  the  principal  of  the  Secured  Notes 
or  make  distributions  on  the  Subordinated  Securities. 

The  financial  markets  have  experienced  substantial  fluctuations  in  prices  for  loans  and  high  yield 
debt  securities  and  limited  liquidity  for  such  obligations.  No  assurance  can  be  made  that  the  conditions 
giving  rise  to  such  price  fluctuations  and  limited  liquidity  will  not  continue  or  become  more  acute  following  the 
Closing  Date.  During  periods  of  limited  liquidity  and  higher  price  volatility,  the  Issuer's  ability  to  acquire  or 
dispose  of  Collateral  Obligations  at  a  price  and  time  that  the  Issuer  deems  advantageous  may  be  impaired. 
As  a  result,  in  periods  of  rising  market  prices,  the  Issuer  may  be  unable  to  participate  in  price  increases  fully 
to  the  extent  that  it  is  unable  to  acquire  desired  positions  quickly;  and  the  Issuer's  inability  to  dispose  fully 
and  promptly  of  positions  in  declining  markets  will  conversely  cause  its  net  asset  value  to  decline  as  the 
value  of  unsold  positions  is  marked  to  lower  prices. 

There  can  be  no  assurance  that  current  economic  conditions  and  the  effects  of  increased  interest 
rates  and  corresponding  price  volatility  will  not  adversely  impact  the  investment  returns  ultimately  realized  by 
investors  or  continued  compliance  with,  among  other  things,  the  Coverage  Tests. 

Assignments  of,  and  Participations  in,  Loans.  The  Issuer  may  purchase  an  interest  in  loans 
comprising  Collateral  Obligations  either  directly  (by  way  of  sale  or  Assignment)  or  indirectly  (by  way  of 
Participation),  subject  to  certain  limitations  set  forth  in  the  Indenture. 

The  purchaser  of  an  Assignment  typically  succeeds  to  all  the  rights  and  obligations  of  the  assigning 
institution  and  becomes  a  lender  under  the  loan  agreement  with  respect  to  the  loan.  The  Issuer  as  an 
assignee  will  generally  have  the  right  to  receive  directly  from  the  borrower  all  payments  of  principal  and 
interest  to  which  it  is  entitled  under  the  Assignment.  As  a  purchaser  of  an  Assignment,  the  Issuer  typically 
will  have  the  same  voting  rights  as  other  lenders  under  the  applicable  loan  agreement  and  will  have  the  right 
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to  vote  to  waive  enforcement  of  breaches  of  covenants.  The  Issuer  will  also  have  the  same  rights  as  other 
lenders  to  enforce  compliance  by  the  borrower  with  the  terms  of  the  loan  agreement,  to  set-off  claims  against 
the  borrower  and  to  have  recourse  to  collateral  supporting  the  loan.  As  a  result,  in  cases  of  Assignments, 
the  Issuer  will  generally  not  assume  the  credit  risk  of  the  assigning  institution,  and  the  insolvency  of  an 
assigning  institution  should  have  little  effect  on  the  ability  of  the  Issuer  to  continue  to  receive  payments  of 
principal  or  interest  from  the  borrower.  The  Issuer  will,  however,  assume  the  credit  risk  of  the  borrower. 

In  purchasing  Participations,  the  Issuer  will  usually  have  a  contractual  relationship  only  with  the 
Selling  Institution,  and  not  the  borrower.  When  the  Issuer  holds  a  Participation  in  a  loan  it  generally  will  not 
have  the  right  to  enforce  compliance  by  the  borrower  with  the  terms  of  the  loan  agreement  or  have  the  right 
to  vote  to  waive  enforcement  of  any  restrictive  covenant  breached  by  a  borrower.  However,  most 
participation  agreements  provide  that  the  Selling  Institution  may  not  vote  in  favor  of  any  amendment, 
modification  or  waiver  that  forgives  principal  or  interest,  reduces  principal  or  interest  that  is  payable, 
postpones  any  payment  of  principal  (whether  a  scheduled  payment  or  a  mandatory  prepayment)  or  interest 
or  releases  any  material  guarantee  or  security  without  the  consent  of  the  participant  (at  least  to  the  extent 
that  the  participant  would  be  affected  by  any  such  amendment,  modification  or  waiver).  Selling  Institutions 
voting  in  connection  with  a  potential  waiver  of  a  restrictive  covenant  may  have  interests  different  from  those 
of  the  Issuer  as  such  Selling  Institutions  are  not  required  to  consider  the  interests  of  the  Issuer  in  connection 
with  their  votes.  In  addition,  the  Issuer  will  have  no  rights  of  set-off  against  the  borrower.  The  Issuer  may 
not  directly  benefit  from  the  collateral  supporting  the  related  loan  and  generally  will  have  no  right  to  enforce 
directly  compliance  by  the  borrower  under  the  loan  agreements.  The  Issuer  may  purchase  a  Participation 
from  a  Selling  Institution  that  does  not  itself  retain  any  portion  of  the  loan  and,  therefore,  may  have  limited 
interest  in  monitoring  the  terms  of  the  loan  agreement  and  the  continuing  creditworthiness  of  the  borrower. 

In  addition,  depending  upon  the  circumstances,  in  the  event  of  the  insolvency  of  the  Selling 
Institution,  under  the  laws  of  the  United  States  of  America  and  the  States  thereof,  the  Issuer  may  experience 
delays  in  receiving  payments  made  to  the  Selling  Institution  by  the  borrower  or  may  be  treated  as  a  general 
creditor  of  the  Selling  Institution  with  respect  to  certain  payments  and  the  Issuer  may  suffer  a  loss  to  the 
extent  the  borrower  may  set-off  claims  against  the  Selling  Institution  or,  if  it  is  treated  as  a  general  creditor  of 
the  Selling  Institution  it  may  not  have  any  exclusive  or  senior  claim  with  respect  to  the  Selling  Institution's 
interest  in,  or  the  collateral  with  respect  to,  the  loan.  Consequently,  the  Issuer  may  be  subject  to  the  credit 
risk  of  the  Selling  Institution  as  well  as  that  of  the  borrower.  The  Collateral  Manager  has  not  and  will  not 
perform  independent  credit  analyses  of  the  Selling  Institutions. 

Certain  of  the  loans  or  Participations  may  be  governed  by  the  law  of  a  jurisdiction  other  than  a  United 
States  jurisdiction.  The  Issuer  is  unable  to  provide  any  information  with  respect  to  the  risks  associated  with 
purchasing  a  Participation  under  an  agreement  governed  by  the  laws  of  a  jurisdiction  other  than  a  United 
States  jurisdiction,  including  characterization  under  such  laws  of  such  Participation  or  sub-Participation  in  the 
event  of  the  insolvency  of  the  institution  from  whom  the  Issuer  purchases  such  Participation  or  sub- 
Participation  or  the  insolvency  of  the  institution  from  whom  the  grantor  of  the  sub-Participation  purchased  its 
Participation. 

Collateral  Reinvestment  Provisions;  Restrictions  on  Acquisition  and  Disposition.  During  the 
Reinvestment  Period  and,  to  the  limited  extent  described  more  fully  herein,  after  the  Reinvestment  Period,  so 
long  as  certain  requirements  are  met,  the  Collateral  Manager  will  have  sole  discretion  to  reinvest  Principal 
Proceeds  and  in  some  cases  Interest  Proceeds,  in  additional  Collateral  Obligations,  and  dispose  of  Credit 
Risk  Obligations,  Credit  Improved  Obligations  and  certain  Collateral  Obligations  and  to  reinvest  the  Sale 
Proceeds  thereof  in  Substitute  Collateral  Obligations,  in  each  case  in  compliance  with  the  Reinvestment 
Criteria,  and  certain  other  requirements  set  forth  herein  and  in  the  Indenture.  The  exercise  by  the  Collateral 
Manager  of  its  discretion  in  disposing  of  such  Collateral  Obligations  and  purchasing  Substitute  Collateral 
Obligations  in  compliance  with  the  Reinvestment  Criteria  and  such  other  requirements  will  expose  the  Issuer 
to  the  market  conditions  prevailing  at  the  time  of  such  sale  and  reinvestment.  Such  actions  during  periods  of 
adverse  market  conditions  may  result  in  unfavorable  changes  in  the  characteristics  and  quality  of  the 
Collateral  Portfolio  and  may  result  in  a  decrease  in  the  overall  yield  on  the  Collateral  Portfolio,  adversely 
affecting  the  Issuer's  ability  to  make  payments  on  the  Securities.  Further,  due  to  the  significant  restrictions 
imposed  by  the  Indenture  on  the  Collateral  Manager's  ability  to  buy  and  sell  Collateral  Obligations,  during 
certain  periods  or  in  certain  circumstances,  the  Collateral  Manager  may  be  unable  as  a  result  of  such 
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restrictions  to  buy  or  sell  securities  or  to  take  other  actions  which  it  might  consider  to  be  in  the  best  interests 
of  the  Issuer  and  the  Holders  of  the  Securities.  See  "Security  for  the  Secured  Notes — Sale  of  Collateral 
Obligations;  Substitute  Securities;  Exchange  of  Defaulted  Obligations  and  Reinvestment  Criteria". 

Prepayment  of  Loans.  Loans  are  generally  prepayable,  in  whole  or  in  part,  at  any  time  at  the  option 
of  the  obligor  thereof  at  par  plus  accrued  and  unpaid  interest  thereon.  Prepayments  on  loans  may  be 
caused  by  a  variety  of  factors  which  are  difficult  to  predict.  Accordingly,  there  exists  a  risk  that  loans 
purchased  at  a  price  greater  than  par  may  experience  a  capital  loss  as  a  result  of  such  a  prepayment.  In 
addition,  Principal  Proceeds  received  upon  such  a  prepayment  are  subject  to  reinvestment  risk  as  described 
in  the  preceding  paragraph.  Any  inability  of  the  Issuer  to  reinvest  payments  or  other  proceeds  in  Collateral 
Obligations  with  comparable  interest  rates  that  satisfy  the  Reinvestment  Criteria  may  adversely  affect  the 
timing  and  amount  of  payments  and  distributions  received  by  the  Holders  of  the  Securities  and  the  yield  to 
maturity  of  the  Securities.  There  can  be  no  assurance  that  the  Issuer  will  be  able  to  reinvest  proceeds  in 
Collateral  Obligations  with  comparable  interest  rates  that  satisfy  the  Reinvestment  Criteria  or  (if  it  is  able  to 
make  such  reinvestments)  as  to  the  length  of  any  delays  before  such  investments  are  made. 

Recoveries.  To  the  extent  that  defaults  occur  with  respect  to  any  Collateral  Obligation  and  the  Issuer 
sells  or  otherwise  disposes  of  such  Collateral  Obligations,  it  is  unlikely  that  the  proceeds  of  such  sales  or 
dispositions,  together  with  the  value  of  the  remaining  Collateral,  will  be  equal  to  the  unpaid  principal  of  and 
interest  on  all  of  the  Secured  Notes  and  the  purchase  price  of  the  Subordinated  Securities.  In  addition,  the 
Issuer  may  incur  additional  expenses  to  the  extent  it  is  required  to  seek  recovery  upon  a  default  on  a 
Collateral  Obligation  or  participate  in  the  restructuring  of  such  Collateral  Obligation.  Moreover,  there  can  be 
no  assurance  on  the  timing  of  any  recoveries. 

Average  Life  and  Prepayment  Considerations.  The  Stated  Maturity  of  each  Class  of  Securities 
(other  than  the  Class  S  Notes)  is  the  Payment  Date  in  February  2021  and,  with  respect  to  the  Class  S  Notes, 
February  2014;  however,  the  average  life  of  each  Class  is  expected  to  be  shorter  than  the  number  of  years 
until  the  Stated  Maturity.  See  "Summary— The  Offering"  and  "Maturity  and  Prepayment  Considerations". 

The  approximations  of  the  average  life  of  each  Class  of  Secured  Notes  set  forth  in  the  table  in 
"Summary— The  Offering"  with  respect  to  the  average  life  of  each  Class  of  Secured  Notes  are  not  predictive 
and  do  not  necessari!"  reflect  historical  performance  and  defaults  for  loans  and  high  yield  debt  securities:  in 
fact,  the  average  life  of  the  Secured  Notes  will  be  affected  by  the  ability  of  the  Issuer  to  reinvest  Principal 
Proceeds  in  Collateral  Obligations  during  the  Permitted  Reinvestment  Period  (and  to  the  extent  of  Eligible 
Post  Reinvestment  Proceeds,  after  the  Reinvestment  Period).  Such  approximations  will  also  be  affected  by 
the  financial  condition  of  the  issuers  of  the  underlying  Collateral  Obligations  and  the  characteristics  of  such 
securities,  including  the  existence  and  frequency  of  exercise  of  any  optional  redemption,  mandatory 
prepayment  or  sinking  fund  features,  the  prevailing  level  of  interest  rates,  the  redemption  price,  the  actual 
default  rate  and  the  actual  level  of  recoveries  on  any  Defaulted  Obligations,  the  frequency  of  tender  or 
exchange  offers  for  the  Collateral  Obligations  and  on  any  sales  of  Collateral  Obligations.  In  addition,  if 
principal  payments  on  the  Secured  Notes  occur  under  the  circumstances  described  under  "Summary— The 
Offering— Principal  Payments  on  the  Secured  Notes,"  the  average  life  of  the  Secured  Notes  will  also  be 
affected.  See  "Maturity  and  Prepayment  Considerations"  and  "Security  for  the  Secured  Notes— Sale  of 
Collateral  Obligations;  Substitute  Securities;  Exchange  of  Defaulted  Obligations  and  Reinvestment  Criteria". 

Distribution  of  Principal  Proceeds  Prior  to  the  End  of  the  Reinvestment  Period.  On  each  Scheduled 
Payment  Date  during  the  Reinvestment  Period,  Principal  Proceeds  will  be  distributed  to  the  Holders  of  the 
Secured  Notes  in  accordance  with  the  Priority  of  Payments,  if  the  Collateral  Manager  determines,  in  its  sole 
judgment  (which  judgment  shall  not  be  subject  to  question  as  a  result  of  subsequent  events),  that  it  is 
impractical  or  not  beneficial  to  reinvest  Principal  Proceeds  by  the  end  of  the  applicable  Investment  Due 
Period.  Distribution  of  Principal  Proceeds  to  Holders  of  the  Secured  Notes  prior  to  the  end  of  the 
Reinvestment  Period  may  shorten  the  expected  lives  of  the  Secured  Notes  and  affect  the  timing  and  amount 
of  distributions  on  the  Subordinated  Securities.  See  "Maturity  and  Prepayment  Considerations". 

Interest  Rate  Risk;  Floating  Rate  Indices  for  Collateral  Obligations.  The  Concentration  Limitations 
require  that  not  less  than  a  certain  percentage  of  the  Collateral  Portfolio  will  bear  interest  based  on  LIBOR  or 
another  floating  rate  index.    See  "Summary— Concentration  Limitations".    Principal  Proceeds  and  Sale 
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Proceeds  may  be  reinvested  in  Collateral  Obligations,  subject  to  certain  limitations  specified  herein,  or, 
together  with  Interest  Proceeds,  invested  in  Eligible  Investments  pending  application  in  accordance  with  the 
Priority  of  Payments.  There  is  no  requirement  that  such  Eligible  Investments  bear  interest  at  LIBOR,  and  the 
interest  rates  available  for  such  Eligible  Investments  are  inherently  uncertain.  The  Floating  Rate  Notes  will 
bear  interest  at  a  rate  based  on  LIBOR  for  Eurodollar  deposits  for  the  Applicable  Period,  as  determined  on 
each  LIBOR  Determination  Date.  As  a  result,  there  may  be  a  floating/fixed  rate  or  basis  mismatch  between 
the  Floating  Rate  Notes  and  any  underlying  Fixed  Rate  Collateral  Obligations  and  there  may  be  a  basis  or 
timing  mismatch  between  such  Floating  Rate  Notes  and  the  Floating  Rate  Collateral  Obligations  as  the 
interest  rate  on  such  Floating  Rate  Collateral  Obligations  may  adjust  more  frequently  or  less  frequently,  on 
different  dates  and  based  on  different  indices  than  the  interest  rates  on  the  Floating  Rate  Notes.  As  a  result 
of  such  mismatches,  an  increase  in  the  level  of  LIBOR  could  adversely  impact  the  ability  to  make  payments 
on  the  Secured  Notes,  as  well  as  the  ability  to  make  distributions  on  the  Subordinated  Securities.  The  Issuer 
may  purchase  one  or  more  Hedge  Agreements  (which  may  be  interest  rate  swap  agreements  or  interest  rate 
cap  agreements)  in  order  to  reduce  the  impact  of  the  interest  rate  mismatch.  However,  despite  the  Issuer 
having  the  option  of  purchasing  one  or  more  Hedge  Agreements  and  although  distribution  of  Interest 
Proceeds  to  the  Holders  of  the  Subordinated  Securities  will  be  subordinated  to  the  payment  of  interest  on  the 
Secured  Notes,  there  can  be  no  assurance  that  the  Collateral  Obligations  and  the  Eligible  Investments  will  in 
all  circumstances  generate  sufficient  Interest  Proceeds  to  make  timely  payments  of  interest  on  the  Secured 
Notes  or  amounts  subordinated  thereto  including  distributions  to  the  Holders  of  the  Subordinated  Securities. 
The  Initial  Purchaser  and/or  one  or  more  of  its  Affiliates,  with  acceptable  credit  support  arrangements,  if 
necessary,  may  act  as  counterparty  with  respect  to  all  or  some  of  such  Hedge  Agreements,  which  could 
create  certain  conflicts  of  interest.  See  "—Certain  Conflicts  of  Interest". 

In  the  event  of  the  insolvency  of  a  Hedge  Counterparty,  the  Issuer  would  be  treated  as  a  general 
creditor  of  such  Hedge  Counterparty. 

Changes  in  Tax  Law;  No  Gross-Up.  A  Collateral  Obligation  will  be  eligible  for  purchase  by  the  Issuer 
if,  at  the  time  it  is  purchased  (or  committed  for  purchase),  either  the  payments  thereon  are  not  subject  to 
withholding  taxes  (except  for  withholding  taxes  with  respect  to  fees  received  under  a  Securities  Lending 
Agreement  and  commitment  fees  associated  with  Collateral  Obligations  constituting  Revolving  Credit 
Facilities  or  Delayed  Funding  Term  Loans)  imposed  by  any  jurisdiction  or  the  obligor  is  required  to  make 
"gross-up"  payments  that  cover  the  full  amount  of  any  such  withholding  taxes.  There  can  be  no  assurance 
that,  as  a  result  of  any  change  in  any  applicable  law,  treaty,  rule  or  regulation  or  interpretation  thereof,  the 
payments  on  certain  Collateral  Obligations  (such  as  Finance  Leases,  if  they  were  to  be  treated  as  leases 
rather  than  debt)  would  not  become  or  be  treated  as  subject  to  withholding  taxes  imposed  by  any  jurisdiction. 
In  addition,  the  Internal  Revenue  Service  and  Treasury  have  requested  comments  on  the  appropriate 
treatment  of  credit  default  swaps,  which  often  are  included  as  Synthetic  Securities,  and  possible  alternative 
treatments  could  result  in  withhold  on  payments  received  by  the  Issuer.  In  that  event,  if  the  obligors  of  such 
Collateral  Obligations  were  not  then  required  to  make  or  in  fact  failed  to  make  "gross-up"  payments  that 
cover  the  full  amount  of  any  such  withholding  taxes,  the  amounts  available  to  make  payments  on,  or 
distributions  to,  the  Holders  of  the  Securities  would  accordingly  be  reduced.  There  can  be  no  assurance  that 
remaining  payments  on  the  Collateral  would  be  sufficient  to  make  timely  payments  of  interest  on  and 
payment  of  principal  at  the  Stated  Maturity  of  each  Class  of  Secured  Notes  and,  consequently,  to  make 
distributions  to  the  Holders  of  the  Subordinated  Securities.  For  additional  tax  considerations,  see  "Income 
Tax  Considerations". 

In  the  event  that  any  withholding  tax  is  imposed  on  payments  on  the  Securities,  the  Holders  of  such 
Securities  will  not  be  entitled  to  receive  "gross-up"  amounts  to  compensate  for  such  withholding  tax.  In 
addition,  upon  the  occurrence  of  a  Withholding  Tax  Event,  the  Issuer  may  on  any  Business  Day,  whether 
during  or  after  the  Non-Call  Period,  simultaneously  redeem  in  whole  but  not  in  part,  at  redemption  prices 
specified  herein,  the  Securities  in  accordance  with  the  procedures  described  under  "Description  of  the 
Securities — Optional  Redemption — Optional  Redemption  Procedures"  below. 

Additional  Tax.  The  Issuer  expects  to  conduct  its  affairs  so  that  its  net  income  will  not  become 
subject  to  U.S.  federal  income  tax.  There  can  be  no  assurance,  however,  that  its  net  income  will  not  become 
subject  to  United  States  federal  income  tax  as  the  result  of  unanticipated  activities  by  the  Issuer,  changes  in 
law,  contrary  conclusions  by  the  U.S.  tax  authorities  or  other  causes.     Investors  should  note  that  the 
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Treasury  and  the  Internal  Revenue  Service  recently  announced  that  they  are  considering  taxpayer  requests 
for  specific  guidance  on,  among  other  things,  whether  a  foreign  person  may  be  treated  as  engaged  in  a  trade 
or  business  in  the  United  States  by  virtue  of  entering  into  credit  default  swaps.  However,  the  Treasury  and 
the  Internal  Revenue  Service  have  not  yet  provided  any  guidance  on  whether  they  believe  entering  into 
credit  default  swaps  may  cause  a  foreign  person  to  be  treated  as  engaged  in  a  trade  or  business  in  the 
United  States  and  if  so,  what  facts  and  circumstances  must  be  present  for  this  conclusion  to  apply.  Any 
future  guidance  issued  by  the  Treasury  and/or  the  Internal  Revenue  Service  may  have  an  adverse  impact  on 
the  tax  treatment  of  the  Issuer.  See  discussion  under  the  heading  "Income  Tax  Considerations— Tax 
Treatment  of  the  Issuer"  below. 

Legislation  and  Regulations  In  Connection  With  the  Prevention  of  Money  Laundehng.  The  Uniting 
and  Strengthening  America  By  Providing  Appropriate  Tools  Required  to  Intercept  and  Obstruct  Terrorism  Act 
of  2001  (the  "USA  PATRIOT  Act"),  signed  into  law  on  and  effective  as  of  October  26,  2001,  imposes  anti- 
money  laundering  obligations  on  different  types  of  financial  institutions,  including  banks,  broker-dealers  and 
investment  companies.  The  USA  PATRIOT  Act  requires  the  Secretary  of  the  United  States  Department  of 
the  Treasury  (the  "Treasury")  to  prescribe  regulations  to  define  the  types  of  investment  companies  subject  to 
the  USA  PATRIOT  Act  and  the  related  anti-money  laundering  obligations.  It  is  not  clear  whether  the 
Treasury  will  require  entities  such  as  the  Issuer  to  enact  anti-money  laundering  policies.  It  is  possible  that 
the  Treasury  will  promulgate  regulations  requiring  the  Issuers  or  the  Initial  Purchaser  or  other  service 
providers  to  the  Issuers,  in  connection  with  the  establishment  of  anti-money  laundering  procedures,  to  share 
information  with  governmental  authorities  with  respect  to  investors  in  the  Securities.  Such  legislation  and/or 
regulations  could  require  the  Issuers  to  implement  additional  restrictions  on  the  transfer  of  the  Securities.  As 
may  be  required,  the  Issuer  reserves  the  right  to  request  such  information  and  take  such  actions  as  are 
necessary  to  enable  it  to  comply  with  the  USA  PATRIOT  Act. 

Regulation  U  Requirements.  Regulation  U  governs  certain  extensions  of  credit  that  are  secured  by 
Margin  Stock  by  persons  other  than  securities  broker-dealers  (such  persons,  "Regulation  U  Lenders"). 
Under  current  interpretations  of  Regulation  U  by  the  Board  of  Governors  of  the  Federal  Reserve  System 
("FRB")  and  its  staff,  the  purchase  of  a  debt  security  such  as  the  Securities  in  a  private  placement  may 
constitute  an  extension  of  credit.  Among  other  things,  Regulation  U  generally  imposes  certain  limits  on  the 
amount  of  credit  that  Regulation  U  Lenders  may  extend  which  is  used  to  purchase  or  carry  Margin  Stock 
("Purpose  Credit").  The  provisions  of  the  Indenture  and  the  Collateral  Management  Agreement  are 
intended  to  ensure  that  (0  the  purchasers  of  the  Subordinated  Securities  (which  are  not  secured  by  Margin 
Stock)  are  not  Regulation  U  Lenders  and  (ii)  the  credit  extended  by  purchasing  the  Secured  Notes  (which  is 
secured  by  the  Collateral,  which  may  include  Margin  Stock)  is  not  Purpose  Credit.  Regulation  U  Lenders  are 
not  subject  to  the  Regulation  U  credit  limits  with  respect  to  extensions  of  credit  that  are  not  Purpose  Credit. 

Regulation  U  also  generally  requires  Regulation  U  Lenders  (other  than  persons  that  are  banks  within 
the  meaning  of  Regulation  U)  who  are  not  otherwise  exempted  from  the  registration  requirements  to  register 
with  the  FRB.  Under  an  interpretation  of  Regulation  U  by  the  FRB  staff,  Qualified  Institutional  Buyers 
purchasing  debt  securities  in  a  transaction  in  compliance  with  Rule  144A  are  not  required  to  register  with  the 
FRB  where  the  proceeds  of  the  securities  are  not  Purpose  Credit.  Non-U.S.  Persons  purchasing  Secured 
Notes  in  reliance  on  Regulation  S  who  do  not  have  their  principal  place  of  business  in  a  Federal  Reserve 
District  of  the  FRB  are  also  not  required  to  register  with  the  FRB.  However,  other  purchasers  of  Secured 
Notes  should  consider  whether  they  are  required  to  register  with  the  FRB.  In  addition,  purchasers  of 
Secured  Notes  subject  to  the  registration  requirements  of  Regulation  U,  as  well  as  any  purchasers  of  the 
Secured  Notes  that  are  banks  within  the  meaning  of  Regulation  U,  may  also  be  subject  to  certain  additional 
requirements  under  Regulation  U.  If  the  registration  or  other  requirements  of  Regulation  U  are  applicable  to 
a  purchaser  of  Secured  Notes  and  such  purchaser  does  not  comply  with  such  requirements,  such  failure 
may  affect  the  enforceability  of  such  purchaser's  Secured  Notes.  See  "Security  for  the  Secured  Notes- 
Margin  Stock".  Purchasers  of  the  Secured  Notes  should  consult  their  own  legal  advisors  as  to  Regulation  U 
and  its  application  to  them. 

Under  the  Indenture,  each  purchaser  of  an  interest  in  a  Secured  Note  will  be  deemed  to  have 
represented  that  either  (x)  such  purchaser's  principal  place  of  business  is  not  located  within  any  Federal 
Reserve  District  of  the  United  States  Federal  Reserve  Bank  or  (y)  such  purchaser  has  satisfied  and  will 
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satisfy  any  applicable  registration  or  other  requirements  of  the  FRB  including,  without  limitation,  Regulation 
U,  in  connection  with  its  acquisition  of  the  Secured  Notes. 

Dependence  on  the  Collateral  Manager  and  its  Investment  Professionals.  The  success  of  the  Issuer 
will  be  highly  dependent  on  the  managerial  expertise  of  the  Collateral  Manager.  As  a  result,  the  Issuer  will 
be  highly  dependent  on  the  managerial  expertise  of  certain  individuals  comprising  the  Collateral  Manager's 
management  team.  There  is  no  requirement  that  there  be  employment  arrangements  with  those  individuals 
for  the  benefit  of  the  Collateral  Manager.  The  individuals  comprising  the  Collateral  Manager's  management 
team  are  also  actively  involved  in  other  investment  activities  and  will  not  be  able  to  devote  their  full  time  and 
attention  to  the  Issuer's  business  and  affairs.  The  loss  of  any  of  these  individuals  could  have  a  material 
adverse  effect  on  the  performance  of  the  Issuer.  See  "The  Collateral  Manager — Key  Personnel". 

Certain  Conflicts  of  Interest.  Various  potential  and  actual  conflicts  of  interest  may  arise  from  the 
overall  advisory,  investment  and  other  activities  of  the  Collateral  Manager,  its  Affiliates  and/or  any  funds 
managed  by  the  Collateral  Manager  and  their  respective  clients  and  employees  and  from  the  conduct  by  the 
Initial  Purchaser  and  its  Affiliates  of  other  transactions  with  the  Issuer,  including,  without  limitation,  acting  as 
counterparty  with  respect  to  the  Hedge  Agreements,  the  Securities  Lending  Agreements  and  Synthetic 
Securities.  The  following  briefly  summarizes  some  of  these  conflicts  but  is  not  intended  to  be  an  exhaustive 
list  of  all  such  conflicts. 

Conflicts  of  Interest  Involving  the  Collateral  Manager  and  Affiliates.  Various  potential  and  actual 
conflicts  of  interest  may  arise  from  the  overall  investment  activities  of  the  Collateral  Manager  and  its  Affiliates 
and  their  respective  clients  and  employees.  The  Collateral  Manager  and  its  Affiliates  may  invest,  on  behalf 
of  themselves  and  other  clients,  in  securities  that  would  be  appropriate  as  Collateral  Obligations.  The 
Collateral  Manager  and  its  Affiliates  may  give  advice  or  take  action  for  their  own  account  or  their  other  client 
accounts  with  similar  strategies  which  may  differ  from  advice  given  or  action  taken  for  the  Issuers.  The 
Collateral  Manager  and  its  Affiliates  may  also  have  ongoing  relationships  with  companies  whose  securities 
are  Collateral  Obligations,  and  may  own,  directly  or  through  other  funds  that  they  manage,  equity  or  debt 
securities  issued  by  obligors  of  Collateral  Obligations  or  other  Collateral.  The  Collateral  Manager  and  its 
Affiliates  may  also  provide  certain  services  for  a  negotiated  fee  to  companies  whose  obligations  or  other 
securities  are  pledged  to  secure  the  Secured  Notes.  In  addition,  the  Collateral  Manager,  its  Affiliates  and 
their  respective  clients  and  employees  may  invest,  or  have  already  invested,  in  obligations  and/or  other 
securities  that  are  identical  to  or  senior  to,  or  have  interests  different  from  or  adverse  to,  the  Collateral 
Obligations.  In  addition,  the  Collateral  Manager  and/or  the  Initial  Purchaser  or  any  of  their  respective 
Affiliates  may  serve  as  a  general  partner,  adviser,  officer,  director,  sponsor  or  manager  of  partnerships  or 
companies  organized  to  issue  collateralized  bond  or  loan  obligations  secured  by  non-investment  grade  bank 
loans.  The  Collateral  Manager  may  at  certain  times  be  engaged  in  seeking  investments  to  purchase  for  the 
Issuer  while  at  the  same  time  the  Collateral  Manager  or  one  or  more  Affiliates  is  also  seeking  to  purchase  or 
has  already  purchased  similar  or  identical  investments  for  its  own  account  or  clients  or  affiliates  or  another 
entity  for  which  it  serves  as  a  general  partner,  adviser,  officer,  director,  sponsor,  manager  or  collateral 
manager.  By  reason  of  the  various  activities  of  the  Collateral  Manager  and  its  Affiliates,  the  Collateral 
Manager  and  such  Affiliates  may  acquire  confidential  or  material  non-public  information  or  be  restricted  from 
effecting  transactions  in  certain  Collateral  Obligations  or  other  Collateral  that  otherwise  might  have  been 
initiated  or  prevented  from  liquidating  a  position.  At  times,  the  Collateral  Manager,  in  an  effort  to  avoid 
restrictions  for  the  Issuer  and  its  other  clients,  may  elect  not  to  receive  information  that  other  market 
participants  or  counterparties  are  eligible  to  receive  or  have  received. 

Neither  the  Collateral  Manager  nor  any  Affiliate  thereof  has  any  obligation  (affirmative  or  otherwise) 
to  offer  any  investments  to  the  Issuer  or  to  inform  the  Issuer  of  any  investments  before  offering  any 
investments  to  other  funds  or  accounts  that  the  Collateral  Manager  or  any  of  its  Affiliates  manage  or  advise. 
The  Collateral  Manager  and  its  Affiliates  may  also  make  investments  on  their  own  behalf  without  offering 
such  investment  opportunities  to  the  Issuer.  Furthermore,  the  Collateral  Manager  and  its  Affiliates  may  be 
bound  by  affirmative  obligations  at  present  or  in  the  future,  whereby  it  or  they  are  obligated  to  offer  certain 
investments  to  funds  or  accounts  that  it  or  they  manage  or  advise  before  or  without  the  Collateral  Manager  or 
its  Affiliates  offering  those  investments  to  the  Issuer.  Alternatively,  the  Collateral  Manager  and  its  Affiliates 
may  offer  certain  investments  to  funds  or  accounts  that  it  or  they  manage  or  advise  simultaneously  with  or  in 
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addition  to  offering  those  investments  to  the  Issuer.  Thus,  other  funds  or  accounts  that  it  or  they  manage  or 
advise  could  become  co-investors  with  the  Issuer. 

The  Collateral  Manager  will  endeavor  to  resolve  conflicts  with  respect  to  investment  opportunities  in 
a  manner  which  it  deems  equitable  (in  its  sole  discretion)  to  the  extent  possible  under  the  facts  and 
circumstances.  Further,  the  Collateral  Manager  will  be  prohibited  under  the  terms  of  the  Collateral 
Management  Agreement  from  directing  the  acquisition  of  Collateral  Obligations  from,  or  disposition  of 
Collateral  Obligations  to,  its  Affiliates  or  any  other  account  managed  by  the  Collateral  Manager  or  any  of  its 
Affiliates  except  in  a  transaction  conducted  on  terms  as  favorable  to  the  Issuer  as  would  apply  if  such  person 
were  not  so  affiliated. 

On  each  Payment  Date,  the  Collateral  Manager  will  be  paid  the  Incentive  Collateral  Management 
Fee  to  the  extent  of  funds  available  in  accordance  with  the  Priority  of  Payments  if  the  holders  of  the 
Subordinated  Securities  have  earned  the  Specified  Internal  Rate  of  Return  as  of  such  Payment  Date.  See 
"The  Collateral  Management  Agreement — Compensation  of  the  Collateral  Manager".  The  manner  in  which 
the  Incentive  Collateral  Management  Fee  is  determined  could  create  an  incentive  for  the  Collateral  Manager 
to  make  more  speculative  investments  in  the  Collateral  Obligations  than  would  otherwise  be  the  case  in 
order  to  increase  the  likelihood  that  the  holders  of  the  Subordinated  Securities  receive  the  Specified  Internal 
Rate  of  Return  for  the  Collateral  Manager  to  be  paid  the  Incentive  Collateral  Management  Fee.  Speculative 
investments  in  Collateral  Obligations  could  lead  to  a  higher  level  of  defaults  on  the  Collateral  Obligations 
than  initially  expected,  which  could  result  in  reductions  or  delays  in  payments  on  the  Securities. 

Upon  the  removal  or  resignation  of  the  Collateral  Manager,  the  holders  of  a  majority  of  the 
Subordinated  Securities  may  direct  the  Issuer  to  appoint  a  replacement  collateral  manager  in  the  manner 
provided  in  the  Collateral  Management  Agreement.  Subordinated  Securities  and  Secured  Notes  held  by  the 
Collateral  Manager  or  any  of  its  Affiliates  will  have  no  voting  rights  with  respect  to  any  vote  on  the  removal  or 
replacement  of  the  Collateral  Manager  and  will  be  deemed  not  to  be  outstanding  in  connection  with  any  such 
vote;  provided,  however,  that  Subordinated  Securities  and  Secured  Notes  held  by  the  Collateral  Manager  or 
any  of  its  Affiliates  will  have  voting  rights  with  respect  to  all  other  matters  as  to  which  the  holders  of 
Subordinated  Securities  or  holders  of  the  Secured  Notes  are  entitled  to  vote,  including,  without  limitation,  any 
vote  to  direct  an  optional  redemption  of  the  Securities  or  a  redemption  following  a  Withholding  Tax  Event  and 
any  vote  to  appoint  a  replacement  collateral  manager  that  is  not  an  Affiliate  of  the  Collateral  Manager 
pursuant  to  the  Collateral  Management  Agreement.  See  "The  Collateral  Management  Agreement"  and 
"Description  of  the  Securities — Optional  Redemption". 

Under  the  Collateral  Management  Agreement,  the  Collateral  Manager  is  permitted  to  recommend  or 
effect  direct  trades  between  the  Issuer  and  the  Collateral  Manager  or  an  Affiliate  or  funds  or  accounts  for 
which  the  Collateral  Manager  or  an  Affiliate  serve  as  collateral  manager,  acting  as  principal  or  agent,  subject 
to  applicable  legal  requirements.  The  Collateral  Manager,  its  Affiliates,  and  their  respective  clients  may 
invest  in  obligations  that  would  be  appropriate  as  Collateral.  Such  investments  may  be  different  from  those 
made  on  behalf  of  the  Issuer.  The  Collateral  Manager  and  its  Affiliates  may  also  have  ongoing  relationships 
with,  render  services  to  or  engage  in  transactions  with,  companies  whose  obligations  are  included  in  the 
Collateral  and  may  own  equity  or  debt  securities  issued  by  issuers  of  and  other  obligors  of  Collateral 
Obligations.  As  a  result,  officers  or  Affiliates  of  the  Collateral  Manager  may  possess  information  relating  to 
obligors  of  Collateral  Obligations  which  is  not  known  to  the  individuals  at  the  Collateral  Manager  responsible 
for  monitoring  the  Collateral  and  performing  the  other  obligations  under  the  Collateral  Management 
Agreement.  The  possession  of  this  information  by  the  Collateral  Manager  (even  if  such  information  is  not 
known  to  the  individuals  at  the  Collateral  Manager  responsible  for  monitoring  the  Collateral  and  performing 
the  other  obligations  under  the  Collateral  Management  Agreement)  may  restrict  the  Collateral  Manager  from 
purchasing  or  selling  securities  of  those  obligors.  In  addition,  Affiliates  and  clients  of  the  Collateral  Manager 
may  invest  in  obligations  that  are  senior  to,  or  have  interests  different  from  or  adverse  to,  the  Collateral 
Obligations.  The  Collateral  Manager  and/or  its  Affiliates  may  at  certain  times  be  simultaneously  seeking  to 
purchase  or  dispose  of  investments  for  its  respective  account,  the  Issuer,  any  similar  entity  for  which  it 
serves  as  manager  or  advisor  and  for  its  clients  or  Affiliates.  It  is  the  intention  of  the  Collateral  Manager  that 
all  Collateral  Obligations  will  be  purchased  and  sold  by  the  Issuer  on  terms  prevailing  in  the  market.  Neither 
the  Collateral  Manager  nor  any  of  its  Affiliates  is  under  any  obligation  to  offer  investment  opportunities  of 
which  they  become  aware  to  the  Issuer  or  to  account  to  the  Issuer  (or  share  with  the  Issuer  or  inform  the 
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Issuer  of)  any  such  transaction  or  any  benefit  received  by  them  from  any  such  transaction.  Furthermore,  the 
Collateral  Manager  and/or  its  Affiliates  may  make  an  investment  on  behalf  of  any  account  that  they  manage 
or  advise  without  offering  the  investment  opportunity  or  making  an  investment  on  behalf  of  the  Issuer.  The 
Collateral  Manager  and/or  its  Affiliates  have  no  affirmative  obligation  to  offer  any  investments  to  the  Issuer  or 
to  inform  the  Issuer  of  any  investments  before  offering  any  investments  to  other  funds  or  accounts  that  the 
Collateral  Manager  and/or  its  Affiliates  manage  or  advise.  Furthermore,  Affiliates  of  the  Collateral  Manager 
may  make  an  investment  on  their  own  behalf  without  offering  the  investment  opportunity  to  the  Issuer. 
Affirmative  obligations  may  exist,  or  may  arise  in  the  future,  whereby  Affiliates  of  the  Collateral  Manager  are 
obligated  to  offer  certain  investments  to  funds  or  accounts  that  such  Affiliates  manage  or  advise  before  or 
without  the  Collateral  Manager  offering  those  investments  to  the  Issuer.  Affiliates  of  the  Collateral  Manager 
have  no  affirmative  obligations  to  offer  those  investments  to  the  Issuer  or  to  inform  the  Issuer  of  any 
investments  before  engaging  in  any  investments  for  themselves.  The  Collateral  Manager  will  endeavor  to 
resolve  conflicts  with  respect  to  investment  opportunities  in  a  manner  that  it  deems  equitable  (in  its  sole 
discretion)  to  the  extent  possible  under  the  prevailing  facts  and  circumstances.  Although  the  professional 
staff  of  the  Collateral  Manager  will  devote  as  much  time  to  the  Issuer  as  the  Collateral  Manager  deems 
appropriate  (in  its  sole  discretion),  the  staff  may  have  conflicts  in  allocating  its  time  and  services  among  the 
Issuer  and  the  Collateral  Manager's  other  accounts. 

Funds  managed  by  Greywolf  will  commit  to  purchase  up  to  100%  of  the  initial  notional  amount  of  the 
Subordinated  Securities.  Thereafter,  such  funds  may  transfer  or  sell  any  such  Subordinated  Securities  held 
thereby  at  any  time  and  from  time  to  time.  As  a  Holder  of  Subordinated  Securities,  such  funds  may  have 
interests  adverse  to  the  other  Holders  of  Securities. 

Members  of  the  board  of  directors  of  the  Issuer  who  are  not  affiliated  with  the  Collateral  Manager  or 
their  delegates  or  other  authorized  representatives  of  the  Issuer  will  have  the  responsibility  for  approving  any 
transactions  between  the  Issuer  and  the  Collateral  Manager  or  its  Affiliates  involving  significant  conflicts  of 
interest  (including  principal  trades).  More  particularly,  directors  unaffiliated  with  the  Collateral  Manager  or 
any  delegate  designated  by  such  directors  will  be  responsible  for  approving  any  principal  transactions  for 
which  Issuer  consent  is  required  pursuant  to  Section  206(3)  of  the  Investment  Advisers  Act  of  1940,  as 
amended  (the  "Advisers  Act"). 

in  addition,  with  the  prior  authorization  of  the  Issuer,  which  has  been  given  and  can  be  revoked  at 
any  time,  the  Collateral  Manager  and/or  its  Affiliates  may  enter  into  agency  cross-transactions  where  the 
Collateral  Manager  and/or  its  Affiliates  acts  as  broker  for  the  Issuer  and  for  the  other  party  to  the  transaction, 
to  the  extent  permitted  under  applicable  law,  in  which  case  the  Collateral  Manager  or  any  such  Affiliate  will 
receive  commissions  from,  and  have  a  potentially  conflicting  division  of  loyalties  and  responsibilities 
regarding,  both  parties  to  the  transaction. 

The  Collateral  Manager  and  its  Affiliates  are  not  required  to  obtain  approval  for  any  transaction 
unless  such  approval  is  required  by  law. 

Conflicts  of  Interest  Involving  the  Initial  Purchaser  and  Affiliates.  The  Initial  Purchaser  and/or  its 
Affiliates  may  have  placed  or  underwritten  certain  of  the  Collateral  Obligations  at  original  issuance  and  may 
have  provided  investment  banking  services,  advisory,  banking  and  other  services  to  issuers  of  Collateral 
Obligations.  The  Initial  Purchaser  may,  from  time  to  time  as  principal  or  through  one  or  more  investment 
funds  that  it  manages  make  investments  in  the  equity  securities  of  one  or  more  of  the  issuers  of  Collateral 
Obligations  with  the  result  that  one  or  more  of  such  issuers  may  be  or  may  become  controlled  by  the  Initial 
Purchaser.  The  Initial  Purchaser  may  not  have  completed  its  resale  of  the  Securities  by  any  date  certain, 
which  may  affect  the  liquidity  of  the  Securities  as  well  as  the  ability  of  the  Initial  Purchaser  to  make  a  market 
in  the  Securities.  From  time  to  time,  the  Collateral  Manager  on  behalf  of  the  Issuer  may  purchase  or  sell 
Collateral  Obligations  through  the  Initial  Purchaser  and/or  any  of  its  Affiliates  (collectively,  "Initial  Purchaser 
Entities").  The  Issuer  may  invest  in  the  securities  of  companies  affiliated  with  the  Initial  Purchaser  Entities 
or  in  which  the  Initial  Purchaser  Entities  have  an  equity  or  participation  interest.  The  purchase,  holding  and 
sale  of  such  investments  by  the  Issuer  may  enhance  the  profitability  of  the  Initial  Purchaser  Entities'  own 
investments  in  such  companies.  In  addition,  it  is  expected  that  an  Initial  Purchaser  Entity  may  also  act  as 
counterparty  with  respect  to  one  or  more  Synthetic  Securities  or  Securities  Lending  Agreements  and  may  act 
as  Hedge  Counterparty  with  respect  to  one  or  more  Hedge  Agreements.  In  connection  with  the  resale  of  the 
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Securities,  a  Initial  Purchaser  Entity  expects  to  enter  into  one  or  more  hedging  arrangements  relating  to  a 
portion  of  the  Securities.  Such  hedging  arrangements  will  be  entered  into  by  such  Initial  Purchaser  Entity 
with  one  or  more  purchasers  of  the  Securities  or  with  one  or  more  counterparties  to  such  Initial  Purchaser 
Entity.  The  Issuer  may  invest  in  money  market  funds  that  are  managed  by  Greywolf  or  its  Affiliates  or  the 
Initial  Purchaser  Entities  or  for  which  the  Trustee  or  its  Affiliates  provides  services;  provided  that  such  money 
market  funds  otherwise  qualify  as  Eligible  Investments. 

The  Issuer's  purchase  of  Collateral  Obligations,  at  the  direction  of  the  Collateral  Manager,  prior  to 
the  Closing  Date  was  financed  through  the  sale  of  participation  interests  therein  to  one  or  more  Affiliates  of 
Goldman,  Sachs  &  Co.  pursuant  to  a  master  participation  agreement.  Any  gains  or  losses  realized  by  the 
Issuer  in  respect  of  Collateral  Obligations  that  are  sold  or  otherwise  disposed  of  prior  to  the  Closing  Date  will 
be  for  the  Issuer's  account.  Collateral  Obligations  owned  by  the  Issuer  on  the  Closing  Date  were  purchased 
in  the  open  market,  and  the  purchase  price  paid  by  the  Issuer  for  such  Collateral  Obligations  is  the  prevailing 
price  at  the  time  such  Collateral  Obligations  were  purchased.  Because  the  purchase  price  of  Collateral 
Obligations  owned  by  the  Issuer  on  the  Closing  Date  is  determined  prior  to  such  date,  the  prevailing  market 
price  of  such  Collateral  Obligations  on  the  Closing  Date  may  be  higher  or  lower  than  such  purchase  price. 
Accordingly,  any  unrealized  losses  or  gains  experienced  by  the  Issuer  in  respect  of  the  Collateral  Obligations 
:„j  u..'»u~  u„g,  nr«rtn  onri  nuineH  hw  fho  icci  ipr  nn  thp  r.insinn  Date  will  be  for  the  Issuer's  account. 

Irish  Stock  Exchange  Listing.  Application  has  been  made  to  the  Irish  Financial  Services  Regulatory 
Authority,  as  competent  authority  under  Directive  2003/71 /EC,  for  this  Offering  Circular  to  be  approved. 
Application  has  been  made  to  the  Irish  Stock  Exchange  for  the  Securities  to  be  admitted  to  the  Official  List 
and  to  trading  on  its  regulated  market.  There  can  be  no  assurance  that  such  admission  will  be  approved  or 
maintained.  The  Indenture  provides  that,  if  the  Collateral  Manager  or  the  Issuers  determine  that  the 
maintenance  of  the  listing  of  any  of  the  Securities  on  the  Irish  Stock  Exchange  is  unduly  onerous  or 
burdensome,  including,  but  not  limited  to,  circumstances  in  which  the  obtaining  or  maintenance  of  a  listing  on 
such  securities  exchange  would  require  preparation  of  management  reports  or  of  financial  statements,  or  in 
any  circumstances  where  the  requirements  of  the  European  Union  Transparency  Obligations  Directive  would 
apply  to  either  of  the  Issuers,  the  Issuers  will  have  the  right  to  de-list  (and  will  de-list  at  the  sole  direction  of 
the  Collateral  Manager)  such  Securities.  The  Issuers  will  use  reasonable  endeavors  to  obtain  a  listing  of 
such  Securities  on  another  securities  exchange  as  the  Issuers  may  choose,  except  that  no  obligation  to 
_u.„:„  s-jcn  alternative  listin"  shall  exist  if  the  alternative  listing  or  maintenance  of  the  alternative  listing 
would  itself  be  unduly  onerous  and  burdensome  in  the  judgment  of  the  Collateral  Manager  in  its  sole 
discretion. 

DESCRIPTION  OF  THE  SECURITIES 

The  Securities  will  be  issued  pursuant  to  the  Indenture.  The  following  summary  describes  certain 
provisions  of  the  Securities  and  the  Indenture.  The  summary  does  not  purport  to  be  complete  and  is  subject 
to,  and  qualified  in  its  entirety  by  reference  to,  the  provisions  of  the  Indenture.  Copies  of  the  Indenture  may 
be  obtained  as  described  under  "Listing  and  General  Information". 

Status  and  Security 

The  Co-Issued  Notes  will  be  limited  recourse  secured  obligations  of  the  Issuers,  the  Class  E  Notes 
will  be  limited  recourse  secured  obligations  of  the  Issuer  and  the  Subordinated  Securities  will  be  limited 
recourse  unsecured  obligations  of  the  Issuer.  Payments  of  interest  on  and  principal  of  the  Secured  Notes 
and  distributions  to  the  Holders  of  the  Subordinated  Securities  will  be  made  solely  from  the  proceeds  of  the 
Collateral,  in  accordance  with  the  priorities  described  under  "—Priority  of  Payments".  The  Subordinated 
Securities  will  not  be  secured  obligations  of  the  Issuer  and  will  be  entitled  to  receive  amounts  available  for 
distribution  only  after  payment  of  all  amounts  payable  prior  thereto  under  the  Priority  of  Payments. 

All  Securities  of  a  single  Class  rank  pari  passu  with  all  other  Securities  of  the  same  Class.  See  "— 
Priority  of  Payments."  The  right  of  payment  with  respect  to  the  Securities  is  described  in  the  "The  Offering- 
Summary— Status  and  Subordination".  The  right  of  payment  with  respect  to  the  Securities  is  described,  in 
the  "Summary— The  Offering— Status  and  Subordination". 
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The  entire  principal  amount  of  the  Secured  Notes  will  be  issued  and  Outstanding  on  the  Closing 


Date. 


Under  the  terms  of  the  Indenture,  the  Issuer  will  grant  to  the  Trustee,  on  behalf  of  the  Secured 
Parties,  a  perfected  security  interest  in  the  Collateral  that  is  of  first  priority,  free  of  any  adverse  claim  or  the 
legal  equivalent  thereof,  as  applicable,  to  secure  the  Issuers'  obligations  with  respect  to  the  Secured  Parties. 
See  "Security  for  the  Secured  Notes". 

Interest 

The  Secured  Notes  will  bear  interest  from  the  Closing  Date  at  the  per  annum  rates  set  forth  under 
"Summary— The  Offering — Securities  Issued,"  payable,  in  each  case,  quarterly  in  arrears  on  each  Payment 
Date  commencing  August  1 8,  2007  and  on  the  Stated  Maturity.  The  Holders  of  the  Subordinated  Securities 
will  be  entitled  to  receive  any  excess  Interest  Proceeds  in  accordance  with  and  subject  to  the  Priority  of 
Payments,  to  the  extent  funds  are  available  therefor. 

During  the  Reinvestment  Period,  Interest  Proceeds  remaining  on  each  Scheduled  Payment  Date 
prior  to  the  payment  of  certain  unpaid  subordinated  expenses  and  any  unpaid  hedge  termination  payments, 
distribution  to  the  Collateral  Manager  in  respect  of  the  Incentive  Collateral  Management  Fee  and  distributions 
in  respect  of  the  Subordinated  Securities  will  be  used  to  reinvest  in  Collateral  Obligations  up  to  the  amount 
necessary  to  satisfy  the  Reinvestment  Test  (but  not  to  exceed  50%  of  such  remaining  Interest  Proceeds 
available  on  such  Scheduled  Payment  Date).  As  a  result,  distributions  to  the  Holders  of  Subordinated 
Securities  will  be  reduced  to  the  extent  of  the  portion  of  Interest  Proceeds  used  during  the  Reinvestment 
Period  to  reinvest  in  Collateral  Obligations.  See  "—Priority  of  Payments— Interest  Proceeds". 

For  so  long  as  any  senior  Class  or  Classes  of  Securities  are  Outstanding,  to  the  extent  that  funds  are 
not  available  to  pay  the  full  amount  of  interest  on  the  Class  C  Notes,  the  Class  D  Notes  or  the  Class  E  Notes 
on  any  Payment  Date  in  accordance  with  the  Priority  of  Payments,  the  amount  of  Deferred  Interest  with 
respect  to  each  such  Class  of  Securities  will  be  deferred  and  added  to  the  principal  amount  of  such  Class  of 
Securities  and  will  bear  interest  at  the  interest  rate  applicable  to  such  Class  of  Securities  to  the  extent  lawful 
and  enforceable,  and  the  failure  to  pay  the  Deferred  Interest  of  each  such  Class  of  Securities  will  not  be  an 
Event  of  Default  under  the  Indenture.  See  "—Priority  of  Payments"  and  "—The  Indenture— Events  of 
Default". 

Interest  will  cease  to  accrue  on  each  Secured  Note,  or,  in  the  case  of  a  partial  repayment,  on  such 
part,  from  the  date  of  repayment  or  Stated  Maturity  unless  payment  of  principal  is  improperly  withheld  or 
unless  there  is  otherwise  a  default  with  respect  to  such  payments  of  principal.  See  "—Principal".  To  the 
extent  lawful  and  enforceable,  interest  on  any  Defaulted  Interest  on  the  Secured  Notes  will  accrue  at  the 
interest  rate  applicable  to  such  Secured  Notes,  until  paid  as  provided  herein. 

Interest  on  the  Floating  Rate  Notes  will  be  calculated  on  the  basis  of  the  actual  number  of  days 
elapsed  in  the  applicable  Interest  Accrual  Period  divided  by  360,  commencing  on  the  Closing  Date. 

For  purposes  of  determining  any  Interest  Accrual  Period,  if  any  Payment  Date  or  the  Stated  Maturity, 
as  the  case  may  be,  is  not  a  Business  Day,  then  the  Interest  Accrual  Period  ending  on  such  Payment  Date 
or  the  Stated  Maturity,  as  the  case  may  be,  shall  be  extended  to  but  excluding  the  date  on  which  payment  is 
required  to  be  made  pursuant  to  the  Indenture  and  the  succeeding  Interest  Accrual  Period  shall  begin  on  and 
include  such  date.  In  the  event  that  the  date  of  any  Payment  Date  or  the  Stated  Maturity,  as  the  case  may 
be,  shall  not  be  a  Business  Day,  then  payment  need  not  be  made  on  such  date,  but  may  be  made  on  the 
next  succeeding  Business  Day  with  the  same  force  and  effect  as  if  made  on  the  nominal  date  of  any  such 
Payment  Date  or  the  Stated  Maturity,  as  the  case  may  be,  and,  other  than  with  respect  to  any  Interest 
Accrual  Period  for  a  Class  of  Secured  Notes  ending  on  the  Stated  Maturity  of  such  Class  of  Secured  Notes, 
no  interest  shall  accrue  on  such  payment  for  the  period  from  and  after  any  such  nominal  date;  provided  that, 
in  the  case  of  the  Floating  Rate  Notes  only,  interest  shall  accrue  from  and  including  the  immediately 
preceding  Payment  Date  or,  in  the  case  of  the  first  Payment  Date,  the  Closing  Date  to  but  excluding  the 
following  Payment  Date  or  the  Stated  Maturity,  as  applicable. 
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For  purposes  of  calculating  the  Floating  Rate  Note  Interest  Rates,  the  Issuers  will  appoint  the 
Trustee  as  calculation  agent  (solely  in  such  capacity,  the  "Calculation  Agent").  LIBOR  shall  be  determined 
by  the  Calculation  Agent  in  accordance  with  the  provisions  set  forth  under  the  definition  of  "LIBOR". 

The  Calculation  Agent  may  be  removed  by  the  Issuers  at  any  time.  If  the  Calculation  Agent  is 
unable  or  unwilling  to  act  as  such  or  is  removed  by  the  Issuers,  or  if  the  Calculation  Agent  fails  to  determine 
the  Floating  Rate  Note  Interest  Rates  and  the  Floating  Rate  Note  Interest  Amounts  for  any  Interest  Accrual 
Period,  the  Issuers  will  promptly  appoint  as  a  replacement  Calculation  Agent  a  leading  bank  which  is 
engaged  in  transactions  in  Eurodollar  deposits  in  the  international  Eurodollar  market  and  which  does  not 
control  or  is  not  controlled  by  or  under  common  control  with  the  Issuers  or  their  Affiliates.  The  Calculation 
Agent  may  not  resign  its  duties  without  a  successor  having  been  duly  appointed.  For  so  long  as  any  of  the 
Floating  Rate  Notes  remain  Outstanding,  there  will  at  all  times  be  a  Calculation  Agent  for  the  purpose  of 
calculating  the  Floating  Rate  Note  Interest  Rates.  In  addition,  for  so  long  as  any  of  the  Securities  are  listed 
on  the  Irish  Stock  Exchange  and  the  rules  of  such  Exchange  so  require,  the  Issuer  will  publish  in  the  Irish 
Stock  Exchange's  Official  List  notice  of  the  appointment,  termination  or  change  in  the  office  of  such 
Calculation  Agent. 

The  Calculation  Agent  will  cause  the  Floating  Rate  Note  Interest  Rates,  the  Floating  Rate  Note 
Interest  Amounts  and  the  Payment  Date  to  be  communicated  to,  in  the  case  of  the  Secured  Notes, 
Euroclear,  Clearstream,  the  Collateral  Manager  and  the  Irish  Paying  Agent  for  delivery  to  the  Irish  Stock 
Exchange  (as  long  as  any  of  the  Securities  are  listed  thereon)  by  the  Business  Day  immediately  following 
each  LIBOR  Determination  Date.  The  determination  of  the  Floating  Rate  Note  Interest  Rates  and  the 
Floating  Rate  Note  Interest  Amounts  by  the  Calculation  Agent  shall  (in  the  absence  of  manifest  error)  be  final 
and  binding  upon  all  parties. 

Principal 

Principal  will  not  be  payable  on  the  Secured  Notes  and  Principal  Proceeds  will  not  be  distributed  to 
the  Holders  of  the  Subordinated  Securities  prior  to  the  end  of  the  Non-Call  Period,  except  (i)  as  a  result  of  a 
mandatory  redemption  as  described  in  "—Mandatory  Redemption,"  (ii)  upon  the  occurrence  of  an  optional 
redemption  following  a  Withholding  Tax  Event  as  described  under  "—Optional  Redemption"  and  (iii)  as 
described  in  the  next  two  paragraphs. 

On  each  Scheduled  Payment  Date  during  the  Reinvestment  Period,  Principal  Proceeds  will  be 
distributed  to  the  Holders  of  the  Secured  Notes  in  accordance  with  the  Priority  of  Payments,  if  the  Collateral 
Manager  determines,  in  its  sole  judgment  (which  judgment  shall  not  be  subject  to  question  as  a  result  of 
subsequent  events),  that  it  is  impractical  or  not  beneficial  to  reinvest  such  Principal  Proceeds  by  the  end  of 
the  applicable  Investment  Due  Period. 

Principal  will  be  payable  on  the  Class  S  Notes  in  accordance  with  the  Priority  of  Payments  on  each 
Payment  Date  in  an  amount  equal  to  the  Class  S  Principal  Distribution  Amount  with  respect  to  such  Payment 
Date. 

On  each  Scheduled  Payment  Date  after  the  Reinvestment  Period  and  on  the  Stated  Maturity, 
principal  will  be  payable  on  the  Secured  Notes  and,  after  the  Secured  Notes  have  been  paid  in  full,  Principal 
Proceeds  will  be  distributable  to  the  Holders  of  the  Subordinated  Securities  in  accordance  with  the  Priority  of 
Payments  to  the  extent  of  Principal  Proceeds  received  in  the  related  Due  Period;  provided  that  the  Collateral 
Manager  may  elect  to  reinvest  Eligible  Post  Reinvestment  Proceeds  received  after  the  Reinvestment  Period 
in  Collateral  Obligations  or  hold  them  for  reinvestment  in  Collateral  Obligations  prior  to  the  end  of  the 
Investment  Due  Period,  subject  to  the  exceptions  described  herein.  See  "Security  for  the  Secured  Notes- 
Sale  of  Collateral  Obligations;  Substitute  Securities;  Exchange  of  Defaulted  Obligations  and  Reinvestment 
Criteria".  The  Collateral  Manager  will  exercise  its  sole  discretion  in  determining  whether  to  reinvest  Eligible 
Post  Reinvestment  Proceeds  received  after  the  Reinvestment  Period.  Payments  of  principal  or  notional 
amount,  as  applicable,  of  the  Securities  described  in  the  first  sentence  of  this  paragraph  will  be  at  the 
applicable  Secured  Note  Redemption  Price  and  will  not  constitute  an  optional  redemption. 
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Sale  of  Collateral  Prior  to  Stated  Maturity 


On  or  prior  to  the  date  that  is  two  Business  Days  prior  to  the  Stated  Maturity  of  the  last  Outstanding 
Security,  the  Collateral  Manager  on  behalf  of  the  Issuer  shall  direct  the  Trustee  in  writing  to  sell  all  Collateral 
Obligations  to  the  extent  necessary  such  that  no  Collateral  Obligations  will  be  held  by  the  Issuer  on  or  after 
such  date.  The  settlement  dates  for  any  such  sales  of  Collateral  Obligations  shall  be  no  later  than  two 
Business  Days  prior  to  the  Stated  Maturity  of  the  last  Outstanding  Security.  The  proceeds  of  such  sale  shall 
be  applied  in  accordance  with  the  Priority  of  Payments. 

Optional  Redemption 

The  Securities  may  be  redeemed  by  the  Issuer  at  the  written  direction  of,  or  with  the  written  consent 
of  the  Majority  of  the  Subordinated  Securities,  in  whole  but  not  in  part,  from  Liquidation  Proceeds  (a)  on  any 
Business  Day  after  the  Non-Call  Period  and  (b)  on  any  Business  Day  upon  the  occurrence  of  a  Withholding 
Tax  Event,  as  more  fully  described  below.  If  the  Holders  of  the  Majority  of  the  Subordinated  Securities  elect 
to  cause  the  redemption  of  the  Securities  as  described  herein,  the  Subordinated  Securities  will  in  any  such 
case  be  redeemed  simultaneously  with  all  other  Classes  of  Securities.  In  connection  with  an  optional 
redemption,  ihe  Trustee  shall  notify  the  Collateral  Manager  of  such  optional  redemption  and  the  Collateral 
Manager  on  behalf  of  the  Issuer  shall  direct  the  Trustee,  in  writing,  to  sell  in  the  manner  directed  by  the 
Collateral  Manager  in  its  sole  discretion,  and  in  accordance  with  the  Indenture,  any  Collateral  Obligation  and 
upon  any  such  sale  the  Trustee  shall  release  the  lien  upon  such  Collateral  Obligation  pursuant  to  the 
Indenture. 

Notwithstanding  the  foregoing  provisions,  the  Issuer  may  not  direct  the  Trustee  to  sell  any  Collateral 
Obligation  unless,  after  giving  effect  to  such  sale,  there  will  be  sufficient  funds  to  pay  the  amounts  described 
in " — Optional  Redemption  Procedures"  below. 

Any  optional  redemption  of  the  Secured  Notes  pursuant  to  subclause  (a)  or  (b)  of  the  second 
preceding  paragraph  will  be  made  at  the  applicable  Secured  Note  Redemption  Prices  plus  accrued  and 
unpaid  interest. 

Optional  Redemption  Procedures,  if  any  Holder  of  the  Subordinated  Securities  desires  to  direct  the 
Issuers  to  optionally  redeem  the  Securities,  such  Holder  shall  notify  the  Trustee  in  writing  no  less  than  45 
days  (or  such  shorter  period  as  may  be  acceptable  to  the  Trustee)  prior  to  the  proposed  redemption  date 
(which  date  must  be  a  Business  Day).  The  Trustee  will  promptly  notify  the  Issuers,  the  Collateral  Manager 
and  all  other  Holders  of  the  Subordinated  Securities  of  the  receipt  of  such  notice.  Each  other  Holder  of  the 
Subordinated  Securities  that  also  wishes  to  direct  the  Issuers  to  optionally  redeem  the  Securities  must  so 
notify  the  Trustee  (who  shall  promptly  notify  the  Issuers  and  the  Collateral  Manager,  of  such  direction)  within 
15  Business  Days  after  the  date  of  such  notice.  If  a  Majority  of  the  Subordinated  Securities  have  directed 
the  Issuers  to  optionally  redeem  the  Securities,  the  Issuer  shall  effect  a  redemption  in  whole  of  the  Securities 
pursuant  to  the  procedures  described  herein. 

The  Trustee  will  provide  notice  of  any  optional  redemption  by  first-class  mail,  postage  prepaid, 
mailed  not  less  than  ten  Business  Days  prior  to  the  scheduled  redemption  date,  to  each  Securityholder  at 
such  Holder's  address  in  the  Register  and  for  so  long  as  the  Securities  are  listed  on  the  Irish  Stock  Exchange 
and  the  rules  of  such  Exchange  shall  so  require,  a  publication  shall  be  made  in  the  Official  List  by  the  Irish 
Listing  Agent. 

The  Securities  shall  not  be  optionally  redeemed  unless  either  (1)  at  least  seven  Business  Days 
before  the  scheduled  redemption  date,  the  Collateral  Manager  on  behalf  of  the  Issuer  shall  have  furnished  to 
the  Trustee  evidence,  in  form  reasonably  satisfactory  to  the  Trustee,  that  the  Issuer  or  the  Collateral 
Manager  on  behalf  of  the  Issuer  has  entered  into  a  binding  agreement  or  agreements  (including  in  the  form 
of  a  confirmation  of  sale)  with  a  financial  institution  or  institutions  whose  short-term  unsecured  debt 
obligations  have  a  credit  rating  of  at  least  "A-1 "  from  S&P  or  with  a  Person  that  the  Collateral  Manager  in  its 
sole  discretion  has  determined  to  be  appropriate  (including,  without  limitation,  a  CDO  issuer  that  is  managed 
or  to  be  managed  by  the  Collateral  Manager)  to  purchase,  not  later  than  the  Business  Day  immediately 
preceding  the  scheduled  redemption  date,  in  immediately  available  funds,  all  or  part  of  the  Collateral 
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Obligations  and  terminate  any  Hedge  Agreements  at  a  purchase  price  at  least  equal  to  an  amount  sufficient, 
together  with  any  other  amounts  available  to  be  used  for  such  optional  redemption,  to  pay  (i)  in  the  case  of 
an  optional  redemption  of  the  Securities  at  the  request  of  a  Majority  of  the  Subordinated  Securities  on  any 
Business  Day  after  the  Non-Call  Period,  the  amounts  specified  under  subclauses  (i)  through  (iii)  in  "—Priority 
of  Payments— Liquidation  Proceeds";  provided,  that  the  Issuer  shall  not  terminate  any  Hedge  Agreements  in 
connection  with  an  optional  redemption  of  the  Securities  as  specified  herein  until  the  notice  of  redemption 
may  no  longer  be  withdrawn;  or  (ii)  in  the  case  of  an  optional  redemption  following  the  occurrence  of  a 
Withholding  Tax  Event,  the  amounts  specified  under  subclauses  (i)  and  (ii)  (but  excluding  Defaulted  Hedge 
Termination  Payments)  in  "—Priority  of  Payments— Liquidation  Proceeds,"  or  (2)  at  least  ten  Business  Days 
prior  to  the  scheduled  redemption  date  and  prior  to  selling  any  Collateral  Obligations,  the  Collateral  Manager 
on  behalf  of  the  Issuer  shall  certify  to  the  Trustee  and  to  each  of  the  Rating  Agencies  that  the  expected 
proceeds  from  such  sale  (calculated  as  provided  in  the  next  succeeding  paragraph)  together  with  any  other 
amounts  available  to  be  used  for  such  optional  redemption  will  be  delivered  to  the  Trustee  two  Business 
Days  prior  to  (but  in  no  event  later  than  the  Business  Day  immediately  preceding)  the  scheduled  redemption 
date,  in  immediately  available  funds,  and  will  equal  or  exceed  100%  of  all  amounts  specified  in  the 
immediately  preceding  subclause  (1).  See  "—Priority  of  Payments— Liquidation  Proceeds". 

For  purposes  of  determining  the  expected  proceeds  from  a  sale  for  purposes  of  subclause  (2)  of  the 
immediately  preceding  paragraph,  the  expected  proceeds  shall  be  deemed  to  be  (1)  the  Market  Value  of  the 
Eligible  Investments  and,  if  Collateral  Obligations  are  to  be  sold  on  the  Business  Day  of  the  certification,  the 
Market  Value  of  the  Collateral  Obligations;  or  (2)  the  percentage  of  the  Market  Value  of  the  Collateral 
Obligations  set  forth  in  the  applicable  column  of  the  table  below  based  upon  the  period  of  time  between 
certification  and  the  expected  date  of  sale. 

Number  of  Business  Days  Between 
Certification  and  Expected  Sale 


Collateral  Type  1  to  2  3  to  5  6  or  more 

Loans  (other  than  loans  with  a  Market  Value  of  93%  92%  88% 

less  than  90%  of  the  Principal  Balance  thereof) 

Loans  with  a  Market  Value  of  less  than  90%  of  80%  73%  60% 

the  Principal  Balance  thereof 

Bonds  having  a  Moody's  Rating  "B3"  or  higher  89%  85%  75% 

(other  than  bonds  with  a  Market  Value  of  less 
than  90%  of  the  Principal  Balance  thereof) 

Bonds  having  a  Moody's  Rating  "Caa1"  or  lower  75%  65%  45% 

and  bonds  having  a  Moody's  Rating  "B3"  or 
higher  with  a  Market  Value  of  less  than  90%  of 
the  Principal  Balance  thereof 

For  the  avoidance  of  doubt,  the  Issuer  may,  in  effecting  a  sale  contemplated  by  clause  (1)  of  the 
preceding  paragraph,  enter  into  one  or  more  participation  agreements  or  similar  arrangements  with  the 
purchaser  of  the  Collateral  Obligations  whereby,  in  connection  with  the  Issuer's  receipt  of  the  purchase  price 
with  respect  to  all  or  a  portion  of  the  Collateral  Obligations,  the  Issuer  shall  grant  to  such  purchaser  a 
participation  interest  in  all  or  a  portion  of  such  Collateral  Obligations  and  agree  to  use  commercially 
reasonable  efforts  (or  such  other  efforts  as  shall  be  specified)  to  complete  the  transfer  of  such  Collateral 
Obligations  to  such  purchaser  thereafter. 

Any  notice  of  redemption  may  be  withdrawn  by  the  Issuers  on  or  prior  to  the  sixth  Business  Day  prior 
to  the  scheduled  redemption  date  by  written  notice  from  the  Issuer  to  the  Trustee,  the  Holders  of  the 
Subordinated  Securities  requesting  or  consenting  to  such  optional  redemption  and  the  Collateral  Manager,  if 
(i)  the. Collateral  Manager  shall  be  unable  to  cause  the  delivery  of  such  sale  agreement  or  agreements  or 
certifications,  as  the  case  may  be,  in  form  satisfactory  to  the  Trustee  or  (ii)  the  Majority  of  the  Subordinated 
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Securities  direct  such  notice  be  withdrawn;  provided,  however,  that  the  Majority  of  the  Subordinated 
Securities  may  not  direct  such  notice  be  withdrawn  if  the  conditions  set  forth  in  the  third  paragraph  under  "— 
Optional  Redemption  Procedures"  have  been  satisfied.  Notice  of  withdrawal  having  been  given  as  aforesaid, 
the  Trustee  shall  provide  notice  of  such  withdrawal  to  each  Holder  at  the  address  appearing  in  the  Register 
by  overnight  courier  (when  possible)  guaranteeing  next  day  delivery  (unless  the  address  provided  in  the 
Register  is  insufficient  for  such  purposes,  in  which  event  such  notice  shall  be  given  by  first  class  mail, 
postage  prepaid)  and,  to  the  extent  required,  provide  notice  to  the  Irish  Paying  Agent  which  shall  cause 
notice  of  such  withdrawal  to  be  published  in  the  Irish  Stock  Exchange's  Official  List,  in  each  case,  not  later 
than  the  third  Business  Day  prior  to  the  scheduled  redemption  date. 

Redemption  by  Refinancing 

The  Holders  of  at  least  a  Majority  of  the  Subordinated  Securities  may  direct  (subject  to  the  approval 
of  the  Collateral  Manager  as  specified  in  the  next  paragraph)  the  redemption  of  any  Class  of  Secured  Notes 
in  whole  but  not  in  part  on  any  Payment  Date  occurring  after  the  Non-Call  Period,  in  connection  with  a 
Redemption  by  Refinancing  by  directing  the  Issuer  (with  a  copy  of  such  direction  to  the  Trustee  and  the 
Collateral  Manager)  to  issue  additional  notes  (the  "Replacement  Notes"),  the  proceeds  of  which  will  be  used 
to  fully  redeem  such  Class  or  Ciasses  of  Secured  Notes,  as  applicable  (a  "Redemption  by  Refinancing"). 
A  Redemption  by  Refinancing  will  be  required  to  result  in  the  redemption  of  all  of  the  Secured  Notes  of  the 
affected  Class  or  Classes  but  need  not  result  in  the  redemption  of  all  Classes  of  Secured  Notes.  The 
Replacement  Notes  issued  pursuant  to  a  Redemption  by  Refinancing  would  have  such  terms  and  priorities 
as  are  negotiated  at  the  time  and  that  are  set  forth  in  a  supplemental  indenture,  subject  to  the  conditions  set 
forth  below. 

Upon  receipt  of  a  Notice  of  Redemption  by  Refinancing  (as  defined  below),  the  Issuer  and  the 
Collateral  Manager  will  cause  the  Issuer  and  the  Co-Issuer  to  issue  Replacement  Notes  having  the  terms, 
priorities  and  conditions  set  forth  in  a  proposed  amendment  to  the  Indenture  approved  by  the  Holders  of  at 
least  a  Majority  of  the  Subordinated  Securities  and  approved  by  the  Collateral  Manager.  The  issue  of  the 
Replacement  Notes,  and  the  redemption  of  the  applicable  Class  or  Classes  of  Secured  Notes,  will  be 
contingent  on  receipt  by  the  Issuer  of  sufficient  funds  from  the  issuance  of  the  Replacement  Notes  to  redeem 
the  applicable  Classes  of  Secured  Notes  at  the  Secured  Note  Redemption  Price  plus  accrued  interest  and 
pay  the  applicable  expenses  of  the  Issuer,  and  the  conditions  in  the  paragraph  below  being  satisfied  at  the 
time  of  such  redemption.  If  the  conditions  below  are  not  met,  the  Replacement  Notes  will  not  be  issued  and 
the  applicable  Classes  of  Secured  Notes  will  not  be  redeemed  unless  the  Holders  of  a  Majority  of  the 
Subordinated  Securities  then  elect  to  effect  an  optional  redemption. 

If  one  or  more  Classes  of  Secured  Notes  will  remain  Outstanding  following  a  Redemption  by 
Refinancing,  the  following  additional  conditions  must  be  satisfied:  (i)  the  Aggregate  Outstanding  Amount  of 
each  Class  of  Replacement  Notes  equals  the  Aggregate  Outstanding  Amount  of  the  corresponding  Class  of 
Secured  Notes  that  is  redeemed;  (ii)  the  applicable  interest  rate  for  each  Class  of  Replacement  Notes  shall 
either  (A)  be  computed  on  the  basis  of  the  same  interest  rate  index  as,  and  with  a  spread  to  such  index  that 
does  not  exceed  the  spread  of,  the  corresponding  Class  of  Secured  Notes  that  is  redeemed  or  (B)  be  a  fixed 
rate  of  interest  (such  fixed  rate  of  interest  not  to  exceed  the  then  floating  interest  rate  applicable  to  the 
corresponding  Class  of  Secured  Notes  being  redeemed);  (iii)  the  stated  maturity  of  the  Replacement  Notes  is 
not  stated  to  occur  earlier  than  the  Stated  Maturity  of  the  corresponding  Class  of  Secured  Notes  that  is 
redeemed;  (iv)  the  priority  level  in  the  Priority  of  Payments  of  each  class  of  Replacement  Notes  is  the  same 
as  the  priority  level  in  the  Priority  of  Payments  of  the  corresponding  Class  of  Secured  Notes  that  is 
redeemed;  (v)  the  voting  rights,  consent  rights,  redemption  rights  and  all  other  rights  of  each  class  of 
Replacement  Notes  are  the  same  as  the  rights  of  the  corresponding  Class  of  Secured  Notes  that  is 
redeemed  in  all  material  respects;  (vi)  each  of  the  Moody's  Rating  Condition  and  S&P  Rating  Condition  is 
satisfied  in  respect  of  the  Class  or  Classes  of  Secured  Notes  that  are  not  redeemed  (it  being  agreed  that, 
with  respect  to  the  satisfaction  of  the  S&P  Rating  Condition,  S&P  may  apply  the  ratings  criteria  then  in 
existence);  (vii)  the  delivery  to  the  Trustee  of  an  opinion  of  a  nationally  recognized  law  firm  with  substantial 
expertise  in  such  matters  that  the  Redemption  by  Refinancing  will  not  adversely  affect  the  conclusions 
reached  in  the  opinion  of  McKee  Nelson  LLP,  as  expressed  at  the  time  of  the  issuance  of  the  Securities  on 
the  Closing  Date,  regarding  the  U.S.  federal  income  tax  characterization  of  the  Secured  Notes  that  are  not 
redeemed;  and  (viii)  any  expenses  incurred  in  connection  with  the  issuance  of  any  Replacement  Notes  shall 
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be  paid  from  the  proceeds  of  the  issuance  of  such  Replacement  Notes.  In  addition  to  the  foregoing,  any 
issuance  of  Replacement  Notes  will  require  the  delivery  to  the  Trustee  of  the  following  opinions  of  a 
nationally  recognized  law  firm  with  substantial  expertise  in  such  matters:  (A)  that  neither  the  Issuer  nor  the 
Co-Issuer  will  be  required,  as  a  result  of  the  issuance  of  the  Replacement  Notes  (assuming  such 
Replacement  Notes  are  offered  and  sold  in  the  manner  and  only  to  the  eligible  persons  contemplated  by  this 
Offering  Circular,  the  Indenture  and  the  Purchase  Agreement,  as  applicable),  to  be  registered  as  an 
investment  company  under  the  Investment  Company  Act,  as  amended  and  (B)  the  issuance  of  the 
Replacement  Notes  will  not  result  in  the  Issuer  being  subject  to  U.S.  federal  income  taxation  with  respect  to 
its  net  income. 

Notice  of  a  Redemption  by  Refinancing  (any  such  notice,  a  "Notice  of  a  Redemption  by 
Refinancing")  will  be  given  by  the  Issuer  to  the  Trustee  and  by  the  Trustee  to  each  Holder  of  Securities,  the 
Collateral  Manager,  the  Administrator  and  each  Rating  Agency.  Failure  to  give  Notice  of  a  Redemption  by 
Refinancing  to  any  Holder  of  any  Securities  selected  for  redemption  or  any  defect  therein  will  not  impair  or 
affect  the  validity  of  the  redemption  of  any  other  Securities.  In  addition,  for  so  long  as  any  Securities  are 
listed  on  the  Irish  Stock  Exchange  and  so  long  as  the  rules  of  such  exchange  so  require,  Notice  of  a 
Redemption  by  Refinancing  will  also  be  given  by  the  Trustee  to  the  Irish  Paying  Agent  for  delivery  to  the  Irish 
Stock  Exchange.  Any  definitive  Securities  called  for  redemption  must  be  surrendered  at  the  place  specified 
in  the  notice  of  such  redemption  in  order  for  the  Holder  to  receive  the  Secured  Note  Redemption  Price. 

The  Issuer,  at  the  direction  of  Holders  of  at  least  of  a  Majority  of  the  Subordinated  Securties,  will 
have  the  option  to  withdraw  any  Notice  of  Redemption  by  Refinancing  up  to  the  second  Business  Day  prior 
to  the  scheduled  redemption  date  by  written  notice  to  the  Trustee  and  the  Collateral  Manager,  If  any  Notice 
of  Redemption  by  Refinancing  is  withdrawn  or  the  Issuers  are  otherwise  unable  to  complete  a  Redemption 
by  Refinancing,  the  proceeds  received  from  any  sale  of  the  Collateral  in  contemplation  of  such  Redemption 
by  Refinancing  may  during  the  Reinvestment  Period,  at  the  Collateral  Manager's  discretion,  be  reinvested  in 
accordance  with  the  Reinvestment  Criteria.  For  the  avoidance  of  doubt,  the  withdrawal  of  such  Notice  of 
Redemption  by  Refinancing  or  the  inability  of  the  Issuers  to  complete  redemption  of  the  Secured  Notes  will 
not  constitute  an  Event  of  Default  under  the  Indenture.  No  Hedge  Agreement  may  be  terminated  in 
connection  with  any  Redemption  by  Refinancing  until  such  time  as  such  Notice  of  Redemption  by 
Refinancing  can  no  longer  be  withdrawn  by  the  Issuer. 

Mandatory  Redemption 

Principal  Proceeds  and  Interest  Proceeds,  in  the  case  of  the  Secured  Notes  other  than  the  Class  E 
Notes,  or  Interest  Proceeds  only,  in  the  case  of  the  Class  E  Notes,  that  are  available  will  be  used  to  redeem 
the  Secured  Notes  (other  than  the  Class  S  Notes)  as  described  under  "—Priority  of  Payments"  (i)  on  any 
Scheduled  Payment  Date  on  which  any  Par  Value  Test  was  not  satisfied  on  the  immediately  preceding 
Determination  Date  or  (ii)  on  any  Scheduled  Payment  Date  on  or  after  the  Second  Determination  Date  on 
which  any  Interest  Coverage  Test  was  not  satisfied  on  the  immediately  preceding  Determination  Date. 

The  Collateral  Manager  will  not  be  required  to  sell  Collateral  Obligations  if  the  Principal  Proceeds 
and  Interest  Proceeds,  in  the  case  of  the  Secured  Notes  other  than  the  Class  E  Notes,  or  Interest  Proceeds 
only,  in  the  case  of  the  Class  E  Notes,  available  would  be  insufficient  to  cause  any  Coverage  Test  to  be 
satisfied. 

In  addition,  Principal  Proceeds  and  Interest  Proceeds  that  are  available  will  be  used  to  redeem  the 
Secured  Notes  (other  than  the  Class  S  Notes)  as  described  under  "—Priority  of  Payments"  on  any 
Scheduled  Payment  Date  following  an  Effective  Date  Ratings  Downgrade  Event. 

The  Subordinated  Securities  are  not  subject  to  mandatory  redemption. 

Cancellation 

All  Securities  that  are  redeemed  or  paid  and  surrendered  for  cancellation  as  described  herein  will 
forthwith  be  canceled  and  may  not  be  reissued  or  resold. 
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Payments 


Payments  in  respect  of  principal  and  interest  on  a  Secured  Note  and  distributions  to  Holders  of 
Subordinated  Securities  will  be  made  to  the  person  in  whose  name  the  relevant  Security  is  registered  on  the 
applicable  record  date.  Payments  on  the  Securities  will  be  payable  by  wire  transfer  in  immediately  available 
funds  to  a  Dollar  account  maintained  by  DTC  or  its  nominee  0"  the  case  of  the  Global  Securities)  or  each 
Securityholder  (in  the  case  of  individual  definitive  Securities)  to  the  extent  practicable  or  otherwise  by  Dollar 
check  drawn  on  a  bank  in  the  United  States  sent  by  mail  either  to  DTC  or  its  nominee  (in  the  case  of  the 
Global  Securities),  or  to  each  Securityholder  at  the  Holder's  address  appearing  in  the  Register  (in  the  case  of 
individual  definitive  Securities). 

Final  payments  in  respect  of  the  Securities  will  be  made  only  against  surrender  of  such  Securities  at 
the  office  of  any  paying  agent.  None  of  the  Issuers,  the  Trustee  or  any  paying  agent  will  have  any 
responsibility  or  liability  for  any  aspects  of  the  records  maintained  by  DTC  or  its  nominee  or  any  of  its 
participants  relating  to,  or  for  payments  made  thereby  on  account  of  beneficial  interests  in,  a  Global  Security. 

The  Issuers  expect  that  DTC  or  its  nominee,  upon  receipt  of  any  payment  of  principal  or  interest  in 
respect  of  a  Global  Security  held  by  DTC  or  its  nominee,  wiii  immediately  credit  participants'  accounts  with 
payments  in  amounts  proportionate  to  their  respective  beneficial  interests  in  such  Global  Securities  as  shown 
on  the  records  of  DTC  or  its  nominee.  The  Issuers  also  expect  that  payments  by  participants  to  owners  of 
beneficial  interests  in  such  Global  Securities  held  through  such  participants  will  be  governed  by  standing 
instructions  and  customary  practices,  as  is  now  the  case  with  securities  held  for  the  accounts  of  customers 
registered  in  the  names  of  nominees  for  such  customers.  Such  payments  will  be  the  responsibility  of  such 
participants. 

For  so  long  as  the  Securities  are  listed  on  the  Irish  Stock  Exchange  and  the  rules  of  such  Exchange 
so  require,  the  Issuers  will  have  a  paying  agent  and  a  transfer  agent  in  Ireland  and  will  give  prompt  written 
notice  to  each  Holder  and  publish  in  an  authorized  newspaper,  which  is  expected  to  be  the  Official  List, 
notice  of  the  appointment,  termination  or  change  in  the  location  of  any  such  office  or  agency. 

The  Indenture  provides  that,  as  a  condition  to  the  payment  of  distributions  on  any  Subordinated 
Security  without  withholding  U.S.  federal  backup  withholding  tax  imposed  under  the  U.S.  Treasury 
regulations,  the  Issuer  or  any  paying  agent  may  require  the  delivery  of  properly  completed  and  signed 
applicable  U.S.  federal  income  tax  certifications  (generally,  an  Internal  Revenue  Service  Form  W-9  (or 
applicable  successor  form)  in  the  case  of  a  person  that  is  a  "United  States  person"  within  the  meaning  of 
section  7701(a)(30)  of  the  Code)  or  an  appropriate  Internal  Revenue  Service  Form  W-8  (or  applicable 
successor  form)  in  the  case  of  a  person  that  is  not  a  "United  States  person"  within  the  meaning  of  Section 
7701(a)(30)  of  the  Code)  and/or  such  other  certification  reasonably  acceptable  to  them  in  order  to  enable  the 
Issuer,  the  Trustee  or  any  paying  agent  to  determine  their  duties  and  liabilities  with  respect  to  any  taxes  or 
other  charges  that  they  may  be  required  to  deduct  or  withhold  from  payments  in  respect  of  such 
Subordinated  Security  under  any  present  or  future  law  or  regulation  of  the  United  States  or  any  present  or 
future  law  or  regulation  of  any  political  subdivision  thereof  or  taxing  authority  therein  or  to  comply  with  any 
reporting  or  other  requirements  under  any  such  law  or  regulation. 

Priority  of  Payments 

On  each  Payment  Date  and  on  the  Stated  Maturity,  the  Issuer  shall  only  make  payments  in 
accordance  with  the  priorities  (the  "Priority  of  Payments")  described  below  under  "—Interest  Proceeds"  and 
"—Principal  Proceeds,"  and,  if  such  Payment  Date  is  a  Redemption  Date,  in  accordance  with  the  priorities 
described  below  under  "—Liquidation  Proceeds". 

Interest  Proceeds.  Without  limiting  any  other  applicable  provision  regarding  the  payment  of  Interest 
Proceeds,  on  each  Payment  Date  and  on  the  Stated  Maturity,  Interest  Proceeds  will  be  distributed  in  the 
following  order  of  priority: 

(i)  (a)  to  the  payment  of  taxes  of  the  Issuers,  if  any,  and  (b)  thereafter,  to  the  retention  in  the 

Interest  Collection  Account  of  an  amount  equal  to  (x)  the  Interest  Reserve  Amount  for  such 
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Payment  Date  minus  (y)  the  Aggregate  Interest  Reserve  Distribution  Amount  for  such 
Payment  Date; 

(ii)  to  the  payment  of  accrued  and  unpaid  Administrative  Expenses  constituting  (x)  fees  of  the 
Trustee  and  reimbursement  of  expenses  of  the  Trustee  pursuant  to  the  terms  of  the 
Indenture  and  (y)  fees  and  reimbursement  of  expenses  of  the  Collateral  Administrator  under 
the  Collateral  Administration  Agreement;  provided,  however,  that  total  payments  pursuant  to 
this  subclause  (ii)  shall  not  exceed,  on  any  Payment  Date  other  than  the  initial  Payment 
Date,  an  amount  equal  to  a  percentage  of  the  Aggregate  Principal  Amount  of  the  Collateral 
Portfolio  equal  to  an  annual  rate  of  0.0275%,  measured  as  of  the  beginning  of  the  Due 
Period  preceding  such  Payment  Date  (and,  with  respect  to  the  initial  Payment  Date, 
0.0164%  (not  annualized)  of  the  Aggregate  Principal  Amount  of  the  Collateral  Portfolio, 
measured  as  of  the  beginning  of  the  Due  Period  preceding  such  Payment  Date); 

(iii)  to  the  payment,  (in  the  order  set  forth  in  the  definition  of  Administrative  Expenses),  of  (a) 
first,  remaining  accrued  and  unpaid  Administrative  Expenses  (other  than  indemnity 
payments)  of  the  Issuers  including  other  amounts  payable  by  the  Issuer  to  the  Collateral 
Manager  under  ihe  Collateral  Management  Agreement  (excluding  any  Collateral 
Management  Fee),  and  to  the  Trustee  and  the  Collateral  Administrator  constituting 
Administrative  Expenses  not  paid  pursuant  to  subclause  (ii)  above,  and  (b)  second. 
remaining  accrued  and  unpaid  Administrative  Expenses  of  the  Issuers  constituting  indemnity 
payments;  provided,  however,  that  such  payments  pursuant  to  this  subclause  (iii),  shall  not 
exceed  (v)  in  the  case  of  the  initial  Payment  Date,  together  with  all  other  Administrative 
Expenses  of  the  Issuers  paid  from  Interest  Proceeds  during  the  immediately  preceding  Due 
Period,  $150,000,  (w)  in  the  case  of  the  second  Payment  Date,  together  with  all  other 
Administrative  Expenses  of  the  Issuers  paid  from  Interest  Proceeds  during  the  two 
immediately  preceding  Due  Periods,  $225,000,,  (x)  in  the  case  of  the  third  Payment  Date, 
together  with  all  other  Administrative  Expenses  of  the  Issuers  paid  from  Interest  Proceeds 
during  the  three  immediately  preceding  Due  Periods,  $300,000,  (y)  in  the  case  of  the  fourth 
Payment  Date,  together  with  all  other  Administrative  Expenses  of  the  Issuers  paid  from 
Interest  Proceeds  during  the  four  immediately  preceding  Due  Periods,  $375,000,  and  (z)  in 
the  case  of  any  other  Payment  Date,  the  greater  of  (i)  the  excess,  if  any,  of  (a)  $300,000 
over  (b)  all  other  Administrative  Expenses  of  the  Issuers  paid  from  Interest  Proceeds  during 
the  four  immediately  preceding  Due  Periods  and  (ii)  $75,000,  in  each  case,  not  including 
amounts  paid  pursuant  to  subclause  (ii)  above; 

(iv)  to  the  payment,  pari  passu,  (1)  to  each  Hedge  Counterparty  of  the  applicable  Hedge 
Payment  Amount;  (2)  of  the  Class  S  Interest  Distribution  Amount;  and  (3)  of  the  Class  S 
Principal  Distribution  Amount; 

(v)  to  the  payment  to  the  Collateral  Manager  of,  first,  the  current  Senior  Collateral  Management 
Fee  in  accordance  with  the  terms  of  the  Collateral  Management  Agreement  and,  then,  any 
accrued  and  previously  unpaid  Senior  Collateral  Management  Fee; 

(vi)        to  the  payment  of  the  Class  A  Interest  Distribution  Amount; 

(vii)       to  the  payment  of  the  Class  B  Interest  Distribution  Amount; 

(viii)  in  the  event  that  either  the  Class  A/B  Par  Value  Test  is  not  satisfied  on  the  immediately 
preceding  Determination  Date  or  the  Class  A/B  Interest  Coverage  Test  is  not  satisfied  on  the 
immediately  preceding  Determination  Date  on  or  after  the  Second  Determination  Date  after 
giving  effect  to  the  payment  of  any  Interest  Proceeds  prior  to  this  subclause  (viii)  and  the 
payment  of  Principal  Proceeds,  if  any,  as  described  in  subclause  (iii)  of  "—Principal 
Proceeds"  below,  to  the  mandatory  redemption  of  the  Class  A  Notes  and  then  the  Class  B 
Notes,  at  the  applicable  Secured  Note  Redemption  Price,  pursuant  to  the  Note  Payment 
Sequence,  to  the  extent  necessary  to  satisfy  the  Class  A/B  Par  Value  Test  and  the  Class 
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A/B  Interest  Coverage  Test,  as  applicable,  or  until  the  Class  A  Notes  and  the  Class  B  Notes 
have  been  paid  in  full; 

(ix)  to  the  payment  of  the  Class  C  Interest  Distribution  Amount  (other  than  the  related  Deferred 
Interest); 

(x)  to  the  payment  of  the  portion  of  the  Class  C  Interest  Distribution  Amount  that  represents  the 
related  Deferred  Interest; 

(xi)  in  the  event  that  either  the  Class  C  Par  Value  Test  is  not  satisfied  on  the  immediately 
preceding  Determination  Date  or  the  Class  C  Interest  Coverage  Test  is  not  satisfied  on  the 
immediately  preceding  Determination  Date  on  or  after  the  Second  Determination  Date  after 
giving  effect  to  the  payment  of  any  Interest  Proceeds  prior  to  this  subclause  (xi)  and  the 
payment  of  Principal  Proceeds,  if  any,  as  described  in  subclause  (iii)  of  "—Principal 
Proceeds"  below,  to  the  mandatory  redemption  of  the  Class  A  Notes,  then  the  Class  B  Notes 
and  then  the  Class  C  Notes,  at  the  applicable  Secured  Note  Redemption  Price,  pursuant  to 
the  Note  Payment  Sequence,  to  the  extent  necessary  to  satisfy  the  Class  C  Par  Value  Test 
and  the  Class  C  Interest  Coverage  Tesi,  as  applicable,  or  until  the  Class  A  Notes,  the  Class 
B  Notes  and  the  Class  C  Notes  have  been  paid  in  full; 

(xii)  to  the  payment  of  the  Class  D  Interest  Distribution  Amount  (other  than  the  related  Deferred 
Interest); 

(xiii)  to  the  payment  of  the  portion  of  the  Class  D  Interest  Distribution  Amount  that  represents  the 
related  Deferred  Interest; 

(xiv)  in  the  event  that  either  the  Class  D  Par  Value  Test  is  not  satisfied  on  the  immediately 
preceding  Determination  Date  or  the  Class  D  Interest  Coverage  Test  is  not  satisfied  on  the 
immediately  preceding  Determination  Date  on  or  after  the  Second  Determination  Date  after 
giving  effect  to  the  payment  of  any  Interest  Proceeds  prior  to  this  subclause  (xiv)  and  the 
payment  of  Principal  Proceeds,  if  any,  as  described  in  subclause  (iii)  of  "—Principal 
Proceeds"  below,  to  the  mandatory  redemption  of  the  Class  A  Notes,  the  Class  B  Notes,  the 
Class  C  Notes  and  the  Class  D  Notes,  at  the  applicable  Secured  Note  Redemption  Price, 
pursuant  to  the  Note  Payment  Sequence,  to  the  extent  necessary  to  satisfy  the  Class  D  Par 
Value  Test  and  the  Class  D  Interest  Coverage  Test,  as  applicable,  or  until  the  Class  A 
Notes,  the  Class  B  Notes,  the  Class  C  Notes  and  the  Class  D  Notes  have  been  paid  in  full; 

(xv)  to  the  payment  of  the  Class  E  Interest  Distribution  Amount  (other  than  the  related  Deferred 
Interest); 

(xvi)  to  the  payment  of  the  portion  of  the  Class  E  Interest  Distribution  Amount  that  represents  the 
related  Deferred  Interest; 

(xvii)  in  the  event  that  the  Class  E  Par  Value  Test  is  not  satisfied  on  the  immediately  preceding 
Determination  Date  after  giving  effect  to  the  payment  of  any  Interest  Proceeds  prior  to  this 
subclause  (xvii)  and  the  payment  of  any  Principal  Proceeds  under  "—Principal  Proceeds" 
below,  to  the  mandatory  redemption  of  the  Class  E  Notes,  at  the  applicable  Secured  Note 
Redemption  Price,  to  the  extent  necessary  to  satisfy  the  Class  E  Par  Value  Test  or  until  the 
Class  E  Notes  have  been  paid  in  full; 

(xviii)  in  the  event  an  Effective  Date  Ratings  Downgrade  Event  has  occurred  and  is  continuing,  to 
the  payment  of  principal  of  the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C  Notes,  the 
Class  D  Notes  and  the  Class  E  Notes,  at  the  applicable  Secured  Note  Redemption  Price, 
pursuant  to  the  Note  Payment  Sequence,  until  such  Effective  Date  Ratings  Downgrade 
Event  no  longer  exists; 
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(xix)  (a)  to  the  payment  to  the  Collateral  Manager  of,  first,  the  current  Subordinated 
Collateral  Management  Fee  in  accordance  with  the  terms  of  the  Collateral 
Management  Agreement  and,  then,  any  accrued  and  previously  unpaid 
Subordinated  Collateral  Management  Fee  plus  interest  thereon  accrued  at  a  rate  of 
LIBOR  for  the  Applicable  Period  plus  3.00%  per  annum  to  the  extent  not  paid  above; 
then 

(b)  during  the  Reinvestment  Period,  the  amount  necessary  to  satisfy  the  Reinvestment 
Test  (but  not  to  exceed  50%  of  the  remaining  Interest  Proceeds  available  on  such 
Payment  Date)  shall  be  used  to  reinvest  in  Collateral  Obligations  or  shall  be 
deposited  into  the  Principal  Collection  Account  (or,  if  required  under  the  terms  of  the 
Indenture,  the  Subordinated  Securities  Principal  Collection  Account)  for  investment 
in  Eligible  Investments  pending  investment  in  such  additional  Collateral  Obligations 
prior  to  the  end  of  the  Reinvestment  Period;  then 

(c)  to  the  payment,  first,  pari  passu,  of  any  accrued  and  unpaid  fees  and  expenses  of 
the  Trustee  and  the  Collateral  Administrator,  and  second,  in  the  order  set  forth  in  the 
definition  of  Administrative  Expenses,  of  any  accrued  and  unpaid  Administrative 
Expenses  of  the  Issuers  (including,  for  the  avoidance  of  doubt  and  without  limitation, 
(1)  indemnities  and  amounts  payable  by  the  Issuer  to  the  Trustee  and  the  Collateral 
Administrator,  (2)  indemnities  and  amounts  payable  by  the  Issuer  to  the  Collateral 
Manager  under  the  Collateral  Management  Agreement  (other  than  the  Collateral 
Management  Fee)  and  (3)  indemnities  and  amounts  payable  by  the  Issuer  pursuant 
to  any  Securities  Lending  Agreement  or  related  collateral  arrangement),  in  each 
case  to  the  extent  not  paid  pursuant  to  subclauses  (ii)  and  (iii)  above;  then 

(d)  to  the  payment  of  any  termination  payments  (including  any  Defaulted  Hedge 
Termination  Payments)  due  to  any  Hedge  Counterparty  payable  by  the  Issuer 
pursuant  to  any  Hedge  Agreements,  to  the  extent  not  paid  from  the  proceeds  of  an 
upfront  payment  to  the  Issuer  under  a  replacement  Hedge  Agreement  and  after 
giving  effect  to  the  payment  of  Principal  Proceeds  as  provided  for  under  subclauses 
(ii)  and  (vi)(b)  under " — Principal  Proceeds"  below;  and  then 

(xx)  the  balance  of  Interest  Proceeds  shall  be  allocated,  pro  rata,  to  each  subclass  of 
Subordinated  Securities  (based  on  the  Aggregate  Outstanding  Amounts  of  each  subclass  of 
Subordinated  Securities)  and  the  amount  so  allocated  to  each  such  subclass  of 
Subordinated  Securities  shall  be  applied  to  the  payment  of: 

(a)  if  such  subclass  of  Subordinated  Securities  is  an  Included  Subclass,  the  amount,  if 
any,  necessary  to  cause  such  Included  Subclass  to  have  realized  an  Internal  Rate  of 
Return  of  12.0%;  then 

(b)  the  amount  of  the  Incentive  Collateral  Management  Fee  with  respect  to  such 
subclass  of  Subordinated  Securities  payable  on  such  Payment  Date;  then 

(c)  to  the  Holders  of  the  Subordinated  Securities  of  such  subclass  as  a  distribution 
thereon,  the  balance  of  the  Interest  Proceeds  so  allocated  to  such  subclass  of 
Subordinated  Securities. 

On  each  Scheduled  Payment  Date,  after  the  application  of  Interest  Proceeds  as  provided  above,  any 
Interest  Reserve  Amount  will  be  applied  to  the  payment  of  the  amounts  referred  to  in  subclauses  (ii)  through 
(xvii)  above,  in  such  order  of  priority,  to  the  extent  such  amounts  are  not  paid  in  full  with  Interest  Proceeds  as 
described  above. 

Interest  Proceeds  may  be  applied  to  the  payment  of  Administrative  Expenses  of  the  Issuers  on  days 
other  than  Payment  Dates;  provided  that,  in  any  Due  Period  such  payments  shall  not  exceed  (v)  in  the  case 
of  the  Due  Period  immediately  prior  to  the  first  Scheduled  Payment  Date,  together  with  all  other 
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Administrative  Expenses  of  the  Issuers  paid  from  Interest  Proceeds  during  the  immediately  preceding  Due 
Period,  $150,000,  (w)  in  the  case  of  the  second  Scheduled  Payment  Date,  together  with  all  other 
Administrative  Expenses  of  the  Issuers  paid  from  Interest  Proceeds  during  the  two  immediately  preceding 
Due  Periods,  $225,000,  (x)  in  the  case  of  the  third  Scheduled  Payment  Date,  together  with  all  other 
Administrative  Expenses  of  the  Issuers  paid  from  Interest  Proceeds  during  the  three  immediately  preceding 
Due  Periods,  $300,000  and  (y)  in  the  case  of  fourth  Scheduled  Payment  Date,  together  with  all  other 
Administrative  Expenses  of  the  Issuers,  paid  from  Interest  Proceeds  during  the  four  immediately  preceding 
Due  Periods,  $375,000  and  (z)  in  the  case  of  any  other  Scheduled  Payment  Date,  the  greater  of  (i)  the 
excess,  if  any,  of  (a)  $300,000  over  (b)  all  other  Administrative  Expenses  of  the  Issuers  paid  from  Interest 
Proceeds  during  the  four  immediately  preceding  Due  Periods  and  (ii)  $75,000;  provided,  further,  that  (a)  such 
payments  do  not  exceed  the  amounts  permitted  to  be  paid  on  the  related  Scheduled  Payment  Date  pursuant 
to  subclause  (iii)  above  and  (b)  sufficient  Interest  Proceeds  have  theretofore  been  received  to  cover  such 
payments. 

Principal  Proceeds.  Without  limiting  any  other  applicable  provision  regarding  the  payment  of 
Principal  Proceeds,  on  each  Payment  Date  and  on  the  Stated  Maturity,  Principal  Proceeds  will  be  distributed 
in  the  following  order  of  priority: 

(i)  to  the  payment  of  the  amounts  referred  to  in  subclauses  (0(a)  and  (ii)  through  (iv)  of  "— 
Interest  Proceeds"  above  (in  the  order  of  priority  set  forth  therein),  but  only  to  the  extent  not 
paid  in  full  thereunder; 

(ii)  to  the  payment  of  (A)  any  net  termination  payments  (other  than  the  amount  of  any  Defaulted 
Hedge  Termination  Payments)  payable  by  the  Issuer  pursuant  to  any  Hedge  Agreements 
and  (B)  any  amounts  payable  into  a  collateral  account  for  the  benefit  of  the  related  Hedge 
Counterparty  (any  such  account,  a  "Counterparty  Account"),  if  any,  in  accordance  with  the 
Indenture  and  the  Hedge  Agreements; 

(iii)  first,  to  the  payment  of  the  amounts  referred  to  in  subclauses  (v)  through  (xvi)  of  "—Interest 
Proceeds"  above,  in  such  order  of  priority,  but,  with  respect  to  subclauses  (v),  (vi),  (vii),  (ix), 
(x),  (xii),  (xiii),  (xv)  and  (xvi),  only  to  the  extent  not  paid  in  full  thereunder  and,  with  respect  to 
subciauses  (viii),  (xi)  and  (xiv),  prior  to  giving  effect  to  the  payment  of  any  Interest  Proceeds, 
if  any,  as  described  in  such  subclauses;  and  second,  to  the  payment  of  the  amounts  referred 
to  in  subclause  (xviii)  of  "—Interest  Proceeds"  above  with  respect  to  the  Secured  Notes 
(other  than  the  Class  S  Notes),  at  the  applicable  Secured  Note  Redemption  Price,  pursuant 
to  the  Note  Payment  Sequence,  to  the  extent  necessary  to  cure  an  Effective  Date  Ratings 
Downgrade  Event  and  only  to  the  extent  that  the  payment  of  Interest  Proceeds  thereunder 
for  such  purpose  is  not  sufficient; 

(iv)        during  the  Reinvestment  Period,  at  the  sole  discretion  of  the  Collateral  Manager: 

(a)  to  the  purchase  or  funding  of  Collateral  Obligations  or  to  the  Principal  Collection 
Account  or  the  Revolving  Credit  Facility  Reserve  Account  (or,  if  required  under  the 
terms  of  the  Indenture,  the  Subordinated  Securities  Principal  Collection  Account)  for 
investment  in  Eligible  Investments  pending  purchase  or  funding  of  Collateral 
Obligations  at  a  later  date  in  accordance  with  the  Reinvestment  Criteria;  and/or 

(b)  to  the  payment  of  principal  of  the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C 
Notes,  the  Class  D  Notes  and  the  Class  E  Notes,  at  the  applicable  Secured  Note 
Redemption  Price,  pursuant  to  the  Note  Payment  Sequence,  to  the  extent  of 
available  funds  therefor,  if  the  Collateral  Manager  determined,  in  its  sole  judgment, 
(which  judgment  shall  not.be  subject  to  question  as  a  result  of  subsequent  events), 
that  it  was  impractical  or  hot  beneficial  to  reinvest  such  Principal  Proceeds  by  the 
end  of  the  applicable  Investment  Due  Period; 

(v)         after  the  Reinvestment  Period, 
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(a)  in  the  case  of  Eligible  Post  Reinvestment  Proceeds,  at  the  sole  discretion  of  the 
Collateral  Manager  (i)  to  the  purchase  or  funding  of  Collateral  Obligations  or  to  the 
Principal  Collection  Account  or  the  Revolving  Credit  Facility  Reserve  Account  (or,  if 
required  under  the  terms  of  the  Indenture,  the  Subordinated  Securities  Principal 
Collection  Account)  for  investment  in  Eligible  Investments  pending  purchase  or 
funding  of  Collateral  Obligations  at  a  later  date,  in  accordance  with  the 
Reinvestment  Criteria,  and  in  the  case  of  additional  Collateral  Obligations,  prior  to 
the  end  of  the  applicable  Investment  Due  Period  or  (ii)  to  the  payment  of  principal  of 
the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C  Notes,  the  Class  D  Notes  and  the 
Class  E  Notes,  at  the  applicable  Secured  Note  Redemption  Price,  pursuant  to  the 
Note  Payment  Sequence;  and 

(b)  in  the  case  of  Principal  Proceeds  other  than  Eligible  Post  Reinvestment  Proceeds,  to 
the  payment  of  principal  of  the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C 
Notes,  the  Class  D  Notes  and  the  Class  E  Notes,  at  the  applicable  Secured  Note 
Redemption  Price,  pursuant  to  the  Note  Payment  Sequence; 

(vi)        after  the  Ciass  A  Noies,  the  Class  3  Notes,  the  Class  C  Notes,  the  Class  D  Notes  and  the 
Class  E  Notes  have  been  paid  in  full, 

(a)  to  the  payment  (i)  first,  pari  passu,  of  any  accrued  and  unpaid  fees,  expenses  and 
indemnities  of  the  Trustee  and  the  Collateral  Administrator  and  (ii)  second,  in  the 
order  set  forth  in  the  definition  of  Administrative  Expenses,  any  other  accrued  and 
unpaid  expenses  of  the  Issuers  (including,  for  the  avoidance  of  doubt,  Administrative 
Expenses,  indemnities  and  amounts  payable  by  the  Issuer  under  the  Collateral 
Management  Agreement  (other  than  the  Collateral  Management  Fee))  to  the  extent 
not  paid  pursuant  to  subclause  (xix)(c)  of  "—Interest  Proceeds"  above;  then 

(b)  to  the  termination  of  any  outstanding  Hedge  Agreements;  then 

(c)  to  the  payment  to  the  Collateral  Manager  of,  first,  the  current  Subordinated 
Collateral  Management  Fee  in  accordance  with  the  terms  of  the  Collateral 
Management  Agreement  and,  then,  any  accrued  and  previously  unpaid 
Subordinated  Collateral  Management  Fee  plus  interest  thereon  accrued  at  a  rate  of 
LIBOR  for  the  Applicable  Period  plus  3.00%  per  annum,  in  each  case,  to  the  extent 
not  paid  pursuant  to  subclause  (xix)(a)  of  "—Interest  Proceeds"  above;  and  then 

(vii)  the  balance  of  Principal  Proceeds  shall  be  allocated,  pro  rata,  to  each  subclass  of 
Subordinated  Securities  (based  on  the  Aggregate  Outstanding  Amounts  of  each  subclass  of 
Subordinated  Securities)  and  the  amount  so  allocated  to  each  such  subclass  of 
Subordinated  Securities  shall  be  applied  to  the  payment  of: 

(a)  if  such  subclass  of  Subordinated  Securities  is  an  Included  Subclass,  the  amount,  if 
any,  necessary  to  cause  such  Included  Subclass  to  have  realized  an  Internal  Rate  of 
Return  of  12.0%;  then 

(b)  the  amount  of  the  Incentive  Collateral  Management  Fee  with  respect  to  such 
subclass  of  Subordinated  Securities  payable  on  such  Payment  Date;  then 

(c)  to  the  Holders  of  the  Subordinated  Securities  of  such  subclass  as  a  distribution 
thereon,  the  balance  of  the  Principal  Proceeds  so  allocated  to  such  subclass  of 
Subordinated  Securities. 

The  calculation  of  any  Par  Value  Test  on  any  Measurement  Date  shall  be  made  by  giving  effect  to  all 
payments  to  be  made  pursuant  to  all  subclauses  of  the  Priority  of  Payments,  as  applicable,  payable  on  the 
Payment  Date  following  such  Measurement  Date.  In  addition  no  Principal  Proceeds  will  be  used  to  pay  a 
subordinated  Class  on  a  Payment  Date  if,  after  giving  effect  to  such  payment,  any  Par  Value  Test  of  a  more 
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senior  Class  of  Secured  Notes  is  failing  on  such  Payment  Date  or  would  fail  as  a  result  of  such  application  of 
the  Principal  Proceeds  on  such  Payment  Date.  See  "Security  for  the  Secured  Notes— The  Coverage  Tests". 

Depending  on  the  requirements  of  the  entity  that  acts  as  Hedge  Counterparty,  the  terms  of  a  Hedge 
Agreement  may  grant  the  Hedge  Counterparty  the  option  to  require  the  Issuer  to  post  collateral  into  a 
Counterparty  Account  if  the  Issuer  fails  the  Class  C  Par  Value  Test,  as  specified  in  subclause  00  under  "— 
Principal  Proceeds".  If  such  posting  requirements  exist,  the  related  Hedge  Counterparty  may  be  required  to 
make  certain  payments  to  the  Issuer  to  compensate  the  Issuer  for  the  effect  of  such  posting. 

On  a  Business  Day  other  than  a  Payment  Date,  Principal  Proceeds  (and  to  the  extent  there  are 
insufficient  Principal  Proceeds,  Interest  Proceeds)  may  be  applied  to  the  payment  of  (a)  any  upfront 
payments  due  to  any  Hedge  Counterparty  or  any  replacement  hedge  counterparty,  as  the  case  may  be,  and 
(b)  any  net  termination  payments  (other  than  the  amount  of  any  Defaulted  Hedge  Termination  Payments) 
payable  by  the  Issuer  pursuant  to  any  Hedge  Agreements. 

Liquidation  Proceeds.  On  any  Payment  Date  on  which  an  optional  redemption  is  occurring  pursuant 
to  the  procedures  described  herein,  Liquidation  Proceeds  will  be  distributed  in  the  following  order  of  priority: 

(i)  to  the  payment  of  the  amounts  referred  to  in  subclauses  (i),  (ii)(A),  (iii)  (without  giving  any 

consideration  to  subclauses  (viii),  (xi),  (xiv)  and  (xviii)  of  "—Interest  Proceeds"  above  which 
would  otherwise  be  incorporated  by  reference)  and  (vi)(a)  (without  giving  any  consideration 
to  the  lead-in  language  to  such  subclause  (vi)  of  "—Principal  Proceeds"  above)  of  "— 
Principal  Proceeds"  above,  in  such  order  of  priority; . 

(ii)  without  duplication  of  the  amounts  paid  above,  to  the  payment  of  the  Secured  Notes  then 
Outstanding  at  the  applicable  Secured  Note  Redemption  Price  plus  accrued  and  unpaid 
interest  and  then  to  any  due  and  unpaid  Defaulted  Hedge  Termination  Payments; 

(iii)  to  the  payment  to  the  Collateral  Manager  of,  first,  the  current  Subordinated  Collateral 
Management  Fee  in  accordance  with  the  terms  of  the  Collateral  Management  Agreement 
and,  then,  any  accrued  and  previously  unpaid  Subordinated  Collateral  Management  Fee 
plus  interest  thereon  accrued  at  a  rate  of  LiBOR  for  the  Applicable  Period  plus  3.00% 
annum;  and 


r*ar 


(iv)  the  balance  of  Liquidation  Proceeds  shall  be  allocated,  pro  rata,  to  each  subclass  of 
Subordinated  Securities  (based  on  the  Aggregate  Outstanding  Amounts  of  each  subclass  of 
Subordinated  Securities)  and  the  amount  so  allocated  to  each  such  subclass  of 
Subordinated  Securities  shall  be  applied  to  the  payment  of: 

(a)  if  such  subclass  of  Subordinated  Securities  is  an  Included  Subclass,  the  amount,  if 
any,  necessary  to  cause  such  Included  Subclass  to  have  realized  an  Internal  Rate  of 
Return  of  12.0%;  then 

(b)  the  amount  of  any  Incentive  Collateral  Management  Fee  with  respect  to  such 
subclass  of  Subordinated  Securities  payable  on  such  Payment  Date;  then 

(c)  to  the  Holders  of  the  Subordinated  Securities  of  such  subclass  as  a  distribution 
thereon,  the  balance  of  the  Liquidation  Proceeds  so  allocated  to  such  subclass  of 
Subordinated  Securities. 

Form  of  the  Secured  Notes 

Each  Class  of  Secured  Notes  sold  in  offshore  transactions  in  reliance  on  Regulation  S  will  be 
represented  by  one  or  more  Regulation  S  Global  Secured  Notes  deposited  with  the  Trustee  as  custodian  for 
DTC  and  registered  in  the  name  of  Cede  &  Co.,  a  nominee  of  DTC,  for  the  respective  accounts  of  Euroclear 
and  Clearstream.  Interests  in  a  Regulation  S  Global  Secured  Note  may  be  held  only  through  Euroclear  or 
Clearstream. 
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The  Secured  Notes  sold  in  reliance  on  Rule  144A  or  another  exemption  under  the  Securities  Act  will 
be  represented  by  one  or  more  Rule  144A  Global  Secured  Notes  deposited  with  the  Trustee  as  custodian  for 
DTC  and  registered  in  the  name  of  Cede  &  Co.,  as  nominee  of  DTC. 

The  Secured  Notes  will  be  subject  to  certain  restrictions  on  transfer  as  set  forth  under  "Transfer 
Restrictions". 

Except  in  the  limited  circumstances  described  herein,  owners  of  beneficial  interests  in  either  the 
Regulation  S  Global  Secured  Notes  or  the  Rule  144A  Global  Secured  Notes  will  not  be  entitled  to  receive 
physical  delivery  of  certificated  Secured  Notes.  The  Secured  Notes  are  not  issuable  in  bearer  form. 

Form  of  the  Subordinated  Securities 

The  Subordinated  Securities  sold  in  offshore  transactions  in  reliance  on  Regulation  S  will  be 
represented  by  one  or  more  Regulation  S  Global  Subordinated  Securities  deposited  with  the  Trustee  as 
custodian  for  DTC  and  registered  in  the  name  of  Cede  &  Co.,  as  nominee  of  DTC,  for  the  respective 
accounts  of  Euroclear  and  Clearstream.  Interests  in  a  Regulation  S  Global  Subordinated  Security  may  be 
held  only  through  Euroclear  or  clearstream. 

The  Subordinated  Securities  sold  to  Accredited  Investors  or  Qualified  Institutional  Buyers  will  each 
be  issued  in  the  form  of  one  or  more  certificated  Subordinated  Securities  in  fully  registered  form,  registered 
in  the  name  of  the  owner  thereof. 

The  Subordinated  Securities  will  be  subject  to  certain  restrictions  on  transfer  as  set  forth  under 
"Transfer  Restrictions". 

Except  in  the  limited  circumstances  described  herein,  owners  of  beneficial  interests  in  the  Regulation 
S  Global  Subordinated  Securities  will  not  be  entitled  to  receive  physical  delivery  of  certificated  Subordinated 
Securities.  The  Subordinated  Securities  are  not  issuable  in  bearer  form. 

The  Indenture 

The  following  summary  describes  certain  provisions  of  the  Indenture.  The  summary  does  not 
purport  to  be  complete  and  is  subject  to,  and  qualified  in  its  entirety  by  reference  to,  the  provisions  of  the 
Indenture. 

Events  of  Default.  An  "Event  of  Default"  is  defined  in  the  Indenture  as: 

(a)  a  default  in  the  payment,  when  due  and  payable,  of  any  interest  on  any  Class  S  Note,  on 
any  Class  A  Note  or  Class  B  Note,  or  if  there  are  no  Class  S  Notes,  Class  A  Notes  or  Class 
B  Notes  Outstanding,  any  Class  C  Note,  or  if  there  are  no  Class  S  Notes,  Class  A  Notes, 
Class  B  Notes  or  Class  C  Notes  Outstanding,  any  Class  D  Note,  or  if  there  are  no  Class  S 
Notes,  Class  A  Notes,  Class  B  Notes,  Class  C  Notes  or  Class  D  Notes  Outstanding,  any 
Class  E  Note,  which  default  in  each  case  shall  continue  for  a  period  of  five  Business  Days 
(or,  in  the  case  of  a  default  in  payment  resulting  solely  from  an  administrative  error  or 
omission  by  the  Trustee,  any  paying  agent  or  the  Registrar,  such  default  continues  for  a 
period  of  five  or  more  Business  Days  after  the  Trustee  receives  written  notice  of  or  has 
actual  knowledge  of  such  administrative  error  or  omission); 

(b)  a  default  in  the  payment  of  principal  on  any  Secured  Note  at  its  Stated  Maturity  or 
Redemption  Date  (unless  notice  of  such  redemption  has  been  timely  withdrawn); 

(c)  the  failure  on  any  Payment  Date  to  disburse  amounts  available  in  the  Payment  Account  in 
excess  of  $1 ,000  in  accordance  with  the  Priority  of  Payments  and  continuation  of  such 
failure  for  a  period  of  ten  Business  Days  (provided,  if  such  failure  results  solely  from  an 
administrative  error  or  omission  by  the  Trustee,  such  default  continues  for  a  period  often  or 
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more  Business  Days  after  the  Trustee  receives  written  notice  of  or  has  actual  knowledge  of 
such  administrative  error  or  omission); 

(d)  as  of  any  Measurement  Date  after  the  Initial  Investment  Period,  so  long  as  the  Class  A 
Notes  are  Outstanding,  the  Class  A  Par  Value  Ratio  is  less  than  100%; 

(e)  a  circumstance  in  which  either  of  the  Issuers  or  the  pool  of  Collateral  becomes  an 
investment  company  required  to  be  registered  under  the  Investment  Company  Act; 

(f)  a  default  in  the  performance,  in  a  material  respect,  or  breach,  in  a  material  respect,  of  any 
covenant,  representation,  warranty  or  other  agreement  of  the  Issuers  in  the  Indenture  (other 
than  a  covenant  or  agreement  which  is  specifically  addressed  elsewhere  in  the  Indenture)  (it 
being  understood  that  a  failure  to  satisfy  a  Collateral  Quality  Test,  a  Coverage  Test,  the 
Reinvestment  Test  or  a  Concentration  Limitation  does  not  constitute  a  default  or  breach)  or 
in  any  certificate  or  other  writing  delivered  pursuant  hereto  or  in  connection  herewith  or  if  any 
representation  or  warranty  of  the  Issuers  in  the  Indenture  or  in  any  certificate  or  writing 
delivered  pursuant  hereto  proves  to  be  incorrect  in  any  material  respect  when  made,  and,  in 

l. u.. *: _„~~    „«•  <.,,nh   Anfr%,,u   nr  kiraoi-h   fnr  a   norinrl   nf  "ifl   Have   nftpr  written 
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notice  thereof  shall  have  been  given  to  the  Issuers  and  the  Collateral  Manager  by  the 
Trustee  or  to  the  Issuers,  the  Collateral  Manager  and  the  Trustee  by  the  Holders  of  at  least 
25%  of  the  Aggregate  Outstanding  Amount  of  the  Controlling  Class,  specifying  such  default, 
breach  or  failure  and  requiring  it  to  be  remedied  and  stating  that  such  notice  is  a  "Notice  of 
Default"  under  the  Indenture; 

(g)  the  entry  of  a  decree  or  order  by  a  court  having  competent  jurisdiction  adjudging  either  of  the 
Issuers  as  bankrupt  or  insolvent  or  granting  an  order  for  relief  or  approving  as  properly  filed 
a  petition  seeking  reorganization,  arrangement,  adjustment  or  composition  of  or  in  respect  of 
either  of  the  Issuers  under  the  Bankruptcy  Code,  the  bankruptcy  or  insolvency  laws  of  the 
Cayman  Islands  (with  respect  to  the  Issuer)  or  any  other  applicable  law,  or  appointing  a 
receiver,  liquidator,  assignee,  or  sequestrator  (or  other  similar  official)  of  either  of  the  Issuers 
or  of  any  substantial  part  of  its  property,  or  ordering  the  winding  up  or  liquidation  of  its  affairs; 

-_.    -_    :_.._i a --..-    „„   nmnsArflnn    cKoll    ho    /vimmonporl    pnoinct    oithpr  nf  thft    Issuers 
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seeking  any  of  the  foregoing  and  such  case  or  proceeding  shall  continue  in  effect  for  a 
period  of  60  consecutive  days;  or 

(h)  the  institution  by  either  of  the  Issuers  of  proceedings  to  be  adjudicated  as  bankrupt  or 
insolvent,  or  the  consent  by  it  to  the  institution  of  bankruptcy  or  insolvency  proceedings 
against  it,  or  the  filing  by  either  of  the  Issuers  of  a  petition  or  answer  or  consent  seeking 
reorganization  or  relief  under  the  Bankruptcy  Code,  the  bankruptcy  and  insolvency  laws  of 
the  Cayman  Islands  (with  respect  to  the  Issuer)  or  any  other  applicable  law,  or  the  consent 
by  it  to  the  filing  of  any  such  petition  or  to  the  appointment  of  a  receiver,  liquidator,  assignee, 
trustee  or  sequestrator  (or  other  similar  official)  of  either  of  the  Issuers  or  of  any  substantial 
part  of  its  property,  or  the  making  by  it  of  an  assignment  for  the  benefit  of  creditors,  or  the 
admission  by  it  in  writing  of  its  inability  to  pay  its  debts  generally  as  they  become  due,  or  the 
taking  of  any  action  by  either  of  the  Issuers  in  furtherance  of  any  such  action. 

If  an  Event  of  Default  shali  have  occurred  and  be  continuing,  the  Trustee  may,  by  notice  to  the 
Issuers  and  the  Collateral  Manager  or  shall,  at  the  written  direction  of  a  Majority  of  the  Controlling  Class  by 
notice  to  the  Issuers  (and  the  Trustee  shall  in  turn  provide  notice  to  the  Holders  of  all  Securities  then 
Outstanding  and  the  Collateral  Manager),  subject  to  the  Indenture,  declare  the  principal  of  and  accrued  and 
unpaid  interest  on  all  the  Secured  Notes  to  be  immediately  due  and  payable  (except  that,  in  the  case  of  an 
Event  of  Default  described  in  subclause  (g)  or  (h)  above,  such  an  acceleration  will  occur  automatically  and 
shall  not  require  any  action  by  the  Trustee  or  any  Securityholder). 

At  anytime  after  such  a  declaration  of  acceleration  of  the  Stated  Maturity  of  the  Secured  Notes  has 
been  made  and  before  a  judgment  or  decree  for  payment  of  the  money  due  has  been  obtained  by  the 
Trustee  as  provided  in  accordance  with  the  terms  of  the  Indenture,  a  Majority  of  the  Controlling  Class,  by 
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written  notice  to  the  Issuers,  the  Collateral  Manager  and  the  Trustee,  may  rescind  and  annul  such 
declaration  and  its  consequences  if: 

(0  the  Issuer  or  the  Co-Issuer  has  paid  or  deposited  with  the  Trustee  a  sum  sufficient  to  pay, 

and  shall  pay: 

(A)  all  overdue  installments  of  interest  on  and  principal  of  the  Secured  Notes  (other  than 
amounts  due  solely  as  a  result  of  such  acceleration); 

(B)  to  the  extent  that  payment  of  such  interest  is  lawful,  interest  upon  any  Deferred 
Interest  and  Defaulted  Interest  at  the  applicable  Note  Interest  Rates; 

(C)  all  unpaid  taxes  and  Administrative  Expenses  and  other  sums  paid  or  advanced  by 
the  Trustee  under  the  Indenture  and  the  reasonable  compensation,  expenses, 
disbursements  and  advances  of  the  Trustee  and  its  agents  and  counsel;  and 

(D)  all  amounts  then  due  and  payable  to  any  Hedge  Counterparty;  and 

(ii)  the  Trustee  has  determined  that  either  (1)  all  Events  of  Default,  other  than  the  non-payment 
of  the  interest  on  or  principal  of  Secured  Notes  that  have  become  due  solely  by  such 
acceleration,  have  been  cured  and  a  Majority  of  the  Controlling  Class  by  written  notice  to  the 
Trustee  has  agreed  with  such  determination  or  (2)  a  Majority  of  the  Controlling  Class  by 
written  notice  to  the  Trustee  has  waived  such  Event  of  Default  as  provided  in  the  Indenture. 

If  an  Event  of  Default  shall  have  occurred  and  be  continuing  and  an  acceleration  has  occurred,  the 
Trustee  shall  retain  the  Collateral,  collect  and  cause  the  collection  of  the  proceeds  thereof  and  make  and 
apply  all  payments  and  deposits  in  the  manner  described  under  "Description  of  the  Securities— Priority  of 
Payments"  unless: 

(a)  the  Trustee  determines,  and  a  Majority  of  the  Controlling  Class  agrees  with  such 
determination,  that  the  anticipated  proceeds  of  a  sale  or  liquidation  of  the  Collateral  (after 
deducting  the  expenses  of  such  sale  or  liquidation)  wouid  be  sufficient  to  pay  in  full  the  sum 
of: 

(0  the  principal  and  accrued  interest  with  respect  to  all  the  Outstanding  Secured  Notes, 

(ii)         (A)  all  Administrative  Expenses;  (B)  the  net  amount,  if  any,  then  payable  to  Hedge 
Counterparties  by  the  Issuer;  and  (C)  all  other  items  prior  in  the  Priority  of  Payments 
"  to  payments  on  the  Secured  Notes,  and 

(iii)  up  to  15%  of  the  sum  of  the  amounts  described  in  subclause  (i)  and  (ii)  above  based 
on  the  time  elapsed  between  the  confirmation  of  such  determination  by  an 
Independent  certified  public  accountant  and  the  sale  of  the  Collateral  Obligations 
and  Eligible  Investments;  or 

(b)  the  Holders  of  at  least  66  2/3%  of  the  Aggregate  Outstanding  Amount  of  each  Class  of 
Secured  Notes  (each  Class  voting  separately)  direct  the  sale  and  liquidation  of  the 
Collateral. 

Notwithstanding  any  provision  to  the  contrary  contained  herein,  if  an  Event  of  Default  should  occur 
and  be  continuing,  the  Trustee  will  make  payments  to  the  Holders  of  the  Securities  only  in  the  manner 
7  described  in  "Description  of  the  Securities— Priority  of  Payments,"  except  that  if  acceleration  has  occurred  in 
accordance  with  the  terms  of  the  Indenture,  or  if  a  Payment  Default  has  occurred  and  has  not  been  cured  or 
waived,  no  interest  (including  any  Deferred  Interest)  shall  be  payable  on  any  Class  of  Securities  until  the 
Aggregate  Outstanding  Amount  of  all  Classes  of  Securities  that  are  senior  to  such  Class  of  Securities,  if  any, 
have  been  repaid  in  full. 
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A  Majority  of  the  Controlling  Class  will  have  the  right  to  direct  the  Trustee  in  the  conduct  of  any 
proceedings  or  in  the  sale  of  any  or  all  of  the  Collateral,  but  only  if  (i)  such  direction  will  not  conflict  with  any 
rule  of  law  or  the  Indenture  (including  the  limitations  described  in  the  paragraph  above),  (ii)  the  Trustee 
determines  that  such  action  will  not  involve  it  in  liability  or  expense  (unless  the  Trustee  has,  in  its  opinion, 
received  reasonably  satisfactory  indemnity  against  any  such  liability  and  expense)  and  (iii)  any  such  sale  of 
any  or  all  of  the  Collateral  is  at  market  prices. 

Subject  to  the  provisions  of  the  Indenture  relating  to  the  duties  of  the  Trustee,  in  the  event  that  an 
Event  of  Default  occurs  and  is  continuing,  the  Trustee  is  under  no  obligation  to  exercise  any  of  the  rights  or 
powers  under  the  Indenture  at  the  request  of  any  Holders  of  Securities,  unless  such  Holders  have  offered  to 
the  Trustee  reasonable  security  or  indemnity  in  the  opinion  of  the  Trustee.  A  Majority  of  the  Controlling 
Class  may,  in  certain  cases,  waive  any  default  with  respect  to  such  Securities,  except  (i)  a  Payment  Default 
or  (ii)  a  default  in  respect  of  a  covenant  or  provision  of  the  Indenture  that  cannot  be  modified  or  amended 
without  the  waiver  or  consent  of  the  Holder  of  each  Outstanding  Security  adversely  affected  thereby  or  (iii)  a 
default  in  respect  of  a  covenant  or  provision  for  the  individual  protection  or  benefit  of  the  Trustee,  without  its 
consent. 

No  Securityholder  will  have  the  right  to  institute  any  proceeding  with  respect  to  the  Indenture  unless 
(i)  such  Holder  previously  has  given  to  the  Trustee  written  notice  of  a  continuing  Event  of  Default;  00  except 
in  the  case  of  a  default  in  the  payment  of  principal  or  interest,  the  Holders  of  at  least  25%  of  the  Aggregate 
Outstanding  Amount  of  the  Controlling  Class  have  made  a  written  request  upon  the  Trustee  to  institute  such 
proceedings  in  its  own  name  as  Trustee  and  such  Holders  have  offered  the  Trustee  reasonable  indemnity; 
(iii)  the  Trustee  has  for  30  days  failed  to  institute  any  such  proceeding;  and  (iv)  no  direction  inconsistent  with 
such  written  request  has  been  given  to  the  Trustee  during  such  30-day  period  by  a  Majority  of  the  Controlling 
Class. 

The  Issuer  shall  not  terminate  any  Hedge  Agreements  in  connection  with  the  liquidation  of  Collateral 
pursuant  to  the  Indenture,  unless  and  until  the  conditions  set  forth  in  the  Indenture  and  described  above  for 
liquidation  of  the  Collateral  have  been  satisfied. 

See  "Glossary  of  Defined  Terms — Outstanding"  for  determining  whether  the  Holders  of  the  requisite 
percentage  of  Securities  have  given  any  direction,  notice  or  consent. 

Notices.  Notices  to  the  Holders  of  the  Securities  shall  be  given  by  first  class  mail,  postage  prepaid, 
to  each  Holder  of  Securities  at  the  address  appearing  in  the  Register.  In  addition,  for  so  long  as  the 
Securities  are  listed  on  the  Irish  Stock  Exchange  and  so  long  as  the  rules  of  such  Exchange  so  require,  as 
determined  by  the  Irish  Listing  Agent,  notices  to  the  Holders  of  the  Securities  shall  also  be  given  by 
publication  in  the  Official  List. 

Modification  of  Indenture.  The  Issuers  and  the  Trustee  may  enter  into  one  or  more  supplemental 
indentures  without  obtaining  the  consent  of  Holders  of  the  Securities  if  either:  (x)  such  supplemental 
indenture  would  have  no  material  adverse  effect  on  any  of  the  Holders  of  the  Securities  (as  evidenced  by  an 
opinion  of  counsel  (which  may  be  supported  as  to  factual  (including  financial  and  capital  markets)  matters  by 
a  certificate  of  an  officer  of  the  Collateral  Manager  and  other  documents  necessary  or  advisable  in  the 
judgment  of  counsel  delivering  the  opinion)  or  (y)  such  supplemental  indenture  is  for  any  of  the  following 
purposes: 

(i)  to  evidence  the  succession  of  any  person  to  either  the  Issuer  or  Co-Issuer  and  the 

assumption  by  any  such  successor  of  the  covenants  of  the  Issuer  or  Co-Issuer  in  the 
Securities  and  the  Indenture; 

«.-_  -("X        t0  add  to  the  covenants  of  the  Issuers  or  the  Trustee  for  the  benefit  of  the  Holders  of  the 
Securities  or  to  surrender  any  right  or  power  conferred  upon  the  Issuers; 

(iii)  to  convey,  transfer,  assign,  mortgage  or  pledge  any  property  to  or  with  the  Trustee,  or  add  to 
the  conditions,  limitations  or  restrictions  on  the  authorized  amount,  terms  and  purposes  of 
the  issue,  authentication  and  delivery  of  the  Securities; 

-47- 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-001 91 8281 


Footnote  Exhibits  -  Page  5061 

(iv)  to  evidence  and  provide  for  the  acceptance  of  appointment  by  a  successor  trustee  and  to 
add  to  or  change  any  of  the  provisions  of  the  Indenture  as  shall  be  necessary  to  facilitate  the 
administration  of  the  trusts  under  the  Indenture  by  more  than  one  Trustee; 

(v)  to  correct  or  amplify  the  description  of  any  property  at  any  time  subject  to  the  lien  of  the 
Indenture,  or  to  correct,  amplify  or  otherwise  improve  upon  any  pledge,  assignment  or 
conveyance  to  the  Trustee  of  any  property  subject  to  or  required  to  be  subject  to  the  lien  of 
the  Indenture  (including,  without  limitation,  any  and  all  actions  necessary  or  desirable  as  a 
result  of  changes  in  applicable  law  or  regulations)  or  to  cause  any  additional  property  to  be 
subject  to  the  lien  of  the  Indenture; 

(vi)  to  modify  the  restrictions  on  and  procedures  for  resales  and  other  transfers  of  Securities  to 
reflect  any  changes  in  applicable  law  or  regulation  (or  the  interpretation  thereof)  or  to  enable 
the  Issuers  to  rely  upon  any  exemption  from  registration  under  the  Securities  Act  or  the 
Investment  Company  Act  or  to  remove  restrictions  on  resale  and  transfer  to  the  extent  not 
required  thereunder; 

....  ....  ..   ....  • !_.* —  ^MnirA  m-tuvA  nn\t  r»mhiim  litw  /a\  aricinn  imrlprthp 

(vii)  to  otnerwise  correct  any  mujii&isieu^y  <j\  imoicmo  ui  ^uic  any  dmi/^ui.j  v~,  „..~...a  _. — .  — 
Indenture  or  (b)  in  connection  with  the  final  offering  circular  or  any  other  transaction 
document; 

(viii)  to  take  any  action  necessary  or  advisable  to  prevent  the  Issuer  or  the  Trustee  from 
becoming  subject  to  withholding  or  other  taxes,  fees  or  assessments  or  to  prevent  the  Issuer 
from  being  treated  as  engaged  in  a  United  States  trade  or  business  or  otherwise  being 
subject  to  United  States  federal,  state  or  local  income  tax  on  a  net  income  basis; 

(ix)  to  facilitate  the  issuance  of  additional  Securities  or  Replacement  Notes  pursuant  to  the 
Indenture; 

(x)  to  modify  certain  representations  and  warranties  relating  to  the  Trustee's  security  interest  in 
the  Collateral; 

(xi)  to  facilitate  (A)  the  listing  of  any  of  the  Securities  on  any  exchange  and/or  (B)  compliance 
with  the  rules  of  such  exchange; 

(xii)       to  facilitate  the  issuance  of  combination  securities  or  other  similar  securities; 

(xiii)  to  change  the  minimum  denomination  of  the  Securities,  but  in  no  event  may  denominations 
be  less  than  the  amount  of  the  Dollar  equivalent  of  €50,000; 

(xiv)  to  facilitate  securities  lending  {provided  that  no  Securityholders  are  materially  adversely 
affected  thereby); 

(xv)  to  accommodate  the  acquisition  of  Synthetic  Securities  so  long  as  the  related  changes  are 
administrative  or  mechanical  in  nature; 

(xvi)  to  accommodate  the  issuance  of  any  Securities  in  book-entry  form  through  the  facilities  of 
DTC  or  otherwise; 

(xvii)  to  amend  the  definition  of  "Eligible  Investment"  (and  the  related  definitions)  to  include  such 
other  Eligible  Investments  that  S&P  has  confirmed  in  writing  to  the  Trustee  or  the  Collateral 
Manager  at  the  time  of  investment  therein  will  not  cause  it  to  reduce  or  withdraw  its  then 
current  rating  of  any  Class  of  Secured  Notes; 

(xviii)  to  amend  the  definition  of  "Synthetic  Security"  (other  than  subclause  (i),  00,  or  (iii)  of  such 
definition)  or  "Reference  Obligation"  if  any  of  the  Rating  Agencies  changes  its  methodologies 
with  respect  to  Synthetic  Securities; 
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(xix)  to  take  any  action  necessary  or  advisable  in  the  reasonable  judgment  of  the  Issuer  or  the 
Collateral  Manager  for  the  Issuer  to  comply  with  the  European  Union  Transparency 
Obligations  Directive  or  to  permit  the  Issuers  to  de-list  any  listed  Class  of  Securities  in 
accordance  with  the  Indenture; 

(xx)  to  evidence  any  waiver  by  any  Rating  Agency  as  to  any  requirement  or  condition,  as 
applicable,  of  the  Rating  Agency  in  the  Indenture; 

(xxi)      to  facilitate  hedging  transactions; 

(xxii)  to  modify  any  provision  to  facilitate  an  exchange  of  one  security  for  another  security  of  the 
same  issuers  that  has  substantially  identical  terms  except  transfer  restrictions,  including  to 
effect  any  serial  designation  relating  to  the  exchange;  or 

(xxiii)  with  the  consent  in  writing  of  the  Collateral  Manager,  and  upon  certification  in  writing  from, 
the  Collateral  Manager: 


- -    •  — O    I  t>!C*l^\J 


1.  to  modify  tne  restrictions  on  me  saies  or  me  uunaiciai  \_>unyauuuo  vaiiu  "■ 
definitions);  and 

2.  to  enter  into  any  additional  agreement  not  expressly  prohibited  by  the  Indenture  as 
well  as  any  amendment,  modification,  or  waiver; 

provided,  that,  in  each  case  above  in  this  item  (xxiii),  the  Issuer  has  determined  that  the 
amendment,  modification,  supplemental  indenture  or  waiver  would  not  be  materially  adverse 
to  holders  of  any  Class  of  Securities,  as  evidenced  by  an  opinion  of  counsel  (which  may  be 
supported  as  to  factual  (including  financial  and  capital  markets)  matters  by  a  certificate  of  an 
officer  of  the  Collateral  Manager  and  other  documents  necessary  or  advisable  in  the 
judgment  of  counsel  delivering  the  opinion). 

The  Trustee  may,  based  upon  an  officer's  certificate  and  an  opinion  of  counsel  provided  to  the 
Trustee  by  the  party  requesting  such  amendment,  determine  whether  or  noi  the  Holders  of  Securities  would 
be  materially  adversely  affected  by  any  supplemental  indenture  (after  giving  notice  of  such  change  to  the 
Holders  of  Securities),  and  such  determination  shall  be  conclusive  on  all  present  and  future  Holders.  In 
executing  any  such  supplemental  indenture,  the  Trustee  shall  be  entitled  to  rely  upon  such  officer's  certificate 
and  opinion  of  counsel. 

The  Issuers  and  the  Trustee  may  also  enter  into  one  or  more  supplemental  indentures,  without 
obtaining  the  consent  of  Holders  of  the  Securities,  whether  or  not  adversely  affected  thereby,  but  with  the 
consent  of  the  Collateral  Manager,  so  long  as  each  of  the  S&P  Rating  Condition  and  the  Moody's  Rating 
Condition  has  been  satisfied,  for  any  of  the  following  purposes: 

(i)  to  change  any  of  the  components  of  the  Ratings  Matrix; 

(ii)  to  change  the  Moody's  Minimum  Weighted  Average  Recovery  Rate  Test; 

(iii)  to  change  the  S&P  Minimum  Weighted  Average  Recovery  Rate  Test;  or 

(iv)  to  reflect  changes  in  Rating  Agency  methodologies. 

With  the  consent  of  a  Majority  of  the  Outstanding  Securities  of  each  Class  of  Securities  materially 
and  adversely  affected  thereby,  the  Trustee  and  the  Issuers  may  execute  a  supplemental  indenture  to  add 
provisions  to,  or  change  in  any  manner  or  eliminate  any  provisions  of,  the  Indenture  or  modify  in  any  manner 
the  rights  of  the  Holders  of  the  Securities;  provided  that,  without  the  consent  of  each  Holder  of  each 
Outstanding  Security  of  each  Class  adversely  affected  thereby,  no  supplemental  indentures  may  be  entered 
into  which: 
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(i)  change  the  Stated  Maturity  of  the  principal  of  any  Secured  Note,  or  the  date  on  which  any 

installment  of  principal  or  interest  on  any  Secured  Note  is  due  and  payable,  change  the  date 
of  any  scheduled  distribution  on  the  Subordinated  Securities,  reduce  the  principal  amount  of 
any  Secured  Note  or  the  Note  Interest  Rate  or  the  redemption  price  with  respect  to  any 
Secured  Note,  change  the  earliest  specified  date  on  which  any  Security  may  be  redeemed, 
change  the  provisions  of  the  Indenture  for  the  application  of  Proceeds  of  any  Collateral  to 
the  payment  of  principal  of  or  interest  on  the  Secured  Notes  or  to  the  payment  of 
distributions  on  the  Subordinated  Securities  or  change  any  place  where,  or  the  coin  or 
currency  in  which,  any  Secured  Note  or  the  principal  thereof  or  interest  thereon  is  payable  or 
any  Subordinated  Security  or  distributions  thereon  are  payable,  or  impair  the  right  to  institute 
suit  for  the  enforcement  of  any  such  payment  on  or  after  the  Stated  Maturity  thereof  (or,  in 
the  case  of  redemption  of  a  Security,  on  or  after  the  applicable  Redemption  Date  of  such 
Security); 

(ii)  reduce  the  percentage  of  the  Aggregate  Outstanding  Amount  of  Securities  of  each  Class  the 
consent  of  the  Holders  of  which  is  required  for  the  authorization  of  any  such  supplemental 
indenture,  or  the  consent  of  the  Holders  of  which  is  required  for  any  waiver  of  compliance 
with  certain  provisions  of  the  Indenture  or  certain  defaults  thereunder  and  their 
consequences; 

(iii)        impair  or  adversely  affect  the  Collateral  except  as  otherwise  permitted  by  the  Indenture; 

(iv)  except  as  expressly  provided  in  the  Indenture  and  other  than  the  lien  of  the  Indenture,  permit 
the  creation  of  any  lien  with  respect  to  any  part  of  the  Collateral  or  terminate  such  lien  on 
any  property  at  any  time  subject  thereto  or  deprive  any  Holder  of  a  Secured  Note  or  the 
Trustee  of  the  security  afforded  by  the  lien  of  the  Indenture; 

(v)  reduce  the  percentage  of  Holders  of  the  Secured  Notes  of  each  Class  whose  consent  is 
required  to  request  the  Trustee  to  preserve  the  Collateral  or  rescind  the  Trustee's  election  to 
preserve  the  Collateral  or  to  sell  or  liquidate  the  Collateral  pursuant  to  the  Indenture; 

(vi)  modify  any  of  the  provisions  of  the  Indenture  with  respect  to  any  supplemental  indenture 
except  to  increase  the  percentage  of  Outstanding  Securities  whose  Holders'  consent  is 
required  for  any  such  action  or  to  provide  that  other  provisions  of  the  Indenture  cannot  be 
modified  or  waived  without  the  consent  of  the  Holder  of  each  Outstanding  Security  adversely 
affected  thereby; 

(vii)       modify  the  definition  in  the  Indenture  of  the  term  "Outstanding"; 

(viii)  modify  any  of  the  provisions  of  the  Indenture  in  such  a  manner  as  to  (a)  affect  the  calculation 
of  the  amount  of  any  payment  of  interest  on  or  principal  of  any  Secured  Note,  (b)  modify  any 
amount  distributable  to  the  Holders  of  the  Subordinated  Securities  on  any  Payment  Date  or 
(c)  affect  the  right  of  the  Holders  of  the  Securities  to  the  benefit  of  any  provisions  for  the 
redemption  of  the  Securities  contained  therein; 

(ix)  amend  any  provision  of  the  Indenture  or  any  other  agreement  entered  into  by  the  Issuer  with 
respect  to  the  transactions  contemplated  hereby  relating  to  the  institution  of  proceedings  for 
the  Issuer  or  the  Co-Issuer  to  be  adjudicated  as  bankrupt  or  insolvent,  or  the  consent  of  the 
Issuer  or  the  Co-Issuer  to  the  institution  of  bankruptcy  or  insolvency  proceedings  against  it, 
or  the  filing  with  respect  to  the  Issuer  or  the  Co-Issuer  of  a  petition  or  answer  or  consent 
seeking  reorganization,  arrangement,  moratorium  or  liquidation  proceedings,  or  other 
proceedings  under  the  Bankruptcy  Code  or  any  similar  laws,  or  the  consent  of  the  Issuer  or 
the  Co-Issuer  to  the  filing  of  "any  such  petition  or  the  appointment  of  a  receiver,  liquidator, 
assignee,  trustee  or  sequestrator  (or  other  similar  official)  of  the  Issuer  or  the  Co-Issuer  or 
any  substantial  part  of  its  property,  respectively;  or 
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(x)  amend  any  limited  recourse  provision  of  the  Indenture  or  any  limited  recourse  provision  of 
any  other  agreement  entered  into  by  the  Issuer  or  the  Co-Issuer  with  respect  to  the 
transactions  contemplated  hereby  (which  limited  recourse  provision  provides  that  the 
obligations  of  the  Issuer  or  the  Co-Issuer,  as  the  case  may  be,  are  limited  recourse 
obligations  of  the  Issuer  or  the  Co-Issuer,  as  the  case  may  be,  payable  solely  from  the 
Collateral  in  accordance  with  the  terms  of  the  Indenture). 

Unless  the  Collateral  Manager  has  been  given  prior  written  notice  of  such  amendment  and  has 
consented  thereto  in  writing,  such  consent  being  in  the  sole  discretion  of  the  Collateral  Manager,  no 
supplemental  indenture  may  (a)  affect  the  obligations  or  rights  of  the  Collateral  Manager  including,  without 
limitation,  modifying  the  restrictions  on  the  purchases  or  sales  of  Collateral  Obligations  or  the  Eligibility 
Criteria,  the  Collateral  Quality  Tests,  the  Coverage  Tests  or  the  Concentration  Limitations  or  expanding  or 
restricting  the  Collateral  Manager's  discretion  or  (b)  affect  the  amount  or  priority  of  any  fees  or  other  amounts 
payable  to  the  Collateral  Manager  under  the  Collateral  Management  Agreement  and  the  Indenture. 

Under  the  Indenture,  in  connection  with  any  supplemental  indenture,  the  Trustee  will,  for  so  long  as 
the  Secured  Notes  are  Outstanding  and  rated  by  the  Rating  Agencies,  mail  a  copy  of  any  proposed 
suppiementai  indenture  to  the  Rating  Agencies  not  later  than  15  Business  Days  prior  to  the  execution  of 
such  proposed  supplemental  indenture,  and  no  such  supplemental  indenture  shall  be  entered  into  unless 
S&P  shall  confirm  in  writing  that  such  proposed  supplemental  indenture  would  not  cause  the  rating  of  any 
Class  of  Secured  Notes  to  be  reduced  or  withdrawn. 

Additional  Issuance.  The  Indenture  will  provide  that  additional  Securities  of  all  existing  Classes  of 
Securities  may  be  issued  and  the  Issuer  may  use  the  proceeds  to  purchase  additional  Collateral  Obligations 
and,  if  applicable,  enter  into  additional  Hedge  Agreements  if  the  following  conditions  are  satisfied: 

(a)  such  additional  issuances  may  not  exceed  100%  in  the  aggregate  of  the  original  principal  or 
notional  amount  of  each  applicable  Class  of  Securities; 

(b)  such  additional  Securities  must  be  issued  for  a  cash  sales  price; 

(c)  additional  Securities  of  the  existing  Secured  Notes  must  be  issued  in  a  pro  rata  amount 
(based  on  the  then  Aggregate  Outstanding  Amount  of  each  Class  of  Securities),  other  than 
the  Class  S  Notes  which  may  or  may  not  be  issued  in  a  pro  rata  amount; 

(d)  the  terms  (other  than  the  date  of  issuance,  the  issue  price,  the  CUSIP  and  the  date  from 
which  interest  will  accrue  or,  in  the  case  of  the  Subordinated  Securities,  the  date  from  which 
the  Holders  of  Subordinated  Securities  are  entitled  to  receive  Interest  Proceeds  and 
Principal  Proceeds  as  distributions  thereon)  of  such  additional  Securities  must  be  identical  to 
the  terms  of  the  previously  issued  Securities  of  the  Class  of  which  such  additional  Securities, 
as  applicable,  are  a  part; 

(e)  the  Moody's  Rating  Condition  and  the  S&P  Rating  Condition  must  be  satisfied  with  respect 
to  such  additional  issuance; 

(f)  the  Holders  of  the  Subordinated  Securities  shall  have  been  notified  in  writing  at  least  30 
days  prior  to  such  issuance  and  shall  have  been  afforded  the  first  opportunity  to  purchase 
additional  Subordinated  Securities  in  an  amount  equal  to  the  percentage  of  the  Aggregate 
Outstanding  Amount  of  Subordinated  Securities  each  Holder  held  immediately  prior  to  such 
issuance  (the  "Subordinated  Securities  Anti-Dilution  Percentage")  of  such  additional 
Subordinated  Securities  and  on  the  same  terms  offered  to  investors  generally  and  a  Majority 
of  the  Subordinated  Securities  consent  to  such  additional  issuance; 

(g)  the  Collateral  Manager  shall  have  consented  in  writing  to  such  additional  issuance; 
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(h)  an  opinion  of  counsel  will  be  delivered  to  the  Trustee  to  the  effect  that  none  of  the  Issuer,  the 
Co-Issuer  or  the  pool  of  Collateral  will  be  required,  as  a  result  of  such  issuance,  to  be 
registered  as  an  investment  company  under  the  Investment  Company  Act; 

(i)  an  opinion  of  tax  counsel  of  nationally  recognized  standing  in  the  United  States  experienced 

in  such  matters  must  be  delivered  to  the  Trustee  to  the  effect  that  (x)  such  additional 
issuance  will  not  result  in  the  Issuer  becoming  subject  to  U.S.  federal  income  taxation  with 
respect  to  its  net  income,  (y)  such  additional  issuance  would  not  cause  Holders  or  beneficial 
owners  of  the  Securities  previously  issued  to  be  deemed  to  have  sold  or  exchanged  such 
Securities  under  Section  1001  of  the  Code  and  (z)  any  additional  Co-Issued  Notes  will  be 
debt  for  U.S.  federal  income  tax  purposes; 

(j)  such  additional  Securities  shall  be  issued  in  a  manner  that  will  allow  the  Issuer  to  accurately 

provide  the  information  described  in  United  States  Treasury  Regulation  Section  1.1275- 
3(b)(1)(f)  if  such  additional  securities  are  not  publicly  offered  and  are  issued  with  original 
issue  discount  within  the  meaning  of  such  regulation; 

(k)         any  Administrative  Expenses  incurred 
proceeds  of  such  issuance;  and 

(I)  the  Issuer  shall  deliver  an  officer's  certificate  to  the  Trustee  certifying  that  the  conditions 

precedent  to  such  issuance  set  forth  under  this  section  "—Additional  Issuance"  have  been 
satisfied. 

In  addition,  the  Issuer  may  issue  and  sell  additional  Subordinated  Securities  (without  issuing 
additional  Secured  Notes  of  any  Class);  provided  that  the  following  conditions  are  satisfied: 

(a)  the  subordination  terms  of  such  Subordinated  Securities  must  be  identical  to  the  terms 
specified  in  the  Indenture; 

(b)  the  dates  on  which  such  additional  Subordinated  Securities  receive  any  distribution  from  the 
issuer  must  be  the  same  dates  as  all  other  Subordinated  Securities; 

(c)  each  other  term  of  such  Subordinated  Securities  (other  than  the  issue  price  thereof  and  the 
date  from  which  the  Holders  of  the  Subordinated  Securities  are  entitled  to  receive  Interest 
Proceeds  and  Principal  Proceeds  as  distributions  thereon)  must  be  no  more  favorable  to  the 
purchasers  thereof  than  the  corresponding  term  of  the  previously  issued  Subordinated 
Securities; 

(d)  such  additional  Subordinated  Securities  must  be  issued  for  a  cash  sales  price; 

(e)  the  Holders  of  the  Subordinated  Securities  shall  have  been  notified  in  writing  at  least  30 
days  prior  to  such  issuance  and  shall  have  been  afforded  the  first  opportunity  to  purchase 
additional  Subordinated  Securities  in  an  amount  equal  to  the  Subordinated  Securities  Anti- 
Dilution  Percentage  of  such  additional  Subordinated  Securities  and  on  the  same  terms 
offered  to  investors  generally  (which  right  to  purchase  additional  Subordinated  Securities 
shall  expire  if  not  exercised  prior  to  the  end  of  business  on  the  date  20  days  after  the  date  of 
receipt  of  notice  of  such  issuance  of  such  additional  Subordinated  Securities); 

(f)  the  Collateral  Manager  shall  have  consented  in  writing  to  such  additional  issuance  and  S&P 
shall  have  been  given  prior  written  notice  of  such  additional  issuance; 

(g)  an  opinion  of  counsel  must  be  delivered  to  the  Trustee  to  the  effect  that  none  of  the  Issuer, 
the  Co-Issuer  or  the  pool  of  Collateral  will  be  required,  as  a  result  of  such  issuance,  to  be 
registered  as  an  investment  company  under  the  Investment  Company  Act; 
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(h)  an  opinion  of  tax  counsel  of  nationally  recognized  standing  in  the  United  States  experienced 
in  such  matters  must  be  delivered  to  the  Trustee  to  the  effect  that  (x)  such  additional 
issuance  will  not  result  in  the  Issuer  becoming  subject  to  U.S.  federal  income  taxation  with 
respect  to  its  net  income  and  (y)  such  additional  issuance  would  not  cause  Holders  or 
beneficial  owners  of  the  Securities  previously  issued  to  be  deemed  to  have  sold  or 
exchanged  such  Securities  under  Section  1001  of  the  Code; 

(0  the  Issuer  shall  deliver  an  officer's  certificate  to  the  Trustee  certifying  that  the  conditions 

precedent  to  such  issuance  set  forth  under  this  section  "—Additional  Issuance"  have  been 
satisfied;  and 

0)  any  Administrative  Expenses  incurred  with  respect  to  such  issuance  will  be  paid  from  the 

proceeds  of  such  issuance. 

The  proceeds  from  such  additional  issuance  of  Securities  shall  be  applied  in  accordance  with  the 
time  period  and  in  the  manner  set  forth  in  the  table  below  (the  "Treatment  of  Additional  Issuances  of 
Securities"). 


When  hTOceeas  irum  «uuiii0n5i  iSSUSnCca  ui  ucCumiSs 
can  be  used 

Issuance  occurs  prior  to  the 
end  of  the  Reinvestment 
Period 

At  or  before  the  end  of  the  Reinvestment  Period. 

Issuance  occurs  after  the 
Reinvestment  Period 

At  or  before  the  end  of  the  related  Investment  Due  Period. 

How  Proceeds  from  Additional  Issuances  of  Securities  can 
be  used 

Additional  Issuance  of 
Secured  Notes  and 
Subordinated  Securities 

Additional  Issuance  of  Subordinated 
Securities  only 

If  there  is  an  Effective  Date 
Ratings  Downgrade  Event 

On  any  Determination  Date 
after  the  Effective  Date 
Ratings  Downgrade  Event, 
treat  as  Principal  Proceeds 
and  apply  in  accordance  with 
" — Priority  of  Payments — 
Principal  Proceeds". 

Treat  as  Interest  Proceeds  or  Principal 
Proceeds,  in  the  Collateral  Manager's  sole 
discretion  evidenced  in  a  writing  delivered  to 
the  Trustee,  and  apply  in  accordance  with 
"—Priority  of  Payments— Interest  Proceeds" 
or " — Priority  of  Payments— Principal 
Proceeds". 

Any  Determination  Date  on 
which  any  of  the  Par  Value 
Tests  are  not  satisfied,  or 
on  any  Determination  Date 
on  or  after  the  Second 
Determination  Date  on 
which  any  of  the  Interest 
Coverage  Tests  are  not 
satisfied 

Treat  as  Principal  Proceeds 
and  apply  in  accordance  with 
"—Priority  of  Payments — 
Principal  Proceeds". 

Treat  as  Interest  Proceeds  or  Principal 
Proceeds,  in  the  Collateral  Manager's  sole 
discretion  evidenced  in  a  writing  to  the 
Trustee,  and  apply  in  accordance  with  "— 
Priority  of  Payments— Interest  Proceeds"  or 
" — Priority  of  Payments — Principal 
Proceeds". 

In  all  other  cases 

Invest  in  additional  Collateral 
Obligations  or  additional 
Hedge  Agreements,  and,  to 
the  extent  not  invested  in 
accordance  with  the  time 
period  set  forth  in  the 
preceding  table,  treat  such 
proceeds  as  Principal 
Proceeds  and  apply  in 
accordance  with  clause  (vii) 
of  the  definition  thereof. 

In  the  Collateral  Manager's  sole  discretion 
evidenced  in  a  writing  to  the  Trustee: 

(i)  invest  in  additional  Collateral  Obligations 
or  additional  Hedge  Agreements; 

00  treat  as  Interest  Proceeds  and  apply  in 
accordance  with  "—Priority  of  Payments- 
Interest  Proceeds"  or 
(iii)  treat  such  proceeds  as  Principal 
Proceeds  and  apply  in  accordance  with  " — 
Priority  of  Payments— Principal  Proceeds". 
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In  connection  with  any  additional  issuance  of  Securities,  the  Issuer  shall,  to  the  extent  required  by 
the  rules  thereof,  provide  the  Irish  Stock  Exchange  with  a  Listing  Circular  or  an  Offering  Circular  Supplement, 
relating  to  such  additional  Securities. 

In  addition,  each  additional  issuance  of  Subordinated  Securities  shall  be  issued  as  a  separate 
subclass  of  Subordinated  Securities.  In  connection  with  the  issuance  of  such  subclass  of  Subordinated 
Securities,  the  Issuer  shall  designate  whether  the  applicable  subclass  will  be  an  "Included  Subclass"  or  an 
"Excluded  Subclass"  (as  those  terms  are  used  in  the  calculation  and  payment  of  Incentive  Collateral 
Management  Fees).  For  the  avoidance  of  doubt,  the  Subordinated  Securities  issued  on  the  Closing  Date  will 
be  deemed  an  Included  Subclass. 

Jurisdictions  of  Incorporation.  Under  the  Indenture,  the  Issuer  and  the  Co-Issuer  will  be  required  to 
maintain  their  rights  and  franchises  as  a  company  and  a  corporation  incorporated  under  the  laws  of  the 
Cayman  Islands  and  the  State  of  Delaware,  respectively,  to  comply  with  the  provisions  of  their  respective 
organizational  documents  and  to  obtain  and  preserve  their  qualification  to  do  business  as  foreign 
corporations  in  each  jurisdiction  in  which  such  qualifications  are  or  shall  be  necessary  to  protect  the 

..  ...  .      -r_ t-;iu.>  -r»u_  i ■  __«..»    tu»  o„~,.,-;*;^<-  r\r  onw  nf  tha  Orillaferal-  nrrniirtnrt    hr>i/i/fii/ffr  that 

vaiiaanon  ana  eniurceauimy  ui  mo  mueiuuic,  mo  wovuiHn«*.wi  <*■■*  «■  ■.■■«  w^. .«.-.-.,  r.~ , .--,  — 

the  Issuer  shall  be  entitled  to  change  its  jurisdiction  of  incorporation  and  principal  place  of  business  from  the 
Cayman  Islands  to  any  other  jurisdiction  reasonably  selected  by  the  Issuer  and  approved  by  the  ordinary 
shareholder  of  the  Issuer,  so  long  as  (a)  such  change  is  not  disadvantageous  in  any  material  respect  to  the 
Issuer  the  Holders  of  any  Class  of  Securities  or  the  Collateral  Manager;  (b)  written  notice  of  such  change 
shall  have  been  given  by  the  Issuer  to  the  Trustee,  the  Holders,  the  Collateral  Manager  and  each  of  the 
Rating  Agencies  at  least  30  Business  Days  prior  to  such  change  of  jurisdiction  and  (c)  on  or  prior  to  the  15th 
Business  Day  following  such  notice  the  Trustee  shall  not  have  received  written  notice  from  a  Majority  of  the 
Controlling  Class  objecting  to  such  change. 

Petitions  for  Bankruptcy.  The  Indenture  will  provide  that  neither  (i)  the  Trustee,  in  its  own  capacity, 
or  on  behalf  of  any  Securityholder  nor  (ii)  the  Securityholders  may,  prior  to  the  date  which  is  one  year  and 
one  day  (or,  if  longer,  the  applicable  preference  period)  after  the  payment  in  full  of  all  Securities  institute 
against,   or' join   any  other  person   in   instituting   against,   the   Issuer  or  Co-Issuer  any   bankruptcy, 

reorganization,  arrange  rneiii,  iiiuiaiunuin  ui  i^uijauuii  fjiw.~e^.i,a~,  -.  j...-.  , &-  — %■<  ->-, 

Islands,  United  States  federal  or  state  bankruptcy  or  similar  laws. 

Satisfaction  and  Discharge  of  the  Indenture.  The  Indenture  will  be  discharged  with  respect  to  the 
Collateral  upon  delivery  to  the  Trustee  for  cancellation  of  all  of  the  Securities,  or,  within  certain  limitations 
(including  the  obligation  to  pay  principal  and  interest),  upon  deposit  with  the  Trustee  of  funds  sufficient  for  the 
payment  or  redemption  thereof  and  the  payment  by  the  Issuers  of  all  other  amounts  due  under  the  Indenture. 

Trustee.  The  Bank  of  New  York  Trust  Company,  National  Association  will  be  the  Trustee  under  the 
Indenture  for  the  Securities.  The  Issuers  and  their  Affiliates  may  maintain  other  banking  relationships  in  the 
ordinary  course  of  business  with  the  Trustee.  The  payment  of  the  fees  and  expenses  of  the  Trustee  relating 
to  the  Securities  is  solely  the  obligation  of  the  Issuers.  The  Trustee  and/or  its  Affiliates  may  receive 
compensation  in  connection  with  the  Trustee's  investment  of  trust  assets  in  certain  Eligible  Investments  as 
provided  in  the  Indenture  and  in  connection  with  the  Trustee's  administration  of  any  securities  lending 
activities  of  the  Issuer. 

The  Indenture  contains  provisions  for  the  indemnification  of  the  Trustee  for  any  loss,  liability  or 
expense  incurred  without  negligence,  willful  misconduct  or  bad  faith  on  its  part,  arising  out  of  or  in  connection 
with  the  acceptance  or  administration  of  the  Indenture.  The  Trustee  may  be  removed  at  any  time  by  a 
Majority  of  the  Secured  Notes  voting  together  as  a  single  class,  or  may  be  removed  at  any  time  when  an 
Event  of.  Default  shall-. have. occurred  and  be  continuing,  by  a  Majority  of  the  Controlling  Class.  No 
resignation  or  removal  of  the  Trustee  shall  be  effective  until  a  successor  trustee  has  been  appointed 
pursuant  to  the  terms  of  the  Indenture. 

Reports  Prepared  Pursuant  to  the  Indenture.  Upon  the  written  request  in  the  form  of  Exhibit  A 
hereto,  any  Securityholder  (or  its  designee)  may  request  that  the  Trustee  provide  to  such  Securityholder  (or 
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its  designee)  the  monthly  reports  and  certain  other  reports  prepared  by  or  on  behalf  of  the  Issuer  in 
accordance  with  the  Indenture. 

Governing  Law.  The  Indenture  and  the  Securities  will  be  governed  by,  and  construed  in  accordance 
with,  the  laws  of  the  State  of  New  York  applicable  to  agreements  made  and  to  be  performed  therein  without 
regard  to  the  conflict  of  laws  principles  thereof. 

USE  OF  PROCEEDS 

The  aggregate  proceeds  of  the  offering  of  the  Securities  are  expected  to  equal  approximately 
$502,000,000.  Such  proceeds  will  be  used  by  the  Issuer  (i)  to  pay  expenses  related  to  the  offering  of  the 
Securities,  (ii)  to  satisfy  the  Issuer's  obligations  under  certain  warehouse  arrangements  with  respect  to  a 
portfolio  of  Collateral  Obligations  acquired  during  the  Accumulation  Period,  (Hi)  to  enter  into  one  or  more 
Hedge  Agreements  on  or  after  the  Closing  Date,  (iv)  to  deposit  an  amount  equal  to  the  Expense  Reserve 
Amount  in  the  Expense  Reserve  Account  and  (v)  to  deposit  into  the  Revolving  Credit  Facility  Reserve 
Account  an  amount  equal  to  the  Future  Drawdown  Amount. 

On  the  Effective  Date,  so  long  as  the  Minimum  Par  Value  Ratio  is  satisfied  as  of  such  date,  the 
Collateral  Manager  may,  in  its  sole  discretion,  instruct  the  Trustee  in  writing  to  utilize  up  to  $1,000,000  of 
Principal  Proceeds  and  unused  proceeds  of  the  offering  of  the  Securities  for  application  as  either  Interest 
Proceeds  or  Principal  Proceeds  in  accordance  with  the  Priority  of  Payments  and/or  transfer  to  the 
Discretionary  Reserve  Account  for  future  application  of  such  funds  as  either  Interest  Proceeds  or  Principal 
Proceeds  in  accordance  with  the  Priority  of  Payments,  in  each  case  on  or  before  the  Payment  Date  in 
February  2008.  See  "Security  for  the  Secured  Notes— Principal  Collection  Account"  and  "—Discretionary 
Reserve  Account". 

On  the  Closing  Date,  the  proceeds  of  the  issuance  of  the  Class  S  Notes  in  an  amount  equal  to 
approximately  $2,000,000  will  be  deposited  in  the  Interest  Collection  Account.  On  or  before  the  first  Payment 
Date  the  Collateral  Manager  may  (in  its  sole  discretion)  instruct  the  Trustee  in  writing  to  transfer  all  or  a 
portion  of  funds  in  the  Interest  Collection  Account  (representing  proceeds  of  the  issuance  of  the  Class  S 
Notes)  to  the  Principal  Collection  Account  for  application  as  Principal  Proceeds. 

It  is  expected  that  approximately  $491,966,875  of  the  aggregate  proceeds  of  the  offering  of  the 
Securities  will  be  available  to  the  Issuer  to  satisfy  its  obligations  under  certain  warehouse  arrangements  with 
respect  to  a  portfolio  of  Collateral  Obligations  acquired  during  the  Accumulation  Period  and  to  purchase 
additional  Collateral  Obligations. 

RATING  OF  THE  SECURITIES 

It  is  a  condition  to  the  issuance  of  the  Securities  that  the  Secured  Notes  of  each  Class  receive  from 
the  Rating  Agencies  the  minimum  rating  indicated  under  "Summary— The  Offering".  A  credit  rating  is  not  a 
recommendation  to  buy,  sell  or  hold  securities  and  may  be  subject  to  revision  or  withdrawal  at  any  time  by 
the  assigning  rating  agency.  The  Subordinated  Securities  will  not  be  rated  by  any  credit  rating  agency. 

SECURITY  FOR  THE  SECURED  NOTES 

Under  the  terms  of  the  Indenture,  the  Issuer  will  grant  to  the  Trustee,  for  the  benefit  of  the  Holders  of 
the  Secured  Notes  and  certain  other  parties  but  not  the  Holders  of  the  Subordinated  Securities,  a  perfected 
security  interest  in  the  Collateral,  including  the  Collateral  Obligations,  that  is  of  first  priority,  free  of  any 
adverse  claim  or  the  legal  equivalent  thereof,  as  applicable,  to  secure  the  Issuer's  obligations  under  the 
Indenture,  the  Secured  Notes  and  each  Hedge  Agreement.  The  Subordinated  Securities  are  not  secured. 

Purchase  of  Collateral  Obligations 

It  is  expected  that,  by  the  Closing  Date,  the  Issuer  will  have  purchased,  or  entered  into  agreements 
to  purchase,  with  the  net  proceeds  of  the  issuance  of  the  Securities,  a  portfolio  of  Collateral  Obligations 
selected  by  the  Collateral  Manager  constituting  approximately  87%  of  the  Aggregate  Principal  Amount  of 
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Collateral  Obligations  expected  to  be  purchased  by  the  Issuer  representing  approximately  $430,000,000  in 
Aggregate  Principal  Amount  of  Collateral  Obligations. 

On  or  prior  to  the  10th  Business  Day  after  the  Interim  Targets  Date,  the  Collateral  Manager  shall 
submit  to  Moody's  (with  a  copy  to  the  Trustee)  (x)  a  statement  showing  compliance  with  the  Interim  Targets 
or  (y)  if  the  Interim  Targets  are  not  satisfied,  a  plan  certified  by  the  Collateral  Manager  as  sufficient,  in  its 
judgment,  to  attain  compliance  as  of  the  Effective  Date  with  each  of  the  Collateral  Quality  Tests  (other  than 
the  S&P  CDO  Monitor  Test),  the  Par  Value  Tests,  the  Minimum  Par  Value  Ratio  and  the  Concentration 
Limitations. 

At  the  Effective  Date,  the  Aggregate  Principal  Amount  of  the  Collateral  Obligations  and  the  amount 
of  cash  and  Eligible  Investments  deposited  in  the  Issuer  Accounts  are  expected  to  be  approximately 
$493,500,000. 

An  obligation  will  be  eligible  for  purchase  by  the  Issuer  if  it  meets  the  Eligibility  Criteria.  See 
"Summary— The  Offering— Collateral  Obligations". 

The  Collateral  Quality  Tests 

The  "Collateral  Quality  Tests"  will  consist  of  the  Diversity  Test,  the  Maximum  Rating  Factor  Test, 
the  Minimum  Weighted  Average  Coupon  Test,  the  Maximum  Average  Life  Test,  the  Moody's  Minimum 
Weighted  Average  Recovery  Rate  Test,  the  S&P  Minimum  Weighted  Average  Recovery  Rate  Test  and  the 
S&P  CDO  Monitor  Test. 

On  and  after  the  Effective  Date,  measurement  of  the  degree  of  compliance  with  the  Collateral  Quality 
Tests  will  be  required  as  of  each  Measurement  Date. 

The  values  at  which  each  of  the  Collateral  Quality  Tests  is  satisfied  and  the  expected  value  of  each 
Collateral  Quality  Test  upon  the  Effective  Date  are  set  forth  in  the  table  presented  under  "Summary— The 
Offering— Collateral  Quality  Tests". 

Ratings  Matrix.  Subject  to  the  provisions  provided  beiow,  the  Collateral  Manager  on  behalf  of  the 
Issuer  will  have  the  option  (in  its  sole  discretion)  to  elect  which  combination  of  Maximum  Rating  Factor, 
Minimum  Weighted  Average  Spread  and  Minimum  Diversity  set  forth  in  the  Ratings  Matrix  shall  be  applicable 
for  purposes  of  the  Diversity  Test,  the  Minimum  Weighted  Average  Coupon  Test  and  the  Maximum  Rating 
Factor  Test.  On  the  Effective  Date,  the  Collateral  Manager  on  behalf  of  the  Issuer,  by  notice  in  writing  to  the 
Trustee  and  Moody's,  will  elect  (in  its  sole  discretion)  which  "row/column  combination"  shall  apply  initially. 

Thereafter,  on  two  Business  Days'  written  notice  prior  to  any  Measurement  Date  to  the  Trustee  and 
Moody's,  the  Collateral  Manager  on  behalf  of  the  Issuer  may  elect  (in  its  sole  discretion)  to  have  a  different 
"row/column  combination"  apply.  In  no  event  will  the  Collateral  Manager  on  behalf  of  the  Issuer  be  obligated 
to  elect  to  have  a  different  "row/column  combination"  apply  or  to  elect  to  have  the  same  "row/column 
combination"  apply. 

Diversity  Test.  The  "Diversity  Test"  is  a  test  that  will  be  satisfied  if,  as  of  any  Measurement  Date, 
the  Diversity  Score  (rounded  to  the  nearest  whole  number)  equals  or  exceeds  the  number  set  forth  in  the 
column  entitled  "Minimum  Diversity"  in  the  Ratings  Matrix  based  upon  the  "row/column  combination"  chosen 
by  the  Collateral  Manager  as  currently  applicable  to  the  Collateral  Obligations  in  accordance  with  the 
Indenture.  For  purposes  of  the  Diversity  Test,  (a)  any  Synthetic  Security  that  has  a  single  underlying 
Reference  Obligor  shall  be  included  as  a  Collateral  Obligation  having  the  characteristics  of  the  related 
Reference  Obligation  and  not  of  the  Synthetic  Security  and  any  Synthetic  Security  that  has  more  than  one 
underlying  Reference  Obligor  shall  not  be  included  in  the  Diversity  Test,  (b)  any  Collateral  Obligation  loaned 
to  a  Securities  Lending  Counterparty  shall  be  included  in  the  Diversity  Test  so  long  as  such  Securities 
Lending  Counterparty  is  not  in  default  under  the  related  agreement  governing  the  loan  of  such  Collateral 
Obligations  (a  "Securities  Lending  Agreement")  and  (c)  any  CDO  Security  that  is  a  collateralized  loan 
obligation  shall  be  excluded  from  the  Diversity  Test. 
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Maximum  Rating  Factor  Test.  The  "Maximum  Rating  Factor  Test"  will  be  satisfied  as  of  any 
Measurement  Date  if  the  Moody's  Weighted  Average  Rating  Factor  of  the  Collateral  Obligations  is  equal  to 
or  less  than  (i)  the  number  set  forth  in  the  column  entitled  "Maximum  Rating  Factor"  in  the  Ratings  Matrix 
based  upon  the  "row/column  combination"  chosen  by  the  Collateral  Manager  as  currently  applicable  to  the 
Collateral  Obligations  in  accordance  with  the  Indenture  plus  (ii)  the  Rating  Factor  Modifier.  For  purposes  of 
the  Maximum  Rating  Factor  Test,  (a)  unless  otherwise  specified,  a  Synthetic  Security  shall  be  included  as  a 
Collateral  Obligation  having  a  Moody's  Rating  Factor  determined  as  described  under  "Security  for  the 
Secured  Notes— Certain  Matters  Relating  to  Synthetic  Securities"  and  having  the  other  characteristics  of  the 
Synthetic  Security  (and  not  of  the  Reference  Obligations)  and  (b)  any  Collateral  Obligation  loaned  to  a 
Securities  Lending  Counterparty  shall  be  included  in  the  Maximum  Rating  Factor  Test  so  long  as  such 
Securities  Lending  Counterparty  is  not  in  default  under  the  related  Securities  Lending  Agreement. 

Maximum  Average  Life  Test.  The  "Maximum  Average  Life  Test"  will  be  satisfied  if,  as  of  any 
Measurement  Date,  the  Weighted  Average  Life  of  the  Collateral  Obligations  is  less  than  or  equal  to  the 
number  of  years  applicable  to  the  period  in  which  such  Measurement  Date  occurs,  as  set  forth  in  a  schedule 
to  the  Indenture.  On  the  Effective  Date,  the  Maximum  Average  Life  Test  shall  be  met  if  the  Weighted 
Average  Life  of  the  Collateral  Obligations  is  10  years  or  less. 

Minimum  Weighted  Average  Coupon  Test.  The  "Minimum  Weighted  Average  Coupon  Test"  will 
be  satisfied  if,  as  of  any  Measurement  Date,  the  Weighted  Average  Spread  as  of  such  Measurement  Date 
equals  or  exceeds  the  Minimum  Weighted  Average  Spread. 

The  "Minimum  Weighted  Average  Spread"  as  of  any  Measurement  Date  will  equal  or  be  greater 
than  the  percentage  set  forth  in  the  row  entitled  "Minimum  Weighted  Average  Spread"  in  the  Ratings  Matrix 
set  forth  in  "Summary— The  Offering— Collateral  Quality  Tests"  based  upon  the  "row/column  combination" 
chosen  by  the  Collateral  Manager  as  currently  applicable  to  the  Collateral  Obligations  in  accordance  with  the 
terms  of  the  Indenture. 

Moody's  Minimum  Weighted  Average  Recovery  Rate  Test.  The  "Moody's  Minimum  Weighted 
Average  Recovery  Rate  Test"  will  be  satisfied  as  of  any  Measurement  Date  if  the  Moody's  Weighted 
Average  Recovery  Rate  is  equal  to  or  greater  than  the  percentage  set  forth  in  "Summary— The  Offering- 
Collateral  Quality  Tests". 

S&P  Minimum  Weighted  Average  Recovery  Rate  Test.  The  "S&P  Minimum  Weighted  Average 
Recovery  Rate  Test"  will  be  satisfied  as  of  any  Measurement  Date  if  the  S&P  Weighted  Average  Recovery 
Rate  is  equal  to  or  greater  than  the  percentage  set  forth  in  "Summary— The  Offering— Collateral  Quality 
Tests". 

S&P  CDO  Monitor  Test.  The  "S&P  CDO  Monitor  Test"  will  be  satisfied  as  of  any  Measurement 
Date  after  the  Effective  Date  if,  after  giving  effect  to  any  purchase  or  sale  (or  both,  if  applicable)  of  a 
Collateral  Obligation,  as  the  case  may  be,  each  of  the  Class  S  Loss  Differential,  the  Class  A  Loss 
Differential,  the  Class  B  Loss  Differential,  the  Class  C  Loss  Differential,  the  Class  D  Loss  Differential  and  the 
Class  E  Loss  Differential  of  the  Proposed  Portfolio  is  positive.  The  S&P  CDO  Monitor  Test  will  be  considered 
to  be  improved  if  each  of  the  Class  S  Loss  Differential,  the  Class  A  Loss  Differential,  the  Class  B  Loss 
Differential,  the  Class  C  Loss  Differential,  the  Class  D  Loss  Differential  and  the  Class  E  Loss  Differential  of 
the  Proposed  Portfolio  is  greater  than  each  of  the  Class  S  Loss  Differential,  the  Class  A  Loss  Differential,  the 
Class  B  Loss  Differential,  the  Class  C  Loss  Differential,  the  Class  D  Loss  Differential  and  the  Class  E  Loss 
Differential,  respectively,  of  the  Current  Portfolio.  For  the  calculation  of  the  Class  S  Loss  Differential,  the 
Class  A  Loss  Differential,  the  Class  B  Loss  Differential,  the  Class  C  Loss  Differential,  the  Class  D  Loss 
Differential  and  the  Class  E  Loss  Differential,  the  appropriate  S&P  CDO  Monitor  determined  pursuant  to  the 
Indenture  will  be  used. 

After  the  Effective  Date,  S&P  shall  provide  nine  (9)  different  S&P  CDO  Monitors  to  the  Issuer,  the 
Collateral  Manager,  the  Collateral  Administrator  and  the  Trustee,  such  S&P  CDO  Monitors  corresponding  to 
portfolios  with  weighted  average  spreads  of  2.10%,  2.20%,  2.30%,  2.40%,  2.50%,  2.60%,  2.70%,  2.80%  and 
2.90%,  respectively.  The  Collateral  Manager  on  behalf  of  the  Issuer  will  have  the  option  to  elect  (in  its  sole 
discretion)  from  time  to  time  which  S&P  CDO  Monitor  shall  apply  for  purposes  of  application  under  the 
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Indenture.  After  the  Effective  Date,  the  Collateral  Manager  on  behalf  of  the  Issuer,  by  written  notice  to  the 
Collateral  Administrator,  the  Trustee  and  S&P,  will  elect  (in  its  sole  discretion)  which  S&P  CDO  Monitor  shall 
apply  initially  and,  thereafter,  on  two  Business  Days  written  notice  prior  to  the  Measurement  Date  to  the 
Collateral  Administrator,  Trustee  and  S&P,  the  Collateral  Manager  on  behalf  of  the  Issuer  may  elect  (in  its 
sole  discretion)  to  have  a  different  S&P  CDO  Monitor  apply;  provided,  that  such  elected  S&P  CDO  Monitor 
must  correspond  to  a  portfolio  with  a  weighted  average  spread  that  is  equal  to  or  lower  than  the  Weighted 
Average  Spread  of  the  Floating  Rate  Collateral  Obligations  in  the  Collateral  Portfolio  at  the  time  of  such 
election;  provided,  further,  that  if  the  Weighted  Average  Spread  of  the  Floating  Rate  Collateral  Obligations  in 
the  Collateral  Portfolio  at  the  time  of  such  election  is  less  than  2.10%,  then  the  S&P  CDO  Monitor  that 
corresponds  to  a  portfolio  with  a  weighted  average  spread  of  2.10%  shall  be  used.  In  no  event  shall  the 
Collateral  Manager  be  obligated  to  elect  a  different  S&P  CDO  Monitor  or  to  retain  the  current  S&P  CDO 
Monitor  election.  For  the  avoidance  of  doubt,  the  selection  of  an  S&P  CDO  Monitor  as  described  in  this 
paragraph  shall  be  separate  and  independent  of  any  election  of  the  Collateral  Manager  on  behalf  of  the 
Issuer  (in  its  sole  discretion)  with  respect  to  the  Ratings  Matrix  pursuant  to  "—Ratings  Matrix"  above. 

In  calculating  the  Class  S  Scenario  Default  Rate,  the  Class  A  Scenario  Default  Rate,  the  Class  B 
Scenario  Default  Rate,  the  Class  C  Scenario  Default  Rate,  the  Class  D  Scenario  Default  Rate  and  the  Class 
E  Scenario  Defau'rt  Rate,  the  S&P  CDO  Monitor  considers  each  obligor's  S&P  Rating,  the  number  of  obligors 
in  the  portfolio,  the  obligor  and  industry  concentrations  in  the  portfolio  and  the  remaining  weighted  average 
life  of  the  Collateral  Obligations  and  Eligible  Investments  and  calculates  a  cumulative  default  rate  based  on 
the  statistical  probability  of  distributions  of  defaults  on  the  Collateral  Obligations  and  Eligible  Investments. 

The  Coverage  Tests 

The  Coverage  Tests  will  be  used  primarily  to  determine  whether  0)  interest  may  be  paid  on  the 
Secured  Notes,  (ii)  Interest  Proceeds  will  be  distributed  to  the  Holders  of  the  Subordinated  Securities,  (Hi) 
Principal  Proceeds  may  be  reinvested  in  Collateral  Obligations  and  (iv)  Principal  Proceeds  and,  to  the  extent 
needed,  Interest  Proceeds  must  be  used  to  make  mandatory  redemptions  of  the  Secured  Notes  (other  than 
the  Class  S  Notes)  in  accordance  with  the  Priority  of  Payments.  See  "—Sale  of  Collateral  Obligations; 
Substitute  Securities;  Exchange  of  Defaulted  Obligations  and  Reinvestment  Criteria",  "Description  of  the 
Securities— Principal"  and  "—Priority  of  Payments". 

"Coverage  Tests"  means  the  Par  Value  Tests  and  the  Interest  Coverage  Tests. 

For  purposes  of  the  Coverage  Tests: 

(i)  unless  otherwise  specified,  a  Synthetic  Security  shall  be  treated  as  set  forth  in  "Security  for 

the  Secured  Notes— Certain  Matters  Relating  to  Synthetic  Securities"; 

(ii)  (a)  after  the  occurrence  of  an  "event  of  default"  (as  such  term  is  defined  under  the  related 
Securities  Lending  Agreement),  all  Securities  Lending  Collateral  deposited  by  the  related 
Securities  Lending  Counterparty  in  the  Securities  Lending  Account  shall  be  deemed  to  be 
part  of  the  Collateral  Portfolio  (but  not  to  exceed  the  amount  of  the  Securities  Lending 
Counterparty's  obligations  owed  to  the  Issuer);  and  (b)  any  Collateral  Obligation  loaned  to  a 
Securities  Lending  Counterparty  shall  be  included  in  the  Coverage  Tests  for  so  long  as  an 
"event  of  default"  (as  such  term  is  defined  under  the  related  Securities  Lending  Agreement), 
shall  not  have  occurred  and  be  continuing  under  the  related  Securities  Lending  Agreement; 

(iii)        amounts  deposited  in  the  Expense  Reserve  Account  shall  be  excluded;  and 

(iv)  amounts  on  deposit  in  each  Synthetic  Security  Collateral  Account  shall  be  excluded  (unless 
(a)  the  Collateral  Manager  notifies  the  Trustee  in  writing  that  it  has  determined  that  the 
amount  deposited  in  such  Synthetic  Security  Collateral  Account  exceeds  the  amount  owed 
by  the  Issuer  to  the  related  Synthetic  Security  Counterparty,  in  which  case  such  excess 
portion  shall  be  included  or  (b)  a  termination  event  or  an  event  of  default  has  occurred  under 
the  related  Synthetic  Security,  in  which  case  the  amount  by  which  the  amount  deposited  in 
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the  related  Synthetic  Security  Collateral  Account  exceeds  the  amount  owed  by  the  Issuer  to 
the  related  Synthetic  Security  Counterparty  shall  be  included). 

Sale  of  Collateral  Obligations;  Substitute  Securities;  Exchange  of  Defaulted  Obligations  and 
Reinvestment  Criteria 

Sales  of  Collateral  Obligations— Generally.  The  Collateral  Obligations  may  be  retired  prior  to  their 
respective  final  maturities  due  to,  among  other  things,  the  existence  and  frequency  of  exercise  of  any 
optional  or  mandatory  redemption  features  of  such  Collateral  Obligations.  In  addition,  at  any  time,  the 
Collateral  Manager  (in  its  sole  discretion)  on  behalf  of  the  Issuer  may  direct  the  Trustee  in  writing  to  (1)  sell, 
and  the  Trustee  shall  sell,  in  the  manner  directed  by  the  Collateral  Manager  (in  its  sole  discretion)  on  behalf 
of  the  Issuer  (i)  any  Equity  Security,  (ii)  any  Defaulted  Obligation,  (Hi)  any  Withholding  Tax  Security  or  (iv)  any 
Credit  Risk  Obligation  (subject  to,  in  the  case  of  a  Credit  Risk  Obligation,  subclauses  (i)  and  (ii)  described 
under  "Sale  of  Credit  Improved  Obligations  and  Credit  Risk  Obligations  and  Discretionary  Sales  of  Collateral 
Obligations— Sales  of  Credit  Risk  Obligations  and  Credit  Improved  Obligations  in  cases  of  Co-Issued  Notes' 
Ratings  Withdrawal  or  Downgrade")  or  (2)  exchange  a  Defaulted  Obligation  for  an  Exchanged  Defaulted 
Obligation  in  accordance  with  the  limitations  described  herein.  For  so  long  as  no  Event  of  Default  has 
occurred  and  is  continuing,  the  Collateral  Manager  (in  its  soie  discretion)  on  behalf  of  the  Issuer  may  direct 
the  Trustee  to  sell,  and  the  Trustee  shall  sell,  in  the  manner  directed  by  the  Collateral  Manager  (in  its  sole 
discretion)  on  behalf  of  the  Issuer  (i)  any  Credit  Improved  Obligation  or  (ii)  any  other  Collateral  Obligation  in 
addition  to  those  described  in  the  preceding  sentence,  in  each  case  subject  to  the  limitations  on  amounts 
and  other  requirements  set  forth  in  the  Indenture  and  described  herein. 

Sale  of  Credit  Improved  Obligations  and  Credit  Risk  Obligations  and  Discretionary  Sales  of 
Collateral  Obligations 

Credit  Risk  Obligations 

A  Credit  Risk  Obligation  may  be  sold  during  or  after  the  Reinvestment  Period.     If  the 
proposed  sale  occurs: 

(i)  during  the  Reinvestment  Period,  the  Coiiaterai  Manager  on  behalf  of  the  Issuer  will 

seek  to  direct  the  reinvestment  of  the  Sale  Proceeds  of  such  Credit  Risk  Obligation 
in  one  or  more  Substitute  Collateral  Obligations  on  or  prior  to  the  end  of  the 
Permitted  Reinvestment  Period;  or 

(ii)  after  the  Reinvestment  Period,  if  the  Collateral  Manager  (in  its  sole  discretion)  on 
behalf  of  the  Issuer  elects  to  reinvest  the  Sale  Proceeds  of  such  Credit  Risk 
Obligation,  the  Collateral  Manager  on  behalf  of  the  Issuer  will  seek  to  direct  the 
reinvestment  of  the  Sale  Proceeds  of  such  Credit  Risk  Obligation  in  one  or  more 
Substitute  Collateral  Obligations  on  or  prior  to  the  end  of  the  Investment  Due  Period. 

Credit  Improved  Obligations 

A  Credit  Improved  Obligation  may  be  sold  during  or  after  the  Reinvestment  Period  so  long 
as: 

(i)  if  the  proposed  sale  occurs  during  the  Reinvestment  Period,  the  Collateral  Manager 

on  behalf  of  the  Issuer  will  seek  to  direct  the  reinvestment  of  the  Sale  Proceeds  of 
such  Credit  Improved  Obligation  in  one  or  more  Substitute  Collateral  Obligations 
within  30  Business  Days  of  settlement  of  such  sale  (and  such  30  Business  Day 
period  may  extend  beyond  the  end  of  the  Reinvestment  Period  if  the  end  of  the 
Reinvestment  Period  occurs  prior  to  the  end  of  such  30  Business  Day  period);  or 

(ii)  if  the  proposed  sale  occurs  after  the  Reinvestment  Period,  if  the  Collateral  Manager 
(in  its  sole  discretion)  on  behalf  of  the  Issuer  elects  to  reinvest  the  Sale  Proceeds  of 
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such  Credit  Improved  Obligation,  the  Collateral  Manager  on  behalf  of  the  Issuer  will 
seek  to  direct  the  reinvestment  of  the  Sale  Proceeds  of  such  Credit  Improved 
Obligation  in  one  or  more  Substitute  Collateral  Obligations  within  30  Business  Days 
of  settlement  of  such  sale. 

Sales  of  Credit  Risk  Obligations  and  Credit  Improved  Obligations  in  cases  of  Co- 
Issued  Notes'  Ratings  Withdrawal  or  Downgrade 

During  or  after  the  Reinvestment  Period,  if  Moody's  has  withdrawn  its  rating  on  any  of  the 
Secured  Notes  (other  than  the  Class  E  Notes),  or  reduced  its  rating,  in  the  case  of  the  Class 
S  Notes  the  Class  A  Notes  and  the  Class  B  Notes,  below  the  initial  rating  as  in  effect  on  the 
Closing  Date  or,  in  the  case  of  the  Class  C  Notes  and  the  Class  D  Notes,  two  subcategories 
below  the  initial  rating  as  in  effect  on  the  Closing  Date  (disregarding  any  withdrawal  or 
reduction  if  subsequent  thereto  Moody's  has  upgraded  any  such  reduced  or  withdrawn  rating 
to  the  initial  rating  in  the  case  of  the  Class  S  Notes,  the  Class  A  Notes  and  the  Class  B 
Notes  and  to  a  level  not  more  than  one  subcategory  below  the  initial  rating  in  the  case  of  the 
Class  C  Notes  and  the  Class  DJMotes,  as  applicable),  the  Collateral  Manager  on  behalf  of 
the  Issuer  may  only  instruct  the  Trustee  to  seii  a  Credit  Risk  Obligatio 
Obligation,  as  the  case  may  be,  if: 


_...-_         .        ...............       y(        a      ^ipyu       HlipiUVUU 


(i)  one  or  more  of  the  Credit  Improved  Criteria  or  Credit  Risk  Criteria,  as  the  case  may 

be,  has  been  satisfied  with  respect  to  such  Collateral  Obligation;  or 

(if)         prior  to  such  sale,  a  Majority  of  the  Controlling  Class  consents  to  such  sale;  or 

(iii)  prior  to  or  following  each  such  downgrade,  a  Majority  of  each  Class  of  Secured 
Notes,  voting  separately  by  Class,  has  consented  to  all  or  a  specified  lesser  amount 
of  sales  of  Credit  Risk  Obligations  or  Credit  Improved  Obligations,  as  the  case  may 
be  (notwithstanding  such  downgrade),  it  being  acknowledged  and  agreed  that  such 
consent  will  be  valid  for  one  or  more  such  sales  for  each  one  such  downgrade  and 
that  after  any  further  downgrade,  the  consent  of  a  Majority  of  each  Class  of  Secured 
Notes,  voting  separately  by  Class,  will  need  to  be  obtained  again. 

Discretionary  Sales  of  Collateral  Obligations 

Any  Collateral  Obligation  (other  than  a  Defaulted  Obligation,  a  Credit  Risk  Obligation,  a 
Credit  Improved  Obligation,  an  Equity  Security  or  a  Withholding  Tax  Security)  may  be  sold 
during  the  Reinvestment  Period  so  long  as: 

(i)  the  Collateral  Manager  on  behalf  of  the  Issuer  will  seek  to  direct  the  reinvestment  of 

the  Sale  Proceeds  of  such  Collateral  Obligation  in  one  or  more  Substitute  Collateral 
Obligations  the  Aggregate  Principal  Amount  of  which  is  not  less  than  the  Aggregate 
Principal  Amount  of  the  Collateral  Obligations  sold  within  30  Business  Days  of 
settlement  of  such  sale  (and  such  30  Business  Day  period  may  extend  beyond  the 
end  of  the  Reinvestment  Period  if  the  end  of  the  Reinvestment  Period  occurs  prior  to 
the  end  of  such  30  Business  Day  period);  and 

(ii)  the  Aggregate  Principal  Amount  of  Collateral  Obligations  (other  than  a  Defaulted 
Obligation,  a  Credit  Risk  Obligation,  a  Credit  Improved  Obligation,  an  Equity 
Security  or  a  Withholding  Tax  Security)  sold  in  the  12  months  prior  to  such  sale  (or, 
if  the  date  of  such  sale  is  less  than  12  months  after  the  Effective  Date,  from  the 
Effective  Date  to  the" date  of  "such  sale)  does  not  exceed  20%  of  the  Aggregate 
Principal  Amount  of  the  Collateral  Portfolio,  measured  as  of  the  beginning  of  each 
such  twelve  month  period  (or,  if  applicable,  the  Effective  Date);  provided  that,  for 
purposes  of  calculating  the  limitation  under  this  subclause,  (1)  the  Issuer  shall  be 
deemed  to  have  sold  any  Collateral  Obligation  that  has  been  loaned  to  a  Securities 

-60- 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-001 91 8294 


Footnote  Exhibits  -  Page  5074 

Lending  Counterparty  but  that  the  Securities  Lending  Counterparty  has  failed  to 
return  to  the  Issuer  as  of  the  date  that  such  Securities  Lending  Counterparty  notifies 
the  Issuer  of  its  inability  to  make  such  return;  provided,  further,  that,  in  the  event  the 
Issuer  is  able  to  purchase  a  Collateral  Obligation  that  a  Securities  Lending 
Counterparty  has  failed  to  return  to  the  Issuer,  the  aforesaid  deemed  sale  shall  be 
deemed  not  to  have  occurred  and  (2)  the  amount  of  any  Collateral  Obligation  sold 
shall  be  reduced  to  the  extent  of  any  purchases  of  Collateral  Obligations  of  the  same 
obligor  (that  are  pari  passu  with  such  sold  Collateral  Obligation)  occurring  within  20 
Business  Days  of  such  sale  (determined  based  upon  the  date  of  any  relevant  trade 
confirmation  or  commitment  letter). 

Discretionary  Sales  of  Collateral  Obligations  in  cases  of  Co-Issued  Notes'  Ratings 
Downgrade 

During  or  after  the  Reinvestment  Period,  if  Moody's  has  withdrawn  its  rating  of  any  of  the 
Secured  Notes  (other  than  the  Class  E  Notes),  or,  in  the  case  of  the  Class  S  Notes,  the 
Class  A  Notes  and  the  Class  B  Notes,  reduced  its  rating  below  the  initial  rating  as  in  effect 
on  tne  uiosing  uaxe  or,  in  xne  case  ui  me  oiaaa  o  inuico  anu  me  uhm  ^  nuiw,  i^^^^wv. ,~ 
rating  to  a  rating  two  subcategories  below  the  initial  rating  as  in  effect  on  the  Closing  Date 
(disregarding  any  withdrawal  or  reduction  if  subsequent  thereto  Moody's  has  upgraded  or 
reinstated  any  such  reduced  or  withdrawn  rating  to  at  least  the  initial  rating  in  the  case  of  the 
Class  S  Notes,  the  Class  A  Notes  and  the  Class  B  Notes  and  to  a  level  not  more  than  one 
subcategory  below  the  initial  rating  in  the  case  of  the  Class  C  Notes  and  the  Class  D  Notes, 
as  applicable),  the  Collateral  Manager  on  behalf  of  the  Issuer  may  only  instruct  the  Trustee 
to  sell  a  Collateral  Obligation  pursuant  to  "—Discretionary  Sales  of  Collateral  Obligations"  if 
(i)  a  Majority  of  the  Controlling  Class  consents  to  such  sale  or  (ii)  prior  to  or  following  each 
such  downgrade,  a  Majority  of  each  Class  of  Secured  Notes,  voting  separately  by  Class,  has 
consented  to  all  or  a  specified  lesser  amount  of  sales  of  Collateral  Obligations 
(notwithstanding  such  downgrade),  it  being  acknowledged  and  agreed  that  such  consent  will 
be  valid  for  one  or  more  such  sales  for  each  one  such  downgrade  and  that  after  any  further 
downgrade,  the  consent  of  a  Majority  of  each  Class  of  Secured  Notes,  voting  separately  by 
Ciass,  wiii  need  io  be  obtained  again. 

Sale  of  Equity  Securities  and  Withholding  Tax  Securities 

An  Equity  Security  or  a  Withholding  Tax  Security  may  be  sold  during  or  after  the  Reinvestment 
Period.  If  the  proposed  sale  occurs: 

(i)  during  the  Reinvestment  Period,  for  so  long  as  no  Event  of  Default  has  occurred  and  is 

continuing,  the  Collateral  Manager  on  behalf  of  the  Issuer  will  seek  to  direct  the  reinvestment 
of  the  Sale  Proceeds  in  one  or  more  Substitute  Collateral  Obligations  prior  to  the  end  of  the 
Permitted  Reinvestment  Period;  or 

(ii)  after  the  Reinvestment  Period  or  after  an  Event  of  Default  has  occurred  and  is  continuing, 
the  Issuer  or  the  Collateral  Manager  on  behalf  of  the  Issuer  will  instruct  the  Trustee  to  apply 
the  Sale  Proceeds  thereof  in  accordance  with  the  Priority  of  Payments. 

Conversion  into  Equity  Securities  and  Sale  of  Exchanged  Equity  Securities 

A  Collateral  Obligation  that  is  a  convertible  security  may  be  voluntarily  converted  into  an  Equity 
Security  by  the  Issuer  only  if  (1)  all  Par  Value  Tests  are  satisfied  following  such  conversion  and 
(2)  on  any  Determination  Date  on  or  after  the  Second  Determination  Date,  all  Interest  Coverage 
Tests  are  satisfied  following  such  conversion  and,  in  each  case,  the  Issuer,  makes  a  good  faith  effort 
to  enter  into  an  agreement  to  sell  such  Equity  Security  in  accordance  with  the  timing  specified  in 
subclause  (I)  of  the  immediately  following  paragraph.  For  the  avoidance  of  doubt,  this  paragraph  will 
not  be  applicable  to  a  purchase  or  exchange  of  an  Exchanged  Equity  Security  in  accordance  with 
"—Exchange  of  Defaulted  Obligations". 

-61- 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-001 91 8295 


Footnote  Exhibits  -  Page  5075 

Unless  acquired  in  connection  with  a  default  or  unless  the  Moody's  Rating  Condition  is  satisfied,  the 
Collateral  Manager  on  behalf  of  the  Issuer  shall  seek  to  sell,  and  direct  the  Trustee  in  writing  to  sell, 
any  Exchanged  Equity  Security  within  (I)  in  the  case  of  an  Exchanged  Equity  Security  received  in 
connection  with  an  optional  conversion  at  the  option  of  the  holder  thereof,  ten  Business  Days  of  the 
later  of  (A)  the  first  date  on  which  the  Issuer  may,  in  compliance  with  applicable  laws,  legally  sell, 
assign  or  transfer  such  Exchanged  Equity  Security  and  (B)  notice  of  receipt  thereof,  (II)  in  the  case  of 
an  Exchanged  Equity  Security  not  subject  to  subclause  (I)  and  in  the  event  that  any  of  the  Coverage 
Tests  are  not  met  on  any  Measurement  Date  following  the  receipt  by  the  Issuer  of  such  Exchanged 
Equity  Security,  60  days  after  the  first  date  following  such  Measurement  Date  on  which  the  Issuer 
may,  in  compliance  with  applicable  laws,  legally  sell,  assign  or  transfer  such  Exchanged  Equity 
Security  or  (III)  in  all  other  cases,  one  year  after  the  first  date  on  which  the  Issuer  may,  in  compliance 
with  applicable  laws,  legally  sell,  assign  or  transfer  such  Exchanged  Equity  Security. 

Sale  of  Defaulted  Obligations 

The  Collateral  Manager  on  behalf  of  the  Issuer  may,  if  it  believes  such  to  be  practicable  in  its 
judgment,  instruct  the  Trustee  in  writing  to  sell,  and  the  Trustee  shall  sell,  any  Defaulted  Obligation  at 
3ny  time;  provided,  however,  that  during  the  Reinvestment  Period  the  Collateral  Manager  on  behalf 
of  the  Issuer  will  seek  to  purchase  (on  behalf  of  the  Issuer)  within  90  Business  Days  after  the 
settlement  date  for  such  sale  of  a  Defaulted  Obligation,  one  or  more  additional  Collateral  Obligations 
having  an  Aggregate  Principal  Amount  at  least  equal  to  the  Disposition  Proceeds  (as  defined  herein) 
received  from  such  sale  (excluding  Disposition  Proceeds  that  constitute  Interest  Proceeds).  After  the 
Reinvestment  Period;  the  Collateral  Manager  on  behalf  of  the  Issuer  will  instruct  the  Trustee  to  apply 
the  Sale  Proceeds  of  Defaulted  Obligations  in  accordance  with  the  Priority  of  Payments.  For  the 
avoidance  of  doubt,  (A)  the  exchange  of  a  Defaulted  Obligation  for  an  Exchanged  Defaulted 
Obligation  shall  not  be  deemed  to  be  a  sale  of  a  Defaulted  Obligation  and  (B)  the  Issuer  shall  be 
under  no  obligation  to  sell  a  Defaulted  Obligation  at  any  time. 

Exchange  of  Defaulted  Obligations 

Notwithstanding  the  provisions  described  under  "—Conversion  into  Equity  Securities  and  Sale  of 
Exchanged  Equity  Securities,"  at  any  time,  the  Collateral  Manager  (in  its  sole  discretion)  on  behalf  of 
the  Issuer  may  instruct  the  Trustee  in  writing  to  exchange  a  Defaulted  Obligation  for  (i)  another 
Defaulted  Obligation  (an  "Exchanged  Defaulted  Obligation")  or  (ii)  an  Exchanged  Equity  Security 
for  so  long  as  at  the  time  of  or  in  connection  with  such  exchange: 

(a)  such  Exchanged  Defaulted  Obligation  or  Exchanged  Equity  Security  is  issued  by  the 
same  obligor  as  the  Defaulted  Obligation  (or  an  Affiliate  of  or  successor  to  such 
obligor  or  an  entity  that  succeeds  to  substantially  all  of  the  assets  of  such  obligor) 
and,  in  the  case  of  such  Exchanged  Defaulted  Obligation,  ranks  in  right  of  payment 
no  more  junior  than  the  Defaulted  Obligation  for  which  it  was  exchanged;  provided 
that  if  the  Issuer  is  also  required  to  pay  an  amount  for  such  Exchanged  Defaulted 
Obligation  or  Exchanged  Equity  Security,  the  Issuer  may  use  Interest  Proceeds  to 
effect  such  payment  for  so  long  as,  after  giving  effect  to  such  purchase,  there  would 
be  sufficient  proceeds  in  the  Interest  Collection  Account  or  the  Subordinated 
Securities  Interest  Collection  Account  to  pay  all  amounts  required  to  be  paid 
pursuant  to  the  Priority  of  Payments  prior  to  any  distributions  to  Holders  of  the 
Subordinated  Securities  on  the  next  succeeding  Payment  Date; 

(b).  in  the  case  of  an  Exchanged  Defaulted  Obligation,  (1)  if  any  Par  Value  Test  is  not 
satisfied  following  such  exchange,  then  such  Par  Value  Test  is  at  least  as  close  to 
being  satisfied  after  such  exchange  as  prior  to  such  exchange  and  (2)  on  any 
Determination  Date  on  or  after  the  Second  Determination  Date,  if  any  Interest 
Coverage  Test  is  not  satisfied  following  such  exchange,  then  such  Interest 
Coverage  Test  is  at  least  as  close  to  being  satisfied  after  such  exchange  as  prior  to 
such  exchange; 
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(c)  in  the  case  of  an  Exchanged  Defaulted  Obligation,  if  rated  by  the  Rating  Agencies 
and  if  each  of  the  Maximum  Rating  Factor  Test  or  the  S&P  CDO  Monitor  Test  is  not 
satisfied  following  such  exchange,  then  each  such  Maximum  Rating  Factor  Test  or 
the  S&P  CDO  Monitor  Test  is  at  least  as  close  to  being  satisfied  following  such 
exchange  as  prior  to  such  exchange; 

(d)  in  the  case  of  an  Exchanged  Defaulted  Obligation,  the  expected  total  recovery 
proceeds  of  such  Exchanged  Defaulted  Obligation,  as  determined  by  the  Collateral 
Manager,  must  be  no  less  than  the  expected  total  recovery  proceeds  of  the 
Defaulted  Obligation  for  which  it  was  exchanged;  and 

(e)  as  determined  by  the  Collateral  Manager  on  behalf  of  the  Issuer,  in  the  case  of  an 
Exchanged  Defaulted  Obligation,  if  any  Concentration  Limitation  is  not  satisfied 
following  such  exchange,  then  any  such  Concentration  Limitation  is  at  least  as  close 
to  being  satisfied  as  prior  to  such  exchange. 

Reinvestment  in  Collateral  Obligations 

Reinvestment  shall  be  subject  to  market  conditions  and  the  availability  and  suitability  of  available 
investments. 

Reinvestment  Criteria 

The  Reinvestment  Criteria  will  be  measured  immediately  before  the  Issuer  commits  to  purchase  or 
purchases  a  Collateral  Obligation,  and  are  designed  to  compare  (i)  the  Collateral  Portfolio  before  the 
proposed  addition  of  a  Collateral  Obligation  to  the  Collateral  Portfolio  and  (ii)  the  Collateral  Portfolio 
immediately  after  such  Collateral  Obligation  is  added  to  the  Collateral  Portfolio.  Accordingly,  when 
used  with  respect  to  the  Reinvestment  Criteria,  the  phrase  "prior  to  such  reinvestment"  shall  mean 
the  following: 

(i)  immediately  prior  to  the  sale  of  the  related  Collateral  Obligation,  with  respect  to  the 

reinvestment  ot  tne  saie  rroceeas  01  a  uieuu  mi|jiuveu  <_>L>iiyauuii  ui  a  vOnaiciai  wuiiyauun 
other  than  a  Credit  Risk  Obligation,  an  Equity  Security,  a  Withholding  Tax  Security  or  a 
Defaulted  Obligation;  or 

(ii)  immediately  prior  to  the  reinvestment  of  the  Sale  Proceeds  of  a  Credit  Risk  Obligation,  an 
Equity  Security,  a  Withholding  Tax  Security  or  a  Defaulted  Obligation. 

(A)  Notwithstanding  the  foregoing  discussion,  but  subject  to  subclause  (B)  below,  if  the 
Reinvestment  Criteria  would  not  be  satisfied  upon  the  proposed  purchase  of  a  single  Collateral 
Obligation  but  the  Reinvestment  Criteria  would  be  satisfied  upon  the  proposed  purchase  of  a  number 
of  Collateral  Obligations  (including  such  single  Collateral  Obligation),  testing  the  Reinvestment 
Criteria  as  described  below  in  subclause  (ii),  then  the  Reinvestment  Criteria  will  be  deemed  to  be 
satisfied  for  all  such  Collateral  Obligations  if  the  following  conditions  are  met: 

(i)  such  Collateral  Obligations  have  been  acquired  or  will  be  acquired  by  the  Issuer  in 

accordance  with  a  Trading  Plan; 

(ii)  as  evidenced  by  an  officer's  certificate  of  the  Collateral  Manager  delivered  to  the  Trustee  on 
or  prior  to  the  earliest  event  specified  in  such  Trading  Plan,  the  Reinvestment  Criteria  are 
expected  to  be  satisfied  as  of  the  trade  date  relating  to  the  last  Collateral  Obligation  that  will 
be  purchased  pursuant  to  such  Trading  Plan  or,  if  not  expected  to  be  satisfied  as  of  such 
trade  date,  are  expected  to  be  maintained  or  improved  as  of  such  trade  date; 

(iii)  the  ratings  by  Moody's  on  the  Class  S  Notes,  the  Class  A  Notes  and  the  Class  B  Notes  at 
the  time  of  acquisition  are  not  one  or  more  rating  subcategories,  and  the  ratings  by  Moody's 
on  the  Class  C  Notes  and  the  Class  D  Notes  are  not  two  or  more  rating  subcategories,  in 
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each  case,  below  the  applicable  ratings  in  effect  on  the  Closing  Date  or  withdrawn  by 
Moody's;  and 

(iv)        no  more  than  one  Trading  Plan  may  be  in  effect  at  any  time. 

(B)  Subject  to  (C)  below,  as  measured  on  the  last  applicable  trade  date,  if  a  Trading  Plan  that 
was  implemented  results  in  either  (i)  if  the  Reinvestment  Criteria  were  satisfied  before  the  execution 
of  such  Trading  Plan,  the  failure  to  satisfy  such  Reinvestment  Criteria  or  (if)  if  the  Reinvestment 
Criteria  were  not  satisfied  before  the  execution  of  such  Trading  Plan,  the  Issuer's  failure  to  maintain 
or  improve  its  level  of  compliance  with  the  Reinvestment  Criteria,  the  Issuer  will  be  prohibited  from 
entering  into  any  additional  Trading  Plan  notwithstanding  that  such  Trading  Plan  was  implemented  in 
good  faith  unless  the  events  specified  in  clauses  (i)  or  (ii)  were  due  to  (x)  a  failure  of  a  counterparty 
or  issuer  to  comply  with  any  of  its  payment  or  delivery  obligations  to  the  Issuer  or  any  other  default 
by  such  counterparty  or  issuer  for  reasons  beyond  the  control  of  the  Issuer  or  any  other  terms  that 
were  agreed  with  the  Issuer  at  or  prior  to  the  commencement  of  such  Trading  Plan  or  (y)  an  error  or 
omission  of  an  administrative  or  operational  nature  made  by  any  bank,  broker-dealer,  clearing 
corporation  or  other  similar  financial  intermediary  holding  funds,  securitiesor  other^property  directly 
or  indirectly  for  the  account  of  the  Issuer.  S&P  wiii  be  notified  of  any  failed  Trading  Plan. 

(C)  Notwithstanding  subclause  (B)  above,  following  a  prohibition  to  enter  additional  Trading 
Plans  due  to  the  circumstances  described  in  subclauses  (B)(i)  or  (B)(ii)  above,  if  the  Issuer  or  the 
Collateral  Manager,  on  behalf  of  the  Issuer,  notifies  each  of  the  Rating  Agencies  of  its  intention  to 
implement  an  additional  Trading  Plan,  upon  satisfaction  of  the  S&P  Rating  Condition  and  the 
Moody's  Rating  Condition,  the  Issuer  may  implement  such  additional  Trading  Plan  in  accordance 
with  the  limitations  set  forth  in  the  Indenture.  Upon  satisfaction  of  the  conditions  set  forth  in  the 
preceding  sentence,  any  prohibition  shall  be  lifted  until  a  subsequent  Trading  Plan  would  otherwise 
cause  the  Issuer  to  be  prohibited  from  entering  additional  Trading  Plans. 

A  Collateral  Obligation  (other  than  an  Exchanged  Defaulted  Obligation,  which  need  not  satisfy  these 
tests  to  be  included)  will  be  eligible  for  inclusion  in  the  Collateral  only  if  subclause  (a)  or  (b)  is 
satisfied,  as  applicable  (collectively,  the  "Reinvestment  Criteria").  The  Reinvestment  Criteria  are 
not  required  to  be  satisfied  during  the  Initial  Investment  Period. 

(a)         During  the  Reinvestment  Period  after  the  Initial  Investment  Period: 

(i)  with  respect  to  any  reinvestment  of  Principal  Proceeds  (other  than  those  amounts 

described  in  subclause  (ii)  of  the  definition  thereof),  (1)  if  any  Par  Value  Test  is  not 
satisfied  following  such  reinvestment,  then  such  Par  Value  Test  is  at  least  as  close 
to  being  satisfied  after  such  reinvestment  as  prior  to  such  reinvestment,  (2)  on  the 
Second  Determination  Date  and  any  subsequent  Measurement  Date,  if  any  Interest 
Coverage  Test  is  not  satisfied  following  such  reinvestment,  then  such  Interest 
Coverage  Test  is  at  least  as  close  to  being  satisfied  after  such  reinvestment  as  prior 
to  such  reinvestment  and  (3)  if  the  Minimum  Par  Value  Ratio  is  not  satisfied 
following  such  reinvestment,  then  either:  (x)  the  Minimum  Par  Value  Ratio  is  no 
lower  after  such  reinvestment  than  prior  to  such  reinvestment,  or  (y)  any  of  the 
Moody's  Weighted  Average  Rating  Factor,  Diversity  Score  or  Weighted  Average  Life 
is  improved  after  giving  effect  to  such  reinvestment; 

(ii)         with  respect  to  any  reinvestment  of  Principal  Proceeds  described  in  subclause  (ii)  of 

the  definition  thereof,   (1)  the   Par  Value  Tests   are  satisfied   following   such 

reinvestment  and  (2)  on  the  Second  Determination  Date  and  any  subsequent 

•  —  --'-•  Measurement  Date,  the  Interest  Coverage  Tests  are  satisfied  following  such 

reinvestment; 

(iii)  if  the  Diversity  Test  is  not  satisfied  following  such  reinvestment,  then  such  Diversity 
Test  is  at  least  as  close  to  being  satisfied  after  such  reinvestment  as  prior  to  such 
reinvestment; 
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(iv)  if  the  Maximum  Rating  Factor  Test  is  not  satisfied  following  such  reinvestment,  then 
the  Moody's  Weighted  Average  Rating  Factor  is  no  higher  after  such  reinvestment 
than  prior  to  such  reinvestment; 

(v)  if  the  Minimum  Weighted  Average  Coupon  Test  is  not  satisfied  following  such 
reinvestment,  then  the  Weighted  Average  Spread  is  no  lower  after  such 
reinvestment  than  prior  to  such  reinvestment; 

(vi)  if  the  Maximum  Average  Life  Test  is  not  satisfied  following  such  reinvestment,  then 
the  Weighted  Average  Life  is  no  longer  after  such  reinvestment  than  prior  to  such 
reinvestment; 

(vii)  if  the  Moody's  Minimum  Weighted  Average  Recovery  Rate  Test  is  not  satisfied 
following  such  reinvestment,  then  the  Moody's  Weighted  Average  Recovery  Rate  is 
no  lower  after  such  reinvestment  than  prior  to  such  reinvestment; 

(viii)  if  the  S&P  Minimum  Weighted  Average  Recovery  Rate  Test  is  not  satisfied  following 
such  reinvestment,  then  the  S&P  Weighted  Average  Recovery  Rate  determined  with 
respect  to  each  Class  of  Secured  Notes  is  no  lower  after  such  reinvestment  than 
prior  to  such  reinvestment; 

(ix)  if  the  S&P  CDO  Monitor  Test  is  satisfied  prior  to  such  reinvestment,  then  the  S&P 
CDO  Monitor  Test  is  satisfied  after  such  reinvestment  or  if  the  S&P  CDO  Monitor 
Test  is  not  satisfied  prior  to  such  reinvestment  and  the  S&P  CDO  Monitor  Test  is  not 
satisfied  following  such  reinvestment,  then  (1)  the  Class  S  Loss  Differential,  the 
Class  A  Loss  Differential,  the  Class  B  Loss  Differential,  the  Class  C  Loss 
Differential,  the  Class  D  Loss  Differential  and  the  Class  E  Loss  Differential  are  no 
lower  after  such  reinvestment  than  prior  to  such  reinvestment  and  (2)  the  Issuer 
shall  notify  S&P  of  the  Class  S  Loss  Differential,  the  Class  A  Loss  Differential,  the 
Class  B  Loss  Differential,  the  Class  C  Loss  Differential,  the  Class  D  Loss  Differential 
and  the  Class  E  Loss  Differential  immediately  prior  to,  and  immediately  after,  such 
reinvestment;  provided,  however,  that  this  subclause  (ix)  shall  not  apply  to  the 
reinvestment  of  Sale  Proceeds  from  the  sale  of  Credit  Risk  Obligations,  Defaulted 
Obligations,  Withholding  Tax  Securities  and  Equity  Securities; 

(x)         no  Event  of  Default  exists  at  the  time  such  Reinvestment  Criteria  are  applied;  and 

(xi)  with  respect  to  the  Collateral  Portfolio,  if  any  Concentration  Limitation  is  not  satisfied 
following  such  reinvestment,  then  any  such  Concentration  Limitation  is  at  least  as 
close  to  being  satisfied  after  such  reinvestment  as  prior  to  such  reinvestment. 

For  the  avoidance  of  doubt,  Sale  Proceeds  may  be  invested  in  Eligible  Investments,  each  with  a 
maturity  date  not  to  exceed  the  date  that  is  one  Business  Day  prior  to  the  Scheduled  Payment  Date 
next  succeeding  the  Due  Period  in  which  such  Sale  Proceeds  are  received,  pending  investment  in 
Collateral  Obligations. 

(b)         After  the  Reinvestment  Period: 

(i)  the  Class  A/B  Par  Value  Test,  the  Class  C  Par  Value  Test,  the  Class  D  Par  Value 

Test  and  the  Interest  Coverage  Tests  must  be  satisfied; 

(ii)         if  the  Minimum  Par  Value  Ratio  is  not  satisfied  following  such,  reinvestment,  then 

either:  (x)  the  Minimum  Par  Value  Ratio  is  no  lower  after  such  reinvestment  than 
prior  to  such  reinvestment,  or  (y)  any  of  the  Moody's  Weighted  Average  Rating 
Factor,  Diversity  Score  or  Weighted  Average  Life  is  improved  after  giving  effect  to 
such  reinvestment; 
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if  the  Diversity  Test  is  not  satisfied  following  such  reinvestment,  then  such  Diversity 
Test  is  at  least  as  close  to  being  satisfied  after  such  reinvestment  as  prior  to  such 
reinvestment; 


(iv)        the  Maximum  Rating  Factor  Test  is  satisfied  after  such  reinvestment; 

(v)  if  the  Minimum  Weighted  Average  Coupon  Test  is  not  satisfied  following  such 
reinvestment,  then  the  Weighted  Average  Spread  is  no  lower  after  such 
reinvestment  than  prior  to  such  reinvestment; 

(vi)  if  the  Moody's  Minimum  Weighted  Average  Recovery  Rate  Test  is  not  satisfied 
following  such  reinvestment,  then  the  Moody's  Weighted  Average  Recovery  Rate  is 
no  lower  after  such  reinvestment  than  priorto  such  reinvestment; 

(vii)  if  the  S&P  Minimum  Weighted  Average  Recovery  Rate  Test  is  not  satisfied  following 
such  reinvestment,  then  the  S&P  Weighted  Average  Recovery  Rate  determined  with 
respect  to  each  Class  of  Secured  Notes  is  no  lower  after  such  reinvestment  than 
prior  to  such  reinvestment; 

(viii)       no  Event  of  Default  exists  at  the  time  such  Reinvestment  Criteria  are  applied; 

(ix)  the  Aggregate  Principal  Amount  of  Caa/CCC  Collateral  Obligations  represents  less 
than  7.5%  of  the  Aggregate  Principal  Amount  of  the  Collateral  Portfolio; 

(x)  with  respect  to  the  Collateral  Portfolio,  if  any  Concentration  Limitation  is  not  satisfied 
following  such  reinvestment,  then  such  Concentration  Limitation  is  at  least  as  close 
to  being  satisfied  after  such  reinvestment  as  priorto  such  reinvestment; 

(xi)        the  S&P  CDO  Evaluator  Test  is  satisfied; 

(xii)       the  Maximum  Average  Life  Test  is  satisfied  following  such  reinvestment;  and 

(xiii)  the  ratings  assigned  to  the  Secured  Notes  (other  than  the  Class  E  Notes)  by 
Moody's  as  of  the  Closing  Date  have  not  been  reduced  by  two  or  more 
subcategories  (in  the  case  of  the  Class  C  Notes  and  the  Class  D  Notes)  or  by  one  or 
more  subcategories  (in  the  case  of  the  Class  S  Notes,  the  Class  A  Notes  and  the 
Class  B  Notes)  since  the  Closing  Date  and  have  not  been  withdrawn  by  Moody's 
(disregarding  any  withdrawal  or  reduction  if  subsequent  thereto  Moody's  has 
upgraded  or  reinstated  any  such  reduced  or  withdrawn  rating  to  at  least  the  initial 
rating  in  effect  as  of  the  Closing  Date  (in  the  case  of  the  Class  S  Notes,  the  Class  A 
Notes  and  the  Class  B  Notes)  or  to  a  level  not  more  than  one  subcategory  below  the 
initial  rating  in  effect  as  of  the  Closing  Date  (in  the  case  of  the  Class  C  Notes  and 
the  Class  D  Notes)). 

Purchase  of  Equity  Securities 

Except  in  connection  with  the  purchase  or  exchange  of  an  Exchanged  Equity  Security  as  described 
under  "—Sale  of  Collateral  Obligations;  Substitute  Securities;  Exchange  of  Defaulted  Obligations  and 
Reinvestment  Criteria— Exchange  of  Defaulted  Obligations,"  if  the  Collateral  Manager  directs  the  Trustee  to 
purchase  any  Collateral  Obligation  which  is  convertible  into  an  equity  security  or  which  has  equity  features 
attached  the  Collateral  Manager  on  behalf  of  the  Issuer  shall  determine  the  portion  of  the  purchase  price  of 
such  Collateral  Obligation  that  is  attributable  to  the  value  of  the  option  to  convert  such  Collateral  Obligation 
into  an  equity  security  or  to  the  value  of  equity  features,  as  applicable.  If  the  Collateral  Manager  determines 
(in  its  sole  discretion)  that  there  is  any  Excess  Equity  Feature  Value  or  the  Collateral  Manager  decides  (in  its 
sole  discretion)  on  behalf  of  the  Issuer  to  exercise  any  warrants  received  in  respect  of  any  Collateral 
Obligations  the  Collateral  Manager  shall  instruct  the  Trustee  in  writing  to  apply  Interest  Proceeds  allocable 
to  the  Subordinated  Securities  Interest  Collection  Account  to  pay  such  Excess  Equity  Feature  Value  or  to 
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exercise  any  such  warrants;  provided  that  the  Collateral  Manager  shall  not  direct  the  Trustee  to  make  such 
purchase  or  to  exercise  any  such  warrants  if,  after  giving  effect  to  such  purchase  or  exercise,  as  applicable, 
there  would  be  insufficient  proceeds  in  the  Interest  Collection  Account  or  the  Subordinated  Securities  Interest 
Collection  Account  to  pay  all  amounts  required  to  be  paid  pursuant  to  the  Priority  of  Payments  prior  to 
distributions  to  Holders  of  the  Subordinated  Securities  on  the  next  succeeding  Payment  Date. 

No  equity  security  may  be  acquired  unless  it  is  either  (i)  an  Equity  Security  or  (ii)  an  Exchanged 
Equity  Security. 

Certain  Matters  Relating  to  Synthetic  Securities 

General.   Synthetic  Securities  will  be  purchased  or  entered  into  by  the  Issuer  for  such  purposes  as 
(but  not  limited  to): 

(i)  structuring  an  investment  in  Reference  Obligations  with  a  desired  maturity,  currency  or 

interest  rate  which  otherwise  may  be  inconsistent  with  the  criteria  for  purchasing  Collateral 
Obligations; 

(ii)         achieving  yield  enhancement  based  on  the  coupon  payments  by  a  Reference  Obligor;  or 

(iii)        establishing  recovery  floors  or  other  means  of  credit  protection  as  a  result  of  defaults  on 
Reference  Obligations. 

The  Issuer's  exposure  to  a  particular  Synthetic  Security  Counterparty  will  be  subject  to  the  limitations 
described  in  "Glossary  of  Defined  Terms— Synthetic  Security  Counterparty". 

As  part  of  the  purchase  of  a  Synthetic  Security,  the  Issuer  may  be  required  to  purchase  or  post 
Synthetic  Security  Collateral.  See  "—Synthetic  Security  Collateral  Account". 

Treatment  of  Synthetic  Securities  (including  Form  Approved  Synthetic  Securities) 


For  all  purposes 


Principal  Balance 

For  purposes  of  determining  compliance  with  the 
Concentration  Limitations,  any  Synthetic  Security 
with  an  S&P  Recovery  Rate  and  a  Moody's 
Recovery  Rate  equivalent  to  the  S&P  Recovery 
Rate  and  Moody's  Recovery  Rate  of  a  Senior 
Secured  Loan,  Senior  Unsecured  Loan  or  a 
Subordinated  Loan  (taking  into  account  any 
recovery  floors  with  respect  to  any  Reference 
Obligation  subject  to  such  Synthetic  Security) 

Moody's  Default  Probability  Rating 

Moody's  Rating 

Moody's  Rating  Factor 

Moody's  Recovery  Rate 


Treatment 

Unless  otherwise  specified,  a  Synthetic  Security 
will  be  deemed  to  be  a  Collateral  Obligation  having 
the  characteristics  of  such  Synthetic  Security  and 
not  that  of  the  related  Reference  Obligation  or 
Reference  Obligor 

See  definition  of  "Principal  Balance" 

Treat  as  a  Senior  Secured  Loan,  Senior  Unsecured 
Loan  or  a  Subordinated  Loan  (in  each  case  except 
for  determining  Moody's  Default  Probability  Rating, 
Moody's  Rating  Factor,  Moody's  Rating  or  S&P 
Rating) 


As  provided  by  Moody's 

.As  provided  in  the  definition  of  "Moody's  Rating" 

As  provided  by  Moody's 

As  provided  in  the  definition  of  "Moody's  Recovery 
Rate" 
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Treatment 


S&P  Rating  As  provided  by  S&P 

S&P  Recovery  Rate  As  provided  in  the  definition  of  "S&P  Weighted 

Average  Recovery  Rate" 

Concentration      Limitations      (other      than      for     Look  to  the  Reference  Obligor 
determining   compliance  with   the   Concentration 
Limitation    relating    to    Floating    Rate    Collateral 
Obligations) 

Concentration      Limitations      (for      determining     Look  to   the   rate   at  which   periodic   payments 
compliance    with    the    Concentration    Limitation     payable  to  the  Issuer  are  based 
relating  to  Floating  Rate  Collateral  Obligations) 

For   purposes    of  determining    compliance   with     Look  to  the  Reference  Obligor 

subclause    (iii)    of   the   definition    of   "Collateral 

Obligation" 

Diversity  Score  Look  to   the   Reference   Obligor   (provided  that 

Synthetic  Securities  that  specify  an  index  shall  be 
disregarded  for  the  purposes  of  calculating  the 
Diversity  Score) 

Hedge  Agreements 

On  or  after  the  Closing  Date,  the  Issuer  may,  subject  to  the  conditions  described  herein,  enter  into 
one  or  more  Hedge  Agreements  with  one  or  more  Hedge  Counterparties. 

After  the  Closing  Date,  the  Issuer  is  authorized  to  and  may  enter  into  Hedge  Agreements  from  time 
to  time  but  solely  for  the  purpose  of  managing  interest  rate  and  other  risks  in  connection  with  the  Issuer's 
issuance  of,  and  making  of  payments  on,  the  Securities  and  the  Issuer's  ownership  and  disposition  of  the 
Collateral  Obligations  and  with  such  Hedge  Counterparties  as  it  may  elect  in  its  sole  discretion,  subject  in  ail 
cases  to  the  Moody's  Rating  Condition  a"nd  the  S&P  Rating  Condition  having  been  satisfied.  All  payments 
due  to  any  Hedge  Counterparty  under  any  Hedge  Agreement  shall  be  paid  in  accordance  with  the  Priority  of 
Payments;  provided,  however,  that  to  the  extent  any  payments  are  received  by  the  Issuer  as  a  result  of 
entering  into  replacement  transaction^),  the  Hedge  Counterparty  that  is  being  replaced  shall  have  first 
priority  as  to  such  payments  versus  all  other  creditors  of  the  Issuer,  and  the  Issuer  shall  pay  (or  cause  the 
Trustee  to  pay)  such  amounts  equal  to  the  termination  payments  over  to  the  Hedge  Counterparty  that  is 
being  replaced  immediately  upon  receipt.  See  "Description  of  the  Securities— Priority  of  Payments". 

Except  to  the  extent  otherwise  approved  by  the  Rating  Agencies,  if  either  of  the  Rating  Agencies 
downgrades  the  applicable  Hedge  Counterparty  below  the  Required  Hedge  Counterparty  Rating,  an 
Additional  Termination  Event  (as  defined  in  the  Hedge  Agreement)  (a  "Downgrade  Terminating  Event" ) 
shall  occur  unless  (x)  such  Hedge  Counterparty  has  a  short-term  rating  of  at  least  "A-3"  by  S&P  or,  if  no  such 
short-term  rating  exists,  a  long-term  senior  unsecured  debt  rating,  financial  program  rating,  derivatives 
counterparty  rating,  counterparty  risk  rating  or  similar  rating  of  at  least  "BBB-"  by  S&P  and  (y)  at  least  one  of 
the  following  events  has  occurred: 

(i)  within  the  time  period  specified  in  the  Hedge  Agreement  with  respect  to  such  downgrade, 

such  Hedge  Counterparty  shall  transfer  the  Hedge  Agreement,  in  whole,  but  not  in  part,  to  a 
counterparty  that  satisfies  the  Required  Hedge  Counterparty  Rating,  subject  to  the 
satisfaction  of  the  Moody's  Rating  Condition  or  the  S&P  Rating  Condition,  as  applicable; 

(ii)  within  the  time  period  specified  in  the  Hedge  Agreement  with  respect  to  such  downgrade, 
such  Hedge  Counterparty,  shall  collateralize  (pursuant  to  a  credit  support  annex  to  be 
entered  into  at  such  time)  its  exposure  to  the  Issuer,  subject  to  the  satisfaction  of  the 
Moody's  Rating  Condition  or  the  S&P  Rating  Condition,  as  applicable; 
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(iii)  within  the  time  period  specified  in  the  Hedge  Agreement  with  respect  to  such  downgrade, 
the  obligations  of  such  Hedge  Counterparty  under  the  Hedge  Agreement  shall  be 
guaranteed  by  a  person  or  entity  that  satisfies  the  Required  Hedge  Counterparty  Rating, 
subject  to  the  satisfaction  of  the  Moody's  Rating  Condition  or  the  S&P  Rating  Condition,  as 
applicable;  or 

(iv)  within  the  time  period  specified  in  the  Hedge  Agreement  with  respect  to  such  downgrade, 
such  Hedge  Counterparty  shall  take  such  other  steps,  if  any,  to  enable  the  Issuer  to  satisfy 
the  Moody's  Rating  Condition  or  the  S&P  Rating  Condition,  as  applicable. 

It  shall  also  be  an  Additional  Termination  Event  (as  defined  in  the  Hedge  Agreement)  if  a  Hedge 
Counterparty  has  a  short-term  rating  of  at  least  "A-3"  by  S&P  or,  if  no  such  short-term  rating  exists,  a  long- 
term  senior  unsecured  debt  rating,  financial  program  rating,  derivatives  counterparty  rating,  counterparty  risk 
rating  or  similar  rating  of  less  than  "BBB-"  by  S&P  and  within  the  time  period  specified  in  the  Hedge 
Agreement,  such  Hedge  Counterparty,  while  collateralizing  its  exposure  to  the  Issuer,  fails  to  transfer  the 
Hedge  Agreement,  in  whole,  but  not  in  part,  to  a  counterparty  that  satisfies  the  Required  Hedge  Counterparty 
Rating,  subject  to  satisfaction  of  the  Moody's  Rating  Condition  or  the  S&P  Rating  Condition,  as  applicable. 

The  Hedge  Counterparties  may  be  Affiliates  of  the  Initial  Purchaser  and/or  Affiliates  of  the  Collateral 
Manager,  which  arrangements  may  create  certain  conflicts  of  interest.  See  "Risk  Factors— Certain  Conflicts 
of  Interest". 

Hedge  Agreements  may  be  terminated  in  accordance  with  their  terms,  whether  or  not  the  Secured 
Notes  have  been  paid  in  full  or  redeemed  prior  to  such  termination,  upon  the  earliest  to  occur  of  (i)  certain 
events  of  bankruptcy,  insolvency,  conservatorship,  receivership  or  reorganization  of  the  Issuer  or  the  related 
Hedge  Counterparty,  (ii)  failure  on  the  part  of  the  Issuer  or  the  related  Hedge  Counterparty  to  make  any 
payment  under  the  Hedge  Agreement  within  the  applicable  grace  period,  (iii)  a  change  in  law  making  it  illegal 
for  either  the  Issuer  or  the  related  Hedge  Counterparty  to  be  a  party  to,  or  perform  an  obligation  under,  the 
Hedge  Agreement;  (iv)  an  optional  redemption  of  the  Securities  as  described  in  "Description  of  the 
Securities— Optional  Redemption"  or  (v)  certain  other  events  specified  in  the  relevant  Hedge  Agreement; 
provided,  however,  that  (x)  no  Hedge  Agreement  may  be  terminated  by  any  party  thereto  in  connection  with 
an  event  specified  in  clause  (iv)  above  until  the  requirements  set  forth  in  ihe  third  paragraph  under 
"Description  of  the  Securities— Optional  Redemption— Optional  Redemption  Procedures"  have  been  satisfied 
and  following  the  expiration  of  any  right  of  the  Issuer  to  withdraw  the  related  notice  of  redemption,  and  (y)  if 
the  occurrence  or  continuance  of  an  Event  of  Default  (other  than  any  Event  of  Default  which  is  also  an  event 
specified  in  clauses  (i)  or  (ii)  above)  is  a  termination  event  under  a  Hedge  Agreement,  then  such  Hedge 
Agreement  may  not  be  terminated  by  any  party  thereto  for  so  long  as  a  Majority  of  the  Controlling  Class  may 
rescind  and  annul  the  declaration  of  the  related  Event  of  Default  in  accordance  with  the  provisions  of  the 
Indenture. 

If  the  Issuer  is  unable  to  or,  if  applicable,  chooses  not  to  obtain  a  substitute  Hedge  Agreement  in  the 
event  that  a  Hedge  Agreement  is  terminated,  interest  due  on  the  Secured  Notes  will  be  paid  from  amounts 
received  on  the  Collateral  Obligations  without  the  benefits  of  a  Hedge  Agreement  or  a  substitute  Hedge 
Agreement.  If  the  Indenture  obligates  the  Issuer  to  seek  a  replacement  upon  termination  of  the  Hedge 
Agreement  and  the  Issuer  is  unable  to  find  a  suitable  replacement  Hedge  Agreement,  there  can  be  no 
assurance  that  the  Moody's  Rating  Condition  and  the  S&P  Rating  Condition  will  be  satisfied  in  respect  of  the 
Secured  Notes.  There  can  be  no  assurance  that  such  amounts  will  be  sufficient  to  provide  for  the  full 
payment  of  interest  on  the  Secured  Notes  at  the  applicable  Note  Interest  Rate  or  that  amounts  that  would 
otherwise  be  distributable  to  the  Holders  of  the  Subordinated  Securities  will  not  be  reduced  in  such  case. 

A  termination  of  a  Hedge  Agreement  does  not  constitute  an  Event  of  Default  under  the  Indenture. 

The  occurrence  of  any  optional  redemption  of  the  Securities  will  cause  the  termination  of  any  Hedge 
Agreement  in  place  at  such  time.  Such  termination  may  require  the  Issuer  to  make  a  termination  payment  to 
the  Hedge  Counterparty,  and  the  Holders  may  be  unable  to  effect  an  optional  redemption  (other  than  in 
connection  with  an  optional  redemption  following  a  Withholding  Tax  Event)  despite  having  sufficient 
proceeds  prior  to  making  such  termination  payment  to  pay  or  redeem  the  Secured  Notes  and  certain 
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expenses  in  full.  In  addition,  in  order  to  liquidate  the  Collateral  following  an  Event  of  Default,  the  Hedge 
Agreement  must  be  terminated  and  proceeds  from  such  liquidation  must  be  sufficient  to  pay  any  termination 
payment  owing  to  the  Hedge  Counterparty  in  addition  to  any  amounts  owing  under  the  Secured  Notes.  As  a 
result,  as  set  forth  in  the  Indenture,  the  Holders  of  the  Secured  Notes  may  be  unable  to  effect  a  liquidation  of 
the  Collateral  following  an  Event  of  Default  despite  having  sufficient  proceeds  prior  to  the  payment  of  such 
termination  payment  to  pay  the  Secured  Notes  and  certain  expenses  in  full. 

Depending  on  the  requirements  of  the  entity  that  acts  as  Hedge  Counterparty,  the  Issuer  may  be 
required  to  post  collateral  to  such  Hedge  Counterparty  if  the  Class  C  Par  Value  Test  is  not  satisfied  on  any 
Determination  Date  or  the  Class  C  Interest  Coverage  Test  is  not  satisfied  on  any  Determination  Date  on  or 
after  the  Second  Determination  Date,  as  specified  in  subclause  (ii)  under  "Description  of  the  Securities — 
Priority  of  Payments— Principal  Proceeds".  If  such  posting  requirements  exist,  the  related  Hedge 
Counterparty  may  be  required  to  make  certain  payments  to  the  Issuer  to  compensate  the  Issuer  for  the  effect 
of  such  posting.  See  "Description  of  the  Securities— Priority  of  Payments— Principal  Proceeds". 

With  respect  to  any  Hedge  Agreement,  (i)  the  Issuer  may,  with  the  consent  of  the  applicable  Hedge 
Counterparty,  assign  or  transfer  all  or  a  portion  of  any  Hedge  Agreement,  (ii)  a  Hedge  Counterparty  may 
assign  its  obligations  under  a  Hedge  Agreement  to  any  institution  (with  the  consent  of  the  Issuer,  if  so 
required  by  the  terms  of  the  applicable  Hedge  Agreement),  (iii)  the  Issuer  and  the  Hedge  Counterparty  may 
amend  a  Hedge  Agreement  and/or  (iv)  the  Issuer  may  terminate  a  Hedge  Agreement  and  replace  a  Hedge 
Counterparty;  provided,  however,  that  in  the  case  of  (iii)  each  of  the  Moody's  Rating  Condition  and  the  S&P 
Rating  Condition  has  been  satisfied  and  in  each  such  case  (0,  00  or  (iv),  the  Moody's  Rating  Condition  has 
been  satisfied  and,  if  the  Issuer  will  be  required  to  make  a  payment  in  connection  with  such  assignment, 
transfer  or  termination,  the  S&P  Rating  Condition  has  been  satisfied;  provided,  further,  that  the  Issuer  may 
terminate  a  Hedge  Agreement  without  satisfaction  of  the  Moody's  Rating  Condition  or  the  S&P  Rating 
Condition  in  conjunction  with  an  optional  redemption  of  the  Securities  if  all  conditions  applicable  to  such 
optional  redemption  set  forth  in  the  Indenture  have  been  satisfied. 

Any  Hedge  Agreements  will  be  governed  by,  and  construed  in  accordance  with,  the  laws  of  the  State 
of  New  York  without  regard  to  the  conflict  of  laws  principles  thereof  and  shall  contain  appropriate  limited 
recourse  and  non-petition  provisions  as  against  the  Issuer  equivalent  (mutatis  mutandis)  to  those  contained 
in  the  Indenture. 

Securities  Lending 

Provided  that  no  Event  of  Default  has  occurred  and  is  continuing,  the  Collateral  Manager  on  behalf 
of  the  Issuer,  may  from  time  to  time,  in  its  sole  discretion,  instruct  the  Trustee  in  writing  to  lend  Collateral 
Obligations  to  Securities  Lending  Counterparties  (which  Securities  Lending  Counterparties  may  be  Affiliates 
of  the  Initial  Purchaser  and/or  Affiliates  of  the  Collateral  Manager)  pursuant  to  one  or  more  Securities 
Lending  Agreements. 

Such  Securities  Lending  Agreements  may  create  certain  conflicts  of  interest.  See  "Risk  Factors- 
Certain  Conflicts  of  Interest".  The  duration  of  any  Securities  Lending  Agreement,  and  the  Collateral  Portfolio 
loaned  thereunder,  shall  not  exceed  the  Stated  Maturity  of  the  Securities. 

Each  Securities  Lending  Agreement  shall  be  on  market  terms  (except  as  may  be  required  below),  as 
determined  by  the  Collateral  Manager  on  behalf  of  the  Issuer,  in  its  sole  judgment  and  shall: 

(i)  require  that,  in  the  first  instance,  the  Securities  Lending  Counterparty  return  to  the  Issuer 

debt  obligations  that  are  identical  (in  terms  of  issue  and  class)  to  the  loaned  Collateral 
Obligations;  provided  that  if  the  Issuer  and  the  Trustee  have  received  an  opinion  or  advice  of 
tax  counsel  of  nationally  recognized  standing  in  the  United  States  experienced  in  such 
matters  to  the  effect  that  the  failure  of  the  Securities  Lending  Counterparty  to  return  such 
loaned  Collateral  Obligations  will  not  cause  the  Issuer  to  be  engaged,  or  deemed  to  be 
engaged,  in  a  trade  or  business  in  the  United  States  for  United  States  federal  income  tax 
purposes  or  otherwise  to  be  subject  to  United  States  federal  income  tax  on  a  net  basis,  the 
Issuer  may  accept  an  alternative  other  than  such  loaned  Collateral  Obligations  from  the 
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Securities  Lending  Counterparty  (for  so  long  as  the  failure  of  the  Securities  Lending 
Counterparty  to  provide  such  alternative  will  not  constitute  an  event  of  default  under  such 
Securities  Lending  Agreement); 

(ii)  require  that  the  Securities  Lending  Counterparty  pay  to  the  Issuer  such  amounts  as  are 
equivalent  to  all  interest  and  other  payments  that  the  owner  of  the  loaned  Collateral 
Obligation  is  entitled  to  for  the  period  during  which  the  Collateral  Obligation  is  loaned  and 
such  payments  shall  not  be  subject  to  any  withholding  tax  imposed  by  any  jurisdiction  unless 
the  Securities  Lending  Counterparty  is  required  under  the  Securities  Lending  Agreement  to 
make  "gross-up"  payments  to  the  Issuer  that  cover  the  full  amount  of  such  withholding  tax  on 
an  after-tax  basis; 

(iii)        require  that  the  Moody's  Rating  Condition  and  the  S&P  Rating  Condition  be  satisfied; 

(iv)        be  governed  by  the  laws  of  New  York;  and 

(v)         permit  the  Issuer  to  assign  its  rights  thereunder  to  the  Trustee  pursuant  to  the  Indenture. 

In  addition,  the  Issuer  may  indemnify  a  collateral  agent  or  any  other  person  acting  in  a  similar 
capacity  in  connection  with  a  Securities  Lending  Agreement  (although  any  such  indemnity  payments  will 
constitute  Administrative  Expenses  and  will  be  subject  to  the  Priority  of  Payments). 

A  Securities  Lending  Counterparty  will  be  required  to  post  with  the  Trustee,  or  any  Securities 
Intermediary,  Securities  Lending  Collateral  to  secure  its  obligation  to  return  the  Collateral  Obligations. 
"Securities  Lending  Collateral"  means  any  cash  or  direct  Registered  debt  obligations  of  the  United  States 
of  America  that  have  a  maturity  of  five  years  or  less  and  that  are  pledged  by  a  Securities  Lending 
Counterparty  as  collateral  pursuant  to  a  Securities  Lending  Agreement. 

Such  collateral  will  be  maintained  at  all  times  with  the  Trustee  or  any  Securities  Intermediary  in  an 
amount  equal  to  an  agreed  upon  percentage  (no  less  than  100%  and  in  accordance  with  the  relevant 
Securities  Lending  Agreement)  of  the  current  market  value  (determined  daily  by  the  related  Securities 
Lending  Counterparty"  and  monitored  by  the  Collateral  Manager  on  behalf  of  the  issuer)  of  the  loaned 
securities.  Such  collateral  will  hot  constitute  Collateral  Obligations  and  will  not  be  available  to  support 
payments  on  the  Secured  Notes  or  for  distribution  to  the  Holders  of  the  Subordinated  Securities  unless  the 
related  Securities  Lending  Counterparty  defaults  in  its  obligation  to  return  the  loaned  Collateral  Obligations  to 
the  Issuer. 

If  either  of  the  Rating  Agencies  downgrades  a  Securities  Lending  Counterparty  such  that  the 
Securities  Lending  Agreement  or  Securities  Lending  Agreements  to  which  the  Securities  Lending 
Counterparty  is  a  party  are  no  longer  in  compliance  with  the  requirements  relating  to  the  credit  ratings  of  the 
Securities  Lending  Counterparty,  then  the  Issuer,  within  10  days  thereof,  will  (0  terminate  its  Securities 
Lending  Agreement  or  Securities  Lending  Agreements  with  such  Securities  Lending  Counterparty;  (ii)  obtain 
a  guarantor  that  meets  the  rating  requirements  of  the  definition  of  "Securities  Lending  Counterparty"  for  the 
Securities  Lending  Counterparty's  obligations  under  the  Securities  Lending  Agreement  or  Securities  Lending 
Agreements;  (iii)  reduce  the  percentage  of  the  Aggregate  Principal  Amount  of  the  Collateral  Portfolio  loaned 
to  such  downgraded  Securities  Lending  Counterparty  so  that  the  Securities  Lending  Agreement  or  Securities 
Lending  Agreements  to  which  such  Securities  Lending  Counterparty  is  a  party,  together  with  all  other 
Securities  Lending  Agreements,  are  in  compliance  with  the  requirements  relating  to  the  credit  ratings  of 
Securities  Lending  Counterparties;  or  (iv)  take  such  other  steps  as  each  Rating  Agency  that  has  downgraded 
such  Securities  Lending  Counterparty  may  require  to  satisfy  each  of  the  Moody's  Rating  Condition  and  the 
S&P  Rating  Condition. 

The  Issuer's  exposure  to  a  particular  Securities  Lending  Counterparty  will  be  subject  to  the 
limitations  described  in  "Glossary  of  Defined  Terms— Securities  Lending  Counterparty". 
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Collection  and  Payment  Accounts 

Interest  Proceeds  shall  be  deposited  into  a  segregated  trust  account  held  in  the  name  of  the  Issuer 
for  the  benefit  of  the  Secured  Parties  (the  "Interest  Collection  Account")  (which  may  be  a  subaccount  of 
the  Collection  Account);  provided  that  any  such  amounts  which  are  Interest  Proceeds  of  assets  whose 
acquisition  is  attributed  to  funds  raised  from  the  issuance  of  the  Subordinated  Securities  will  be  deposited  in 
a  segregated  trust  account  designated  as  the  "Subordinated  Securities  Interest  Collection  Account" 
(which  may  be  a  subaccount  of  the  Subordinated  Securities  Collection  Account).  Amounts  deposited  in  the 
Interest  Collection  Account  and  the  Subordinated  Securities  Interest  Collection  Account  will  be  available, 
together  with  reinvestment  earnings  thereon,  for  application  to  the  payment  of  the  amounts  set  forth  under 
"Description  of  the  Securities— Priority  of  Payments"  and  for  the  acquisition  of  Substitute  Collateral 
Obligations  under  the  circumstances  and  pursuant  to  the  requirements  described  herein  and  in  the 
Indenture. 

On  or  about  the  first  Business  Day  prior  to  each  Payment  Date,  the  Trustee  will  deposit  into  a 
separate  account  held  in  the  name  of  the  Issuer  for  the  benefit  of  the  Secured  Parties  and  designated  as  the 
"Payment  Account"  as  set  forth  in  the  Indenture,  all  funds  in  the  Interest  Collection  Account,  the 
Subordinated  Securities  Interest  Collection  Account,  the  Principal  Collection  Account  and  the  Subordinated 
Securities  Principal  Collection  Account  (other  than  amounts  that  the  Issuer  is  entitled  to  retain  in  the  Interest 
Collection  Account,  the  Subordinated  Securities  Interest  Collection  Account,  the  Principal  Collection  Account 
or  the  Subordinated  Securities  Principal  Collection  Account  for  subsequent  reinvestment  in  accordance  with 
the  Reinvestment  Criteria,  if  the  Issuer  so  elects  as  set  forth  in  the  Indenture)  and  any  Reinvestment  Income 
required  for  payments  to  Holders  of  the  Securities  and  payments  of  fees  and  expenses  in  accordance  with 
the  priorities  described  under  "Description  of  the  Securities— Priority  of  Payments". 

On  or  before  the  first  Payment  Date  the  Collateral  Manager  may  (in  its  sole  discretion)  instruct  the 
Trustee  in  writing  to  transfer  all  or  a  portion  of  funds  in  the  Interest  Collection  Account  (representing 
proceeds  of  the  issuance  of  the  Class  S  Notes  and  deposited  therein  pursuant  to  the  Indenture)  to  the 
Principal  Collection  Account  for  application  as  Principal  Proceeds. 

Amounts  retained  in  the  Interest  Collection  Account,  the  Subordinated  Securities  Interest  Collection 
Account,  the  Principal  Collection  Account,  the  Subordinated  Securities  Principal  Collection  Account  and  the 
Revolving  Credit  Facility  Reserve  Account  during  a  Due  Period  will  be  invested  in  Eligible  Investments.  All 
proceeds  from  the  Eligible  Investments  will  be  retained  in  the  Interest  Collection  Account,  the  Subordinated 
Securities  Interest  Collection  Account,  the  Principal  Collection  Account  or  the  Subordinated  Securities 
Principal  Collection  Account,  as  applicable,  unless  used  to  purchase  Substitute  Collateral  Obligations  in 
accordance  with  the  Reinvestment  Criteria,  or  used  as  otherwise  permitted  under  the  Indenture  (including,  to 
make  any  required  deposit  into  the  Revolving  Credit  Facility  Reserve  Account  in  connection  with  the 
purchase  of  a  Revolving  Credit  Facility  or  Delayed  Funding  Term  Loan).  See  "—Sale  of  Collateral 
Obligations;  Substitute  Securities;  Exchange  of  Defaulted  Obligations  and  Reinvestment  Criteria"  and 
"Description  of  the  Securities-^Priority  of  Payments". 

Principal  Collection  Account 

Principal  Proceeds  and  proceeds  from  the  issuance  and  sale  of  the  Securities  and  any  initial 
payments  from  one  of  the  Hedge  Agreements  described  above  (see  "—Hedge  Agreements")  shall  be 
deposited  into  a  segregated  trust  account  designated  as  the  "Principal  Collection  Account"  (which  may  be 
a  subaccount  of  the  Collection  Account)  or  the  Subordinated  Securities  Principal  Collection  Account,  as 
applicable,  provided  that  any  such  amounts  which  are  Principal  Proceeds  of  assets  whose  acquisition  is 
attributed  to  funds  raised  from  the  issuance  of  the  Subordinated  Securities  will  be  deposited  in  a  separate 
segregated  trust  account  designated  as  the  "Subordinated  Securities  Principal  Collection  Account" 

(which  may  be  a  subaccount  of  the  Subordinated  Securities  Collateral  Account).  Amounts  deposited  in  the 

Principal  Collection  Account  and  the  Subordinated  Securities  Principal  Collection  Account  will  be  invested  in 
Eligible  Investments  until  such  Principal  Proceeds  are  reinvested  in  Collateral  Obligations  in  accordance  with 
the  Reinvestment  Criteria,  deposited  in  the  Revolving  Credit  Facility  Reserve  Account  in  connection  with  the 
purchase  of  a  Revolving  Credit  Facility  or  Delayed  Funding  Term  Loan  or  applied  in  accordance  with  the 
Priority  of  Payments.  See  "Description  of  the  Securities— Priority  of  Payments". 
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Any  unused  proceeds  from  the  offering  will  remain  in  the  Principal  Collection  Account  and  the 
Subordinated  Securities  Principal  Collection  Account  until  the  earlier  of  (a)  the  day  on  which  such  proceeds 
are  used  to  purchase  or  fund  Collateral  Obligations  and  (b)  the  end  of  the  Reinvestment  Period;  provided, 
that  on  the  Effective  Date,  so  long  as  the  Minimum  Par  Value  Ratio  is  satisfied,  the  Collateral  Manager  may, 
in  its  sole  discretion,  instruct  the  Trustee  in  writing  to  utilize  up  to  $1,000,000  of  Principal  Proceeds  and 
unused  proceeds  remaining  in  the  Principal  Collection  Account  and  the  Subordinated  Securities  Principal 
Collection  Account  for  (i)  transfer  to  the  Interest  Collection  Account  for  application  as  Interest  Proceeds  in 
accordance  with  the  Priority  of  Payments,  (ii)  application  as  Principal  Proceeds  in  accordance  with  the 
Priority  of  Payments  or  (Hi)  transfer  to  the  Discretionary  Reserve  Account  for  future  transfer  and/or 
application  of  such  funds  according  to  (i)  or  (ii)  above  as  further  described  in  "—Discretionary  Reserve 
Account"  below,  in  each  case  on  or  before  the  Payment  Date  in  February  2008.  Any  such  unused  proceeds 
remaining  in  the  Principal  Collection  Account  and  the  Subordinated  Securities  Principal  Collection  Account  at 
the  end  of  the  Reinvestment  Period  (other  than  Reinvestment  Income  (which  shall  be  treated  as  Interest 
Proceeds))  shall  be  applied  as  Principal  Proceeds  on  the  first  Scheduled  Payment  Date  following  the  end  of 
the  Reinvestment  Period.  On  any  Determination  Date  on  which  any  of  the  Par  Value  Tests  are  not  satisfied 
or  on  any  Determination  Date  on  or  after  the  Second  Determination  Date  on  which  any  of  the  Interest 
Coverage  Tests  are  not  satisfied,  all  such  unused  proceeds  (other  than  Reinvestment  Income  (which  shall 
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Payments  on  the  next  succeeding  Scheduled  Payment  Date.  See  "Description  of  the  Securities— Priority  of 
Payments". 

From  time  to  time  after  the  Closing  Date,  at  the  written  direction  of  the  Collateral  Manager,  Principal 
Proceeds  in  an  amount  equal  to  the  Future  Drawdown  Amount  may  be  transferred  from  the  Principal 
Collection  Account  to  the  Revolving  Credit  Facility  Reserve  Account. 

Discretionary  Reserve  Account 

If  and  to  the  extent  that  the  Collateral  Manager  (in  its  sole  discretion)  instructs  the  Trustee  in  writing 
on  the  Effective  Date  to  transfer  amounts  on  deposit  in  the  Principal  Collection  Account  or  the  Subordinated 
Securities  Principal  Collection  Account  to  a  discretionary  reserve  account  as  set  forth  in  "—Principal 
Collection  Account"  above,  the  Trustee  shall  establish  a  segregated  trust  account  for  such  purpose  (such 
account,  the  "Discretionary  Reserve  Account")  into  which  the  Trustee  will  deposit  such  amounts  as  the 
Collateral  Manager  so  instructs.  As  directed  by  the  Collateral  Manager  (in  its  sole  discretion)  in  writing  from 
time  to  time  until  the  Payment  Date  in  February  2008,  the  Trustee  shall  withdraw  funds  deposited  in  the 
Discretionary  Reserve  Account  for  transfer  to  the  Interest  Collection  Account  for  application  as  Interest 
Proceeds  or  the  Principal  Collection  Account  for  application  as  Principal  Proceeds,  all  as  set  forth  in  "— 
Principal  Collection  Account"  above.  Amounts  in  the  Discretionary  Reserve  Account  will  be  invested  in 
Eligible  Investments  in  accordance  with  the  written  instructions  of  the  Collateral  Manager  (which  may  be  in 
the  form  of  standing  instructions).  On  the  Payment  Date  in  February  2008,  the  Trustee  shall  transfer  any 
amount  remaining  in  the  Discretionary  Reserve  Account  to  the  Interest  Collection  Account  for  application  as 
Interest  Proceeds  or  the  Principal  Collection  Account  for  application  as  Principal  Proceeds,  as  directed  by 
the  Collateral  Manager  in  its  sole  discretion  in  writing,  and  close  the  Discretionary  Reserve  Account. 

Expense  Reserve  Account 

On  the  Closing  Date,  the  Issuer  will  deposit  the  Expense  Reserve  Amount  into  the  "Expense 
Reserve  Account".  At  the  written  direction  of  the  Collateral  Manager  (in  its  sole  discretion)  or  the  Issuer,  the 
Trustee  may  at  any  time  withdraw  funds  deposited  in  the  Expense  Reserve  Account  solely  to  pay  for  any 
fees  or  expenses  incurred  by  or  on  behalf  of  the  Issuer  in  connection  with  (i)  the  structuring  and 
consummation  of  the  offering  and  the  issuance  of  the  Securities  or  (ii)  the  Effective  Date  ((f)  or  (ii)  above,  the 
"Reserved  Expenses").  Amounts  in  the  Expense  Reserve  Account  will  be  invested  in  overnight  funds  that 
.  .are  Eligible  Investments  in  accordance  with  the  written  instructions  of  the  Collateral  Manager  (in . its. sole, 
discretion)  (which  may  be  in  the  form  of  standing  instructions)  and  will,  for  the  avoidance  of  doubt,  not  be 
included  in  the  Collateral  Quality  Tests  and  the  Coverage  Tests.  At  the  written  direction  of  the  Collateral 
Manager  (in  its  sole  discretion),  the  Trustee  may  at  any  time  transfer  amounts  deposited  in  the  Expense 
Reserve  Account  to  the  Principal  Collection  Account  so  long  as  the  Collateral  Manager  has  confirmed  to  the 
Trustee  that  there  are  sufficient  funds  remaining  in  the  Expense  Reserve  Account  after  such  transfer  to  pay 
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for  all  accrued  but  unpaid  Reserved  Expenses.  On  the  earlier  of  (i)  the  first  Scheduled  Payment  Date  and  (ii) 
the  Business  Day  that  the  Collateral  Manager  has  confirmed  to  the  Trustee  that  all  Reserved  Expenses  have 
been  paid  by  the  Issuer,  the  Trustee  shall  transfer  any  amount  remaining  in  the  Expense  Reserve  Account  to 
the  Principal  Collection  Account  and  close  the  Expense  Reserve  Account.  Any  amounts  transferred  from  the 
Expense  Reserve  Account  to  the  Principal  Collection  Account  will  be  treated  as  Principal  Proceeds. 

Revolving  Credit  Facility  Reserve  Account 

Upon  the  purchase  of  any  Collateral  Obligation  that  is  a  Revolving  Credit  Facility  or  a  Delayed 
Funding  Term  Loan,  funds  from  the  Principal  Collection  Account  or  the  Subordinated  Securities  Principal 
Collection  Account,  as  applicable  (including  any  Revolving  Credit  Facility  Net-Backs),  will  be  deposited  in  the 
"Revolving  Credit  Facility  Reserve  Account"  such  that  the  amount  of  funds  on  deposit  in  the  account  will 
be  equal  to  or  greater  than  the  Aggregate  Underlying  Undrawn  Amount.  After  the  initial  purchase,  all 
principal  payments  received  on  any  Revolving  Credit  Facility  will  be  deposited  into  the  Revolving  Credit 
Facility  Reserve  Account  (and  will  not  be  available  for  distribution  as  Principal  Proceeds)  until  the  amount 
held  in  such  account  is  equal  to  the  Future  Drawdown  Amount;  provided,  however,  that  at  the  written 
direction  of  the  Collateral  Manager  (in  its  sole  discretion),  amounts  deposited  in  the  Revolving  Credit  Facility 
Reserve  Account  may  be  transferred  to  the  Principal  Collection  Account  from  time  to  time  so  long  as, 
immediately  after  such  transfer,  the  amount  on  deposit  in  the  Revolving  Credit  Facility  Reserve  Account  is 
greater  than  or  equal  to  the  Aggregate  Underlying  Undrawn  Amount.  If  a  loan  consists  of  a  combination  of  a 
Revolving  Credit  Facility  and  a  term  loan,  only  that  portion  of  the  loan  that  constitutes  a  Revolving  Credit 
Facility  will  be  treated  as  a  Revolving  Credit  Facility.  Amounts  in  the  Revolving  Credit  Facility  Reserve 
Account  will  be  invested  in  Eligible  Investments  and  will  be  included  in  the  Coverage  Tests  as  described 
above  under  "—The  Collateral  Quality  Tests"  and  "—The  Coverage  Tests".  For  the  avoidance  of  doubt,  the 
Issuer  shall  not  be  deemed  to  have  violated  the  restriction  set  forth  in  subclause  (xiii)  of  the  definition  of 
"Collateral  Obligation"  by  satisfying  the  Issuer's  funding  obligations  under  any  Revolving  Credit  Facilities  or 
Delayed  Funding  Term  Loans. 

Synthetic  Security  Collateral  Account 

If  and  to  the  extent  that  any  Synthetic  Security  requires  the  Issuer  to  secure  its  obligations  with 
respect  to  such  Synthetic  Security,  the  Issuer  shall  establish  a  segregated  trust  account  for  such  Synthetic 
Security  (such  account,  the  "Synthetic  Security  Collateral  Account")  into  which,  as  directed  by  the 
Collateral  Manager  (in  its  sole  discretion),  the  Issuer  will  deposit  all  amounts  which  are  required  to  secure  the 
obligations  of  the  Issuer  in  accordance  with  the  terms  of  any  and  all  Synthetic  Securities  entered  into 
between  the  Issuer  and  the  related  Synthetic  Security  Counterparty. 

As  directed  by  the  Collateral  Manager  (in  its  sole  discretion)  on  behalf  of  the  Issuer  in  writing, 
amounts  on  deposit  in  a  Synthetic  Security  Collateral  Account  on  behalf  of  a  Synthetic  Security  Counterparty 
shall  be  invested  in  Eligible  Investments  which  are  permitted  by  the  applicable  Synthetic  Securities  and  any 
related  credit  support  documents.  Income  received  on  amounts  on  deposit  in  each  Synthetic  Security 
Collateral  Account  may,  as  directed  by  the  Collateral  Manager  (in  its  sole  discretion)  on  behalf  of  the  Issuer 
in  writing,  either  (x)  be  retained  in  such  Synthetic  Security  Collateral  Account  if  the  Aggregate  Principal 
Amount  of  all  remaining  Eligible  Investments  in  such  account  is  not  in  excess  of  the  Aggregate  Principal 
Amount  of  any  and  all  outstanding  Synthetic  Securities  entered  into  between  the  Issuer  and  such  Synthetic 
Security  Counterparty  and  such  Synthetic  Security  so  provides  and  may,  if  so  provided,  be  used  to  pay 
amounts  owing  to  such  Synthetic  Security  Counterparty  or  (y)  be  withdrawn  from  such  account  and 
deposited  in  the  Interest  Collection  Account  (or,  if  the  amounts  on  deposit  were,  or  are  the  proceeds  of, 
Subordinated  Securities  Collateral  Obligations,  the  Subordinated  Securities  Interest  Collection  Account)  for 
distribution  as  Interest  Proceeds.  Principal  payments  received  on  amounts  on  deposit  in  each  Synthetic 
Security  Collateral  Account  prior  to  the  release  of  the  Synthetic  Security  Collateral  will,  (1)  if  so  required 
under  the  terms  of  the  applicable  Synthetic  Security  and  any  related  credit  support  documents,  be  reinvested 
and  maintained  as  Synthetic  Security  Collateral  in  accordance  with  the  terms  of  such  Synthetic  Security  and 
any  related  credit  support  documents,  or,  (2)  if  not  so  required,  be  withdrawn  from  such  account  and 
deposited  in  the  Principal  Collection  Account  (or,  if  the  amounts  on  deposit  were,  or  are,  the  proceeds  of, 
Subordinated  Securities  Collateral  Obligations,  the  Subordinated  Securities  Principal  Collection  Account)  for 
distribution  as  Principal  Proceeds.    For  the  avoidance  of  doubt,  any  cash  received  from  the  liquidation  of 
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Synthetic  Security  Collateral  and  not  paid  to  the  Synthetic  Security  Counterparty  will  be  deposited  into  the 
Principal  Collection  Account  or  the  Subordinated  Securities  Principal  Collection  Account,  as  the  case  may 
be,  and  be  treated  as:  (i)  a  recovery  on  a  Defaulted  Obligation  in  the  event  that  the  Synthetic  Security  was 
terminated  as  a  result  of  a  credit  event,  an  event  of  default  or  a  termination  event  (each  as  defined  in  the 
applicable  Synthetic  Security);  (ii)  Unscheduled  Principal  Payments  in  the  event  that  the  Synthetic  Security 
was  subject  to  an  agreed-upon  termination  prior  to  its  scheduled  termination;  or  (iii)  Principal  Proceeds  in  the 
event  that  the  Synthetic  Security  was  terminated  at  its  scheduled  maturity  or  at  the  sole  discretion  of  the 
Collateral  Manager  on  behalf  of  the  Issuer.  Such  cash  will  be  deposited  in  the  Principal  Collection  Account. 

Amounts  contained  in  any  Synthetic  Security  Collateral  Account  shall  not  be  considered  to  be  an 
asset  of  the  Issuer  for  purposes  of  any  of  the  Collateral  Quality  Tests  or  the  Coverage  Tests  (except  as 
provided  in  subclause  (ii)  of  the  definition  of  "Coverage  Test"),  but  the  Synthetic  Security  which  relates  to 
such  Synthetic  Security  Collateral  Account  shall  be  so  considered  an  asset  of  the  Issuer.  If  and  to  the  extent 
that  any  Synthetic  Securities  or  any  related  credit  support  documents  so  provide,  upon  the  occurrence  of  a 
credit  event  or  an  event  of  default  or  a  termination  event  (each  as  defined  in  the  applicable  Synthetic 
Security),  amounts  contained  in  the  related  Synthetic  Security  Collateral  Account  shall  be  liquidated  and  the 
proceeds  thereof  paid  to  the  related  Synthetic  Security  Counterparty,  in  any  such  case,  only  to  the  extent 
»-    __»:_*..  ik.   .ki:not;«nr   nf  th»   iccnar  ♦«  tho   roiatoH   Rwnthetir.   fiprjiritv  Onunternartv   in 

accordance  with  the  terms  of  such  Synthetic  Security.  For  the  avoidance  of  doubt,  the  payment  by  the 
Issuer  of  the  proceeds  of  any  liquidation  of  Eligible  Investments  contained  in  the  Synthetic  Security  Collateral 
Account  to  a  Synthetic  Security  Counterparty  to  the  extent  necessary  to  satisfy  the  obligations  of  the  Issuer 
to  the  related  Synthetic  Security  Counterparty  in  accordance  with  the  terms  of  such  Synthetic  Security,  shall 
not  be  deemed  to  be  a  violation  of  the  restriction  set  forth  in  subclause  (xiii)  of  the  definition  of  "Eligibility 
Criteria". 

Securities  Lending  Account 

Securities  Lending  Collateral  pledged  pursuant  to  a  related  Securities  Lending  Agreement  shall  be 
deposited  into  a  segregated  trust  account  or  trust  accounts  (for  Securities  Lending  Collateral  that  constitutes 
Financial  Assets  (as  defined  in  Section  8-1 02(a)(9)  of  the  UCC))  and  a  demand  deposit  account  or  demand 
deposit  accounts  (for  Securities  Lending  Collateral  that  constitutes  cash)  so  designated  and  established 

..,, ,,^_»  *-   »u_    i_-j~_i.._=     a-"*   k«w  iknm   mirciioni  tn  iha   rolofoH   .Qoriiritipc   I  pnrlinn  Anrpement  tench 
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account,  the  "Securities  Lending  Account"). 

Upon  an  event  of  default  by  any  Securities  Lending  Counterparty  under  the  related  Securities 
Lending  Agreement,  the  Issuer  or  the  Trustee,  as  the  case  may  be,  as  permitted  in  the  Securities  Lending 
Agreement  and  in  consultation  with  the  Collateral  Manager,  shall  promptly  exercise  its  remedies  under  such 
Securities  Lending  Agreement,  including  liquidating,  or  causing  the  liquidation  of,  the  related  Securities 
Lending  Collateral  in  accordance  with  written  instructions  from  the  Collateral  Manager,  in  its  sole  discretion. 
Proceeds  of  any  such  liquidation  shall  be  deposited  in  the  Principal  Collection  Account  and  the  Subordinated 
Securities  Principal  Collection  Account,  as  applicable. 

Margin  Stock 

The  Collateral  Portfolio  may  consist  of  securities  that,  at  the  time  of  purchase  (or  when  a 
commitment  to  purchase  is  entered  into),  provide  for  conversion  at  the  option  of  the  holder  or  have  equity 
features  attached.  Debt  securities  that  are  convertible  into  Margin  Stock  may  be  also  considered  Margin 
Stock  and  securities  with  equity  features  may  be  considered  Margin  Stock.  The  Concentration  Limitations 
limit  the  amount  of  such  securities  that  can  be  purchased  by  the  Issuer.  See  "Summary— The  Offering- 
Concentration  Limitations".  Accordingly,  the  ability  of  the  Issuer  to  acquire  any  types  of  convertible  securities 
and  securities  with  equity  features  will  be  restricted  by  the  limitations  imposed  on  the  Issuer's  ability  to 
acquire  Margin  Stock.  For  instance,  only  proceeds  of  Subordinated  Securities  Collateral  Obligations  and 
funds  on  deposit  in  the  Subordinated  Securities  Interest  Collection  Account  and  the  Subordinated  Securities 
Principal  Collection  Account  may  be  used  to  purchase  Collateral  Obligations  that  constitute  Margin  Stock. 

Regulation  U  governs  certain  extensions  of  credit  by  Regulation  U  Lenders.  Under  current 
interpretations  of  Regulation  U  by  the  FRB  and  its  staff,  the  purchase  of  debt  securities  such  as  the 
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Securities  in  a  private  placement  may  constitute  an  extension  of  credit.  Among  other  things,  Regulation  U 
qenerally  imposes  certain  limits  on  the  amount  of  Purpose  Credit  that  Regulation  U  Lenders  may  extend  that 
is  secured  directly  or  indirectly  by  Margin  Stock.  The  provisions  of  the  Indenture  and  the  Collateral 
Management  Agreement  are  intended  to  ensure  that  (i)  the  purchasers  of  the  Subordinated  Securities  (which 
are  not  secured  by  Margin  Stock)  are  not  Regulation  U  Lenders  and  (ii)  the  credit  extended  by  purchasing 
the  Secured  Notes  (which  is  secured  by  the  Collateral,  which  may  include  Margin  Stock)  is  not  Purpose 
Credit.  Regulation  U  Lenders  are  not  subject  to  the  Regulation  U  credit  limits  with  respect  to  extensions  of 
credit  that  are  not  Purpose  Credit. 

Regulation  U  also  generally  requires  Regulation  U  Lenders  (other  than  Persons  that  are  banks  within 
the  meaning  of  Regulation  U)  to  register  with  the  FRB.  Under  an  interpretation  of  Regulation  U  by  the  FRB 
staff  Qualified  Institutional  Buyers  purchasing  debt  securities  secured  by  Margin  Stock  in  a  transaction  in 
compliance  with  Rule  144A  are  not  required  to  register  with  the  FRB  where  the  proceeds  of  the  securities  are 
not  used  for  Purpose  Credit.  Non-U.S.  Persons  purchasing  Secured  Notes  in  reliance  on  Regulation  S  who 
do  not  have  their  principal  place  of  business  in  a  Federal  Reserve  District  of  the  FRB  are  also  not  required  to 
register  with  the  FRB. 

. r  n i  m-* ...u„  ;~  „«♦  n  hnni  fac  HofinoiH  in  Rpmilatinn  I  r>  and  is  not  reauired 
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to  register  with  the  FRB  will  not  be  subject  to  any  provisions  of  Regulation  U.  Any  purchaser  of  the  Secured 

Notes  who  is  a  bank  or  who  is  already  registered  with  the  FRB  as  a  Regulation  U  lender  generally  must 

obtain  from  any  person  to  whom  they  extend  credit  secured  by  Margin  Stock  a  Federal  Reserve  Form  U-1 

(for  bank  lenders)  or  Form  G-3  (for  non-bank  lenders).  Purchasers  of  the  Secured  Notes  may  obtain  a  Form 

U-1  or  G-3  as  applicable,  executed  by  the  Issuer  or  the  Issuers,  as  applicable,  from  the  Issuer,  for  execution 

and  retention  by  such  purchaser  on  or  prior  to  the  Closing  Date.  Each  purchaser  of  Secured  Notes  will  be 

responsible  for  its  own  compliance  with  Regulation  U,  including  the  filing  by  the  purchaser  of  any  required 

registration  or  annual  filings  under  Regulation  U,  and  purchasers  of  Secured  Notes  should  consult  with  their 

own  legal  advisors  as  to  Regulation  U  and  its  application  to  them.    Purchasers  of  Secured  Notes  not 

otherwise  exempt  from  registering  with  the  FRB  will  be  deemed  to  have  covenanted  and  agreed  that  if  such 

purchaser  is  not  registered  with  the  FRB  on  or  prior  to  the  date  of  the  purchaser's  purchase,  such  purchaser 

will,  within  the  required  time  period,  register  with  the  FRB. 
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deemed  to  have  represented  that  either  (x)  such  purchaser's  principal  place  of  business  is  not  located  within 

any  Federal  Reserve  District  of  the  United  States  Federal  Reserve  Bank  or  (y)  such  purchaser  has  satisfied 

and  will  satisfy  any  applicable  registration  or  other  requirements  of  the  FRB  including,  without  limitation, 

Regulation  U,  in  connection  with  its  acquisition  of  the  Secured  Notes. 

The  accounts  established  by,  and  the  maintenance  of  funds  and  securities  under,  the  Indenture  have 
been  structured  with  the  intent  that  the  proceeds  of  the  Secured  Notes  not  be  treated  as  constituting  Purpose 
Credit;  however,  such  result  is  not  guaranteed. 

MATURITY  AND  PREPAYMENT  CONSIDERATIONS 

The  Stated  Maturity  of  the  Securities  (other  than  the  Class  S  Notes)  is  the  Payment  Date  in  February 
2021  and  with  respect  to  the  Class  S  Notes,  February  2014;  however,  the  principal  of  the  Secured  Notes  is 
expected  to  be  paid  in  full  prior  to  Stated  Maturity.  Average  life  refers  to  the  average  amount  of  time  that  will 
elapse  from  the  date  of  delivery  of  a  security  until  each  Dollar  of  the  principal  of  such  security  will  be  paid  to 
the  investor  The  average  lives  of  the  Secured  Notes  will  be  determined  by  the  amount  and  frequency  of 
principal  payments,  which  are  dependent  upon,  among  other  things,  the  amount  of  sinking  fund  payments 
and  any  other  payments  received  at  or  in  advance  of  the  scheduled  maturity  of  Collateral  Obligations 
(whether  through  sale,  maturity,  redemption,  default  or  other  liquidation  or  disposition).  The  actual  average 
lives  and  actual  maturities  of  the  Secured  Notes  will  be  affected  by  the  financial  condition  of  the  issuers  of 
the  underlying  Collateral  Obligations  and  the  characteristics  of  such  securities,  including  the  existence  and 
frequency  of  exercise  of  any  optional  or  mandatory  redemption  features,  the  prevailing  level  of  interest  rates, 
the  redemption  price,  the  actual  default  rate,  the  actual  level  of  recoveries  on  any  Defaulted  Obligations  and 
the  timing  of  defaults  and  recoveries,  and  the  frequency  of  tender  or  exchange  offers  for  such  Collateral 
Obligations.    Substantially  all  of  the  Collateral  Obligations  are  expected  to  be  subject  to  sinking  fund 
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payments  or  optional  redemption  or  prepayment  by  the  issuer  of  such  securities.  In  addition,  if  principal 
payments  on  the  Secured  Notes  occur  under  the  circumstances  described  under  "Summary— The  Offering- 
Principal  Payments  on  the  Secured  Notes,"  the  average  life  of  the  Secured  Notes  will  also  be  affected. 

Any  disposition  of  a  Collateral  Obligation  may  change  the  composition  and  characteristics  of  the 
Collateral  Obligations  and  the  rate  of  payment  thereon,  and,  accordingly,  may  affect  the  actual  average  lives 
of  the  Secured  Notes.  The  rate  of  and  timing  of  future  defaults  and  the  amount  and  timing  of  any  cash 
realization  from  Defaulted  Obligations  also  will  affect  the  maturity  and  average  lives  of  the  Secured  Notes. 
The  ability  of  the  Collateral  Manager  to  reinvest  any  Principal  Proceeds  in  the  manner  described  under 
"Security  for  the  Secured  Notes— Sale  of  Collateral  Obligations;  Substitute  Securities;  Exchange  of  Defaulted 
Obligations  and  Reinvestment  Criteria"  and  the  decisions  of  the  Collateral  Manager  regarding  whether  or  not 
to  reinvest  such  proceeds  will  also  affect  the  average  lives  of  the  Secured  Notes.  For  so  long  as  any  of  the 
Securities  are  listed  on  the  Irish  Stock  Exchange  and  the  rules  of  such  Exchange  shall  so  require,  notice  of 
the  Maturity  of  any  Class  of  Securities  shall  be  made  in  the  Irish  Stock  Exchange's  Official  List. 

THE  COLLATERAL  MANAGER 

The  information  appearing  in  this  section  has  been  prepared  by  the  Collateral  Manager  and  has  not 
been  independently  verified  by  the  Initial  Purchaser  or  either  of  the  Issuers.  The  Initial  Purchaser  and  the 
Issuers  assume  no  responsibility  for  the  accuracy,  completeness  or  applicability  of  such  information. 

Greywolf  Capital  Management  LP 

The  Collateral  Manager  for  Greywolf  CLO  I,  Ltd.  is  Greywolf  Capital  Management  LP  (the 
"Collateral  Manager"). 

Greywolf  Capital  Management  LP  is  an  SEC-  registered  investment  adviser  and  currently  manages 
over  $2  billion  in  capital.  Greywolf  was  founded  in  2003  by  a  team  of  former  employees  of  Goldman  Sachs' 
fixed  income  trading  division  and  now  has  29  investment  professionals  with  extensive  experience  in 
distressed,  high  yield  and  structured  product  investing. 

Key  Personnel 

Jonathan  Savitz,  Partner.  Mr.  Savitz  co-founded  Greywolf  in  February  2003  and  is  the  Firm's  Chief 
Executive  Officer  and  the  Funds'  Chief  Investment  Officer.  Prior  to  co-founding  Greywolf,  Mr.  Savitz  worked 
at  Goldman  Sachs  for  over  15  years  from  which  he  retired  as  a  Partner  of  the  firm  in  2002.  From  1998  - 
2002,  Mr.  Savitz  led  Goldman's  global  distressed  trading,  sales  and  research  effort  and  was  a  primary 
decision  maker  and  risk  manager  in  Goldman's  proprietary  investing  activities  across  the  fixed  income 
markets.  From  1995  - 1998,  Mr.  Savitz  managed  the  high  yield  trading  desk  and  prior  thereto  held  positions 
in  distressed  proprietary  investing  and  corporate  bond  trading.  Mr.  Savitz  joined  Goldman  in  1987  after 
graduating  with  a  B.A.,  with  honors,  from  The  Johns  Hopkins  University. 

James  Gillespie,  Partner:  Mr.  Gillespie  is  a  co-founder  of  Greywolf  and  is  a  Portfolio  Manager  of 
the  Special  Situations  Funds.  Prior  to  founding  Greywolf,  Mr.  Gillespie  worked  at  Goldman  Sachs  for  six 
years.  Mr.  Gillespie  was  head  of  Distressed  Bond  Investing  where  he  ran  Goldman's  proprietary  distressed 
bond  portfolio  on  the  trading  desk.  Prior  thereto,  Mr.  Gillespie  was  director  of  distressed  bond  research  after 
having  been  a  distressed  analyst  for  Goldman's  bank  loan  and  bond  desks.  Mr.  Gillespie  has  significant 
experience  in  analyzing,  valuing  and  investing  in  distressed  securities  as  well  as  managing  a  large  portfolio 
of  distressed  investments.  He  also  has  experience  actively  participating  in  the  workout  process  as  both  a 
committee  member  and  large  creditor.  Prior  to  Goldman,  Mr.  Gillespie  worked  at  Salomon  Brothers  in  high 
yield  capital  markets.  Mr.  Gillespie  received  a  Bachelor  of  Commerce  degree,  with  honors,  from  the 
University  of  British  Columbia  in  1995  and  is  a  Leslie  Wong  Fellow.  Mr.  Gillespie  is  a  CFA  charterholder. 

Robert  Miller,.  Partner.  Mr.  Miller  is  a  co-founder  of  Greywolf  and  a  Portfolio  Manager  for  the 
Greywolf  High  Yield  Funds.  Prior  to  founding  Greywolf,  Mr.  Miller  worked  at  Goldman  Sachs  for  10  years 
and  ran  Goldman's  high  yield  trading  desks  in  New  York  and  London  from  1998  -  2000.  After  retiring  from 
Goldman,  Mr.  Miller  was  retained  by  the  firm  for  almost  two  years  as  a  consultant  on  electronic  bond  trading 
platforms.  Prior  to  heading  the  high  yield  trading  desk,  Mr.  Miller  was  a  high  yield  and  corporate  bond  trader 
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for  Goldman  and  prior  thereto  was  a  credit  analyst  for  PNC  Bank.  During  his  career,  Mr.  Miller  has  traded 
and  analyzed  most  major  industry  sectors  and  held  proprietary  positions  in  straight  debt,  common  and 
preferred  stock,  futures,  convertibles,  trust  preferred,  and  credit  derivatives.  Mr.  Miller  received  a  B.A. 
magna  cum  laude  from  Franklin  and  Marshall  College  in  1 983  and  an  M.B.A.,  with  honors,  from  UNC-Chapel 
Hill  in  1989. 

Gregory  Mount,  Partner.  Mr.  Mount  joined  Greywolf  in  September  2005  as  a  Partner  and  is 
responsible  for  structured  product  investments.  Prior  to  joining  Greywolf,  Mr.  Mount  worked  at  Goldman 
Sachs  for  9  years  from  which  he  retired  as  a  Partner  of  the  firm  in  2005.  Mr.  Mount  founded  Goldman's  CDO 
business  in  1996  and  later  held  numerous  senior  positions  in  credit  derivatives  and  structured  products, 
including  co-head  of  the  Structured  Products  Group,  which  consisted  of  the  CMBS,  RMBS,  ABS  and  CDO 
businesses  and  head  of  Portfolio  Credit  Derivatives  which  encompassed  cash  and  synthetic  CDOs.  Mr. 
Mount  also  initiated  Goldman's  proprietary  CDO  investment  activity  in  2003  and  was  the  primary  decision- 
maker for  that  portfolio  at  its  inception.  Mr.  Mount  received  a  B.S.  in  Electrical  Engineering  from  M.I.T.  in 
1987,  and  an  M.B.A.,  with  high  honors,  from  The  University  of  Chicago  Graduate  School  of  Business  in 
1992'. 

» i_*  r« :i.__i..    r>_ -*_«.-    **,-   Oomiunnt,,  io  a  pn.fnnnrtor  of  rSrouumlf  anrl  a  Portfolio  Manaoer  of 
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the  Special  Situations  Funds.  Prior  to  founding  Greywolf,  Mr.  Samikoglu  worked  at  Goldman  Sachs  for  ten 
years  where  he  was  one  of  three  portfolio  managers  in  the  Special  Situations  Investing  Group,  a  Goldman 
Sachs'  proprietary  internal  hedge  fund.  Prior  to  assuming  his  portfolio  management  role  in  2000,  Mr. 
Samikoglu  held  numerous  positions  in  distressed  investing  at  Goldman  including  director  of  research  in  both 
the  US  and  Europe.  Mr.  Samikoglu  joined  Goldman  in  1992  as  a  corporate  finance  generalist  before  moving 
to  the  distressed  investing  business  as  a  credit  analyst  in  1998  after  returning  from  business  school.  Mr. 
Samikoglu  has  extensive  experience  investing  in  all  layers  of  levered  capital  structures  both  on  the  long  and 
short  side  and,  at  times,  participating  actively  in  steering  and  creditors'  committees.  Mr.  Samikoglu  received 
a  B.A.  cum  laude  from  Hamilton  College  in  1992  and  an  M.B.A.  from  Harvard  Business  School  in  1997. 

William  Troy,  Partner.  Mr.  Troy  is  a  co-founder  of  Greywolf  and  a  Portfolio  Manager  of  the  High 
Yield  Funds,  as  well  has  having  responsibility  for  firmwide  risk  management.  Prior  to  founding  Greywolf,  Mr. 
Troy  was  the  key  manager  for  JP  Morgan's  High  Yield  business,  which  he  joined  following  the  merger  of 
r^_:n.  Q,, ,,  ...;tu  Q~in~*nn  Dmihsro     a*   id  Mnrnan    Mr  Trnu  was  fl  member  °f  the  Senior  Trader's 
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Committee,  the  Underwriting  Committee,  the  Risk  Committee  and  the  Credit  Committee.  Prior  to  JP  Morgan, 
Mr  Troy  joined  Smith  Barney  in  1996  as  a  Managing  Director  to  co-head  the  High  Yield  business, 
overseeing  sales,  trading,  research  and  syndicate.  Prior  to  Smith  Barney,  Mr.  Troy  joined  Goldman  Sachs  in 
1986  as  a  senior  corporate  bond  trader  where  he  was  responsible  for  risk  taking  activities  with  a  further 
mandate  to  expand  the  business  and  develop  new  trading  personnel.  He  was  later  asked  to  join  the  High 
Yield  department  in  1991  as  the  senior  trader.  Prior  to  Goldman  Sachs,  Mr.  Troy  joined  Salomon  Brothers  in 
1978  as  a  manager  for  the  international  business  in  cashiering  operations  and  subsequently  as  a  trader  on 
the  corporate  bond  trading  desk.  Mr.  Troy  began  his  37-year  Wall  Street  career  in  1969  at  Dean  Witter. 

Jeff  Fergus,  Vice  President:  Mr.  Fergus  joined  Greywolf  in  March  2005  as  a  Vice  President  in  the 
High  Yield  Group.  Mr.  Fergus  will  be  the  co-portfolio  manager  of  Greywolf  CLO  I  with  Bob  Miller.  Prior  to 
joining  Greywolf  Capital,  Mr.  Fergus  was  a  Vice  President  of  Goldman  Sachs  working  in  the  European 
Special  Situations  Group  in  London  where  he  set  up  and  acted  as  Chief  Investment  Officer  of  a  privately- 
placed  €2  billion  CDO  for  Goldman's  bank  loan  and  high  yield  investments.  From  1999  until  2003,  he  was 
based  in  Hong  Kong  as  a  senior  member  of  Goldman  Sachs'  Asian  Special  Situations  Group  and  co-Head  of 
the  ex-Japan  corporate  business  where  he  focused  on  investing  in  distressed  loans  and  bonds  in  various 
countries  of  Southeast  Asia,  Korea  and  China,  including  portfolios  of  defaulted  loans  packaged  by  various 
government  agencies  and  AMCs.  Mr.  Fergus  joined  Goldman  Sachs  in  1998  in  New  York  as  Head  of  Bank 
Loan  Research.  In  this  capacity,  Mr.  Fergus  worked  with  Messrs.  Gillespie  and  Samikoglu  who  were 
research  professionals  in  the  same  group.  From  1993  until  1998,  Mr.  Fergus  worked  at  ING  Capital  in  New 
York  in  the  proprietary  investment  group  focusing  on  high  yield  and  distressed  investments.  Prior  to  ING,  Mr. 
Fergus  worked  at  Prudential  Capital  and  prior  thereto  for  Continental  Bank.  Mr.  Fergus  received  a  B.A.  in 
1978  and  an  M.B.A.  in  1980  from  Indiana  University. 
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Joe  Marconi,  Vice  President:  Mr.  Marconi  joined  Greywolf  in  April  2006  and  is  responsible  for 
structured  product  investments.  Prior  to  joining  Greywolf,  Mr.  Marconi  was  a  Managing  Director  in  the 
Structured  Products  Group  at  Goldman  Sachs  where  he  was  co-head  of  ABS  Finance  and  a  member  of  the 
Mortgage  Capital  Committee  (which  is  responsible  for  approving  capital  commitments  across  the  CMBS, 
RMBS,  ABS  and  CDO  businesses).  Mr.  Marconi  joined  Goldman  Sachs  in  1993  and  became  a  Managing 
Director  in  2003.  Prior  to  joining  Goldman  Sachs,  from  1984  to  1993,  Mr.  Marconi  was  an  attorney  with 
Cravath,  Swaine  &  Moore  in  New  York  and  London.  Mr.  Marconi  received  a  B.A.  in  Economics,  summa  cum 
laude,  from  Columbia  College  in  1983  and  was  elected  to  Phi  Beta  Kappa.  Mr.  Marconi  also  received  a  J.D. 
from  Columbia  Law  School  in  1984  and  was  a  Harlan  Fiske  Stone  Scholar  each  of  his  three  years. 

THE  COLLATERAL  MANAGEMENT  AGREEMENT 

General 

Certain  advisory  and  administrative  functions  with  respect  to  the  Issuer  and  the  Collateral  will  be 
performed  by  the  Collateral  Manager  under  the  agreement  to  be  entered  into  between  the  Issuer  and  the 
Collateral  Manager  (the  "Collateral  Management  Agreement").  Pursuant  to  the  terms  of  the  Collateral 
Management  Agreement,  anu  in  auijuiuaiiuc  mm  mo  ici^unoiuonw  joi  whu  m  mv  nmvraui-,  •.■■«  w^..^..-.-, 
Manager  will  perform  certain  collateral  management  functions,  including  directing  the  purchase  and  sale  of 
Collateral  and  performing  certain  administrative  functions  on  behalf  of  the  Issuer.  The  Collateral  Manager 
will  be  authorized  to,  among  other  things,  (i)  select  the  Collateral  Obligations  to  be  acquired  and  sold  by  the 
Issuer,  (ii)  monitor  the  portfolio  of  Collateral  Obligations  on  an  ongoing  basis  and  advise  the  Issuer  as  to 
which  Collateral  Obligations  to  sell  and  which  Collateral  Obligations  to  acquire,  (iii)  instruct  the  Trustee  with 
respect  to  any  disposition  or  tender  of  a  Collateral  Obligation  or  Eligible  Investment  or  other  Collateral  by  the 
Issuer,  (iv)  advise  the  Issuer  with  respect  to  interest  rate  risk,  cash  flow  timing  and  selecting  and  negotiating 
Hedge  Agreements  and  (v)  assist  the  Issuer  in  the  preparation  of  reports,  orders  and  other  documents 
required  pursuant  to  the  Indenture. 

The  Collateral  Manager  shall  use  reasonable  care  in  rendering  its  services  under  the  Collateral 
Management  Agreement,  using  a  degree  of  skill  and  attention  no  less  than  that  which  the  Collateral  Manager 
exercises  with  respect  to  comparable  assets  that  it  manages  for  clients  in  substantially  similar  transactions  in 
accordance  wnn  its  practices  ahu  piuceuurca  which  mo  v^uuaioiai  n/idnay&i  n,djunduiy  «i=i^>~-'  -^  «»* 
consistent  with  those  followed  by  institutional  managers  of  national  standing  relating  to  assets  of  the  nature 
and  character  of  the  Collateral  Obligations.  Neither  the  Collateral  Manager  nor  its  Affiliates  will  be  liable  to 
the  Issuer,  the  Trustee,  the  holders  of  the  Securities,  or  any  other  Person  for  any  loss  incurred  as  a  result  of 
the  actions  taken  by  or  recommended  by  the  Collateral  Manager  under  the  Collateral  Management 
Agreement  or  the  Indenture,  except  by  reason  of  acts  or  omissions  constituting  bad  faith,  fraud,  willful 
misconduct,  gross  negligence  or  reckless  disregard,  of  its  obligations  thereunder.  Subject  to  the  above 
mentioned  standard  of  liability,  the  Collateral  Manager,  its  members,  manager,  officers,  agents,  employees 
and  Affiliates  will  be  entitled  to  indemnification  by  the  Issuer  for  any  losses  or  liabilities,  including  legal  or 
other  expenses,  relating  to  the  issuance  of  the  Securities,  the  transactions  contemplated  by  the  Indenture  or 
the  performance  of  the  Collateral  Manager's  obligations  under  the  Collateral  Management  Agreement,  which 
will  be  payable  as  Administrative  Expenses  in  accordance  with  the  Priority  of  Payments. 

The  Collateral  Manager  may  assign  its  rights  or  responsibilities  under  the  Collateral  Management 
Agreement  (even  where  such  assignment  would  be  deemed  an  "assignment"  for  purposes  of  Section 
205(a)(2)  of  the  Investment  Advisers  Act  of  1940,  as  amended)  by,  (i)  so  long  as  any  Securities  rated  by 
S&P  are  Outstanding,  satisfying  the  S&P  Rating  Condition,  (ii)  so  long  as  any  Securities  rated  by  Moody's 
are  Outstanding,  satisfying  the  Moody's  Rating  Condition  and  (iii)  obtaining  the  consent  of  the  Issuer  as 
directed  by  a  Majority  of  the  Controlling  Class  and  a  Majority  of  the  Subordinated  Securities.  The  Collateral 
Manager  may  delegate  to  an  agent  selected  with  reasonable  care  any  or  all  of  the  duties  (other  than  its  asset 
selection  or  trade  execution  duties)  assigned  to  the  Collateral  Manager  under  the  Collateral  Management  ... 
Agreement,  provided  that  no  delegation  by  the  Collateral  Manager  of  any  of  its  duties  under  the  Collateral 
Management  Agreement  shall  relieve  the  Collateral  Manager  of  any  of  its  duties  under  the  Collateral 
Management  Agreement  nor  relieve  the  Collateral  Manager  of  any  liability  with  respect  to  the  performance  of 
such  duties.  The  Collateral  Manager  may  resign  upon  90  days'  prior  written  notice  to  the  Issuer,  the  Trustee 
and  each  Rating  Agency. 
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Notwithstanding  the  preceding  paragraph,  the  Collateral  Manager  will  be  permitted,  with  the  consent 
of  a  Majority  of  the  Subordinated  Securities,  to  assign  any  or  all  of  its  rights  and  delegate  any  or  all  of  its 
obligations  to  an  Affiliate. 

The  Collateral  Manager  may  be  removed  for  cause  by  the  Issuer,  acting  upon  the  direction  of  (x)  66- 
2/3%  of  the  Controlling  Class,  or  (y)  66-2/3%  of  the  Subordinated  Securities  (excluding  any  Securities 
owned  by  the  Collateral  Manager  or  its  Affiliates)  upon  10  Business  Days'  prior  written  notice.  For  purposes 
of  the  Collateral  Management  Agreement,  "cause"  will  mean:  (a)  any  willful  violation  in  bad  faith  or  willful 
breach  in  bad  faith  by  the  Collateral  Manager  of  any  provision  of  the  Collateral  Management  Agreement  or 
the  Indenture  applicable  to  it;  (b)  any  violation  by  the  Collateral  Manager  of  any  provision  of  the  Collateral 
Management  Agreement  or  the  Indenture  applicable  to  it  (other  than  as  covered  by  the  preceding  clause  (a)) 
(it  being  understood  that  the  failure  of  any  Coverage  Test  or  Collateral  Quality  Test,  which  is  not  caused  by  a 
breach  described  in  clause  (a)  of  this  definition  of  "cause",  is  not  such  a  violation)  which  violation  (1)  has  a 
material  adverse  effect  on  the  Holders  of  any  Class  of  Securities  and  (2)  if  capable  of  being  cured,  is  not 
cured  within  30  days  of  the  Collateral  Manager  receiving  notice  from  the  Issuer  or  the  Trustee  of  such 
violation  (or  such  longer  period  as  is  reasonably  required  to  correct  any  such  breach,  provided  that  the 
Collateral  Manager  promptly  commences  and  diligently  continues  to  effectuate  a  cure,  but  in  any  event  within 
90  days  after  receipt  of  written  notice  thereof);  (c)  the  failure  of  any  representation,  warranty,  certification  or 
statement  made  or  delivered  by  the  Collateral  Manager,  in  or  pursuant  to  the  Collateral  Management 
Agreement  or  the  Indenture,  to  be  correct  in  any  material  respect  when  made  which  failure  could  reasonably 
be  expected  to  have  a  material  adverse  effect  on  the  Holders  of  any  Class  of  Securities  and  is  not  corrected 
within  30  days  of  the  Collateral  Manager  receiving  notice  of  the  occurrence  of  such  breach;  (d)  certain  events 
of  bankruptcy,  insolvency,  conservatorship,  or  receivership  in  respect  of  the  Collateral  Manager;  (e)  the 
occurrence  of  any  Event  of  Default  that  results  from  a  breach  by  the  Collateral  Manager  of  its  duties  under 
the  Indenture  or  the  Collateral  Management  Agreement;  and  (f)  the  occurrence  of  an  act  by  the  Collateral 
Manager  or  its  officers  having  direct  responsibility  over  the  Issuer's  investment  activities  that  constitutes 
fraud  or  criminal  activity  in  the  performance  of  its  obligations  under  the  Collateral  Management  Agreement  or 
its  indictment  for  a  criminal  offense  materially  related  to  its  business  of  providing  asset  management 
services. 

The  Collateral  Management  Agreement  will  be  automatically  terminated  if  it  is  determined  in  good 
faith  that  the  issuer  or  ihe  Co-issuer  or  the  poo!  of  Collateral  has  become  required  to  register  under  the 
Investment  Company  Act,  and  the  Issuer  so  notifies  the  Collateral  Manager. 

If  the  Collateral  Manager  is  removed  (but  not  yet  replaced  by  a  successor  Collateral  Manager) 
pursuant  to  one  of  the  previous  two  paragraphs,  the  Collateral  Manager  shall  give  written  notice  thereof  to 
the  Issuer,  the  Trustee,  and  the  holders  of  all  Outstanding  Securities  promptly  upon  the  Collateral  Manager's 
becoming  aware  of  the  occurrence  of  such  event. 

Notwithstanding  anything  to  the  contrary  set  forth  above,  no  resignation  or  termination  of  the 
Collateral  Manager  shall  become  effective  until  each  of  the  Moody's  Rating  Condition  and  the  S&P  Rating 
Condition  is  satisfied  with  respect  to  a  successor  collateral  manager  selected  by  the  Issuer  with  the  approval 
of  the  holders  of  a  Majority  of  the  Subordinated  Securities;  provided  that  the  holders  of  a  Majority  of  each 
Class  of  Secured  Notes  do  not  object  within  60  days  after  notice  of  such  proposed  action  (in  each  case, 
excluding  in  the  event  of  a  removal  for  cause  or  with  respect  to  the  appointment  of  an  Affiliate  as  successor, 
any  Securities  owned  by  the  Collateral  Manager  or  its  Affiliates). 

In  the  event  of  a  resignation  by  or  termination  of  the  Collateral  Manager,  if  no  successor  Collateral 
Manager  has  been  appointed  or  an  instrument  of  acceptance  by  a  successor  Collateral  Manager  has  not 
been  delivered  to  the  Collateral  Manager  within  120  days  after  the  date  of  notice  of  resignation  by  or 
termination  of  the  Collateral  Manager,  the  resigned  or  terminated  Collateral  Manager  may  petition  any  court 
of  competent  jurisdiction  for  the  appointment  of  a  successor  Collateral  Manager  subject  to  the  satisfaction  of 
the  Moody's  Rating  Condition  and  the  S&P  Rating  Condition  but  without  the  approval  of  the  Issuer  or  Holders 
of  the  Securities. 

There  is  no  limitation  or  restriction  on  the  Collateral  Manager  or  any  of  its  Affiliates  with  regard  to 
acting  as  collateral  manager  (or  in  a  similar  role)  to  other  parties  or  persons.  This  and  other  future  activities 
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of  the  Collateral  Manager  and/or  their  Affiliates  may  give  rise  to  additional  conflicts  of  interest.  The  Collateral 
Manager  and  its  Affiliates  currently  serve,  and  will  continue  to  serve,  as  Collateral  Manager  for,  invest  in  or 
be  Affiliated  with,  other  entities  organized  to  issue  collateralized  debt  obligations  secured  by  high  yield  loans 
and  bonds. 

One  or  more  funds  managed  by  the  Collateral  Manager  will  commit  to  purchase  up  to  100%  of  the 
initial  notional  amount  of  the  Subordinated  Securities.  Thereafter,  such  funds  may,  from  time  to  time, 
transfer  or  sell  all  or  any  part  of  such  Subordinated  Securities  held  thereby. 

Compensation  of  the  Collateral  Manager 

As  compensation  for  the  performance  of  its  obligations  as  Collateral  Manager  under  the  Collateral 
Management  Agreement,  the  Collateral  Manager  will  be  entitled  to  receive  from  the  Issuer  the  Senior 
Collateral  Management  Fee,  the  Subordinated  Collateral  Management  Fee  and  the  Incentive  Collateral 
Management  Fee. 

The  "Senior  Collateral  Management  Fee"  is  payable  in  arrears  on  each  Payment  Date  (subject  to 
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Aggregate  Principal  Amount  of  the  Collateral  Portfolio  measured  as  of  the  beginning  of  the  Due  Period 
preceding  such  Payment  Date.  The  Senior  Collateral  Management  Fee  will  be  payable  before  any  interest 
payments  or  distributions  of  Interest  Proceeds  on  the  Securities  and  will  be  calculated  on  the  basis  of  a 
calendar  year  consisting  of  360  days  and  the  actual  number  of  days  elapsed. 

The  "Subordinated  Collateral  Management  Fee"  is  payable  in  arrears  on  each  Payment  Date 
(subject  to  availability  of  funds  and  to  the  Priority  of  Payments)  in  an  amount  equal  to  0.35%  per  annum  of 
the  Aggregate  Principal  Amount  of  the  Collateral  Portfolio  measured  as  of  the  beginning  of  the  Due  Period 
preceding  such  Payment  Date.  The  Subordinated  Collateral  Management  Fee  will  be  payable  before  any 
payments  of  distributions  on  the  Subordinated  Securities  and  will  be  calculated  on  the  basis  of  a  calendar 
year  consisting  of  360  days  and  the  actual  number  of  days  elapsed.  In  addition,  on  any  Payment  Date  that 
any  part  of  the  Subordinated  Collateral  Management  Fee  is  not  paid,  it  shall  be  carried  over,  will  accrue 
interest  at  a  rate  of  LIBOR  for  the  applicable  period  plus  3.00%  per  annum  and  will  be  payable  to  the 
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On  each  Payment  Date,  in  accordance  with  the  Priority  of  Payments,  the  Collateral  Manager  will  be 
eligible  to  receive  an  incentive  collateral  management  fee  with  respect  to  each  subclass  of  Subordinated 
Securities  (each,  an  "Incentive  Collateral  Management  Fee").  On  any  Payment  Date,  the  Incentive 
Collateral  Management  Fee  with  respect  to  each  subclass  of  Subordinated  Securities  will  equal  20%  of  the 
amount  of  Interest  Proceeds  and  Principal  Proceeds  remaining  available  for  distribution  to  such  subclass  at 
the  steps  in  the  Priority  of  Payments  at  which  the  Incentive  Collateral  Management  Fee  may  be  paid.  The 
Incentive  Collateral  Management  Fee  with  respect  to  each  Included  Subclass  will  be  payable  on  any 
Payment  Date  to  the  Collateral  Manager  in  accordance  with  the  Priority  of  Payments  if  the  amount  paid  to 
such  Included  Subclass  of  Subordinated  Securities  has  been  sufficient  for  the  holders  of  such  Included 
Subclass  of  Subordinated  Securities  to  have  received  an  annualized  internal  rate  of  return  (calculated  on  the 
basis  of  a  360-day  year  consisting  of  twelve  30-day  months)  of  at  least  12.0%  on  a  deemed  invested  amount 
of  $1,000  per  Subordinated  Security  (the  "Specified  Internal  Rate  of  Return")  for  the  period  from  the 
Closing  Date  to  such  Payment  Date.  The  Incentive  Collateral  Management  Fee  with  respect  to  each 
Excluded  Subclass,  if  any,  will  be  payable  on  any  Payment  Date  to  the  Collateral  Manager  in  accordance 
with  the  Priority  of  Payments  even  if  the  Holders  of  such  Excluded  Subclass  have  not  received  an  Internal 
Rate  of  Return  of  at  least  1 2.0%. 

The  Incentive  Collateral  Management  Fee,  the  Senior  Collateral  Management  Fee,  and  the 
Subordinated  Collateral  Management  Fee  are  collectively  referred  to  herein  as  the  "Collateral  Management  . .  _   _ 
Fees". 

One  or  more  funds  managed  by  Greywolf  will  commit  to  purchase  up  to  100%  of  the  initial  notional 
amount  of  the  Subordinated  Securities.  For  so  long  as  Greywolf  is  the  Collateral  Manager  and  any  funds 
managed  by  Greywolf  continue  to  hold  any  Subordinated  Securities,  any  Collateral  Management  Fees 
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otherwise  payable  to  the  Collateral  Manager  hereunder  shall  be  paid  by  the  Issuer  in  the  following  order  (i) 
first,  to  such  funds  managed  by  Greywolf  (on  a  pro  rata  basis  among  such  funds),  in  an  amount  equal  to  the 
product  of  (x)  such  Collateral  Management  Fees  and  (y)  a  fraction  the  numerator  of  which  is  the  notional 
amount  of  the  Subordinated  Securities  held  by  such  funds  managed  by  Greywolf  and  the  denominator  of 
which  is  the  aggregate  notional  amount  of  all  the  Subordinated  Securities  and  (ii)  second,  the  remainder,  if 
any,  to  Greywolf. 

Any  Subordinated  Collateral  Management  Fees  to  which  the  Collateral  Manager  is  entitled  on  any 
Payment  Date  that  are  not  paid  to  the  Collateral  Manager,  whether  as  a  result  of  proceeds  of  the  Collateral 
being  insufficient  therefor  in  accordance  with  the  Priority  of  Payments  or  because  the  Collateral  Manager,  in 
its  sole  discretion,  has  instructed  the  Trustee  that  it  wishes  to  defer  payment  of  the  fees  until  a  subsequent 
Payment  Date,  will  accrue  interest  at  a  rate  of  LIBOR  for  the  applicable  period  plus  3.00%,  and  the  fees, 
together  with  any  interest  accrued  on  them,  will  be  payable  on  the  next  Payment  Date  specified  by  the 
Collateral  Manager  on  which  funds  are  available  therefor  in  accordance  with  the  Priority  of  Payments. 

The  Collateral  Manager,  in  its  sole  discretion,  may,  from  time  to  time,  waive  all  or  any  portion  of  the 
Collateral  Management  Fees,  and  may  defer  all  or  any  portion  of  the  Collateral  Management  Fees.  Any 
deferred  Collateral  Management  Fees  will  become  payable  on  the  next  Payment  Date  (and,  if  not  paid  on 
such  Payment  Date,  on  one  or  more  subsequent  Payment  Dates)  in  the  same  manner  and  priority  as  their 
original  characterization  would  have  required  unless  deferred  again. 

The  Collateral  Management  Fees  will  be  payable  from  Interest  Proceeds,  and,  if  Interest  Proceeds 
are  not  sufficient,  from  Principal  Proceeds,  in  accordance  with  the  Priority  of  Payments.  If  on  any  Payment 
Date  there  are  insufficient  funds  to  pay  the  Senior  Collateral  Management  Fee  then  due  in  full,  the  amount 
not  so  paid  shall  be  deferred  and  shall  be  payable  on  the  first  succeeding  Payment  Date  on  which  any  funds 
are  available  therefor,  as  provided  in  the  Indenture. 

THE  ISSUERS 
General 

The  issuer  was  incorporated  on  August  14,  2006  in  the  Cayman  Islands  under  the  Companies  Law 
(2004  Revision)  of  the  Cayman  Islands  with  the  registration  number  172443.  The  registered  office  of  the 
Issuer  is  at  the  offices  of  Maples  Finance  Limited,  P.O.  Box  1093  GT,  Queensgate  House,  South  Church 
Street,  George  Town,  Grand  Cayman,  Cayman  Islands.  The  telephone  number  of  the  registered  office  is 
(345)  945-7099.  The  Issuer  was  incorporated  as  a  special  purpose  vehicle  for  the  specific  purpose  of 
carrying  out  the  transactions  described  in  this  Offering  Circular,  which  primarily  consists  of  purchasing  the 
Collateral  Obligations  and  any  Eligible  Investments  that  comprise  the  Collateral  Portfolio,  issuing  the 
Securities  and  the  Issuer  Ordinary  Shares  and  performing  other  activities  related  thereto.  Prior  to  the  date 
hereof,  the  Issuer  has  not  engaged  in  any  activities  other  than  in  connection  with  the  acquisition  of  certain  of 
the  Collateral  Obligations  to  be  held  on  the  Closing  Date. 

The  Co-Issuer  was  incorporated  on  January  12,  2007,  in  the  State  of  Delaware  under  the  General 
Corporation  Law  of  the  State  of  Delaware  with  the  registration  number  4284547.  The  registered  office  of  the 
Co-Issuer  is  at  850  Library  Avenue,  Suite  204,  Newark,  Delaware  19711.  The  telephone  number  of  the 
registered  office  is  (302)  738-6680.  The  Co-Issuer  was  incorporated  as  a  special  purpose  vehicle  for  the 
specific  purpose  of  carrying  out  the  transactions  described  in  this  Offering  Circular,  which  primarily  consists 
of  issuing  the  Co-Issued  Notes  and  performing  other  activities  related  thereto,  as  set  forth  in  Article  Third  of 
its  Certificate  of  Incorporation.  The  Co-Issuer  has  no  prior  operating  history. 

The  Co-Issued   Notes  are  obligations  only  of  the  Issuers  and  the  Class  E  Notes  and  the 
.  Subordinated  Securities  are  obligations  only  of  the  Issuer,  and  not  of  the  Trustee,  the  Collateral  Manager, . 
the  Initial  Purchaser,  the  Administrator,  the  Share  Trustee  or  any  directors  or  officers  of  the  Issuers  or  any  of 
their  respective  Affiliates. 

At  the  Closing  Date,  the  authorized  share  capital  of  the  Issuer  will  consist  of  50,000  ordinary  shares, 
$1.00  par  value  per  share  (the  "Issuer  Ordinary  Shares"),  250  of  which  shares  have  been  issued.    The 
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authorized  common  stock  of  the  Co-Issuer  consists  of  1 ,000  shares  of  common  stock,  $.01  par  value  (the 
"Co-Issuer  Common  Stock"),  all  of  which  shares  will  be  issued  prior  to  the  Closing  Date.  All  of  the 
outstanding  Issuer  Ordinary  Shares  and  Co-Issuer  Common  Stock  will  be  held  by  the  Share  Trustee  under 
the  terms  of  a  declaration  of  trust.  For  so  long  as  any  of  the  Securities  are  Outstanding,  no  beneficial 
interest  in  the  Issuer  Ordinary  Shares  of  the  Co-Issuer  Common  Stock  shall  be  registered  to  a  U.S.  Person. 

Capitalization  of  the  Issuer 

The  initial  proposed  capitalization  of  the  Issuer  as  of  the  Closing  Date  after  giving  effect  to  the 
issuance  of  the  Securities  and  the  Issuer  Ordinary  Shares  (before  deducting  expenses  of  the  Offering)  is  as 
set  forth  below. 

Amount 

Class  S  Notes  $     2,000,000 

Class  A  Notes  $  365,000,000 

Class  B  Notes  $    22,500,000 

Class  C  Notes  $    25,000,000 

Class  D  Notes  $    30,000,000 

Class  E  Notes  $    17,500,000 

Subordinated  Securities  $    40.000.000 

Total  Debt  $  502,000,000 

Issuer  Ordinary  Shares  $  250 

Total  Equity  I 2SQ 

Total  Capitalization  $502,000,250 

Capitalization  of  the  Co-Issuer 

The  Co-Issuer  will  be  capitalized  only  to  the  extent  of  common  equity  of  $10,  will  have  no  assets 
other  than  its  equity  capital  and  will  have  no  debt  other  than  as  Co-Issuer  of  the  Co-Issued  Notes. 

The  Co-Issuer  has  agreed  to  co-issue  the  Co-Issued  Notes  as  an  accommodation  to  the  Issuer,  and 
the  Co-Issuer  is  receiving  no  remuneration  for  so  acting.  Because  the  Co-Issuer  has  no  assets,  and  is  not 
permitted  to  have  any  assets,  Securityholders  will  not  be  able  to  exercise  their  rights  with  respect  to  the  Co- 
Issued  Notes  against  any  assets  of  the  Co-Issuer.  Holders  of  the  Co-Issued  Notes  must  rely  on  the 
Collateral  held  by  the  Issuer  and  pledged  to  the  Trustee  for  the  benefit  of  the  Holders  of  the  Co-Issued  Notes 
(and  certain  service  providers)  for  payment  on  their  respective  Co-Issued  Notes,  in  accordance  with  the 
Priority  of  Payments. 

Business 

The  Issuers  will  not  undertake  any  substantial  business  other  than  the  issuance  of  the  Co-Issued 
Notes,  entering  and  performing  their  respective  obligations  under  certain  transaction  documents  and,  in  the 
case  of  the  Issuer,  the  issuance  of  the  Class  E  Notes,  the  Subordinated  Securities  and  the  Issuer  Ordinary 
Shares,  the  acquisition  and  management  of  the  Collateral  and,  in  each  case,  other  related  transactions. 
Neither  of  the  Issuers  will  have  any  subsidiaries. 

In  addition,  pursuant  to  the  terms  of  the  Collateral  Administration  Agreement,  the  Issuer  will  retain 
the  Collateral  Administrator  to  compile  certain  reports  with  respect  to  the  Collateral  Obligations.    The 
compensation  paid  by  the  Issuer  for  such  services  will  be  in  addition  to  the  fees  paid  to  the  Collateral 
-Manager  and  will-be  treated  as  an  expense  of  the  Issuer  and  will  be  subject  to.the  Priority  of  Payments. 

The  Administrator  will  act  as  the  administrator  of  the  Issuer.  The  office  of  the  Administrator  will  serve 
as  the  general  business  office  of  the  Issuer.  Through  this  office  and  pursuant  to  the  terms  of  an  agreement 
between  the  Administrator  and  the  Issuer  relating  to  the  administration  of  the  Issuer  in  the  Cayman  Islands, 
and  as  amended  from  time  to  time  in  accordance  with  the  terms  thereof  (the  "Administration  Agreement"), 
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the  Administrator  will  perform  various  administrative  functions  on  behalf  of  the  Issuer,  including 
communications  with  shareholders,  and  the  provision  of  certain  clerical,  administrative  and  other  services 
until  the  termination  of  the  Administration  Agreement.  In  consideration  of  the  foregoing,  the  Administrator  will 
receive  various  fees  and  other  charges  payable  by  the  Issuer  at  rates  agreed  upon  from  time  to  time  plus 
expenses.  The  directors  of  the  Issuer  listed  below  are  also  officers  and/or  employees  of  the  Administrator. 

The  Administrator's  activities  will  be  subject  to  the  overview  of  the  Issuer's  Board  of  Directors.  The 
appointment  of  the  Administrator  under  the  Administration  Agreement  shall  continue  until  the  termination  of 
such  agreement  in  accordance  with  its  terms,  at  which  time  a  replacement  administrator  may  be  appointed. 
The  Administration  Agreement  may  be  terminated  by  either  the  Issuer  or  the  Administrator  upon  three 
months'  written  notice  or,  upon  the  occurrence  of  certain  events  as  specified  in  the  Administration 
Agreement,  upon  14  days' written  notice. 

The  Administrator's  principal  office  is:  P.O.  Box  1093  GT,  Queensgate  House,  South  Church  Street, 
Grand  Cayman,  Cayman  Islands. 

Directors 

The  Directors  of  the  Issuer  are  Guy  Major  and  Carrie  Bunton.  The  Directors  may  be  contacted  at  the 
address  of  the  Issuer  or  by  telephone  at  (345)  945-7099. 

The  Director  of  the  Co-Issuer  is  Donald  Puglisi.  He  may  be  contacted  at  the  address  of  the  Co- 
Issuer  or  by  telephone  at  (302)  738-6680. 

THE  LOAN  MARKET 

A  substantial  portion,  by  principal  amount,  of  the  Collateral  Obligations  is  expected  to  consist  of 
corporate  loans  rated  below  investment  grade  extended  to  U.S.  and  other  borrowers  located  in  countries 
whose  long-term  debt  rating  with  respect  to  Dollar  denominated  obligations  backed  by  the  full  faith  and  credit 
(or  the  local  equivalent  thereof)  of  such  country  or  its  central  bank  is  at  least  "Aa2"  by  Moody's  and  "AA"  by 
S&P.   Such  loans  are  typically  negotiated  by  one  or  more  commercial  banks  or  other  financial  institutions 

anr>  ciin^ipptaH  pmrmn  q  nrniin  nf  rnmmon-inl  hanks  anri  finannial  institutions 

Corporate  loans  are  typically  at  the  most  senior  level  of  the  capital  structure,  and  are  often  secured 
by  specific  collateral,  including  but  not  limited  to,  trademarks,  patents,  accounts  receivable,  inventory, 
equipment,  buildings,  real  estate,  franchises  and  common  and  preferred  stock  of  the  obligor  and  its 
subsidiaries.  Some  loans  may  be  unsecured,  subordinated  to  other  obligations  of  the  obligor  and  may  have 
greater  credit  and  liquidity  risk  than  is  typically  associated  with  senior  secured  corporate  loans.  The 
corporate  loans  expected  to  secure  the  Secured  Notes  are  of  a  type  generally  incurred  by  the  borrowers 
thereunder  in  connection  with  a  highly  leveraged  transaction,  often  to  finance  internal  growth,  acquisitions, 
mergers,  stock  purchases,  or  for  other  reasons.  As  a  result  of  the  additional  debt  incurred  by  the  borrower  in 
the  course  of  the  transactions,  the  borrower's  creditworthiness  is  often  judged  by  the  rating  agencies  to  be 
below  investment  grade.  In  order  to  induce  the  banks  and  institutional  investors  to  invest  in  a  borrower's 
loan  facility,  and  to  offer  a  favorable  interest  rate,  the  borrower  often  provides  the  banks  and  institutional 
investors  with  extensive  information  about  its  business,  which  is  not  generally  available  to  the  public. 
Because  of  the  provision  of  confidential  information,  the  unique  and  customized  nature  of  a  loan  agreement, 
and  the  private  syndication  of  the  loan,  loans  are  not  as  easily  purchased  or  sold  as  a  publicly  traded 
security,  and  historically  the  trading  volume  in  the  loan  market  has  been  small  relative  to  the  high  yield  bond 
market. 

Corporate  loans  often  provide  for  restrictive  covenants  designed  to  limit  the  activities  of  the  borrower 
Jn  an  effort  to  protect  the  right  of  lenders  to  receive  timely  payments  of  interest  on  and  repayment  of  principal 
of  the  loans.  Such  covenants  may  include  restrictions  on  dividend  payments,  specific  mandatory  minimum 
financial  ratios,  limits  on  total  debt  and  other  financial  tests.  A  breach  of  covenant  (after  giving  effect  to  any 
cure  period)  in  a  loan  which  is  not  waived  by  the  lending  syndicate  normally  is  an  event  of  acceleration  which 
allows  the  syndicate  to  demand  immediate  repayment  in  full  of  the  outstanding  loan.    Loans  usually  have 
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shorter  terms  than  more  junior  obligations  and  may  require  mandatory  prepayments  from  excess  cash  flow, 
asset  dispositions  and  offerings  of  debt  and/or  equity  securities. 

A  majority  of  loans  bear  interest  based  on  a  floating  rate  index,  e.g.,  LIBOR,  the  certificate  of  deposit 
rate,  a  prime  or  base  rate  (each  as  defined  in  the  applicable  loan  agreement)  or  other  index,  which  may  reset 
daily  (as  most  prime  or  base  rate  indices  do)  or  offer  the  borrower  a  choice  of  one,  two,  three,  six,  nine  or 
twelve  month  interest  and  rate  reset  periods.  The  purchaser  of  a  loan  may  receive  certain  syndication  or 
participation  fees  in  connection  with  its  purchase.  Other  fees  payable  in  respect  of  a  loan,  which  are 
separate  from  interest  payments  on  such  loan,  may  include  facility,  commitment,  amendment  and 
prepayment  fees. 

Purchasers  of  loans  are  predominantly  investment  and  commercial  banks,  who  have  applied  their 
experience  in  high  yield  securities  to  the  commercial  and  industrial  loan  market,  acting  as  both  principal  and 
broker.  The  range  of  investors  for  loans  has  broadened  to  include  money  managers,  insurance  companies, 
arbitrageurs,  bankruptcy  investors  and  mutual  funds  seeking  increased  potential  total  returns  and  portfolio 
managers  of  trusts  or  special  purpose  companies  issuing  collateralized  bond  and  loan  obligations.  As 
secondary  market  trading  volumes  increase,  new  loans  are  frequently  adopting   more  standardized 


however,  that  future  levels  of  supply  and  demand  in  loan  trading  will  provide  the  degree  of  liquidity  that 
currently  exists  in  the  market. 


INCOME  TAX  CONSIDERATIONS 


General 


The  following  summary  describes  the  principal  U.S.  federal  income  tax  and  Cayman  Islands  tax 
consequences  of  the  purchase,  ownership  and  disposition  of  the  Securities  to  investors  that  acquire  the 
Securities  at  original  issuance  and,  in  the  case  of  the  Secured  Notes,  for  an  amount  equal  to  the  Issue  Price 
of  the  relevant  Class  of  Secured  Notes  (for  purposes  of  this  section,  with  respect  to  each  Class  of  Secured 
Notes,  the  first  price  at  which  a  substantial  amount  of  Secured  Notes  of  such  Class  are  sold  to  the  public 
(excluding  bond  houses,  brokers,  underwriters,  placement  agents,  and  wholesalers)  is  referred  to  herein  as 
the  "issue  Price").  This  summary  does  not  purport  to  be  a  comprehensive  description  of  all  the  tax 
considerations  that  may  be  relevant  to  a  particular  investor's  decision  to  purchase  the  Securities.  In  addition, 
this  summary  does  not  describe  any  tax  consequences  arising  under  the  laws  of  any  state,  locality  or  taxing 
jurisdiction  other  than  the  U.S.  federal  income  tax  laws  and  Cayman  Islands  tax  laws.  In  general,  the 
summary  assumes  that  a  beneficial  owner  of  a  Security  holds  the  Security  as  a  capital  asset  and  not  as  part 
of  a  hedge,  straddle  or  conversion  transaction,  within  the  meaning  of  Section  1258  of  the  U.S.  Internal 
Revenue  Code  of  1986,  as  amended  (the  "Code"). 


The  advice  below  was  not  written  and  is  not  intended  to  be  used  and  cannot  be  used  by  any 
taxpayer  for  purposes  of  avoiding  United  States  federal  income  tax  penalties  that  may  be  imposed.  The 
advice  is  written  to  support  the  promotion  or  marketing  of  the  transaction.  Each  taxpayer  should  seek  advice 
based  on  the  taxpayer's  particular  circumstances  from  an  independent  tax  advisor. 

The  foregoing  disclaimer  is  provided  to  satisfy  obligations  under  Circular  230  governing  standards  of 
practice  before  the  Internal  Revenue  Service. 


This  summary  is  based  on  the  U.S.  and  Cayman  Islands  tax  laws,  regulations  (final,  temporary  and 
proposed),  administrative  rulings  and  practice  and  judicial  decisions  in  effect  or  available  on  the  date  of  this 
Offering  Circular.  All  of  the  foregoing  are  subject  to  change  or  differing  interpretation  at  any  time,  which 
change  or  interpretation  may  apply  retroactively  and  could  affect  the  continued  validity  of  this  summary. 

This  summary  is  included  herein  for  general  information  only,  and  there  can  be  no  assurance  that 
the  U.S.  Internal  Revenue  Service  (the  "IRS")  will  take  a  similar  view  of  the  U.S.  federal  income  tax 
consequences  of  an  investment  in  the  Securities  as  described  herein.    ACCORDINGLY,  PROSPECTIVE 
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PURCHASERS  OF  THE  SECURITIES  SHOULD  CONSULT  THEIR  OWN  TAX  ADVISORS  AS  TO  U.S. 
FEDERAL  INCOME  TAX  AND  CAYMAN  ISLANDS  TAX  CONSEQUENCES  OF  THE  PURCHASE, 
OWNERSHIP  AND  DISPOSITION  OF  THE  SECURITIES,  AND  THE  POSSIBLE  APPLICATION  OF  STATE, 
LOCAL,  FOREIGN  OR  OTHER  TAX  LAWS. 

As  used  in  this  section,  the  term  "U.S.  Holder"  includes  a  beneficial  owner  of  a  Security  that  is,  for 
U.S.  federal  income  tax  purposes,  a  citizen  or  individual  resident  of  the  United  States  of  America,  an  entity 
treated  for  United  States  federal  income  tax  purposes  as  a  corporation  or  a  partnership  created  or  organized 
in  or  under  the  laws  of  the  United  States  of  America  or  any  state  thereof  or  the  District  of  Columbia,  an  estate 
the  income  of  which  is  includable  in  gross  income  for  U.S.  federal  income  tax  purposes  regardless  of  its 
source,  or  a  trust  if,  in  general,  a  court  within  the  United  States  of  America  is  able  to  exercise  primary 
supervision  over  its  administration  and  one  or  more  U.S.  persons  have  the  authority  to  control  all  substantial 
decisions  of  such  trust  and  certain  eligible  trusts  that  have  elected  to  be  treated  as  U.S.  persons.  This 
summary  also  does  not  address  the  rules  applicable  to  certain  types  of  investors  that  are  subject  to  special 
U.S.  federal  income  tax  rules  which  are  not  discussed  herein,  including  but  not  limited  to,  dealers  in 
securities  or  currencies,  traders  in  securities,  financial  institutions,  U.S.  expatriates,  tax-exempt  entities 
(except  with  respect  to  specific  issues  discussed  herein),  charitable  remainder  trusts  and  their  beneficiaries, 
persons  whose  functional  currency  is  not  the  Dollar,  insurance  companies,  persons  that  own  (directly  or 
indirectly)  equity  interests  in  beneficial  owners  of  Securities  and  subsequent  purchasers  of  the  Securities. 

For  U.S.  federal  income  tax  purposes,  the  Issuer,  and  not  the  Co-Issuer,  will  be  treated  as  the  issuer 
of  the  Securities. 

Tax  Treatment  of  the  Issuer 

United  States  Federal  Income  Tax  Consequences.  The  Code  and  the  U.S.  Department  of  Treasury 
regulations  promulgated  thereunder  ("Treasury  Regulations")  provide  a  specific  exemption  from  net 
income-based  U.S.  federal  income  tax  to  non-U. S.  corporations  that  restrict  their  activities  in  the  United 
States  to  trading  in  stocks  and  securities  (and  any  other  activity  closely  related  thereto)  for  their  own  account, 
whether  such  trading  (or  such  other  activity)  is  conducted  by  the  corporation  or  its  employees  or  through  a 
resident  broker,  commission  agent,  custodian  or  other  agent.  This  particular  exemption  does  not  apply  to 
non-U. S.  corporations  that  are  engaged  in  activities  in  the  United  States  other  than  trading  in  stocks  and 
securities  (and  any  other  activity  closely  related  thereto)  for  their  own  accounts  or  that  are  dealers  in  stocks 
and  securities. 

The  Issuer  intends  to  rely  on  the  above  exemption  and  does  not  intend  to  operate  so  as  to  be  subject 
to  U.S.  federal  income  taxes  on  its  net  income.  In  this  regard,  on  the  Closing  Date,  the  Issuer  will  receive  an 
opinion  from  McKee  Nelson  LLP,  special  U.S.  tax  counsel  to  the  Issuers  ("Special  U.S.  Tax  Counsel")  to  the 
effect  that,  although  no  activity  closely  comparable  to  that  contemplated  by  the  Issuer  has  been  the  subject 
of  any  Treasury  Regulation,  administrative  ruling  or  judicial  decision,  under  current  law  and  assuming 
compliance  with  the  Issuer's  Amended  and  Restated  Memorandum  and  Articles  of  Association  of  the  Issuer, 
the  Indenture,  the  Collateral  Management  Agreement,  and  other  related  documents  (the  "Documents")  by 
all  parties  thereto,  the  Issuer's  permitted  activities  will  not  cause  it  to  be  engaged  in  a  trade  or  business  in  the 
United  States  under  the  Code  and,  consequently,  the  Issuer  will  not  be  subject  to  U.S.  federal  income  tax  on 
a  net  income  basis  (or  the  branch  profits  tax  described  below).  The  opinion  of  Special  U.S.  Tax  Counsel  will 
be  based  on  the  Code,  the  Treasury  Regulations  (final,  temporary  and  proposed)  thereunder,  the  existing 
authorities,  and  Special  U.S.  Tax  Counsel's  interpretation  thereof  and  judgment  concerning  their  application 
to  the  Issuer's  permitted  activities,  and  on  certain  factual  assumptions  and  representations  as  to  the  Issuer's 
permitted  activities.  The  Issuer  intends  to  conduct  its  affairs  in  accordance  with  the  Documents  and  such 
assumptions  and  representations,  and  the  remainder  of  this  summary  assumes  such  result.  In  addition,  in 
complying  with  the  Documents  and  such  assumptions  and  representations,  the  Issuer  and  the  Collateral 
Manager  are  entitled  to  rely  upon  the  advice  and/or  opinions  of  their  selected  counsel,  and  the  opinion  of 
Special  U.S.  Tax  Counsel  will  assume  that  any  such  advice  and/or  opinions  are  correct  and  complete. 
However,  the  opinion  of  Special  U.S.  Tax  Counsel  and  any  such  other  advice  or  opinions  are  not  binding  on 
the  IRS  or  the  courts,  and  no  ruling  will  be  sought  from  the  IRS  regarding  this,  or  any  other,  aspect  of  the 
U.S.  federal  income  tax  treatment  of  the  Issuer.  Accordingly,  in  the  absence  of  authority  on  point,  the  U.S. 
federal  income  tax  treatment  of  the  Issuer  is  not  entirely  free  from  doubt,  and  there  can  be  no  assurance  that 
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positions  contrary  to  those  stated  in  the  opinion  of  Special  U.S.  Tax  Counsel  or  any  such  other  advice  or 
opinions  may  not  be  asserted  successfully  by  the  IRS. 

If,  notwithstanding  the  Issuer's  intention  and  the  aforementioned  opinion  of  Special  U.S.  Tax  Counsel 
or  any  such  other  advice  or  opinions,  it  were  nonetheless  determined  that  the  Issuer  were  engaged  in  a  trade 
or  business  in  the  United  States  (as  defined  in  the  Code),  and  the  Issuer  had  taxable  income  that  was 
effectively  connected  with  such  U.S.  trade  or  business,  the  Issuer  would  be  subject  under  the  Code  to  the 
regular  U.S.  corporate  income  tax  on  such  effectively  connected  taxable  income  (and  possibly  to  the  30% 
branch  profits  tax  as  well).  The  imposition  of  such  taxes  would  materially  affect  the  Issuer's  financial  ability 
to  make  payments  with  respect  to  the  Securities  and  could  materially  affect  the  yield  of  the  Secured  Notes 
and  the  return  on  the  Subordinated  Securities. 

Legislation  recently  proposed  in  the  U.S.  Senate  would,  for  tax  years  beginning  at  least  two  years 
after  its  enactment,  tax  a  corporation  as  a  U.S.  corporation  if  the  equity  of  that  corporation  is  regularly  traded 
on  an  established  securities  market  and  the  management  and  control  of  the  corporation  occurs  primarily 
within  the  United  States.  It  is  unknown  whether  this  proposal  will  be  enacted  in  its  current  form  and,  whether 
if  enacted,  the  Issuer  would  be  subject  to  its  provisions.  However,  upon  enactment  of  this  or  similar 
legislation,  the  Issuer  will  be  permitted,  with  an  opinion  of  counsel,  to  take  such  action  as  it  deems  advisable 
to  prevent  the  Issuer  from  being  subject  to  such  legislation.  These  actions  could  include  removing  some 
classes  of  Securities  from  listing  on  the  Irish  Stock  Exchange. 

With  respect  to  Cayman  Islands  taxation,  see  the  discussion  below  in  " — Cayman  Islands  Tax 
Considerations". 

United  States  Withholding  Taxes.  Although,  based  on  the  foregoing,  the  Issuer  is  not  expected  to  be 
subject  to  U.S.  federal  income  tax  on  a  net  income  basis,  income  derived  by  the  Issuer  may  be  subject  to 
withholding  taxes  imposed  by  the  United  States  or  other  countries.  Generally,  U.S.  source  interest  income 
received  by  a  foreign  corporation  not  engaged  in  a  trade  or  business  within  the  United  States  is  subject  to 
U.S.  withholding  tax  at  the  rate  of  30%  of  the  amount  thereof.  The  Code  provides  an  exemption  (the 
"portfolio  interest  exemption")  from  such  withholding  tax  for  interest  paid  with  respect  to  certain  debt 
obligations  issued  after  July  18, 1984,  unless  the  interest  constitutes  a  certain  type  of  contingent  interest  or  is 
paid  to  a  10%  shareholder  of  the  payor,  to  a  controlled  foreign  corporation  related  to  the  payor,  or  to  a  bank 
with  respect  to  a  loan  entered  into  in  the  ordinary  course  of  its  business.  In  this  regard,  the  Issuer  is 
permitted  to  acquire  a  particular  Collateral  Obligation  only  if  the  payments  thereon  are  exempt  from  U.S. 
withholding  taxes  at  the  time  of  purchase  or  commitment  to  purchase  (with  the  exception  of  commitment  fees 
associated  with  Collateral  Obligations  constituting  Revolving  Credit  Facilities  or  Delayed  Funding  Term 
Loans)  or  the  obligor  is  required  to  make  "gross-up"  payments  that  offset  fully  any  such  tax  on  any  such 
payments.  Any  commitment  fees  associated  with  Collateral  Obligations  constituting  Revolving  Credit 
Facilities  or  Delayed  Funding  Term  Loans  and  any  lending  fees  received  under  a  Securities  Lending 
Agreement  may  be  subject  to  U.S.  withholding  tax,  which  would  reduce  the  Issuer's  net  income  from  such 
activities.  However,  the  Issuer  does  not  anticipate  that  it  will  otherwise  derive  material  amounts  of  any  other 
items  of  income  that  would  be  subject  to  U.S.  withholding  taxes.  Accordingly,  assuming  compliance  with  the 
foregoing  restrictions  and  subject  to  the  foregoing  qualifications,  income  derived  by  the  Issuer  will  be  free  of 
or  fully  "grossed  up"  for  any  material  amount  of  U.S.  withholding  tax.  It  is  possible  that,  as  a  result  of  a 
workout  of  a  defaulted  Collateral  Debt  Obligation,  the  Issuer  could  receive  an  asset  subject  to  withholding. 
However,  there  can  be  no  assurance  that  income  derived  by  the  Issuer  will  not  generally  become  subject  to 
U.S.  withholding  tax  as  a  result  of  a  change  in  U.S.  tax  law  or  administrative  practice,  procedure,  or 
interpretations  thereof.  See  "Risk  Factors  -  Changes  in  Tax  Law;  No  Gross-Up".  Any  change  in  U.S.  tax  law 
or  administrative  practice,  procedure,  or  interpretations  thereof  resulting  in  the  income  of  the  Issuer 
becoming  subject  to  U.S.  withholding  taxes  could  constitute  a  Withholding  Tax  Event.  See  "Description  of 
the  Securities — Optional  Redemption".  It  is  also  anticipated  that  the  Issuer  will  acquire  Collateral  Obligations 
that  consist  of  obligations  of  non-U.S.  issuers.  In  this  regard,  the  Issuer  may  only  acquire  a  particular 
Collateral  Obligation  if  either  the  payments  thereon  are  not  subject  to  foreign  withholding  tax  (with  the 
exception  of  commitment  fees  associated  with  Collateral  Obligations  constituting  Revolving  Credit  Facilities 
and  Delayed  Funding  Term  Loans)  or  the  obligor  of  the  Collateral  Obligation  is  required  to  make  "gross-up" 
payments. 
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Prospective  investors  should  be  aware  that,  under  certain  Treasury  Regulations,  the  IRS  may 
disregard  the  participation  of  an  intermediary  in  a  "conduit"  financing  arrangement  and  the  conclusions 
reached  in  the  immediately  preceding  paragraph  assume  that  Affected  Banks  will  not,  as  a  result  of  holding 
Securities,  influence  the  selection  of  Collateral  Obligations  and  that  such  Treasury  Regulations  do  not  apply. 
Those  Treasury  Regulations  could  require  withholding  of  U.S.  federal  income  tax  from  payments  to  the 
Issuer  of  interest  on  the  Collateral  Obligations.  In  order  to  prevent  "conduit"  classification,  each  holder  and 
beneficial  owner  of  a  Class  E  Note  or  Subordinated  Security  that  0)  is  not  a  "United  States  person"  (as 
defined  in  Section  7701(a)(30)  of  the  Code)  and  (ii)  is  acquiring,  directly  or  in  conjunction  with  affiliates,  more 
than  33  1/3%  of  the  Aggregate  Outstanding  Amount  of  any  such  Class  of  Securities  will  be  deemed  to  make 
a  representation  to  the  effect  that  it  is  not  an  Affected  Bank.  "Affected  Bank"  means  a  "bank"  for  purposes 
of  Section  881  of  the  Code  or  an  entity  affiliated  with  such  a  bank  that  neither  (x)  meets  the  definition  of  a 
U.S.  Holder  nor  (y)  is  entitled  to  the  benefits  of  an  income  tax  treaty  with  the  United  States  under  which 
withholding  taxes  on  interest  payments  made  by  obligors  resident  in  the  United  States  to  such  bank  are 
reduced  to  0%. 

Tax  Treatment  of  U.S.  Holders  of  the  Secured  Notes 

Status  of  the  Secured  Notes.  On  the  Closing  Date,  the  Issuer  will  receive  an  opinion  from  Special 
U.S.  Tax  Counsel  to  the  effect  that  the  Co-Issued  Notes  will  be,  and  the  Class  E  Notes  should  be,  treated  as 
debt  for  U.S.  federal  income  tax  purposes  when  issued,  and  this  summary  assumes  such  treatment. 
Further,  the  Issuer  and  each  U.S.  Holder  and  beneficial  owner  of  a  Secured  Note,  by  acquiring  such  Secured 
Note  or  an  interest  in  such  Secured  Note,  will  agree  to  treat  such  Secured  Note  as  debt  for  U.S.  federal 
income  tax  purposes,  except  (x)  as  otherwise  required  by  applicable  law,  (y)  to  the  extent  a  Noteholder 
makes  a  protective  QEF  election  (as  described  below  under  "—Investment  in  a  Passive  Foreign  Investment 
Company"),  or  (z)  to  the  extent  that  the  holder  files  certain  United  States  tax  information  returns  required  of 
only  certain  equity  owners  with  respect  to  various  reporting  requirements  under  the  Code  (as  described 
below  under  "—Certain  Reporting  Requirements"  and  "—Tax  Return  Disclosure  and  Investor  List 
Requirements").  The  determination  of  whether  a  Secured  Note  will  be  treated  as  debt  for  United  States 
federal  income  tax  purposes  is  based  on  the  applicable  law  and  facts  and  circumstances  existing  at  the  time 
the  Secured  Note  is  issued.  However,  the  opinion  of  Special  U.S.  Tax  Counsel  is  based  on  current  law  and 
certain  representations  and  assumptions  and  is  not  binding  on  the  IRS  or  the  courts,  and  no  ruling  will  be 
sought  from  the  IRS  regarding  this,  or  any  other,  aspect  of  the  U.S.  federal  income  tax  treatment  of  the 
Secured  Notes.  Accordingly,  there  can  be  no  assurance  that  the  IRS  will  not  contend,  and  that  a  court  will 
not  ultimately  hold,  that  one  or  more  Classes  of  the  Secured  Notes  are  properly  treated  as  equity  in  the 
Issuer  for  U.S.  federal  income  tax  purposes.  Recharacterization  of  a  Class  of  Secured  Notes,  particularly  the 
Class  E  Notes  because  of  their  place  in  the  capital  structure,  may  be  more  likely  if  a  single  investor  or  a 
group  of  investors  that  holds  all  of  the  Subordinated  Securities  also  holds  all  of  the  more  senior  Class  of 
Secured  Notes  in  the  same  proportion  as  the  Subordinated  Securities  are  held.  If  a  Class  of  the  Secured 
Notes  were  treated  as  equity  in,  rather  than  debt  of,  the  Issuer  for  U.S.  federal  income  tax  purposes,  U.S. 
Holders  of  Secured  Notes  of  such  Class  would  be  subject  to  taxation  under  rules  substantially  the  same  as 
those  set  forth  below  under  "—Tax  Treatment  of  U.S.  Holders  of  Subordinated  Securities"  which  could  cause 
adverse  tax  consequences  for  such  U.S.  Holders  upon  the  sale,  exchange,  redemption,  retirement  or  other 
taxable  disposition  of,  or  the  receipt  of  certain  types  of  distributions  on,  such  Secured  Notes. 

Interest  or  Discount  on  the  Secured  Notes.  Subject  to  the  discussion  below,  U.S.  Holders  of  each 
Class  of  Secured  Notes  generally  will  include  in  gross  income  payments  of  stated  interest  received  on  such 
Class  of  Secured  Notes,  in  accordance  with  their  usual  method  of  accounting  for  U.S.  federal  income  tax 
purposes  as  ordinary  interest  income  from  sources  outside  the  United  States. 

If  the  Issue  Price  of  a  Class  of  Secured  Notes  is  less  than  the  "stated  redemption  price  at  maturity"  of 
such  Class  of  Secured  Notes  by  more  than  a  de  minimis  amount,  U.S.  Holders  of  Secured  Notes  of  such 
Class  will  be  considered  to  have  purchased  such  Secured  Notes  with  original  issue  discount  ("OID").  The 
stated  redemption  price  at  maturity  of  a  Class  of  Secured  Notes  will  be  the  sum  of  all  payments  to  be 
received  on  Secured  Notes  of  such  Class,  other  than  payments  of  "qualified  stated  interest"  (i.e.,  generally, 
stated  interest  which  is  unconditionally  payable  in  money  at  least  annually  during  the  entire  term  of  a  debt 
instrument;  interest  is  unconditionally  payable  only  if  reasonable  legal  remedies  exist  to  compel  timely 
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payment  or  the  debt  instrument  otherwise  provides  terms  and  conditions  that  make  the  likelihood  of  late 
payment  or  nonpayment  a  remote  contingency).  Prospective  U.S.  Holders  of  the  Class  C  Notes,  the  Class 
D  Notes  or  the  Class  E  Notes  should  note  that,  because  interest  on  these  Secured  Notes  can  be  deferred, 
the  Issuer  intends  to  treat  interest  on  these  Classes  as  not  unconditionally  payable  in  money  on  each 
Payment  Date  (and,  therefore,  not  "qualified  stated  interest"),  and  as  a  result  include  all  of  the  stated  interest 
payments  on  these  Secured  Notes  in  the  stated  redemption  prices  at  maturity  of  these  Secured  Notes,  and 
must  therefore  be  accrued  by  U.S.  Holders  pursuant  to  the  OID  rules  described  below.  Such  OID  inclusion 
on  such  Secured  Notes  generally  will  be  treated  as  income  from  sources  outside  the  United  States. 

A  U.S.  Holder  of  such  Class  of  Secured  Notes  issued  with  OID  will  be  required  to  accrue  and  include 
in  gross  income  the  sum  of  the  "daily  portions"  of  total  OID  on  such  Secured  Notes  for  each  day  during  the 
taxable  year  on  which  the  U.S.  Holder  held  such  Secured  Notes,  generally  under  a  constant  yield  method, 
regardless  of  such  U.S.  Holder's  usual  method  of  accounting  for  U.S.  federal  income  tax  purposes.  If  a 
Secured  Note  is  issued  with  only  a  de  minimis  amount  of  OID,  such  discount  is  not  subject  to  accrual  under 
the  OID  rules  and  should  be  included  in  gross  income  proportionately  as  stated  principal  payments  are 
received.  Such  de  minimis  OID  should  be  treated  as  gain  from  the  sale  or  exchange  of  property  and  may  be 
eligible  to  be  treated  as  a  capital  gain  if  the  Secured  Note  is  a  capital  asset  in  the  hands  of  the  U.S.  Holder. 

In  the  case  of  such  Class  of  Secured  Notes  that  provides  for  a  floating  rate  of  interest,  the  amount  of 
OID  to  be  accrued  over  the  term  of  such  Secured  Notes  will  be  based  initially  on  the  assumption  that  the 
floating  rate  in  effect  for  the  first  accrual  period  of  such  Secured  Notes  will  remain  constant  throughout  their 
term.  To  the  extent  such  rate  varies  with  respect  to  any  accrual  period,  such  variation  will  be  reflected  in  an 
increase  or  decrease  of  the  amount  of  OID  accrued  for  such  period.  Under  the  foregoing  method,  U.S. 
Holders  of  the  Class  C  Notes,  the  Class  D  Notes  or  the  Class  E  Notes  may  be  required  to  include  in  gross 
income  increasingly  greater  amounts  of  OID  and  may  be  required  to  include  OID  in  advance  of  the  receipt  of 
cash  attributable  to  such  income. 

The  Issuer  intends  to  treat  each  Class  of  Secured  Notes  issued  with  more  than  de  minimis  OID  as 
being  subject  to  the  rules  prescribed  by  Section  1272(a)(6)  of  the  Code  using  an  assumption  as  to  the 
prepayments  on  such  Class  of  Secured  Notes,  as  discussed  below  under " — OID  on  the  Secured  Notes".  A 
prepayment  assumption  applies  to  debt  instruments  if  payments  under  such  debt  instruments  may  be 
accelerated  by  reason  of  prepayments  of  other  obligations  securing  such  debt  instruments. 

OID  on  the  Secured  Notes.  The  following  discussion  will  apply  to  a  Class  of  Secured  Notes  if  it  is 
issued  with  more  than  de  minimis  OID.  Because  principal  repayments  on  such  Secured  Notes  are  subject  to 
acceleration,  the  method  by  which  OID  on  such  Secured  Notes  is  required  to  be  accrued  is  uncertain.  For 
purposes  of  accruing  OID  on  these  Secured  Notes  under  such  circumstances,  the  Issuer  intends  to  treat 
these  Secured  Notes  as  being  subject  to  the  "prepayment  assumption  method".  These  rules  require  that  the 
amount  and  rate  of  accrual  of  OID  be  calculated  based  on  a  prepayment  assumption  and  the  anticipated 
reinvestment  rate,  if  any,  relating  to  the  Secured  Notes  and  prescribe  a  method  for  adjusting  the  amount  and 
rate  of  accrual  of  the  discount  where  the  actual  prepayment  rate  differs  from  the  prepayment  assumption. 
Under  the  Code,  the  prepayment  assumption  must  be  determined  in  the  manner  prescribed  by  the  Treasury 
Regulations,  which  have  not  yet  been  issued.  The  legislative  history  provides,  however,  that  Congress 
intended  the  Treasury  Regulations  to  require  that  the  prepayment  assumption  be  the  prepayment 
assumption  that  is  used  in  determining  the  initial  offering  price  of  the  Secured  Notes.  Solely  for  purposes  of 
determining  OID,  market  discount  and  bond  premium,  the  Issuer  intends  to  assume  that  the  Collateral 
Obligations  will  either  not  prepay  or  any  prepayments  will  be  reinvested.  No  representation  is  made  that  the 
Secured  Notes  will  prepay  at  the  prepayment  assumption  or  at  any  other  rate. 

It  is  possible  the  IRS  could  contend  that  another  method  of  accruing  OID  with  respect  to  these 
Secured  Notes  is  appropriate  and,  if  successful,  could  apply  rules  that  may  result  in  adverse  or  more 
favorable  U.S.  federal  income  tax  consequences  to  a  U.S.  Holder  of  such  Secured  Notes.  One  such 
alternative  method  of  accruing  OID  may  be  the  noncontingent  bond  method  that  governs  contingent  payment 
debt  obligations.  Such  method  could  affect  the  amount  and  character  of  the  gain  or  loss  recognized  upon  a 
disposition  of  a  Secured  Note. 
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A  purchaser  of  a  Secured  Note  issued  with  OID  who  purchases  such  Secured  Note  at  a  price  other 
than  the  adjusted  Issue  Price  but  at  a  cost  less  than  the  remaining  stated  redemption  price  at  maturity  will 
also  be  required  to  include  in  gross  income  the  sum  of  the  daily  portions  of  OID  on  such  Secured  Note.  In 
computing  the  daily  portions  of  OID  for  a  purchaser  of  a  Secured  Note  that  purchases  at  a  price  higher  than 
the  adjusted  issue  price,  but  less  than  the  stated  redemption  price  at  maturity,  however,  the  daily  portion  is 
reduced  by  the  amount  that  would  be  the  daily  portion  for  the  day  (computed  in  accordance  with  the  rules  set 
forth  above)  multiplied  by  a  fraction,  the  numerator  of  which  is  the  amount,  if  any,  by  which  the  price  paid  by 
the  U.S.  holder  for  such  Secured  Note  exceeds  the  following  amount: 

•  The  sum  of  the  Issue  Price  plus  the  aggregate  amount  of  OID  that  would  have  been 
includible  in  the  gross  income  of  an  original  U.S.  Holder  (who  purchased  the  Secured  Note 
at  the  Issue  Price),  less 

•  Any  prior  payments  included  in  the  stated  redemption  price  at  maturity, 

and  the  denominator  of  which  is  the  sum  of  the  daily  portions  for  such  Secured  Note  for  all  days 
beginning  on  the  date  after  the  purchase  date  and  ending  on  the  maturity  date  computed  under  the 
prepayment  assumption. 

As  a  result  of  the  complexity  of  the  OID  rules,  each  U.S.  Holder  of  Secured  Notes  should  consult  its 
own  tax  advisor  regarding  the  impact  of  the  OID  rules  on  its  investment  in  such  Secured  Notes. 

Premium.  A  U.S.  Holder  who  pays  a  premium  (an  amount  in  excess  of  the  Secured  Note's  stated 
redemption  price  at  maturity)  for  a  Secured  Note  may  elect  to  amortize  such  premium  under  a  constant  yield 
method  over  the  life  of  such  Secured  Note.  The  amortizable  amount  for  any  accrual  period  would  offset  the 
amount  of  OID  that  must  be  included  in  the  gross  income  of  a  U.S.  Holder  in  such  accrual  period.  The  U.S. 
Holder's  basis  in  such  Secured  Note  would  be  reduced  by  the  amount  of  amortization.  It  is  not  clear  whether 
the  prepayment  assumption  would  be  taken  into  account  in  determining  the  life  of  such  Secured  Note  for  this 
purpose. 

Market  Discount.  If  a  U.S.  Holder  acquires  a  Secured  Note  at  a  discount  to  the  adjusted  issue  price 
of  the  Secured  Note  that  is  greater  than  a  statutorily  defined  de  minimis  amount,  such  discount  is  treated  as 
market  discount.  Absent  an  election  to  accrue  into  income  currently,  the  amount  of  accrued  market  discount 
on  a  Secured  Note  is  included  in  income  as  ordinary  income  when  principal  payments  are  received  or  the 
U.S.  Holder  disposes  of  the  Secured  Note.  Market  discount  is  included  ratably  unless  a  U.S.  Holder  elects  to 
use  a  constant  yield  method  for  accrual.  For  this  purpose,  the  term  "ratably"  may  be  based  on  the  term  of 
the  Secured  Note,  or  a  U.S.  Holder  may  be  permitted  to  accrue  market  discount  in  proportion  to  interest  on 
Secured  Notes  issued  without  OID  or  in  proportion  to  OID  on  Secured  Notes  issued  with  OID. 

Election  to  Treat  All  Interest  as  OID.  The  OID  rules  permit  a  U.S.  Holder  of  a  Secured  Note  to  elect 
to  accrue  all  interest,  discount  (including  de  minimis  market  or  original  issue  discount)  and  premium  in 
income  as  interest,  based  on  a  constant  yield  method.  If  an  election  to  treat  all  interest  as  OID  were  to  be 
made  with  respect  to  a  Secured  Note  with  market  discount,  the  U.S.  Holder  of  such  Secured  Note  would  be 
deemed  to  have  made  an  election  to  include  in  income  currently  market  discount  with  respect  to  all  other 
debt  instruments  having  market  discount  that  such  U.S.  Holder  acquires  during  the  year  of  the  election  or 
thereafter.  Similarly,  a  U.S.  Holder  that  makes  this  election  for  a  Secured  Note  that  is  acquired  at  a  premium 
will  be  deemed  to  have  made  an  election  to  amortize  bond  premium  with  respect  to  all  debt  instruments 
having  amortizable  bond  premium  that  such  U.S.  Holder  owns  or  acquires.  The  election  to  accrue  interest, 
discount  and  premium  on  a  constant  yield  method  with  respect  to  a  Secured  Note  cannot  be  revoked  without 
the  consent  of  the  IRS. 

Disposition  of  the  Secured  Notes.  In  general,  a  U.S.  Holder  of  a  Secured  Note  initially  will  have  a 
basis  in  such  Secured  Note  equal  to  the  cost  of  such  Secured  Note  to  such  U.S.  Holder,  (0  increased  by  any 
amount  includable  in  income  by  such  U.S.  Holder  as  OID  (or  accrued  market  discount  such  U.S.  Holder 
previously  included  in  income)  with  respect  to  such  Secured  Note,  and  (ii)  reduced  by  amortized  premium 
and  by  any  payments  on  such  Secured  Note,  other  than  payments  of  qualified  stated  interest  on  such 
Secured  Note.    Upon  a  sale,  exchange,  redemption,  retirement  or  other  taxable  disposition  of  a  Secured 
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Note,  a  U.S.  Holder  will  generally  recognize  gain  or  loss  equal  to  the  difference  between  the  amount  realized 
on  the  disposition  (other  than  amounts  attributable  to  accrued  qualified  stated  interest  on  such  Secured  Note, 
which  will  be  taxable  as  described  above)  and  the  U.S.  Holder's  tax  basis  in  such  Secured  Note.  Except  to 
the  extent  of  accrued  interest  or  market  discount  not  previously  included  in  income,  gain  or  loss  from  the 
disposition  of  a  Secured  Note  generally  will  be  long  term  capital  gain  or  loss  if  the  U.S.  Holder  held  the 
Secured  Note  for  more  than  one  year  at  the  time  of  disposition,  provided  that  such  Secured  Note  is  held  as  a 
"capital  asset"  (generally,  property  held  for  investment)  within  the  meaning  of  Section  1221  of  the  Code. 

In  certain  circumstances,  U.S.  Holders  that  are  individuals  may  be  entitled  to  preferential  treatment 
for  net  long-term  capital  gains;  however,  the  ability  of  U.S.  Holders  to  offset  capital  losses  against  ordinary 
income  is  limited. 

Gain  recognized  by  a  U.S.  Holder  on  the  sale,  exchange,  redemption,  retirement  or  other  taxable 
disposition  of  a  Secured  Note  generally  will  be  treated  as  from  sources  within  the  United  States  and  loss  so 
recognized  generally  will  offset  income  from  sources  in  the  United  States. 

Alternative  Characterization  of  the  Secured  Notes.     Notwithstanding  special  U.S.  tax  counsel's 
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of  instruments  such  as  the  Secured  Notes.  It  is  possible,  for  example,  that  the  IRS  may  contend  that  a  Class 
of  Secured  Notes  should  be  treated  as  equity  interests  (or  as  part  debt,  part  equity)  in  the  Issuer.  Such  a 
recharacterization  might  result  in  material  adverse  U.S.  federal  income  tax  consequences  to  U.S.  Holders.  If 
U.S.  Holders  of  a  Class  of  the  Secured  Notes  were  treated  as  owning  equity  interests  in  the  Issuer,  the  U.S. 
federal  income  tax  consequences  to  U.S.  Holders  of  such  recharacterized  Secured  Notes  would  be  as 
described  under  "—Tax  Treatment  of  U.S.  Holders  of  Subordinated  Notes",  "—Certain  Reporting 
Requirements"  and  "—Tax  Return  Disclosure  and  Investor  List  Requirements."  In  order  to  avoid  the 
application  of  the  PFIC  rules,  each  U.S.  Holder  of  a  Note  should  consider  making  a  qualified  electing  fund 
election  provided  in  Section  1295  of  the  Code  on  a  "protective"  basis  (although  such  protective  election  may 
not  be  respected  by  the  IRS  because  current  regulations  do  not  specifically  authorize  that  particular 
election).  See  "—Investment  in  a  Passive  Foreign  Investment  Company.  Further,  U.S.  Holders  of  any  Class 
of  Secured  Notes  that  may  be  recharacterized  as  equity  in  the  Issuer  should  consult  with  their  own  tax 
advisors  with  respect  to  whether,  if  they  owned  equity  in  the  Issuer,  they  would  be  required  to  file  information 
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Tax  Treatment  of  U.S.  Holders  of  Subordinated  Securities 

Although  not  denominated  as  equity,  based  on  the  capital  structure  of  the  Issuer  and  the  terms  of  the 
Subordinated  Securities,  it  is  likely  the  Subordinated  Securities  will  be  treated  as  equity  for  United  States 
federal  income  tax  purposes.  The  following  discussion  is  based  on  the  Subordinated  Securities  being 
treated  as  equity  of  the  Issuer. 

Investment  in  a  Passive  Foreign  Investment  Company.  The  Issuer  will  constitute  a  "passive  foreign 
investment  company"  ("PFIC").  Accordingly,  U.S.  Holders  of  Subordinated  Securities  (other  than  certain 
U.S.  Holders  that  are  subject  to  the  rules  pertaining  to  a  "controlled  foreign  corporation",  described  below) 
will  be  considered  U.S.  shareholders  in  a  PFIC  and  will  be  required  to  file  annual  information  returns  on  IRS 
Form  8621  with  their  U.S.  federal  income  tax  returns.  In  general,  a  U.S.  Holder  of  a  PFIC  may  desire  to 
make  an  election  to  treat  the  Issuer  as  a  "qualified  electing  fund"  ("QEF")  with  respect  to  such  U.S.  Holder. 
Generally,  a  QEF  election  should  be  made  with  the  filing  of  IRS  Form  8621  with  a  U.S.  Holder's  federal 
income  tax  return  for  the  first  taxable  year  for  which  it  held  Subordinated  Securities.  If  a  timely  QEF  election 
is  made  for  the  Issuer,  an  electing  U.S.  Holder  generally  will  be  required  in  each  taxable  year  to  include  in 
gross  income  (i)  as  ordinary  income,  such  holder's  pro  rata  share  of  the  Issuer's  ordinary  earnings  and  (ii)  as 
long  term  capital  gain,  such  holder's  pro  rata  share  of  the  Issuer's  net  capital  gain,  whether  or  not  distributed. 
A  U.S.  Holder  will  not  be  eligible  for  the  preferential  income  tax  rate  on  "qualified  dividend  income"  (as 
defined  in  the  Code)  or  the  dividends  received  deduction  with  respect  to  any  such  income  or  gain.  In 
addition,  any  losses  of  the  Issuer  in  a  taxable  year  will  not  be  available  to  such  U.S.  Holder  and  may  not  be 
carried  back  or  forward  in  computing  the  Issuer's  ordinary  earnings  and  net  capital  gain  in  other  taxable 
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years.  An  amount  included  in  an  electing  U.S.  Holder's  gross  income  should  be  treated  as  income  from 
sources  outside  the  United  States  for  U.S.  foreign  tax  credit  limitation  purposes.  However,  if  U.S.  Holders 
collectively  own  (directly  or  constructively)  50%  or  more  (measured  by  vote  or  value)  of  the  Subordinated 
Securities,  such  amount  will  be  treated  as  income  from  sources  within  the  United  States  for  such  purposes  to 
the  extent  that  such  amount  is  attributable  to  income  of  the  Issuer  from  sources  within  the  United  States.  If 
applicable  to  a  U.S.  Holder  of  Subordinated  Securities,  the  rules  pertaining  to  a  "controlled  foreign 
corporation",  discussed  below,  generally  override  those  pertaining  to  a  PFIC  with  respect  to  which  a  QEF 
election  is  in  effect. 

In  certain  cases  in  which  a  QEF  does  not  distribute  all  of  its  earnings  in  a  taxable  year,  U.S. 
shareholders  may  also  be  permitted  to  elect  to  defer  payment  of  some  or  all  of  the  taxes  on  the  QEF's 
income  subject  to  an  interest  charge  on  the  deferred  amount.  In  this  respect,  prospective  purchasers  of 
Subordinated  Securities  should  be  aware  that  it  is  possible  that  the  Collateral  Obligations  may  be  purchased 
by  the  Issuer  with  substantial  OID,  the  cash  payment  of  which  may  be  deferred,  perhaps  for  a  substantial 
period  of  time,  and  the  Issuer  may  use  interest  and  other  income  from  the  Collateral  Obligations  to  purchase 
additional  Collateral  Obligations  or  to  retire  Securities.  As  a  result,  the  Issuer  may  have  in  any  given  year 
substantial  amounts  of  earnings  for  U.S.  federal  income  tax  purposes  that  are  not  distributed  on  the 
Subordinated  Securities.  Thus,  absent  an  election  to  defer  payment  of  taxes,  U.S.  Holders  that  make  a  QEF 
election  with  respect  to  the  Issuer  may  owe  tax  on  significant  "phantom"  income. 

In  addition,  it  should  be  noted  that  if  the  Issuer  invests  in  obligations  that  are  not  in  registered  form,  a 
U.S.  Holder  making  a  QEF  election  (a)  may  not  be  permitted  to  take  a  deduction  for  any  loss  attributable  to 
such  obligations  when  calculating  its  share  of  the  Issuer's  earnings  and  (b)  may  be  required  to  treat  income 
attributable  to  such  obligations  as  ordinary  income  even  though  the  income  would  otherwise  constitute 
capital  gains.  It  is  possible  that  some  portion  of  the  investments  of  the  Issuer  will  constitute  obligations  that 
are  not  in  registered  form. 

The  Issuer  will  provide,  upon  request,  all  information  and  documentation  that  a  U.S.  Holder  making  a 
QEF  election  is  required  to  obtain  for  U.S.  federal  income  tax  purposes. 

A  U.S.  Holder  of  Subordinated  Securities  (other  than  certain  U.S.  Holders  that  are  subject  to  the 
rules  pertaining  io  a  "controlled  foreign  corporation",  described  below)  that  does  not  make  a  timely  QEF 
election  will  be  required  to  report  any  gain  on  disposition  (including  gain  recognized  upon  a  redemption)  of 
any  Subordinated  Securities  as  if  it  were  an  excess  distribution,  rather  than  capital  gain,  and  to  compute  the 
tax  liability  on  such  gain  and  any  excess  distribution  received  with  respect  to  the  Subordinated  Securities  as 
if  such  items  had  been  earned  ratably  over  each  day  in  the  U.S.  Holder's  holding  period  (or  a  certain  portion 
thereof)  for  the  Subordinated  Securities.  The  U.S.  Holder  will  be  subject  to  tax  on  such  items  at  the  highest 
ordinary  income  tax  rate  for  each  taxable  year,  other  than  the  current  year  of  the  U.S.  Holder,  in  which  the 
items  were  treated  as  having  been  earned,  regardless  of  the  rate  otherwise  applicable  to  the  U.S.  Holder. 
Further,  such  U.S.  Holder  will  also  be  liable  for  an  additional  tax  equal  to  interest  on  the  tax  liability 
attributable  to  income  allocated  to  prior  years  as  if  such  liability  had  been  due  with  respect  to  each  such  prior 
year.  For  purposes  of  these  rules,  gifts,  exchanges  pursuant  to  corporate  reorganizations  and  use  of  the 
Subordinated  Securities  as  security  for  a  loan  may  be  treated  as  a  taxable  disposition  of  such  Subordinated 
Securities.  Very  generally,  an  "excess  distribution"  is  the  amount  by  which  distributions  during  a  taxable  year 
with  respect  to  a  Subordinated  Security  exceed  125  percent  of  the  average  amount  of  distributions  in  respect 
thereof  during  the  three  preceding  taxable  years  (or,  if  shorter,  the  U.S.  Holder's  holding  period  for  the 
Subordinated  Security).  In  addition,  a  stepped-up  basis  in  the  Subordinated  Securities  upon  the  death  of  an 
individual  U.S.  Holder  may  not  be  available. 

In  many  cases,  application  of  the  tax  on  gain  on  disposition  and  receipt  of  excess  distributions  will  be 
substantially  more  onerous  than  the  treatment  applicable  if  a  timely  QEF  election  is  made.  ACCORDINGLY, 
U.S.  HOLDERS  OF  SUBORDINATED  SECURITIES  SHOULD  CONSIDER  CAREFULLY  WHETHER  TO 
MAKE  A  QEF  ELECTION  WITH  RESPECT  TO  THE  SUBORDINATED  SECURITIES  AND  THE 
CONSEQUENCES  OF  NOT  MAKING  SUCH  AN  ELECTION. 

Investment  in  a  Controlled  Foreign  Corporation.  The  Issuer  may  be  classified  as  a  controlled  foreign 
corporation  ("CFC").   In  general,  a  foreign  corporation  will  be  classified  as  a  CFC  if  more  than  50%  of  the 
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shares  of  the  corporation,  measured  by  reference  to  combined  voting  power  or  value,  is  owned  (actually  or 
constructively)  by  "U.S.  Shareholders".  A  U.S.  Shareholder,  for  this  purpose,  is  any  U.S.  person  that 
possesses  (actually  or  constructively)  10%  or  more  of  the  combined  voting  power  (generally  the  right  to  vote 
for  directors  of  the  corporation)  of  all  classes  of  shares  of  a  corporation.  Although  the  Subordinated 
Securities  do  not  vote  for  directors  of  the  Issuer,  it  is  possible  that  the  IRS  would  assert  that  the 
Subordinated  Securities  are  de  facto  voting  securities  and  that  U.S.  Holders  possessing  (actually  or 
constructively)  10%  or  more  of  the  total  combined  voting  power  of  all  classes  of  stock  entitled  to  vote 
(including  the  Subordinated  Securities)  are  U.S.  Shareholders.  If  this  argument  were  successful  and  more 
than  50%  of  the  Subordinated  Securities  (determined  with  respect  to  aggregate  value  or  combined  voting 
power)  are  owned  (actually  or  constructively)  by  such  U.S.  Shareholders,  the  Issuer  would  be  treated  as  a 
CFC. 

If  the  Issuer  were  treated  as  a  CFC,  a  U.S.  Shareholder  of  the  Issuer  would  be  treated,  subject  to 
certain  exceptions,  as  receiving  a  deemed  dividend  at  the  end  of  the  taxable  year  of  the  Issuer  in  an  amount 
equal  to  that  person's  pro  rata  share  of  the  "subpart  F  income"  of  the  Issuer  (which  may  include  any  subpart 
F  income  of  the  Issuer  during  the  warehousing  of  the  Collateral  Obligations).  Such  deemed  dividend  would 
be  treated  as  income  from  sources  within  the  United  States  for  U.S.  foreign  tax  credit  limitation  purposes  to 
the  extent  that  it  is  attributable  io  income  of  the  Issuer  from  sources  within  the  United  States.  Among  other 
items,  and  subject  to  certain  exceptions,  "subpart  F  income"  includes  dividends,  interest,  annuities,  gains 
from  the  sale  or  exchange  of  shares  and  securities,  certain  gains  from  commodities  transactions,  certain 
types  of  insurance  income  and  income  from  certain  transactions  with  related  parties.  It  is  likely  that,  if  the 
Issuer  were  to  constitute  a  CFC,  all  or  most  of  its  income  would  be  subpart  F  income  and,  in  general,  if  the 
Issuer's  subpart  F  income  exceeds  70%  of  its  gross  income  for  a  taxable  year,  the  entire  amount  of  the 
Issuer's  income  for  such  taxable  year  will  be  treated  as  subpart  F  income. 

If  the  Issuer  were  treated  as  a  CFC,  a  U.S.  Shareholder  of  the  Issuer  which  made  a  QEF  election 
with  respect  to  the  Issuer  would  be  taxable  on  the  subpart  F  income  of  the  Issuer  under  rules  described  in 
the  preceding  paragraph  and  not  under  the  QEF  rules  previously  described.  As  a  result,  to  the  extent 
subpart  F  income  of  the  Issuer  includes  net  capital  gains,  such  gains  will  be  treated  as  ordinary  income  of 
the  U.S.  Shareholder  under  the  CFC  rules,  notwithstanding  the  fact  that  the  character  of  such  gains 
generally  would  otherwise  be  preserved  under  the  QEF  rules. 

Furthermore,  if  the  Issuer  were  treated  as  a  CFC  and  a  U.S.  Holder  were  treated  as  a  U.S. 
Shareholder  therein,  the  Issuer  would  not  be  treated  as  a  PFIC  or  a  QEF  with  respect  to  such  U.S.  Holder  for 
the  period  during  which  the  Issuer  remained  a  CFC  and  such  U.S.  Holder  remained  a  U.S.  Shareholder 
therein  (the  "qualified  portion"  of  the  U.S.  Holder's  holding  period  for  the  Subordinated  Securities).  If  the 
qualified  portion  of  such  U.S.  Holder's  holding  period  for  the  Subordinated  Securities  subsequently  ceased 
(either  because  the  Issuer  ceased  to  be  a  CFC  or  the  U.S.  Holder  ceased  to  be  a  U.S.  Shareholder),  then 
solely  for  purposes  of  the  PFIC  rules,  such  U.S.  Holder's  holding  period  for  the  Subordinated  Securities 
would  be  treated  as  beginning  on  the  first  day  following  the  end  of  such  qualified  portion,  unless  the  U.S. 
Holder  had  owned  any  Subordinated  Securities  for  any  period  of  time  prior  to  such  qualified  portion  and  had 
not  made  a  QEF  election  with  respect  to  the  Issuer.  In  that  case,  the  Issuer  would  again  be  treated  as  a 
PFIC  which  is  not  a  QEF  with  respect  to  such  U.S.  Holder  and  the  beginning  of  such  U.S.  Holder's  holding 
period  for  the  Subordinated  Securities  would  continue  to  be  the  date  upon  which  such  U.S.  Holder  acquired 
the  Subordinated  Securities,  unless  the  U.S.  Holder  made  an  election  to  recognize  gain  with  respect  to  the 
Subordinated  Securities  and  a  QEF  election  with  respect  to  the  Issuer. 

Indirect  Interests  in  PFICs  and  CFCs.  If  the  Issuer  owns  a  Collateral  Obligation  or  an  Equity  Security 
issued  by  a  non-U. S.  corporation  that  is  treated  as  equity  for  U.S.  federal  income  tax  purposes,  U.S.  Holders 
of  Subordinated  Securities  could  be  treated  as  owning  an  indirect  equity  interest  in  a  PFIC  or  a  CFC  and 
could  be  subject  to  certain  adverse  tax  consequences. 

In  particular,  if  the  Issuer  owns  equity  interests  in  PFICs  ("Lower-Tier  PFICs"),  a  U.S.  Holder  of 
Subordinated  Securities  would  be  treated  as  owning  directly  the  U.S.  Holder's  proportionate  amount  (by 
value)  of  the  Issuer's  equity  interests  in  the  Lower-Tier  PFICs.  A  U.S.  Holder's  QEF  election  with  respect  to 
the  Issuer  would  not  be  effective  with  respect  to  such  Lower-Tier  PFICs.  However,  a  U.S.  Holder  would  be 
able  to  make  QEF  elections  with  respect  to  such  Lower-Tier  PFICs  if  the  Lower-Tier  PFICs  provide  certain 
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information  and  documentation  to  the  Issuer  in  accordance  with  applicable  Treasury  Regulations.  However, 
there  can  be  no  assurance  that  the  Issuer  would  be  able  to  obtain  such  information  and  documentation  from 
any  Lower-Tier  PFIC,  and  thus  there  can  be  no  assurance  that  a  U.S.  Holder  would  be  able  to  make  or 
maintain  a  QEF  election  with  respect  to  any  Lower-Tier  PFIC.  If  a  U.S.  Holder  does  not  have  a  QEF  election 
in  effect  with  respect  to  a  Lower-Tier  PFIC,  as  a  general  matter,  the  U.S.  Holder  would  be  subject  to  the 
adverse  consequences  described  above  under " — Investment  in  a  Passive  Foreign  Investment  Company" 
with  respect  to  any  excess  distributions  made  by  such  Lower-Tier  PFIC  to  the  Issuer,  any  gain  on  the 
disposition  by  the  Issuer  of  its  equity  interest  in  such  Lower-Tier  PFIC  treated  as  indirectly  realized  by  such 
U.S.  Holder,  and  any  gain  treated  as  indirectly  realized  by  such  U.S.  Holder  on  the  disposition  of  its  equity  in 
the  Issuer  (which  may  arise  even  if  the  U.S.  Holder  realizes  a  loss  on  such  disposition).  Such  amount  would 
not  be  reduced  by  expenses  or  losses  of  the  Issuer,  but  any  income  recognized  may  increase  a  U.S. 
Holder's  tax  basis  in  its  Subordinated  Securities.  Moreover,  if  the  U.S.  Holder  has  a  QEF  election  in  effect 
with  respect  to  a  Lower-Tier  PFIC,  the  U.S.  Holder  would  be  required  to  include  in  income  the  U.S.  Holder's 
pro  rata  share  of  the  Lower-Tier  PFIC's  ordinary  earnings  and  net  capital  gain  as  if  the  U.S.  Holder's  indirect 
equity  interest  in  the  Lower-Tier  PFIC  were  directly  owned,  and  it  appears  that  the  U.S.  Holder  would  not  be 
permitted  to  use  any  losses  or  other  expenses  of  the  Issuer  to  offset  such  ordinary  earnings  and/or  net 
capital  gains,  but  recognition  of  such  income  may  increase  a  U.S.  Holder's  tax  basis  in  its  Subordinated 
Securities. 

Accordingly,  if  any  of  the  Collateral  Obligations  or  Equity  Securities  are  treated  as  equity  interests  in 
a  PFIC,  such  U.S.  Holders  could  experience  significant  amounts  of  phantom  income  with  respect  to  such 
interests.  Other  adverse  tax  consequences  may  arise  for  such  U.S.  Holders  that  are  treated  as  owning 
indirect  interests  in  CFCs.  U.S.  Holders  should  consult  their  own  tax  advisors  regarding  the  tax  issues 
associated  with  such  investments  in  light  of  their  own  individual  circumstances. 

Distributions  on  Subordinated  Securities.  The  treatment  of  actual  distributions  of  cash  on  the 
Subordinated  Securities,  in  very  general  terms,  will  vary  depending  on  whether  a  U.S.  Holder  has  made  a 
timely  QEF  election  as  described  above.  See  "—Investment  in  a  Passive  Foreign  Investment  Company".  If 
a  timely  QEF  election  has  been  made,  distributions  should  be  allocated  first  to  amounts  previously  taxed 
pursuant  to  the  QEF  election  (or  pursuant  to  the  CFC  rules,  if  applicable)  and  to  this  extent  will  not  be 
taxable  to  U.S.  Holders.  Distributions  in  excess  of  amounts  previously  taxed  pursuant  to  a  QEF  election  (or 
pursuant  to  the  CFC  ruies,  if  applicable)  will  be  treated  as  dividends  (but  not  eligible  for  the  reduced  tax  rate 
applicable  to  "qualified  dividend  income")  and  taxable  to  U.S.  Holders  as  ordinary  income  upon  receipt  to  the 
extent  of  any  remaining  amounts  of  untaxed  current  and  accumulated  earnings  and  profits  of  the  Issuer. 
Distributions  in  excess  of  any  current  and  accumulated  earnings  and  profits  will  be  treated  first  as  a 
nontaxable  reduction  to  the  U.S.  Holder's  tax  basis  for  the  Subordinated  Securities  to  the  extent  thereof  and 
then  as  capital  gain. 

In  the  event  that  a  U.S.  Holder  does  not  make  a  timely  QEF  election,  then  except  to  the  extent  that 
distributions  may  be  attributable  to  amounts  previously  taxed  pursuant  to  the  CFC  rules,  some  or  all  of  any 
distributions  with  respect  to  the  Subordinated  Securities  may  constitute  "excess  distributions",  taxable  as 
previously  described.  See  "—Investment  in  a  Passive  Foreign  Investment  Company".  In  that  event,  except 
to  the  extent  that  distributions  may  be  attributable  to  amounts  previously  taxed  to  the  U.S.  Holder  pursuant  to 
the  CFC  rules  or  are  treated  as  "excess  distributions",  distributions  on  the  Subordinated  Securities  generally 
would  be  treated  as  dividends  to  the  extent  paid  out  of  the  Issuer's  current  or  accumulated  earnings  and 
profits  not  allocated  to  any  "excess  distributions",  then  as  a  nontaxable  reduction  to  the  U.S.  Holder's  tax 
basis  for  the  Subordinated  Securities  to  the  extent  thereof  and  then  as  capital  gain.  Dividends  on  the 
Subordinated  Securities  would  not  be  "qualified  dividend  income"  and  therefore  would  be  taxable  to 
individuals,  trusts  and  estates  as  ordinary  income  rather  than  at  the  15%  net  capital  gain  rate.  Dividends 
received  from  a  foreign  corporation  generally  will  be  treated  as  income  from  sources  outside  the  United 
States  for  U.S.  foreign  tax  credit  limitation  purposes.  However,  if  U.S.  Holders  collectively  own  (directly  or 
constructively)  50%  or  more  (measured  by  vote  or  value)  of  the  Subordinated  Securities,  a  percentage  of  the 
dividend  income  equal  to  the  proportion  of  the  Issuer's  earnings  and  profits  from  sources  within  the  United 
States  generally  will  be  treated  as  income  from  sources  within  the  United  States  for  such  purposes. 

Disposition  of  the  Subordinated  Securities.  In  general,  a  U.S.  Holder  of  a  Subordinated  Security  will 
recognize  gain  or  loss  upon  the  sale,  exchange,  redemption,  retirement  or  other  taxable  disposition  of  a 
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Subordinated  Security  equal  to  the  difference  between  the  amount  realized  and  such  U.S.  Holder's  adjusted 
tax  basis  in  the  Subordinated  Security.  Except  as  discussed  below,  such  gain  or  loss  will  be  long-term 
capital  gain  or  loss  if  the  U.S.  Holder  held  the  Subordinated  Security  for  more  than  one  year  at  the  time  of 
the  disposition.  In  certain  circumstances,  U.S.  Holders  who  are  individuals  may  be  entitled  to  preferential 
treatment  for  net  long-term  capital  gains;  however,  the  ability  of  U.S.  Holders  to  offset  capital  losses  against 
ordinary  income  is  limited.  Gain  recognized  by  a  U.S.  Holder  on  the  sale,  exchange,  redemption,  retirement 
or  other  taxable  disposition  of  a  Subordinated  Security  (other  than,  in  the  case  of  a  U.S.  Holder  treated  as  a 
"U.S.  Shareholder",  any  such  gain  characterized  as  a  dividend,  as  discussed  below)  generally  will  be  treated 
as  from  sources  within  the  United  States  and  loss  so  recognized  generally  will  offset  income  from  sources 
within  the  United  States. 

Initially,  a  U.S.  Holder's  tax  basis  for  a  Subordinated  Security  will  equal  the  amount  paid  for  the 
Subordinated  Security.  Such  basis  will  be  increased  by  amounts  taxable  to  such  U.S.  Holder  by  virtue  of  a 
QEF  election,  or  by  virtue  of  the  CFC  rules,  as  applicable,  and  decreased  by  actual  distributions  from  the 
Issuer  that  are  deemed  to  consist  of  such  previously  taxed  amounts  or  are  treated  as  a  nontaxable  reduction 
to  the  U.S.  Holder's  tax  basis  for  the  Subordinated  Security  (as  described  above). 

If  a  U.S.  Holder  does  not  make  a  timely  QEF  election  as  described  above,  any  gain  realized  on  the 
sale,  exchange,  redemption,  retirement  or  other  taxable  disposition  of  a  Subordinated  Security  (or  any  gain 
deemed  to  accrue  prior  to  the  time  a  non-timely  QEF  election  is  made)  will  be  taxed  as  ordinary  income  and 
subject  to  an  additional  tax  reflecting  a  deemed  interest  charge  under  the  special  tax  rules  described  above. 
See  "—Investment  in  a  Passive  Foreign  Investment  Company". 

Except  for  a  limited  exception  applicable  to  individuals,  if  the  Issuer  were  treated  as  a  CFC  and  a 
U.S.  Holder  were  treated  as  a  "U.S.  Shareholder"  therein,  then  any  gain  realized  by  such  U.S.  Holder  upon 
the  disposition  of  Subordinated  Securities,  other  than  gain  constituting  an  excess  distribution  under  the  PFIC 
rules,  if  applicable,  would  be  treated  as  a  dividend  to  the  extent  of  the  U.S.  Holder's  share  of  the  current  or 
accumulated  earnings  and  profits  of  the  Issuer.  In  this  regard,  earnings  and  profits  would  not  include  any 
amounts  previously  taxed  pursuant  to  a  timely  QEF  election  or  pursuant  to  the  CFC  rules. 

Certain  Reporting  Requirements 

A  U.S.  Holder  of  Subordinated  Securities  that  owns  (actually  or  constructively)  at  least  10%  by  vote 
or  value  of  the  Issuer  (and  each  officer  or  director  of  the  Issuer  that  is  a  U.S.  citizen  or  resident)  may  be 
required  to  file  an  information  return  on  IRS  Form  5471 .  A  U.S.  Holder  of  Subordinated  Securities  generally 
is  required  to  provide  additional  information  regarding  the  Issuer  annually  on  IRS  Form  5471  if  it  owns 
.  (actually  or  constructively)  more  than  50%  by  vote  or  value  of  the  Issuer.  U.S.  Holders  should  consult  their 
own  tax  advisors  regarding  whether  they  are  required  to  file  IRS  Form  5471 . 

A  U.S.  person  (including  a  tax  exempt  entity)  that  purchases  the  Subordinated  Securities  for  cash 
will  be  required  to  file  an  IRS  Form  926  or  similar  form  with  the  IRS  if  (a)  such  person  owned,  directly  or  by 
attribution,  immediately  after  the  transfer  at  least  10%  by  vote  or  value  of  the  Issuer  or  (b)  if  the  transfer, 
when  aggregated  with  all  transfers  made  by  such  person  (or  any  related  person)  within  the  preceding  12 
month  period,  exceeds  $100,000.  In  the  event  a  U.S.  Holder  fails  to  file  any  such  required  form,  the  U.S. 
Holder  could  be  required  to  pay  a  penalty  equal  to  10%  of  the  gross  amount  paid  for  such  Subordinated 
Securities  (subject  to  a  maximum  penalty  of  $100,000,  except  in  cases  involving  intentional  disregard).  U.S. 
persons  should  consult  their  tax  advisors  with  respect  to  this  or  any  other  reporting  requirement  which  may 
apply  with  respect  to  their  acquisition  of  the  Subordinated  Securities. 

Tax  Treatment  of  Tax-Exempt  U.S.  Holders  of  Securities 

U.S.  Holders  which  are  tax-exempt  entities  ("Tax-Exempt  U.S.  Holders")  will  not  be  subject  to  the 
tax  on  unrelated  business  taxable  income  ("UBTI")  with  respect  to  interest  and  capital  gains  income  derived 
from  an  investment  in  the  Co-Issued  Notes  or  the  Class  E  Notes  (assuming  that  the  Class  E  Notes  are 
treated  as  debt  of  the  Issuer).  However,  a  Tax-Exempt  U.S.  Holder  that  also  acquires  the  Subordinated 
Securities  (or,  if  recharacterized  as  equity  in  the  Issuer,  the  Class  E  Notes)  should  consider  whether  interest 
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it  receives  with  respect  to  the  Securities  may  be  treated  as  UBTI  under  rules  governing  certain  payments 
received  from  controlled  entities. 

A  Tax-Exempt  U.S.  Holder  generally  will  not  be  subject  to  the  tax  on  UBTI  with  respect  to  regular 
distributions  or  "excess  distributions"  (defined  above  under  "—Tax  Treatment  of  U.S.  Holders  of 
Subordinated  Securities— Investment  in  a  Passive  Foreign  Investment  Company")  on  the  Subordinated 
Securities.  A  Tax-Exempt  U.S.  Holder  which  is  not  subject  to  tax  on  UBTI  with  respect  to  "excess 
distributions"  may  not  make  a  QEF  election.  In  addition,  a  Tax-Exempt  U.S.  Holder  which  is  subject  to  the 
rules  relating  to  "controlled  foreign  corporations"  with  respect  to  the  Subordinated  Securities  (or,  if 
recharacterized  as  equity  in  the  Issuer,  the  Class  E  Notes)  generally  should  not  be  subject  to  the  tax  on  UBTI 
with  respect  to  income  from  such  Subordinated  Securities  (or  the  Class  E  Notes). 

Notwithstanding  the  discussion  in  the  preceding  two  paragraphs,  a  Tax-Exempt  U.S.  Holder  which 
incurs  "acquisition  indebtedness"  (as  defined  in  Section  514(c)  of  the  Code)  with  respect  to  the  Securities 
may  be  subject  to  the  tax  on  UBTI  with  respect  to  income  from  the  Securities  to  the  extent  that  the  Securities 
constitute  "debt-financed  property"  (as  defined  in  Section  514(b)  of  the  Code)  of  the  Tax-Exempt  U.S. 
Holder.  A  Tax-Exempt  U.S.  Holder  subject  to  the  tax  on  UBTI  with  respect  to  income  from  the  Subordinated 
Securities  (or,  if  recharacterized  as  equity  in  the  Issuer,  the  Class  E  Notes)  win  be  taxed  on  "excess 
distributions"  in  the  manner  discussed  above  under  "—Tax  Treatment  of  U.S.  Holders  of  Subordinated 
Securities— Investment  in  a  Passive  Foreign  Investment  Company".  Such  a  Tax-Exempt  U.S.  Holder  will  be 
permitted,  and  should  consider  whether,  to  make  a  QEF  election  with  respect  to  the  Issuer  as  discussed 
above. 

Tax-Exempt  U.S.  Holders  should  consult  their  own  tax  advisors  regarding  an  investment  in  the 
Securities. 

Tax  Return  Disclosure  and  Investor  List  Requirements 

Any  person  that  files  a  U.S.  federal  income  tax  return  or  U.S.  federal  information  return  and 
participates  in  a  "reportable  transaction"  in  a  taxable  year  is  required  to  disclose  certain  information  on  IRS 
Form  8886  (or  its  successor  form)  attached  to  such  person's  U.S.  tax  return  for  such  taxable  year  (and  also 
file  a  copy  of  such  form  with  the  iRS's  Office  of  Tax  Shelter  Analysis)  and  to  retain  certain  documents  related 
to  the  transaction.  In  addition,  under  these  regulations,  under  certain  circumstances,  certain  organizers  and 
sellers  and  other  advisors  with  respect  to  a  "reportable  transaction"  will  be  required  to  file  reports  with  the 
IRS  and  maintain  lists  of  participants  in  the  transaction  containing  identifying  information,  retain  certain 
documents  related  to  the  transaction,  and  furnish  those  lists  and  documents  to  the  IRS  upon  request.  There 
are  significant  penalties  for  failure  to  comply  with  these  disclosure  and  list  keeping  requirements.  The 
definition  of  "reportable  transaction"  is  highly  technical.  However,  in  very  general  terms,  a  transaction  may 
be  a  "reportable  transaction"  if,  among  other  things,  it  is  offered  under  conditions  of  confidentiality  or  it  results 
in  the  claiming  of  a  loss  or  losses  for  U.S.  federal  income  tax  purposes  in  excess  of  certain  threshold 
amounts. 

In  this  regard,  in  order  to  prevent  the  investors'  purchase  of  Securities  in  this  offering  from  being 
treated  as  offered  under  conditions  of  confidentiality,  the  Collateral  Manager,  the  Issuer  and  the  holders  and 
beneficial  owners  of  the  Securities  (and  each  of  their  respective  employees,  representatives  or  other  agents) 
may  disclose  to  any  and  all  persons,  without  limitation  of  any  kind,  the  U.S.  tax  treatment  and  U.S.  tax 
structure  of  the  transactions  described  herein  and  all  materials  of  any  kind  (including  opinions  or  other  tax 
analyses)  that  are  provided  to  them  relating  to  such  U.S.  tax  treatment  and  U.S.  tax  structure.  For  this 
purpose,  the  U.S.  tax  treatment  of  a  transaction  is  the  purported  or  claimed  U.S.  tax  treatment  of  the 
transaction  under  applicable  U.S.  federal,  state  or  local  tax  law,  and  the  U.S.  tax  structure  of  a  transaction  is 
any  fact  that  may  be  relevant  to  understanding  the  purported  or  claimed  U.S.  tax  treatment  of  the  transaction 
under  applicable  U.S.  federal,  state  or  local  tax  law. 

If  the  Issuer  participates  in  a  "reportable  transaction",  a  U.S.  Holder  of  Subordinated  Securities  that 
is  a  "reporting  shareholder"  of  the  Issuer  will  be  treated  as  participating  in  the  transaction  and  will  be  subject 
to  the  rules  described  above.  Although  most  of  the  Issuer's  activities  generally  are  not  expected  to  give  rise 
to  "reportable  transactions",  the  Issuer  nevertheless  may  participate  in  certain  types  of  transactions  that 
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could  be  treated  as  "reportable  transactions".  A  U.S.  Holder  of  Subordinated  Securities  will  be  treated  as  a 
"reporting  shareholder"  of  the  Issuer  if  (0  such  U.S.  Holder  owns  10%  or  more  of  the  Subordinated  Securities 
and  makes  a  QEF  election  with  respect  to  the  Issuer  or  (ii)  the  Issuer  is  treated  as  a  CFC  and  such  U.S. 
Holder  is  a  "U.S.  Shareholder"  (as  defined  above)  of  the  Issuer.  The  Issuer  will  make  reasonable  efforts  to 
make  such  information  available. 

Prospective  investors  in  the  Securities  should  consult  their  own  tax  advisors  concerning  any  possible 
disclosure  obligations  under  these  Treasury  Regulations  with  respect  to  their  ownership  or  disposition  of  the 
Securities  in  light  of  their  particular  circumstances. 

Tax  Treatment  of  Non-U.S.  Holders  of  Securities 

In  general,  payments  on  the  Securities  to  a  Holder  that  is  not,  for  U.S.  federal  income  tax  purposes, 
a  U.S.  Holder  (a  "Non-U.S.  Holder")  and  gain  realized  on  the  sale,  exchange,  redemption,  retirement  or 
other  disposition  of  the  Securities  by  a  Non-U.S.  Holder,  will  not  be  subject  to  U.S.  federal  income  or 
withholding  tax,  unless  (a)  such  income  is  effectively  connected  with  a  trade  or  business  conducted  by  such 
Non-U.S.  Holder  in  the  United  States,  or  (b)  in  the  case  of  gain,  such  Non-U.S.  Holder  is  a  nonresident  alien 
individual  who  hoids  the  Securities  as  a  capital  asset  and  is  present  in  the  United  States  for  more  than  182 
days  in  the  taxable  year  of  the  sale,  exchange,  redemption,  retirement  or  other  disposition  of  the  Securities 
and  certain  other  conditions  are  satisfied. 

Information  Reporting  and  Backup  Withholding 

Under  certain  circumstances,  the  Code  requires  "information  reporting",  and  may  require  "backup 
withholding",  with  respect  to  certain  payments  made  on  the  Securities  and  the  payment  of  the  proceeds  from 
the  disposition  of  the  Securities.  Backup  withholding  generally  will  not  apply  to  corporations,  tax-exempt 
organizations,  qualified  pension  and  profit  sharing  trusts,  and  individual  retirement  accounts.  Backup 
withholding  will  apply  to  a  U.S.  Holder  if  the  U.S.  Holder  fails  to  provide  certain  identifying  information  (such 
as  the  U.S.  Holder's  taxpayer  identification  number)  or  otherwise  comply  with  the  applicable  requirements  of 
the  backup  withholding  rules.  The  application  for  exemption  from  backup  withholding  for  a  U.S.  Holder  is 
available  by  providing  a  properly  completed  IRS  Form  W-9. 

A  Non-U.S.  Holder  of  the  Securities  generally  will  not  be  subject  to  these  information  reporting 
requirements  or  backup  withholding  with  respect  to  payments  of  interest  or  distributions  on  the  Securities  if 
(a)  it  certifies  to  the  Trustee  its  status  as  a  Non-U.S.  Holder  under  penalties  of  perjury  on  the  appropriate  IRS 
Form  W-8,  and  (b)  in  the  case  of  a  Non-U.S.  Holder  that  is  a  "nonwithholding  foreign  partnership",  "foreign 
simple  trust"  or  "foreign  grantor  trust"  as  defined  in  the  applicable  U.S.  Treasury  Regulations  under  the  Code, 
the  beneficial  owners  of  such  Non-U.S.  Holder  also  certify  their  status  as  Non-U.S.  Holders  under  penalties 
of  perjury  on  the  appropriate  IRS  Form  W-8. 

The  payments  of  the  proceeds  from  the  disposition  of  a  Security  by  a  Non-U.S.  Holder  to  or  through 
the  U.S.  office  of  a  broker  generally  will  not  be  subject  to  information  reporting  and  backup  withholding  if  the 
Non-U.S.  Holder  certifies  its  status  as  a  Non-U.S.  Holder  (and,  if  applicable,  its  beneficial  owners  also  certify 
their  status  as  Non-U.S.  Holders)  under  penalties  of  perjury  on  the  appropriate  IRS  Form  W-8,  satisfies 
certain  documentary  evidence  requirements  for  establishing  that  it  is  a  Non-U.S.  Holder,  or  otherwise 
establishes  an  exemption.  The  payment  of  the  proceeds  from  the  disposition  of  a  Security  by  a  Non-U.S. 
Holder  to  or  through  a  non-U.S.  office  of  a  non-U. S.  broker  will  not  be  subject  to  backup  withholding  or 
information  reporting  unless  the  non-U.S.  broker  has  certain  specific  types  of  relationships  to  the  United 
States,  in  which  case  the  treatment  of  such  payment  for  such  purposes  will  be  as  described  in  the  following 
sentence.  The  payment  of  proceeds  from  the  disposition  of  a  Security  by  a  Non-U.S.  Holder  to  or  through  a 
non-U.S.  office  of  a  U.S.  broker  or  to  or  through  a  non-U.S.  broker  with  certain  specific  types  of  relationships 
to  the  United  States  generally  will  not  be  subject  to  backup  withholding  but  will  be  subject  to  information 
reporting  unless  the  Non-U.S.  Holder  certifies  its  status  as  a  Non-U.S.  Holder  (and,  if  applicable,  its 
beneficial  owners  also  certify  their  status  as  Non-U.S.  Holders)  under  penalties  of  perjury  or  the  broker  has 
certain  documentary  evidence  in  its  files  as  to  the  Non-U.S.  Holder's  foreign  status  and  the  broker  has  no 
actual  knowledge  to  the  contrary. 
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Backup  withholding  is  not  an  additional  tax  and  may  be  credited  against  the  U.S.  Holder's  or  Non- 
U.S.  Holder's  U.S.  federal  income  tax  liability,  and  then  refunded  to  the  extent  of  any  excess  thereon; 
provided  that  certain  required  information  is  furnished  to  the  IRS.  The  information  reporting  requirements 
may  apply  regardless  of  whether  withholding  is  required. 

Cayman  Islands  Tax  Considerations 

The  following  discussion  of  certain  Cayman  Islands  income  tax  consequences  of  an  investment  in 
the  Securities  is  based  on  the  advice  of  Maples  and  Calder  as  to  Cayman  Islands  law.  The  discussion  is  a 
general  summary  of  present  law,  which  is  subject  to  prospective  and  retroactive  change.  It  assumes  that  the 
Issuer  will  conduct  its  affairs  in  accordance  with  assumptions  made  by,  and  representations  made  to, 
counsel.  It  is  not  intended  as  tax  advice,  does  not  consider  any  investor's  particular  circumstances,  and 
does  not  consider  tax  consequences  other  than  those  arising  under  Cayman  Islands  law. 

The  following  is  a  general  summary  of  Cayman  Islands  taxation  in  relation  to  the  Securities. 

Under  existing  Cayman  Islands  laws: 

(i)  payments  of  principal  and  interest  in  respect  of,  or  distributions  on,  the  Securities  will  not  be 

subject  to  taxation  in  the  Cayman  Islands  and  no  withholding  will  be  required  on  such  payments  to  any 
Holder  of  a  Secured  Note  and  gains  derived  from  the  sale  of  Securities  will  not  be  subject  to  Cayman  Islands 
income  or  corporation  tax.  The  Cayman  Islands  currently  have  no  income,  corporation  or  capital  gains  tax 
and  no  estate  duty,  inheritance  tax  Or  gift  tax;  and 

(ii)  certificates  evidencing  the  Securities,  in  registered  form,  to  which  title  is  not  transferable  by 
delivery,  will  not  attract  Cayman  Islands  stamp  duty.  However,  an  instrument  transferring  title  to  a  Security,  if 
brought  to  or  executed  in  the  Cayman  Islands,  would  be  subject  to  Cayman  Islands  stamp  duty. 

The  Issuer  has  been  incorporated  under  the  laws  of  the  Cayman  Islands  as  an  exempted  company 
with  limited  liability  and,  as  such,  has  applied  for  and  expects  to  obtain  an  undertaking  from  the  Governor  in 
Cabinet  of  the  Cayman  Islands  substantially  in  the  following  form: 

"THE  TAX  CONCESSIONS  LAW 

(1999  REVISION) 

UNDERTAKING  AS  TO  TAX  CONCESSIONS 

In  accordance  with  Section  6  of  the  Tax  Concessions  Law  (1999  Revision),  the  Governor  in  Cabinet 
undertakes  with: 

Greywolf  CLO  I,  Ltd.  ("the  Company") 

(a)  that  no  Law  which  is  hereafter  enacted  in  the  Islands  imposing  any  tax  to  be  levied  on 
profits,  income,  gains  or  appreciations  shall  apply  to  the  Company  or  its  operations;  and 

(b)  in  addition,  that  no  tax  to  be  levied  on  profits,  income,  gains  or  appreciations  or  which  is  in 
the  nature  of  estate  duty  or  inheritance  tax  shall  be  payable 

(i)  on  or  in  respect  of  the  shares,  debentures  or  other  obligations  of  the  Company;  or 

(ii)         by  way  of  the  withholding  in  whole  or  in  part  of  any  relevant  payment  as  defined  in 
Section  6(3)  of  the  Tax  Concessions  Law  (1999  Revision). 

These  concessions  shall  be  for  a  period  of  TWENTY  years  from  the  29th  day  of  August  2006. 

GOVERNOR  IN  CABINET" 
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The  Cayman  Islands  does  not  have  an  income  tax  treaty  arrangement  with  the  United  States  or  any 
other  country.  The  Cayman  Islands  has  entered  into  an  information  exchange  agreement  with  the  United 
States. 

THE  PRECEDING  DISCUSSION  IS  ONLY  A  SUMMARY  OF  CERTAIN  TAX  IMPLICATIONS  OF 
AN  INVESTMENT  IN  THE  SECURITIES.  PROSPECTIVE  INVESTORS  ARE  URGED  TO  CONSULT  WITH 
THEIR  OWN  TAX  ADVISORS  PRIOR  TO  INVESTING  TO  DETERMINE  THE  TAX  IMPLICATIONS  OF 
SUCH  INVESTMENT  IN  LIGHT  OF  EACH  SUCH  INVESTOR'S  PARTICULAR  CIRCUMSTANCES. 

ERISA  CONSIDERATIONS 


The  advice  below  was  not  written  and  is  not  intended  to  be  used  and  cannot  be  used  by  any 
taxpayer  for  purposes  of  avoiding  United  States  federal  income  tax  penalties  that  may  be  imposed.  The 
advice  is  written  to  support  the  promotion  or  marketing  of  the  transaction.  Each  taxpayer  should  seek  advice 
based  on  the  taxpayer's  particular  circumstances  from  an  independent  tax  advisor. 

The  foregoing  disclaimer  is  provided  to  satisfy  obligations  under  Circular  230  governing  standards  of 
practice  before  the  Internal  Revenue  Service. 


The  United  States  Employee  Retirement  Income  Security  Act  of  1974,  as  amended  ("ERISA") 
imposes  certain  requirements  oh  "employee  benefit  plans"  (as  defined  in  Section  3(3)  of,  and  that  are  subject 
to  Title  I  of  ERISA),  including  entities  such  as  collective  investment  funds  and  insurance  company  separate 
accounts  whose  underlying  assets  include  the  assets  of  such  plans  (collectively,  "ERISA  Plans")  and  on 
those  persons  who  are  fiduciaries  with  respect  to  ERISA  Plans.  Investments  by  ERISA  Plans  are  subject  to 
ERISA's  general  fiduciary  requirements,  including  the  requirement  of  investment  prudence  and  diversification 
and  the  requirement  that  an  ERISA  Plan's  investments  be  made  in  accordance  with  the  documents 
governing  the  ERISA  Plan.  The  prudence  of  a  particular  investment  must  be  determined  by  the  responsible 
fiduciary  of  an  ERISA  Plan  by  taking  into  account  the  ERISA  Plan's  particular  circumstances  and  all  of  the 
facts  and  circumstances  of  the  investment  inciuding,  but  noi  iimiied  io,  the  matters  discussed  above  under 
"Risk  Factors"  and  the  fact  that  in  the  future  there  may  be  no  market  in  which  such  fiduciary  will  be  able  to 
sell  or  otherwise  dispose  of  the  Securities. 

Section  406  of  ERISA  and  Section  4975  of  the  Code  prohibit  certain  transactions  involving  the 
assets  of  an  ERISA  Plan  (as  well  as  those  plans  that  are  not  subject  to  ERISA  but  which  are  subject  to 
Section  4975  of  the  Code,  such  as  individual  retirement  accounts  (together  with  ERISA  Plans,  "Plans"))  and 
certain  persons  (referred  to  as  "parties  in  interest"  or  "disqualified  persons")  having  certain  relationships 
to  such  Plans,  unless  a  statutory  or  administrative  exemption  is  applicable  to  the  transaction.  A  party  in 
interest  or  disqualified  person  who  engages  in  a  prohibited  transaction  may  be  subject  to  excise  taxes  and 
other  penalties  and  liabilities  under  ERISA  and  Section  4975  of  the  Code. 

Governmental  plans,  certain  church  plans  and  non-U. S.  plans,  while  not  subject  to  the  fiduciary 
responsibility  provisions  of  ERISA  or  the  provisions  of  Section  4975  of  the  Code,  may  nevertheless  be 
subject  to  state,  local  or  other  federal  and  non-U. S.  laws  that  are  substantially  similar  to  the  foregoing 
provisions  of  ERISA  and  the  Code.  Fiduciaries  of  any  such  plans  should  consult  with  their  counsel  before 
purchasing  any  Securities. 

The  U.S.  Department  of  Labor  has  promulgated  regulations,  29  C.F.R.  Section  2510.3-101  (the 
"Plan  Asset  Regulations"),  describing  what  constitutes  the  assets  of  a  Plan  with  respect  to  the  Plan's 
investment  in  an  entity  for  purposes  of  certain  provisions  of  ERISA  and  Section  4975  of  the  Code,  including 
the  fiduciary  responsibility  provisions  of  Title  I  of  ERISA  and  Section  4975  of  the  Code.  Under  the  Plan 
Asset  Regulations,  if  a  Plan  invests  in  an  "equity  interest"  of  an  entity  that  is  neither  a  "publicly  offered 
security"  nor  a  security  issued  by  an  investment  company  registered  under  the  Investment  Company  Act,  the 
Plan's  assets  include  both  the  equity  interest  and  an  undivided  interest  in  each  of  the  entity's  underlying 
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assets,  unless  it  is  established  that  the  entity  is  an  "operating  company"  or,  as  further  discussed  below,  that 
equity  participation  in  the  entity  by  "benefit  plan  investors"  is  not  "significant". 

Prohibited  transactions  within  the  meaning  of  Section  406  of  ERISA  or  Section  4975  of  the  Code 
may  arise  if  Securities  are  acquired  with  the  assets  of  a  Plan  with  respect  to  which  the  Issuer,  the  Co-Issuer, 
the  Initial  Purchaser,  the  Trustee,  the  Collateral  Manager,  any  seller  of  Collateral  Obligations  to  the  Issuer 
and  the  Co-Issuer  or  any  of  their  respective  Affiliates,  is  a  party  in  interest  or  a  disqualified  person.  Certain 
exemptions  from  the  prohibited  transaction  provisions  of  Section  406  of  ERISA  and  Section  4975  of  the 
Code  may  be  applicable,  however,  depending  in  part  on  the  type  of  Plan  fiduciary  making  the  decision  to 
acquire  a  Security  and  the  circumstances  under  which  such  decision  is  made.  Included  among  these 
exemptions  are  Prohibited  Transaction  Class  Exemption  ("PTCE")  91-38  (relating  to  investments  by  bank 
collective  investment  funds),  PTCE  84-14  (relating  to  transactions  effected  by  a  "qualified  professional  asset 
manager"),  PTCE  90-1  (relating  to  investments  by  insurance  company  pooled  separate  accounts),  PTCE  95- 
60  (relating  to  investments  by  insurance  company  general  accounts),  and  PTCE  96-23  (relating  to 
transactions  effected  by  in-house  asset  managers)  ("Investor-Based  Exemptions").  There  is  also  a 
statutory  exemption  that  may  be  available  under  Section  408(b)(17)  of  ERISA  and  Section  4975(d)(20)  of  the 
Code  to  a  party  in  interest  that  is  a  service  provider  to  a  Plan  investing  in  the  Securities  for  adequate 
consideration,  provided  such  service  provider  is  not  (i)  the  fiduciary  with  respect  to  the  Plan's  assets  used  to 
acquire  the  Securities  or  an  affiliate  of  such  fiduciary  or  (ii)  an  affiliate  of  the  employer  sponsoring  the  Plan 
(the  "Service  Provider  Exemption").  Adequate  consideration  means  fair  market  as  determined  in  good 
faith  by  the  Plan  fiduciary  pursuant  to  regulations  to  be  promulgated  by  the  U.S.  Department  of  Labor.  There 
can  be  no  assurance  that  any  of  these  Investor-Based  Exemptions  or  the  Service  Provider  Exemption  or  any 
other  administrative  or  statutory  exemption  will  be  available  with  respect  to  any  particular  transaction 
involving  the  ERISA  Offered  Securities. 

Any  insurance  company  proposing  to  invest  assets  of  its  general  account  in  Securities  should 
consider  the  extent  to  which  such  investment  would  be  subject  to  the  requirements  of  Title  I  of  ERISA  and 
Section  4975  of  the  Code  in  light  of  the  U.S.  Supreme  Court's  decision  in  John  Hancock  Mutual  Life 
Insurance  Co.  v.  Harris  Trust  and  Savings  Bank,  510  U.S.  86  (1993),  and  the  enactment  of  Section  401(c)  of 
ERISA  on  August  20,  1996.  In  particular,  such  an  insurance  company  should  consider  (i)the  exemptive 
relief  granted  by  the  U.S.  Department  of  Labor  for  transactions  involving  insurance  company  general 
accounts  in  PTCE  95-60  and  (ii)  if  such  exemptive  relief  is  not  available,  whether  its  purchase  of  Securities 
will  be  permissible  under  the  final  regulations  issued  under  Section  401(c)  of  ERISA.  The  final  regulations 
provide  guidance  on  which  assets  held  by  an  insurance  company  constitute  "plan  assets"  for  purposes  of  the 
fiduciary  responsibility  provisions  of  ERISA  and  Section  4975  of  the  Code.  The  regulations  do  not  exempt 
the  assets  of  insurance  company  general  accounts  from  treatment  as  "plan  assets"  to  the  extent  they  support 
certain  participating  annuities  issued  to  Plans  after  December  31, 1998. 

The  Co-Issued  Notes 

The  Plan  Asset  Regulations  define  an  "equity  interest"  as  any  interest  in  an  entity  other  than  an 
instrument  that  is  treated  as  indebtedness  under  applicable  local  law  and  which  has  no  substantial  equity 
features.  As  noted  above  in  Income  Tax  Considerations,  it  is  the  opinion  of  tax  counsel  to  the  Issuer  and  the 
Co-Issuer  that  the  Co-Issued  Notes  will  be  treated  as  debt  for  U.S.  income  tax  purposes.  Although  there  is 
little  guidance  on  the  subject,  at  the  time  of  their  issuance,  the  Co-Issued  Notes  should  be  treated  as 
indebtedness  without  substantial  equity  features  for  purposes  of  the  Plan  Asset  Regulations.  This 
determination  is  based  in  part  upon  (i)  tax  counsel's  opinion  that  the  Co-Issued  Notes  will  be  classified  as 
debt  for  U.S.  federal  income  tax  purposes  when  issued  and  (ii)  the  traditional  debt  features  of  the  Co-Issued 
Notes,  including  the  reasonable  expectation  of  purchasers  of  the  Co-Issued  Notes  that  they  will  be  repaid 
when  due,  as  well  as  the  absence  of  conversion  rights,  warrants  and  other  typical  equity  features.  Based 
upon  and  subject  to  the  foregoing  and  other  considerations,  and  subject  to  the  considerations  described 
below,  the  Co-Issued  Notes  may  be  purchased  by  a  Plan.  Nevertheless,  without  regard  to  whether  the  Co- 
Issued  Notes  are  considered  equity  interests,  prohibited  transactions  within  the  meaning  of  Section  406  of 
ERISA  or  Section  4975  of  the  Code  may  arise  if  the  Co-Issued  Notes  are  acquired  with  the  assets  of  an 
ERISA  Plan  with  respect  to  which  the  Issuer,  the  Co-Issuer,  the  Initial  Purchaser  or  the  Trustee  or,  in  certain 
circumstances,  any  of  their  respective  Affiliates,  is  a  party  in  interest  or  a  disqualified  person.  The  Investor- 
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Based   Exemptions  or  the  Service   Provider  Exemption   may  be  available  to  cover  such   prohibited 
transactions. 

By  its  purchase  of  any  Co-Issued  Notes,  each  purchaser  and  subsequent  transferee  thereof  will  be 
deemed  to  have  represented  and  warranted,  at  the  time  of  its  acquisition  and  throughout  the  period  it  holds 
such  Co-Issued  Note,  either  that  (a)  it  is  neither  a  Plan  nor  any  entity  whose  underlying  assets  include  "plan 
assets"  (within  the  meaning  of  the  Plan  Asset  Regulations)  by  reason  of  such  Plan's  investment  in  the  entity, 
nor  a  governmental,  church,  non-U.S.  or  other  plan  which  is  subject  to  any  federal,  state,  local  or  non-U.S. 
law  that  is  substantially  similar  to  the  provisions  of  Section  406  of  ERISA  or  Section  4975  of  the  Code  or  (b) 
its  purchase,  holding  and  disposition  of  a  Co-Issued  Note  will  not  constitute  or  result  in  a  non-exempt 
prohibited  transaction  under  Section  406  of  ERISA  or  Section  4975  of  the  Code  (or,  in  the  case  of  a 
governmental,  church,  non-U.S.  or  other  plan,  a  non-exempt  violation  of  any  substantially  similar  law). 

The  Subordinated  Securities  and  the  Class  E  Notes 

Equity  participation  in  an  issuer  of  Securities  by  "benefit  plan  investors"  is  "significant"  and  will  cause 
the  assets  of  the  Issuer  to  be  deemed  the  assets  of  an  investing  Plan  (in  the  absence  of  another  applicable 
Plan  Asset  Regulations  exception)  if  25%  or  more  of  the  value  of  any  class  of  equity  interest  in  the  Issuer  is 
held  by  "benefit  plan  investors".  Recently,  the  Pension  Protection  Act  of  2006  effectively  amended,  by 
statute,  the  definition  of  "benefit  plan  investors"  in  the  Plan  Asset  Regulations.  Employee  benefit  plans  that 
are  not  subject  to  Title  I  of  ERISA  and  plans  that  are  not  subject  to  Section  4975  of  the  Code,  such  as  U.S. 
governmental  and  most  U.S.  church  plans  or  non-U.S.  plans,  are  no  longer  considered  "benefit  plan 
investors".  Accordingly,  only  employee  benefit  plans  subject  to  Title  I  of  ERISA  or  Section  4975  of  the  Code 
or  an  entity  whose  underlying  assets  include  plan  assets  by  reason  of  such  plan's  investment  in  the  entity  are 
considered  in  determining  whether  investment  by  "benefit  plan  investors"  represents  25%  or  more  of  any 
class  of  equity  of  the  Issuer.  Hence,  the  term  "benefit  plan  investor"  includes  (a)  an  employee  benefit  plan 
(as  defined  in  Section  3(3)  of  ERISA)  that  is  subject  to  the  provisions  of  Title  I  of  ERISA,  (b)  a  plan  as 
defined  in  Section  4975(e)(1)  of  the  Code  that  is  subject  to  Section  4975  of  the  Code,  (c)  any  entity  whose 
underlying  assets  include  "plan  assets"  by  reason  of  any  such  employee  benefit  plan's  or  plan's  investment 
in  the  entity  or  (d)  as  such  term  is  otherwise  defined  in  any  regulations  promulgated  by  the  U.S.  Department 
of  Labor  under  Section  3(42)  of  ERISA  (collectively,  "Benefit  Plan  Investors").  For  purposes  of  making  the 
25%  determination,  the  vaiue  of  any  equity  interests  held  by  a  person  (other  than  a  Benefit  Plan  Investor) 
who  has  discretionary  authority  or  control  with  respect  to  the  assets  of  the  Issuer  or  any  person  who  provides 
investment  advice  for  a  fee  (direct  or  indirect)  with  respect  to  such  assets,  or  any  affiliate  of  such  person 
(each,  a  "Controlling  Person"),  is  disregarded.  Under  the  Plan  Asset  Regulations,  an  "affiliate"  of  a  person 
includes  any  person,  directly  or  indirectly  through  one  or  more  intermediaries,  controlling,  controlled  by  or 
under  common  control  with  the  person,  and  "control"  with  respect  to  a  person  other  than  an  individual, 
means  the  power  to  exercise  a  controlling  influence  over  the  management  or  policies  of  such  person.  The 
Subordinated  Securities  and  the  Class  E  Notes  are  considered  equity  investments  for  the  purposes  of 
applying  Title  I  of  ERISA  and  Section  4975  of  the  Code.  Accordingly,  purchases  of  (i)  Subordinated 
Securities  by  Benefit  Plan  Investors  from  the  Initial  Purchaser  or  the  Issuer  and  any  subsequent  purchaser 
will  be  limited  to  less  than  25%  of  the  value  of  each  of  all  Outstanding  Subordinated  Securities  by  requiring 
each  such  purchaser  to  make  certain  representations  and/or  to  agree  to  certain  transfer  restrictions 
regarding  their  status  as  Benefit  Plan  Investors  or  Controlling  Persons  and  (ii)  the  Class  E  Notes  by  Benefit 
Plan  Investors  will  not  be  permitted.  Subordinated  Securities  either  (i)  held  as  principal  by  the  Collateral 
Manager,  the  Trustee,  any  of  their  respective  affiliates,  employees  of  the  Collateral  Manager,  the  Trustee  or 
any  of  their  affiliates  and  any  charitable  foundation  of  any  such  employees  (other  than  any  of  such  interests 
held  as  a  Benefit  Plan  Investor)  or  (ii)  held  by  persons  that  have  represented  that  they  are  Controlling 
Persons  (to  the  extent  that  such  a  Controlling  Person  is  not  a  Benefit  Plan  Investor),  will  be  disregarded  and 
will  not  be  treated  as  Outstanding  for  purposes  of  determining  compliance  with  such  25%  limitation. 

With  respect  to  the  U.S.  Subordinated  Securities  or  any  beneficial  interest  therein,  a  purchaser  will 
be  required  to  represent  and  warrant,  at  the  time  of  its  acquisition  and  throughout  the  period  it  holds  such 
Subordinated  Security,  (1)  whether  or  not  the  purchaser  is  a  Benefit  Plan  Investor,  (2)  whether  or  not  the 
purchaser  is  a  Controlling  Person  and  (3)  (a)  if  it  is  a  Benefit  Plan  Investor,  its  purchase,  holding  and 
disposition  of  Subordinated  Securities  will  not  constitute  or  result  in  a  non-exempt  prohibited  transaction 
under  Section  406  of  ERISA  or  Section  4975  of  the  Code  or  (b)  if  it  is  a  governmental,  church,  non-U.S.  or 
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other  plan  which  is  subject  to  any  federal,  state,  local  or  non-U.S.  law  that  is  substantially  similar  to  the 
provisions  of  Title  I  of  ERISA  or  Section  4975  of  the  Code,  its  purchase,  holding  and  disposition  of 
Subordinated  Securities  will  not  constitute  or  result  in  non-exempt  violation  under  any  such  substantially 
similar  law. 

With  respect  to  the  purchase  of  a  beneficial  interest  in  the  Regulation  S  Global  Subordinated 
Securities  from  the  Initial  Purchaser  or  the  Issuer,  as  the  case  may  be,  a  purchaser  will  be  required  to 
represent  and  warrant ,  at  the  time  of  its  acquisition  and  throughout  the  period  it  holds  such  Subordinated 
Security,  (1)  whether  or  not  the  purchaser  is  a  Benefit  Plan  Investor,  (2)  whether  or  not  the  purchaser  is  a 
Controlling  Person  and  (3)  (a)  if  it  is  a  Benefit  Plan  Investor,  its  purchase,  holding  and  disposition  of 
Subordinated  Securities  will  not  constitute  or  result  in  a  non-exempt  prohibited  transaction  under  Section  406 
of  ERISA  or  Section  4975  of  the  Code  or  (b)  if  it  is  a  governmental,  church,  non-U.S.  or  other  plan  which  is 
subject  to  any  federal,  state,  local  or  non-U.S.  law  that  is  substantially  similar  to  the  provisions  of  Title  I  of 
ERISA  or  Section  4975  of  the  Code,  its  purchase,  holding  and  disposition  of  Subordinated  Securities  will  not 
constitute  or  result  in  non-exempt  violation  under  any  such  substantially  similar  law.  Each  purchaser  and 
subsequent  transferee  of  a  beneficial  interest  in  a  Regulation  S  Global  Subordinated  Security  purchased 
from  persons  other  than  the  Initial  Purchaser  or  the  Issuer,  as  the  case  may  be,  will  be  deemed  to  represent 
that  the  purchaser  or  transferee,  as  the  case  may  be,  from  the  date  on  which  it  acquires  its  interest  in  such 
Subordinated  Securities  through  and  including  the  date  on  which  such  purchaser  or  transferee  disposes  of 
its  interest  in  such  Subordinated  Securities,  (a)  is  not  a  Benefit  Plan  Investor  or  a  Controlling  Person  and  (b) 
if  it  is  a  governmental,  church,  non-U.S.  or  other  plan  that  is  subject  to  any  federal,  state,  local  or  non-U.S. 
law  that  is  substantially  similar  to  the  provisions  of  Title  I  of  ERISA  or  Section  4975  of  the  Code,  its  purchase, 
holding  and  disposition  of  Subordinated  Securities  will  not  constitute  or  result  in  a  non-exempt  violation  under 
any  such  substantially  similar  law 

By  its  purchase  of  any  Class  E  Notes,  each  purchaser  and  subsequent  transferee  thereof  will  be 
deemed  to  have  represented  and  warranted  that  it,  from  the  date  on  when  it  acquires  its  interest  in  such 
Class  E  Notes  through  and  including  the  date  on  which  such  purchaser  or  transferee  disposes  of  its  interest 
in  such  Class  E  Notes,  (a)  is  not  a  Benefit  Plan  Investor  and  (b)  if  it  is  a  governmental,  church,  non-U.S.  or 
other  plan  that  is  subject  to  any  federal,  state,  local  or  non-U.S.  law  that  is  substantially  similar  to  the 
provisions  of  Title  I  of  ERISA  or  Section  4975  of  the  Code,  its  purchase,  holding  and  disposition  of  Class  E 
Notes  will  not  constitute  or  result  in  a  non-exempt  violation  under  any  such  substantially  similar  law 

There  can  be  no  assurance  that,  despite  the  transfer  restrictions  relating  to  purchases  by  Benefit 
Plan  Investors  and  Controlling  Persons  and  the  procedures  to  be  employed  by  the  Issuer  to  attempt  to  limit 
ownership  by  Benefit  Plan  Investors  of  the  Class  E  Notes  and  the  Subordinated  Securities  to  less  than  25%, 
Benefit  Plan  Investors  will  not  in  actuality  own  25%  or  more  of  the  outstanding  Class  E  Notes  or 
Subordinated  Securities. 

If  for  any  reason  the  assets  of  the  Issuer  are  deemed  to  be  "plan  assets"  of  a  Plan  subject  to  ERISA 
or  Section  4975  of  the  Code  because  one  or  more  Plans  is  an  owner  of  Class  E  Notes  or  Subordinated 
Securities  (or  of  a  Co-Issued  Note  characterized  as  an  "equity  interest"  in  the  Issuer),  certain  transactions 
that  the  Collateral  Manager  might  enter  into,  or  may  have  entered  into,  on  behalf  of  the  Issuer  in  the  ordinary 
course  of  its  business  might  constitute  non-exempt  "prohibited  transactions"  under  Section  406  of  ERISA  or 
Section  4975  of  the  Code  and  might  have  to  be  rescinded  at  significant  cost  to  the  Issuer.  The  Collateral 
Manager  could  be  deemed  to  be  an  ERISA  fiduciary  and  may  be  prevented  from  engaging  in  certain 
investments  (as  not  being  deemed  consistent  with  the  ERISA  prudent  investment  standards)  or  engaging  in 
certain  transactions  or  fee  arrangements  because  they  might  be  deemed  to  cause  non-exempt  prohibited 
transactions.  It  also  is  not  clear  that  Section  403(a)  of  ERISA,  which  limits  delegation  of  investment 
management  responsibilities  by  fiduciaries  of  ERISA  Plans,  would  be  satisfied. 

Any  Plan  fiduciary  or  other  person  who  proposes  to  use  assets  of  any  Plan  to  purchase  any 
Securities  should  consult  with  its  counsel  regarding  the  applicability  of  the  fiduciary  responsibility  and 
prohibited  transaction  provisions  of  ERISA  and  Section  4975  of  the  Code  to  such  an  investment,  and  to 
confirm  that  such  investment  will  not  constitute  or  result  in  a  non-exempt  prohibited  transaction  or  any  other 
violation  of  an  applicable  requirement  of  ERISA. 
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The  sale  of  any  Security  to  a  Plan,  or  to  a  person  using  assets  of  any  Plan  to  effect  its  purchase,  is  in 
no  respect  a  representation  by  the  Issuer,  the  Initial  Purchaser  or  the  Collateral  Manager  that  such  an 
investment  meets  all  relevant  legal  requirements  with  respect  to  investments  by  Plans  generally  or  any 
particular  Plan,  or  that  such  an  investment  is  appropriate  for  Plans  generally  or  any  particular  Plan. 

CERTAIN  LEGAL  INVESTMENT  CONSIDERATIONS 

None  of  the  Issuer,  the  Co-Issuer,  the  Collateral  Manager  and  the  Initial  Purchaser  make  any 

representation  as  to  the  proper  characterization  of  the  Securities  for  legal  investment  or  other  purposes,  as 

to  the  ability  of  particular  investors  to  purchase  Securities  for  legal  investment  or  other  purposes  or  as  to  the 

ability  of  particular  investors  to  purchase  Securities  under  applicable  investment  restrictions.  Without  limiting 

the  generality  of  the  foregoing,  none  of  the  Issuer,  the  Co-Issuer,  the  Collateral  Manager  and  the  Initial 

Purchaser  make  any  representation  as  to  the  characterization  of  the  Securities  as  a  U.S.  domestic  or  foreign 

(non-U. S.)  investment  under  any  state  insurance  code  or  related  regulations,  and  they  are  not  aware  of  any 

published  precedent  that  addresses  such  characterization.     Notwithstanding  the  foregoing,  the  Issuers 

understand  that  certain  state  insurance  regulators,  in  response  to  a  request  for  guidance,  may  be 

considering  the  characterization  (as  U.S.  domestic  or  foreign  (non-U.S.))  of  certain  collateralized  debt 

nhiinatinn  corMiritioc  rn-iccupH  h«  a  nnn.i  I  s  issuer  anrl  a  u  s  r.n-issner.  There  can  be  no  assurance  as  to 
»,*■,;,=»,./,.  ----..---  --  . —  --  -,  -  — —  -  - — 

the  nature  of  any  guidance  or  other  action  that  may  result  from  such  consideration.  The  uncertainties 
described  above  (and  any  unfavorable  future  determinations  concerning  legal  investment  or  financial 
institution  regulatory  characteristics  of  the  Securities)  may  affect  the  liquidity  of  the  Securities.  Accordingly, 
all  institutions  the  activities  of  which  are  subject  to  legal  investment  laws  and  regulations,  regulatory  capital 
requirements  or  review  by  regulatory  authorities  should  consult  their  own  legal  advisors  in  determining 
whether  and  to  what  extent  the  Securities  are  subject  to  investment,  capital  or  other  restrictions. 

SETTLEMENT  AND  CLEARING 

Global  Securities 

Upon  the  issuance  of  the  Global  Securities,  DTC  or  its  custodian  will  credit,  on  its  internal  system, 
the  respective  aggregate  original  principal  amount  or  number,  as  the  case  may  be,  of  the  individual  beneficial 

iniorootr  ronnsrpnisW  k>w  cnxh  f^lnhpl  Qofniri+ioc  in  tho  orr-pnnfc  of  nprenns  u/hn  hax/p  ar/VM ints  with  DTC 

Such  accounts  initially  will  be  designated  by  or  on  behalf  of  the  Initial  Purchaser.  Ownership  of  beneficial 
interests  in  Global  Securities  will  be  limited  to  persons  who  have  accounts  with  DTC  ("participants")  or 
persons  who  hold  interests  through  participants.  Ownership  of  beneficial  interests  in  a  Global  Security  will 
be  shown  on,  and  the  transfer  of  that  ownership  will  be  effected  only  through,  records  maintained  by  DTC  or 
its  nominee  (with  respect  to  interests  of  participants)  and  the  records  of  participants  (with  respect  to  interests 
of  persons  other  than  participants). 

So  long  as  DTC,  or  its  nominee,  is  the  registered  owner  or  Holder  of  the  Global  Securities,  DTC  or 
such  nominee,  as  the  case  may  be,  will  be  considered  the  sole  owner  or  Holder  of  each  Class  of  the 
Securities  represented  by  such  Global  Securities  for  all  purposes  under  the  Indenture  and  such  Securities. 
Unless  DTC  notifies  the  Issuers  that  it  is  unwilling  or  unable  to  continue  as  depositary  for  a  global  security  or 
ceases  to  be  a  "Clearing  Agency"  registered  pursuant  to  the  provisions  of  Section  17A  of  the  Exchange  Act, 
owners  of  the  beneficial  interests  in  the  Global  Securities  will  not  be  entitled  to  have  any  portion  of  such 
Global  Securities  registered  in  their  names,  will  not  receive  or  be  entitled  to  receive  physical  delivery  of 
Securities  in  certificated  form  and  will  not  be  considered  to  be  the  owners  or  Holders  of  any  Securities  under 
the  Indenture.  The  owner  of  a  beneficial  interest  in  a  Global  Security  will  also  be  entitled  to  receive  a 
certificated  Security  in  exchange  for  such  interest  if  an  Event  of  Default  has  occurred  and  is  continuing.  In 
addition,  no  beneficial  owner  of  an  interest  in  the  Global  Securities  will  be  able  to  transfer  that  interest  except 
in  accordance  with  DTC's  applicable  procedures  (in  addition  to  those  under  the  Indenture  referred  to  herein 
and,  if  applicable,  those  of  Euroclear  and  Clearstream). 

Investors  may  hold  their  interests  in  Regulation  S  Global  Securities  directly  through  Clearstream  or 
Euroclear,  if  they  are  participants  in  these  systems,  or  indirectly  through  organizations  that  are  participants  in 
these  systems.  Clearstream  and  Euroclear  will  hold  interests  in  the  Regulation  S  Global  Securities  on  behalf 
of  their  participants  through  their  respective  depositaries,  which  in  turn  will  hold  the  interests  in  the 
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Regulation  S  Global  Securities  in  customers'  securities  accounts  in  the  depositaries'  names  on  the  books  of 
DTC.  Investors  may  hold  their  interests  in  a  Rule  144A  Global  Secured  Note  directly  through  DTC  if  they  are 
participants  in  the  system,  or  indirectly  through  organizations  that  are  participants  in  the  system. 

Payments  of  the  principal  of  and  interest  or  distributions  on  Global  Securities  will  be  made  to  DTC  or 
its  nominee,  as  the  registered  owner  thereof.  None  of  the  Issuers,  the  Trustee  nor  any  paying  agent  will 
have  any  responsibility  or  liability  for  any  aspect  of  the  records  relating  to  or  payments  or  distributions  made 
on  account  of  beneficial  ownership  interests  in  the  Global  Securities  or  for  any  notice  permitted  or  required  to 
be  given  to  Holders  of  Securities  or  any  consent  given  or  actions  taken  by  DTC  as  Holder  of  Securities.  The 
Issuers  expect  that  DTC  or  its  nominee,  upon  receipt  of  any  payment  of  principal,  interest  or  distributions,  as 
the  case  may  be,  in  respect  of  a  Global  Security  representing  any  Securities  held  by  it  or  its  nominee,  will 
immediately  credit  participants'  accounts  with  payments  in  amounts  proportionate  to  their  respective  interests 
in  the  principal  amount  of  such  Security  in  global  form  as  shown  on  the  records  of  DTC  or  its  nominee.  The 
Issuers  also  expect  that  payments  by  participants  to  owners  of  interests  in  such  Global  Security  held  through 
such  participants  will  be  governed  by  standing  instructions  and  customary  practices,  as  is  now  the  case  with 
securities  held  for  the  accounts  of  customers  registered  in  the  names  of  nominees  for  such  customers.  Such  . 
payments  will  be  the  responsibility  of  such  participants.  Payments  of  the  principal  of  and  interest  or 
distributions  on  the  Regulation  S  Global  Securities  will  be  made  to  Clearstream  or  Euroclear.  as  applicable, 
as  indirect  participants  in  DTC,  in  accordance  with  their  respective  rules  and  operating  procedures. 

Transfers  between  participants  will  be  effected  in  the  ordinary  way  in  accordance  with  DTC  rules  and 
will  be  settled  in  same-day  funds.  The  laws  of  some  jurisdictions  require  that  certain  persons  take  physical 
delivery  of  securities  in  definitive  form.  Consequently,  the  ability  to  transfer  beneficial  interests  in  Global 
Securities  to  these  persons  may  be  limited.  Because  DTC  can  only  act  on  behalf  of  participants,  who  in  turn 
act  on  behalf  of  indirect  participants  and  certain  banks,  the  ability  of  a  person  having  a  beneficial  interest  in 
Global  Securities  to  pledge  its  interest  to  persons  or  entities  that  do  not  participate  in  the  DTC  system,  or 
otherwise  take  actions  in  respect  of  its  interest,  may  be  affected  by  the  lack  of  a  physical  certificate  of  the 
interest.  Transfers  between  account  holders  in  Euroclear  and  Clearstream  will  be  effected  in  the  ordinary 
way  in  accordance  with  their  respective  rules  and  operating  procedures. 

Subject  to  compliance  with  the  transfer  restrictions  applicable  to  the  Securities  described  above, 
crncc-mar^et  transfers  between  DTC  "artici^ants,  on  the  one  hand,  and,  directly  or  indirectly  through 
Euroclear  or  Clearstream  account  holders,  on  the  other,  will  be  effected  in  DTC  in  accordance  with  DTC's 
rules  on  behalf  of  Euroclear  or  Clearstream,  as  the  case  may  be,  by  its  respective  depositary;  however, 
these  cross-market  transactions  will  require  delivery  of  instructions  to  Euroclear  or  Clearstream,  as  the  case 
may  be,  by  the  counterparty  in  the  system  in  accordance  with  its  rules  and  procedures  and  within  its 
established  deadlines  (Brussels  time).  Euroclear  or  Clearstream,  as  the  case  may  be,  will,  if  the  transaction 
meets  its  settlement  requirements,  deliver  instructions  to  its  respective  depositary  to  take  action  to  effect  final 
settlement  on  its  behalf  by  delivering  or  receiving  interests  in  a  Regulation  S  Global  Security  in  DTC,  and 
making  or  receiving  payment  in  accordance  with  normal  procedures  for  a  same-day  funds  settlement 
applicable  to  DTC.  Clearstream  and  Euroclear  account  holders  may  not  deliver  instructions  directly  to  the 
depositaries  for  Clearstream  or  Euroclear. 

Because  of  time  zone  differences,  the  securities  account  of  a  Euroclear  or  Clearstream  participant 
purchasing  an  interest  in  a  Global  Security  from  a  DTC  participant  will  be  credited  during  the  securities 
settlement  processing  day  (which  must  be  a  Business  Day  for  Euroclear  or  Clearstream,  as  the  case  may 
be)  immediately  following  the  DTC  settlement  date  and  the  credit  of  any  transactions  in  interests  in  a  Global 
Security  settled  during  the  processing  day  will  be  reported  to  the  relevant  Euroclear  or  Clearstream 
participant  on  that  day.  Cash  received  in  Euroclear  or  Clearstream  as  a  result  of  sales  of  interests  in  a 
Global  Security  by  or  through  a  Euroclear  or  Clearstream  participant  to  a  DTC  participant  will  be  received 
with  value  on  the  DTC  settlement  date  but  will  be  available  in  the  relevant  Euroclear  or  Clearstream  cash 
account  only  as  of  the  Business  Day  following  settlement  in  DTC. 

DTC  has  advised  the  Issuers  that  it  will  take  any  action  permitted  to  be  taken  by  a  Holder  of  the 
Securities  (including  the  presentation  of  the  applicable  Securities  for  exchange  as  described  below)  only  at 
the  direction  of  one  or  more  participants  to  whose  account  with  DTC  interests  in  a  Global  Security  are 
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credited  and  only  in  respect  of  that  portion  of  the  aggregate  principal  amount  or  aggregate  notional  amount, 
as  applicable,  of  the  Securities  as  to  which  the  participant  or  participants  has  or  have  given  direction. 

The  giving  of  notices  and  other  communications  by  DTC  to  participants,  by  participants  to  persons 
who  hold  accounts  with  them  and  by  such  persons  to  Holders  of  beneficial  interests  in  a  Global  Security  will 
be  governed  by  arrangements  between  them,  subject  to  any  statutory  or  regulatory  requirements  as  may 
exist  from  time  to  time. 

DTC  has  advised  the  Issuers  as  follows:  DTC  is  a  limited  purpose  trust  company  principally  located 
under  the  laws  of  the  State  of  New  York,  a  member  of  the  Federal  Reserve  System,  a  "clearing  corporation" 
within  the  meaning  of  the  Uniform  Commercial  Code  and  a  "Clearing  Agency"  registered  pursuant  to  the 
provisions  of  Section  17A  of  the  Exchange  Act.  DTC  was  created  to  hold  securities  for  its  participants  and 
facilitate  the  clearance  and  settlement  of  securities  transactions  between  participants  through  electronic 
book-entry  changes  in  accounts  of  its  participants,  thereby  eliminating  the  need  for  physical  movement  of 
certificates.  Participants  include  securities  brokers  and  dealers,  banks,  trust  companies  and  clearing 
corporations  and  may  include  certain  other  organizations.  Indirect  access  to  the  DTC  system  is  available  to 
others  such  as  banks,  brokers,  dealers  and  trust  companies  that  clear  through  or  maintain  a  custodial 
relationship  with  a  participant,  either  directly  or  indirectly  ("indirect  participants"). 

Although  DTC,  Clearstream  and  Euroclear  have  agreed  to  the  foregoing  procedures  in  order  to 
facilitate  transfers  of  interests  in  Global  Securities  among  participants  of  DTC,  Clearstream  and  Euroclear, 
they  are  under  no  obligation  to  perform  or  continue  to  perform  these  procedures,  and  the  procedures  may  be 
discontinued  at  anytime.  Neither  the  Issuers  nor  the  Trustee  will  have  any  responsibility  for  the  performance 
by  DTC,  Clearstream,  Euroclear  or  their  respective  participants  or  indirect  participants  of  their  respective 
obligations  under  the  rules  and  procedures  governing  their  operations. 

Individual  Definitive  Securities 

If  (i)  DTC  or  any  successor  to  DTC  advises  the  Issuer  in  writing  that  it  is  at  any  time  unwilling  or 
unable  to  continue  as  a  depositary  for  the  reasons  described  in  " — Global  Securities"  and  a  successor 
depositary  is  not  appointed  by  the  Issuer  within  90  days,  (ii)  as  a  result  of  any  amendment  to  or  change  in 
tng  jgu/s  or  recusations  of  the  Cawman  Islands  or  of  anw  authorit"  therein  or  thereof  having  power  to  tax  or  in 
the  interpretation  or  administration  of  such  laws  or  regulations  which  become  effective  on  or  after  the  Closing 
Date,  the  Issuer  or  the  paying  agent  is,  or  will  be,  required  to  make  any  deduction  or  withholding  from  any 
payment  in  respect  of  the  Securities  which  would  not  be  required  if  the  Securities  were  in  definitive  form  or 
(iii)  upon  the  written  request  of  any  beneficial  owner  of  an  interest  in  a  Global  Security  following  the 
occurrence  of  an  Event  of  Default,  the  Issuer  will  issue  individual  definitive  Securities  in  registered  form  in 
exchange  for  the  Global  Securities.  Upon  receipt  of  such  notice  from  DTC,  the  Issuer  will  use  its  best  efforts 
to  make  arrangements  with  DTC  for  the  exchange  of  interests  in  the  Global  Securities  for  individual  definitive 
Securities  and  cause  the  requested  individual  definitive  Securities  to  be  executed  and  delivered  to  the 
Registrar  in  sufficient  quantities  and  authenticated  by  or  on  behalf  of  the  Trustee  for  delivery  to  Holders  of 
the  Global  Securities.  Persons  exchanging  interests  in  a  Global  Security  for  individual  definitive  Securities 
Will  be  required  to  provide  to  the  Trustee,  through  DTC,  Clearstream  or  Euroclear,  (i)  written  instructions  and 
other  information  required  by  the  Issuer  and  the  Trustee  to  complete,  execute  and  deliver  such  individual 
definitive  Securities,  (ii)  in  the  case  of  an  exchange  of  an  interest  in  a  Rule  144A  Global  Secured  Note,  such 
certification  as  to  "Qualified  Institutional  Buyer"  status,  and  that  such  Holder  is  a  Qualified  Purchaser,  as  the 
Issuer  shall  require  and  (iii)  in  the  case  of  an  exchange  of  an  interest  in  a  Regulation  S  Global  Security,  such 
certification  as  the  Issuer  shall  require  as  to  non-U. S.  Person  status.  In  all  cases,  individual  definitive 
Securities  delivered  in  exchange  for  any  Security  in  global  form  or  beneficial  interests  therein  will  be 
registered  in  the  names,  and  issued  in  denominations  in  compliance  with  the  minimum  denominations 
specified  for  the  applicable  Securities  in  global  form,  requested  by  DTC. 

Individual  definitive  Securities  will  bear,  and  be  subject  to,  such  legend  as  the  Issuer  requires  in 

order  to  assure  compliance  with  any  applicable  law.    Individual  definitive  Securities  will  be  transferable 

subject  to  the  minimum  denomination  applicable  to  such  Securities,  in  whole  or  in  part,  and  exchangeable  for 

individual  definitive  Securities  of  the  same  kind,  at  the  office  of  the  Trustee  or  the  office  of  any  transfer  agent, 

•including  the  transfer  agent  in  Ireland,  upon  compliance  with  the  requirements  set  forth  in  the  Indenture. 
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Individual  definitive  Securities  may  be  transferred  through  any  transfer  agent,  including  the  transfer  agent  in 
Ireland,  upon  the  delivery  and  duly  completed  assignment  of  such  Securities.  Upon  a  partial  transfer  of  any 
Securities  represented  by  the  applicable  definitive  notes,  the  Trustee  will  issue  in  exchange  therefor  to  the 
transferee  one  or  more  individual  definitive  Securities  representing  the  amount  being  so  transferred  and  will 
issue  to  the  transferor  one  or  more  individual  definitive  Securities  representing  the  remaining  amount  not 
being  transferred.  No  service  charge  will  be  imposed  for  any  registration  of  transfer  or  exchange,  but 
payment  of  a  sum  sufficient  to  cover  any  tax  or  other  governmental  charge  may  be  required.  The  Holder  of  a 
restricted  individual  definitive  Security  may  transfer  such  Security  subject  to  compliance  with  the  provisions 
of  the  legend  thereon.  Upon  the  transfer,  exchange  or  replacement  of  Securities  bearing  the  legend,  or  upon 
specific  request  for  removal  of  the  legend  on  a  Security,  the  Issuer  will  deliver  only  Securities  that  bear  such 
legend,  or  will  refuse  to  remove  such  legend,  as  the  case  may  be,  unless  there  is  delivered  to  the  Issuer 
such  satisfactory  evidence,  which  may  include  an  opinion  of  counsel,  as  may  reasonably  be  required  by  the 
Issuer  that  neither  the  legend  nor  the  restrictions  on  transfer  set  forth  therein  are  required  to  ensure 
compliance  with  the  provisions  of  the  Securities  Act  and  the  Investment  Company  Act.  Payments  of  principal 
and  interest  on  individual  definitive  Secured  Notes  and  Subordinated  Securities  shall  be  payable  by  wire 
transfer  in  immediately  available  funds  to  a  Dollar  account  maintained  by  the  Holder  thereof  or  its  nominee 
or,  if  appropriate  instructions  are  not  received  at  least  fifteen  days  prior  to  the  relevant  Payment  Date,  by 
Dollar  check  drawn  on  a  bank  in  the  United  States  of  America  and  sent  by  mall  to  the  Registered  holder 
thereof  or,  for  so  long  as  any  of  the  Securities  are  listed  on  the  Irish  Stock  Exchange  and  the  rules  of  such 
Exchange  shall  so  require,  at  the  office  of  the  paying  agent  in  Ireland. 

TRANSFER  RESTRICTIONS 

Because  of  the  following  restrictions,  purchasers  are  advised  to  consult  legal  counsel  prior  to  making 
any  offer,  resale,  pledge  or  transfer  of  the  Securities.  Any  purchase  or  transfer  of  the  Securities  will  be 
subject  to  the  minimum  denomination  requirements  set  forth  in  "Summary — The  Offering — Securities  Issued" 
(except  in  the  limited  circumstances  set  forth  in  the  Indenture). 

Rule  144A  Global  Secured  Notes 

Each  purchaser  of  a  beneficial  interest  in  a  Rule  144A  Global  Secured  Note  will  be  deemed  to  have 

ronrocantorl    onH    onroorl  t*f!+fo  fho   Icciiar  oe   "fAMrtmie* 

IWpiW-JVIILVU     OIIU     UyiVOU     Willi     UIV     la^WVI     %A*J     !VIIV**Ji 

(i)  (A)  The  purchaser  is  a  Qualified  Institutional  Buyer  and  a  Qualified  Purchaser,  (B)  the 

purchaser  is  purchasing  the  Secured  Notes  for  its  own  account  or  the  account  of  another  Qualified 
Purchaser  that  is  also  a  Qualified  Institutional  Buyer  as  to  which  the  purchaser  exercises  sole  investment 
discretion,  (C)  the  purchaser  and  any  such  account  is  acquiring  the  Secured  Notes  as  principal  for  its  own 
account  for  investment  and  not  for  sale  in  connection  with  any  distribution  thereof,  (D)  the  purchaser  and  any 
such  account  was  not  formed  solely  for  the  purpose  of  investing  in  the  Secured  Notes  (except  when  each 
beneficial  owner  of  the  purchaser  or  any  such  account  is  a  Qualified  Purchaser),  (E)  to  the  extent  the 
purchaser  (or  any  account  for  which  it  is  purchasing  the  Secured  Notes)  is  a  private  investment  company 
formed  on  or  before  April  30,  1996,  the  purchaser  and  each  such  account  has  received  the  necessary 
consent  from  its  beneficial  owners,  (F)  the  purchaser  is  not  a  broker-dealer  that  owns  and  invests  on  a 
discretionary  basis  less  than  $25,000,000  in  securities  of  unaffiliated  issuers,  (G)  the  purchaser  is  not  a 
pension,  profit-sharing  or  other  retirement  trust  fund  or  plan  in  which  the  partners,  beneficiaries  or 
participants  or  affiliates  may  designate  the  particular  investment  to  be  made,  (H)  the  purchaser  agrees  that  it 
and  each  such  account  shall  not  hold  such  Secured  Notes  for  the  benefit  of  any  other  Person  and  shall  be 
the  sole  beneficial  owner  thereof  for  all  purposes  and  that  it  shall  not  sell  participation  interests  in  the 
Secured  Notes  or  enter  into  any  other  arrangement  pursuant  to  which  any  other  Person  shall  be  entitled  to  a 
beneficial  interest  in  the  distributions  on  the  Secured  Notes  (except  when  each  beneficial  owner  of  the 
purchaser  or  any  such  account  is  a  Qualified  Purchaser),  (I)  the  Secured  Notes  purchased  directly  or 
indirectly  by  the  purchaser  or  any  account  for  which  it  is  purchasing  the  Secured  Notes  constitute  an 
investment  of  no  more  than  40%  of  the  purchaser's  and  each  such  account's  assets  (except  when  each 
beneficial  owner  of  the  purchaser  or  any  such  account  is  a  Qualified  Purchaser),  (J)  the  purchaser  and  each 
such  account  is  purchasing  the  Secured  Notes  in  a  principal  amount  of  not  less  than  the  minimum 
denomination  requirement  for  the  purchaser  and  each  such  account,  (K)  the  purchaser  will  provide  notice  of 
the  transfer  restrictions  set  forth  in  the  Indenture  (including  the  exhibits  thereto)  to  any  transferee  of  its 
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Secured  Notes,  (L)  the  purchaser  understands  and  agrees  that  the  Issuer  may  receive  a  list  of  participants  in 
the  Secured  Notes  from  one  or  more  book-entry  depositories  and  (M)  the  purchaser  understands  and  agrees 
that  any  purported  transfer  of  the  Secured  Notes  to  a  purchaser  that  does  not  comply  with  the  requirements 
of  this  paragraph  (i)  shall  be  null  and  void  ab  initio. 

(if)  If  any  U.S.  Person  that  is  not  both  a  Qualified  Institutional  Buyer  and  a  Qualified  Purchaser 
at  the  time  it  acquires  an  interest  in  a  Secured  Note  shall  become  the  beneficial  owner  of  any  Secured  Note, 
(any  such  Person,  a  "Non-Permitted  Holder"),  the  Issuer  shall,  promptly  after  discovery  that  such  Person  is 
a  Non-Permitted  Holder  by  the  Issuer,  the  Co-Issuer  or  the  Trustee  (and  notice  by  the  Trustee  or  the  Co- 
Issuer  to  the  Issuer,  if  either  of  them  makes  the  discovery),  send  notice  to  such  Non-Permitted  Holder 
demanding  that  such  Non-Permitted  Holder  transfer  its  interest  to  a  Person  that  is  not  a  Non-Permitted 
Holder  within  30  days  of  the  date  of  such  notice.  If  such  Non-Permitted  Holder  fails  to  transfer  its  Secured 
Notes,  the  Issuer  shall  have  the  right,  without  further  notice  to  the  Non-Permitted  Holder,  to  sell  such 
Secured  Notes  or  interest  in  Secured  Notes  to  a  purchaser  selected  by  the  Issuer  that  is  not  a  Non-Permitted 
Holder  on  such  terms  as  the  Issuer  may  choose.  The  Issuer,  an  investment  bank  selected  by  the  Issuer,  or 
the  Trustee  at  the  written  direction  of  the  Issuer  (and  approved  by  the  Collateral  Manager)  may  select  the 
purchaser  by  soliciting  one  or  more  bids  from  one  or  more  brokers  or  other  market  professionals  that 
regular!"  deal  In  securities  similar  to  the  Secured  Notes,  and  selling  such  Secured  Notes  to  the  highest  such 
bidder.  However,  the  Issuer  or  the  Trustee,  at  the  written  direction  of  the  Issuer,  may  select  a  purchaser  by 
any  other  means  determined  by  it  in  its  sole  discretion.  The  Holder  of  each  Secured  Note,  the  Non- 
Permitted  Holder  and  each  other  Person  in  the  chain  of  title  from  the  Holder  to  the  Non-Permitted  Holder,  by 
its  acceptance  of  an  interest  in  the  Secured  Notes,  agrees  to  cooperate  with  the  Issuer  and  the  Trustee  to 
effect  such  transfers.  The  proceeds  of  such  sale,  net  of  any  commissions,  expenses,  including  fees  of 
attorneys  and  agents,  and  taxes  due  in  connection  with  such  sale  shall  be  remitted  to  the  Non-Permitted 
Holder.  The  terms  and  conditions  of  any  sale  under  this  paragraph  shall  be  determined  in  the  sole  discretion 
of  the  Issuer,  and  neither  the  Issuer  nor  the  Trustee  shall  be  liable  to  any  Person  having  an  interest  in  the 
Secured  Notes  sold  as  a  result  of  any  such  sale  or  the  exercise  of  such  discretion  (including  for  the  price  of 
such  sale). 

(Hi)  The  purchaser  understands  and  agrees  that  the  Secured  Notes  have  not  been  and  will  not 
be  registered  or  qualified  under  the  Securities  Act  or  any  applicable  state  securities  laws  or  the  securities 
laws  of  an"  other  'urisdiction  and  the  sale  of  the  Secured  Notes  to  the  purchaser  is  being  made  in  reliance  on 
an  exemption  from  registration  under  the  Securities  Act,  and  may  be  reoffered,  resold  or  pledged  or 
otherwise  transferred  only  (A)(i)  to  a  Person  whom  the  purchaser  reasonably  believes  is  a  Qualified 
Institutional  Buyer  purchasing  for  its  own  account  or  for  the  account  of  a  Qualified  Institutional  Buyer  as  to 
which  the  purchaser  exercises  sole  investment  discretion  in  a  transaction  meeting  the  requirements  of  Rule 
144A  or  (ii)  to  a  person  that  is  not  a  U.S.  Person  in  an  offshore  transaction  complying  with  Rule  903  or  Rule 
904  of  Regulation  S  and  (B)  in  accordance  with  all  applicable  securities  laws  of  the  states  of  the  United 
States.  The  Issuer,  the  Co-Issuer  and  the  Collateral  have  not  been  registered  under  the  Investment 
Company  Act  and,  therefore,  no  transfer  having  the  effect  of  causing  the  Issuer,  the  Co-Issuer  or  the 
Collateral  to  be  required  to  be  registered  as  an  investment  company  under  the  Investment  Company  Act  will 
be  recognized.  The  Secured  Notes  are  subject  to  the  restrictions  on  transfer  set  forth  herein  and  in  the 
Indenture  and  the  Secured  Notes.  The  purchaser  understands  and  agrees  that  any  purported  transfer  of  the 
Secured  Notes  to  a  purchaser  that  does  not  comply  with  the  requirements  of  this  paragraph  (Hi)  shall  be  null 
and  void  ab  initio. 

(iv)  The  purchaser  is  not  purchasing  the  Secured  Notes  with  a  view  toward  the  resale, 
distribution  or  other  disposition  thereof  in  violation  of  the  Securities  Act.  The  purchaser  understands  and 
agrees  that  an  investment  in  the  Secured  Notes  involves  certain  risks,  including  the  risk  of  loss  of  its  entire 
investment  in  the  Secured  Notes  under  certain  circumstances.  The  purchaser  has  had  access  to  such 
financial  and  other  information  concerning  the  Issuer,  the  Co-Issuer  and  the  Secured  Notes  as  it  deemed 
necessary  or  appropriate  in  order  to  make  an  informed  investment  decision  with  respect  to  its  purchase  of 
the  Secured  Notes,  including  an  opportunity  to  ask  questions  of,  and  request  information  from,  the  Issuer 
and  the  Co-Issuer. 

(v)  In  connection  with  the  purchase  of  the  Secured  Notes:  (A)  none  of  the  Issuers,  the  Initial 
Purchaser,  the  Trustee,  the  Collateral  Manager,  the  Collateral  Administrator,  the  Administrator  or  the 
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Registrar  (or  any  of  their  respective  Affiliates)  is  acting  as  a  fiduciary  or  financial  or  investment  adviser  for  the 
purchaser;  (B)  the  purchaser  is  not  relying  (for  purposes  of  making  any  investment  decision  or  otherwise) 
upon  any  advice,  counsel  or  representations  (whether  written  or  oral)  of  the  Issuers,  the  Initial  Purchaser,  the 
Trustee,  the  Collateral  Manager,  the  Collateral  Administrator,  the  Administrator  or  the  Registrar  (or  any  of 
their  respective  Affiliates)  other  than  the  Issuers  and  the  Collateral  Manager  (with  respect  to  the  sections 
entitled  'The  Collateral  Manager",  and  "Risk  Factors — Conflicts  of  Interest  Involving  the  Collateral  Manager 
and  Affiliates"  in  the  final  offering  circular  for  such  Secured  Notes  and  any  representations  expressly  set  forth 
in  a  written  agreement  with  such  party;  (C)  none  of  the  Issuers,  the  Initial  Purchaser,  the  Trustee,  the 
Collateral  Manager,  the  Collateral  Administrator,  the  Administrator  or  the  Registrar  (or  any  of  their  respective 
Affiliates)  has  given  to  the  purchaser  (directly  or  indirectly  through  any  other  Person)  any  assurance, 
guarantee,  or  representation  whatsoever  as  to  the  expected  or  projected  success,  profitability,  return, 
performance,  result,  effect,  consequence  or  benefit  (including  legal,  regulatory,  tax,  financial,  accounting  or 
otherwise)  as  to  an  investment  in  the  Secured  Notes;  (D)  the  purchaser  has  consulted  with  its  own  legal, 
regulatory,  tax,  business,  investment,  financial  and  accounting  advisers  to  the  extent  it  has  deemed 
necessary,  and  it  has  made  its  own  investment  decisions  (including  decisions  regarding  the  suitability  of  any 
transaction  pursuant  to  the  Indenture)  based  upon  its  own  judgment  and  upon  any  advice  from  such  advisers 
as  it  has  deemed  necessary  and  not  upon  any  view  expressed  by  the  Issuers,  the  Initial  Purchaser,  the 
Collateral  Manager,  the  Tpjstee,  the  Collateral  Administrator,  the  Administrator  or  the  Registrar  (or  any  of 
their  respective  Affiliates);  (E)  the  purchaser  has  evaluated  the  terms  and  conditions  of  the  purchase  and 
sale  of  the  Secured  Notes  with  a  full  understanding  of  all  of  the  risks  thereof  (economic  and  otherwise),  and  it 
is  capable  of  assuming,  and  willing  to  assume  (financially  and  otherwise)  those  risks;  (F)  the  purchaser  is  a 
sophisticated  investor;  and  (G)  if  acquiring  the  Secured  Notes  for  any  account,  the  purchaser  has  not  made 
any  disclosure,  assurance,  guarantee  or  representation  not  consistent  with  the  provisions  and  the 
requirements  contained  herein. 

(vi)        With  respect  to  Rule  144A  Global  Secured  Notes  (other  than  Rule  144A  Global  Class  E 
Notes),  at  the  time  of  its  acquisition  and  throughout  the  period  it  holds  such  Rule  144A  Global  Secured  Note 
(other  than  a  Rule  144A  Global  Class  E  Note),  either  (A)  the  purchaser  is  not  a  Plan  or  an  entity  whose 
underlying  assets  include  "plan  assets"  (within  the  meaning  of  29  C.F.R.  §  2510.3-101)  by  reason  of  such 
Plan's  investment  in  the  entity  or  a  governmental,  church,  non-U.S.  or  other  plan  which  is  subject  to  any 
federal,  state,  local  or  non-U.S.  law  that  is  substantially  similar  to  the  provisions  of  Section  406  of  ERISA  or 
Section  4975  of  the  Code  or  (B)  if  the  purchaser  is  an  entity  described  in  (A),  the  purchase,  holding  and 
disposition  of  a  Secured  Note,  as  the  case  may  be,  will  not  constitute  or  result  in  a  non-exempt  prohibited 
transaction  under  Section  406  of  ERISA  or  Section  4975  of  the  Code  (or,  in  the  case  of  a  governmental, 
church,  non-U.S.  or  other  plan,  a  non-exempt  violation  under  any  substantially  similar  federal,  state,  local  or 
non-U.S.  law).  Any  purported  transfer  of  a  Secured  Note  to  a  purchaser  that  does  not  comply  with  the 
applicable  requirements  of  this  subclause  (vi)  shall  be  null  and  void  ab  initio. 

(vii)       The  Secured  Notes  will  bear  a  legend  substantially  to  the  following  effect: 

THE  SECURED  NOTES  HAVE  NOT  BEEN  AND  WILL  NOT  BE  REGISTERED  UNDER  THE 
UNITED  STATES  SECURITIES  ACT  OF  1933,  AS  AMENDED  (THE  "SECURITIES  ACT'),  AND  THE 
ISSUERS  HAVE  NOT  BEEN  REGISTERED  UNDER  THE  UNITED  STATES  INVESTMENT  COMPANY  ACT 
OF  1940,  AS  AMENDED  (THE  "INVESTMENT  COMPANY  ACT').  THE  HOLDER  HEREOF,  BY 
PURCHASING  THE  SECURED  NOTES  IN  RESPECT  OF  WHICH  THIS  NOTE  HAS  BEEN  ISSUED, 
AGREES  FOR  THE  BENEFIT  OF  THE  ISSUERS  THAT  THE  SECURED  NOTES  MAY  BE  OFFERED, 
SOLD,  PLEDGED  OR  OTHERWISE  TRANSFERRED,  ONLY  (A)(1)  TO  A  PERSON  WHOM  THE  SELLER 
REASONABLY  BELIEVES  IS  A  QUALIFIED  INSTITUTIONAL  BUYER  WITHIN  THE  MEANING  OF  RULE 
144A  UNDER  THE  SECURITIES  ACT,  PURCHASING  FOR  ITS  OWN  ACCOUNT  OR  FOR  THE  ACCOUNT 
OF  A  QUALIFIED  INSTITUTIONAL  BUYER,  IN  A  TRANSACTION  MEETING  THE  REQUIREMENTS  OF 
RULE  144A  UNDER  THE  SECURITIES  ACT  OR  (2)  TO  A  PERSON  THAT  IS  NOT  A  U.S.  PERSON  (AS 
DEFINED  IN  REGULATION  S  UNDER  THE  SECURITIES  ACT)  IN  AN  OFFSHORE  TRANSACTION 
COMPLYING  WITH  RULE  903  OR  RULE  904  OF  REGULATION  S  UNDER  THE  SECURITIES  ACT  AND, 
IN  THE  CASE  OF  CLAUSE  (1),  THAT  (U)  IS  A  QUALIFIED  PURCHASER  WITHIN  THE  MEANING  OF 
SECTION  3(c)(7)  OF  THE  INVESTMENT  COMPANY  ACT,  (V)  WAS  NOT  FORMED  FOR  THE  PURPOSE 
OF  INVESTING  IN  THE  ISSUER  (EXCEPT  WHEN  EACH  BENEFICIAL  OWNER  OF  THE  PURCHASER  IS 
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A  QUALIFIED  PURCHASER),  (W)  UNDERSTANDS  AND  AGREES  THAT  THE  ISSUERS  MAY  RECEIVE  A 
LIST  OF  PARTICIPANTS  IN  THE  SECURITIES  FROM  ONE  OR  MORE  BOOK-ENTRY  DEPOSITORIES, 
(X)  IS  NOT  A  BROKER-DEALER  THAT  OWNS  AND  INVESTS  ON  A  DISCRETIONARY  BASIS  LESS  THAN 
$25,000,000  IN  SECURITIES  OF  UNAFFILIATED  ISSUERS,  (Y)  IS  NOT  A  PENSION,  PROFIT-SHARING 
OR  OTHER  RETIREMENT  TRUST  FUND  OR  PLAN  IN  WHICH  THE  PARTNERS,  BENEFICIARIES  OR 
PARTICIPANTS  OR  AFFILIATES  MAY  DESIGNATE  THE  PARTICULAR  INVESTMENT  TO  BE  MADE  AND 
(Z)  HAS  RECEIVED  THE  NECESSARY  CONSENT  FROM  ITS  BENEFICIAL  OWNERS  WHEN  THE 
PURCHASER  IS  A  PRIVATE  INVESTMENT  COMPANY  FORMED  ON  OR  BEFORE  APRIL  30,  1996,  AND 
IN  A  TRANSACTION  THAT  MAY  BE  EFFECTED  WITHOUT  LOSS  OF  ANY  APPLICABLE  INVESTMENT 
COMPANY  ACT  EXEMPTION  OR  EXCLUSION,  (B)  IN  A  PRINCIPAL  AMOUNT  OF  NOT  LESS  THAN  THE 
MINIMUM  DENOMINATION  SET  FORTH  IN  THE  INDENTURE  AND  (C)  IN  ACCORDANCE  WITH  ALL 
APPLICABLE  SECURITIES  LAWS  OF  THE  STATES  OF  THE  UNITED  STATES  OR  OTHER  APPLICABLE 
JURISDICTION.  ANY  TRANSFER  IN  VIOLATION  OF  THE  FOREGOING  WILL  BE  OF  NO  FORCE  AND 
EFFECT,  WILL  BE  VOID  AB  INITIO  AND  WILL  NOT  OPERATE  TO  TRANSFER  ANY  RIGHTS  TO  THE 
TRANSFEREE,  NOTWITHSTANDING  ANY  INSTRUCTIONS  TO  THE  CONTRARY  TO  THE  ISSUERS,  THE 
TRUSTEE  OR  ANY  INTERMEDIARY.  EACH  TRANSFEROR  OF  THIS  NOTE  WILL  PROVIDE  NOTICE  OF 
THE  TRANSFER  RESTRICTIONS  SET  FORTH  HEREIN  AND  IN  THE  INDENTURE  TO  ITS  TRANSFEREE. 
IN  ADDITION  TO  THE  FOREGOING,  THE  ISSUER  MAINTAINS  THE  RIGHT  TO  RESELL  SECURITIES 
PREVIOUSLY  TRANSFERRED  TO  NON-PERMITTED  HOLDERS  (AS  DEFINED  IN  THE  INDENTURE)  IN 
ACCORDANCE  WITH  AND  SUBJECT  TO  THE  TERMS  OF  THE  INDENTURE. 

ANY  TRANSFER,  PLEDGE  OR  OTHER  USE  OF  THIS  NOTE  FOR  VALUE  OR  OTHERWISE  BY 
OR  TO  ANY  PERSON  IS  WRONGFUL  SINCE  THE  REGISTERED  OWNER  HEREOF,  CEDE  &  CO.,  HAS 
AN  INTEREST  HEREIN,  UNLESS  THIS  NOTE  IS  PRESENTED  BY  AN  AUTHORIZED  REPRESENTATIVE 
OF  THE  DEPOSITORY  TRUST  COMPANY  ("DTC"),  NEW  YORK,  NEW  YORK,  TO  THE  ISSUERS  OR 
THEIR  AGENT  FOR  REGISTRATION  OF  TRANSFER,  EXCHANGE  OR  PAYMENT  AND  ANY  NOTE 
ISSUED  IS  REGISTERED  IN  THE  NAME  OF  CEDE  &  CO.  OR  OF  SUCH  OTHER  ENTITY  AS  IS 
REQUESTED  BY  AN  AUTHORIZED  REPRESENTATIVE  OF  DTC  (AND  ANY  PAYMENT  HEREON  IS 
MADE  TO  CEDE  &  CO.). 

TRANSFERS  OF  THIS  NOTE  SHALL  BE  LIMITED  TO  TRANSFERS  IN  WHOLE,  BUT  NOT  IN 
PART,  TO  NOMINEES  OF  DTC  OR  TO  A  SUCCESSOR  THEREOF  OR  SUCH  SUCCESSOR'S  NOMINEE, 
AND  TRANSFERS  OF  PORTIONS  OF  THIS  NOTE  SHALL  BE  LIMITED  TO  TRANSFERS  MADE  IN 
ACCORDANCE  WITH  THE  RESTRICTIONS  SET  FORTH  IN  THE  INDENTURE  REFERRED  TO  HEREIN. 

PRINCIPAL  OF  THIS  NOTE  IS  PAYABLE  AS  SET  FORTH  HEREIN.  ACCORDINGLY,  THE 
OUTSTANDING  PRINCIPAL  OF  THIS  NOTE  AT  ANY  TIME  MAY  BE  LESS  THAN  THE  AMOUNT  SHOWN 
ON  THE  FACE  HEREOF.  ANY  PERSON  ACQUIRING  THIS  NOTE  MAY  ASCERTAIN  ITS  CURRENT 
PRINCIPAL  AMOUNT  BY  INQUIRY  OF  THE  TRUSTEE. 

THE  FAILURE  TO  PROVIDE  THE  ISSUER,  THE  TRUSTEE  AND  ANY  PAYING  AGENT  WITH  THE 
APPLICABLE  U.S.  FEDERAL  INCOME  TAX  CERTIFICATIONS  (GENERALLY,  AN  INTERNAL  REVENUE 
SERVICE  FORM  W-9  (OR  SUCCESSOR  APPLICABLE  FORM)  IN  THE  CASE  OF  A  PERSON  THAT  IS  A 
"UNITED  STATES  PERSON"  WITHIN  THE  MEANING  OF  SECTION  7701(A)(30)  OF  THE  INTERNAL 
REVENUE  CODE  OF  1986,  AS  AMENDED  (THE  "CODE")  OR  AN  APPLICABLE  INTERNAL  REVENUE 
SERVICE  FORM  W-8  (OR  SUCCESSOR  APPLICABLE  FORM)  IN  THE  CASE  OF  A  PERSON  THAT  IS 
NOT  A  "UNITED  STATES  PERSON"  WITHIN  THE  MEANING  OF  SECTION  7701(A)(30)  OF  THE  CODE) 
MAY  RESULT  IN  U.S.  FEDERAL  BACK-UP  WITHHOLDING  FROM  PAYMENTS  TO  THE  HOLDER  IN 
RESPECT  OF  THIS  NOTE. 

(viii)       The  Co-Issued  Notes  will  also  bear  the  following  legend: 

EACH  HOLDER  OF  THIS  NOTE  OR  INTERESTS  HEREIN  WILL  BE  DEEMED  TO  HAVE  MADE 
THE  REPRESENTATIONS  AND  AGREEMENTS  SET  FORTH  IN  THE  INDENTURE,  INCLUDING  THE 
REPRESENTATION  AND  AGREEMENT  THAT  IF  IT  IS  AN  EMPLOYEE  BENEFIT  PLAN  (AS  DEFINED  IN 
SECTION  3(3)  OF  THE  EMPLOYEE  RETIREMENT  INCOME  SECURITY  ACT  OF  1974,  AS  AMENDED 
("ERISA"))  WHICH  IS  SUBJECT  TO  TITLE  I  OF  ERISA  OR  A  PLAN  (AS  DEFINED  IN  SECTION  4975(e)(1) 
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OF  THE  CODE  AND  SUBJECT  TO  SECTION  4975  OF  THE  CODE)  OR  ANY  ENTITY  WHOSE 
UNDERLYING  ASSETS  INCLUDE  "PLAN  ASSETS"  (WITHIN  THE  MEANING  OF  29  C.F.R.  §  2510,3-101) 
BY  REASON  OF  SUCH  EMPLOYEE  BENEFIT  PLAN'S  OR  PLAN'S  INVESTMENT  IN  THE  ENTITY  OR  A 
GOVERNMENTAL,  CHURCH,  NON-U.S.  OR  OTHER  PLAN  WHICH  IS  SUBJECT  TO  ANY  FEDERAL, 
STATE,  LOCAL  OR  NON-U.S.  LAW  THAT  IS  SUBSTANTIALLY  SIMILAR  TO  THE  PROVISIONS  OF 
SECTION  406  OF  ERISA  OR  SECTION  4975  OF  THE  CODE,  ITS  PURCHASE,  HOLDING  AND 
DISPOSITION  OF  THE  NOTE  WILL  NOT  CONSTITUTE  OR  RESULT  IN  A  NON-EXEMPT  PROHIBITED 
TRANSACTION  UNDER  SECTION  406  OF  ERISA  OR  SECTION  4975  OF  THE  CODE  (OR,  IN  THE  CASE 
OF  A  GOVERNMENTAL,  CHURCH,  NON  LU.S.  OR  OTHER  PLAN,  A  NON-EXEMPT  VIOLATION  OF  ANY 
SUBSTANTIALLY  SIMILAR  FEDERAL,  STATE,  LOCAL  OR  FOREIGN  LAW).  ANY  PURPORTED 
TRANSFER  OF  THIS  NOTE  TO  A  PURCHASER  THAT  DOES  NOT  COMPLY  WITH  THE  ABOVE 
REQUIREMENTS  SHALL  BE  NULL  AND  VOID  AB  INITIO. 

(ix)        The  Class  E  Notes  will  also  bear  the  following  legend: 

THIS  NOTE  MAY  NOT  BE  TRANSFERRED  TO  (1)  AN  "EMPLOYEE  BENEFIT  PLAN"  (AS 
DEFINED  IN  SECTION  3(3)  OF  TITLE  I  OF  THE  EMPLOYEE  RETIREMENT  INCOME  SECURITY  ACT  OF 
1Q74  as  AMENDED  ^ERISA"))  SUBJECT  TO  THE  FIDUCIARY  RESPONSIBILITY  PROVISIONS  OF 
ERISA,  (2)  A  "PLAN"  AS  DEFINED  IN  SECTION  4975(E)(1)  OF  THE  INTERNAL  REVENUE  CODE  OF 
1986,  AS  AMENDED  (THE  "CODE")  THAT  IS  SUBJECT  TO  SECTION  4975  OF  THE  CODE,  (3)  ANY 
ENTITY  WHOSE  UNDERLYING  ASSETS  INCLUDE  "PLAN  ASSETS"  BY  REASON  OF  SUCH  EMPLOYEE 
BENEFIT  PLAN'S  OR  PLAN'S  INVESTMENT  IN  THE  ENTITY  OR  (4)  A  "BENEFIT  PLAN  INVESTOR"  AS 
SUCH  TERM  IS  OTHERWISE  DEFINED  IN  ANY  REGULATIONS  PROMULGATED  BY  THE  U.S. 
DEPARTMENT  OF  LABOR  UNDER  SECTION  3(42)  OF  ERISA.  IF  A  PURCHASER  IS  A 
GOVERNMENTAL,  CHURCH,  NON-U.S.  OR  OTHER  PLAN  THAT  IS  SUBJECT  TO  ANY  FEDERAL, 
STATE  LOCAL  OR  NON-U.S.  LAW  THAT  IS  SUBSTANTIALLY  SIMILAR  TO  THE  PROVISIONS  OF  TITLE 
I  OF  ERISA  OR  SECTION  4975  OF  THE  CODE,  SUCH  PURCHASER  SHALL  BE  DEEMED  TO  HAVE 
REPRESENTED  AND  WARRANTED  THAT  ITS  PURCHASE,  HOLDING  AND  DISPOSITION  OF  THIS 
NOTE  WILL  NOT  CONSTITUTE  OR  RESULT  IN  A  NON-EXEMPT  VIOLATION  UNDER  ANY  SUCH 
SUBSTANTIALLY  SIMILAR  LAW.  ANY  PURPORTED  TRANSFER  OF  THIS  NOTE  TO  A  PURCHASER 
THAT  DOES  NOT  COMPLY  WITH  THE  ABOVE  REQUIREMENTS  SHALL  BE  NULL  AND  VOID  AB  INITIO. 

(x)  The  purchaser  understands  that  Executive  Orders  issued  by  the  President  of  the  United 
States  of  America,  Federal  regulations  administered  by  the  U.S.  Treasury  Department's  Office  of  Foreign 
Assets  Control  ("OFAC")  and  other  federal  laws  prohibit,  among  other  things,  U.S.  persons  or  persons  under 
the  jurisdiction  of  the  United  States  from  engaging  in  certain  transactions  with  certain  foreign  countries, 
territories,  entities  and  individuals,  and  that  the  lists  of  prohibited  countries,  territories,  entities  and  individuals 
can  be  found  on,  among  other  places,  the  OFAC  website  at  www.treas.gov/ofac.  Neither  the  purchaser  nor 
any  of  its  Affiliates,  owners,  directors  or  officers  is,  or  is  acting  on  behalf  of,  a  country,  territory,  entity  or 
individual  named  on  such  lists,  nor  is  the  purchaser  or  any  of  its  Affiliates,  owners,  directors  or  officers  a 
natural  person  or  entity  with  whom  dealings  are  prohibited  under  any  OFAC  regulation  or  other  applicable 
federal  law  or  acting  on  behalf  of  such  a  natural  person  or  entity. 

(xi)        The  purchaser  represents  that  it  is  not  a  member  of  the  public  in  the  Cayman  Islands. 

(xii)  Each  purchaser  and  subsequent  transferee  of  a  Class  E  Note  or  any  interest  therein  shall  be 
deemed  to  represent  and  warrant,  at  the  time  of  its  acquisition  and  throughout  the  period  that  it  holds  a  Class 
E  Note  or  any  interest  therein,  that  (A)  either  (1)  it  is  not  a  Benefit  Plan  Investor,  and  if  after  its  initial 
acquisition  of  a  Class  E  Note  or  any  interest  therein,  such  beneficial  owner  determines,  or  it  is  determined  by 
another  party,  that  such  beneficial  owner  is  a  Benefit  Plan  Investor,  such  beneficial  owner  will  dispose  of  all 
of  its  Class  E  Notes  in  a  manner  consistent  with  the  restrictions  set  forth  in  the  applicable  agreements  or  (2) 
if  it  is  a  governmental,  church,  non-U.S.  or  other  plan  that  is  subject  to  any  federal,  state,  local  or  non-U.S. 
law  that  is  substantially  similar  to  the  provisions  of  Title  I  of  ERISA  or  Section  4975  of  the  Code,  its  purchase, 
holding  and  disposition  of  Class  E  Notes  will  not  constitute  or  result  in  a  non-exempt  violation  under  any  such 
substantially  similar  law  and  (B)  it  will  not  sell  or  otherwise  transfer  a  Class  E  Note  or  interest  therein  to  any 
person  who  is  unable  to  satisfy  the  same  foregoing  representations  in  (A)  above.  The  purchaser 
acknowledges  that  a  transfer  of  the  Class  E  Notes  to  a  Benefit  Plan  Investor  will  not  be  permitted,  and  no 
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such  transfer  will  be  registered  under  the  Indenture.  Any  purported  transfer  of  a  Class  E  Note  in  violation  of 
the  requirements  set  forth  in  this  paragraph  shall  be  null  and  void  ab  initio  and  will  not  operate  to  transfer  any 
rights  to  the  transferee,  notwithstanding  any  instructions  to  the  contrary  to  the  Issuers,  the  Trustee  or  any 
intermediary.  In  addition  to  the  foregoing,  the  Issuer  maintains  the  right  to  resell  any  Class  E  Note  previously 
transferred  to  non-permitted  holders  in  accordance  with  and  subject  to  the  terms  of  the  Indenture. 

(xiii)       Each  purchaser  and  each  transferee  of  Class  E  Notes  that  (i)  is  not  a  "United  States  person"  (as 
defined  in  Section  7701(a)(30)  of  the  Code)  and  (ii)  is  acquiring,  directly  or  in  conjunction  with  affiliates,  more 
than  33  1/3%  of  the  Aggregate  Outstanding  Amount  of  the  Class  E  Notes  will  be  deemed  to  make  a 
representation  to  the  effect  that  it  is  not  an  Affected  Bank. 

Regulation  S  Global  Secured  Notes 

Each  purchaser  of  a  beneficial  interest  in  a  Regulation  S  Global  Secured  Note  will  be  deemed  to 
have  represented  and  agreed  with  the  Issuer  (A)  as  set  forth  in  paragraphs  (ii)  through  (viii),  (x)  and  (xi) 
'other  than  "araTa^hs  (\&  and  'viii^  in  the  case  of  the  Class  E  Notes)  and  solely  in  the  case  of  the  Class  E 
Notes,  paragraphs  (ix),  (xii)  and  (xiii),  under  "—Rule  144A  Global  Secured  Notes,"  mutatis  mutandis,  (B)  that 
the  purchaser  is  not  a  U.S.  Person  and  is  acquiring  the  Secured  Notes  in  an  offshore  transaction  meeting  the 
requirements  of  Rule  903  or  Rule  904  of  Regulation  S  and  in  a  principal  amount  of  not  less  than  the 
applicable  minimum  denomination  requirement  and  (C)  either  (1)  such  purchaser's  principal  place  of 
business  is  not  located  within  any  Federal  Reserve  District  of  the  United  States  Federal  Reserve  Bank  or  (2) 
such  purchaser  has  satisfied  and  will  satisfy  any  applicable  registration  or  other  requirements  of  the  Board  of 
Governors  of  the  Federal  Reserve  System  including  Regulation  U  in  connection  with  its  acquisition  of  the 
Secured  Notes. 

U.S.  Subordinated  Securities 

Each  purchaser  of  a  U.S.  Subordinated  Security  will  be  required  to  represent  and  agree  with  the 
Issuer  as  follows: 

(i)  Subject  to  the  last  sentence  of  subclause  (ii)  below,  the  purchaser  is  (a)  either  (x)  a  Qualified 

Institutional  Buyer  or  (y)  an  Accredited  Investor  and  (b)  (1)  a  Qualified  Purchaser  or  (2)  a  Knowledgeable 
Employee. 

(ii)  (A)  The  purchaser  is  purchasing  the  Subordinated  Securities  for  its  own  account  or  for  the 
account  of  another  Qualified  Purchaser  or  Knowledgeable  Employee  that  is  also  a  Qualified  Institutional 
Buyer  or,  subject  to  the  last  sentence  of  this  subclause  (ii),  an  Accredited  Investor  as  to  which  the  purchaser 
exercises  sole  investment  discretion,  (B)  each  of  the  purchaser  and  any  such  account  is  acquiring  the 
Subordinated  Securities  as  principal  for  its  own  account  for  investment  and  not  for  sale  in  connection  with 
any  distribution  thereof,  (C)  neither  the  purchaser  nor  any  such  account  was  formed  solely  for  the  specific 
purpose  of  investing  in  the  Subordinated  Securities  (except  when  each  beneficial  owner  of  the  purchaser  or 
each  such  account  is  a  Qualified  Purchaser  or  a  Knowledgeable  Employee),  (D)  to  the  extent  the  purchaser 
(or  any  account  for  which  it  is  purchasing  the  Subordinated  Securities)  is  a  private  investment  company 
formed  on  or  before  April  30,  1996,  the  purchaser  and  each  such  account  has  received  the  necessary 
consent  from  its  beneficial  owners,  (E)  the  purchaser  agrees  that  it  and  each  such  account  shall  not  hold 
such  Subordinated  Securities  for  the  benefit  of  any  other  Person  and  shall  be  the  sole  beneficial  owner 
thereof  for  all  purposes  and  that  it  shall  not  sell  participation  interests  in  the  Subordinated  Securities  or  enter 
into  any  other  arrangement  pursuant  to  which  any  other  Person  shall  be  entitled  to  a  beneficial  interest  in  the 
distributions  on  the  Subordinated  Securities  (except  when  such  Person  is  a  Qualified  Purchaser),  (F)  the 
Subordinated  Securities  purchased  directly  or  indirectly  by  the  purchaser  or  any  account  for  which  it  is 
purchasing  the  Subordinated  Securities  constitute  an  investment  of  no  more  than  40%  of  the  purchaser's  and 
each  such  account's  assets  (except  when  each  beneficial  owner  of  the  purchaser  and  each  such  account  is 
a  Qualified  Purchaser  or  a  Knowledgeable  Employee),  (G)  the  purchaser  and  each  such  account  is 
purchasing  the  Subordinated  Securities  in  a  notional  amount  of  not  less  than  the  minimum  denomination 
requirement  for  the  purchaser  and  each  such  account  (except  in  the  limited  circumstances  set  forth  in  the 
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Indenture),  (H)  the  purchaser  will  provide  notice  of  the  transfer  restrictions  set  forth  in  the  Indenture 
(including  the  exhibits  thereto)  to  any  transferee  of  its  Subordinated  Securities  and  (I)  the  purchaser 
understands  and  agrees  that  any  purported  transfer  of  the  Subordinated  Securities  to  a  purchaser  that  does 
not  comply  with  the  requirements  of  the  immediately  preceding  paragraph  (i)  and  this  paragraph  (ii)  shall  be 
null  and  void  ab  initio.  Notwithstanding  the  foregoing,  in  limited  circumstances  approved  by  Goldman,  Sachs 
&  Co.,  Subordinated  Securities  may  be  sold  to  Qualified  Purchasers  for  purposes  of  Section  3(c)(7)  of  the 
Investment  Company  Act  who  are  not  Accredited  Investors,  provided  that  such  purchasers  have  purchaser 
representatives  (as  such  term  is  defined  in  Regulation  D). 

(iii)  Other  than  with  respect  to  the  circumstances  described  in  the  last  sentence  of  subclause  (ii) 
above,  if  any  U.S.  Person  that  is  not  (i)(a)  a  Qualified  Purchaser  or  (b)  a  Knowledgeable  Employee  and  00(a) 
a  Qualified  Institutional  Buyer  or  (b)  an  Accredited  Investor,  shall  become  the  owner  of  any  Subordinated 
Securities  (any  such  person,  a  "Non-Permitted  Holder"),  the  Issuer  shall,  promptly  after  discovery  that  such 
Person  is  a  Non-Permitted  Holder  by  the  Issuer  or  the  Trustee  (and  notice  by  the  Trustee  to  the  Issuer,  if  the 
Trustee  makes  the  discovery),  send  notice  to  such  Non-Permitted  Holder  demanding  that  such  Non- 
Permitted  Holder  transfer  its  interest  to  a  Person  that  is  not  a  Non-Permitted  Holder  within  30  days  of  the 
date  of  such  notice.  If  such  Non-Permitted  Holder  fails  to  transfer  its  Subordinated  Securities,  the  Issuer 
shall  have  the  right,  without  further  notice  to  the  Non-Permitted  Holder,  to  sell  such  Subordinated  Securities 
to  a  purchaser  selected  by  the  Issuer  that  is  not  a  Non-Permitted  Holder  on  such  terms  as  the  Issuer  may 
choose.  The  Issuer,  an  investment  bank  selected  by  the  Issuer,  or  the  Trustee  at  the  written  direction  of  the 
Issuer  (and  approved  by  the  Collateral  Manager)  may  select  a  purchaser  by  any  means  determined  by  it  in 
its  sole  discretion.  The  Holder  of  each  Subordinated  Security,  the  Non-Permitted  Holder  and  each  other 
Person  in  the  chain  of  title  from  the  Holder  to  the  Non-Permitted  Holder,  by  its  acceptance  of  an  interest  in 
the  Subordinated  Securities,  agrees  to  cooperate  with  the  Issuer  and  the  Trustee  to  effect  such  transfers. 
The  proceeds  of  such  sale,  net  of  any  commissions,  expenses,  including  fees  of  attorneys  and  agents,  and 
taxes  due  in  connection  with  such  sale  shall  be  remitted  to  the  Non-Permitted  Holder.  The  terms  and 
conditions  of  any  sale  under  this  paragraph  shall  be  determined  in  the  sole  discretion  of  the  Issuer,  and 
neither  the  Issuer  nor  the  Trustee  shall  be  liable  to  any  Person  having  an  interest  in  the  Subordinated 
Securities  sold  as  a  result  of  any  such  sale  or  the  exercise  of  such  discretion  (including  for  the  price  of  such 
sale). 

(iv)  The  purchaser  will  not,  at  any  time,  offer  to  buy  or  offer  to  sell  the  Subordinated  Securities  by 
any  form  of  general  solicitation  or  advertising,  including,  but  not  limited  to,  any  advertisement,  article,  notice 
or  other  communication  published  in  any  newspaper,  magazine  or  similar  medium  or  broadcast  over  the 
television  or  radio  or  seminar  or  meeting  whose  attendees  have  been  invited  by  general  solicitations  or 
advertising. 

(v)  The  purchaser  understands  and  agrees  that  the  Subordinated  Securities  have  not  been  and 
will  not  be  registered  or  qualified  under  the  Securities  Act  or  any  applicable  state  securities  laws  or  the 
securities  laws  of  any  other  jurisdiction  and  the  sale  of  the  Subordinated  Securities  to  the  purchaser  is  being 
made  in  reliance  on  an  exemption  from  registration  under  the  Securities  Act,  and  may  be  reoffered,  resold, 
pledged  or  otherwise  transferred  only  (A)(i)  to  a  person  whom  the  purchaser  reasonably  believes  is  a 
Qualified  Institutional  Buyer  purchasing  for  its  own  account  or  for  the  account  of  a  Qualified  Institutional 
Buyer  as  to  which  the  purchaser  exercises  sole  investment  discretion  in  a  transaction  meeting  the 
requirements  of  Rule  144A,  (ii)  to  a  person  that  is  not  a  U.S.  Person  in  an  offshore  transaction  complying 
with  Rule  903  or  Rule  904  of  Regulation  S  or  (iii)  to  an  Accredited  Investor  for  its  own  account  or  for  the 
account  of  an  Accredited  Investor,  and  in  the  case  of  subclauses  (i)  and  (iii),  to  a  transferee  that  is  either  (a) 
a  Qualified  Purchaser  or  (b)  a  Knowledgeable  Employee  and  (B)  in  accordance  with  all  applicable  securities 
laws  of  the  states  of  the  United  States.  The  Issuer  and  the  Collateral  have  not  been  registered  under  the 
Investment  Company  Act  and,  therefore,  no  transfer  having  the  effect  of  causing  the  Issuer  or  the  Collateral 
to  be  required  to  be  registered  as  an  investment  company  under  the  Investment  Company  Act  will  be 
recognized.  The  Subordinated  Securities  are  subject  to  the  restrictions  on  transfer  set  forth  herein,  in  the 
Indenture  and  in  the  Subordinated  Securities.  Before  any  interest  in  a  U.S.  Subordinated  Security  may  be 
offered,  sold,  pledged  or  otherwise  transferred,  the  transferee  will  be  required  to  provide  the  Issuer  and  the 
Trustee  with  a  written  certificate  as  to  compliance  with  the  transfer  restrictions  described  herein.  The 
purchaser  understands  and  agrees  that  any  purported  transfer  of  the  Subordinated  Securities  to  a  purchaser 
that  does  not  comply  with  the  requirements  of  this  paragraph  (v)  shall  be  null  and  void  ab  initio. 
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(vi)  The  purchaser  is  not  purchasing  the  Subordinated  Securities  with  a  view  toward  the  resale, 
distribution  or  other  disposition  thereof  in  violation  of  the  Securities  Act.  The  purchaser  understands  and 
agrees  that  an  investment  in  the  Subordinated  Securities  involves  certain  risks,  including  the  risk  of  loss  of  its 
entire  investment  in  the  Subordinated  Securities  under  certain  circumstances.  The  purchaser  has  had 
access  to  such  financial  and  other  information  concerning  the  Issuer  and  the  Subordinated  Securities  as  it 
deemed  necessary  or  appropriate  in  order  to  make  an  informed  investment  decision  with  respect  to  its 
purchase  of  the  Subordinated  Securities,  including  an  opportunity  to  ask  questions  of,  and  request 
information  from,  the  Issuer. 

(vii)  In  connection  with  the  purchase  of  the  Subordinated  Securities:  (A)  none  of  the  Issuers,  the 
Initial  Purchaser,  the  Trustee,  the  Collateral  Manager  (except  such  representation  is  not  made  by  advisory 
clients  of  the  Collateral  Manager  that  purchase  any  Subordinated  Securities,  with  respect  to  the  Collateral 
Manager),  the  Collateral  Administrator,  the  Administrator,  or  the  Registrar  (or  any  of  their  respective 
Affiliates)  is  acting  as  a  fiduciary  or  financial  or  investment  adviser  for  the  purchaser;  (B)  the  purchaser  is  not 
relying  (for  purposes  of  making  any  investment  decision  or  otherwise)  upon  any  advice,  counsel  or 
representations  (whether  written  or  oral)  of  the  Issuers,  the  Initial  Purchaser,  the  Trustee,  the  Collateral 
Manager,  the  Collateral  Administrator,  the  Administrator  or  the  Registrar  (or  any  of  their  respective  Affiliates) 
other  than  the  Issuers  and  the  Collateral  Manager  (with  respect  to  the  sections  entitled  "The  Collateral 
Manager",  and  "Risk  Factors— Conflicts  of  Interest  Involving  the  Collateral  Manager  and  Affiliates")  in  the 
final  offering  circular  and  any  representations  expressly  set  forth  in  a  written  agreement  with  such  party;  (C) 
none  of  the  Issuers,  the  Initial  Purchaser,  the  Trustee,  the  Collateral  Manager,  the  Collateral  Administrator, 
the  Administrator  or  the  Registrar  (or  any  of  their  respective  Affiliates)  has  given  to  the  purchaser  (directly  or 
indirectly  through  any  other  person)  any  assurance,  guarantee,  or  representation  whatsoever  as  to  the 
expected  or  projected  success,  profitability,  return,  performance,  result,  effect,  consequence  or  benefit 
(including  legal,  regulatory,  tax,  financial,  accounting  or  otherwise)  as  to  an  investment  in  the  Subordinated 
Securities;  (D)  the  purchaser  has  consulted  with  its  own  legal,  regulatory,  tax,  business,  investment,  financial 
and  accounting  advisers  to  the  extent  it  has  deemed  necessary,  and  it  has  made  its  own  investment 
decisions  (including  decisions  regarding  the  suitability  of  any  transaction  pursuant  to  the  Indenture)  based 
upon  its  own  judgment  and  upon  any  advice  from  such  advisers  as  it  has  deemed  necessary  and  not  upon 
any  view  expressed  by  the  Issuers,  the  Initial  Purchaser,  the  Collateral  Manager,  the  Trustee,  the  Collateral 
Administrator,  the  Administrator  or  the  Registrar  (or  any  of  their  respective  Affiliates);  (E)  the  purchaser  has 
evaluated  the  terms  and  conditions  cf  the  purchase  and  sale  of  the  Subordinated  Securities  with  a  full 
understanding  of  all  of  the  risks  thereof  (economic  and  otherwise),  and  it  is  capable  of  assuming  and  is 
willing  to  assume  (financially  and  otherwise)  those  risks;  (F)  the  purchaser  is  a  sophisticated  investor;  and 
(G)  if  acquiring  the  Subordinated  Securities  for  any  account,  the  purchaser  has  not  made  any  disclosure, 
assurance,  guarantee  or  representation  not  consistent  with  the  provisions  and  the  requirements  contained 
herein. 

(viii)  It  is  (or  is  not,  as  applicable)  a  Benefit  Plan  Investor  or  a  Controlling  Person.  No  Benefit 
Plan  Investor  or  Controlling  Person  will  be  permitted  to  purchase  Subordinated  Securities,  unless  its 
purchase,  holding  and  disposition  of  such  Subordinated  Securities,  (i)  will  not  cause  participation  by  Benefit 
Plan  Investors  to  be  "significant"  within  the  meaning  of  the  Plan  Asset  Regulations  and  (ii)  if  the  purchaser  is 
a  Benefit  Plan  Investor,  the  acquisition,  holding  and  disposition  of  such  Subordinated  Securities,  or  any 
interest  therein  will  not  constitute  or  result  in  a  non-exempt  prohibited  transaction  under  Title  I  of  ERISA  or 
Section  4975  of  the  Code.  If  the  purchaser  is  a  governmental,  church  or  other  plan  that  is  subject  to  any 
federal,  state,  local  or  non-U. S.  law  that  is  substantially  similar  to  the  provisions  of  Title  I  of  ERISA  or  Section 
4975  of  the  Code,  such  purchaser  shall  represent  and  warrant  that  its  purchase,  holding  and  disposition  of  a 
U.S.  Subordinated  Security  will  not  constitute  or  result  in  a  non^exempt  violation  under  any  such  substantially 
similar  law. 

In  determining  whether  participation  by  Benefit  Plan  Investors  is  "significant",  Subordinated 
Securities  beneficially  held  by  (i)  the  Collateral  Manager,  the  Trustee,  any  of  their  respective  Affiliates, 
employees  of  the  Collateral  Manager,  or  any  of  their  respective  Affiliates  and  any  charitable  foundation  of 
any  such  employees  or  (ii)  persons  that  have  represented  that  they  are  Controlling  Persons,  will  be 
disregarded  and  will  not  be  treated  as  Outstanding  for  purposes  of  whether  participation  by  Benefit  Plan 
Investors  is  "significant"  to  the  extent  that  persons  listed  in  (i)  or  (ii)  are  not  Benefit  Plan  Investors. 
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The  purchaser  acknowledges  that  a  transfer  of  the  Subordinated  Securities  will  not  be  permitted,  and 
no  such  transfer  or  exchange  will  be  registered  under  the  Indenture,  to  the  extent  that  the  transfer  or 
exchange  would  result  in  Benefit  Plan  Investors  owning  25%  or  more  of  the  Aggregate  Outstanding  Amount 
of  the  Subordinated  Securities  immediately  after  such  transfer  or  exchange  (determined  in  accordance  with 
the  Plan  Asset  Regulations  and  the  Indenture). 

(ix)  The  purchaser  understands  and  agrees  that,  in  order  for  the  Issuer  to  satisfy  its  obligations 
to  provide  certain  United  States  federal  income  tax  information  to  beneficial  owners  of  the  Subordinated 
Securities  that  are  United  States  persons  within  the  meaning  of  Section  7701(a)(30)  of  the  Code,  the  Initial 
Purchaser  or  any  respective  Affiliates  thereof,  the  Issuer  or  the  Trustee  may  provide  to  the  Issuer's 
accountants  information  concerning  the  purchaser's  name  and  address,  the  notional  amount  of  Subordinated 
Securities  owned  by  the  purchaser  and  the  date  of  such  purchaser's  purchase,  and  the  information  related  to 
the  tax  status  of  the  purchaser  as  provided  by  the  purchaser  to  the  Issuer  pursuant  to  the  certifications 
required  in  the  Indenture. 

(x)  The  purchaser  understands  and  agrees  that  the  Issuer  will  treat  the  Subordinated  Securities 
as  equity  in  the  Issuer  for  United  States  federal,  state  and  local  income  tax  purposes,  and  the  purchaser  and 
the  registered  hoider  of  the  Subordinated  Securities  (if  different  from  the  purchaser),  by  acceptance  of  its 
Subordinated  Securities  or  its  interests  in  the  Subordinated  Securities,  agrees  to  treat  the  Subordinated 
Securities  as  equity  in  the  Issuer  for  United  States  federal,  state  and  local  income  tax  purposes. 

(xi)        Each  purchaser  or  subsequent  transferee  of  U.S.  Subordinated  Securities  that  (i)  is  not  a 
"United  States  person"  (as  defined  in  Section  7701(a)(30)  of  the  Code)  and  (ii)  is  acquiring,  directly  or  in 
conjunction  with  affiliates,  more  than  33  1/3%  of  the  Aggregate  Outstanding  Amount  of  the  Subordinated 
Securities  will  be  deemed  to  make  a  representation  to  the  effect  that  it  is  not  an  Affected  Bank. 

(xii)  To  the  extent  required  by  the  Issuer,  as  determined  by  the  Issuer  or  the  Collateral  Manager 
on  behalf  of  the  Issuer,  the  Issuer  may,  upon  written  notice  to  the  Trustee  and  the  Registrar,  impose 
additional  transfer  restrictions  on  the  Subordinated  Securities  to  comply  with  the  Uniting  and  Strengthening 
America  by  Providing  Appropriate  Tools  Required  to  Intercept  and  Obstruct  Terrorism  Act  of  2001  (the  USA 
PATRIOT  Act)  and  oiher  similar  laws  or  regulations,  including,  without  limitation,  requiring  each  transferee  of 
a  beneficial  interest  in  a  Subordinated  Security  to  make  representations  to  the  Issuer  in  connection  with  such 
compliance. 

(xiii)       Each  U.S.  Subordinated  Security  will  bear  a  legend  substantially  to  the  following  effect: 

THE  SUBORDINATED  SECURITIES  HAVE  NOT  BEEN  AND  WILL  NOT  BE  REGISTERED  UNDER 
THE  UNITED  STATES  SECURITIES  ACT  OF  1933,  AS  AMENDED  (THE  "SECURITIES  ACT"),  AND  THE 
ISSUER  HAS  NOT  BEEN  REGISTERED  UNDER  THE  UNITED  STATES  INVESTMENT  COMPANY  ACT 
OF  1940,  AS  AMENDED  (THE  "INVESTMENT  COMPANY  ACT").  THE  HOLDER  HEREOF,  BY 
PURCHASING  THE  SUBORDINATED  SECURITIES  REPRESENTED  HEREBY,  AGREES  FOR  THE 
BENEFIT  OF  THE  ISSUER  THAT  SUCH  SUBORDINATED  SECURITIES  MAY  BE  OFFERED,  SOLD, 
PLEDGED  OR  OTHERWISE  TRANSFERRED,  ONLY  (A)(1)  TO  A  PERSON  WHOM  THE  HOLDER 
REASONABLY  BELIEVES  IS  A  QUALIFIED  INSTITUTIONAL  BUYER  WITHIN  THE  MEANING  OF  RULE 
144A  UNDER  THE  SECURITIES  ACT,  PURCHASING  FOR  ITS  OWN  ACCOUNT  OR  FOR  THE  ACCOUNT 
OF  A  QUALIFIED  INSTITUTIONAL  BUYER,  IN  A  TRANSACTION  MEETING  THE  REQUIREMENTS  OF 
RULE  144A  UNDER  THE  SECURITIES  ACT,  (2)  TO  AN  ACCREDITED  INVESTOR  (AS  DEFINED  IN 
REGULATION  D  UNDER  THE  SECURITIES  ACT)  PURCHASING  FOR  ITS  OWN  ACCOUNT  OR  FOR  THE 
ACCOUNT  OF  AN  ACCREDITED  INVESTOR,  IN  A  TRANSACTION  EXEMPT  FROM  REGISTRATION 
UNDER  THE  SECURITIES  ACT,  OR  (3)  TO  A  PERSON  THAT  IS  NOT  A  U.S.  PERSON  (AS  DEFINED  IN 
REGULATION  S  UNDER  THE  SECURITIES  ACT)  IN  AN  OFFSHORE  TRANSACTION  COMPLYING  WITH 
RULE  903  OR  RULE  904  OF  REGULATION  S  UNDER  THE  SECURITIES  ACT  AND,  IN  EACH  CASE,  IN  A 
PRINCIPAL  AMOUNT  OF  NOT  LESS  THAN  $100,000,  FOR  THE  PURCHASER  AND  FOR  EACH 
ACCOUNT  FOR  WHICH  IT  IS  ACTING  (EXCEPT  AS  OTHERWISE  SET  FORTH  IN  THE  INDENTURE) 
AND,  IN  THE  CASE  OF  SUBCLAUSES  (1)  AND  (2),  TO  A  PURCHASER  THAT  (X)  IS  A  QUALIFIED 
PURCHASER  WITHIN  THE  MEANING  OF  SECTION  3(c)(7)  OF  THE  INVESTMENT  COMPANY  ACT  OR  A 
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KNOWLEDGEABLE  EMPLOYEE  WITHIN  THE  MEANING  OF  RULE  3c-5  OF  THE  INVESTMENT 
COMPANY  ACT,  (Y)  WAS  NOT  FORMED  FOR  THE  PURPOSE  OF  INVESTING  IN  THE  ISSUER  (EXCEPT 
WHEN  EACH  BENEFICIAL  OWNER  OF  THE  PURCHASER  IS  A  QUALIFIED  PURCHASER  WITHIN  THE 
MEANING  OF  SECTION  3(c)(7)  OF  THE  INVESTMENT  COMPANY  ACT  OR  A  KNOWLEDGEABLE 
EMPLOYEE  WITHIN  THE  MEANING  OF  RULE  3c-5  OF  THE  INVESTMENT  COMPANY  ACT)  AND  (Z) 
HAS  RECEIVED  THE  NECESSARY  CONSENT  FROM  ITS  BENEFICIAL  OWNERS  WHEN  THE 
PURCHASER  IS  A  PRIVATE  INVESTMENT  COMPANY  FORMED  ON  OR  BEFORE  APRIL  30,  1996,  AND 
IN  A  TRANSACTION  THAT  MAY  BE  EFFECTED  WITHOUT  LOSS  OF  ANY  APPLICABLE  INVESTMENT 
COMPANY  ACT  EXEMPTION  OR  EXCLUSION,  AND  (B)  IN  ACCORDANCE  WITH  ALL  APPLICABLE 
SECURITIES  LAWS  OF  THE  STATES  OF  THE  UNITED  STATES  OR  OTHER  APPLICABLE 
JURISDICTION.  ANY  TRANSFER  IN  VIOLATION  OF  THE  FOREGOING  WILL  BE  OF  NO  FORCE  AND 
EFFECT,  WILL  BE  VOID  AB  INITIO  AND  WILL  NOT  OPERATE  TO  TRANSFER  ANY  RIGHTS  TO  THE 
TRANSFEREE,  NOTWITHSTANDING  ANY  INSTRUCTIONS  TO  THE  CONTRARY  TO  THE  ISSUER,  THE 
TRUSTEE  OR  ANY  INTERMEDIARY.  EACH  TRANSFEROR  OF  THE  SUBORDINATED  SECURITIES 
REPRESENTED  HEREBY  WILL  PROVIDE  NOTICE  OF  THE  TRANSFER  RESTRICTIONS  SET  FORTH 
HEREIN  AND  IN  THE  INDENTURE  TO  ITS  TRANSFEREE.  IN  ADDITION  TO  THE  FOREGOING,  THE 
ISSUER  MAINTAINS  THE  RIGHT  TO  RESELL  ANY  SUBORDINATED  SECURITIES  PREVIOUSLY 
TRANSFERRED  TO  NON-PERMITTED  HOLDERS  (AS  DEFINED  IN  THE  INDENTURE)  IN  ACCORDANCE 
WITH  AND  SUBJECT  TO  THE  TERMS  OF  THE  INDENTURE. 

EACH  PURCHASER  OF  THIS  SUBORDINATED  SECURITY  ACQUIRING  SUCH  SUBORDINATED 
SECURITY  FROM  THE  INITIAL  PURCHASER  OR  THE  ISSUER,  AS  THE  CASE  MAY  BE,  AND  EACH 
SUBSEQUENT  TRANSFEREE  ACQUIRING  SUCH  SUBORDINATED  SECURITY  FROM  PERSONS 
OTHER  THAN  THE  INITIAL  PURCHASER  OR  THE  ISSUER,  AS  THE  CASE  MAY  BE,  WILL  BE 
REQUIRED  TO  REPRESENT,  WITH  RESPECT  TO  EACH  DAY  IT  HOLDS  SUCH  SUBORDINATED 
SECURITY  OR  ANY  BENEFICIAL  INTEREST  HEREIN,  (1)  WHETHER  OR  NOT  IT  IS  (A)  AN  "EMPLOYEE 
BENEFIT  PLAN"  (AS  DEFINED  IN  SECTION  3(3)  OF  TITLE  I  OF  THE  EMPLOYEE  RETIREMENT  INCOME 
SECURITY  ACT  OF  1974,  AS  AMENDED  ("ERISA"))  SUBJECT  TO  THE  FIDUCIARY  RESPONSIBILITY 
PROVISIONS  OF  ERISA,  A  "PLAN"  AS  DEFINED  IN  SECTION  4975(e)(1)  OF  THE  INTERNAL  REVENUE 
CODE  OF  1986,  AS  AMENDED  (THE  "CODE")  THAT  IS  SUBJECT  TO  SECTION  4975  OF  THE  CODE, 
ANY  ENTITY  WHOSE  UNDERLYING  ASSETS  INCLUDE  "PLAN  ASSETS"  BY  REASON  OF  SUCH 
EMPLOYEE  BENEFIT  PLAN'S  OR  PLAN'S  INVESTMENT  IN  THE  ENTITY  OR  A  "BENEFIT  PLAN 
INVESTOR"  AS  SUCH  TERM  IS  OTHERWISE  DEFINED  IN  ANY  REGULATIONS  PROMULGATED  BY 
THE  U.S.  DEPARTMENT  OF  LABOR  UNDER  SECTION  3(42)  OF  ERISA  (COLLECTIVELY,  "BENEFIT 
PLAN  INVESTORS")  OR  (B)  A  PERSON  (OTHER  THAN  A  BENEFIT  PLAN  INVESTOR)  WHO  HAS 
DISCRETIONARY  AUTHORITY  OR  CONTROL  WITH  RESPECT  TO  THE  ASSETS  OF  THE  ISSUER  OR 
ANY  PERSON  WHO  PROVIDES  INVESTMENT  ADVICE  FOR  A  FEE  (DIRECT  OR  INDIRECT)  WITH 
RESPECT  TO  SUCH  ASSETS,  OR  ANY  AFFILIATE  OF  SUCH  A  PERSON  AND  (2)  (A)  IF  IT  IS  A  BENEFIT 
PLAN  INVESTOR,  ITS  PURCHASE,  HOLDING  AND  DISPOSITION  OF  SUBORDINATED  SECURITIES 
WILL  NOT  CONSTITUTE  OR  RESULT  IN  A  NON-EXEMPT  PROHIBITED  TRANSACTION  UNDER 
SECTION  406  OF  ERISA  OR  SECTION  4975  OF  THE  CODE  OR  (B)  IF  IT  IS  A  GOVERNMENTAL, 
CHURCH,  NON-U.S.  OR  OTHER  PLAN  WHICH  IS  SUBJECT  TO  ANY  FEDERAL,  STATE,  LOCAL  OR 
NON-U.S.  LAW  THAT  IS  SUBSTANTIALLY  SIMILAR  TO  THE  PROVISIONS  OF  TITLE  I  OF  ERISA  OR 
SECTION  4975  OF  THE  CODE,  ITS  PURCHASE,  HOLDING  AND  DISPOSITION  OF  SUBORDINATED 
SECURITIES  WILL  NOT  CONSTITUTE  OR  RESULT  IN  A  NON-EXEMPT  VIOLATION  UNDER  ANY  SUCH 
SUBSTANTIALLY  SIMILAR  LAW  AND  (3)  IT  WILL  NOT  SELL  OR  OTHERWISE  TRANSFER  ANY  SUCH 
SUBORDINATED  SECURITIES  OR  INTERESTS  THEREIN  TO  ANY  PERSON  WHO  IS  UNABLE  TO 
SATISFY  THE  SAME  FOREGOING  REPRESENTATION  AND  WARRANTIES.  NO  TRANSFER  OF  ANY 
INTEREST  IN  THIS  SUBORDINATED  SECURITY  WILL  BE  EFFECTIVE,  AND  THE  TRUSTEE  WILL  NOT 
RECOGNIZE  ANY  SUCH  TRANSFER  IF  IT  WOULD  RESULT  IN  25%  OR  MORE  OF  THE  VALUE  OF  THE 
SUBORDINATED  SECURITIES  BEING  HELD  BY  BENEFIT  PLAN  INVESTORS.  ANY  PURPORTED 
TRANSFER  OF  THE  SUBORDINATED  SECURITIES  IN  VIOLATION  OF  THE  REQUIREMENTS  SET 
FORTH  IN  THIS  PARAGRAPH  SHALL  BE  NULL  AND  VOID  AB  INITIO. 

DISTRIBUTIONS  OF  PRINCIPAL  PROCEEDS  AND  INTEREST  PROCEEDS  TO  THE  HOLDER  OF 
THE  SUBORDINATED  SECURITIES  REPRESENTED  HEREBY  ARE  SUBORDINATE,  IN  THE  CASE  OF 
THE  SUBORDINATED  SECURITIES  TO  THE  PAYMENT  ON  EACH  PAYMENT  DATE  OF  PRINCIPAL  OF 
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AND  INTEREST  ON  THE  SECURED  NOTES  AND  THE  PAYMENT  OF  CERTAIN  OTHER  AMOUNTS,  TO 
THE  EXTENT  AND  AS  DESCRIBED  IN  THE  INDENTURE  REFERRED  TO  HEREIN. 

THE  FAILURE  TO  PROVIDE  THE  ISSUER,  THE  TRUSTEE  AND  ANY  PAYING  AGENT  WITH  THE 
APPLICABLE  U.S.  FEDERAL  INCOME  TAX  CERTIFICATIONS  (GENERALLY,  AN  INTERNAL  REVENUE 
SERVICE  FORM  W-9  (OR  APPLICABLE  SUCCESSOR  FORM)  IN  THE  CASE  OF  A  PERSON  THAT  IS  A 
"UNITED  STATES  PERSON"  WITHIN  THE  MEANING  OF  SECTION  7701(A)(30)  OF  THE  CODE  OR  AN 
APPLICABLE  INTERNAL  REVENUE  SERVICE  FORM  W-8  (OR  APPLICABLE  SUCCESSOR  FORM)  IN 
THE  CASE  OF  A  PERSON  THAT  IS  NOT  A  "UNITED  STATES  PERSON"  WITHIN  THE  MEANING  OF 
SECTION  7701(A)(30)  OF  THE  CODE)  MAY  RESULT  IN  U.S.  FEDERAL  BACK-UP  WITHHOLDING  FROM 
PAYMENTS  TO  THE  HOLDER  IN  RESPECT  OF  THE  SUBORDINATED  SECURITIES  REPRESENTED 
HEREBY. 

(xiv)  The  purchaser  understands  that  Executive  Orders  issued  by  the  President  of  the  United 
States  of  America,  Federal  regulations  administered  by  OFAC  and  other  federal  laws  prohibit,  among  other 
things,  U.S.  persons  or  persons  under  the  jurisdiction  of  the  United  States  from  engaging  in  certain 
transactions  with  certain  foreign  countries,  territories,  entities  and  individuals,  and  that  the  lists  of  prohibited 
countries,  territories,  entities  and  individuals  can  be  found  on,  among  other  places,  the  OFAC  website  at 
www.treas.gov/ofac.  Neither  the  purchaser  nor  any  of  its  Affiliates,  owners,  directors  or  officers  is,  or  is 
acting  on  behalf  of,  a  country,  territory,  entity  or  individual  named  on  such  lists,  nor  is  the  purchaser  or  any  of 
its  Affiliates,  owners,  directors  or  officers  a  natural  person  or  entity  with  whom  dealings  are  prohibited  under 
any  OFAC  regulation  or  other  applicable  federal  law  or  acting  on  behalf  of  such  a  natural  person  or  entity. 

(xv)       The  purchaser  represents  that  it  is  not  a  member  of  the  public  in  the  Cayman  Islands. 

Regulation  S  Global  Subordinated  Securities 

(i)  Each  purchaser  of  a  beneficial  interest  in  a  Regulation  S  Global  Subordinated  Security  will 

be  deemed  to  have  represented  and  agreed  with  the  Issuer  (A)  as  set  forth  in  paragraphs  (iii),  (iv),  (v),  (vi), 
(vii),  (ix)  and  (xi)  under"— U.S.  Subordinated  Securities",  mutatis  mutandis,  and  (B)  that  the  purchaser  is  not 
a  U.S.  Person  and  is  acquiring  the  Subordinated  Securities  in  an  offshore  transaction  meeting  the 
requirements  of  Rule  303  or  Rule  804  of  Regulation  S. 

(ii)  The  purchaser  understands  and  agrees  that  the  Issuer  will  treat  the  Subordinated  Securities 
as  equity  in  the  Issuer  for  United  States  federal,  state  and  local  income  tax  purposes,  and  the  purchaser  and 
the  registered  Holder  of  the  Subordinated  Securities  (if  different  from  the  purchaser),  by  acceptance  of  its 
Subordinated  Securities  or  its  interests  in  the  Subordinated  Securities,  agrees  to  treat  the  Subordinated 
Securities  as  equity  in  the  Issuer  for  United  States  federal,  state  and  local  income  tax  purposes. 

Each  purchaser  or  subsequent  transferee  of  a  Regulation  S  Global  Subordinated  Security  that  (i)  is 
not  a  "United  States  person"  (as  defined  in  Section  7701(a)(30)  of  the  Code)  and  (ii)  is  acquiring,  directly  or 
in  conjunction  with  affiliates,  more  than  33  1/3%  of  the  Aggregate  Outstanding  Amount  of  the  Subordinated 
Securities  will  be  deemed  to  make  a  representation  to  the  effect  that  it  is  not  an  Affected  Bank. 

(iii)  With  respect  to  the  purchase  of  Regulation  S  Global  Subordinated  Securities  from  the  Initial 
Purchaser  or  the  Issuer,  as  the  case  may  be,  the  purchaser  will  be  required  to  represent  that  (a)  it  is  (or  is 
not,  as  applicable)  a  Benefit  Plan  Investor  or  a  Controlling  Person  and  (b)  (1)  if  it  is  a  Benefit  Plan  Investor, 
its  purchase,  holding  and  disposition  of  Subordinated  Securities  will  not  constitute  or  result  in  a  non-exempt 
prohibited  transaction  under  Section  406  of  ERISA  or  Section  4975  of  the  Code  or  (2)  if  it  is  a  governmental, 
church,  non-U.S.  or  other  plan  which  is  subject  to  any  federal,  state,  local  or  non-U.S.  law  that  is 
substantially  similar  to  the  provisions  of  Title  I  of  ERISA  or  Section  4975  of  the  Code,  its  purchase,  holding 
and  disposition  of  Subordinated  Securities  will  not  constitute  or  result  in  non-exempt  violation  under  any  such 
substantially  similar  law. 
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No  Benefit  Plan  Investor  or  Controlling  Person  will  be  permitted  to  purchase  Regulation  S  Global 
Subordinated  Securities  from  the  Initial  Purchaser  or  the  Issuer,  as  the  case  may  be,  unless  its  purchase, 
holding  and  disposition  of  such  Subordinated  Securities  (i)  will  not  cause  participation  by  Benefit  Plan 
Investors  to  be  "significant"  within  the  meaning  of  the  Plan  Asset  Regulations  and  (ii)  if  the  purchaser  is  a 
Benefit  Plan  Investor,  the  acquisition,  holding  and  disposition  of  such  Securities  or  any  interest  therein  will 
not  constitute  or  result  in  a  non-exempt,  prohibited  transaction  under  Title  I  of  ERISA  or  Section  4975  of  the 
Code.  If  a  purchaser  is  a  governmental,  church,  non-U.S.  or  other  plan  that  is  subject  to  any  federal,  state, 
local  or  non-U.S.  law  that  is  substantially  similar  to  the  provisions  of  Title  I  of  ERISA  or  Section  4975  of  the 
Code,  such  purchaser  shall  represent  and  warrant  or  be  deemed  to  have  represented  and  warranted  that  its 
purchase,  holding  and  disposition  of  a  Regulation  S  Global  Subordinated  Security  will  not  constitute  or  result 
in  a  non-exempt  violation  under  any  such  substantially  similar  law. 

In  determining  whether  participation  by  Benefit  Plan  Investors  is  "significant",  Subordinated 
Securities  beneficially  held  by  (i)  the  Collateral  Manager,  the  Trustee,  any  of  their  respective  Affiliates, 
employees  of  the  Collateral  Manager,  or  any  of  their  respective  Affiliates  and  any  charitable  foundation  of 
any  such  employees  or  (ii)  persons  that  have  represented  that  they  are  Controlling  Persons  will  be 
disregarded  and  will  not  be  treated  as  Outstanding  for  purposes  of  whether  participation  by  Benefit  Plan 
Investors  is  "significant"  to  the  extent  that  persons  listed  in  (i)  or  (ii)  are  not  Benefit  Plan  Investors. 

EACH  SUBSEQUENT  TRANSFEREE  OF  A  BENEFICIAL  INTEREST  IN  A  REGULATION  S 
GLOBAL  SUBORDINATED  SECURITY  PURCHASED  FROM  PERSONS  OTHER  THAN  THE  INITIAL 
PURCHASER  OR  THE  ISSUER,  AS  THE  CASE  MAY  BE,  WILL  BE  DEEMED  TO  REPRESENT  THAT 
THE  TRANSFEREE  FROM  THE  DATE  ON  WHICH  IT  ACQUIRES  ITS  INTEREST  IN  SUCH 
SUBORDINATED  SECURITIES  THROUGH  AND  INCLUDING  THE  DATE  ON  WHICH  SUCH 
TRANSFEREE,  AS  THE  CASE  MAY  BE,  DISPOSES  OF  ITS  INTEREST  IN  SUCH  SUBORDINATED 
SECURITIES,  (A)  IS  NOT  A  BENEFIT  PLAN  INVESTOR  OR  A  CONTROLLING  PERSON  AND  (B)  IF  IT  IS 
A  GOVERNMENTAL,  CHURCH,  NON-U.S.  OR  OTHER  PLAN  THAT  IS  SUBJECT  TO  ANY  FEDERAL, 
STATE,  LOCAL  OR  NON-U.S.  LAW  THAT  IS  SUBSTANTIALLY  SIMILAR  TO  THE  PROVISIONS  OF 
TITLE  I  OF  ERISA  OR  SECTION  4975  OF  THE  CODE,  ITS  PURCHASE,  HOLDING  AND  DISPOSITION 
OF  SUBORDINATED  SECURITIES  WILL  NOT  CONSTITUTE  OR  RESULT  IN  A  NON-EXEMPT 
VIOLATION  UNDER  ANY  SUCH  SUBSTANTIALLY  SIMILAR  LAW.  The  transferee  acknowledges  that  a 
transfer  of  the  Subordinated  Securities  will  not  be  permitted,  and  the  Trustee  will  not  register  any  such 
transfer  of  which  it  has  actual  knowledge,  to  the  extent  that  the  transfer  would  result  in  Benefit  Plan  Investors 
owning  25%  or  more  of  the  Aggregate  Outstanding  Amount  of  the  Subordinated  Securities  immediately  after 
such  transfer  (determined  in  accordance  with  the  Plan  Asset  Regulations  and  the  Indenture).  Any  purported 
transfer  of  a  beneficial  interest  in  a  Regulation  S  Global  Subordinated  Security  in  violation  of  the 
requirements  set  forth  in  this  paragraph  shall  be  null  and  void  ab  initio. 

(iv)  Each  Regulation  S  Global  Subordinated  Security  will  bear  a  legend  substantially  to  the 
following  effect: 

THE  SUBORDINATED  SECURITIES  HAVE  NOT  BEEN  AND  WILL  NOT  BE  REGISTERED  UNDER 
THE  UNITED  STATES  SECURITIES  ACT  OF  1933,  AS  AMENDED  (THE  "SECURITIES  ACT"),  AND  THE 
ISSUER  HAS  NOT  BEEN  REGISTERED  UNDER  THE  UNITED  STATES  INVESTMENT  COMPANY  ACT 
OF  1940,  AS  AMENDED  (THE  "INVESTMENT  COMPANY  ACT").  THE  HOLDER  HEREOF,  BY 
PURCHASING  THE  SUBORDINATED  SECURITIES  IN  RESPECT  OF  WHICH  THIS  SECURITY  HAS 
BEEN  ISSUED,  AGREES  FOR  THE  BENEFIT  OF  THE  ISSUER  THAT  THE  SUBORDINATED  SECURITIES 
MAY  BE  OFFERED,  SOLD,  PLEDGED  OR  OTHERWISE  TRANSFERRED,  ONLY  (A)(1)  TO  A  PERSON 
WHOM  THE  HOLDER  REASONABLY  BELIEVES  IS  A  QUALIFIED  INSTITUTIONAL  BUYER  WITHIN  THE 
MEANING  OF  RULE  144A  UNDER  THE  SECURITIES  ACT,  PURCHASING  FOR  ITS  OWN  ACCOUNT  OR 
FOR  THE  ACCOUNT  OF  A  QUALIFIED  INSTITUTIONAL  BUYER,  IN  A  TRANSACTION  MEETING  THE 
REQUIREMENTS  OF  RULE  144A  UNDER  THE  SECURITIES  ACT,  (2)  TO  AN  ACCREDITED  INVESTOR 
(AS  DEFINED  IN  REGULATION  D  UNDER  THE  SECURITIES  ACT)  PURCHASING  FOR  ITS  OWN 
ACCOUNT  OR  FOR  THE  ACCOUNT  OF  AN  ACCREDITED  INVESTOR,  IN  A  TRANSACTION  EXEMPT 
FROM  REGISTRATION  UNDER  THE  SECURITIES  ACT,  OR  (3)  TO  A  PERSON  THAT  IS  NOT  A  U.S. 
PERSON   (AS   DEFINED   IN   REGULATION   S  UNDER  THE  SECURITIES  ACT)   IN  AN   OFFSHORE 
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TRANSACTION  COMPLYING  WITH  RULE  903  OR  RULE  904  OF  REGULATIONS  UNDER  THE 
SECURITIES  ACT,  AND,  IN  EACH  CASE,  IN  A  NOTIONAL  AMOUNT  OF  NOT  LESS  THAN  $100,000  FOR 
THE  PURCHASER  AND  FOR  EACH  ACCOUNT  FOR  WHICH  IT  IS  ACTING  (EXCEPT  AS  OTHERWISE 
SET  FORTH  IN  THE  INDENTURE)  AND,  IN  THE  CASE  OF  SUBCLAUSES  (1)  AND  (2),  TO  A 
PURCHASER  THAT  (W)  IS  A  QUALIFIED  PURCHASER  WITHIN  THE  MEANING  OF  SECTION  3(c)(7)  OF 
THE  INVESTMENT  COMPANY  ACT  OR  A  KNOWLEDGEABLE  EMPLOYEE  WITHIN  THE  MEANING  OF 
RULE  3c-5  OF  THE  INVESTMENT  COMPANY  ACT,  (X)  WAS  NOT  FORMED  FOR  THE  PURPOSE  OF 
INVESTING  IN  THE  ISSUER  (EXCEPT  WHEN  EACH  BENEFICIAL  OWNER  OF  THE  PURCHASER  IS  A 
QUALIFIED  PURCHASER  WITHIN  THE  MEANING  OF  SECTION  3(c)(7)  OF  THE  INVESTMENT 
COMPANY  ACT  OR  A  KNOWLEDGEABLE  EMPLOYEE  WITHIN  THE  MEANING  OF  RULE  3c-5  OF  THE 
INVESTMENT  COMPANY  ACT),  (Y)  UNDERSTANDS  AND  AGREES  THAT  THE  ISSUER  MAY  RECEIVE  A 
LIST  OF  PARTICIPANTS  IN  THE  SUBORDINATED  SECURITIES  FROM  ONE  OR  MORE  BOOK-ENTRY 
DEPOSITORIES  AND  (Z)  HAS  RECEIVED  THE  NECESSARY  CONSENT  FROM  ITS  BENEFICIAL 
OWNERS  WHEN  THE  PURCHASER  IS  A  PRIVATE  INVESTMENT  COMPANY  FORMED  ON  OR  BEFORE 
APRIL  30,  1996,  AND  IN  A  TRANSACTION  THAT  MAY  BE  EFFECTED  WITHOUT  LOSS  OF  ANY 
APPLICABLE  INVESTMENT  COMPANY  ACT  EXEMPTION  OR  EXCLUSION  AND  (B)  IN  ACCORDANCE 
WITH  ALL  APPLICABLE  SECURITIES  LAWS  OF  THE  STATES  OF  THE  UNITED  STATES  OR  OTHER 
APPLICABLE  JURISDICTION.  ANY  TRANSFER  IN  VIOLATION  OF  THE  FOREGOING  WILL  BE  OF  NO 
FORCE  AND  EFFECT,  WILL  BE  VOID  AB  INITIO  AND  WILL  NOT  OPERATE  TO  TRANSFER  ANY 
RIGHTS  TO  THE  TRANSFEREE,  NOTWITHSTANDING  ANY  INSTRUCTIONS  TO  THE  CONTRARY  TO 
THE  ISSUER,  THE  TRUSTEE  OR  ANY  INTERMEDIARY.  EACH  TRANSFEROR  OF  THE 
SUBORDINATED  SECURITIES  REPRESENTED  HEREBY  WILL  PROVIDE  NOTICE  OF  THE  TRANSFER 
RESTRICTIONS  SET  FORTH  HEREIN  AND  IN  THE  INDENTURE  TO  ITS  TRANSFEREE.  IN  ADDITION 
TO  THE  FOREGOING,  THE  ISSUER  MAINTAINS  THE  RIGHT  TO  RESELL  SUBORDINATED 
SECURITIES  PREVIOUSLY  TRANSFERRED  TO  NON-PERMITTED  HOLDERS  (AS  DEFINED  IN  THE 
INDENTURE)  IN  ACCORDANCE  WITH  AND  SUBJECT  TO  THE  TERMS  OF  THE  INDENTURE. 

EACH  PURCHASER  OF  THIS  SUBORDINATED  SECURITY  ACQUIRING  SUCH  SUBORDINATED 
SECURITY  FROM  THE  INITIAL  PURCHASER  OR  THE  ISSUER,  AS  THE  CASE  MAY  BE,  WILL  BE 
REQUIRED  TO  REPRESENT,  WITH  RESPECT  TO  EACH  DAY  IT  HOLDS  SUCH  SUBORDINATED 

peri  iditv  r\o  a  kin/  dcnicci^iai    imtcdcct  UPOPIM    f\\  VAfl-IPTHFR  OR  N<">T  IT  IS  fAI  AN  "FMPI  OYEE 

BENEFIT  PLAN"  (AS  DEFINED  IN  SECTION  3(3)  OF  TITLE  I  OF  THE  EMPLOYEE  RETIREMENT  INCOME 
SECURITY  ACT  OF  1974,  AS  AMENDED  ("ERISA"))  SUBJECT  TO  THE  FIDUCIARY  RESPONSIBILITY 
PROVISIONS  OF  ERISA,  A  "PLAN"  AS  DEFINED  IN  SECTION  4975(e)(1)  OF  THE  INTERNAL  REVENUE 
CODE  OF  1986,  AS  AMENDED  (THE  "CODE")  THAT  IS  SUBJECT  TO  SECTION  4975  OF  THE  CODE, 
ANY  ENTITY  WHOSE  UNDERLYING  ASSETS  INCLUDE  "PLAN  ASSETS"  BY  REASON  OF  SUCH 
EMPLOYEE  BENEFIT  PLAN'S  OR  PLAN'S  INVESTMENT  IN  THE  ENTITY  OR  A  "BENEFIT  PLAN 
INVESTOR"  AS  SUCH  TERM  IS  OTHERWISE  DEFINED  IN  ANY  REGULATIONS  PROMULGATED  BY 
THE  U.S.  DEPARTMENT  OF  LABOR  UNDER  SECTION  3(42)  OF  ERISA  (COLLECTIVELY,  "BENEFIT 
PLAN  INVESTORS")  OR  (B)  A  PERSON  (OTHER  THAN  A  BENEFIT  PLAN  INVESTOR)  WHO  HAS 
DISCRETIONARY  AUTHORITY  OR  CONTROL  WITH  RESPECT  TO  THE  ASSETS  OF  THE  ISSUER  OR 
ANY  PERSON  WHO  PROVIDES  INVESTMENT  ADVICE  FOR  A  FEE  (DIRECT  OR  INDIRECT)  WITH 
RESPECT  TO  SUCH  ASSETS,  OR  ANY  AFFILIATE  OF  SUCH  A  PERSON  AND  (2)  (A)  IF  IT  IS  A  BENEFIT 
PLAN  INVESTOR,  ITS  PURCHASE,  HOLDING  AND  DISPOSITION  OF  SUBORDINATED  SECURITIES 
WILL  NOT  CONSTITUTE  OR  RESULT  IN  A  NON-EXEMPT  PROHIBITED  TRANSACTION  UNDER 
SECTION  406  OF  ERISA  OR  SECTION  4975  OF  THE  CODE  OR  (B)  IF  IT  IS  A  GOVERNMENTAL, 
CHURCH,  NON-U.S.  OR  OTHER  PLAN  WHICH  IS  SUBJECT  TO  ANY  FEDERAL,  STATE,  LOCAL  OR 
NON-U.S.  LAW  THAT  IS  SUBSTANTIALLY  SIMILAR  TO  THE  PROVISIONS  OF  TITLE  I  OF  ERISA  OR 
SECTION  4975  OF  THE  CODE,  ITS  PURCHASE,  HOLDING  AND  DISPOSITION  OF  SUBORDINATED 
SECURITIES  WILL  NOT  CONSTITUTE  OR  RESULT  IN  A  NON-EXEMPT  VIOLATION  UNDER  ANY  SUCH 
SUBSTANTIALLY  SIMILAR  LAW  AND  (3)  IT  WILL  NOTSELL  OR  OTHERWISE  TRANSFER  ANY  SUCH 
SUBORDINATED  SECURITIES  OR  INTERESTS  THEREIN  TO  ANY  PERSON  WHO  IS  UNABLE  TO 
SATISFY  THE  SAME  FOREGOING  REPRESENTATION  AND  WARRANTIES.  EACH  PURCHASER  OF 
THIS  SUBORDINATED  SECURITY  FROM  PERSONS  OTHER  THAN  THE  INITIAL  PURCHASER  OR  THE 
ISSUER,  AS  THE  CASE  MAY  BE,  WILL  BE  DEEMED  TO  REPRESENT  AND  WARRANT  THAT,  FROM 
THE  DATE  ON  WHICH  IT  ACQUIRES  ITS  INTEREST  IN  SUCH  SUBORDINATED  SECURITY  THROUGH 
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AND  INCLUDING  THE  DATE  ON  WHICH  SUCH  PURCHASER  DISPOSES  OF  ITS  INTEREST  IN  SUCH 
SUBORDINATED  SECURITY,  (I)  IT  IS  NOT  (A)  A  BENEFIT  PLAN  INVESTOR  OR  (B)  A  CONTROLLING 
PERSON  AND  (II)  IF  IT  IS  A  GOVERNMENTAL,  CHURCH,  NON-U.S.  OR  OTHER  PLAN  THAT  IS 
SUBJECT  TO  ANY  FEDERAL,  STATE,  LOCAL  OR  NON-U.S.  LAW  THAT  IS  SUBSTANTIALLY  SIMILAR 
TO  THE  PROVISIONS  OF  TITLE  I  OF  ERISA  OR  SECTION  4975  OF  THE  CODE,  ITS  PURCHASE, 
HOLDING  AND  DISPOSITION  OF  THIS  SUBORDINATED  SECURITY  WILL  NOT  CONSTITUTE  OR 
RESULT  IN  A  NON-EXEMPT  VIOLATION  UNDER  ANY  SUCH  SUBSTANTIALLY  SIMILAR  LAW.  NO 
TRANSFER  OF  ANY  INTEREST  IN  THIS  SUBORDINATED  SECURITY  WILL  BE  EFFECTIVE,  AND  THE 
TRUSTEE  WILL  NOT  RECOGNIZE  ANY  SUCH  TRANSFER  IF  IT  WOULD  RESULT  IN  25%  OR  MORE  OF 
THE  VALUE  OF  THE  SUBORDINATED  SECURITIES  BEING  HELD  BY  BENEFIT  PLAN  INVESTORS. 
EACH  BENEFICIAL  OWNER  OF  THIS  SUBORDINATED  SECURITY  WILL  BE  REQUIRED  TO  MAKE  THE 
REPRESENTATIONS  AND  AGREEMENTS  SET  FORTH  IN  THE  INDENTURE.  ANY  PURPORTED 
TRANSFER  OF  THE  SUBORDINATED  SECURITIES  IN  VIOLATION  OF  THE  REQUIREMENTS  SET 
FORTH  IN  THIS  PARAGRAPH  SHALL  BE  NULL  AND  VOID  AB  INITIO. 

ANY  TRANSFER,  PLEDGE  OR  OTHER  USE  OF  THE  SUBORDINATED  SECURITIES 
REPRESENTED  HEREBY  FOR  VALUE  OR  OTHERWISE  BY  OR  TO  ANY  PERSON  IS  WRONGFUL 
SINCE  THE  REGISTERED  OWNER  HEREOF,  CEDE  *  CO.,  HAS  AN  INTEREST  HEREIN,  UNLESS  THIS 
SECURITY  IS  PRESENTED  BY  AN  AUTHORIZED  REPRESENTATIVE  OF  THE  DEPOSITORY  TRUST 
COMPANY  ("DTC"),  NEW  YORK,  NEW  YORK,  TO  THE  ISSUER  OR  ITS  AGENT  FOR  REGISTRATION  OF 
TRANSFER,  EXCHANGE  OR  PAYMENT  AND  ANY  SUBORDINATED  SECURITIES  ISSUED  ARE 
REGISTERED  IN  THE  NAME  OF  CEDE  &  CO.  OR  OF  SUCH  OTHER  ENTITY  AS  IS  REQUESTED  BY  AN 
AUTHORIZED  REPRESENTATIVE  OF  DTC  (AND  ANY  PAYMENT  HEREON  IS  MADE  TO  CEDE  &  CO.). 

TRANSFERS  OF  THE  SUBORDINATED  SECURITIES  REPRESENTED  HEREBY  SHALL  BE 
LIMITED  TO  TRANSFERS  IN  WHOLE,  BUT  NOT  IN  PART,  TO  NOMINEES  OF  DTC  OR  TO  A 
SUCCESSOR  THEREOF  OR  SUCH  SUCCESSOR'S  NOMINEE,  AND  TRANSFERS  OF  THE 
SUBORDINATED  SECURITIES  REPRESENTED  HEREBY  SHALL  BE  LIMITED  TO  TRANSFERS  MADE  IN 
ACCORDANCE  WITH  THE  RESTRICTIONS  SET  FORTH  IN  THE  INDENTURE. 

DISTRIBUTIONS  OF  PRINCIPAL  PROCEEDS  AND  INTEREST  PROCEEDS  TO  THE  HOLDER  OF 
THE  SUBORDINATED  SECURITIES  REPRESENTED  HEREBY  ARE  SUBORDINATE  TO  THE  PAYMENT 
ON  EACH  PAYMENT  DATE  OF  PRINCIPAL  OF  AND  INTEREST  ON  THE  SECURED  NOTES  OF  THE 
ISSUER  AND  THE  PAYMENT  OF  CERTAIN  OTHER  AMOUNTS,  TO  THE  EXTENT  AND  AS  DESCRIBED 
IN  THE  INDENTURE  REFERRED  TO  HEREIN. 

THE  FAILURE  TO  PROVIDE  THE  ISSUER,  THE  TRUSTEE  AND  ANY  PAYING  AGENT  WITH  THE 
APPLICABLE  U.S.  FEDERAL  INCOME  TAX  CERTIFICATIONS  (GENERALLY,  AN  INTERNAL  REVENUE 
SERVICE  FORM  W-9  (OR  APPLICABLE  SUCCESSOR  FORM)  IN  THE  CASE  OF  A  PERSON  THAT  IS  A 
"UNITED  STATES  PERSON"  WITHIN  THE  MEANING  OF  SECTION  7701(A)(30)  OF  THE  CODE  OR  AN 
APPROPRIATE  INTERNAL  REVENUE  SERVICE  FORM  W-8  (OR  APPLICABLE  SUCCESSOR  FORM)  IN 
THE  CASE  OF  A  PERSON  THAT  IS  NOT  A  "UNITED  STATES  PERSON"  WITHIN  THE  MEANING  OF 
SECTION  7701(A)(30)  OF  THE  CODE)  MAY  RESULT  IN  U.S.  FEDERAL  BACK-UP  WITHHOLDING  FROM 
PAYMENTS  TO  THE  HOLDER  IN  RESPECT  OF  THIS  SECURITY. 

LISTING  AND  GENERAL  INFORMATION 

1.  Application   has  been  made  to  the   Irish  Financial  Services  Regulatory  Authority,  as 

competent  authority  under  Directive  2003/71/EC,  for  this  Offering  Circular  to  be  approved.  Application  has 
been  made  to  the  Irish  Stock  Exchange  for  the  Securities  to  be  admitted  to  the  Official  List  and  to  trading  on 
its  regulated  market.  Such  approval  relates  only  to  Securities  which  are  to  be  admitted  to  trading  on  the 
regulated  market  of  the  Irish  Stock  Exchange  or  other  regulated  markets  for  the  purposes  of  Directive 
93/22/EEC.  This  document  is  considered  an  advertisement  for  purposes  of  applicable  measures 
implementing  E.U.  Directive  2003/71/EC.  Upon  listing  on  the  Irish  Stock  Exchange  being  granted,  a 
"prospectus"  prepared  pursuant  to  the  Prospectus  Directive  will  be  published,  which  can  be  obtained  from 
the  Issuer.  There  can  be  no  assurance  that  such  listing  will  be  approved  or  maintained.  See  "Risk  Factors— 
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Irish  Stock  Exchange  Listing".  The  Issuers  have  been  advised  by  Arthur  Cox  Listing  Services  Limited  (in 
such  capacity,  the  "Irish  Listing  Agent")  that  the  estimated  upfront  fees  and  expenses  for  obtaining  such 
listing  will  be  approximately  €15,190  and  the  estimated  ongoing  expenses  for  maintaining  such  listing  will  be 
approximately  €2,250  per  annum. 

2.  Copies  of  the  Certificate  of  Incorporation  and  Memorandum  and  Articles  of  Association  of 
the  Issuer,  the  Certificate  of  Incorporation  and  By-laws  of  the  Co-Issuer,  the  Administration  Agreement,  the 
resolutions  of  the  Board  of  Directors  of  the  Issuer  authorizing  the  issuance  of  the  Securities,  the  resolutions 
of  the  Board  of  Directors  of  the  Co-Issuer  authorizing  the  issuance  of  the  Co-Issued  Notes,  the  Indenture,  the 
Collateral  Management  Agreement  and  any  Hedge  Agreements  will  be  available  in  electronic  form  for 
inspection  in  the  City  of  Houston,  Texas  at  the  office  of  the  Trustee  and  at  the  office  of  the  paying  agent  for 
the  Securities  in  Ireland  for  so  long  as  the  Securities  are  listed  on  the  Irish  Stock  Exchange. 

3.  Since  the  date  of  establishment,  there  has  been  no  significant  change  in  the  financial  or 
trading  position  of  the  Issuer  or  the  Co-Issuer  and  no  annual  report  or  accounts  have  been  prepared  as  of 
the  date  of  this  document.  Since  incorporation,  the  Issuers  have  not  commenced  trading,  established  any 
accounts  or  declared  any  dividends,  except  for  the  transactions  described  herein. 

4.  The  Issuers  are  not  involved  in  any  legal,  arbitration  or  governmental  proceedings  relating  to 
claims  on  amounts  which  are  material  in  the  context  of  the  issue  of  the  Securities,  nor,  so  far  as  each  of  the 
Issuers  is  aware,  is  any  such  litigation  or  arbitration  involving  it  pending  or  threatened. 

5.  The  issuance  of  the  Securities  will  be  authorized  by  the  Board  of  Directors  of  the  Issuer  by 
resolution  passed  on  or  before  the  Closing  Date.  The  issuance  of  the  Co-Issued  Notes  will  be  authorized  by 
the  sole  Director  of  the  Co-Issuer  by  resolution  on  or  before  the  Closing  Date. 

6.  The  Securities  sold  to  Persons  that  are  not  U.S.  Persons  in  offshore  transactions  in  reliance 
on  Regulation  S  under  the  Securities  Act  represented  by  Regulation  S  Global  Securities  are  expected  to  be 
accepted  for  clearance  through  Clearstream  and  Euroclear.  The  Secured  Notes  sold  to  Persons  that  are 
Qualified  Institutional  Buyers/Qualified  Purchasers  under  the  Securities  Act  and  represented  by  Rule  144A 
Global  Secured  Notes  have  been  accepted  for  clearance  through  DTC.  The  CUSIP  Numbers,  Common 
Codes  and  Internationa!  Securities  Identification  Numbers  (ISIN)  for  the  Securities  represented  by  Rule  144A 
Global  Secured  Notes  and  Regulation  S  Global  Securities  are  as  indicated  in  the  chart  "Summary— The 
Offering— Securities  Issued,"  as  applicable. 

7.  For  so  long  as  any  of  the  Securities  are  listed  on  the  Irish  Stock  Exchange  and  the  rules  of 
such  Exchange  shall  so  require,  the  Issuer  will  inform  the  Irish  Stock  Exchange  and  publish  a  notice  in  an 
authorized  newspaper,  which  is  expected  to  be  on  the  Official  List,  if  the  ratings  assigned  to  any  of  the 
Securities  are  reduced  or  withdrawn. 

8.  The  Securities  representing  the  U.S.  Subordinated  Securities  will  bear  the  identification 
numbers  as  indicated  in  the  chart  "Summary— The  Offering— Securities  Issued,"  as  applicable. 

9.  The  Issuers  do  not  intend  to  publish  annual  reports  and  accounts.  The  Indenture,  however, 
requires  the  Issuers  to  provide  written  confirmation  to  the  Trustee  on  an  annual  basis  that  no  Event  of 
Default  or  other  matter  which  is  required  to  be  brought  to  the  Trustee's  attention  has  occurred.  Copies  of 
such  confirmation  will  be  available  for  inspection  at  the  offices  of  the  Issuer  and  Co-Issuer  and  in  the  City  of 
Houston,  Texas  at  the  office  of  the  Trustee  and  at  the  office  of  the  paying  agent  for  the  Securities  in  Ireland 
for  so  long  as  the  Securities  are  listed  on  the  Irish  Stock  Exchange. 

10.  References  to  website  addresses  herein  do  not  form  part  of  the  Offering  Circular  for  the 
purposes  of  listing  the  Securities  on  the  Irish  Stock  Exchange. 

UNDERWRITING 

Subject  to  the  terms  and  conditions  set  forth  in  the  Purchase  Agreement,  the  Issuers,  with  respect  to 
the  Co-Issued  Notes,  and  the  Issuer,  with  respect  to  the  Subordinated  Securities,  have  agreed  to  sell,  on  the 
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Closing  Date,  and  the  Initial  Purchaser  has  agreed  to  purchase  $2,000,000  in  Aggregate  Outstanding 
Amount  of  the  Class  S  Notes,  $365,000,000  in  Aggregate  Outstanding  Amount  of  the  Class  A  Notes, 
$22,500,000  in  Aggregate  Outstanding  Amount  of  the  Class  B  Notes,  $25,000,000  in  Aggregate  Outstanding 
Amount  of  the  Class  C  Notes,  $30,000,000  in  Aggregate  Outstanding  Amount  of  the  Class  D  Notes, 
$17,500,000  in  Aggregate  Outstanding  Amount  of  the  Class  E  Notes  and  $40,000,000  in  Aggregate 
Outstanding  Amount  of  the  Subordinated  Securities. 

Under  the  terms  and  conditions  of  the  Purchase  Agreement,  the  Initial  Purchaser  is  committed  to 
take  and  pay  for  all  the  Securities  to  be  offered  by  it,  if  any  are  taken.  Under  the  terms  and  conditions  of  the 
Purchase  Agreement,  the  Initial  Purchaser  will  be  entitled  to  (i)  an  underwriting  discount  on  the  Securities, 
and  (iO  a  fixed  structuring  fee  based  upon  the  aggregate  principal  or  notional  amount,  as  applicable,  of  the 
Securities.  After  the  Securities  are  released  for  sale,  the  Initial  Purchaser  may  change  the  offering  price  and 
other  selling  terms.  The  Initial  Purchaser  may  allow  a  concession,  not  in  excess  of  their  respective 
underwriting  discounts,  to  certain  brokers  or  dealers. 

The  Securities  have  not  been  and  will  not  be  registered  under  the  Securities  Act  for  offer  or  sale  as 
part  of  their  distribution  and  may  not  be  offered  or  sold  within  the  United  States  or  to,  or  for  the  account  or 
benefit  of,  a  U.S.  Person  or  a  U.S.  resident  'as  determined  for  nur^oses  of  the  Investment  Company  Act,  a 
"U.S.  Resident")  except  in  certain  transactions  exempt  from,  or  not  subject  to,  the  registration  requirements 
of  the  Securities  Act. 

The  Issuers  have  been  advised  by  the  Initial  Purchaser  that  it  proposes  to  resell  the  Securities,  in 
each  case  outside  the  United  States  through  their  agents  to  Persons  that  are  not  U.S.  Persons  in  offshore 
transactions  in  reliance  on  Regulation  S  and  in  accordance  with  applicable  law.  In  addition,  the  Issuers  have 
been  advised  by  the  Initial  Purchaser  that  it  proposes  to  resell  the  Securities  to  U.S.  Persons  and  in  the 
United  States  in  reliance  on  Rule  144A  or  another  exemption  under  the  Securities  Act,  but  only  to  Qualified 
Institutional  Buyers  (or,  with  respect  to  the  U.S.  Subordinated  Securities,  Accredited  Investors)  purchasing 
for  their  own  accounts  or  for  the  accounts  of  Qualified  Institutional  Buyers  (or,  with  respect  to  the  U.S. 
Subordinated  Securities,  Accredited  Investors)  each  of  which  purchasers  or  accounts  is  a  Qualified 
Purchaser  (or,  with  respect  to  the  U.S.  Subordinated  Securities,  a  Knowledgeable  Employee). 
Notwithstanding  the  foregoing,  in  limited  circumstances  approved  by  the  Initial  Purchaser,  Subordinated 

fipenrHiPC  mau  hp  cnlrl  tn  Qnalifiprl  PnrrhaQprc  for  nnrnriQPQ  nf  fipntinn  Z(r\f7\  nf  thp  Im/pcfmpnt  C">mnam/ 

Act  who  are  not  Accredited  Investors,  provided  that  such  purchasers  have  purchaser  representatives  (as 
such  term  is  defined  in  Regulation  D).  The  offering  price  and  the  Initial  Purchaser's  underwriting  discount  will 
be  the  same  for  the  Regulation  S  Global  Securities,  the  Rule  144A  Global  Secured  Notes  and  the  U.S. 
Subordinated  Securities,  as  applicable,  within  each  Class  of  Securities.  Any  offer  or  sale  of  Rule  144A 
Global  Secured  Notes  or  U.S.  Subordinated  Securities  in  reliance  on  Rule  144A  or  another  exemption  from 
the  registration  requirements  of  the  Securities  Act  will  be  made  by  broker-dealers  who  are  registered  as  such 
under  the  Exchange  Act.  After  the  Securities  are  released  for  sale,  the  offering  price  and  other  selling  terms 
may  from  time  to  time  be  varied  by  the  Initial  Purchaser. 

The  Initial  Purchaser  has  acknowledged  and  agreed  that  it  will  not  offer,  sell  or  deliver  any  Securities 
sold  pursuant  to  Regulation  S  to,  or  for  the  account  or  benefit  of,  any  U.S.  Person  or  a  U.S.  Resident  as  part 
of  their  distribution  at  any  time  and  that  the  Initial  Purchaser  will  send  to  each  distributor,  dealer  or  person 
receiving  a  selling  concession,  fee  or  other  remuneration  to  which  they  sell  Securities  pursuant  to  Regulation 
S  a  confirmation  or  other  notice  setting  forth  the  prohibition  on  offers  and  sales  of  Securities  sold  pursuant  to 
Regulation  S  within  the  United  States  or  to,  or  for  the  account  or  benefit  of,  any  U.S.  Person  or  a  U.S. 
Resident. 

With  respect  to  the  Securities  initially  sold  pursuant  to  Regulation  S,  until  the  expiration  of  40  days 
after  the  commencement  of  the  distribution  of  the  offering  of  Securities  by  the  Initial  Purchaser,  an  offer  or 
sale  of  such  Securities  within  the  United  States  by  a  dealer  that  is  not  participating  in  the  offering  may  violate 
the  registration  requirements  of  the  Securities  Act  if  such  offer  or  sale  is  made  otherwise  than  in  accordance 
with  Rule  144A  or  pursuant  to  another  exemption  from  registration  under  the  Securities  Act. 

In  connection  with  the  issue  of  the  Securities,  the  Initial  Purchaser  (the  "Stabilising  Manager")  (or 
persons  acting  on  behalf  of  the  Stabilising  Manager)  may  over-allot  Securities  (provided  that  the  aggregate 
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principal  amount  of  Securities  allotted  does  not  exceed  105  per  cent,  of  the  aggregate  principal  amount  of 
the  Securities)  or  effect  transactions  with  a  view  to  supporting  the  market  price  of  the  Securities  at  a  level 
higher  than  that  which  might  otherwise  prevail.  However,  there  is  no  assurance  that  the  Stabilising  Manager 
(or  persons  acting  on  behalf  of  the  Stabilising  Manager)  will  undertake  stabilisation  action.  Any  stabilisation 
action  may  begin  on  or  after  the  Closing  Date  and,  if  begun,  may  be  ended  at  any  time,  but  it  must  end  no 
later  than  the  earlier  of  30  days  after  the  issue  date  of  the  Securities  and  60  days  after  the  date  of  the 
allotment  of  the  Securities. 

The  Initial  Purchaser  has  represented,  warranted  and  agreed  that  (i)  it  has  only  communicated  or 
caused  to  be  communicated  and  will  only  communicate  or  cause  to  be  communicated  any  invitation  or 
inducement  to  engage  in  investment  activity  (within  the  meaning  of  section  21  of  the  Financial  Services  and 
Markets  Act  2000  (the  "FSMA"))  received  by  it  in  connection  with  the  issue  or  sale  of  any  Securities  in 
circumstances  in  which  section  21(1)  of  FSMA  does  not  apply  to  the  Issuers;  and  (if)  it  has  complied  and  will 
comply  with  all  applicable  provisions  of  FSMA  with  respect  to  anything  done  by  them  in  relation  to  the 
Securities  in,  from  or  otherwise  involving  the  United  Kingdom. 

The  Securities  may  not  be  offered,  sold  or  transferred  to  the  public  in  a  Member  State  of  the 
European  Economic  Area  which  has  implemented  the  Prospectus  Directive  (each,  a  "Relevant  Member 
State")  prior  to  the  publication  of  a  prospectus  in  relation  to  the  Securities  which  has  been  approved  by  the 
competent  authority  in  that  Relevant  Member  State  or,  where  appropriate,  approved  in  another  Relevant 
Member  State  and  notified  to  the  competent  authority  in  that  Relevant  Member  State,  all  in  accordance  with 
the  Prospectus  Directive,  except  that  it  may,  with  effect  from  and  including  the  date  on  which  the  Prospectus 
Directive  is  implemented  in  that  Relevant  Member  State,  make  an  offer  of  Securities  to  the  public  in  that 
Relevant  Member  State  at  any  time:  (a)  to  legal  entities  which  are  authorized  or  regulated  to  operate  in  the 
financial  markets  or,  if  not  so  authorized  or  regulated,  whose  corporate  purpose  is  solely  to  invest  in 
securities;  (b)  to  any  legal  entity  which  has  two  or  more  of  (1)  an  average  of  at  least  250  employees  during 
the  last  financial  year;  (2)  a  total  balance  sheet  of  more  than  €43,000,000  and  (3)  an  annual  net  turnover  of 
more  than  €50,000,000,  as  shown  in  its  last  annual  or  consolidated  accounts;  or  (c)  in  any  other 
circumstances  which  do  not  require  the  publication  by  the  Issuer  of  a  prospectus  pursuant  to  Article  3  of  the 
Prospectus  Directive.  For  the  purposes  of  this  paragraph,  the  expression  an  "offer  of  Securities  to  the  public" 
in  relation  to  any  Securities  in  any  Relevant  Member  State  means  the  communication  in  any  form  and  by  any 
means  of  sufficient  information  on  the  terms  of  the  offer  and  the  Securities  to  be  offered  so  as  to  enable  an 
investor  to  decide  to  purchase  or  subscribe  the  Securities,  as  the  same  may  be  varied  in  that  Member  State 
by  any  measure  implementing  the  Prospectus  Directive  in  that  Member  State  and  the  expression  Prospectus 
Directive  means  Directive  2003/71 /EC  and  includes  any  relevant  implementing  measure  in  each  Relevant 
Member  State. 

The  Initial  Purchaser  has  acknowledged  and  agreed  that  the  Securities  have  not  been  registered 
under  the  Securities  and  Exchange  Law  of  Japan  and  are  not  being  offered  or  sold  and  may  not  be  offered 
or  sold,  directly  or  indirectly,  in  Japan  or  to  or  for  the  account  of  any  resident  of  Japan,  except  (i)  pursuant  to 
an  exemption  from  the  registration  requirements  of  the  Securities  and  Exchange  Law  of  Japan  and  (ii)  in 
compliance  with  any  other  applicable  requirements  of  Japanese  law. 

The  Initial  Purchaser  has  agreed  that  it  has  not  made  and  will  not  make  any  invitation  to  the  public  in 
the  Cayman  Islands  to  purchase  any  of  the  Securities. 

Buyers  of  Securities  pursuant  to  Regulation  S  sold  by  Goldman  Sachs  International,  as  the  agent  of 
the  Initial  Purchaser,  may  be  required  to  pay  stamp  taxes  and  other  charges  in  accordance  with  the  laws  and 
practice  of  the  country  of  purchase  in  addition  to  the  offering  price  set  forth  on  the  cover  page  hereof. 

No  action  has  been  or  will  be  taken  in  any  jurisdiction  that  would  permit  a  public  offering  of  the 
Securities,  or  the  possession,  circulation  or  distribution  of  this  Offering  Circular  or  any  other  material  relating 
to  the  Issuers  or  the  Securities,  in  any  jurisdiction  where  action  for  such  purpose  is  required.  Accordingly, 
the  Securities  may  not  be  offered  or  sold,  directly  or  indirectly,  and  neither  this  Offering  Circular  nor  any  other 
offering  material  or  advertisements  in  connection  with  the  Securities  may  be  distributed  or  published,  in  or 
from  any  country  or  jurisdiction  except  under  circumstances  that  will  result  in  compliance  with  any  applicable 
rules  and  regulations  of  any  such  country  or  jurisdiction. 
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The  Securities  are  a  new  issue  of  securities  with  no  established  trading  market.  The  Issuers  have 
been  advised  by  the  Initial  Purchaser  that  the  Initial  Purchaser  intends  to  make  a  market  in  the  Securities  but 
the  Initial  Purchaser  is  not  obligated  to  do  so  and  may  discontinue  market  making  at  any  time  without  notice. 
No  assurance  can  be  given  as  to  the  liquidity  of  the  trading  market  for  the  Securities.  See  "Risk  Factors- 
Certain  Conflicts  of  Interest". 

Material  portions  of  certain  Classes  of  Securities  may  be  purchased  by  other  structured  vehicles, 
which  may  result  in  less  liquidity  in  such  Classes  in  the  secondary  market. 

Application  has  been  made  to  the  Irish  Financial  Services  Regulatory  Authority,  as  competent 
authority  under  Directive  2003/71/EC,  for  this  Offering  Circular  to  be  approved.  Application  has  been  made 
to  the  Irish  Stock  Exchange  for  the  Securities  to  be  admitted  to  the  Official  List  and  to  trading  on  its  regulated 
market.  There  can  be  no  assurance  that  such  listing  will  be  approved  or  maintained. 

The  Issuers  have  agreed  to  indemnify  the  Initial  Purchaser,  the  Collateral  Manager,  the  Administrator 
and  the  Trustee  against  certain  liabilities,  including,  but  not  limited  to,  liabilities  under  the  Securities  Act,  or  to 
contribute  to  payments  they  may  be  required  to  make  in  respect  thereof.    In  addition,  the  Issuers  have 

nnrAorl  ♦/%   roimknivo  tha    Ini+iol   Dii^hoeor  fr\r  narl<sin  rvf  i+o   ovnoneoc 

LEGAL  MATTERS 

Certain  legal  matters  will  be  passed  upon  for  the  Issuers  and  the  Initial  Purchaser  by  McKee  Nelson 
LLP,  New  York,  New  York.  Certain  matters  with  respect  to  Cayman  Islands  corporate  law  and  tax  law  will  be 
passed  upon  for  the  Issuer  by  Maples  and  Calder.  Certain  legal  matters  will  be  passed  upon  for  the 
Collateral  Manager  by  Sidley  Austin  LLP,  New  York,  New  York. 
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GLOSSARY  OF  DEFINED  TERMS 

"Accredited  Investor":  An  "accredited  investor"  as  defined  in  Regulation  D. 

"Accrued  Interest  Collateral  Obligation":  Any  Collateral  Obligation  whose  sale  price  customarily 
includes  accrued  but  unpaid  interest. 

"Accumulation  Period":  The  period  prior  to  the  Closing  Date  during  which  the  Issuer  acquires 
Collateral  Obligations. 

"Additional  Issuance  Date":  In  respect  of  each  subclass  of  additional  Subordinated  Securities  as 
set  forth  under  "Description  of  the  Securities— The  Indenture— Additional  Issuance",  the  date  on  which  such 
subclass  of  Subordinated  Securities  is  issued. 

"Administrative  Expenses":  Amounts  (other  than  any  Reserved  Expenses)  due  or  accrued  with 
respect  to  any  Payment  Date  to: 

($  the  Trustee  pursuant  to  the  Indenture- 

(ii)         the  Collateral  Administrator  under  the  Collateral  Administration  Agreement; 

(iii)  any  fees,  costs,  or  expenses  (including  without  limitation,  any  indemnity  payments  but 
excluding  the  Collateral  Management  Fee)  under  the  Collateral  Management  Agreement; 

(iv)  the  Independent  accountants,  agents  and  counsel  of  the  Issuers  for  fees,  including  retainers, 
and  expenses; 

(v)  the  Rating  Agencies  for  fees  and  expenses  in  connection  with  rating  the  Secured  Notes,  for 
conducting  on-going  surveillance  of  the  Secured  Note  ratings,  and  for  providing  and 
maintaining  credit  estimates  for  certain  Collateral  Obligations  included  in  the  Collateral 
Portfolio; 

(vi)        the  Irish  Paying  Agent  under  the  Irish  Paying  Agency  Agreement; 

(vii)  any  other  Person  in  respect  of  any  governmental  fee,  including  all  filing,  registration  and 
annual  return  fees  payable  to  the  Cayman  Islands  government  and  registered  office  fees, 
charges  or  taxes  (other  than  withholding  taxes); 

(viii)  without  duplication,  any  Person  in  respect  of  any  other  reasonable  fees  or  expenses  of  the 
Issuer  (including  in  respect  of  any  indemnity  obligations,  if  applicable)  not  prohibited  under 
the  Indenture  (including,  without  limitation,  any  monies  owed  to  the  Administrator  under  the 
Administration  Agreement)  and  any  reports  and  documents  delivered  pursuant  to  or  in 
connection  with  the  Indenture  and  the  Securities; 

(ix)  any  fees,  costs  or  expenses  (including,  without  limitation,  any  indemnity  payments)  in 
connection  with  any  Securities  Lending  Agreement;  and 

(x)  any  fees,  costs  or  expenses  (including,  without  limitation,  any  indemnity  payments,  but 
excluding  any  Hedge  Payment  Amount  or  any  applicable  termination  payments)  in 
connection  with  any  Hedge  Agreement. 

"Affiliate"  or  "Affiliated":  With  respect  to  a  Person,  (i)  any  other  Person  who,  directly  or  indirectly,  is 
in  control  of,  or  controlled  by,  or  is  under  common  control  with,  such  Person  or  (ii)  any  other  Person  who  is  a 
director,  officer  or  employee  (a)  of  such  Person,  (b)  of  any  subsidiary  or  parent  company  of  such  Person  or 
(c)  of  any  Person  described  in  subclause  (i)  above.  For  purposes  of  this  definition,  control  of  a  Person  shall 
mean  the  power,  direct  or  indirect,  (0  to  vote  more  than  50%  of  the  securities  having  ordinary  voting  power 
for  the  election  of  directors  of  any  such  Person  or  (ii)  to  direct  or  cause  the  direction  of  the  management  and 
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policies  of  such  Person  whether  by  contract  or  otherwise.  With  respect  to  the  Issuers,  this  definition  shall 
exclude  the  Administrator,  its  Affiliates  and  any  other  special  purpose  vehicle  to  which  the  Administrator  is  or 
will  be  providing  administrative  services  and/or  acting  as  Share  Trustee,  as  a  result  solely  of  the 
Administrator  acting  in  such  capacity  or  capacities. 

"Aggregate  Funded  Spread":  As  of  any  date  of  determination,  the  sum  of  the  products  obtained  by 
multiplying  (as  applicable): 

(i)  (a)     in  the  case  of  each  Floating  Rate  Collateral  Obligation  (excluding  any  Defaulted 

Obligation  and  any  Deferrable  Interest  Obligation  to  the  extent  of  any  non-cash  interest  and  the  unfunded 
portion  of  any  Revolving  Credit  Facility  or  Delayed  Funding  Term  Loan)  that  bears  interest  at  a  spread  over  a 
London  interbank  offered  rate-based  index,  the  stated  interest  rate  spread  on  such  Floating  Rate  Collateral 
Obligation  above  such  index; 

(b)  in  the  case  of  each  Floating  Rate  Collateral  Obligation  (excluding  any  Defaulted  Obligation 
and  any  Deferrable  Interest  Obligation  to  the  extent  of  any  non  cash  interest  and  the  unfunded  portion  of  any 
Revolving  Credit  Facility  or  Delayed  Funding  Term  Loan)  that  bears  interest  at  a  spread  over  an  index  other 
than  a  London  interbank  offered  rate  based  index,  the  excess  of  the  sum  of  such  spread  and  such  index  then 
in  effect  as  of  such  date  over  LIBOR  calculated  with  respect  to  the  Secured  Notes  then  in  effect  as  of  such 
date;  and 

(c)  in  the  case  of  each  Fixed  Rate  Collateral  Obligation  (excluding  any  Defaulted  Obligation  and 
any  Deferrable  Interest  Obligation  to  the  extent  of  any  non  cash  interest  and  the  unfunded  portion  of  any 
Revolving  Credit  Facility  or  Delayed  Funding  Term  Loan),  the  excess  of  the  coupon  rate  on  such  Fixed  Rate 
Collateral  Obligation  above  LIBOR  calculated  with  respect  to  the  Secured  Notes  then  in  effect  as  of  such 
date  (which  spread  or  excess  in  the  case  of  clause  (b)  or  (c)  may  be  expressed  as  a  negative  percentage); 
by 

(ii)  the  Aggregate  Principal  Amount  of  each  such  Collateral  Obligation  that  is  not  a  Revolving 
Credit  Facility  or  Delayed  Funding  Term  Loan  and  the  funded  portion  of  each  such  Revolving  Credit  Facility 
or  Delayed  Funding  Term  Loan,  in  each  case  as  of  such  date. 

"Aggregate  Interest  Reserve  Distribution  Amount":  With  respect  to  any  Payment  Date,  the  sum 
of  all  Interest  Reserve  Distribution  Amounts  as  of  such  Payment  Date;  provided  that  the  Aggregate  Interest 
Reserve  Distribution  Amount  on  any  Payment  Date  shall  not  exceed  the  Interest  Reserve  Amount  as  of  such 
Payment  Date. 

"Aggregate  Outstanding  Amount":  When  used  with  respect  to  any  or  all  of  the  Securities,  (i)  the 
aggregate  principal  or  notional  amount  of  such  Securities  Outstanding  on  the  date  of  determination  plus  (ii)  in 
the  case  of  the  Class  C  Notes,  the  Class  D  Notes  and  the  Class  E  Notes,  for  purposes  other  than 
determining  whether  a  sufficient  principal  amount  of  the  Class  C  Notes,  the  Class  D  Notes  or  the  Class  E 
Notes  has  voted  with  respect  to  matters  relating  to  the  Indenture  or  the  Collateral  Management  Agreement, 
any  related  Deferred  Interest. 

"Aggregate  Principal  Amount":  When  used  with  respect  to  any  or  all  of  the  Collateral  Obligations, 
Eligible  Investments  or  cash,  the  aggregate  of  the  Principal  Balances  of  such  Collateral  Obligations,  Eligible 
Investments  or  cash  on  the  date  of  determination. 

"Aggregate  Underlying  Undrawn  Amount":  At  any  time  of  determination,  the  unfunded  portion  of 
ail  Revolving  Credit  Facilities  and  Delayed  Funding  Term  Loans  held  by  the  Issuer  at  such  time. 

"Aggregate  Unfunded  Spread":  .  As_  of  any  date,  of  determination,  the  products  obtained  by 
multiplying  (i)  for  each  Revolving  Credit  Facility  or  Delayed  Funding  Term  Loan  (other  than  a  Revolving 
Credit  Facility  or  Delayed  Funding  Term  Loan  that  is  a  Defaulted  Obligation),  the  commitment  fee  and/or 
facility  fee  then  in  effect  as  of  such  date  and  (ii)  the  undrawn  commitments  of  each  such  Revolving  Credit 
Facility  or  Delayed  Funding  Term  Loan  as  of  such  date. 
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"Applicable  Period":  For  the  first  Interest  Accrual  Period,  the  period  from  and  including  the  Closing 
Date  to  but  excluding  the  first  Scheduled  Payment  Date  and  for  each  Interest  Accrual  Period  thereafter,  three 
months  (except  with  respect  to  the  last  Applicable  Period,  the  period  from  and  including  the  immediately 
preceding  Scheduled  Payment  Date  to  but  excluding  the  Stated  Maturity  or  the  Redemption  Date,  as 
applicable). 

"Assignment":  An  interest  in  a  loan  acquired  directly  by  way  of  sale  or  assignment. 

"Bank":  The  Bank  of  New  York  Trust  Company,  National  Association,  a  limited  purpose  national 
banking  association  with  trust  powers,  but  in  its  individual  capacity  and  not  as  Trustee,  and  any  successor 
thereto. 

"Bankruptcy  Code":  The  United  States  Bankruptcy  Code,  as  set  forth  in  Title  11  of  the  United 
States  Code,  as  amended. 

"Bivariate  Risk  Obligation":  (i)  A  Collateral  Obligation  that  is  loaned  pursuant  to  a  Securities 
Lending  Agreement,  (ii)  a  Synthetic  Security,  (iii)  a  Participation  or  (iv)  an  obligation  of  a  Non-U.S.  Obligor 
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S&P. 

"Business  Day":  Any  day  other  than  (i)  Saturday  or  Sunday  or  (ii)  a  day  on  which  commercial 
banking  institutions  are  authorized  by  law,  regulation  or  executive  order  to  close  in  (a)  New  York,  New  York, 
(b)  Houston,  Texas,  (c)  solely  with  respect  to  the  calculation  of  LIBOR,  London,  England,  and  (d)  with 
respect  to  matters  relating  solely  to  the  Irish  Stock  Exchange,  Dublin,  Ireland. 

"Caa/CCC  Collateral  Obligation":  Any  Collateral  Obligations  with  a  Moody's  Default  Probability 
Rating  of  "Caa1"  or  lower  or  with  an  S&P  Rating  of  "CCC+"  or  lower;  it  being  understood  and  agreed  that, 
notwithstanding  any  provision  of  the  Indenture,  the  foregoing  definition  of  "Caa/CCC  Collateral  Obligation" 
shall  specifically  exclude  any  Defaulted  Obligation  or  Discount  Collateral  Obligation. 

"CDO  Security":  Any  collateralized  debt  obligation  (cashflow  or  synthetic  or  a  combination  thereof), 
whose  underlying  coliaterai  consists  primarily  of  bank  loans  or  any  other  similar  conaterai. 

"Class":  All  of  the  Securities  having  the  same  priority  and  the  same  Stated  Maturity. 

"Class  A  Break-even  Default  Rate":  As  of  any  Measurement  Date,  the  maximum  percentage  of 
defaults  which  the  Current  Portfolio  or  the  Proposed  Portfolio,  as  applicable,  can  sustain,  as  determined 
through  application  by  the  Collateral  Manager  of  the  S&P  CDO  Monitor,  which,  after  giving  effect  to  S&P's 
assumptions  on  recoveries  on  defaulted  securities  and  timing  of  such  recoveries  and  to  the  Priority  of 
Payments,  will  result  in  sufficient  funds  remaining  for  the  payment  of  the  Class  A  Notes  in  full  by  their  Stated 
Maturity  and  the  timely  payment  of  interest  on  the  Class  A  Notes. 

"Class  A  Interest  Distribution  Amount":  With  respect  to  any  Payment  Date,  an  amount  equal  to 
the  sum  of: 

(a)  the  aggregate  amount  of  interest  accrued,  at  the  applicable  Note  Interest  Rate,  during  the 
related  Interest  Accrual  Period  on  the  Aggregate  Outstanding  Amount  of  the  Class  A  Notes 
as  of  the  first  day  of  such  Interest  Accrual  Period; 

(b)  to  the  extent  lawful  and  enforceable,  the  aggregate  amount  of  interest  accrued,  at  the 
applicable  Note  Interest  Rate,  during  the  related  Interest  Accrual  Period,  on  any  unpaid 
Defaulted  Interest  relating  to  the  Class  A  Notes;  and 

(c)  any  unpaid  Defaulted  Interest  relating  to  the  Class  A  Notes. 

"Class  A  Loss  Differential":  As  of  any  Measurement  Date,  the  rate  calculated  by  subtracting  the 
Class  A  Scenario  Default  Rate  at  such  time  from  the  Class  A  Break-even  Default  Rate  at  such  time. 
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"Class  A  Note  Interest  Amount":  As  to  each  Interest  Accrual  Period,  the  amount  of  interest  for 
such  Interest  Accrual  Period  payable  in  respect  of  each  $1 ,000  principal  amount  of  the  Class  A  Notes. 

"Class  A  Notes":  The  Class  A  Floating  Rate  Notes  having  the  applicable  Note  Interest  Rate  and 
Stated  Maturity  as  set  forth  under  "Summary— The  Offering— Securities  Issued,"  including  any  additional 
Class  A  Notes  issued  as  set  forth  under  "Description  of  the  Securities— The  Indenture— Additional  Issuance". 

"Class  A  Par  Value  Ratio":  On  any  Measurement  Date,  the  Par  Value  Ratio  as  calculated  with 
respect  to  the  Class  A  Notes. 

"Class  A  Scenario  Default  Rate":  As  of  any  Measurement  Date,  an  estimate  of  the  cumulative 
default  rate  for  the  Current  Portfolio  or  the  Proposed  Portfolio,  as  applicable,  consistent  with  a  rating  of  "AAA" 
by  S&P  as  determined  by  application  of  the  S&P  CDO  Monitor  at  such  time. 

"Class  A/B  Interest  Coverage  Ratio":  On  the  Second  Determination  Date  and  any  subsequent 
Measurement  Date,  the  Interest  Coverage  Ratio  as  calculated  with  respect  to  the  Class  A  Notes  and  the 
Class  B  Notes. 

"Class  A/B  Interest  Coverage  Test":  A  test  satisfied  as  of  the  Second  Determination  Date  and  any 
subsequent  Measurement  Date  if  the  Class  A/B  Interest  Coverage  Ratio  is  equal  to  or  greater  than  the 
applicable  amount  set  forth  under  "Summary— The  Offering— Coverage  Tests  and  the  Reinvestment  Test". 

"Class  A/B  Par  Value  Ratio":  On  any  Measurement  Date,  the  Par  Value  Ratio  as  calculated  with 
respect  to  the  Class  A  Notes  and  the  Class  B  Notes. 

"Class  A/B  Par  Value  Test":  A  test  satisfied  as  of  the  Effective  Date  and  any  subsequent 
Measurement  Date  if  the  Class  A/B  Par  Value  Ratio  is  equal  to  or  greater  than  the  applicable  amount  set 
forth  under  "Summary— The  Offering— Coverage  Tests  and  the  Reinvestment  Test". 

"Class  B  Break-even  Default  Rate":  As  of  any  Measurement  Date,  the  maximum  percentage  of 
defaults  which  the  Current  Portfolio  or  the  Proposed  Portfolio,  as  applicable,  can  sustain,  as  determined 
through  appiication  by  the  Coiiaterai  Manager  of  the  S&P  CDO  Monitor,  which,  after  giving  effect  to  S&P's 
assumptions  on  recoveries  on  defaulted  securities  and  timing  of  such  recoveries  and  to  the  Priority  of 
Payments,  will  result  in  sufficient  funds  remaining  for  the  payment  of  the  Class  B  Notes  in  full  by  their  Stated 
Maturity  and  the  timely  payment  of  interest  on  the  Class  B  Notes. 

"Class  B  Interest  Distribution  Amount":  With  respect  to  any  Payment  Date,  an  amount  equal  to 
the  sum  of: 

(a)  the  aggregate  amount  of  interest  accrued,  at  the  applicable  Note  Interest  Rate,  during  the 
related  Interest  Accrual  Period  on  the  Aggregate  Outstanding  Amount  of  the  Class  B  Notes 
as  of  the  first  day  of  such  Interest  Accrual  Period; 

(b)  to  the  extent  lawful  and  enforceable,  the  aggregate  amount  of  interest  accrued,  at  the 
applicable  Note  Interest  Rate,  during  the  related  Interest  Accrual  Period,  on  any  unpaid 
Defaulted  Interest  relating  to  the  Class  B  Notes;  and 

(c)  any  unpaid  Defaulted  Interest  relating  to  the  Class  B  Notes. 

"Class  B  Loss  Differential":  As  of  any  Measurement  Date,  the  rate  calculated  by  subtracting  the 
Class  B  Scenario  Default  Rate  at  such  time  from  the  Class  B  Break-even  Default  Rate  at  such  time. 

"Class  B  Note  Interest  Amount":  As  to  each  Interest  Accrual  Period,  the  amount  of  interest  for 
such  Interest  Accrual  Period  payable  in  respect  of  each  $1,000  principal  amount  of  the  Class  B  Notes. 
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"Class  B  Notes":  The  Class  B  Floating  Rate  Notes  having  the  applicable  Note  Interest  Rate  and 
Stated  Maturity  as  set  forth  under  "Summary— The  Offering — Securities  Issued,"  including  any  additional 
Class  B  Notes  issued  as  set  forth  under  "Description  of  the  Securities— The  Indenture — Additional  Issuance". 

"Class  B  Scenario  Default  Rate":  As  of  any  Measurement  Date  an  estimate  of  the  cumulative 
default  rate  for  the  Current  Portfolio  or  the  Proposed  Portfolio,  as  applicable,  consistent  with  a  rating  of  "AA" 
by  S&P  as  determined  by  application  of  the  S&P  CDO  Monitor  at  such  time. 

"Class  C  Break-even  Default  Rate":  As  of  any  Measurement  Date,  the  maximum  percentage  of 
defaults  which  the  Current  Portfolio  or  the  Proposed  Portfolio,  as  applicable,  can  sustain,  as  determined 
through  application  by  the  Collateral  Manager  of  the  S&P  CDO  Monitor,  which,  after  giving  effect  to  S&P's 
assumptions  on  recoveries  on  defaulted  securities  and  timing  of  such  recoveries  and  to  the  Priority  of 
Payments,  will  result  in  sufficient  funds  remaining  for  the  payment  of  the  Class  C  Notes  in  full  by  their  Stated 
Maturity  and  the  ultimate  payment  of  interest  on  the  Class  C  Notes. 

"Class  C  Interest  Coverage  Ratio":  On  the  Second  Determination  Date  and  any  subsequent 
Measurement  Date,  the  Interest  Coverage  Ratio  as  calculated  with  respect  to  the  Class  C  Notes. 

"Class  C  Interest  Coverage  Test":  A  test  satisfied  as  of  the  Second  Determination  Date  and  any 
subsequent  Measurement  Date  if  the  Class  C  Interest  Coverage  Ratio  is  equal  to  or  greater  than  the 
applicable  amount  set  forth  under  "Summary— The  Offering — Coverage  Tests  and  the  Reinvestment  Test". 

"Class  C  Interest  Distribution  Amount":  With  respect  to  any  Payment  Date,  an  amount  equal  to 
the  sum  of: 

(a)  the  aggregate  amount  of  interest  accrued,  at  the  applicable  Note  Interest  Rate,  during  the 
related  Interest  Accrual  Period  on  the  Aggregate  Outstanding  Amount  of  the  Class  C  Notes 
as  of  the  first  day  of  such  Interest  Accrual  Period; 

(b)  any  Deferred  Interest  relating  to  the  Class  C  Notes; 

(c)  to  the  extent  lawful  and  enforceable,  the  aggregate  amount  of  interest  accrued,  at  the 
applicable  Note  Interest  Rate,  during  the  related  Interest  Accrual  Period,  on  any  unpaid 
Defaulted  Interest  relating  to  the  Class  C  Notes;  and 

(d)  any  unpaid  Defaulted  Interest  relating  to  the  Class  C  Notes. 

"Class  C  Loss  Differential":  As  of  any  Measurement  Date,  the  rate  calculated  by  subtracting  the 
Class  C  Scenario  Default  Rate  at  such  time  from  the  Class  C  Break-even  Default  Rate  at  such  time. 

"Class  C  Note  Interest  Amount":  As  to  each  Interest  Accrual  Period,  the  amount  of  interest  for 
such  Interest  Accrual  Period  payable  in  respect  of  each  $1 ,000  principal  amount  of  the  Class  C  Notes. 

"Class  C  Notes":  The  Class  C  Deferrable  Floating  Rate  Notes  having  the  applicable  Note  Interest 
Rate  and  Stated  Maturity  as  set  forth  under  "Summary— The  Offering — Securities  Issued,"  including  any 
additional  Class  C  Notes  issued  as  set  forth  under  "Description  of  the  Securities— The  Indenture— Additional 
Issuance". 

"Class  C  Par  Value  Ratio":  On  any  Measurement  Date,  the  Par  Value  Ratio  as  calculated  with 
respect  to  the  Class  C  Notes. 

"Class  C -Par  Value  Test":     A  test  satisfied  as  of  the  Effective  Date  and  any  subsequent    , 
Measurement  Date  if  the  Class  C  Par  Value  Ratio  is  equal  to  or  greater  than  the  applicable  amount  set  forth 
under  "Summary — The  Offering — Coverage  Tests  and  the  Reinvestment  Test". 
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"Class  C  Scenario  Default  Rate":  As  of  any  Measurement  Date  an  estimate  of  the  cumulative 
default  rate  for  the  Current  Portfolio  or  the  Proposed  Portfolio,  as  applicable,  consistent  with  a  rating  of  "A"  by 
S&P  as  determined  by  application  of  the  S&P  CDO  Monitor  at  such  time. 

"Class  D  Break-even  Default  Rate":  As  of  any  Measurement  Date,  the  maximum  percentage  of 
defaults  which  the  Current  Portfolio  or  the  Proposed  Portfolio,  as  applicable,  can  sustain,  as  determined 
through  application  by  the  Collateral  Manager  of  the  S&P  CDO  Monitor,  which,  after  giving  effect  to  S&P's 
assumptions  on  recoveries  on  defaulted  securities  and  timing  of  such  recoveries  and  to  the  Priority  of 
Payments,  will  result  in  sufficient  funds  remaining  for  the  payment  of  the  Class  D  Notes  in  full  by  their  Stated 
Maturity  and  the  ultimate  payment  of  interest  on  the  Class  D  Notes. 

"Class  D  Interest  Coverage  Ratio":  On  the  Second  Determination  Date  and  any  subsequent 
Measurement  Date,  the  Interest  Coverage  Ratio  as  calculated  with  respect  to  the  Class  D  Notes. 

"Class  D  Interest  Coverage  Test":  A  test  satisfied  as  of  the  Second  Determination  Date  and  any 
subsequent  Measurement  Date  if  the  Class  D  Interest  Coverage  Ratio  is  equal  to  or  greater  than  the 
applicable  amount  set  forth  under  "Summary— The  Offering— Coverage  Tests  and  the  Reinvestment  Test". 

"Class  D  Interest  Distribution  Amount":  With  respect  to  any  Payment  Date,  an  amount  equal  to 
the  sum  of: 

(a)  the  aggregate  amount  of  interest  accrued,  at  the  applicable  Note  Interest  Rate,  during  the 
related  Interest  Accrual  Period  on  the  Aggregate  Outstanding  Amount  of  the  Class  D  Notes 
as  of  the  first  day  of  such  Interest  Accrual  Period; 

(b)  any  Deferred  Interest  relating  to  the  Class  D  Notes; 

(c)  to  the  extent  lawful  and  enforceable,  the  aggregate  amount  of  interest  accrued,  at  the 
applicable  Note  Interest  Rate,  during  the  related  Interest  Accrual  Period,  on  any  unpaid 
Defaulted  Interest  relating  to  the  Class  D  Notes;  and 

(d)  any  unpaid  Defaulted  interest  relating  to  i'ne  Ciass  D  Noies. 

"Class  D  Loss  Differential":  As  of  any  Measurement  Date,  the  rate  calculated  by  subtracting  the 
Class  D  Scenario  Default  Rate  at  such  time  from  the  Class  D  Break-even  Default  Rate  at  such  time. 

"Class  D  Note  Interest  Amount":  As  to  each  Interest  Accrual  Period,  the  amount  of  interest  for 
such  Interest  Accrual  Period  payable  in  respect  of  each  $1 ,000  principal  amount  of  the  Class  D  Notes. 

"Class  D  Notes":  The  Class  D  Deferrable  Floating  Rate  Notes  having  the  applicable  Note  Interest 
Rate  and  Stated  Maturity  as  set  forth  under  "Summary— The  Offering— Securities  Issued,"  including  any 
additional  Class  D  Notes  issued  as  set  forth  under  "Description  of  the  Securities— The  Indenture— Additional 
Issuance". 

"Class  D  Par  Value  Ratio":  On  any  Measurement  Date,  the  Par  Value  Ratio  as  calculated  with 
respect  to  the  Class  D  Notes. 

"Class  D  Par  Value  Test":  A  test  satisfied  as  of  the  Effective  Date  and  any  subsequent 
Measurement  Date  if  the  Class  D  Par  Value  Ratio  is  equal  to  or  greater  than  the  applicable  amount  set  forth 
under  "Summary— The  Offering— Coverage  Tests  and  the  Reinvestment  Test". 

"Class  D  Scenario  Default  Rate":  As  of  any  Measurement  Date,  an  estimate- of  the  cumulative 
default  rate  for  the  Current  Portfolio  or  the  Proposed  Portfolio,  as  applicable,  consistent  with  a  rating  of  "BBB" 
by  S&P  as  determined  by  application  of  the  S&P  CDO  Monitor  at  such  time. 
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"Class  E  Break-even  Default  Rate":  As  of  any  Measurement  Date,  the  maximum  percentage  of 
defaults  which  the  Current  Portfolio  or  the  Proposed  Portfolio,  as  applicable,  can  sustain,  as  determined 
through  application  by  the  Collateral  Manager  of  the  S&P  CDO  Monitor,  which,  after  giving  effect  to  S&P's 
assumptions  on  recoveries  on  defaulted  securities  and  timing  of  such  recoveries  and  to  the  Priority  of 
Payments,  will  result  in  sufficient  funds  remaining  for  the  payment  of  the  Class  E  Notes  in  full  by  their  Stated 
Maturity  and  the  ultimate  payment  of  interest  on  the  Class  E  Notes. 

"Class  E  Interest  Distribution  Amount":  With  respect  to  any  Payment  Date,  an  amount  equal  to 
the  sum  of: 

(a)  the  aggregate  amount  of  interest  accrued,  at  the  applicable  Note  Interest  Rate,  during  the 
related  Interest  Accrual  Period  on  the  Aggregate  Outstanding  Amount  of  the  Class  E  Notes 
as  of  the  first  day  of  such  Interest  Accrual  Period; 

(b)  any  Deferred  Interest  relating  to  the  Class  E  Notes; 

(c)  to  the  extent  lawful  and  enforceable,  the  aggregate  amount  of  interest  accrued,  at  the 
applicable  Note  Interest  Rate,  during  the  related  Interest  Accrual  Period,  on  any  unpaid 
Defaulted  Interest  relating  to  the  Class  E  Notes;  and 

(d)  any  unpaid  Defaulted  Interest  relating  to  the  Class  E  Notes. 

"Class  E  Loss  Differential":  As  of  any  Measurement  Date,  the  rate  calculated  by  subtracting  the 
Class  E  Scenario  Default  Rate  at  such  time  from  the  Class  E  Break-even  Default  Rate  at  such  time. 

"Class  E  Note  Interest  Amount":  As  to  each  Interest  Accrual  Period,  the  amount  of  interest  for 
such  Interest  Accrual  Period  payable  in  respect  of  each  $1,000  principal  amount  of  the  Class  E  Notes. 

"Class  E  Notes":  The  Class  E  Deferrable  Floating  Rate  Notes  having  the  applicable  Note  Interest 
Rate  and  Stated  Maturity  as  set  forth  under  "Summary — The  Offering — Securities  Issued,"  including  any 
additional  Class  E  Notes  issued  as  set  forth  under  "Description  of  the  Securities— The  Indenture— Additional 
Issuance". 

"Class  E  Par  Value  Ratio":  On  any  Measurement  Date,  the  Par  Value  Ratio  as  calculated  with 
respect  to  the  Class  E  Notes. 

"Class  E  Par  Value  Test":  A  test  satisfied  as  of  the  Effective  Date  and  any  subsequent 
Measurement  Date  if  the  Class  E  Par  Value  Ratio  is  equal  to  or  greater  than  the  applicable  amount  set  forth 
under  "Summary — The  Offering — Coverage  Tests  and  the  Reinvestment  Test". 

"Class  E  Scenario  Default  Rate":  As  of  any  Measurement  Date,  an  estimate  of  the  cumulative 
default  rate  for  the  Current  Portfolio  or  the  Proposed  Portfolio,  as  applicable,  consistent  with  a  rating  of  "BB" 
by  S&P  as  determined  by  application  of  the  S&P  CDO  Monitor  at  such  time. 

"Class  S  Break-even  Default  Rate":  As  of  any  Measurement  Date,  the  maximum  percentage  of 
defaults  which  the  Current  Portfolio  or  the  Proposed  Portfolio,  as  applicable,  can  sustain,  as  determined 
through  application  by  the  Collataral  Manager  of  the  S&P  CDO  Monitor,  which,  after  giving  effect  to  S&P's 
assumptions  on  recoveries  on  defaulted  securities  and  timing  of  such  recoveries  and  to  the  Priority  of 
Payments,  will  result  in  sufficient  funds  remaining  for  the  payment  of  the  Class  S  Notes  in  full  by  their  Stated 
Maturity  and  the  timely  payment  of  interest  on  the  Class  S  Notes. 

-  ■•-  "Class  S  Interest  Distribution  Amount":  With  respect  to  any  Payment  Date,  an  amount  equal  to;"  **••■ 

(a)  the  aggregate  amount  of  interest  accrued,  at  the  applicable  Note  Interest  Rate,  during  the 
related  Interest  Accrual  Period  on  the  Aggregate  Outstanding  Amount  of  the  Class  S  Notes 
as  of  the  first  day  of  such  Interest  Accrual  Period; 
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(b)  to  the  extent  lawful  and  enforceable,  the  aggregate  amount  of  interest  accrued,  at  the 
applicable  Note  Interest  Rate,  during  the  related  Interest  Accrual  Period,  on  any  unpaid 
Defaulted  Interest  relating  to  the  Class  S  Notes;  and 

(c)  any  unpaid  Defaulted  Interest  relating  to  the  Class  S  Notes. 

"Class  S  Loss  Differential":  As  of  any  Measurement  Date,  the  rate  calculated  by  subtracting  the 
Class  S  Scenario  Default  Rate  at  such  time  from  the  Class  S  Break-even  Default  Rate  at  such  time. 

"Class  S  Note  Interest  Amount":  As  to  each  Interest  Accrual  Period,  the  amount  of  interest  for  such 
Interest  Accrual  Period  payable  in  respect  of  each  $100,000  principal  amount  of  the  Class  S  Notes. 

"Class  S  Notes":  The  Class  S  Floating  Rate  Notes  having  the  applicable  Note  Interest  Rate  and 
Stated  Maturity  as  set  forth  under  "Summary— The  Offering—  Securities  Issued",  including  any  additional 
such  Class  S  Notes  issued  as  set  forth  under  "Description  of  the  Securities— The  Indenture— Additional 
Issuance". 

"Class  S  Principal  Distribution  Amount":  With  respect  to  any  Payment  Date,  the  amount  set  forth 
on  Annex  I  hereto. 

"Class  S  Scenario  Default  Rate":  As  of  any  Measurement  Date  an  estimate  of  the  cumulative 
default  rate  for  the  Current  Portfolio  or  the  Proposed  Portfolio,  as  applicable,  consistent  with  a  rating  of  "AAA" 
by  S&P  as  determined  by  application  of  the  S&P  CDO  Monitor  at  such  time. 

"Clearstream":  Clearstream  Banking,  societe  anonyme,  a  corporation  organized  under  the  laws  of 
the  Grand  Duchy  of  Luxembourg. 

"Closing  Date":  January  18,  2007. 

"Co-Issued  Notes":  Collectively,  the  Class  S  Notes,  the  Class  A  Notes,  the  Class  B  Notes,  the 
Glass  C  Notes  and  the  Class  D  Notes. 

"Collateral":  All  money,  instruments,  investment  property  and  other  property  and  rights  and  all 
Proceeds  thereof  that  have  been  granted  by  the  Issuer  to  the  Trustee  under  the  Indenture.  For  the 
avoidance  of  doubt,  Collateral  will  not  include  any  Warehouse  Accrued  Interest. 

"Collateral  Account":  The  segregated  trust  account  or  accounts  into  which  the  Issuer  shall,  from 
time  to  time,  deposit  Collateral. 

"Collateral  Administration  Agreement":  An  agreement  dated  as  of  the  Closing  Date,  among  the 
Issuer,  the  Collateral  Manager  and  the  Collateral  Administrator. 

"Collateral  Administrator":  The  Bank,  solely  in  its  capacity  as  Collateral  Administrator  under  the 
Collateral  Administration  Agreement,  until  a  successor  Person  shall  have  become  the  Collateral 
Administrator  pursuant  to  the  applicable  provisions  of  the  Collateral  Administration  Agreement,  and 
thereafter  "Collateral  Administrator"  shall  mean  such  successor  Person. 

"Collateral  Interest  Amount":  As  of  any  date  of  determination,  an  amount,  determined  in 
accordance  with  the  Indenture,  equal  to  (i)  the  aggregate  amount  of  Interest  Proceeds  that  have  been 
received  by  the  Issuer  or  are  expected  by  the  Collateral  Manager  to  be  received  by  the  Issuer  (other  than 
Interest  Proceeds  with  respect  to  Collateral  Obligations  that  pay  interest  less  frequently  than  quarterly)  in 
each  case  during  the  Due  Period  in  which  such  date  of  determination  occurs  plus  (ii)  the  Aggregate  Interest 
Reserve  Distribution  Amount  for  the  immediately  following  Payment  Date,  minus  (iii)  the  amounts  payable  in 
respect  of  subclauses  (i)(a),  (ii),  (iii),  (iv)  and  (v)  of  "Description  of  the  Securities — Priority  of  Payments- 
Interest  Proceeds"  on  the  following  Payment  Date. 
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"Collateral  Management  Agreement":  An  agreement  dated  as  of  the  Closing  Date,  between  the 
Issuer  and  the  Collateral  Manager  relating  to  the  Collateral  Manager's  performance  on  behalf  of  the  Issuer  of 
certain  investment  management  duties  with  respect  to  the  Collateral,  as  amended  from  time  to  time  in 
accordance  with  its  terms  and  the  terms  of  the  Indenture. 

"Collateral  Portfolio":  On  any  date  of  determination,  (0  all  Pledged  Obligations  and  all  cash  held  in 
any  Issuer  Accounts  (excluding  Eligible  Investments  and  cash  constituting  in  each  case  Interest  Proceeds), 
(ii)  after  the  occurrence  of  an  event  of  default,  as  such  term  is  defined  under  a  Securities  Lending 
Agreement,  Securities  Lending  Collateral  deposited  by  the  related  Securities  Lending  Counterparty  in  the 
Securities  Lending  Account  (but  not  to  exceed  the  amount  of  the  Securities  Lending  Counterparty's 
obligations  owed  to  the  Issuer)  and  (iii)  the  amount  by  which  the  amounts  deposited  in  the  Synthetic  Security 
Collateral  Accounts  exceed  the  amounts  owed  by  the  Issuer  to  Synthetic  Security  Counterparties. 

"Controlling  Class":  The  Class  S  Notes  and  the  Class  A  Notes  (voting  together  as  a  single  class), 
until  the  Class  S  Notes  and  the  Class  A  Notes  have  been  paid  in  full,  then  the  Class  B  Notes  until  the  Class 
B  Notes  have  been  paid  in  full,  then  the  Class  C  Notes  until  the  Class  C  Notes  have  been  paid  in  full,  then 
the  Class  D  Notes  until  the  Class  D  Notes  have  been  paid  in  full,  and  then  the  Class  E  Notes  until  the  Class 

c  MMer  howo  honn  noiri  in  full    onH  then  tho  Rirhnrrlinatpd  fiRr.lirities 
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"Corporate  Family  Rating":  With  respect  to  any  Collateral  Obligation  and  the  issuer  or  obligor 
thereof,  (i)  as  of  any  date  of  determination,  the  "corporate  family  rating"  as  published  by  Moody's  as  of  such 
date  of  determination,  if  applicable  and  available;  or  (ii)  if  Moody's  has  not  published  a  "corporate  family 
rating"  for  the  issuer  or  obligor  of  the  Collateral  Obligation  as  of  such  date  of  determination,  but  has 
published  a  "corporate  family  rating"  for  a  parent  company  or  another  affiliate  under  the  management  control 
of  the  entity  to  which  it  is  assigned,  such  rating. 

"Credit  Improved  Criteria":  With  respect  to  any  Collateral  Obligation,  the  occurrence  of  any  of  the 
following: 

(i)  if  such  Collateral  Obligation  has  been  upgraded  or  put  on  a  watch  list  for  possible  upgrade 

above  the  rating  in  effect  on  the  date  on  which  such  Collateral  Obligation  was  purchased  by 

(Ka  IpniQf  kw  orihor  r\f  tho  Datinn  Anonrioc  nr 
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(ii)  if  such  Collateral  Obligation  is  a  Structured  Finance  Security  (a)  it  has  experienced  an 
increase  of  at  least  1 .00%  in  its  par  value  ratio  and  an  increase  of  at  least  5.00%  of  the 
weighted  average  rating  factor  after  the  date  on  which  such  Structured  Finance  Security  was 
purchased  by  the  Issuer  or  (b)  the  issuer  thereof  has  since  first  (1 )  failing  any  of  its  coverage 
tests  (which  failure  must  have  occurred  after  the  date  on  which  such  Structured  Finance 
Security  was  purchased  by  the  Issuer),  begun  passing  all  of  its  coverage  tests  or  (2)  paying 
interest  "in  kind"  (which  payment  "in  kind"  must  have  occurred  after  the  date  on  which  such 
Structured  Finance  Security  was  purchased  by  the  Issuer),  begun  making  interest  payments 
in  cash;  or 

(iii)  if  such  Collateral  Obligation  is  a  Collateral  Obligation  other  than  a  Structured  Finance 
Security,  (X)  in  the  case  of  a  loan,  (1)  the  interest  rate  spread  over  the  applicable  reference 
rate  for  such  Collateral  Obligation  has  been  decreased  since  the  date  of  purchase  by  0.25% 
or  more  due  to  an  improvement  in  the  related  borrower's  financial  ratios  or  financial  results  in 
accordance  with  the  underlying  Collateral  Obligation  or  (2)  the  percentage  change  in  price  of 
such  Collateral  Obligation  during  the  period  from  the  date  on  which  it  was  acquired  by  the 
Issuer  to  the  date  of  determination  is  either  more  positive,  or  less  negative,  as  the  case  may 
be,  than  0.50%  plus  the  percentage  change  in  the  average  price  of,  or  average  price 

specified  in,  an  Eligible  Loan  Index  in  respect  of  the  same,  period  or  (Y)  in  the  case  of  a 

bond,  such  Collateral  Obligation  changed  in  price  during  the  period  from  the  date  on  which  it 
was  purchased  by  the  Issuer  to  the  date  of  determination  by  a  percentage  either  more 
positive,  or  less  negative,  as  the  case  may  be,  than  the  percentage  change  in  the  Merrill 
Lynch  High  Yield  Index,  Bloomberg  ticker  JOAO,  Average  Price  Option  plus  3.00%,  over  the 
same  period. 
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"Credit  Improved  Obligation":  Any  Collateral  Obligation  that  has  significantly  improved  in  credit 
quality  (as  determined  by  the  Collateral  Manager  in  its  sole  judgment,  which  judgment  shall  not  be  subject  to 
question  as  a  result  of  subsequent  events). 

"Credit  Risk  Criteria":  With  respect  to  any  Collateral  Obligation,  the  occurrence  of  any  of  the 
following: 

(i)  if  such  Collateral  Obligation  has  been  downgraded  or  put  on  a  watch  list  for  possible 

downgrade  below  the  rating  in  effect  on  the  date  on  which  such  Collateral  Obligation  was 
purchased  by  the  Issuer  by  either  of  the  Rating  Agencies;  or 

(ii)  if  such  Collateral  Obligation  is  a  Structured  Finance  Security  (a)  it  has  experienced  a 
decrease  of  at  least  1 .00%  in  its  par  value  ratio  and  a  decrease  of  at  least  5.00%  of  the 
weighted  average  rating  factor  after  the  date  on  which  such  Structured  Finance  Security  was 
purchased  by  the  Issuer  or  (b)  the  issuer  thereof  has  since  first  (1)  passing  all  of  its  coverage 
tests  (which  such  issuer  must  have  been  passing  on  the  date  on  which  such  Structured 
Finance  Security  was  purchased  by  the  Issuer),  begun  failing  any  of  its  coverage  tests  or  (2) 
makjrin  interest  nauments  in  cash  'which  navments  in  cash  such  issuer  must  have  been 
making  on  the  date  on  which  such  Structured  Finance  Security  was  purchased  by  the 
Issuer),  begun  paying  interest  "in  kind";  or 

(iii)  if  such  Collateral  Obligation  is  a  Collateral  Obligation  other  than  a  Structured  Finance 
Security,  (X)  in  the  case  of  a  loan,  (1)  the  interest  rate  spread  over  the  applicable  reference 
rate  for  such  Collateral  Obligation  has  been  increased  since  the  date  of  purchase  by  0.25% 
or  more  due  to  a  deterioration  in  the  related  borrower's  financial  ratios  or  financial  results  in 
accordance  with  the  underlying  Collateral  Obligation  or  (2)  the  percentage  change  in  price  of 
such  Collateral  Obligation  during  the  period  from  the  date  on  which  it  was  acquired  by  the 
Issuer  to  the  date  of  determination  is  either  more  negative,  or  less  positive,  as  the  case  may 
be,  than  0.50%  below  the  percentage  change  in  the  average  price  of,  or  average  price 
specified  in,  an  Eligible  Loan  Index  in  respect  of  the  same  period  or  (Y)  in  the  case  of  a 
bond,  such  Collateral  Obligation  changed  in  price  during  the  period  from  the  date  on  which  it 
was  nurchased  bu  the  Issuer  to  the  date  of  determination  b«  a  percentage  either  more 
negative,  or  less  positive,  as  the  case  may  be,  than  the  percentage  change  in  the  Merrill 
Lynch  High  Yield  Index,  Bloomberg  ticker  JOAO,  Average  Price  Option  less  3.00%,  over  the 
same  period. 

"Credit  Risk  Obligation":  Any  Collateral  Obligation  that  has  a  significant  risk  of  declining  in  credit 
quality  or,  with  the  lapse  of  time,  becoming  a  Defaulted  Obligation  (as  determined  by  the  Collateral  Manager 
in  its  sole  judgment,  which  judgment  shall  not  be  subject  to  question  as  a  result  of  subsequent  events). 

"Current  Pay  Obligation":  A  Collateral  Obligation  (other  than  a  DIP  Loan,  a  Structured  Finance 
Security  or  a  Finance  Lease): 

(i)  as  to  which  no  interest  or  principal  payments  are  due  and  unpaid; 

(ii)         that  pays  interest  at  least  quarterly; 

(iii)  that  would  satisfy  subclauses  (ii),  (iii)  or  (iv)  of  the  definition  of  "Defaulted  Obligation" 
(without  giving  effect  to  the  proviso  in  subclauses  (ii),  (iii)  and  (iv)  relating  to  Current  Pay 
Obligations); 

(iv)  that  has  a  rating  of  at  least  "Caa2"  by  Moody's  (if  rated  by  Moody's)  (provided  that  if  such 
rating  is  "Caa2,"  such  rating  must  not  be  on  watch  for  possible  downgrade  by  Moody's);  and 

(v)  if  the  issuer  of  such  Collateral  Obligation  is  subject  to  a  bankruptcy  proceeding,  a  bankruptcy 
court  has  authorized  the  payment  of  interest,  principal  and/or  amounts  that  would  constitute 
adequate  protection  to  the  lender  due  and  payable  on  such  Collateral  Obligation. 

-133- 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-001918367 


Footnote  Exhibits  -  Page  5147 

A  Collateral  Obligation  may  not  be  designated  as  a  Current  Pay  Obligation  if  doing  so  would  cause 
more  than  5.0%  in  Aggregate  Principal  Amount  of  the  Collateral  Portfolio  to  consist  of  Current  Pay 
Obligations.  For  the  avoidance  of  doubt,  as  specified  in  subclause  (viii)  of  the  definition  of  "Defaulted 
Obligation,"  the  portion  of  any  Collateral  Obligation  that  would  otherwise  satisfy  the  definition  of  "Current  Pay 
Obligation"  but  the  inclusion  of  which  would  cause  more  than  5.0%  in  Aggregate  Principal  Amount  of  the 
Collateral  Portfolio  to  consist  of  Current  Pay  Obligations  shall  be  treated  as  a  Defaulted  Obligation. 

"Current  Portfolio":  At  any  time,  the  Collateral  Portfolio  held  by  the  Issuer. 

"Defaulted  Hedge  Termination  Payment":  Any  termination  payment  required  to  be  made  by  the 
Issuer  to  a  Hedge  Counterparty  pursuant  to  a  Hedge  Agreement  as  a  result  of  an  "Event  of  Default"  with 
respect  to  which  the  Hedge  Counterparty  is  the  "Defaulting  Party"  or  a  "Termination  Event"  (other  than 
"Illegality"  or  "Tax  Event")  (each  as  defined  in  the  Hedge  Agreement)  with  respect  to  which  the  Hedge 
Counterparty  is  the  sole  "Affected  Party"  or  with  respect  to  a  termination  resulting  from  a  Downgrade 
Terminating  Event. 

"Defaulted  Interest":  Any  interest  due  and  payable  in  respect  of  any  Class  A  Note  or  Class  B  Note 
(or  in  respeci  of  any  Class  C  Note  after  the  Class  A  Notes  and  the  Class  5  Notes  have  been  paid  in  full,  or  in 
respect  of  any  Class  D  Note,  after  the  Class  A  Notes,  the  Class  B  Notes  and  the  Class  C  Notes  have  been 
paid  in  full,  or  in  respect  of  any  Class  E  Note,  after  the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C  Notes 
and  the  Class  D  Notes  have  been  paid  in  full),  which  is  not  punctually  paid  or  duly  provided  for  on  the 
applicable  Payment  Date  or  at  the  Stated  Maturity,  as  the  case  may  be. 

"Defaulted  Obligation":  Any  Collateral  Obligation  shall  constitute  a  "Defaulted  Obligation"  if: 

(i)  there  has  occurred  and  is  continuing,  (x)  without  regard  to  any  waiver,  for  the  lesser  of  five 

Business  Days  and  any  applicable  grace  period  (as  the  case  may  be,  the  "Cure  Period")  a 
default  with  respect  to  the  payment  of  interest  or  principal  or  (y)  any  other  default  under  the 
related  underlying  instrument  in  respect  of  such  Collateral  Obligation  and  an  acceleration  of 
such  Collateral  Obligation  by  the  holders  thereof;  provided,  however,  that,  (A)  for  purposes 
of  clause  (x)  above,  a  Collateral  Obligation  shall  constitute  a  Defaulted  Obligation  only  until 
such  defauii  has  been  cured  or  the  existence  of  such  default  has  been  eliminated  in 
connection  with  a  restructuring  and  a  Cure  Period  shall  only  be  available  if  the  Collateral 
Manager  has  certified  to  the  Trustee  in  writing  that,  in  the  judgment  of  the  Collateral 
Manager,  such  default  resulted  from  non-credit  related  causes  and  (B)  for  purposes  of 
clause  (y)  above,  a  Collateral  Obligation  shall  constitute  a  Defaulted  Obligation  only  until 
such  default  has  been  cured  or  waived; 

(ii)  (x)  any  bankruptcy,  insolvency  or  receivership  proceeding  has  been  initiated  in  connection 
with  the  issuer  of  such  Collateral  Obligation  and  is  unstayed  and  undismissed;  provided  that 
if  such  proceeding  is  an  involuntary  proceeding,  the  condition  of  this  subclause  (ii)(x)  will  not 
be  satisfied  until  the  earliest  of  the  following:  (I)  the  issuer  consents  to  such  proceeding,  (II) 
an  order  for  relief  under  the  Bankruptcy  Code,  or  any  substantially  similar  order  under  a 
proceeding  not  taking  place  under  the  Bankruptcy  Code,  has  been  entered,  and  (III)  such 
proceeding  remains  unstayed  and  undismissed  for  90  days;  provided,  further,  that  a  Current 
Pay  Obligation  or  a  DIP  Loan  shall  not  constitute  a  Defaulted  Obligation  under  this 
subclause  (ii)(x)  notwithstanding  such  bankruptcy,  insolvency  or  receivership  proceeding;  or 
(y)  as  to  which  there  has  been  proposed  or  effected  any  distressed  exchange  or  other 
distressed  debt  restructuring  where  the  issuer  of  such  Collateral  Obligation  has  offered  the 
debt  holders  a  new  security  or  package  of  securities  that,  in  the  judgment  of  the  Collateral 
Manager,  amounts  to  a  diminished  financial  obligation;  provided  that  a  Collateral  Obligation 
that  was  determined  to  be  a  Defaulted  Obligation  pursuant  to  this  subclause  (ii)(y),  shall  not 
be  considered  to  be  a  Defaulted  Obligation  if,  as  a  result  of  subsequent  events,  the  new 
security  or  package  of  securities  received  in  connection  with  any  distressed  exchange  or 
restructuring,  in  the  judgment  of  the  Collateral  Manager,  no  longer  amounts  to  a  diminished 
financial  obligation; 
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(Hi)  the  Collateral  Manager  has  actual  knowledge  that  the  issuer  thereof  is  in  default  as  to 
payment  of  principal  and/or  interest  on  another  obligation  (and  such  default  has  not  been 
cured),  but  only  if  one  of  the  following  conditions  (I)  or  (II)  is  met:  (I)  both  such  other 
obligation  and  the  Collateral  Obligation  are  unsecured  obligations  with  the  same  recourse 
and  the  other  obligation  is  senior  to  or  pari  passu  with  the  Collateral  Obligation  in  right  of 
payment  or  (II)  all  of  the  following  conditions  (A),  (B)  and  (C)  are  satisfied:  (A)  both  such 
other  obligation  and  the  Collateral  Obligation  are  full  recourse  secured  obligations  secured 
by  identical  collateral,  (B)  the  security  interest  securing  the  other  obligation  is  senior  to  or 
pari  passu  with  the  security  interest  securing  the  Collateral  Obligation  and  (C)  the  other 
obligation  is  senior  to  or  pari  passu  with  the  Collateral  Obligation  in  right  of  payment; 
provided  that  a  Collateral  Obligation  shall  not  constitute  a  Defaulted  Obligation  under  this 
subclause  (iii)  if  it  is  a  Current  Pay  Obligation  or  a  DIP  Loan,  as  the  case  may  be; 

(iv)  (1)  such  Collateral  Obligation  (x)  has  been  rated  "D"  or  "SD"  (or,  with  respect  to  a  Collateral 
Obligation  that  is  a  Structured  Finance  Security,  "CC"  or  below)  by  S&P  or  (y)  is  a  Structured 
Finance  Security  rated  "Ca"  or  below  by  Moody's  or  (2)  S&P  has  withdrawn  its  rating  on 
such  Collateral  Obligation  for  negative  credit  related  reason(s)  and  immediately  prior  to  such 
withdrawal  by  SAP,  such  Collateral  Obligation  was  rated  "CC"  or  below  by  S&P;  provided 
that  (A)  a  Collateral  Obligation  shall  not  constitute  a  Defaulted  Obligation  pursuant  to 
subclause  (2)  above  if  the  S&P  Rating  Condition  has  been  satisfied  and  (B)  a  Collateral 
Obligation  shall  not  constitute  a  Defaulted  Obligation  under  this  subclause  (iv)  if  it  is  a 
Current  Pay  Obligation  or  a  DIP  Loan,  as  the  case  may  be; 

(v)  such  Collateral  Obligation  is  a  Synthetic  Security,  and  (1)  there  has  occurred  a  "credit  event" 
(as  such  term  is  defined  in  the  related  Synthetic  Security)  with  respect  to  a  Reference 
Obligation  or  a  Reference  Obligor  specified  in  such  Synthetic  Security,  or  (2)  the  related 
Synthetic  Security  Counterparty  fails  to  make  payments  to  the  Issuer  in  accordance  with  the 
terms  of  such  Synthetic  Security; 

(vi)  such  Collateral  Obligation  is  an  obligation  that  is  delivered  to  the  Issuer  under  a  Synthetic 
Security  that  does  not  satisfy  the  definition  of  "Collateral  Obligation"; 

(vii)  such  Collateral  Obligation  is  a  Participation  and  the  related  Selling  Institution  fails  to  make 
payments  to  the  Issuer  in  accordance  with  the  terms  of  such  Participation;  or 

(viii)  such  Collateral  Obligation  or  the  portion  of  any  such  Collateral  Obligation  that  would 
otherwise  satisfy  the  definition  of  "Current  Pay  Obligation"  but  the  inclusion  of  which  in  the 
definition  of  "Current  Pay  Obligation"  would  cause  more  than  5.0%  in  Aggregate  Principal 
Amount  of  the  Collateral  Portfolio  to  consist  of  Current  Pay  Obligations. 

For  the  avoidance  of  doubt,  the  Collateral  Manager  shall  be  deemed  to  have  knowledge  of  all 
information  of  which  the  analysts  and  portfolio  managers  involved  in  the  management  of  the  Collateral 
Portfolio  under  the  Collateral  Management  Agreement  have  actual  knowledge. 

Notwithstanding  the  foregoing  definition,  the  Collateral  Manager  may  declare  any  Collateral 
Obligation  to  be  a  Defaulted  Obligation  if,  in  the  Collateral  Manager's  sole  judgment,  the  credit  quality  of  the 
issuer  of  such  Collateral  Obligation  (or,  in  the  case  of  a  Synthetic  Security,  the  credit  quality  of  the  Synthetic 
Security  Counterparty  or  Reference  Obligor  with  respect  thereto,  as  applicable)  has  significantly  deteriorated 
such  that  there  is  a  reasonable  expectation  of  payment  default  as  of  the  next  scheduled  payment  date  with 
respect  to  such  Collateral  Obligation;  provided  that  a  Collateral  Obligation  that  has  been  declared  to  be  a 
Defaulted  Obligation  pursuant  to  this  paragraph,  shall  cease  to  be  considered  as  a  Defaulted  Obligation  if,  in 
the  Collateral  Manager's  sole  judgment,  the  circumstances  supporting  such  declaration  no  longer  exist. 

"Deferrable  Interest  Obligation":  Any  Collateral  Obligation  that  is  a  debt  security  or  a  loan 
(including  a  Finance  Lease)  that  is  permitted,  at  the  time  of  its  purchase  or  commitment  to  purchase,  under 
its  terms  in  certain  (but  not  all)  circumstances  to  make  interest  payments  due  thereon,  which  are  otherwise 
payable  in  cash,  on  a  deferred  basis  "in  kind". 
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"Delayed  Funding  Term  Loan":  A  loan  that  requires  one  or  more  future  advances  to  be  made  to 
the  borrower  but  which,  once  all  such  advances  have  been  made,  has  the  characteristics  of  a  term  loan; 
provided  that  such  loan  shall  only  be  considered  a  Delayed  Funding  Term  Loan  for  so  long  as  any  future 
funding  obligations  remain  in  effect  and  only  with  respect  to  any  portion  which  constitutes  a  future  funding 
obligation. 

"Deliverable  Obligation":  A  debt  obligation  or  other  security  that  is  delivered  to  the  Issuer  upon  the 
occurrence  of  certain  "credit  events"  under  a  Synthetic  Security  (if  physical  settlement  is  permitted 
thereunder)  that  satisfies  the  definition  of  "Collateral  Obligation"  at  the  time  it  is  delivered  to  the  Issuer, 
except  that  such  debt  obligation  or  other  security  (f)  may  be  a  Defaulted  Obligation  or  a  Credit  Risk 
Obligation  at  the  time  delivered  to  the  Issuer  and  (ii)  does  not  have  to  satisfy  the  requirements  set  forth  in 
subclause  (ii)  of  the  definition  of  "Collateral  Obligation". 

Notwithstanding  any  provision  to  the  contrary  contained  herein,  the  Issuer  may  accept  the  delivery  of 
a  Deliverable  Obligation  that  does  not  meet  the  requirements  set  forth  in  the  definition  of  "Deliverable 
Obligation"  if  (i)  the  terms  of  the  related  Synthetic  Security  otherwise  satisfy  the  definition  of  "Deliverable 
Obligation"  at  the  time  it  is  purchased  by  or  entered  into  by  the  Issuer  and  (ii)  it  would  be  impractical  or 
impossible  for  the  Synthetic  Security  Counterparty  to  deliver  a  Deliverable  Obligation  that  satisfies  the 
requirements  set  forth  in  the  definition  of  "Deliverable  Obligation"  and  cash  settlement  is  not  permitted; 
provided,  however,  the  Issuer  may  accept  a  Deliverable  Obligation  that  does  not  meet  the  requirements  of 
this  definition  (a  "Substitute  Deliverable  Obligation"),  notwithstanding  the  foregoing,  if  the  Collateral 
Manager  has  obtained  written  advice  of  a  nationally  recognized  tax  counsel  experienced  in  such  matters  that 
the  Issuer's  taking  delivery  of  the  "deliverable  obligation"  will  not  cause  the  Issuer  to  be  treated  as  engaged 
in  a  United  States  trade  or  business  for  U.S.  federal  income  tax  purposes  or  to  otherwise  be  subject  to  tax  on 
a  net  income  basis  and  that  payments  on  such  "deliverable  obligation"  are  not  subject  to  withholding  tax. 
The  Issuer  shall  notify  S&P  of  the  acquisition  of  any  Substitute  Deliverable  Obligation. 

"Determination  Date":  With  respect  to  a  Payment  Date,  the  last  Business  Day  of  the  immediately 
preceding  Due  Period. 

"DIP  Loan":  A  loan  made  to  a  debtor  in  possession  as  described  in  Section  1 107  of  the  Bankruptcy 
Code  (or  a  trustee  if  appointment  of  a  trustee  has  been  ordered)  that  is: 

(i)  paying  interest  on  a  current  basis;  and 

(ii)  approved  by  an  order  of  the  United  States  Bankruptcy  Court,  the  United  States  District  Court 
or  any  other  court  of  competent  jurisdiction,  the  enforceability  of  which  order  is  not  subject  to 
any  pending  contested  matter  or  proceeding,  which  order  must  provide  that: 

(1)  such  loan  is  secured  by  liens  on  the  debtor's  otherwise  unencumbered  assets 
pursuant  to  either  section  364(c)  or  364(d)  (or  any  combination  thereof)  of  the 
Bankruptcy  Code; 

(2)  such  loan  is  secured  by  liens  of  equal  or  senior  priority  on  property  of  the  debtor's 
estate  that  is  otherwise  subject  to  a  lien  pursuant  to  either  section  364(c)  or  364(d) 
(or  any  combination  thereof)  of  the  Bankruptcy  Code; 

(3)  such  loan  is  secured  by  junior  liens  on  the  debtor's  encumbered  assets  and  is  fully 
secured  based  upon  a  current  valuation  or  appraisal  report;  or 

(4)  if  such  loan  or  any  portion  thereof  is  unsecured,  the  repayment  of  such  loan  retains 
priority  over  all  other  administrative  expenses  pursuant  to  either  section  364(c)  or 
364(d)  (or  any  combination  thereof)  of  the  Bankruptcy  Code; 

provided,  however,  that  (a)(i)  such  loan  shall  be  rated  by  S&P  or  S&P  shall  have  provided  in  writing 
an  estimated  rating  of  such  loan  to  the  Issuer,  and  (ii)  such  loan  shall  be  explicitly  rated  by  Moody's  or 
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Moody's  shall  have  provided  in  writing  an  estimated  rating  of  such  loan  to  the  Issuer,  or  (b)  in  either  case,  the 
Collateral  Manager  has  applied  for  such  rating  within  five  Business  Days  of  its  purchase  of  the  loan; 

provided,  further,  that  if  such  loan  or  any  portion  thereof  is  unsecured,  (a)  either  (x)  the  acquisition  of 
such  loan  shall  be  subject  to  the  satisfaction  of  the  Moody's  Rating  Condition  or  (y)  such  loan  must  have  (i)  a 
rating  from  Moody's  of  at  least  "Caa1"  and  a  market  value  of  at  least  80%  of  par  or  (ii)  a  rating  from  Moody's 
of  at  least  "Caa2"  and  a  market  value  of  at  least  85%  of  par  and,  in  the  case  of  any  rating  of  under  this 
clause  (y),  such  rating  must  not  be  on  watch  for  possible  downgrade  by  Moody's,  and  (b)  the  acquisition  of 
such  loan  shall  be  subject  to  the  satisfaction  of  the  S&P  Rating  Condition. 

If  the  DIP  Loan  has  an  S&P  Rating  pursuant  to  (v)(2)(a)  or  (v)(2)(b)  of  the  definition  thereof,  then  the 
Issuer  (or  the  Collateral  Manager  on  behalf  of  the  Issuer),  upon  receipt  thereof,  shall  cause  to  be  forwarded 
to  S&P  any  notice  of  restructuring  or  amendments  relating  to  any  DIP  Loans  held  by  the  Issuer. 

"Discount  Collateral  Obligation":  A  Collateral  Obligation 

(0  that  is  purchased  at  a  price  of  less  than  80%  of  par  if  the  Collateral  Obligation  is  a  loan  and 
has  a  Moody's  Rating  of  "63"  or  higher  (including  a  DIP  Loan  and  a  Synthetic  Security  that 
has  a  Reference  Obligation  that  is  a  loan  that,  at  the  time  of  the  purchase  of  such  Synthetic 
Security,  has  a  Market  Value  of  less  than  80%  of  the  principal  balance  of  the  Reference 
Obligation  as  defined  under  such  Synthetic  Security  and  has  a  Moody's  Rating  of  "B3"  or 
higher); 

(ii)  that  is  purchased  at  a  price  of  less  than  85%  of  par  if  the  Collateral  Obligation  is  a  loan  and 
has  a  Moody's  Rating  of  "Caa1"  or  lower  (including  a  DIP  Loan  and  a  Synthetic  Security  that 
has  a  Reference  Obligation  that  is  a  loan  that,  at  the  time  of  the  purchase  of  such  Synthetic 
Security,  has  a  Market  Value  of  less  than  85%  of  the  principal  balance  of  the  Reference 
Obligation  as  defined  under  such  Synthetic  Security  and  has  a  Moody's  Rating  of  "Caa1"  or 
lower);  or 

(iii)  that  is  purchased  at  a  price  of  less  than  80%  of  par  if  the  Collateral  Obligation  is  not  a  loan 
and  has  a  Moody's  Rating  below  "B3"  (including  a  Synthetic  Security  that  has  a  Reference 
Obligation  that  is  a  bond  that,  at  the  time  of  the  purchase  of  such  Synthetic  Security,  has  a 
Market  Value  of  less  than  80%  of  the  principal  balance  of  the  Reference  Obligation  as 
defined  under  such  Synthetic  Security  and  has  a  Moody's  Rating  below  "B3"); 

(iv)  that  is  purchased  at  a  price  of  less  than  75%  of  par  if  the  Collateral  Obligation  is  not  a  loan 
and  has  a  Moody's  Rating  of  "B3"  or  higher  (including  a  Synthetic  Security  that  has  a 
Reference  Obligation  that  is  a  bond  that,  at  the  time  of  the  purchase  of  such  Synthetic 
Security,  has  a  Market  Value  of  less  than  75%  of  the  principal  balance  of  the  Reference 
Obligation  as  defined  under  such  Synthetic  Security  and  has  a  Moody's  Rating  of  "B3"  or 
higher);  or 

(v)  that  is  purchased  at  a  price  of  less  than  75%  of  par  if  the  Collateral  Obligation  is  a  Structured 
Finance  Security  or  a  Finance  Lease; 

provided,  however,  that  with  respect  to  any  Measurement  Date  on  or  after  the  30th  consecutive  day  on  which 
the  Market  Value  of  a  Discount  Collateral  Obligation  (including  for  the  avoidance  of  doubt,  the  Market  Value 
of  a  Reference  Obligation  with  respect  to  a  Synthetic  Security  that  is  a  Discount  Collateral  Obligation)  has 
been  equal  to  or  greater  than  90%  of  par  (or,  in  the  case  of  a  Synthetic  Security,  the  principal  balance  or 
notional  amount  of  the  Reference  Obligation  as  defined  under  such  Synthetic  Security),  such  Collateral 
Obligation  will  cease  to  be  a  Discount  Collateral  Obligation. 

"Disposition  Proceeds":  Proceeds  received  with  respect  to  sales  of  Collateral  Obligations,  Eligible 
Investments  or  Equity  Securities  and  the  termination  of  any  Hedge  Agreement,  in  each  case,  net  of 
reasonable  out-of-pocket  expenses  and  disposition  costs  in  connection  with  such  sales. 
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"Distribution":  Any  payment  of  principal  or  interest  or  any  dividend,  premium  or  fee  payment  made 
on,  or  any  other  distribution  in  respect  of,  a  security  or  obligation. 

"Diversity  Score":  A  single  number  that  indicates  Collateral  concentration  in  terms  of  both  issuer 
and  industry  concentration.  The  Diversity  Score  for  the  Collateral  Obligations  is  calculated  by  summing  each 
of  the  Industry  Diversity  Scores,  which  are  calculated  as  follows: 

(i)  An  "Obligor  Par  Amount"  is  calculated  for  each  obligor  represented  in  the  Collateral 

Obligations  by  summing  the  Principal  Balance  of  all  Collateral  Obligations  in  the  Collateral 
issued  by  that  obligor. 

(ii)  An  "Average  Par  Amount"  is  calculated  by  summing  the  Obligor  Par  Amounts  and  dividing 
by  the  number  of  obligors  represented. 

(iii)  An  "Equivalent  Unit  Score"  is  calculated  for  each  obligor  by  taking  the  lesser  of  (A)  one  and 
(B)  the  Obligor  Par  Amount  for  each  obligor  divided  by  the  Average  Par  Amount. 

(iv)  An  "Aggregate  Industry  Equivalent  Unit  Score"  is  then  calculated  for  each  of  the  Moody's 
Industry  Category  groups  by  summing  the  Equivalent  Unit  Scores  for  each  obligor  in  the 
industry. 

(v)  An  "Industry  Diversity  Score"  is  then  established  by  reference  to  the  Diversity  Score  Table 
shown  below  for  the  related  Aggregate  Industry  Equivalent  Unit  Score;  provided  that  if  any 
Aggregate  Industry  Equivalent  Unit  Score  falls  between  any  two  such  scores  then  the 
applicable  Industry  Diversity  Score  will  be  the  lower  of  the  two  Industry  Diversity  Scores  in 
the  Diversity  Score  Table. 

For  purposes  of  calculating  the  Diversity  Score,  an  affiliate  of  an  obligor  that  is  in  a  different  industry 
from  such  obligor  shall  be  treated  as  a  separate  obligor  from  such  obligor  if  such  treatment  satisfies  the 
Moody's  Rating  Condition. 

In  the  event  Moody's  modifies  its  industrial  classification  groups,  the  Collateral  Manager  may  elect  to 
have  each  Collateral  Obligation  reallocated  among  such  modified  industrial  classification  groups  for 
purposes  of  determining  the  Industry  Diversity  Score  and  the  Diversity  Score;  provided  that  (i)  the  Collateral 
Manager  shall  have  provided  written  notice  of  such  election  to  Moody's,  the  Trustee  and  the  Collateral 
Administrator  and  (ii)  the  Moody's  Rating  Condition  has  been  satisfied. 

Diversity  Score  Table 


Aggregate 

Industry 

Equivalent 

Unit  Score 

Industry 

Diversity 

Score 

Aggregate 

Industry 

Equivalent 

Unit  Score 

Industry 

Diversity 

Score 

Aggregate 

Industry 

Equivalent 

Unit  Score 

Industry 

Diversity 

Score 

Aggregate 

Industry 

Equivalent 

Unit  Score 

Industry 

Diversity 

Score 

0.0000 

0.0000 

5.0500 

2.7000 

10.1500 

4.0200 

15.2500 

4.5300 

0.0500 

0.1000 

5.1500 

2.7333 

10.2500 

4.0300 

15.3500 

4.5400 

0.1500 

0.2000 

5.2500 

2.7667 

10.3500 

4.0400 

15.4500 

4.5500 

0.2500 

0.3000 

5.3500 

2.8000 

10.4500 

4.0500    . 

15.5500 

4.5600 

0.3500 

0.4000 

5.4500 

2.8333 

10.5500 

4.0600 

15.6500 

4.5700 

0.4500 

0.5000 

5.5500 

2.8667 

10.6500 

4.0700 

15.7500 

4.5800 

0.5500 

0.6000 

5.6500 

2.9000 

10.7500 

4.0800 

15.8500 

4.5900 

0.6500 

0.7000 

5.7500 

2.9333 

10.8500 

4.0900 

15.9500 

4.6000 

0.7500 

0.8000 

5.8500 

2.9667       j 

10.9500 

4.1000 

16.0500 

4.6100 

0.8500 

0.9000 

5.9500 

3.0000 

1 1 .0500 

4.1100 

16.1500 

4.6200 

0.9500 

1.0000 

6.0500 

3.0250 

11.1500 

4.1200 

16.2500 

4.6300 

1.0500 

1.0500 

6.1500 

3.0500 

11.2500 

4.1300 

16.3500 

4.6400 

1.1500 

1.1000 

6.2500 

3.0750 

11.3500 

4.1400 

16.4500 

4.6500 

1.2500 

1.1500 

6.3500 

3.1000 

11.4500 

4.1500 

16.5500 

4.6600 

1.3500 

1.2000 

6.4500 

3.1250 

11.5500 

4.1600 

16.6500 

4.6700 

1.4500 

1.2500 

6.5500 

3.1500 

11.6500 

4.1700 

16.7500 

4.6800 

1.5500 

1.3000 

6.6500 

3.1750 

11.7500 

4.1800 

16.8500 

4.6900 
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Aggregate 

Industry 

Equivalent 

Unit  Score 

Industry 

Diversity 

Score 

Aggregate 

Industry 

Equivalent 

Unit  Score 

Industry 

Diversity 

Score 

Aggregate 

Industry 

Equivalent 

Unit  Score 

Industry 

Diversity 

Score 

Aggregate 

Industry 

Equivalent 

Unit  Score 

Industry 

Diversity 

Score 

1.6500 

1.3500 

6.7500 

3.2000 

1 1 .8500 

4.1900 

16.9500 

4.7000 

1.7500 

1.4000 

6.8500 

3.2250 

11.9500 

4.2000 

17.0500 

4.7100 

1.8500 

1.4500 

6.9500 

3.2500 

12.0500 

4.2100 

17.1500 

4.7200 

1.9500 

1 .5000 

7.0500 

3.2750 

12.1500 

4.2200 

17.2500 

4.7300 

2.0500 

1.5500 

7.1500 

3.3000 

12.2500 

4.2300 

17.3500 

4.7400 

2.1500 

1 .6000 

7.2500 

3.3250 

12.3500 

4.2400 

17.4500 

4.7500 

2.2500 

1 .6500 

7.3500 

3.3500 

12.4500 

4.2500 

17.5500 

4.7600 

2.3500 

1.7000 

7.4500 

3.3750 

12.5500 

4.2600 

17.6500 

4.7700 

2.4500 

1.7500 

7.5500 

3.4000 

12.6500 

4.2700 

17.7500 

4.7800 

2.5500 

1 .8000 

7.6500 

3.4250 

12.7500 

4.2800 

17.8500 

4.7900 

2.6500 

1.8500 

7.7500 

3.4500 

12.8500 

4.2900 

17.9500 

4.8000 

2.7500 

1.9000 

7.8500 

3.4750 

12.9500 

4.3000 

18.0500 

4.8100 

2.8500 

1.9500 

7.9500 

3.5000 

13.0500 

4.3100 

18.1500 

4.8200 

2.9500 

2.0000 

8.0500 

3.5250 

13.1500 

4.3200 

18.2500 

4.8300 

3.0500 

2.0333 

8.1500 

3.5500 

13.2500 

4.3300  . 

18.3500 

4.8400 

3.1500 

2.0667 

8.2500 

3.5750 

13.3500 

4.3400 

18.4500 

4.8500 

■>  OKnn 

2.1000 

R^snn 

3B000 

13.4500 

4.3500 

18.5500 

4.8600 

3.3500 

2.1333 

8.4500 

3.6250 

13.5500 

4.3600 

18.6500 

.  4.8700 

3.4500 

2.1667 

8.5500 

3.6500 

13.6500 

4.3700 

18.7500 

4.8800 

3.5500 

2.2000 

8.6500 

3.6750 

13.7500 

4.3800 

18.8500 
1 R  QSOO 

4.8900 
4  9000 

3.6500 
3.7500 

2.2333 
2.2667 

8.7500 
8.8500 

3.7250 

13.9500 

4.4000 

19.0500 

4.9100 

3.8500 

2.3000 

8.9500 

3.7500 

14.0500 

4.4100 

19.1500 

4.9200 

3.9500 

2.3333 

9.0500 

3.7750 

14.1500 

4.4200 

19.2500 

4.9300 

4.0500 

2.3667 

9.1500 

3.8000 

14.2500 

4.4300 

19.3500 

4.9400 

4.1500 

2.4000 

9.2500 

3.8250 

14.3500 

4.4400 

19.4500 

4.9500 

4.2500 

2.4333 

9.3500 

3.8500 

14.4500 

4.4500 

19.5500 

4.9600 

4.3500 

2.4667 

9.4500 

3.8750 

14.5500 

4.4600 

19.6500 

4.9700 

4.4500 

2.5000 

9.5500 

3.9000 

14.6500 

4.4700 

19.7500 

4.9800 

4.5500 

2.5333 

9.6500 

3.9250 

14.7500 

4.4800 

19.8500 

4.9900 

4.6500 

2.5667 

9.7500 

3.9500 

14.8500 

4.4900 

19.9500 

5.0000 

4.7500 

2.6000 

9.8500 

3.9750 

14.9500 

4.5000 

4.8500 

2.6333 

9.9500 

4.0000 

15.0500 

4.5100 

4.9500 

2.6667 

10.0500 

4.0100 

15.1500 

4.5200 



"Dollar"  or  "$":  A  dollar  or  other  equivalent  unit  in  such  coin  or  currency  of  the  United  States  of 
America  as  at  the  time  shall  be  legal  tender  for  all  debts,  public  and  private. 

"DTC":  The  Depository  Trust  Company,  its  nominees,  and  their  respective  successors. 

"Due  Period":  With  respect  to  any  Payment  Date,  the  period  commencing  on  the  day  immediately 
following  the  seventh  Business  Day  prior  to  the  preceding  Payment  Date  (or  in  the  case  of  the  Due  Period 
relating  to  the  first  Payment  Date,  beginning  on  the  Closing  Date)  and  ending  on  (and  including)  the  seventh 
Business  Day  prior  to  such  Payment  Date  (or,  in  the  case  of  a  Due  Period  that  is  applicable  to  the  Payment 
Date  relating  to  the  Stated  Maturity  of  any  Security  or  a  Redemption  Date,  ending  on  (and  including)  the 
Business  Day  immediately  preceding  such  Payment  Date). 

"Effective  Date":  The  earlier  of  (i)  the  date  designated  by  the  Collateral  Manager  by  notice  to  the 
Trustee  pursuant  to  the  Indenture  and  (ii)  the  Business  Day  immediately  preceding  the  Payment  Date  in 
August  2007. 

"Effective  Date  Ratings  Downgrade  Event":  The  event  that  results  from  (i)  the  reduction  or 
withdrawal  of  the  initial  ratings  assigned  to  the  Secured  Notes  by  any  of  the  Rating  Agencies  by  the  Effective 
Date  of  (ii)  the  failure  of  the  Issuer  (or  the  Collateral  Manager  on  behalf  of  the  Issuer)  to  obtain  fronrthe- 
Rating  Agencies  confirmation  of  the  initial  ratings  of  such  Secured  Notes  by  the  Effective  Date;  provided  that 
(A)  in  the  case  of  (ii)  and  with  respect  to  Moody's  only,  the  Issuer  shall  not  be  considered  to  have  failed  to 
obtain  such  confirmation  if  all  of  the  Collateral  Quality  Tests  (other  than  the  S&P  CDQ  Monitor  Test),  the  Par 
Value  Tests,  the  Minimum  Par  Value  Ratio  and  the  Concentration  Limitations  were  satisfied  as  of  the 
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Effective  Date;  provided  that  such  deemed  confirmation  from  Moody's  shall  no  longer  be  effective  (and 
'thereby  an  Effective  Date  Ratings  Downgrade  Event  will  be  deemed  to  have  occurred)  if  the  Issuer  has  failed 
to  deliver  to  Moody's  the  accountant's  certificate  required  to  be  delivered  under  the  Indenture,  and  (B)  the 
Issuer  (or  the  Collateral  Manager  on  behalf  of  the  Issuer)  shall  have  made  the  request  (and  delivered  all  the 
necessary  information)  to  S&P  no  later  than  30  days  prior  to  the  Effective  Date. 

"Effective  Spread":  With  respect  to  any  Floating  Rate  Collateral  Obligation,  the  current  per  annum 
rate  at  which  it  pays  interest  in  excess  of  three-month  LIBOR  or,  if  such  Floating  Rate  Collateral  Obligation 
bears  interest  based  on  a  non-LIBOR  based  floating  rate  index,  the  Effective  Spread  shall  be  the  then- 
current  base  rate  applicable  to  such  Floating  Rate  Collateral  Obligation  plus  the  rate  at  which  such  Floating 
Rate  Collateral  Obligation  pays  interest  in  excess  of  such  base  rate  minus  three-month  LIBOR,  which 
number  may  be  less  than  zero. 

"Eligibility  Criteria":  The  requirements  specified  in  subclause  (0  through  (xviii)  of  the  definition  of 
"Collateral  Obligation"  in  "Summary— Collateral  Obligations". 

"Eligible  Investment":  Any  Dollar-denominated  investment  that,  at  the  time  it,  or  evidence  of  it,  is 

H"!:.."-^    **»    *i"»    Tnit-»QQ    /HEi-oiMlw    nr  thrniinh    o    fNoarinn    rnmnratinn     Roriiritipc    Intprmprliarv     hflilpp    nr 

UCIIVCI&U       l\J      Ul\*        HUgiVti      ^Ull  WUJT       Ul        lllivwyil      M       MlwMiii.y       *~  y  ■  f*  w .  « »•  w .  .  ,       VVw»..v.  —  —       . .  ..—  .  .  .—  —  —  j  ,       -. 

through  book-entry  crediting  to  a  securities  account  in  the  name  of,  or  under  the  "control"  (as  defined  in 
Section  8-106  of  the  UCC)  of,  the  Trustee),  is  one  or  more  of  the  following  obligations  or  securities: 

(i)  direct  Registered  debt  obligations  of,  and  Registered  debt  obligations  the  timely  payment  of 

principal  and  interest  on  which  is  fully  and  expressly  guaranteed  by,  the  United  States  of 
America  or  any  agency  or  instrumentality  of  the  United  States  of  America  the  obligations  of 
which  are  expressly  backed  by  the  full  faith  and  credit  of  the  United  States  of  America; 

(ii)  demand  and  time  deposits  in,  certificates  of  deposit  of,  or  banker's  acceptances  issued  by 
any  depository  institution  or  trust  company  incorporated  under  the  laws  of  the  United  States 
of  America  (including  the  Bank)  or  any  state  thereof,  which  depository  institution  or  trust 
company  is  subject  to  supervision  and  examination  by  federal  or  state  authorities,  so  long  as 
the  commercial  paper  and/or  the  debt  obligations  of  such  depositary  institution  or  trust 

AAW«»nnw    /*»,*.     i»*  »^a    s*nr*£*    nf  tho    rvrinr>!i-\o I  Honnelt prw   ine+Hi  itifin    m    O    hnlHinO    rnmnQpU  CVCtpm 

uunipcniy  \ui ,  in  nic  uaoo  v/i  uiw  jjunuipui  uvpwOuOi)   mOUiwitw «-.  •■wium^  w«iiif/aiij  ^j,«tw..,, 

the  commercial  paper  or  debt  obligations  of  such  holding  company)  at  the  time  of  such 
investment  or  contractual  commitment  providing  for  such  investment  have  been  assigned  a 
credit  rating  of  at  least  "Aa3"  by  Moody's  and  "AAA"  by  S&P  in  the  case  of  long-term  senior 
unsecured  debt  obligations,  or  "P-1"  by  Moody's  and  "A-1+"  by  S&P  in  the  case  of 
commercial  paper,  time  deposits  and  short-term  debt  obligations;  provided  that  in  the  case  of 
commercial  paper,  time  deposits  and  short-term  debt  obligations  with  a  maturity  of  91  days 
or  less,  at  the  time  of  such  investment,  the  issuer  thereof  must  also  have  been  assigned  a 
rating  of  at  least  "A1"  by  Moody's;  provided,  further,  that  in  the  case  of  commercial  paper 
and  short-term  debt  obligations  with  a  maturity  of  longer  than  91  days,  at  the  time  of  such 
investment,  the  issuer  thereof  must  have  been  assigned  a  rating  of  at  least  "Aa3"  by 
Moody's  and  "AAA"  by  S&P  and;  provided,  further,  that  any  investment  in  commercial  paper 
or  banker's  acceptances  shall  not  have  a  maturity  in  excess  of  183  days; 

(iii)  unleveraged  repurchase  obligations  with  respect  to  (a)  any  security  described  in  subclause 
(i)  above  or  (b)  any  other  security  issued  or  guaranteed  by  an  agency  or  instrumentality  of 
the  United  States  of  America  entered  into  with  a  depository  institution  or  trust  company 
(acting  as  principal)  described  in  subclause  (ii)  above  or  entered  into  with  a  corporation 
(acting  as  principal)  whose  long-term  senior  unsecured  rating  is  at  least  "Aa3"  by  Moody's 
and  "AAA"  by  S&P  and  whose  short-term  credit  rating  is  "P-1"  by  Moody's  and  "A-1+"  by 
S&P  at  the  time  of  such  investment  (except  that  investments  with  a  term  not  exceeding  30 
days  may  be  made  in  unleveraged  repurchase  obligations  with  corporations  whose  short 
term  credit  rating  is  "P-1"  by  Moody's  and  at  least  "A-1"  by  S&P;  pro w'ded  that  the  amount  of 
such  repurchase  obligations,  when  combined  with  the  amount  of  (x)  all  other  Eligible 
Investments  issued  by  institutions  that  have  a  short  term  credit  rating  of  "P-1"  by  Moody's 
and  at  least  "A-1"  by  S&P  and  (y)  all  other  Eligible  Investments  that  have  a  short  term  credit 
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rating  of  "P-1"  by  Moody's  and  at  least  "A-1"  by  S&P,  does  not  at  such  time  exceed  20%  of 
the  Aggregate  Outstanding  Amount  of  the  Secured  Notes);  provided  that  if  such  repurchase 
obligation  has  a  maturity  of  91  days  or  less,  at  the  time  of  such  investment,  the  obligor 
thereunder  must  also  have  been  assigned  a  long-term  credit  rating  of  at  least  "A1"  by 
Moody's;  provided  that  if  such  repurchase  obligation  has  a  maturity  of  longer  than  91  days, 
at  the  time  of  such  investment,  the  obligor  thereunder  must  also  have  been  assigned  a  long- 
term  credit  rating  of  at  least  "Aa3"  by  Moody's  and  "AAA"  by  S&P,  respectively;  provided, 
further,  that  the  value  of  the  securities  transferred  by  the  obligor  under  any  such  repurchase 
agreement  must  equal  or  exceed  the  proceeds  received  by  the  obligor  and  provided  that  no 
such  repurchase  agreement  shall  extend  for  a  term  in  excess  of  183  days; 

(iv)  Registered  debt  securities  bearing  interest  or  sold  at  a  discount  issued  by  any  corporation 
incorporated  under  the  laws  of  (x)  the  United  States  of  America  or  (y)  any  state  thereof, 
which  Registered  debt  securities  have  a  credit  rating  of  at  least  "Aa3"  by  Moody's  and  "AAA" 
by  S&P,  in  the  case  of  long-term  senior  unsecured  debt  obligations,  and  "P-1"  by  Moody's 
and  "A-1+"  by  S&P  in  the  case  of  commercial  paper  and  short-term  debt  obligations,  at  the 
time  of  such  investment  or  contractual  commitment  providing  for  such  investment  (except 
that  investments  with  a  term  not  exceeding  30  days  may  be  made  in  Registered  debt 
securities  having  a  short  term  credit  rating  of  "P-1"  by  Moody's  and  at  least  "A-1"  by  S&P; 
provided  that  the  amount  of  such  Registered  debt  securities,  when  combined  with  the 
amount  of  all  other  Eligible  Investments  that  have  a  short  term  credit  rating  of  "P-1"  by 
Moody's  and  at  least  "A-1"  by  S&P,  does  not  at  such  time  exceed  20%  of  the  Aggregate 
Outstanding  Amount  of  the  Secured  Notes);  and  provided,  further,  that  in  the  case  of 
commercial  paper  and  short-term  debt  obligations,  at  the  time  of  such  investment  or 
contractual  commitment  providing  for  such  investment,  the  issuer  thereof  has  a  rating  of  at 
least  "Aa3"  by  Moody's  with  respect  to  such  issuer's  senior  unsecured  debt  obligations; 

(v)  commercial  paper  (including,  without  limitation,  any  asset-backed  commercial  paper)  or 
other  short-term  debt  obligations  of  a  corporation,  partnership,  limited  liability  company  or 
trust,  or  any  branch  or  agency  thereof,  principally  located,  incorporated  or  otherwise  located 
in  the  United  States  of  America  or  any  of  its  territories,  such  commercial  paper  or  other 
short-term  obligations  (i)  having  been  assigned  at  the  time  of  such  investment  a  rating  of 
"P-1"  by  Moody's  and  "A-1+"  by" S&P  (except  that  investments  with  a  term  not  exceeding  30 
days  may  be  made  in  commercial  paper  or  other  short-term  debt  obligations  having  a  short 
term  credit  rating  of  "P-1"  by  Moody's  and  at  least  "A-1"  by  S&P;  provided  that  the  amount  of 
investments  in  such  commercial  paper  and  short-term  obligations,  when  combined  with  the 
amount  of  (x)  all  other  Eligible  Investments  entered  into  with  institutions  that  have  a  short 
term  credit  rating  of  "P-1"  by  Moody's  and  at  least  "A-1"  by  S&P  and  (y)  all  other  Eligible 
Investments  that  have  a  short  term  credit  rating  of  "P-1"  by  Moody's  and  at  least  "A-1"  by 
S&P,  does  not  at  such  time  exceed  20%  of  the  Aggregate  Outstanding  Amount  of  the 
Secured  Notes),  and  (II)  being  Registered  and  either  (x)  are  interest  bearing  or  (y)  are  sold 
at  a  discount  from  the  face  amount  thereof  and  have  a  maturity  of  not  more  than  183  days 
from  their  date  of  issuance;  provided  that  if  such  debt  security  has  a  maturity  of  91  days  or 
less,  at  the  time  of  such  investment,  the  issuer  thereof  must  also  have  been  assigned  a  long- 
term  senior  unsecured  rating  of  at  least  "A1"  by  Moody's;  and  provided,  further,  that  if  such 
debt  security  has  a  maturity  of  longer  than  91  days,  at  the  time  of  such  investment,  the 
issuer  thereof  must  also  have  been  assigned  a  long-term  senior  unsecured  rating  of  at  least 
"Aa3"  by  Moody's  and  "AAA"  by  S&P;  and 

(vi)        non-U. S.  money  market  funds  which  have,  at  the  time  of  such  reinvestment,  a  credit  rating  of 
"Aaa"  and  "MR1+"  by  Moody's  and  "AAAm"  or  "AAAm-G"  by  S&P; 

and,  in  each  case,  matures  (giving  effect  to  any  applicable  grace  period)  no  later  thanthe  second  Business 
Day  (or,  in  the  case  of  direct  Registered  debt  obligations  described  in  subclause  (i)  above,  no  later  than  one 
Business  Day)  prior  to  the  Payment  Date  next  following  the  Due  Period  in  which  the  date  of  investment 
occurs,  unless  such  Eligible  Investment  is  issued  by  the  Bank,  in  which  event  such  Eligible  Investment  may 
mature  (giving  effect  to  any  applicable  grace  period)  on  the  Business  Day  preceding  such  Payment  Date; 
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provided,  however,  that  Eligible  Investments  shall  not  include  any  mortgage-backed  security,  interest-only 
security,  any  security  purchased  at  a  price  in  excess  of  100%  of  par,  any  security  that  is  the  subject  of  an 
Offer  other  than  an  offer  of  publicly  registered  securities  with  equal  or  greater  face  value  and  substantially 
identical  terms  issued  in  exchange  for  securities  issued  under  Rule  144A  or  a  Permitted  Offer,  any  security 
that  is  subject  to  withholding  or  similar  taxes  unless  the  issuer  or  obligor  thereof  is  required  to  make  "gross- 
up"  payments  that  cover  the  full  amount  of  such  taxes  on  an  after-tax  basis  or  any  security  whose  repayment 
is  subject  to  substantial  non-credit  related  risk  as  determined  by  the  Collateral  Manager  in  its  sole  judgment 
(which  judgment  shall  not  be  subject  to  question  as  a  result  of  subsequent  events);  and  provided,  further, 
that  the  maturity  of  an  investment  shall  be  the  date  on  which  the  holder  of  such  a  security  will  put  (at  par)  the 
security  to  the  issuer  thereof  for  redemption  if  each  put  (at  par)  is  either  to  the  issuer  of  such  security  or  to 
another  entity  rated  "P-1"  by  Moody's  and  "A-1+"  by  S&P.  Eligible  Investments  may  include  those 
investments  with  respect  to  which  the  Trustee,  the  Bank  or  the  Collateral  Manager  or  an  Affiliate  of  the 
Trustee,  the  Bank  or  the  Collateral  Manager  is  an  obligor  or  provides  services.  As  used  in  this  definition, 
ratings  may  not  include  ratings  with  a  "t,"  "p,"  "q,"  "pi"  or  an  "r"  subscript.  For  purposes  of  the  rating 
requirements  contained  in  this  definition,  each  investment  on  negative  credit  watch  by  Moody's  shall  be 
treated  as  having  been  downgraded  one  rating  subcategory  by  Moody's  and  each  investment  on  credit  watch 
for  possible  upgrade  by  Moody's  shall  be  treated  as  having  been  upgraded  one  rating  subcategory  by 
Moody's. 

"Eligible  Loan  Index":  With  respect  to  each  Collateral  Obligation  that  is  a  loan,  the  S&P/LSTA 
Leveraged  Loan  Index  and  its  sub-indices,  the  Credit  Suisse  Leveraged  Loan  Index  and  its  sub-indices,  the 
Lehman  Brothers  U.S.  High  Yield  Loan  Index  and  its  sub-indices  and  the  Goldman  Sachs/LPC  Liquid 
Leveraged  Loan  Index  or  any  other  loan  index  selected  by  the  Collateral  Manager  at  the  relevant  time  of 
determination  (subject  to  the  satisfaction  of  the  Moody's  Rating  Condition). 

"Eligible  Post  Reinvestment  Proceeds":  Any  Unscheduled  Principal  Payments  or  Sale  Proceeds 
of  Credit  Improved  Obligations  or  Credit  Risk  Obligations,  in  each  case  received  after  the  Reinvestment 
Period. 

"Equity  Security":  (a)  Any  equity  security  or  any  other  security  that  is  not  eligible  for  purchase  by 
the  Issuer  under  the  Indenture  and  is  received  with  respect  to  a  Collateral  Obligation  or  (b)  any  security 
purchased  as  part  of  a  "unit"  with  a  Collateral  Obligation  and  that  itself  is  not  eligible  for  purchase  by  the 
Issuer  under  the  Indenture. 

"Euroclear":  The  Euroclear  System. 

"European  I  Country":  Austria,  Belgium,  Denmark,  Finland,  France,  Germany,  Iceland,  Ireland, 
Liechtenstein,  Luxembourg,  Netherlands,  Norway,  Spain,  Sweden,  Switzerland  and  United  Kingdom  and  any 
other  European  country  subject  to  the  satisfaction  of  the  Moody's  Rating  Condition  and  the  S&P  Rating 
Condition. 

"European  II  Country":  Greece,  Italy  and  Portugal. 

"Excess  Equity  Feature  Value":  In  respect  of  any  Collateral  Obligation  which  either  has  equity 
features  attached  or  which  is  convertible  into  an  Equity  Security,  the  portion  of  the  acquisition  price  thereof 
which,  in  the  sole  judgment  of  the  Collateral  Manager,  is  attributable  to  the  value  of  such  equity  feature  or 
conversion  option  of  such  Equity  Security  and  which  is  in  excess  of  2%  of  the  total  purchase  price  of  such 
Collateral  Obligation. 

"Exchange  Act":  The  U.S.  Securities  Exchange  Act  of  1934,  as  amended. 

"Exchanged  Defaulted  Obligation":  Any  Defaulted  Obligation  exchanged  for  another  Defaulted 
Obligation. 

"Exchanged  Equity  Security":  Any  equity  security  or  any  other  security  that  is  not  eligible  for 
purchase  by  the  Issuer  under  the  definition  of  "Collateral  Obligation"  and  received  in  exchange  for  a 
Collateral  Obligation. 
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"Excluded  Subclass":  Any  subclass  of  Subordinated  Securities  issued  under  "Description  of  the 
Securities— The  Indenture— Additional  Issuance"  which  shall  be  excluded  for  purposes  of  calculating  the 
Incentive  Collateral  Management  Fee  payable  pursuant  to  the  Collateral  Management  Agreement. 

"Expense  Reserve  Amount":  $1 ,800,000. 

"Finance  Lease":  A  lease  agreement  or  other  agreement  entered  into  in  connection  with  and 
evidencing  a  Leasing  Finance  Transaction. 

"Fitch":  Fitch  Ratings  and  any  successor  or  successors  thereto. 

"Fixed  Rate  Collateral  Obligations":  Collateral  Obligations  (other  than  Defaulted  Obligations)  that, 
at  the  time  of  determination,  bear  interest  at  a  fixed  rate,  including  (i)  any  Step-Up  Coupon  Securities  that  (1) 
bear  interest  at  a  fixed  rate  at  the  time  of  determination  or  (2)  do  not  bear  any  interest  at  the  time  of 
determination  but  whose  interest  rate  will  increase  to  a  fixed  rate  and  (if)  Synthetic  Securities  that  provide  for 
a  payment  to  the  Issuer  based  on  a  fixed  rate. 

nr-i a: ■**_*_      St —  II -.x^  __  I     rf-MUi:—.— *S*».,«.-».li.        AnlUiA^Al     AklinMinnr«     /a4Kac   Ihnn     PiafonltArl     /*"M-»1i<"l  ot!ftne\ 

riUCtltlllJ     I\ClltS    VsUIICUCICM    WUIiyaUVlia    .        WJHCUCiai    VUliyauuiu    yuillOl     man     uviouii^u     wwnyunwiw; 

that,  at  the  time  of  determination,  bear  interest  at  a  floating  rate,  including  (i)  any  Step-Up  Coupon  Securities 
that  (1)  bear  interest  at  a  floating  rate  at  the  time  of  determination  or  (2)  do  not  bear  any  interest  at  the  time 
of  determination  but  whose  interest  rate  will  increase  to  a  floating  rate  and  (ii)  Synthetic  Securities  that 
provide  for  a  payment  to  the  Issuer  based  solely  on  a  floating  rate. 

"Floating  Rate  Note  Interest  Amounts":  Collectively,  the  Class  S  Note  Interest  Amount,  the  Class 
A  Note  Interest  Amount,  the  Class  B  Note  Interest  Amount,  the  Class  C  Note  Interest  Amount,  the  Class  D 
Note  Interest  Amount  and  the  Class  E  Note  Interest  Amount. 

"Floating  Rate  Note  Interest  Rates":  Collectively,  the  Note  Interest  Rate  for  the  Class  S  Notes,  the 
Note  Interest  Rate  for  the  Class  A  Notes,  the  Note  Interest  Rate  for  the  Class  B  Notes,  the  Note  Interest 
Rate  for  the  Class  C  Notes,  the  Note  Interest  Rate  for  the  Class  D  Notes  and  the  Note  Interest  Rate  for  the 
Class  E  Notes. 

"Floating  Rate  Notes":  Collectively,  the  Class  S  Notes,  the  Class  A  Notes,  the  Class  B  Notes,  the 
Class  C  Notes,  the  Class  D  Notes  and  the  Class  E  Notes. 

"Form-Approved  Synthetic  Security":  A  Synthetic  Security: 

(a)  the  Reference  Obligation  of  which  (or  the  relevant  obligation(s)  of  the  Reference  Obligor),  if 
it  were  a  Collateral  Obligation,  could  be  purchased  by  the  Issuer  without  any  required  action 
by  the  Rating  Agencies  or  which  would  not  cause  either  the  Moody's  Rating  Condition  or  the 
S&P  Rating  Condition  to  be  not  satisfied  in  the  reasonable  judgment  of  the  Collateral 
Manager; 

(b)  the  documentation  of  which  conforms  (but  for  the  amount  and  timing  of  periodic  payments, 
the  name  of  the  Reference  Obligation  and/or  Reference  Obligor,  the  notional  amount,  the 
premium,  the  effective  date,  the  termination  date  or  maturity  and  other  similarly  necessary 
changes)  to  a  form  (it  being  understood  that  such  documentation  may  incorporate  by 
reference  the  Syndicated  Secured  Loan  Credit  Default  Swap  Standard  Terms  Supplement 
as  published  by  ISDA  as  of  June  8,  2006)  (1)  with  respect  to  S&P,  previously  approved  and 
not  subsequently  revoked  by  S&P  for  use  in  this  transaction,  and  (2)  with  respect  to 
Moody's,  for  which  the  Issuer  or  the  Collateral  Manager  on  behalf  of  the  Issuer  had 
previously  obtained  certification  that  the  Moody's  Rating  Condition  was  satisfied;  and 

(c)  which  provides  that  any  "credit  event"  thereunder  shall  be  limited  to  either  "bankruptcy"  or 
"failure  to  pay"  or  both. 
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The  Issuer  or  the  Collateral  Manager  on  behalf  of  the  Issuer  shall  promptly  notify  the  Rating 
Agencies  after  any  acquisition  of  a  Form-  Approved  Synthetic  Security  and  cause  the  delivery  of  any 
documentation  relating  to  such  Form-Approved  Synthetic  Security  to  S&P  within  ten  Business  Days  of  such 
acquisition;  provided,  however,  that  in  the  event  the  Collateral  Manager  fails  to  deliver  any  documentation 
within  ten  Business  Days  as  required  above,  such  failure  shall  not  constitute  a  breach  of  any  material  terms 
under  the  Indenture  or  the  Collateral  Management  Agreement;  provided  that  if  S&P  or  Moody's  notifies  the 
Trustee  and  the  Collateral  Manager  that  it  has  withdrawn  form-approved  status  with  respect  to  a  particular 
Form-Approved  Synthetic  Security,  then  the  Issuer  shall  no  longer  use  such  form  as  a  Form-Approved 
Synthetic  Security. 

"Future  Drawdown  Amount":  At  any  time  of  determination,  an  amount  equal  to  the  greater  of  (A) 
zero  and  (B)  (i)  the  Aggregate  Underlying  Undrawn  Amount  at  such  time  less  (ii)  the  amount  of  funds  in  the 
Revolving  Credit  Facility  Reserve  Account  at  such  time. 

"Global  Class  E  Notes":  Collectively,  the  Rule  144A  Global  Class  E  Notes  and  the  Regulation  S 
Global  Class  E  Notes. 

"Global  Securities":  Coiiectiveiy,  the  Ruie  144A  Global  Secured  Notes,  the  Regulation  «  wiO^a. 
Secured  Notes  and  the  Regulation  S  Global  Subordinated  Securities. 

"Hedge  Agreement":  Any  interest  rate  exchange,  cap  or  protection  agreement  or  agreements 
entered  into  between  the  Issuer  and  a  Hedge  Counterparty,  as  amended  from  time  to  time,  including  any 
confirmations  evidencing  the  transactions  thereunder. 

"Hedge  Counterparty":  One  or  more  institutions  entering  into  or  guaranteeing  a  Hedge  Agreement 
with  the  Issuer  (i)  satisfying  the  Required  Hedge  Counterparty  Rating  or  (ii)  if  not  so  rated  by  both  of  the 
Rating  Agencies,  the  Moody's  Rating  Condition  and  the  S&P  Rating  Condition  (as  applicable  to  any  Rating 
Agency  that  has  not  so  rated  such  institution)  have  been  satisfied  with  respect  to  any  given  Hedge 
Agreement,  including  any  successor  under  any  Hedge  Agreement  satisfying  the  foregoing  rating 
requirements  at  the  time  of  such  succession. 


*u. 


"Hedge  Payment  Amount":  With  respect  to  a  Hedge  Agreement  and  any  Payment  i^aie,  me 
positive  amount,  if  any,  then  payable  to  the  Hedge  Counterparty  by  the  Issuer  (excluding  any  applicable 
termination  payments)  net  of  all  amounts  (excluding  any  applicable  termination  payments)  then  payable  to 
the  Issuer  by  the  Hedge  Counterparty. 

"Holder"  or  "Securityholder":  With  respect  to  any  Security,  the  Person  in  whose  name  such 
Security  is  registered  in  the  Register,  or  for  purposes  of  voting  and  determinations  hereunder,  as  long  as 
such  Security  is  in  global  form,  a  beneficial  owner  thereof. 

"Included  Subclass":  (i)  The  subclass  of  Subordinated  Securities  issued  on  the  Closing  Date  and 
(ii)  any  subclass  of  Subordinated  Securities  issued  under  "Description  of  the  Securities— The  Indenture- 
Additional  Issuance"  which  shall  be  included  for  purposes  of  calculating  the  Incentive  Collateral  Management 
Fee  payable  pursuant  to  the  Collateral  Management  Agreement. 

"Indenture":  The  indenture,  dated  as  of  January  18,  2007,  among  the  Issuer,  the  Co-Issuer  and  the 
Trustee. 

"Independent":  As  to  any  Person,  any  other  Person  (including  a  firm  of  accountants  or  lawyers  and 
any  member  thereof  or  an  investment  bank  and  any  member  thereof)  who  (i)  does  not  have  and  is  not 
committed  to  acquire  any  material  direct  or  any  material  indirect  financial  interest  in  such  Person  or  in  any 
Affiliate  of  such  Person,  (ii)  is  not  connected  with  such  Person  as  an  officer,  employee,  promoter, 
underwriter,  voting  trustee,  partner,  director  or  Person  performing  similar  functions  and  (iii)  is  not  Affiliated 
with  a  firm  that  fails  to  satisfy  the  criteria  set  forth  in  (i)  and  (ii).  "Independent"  when  used  with  respect  to  any 
accountant  may  include  an  accountant  who  audits  the  books  of  any  Person  if  in  addition  to  satisfying  the 
criteria  set  forth  above  the  accountant  is  independent  with  respect  to  such  Person  within  the  meaning  of  Rule 
1 01  of  the  Code  of  Ethics  of  the  American  Institute  of  Certified  Public  Accountants. 
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"Initial  Investment  Period":  The  period  from,  and  including,  the  Closing  Date  to,  but  excluding,  the 
Effective  Date. 

"Interest  Accrual  Period":  The  period  from  and  including  the  Closing  Date  to  but  excluding  the  first 
Scheduled  Payment  Date,  and  each  successive  period  from  and  including  each  Scheduled  Payment  Date  to 
but  excluding  the  following  Scheduled  Payment  Date  (except  with  respect  to  the  Scheduled  Payment  Date 
preceding  the  Stated  Maturity  or  the  Redemption  Date,  to  but  excluding  the  Stated  Maturity  or  the 
Redemption  Date,  as  the  case  may  be). 

"Interest  Coverage  Ratio":  On  any  Measurement  Date  and  as  to  any  applicable  Class  of  Secured 
Notes,  the  ratio  (expressed  as  a  percentage),  after  giving  effect  to  clauses  (i)  through  (iv)  as  described  under 
"Security  for  the  Secured  Notes— The  Coverage  Tests",  obtained  by  dividing: 

(a)  the  Collateral  Interest  Amount  as  of  such  date;  by 

(b)  the  sum  of  the  scheduled  interest  payments  due  on  the  Securities  of  such  Class  (excluding 
the  Class  S  Notes)  and  each  senior  Class  (excluding  the  Class  S  Notes)  on  the  following 
Kaymem  uaxe;  proviueu,  nuwavei,  me  wiaaa  n  inuico  ohu  mc  uia^  u  i-hj^^  oi.u„  uu,,^u^^ 
one  Class  of  Secured  Notes  for  purposes  of  the  Interest  Coverage  Ratio  determined  for  the 
Class  A/B  Interest  Coverage  Test. 

For  purposes  of  calculating  the  Interest  Coverage  Ratio: 

(1)  distributions  in  the  Due  Period  in  which  such  Measurement  Date  occurs  (but  not  yet  paid) 
with  respect  to  a  Collateral  Obligation  which,  in  accordance  with  its  terms,  has  an 
outstanding  deferred  interest  balance,  shall  be  included  in  such  calculation  only  if  (x)  such 
Collateral  Obligation  paid  all  interest  then  currently  due  in  cash  on  its  immediately  preceding 
payment  date  (including  interest  due  on  deferred  interest,  if  any)  and  (y)  the  Collateral 
Manager  believes  (in  its  sole  judgment)  such  Collateral  Obligation  will  not  defer  interest  or 
make  a  payment  "in  kind"  on  its  next  succeeding  payment  date; 

(2)  distributions  on  the  Coiiaterai  Obligations  and  the  Eligible  investments  will  not  include  any 
scheduled  interest  payments  as  to  which  the  Issuer  or  the  Collateral  Manager  has  actual 
knowledge  that  such  payment  will  not  be  made  during  the  applicable  Due  Period;  and 

(3)  the  expected  interest  income  on  Floating  Rate  Collateral  Obligations  and  Eligible 
Investments  and  the  expected  interest  payable  on  the  applicable  Class  of  Secured  Notes  will 
be  calculated  using  the  then-current  interest  rates  applicable  thereto. 

"Interest  Coverage  Tests":  The  Class  A/B  Interest  Coverage  Test,  the  Class  C  Interest  Coverage 
Test  and  the  Class  D  Interest  Coverage  Test. 

"Interest  Proceeds":     With  respect  to  any  Payment  Date  and  the  Stated  Maturity,  without 
duplication: 

(i)  all  payments  of  interest  and  dividends,  commitment  fees  and  facility  fees  received  during  the 

related  Due  Period  on  the  Pledged  Obligations  (including  Reinvestment  Income,  if  any), 
other  than  any  payment  of  interest  received  on  any  Defaulted  Obligation  if  the  outstanding 
principal  amount  thereof  then  due  and  payable  has  not  been  received  by  the  Issuer  after 
giving  effect  to  the  receipt  of  such  payments  of  interest; 

(ii)  to  the  extent  not  included  in  the  definition  of  "Sale  Proceeds,"  if  so  designated  by  the 
Collateral  Manager  (in  its  sole  discretion)  and  notice  thereof  is  conveyed  in  writing  to  the 
Trustee,  any  portion  of  the  accrued  interest  received  during  the  related  Due  Period  in 
connection  with  the  sale  of  any  Pledged  Obligations  (excluding  accrued  interest  received  in 
connection  with  the  sale  of  (x)  Defaulted  Obligations  if  the  outstanding  principal  amount 
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thereof  has  not  been  received  by  the  Issuer  after  giving  effect  to  such  sale  or  (y)  Pledged 
Obligations  in  connection  with  an  optional  redemption  of  the  Securities); 

(iii)  unless  otherwise  designated  by  the  Collateral  Manager  (in  its  sole  discretion)  as  Principal 
Proceeds  and  notice  thereof  is  conveyed  in  writing  to  the  Trustee,  all  amendment  and  waiver 
fees,  all  late  payment  fees,  all  securities  lending  fees  (net  of  administration  fees  paid  in 
connection  with  securities  lending)  and  all  other  fees  received  during  such  Due  Period  in 
connection  with  the  Pledged  Obligations,  excluding  (A)  fees  received  in  connection  with 
Defaulted  Obligations  (but  only  to  the  extent  that  the  outstanding  principal  amount  thereof 
has  not  been  received  by  the  Issuer);  (B)  fees  received  in  connection  with  the  purchase  of 
Pledged  Obligations  and  any  Revolving  Credit  Facility  Net-Backs;  and  (C)  premiums 
(including  prepayment  premiums)  constituting  Principal  Proceeds  in  accordance  with 
subclause  (iii)  of  the  definition  thereof); 

(iv)  all  net  payments  (other  than  (w)  termination  payments,  (x)  payments  constituting  Liquidation 
Proceeds,  (y)  upfront  payments  by  a  replacement  Hedge  Counterparty  that  are  to  be  paid  to 
a  replaced  Hedge  Counterparty  in  accordance  with  the  relevant  Hedge  Agreements,  which 
payments  shaii,  if  received  by  the  Issuer,  be  paid  directly  to  such  replaced  Hedge 
Counterparty  and  not  be  subject  to  the  Priority  of  Payments  and  (z)  upfront  payments  by  a 
replacement  Hedge  Counterparty  that  constitute  Principal  Proceeds  in  accordance  With 
subclause  (vi)(B)  or  (C)  of  the  definition  thereof)  received  pursuant  to  Hedge  Agreements 
during  the  related  Due  Period  or  on  the  related  Payment  Date  or  the  Business  Day 
preceding  the  related  Payment  Date; 

(v)  any  recoveries  on  Defaulted  Obligations  in  excess  of  the  outstanding  principal  amount 
thereof  (including,  without  limitation,  any  payments  received  by  the  Issuer  upon  the 
occurrence  of  a  "credit  event"  under  a  Synthetic  Security  in  excess  of  the  Principal  Balance 
of  such  Synthetic  Security); 

(vi)  proceeds  received  from  any  additional  issuance  of  Securities  if  treated  as  Interest  Proceeds 
in  accordance  with  the  Treatment  of  Additional  Issuances  of  Securities; 

(vii)  (x)  any  amounts  remaining  on  deposit  in  the  Interest  Collection  Account  from  the 
immediately  preceding  Payment  Date  and  (y)  any  Principal  Proceeds  and  unused  proceeds 
transferred  to  the  Interest  Collection  Account  for  application  as  Interest  Proceeds  as  set  forth 
in  "Security  for  the  Secured  Notes— Principal  Collection  Account"; 

(viii)  after  an  event  of  default,  as  such  term  is  defined  under  the  related  Securities  Lending 
Agreement,  any  interest  payment  received  by  the  Issuer  from  the  related  Securities  Lending 
Collateral  during  the  related  Due  Period  (but  not  to  exceed  the  amount  of  the  Securities 
Lending  Counterparty's  obligations  owed  to  the  Issuer); 

(ix)  (x)  any  amounts  transferred  from  the  Synthetic  Security  Collateral  Account  that  are 
deposited  in  the  Interest  Collection  Account  during  the  related  Due  Period  and  (y)  all  fixed 
payments  received  by  the  Issuer  on  Synthetic  Securities;  and 

(x)  all  payments  of  principal  and  interest  on  Eligible  Investments  purchased  with  the  proceeds  of 
any  of  items  (i)  through  (ix)  of  this  definition  (without  duplication); 

provided,  however,  that  in  connection  with  the  final  Payment  Date,  Interest  Proceeds  shall 
include  any  amount  referred  to  in  subclauses  (f)  through  (ix)  above  that  is  received  from  the 
sale  of  Collateral  Obligations  orthe  additional  issuance  of  the  Subordinated  Securities  on  or  ..  .  ._„,. 
prior  to  the  day  immediately  preceding  the  final  Payment  Date. 

For  the  avoidance  of  doubt,  if  the  Issuer  receives  any  payment  from  a  Securities  Lending 
Counterparty  that  relates  to  a  Collateral  Obligation  that  has  been  loaned  to  such  Securities  Lending 
Counterparty  pursuant  to  a  related  Securities  Lending  Agreement,  the  portion  of  such  payment  that 
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would  have  constituted  Interest  Proceeds  had  such  payment  been  paid  from  the  issuer  of  such 
loaned  Collateral  Obligation  to  the  Issuer  shall  constitute  "Interest  Proceeds,"  and  prior  to  an  event  of 
default,  as  such  term  is  defined  under  the  related  Securities  Lending  Agreement,  any  payment 
received  by  the  Issuer  under  the  related  Securities  Lending  Collateral  shall  not  constitute  "Interest 
Proceeds"  and  such  amounts  shall  be  deposited  in  the  Securities  Lending  Account. 

"Interest  Reserve  Amount":  With  respect  to  any  Scheduled  Payment  Date,  (i)  the  sum  of  all 
interest  payments  received  on  Collateral  Obligations  which  pay  scheduled  interest  less  frequently  than 
quarterly  during  all  previous  Due  Periods  (including,  for  the  avoidance  of  doubt,  the  Due  Period 
corresponding  to  such  Scheduled  Payment  Date),  less  (ii)  the  sum  of  the  Aggregate  Interest  Reserve 
Distribution  Amounts  on  all  prior  Scheduled  Payment  Dates,  less  (iii)  all  amounts  applied  pursuant  to  the 
penultimate  paragraph  in  "Description  of  the  Securities — Priority  of  Payments — Interest  Proceeds". 

"Interest  Reserve  Distribution  Amount":  For  a  Collateral  Obligation  that  pays  scheduled  interest 
less  frequently  than  quarterly,  an  amount  equal  to: 

(0  if  such  Collateral  Obligation  is  a  Fixed  Rate  Collateral  Obligation,  the  product  of  (1)  the 

actuai  number  of  days  in  ihe  reiaied  Due  Period  on  a  30/360  basis,  divided  by  350,  (2)  the 
annual  coupon  on  such  Collateral  Obligation  as  of  the  immediately  preceding  Determination 
Date  and  (3)  the  Principal  Balance  of  such  Collateral  Obligation,  or 

(ii)  if  such  Collateral  Obligation  is  a  Floating  Rate  Collateral  Obligation,  the  product  of  (1)  the 
actual  number  of  days  in  the  related  Due  Period  divided  by  360,  (2)  the  sum  of  (I)  three- 
month  LIBOR,  as  of  the  immediately  preceding  Determination  Date,  and  (II)  the  Effective 
Spread,  as  of  the  immediately  preceding  Determination  Date,  on  such  Collateral  Obligation 
and,(3)  the  Principal  Balance  of  such  Collateral  Obligation. 

"Interim  Targets":  With  respect  to  the  Collateral  Portfolio  on  the  Interim  Targets  Date,  (i)  a  Minimum 
Par  Value  Ratio  equal  to  or  greater  than  96%,  (ii)  a  Diversity  Score  equal  to  or  greater  than  48,  (iii)  a  Moody's 
Weighted  Average  Rating  Factor  less  than  or  equal  to  2500,  (iv)  a  Weighted  Average  Spread  equal  to  or 
greater  than  2.40%  and  (v)  a  Moody's  Weighted  Average  Recovery  Rate  equal  to  or  greater  than  43.00%. 

"Interim  Targets  Date":  April  18,  2007. 

"Internal  Rate  of  Return":  With  respect  to  each  Payment  Date,  the  rate  of  return  that  would  result  in 
a  net  present  value  of  zero,  assuming:  (i)  an  aggregate  purchase  price  of  par  for  the  Subordinated  Securities 
issued  on  the  Closing  Date  or  any  related  Additional  Issuance  Date  as  the  negative  cash  flow  and  all 
distributions  on  the  Subordinated  Securities  on  each  Payment  Date  after  the  Closing  Date  or  any  related 
Additional  Issuance  Date  as  positive  cash  flows,  (ii)  the  initial  date  for  the  calculation  as  the  Closing  Date  or 
the  related  Additional  Issuance  Date,  as  applicable,  and  (iii)  the  number  of  days  to  each  Payment  Date  after 
the  Closing  Date  or  related  Additional  Issuance  Date,  as  applicable,  being  calculated  on  the  basis  of  a  360- 
day  year  consisting  of  twelve  30-day  months.  Such  rate  of  return  shall  be  expressed  on  a  semi-annual  bond 
equivalent  basis  and  take  into  account  any  payments  of  the  Incentive  Collateral  Management  Fee  on  such 
Payment  Date. 

"Investment  Company  Act":  The  U.S.  Investment  Company  Act  of  1940,  as  amended. 

"Investment  Due  Period":  The  first  Due  Period  following  the  Due  Period  of  receipt  of  any  Principal 
Proceeds,  Sale  Proceeds  of  Credit  Improved  Obligations  or  Credit  Risk  Obligations,  Unscheduled  Principal 
Payments  or  proceeds  from  additional  issuances  of  the  Securities,  as  applicable. 

"Irish  Paying  Agency  Agreement":  An  agreement  between  the  Irish  Paying  Agent  and  the  Issuer, 

as  amended  from  time  to  time  in  accordance  with  the  terms  thereof. 

"Irish  Paying  Agent":  Custom  House  Administration  &  Corporate  Services  Ltd.  in  Ireland,  until  a 
successor  Person  shall  have  been  appointed  by  the  Issuer,  and  thereafter  "Irish  Paying  Agent"  shall  mean 
such  successor  person. 
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"Issuer  Accounts":  The  Interest  Collection  Account,  the  Subordinated  Securities  Interest  Collection 
Account,  the  Payment  Account,  the  Subordinated  Securities  Collateral  Account,  the  Collateral  Account,  the 
Principal  Collection  Account,  the  Subordinated  Securities  Principal  Collection  Account,  the  Expense  Reserve 
Account,  the  Discretionary  Reserve  Account  and  the  Revolving  Credit  Facility  Reserve  Account. 

"Knowledgeable  Employee":  A  "knowledgeable  employee"  within  the  meaning  of  Rule  3c-5  of  the 
Investment  Company  Act. 

"Leasing  Finance  Transaction":  Any  transaction  pursuant  to  which  the  obligations  of  the  lessee  to 
pay  rent  or  other  amounts  on  a  triple  net  basis  under  any  lease  of  (or  other  arrangement  conveying  the  right 
to  use)  real  or  personal  property,  or  a  combination  thereof,  are  required  to  be  classified  and  accounted  for  as 
a  capital  lease  on  a  balance  sheet  of  such  lessee  under  generally  accepted  accounting  principles  in  the 
United  States;  but  only  if  (a)  such  lease  or  other  transaction  provides  for  the  unconditional  obligation  of  the 
lessee  to  pay  a  stated  amount  of  principal  no  later  than  a  stated  maturity  date,  together  with  interest  thereon, 
and  the  payment  of  such  obligation  is  not  subject  to  any  material  non-credit  related  risk  as  determined  by  the 
Collateral  Manager,  (b)  the  obligations  of  the  lessee  in  respect  of  such  lease  or  other  transaction  are  fully 
secured,  directly  or  indirectly,  by  the  property  that  is  the  subject  of  such  lease  and  (c)  the  interest  held  in 
respect  of  such  lease  or  other  transaction  is  treated  as  debt  for  U,S=  federal  income  tax  purposes. 

"LIBOR":  The  London  Interbank  Offered  Rate.  For  purposes  of  calculating  the  Floating  Rate  Note 
Interest  Rates  for  each  Applicable  Period,  LIBOR  shall,  as  more  fully  described  in  a  schedule  to  the 
Indenture,  be  calculated  as  follows: 

(i)  On  each  LIBOR  Determination  Date,  LIBOR  shall  equal  the  rate,  as  obtained  by  the 

Calculation  Agent,  for  Eurodollar  deposits  for  the  Applicable  Period  which  appears  on 
Telerate  Page  3750  (as  defined  in  the  International  Swaps  and  Derivatives  Association,  Inc. 
2000  Interest  Rate  and  Currency  Exchange  Definitions),  or  such  page  as  may  replace 
Telerate  Page  3750,  as  of  1 1 :00  a.m.  (London  time)  on  such  LIBOR  Determination  Date. 

(ii)  If,  on  any  LIBOR  Determination  Date,  such  rate  does  not  appear  on  Telerate  Page  3750,  or 
such  page  as  may  replace  Telerate  Page  3750,  the  Calculation  Agent  shall  determine  the 
arithmetic  mean  of  the  offered  quotations  of  the  Reference  Banks  to  leading  banks  in  the 
London  interbank  market  for  Eurodollar  deposits  for  the  Applicable  Period  in  an  amount 
determined  by  the  Calculation  Agent  by  reference  to  requests  for  quotations  as  of 
approximately  11:00  a.m.  (London  time)  on  the  LIBOR  Determination  Date  made  by  the 
Calculation  Agent  to  the  Reference  Banks.  If,  on  any  LIBOR  Determination  Date,  at  least 
two  of  the  Reference  Banks  provide  such  quotations,  LIBOR  shall  equal  such  arithmetic 
mean  of  such  quotations.  If,  on  any  LIBOR  Determination  Date,  only  one  or  none  of  the 
Reference  Banks  provides  such  quotations,  LIBOR  shall  be  deemed  to  be  the  arithmetic 
mean  of  the  offered  quotations  that  leading  banks  in  the  City  of  New  York  selected  by  the 
Calculation  Agent  are  quoting  on  the  relevant  LIBOR  Determination  Date  for  Eurodollar 
deposits  for  the  Applicable  Period  in  an  amount  determined  by  the  Calculation  Agent  by 
reference  to  the  principal  London  offices  of  leading  banks  in  the  London  interbank  market; 
provided,  however,  that  if  the  Calculation  Agent  is  required  but  is  unable  to  determine  a  rate 
in  accordance  with  at  least  one  of  the  procedures  provided  above,  LIBOR  shall  be  LIBOR  as 
determined  on  the  most  recent  date  LIBOR  was  available.  As  used  herein,  "Reference 
Banks"  means  four  major  banks  in  the  London  interbank  market  selected  by  the  Calculation 
Agent. 

(iii)  LIBOR  for  the  first  Applicable  Period  shall  be  determined  based  on  the  actual  number  of 
days  in  the  Applicable  Period  using  straight-line  interpolation  of  two  rates  calculated  in 

accordance  with  the  above  procedure,  except  that  instead  of  using  three-month  deposits, 

one  rate  shall  be  determined  using  the  period  for  which  rates  are  obtainable  next  shorter 
than  the  Applicable  Period  and  the  other  rate  shall  be  determined  using  the  period  for  which 
rates  are  obtainable  next  longer  than  the  Applicable  Period. 
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As  soon  as  possible  after  11:00  a.m.  (London  time)  on  each  LIBOR  Determination  Date,  but  in  no 
event  later  than  11:00  a.m.  (London  time)  on  the  Business  Day  immediately  following  each  LIBOR 
Determination  Date,  the  Calculation  Agent  will,  with  respect  to  any  Scheduled  Payment  Date,  cause  notice  of 
the  Floating  Rate  Note  Interest  Rates  for  the  next  Interest  Accrual  Period  and  the  Class  A  Note  Interest 
Amount,  the  Class  B  Note  Interest  Amount,  the  Class  C  Note  Interest  Amount,  the  Class  D  Note  Interest 
Amount  and  the  Class  E  Note  Interest  Amount  (rounded  to  the  nearest  cent,  with  half  a  cent  being  rounded 
upward)  on  the  related  Payment  Date  to  be  communicated  to  the  Issuers,  the  Trustee,  Euroclear, 
Clearstream,  the  Collateral  Manager  and  the  paying  agents.  The  Calculation  Agent  will  also  specify  to  the 
Issuers  the  quotations  upon  which  the  Floating  Rate  Note  Interest  Rates  are  based,  and  in  any  event  the 
Calculation  Agent  shall  notify  the  Issuers,  or  the  Collateral  Manager  on  behalf  of  the  Issuers,  before  5:00 
p.m.  (London  time)  on  each  LIBOR  Determination  Date  that  either:  (i)  it  has  determined  or  is  in  the  process 
of  determining  the  applicable  Floating  Rate  Note  Interest  Rate(s)  and  the  applicable  Floating  Rate  Note 
Interest  Amount(s);  or  (ii)  it  has  not  determined  and  is  not  in  the  process  of  determining  the  applicable 
Floating  Rate  Note  interest  Rate(s)  and  the  applicable  Floating  Rate  Note  Interest  Amount(s),  together  with 
its  reasons  therefor. 

"LIBOR  Determination  Date":  The  second  London  Business  Day  prior  to  the  commencement  of  an 
inieresi  Accrual  Period. 

"Liquidation  Proceeds":  With  respect  to  any  optional  redemption  include,  without  duplication:  (i)  all 
Sale  Proceeds  from  Collateral  Obligations  sold  in  connection  with  such  redemption;  (ii)  the  aggregate 
amount  received  by  the  Issuer  on  or  prior  to  the  Business  Day  immediately  preceding  the  relevant  Payment 
Date  from  the  termination  or  reduction  of  any  Hedge  Agreement  in  connection  with  such  optional  redemption; 
and  (iii)  all  cash  and  Eligible  Investments  (other  than  Principal  Proceeds  and  Interest  Proceeds  that  will  be 
paid  pursuant  to  the  Priority  of  Payments  on  such  Redemption  Date)  on  deposit  in  the  Issuer  Accounts. 

"London  Business  Day":  A  day  on  which  commercial  banks  are  open  for  general  business 
(including  dealings  in  foreign  exchange  and  foreign  currency  deposits)  in  London. 

"Majority":  With  respect  to  the  Securities  or  any  Class  thereof,  the  Holders  of  more  than  50%  of  the 
Aggregate  Outstanding  Amount  of  the  Securities  or  of  such  Class,  as  the  case  may  be. 

"Margin  Stock":  The  meaning  specified  under  Regulation  U. 

"Maritime  Collateral  Obligation":  An  obligation,  other  than  a  Structured  Finance  Security,  in  which 
the  issuer  thereof  (i)  is  organized  in  a  Maritime  Jurisdiction  and  (ii)  is  determined  by  the  Collateral  Manager 
to  be  in  the  shipping  industry  and  to  have  (or  whose  relevant  obligations  are  guaranteed  by  an  entity  that  the 
Collateral  Manager  has  determined  to  have)  at  least  60%  (by  reference  to  the  latest  available  consolidated 
financial  statements)  of  (A)  its  business  operations  or  (B)  its  assets  primarily  responsible  for  generating  its 
revenue  located  in  (1)  the  United  States  of  America,  Canada,  Australia,  (2)  a  European  I  Country  or 
European  II  Country  (so  long  as,  in  each  case,  at  the  time  of  the  acquisition  by  the  Issuer,  the  foreign 
currency  rating  of  such  country  is  rated  at  least  "AA"  by  S&P)  or  (3)  upon  the  satisfaction  of  each  of  the 
Moody's  Rating  Condition  and  the  S&P  Rating  Condition,  any  other  jurisdiction. 

"Maritime  Jurisdiction":  (i)  Australia,  the  Bahamas,  Bermuda,  the  Cayman  Islands,  Norway,  or,  (ii) 
upon  the  satisfaction  of  each  of  the  Moody's  Rating  Condition  and  the  S&P  Rating  Condition,  any  other 
jurisdiction;  provided  that,  if  any  of  the  countries  listed  in  subclause  (i)  have  a  foreign  currency  rating  of  less 
than  "AA"  by  S&P  at  the  time  of  purchase  of  the  related  Maritime  Collateral  Obligation,  the  Collateral 
Manager  shall  notify  S&P  in  writing  of  such  fact;  provided,  further,  that,  none  of  the  countries  listed  in 
subclause  (i)  shall  have  a  foreign  currency  rating  of  less  than  "Aa2"  by  Moody's. 

"Market  Value":  With  respect  to  any  Collateral  Obligations,  the  amount  determined  by  the  Collateral 
Manager  equal  to:  (i)  the  product  of  the  principal  amount  and  the  average  of  the  average  bid  and  average 
ask  price  value  determined  by  the  Loan  Pricing  Corporation,  Mark-It  Partners  Inc.  or  any  other  loan  pricing 
service  that  is  Independent  of  the  Collateral  Manager  and  acceptable  to  S&P;  (ii)  if  any  such  service  is  not 
available  or  applicable  then  the  average  of  at  least  three  firm  bids  obtained  from  dealers  (that  are 
Independent  of  the  Collateral  Manager  and  Independent  of  each  other)  that  the  Collateral  Manager 
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determines  (in  its  sole  discretion)  to  be  reasonably  representative  of  the  Collateral  Obligation's  current 
market  value  and  reasonably  reflective  of  current  market  conditions;  (iii)  if  only  two  such  bids  can  be 
obtained  the  lower  of  such  two  bids  shall  be  the  Market  Value  of  the  Collateral  Obligation;  (iv)  if  only  one 
such  bid'can  be  obtained,  such  bid  shall  be  the  Market  Value  of  the  Collateral  Obligation;  and  (v)  if  no  such 
bids  can  be  obtained,  then,  the  Market  Value  of  such  Collateral  Obligation  shall  be: 

(A)  so  long  as  the  Collateral  Manager  is  registered  as  an  investment  adviser  under  the  Advisers 
Act,  the  outstanding  principal  amount  of  such  Collateral  Obligation  multiplied  by  the  lesser  of  (x)  70% 
and  (y)  its  market  value  (expressed  as  a  percentage)  of  such  Collateral  Obligation  as  determined  by 
the  Collateral  Manager  consistent  with  the  procedures  used  by  the  Collateral  Manager  to  determine 
the  market  value  for  assets  included  in  other  funds  managed  by  the  Collateral  Manager;  or 

(B)  if  the  Collateral  Manager  is  no  longer  registered  as  an  investment  adviser  under  the  Advisers 
Act,  the  outstanding  principal  amount  of  such  Collateral  Obligation  multiplied  by  the  least  of  (x)  70%, 
(y)  its  Moody's  Recovery  Rate  and  (z)  its  fair  market  value  (expressed  as  a  percentage  of  par) 
determined  by  the  Collateral  Manager;  provided  that  so  long  as  the  Collateral  Manager  is  not 
registered  as  an  investment  adviser  under  the  Advisers  Act,  if  the  Market  Value  of  a  Collateral 

UDIigailOn  CannOI  De  CaiCUiaieu  III  auuuiuanue  mm  any   ui  ouuuoww  vv   "■■«"»"  vv  •*•—■=   ■  —    - 

period  of  30  consecutive  days,  then  from  the  31st  such  consecutive  day  until  the  first  day  on  which 
the  Market  Value  of  such  Collateral  Obligation  can  be  calculated  in  accordance  with  any  of 
subclauses  (i)  through  (iv)  above,  the  Market  Value  of  such  Collateral  Obligation  shall  be  deemed  to 
be  zero. 

"maturity":  With  respect  to  any  Collateral  Obligation,  the  date  on  which  such  obligation  shall  be 
deemed  to  mature  (or  its  maturity  date)  shall  be  the  earlier  of  (x)  the  Stated  Maturity  of  such  obligation  and 
(y)  if  the  Issuer  has  a  right  to  require  the  issuer  or  obligor  of  such  Collateral  Obligation  to  purchase,  redeem 
or  retire  such  Collateral  Obligation  (at  par)  on  any  one  or  more  dates  prior  to  its  Stated  Maturity  (a  "put 
right")  and  the  Collateral  Manager  determines  (in  its  sole  discretion)  that  it  shall  exercise  such  put  right  on 
any  such  date,  the  maturity  date  shall  be  the  date  specified  in  such  certification. 

"Maturity":  With  respect  to  any  Security,  the  date  on  which  any  unpaid  principal  or  notional  amount, 
as  applicable,  ot  sucn  ssecuniy  Decomes  uue  ana  payaDie  as  tncieiu  Oi  nciem  kiu»w>-u,  ...,w,.w.  ~.  ...- 
Stated  Maturity  or  by  declaration  of  acceleration,  call  for  redemption  or  otherwise. 

"Maximum  Rating  Factor":  As  of  any  Measurement  Date  the  number  set  forth  in  the  Ratings  Matrix 
corresponding  to  the  "row/column  combination"  chosen  by  the  Collateral  Manager  as  currently  applicable  to 
the  Collateral  Obligations  in  accordance  with  the  terms  of  the  Indenture. 

"Measurement  Date":  On  and  after  the  Effective  Date,  (0  each  date  the  Reinvestment  Criteria  apply 
in  connection  with  a  sale,  purchase  or  substitution  of  a  Collateral  Obligation  (giving  effect  to  such  sale, 
purchase  or  substitution),  (ii)  each  Determination  Date,  (iii)  the  20lh  day  of  each  month  for  purposes  of 
producing  monthly  reports  provided  by  the  Issuer  pursuant  to  the  Indenture  summarizing  the  performance  of 
the  Collateral  Portfolio  and  (iv)  any  Business  Day  specified  as  a  Measurement  Date,  with  not  less  than  two 
Business  Days'  notice,  by  either  of  the  Rating  Agencies. 

"Minimum  Diversity":  As  of  any  Measurement  Date  the  number  set  forth  in  the  column  entitled 
"Minimum  Diversity"  in  the  Ratings  Matrix  set  forth  in  "Summary— The  Offering— Collateral  Quality  Tests" 
based  upon  the  "row/column  combination"  chosen  by  the  Collateral  Manager  as  currently  applicable  to  the 
Collateral  Obligations  in  accordance  with  the  terms  in  the  Indenture. 

"Minimum   Par  Value  Ratio":     The  Minimum  Par  Value  Ratio  will  be  satisfied,  as  of  any 

.    Measurement  Date  if,  the  Class  D  Par  Value  Ratio  is  equal  to  or  greater  than  110.34%;  provided  that  in 

calculating  the  Minimum  Par  Value  Ratio,  any  portion  of  principal  due  on  a  Collateral  Obligation  after  the 

Stated  Maturity  of  the  Securities  will  be  treated  as  a  Collateral  Obligation  that  matures  prior  to  or  on  the 

Stated  Maturity. 

"Moody's":  Moody's  Investors  Service,  Inc.  and  any  successor  or  successors  thereto. 
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"Moody's  Default  Probability  Rating":  With  respect  to  any  Collateral  Obligation  as  of  any  date  of 
determination,  the  rating  determined  as  follows: 

(i)  With  respect  to  a  Collateral  Obligation  (other  than  a  DIP  Loan)  that  is  a  Senior  Secured  Loan 

or  Participation  in  a  Senior  Secured  Loan,  if  the  obligor  of  such  Collateral  Obligation  has  a 
Corporate  Family  Rating,  then  such  Corporate  Family  Rating. 

(iO  With  respect  to  a  Collateral  Obligation  (other  than  a  DIP  Loan)  that  is  a  Senior  Secured  Loan 
or  Participation  in  a  Senior  Secured  Loan,  if  not  determined  pursuant  to  subclause  (i)  above, 
if  such  Collateral  Obligation  (A)  is  publicly  rated  by  Moody's,  such  public  rating,  or  (B)  is  not 
publicly  rated  by  Moody's  but  a  rating  or  rating  estimate  has  been  assigned  by  Moody's  upon 
the  request  of  the  Issuer  or  the  Collateral  Manager,  such  rating  or  the  rating  estimate,  as 
applicable. 

(iii)  With  respect  to  a  Collateral  Obligation  other  than  a  Synthetic  Security  or  a  DIP  Loan,  if  not 
determined  pursuant  to  subclause  (i)  or  (ii)  above,  (A)  if  the  obligor  of  such  Collateral 
Obligation  has  one  or  more  senior  unsecured  obligations  publicly  rated  by  Moody's,  then  the 
Moody's  public  rating  on  any  such  obiigaiion  as  selected  by  the  Collateral  Manager  or,  if  no 
such  rating  is  available,  then  (B)  if  such  Collateral  Obligation  is  publicly  rated  by  Moody's, 
such  public  rating  or,  if  no  such  rating  is  available,  then  (C)  if  a  rating  or  rating  estimate  has 
been  assigned  to  such  Collateral  Obligation  by  Moody's  upon  the  request  of  the  Issuer  or  the 
Collateral  Manager,  such  rating  or,  in  the  case  of  a  rating  estimate,  the  applicable  rating 
estimate  for  such  obligation. 

(iv)  With  respect  to  a  DIP  Loan,  (0  one  rating  subcategory  below  the  facility  rating  (whether 
public  or  private)  of  such  DIP  Loan  rated  by  Moody's  or  (ii)  if  such  DIP  Loan  does  not  have  a 
facility  rating  assigned  by  Moody's,  (a)  if  Moody's  has  provided  a  ratings  estimate  with 
respect  to  such  DIP  Loan,  one  rating  subcategory  below  the  ratings  estimate  provided  by 
Moody's,  (b)  if  Moody's  has  been  requested  by  the  Issuer  or  the  Collateral  Manager  to 
assign  a  rating  or  ratings  estimate  with  respect  to  such  DIP  Loan  but  such  rating  or  ratings 
estimate  has  not  been  received,  pending  receipt  of  such  estimate,  "B3"  if  the  Collateral 
Manager  believes  that  such  estimate  wiil  be  at  least  "B3"  and  if  the  Aggregate  Principal 
Amount  of  Collateral  Obligations  determined  pursuant  to  this  clause  (iv),  together  with  the 
Aggregate  Principal  Amount  of  Collateral  Obligations  the  Moody's  Derived  Rating  of  which  is 
determined  pursuant  to  subclause  (B)(1)  of  the  definition  of  "Moody's  Derived  Rating",  does 
not  exceed  10%  of  the  Aggregate  Principal  Amount  of  all  Collateral  Obligations  or  (c) 
otherwise,  "Caa1". 

(v)  With  respect  to  a  Collateral  Obligation  other  than  a  Synthetic  Security,  if  not  determined 
pursuant  to  subclause  (i),  (ii),  (iii)  or  (iv)  above,  the  Moody's  Derived  Rating. 

(vi)  With  respect  to  a  Synthetic  Security,  as  determined  as  set  forth  in  "Security  for  the  Secured 
Notes — Certain  Matters  Relating  to  Synthetic  Securities". 

For  purposes  of  calculating  a  Moody's  Default  Probability  Rating,  each  applicable  rating  on  credit 
watch  by  Moody's  with  positive  or  negative  implication  at  the  time  of  calculation  will  be  treated  as  having 
been  upgraded  or  downgraded  by  one  rating  subcategory,  as  the  case  may  be;  except  that,  with  respect  to 
ratings  issued  for  Structured  Finance  Securities,  each  applicable  rating  will  be  treated  as  having  been 
upgraded  or  downgraded  by  two  rating  subcategories. 

"Moody's  Derived  Rating":  With  respect  to  a  Collateral  Obligation  whose  Moody's  Rating  or 
Moody's  Default  Probability  Rating  cannot  otherwise  be  determined  pursuant  to  the  definitions  thereof,  such 
Moody's  Rating  or  Moody's  Default  Probability  Rating  shall  be  determined  as  set  forth  below: 

(0  If  the  obligor  of  such  Collateral  Obligation  has  a  long-term  issuer  rating  by  Moody's,  then 

such  long-term  issuer  rating. 
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If  not  determined  pursuant  to  subclause  (i)  above,  if  another  obligation  of  the  obligor  is  rated 
by  Moody's,  then  by  adjusting  the  rating  of  the  related  Moody's  rated  obligation  of  the  related 
obligor  by  the  number  of  rating  sub-categories  according  to  the  table  below: 


Obligation  Category  of 
Rated  Obligation 

Senior  secured  obligation 

Senior  secured  obligation 

Subordinated  obligation 

Subordinated  obligation 


Number  of  Subcategories 

Rating  of  . 

Relative  to  Rated 

Rated  Obliqation 

Obliqation  Rating 

greater  than  or  equal  to  B2 

-1 

less  than  B2 

-2 

greater  than  or  equal  to  B3 

+1 

less  than  B3 

0 

(iv) 


If  not  determined  pursuant  to  subclause  (i)  or  (ii)  above,  if  the  obligor  of  such  Collateral 
Obligation  has  a  Corporate  Family  Rating,  then  one  subcategory  below  such  Corporate 
Family  Rating. 

if  not  determined  pursuant  to  subclause  (i),  (ii)  or  (iii)  above,  then  by  using  any  one  of  the 
methods  provided  below: 


(A)        (1)         If  such  Collateral  Obligation  is  rated  by  S&P,  then  by  adjusting  the  S&P 
Rating  by  the  number  of  rating  sub-categories  according  to  the  table  below: 


S&P  Rating 

>BBB- 
<BB+ 


Collateral  Obligation 
Rated  by  S&P 

Not  a  Loan  or  Participation 

Not  a  Loan  or  Participation 

Loan  or  Participation  Interest  in 
uCsn 


Number  of  Subcategories 

Relative  to  Moody's 
Equivalent  of  S&P  Rating 

-1 

-2 

-2 


(2)  if  such  Collateral  Obligation  is  not  rated  by  S&P  but  another  security  or  obligation  of 
the  obligor  is  rated  by  S&P  (a  "parallel  security"),  then  the  rating  of  such  parallel  security  will  at  the 
election  of  the  Collateral  Manager  be  determined  in  accordance  with  the  table  set  forth  in  subclause 
(A)(1)  above,  and  the  Moody's  Rating  or  Moody's  Default  Probability  Rating  of  such  Collateral 
Obligation  will  be  determined  in  accordance  with  the  methodology  set  forth  in  subclause  (i)  above 
(for  such  purposes  treating  the  parallel  security  as  if  it  were  rated  by  Moody's  at  the  rating 
determined  pursuant  to  this  subclause  (A)(2));  or 

(3)  if  such  Collateral  Obligation  is  a  DIP  Loan,  no  Moody's  Rating  or  Moody's  Default 
Probability  Rating  may  be  determined  based  on  a  rating  by  S&P  or  any  other  rating  agency; 

provided,  however,  that  the  Aggregate  Principal  Amount  of  Collateral  Obligations  the 
Moody's  Default  Probability  Rating  of  which  is  determined  pursuant  to  this  clause  (iv)(A)  shall  not 
exceed  10%  of  the  Aggregate  Principal  Amount  of  all  Collateral  Obligations; 

(B)  if  such  Collateral  Obligation  is  not  rated  by  Moody's  or  S&P  and  no  other  security  or 
obligation  of  the  issuer  of  such  Collateral  Obligation  is  rated  by  Moody's  or  S&P,  and  if  Moody's  has 
been  requested  by  the  Issuer  or  the  Collateral  Manager  to  assign  a  rating  or  rating  estimate  with 
respect  to  such  Collateral  Obligation  but  such  rating  or  rating  estimate  has  not  been  received, 
pending  receipt  of  such  estimate,  (1)  "B3"  if  the  Collateral  Manager  believes  that  such  estimate  will 
be  at  least  "B3"  and  if  the  Aggregate  Principal  Amount  of  Collateral  Obligations  determined  pursuant 
to  this  subclause  (B)(1),  together  with  the  Aggregate  Principal  Amount  of  Collateral  Obligations  the 
Moody's  Default  Probability  Rating  of  which  is  determined  pursuant  to  clause  (iv)  of  the  definition  of 
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"Moody's  Default  Probability  Rating",  does  not  exceed  10%  of  the  Aggregate  Principal  Amount  of  all 
Collateral  Obligations  or  (2)  otherwise,  "Caa1"; 

(C)  if  the  obligor  of  such  Collateral  Obligation  is  a  U.S.  obligor  and  if  such  Collateral 
Obligation  is  a  senior  secured  obligation  of  the  obligor  and  (1)  neither  the  obligor  nor  any  of  its 
Affiliates  is  subject  to  reorganization  or  bankruptcy  proceedings,  (2)  no  debt  securities  or  obligations 
of  the  obligor  are  in  default,  (3)  neither  the  obligor  nor  any  of  its  Affiliates  have  defaulted  on  any  debt 
during  the  past  two  years,  (4)  the  obligor  has  been  in  existence  for  the  past  five  years,  (5)  the  obligor 
is  current  on  any  cumulative  dividends,  (6)  the  fixed-charge  ratio  for  the  obligor  exceeds  125%  for 
each  of  the  past  two  fiscal  years  and  for  the  most  recent  quarter,  (7)  the  obligor  had  a  net  profit 
before  tax  in  the  past  fiscal  year  and  the  most  recent  quarter  and  (8)  the  annual  financial  statements 
of  the  obligor  are  unqualified  and  certified  by  a  firm  of  Independent  accountants  of  national 
reputation,  and  quarterly  statements  are  unaudited  but  signed  by  a  corporate  officer,  "Caa1"; 

(D)  if  the  obligor  of  such  Collateral  Obligation  is  a  U.S.  obligor  and  if  such  Collateral 
Obligation  is  a  senior  secured  or  senior  unsecured  obligation  of  the  obligor  and  (1)  neither  the  obligor 
nor  any  of  its  Affiliates  is  subject  to  reorganization  or  bankruptcy  proceedings  and  (2)  no  debt 
security  or  obligation  of  the  obligor  has  been  in  default  during  the  past  two  years*  "Caa3";  or 

(E)  if  a  debt  security  or  obligation  of  the  obligor  has  been  in  default  during  the  past  two 
years,  "Ca". 

For  purposes  of  calculating  a  Moody's  Derived  Rating,  each  applicable  rating  on  credit  watch  by 
Moody's  with  positive  or  negative  implication  at  the  time  of  calculation  will  be  treated  as  having  been 
upgraded  or  downgraded  by  one  rating  subcategory,  as  the  case  may  be;  except  that,  with  respect  to  ratings 
issued  for  Structured  Finance  Securities,  each  such  applicable  rating  will  be  treated  as  having  been 
upgraded  or  downgraded  by  two  rating  subcategories. 

"Moody's  Industry  Category":  Any  of  the  industry  categories  set  forth  in  the  Indenture,  including 
any  such  modifications  that  may  be  made  thereto  or  such  additional  categories  that  may  be  subsequently 
established  by  Moody's  and  provided  by  the  Collateral  Manager  or  Moody's  to  the  Trustee. 

"Moody's  Rating":  With  respect  to  any  Collateral  Obligation  as  of  any  date  of  determination,  the 
rating  determined  as  follows: 

(i)  With  respect  to  a  Collateral  Obligation  (including  a  Synthetic  Security)  that  (A)  is  publicly 

rated  by  Moody's,  such  public  rating,  or  (B)  is  not  publicly  rated  by  Moody's  but  for  which  a 
rating  or  rating  estimate  has  been  assigned  by  Moody's  upon  the  request  of  the  Issuer  or  the 
Collateral  Manager,  such  rating  or,  in  the  case  of  a  rating  estimate,  the  applicable  rating 
estimate  for  such  obligation. 

(ii)  With  respect  to  a  Collateral  Obligation  that  is  a  Senior  Secured  Loan  or  Participation  in  a 
Senior  Secured  Loan,  if  not  determined  pursuant  to  subclause  (i)  above,  if  the  obligor  of 
such  Collateral  Obligation  has  a  Corporate  Family  Rating,  then  such  Corporate  Family 
Rating. 

(iii)  With  respect  to  a  Collateral  Obligation  other  than  a  Synthetic  Security,  if  not  determined 
pursuant  to  subclause  (i)  or  (ii)  above,  if  the  obligor  of  such  Collateral  Obligation  has  one  or 
more  senior  unsecured  obligations  publicly  rated  by  Moody's,  then  the  Moody's  public  rating 
on  any  such  obligation  as  selected  by  the  Collateral  Manager. 

(iv)  With  respect  to  a  Collateral  Obligation  other  than  a  Synthetic  Security,  if  not  determined 
pursuant  to  subclause  (i),  (ii)  or  (iii)  above,  the  Moody's  Derived  Rating. 

(v)  With  respect  to  a  Synthetic  Security,  if  not  determined  pursuant  to  subclause  (i)  above,  as 
provided  by  Moody's. 
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For  purposes  of  calculating  a  Moody's  Rating,  each  applicable  rating  on  credit  watch  by  Moody's  with 
positive  or  negative  implication  at  the  time  of  calculation  will  be  treated  as  having  been  upgraded  or 
downgraded  by  one  rating  subcategory,  as  the  case  may  be;  except  that,  with  respect  to  ratings  issued  for 
Structured  Finance  Securities,  each  such  applicable  rating  will  be  treated  as  having  been  upgraded  or 
downgraded  by  two  rating  subcategories. 

"Moody's  Rating  Condition":  With  respect  to  any  proposed  action  to  be  taken  under  the  Indenture 
or  any  other  document  contemplated  by  the  Indenture,  a  condition  that  is  satisfied  when  Moody's  has 
confirmed  in  writing  to  the  Issuer,  the  Trustee  and  the  Collateral  Manager  that  an  immediate  withdrawal  or 
reduction  with  respect  to  any  then-current  rating  by  Moody's  of  any  Class  of  Co-Issued  Notes  will  not  occur 
as  a  result  of  such  proposed  action. 

"Moody's  Rating  Factor":  With  respect  to  any  Collateral  Obligation,  is  the  number  set  forth  in  the 
table  below  opposite  the  rating  of  such  Collateral  Obligation,  which  may  be  adjusted  from  time  to  time  by 
Moody's: 


Moody's 

Default 

Probability 

Rating 

Mnnrlv'c 

•  ••  — — — j  — 

Rating 
Factor 

Moody's 

Default 

Probability 

Rating 

Moodv's 

--rf     - 

Rating 
Factor 

Aaa 

1 

Ba1 

940 

Aa1 

10 

Ba2 

1,350 

Aa2 

20 

Ba3 

1,766 

Aa3 

40 

B1 

2,220 

A1 

70 

B2 

2,720 

A2 

120 

B3 

3,490 

A3 

180 

Caa1 

4,770 

Baal 

260 

Caa2 

6,500 

Baa2 

360 

Caa3 

8,070 

Baa3 

610 

Ca  or  lower 

10,000 

Solely  for  purposes  of  determining  the  Maximum  Rating  Factor  Test: 

(i)  any  Collateral  Obligation  issued  or  guaranteed  as  to  the  payment  of  principal  and  interest  by 

the  United  States  of  America  or  any  agency  or  instrumentality  thereof,  the  obligations  of 
which  are  expressly  backed  by  the  full  faith  and  credit  of  the  United  States  of  America,  shall 
be  assigned  a  Moody's  Rating  Factor  of  1 ; 

(ii)  any  Collateral  Obligation  with  only  a  short-term  rating  of  "P-1"  by  Moody's  shall  be  assigned 
a  Moody's  Rating  Factor  equivalent  to  that  of  the  senior  unsecured  rating  of  the  issuer; 

(iii)  any  Collateral  Obligation  with  only  a  short-term  rating  of  "P-1"  by  Moody's  of  an  issuer  that 
does  not  have  a  senior  unsecured  rating  shall  be  assigned  a  Moody's  Rating  Factor  of  180; 
and 

(iv)  if  a  Collateral  Obligation  is  not  rated  by  Moody's  and  no  other  security  or  obligation  of  the 
issuer  is  rated  by  Moody's,  and  such  Collateral  Obligation  does  not  have  a  Moody's  Derived 
Rating,  then  the  Moody's  Rating  Factor  of  such  Collateral  Obligation  will  be  deemed  to  be 
such  estimate  thereof  as  may  be  assigned  by  Moody's  upon  the  request  of  the  Issuer  or  the 
Collateral  Manager;  provided,  however,  that  until  such  rating  estimate  is  made,  the  Moody's 
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Rating  Factor  of  such  security  shall  be  deemed  to  be  the  lower  of  the  Moody's  Rating  Factor 
corresponding  to  such  security's  rating  as  determined  pursuant  to  the  definition  of  "Moody's 
Default  Probability  Rating"  and  1 0,000. 

"Moody's  Recovery  Rate":  With  respect  to  any  Collateral  Obligation,  as  of  any  Measurement  Date, 
the  recovery  rate  specified  in  Table  I  below  corresponding  to  such  type  of  Collateral  Obligation: 

Table  I 

Moody's  Recovery  Rates 

Type  of  Collateral  Obligation  Recovery  Rate 

Senior  Secured  Loans  and  Senior  Secured  Floating         The  recovery  rate  determined  by  reference  to 
Rate  Notes  Table  II  below 

Senior  Unsecured  Loans  and  Subordinated  The  recovery  rate  determined  by  reference  to 

Loans  Table  III  below 

bonds  The  recovery  rate  determined  by  reference  to 

Table  IV  below 

Synthetic  Securities  Pending  assignment  by  Moody's  on 

a  case-by-case  basis,  25.00%  and,  thereafter,  as 
provided  by  Moody's 

DIP  Loans  50.00% 

Finance  Leases  Pending  assignment  by  Moody's  on  a  case-by-case 

basis,  10.00%  and,  thereafter,  as  provided  by 
Moody's 

Table  II 

Moody's  Recovery  Rates  for  Senior  Secured  Loans  and  Senior  Secured  Floating  Rate  Notes 
Number  of  rating  sub-categories  by 
which  the  Moody's  Rating  exceeds  the 
Moody's  Default  Probability  Rating  Recovery  Rate 

-3  or  less  20% 

.      -2  .     30% 

-1  40% 

0  45% 

1  50% 

2  60% 

3  60%  or  such  higher  recovery  rate  as  provided  by 

Moody's  due  to  changes  in  its  rating  methodology 

4  or  more  60%  or  such  higher  recovery  rate  as  provided  by 

Moody's  due  to  changes  in  its  rating  methodology 
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Table  III 
Moody's  Recovery  Rates  For  Senior  Unsecured  Loans  and  Subordinated  Loans 


Number  of  rating  sub-categories  by 

which  the  Moody's  Rating  exceeds  the 

Moody's  Default  Probability  Rating 

-3  or  less 


-2 
-1 
0 
1 
2 
3 


4  or  more 


Recovery  Rate 

10.0% 

15.0% 

30.0% 

40.0% 

42.5% 

45.0% 

45.0%  or  such  higher  recovery  rate  as  provided  by 
Moody's  due  to  changes  in  its  rating  methodology 

45.0%  or  such  higher  recovery  rate  as  provided  by 
Moody's  due  to  changes  in  its  rating  methodology 


Table  IV 
Moody's  Recovery  Rates  For  Bonds 


Number  of  rating  sub-categories  by 

which  the  Moody's  Rating  exceeds  the 

Moody's  Default  Probability  Rating 

~3  or  !@ss 

-2 

-1 

0 

1 

2  or  more 


Recovery  Rate 

£.  /U 

10% 
15% 
30% 
35% 
40% 


The  recovery  rate  for  a  subordinated  debt  security  shall  be  15%  if  its  Moody's  Rating  has  been 
determined  by  reference  to  the  definition  of  "Moody's  Derived  Rating". 

"Moody's  Weighted  Average  Rating  Factor":  As  of  any  Measurement  Date,  will  equal  the  number 
obtained  by  summing  the  products  obtained  by  multiplying  the  Principal  Balance  of  each  Collateral 
Obligation  by  its  Moody's  Rating  Factor,  dividing  such  sum  by  the  Aggregate  Principal  Amount  of  all  such 
Collateral  Obligations  and  rounding  the  result  up  to  the  nearest  whole  number. 

"Moody's  Weighted  Average  Recovery  Rate":  As  of  any  Measurement  Date,  the  number 
(expressed  as  a  percentage)  obtained  by  summing  the  product  of  the  Moody's  Recovery  Rate  of  each 
Collateral  Obligation  and  the  Principal  Balance  of  such  Collateral  Obligation,  and  dividing  such  sum  by  the 
Aggregate  Principal  Amount  of  all  such  Collateral  Obligations. 
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"Non-U.S.  Obligor":  An  issuer  or  obligor  of  a  Collateral  Obligation  (i)  that  is  not  a  Special  Purpose 
Vehicle  and  (ii)  that  is  organized  in  a  sovereign  jurisdiction  other  than  the  United  States  of  America. 

"Note  Interest  Rate":  With  respect  to  the  Class  S  Notes,  the  Class  A  Notes,  the  Class  B  Notes,  the 
Class  C  Notes,  the  Class  D  Notes  and  the  Class  E  Notes,  the  annual  rate  at  which  interest  accrues  thereon, 
as  specified  in  "Summary — The  Offering — Securities  Issued". 

"Note  Payment  Sequence":  The  application,  in  accordance  with  the  Priority  of  Payments,  of 
Interest  Proceeds  or  Principal  Proceeds,  as  applicable,  in  the  following  order:  to  the  payment  of  principal  of 
the  Class  A  Notes  until  redeemed  or  otherwise  paid  in  full,  then  to  the  payment  of  principal  of  the  Class  B 
Notes  until  redeemed  or  otherwise  paid  in  full,  then  to  the  payment  of  principal  of  the  Class  C  Notes  until 
redeemed  or  otherwise  paid  in  full,  and  then  to  the  payment  of  principal  of  the  Class  D  Notes  until  redeemed 
or  otherwise  paid  in  full  and  then  to  the  payment  of  principal  of  the  Class  E  Notes  until  redeemed  or 
otherwise  paid  in  full. 

"Offer":  (i)  With  respect  to  any  Collateral  Obligation  or  Eligible  Investment,  any  offer  by  the  issuer  of 
such  security  or  borrower  with  respect  to  such  debt  obligation  or  by  any  other  Person  made  to  all  of  the 
holders  of  such  security  or  debt  obligation  to  purchase  or  otherwise  acquire  such  security  or  debt  obligation 
(other  than  pursuant  to  any  redemption  in  accordance  with  the  terms  of  any  related  Reference  Instrument  or 
for  the  purpose  of  registering  the  security  or  debt  obligation)  or  to  exchange  such  security  or  debt  obligation 
for  any  other  security,  debt  obligation,  cash  or  other  property  or  (ii)  with  respect  to  any  Collateral  Obligation 
or  Eligible  Investment  that  constitutes  a  bond,  any  solicitation  by  the  issuer  of  such  security  or  borrower  with 
respect  to  such  debt  obligation  or  any  other  Person  to  amend,  modify  or  waive  any  provision  of  such  security 
or  debt  obligation  or  any  related  Reference  Obligation. 

"Offering":  The  offering  of  the  Securities  on  the  Closing  Date. 

"Outstanding":  With  respect  to  a  Class  of  Securities  or  all  of  the  Securities,  as  of  any  date  of 
determination,  all  of  such  Class  of  Securities  or  all  of  the  Securities,  theretofore  authenticated  and  delivered 
under  the  Indenture,  except: 

(a)  Securities  theretofore  cancelled  by  the  Registrar  or  delivered  to  the  Registrar  for 
cancellation; 

(b)  Securities  or,  in  each  case,  portions  thereof  for  whose  payment  or  redemption  funds  in  the 
necessary  amount  have  been  theretofore  irrevocably  deposited  with  the  Trustee  or  any 
paying  agent  in  trust  for  the  Holders  of  such  Securities;  provided  that  if  such  Securities  or 
portions  thereof  are  to  be  redeemed,  notice  of  such  redemption  has  been  duly  given 
pursuant  to  the  Indenture  or  provision  therefor  satisfactory  to  the  Trustee  has  been  made; 

(c)  Securities  in  exchange  for  or  in  lieu  of  which  other  Securities  have  been  authenticated  and 
delivered  pursuant  to  the  Indenture,  unless  proof  satisfactory  to  the  Trustee  is  presented  that 
any  such  original  Securities  are  held  by  a  holder  in  due  course; 

(d)  Securities  alleged  to  have  been  mutilated,  destroyed,  lost  or  stolen  for  which  replacement 
Securities  have  been  issued  as  provided  in  the  Indenture; 

(e)  in  determining  whether  the  Holders  of  the  requisite  Outstanding  amount  have  given  any 
request,  demand,  authorization,  direction,  notice,  consent  or  waiver  hereunder: 

(i)  Securities  owned  by  the  Issuer  or  the  Co-Issuer  shall  be  disregarded  and  deemed 

not  to  be  Outstanding; 

(ii)  (1)  with  respect  to  any  vote  in  connection  with  the  removal  and  replacement  of  the 
Collateral  Manager,  any  Securities  held  by,  or  with  respect  to  which  discretionary 
voting  rights  are  held  by,  the  Collateral  Manager  and/or  its  Affiliates,  shall  be 
disregarded  and  deemed  not  to  be  Outstanding,  except  that,  with  respect  to 
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subclause  (0  above  and  this  subclause  00(1),  in  determining  whether  the  Trustee 
shall  be  protected  in  relying  upon  any  such  request,  demand,  authorization, 
direction,  notice,  consent  or  waiver,  only  Securities  that  a  Trust  Officer  of  the 
Trustee  knows  to  be  so  owned  shall  be  so  disregarded;  and 

(2)  except  as  otherwise  provided  in  the  immediately  preceding  subclause  (ii)(1),  any 
Securities  held  by,  or  with  respect  to  which  discretionary  voting  rights  are  held  by, 
the  Collateral  Manager  and/or  its  Affiliates  or  their  respective  employees  will  have 
voting  rights  with  respect  to  all  matters  as  to  which  the  Holders  of  Securities  are 
entitled  to  vote; 

(f)  for  the  avoidance  of  doubt,  any  Securities  held  by,  or  with  respect  to  which  discretionary 
voting  rights  are  held  by,  the  Initial  Purchaser  and/or  its  Affiliates  or  its  employees  will  have 
voting  rights  with  respect  to  all  matters  as  to  which  the  Holders  of  Securities  are  entitled  to 
vote;  and 

(g)  Securities  so  owned  that  have  been  pledged  in  good  faith  may  be  regarded  as  Outstanding  if 
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act  with  respect  to  such  Securities  and  the  pledgee  is  not  the  Issuer,  the  Co-Issuer  or  any 
other  obligor  upon  the  Securities  or  any  Affiliate  of  the  Issuer,  the  Co-Issuer  or  such  other 
obligor. 

"Par  Value  Ratio":  With  respect  to  any  applicable  Class  of  Secured  Notes,  the  ratio  determined  as 
of  any  Measurement  Date  (expressed  as  a  percentage),  after  giving  effect  to  the  definition  of  "Coverage 
Tests"  and  "Principal  Balance",  obtained  by  dividing: 

(a)  the  sum  of  (without  duplication): 

(i)  the  Aggregate  Principal  Amount  of  the  Collateral  Obligations  (other  than  Defaulted 

Obligations)  minus  any  Securities  Lending  Collateral  Losses; 

(ii)  the  principal  amount  of  any  cash  and  Eligible  Investments  together  with  any 
uninvested  amounts  on  deposit  in  the  Issuer  Accounts  (excluding  amounts 
deposited  in  the  Revolving  Credit  Facility  Reserve  Account)  representing  Principal 
Proceeds  or  Liquidation  Proceeds  (in  each  case  excluding  Reinvestment  Income); 
and 

(iii)        the  sum  of  the  Principal  Balances  of  all  Defaulted  Obligations;  by 

(b)  (i)  the  Aggregate  Outstanding  Amount  of  the  Secured  Notes  of  such  Class  and  each  Class 
senior  to  it  (excluding  the  Class  S  Notes);  provided,  however,  the  Class  A  Notes  and  the 
Class  B  Notes  shall  constitute  one  Class  of  Secured  Notes  for  purposes  of  the  Par  Value 
Ratio  determined  for  the  Class  A/B  Par  Value  Test  plus  (ii)  an  amount  equal  to  the 
Aggregate  Underlying  Undrawn  Amount  at  such  time  less  the  amounts  deposited  in  the 
Revolving  Credit  Facility  Reserve  Account. 

"Par  Value  Tests":  The  Class  A/B  Par  Value  Test,  the  Class  C  Par  Value  Test,  the  Class  D  Par 
Value  Test  and  the  Class  E  Par  Value  Test. 

"Participation":  An  interest  in  a  loan  acquired  indirectly  by  way  of  participation  from  a  Selling 
Institution. 

"Payment  Date":  Each  Scheduled  Payment  Date  and  any  Redemption  Date. 

"Payment  Default":  Any  Event  of  Default  specified  in  subclauses  (a),  (b),  (c),  (g)  or  (h)  of  the 
definition  of  such  term. 
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"Permitted  Offer":  An  offer  (i)  pursuant  to  the  terms  of  which  the  offeror  offers  to  acquire  a  debt 
obligation  (including  a  Collateral  Obligation)  in  exchange  for  consideration  consisting  solely  of  cash  in  an 
amount  equal  to  or  greater  than  the  full  face  amount  of  such  debt  obligation  plus  any  accrued  and  unpaid 
interest  and  (ii)  as  to  which  the  Collateral  Manager  has  determined  in  its  judgment  that  the  offeror  has 
sufficient  access  to  financing  to  consummate  the  offer. 

"Permitted  Reinvestment  Period":  With  respect  to  Principal  Proceeds  received  during  a  Due 
Period,  the  period  beginning  on  the  day  such  Principal  Proceeds  are  received  by  the  Issuer  and  ending  the 
later  of  the  last  day  of  (i)  the  Reinvestment  Period  and  (ii)  the  Investment  Due  Period. 

"Person":  An  individual,  corporation  (including  a  business  trust),  partnership,  limited  liability 
company,  joint  venture,  association,  joint  stock  company,  trust  (including  any  beneficiary  thereof),  bank, 
unincorporated  association  or  government  or  any  agency  or  political  subdivision  thereof  or  any  other  entity  of 
a  similar  nature. 

"Plan":  An  employee  benefit  plan  that  is  defined  in  Section  3(3)  of  ERISA  and  subject  to  Title  I  of 
ERISA  or  a  plan  that  is  defined  in  Section  4975(e)(1)  of  the  Code  and  subject  to  Section  4975  of  the  Code. 

"Pledged  Obligations":  On  any  date  of  determination,  the  Collateral  Obligations  and  the  Eligible 
Investments  owned  by  the  Issuer  that  have  been  granted  to  the  Trustee. 

"Principal  Allocated  Accrued  Interest":  With  respect  to  any  date  of  determination  after  the 
Effective  Date,  the  aggregate  cumulative  amount  of  accrued  interest  received  in  connection  with  sales  of 
Accrued  Interest  Collateral  Obligations  that  constitutes  Sale  Proceeds  pursuant  to  subclauses  (ii)  and  (iii)  of 
the  definition  thereof. 

"Principal  Balance":  As  of  any  date  of  determination,  with  respect  to  any  Collateral  Obligation, 
Eligible  Investment  or  cash,  the  outstanding  principal  amount  of  such  Collateral  Obligation,  Eligible 
Investment  or  cash;  provided,  however,  that: 

(i)  the  Principal  Balance  of  a  Synthetic  Security  (a)  as  to  which  a  credit  event  has  not  occurred 
ui6f6unu6r  suSii  uc  ins  notional  sfnouru  or  me  cuiSisnuinQ  pnncipai  arnouru,  as  me  case 
may  be,  specified  in  such  Synthetic  Security  and  (b)  as  to  which  a  credit  event  has  occurred 
thereunder,  for  purposes  of  calculating  (A)  the  Par  Value  Ratios,  shall  be  as  determined 
under  subclause  (iii)  below,  (B)  the  Collateral  Quality  Tests,  shall  be  zero;  and  (C)  the 
amounts  payable  to  the  Trustee  and  the  Collateral  Management  Fee,  shall  be  the  notional 
amount  or  the  outstanding  principal  amount  specified  in  such  Synthetic  Security; 

(ii)  the  Principal  Balance  of  a  Collateral  Obligation  received  upon  acceptance  of  an  Offer  (as 
described  in  subclause  (i)  of  the  definition  thereof)  (other  than  a  Permitted  Offer)  to 
exchange  a  Collateral  Obligation  for  such  Collateral  Obligation  shall,  until  such  time  as 
Interest  Proceeds  or  Principal  Proceeds,  as  applicable,  are  first  received  when  due  with 
respect  to  such  Collateral  Obligation,  be  deemed  to  be  the  lesser  of  (x)  a  percentage  of  the 
outstanding  principal  amount  equal  to  the  Moody's  Recovery  Rate  for  such  Collateral 
Obligation  and  (y)  a  percentage  of  the  outstanding  principal  amount  equal  to  the  S&P 
Recovery  Rate  for  such  Collateral  Obligation  (determined  with  respect  to  each  Class  of 
Secured  Notes  and  the  relevant  Par  Value  Ratio  for  such  Class  of  Secured  Notes;  it  being 
agreed  that,  with  respect  to  the  Class  A/B  Par  Value  Ratio,  the  S&P  Recovery  Rate  shall  be 
determined  by  reference  to  the  Class  A  Notes  only);  provided  that,  for  the  purpose  of 
calculating  (1)  the  Collateral  Quality  Tests  and  the  Concentration  Limitations,  the  Principal 
Balance  of  such  Collateral  Obligation  shall  be  zero,  (2)  the  amounts  payable  to  the  Trustee 
pursuant  to  the  Indenture,  the  Principal  Balance  of  such  Collateral  Obligation  shall  be  the 
outstanding  principal  amount  thereof  and  (3)  the  Collateral  Management  Fee,  the  Principal 
Balance  of  such  Collateral  Obligation  shall  be  the  outstanding  principal  amount  thereof; 

(iii)  the  Principal  Balance  of  each  Defaulted  Obligation  shall  be  deemed  to  be  zero;  provided  that 
(1)  for  the  purpose  of  calculating  the  amounts  payable  to  the  Trustee  pursuant  to  the 
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Indenture,  the  Principal  Balance  of  a  Defaulted  Obligation  shall  be  the  outstanding  principal 
amount  of  such  Defaulted  Obligation,  (2)  for  the  purpose  of  calculating  the  Collateral 
Management  Fee,  the  Principal  Balance  of  a  Defaulted  Obligation  shall  be  the  outstanding 
principal  amount  of  such  Defaulted  Obligation  and  (3)  for  the  purpose  of  calculating  the  Par 
Value  Ratios  (including  the  calculation  of  the  Class  E  Par  Value  Ratio  for  purposes  of 
determining  whether  the  Reinvestment  Test  has  been  satisfied),  the  Principal  Balance  of  a 
Defaulted  Obligation  (A)  that  has  been  held  by  the  Issuer  for  less  than  three  years  (or,  if  held 
by  the  Issuer  for  more  than  three  years,  such  Collateral  Obligation  does  not  constitute  those 
Defaulted  Obligations  in  excess  of  2.0%  of  the  Aggregate  Principal  Amount  of  the  Collateral 
Portfolio)  shall  be  the  product  of  (i)  the  least  of  the  Moody's  Recovery  Rate,  the  S&P 
Recovery  Rate  (determined  with  respect  to  each  Class  of  Secured  Notes  and  the  relevant 
Par  Value  Ratio  for  such  Class  of  Secured  Notes;  it  being  agreed  that,  with  respect  to  the 
Class  A/B  Par  Value  Ratio,  the  S&P  Recovery  Rate  shall  be  determined  by  reference  to  the 
Class  A  Notes  only)  and  the  Market  Value  (expressed  as  a  percentage)  for  such  Defaulted 
Obligation  and  (ii)  the  principal  amount  of  such  Defaulted  Obligation  (or,  in  the  case  of  a 
Defaulted  Obligation  that  is  a  Step-Up  Coupon  Security  during  a  period  for  which  no  interest 
is  payable  or  a  Zero-Coupon  Security,  the  accreted  value  thereof  at  the  time  of  default)  or 
(B)  that  has  been  held  by  the  Issuer  for  three  years  or  more  and  that  constitutes  those 
Defaulted  Obligations  in  excess  of  2.0%  of  the  Aggregate  Principal  Amount  of  the  Collateral 
Portfolio,  shall  be  deemed  to  have  a  Principal  Balance  of  zero; 

(iv)  the  Principal  Balance  of  each  Equity  Security  and  Exchanged  Equity  Security  shall  be 
deemed  to  be  zero; 

(v)  the  Principal  Balance  of  any  Zero-Coupon  Security  which,  by  its  terms,  does  not  at  any  time, 
pay  interest  thereon  or  any  Step-Up  Coupon  Security  during  a  period  for  which  no  interest  is 
payable  shall  be  deemed  to  be  the  accreted  value  of  such  Pledged  Obligation  as  at  the  date 
of  determination  and  any  Deferrable  Interest  Obligation  which,  by  its  terms,  does  not  at  any 
time  or  from  time  to  time  pay  interest  thereon,  shall  be  deemed  to  exclude  capitalized 
interest; 

(vi)  the  Principal  Balance  of  any  Collateral  Obligations  and  any  Eligible  Investments  in  which  the 
Trustee  does  not  have  a  first  priority  perfected  security  interest  shall  be  deemed  to  be  zero 
(other  than  Collateral  Obligations  loaned  to  a  Securities  Lending  Counterparty  for  so  long  as 
an  event  of  default,  as  such  term  is  defined  under  the  related  Securities  Lending  Agreement, 
shall  not  have  occurred  and  be  continuing  under  the  related  Securities  Lending  Agreement); 
provided  that  for  the  purpose  of  calculating  the  Collateral  Management  Fee  and  the  amounts 
payable  to  the  Trustee  pursuant  to  the  Indenture,  the  Principal  Balance  of  such  Collateral 
Obligation  or  Eligible  Investment  shall  be  the  outstanding  principal  amount  thereof; 

(vii)  for  the  purpose  of  calculating  the  Par  Value  Ratios  (including  the  calculation  of  the  Class  E 
Par  Value  Ratio  for  purposes  of  determining  whether  the  Reinvestment  Test  has  been 
satisfied),  the  Principal  Balance  of  any  Deferrable  Interest  Obligation  that  is  in  accordance 
with  its  terms  deferring  interest  or  making  payments  due  thereon  "in  kind"  for  (i)  with  respect 
to  securities  with  a  Moody's  Rating  of  "Ba1 "  or  lower,  the  lesser  of  6  months  or  one  payment 
period  and  (ii)  with  respect  to  securities  with  a  Moody's  Rating  of  "Baa3  or  higher,  the  lesser 
of  one  year  or  two  consecutive  payment  periods,  shall  be  the  product  of  (x)  the  least  of  the 
Moody's  Recovery  Rate,  the  S&P  Recovery  Rate  (determined  with  respect  to  each  Class  of 
Secured  Notes  and  the  relevant  Par  Value  Ratio  for  such  Class  of  Secured  Notes;  it  being 
agreed  that,  with  respect  to  the  Class  A/B  Par  Value  Ratio,  the  S&P  Recovery  Rate  shall  be 
determined  by  reference  to  the  Class  A  Notes  only)  and  the  Market  Value  (expressed  as  a 
percentage)  for  such  Deferrable  Interest  Obligation  and  (y)  the  principal  amount  of  such 
Deferrable  Interest  Obligation; 

(viii)  the  Principal  Balance  of  any  Revolving  Credit  Facility  or  Delayed  Funding  Term  Loan  shall 
be  the  sum  of  the  funded  portion  of  such  Revolving  Credit  Facility  or  Delayed  Funding  Term 
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Loan  and  the  unfunded  portion  of  such  Revolving  Credit  Facility  or  Delayed  Funding  Term 
Loan; 

(be)  subject  to  subclause  (xii)  below,  the  Principal  Balance  of  a  Current  Pay  Obligation  for 
purposes  of  calculating  the  Par  Value  Ratios  (including  the  calculation  of  the  Class  E  Par 
Value  Ratio  for  purposes  of  determining  whether  the  Reinvestment  Test  has  been  satisfied) 
shall  be  (i)  if  the  Market  Value  of  such  Current  Pay  Obligation  is  85%  or  more  of  its 
Aggregate  Principal  Amount  and  such  Collateral  Obligation  is  rated  Caa2,  the  outstanding 
principal  amount  thereof,  (ii)  if  the  Market  Value  of  such  Current  Pay  Obligation  is  less  than 
85%  of  its  Aggregate  Principal  Amount  and  such  Collateral  Obligation  is  rated  Caa2,  95%  of 
its  Market  Value;  (iii)  if  the  Market  Value  of  such  Current  Pay  Obligation  is  80%  or  more  of  its 
Aggregate  Principal  Amount  and  such  Collateral  Obligation  is  rated  Caa1  or  above,  the 
outstanding  principal  amount  thereof  and  (iv)  if  the  Market  Value  of  such  Current  Pay 
Obligation  is  less  than  80%  of  its  Aggregate  Principal  Amount  and  such  Collateral  Obligation 
is  rated  Caa1  or  above,  95%  of  its  Market  Value; 

(x)         subject  to  subclause  (xii)  below,  the  Principal  Balance  of  a  Caa/CCC  Collateral  Obligation  for 
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Value  Ratio  for  purposes  of  determining  whether  the  Reinvestment  Test  has  been  satisfied) 
shall  be  determined  as  follows:  If  on  any  date  (without  duplication)  the  Aggregate  Principal 
Amount  of  all  Caa/CCC  Collateral  Obligations  exceeds  7.5%  of  the  Aggregate  Principal 
Amount  (as  calculated  without  taking  into  consideration  this  subclause  (x))  of  the  Collateral 
Portfolio,  the  Principal  Balance  of  each  Caa/CCC  Collateral  Obligation  (or  portion  of  a 
Caa/CCC  Collateral  Obligation)  in  excess  of  7.5%  of  the  Aggregate  Principal  Amount  (as 
calculated  without  taking  into  consideration  this  subclause  (x))  of  the  Collateral  Portfolio  will 
be  included  in  the  calculation  of  compliance  with  the  Par  Value  Tests  at  each  Collateral 
Obligation's  Market  Value,  it  being  understood  that  for  purposes  of  determining  the 
Caa/CCC  Collateral  Obligations  (or  portion  of  a  Caa/CCC  Collateral  Obligation)  comprising 
the  excess  of  7.5%  of  the  Aggregate  Principal  Amount  (as  calculated  without  taking  into 
consideration  this  subclause  (x))  of  the  Collateral  Portfolio,  the  Caa/CCC  Collateral 
Obligations  (or  portion  of  a  Caa/CCC  Collateral  Obligation)  that  have  the  lowest  Market 
Value  shall  be  deemed  to  comnrise  such  excess- 

(xi)  subject  to  subclause  (xii)  below,  the  Principal  Balance  of  a  Discount  Collateral  Obligation  for 
purposes  of  calculating  the  Par  Value  Ratios  (including  the  calculation  of  the  Class  E  Par 
Value  Ratio  for  purposes  of  determining  whether  the  Reinvestment  Test  has  been  satisfied) 
shall  be  the  lesser  of  its  Market  Value  and  90%  of  its  outstanding  principal  amount; 

(xii)  for  purposes  of  calculating  the  Par  Value  Ratios  (including  the  calculation  of  the  Class  E  Par 
Value  Ratio  for  purposes  of  determining  whether  the  Reinvestment  Test  has  been  satisfied), 
the  Principal  Balance  of  a  Collateral  Obligation  that  has  the  characteristics  of  a  Current  Pay 
Obligation,  a  Caa/CCC  Collateral  Obligation  (without  giving  effect  to  the  proviso  in  the 
definition  thereof)  and/or  a  Discount  Collateral  Obligation  shall  be  the  lowest  value  of  the 
values  that  corresponds  to  the  relevant  type  of  Collateral  Obligations  (as  determined  by 
subclause  (ix),  (x)  and/or  (xi)  above); 

(xiii)  for  purposes  of  calculating  each  of  the  Par  Value  Ratios  (including  the  calculation  of  the 
Class  E  Par  Value  Ratio  for  purposes  of  determining  whether  the  Reinvestment  Test  has 
been  satisfied  but  not  including  calculating  the  Minimum  Par  Value  Ratio),  the  Principal 
Balance  of  the  portion  of  principal  due  on  a  Collateral  Obligation  after  the  Stated  Maturity 
shall  be  (a)  with  respect  to  any  such  portion  of  principal  due  in  one  year  or  less  following  the 
Stated  Maturity,  (1)  if  such  Collateral  Obligation  is  a  loan,  80%  of  the  amount  of  such 
principal  due  in  one  year  or  less  following  the  Stated  Maturity  and  (2)  if  such  Collateral 
Obligation  is  a  bond,  75%  of  the  amount  of  such  principal  due  in  one  year  or  less  following 
the  Stated  Maturity,  or  (b)  with  respect  to  any  such  portion  of  principal  due  after  one  year 
following  the  Stated  Maturity,  the  amount  of  such  portion  of  principal  multiplied  by  the  lower 
of  its  Moody's  Recovery  Rate  and  its  S&P  Recovery  Rate  (determined  with  respect  to  each 
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Class  of  Secured  Notes  and  the  relevant  Par  Value  Ratio  for  such  Class  of  Secured  Notes;  it 
being  agreed  that,  with  respect  to  the  Class  A/B  Par  Value  Ratio,  the  S&P  Recovery  Rate 
shall  be  determined  by  reference  to  the  Class  A  Notes  only); 

(xiv)  for  the  avoidance  of  doubt,  the  Principal  Balance  of  a  DIP  Loan  will  be  the  outstanding 
principal  amount  thereof;  and 

(xv)  for  the  avoidance  of  doubt,  the  Principal  Balance  of  any  Substitute  Deliverable  Obligation  will 
be  deemed  to  be  zero. 

"Principal  Payments":  With  respect  to  any  Payment  Date,  an  amount  equal  to  the  sum  of  any 
payments  of  principal  (including  optional  or  mandatory  redemptions  or  prepayments)  received  on  the 
Pledged  Obligations  during  the  related  Due  Period,  including  payments  of  principal  received  in  respect  of 
exchange  offers  and  tender  offers  and  recoveries  on  Defaulted  Obligations  up  to  the  outstanding  principal 
amount  thereof  (including,  without  limitation,  any  payments  received  by  the  Issuer  upon  the  occurrence  of  a 
"credit  event"  under  a  Synthetic  Security  up  to  the  Principal  Balance  of  such  Synthetic  Security),  but  not 
including  Sale  Proceeds  received  during  the  Reinvestment  Period. 

"Principal  Proceeds":  With  respect  to  any  Payment  Date  and  the  Stated  Maturity,  without 
duplication: 

(i)  all  Principal  Payments,  including  Unscheduled  Principal  Payments,  received  during  the 

related  Due  Period  on  the  Pledged  Obligations; 

(ii)  any  amounts,  distributions  or  proceeds  (including  resulting  from  any  sale)  received  on  any 
Defaulted  Obligations  (other  than  proceeds  that  constitute  Interest  Proceeds  under 
subclause  (ii)  of  the  definition  thereof)  during  the  related  Due  Period  if  the  outstanding 
principal  amount  thereof  then  due  and  payable  has  not  been  received  by  the  Issuer  after 
giving  effect  to  the  receipt  of  such  amounts,  distributions  or  proceeds,  as  the  case  may  be; 

(iii)        all  premiums  (including  prepayment  premiums)  received  during  the  related  Due  Period  on 
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(iv)  (A)  any  amounts  constituting  unused  proceeds  remaining  in  the  Principal  Collection  Account 
and  the  Subordinated  Securities  Principal  Collection  Account  from  the  Offering  (1)  at  the  end 
of  the  Reinvestment  Period  or  (2)  on  any  Determination  Date  on  which  any  of  the  Par  Value 
Tests  are  not  satisfied  or  on  any  Determination  Date  on  or  after  the  Second  Determination 
Date  on  which  any  of  the  Interest  Coverage  Tests  are  not  satisfied,  other  than  Reinvestment 
Income  (which  shall  be  treated  as  Interest  Proceeds),  (B)  all  amounts  transferred  to  the 
Principal  Collection  Account  from  the  Expense  Reserve  Account  during  the  related  Due 
Period  and  (C)  any  Principal  Proceeds  and  unused  proceeds  designated  for  application  as 
Principal  Proceeds  as  set  forth  in  "Security  for  the  Secured  Notes — Principal  Collection 
Account"; 

(v)  Sale  Proceeds  received  during  the  related  Due  Period  (excluding  any  Sale  Proceeds 
received  in  connection  with  an  optional  redemption  of  the  Securities); 

(vi)  (A)  any  net  termination  payments  paid  to  the  Issuer  under  any  Hedge  Agreement  during 
the  related  Due  Period  (excluding  any  amounts  received  in  connection  with  an  optional 
redemption  of  the  Securities); 

(B)  any  upfront  payment  made  by  a  Hedge  Counterparty  during  the  related  Due  Period 
that  is  not  a  replacement  Hedge  Counterparty  if  so  designated  by  the  Collateral 
Manager;  and 
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(C)  any  upfront  payment  made  by  a  replacement  Hedge  Counterparty  during  the  related 
Due  Period  in  excess  of  any  hedge  termination  payment  required  to  be  paid  by  the 
Issuer  to  the  replaced  Hedge  Counterparty; 

(vii)       proceeds  received  from  any  additional  issuance  of  Securities  if  treated  as  Principal  Proceeds 
in  accordance  with  the  Treatment  of  Additional  Issuances  of  Securities; 

(viii)       Revolving  Credit  Facility  Net-Backs  received  during  the  related  Due  Period; 

(ix)        any  amounts  transferred  from  the  Synthetic  Security  Collateral  Account  that  are  deposited  in 
the  Principal  Collection  Account  during  the  related  Due  Period; 

(x)         any  up-front  payments  received  in  connection  with  the  purchase  of  a  Synthetic  Security; 

(xi)        any  amounts  transferred  to  the  Principal  Collection  Account  from  the  Revolving  Credit 
Facility  Reserve  Account;  and 

(xii)       a!!  other  payments  received  during  the  related  Due  Period  on  the  Collateral  not  included  in 
Interest  Proceeds; 

provided  that  any  of  the  amounts  referred  to  in  subclauses  (i)  through  (xii)  above  shall  be  excluded  from 
Principal  Proceeds  to  the  extent  such  amounts  were  previously  reinvested  in  Collateral  Obligations  or  are 
designated  by  the  Collateral  Manager  as  retained  for  investment  or  funding  in  accordance  with  the 
Reinvestment  Criteria  and  certain  other  restrictions  set  forth  in  the  Indenture;  provided,  however,  that  with 
respect  to  the  final  Payment  Date,  "Principal  Proceeds"  shall  include  any  amounts  referred  to  in  subclauses 
(i)  through  (xiii)  above  that  are  received  from  the  sale  of  Collateral  Obligations  on  or  prior  to  the  day 
immediately  preceding  the  final  Payment  Date. 

For  the  avoidance  of  doubt,  if  the  Issuer  receives  any  payment  from  a  Securities  Lending 
Counterparty  that  relates  to  a  Collateral  Obligation  that  has  been  loaned  to  such  Securities  Lending 
Counterparty  pursuant  to  a  related  Securities  Lending  Agreement,  the  portion  of  such  payment  that  would 
have  constituted  Principal  Proceeds  had  such  payment  been  paid  from  the  issuer  of  such  loaned  Collateral 
Obligation  to  the  Issuer  shall  constitute  Principal  Proceeds,  and  prior  to  an  event  of  default,  as  such  term  is 
defined  under  the  related  Securities  Lending  Agreement,  any  other  payment  received  by  the  Issuer  under  the 
related  Securities  Lending  Collateral  shall  not  constitute  Principal  Proceeds  and  such  amounts  shall  be 
deposited  in  the  Securities  Lending  Account. 

"Proceeds":  (i)  Any  property  (including  but  not  limited  to  cash  and  securities)  received  as  a 
Distribution  on  the  Collateral  or  any  portion  thereof,  (ii)  any  property  (including  but  not  limited  to  cash  and 
securities)  received  in  connection  with  the  sale,  liquidation,  exchange  or  other  disposition  of  the  Collateral  or 
any  portion  thereof,  including  any  amounts  resulting  from  the  sale  or  disposition  of  any  security  pledged  as 
collateral  pursuant  to  a  Securities  Lending  Agreement  and  (iii)  all  proceeds  (as  such  term  is  defined  in  the 
UCC)  of  the  Collateral  or  any  portion  thereof. 

"Proposed  Portfolio":  The  Collateral  Portfolio  resulting  from  the  sale,  maturity  or  other  disposition 
of  a  Collateral  Obligation  or  a  proposed  reinvestment  of  Principal  Proceeds  or  Interest  Proceeds,  as  the  case 
may  be,  in  a  Substitute  Collateral  Obligation,  as  the  case  may  be. 

"Purchase  Agreement":  The  purchase  agreement,  dated  as  of  December  8,  2006,  among  the 
Issuer,  the  Co-Issuer  and  Goldman,  Sachs  &  Co.,  as  the  Initial  Purchaser. 

"Qualified  Institutional  Buyer":  A  qualified  institutional  buyer  as  defined  in  Rule  144A. 

"Qualified  Purchaser":  Any  Person  that,  at  the  time  of  its  acquisition,  purported  acquisition  or 
proposed  acquisition  of  the  Securities,  is  a  qualified  purchaser  for  purposes  of  Section  3(c)(7)  of  the 
Investment  Company  Act. 
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"Rating  Agencies":  Moody's  and  S&P  (each,  a  "Rating  Agency")  or,  with  respect  to  Collateral 
Obligations  generally,  if  at  any  time  Moody's  or  S&P  ceases  to  provide  rating  services  generally,  any  other 
nationally  recognized  investment  rating  agency  selected  by  the  Issuer  and  reasonably  satisfactory  to  a 
Majority  of  the  Controlling  Class.  In  the  event  that  at  any  time  the  Rating  Agencies  do  not  include  Moody's  or 
S&P,  references  to  rating  categories  of  Moody's  or  S&P  in  the  Indenture  shall  be  deemed  instead  to  be 
references  to  the  equivalent  categories  of  such  other  rating  agency  as  of  the  most  recent  date  on  which  such 
other  rating  agency  and  Moody's  or  S&P  published  ratings  for  the  type  of  security  in  respect  of  which  such 
alternative  rating  agency  is  used;  prov/ded  that,  with  respect  to  S&P,  the  ratings  of  such  other  rating  agency 
may  not  be  used  for  notching  purposes  without  S&P's  written  approval.  References  to  Rating  Agencies  with 
respect  to  a  Class  of  Secured  Notes  shall  apply  only  to  Rating  Agencies  that  assigned  a  rating  (public  or 
confidential)  to  such  Class  of  Secured  Notes  on  the  Closing  Date. 

"Redemption  Date":  Any  date  specified  for  a  redemption  of  Securities  pursuant  to  the  Indenture  or 
if  such  date  is  not  a  Business  Day,  the  next  following  Business  Day. 

"Reference  Instrument":  The  indenture,  credit  agreement  or  other  agreement  pursuant  to  which  a 
Collateral  Obligation  has  been  issued  or  created  and  each  other  agreement  that  governs  the  terms  of  or 
secures  the  obligations  represented  by  such  Collateral  Obligation  or  of  which  the  holders  of  such  Collateral 
Obligation  are  the  beneficiaries. 

"Reference  Obligation":  An  obligation  upon  which  a  Synthetic  Security  is  based;  provided  that  such 
debt  security  or  other  obligation: 

(i)  is  not  itself  a  Synthetic  Security  or  a  Structured  Finance  Security; 

00  satisfies  (and,  if  owned  by  the  Issuer,  would  satisfy)  the  definition  of  "Collateral  Obligation" 
except  for  subclauses  (iv),  (v),  (vi),  (xi),  (xii),  (xiii)  and  (xvi)  of  the  definition  of  "Collateral 
Obligation";  and 

(iii)         is  not  an  Equity  Security. 
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specified)  or  (ii)  a  reference  entity  (if  no  Reference  Obligation  is  specified). 

"Register":  The  register  maintained  by  the  Trustee  or  any  Registrar  with  respect  to  the  Securities 
under  the  Indenture. 

"Registered":  A  debt  obligation  that  is  issued  after  July  18, 1984  and  that  is  in  registered  form  within 
the  meaning  of  Section  881  (c)(2)(B)(i)  of  the  Code  and  the  Treasury  regulations  promulgated  thereunder, 
provided  that  an  interest  in  a  grantor  trust  will  be  considered  to  be  Registered  if  such  interest  is  in  registered 
form  and  each  of  the  obligations  or  securities  held  by  such  trust  was  issued  after  July  18, 1984. 

"Registrar":  The  agent  appointed  by  the  Issuer  under  the  Indenture  to  act  as  registrar  for  the 
purpose  of  registering  and  recording  in  the  Register  the  Securities  and  transfers  of  such  Securities. 

"Regulation  D"  or  "Reg  D":  Regulation  D  under  the  Securities  Act. 

"Regulation  S"  or  "Reg  S":  Regulation  S  under  the  Securities  Act. 

"Regulation  S  Global  Class  E  Notes":  One  or  more  permanent  global  notes  for  the  Class  E  Notes 
in  fully  registered  form  without  interest  coupons  sold  in  reliance  on  exemption  from  registration  under 
Regulation  S  with  the  applicable  legends  set  forth  in  the  exhibit  to  the  Indenture  added  to  the  form  of  such . .     .    . 
Class  E  Notes. 

"Regulation  S  Global  Secured  Notes":  One  or  more  permanent  global  notes  for  the  Class  S 
Notes,  the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C  Notes,  the  Class  D  Notes  and  the  Class  E  Notes  in 
fully  registered  form  without  interest  coupons  sold  in  reliance  on  exemption  from  registration  under 
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Regulation  S  with  the  applicable  legends  set  forth  in  the  exhibit  to  the  Indenture  added  to  the  form  of  such 
Secured  Notes. 

"Regulation  S  Global  Securities":  Collectively,  the  Regulation  S  Global  Secured  Notes  and  the 
Regulation  S  Global  Subordinated  Securities. 

"Regulation  S  Global  Subordinated  Securities":  One  or  more  permanent  global  securities  for  the 
Subordinated  Securities  in  fully  registered  form  without  interest  coupons  sold  in  reliance  on  exemption  from 
registration  under  Regulation  S. 

"Regulation  U":  Regulation  U  issued  by  the  Board  of  Governors  of  the  Federal  Reserve  System. 

"Reinvestment  Income":  Any  interest  or  other  earnings  on  unused  proceeds  deposited  in  the 
Principal  Collection  Account  or  the  Subordinated  Securities  Principal  Collection  Account,  as  the  case  may 
be. 

"Reinvestment  Test":  A  test  satisfied  as  of  any  Measurement  Date  during  the  Reinvestment  Period 
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The  Offering — Coverage  Tests  and  the  Reinvestment  Test".  The  Reinvestment  Test  is  calculated  using  the 
same  methodology  as  the  Class  E  Par  Value  Test. 

"Repository":  The  internet-based  password  protected  electronic  repository  of  transaction 
documents  relating  to  privately  offered  and  sold  collateralized  debt  obligation  securities  located  at 
"www.cdolibrary.com"  operated  by  The  Bond  Market  Association  and  Intex  or  any  other  CDO  modeling 
service  selected  by  the  Collateral  Manager  (provided  that  the  delivery  requirements  of  any  such  other  CDO 
modeling  service  selected  by  the  Collateral  Manager  shall  be  reasonably  acceptable  to  the  Trustee  and 
Collateral  Administrator). 

"Required  Hedge  Counterparty  Rating":  Except  to  the  extent  otherwise  approved  by  the  Rating 
Agencies,  with  respect  to  a  counterparty  or  entity  guaranteeing  the  obligations  of  such  counterparty,  (x) 
either  (i)  if  such  counterparty  or  entity  has  only  a  long-term  rating  by  Moody's,  a  long-term  senior  unsecured 
debt  ratmg,  financial  program  rating,  derivatives  counterparty  rating,  counterparty  risk  rating  or  similar  rating 
(as  the  case  may  be,  the  "long-term  rating")  of  at  least  "Aa3"  by  Moody's  and  if  rated  "Aa3"  by  Moody's  is 
not  on  negative  credit  watch  by  Moody's  or  (ii)  if  such  counterparty  or  entity  has  a  long-term  rating  and  a 
short-term  rating  by  Moody's,  a  long-term  rating  of  at  least  "A1"  by  Moody's  and  a  short-term  rating  of  "P-1" 
by  Moody's  and,  in  each  case,  such  rating  is  not  on  negative  credit  watch  by  Moody's  and  (y)  (i)  a  short-term 
rating  of  at  least  "A-1"  by  S&P  or  (ii)  if  such  counterparty  or  entity  does  not  have  a  short-term  rating  by  S&P, 
a  long-term  rating  of  at  least  "A+"  by  S&P. 

"Revolving  Credit  Facility":  A  debt  instrument  that  provides  the  borrower  with  a  line  of  credit 
against  which  one  or  more  borrowings  may  be  made  to  the  stated  principal  amount  of  such  facility  and  which 
provide  that  such  borrowed  amount  may  be  repaid  and  reborrowed  from  time  to  time;  provided  that  such 
debt  instrument  shall  only  be  considered  a  Revolving  Credit  Facility  for  so  long  as  any  future  funding 
obligations  remain  in  effect  and  only  with  respect  to  any  portion  which  constitutes  a  future  funding  obligation. 

"Revolving  Credit  Facility  Net-Back":  An  amount  representing  a  purchase  price  adjustment 
received  by  the  Issuer  in  connection  with  the  acquisition  of  a  Revolving  Credit  Facility. 

"Revolving  Credit  Facility  Reserve  Account":  The  trust  account  or  accounts  so  designated  and 
established  pursuant  to  the  Indenture. 

"Rule  144A":  Rule  144A  under  the  Securities  Act, 

"Rule  144A  Global  Class  E  Notes":  One  or  more  permanent  global  notes  for  the  Class  E  Notes  in 
fully  registered  form  without  interest  coupons  sold  in  reliance  on  exemption  from  registration  under  Rule 
144A  with  the  applicable  legends  set  forth  in  the  exhibit  to  the  Indenture  added  to  the  form  of  such  Class  E 
Notes. 
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"Rule  144A  Global  Secured  Notes":  One  or  more  permanent  global  notes  for  the  Class  S  Notes, 
the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C  Notes,  the  Class  D  Notes  and  the  Rule  144A  Global 
Class  E  Notes  in  fully  registered  form  without  interest  coupons  sold  in  reliance  on  exemption  from  registration 
under  Rule  144A  with  the  applicable  legends  set  forth  in  the  exhibit  to  the  Indenture  added  to  the  form  of 
such  Secured  Notes. 

"S&P":  Standard  &  Poor's  Ratings  Services,  a  division  of  The  McGraw-Hill  Companies,  Inc.  or  any 
successor  to  the  ratings  business  thereof. 

"S&P  CDO  Evaluator":  A  dynamic,  analytical  computer  program  developed  by  S&P  to  determine 
the  credit  risk  of  a  portfolio  of  Collateral  Obligations,  which  will  be  provided  to  the  Collateral  Manager  and  the 
Issuer  after  the  Effective  Date,  and  which  may  be  modified  by  S&P  from  time  to  time. 

"S&P  CDO  Evaluator  Test":  A  test  satisfied,  as  of  any  Measurement  Date  after  the  Reinvestment 
Period  if,  after  giving  effect  to  any  purchase  or  sale  (or  both,  if  applicable)  of  a  Collateral  Obligation,  as  the 
case  may  be,  each  of  the  Class  S  Scenario  Default  Rate,  the  Class  A  Scenario  Default  Rate,  the  Class  B 
Scenario  Default  Rate,  the  Class  C  Scenario  Default  Rate,  the  Class  D  Scenario  Default  Rate  and  the 
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.  "S&P  CDO  Monitor":  A  dynamic,  analytical  computer  program  developed  by  S&P  to  determine  the 
credit  risk  of  a  portfolio  of  Collateral  Obligations  and  which  may  be  modified  by  S&P  from  time  to  time  which 
is  used  to  determine  the  credit  risk  of  a  portfolio  of  underlying  instruments,  and  which  will  be  provided  to  the 
Collateral  Manager,  the  Trustee  and  the  Issuer  (together  with  all  assumptions  and  instructions  necessary  for 
running  such  program)  after  the  Effective  Date. 

"S&P  Priority  Category":  The  meaning  ascribed  to  such  term  in  the  table  that  is  included  under 
clause  (b)  in  the  definition  of  "S&P  Weighted  Average  Recovery  Rate". 

"S&P  Rating":  With  respect  to  a  Collateral  Obligation,  the  rating  determined  as  follows  (for  the 
issuer  or  the  obligation,  as  applicable): 
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guarantor  who  unconditionally  and  irrevocably  guarantees  such  Collateral  Obligation,  then 
the  S&P  Rating  of  such  issuer,  or  the  guarantor,  shall  be  such  rating  (regardless  of  whether 
there  is  a  published  rating  by  S&P  on  the  Collateral  Obligation  of  such  issuer  held  by  the 
Issuer); 

00  if  there  is  not  an  issuer  credit  rating  by  S&P  but  there  is  a  rating  by  S&P  on  a  senior 
unsecured  obligation  of  the  issuer,  then  the  S&P  Rating  of  such  Collateral  Obligation  shall 
be  such  rating; 

(iii)        if  such  Collateral  Obligation  is  a  senior  secured  or  senior  unsecured  obligation  of  the  issuer: 

(a)  if  there  is  not  an  issuer  credit  rating  or  a  rating  on  a  senior  unsecured  obligation  of 
the  issuer  by  S&P,  but  there  is  a  rating  by  S&P  on  a  senior  secured  obligation  of  the 
issuer,  then  the  S&P  Rating  of  such  Collateral  Obligation  shall  be  one  subcategory 
below  such  rating;  and 

(b)  if  there  is  not  an  issuer  credit  rating  or  a  rating  on  a  senior  unsecured  or  senior 
secured  obligation  of  the  issuer  by  S&P,  but  there  is  a  rating  by  S&P  on  a 
subordinated  obligation  of  the  issuer,  then  the  S&P  Rating  of  such  Collateral 
Obligation  shall  be  one^subcategory  above  such  rating  if  such  rating  is  higher  than 
"BB+"  and  will  be  two  subcategories  above  such  rating  if  such  rating  is  "BB+"  or 
lower; 
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(iv)  with  respect  to  any  Collateral  Obligation  that  is  a  Synthetic  Security,  the  S&P  Rating  of  such 
Synthetic  Security  shall  be  determined  in  accordance  with  the  table  set  forth  in  "Security  for 
the  Secured  Notes— Certain  Matters  Relating  to  Synthetic  Securities"; 

(v)  (1)  with  respect  to  a  DIP  Loan  that  has  an  S&P  issue  rating,  the  S&P  Rating  of  such  DIP 
Loan  will  be  such  S&P  issue  rating,  (2)  with  respect  to  a  DIP  Loan  that  has  no  S&P  issue 
rating,  (a)  if  S&P  has  provided  an  estimated  rating  with  respect  to  such  DIP  Loan,  the  S&P 
rating  of  such  DIP  Loan  will  be  the  estimated  rating  of  such  DIP  Loan  as  provided  by  S&P, 
(b)  if  the  Issuer  or  the  Collateral  Manager  on  behalf  of  the  Issuer  has  applied  to  S&P  for  a 
rating  estimate,  pending  receipt  from  S&P  of  such  estimate,  such  DIP  Loan  shall  have  an 
S&P  Rating  of  "B-"  if  the  Collateral  Manager  believes  that  such  estimate  will  be  at  least  "B-" 
and  if  the  Aggregate  Principal  Amount  of  Collateral  Obligations  that  have  an  S&P  Rating  by 
reason  of  this  subclause  (v)(2)(b),  together  with  the  Aggregate  Principal  Amount  of  Collateral 
Obligations  that  have  an  S&P  Rating  by  reason  of  the  first  proviso  to  subclause  (ix)(b)  below, 
does  not  exceed  10%  of  the  Aggregate  Principal  Amount  of  all  Collateral  Obligations; 
provided,  however,  that,  if  the  rating  estimate  subsequently  provided  by  S&P  for  any  such 
DIP  Loan  is  below  "B-",  then  the  Collateral  Manager  shall  no  longer  have  the  ability  to  assign 
ratings  to  any  DIP  Loans  pursuant  to  this  subclause  (v)(2)(b),  and  (c)  in  all  other  cases,  such 
DIP  Loan  shall  have  an  S&P  Rating  of  "CCC+"; 

(vi)  (1)  with  respect  to  a  Current  Pay  Obligation  that  has  an  S&P  issue  rating,  the  S&P  Rating  of 
such  Current  Pay  Obligation  will  be  such  S&P  issue  rating  and  (2)  with  respect  to  a  Current 
Pay  Obligation  that  is  rated  "D",  "SD"  or  has  no  S&P  issue  rating,  the  S&P  Rating  of  such 
Current  Pay  Obligation  will  be  the  greater  of  (a)  "CCC-"  or  (b)  one  subcategory  below  the 
S&P  Rating  of  any  related  DIP  Loan; 

(vii)  if  such  Collateral  Obligation  is  a  Structured  Finance  Security,  the  S&P  Rating  of  such 
Collateral  Obligation  shall  be  determined  as  follows: 

(a)  if  S&P  has  assigned  a  rating  to  such  Collateral  Obligation  either  publicly  or  privately 
(in  the  case  of  a  private  rating,  with  the  appropriate  consents  for  the  use  of  such 
nriwato  rating  *ho  sap  Ratinn  chaii  be  the  ratine  assiqned  thereto  by  S&P; 

(b)  if  such  Collateral  Obligation  is  not  rated  by  S&P  but  the  Issuer  or  the  Collateral 
Manager  on  behalf  of  the  Issuer  has  requested  that  S&P  assign  a  rating  to  such 
Collateral  Obligation,  the  S&P  Rating  shall  be  the  rating  so  assigned  by  S&P; 
provided  that  pending  receipt  from  S&P  of  such  rating,  if  such  Collateral  Obligation 
is  not  eligible  for  notching  in  accordance  with  a  certain  schedule  ("Schedule  H")  to 
the  Indenture,  such  Collateral  Obligation  shall  have  an  S&P  Rating  of  "CCC-", 
otherwise  such  S&P  Rating  shall  be  the  rating  assigned  according  to  another 
schedule  ("Schedule  G")  to  the  Indenture  until  such  time  as  S&P  shall  have 
assigned  a  rating  thereto;  or 

(c)  if  any  Collateral  Obligation  is  a  Collateral  Obligation  that  has  not  been  assigned  a 
rating  by  S&P  and  is  not  a  Collateral  Obligation  listed  in  Schedule  H  to  the 
Indenture,  as  identified  by  the  Collateral  Manager,  the  S&P  Rating  of  such  Collateral 
Obligation  shall  be  determined  in  accordance  with  Schedule  G  to  the  Indenture; 
provided  that  if  any  Collateral  Obligation  shall,  at  the  time  of  its  purchase  by  the 
Issuer,  be  listed  for  a  possible  upgrade  or  downgrade  on  either  Moody's  or  Fitch 
then  current  credit  rating  watch  list,  then  the  S&P  Rating  of  such  Collateral 
Obligation  shall  be  one  subcategory  above  or  below,  respectively,  the  rating  then 
assigned  to  such  item  jn  accordance  with  Schedule  G  to  the  Indenture;  provided, 
further,  that  the  aggregate  Principal  Balance  of  the  Collateral  Obligation  that  may  be 
given  a  rating  based  on  this  subparagraph  (c)  may  not  exceed  10%  of  the  Aggregate 
Principal  Amount  of  Collateral  Obligations; 
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(viii)  if  such  Collateral  Obligation  is  a  Finance  Lease  that  is  cancelable  or  does  not  have  a  "hell  or 
highwater"  provision,  then  the  S&P  Rating  of  such  Finance  Lease  shall  be  (1)  with  respect  to 
a  Finance  Lease  that  has  an  S&P  facility  rating,  such  S&P  facility  rating  and  (2)  with  respect 
to  a  Finance  Lease  that  has  no  S&P  facility  rating,  the  estimated  rating  of  such  Finance 
Lease  as  provided  by  S&P; 

(ix)  if  subclauses  (i)  through  (viii)  above  do  not  apply,  then  the  S&P  Rating  for  such  Collateral 
Obligation  may  be  determined  using  any  one  of  the  methods  below: 

(a)  if  an  obligation  of  the  issuer  has  a  published  rating  from  Moody's,  then  the  S&P 
Rating  will  be  determined  in  accordance  with  the  methodologies  for  establishing  the 
Moody's  Rating,  except  that  the  S&P  Rating  of  such  obligation  shall  be  (1)  one 
subcategory  below  the  S&P  equivalent  of  the  Moody's  Rating  if  such  security  has  a 
Moody's  Rating  of  "Baa3"  or  higher  and  (2)  two  subcategories  below  the  S&P 
equivalent  of  the  Moody's  Rating  if  such  security  has  a  Moody's  Rating  of  "Ba1"  or 
lower;  provided  that  no  more  than  15%  of  the  Collateral  Obligations,  by  Aggregate 
Principal  Amount,  may  be  given  an  S&P  Rating  based  on  a  rating  given  by  Moody's 
oc  nrgvided  in  this  subclause  (a); 

(b)  if  no  security  or  obligation  of  the  issuer  or  obligor  is  rated  by  S&P  or  Moody's,  then 
the  Issuer  or  the  Collateral  Manager  on  behalf  of  the  Issuer  may  apply  to  S&P  for  a 
rating  estimate,  which  shall  be  its  S&P  Rating;  provided,  that  pending  receipt  from 
S&P  of  such  estimate,  such  Collateral  Obligation  shall  have  an  S&P  Rating  of  "CCC" 
if  the  Collateral  Manager  believes  that  such  estimate  will  be  at  least  "B-"  and  if  no 
more  than  10%  of  the  Collateral  Obligations,  by  Aggregate  Principal  Amount,  have 
such  S&P  Rating  by  reason  of  this  proviso  or  subclause  (v)(2)(b)  above;  provided, 
further,  that  the  Trustee,  the  Issuer  and  the  Collateral  Manager  will  not  disclose  any 
such  estimated  rating  received  from  S&P;  or 

(c)  if  a  security  or  obligation  is  not  otherwise  rated  by  S&P  or  Moody's  and  the  Issuer  or 
the  Collateral  Manager  on  behalf  of  the  Issuer  elects  not  to  apply  to  S&P  for  a  rating 
estimate  which  would  otherwise  be  its  S&P  Rating,  such  security  or  obligation  shall 
have  an  S&P  Rating  of  "CCC-"; 

(x)  notwithstanding  the  foregoing,  so  long  as  any  of  the  Secured  Notes  remain  Outstanding  and 
are  rated  by  S&P,  prior  to  or  immediately  following  the  acquisition  of  any  Collateral 
Obligation  not  publicly  rated  by  S&P  and  on  or  prior  to  each  one-year  anniversary  of  the 
acquisition  of  any  such  Collateral  Obligation,  the  Issuer  shall  submit  to  S&P  a  request  to 
perform  a  credit  estimate  on  such  Collateral  Obligation,  together  with  all  information 
reasonably  required  by  S&P  to  perform  such  estimate. 

Notwithstanding  anything  to  the  contrary  in  any  of  the  foregoing: 

(1)  if  such  Collateral  Obligation  is  (a)  on  S&P's  then  current  watchlist  for  upgrade,  it 
shall  be  treated  as  upgraded  by  one  rating  subcategory  or  (b)  on  watchlist  for 
downgrade,  it  shall  be  treated  as  downgraded  by  one  rating  subcategory  unless 
S&P  has  notified  the  Collateral  Manager  that  such  downgrade  treatment  is  no  longer 
required; 

(2)  if  the  obligor  (or  guarantor,  as  applicable)  of  a  Collateral  Obligation  is  not  organized 
in  the  United  States  or  its  territories,  then  any  reference  to  the  S&P  issuer  credit 
rating  in  this  definition  shall  mean  the  S&P  foreign  currency  issuer  credit  rating  of 
such  obligor  (or  guarantor,  as  applicable); 

(3)  any  reference  in  this  definition  to  an  S&P  credit  rating  shall  mean  the  public  S&P 
credit  rating  unless  (I)  the  obligor  of  a  Collateral  Obligation  and  any  relevant  parties 
have  provided  written  authorization  to  S&P  (which  form  of  authorization  shall  be 
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(4) 


satisfactory  to  S&P)  for  the  use  of  such  private  or  confidential  credit  rating  in  this 
transaction  and  (II)  such  private  or  confidential  credit  rating  is  continuously 
monitored  by  S&P; 

any  S&P  credit  rating  that  contains  a  qualifier,  including  "p",  "pi",  "t",  "r"  or  "q",  shall 
not  be  a  valid  credit  rating  for  use  in  this  definition  unless  such  use  by  the  Issuer  or 
the  Collateral  Manager  satisfies  the  S&P  Rating  Condition;  and 


(5)  any  reference  in  this  definition  to  an  S&P  rating  estimate  or  estimated  rating  must  be 
such  rating  provided  by  S&P  in  writing  and  any  such  rating  shall  expire  after  one 
year  of  its  provision  by  S&P. 

"S&P  Rating  Condition":  With  respect  to  any  proposed  action  to  be  taken  under  the  Indenture  or 
any  other  document  contemplated  by  the  Indenture,  a  condition  that  is  satisfied  when  S&P  has  confirmed  in 
writing  to  the  Issuer,  the  Trustee  and  the  Collateral  Manager  that  an  immediate  withdrawal  or  reduction  with 
respect  to  any  then-current  rating  by  S&P  of  any  Class  of  Secured  Notes  will  not  occur  as  a  result  of  such 
proposed  action. 

"S&P  Recovery  Rate":  The  meaning  ascribed  to  such  term  in  the  table  that  is  included  in  the 
definition  of  "S&P  Weighted  Average  Recovery  Rate". 

"S&P  Recovery  Rating":  The  S&P  recovery  rating  assigned  to  a  Collateral  Obligation  and  used  in 
the  tables  included  under  clause  (a)  in  the  definition  of  "S&P  Weighted  Average  Recovery  Rate". 

"S&P  Weighted  Average  Recovery  Rate":  As  of  any  Measurement  Date,  the  number  (expressed 
as  a  percentage)  obtained  by  summing  the  products  obtained  by  multiplying  the  Principal  Balance  of  each 
Collateral  Obligation  by  its  S&P  Recovery  Rate  (as  set  forth  below  in  clause  (a)  or,  if  clause  (a)  is  not 
applicable,  then  clause  (b)  or  (c),  as  applicable),  dividing  such  sum  by  the  Aggregate  Principal  Amount  of  all 
such  Collateral  Obligations. 

(a)        (i)         If  a  Collateral  Obligation  has  an  S&P  Recovery  Rating,  the  S&P  Recovery  Rate  for 
such  Collateral  Obligation  shall  be  determined  as  follows: 


S&P  Rating  of  Secured  Notes 

S&P 

Recovery 

Rating  of 

a 

Collateral 

Obligation 

S&P 

Recovery 

Rate  for 

Secured 

Notes 

rated 

"AAA" 

S&P 

Recovery 

Rate  for 

Secured 

Notes 

rated  "AA" 

S&P 

Recovery 

Rate  for 

Secured 

Notes 
rated  "A" 

S&P 

Recovery 

Rate  for 

Secured 

Notes 

rated 

"BBB" 

S&P 

Recovery 

Rate  for 

Secured 

Notes 

rated  "BB" 

S&P 

Recovery 

Rate  for 

Secured 

Notes 
rated  "B" 

S&P 

Recovery 

Rate  for 

Secured 

Notes 

rated 

"CCC" 

1  + 

100% 

100% 

100% 

100% 

100% 

100% 

100% 

1 

92% 

93% 

94% 

96% 

98% 

100% 

100% 

2 

84% 

86% 

88% 

90% 

92% 

94% 

94% 

3 

60% 

63% 

65% 

69% 

72% 

74% 

74% 

4 

40% 

42% 

44% 

46% 

48% 

48% 

48% 

5 

16% 

17% 

19% 

21% 

23% 

24% 

24% 
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S&P  Recovery  Rate* 

*The  S&P  Recovery  Rate  will  be  the  applicable  rate  set  forth  above  based  on  the 
applicable  Class  of  Secured  Notes  and  the  current  rating  thereof  at  the  time  of 

determination.  


(ii)  If  (x)  a  Collateral  Obligation  does  not  have  an  S&P  Recovery  Rating  and  such 

Collateral  Obligation  belongs  to  any  one  of  the  following  S&P  Priority  Categories  (as  described  in 
clause  (b)  below):  Senior  Unsecured  Loans,  Second  Lien  Loans  or  senior  unsecured  debt  securities 
and  (y)  the  issuer  of  such  Collateral  Obligation  has  issued  another  debt  instrument  that  is 
outstanding  and  senior  to  such  Collateral  Obligation,  belongs  to  any  one  of  the  following  S&P  Priority 
Categories  (as  described  in  clause  (b)  below):  Senior  Secured  Loans,  Senior  Secured  Floating  Rate 
Notes  or  senior  secured  debt  securities,  and  has  an  S&P  Recovery  Rating  (such  other  debt 
instrument,  a  "Senior  Debt  Instrument"),  the  S&P  Recovery  Rate  for  such  Collateral  Obligation  shall 
be  determined  as  follows: 


eon  da*;mh  *»r  €»-»  —  .. —  -J  mn*ae 

S&P 

Recovery 
Rating  of 
the  Senior 
Debt 
Instrument 

S&P 

Recovery 

Rate  for 

Secured 

Notes  rated 

"AAA" 

S&P 

Recovery 

Rate  for 

Secured 

Notes  rated 

"AA" 

S&P 

Recovery 

Rate  for 

Secured 

Notes  rated 

"A" 

S&P 

Recovery 

Rate  for 

Secured 

Notes  rated 

"BBB" 

S&P 

Recovery 

Rate  for 

Secured 

Notes  rated 

"BB" 

S&P 

Recovery 

Rate  for 

Secured 

Notes  rated 

"B"  and 

"CCC" 

1  + 

53% 

55% 

57% 

59% 

61% 

61% 

1 

48% 

50% 

52% 

54% 

56% 

56% 

2 

43% 

45% 

47% 

49% 

51% 

51% 

3 

39% 

41% 

43% 

45% 

47% 

47% 

4 

20% 

20% 

20% 

20% 

20% 

20% 

5 

10% 

10% 

10% 

10% 

10% 

10% 

S&P  Recovery  Rate* 

*The  S&P  Recovery  Rate  will  be  the  applicable  rate  set  forth  above  based  on  the 
applicable  Class  of  Secured  Notes  and  the  current  rating  thereof  at  the  time  of 

determination. 

(iii)  If  (x)  a  Collateral  Obligation  does  not  have  an  S&P  Recovery  Rating  and  such 
Collateral  Obligation  belongs  to  any  one  of  the  following  S&P  Priority  Categories  (as  described  in 
clause  (b)  below):  Subordinated  Loans  or  subordinated  debt  securities  and  (y)  the  issuer  of  such 
Collateral  Obligation  has  issued  another  debt  instrument  that  is  outstanding  and  senior  to  such 
Collateral  Obligation,  belongs  to  any  one  of  the  following  S&P  Priority  Categories  (as  described  in 
clause  (b)  below):  Senior  Secured  Loans,  Senior  Secured  Floating  Rate  Notes  or  senior  secured 
debt  securities,  and  has  an  S&P  Recovery  Rating  (such  other  debt  instrument,  a  "Senior  Debt 
Instrument"),  the  S&P  Recovery  Rate  for  such  Collateral  Obligation  shall  be  determined  as  follows: 
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S&P  Rating  of  Secured  Notes 

S&P 

Recovery 
Rating  of 
the  Senior 
Debt 
Instrument 

S&P 

Recovery 

Rate  for 

Secured 

Notes  rated 

"AAA" 

S&P 

Recovery 

Rate  for 

Secured 

Notes  rated 

"AA" 

S&P 

Recovery 

Rate  for 

Secured 

Notes  rated 

"A" 

S&P 

Recovery 

Rate  for 

Secured 

Notes  rated 

"BBB" 

S&P 

Recovery 

Rate  for 

Secured 

Notes  rated 

"BB" 

S&P 

Recovery 

Rate  for 

Secured 

Notes  rated 

"B"  and 

"CCC" 

1  + 

25% 

25% 

25% 

25% 

25% 

25% 

1 

22% 

22% 

22% 

22% 

22% 

22% 

2 

20% 

20% 

20% 

20% 

20% 

20% 

3 

20% 

20% 

20% 

20% 

20% 

20% 

4 

10% 

10% 

10% 

10% 

10% 

10% 

5 

5% 

5% 

5% 

5% 

5% 

5% 

S&P  Recovery  Rate* 

*The  S&P  Recovery  Rate  will  be  the  applicable  rate  set  forth  above  based  on  the 
applicable  Class  of  Secured  Notes  and  the  current  rating  thereof  at  the  time  of 

determination. 

(b) 


If  clause  (a)  is  not  applicable,  the  S&P  Recovery  Rate  shall  be  determined  as  follows: 


S&P  Priority 

S&P  Rating  of  Secured  Notes 

Category 

S&P 

S&P 

S&P 

S&P 

S&P 

S&P 

Recovery 

Recovery 

Recovery 

Recovery 

Recovery 

Recovery 

Rate  for 

Rate  for 

Rate  for 

Rate  for 

Rate  for 

Rate  for 

Secured 

Secured 

Secured 

Secured 

Secured 

Secured 

Notes 

Notes  rated 

Notes  rated 

Notes  rated 

Notes  rated 

Notes  rated 

rated 

"AA" 

"A" 

"BBB" 

"BB" 

"B"  and 

"AAA" 

"CCC" 

Senior  Secured 

56% 

60% 

64% 

67% 

70% 

70% 

Loans 

(a)  Senior 

40% 

42% 

44% 

46% 

48% 

48% 

Unsecured  Loans 

and  (b)Second 

Lien  Loans  not 

exceeding  15% 

of  the  Aggregate 

Principal  Amount 

of  the  Collateral 

Portfolio 
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(a)  Subordinated 
Loans  and  (b) 
Second  Lien 
Loans  in  excess 
of  15%  of  the 
Aggregate 
Principal  Amount 
of  the  Collateral 
Portfolio 

22% 

22% 

22% 

22% 

22% 

22% 

Senior  Secured 
Floating  Rate 
Notes 

56% 

60% 

64% 

67% 

70% 

70% 

Senior  secured 
debt  securities 

48% 

49% 

50% 

51% 

52% 

52% 

Senior  unsecured 
debt  securities 

36% 

41% 

42% 

a  A  ni 
HH70 

a  ro/ 
HO  70 

A  COt 

Subordinated 
debt  securities 

19% 

19% 

19% 

19% 

19% 

19% 

DIP  Loans 

56% 

60% 

64% 

67% 

70% 

70% 

Structured 

Finance 

Securities 

See  S&P  Weighted  Average  Structured  Finance  Matrix  or,  at  the  election  of  the 
Collateral  Manager,  as  assigned  by  S&P  on  a  case-by-case  basis 

S&P  Recovery  Rate* 

The  S&P  Recovery  Rate  will  be  the  applicable  rate  set  forth  above  based  on  the 
applicable  Class  of  Secured  Notes  and  the  current  rating  thereof  at  the  time  of 

determination. 

(c)  If  the  rating  of  any  Class  of  Secured  Notes  by  S&P  is  below  "CCC-"  or  has  been 

withdrawn  by  S&P,  the  S&P  Recovery  Rate  relating  to  such  Class  of  Secured  Notes  with  respect  to  any 
Collateral  Obligations  shall  be  as  assigned  by  S&P  on  a  case-by-case  basis. 

"S&P  Weighted  Average  Structured  Finance  Matrix":  The  following  information  has  been 
provided  to  the  Issuer  by  S&P  and  the  asset  classes  and  related  capitalized  terms,  to  the  extent  not  defined 
in  the  Indenture,  have  the  meanings  ascribed  thereto  by  S&P. 

(a)  Subject  to  subclause  (c)  through  (f)  below,  if  a  Structured  Finance  Security  is  the  senior- 
most  tranche  of  securities  issued  by  the  relevant  obligor,  the  S&P  Recovery  Rate  shall  be  as  set  forth  below: 

If  current  If  current  If  current     If  current  If  current     If  current      If  current 

rating  of  rating  of  rating  of       rating  of  rating  of      rating  of       rating  of 

senior          senior  senior  senior          senior          senior          senior 

CLO      CLO  CLO  CLO      CLO      CLO      CLO 

tranche  is  tranche  is  tranche  is    tranche  is  tranche  is    tranche  is    tranche  is 

"AAA"  "AA"  "A" "BBB"  "BB" "ET "CCC" 


S&P  Rating  at  the  time  of  determination 

AAA  80.00%         85.00%  90.00% 

AA  70.00%         75.00%  85.00% 


90.00% 
90.00% 


90.00% 
90.00% 


90.00% 
90.00% 


90.00% 
90.00% 
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A 

60.00% 

65.00% 

75.00% 

85.00% 

90.00% 

90.00% 

90.00% 

BBB 

50.00% 

55.00% 

65.00% 

75.00% 

85.00% 

85.00% 

85.00% 

(b)         Subject  to  subclause  (c)  through  (f)  below,  if  a  Structured  Finance  Security  is  not  the  senior- 
most  tranche  of  securities  issued  by  the  relevant  obligor,  the  S&P  Recovery  Rate  shall  be  as  set  forth  below: 


If  current 

If  current 

If  current 

If  current 

If  current 

If  current 

If  current 

rating  of 

rating  of 

rating  of 

rating  of 

rating  of 

rating  of 

rating  of 

senior 

senior 

senior 

senior 

senior 

senior 

senior 

CLO 

CLO 

CLO 

CLO 

CLO 

CLO 

CLO 

tranche  is 

tranche  is 

tranche  is 

tranche  is 

tranche  is 

tranche  is 

tranche  is 

"AAA" 

"AA" 

"A" 

"BBB" 

"BB" 

"B" 

"CCC" 

S&P  Ratina  at  the  time  of  determination 

AAA* 

65.00% 

70.00% 

80.00% 

85.00% 

85.00% 

85.00% 

85.00% 

AA 

55.00% 

65.00% 

75.00% 

80.00% 

80.00% 

80.00% 

80.00% 

A 

40.00% 

45.00% 

55.00% 

65.00% 

80.00% 

80.00% 

80.00% 

BBB 

30.00% 

35.00% 

40.00% 

45.00% 

50.00% 

60.00% 

70.00% 

BB 

10.00% 

10.00% 

10.00% 

25.00% 

35.00% 

40.00% 

50.00% 

B 

2.50% 

5.00% 

5.00% 

10.00% 

10.00% 

20.00% 

25.00% 

CCC 

0.00% 

0.00% 

0.00% 

0.00% 

2.50% 

5.00% 

5.00% 

*  Applies  only  to  Junior  AAA  tranche  that  are  not  pari  passu  with  the  Senior  AAA  tranche  after 

an  Event  of  Default  is  triggered. 

(c)         if  such  Structured  Finance  Security  is  a  CDO  of  ABS,  CDO  of  CDOs  or  a  Market  Value 
CDO,  the  recovery  rate  wiii  be  determined  by  S&P  on  a  case  by  case  basis. 


40.00%. 


(d) 


If  such  Structured  Finance  Security  is  a  REIT  Debt  Security,  the  recovery  rate  will  be 


(e)  If  such  Structured  Finance  Security  has  its  payment  obligations  guaranteed  by  a  primary 
monoline  insurer,  then  the  recovery  rate  will  be  50.00%. 

(f)  If  such  Structured  Finance  Security  is  a  Non-FER  Company  Guaranteed  Security,  the 
recovery  rate  will  be  40.00%. 

"Sale  Proceeds":  All  amounts  representing: 

(i)  proceeds  from  the  sale  or  other  disposition  of  any  Collateral  Obligation  (other  than  Defaulted 

Obligations)  or  an  Equity  Security  (including  any  accrued  interest  thereon,  as  provided  for  in 
subclauses  (ii)  and  (iii)  below); 

(ii)  to  the  extent  that  the  sale  of  the  Accrued  Interest  Collateral  Obligation  occurs  on  any  date  on 
which  the  Minimum  Par  Value  Ratio  is  not  satisfied,  accrued  interest  received  in  connection 
with  the  sale  of  such  Accrued  Interest  Collateral  Obligation  up  to  an  amount  equal  to  the 
greater  of  the  amount  of  Unreplenished  Principal  Proceeds  as  of  such  date  and  zero; 

(iii)  at  the  Collateral  Manager's  sole  discretion,  any  accrued  interest  received  in  connection  with 
the  sale  of  any  Collateral  Obligation  not  included  in  subclause  (ii)  above  or  any  Eligible 
Investment  purchased  with  any  proceeds  described  in  subclause  (i); 
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(iv)  any  proceeds  from  liquidating  Securities  Lending  Collateral  after  an  event  of  default,  as  such 
term  is  defined  under  the  related  Securities  Lending  Agreement,  has  occurred  and  is 
continuing  under  a  Securities  Lending  Agreement  (but  not  to  exceed  the  amount  of  the 
Securities  Lending  Counterparty's  obligations  owed  to  the  Issuer);  and 

(v)  any  proceeds  of  the  foregoing,  including  from  the  sale  of  Eligible  Investments  purchased 
with  any  proceeds  described  in  subclause  (0  above  (including  any  accrued  interest  thereon, 
but  only  to  the  extent  so  provided  in  subclause  (iii)  above). 

In  the  case  of  each  of  subclauses  (0  through  (v),  Sale  Proceeds  (a)  shall  only  include  proceeds 
received  on  or  prior  to  the  last  day  of  the  relevant  Due  Period  (or  with  respect  to  the  final  Payment  Date,  the 
day  immediately  preceding  the  final  Payment  Date)  and  (b)  shall  be  net  of  any  reasonable  amounts  incurred 
by  the  Collateral  Manager  or  the  Trustee  in  connection  with  such  sale  or  other  disposition. 

"Scheduled  Payment  Date":  Each  February  18,  May  18,  August  18,  and  November  18  each  year 
(or,  if  such  day  is  not  a  Business  Day,  then  the  next  succeeding  Business  Day),  commencing  August  18, 
2007  and  ending  on  the  Stated  Maturity. 

"Second  Determination  Date":  With  respect  to  the  second  Scheduled  Payment  Date  to  occur  after 
the  Closing  Date,  the  last  Business  Day  of  the  immediately  preceding  Due  Period. 

"Second  Lien  Loan":  A  Loan  that  (i)  is  not  (and  by  its  terms  is  not  permitted  to  become) 
subordinate  in  right  of  payment  to  any  other  debt  for  borrowed  money  incurred  by  the  obligor  under  the  Loan, 
other  than  a  Senior  Secured  Loan,  and  (ii)  is  secured  by  a  valid  and  perfected  security  interest  or  lien  on 
specified  collateral  securing  the  obligor's  obligations  under  such  Loan,  which  security  interest  or  lien  is  not 
subordinate  to  the  security  interest  or  lien  securing  any  other  debt  for  borrowed  money  other  than  a  Senior 
Secured  Loan  on  such  specified  collateral;  provided,  however,  that  with  respect  to  clauses  (i)  and  (ii)  above, 
such  right  of  payment,  security  interest  or  lien  may  be  subordinate  to  customary  permitted  liens,  such  as,  but 
not  limited  to,  tax  Hens. 

"Secured  Note  Redemption  Price":  With  respect  to  the  Secured  Notes,  an  amount  equal  to  the 
Aggregate  Outstanding  Amount  thereof  on  a  Redemption  Date. 

"Secured  Notes":  Collectively,  the  Co-Issued  Notes  and  the  Class  E  Notes. 

"Secured  Parties":  (i)  The  Trustee,  (ii)  the  Holders  of  the  Secured  Notes,  (iii)  the  Hedge 
Counterparties,  (iv)  the  Collateral  Manager,  (v)  any  Synthetic  Security  Counterparty  in  respect  of  a  Synthetic 
Security  which  requires  the  Issuer  to  place  funds  in  a  Synthetic  Security  Collateral  Account  pursuant  to  the 
Indenture  (but,  in  the  case  of  subclause  (v),  only  with  respect  to  the  applicable  Synthetic  Security  Collateral 
Account)  and  (vi)  the  Collateral  Administrator. 

"Securities":  Collectively,  the  Class  S  Notes,  the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C 
Notes,  the  Class  D  Notes,  the  Class  E  Notes  and  the  Subordinated  Securities. 

"Securities  Account  Control  Agreement":  The  agreement  dated  January  18,  2007,  by  and  among 
the  Issuer,  the  Trustee  and  the  Bank,  as  Securities  Intermediary. 

"Securities  Act":  The  U.S.  Securities  Act  of  1933,  as  amended. 

"Securities  Intermediary":  The  meaning  specified  in  Section  8-102(a)(14)  of  the  UCC. 

"Securities  Lending  Agreement":  An  agreement  pursuant  to  which,  for  a  term  of  90  days  or  less, 
the  Issuer  agrees  to  loan  any  Securities  Lending  Counterparty  one  or  more  Collateral  Obligations  and  such 
Securities  Lending  Counterparty  agrees  to  post  Securities  Lending  Collateral  with  the  Trustee  or  a  Securities 
Intermediary  to  secure  its  obligation  to  return  to  the  Issuer  the  Collateral  Obligations. 
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"Securities  Lending  Collateral  Losses":  With  regard  to  any  collateral  posted  by  a  Securities 
Lending  Counterparty  to  the  Issuer  to  secure  the  Securities  Lending  Counterparty's  obligations  under  a 
Securities  Lending  Agreement,  the  positive  difference,  if  any,  between  the  value  of  the  Collateral  Obligations 
lent  pursuant  to  the  terms  of  a  Securities  Lending  Agreement  and  the  value  of  such  collateral  from  the  date 
such  collateral  was  posted  until  the  applicable  date  of  determination;  provided,  however,  that  the  amount  of 
such  difference  will  not  be  Securities  Lending  Collateral  Losses  unless  the  Issuer  invests  such  collateral  and 
is  obligated,  under  the  applicable  Securities  Lending  Agreement,  to  return  collateral  the  value  of  which  is 
equal  to  the  value  of  the  posted  collateral  as  of  the  date  of  the  posting  of  such  collateral  to  such  Securities 
Lending  Counterparty. 

"Securities  Lending  Counterparty":  Any  bank,  broker-dealer  or  other  financial  institution  that  has  a 
short-term  senior  unsecured  debt  rating  or  a  guarantor  with  a  rating  of  "P-1"  from  Moody's  (and  not  placed  on 
credit  watch  by  Moody's)  and  "A-1"  from  S&P  (and  if  so  rated  by  S&P,  must  not  be  placed  on  credit  watch  by 
S&P);  or,  if  no  such  short-term  ratings  are  available,  a  long-term  rating  of  at  least  "A1"  by  Moody's  and  a 
long-term  rating  of  at  least  "A+"  by  S&P.  No  more  than  20%  of  the  Aggregate  Principal  Amount  of  the 
Collateral  Portfolio  may  be  loaned  pursuant  to  Securities  Lending  Agreements  regardless  of  duration. 

"Selling  Institution":  Each  institution  from  which  a  Participation  is  acquired,  immediately  foiiowing 
the  time  a  Participation  is  acquired  by  the  Issuer,  the  percentage  of  the  Aggregate  Principal  Amount  of  the 
Collateral  Portfolio  that  represents  Participations  entered  into  by  the  Issuer  with  a  single  Selling  Institution 
(or,  if  applicable,  its  guarantor),  when  combined  with  the  Synthetic  Securities  entered  into  by  the  Issuer  with 
a  single  Synthetic  Securities  Counterparty  that  is  also  a  Selling  Institution  (or,  if  applicable,  its  guarantor)  and 
the  Securities  Lending  Agreements  entered  into  by  the  Issuer  with  a  single  Securities  Lending  Counterparty 
that  is  also  a  Selling  Institution  (or,  if  applicable,  its  guarantor),  will  not  exceed  the  individual  percentage  set 
forth  below  for  the  credit  rating  of  such  Selling  Institution  (or  its  Affiliates  and,  if  applicable,  guarantors),  and 
the  percentage  of  the  Aggregate  Principal  Amount  of  the  Collateral  Portfolio  that  represents  Participations 
entered  into  by  the  Issuer  with  the  Selling  Institutions  (or  their  Affiliates  and,  if  applicable,  guarantors)  having 
the  same  credit  rating  will  not  exceed  the  aggregate  percentage  set  forth  below  for  such  credit  rating: 

Individual  Synthetic  Security 
Counterparty  Limit/Selling 


Long  Term  Senior  Unsecured 

Institution  Limit/Securities  Lending 

Aggregate  aeiiing 

Debt  Rating*** 

Counterparty  Limit 

Institution  Limit 

Moody' 

s             S&P 

Aaa 

AAA 

20.0% 

10.0% 

Aa1 

AA+ 

10.0% 

1 0.0% 

Aa2 

AA 

10.0% 

10.0% 

Aa3 

AA- 

10.0% 

10.0% 

A1 

A+ 

5.0% 

5.0% 

A2* 

A** 

5.0% 

5.0% 

Applies  only  so  long  as  Moody's  short-term  unsecured  debt  rating  is  "P-1 ". 

Applies  only  so  long  as  the  S&P  short-term  unsecured  debt  rating  is  "A-1". 

"*  For  purposes  of  determining  compliance  with  this  credit  rating  requirement,  if  the  Moody's  long-term  senior  unsecured  debt 

rating  of  a  Selling  Institution  (or,  if  applicable,  its  guarantor)  or  Synthetic  Security  Counterparty  has  been  put  on  a  watch  list  for 
possible  downgrade,  such  credit  rating  shall  be  one  subcategory  below  its  then  current  Moody's  rating  or,  if  such  credit  rating 
has  been  put  on  a  watch  list  for  possible  upgrade,  one  subcategory  above  its  then  current  Moody's  rating. 

pro vided  that  the  Issuer  may  enter  into  a  Participation  with  a  Selling  Institution  (or,  if  applicable,  its  guarantor) 
having,  at  such  time,  a  long-term  senior  unsecured  debt  rating  below  "A2"  by  Moody's  and  "A"  by  S&P  if  the 
Moody's  Rating  Condition  and  the  S&P  Rating  Condition  have  been  satisfied. 

"Senior  Secured  Floating  Rate  Note":  Any  dollar-denominated  senior  secured  note  issued 
pursuant  to  an  indenture  by  a  corporation,  partnership  or  other  person  that  (i)  has  a  stated  coupon  that  bears 
a  floating  rate  of  interest  and  (ii)  is  secured  by  a  first  priority,  perfected  security  interest  or  lien  to  or  on 
specified  collateral  securing  the  issuer's  obligations  under  such  note  and  if  the  obligation  is  rated  by  Moody's, 
such  rating  is  not  lower  than  the  Corporate  Family  Rating  of  such  issuer. 

-175- 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-001 91 8409 


Footnote  Exhibits  -  Page  5189 


"Senior  Secured  Loan":  Any  Assignment  of  or  Participation  in  or  other  interest  (including  a 
Synthetic  Security)  in  a  loan  (i)  that  is  not  (and  cannot  by  its  terms  become)  subordinate  (except  with  respect 
to  (1)  liquidation  preferences  with  respect  to  pledged  collateral  and  (2)  any  super-priority  lien  imposed  by 
operation  of  law)  in  right  of  payment  to  any  obligation  of  the  obligor  in  any  bankruptcy,  reorganization, 
arrangement,  insolvency,  moratorium  or  liquidation  proceedings,  (ii)  that  is  secured  by  the  pledge  of 
collateral  and  (iii)  unless  secured  by  a  first  priority  security  interest  in  such  collateral,  (a)  with  respect  to  which 
the  Collateral  Manager  determines  in  its  reasonable  business  judgment  (which  shall  not  be  subject  to 
question  as  a  result  of  subsequent  events)  that  the  value  of  the  collateral  securing  the  loan  on  or  about  the 
time  of  origination  equals  or  exceeds  the  outstanding  principal  balance  of  the  loan  plus  the  aggregate 
outstanding  balances  of  all  other  loans  of  equal  or  higher  seniority  secured  by  the  same  collateral,  and  (b) 
the  facility  rating  is  not  lower  than  the  Corporate  Family  Rating  of  such  issuer;  provided  that  for  purposes  of 
the  definition  of  "S&P  Recovery  Rate,"  subclause  (iii)  shall  not  apply. 

"Senior  Unsecured  Loan":  Any  Assignment  of  or  Participation  in  or  other  interest  (including  a 
Synthetic  Security)  in  a  loan  that  is  not  subordinated  in  right  of  payment  and  is  not  a  Senior  Secured  Loan. 

"Share  Trustee":  The  Administrator  as  the  trustee  pursuant  to  the  terms  of  a  declaration  of  trust. 

"Special  Purpose  Vehicle":  Any  special  purpose  vehicle  organized  under  the  laws  of  (i)  any 
sovereign  jurisdiction  that  is  commonly  used  as  the  place  of  organization  for  an  entity  for  the  purpose  of 
reducing  or  eliminating  tax  liabilities  for  such  entity,  which  shall  be  limited  to:  the  Cayman  Islands,  Bermuda, 
the  British  Virgin  Islands,  the  Netherlands  Antilles,  the  Netherlands,  Luxembourg  or  the  Channel  Islands  or 
(ii)  upon  the  satisfaction  of  each  of  the  Moody's  Rating  Condition  and  the  S&P  Rating  Condition,  any  other 
jurisdiction;  provided  that,  if  any  of  the  countries  listed  in  subclause  (i)  have  a  foreign  currency  rating  of  less 
than  "Aa2"  by  Moody's  or  "AA"  by  S&P  at  the  time  of  purchase,  the  Collateral  Manager  shall  notify  Moody's 
or  S&P,  as  applicable,  in  writing  of  such  fact. 

"Stated  Maturity":  With  respect  to  any  security  or  debt  obligation,  including  a  Security,  the  date 
specified  in  such  security  or  debt  obligation  as  the  fixed  date  on  which  the  final  payment  of  principal  of  such 
security  or  debt  obligation  is  due  and  payable  or,  if  such  date  is  not  a  Business  Day,  the  next  following 
Business  Day.  The  Stated  Maturity  with  respect  to  the  Securities  (other  than  the  Class  S  Notes)  will  be 
February  18,  2021  and,  with  respect  to  the  Class  S  Notes,  February  18,  2014. 

"Step-Up  Coupon  Security":  A  security  (i)  that  does  not  pay  interest  over  a  specified  period  of  time 
ending  prior  to  its  maturity,  but  which  does  provide  for  the  payment  of  interest  after  the  expiration  of  such 
specified  period  or  (ii)  the  interest  rate  of  which  increases  over  a  specified  period  of  time  other  than  due  to 
the  increase  of  the  index  relating  to  a  Floating  Rate  Collateral  Obligation. 

"Structured  Finance  Security":  Any  obligation  secured  directly  by,  referenced  to  or  representing 
ownership  of,  a  pool  consisting  primarily  of  bank  loans  or  similar  security  or  repackaged  security,  but  not 
including  any  Synthetic  Security. 

"Subordinated  Loan":  Any  Assignment  of  or  Participation  in  or  other  interest  (including  a  Synthetic 
Security)  in  a  loan  that  is  subordinated  in  right  of  payment. 

"Subordinated  Securities":  The  U.S.$40,000,000  Subordinated  Securities  having  the  Stated 
Maturity  as  set  forth  under  "Summary— The  Offering— Securities  Issued". 

"Subordinated  Securities  Collateral  Obligations":  Collateral  Obligations  that  (i)  were  purchased 
on  or  prior  to  the  Closing  Date  and  that  were  designated  by  the  Collateral  Manager  in  a  writing  delivered  to 
the  Trustee  as  Collateral  Obligations  the  distributions  on  which,  and  the  proceeds  received  in  respect  of 
which,  are  to  be  deposited  in  the  Subordinated  Securities  Interest  Collection  Account  or  the  Subordinated 
Securities  Principal  Collection  Account,  as  applicable;  provided,  however,  that  the  amount  of  the  Collateral 
Obligations  (measured  by  the  Issuer's  acquisition  cost,  including  any  purchased  interest)  to  be  designated  as 
Subordinated  Securities  Collateral  Obligations  by  the  Collateral  Manager  on  the  Closing  Date,  plus  any 
amount  deposited  in  the  Subordinated  Securities  Principal  Collection  Account  on  the  Closing  Date,  shall  not 
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exceed  $500,000  or  (ii)  are  purchased  after  the  Closing  Date  with  funds  from  the  Subordinated  Securities 
Principal  Collection  Account  or  the  Subordinated  Securities  Interest  Collection  Account. 

"Substitute  Collateral  Obligation":  A  Collateral  Obligation  that  is  acquired  by  the  Issuer  in 
accordance  with  the  Reinvestment  Criteria  in  connection  with  the  sale  or  other  disposal  of  another  Collateral 
Obligation. 

"Substitute  Deliverable  Obligation":  The  meaning  specified  in  the  definition  of  Deliverable 
Obligation. 

"Synthetic  Security":  Any  derivative  financial  instrument  with  respect  to  a  loan  or  a  collateralized 
loan  obligation,  whether  in  the  form  of  a  swap  transaction,  credit-linked  note,  structured  bond  investment  or 
otherwise  (which  derivative  financial  instrument  is  not  a  security  backed  by  more  than  one  credit  default 
swap  or  more  than  one  reference  entity  (unless  such  derivative  financial  instrument  references  an  index)  or  a 
synthetic  collateralized  debt  obligation,  which,  for  the  avoidance  of  doubt,  shall,  in  each  case,  be  treated  as  a 
Structured  Finance  Security),  purchased,  or  entered  into,  by  the  Issuer  with  or  from  a  Synthetic  Security 
Counterparty  which  investment  may  contain  (A)  a  maturity,  interest  rate,  currency  and  other  non-credit 
characteristics  and  recovery  rates  that  may  be  different  from  that  of  the  Reference  Obligation  (or  the  relevant 
obligation^)  of  the  Reference  Obligor)  to  which  the  credit  risk  of  the  Synthetic  Security  relates  or  (B)  terms 
that  require  the  Issuer  to  make  payments  to  a  Synthetic  Security  Counterparty  upon  the  occurrence  of  a 
credit  event,  an  event  of  default  or  a  termination  event  (each  as  defined  in  such  Synthetic  Security);  provided 
that: 

(i)  the  Issuer  shall  at  no  time  during  any  taxable  year  of  the  Issuer  hold  a  Synthetic  Security 

which  is  not  either  (a)  a  credit  default  swap  or  treated  as  debt  for  U.S.  federal  income  tax 
purposes,  or  (b)  a  security  (as  defined  in  Section  2(a)(36)  of  the  Investment  Company  Act) 
other  than  any  security  which  represents  an  interest  in  an  entity  treated  as  a  grantor  trust  or 
a  partnership  for  U.S.  federal  income  tax  purposes,  unless,  the  Issuer  has  obtained  an 
opinion  or  advice  of  tax  counsel  of  nationally  recognized  standing  in  the  United  States 
experienced  in  such  matters  to  the  effect  that  the  acquisition,  disposition  or  ownership  by  the 
Issuer  of  such  Synthetic  Security  will  not  cause  the  Issuer  to  be  treated  as  engaged  in  a 
United  States  trade  or  business  or  subject  to  United  States  income  tax  on  a  net  basis; 

(ii)  each  Synthetic  Security  shall  provide  that  no  Deliverable  Obligation  may  be  delivered  to  the 
Issuer  in  settlement  of  the  Synthetic  Security  if  delivery  thereof  to  the  Issuer  or  transfer 
thereof  by  the  Issuer  to  a  third  party  would  require  or  cause  the  Issuer  to  assume,  or  to 
subject  the  Issuer  to,  any  obligation  or  liability  (other  than  immaterial,  nonpayment 
obligations); 

(iii)  each  Synthetic  Security  contains  appropriate  limited  recourse  and  non-petition  provisions  (to 
the  extent  that  the  Issuer  has  contractual  payment  or  other  obligations  to  the  Synthetic 
Security  Counterparty)  equivalent  (mutatis  mutandis)  to  those  contained  in  the  Indenture; 

(iv)  each  of  Moody's  or  S&P  may  revoke  its  consent  to  the  documentation  underlying  a  Form- 
Approved  Synthetic  Security  upon  30  days'  prior  written  notice  (which  revocation  shall  only 
take  effect  prospectively  and  not  retroactively  with  respect  to  any  Form-Approved  Synthetic 
Securities  then  included  in  the  Collateral  Portfolio); 

(v)  unless  the  Synthetic  Security  is  a  Form-Approved  Synthetic  Security,  the  S&P  Rating 
Condition  shall  have  been  satisfied  (and  upon  the  satisfaction  of  the  S&P  Rating  Condition, 
S&P  shall  provide  the  Issuer  with  the  S&P  Rating  and  the  S&P  Recovery  Rate  for  such 
Synthetic  Security)  and,  in  the  case  of  a  Form-Approved  Synthetic  Security,  the  Issuer  shall 
have  requested  that  S&P  provide  the  S&P  Recovery  Rate  for  such  Synthetic  Security; 
provided,  that: 

(a)         Moody's  has  been  provided  with  notice  of  such  proposed  Synthetic  Security  and  the 
documents  relating  to  such  Synthetic  Security; 
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(b)  Moody's  has  acknowledged  in  a  written  confirmation  (such  written  confirmation  to  be 
signed  by  an  authorized  officer  of  Moody's)  that  the  documentation  received  in 
connection  with  such  Synthetic  Security  is  adequate  for  rating  purposes  {provided 
that  if  Moody's  fails  to  provide  such  acknowledgement  within  five  Business  Days,  it 
will  be  deemed  to  have  provided  such  acknowledgement); 

(c)  Moody's  has  not  indicated  (orally  or  in  writing)  within  ten  Business  Days  of  such 
acknowledgment  that  the  inclusion  of  such  proposed  Synthetic  Security  will,  at  that 
time,  cause  it  to  downgrade,  withdraw  or  qualify  any  of  its  then  current  ratings  of  any 
of  the  Co-Issued  Notes;  and 

(d)  Moody's  has  provided  to  the  Issuer  the  Moody's  Rating  Factor  and  the  Moody's 
Recovery  Rate  for  such  Synthetic  Security; 

(vi)  a  Synthetic  Security  shall  not  be  used  as  a  means  of  making  future  advances  to  a  Synthetic 
Security  Counterparty; 

(vii)  for  the  avoidance  of  doubt,  a  Synthetic  Security  need  not  specify  a  Reference  Obligation  and 
may  specify  an  index; 

(viii)  the  only  "credit  events"  which  a  Synthetic  Security  may  include  are  "failure  to  pay"  and 
"bankruptcy";  and 

(ix)  a  Synthetic  Security  whose  Reference  Obligation  is  a  senior  secured  obligation  shall  provide 
that  any  Deliverable  Obligation  must  be  a  senior  secured  obligation  and  rank  pah  passu  with 
the  Reference  Obligation. 

"Synthetic  Security  Collateral":  Collateral  required  to  be  pledged  to  a  Synthetic  Security 
Counterparty  as  collateral  pursuant  to  the  terms  of  a  Synthetic  Security,  which  collateral  shall  consist  of 
Eligible  Investments. 

"Synthetic  Security  Collateral  Account":  The  trust  account  or  accounts  established  pursuant  to 
the  Indenture. 

"Synthetic  Security  Counterparty":  An  entity  required  to  make  payments  on  a  Synthetic  Security 
pursuant  to  the  terms  of  such  Synthetic  Security  or  any  guarantee  thereof  to  the  extent  that  a  Reference 
Obligor  makes  payments  on  a  related  Reference  Obligation,  (a)  which  counterparty,  or  the  long-term  senior 
unsecured  debt  of  such  counterparty  (or  its  secured  debt  if  such  counterparty  is  a  trust  and  its  debt  is 
secured  by  a  reference  obligation),  shall  individually  and,  together  with  all  other  Synthetic  Security 
Counterparties,  in  the  aggregate  satisfy  the  required  debt  ratings  set  forth  in  the  table  below,  and  (b)  with 
respect  to  which,  the  S&P  Rating  Condition  is  satisfied.  At  the  time  a  Synthetic  Security  is  acquired  by  the 
Issuer,  the  percentage  of  the  Aggregate  Principal  Amount  of  the  Collateral  Portfolio  that  represents  Synthetic 
Securities  entered  into  by  the  Issuer  with  a  single  Synthetic  Security  Counterparty,  when  combined  with  the 
Participations  entered  into  by  the  Issuer  with  such  Synthetic  Security  Counterparty,  if  such  Synthetic  Security 
Counterparty  is  also  a  Selling  Institution,  and  the  Securities  Lending  Agreements  entered  into  by  the  Issuer 
with  a  single  Securities  Lending  Counterparty,  if  such  Synthetic  Security  Counterparty  is  also  a  Securities 
Lending  Counterparty,  will  not  exceed  the  individual  percentage  set  forth  below  for  the  credit  rating  of  such 
Synthetic  Security  Counterparty  and/or  Selling  Institution  (or  its  Affiliates),  and  the  percentage  of  the 
Aggregate  Principal  Amount  of  the  Collateral  Portfolio  that  represents  Synthetic  Securities  entered  into  by 
the  Issuer  with  counterparties  having  the  same  credit  rating  will  not  exceed  the  aggregate  percentage  set 
forth  below  for  such  credit  rating: 
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Individual  Synthetic  Security 
Counterparty  Limit/Selling 


Long  Term  Senior  Unsecured 

Institution  Limit/Securities  Lending 

Aggregate  Synthetic  Security 

Debt  Rating*** 

Counterparty  Limit 

Counterparty  Limit 

Moody' 

s             S&P 

Aaa 

AAA 

20.0% 

20.0% 

Aa1 

AA+ 

10.0% 

10.0% 

Aa2 

AA 

10.0% 

10.0% 

Aa3 

AA- 

10.0% 

10.0% 

A1 

A+ 

5.0% 

5.0% 

A2* 

A** 

5.0% 

5.0% 

Applies  only  so  long  as  Moody's  short-term  unsecured  debt  rating  is  "P-1 ". 

Applies  only  so  long  as  the  S&P  short-term  unsecured  debt  rating  is  "A-1 ". 

For  purposes  of  determining  compliance  with  this  credit  rating  requirement,  if  the  Moody's  long-term  senior  unsecured  debt 
rating  of  a  Selling  Institution  (or,  if  applicable,  its  guarantor)  or  Synthetic  Security  Counterparty  has  been  put  on  a  watch  list  for 
possible  downgrade,  such  credit  rating  shall  be  one  subcategory  below  its  then  current  Moody's  rating  or,  if  such  credit  rating 
has  been  put  on  a  watch  list  for  possible  upgrade,  one  subcategory  above  its  then  current  Moody's  rating. 

provided  that  the  Issuer  may  enter  into  a  Synthetic  Security  with  a  Synthetic  Security  Counterparty  having  at 
such  time  a  long-term  senior  unsecured  debt  rating  below  "A2"  by  Moody's  and  "A"  by  S&P,  if  the  S&P 
Rating  Condition  has  been  satisfied. 

Notwithstanding  any  provision  to  the  contrary  contained  herein,  if  Moody's  or  S&P  notifies  the  Issuer 
that  it  deems  a  Structured  Finance  Security  to  be  subject  to  counterparty  risk  at  the  time  such  Structured 
Finance  Security  is  purchased  by  the  Issuer,  the  percentage  limitations  set  forth  in  the  above  table  of  the 
preceding  paragraph  shall  be  applicable  to  the  entity  which  is  required  to  make  payments  on  such  Structured 
Finance  Security  pursuant  to  the  terms  of  such  Structured  Finance  Security  (as  if  such  entity  were  a 
Synthetic  Security  Counterparty). 

"Tax  Haven  Collateral  Obligation":  An  obligation,  other  than  a  Structured  Finance  Security,  in 
,..k;~i-  ik«  ;rr.«rihsronf  /i\  jo  nr/ipni-»pH  in  o  Tov  Mousn  ii iricHir>»inn  and  (\t\  is  determined  bv  the  Collateral 

VVIIIWIt      IIIC     IOOU&I      UIVIWI      \i/      l%J     wiyflintCu      III     14        IW^VIIV«»WII     MMIiuUlVMWII     «,!*•      \i./      iw     %»w*w ~  —      *- )       »..—      w 

Manager  in  its  sole  judgment  (which  judgment  shall  not  be  subject  to  question  as  a  result  of  subsequent 
events)  to  have  (or  whose  relevant  obligations  are  guaranteed  by  an  entity  that  the  Collateral  Manager  has 
determined  to  have)  at  least  60%  (by  reference  to  the  latest  available  consolidated  financial  statements)  of 
(A)  its  business  operations  or  (B)  its  assets  primarily  responsible  for  generating  its  revenue  located  in  (1)  the 
United  States  of  America,  Canada,  Australia,  (2)  a  European  I  Country  or  a  European  II  Country  (so  long  as, 
in  each  case,  at  the  time  of  the  acquisition  by  the  Issuer,  the  foreign  currency  rating  of  such  country  is  rated 
at  least  "AA"  by  S&P)  or  (3)  upon  the  satisfaction  of  each  of  the  Moody's  Rating  Condition  and  the  S&P 
Rating  Condition,  any  other  jurisdiction. 

"Tax  Haven  Jurisdiction":  (i)  Any  sovereign  jurisdiction  that  is  commonly  used  as  the  place  of 
organization  for  an  entity  for  the  purpose  of  reducing  or  eliminating  tax  liabilities  for  such  entity,  which  shall 
be  limited  to:  the  Cayman  Islands,  Bermuda,  the  British  Virgin  Islands,  the  Netherlands  Antilles,  the 
Netherlands,  Luxembourg  or  the  Channel  Islands  or  (ii),  upon  the  satisfaction  of  each  of  the  Moody's  Rating 
Condition  and  the  S&P  Rating  Condition,  any  other  jurisdiction;  provided  that,  if  any  of  the  countries  listed  in 
subclause  (i)  have  a  foreign  currency  rating  of  less  than  "AA"  by  S&P  at  the  time  of  purchase,  the  Collateral 
Manager  shall  notify  S&P  in  writing  of  such  fact;  provided,  further,  that,  none  of  the  countries  listed  in 
subclause  (i)  shall  have  a  foreign  currency  rating  of  less  than  "Aa2"  by  Moody's. 

"Trading  Plan":  Any  written  trading  plan  delivered  to  the  Trustee  (a)  pursuant  to  which  the  Collateral 
Manager  believes  all  trades  contemplated  thereby  will  be  entered  into  within  ten  calendar  days,  (b) 
specifying  certain  (i)  amounts  received  or  expected  to  be  received  as  Principal  Proceeds  in  connection  with 
such  Trading  Plan,  (ii)  Collateral  Obligations  related  to  such  Principal  Proceeds  and  (iii)  Collateral 
Obligations  acquired  or  intended  to  be  acquired  as  a  result  of  such  Trading  Plan,  (c)  for  which  the  Collateral 
Manager  believes  (in  its  sole  judgment)  such  plan  can  be  executed  according  to  its  terms  and  (d)  as  to  which 
the  Aggregate  Principal  Amount  of  the  Collateral  Obligations  expected  to  be  acquired  thereunder  constitute 
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no  more  than  5%  of  the  Aggregate  Principal  Amount  of  the  Collateral  Portfolio.   The  time  period  for  such 
Trading  Plan  shall  be  measured  from  the  earliest  trade  date  to  the  latest  trade  date  of  any  such  amounts. 

"Treasury":  The  U.S.  Department  of  the  Treasury. 

"Trust  Officer":  When  used  with  respect  to  the  Trustee,  any  officer  within  the  Corporate  Trust  Office 
(or  any  successor  group  of  the  Trustee)  including  any  director,  managing  director,  vice  president,  assistant 
vice  president,  associate  or  officer  of  the  Trustee  customarily  performing  functions  similar  to  those  performed 
by  the  persons  who  at  the  time  shall  be  such  officers,  respectively,  having  direct  responsibility  for  the 
administration  of  the  Indenture  or  to  whom  any  corporate  trust  matter  is  referred  at  the  Corporate  Trust  Office 
because  of  his  knowledge  of  and  familiarity  with  the  particular  subject. 

"Trustee":  The  Bank  of  New  York  Trust  Company,  National  Association  solely  in  its  capacity  as 
Trustee  for  the  Securityholders,  unless  a  successor  Person  shall  have  become  the  Trustee  pursuant  to  the 
applicable  provisions  of  the  Indenture,  and  thereafter  "Trustee"  shall  mean  such  successor  Person. 

"U.S.  Person":  The  meaning  specified  under  Regulation  S. 

"U.S.  Subordinated  Securities":  Subordinated  Securities  in  fully  registered,  certificated,  form 
without  interest  coupons  sold  to  Qualified  Institutional  Buyers  or  Accredited  Investors  in  reliance  on 
exemption  from  registration  under  Rule  144A  or  another  applicable  exemption  from  registration  under  the 
Securities  Act,  respectively,  registered  in  the  name  of  the  owner  thereof. 

"UCC":  The  Uniform  Commercial  Code  as  in  effect  in  the  state  of  the  United  States  that  governs  the 
relevant  security  interest  as  amended  from  time  to  time. 

"Unreplenished  Principal  Proceeds":  As  of  any  date  of  determination  after  the  Effective  Date,  an 
amount  (which  may  be  negative)  equal  to  (a)  the  aggregate  cumulative  amount  of  accrued  interest 
purchased  after  the  Effective  Date  that  was  purchased  with  Principal  Proceeds  or  Sale  Proceeds  less  (b)  the 
aggregate  cumulative  amount  of  Principal  Allocated  Accrued  Interest  to  such  date. 

"Unscheduled  Principal  Payments":  All  Principal  Payments  received  with  respect  to  a  Collateral 
Obligation  as  a  result  of  optional  redemptions,  exchange  offers,  tender  offers  or  other  payments  or 
prepayments  made  at  the  option  of  the  issuer  thereof . 

"Warehouse  Accrued  Interest":  Interest  on  Collateral  Obligations  that  has  accrued  on  or  prior  to 
the  Closing  Date  but  paid  on  or  after  the  Closing  Date,  which  interest  shall  not  at  any  time  be  included  as 
Interest  Proceeds  or  part  of  the  Collateral. 

"Weighted  Average  Life":  As  of  any  Measurement  Date,  the  number  obtained  by  (i)  for  each 
Collateral  Obligation  (other  than  Defaulted  Obligations),  multiplying  each  scheduled  Principal  Payment  by  the 
number  of  years  (rounded  to  the  nearest  hundredth)  from  the  Measurement  Date  until  such  scheduled 
Principal  Payment  is  due;  (ii)  summing  all  of  the  products  calculated  pursuant  to  subclause  (i);  and  (hi) 
dividing  the  sum  calculated  pursuant  to  subclause  (ii)  by  the  sum  of  all  scheduled  Principal  Payments  due  on 
all  the  Collateral  Obligations  as  of  such  Measurement  Date.  For  purposes  of  determining  the  Weighted 
Average  Life  of  a  Collateral  Obligation  that  matures  after  the  Stated  Maturity,  such  Collateral  Obligation  shall 
be  deemed  to  mature  at  the  Stated  Maturity  of  the  Securities. 

"Weighted  Average  Spread":  As  of  any  Measurement  Date,  a  fraction  (expressed  as  a  percentage) 
obtained  by  dividing  (A)  the  sum  of  (i)  the  Aggregate  Funded  Spread  and  (ii)  the  Aggregate  Unfunded 
Spread  by  (B)  the  Aggregate  Principal  Amount  of  all  of  the  Collateral  Obligations  (excluding  Defaulted 
Obligations)  held  by  the  Issuer  as  of  such  Measurement  Date.  --.--> 

"Withholding  Tax  Event":  The  adoption  of,  or  a  change  in,  any  tax  statute  (including  the  Code), 
treaty  regulation  (whether  proposed,  temporary  or  final),  rule,  ruling,  practice,  procedure  or  judicial  decision 
or  interpretation  which  results  or  will  result  in  payments  due  from  the  obligors  of  Collateral  Obligations 
representing  in  excess  of  5%  of  the  Aggregate  Principal  Amount  of  Collateral  Obligations  becoming  properly 
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subject  to  the  imposition  of  U.S.  or  other  withholding  tax  as  of  the  next  scheduled  payment  date  under  such 
Collateral  Obligations  (other  than  withholding  taxes  with  respect  to  commitment  fees  associated  with 
Collateral  Obligations  constituting  Revolving  Credit  Facilities  or  Delayed  Funding  Term  Loans)  with  respect 
to  which  such  obligors  are  not  required  to  make  gross-up  payments  that  cover  the  full  amount  of  such 
withholding  taxes  on  an  after-tax  basis. 

"Withholding  Tax  Security":  A  Collateral  Obligation  if  (a)  any  payments  thereon  to  the  Issuer  are 
subject  to  withholding  tax  imposed  by  any  jurisdiction  (other  than  U.S.  backup  withholding  tax  or  other  similar 
withholding  tax  and  other  than  withholding  tax  with  respect  to  commitment  fees  associated  with  Collateral 
Obligations  constituting  Revolving  Credit  Facilities  or  Delayed  Funding  Term  Loans),  and  (b)  under  the 
Reference  Instrument  with  respect  to  such  Collateral  Obligation,  the  issuer  of  or  counterparty  with  respect  to 
such  Collateral  Obligation  is  not  required  to  make  "gross-up"  payments  to  the  Issuer  that  cover  the  full 
amount  of  such  withholding  tax  on  an  after-tax  basis. 

"Zero-Coupon  Security":  A  security  (other  than  a  Step-Up  Coupon  Security)  that,  at  the  time  of 
determination,  does  not  make  periodic  payments  of  interest. 
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ANNEX  I:  CLASS  S  PRINCIPAL  DISTRIBUTION  AMOUNTS 


Class  S 

Principal 

Distribtion 

Period 

Payment  Date 

Amount 

1 

18-Aug-07 

142,857.18 

2 

18-Nov-07 

71 ,428.57 

3 

18-Feb-08 

71 ,428.57 

4 

18-May-08 

71,428.57 

5 

18-Aug-08 

71,428.57 

6 

18-Nov-08 

71,428.57 

7 

18-Feb-09 

71 ,428.57 

8 

18-May-09 

71 ,428.57 

9 

18-Aug-09 

71,428.57 

10 

18-NOV-09 

71,428.57 

11 

18-Feb-10 

71,428.57 

12 

18-May-10 

71 ,428.57 

13 

18-Aug-10 

71,428.57 

14 

18-Nov-10 

71,428.57 

15 

18-Feb-11 

71,428.57 

16 

18-May-11 

71 ,428.57 

17 

18-Aug-11 

71,428.57 

18 

18-Nov-11 

71 ,428.57 

19 

18-Feb-12 

71,428.57 

20 

18-May-12 

71 ,428.57 

21 

18-Aug-12 

71,428.57 

22 

18-N0V-12 

71,428.57 

__ 
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lo-reu-  io 

1    1  ,ttw.u  f 

24 

18-May-13 

71,428.57 

25 

18-Aug-13 

71 ,428.57 

26 

18-Nov-13 

71,428.57 

27 

18-Feb-14 

71,428.57 

28 

18-May-14 

0.00 

29 

18-Aug-14 

0.00 

30 

18-Nov-14 

0.00 

31 

18-Feb-15 

0.00 

32 

18-May-15 

0.00 

33 

18-Aug-15 

0.00 

34 

18-NOV-15 

0.00 

35 

18-Feb-16 

0.00 

36 

18-May-16 

0.00 

37 

18-Aug-16 

0.00 

38 

18-Nov-16 

0.00 

39 

18-Feb-17 

0.00 

40 

■  18-May-17 

0.00 

41 

18-Aug-17 

0.00 

42 

18-NOV-17 

0.00 

43 

18-Feb-18 

0.00 

44 

18-May-18 

0.00 

45 

18-Aug-18 

0.00 

46 

18-Nov-18 

0.00 

47 

18-Feb-19 

0.00 
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Class  S 

Principal 

Distribtion 

Period 

Payment  Date 

Amount 

48 

18-May-19 

0.00 

49 

18-Aug-19 

0.00 

50 

18-Nov-19 

0.00 

51 

18-Feb-20 

0.00 

52 

18-May-20 

0.00 

53 

18-Aug-20 

0.00 

54 

18-Nov-20 

0.00 

55 

18-Feb-21 

0.00 

A-l-2 


Confidential  Treatment  Requested  by  Goldman  Sachs 


GS  MBS-E-001918418 


Footnote  Exhibits  -  Page  5198 


EXHIBIT  A:  FORM  OF  SECURITY  OWNER  CERTIFICATE 

The  Bank  of  New  York  Trust  Company,  National  Greywolf  CLO  I,  Ltd. 

Association  P.O.  Box  1093  GT 

as  Trustee  Queensgate  House 

601  Travis  Street,  16th  Floor  South  Church  Street 

Houston,  Texas  77002  George  Town 

Attn:  Global  Corporate  Trust— Greywolf  CLO  I,  Ltd.  Grand  Cayman,  Cayman  Islands 

Greywolf  CLO  I,  Corp. 

850  Library  Avenue,  Suite  204 

Newark,  Delaware  19711 

Re:         Reports  Prepared  Pursuant  to  the  Indenture,  dated  as  of  January  18,  2007  among  Greywolf  CLO  I,  Ltd., 
Greywolf  CLO  I,  Corp.  and  The  Bank  of  New  York  Trust  Company,  National  Association  (the  "Indenture"). 

Ladies  and  Gentlemen: 

The    undersigned    hereby   certifies   that    it    is   the    beneficial    owner   of   U.S.$ 

principal/notional  amount  of  the  (Please  check  all  that  apply): 

Class  S  Notes 

Class  A  Notes 

Class  B  Notes 

Class  C  Notes 

Class  D  Notes 

Class  E  Notes 

Subordinated  Securities 


and  hereby  requests  the  Trustee  to  provide  to  it  (or  its  designated  nominee  set  forth  below)  at  the  following 
address  or  with  respect  to  certain  monthly  accounting  reports  or  certain  other  accounting  reports,  grant  access  to  such 
information  at  the  Trustee's  website  the: 

notice  after  the  occurrence  of  any  Default  (specified  in  Section  6.2  of  the  Indenture) 

information  with  respect  to  certain  tax  matters  (specified  in  Section  7.19  of  the  Indenture) 

certain  monthly  accounting  reports  with  respect  to  the  Collateral  (specified  in  Section  10.5(a)  of  the 

Indenture) 
certain  accounting  reports  determined  as  of  the  Determination  Date  (specified  in  Section  10.5(b)  of 

the  Indenture). 

Please  return  form  via  facsimile  to  the  Trustee  at  (713)  216-2101. 

IN  WITNESS  WHEREOF,  the  undersigned  has  caused  this  certificate  to  be  duly  executed  this day  of 


[NAME  OF  SECURITY  OWNER] 
By:  


Authorized  Signatory 


Print  Name  Here 


Address: 
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INDEX  OF  DEFINED  TERMS 


$   139 

Accredited  Investor 124 

Accrued  Interest  Collateral  Obligation 124 

Accumulation  Period 124 

Additional  Issuance  Date 124 

Administration  Agreement 83 

Administrative  Expenses 124 

Administrator -1 

Advisers  Act 29 

Affected  Bank 88 

Affiliate 124 

Affiliated 124 

Aggregate  Funded  Spread 125 

Aggregate  Industry  Equivalent  Unit  Score 138 

Aggregate  Interest  Reserve  Distribution 

Amount 125 

Aggregate  Outstanding  Amount 125 

Aggregate  Principal  Amount 125 

Aggregate  Underlying  Undrawn  Amount 125 

Aggregate  Unfunded  Spread 125 

Applicable  Period 126 

Assignment 126 

Average  Par  Amount 138 

Bank 126 

Bankruptcy  Code 126 

Benefit  Plan  Investor 101 

Bivariate  Risk  Obligation 126 

Business  Day 126 

Caa/CCC  Collateral  Obligation 126 

Calculation  Agent 32 

CDO  Security 126 

CFC 92 

Class 126 

Class  A  Break-even  Default  Rate 126 

Class  A  Interest  Distribution  Amount 126 

Class  A  Loss  Differential 126 

Class  A  Note  Interest  Amount 127 

Class  A  Notes 127 

Class  A  Par  Value  Ratio 127 

Class  A  Scenario  Default  Rate 127 

Class  A/B  Interest  Coverage  Ratio 127 

Class  A/B  Interest  Coverage  Test 127 

Class  A/B  Par  Value  Ratio 127 

Class  A/B  Par  Value  Test 127 

Class  B  Break-even  Default  Rate 127 

Class  B  Interest  Distribution  Amount 127 

Class  B  Loss  Differential 127 

Class  B  Note  Interest  Amount 127 

Class  B  Notes 128 

Class  B  Scenario  Default  Rate 128 

Class  C  Break-even  Default  Rate 128 

Class  C  Interest  Coverage  Ratio 128 

Class  C  Interest  Coverage  Test 128 

Class  C  Interest  Distribution  Amount 128 

Class  C  Loss  Differential 128 

Class  C  Note  Interest  Amount 128 


Class  C  Notes 128 

Class  C  Par  Value  Ratio 128 

Class  C  Par  Value  Test 128 

Class  C  Scenario  Default  Rate 129 

Class  D  Break-even  Default  Rate.... 129 

Class  D  Interest  Coverage  Ratio 129 

Class  D  Interest  Coverage  Test 129 

Class  D  Interest  Distribution  Amount 129 

Class  D  Loss  Differential 129 

Class  DNote  Interest  Amount 129 

Class  D  Notes 129 

Class  D  Par  Value  Ratio 129 

Class  D  Par  Value  Test 129 

Class  D  Scenario  Default  Rate 129 

Class  E  Break-even  Default  Rate 130 

Class  E  Interest  Distribution  Amount 130 

Class  E  Loss  Differential 130 

Class  E  Note  Interest  Amount 130 

Class  E  Notes 130 

Class  E  Par  Value  Ratio 130 

Class  E  Par  Value  Test 130 

Class  E  Scenario  Default  Rate 130 

Class  S  Break-even  Default  Rate 130 

Class  S  Interest  Distribution  Amount 130 

Class  S  Loss  Differential 131 

Class  S  Note  Interest  Amount 131 

Class  S  Notes 131 

Class  S  Principal  Distribution  Amount 131 

Class  S  Scenario  Default  Rate 131 

Clearstream 131 

Closing  Date 131 

Code 85, 109 

Co-Issued  Notes 131 

Co-Issuer 1 

Co-Issuer  Common  Stock 83 

Collateral 131 

Collateral  Account 131 

Collateral  Administration  Agreement 131 

Collateral  Administrator 131 

Collateral  Interest  Amount 131 

Collateral  Management  Agreement 1,  79, 132 

Collateral  Management  Fees 81 

Collateral  Manager 1,  77 

Collateral  Obligation 7 

Collateral  Portfolio 132 

Collateral  Quality  Tests 56 

Concentration  Limitations 10 

Controlling  Class 132 

Controlling  Person 101 

Corporate  Family  Rating 132 

Counterparty  Account 41 

Coverage  Tests 58 

Credit  Improved  Criteria 132 

Credit  Improved  Obligation 133 

Credit  Risk  Criteria 133 

Credit  Risk  Obligation 133 
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Cure  Period 134 

Current  Pay  Obligation 133 

Current  Portfolio 134 

Defaulted  Hedge  Termination  Payment 134 

Defaulted  Interest 134 

Defaulted  Obligation 134 

Deferrable  Interest  Obligation 135 

Deferred  Interest 5 

Delayed  Funding  Term  Loan 136 

Deliverable  Obligation 136 

Determination  Date 136 

DIP  Loan 136 

Discount  Collateral  Obligation 137 

Discretionary  Reserve  Account 73 

Disposition  Proceeds 137 

disqualified  persons 99 

Distribution 138 

Diversity  Score 138 

Diversity  Test 56 

Documents 86 

Dollar 139 

Downgrade  Terminating  Event 68 

DTC 139 

Due  Period 139 

Effective  Date 139 

Effective  Date  Ratings  Downgrade  Event ... 139 

Effective  Spread 140 

Eligibility  Criteria 7, 140 

Eligible  Investment 140 

Eligible  Loan  Index 142 

Eligible  Post  Reinvestment  Proceeds 142 

Equity  Security 142 

Equivalent  Unit  Score .'138 

ERISA 99 

ERISA  Plans 99 

Euroclear . 142 

European  I  Country 142 

European  II  Country 142 

Event  of  Default 44 

Excess  Equity  Feature  Value 142 

Exchange  Act 142 

Exchanged  Defaulted  Obligation 62,  142 

Exchanged  Equity  Security 142 

Excluded  Subclass 143 

Expense  Reserve  Account 73 

Expense  Reserve  Amount 143 

Finance  Lease 143 

Fitch 143 

Fixed  Rate  Collateral  Obligations 143 

Floating  Period 3 

Floating  Rate  Collateral  Obligations ....: 143 

Floating  Rate  Note  Interest  Amounts 143 

Floating  Rate  Note  Interest  Rate 143 

Floating  Rate  Notes 143 

Form-Approved  Synthetic  Security 143 

FRB 26 

FSMA 122 

Future  Drawdown  Amount. 144 
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Global  Class  E  Notes 144 

Global  Securities 144 

Greywolf 1 

Hedge  Agreement 144 

Hedge  Counterparty 144 

Hedge  Payment  Amount 144 

Holder 144 

Incentive  Collateral  Management  Fee 81 

Included  Subclass 144 

Indenture 144 

Independent 144 

indirect  participants 105 

Industry  Diversity  Score 138 

Initial  Investment  Period 145 

Initial  Purchaser Cover 

Initial  Purchaser  Entities 29 

Interest  Accrual  Period 145 

Interest  Collection  Account 72 

Interest  Coverage  Ratio 145 

Interest  Coverage  Tests 145 

Interest  Proceeds 145 

Interest  Reserve  Amount 147 

Interest  Reserve  Distribution  Amount 147 

Interim  Targets 147 

Interim  Targets  Date 147 

Internal  Rate  of  Return 147 

Investment  Company  Act 147 

Investment  Due  Period 147 

Investor-Based  Exemptions 100 

Irish  Listing  Agent 120 

Irish  Paying  Agency  Agreement 147 

Irish  Paying  Agent 147 

IRS 85 

Issue  Price 85 

Issuer 1 

Issuer  Accounts 148 

Issuer  Ordinary  Shares 1,  82 

Issuers 1 

Knowledgeable  Employee ..148 

Leasing  Finance  Transaction 148 

lender  liability 21 

LIBOR 148 

LIBOR  Determination  Date 149 

Liquidation  Proceeds 149 

London  Business  Day 149 

long-term  rating 165 

Lower-Tier  PFICs 93 

Majority 149 

Margin  Stock :.149 

Maritime  Collateral  Obligation 149 

Maritime  Jurisdiction 149 

Market  Value 149 

maturity 150 

Maturity 150 

Maximum  Average  Life  Test 57 

Maximum  Rating  Factor 150 

Maximum  Rating  Factor  Test 57 

Measurement  Date 150 
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Minimum  Diversity 150 

Minimum  Par  Value  Ratio 150 

Minimum  Weighted  Average  Coupon  Test 57 

Minimum  Weighted  Average  Spread 57 

Moody's 150,  Cover 

Moody's  Default  Probability  Rating 151 

Moody's  Derived  Rating 151 

Moody's  Industry  Category 153 

Moody's  Minimum  Weighted  Average 

Recovery  Rate  Test 57 

Moody's  Rating 153 

Moody's  Rating  Condition 154 

Moody's  Rating  Factor 154 

Moody's  Recovery  Rate 155 

Moody's  Weighted  Average  Rating  Factor 156 

Moody's  Weighted  Average  Recovery  Rate 156 

Non-Call  Period 5 

Non-Permitted  Holder 107, 112 

Non-U.S.  Holder 97 

Non-U.S.  Obligor 157 

Note  Interest  Rate 157 

Note  Payment  Sequence 157 

Notice  of  a  Redemption  by  Refinancing 36 

Notice  of  Default 45 

Obligor  Par  Amount 138 

OFAC 110 

Offer 157 

Offering 157 

Offering  Circular Cover 

OID 88 

Outstanding 157 

Par  Value  Ratio 158 

Par  Value  Tests 158 

parallel  security 152 

participants .103 

Participation 158 

parties  in  interest 99 

Payment  Account 72 

Payment  Date 158 

Payment  Default . 158 

Permitted  Offer 159 

Permitted  Reinvestment  Period 159 

Person 159 

PFIC 91 

Plan 159 

Plan  Asset  Regulations 99 

Plans 99 

Pledged  Obligations 159 

Principal  Allocated  Accrued  Interest 159 

Principal  Balance 159 

Principal  Collection  Account 72 

Principal  Payments 162 

Principal  Proceeds 162 

Priority  of  Payments 37 

Proceeds 163 

Proposed  Portfolio 163 

PTCE 100 

Purchase  Agreement 163 
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Purpose  Credit 26 

put  right 150 

QEF , 91 

Qualified  Institutional  Buyer 163 

Qualified  Purchaser 163 

qualified  stated  interest 88 

Rating  Agencies 164 

Rating  Factor  Modifier 13 

Ratings  Matrix 12 

Redemption  by  Refinancing 35 

Redemption  Date 164 

Reference  Banks 148 

Reference  Instrument 164 

Reference  Obligation 164 

Reference  Obligor 164 

RegD 164 

RegS 164 

Register 164 

Registered... 164 

Registrar 164 

Regulation  D 164 

Regulations 164 

Regulation  S  Global  Class  E  Notes 164 

"Regulation  S  Global  Secured  Notes 164 

Regulation  S  Global  Securities 165 

Regulation  S  Global  Subordinated  Securities  ..165 

Regulation  U i,  165 

Regulation  U  Lenders 26 

Reinvestment  Criteria 64 

Reinvestment  Income 165 

Reinvestment  Period 5 

Reinvestment  Test 165 

Relevant  Member  State 122 

Replacement  Notes 35 

Repository., 165 

Required  Hedge  Counterparty  Rating 165 

Reserved  Expenses 73 

Revolving  Credit  Facility 165 

Revolving  Credit  Facility  Net-Back 165 

Revolving  Credit  Facility  Reserve  Account  74, 165 

RSA ii 

Rule144A 165 

Rule  144A  Global  Class  E  Notes 165 

Rule  144A  Global  Secured  Notes 166 

S&P 166,  Cover 

S&P  CDO  Evaluator 166 

S&P  CDO  Evaluator  Test 166 

S&P  CDO  Monitor 166 

S&P  CDO  Monitor  Test 57 

S&P  Minimum  Weighted  Average  Recovery 

Rate  Test 57 

S&P  Priority  Category .....166 

S&P  Rating 166 

S&P  Rating  Condition 169 

S&P  Recovery  Rate 169 

S&P  Recovery  Rating 169 

S&P  Weighted  Average  Recovery  Rate 169 
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S&P  Weighted  Average  Structured  Finance 

Matrix 172 

Sale  Proceeds 173 

Scheduled  Payment  Date 3, 174 

Second  Determination  Date 174 

Second  Lien  Loan 174 

Secured  Note  Redemption  Price 174 

Secured  Notes 174 

Secured  Parties 174 

Securities 174 

Securities  Account  Control  Agreement 174 

Securities  Act 174 

Securities  Intermediary 174 

Securities  Lending  Account 75 

Securities  Lending  Agreement 56, 174 

Securities  Lending  Collateral 71 

Securities  Lending  Collateral  Losses 175 

Securities  Lending  Counterparty 175 

Securityholder 144 

Selling  Institution 175 

Senior  Collateral  Management  Fee 81 

Senior  Debt  Instrument 170 

Senior  Secured  Floating  Rate  Note 175 

Senior  Secured  Loan 176 

Senior  Unsecured  Loan 176 

Service  Provider  Exemption 100 

Share  Trustee 1, 176 

Special  Purpose  Vehicle 176 

Special  U.S.  Tax  Counsel 86 

Specified  Internal  Rate  of  Return 81 

Stabilising  Manager 121 

Stated  Maturity.." 176 

Step-Up  Coupon  Security 176 

Structured  Finance  Security 176 

Subordinated  Collateral  Management  Fee 81 

Subordinated  Loan 176 

Subordinated  Securities 176 

Subordinated  Securities  Anti-Dilution 

Percentage 51 


Subordinated  Securities  Collateral 

Obligations 176 

Subordinated  Securities  Interest  Collection 

Account 72 

Subordinated  Securities  Principal  Collection 

Account 72 

Substitute  Collateral  Obligation 177 

Substitute  Deliverable  Collateral  Obligation 177 

Substitute  Deliverable  Obligation 136 

Synthetic  Security 177 

Synthetic  Security  Collateral 178 

Synthetic  Security  Collateral  Account 74, 178 

Synthetic  Security  Counterparty 178 

Tax  Haven  Collateral  Obligation 179 

Tax  Haven  Jurisdiction .....179 

Tax-Exempt  U.S.  Holders 95 

Trading  Plan 179 

Treasury 26, 160 

Treasury  Regulations 86 

Treatment  of  Additional  Issuances  of 

Securities 53 

Trust  Officer 180 

Trustee 2,180 

U.S.  Holder 86 

U.S.Person 180 

U.S.  Resident 121 

U.S.  Subordinated  Securities 180 

UBTI 95 

UCC 180 

Unreplenished  Principal  Proceeds 180 

Unscheduled  Principal  Payments 180 

USA  PATRIOT  Act 26 

Warehouse  Accrued  Interest 180 

Weighted  Average  Life 180 

Weighted  Average  Spread 180 

Withholding  Tax  Event 180 

Withholding  Tax  Security 181 

Zero-Coupon  Security 181 
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REGISTERED  OFFICES  OF  THE  ISSUERS 


Greywolf  CLO  I,  Ltd 

P.O.  Box  1093  GT 

Queensgate  House 

South  Church  Street 

George  Town,  Grand  Cayman 

Cayman  Islands 


Greywolf  CLO  I,  Corp. 

850  Library  Avenue 

Suite  204 

Newark,  Delaware  19711 


TRUSTEE,  PRINCIPAL  PAYING  AGENT,  TRANSFER  AGENT  AND  REGISTRAR 

The  Bank  of  New  York  Trust  Company,  National  Association 

as  Trustee 

601  Travis  Street,  1 6th  Floor 

Houston,  Texas  77002 


IRISH  LISTING  AGENT 

Arthur  Cox  Listing  Services  Limited 

Earlsfort  Centre 
Earlsfort  Terrace 

Dublin  2 

Ireland 


IRISH  PAYING  AGENT 

Custom  House  Administration  & 
Corporate  Services  Ltd. 

25  Eden  Quay 

Dublin  1 

Ireland 


LEGAL  ADVISORS 
To  the  Issuers 
As  to  matters  of  United  States  Law 

McKee  Nelson  LLP 

One  Battery  Park  Plaza 
New  York,  New  York  10004 

To  the  Issuer 

As  to  matters  of  Cayman  Islands  Law 


Maples  and  Calder 

P.O.  Box  309  GT 

Ugland  House 

South  Church  Street 

George  Town,  Grand  Cayman 

Cayman  Islands 


To  the  Initial  Purchaser 

McKee  Nelson  LLP 

One  Battery  Park  Plaza 
New  York,  New  York  10004 


To  the  Collateral  Manager 

Sidley  Austin  LLP 

787  Seventh  Avenue 
New  York,  New  York  10019 
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No  dealer,  salesperson  or  other  person  is 
authorized  to  give  any  information  or  to  represent 
anything  not  contained  in  this  Offering  Circular. 
You  must  not  rely  on  any  unauthorized  information 
or  representations.  This  Offering  Circular  is  an 
offer  to  sell  only  the  Securities  offered  hereby,  but 
only  under  circumstances  and  in  jurisdictions 
where  it  is  lawful  to  do  so.  The  information 
contained  in  this  Offering  Circular  is  current  only 
as  of  its  date. 


U.S.$2,000,000  Class  S 
Floating  Rate  Notes,  Due  2014 

U.S.$365,000,000  Class  A 
Floating  Rate  Notes,  Due  2021 

U.S.$22,500,000  Class  B 
Floating  Rate  Notes,  Due  2021 

U.S.$25,000,000  Class  C 
Deferrable  Floating  Rate  Notes,  Due  2021 


TABLE  OF  CONTENTS 

Page 

GENERAL  NOTICE i 

AVAILABLE  INFORMATION iii 

SUMMARY 1 

RISK  FACTORS 16 

DESCRIPTION  OF  THE  SECURITIES .30 

USE  OF  PROCEEDS .  55 

RATING  OF  THE  SECURITIES 55 

SECURITY  FOR  THE  SECURED  NOTES.  .  .  55 
MATURITY  AND  PREPAYMENT 

CONSIDERATIONS 76 

THE  COLLATERAL  MANAGER 77 

THE  COLLATERAL  MANAGEMENT 

AGREEMENT 79 

THE  ISSUERS 82 

THE  LOAN  MARKET 84 

INCOME  TAX  CONSIDERATIONS 85 

ERISA  CONSIDERATIONS 99 

CERTAIN  LEGAL  INVESTMENT 

CONSIDERATIONS 103 

SETTLEMENT  AND  CLEARING 103 

TRANSFER  RESTRICTIONS 106 

LISTING  AND  GENERAL  INFORMATION  ...  119 

UNDERWRITING  .  .  . '. 120 

LEGAL  MATTERS 123 

GLOSSARY  OF  DEFINED  TERMS 124 

ANNEX  I:  CLASS  S  PRINCIPAL 

DISTRIBUTION  AMOUNTS A-l-1 

EXHIBIT  A:  FORM  OF  SECURITY  OWNER 

CERTIFICATE A-1 

INDEX  OF  DEFINED  TERMS 1-1 


U.S.$30,000,000  Class  D 
Deferrable  Floating  Rate  Notes,  Due  2021 

U.S.$1 7,500,000  Class  E 
Deferrable  Floating  Rate  Notes,  Due  2021 

U.S.$40,000,000  Subordinated  Securities, 
Due  2021 


GREYWOLF  CLO  I,  LTD. 
GREYWOLF  CLO  I,  CORP. 


Secured  (with  respect  to  the  Secured  Notes) 

Primarily  by  a  Portfolio  of  Loans  that  are  Senior 

Secured  Loans 
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Goldman,  Sachs  &  Co. 
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From: 
Sent: 
To: 
Subject: 


Tourre,  Fabrice 

Monday,  March  12,  2007  1:47  PM 
Egol,  Jonathan;  ficc-mtgcorr-desk 
Re:  Abacus  ACA 


As  discussed  with  Nartey,  we  are  taking  his  feedback  into  account  and  once  we  have  gotten 
more  feedback  from  accounts  accross  the  cap  structure  we  will  decide  what  the  best  cours 
of  action  is. 

Gerstie,  we  need  to  have  a  follow  up  call  with  Paulson  to  see  how  they  feel  about  the 
strike  spreads  and  upfront  fees  we  mentioned  to.  them.  When  is  this  call  happening  ? 


Sent  from  my  BlackBerry  Wireless  Handheld 

Original  Message  

From:  Egol,  Jonathan 

To:  Tourre,  Fabrice;  ficc-mtgcorr-desk 
Sent:  Mon  Mar  12  14:32:55  2007 
Subject:  RE:  Abacus  ACA 

So  what  do  you  suggest  we  say  to  Joerg? 

Original  Message 

From:  Tourre,  Fabrice 
Sent:  Monday,  March  12,  2007  2:29  PM 
To:  Egol,  Jonathan;  ficc-mtgcorr-desk 
Subject:  Re:  Abacus  ACA 

I  suggest  to  hold  off  for  the  time  being.  Paulson  will  likely  not  agree  to  this  unless  we 
tell  them  that  nobody  will  buy  these  bonds  if  we  don't  make  that  change. 


Sent  from  my  BlackBerry  Wireless ' Handheld 


Original  Message  

From:  Egol,  Jonathan 

To:  ficc-mtgcorr-desk 

Sent:  Mon  Mar  12  14:18:07  2007 

Subject:  FW:  Abacus  ACA 

I  suggest  we  ask  Gail  to  relay.  Thoughts? 


From:  Zimmermann,  Jorg  [mailto:joerg.zimmermann@ikb-cam.de] 

Sent:  Monday,  March  12,  2007  1:51  PM 

To:  Nartey,  Michael 

Cc:  Egol,  Jonathan;  Tourre,  Fabrice 

Subject:  Abacus  ACA 
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m, 


did  you  hear  something  on  my  request  to  remove  Fremont  and  New  Cenutry  serviced 
bonds  ?  I  would  like  to  try  to  the  advisory  comitee  this  week  and  would  need  consent  on 


it. 


Rgds 
J 


Jorg  Zimmermann 


1KB  Credit  Asset  Management  GmbH 

Uerdinger  StraBe  90 

40474  Dusseldorf 

Tel.:  +49  (0)211  8221-6283 

Fax:  +49  (0)211  8221-6383 

E-Mail :  joerg . zimmermann@ikb-cam. de 

Internet:  www.ikb-cam.de 

Rechtsform  Gesellschaft  mit  beschrankter  Haftung 

Sitz  Dusseldorf 

Handelsregister  Amtsgericht  Dusseldorf  B  Nr.  54720 

Geschaftsfiihrer:  Winfried  Reinke 

Vorsitzender  des  Beirats:  Stefan  Ortseifen 

Diese  E-Mail  begriindet  keine  Verpflichtung  der 
1KB  Credit  Asset  Management  GmbH,  es  sei  denn, 
dies  ware  durch  schriftliche  Vereinbarung  mit  dem 
Empf anger  vereinbart. 

The  contents  of  this  e-mail  do  not  constitute  a  commitment  by 
1KB  Credit  Asset  Management  GmbH,  except  where 
provided  for  in  a  written  agreement  between  the  company 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-0026831 35 


Footnote  Exhibits  -  Page  5208 


From: 
Sent: 
To: 
Subject: 


Lehman,  David  A. 

Monday,  March  12,  2007  1:30  PM 

Tourre,  Fabrice;  Egol,  Jonathan;  ficc-mtgcorr-desk 

RE:  Abacus  ACA 


Original  Message 

From:  Tourre,  Fabrice 
Sent:  Monday,  March  12,  2007  2:29  PM 
To:  Egol,  Jonathan;  ficc-mtgcorr-desk 
Subject:  Re:  Abacus  ACA 


;t  to  hold  off  for  the  time  being.  Paulson  will  likely  not  agree  to  this  unless  we 
tell'' them  that  nobody  will  buy  these  bonds  if  we  don't  make  that  change. 


J.    ,3  U^  «^  V 


Sent  from  my  BlackBerry  Wireless  Handheld 


Original  Message  

From:  Egol,  Jonathan 

To:  ficc-mtgcorr-desk 

Sent:  Mon  Mar  12  14:18:07  2007 

Subject:  FW:  Abacus  ACA 

I  suggest  we  ask  Gail  to  relay.  Thoughts? 


■  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


From:  Zimmermann,  Jbrg  [mailto:joerg.zimmermann@ikb-cam.de] 

Sent:  Monday,  March  12,  2007  1:51  PM 

To:  Nartey,  Michael 

Cc:  Egol,  Jonathan;  Tourre,  Fabrice 

Subject:  Abacus  ACA 


M, 


did  you  hear  something  on  my  request  to  remove  Fremont  and  New  Cenutry  serviced 
bonds  ?  I  would  like  to  try  to  the  advisory  comitee  this  week  and  would  need  consent  on 


it. 


Rgds 

J 


Jorg  Zimmermann 

Vice  President  -  Portfolio  Investments 
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1KB  Credit  Asset  Management  GmbH 

Uerdinger  Straile  90 

40474  Dusseldorf 

Tel.:  +49  (0)211  8221-6283 

Fax:  +49  (0)211  8221-6383 

E-Mail :  joerg. zimmermann@ikb-cam.de 

Internet:  www.ikb-cam.de 

Rechtsform  Gesellschaft  mit  beschrankter  Haftung 

Sitz  Dusseldorf 

Handelsregister  Amtsgericht  Dusseldorf  B  Nr.  54720 

Geschaftsfuhrer :  Winfried  Reinke 

Vorsitzender  des  Beirats:  Stefan  Ortseifen 

Diese  E-Mail  begriindet  keine  Verpflichtung  der 
1KB  Credit  Asset  Management  GmbH,  es  sei  denn, 
dies  ware  durch  schriftliche  Vereinbarung  mit  dem 
Empf anger  vereinbart. 

The  contents  of  this  e-mail  do  not  constitute  a  commitment  by 
1KB  Credit  Asset  Management  GmbH,  except  where 
provided  for  in  a  written  agreement  between  the  company 
and  the  recipient  of  this  message.- 
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^|a|o7 

ViXMs   Govern, 


CDO  Asset  "Management"  Proposal 

For 

ABACUS  2007-AC1 

Commitments  Committee 
February  12,  2007 


LoJiJ^   J 


)cWsW^\ 


Ow>cuAaJuyr^  cm 


Submitted  by: 
Keith  Gorman 


Commitments  Committee  Votes 
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PROPOSAL 

We  are  seeking  Senior  Credit  Committee's  approval  for:  (1)  ACA  Management  to  act  as  Portfolio  Selection 
Agent  (an  upfront  role  only)  to  a  synthetic  CDO  backed  by  approximately  90  Baa2  subprime  mortgage  reference 
entities,  by  which  we  would  receive  ongoing  asset  management  fees  for  identifying  (but  not  managing)  the 
portfolio;  and  (2)  working  with  Goldman  Sachs,  the  underwriter,  to  assist  in  their  marketing  efforts  to  sell 
Aaa/AAA  through  A2/A  rated  notes.  This  transaction  was  structured  as  a  result  of  a  "beauty  pageant"  whereby  a 
New  York  City  hedge  fund  did  due  diligence  on  several  CDO  managers  and  selected  us  as  the  Portfolio  Selection 
Agent  for  a  reverse  equity  inquiry  CDO.  The  hedge  fund  is  taking  the  0-9%  tranche.  Structured  Credit  will  have 
the  opportunity  to  look  at  the  super  senior  tranche  as  well.  This  is  our  first  ABS  CDO  with  Goldman  Sachs  (we 
are  currently  in  ramp-up  with  them  on  a  U.S.  CLO). 

Key  Transaction  Metrics 


Transaction  Type: 

ci  u:n: »_  c-i  lmi: ,.*„<■:„  „m4,o«;n  manning  ARC  <T»r» 

Liabilities  will  be  modified  sequential  pay  (target  notional  o/c 
based) 

ACA  Management's  (ACA)  Role: 

Portfolio  Selection  Agent  only 

Underwriter: 

Goldman  Sachs 

ACA  Required  Investment: 

None 

Asset  Class: 

Underlying  collateral  will  be  100%  synthetic  Baa2  subprime 
residential  mortgage  positions. 

Expected  WAL  of  Underlying 
Assets: 

4  years 

Management  Fees  to  ACA  per 
annum: 

As  per  tranche  schedule  on  page  3  below  with  a  minimum 
annual  fee  of  $1  million. 

Warehouse: 

ACA  is  not  taking  any  warehouse  risk/return  or  any  ongoing 
risk  (no  equity  investment). 

Non-Call  Period: 

3  years 

The  hedge  fund  equity  investor  wanted  to  invest  in  the  0-9%  tranche  of  a  static  mezzanine  ABS  CDO  backed 
100%  by  subprime  residential  mortgage  securities.  Over  the  past  3  weeks  we  have  worked  with  the  investor  to 
construct  a  portfolio  that  meets  their  needs  as  well  as  ours.  Our  requirements  for  the  portfolio  were  that  all  of  the 
positions  had  been  reviewed  and  approved  by  ACA's  ABS  credit  committee  and  that  all  seasoned  positions  were 
performing  within  expectations  for  the  vintage.  Since  there  is  no  ongoing  management  function  (no  ability  to 
defensively  sell  credit  risk  securities),  we  proposed  a  portfolio  that  was  100%  Baa2  to  potentially  minimize  the 
downgrade  risk  versus  Baa3  underlying  bonds.  The  risk  to  ACA  in  this  transaction  is  one  of  reputation  but  even 
this  is  limited  since  we  acted  solely  as  the  portfolio  selection  advisor  and  have  no  ongoing  management  role  (we 
may  need  to  discuss  our  ongoing  credit  opinions  on  the  underlying  positions  with  investors  upon  request  by 
investors). 

What  we  have  done  in  terms  of  minimizing  our  reputation  risk  is  look  at  stressing  the  portfolio  to  determine  what 
downgrades  (and  defaults)  can  be  sustained  before  the  issued  tranches  are  downgraded.  Attached  to  the  back  of 
this  write-up  is  the  analysis  provided  by  Goldman  Sachs.  We  are  working  with  our  quant  team  on  verifying  this 
work. 
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Kev  Portfolio  Metrics 

We  are  seeking  approval  to  build  a  portfolio  of  asset  backed  securities  which  would  have  the  ratings  and  sector 
characteristics  as  shown  below. 


Number  of  Reference  Obligations: 


Average  Size  of  Each  Underlying 
Position:  


Moody's  WARF: 


Expected  WAS: 


Sector  Concentrations: 


Approximately  90 


1.1% 


360  (Baa2) 


Approximately  250  bps 


100%  Baa2  subprime  mortgage  positions 


Transaction  Overview 


Tho  fv-oirm/ino  ic  thi»  pvnprtpH  transaction  capitalization  structure: 


Class 

Rating 

Size 

Management  Fee 

Unfunded  super  senior 

Aaa/AAA 

35-100% 

n/a 

Class  A 

Aaa/AAA 

21-35% 

25  bps 

Class  B 

Aa2/AA 

18-21% 

50  bps 

Class  C 

Aa3/AA- 

13-18% 

50  bps 

Class  D 

A2/A 

9.5-13% 

100  bps 

Equity 

Not  rated 

0-9.5% 

The  rationale  for  this  ABACUS  transaction  is  our  ongoing  core,  ABS  CDO  platform  and  the  fact  that  this  is  new 
business  with  both  a  significant  hedge  fund  and  Goldman  Sach's  ABS  platform.  We  anticipate  pricing  and 
closing  this  transaction  in  March  (once  our  current  exclusive  on  ACA  ABS  2007-1  expires). 

STRENGTHS  AND  RISKS/MITIGATING  FACTORS 


Strengths 


Incremental  Fee  Income: 


ACA's  revenue  from  the  deal  will  come  in 
the  form  of  ongoing  portfolio  selection 
advisory  fees. 

Expected  initial  management  fees  will  be 
approximately  $1,000,000  per  annum. 


Incremental  Revenue  from  Existing  Platform: 

•     Since  our  role  was  only  as  portfolio 

selection  agent,  there  is  no  specific  ongoing 
monitoring  or  surveillance  work  that  will 
need  to  be  done. 


Risks/Mitigaots 


Potentially  adverse  credit  environment: 
•    Multiple  portfolio  defaults  and  downgrades  could 
adversely  affect  ACA's  reputation  in  the  market  as  a 
CDO  manager  should  the  portfolio  experience  realized 
losses  and/or  tranche  downgrades.  This  is  mitigated  by 
the  fact  that  we  are  not  the  manager  to  the  CDO  (no 
ongoing  responsibility)  and  that  there  is  cushion  to 
withstand  downgrades  to  positions  in  the  portfolio 
before  the  model  indicates  that  the  ratings  on  any 
tranche  would  be  affected. 

Mitigants: 

+     All  credits  in  the  portfolio  have  been  reviewed  under 

ACA's  ABS  credit  and  committee  guidelines. 
+     ACA  will  not  take  any  warehouse  or  equity  exposure 

to  this  transaction. 
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Abacus  2007 -AC1,  non-equity  "GAAP"  Projection  (was  not  in  business  plan) 


REVENUES 

2007  Business 
Plan(1) 

2007  (estimate) 
(2) 

2008  Business 
Plan 

2008  (per 

engagement 

letter) 

Warehouse  Income 

$0 

$0 

$0 

$0 

Structuring  Fee 

$0 

$0 

$0 

$0 

Asset  Mgt  Fees 

$0 

$650,000 

$0 

$1,000,000 

Equity  Investment 

$0 

$0 

$0 

$0 

Equity  Return 

n/a 

n/a 

n/a 

n/a 

AUM  at  year  end 

$0 

$1,000,000,000 

$0 

$1,000,000,000 

/4\   ADAf^l  IQ  u/oc  rjnt  in  tho  bUSlHSSS  n!3P.. 


(2)  Assumes  a  $1  billion  transaction  closing  4/30/07,  $1  million  minimum  management  fee. 
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Moody's  Metric  Results  as  Provided  by  Goldman 
Sachs 

Closing  Date  -  all  Reference  Obligations  rated  Baa2 
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From: 
Sent: 
To: 
Subject: 


Laura  Schwartz  [lschwartz@aca.com] 

Tuesday,  April  10,  2007  4:12  PM 

Alan  Roseman;  Ted  Gilpin;  Joseph  Pimbley;  Nora  Dahlman;  James  Rothman;  Brad  Larson 

Abacus  2007-AC1 


We   did  price    $192   million   in   total   of   Class  Al    and  A2    today  to   settle  April    26th.    Paulson 
took  down   a   proportionate   amount   of   equity    (0-10%    tranche) .    Goldman  does    expect   to   issue 
more   over   the   next   2   weeks    as   well. 


Laura    Schwartz 
ACA  Capital 
(212)    375   2011 
Lschwartz@aca. com 
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From:      Tourre,  Fabrice 

Sent:       Wednesday,  January  10,  2007  1 1 :54  AM 

To:  lschwartz@aca.com 

Cc:  Gerst,  David;  Kreitman,  Gail;  ficc-mtgcorr-desk 

Subject:  Transaction  Summary 

Laura:  we  wanted  to  summarize  ACA's  proposed  role  as  "Portfolio  Selection  Agent"  for  the 
transaction  that  would  be  sponsored  by  Paulson  (the  "Transaction  Sponsor").  Feel  free  to  let  David 
and  I  know  if  you  have  any  questions. 

--  C DO  Transaction  Size:  between  $1bn  and  $2bn  notional 

--  Reference  Portfolio:  static,  fully  identified  upfront,  and  consisting  of  approx  100  equally-sized 

mezzanine  subprime  RiviBS  names  issued  between  Q4  2005  and  today.  Starting  portfolio  would  be 

ideally  what  the  Transaction  Sponsor  shared,  but  there  is  flexibility  around  the  names. 

-  Portfolio  monitoring  required:  none 

--  Transaction  reporting:  on  a  monthly  basis,  done  by  trustee  (trustee  expected  to  be  Lasalle) 

--  Portfolio  reinvestments  required:  none 

--  Portfolio  Selection  Agent  would  be  disclosed  as  having  selected  the  Reference  Portfolio 

--  Portfolio  Selection  Agent  would  not  be  required  to  retain  any  risk  in  the  CDO  transaction,  although  it 

would  have  the  option  to  buy  CDO  notes/unfunded  swaps  that  will  be  distributed  in  the  market. 

--  Portfolio  Selection  Agent  would  be  asked  to  facilitate  the  marketing  of  the  notes  (including  putting 

together  marketing  materials  on  ACA,  discussing  with  customers  on  conference  calls).  No  roadshow 

is  expected;  no  travel  is  expected. 

--  No  BWICs  required  to  be  run  by  the  Portfolio  Selection  Agent 

--  Timing:  the  Transaction  Sponsor  is  working  under  the  assumption  that  Goldman  be  in  the  market 

with  this  transaction  early  February 


Contemplated  Capital  Structure  -  subject  to  Reference  Portfolio: 


•  [34]%  -  [1 00]%:  unfunded  supersenior  tranche  distributed  to  a  supersenior  protection  writer 

•  [22]%  -  [34]%:  Aaa/AAA  class  A  tranche  distributed  broadly  on  a  best  efforts'  basis  by  Goldman 

•  [1 5]%  -  [22]%:  Aa2/AA  class  B  tranche  distributed  broadly  on  a  best  efforts'  basis  by  Goldman 

•  [9]%  -  [15]%:  A2/A  class  C  tranche  distributed  broadly  on  a  best  efforts'  basis  by  Goldman 

•  [0]%  -  [9]%:  pre-committed  first  loss 

--  Economics:  for  transactions  like  this,  where  the  Portfolio  Selection  Agent  is  not  required  to  retain 
any  risk,  we  have  seen  fees  in  the  order  of  15bps  to  20bps  paid  on  the  portfolio  notional 
amount  (that's  what  we  have  been  seeing  for  most  of  the  Magnetar-sponsored  transactions).  In  the 
context  of  this  transaction,  the  portfolio  selection  fees  will  be  paid  in  the  form  of  a  spread  on  the 
outstanding  amount  of  the  class  A  through  class  C  tranches.  For  example,  if  you  are  asking  to  be 
paid: 

•  Class  A  Portfolio  Management  Fee:  0.25%  p.a.  (the  tranche  is  [12]%  thick) 

•  Class  B  Portfolio  Management  Fee:  0.50%  p.a.  (the  tranche  is  [7]%  thick) 

•  Class  C  Portfolio  Management  Fee:  1 .00%  p.a.  (the  tranche  is  [6]%  thick) 
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This  would  mean  that  if  Goldman  is  able  to  distribute  100%  of  the  class  A,  class  B  and  class  C  notes, 
the  Portfolio  Selection  Agent  would,  on  a  blended  basis,  receive  0.125%  p.a.  on  the  portfolio  notional. 
This  compensation  structure  aligns  everyone's  incentives:  the  Transaction  Sponsor,  the  Portfolio 
Selection  Agent  and  Goldman. 

--  The  Transaction  Sponsor  is  in  discussions  with  a  couple  of  potential  CDO  managers,  and  will  work 
with  the  manager  who  will  provide  the  most  appealing  economic  proposal  and  will  be  able  to  address 
all  the  stated  objectives. 

We  will  send  to  you  later  today  a  termsheet  that  outlines  the  transaction  structure.  What  would  be 
constructive  is  for  you  to  think  about  the  fees  that  you  would  need  to  get  paid  to  act  as  Portfolio 
Advisor,  and  also  a  draft  portfolio  that  you  would  select,  based  upon  the  preliminary  work 
you  mentioned  to  us  during  the  call. 

Thanks, 

Regards, 

Fab  rice 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Goldman,  Sachs  &  Co. 

85  Broad  Street  |  26th  Floor  |  New  York,  NY  10004 
Tel:  212-902-5891  |  Fax:  212-493-0106  |  Cell:  91 H 
Email:  fabrice.tourre@gs.com 

Goldman 
Fabrice  Tourre  Sachs 

Structured  Products  Group 


Disclaimer: 

This  material  has  been  prepared  specifically  for  you  by  the  Structured  Product  Group  Trading  Department  and  Is  not  the 
product  of  Fixed  Income  or  J.  Aron  Research.  This  document  does  not  constitute  an  offer  or  invitation  to  acquire  any 
security  or  to  enter  into  any  agreement  and  Goldman  Sachs  (as  used  herein,  such  term  shall  include  affiliates  of  Goldman 
Sachs)  is  not  soliciting  any  action  based  upon  this  material.  Opinions  expressed  are  our  present  opinions  only.  The 
material  is  based  upon  information  which  we  consider  reliable,  but  we  do  not  represent  that  it  is  accurate  or  complete,  and 
it  should  not  be  relied  upon  as  such.  Transactions  described  in  this  material  may  give  rise  to  substantial  risk  and  are  not 
suitable  for  all  investors.  Goldman  Sachs,  or  persons  involved  in  the  preparation  or  issuance  of  this  material,  may  from 
time  to  time,  have  long  or  short  positions  in,  and  buy  or  sell,  the  securities,  commodities,  futures,  options,  derivatives  or 
other  instruments  and  investments  identical  with  or  related  to  those  mentioned  herein.  Goldman  Sachs  does  not  provide 
accounting,  tax  or  legal  advice;  such  matters,  as  well  as  the  suitability  of  a  potential  transaction  or  investment,  should  be 
discussed  with  your  advisors  and  or  counsel.  In  addition,  we  mutually  agree  that,  subject  to  applicable  law,  you  may 
disclose  any  and  all  aspects  of  this  material  that  are  necessary  to  support  any  U.S.  federal  income  tax  benefits,  without 
Goldman  Sachs  imposing  any  limitation  of  any  kind.  Goldman  Sachs,  by  virtue  of  its  status  as  an  advisor,  underwriter  or 
otherwise,  may  possess  or  have  access  to  non-public  information  relating  to  the  companies  and  assets  that  are  referred 
to  in  this  material,  and  does  not  intend  to  disclose  such  status  or  non-public  information.  This  material  has  been  issued  by 
Goldman,  Sachs  &  Co.  and  has  been  approved  by  Goldman  Sachs  International,  which  is  authorized  and  regulated  by  the 
Financial  Services  Authority,  in  connection  with  its  distribution  in  the  United  Kingdom  and  by  Goldman  Sachs  Canada  in 
connection  with  its  distribution  in  Canada.  Further  information  on  any  of  the  securities,  futures  or  options  mentioned  in 
this  material  may  be  obtained  upon  request. 

This  material  does  not  evidence  or  memorialize  any  agreement  or  legally  binding  commitment  between  any  parties  and 
does  not  constitute  a  contract  or  commitment  to  provide  any  financing  or  underwriting.  Any  financing  or  underwriting  is 
subject  in  all  respects  to  internal  credit  approval  at  Goldman  Sachs,  and  is  subject  to,  among  other  things,  the  completion 
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From:      Tourre,  Fabrice 

Sent:       Thursday,  January  18,  2007  9:59  AM 

To:  Lehman,  David  A.;  Swenson,  Michael;  Ostrem,  Peter  L;  Rosenblum,  David  J. 

Cc:         Wisenbaker,  Scott;  ficc-mtgcorr-desk 

Subject:  ACA/Paulson  post 

ACA  is  going  to  be  ok  acting  as  portfolio  selection  agent  for  Paulson,  in  exchange  for  a  portfolio  advisory  fee  of  at  least 
$1  mm  per  year.  We  will  have  to  distribute  supersenior  through  single-A  rated  notes  off  a  static  portfolio  of  mezzanine 
subprime  RMBS  obligations  selected  by  ACA. 

The  transaction  will  not  be  broadly  marketed  until  February  23  since  ACA  is  already  locked  with  another  investment  bank 
until  that  date.  If  everyone  agrees,  the  idea  is  to  quietly  show  this  trade  to  a  select  number  of  accounts,  and  broadly 
announce  the  transaction  on  Feb  23  if  it  fits  with  the  overall  CDO  pipeline  and  if  we  feel  ok  with  our  existing  Baa2  RMBS 
risk  position. 

We  are  trying  to  get  Paulson  to  give  us  an  order  on  the  following  tranches: 

-  Up  to  $1 ,300mm  of  supersenior  @  a  strike  spread  of  34bps.  Distribution  fee  of  0.20%  +  1/2  the  upside  vs.  the  strike 

spread 

-  Up  to  $240mm  of  Aaa/AAA  @  an  all-in  strike  spread  (including  portfolio  advisory  fees)  of  100bps.  Distribution  fee  of 
1 .00%  +  1/2  the  upside  vs.  the  strike  spread  . 

--  Up  to  $1 00mm  of  Aa2/AA  @  an  all-in  strike  spread  (including  portfolio  advisory  fees)  of  1 50bps.  Distribution  fee  of 

2.00%  +  1/2  the  upside  vs.  the  strike  spread 

--  Up  to  $80mm  of  Aa3/AA-  @  an  all-in  strike  spread  (including  portfolio  advisory  fees)  of  175bps.  Distribution  fee  of 

2.50%  +  1/2  the  upside  vs.  the  strike  spread 

--  Up  to  $100mm  of  A2/A  @  an  all-in  strike  spread  (including  portfolio  advisory  fees)  of  425bps.  Distribution  fee  of  3.00% 

+  1/2  the  upside  vs.  the  strike  spread 

My  assumption  is  that  we  can  execute  at  the  levels  below,  and  P&L  in  that  case  would  be  up  to  $15mm  for  this 
trade  ($7.5mm  for  a  $1bn  trade): 

-  supersenior  @  25bps 

-  Aaa/AAA  @  L+60bps  (+20bps  of  portfolio  advisory  fees)  =  85bps 

-  Aa2/AA  @  L+80bps  (+50bps  of  portfolio  advisory  fees)  =  1 30bps 

-  Aa3/AA-  @  L+95bps  (+50bps  of  portfolio  advisory  fees)  =  145bps 

-  A2/A  @  L+275bps  (+1 00bps  of  portfolio  advisory  fees)  =  375bps 
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From:  Paolo  Pellegrini 

Sent:  Wednesday,  March  14, 2007  9:16  AM 

To:  Sihan  Shu 

Attachments:  ACA  ABACUS  Paulson  Fee  Illustration  20070306.xls 


Paolo  M.  Pellegrini 

Managing  Director 

Paulson  &  Co.  Inc. 

590  Madison  Avenue 

New  York,  NY  10022 

Phone:  (212)  956-4129  (direct) 
(212)  956-2221  (main) 
(212)  977-9505  (fax) 


This  e-mail  may  contain  confidential  and/or  privileged  information.  If  you  are  not  the  intended  recipient  or  have  received  this 
e-mail  in  error,  please  notify  the  sender  immediately  and  destroy/delete  this  e-mail.  You  are  hereby  notified  that  any 
unauthorized  copying,  disclosure  or  distribution  of  the  material  in  this  e-mail  is  strictly  prohibited. 

This  communication  is  for  informational  purposes  only.  It  is  not  intended  as  an  offer  or  solicitation  for  the  purchase  or  sale 
of  any  financial  instrument  or  as  an  official  confirmation  of  any  transaction.  All  information  contained  in  this  communication 
is  not  warranted  as  to  completeness  or  accuracy  and  is  subject  to  change  without  notice.  Any  comments  or  statements 
made  in  this  communication  do  not  necessarily  reflect  those  of  Paulson  &  Co.  Inc. 
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Incentive  Based  Fee  Schedule 


Tranche 


Super  Senior 


Class  A-1 


Class  A-2 


Class  B 


Class  C 


Class  D 


First  Loss 


Annual  Cost  to  Paulson  for  each  Distributed  Tranche  represents  the  sum  cf  (a)  the  Executed  Spread  for  such  Tranche  and  (b)  the  ratio"  ot  (,)  the  Upfront  Fee  Rate  for  such  Distributed  Tranche  aniT 
(")2        ~ 
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completion  of  documentation  In  form  and  substance  satisfactory  to  Goldman  Sachs. _ 
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Reference  Portfolio  Notional  Amount 


Attachment  Point 


45.00% 


35.00% 


21.00% 


18.00% 


13.00% 


10.00% 


0.00% 


Paulson/GS  Upside  Sharing 


Detachment  Point 


100.00% 
45.00% 


35.00% 


21 .00% 


18.00% 


13.00% 


10.00% 


2,000.00 


50% 


Notional  (%) 


55.00% 


10.00% 


14.00% 


3.00% 


5.00% 


3.00% 


Duration  Assumption  For  Paulson  Cost  of  Protection: 


Upfront  Deal  Expenses: 


Annual  Cost  to  Paulson,  including  upfront  expenses: 


10.00% 


2.02% 


Notional  ($mm) 


1,100.00 


200.00 


280.00 


60.00 


100.00 


60.00 


200.00 


2,000.00 


(years) 


($mm) 


Distributed  Tranches 


1,100.00 


200.00 


280.00 


60.00 


100.00 


60.00 


1,800.00 


Moody's 


Aaa 


Aaa 


Aa2 


Aa3 
A2 
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S&P 


AAA 


AAA 


AA 


AA- 


Strike  Spreads 


0.95% 


1.50% 


1.75% 


2.90% 


3.40% 


6.75% 


Pricing  Spreads 


0.60% 


0.80% 


1.00% 


1.75% 


2.50% 


5.00% 
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Portfolio  Advisory  Fees 

Put  Fee  (if  applicable) 

Executed  Spreads 

Minimum  Fee  Rate 

Upfront  Fee  Rate 

Annual  Cost  to  Paulson* 

q 

0.60% 

0.375% 

0.90% 

1.05% 

m 

0.25% 

0.06% 

1.11% 

1.500% 

2.09% 

2.15% 

11 

0.25% 

0.06% 

1.31% 

1 .500% 

2.16% 

2.39% 

1? 

0.50% 

0.06% 

2.31% 

2.500% 

3.39% 

4.00% 

n 

0.50% 

0.06% 

3.06% 

3.500% 

4.01% 

5.07% 

14 

1.00% 

0.06% 

6.06% 
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From: 

Sent: 

To: 

Cc: 

Subject: 

Attachments: 


Tourre,  Fabrice 

Friday,  September  08,  2006  8:23  PM 

Sparks,  Daniel  L 

Swenson,  Michaef;  Egol,  Jonathan;  Lehman,  David  A.;  Gerst,  David 

Paulson  Post 

ABACUS  Engagement  Letter,  Paulson  Execution  Copy  20060908.pdf 


ABACUS 
lagement  Letter,  Pat 

Dan, 

We  have  been  working  with  Paulson  (Cactus  and  Kyle  have  done  a  great  job  at  covering  the 
account)  over  the  past  few  weeks  to  help  them  short  the  RMBS  market  at  a  macro  level 
through  a  $1.32bn  supersenior  swap  trade  referencing  a  portfolio  of  100  equally  sized 
2006-vintage  Baa2-rated  RMBS  bonds.  The  engagement  letter  attached  is  a  letter  according 
to  which  Goldman  agrees  to  work  an  order  for  Paulson  on  this  trade,  and  Goldman  gets 
compensated  according  to  a  incentive-based  schedule  -  I  will  come  by  on  Monday  and  ask  you 
to  sign  the  letter. 

In  a  nutshell,  if  we  are  able  to  place  $1.32bn  of  supersenior  risk  at  a  spread  inside 
30bps  running,  we  get  paid  20bps  upfront  (on  the  trade  notional)  plus  half  the  upside  vs. 
the  strike  spread  of  30bps.  In  other  words: 

-  if  we  are  able  to  source  supersenior  protection  @  30bps  on  the  $1.32bn  size,  our  P&L 
will  be  approx  $2. 6mm 

-  if  we  are  able  to  source  supersenior  protection  @  20bps  on  the  $1.32bn  size,  our  P&L 
will  be  approx  $4. 6mm 

We  have  had  dialogue  with  a  couple  of  accounts  who  are  interested  in  taking  the  risk  at  a 
spread  around  20bps,  we  will  post  you  next  week  when  the  trade  materializes. 

Fabrice 


Jm 


Permanent  Subcommittee  on  Investigations 


Confidential  Treatment  Requested  by  Gold 


Wall  Street  &  The  Financial  Crisis 
Report  Footnote  #2548 
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May  31. 2007 

ACA  Credit  Products  -  ABN  AMRO,  L.L.C. 
C/o  ACA  Service  LJ-.C. 
140  Broadway,  47*  Floor 
New  York,  New  York  10005 


Re:  Credit  Default  Swap  Insurance  Policy  No.  SF0507-S8  dated  May  31, 
2007,  together  with  Endorsement  No.  1  attached  thereto  and  dated  the 
date  thereof  (together,  the  "Policy") 

Reference  is  hereby  made  to  that  certain  ISDA  Master  Agreement  (Multicurrency — Cross 
Border)  and  Schedule  thereto  dated  as  of  May  31,  2007  (the  "Master  Agreement'') 
between  ABN  AMRO  BANK.  N.V.  (the  "Bank*)  and  you  and  the  Confirmation  with  a 
trade  date  of  May  31,  2007  between  the  Bank  and  you  (the  "Confirmation"  and,  together 
with  the  Master  Agreement,  the  Transaction  Agreement"). 

In  connection  with  and  in  consideration  for  the  issuance  by  ACA  Financial  Guaranty 
Corporation  ("ACAFG")  of  the  Policy,  you  hereby  agree  to  pay  to  ACAFG  a  premium 
(the  "Premium")  equal  to  95%  of  the  Fixed  Amount  payable  under  the  Transaction 
Agreement.  The  Premium  will  be  paid  to  ACAFG  promptly  upon  receipt  of  payment  of 
any  Fixed  Amount  under  the  Transaction  Agreement. 

This  agreement  (i)  shall  be  governed  by  and  construed  in  accordance  with  New  York  law, 
(ii)  sets  forth  the  entire  understanding  with  respect  to  the  subject  matter  hereof  and 
cancels  any  prior  communications,  understanding  and  agreements  between  the  parties, 
(iii)  may  be  amended  only  by  a  writing  executed  by  each  of  the  parties  hereto,  and  (iv) 
may  be  executed  and  delivered  in  counterparts  (including  facsimile  transmission),  each  of 
which  will  be  deemed  an  original. 

Please  confirm  your  agreement  with  the  foregoing  by  executing  this  letter  agreement  in 
the  space  provided  below. 


ACA  Financial  Guaranty  Corporaubn 


Name: 
Title: 

ACCEPTED  AND  AGREED: 

ACA  Credit  Products  -  ABN  AMRO.  L.L.C. 

By: _. ____ 

N3Hfc:  OcrJTfi'U's-: 

Title:  Aszr&xi^c-"''*^]  "~y 
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by  Fried  Frank  Harris  Shriver  &  Jacobson  I 
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ACA  Financial  Guaranty  Corporation    Jj 

1-10  Broadway.  47*  Floor 

New  York,  NY  10005 

For  information,  contact: 

1212)175-2000 

(888)  427-2833 

CREDIT  DEFAULT  SWAP  INSURANCE  POLICY 

Effective  Date:  May  31, 2007 


ACA 


Capital 


Policy  Number:  SP0507-58 

Obligor  ACA  Credit  Products  -  ABN  AMRO,  L.L.C. 

Counterparty:  ABN  AMRO  BANK,  N.V. 

Agreement:  (1)  ISDA  Master  Agreement  dated  as  of  May  31,  2007  between  Counterparty  and  Obligor  Including 
the  Schedule  thereto  dated  as  of  May  31,  2007  (together,  the  "Master");  (2)  the  Confirmation  entered  into 
thereunder  with  a  trade  date  of     May  31,  2007(the  "Confirmation",  and  together  with  the  Master,  the 

..  i _._»>«\ 

ACA  FINANCIAL  GUARANTY  CORPORATION  rACA'l.  a  Maryland  stock  insurance  company,  in  consideration  of  the  payment  of  the 
premium  and  subject  to  the  terms  and  conditions  contained  in  this  Policy  {which  includes  each  exhibit  and  endorsement  hereto),  hereby 
unconditionally  and  irrevocably  agrees  to  pay  to  the  Counterparty  that  portion  of  each  Insured  Payment  which  shall  become  Due  for  Payment  but 
shall  be  unpaid  by  reason  of  Nonpayment  by  the  Obligor.  „.*,»_ 

ACA  will  make  such  payments  to  the  Counterparty  on  the  later  of  the  day  on  which  soch  Insured  Payment  becomes  Due  for  Payment  or  the 
Business  Day  next  following  the  Business  Day  on  which  ACA  shall  have  received  a  Notice  of  Nonpayment  in  the  form  of  Exhibit  A  hereto, 
properly  completed  and  duly  executed  by  an  authorised  officer  of  the  Counterparty,  together  with  a  property  completed  instrument  of  assignment  in 
the  form  of  Exhibit  B  hereto.  Notice  of  Nonpayment  will  be  deemed  received  on  a  given  Business  Day  if  it  is  received  prior  to  1:00  p.m.  New  York 
time  on  such  Business  Day.  otherwise,  it  will  be  deemed  received  on  the  next  Business  Day.  A  Notice  of  Nonpayment  may  be  given  to  ACA  by 
prepaid  telegram,  telecopy,  telex,  certified  mail,  or  express  courier  service  (m  all  cases  with  return  receipt  or  the  equivalent  thereof).  Upon 
d  isbursemem  in  respect  of  any  portion  of  an  Insured  Payment  ACA  shall  become  the  owner  of  the  right  to  payment  of  such  portion  of  such  Insured 
Payment  and  shall  be  fully  subrogated  to  all  of  the  Counterparty's  rights  with  respect  thereto  under  the  Agreement,  including  the  Counterparty  s 
right  to  payment  thereof  to  the  extent  of  any  payment  by  ACA  hereunder. 

This  Policy  is  non-cancelable  for  any  reason,  including,  without  limitation,  nonpayment  of  premium,  and  the  premium  on  this  Policy  is  not 
refundable  for  any  reason,  including  the  payment  of  any  amount  payable  by  or  on  behalf  of  the  Obligor  pursuant  to  the  Agreement.  This  Policy 
shall  expire  upon  the  termination  of  the  Agreement 

The  following  terms  shall  have  the  meanings  specified  for  all  purposes  of  this  Policy.  The  terms  "Obligor"  and  -Counterparty-  mean  the  respective 
entities  identified  as  such  above.  The  term  -Agreement"  means  the  Agreement  identified  as  such  above,  together  with  any  supplement,  amendment 
and  modification  thereof  consented  to  in  writing  by  ACA.  "Insured  Payment"  means  (i)  each  net  floating  payment  payable  by  the  Obligor  under  the 
Agreement,  to  the  extent  payable  thereunder,  after  giving  effect  to  any  applicable  adjustments,  netting  and  set-off  thereunder  (each,  a  "Floating 
Payment-),  and  <ri)  each  termination  payment  payable  by  the  Obligor  under  Section  We)  of  the  Master  upon  the  designation  of  an  Early  Term.nat.on 
Date  in  connection  with  on  Event  of  Default  involving  the  Obligor  as  the  Defaulting  Party  or  as  a  result  of  a  Termination  Event  involving  the 
Obligor  as  the  Affected  Party,  to  the  extent  payable  thereunder,  after  giving  effect  to  any  applicable  adjustments,  netting  and  set-off  thereunder  (an 
•Termination  Payment").  "Insured  Payment-  shajl  never  include  any  amounts  (including,  without  limitation,  taxes,  withholdings,  fees,  expenses, 
indemnification,  penalty  payments  or  default  rates)  other  than  Floating  Payments  and  Termination  Payments.  "Due  for  Payment  means  (a)  when 
referring  to  a  Floating  Payment  or  Termination  Payment,  the  daw  on  which  such  payment  Is  due  under  the  Agreement  -Nonpayment  with  respect 
to  any  Insured  Payment  means  the  failure  of  the  Obligor  to  have  provided  sufficient  Kinds  to  the  Counterparty  for  payment  of  such  Insured  Payment. 
"Nonpayment"  shall  also  include  that  portion  or  any  Insured  Payment  made  to  the  Counterparty  by  the  Obligor  which  has  been  rescinded  or 
recovered  from  the  Counterparty  pursuant  to  a  final,  non-appealable  order  of  a  court  of  competent  jurisdiction  that  such  payment  constitutes  an 
avoidable  preference  to  the  Counterparty  within  ihe  meaning  or  any  applicable  bankruptcy  ■»*.  "Business  Day"  means  any  day  other  than  a 
Saturday.  Sunday  or  a  day  on  which  banking  institutions  in  the  Stales  of  Maryland.  New  York,  or  the  Insurer  s  Fiscal  Agent  are  authorized  or 
required  by  law  to  remain  closed. 

ACA  may  appoint  a  fiscal  agent  (the  "Insurer's  Fiscal  AgenO  for  purposes  of  ihis  Policy  by  giving  wriuen  notice  lo  the  Counterparty  specifying  the 
name  and  notice  address  of  the  Insurers  Fiscal  AgenL  From  and  after  the  date  of  receipt  of  such  notice  by  the  Counterparty  la)  copies  or  al  notices 
required  to  he  delivered  to  ACA  pursuant  to  this  Policy  shall  be  simultaneously  delivered  to  the  Insurer's  Fiscal  Agent  and  lo  ACA  and  shall  not  he 
deemed  received  until  received  by  both  and  <h)  all  payments  required  to  be  made  by  ACA  under  this  Policy  may  be  made  directly  by  ACA  or  by  the 
Insurer's  fiscal  Agent  on  behalf  of  ACA.  The  Insurer's  fiscal  Agent  is  the  agent  of  ACA  only  and  the  Insure,  s  Fiscal  Agent  shall  in  no  event  be 
ruble  to  the  Counterparty  for  any  art  of  the  Insurer's  Fiscal  Agenr o^ftUlSF,  of  ACA  to  deposrt  or  cause  to  be  deposited  suffioent  funds  lo  make 
payments  due  under  this  Policy.  j^ftj" 


"SWSK 


IN  WITNESS  WHEREOF.  ACA  his  caused  Ihis  Policy  lojie, 
representative.  |  S 

ACA  FINA*%&> 


CORPORATION 


AullmritcWef'resenUitive 


%f  seal  and  lo  be  executed  on  its  behalf  by  its  duly  authorised 
OS 


a  eCTBgffiaaagjgoEEigaEiSiUttarihjjriEgagigraB^ 
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CREDIT  DEFAULT  SWAP  INSURANCE  POLICY 


Policy  Number:  SF05O7-53 


Exhibit  A 


NOTICE  OF  NONPAYMENT 


AC  A  Financial  Guanaly  Corporation 
1-10  Broadway.  47*  Root  - 
New  York.  New  York  1000$ 
Ailoutoo;  General  Conrad 

Ladies  and  Gentlemen.* 

We  refer  to  Credit  Default  Swap  Insurance  Policy  No.  SFQ507-58  tihr  •Poficy-t  issued  by  ACA  Fraaneial  Cuaraniy  Corporation  ("ACA"*.  Capitalized  terms 
used  herein  have  the  meaning  assigned  to  ihem  m  the  Policy  or  lhe  Agreement,  as  the  case  may  be.  unless  ihe  conteit  cteariy  requires  otherwise. 

By  our  duly  auifcorircd  officer;  named  below,  we  hereby  certify  dut  we  are  the  Counterpaity  referred  to  in  the  Policy  and  further  certify  as  follows: 

|  FOR  NONPAYMENT  OF  FLOATING  PAYMENT: 


i.  rurniam  lothe  jiDEriiu-T  lONrtKniAiiGNJ  (.tmftraiation  under  the  master,  ihc  Cougar  is  n-quin-d  vmic  a  HuUiag  raya 

SflNSERT  FULL  AMOUNT  OF  FLOATING  PA  YMENT]  on  (INSERT  PAYMENT  DUE  DATE). 


au  in  uic  anwurii  wi 


2.  The  Counterparty  has  received  SflNSERT  0  OR  PARTIAL  AMOUNT  PAID  BY  OBLIGOR)  from  or  m  behalf  of  the  Obligor  in  respect  of  the  Floating 

Payment  referred  to  in  paragraph  I  above.  Accordingly,  by  reason  of  Nonpayment  by  (he  Obligor,  the  Floating  Payment  referred  to  in  paragraph  I  above  a 
unpaid  in  the  amount  of  SJINSERT  AMOUNT  BY  WHICH  OBLIGOR  HAS  FAILED  TO  MAKE  FLOATING  PAYMENT!  (such  unpaid  amount  being  referred 
to  as  the -Deficiency').  | 

I  FOR  NONPAYMENT  OF  TERMINATION  PAYMENT: 

1 .  Pursuant  to  the  Agreement,  an  Early  Termination  Date  has  been  designated.  As  a  result  of  such  termination,  the  Obligor  is  required  to  make  an 
Termination  Payment  in  Ihe  amount  of  KINSERT  FULL  AMOUNT  OF  TERMINATION  PAYMENT)  on  (INSERT  DATE  ON  WHICH  TERMINATION 
PAYMENT  IS  DUE].  There  are  attached  the  quotations,  calculations  and  other  information  required  under  the  Agreement  supporting  the  determination  of  the 
amount  of  such  Tamuulion  Payment. 

2.  The  Counterparty  has  received  S|INSERT  0  OR  PARTIAL  AMOUNT  PAID  BY  OBLIGOR)  from  or  on  behalf  of  the  Obligor  in  respect  of  the 
Termination  Payment  n-fcrrcd  to  in  paragraph  I  above.  Accordingly,  by  reason  of  Nonpayment  by  the  Obligor,  the  Termination  Payment  referred  to  in  paragraph 
I  above  is  unpaid  in  the  amount  of  SflNSERT  AMOUNT  BY  WHICH  OBLIGOR  HAS  FAILED  TO  MAKE  TERMINATION  PAYMENT)  (such  unpaid 
amount  being  referred  to  as  the  "Deficiency").  J 

3.  The  Deficiency  does  not  include  any  taxes,  withholdings,  fees,  expenses,  indemnification,  penalty  payments  or  default  rates. 

S.  We  hereby  request  that  ACA  make  payment  of  the  Deficiency  to  us  in  accordance  with  the  Policy  by  wire  transfer  of  immediately  available  funds  to  the 

following  account:  (INSERT  COUNTERPARTY^  WIRE  INSTRUCTIONS  I. 

IN  WITNESS  WHEREOF,  we  have  executed  and  delivered  this  Notice  of  Nonpayment  as  of  the  date  set  forth  below. 

ANY  PERSON  WHO  KNOWINGLY  AND  WITH  (NTENT  TO  DEFRAUD  ANY  INSURANCE  COMPANY  OR  OTHER  PERSON  FILES  A  STATEMENT 
OF  CLAIM  CONTAINING  ANY  MATERIALLY  FALSE  INFORMATION.  OR  CONCEALS  FOR  THE  PURPOSE  OF  MISLEADING.  INFORMATION 
CONCERNING  ANY  FACT  MATERIAL  THERETO.  COMMITS  A  FRAUDULENT  INSURANCE  ACT.  WHICH  IS  A  CRIME.  AND  SHALL  ALSO  BE 
SUBJECTTO  A  CIVIL  PENALTY. 


INAME  OF  COUNTERPARTY) 
By: 


Prim  Name: 
Prim  Title: 


By: 


Print  Name: 
Print  Title: 


^^i^^^^^^^^^^^^^^^^^i^^^^^^^^^^^^^^^^^^^^^^^^^il^^^a 
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CREDIT  DEFAULT  SWAP  INSURANCE  POLICY 


Policy  Number  SF0507-58 


Exhibit  B 


Form  of  Assignment 
(Credit  Default  Swap  Insurants  Policy  No.  SF0S07-58 


Reference  is  hereby  made  to  the  Credit  Default  Swap  Insurance  Policy  No. 


.dated. 


_  200_  (together  with  the 


Endorsement  attached  thereto,  and  any  amendments  thereof,  the  "Policy")  issued  by  ACA  Financial  Guaranty  Corporation  ("ACA")  retaiing  to 

the  (i)  ISDA  Master  Agreement  dated  as  of between  the  Counterparty  and  Obligor  (each  as  defined  therein)  including  the  Schedule  thereto 

dated  as  of (the  "Master")  and  (ii)  Confirmation  dated entered  into  by  such  parties  under  the  Master  (the  "Confirmation"  and 

together  with  the  "Master",  the  "Agreement").  Unless  otherwise  defined  herein,  capitalized  terms  used  herein  shall  have  the  meanings  assigned 
to  them  'm  the  Policy. 


,  paid  by  ACA  to  the  Counterparty 


I  ■  In  connection  with  the  Insured  Payment  which  is  not  an  Avoided  Payment  of  $ 

pursuant  to  a  claim  therefore  on under  the  Policy  in  accordance  whh  the  terms  ihoeuf.  [mdiat  j 

2.  In  connection  wiih  the  Avoided  Payment  of  J made  by  the  Obligor  to  the  Counterparty  under  the  Agreement  and  the 

payment  by  ACA  in  rcspeci  of  such  Avoided  Payment  pursuant  to  a  claim  therefore  on under  the  Policy   in  accordance  with  the 

terms  (hereof: 

(he  Counterparty  hereby  irrevocably  and  unconditionally,  without  recourse,  representation  or  warranty  (except  as  provided  below),  sells, 
assigns,  transfers,  conveys  and  delivers  to  ACA  all  of  its  rights,  title  and  interest  in  and  to  any  rights  or  claims,  whether  accrued,  contingent  or 
otherwise,  which  the  Counterparty  now  has  or  may  hereafter  acquire  under  the  Agreement,  at  law  or  otherwise,  against  any  person  (including, 
but  not  limited  to.  the  Obligor)  relating  to.  arising  out  of  or  in  connection  whh  such  Insured  Payment  or  Avoided  Payment,  as  the  case  may  be. 
subject  to  the  limitation  thai  the  rights  acquired  by  ACA  hereunder  are  and  shall  be  subordinate  and  junior  in  right  of  payment  to  the  prior 
indefeasible  payment  in  full  of  all  amounts  due  and  owing  to  the  Counterparty  under  the  Agreement  The  Counterparty  represents  and  Warrants 
to  ACA  that  such  claims  and  rights  are  free  and  dear  of  any  lien  or  encumbrance  created  or  incurred  by  the  Counterparty1. 


IN  WITNESS  WHEREOF,  the  Counterparty  has  duly  executed  and  delivered  this  Assignment  as  of  . 


.*»_ 


(NAME  OF  COUNTERPARTY! 


By:. 


Name: 
Tide: 


In  the  event  that  the  terms  of  this  form  of  assignment  are  reasonably  determined  to  be  insufficient  solely  as  a  result  of  a  change  of  law  or  applicable 
rules  after  die  date  of  the  Policy  to  fully  vest  all  of  the  Counterparty"*  right,  title  and  interest  in  such  rights  and  claims,  the  Counterparty  and  ACA 
shall  agree  on  such  other  form  as  is  reasonably  necessary  to  affect  such  assignment,  which  assignment  shall  he  without  recourse,  representation  or 
warranty  except  as  provided  above. 
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From:  Birnbaum,  Josh 

Sent:  Tuesday,  May  08,  2007  9:24  PM 

To:  Tourre,  Fabrice;  Egol,  Jonathan;  Williams,  Geoffrey 

Cc:  Swenson,  Michael;  Lehman,  David  A. 

Subject:  RE:  Post  on  Paulson  and  ABACUS  07-AC1 

x-gs-classification:  Internal-GS 

Ok,  thanks.  LDL  in  the  morning. 


From:  Tourre,  Fabrice 

Sent:  Tuesday,  May  08,  2007  9:22  PM 

To:  Birnbaum,  Josh-  Salem,  ueeb 

Subject:  RE:  Post  on  Paulson  and  ABACUS  07-AC1 

2006  vintage  Tier  2/Tier  3  names.  Avg  spread  of  approx  450bps  mid-market.  We  already  executed  a  few  trades  on 
21  -35  tranche  (got  that  done  at  1 1 0bps  $1 50mm  notional,  VERY  good  level),  also  traded  35-45  (got  that  done  at 
85bps  $50mm  notional,  also  good  level,  more  to  be  printed  over  the  next  few  weeks).  Give  me  a  buzz  if  you  want 
to  discuss  live. 

From:  Birnbaum,  Josh 

Sent:  Tuesday,  May  08,  2007  9:19  PM 

To:  Tourre,  Fabrice;  Salem,  Deeb 

Subject:  RE:  Post  on  Paulson  and  ABACUS  07-AC1 

vintage?  tier? 

what  do  we  think  is  the  portfolio  spread? 

From:  Tourre,  Fabrice 

Sent:  Tuesday,  May  08,  2007  9:17  PM 

To:  Birnbaum,  Josh 

Subject:  RE:  Post  on  Paulson  and  ABACUS  07-AC1 

100%  Baa2  RMBS  selected  by  ACA/Paulson 

From:  Birnbaum,  Josh 

Sent:  Tuesday,  May  08,  2007  9:17  PM 

To:  Tourre,  Fabrice;  Sparks,  Daniel  L 

Cc:  Egol,  Jonathan;  Lehman,  David  A.;  Gerst,  David;  Williams,  Geoffrey;  Swenson,  Michael 

Subject:  RE:  Post  on  Paulson  and  ABACUS  07-AC1 

Remind  me,  what  is  the  ref  portfolio? 


From:  Tourre,  Fabrice 

Sent:  Tuesday,  May  08,  2007  8:35  PM 

To:  Sparks,  Daniel  L 

Cc:  Egol,  Jonathan;  Lehman,  David  A.;  Gerst,  David;  Williams,  Geoffrey;  Swenson,  Michael; 

Birnbaum,  Josh 
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Subject:  Post  on  Paulson  and  ABACUS  07-AC1 


Dan, 


As  you  know  we  have  been  working  on  the  ABACUS  07-AC1  trade,  the  RMBS  CDO  short  that  we  are 
brokering  for  Paulson.  The  supersenior  tranche  off  that  portfolio  is  most  likely  going  to  be  executed 
with  ACA,  through  ABN  Amro  as  intermediation  counterparty.  The  exact  trade  would  be  the  following: 
GS  would  buy  protection  on  $1bn  notional  of  50-100  tranche  off  the  reference  portfolio  at  an  all-in 
level  67bps.  Paulson  was  initially  expecting  to  short  the  45-100  tranche,  and  at  this  point  we  are  not 
100%  sure  they  would  want  to  execute  on  50-100.  Here  are  the  options  we  are  going  to  walk  them 
through: 

Option  1 :  we  offer  them  protection  on  50-100  @  80bps  running,  1pt  upfront,  $1bn  notional.  We  would 
make  risk-free  approx  $14mm 

Option  2:  we  offer  them  protection  on  45-100  @  80bps  running,  1 .50pt  upfront,  $1 .1bn  notional.  We 
would  be  at  risk  on  $100mm  of  the  45-50  tranche,  but  assuming  we  can  trade  that  tranche  at  approx 
100bps  spread  (which  i  am  confident  we  can  do),  we  would  make  $18mm. 

Let  me  know  if  you  have  any  questions  on  this. 


Goldman,  Sachs  &  Co. 

85  Broad  Street  |  26th  Floor  |  New  York,  NY  10004 

Tel:  212-902-5891  |  Fax:  212-493-0106  |  Cell:  917-IHHB 

Email:  fabrice.tourre@gs.com 

Goldman 
Fabrice  Tourre  Sachs 

Structured  Products  Group 
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This  material  has  been  prepare4  specifically  for  you  by  the  Fixed  Income  Trading  Department  and  is  not  the  product  of  Fixed  Income  Research.  We 
are  not  soliciting  any  action  based  upon  this  material.  Opinions  expressed  are  our  present  opinions  only.  The  material  is  based  upon  information 
which  we  consider  reliable,  but  we  do  not  represent  that  it  is  accurate  or  complete,  and  it  should  not  be  relied  upon  as  such.  Certain  transactions, 
including  those  involving  futures,  options  and  high  yield  securities,  give  rise  to  substantial  risk  and  are  not  suitable  for  all  investors.  We,  or  persons 
involved  in  the  preparation  or  issuance  of  this  material,  may  from  time  to  time,  have  long  or  short  positions  in,  and  buy  or  sell,  the  securities, 
futures,  options  or  other  instruments  and  investments  identical  with  or  related  to  those  mentioned  herein.  Goldman  Sachs  does  not  provide 
accounting,  tax  or  legal  advice;  such  matters  should  be  discussed  with  your  advisors  and  or  counsel.  In  addition,  we  mutually  agree  that,  subject  to 
applicable  law,  you  may  disclose  any  and  all  aspects  of  this  material  that  are  necessary  to  support  any  U.S.  federal  income  tax  benefits,  without 
Goldman  Sachs  imposing  any  limitation  of  any  kind.  This  material  has  been  issued  by  Goldman,  Sachs  &  Co.  and  has  been  approved  by  Goldman 
Sachs  International,  which  is  regulated  by  The  Financial  Services  Authority,  in  connection  with  its  distribution  in  the  United  Kingdom  and  by 
Goldman  Sachs  Canada  in  connection  with  its  distribution  in  Canada.  Further  information  on  any  of  the  securities,  futures  or  options  mentioned  in 
this  material  may  be  obtained  upon  request  and  for  this  purpose  persons  in  Italy  should  contact  Goldman  Sachs  S.LM.  S.p.A.  in  Milan,  or  at  its 
London  branch  office  at  133  Fleet  Street. 

This  material  does  not  evidence  or  memorialize  any  agreement  or  legally  binding  commitment  between  any  parties  and  does  not  constitute  a 
contract  or  commitment  to  provide  any  financing  or  underwriting.  Any  financing  or  underwriting  is  subject  in  all  respects  to  internal  credit  approval 
at  Goldman  Sachs,  and  is  subject  to,  among  other  things,  the  completion  of  documentation  in  form  and  substance  satisfactory  to  Goldman  Sachs. 

This  message  may  contain  information  that  is  confidential  or  privileged.  If  you  are  not  the  intended  recipient,  please  advise  the  sender  immediately 
and  delete  the  message.  See  http://www  .gs.com/disclauuet/email  for  further  information  on  confidentiality  and  the  risks  inherent  in  electronic 
communication , 

©  Copyright  2006  The  Goldman  Sachs  Group,  lac  All  rights  reserved. 

See  fyffiJ/ww&yg^Mi&lwitt&^M^SgteWSl&S&SMinl  for  important  risk  disclosure,  conflicts  of  interest  and  other  terms  and  conditions 
relating  to  this  e-mail  and  your  reliance  on  information  contained  in  it.  This  message  may  contain  confidential  or  privileged  information.  If  you  are 
not  the  intended  recipient,  please  advise  us  immediately  and  delete  this  message.  Sec  http://www.gs .com/disclaimer/email/  for  further  information 
on  confidentiality  and  the  risks  of  non-secure  electronic  communication.  If  you  cannot  access  these  links,  please  notify  us  by  reply  message  and  we 
will  send  the  contents  to  you. 
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From:  Remnant,  Charlie 

Sent:  Friday,  April  1 3,  2007  1 : 1 0  PM 

To:  Tourre,  Fabrice 

Subject:  RE:  ABACUS  07-AC1 

Hey  Fab,  I  just  caught  up  with  Wade.  He  has  confirmed  he  has  lines  for  ACA  and  is 
interested  in  the  trade.  He  has  to  wait  to  get  the  amount  of  capital  it  will  use  from 
Amsterdam  on  early  Monday  and  then  if  all  still  ok  will  call  us  and  haggle  over  price  as 
he  thinks  there  is  a  lot  of  money  in  the  deal  for  GS.   This  seems  to  be  moving  in  the 
right  direction  I  have  set  up  lunch  for  you  with  him  on  Thursday  next  week 


Have  a  good  weekend 


i  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Goldman  Sachs  International 

Peterborough  Court  I  133  Fleet  Street  |  London  EC4A  2BB 
Tel:  -1-44  (0)20  7552  0296  |  Mobile:  +44  IHHHBBHMHi 
E-mail:   charles.remnant@gs.com 

Goldman 

Sachs 

Charlie  Remnant  CFA 
Executive  Director 
Fixed  Income,  Currency  &  Commodities 


Authorised  and  regulated  by  the  Financial  Services  Authority 

Disclaimer: 
©  Copyright  2006  The  Goldman  Sachs  Group,  Inc.  All  rights  reserved. 

This  message  may  contain  information  that  is  confidential  or  privileged.  If  you  are  not 
the  intended  recipient,  please  advise  the  sender  immediately  and  delete  this  message. 
See  http://www.gs.com/disclaimer/email  for  further  information  on  confidentiality  and  the 
risks  inherent  in  electronic  communication.  See  http://www.gs.com/disclaimer/email- 
salesandtrading.html  for  important  risk  disclosure,  conflicts  of  interest  and  other  terms 
and  conditions  relating  to  the  e-mail  and  your  reliance  on  information  contained  in  it. 

Goldman  Sachs  International  ("GSI")  is  authorised  and  regulated  by  The  Financial  Services 
Authority  and  appears  in  the  FSA  register  under  number  142888.  GSI  is  subject  to  the  FSA 
rules  and  guidance,  details  of  which  can  be  found  on  the  FSA' s  website  at 
http://www.fsa.gov.uk.  GSI  is  registered  as  a  Private  Unlimited  Company  in  England  and 
Wales  (Company  Number  2263951).  [VAT  registration  number  GB  447  2649  28].  Registered 
Office  as  above. 

Original  Message 

From:  Tourre,  Fabrice 

Sent:  Friday,  April  13,  2007  5:25  AM 

To:  ' wade.newmarkOuk.abnamro. com' 

Cc:  Remnant,  Charlie;  stephen.potter@uk.abnamro.com 

Subject:  RE:  ABACUS  07-AC1 

Wade,  sorry  for  the  late  response  I  was  travelling  yesterday  and  today.  Here  are  my 
thoughts  on  your  question: 

1)  the  total  credit  spread  of  this  45-100  supersenior  tranche  is  going  to  be  approx  55bps 
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(the  tranche  below,  35-45,  just  traded  at  85bps) 
split  intermediation/end  credit  risk. 
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As  you  said  this  total  spread  is  to  be 


2)  As  intermediary,  you  are  getting  paid  for  taking  the  supersenior  tranche  credit  risk 
contingent  on  ACA  defaulting.  Therefore  the  fee  intermediaries  are  traditionally  paid  is 
often  directly  proportional  to  the  maximum  potential  exposure  of  a  trade  -  a  measure  of 
how  volatile  the  MtM  of  the  trade  can  be.  The  fact  that  the  spread  on  that  supersenior 
tranche  is  wide  can  not  directly  be  translated  into  higher  MtM  volatility  than  trades  done 
at  tighter  spread  levels.  Note  also  that  this  transaction  has  been  built  with  a  full 
sequential  paydown  sequence  (i.e.  fast  amortization  of  the  supersenior  tranche,  roll  down 
pretty  significant,  and  short  projected  average  life  of  the  trade),  which  is  going  to 
rapidly  reduce  your  counterparty  risk. 

3)  I  am  sure  we  can  discuss  collectively  with  ACA  and  come  up  with  an  arrangement  that  can 
be  satisfactory  to  all  parties.  We  used  to  trade  with  a. couple  of  other  counterparties  in 
the  past  at  a  cost  of  approx  4-5  bps  running  for  similar  underlying  risks.  Those 
intermediaries  have  slowly  gotten  full  on  ACA's  name  and  that  is  why  we  are  now  trading  at 
the  8-10bps  wider  level  for  ACA  intermediation. 

Let  Charlie  and  I  know  if  you  are  available  tomorrow,  we  would  love  to  get  on  the  phone 
and  discuss  this  with  you.  Thanks, 

Regards, 

Fabrice 


Original  Message 

From:  wade . newmarkguk . abnamro . com  [mailto : wade . newmarkduk . abnamro . com] 

Sent:  Wednesday,  April  11,  2007  12:20  PM 

To:  Tourre,  Fabrice 

Cc:  Remnant,  Charlie;  stephen.potter@uk.abnamro.com 

Subject:  RE:  ABACUS  07-AC1 

Thanks  for  your  note. 

We  may  have  issues  on  the  economics. 

It  seems  that  GS  have  agreed  50  for  ACA.  This  is  troubling  on  two  counts: 

Normally  on  intermediation  the  risk  taker  economics  are  shared  1/3  2/3 
Bank   and  Insurer.  On  this  calculation  we  should  be  seeing  around  17 
bp  to  us  and  43  to  ACA  if  ACA  was  AAA. 

However  there  is  the  additional  challenge  that  ACA  is  a  worse  credit 
rating  than  us  which  to  be  honest  should  flip  round  the  ratios. 

Considering  the  above  a  figure  of  8  to  10  is  way  off  the  mark. 

Thoughts  please? 


Wade  R.  Newmark 

+44    (0)  207    678    6424    (office) 

+44    (0)  20   7857    9607     (fax) 

+44    (0)  fMMBBHI  (mobile) 
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This  message  (including  any  attachments)  is  confidential  and  may  be  privileged.  If  you 
have  received  it  by  mistake  please  notify  the  sender  by  return  e-mail. and  delete  this 
message  from  your  system.  Any  unauthorised  use  or  dissemination  of  this  message  in  whole 
or  in  part  is  strictly  prohibited.  Please  note  that  e-mails  are  susceptible  to  change.  ABN 
AMRO  Bank  N.V,  which  has  its  seat  at  Amsterdam,  the  Netherlands,  and  is  registered  in  the 
Commercial  Register  under  number  33002587,  including  its  group  companies,  shall  not  be 
liable  for  the  improper  or  incomplete  transmission  of  the  information  contained  in  this 
communication  nor  for  any  delay  in  its  receipt  or  damage  to  your  system.  ABN  AMRO  Bank 
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From:  Thabe,  Tim 

Sent:  Wednesday,  May  09,  2007  1 :29  PM 

To:  Tourre,  Fabrice 

Cc:  ficc-mtgcorr-desk;  Remnant,  Charlie;  Singh,  Niharika;  Nartey,  Michael;  Friedman,  Nicolas  B.; 

Bartie,  James  M.;  Lutkin,  Kerry;  Gunhold,  Tiffany 
Subject:  RE:  ABN  Amro 

Fabrice, 

This  is  approved  for  GSI  assuming  that  the  trade  will  be  covered  under  the  existing  ISDA/CSA  with  ABN  AMRO  BANK 
N.V. 

Thanks 
Tim 


From:  Tourre,  Fabrice 

Sent  Wednesday,  May  09,  2007  1 :26  PM 

To:  Thabe,  Tim 

Cc:  ficc-mtgcorr-desk;  Remnant,  Charlie;  Singh,  Niharika;  Nartey,  Michael;  Friedman,  Nicolas  B.;  Bartie,  James  M. 

Subject:  RE:  ABN  Amro 

Tim,  please  check  with  Nico  Friedman  in  GS  Credit  New  York  how  the  potential  exposure  calculation  has  been  done 
in  the  past  for  these  trades.  Nico,  we  are  talking  about  trading  the  50-100  tranche  ($lbn  notional)  @  67bps  p.a., 
portfolio  details  attached  below. 

«  File:  ABACUS  2007-AC1  Reference  Portfolio  (GS  Credit)  20070508.xls  » 

Please  call  me  if  you  have  any  questions. 


From:  Thabe,  Tim 

Sent  Wednesday,  May  09,  2007  5:05  AM 

To:  Tourre,  Fabrice 

Cc:  ficc-mtgcorr-desk;  Remnant,  Charlie;  Singh,  Niharika;  Nartey,  Michael;  Friedman,  Nicolas  B.;  Bartie,  James  M. 

Subject:  RE:  ABN  Amro 

Fabrice, 

Could  you  give  us  an  estimate  of  the  spread  volatility  and  expected  maturity/duration  of  the  tranche?  Could  you  also 

please  confirm  that  this  trade  would  fall  under  the  existing  ISDA/CSA  we  have  with  GSI. 

Thanks 
Tim 


From:  Tourre,  Fabrice 

Sent  Tuesday,  May  08,  2007  11:57  PM 

To:  Thabe,  Tim;  Friedman,  Nicolas  B. 

Cc:  ficc-mtgcorr-desk;  Remnant,  Charlie;  Singh,  Niharika;  Nartey,  Michael 

Subject:  ABN  Amro 

Tim,  Nico, 

We  are  close  to  executing  with  ABN  AMRO  Bank  NV  London  Branch  (acting  as  protection  seller)  a  $1bn 
supersenior  swap  referencing  the  50-100  tranche  off  a  portfolio  of  Baa2  RMBS  obligation  -  see  the  trade  details 
below.  We  wanted  to  make  sure  we  have  capacity  to  take  ABN's  counterparty  risk  for  this  trade.  Please  let  me 
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know  if  you  have  any  questions  or  issues,  thanks. 

Summary  of  Terms 

Trade  Date:  [    ] 

Reference  Portfolio:  ABACUS  2007-AC1 

<  File:  Portfolio  Information  20070328.xls  » 

Counterparty:  ABN  AMRO  Bank  NV  London  Branch 

Protection  Buyer:  GSI 

Counterparty  ("Seller")  writes  protection  to  Goldman  Sachs  International  ("GSI"  or  "Buyer")  on  tranched  CDS 
with  specified  attachment  point  and  specified  exhaustion  point.  Seller  receives  premium  on  the  related 
Notional  Amount  (payable  on  a  monthly  basis  by  Buyer,  Actual/360  daycount  convention). 


initiai  Reference  Portfolio  Notional  Amount:  USD  2,000,000,000 

Initial  Swap  Notional  Amount:  USD  1,000,000,000 

Attachment  Point:  50% 

Exhaustion  Point:  100% 

Senior  Amount:  (1  -  Exhaustion  Point)  x  Initial  Reference  Portfolio  Notional  Amount 

First  Loss  Amount:  (Attachment  Point)  x  Initial  Reference  Portfolio  Notional  Amount 

Tranche  Thickness:  Exhaustion  Point  -  Attachment  Point 

Tranche  Notional  Amount:  (Tranche  Thickness)  x  Initial  Reference  Portfolio  Notional  Amount;  as  reduced  by 
(a)  Amortizations  on  the  Reference  Portfolio  after  the  Senior  Amount  has  been  reduced  to  zero,  and  (b)  Loss 
Amounts  after  the  First  Loss  Amount  has  been  reduced  to  zero. 

Tranche  Spread:  0.67% 

Non-Call  Period:  3  years  (Buyer  has  the  right  to  cancel  the  CDS  at  no  cost  at  any  time  after  the  end  of  the 
Non-Call  Period) 

Credit  Events/Settlement  Mechanics:  Writedown  and  Failure  to  Pay  Principal;  Cash  Settlement  only. 
Definitions  consistent  with  the  current  form  of  Standard  Terms  Supplement  for  a  Credit  Derivative 
Transaction  on  Mortgage-Backed  Security  with  Pay-As- You-Go  or  Physical  Settlement  (Form  I)  (Dealer 
Form)  and  Form  of  Confirmation. 

•  Premium  Payments:  monthly,  ACT/360,  accrued  on  the  notional  amount  of  the  Tranche  Notional  Amount. 

•  Scheduled  Termination  Date:  May  28,  2037 

•  CDS  Calculation  Agent:  Protection  Buyer 

•  Notifying  Party:  Protection  Buyer  only 

«  File:  GS-lntermediary  Tranche  CDS  Confirmation  template  (ACA)  20070226.pdf  » 

This  material  has  been  prepared  specifically  for  you  by  the  Fixed  Income  Trading  Department  and  is  not  the  product  of  Fixed  Income  Research.  We 
are  not  soliciting  any  action  based  upon  this  material.  Opinions  expressed  are  our  present  opinions  only.  The  material  is  based  upon  information 
which  we  consider  reliable,  but  we  do  not  represent  that  it  is  accurate  or  complete,  and  it  should  not  be  relied  upon  as  such.  Certain  transactions, 
including  those  involving  futures,  options  and  high  yield  securities,  give  rise  to  substantial  risk  and  are  not  suitable  for  all  investors.  We,  or  persons 
involved  in  the  preparation  or  issuance  of  this  material,  may  from  time  to  time,  have  long  or  short  positions  in,  and  buy  or  sell,  the  securities,  futures, 
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From:      Tourre,  Fabrice 

Sent:       Tuesday,  April  1 0,  2007  7:51  AM 

To:  Friedman,  Nicolas  B.;  Gerst,  David 

Cc:  Raazi,  Cactus 

Subject:  RE:  ABACUS  07-AC1 

Nico  -  smaller  list  -  can  you  call  me  when  you  get  a  chance  ?  This  is  the  first  trades  i  believe  we  are  doing  with  this 
specific  entity,  would  love  to  try  to  figure  out  a  way  to  do  more  business  with  Paulson  -  happy  to  discuss  that  P&L 
opportunity  as  well,  thanks  Nico 

From:  Friedman,  Nicolas  B. 

Sent:  Monday,  April  09,  2007  7:44  PM 

To:  Gerst,  David;  Tourre,  Fabrice;  ficc-mtgcorr-tradeapprovai 

Cc:  Raazi,  Cactus;  CDS  approvals 

Subject:  RE:  ABACUS  07-AC1 

Approved 

Cactus  -  please  not  that  we  do  not  have  any  additional  risk  appetite  with  this  fund.  No  more  derivative  business  with  this 
fund,  unless  offsetting  from  risk  perspective.  Are  you  ok  with  this? 

From:  Gerst,  David 

Sent:  Monday,  April  09,  2007  5:13  PM 

To:  Friedman,  Nicolas  B.;  Tourre,  Fabrice;  ficc-mtgcorr-tradeapproval 

Cc:  Raazi,  Cactus;  CDS  approvals 

Subject:  RE:  ABACUS  07-AC1 

Nico, 

We  were  just  informed  that  the  entity  we  will  face  is  "Paulson  Credit  Opportunities  Master  II  Ltd."  rather  than 
"Paulson  Credit  Opportunities  Master  Ltd.".  Can  you  confirm  approval  and  margin,  if  any. 

Thanks, 
David 

From:  Friedman,  Nicolas  B. 
Sent:  Wednesday,  April  04,  2007  2:05  PM 
To:  Tourre,  Fabrice;  ficc-mtgcorr-tradeapproval 
Cc:  Raazi,  Cactus;  CDS  approvals 
Subject:  RE:  ABACUS  07-AC1 

You  have  credit  approval  -  no  IA  required 


From:  Tourre,  Fabrice 

Sent:  Tuesday,  April  03,  2007  2:37  PM 

To:  ficc-mtgcorr-tradeapproval 

Cc:  Raazi,  Cactus 

Subject:  ABACUS  07-AC1 
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In  connection  with  the  ABACUS  07-AC1  transaction  which  is  expected  to  price  on  Tuesday,  April  10, 
2007,  we  expect,  on  that  same  day,  to  execute  the  following  tranched  CDS  with  Paulson  (entity  would 
be  Paulson  Credit  Opportunities): 

-  GS  sells  protection  on  $50mm  notional  of  35%-45%  tranche  off  ABACUS  07-AC1  reference 
portfolio  at  a  price  of  2.30%  upfront,  1 .16%  p.a.  -  2  year  non-call 

-  GS  sells  protection  on  $142mm  notional  of  21%-35%  tranche  off  ABACUS  07-AC1  reference 
portfolio  at  a  price  of  2.30%  upfront,  1 .41%  p.a.  -  2  year  non-call 

See  attached  reference  portfolio. 

GS  Strat:  can  you  include  this  portfolio  in  TAP  ? 

GS  Credit:  can  you  please  confirm  that  we  are  ok  with  those  trades,  and  confirm  the  margin,  if  any, 
associated  with  those  trades. 


Goldman,  Sachs  &  Co. 

85  Broad  Street  j  26th  Floor  |  New  York,  NY  1 0004 
Tel:  212-902-5891  |  Fax:  212-493-0106  |  Cell:  917-^ 
Email:  fabrice.tourre@gs.com 

Goldman 
Fabrice  Tourre  Sachs 

Structured  Products  Group 
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This  material  has  been  prepared  specifically  for  you  by  the  Fixed  Income  Trading  Department  and  is  not  the  product  of  Fixed  Income  Research.  We 
are  not  soliciting  any  action  based  upon  this  material.  Opinions  expressed  are  our  present  opinions  only.  The  material  is  based  upon  information 
which  we  consider  reliable,  but  we  do  not  represent  that  it  is  accurate  or  complete,  and  it  should  not  be  relied  upon  as  such.  Certain  transactions, 
including  those  involving  futures,  options  and  high  yield  securities,  give  rise  to  substantial  risk  and  are  not  suitable  for  all  investors.  We,  or  persons 
involved  in  the  preparation  or  issuance  of  this  material,  may  from  time  to  time,  have  long  or  short  positions  in,  and  buy  or  sell,  the  securities, 
futures,  options  or  other  instruments  and  investments  identical  with  or  related  to  those  mentioned  herein.  Goldman  Sachs  does  not  provide 
accounting,  tax  or  legal  advice;  such  matters  should  be  discussed  with  your  advisors  and  or  counsel.  In  addition,  we  mutually  agree  that,  subject  to 
applicable  law,  you  may  disclose  any  and  all  aspects  of  this  material  that  are  necessary  to  support  any  U.S.  federal  income  tax  benefits,  without 
Goldman  Sachs  imposing  any  limitation  of  any  kind.  This  material  has  been  issued  by  Goldman,  Sachs  &  Co.  and  has  been  approved  by  Goldman 
Sachs  International,  which  is  regulated  by  The  Financial  Services  Authority,  in  connection  with  its  distribution  in  the  United  Kingdom  and  by 
Goldman  Sachs  Canada  in  connection  with  its  distribution  in  Canada.  Further  information  on  any  of  the  securities,  futures  or  options  mentioned  in 
this  material  may  be  obtained  upon  request  and  for  this  purpose  persons  in  Italy  should  contact  Goldman  Sachs  S.I.M.  S.p.A.  in  Milan,  or  at  its 
London  branch  office  at  133  Fleet  Street. 

This  material  does  not  evidence  or  memorialize  any  agreement  or  legally  binding  commitment  between  any  parties  and  does  not  constitute  a 
contract  or  commitment  to  provide  any  financing  or  underwriting.  Any  financing  or  underwriting  is  subject  in  all  respects  to  internal  credit  approval 
at  Goldman  Sachs,  and  is  subject  to,  among  other  things,  the  completion  of  documentation  in  form  and  substance  satisfactory  to  Goldman  Sachs. 

This  message  may  contain  information  that  is  confidential  or  privileged.  If  you  are  not  the  intended  recipient,  please  advise  the  sender  immediately 
and  delete  the  message.  See  hftp://www.^s.com/disclaimer/email  for  further  information  on  confidentiality  and  the  risks  inherent  in  electronic 
communication. 

©  Copyright  2006  The  Goldman  Sachs  Group,  Inc.  AU  rights  reserved. 

See  http://www.g5.com/disclaimer/emaii-5alcsandtrading.html  for  important  risk  disclosure,  conflicts  of  interest  and  other  terms  and  conditions 
relating  to  this  e-mail  and  your  reliance  on  information  contained  in  it.  This  message  may  contain  confidential  or  privileged  information.  If  you  are 
not  the  intended  recipient,  please  advise  us  immediately  and  delete  this  message.  See  i^:Mwvw.^_.^^^x[^^a/emai]J  for  further  information 
on  confidentiality  and  the  risks  of  non-secure  electronic  communication.  If  you  cannot  access  these  links,  please  notify  us  by  reply  message  and  we 
will  send  the  contents  to  you. 
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Subject: 

Start: 

End: 

Show  Time  As: 

Recurrence: 

Meeting  Status: 

Required  Attendees: 


GS  Liquidation  Agent  Role  in  ABS  CDOs 

Thu  7/19/2007  9:00  AM 
Thu  7/19/2007  10:00  AM 
Tentative 

(none) 

Not  yet  responded 

Lehman,  David  A.;  Egol,  Jonathan;  Bieber,  Matthew  G.;  Case,  Benjamin;  Kang,  Connie; 
West,  Ariane;  Gerst,  David;  Sharma,  Nityanand;  Mishra,  Deva  R.;  Lin,  Shelly;  Ganapathy, 
Mahesh;  Saunders,  Tim;  Kim,  Sang;  Zack,  David;  Horvath,  Jordan 


Here  are  some  notes  we  put  together  so  far  relating  to  Goldman's  liquidation  agent  role.  We  can  discuss  and  add  on  to 
this  list  during  the  meeting  tomorrow. 


Below  is  a  summary  of  transactions  wherein  Goldman  Sachs  serves  as  Liquidation  Agent  and  Goldman's 
responsibilities  in  the  event  any  asset  in  these  portfolios  experiences  rating  downgrades  and/or  other  distress: 

Goldman  currently  serves  as  Liquidation  Agent  for  the  following  transactions: 

Hout  Bay  2006-1 

Hudson  High  Grade  Funding  2006-1 

Hudson  Mezzanine  Funding  2006-1 

Hudson  Mezzanine  Funding  2006-2 

Anderson  Mezzanine  Funding  2007-1 

In  all  of  these  transactions,  Goldman,  upon  receiving  notice  from  the  Trustee  or  other  designated  parties, 
shall  within  12  months  sell/assign  a  combination  of  Credit  Risk  Obligations,  Directed  Sale  Securities  and 
Delivered  Obligations  as  applicable. 

The  following  assets  are  currently  identified  as  Credit  Risk  Obligations  based  on  our  calculation,  however,  we  have 
not  received  notifications  from  respective  trustees  to  sell  these  asset  as  of  vet.  This  list  needs  be  to  refreshed  again 
to  incorporate  yesterday  and  today's  rating  actions: 

Hudson  Mezz  06-1 : 
Name  Par 

LBMLT  2006-1  M9   15,000,000.00 
MSAC  2006-WMC2  B3         1 5,000,000.00 
OOMLT  2006-2  M8  13,000,000.00 
SAIL  2006-4  M7       1 5,000,000.00 
SAIL  2006-4  M8       1 5,000,000.00 

Hudson  Mezz  06-2: 

Name  Par       Moody's  S&P 

SAIL  2006-4  M7       5,000,000.00      Ba2  CCC 

LBMLT  2006-1  M9   5,000,000.00      B1  B 

MSAC  2006-WMC2  B3         5,000,000.00      B3  B 

SAIL  2006-4  M8       5,000,000.00      B1  CCC 

In  Hudson  High  Grade,  Anderson  Mezzanine  Funding,  and  Hout  Bay,  no  asset  is  currently  identified  as  Credit  Risk 
Obligations 

Sales  Price  Determination  . 

Prior  to  any  assignment,  termination  or  other  disposition  of  a  Directed  Sale  Security,  a  Credit  Risk  Obligation  or  a 


Moody's 

sap 

B1 

B 

B3 

B 

Ba1 

B 

Ba2 

CCC 

B1 

CCC 
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Delivered  Obligation,  the  Liquidation  Agent  shall  use  commercially  reasonable  efforts  to  solicit  bids  with  respect  to 
such  security  from  at  least  three  (3)  independent  dealers  then  making  a  market  in  such  security  (no  more  than  one  of 
which  is  the  Liquidation  Agent  or  an  Affiliate  thereof)  on  the  Business  Day  on  which  the  Indenture  requires  the 
Liquidation  Agent  to  arrange  such  sale.  If  the  Liquidation  Agent  obtains  three  (3)  or  more  bids  in  accordance  with  the 
preceding  sentence,  then  the  Liquidation  Agent  shall  use  its  commercially  reasonable  efforts  to  arrange  for  the  sale 
of  the  applicable  security  at  the  highest  bid  price.  If  the  Liquidation  Agent  obtains  fewer  than  three  (3)  bids  as 
provided  above,  then  the  Liquidation  Agent,  consistent  with  the  other  provisions  of  this  Agreement  and  the  Indenture, 
shall  use  its  commercially  reasonable  efforts  to  arrange  for  the  assignment,  termination  or  other  disposition  of  the 
applicable  security  at  the  higher  of  two  (2)  bid  prices  received  and,  if  only  one  (1)  bid  is  received,  at  the  price  so  bid. 
Assuming  at  least  one  bid  is  received  in  accordance  with  the  preceding  sentence,  the  applicable  security  shall  be 
disposed  of  at  the  highest  bid  price. 

One  exception  in  Anderson  Mezz: 

In  the  case  of  a  disposition  of  a  CDS  Transaction,  such  CDS  Transaction  shall  only  be  disposed  of  if  the  Market 
Quotation  (as  such  term  is  defined  in  the  Credit  Default  Swap)  obtained  pursuant  to  the  terms  of  the  Credit  Default 
Swap  expressed  as  a  percentage  of  the  related  initial  Reference  Obligation  Notional  Amount  shall  be  equal  to  or  less 
than  60%.  (checking  with  deal  counsel  currently  on  what  this  means  exactly) 

What  constitutes  a  Credit  Risk  Obligation  varies  from  transaction  to  transaction: 
Hout  Bay  2006-1 

A  "Credit  Risk  Obligation"  is  a  Collateral  Asset  (i)  the  rating  of  which  has  been  (a)  downgraded  to  below  "BBB-"  or 
"Baa3"  by  any  Rating  Agency  (but  not  including  any  Collateral  Assets  which  are  rated  "BBB-"  or  "Baa3"  and  on  credit 
watch  for  possible  downgrade)  or  (b)  withdrawn  or,  (ii)  that  is  a  Defaulted  Obligation,  (iii)  that  is  a  PIK  Bond  that  has 
been  deferring  interest  for  at  least  twelve  consecutive  months  or  (iv)  identified  in  Appendix  B  as  Collateral  Asset 
FHR  3050  KF,  FHR  3120  FG,  FNR  2005  79  FA  or  FNR  2005  79  GF  and  one-month  LIBOR  exceeds  6.30%  for  at 
least  twelve  consecutive  months.  ("PIK  Bond"  means  a  CDO  Security  on  which  the  deferral  of  interest  does  not 
constitute  an  event  of  default  pursuant  to  the  terms  of  the  related  underlying  instruments  (while  any  other  senior  debt 
obligation  is  outstanding  if  so  provided  by  the  related  indenture  or  other  underlying  instruments). 

Hudson  High  Grade  Funding  2006-1 

A  "Credit  Risk  Obligation"  is  a  Collateral  Asset  (i)  the  rating  of  which  has  been  (a)  downgraded  to  below  "BBB-"  or 
"Baa3"  by  any  Rating  Agency  (but  not  including  any  Collateral  Assets  which  are  rated  "BBB-"  or  "Baa3"  and  on  credit 
watch  for  possible  downgrade)  or  (b)  withdrawn  or,  (ii)  that  is  a  Defaulted  Obligation  or  (iii)  that  is  a  PIK  Bond  that  has 
been  deferring  interest  for  at  least  twelve  consecutive  months.  The  proceeds  from  the  disposition  of  a  Collateral 
Asset  may  not  be  reinvested  in  other  Collateral  Assets.  ("PIK  Bond"  means  a  CDO  Security  on  which  the  deferral  of 
interest  does  not  constitute  an  event  of  default  pursuant  to  the  terms  of  the  related  underlying  instruments  (while  any 
other  senior  debt  obligation  is  outstanding  if  so  provided  by  the  related  indenture  or  other  underlying  instruments). 

Hudson  Mezzanine  Funding  2006-1  and  2006-2 

A  "Credit  Risk  Obligation"  is  a  Reference  Obligation  (i)  the  rating  of  which  has  been  (a)  downgraded  to  below  "BB-"  or 

"Ba3"  by  any  Rating  Agency  (but  not  including  any  Reference  Obligations  which  are  rated  "BB-"  or  "Ba3"  and  on 

credit  watch  for  possible  downgrade)  or  (b)  withdrawn  or,  (ii)  that  is  a  Defaulted  Obligation  or  (iii)  that  is  a  PIK  Bond 

that  has  been  deferring  interest  for  at  least  twelve  consecutive  months.  ("PIK  Bond"  means  a  Reference  Obligation  or 

Delivered  Obligation  on  which  the  deferral  of  interest  does  not  constitute  an  event  of  default  pursuant  to  the  terms  of 

the  related  underlying  instruments  (while  any  other  senior 

debt  obligation  is  outstanding  if  so  provided  by  the  related  indenture  or  other  underlying  instruments). 

Anderson  Mezzanine  Funding  2007-1 

A  "Credit  Risk  Obligation"  is  a  Reference  Obligation  (i)  the  rating  of  which  has  been  (a)  downgraded  to  below  "B-"  or 
"B3"  by  any  Rating  Agency  (but  not  including  any  Reference  Obligations  which  are  rated  "B-"  or  "B3"  and  on  credit 
watch  for  possible  downgrade)  or  (b)  withdrawn  or,  (ii)  that  is  a  Defaulted  Obligation  or  (iii)  that  is  a  PIK  Bond  that  has 
been  deferring  interest  for  at  least  twelve  consecutive  month.  ("PIK  Bond"  means  a  Reference  Obligation  or 
Delivered  Obligation  on  which  the  deferral  of  interest  does  not  constitute  an  event  of  default  pursuant  to  the  terms  of 
the  related  underlying  instruments  (while  any  other  senior  debt  obligation  is  outstanding  if  so  provided  by  the  related 
indenture  or  other  underlying  instruments). 

Other  Notes: 

In  the  event  that  the  Liquidation  Agent  is  terminating  a  CDS  contract  on  behalf  of  the  CDO  and  a  termination 
payment  is  owed  to  the  Credit  Protection  Buyer  (GSI),  the  Credit  Protection  Buyer  will  be  paid  first  from  cash  and 
eligible  investments  on  deposit  in  the  CDS  collateral  account  (to  the  extent  available),  and  then  from  the  proceeds  of 
liquidation  of  the  Collateral  Securities. 
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MEMORANDUM 


To: 
From: 


Cc: 

Date: 
Re: 


Goldman 
Sachs 


Mortgage  Capital  Committee 

Peter  L.  Ostrem 
Darryl  K.  Herrick 
Deva  Mishra 
John  X.  Li 

Jonathan  Sobel 
Danial  L.  Sparks 
David  J.  Rosenblum 

Tim  RannHprs 


July  17,2006 

Placing  debt  and  equity  on  a  static  high  grade  structured  product  CDO  Squared 
with r 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


I.    Introduction 

Investec  has  engaged  Goldman  with  respect  to  a  $1.0  billion  static  high  grade  structured  product  CDO 
Squared  ("Hout  Bay  II")  backed  by  a  $1.0  billion  portfolio  of  primarily  double-A  and  single-A  rated  CDO 
assets  with  remaining  assets  consisting  of  A3/A-  and  higher  rated  RMBS,  ABS,  and  CMBS  with  an 
average  rating  on  the  portfolio  of  Aa3/A1.  Goldman  will  be  engaged  by  Hout  Bay  II  as  Liquidation  Agent 
and  in  this  role  will  have  the  responsibility  of  liquidating  "Credit  Risk  Assets"  (defined  below  in  section  III). 
Goldman  and  Investec  will  co-select  the  portfolio  that  will  collateralize  the  CDO.  Goldman  will  be  lead 
placement  agent  for  the  debt  and  equity.  HHHIwill  be  co-placement  agent  with  respect  to  the  equity 
and  has  pre-committed  to  purchase  half  of  the  equity,  subject  to  a  cap  of  $7MM,  with  greater  commitment 
subject  to  their  credit  committee's  prior  approval  (expected  size  of  equity  tranche  is  $10  to  $14MM),  upon 
closing  of  the  transaction.  Investec  will  share  50%  of  warehouse  risk,  subject  to  a  cap  of  $10  MM,  during 
the  portfolio  ramp-up. 

In  return  for  warehousing,  structuring,  its  role  as  Liquidation  Agent  for,  and  placing  the  transaction, 
Goldman  will  receive  a  0.25%  fee  ($2.5MM  on  a  $1.0  billion  deal)  from  the  CDO  at  closing,  and  an 
ongoing  fee  of  0.04%  of  the  CDO's  par  portfolio  balance.  Total  economics  for  Goldman  are  expected  to 
be  approx.  $6.2  MM  (includes  $2.5  mm  upfront  fee,  0.04%  ongoing  fee,  and  approx.  $1.2  MM  net  carry). 
We  will  be  offering  equity  to  third  parties  with  a  no-loss  yield  of  approximately  17%  and  expected  return  of 
approximately  15%  to  16%.  In  return  for  co-placing  the  equity  and  pre-committing  to  50%  of  the  equity, 
^■■ftwill  receive  a  0.25%  fee  ($2.5MM  on  a  $1.0  billion  deal)  from  the  CDO  at  closing. 

As  Liquidation  Agent,  Goldman  will  liquidate  assets  determined  by  the  Trustee  to  be  "Credit  Risk  Assets" 
based  on  specific  guidelines.  Goldman  will  have  12  months  to  sell  these  assets.  Sales  will  be  made 
under  a  competitive  bidding  process  whereby  we  will  solicit  three  outside  bids  and  select  the  highest. 
Prior  to  executing  Hout  Bay  I,  in  which  we  also  played  the  Liquidation  Agent  role,  we  spoke  with  multiple 
counterparties  as  to  our  role  as  Liquidation  Agent.  We  received  approval  for  our  role  in  this  transaction 
from  legal  and  accounting.  We  spoke  with  outside  counsel,  Orrick  Harrington,  and  they  were  comfortable 
providing  true  sale  and  non-consolidation  opinions  for  the  transaction.  We  spoke  with  Mary  Marr  in 
Accounting  Policy  and  John  Little  in  Product  Control,  and  they  in  collaboration  with 
PricewaterhouseCoopers  are  comfortable  that  the  transaction  meets  true  sale  and  non-consolidation 
conditions  from  an  accounting  perspective.  Finally,  we  spoke  with  outside  counsel,  Wilmer  Cutler,  about 
potential  issues  related  to  the  Investment  Advisor  Act.  They  are  of  the  opinion  that  our  role  of  Liquidation 
Agent  does  not  cause  us  to  be  deemed  an  Investment  Advisor  based  on  an  exception  to  the  Advisors  Act 
for  a  "limited  grant  of  discretion".  For  a  more  detailed  account  of  Goldman's  role  as  Liquidation  Agent  and 
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related  discussions  with  legal  and  accounting  counterparts  please  see  section  III,  "The  Liquidation  Agent: 

Goldman". 

So  long  as  Goldman  holds  no  more  than  half  of  the  expected  losses  in  the  transaction,  accounting  is 

comfortable  that  Goldman  will  not  have  to  consolidate  the  CDO  on  balance  sheet.  We  will  hold  no  more 

than  half  of  this  risk  in  this  transaction  at  closing. 

We  expect  at  least  30%  of  the  portfolio  upon  closing  will  have  been  acquired  from  our  various  structured 

product  trading  desks  in  both  cash  and  synthetic  form. 

We  are  currently  discussing  preliminary  debt  and  equity  commitments  with  third  party  investors  on  this 
transaction  and  we  will  be  conducting  a  debt  and  equity  roadshow  with  Investec  in  December  2006  in 
Europe  and  Asia. 

For  the  subordinate  triple-A,  double-A  debt  and  single-A,  we  expect  to  offer  it  to  the  market  through  our 
syndicate.  The  double-A  and  single-A  debt  from  our  most  recent  high  grade  structured  product  CDOs 
was  oversubscribed.  For  single-A  and  triple-B  debt,  we  will  be  pursuing  early  commitments  from 
investors  in  exchange  for  more  customized  debt  tranches  and/or  commitment  fees,  similar  to  Hout  Bay  I. 


II.    Transaction  Overview 

A  Cayman  Islands  limited  liability  company  (the  "Issuer")  will  be  established  which  will  purchase  the 
warehoused  portfolio  at  closing  and  will  issue  the  following  notes  and  equity: 


Class 

Balance 

%  of  Capital 
Structure 

Expected 

Ratings 
(Moody's/S&P) 

Aaa/AAA 

Expected 
Spread 

L+28bp 

Expected 
Average  Life 

Class  A-1  Notes 

$850.0  MM 

85.0% 

6.0yr 

Class  A-2  Notes 

40.0  MM 

4.0% 

Aaa/AAA 

L+48bp 

6.0yr 

Class  B  Notes 

50.0  MM 

5.0% 

Aa2/AA 

L+58bp 

6.2yr 

Class  C  Notes 

26.0  MM 

2.6% 

A2/A 

L+150bp 

6.4yr 

Class  D  Notes 

20.0  MM 

2.0% 

Baa2/BBB 

L+350bp 

6.8yr 

Class  E  Shares 

14.0  MM 

1.4% 

NR 

NA 

NA 

Portfolio 

$1,000.0  MM 

100.0% 

Avg.  Aa3 

L+41bp 

6.2yr 

The  transaction  will  have  a  legal  maturity  of  35  years.  However,  the  expected  average  life  of  the  notes 
will  be  approximately  6  years  respectively.  The  CDO  equity  will  also  have  the  option  to  call  the 
transaction  after  3  years. 

Structuring,  placement  and  Liquidation  Agent  fees  to  Goldman  will  be  approximately  $5  MM  ($2.5  MM 
Upfront  plus  0.04%  of  the  CDO's  portfolio  balance  per  annum).  In  return  for  fees  and  70%  of  the  net 
warehouse  carry  (70%  of  the  net  carry  will  be  approx.  $1 .2  MM),  Goldman  will  take  half  of  the  warehouse 
risk  on  the  first  $20mm  of  loss,  Goldman  will  take  all  of  the  warehouse  risk  above  $20MMirHosses,  and 
Goldman  will  place  the  Class  A,  B,  C  and  D  Notes  on  a  "best  efforts"  basis.  While  MSB  has  pre- 
committed  to  purchase  half  of  the  equity,  we  have  agreed  to  reduce  their  allocation  pro-rata  vs.  Goldman 
with  third  party  equity  sales,  film  will  fund  their  warehouse  risk  share  upfront  by  initially  depositing  the 
entire  $5MM  with  Goldman  and  subsequently  depositing  another  $5MM  once  the  deal  is  50%  ramped. 

Collateral  Description 

■    100%  of  the  Hout  Bay  II  portfolio  will  be  identified  at  closing.  There  will  be  no  discretionary  trading  of 
the  portfolio  and  Goldman's  role  as  Liquidation  Agent  will  be  to  liquidate  assets  determined  to  be 
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credit  risk  assets  (such  determination  will  be  made  by  the  trustee  pursuant  to  the  Indenture).   The 
liquidation  proceeds  from  any  credit  risk  sales  will  be  used  to  pay  down  the  CDO  notes. 

■  1 5%  of  the  portfolio  will  be  rated  Aaa  by  Moody's  or  AAA  by  S&P.  50%  of  the  portfolio  will  be  rated  at 
least  Aa3  by  Moody's  or  AA-  S&P.  1 00%  of  the  portfolio  will  be  rated  at  least  A3  by  Moody's  or  A-  by 
S&P. 

■  The  Hout  Bay  II  portfolio  is  expected  to  be  approximately  10%  subprime  RMBS,  10%  prime  RMBS, 
10%  Commercial  Real  Estate  CDOs,  55%  Structured  Products  CDOs,  10%  CLOs,  and  5%  ABS. 
Approximately  20-40%  of  the  portfolio  will  be  single-name  synthetic  exposures  that  will  be 
collateralized  with  triple-A  credit  card  or  money  market  notes. 

III.    The  Liquidation  Agent:  Goldman 

Goldman  will  be  engaged  by  the  CDO  at  closing  as  the  Liquidation  Agent  (same  as  Hout  Bay  I  role).  As 
Liquidation  Agent,  Goldman  will  be  responsible  with  selling  any  asset  that  is  determined  to  be  a  "Credit 
Risk  Asset."  Whether  an  asset  is  a  Credit  Risk  Asset  will  be  solely  determined  by  the  trustee  to  the  CDO 
based  on  specific  rules  (see  Credit  Risk  Rules  below).  Once  an  asset  is  determined  to  be  a  Credit  Risk 
Asset  Goldman  is  responsible  with  liquidating  that  asset  within  12  months  of  such  determination  and  any 
liquidation  proceeds  will  be  remitted  to  the  CDO  bond  holders  according  to  the  cashflow  waterfall.  The 
liquidation  price  of  any  Credit  Risk  Asset  must  be  in  the  context  of  "Market  Value"  as  determined  by  a 
three-bid  process.  For  acting  as  Liquidation  Agent,  Goldman  will  receive  an  ongoing  fee  equal  to  4bp  of 
the  total  portfolio  par  balance. 

Credit  Risk  Assets: 

-     Any  asset  that  is  downgraded  by  Moody's  or  S&P  below  Ba2 
Any  asset  that  is  defaulted 

Traditionally,  structured  product  CDO's  have  engaged  Collateral  Managers  to  trade  and  sell  assets  in  the 
CDO  portfolio.  Any  decisions  to  trade  or  sell  an  asset  are  made  solely  by  the  Collateral  Manager,  but 
such  decisions  are  constrained  by  various  covenants  of  the  CDO  (e.g.  maximum  trading  limitations  of 
15%  per  annum,  generic  rules  for  credit  improved  or  credit  impaired  sales).  For  a  static  high  grade 
structured  product  CDO,  Collateral  Managers  typically  receive  an  8-1  Obp  ongoing  collateral  management 
fee  However,  for  high  grade  portfolios  (double-A  avg.  credit  quality),  there  is  substantially  less  credit  risk 
in  the  assets  vs.  a  mezzanine  structured  product  CDO  portfolio  (triple-B  avg.  credit  quality).  Also,  the 
static  nature  of  the  portfolio  eliminates  reinvestment  risk  in  the  CDO  portfolio  while  substantially  limiting 
the  ability  of  any  Collateral  Manager  to  add  value  through  ongoing  surveillance  of  the  portfolio.  Given  the 
limited  value  of  such  a  Collateral  Manager  in  this  case, ■■■•and  Goldman  have  agreed  to  eliminate 
the  Collateral  Manager  role  in  this  transaction  and  instead,  we  will  create  the  role  of  Liquidation  Agent 
where  Goldman  will  receive  part  of  the  ongoing  fees  that  would  otherwise  be  paid  to  a  Collateral 
Manager.  Also,  since  the  all-in  fees  are  less  than  a  CDO  which  engages  a  Collateral  Manager,  the  equity 
yield  will  be  higher  when  compared  to  a  similar  transaction  with  a  higher  fee  structure  if  we  assume  that 
expected  portfolio  losses  will  be  comparable  (we  assume  losses  will  be  0.2%  or  less). 

We  have  discussed  Goldman's  role  as  Liquidation  Agent  internally  with  Tim  Saunders  and  externally  with 
outside  counsel,  Wilmer  Cutler.  One  concern  about  that  role  was  whether  Goldman  would  be  viewed  as 
an  Investment  Advisor.  We  specifically  crafted  Goldman's  role  in  Hout  Bay  I  and  in  this  case  to  eliminate 
both  internal  and  external  counsel's  concern  about  Goldman  being  treated  as  an  Investment  Advisor.  The 
main  factors  that  made  Tim  Saunders  and  Wilmer  Cutler  comfortable  that  Goldman  will  not  be  treated  as 
an  Investment  Advisor  were: 

■  Goldman's  role  is  Liquidation  Agent  and  not  Collateral  Manager.  Goldman  is  engaged  by  the  CDO  to 
liquidate  Credit  Risk  Assets  and  will  receive  an  ongoing  Liquidation  Agent  Fee  for  such  services; 

■  Goldman  does  not  determine  whether  an  asset  is  a  Credit  Risk  Asset.  Such  determination  is  made  by 
the  CDO  based  on  specific  rules  (LaSalle  will  provide  reporting  on  a  monthly  basis  that  shows  whether 
an  asset  has  become  a  Credit  Risk  Asset); 

■  Goldman  must  liquidate  such  Credit  Risk  Assets  within  12  months  of  such  determination  and  the  pnce 
received  on  such  liquidation  must  be  in  the  context  of  a  three-bid  process; 
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.   Goldman  does  not  receive  any  additional  compensation  and  or  control  of  the  CDO  for  acting  as 
Liquidation  Agent. 

we  have  •»_*  «*-.  ■*-  gS^^«S^^^ 

Schroeder,  Mary  Marr  and  John  Little.    One '  <»nce^L  ™" ^n  L  transaction  closes.    Accounting  was 

exposures  in  the  portfolio  ( CDS  collateral  acouuiu  ;.  «' «°' "  '  cprtain  security  in  the  CDS 

nnn  nn  hoT,  Bav  2006-i'we  worked  together  with  accounting  and  agreed  on  parameters  for  the  BIE 
SSn.  ^^SXo^BeTpSTS,  tl£  CDO,  accounting  was  comfortable  that  Goldman  w,.l  rece.ve 
a  true  sale. 

We  will  build  a  provision  into  the  deal  documents  to  allow  Goldman  to  resign  as  Liquidation  Agent  if 
appropriate  notice  is  given  and  a  replacement  Liquidation  Agent  is  in  place. 


The  Co-Placement  Agent: 
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ForJPNM,  Hout  Bay  II  represents  an  opportunity  to  continue  to  expand  their  role  in  a  CDO  beyond 
investor,  and  to  build  upon  the  static  CDO  platform  built  together  with  Goldman  Sachs  in  the  first  Hout 
Bay  CDO.  vhmk>  also  committing  to  50%  of  the  equity. 


V.    Underwriting  Commitments: 

Goldman  Sachs  will  act  as  sole  placement  agent  of  the  Class  A,  B,  C  and  D  Notes,  and  up  to  50%  of  the 
Class  E  Shares,  and  will  be  working  on  a  "best  efforts"  basis  on  all  of  the  debt.  ■■■■I  is  pre-committed 
to  50%  of  the  equity,  but  third  party  equity  sales  can  reduce  Goldman  and  ■■■■■equity  retention  pro- 
rata. 

The  primary  demand  for  mezzanine  notes  /  equity  in  these  types  of  transactions  comes  from  other 
structured  investment  vehicles  and  CDOs  of  CDOs,  Asian  investment  funds,  high  net  worth  individuals, 
and  CDO  equity  funds.  These  various  accounts  continue  to  express  interest  in  gaining  a  leveraged 
exposure  to  the  U.S.  high  grade  structured  product  market.  The  static  high  grade  structured  product  CDO 
allows  them  to  gain  this  exposure  on  a  diversified  basis  without  having  to  pay  the  significantly  higher 
management  fees  associated  with  managed  CDO  transactions. 

Goldman's  current  portfolio  of  CDO  and  CLO  equity  held  within  the  CDO  group  is  detailed  in  Appendix  B. 


VI.    Portfolio  Ramp-Up  and  Equity  Marketing 

Goldman  will  assume  half  of  the  first  loss  risk  (first  $20MM  of  risk)  and  all  of  the  second  loss  risk  (losses 
in  excess  of  $20MM)  in  the  warehouse  in  the  event  the  CDO  fails  to  close.  ■■■■Ml  be  taking  the 
other  half  of  the  first  loss  risk  in  the  warehouse  ■■■■§  will  deposit  ■■■■  into  the  warehouse  account 
upon  opening  of  the  warehouse). 

Additionally,  we  will  continue  to  pursue  early  equity  and  mezzanine  debt  commitments  from  additional 
investors  to  reduce  the  risk  of  a  failed  closing.  Appendix  A  details  our  current  warehouse  exposures 
across  the  CDO  group. 

The  general  terms  of  the  portfolio  ramp-up  are  as  follows: 

■  GS  selects  assets  for  purchase  and  Investec  has  the  right  to  veto  certain  asset  purchases; 

■  GS  has  unilateral  right  to  liquidate  an  asset  or  the  warehouse; 

.     .1  _A.II  assets  are  sold-forward  to  the  CDO  at  time  of  purchase  and  the.  forward  price  covers  any  hedge  or 
trading  gains/losses  on  assets  during  the  warehouse  phase; 

■  70%  of  positive  carry  will  be  paid  to  GS  (positive  carry  is  equal  to  any  net  income  in  excess  of 
Goldman's  cost  of  financing  during  the  warehousing  period).  Net  carry  is  expected  to  be 
approximately  $1.75  MM  which  will  be  shared  70/30  between  Goldman  and  Investec; 

■  Position  sizes  will  be  limited  to  $30  MM  for  assets  rated  triple-A,  $20  MM  for  double-A,  and  $15  MM 
for  single-A; 
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■    1 00%  of  the  collateral  for  the  transaction  will  be  identified  at  closing. 

VII.  Expected  Fees 

Goldman  will  earn  a  structuring,  placement  and  Liquidation  Agent  fee  equal  to  0.25%  times  the  par 
balance  of  the  collateral  portfolio  at  closing  plus  0.04%  per  annum  times  the  par  balance  of  the  collateral 
portfolio  We  expect  a  $1.0  billion  transaction  and  the  fees,  in  that  case,  would  be  $2.5  MM  plus  0.04  k 
per  annum  of  the  par  balance  of  the  collateral.  Additionally,  Goldman  expects  to  earn  profits  by  selling 
assets  into  the  CDO  and  from  Goldman's  share  of  warehouse  net  carry  (which  is  estimated  to  be  $1.2 
MM). 

Separately,  VtfMi  will  earn  a  co-placement  fee  equal  to  0.25%  of  the  par  balance  of  the  collateral 
portfolio  at  closing. 

VIII.  Reasons  to  Pursue 

We  are  pursuing  this  transaction  for  the  following  reasons: 

1  The  respective  trading  desks  are  posted  on  each  asset  offered  into  the  CDO  from  the  Street.  In 
addition,  we  expect  that  30%  of  the  portfolio  by  closing  will  come  from  Goldman's  offerings. 

2  Although  we  will  be  marketing  a  $1.0  billion  Hout  Bay  II  transaction,  Goldman  can  price  the 
transaction  earlier  with  a  lower  balance  if  we  are  concerned  about  future  market  conditions  or  we 
can  upsize  the  transaction  if  there  are  reasons  to  merit  that  action. 

3.    We  will  be  offering  the  equity  to  third  party  investors  with  an  expected  return  of  approx.  1 5%. 

4  MMHI  is  taking  a  portion  of  the  warehouse  risk,  •■■■§  is  committed  to  50%  of  the  equity, 
Goldman  has  a  "best  efforts''  underwriting  commitment  on  the  debt  and  remaining  equity,  and 
Goldman's  fees  are  0.25%  upfront  ($2.5  MM  on  a  $1 .0  billion  deal)  plus  0.04%  per  annum  of  the 
CDO's  portfolio  balance  plus  approx.  $1 .2  MM  in  net  warehouse  carry. 


IX.    Strengths  /  Issues  to  Consider 

Strengths 

■  Pre-sold  Equity:  MHMI  has  pre-committed  to  purchase  half  of  the  equity. 

■  Sponsorship  Opportunity:  MHM  has  asked  Goldman  to  structure  and  place  Hout  Bay  II  and  act 
as  Liquidation  Agent  for  the  portfolio.  MHBwill  sponsor  the  CDO  through  their  warehouse  risk 
sharing  and  equity  commitment.  In  addition  to  the  Hout  Bay  II  mandate  and  the  Hout  Bay  I  equity 
purchase,  IMMi  has  invested  in  or  plans  to  invest  in  other  SP  CDO  and  CLO  transactions 
underwritten  by  Goldman,  and  we  expect  our  ongoing  relationship  with  them  to  result  in  continued 
sponsorship  of  CDOs  brought  to  market  by  Goldman. 

■  Efficient  Fee  Structure:  Lower  overall  fees  in  this  transaction  (vs.  other  high  grade  CDO  squared 
deals  in  the  market)  allow  more  flexibility  to  select  higher  quality  assets  and  ramp-up  the  portfolio 
quickly  and  reduces  execution  risk  to  Goldman  and  Investec. 

Issues  to  Consider 

■  Warehouse:  Goldman  Sachs  will  be  exposed  to  half  of  the  first  $20MM  of  any  net  losses  and  all  of 
the  risk  above  $20MM  if  the  deal  fails  to  close.  OHM  is  depositing  IM^Wwhen  the  warehouse 
opens  to  cover  their  entire  risk  exposure  in  the  warehouse. 
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■    "Best  Efforts"  Underwriting  Obligation:    Goldman  Sachs  will  make  a  "best  efforts"  obligation  to 
distribute  all  of  the  Class  A,  B,  C  and  D  Notes. 

X.    Recommendation 

Goldman  Sachs  will  be  involved  in  ramping  and  warehousing  the  portfolio  for  the  transaction,  structuring 
the  transaction,  placing  the  notes  and  the  equity  of  the  CDO,  and  in  return  will  earn  a  $2.5  MM  fee  at 
closing  an  ongoing  fee  of  0.04%  per  annum  of  the  CDO's  portfolio  balance  and  approximately  $1.2  MM 
in  net  carry  in  the  warehouse,  fgjggtthas  committed  to  half  of  the  equity  in  the  transaction,  to  50%  of 
the  first  $20MM  in  warehouse  losses  in  the  event  the  CDO  does  not  close,  will  collaborate  with  Goldman 
to  ramp  the  portfolio  for  the  CDO  prior  to  the  closing,  and  will  be  an  ongoing  surveillance  agent  after  the 
CDO  closes. 

In  light  of  the  above,  we  request  that  the  Capital  Committee  approve  our  proposal  to  enter  into  a  "best 
efforts"  underwriting  of  the  CDO  debt  and  commitment  to  50%  of  the  equity  and  to  move  forward  with  the 
warehouse  risk  sharing  arrangement  with  Investec. 


Appendix  A:  Current  CDO  Warehouses 


Structured  Product  CDO  Warehouses 


Deal  Name 


Hudson 


Highland 


GSC  High  Grade 
(GSC  Partners) 


Davis  Square  VII 


Altius  III 


West  Coast 


Size  /  Current 
Warehouse 


Collateral 
Description 


$1 .5  Billion  / 
$777.6  MM 


$500  Million  / 
$110  MM 


$1.5  Billion/ 
$1 .47  Billion 


$1 .5  Billion/ 
$841  Million 


$2.0  Billion/ 
$1 .79  Billion 


$2.0  Billion/ 
$1 .84  Billion 


$2.7  Billion/ 
$2.67  Billion 


$2.0  Billion/ 
$178  Million 


$1.0Billion/$0 


GS  Warehouse  Risk 


Aa2/Aa3  - 
RMBS,  CMBS, 
ABS,  CDO 

Baa2/Baa3  - 
RMBS,  CDO 


A1/A2-RMBS, 
CMBS,  ABS, 
CDO 


Aa2/Aa3  - 
RMBS,  CMBS, 
CDO 


Aa2/Aa3  - 
RMBS,  CMBS, 
ABS,  CDO 

Aa2/Aa3  - 
RMBS,  CMBS, 
ABS,  CDO 

Aa2/Aa3  - 
Prime  and  Alt-A 
RMBS 

Aa2/Aa3  - 
RMBS,  CMBS, 
ABS,  CDO 

CDO 


1st  Loss  -  50%  up  to  $16  MM 
2nd  Loss  -  100%  above  $16  MM 


1  st  Loss  -  50%  up  to  $20  MM 
2nd  Loss  -  100%  above  $20  MM 


1st  Loss  -  100%  on  fixed  rate 

assets 

2nd  Loss  -  100%  above  $50  MM 

losses  on  floating  rate  collateral 

100%  to  GS  on  first  $500mm  in 
ramped  assets 


100%toGS 


1st  Loss  -  50%  up  to  $6  MM 
2nd  Loss  -  100%  above  $6  MM 

Priced 


100%toGS 


1st  $20mm  of  Losses  -  50/50 
Additional  Losses  - 1 00%  to  GS 


Expected 
Pricing 


Apr-06 
Oct-06 
Sept-06 

Jul-06 

Sept-06 

Aug-06 

June-06 

Dec-06 

Jan-07 


Approx. 
Fees 


$5.25 
MM 


$6  MM 


$6  MM 


$7.5  MM 


$10  MM 


$10  MM 


$13  MM 


$10  MM 


$9  MM 
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CLO  Warehouses 


Deal  Name 


Size  /  Current 
Warehouse 


$400  MM  /  $291  MM 

$475  MM/ $188  MM 
$500  MM  /  $366  MM 
$500  MM/ $21 9  MM 
$400  MM/ $138  MM 
$400  MM  /  $0  MM 

$400  MM /$0  MM 


Collateral 
Description 


90%  Loans 
10%  Bonds 

90%  Loans 
10%  Bonds 

100%  Loans 

90%  Loans 
10%  Bonds 

100%  Loans 

90%  Loans 
10%  Bonds 

100%  Loans 


GS  Warehouse 
Risk 


100%toGS 
50%  to  GS 

100%toGS 


50%  to  GSAM 
50%  to  GS 


Cost  of 
Financing 


Expected 
Pricing 


L  +  75  bps 

Fed  +  37.5  bps 
L  +  75  bps 
Fed  +  37.5  bps 
L  +  75  bps 
L  +  75  bps 

L  +  75  bps 


Priced 
Jun24 

July  2006 

July  2006 

3Q2006 

4Q  2006 

40.  2006 

4Q  2006 


Approx. 
Fees 


$5.0  MM 

$7.0  MM 
$6.5  MM 
$6.0  MM 
$5.0  MM 
$5.0  MM 

$5.0  MM 
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From: 
Sent: 
To: 
Subject: 


Case,  Benjamin 

Monday,  July  23,  2007  3:12  PM 

Bieber,  Matthew  G. 

CDO  Liquidation  Agent  Role  -  Draft  Talking  Points  -  INTERNAL  USE  ONLY 


INTERNAL  USE  ONLY 

Liquidation  Agent  Role  --  Talking  Points 

Liquidation  Agent  Process  .  ^thn 

-  our  goal  as  Liquidation  Agent  is  to  attempt  to  maximize  proceeds  on  the  unwind  of  credit  risk  assets  pursuant  to  the 
liquidation  process  governed  by  the  CDO  documents,  rather  than  to  liquidate  at  an  arbitrary  pre-specified  time  without 

regard  to  market  conditions  ...     .      .     ^r,^,..   ■•    --i  »   ■ 

-  nrininal  aoal  of  the  rating  agencies  in  structuring  the  12  month  time  period  was  to  avoid  forcing  the  CDO  to  liquidate  in 
the  immediate  time  period  after  significant  ratings  downgrades  (which  the  rating  agencies  were  concerned  may  be  the 
worst  time  to  liquidate  due  to  decreased  market  liquidity) 

-  although  we  are  required  to  ask  for  unwind  levels  from  three  independent  dealers,  our  intention  is  to  go  out  to  more  than 
three  dealers  in  order  to  increase  possible  number  of  bidders  to  try  to  get  the  best  level  available  in  the  market 

-  Liquidation  Agent  role  is  run  by  GS  CDO  team  (independent  from  the  ABS  flow  secondary  trading  desk),  with  access  to 
full  resources  and  market  color  from  ABS  trading  desk,  Mortgage  Strategies,  and  external  resources  (including  color  and 
credit  views  from  third  party  CDO  collateral  managers) 

Fundamentals  ..,...,   ■■  ^       ><       n w 

-  current  credit  performance  data  on  the  six  Credit  Risk  Obligations  between  Hudson  Mezz  1 ,  Hudson  Mezz  2,  and 

Anderson: 


Name 


Current  Face     Moody's       S&P       Current  Credit  Foreclosure  90+  Delinq.  60+  Delinq.  30+  C 

Support  +  REO 


LBMLT  2006-1  M9 

15,000,000 

B1 

B 

5.91 

14.98 

19.83 

23.13 

MSAC  2006-WMC2  B3 

15,000,000 

B3 

B 

3.07 

11.78 

14.34 

16.94 

OOMLT  2006-2  M8 

13,000,000 

Ba1 

B 

3.72 

10.43 

15.64 

18.23 

SAIL  2006-4  M7 

15,000,000 

Ba2 

CCC 

3.25 

11.48 

14.96 

17.21 

SAIL  2006-4  M8 

15,000,000 

B1 

CCC 

2.26 

11.48 

14.96 

17.21 

Tpohnicsls  ■ 

-  current  indicative  unwind  levels  on  the  six  current  Credit  Risk  Obligations  range  from  75-83  points  upfront 

-  recent  flows  in  these  types  of  names  have  been  driven  by  hedge  funds  covering  shorts,  with  dealers  willing  to  take  the 
other  side  (given  length  of  IO  remaining  and  out-of-the-money  option  value) 

-  no  significant  new  initiation  of  trades  on  these  names  (in  either  direction)  -  hedge  funds  have  preferred  to  initiate  new 
shorts  up  the  capital  structure  and  on  cleaner  names  -  trades  with  more  upside  to  short  side  of  trade 

Current  strategy  -  wait  and  continue  to  evaluate  market  conditions,  rather  than  liquidating  now  „,,-,„      .     * 

-  upside  is  that  continued  short-covering  by  hedge  funds  anxious  to  monetize  profits  could  cause  minor  rally  (5-10  points) 

-  downside  is  that  a  speed  up  of  foreclosure  process  vs.  current  timeline  expected  by  market  could  decrease  IO  value,  or 
significant  forced  selling  of  similar  names  by  CDO  vehicles  could  push  levels  wider 
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All  information  in  this  Term  Sheet,  whether  regarding  the  assets  backing  an,  secunt.es  igMMj^J^  »  £2ffd.^^  «^B 
offered  hereby   The  information  contained  herein  may  not  be  reproduced  or  used  in  whole  or  in  part  for  any  other  purposes. 

October  20,  2006 
Preliminary  Termsheet 

Hudson  Mezzanine  Funding  2006-1,  LTD. 

$2.0  Billion  Static  Mezzanine  Structured  Product  CDO 

No^Tb.CUssS.Se^Swap.A.B.C.DandEN.^^ 

to  quallta!  Institutional  buyer.  CQlB.")  In  reliance  upon  the  exemption  iron,  the  ^^fl°^ul^*  **•  Sta",n"  **  "  * 

Invertment  Company  Act  of  1940,  and  (b)  outside  the  United  State,  to  non-  VS.  persons  In  reliance  on  Refutation  S. 


Pur  '■''■ 

Initial  Over- 

Security 

Amount 

%  of  Pair 

'Coilatcralizntion 

Class  S 

37.0  MM 

N/A 

N/A 

Senior  Swap 

$1,200.0  MM 

60.0% 

166.7% 

Class  A-l 

SI  10.0  MM 

5.5% 

139.9% 

Class  A-2 

$120.0  MM 

6.0% 

139.9% 

Class  B 

$230.0  MM 

11.5% 

120.5% 

Class  C 

$170.0  MM 

8.5% 

109.3% 

Class  n 

$84.0  MM 

4.2% 

104.5% 

Class  E 

$26.0  MM 

1.3% 

1UJ.170 

Income  Notes 

$60.0  MM 

3.0% 

N/A  . 

Target  Over-  Ratings 

Cuilateralizatiun     (Moody' s/S&P) 


N/A 

N/A 
143.8% 
143.8% 
122.5% 
110.2% 
105.8% 
'04.2% 

N/A 


Aaa/AAA 

Aaa/AAA 

Aaa/AAA 

Aaa/AAA 

Aa2/AA 

A2/A 

Baa2/BBB 

Bal/BB+ 

NR 


Coupon 


lmL+15  bps 
Not  Offered 
lmL+  26  bps 
lmL+  50  bps 
lmL+  62  bps 
lmL+160bps 
lmL+375  bps 
lmL+  675  bps 
N/A 


Avg  Life 


3.1 
3.9 
2.6 
6.8 
5.3 
5.6 
5.1 
5.8 


Transaction  Overview 


Hudson  Mezzanine  Funding  2006-1  will  be  a  static  $2.0  billion  cashflow  CDO 

consisting  of  a  diversified  portfolio  of  single-name  credit  default  swaps  on  RMBS 

securities. 

Goldman  Sachs.  &  Co.  ("Goldman")  selects  the  assets. 

60%  of  the  assets  will  be  single  name  CDS  referencing  all  forty  obligors  in  ABX 

2006-1  and  ABX  2006-2. 

The  portfolio  consists  of  collateral  which  is  rated  at  least  Baa3  and  BBB-  with  an 

average  rating  of  Baa2/Baa3.  100%  will  be  real-estate  related  securities. 

Low  fee  structure  and  less  "bar-belled"  portfolio  than  other  mezzanine  CDOs  in  the 

current  market 


Goldman,  as  Liquidation  Agent,  will  liquidate  any  asset  determined  to  be  a  "credit 
risk"  within  12  months  of  said  determination.  Credit  Risk  assets  will  include: 

-  Any  asset  downgraded  by  Moody"  s  or  S&P  below  Ba3  or  BB- 

-  Any  asset  that  is  defaulted  or  would  be  experiencing  a  credit  event  as  defined 

by  the  PAUG  confirm 
There  will  be  no  reinvestment,  substitution,  discretionary  trading  or  discretionary 
sales.  After  closing,  assets  that  are  determined  to  be  "credit  risk"  will  be  sold  by  the 
Liquidation  Agent  within  one  year  of  such  determination. 
Goldman  will  invest  in  a  portion  of  the  Income  Notes  at  closing. 


■  Structural  Hiuhlmhts 


Pure  static  structure  eliminates  reinvestment  risk  and  shortens  expected  weighted 
average  lives  on  liabilities 

-  No  reinvestment,  substitution,  or  discretionary  trading 

-  Proceeds  from  credit-risk  sales  will  be  treated  as  principal  paydowns  or 
notional  reduction  of  the  Senior  Swap 

Liquidation  Agent  Fees:  10  bps  per  annum 

100%  ramped  at  closing  and  100%  certainty  of  all  assets  in  collateral  portfolio  to 

be  included  in  transaction 

No  fixed  rate  assets  in  the  portfolio  eliminates  possibility  of  an  interest  rate  swap 

hedge  mismatch 


Current  Portfolio  Characteristics 


Par  Value  of  Collateral  (SMM) 

Total  Expected  Portfolio  Size  (SMM) 

%  Ramped 

Moody's  Weighted  Average  Rating  Factor 

Weighted  Average  Life 

Number  of  Positions 

Distinct  Obligors 

Duration  Weighted  DM 


$2,000 

$2,000 

100% 

486 

4.25  years 

140 

100 

183  bps 


Sector  Composition  of  Target  Warehouse  Portfolio 


RMBSSubPrime 
47% 


RMBSMidPrime 
47% 


(11  Based  on  S&P  Ratings 


CDO  Structuring.  Marketing  and  Principal  Investments 

Peter  Ostrem  +1(212)357-4617 

Darryl  Herrick  +1(212)902-9305 

DevaMishra  +1(212)902-7002 

Roman  Shimonov  +1(212)902-6964 

ArianeWest  +1(212)902-3665 

Mahesh  Ganapathy  +1  (212)  902-6265 


Syndicate 

Bunty  Bohra 
Scott  Wisenbaker 
Mitch  Resnick 
Omar  Chaudhary 
Malcolm  Mui 


+1(212)357-4617 
+1(212)902-3665 
+44  20  7774  3068 
+81  3  6437  7198 
+1(212)902-3689 


any  jurisdiction  where  such  an  offer  o,  solicitation  would  be  illegal  Tta I  ™tenal^don %££2^°^*££££, '^dS  materia)  may  not  pertain  to  any  securities  that  will  actually  be  sold, 
such  By  accepting  this  material  the  recipient  agrees  that  it  wul  not  distribute  or  provuie  <^^  "-any °™>  ^  ^£toHba*L  We  make  no  representations  regarding  the  reasonableness  of  such  assumptions  or 
The  information  contained  in  this  material  may  be  based  en  assurr^or^regarcimg  market  condmo^  and °J^™«?"  "  «* taleKL Tor Sh  P«p3i  We  and  cJaffiliies,  officers,  directors,  partners  and 
the  likelihood  that  any  of  such  assumptions  wul  coincide  wrth  acmal  market  coiuibons, .  m^taMri  shoukl  a«ta £TOn  «»£«»»  ^^  ^^  ^  „  d-rthw  mmof  fmctoding 
employees,  including  persons  involved  in  the  preparation  or  issuance  of  this  material  ^•^^^^J^^^^J^f^L, .™  L.  h~*jng  any  securities  discussed  herein  supersedes  all  prior 
options).  Information  contained  in  this  materia!  is  current  as  of  the  date  aPP5^^^^_^_1_IIIII1BBBB»^ijjj«»^i»»»»»nj«»»»»»^njjjjjfjjjfi  <•  superseded  by  (he  information  contained  in  any  final  Offering 
information  regarding  such  assets.  All  information  in  this  Term  Sheet,  whett   ■■■■■■■■■■■■■■■■■■■■■■■■■■■■■■■■■■■■■■■■■■»■■■■■■■■■■■■■■■■■ 

.  •_■  _.    ,,-. u  *_ i^^.U».an  CapIm  j4a««  nnliim 


iniormauon  legaiuuig  suvu  oaaci*.  nuuuw..,.".. •■ > 

Circular  for  any  securities  actually  sold  to  you.  Goldman  Sachs  does  not  pro 
potential  transaction  or  structure  described  herein  that  are  necessary  to  suppo 
opinions  and  other  tax  analyses)  relating  to  those  benefits,  without  Goldman 
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"king  any  securities  discussed  herein  supersedes  all  prior 
*  superseded  by  the  information  contained  in  any  final  Offering 
>  applicable  law,  you  may  disclose  any  and  all  aspects  of  any 
i  transactions,  and  all  materials  of  any  kind  (including  tax 
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*,  mformation  in  this  Term  Sheet,  whether  -^  -.  asseU  hacking  ^^^^^|L^T^  U  ][^^J^  ££ £S 
2^£S=SS^-lW  ^r^^r^K^—  en  .  central  **  solely  for  the  puro^  — ,  -  ~ 
^TS2I  contained  herein  may  no.  be  reduced  or  used  in  who!,  or  in  pan  for  any  other  purpose,. 


Issuer: 
Co-Issuer: 
Liquidation  Agent: 
Initial  Purchaser: 
Offering  Type: 

Listing,  Clearing  &  Settlement: 


Reinvestment  Period: 
Non-Call  Period: 
Auction  Call  Date: 
Minimum  Call  Price: 
Legal  Final  Maturity: 
Payment  Frequency: 


Liquidation  Agent  Fee: 
ERISA  Eligible: 

Tax  Treatment: 
Controlling  Class: 

Collateral: 


Hudson  Mezzanine  Funding  2006-1,  LTD,  incorporated  with  limited  liability  in  the  Cayman  Islands 

Hudson  Mezzanine  Funding  2006-1,  Corp,  corporation  organized  under  the  laws  of  the  State  of  Delaware 

Goldman,  Sachs  &  Co. 

R^on-S.  Pe^ons  only),  Rule  144A  Rule  144A  purchasers  must  be  qualified  purchasers  under  the  Investment  Company 

AppfcaZ  may  be  made  to  admit  the  securities  onastock  exchange f^ImM^**^^™*" 

LIBOR  Rate  on Tto  S,  A,  B,  C,  D  and  E  Notes  will  be  set  two  business  days  pnorto  the  Clostng  Date 

Approximately  three  years.  Callable  in  whole  on  or  after  April  2010  by  a  majority  vote  of  the  Income  Notes 

Starting  April  20 15  and  annually  in  April  thereafter  „n„,« 

Class  S  A  B  C  D  and  E  Notes  (if  issued)  at  par  plus  accrued  interest.  There  u  no  call  prem.um  to  the  Income  Notes 

April  2042  for  the  Senior  Swap,  Class  A,  B,  C,  D  and  E  Notes.  [August]  2012  for  the  Class  S  Notes 

T^e  Senior  Swap  Class  S  A.  B  C  D  and  F.  Notes  will  receive  premium  and  interest  payments  monthly  commencing  April  2007. 

tE  Senio  Swap  C  Z  I Z  B,  C  D  and  E  Notes  will  receive  principal  payments  and  reduce  outstandtng  prtnctpalornounts 

ItnS  comniendng  ApriV! 2007.  Income  Notes  will  receive  distributions  according  to  the  payment  waterfall  monthly, 

commencing  April  2007  A—jnnm 

10  bps  per  annum,  payable  senior  to  premium  on  the  Senior  Swap  and  payable  monthly,  commencing  Apnl  2007 

Th! Stag™  a  C,  and  D  Notes  are  expected  to  be  ERISA  eligible,  assuming  that  the  purchase  ts  not  a  prorub.ted  transacts  for 
the  purchaser 

Class  S,  Senior  Swap,  A  B,  C,  and  D  Notes  will  be  treated  as  debt 

The  Class  S,  Senior  Swap  and  A  Notes  (the  "Senior  Notes;')  voting  in  the  aggregate  unt.l  paid  in  full,  then  Class  B,  Class  C,  Class 

D  and  Class  E  Notes  in  that  order  until  each  Class  is  paid  in  full 

Single  name  credit  default  swaps  referencing  RMBS  securities 


Coverage  Test 


Expected  Closing  Date 
Values 


Minimum  Ongoing 
PC  Coverage  Requirement 


120.5% 
109.3% 
104.5% 
103.1% 


Senior  Overcollateralization  Ratio 

Class  C  Note  Overcollateralization  Ratio 

Class  D  Note  Overcollateralization  Ratio 

Class  E  Note  Overcollateralization  Ratio 

>.  The  Senior  Swap,  Class  A  and  Class  B  ratios  will  be  combined  and ^  »  *"»  ^frL  s  A.  B  C  D  and  E  Notes  but  before  any  payment  to  the  Income  Notes,  if  the  Class  E  Note  Overcollaterafeadon  Ratio  is 
1  After  regular  payments  of  premium,  interest,  amortization  and  praicipal  to  the  Seraor  Swap,  Class S ,  A,  BjC.  u  anot  no 
lessfhan  [101  4]%,  then  all  excess  interest  proceeds  will  be  paid  to  amoruze  the  prmopal  balance  of  the  Class  E  Notes 


116.5% 
106.5% 
102.4% 
101.4% 


Synthetic  Securities: 
Interest  Shortfall  Basis: 
Credit  Events: 


Default  Swap  Collateral: 


Pay-As-You-Go  ("PAUG")  ISDA 

Fixed  Cap  Applicable 

Writedown 

Failure  to  Pay  Principal 

rSIKiSSXhe  securities  deposited  with  Goldman  Sachs  in  exchange  for  Default  Swap  Collateral  DefauH 
^an  Collateral  w  lite  delivered  to  Goldman,  (i)  to  settle  any  Credit  Events,  (ii)  to  pay  Phys.cal  Settlement  Amount*  (in)  to 
pay  certaS^SecLy  Termination  Payments  and  in  exchange  for  Synthetic  Security  Counterparty  Pnnc.pal  Payments. 
KK  Collated  is  not  sufficient  to  settle  any  Credit  Event,  pay  any  Phys.cal    ettlement  A—,  or  to  pay  any 
such  Synthetic  Security  Termination  Payment,  generally,  the  Senior  Swap  Counterparty  will  pay  such  amounts. 


Nosecuritiesar.beingofcredby.hesesurr^^ 

mve^who  consita  purchasing  any  such  securities  should make  their  mvesbnen.  tan.  based  on^ fl^tte  "?5Srt^"hS£-S?»  offer  to  sell  or  the  solicitation  of  any  offer  to  buy  any  scainty  m 

SU  own  advisers.  This  material  is  for  your  private  informabon  and  we  are  no.  sobci^g  any  ^S^coSSle,  but  we  do  not  represent  ftat  it  is  accurate  or  complete  and  it  should  not  be  rehed  upon  as 

any  jurisdiction  where  such  an  offer  or  soliciuuion  would  be  dlegal.  Tte imatenal k  based  0 "^^^^^2mL  contained*  Oris  material  may  no.  pertain  to  any  secunhes  that  «U  actually  be  sold. 

suchrTaccepting  this  material  me  recipient  agrees  tat  it  wul  no.  distribute  or  provufc ^™^a^J^J^  .fleSedterem.  W.  make  no  representations  regarding  the  reasonableness  of  such  assumptions  or 

Th.  inflation  contained  in  this  material  may  be  based  "f^f^Sf™^ aS  to  nSsSS*«lW  upon  for  such  purposes.  We  and  our  affiliates,  officers,  directors,  partners  and 

the  likelihood  that  any  of  such  assumptions  wffl  coincide  wrth  actual  market  condrhons  or  ^^  ™™££  £»™  "hortpositior^and  buy  and  sett,  the  securities  mentioned  therein  or  denvahves  thereof  Cmcluduig 

employees,  including  persons  involved  in  the  preparation  or  issuance  of  ^^™* J™"^ £  ^SS  te  materS  regarting  anykssets  backing  any  securities  discussed  herein  supersedes  all  prior 

Ei^sT^^ 

opmions  and  other  tax  analyses)  relating  .0  .hose  benefits,  without  Goldman  Sachs  imposing  limitation  of  any  kmd. 


,„«„i  Tronimont  Don.  ioctpH  hv  nnlriman  Sachs 
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2^SSS».  -  1 W  rrtr^tKWS.  -  a  conSdentia,  M  so.e.y  for  the  Ptoses  of  «**,  -  »— 
'  offered  hereby.  The  information  contained  herein  may  not  be  reproduced  or  used  in  whole  or  in  part  for  any  other  purposes. 


Priority  of  Payments  -; 


to  the  payment  of  taxes  and  Cling  and  registration  fees  (including,  without  limitation,  annual  return  fees)  owed  by  the  Issuers,  if  any, 

Dates  shall  not  exceed  U.S.S  [  ]; 

pursuant  to  the  terms  of  the  Indenture,  to  the  payment  01  principal  tu  u.e  v.».  v  — •  • 

other  Notes; 

v.     to  the  payment  to  the  Liquidation  Agent  of  the  accrued  and  unpaid  Liquidation  Agent  Fee; 

vi.     to  the  payment  of,  pro  ram  (based  on  the  amount,  due)  (i)  the  Senior  Swap  Premium  and  (ii)  accrued  and  unpaid  interest  on  the  Class  A  Notes  (including  any 

Defaulted  Interest  and  interest  thereon); 
vii      to  the  payment  of  accrued  and  unpaid  interest  on  the  Class  B  Notes  (including  any  Defaulted  Interest  and  any  interest  thereon); 

shall  be  reduced  by  the  same  amount; 
ix.     to  the  payment  of  accrued  and  unpaid  interest  on  the  Class  C  Notes  (including  Defaulted  Interest  and  any  interest  thereon  but  not  including  Class  C  Deferred 
Interest); 

reduction  pursuant  to  this  clause  (x i  or  dausejCMi)  and  (xi.q  Deiow;  men nu. u  U.S.S[  1,050,000,000]  on  the  Determinate 

aTdSASSyment  of  principal  of  the  Class  C  Notes  until  the  Class  C  Notes  are  paid  in  full,  and  any  remamtng  Proceeds  to  the  payment  of  principal  of 
all  outstanding  Class  C  Notes  until  the  Class  C  Notes  are  paid  in  full; 

xL     to  the  payment  of  accrued  and  unpaid  interest  on  the  Class  D  Notes  (including  Defaulted  Interest  and  any  interest  thereon  but  not  including  Class  D  Deferred 
Interest); 

ln=^T^^^^ 

any  jurisdiction  where  such  an  ofler  or  solicitation  would  be  illegal  Tto ««M>M  on^bon  tt*» '|SSm£  tabWSm  this  material  may  not  pertain  to  any  securities  that  will  actually  be  sold. 

such.  By  accepting  this  material  the  recipient  agrees  that  it  will  not  distribute  or  provide  the  matenal  to  ™*  °»"  P"*°";  '^ZnJerein.  We  malM  „o  representations  regarding  the  reasonableness  of  such  assumptions  or 

Tne  infbrmahoCntained  in  this  material  may  be  based  on  ^sumptions ;«*** ^""  "^fSS  tSrtMtaS  SESSSn Tor  S p^SeTwe  and  ourTffZ.es,  officers,  direct,  partners  and 

the  likelihood  mat  any  ofsu*  assumptions  will  coincide  with  actual  market  «£»«  ^^^^^^SSk?«d  h?  SS»e  securities  mentioned  therein  or  derivatives  mereof  Cmchiding 

employees,  including  persons  involved  in  the  preparation  or  issuance  of  this  matenal  may,  from  tone  to  tone .have  ^SSSSffl dins  anyassets  backing  any  securities  discussed  herein  supersedes  all  pnor 

options).  Information  contained  in  mis  material  is  current  as  •'M*-^  ^ts^ckn^SSeS  S3hLise,  wfflfcsupLeded  by  toe  information  contained  in  any  final  Ottering 

information  regarding  such  assets.  All  information  m  Uus  Term  Sheet,  whemer  regardjr*  fte  assets  ££»«••?  "J™™ 1K  ^at,  subject  to  applicable  law,  you  may  disclose  any  Bid  all  aspects  of  any 

^fSti=^^ 

onions  andofter  tax  analyses)  relating  to  those  benefits,  without  Goldman  Sachs  imposing  hmitation  of  any  land. ^ 


/->^r,f.^an+ioi  Troatmont  Ronnpstptl  hv  Goldman  Sachs 
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Kill. 


XIV. 


A11  Nation  ,„  IMS  Term  Sheet,  whether  ^  -  ass* .  b-^  ^£^ZXZ^ZX£  2  ^^ JS.t'KJS 
3^tS=SSS^.K  S£^iatl-.»il.  on  a  «— .  -  solely  tor  -  P -P-  of  evaluate*  -  — 
^ed  he!eT"TinfoZation  contained  herein  may  not  be  reproduced  or  used  in  whole  or  in  pan  for  any  other  purposes. 

Swap  Reduction  Amount  for  such  Payment  Date  and  to  the  payment  of  pjgl  of the  ^^^^^^^S^JS^Si  the 
payment  of  principal  of  the  Class  B  Notes,  (in)  to  the  paymen  of  ^Xfctss  i  NmeS  ct  B Notes  tnTcU^s  C  Notes  and  the  Class  D  Notes  are  paid 
Outstanding  Notional  Amount  of  the  Senior  Swap  is  reduced  to  zero  and  the  Class  A  N<M,feU»  »""J  jd  .    m  ided  mat>  jf  ^ 

in  full  and^any  remaining  Proceeds  to  the  paymemof pr*c  iPal  of  £  -^  D-  -  ^  Senior 

principal  of  all  outstanding  Class  D  Notes  until  the  Class  D  Notes  are  paid  in  full; 

firs,,  (0  to  reduce  the  Outstanding  Notional  Amount  of  the  «^n^^ 

principal  of  the  Class  A  Notes  pursuant  to  the  Senior  Principal  Allocation,  up  to  the  amount specthed  m  cw .       t LI  >  use 

oftheC.assB  Notes  up  to  the  amount  specified  in  clause .(b)(2)  bdowrt.rd to  ^  J^J^f ^^£K^g-e  «nlt  ««P»1 » Ito 
(bX3)  below,  and/tan*,  to  the  payment  of  principal  of  the  Class  D  Notes  up  to  the  »^*«"*l£^^  ^  class  A  Addled  Overcollateralization 
Lslr"  of  (a)  the  Principal  Proceeds  for  the  related ^™^<^  to  or  Maintain  it  at  [122.5]'/,  plus 

Ratio  to  or  maintain  it  at  [lAi.npo,  pius  w  iu6 «™.»  ■••--- — i  --  — -  -;-  ';„♦.,;„  it  at  M  10  21%.  olus  (4)  the  amount  necessary  to  increase  the 

(3)me  amount  necessary  to  increase  theClass  C  Adjusted  Overcolaterah^^^^^ 

Class  D  Adjusted  Overcollateralization  Ratio  to  or  mutton  rt  at  W^^JHTSw  in  sub-clause  (a)  of  this  clause  (xiii) 
U.S.$[1,050,000,000]  on  the  Determination  Date  with  respect  to  the  elated  Payment  Date  then ,  owy  tne  class  A 

will  be  app.ied,^,  to  reduce  the  0«f^gN"on-^  Determination  Date 

r^t^^^ 

until  the  Class  D  Notes  are  paid  in  full; 

any  previous  lowest  amount  outstanding); 
xv.     tomepaymentofaccruedandunPaidimeres,ontheC.assENo 

Interest); 
„i      „,b,P,y„»„,.f,,«p.1orU,cC,.,,EN.,«,i.m.— ^ 

outstanding  Class  E  Notes  until  the  Class  E  Notes  are  paid  in  full; 

after  giving  effect  to  the  clauses  above  exceeds  any  previous  lowest  amount  outstanding); 

to  the  payment  of,  pro  rata,  (based  on  the  amount  due)  any  unpaid  Defaulted  Credit  Default  Swap  Termination  Payment,; 

firsts  to  the  payment  of  any  ™  accrued  ^  unpaM^ 

of  the  limitations  on  amounts  set  forth  therein)  in  the  same  order  of  priority  set ^  «*"*?  .^^nses  related  thereto)  payable  by  the  Issuers  not  paid 
thereto)  payable  by  the  Issuers;  second,  (b)  to  the  payment,  pro  rata,  of  ^."^^"^^ZZJr^S^  £*  above  in  clause  (iii);  and  third,  (c) 
pursuant  to  clause  (iii)  above  (as  the  result  o  the  *>^™^^*$£  "vlng^ect  oly  dTS  made  therein  on  such  Payment  Date  under 

Payment  Date  shall  not  exceed  U.S.$[  ]; 

to  the  payment  of  firs,  (i)  the  Cass  D  Notes  Amortizing  Principal  Amount,  and  second  (ii)  the  Class  E  Notes  Amortizing  Principal  Amount; 
xxiii      anyremainingamounttotheFiscalAgentfo^^^ 

Noseouritiesarebeingo^edbyth™^ 

investors  who  consider  purchasing  any  such  KOint.cs  should  make  to  mvesteeM dnura  based  <*&*«£*  ™^S  -B  mt  to  u  J^^t  „s  an  offer  to  sell  or  the  solicitation  of  any  offer  to  buy  any  secunty  m 
their  own  advisers.  This  material  is  for  your  private  mformation  and  we  are  not  ."^ngjny  ^g-^S^  but  we  ^  not  reprKnlt  tot  it  is  accurate  or  complete  and  it  should  not  be  rehed upon  as 
any  jurisdiction  where  such  an  offer  or  solicitation  would  be  dlegal  Tte ^^J^°1^T^ ^ZTtS Station  contained  in  this  material  may  not  pertain  to  any  securities  that  wJl  actually  be  sold, 
such  By  accepting  this  material  Ihe  recipient  agrees  that «  wul  not  debute  or, Pro"£<^^"T* ,2^1  effected  therein.  We  make  no  representations  regarding  the  reasonableness  of  such  assumptions  or 
The  mformatior,  contained  in  this  material  may  be  based  on  assumptions  regardmg  market  tapMcm^  ofter  rnahers  as  reueae^ met  f^  offiK^  ^^  ^^  ^ 

mSTood  ttta.  any  of  such  assumptions  will  coincide  wilh  acmal  market  conditions  or  evffl*  and ^maKnal  shouW  A-lWv  •»  m*  £««•     ^.^  ^  ^     „„  *      f  fmcluding 
employees,  including  persons  involved  in  the  preparation  or  csuance  of  tins  matenal  ™V,  Somtimeto  ^"g^S,  my  Lsefc  backing  any  securities  discussed  herem  supersedes  aU  pnor 
option!).  InfonS.  contained  in  this  material  is  current  as  of  the  dale  W*""!^ J"  S^^k^aTSStetoed  he^oTomLnse,  will  be  superseded  by  me  information  contained  In  any  final  Ofienng 
information  regardmg  such  assets.  AU  information  m  ttas  Tern.  Sheet,  whether  regardmg the  assets  backmgany  s^^^^,         ^  ^^  to  applicab,e  law,  you  may  disclose  any  and  all  aspects  of  any 

o^Sons  LXS M^l)  relating  to  those  benefits,  without  Goldman  Sachs  unposmgUmitat.onofanykmd. 


XV111. 


XIX. 


XXI. 


XX11. 
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AU  informal  fa  this  Term  She*,  whether  regarding  the  ass,,  backing  any  securities  J— ^,^J^^SSS  as  J^^J^ £ -1SSS 
Sf^TCtS  am^^^s^^  -V  for  ..  W-  *  «—,  the  u_ 

offered  hereby.  The  information  contained  herein  may  not  be  reproduced  or  used  in  whole  or  in  part  for  any  other  purposes. 


Hosec^beingon.redbymesesunmia,^^^^ 

m=x:^^ 

any  jurisdiction  where  such  anoffe  or  soheitahonwo^^^^ 

such.  By  accepting  this  material  the  reopient  agrees  that  tt  will  not  Astribute  or  prmde  fa ^nalmal  3^™"^^.  nVxaci  mereia  Wb  mix  n0  representations  regarding  the  reasonableness  of  such  assumptions  m 

The  information  contained  in  this  material  may  be  based  ™^*<™'W^™^™^A^^fJ£2  ^SriW i  for  such  purposes.  We  and  ouTaffiUates,  officers,  directors,  partners  and 

the  likelihood  that  any  of  such  assumptions  will  coinride  with  actual  market  condmons  or  everts,  and ■*£*£%  £Z  SS  Stay  andST the  securities  mentioned  therein  or  derivatives  thereof  Cmcluding. 

employees,  including  persons  involved  in  the  preparation  or  issuance  of  flus  matenal  may, J™*™"  ^SbZtom  ttuT S3 regardmg  anylssets  backing  any  securities  discussed  herein  supersedes  all  prior 

options),  information  contained  in  this  material  is  cunent  as  of  the  date  appeanng  on  this  ^^^^^^^^ed  S3merwise  will  be  superseded  by  me  infbrmation  contained  in  any  final  Ofiering 

ZnJLn  «,*  such  assets.  AU  information  in  this  Term  Sheet,  whether  regarding  the  assets  backing  any  senmlies  *^<*  •*«*  »™^. , .     Tlh,, ,   *  vou  __, «-  anv  and  aU  asoects  of  any 


information  regarding  such  assets.  All  information 


itually  agree  that,  subject  to  applicable  law,  you  may  disclose  any  and  all  aspects  of  any 


mtormauonregaroing  such  »«:■>.  ~*  uu.^».. . -—  - — ■*  ,"      •i.L__ln.  t»v  nr  leo.1  sdvice   hi  addition,  we  mutually  agree  that,  subject  to  appneame  law,  you  may  oisciose  my  ami  ou  ^i^u.  u,  ™ 

^tn^m^^bXeu^ 

opinions  and  other  tax  analyses)  relating  to  those  benefits,  without  Goldman  Sachs  imposing  limitation  of  any  land. 


/ 


r^nfiHantiai  Troatmpnt  Rpmifisted  bv  Goldman  Sachs 
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From: 
Sent: 
To: 
Cc: 

Subject: 


Herrick,  Darryl  K 

Thursday,  October  12,  2006  7:15  PM 

Lee,  Lira;  Shimonov,  Roman;  Mishra,  Deva  R. 

Fraser,  Bridget;  Ha,  Olivia;  Mui,  Malcolm  H;  Wisenbaker,  Scott;  Ostrem,  Peter  L; 

Recktenwald,  Sara 

RE:  RABO  Bank  on  Hudson  -  please  read  -  IMPORTANT 


Lira,    like   always   we    appreciate   the    focus    Glad  Mike   is   being  patient   with   his    need   for   a 
response  Absolutely  happy  to   get   on  this    call   tomorrow  Want   to  make    certain   if  we   go  down 
this    route    (which   will   be    fairly  long) ,    Mike   has    approval   to   execute   given   the    synthetic 
nature  of   the   collateral. 

We    can  discuss   with  Mike   tomorrow  if   that  works   and  get   a  better   feel    for  his    ability  to 
participate   Tomorrow,    my  schedule   is    calls    at    8,    9,    1,    3   and  3:30   and  can  get   on   the   call 
at   a   time   other   than   that  Thank  you 

Original  Message 

From:    Lee,    Lira 

Sent:  Thursday,  October  12,  2006  6:06  PM 

To:  Herrick,  Darryl  K;  Shimonov,  Roman;  Mishra,  Deva  R. 

Cc:  Fraser,  Bridget;  Ha,  Olivia;  Mui,  Malcolm  H;  Wisenbaker,  Scott;  Ostrem,  Peter  L; 

Recktenwald,  Sara 

Subject:  RABO  Bank  on  Hudson  -  please  read  -  IMPORTANT 

Importance:  High 

Just  had  a  really  good  heart-to-heart  with  Michael  Halevi,  who  was  very  understanding  of 
our  inability  to  provide  him  with  a  written  response  thus  far  to  his  questions  below. 
Rather  than   focussing  on  buying  a  tranche  GS  is  not  focussed  on  selling,  Halevi  wanted  to 
know  what  part  of  the  capital  structure  GS  was  going  to  be  focussed  on  because  jie^didn' t 
want  to  go  through  the  process 


Bottom  line: 

He  will  focus  on  getting  approvals  to  buy  a  chunk  of  Class  B  (Aa2/AA  rated)  tranch  as  his 
conduit  can  buy  down  to  single  A  rated  notes  but  he  was  uncomfortable  focussing  on  Class 
Cs  since  this  was  synthetic  underlyer  which  would  be  difficult  for  him  to  get  approvals  on 
single  A  on  the  first  go  around. 

Next  steps: 

He  has  made  himself  available  for  a  call  any  time  tomorrow.   I  need  to  email  him  with 
availability  for  Darryl  or  someone  on  his  team  to  answer  his  below  questions  verbaUyso 
he  can  get  business  committee  approval  process  in  place  to  potentially  buy  the  MHHflM 
Please  come  back  to  me  asap  with  a  firm  time  for  us  to  give  him  a  call  tomorrow.   Once 
this  call  is  in  place,  he  will  try  submit  for  business  committee  approval,  and  if  it 
passes,  he  will  need  to  have  another  due  dilligence  call  with  his  credit  committee 
approval.   We  are  working  on  a  very  tight  timetable  with  Rabo  because  ^MMMJjj  W 

£■  ^^HHlfl  IB* 

Darryl  -  Ideally  we  would  like  you  to  be  on  the  call  since  you  already  know  Mike  Halevi 
well.   Can  you  please  get  back  to  me  asap  with  available  time  slots  for  us  to  have  a  call 
with  him  tomorrow?   Tjamls 


Original  Message 

From:  Halevi,  M  (Michael)  [mailto:Michael.Halevi@rabobank.com] 

Sent:  Friday,  October  06,  2006  5:45  PM 

To:  Ha,  Olivia 

Cc:  Lee,  Lira;  Fraser,  Bridget;  Bazoian,  J  ( Jef f ) ;  0' Keefe,  M  (Mark);  Asadi,  EK  (Eraj) 

Subject:  Hudson  Mezzanine  Funding  2006-1 


Olivia, 


■  =  Redacted  by  the  Perm  nnent 
^Subcommittee  on  Investigations 


Confidential  Treatment  Requested  by  Goldmar 


Permanent  Subcommittee  on  Investigations  | 

Wall  Street  &  The  Financial  Crisis 

Report  Footnote  #2578 
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Footnote  Exhibits  -  Page  5260 

Before  we  can  determine  whether  the  A2  note  is  a  suitable  investment  for  Nieuw  Amsterdam, 
it  would  be  helpful  if  your  structuring  team  could  provide  answers  to  the  following  'big 
picture'  questions. 

A)  It  is  understood  that  Goldman  Sachs  will  act  as  liquidation  agent  and  as  such  is 
required  to  liquidate  any  asset  that  is  downgraded  below  Ba3  or  BB-.  What  I'd  like  more 
clarity  on  is  how  transitional  risk  can  be  quantified.  It  seems  as  if  we'd  have  to  assess 
the  historical  transitional  ratings  of  mezz  RMBS  against  market  spreads  alongside  the 
adequacy  of  loss/default  coverage.  Do  you  have  a  'worst  case'  example(s)  of  how  much 
subordination  can  be  lost  from  a  deteriorating,  but  non-defaulted  mezz  tranche.  Further, 
why  is  Goldman  afforded  up  to  12  months  to  sell  a  credit  risk  asset? 

B)  How  is  the  'tail'  risk  on  the  A2  note  mitigated  as  all  subordinate  notes  may  be  paid 
down  prior  to  our  note? 

C)  Explain  how  "credit  risk"  trading  occurs  for  an  index.  The  PAUG  structure  for  single- 
name  CDS  is  understood. 

Enjoy  the  holiday  weekend. 

Regards, 
Michael  Halevi 
Rabobank  International 
24  5  Park  Avenue 
New  York,  NY  10017 
Ph  212  808  6962 
Fax  212  309-5120 

Original  Message 

From:  Ha,  Olivia  [mailto:01ivia.Ha@gs.com] 

Sent:  Thursday,  October  05,  2006  1:30  PM 

To:  Asadi,  EK  (Eraj);  Halevi,  M  (Michael);  O'Keefe,  M  (Mark) 

Cc:  Lee,  Lira;  Fraser,  Bridget  ,_,,,./„«» 

Subject:  GS :  Hudson  Mezzanine  Funding,  2006-1  Ltd.  —  New  Issue  Announcement  (144a/RegS) 

(external)  [T-Mail] 

Hudson  Mezzanine  Funding,  2006-1  Ltd.  —  New  Issue  Announcement 
(144a/RegS)  (external) 

Lead  Manager  &  Sole  Bookrunner:  Goldman  Sachs  Liquidation  Agent: 
Goldman,  Sachs  &  Co. 
$2.0bn  Static  Mezzanine  Structured  Product  CDO 


Class 

Size ($mm) 

%Deal 

Mdy/S&P 

WAL(y) 

Init  OC 

Guidance 

s 

[  ] 

N/A 

Aaa/AAA 

[2.8] 

N/A 

N/A 

Sen  Swp 

1,200 

60.0% 

Aaa/AAA 

[3.7] 

166.7% 

N/A 

Al 

150 

7.5% 

Aaa/AAA 

[2.0] 

133.3% 

lmL+TBD 

A2 

150 

7.5% 

Aaa/AAA 

[6.0] 

133.3% 

lmL+TBD 

B 

160 

8.0% 

Aa2/AA 

[5.1] 

120.5% 

lmL+TBD 

C 

100 

5.0% 

A2/A 

[5.2] 

113.6% 

lmL+TBD 

D 

150 

7.5% 

Baa2/BBB 

[5.2] 

104.7% 

lmL+TBD 

E 

30 

1.5% 

Bal/BB+ 

[5.3] 

103.1% 

1ML+TBD 

PS 

60 

3.0% 

Not  Rated 

N/A 

N/A 

**CALL  DESK** 

Termsheet,  Debt  Marketing  Book  &  Warehouse  Portfo  <<Hudson  Mezz  Debt  Book 
Announcement. pdf»  1  «Hudson  Mezz  Termsheet  Announcement . pdf»  i  «Hudson  Mezz  Funding 
2006-1  WH  Asset  Portfolio. xls»  o  1  Attached 

Expected  Timing: 

Price  Guidance  &  Red  -  w/o  Oct  16 

Pricing  -  w/o  Oct  23 

GS  Structured  Products  Global  Syndicate 

Asia:  Omar  Chaudhary,  Jay  Lee,  &  Hirotaka  Sugioka  +81  (3)  6437-7198 
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Europe:  Mitch  Resnick  &  Tets  Ishikawa  +44  (0)20  7774-3068  N.  America:  Bunty  Bohra,  Scott 
Wisenbaker,  Scott  Walter,  Tony  Kim  &   Malcolm  Mui  +1  (212)  902-7645 

Structured  Product  CDO  Desk: 

Peter  Ostrem  +1  (212)  357-4617  //  Darryl  Herrick  +1  (212)  902-9305 

Risk  Factors:  An  investment  in  the  securities  presents  certain  risks,  please  see  the 
Preliminary  Offering  Circular  for  a  description  of  certain  risk  factors. 

Disclaimer: 

This  material  has  been  prepared  specifically  for  you  and  contains  indicative  terms  only. 

All  material  contained  herein,  including  proposed  terms  and  conditions  are  for  discussion 

purposes  only.  Finali2ed  terms  and  conditions  are  subject  to  further  discussion  and 

negotiation. 

Goldman  Sachs  shall  have  no  liability,  contingent  or  otherwise,  to  the  user  or  to  third 

parties,  for  the  quality,  accuracy,  timeliness,  continued  availability  or  completeness  of 

the  data  and  information. 

Goldman  Sachs  does  not  provide  accounting,  tax  or  legal  advice;  such  matters  should  be 

discussed  with  your  advisors  and  or  counsel.  In  addition,  we  mutually  agree  that,  subject 

to  applicable  law,  you  may  disclose  any  and  all  aspects  of  this  material  that  are 

necessary  to  support  any  U.S.  federal  income  tax  benefits,  without  Goldman  Sachs  imposing 

any  limitation  of  any  kind. 

This  communication  shall  not  constitute  an  offer  to  sell  or  the  solicitation  of  an  offer 
to  buy  nor  shall  there  be  any  sale  of  these  securities  in  any  State  in  which  such  offer, 
solicitation  or  sale  would  be  unlawful  prior  to  registration  or  qualification  under  the 
securities  laws  of  any  such  State.  These  securities  are  being  offered  by  the  issuer  and 
represent  a  new  financing.  A  final  prospectus  relating  to  these  securities  may  be  obtained  • 
from  the  offices  of  Goldman,  Sachs  &  Co.,  85  Broad  Street,  New  York,  NY  10004. 

See   http://www.gs.com/disclaimer/email-salesandtrading.html  for  important  risk 
disclosure,  conflicts  of  interest  and  other  terms  and  conditions  relating  to  this  e-mail 
and  your  reliance  on  information  contained  in  it.   This  message  may  contain  confidential 
or  privileged  information.   If  you  are  not  the  intended  recipient,  please  advise  us 
immediately  and  delete  this  message.  See  http://www.gs.com/disclaimer/email/  for  further 
information  on  confidentiality  and  the  risks  of  non-secure  electronic  communication.  If 
you  cannot  access  these  links,  please  notify  us  by  reply  message  and  we  will  send  the 
contents  to  you. 


This  email  (including  any  attachments  to  it)  is  confidential,  legally  privileged,  subject 
to  copyright  and  is  sent  for  the  personal  attention  of  the  intended  recipient  only.  If  you 
have  received  this  email  in  error,  please  advise  us  immediately  and  delete  it.  You  are 
notified  that  disclosing,  copying,  distributing  or  taking  any  action  in  reliance  on  the 
contents  of  this  information  is  strictly  prohibited.  Although  we  have  taken  reasonable 
precautions  to  ensure  no  viruses  are  present  in  this  email,  we  cannot  accept 
responsibility  for  any  loss  or  damage  arising  from  the  viruses  in  this  email  or 
attachments.  We  exclude  any  liability  for  the  content  of  this  email,  or  for  the 
consequences  of  any  actions  taken  on  the  basis  of  the  information  provided  in  this  email 
or  its  attachments,  unless  that  information  is  subsequently  confirmed  in  writing.  If  this 
email  contains  an  offer,  that  should  be  considered  as  an  invitation  to  treat. 
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From: 
Sent: 
To: 
Subject: 


Kalavar,  Naina 

Monday,  October  15,  2007  2:06  PM 
Lee,  Lira;  Fraser,  Bridget;  Case,  Benjamin;  Shimonov,  Roman 
NAB//Hudson  Mezz  Update  2 


Conference  Call  -  round  2  ,  Hudson  Mezz 
Ben  Case 
Naina  Kalavar 


<  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


NAB  -How  will  the  most  recent  downgrades  affect  the  position?  ,..«*.,,_ 

Ben  -About  27%-28%  is  now  at  credit  risk  obligation  overall  a  total  43%  of  the  portfolio  affected  by  ratings  actions 

The  majority  names  that  look  the  worst  have  been  downgraded  except  a  handful  of  Alt  A  (moodys  said  this  would  be  their 

The  timing  of  the  agency  action  is  always  uncertain,  but  otherwise  this  is  not  a  huge  surprise  -  actually  surprising  that 
market  has  traded  off  on  higher  ratings  rather  than  BBB 

StaS  toTaik  about  transferring  liquidation  rights  to  3rd  party  experienced  ABS  CDO  collateral  manager  - 

Think  it  will  be  in  best  interest  of  investors  -The  credit  obligation  term  was  originally  written  in  with  expectations  that  it 

Liquidity  has  driedupso  market  priced  in  before  rating  change,  so  automatic  sale  feature  was  not  able  to  get  these 
assets  out  before  market  priced  in  the  decline 

Good  for  deal  for  several  reasons:  j„„i„,„  „„*  „Q» 

1  .Large  institutional  asset  mngr  will  be  able  to  access  more  liquidity  b/c  they  can  access  other  broker  dealers  and  get 

2°wen  keeping  the  deal  the  way  it  is,  the  decision  of  when  in  the  12  month  period  to  liquidate  could  be  better  handled  by 

an  experienced  manager 

3.  Potential  amendment  could  be  made  to  benefit  the  deal  by  giving  more  flexibility  to  agent 

Ben  -they  get  transferred  over  the  fees.  No  increase  in  fees  -  if  an  increase  was  needed,  this  would  influence  our 

decision  about  how  to  proceed. 

NAB  -  will  they  be  able  trade  into  new  names  . 

Ben  -  unlikely  to  amend  the  deal  to  add  new  names,  but  may  be  able  to  make  an  amendment  to  give  them  greater 

discretion  to  add  value  to  the  deal  and  to  loosen  other  restrictions  -  ie  the  12  month  mandatory  sale  requirement 

NAB  -  do  we  have  a  choice,  as  an  investor,  on  this  decision.  Do  we  have  a  say  in  the  choice  of  the  manager  t 

Ben  -  Not  yet  able  to  speak  about  specific  names 

NAB  -  What  role  would  GS  have?  We  don't  want  to  see  GS  disappear  from  transaction 

Ben  -  the  liquidation  agent  duties  would  be  assigned  -  we  would  not  have  discretion  in  the  process.  GS  is  involved  on 

ongoing  basis  in  terms  of  working  with  manger  and  trustee  to  make  sure  it  is  being  administered  properly,  structural 

advice,  strategic  advice  -  to  at  least  the  same  level  as  with  any  other  GS  structured  CDO. 

NAB  seems  to  doubt  the  idea  that  GS  would  not  be  able  to  get  as  good  bid/offers  as  a  3rd  party  would. 

Ben  -  brokers  will  prefer  to  deal  with  clients  and  give  them  much  more  consideration  than  they  would  another  broker 

NAB  -  are  there  any  credit  assets  that  the  trading  desk  considers  to  be  worthless? 

Ben  -  no  -  generally  they  all  at  least  pay  interest 

NAB  -  What  %  of  portfolio  is  being  priced  as  IO? 

NAB  -  Could  all  investors  come  together  and  come  up  with  a  repackaging  plan? 

Ben-  All  options  that  would  benefit  the  deal  are  being  considered.  Not  a  clear  way  to  restructure  that  would  benefit 

equally  all  investors  -  so  tough  to  get  unanimous  consent. 

NAB  What  is  the  recovery  on  sale  today  -  weighted  avg  price  of  the  28%  in  credit  risk? 

Ben  -80-90  bps  up  front  -average  recovery  will  be  1 5% 

NAB  -GS  holds  equity  piece,  have  you  written  that  off  completely 

Ben  -Looks  unlikely  that  equity  would  ever  receive  another  payment. 
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NAB  If  sold  off  all  28%  of  credit  risk  would  that  break  our  tranche  *,......       .  •      ^>  ,!(,l, 

Ber T-  Your  tranche  is  at  around  28.5%  -  this  sale  would  probably  result  in  23%  loss  and  the  Alt  A  that  is  not  in  cred.t  risk 
yet  also  assuming  15%  recovery,  but  there  is  a  little  extra  cushion  b/c  of  excess  spread  trapped  due  to  credit  risk 
provision-  this  tranche  is  probably  right  on  the  cusp 

Eton  -vStyof  SmeT^peSSc,  wait  and  see,  nothing  too  different  than  what  NAB  is  saying,  Limited  feedback 

on  transfer  of  liquidation  agent  has  been  positive 

NAB  -  GS  view  on  the  rest  (remaining  65%  of  portfolio) 

Ben  -  If  we  continue  to  see  home  price  declines,  these  could  decline  in  value.  If  home  prices  recover  -  we  may  see  a 

better  scenario 

Next  step  -  let  them  know  what  happens  with  the  liquidity  agent  change.  They  are  most  interested  in  removing  the  12 
month  forced  liquidation  term. 


From:  Kalavar.  Naina 

Sent:  Wednesday,  October  10,  2007  5:42  PM 

To:  Kalavar,  Naina 

Subject:  FW:  NAB//Hudson  Mezz  Update 


,  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Roman  Shimonov,  Bridget  Fraser,  Naina  Kalavar 


NAB:1 

GS:  Ben  Case, 

This  is  the  structure  giving  them  the  most  trouble,  interested  in  whether  it  will  be  restructure.  Last  spoke  in  July. 
Senior  OC  test  continues  to  fail.  None  of  underlying  securities  have  experienced  amortization  -  locked  out  for  3  yrs 
from  origination  on  each  security 

Based  on  the  definition  credit  risk  obligation  in  the  doc  (if  7  asset  (5%)  of  portf  have  been  down  graded  below  BBB) 
GS  as  liquidation  would  have  to  sell  with  in  12  months  of  the  down  grade  to  cred  risk  obligation  status 

NAB  -  are  you  currently  waiting  to  see  when  to  sell?  When  do  you  think  will  be  good  time  to  sell  these  assets? 
CB  -  Monitoring  market  conditions  and  the  assets  -  current  distressed  nature  of  the  assets  has  been  fully  priced  in 
and  has  not  moved  over  the  past  2  months  -  if  unwound  those  cds  it  would  be  at  80-90  points,  that  is  %  points  to  be 
paid  up  front  to  unwind  swap  -  equiv  of  20  cents  to  dollar  in  cash  bond  terms 

Across  entire  universe  of  loans  already  in  liquidation  -  been  generally  seen  50-60-70%  recovery  rates    Rates  are  not 
coming  back  high  enough  to  make  the  market  optomistic  that  bonds  will  come  back  to  recover  principle  and  on  the 
second  piece  of  the  pricing,  the  option  value  of  return  of  principle  -  mrkt  pricing  that  option  at  way  out  of  money. 

NAB  50-70%  recover  is  after  fees? 

CB  Yes,  it  is  ultimate  recovery  net  of  servicer  fees  and  costs 

NAB  -  is  it  tough  or  does  it  create  a  conflct  for  GS  to  try  to  get  info  from  the  servicer  since  this  it  is  a  synthetic? 
CB  -  We  have  cash  info  for  many  of  these  -  a  lot  is  released  pubically  -  we  use  databases  like  loan  performance,  or 
generall  averages  across  similar  loan  portfolios.  It  is  harder  to  get  specific  bond  and  underher  info.  The  aggregate 
stats  show  even  bleaker  outlook  -  that  we  are  expecting 

NAB  When  is  the  right  time  to  liquidate  the  assets?  F 

CB  -  We  are  focuss'eed  on  fundamentals  and  mrtk  technicals.  Lots  of  hedgefunds  have  shorts  on  these  names  -  the 
names  the  mrkt  is  pricing  as  most  distressed  were  driven  dramatically  lower  even  before  ratings  down  grade  -  mainly 
by  repeated  shorting  and  protection  buying  from  HF.  ..._,.„_,      i    .■    ,     « 

Our  view  that  there  is  upside  in  waiting  anf  evaluating  mtkt  conditions  before  liquidating.  Based  on  technicals  -  floor 
or  IO  value  is  stable.  We  think  that  the  shorts  may  get  impatient  -  minor  rallies  from  short  covering  -  domino 
effect/momentum  creates  a  rally  b/c  shorts  get  nervous  at  little  rally  —  this  provides  potential  upside  to  waiting  to 

Downside  of  waiting  -  if  foreclosure  timelines  shorten  across  country  and  IO  losses  value  -  media  and  govt  and 
regulation  seems  to  be  pushing  to  slow  the  forecosure  process,  which  skews  away  from  this  downside  risk 

MM  underlying  secties  locked  out  for  3  year  -  possibility  to  amending  deal  to  extend  the  liquidation  period 
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BC  -talked  briefly  if  we  thoquth  could  get  investor  consent  would  be  a  good  option  -  would  need  somewhere 
bi Leer ?  majority fysS  355  of  each  class  (41  investors)and  unanimous  depending  on  how  material  the 
change  is  judged  to  be 

^ef-^efow^  ejuityanddifferent  pieces  of  various  tranches  no  sure  exactly,  but  decent  size  and  number  of  clsses 
on  our  books 

Mino  physical  settlement  if  a  default  even? 
No  writedown  or  default  is  a  very  unlikely  to  have  phyical  settlement  =  prob  cash 


^^^S^^mI^X^b^  high  degree  of  uncertainty  about  whether  NAB  will  be  paid  off 
in  full  -  hard  to  say  -  range  of  scenarios 

■■»  is  significant  risk  premium  priced  in  b.c  of  liquididty  -  what  is  the  risk  we  are  facing  by  holding  out  vs  liquidation 

BC^hafd "to  say  b/c  market  conditions  are  uncertain  -  different  types  of  -  overall  large  amount  of  current  and 
future  sellers  of  risk  and  not  a  lot  of  buyers  -  so  this  influences  current  mark  to  market 

Range  of  reasonable  assumptions  -  a  number  of  scenarios  and  outcomes 

■P-  what  is  surveilance/monitoring  process-  have  loss  pools?  ,     -^      -    ~~  *~~*  *~  ***  **<* 

BcT  liquidation  agent  duties  are  run  by  CDO  team  ,  Ben  and  roman  et  al  -  work  with  mortgage  dept  to >  get  best 
resouces  to  fulfh  duties  -  trading  desk  to  understand  technicals  of  the  markets,  mortgage  research  and  strat  groups 
foSssed  on  funda  arid  quant  analysis  of  mortgage  credits  includiong  BBB  names  like  these,  other  .nteplay  wrth  mort. 

Group  =  loan  orignitors  and  serivicers  for  color  

Use  all  of  these  inputs  and  resources  to  be  most  effective  in  making  liquidation  decsions 

mm-  have  you  applied  your  loss  curves  to  this  portfolio  -  setting  liquidation  aside  : 

BC^  don't  have  one  base  case  loss  curve  for  each  pool  -  much  more  complex  given  number  of  moving  parts  and 
number  of  drivers  of  loss  curves 

mm-  what  if  we  wanted  to  break  the  analysis  based  on  specific  HPAs?  What  would  breajk  the  deal  in  terms  of  HPA? 

BC  -  dispersion  of  home  price  appreciation  vs  average  HPA  makes 

^■fran  vou  set  ud  mv  major  city/location  and  use  blanket  for  rest?  

BC^we  donfapply Standardized  HPA  across  multiple  areas  -  our  analysis  goes  down  to  individual  loan  level  and 
looks  at  different  scenarios 

■■fj- timina  -  when  would  we  know  if  we  would  experience  wite  down  of  principle 

BC^  when  the  assets  get  to  the  point  that  the  assets  that  are  going  to  be  writen  down  are,  and  the  one  going  to  return 
prin  have    and  have  gone  through  waterfuall  -  will  see  how  it  affects  your  payments  -  g.ven  the  3  yr  lock,  this  would 

tt£  ^^^S^SS^t  in  earlier  write  downs  -  event  of  default  -shortfall  of  interest  to  AAA 
and  AA  -  could  come  signif  earlier  than  the  return  of  principal  would  affect  a  write  down 

5SX^^^SS?«*  ™* underlier  assets  - administered  by  servicers  ■ loating  rate  payment  on 

CDS  due  to  write  down  and  prot  seller  has  to  make  payment  to  prot  buyer 

If  keep  failing  -  the  cash  will  be  diverted  to  senior  holders  and  there  will  not  be  cash  for  rest  of 
Write  downs  will  only  be  triggered  by 

Next  steps  -  monitoring?  Or  others?  _,..,.»•,.■■    -^n^ 

BC  -  actively  monitorign  the  performance  of  assets  and  market  conditions/potential  for  liquidation 
PotentS  alndment  to  max  liquidation  pd  or  other  beneficial  structural  change  -  looking  for  those ,  as  well,  but 
nothing  that  is  imenent  now  -  not  a  lot  of  great  options  yet.  Actively  seeking  possible  structural  changes 

■Bwatchlist  of  potential  risky  assets? 

Watch  headline  numbers  Roll  rate  of  loans  from  currentt  o  30  day  deli  30-60  60-90  and  how  many  go  into  foreclosure 

3    |  -  p.ww*°H  by  the  Permanent         I 
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and  what  recovery  is,  prepayment 

Harder  to  predict  rating  agency  downgrade  decisions 

MM-  so  basically  a  50%  chance  of  impairment  to  our  class? 
BC-  that  is  hard  to  pin  down  but  that  does  not  sound  unreasonable 


,if  impairment  do  you  think  it  will  be  all  or  nothing  or  somewhere  inbetween? 
-  thick  trannche  possible  for  some  but  not  total  impairmnt 


MM-  At  what  point  do  you  try  to  get  votes  for  an  amendment?  

Are  considerng  that  -  would  be  something  we  would  want  to  do  as  soon  as  we  believe  we  can  gather  critical  mass 

Mil-  is  it  possible  to  take  a  poll  of  the  investors  and  regroup 

We  are  trying  to  do  that  and  we  will  reach  back  put  to  you  when  we  have  other  info 

Minor  vs  material  amendment  -  how  long  would  that  deternination  take? 

That  is  in  deal  counsels  hands,  relatively  quick 

Are  their  fees  paid  out  of  the  waterfall?  .  , 

Yes  -  but  that  should  not  impact  whether  or  not  to  do  amendment  -  not  a  material  amount 

MB  What  about  rating  agencies  -  how  would  they  view  the  ammendment 

BC  -They  would  have  to  consent  but  are  likely  to  do  so  based  on  the  way  they  model  cash  flows  on  a  CDO 


.Mien  do  you  think  you  will  be  ready  to  discuss  options? 
Few  weeks  to  talk  to  all  investors  to  get  sense  of  whether  could  make  a  change  to  structure  - 

■■Could  you  please  follow  up  with  what  GS  holds? 

W^n?rtoVmakPeLS  you  are  making  restructuring  decisions  for  the  right  reasons  -  make  sure  serving  the  right  intersts 

Our  intended  goal  of  liquidation  agent  is  to  serve  the  best  interests  of  the  CDO  -  that  is  the  duty  of  liquidation  agent  - 
it  is  a  policy  and  process 

Did  GS  write  the  super  senior  swap? 

BC  -  no  we  don't  hold  risk  -  did  back  to  back  swaps  transferring  voting  rights  etc 


From: 

Fraser,  Bridget 

Sent: 

Wednesday,  October  10,  2007  9:13  AM 

To: 

Case,  Benjamin;  Shimonov,  Roman 

Cc: 

Lee,  Lira;  Kalavar,  Naina 

Subject: 

NAB//Hudson  Mezz  Update 

Natalie  Rutzell  called  in.  She  would  like  to  have  a  follow  up  conf  call  (from  the  last  one  in  July)  at  4pm. 
Hudson  Mezz  is  the  deal  giving  them  the  most  trouble  and  they  are  preparing  an  update  for  Credit. 

She  would  like  to  cover  the  following: 

-  Where  is  it  now?  Any  updates?  How  is  it  performing? 

-  Are  we  still  considering  to  sell  the  assets? 

-  Any  good  news  possible  if  govt  comes  through  package  -  how  will  it  perform  in  this  case.  They  know  it  is  lightly 

managed 

-  Any  possible  downgrades? 

Please  let  me  know  if  4pm  works  for  you. 


Bridget  Fraser 

Vice  President 

Derivative  Products 

Fixed  Income,  Currencies  &  Commodities 
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GOLDMAN,  SACHS  &  CO. 

1  New  York  Plaza  1 50th  Floor  I  New  York,  NY  10004 
Ph:  212  902  4960  Fax  212  493  9616 
Email:  bridget.fraser@gs.com 

©Copyright '2007  The  Goldma^ S^'Group^Ml  rights  reserved.  See  http7/www.RS  corWdisclalmer/email-salesandtratoB.htol  for 
L™t  risk  disclosure,  conflicts  of  interest  and  other  terms  and  conditions  relating  to  this  e-mail  and  your  reliance  on  informaUon 
S  "n  it  This  mes  age  may  contain  confidential  or  privileged  information.  If  you  are  not  the  intended  recipient,  please  advise  us 
SS^ delete  this2 message.  See  httpV/www^.Wdisclaimer/emaiV  for  further  information  on  «Bd«^>t X «d  ttanjta  of 
non-secure  electronic  communication.  If  you  cannot  access  these  links,  please  notify  us  by  reply  message  and  we  will  send  the  contents  to 
you. 
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From: 
Sent: 
To: 
Subject: 


Case,  Benjamin 

Friday,  November  09,  2007  5:36  PM 

Lehman,  David  A. 

RE:  What  r  next  steps  re:  liq  agent? 


Just  a  post,  I  received  the  transfer  and  amendment  docs  from  Sidley,  but  at  this  point  I'm 
going  to  wait  until  Monday  morning  to  send  to  MMI^HBi  for  their  sign-off. 

Original  Message 

From:  Lehman,  David  A. 

Sent:  Friday,  November  09,  2007  4:40  PM 

To:  Case,  Benjamin 

Subject:  Re:  What  r  next  steps  re:  liq  agent? 


Sounds  good  thx 
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Original  Message  

From:  Case,  Benjamin 

To:  Lehman,  David  A. 

Sent:  Fri  Nov  09  15:11:56  2007 

Subject:  RE:  What  r  next  steps  re:  liq  agent? 

Sidley  is  working  on  the  various  documents  related  to  both  the  Liquidatioi^Agent  transfer 
and  an  amendment  to  remove  the  12-month  forced  sale  (discussed  with  ■■■■Ml  and  that's 
the  amendment  they  want  to  pursue) .   When  we  get  the  first  drafts  of  the  docs  (I  spoke  to 
Sidley  this  morning  and  they  said  later  today,  so  should  be  soon),  we'll  send  them  to 
■■■■■■,  get  their  sign-off,  and  then  collect  the  consents  from  investors  and  rating 
agencies.   Once  ffBHi  signs  off  on  the  investor  consent  forms,  I'll  begin  speaking  to 
investors  -  first,  equity  and  super-senior  for  the  Liquidation  Agent  transfer,  and  then 
after  that,  the  other  investors  for  the  removal  of  forced  sale  amendment.   Will  need  to 
discuss  with  you  how  to  approach  MS  Prop  on  Hudson  Mezz  1.   Susan  Helfrick  in  legal  has 
already  reviewed  the  first  draft  of  the  Liquidation  Agent  transfer  docs. 

Original  Message 

From:  Lehman,  David  A. 

Sent:  Friday,  November  09,  2007  3:00  PM 

To:  Case,  Benjamin 

Subject:  What  r  next  steps  re:  liq  agent? 
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David  A.  Lehman 

Goldman,  Sachs  &  Co. 

85  Broad  Street   |   New  York,  NY  10004 

Tel:  212-902-2927   I   Fax:  212-902-1691 

e-mail:  david.lehman@gs.com 


Mob:    917- 
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122i  Ave  of  the  Amtrkas 
NitwYorlcNVlQOlU 


Morgan  Stanley 

February  29, 2008 


j  Mr.  Pablo  Salame 

i  Goldman  Sachs  &  Co. 

!  •  85  Broad  Street 

■  !  New  York,  MY  10004 

\  Dear  Mr,  Salame: 


We  are  writing  because  Goldman,  Sachs  &  Co.  ("GS")  has  breached  (and  continues  to 
SS  its  contractual  obligations  by  exercising  investment  discretion  „  e™*» jwnh 
its  role  as  Liquidation  Agent  for  Hudson  Mezzanine  Funding  2006-1 ,  Ltd.  (  Hudson  ), 
synthetic  CDO  transaction  structured  and  offered  by  GS  m  late  2006. 

A,  I  initidation  Agent  GS  is  currently  responsible  for  liquidating  approximately 
«  0  WOO  of  Selk  Risk  Obligati  J.  The  transaction  documents  clearly  ^tha 
GS  would  not  exercise  investment  discretion  in  its  role  as  Liquxda  ion  Agent  ^S^  not 
Yei  liquidated  a  single  Credit  Risk  Obligation,  notwithstanding  that  some  date  back  to 
So  The  GS  employee  handling  the  liquidation  has  exp lamed  this  by  stalmg 
fX  believes  the  price  for  these  obligations  will  increase  in  the  future  and  it  us  better 
for  the  deal  to  liquidate  these  obligations  at  a  later  date. 

We  believe  GS  has  breached  the  terms  of  the  Liquidation  Agency  Agreement  a^d  that  fe 
actions  as  Liquidation  Agent  are  contrary  to  the  disclosures  contained  m  the  OC.  in 
SdSn  as  S  of  GS  taking  on  the  role  of  an  "investment  advised  as  defined  under 
£  — tt'  Act  of  1940  ("Adviser's  Act"),  the  Credit  Default  Swap  with 
rles  a  violation  under  the  Adders  Act,  as  GS  «££^££ 
consent  to  act  as  Credit  Default  Swap   Counterparty  while  exercising  investment 


discretion. 


As  a  result  of  GS's  actions,  Morgan  Stanley  and  Hudson  have  aheady  suffered 
apVo* £*  S150  million  in  incremental  losses,  and  these  ^^^ZZ 
inrmKe  We  demand  that  GS  immediately  cease  exercising  investment  discretion 
rcg^g  w^enfo^uidate  the  Credit  Rsk  Obligations  and  proceed  to  hqutdate  these 
obligations  forthwith  as  required  by  the  Liquidation  Agency  Agreement. 


^pi^edtennsusedbut  not  defined  fa Ms  letter  ^  "^SK"0**  M  *  ^  ^^ 
Circular  for  the  Hudson  transaction  dated  December  3, 2006 (tbe   OC  ). 
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The  Transaction 

GS  offered  the  Hudson  transaction  as  an  unmanaged  synthetic  ABS  CDO  in  which 
Hudson,  among  other  things,  was  to: 

.    issue  approximately  $800,000,000  in  various  Notes; 

.  sell  credit  protection  to  Goldman  Sachs  International  ("GSI")  under  a  "pay  as  you 
go"  credit  default  swap  transaction  with  an  initial  notional  amount  ot 
$2  000,000,000  relating  to  a  portfolio  of  140  RMBS  securities  (the  ^redrt 
Default  Swap",  and  each  underlying  component  swap  on  a  particular  RMtto 
security,  a  "CDS  Transaction");  and 

•  buy  credit  protection  from  GS1  under  another  'pay  as  you  go"  swap  transaction 
with  an  initial  notional  amount  of  $1 ,200,000,000  to  fund  payments  that  could  be 
due  under  the  Credit  Default  Swap  in  the  event  amounts  available  from  the 
proceeds  of  the  Notes  pursuant  to  the  Collateral  Liquidation  Procedure  had  been 
exhausted  (the  "Senior  Swap"). 

The  Hudson  transaction  closed  on  December  5,  2006.  As  of  that  date  Morgan  Stanley 
Capital  Services  Inc.  ("MSCS")  purchased  the  Senior  Swap  through  Goldman  Sachs 
Capital  Markets,  LP  TGSCM")  by  entering  into  a  swap  transacts  with  GSCM 
3£l  Meed  and  exactly  mirroring  the  terms  of  the  Senior  Swap,  under  winch 
SIS among  other  things,  passed  through  to  MSCS  all  rights  of  the  Senior -Swap 
Cou7en>^y  to  act  in  incapacity  as  a  member  of  the  Controlling  Class  or  otherwise.  GS 
pro^Sd  SfoC to  Morga/stanley  in  connection  with  its  marketing  of  the  Semor  Swap. 

Amongst  various  other  roles,  GS  was  engaged  by  Hudson  to  act  as  Liquidation .Agent 

rTsuaS  to  a  Liquidation  Agency  Agreement  dated  December  5    2006     Under  the 

fe"  va^tSns  ofihe  Liquidation  Agency  Agreement,  OS  is  obligated  to  assign,  tenrunate 

or  otherwise  dispose  of  the  CDS  Transactions  relating  to  Reference  Obligations  which 

b^rTcTedh  rS:  Obligations  within  twelve  months  after  receivmg  notification 

thereof. 

Exercise  of  Investment  Discretion  Prohibited 

The  Hudson  transaction  documents  make  it  clear  that  GS  is  prohibited  fron JF™*^ 
Segment  advisory  services  or  exercising  investment  discretion  ™J™*^%£ 
role  as  Liauidation  Agent.  The  Liquidation  Agency  Agreement  states  that  tbe 
itziStion  XSnUO  ball  arrange  for  the  assignment,  termination  or  other  disposition  of 
pX^seS  by  folbwing ^procedures  in  Section?  hereof,  but  shall  have  noabihty 
o  luttr^  to  Sect  the  JsignmTnt,  termination  or  other  disposition  of  any  Pledged 
LSiTMball  not  provide  investment  advisory  services  to  the  Issuer  or  act  as  the 
ASSeS  manageAr  the  Pledged  Assets  and  (ill)  shall  not  have  fiducary  duties  to 
the  Issuer  or  the  Holders  of  the  Notes."  (Section  2(g)  (emphasis  added).) 
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Similarly,  the  OC  stales  thai  "[t]he  Liquidation  Agent  will  not  have  the  right,  ot.Ub 
obligation,  to  exercise  any  discretion  with  respect  to  the  method  or  price  of  any 
LsiLnent  termination  or  disposition  of  a  CDS  Transaction  that  references  a  Reference 
OW&Z  that  is  ...  a  CreTrT  Risk  Obligation;  the  sole  obligation ^of  the  l*F**™ 
A»ent  will  be  to  execute  the  assignment,  termination  or  disposition  of  such  CDb 
Traction  in  accordance  with  the  terms  of  the  Liquidation  ^"^JS^JX 
p.  46  (emphasis  added).)  The  OC  reinforces  this  pomt  tn  a  section  titled   No  tttoteal 
Marlgei^whieh  states  that"[t]he  Issuer  has  not  engaged,  and  will  not  engage,  a  collateral 
mSeTto  select  the  Pledged  Assets  ...  to  monitor  the  Pledged  Assets      or  to  consult 
Z7Z  IssuTw*h  respect"  to  the  Pledged  Assets,  including ^  -J^JJg- 
terms  of  any  disposition  thereof.  None  of  the  Liquidation  Agent  or  any  of  the* Jsic] 
Sates  Jm  pTovide  investment  advisory  services  to  or  act  as  an  advisor  to  or  an 
^ntofthe  Issuer  or  theSolders  of  the  Notes  ..."    (OC  p.  48  (emphasis  added).) 

The  Current  Dispute 

During  the  month  of  October  2007,  thirty-eight  Reference  ^^X^OO^S 
Realisations,  fcavfag  the  Hudson  transaction  ^«B»^«WM 
orioinal  notional  amount  of  CDS  Transactions  classified  as  Credit  Risk  Obligations. 
ReSnco  OwfgariL  have  continued  to  become  Credit  Risk  Obligate  over  ten*. 
£Sg  twenty-six  more  in  January  2008.  There  axe  <^J**™%* 
Z  ,000,000,000  original  notional  amount  of  CDS  Transactions  that  are  Credit  Risk 

Obligations. 

Morgan  Stanley  learned  in  December  2007  that  GS  had  appointed  Ben  Case  «ti*  GS 
emolovee  responsible  for  handling  the  Liquidation  Agent  function  tor  GS.  Smce  ftal 
2o"SS  Pearoe  has  consistently  requested  that  GS,  in  its  role  as  Liqwdatw. 
S^s!gt  termLte  or  otherwise  dispose  of  the  relevant  CDS  ^actior^fbrthw^ 
Mr  CasTS  consistently  resisted  Mr.  Pearce's  request,,  asserting  that  acconhng  to  his 
a^W&e  opS  time  for  the  Hudson  transaction  to  exit  the  positioned  not  ye 
^TtS i S  an  exercise  of  investment  discretion,  which  renders  GS  a  collateral 
Sa^gJ^d M5SS  -  -h  «•  *  violation  of  the  provisions  of  the  Liquidate 
Agency  Agreement.3 

A,  stated  above  Morgan  Stanley  believes  that  GS  has  breached  the  Liquidation  Agency 
trelt X    S  Vestment  discretion  over  the  liquidation  tkungo  there evant 

markets  will  rally  as  short  positions  are  covered. 

3 
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Morgan  Stanley  believes  the  OC,  upon  which  we  relied  in  making  our  decision  to  enter 
into  the  Senior  Swap,  contains  material  misstatements. 

Furthermore,  Morgan  Stanley  believes  Mr.  Case's  actions  have  resulted  in  GS  becoming 
an  "investment  adviser"  as  defined  under  the  Adviser's  Act.  While  GS  did  disclose  and 
receive  consent  to  act  in  the  dual  roles  of  Liquidation  Agent  and  Credit  Default  Swap 
Counterparty,  that  consent  and  disclosure  was  predicated  upon  GS  not  acting  as  a 
collateral  manager  or  exercising  the  sort  of  investment  discretion  that  Mr.  Case  has 
undertaken.  Therefore,  Morgan  Stanley  believes  that  the  informed  consent  required 
under  Section  206(3)  of  the  Adviser's  Act  for  GS  to  act  as  an  investment  adviser  and  for 
an  affiliate  to  act  as  Credit  Default  Swap  Counterparty  was  never  granted,  making  the 
Credit  Default  Swap  an  unlawful  transaction  pursuant  to  Section  206. 

As  a  result  of  GS's  breach  of  contract  and  violation  of  laws,  Morgan  Stanley  and  Hudson 
have  suffered  significant  incremental  losses.  These  incremental  losses  have  already 
reached  approximately  $150  million  and  could  increase  substantially  in  the  future. 

Conclusion 

At  this  time.  Morgan  Stanley  is  demanding  only  that  GS  fulfill  its  contractual  duties  as 
required  by  the  Liquidation  Agency  Agreement  and  assign,  terrninate  or  otherwise 
dispose  of  the  relevant  CDS  Transactions  forthwith.  However,  Morgan  Stanley  reserves, 
all  rights  and  remedies  arising  from  the  various  contractual  breaches  and  violations  of 
law  by  GS  arising  from  or  in  connection  with  the  Hudson  transaction.  We  look  forwurd 
to  discussing  this  situation  and  how  best  to  resolve  these  issue  with  you  in  the  near  future. 


i 


John  Faulkner 

Managing  Director  and 

General  Counsel  of  Institutional  Securities 


cc:  Ms.  FranBermanzohn,  Goldman  Sachs 


4  The  level  of  investment  discretion  currently  being  exercised  by  Mr.  Case  also  raises  regulatory  questions, 
such  as  whether  Mr.  Case  is  subject  to  GS's  compliance  procedures  applicable  to  persons  actmg  as 
investment  advisers,  Esther  GS's  form  ADV  discloses  the  sort  of  advisory  services  provided  to  Hudson, 

-and  -whether  (and  when)  GS's  form  ADV  was  delivered  to  Hudson. 

5  Our  calculation  is  based  on  looking  at  the  level  ofthe  relevant  vintage  and  ratuig  category  of  ABX  on  U.e 
first  trading  day  a  Reference  Obligation  became  a  Credit  Risk  Obligation  and  comparing  that  level  to  toe 
relevant  ABX  level  on  February  27,  2008.  In  all  cases,  the  relevant  ABX  index  bad  dropped  between  the 


two  measurement  dates. 
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From:  Rosenblum,  DavidJ. 

Sent:  Thursday,  November  29,  2007  7:50  PM 

To:  Case,  Benjamin 

Subject:  RE:  TCW  -  Liquidation  Agent 


tx  for  post 


From:  Case,  Benjamin 

Sent:  Thursday,  November  29,  2007  7:04  PM 

To:  Rosenblum,  David  J. 

Subject:  FW:  TCW  -  Uquidation  Agent 


Just  wanted  to  make  you  aware  of  this,  since  it  might  come  up  in  your  dealings  with  TCW  --  we're  going  to  assign  our 
Liquidation  Agent  duties  to  TCW  on  the  5  static  ABS  CDOs  that  we  issued  last  year  (Hudson  Mezz  1 ,  Hudson  Mezz 
2,  Hudson  High  Grade,  Anderson,  and  Hout  Bay),  and  as  part  of  the  agreement  they're  going  to  share  30%  of  the 
fees  back  to  us.  Win-win  for  both  sides. 


From:  Case,  Benjamin 

Sent:  Thursday,  November  29,  2007  6:52  PM 

To:  Lehman,  David  A.;  Bieber,  Matthew  G.;  Sparks,  Daniel  L;  Bash-Polley,  Stacy;  Egol,  Jonathan;  Swenson,  Michael;  Saunders, 

Tim 
Subject:  TCW  -  Uquidation  Agent 

Dick  Loggins  and  I  just  spoke  to  Lou  Lucido  about  the  Liquidation  Agent  opportunity  and  offered  him  the 
opportunity  at  the  2nd  best  economic  proposal  shown  to  us  --  sharing  30%  of  the  fees  back  to  us  on  a  running 
basis  ($1 .1mm  annually  to  GS).  Lou  sounded  excited,  ran  it  by  Jeffrey,  and  called  back  to  say  they'd  like  to 
agree  on  those  terms,  subject  to  sign-off  by  his  legal  (they  looked  at  the  docs  during  the  first  round,  but  he  wants 
them  to  review  again  -  he  understands  the  docs  are  on  an  "as  is"  basis). 


Confidential  Treatment  Requested  by  Goldmar 


Permanent  Subcommittee  on  Investigations  | 
Wall  Street  &  The  Financial  Crisis 

Report  Footnote  #2594  I  GS  MBS-E-02 1876502 


Footnote  Exhibits  -  Page  5274 


From: 

Sent: 

To: 

Cc: 

Subject: 


Lee,  Lira 

Tuesday,  December  18,  2007  2:43  PM 

Case,  Benjamin 

Fraser,  Bridget;  Kalavar,  Naina 

FW:  Rabo  Enquiry 


Specific  questions  from  Doreen: 

Why  TCW  vs  other  liquidation  agent  potentials,  specifically  why  not  RABO? 

What  fees  will  TCW  receive? 

Can  you  please  call  me  when  you  have  a  second? 


From;  Lee,  Lira 

Sent:  Tuesday,  December  18,  2007  5:01  PM 

To:  Fraser,  Bridget;  Kalavar,  Naina 

Subject:  RE:  Rabo  Enquiry 


Spoke  to  Ben  Case. 

GS  is  soliciting  consent  to  assign  GS  role  as  liquidation  agent  to  TCW  bee  when  liquidation  agent  role  was  designed, 

it  was  very  "out  of  the  money";  now  when  the  risk  is  very  real,  it  is  much  more  efficient  to  have  a  sophisticated 

collateral  manager  bee 

(i)  TCW  can  access  better  liquidity  than  GS,  ie  get  bids  from  the  entire  street 

(ii)  real  asset  manager  can  pursue  further  amendments  to  the  doc  to  make  liquidation  more  efficient  bee  GS  is  not  an 

asset  mgr  under  the  investment  act  in  1940  and  cannot  act  investment  advisory  services  and  can't  act  with  optimal 

discretion 

Requires  approvals  of; 

both  rating  agencies  Moody's  and  S&P 

Simple  majority  (51%)  of  the  controlling  class  (SS  holders)  and  equity 

He  will  also  send  the  TW  OM. 


From:  Lee,  Lira 

Sent:  Tuesday,  December  18,  2007  4:42  PM 

To:  Case,  Benjamin;  Bieber,  Matthew  G. 

Cc:  Fraser,  Bridget;  Kalavar,  Naina 

Subject:  Rabo  Enquiry 


Doreen  Crawford  from  Rabo  called  asking 

1  -  Hudson  Mezz  -  whether  GS  was  potentially  seeking  an  amendment  on  indenture 

wrt  If  there  is  an  impairment  on  the  asset,  there  is  a  forced  liquidation,  which  may  not  be  the  best  for  the  deal 
Is  GS  the  other  50%  controlling  class  of  the  SS? 

2  -  Also,  Rabo  needs  the  indenture  for  TW,  she  has  OM  but  missing  indenture 


Lira  Lee 

FICC  Derivative  Products 

Fixed  Income,  Currencies  &  Commodities 

GOLDMAN,  SACHS  &  CO. 

1  NY  Plaza  I  New  York,  NY  10004 

Voice:  212.902.4960  II  Fax     :  212.346.4287 

Email:  lira.lee@gs.com 
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From: 

Sent: 

To: 

Cc: 

Subject: 

Attachments: 


Case,  Benjamin 

Wednesday,  December  19,  2007  4:54  PM 

Martin,  Nicole 

Lin,  Shelly 

Hudson  Mezz  2006-1  -  Morgan  Stanley  consent 

(Assignment  of  LAA)  Majority  of  Controlling  Class  -  Notice  and  Request  for  Consent.pdf; 
(Assignment  of  LAA)  Senior  Swap  Counterparty  -  Notice  and  Request  for  Consent.pdf;  MSCI 
Swap  -  Written  Direction.pdf 


Nicole, 

Attached  please  find: 

-  the  Notice  and  Request  for  Consent  forms  discussing  the  proposed  Liquidation  Agent  assignment,  which  are  addressed 
to  Goldman  Sachs  International  (who  faces  the  CDO) 

-  a  direction  letter  related  to  the  swap  we  have  with  Morgan  Stanley,  which  Morgan  Stanley  can  use  to  direct  us  if  they 
would  like  to  consent  to  the  proposed  assignment 

Please  ask  Morgan  Stanley  to  sign  the  direction  letter  and  fax  a  signed  copy  to  me  at  212-428-1211. 

If  they  have  any  questions  or  would  like  to  discuss,  please  let  me  know  and  we'd  be  happy  to  discuss  with  them. 

Regards, 
Ben 


(Assignment  of       (Assignment  of         MSCI  Swap  - 
LAA)  Majority  o...   LAA)  Senior  Swa...  Written  Direction.. 


©  Copyright  2007  The  Goldman  Sachs  Group,  Inc.  All  rights  reserved.  See  http://www.os.com/disclaimer/email- 
salesandtradina.html  for  important  risk  disclosure,  conflicts  of  interest  and  other  terms  and  conditions  relating  to  this  e- 
mail  and  your  reliance  on  information  contained  in  it.  This  message  may  contain  confidential  or  privileged  information.  If 
you  are  not  the  intended  recipient,  please  advise  us  immediately  and  delete  this  message.  See 
http://www.gs.com/disclaimer/email/  for  further  information  on  confidentiality  and  the  risks  of  non-secure  electronic 
communication.  If  you  cannot  access  these  links,  please  notify  us  by  reply  message  and  we  will  send  the  contents  to  you. 
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From:      Martin,  Nicole 

Sent:       Wednesday,  January  16,  2008  9:38  AM 

To:  Lehman,  David  A. 

Subject:  FW:  Tried  calling  with  david 

want  me  to  push  for  today. ...looks  like  he  would  rather  do  friday  as  he  is  in  london. 


From:  Pearce,  John  (FID)  [mailto:John.Pearce@morganstanley.com] 

Sent:  Wednesday,  January  16,  2008  12:36  PM 

To:  Martin,  Nicole 

Subject:  Re:  Tried  calling  with  david 

Fine  if  early.  9:30? 


Original  Message 

From:  Martin,  Nicole  <Nicole.Martin@gs.com> 

To:  Pearce,  John  (FID) 

Cc:  Lehman,  David  A.  <David.Lchman@gs.com>;  Fcrtcl-Kramcr,  Sue  <suc.fcrtcl@gs.com> 

Sent:  Wed  Jan  16  12:34:56  2008 

Subject:  RE:  Tried  calling  with  david 

ok.. .david  out  tomorrow. .friday? 


From:  Pearce,  John  (FID)  [maUtM.QtoPearce@mQrgaMtaiUex.comJ 

Sent:  Wednesday,  January  16,  2008  11:46  AM 

To:  Martin,  Nicole 

Subject:  Re:  Tried  calling  with  david 


Will  be  back  in  office  tomorrow.  Assume  this  is  Hudson  related. 


Happy  to  do  a  call  today  if  we  need  to  discuss  liquidation  strategy.  If'non  execution  related,  let's  do  it  tomorrow  when  I'm 
back  in  NY. 


Original  Message 

From:  Martin,  Nicole  <Nicole.Martin@gs.com> 

To:  Pearce,  John  (FID) 

Cc:  Lehman,  David  A.  <David.Lehman@gs.com>;  Fertel-Kramer,  Sue  <sue.fertel@gs.com> 

Sent:  Tue  Jan  15  16:45:29  2008 

Subject:  Tried  calling  with  david 


Understand  you  are  in  london.  ..want  to  try  to  do  a  call  from  london  tomorrow? 


Goldman,  Sachs  &  Co. 

One  New  York  Plaza  -  47th  Floor  I  New  York,  NY  10004 
Tel:  212-902-4570  I  Fax:212-493-0511   I  Mob:  201--""" 
e-mail:  nicole.martin@gs.com 

Goldman 
Sachs 


[ 
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Nicole  Martin 

Managing  Director 

Fixed  Income,  Currency  &  Commodities 


This  is  not  an  offer  (or  solicitation  of  an  offer)  to  buy/sell  the  securities/instruments  mentioned  or  an  official 
confirmation.  Morgan  Stanley  may  deal  as  principal  in  or  own  or  act  as  market  maker  for  securities/instruments  mentioned  or 
may  advise  the  issuers.  This  is  not  research  and  is  not  from  MS  Research  but  it  may  refer  to  a  research  analyst/research 
report.  Unless  indicated,  these  views  are  the  author's  and  may  differ  from  those  of  Morgan  Stanley  research  or  others  in  the 
Firm.  We  do  not  represent  this  is  accurate  or  complete  and  we  may  not  update  this.  Past  performance  is  not  indicative  of 
future  returns.  For  additional  information,  research  reports  and  important  disclosures,  contact  me  or  see 
https://secu.re.ms.com/servlet/cls.  You  should  not  use  e-mail  to  request,  authorize  or  effect  the  purchase  or  sale  of  any  security 
or  instrument,  to  send  transfer  instructions,  or  to  effect  any  other  transactions.  We  cannot  guarantee  that  any  such  requests 
received  via  e-mail  will  be  processed  in  a  timely  manner.  This  communication  is  solely  for  the  addressee(s)  and  may  contain 
confidential  information.  We  do  not  waive  confidentiality  by  mistransmission.  Contact  me  if  you  do  not  wish  to  receive  these 
communications.  In  the  UK,  this  communication  is  directed  in  the  UK  to  those  persons  who  are  professional  and  eligible 
counterparties  (as  defined  in  the  UK  Financial  Services  Authority's  rules). 


This  is  not  Mi  offer  (or  solicitation  of  an  offer)  to  buy/sal!  the  securities/instruments  mentioned  or  an  official  confirmation.   Moryan  Stanley  may 
deal  as  principal  in  or  own  or  act  a*,  market  males'  ior  securitiss/instruments  mentioned  or  may  advise  the  issuers.  This  is  not.  research  and  is 
not  from  MS  Research  but  it  may  refer  to  a  research  anaiyst/rssssrKh  report.  Unless  indicated,  these  views  are  the  author's  and  may  differ 
from  those  "of  Morgan  Stanley  research  or  others  in  the  Firm.  W*  do  not  reprewmt  this  is  accurate  or  complete  and  we  may  not  update  this. 
Past  performance  is  not  indicative  of  future,  returns,   for  additional  information,  research  reports  3nd  important  disclosure*,  contact  me  or  see 
bttDs://secure.ms.Cotn/serylet/cl5.  You  should  not  use  e-mail  to  request,  authorize  or  effect  the  purchase  or  salt;  of  any  security  or  instrument, 
to  trend  transfer  instructions,  or  to  effect  any  other  transactions.  We  cannot  guarantee  that  any  such  requests  received  via  e-mail  will  be 
processed  in  a  timely  manner.  This  communication  is  solely  for  the  addressee(s)  and  may  contain  confidential  information.  We  do  not  waive 
confidentiality  by  mistransmission.  Contact  ma  If  you  do  not  wish  to  receive  these  communications.  In  the  UK,  this  communication  is  directed 
in  the  UK  to  t.hoss  persons  who  are  professional  and  eligible  counterparties  (as  defined  in  the  UK  Financial  Services  Authority's  rules). 


Confidential  Treatment  Requested  by  Goldman  Sachs 


GSMBS-E-022164849 


Footnote  Exhibits  -  Page  5278 


To:        Pearce,  John  (FID)[John.Pearce@morganstanley.com] 

Subject:  RE:  Updates 

Sent:  Wed  1/16/2008  6:42:49  PM 

From:  Petrick,  Michael  (FID) 


Redacted 


- — Original  Message 

From:  Pearce,  John  (FID) 

Sent:  Wednesday.  January  16.  2008  1:31  PM 

To:  Petrick,  Michael  (FID) 

Subject:  Updates 


"".":  Redacted:".^ 


GS: 

Had  another  call  with  their  sr.  trader  about  GS's  liquidation  agent  role 
in  the  $1.2bb  HUDSON  deal.  They  insist  they  are  NOT  acting  as  a 
fiduciary  per  the  docs  in  this  deal.  Will  discuss  further  with  R. 
Ostrander  tomm. 


Redacted 
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To:        Lehman,  David  A.lDavid.Lehman@gs.com] 
Cc:       Martin,  Nico)e(Nicote.Martin@gs.com] 
Subject:  Hudson 

Sent:  Tue  2/5/2008  5:44:32  PM 

From:  Pearce,  John  (FID) 


please  call  when  possible  -  $969mm  now  eligible  to  be  liqudated  post  S&P  doewngrades. 


This  is  not  an  offer  (or  solicitation  of  an  offer)  to  buy/sell  the  securities/instruments 
mentioned  or  an  official  confirmation.  Morgan  Stanley  may  deal  as  principal  in  or  own 
or  act  as  market  maker  for  securities/instruments  mentioned  or  may  advise  the  issuers. 
This  is  not  research  and  is  not  from  MS  Research  but  it  may  refer  to  a  research 
analyst/research  report.  Unless  indicated,  these  views  are  the  author's  and  may  differ 
from  those  of  Morgan  Stanley  research  or  others  in  the  Firm.  We  do  not  represent  this 
is  accurate  or  complete  and  we  may  not  update  this.  Past  performance  is  not  indicative 
of  future  returns.  For  additional  information,  research  reports  and  important 
disclosures,  contact  me  or  see  https://secure.ms.com/servlet/cls.  You  should  not  use  e- 
mail  to  request,  authorize  or  effect  the  purchase  or  sale  of  any  security  or  instrument,  to 
send  transfer  instructions,  or  to  effect  any  other  transactions.  We  cannot  guarantee 
that  any  such  requests  received  via  e-mail  will  be  processed  in  a  timely  manner.  This 
communication  is  solely  for  the  addressee(s)  and  may  contain  confidential  information. 
We  do  not  waive  confidentiality  by  mistransmission.  Contact  me  if  you  do  not  wish  to 
receive  these  communications.  In  the  UK,  this  communication  is  directed  in  the  UK  to 
those  persons  who  are  professional  and  eligible  counterparties  (as  defined  in  the  UK 
Financial  Services  Authority's  rules). 
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WEDNESDAY,  2/13/2008  AT  11:30  A.M. 


Morgan  Stanley 


it's  Ben  Case. 


Hey,  Ben,  How  you  doing,  man? 


Good,  How  you  doing? 


Oh,  hanging  in.  Hanging  in.  Just,  you  know,  just  another,  I  wanted  to  sorta 
follow  up,  I  don't  know,  you  know,  how  obviously  we  talked  in  the  past,  and, 
going  through  these  things,  just  basically  calling  to  see,  you  know,  what  if  any 
updates,  you  know,  from  your  front,  how  you  see  the  market,  how  you're 
thinking  about,  this  trade,  the  eligible  assets,  the  timing,  the  state  of  the 
market,  you  know,  kinda,  kinda  similar  to  what  we  talked  about  last  week. 


Sure.  Well  let  me  give  you  my  current  thoughts.  I  mean  I'd  say,  in  general  I'd 
say  not  a  lot  of  new,  new  developments  or  new  information  - 


Yep. 


-  that's,  that's  affecting  our  current  strategy,  from  the  markets,  since  our  last 
conversation,  urn,  you  know,  in  terms  of  the  timing  of  the  liquidations  which  I 
know  is  the  point  that  you're  most  specifically  focused  on  - 


Yep. 


I,  you  know,  I'd  say,  kind  of  consistent  with,  with,  with,  uh,  the  conversation 
that,  kind  of,  uh,  topics  we  walked  in  our  last,  and  my  kind  of  thought  process 
that' we  walked  in  the  last  conversation,  I  mean  I  do  see  the,  the  wave  of  short 
covering  in  the  market  kind  of  continuing  to  proceed  - 


Yep. 


-  and,  you  know,  if,  you  know  kind  of  as  expected,  kind  of  helping  hold  up 
valuations  for  these  kind  of  assets,  even  where  the  ultimate,  you  know, 
fundamental,  you  know,  write  down  amount,  looks  bleak,  but,  you  know  not 
causing,  an  actual  uptick  in  prices  due  to  kind  of  a  variety  of,  of  other  market 
forces  that  are,  are  holding  levels  down.  And,  you  know,  the  farther  we  get 
into  the  short  covering  wave,  the  more  the,  the  balance  between  the  upside  of 

holding  longer,  versus  the  downside  of  holding  longer  -  
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Right. 


-  you  know,  the  risk  balance  in  holding  rather  than  liquidating,  you  know, 
changes  to  the  downside  - 


Umhum. 


So  I  think,  as  we  see  the  short  covering  wave  kind  of  continue  to  proceed  to, 
you  know,  far  enough  along  where  we  feel  like  that  balance  shifts  further 
enough  down,  you  know,  it's  gonna  get  to  the  point  where  it's  in  the  best 
interest  of  the  deal  to  start  liquidating  them  - 


Yep. 


You  know,  I  know  we've  talked  about  this  twelve  month  period,  you  know,  I 
can't  give  you  a  ton  of  specifics  or  predictions  cause,  as  you  know,  we're 
constantly  re-evaluating,  but  I  can  give  you  my  current  thought  is,  you  know,  it 
doesn't  seem  like  it's  gonna  take  till  late  in  the  twelve  month  process  for  the 
majority  of  these  assets  to  get  to  that  point  - 


Okay. 


-  you  know,  as  we  see  the  market  moving  along,  it  does  seem  to  be,  you  know, 
coming  noticeably  sooner  than  that,  so,  you  know,  we  do  see  that  in  progress 
we  do  see  it  moving  along,  and  I  think  it's,  you  know,  I  think  that's  gonna 
mean  the  liquidatings  are  gonna  come,  you  know,  kind  of  sooner  rather  than 
later  within  the  twelve  month  period  or  the  remaining  period  for,  you  know, 
each  asset,  but  exactly  what  time  frame  that  is,  you  know,  how  quickly  that  is, 
you  know,  will  be  governed  by  those  market  conditions,  it's  tough  for  me  to 
put  an  exact,  specific  answer  on  that  - 


Right.  Well,  I  mean,  look,  okay,  so  now  we're,  we're  what,  basically  a  billion 
dollars  now  'of  eligible  assets,  right?  A  lot  of  it,  you  know,  there  have  been  fits 
and  starts,  a  lot  of  it  came  on  in  October,  and  then  a  significant,  you  know,  big, 
you  know,  another  big  chunk,  you  know,  but,  you  know,  sort  of  sixty  percent 
October,  forty  percent,  you  know,  at  the  end  of  January  here,  you  know,  we 
don't  need  to  get  into,  you  know,  sort  of  my  feelings  about,  you  know,  what, 
you  know,  what  from  an  economic,  cost  standpoint  that's  meant  for  our 
position,  because  I  do  think  it's  significant  - 


I,  I  understand  that,  I 


And  that's,  and  it's  unfortunate 


understand  that. 
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So,  so,  and  look,  we've  gone  back  and  forth  a  lot,  I  wanna  try  to  keep  these 
discussions,  you  know,  constructive,  cause  I  wanna,  you  know,  I  don't  want 
you  to  be  dreading,  dreading  these  conversations  every  week,  or  whatever,  but, 
you  know,  I  think  that,  as  they,  as  they  come  in,  right,  give  me,  if  you  can,  you 
know,  one,  sort  of  a  way  that  you've  sort  of  thought  about,  you  know,  kinda, 
kind  of  the  market  from  October  till  now,  you  know,  it's  hard  for  me  to,  you 
know,  looking  at,  let's  just  look  when  I  talk  to  my  management,  for  example, 
about',  you  know,  the  trends  in  the  ABX,  and  the  price  movements  since 
October,  it's  difficult  for  me  to  just  sorta  go  back,  and  hindsight's  always 
twenty-twenty,  and  I  respect  that.  But  it's,  it's  difficult  to  go  back  and  sorta, 
sort  of  break  that  down,  so,  you  know,  just  in  general,  clearly  prices  are  down 
from,  from  where  they  were  when  these  assets  first  got  downgraded,  right,  so 
clearly  the  strategy,  if  it  is  centered  on  short  covering,  hasn't,  at  least  thus  far 
paid  off,  of  course  it  certainly  could,  you  know,  we  can  start  to  see  a  massive 
short  covering  rally  in  the  market,  no  one  would  welcome  it  more  than  I 
would,  but  it  may  or  may  not  happen,  and  then  second,  so  that's  part  one,  it's 
sort  of,  you  know,  your  overall  thought  process,  so  I  can  get  a  feel  if  you  can't 
give  me  specifics  on  liquidation,  at  least  I  can  get  a  feel  for,  for  your  thoughts. 
And  then  two,  if  you've  given  any  sort  of  thought  to,  from,  when  you  do  get  to 
the  liquidation  point,  if  you've  given  any  thought  to  how  you  would  actually 
execute  the  liquidation.  In  other  words,  I  don't  think  it  makes  sense  to  wait  to 
the  very  last  day  of  eligibility  and  then  sell  the  things  on  that  day,  right,  that's 
not  gonna  be  a  price  optimization  exercise  any  more  than  selling  it  on  the  first 
day  of  eligibility  would.  So,  you  know,  those,  I  think  those  two  things  right 
now  would  be  most  helpful  in  terms  of  me  thinking  about  kinda,  where  you 
guys  are  coming  from,  in  terms  of  thinking  about  this  role. 


Sure,  okay,  well  let  me  go,  let  me  address  both  of  those  things,  I  mean, 
certainly,  you  know,  since  I,  on  the  first  part,  kind  of  what  we've  seen  since 
October,  and,  you  know,  how  we  think  about  our  strategy  and  how  it's 
developed,  you  know,  I  mean,  certainly,  you  know,  it's  pretty,  pretty 
transparent  to  see  just  what  the  ABX,  oh  six  two  and  oh  six  one  - 


Yep. 


-  kind  of  [inaudible]  minus,  indices  you  know,  it's  cover,  a  good  portion  of  the 
portfolio,  you  know,  what  the  price  action  has  looked  like  over  that  time.  You 
know,  yeah,  I  think  it's,  you  know,  your  characterization  is  right  that,  you 
know[  over  the  course  of  this  time  and  starting  at,  you  know,  kind  of,  you 
knowi  the  beginning  of  the  time,  you  know,  sort  of  say,  starting  in  October  for 
the  majority  of  assets  that  were,  you  know,  were  downgraded  and  became 
credit  risk  obligations  - 


Yep. 


at  that  point  - 
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Umhum. 


You  know,  our  strategy  at  that  point  was,  you  know,  given  expected  market 
technicals  and  given,  you  know,  weighing  the,  you  know,  the  presented 
probability  prices  were  gonna  stay  the  same,  which,  you  know,  is,  you  know, 
kinda  flat  to  the  deal,  I  mean  I'd  say  it's,  you  know  our  goal  is  sort  of,  is  to, 
you  know,  execute  this  in  as  responsible  a  manner  as  possible,  relative  to  the 
goal  that,  or  excuse  me,  relative  to  the  chance  that  the  prices  were  gonna  go  up, 
versus  the  prices  were  gonna  go  down  - 


Sure.  You  know,  I  understand,  you  guys  don't  have  a  crystal  ball. 


Eliminating  the,  eliminating  the  percentage  chance,  you  know,  the  probability 
chance  that  the  assets  were  gonna  stay  the  same,  and  comparing  kind  of  the  up 
versus  the  down  - 


Yep. 


-  you  know,  we  do  think  there  was  more  upside  than  downside,  and  it,  you 
know,  specifically,  you  know,  was  driven  by  our  expectation  of,  you  know,  our 
view  on  market  technical  flows,  which,  you  know,  it's  interesting,  cause  it's 
kind  of,  come  to  pass  and  it  hasn't,  I  mean,  if  you  looked  at,  you  know,  the 
flows  we  see,  and  exactly  these  kind  of  names  that  were,  are  credit  risk 
obligations,  these  kind  of  CUSIPS  - 


Umhum. 


-  you  know,  it  has  to  come  to  pass  that,  the  vast  majority  of  flows  are  from 
short  covering  rather  than,  you  know,  either,  either  new  long  initiation  or  new 
short  initiation  - 


Yep. 


You  know,  however,  it  did  not  cause  upward  price  action,  you  know,  due  to, 
you  know,  the  overall  downward  trend  in  prices  related  to,  you  know,  all  forms 
of  residential  credit  - 


Umhum. 


-  particularly  up  the  capital  structure,  you  know,  it  certainly,  driven  to  some 
degree,  you  know,  particularly  when  you  get  up  this  capital  structure  by  the 
new  remittance  report  and  housing  prices  and  other  fundamental,  data  that's 
come  out- 


Sure. 
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-  over  the  time. 


Yep. 


It's  driven,  you  know,  to  some  degree  by  other  kind  of  technical  market  factors 
such  as,  rating  agency  downgrades  and,  you  know,  the  S&P  actions  in  January 


Right.  And  throughout  this,  hold  on  one  second,  and  I  don't  mean  to  cut  you 
off,  I  appreciate,  obviously  all  this  color,  I  definitely,  you  know,  I  definitely 
want  to  try  to  get,  you  know,  into,  into  what's  how  you're  thinking  about  it, 
but  through  this  time,  you  were,  you  know,  getting  pri-,  like  when  these  assets 
become  eligible,  do  you  get  prices  on  them?  Like  how  do  you,  like  how  do 
you  judge  kind  of  where  the  market  is,  and  where  it  is,  cause  you're  not,  right  I 
know,  cause  we've  talked  about  this  before  too,  I  know  you're  not  part  of  the 
trading  desk,  right?  Your  are  separate,  cordoned  off  from  that  - 


Right. 


So,  how  do  you  get,  like,  what  is  the  process  from  which  you  continue  to 
evaluate  the  market,  are  you  just  looking  at  ABX,  or  - 


Sure,  well  to  be  clear  I  have  access  to  the  resources  and  color  of,  the  trading 
desk  is  also  part  of  - 


Okay. 


-  the  mortgage  department  here,  so,  it  is,  it  is  not,  it  is  not  accurate  to  say  I, 
don't  talk  to  those  guys,  or  I'm,  I'm  segregated  with  it,  a  function  that's 
independent  - 


Yep. 


It  is,  independent  in  its  decision  making,  but  all,  everything  they  can  offer  as 
an  input  - 


Yep. 


I  have  access  to.  So  I'd  say,  yeah,  my  color  on  market  pricing  and,  and  levels, 
comes  primarily  on  a  day-to-day  basis  from  our  trading  desk. 


Okay,  [inaudible]  cool. 


"Ben  Case  You  know,  I  say  secondarily  from  other  market  sources  you  know,  people  I 

talk  to  in  the  market,  you  know,  other,  you  know,  other  stuff  we  see  from, 

from  vou  know,  either  clients  or  other  dealers  or  other  parties  in  the  market, 
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you.know,  that's,  that,  adds  color  as  well,  but  the  primary  source  would  be 


Would  be  your  guy.  Now,  but  you  don't  have  like  I  do,  you  don't  have  street 
coverage,  right,  you're  not  sitting  there  talking  everyday  to  sales  people  at 
other  firms,  and  to  traders  at  other  firms,  or  are  you? 


That's  correct. 


You're  not.  Okay,  cool.  All  right.  So  I  mean  look,  going  forward,  we're,  you 
know  kinda,  gonna,  you  know  I  guess  take  under  advisement,  I,  just  so  you 
know!  my  opinion  stays  the  same,  I'd  like  to  see  a  bid  list  before  three  o'clock 
today  - 


OK. 


We're  gonna,  I  guess  take  it  under  advisement,  right,  and  consider  it  to 
evaluate.  Not  what  are  looking  sort  of,  you  know,  we  talked  the  last  time 
about,  we  hear,  you  know,  we  feel  like,  all  right,  we're  at  least  partway 
through  this  short  covering,  there  may  or  may  not  be  more  of  these  deals 
liquidating  as  we  go  into  event  of  default,  it  will  be  sort  of  a  tug  of  war 
between  those  two  guys,  you  know,  I  don't  want  to  put  words  in  your  mouth,  I, 
you  know,  that's  kind  of  what  I'm  thinking,  would  you  agree  generally  with 
that  statement? 


Yeah,  I,  I  do,  I  mean  I  think  the,  the  majority  of  the  flows,  you  know,  that  we 
estimate  we  will  see  on  a  going  forward  basis,  is  continued  short  covering,  and 
then,  you  know,  also,  to  whatever  extent  there  are  in  the  market,  you  know, 
CDO  liquidations  - 


Yep. 


And,  yeah,  I,  the  balance  between  those  two,  you  know,  kind  of  technically  it's 
probably  gonna  be  the  biggest  driver  of  pricing,  given  - 


Yep. 


-  you  know,  we  expect  those  two  phenomenons  to  be  the  vast  majority  of  flows 
in  these  exact  types  of  CUSIPS.  Yeah,  and  I  say  the  short  covering  wave  is, 
you  know,  it's  far  enough  along  that  it,  you  know,  it  feels  like  it's  closer  to  the 
end  than  the  beginning  - 


Sure. 


- 1  think  last  week  I,  you  know,  as  I  tried  to  amass,  kind  of  across,  you  know 
the  big  macro  guys,  how  much  of,  you  know,  their  position  that  they  want  to 
get  out  of  relatively  in  the  future,  have  they  already  gotten  out  of? 
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Yeah. 


And  I  think  it's  probably  beyond  half,  I  mean,  I  think  it's  somewhere  between 
fifty  and  sixty  percent  - 


Yep.  So  that's  kinda  where  it  was  last  week  when  we  talked,  right? 


Yeah,  I  mean,  maybe,  you  know,  maybe  it's  marginally 


Little  bit  more. 


Farther,  you  know,  we  haven't  seen  this  huge  amount  of  activity  in  the  last 


week- 


Yeah  that's  a  good  point 


obviously  the  conference  last  week  kept  things  slow 


Yep. 


Ben  Case 


So,  you  know,  as  that  gets  closer  to  the  end,  it's,  you  know,  the  upside  down, 
down  side  balance  changes,  I  would  also  say,  you  know,  yes  there  are,  I  think 
at  last  count  something  like  seventy-nine  ABS  CDOs  in  event  of  default  - 


Yep. 


and  we've  seen  a  handful,  but  it's  certainly  a  single  digit  number  • 


Yep. 


-  proceeding  with  liquidations 


Okay. 


And  it's,  you  know,  the  greater  the  likelihood  that  a  bigger  number  of 
magnitudes  of  move  forward  with  liquidations,  certainly  is  a  big  factor  in 
changing  the  upside,  downside  balance  - 


Sure. 


-  holding  versus  liquidating 


Yep. 


you  know,  I'd  say  it  is  not  my  expectation  that  imminently,  we  see  - 


-a  bunch  of  liquidations. 
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-you 


know,  a  lot  more  of,  the  seventy-nine,  that  have  not  started  liquidation 


Okay. 


immediately  starting 


All  right. 


But  I  do  think  the  farther  time  goes 


Sure. 


you  know,  on  the  margin,  the  percentage  chance  of,  that  happening  goes  up, 
and  the  percentage  chance  that  the  short  covering  will  affect  pricing  goes 
down,  which  is  why,  you  know,  I,  right  now,  given  all  that,  I  don't  see  it,  you 
know,  being  the  best  decision  to  wait  until,  very  late  in  the  twelve  months  - 


Right. 


I  think  it's,  you  know,  it's  gonna  be  noticeably  sooner  than  that.  And  it'll  be, 
you  know,  how  those  two  phenomenons  develop  whether  it's,  you  know,  two 
weeks,  a  month,  two  months,  whatever. 


We'll  see.  Now  what  about  fundamentals  side,  have  you  spent,  you  know,  any 
time  either  internally  or  externally  or  just  for  your  own  purposes,  thinking 
about  you  know,  things  like  this  lifeline  thing,  that  we  heard  yesterday,  or, 
you  know,  the  fact  that  the  HOPE  NOW  is  kind  of  up  and  running  and  actually 
executing  stuff,  I  mean,  do  you  have  any  expectations  for,  you  know,  maybe, 
not  for  this  particular  set  of  assets  but  for  the  market  more  generally,  you 
know,  any  hope  really  of  any  fundamental,  you  know,  given  the,  given  that 
we're' working  with  this  limited  time  frame  for  the  documents,  do  you  feel 
there's  anything  beyond  sort  of  the  technical  nature  of  the  markets  that  we've 
talked  about  in  the  past,  that  might  help,  or  is  that  sort  of,  you  know,  like  we're 
playing  with  technicals,  and  that's  the  nature  of  the  beast  at  this  point? 


You  know,  the  one  thing,  1  mean,  I  think  there  is  some  chance,  and  I  wouldn't 
necessarily  call  it  a  very  high  chance  - 


Yep. 


-  but  I  think  there  is  some,  you  know,  some  non-zero  chance  that,  through 
these  kind  of  programs,  there  will  be,  you  know,  a  reasonable  expectation  of 
the  market,  of  some  lengthening  of  the  foreclosure  process  - 


Okay. 
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■  and  for  the  10  value  on  these  kind  of  assets  - 


-  separate  from  technicals  moving  the  price  up  and  down,  you  know,  all  this 
stuff  in  terms  of,  loan  modifications,  and,  you  know,  moratoriums  on 
foreclosures,  and,  you  know,  pressuring,  you  know,  servicers  to,  push  for 
home  retention  - 


Yep. 


-  programs  as  a  bigger  priority  rela- 

Have  you  thought  about  interest  rates,  you  know,  does  that,  is  that  enough  to 
offset  the  lower  liable  running,  you  know,  the  points  up  front,  you  get  paid  to 
sell  the  protection  here,  what's  your  view  kinda  on  the  forward  curve? 


Yeah,  I  mean,  look,  you  know,  obviously,  you  know,  the  Fed  has  done  what 
it's  done,  you  know,  it's  down,  significant  from  where  it  was,  you  know, 
there's  more  of  that  priced  in,  I'm  somewhat  agnostic,  you  know,  kind  of  up  or 
down  on  the  forward  curve  from  what's  already  priced  in  - 


-  in  terms  of  future  Fed  action,  but,  you  know,  the  future  Fed  action,  I  mean, 
the  expectations  what's  already  priced  in,  you  know  I  think  it's  real,  and  I'm 
not- 


So  you  like  the  forward  curve.  You  don't  think  it's  been  - 


Yeah,  I  don't 


-  bent  out  of  shape. 


There's  not  a,  I  don't  have  a,  strong  view  yeahthat  the  forward  curve  is  bent  of 
shape  in  one  direction  or  the  other  - 


Okay. 


Ben  Case  -  that  would  affect  us. 

All  right.  So  last  thing  is,  okay,  let's  say,  all  right,  that's  all  great,  you  know, 
we  can  agree,  I  mean,  there's  a  lot  of  that  I  agree  with  you  with,  I'm  probably  a 
little  obviously  a  little  less  optimistic  about,  you  know,  at  least  the  short  term 
prospects  for  any  significant  return  of  principal  from,  you  know,  from  some  of 
these  initiatives  for,  at  least  this  pool  of  assets. 
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I  agree  with  that,  by  the  way,  when  I  talk  about  lengthening  the  10,  it's  really, 
you  know,  the  biggest  or  only  possible  factor,  you  know,  when  you  talk  about 
these  kind  of  programs  looking  at,  you  know,  what  chance  they're  gonna  affect 
increased  principal  levels  - 


Well,  especially  for  these  bonds,  right? 


Yeah,  exactly.  First  you  gotta  look  at  the  loan  pool,  and  it's,  you  know,  maybe 
it's  marginal,  but,  you  know,  whatever  effects  it  have  I  think  are,  gonna  take 
much  farther  off  the  time  for  the  market  to  get  comfortable  with,  and 
incorporate  in  the  pricing,  it's  not  a,  you  know,  immediate  next  few  months  - 


Yep. 


-  phenomenon,  and  yeah,  particularly  with,  you  know,  what  kind  of,  you  know, 
marginal  effects  it'll  have  at  the  loan  pool  level  relative  to  these  kind  of 
securities,  yeah,  I  don't  think  there's  much  or  any  impact  in  terms  of  changing 
expectations  for  principal  recovery  or  the  lack  thereof  on  these  securities, 


Which  is  really,  I  mean  that  would  be,  if  that,  I  mean  that's  really  the  key  to 
the,  of  a  big  change  in  price,  right,  I  mean,  that's,  you  know,  you  can,  we  can 
move  up  in  a  plus  or  minus,  three  or  four  or  five  point  range  on  technicals  and 
10  but,  to  get  any  kind  of  real  pop,  would  you  agree  that  we  need  some  sort  of, 
you  know,  some  sort  of  assumption  by  the  market  that,  hey,  wait  a  minute,  we 
might  be  missing  something  here,  maybe  losses  aren't  as  bad  as  we  think 
they're  gonna  be?  And  that  just  seems  pretty  farfetched  as  this  point. 


Yeah,  you  know,  yeah,  I  think  that's  right,  that's  obviously  gonna  be  much 
bigger  magnitude  than,  you  know,  the  10,  or  the  technicals,  you  know,  yeah, 
and  it's,  I  mean,  to  some  extent  if  you  have  a  given  security  in  the  markets, 
pricing  in,  you  know,  zero  probability  of  any  principal  recovery? 


Yep. 


Then  there's  only  one  direction  it  could  go,  but  1,  the  chance  that  it  could  move 
in  that  direction,  at  least  in  the  next  few  months,  you  know,  I  mean,  we're  not 
talking  about,  we  have  the  choice  here  to  wait,  you  know,  five  years  or  sell 
now  - 


Right. 


is  de  minimis  I'd  say. 


Okay.  All  right.  So  let's  switch  gears  now,  just  in  terms  of,  you  know,  all 
right,  let's  see  now,  1  don't  know  whether  it's  a  week,  or  two  weeks,  or  a 
month,  or  whenever  we  get  to  the  point  where  you,  you  know,  start  to  initiate 
this  process,  you  kinda  decide  that  it's  the  nffht  timr ,  what,  have  yo"  thought 
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about  the  actual  execution  at  all,  you  know,  is  it  one  big  list,  are  you  gonna 
react  to,  you  know,  maybe  actions  you're  seeing  from  a  customer  base,  you 
know,  are  there  certain  rules  regarding  the  publicness  of  the  execute,  like  how 
does  it,  have  you  thought  about,  you  know,  from  an  execution  standpoint  how 
you  think  you'd  optimize  value  once  you  decide  it's  the  right  time? 


Sure.  Let  me  give  you  the  automated  process 


Yep. 


-  that  we're  required  to  file,  and  then  I'll  give  you  a  couple  of  other  thoughts 
related  to  the  questions  you've  just  asked. 


Yep. 


Ben  Case 


We,  the  process  will  be,  we'll  go  out  with,  you  know,  one  or  more  lists  to  a 
minimum  of  three  nationally  recognized  broker  dealers  - 


Okay. 


-  making  markets  in  these  kind  of  assets  • 


Yep. 


-  at  the  time  we  go  out  with  it  - 


Yep. 


-  you  know,  I'd  say,  right  now  my  expectation  is,  there's  no  reason  to  limit  it 
to  three,  you  know,  that's,  you  know,  why  not  go  to  as  many  guys  as  possible 


Sure. 


-  as  many  guys  as  we  think  could  give  us  a  price 


Umhum. 


-  to,  you  know,  maximize  the  deal's  chances  of  getting  the  best  levels 


Right. 


-  so,  you  know,  it's  not  that  we  do  it  in,  you  know,  kind  of  one  off  negotiate  a 
private  transactions,  it  has  to  be  done  through  that  auction  process,  we  have  to 


Okay. 
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-  get  the  best  levels  of  all  we  get,  which  are,  you  know,  a  minimum  of  three 
solicitations  but,  you  know,  more  are  permitted  - 


Right.  But  just  like  any  manager  you'd  wanna  try  to  broaden  the  net  as  wide 


as  possible 


Yeah,  yeah,  absolutely,  that  - 


Okay. 


it's  in  the  best  interest  of  the  deal,  I  think. 


Okay. 


You  know,  in  terms  of  whether  it'd  be  driven  by,  you  know,  kind  of,  you 
know  flows  we  see  from  our  clients  on  the  flows  of  the  market,  I,  yeah,  I'd 
say  that's,  you  know,  just  in  terms  of  the,  you  know,  exact  implementation  of 
this  process,  you  know,  kind  of  all  the  color  that  we  see  and  that's  at  our 
disposal  you  know,  will  be  used  to  try  to  do  it  in  the  most  responsible  manner 


Now  the  reserve  levels  apply,  like  do  you  have,  you  know,  do  you  have  ability, 
okay  so  there's  a  decision  about,  okay,  we're  gonna  do  it  on  this  day,  and  then 
as  we  get  the  prices  in,  like  how  much,  you  know,  in  terms  of  evaluating  the 
prices  themselves,  I  don't  imagine  that  I,  as  a  participant  in  the  deal,  you 
know  just  like  the  equity  or  triple  A's  or  anybody  else,  but,  would  be  able  to 
opine'on  whether  or  not  you  should  hit  bids,  or  lift  off  or  some  protection, 
how  have  you  thought  about,  you  know,  reserve  levels  apply  in  sort  of  your 
decision  making  process  in  regard  to  the  actual  bids  when  they  come  back? 


Sure   You  know,  I'd  say,  there  is  no  formal  process  built  in  to  the  deal  by 
which  we,  you  know,  go  out  as  if  we're  starting  the  official  liquidation  process 
for  assets  - 


-  and  then  evaluate  the  reserve  level  and  then  pull  back.  You  know,  the  formal 
process  is,  you  know,  we  go  out  and  we  trade  at  the  best  level  we  get  - 


Okay. 


-  now  I  think,  you  know,  we'll  want  to  implement  that  as  responsibly  as 
possible,  and  certainly  we,  you  know,  we  do  have  the  ability,  to  outside  of, 
whatever  is  the  formal,  official,  you  know,  sale  process  - 


Yep. 
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-  prior  to  that,  go  out  and  solicit  levels  and  decide  not  to  trade,  so,  you  know, 
we,  I  don't,  I  think  when  it  makes  sense  for  the  deal,  we're  gonna  want  to 
implement  it  in,  you  know,  just  as  straightforward  a  manner  as  possible  - 


Yep. 


-  you  know,  but  we're  gonna  be  responsible  about  it,  too,  and  it's,  you  know, 
we  have  some  amount  of,  you  know,  decision  in  terms  of,  is  this  the  formal 
last  process  that  we're  going  out  with,  in  which  case  we're  required  to  sell  at 
the  best  level,  or  is  this  a  precursor  to  that,  in  which  case  - 


Right. 


-  you  know,  there's  no  requirement  on  what  we  do. 


So  there  could  be  some  level,  even  at  the  individual  line  item  asset  of,  you 
know,  decision  making  that  you  could  put  into,  okay,  you  know,  gees,  you 
know,  we're  not  gonna  sell  protection  on  this  thing,  you  know,  or  buy 
protection  on  this  thing  at  ninety-nine  and  a  half  points  up  front,  or  something 
like  that. 


Ben  Case 


Yeah,  I,  you  know,  yeah,  we're  gonna  want  to  be  responsible  about  it, 
absolutely,  and,  you  know,  the  other  thing  I'd  say  is  in  terms  of  how  much  do 
we  put  out  at  once,  you  know,  one  option  is  the  whole  thing  in  one,  one  slug  - 


-  but  we  certainly  also  have  the  ability  to  do  it  in,  you  know,  multiple  phases, 
you  know,  I  don't  have  a  final  decision  on  that  for  you,  and  that'll  certainly  be, 
you  know,  kind  of,  due  to  our  valuation  of  market  conditions  this  at  the  time, 
and  we'll  see  how  things  go  in  the  future,  but  my  feeling  is  right  now  that,  you 
know,  a  billion  is  a  big  list  to  put  out  in  one  day  - 


Yeah. 


-  and 


Didn't  have  to  get  to  a  billion,  baby. 


No,  well,  I  hear  ya.  But  it's,  in  terms  of  maximizing  the  - 


Yeah,  at  this  point  it  is  what  it  is. 


returns,  in  terms  of  maximizing  the  levels  we  get  back 


Yep. 
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-  it's  not  clear  to  me  that  putting  out  a  billion  or  frankly  anything  close  to  that, 
is  going  to  get  us  the  highest  levels  back,  so  in  terms  of  legging  into  with  some 
kind  of  responsible  manner,  and  certainly,  we  can  put  it  out,  and  - 


But  if  the  deal  doesn't  restrict  you  necessarily  from,  but  if  the  deal  doesn't 
necessarily  restrict  you  from  executing  on  price  X,  Y  or  Z,  why  wouldn't  you 
get  as  much  information  back  as  you  possibly  could  about  the  widest  net  of 
asset. 


Agree,  other  than  if  the  size  of  the  list  initially  affects  the  levels  the  guys  are 
willing  to  give  us. 


Okay.  So,  sort  of,  you  know,  along  the  lines  here,  it  sounds  like  I  have,  you 
know,  you  guys  are  gonna  be  involved  in  deciding  not  only  when,  but  at  the 
time  when  you  decide  it's  sort  of,  you  know,  how,  in  terms  of  list  size,  and 
then  even  at  the  line  item  level  there  may  be  some  level  of  decision  about,  you 
know,  about  price  points. 


Yeah,  and  I'd  say,  you  know,  look,  if  we're,  you  know,  if  we  wanna  do  it  in  a 
couple  of  phases  - 


Yep. 


- 1,  you  know,  my  thought  is  obviously  that,  you  know,  the  different  line  items 
that  are  gonna  be  at  the  highest  dollar  prices  or  lowest  points  up  front  - 


Yep. 


-  have  the,  you  know,  most  additional  downside  to  waiting  on  them 


Right. 


versus  the  ones  that  are,  you  know,  as  close  to  zero  or  a  hundred 


Sure. 


points  up  front 


yeah,  I  mean,  you  know 


there's  less  you  know,  if  you're  putting  those  worst  names  out  on  a  list  of  a 
hundred  million  or  billion,  there's  only  so  much  worse  the  price  can  get. 


Not  that  much  proceeds. 


Right. 
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A  billion  doesn't  get  so  scary  at  ninety-nine  and  a  half  up. 


So  if  we're  going  to,  you  know,  do  it  in  phases  rather  than  all  at  once,  it  would 
make  sense  to  me  to  try  to  maximize  value  where  there's  the  most  value  to  - 


Okay. 


-  to  be  maximized. 


Yeah. 


In  the  you  know,  early  part  of  that  rather  than  later  part  of  it. 


Okay. 


And  I,  you  know  - 


All  right. 


-  certainly  give  me,  you  know,  any  thoughts  you  have  on  anything  specific  I'm 
giving  you  like  that,  I  know  some  of  it  is  just,  you  know,  we'll  evaluate  it  and 
be  as  responsible  as  possible  at,  you  know,  as  we  do  it,  but  if  you  have  other 
thoughts  I'm  happy  to  hear  your  thoughts  too. 


Yeah,  I  mean  look,  I  think  the  key  first  step  is,  you  know,  I  need  to  know,  you 
know,  when  you  guys,  when  you  guys  decide,  or  when  you  decide  that  this  is 
the  time,  you  know,  I'm  more  than  happy  to  engage  in  discussions  with  you 
about,  you  know,  the  execution  side.  I  want  to  get  a  feel  for  it  today,  because 
we  haven't  really  spent  a  lot  of  time  on  that,  and,  it  does  sound  like  you  guys 
are,  it's  not  there,  at  least  getting  closer  to  being  there,  you  know,  which  is 
obviously  given  my  stance,  kind  of  music  to  my  ears,  and  again,  just  for  the 
record  I,  you  know,  I'd  be  happy  if  you,  if  you'd  call  me  later  today  and  told 
me  it  was  this  week,  and  at  that  time,  again,  more  than  happy  to  sort  of  talk 
about,  you  know,  the  execution  strategy  that  we  would  prefer  given  that,  you 
know,  look,  we  still,  we  do  that,  we've  been  selling  a  lot  of  stuff  lately,  we've 
gotten  pretty  good  at  that,  so,  that's  it,  but  this  is,  look  man,  this  is  helpful. 


Okay. 


All  right. 


Cool. 


So  we'll,  touch  base  with  you  again  next  week. 


Sounds  good. 
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All  right,  man. 


Bye. 


Bye. 


HANGUP 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Case,  Benjamin 

Thursday,  February  28,  2008  9:59  PM 

Fertel-Kramer,  Sue 

Martin,  Nicole;  Lehman,  David  A. 

Re:  MS  Prop  -  want  to  arrange  a  call  for  tomorrow  AM 


9:30 

Original  Message  

From:  Fertel-Kramer,  Sue 

To:  Case,  Benjamin 

Cc:  Martin,  Nicole;  Lehman,  David  A. 

Sent:  Thu  Feb  28  21:50:39  2008 

Subject;  Re:  MS  Prop  -  want  to  arrange  a  call  for  tomorrow  AM 

Let's  do  it  after  your  8:30  call.   What  time  do  you  estimate  that  to  be  over? 

Original  Message  

From:  Case,  Benjamin 

To:  Fertel-Kramer,  Sue 

Cc:  Martin,  Nicole;  Lehman,  David  A. 

Sent:  Thu  Feb  28  20:34:51  2008 

Subject:  Re:  MS  Prop  -  want  to  arrange  a  call  for  tomorrow  AM 

I  have  calls  at  8:30am  and  11am  tomorrow  morning  -  happy  to  do  a  call  with  JD  in  between 
or  anytime  in  the  afternoon. 

Original  Message — 

From:  Fertel-Kramer,  Sue 

To:  Case,  Benjamin 

Cc:  Martin,  Nicole;  Lehman,  David  A. 

Sent:  Thu  Feb  28  17:56:19  2008 

Subject:  MS  Prop  -  want  to  arrange  a  call  for  tomorrow  AM 

Ben, 

JD  from  MS  Prop  would  like  to  set  up  a  conference  call  with  you  for  early  tomorrow  morning 
are  you  available?   He'd  like  to  get  updates  on  the  following: 

1.  With  Quarter  end  approaching  -  sensitivity  on  all  SS  positions  -  he  wants  to  update 
everyone  internally  (particularly  on  Hudson)  2.  In  wake  of  recent  market  volatility  with 
unwind  of  Peloton,  wants  to  hear  your  market  view  at  this  point  (remember  last  call  we 
discussed  our  thought  that  market  was  going  to  rebound)  3.  JD  will  give  us  an  update  on 
where  they  stand  at  this  point 
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To:        Vanacker,  Vanessa  (FID)[\/anessa.VanacKer@morganstanley.com] 

Subject.  Re:  Updates 

Sent:  Thur  2/21/2008  10:05:36  PM 

From:  Pearce,  John  (FID) 


Perfect.  Do  we  have  a  spreadsheet  summary  of  this? 


—  Original  Message 

From:  Vanacker,  Vanessa  (FID) 
To:  Pearce,  John  (FID);  Feeney,  Ryan  (FID) 
Sent:  Thu  Feb  21  16:47:49  2008 
Subject:  RE:  Updates 


Using  ABX  changes  from  downgrade  date  to  today's  close  it  is  130.5mm. 

— Original  Message — 

From:  Pearce,  John  (FID) 

Sent:  Thursday,  February  21.  2008  8:34  AM 

To:  Feeney.  Ryan  (FID);  Vanacker,  Vanessa  (FID) 

Subject:  Updates 

^^^^"^™^-Redacted--^^^^^^r;^"^^ 

2.  Hudson:  we  need  to  determine  exactly  when  the  refobs  became  "credit  risk  obs".  I  believe  that  EMay 
did  some  work  here.  Once  we  do  this,  we'll  pick  a  relevant  ABX  benchmark  to  calculate  the  damages 
we've  suffered  by  GS  not  liquidating. 


Redacted 
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Goldman.  S3d18  &  Co  |  One  Hw  York  Ptoa  j  New  WJW  W  J £j 
Teh  212-902-2809  |  Fa»cS12-42B-1780  |  e-ma.l:  Jran.berman2ohna0s.com 

Frances  R.  Borrrtanzohn 
Managing  QSrecio? 
Deputy  Genara)  Counsel 


.Goklouin 
Swift  * 


March  10, 2008 


John  Faulkner,  Esq. 

Managing  Director  and 

General  Counsel  of  Institutional  Securities 

Morgan  Stanley 

1.221  Avenue  of  the  Americas 

New  Yorie.  New  York  10020 

Dear  John: 

I  ain  responding  Co  your  letter  of  February  29,  2W8  to  Pablo  Salame  of  Goto 
Sachs  rJ^uTng  Goldrnan"S  role  *  Liquidation  Agent  for  Hudson  Me^n.noFuftdmf 
S'l  Ud  rHudson-)  pursuant  to  a  liquidation  Agency  Agreement  between  Hudson 
and  Goldman  Sachs. 

A.  a  preliminary  matte,,  we  were  surprised  and  disappointed^  "*^J*g* 
containing  .such  serious  accusations,  without  any  prior  dialogue  among our native 
£gTPmfLionals.  We  have  always  tried  to  maintain  a  proiesstonal  worths 
nltiLhip  between  our  instimtions,  wl  our  iums  ^"7uwlJ^Si, 
Sat  onald  Uve  been  employed  constructively  before  such  a  letter  was  sent   It  would  also 
not  be  our  custom  to  have  our  lawyers  initiate  contact  through  your  business 
professionals. 

As  to  its  substance,  your  letter  Is  entirely  mistaken  in  Irs  suggestion  that  Goldman 

As  Mr  Faulkner's  letter  recognizes,  Section  2(b)  of  the  Liquidation  Agency  Agreement 
iSX^i'  ■**  Goldman,  acting  as  Liquidation  Agent,  has  up  to  twelve  months 
rw^SaSgn,  terminate  or  otherwise  dispose  of  Credit  ^,^^ZZ 
it  for  thai  purpose.  Obviously,  establishment  of  a  liquidation  period  or  that  *>««ion 
ConTemdJe^  and,  indeed,  embodies  Hudson's  informed  consent  -that  the  L.quula  ,on 
WenSnecessarily  exercise  judgment  in  determining  when  and  how  to  dtupo.e ^f 
cldi.  Risk  Obligations  assigned  10  it  for  .bat  purpose,  Bad  the  parties  intended  n 
req'u  e  disposition  in  some  kind  of  mechanical  manner  without  ^£^ttd 
jtmemeuts  or  timing,  the  heavily  lawycred  contract  would  have  read  very ^differently  and 
GoUiman  Sachs  may  well  havedeclined  to  undertake  Such  a .conMmned  role. 


3-tv: 
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John  Faulkner ,  Esq 


Page  Two 


March  1.0, 2008 


Nor  docs  this  expressly  intended  contractual, latitude  transform  Goldman  Sachs 
into  a  dcjfrio  "investment  adviser"  to  Hudson,  a*  you  suggest.  The  Agreement  (Section 
S)  in  fact  categorically  disclaims  that  Goldman  Sachs  or  its  affiliates  will  be  providing 
investment  advisory  services  or  otherwise  acting  us  an  adviser  or  fiduciary  to  Hudson  by 
virtue  of  its  IKjuiclatiou  services,  that  disclaimer  is  perfectly  consistent  with  discretion 
routinely  accorded  to  securities  brokers  in  Seeking  to  fulfill  their  obligation  to  obtain  die 
best  execution  possible  for  their  clients  without  making  diem  "investment  advisers.     We 
assume  that  across  Morgan  Stanley's  diverse  broker/dealer  businesses  mcludmg  to  the 

.  _  .   :          ,.       .        ..           .     «i    •.  ^_t__  -..  -  HfiiAntinrL  «rf»<wi*   u/Mir  firm  does  not 
extent  Morgan  Stanley  pmys  simnm  roiw  «»  o  uiiumai™-  »t,~— ,  ? -— 

Register  as  an  investment  adviser  and  follow  the  Investment  Advisers  Act  suuply  by 
virtue  of  exercising  such  judgment  »ndjumt^^ 

In  aii  events,  we  respectfully  reject  any  suggestion  thai  Goldman  Sachs  has  failed 
to  act  in  a  commercially  reasonable  manner  of  in  good  faith  in  attempting  to  achieve  an 
orderly  liquidation  of  the  Credit  Risk  Obligations  in  a  challenging  market  environment. 
To  the  contrary.  Goldman  Sachs  has  exercised  its  best  judgment  based  on  its  experience 
and  the  available  information  affecting  these  volatile  markets.  Wc  note  that  although  you 
clearly  disagree  with  Goldman  Sachs'  judgments,  you  do  not  appear  to  contend  that  those 
judgments  are  not  genuine  or  have  been  arrived  at  for  a  bad  faith  purpose. 

Finally,  we  see  no  purpose  at  this  lime  in  addressing  *  length  other  matters  raised 
by  vourietier',  including  its  sigmlicant  rruscharacterization  of  Mr;  Case's  statements. 
Morgan  Stanlev's  kick  of  standing  even  to  advance  many  portions  that  are  wnrun  the 
■exclusive  province  of  Hudson,  and  the  preclusive  effect  on  Morgan  Stanley --«  contentions 
wf  the  Agreement's  broad  exculpation  and  conflict  waiver  provisions  provide  sufficient 
response    Suffice  it  to  say  that  Goldman  Sachs  will  continue  to  perform  its  role  in  good 
faith,  and  we  truly  hope  rJiatMotgah  Stanley  will  not  escalate  this  mutter  into  a  needless 
legal  dispute  that  will  simply  increase;  the  costs  for  Hudson  and  the  holders,  given  the 
Agreements  indemnification  provisions.  We  are,  of  course,  open  to  the  views  of  Morgan 
Stanley  and  all  other  interested  parties;  in  this  transaction.  However,  while  it  is  obviously 
pasy  to  criticize  any  judgment  with  hindsight,  we  believe  that  it  would  be  more 
productive  in  die  future  if  Morgan  Stanley  simply  shares  its  own  informed  views  about 
ithese  markets  and  their  directions. 


Sincerely, 

■  /  ■/     -X 

/  / 

Frances R.  Bermanzohn 
Managing  Director 
Deputy  Genera!  Counsel 


•d-c  t — (? 
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From: 
Sent: 
To: 
Subject: 


Pearce,  John  (FID)  [John.Pearce@morganstanley.com] , 
Thursday.  March  27. 2008  6:10  PM 
Petrick,  Michael  (FID) 
3/27  recap 


Redacted 


Hudson:   received  a  list  from  GS  today  for  (PRO)  offer  tomorrow  «  1pm. 
$112mm  notional.   Although  this  is  the  first  list  we've  seen,  this  will 
bring  the  total  liquidated  to  5321mm/?lbb  eligible.   Great  job  by  Rick  0 
here. . . 


..Redacted;...!.' 


John  Pearce,  Managing  Director 

Morgan  Stanley  |  Fixed  Income 

1585  Broadway,  10th  Floor  |  New  York,  NY   10036 

Phone:  +1  212  761-2100 

John.Pearce@morganstanley.com 
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From:     Ostrander,  Richard  (LEGAL)  [Richard.Ostrander@morganstanley.com] 
Sent:       Monday,  March  24,  2008  12:20  PM 
To:  Littlejohn,  Darren 

Subject:  Re:  Hudson 

Darren: 

Let's  proceed  with  the  liquidation.  Pis  let  us  know  the  expected  timing.  Thanks, 

Rick 

Sent  from  my  Blacktierry  Wireless  Handheld 


Original  Message 

From:  Littlejohn,  Darren  <Darren.Littlejohn@gs.com> 

To:  Ostrander,  Richard  (LEGAL) 

Cc:  Bermanzohn,  Fran  <fran.berrnanzohn@gs.corn> 

Sent:  Mon  Mar  24  13:58:04  2008 

Subject:  Hudson 

Rick: 


Notwithstanding  our  conversation  on  Thursday,  I  am  forwarding  details  of  an  unwind  level  which  our  traders  put  together  today  (the 
email  from  our  trading  desk  is  pasted  immediately  below).  Please  let  me  know  if  you  have  any  questions. 


Kind  regards, 
Darren 


$9-00  bid  flat  for  the  hudson  mezzanine  1  super  senior  swap  ($91  points  upfront,  no  accrued) 

No  delta  exchange 

Subject  to  market  moves,  please  call  desk  to  trade  212  902  2927 

T+3  settlement 


NOTICE  ii  r»o»iwJ  in  «*w.  ;;!<>*««  clssftoy  «wJ "««>'  «*><**.  8«k>k  <fcwe  not  intend  to  mivn  cwfi&rfiftd&y  w  privites*.  Uw  of  -his  *maH  is  prohibH.ed  whim 
mo'jivjd  in  fcriw. 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Tarantino,  Jason 

Thursday,  March  20,  2008  2:11  PM 

eric.vasquez@bnymellon.com 

Lin,  Shelly;  Ficc-CDO-MO;  Case,  Benjamin;  Epshteyn,  Faina 

Re:  Hudson  Mezz  2006-1  -  Liquidation  Agent  trades 


Eric, 

I  just  left  a  VM,  we've  yet  to  receive  any  of  the  novation  requests.   Please  send  as  soon 
as  possible,  especially  it  being  an  early  close. 

Thanks 

Original  Message  

From:  Tarantino,  Jason 

To:  'eric.  vas^uezObn^inellon .  com1  <eric  s  vas^uez  Qbn^ip.ellon :  com> 

Cc:  Lin,  Shelly;  Ficc-CDO-MO;  Case,  Benjamin;  Epshteyn,  Faina 

Sent:  Thu  Mar  20  13:47:41  2008 

Subject:  RE:  Hudson  Mezz  2006-1  -  Liquidation  Agent  trades 

Eric, 

If  you  can  please  send  the  novation  requests  as  soon  as  possible,  if  you  have  not  already, 
thanks . 


Jason 


From:        Case,  Benjamin 

Sent:  Thursday,  March  20,  2008  1:00  PM 

To:    'eric.vasquez@bnymellon.com' 

Cc:    Lin,  Shelly;  Ficc-CDO-MO 

Subject:     Hudson  Mezz  2006-1  -  Liquidation  Agent  trades 

Eric, 

Attached  are  details  on  today's  liquidations  of  Credit  Risk  Obligations  from  Hudson 
Mezz  2006-1.   Trades  listed  with  Lehman  and  Deutsche  Bank  will  be  novations  —  please 
follow  the  same  novation  protocal  as  last  time.   Trades  with  GS  will  be  terminations. 
Trade  levels  are  listed  as  the  percentage  of  the  notional  amount  that  Hudson  Mezz  2006-1 
pays  to  the  counterparties  to  novate  or  terminate,  before  adjusting  for  accrued  interest. 

Please  let  us  know  if  you  have  any  questions  or  need  any  more  information. 

Regards, 

Ben 

«  File:  ABS  CDS  OWIC  3-20-08  -  trade  details.xls  » 

©  Copyright  2008  The  Goldman  Sachs  Group,  Inc.  All  rights  reserved.  See 
http://www.gs.com/disclaimer/email-salesandtrading.html  for  important  risk  disclosure, 
conflicts  of  interest  and  other  terms  and  conditions  relating  to  this  e-mail  and  your 
reliance  on  information  contained  in  it.  This  message  may  contain  confidential  or 
privileged  information.  If  you  are  not  the  intended  recipient,  please  advise  us 
immediately  and  delete  this  message.  See  http://www.gs.com/disclaimer/email/  for  further 
information  on  confidentiality  and  the  risks  of  non-secure  electronic  communication.  If 
you  cannot  access  these  links,  please  notify  us  by  reply  message  and  we  will  send  the 
contents  to  you. 
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Goldman,  Sachs  &  Co.,  as  liquidation  Agent 

85  Broad  Street 

New  York  NY  10004 

June  6, 2008 

To:  The  Issuers 
The  Trustee 
(Each  as  defined  in  the  Indenture  referred  to  below) 

Re:       Hudson  Mezzanine  Funding  2006-1.  Ltd.  -  Certain  Dispositions 


Reference  is  made  to  the  Indenture  dated  as  of  December  5,  2006  among  Hudson  Mezzanine 
Funding  2006-1,  Ltd.,  Hudson  Mezzanine  Funding  2006-1,  Corp.  and  The  Bank  of  New  York 
Trust  Company,  National  Association,  as  Trustee  (as  the  same  may  be  amended,  supplemented 
or  otherwise  modified  from  time  to  time,  the  "Indenture").  Capitalized  terms  used  but  not 
defined  herein  are  used  as  defined  in  the  Indenture. 

The  undersigned  is  the  Liquidation  Agent  under  the  Liquidation  Agency  Agreement.  The  first 
sentence  of  Section  2(b)  of  the  liquidation  Agency  Agreement  provides  that  the  Liquidation 
Agent  will  on  behalf  of  the  Issuer,  pursuant  to  the  terms  of  the  Liquidation  Agency  Agreement, 
assign,  terminate  or  otherwise  dispose  of  (i)  CDS  Transactions  held  by  the  Issuer  the  Reference 
Obligations  of  which  are  determined  by  the  Collateral  Administrator,  on  behalf  of  the  Issuer, 
pursuant  to  the  Collateral  Administration  Agreement,  to  be  Credit  Risk  Obligations  and  (ii) 
Delivered  Obligations. 

Attached  hereto  is  a  schedule  of  transactions  effected  pursuant  to  the  first  sentence  of  Section 
2(b)  of  the  Liquidation  Agency  Agreement  during  the  period  referred  to  in  the  schedule,  together 
with  certain  related  information. 

The  Liquidation  Agent  is  providing  this  letter  to  the  Issuers  and  the  Trustee  with  the 
understanding  that  the  Issuer  is  requesting  that  the  Trustee  promptly  deliver  a  copy  of  this  letter 
to  each  Noteholder. 

Very  truly  yours, 

Goldman,  Sachs  &  Co.,  as  Liquidation  Agent 


KYI  6516350V.2 
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and  under  the  exclusive  control  of  the  Trustee,  to  be  held  in  trust  for  the  benefit  of  the  Secured 
Parties,  as  described  herein.  To  the  extent  monies  deposited  in  a  trust  account  exceed  amounts 
insured  by  the  Federal  Deposit  Insurance  Corporation,  or  any  agencies  succeeding  to  the 
insurance  functions  thereof,  and  are  not  fully  collateralized  by  direct  obligations  of  the  United 
States  of  America,  such  excess  shall  be  invested  in  Eligible  Investments  pursuant  to  an  Issuer 
Order. 

ARTICLE  12 
DISPOSITION  OF  COLLATERAL  ASSETS 

Section  12.1     Sale  and  Removal  of  Credit  Risk  Obligations  and  Defaulted 
Obligations. 

(a)  Provided  that  no  Event  of  Default  has  occurred  and  is  continuing  and  subject 
to  the  satisfaction  of  the  conditions  specified  in  Section  10.5  as  applicable,  and  the  remainder  of 
this  Section  12.1,  the  Collateral  Manager  may  direct  the  Issuer  to  sell  Credit  Risk  Obligations, 
Defaulted  Obligations  or  equity  securities  or  assign  or  terminate  Synthetic  Securities  the 
Reference  Obligations  of  which  are  Credit  Risk  Obligations,  Defaulted  Obligations  or  equity 
securities. 

(b)  The  assignment,  termination  or  disposition  price  for  any  such  sale  or  removal 
of  a  Collateral  Asset  will  equal  the  fair  market  value  of  such  Collateral  Asset.  The  fair  market 
value  of  any  such  Collateral  Asset  will  be  the  highest  bid  received  by  the  Collateral  Manager 
after  attempting  to  solicit  a  bid  from  up  to  three  independent  third  parties  making  a  market  in 
such  Collateral  Asset,  at  least  one  of  which  is  not  from  the  Collateral  Manager;  provided  that,  if 
upon  commercially  reasonable  efforts  of  the  Collateral  Manager,  bids  from  three  independent 
third  parties  making  a  market  in  such  Collateral  Asset  are  not  available,  the  higher  of  the  bids 
from  two  such  third  parties  may  be  used;  provided,  further  that,  if  upon  commercially  reasonable 
efforts  of  the  Collateral  Manager,  bids  from  two  independent  third  parties  making  a  market  in 
such  Collateral  Asset  are  not  available,  one  such  bid  may  be  used  so  long  as  it  is  not  from  the 
Collateral  Manager.  The  proceeds  from  any  such  sale  of  Collateral  Asset  will  be  applied  as 
Principal  Proceeds  on  the  next  succeeding  Payment  Date  and  may  not  be  reinvested  in  other 
Collateral  Assets.  The  proceeds  from  the  disposition  of  a  Collateral  Asset  may  not  be  reinvested 
in  any  other  Collateral  Asset. 

(c)  Equity  securities  received  in  exchange  offers  shall  be  sold  as  soon  as 
commercially  practicable  in  the  Collateral  Manager's  reasonable  business  judgment.  Subject  to 
applicable  law,  the  Issuer  shall  use  commercially  reasonable  efforts  to  sell  any  Margin  Stock 
acquired  by  it  by  a  date  not  later  than  45  days  after  the  date  of  the  Issuer's  acquisition  of  such 
Margin  Stock.  The  limits  and  time  periods  provided  in  this  Section  12.1(c)  may  be  extended 
subj  eCt  to  satisfaction  of  the  Rating  Agency  Condition. 

(d)  If  no  Event  of  Default  has  occurred  and  is  continuing,  a  Synthetic  Security,  if 
eligible  for  sale  in  accordance  with  Section  12.1(a)  hereof,  shall  be  assigned,  terminated  or  sold 
(treating  such  assignment  or  termination  as  a  sale  for  purposes  of  this  Article  12)  as  directed  by 
the  Collateral  Manager  on  behalf  of  the  Issuer.  Any  cash  received  in  payment  of  principal  on  or 
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upon  the  liquidation  of  Default  Swap  Collateral  or  Synthetic  Security  Collateral  (net  of  any 
amounts  payable  to  the  Synthetic  Security  Counterparty)  shall  be  deemed  to  be  Principal 
Proceeds. 

(e)  The  Issuer  may  also, 

(i)  in  the  case  of  an  Optional  Redemption  by  Liquidation,  at  the  direction  of 
the  Collateral  Manager,  direct  the  Trustee  to  sell,  terminate  or  assign  and  the  Trustee 
shall  sell,  terminate  or  assign  in  the  manner  directed  by  the  Collateral  Manager  in  writing, 
the  Collateral  Assets  without  respect  to  the  limitations  of  Section  12.1(a),  (b),  (c)  or  (d) 
hereof  and  the  remaining  Collateral;  provided  that  the  requirements  set  forth  in  Sections 
9.1(a)  and  9.2  hereof  can  be  demonstrably  met  prior  to  any  such  sale,  and  that  the 
proceeds  from  such  sale,  determined  in  accordance  with  the  criteria  for  an  Optional 
Redemption  by  Liquidation,  will  equal  or  exceed  the  Total  Redemption  Amount,  and 
upon  such  sale  the  Trustee  shall  release  such  Collateral  from  the  lien  of  this  Indenture; 

(ii)  in  the  case  of  a  Tax  Redemption,  at  the  direction,  or  with  the  consent,  of 
the  Collateral  Manager  on  any  Payment  Date,  direct  the  Trustee  to  sell,  terminate  or 
assign,  and  the  Trustee  shall  sell,  terminate  or  assign  in  the  manner  directed  by  the 
Collateral  Manager  in  writing,  the  Collateral  Assets  without  respect  to  the  limitations  of 
Section  12.1(a),  (b),  (c)  or  (d)  above  and  the  remaining  Collateral;  provided  that  the 
requirements  set  forth  in  Sections  9.1(b)  and  9.2  hereof  can  be  demonstrably  met  prior  to 
any  such  sale,  and  that  the  proceeds  from  such  sale  will  equal  or  exceed  the  Total 
Redemption  Amount,  and  upon  such  sale  the  Trustee  shall  release  such  Collateral  from 
the  lien  of  this  Indenture;  and 

(iii)  if,  in  connection  with  an  Auction,  the  Collateral  Manager  receives  timely 
bids  (which  are  each  "firm  offers")  that  are,  in  the  aggregate,  at  least  equal  to  the 
Minimum  Bid  Amount,  at  the  direction  of  the  Collateral  Manager,  direct  the  Trustee  to 
sell,  terminate  or  assign  and  the  Trustee  shall  sell,  terminate  or  assign  the  Collateral 
Assets  in  the  manner  directed  by  the  Collateral  Manager  in  writing;  provided  further  that, 
the  procedures  set  forth  in  this  Indenture  and  in  Schedule  E  of  this  Indenture,  as 
applicable,  are  satisfied. 

Section  12.2    General  Cashflow  Swap  Agreement  Provisions. 

(a)  On  the  Closing  Date,  the  Issuer  shall  enter  into  a  Cashflow  Swap  Agreement 
with  Goldman  Sachs  International  as  initial  Cashflow  Swap  Counterparty,  provided  that  the 
Issuer  may  replace  the  Cashflow  Swap  Agreement  but  shall  not  enter  into  any  additional  hedge 
agreements  after  the  Closing  Date. 

Pursuant  to  the  Cashflow  Swap  Agreement,  on  each  Payment  Date  occurring 
through  the  termination  of  the  Cashflow  Swap  Agreement  in  accordance  with  the  Priority  of 
Payments,  the  Issuer  will  pay  certain  amounts  due  to  the  Cashflow  Swap  Counterparty  in 
accordance  with  the  Cashflow  Swap  Agreement  and  the  Cashflow  Swap  Counterparty  will  make 
advances  to  the  Issuer  in  accordance  with  the  Cashflow  Swap  Agreement. 
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(b)  The  Issuer  shall  ensure  that  the  Cashflow  Swap  Agreement  shall  provide  that 
the  Cashflow  Swap  Counterparty  will  agree  (a)  that  the  Issuer's  obligations  under  the  Cashflow 
Swap  Agreement  are  limited  recourse  obligations  of  the  Issuer  payable  solely  from  the  Collateral 
and  subordinated  as  set  forth  in  the  Priority  of  Payments,  (b)  to  a  standard  non-petition  clause, 
and  (c)  such  Cashflow  Swap  Agreement  shall  be  governed  by,  and  construed  in  accordance  with, 
the  laws  of  the  State  of  New  York. 

(c)  Pursuant  to  the  initial  Cashflow  Swap  Agreement,  the  Issuer  may  terminate 
the  initial  Cashflow  Swap  Agreement  if  (A)  Moody's  First  Rating  Trigger  Requirements  apply 
and  30  or  more  local  business  days  have  elapsed  since  the  last  time  the  Moody's  First  Rating 
Trigger  Requirements  did  not  apply  and  Goldman  Sachs  International  has  failed  to  comply  with 
or  perform  any  obligation  to  be  complied  with  or  performed  under  the  Credit  Support  Annex, 
and  (B)  (x)  the  Moody's  Second  Rating  Trigger  Requirements  apply  and  30  or  more  local 
business  days  have  elapsed  since  the  last  time  the  Moody's  Second  Rating  Trigger  Requirements 
did  not  apply  and  (y)  (i)  an  Eligible  Replacement  has  not  become  the  transferee  of  a  transfer 
made  in  accordance  with  Part  5(b)(i)  of  the  Cashflow  Swap  Agreement,  subject  to  satisfaction  of 
the  Rating  Agency  Condition  and/or  (ii)  an  entity  with  the  Moody's  First  Trigger  Required 
Ratings  has  not  provided  an  Eligible  Guarantee  in  respect  of  all  of  the  initial  Cashflow  Swap 
Counterparty's  present  and  future  obligations  under  the  Cashflow  Swap  Agreement; 

(d)  The  Collateral  Manager  may  cause,  the  Issuer,  promptly  following  the  early 
termination  of  the  Cashflow  Swap  Agreement  (other  than  on  a  Final  Payment  Date)  and  to  the 
extent  possible  through  application  of  funds  available  in  the  Cashflow  Swap  Termination 
Receipts  Account,  to  enter  into  a  replacement  Cashflow  Swap  agreement  (a  "Replacement 
Cashflow  Swap"-)  which  may  have  different  terms;  provided  that  the  Rating  Agency  Condition  is 
satisfied. 

(i)  If  (A)  the  funds  available  in  the  Cashflow  Swap  Termination  Receipts 
Account  exceed  the  costs  of  entering  into  a  Replacement  Cashflow  Swap,  (B)  the 
Collateral  Manager  determines  not  to  replace  the  terminated  Cashflow  Swap  Agreement 
and  the  Rating  Agency  Condition  is  satisfied,  or  (C)  the  termination  is  occurring  with 
respect  to  a  Final  Payment  Date,  then  amounts  in  the  Cashflow  Swap  Termination 
Receipts  Account  (after  providing  for  the  costs  of  entering  into  a  Replacement  Cashflow 
Swap,  if  any)  shall  be  transferred  to  the  Collection  Account  on  the  next  following 
Transfer  Date  and  shall  be  treated  as  Principal  Proceeds  and  distributed  in  accordance 
with  the  Priority  of  Payments  on  the  next  Payment  Date  (or  on  such  Final  Payment  Date, 
in  the  event  the  Notes  are  redeemed) . 

(ii)  If  the  Cashflow  Swap  Agreement  is  terminated  and  the  costs  of  entering 
into  a  Replacement  Cashflow  Swap  exceed  the  funds  credited  to  and  available  therefor  in 
the  Cashflow  Swap  Termination  Receipts  Account,  then,  after  using  the  funds  in  the 
Cashflow  Swap  Termination  Receipts  Account,  the  Issuer  may  enter  into  a  Replacement 
Cashflow  Swap  with  such  Cashflow  Swap  Replacement  Amount  payable  to  the 
replacement  Cashflow  Swap  Counterparty  in  accordance  with  Section  ll.l(a)(iv)  hereof 
on  subsequent  Payment  Dates  or,  if  such  termination  would  result  in  a  Defaulted 
Cashflow  Swap  Termination  Payment,  in  accordance  with  Section  ll.l(a)(xviii)  hereof 
on  subsequent  Payment  Dates. 

119 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-021 825709 


Footnote  Exhibits  -  Page  5310 


(e)  The  amounts  in  the  Cashflow  Swap  Replacement  Account  shall  be  applied  - 
directly  to  the  payment  of  termination  payments  owing  to  the  Cashflow  Swap  Counterparty,  if 
any.  To  the  extent  not  fully  paid  from  Cashflow  Swap  Replacement  Proceeds,  such  amounts 
shall  be  payable  to  the  Cashflow  Swap  Counterparty  in  accordance  with  Section  ll.l(a)(iv) 
hereof  on  subsequent  Payment  Dates  or,  if  such  termination  payment  is  a  Defaulted  Cashflow 
Swap  Termination  Payment,  in  accordance  with  Section  ll.l(a)(xviii)  hereof  on  subsequent 
Payment  Dates.  To  the  extent  that  the  funds  available  in  the  Cashflow  Swap  Replacement 
Account  exceed  any  such  termination  payments  (or  if  there  are  no  termination  payments),  the 
excess  amounts  in  the  Cashflow  Swap  Replacement  Account  shall  be  transferred  to  the 
Collection  Account  on  the  next  Transfer  Date  and  shall  be  treated  as  Principal  Proceeds  and 
distributed  in  accordance  with  the  Priority  of  Payments  on  the  next  Payment  Date.  If  the 
termination  amounts  owing  to  the  Cashflow  Swap  Counterparty  exceed  the  Cashflow  Swap 
Replacement  Proceeds  for  such  agreements,  then,  unless  such  amounts  represent  Defaulted 
Cashflow  Swap  Termination  Payments,  they  will  be  paid  before  funds  are  applied  to  pay 
principal  or  interest  on  any  Notes  (except  the  Class  S-l  Notes)  in  accordance  with  the  Priority  of 
Payments. 

(f)  The  Issuer  shall  ensure  that  the  Cashflow  Swap  Agreement  may  be 
terminated,  whether  or  not  the  Notes  have  been  paid  in  full  on  or  prior  to  such  termination,  upon, 
among  other  things,  (i)  certain  events  of  bankruptcy,  insolvency,  conservatorship,  receivership  or 
reorganization  of  the  Issuer  or  the  Cashflow  Swap  Counterparty,  (ii)  failure  on  the  part  of  the 
Issuer  or  the  Cashflow  Swap  Counterparty  to  make  any  payment  under  the  Cashflow  Swap 
Agreement  within  the  applicable  grace  period,  (iii)  certain  withholding  or  other  taxes  being 
imposed  on  payments  to  be  made  under  the  Cashflow  Swap  Agreement  as  set  forth  in  Sections 
5(b)(ii)  and  (iii)  of  the  ISDA  Master  Agreement  incorporated  in  the  Cashflow  Swap  Agreement, 
(iv)  a  change  in  law  making  it  illegal  for  either  the  Issuer  or  the  Cashflow  Swap  Counterparty  to 
be  a  party  to,  or  perform  an  obligation  under,  the  Cashflow  Swap  Agreement,  (v)  an  Event  of 
Default  under  the  Indenture  occurs  and  is  continuing  and  there  has  been  a  liquidation  (in  whole), 
or  the  commencement  of  a  liquidation  (in  whole)  of  assets  of  the  Issuer,  (vi)  the  Indenture  is 
supplemented  or  amended  without  the  consent  of  the  Cashflow  Swap  Counterparty  as  described 
therein,  (vii)  the  Cashflow  Swap  Counterparty  is  no  longer  a  Secured  Party  under  the  Indenture 
or  (viii)  the  aggregate  Principal  Balance  of  the  Collateral  Assets  becoming  less  than 
U.S.$50,000,000.  Notwithstanding  the  foregoing,  the  Issuer  will  not  optionally  terminate  any 
Cashflow  Swap  Agreement  unless  the  Rating  Agency  Condition  is  satisfied  in  connection  with 
such  termination. 

(g)  In  the  event  of  the  occurrence  of  an  Optional  Redemption  by  Liquidation,  Tax 
Redemption  or  a  successful  Auction,  if  the  Cashflow  Swap  Agreement  is  terminated  in 
accordance  with  the  terms  thereof,  the  Collateral  Manager,  on  behalf  of  the  Issuer,  shall  furnish 
to  the  Trustee  evidence  in  form  and  substance  satisfactory  to  the  Trustee  that  the  Collateral 
Manager  on  behalf  of  the  Issuer  has  entered  into  one  or  more  binding  agreements  (i)  for  the 
purchase  of  the  Collateral  with  purchasers  or  counterparties  whose  short  term  debt  ratings  are 
"P-l"  by  Moody's  and  "A-1+"  by  S&P  and  (ii)  for  the  pricing  of  termination  payments  under  the 
Cashflow  Swap  Agreement,  and  which  agreements  provide  for  the  purchase  of  the  Collateral 
Assets  and  the  termination  of  the  Cashflow  Swap  Agreement  in  10  days  or  less  from  the  date 
thereof  and  that  such  redemption  is  non-revOcable. 
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(h)  The  Trustee  shall  credit  to  the  Cashflow  Swap  Collateral  Account  all 
amounts,  securities  and  other  collateral  that  are  received  from  the  Cashflow  Swap  Counterparty 
to  secure  the  obligations  of  the  Cashflow  Swap  Counterparty  in  accordance  with  the  terms  of 
such  Cashflow  Swap  Agreement  Each  item  of  collateral  credited  to  the  Cashflow  Swap 
Collateral  Account  will  be  credited  to  a  separate  sub-account  relating  to  the  Cashflow  Swap 
Counterparty  which  pledged  such  collateral.  Except  for  investment  earnings,  the  Cashflow  Swap 
Counterparty  shall  not  have  any  legal,  equitable  or  beneficial  interest  in  any  Cashflow  Swap 
Collateral  Account  other  than  in  accordance  with  this  Indenture,  the  applicable  Cashflow  Swap 
Agreement  and  applicable  law. 

As  directed  by  an  Issuer  Order  executed  by  the  Collateral  Manager  in  writing  and 
in  accordance  with  the  Cashflow  Swap  Agreement  (which  may  be  in  the  form  of  standing 
instructions),  amounts  credited  to  a  Cashflow  Swap  Collateral  Account  shall  be  invested  in 
investments  meeting  the  criteria  of  "Eligible  Investments"  unless  otherwise  specified  in  the 
Cashflow  Swap  Agreement  (provided,  for  the  avoidance  of  doubt,  that  such  investments  shaii  not 
constitute  "Eligible  Investments"  for  purposes  of  the  Coverage  Tests).  Income  received  on 
amounts  credited  to  the  Cashflow  Swap  Collateral  Account  shall  be  withdrawn  from  such 
account  and  paid  to  the  Cashflow  Swap  Counterparty  in  accordance  with  the  applicable 
Cashflow  Swap  Agreement. 

Section  12.3     Reserved. 

Section  12.4    Reserved. 

Section  12.5     Synthetic  Securities. 

(a)  Under  certain  conditions  described  in  the  Synthetic  Securities,  each  Synthetic 
Security  Counterparty  may  be  required  to  post  Synthetic  Security  Collateral  under  the 
circumstances  and  as  described  in  the  Synthetic  Securities.  The  Synthetic  Security  Collateral 
pledged  by  such  Synthetic  Security  Counterparty  will  be  credited  by  the  Trustee  to  the  Synthetic 
Security  Collateral  Account  and  held  therein  pursuant  to  the  terms  of  the  related  Synthetic 
Security.  Each  item  of  collateral  credited  to  the  Synthetic  Security  Collateral  Account  will  be 
credited  to  a  separate  subaccount  relating  to  the  Synthetic  Security  for  which  the  related 
Synthetic  Security  Counterparty  has  pledged  such  collateral. 

(b)  The  Synthetic  Securities  shall  be  structured  as  "pay-as-you-go"  credit  default 
swaps.  As  part  of  the  purchase  of  each  Synthetic  Security  on  or  before  the  Closing  Date,  the 
Issuer  will  be  required  to  purchase  Default  Swap  Collateral  which  satisfies  the  Default  Swap 
Collateral  Eligibility  Criteria  set  forth  in  the  related  Synthetic  Security  and  the  inclusion  of 
which  has  been  consented  to  by  the  Synthetic  Security  Counterparty  in  the  amount  required  to 
secure  the  obligations  of  the  Issuer  in  accordance  with  the  terms  of  the  related  Synthetic  Security 
which  shall  be  in  at  least  an  amount  equal  to  the  Aggregate  Reference  Obligation  Notional 
Amount.  The  Synthetic  Security  Counterparty  shall  have  consent  rights  with  respect  to  the 
Default  Swap  Collateral  and  no  Default  Swap  Collateral  objected  to  by  the  Synthetic  Security 
Counterparty  may  be  purchased  by  the  Issuer.  Default  Swap  Collateral  shall  be  credited  to  the 
Default  Swap  Collateral  Account.  The  amount  payable  by  the  Issuer  to  the  Synthetic  Security 
Counterparty  under  a  Synthetic  Security  shall  not  exceed  the  Default  Swap  Collateral. 
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Interest  payments  and  redemption  premiums,  dividend  distributions  or  investment 
earnings  on  and  any  fees  paid  with  respect  to  the  Default  Swap  Collateral  shall  constitute 
property  of  the  Issuer  and  shall  be  paid  to  the  Trustee  and  credited  to  the  Collection  Account  and 
treated  as  Proceeds  unless  such  amounts  are  required  to  be  paid  to  the  related  Synthetic  Security 
Counterparty  under  the  terms  of  the  related  Synthetic  Security.  Principal  payments  on  the 
Default  Swap  Collateral  prior  to  the  termination  of  the  Synthetic  Security  shall  be  held  in 
accordance  with  such  Synthetic  Security  in  the  Default  Swap  Collateral  Account  and  invested  in 
Eligible  Investments  until  reinvested  in  Default  Swap  Collateral  at  the  direction  of  the  Collateral 
Manager  on  behalf  of  the  Issuer  with  the  consent  of  the  Synthetic  Security  Counterparty. 

In  the  event  a  Synthetic  Security  is  terminated  prior  to  its  scheduled  maturity 
without  the  occurrence  of  a  Credit  Event  or  a  Floating  Amount  Event,  the  Collateral  Manager  on 
behalf  of  the  Issuer  shall  cause  such  portion  of  the  related  Default  Swap  Collateral  chosen  by  the 
Synthetic  Security  Counterparty  as  may  be  required  to  make  any  Synthetic  Security  Termination 
Payments,  to  be  liquidated  and  any  such  Synthetic  Security  Termination  Payments  to  be  paid 
directly  to  the  Synthetic  Security  Counterparty;  provided  that,  in  the  case  of  Defaulted  Synthetic 
Security  Termination  Payments,  such  amounts  will  be  deposited  to  the  Collection  Account  and 
paid  in  accordance  with  the  Priority  of  Payments.  The  Synthetic  Security  Counterparty  will  bear 
any  market  risk  on  the  liquidation  of  the  Default  Swap  Collateral.  The  remaining  related  Default 
Swap  Collateral  to  the  extent  not  required  to  remain  credited  to  the  Default  Swap  Collateral 
Account  and  pledged  to  the  Trustee  for  the  benefit  and  security  of  the  related  Synthetic  Security 
Counterparty  shall  be  credited  to  the  Collection  Account.  In  the  event  that  no  Credit  Event  or 
Floating  Amount  Event  under  a  Synthetic  Security  has  occurred  prior  to  the  termination  or 
scheduled  maturity  of  the  Synthetic  Security,  upon  the  termination  or  scheduled  maturity  of  the 
Synthetic  Security,  the  Collateral  Manager  on  behalf  of  the  Issuer  shall  cause  such  Default  Swap 
Collateral  to  be  credited  to  the  Collection  Account. 

The  Synthetic  Securities  provide  for  cash  settlement  or  physical  settlement  upon 
the  occurrence  of  a  Credit  Event  or  Floating  Amount  Event  under  a  Synthetic  Security  at  the 
Synthetic  Security  Counterparty's  choice.  If  the  Synthetic  Security  Counterparty  has  chosen 
cash  settlement,  the  item  of  Default  Swap  Collateral  chosen  by  the  Synthetic  Security 
Counterparty  after  the  application  of  any  cash  and  Eligible  Investments  credited  to  the  Default 
Swap  Collateral  Account  will  be  sold  by  the  Trustee  in  a  sale  arranged  by  the  Collateral  Manager 
and  any  amounts  owed  to  the  Synthetic  Security  Counterparty  will  be  paid  by  the  Issuer  from  the 
liquidation  proceeds  of  such  Default  Swap  Collateral.  In  the  event  such  liquidation  proceeds  are 
less  than  par,  the  Synthetic  Security  Counterparty  will  accept  the  liquidation  proceeds  applicable 
to  the  face  amount  of  Default  Swap  Collateral  sold  which  is  equal  to  the  amount  due  to  the 
Synthetic  Security  Counterparty.  Any  Proceeds  net  of  purchased  accrued  interest  or  interest 
payments  received  upon  the  maturity  or  liquidation  of  a  Deliverable  Obligation  shall  be 
deposited  to  the  Default  Swap  Collateral  Account.  In  the  event  a  Credit  Event  has  occurred  and 
the  Issuer  is  required  to  liquidate  Default  Swap  Collateral  and  deliver  cash  to  the  Synthetic 
Security  Counterparty,  the  Synthetic  Security  Counterparty  will  bear  any  market  risk  on  the 
liquidation  of  the  Default  Swap  Collateral.  If  the  Synthetic  Security  Counterparty  has  chosen 
physical  settlement,  the  Default  Swap  Collateral  chosen  by  the  Synthetic  Security.  Counterparty 
will  be  delivered  to  the  Synthetic  Security  Counterparty  in  exchange  for  the  related  Reference 
Obligation. 
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Any  Default  Swap  Collateral  credited  to  the  Collection  Account  and  any  related 
Reference  Obligation  delivered  to  the  Issuer  whether  either  of  such  satisfies  the  definition  of  an 
Eligible  Investment  or  qualifies  as  a  Collateral  Asset  in  the  business  judgment  of  the  Collateral 
Manager  may  be  retained  or  sold  by  the  Issuer  at  the  direction  of  and  in  the  sole  discretion  of  the 
Collateral  Manager  without  regard  to  whether  such  sale  would  be  permitted  as  a  sale  of  a 
Defaulted  Obligation  or  a  Credit  Risk  Obligation.  Any  Proceeds  net  of  purchased  accrued 
interest  or  interest  payments  received  upon  the  maturity  or  liquidation  of  the  Default  Swap 
Collateral  credited  to  the  Collection  Account  shall  be  deposited  to  the  Default  Swap  Collateral 
Account. 

Upon  the  occurrence  of  any  Interest  Shortfall  with  respect  to  any  Reference 
Obligation,  the  Fixed  Amount  payable  under  the  related  Synthetic  Security  by  the  Synthetic 
Security  Counterparty  to  the  Issuer  will  be  reduced  by  an  amount  equal  to  the  related  Interest 
Shortfall  Payment  Amount,  such  reduction  amount  not  to  exceed  the  Fixed  Amount,  if  "fixed^ 
cap"  is  applicable,  or  such  reduction  amount  not  to  exceed  the  applicable  floating  cap,  if 
"variable  cap"  is  applicable,  as  described  in  each  Synthetic  Security.  If  any  amount  in 
satisfaction  of  the  Interest  Shortfall  which  gave  rise  to  any  Interest  Shortfall  Payment  Amount, 
including  interest  accrued  thereon,  is  later  paid  with  respect  to  a  Reference  Obligation,  the 
Synthetic  Security  Counterparty  will  pay  such  amount,  or  in  certain  circumstances  a  portion  of 
such  amount  to  the  Issuer  as  an  Interest  Shortfall  Reimbursement.  Interest  Shortfall 
Reimbursement  Amounts  will  not  exceed  the  cumulative  Interest  Shortfall  Amounts  (including 
any  interest  thereon)  previously  determined  in  relation  to  such  Reference  Obligation. 

So  long  as  the  long-term  ratings  of  the  Synthetic  Security  Counterparty  or  any 
guarantor  of  the  Synthetic  Security  Counterparty's  obligation  under  a  Synthetic  Security  are 
equal  to  or  higher  than  (i)  "Aa3"  by  Moody's  (and,  if  rated  "Aa3"  by  Moody's,  is  not  on  watch 
for  possible  downgrade)  and  (ii)  "AA-"  by  S&P  (and,  if  rated  "AA-"  by  S&P,  is  not  on  watch  for 
possible  downgrade),  the  Fixed  Amount  due  by  the  Synthetic  Security  Counterparty  will  be 
payable  in  arrears.  However,  if  the  long-term  ratings  of  the  Synthetic  Security  Counterparty  or 
any  guarantor  fall  below  any  such  levels,  the  Synthetic  Security  Counterparty  will  be  required  to 
pay  the  Fixed  Amount  due  under  the  Synthetic  Securities  in  advance.  The  failure  of  the 
Synthetic  Security  Counterparty  to  pay  the  Fixed  Amount  in  advance  if  such  rating  levels  are  no 
longer  satisfied  will  constitute  an  "event  of  default"  under  the  terms  of  the  Synthetic  Securities 
with  the  Synthetic  Security  Counterparty  as  the  sole  "Defaulting  Party"  under  such  Synthetic 
Security. 

With  respect  to  any  Writedown  Amount  or  Interest  Shortfall  Amounts  received 
after  the  long-term  rating  of  the  Synthetic  Security  Counterparty  is  below  "AA-"  by  S&P,  the 
Synthetic  Security  Counterparty  will  be  required  to  reserve  the  related  Writedown  Reserve 
Amount  and  the  related  Interest  Shortfall  Reserve  Amount  in  the  Synthetic  Security  Collateral 
Account  in  accordance  with  the  terms  of  the  Synthetic  Security. 

The  Issuer  will  pay  certain  Floating  Amounts  to  the  Synthetic  Security 
Counterparty  following  the  occurrence  of  a  Floating  Amount  Event  with  respect  to  a  Reference 
Obligation.  The  Issuer  will  pay  Floating  Amounts  to  the  Synthetic  Security  Counterparty  on  me 
Floating  Rate  Payer  Payment  Date  following  the  occurrence  of  a  Floating  Amount  Event  with 
respect  to  the  related  Reference  Obligation. 
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Following  the  occurrence  of  a  Credit  Event  with  respect  to  a  Reference 
Obligation,  the  Synthetic  Security  Counterparty  may  deliver  such  Reference  Obligation  as  a 
Deliverable  Obligation  to  the  Issuer,  in  exchange  for  which  the  Issuer  will  pay  to  the  Synthetic 
Security  Counterparty  an  amount  (a  "Physical  Settlement  Amount"),  which  amount  shall  be 
calculated  in  accordance  with  the  related  Synthetic  Security  and  paid  on  the  related  Physical 
Settlement  Date.  The  Synthetic  Security  Counterparty  may  elect  to  physically  settle  a  Synthetic 
Security  only  in  part,  in  which  case,  there  may  be  more  than  one  Physical  Settlement  Amount 
payable  by  the  Issuer  with  respect  to  such  Synthetic  Security. 

Any  Deliverable  Obligation  delivered  to  the  Issuer  may  be  retained  or  sold  by  the 
Issuer  at  the  sole  discretion  of  the  Collateral  Manager  without  regard  to  whether  such  sale  would 
be  permitted  as  a  sale  of  a  Defaulted  Obligation  or  a  Credit  Risk  Obligation.  The  proceeds  of 
such  sale  will  be  deposited  by  the  Trustee  into  the  Default  Swap  Collateral  Account  net  of 
purchased  accrued  interest  or  interest  payments  thereon.  In  addition,  any  principal  proceeds  or 
interest  received  on  such  Deliverable  Obligations  prior  to  such  sale  will  be  deposited  by  the 
Trustee  into  the  Collateral  Account. 

In  connection  with  any  early  termination  or  assignment  of  a  Synthetic  Security, 
the  Issuer  may  owe  a  Synthetic  Security  Termination  Payment.  Synthetic  Security  Termination 
Payments  will  generally  be  paid  directly  and  outside  of  the  Priority  of  Payment;  provided  that 
Defaulted  Synthetic  Security  Termination  Payments  will  be  paid  in  accordance  with  the  Priority 
of  Payments. 

The  Issuer  shall  satisfy  the  Rating  Agency  Condition  prior  to  any  (i)  replacement 
of  the  Synthetic  Security  Counterparty  or  (ii)  assignment  of  the  Synthetic  Securities. 

The  Synthetic  Securities  may  be  amended  only  with  (i)  the  satisfaction  of  the 
Rating  Agency  Condition  and  (ii)  the  consent  of  the  Collateral  Manager  (which  consent  shall  not 
be  unreasonably  withheld);  provided  however,  that  with  respect  to  (i),  such  condition  need  not  be 
satisfied  with  respect  to  any  amendment  that  corrects  a  manifest  error. 

All  principal  payments  on  the  Default  Swap  Collateral  in  the  Default  Swap 
Collateral  Account  will  be  invested  in  Eligible  Investments  at  the  direction  of  the  Trustee  until 
invested  in  Default  Swap  Collateral  satisfying  the  Default  Swap  Collateral  Eligibility  Criteria  at 
the  direction  of  the  Collateral  Manager  with  the  consent  of  the  Synthetic  Security  Counterparty. 
Notwithstanding  the  foregoing,  if  and  so  long  as  the  unsecured,  unsubordinated  debt  rating  of  the 
Synthetic  Security  Counterparty  or  the  credit  support  provider  for  the  Synthetic  Security 
Counterparty,  whichever  is  higher,  assigned  by  Moody's  is  below  "Al",  all  principal  payments 
on  the  Default  Swap  Collateral  and  Eligible  Investments  in  the  Default  Swap  Collateral  Account 
will  be  maintained  in  Cash  and  Eligible  Investments  (unless  otherwise  required  to  be  applied,  in 
accordance  with  the  terms  of  this  Indenture,  to  either  (i)  the  payment  of  the  Notes  or  other 
amounts  in  accordance  with  the  Priority  of  Payments  or  (ii)  the  payment  of  Credit  Protection 
Amounts)  until  such  time  as  the  Balance  of  the  Cash  and  Eligible  Investments  in  the  Default 
Swap  Collateral  Account  is  equal  to  the  Aggregate  Outstanding  Amount  of  the  Class  A  Notes 
and  the  Class  B  Notes.  Furthermore,  all  principal  payments  on  the  Default  Swap  Collateral  and 
Eligible  Investments  in  the  Default  Swap  Collateral  Account  will  be  maintained  in  Cash  and 
Eligible  Investments  (unless  otherwise  required  to  be  applied,  in  accordance  with  the  terms  of 
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From:      Bentami,  Slim 

Sent:   .    Friday,  June  29,  2007  2:19  PM 

To:  Sparks,  Daniel  L 

Subject:  RE:  Potential  trade  booking  issues 

will  do.  will  have  to  convince  ourselves  obviously  that  it  is  not  a  violation. 


From:  Sparks,  Daniel  L 

Sent:  Friday,  June  29,  2007  1:59  PM 

To:  Bentami,  Slim 

Subject:  RE:  Potential  trade  booking  issues 

Sura  -  speak  with  turok  and  John  rncftugh 

It  sounds  like  the  issue  that  started  all  this  may  not  be  a  violation  after  all  (based  on  preliminary  discussion  with 
controllers  and  strat).  In  any  case  -  we  need  to  identify  all  potential  items  so  there  is  good  awareness. 


From:  Bentami,  Slim 

Sent:  Friday,  June  29,  2007  1:57  PM 

To:  Sparks,  Daniel  L 

Subject:  RE:  Potential  trade  booking  issues 

thanks,  if  i  may  ask: 

-  what  business  areas  do  you  think  we  should  focus  on  and  who  would  be  the  trading  contacts. 

-  ok  if  i  mention  your  sponsorship  or  at  least  agreement  to  get  people  around  the  table?  'dan  asked  me  to  ..'  is  a  bit 
strong  but  would  do  wonders,  "after  talking  to  dan  ..."  would  do  the  trick  i  think. 

best  meanwhile, 

slim 


From:  Sparks,  Daniel  L 

Sent:  Friday,  June  29,  2007  12: 13  PM 

To:  Bentami,  Slim 

Subject:  RE:  Potential  trade  booking  issues 

I  think  that  would  be  helpful.  I  thought  a  scrub  occurred  at  the  end  of  the  first  quarter  to  identify  the  open 
items.  I  am  aware  of  a  number  of  them.  You  should  coordinate  with  John  McHugh  who  already  has  put 
together  a  list.  Also,  talk  to  Turok  who  I  think  was  involved  in  the  Q1  scrub. 
Thanks,  and  please  keep  me  posted  and  informed  real  time  on  how  it  progresses. 


From:  Bentami,  Slim 

Sent:  Friday,  June  29,  2007  11:51  AM 

To:  Sparks,  Daniel  L 

Subject:  RE:  Potential  trade  booking  issues 
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thanks  dan, 

in  some  sense,  this  is  even  more  concerning  to  me.  our  processes  have  failed  in  a  deeper  way  if  some  ops 

&  controllers  etc...  were  aware  but  (as  seems  to  be  the  case)  none  of  the  pople  in  this  email  list  knew. 

awaiting  for  John's  list  which  i  suppose  will  be  a  survey  of  what  various  constituencies  know. 

in  my  opinion  a  reconciliation  is  warranted  here,  by  this  i  mean  reviewing  all  trades  in  areas  that  with  your 

help  we  can  identify  as  potentially  having  such  issues  and  going  through  the  chain.  I  think  this  would  give  us 

comfort  and  also  be  the  opportunity  to  get  everyone  on  the  same  page. 

i'd  be  very  happy  to  coordinate  such  an  effort,  having  representatives  from  ops/controllers/trading/strats  & 

ourselves  work  together  to  that  effect. 

pis  let  me  know  your  thoughts, 

slim 


From:  Sparks,  Daniel  L 

Sent:  Thursday,  June  28,  2007  8: 12  PM 

To:  Bentami,  Slim;  Mullen,  Donald;  Petersen,  Bruce;  Wiesel,  Elisha;  Lee,  Brian-J  (FI  Controllers) 

Subject:  Potential  trade  booking  issues 

John  McHugh  is  putting  together  a  list  of  outstanding  items  to  make  sure  people  (trading,  strats,  ops, 
risk)  are  aware  of  the  situations  that  need  to  be  addressed. 

As  you  can  see  below,  the  put  issue  is  not  a  new  one  and  the  topic  has  been  outstanding  for  over  a 
year. 


From:  Little,  John 

Sent:  Wednesday,  April  12,  2006  3:14  PM 

To:  Bieber,  Matthew  G.;  Ostrem,  Peter  L;  Turok,  Michael 

Cc:  Pantow,  Albert 

Subject:  RE:  Peloton  pricing  today 

Peter/Matt  -  will  spreads  on  the  AAA  default  swap  collateral  be  easily  observable?  how  wide  is 
the  range  of  eligible  assets  (in  terms  of  sectors,  etc.)? 

Mike  -  do  you  expect  any  difficulties  with  modelling  the  put  (that  may  include  collateral  from 
various  sectors,  of  which  the  makeup  could  change,  etc.)?  would  you  expect  the  value  of  the 
collateral  puts  to  be  material  (or  at  least  materially  off  from  the  -200K  estimate  below)? 

Eventhough  the  ABACUS  puts  are  different,  we  are  trying  to  stay  consistent  in  terms  of  P&L 
recognition  - 1  believe  those  puts  are  modelled  based  on  the  actual  collateral  spreads  (which 
are  assessed  for  observability)  and  strats  was  asked  their  opinion  on  the  materiality  of  the  put 
value 

thanks 


From:  Bieber,  Matthew  G. 

Sent:  Wednesday,  April  12,  2006  1:00  PM 

To:  Little,  John 

Cc:  Pantow,  Albert 

Subject:  RE:  Peloton  pricing  today 

yes,  because  we  we're  taking  market  value  risk  on  the  collateral  securing  the  synthetics. 
I  think  that  is  the  whole  point. 


From:  Little,  John 

Sent:  Wednesday,  April  12,  2006  1:00  PM 
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To:  Bieber,  Matthew  G. 

Cc:  Pantow,  Albert 

Subject:  RE:  Peloton  pricing  today 

does  the  termination  arrangement  match  on  your  sell  side?  is  there  a  chance 
you  would  incur  unwind  costs  in  excess  of  what  you  received  from  the  CDO? 


From:  Bieber,  Matthew  G. 

Sent:  Wednesday,  April  12,  2006  12:27  PM 

To:  Little,  John;  Ostrem,  Peter  L 

Cc:  Turok,  Michael;  Pantow,  Albert 

Subject:  RE:  Peloton  pricing  today 

1 .  If  the  deal  is  called  and  there  are  termination  payments  payable  to  GS  - 
those  would  come  from  default  swap  collateral 

3,  The  default  swap  collateral  is  managed  by  the  collateral  manager,  with 
approval  rights  by  goldman.  there  is  predetermined  criteria  as  to  the 
composition  of  the  account,  so  as  assets  in  the  account  may  pre-pay,  they 
will  still  be  subject  to  the  criteria  established  in  the  indenture 

3.  Investors. 


From:  Little,  John 

Sent:  Wednesday,  April  12,  2006  11:47  AM 

To:  Ostrem,  Peter  L 

Cc:  Turok,  Michael;  Bieber,  Matthew  G.;  Pantow,  Albert 

Subject:  RE:  Peloton  pricing  today 

Peter/matt  -  a  few  questions: 

1 .  If  the  equity  investor  calls  the  deal  in  3  years  -  are  there  agreed 
upon  unwind  costs  and  what  happens  in  terms  of  your  sell  trades 
(trying  to  determine  what  type  of  risk  you  have  there)? 

2.  After  default  swap  collateral  is  transferred  to  the  CDO,  how  much 
ability  do  you  have  to  change  the  makeup  and  do  you  decide  where 
principal  paydowns  are  reinvested? 

3.  Who  gets  the  benefit  if  the  default  swap  collateral  is  sold  above 
par  -  GS  or  investors? 

We  are  currently  discussing  modelling/obervability  with  the 
appropriate  people  on  our  end. 

thanks 


From:  Ostrem,  Peter  L 
Sent:  Wednesday,  April  12,  2006  7:56  AM 
To:  Little,  John;  Leventhal,  Robert 
Cc:  Turok,  Michael;  Bieber,  Matthew  G. 
Subject:  Peloton  pricing  today 

Can  we  agree  on  how  we  want  to  treat  P&L  on  Peloton 
relative  to  the  put  swap?  We  expect  P&L  of  over  $1  mm  for 
the  5bp  reduction  in  the  CDS  premiums.  I  propose  we 
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separately  book  the  put  swap  at  close  to  zero  (contingent 
MTM  risk  on  2  yr  AAA  diversified  portfolio  where  Goldman 
retains  selection  optionality  seems  low),  but  we  are  open  to 
booking  1bp  in  negative  put  cost  (i.e.,  -$200k). 

Need  to  have  an  approved  view  here  until  Turok  can  model 
the  put  risk  for  these  trades  going  forward. 

Please  advise. 
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From:  Scales,  Carly 

Sent:  Friday,  June  29,  2007  1 1 :35  AM 

To:  Bieber,  Matthew  G. 

Subject:  RE:  Unbooked  CDO  Put  issue 


Sure... give  me  15  min  or  so... I'm  on  5th  floor  right  now 


From: 

Bieber, 

Matthew  G. 

Sent: 

Friday, 

June  29,  2007  11:35  AM 

To: 

Scales, 

Carly 

Subject: 

RE:  Unbooked  CDO  Put  issue 

Swing  by  when  you  have  a  sec. 

From: 

Scales, 

Carly 

Sent: 

Friday, 

June  29,  2007  11:33  AM 

To: 

Bieber 

Matthew  G. 

Cc: 

Tarantino,  Jason 

Subject: 

FW:  Unbooked  CDO  Put  issue 

Hey  Bieber,  this  is  what  J  and  I  sent  out  on  our  end.  Let  me  know  if  anything  is  misstated  or  if  you  have  any 

additional  color  to  add. 

Thx 

c 


From:  Scales,  Carty 

Sent:  Thursday,  June  28,  2007  7:33  PM 

To:  Armstrong,  Phil;  Schultz,  Steve 

Cc:  Murphy,  Rohan;  O'Mahony,  Kerrill;  Godfrey,  John;  Tarantino,  Jason 

Subject:  Unbooked  CDO  Put  issue 

Hi  Phil,  Steve, 

Wanted  to  come  back  with  more  color  on  the  issue  that  was  raised  yesterday  with  regards  to  unbooked  CDO 

puts. 

Below  is  a  high  level  summary  of  the  issue,  current  process,  and  proposed  solution.  This  was  vetted  today  with 

Strats  and  the  desk  (Sparks  was  part  of  the  conversation  as  well). 

This  is  being  bumped  up  the  Strats  priority  list  in  terms  of  getting  a  tradable  in  place  for  this.  There  is  a  follow  up 

meeting  next  week  which  my  team  will  attend  as  well. 

I  believe  some  of  the  email  correspondence  forwarded  by  Steve  indicated  that  there  were  upwards  of  2  dozen 

trades  potentially  unbooked.  This  number  is  actually  18-  Steve  we  should  probably  log  these  as  violations  until 

the  tradable  is  in  place. 

The  bottom  line  on  this  is  for  the  trades  where  this  put  option  was  not  booked,  Ops  were  not  aware  there  was  a 
put.  It  seems  that  although  it  has  now  come  to  light  that  this  is  a  feature  of  all  synthetic  CDO's  that  we  do  -  each 
Deal  team  on  the  GS  CDO  desk  documented  and  communicated  this  differently. 

Please  let  me  know  if  you'd  like  to  discuss  live  at  some  point.  Apologies,  I  realize  this  is  a  lot  of  information,  but 
wanted  you  to  have  all  the  facts.  It  might  be  easier  for  us  to  put  together  a  simple  diagram  for  you  to  speak  to. 

Mechanics  of  CDO  Put  Option: 

•  For  all  GS  underwritten  Cash  CDO's  that  have  MTG  Credit  Default  swaps  in  them  -  GS  CDO  desk  is 
Buying  Protection  from  the  SPV/CDO 

•  The  CDO  Desk/Manager  selects  the  cash  bond  default  swap  collateral  (1-3  year  duration  &  AAA  rated)  to 
coincide/match  the  total  notional  of  MTG  CDS  trades  that  GS  is  buying  protection  on. 

•  The  SPV  writes  the  Put  Option  with  the  GS  CDO  desk  which  effectively  means: 

-In  the  event  of  a  CDS  Credit  Event,  the  GS  trading  desk  will  instruct  the  Trustee/SPV  to  liquidate  a 
specific  default  swap  collateral  asset  (if  cash  is  not  available)  to  pay  GS  as  protection      buyer  on  the  CDS 
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-  Ex:  1mm  Credit  Event  has  occurred  then  1mm  of  Default  Swap  Collateral  will  need  to  be 
liquidated  to  cover  the  CE  payment. 

-The  risk  the  desk  is  bearing  is  the  difference  the  default  swap  collateral  par  value  compared  to 
the  current  market  level.  I  think  the  risk  here  in  terms  of  asset  quality  is  low,  we're  basically  writing  a  put 
to  liquidate  AAA  rated  securities  at  Par. 

Current  Put  Option  Booking  State:  22  Deals  with  the  Put  Option  Feature 

•  4  Deals  that  do  have  a  Put  Option  Booked 

-  For  these  trades,  Ops  knew  about  the  Put  as  there  was  a  confirmation  and  a  trade  booked. 

-  The  confirm  went  through  our  ETR  process  and  was  executed  by  both  the  SPV  and  GS 

•  1 8  Deals  that  do  not  have  a  Put  Option  Booked: 

-  For  these  deals,  there  was  no  mention  of  a  Put  at  all  at  the  time  of  closing. 

-  There  was  no  derivative  confirmation 

-  The  Put  option  was  embedded  into  the  deal  documents  (Indenture,  Offering  Circular,  etc  —both  of 
which  are  reviewed  by  outside  counsel  and  GS  legal  as  normal  course  of  business  --        but  are  not  reviewed 
by  Operations .) 

-For  these  trades,  an  intermediation  fee  was  being  taken  on  the  CDS  trades,  but  no  specific  Put  was 
booked  in  our  systems. 

-  The  original  explanation  from  the  desk  was  the  intermediation  fee  was  being  taken  for  the  risks 
associated  with  standing  in  between  the  Street  and  the  deal  with  no  mention  of  the  Put 

Proposed  Solution  (draft): 

-A  new  model  will  need  to  be  created  (Projected  Time  Frame  by  this  Quarter's  End) 

-Strats  &  CDO  Desk  will  assign  one  designated  person  on  the  project 
-Once  model  is  approved  the  un-booked  Puts  from  past  deals  will  be  booked  in  Mtg  TAP 

-The  un-booked  Puts  would  be  booked  to  reflect  the  risk  but  with  0  bps  fee  since  the  fee  is  already  taken 
on  the  single  names  (mentioned  above) 
-Amend  the  existing  4  Put  Options  booked  to  the  new  calculator 


Goldman,  Sachs  &  Co. 
85  Broad  Street  |  New  York,  NY  10004 
tel:  +1  212  855  6991   |  fax:  +1  212  428  1847 
e-mail:  carly.soales@gs.com 

Goidman 
Sachs 

Carly  Scales 

Vice  President 

Structured  Products  Group,  Middle  Office 
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From:  Bieber,  Matthew  G. 

Sent:  Wednesday,  June  20,  2007  1 1 :1 9  AM 

To:  Lehman,  David  A. 

Subject:  RE:  Default  Swap  Collateral 

AAA  paper  held  in  trust  that   collateralizes  CDS  contracts.  GS  writes  put  on  these  in 
situation  where  there's  a  credit  event. 

Original  Message 

From:  Lehman,  David  A. 

Sent:  Wednesday,  June  20,  2007  11:18  AM 

To:  Bieber,  Matthew  G. 

Subject:  Re:  Default  Swap  Collateral 


What  do   u  mean? 


•  -  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


David  A.  Lehman 

Goldman,  Sachs  &  Co. 

85  Broad  Street   |   New  York,  NY  10004 

Tel:  212-902-2927   |   Fax:  212-902-1691   |   Mob:  917J 

e-mail:  david.lehman@gs.com 


Original  Message  

From:  Bieber,  Matthew  G. 

To:  Chitson,  Michele;  Creed,  Christopher  J;  Ganapathy,  Mahesh;  Kang,  Connie;  Lee,  Jung  H.; 

Lehman,  David  A. ;  Lin,  Shelly;  Mishra,  Deva  R. ;  Sharma,  Nityanand;  Shimonov,  Roman; 

Siegel,  Eric;  West,  Ariane 

Cc:  Egol,  Jonathan 

Sent:  Wed  Jun  20  11:16:57  2007 

Subject:  Default  Swap  Collateral 

Below  are  the  deals  I  recall  us  having  significant  exposure  to  in  terms  of  default  swap 
collateral.  Who  is  responsible  for  each  of  the  deals?  We  need  to  get  Dan  a  list  this 
morning.  If  there  are  any  I'm  missing,  please  let  me  know. 

Adirondack  1 

Adirondack  2 

Coolidge  Funding   Bieber 

Broadwick   Bieber 

Hudson  HG 

Hudson  Mezz  I 

Hudson  Mezz  II 

Fortius  I 

Fortius  II 

Camber  7 

Hout  Bay 

Point  Pleasant 

Timberwolf 

Anderson  Mezz 

Altius  I 

Altius  III 

Altius  IV 
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From:  Lehman,  David  A. 

Sent:  Thursday,  July  1 9,  2007  1 0:44  PM 

To:  Bieber,  Matthew  G. 

Subject:  RE:  Structured  product  CDO  collateral 


np 

The  cover  bid  for  me  is  doing  month  end  pricing  so  it  fits 

Original  Message 

From:  Bieber,  Matthew  G. 

Sent:  Thursday,  July  19,  2007  10:43  PM 

To:  Lehman,  David  A. 

Subject:  Re:  Structured  product  CDO  collateral 


I  didn't  tell  him  you  were  responsible  -  only  "now  responsible  for  the  overall  business" 


Original  Message  

From:  Lehman,  David  A. 

To:  Welch,  Patrick 

Cc:  Kiflu,  Alpha;  Bieber,  Matthew  G. 

Sent:  Thu  Jul  19  22:34:32  2007 

Subject:  RE:  Structured  product  CDO  collateral 

I  am  not  responsible  for  the  pricing  of  the  collateral  securities,  but  Bieber  and  I  are 
going  to  appoint  someone  to  monitor  the  collat  security  MTM  on  a  regular  basis  and  provide 
you  with  updated  pricing 

Agree  we  need  to  monitor  these  on  a  regular  basis 

We  will  come  back  to  you  on  this  shortly 


From:        Welch,  Patrick 

Sent:  Thursday,  July  19,  2007  3:53  PM 

To:    Lehman,  David  A. 

Cc:    Kiflu,  Alpha  ' 

Subject:     FW:  Structured  product  CDO  collateral 

David 

We  understand  that  you  are  responsible  for  marking  the  collateral  in  relation  to  the 
below  CDO's.   Is  that  true?   If  so  can  you.  please  put  us  on  your  distribution  list  for 
these.   We  have  some  sizeable  in  the  money  swap  positions  (i.e.  cdo  owes  GS)  and  Credit 
needs  to  monitor  these  positions  vs.  collateral  market  value. 

Thanks . 

Pat 


From:       Kiflu,  Alpha 

Sent:  Wednesday,  July  18,  2007  9:55  PM 

To:    Bieber,  Matthew  G. 

Cc:    Welch,  Patrick 

Subject:     Structured  product  CDO  collateral 

Hi  Matt, 

From  our  discussion  earlier  today,  we  were  able  to  verify  the  MTM  exposures  on 
the  below  CDOs  against  what  we  have  in  our  credit  systems  (they  are  in  fact  as  large  as  we 
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mentioned) .  Our  next  step  is  understanding  how  the  collateral  pools  are  performing  in  each 
of  tne  deals.  Would  you  be  able  to  give  us  a  summary  of  the  ™rre^  "S"  ^J^S^  in 
writedowns  for  the  below  deals?  This  would  help  us  in  monitoring  the  collateralization  in 
relation  to  our  exposure  from  CDS. 

Thanks 

Hudson  Mezz  Funding  2006-1 

Timberwolf  I 

Camber  7  PLC 

Hudson  Mezz  Funding  2006-2 

GSC  ABS  Funding  2006-3G 

Anderson  Mezz  Funding  2007-1 
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Alpha  Kiflu  Goldman 

Credit  Risk  Management  &  Advisory    Sachs 
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From:  Lehman,  David  A. 

Sent:  Thursday,  July  19,  2007  1 :13  PM 

To:  Bieber,  Matthew  G. 

Cc:  Swenson,  Michael 

Subject:  RE:  Credit  would  like  ABS  desk  to  mark  all  default  swap  collateral  in  CDOs 

Yes  -  What  do  you  think  swenny?  Bruns? 


From:  Bieber,  Matthew  G. 

Sent:  Thursday,  July  19,  2007  12:59  PM 

To:  Lehman,  David  A. 

Cc:  Swenson,  Michael 

Subject:  RE:  Credit  would  like  ABS  desk  to  mark  all  default  swap  collateral  in  CDOs 

I  like  Connie. 

Possible  to  have  someone  on  abs  trading  desk  be  point  of  contact  for  her  w/r/t  the  collateral?  Bruns  or  kaufman? 


From:  Lehman,  David  A. 

Sent:  Thursday,  July  19,  2007  1 1 :  59  AM 

To:  Bieber,  Matthew  G. 

Cc:  Swenson,  Michael 

Subject:  RE:  Credit  would  like  ABS  desk  to  mark  all  default  swap  collateral  in  CDOs 

Let's  put  someone  in  charge  of  AAA  collateral  (including  MTM  each  month) 
Nitya  and  Connie  ? 


From:  Bieber,  Matthew  G. 

Sent:  Thursday,  July  19,  2007  11:34  AM 

To:  Lehman,  David  A. 

Cc:  Swenson,  Michael 

Subject:  RE:  Credit  would  like  ABS  desk  to  mark  all  default  swap  collateral  in  CDOs 

I  don't  think  it  needs  to  be  daily.  They  are  looking  at  counterparty  MTM  exposure-  and  are  seeing  hudson  mezz  1 
as  largest  ~$41 1 .  Credit  understands  the  mechanics  of  the  lien  GS  has  on  these  assets,  etc.  but  wants  to  get  a 
sense  of  the  M V  supporting  the  deals  obligation  to  pay  us,  if  necessary. 


From:  Lehman,  David  A. 

Sent:  Thursday,  July  19,  2007  1 1 :31  AM 

To:  Bieber,  Matthew  G. 

Cc:  Swenson,  Michael 

Subject:  RE:  Credit  would  like  ABS  desk  to  mark  all  default  swap  collateral  in  CDOs 

I  think  that  makes  sense  -  Daily?  Or  as  part  of  the  month-end  mark  process? 


From:  Bieber,  Matthew  G. 

Sent:  Thursday,  July  19,  2007  11:29  AM 

To:  Lehman,  David  A. 

Subject:  Credit  would  like  ABS  desk  to  mark  all  default  swap  collateral  in  CDOs 


©  Copyright  2007  The  Goldman  Sachs  Group,  Inc.  All  rights  reserved.  See  htto://w»'w.gs.rom/disclaimer/emaa-saiesandtradinR.html  for  important  nsk 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Bieber,  Matthew  G. 

Wednesday,  July  25,  2007  6:31  PM 

Tourre,  Fabrice;  Egol,  Jonathan;  Lehman,  David  A. 

Ganapathy,  Mahesh 

RE:  Timberwolf  Report 


CDS  across  all  of  our  transactions  are  in  the  money.  We've  had  conversations  at  length  with  credit  regarding  our 
exposure  to  the  default  swap  collateral  and  are  setting  ourselves  up  for  weekly  monitoring/pricing  of  the  default  swap 
collateral  across  the  cdo  business. 

We  have  discretionary  approval  over  default  swap  collateral,  however,  it  will  be  difficult  for  us  to  take  the  non- 
reinvestment  approach. 


From:  Toun-e,  Fabrice 

Sent  Wednesday,  July  25,  2007  6:17  PM 

To:  Egol,  Jonathan;  Lehman,  David  A.;  Bieber,  Matthew  G. 

Cc:  Ganapathy,  Mahesh 

Subject:  FW:  Timberwolf  Report 


We  need  to  start  monitoring  MtM  of  the  CDS  collateral  for  the  Wolf,  given  how  much  in  the  money  the  CDS  are  --right 
now  average  bid  side  for  the  AAA  cash  bonds  is  approx  96.89  -  per  Mahesh  analysis  below.  Matt/Mahesh  -  maybe  we 
should  look  at  the  collateral  reinvestment  provisions  in  this  deal  -  ideally  principal  proceeds  on  the  CDS  collateral  should 
not  be  reinvested  but  I  guess  Greywolfe  has  discretion  on  this,  right  ? 


From:  Ganapathy,  Mahesh 

Sent  Wednesday,  July  25,  2007  6:08  PM 

To:  Stanley,  Michael 

Cc:  Tourre,  Fabrice 

Subject:  Timberwolf  Report 


INTERNAL  ONLY 


Please  find  the  requested  details  on  the  Timberwolf  transaction  attached. 


Timberwolf  1 
Original  Deal  Size 
Original  CDS  Notional 

Current  Deal  Size 
Current  CDS  Notional 


$1,000,000,000.00 

$930,000,000.00 

$998,358,100.36 
$928,595,280.00 


Original  Default  Swap  Collateral  Balance 

Current  Default  Swap  Par 

Cash  in  Default  Swap  Collateral  Acct 

Book 

Total  Mark($)  on  CDS  facing  the  deal" 

Wt  Avg  Mark  on  Default  Swap  Collateral* 

•Source  :  ABS  trading  Desk 
"As  of  07/25/07 


« 


File:  Timberwolf  Report.xls  » 


$930,000,000.00 
$881,163,827.51 
$47,431,452.49 

MTG02124 

$204,141,014.00 

$96.89 
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Thanks, 


Mahesh  Ganapathy 

CDO  Structurin&Marketing  &  Principal  Investments 

Fixed  Income.Currency  and  Commodities  Division 

CiokUttav*.  Ssw.'hs  &.(k>, 

Ph:  212-902-6265 

Fax:212-256-6570 

mahesh.ganapathv(S  gs.com 
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From: 

Sent: 

To: 

Subject: 


Lin,  Shelly 

Thursday,  July  26,  2007  9:19  AM 

Shieh,  Will;  Siegel,  Eric;  Ganapathy,  Mahesh;  Scales,  Carly;  Mishra,  Deva  R.;  Tarantino, 

Jason;  Kang,  Connie;  Bieber,  Matthew  G. 

RE:*NEW  ISSUE*  $642.197mm  CBASS  2007-CB7  TALK** 


We  are  going  to  pass  on  this  bond.  Given  current  market  conditions,  we'd  like  to  keep  some 
cash  in  the  default  swap  account. 

Original  Message 

From:  Shieh,  Will  [mailto:wshieh@gsc.com] 

Sent:  Thursday,  July  26,  2007  8:46  AM 

To:  Siegel,  Eric;  Ganapathy,  Mahesh;  Scales,  Carly;  Mishra,  Deva  R. ;  Tarantino,  Jason;  ■ 

Kang,  Connie;  Lin,  Shelly;  Bieber,  Matthew  G. 

Subject:  E'W:  *NEW  .ISSUE*  $642,137 

Following  up  on  approval  of  the  3.5mm  of  the  Al  for  the  2006-3g  default  swap  collateral. 
Updated  status  is  below. 

Will  Shieh 

GSC  Group 

12  E  49th  St.,  Suite  3200 

New  York,  NY  10017 

E:  wshieh@gsc.com 

T:  212-583-4477 

This  email  is  intended  only  for  the  person  or  entity  to  which  it  is  addressed  and  may 
contain  information  that  is  privileged,  confidential  or  otherwise  protected  from 
disclosure.  Dissemination,  distribution  or  copying  of  this  message  or  the  information 
contained  herein  by  anyone  other  than  the  intended  recipient  is  prohibited.  This  email  is 
intended  for  informational  purposes  only  and  is  not  a  solicitation,  offer  or 
recommendation  regarding  the  purchase  or  sale  of  securities  or  related  financial 
instruments.  If  you  have  received  this  message  in  error,  please  notify  the  sender  by  reply 
email  and  delete  this  message.  Thank  you. 

*NEW  ISSUE*  $642. 197mm  CBASS  2007-CB7  **TALK** 
LEAD/BOOKS:  Barclays  Capital    Co's:  GS,  HSBC,  ML 
SERVICER:  Litton  Loan  Servicing 


Cls 

$Amt-mm 

M/S&P/F 

WAL 

Window 

C/E% 

Bench+Talk 

Status 

A-l 

383.142 

Aa a /AAA/ AAA 

1.00 

1-26 

30.75 

lmL+20A 

A- 2 

88.962 

Aaa/AAA/AAA 

2.54 

26-36 

30.75 

lmL+L/M30'S 

M-l 

33.064 

Aal/AA+/AA+ 

5.98 

36-72 

25.90 

lmL+75A 

M-2 

28.974 

Aa2/AA/AA 

5.44 

57-72 

21.65 

lmL+85A 

M-3 

17.725 

Aa3/AA-/AA- 

4.90 

52-72 

19.05 

.  lmL+105/110 

M-4 

16.021 

A1/A+/A+ 

4.68 

48-72 

16.70 

lmL+150A 

M-5 

14.998 

A2/A/A 

4.53 

46-72 

14.50 

lmL+200A 

M-6 

13.976 

A3/A-/A- 

4.43 

44-72 

12.45 

LmL+250A 

SUBJ 

M-7 

13.294 

Baal/BBB+/BBB+ 

4.36 

42-72 

10.50 

lmL+4  00A 

M-8 

11.589 

Baa2/BBB/BBB 

4.30 

41-72 

8.80 

lmL+500A 

M-9 

10.226 

Baa3/BBB-/BBB- 

4.26 

40-72 

7.30 

lmL+8  00A 

B-l 

10.226 

Bal/BBB-/BBB- 

4.22 

****   *•*** 

NOT  OFFERED   **** 

+  +  +  + 
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SETTLE:   July  31 

Intexnet  name:  A7XJ 

Password:  barcbass2007cb7 

Originators  >4%:  Fieldstone  52.01%,  Household  Bank  33.69%.  all  others  < 
than  4%. 
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From: 
Sent: 
To: 
Subject: 


Lehman,  David  A. 

Monday,  July  30,  2007  8:58  PM 

Bieber,  Matthew  G. 

RE:  Catch  up  on  Default  Swap  Collateral 


10  mins 


From:  Bieber,  Matthew  G. 

Sent  Monday,  July  30,  2007  4:48  PM 

To:  Lehman,  David  A. 

Subject:  Catch  up  on  Default  Swap  Collateral 


Have  gotten  several  requests  today  for  reinvestment  (Greywolf  on  TWOLF  and  TCW  on  DS7).  Would  like  to  sit  down 
this  evening  to  discuss  how  we're  going  to  respond  as  this  comes  up.  Connie  been  chasing  tim  down  -  but  has  yet  to 
connect, 

©  Copyright  2007  The  Goldman  Sachs  Group,  Inc.  All  rights  reserved.  SeehttD://www'.gs.com/disclaimer/emait-salesandtrading.html  for  important  risk  disclosure, 
conflicts  of  interest  and  other  terms  and  conditions  relating  to  this  e-mail  and  your  reliance  on  information  contained  in  it.  This  message  may  contain  confidential  or 
privileged  information.  If  you  are  not  the  intended  recipient,  please  advise  us  immediately  and  delete  this  message.  See  htlp://www.g5.com/disclaimer/email/  for  further 
information  on  confidentiality  and  the  risks  of  non-secure  electronic  communication.  If  you  cannot  access  these  links,  please  notify  us  by  reply  message  and  we  will  send 
the  contents  to  you. 
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From: 
Sent: 
To: 
Subject: 

Attachments: 


Bieber,  Matthew  G. 

Monday,  August  06,  2007  7:22  PM 

Egol,  Jonathan 

FW:  Default  Swap  Collateral 

Default  Swap  Collateral  Master  File  08.03.07.xls 


fyi 


From:  Kang,  Connie 

Sent:  Monday,  August  06,  2007  6:20  PM 

To:  Lehman,  David  A. 

Ce:  Bieber,  Matthew  G.;  Ganapathy,  Mahesh 

Subject:  Default  Swap  Collateral 


David, 

Please  find  attached  calculations  of  IC  ratios  with  and  without  investing  in  AAA  securities  for  CDS  Collateral.  Let  us 
know  when  you  have  some  time  to  discuss!  Aladdin  is  asking  for  approval  on  another  purchase  of  assets  for  CDS 
collateral.  Would  like  to  discuss  with  you  and  finalize  our  approach  before  getting  back  to  them. 

Thanks, 
Connie 


Default  Swap 
Collateral  Master... 
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Default  Swap  Collateral 
Summary 


|  Ace.  Days 


By  Deal 


Deal  Name 

Hout  Bay 

$ 

Altius  2005-1 

$ 

Altius  IV 

$ 

Broadwick 

$ 

Hudson  HG 

$ 

Hudson  Mezz  06-1 

$ 

Hudson  Mezz  06-2 

$ 

Anderson  Mezz  2007-1 

$ 

Point  Pleasant  Funding  2007-1 

$ 

...  GSC  ABS  2006-3g 

$ 

Davis  Square  7 

$ 

•*  Adirondack  2005-1 

$ 

Adirondack  2005-2 

$ 

■  •'Davis  Square  6 

'    $ 

Camber  7 

$ 

Coolldge 

-  $ 

Timberwolf 

$ 

■    Fortius  II  •  •    • 

$ 

Fortius  I 

$ 

Altius 

$ 

West  Coast 

$ 

Face  of  AAA  ratedcollateral 


98,302, 
121,643, 
378,046, 
492,367, 

94,642, 
749,005, 
392,129, 
297,777, 
551,539 
297,452. 
109,646 
166,174 
122,029 
9,284 
863.192 
,■  82,355 
861,069 
175,942 
463,833 
106,681 
329,153 


805.42 

454.49 

168.59 

096.06 

294.57 

576:36 

110.51 

252.96 

388.07 

,754.79 

,825.46 

,523.84 

,924.94 

,993,03 

,746.40 

,717,71 

,305.20 

,675,64,, 

055.70 

696,31  : 

286.14 


Cash  In  Acct 
740,306.90 
2,347^914.01 
6,496,933.36 

14,200,713.91 
629,293.15 

16,199,471,06 
1,958,179.78 
1,109,279.81 

28,454,270.10 
5,116,599.01: 
1,829,151.62 
3,887,099.16 
4,386,734.77 
690,622.23 
5,188,050  77 
9,719,060.40 

47,431,452.49 
;  3,630,49729 
8,178,395.54 
4;318,BMi1-j 
5,634,878.42 


WAS  Spread 
15.33 

7.30 
18.42 
20.12. 
11.84 
10.95 
10.14 
10.24 
12.33 
16.19 

9.63 
.15108, 
12.27 
•4l49 
25.84 

,  i-5i; 

27.82 

'/■'•■■G-.m 
20.02 

24.17 


Interest  on  Cash 
4.985 
4.985 
4.985 
4.985 
4.910 
4.910 
4.985 
4.985 
4.985 
4.985 
4.860 
4.985  : 
4.985 
4.860 
4.930 
4.985  I 
5.170 

5.110 

.-•■!        5:110: 

4.910 


LIBOR 
5.321 
5.321 
5.321 
5.321 
5.321 
5.321 
5.321 
5.321 
5.321 
5.321 
5.321 
5.321 
5.321 
5.321 
5.321 
5.321 
5.321 
5:321 
5.321 
5.321 
5.321 


Spread  to  LIBOR 
-0.336 
-0.336 
-0.336 
-0.336 
-0.411 
-0.411 
-0.336 
-0.336 
-0.336 
-0.336 
-0.461 
-0.336 
-0.336 
.J  :0.461 
-0.391 
-0.336 
-0.151 
'.,'  -0.211 
-0.211 
-0.211 
-0.411 


Model  CDS  Collateral  Spread 

L 
.L 


Cash  % 
L-0.25 
L-0.25 
L-0.25 


Rating  Agency  % 

L-0.25 

L-1 
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Summary 


90.00 


By  Deal 


Drag  Caused  by  100%  Cash  In  Default  Swap  Collateral  Account 


Deal  Name 

100%  Casr 

Case  ($  difference) 

Houl  Bay 

$ 

120,306.89 

Altius  2005-1 

$ 

124,458.85 

Altlus  IV 

$ 

491,875.60 

Broadwick 

$ 

661,601.21 

Hudson  HG 

$ 

125,318.77 

Hudson  Mezz  06-1 

$ 

975,061.82 

Hudson  Mezz  06-2 

$ 

429,073.51 

Anderson  Mezz  2007-1 

.  $ 

326,517.63 

Point  Pleasant  Funding  2007-1 

$ 

633,696.28 

GSC  ABS  2006-3g 

.$ 

370,462.99 

Davis  Square  7 

$ 

152,840.78 

Adirondack  2005-1 

*••-'.' 

202,355.64 

Adirondack  2005-2 

$ 

140,008.33 

Davis  Square  6 

.     $ :  ' 

11,750.11 

Camber  7 

$ 

1,402,001.36 

Coolidge 

.       $. 

72,343:51. 

Timberwolf 

$ 

924,537.89 

Fortius  II   , 

*  .     *    . 

.  120,466.52 

Fortius  I 

$ 

477,066.18 

Altlus  III 

"  $ 

76,393.84 

West  Coast 

$ 

537,282.77 

Name  of  Test 
Class  A/B 
Class  A/B 
Class  A/B 
No  IC  Test 
Class  A/B 
No  IC  Test 
No  IC  Test 
No  IC  Test  . 
No  IC  Test 
Class  A/B 
Class  A/B 
Class  A/B 
Class  A/B 
Class  A/B 
Class  A/B 
Class  A/B 
No  IC  Test 
Class  A/B 
Class  A/B 
Class  A/B 
Class  A/B 


IC  Denominator 

Cushion  (Old) 

Cushion  (New) 

Trigger 

Name  of  Test 

$ 

6,631,698.23 

11.37% 

9.56% 

105.00% 

Class  C 

$ 

8,929,071.98 

18.75% 

17.36% 

101.00% 

Class  C/D 

$ 

6,993,619.22 

37.00% 

29.97% 

101:00% 

Class  C 
No  IC  Test 

$ 

7,612,008.34 

10.44% 

8.79% 

102.00% 

Class  C 
No  IC  Test 
No  IC  Test 
No  IC  Test 
No  IC  Test 

$ 

6,543,382.22 

11.95% 

6.29% 

102.00% 

Class  C 

$ 

9,256,600.00 

20.86% 

19.21% 

102.00% 

Class  C 

$ 

6,278,821.46 

17.14% 

13.92% 

105.00% 

Class  C/D 

$ 

6,801,440.78 

16.49% 

14.43% 

105.00% 

Class  C 

■$. 

8,963,407.61 

8.71% 

8.58% 

102.00% 

Class  C 

$ 

3,477,183.33 

42.80% 

2.48% 

102.00% 

Class  C 

'  ■$  ; 

4,548,983.58 

25:65% 

24.06% 

112.00% 

Class  C/D 
No  IC  Test 

$■. 

1,840,672.96 

53.55% 

47.01% 

114.00% 

Class  C 

$ 

2,312,866.26 

100.54% 

79.91% 

101.00% 

Class  C/D 

$"' 

8,009:722.85 

35.24% 

34.29% 

101.00% 

Class  C 

$ 

12,401.317.50 

12.55% 

8.22% 

102.00% 

Class  C 
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Default  Swap  Collateral 
Summary 


By  Deal 


Deal  Name 

IC  Denominator 

Cushion  (Old) 

Cushion  (New) 

Trigger 

Name  of  Test 

IC  Denominator 

Cushion  (Old) 

Cushion  (New) 

Hout  Bay 

$ 

6,990,010.73 

8.91% 

7.19% 

101.50% 

Class  D 

7,349,789.34 

4.00% 

2.36% 

Aldus  2005-1 

$ 

10,079,190.74 

6.08% 

4.85% 

100.00% 

Altius  IV 

$ 

7,654,581.60 

26.00% 

19.57% 

100.00% 

8,242,161.01 

17.00% 

1 1 .03% 

Broadwick 

No  IC  Test 

Hudson  HG 

$ 

7,967,267.79 

6.42% 

4.85% 

101.00% 

Class  D 

8,247,886.81 

3.77% 

2.25% 

Hudson  Mezz  06-1 

No  IC  Test 

Hudson  Mezz  06-2 

No  IC  Test 

Anderson  Mezz  2007-1 

No  IC  Test 

Point  Pleasant  Funding  2007-1 

No  IC  Test 

GSC  ABS  2006-3g 

$ 

6,798,767.11 

8.67% 

3^22% 

101.00% 

Class  D 

6,798,767.11 

■     •  ■    9.67% 

4.22% 

Davis  Square  7 

$ 

9,477,242.50 

.   19.00% 

17.39% 

101.00% 

Class  D 

9,922,741.64 

14.61% 

13.07% 

Adirondack  2005-1 

$ 

6,998,252.64 

7.58% 

4.69% 

102.00% 

Adirondack  2005-2 

$ 

7,323,650.78 

10  83% 

8.92% 

102.00% 

Class  D 

7,816,836.39 

4.71% 

2.92% 

Davis  Square  6 

'-    $ 

L  9,158,532.61 

'.    7.35%' 

7,22% 

101.00% 

Class  D 

9,687,533.89 

2.43% 

2.31% 

Camber  7 

$ 

3,954,813.33 

25.11% 

-10.34% 

101.00% 

Class  D 

4,305,423.33 

25.02% 

-7.54% 

Coolidge 

.'•.'* 

5;213,448.23 

.    14.11% 

"12:72% 

106,00% 

Timberwolf 

No  IC  Test 

■,  :  Fortius  II 

•  '$' 

1 ,943,650:74 

46.36% 

40.16% 

100.00% 

Class  D 

2,126,953.52 

33.75% 

28.09% 

Fortius  I 

$ 

3,202.787.11 

45.54% 

30^64% 

100.00% 

.    Altius  III. 

$ 

8,393,247.85 

"       30:01% 

29.10% 

100.00% 

Class  D 

8;790,909.54 

24.13%. 

23.26% 

West  Coast 

$ 

12,747,626.25 

10.44% 

6.23% 

101.00% 

Class  D 

13,456,455.58 

5.57% 

1.58% 
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GSAA  2007-4 
PTNM  2002-1A 
GSAA  2007-5 
GSM  2006-18 
GSAMP  2007-HE1 
GSMS  2007-EOP 
CWL2006-S10 
CWl  2007-3 
CBASS  2007-SL1A 
CWL  2006-20 
CARR200S-NC5 
IMSA  2007-2 
BSABS  2006-HE10 
CWL  2006-57 
CMLTI 2007-AMC2 
CWALT  2006-OC9 
BSABS  2007-FS1 
GSAA  2006-17 
GSAMP  2007-FM2 
GSAA2006-S1 
CWL2007-S2 
CWALT  2006-OC10 
FFML2007-FFBS 
HUDM2  2006- 1A 
PHHAM  7007-3 
AMIT  2006-1 
FKLT  2006-D 
GPMF  2007-HE1 
GSAMP  2006-SD3 
NHEU  2006-FM2 
BSMF  2007-SL2 
HEAT  2006-7 
MABS  2007-WMC1 
AHMA  2007-3 
FFML  2007-FF2 
CARP.  2006-NCS 
FMIC  2006-1  - 
NHEL  2006-6 
CARP.  2006-FRE2 
FMIC  2006-S1 
NCAMT  2006-ALT2 
GSRPM  2006-2 
GSMS  2006-FL8A 
INDX  2007-AR7 
CWL  2006-17 
GSAA  2006-5 
MLMI 2006-HE5 
SABR  2006-WM2 
GSAA  2007-6 
ACST  2006-1A 
CARR2006-NC1 
GSTR2002-2A 
QUEST  2005-X2 
LXS2006-4N 
FHLT  2006-E 
BCAP  2006-AA2 
FHLT  2006-C 
SWIFT  2003-A8 
MSAC  2006-HE6 
GSAA  2007-3 
GSAA  2006-20 
MSAC  2006-HE5 
OWNIT  2005-5 
FHLT  2006-B 
ARMT  2006-3 
ARSI  2O06-W4 
NAA  2007-S1 
SASC  2007-GEU 
CARR  2006-NC3 
CMLTI  2006-WFH3 
FORDF  2005-1 
NCHET  2006-1 
TMTS  2006-9HGA 
CCMFC  2007-2A 
1PALT  2007-S1 
SACO  2006-9 
MSC  2007-XLFA 
SASC  2007-BC2 
GSAMP  2006-56 
HALO  2O07-WF1 
AMSI  2005-R6 
CGCMT  2006-FU 
CWL  2O06-U 
GCCFC  2006-FL4A 
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299,034434.28 
119.500,000.00 
111,916,06049 
107,415,920.77 
88,652,073.00 
86,212,077.37 
83,962,119.29 
78,712,842.37 
78,214,561.28 
76.557,920.20 
75.778J76.71 
74,936,062.26 
74,154,354.91 
72,490,572.60 
72,149,302.93 
71,698,948.30 
68,387,705.10 
68,135^00.40 
62.864,000.00 
62,598,894.62 
61,789,935.62 
60,248,265.00 
59,769,700.97 
59,694,526.07 
58,873,822.58 
57,232,000.00 
55,205,997.00 
52,741,723.77 
52,412,822.48 
51,447,242.88 
50,253,329.87 
50,000,000.00 
48,850,000.00 
47,044,322.88 
46,500,000.00 
45,298,622.44 
45,000,000.00 
45,000,000.00 
43,754,000.00 
41,850,274.23 
41,763,396.93 
41,495,858.33 
41,360,000.00 
40,692,792.60 
40,000,000.00 
40,000,000.00 
40,000,000.00 
40,000,000.00 
39,603,449.27 
39,581,895.03 
.  39,195,000.00 
37,921.986.75 
37,542,769.46 
35,964,000.00 
35,810,000.00 
35,501,656.00 
35.000,000.00 
35,000,000.00 
34,000,000.00 
33.474,409.46 
32,621.713.87 
32,000,000.00 
31,727,500.00 
31,645,000.00 
31,244,717.86 
31,000,000.00 
30,499,856.81 
30,306,352.22 
30,000,000.00 
30,000,000.00 
30,000,000.00 
30,000,000.00 
30,000,000.00 
29,956,024.92 
27,715,356.81 
27,223,906.92 
27,000,000.00 
26,814,000.00 
26,672,961.55 
25,906,652.47 
25 ,8 19,325.68 
25,239,683.15 
25,000,000.00 
25,000,000.00 


LBMLT  2006-1 
MLFT  2006-1 
OOMLT  2006-1 
RASC  2005-KS10 
SABR  2006-FR4 
TMTS  2006-3 
INDS  2006-A 
SACO  2007-2 
CSMS  2006-HC1A 
CWALT  2006-OA17 
CWALT  20D7-OH1 
ABSHE  2O06-HE7 
GSAMP  2006-HE1 
SASC  2006-WF1 
CSMC  2006-TF2A 
CWALT  2006-OA22 
SAMI 2006-AR2 
BAW  2006-D 
CWALT  2006-OC2 
MSC  2006-XLF 
CWALT  2005-59 
LBFRC  2006-LLFA 
MSAC  2007-HE3 
HVMLT  2005-2 
RAMP  2006-NC1 
NAA  2006-AF2 
CWL  2006-BCS 
CARR  2006-NC4 
CWL  2007-1 
GSAMP  2006-FM3 
MMT  2005-2 
RAMP  2006-RZ2 
TMTS  2006-5 
GSAMP  2006-FM2 
KASC  2006-KE1 
LABSM  2007-1 
ABSHE-2006-HE4 
MABS  2006-WMC4 
SGMS2006-OPn 
GSAMP  2007-HE2 
BSABS  2006-PC1 
MSAC  2006-NC1 
SARNT  2005-A 
FORDF  2006-3 
INDX  2O07-FLX1 
CWL2007-QH1 
MSM  2O06-6AR 
NAA  2006-AR2 
CARR  2005-NC3 
BSMF  2006-SL2 
CWHEL2004-Q 
GPMF  2005-HE4 
LBMLT  2005- WL2 
CWL  2007-6 
BMAT  2006-1A 
TMST  2006-5 
SASC  2006-GEL3 
SAMI  2006-AR3 
ACCR  2005-4 
MSM  2006-9AR 
DVSQ2005-5A 
WAMU  2006-AR4 
FFML  2006-FFS 
ABFC  2006-HE1 
BSABS  2006-AQ1 
CWL  2007-5 
RASC  2006-EMX9 
SABR  2006-WM3 
SGMS  2006-FRE2 
WFHET  2006-3 
COMM  2007-FL14 
JPMAC  2006-FRE1 
FFML  2007-FFC 
INABS  2006-A 
IXIS  2006-HE1 
FMIC  2006-2 
RFMS2  2007-HSA3 
CWl  2006-SPS1 
OOMLT  2007-2 
CWL  2007-BC1 
AMSI  200S-R9 
GSAMP  200S-HE4 
AHM  2006-1 
ACCR  2007-1 


mmitssmmmM 


25,000,000.00 

25,000.000.00 

25,000,000.00 

25,000,000.00 

25,000,000.00 

25,000,000.00 

24467,475.63 

24,423,884.79 

24,005,000.00 

23,973,520.17 

23,469,617.83 

23,414,000.00 

23,196,000.00 

22400,000.00 

22,455,417.64 

22,453,719.13 

22,429,218.48 

22,137,847.00 

21,557,100.84 

21,385,840.83 

20.931,328.04 

20,852,402.53 

20,829,378.21 

20,715,173.80 

20419,000.00 

20,482,315.66 

20,105,300.67 

20,000,000.00 

20,000,000.00 

20,000,000.00 

20,000,000.00 

20,000,000.00 

20,000,000.00 

19492,000.00 

19.355,412.75 

19,097,606.60 

19,000,000.00 

19,000,000.00 

19,000,000.00 

18,652,517.34 

13,000,000.00 

18,000,000.00 

18,000,000.00 

17,950,000.00 

17,859,011.08 

17,740,579.34 

17,695,879.00 

17,462,688.80 

17,314,775.14 

17,15S,739.75 

16,884,659.47 

16,602,752.23 

16,657,555.96 

16,595,853.98 

16,299,569.02 

16,259,673.80 

16,056,375.19 

15,723,940.72 

15,428,344.74 

15,314.405.73 

15,300,000.00 

15,153,289.63 

15,036,000.00 

15,000,000.00 

15,000,000.00 

15,000,000.00 

15,000,000.00 

15,000,000.00 

15,000,000.00 

15,000,000.00 

14,958,153.99 

14,866,190.66 

14,700,414.94 

14,500,000.00 

14,500,000.00 

14,091,133.80 

13,849,962.92 

13428,019.25 

13,400,000.00 

13,284,935.09 

13,003,591.86 

12,938,451.03 

12,793,034.60 

12.474,389.67 


SAIL  2006-1 
POPLR2007-A 
COMM  2005-F10A 
NAA20O6-S3 
ACE  2006-FM2 
BSABS  2006-HE9 
CWL  2007-6 
GPMF  2006-OH1 
GSAA  2005-11 
CWALT  2006-OC1 
ACE  20OS-ASP1 
NCHET  2005-3 
MSIX  2006-2 
WMALT  2007-OC2 
PCHLT  2005-2 
FORTS  2006-2A 
RAU2006-QA3 
GSAA  2005-6 
GSAMP  2006-KE4 
GSAA  2O07-7 
MASl  2006-1 
SVHE  2006-EQ2 
ABSHE  2006-HE6 
CMLTI  2006-HE3 
CSMC  2007-TFLA 
HEAT  2006-6 
RASC  2006-KS3 
SVHE  2006-OPT1 
SWIFT  2005-A12 
FHABS  2007-HE1 
RFMS2  2O06-HSA1 
NCHET  2005-1 
ARMT  2006-1 
CWL  2007-4 
CWL  2006-6 
HASC  2006-OPT1 
FMIC  2007-1 
PHHAM  2007-2 
MABS  2006-HE3 
GSAA  2O07-1 
HFCHC  2006-1 
FORTS  2006-1A 
WBCMT2006-WL7A 
IRWHE  2006-2 
SASC  2005-S5 
BSCMS  2006-BBA7 
FNR  2006-S 
AHM  2004-4 
NHEL  2005-3 
MLMI  2006-HE1 
HUDMZ  2006- 2A 
IMSA  2006-3 
LBFRC  2004-LLFA 
RFMS2  2006-HSAS 
IMSA  2006-2 
GSAA  2005-12 
SAST  2006-3 
MABS  2005-NC2 
TMTS  2006-  17HE 
NHEU  2006-HE3 
GSAA  2005-7 
GMACM  2006-HE3 
BSCMS  2007-B8A8 
IMM  2005-3 
CWL  2006-S6 
BSABS  2005-HE12 
CBASS'2006-SU 
RAU  2006-QO10 
SVHE  2006-A 
MSM  2006-10SL 
MLMI  2006-SL1 
FFML  2006-FF18 
CWL2006-S3 
GOLDS  2003-A 
ALTS  2006-3X 
MHL  2005-2 
SURF  2006-BC5 
HUDHG  2006-  1A 
ARSI  2006-M1 
JPMCC  2006-FL2A 
LBMLT  2006-10 
MABS  2005-WMC1 
MLMI  2006-AR1 
NCHET  2005-C 


12,439,000.00 
12.432.2U.19 
12435,095.30 
12,097,082.16 
12,000,000.00 
12,000,000.00 
12,000,000.00 
11,691,689.25 
11,576,526.67 
11474,779.20 
11400,000.00 
11,488,271.57 
11,470,000.00 
11.441497.67 
11422,000.00 
11,028,945.00 
10,918,921.43 
10,461.792.00 
10,368,000.00 
10,298,303.84 
10,271,930.64 
10,270,000.00 
10,000,000.00 
10,000,000.00 
10,000,000.00 

10,000,000.00 
10,000,000.00 
10,000,000.00 
9.920,324.32 
9,793,580.98 
9,763,636.36 
9,520,601.12 
9,503,732.65 
9,496,244.11 
9,300,000.00 
9,218,401.26 
9,161,319.59 
9,010,137.78 
8,852,480.11 
8,835,203.27 
8,740,000.00 
8,709,773.22 
6,435,525.41 
8,415,094.97 
6444,294.50 
8.301,885.80 
8,299,913.76 
8.036,033.16 
7,840,861.20 
7,768,333.00 
7,500,000.00 
7,454,223.78 
7,432,611.39 
7,307,106.17 
7,196,734.43 
7,100,000.00 
6,971,017.83 
6,627,028.12 
6,761,000.00 
6,477,066.50 
6,463,203.65 
6,400,000.00 
6,259,580.60 
6.169,917.89 
6,027.427.40 
6,000,000.00 
5,783,46142 
5,677,415.50 
5,663,267.02 
5,662,062.11 
5,500,000.00 
5,472,282.46 
5,462,431.47 
5.449,966.53 
5,420,47440 
5,225.000.00 
5,160,526.25 
5,000,000.00 
5,000,000.00 
5,000,000.00 
5,000,000.00 
5,000,000.00 
5f000.000.00 
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WAMU  2005-ARS           S 

4,984,240.37 

HASC  2006-HE2              S 

4,900,000.00 

GSAA  2006-10                 S 

4,877,170.88 

TMTS  2006-7                   S 

-      4,844,081.31 

MSM  2006-1AR              S 

4,831,956.32 

GSAMP  2O06-5D2           S 

4,740481,37 

PFRMS  2006-1                S 

4,661,111.06 

TMTS  2006-11                 S 

4,631,687.94 

NAA2006-AR3                S 

4486,057.74 

CWL  2006-55                   S 

4486,041.57 

GSAMP  2007-H1             $ 

4,555,670.65 

ABSHE  200S-HE4            S 

4,507,20247 

IRWHE  2006-1                 S 

4,363,210.34 

GSAA  2006-3                   S 

4,230,388.69 

BALL  2005-MIB1             5 

4,219,579.58 

WMALT  2006-AR10        $ 

4,147,842.81 

ARC  2001-BC6                 $ 

3,919,720.50 

NEPTN  2006-3A              S 

3,916,671.00 

HASC  2007-NC1              S 

3,860,012.40 

RAMP  2006-RZ1              S 

3,778,736.16 

MSAC  2006-HE1             $ 

3,750,000.00 

GSAA  2006-4                ,   S 

3,736,323.49 

HOUT  2006-  1A               S 

3,652,000.00 

SABR  2006-FR3               S 

3,500,000.00 

GSAMP  2006-54             S 

3,411,692.10 

G'JGH  2005- 1A.               * 

3.325,000.00 

TMST  2006-1                   ! 

3,295,659.30 

CSMC  2006-TFLA            i 

3,052,884.61 

LBMLT  20064 

3,033,244.67 

SASC  2005-S6 

2,869,877.99 

RAMP  2004-R510 

2,766.107.82 

GMACM  2005-HE3 

2,750,000.00 

INDS  2006-1 

2,735,849.78 

NCHH  2006-S1 

>             2,465,813.78 

RASC2004-KS9 

>             2,251,488.98 

MLMI  200S-HE2 

}             2,057,107.27 

CWALT  2006-OC11 

»             2,044,774.36 

COMM  2005-FU1 

5             2,000,000.00 

CWALT  2007-HY6 

$             1,970,991.68 

GSAA  2006-7 

S             1,961,422.69 

SAIL  2005-10 

S             1,941,362.31 

RAMP  2005-EFC7 

S             1,824,379.27 

CWL  2006-52 

$             1,789,069.73 

BVMBS  2005-2 

$             1,701,307.90 

FHABS  2006-HE2 

$             1,676,114.11 

TMST  2005-4 

S             1406.273.14 

GSAA  2006-9 

S             1,422,059.48 

LBMLT  2005-WL1 

$             1,409,109.99 

ACCR  2002-1 

S             1,355.164.84 

BSABS  2005-EC1 

$             1,343,649.62 

RAMP  2006-NC3 

S             1,200.000.00 

GSRPM  2006-1 

$             1,082,350.62 

LBFRC  2005-LLFA 

$             1,042,995.84 

CARR  2005-NC1 

S             1,025,805.38 

CMLTI  20O6-HE2 

S             1,000,000.00 

GSAMP  2005-WMC3 

S             1,000,000.00 

JPMAC  2005-OPT2 

$             1,000,000.00 

SASC  2005-AR1 

$                865,026.87 

IXIS  2005-HE4 

$                365,876.97 

RAMP  2005-EFC3 

$                219,232.39 

JPMCC  2006-FL1A 

S                132,611.97 

GS  MBS-E-001992556 
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3622EBAA6 

$         252,342,534.28 

746869AZ9 

$         119.500,000.00 

3E22ECAA4 

$         111,916,06039 

3622ELAM 

$         107,415,920.77 

1248MKAB1 

$           78,214,561.28 

12667HAB7 

$           76,557,920.20 

14453 1DL1 

$           75,778,376.71 

452570AA2 

$           74,936,062.26 

12668VAA7 

$           72,490,572.60 

17311XAA3 

$           72,149,302.93 

2324SGAA9 

$           71,698,94830 

073855AA6 

S          68,387,705.10 

362257AAS 

$           68,135,300.40 

3622MHAC0 

$          62,864.000.00 

400S1CAA5 

$           62,598,894.62 

12670BAA7 

$           61,789,935.62 

23245FAB9 

$           60,248,265.00 

30248EAAS 

$           59,769,700.97 

12668YAA1 

$           55,974,746.10 

35729VAB3 

S          55,205,997.00 

443860AB7 

S           54,290,307.32 

3S244RAAS 

«            52.412,822.48 

65537FAB7 

$           51,447,242.88 

07401RAA8 

$          50,253,329.87 

07389 RAP1 

S          50,000,000.00 

43709NAD5 

$          50,000,000.00 

5527STAC2 

$           48,850,000.00 

026935AC0 

$          47,044,322.88 

3622EBAB4 

$           46,692,000.00 

32029GAC8 

$           46,500,000.00 

39539JAA4 

$           4S,467,003.25 

31659TEY7 

$           45,000,000.00 

6698SRAC1 

S           45,000,000.00 

3622MDAB1 

$           44,461,073.00 

3622MDAC9 

$           44,191,000.00 

1266BUAE1 

$           43,712,842.37 

31659XAA4 

$          41,850,274.23 

643529AA8 

$           41,763,396.93 

36298UAC2 

S           41,360,000.00 

45670CAA5 

$           40,892,792.80 

362334GS7 

$           40,000,000.00 

S9022QAD4 

$           40,000,000.00 

12666VAC5 

$           40,000,000.00 

81376GAD2 

$          40,000,000.00 

OO5OSHAA0 

$           39,581,895.03 

36240UAB3 

S          37,921,986.75 

74835 1AF0 

$          37,542,769.46 

36228CZS5 

$           37,432,077.37 

144539AC7 

S           36,034,000.00 

S2S221KK2 

$           35,964,000.00 

35729NAD7 

$           35,810,000.00 

05530MAA7 

$          35,501,656.00 

86837TAB0 

$           35,000,000.00 

35729TAD4 

S           35,000,000.00 

61749NAC1 

$           32,000,000.00 

69121PBT9 

S          31,727,500.00 

36245RAS4 

$          31,254,563.70 

O0703QAD4 

S          31,244,717.86 

69337MAA8 

$          31,073,822.58 

040104TF8 

S          31,000,000.00 

655374AA4 

$           30,499,856.81 

86362QAA1 

$          30,306.352.22 

00252SAB5 

i          30.000,000.00 

34528PAG1 

$          30,000,000.00 

64352VQR5 

$          30,000,000.00 

8815ETAB9 

$          30,000.000.00 

17309QAC8 

$          30,000,000.00 

61750FAE0 

$           30,000,000.00 

16679BAA9 

S           29,956,024.92 

36228CZW6 

$           29,780,000.00 

12668YAA1 

S          27,987,373.19 
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69337MAB6      S 

27,800,000.00 

466275AS0      $ 

27,715,356.81 

00252GAC3      $ 

27,232,000.00 

78577RAA7      $ 

27,223,906.92 

61752LAB1       S 

27,000,000.00 

86362YAC0       $ 

26,814,000.00 

36245CAC6      S 

26,672,961.55 

03072SF91       5 

25,819,325.68 

20173RAB5      $ 

25,000,000.00 

542514RL0       $ 

25,000,000.00 

59023UAC6      S 

25,000,000.00 

75405WAB8      $ 

25,000,000.00 

81377GAB5      $ 

25,000,000.00 

881561T61       $ 

25,000,000.00 

23243WAC2      $ 

2S,000,000.00 

43709UAA5      S 

24,567,475.63 

78581NAA0      S 

24,423,884.79 

07389RAN6      S 

24,154,354.91 

22943NAA1      $ 

24,005,000.00 

12668PAB8      S 

23,973,520.17 

362725AC7       $ 

23,901,514.50 

14454AAB5       $ 

23,754,000.00 

3622EAAX8      S 

23,507,655.07 

04544QAD9      S 

23,414,000.00 

3623414R7      $ 

23,196,000.00 

8E3576FF6       $ 

22,500,000.00 

23245PAC5      $ 

22,453,719.13 

86359L5P5       $ 

22,429,218.48 

12668BRE5      $ 

21,557,100.84 

61745SAB6      $ 

21,385,840.83 

617S38AA1      $ 

20,829,378.21 

41161PLS0      i 

20,715,173.80 

76112BW97      $ 

20,519,000.00 

126665AB4      $ 

20,10S,300.67 

144528AC0       $ 

20,000,000.00 

14453MAB0      $ 

20,000,000.00 

23245CAC4      $ 

20,000,000.00 

36235 1AB4       $ 

20,000,000.00 

36245TAC9       $ 

20,000,000.00 

591S9UBX5      S 

20,000,000.00 

75156UAB3      $ 

20,000,000.00 

881S612F0       $ 

20,000,000.00 

14454AAC3       $ 

20,000,000.00 

14453 1EWE      $ 

19,500,000.00 

3E245DAD2      $ 

19,392,000.00 

44328AAB6      $ 

19,355,412.75 

S2521MAB8      $ 

19,097,606.60 

04544GAF6      $ 

19,000,000.00 

36228CZUO      $ 

19,000,000.00 

78420MAE9      $ 

19,000,000.00 

57645MAE2      S 

19,000,000.00 

52521TAC1       $ 

18,786,526.20 

35729QAC2      $ 

18,763,538.00 

126E8AEW1      $ 

18,727,415.70 

07387UAV3      $ 

18,000,000.00 

12668UAF8      $ 

18,000,000.00 

61744CXZ4      S 

18,000,000.00 

8055SPAG0      $ 

18,000,000.00 

34528QAA2      $ 

17,950,000.00 

45668WAA5      S 

17,859,011.08 

12669HAA7      $ 

17,740,57934 

61749CAB7      $ 

17,695,879.00 

362725AA1      S 

17,594,343.83 

40431KAA8      S 

17,532,852.47 

65535VU55      5 

17,462,688.80 

14453 1CV0      S 

17314,775.15 

074O0YAA4      $ 

17,155,739.75 

12668UAG6      $ 

17,000,000.00 

126673MY5      $ 

16,884,659.47 

39538WDC9     $ 

16,802,752.23 

105667AA7       $ 

16,299,569.02 

.,  c..s,<=-  ,  |at« 

f  c  molF   »  ^ 

88522RAA2      $ 

16,259,673.80 

86360XAA8      $ 

16,056375.19 

17309XAB5      $ 

15,853,000.00 

86360KAC2      $ 

15,723,940.72 

22545RAB2      S 

15,700,000.00 

61748JAA5       $ 

15,314,405.73 

239156A11       $ 

15300,000.00 

93934FPR7       $ 

15,153,289.63 

65536XAN3      S 

15,102,149.20 

32027EAE1      S 

15,036,000.00 

00075WAC3      $ 

15,000,000.00 

07389PAB6      $ 

15,000,000.00 

12668KAC7      $ 

15,000,000.00 

68389FKP8       $ 

15,000,000.00 

74924VAC3      $ 

15,000,000.00 

78420SAD2      $ 

15,000,000.00 

81377EAB0      $ 

15,000,000.00 

9497EBAB5      $ 

15,000,000.00 

200476AA7      $ 

14,958,153.99 

4662ELFL9       $ 

14,866,190.66 

07325HAH8      S 

14,712,000.00 

32029HAB8      $ 

14,700,414.94 

45071KOD3      $ 

14,500,000.00 

456606KH4      $ 

14,500,000.00 

02150KAB5      $ 

14,108,722.72 

31659EAB4      $ 

14,091,133.80 

43710WAA8      $ 

13,849,962.92 

OO4375EH0      $ 

13,843,000.00 

12666MAA9      S 

13,528,019.25 

68401TAO0      S 

13,400,000.00 

362440AC3       $ 

13,347,000.00 

12668TABO      $ 

13,284,935.09 

03072SP33      S 

13,003,591.86 

144531EV8      $ 

13,000,000.00 

362341KAE      $ 

12,938,451.03 

0266OTJD6       S 

12,793,034.60 

362351ADO      $ 

12,621,713.87 

00438QAA2      $ 

12,474,389.67 

86358EA89       $ 

12,439,000.00 

73316NAA3      $ 

12,432,213.19 

65536WAA3      $ 

12,097,082.16 

07389MAB3      $ 

12,000,000.00 

126169BF7       S 

12,000,000.00 

12669LAC4      5 

12,000,000.00 

0O442CADI      $ 

12,000,000.00 

542514MZ4      S 

11,887,658.42 

39539GAC6      $ 

11,691,689.25 

362341QH5      $ 

11,576,526.67 

12668B1E4       $ 

11,S74,779.20 

004421W2      S 

11,500,000.00 

64352VLG4      $ 

11,488,271.57 

617463AC8      $ 

11,470,000.00 

93936LAA5       $ 

11,441,397.67 

71085PBX0       $ 

11,322,000.00 

34957YAA5      S 

11,028,945.00 

7S114RAD7      $ 

10,918,921.43 

36242D3U5      $ 

10,461,792.00 

362439AD3       $ 

10,368,000.00 

36249BAAS      $ 

10,298,303.84 

57644DAR4      $ 

10,271,930.64 

83611XAC8      S 

10,270,000.00 

04S44NAD6      $ 

10,000,000.00 

14452SAB2      S 

10,000,000.00 

17310VAC4      $ 

10,000,000.00 

2254ERAC0      S 

10,000,000.00 

437O97AD0      S 

10,000,000.00 

68389FKN3       $ 

10,000,000.00 

76113A8H3      $ 

10,000,000.00 

83611MLX4      $ 

10,000,000.00 

86837YAA1      S 

10,000,000.00 

3622EAAD2      $ 

9,966,754.39 

3  »/"-  .itJ"  "."Cdtii  ,„J»\. 

32053JAA5       $ 

9,920,32432 

76110VTC2       S 

9,793380.98 

643S2VJYS       S 

9,763,63636 

12669WAC0      $ 

9,751,853.98 

225470B93       S 

9320.601.12 

12668WAA5      $ 

9303,732.65 

1266702J0        S 

9,496,244.11 

17309XAA7       $ 

9,386,683.15 

02150KAA7       S 

9,360,895.11 

40430HDB1       S 

9,300,000.00 

144S39AA1       $ 

9.264,622.44 

31659YAB0       S 

9,218.401.26 

69337HAA9      $ 

9,161,31939 

57645JAA7       $ 

9,010,137.78 

3622EQAA3      $ 

8,852,480.11 

4O430WAB1      $ 

8,835,203.27 

34958CAF1       $ 

8,740,000.00 

3624SRAE9      $ 

8,548,885.56 

46412QAA5      S 

8,435.525.41 

8E3590PN1       $ 

8,415,094.97 

40431KAB6       S 

8,374,000.00 

07387KAA1       $ 

8,344,294.50 

8,301,885.80 

02660TCU5       S 

8,299,913.76 

66987XGU3       < 

8,036.033.16 

35729QAC2       < 

7,850,000.00 

59020U3A1       < 

7,840,861.20 

44386QAA2       ! 

7,768,333.00 

45255RAY3       ! 

7,500,000.00 

52519NJC9       < 

7,454,223.78 

437099AA2      , 

7,432,61139 

07325HAK1 

7,425,847.00 

45256VAA5 

7,307,106.17 

39539JAA4 

,            7,274,720.52 

3623415P5 

,            7,196.734.43 

80556AAC1 

)            7,100,000.00 

57643LML7 

>             6,971,017.83 

12669WAD8 

»             6,844,000.00 

88156EAA4 

>            6,827,028.12 

65536QAC2 

>             6,761,000.00 

22545RAA4 

J             6,755,417.64 

144S31EV8 

$             6,695,000.00 

92976BHK1 

;             6,484,000.00 

362341AM1 

$            6,477,06630 

38012TAAO 

$            6,463,203.65 

07388TAB9 

$             6,400,000.00 

45254NNP8 

$             6,259,580.60 

126684AA7 

$             6,169,917.89 

14983AAC3 

S             6;000,OO0.OO 

751153AB3 

S            5,783,46132 

83612GAAS 

S            5,677,41530 

61749TAA2 

$             5,663,267.02 

59020U2N4 

$             5,662,062.11 

32029AAD9 

$         5300,000.00 

23242MAA9 

S             5,472,282.46 

381175AA6 

$             5,462,431.47 

BCC0T8SV3 

$             5.449,96633 

6191SRAA4 

$             5,420,47430 

443860AA9 

S            5,404,218.75 

65536VAA5 

$            5,380,166.46 

362440AB5 

$            5,305,517.34 

84751NAE4 

$            5,225,000.00 

44379PAF2 

$            5,160,526.25 

35729QAC2 

$            5,031,462.00 

04012MAQ2 

$            5,000,000.00 

4E629RAB0 

$            5,000,000.00 

54251YAOO 

$            5,000,000.00 

S7643LGV2 

$            5,000,000.00 

59020VAV5 

$             5,000,000.00 

64352VNW7 

$             5,000,000.00 

92922FS25 

5             4,984,24037  I 

gB£6stP..   ,!-"■   rSomftfSce . 

44328BAD0      5 

4,900,000.00 

362375AA5       $ 

4,877,170.88 

S8156PAX9       S 

4,844,08131 

61748HUF6       $ 

4,831,95632 

542514MW1      $ 

4,769,897.54 

362405AA0       $ 

4,740,38137 

71103XAA2      S 

4,661,111.06 

881S6YAB8      S 

4,631,687.94 

65S37EAA2      S 

4,586,057.74 

12E683AA9      $ 

4,586,04137 

36245YAV6       $ 

4.555.670.6S 

073879SL8       $ 

4,543,37630 

04S41GRI3       S 

4,507,20237 

464126CW9      S 

4363,210.34 

362334BQ6       $ 

4,230388.69 

06424HBE6       $ 

4,219,579.58 

93935YAA8       $ 

4,147,842.81 

61750FAD2      $ 

4,000,000.00 

863S8RMY0      S 

3,919,72030 

64069PAA6       $ 

3,916,671.00 

40430TAA0      $ 

3,860,012.40 

76112BY79       S 

3,778,736.16 

617451DQ9      $ 

3,750,000.00 

362334FH2      < 

3,736,323.49 

442451AG5      ! 

3,652,000.00 

81376SAB0      ! 

3,500,000.00 

36244MAA9      < 

3,411,692.10 

40166RAF3       < 

3325,000.00 

885220KG7       < 

3,295,659.30 

12638CAA6       < 

3,052,884.61 

54251MAB0      , 

3,033,244.67 

86359DTQ0 

2,869,877.99 

76112BEB2 

2,766,107.82 

361856EH6 

2,750,000.00 

437089AA3 

>            2,735,849.78 

64352VQC8 

>           2,465,813.78 

76110WF35 

i            2,251,488.98 

92976BHJ4 

,            2,225,773.22 

12668AEX9 

j            2,203,91234 

52521TAA5 

',           2,065,876.33 

59020UR98 

>            2,057,107.27 

23244JAB2 

>            2,044,774.36 

126164AN2 

>           2,000,000.00 

02151JAA9 

i            1,970,991.68 

362334NA8 

$             1,961,422.69 

86358EYV2 

$             1,941,362.31 

7E112BR44 

$            1,824,379.27 

126685DV5 

;            1,789,069.73 

0782OQCC7 

S            1,701307.90 

32052XAA5 

S            1,676,114.11 

004375EF4 

5            1,585,344.74 

885220JQ7 

S            1,506,273.15 

0738795L8 

$            1,484,050.90 

362382AD5 

$            1,422.059.48 

542S14LF9 

$             1,409,109.99 

004375AF8 

$             1,355,164.84 

0738794Z8 

S             1,343,649.62 

76112B4M9 

S             1,200,000.00 

362334QF4 

$             1,082,350.62 

52519NKS2 

$             1,042,995.84 

14453 1AYE 

$            1,025,80538 

17309  LAD7 

$             1,000,000.00 

362341L49 

S             1,000,000.00 

46626LEJS 

$             1,000,000.00 

863590VT1 

$              865,026.87 

45071KCK8 

S              365,878.97 

126169AF8 

$              335,09530 

76112BYP9 

$                219,23239 

46625YF65 

$                132,611.97 

362341HA0 

s 

8635SEUQ7 

s 
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Footnote  Exhibits  -  Page  5336 


a  08-1 
Hunon  Muz  06-1 
Hudson  Men  OB-1 
Hudson  Muz  06-1 
Hudson  Muz  06-1 
Hudson  Muz  06-1 


0O437SEH0 

ACCR  2005-4  A2C             * 

600.000.00        1.000000       3 

zCuHWftFMM.JCSL. 

600.OX.00 

HOME  EQTY 

14452BAB2 

CARR2008-NC3A2          3 

385.000.00 

1.000000       3 

395.000.00 

HOME  EQTY 

12689WAD6 

CWL  2007-6  2A2              I 

1. 130.000.00 

1.000000       8 

1.150.000.00 

HOME  EOTY 

12670BAA7 

CWL  2007-S2  A1             1 

750.000.00 

0.882713       3 

662.035.02 

HOME  EQTY 

239156AJ1 

dvsq  2003-sa  s          i 

4.008,000.00 

0.830000        3 

3.473.100,00 

CDO 

34958CAF1 

FORTS  2008-1A  S             S 

11.500.000.00 

0.760000       3 

8.740.000.00 

CDO 

38240UAB3 

OSTR2002-2AA1MB          3 

938.872.00 

0.762941        1 

731.41038 

COO 

38249BAAB 

Q3AA  2007-7  1A1              3 

1.000.000.00 

0.989175        S 

969.175.28 

HOME  EOTY 

40051 CAA5 

OSAA  2006-S1  1A1            » 

380.000.00 

0.728538       3 

276.844.42 

HOME  EQTY 

3S244SAAS 

GSAMP  2006-SD3  A           S 

37.500.000.00 

0.687679       3 

25.037.872.52 

HOME  EQTY 

44379PAF2 

HUDHQ  2006-1A  S             S 

1. 736.198.00 

0.029825        3 

1.634.815.66 

COO 

443B80AA9 

HU0MZ  2008-1A  8           9 

3.930.000.00 

0.953125       3 

3.745.781.25 

CDO 

64069PAA6 

NEPTN  2006-3A  S             9 

5.000.000.00 

0.783334       3 

3.916.671.00 

COO 

66968  RAC1 

NHEL  2006-6  A2B             3 

950.000.00 

1.000000       3 

950.000.00 

HOME  EQTY 

748869AZ9 

PTNM2002-1AA1MH          S 

46.000.000.00 

1.000000       3 

46.000.000.00 

CDO 

06424KBE6 

BALL  2005-MIB1  A1           S 

4.S0O.0OO.OO 

0.291005       3 

1.309.524.70 

COMMERCIAL 

173XXAA7 

COCMT  2006-FU  A1         S 

10.913.750.00 

0.318436       3 

3.453.505.14 

COMMERCIAL 

17309XAB5 

COCMT  2008-FL2  A2           3 

3.000.000.00 

1.000000       3 

3,000.000.00 

COMMERCIAL 

200476AA7 

COMM2X7-FL14A1           3 

5.000,000.00 

0.997210       3 

4.988.051 .33 

COMMERCIAL 

22S4SRAA4 

C3MC2006-TF2AA1          1 

7.600.000.00 

0888671       3 

6.753.417.64 

COMMERCIAL 

36226CZU0 

OSMS  2007-EOP  A2           I 

4.000.000.00 

1.000000       3 

4.000,000.00 

COMMERCIAL 

TffQffWftJ 

OPMF20O7-HE1  A1            i 

3.000,000.00 

0.909340       3 

2.726.020.20 

HOME  EQTY 

437089AA3 

INDS  2006-1  A1                1 

3.000.000.00 

0.547170       I 

2.735.849.78 

HOME  EOTY 

4535SVAA5 

IMSA  2005-2  1A11             J 

7.500.000.00 

0.611901       3 

6.069.255.19 

CMO 

4682SYF65 

JPMCC  200B-FL1A  A1A        i 

2,000,000.00 

0.066306       3 

132.611.97 

COMMERCIAL 

59020U2N4 

MLMI  2006-SL1  A              3 

12.500.000.00 

0.4S2965        S 

5,682.062.11 

HOME  EQTY 

591S9UBX5 

MMT  2003-2  A                ! 

20.000.000.00 

1.000000       3 

20.000.000.00 

617S2LA81 

M3C2X7-XLFAA2           S 

8.000.000.00 

1000000       3 

8.000.000.X 

COMMERCIAL 

69337HAA9 

PMHAM  2007-2  1A1            3 

10.000.000.00 

0.916132       3 

9.161.319.59 

CMO 

745889AZ9 

PTNM20O2-1AA1MH         1 

3S.SOO.000.00 

1.000000       3 

35.5X.0X.00 

CDO 

8BS22RAA2 

TMST  2006-9  A1             1 

10.000.000.00 

0.612984        3 

8,129.838.90 

CMO 

X703QAD4 

ARMT2008-34A11            1 

40Jffl0.00TJ.0O 

0.774342        1 

31344.717.68 

CMO 

02693SAC0 

AHMA  2007-3  12A1            1 

48.000.000.00 

0.980090 

47.044.322.88 

CMO 

1607S8AA9 

CCMFC  2007-2A  A1            I 

30.000.000.00 

0.998534        3 

29.956.024.93 

CMO 

173XXAA7 

COCMT  2008-FL2  A1          1 

8.750.000.00 

0.316438        1 

2.768.816.40 

COMMERCIAL 

223470B93 

ARMT  2006-1  8A1             t 

17.000.000.00 

0.560035        I 

9.520.601.12 

CMO 

32029HABB 

FFML  2007-FFC  A2A         t 

13.000,000.00 

0.980028       1 

14.7X.4 14.94 

CMO 

320S3JAA5 

FHABS  2O07-HE1  A           ) 

10.000,000.00 

0.992032        i 

9.920.324.32 

HOME  EQTY 

36228CZS5 

OSMS  2007-EOP  A1 

40.000.000.00 

0.935802       3 

37.432.077.37 

COMMERCIAL 

38226CZU0 

OSM3  2007-EOP  A3 

13.000.000.00 

1.000000       I 

15.OX.0X.00 

COMMERCIAL 

38243  RAE9 

OSAA  2007-6  3A1B 

8.771.000.00 

0.974676 

8.548.883.58 

HOME  EQTY 

38349RAQ4 

OSAA  2.007-6  A3 

32.202.000.00 

0.97O57D 

31354.563.70 

HOME  EQTY 

43710WAAB 

RFMS2  2007-HSA3  AH 

15.000.000.00 

0.923331 

13.849.962.92 

HOME  EQTY 

45S70CAA5 

INDX  2007-AR7  1A1 

25.000.000.00 

0.950995 

23.774.879.54 

CMO 

48627SAB0 

JPALT  2007-81  A2 

28,871.000.00 

0.959972 

27.715.356.61 

CMO 

46629RAB0 

JPMCC  200S-FL2A  A2 

$.000,000.00 

1,000000 

3.000.000.00 

COMMERCIAL 

69337MAAS 

PHHAM  2007-3  A1 

31.822.000.00 

0.976489 

31.073.822.58 

CMO 

69337MAB8 

PHHAM  2007-3  A2 

27.800.000.00 

1.000000 

27.BX.XO.00 

CMO 

93938LAA5 

WMALT  2007-OC2  A1 

11.800.000.00 

0.969810 

11.441.397.67 

CMO 

X2920AB5 

AMU  2006-1  A2 

t         30.000,000.00 

1.000000 

30.0X.000.X 

HOME  EQTY 

00252QAC3 

AMIT  2008-1  A3 

1         27.232.000.00 

1.000000 

27.232.OO0.X 

HOME  EQTY 

00SD3HAA0 

ACST  2006-1A  01 

t         41.300.000.00 

0.9S8399 

39.561.695.03 

PLANES 

02660TCUS 

AHM  2004-4  7A 

t         40.000.000.00 

0.207496 

*             8399.913.76 

CMO 

04344  QAF6 

AB3HE2008-HE4AS 

19.000.000.00 

1.000000 

1           19.0OO.OX.X 

HOME  EQTY 

103667  AA7 

BMAT200B-1AA1 

t         50.000,000.00 

0.325991 

t           18.299,569.02 

HOME  EQTY 

12666AEX9 

CWALT  2003-59  1A3A 

1         31,888.000.00 

0.069182 

2303.912.34 

CMO 

31659TEY7 

FMIC  2006-1  A2 

43.000.000.00 

1.000000 

45.0X.0W.X 

HOME  EQTY 

32027EAE1 

FFML  2006-FF3  2A3 

1        15.038,000.00 

1.000000 

1S.038.0XX 

HOME  EQTY 

34528QAA2 

FORDF  2008-3  A 

S         17.950.000.00 

1.000000 

17.950,000.00 

AUTOS 

3B1175AA6 

OOLDS  2003-A  A1 

I         13.000.000.00 

0.364162 

1             5,462.431.47 

STRUCT  NOTE 

39538WDC9 

QPMF  2003-HE4  1A1 

3        83.448.000.00 

0.284827 

t           16.602.752.23 

HOME  EQTY 

41161P1S0 

KVMLT  2005-2  2A1B 

8        60,000,000.00 

0.345253 

S          20.715.173.60 

CMO 

43709UAA5 

1NDS2006-AA 

S        33.000.000.00 

0.8141  B7 

I          21.496.541.17 

HOME  EOTY 

S2332HOQ 

LXS2008-4NA1B1 

3        35,964.000.00 

1.000000 

3          33.984.0X.X 

CMO 

342S14UZ4 

LBMLT  2005-WU  3A3 

S         21.898.000.00 

0.547869 

9          11.887.656.42 

HOME  EQTY 

6174DCAB7 

MSM  2008-6AR  1A2 

$         50.000.000.00 

0.353918 

3           17.899.679.X 

CMO 

66987XOU3 

NHEL  2005-3  A2B 

3         15.000.00000 

0.535738 

3             8.036.033.16 

HOME  EQTY 

74S331AF0 

QUEST  200S-X2  A2 

3        49.213.000.00 

0.762883 

t          37.542.789.46 

HOME  EQTY 

B8338EUQ7 

SAH.2005-HE1A4 

S  .      13.000.000.00 

0.000000 

HOME  EQTY 

6S33SDTQ0 

SASC  2003-56  A2 

3          5,000.000.00 

0.573978 

I            2.869877.99 

HOME  EQTY 

8S359LSP3 

8AMI  2006-AR2  A3 

3        34.238.000.00 

0.655097 

S           22.429,218.48 

CMO 

S6360KAC2 

SAM12008-AR311A3 

S        25.411.113.00 

0.618782 

3          15.723,940.72 

CMO 

6S837TAB0 

SWIFT2003-A8A 

9        35.000.000.00 

1000000 

9          35.0X.0X.X 

AUTOS 

B2922FS25 

WAMU  2005-AR8  2AB3 

3    .    14,000.000.00 

0.356017 

3            4.984340.37 

CMO 

93934FPR7 

WAMU  2006-AR4  1AC2 

3        15.337.000.00 

0.988022 

3          15,153.269.63 

CMO 

0D4375EH0 

ACCR  2003-4  A2C 

3           1.600.000.00 

1.000000 

3            1.600.0X.X 

HOME  EQTY 

12670BAA7 

CWL  2007-82  A1 

3           2.850.000.00 

0.882713 

3             2.515.733.X 

HOME  EQTY 

2391S8AJ1 

0V8O200S-SAS 

3         13.914.000.00 

0.8SOO0O 

3          11.828.B00.ro 

COO 

38240UAB3 

O3TR2002-2AA1MB 

|            1.476.328.00 

0.762941 

3            1.128.351.29 

COO 

38249  BAAB 

03AA  2007-7  1A1 

3          1.600.000.00 

0.989175 

3            1.582.680.49 

HOME  EQTY 

3S2T23AC7 

OSRPM  2008-2  A2 

3        30.000.000-00 

0.796717 

3          33.901,514.50 

HOME  EQTY 

4X91CAA5 

OSAA2008-S1  1A1 

3        11.675.000.00 

0.728538 

3            8.505,680.54 

HOME  EQTY 

3S243DAD2 

GSAMP  2008-FM2A2C 

3          19,392.000.00 

1.000000 

S           19.392.X0.X 

HOME  EQTY 

382735AA1 

OSRPM  2008-2  A1A 

3         10J38.388.00 

0.682374 

3            6.988,401.13 

HOME  EQTY 

382341  QMS 

OSAA  2003-1 13A3 

3           4.776.000.00 

0.385884 

3            1.843.983.03 

HOME  EQTY 

4424S1AGS 

HOUT  2O06-1A  8 

3           4.000.000.00 

0.913000 

3            3.6S2.0X.X 

COO 

443860AA9 

KUOMZ2006-1AS 

9           1.740.00000 

0.953125 

3            1.658.437.50 

CDO 

843529AA8 

NCAMT  2006-ALT2  AVI 

3         17,230.000.00 

0.484713 

3            8.351.813.02 

CMO 

6898BRAC1 

NHEL  20064  A2B 

3           1.300.000.00 

1.000000 

S            1.509,000.00 

HOME  EQTY 

004375EH0 

ACCR  2003-4  A2C 

3           3.843.000.00 

1.000000 

9            3.643.0X.X 

HOME  EQTY 

12687HAB7 

CWL  2006-20  2A1 

3       100.000.000.00 

0.765579 

3          78.557.920.20 

HOME  EQTY 

12868PAB8 

CWALT2006-OA171A1B 

3        35,903.000.00 

0.687730 

8          23.973.520.17 

CMO 

23245PAC5 

CWALT  200B-OA22  A3 

3        25.650.000.00 

0.868618 

9          22.453.719.13 

CMO 

12689HAA7 

CWL  2007-QH1  A1 

3        20.000.000.00 

0.887029 

3           17.740.379.34 

HOME  EQTY 

12668VAA7 

CWL  2006-87  A1 

3       100,000.000.00 

0.724906 

3          72.4X573.X 

HOME  EOTY 

A-1*  AAA 


AAA  AAA 

AAA  AAA 

AAA 


An  AAA 

An  AAA 

An  AAA 

AM  AAA 

An  AAA 


An  AAA  AAA 

An  AAA  AAA 

An  AAA  AAA 


An  AAA  AAA 


An  AAA 


ACCR  2005-4 

CARft  20O6-NC3 

CWL  2X7-8 

CWL  2X7-82 

DVSQ2005-5A 

FORTS  2006-1A 

OSTR  2002-2A 

OSAA  2X7-7 

OSAA  2006-S1 

QSAMP  2006-SD3 

HUDHO  2008-1 A 

HUDMZ2008-1A 

NEPTN2006-3A 

NHEL  20084 

PTNM  2O02-1A 

BALL2005-MIB1 

COCMT  2008-FL2 

COCMT  2006-FU 

COMM  2X7-FL14 

C3MC  2008-TF2A 

OSMS  2X7-EOP 

OPMF  2007-HE1 

INDS  2X8-1 

IMSA  2006-2 

JPMCC  2X6-FL1A 

MLMI2006-3L1 

MMT  2005-2 
MSC  2X7-XLFA 
PHHAM  2X7-2 
PTNM  2O02-1A 
TMST  2006-8 
ARMT  2008-3 
AHMA  2X7-3 
CCMFC  2X7-2A 
COCMT  2006-FU 

ARMT  2006-1 

FFML  2X7-FFC 

FHABS  2X7-HE1 

OSMS  2X7-EOP 

OSMS  2X7-EOP 

OSAA  2X7-6 

OSAA  2007-8 

RFMS2  2X7-KSA3 

INDX  2X7-AR7 

JPALT  2007-S1 

JPMCC  2006-FUA 

PHHAM  2X7-3 

PHHAM  2X7-3 

WMALT  2X7-OC2 

AMIT  2008-1 

AMIT  2008-1 

ACST2008-1A 

AHM  2004-4 

AB5KE  2008-HE4 

BMAT  2008-1A 

CWALT  2005-59 

FMIC  2008-1 

FFML  2008-FF5 

FORDF  2008-3 

OOLDS  2003-A 

OPMF  2O05-HE4 

HVMLT  2005-2 

INDS2006-A 

LXS200S-4N 

LBMLT  2005-WL2 

MSM2008-6AR 

NHEL  2005-3 

QUEST  2005-X2 

SAIL  2005-HE1 

SASC20D3-S8 

SAMI2006-AR2 

SAM1  2006-AR3 

SWIFT  2003-AB 

WAMU2009-ARB 

WAMU  2008-AR4 

ACCR  2005-4 

CWL  2X7-82 

DVSQ2005-5A 

OSTR2X2-2A 

OSAA  2X7-7 

OSRPM  2008-2 

OSAA  2006-61 

QSAMP  2008-FM2 

OSRPM  2008-2 

OSAA  2005-11 

HOUT2008-1A 

HUDMZ  2008-1A 

NCAMT  2008-ALT2 

NHEL  20084) 

ACCR  2005-4 

CWL  2003-20 

CWALT2006-OA17 

CWALT  2006-OA32 

CWL2X7-QH1 

CWL  2006-87 
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Hudson  Muz  Oft-' 
Hudson  Muz  06-' 
Hudson  Muz  06- 
Hudson  Mezz  06- 
Hudson  Muz  06-' 
Hudson  Muz  06-' 
Hudson  Men  06-' 
Hudson  Muz  Oft-' 
Hudson  Muz  OS- 
Hudson  Muz  06- 
HudsonMuzOft-' 
Hudson  Muz  Oft-1 
Hudson  Muz  Oft-' 
Hudson  Muz  Oft-' 
Hudson  Muz  06-' 
Hudson  Muz  OS- 
Hudson  Muz  OS-' 
Hudson  Mux  Oft-' 
Hudson  Muz  Oft-' 
Hudson  Muz  08-' 
Hudson  Muz  09-: 
Hudson  Muz  06-; 
Hudson  Muz  06-: 
Hudson  Muz  OS-: 
Hudson  MUZ  06-; 
Hudson  Muz  06-; 
Hudson  Muz  06-; 
Hudson  Muz  Oft-; 
Hudson  Muz  0S-: 
Hudson  Muz  0S-; 
Hudson  Muz  OS-? 
Hudson  Muz  OS-; 
Hudson  Muz  06-; 
Hudson  Mezz  06-; 
Hudson  Muz  08-: 
Hudson  Muz  00-1 
Hudson  Muz  06-; 
Hudson  Muz  06-; 
Hudson  Muz  Oft-: 
Hudson  Muz  Oft-; 
Hudson  Muz  Oft-: 
Hudson  Muz  Oft-: 
Hudson  Muz  08-: 
Hudson  Muz  Oft-; 
Anderson  Mezz  200i 
Andorson  Muz  200! 
Anderson  Muz  200' 
Anderson  Muz  200; 
Andorson  Muz  200: 
Andarson  Mszz  I00i 
.  Andorson  Mezz  200< 
Andorson  Muz  200' 
Anderson  Muz  20ft 
Andorson  Mszz  300' 
Anderson  Mezz  200; 
Anderson  Mezz  200< 
Anderson  Mezz  200; 
Anderson  Muz  200; 
Anderson  Muz  200i 
Anderson  Mezz  200: 
Anderson  Mezz  200; 
Anderson  Mezz  200< 
Anderson  Mezz  200i 
Anderson  Mezz  2O0< 
Anderson  Mezz  2001 
Anderson  Mezz  200; 
Anderson  Mezz  lOO: 
S2001 


;oor-i 


'•1 


Anderson  Mezz  2007- 
Anderson  Muz  2007 
Anderson  Mezz  2007 
Point  Pleasant  Funding  3 
point  Pleasant  Funding  2007-1 
Point  Pleasant  Fundlnci  2007-1 
Point  Pleasant  Funds*  2007-1 
PoM  Pleasant  Funds*  2007-1 
PoM  Pleasant  Funding  2007-1 
PoM  Pleasant  Funds*  2007-1 
Point  Pleasant  Fundna  2007-1 
Point  Pleasant  Funding  2007-1 
Point  Pleasant  Fundtno.  2007-1 
Point  Pleasant  Funding  2007-1 
PoM  Pleasant  FursBng  2007-1 
PoW  Pleasant  Funding  2007-1 
Point  Pleasant  Funds*  2007-1 
*  FundVffl  2007-1 
4  Funding  2007-1 
Point  Pteessnt  Funding  2007-1 
PoM  Pleasant  Funding  2007-1 
PoM  Pleasant  Funding  2007-1 
Point  Pleasant  Funding  2007-1 
PoM  Pleassnt  Funding  2007-1 
Point  Ptsaeant  Funding  2007-1 
Point  Pleasant  Funds*  2007-1 
PoM  Pleasant  Funds*  2007-1 
PoM  Pleasant  Funding  2007-1 
PoM  Pleasant  Funding  2007-1 
PoM  Pleasant  Funding  2007-1 


12870BAA7 

144S2BAB2 

144539AC7 

23245GAA9 

23245FAB9 

35729VAB3 

400S1CAA5 

3624SCAC6 

382257AA3 

3822ELAA4 

38272SAA1 

S622ECAA4 

44326AAB8 

64332VQRS 

643529AA8 

65537FAB7 

6696SRAC1 

7515BUAB3 

382341 KAS 

64352VJYB 

0043BQAA2 

004375EHO 

D73S9RANB 

126684AA7 

12886MAA9 

12668KAC7 

12668YAA1 

12669WAD6 

1268BBRE3 

32029OACS 

35729VAB3 

3622ELAA4 

3622EQAA3 

382341QHS 

3623S1AD0 

3824STAC9 

36245YAVB 

3622MDAB1 

3822MOAC9 

3822MHAC0 

40431 KAA6 

40431KAB8 

4S668WAA3 

38249SAA6 

osoeaxAAB 

03072SF91 

14454AABS 

144531 EV8 

17309LAD7 

126673  MY5 

23245CAC4 

1248MKAB1 

34957YAA5 

3572SVAB3 

35729QAC2 

400S1CAAS 

362375AAS 

362334NA0 

3822ELAA4 

3822EBAA6 

3622EAAD2 

362439AD3 

44379PAF2 

44308QAA2 

55275TAC2 

59022QAO4 

8175OFAE0 

S43529AA8 

6B96SRAC1 

710SSP6XO 

75156UAB3 

03O723F01 

04544  NAD6 

04541 ORJ3 

144526AB2 

02150KAA7 

02150KABS 

23242MAA9 

126663AA9 

1268SWAAS 

12669LAC4 

12669WACO 

12669WAD8 

12670BAA7 

3202SOACS 

30248EAA6 

3822EAAXS 

3822EBAA6 

3822EBAB4 

3S22ECAA4 

382341QH5 

400S1CAAS 

362341AM1 

362440AC3 

3S242D3U3 

57843LGV2 

37ft45JAA7 

76112BEB2 


CWL  2O07-S2  A1 
CARR  200S-NC3  A2 
CARR2O00-NCSA3 
CWALT  2006-OC9A1 
CWALT  200S-OC1 0  2A1 
FHLT2008-D2A1 
OSAA  2008-31  1A1 
OSAMP  2006-58  A1C 
OSAA  2008-17  A1 
OSAA  2008-18  AV1 
OSRPM  2008-2  A1A 
OSAA  2007-5 1AV1 
HASC  2O0S-HE1  2A1 
NCHET  2006-1  A2B 
NCAMT  200S-ALT2  AVI 
NHEU  2006-FM2  2A1 
NHEL  2006-6  A2B 
RAMP  2O00-RZ2  A2 
OSAMP  2005-HE4  A2B 
NCHET  2005-1  A2C 
ACCR  2007-1  A1 
ACCR  2005-1 A2C 
BSABS2008-HE1021A1 
CWL2008-SSA1 
CWL2O06-SPS1A 
CWL  2007-5  2A2 
CWL2006-S10A1 
CWL  2007-8  2A2 
CWALT  2006-OC2  2A1 
FFML  2007-FF2  A2B 
FHLT  2006-D  2A1 
OSAA  2006-1B  AVI 
OSAA  2007-1  1A1 
OSAA  2005-1 13A3 
OSAA  2008-20  2A1B 
OSAMP  2006-FM3  A2B 
OSAMP  2007-H1  A2AM 
OSAMP  2007-HE1  A2A 
OSAMP  2007-HE1  A2B 
OSAMP  2007-FM2  A2B 
HALO  2007-WF1  A1 
HALO  20O7-WF1  A2 
INDX  2007-FLX1  A1 
OSAA  2007-7  1A1 
ALTS  2006-3X  A1A 
AMSI 200S-R6  A2 
CARR  20C6-FRE2  A2 
CARR  200B-NC1  A2 
CMLT1  2006-HE2  A2C 
CWHEL  2004-Q  2A 
CWL  2007-1  2A2 
CBA3S2007-3L1AA2 
FORTS  2006-2A  S 
FHLT  2006-D  2A1 
FHLT2O06-B2A2 
OSAA  2005-51  1A1 
OSAA  2000-10  AVI 
OSAA  2006-7  AVI 
OSAA  2008-1 BAV1 

OSAA  2007-4  A1 

OSAA  2007-3  2A1B 

OSAMP  2006-HE4A2C 

HUOHO  200S-1A  S 

KUDMZ  2O00-2A  S 

MABS  2007-WMC1  A3 

MLMI2008-HE5A2C 

MSAC  2O08-HE6  A2C 

NCAMT  2008-ALT2  AVI 

NHEL  2008-8  A2B 

PCHLT  2005-2  A3 

RAMP  2008-RZ2  A2 

AMS1200S-RSA2 

ABSHE  2O08-HE8  A4 

ABSHE2O05-HE4A1 

CARR  2006-NC3  A2 

CWALT  2007-OH1  A1A 

CWALT  2007-OH1  A2A 

CWLI006-S3A1 

CWL  2006-55  A1 

CWL  2007-4  A1A 

CWL  2007-8  2A2 

CWL  2007-8  2A1 

CWL  2007-8  2A2 

CWL  2007-52  A1 

FFML  2O07-FF2  A2B 

FFML  2007-FFBS  A 

OSAA  2007-3  1A1B 

OSAA  2007-4  A1 

OSAA  2007-4  A2 

OSAA  2007-5 1AV1 

OSAA  2005-11  3A3 

OSAA  2008-31  1A1 

OSAA  2005-7  AVI 

OSAMP  2007-HE2  A2B 

OSAA200S-6A1 
MABS  2O05-WMC1  AS 

MABS2006-HE3A1 
RAMP  2004-RS10  AIM 


rW^Mm^^^M^^^^^ 

■HB     Cu^f•n,  Mj,k 

,-'!■■               fc-« 

CWL  2007-S2 

$         10.350.000.00 

)662713        3 

8.136,083.34 

HOME  EOTY 

Aaa 

AAA 

AAA 

AAA 

Aas 
Aaa 
Aaa 
Aaa 
Aaa 
Aaa 
Aaa 
Aaa 
Asa 
Aaa 
Aaa 
Aaa 
Aaa 
Aaa 
Aaa 
Aaa 
Aaa 
Asa 
Aaa 
Aaa 
Aaa 
Aaa 
Aaa 
Aaa 
Aaa 
Aaa 
Aaa 
Aaa 
Aaa 
Aaa 
Aaa 
Aas 
Aaa 
Aaa 
Aaa 
Aaa 
Aas 
Ass 
Aaa 
Aaa 
Ass 
Aaa 

AAA 

AAA 

10 

LIBOR01M 

CARR2008-NC3 

3          6.007.715.00 

1.000000       3 

6.007.715.00 

HOME  EQTY 

Aas 

AAA 

AAA 

13 

UBOR01M 

CARR2006-NC3 

S          9.334.000.00 

1.000000       3 

9,334.000.00 

HOME  EOTY 

Aaa 

AAA 

AAA 

7.5 

UBOR01M 

CWALT  200S-OC9 

I      100.000,000  00 

0.716989       3 

71.696.948.30 

CMO 

Asa 

AAA 

AAA 

9 

UBOR01M 

CWALT  2008-OC10 

S         75.000.000.00 

0.803310       3 

60.248,265.00 

CMO 

Aaa 

AAA 

AAA 

AAA 

AAA 

8 

LIBOR01M 

FHLT  200S-D 

3         32.250.877.00 

0.736060       3 

23.739.224.25 

HOME  ECfTY 

Aaa 

AAA 

AAA 

16 

LIBOR01M 

OSAA  2006-81 

S          2.845,000.00 

0.726538       3 

2.143.544.26 

HOME  EQTY 

Asa 

AAA 

10 

UBOR01M 

OSAMP  2006-86 

*         68.531.000.00 

0.389210        3 

26.672.961.55 

HOME  EQTY 

Aas 

AAA 

AAA 

6 

U8OR01M 

OSAA  2006-17 

S         54,300.000.00 

0.722536       3 

66.135.300.40 

HOME  EOTY 

Aas 

AAA 

AAA 

AAA 

7 

LIBOR01M 

OSAA  2009-16 

I       100.000.000.00 

0.700478       3 

70.047.518.00 

HOME  EQTY 

Aaa 

AAA 

AAA 

AAA 

14 

LIBOR01M 

OSRPM  2006-2 

3        15.545,632.00 

0.662374        S 

10,607.942.70 

HOME  EQTY 

Aaa 

AAA 

10 

LIBOR01M 

OSAA  2007-5 

3           9.106.000.00 

0.913772        3 

5.322.635.92 

HOME  EQTY 

Aas 

AAA 

AAA 
AAA 

AAA 

AAA 

5 

LIBOR01M 

HASC  2006-HE1 

3        25.000.000.00 

0.774217       3 

19.355.412.75 

HOME  EQTY 

Asa 

AAA 

AAA 

AAA 

16 

LIBOR01M 

NCHET  2006-1 

3        10.000.000.00 

1.000000       3 

10.000.000.00 

HOME  EQTY 

Aaa 

AAA 

AAA 

6 

LIBOR01M 

NCAMT  2006-ALT2 

S         32.650,000.00 

0.464713        3 

15.643,283.20 

CMO 

Aaa 

AAA 

AAA 

AAA 

6 

LIBOR01M 

NHEU  2006-FM2 

3         72.000.000.00 

0.714545        3 

31.447.242.68 

HOME  EQTY 

An 

AAA 

AAA 

10 

UBOR01M 

NHEL 20066 

3        33.000.000.00 

1.000000       3 

33,000.000.00 

HOME  EQTY 

Aaa 

AAA 

AAA 

17 

UBOR01M 

RAMP  20D6-RZ2 

|          13.500.000.00 

1.000000       3 

13.500.000.00 

HOME  EQTY 

Asa 

AAA 

AAA 

AAA 

AAA 

AAA 

25 

UBOR01M 

OSAMP  2003-HE4 

$         25,000.000.00 

0.317538        3 

12.938.451.03 

HOME  EQTY 

Asa 

AAA 

AAA 

AAA 

35 

LIBOR01M 

NCHET  2005-1 

S        13,737.000.00 

0.709721       3 

9.763.836.36 

HOME  EQTY 

Aaa 

AAA 

AAA 

5 

LIBOR01M 

ACCR  2007-1 

•         15.000.0O0.00 

0.631826       $ 

12.474.389.67 

HOME  EQTY 

Aaa 

AAA 

21 

LIBOR01 M 

ACCR  2005-4 

3          7.600.000.00 

1.000000       3 

7.600.000.00 

HOME  EQTY 

Aaa 

AAA 

AAA 

7 

LIBOR01M 

BSABS  200S-HE10 

3           4.000.000.00 

0.605145        3 

3.220,580  65 

HOME  EQTY 

Aaa 

AAA 

AAA 

11 

LIBOR01M 

CWL200S-S6 

3          9.400.000.00 

0.656374        3 

6.169.917.89 

HOME  EQTY 

Aaa 

AAA 

AAA 

AAA/* 

«»        11 

LIBOR01M 

CWL2006-5PS1 

3         18.500.000.00 

0.731244        3 

13.528.019.25 

HOME  EQTY 

Asa 

AAA 

AAA 

17 

UBOR01M 

CWL  2007-5 

3        15,000.000.00 

1.000000        s 

15.000.000.00 

HOME  EQTY 

Aaa 

AAA 

AAA 

11 

LIBOR01M 

CWL2006-S1D 

$        30.000,000.00 

0.7B9639       3 

23.989,177.02 

HOME  EQTY 

Aaa 

AAA 

AAA 

13 

UBOR01M 

CWL  2007-6 

$          2.000.000.00 

1.000000       3 

2,000.000.00 

HOME  EQTY 

Aaa 

AAA 

9 

LIBOR01M 

CWALT  2006-OC2 

3        48.500.000.00 

0.444476        3 

21.557,100.64 

CMO 

Aaa 

AAA 

AAA 

10 

UBOR01M 

FFML  2007-FF2 

3        11.600,000.00 

1.000000       3 

11.800.000.00 

HOME  EQTY 

Aaa 

AAA 

AAA 

AAA 

AAA 

6 

UBOR01M 

FHLT  2006-D 

$         14,000.000.00 

0.736060       S 

10.303.119.44 

HOME  EQTY 

Asa 

AAA 

7 

U8OR01M 

OSAA  2006-1 B 

3        20,000.000.00 

0.700476       3 

14.009.523.60 

HOME  EQTY 

Aaa 

AAA 

AAA 

8 

LIBOR01M 

OSAA  2007-1 

%         10.288,000.00 

0.662143       3 

8.852.480.11 

HOME  EOTY 

Aaa 

AAA 

AAA 

12 

LIBOR01M 

OSAA  2009-11 

■  3           3.724.000.00 

0.385664        3 

1.437.032  64 

HOME  EQTY 

Aaa 

AAA 

AAA 

10 

LIBOR01M 

OSAA  2006-20 

3        16,076.000.00 

0.765128       S 

12.621.713.87 

HOME  EQTY 

Aaa 

AAA 

AAA 

14 

U8OR01M 

OSAMP  2O06-FM3 

S        20.000.00000 

1.000000       3 

20.000.000.00 

HOME  EOTY 

Aas 

AAA 

AAA 

m 

AAA 

12 

LIBOR01M 

OSAMP  2007-H1 

3          5.157.000.00 

0.683396       3 

4.555.870  65 

HOME  EQTY 

Aaa 

AAA 

6 

LIBOR01M 

OSAMP  2007-HE1 

3        50,000.000.00 

0.669221       t 

44,481.073.00 

HOME  EOTY 

Aaa 

AAA 

10 

LIBOR01M 

OSAMP  2007-HE1 

3        44,191.000.00 

1.000000        I 

44.191.000.00 

.HOME  EQTY 

Asa 

AAA 

AAA 

9 

LIBOR01M 

OSAMP  2007-FM2 

3         62.684,000.00 

1.000000       1 

62.664,000.00 

HOME  EQTY 

Aaa 

AAA 

AAA 

6 

LIBOR01M 

HALO  2007-WF1 

J        20,000.000.00 

0.676643       I 

17.532.852.47 

HOME  EQTY 

Aaa 

AAA 

10 

UBOR01M 

HALO2007-WF1 

3           6.374.000.00 

1,000000       1 

8.374.000.00 

HOME  EOTY 

Asa 

AAA 

AAA 

10 

UBOR01M 

INDX  2007-FLX1 

9         20.024.000.00 

0.891660       1 

17.659.011.08 

CMO 

Aas 

AAA 

AAA 

11 

LIBOR01M 

OSAA  2007-7 

3           7.811.00000 

0.969175       i 

7.726.448.11 

HOME  EQTY 

Asa 

AAA 

Aaa 

AAA 

12 

LIBOR01M 

ALT5  2006-3X 

%        10.000.00000 

0.544997 

5.449.966.53 

CDO 

Aaa 

AAA 

AAA 

Aaa 
Aas 
Ass 
An 
Aaa 
Aas 
Asa 
Aas 

AAA 

AAA              20 

LIBOR01M 

AMSI  2005-R6 

3         14.200.000.00 

0.265342 

3.787.850.13 

HOME  EQTY 

Aaa 

AAA 

AAA 

12 

LIBOR01M 

CARR  2006-FRE2 

%          11.000.000.00 

1.000000 

11.000.000.00 

HOME  EQTY 

Aaa 

AAA 

AAA 

AAA               18 

LIBOR01M 

CARR2006-NC1 

S           8,695.000.00 

1.000000 

6.695.000.00 

HOME  EQTY 

Asa 

AAA 

AAA 

15 

LIBOR01M 

CMLT1 2006-HE2 

3            1.000.000.00 

1.000000 

1.000.000.00 

HOME  EQTY 

Aaa 

AAA 

30 

L1BOR01M 

CWHEL  2004-0 

3         42.000.000.00 

0.179624 

7.544,209.55 

HOME  EQTY 

Aaa 

AAA 

AAA 

10 

LIBOR01M 

CWL  2007-1 

3          0.000.000.00 

1.000000 

9.000.000.00 

HOME  EQTY 

Aaa 

AAA 

AAA 

AAA 

AAA              33 

LIBOR01M 

CBA5S2007-SL1A 

3         45.000.000.00 

0.939830 

42292.385.69 

HOME  EQTY 

Aaa 

AAA 

AAA 

20 

L1BOR01M 

FORTS  2008-2A 

3           5.135.13500 

0.668421 

4.459.456.38 

CDO 

Aaa 

AAA 

AAA 

AAA 

AAA 

AAA               6 

LIBOR01M 

FHLT  2006-D 

3          13.000.000.00 

0.736060 

i             9.569.039.48 

HOME  EQTY 

Aaa 

AAA 

Aaa 

AAA 

AAA              10 

LIBOR01M 

FHLT2006-B 

%           2,000.000.00 

1.000000 

1             2.000.000.00 

HOME  EOTY 

Ass 
Aaa 
Aaa 
Aaa 
Aaa 
Aas 
Aaa 
Aaa 
Asa 
Aaa 
Aaa 
Aaa 
Aaa 
Aaa 
Ass 
Aaa 
Aaa 
Aaa 
Aas 
Aaa 
Aaa 
Aaa 
Aaa 
Aas 
Aaa 

AAA 

16 

UBOR01M 

OSAA  2006-51 

S         48.838.319.00 

0.728538 

|           34.123.492.80 

HOME  EQTY 

Aaa 

AAA 

6 

UBOR01M 

OSAA  2006-10 

3          10,535.000.00 

0.482949 

4.877.170.68 

HOME  EOTY 

Asa 

AAA 

AAA 

6 

LIBOR01M 

OSAA  2006-7 

3           4.495.000.00 

0.438357 

1.961.422.69 

HOME  EOTY 

Aaa 

AAA 

AAA 

7 

LIBOR01M 

OSAA200S-1B 

S         13.000,000.00 

0.700476 

I          10.507.142.70 

HOME  EQTY 

Asa 

AAA 

AAA 

10 

UBOR01M 

OSAA  2007-4 

3         55.063,000.00 

0.864562 

I           46.724.327.54 

HOME  EQTY 

Aas 

AAA 

AAA 

10 

LIBOR01M 

GSAA  2007-3 

3           5.000.000.00 

0.896938 

|             4.464.680.70 

HOME  EQTY 

Asa 

AAA 

15 

LIBOR01M 

OSAMP  2O08-HE4 

S          5.000.000.00 

1.000000 

$            5.000.000.00 

HOME  EQTY 

Aaa 

AAA 

AAA 

•     19 

LIBOR01M 

HUDHO  2006-1A 

3          3.791.802.00 

0.92S82S 

S             3.525,710.59 

CDO 

Aaa 

AAA 

AAA 

15 

LIBOR01M 

HUDMZ  2O06-2A 

$           3,600.000.00 

0.983333 

3             3.539.999.83 

CDO 

1C 

LIBOR01M 

MABS  2O07-WMC1 

3        22.000.000.00 

1.000000 

I           22.000.000.00 

HOME  EQTY 

Aaa 

AAA 

AAA 

UBOR01M 

MLMI 2008-KE5 

3        18,000.000.00 

1.000000 

3          18.000.000.00 

HOME  EQTY 

Aaa 

AAA 

AAA 

AAA              «• 

LIBOR01M 

MSAC  2006-HE6 

3         15.000.000.00 

1.000000 

3          15,000.000.00 

HOME  EQTY 

Asa 

AAA 

AAA 

6 

LIBOR01M 

NCAMT  2008-ALT2 

I         16.000.000.00 

0.484713 

3            7.755.413.45 

CMO 

Aaa 

AAA 

AAA 
AAA 
AAA 

AAA 

1t> 

LIBOR01M 

NHEL  2006-6 

3           4.000.000.00 

1.000000 

3            4.000.000.00 

HOME  EQTY 

An 

AAA 

AAA 

AAA             3H 

UBOR01M 

PCHLT  2005-2 

3          5,000.000.00 

1.000000 

3            5.000.000.00 

HOME  EQTY 

Aaa 

AAA 

IT 

LIBOR01M 

RAMP  200S-R22 

$          6,500.000.00 

1.000000 

3            6,500.000.00 

HOME  6QTY 

Aaa 

AAA 

AAA            2II 

UBOR01M 

AMSI  2005-R6 

3        63.108,000.00 

0.265342 

3          22.051.473.55 

HOME  EOTY 

Aaa 

AAA 

AAA 
AAA 
AAA 

AAA              HI 

UBOR01M 

ABSHE  2006-HEB 

3          9,000.000.00 

1.000000 

3            9.000.000.00 

HOME  EQTY 

Aaa 

AAA 

AAA 

AAA              HI 

UBOR01M 

ABSHE  200S-HE4 

3        41,000.000.00 

0.109932 

3            4,507.202.37 

HOME  EQTY 

Aaa 

AAA 

AAA              III 

LIBOR01M 

CARR2006-NC3 

3          3.597.2B5.O0 

1.000000 

3             3.597.285.00 

HOME  EQTY 

Asa 

AAA 

AAAe 

S 

LIBOR01M 

CWALT  2007-OH1 

3        10.000.000.00 

0.936090 

3            9.360.893.11 

CMO 

Aaa 

AAAe 

11 

UBOR01M 

CWALT  2007-OH1 

3        15,072.000.00 

0.936088 

S          14.108.722.72 

CMO 

Aaa 

AAA 
AAA 

AAA 
AAA 

11 

UBOR01M 

CWL2006-S3 

3          8.970.000.00 

0.610065 

S            5.472.282.46 

HOME  EQTY 

Aaa 

AAA 

11 

UBOR01M 

CWL2006-S5 

3          7.060.000.00 

0.649581 

S            4.566.041.57 

HOME  EQTY 

Aaa 

AAA 

11 

LIBOR01M 

CWL  2007-4 

3         10.000.000.00 

0.950373 

3            9.503,732.69 

HOME  EQTY 

Aaa 

AAA 

O 

LIBOR01M 

CWL  2007-6 

'    S        12,000.000.00 

1.000000 

3          12.000,000.00 

HOME  EOTY 

Aaa 

AAA 

Aas 
Asa 
Asa 
Aas 
Aaa 
Ass 
Aaa 
Aaa 
Aaa 
Aaa 
Aaa 
Aaa 
Asa 
Aaa 
Aaa 
Ass 
Aaa 

(1 

LIBOR01M 

CWL  2007-6 

3         10.000.000.00 

0.975165 

3             9.751.853.96 

HOME  EQTY 

AAA 
AAA 

13 

LIBOR01M 

CWL  2007-6 

3           3.894.000.00 

1.000000 

$             3.894,000.00 

HOME  EQTY 

Aaa 

LIBOR01M 

CWL  2O07-S2 

3        50.050.OX.00 

0.682713 

3          49.476.084.16 

HOME  EQTY 

Aaa 

AAA 

10 

UBOR01M 

FFML  2007-FF2 

3         34.700.000.00 

1.000000 

S           34,700.000.00 

HOME  EQTY 

Aaa 

AAA 

AAA 

22 

LI8OR01M 

FFML  2007-FFBS 

3         64.313.000.00 

0.706903 

3          59.769,700.97 

HOME  EQTY 

Aaa 

AAA 

AAA 

10 

LIBOR01M 

OSAA  2007-3 

3        12.050.000.00 

0657088 

3          10.327.666.73 

HOME  EQTY 

Asa 

AAA 

10 

UBOR01M 

OSAA  2007-4 

3      150.191.000.00 

0.684362 

3         132.653.248.34 

HOME  EQTY 

Aaa 

AAA 

AAA 

30 

UBOR01M 

GSAA  2007-4 

3             904,000.00 

1.000000 

*              904.000.00 

HOME  EQTY 

Aaa 

AAA 

AAA 

10 

UBOR01M 

OSAA  2007-5 

3       113.389.000.00 

0,913772 

3         103.593.424.87 

HOME  EQTY 

Aaa 

AAA 

AAA 

12 

.      LIBOR01M 

OSAA  2003-11 

t         21.500.000.00 

0.385664 

9            B.298.310.79 

HOME  EQTY 

Aaa 

AAA 

AAA 
AAA 

16 

LIBOR01M 

GSAA  2006-81 

$           1.181.661.00 

0.728538 

$                646.32B.69 

HOME  EQTY 

Aaa 

AAA 

11 

L1BOR01M 

OSAA  2003-7 

3         50.000.000.00 

0.129541 

3             6.477,068.30 

HOME  EQTY 

Aaa 

AAA 

LIBOR01M 

OSAMP  2007-HE2 

3        13,347.000.00 

1.000000 

3          13.347.000.00 

HOME  EOTY 

Aaa 

AAA 

AAA 

-.1 

LIBOR01M 

OSAA  2003-6 

S        50,000.000.00 

0.130772 

3            0.538.620.00 

HOME  EQTY 

Aas 

AAA 

110 

UBOR01M 

MABS  2005-WMC1 

3          5.000.000.00 

1.000000 

3             5.000.000.00 

HOME  EOTY 

Aaa 

AAA 

AAA 

4 

LI8OR01M 

MABS  2006-HE3 

3         14.000.000.00 

0643581 

S             9.010.137.78 

HOME  EQTY 

Aaa 

AAA 

•19 

UBOR01M 

RAMP  2004-RS10 

3          5,000.000.00 

0.553222 

3            2.768.107.62 

HOME  EQTY 

Aaa 

AAA 
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0X75WAC3 

ABFC2006-HE1A2C           3 

15.000.000.00 

1,000000       3 

15.QQG.bx.00 

HOME  EQTY 

073B9RAN6 

B3AB3  2006-HE10  21A1        $ 

26.000,000.00 

0.803145        3 

20.933.774.28 

HOME  EQTY 

073B9MAB3 

BSABS  2006-HE9 1A2         3 

12.000.000.00 

1.000000       3 

12.0X.0X.X 

HOME  EQTY 

D7389PAB8 

BSABS  2006-AO1  1A2         S 

15.000.000.00 

1.000000       9 

1 6.000.000X 

HOME  EQTY 

144539AC7 

CARR2008-NC5A3          S 

17.000,000.00 

1,000000       3 

17.0X.XO.X 

HOME  EQTY 

1266SSAB4 

CWL  2006-BC5  2A1          3 

30.000.000.00 

0.670177        S 

20.105.3X.67 

HOME  EQTY 

35729NAD7 

FHLT  2008-E  2A3             3 

35.810.000.00 

1.0000X        3 

35.91 0.000.00 

HOME  EQTY 

3B2440ABS 

OSAMP  2X7-HE2  A2A         $ 

6.000.000.00 

0.864253        9 

5,305.517.34 

HOME  EQTY 

4O43OTAA0 

HASC  2007-NC1  A1           S 

4,000.000.00 

0.963003        3 

3.660.012.40 

CMO 

443S60AB7 

HUDMZ  2006-1A  AF           S 

55.000.000.00    - 

0.967096       3 

54.290.307.32 

CDO 

94251 YADO 

LBMLT  2006-10  2A3           S 

5.000.000.00 

1.000000       3 

5.000.000.X 

CMO 

74924VAC3 

RASC  2006-EMX9  1A3         9 

15,000.000.00 

1.000000        3 

15.0X.0X.X 

HOME  EQTY 

B1377EABO 

SABR  2006-WM3  A2          3 

15.000.000.00 

1.000000       I 

1S.000.OOQ.00 

HOME  EQTY 

81377GA83 

SABR  2006-FR4  A2B           $ 

25.000.000.00 

1.000000        s 

2S.OX.0X.X 

HOME  EQTY 

78420  MAES 

SOMS  20O6-OPT2  A3C         3 

19.000.000.00 

1.000000        s 

19.0X.0X.X 

HOME  EQTY 

9497EBAB5 

WFHET  2006-3  A2             J 

15.000.000.00 

1.000000        9 

15.0X.0X.X 

HOME  EQTY 

93935YAAS 

WMALT  2008-AR10  A1         3 

5,000.000.00 

0.629569       3 

4.147.642.61 

CMO 

07325HAH8 

BAYV  2006-D  2A2             3 

14.712.000.00 

1.000000       3 

14.71 2.0X.X 

HOME  EQTY 

073ZSHAK1 

BAYV  2006-0  2A4             9 

10.000.000.00 

0.742565        3 

7.425.B47.X 

HOME  EQTY 

144539AA1 

CARR2006-NC5A1          S 

12.000.000.00 

0.772052       9 

9.264.622.44 

HOME  EQTY 

144539AC7 

CARR  2008-NC5  A3           * 

9.700.000.00 

1.000000       3 

9.7X.0X.X 

HOME  EQTY 

17310VAC4 

CMLTI2008-HE3A2C          S 

10.000.000.00 

1.0000X       3 

10.0X.X0.X 

HOME  EQTY 

363351  AM 

OSAA  2006-20 1A2            S 

20.000.000.00 

1,000000       9 

20.0X.OX.X 

HOME  EQTY 

3S2382AD5 

OSAA  2006-9  A1             3 

1.300.000.00 

0.430927       3 

560.205.23 

HOME  EQTY 

39S390AC6 

OPMF  2006-OH1  A3           » 

12.200.000.00 

0.958335        3 

11,691.689.25 

CMO 

45071 KD  03 

1X15  2006-HE1  A3             1 

2.500,000.00 

1.000000       3 

2.500,0X00 

HOME  EQTY 

7511S3A83 

RALI2006-QO10A2          9 

6.000.000.00 

0.963910       3 

3.783.461.52 

CMO 

76112B4M9 

RAMP  200S-NC3  A2          S 

1^00.000.00 

1.000000       9 

1. 200.000  00 

HOME  EQTY 

B3611XAC8 
66358EA89 

SVHE  2006-EQ2  A3            S 
SAIL  2006-1  A3               9 

10^70.000.00 
2.439.000.00 

1.000000       3 
1.000000       3 

10,270.000.00 
2.439.000.00 

HOME  EQTY 
HOME  EQTY 

32029AAD9 

FFML2O06-FF16A2C         9 

2.000.000.00 

1.000000       3 

2.0X.OX.X 

HOME  EQTY 

B0S5SAAC1 

SAST  2006-3  A3             9 

2,100.000.00 

1.000000       9 

2.1X.0X.X 

HOME  EQTY 

0738794ZB 

SSABS  2005-EC1  A1          3 

10.000,000.00 

0.044768 

447.883.21 

HOME  EQTY 

073B79SLB 

BSABS200S-HE121A1        $ 

5.000.000.00 

0.302892 

1.514.458.63 

HOME  EQTY 

073B7KAA1 

BSCMS  2006-BBA7  A1        3 

3,300.000.00 

0,927144        3 

3.059.574.65 

COMMERCIAL 

07388TAB9 

B3CM3  2X7-8BAB  A2 

3,800.000.00 

1.000000        J 

3,800,000  00 

COMMERCIAL 

12638CAAB 

CSMC2006-TFLAA1          S 

14.600,000.00 

0.152644        1 

2,259.134.61 

COMMERCIAL 

20173RABS 

GCCFC2006-FL4AA2         3 

13.950.000.00 

1.000X0        I 

13.950.0X.X 

COMMERCIAL 

22545RAB2 

CSMC  200B-TF2A  A2          3 

5.400,000.00 

1.000000        1 

5.4X.0X.X 

COMMERCIAL 

2254ERAC0 

CSMC  2X7-TFLA  A2          J 

5.900.000.00 

1,000000        * 

5.9X.0X.X 

COMMERCIAL 

22943  NAA1 

CSMS  2X8-HC1A  A1 

17.069.000.00 

1,000000        1 

17.069.0X.X 

COMMERCIAL 

3822BCZW0 

GSMS  2007-EOP  A3           I 

17.630.000.00 

1.0000X       t 

17.660.0X.X 

COMMERCIAL 

38242 D3U5 

OSAA2005-6A1 

30.000.000.00 

0.130772 

3.923.172.M 

HOME  EQTY 

36244  RAA8 

OSAMP  2X8-SD3  A           1 

4.600.000.00 

0.667679 

3.071.324.63 

HOME  EQTY 

38238UAC2 

GSM3  2006-FLBAA2          1 

11.900.000.00 

1.000000 

11.9X.X0.X 

COMMERCIAL 

40106RAF3 

GUGH200S-1A5             1 

3.700.000.00 

0.583333 

3.3I5.X0.M 

40430K0B1 

HASC  2006-OPT1  2A2 

6.3O0.0OO.O0 

1.000000 

6.3X.0X.X 

HOME  EQTY 

45071 KCKB 

1X13  2005-HE4  A1 

4.600.000.00 

0.076225 

365.B78.97 

HOME  EQTY 

52521TAC1 

LBFRC  2008-LLFA  A2 

13.300.000.00 

0.939325 

12.493.039.92 

COMMERCIAL 

-  542514MW1 
61745SAB8 

LBMLT  2005-WL2  3A1 
MSC  2006-XLF  A2 

14.250.000.00 
7.100.000.00 

0.264994 
0.792066 

3.776.168.68 
3.623,664.07 

HOME  EQTY 
COMMERCIAL 

643S2VQC6 

NCHET2006-S1  A1 

2.700,000.00 

0.616453 

1.664.424.30 

HOME  EQTY 

68369FKN3 

OOMLT  2008-1  2A2 

6.100.000.00 

1,000000 

6.1X.0X.X 

HOME  EQTY 

68401 TADO 

OOMLT  2007-2  3A2 

6.800.000.00 

1.000000 

6.8X.X0.X 

HOME  EQTY 

76112BR44 

RAMP  2005-EFC7  AH 

10,400.000.00 

0.152032 

1.581.128.70 

HOME  EQTY 

76112BYP9 

RAMP  2005-EFC3  All 

i           7,100,000.00 

003067B 

[                219.232.39 

HOME  EQTY 

83611MLX4 

SVHE  2006-OPT1  2A2 

7.000,000.00 

1.000000 

7.0X.0X.X 

HOME  EQTY 

66359DPN1 

SASC  2005-55  A2 

19.600.000.00 

0.429342 

8,415.094.97 

CMO 

86360XAA8 

SASC  2006-GEL3  A1 

20JOO.000.00 

0.617553 

i           12.536,323.71 

CMO 

06424  H  8  CS 

BALL  2005-MIB1  A1 

10.OOO.0X.00 

0.291005 

1             2.910,054.68 

COMMERCIAL 

0736794ZB 

BSABS  2005-EC1  A1 

20.000.000.00 

0.044768 

895.76641 

HOME  EQTY 

0738795LB 

BSABS  2005-HE12  1A1 

10.0X.000.00 

0.302692 

i             3.02B.917.68 

HOME  EQTY 

07387KAA1 

BSCMS  2006-BBA7  A1 

S          5,700.0X00 

0.927144 

i             5.284,719.65 

COMMERCIAL 

07388TAB9 

BSCMS  2007-BBASA2 

i           2.6X.OXX 

1,000000 

1             2.6X000.00 

COMMERCIAL 

07B20QCC7 

BVMBS  2005-2  1A 

3         17.000,00000 

O.10OO77 

1             1.701.307.90 

CMO 

126169AFB 

COMM2005-F1OAA1 

(        10.0X.OOO.X 

0.033510 

I              335.095.30 

COMMERCIAL 

12638CAA6 

CSMC  2006-TFLA  A1 

S          5,200.000.00 

0.152644 

I              793.750.X 

COMMERCIAL 

20173RABS 

GCCFC2008-FL4AA2 

I         11,050.000.00 

1 .000000 

t          11.050.000.X 

COMMERCIAL 

22S45RAB2 

CSMC2006-TF2AA2 

3         10.300.000.00 

1.000000 

9           10.3X.0X.X 

COMMERCIAL 

2254ERAC0 

CSMC2007-TFLAA2 

t           4.1X.000.X 

1.000000 

I             4.1X.0X.X 

COMMERCIAL 

22943NAA1 

CSMS2006-HC1AA1 

9          6.936.000.00 

1.000000 

3            6.938.0X.X 

COMMERCIAL 

3622BCZW6 

GSMS  2007-EOP  A3 

9        12.100.0X00 

1.000000 

9          12.100,000.00 

COMMERCIAL 

36244RAAB 

G3AMP  2000-SD3  A 

3           6,400,000.00 

0.667679 

3            4.273.147.31 

HOME  EQTY 

36290UAC2 

GSMS2008-FLSAA2 

$         14.460.000.X 

1.000000 

$           14.460.X0.X 

COMMERCIAL 

40430H0B1 

HASC  2006-OPT1  2A2 

9          3.0X.0X.X 

1.000X0 

3            3.OX.X0.X 

HOME  EQTY 

52521TAC1 

LBFRC  2006-LLFAA2 

3          6,700.000.00 

0.939326 

S            8.293.466.28 

COMMERCIAL 

S42514MW1 

LBMLT  2005-WL2  3A1 

%           3,750.000,00 

0.264994 

3              993.728.85 

HOME  EQTY 

57643LML7 

MABS  2003-NC2  A1 

3         30.000.0X.X 

0.232367 

3             6.971.017.83 

HOME  EQTY 

59020UR98 

MLMI 2005-HE2  A2A 

S         22.S37.000.X 

0.091277 

3            2.057.107.27 

HOME  EQTY 

61745SAB8 

MSC  2006-XLF  A2 

9          4.M0.000.X 

0.792068 

3            3,861.134.x 

COMMERCIAL 

643S2VQC8 

NCHET  2006-31  A1 

3          1.300.000.00 

■  0.616453 

3              001,369.46 

HOME  EQTY 

68369FKN3 

OOMLT  2006-1  2A2 

3          3.9X.0X.X 

1.000000 

9            3.900,0X00 

HOME  EQTY 

68401TAD0 

OOMLT  2007-2  3A2 

9           6.6O0.0X.X 

1.000000 

3             6.6X.0X.X 

HOME  EQTY 

70112BR44 

RAMP  2005-EFC7  All 

9           1,600.000.00 

0.152032 

3              243.250.57 

HOME  EOTY 

S3611MLX4 

SVHE  2006-OPT1  2A2 

3          3.0X.0X.X 

1.0000X 

3            3.OX.0X.X 

HOME  EQTY 

B6360XAA8 

SASC  2O06-GEL3  A1 

3          5,700.000.00 

0.617553 

3             3.520.051.48 

CMO 

36240UAB3 

O3TR2002-2AA1MB 

3        12.170.0M.X 

0.762941 

9             9.264.993.03 

ACE  200S-FM2  A2C 

ACE  2006-FM2  A2C 

3         12.000,000.00 

1.000000 

3          12,000.000  00 

HOME  EQTY 

BSMF  2007-SL2  1A 

BSMF  2X7-SL2  1A 

3        55.779.865.34 

0.900922 

S          50J253.329.87 

CMO 

BCAP  2008-AA2  A1 

BCAP2006-AA2A1 

3         40.503.661.33 

0.876505 

9          35.501 .656.M 

CMO 

ARSI 2008-W4  A2B 

ARSI  2006-W4  A2B 

$        31.0X.OOO.X 

1,000000 

9           31.0X.X0.X 

HOME  EQTY 

SASC  2007-GEL1  A1 

SASC  2007-GEL1  A1 

3         34,999.999.90 

0.665896 

3          30.306.352.22 

CMO 

CARR  200S-FRE2  A3 

CARR  2006-FRE2  A3 

3         20,000.000.00 

1.000X0 

3          20.0X.X0.X 

HOME  EQTY 

CMLTI 2006-WFH3  A3 

CMLTI 2006-WFH3  A3 

S         30.000,000,00 

1.000000 

3           30.0X.X0.X 

HOME  EQTY 

CWL  2006-17  2A2 

CWL  2006-17  2A2 

9         40.000,000.x 

1.000000 

3           40.0X.0X.X 

HOME  EQTY 

CWL  2006-16  2A2 

CWL  2008-18  2A2 

S        25.0X.X0.X 

1.000000 

3           25.0X.X0.X 

HOME  EQTY 

CWL  2006-51 0A1 

CWL2006-S10A1 

3         69.999.999.65 

0.799639 

S          55,974.746.10 

HOME  EQTY 

FHLT  2006-B  2A2 

FHLT  2006-B  2A2 

3         18,733.538.00 

1.000000 

S          18.763.538.X 

HOME  EQTY 
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AAA 
AAA 
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AAA 

AAA 
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AAA 

AAA 

AAA 

AAA 
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AAA 
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Am 
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Am 
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Am 
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Am 
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AAA 

LIBOR01M 

UBOR01M 

LIBOR01M 

LIBOR01M 

LIBORD1M 

LIBOR01M 

U8OR01M 

LIBOR01M 

LIBOR01M 

LIBOR01M 

L1BOR01M 

LIBOR01M 

LIBOR01M 

LIBOR01M 

LIBOR01M 

LIBOR01M 

LIBOR01 M 

LIBOR01M 

LIBOR01M 

LIBOR01M 

LIBOR01M 

UBOR01M 

LIBOR01M 

LIBOR01M 

UBOR01M 

LIBOR01M 

UBOR01M 

LIBOR01M 

LIBOR01M 

LIBOR01M 

LIBOR01M 

LI8OR01M 

LIBOR01M 

LIBOR01M 

LIBOR01M 

LI80R01M 

LIBOR01M 

UBOR01M 

LIBOR01M 

UBOR01M 

LIBOR01M 

LIBOR01M 

LIBOR01M 

LIBOR01M 

LIBOR01M 

LIBOR01M 

L1BOR01 M 

LIBOR01M 

UBOR01M 

UBOR01M 

UBOR01M 

LIBOR01M 

UBOR01M 

LIBOR01M 

LIBOR01 M 

L1BOR01M 

LIBOR01M 

LIBOR01M 

LIBOR01M 

L1BOR01M 

LIBOR01M 

LIBOR01M 

UBOR01M 

LI80R01M 

LIBOR01M 

LIBOR01M 

LIBOR01M 

LIBOR01M 

UBOR01M 

LIBOR01M 

LIBOR01M 

LISOR01M 

UBOR01M 

LIBOR01M 

LIBOR01M 

LIBOR01M 

L1BOR01M 

LIBOR01M 

LIBOR01M 

LIBOR01M 

LIBOR01M 

UBOR01M 

LIBOR01M 

UBOR01M 

LIBOR01M 

UBOR01M 

LIBOR01M 

LIBOR01M 

LIBOR01M 

UBOR01M 

UBOR01M 

LIBOR01M 

LIBOR01M 

LIBOR01M 

LIBOR01M 

LIBOR01M 

UBOR01M 

LIBOR01M 


ABFC  2008-HE1 
BSABS  2006-HE10 
BSASS  2006-HE9 
BSABS  20O6-AQ1 
CARR  2XB-NC5 
CWL  2006-BC5 
FHLT  2006-E 
OSAMP  2X7-HE2 
HASC  2X7-NC1 
HUDMZ  2X6-1 A 
LBMLT  2006-10 
RASC  2006-EMX9 
SABR  2006-WM3 
SABR  2006-FR4 
SGMS  2006-OPT2 

WFHET  2006-3 
WMALT  2006-AR 10 
BAYV  2006-D 
BAYV  2008-0 
CARR  IX6-NC5 
CARR  2006-NCS 
CMLTI  2006-HE3 
GSAA  2006-20 
OSAA  2008-9 
GPMF  2006-OH1 
IXIS  2006-HE1 
RALI 2006-QO10 
RAMP  2006-NC3 
SVHE  2006-E Q2 

SAIL  2008-1 
FFML2006-FF1B 

SAST  2006-3 
BSABS  2005-EC1 
BSABS  20O9-HE12 
BSCMS  2006-BBA7 
BSCMS  2X7-BBA8 
CSMC  2008-TFLA 
QCCFC  2006-FL4A 
■  CSMC  2006-TF2A 
CSMC  2X7-TFLA 
CSMS  2006-HC1A 
GSMS  2X7-EOP 

OSAA  2005-6 
GSAMP  20O6-SD3 
GSMS  200S-FL6A 
GUOH  2005-1A 
HASC  2006-OPT1 

IXIS  2005-HE4 

LBFRC  2008-LLFA 

LBMLT  2005-WL2 

MSC  2006-XLF 

NCHET  2008-31 

OOMLT  2006-1 

OOMLT  2X7-2 

RAMP  2X5-EFC7 

RAMP  2005-EFC3 

SVHE  2006-OPT1 

SASC  2005-35 

SASC  2006-GEL3 

BALL  20O5-MIB1 

BSABS  2005-EC1 

BSABS  2005-HE 12 

BSCMS  2006-BBA7 

BSCMS  2M7-BBAB 

BVMBS  2005-2 

COMM  2003-F10A 

CSMC2006-TFLA 

OCCFC  2006-FL4A 

CSMC  2006-TF2A 

CSMC  2X7-TFLA 

CSMS  2006-HC1A 

GSMS  2X7-EOP 

OSAMP  2008-3  03 

GSMS  20D6-FL8A 

HASC  2006-OPT1 

LBFRC  2006-LLFA 

LBMLT  2005-WL2 

MABS  2005-NC2 

MLMI  2005-HE2 

MSC  2006-XLF 

NCHET  2006-S1 

OOMLT  2008-1 

OOMLT  2X7-2 

RAMP  20O5-EFC7 

SVHE  2008-OPT1 

SASC  2006-OEL3 

GSTR  2002-2A 

ACE  2006-FM2 

BSMF  2007-SU 

BCAP2O06-AA2 

ARSI  20O6-W4 

SASC  2W7-OEL1 

CARR  2006-FRE2 

CMLTI  2006-WFH3 

CWL  2008-17 

CWL  2006-18 

CWL2006-S10 

FHLT  2006-B 


Redacted  by  Che  Permanent 
Subcommittee  on  Investigations 


GSMBS-E-001 992556 


Footnote  Exhibits  -  Page  5339 


' 

raadUSttJIB^ 

LIBOR01M 
LIBOR01M 
LIBOR01M 
LIBOR01M 
UBOR01M 
UBOR01M 
LIBOR01M 
LIBOR01M 
UBOR01M 
LIBOR01M 
.  LIBOR01M 
LIBOR01M 
UBOR01M 
LIBOR01M 
UBOR01M 
UBOR01M 
LIBOR01M 

'H5T"*fni fi^Ttf^1"  W       Cui<tra  M*ik 
FHLT  2008-C 

Cambtr7 
Cambw7 
Cambaf  7 
CambarT 

Camtwr? 
CmmSm7 
Cambar7 

Cambar  7 

Cambar  7 
Camber? 
Camber  7 

Camber? 

FHLT  2008-C  2A2 

HEAT  3008-7  3A3 

MABS  2008-WMC4  AS 

NAA  2007-31  A1 
5ABR  2O06-WM2  A2C 

SACO  2007.}  A1 

SSABS  3007-FS1  1A1 

MSAC2007-HE3A2A 

OPMF  2007-HE1  A1 

ABSHE  2006-HE7  A4 

BSABS  2008-KE10  21A2 

CMLT1 2O07-AMC2  A3A 

FMIC  2007-1  2A1 

AMSI 2005-R9  A2B 

CARR  2008-NC1  A2 

004375AF8 

FHLT  2008-C  2A2             S 

HEAT  2008-7  2A3            $ 

MAB8  2006-WMC4  A5         S 

NAA  3007-31  A1               3 

SABR20Q6-WV2A2C         3 

SACO  2007-2  A1             3 

BSABS  2007-FS1  1A1          3 

MSAC  2007-HE3  A2A          3 

OPMF  2007-HE1  A1          S 

ABSHE  3008-HE7  A4           $ 

BSABS  3006-HE1031A2       3 

CMLTI  2007-AMC2  A3A        3 

FMIC  2007-1  2-A1              1 

AMSI  2005-R9  A2B            3 

CARR  2006-NC1  A2           3 

ACCR  2002-1  A2              $ 

38.000.000.00 
50.000.000.00 
19.000.000.00 
34,721.781.58 
40.000.000.00 
37.000.000,37 
75.141.244.55 
23.964.789.40 
49.999,999.08 
23.414.000,00 
50.000.000.00 
78,654,038  68 
0.997.326.13 
21.001.408.05 
13.000,000.00 
39.999,999  88 

1.000000        3 
1.000000       3 

0.878408       3 

0.904588       3 
0.910122       3 
0.869166       3 
0.909340       3 
1.000000       s 

0.914973        3 
0.933087       3 
0.619177       3 

0.033879       3 

35.000.000.00 
50.000.OCO.00 
19.000.000.00 
30.499.656.81 
40.000.000.00 
24.423.884.79 
68.387.705.10 
20.B29.37B.21 
45.467.003.25 
23.414.000.00 
50.000.000  00 
72.149.302.93 

9,218.401.26 
13.003.591.68 
13.000.000.00 

1.353,164,84 

HOME  EQTY 
HOME  EQTY 
HOME  EQTY 
HOME  EQTY 
HOME  EQTY 
HOME  EQTY 
HOME  EQTY 
HOME  EQTY 
HOME  EQTY 
HOME  EQTY 
HOME  EQTY 
HOME  EQTY 
HOME  EQTY 
HOME  EQTY 
HOME  EQTY 
HOME  EQTY 
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AAA 
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AAA 

AAA 

AAA 

AAA 
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Am 
Am 
Am 
Am 
Am 
An 
Am 
Am 
Am 
Am 
Am 
Am 
Am 
Am 

AAA 
AAA 
AAA 
AAA 
AAA 
AAA 
AAA 
AAA 
AAA 
AAA 
AAA 
AAA 
AAA 
AAA 
AAA 
AAA 

AAA 

AAA 

AAA 

AAA 
AAA 

13 
15 
30 
16 
18 

6 

8 
15 

14 

17 
8 
11 
33 
16 
32 
8 

HEAT  2006-7 
MABS  2008-WMC4 

NAA  2007-81 
3A8R2006-WM2 

SACO  2007-2 

BSABS  2007-F81 

MSAC  2007-HE3 

QPMF  2O07-HE1 

ABSHE  2006-HE7 

SSABS  3OO8-HE10 

CMLTI  2007-AMC2 

FMIC  2007-1 

AMSI  2005-R9 

CARR  2006-NC1 

ACCR  2002-1 

ACCR  2005-4 

004375EF4 

ACCR  2005-4  A2A            $ 

19.209.419.23 

0.083530       3 

1.585.344.74 

HOME  EQTY 

Am 

Am 

AAA 

10 

LIBOR01M 

BSABS  20O5-HE12 

0738795L8 

BSABS  2005-HE12  1A1        3 

4.899.607.93 

0.303892        3 

1.484.050.00 

HOME  EQTY 

Am 

AAA 

10 

UBOR01M 

CWALT2008-OC11 

23244JAB2 
35729QAC2 

CWALT200S-OC113A1        3 
FHLT  2008-B  2A2              3 

2.874,158.78 
7.850.000.00 

0.764843        3 
1.000000       3 

2.044.774,38 
7.650.000.00 

HOME  EOTY 

Am 

AAA 

Am 

AAA 

AAA 

AAA 

10 
8 

LIBOR01M 
LIBOR01M 

FHLT  2008-B 
OSAA  2008-3 

362334BQ8 

QSAA  2008-3  A1               1 

7,859.798.67 

0.538331       3 

4.230,388.69 

HOME  EQTY 

Am 

AM 

AAA 

10 

UBOR01M 

OSAA  2008-4 

382334FH2 
382341 HA0 

G3AA200e-4  4A1              1 
FFML2005-FFAA1            3 

6.134,209.68 

0.609096       3 
0.000000        3 

■      3,738.323.49 

HOME  EQTY 
HOME  EQTY 

Am 

Am 

AAA 

20 

13 

LIBOR01M 
ItBOROlM 

FFML  2005-FFA 
OSAA  2005-12 

362341SPS 

OSAA  2005-12  AVI            3 

24.814.330.24 

0.392380       3 

7.198.734.43 

HOME  EQTY 

Am 

Am 

AAA 

11 

LIBOR01M 

OSAMP  2006-SD2 

382405AA0 

QSAMP  2008-SO2  A1          I 

6,933.158.78 

0.530650       3 

4,740,381.37 

HOME  EQTY 
HOME  EQTY 

Am 

AAA 

Am 

AAA 

AAA 

27 

LIBOR01M 

LBMLT  20O5-WL1 

542S14LF9 

LBMLT  2005-WL1  2A3         $ 

44.756.863.52 

0.031484        3 

1.409.109,99 

3 

UBOR01M 

LBMLT  2008-4 

54251 MA90 

LBMLT  2008-4  2A1             3 

9.828.521.54 

0.315027       3 

3.033,244.87 

HOME  EQTY 
HOME  EQTY 

Aaa 
Am 
Am 
Am 
Am 

AAA 

Am 

AAA 

AAA 

10 

LIBOR01M 

MSAC  2006-HES 

61750FAD2 

MSAC  2008-HE6  A2S  .       3 

4,000.000.00 

1.000000       1 

4.000.000.00 

AAA 

Am 

AAA 

AAA 

10 

UBOR01M 

NHELI 2008-HE3 

GS538QAC2 

NHELI200S-HE32A2         1 

6.761.000.00 

1.000000       ! 

6.761.000.00 

HOME  EQTY 

Ah 

AAA 

10 

LIBOR01M 

NAA2008-AF2 

6S536VAA5 
711D3XAA2 

NAA  2008-AF2  1A1            3 
PFRMS  2008-1  1A1            1 

10.389.016.20 
8.298.891.03 

0.518870       3 
0.561790       '. 

5.380.168.46 
4.681.111.08 

HOME  EQTY 

AAA 

Am 

AAA 
AAA 

AAA 

7 
8 

LIBOR01M 
UBOR01M 

PFRMS  3006-1 
RAMP  2008-RZ1 

76112BY79 

RAMP  2006-RZ1  A1            1 

7.8B8.B38.31 

0.479120       1 

3.778.736.16 

HOME  EQTY 

AAA 

Am 

AAA 

AAA 

9 

LIBOR01M 

SAIL  2005-10 

883S8EYV2 

SAIL  2005-10  A3              t 

7,929.137.73 

0.244839        I 

1.941.382.31 

HOME  EOTY 

Am 

Am 

AAA 

1C 

LIBOR01M 

8ASC200S-AR1 

883590VT1 

SA3C300S-AR1  A3            1 

10.026.758.09 

0.088273        1 

865.026,87 

HOME  EOTY 

Am 

Am 

AAA 

6 

LIBOR01M 

TMTS  2008-1 7HE 

88158  EAA4 

TMTS2008-17HEA2A          J 

8.138.198.82 

0.838887        f 

8.627.028.12 

HOME  EQTY 

Am 

Am 

AAA 

8 

LIBOR01M 

TMTS  2006-7 

88156PAX9 

TMTS  2006-7  2A1              i 

8,500.000.00 

0.569893        1 

4.844,081.31 

HOME  EQTY 

Am 

6 

LIBOR01M 

TMTS  2006-11 

8B158YAB8 

TMTS  2008-11  A2A            1 

8,333.233.87 

0.731331        1 

4.631.667.94 

HOME  EQTY 

Am 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

l!K 

UBOR01M 

CARR  2006-FRE2 

Thiibanffott 
TVnbarwoB 

Ttmberwtf 
Tlmbenwfl 

Tlmbcnwon 
Ttmberwran 
Tbnbaiwotl 
Umbervwlt 
TTmberwolt 
TTmbarwoH 
"nmbtryml! 
"nmbwwotl 
Tlmbemratl 
Thnberwotl 
Tlmbafxwn 
TlmbaTwwIt 
TImbarwoH 
Tknbanvoff 

TtmbtrwoH 
TVnberwoN 

ThiibcrwoH 

14454AAB5 
23345CAC4 
35729QAC2 
35729VAB3 
3B32ELAA4 
55275TAC2 
59022QAD4 
61750FAE0 
617483AC8 

CARR  2008-FRE2  A3         1 

CWL  3007-1  2A2            3 

FMLT  2008-B  3A3 

FHLT  2008-0  2A1             3 

OSAA  2008-18  AVI            S 

MASS  2O07-WMC1  A3        1 

MLMI2008-HE5A2C          t 

M3AC2008-HE8A2C         I 

MSIX  2008-2  A3             1 

12.754.000.00 
11.000.000.00 
3.031.483.00 
15.749.133.00 
18.347.000.00 
28.850.000.00 
33.000.000.00 
15.000.000.00 
11.470.000.00 

1.000000      3 
1.000000      3 
1.000000       t 
0.736080       1 
0.700476 

1.000000 
1.000000       1 

12.754.000,00 
11.000.000.00 
3.031.462,00 
11,592.613.83 
12.851.638.47 
28.650.000.00 
22.000.000.00 
15.000.000.00 
11.470.000.00 

HOME  EQTY 
HOME EQTY 
HOME  EQTY 
HOME  EQTY 
HOME  EQTY 
HOME  EQTY 
HOME  EQTY 
HOME  EQTY 
HOME  EQTY 

Am 
Am 
Am 
Am 
Am 
Am 
Am 
Am 
Am 
Am 
Am 
Am 
Am 
Am 
Am 
Am 
Aaa 

AAA 

AAA 

AAA 

Am 
Am 
Am 
Am 
Am 
Am 
Am 
Am 

AAA 

AAA 
AAA 
AAA 
AAA 
AAA 
AAA 
AAA 
AAA 

AAA 
AAA 

'    AAA 

10 
111 
8 
7 

10 
IS 
IS 
1S 
(I 

U8OR01M 
U8OR01M 
LIBOR01M 
UBOR01M 
UBOR01M 
LIBOR01M 
LIBOR01M 
LIBOR01M 
LI8OR01M 

CWL  2007-1 

FHLT  2008-B 

FHLT  2008-0 

OSAA  2008-18 

MABS  2007-WMC1 

MLMI  200S-HE5 

MSAC2008-HE6 

MSIX  2008-2 

NCAMT  3008-ALT3 

643529AA8 
3B22EAAX8 
3633EAA03 
13688YAA1 
400S1CAA5 
68988  RAC1 
128873  MY5 
144531AY6 
362334QF4 

NCAMT  2008-ALT2  AVI        i 
GSAA  3007-3  1A1B 
OSAA  2007-3  2A1B 
CWL  2008-31 0A1           i 
OSAA  2008-S1  1A1 
NHEL  20084  A2B 
CWHEL  2004-Q  2A 
CARR  2003-NC1  A1C1 
OSRPM  2006-1  A2 

30.341.000.00 

15.378.000.00 
8.112.000.00 
3,000.000.00 

33.924.000.00 
5.550.000.00 

52.000.000.00 
5.000.000.00 
2.400.000.00 

0.484713       J 

0.857068 

0.896938 

0.7B9639 

0,738538 

1.000000 

0.179824 

0.205161 

0.450979 

9.811,085.28 
13.179.988.32 
5.482.073.69 
3.998.196.17 
16.701.003.91 
S.550.00D.OO 
9.340.449,92 
1.025.805.36 
1.082.350.82 

HOME  EQTY 
HOME  EQTY 
HOME  EQTY 
HOME  EQTY 
HOME  EQTY 
HOME  EQTY 
HOME  EQTY 
HOME  EQTY 

AAA 

Am 
Am 
Am 
Am 
Ah 
Am 
Am 
Am 

AAA 
AAA 

AAA 
AAA 
AAA 
AAA 
AAA 
AAA 
AAA 

AAA 

10 
10 

18 
10 
10 

i& 

13 

:<o 

LIBOR01M 
UBOR01M 
UBOR01M 
LIBOR01M 
LIBOR01M 
LIBOR01M 
UBOR01M 
LIBOR01M 
LIBOR01M 

OSAA  2007-3 
OSAA  2007-3 
CWL  2008-310 
OSAA2008-S1 
NHEL  2008* 
CWHEL  2004-Q 
CARR  2005-NC1 
OSRPM  2008-1 
RASC  2004- KS9 

78110WF35 
48828LEJ5 

RASC  3004-KS9  AII4 
JPMAC  2005-OPT3  A3 

11.650.000.00 
1.000.000.00 

0.193261 
1.000000 

2.251.488.98 
1.000.000.00 

HOME  EQTY 
HOME  EQTY 

Am 

AAA 

Am 

AAA 
AAA 

AAA 

:* 

LIBOR01M 
UBOR01M 

JPMAC  2005-OPT2 
OSAMP  2005-WMC3 

382341 L40 

OSAMP  200S-WMC3  A3B 

(           1.000.0OO.O0 

1.000000 

1.000.000.00 

HOME  EQTY 

Am 
Am 
Ah 
Am 
Am 
Am 
Am 
Am 
Am 
Ah 
Am 
Am 
Am 
Am 
Am 
Am 
Am 
Am 
Am 
Am 
Am 
Am 
Am 

Am 

AAA 

15 

LIBOR01M 

OSAMP  2008-HE4 

362439A03 
04544  NADS 
7108SPBX0 
1248MKAB1 
88382YAC0 

OSAMP  200S-HE4  A3C 
ABSHE  3008-HE8  A4 

PCHLT  3005-2  A3 
CBASS  2007-SL1A  A3 
SASC2007-BC2A3 

1            5.388.000.00 
1            1.000.000  00 
1            6.333.000.00 
I          36.222.000.00 
28.814.000.00 

1.000000 
1.000000 
1.000000 

0.939830 
1.000000 

5.366.000.00 
|              1.000.000.00 
E              6.322.000.00 
f          33.922.195.59 
S          26.814.00000 

HOME  EQTY 
HOME  EQTY 
HOME  EQTY 
HOME  EQTY 
HOME  EQTY 

AAA 
AAA 
AAA 
AAA 

Am 
Am 
Ah 

AAA 
AAA 

AAA 
AAA 

AAA 

AAA 
AAA 
AAA 
AAA 

IB 
:i5 
:i3 

13 

» 

LIBOR01M 
LIBOR01M 
UBOR01M 
LIBOR01M 
UBOR01M 

ABSHE  2006-HE8 
PCHLT  2005-2 

CBASS  2007-SL1A 
SASC2007-BC3 
OWNIT  2005-5 

Ttrobenwofl 

69121 PBT9 
81749NAC1 

OWNIT  2005-5  A2B 
MSAC2008-KE5A2B 

I         31.727.500.00 

3          32,000.000.00 

1.000000 
1.000000 

31.737.500.00 
i          32.000,000.00 

HOME  EQTY 
HOME  EQTY 

AAA 

Am 

AAA 

AAA 

AAA 

10 
17 

LIBOR01M 
UBOR01M 

MSAC  200S-HE5 
NCHET  2005-C 

TVnber*Mtl 

84352VNW7 
31650XAA4 

NCHET  2005-C  A2B 
FMIC  2008-S1  A 

I           5.000.000.00 
$         48.140.000.00 

1.000000 

0.907028 

1            5.000.000.00 
$          41.8S0J74.23 

HOME  EOTY 
HOME  EQTY 

Am 

AAA 
AAA 

22 
16 

LIBOR01M 
.  UBOR01M 

FMIC2008-S1 
BSMF200B-SL2 

Tlmberwolt 
TbnbervraR 
Tlmberwon' 
Tlmbar*»H 
TlmbvnwotT 

D7400YAA4 
78577RAA7 
76113ABH3 
•                              14453MAB0 
64352VLG4 

BSMF  2008-SL2  A1 
.     SACO  2008-9  A1 
RASC  2008- KS3  AJ3 
CARR  2008-NC4  A2 
NCHET  2005-3  A2C 

3          23.000.000,00 
3          39.000.000.00 
t         10.000.000.X 
[         20.000.000.00 
3         11.570.000.00 

0.886230 
0.698049 
1.000000 
1.000000 

0.992938 

I           17.155.739.75 
i          27.223.908.92 
I          10.000.000.00 
(          20.000.000.00 
3          11.488.271.57 

HOME  EQTY 
HOME  EQTY 
HOME  EQTY 
HOME  EOTY 
HOME  EQTY 
HOME  EQTY 

AAA 
AAA 

Ah 
Ah 
Am 
Ah 

Aaa 

AAA 
AAA 
AAA 
AAA 

AAA 

AAA 

AAA 
AAA 

15 
17 
10 
27 
32 

UBOR01M 
UBOR01M 
LIBOR01M 
UBOR01M 
UBOR01M 

SACO  2008-9 
RASC  2006-KS3 
CARR2006-NC4 

NCHET  2005-3 
CARR2005-NC3 

Tknborwotl 

1                               144531 DL1 
144531CV0 

CARR2005-NCSA2 
CARR2005-NC3A1C 

3          48.500.000.00 
3          30.000.000.00 

0.856253 
0.377159 

I          41.526.282.94 
S          17.314,775.15 

AAA 

Am 

AAA 

AAA 

AAA 

25 
6 

LIBOR01M 
LIBOR01M 

CARR  2005-NC3 
CWL  2007-BC1 

Ttmberwon 

12688TAB0 

CWL  3007-BC1  2A1 

J          18.413.000.00 

0.609415 

3          13.284.935.09 

HQME  EQTY 
COO 

Am 

AAA 

20 

LIBOR01M 

FORTS  2006-2A 

Tlrnbannd 

34957YAAS 

FORTS  2006-2A  S 

$           7.564.B65.00 

0.868421 

3            8.569.486.62 

An 

AAA 

15 

UBOR01M 

HUDMZ  2006-2A 

Tbnbarwolt 
Ttmbenmlt 

443B8QAA2 

144528ACO 
13S88UAE1 
12688UAF6 

HUDMZ  2008-2A  S 
CARR  2008-NC3  A3 
CWL  2007-3  2A1 
CWL  2O07-3  2A2 

$           4.300,000.00 
3          30.000.000.00 
3         47.00O.OO0.00 
3         18,000.000.00 

0.983333 
1.000000 

0.930060 
1.000000 

3         -  4.228.333.15 
3          20.000.000.00 
3          43,712.842.37 
3          18.000.000.00 

HOME  EQTY 
HOME  EOTY 
HOME  EQTY 

AAA 

AH 

Ah 
Ah 

AAA 

AAA 

AAA 
AAA 

AAA 

15 
10 
17 
21 

LIBOR01M 
LIBOR01M 
LIBOR01M 
UBOR01M 

CARR200B-NC3 
CWL  2007-3 
CWL  2007-3 
CWL  2007-3 

Tknbarwofl 

12S88UAQ8 

CWL  2007-3  2A3 

3         17.000.000.00 

1.000000 

$           17.000.000.00 

HOME  EQTY 

Ah 

AAA 

10 

LI8OR01M 

OSAA  2007-4 

Thnberwotl 

3822EBAA6 

3822EBAB4 
452570AA2 

OSAA  2007-4  A1 
OSAA  2007-4  A2 
IMSA  3007-2  1A1A 

3          80.000.000.00 
3          45.788.000,00 
3          60.000,000.00 

0.884582 
1.000000 

0.936701 

3           70.764,956.40 
3           45.788.000.00 
S          74.938.062,28 

HOME  EQTY 

HOME  EQTY 

ABS 

Am 
Am 
Am 

Am 
Am 

AAA 
AAA 
AAA 

20 
11 

9 

.    UBOR01M 
LIBOR01M 
LIBOR01M 

OSAA  2007-4 
IMSA  2007-2 
LABSM  2007-1 

Tbnbarwotl 

52521MAS8 

LABSM  2007-1  2A1 

3          20.000.000.00 

0.984880 

3           19.097.608,60 

HOME  EQTY 

Am 

AAA 

11 

LIBOR01M 

CWL2008-S2 

am                       1288850VS 

CWL2008-S2A1 

3            3.895.000.00 

0.459325 

3              1.789.069.73 

HOME  EQTY 

AAA 

Am 

AAA 

7 

LIBOR01M 

CQCMT2008-FL2 

flmmafl 

H                          17309XAA7 

COCMT2008-FL2A1 

3            5,500.000.00 

0.316436 

$              1.740.398,88 

COMMERCIAL 

Am 

AAA 

36 

LIBOR01M 

OSAMP  20O6-SD3 

^^^^^J 

B                         38244RAA8 

OSAMP  2008-SD3  A 

3         14,850.000.00 

0.667879 

S             9.915.037.12 

HOME  EQTY 

Am 

Ah 
Am 

AAA 

14 

UBOR01M 

OSMS  2008-FLSA 

^^^^^J 

B                         38208UAC2 

G5MS2008-FLSAA2 

3          15.000.000.00 

1.000000 

3           13.000.000.00 

COMMERCIAL 

Am 

AAA 

10 

LI80R01M 

OMACM  2008-KE3 

^^^^^J 

H                          38012TAA0 

OMACM  3008-HE3  A1 

3          12.000.000  00 

0.538600 

3             6.463.203.65 

HOME  EQTY 

Am 

AAA 

15 

LIBOR01M 

OPMF  2007-HE1 

^B 

H                          39S39JAA4 

OPMF  2007-HE1  A1 

3            2,000.000.00 

0.909340 

3              1,818.680.13 

HOME  EQTY 

Am 

Ah 

AAA 

14 

LIBOR01M 

RFMS2  2003-H3A5 

^^^^^| 

B                          43709SAA3 

RFMS3  3008-HSA5A 

3          10.000.000.00 

0.743381 

3       '      7.432.611.39 

HOME  EQTY 

Am 

AAA 

X 

UBOR01M 

tNDX  2O07-AR7 

B                          45870CAA5 

1NDX2007-AR71A1 

3            8.000.000.00 

0.950999 

3            7.607.961.45 

AAA 

Am 

AAA 

13 

LIBOR01M 

MLFT  2008-1 

Ami 

B                       S9033UAC8 

MLFT  2008-1  A2 

$          25.000.000.00 

1,000000 

3           23,000.000.00 

COMMERCIAL 

Am 

AAA 

17 

UBOR01M 

M3M  2006-9AR 

^B 

B                       61748JAA5 

MSM  2008-9AR  A1 

3         19.500.000.00 

0.765354 

S           13.314.403.73 

CMO 

Am 

Am 

AAA 

13 

UBOR01M 

MSM  2008-10SL 

^^^^^1 

B                          81749TAA2 

MSM200B-10SLA1 

3            9.000.000,  OC 

0.839353 

3            5.683.387.02 

HOME  EQTY 

Am 

Am 

AAA 

Am 

AAA 

AAA 

10 

U8OR01M 

MSC  2007-XLFA 

■ 

B                          61752LAB1 
■                      65S36WAA3 

MSC  2007-XLFA  A2 
NAA  2008-53  A1 

3          10.000.000.00 
3          18.000,000.00 

0.672060 

3          10.000.000.00 
3          13.097.082.16 

COMMERCIAL 
HOME  EQTY 

Ah 

AAA 

16 

U8OR01M 

NAA  2008-83 
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6S538XAN3 

NAA2O06-AF2  5A1            * 

20.000.000.00 

0.755107       S 

15.102.149.20 

CMO 

73316NAA3 

POPLR  2X7-AA1             3 

3.000.000.00 

0.956324       3 

2.668.972.28 

HOME  EQTY 

88156TAB9 

TMTS  2006-8KOA  A2          3 

30.000.000.00 

1,000000       s 

30.000.000.00 

CMO 

88522  RAA2 

TMST  2008-5  A1              1 

10,000.000.00 

0.812984       S 

8.129.836.90 

CMO 

004421W2 

ACE  2008-ASP1  A2C          S 

11.500.000.00 

voooox     3 

11.5X.X0.X 

HOME  EQTY 

07367UAV3 

BSABS  2006-PCt  A2         S 

18.000.000.00 

1.0Q000O      $ 

18.000,000.00 

HOME  EQTY 

12688BJE4 

CWALT  2006-OC1  1A2        3 

15,493.000.00 

0.747097       S 

11.574.779:20 

CMO 

14983AAC3 

CBASS  2006-5L1  A3         3 

6.000.000.00 

1.000000      3 

6.0X.0X.X 

HOME  EQTY 

144531EW6 

CARR  2008-NC1  A3           S 

19.500.000.00 

1 .000000      3 

19.5X.0X.X 

HOME  EQTY 

17309XAA7 

COCMT  2008-FL2  A1         3 

4.000,000.00 

0.316436       S 

1J65.744.64 

COMMERCIAL 

17309XA85 

CQCMT  20O6-FL2  A2         3 

12.653.000.00 

1.000000       3 

12.653.0X.X 

COMMERCIAL 

12S169BF7 

COMM2005-F10AAJ1        3 

12,000.000.00 

1,000000       $ 

12.0X.X0. 00 

COMMERCIAL 

126164AN2 

COMM  2X5-FL11  AJ         $ 

2.000.000.00 

1.XXX      1 

2.0O0.000.X 

COMMERCIAL 

200476AA7 

COMM2X7-FL14A1          3 

4.000.000.00 

0.997210       $ 

3.988.841.X 

COMMERCIAL 

31394VL32 

FNR  2005-5  1A               9 

20.000.000.00 

0.415094       S 

8.301.  BBS.  80 

CMO 

3452BPAG1 

FOROF  2005-1  A            $ 

20,000.000.00 

1 .000000       S 

20.000,000.00 

AUTOS 

39539JAA4 

GPMF  2X7-HE1  A1           » 

3,000.000.00 

0.909340       $ 

2.728.020.20 

HOME  EQTY 

3623414R7 

GSAMP  2006-HE1  A2C       * 

23.196.000.00 

1.000X0      3 

23.198.0X.00 

HOME  EQTY 

36244MAA9 

GSAMP  2006-S4  A1           S 

10.000.000.00 

0.341169      3 

3.411.692.10 

HOME  EQTY 

43709UAA3 

INDS  2006-A  A               3 

5.000.000.00 

0.614187      S 

3.070.934.45 

HOME  EQTY 

45071 KDD3 

IXIS  2006-HE1  A3             3 

12.000.000.00 

1.000000       1 

12.OOO.00O.X 

HOME  EQTY 

4525SVAA5 

IMSA  2006-2  1A11            S 

1,500.000.00 

0.811901        ! 

1J17;851.ra 

CMO 

458606KH4 

INABS  2006-A  A3             * 

14.500.000.00 

1.000000       ! 

14.5X.OXX0 

HOME  EQTY 

45S70CAA5 

INDX  2X7-AR7  1A1           * 

10.000,000.00 

0.950995      3 

9.509.951.81 

CMO 

464126CW9 

IRWHE  2005-1  1A1            3 

10.000,000.00 

0.436321        I 

4,383.210.34 

HOME  EQTY 

4882SLFU3 

JPMAC  2006-FRE1  A3        3 

1B.000.000.00 

0.825699       1 

14.886,1X68 

HOME  EQTY 

52519NKS2 

LBFRC2005-LLFAA3        I 

4,000.000.00 

0.2X749       I 

1.042,995.84 

COMMERCIAL 

S2519NJC9 

LBFRC  2004-LLFA  A2        J 

35.000.000.00 

0.1B6356       1 

8.522.445.81 

COMMERCIAL 

S2521TAA5 

LBFRC  2X6-LLFA  A1          S 

10.200,000.00 

0.202537       1 

2.065.876.33 

COMMERCIAL 

54251 4RL0 

LBMLT  2006-1  2A3          $ 

25.000,000.00 

1.XXX       t 

25.OX.O0O.X 

HOME  EQTY 

576440AR4 

MASL  2006-1  A               ! 

24.0CO.00O.OO 

0.427997       J 

10.271.930.64 

CMO 

59020U3A1 

MLMI  2006-ME1  A2A          3 

20.000.000.00 

0.392043       1 

7.840.881.20 

HOME  EQTY 

61744CXZ4 

MSAC  2005-NC1  A3 

1S.000.000.00 

1.000000       1 

18.000.000.X 

HOME  EQTY 

61745SAB6 

M3C  2008-XLF  A2            1 

15.000,000.00 

0.792068"      3 

11.881.022.68 

COMMERCIAL 

61752  LAB1 

MSC20O7-XLFAA2          1 

3.000.000.00 

1.000000 

3,000.000.00 

COMMERCIAL 

68389FKPS 

OOMUT  2006-1  2A3           S 

15.000.000.00 

1.000000       J 

15.0X.OX.X 

HOME  EQTY 

73316NAA3 

POPLR2007-AA1 

10.000.000.X 

0.956324 

9.563.240.92 

HOME  EQTY 

74S889AZ9 

PTNM2X2-1AA1MH         i 

38.000,000.00 

1.0000X 

38.0X.X0.X 

CDO 

78110VTC2 

RFMS2  2008-H3A1  At         1 

25.000,000.00 

0.391743 

9,793.580.98 

HOME  EQTY 

TB112BW97 

RAMP200S-NC1A2           t 

20,519.000.00 

1.000000 

20.51 9.0X.X 

HOME  EQTY 

80S55PAOO 

SARNT2005-AA2            ! 

10.000.000.00 

1.000000 

18.0X.0X.X 

ABS 

8635BEA89 

SAIL  2006-1  A3 

10.000,000.00 

1,000000 

10.0X.X0.X 

HOME  EQTY 

66837YAA1 

SWIFT  2005-A12  A 

10.000.000.00 

1.00XX 

10.0X.0X.X 

AUTOS 

891501T61 

TMTS  2006-3  1A2 

25,000.000.00 

1.000000 

2S.0X.0X.X 

HOME  EQTY 

S297SBHK1 

WBCMT  2006-WL7A  A2 

6,464.000.00 

1.000000 

6.484.OX.00 

COMMERCIAL 

17309XAA7 

COCMT  200S-FL2  A1 

500.000.00 

0.316436 

1 58.21 8.08 

COMMERCIAL 

200476AA7 

COMM  2X7-FL14  A1 

6.000,000.00 

0.997210 

5.983.261.X 

COMMERCIAL 

34528  PAG  1 

FOROF  2005-1  A 

10.000.000.00 

1 .000000 

10,000,000.x 

AUTOS 

316S9EAB4 

FMIC  2006-2  2A1 

20.000.000.00 

0.704557 

14.091.133.X 

HOME  EQTY 

381656EH6 

GMACM  2X5-HE3  A2 

2.750.0OO.0O 

1,000000 

%             2.750.0X.X 

HOME  EQTY 

32052XAA5 

FHABS  2008-HE2  A 

2.000.000.00 

0.838057 

I              1.676.114.11 

HOME  EQTY 

36244RAA8 

GSAMP  2006-303  A 

15.150.000.00 

0.687679 

[           10.115.34O.X 

HOME  EQTY 

40430WAB1 

MFCHC  2008-1  A2 

13.000.000.00 

0.679631 

I            6.835.203.27 

HOME  EQTY 

437D97AD0 

HEAT  2006-6  2A3 

10.000.000.00 

1.000000 

I           10.X0.0X.X 

HOME  EQTY 

48412QAA5 

IRWHE  2006-2  1A1 

t          13.000.000.00 

0.648887 

;            8.435,525.41 

HOME  EQTY 

52519NJC9 

LBFRC  20O4-LLFA  A2 

i           5.000.000.00 

0.1B6356 

I               931.777.97 

COMMERCIAL 

B17S2LAB1 

MSC2007-XLFAA2 

t            6.000,000.00 

1.000000 

t             6.000.000.00 

COMMERCIAL 

784208AO2 

SOMS  2006-FRE2  A2C 

1          13,000.000.00 

1.000000 

I           15.X0.0O0.X 

HOME  EQTY 

B3612GAA8 

SVHE  2006-A  A 

1         10,000.000.00 

0.567742 

I            5.677,415.50 

HOME  EQTY 

885220JQ7 

TMST  2005-4  A3 

%           1. 700.000.00 

0.686043 

i            1.506.273.15 

CMO 

885220KG7 

TMST  2006-1  A3 

t            3.700.000.00 

0.890719 

t              3.295.659.30 

CMO 

9297BBHJ4 

WBCMT  2006-WL7A  A1 

I            3.000.000-00 

0.741924 

3            2.225.773.22 

COMMERCIAL 

02680TJD6 

AHU  2008-1  1A3 

I          20.000.000.00 

0.639652 

I          12,793.034.x 

CMO 

04012MAQ2 

ARSI 2006-M1  A2C 

3           5.000.000.00 

1 

t            5.0X.X0.X 

ABS 

126870ZJ0 

CWL  2008-6 1A1M 

t        15.703.000.00 

0.60474076 

3            9.496744.11 

HOME  EQTY 

12666AEW1 

CWALT  2005-59  1A2A 

S        30.000.000.00 

0.62424719 

3          18.727,415.70 

CMO 

1 44531 DL1 

CARR  2005-NC5  A2 

3         40.000.000.00 

0,65825264 

3          34550.113.77 

HOME  EQTY 

362334QS7 

G5AA  2006-5  2A2 

3         40,000.000.00 

1 

3          40.000.000.X 

HOME  EQTY 

362382AD5 

GSM  2006-9  Al 

3          2.000.000.X 

0.43092711 

3               B81 ,854.23 

HOME  EQTY 

38240UAB3 

GSTR2O02-2AA1MB 

S        35.1X.0OO.X 

0.76294109 

5          28.n8.232.17 

CDO 

45254NNP8 

1MM  2005-3  A1 

3        17.075.000.X 

0.3665933 

3            6,259.580.60 

CMO 

45255RAY3 

IMSA  2006-3  ASM 

S          7.500.0X00 

1 

s       7500.00000 

CMO 

S9020VAv5 

MLMI  2006-AR1  A2C 

S          5.000.XO.X 

i 

$            5.0X.X0.W 

HOME  EQTY 

617451DQ9 

MSAC2006-HE1A3 

S          3.750.0X.X 

1 

3             3.750,000.00 

HOME  EQTY 

61915RAA4 

MHL  2005-2  1A1 

5        10.000,000.00 

0.54204745 

3            5.420.474.50 

CMO 

64352VQR5 

NCHET  2006-1  A2S 

S         20.0X.0X.X 

1 

3          20.0X.OXX 

HOME  EQTY 

65535VUS5 

NAA2006-AR2  3A1 

3        31,517.000.x 

0.55407205 

3          17.462.888.X 

CMO 

6SS37EAA2 

NAA2006-AR3A1A 

$           5.5X.X0.X 

0.83382868 

>             4,586,057.74 

CMO 

75114RA07 

RAU2008-QA3A1 

S         1S5X.0X.X 

0.70444654 

3          10.918.921.43 

CMO 

7540SWAB8 

RASC  2005-KS10  1A2 

I         25.OX.X0.X 

1 

3           25.000.000.X 

HOME  EQTY 

61376SABO 

SABR  2006-FR3  A2 

S          3.500.0XX 

1 

3              3.5X.OX.00 

HOME  EQTY 

B6357SFF6 

SASC  2006-WF1  A4 

3         22.500.000.00 

1 

3           22.5X.X0.X 

HOME  EQTY 

S6358RMYO 

ARC2X1-BC6A 

S       1S0.0X.00O.X 

0.02613147 

3             3.919,720.x 

HOME  EQTY 

8615612F0 

TMTS  2006-5  1A2B 

S         20.XO.OOO.X 

1 

3           20.0X.0X.X 

HOME  EQTY 

84751 NAE4 

SURF2006-BCSA2D 

3          5.225.X0.X 

1 

3            5.225.0X.X 

HOME  EQTY 

32023AAD9 

FFML2C06-FF1BA2C 

$          3.500.000.00 

1 

3            3.5X.0XX 

HOME  EQTY 

S1746HUF6 

MSM  2006-1AR  1A1 

S          7.400.X0.X 

0.65296707 

3            4.831.956.32 

CMO 

80556AAC1 

SAST  2006-3  A3 

3           5.X0.XO.X 

1 

3            5.0X.X0.X 

HOME  EQTY 

■44326BAD0 

HASC  2006-HE2  2A2 

1          4.9X.0X.W 

1 

3            4.9X.0X.X 

HOME  EQTY 

02151JAA9 

CWALT  2X7-HYBA1 

$           2.OX.0X.X 

0.98549584 

3              1.970.991.66 

CMO 

AAA 
AAA 
AAA 


AAA 
AAA 
AAA 

AAA 


AAA 

AAA 
AAA 


AAA 
AAA 
AAA 


AAA  AAA 

AAA  AAA 

AAA  AAA 

AAA  AAA 

AAA  AAA 

AAA 

AAA  AAA 


AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 
AAA 
AAA  AAA 


AAA 
AAA 

AAA 


Aaa  AAA 

An  AAA 

An  AAA 

Am  AAA 


AAA 
AAA 
AAA 
AAA 


L1BOR01M 

LIBOR01M 

LIBOR01M 

LIBOR01M 

LIBOR01M 

LIBOR01M 

LIBOR01M 

LIBOR01M 

LIBOR01M 

LIBOR01M 

LIBOR01M 

LIBOR01M 

UBOR01M 

L1BOR01M 

LI8OR01M 

LIBOR01M 

LIBOR01M 

LIBOR01M 

LIBOR01 M 

LIBOR01M 

L1BOR01M 

LIBOR01M 

LIBOR01M 

LIBOR01M 

LIBOR01M 

LIBQR01M 

LIBOR01M 

LIBOR01M 

LlBOROlM 

LIBOR01M 

LlBOROlM 

LIBOR01M 

LlBOROlM 

UBOROIM 

LIBOR01M 

UBOR01M 

LIBOR01M 

LlBOROlM 

LlBOROlM 

L1BOR01M 

LIBOR01M 

LIBOR01M 

LlBOROlM 

LlBOROlM 

U6OR01M 

LlBOROlM 

LIBOR01M 

LlBOROlM 

UBOROIM 

LI8OR01M 

LlBOROlM 

LlBOROlM 

LIBOR01M 

UBOROIM 

LI8OR01M 

LIBOR01M 

LIBOR01M 

UBOR01M 

LlBOROlM 

LlBOROlM 

UBOR01M 

LIBOR01M 

LlBOROlM 

LlBOROlM 

UBOROIM 

LI8OR01M 

LIBOR01M 

LlBOROlM 

LlBOROlM 

UBOR01M 

LIBORD1M 

LlBOROlM 

LlBOROlM 

LlBOROlM 

LlBOROlM 

LIBOR01M 

LlBOROlM 

LIBOR01M 

LIBOR01M 

LIBOR01M 

LIBOR01M 

LIBOR01M 

LlBOROlM 

LIBOR01M 

LlBOROlM 

UBOROIM 

LlBOROlM 

LIBOR01M 

UBOR01M 

UBOR01M 


NAA2006-AF2 

POPLR  2X7-A 

TMTS  2008-9HGA 

TMST  2006-5 

ACE  2008-ASP1 

BSABS  2006-PC1 

CWALT  2008-OC1 

CBASS  2008-SL1 

CARR  2O08-NC1 

COCMT  2006-FL2 

COCMT  2008-FU 

COMM  20O5-F10A 

COMM200S-FL11 

COMM  2X7-FL14 

FNR  2006-5 

FORDF  2005-1 

OPMF  2O07-HE1 

GSAMP  2D06-HE1 

OSAMP  2006-84 

INDS  2006-A 

IXIS  2006-HE1 

IMSA  2008-2 

INABS  2006-A 

INDX  2X7-AR7 

IRWHE  2008-1 

JPMAC  2008-FRE1 

LBFRC  2005-LLFA 

LBFRC  2004-LLFA 

LBFRC  2008-LLFA 

LBMLT  2008-1 

MASL  2008-1 

MLMI  2006-HE1 

MSAC  2006-NC1 

MSC  2008-XLF 

MSC  2X7-XLFA 

OOMLT  2008-1 

POPLR  2X7-A 

PTNM  2002-1A 

RFMS2  200S-KSA1 

RAMP  2006-NC1 

SARNT2005-A 

SAIL  2006-1 

SWIFT  2005-A12 

TMTS  2008-3 

WBCMT  2008-WL7A 

CGCMT2006-FL2 

COMM  2X7-FL14 

FORDF  2005-1 

FMIC  2008-2 

GMACM  2005-HE3 

FHABS  2008-HE2 

GSAMP  2008-SD3 

HFCHC  2008-1 

HEAT2008-6 

IRWHE  2008-2 

LBFRC  2004-LLFA 

MSC  2X7-XLFA 

SGMS  2006-FRE2 

SVHE  2006-A 

TMST  2005-4 

TMST  2008-1 

WBCMT  2008-WL7A 

AHM  2008-1 

ARSt  2008-M1 

CWL  2008-6 

CWALT  2005-59 

CARR  2005-NC5 

QSAA  2006-5 

GSAA  2X6-8 

GSTR  2O02-2A 

IMM  2005-3 

IMSA  2008-3 

MLMI2006-AR1 

MSAC  2008-HE1 

MHL  2005-2 
NCHET  2008-1 
NAA2008-AR2 
NAA2008-AR3 
RALI2008-QA3 
RASC2005-KS10 
SABR  2006-FR3 
SASC  2006-WF1 
ARC  2001 -BC6 
TMTS  2008-5 
SURF  2008-BCS 
FFML2X8-FF18 
MSM  2006-1AR 
SAST  2008-3 
HASC2C06-HE2 
CWALT  2X7-HY8 


Footnote  Exhibits  -  Page  5341 


From: 

Sent: 

To: 

Cc: 

Subject: 

Attachments: 


Ganapathy,  Mahesh 

Thursday,  August  09,  2007  1 1 :16  AM 

Lehman,  David  A.;  Bieber,  Matthew  G.;  Egol,  Jonathan 

Kang,  Connie 

Default  Swap  Collateral  Summary 

Default  Swap  Collateral  Master  File  08.08.07.xls 


As  discussed  ,  we  have  updated  the  default  swap  collateral  file  with  WALs  ,  WA  Mark  by  Deal  and  Asset  Type  (  Please 
note  marks  on  CMOs  are  yet  to  be  received  ). 


Default  Swap 
Collateral  Master- 
Thanks 


Mahesh  Ganapathy 

CDO  Structurin&Marketing  &  Principal  Investments 

Fixed  Income.Currency  and  Commodities  Division 

Gi&'imjsn,  Siselss  &  Co. 

Ph:  212-902-6265 

Fax:212-256-6570 

mahesh.ganapathv|g>  gs.com 


Permanent  Subcommittee  on  Investigations  | 

Wall  Street  &  The  Financial  Crisis 

Report  Footnote  #2641 


Confidential  Treatment  Requested  by  Gol< 


GS  MBS-E-00 1930307 


Footnote  Exhibits  -  Page  5342 


Default  Swap  Collateral 
Summary 


By  Deal 


Deal  Name 


Face  of  AAA 
ratedcollateral 


Cash  In  Acct 


Hout  Bay 


98,302,805.42     $ 


740,306.90 


»Altiusi200521- 


,121,643,454.49  -   '  .,347,914.01- 


Altius  IV 


378,046,168.59     $ 


6,496,933.36 


'JBroadwick^ 


S492;367i096;06  ':•  Vj200.713.91": 


Hudson  HG 


94.642,294.57     $ 


vHudsonWezzOS-IS: 


S749,005i57e;36':3-$K 


Hudson  Mezz  06-2 


392,129,110.51     $ 


1.958.179.78 


rArtderedfi;M«zz:20lW,r,1i 


Point  Pleasant  Fundinfl  2007-1      $ 


§g,GSCrABS:2008i3|iJt 


»2971452;754.79'«$: 


:«6,1S6;599:0K 


Davis  Square  7 


$ 


109,646,825.46     $ 


1.829.151.62 


gftdirbndacK;2005-1> 


£166;174;523:84:X$3 


*3:887:099:1SE 


GSMBS-E-001 930307 


WAL        WAS  Spread  WA  Price 


Interest  on 
Cash 


$96.98 


mmn 


i.:l:30:; 


■;.$79;77S 


3,4 .945  i 


2.45 


18.42 


$32.24 


4.985 


•fZfiS'l 


*  205123 


«  $67:60*5 


;«4198S»: 


629.293.15  2.75 


11.84 


$88.37 


4.910 


_LL  'UHJl. J-  't. 


*10;95? 


£.$703.13 


mmm 


$86.45 


4.985 


a297>7.77;252:96  -  i  i,<"-\"~"  ,2__^AZL', 


510:24^ 


551,539,388.07      $  28,454,270.10  1.24 


12.33 


;;$92ii2g 


•   -".  ass? 


$92.22 


4.985 


S2333 


S16.19* 


*$86^0^f 


mmst 


Ace.  Days 


Drag  Caused  by  100% 
Cash  in  Default  Swap 
Collateral  Account 


LIBOR      Spread  to  LIBOR         Change  (ops) 


100%  Cash  Case  ($ 
difference) 


5.321 


-0.336 


120,306.89 


5-5.321J 


s;7;643 


?-$?S 


VI 24 ,458.85a 


5.321 


18.76 


491.875.60 


35:321? 


S0:336i:: 


K20-48S 


?$3 


:i661;601v21i 


5.321 


12.25 


125.318.77 


v5:321;s© 


Sioans 


'511:36* 


:975;061i82^ 


5.321 


-0.336 


10.48 


429,073.51 


if  51321m 


5^0:336': 


fiwm 


5.321 


mi  326:517:63  ;■ 


12.67 


;*5:321gW 


mam 


mewz 


wm 


3370:462.99;; 


2.64 


9.63 


$80.34 


5.321 


10.09 


152,840.76 


4tm 


5*15.08* 


?;$86:32^K 


:K4;985K 


^S:32,1S 


?%i0:336i:; 


3<fSt5:42?S 


.~-.202:355:64> 


Adirondack  2005-2 


122.029.924.94     $ 


4,386,734.77 


0.93 


BDaVisiSquareL6y 


9  284,993 


€690,622:235! 


fO.SiP 


12.27 


$94.49 


4.985 


5.321 


12.60 


140,008.33 


»$99i753 


J:«M»: 


S5i32-1fS 


&0JM1K 


i;4.8S!.;: 


11,750  11 


Camber  7 


863,192,746.40     $ 


5,188,050.77 


2.42 


25.84 


$82.22 


5.321 


-0.391 


^Cooildgej 


?.8!i3C5Tr7i     S 


Timberwolf 


861.069,305.20     $ 


J 


1,402,001.36 


151 


S,$87;73j 


V"4'.985': 


S5:321:: 


xtO.3388 


^72.34351 


47,431,452.49 


1.93 


27.82 


$92.39 


5.321 


-0.151 


924,537.89 


vp.$mii.  .tJ75I942i675:64::y$:,A;;^3:630^497:29:  '      ^  0«: 


x$53;90S 


■j  5-110? 


;;s;32i? 


--0.2-1 1.- 


iS;4?A 


i  ' 


S120;466i52¥ 


Fortius  I 


463.833.055.70     $ 


8.178,395.54 


2.13 


$87.48 


5.321 


-0.211 


20.23 


477,066.18 


ejgAIUus-IIB 


-*:106;681-696:3i;;;t$S 


4  3  •  6  '-'117  l": 


ci^m 


:S$91'075 


E5;110s 


mam 


5'4);211v 


*7;73<- 


►76;393:84K 


BMBBBJMTO^w^B^BgW^&MfcBo^^BBM^^iSi 


%  of  Portfolio  Marked 
Wgt.  Avg.  Marked  Price 


83.5% 
95.57 


Footnote  Exhibits  -  Page  5343 


Default  Swap  Collateral 
Summary 


GSMBS-E-001 930307 


By  Deal 


Deal  Name 


Houl  Bay 


SMius^QOKIS 


Altius  IV 


itBroaiiwiCKft 


Hudson  HG 


■"'  HCidson-Mezz:0&;.1« 


Hudson  Mezz  06-2 


.-ffe)ders"dfi':Mezz-2007-1fj 


Name  of  Test       Cushion  (New)  Trigger 


Name  of  Test 


Class  A/B 


&Class:A/B;i; 


Class  A/B 


3NejCa"83ls 


Class  A/B 


ffiSNd'IC-TesK 


No  IC  Test 


Poinl  Pleasant  Funding  2007-1 

3SC!ABS>2006^3bKKJs 


No  IC  Test 


:  Class  A/B> 


Davis  Sguare  7 


Class  A/B 


sAcJreitI**'2005r<S 


'iCIasslA/BB 


Adirondack  2005-2 


Class  A/B 


,sDaviSiSquare;6S 


■jClasslAres; 


Camber  7 


Class  A/B 


Class  A/B 


No  IC  Test 


%m&&$M 


aSCIassWB 


Class  A/B 


mmm 


ijClassiA/BS 


West  Coast 


Class  A/B 


s«ffMi^i«sa 


9.56% 


105.00% 


29.97% 


101.00% 


8.79% 


102.00% 


;M02100%S 


19.21% 


102.00% 


?SI3:92%3 


5105;00%g 


105.00% 


maam 


M02j0Q%jJ 


26.02% 


102.00% 


S24;06%¥ 


.     ■ 


B48:33%i 


SIOIOTXS 


79.91% 


101.00% 


S-3439%& 


101  00% 


8.22% 


102.00% 


Class  C 


Class  C<D 


Class  C 


No  IC  Test 


Class  C 


No  IC  Tost 


No  IC  Test 


No  IC  Test 


No  IC  Test 


SCIass:Cf 


Class  C 


Class;  C/D  % 


Class  C 


-Class  C«S 


Class  C 


Class  C/D 


No  IC  Test 


Class  C 


Class  C/D 


SCIaSslCi* 


Class  C 


(New) 


Trigger 


Name  of  Test 


7.19% 


101.50% 


Class  D 


;.;.€8S%m 


.  100.00% 


19.57% 


100.00% 


sNoiKKTestg 


101.00% 


Class  D 


SNo  IC  Test' 


No  IC  Test 


No  IC  Test 


No  IC  Test 


>S322%'5 


StPJiOttKS 


ICIassSDB 


17.39% 


101.00% 


Class  D 


4  69% 


frl02:00%S 


102.00% 


Class  D 


>H2S:i 


K-lOKOOKfi 


Class  D 


13.34% 


101.00% 


i:.  ~- 


106  00% 


No  IC  Test 


8»;80%2 


100  00% 


:    ■   i 


30.64% 


100.00% 


2910% 


filOOiOQftl 


-Classics 


6.23% 


101.00% 


Class  D 


Cushion 
(New) 


2.36% 


11.03% 


2.25% 


13.07% 


2.92% 


2.31%] 


S!=37<68%! 


tT4m%, 


1.58% 


%  of  Portfolio  Marked 
Wgt.  Avg.  Marked  Price 


Footnote  Exhibits  -  Page  5344 


Default  Swap  Collateral 
Summary 


GSMBS-E:001 930307 


By  Deal 


Deal  Name 


Interest  Proceeds 


Interest  Reduction 
as  %  of  I.P. 


Tranche  Effected 


Interest  Reduction  as  %  of 
Equity  Payment 


Houl  Bay 


7,717,446.70 


1.56%  Equity.  D  and  E  Notes 


■'Amug;2005ii:v 


Altius  IV 


SBrbadwickB 


Hudson  HG 


aHUdsonMezzpfelV 


Hudson  Mezz  06-2 


ftndersdn;MSzz;2007-1 


Point  Pleasant  Fundina  2007-1 


j.6SC?ABS.200fr3a,.;:: 


Davis  Square  7 


|AairondSdt2005i1S; 


Adirondack  2005-2 


SDBvisiSqMare'6B 


Camber  7 


lOoolldgKi 


Timberwolf 


:  ForUus.lt; 


Fortius  I 


aJAItiusjIUs 


s10;692~433;96s 


?1;1S%?Equlty» 


9,807,179.35 


5,097,013.63 


5.02%  Equity  and  BBB 


-1Zj8%'E<imti:aiiti;Sub:MgiilIee;' 


8,556,702.00 


'•,<..f  >l  (.<■<  ■ 


1.46%  Equity 


e11,.91%'.SUpeftSnf,x 


2,677,462.76 


16.03%  BBB 


■?0.-345i76Si07g 


^3.81%1Equityg 


18,770,655.37 


3.38%  Equity 


;S9;206;802i63» 


??4i02%i  Equips 


11,372,912.48 


1.34%  Equity 


SS21S32* 


8.152,822.27 


»2.64%i;EqUlt¥g 


1.72%  Equity 


if)MB)i<mmi 


;  0.«%;;Equ|tyy 


17,875,551.48 


7.84%  Equity,  Sub  Mot  Fee,  D  &  E  Turbo 


iftioMoeisSOis 


^■i8%iEqUlry;» 


17,250,148.86 


1,606  57 


5.36%  Equity 


13.62%teii>ss:  E::i- 


4,661,340.39 


|9j916j592i16j| 


10.23%  Equity 


1 


West  Coast 


14,205,687.05 


Class  E,  X,  Sub  Mgmt  fee,  and  D 
3.78%  notes 


.    ,  '••*,J|  .  ' 


141% 


mm. 


126%  Model  Projection 


;*100i0%'g 


:xAB:QCrEallureS 


D  OC  Failure 


■!::« 


31.3%  Model  Projection 


31.7% 


298;4SPK 


4.1% 


261% 


■  : 


89.1%  Model  Projection 


SEiOGiFailureS 


D  OC  Failure 


254.4% 


%  of  Portfolio  Marked 
Wgt.  Avg.  Marked  Price 


Footnote  Exhibits  -  Page  5345 


By  Issuer 


.  tcv.ir*        Is.-ic'cl 

GSAA  2007-4                  $ 

299,034,534.28 

PTNM  2002-1A               $ 

1195X3X.X 

GSAA  2007-5                  S 

111,916,06039 

GSAA  2006-18                  $ 

107,415,920.77 

GSAMP  2X7-HE1           5 

88,652,073.00 

GSMS  2007-EOP             $ 

86,212,077.37 

CWL2X6-S10                  $ 

83,962,119.29 

CWL  2007-3                    $ 

78,712,842.37 

CBASS  2007-SUA             $ 

78^14361.28 

CWL  2006-20                  $ 

76357,920.20 

CARR  2X5-NC5              $ 

75,778376.71 

(MSA  2007-2                   $ 

74,936,062.26 

BSABS  2X6-HE1D           $ 

74,154354.91 

CWL  2006-S7                  $ 

72,490372.60 

CMLTI 2007-AMC2         $ 

72,149302.93 

CWALT  20O6-OC9           $ 

71,698,948.30 

BSABS  2007-FS1              $ 

68387,705.10 

GSAA  2006-17                 $ 

68,135300.40 

GSAMP  2007-FM2           S 

62.8643X.X 

GSAA2006-S1                 S 

62398394.62 

CWL  2X7-S2                  $ 

61,789,935.62 

CWALT2006-OC10          $ 

60,248,265.00 

FFML2X7-FFBS             < 

59,769,700.97 

KUDM2  2006-1A            J 

59,694326.07 

PHHAM  2007-3               S 

58,873,822.58 

AMIT  20U6-1                   i 

57,232,000.00 

FHLT  2006-D                   * 

55,205,997.00 

GPMF2007-HE1 

52,741,723.77 

GSAMP  20O6-SD3 

52,412,822.48 

NHEU  2006-FM2 

51,447,242.88 

BSMf  2007-SL2 

50,253329.87 

HEAT  2006-7 

50,000,000.00 

MABS  2007-WMC1 

48,850,000.00 

AHMA  2007-3 

>         47344,322.88 

FFML  2007-FF2 

,         46300,000.00 

CARR  2X6-NC5 

,          45,298,622.44 

FMIC  2006-1 

45^00,000.00 

KHEL  2006-6 

45,000,000.00 

CARR  2X6-FRE2 

$         43,754,000.00 

FMIC  2006-S1 

$         41,850,274.23 

NCAMT  2006-ALT2 

$         41,763,396.93 

GSRPM  2006-2 

$          41,495,858.33 

GSMS  2006-FL8A 

$          41360,000.00 

1NDX  2007-AR7 

$         40,892,792.80 

CWL  2006-17 

$         40,000,000.00 

GSAA  2006-5 

$          40,000,000.00 

MLMI 2006-HE5 

$         40,000,000.00 

SABR  2006-WM2 

$         40,000,000.00 

GSAA  2007-6 

$         39,803,449.27 

ACST2006-1A 

$         39,581,895.03 

CARR  2006-NC1 

$         39,195,000.00 

GSTR  2002-2A 

$         37,921,986.75 

QUEST  2005-X2 

$         37342,769.46 

LXS2006-4N 

S         35,964,000.00 

FHLT  2006-E 

S         35,810,000.00 

BCAP2006-AA2 

$         35,501,656.00 

FHLT2006-C 

$         35,000,000.00 

SWIFT  2X3-AB 

$         35,000,000.00 

MSAC  2006-HE6 

$         34,000,000.00 

GSAA  2007-3 

$         33,474,409.46 

GSAA  2006-20 

$         32321,713.87 

MSAC  2006-HES 

$         32,000,000.00 

OWNIT  2005-5 

$         31,727,500.00 

FHLT  2006-B 

$         3L.6453X.X 

ARMT  2006-3 

S         31,244,717.86 

ARSI  2006-W4 

$         31,000,000.00 

HAA  2007-S1 

$         30,499,856.81 

l^^^Sffiiiil^MSiliic*^ 


SASC  2X7-GEU 
CARR20O6-NC3 
CMLTI  2006-WFH3 
FORDF  2005-1 
NCHET  2006-1 
TMTS  20O6-9HGA 
CCMFC  2007-2A 
JPALT  2007-S1 
SACO  2X6-9 
MSC  2007-XLFA 
SASC  2X7-BC2 
GSAMP  2006-S6 
HALO  2007-WF1 
AMS1  2005-R6 
CGCMT20O6-FL2 
CWL  2006-18 
GCCFC  20O6-FL4A 
LBMLT  2006-1 
MLFT  2006-1 
OOMLT  2006-1 
RASC  20O5-KS10 
SABR  2006-FR4 
TMTS  2006-3 
INDS  2006-A 
SACO  2007-2 
CScvu  2GG6-HC1A 
CWALT2006-OA17 
CWALT2007-OH1 
ABSHE  2006-HE7 
GSAMP  2006-HE1 
SASC  2006-WFl 
CSMC2006-TF2A 
CWALT  2006-OA22 
SAMI2006-AR2 
BAW  2006-0 
CWALT  2006-OC2 
MSC  2006-XLF 
CWALT  2005-59 
LBFRC  2006-LLFA 
MSAC2007-HE3 
HVMLT  2005-2 
RAMP  20O6-NC1 
NAA  20O6-AF2 
CWL2006-BCS 
CARR  20O6-NC4 
CWL  2007-1 
GSAMP  2006-FM3 
MMT  2005-2 
RAMP  20O6-RZ2 
TMTS  2006-5 
GSAMP  2006-FM2 
HASC  20O6-HE1 
LABSM  2007-1 
ABSHE  2006-HE4 
MABS  2006-WMC4 
SGMS  2006-OPT2 
GSAMP  2007-HE2 
BSABS  20O6-PC1 
MSAC20O6-NC1 
5ARNT  2005-A 
FORDF  2006-3 
INDX  2X7-FLX1 
CWL  2O07-QH1 
MSM  2006-6AR 
NAA2006-AR2 
CARR  2005-NC3 
BSMF  2006-SL2 


£tauviA8*L\ 


30,306352.22 
30,000,000.00 
303X.0X.X 
30,000^00.00 
30,0X3X30 
30,000,000.00 
29,956,024.92 
27,715356.81 
27,223,906.92 
27^00,000.00 
26314,000.00 
26,672,96135 
25,906,852.47 
25,819,325.68 
25,239,683.15 
25,000,000.00 
25,000300.00 
2SOX3X.W 
25.X03X.X 
2S3003X.X 
25,000,000.00 
25,000,000.00 
25000,000.00 
24,567,475.63 
24,423,884.79 

23,973,520.17 

23,469,617.83 

23,414,000.00 

23,196,000.00 

22300^00.00 

22,455,417.64 

22,453,719.13 

22,429,218.48 

22,137,847.00 

21357,100.84 

21385,840.83 

20,931,328.04 

20,852,402.53 

20329378-21 

20,715,173.80 

20319000.00 

20,482315.66 

20,105,300.67 

20,000,000.00 

20,000^00.00 

20,000,000.00 

203XOX.X 

20,000^00.00 

20^00^00.00 

19392,000.00 

19355,412.75 

19,097,606.60 

19,000,000.00 

19,000,000.00 

19,000^00.00 

18,652317.34 

18,000000.00 

18,000,000.00 

18000,000.00 

17,950,000.00 

17,859,011.08 

17,740,579.34 

17,695,879.00 

17,462,688.80 

17,314,775.15 

17,155,739.75 


~  -infest 


CWHEL2004-Q 
GPMF  2005-HE4 
LBMLT  2O0S-WL2 
CWL  2007-8 
BMAT  2006-1A 
TMST  2006-5 
SASC  2006-GEL3 
SAMI2006-AR3 
ACCR  2005-4 
MSM  2O06-9AR 
DVSQ  200S-5A 
WAMU2O06-AR4 
FFML  2006-FF5 
ABFC  2006-HE1 
BSABS  2O06-AQ1 
CWL  2007-5 
RASC  2006-EMX9 
SABR  20O6-WM3 
SGMS  2006-FRE2 
WFHET  2006-3 
COMM  2007-FL14 
JPMAC  2006-FRE1 
FFML  2007-FFC 
(NABS  2006-A 
IX1S  2006-HE1 

RFMS2  20O7-HSA3 
CWL2O06-SPS1 
OOMLT  2007-2 
CWL  2007-BC1 
AMSI  20O5-R9 
GSAMP  2O05-HE4 
AHM  2006-1 
ACCR  2007-1 
SAJL  2006-1 
POPLR  2007-A 
COMM  2005-F10A 
NAA  2006-53 
ACE  20O6-FM2 
BSABS  2006-HE9 
CWL  2007-6 
GPMF  20O6-OH1 
GSAA  2005-11 
CWALT  2006-OC1 
ACE  20O6-ASP1 
NCHET  2005-3 
MSIX  2006-2 
WMALT  2007-OC2 
PCHLT  2005-2 
FORTS  20O6-2A 
RAU2O06-QA3 
GSAA  2005-6 
GSAMP  2006-HE4 
GSAA  2007-7 
MASL  2006-1 
SVHE  2006-EQ2 
ABSHE  2006-HE6 
CMLTI  2O06-HE3 
CSMC  2X7-TFLA 
HEAT20O6-6 
RASC  2O06-KS3 
SVHE  20O6-OPT1 
SWIFT  200S-A12 
FHAB5  2007-HE1 
RFMS2  20O6-HSA1 
NCHET  2005-1 
ARMT  2006-1 


16,884,659.47 
16,802,752.23 
16,657555.96 
16595,853.98 
16^99369.02 
16,259,673.80 
16,056375.19 
15,723,940.72 
15,428344.74 
15314,405.73 
15,300,000.00 
15,153389.63 
15336,000.00 
15300,000.00 
15,000300.00 
15300,000.00 
15,000300.00 
15,000300.00 
15,000300.00 
15300300.00 
14,958,153.99 
14,866,190.66 
14,700,414.94 
14,500300.00 
14,500,000.00 
14  091,133.80 
13,849,962.92 
13328,019.25. 
13,400,0O0.X 
13,284,935.09 
13.X3591.86 
12,938,451.03 
12,793,034.60 
12,474389.67 
12,439,O0O.X 
12,432,213.19 
12335395.30 
12,097382.16 
123X,X0.X 
12OX3X.00 
123X3X.X 
11,691,689.25 
11376,S26.67 
11,574,779.20 
11,5X30030 
11,488,271.57 
11,47030030 
11.441397.67 
11322,00000 
11328,945.X 
10,918,921.43 
10,461,792.X 
10,368,0X.X 
10,298,303.84 
10,271,930.64 
10,270,OOO.X 
10,0X,XO.X 
10,0X,0X.X 
10300,000.x 
10,000300.x 
10.OX3X.X 
10,0X,X0.X 
10,OX300.X 
9,920,324.32 
9,793,580.98 
9,763,636.36 
9,520,601.12 
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CWL  2X7-4 
CWL  2006-6 
HASC  2O06-OPT1 
FMIC  2X7-1 
PHHAM  2X7-2 
MABS20O6-HE3 
GSAA  2X7-1 
HFCHC  2X6-1 
FORTS  2006-  1A 
WBCMT  2006-  WL7A 
IRWHE  2006-2 
SASC  2005-S5 
BSCMS  2O06-BBA7 
FNR  2006-5 
AHM  2004-4 
NHEL  2005-3 
MLMI  2006-HE1 
KUDMZ  20O6-2A 
IM5A  2006-3 
LBFRC  2004-LLf A 
RFMS2  2006-HSA5 
IMSA20O6-2 
GSAA  2005-12 
SAST  2006-3 
MABS  200S-NC2 
TMTS20nB-17HF 
NHEU  2006-HE3 
GSAA  2005-7 
GMACM  2O06-HE3 
BSCMS2X7-BBA8 
(MM  2005-3 
CWL  2006-S6 
BSABS  2O05-HE12 
CBASS  2O06-SL1 
RAU20O6-QO10 
SVHE  2006-A 
MSM  2X6-10SL 
MLMI  2006-SL1 
FFML  2006-FF18 
CWL  2X6-S3 
GOLDS  2X3-A 
ALTS  2006-3X 
MHL  2005-2 
SURF  20O6-BC5 
HUDHG  2O06-1A 
ARSI  20O6-M1 
JPMCC  2006-FL2A 
LBMLT  2006-10 
MABS  2005-  WMC1 
MLMI  2O06-AR1 
NCHET  2005-C 
WAMU  2005-AR8 
HASC  2006-HE2 
GSAA  2X6-10 
TMTS  2006-7 
MSM  2X6-1AR 
GSAMP  2006-SD2 
PFRM5  2006-1 
TMTS  2006-11 
NAA  2O06-AR3 
CWL2O06-SS 
GSAMP  2X7-H1 
ABSHE  2X5-HE4 
IRWHE  2006-1 
GSAA  2006-3 
BALL  20O5-MIB1 
WMALT  2006-AR10 


9303,732.65 

9,496,244.11 

93X3X.X 

9,21S,40L26 

9,161.319.59 

9310,137.78 

8352,480.11 

8,835,203.27 

8,740,O0O.X 

8,709,773.22 

8,435325.41 

8,415,094.97 

8344,294.50 

8301,885.X 

8,299,913.76 

8336333.16 

7340.86L20 

7,768333-X 

73O03X.X 

7,454,223.78 

7,432,611.39 

7307.1X.17 

7,196,734.43 

7,100,0X00 

6,971317-83 

6.827328.12 

6,761,OO0.X 

6,477,066.50 

6,463,203.65 

6,4X,0X.X 

6.2593X.X 

6,169,917.89 

6,027,427.40 

6,O0O,00O.X 

S,783,46132 

5,677,415.50 

5,663,267.02 

5,662,062.11 

5,5X,0X.X 

5,472,282.46 

5,462,431.47 

5,449,966.53 

5,420,474.50 

5,22S,X0.X 

5,1X526.25 

5300,000.x 

5300.0X.X 

5,OX,0X.X 

5,0O0,0X.X 

5,0O0,0O0.X 

5,0X,0X.X 

4,984,240.37 

4,9X,0X.X 

4,877,170.88 

4,844,081.31 

4,831,956.32 

4,74038t37 

4,661,111.X 

4,631,687.94 

4586357.74 

4,58634  L57 

4355,670.65 

4,507,202.57 

4,363,210.34 

4,230,388.69 

4,219579.58 

4,147,842.81 


-■                     "     - 

ARC  2X1-BC6                  $ 

3,919,720.50 

NEPTN2C06-3A               $ 

3316.671.X 

HASC  2X7-NC1               $ 

3,860,012.40 

RAMP  2X6-RZ1             $ 

3,778,736.16 

MSAC  20O6-HE1             $ 

3,750,0X.X 

GSAA2006-4                  $ 

3,736323.49 

HOUT  2X6- 1A               $ 

3,6523X30 

SABR  2006-FR3               S 

35X3X.X 

GSAMP  2006-S4             $ 

3,411,692.10 

GUGH  2005-1A               $ 

33253X.X 

TMST  2006-1                  $ 

3395,659.30 

CSMC  2006-TFLA            $ 

3352,884.61 

LBMLT  2006-4                i 

3,033,244.67 

SASC  2O05-S6                 $ 

2369,877.99 

RAMP  2004-RS10           « 

2,766,107.82 

GMACM  2X5-HE3         < 

2,750,0X.X 

INDS  2006-1 

2,735,849.78 

NCHET  2X6-S1 

2,465,813.78 

RASC  2004-KS9 

2351,488.98 

MLMI  200S-HE2 

2,057,107.27 

CWALT  20O6-OC11 

2344,774.36 

COMM  2005-FUi 

2,0X,0X.X 

CWALT  2X7-HY6 

1,970,991.68 

GSAA  2X6-7 

1,961,422.69 

SAIL  2005-10 

>              1,941362.31 

RAMP  20O5-EFC7 

i            1,824,379.27 

CWL20O6-S2 

J            1,789369.73 

BVMBS  2005-2 

1,701,307.90 

FHABS  2006-HE2 

1,676,114.11 

TMST  2005-4 

$            1306,273.15 

GSAA  2006-9 

$            1,422359.48 

LBMLT  2005-WU 

$            1,409,109.99 

ACCR  2X2-1 

5             1355, 164.84 

BSABS  2005-EC1 

$            1,343,649.62 

RAMP  2006-NC3 

$            130030030 

GSRPM  2006-1 

$            1,082,350.62 

LBFRC  2X5-LLFA 

$              1,042,995.84 

CARR  2005-NC1 

$            132S,805.38 

CMLTI  20O6-HE2 

S            13X.X0.X 

GSAMP  20O5-WMC3 

S         3,000,000.x 

JPMAC  2005-OPT2 

$            13X.X0.X 

SASC  2005-AR1 

$               865326.87 

IXIS  20O5-HE4 

$               365,87837 

RAMP  2005-EFC3 

$                 219,232.39 

JPMCC  2006-FL1A 

5                 132,611.97  1 

GS  MBS-E-001930307 
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3622EBAA6     S         252342.S34.28 

746869AZ9      $ 

19,500,000.00 

3622ECAA4     S 

11,916,060.59 

3622ELAA4      $ 

L07.41S.920.77 

1248MKAB1     $ 

78,214361.28 

12667HAB7     S 

76,557,920.20 

144S31DL1      $ 

75,778,376.71 

452570AA2     $ 

74.936,062.26 

12G68VAA7     $ 

72,490,572.60 

17311XAA3      S 

72,149,302.93 

2324SGAA9     $ 

71,698,948.30 

073855AA6     S 

68,387,705.10 

3622S7AA5      $ 

68,135300.40 

3622MHACO     S 

62,864,000.00 

40051CAA5      $ 

62398,894.62 

12670BM7     $ 

61,789,935.62 

2324SFAB9      S 

60,248,265.00 

30248EAA6     S 

59,769,700.97 

12668YAA1      $ 

55,974,746.10 

35729VAB3      S 

S5.20S.997.00 

443S60AB7      S 

S4,290,30732 

36244RAA8     $ 

52.412,822.48 

6SS37FAB7      S 

51,447,242.88 

0?40i?Aa.8      $ 

50.-753329.87 

07389RAP1      S 

50,000,000.00 

43709NAD5     $ 

50,000,000.00 

S5275TAC2      S 

48,850,000.00 

02693SAC0      S 

47,044,322.88 

3622EBAB4      S 

46,692,000.00 

32029GAC8      $ 

46,500,000.00 

39539JAA4      $ 

45,467,003.25 

31659TEY7      S 

45,000,000.00 

669S8RAC1      $ 

45,000,000.00 

3622MDAB1     $ 

44,461,073.00 

3622MDAC9     $ 

44,191,000.00 

1266SUAE1      $ 

43,712,842.37 

31659XAA4     $ 

41,850,274.23 

643S29AA8      $ 

41,763,396.93 

3629SUAC2     S 

41,360,000.00 

4S670CAA5      $ 

40,892,792.80 

362334GS7      $ 

40,000,000.00 

59022QAD4     $ 

40.000,000.00 

12666VACS      S 

40,000,000.00 

81376GAD2     $ 

40,000,000.00 

OOSOSHAAO     $ 

39,581,895.03 

36240UAB3     $ 

37,921386.75 

748351AFO     $ 

37,542,769.46 

36228C2SS      $ 

37,432,077.37 

144S39AC7      S 

36,034,000.00 

S25221KK2      $ 

35,964,000.00 

35729NAD7     $ 

35,810,000.00 

OSS30MAA7     $ 

35,501,656.00 

86837TAB0      $ 

35,000,000.00 

35729TAD4     S 

35,000,000.00 

61749NAC1     S 

32,000,000.00 

69121PBT9      S 

31,727,500.00 

36245RAG4     $ 

31,254,563.70 

00703QAD4     5 

31,244,717.86 

69337MAA8     $ 

31,073.822.58 

040104TFB      $ 

31,000,000.00 

65S374AA4     S 

30,499,856.81 

86362QAA1     5 

30306,352.22 

00252GAB5     S 

30,000,000.00 

34528PAG1     S 

30,000,000.00 

643S2VQR5     S 

30,000,000.00 

881S6TAB9      $ 

30,000,000.00 

17309QAC8     $ 

30,000,000.00 

617S0FAE0      5 

30,000,000.00 

166798AA9     $ 

29,956,024.92 

36228CZW6     $ 

29,780,000.00 

12668VAA1      S 

27,987,373.19 

69337MAB6     S 

27,800,000.00 

466275AB0     S 

27,715356.81 

002S2GAC3     S 

27,232,000.00 

78577RAA7      S 

27,223,906.92 

617S2LAB1      S 

27,000,000.00 

86362YAC0     S 

26,814,000.00 

36245CAC6     $ 

26,672,96155 

03072SF91      $ 

25,819325.68 

20173RABS      S 

25,000,000.00 

542S14RL0      $ 

25,000,000.00 

S9023UAC6     S 

25,000.000.00 

7S405WAB8     S 

25.000,000.00 

81377GABS     S 

2S.OO0.OO0.OO 

881561T61      S 

25,000,000.00 

23243WAC2     $ 

25,000,000.00 

43709UAA5     S 

24,S67,475.63 

78SS1NAA0     S 

24.423.B84.79 

073S9RAN6     $ 

24,154,354.91 

22943NAA1     S 

24,005,000.00 

12668PAB8      S 

23,973,520.17 

8KSBS<BMSBfir 

jfcgsaiBisgi 

36272SAC7       S 

23,901,514.50 

14454AAB5       S 

23,754,000.00 

3622EAAX8       $ 

23,507,655.07 

04544QAD9       S 

23,414,000.00 

3623414R7       $ 

23,196,000.00 

863576FF6        S 

22300,000.00 

2324SPAC5       S 

22,453,719.13 

86359LSP5        S 

22,429,218.48 

1266BBRE5       S 

21,557,100.84 

61745SAB6       S 

21.385,840.83 

617538AA1       S 

20,829378.21 

41161PL50        S 

20.71S.173.80 

76112BW97       S 

20319,000.00 

12666SAB4       $ 

20.10S  ,300.67 

144528AC0       S 

20,000,000.00 

14453MAB0       5 

20,000,000.00 

23245CAC4       $ 

20,000,000.00 

362351AB4       $ 

20,000,000.00 

3624STAC9       S 

20,000,000.00 

S9159UBX5       S 

20,000,000.00 

75156UAB3       S 

20,000,000.00 

8815612F0       S 

20,000,000.00 

14454AAC3       5 

20.000,000.00 

144531EW6       5 

19,500,000.00 

36245DAD2       $ 

19,392,000.00 

44328AAB6       5 

19,355,412.75 

52521MAB8       $ 

19,097,606.60 

04544GAF6       $ 

19,000,000.00 

36228C2UO       $ 

19,000,000.00 

78420MAE9       $ 

19,000,000.00 

57645MAE2       S 

19,000,000.00 

S2521TAC1       S 

18,786,526.20 

35729QAC2       S 

18,763,538.00 

12668AEW1      S 

18,727,415.70 

07387UAV3       S 

18,000,000.00 

12668UAF8       S 

18,000,000.00 

61744CX24       $ 

18,000,000.00 

80S5SPAG0       $ 

18,000,000.00 

34S28QAA2       $ 

17,950,000.00 

45668WAA5       $ 

17,859,011.08 

12669HAA7       $ 

17,740,579.34 

61749CAB7       $ 

17,695,879.00 

362725AA1       $ 

17,594.343.83 

40431KAA8       $ 

17,532.852.47 

6S535VUS5       S 

17,462,688.80 

144S31CV0       S 

17,314,775.15 

07400YAA4       S 

17,1S5,739.7S 

12668UAG6       $ 

17,000,000.00 

126673MY5       $ 

16,884,659.47 

39538WDC9       S 

16,802,752.23 

105667AA7       S 

16,299,569.02 

SS522RAA2       S 

16.2S9.673.80 

86360XAA8       S 

16,056,375.19 

17309XAB5       S 

1S.B53.000.00 

86360KAC2       5 

15,723,940.72 

22545RAB2       $ 

15,700,000.00 

61748JAAS        5 

15,314,405.73 

239156AJ1        5 

15,300,000.00 

93934FPR.7        S 

15.1S3.289.63 

65536XAN3    '    $ 

15,102,149.20 

32027EAE1        $ 

15,036,000.00 

0007SWAC3       S 

15,000.000.00 

07389PAB6       S 

15,000,000.00 

12668KAC7       S 

15,000,000.00 

68389FKP8        S 

15,000,000.00 

74924VAC3       S 

15,000,000.00 

784208AD2       $ 

15,000,000.00 

81377EAB0       S 

15,000,000.00 

9497EBAB5       $ 

15.000,000.00 

200476AA7       S 

14,958,153.99 

46626LF19        $ 

14.866,190.66 

07325HAH8       S 

14,712.000.00 

32029HAB8       $ 

14,700.414.94 

45071KDD3       S 

14,500,000.00 

456606KH4       $ 

14300,000.00 

02150KAB5       $ 

14,108,722.72 

31659EAB4       S 

14,091,133.80 

43710WAA8       S 

13,849,962.92 

OO437SEH0       < 

13,843,000.00 

12666MAA9       < 

13328,019.25 

68401TAD0 ' 

13,400,000.00 

362440AC3 

13,347,000.00 

1266STAB0 

13,284,935.09 

03072SP33 

,          13,003391.86 

144531EV8 

>          13,000,000.00 

362341KA6 

i          12,938,451.03 

02660TJD6 

>          12,793,034.60 

362351ADO 

i          12.621.713.87 

00438QAA2 

%          12,474.389.67 

S6358EAS9 

S          12,439,000.00 

73316NAA3 

S          12.432.213.19 

Mcasmmissfi&ic&Sfi&sM 


65536WAA3     S 

12,097,082.16 

07389MAB3     5 

12,000,000.00 

126169BF7      $ 

12,000,000.00 

12669LAC4      S 

12,000,000.00 

00442CA01     $ 

12,000,000.00 

S42514M24     $ 

11.887,658.42 

39539GAC6     S 

11,691,689.25 

362341QH5     $ 

11,576,526.67 

12668BJE4      $ 

11374,779.20 

004421W2      S 

11,500,000.00 

643S2VLG4      S 

11,488,27137 

617463AC8      $ 

11,470,000.00 

93936LAA5      S 

11,441397.67 

7108SPBX0      $ 

11,322.000.00 

34957VAAS      $ 

11,028,94S.00 

75114RAD7     S 

10,918.921.43 

36242D3US     $ 

10,461,792.00 

362439AD3     $ 

10,368,000.00 

36249BAA8     $ 

10,298,303.84 

57644DAR4      S 

10,271,930.64 

83611XAC8      5 

10,270,000.00 

04544NAD6     $ 

10,000,000.00 

144528AB2      $ 

10,000,000.00 

17310VAC4      5 

10,000,000.00 

2254ERAC0      $ 

10,000,000.00 

437097ADO     S 

10,000,000.00 

68389FKN3      $ 

10,000,000.00 

76113ABH3      S 

10,000,000.00 

83611MLX4     $ 

10,000,000.00 

86837YAA1      S 

10,000,000.00 

3622EAAD2      S 

9.966,75439 

32053JAA5      S 

9,920324.32 

76110VTC2      S 

9,793,580.98 

643S2VJY8      S 

9,763,636.36 

12669WAC0     $ 

9,751,853.98 

225470B93      S 

9,520,601.12 

12668WAAS     $ 

9,503,732.65 

1266702J0       5 

9,496,244.11 

17309XAA7      $ 

9,386,683.15 

021S0KAA7      S 

9,360,895.11 

40430HDB1     $ 

9,300,000.00 

144539AA1      S 

9,264,622.44 

316S9VAB0      $ 

9,218,401.26 

69337HAA9      S 

9,161,319.59 

S7645JAA7      $ 

9,010,137.78 

3622EQAA3      S 

8,852,480.11 

40430WAB1     $ 

8,835,203.27 

34958CAF1      S 

8,740,000.00 

36245RAE9      $ 

8,548,885.56 

46412QAA5      S 

8,435,525.41 

86359DPN1      $ 

8,415,094.97 

40431KAB6      S 

8,374,000.00 

073S7KAA1      $ 

8344,294.50 

31394VL32      S 

8,301,885.80 

02660TCU5      S 

8.299,913.76 

66987XGU3      S 

8,036,033.16 

3S729QAC2      S 

7,850,000.00 

59020U3A1      $ 

7,840,861.20 

44386QAA2      S 

7,768,333.00 

4S2S5RAY3      $ 

7,500,000.00 

S2519NJC9      S 

7,454,223.78 

437099AA2      S 

7,432,61139 

0732SHAK1      S 

7,425,847.00 

4S2S6VAA5      5 

7,307,106.17 

39539JAA4      $ 

7,274,720.52 

362341SP5      S 

7,196,734.43 

80556AAC1      $ 

7,100,000.00 

57643LML7      S 

6,971,017.83 

12669WAD8     S 

6,844,000.00 

88156EAA4      $ 

6,827,028.12 

65536QAC2      $ 

6,761,000.00 

22S4SRAA4      $ 

6,755,417.64 

144531EV8      S 

6,695,000.00 

92976BHK1      $ 

6,484,000.00 

362341AM1     S 

6,477.06630 

38012TAAO      $ 

6,463.203.65 

0738STAB9      S 

6,400,000.00 

45254NNP8     $ 

6,259,580.60 

1266S4AA7      $ 

6,169,917.89 

14983AAC3      $ 

6,000,000.00 

751153AB3      S 

S.783,46132 

83612GAA8     S 

5,677,415.50 

61749TAA2      S 

5.663.267.02 

59020U2N4     $ 

5,662,062.11 

32029AAD9     $ 

5,500,000.00 

23242MAA9     S 

5,472,282.46 

381175AA6      S 

5.462.43L47 

BCC0TSSV3      S 

S.449,96633 

6191SRAA4      $ 

S.420,47450 

443860AA9      S 

5,404,218.75 

65536VAA5      S 

5,380,166.46 

i/gfat^fiSXl&SSKSSS^-  -    .1 

362440AB5         5 

5,305,51734 

84751NAE4         S 

5,225.000.00 

44379PAF2          S 

5.160,526.25 

3S729QAC2        S 

5,031,462.00 

04012MAO2        S 

5,000,000.00 

46629RAB0         $ 

5,000,000.00 

S4251VADO         S 

5,000,000.00 

57643LGV2         $ 

5,000,000.00 

S9020VAV5         S 

5,000.000.00 

643S2VNW7        S 

5,000,000.00 

92922FS25          S 

4,984,24037 

44328BAD0         $ 

4,900,000.00 

362375AAS         $ 

•     4,877,170.88 

88156PAX9         S 

4,844,081.31 

61748HUF6         $ 

4,831,956.32 

542514MW1        S 

4,769.89734 

362405AAO         S 

4,740,381.37 

71103XAA2         5 

4,661,111.06 

88156YAB8         $ 

4.631,687.94 

65537EAA2         S 

4,586,057.74 

126683AA9         $ 

4,586,04137 

36245VAV6         S 

4,555,670.65 

073879518          S 

4,543,376.50 

04541GPJ3          S 

4,507,20237 

464126CW*         $ 

4,565, 21C5-* 

362334BQ6         $ 

4,230,388.69 

06424HBE6         S 

4,219,57938 

9393SVAA8         $ 

4,147,842.81 

61750FAD2         S 

4,000,000.00 

86358P.MY0         S 

3,919,72030 

64069PAA6         $ 

3,916,671.00 

40430TAA0         5 

3,860,012.40 

76112BV79         S 

3,778,736.16 

6174S1DQ9         5 

3.7SO.0O0.O0 

362334FH2         < 

3,736,323.49 

442451AGS         ! 

3.652.OO0.O0 

81376SAB0 

3,500,000.00 

36244MAA9 

3,411,692.10 

40166RAF3 

3,325,000.00 

885220KG7 

,             3,295,659.30 

12638CAA6 

>             3,052,884.61 

54251MAB0 

i             3,033,244.67 

863S9DTQ0 

i             2,869.877.99 

76112BEB2 

i             2.766,107.82 

361856EH6 

>             2,750,000.00 

437089AA3 

S             2,735,849.78 

643S2VQC8 

S             2.465,813.78 

76110WF3S 

$             2,251,488.98 

92976BHJ4 

S             2,225,773.22 

12668AEX9 

$             2,203,912.34 

52521TAA5 

S             2,065,876.33 

59020UR98 

i             2,057.107.27 

23244JAB2 

S             2,044,774.36 

126164AN2 

$             2,000,000.00 

0215LIAA9 

S             1,970.991.68 

362334NA8 

$             1,961,422.69 

86358EW2 

$             1,941,36231 

76112BR44 

$             1,824,379.27 

1 26685  DV5 

$             1,789,069.73 

07820QCC7 

S             1,701,307.90 

320S2XAAS 

$             1,676,114.11 

00437SEF4 

S             1,585,344.74 

885220JQ7 

S             1306,273.15 

073879SL8 

$             1,484,050.90 

362382ADS 

S             1,422,059.48 

S42514LF9 

S             1.409,109.99 

O0437SAF8 

S             1,355,164.84 

0738794Z8 

$             1,343,649.62 

76112B4M9 

$             1,200,000.00 

3623340F4 

S             1,082,350.62 

52519NKS2 

$             1,042,995.84 

144531AV6 

S             1.02S.805.38 

17309LAD7 

$             1,000,000.00 

362341L49 

$             1,000,000.00 

46626LEJ5 

S             1,000.000.00 

86359DVT1 

$                865,026.87 

45071KCK8 

$                365,878.97 

126169AF8 

$                335,095.30 

76112BYP9 

S                219,232.39 

46625YF65 

$                132,611.97 

362341HA0 

S6358EUQ7 

s 
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^Ki^^^B 

*5 

> 

;.? 

WA  Mark  *: 

ABS 

97,936,062.26    $ 

96.90 

AUTOS 

92,950,000.00    $ 

99.19 

CARDS 

20,000,000.00   $ 

99.80 

CDO 

281,457,954.60    $ 

92.83 

CMO 

1,113,446,705.59    $ 

- 

COMMERCIAL 

402,160,034.30    $ 

100.00 

HOME  EQTY 

4,709,275,568.94    $ 

95.22 

PLANES 

39,581,895.03    $ 

97.00 

STRUCT  NOTE 

5,462,431.47    $ 

.   99.00 

Yet  to  be  marked 
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Default  Swap  Collateral 
Listing 


Hudson  Man  06-1 
HudMnMuioe-1 
Hudw>n  Man  06-1 
Hwteon  Mux  08-1 
Hudm  Muz  08-1 
Hudson  Mux  08-1 
Hudton  Man  06-1 
Hudwn  Mttl  oe-1 


004375EH0 
144S28AB2 
12669WAD8 
126TOBAA7 
239156AJ1 
34958CAF1 
38240UAS3 
362498AA6 
40091 CAA5 
36244RAA8 
44379PAF2 
443660AA9 
B4069PAA6 
6898BRAC1 
746869AZ9 
06424HBE6 
17309XAA7 
17309XAB3 
20O4T6AA7 
22S4SRAA4 
36226CZU0 
39S39JAA4 

oroevAM 

49296VAAS 
48S25YF69 
5B020U2N4 
591SSUBX5 
61792LAB1 
69337HAA9 
748889AZ9 
68522RAA2 
007D3QAD4 
026939ACO 
16679BAA9 
17309XAA7 
229470B93 
32CQ9HAB8 
32053JAA5 
3622BCZSS 
36228CZU0 
3634SRAE9 
3634SRAQ4 
43710WAA8 
45670CAA5 
48S27SAB0 
46829RAB0 
69337MAA8 
69337MAB8 

gsassLAAS 

00232OAB5 
OD2S2  GAC3 
00505HAAD 
02S60TCU5 
04544OAF6 
109687AA7 
1268BAEX9 
31699TEY7 
32027EAE1 
34536QAA3 
361175AA0 
39536WDC9 
41181PLS0 
43T09UAAS 
525221KK2 
542314MZ4 
61749CAB7 
66987XCU3 
746331AFO 
6S358EUQ7 
B83S9DTQ0 
883S9LSP5 
B8380KAC1 
68837TAB0 
92922FS2S 
83934FPR7 
004375EHD 
12670BAA7 
239158AJ1 
36240UAB3 
38249BAAS 
362725AC7 
40091 CAAS 
3624SDAD2 
36272SAA1 
362341 QH5 
4424S1AG9 
443860AA9 
843929AM 
66968RAC1 
004375EHO 
12687HAB7 

iieeePAsa 

23245PACS 
12889HAA7 
12S68VAA7 
12870BAA7 
144S28AB2 
144539AC7 
232450AA9 
23245FA89 


ACCR200WA2C 
CARR20O6-NC3A2 

CWL  2007-6  2A2 

CWL2007-S2A1 

DV8a2oos-5AS 

FORTS  2006-1A  8 

OSTR2002-2AA1MB 

OSAA  2007-7  1A1 

08AA  2008-81  1A1 

OSAMP2006-8D3A 

HUOHO  200S-1A  8 

HUDMZ2006-1AS 

NEPTN2008-3AS 

NHEL  2006-8  A2B 

PTNM  2002-1 A  A1MM 

BALL  2O05-MIB1  A1 

COCMTZ006-FL2A1 

COCMT  20O8-FL2  A2 

COMM2007-FL14A1 

CSMC2CC6-TF2AA1 

QSMS2007-EOPA2 

OPMF  2O07-HE1  A1 

WDS  2006-1  Al 

MSA  2008-2  1A11 

JPMCC2008-FL1AA1A 

MLM2008-SL1A 

MMT  2005-2  A 

MSC2O07-XLFAA2 

PHHUM  2007-2  1A1 

PTNM2002-1AA1MH 

TMST  2006-5  A1 

ARMT  2008-3  4A11 

AKMA  2007-3  12A1 

CCMFC2007-2AA1 

COCMT  2008-FL2A1 

ARMT  2008-1  BA1 

FFML2007-FFCA2A 

FHABS  2007-HE1  A 

OSMS2O07-EOPA1 

OSMS  2007-EOP  A2 

OSAA  2007-8  3A1B 

OSAA  2007-8  AS 

RFMS2  20Q7-HSA3AI1 

NOX  2007-AR7  1A1 

JPALT  2007-81  A3 

JPMCC2006-FL2AA2 

P1WAM  2007-3  A1 

PHHAM  2007-3  A2 

WMALT2007-OC2A1 

AWT  2006-1  A2 

AMTT  2008-1  A3 

ACST  2005-1A  01 

AHM  2004-4  7A 

ABSHE  2C0B-HE4  A5 

eMAT2008-1AA1 

CWALT  200948  1A3A 

FMK  2008-1  A3 

FFML2006-FF92A3 

FORDF  2008-3  A 

GOLDS  2003-AA1 

BPMF20D5-HE4  1A1 

HVMLT  2005-2  2A1B 

B403  2006-AA 

LXS2008-4NA1B1 

LBMLT  2009-WL2  3A3 

M5M200S-6AR1A2 

NHEL  2005-3  A2B 

QUEST  2003JC2A2 

SAJL2009-HE1A4 

SASC2005-S6A3 

SAM1200B-AR2A3 

8AMI2006-AR311A3 

SWFT2D03-A8A 

WAMU2O08-AR8  2AB3 

WAMU200S-AR41AC2 

ACCR  2005-4  A2C 

CWL  2007-S2  A1 

DVSa2005-9A5 

OSTR2002-2AA1MB 

OSAA  2007-7  1A1 

OSRPM  2008-2  A3 

OSAA2008-S1  1A1 

G5AMP2006-FM2A2C 

OSRPM  2005-2  A1A 

OSAA  2009-1 13A3 

HOLTT2006-1AS 

HUDMZ  2008-1A  S 

NCAMT2008-ALT2AV1 

NHEL  2008-8  A2B 

ACCR  2005-4  A3C 

CWL  2006-20  2A1 

CWALT  2008-OA17  1A1B 

CWALT  2008-OA32  A3 

CWL  2O07-QH1  A1 

CWL  2008-87  A1 

CWL2007-S2A1 

CARR2008-NC3A2 

CARR2O08-NC9A3 

CWALT  2008-OCSA1 

CWALT  2008-OC102A1 


1.000000 
1.000000 


800.000.00 
I  399,000.00 
I  1.150.000.00 
%  750.000.00  0.882713 
S  4.086*0000  0-850000  S 
%  11200.000.00  0.760000  I 
1  998.872.00  0.782941  1 
%  1.000.000.00  0989175  1 
$        380.000.00      0.728938      * 

>  37300.000.00  0.68T879  S 
1  1.758.198.00  0929825  S 
$  3S30.000.00  0*93125  1 
1  5.000.000.00  0.783334  S 
1  950.000.00  1.000000  S 
J  46.000.000.00  1.000000  $ 
$  4200.000.00  0.291005  S 
i  10.913,750.00  0.318436  I 
I  3.000.000.00  1.000000  s 
$  5.000.000,00  0.997210  S 
S  7.800.00000  0.8*8871  S 
%  4.000.000.00  1.000000  1 
S     3*00.00000      0.909340      t 

>  5.000*00.00  0.547170  S 
t  7200.000.00  0.811901  S 
1  2.000.000.00  0.068306  i 
%  12200.000.00  0.452985  % 
1  20.000.00000  1.000000  I 
3  8.000.000.00  1.000000  s 
I  10.000.000.00  0*18132  I 
S  39.500.000.00  1.000000  S 
1  10.000.000.00  0.812964  S 
t  40350.000.00  0.774342  * 
S  48.000.000.00  0.960090  I 
S  30JX10.000.00  0*98534  1 
t  8.750*00.00  0316438  % 
$  17.000.000.00  0.960035  S 
S  15.000.000.00  0.960028  1 
S   10.000.000.00       0.992032 

I  40.000.000.00 
%  15.000.000.00 
I  8.771,00000  0.974678 
I  32202.000.00  0.670978 
I  15.000.000.00  0523311 
$  29.000.000.00  0.950995 
S  28571*00.00  0.959972 
S  5.000.000.00  1.000000 
»  31.822.000.00  0*76489 
S  27JO0.0OO.OO  1.000000 
)  11.800.000.00  0*69610 
S  30.000.000.00  1.000000 
S  27532.000.00  1.000000 
I  41.300.000.00  0.998399 
S  40.000.000.00  0.207498 
S  19O0O.000.00 
$  50.000,000  00 
S  31.868.000.00  0.069182 
I  45.000.00000  1,000000 
%  15.036.000.00  1.000000 
S  17.950.00000  1.000000 
S  15.000.000.00  0.384182 
1  63.448.000.00  0284827 
f  60000.00000  0.345253 
S  35.000.000.00  0.614187 
S  33.964.000.00  1.000000 
5  21.699.000.00'  0547869 
$  90.000.000.00  0.393918 
S  1S.000.00000  0.539736 
1  49.213000.00  0.762863 
1  13000.000.00  0.000000 
I  5.000.000.00  0273976 
S  34236.000.00  0.B5S097 
S  25.411.113.00  0.818782 
S  33.000.000.00  1O00000 
S  14.000.000.00  0396017 
$  15.337,000.00  0*88022 
9  1.800000.00  1.000000 
«  2.850.000.00  0.882713 
S  13*14,000.00  0.850000 
t  1.478.328.00  0.762941 
S  1200000.00  0.969175 
*  30.000.00000  0.798717 
$  11.679.000.00  0.728938 
I  19392O00.0O  1.000000 
S  10236.38800  0.682374 
S  4.776.000.00  0385884 
S  4000.000.00  0.913000 
S  1.740.000.00  0.993125 
S  17230000.00  0.484713 
t  1200.000.00  1.000000 
I  3.843000.00  1.000000 
5100.000.000.00  0.765579 
I  35*03.000.00  0.667730 
S  35.BSO.OOO.OO  0.868816 
S  20.000.000.00  0887029 
5100.000.000.00  0.724908 
I  10.350.000.00  0.882713 
5  6.007.715.00 
1  9534.000.00 
$100,000.00000  0.7K 
S  75.000.000.00      0.603310 


600.000.00 

395.000.00 

1,150.000.00 

682.D3S02 

3.473.100.00 

8.7*0.000.00 

731.41026 

989.17528 

278.844.42 

25.037*7222 

1.634213,86 

3.745.761 29 

3*16.871,00 

950OCO.00 

48.000.000  00 


2.728.02020 
2.739.649.78 
6.069295.13 
132.611*7 
S.6S2.062.11 
20.000.000.00 
8000.00000 
9.161.319.59 
35  500.000.00 
B.129 .836.90 
31244.717.88 
47.044.322.88 
29*58.024*2 


14.700.414.94 
9*20.324.32 
37.432.077.37 


CMO 
HOMEEOTY 
COMMERCIAL 


HOMEEQTY 
HOMEEQTY- 

CMO 

CMO 


CMO 

CMO 

CMO 

HOMEEQTY 

HOMEEQTY 

PLANES 

CMO 
HOMEEQTY 
HOMEEQTY 

HOMEEQTY 

HOMEEQTY 

AUTOS 


31254563.70 
13.849.962*2 
23.774.679.54 
27715.35881 

5.000.000.00  COMMERCIAL 
31.073.62258 
27.800.000.00 
11.441297.67 
30.000.000.00 
27232.000.00 
39.581.895.03 

6299*13.78 
19.000.000.00 
16299269.02 

2203*12.34 
45.000.00000 
15.036.000.00 
17*90.000.00 


20.715.173.80 
21.498241.17 
35.964.000  00 
11. 887 .698.42 

17.699.879.00 
6.038.033.18 
37542.789.48 

2.869*77*9 
22.429218.48 
15.723  *40.72 
35.000.000.00 
4*64240.37 
13.153269.63 
1200.000.00 
2515.73309 
11.826*00.00 
1.12625129 
1.982.880.45 
23*0151450 
6205*8024 
19392.000.00 
8*68.401.13 
1*42*83.05 
3.652.000.00 
1.658.437.50 
8.351.613.02 
1500.000*0 
3.843.000.00 
78257*20.20 
23*73220.17 
22.493719.13 
17.740279.34 
72.490572.60 
9.136.08334 
6.007.71 5.00 
9.334.000.00 
71.698*4850 
602*8265.00 


An  AAA 


HOMEEQTY    , 
HOMEEQTY 

CMO 
COMMERCIAL 
HOMEEQTY 

CARDS 
COMMERCIAL 
CMO 
CDO 
CMO 
CMO 
CMO 
CMO 


CMO 
HOMEEQTY 

CMO 
HOMEEQTY 

CMO 

HOMEEQTY 

HOMEEQTY 

HOMEEQTY 

HOMEEQTY 

CMO 

CMO 

AUTOS 

CMO 

CMO 

HOMEEQTY 

HOMEEQTY 

CDO 

CDO 

HOME  EQTY 

HOMEEOTY 

HOMEEQTY 

HOMEEQTY 

HOMEEQTY 

HOMEEQTY 

CDO 

CDO 

CMO 

HOMEEQTY 

HOMEEQTY 

HOMEEQTY 

CMO 

CMO 

HOMEEQTY 

HOMEEQTY 

HOMEEQTY 

HOMEEQTY 

HOMEEQTY 

CMO 

CMO 


7ifca.«*U*  -  wgwW* 

64* 

1.74 

93.57 

UBOROIM 

ACC»  2005-4        §£_ ,.!£ 

<■",?  .w.     'Jaju  nunc  cwi  i 

UBOR01M 

CARR2006-NC3 

«.?  00;  HOME  EQTY 

1*3 

UBOROIM 

CW1.2O07-8         *£$& 

47  00' HOME  EQTY 

2.13 

14 

UBOR01M 

CWL2007-S2        &fB 

ISO  HOME  EQTY 

0.76 

20 

UBOROIM 

OVSQ2005-5A       ;<■:: 

*;:ij^;;-».TS'fCDO 

424 

18 

UBOROIM 

FORTS  2006-1A      t'f' 

I".-,^/ .99,75' CDO 

AA              7 

UBOROIM 

GSTFI2002-7A       T':{t 

" :  ■/ .  :  99.75-.  COO 

UBOROIM 

GSA*.  2007-7         '/,*>, 

0650  HOME  EQTY 

0*3 

18 

UBOR01M 

OSAA  2005-81 

100  HOMEEQTY 

0.88 

26 

UBOROIM 

05AMI'  20064";    1 

39.00  HOMEEQTY 

325 

15 

UBOR01M 

HUOHO  2006-1* 

■^-v"  »,75:CDO 

2.8 

15 

UBOROIM 

HUDMZ  200B-1A      ^  >: 

*>>-',V;i  99.7SCDO 

3 

UBOROIM 

NEPTN2006-3A      'tjt 
NHEL  20066          >;;; 

;:;;■  >;»:"79;cdo 

f>;-".'"*87.0bt  HOME  EQTY 

10 

UBOROIM 

154 

8 

LB0R01M 

PTNIA2002-1A       'C/.i 

9950;  CDO 

UBOROIM  . 

BALL2005-MIB1       xl  :: 

J  00  COMMERCIAL 

0.01 

UBOROIM 

CQCNT2006-FL" 

i."00  COMMERCIAL 

0.74 

•A             11 

UBOROIM 

COCKIT  200S-FU 

k  J'iOJlO  COMMERCIAL 
i  ,    10000  COMMERCIAL 

1.01 

UBOROIM 

COMU2007-FU4      »V; 

0.69 

tAA              10 

UBOROIM 

CSMC  2009-TF2A     {:*# 

■■"■-■ ; ;  -4-n».oo'-  commercial 

055 

UBOROIM 

OSMli  2007-EOP     fj*S 

'•%1*r ;  :ioobb]  commercial 

1.48 

15 

UBOROIM 

GPMt'2007-HEI      ::':1 

r!'^V.' 97.00' HOME  EOTY 

4  49 

10 

UBOROIM 

INC'S  2006-1          !,„'  -.• 

37*0  HOME  EQTY 

1.14 

UBOROIM 

IMIA  2006-2          (:: 

*  6.66'^  cmo 

2.01 

UBOROIM 

JPMCC  2006-FLW    |J§ 

'        ;.  ioo.ao:  commercial 

0.02 

18 

UBOROIM 

MLVI2006-SL1        \i& 

I;::   :■'    :.^85.0D' HOME  EQTY 

1.17 

LIBOROIM 

M*H  2005-2         !-:^ 

:'i"--K  ■'■  ».60: CARDS 

0.1 

MA              10 

UBOROIM 

MSC2O07-XLFA      *J::K 

<-<.:•:   ,^'10000:  COMMERCW. 

1.59 

11 

UBOROIM 

piHUAM  2007=3       <-Y-/ 

.'  000  CMO 

6 

UBOROIM 

PTT.M20O2-1A       ••: 

99  ■»  CDO 

12 

UBOROIM 

TMET2009-9 

'!  ;  000  CMO 

3.49 

18 

UBOR01M 

ARMT  2006-3          - '■' 

,000.  CMO 

23 

UBOROIM 

AHMA2007-3        ;;?^;.i:,;.f"V^:'0OP.:CMO 

321 

13 

UBOROIM 

CCVFC  2O07-2A      tff * 

;:.;■;  -pj-'iOJJO.CMQ 

*AA               7 

UBOROIM 

CaCMT2006-FL2     #V. 

JOOiCOMMERClW. 

0.74 

13 

UBOROIM 

ARWT  2006-1          »>^ 

.  000  CMO 

3.08 

15 

UBOROIM 

FFML2O07^FC      ,  "> 

; 000  CMO 

13 

UBOROIM 

FHAltS2O07-Ht1      '■ 

J7.0D  HOMEEQTY 

227 

LIBOROIM 

OSMS  2007-EOP     >*'.:•. 

0,00  COMMERCIAL 

1.48 

iAA              13 

UBOR01M 

OSIf520O7^OP      K.:T 

3.66  COMMERCIAL 

1.48 

UBOROIM 

OSAA  200741         >I4 

•*00  HOMEEQTY 

2.59 

26 

LIBOROIM 

01  AA  200741         ^': 

&7J00  HOMEEQTY 

2.6 

UBOROIM 

RFMI12  2007-HM3    ' ».;" 

97 00  HOMEEOTY 

068 

■  30 

LIBOROIM 

BJDX2007JR7       £4 

-  6*0  CMO 

3.19 

LIBOROIM 

JPH.T  2007^1       ffl 

'  ","     *    000  CMO 

AAA             13 

UBOROIM 

jpmcc  2008-Fi       <:■':■: 

0.66  COMMERCIAL 

1.42 

11 

UBOR01M 

PH-WM  2007-3       fe  * 

1  0*0  CMO 

09 

19 

UBOROIM 

PH-WM2007^       fj: 

1            oflo  c«o 
iUobcMO 

2*7 

UBOROIM 

WM/LT2007-OC2    ,;U 

09 

UBOROIM 

AYffT  2008-1          ?.*? 

i                '?£»  HOMEEOTY 

0*2 

16 

LIBOR01M 

AWT2008-1         &" 

•ftB  HOMEEQTY 

3.65 

27 

UBOROIM 

ACST2006-1A       ',W, 

'              S700  PLANES 

4.5 

20 

UBOROIM 

AHM  2004-4         ^ 

'    0  00  CMO 

UBOROIM 

ABSHE  200641E4     ,?;'; 

8500  HOMEEQTY 

1.48 

13 

LIBOROIM 

BliWT  2008-1A       *™; 

:.p?K$  ..99.00'  HOME  EQTY 

0.63 

29 

UBOROIM 

CM  ALT  2009-59      ^ 

'„   000  CMO 

0.13 

19 

UBOROIM 

FHOC  2006-1          f.'-S 

J* 00  HOMEEQTY 

3.77 

AAA             16 

LIBOROIM 

FFML  2008-FFS      ^ 

Hi  DO  HOME  EQTY 
9900  AUTOS 

551 

LIBOROIM 

FC«DF200BJ        Ss 

1.84 

30 

UBOROIM 

OOLDS  2003-A       ||: 

',  '9900  STRUCT  NOTE 

0.45 

AAA             22 

.  LIBOROIM 

OP«F2005+««      r}: 

£7*0  HOME  EQTY 

1.88 

UBOROIM 

HVMLT  2005-2       £" 

"'6.66  cmo 

1.59 

AAA              13 

LIBOROIM 

IttJS  2006-A         -.'5 

9000  HOMEEOTY 

0.76 

17 

U8OR01M 

LKS2006-4M         p 

'  ,'       '       i-OOO  CMO 

1.17 

AAA             27 

UBOROIM 

LBtlLT  2005-W!J     (ft 

■5?i»  HOMEEQTY 

3.03 

8 

LIBOROIM 

M!JM  2006-6W!       10 

ODD  CMO 

AAA              19 

UBOROIM 

WHEL  2005-3        W 

'     .     97  00  HOME  EQTY 

0.15 

AAA            285 

UBOROIM 

QUEST  2005X3      lii 

»$00  HOMEEOTY 

2.02 

UBOROIM 

SA1L2005-HE1       fe^ 

'  T''MfthfMM  HOME  EQTY 

2 

AAA             29 

UBOROIM 

S.^SC2005-SS       p 

J-CO  HOMEEQTY 

0.43 

36 

UBOROIM 

6AMI 2006-AR2       £| 

'lOJDB  CMO 

34 

UBOROIM 

5AM12D06-AR3       '%*; 

L!  OOO'CMO 

AAA              13 

UBOROIM 

81.VIFT  2003-A8       &Z 

99  SO  AUTOS 

1.09 

38 

UBOROIM 

WJUdU2005-ARa     ffl 
WAMU2006AK*      IW 

-.6i»  CMO 

1.65 

26 

UBOROIM 

'jpm  cmo 

UBOROIM 

/,CCR  2005-4        PI 

9700  HOMEEQTY 

1.74 

14 

UBOROIM 

CWL  2O07-S2        hi 

«  00  HOME  EQTY 
8975  CDO 

0.78 

20 

UBOROIM 

0VSO2005-5A       i! 

424 

AAA              7 

UBOROIM 

GSTR2002-2A       ^ 

6979  CDO 

11 

UBOROIM 

USAA  2007-7        m 

9820  HOMEEQTY 

0.93 

AAA             30 

UBOROIM 

OSRPM  2006-2       $& 
CSAA2006-S'!        %i 

9700  HOMEEQTY 

3 

UBOROIM 

$1*0  HOME  EQTY 

67  00  HOME  EQTY 

.      97*0  HOME  EQTY 

0.88 

15 

UBOR01M 

OiAMP  lOOfrfffi     r 

4*5 

AAA             14 

UBOROIM 

CSRPM2006-a       $i 

12 

UBOR01M 

(tSAA  2009-11        % 

i    95*0  HOME  EQTY 

1.04 

25 

UBOROIM 

HOUT2006-1A       ^ 

•8973' CDO 

223 

15 

UBOROIM 

HUDMZ  2O08-IA      v-; 

■Si    «       "< 

2.6 

UBOROIM 

NCAMT  2006ALR    i% 

>  0*0*  CMO 

-                10 

LIBOROIM 

NHEL  20084         m 

9700  HOMEEQTY 

1.34 

UBOROIM 

«XCR  2009-4       «|; 

97*0,  HOME  EQTY 

1.74 

5 

UBOROIM 

CWL  2006-20        $■ 

9700  HOMEEQTY 

0.72 

UBOROIM 

CV/ALT  2008-OA17    .:: 

'■  000  CMO 

022 

24 

UBOROIM 

CV/ALT  2008-OAS2    >? 

-,o  '-^feO-DOCMO 

1.19 

UBOROIM 

(WL20O7^2H1       W 

97.06  HOMEEQTY 

1 

UBOROIM 

CWL  2006-87        2.? 
CWL  2007*2        }■ 

:            90*0  HOME  EQTY 

068 

UBOROIM 

i*-\'      82.00  HOME  EQTY 

0.79 

AAA              10 

UBOR01M 

CARR2008-NC3      | 

6700  HOMEEQTY 

1.93 

AAA              15 

UBOROIM 

CARR2008-NC5      & 

9700  HOMEEQTY 

168 

75 

UBOROIM 

CWALT  2006-OC8    ^, 

,  ";  ooo  cmo 

0.75 

9 

LIBOROIM 

CWALT  2006-OC10  | 

000  CMO 

0.78 
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Hudson  Mozz  06-1 

33729VAB3 

FHLT2006-D2A1 

1  32.250.677.00 

1.736080      S 

23.739.224.25 

HOMEEOTY 

Hudson  Mui  06-1 
Hudson  Muz  06-1 

400S1CAA9 

OSAA  2008-31  1A1 

1     3.945.000.00 

0.726338      1 

2.145  544.26 

HOMEEQTY 

36245CAC8 

QSAMP  2006-66  A1C 

3  68531  .OX.X 

0.369210      3 

26.872*61 .55 

HOME  EQTY 
HOMEEQTY 

Hudson  Mazz  06-1 
Hudson  Mazz  08-1 
Hudson  Mui  06-1 
Hudson  Muz  06-1 
Hudson  Mozz  08-1 

382237AAS 

OSAA  2006-17  A1 

I  94,300.000.00 

0.722536      3 

68.135J00.40 

3823ELAA4 

OSAA  2008-1 B  AVI 

S1CO.00O.00O.00 

0.700478      3 

70.047.616.00 

HOMEEQTY 

362725AA1 

OSRPM  2008-2  A1A 

t  15545.632.00 

0.682374      S 

10.607*42.70 

HOMEEOTY 

3S22ECAA4 

OSAA  2007-5 1AV1 

1     6.106.000.00 

0.913772      1 

8.322  £35.82 

HOME  EQTY 

44328AABS 

HA3C2006-HE12A1 

S  25.OOOJXX.00 

0.774217      S 

19J55.412.75 

HOMEEQTY 

1  If]  ion  Man  08-1 

643S2VQR3 

NCHET  2006-1  A2B 

3  10,000.000.01} 

1.000000      s 

10JXO.000.00 

HOMEEQTY 

Hudson  Mui  06-1 

643529AA6 

NCAMT2006-ALT2AV1 

1  32,690.000.00 

0.484713      $ 

1 5.845 .283.20 

CMO 

65337FAB7 

NHEU2O08-FM2  2A1 

I  72JXO.X0X 

0.714545      I 

51.447.242*8 

HOMEEQTY 

Hudson  Mazz  M-1 

S69MRAC1 

NHEL  2008-4  A2B 

S  J3.000.000.00 

1.000000       t 

U.0O0JK».M 

HOMEEQTY 

Hudson  htaTTtW  1 

731S6UAB3 

RAMP  2006-RZ2  A2 

S  13JCO.000.00 

13J00JX0.0O 

HOMEEQTY 

Hudson  Mazz  08-1 

362341 KAS 

OSAMP  2005-HE4A2B 

3  23.000.000.00 

0.517538      3 

12.938.451.03 

HOMEEOTY 

Hudson  Mui  08-1 
Hudson  Mozi  08-1 

64332VJTB 

NCHET  2005-1  A2C 

I  13,757.000.00 

0.709721      3 

9.783.838.38 

HOMEEQTY 

OD4380AA2 

ACCR  2007-1  A1 

1  15.000.000.00 

0.631626      1 

13.474J69.67 

HOMEEQTY 

00437SEH0 

ACCR200S-4A2C 

$     7.600.000.00 

7.600.000.00 

HOMEEQTY 

Hudson  l/ha  D8-3 

07J89RAN8 

BSA83  2006-HE1021A1 

1     4.000.000.00 

0.803145      1 

3.220560.65 

HOMEEQTY 

Hudson  Man  06-2 
Hudson  Mui  06-2 
Hudson  Man  08-1 

12BS84AA7 

CWL  2006-S6  A1 

1     9.400.00000 

0.656374      1 

6.169*17.69 

HOME  EQTY 

12666MAA9 

CWL2006-SPS1A 

1  18.500.000.00 

0.731244      S 

13526.019.25 

HOMEEQTY 

12686KAC7 

CWl.  2007-5  2A2 

S  15.000.000.00 

1,000000      t 

15JX0.00O.00 

HOMEEQTY 

Hudson  Mali  06-2 

12668YAA1 

CWL2006-S10A1 

t  30.000.000.00 

23*69.177.02 

HOMEEQTY 

Hudson  Man  08-2 

12669WA06 

CWL  2007-6  2A2 

3     2.000.000.00 

1.000000      S 

2.0XJX0.X 

HOMEEQTY 

Hudson  Mm  08-2 
Hudson  Mazz  08-2 

126888RE5 

CWALT  2006-OC2  2A1 

1  46.500.000.00 

0444476      1 

21.597.100.84 

CMO 

320290*06 

FFML  2XT-FF2  A2B 

1  11.600.000  00 

1.000000      t 

11.600.000.00 

HOMEEOTY 

Hudson  Mui  06-2 
Hudson  Muz  06-2 

35729VAB3 

FHLT2008-O2A1 

$  14.000.000.00 

0.736060      3 

10  J09.1 19.44 

HOMEEOTY 

3S22ELAA4 

GSAA  2006-1 S  AVI 

1  20.000.000.00 

0.700476      S 

14.009,523.60 

HOME  EQTY 

Hudson  Mazz  08-2 

3S22EQAA3 

OSAA  2007-1  1A1 

t  io.26a.ooo.oo 

0.662143      3 

8.852.460.1 1 

HOMEEQTY 

Hudson  Mozz  06-2 

362341 0H3 

OSAA  2005-11  SA3 

3     3.724.000.00 

0J85B64      1 

1.437.032.64 

HOMEEQTY 

Hudson  Mazz  08-2 

382351AD0 

OSAA  2006-20  2A1B 

$  16.076.000.00 

0.765126      3 

12.621.713.67 

HOMEEQTY 

Hudson  Mazz  06-2 

36245TAC9 

QSAMP2006-FM3A2B 

S  20.000.000.00 

1.000000      S 

20.000.000,00 

HOMEEOTY 

Hudson  Mas  06-2 

36249YAV6 

QSAMP  20Q7-H1  A2AM 

I     5.157.000.00 

0.663398      3 

4555.670.65 

HOME  EQTY 

Hudson  Mazz  06-2 

3622MDAB1 

OSAMP  2007-HE1  A2A 

t  50.000.000.00 

0.689221      I 

44.481.073.00 

HOMEEQTY 

Hudson  Mod  OB-2 

3622MDAC9 

GSAMP  20O7-HE1  A2B 

t  44.191.000.00 

1.000000      s 

44.191 .000.00 

HOMEEQTY 

Hudson  Mazz  06-2 

3622MHAC0 

OSAMP  2007-FM2A2B 

$  62.664.000.00 

1JX0O00      1 

82.684 .000.00 

HOMEEQTY 

40431 KAA8 

HALO2007-WF1A1 

3  20.000.000.00 

0.676843      S 

17.932*52.47 

HOMEEQTY 

Hudson  Moo  06-2 

40431KAB8 

HALO  2007-WF1  A2 

S     6J74.000.00 

1.000000      S 

8J74.00O.0O 

HOMEEQTY 

Hudson  Mazz  06-2 

4S668WAA3 

INDX2007-PU(1A1 

1  20.024.000.00 

0.891660      S 

17*59.011.08 

Hudson  Mazz  06-2 

36249eAA6 

OSAA  2007-7  1A1 

S     7.S1 1.000.00 

0.989175      3 

7.728.448.1 1 

HOMEEQTY 

Andafton  Muz  2007-1 

B8068XAA6 

ALTS20X-3XA1A 

S  10.000.000.00 

0.544997      3 

5.449.96653 

03072SF91 

AMS)  20OS-R6  A2 

S  14.200,000.00 

0.265342      1 

3,787.850.13 

HOMEEQTY 

Andonon  Mazz  2007-1 

14454AABS 

CARR2X8-FRE2A2 

1  11JXX.000.00 

1.000000      1 

1 1.000.000.00 

HOMEEOTY 

Andonon  Muz  2007-1 

144531EV8 

CARR2X8-NC1A2 

I     6.693.000.00 

1.000000      3 

6*93.000.00 

HOMEEOTY 
HOME  EQTY 

Andoison  Mazz  2007-1 

17309LAD7 

CMLT12006-HE2A2C 

S     1. 000.000.00 

1.000000      3 

1.000.000.00 

Andonon  Mozz  2007-1 

126873MY3 

CWHEL2X4-Q2A 

1  42.000.000.00 

0.179624      1 

7.544209.59 

HOMEEQTY 

2324SCAC4 

CWL  2007-1  2A2 

t     9.000.000.00 

1.000000      1 

9.000 .000.00 

HOMEEQTY 

Andonon  Mob  2007-1 

124SMKAB1 

CSASS2007-SL1AA2 

t  45.000,000.00 

0.939830      t 

42.292  J65.69 

HOMEEQTY 

Andaraon  Man  2007-1 
Andonon  Mozz  2007-1 

349S7YAA3 

FORTS  2006-2A  S 

3     5,135.135.00 

0.668421      3 

4.459.458.38 

33729VAB3 
35729QAC2 

FHLT2006-D2A1 
FHLT  2X8-8  2A2 

%  13.000.000.00 
S     2.000.000.00 

0.738080      3 

9.569.039.48 
2.000  JXX  00 

HOME  EQTY 
HOMEEQTY 

Andonon  Mazz  2007-1 

40031CAAS  ' 

OSAA2006-S1  1A1 

1  48.U6J19.00 

0.726536      ! 

34.123.492.60 

HOMEEQTY 

Andaraon  Mazz  2007-1 
Andonon  Mozz  2007-1 
Andonon  Mozz  2007-1 

382375AA5 

OSAA  2006-10  AVI 

S  10.539.000.00 

0.462949      I 

4,677.170.66 

HOMEEQTY 

382334NA8 

OSAA  2006-7  AVI 

3     4.495.000.00 

0.436357      3 

1*81.422.69 

HOMEEOTY 

3822ELAA4 

CVSAA  2006-16  AVI 

S  15.000.000.00 

0.700476      » 

10507.142.70 

HOME  EQTY 

3622EBAA6 

OSAA  2007-4  A1 

I  53.OUnoo.00 

0.884562      3 

48.724.32754 

HOMEEQTY 

Andatson  Mazz  2007-1 

3622EAAD2 

OSAA  2007-3  2A1B 

S     5.000.000.00 

0.B96936      3 

4,484.660.70 

HOMEEQTY 

Andonon  MozX  2007-1 

362439AD3 

OSAMP  3006-HE4A2C 

1     5.000.000.00 

1.000000      3 

3.000.000.00 

HOMEEQTY 

Andonon  Mazz  2007*1 

44379PAF2 

HUDHO2006-1AS 

%     3.791.BO2.00 

0.929825      1 

3529.710.59 

Andonon  Mozz  2007-1 

44366QAA2 

HUOMZ2006-2AS 

1      3.800.000.00 

0.983333      1 

3539.899.65 

5527STAC2 

MASS  2X7-WMC1  A3 

1  22.000.000.00 

1.000000      1 

23.000.000.00 

HOMEEQTY 

Andonon  Mazz  2007-1 

59022OAD4 

MLM2006-HE3A2C 

S  18.000.000.00 

1.000000 

16.000.000.00 

HOMEEQTY 

Andonon  Mozz  2007-1 

61750FAE0 

MSAC2006-HE6A2C 

1  13.000.000.00 

13.000 .000.00 

HOMEEQTY 

Andonon  Mozz  2007-1 

643S29AA0 

NCAMT  2006-ALT2  AVI 

S  18J30O.00O.OO 

0.484713      t 

7.755.413.43 

Andonon  Mazz  2007-1 

6696SRAC1 

NHEL  2006-6  A2B 

1     4JXX.000.00 

1.000000 

4.000.000.00 

HOMEEQTY 
HOME  EQTY 

Andatson  Mozz  2007-1 

7106SPBX0 

PCHLT  2005-2  A3 

I     5.000.000.00 

1.000000 

9.000,000.00 

Andaraon  Mazz  2007-1 
Pom  Pleasant  FundM)  2X 

73.56UAB3      - 

RAMP  2006-RZ2  A3 

I     6.500.000.00 

6500.000.00 

HOME  EQTY 

-1                 03072SF81 

AM512005-R6A2 

S  63.106.000.00 

0.265342 

22.051.47555 

HOMEEOTY 
HOMEEQTY 

PoM  Ptoasant  FundMi  2007-1                04944NAD8 

ABSHE2006-KE6M 

3     9.000.000.00 

1.000000 

9.000.000.X 

Point  Pnasant  Funding  2007-1                04341GRJ3 

ABSHE  2005-ME-1  A1 

t  41.000.000.00 

4.507  J02.57 

HOMEEQTY 

PoM  Pleasant  FundM)  2007-1               144528AB2 

CARR2006-NC3A2 

S     3.597.265.00 

1.000000 

3587,263.00 

HOMEEQTY 
CMO 

PoM  Pleasant  FundMi  2X7-1                021S0KAA7 

CWALT  20O7-OM1A1A 

3  10.000.000.00 

9  380.695.1 1 

Point  Pleasant  Fundtna  2007-1                02190KAB5 

CWALT  2X7-OH1A2A 

1  15.072.000.00 

0.936088 

14.108.722.73 

CMO 

PoM  Pleasant  Fundtna  2007-1                23242MAA9 

CWL  2006-83  A1 

S     6.970.000.00 

0.810065 

5.472  282.48 

HOMEEQTY 
HOMEEQTY 

PoM  Ptooson)  FundM)  2007-1                 126683AA9 

CWL20O6-S5A1 

S     7JXX.000.00 

0.649581 

4,588  JM1 .57 

PoM  Ploasafll  FundMi  2007-1                12668WAAS 

CWL  2007-4  A1A 

t  10.000.000.X 

0.950373 

9503.732.69 

HOMEEQTY 

PoM  Plaasanl  FundMi  2007-1                 12669LAC4 

CWL  2007-6  2A2 

s  i2.ooo.ooo.oo 

1.000000 

13JJM.000.00 

HOMEEQTY 

PoM  Pleasant  FundM)  2007-1                12689WAC0 

CWL  2007-6  2A1 

3  10.000.000.00 

0.975185 

9.751 .853.98 

HOMEEQTY 

PoM  Pleasant  Fundlna  2007-1                1 2S89WAD6 

CWL  2007-6  2A2 

3     3.694.00000 

1.000000 

3.694.0X.X 

HOMEEQTY 

PoM  Pleasant  FundM)  2007-1                 12670BAA7 

CWL2007-S2A1 

t  58.060.000.00 

0.682713 

49.476.084.16 

HOMEEQTY 

PoM  Plaasanl  FundM)  2007-1                320290*06 

FFML2007-FF2A2B 

t  34.700.000.00 

34,700JXO.X 

HOME  EQTY 

PoM  Pleasant  FundM)  2007-1                30248EAA8 
PoM  Pleasant  FundM)  2007-1                3622EAAXS 

FFML  2X7-FFBS  A 
OSAA  2X7-3  1A1B 

S  84.313.000.00 
S  12JXJO.000.00 

0.657066 

99.789.7X.97 
10J27.668.75 

HOME  EQTY 
HOMEEOTY 

PoM  Pleasant  FundM)  2007-1                3622EBAA6 

OSAA  2007-4  A1 

11 50.191  JXJO.0O 

0.884562 

1 32*93 .248  J4 

HOMEEQTY 

PoM  Pleasant  FundM)  2007-1                3622EBAB4 

OSAA  2007-4  A2 

S        904JX0.X 

1JXOO0O 

904.000.X 

HOMEEQTY 

Point  Pleasant  Funding  2007-1                3822ECAA4 

OSAA  2007-5  1AV1 

S11 3  J69 .000.00 

0.913772 

100593,424*7 

HOMEEQTY 
HOMEEQTY 

PoM  Pleasant  FundMi  2007-1                3623410H5 

OSAA  2005-11  3A3 

3  21.5CO.0CC.00 

0.385684 

I          8298510.76 

PoM  Pleasant  FundMi  2007-1                400S1CAA5 

QSAA2006-S1  1A1 

S     1.161.681.00 

0.728536 

648J28.69 

HOMEEQTY 
HOMEEOTY 

PoM  PMnant  FundMi  2007-1                3S2341AM1 

OSAA  2005-7  AVI 

1  50.00OJXX.00 

0.129541 

6.477JX5850 

PoM  Ptoosant  FundMi  2007-1                382440AC3 

GSAMP  2X7-HE2A2B 

S  13J47.000.00 

1.000000 

13J47.000.ro 

HOMEEQTY 

PoM  PWasant  FundM)  2007-1                36242D3U9 

OSAA  2005-8  A1 

1  50.000.000.00 

0.130772 

6*38. 620  JX 

HOMEEQTY 
HOMEEQTY 

PoM  Ptaasant  FundM)  2007-1                97643LOV2 

MABS  2005-WMC1  AS 

S     5JXO.D00JX 

3.0X.0XJX 

PoM  Pnasant  FundM)  2007-1                 57B4SJAA7 

MABS2006-HE3A1 

S  14JXO.000.00 

0.643561 

t          8*10.137.76 

HOMEEQTY 

PoM  Ptaasant  Funding  201 

7-1                76112BEB2 

RAMP2X4-RS10AI4 

S     5.000.000.00 

0553222 

;          2.768.107.03 

HOMEEQTY 

0X7SWAC3 

ABFC2008-HE1A2C 

S  13.000.00000 

1.000000 

15.0X.0CO.X 

HOMEEQTY 

07369RAN6 

BSABS  2006-HE10  21A1 

S  26.00OJXX.00 

0*05145 

20*33.77426 

HOMEEOTY 

07369MAB3 

BSASS  2O08-HE9  1A2 

1  12.000JX0.0O 

i        12.000X0  X 

HOMEEQTY 

07389PAB8 

BSABS  2006-AQ1  1A2 

1  15.000.000.00 

1        13.O0O.0X.X 

HOMEEQTY 

144539AC7 

CARR2006-NCSA3 

S  17.000.000.00 

I        17.0X.0OO.X 

HOMEEQTY 

12S88SA84 

CWL2008-BCSZA1 

3  30.000.000.00 

0.670177 

3        2O.105J0O.67 

HOMEEQTY 

33729NAD7 

FHLT  2006-E  2A3 

S  33*10.000.00 

3        35.610.0X.X 

HOMEEOTY 

382440ABS 

QSAMP  2O07-HE2A2A 

S     6.000.000.00 

0*84253 

S          5J0S.317.34 

HOMEEOTY 

4O43OTAA0 

HA5C  2X7-NC1  A1 

S     4.000.000.00 

0*65003 

1          3.860.012.40 

CMO 

443660A87 

HUOMZ  2006-1AAF 

■  t  S5JX0.00O.00 

0.987096 

t        S4290J07J2 

COO 

54251YADD 

LBMLT  2006-10  2A3 

3     5.000.000-00 

1.000000 

3          5.0X.OX.X 

CMO 

AM  AAA 


A*a  AAA 


U8OR01M 

FHLT  20W-O        >'■ 

'  ;eis!™ni  Hart'^BPsSBmOESa 

'            F      'B7.X  HOMEEQTY 

UBOR01M 

OSAA2306-S1        ' 

jaq^'.^    92.X:hOMEEQTY 

UBOR01M 

OSAMP  20O6-S8      V- 

i      75 X  HOMEEQTY 

UBOR01M 

OSAA  2X8-17       * 

'<            \     97 X  HOMEEOTY 

UBOR01M 

OSAA  3006-18 

• '-,i-;  ■'.  ■   ",  97 JX:  HOME  EQTY 

UBOR01M 

OSRPM  2008-2       5? 

*<',:'{ f-J>  -  i 67 JD0\  HOME  EQTY 

U6OR01M 

OSAA  M07-9         ^ 

97.X  .HOME  EQTY 

UBOR01M 

HASC  2D08-HE1      \\ 

<      97 JX  HOMEEQTY 

UBOR01M 

NCHET  2X8-1        ■„ 

-    .    £     -        87.X' HOME  EOTY 

UBOR01M 

NCAMT  3006-ALT2    ;: 

-y.'vv' ,  y.  ■i'oJoa'.  cmo 

LBOR01M 

NHEU2X6-FM2      \ 

87  X' HOME  EQTY 

LIBOR01M 

NHEL  200641         f 

'  17.M*  HOME  EQTY 

UBOR01M 

RAMP20O6-RZ2      \ 

.'<..•  97J01  HOME  EQTY 

U8OR01M 

OSAMP  2003-HE4     '• 

i;'Vi^;i,  97,iX;KOMEEQTY 

UBOR01M 

NCHET  2005-1        *; 

97 X  HOMEEQTY 

LIBOR01M 

ACCR  2X7-1         '• 

•"*?***         MM1  HOMEEOTY 

LtBOROlM 

ACCR  2005-4        X 

t               V'lTCO  HOMEEQTY 

UBOR01M 

BSABS  2006-HE10    % 

v  {.':  s  '• :  .'I'.i'OTJOi  HOME  EQTY 

LtBOROlM 

CWL;006-S8        £ 

fljjxl  HOME  EQTY 

LI8OR01M 

CWL  2C06-SPS1       ; 

M.M]  HOME  EQTY 

USOR01M 

CWL  2X7-5         £ 

,  iTffd-  HOME  EQTY 
„--  nS,n:r:;B2J»;H0ME  EQTY 

UBOROIM 

CWL3006-S10        • 

UBOROIU 

CWL  2X7-8         c. 

:...;*-V..*.W»7i»;  HOME  EQTY 

UBOROIM 

CWALT  2006-OC2      . 

"  OX  CMO 

UBOROIM 

FFML.!X7-FF2       % 

•     «(  HOfcSS£«TY 

LtBOROlM 

FHLT2O0B-D 

V-*|-V*.-^97Jb0;  HOME  EOTY 

UBOROIM 

OSAA  2008-18       'i 

K  ',1  ■'.  .;;'.J:;.97J»i  home  eoty 

LIBOR01M 

05W.  2X7-1         * 

37  Xi  HOME  EQTY 

UBOROIM 

OSAA  2X5-11        « 

M00  HOMEEQTY 

UBOROIM 

GSAA  2006-20 

'•/iiJ'L'^it^W-W.HOMEEQTY 

UBOROIM 

OSAMP  2O08-FM3     * 

97X1  HOME  EQTY 

LIBOROIM 

OSAMI'  2XT-H1       ■/ 

'.■^v.y.  -j. '.: :  'B2i)6.  home  eqty 

OSAMP  2X7-HE1     k 

97 X  HOMEEQTY 

UBOROIM 

OSAMP  2X7-HE1     $ 

U-^',V  i,#»T.OO  HOMEEQTY 

UBOR01M 

GSAMP  2X7-FM2     > 

4   v  ii>  *»  eon 

UBOROIM 

HALOJX7-WF1      I 

. .  " 

UBOROIM 

HALOIX7-WF1 

,    -             97X0  HOME  EQTY 

UBOROIM 

kdx:x7-flxi     ; 

i   OX  CMO 

UBOROIM 

OSM  2X7-7         • 

;>^Wj*  '!»i»!  MOMS  EQTY 

LIBOROIM 

ALTS2008-3X 

94JX  COO 
,    '      3?M  HI3MEEQTY 

UBOROIM 

AMSI 2005-RS        " 

UBOROIM 

CARR200B-FRE2     t 

•*        -!    i 

UBOROIM 

CARR2008-NC1      • 

"r-V'U  ii  -  -  97.00;  HOME  EQTY 

UBOROIM 

CMLTI 2006-HE2     f 

95.X  HOME  EOTY 

LIBOROIM 

CWHI:L  2004-Q      J 

.'   'O  HOME  EQTY 

LIBOROIM 

CW.  2X7-1          i 

;  ;;":'r  P:  ^.    97  CO  HOMS  E3TY 

LIBOROIM 

CBASS  2X7-SL1A    J 

.,•,       .  >;«6X  HO*<iEEQTY 

UBOROIM 

FORTS  2O06-2A      j 

*    ,  i997S*CDO 

UBOROIM 

FHLT2008-O         % 

•    00    iO*< 

LIBOROIM 

FHLT2006-B         * 

87  «■*  «"«sa^Q7*' 

LIBOROIM 

OSAV  2006-51        ' 

1~                      St  W  HOME  EQTY 

LIBOROIM 

OSA\  2006-10       I 

9*00  HOMEEQTY 

LIBOROIM 

GS»A  2X8-7        1 

4   n   h  ME  EOTY 

LIBOROIM 

GSAA  2008-18       ] 

»* '  -0*  HOME  EQTY 

LIBOROIM 

OS/A  2007-4         {rii-ul-S?  'H-.*'^00' H0ME  EQTY 

UBOROIM 

OSAA  2007-3 

'J£CW-i  97B0,  HOME  EQTY 

LIBOROIM 

O5AMP2006-HE4     ?t      V5^.   I  67 X  HOME  EQTY 

LIBOROIM 

HUES  (3  2006-1 A      ~ 

;-j;  v^-y.  >,.  98,75 :  COO 

LIBOROIM 

HUDMZ2006-2A     . 

"'vHiyj^'BaiS-CDO 

LIBOROIM 

MABS  2007WMC1     ^'i'ffV^iV^os.oo!  HOME  EQTY 

UBOROIM 

MLMI2006-HE3 

<*-■  ;trki  s-n:mm .  mm?,  zqv? 

LIBOROIM 

MSAC  2006-HE8      i 

yt(  HOME  EQTY 

UBOROIM 

NCAMT  2006-ALT2 

-OX  CMO 

UBOROIM 

NHiL  2006-6        , 

»J«1  HOMEEQTY 

UBOROIM 

PCHLT  2005-2 

^Iv^fe4^'9t-X'!  HOME  EQTY 

m  mrt 

LIBOROIM 

RAMP20O8-RZ2 

UBOROIM 

AMT.1 2005-RS 

"9700  HOMEEOTY 

UBOROIM 

ABSHE  2006-HE6 

-''■l    '  i^S-'HJJB-  HOME  EQTY 

UBOROIM 

ABSt-C  2005-HE4 

•      ST91  HOMSEQTY 

LIBOR01M 

CAR12006-NC3 

erxj  HOME  EQTY 

UBOROIM 

CWAI.T  20O7^)H1 

OX  CMO 

LIBOROIM 

CWA'.T  2X7-OH1 

■;'/«  ,^i?iT-0i»;CMO 

LIBOROIM 

CWL2X8-S3 

ksa  e^  v1  ^..82.se;  i-mm  miv 

UBOROIM 

CWL  2006-55 

P       \m*    KCMEeOTY 

UBOROIM 

C1VL2M7-4 

-■.  ■!  HOME  EQTY 

UBOROIM 

CWL2X7-6        pfSil^lV.J.^.m HOME  EQTY 

LIBOROIM 

CWL  2X7-6 

■ifrffc-  :C.  - "  r-mm-  trmm  EQTY 

LIBOROIM 

C1VL  2X7-8         VifeV-  iS  -,;^ 9T.X!  HOME  EQTY 

LIBOROIM 

CWL  3X7-S2 

mm  Hi  t«eoT¥ 

UBOROIM 

FFI8.2X7-FF2 

-vr.,,ijw"^8?isb'  H0*BEeaT¥ 

UBOROIM 

FFML2X7-FFB3 

;t'"';1'"  '.'^;97.x|  HOME  EQTY 

LIBOROIM 

OilAA  2X7-3 

fl  HOMEEQTY 

LIBOROIM 

QUAA  2X7-4 

.      9    <t>  HOME  EQTY 

UBOROIM 

Q!MA  2X7-4 

^■^:;.-^'~yr^9«0Ql  HOMEEQTY 

UBOROIM 

GiJAA  2X7-9 

••■;*-"  •"■  ;:.!97J30':HOM2iOTY 

UBOR01M 

GIAA  2005-11 

OME  EQTY 

UBOROIM 

GSAA2X8-S1 

C  HOMEEQTY 

UBOROIM 

OlAA  2005-7 

,,"-;-,   '.  ■  87^0,  HOME  EQTY 

■P^i  "*•< &Mvii HOM8 EQTY 

tJ   it      3MEE<  1 

UBOROIM 

OSAMP  2X7-HE2 

UBOROIM 

G3AA20O5-8 

LIBOROIM 

MAB3  2X9-WMC1 

Mi:t ', ."  \^;85.DDi  HOME  EQTY 

LIBOROIM 

MA35  2X8-HE3 

t:Vt\-i-u^.J'»T.bq;  HOME  60TY 

UBOROIM 

RAMP2004JW10 

..;  -, , ,.  -  ■■  ;^:stj»i HOME  EQTY 

LIBOROIM 

ABFC2008-HE1 

iii:}\ '   '  ;h«W-*»!  !**&*  eaTy 

LIBOROIM 

BSA38  2008-HE10 

C  HOMEEQTY 

LIBOROIM 

BS/BS  2008-HE9 

i?:  ',■'*  f  *?r  Stxi  MOMS  EQTY 
■■.'■■*:    .  ,b  '"9;.57.00?HOM£gQTY 

UBOROIM 

BSABS  20X-AQ1 

LI8OR01M 

CAW2006-NC9 

LIBOROIM 

CVVL2006-BCS 

vU             -*• 

UBOROIM 

FHLT2008-E 

,              a~    t  (.mm  EQTY 

LIBOROIM 

OSf  WP  3X7-HE2 

-      9'   W  HOMEEQTY 

UBOROIM 

HA6C2XT-NC1 

lil.  .(;.,i^""t-o.do;cmo 

LIBOR01M 

HLDMZ2006-1A 

to 

U8OR01M 

LEMLT  2008-10 

i5;:tUft  ^5'Ojm, cmo 

0.69 
2.65 

0.82 
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74924VAC3 
61377EABO 
6137TQAB3 
7MXMAE9 
9497EBAB3 
KS935VMA 
0T325HAH8 
0732SHAK1 
144539AA1 
144S39AC7 
17310VAC4 
382331AB4 
382362A03 
39S39QAC6 
45071 KDCO 
731153ABJ 
76112B4M9 
83611XAC6 
M3S8EM9 
3202BAAO9 
60S5BAAC1 
0736794Z8 
0T38795L8 
0T367KAA1 
0T368TAB9 
12B38CAA6 
20173RAB5 
22S4SRAB2 
2254ERACO 
22943NAA1 
•  36226C2W8 
36242D3U3 
36244RAA8 
'  36296UAC2 
40168RAF3 
40430HDB1 
45071 KCKB 
52521TAC1 
542314MW1 
61T4S3A86 
S43SZVQC4 
683B9FKN3 
68401TAD0 
76112BR44 
78112BYP9 
63611  MUM 
B6339DPN1 

seseoxAM 

06424H8E6 
0736794Z6 
0T3879SL8 
0T3S7KAA1 
073B6TAB9 
07820QCC7 
126169AF6 
12836CAA6 
20173RA83 
22S4SRAB2 
2234ERAC0 
22943NAA1 
36228CZW8 
38344RAA0 
36296UAC2 
40430HDB1 
32321TAC1 
342314MW1 
57643LML7 
S9020UR98 
61749SAB8 
64352VQC8 
683B9FKN3 
68401TAD0 
7B112BR44 

bmiimuu 

68360XAA6 

36240UAB3 

ACE  2006-FM3  A2C 

BSMF  2007-SU  1A 

BCAP  2006-AA2  AI 

ARSIIQOSWAffl 

SASC  2O07-GEL1  A1 

CARR  2008-FRE2  A3 

CMLTI  2006-WFH3  A3 

CWL  2006-17  2A2 

CWL  2008-10  2A2 

CWL2006-S10A1 

FH.T2008-32A2 

FHLT  2008-C  2A2 

HEAT  2008-7  2A3 

MASS  2008-WMC4  AS 

NAA2O07-S1A1 
SABR2008-WM2A2C 

SACO  2007-2  AI 

BSABS  2007-FS11A1 

MSAC2007-HE3A2A 

OPMF  2O07-HE1  A1 

ABSHE  2O0**E7A4 

BSABS  20O6-HE1O21A2 
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0.08 

*^S7.00]  HOME  EQTY 

0.19 

>"-■ 

.;;ti09JX  COMMERCIAL 

0.32 

■-/■'mm- HOME  EQTY 

2.36 

'  ',^WS  HOME  EQTY 

0.36 

^Y^'M 

SI   3  HOMEEQTY 

159 

w    ,«'  HOME  EQTY 

0.18 

^;'1#if  y 

f    j"' HOME  EQTY    . 

0.71 

^".'OJM^CMO 

1.11 

%y-'£;j" 

*''.99.«i:coa 

0.0 

^f.'SOJMj  HOME  EQTY 

2.49 

ifi  r>^ 

y  0.00  cmo 

1.4 

fV  000  CMO 

3.78 

«.?  fl'HOMEEaTY 

1.13 

.%,>''.. 

>'iS]b.bb'';CMO 

1.7 

>^  e?iDiHOM££QTY 

4.52 

■*  \$i$£ 

^,  m.m'-  HOME  EQTY 

5.06 

■i-  'JO*  HOME  EQTY 

341 

1)  HOME  EQTY 

3.40 

!fl  HOMEEQTY 

0.64 

1  •:■  : 

X>  HOMEEQTY 

1.05 

''}:.j>'it 

VH'fMri!  HOME  EQTY 

428 

&,'»,  HOME  EQTY 

2J5 

^V:;t$':i'i 

•CslOO;  HOME  EQTY 

2.7B 

I '}£*£&''. 

U  X  HOMEEQTY 

28 

i 

1     S2  %  HOME  EQTY 

4.16 

*nH§?i 

«^aOJ30'  HOME  EQTY 

1.25 

y„iOl  HOME  EQTY 

061 

-"XS  HOMEEQTY 

0.64 

■is'^t'n 

a  HOME  EQTY 

4,49 

X  HOMEEOTY 

2J7 

*       'J, 

10  HOMEEQTY 

4.68 

/■:■■■'«.»]  HOME  EOTY 

0.78 

;»;»7.0b|  HOME  EQTY 

061 

>:»;:-9?.0Oi HOME  EQTY 

1.07 

• 

»:.*»'  HOME  EQTY 

1.15 

9)  •»  HOME  EQTY 

0,91 

d^Ss 

'j3.91XO'  HOME  EQTY 

0.03 
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073S795L8 

BSASS  2005-HE12  1A1 

S     4.B9S.607.S3 

D.302B92      S 

1.484.050.90 

HOMEEQTY 

23244JAB2 

CWALT  2006-QC1 1  2A1 

t     2^74.158.76 

0.764842      S 

2.044.774.36 

CMO 

3S7290AC2 

FHLT  2008-B  2A2 

S     7^50.000.00 

7350.000.00 

HOMEEQTY 

382334BQ8 

GSAA  2006-3  A1 

S     7.659.796.87 

0.538231      9 

4330368.69 

HOMEEQTY 

362334FH3 

OSAA  2006-4  4A1 

$     6.134.209.68 

3.736333.49 

HOMEEQTY 

382341HAD 

FFML  2003-FFA  A1 

* 

HOMEEQTY 

362341SP5 

OSAA  2003-11  AVI 

1  24614.330.24 

0392380      1 

7.198.734.43 

HOMEEOTY 

382409AM 

GSAMP  2008-SD3  A1 

S     8J33.1S8.76 

0.530650      1 

4.74038137 

HOMEEQTY 

542514LF9 

LBMLT3005-WL12A3 

$  44.758.882.52 

0031484      S 

1.409.109.99 

HOMEEQTY 

54231MAB0 

LBMLT  2006-4  2A1 

t     B.63BS21.54 

0.315027      3 

3.03334467 

HOMEEQTY 

8I730FAD2 

MSAC2006-HE6A2B 

t     4.000.000.00 

4.000.000.00 

HOMEEQTY 

6S53SQAC2 

NHEU2008-HE3  2A2 

S     6.761. 000.00 

8.761 .00000 

HOMEEQTY 

65536VAAS 

NAA2O06AF21A1 

S  10.369.018.20 

0.918870      9 

5.380.16648 

CMO 

71103XAA2 

PFRMS  2006-1  1A1 

S     8^96.891  m 

0361790      S 

4,681.111.06 

HOMEEOTY 

76112BY79 

RAMP2006-RZ1  A1 

S     7.866.826.31 

0.479120      S 

3.778.736.16 

HOMEEQTY 

683SaEYV2 

SAS.  2005-10  A3 

1    ■7fl29.i37.72 

0344639      3 

1341362.31 

HOMEEQTY 

66359DVT1 

5ASC  2009-AR1  A3 

S  10.028.758.09 

0.066272      9 

685.028.87 

HOME  EQTY 

881S6EAA4 

TMTS20OB-17HEA2A 

5     8.136.198.82 

0.638887      9 

8.627.028.13 

HOMEEQTY 

B8136PAX9 

TMT3  2006-7  2A1 

S     8,500.00000 

0.569892      9 

4.844.08131 

HOMEEQTY 

saiseYABa 

TMT3  2006-1 1A2A 

$     6.333332.87 

0.731331      9 

4.831.68734 

HOMEEQTY 

14454AAB5 

CARR2006-FRE3A2 

$   12.754.000.00 

1.000000     9 

12.754.000.00 

HOME  EQTY 

TVi*wwoB 

2324SCAC4 

CWL  2007-1  2A2 

$   11.000.00000 

1.000000      3 

11.000.000.00 

HOME  EQTY 

Thnbanml 

3S779QAC2 

FHLT  2006-B  2A3 

$     3.031.462.00 

1.000000     9 

3.031.482.00 

HOMEEQTY 

Tbnborwo' 

3S729VAB3 

FHLT2006-D2A1 

S    15.749.123.00 

0.736080     3 

11392.613.83 

HOMEEQTY 

3622ELAA4 

OSAA  3008-1 8  AVI 

1    18.347.000.00 

0.700478      1 

12351.838.47 

HOMEEQTY 

55375TAC2 

MASS  2007-WMC1  A3 

S  26.850.000.00 

26.850.000.00 

HOMEEQTY 

HmtMftfotf 

59022  QAM 

MLM12006WE3A2C 

)  22.000.00000 

22.000.00000 

HOMEEOTY 

TlntbwwoH 

61750FAE0 

MSAC200e-HESA2C 

t    15.000.000.00 

1.000000     9 

13.000O0O.00 

HOMEEQTY 

B17483ACS 

MSK  2006-2  A3 

$   11.470.000.00 

1.000000     3 

11.470.000.00 

HOMEEQTY 

Ttnb*fwo6 

643S29AAB 

NCAMT  2O0S-ALT2  AVI 

I   20341.000.00 

0.484713      1 

9.811.06538 

CMO 

3622EAAM 

GSAA  2007-3  1A1B 

1    15,378.000.00 

0.BS7068     3 

13.17956832 

HOMEEQTY 

TlmbonvoV 

3622EAAD2 

OSAA  2007-3  2A1B 

1     6.112.000.00 

0.896936     3 

5.482.073.69 

HOMEEOTY 

TVnbtnnll 

12S68YAA1 

CWL200S-S10A1 

$     5.000.000.00 

0.799639     9 

3.996.196.17 

HOME  EQTY 

40031 CAA5 

OSAA  2008-61  1A1 

%  22524000.00 

0.728538     9 

18.701.003.91 

HOMEEQTY 

S696SRAC1 

NHEL  2006-6  A2B 

S     5^50000.00 

5350300.00 

HOMEEQTY 

Tlmbarerelf 

126873MY3 

CWHEL2004-Q2A 

S   92.000.000.00 

0.179624      S 

9340.449.93 

HOMEEQTY 

144531AY8 

CARR20O5-NC1A1C1 

S     5.000.000.00 

0305161      9 

1.025.80538 

HOME  EQTY 

TlmtMTBDlf 

382334QF4 

OSRPM  2008-1  A2 

S     2.400.000.00 

0.450979     3 

1.082350.82 

HOMEEQTY 

renowns 

RA3C2004-KS9A84 

S    11.650.000.00 

0.193261      3 

2351.488.98 

HOMEEQTY 

Tlfllb«>WOll 

48S26LEJ5 

JPMAC200S-OPT2A3 

S      1.000.000.00 

1.000000     9 

1.0O0OO0.0O 

HOMEEQTY 

362341L49 

QSAMP  2005-WMC3  A2B 

s      1.000.000.00 

1.000000     9 

1.000.000.00 

HOME  EQTY 

382439AD3 

O5AMP2008-HE4A2C 

S     5.368.000.00 

1.000000     3 

5368.000.00 

HOMEEQTY 

Tlmbamol 

04544NAD8 

ABSHE2006-HESA4 

S      1000,000.00 

1.000000     9 

1.000.000.00 

HOMEEQTY 

Tfatib»fwoB 

710B5PBX0 

PCHLT  2005-2  A3 

S     8.322.000.00 

1.000000     9 

6.332.000,00. 

HOME  EQTY 

Ttmbwwoff 

124SMKAB1 

C&A3S2007-SL1AA2 

%   38322000.00 

0.939830      3 

35522.195.59 

HOMEEOTY 

66383YAC0 

SASC  2007-BC2  A3 

$   26.814.000.00 

1.000000     3 

28.814,000.00 

HOMEEQTY 

69121PBT9 

OWMTT  2005-5  A2B 

1  31.727.50000 

31.727300.00 

HOMEEQTY 

Ttmbanralf 

61 749NAC1 

MSAC2006-HE5A2B 

t   32,000.000.00 

1.000000     3 

32.000.000  DO 

HOMEEQTY 

843S2VNW7 

NCHET2003-CA28 

S     3.000.00000 

1.000000     3 

5.000.000.00 

HOME  EQTY 

Tknbafwoa 

31BS9XAA4 

FMJC2006-S1A 

S  48.140.000.00 

0.907028      3 

41.85037433 

HOMEEQTY 

TVnbvrwoll 

07400YAA4 

B5MF2006-SL2A1 

S  25.000.000.00 

0.886230     9 

17.153.739.75 

CMO 

7S377RAA7 

SACO  2006-9  Al 

S  39.000.000.00 

0.630049     S 

27.733.908.82 

HOME  EQTY 

Tknbwwol 

7B113ABH3 

RA3C2Q06-KS3AJ3 

I   10.000.00000 

1.000000     I 

10.000.000.00 

HOMEEQTY 

14453MAB0 

CARR2006-NC4A2 

S  20.000.000.00 

1.000000     9 

20.000.000.00 

HOMEEOTY 

643S2VL04 

NCHET  2005-3  A2C 

S   11570,00000 

0.993936     3 

11.46837137 

HOMEEQTY 

Tbnbtiwofl 

144S31DL1 

CARR2003-NC5A2 

S  48.500.000,00 

0.856253      t 

41.528362.94 

HOME  EQTY 

144531CV0 

CARR20D5-NC3A1C 

1   30.000.000.X 

0.377159     3 

17314.775.1S 

HOMEEQTY 

Tbnbamol 

12688TAB0 

CWL2O07-BC12A1 

1    16.41 3.00000 

0.809415     3 

1338453509 

HOME  EQTY 

TlmtMTWDV 

34957YAAS 

FORTS  2O08-2A  E 

t      7.584,86300 

0.868421      3 

6369.4AB.62 

CDO 

Tknbefwoti 

44366QAA2 

HUOMZ20O6-2AS 

$     4J00.0O0.0O 

0.963333     3 

4328333.15 

CDO 

144S26AC0 

CARR  2006-NC3  A3 

3  20.000.000.00 

20.000.000.00 

HOME  EQTY 

1266SUAE1 

CWL  2007-3  2A1 

I  47.000.000.00 

0.930060      9 

43,71234237 

HOME  EQTY 

12866UAF8 

CWL  ZO07-3  2A3 

S    18.000.000.00 

18.000.000,00 

HOMEEQTY 

Tlmbvnvolt 

1268SUA06 

CWL  2007-3  2A3 

S    17.000.000.00 

1.000000     9 

17.000.000.00 

HOME  EQTY 

TknbwwBH 

3822EBAA6 

GSAA  2007-4  A1 

S  60.000.000.00 

0.884562      3 

70.764.956.40 

HOME  EQTY 

Tknbsiwod 

3622EBAS4 

OSAA  2007-4  A2 

%  45.788.000.00 

45,788.000.00 

HOMEEQTY 

TkrobvnvoB 

452S7DAA2 

MSA  2007-2  1A1A 

S  80.000.000.00 

0538701      3 

74.938.06236 

ABS 

Tlmbf-ol 

52S21MAB6 

LABSM  2007-1  2A1 

S   20.000.00000 

0354680      9 

19.097306.60 

HOMEEOTY 

126SB5DV5 

CWL200S-S2A1 

1      3.895.000.00 

0.459325     9 

1.789.069.73 

HOMEEQTY 

^H 

17309XAA7 

CGCMT  2006-FL3A1 

S     5J00.00O.00 

0.316438      3 

1.74033638 

COMMERCIAL 

^^J 

36244RAA8 

QSAMP  2008-3  D3  A 

S   14,650.000.00 

0,887679     3 

9515.037.12 

HOMEEQTY 

3B296UAC2 

GSMS3006-FLBAA3 

%   19.000.000.00 

1.000000     3 

15.000.000.00 

COMMERCIAL 

^^^^H 

38013TAA0 

GMACM200S-HE3A1 

s  12.000.000.00 

0338600     ! 

6.463303.83 

HOMEEQTY 

3S539JAA4 

GPMF2007-HE1A1 

1     2.000.000.00 

1518.660.13 

HOMEEQTY 

^H 

437099AA2 

RFMSI200S-HSA5A 

1  10.000.000.00 

0.743261     3 

7.432.611.39 

HOMEEQTY 

^^^^H 

4S670CAA5 

NDX  2007-AR7  1A1 

1    a.000,00000 

0.950995     3 

7.607361.45 

CMO 

^^^^H 

58C23UAC8 

MLFT  2006-1 A2 

S  25.000.000.00 

1.000000     9 

35.000.000.00 

COMMERCIAL 

61748JAA3 

M5M2008-BARA1 

S   19.500.000.00 

0.785334     9 

15314.405.73 

CMO 

B1749TAA2 

M5M2006-10SLA1 

s    9.000000.00 

0.629252      3 

5.663367.02 

HOMEEQTY 

81T32LAB1 

M5C2007JS1/AA2 

1    10.000000.00 

1.000000     3 

10,000000.00 

COMMERCIAL 

^BBiiBBmi 

6S536WAA3 

NAA2006-S3A1 

S    18.000.00000 

0.872060     9 

12097382.16 

HOMEEQTY 

65538XAN3 

NAA20O6-AF2  5At 

S  20.000.000.00 

0.755107      3 

15.102.14930 

CMO 

^^^^B 

73316NAA3 

POPLR2007-AA1 

$     3.000.DOOOO 

0.958324     1 

2.666.97238 

HOMEEQTY 

B8156TAB9 

TMTS3006-9HGAA2 

t   30.000.000.00 

1.000000     t 

30.000.000.00 

CMO 

■ 

68S23RAA2 

TMST  2006-5  A1 

S    10.000.000.00 

0612984      1 

8.129.83630 

CMO 

0O4431W2 

ACE  2008-ASP1  A2C 

S    11300.000.00 

1.D0OO0O     ' 

11300.000.00 

HOMEEQTY 

^^^^H 

07387UAV3 

gSABS2006-PC1A2 

I    18.000.000.00 

1.000000     I 

16.000.000.00 

HOMEEQTY 

12668BJE4 

CWALT  2008-OC1  1A2 

I   15.493.000.00 

0.747097     1 

11374,77930 

CMO 

14983AAC3 

CBAS8  20OB-SL1  A3 

S     6.000.000.00 

1.000000     I 

6300.000.00 

HOMEEQTY 

j^^^^H 

144S31EWB 

CARR  2006-NC1  A3 

$   19300.000.00 

1.000000 

1930030030 

HOMEEQTY 

^H 

17309XAA7 

CGCMT  2006-FL2  A1 

1     4.000.000,00 

0316436     I 

1.265,744.64 

COMMERCIAL 

17309XAB3 

COCMT  2O06-FL2  A3 

$    1Z.853.OOO.0O 

1.000000     1 

12.853.000.00 

COMMERCIAL 

1261B9BF7 

COMM2005-F10AAJ1 

1    12,000.000.00 

1.000000 

12.000300.00 

COMMERCIAL 

128164AN2 

COKM200S-FL11AJ 

t     2.000.00000 

2.000.000.00 

COMMERCIAL 

^H^H 

20O476AA7 

COMM2007-FL14A1 

$     4.000.000.00 

0.997210 

3388.841.08 

COMMERCIAL 

3I394VL32 

FNR  2006-5 1A 

S  20.000.000.00 

0.415094 

8301.865.60 

CMO 

^H^B 

3452SPA01 

FORDF  2005-1  A 

9  20.000000.bo 

1.000000 

20.000.000.00 

AUTOS 

^H 

39S39JAA4 

OPMF2O07-HE1A1 

1     3.000.000.00 

0.909340 

2.728,02030 

HOMEEQTY 

3823414R7 

QSAMP  2006-HE1  A2C 

%   23.196.000.00 

23,198.000.00 

HOMEEOTY 

36244MAA9 

OSAMP  2008-84  A1 

)   10.000.000.00 

0.341169 

3.411.692.10 

HOMEEQTY 

43709UAA3 

NDS2008-AA 

s     5.000.00000 

0.814187 

3370534.45 

HOMEEQTY 

45071 KD03 

PQS30C8-HE1A3 

9  12000.000.00 

1.000000 

12.000.000,00 

HOMEEQTY 

^H 

45256VAA3 

DriSA 2006-2  (All 

1      1.500,000.00 

0.811901 

1317.851.03 

CMO 

^H  ^H 

45660BKH4 

P4AB8  2006-AA3 

S   14.500.000.00 

1.000000 

14.500.000.00 

HOMEEQTY 

An  AAA 


-      •          *  97  00:  HOME  EQTY 

10 

UBOR01M 

BSABS I005-HE12    *:: 

0.34 

10 

UBOR01M 

CWALT  2006-OC11    £y 

000  CMO 

0.53 

AAA 

10 

UBOR01M 

FHLT  2006-B         X: 

^-4,  >■    V  97.00;  HOME  EQTY 

1.05 

8 

UBOR01M 

OSA-i  2008-3         Li 

■     •             97001  HOME  EQTY 

1.14 

10 

UBOR01M 

GSAt  2008-4         '!■- 

97  Obi  HOME  EOTY 

0.88 

LIBOR01M 

FFML20O5-FFA      M 

9500  HOMEEQTY 

1,4 

13 

UBOR01M 

OSAA  2005-12      ,  ¥ 

«l*O0  HOMEEQTY 

045 

11 

UBOR01M 

G5AMJ*  2008-SD2     %* 

KSO  HOME  EQTY 

1.03 

AAA    . 

27 

L8OR01M 

LBML1  2005-WL1     >■' 

;^::;'V,;-. '97.00:  HOME  EQTY 

0.18 

5 

LIBOR01M 

LBMJ.T  2008-4        i: 

"     -  9JJ0Q  HOME  EQTY 

031 

AAA 

10 

UBOR01M 

MSAC  2006-HE6      -J 

,    „             87  30  HOME  EQTY 

303 

AAA 

10 

UBOR01M 

NHELI  20094«3      %  -<7C  X'^.97.00  HOME  EQTY 

1.21 

10 

LIBOR01M 

NAA2008JkF2        £ 

1               y0.00  CMO 

0.59 

AAA 

7 

UBOR01M 

PFRMS  2008-1        % 

8700  HOMEEQTY 

0.59 

6 

UBOR01M 

RAMr>2O06-R21      'C 

9700  HOMEEQTY 

0.61 

AAA 

9 

LBOR01M 

SA8. 2005-10        g 

:;;■:!'  *s&y£kM  HOME  EQTY 

0.38 

10 

UBOR01M 

SASC2005-AR1      %? 

i.'\r  :,s  ■  ■,97.6o,home  eqty 

031 

8 

UBOR01M 

TMTS  2008-17HE     t 

87X0  HOME  EOTY 

1.88 

8 

UBOR01M 

TMT8  2006-7         XI- 

87  DO  HOME  EQTY 

05 

6 

UBOR01M 

TMTS  2008-11        4 

<;■ .  j.-y  '.i-srbb':  home  eqty 

12 

UBOR01M 

CARR  2O06-FRE2    \t 

i  V '.'i"*  :  J  »?30 '  HOME  EQTY 

1.82 

10 

LI8OR01M 

CW1 2007-1          $■' 

9700  HOMEEQTY 

2.09 

AAA 

10 

U80R01M 

FHI.T  2006-B         % 

97.00  HOME  EQTY 

109 

AAA 

8 

LBOR01M 

FM.T  2006-0         ;. 

■?%K"i.  8730;  HOME  EQTY 

0.72 

7 

LIBOR01M 

.     GWA2006-18        "0 

.        9700  HOMEEQTY 
85" 00  HOMEEQTY 

0.69 

10 

UBOR01M 

MAB3  2007-WMC1     is": 

1.6 

15 

UBOR01M 

MLVI  2006-HE5 

"  '•':■'     :: "f  97.00)  HOME  EQTY 

26 

15 

LBOR01M 

MSAC  2008-HE6      ^ 

97  00' HOME  EQTY 

4.42 

15 

LIBOR01M 

MI  K  3006-2         '- 

-     9530  HOMEEQTY 

335 

8 

UBOR01M 

NCAVT2006-ALT2    ': 

<000  CMO 

0.34 

10 

LBOR01M 

OSAA  2007-3         y 

,  '    ,       97  DO  HOME  EQTY 

1.37 

10 

UBOR01M 

OSAA  2007-3         tf 

rV,'.i.',!  *nXi6] HOME  EQTY 

237 

11 

UBOR01M 

CWL  2006-810       ft 

83  00  HOME  EQTY 

084 

16 

UBOR01M 

OSAA2006-S1        si 

92.00  HOME  EQTY 

038 

10 

USOR01M 

NHEL  2006-6 

.'-/U-'K:,V«.D6'  HOMEEQTY 

134 

30 

LBOR01M 

CWHEL2004-O,      *; 

'''Vvi1'  9800  HOMEEQTY 

2.76 

38 

UBOR01M 

CARR  2005-NC1      % 

if.i  Ztl?.-,  9730:  HOME  EQTY 

033 

12 

LIBOR01M 

OSIIPM  2008-1       §a 

-         s.      .9700  HOMEEQTY 

087 

30 

U8OR01M 

RASC2C04-KS9      $ 

'v^::^:;:  973b':  HOME  EQTY 

1.53 

AAA 

24 

UBOR01M 

JPMAC  2005-OPT2    £ 

^^-r:^.ST3d:  HOME  EQTY 

333 

24 

LSOR01M 

GSAMP 200S-WMC3  •'■ 

97  00  HOME  EQTY 

3.45 

15 

LIBOR01M 

GSAMP30OS-HE4     f. 

&  00.  HOME  EQTY 

533 

AAA 

18 

UBOR01M 

ABSHE  2006-HE6     * 

*"•;:  ^i" i  >■''  >  "i^00 !  HOME  EQTV 

2.28 

AAA 

35 

LIBOR01M 

PCHLT  2005-2        1 

;        9700  HOMEEOTY 

2.73 

AAA 

23 

LIBOR01M 

CBAT.S  2007-SL1A    | 

•  SSOO  HOME  EQTY 

1.7 

AAA 

13 

UBOR01M 

SAt.C  2007-BC2      S 

'     97.00  HOME  EQTY 

1.77 

29 

LIBOR01M 

OW/WT  20053       I. 

'  nr'vi  -'X\*  .9730:  HOME  EQTY 

468 

AAA 

10 

LIBOR01M 

MS-VC  3008-HE5       '" 

"}:."„  :f.^:i  o7.oo:  home  eoty 

1.13 

17 

UBOR01M 

NCHET2005-C       I 

''*    ■         ,87  00  HOMEEOTY 

0.74 

22 

UBOR01M 

FillC  2006-81        % 

9230  HOME  EQTY 

2.42 

18 

UBOR01M 

BSMF2006-Sa      ,- 

"..-,*:  :\\  '•'  '.'6,0ft:  CMO 

8000  HOMEEQTY 
J9506  HOMEEQTY 

2.01 

13 

U8OR01M 

S;\CO  20064)         * 

233 

17 

LBOR01M 

RASCZ006-KS3      ■; 

1.5 

AAA 

10 

UBOR01M 

CARS  2006-MC4     ij 
NCHET  2005-3       f 

87  00  HOME  EQTY 

235 

AAA 

27 

UBOR01M 

(ti^t|U;J  9730";  HOME  EQTY 

2.72 

AAA 

32 

U8OR01M 

CAJW  200S-NC5      j 

*Zh'". '  :^;;.V.S  :9Ji»-HOM£  £STf' 

2.76 

25 

LIBOR01M 

CA1R  2O05-NC3      '£ 

67 

1.69 

a 

USOR01M 

CWL2007-BC1       '? 

.    9700  HOMEEQTY 

0.73 

20 

UBOR01M 

FORTS  2006-2A      f 

'         t  99.75  CDO 

.■J.Kv---"<'99-75;CDO 

3 

15 

UBOR01M 

KUDMZ2008-2A      ,- 

3 

AAA 

15 

L1BOR01M 

CARR2O06-NC3      f 

■^A->^':V;^9530'HOMEEQTY 

361 

10 

UBOR01M 

CWL  2007-3         ^ 

f^r^i'^'.-STAb'HOMefiQTY 

0,74 

17 

UBOR01M 

f-Ml  2007-3         | 

S7X&-  HOM          r 

185 

21 

U8OR01M 

tXA.  2007-3 

p-: ,--' ;  >'  :j  '97.06  home  eqty 

2.79 

10 

UBOR01M 

CISAA  2007-4         ? 

HOME  EQTY 

0.69 

20 

UBOR01M 

OSAA  2007-4         ■ 

9f  »  HOME  EQTY 

2.65 

UBOR01M 

IMSA  2007-2         % 

■;  ,:U^!t  87.00  ABS 

082 

9 

UBOR01M 

LUSM  2007-1        : 

'r..:&::,,~h  .%tm'mms.®rt 

084 

11 

LIBOR01M 

CWL  20O8-S2       ;- 

■  30  •>  mmr? 

037 

AAA 

7 

LIBOR01M 

CGCMT  200&FL3     \ 

'  »,      *    COMMERCIAL 

0.74 

26 

LSOR01M 

GSAMP  2006-603    V 

?-•"**  •■i^-.j'SO.Ob-  HOME  EQTY 
}?\  l  ;'f*:~f-  '.10030 ;  COMMERCIAL 

335 

14 

UBOR01M 

GtMS2005-Fl3A     | 

031 

10 

UBOR01M 

OMACM2006-HE3    ! 

SM  1  HOMEESI 

034 

IS 

UBOR01M 

Gl'MF  2007-KE1      ' 

J    f,ML#    1   .  ' 

4.43 

14 

UBOR01M 

RF1«2  20O6+tSA5    , 

■■<: ,:/~- ',.    :  9730, BOMg  £QTV 

2,04 

X 

UBOR01M 

»OX  2007-AR7      ? 

,"  000  CMO 

3.19 

AAA 

13 

LiaOROlM 

MLFT  2006-1         f 

10(      <  COMMERCIAL 

1.17 

17 

UBOR01M 

MSM20OB-BAR       \ 

1     000  CMQ 

3,71 

13 

LSOR01M 

MSM2000-103L      ] 

\:  »,*#--;'.;  6530  HOME  EOTY 

2 

AAA 

10 

LBOR01M 

MSC  2007-XLFA      ] 

■■:'p.-ty   *i  190.&)': COMMERCE. 

139 

IB 

UBOR01M 

MAA  2006-63 

'    "         '    t°V«,  HOME  EOTY 

2,96 

19 

U8OR01M 

IMA200S-AF2 

.000  CMO 

3.66 

9 

U8OR01M 

F-OPLR  2007-A       |^--.-V£;i;V  !  e7-°Pi  M0**  EQTY 

1.13 

20 

UBOR01M 

TITTS  2006-9HOA     ! 

*■  ,-,Xf--.';  -D-OOXMO 

132 

12 

UB0R01M 

TMST  2008-S 

,  k   030'  CMO 

2.49 

20 

LB0R01M 

ACE  2008-A3P1 

•^'H'i-^  97,00:  HOMS  EQTY 
-  J    030  CMO 

2.18 

22 

UBOROIM 

KIABS  2006-PC1     i 

1.47 

29 

UBOR01M 

CWALT  2008-OC1     i 

26 

AAA 

22 

UBOROIM 

COASS  20D8-SL1 

£*;r     -.  MSEai 

2.31 

AAA 

21 

LBOR01M 

CARR  20O8-NC1 

r--''  :>V; ^$730! HOME £81Y 

4.34 

AAA 

7 

UBOROIM 

C3CMT2006F13     ; 

■,:.',f.r:,f:100.00lcOMMERCIAL 

0.74 

AAA 

11 

U8OR01M 

CaCMT30O8-FU 

>  ,*!fli  ,  3MW£ftCi*L 

1.01 

AAA 

15 

LIBOR01M 

COMM  20O5-F10A     (.  O                   ^  !"!  COMMERCIAL 

0.48 

AAA 

20 

LBOR01M 

COMM2005-FL11 

;ll-    K-H.  lOO.OOiCOMMERCIAL 

0.38 

9 

UBOROIM 

COMM200T-FL14 

\:  ^'.,  100.00, COMMERCIAL 

0.69 

AAA 

13 

LIBOR01M 

FNR  2006-5 

O30.CMO 

1.23 

AAA 

15 

UBOROIM 

FORDF  2005-1 

^  t  Hi,  ALTTOS 

0.76 

15 

UBOROIM 

OPMF  2007-HE1 

;;  ,                    FOO  I  QMS  F«.l 

4.49 

21 

UBOROIM 

QSAMP200B-HE1 

-':-. 'n;,.'.)    07.0OJ  HOME  EQTY 

5.13 

9 

UBOROIM 

I1SAMP  2006-84 

S?,00  HOf^E*  T 

039 

AAA 

13 

UBOROIM 

INDS200S-A 

£..'-kk?\'^<mm  HOME  EQTY 

0.78 

AAA 

20 

UBOROIM 

DUS2006-Hei 

■.;*,.- '£i~"  r'mmrr-vcxm.S.&rt 

2.03 

IB 

UBOROIM 

MSA  2008-2 

;^;;o;.;.;"'tj.oo;CMO 

3.01 

AAA 

20 

UBOROIM 

H-MBS2006-A 

'•:;>  9930:  HOME  EQTY 

451 
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4SS70CAA5 

HDX  Z007-AR7  1A1 

S    10.000.000.00 

0.950993 

1 

9.509 .931 .81 

CMO 

464126CW9 

RWHE  2000-1  1A1 

S    10.000.000.00 

0.436321 

1 

4.383210.34 

HCWIEEQTY 

46626LFL9 

JPMAC2006JRE1A3 

%   1B300.000.00 

0.825899 

S 

14366.190.68 

HOMEEQTY 

52S19NKS2 

LBFRC2O05-LLFAA2 

%     4300.000.00 

0.280749 

« 

1.042.995.84 

COMMERCIAL 

52319MJC9 

LBFRCI004-LLFAA2 

S  35.000.000.00 

0.188358 

3 

6322.445.61 

COMMERCIAL 

52521TAA5 

LBFRC2006-LLFAA1 

S    10.200.000.00 

0502537 

I 

2.06537B33 

COMMERCIAL 

54231 4RL0 

LBMLT  2006-1  2A3 

S  25.000.000.00 

1.000000 

t 

25.000.000.00 

HOMEEQTY 

S7644DAR4 

MASL  2006-1  A 

S   24.000.000.00 

0.427997 

1 

10.271 .930.84 

CMO 

S9030UaAt 

MLMI»X>e-HE1A2A 

1   20.000.000.00 

0.392043 

S 

7*40.66120 

HOMEEQTY 

81744CXZ4 

MSAC  2000-NC1  A3 

I   18.000.000.00 

1.000000 

» 

18.000.000.00 

HOMEEQTY 

B1745SAB8 

MSC  200*00*  A2 

I    13.000.000.00 

0.792068 

s 

11,681.022  66 

COMMERCIAL 

61752LAB1 

MSC2007-JOJAA2 

S     3.000.000.00 

1.000000 

s 

3.000.000.00 

COMMERCIAL 

S8389FKP6 

OOMLT  2000-1  2A3 

1    13.000,000.00 

1.000000 

t 

15.000.000.00 

HOMEEQTY 

73318NAA3 

POPLR  2007-A  A1 

l  10300.00000 

0.956324 

* 

9363.240.92 

HOMEEaTY 

746S69AZ3 

PTNM 1002-1 A  A1MH 

S  38.000.000.00 

1.000000 

s 

38.000.000.00 

COO 

76iiovtc2 

RFUS2  roee-KSAi  ai 

*  23.000.000.00 

0.391743 

* 

9793380.96 

HOMEEQTY 

rai  UBW97 

RAMP2006-NC1A2 

1  2031 9.000.00 

1.000000 

1 

20319.000.00 

HOMEEQTY 

60555PAO0 

8ARNT2O03-AA2 

I    18.000.000.00 

1.000000 

1 

18.000.000.00 

ABS 

663S6EA89 

SAB.  2008-1  A3 

S   10.000.00000 

1.000000 

s 

10.000.000.00 

HOMEEQTY 

68837YAA1 

SWIFT200S-A12A 

i   10.000.000.00 

1.000000 

s 

10.000.000.00 

AUTOS 

8S1S61T61 

TMTS  2000-3  1A2 

S  25.000.000.00 

1X100000 

s 

23.000.000.00 

HOMEEQTY 

929768HK1 

WBCMT2000-WL7AA2 

S     6.484.000.00 

1.000000 

s 

8.484.000.00 

COMMERCIAL 

17309XAA7 

COCMT  2Q06-FL2  AI 

1        300.000.00 

0.318438 

1 

158218.06 

COMMERCIAL 

2G0476AA7 

COMM2007-FL14A1 

S     8.000.000.00 

0.997210 

t 

5303281.60 

COMMERCIAL 

34S2BPAQ1 

FORDF  2005-1  A 

$    10.000.000.00 

$ 

10.000.000.00 

AUTOS 

316S9EAB4 

FMC  2000-2  2A1 

$  20.000.000.00 

0.704557 

% 

14.091.133.60 

HOMEEQTY 

361656EH6 

OMACM2005-HE3A2 

1     2.750.00000 

1.000000 

1 

2.750.000.00 

HOMEEQTY 

32052XAAS 

FHABS2006-HE2A 

S     2,000.000.00 

0.838057 

s 

1376.114.11 

HOME  EQTY 

QSAMP2O0O-SD3A 

t   15.150.000.00 

0.887879 

1 

10.115340.90 

HOMEEQTY 

40430WAB1 

HFCHC  2000-1 A2 

t   13.000.000.00 

0679631 

$ 

8.83520327 

HOMEEQTY 

437097AD0 

HEAT2006-6  2A3 

$   10.CCO.000.00 

1.000000 

s 

10.000.900.00 

HOMEEQTY 

46412QAA3 

RWHE  2000-2  1A1 

%    13.000.000.00 

0.64SB87 

1 

8.435325.41 

HOMEEQTY 

52S19NJC9 

LBFRC2004-LLFAA2 

t     S.0CO.0Q0.00 

0.186358 

s 

931.777.97 

COMMERCIAL 

61 752  LABI 

MSC2007-XLFAA2 

S     8.000.000.00 

1.000000 

1 

0.000.000.00 

COMMERCIAL 

7B4206AD2 

SUMS  2000-FRE2  A2C 

t   13.000,000.00 

1.000000 

> 

15.000.000.00 

HOMEEQTY 

S3ai2QAAB 

SVHE2000-AA 

5   10.000.000.00 

0387742 

s 

3.877.41530 

HOME  EOTY 

885220JO7 

TM5T  2005-4  A3 

S      1.700.000.00 

0.686043 

s 

1308273.15 

CMO 

885220KG7 

TM5T  2000-1  A3 

1     3.700.000.00 

0.890719 

1 

3295.65930 

CMO 

92976BHJ4 

WBCMT2008-WL7AA1 

1      3.000.000.00 

0.741924 

s 

2225.77322 

COMMERCIAL 

02660TJD8 

AHM  2006-1  1A3 

1  20.000.00000 

0.839632 

* 

12.793.034.60 

CMO 

04012MAQ2 

ARSI2O06-M1A2C 

t     5.000.000.00 

1 

$ 

5.000.000.00 

ABS 

12S37QZJQ 

CWL200M1A1M 

I  15.703.000.00 

0.6047408 

I 

9.496244.11 

HOMEEQTY 

12688AEW1 

CWALT  2005-59  1A2A 

S  30.000.000.00 

0.S242472 

1 

18.727,415.70 

CMO 

144531 DL1 

CARR200S-NC5A2. 

f  40.000.000.00 

0.8562528 

s 

34250.1 1S.TT 

HOMEEQTY 

3623340S7 

Q5AA  2006-5  2A2 

S  40.000.000.00 

1 

t 

40.000.000.00 

HOME  EOTY 

382362AD5 

GSAA2O00-8A1 

S     2.000.000.00 

0.4309271 

I 

88135423 

HOMEEQTY 

36240UAB3 

OSTR2002-2AA1MB 

I  35.100.000.00 

0.7629411 

s 

26.779232.17 

COO 

45254NNP8 

IMM2003-3A1 

1  17,075.000.00 

0.3665933 

1 

6259.580.60 

CMO 

4S2S5RAY3 

MSA  2008-3  A6M 

%     7300.000.00 

s 

7,500.000.00 

CMO 

39020VAV3 

MLM2008-AR1A2C 

1      5300.00000 

* 

5.000.000.00 

HOMEEQTY 

81 7451  DOS 

U3AC  I006-HE1  A3 

I     3.750X00.00 

1 

s 

3.750.000.00 

HOMEEQTY 

6191SRAA4 

MKL  2005-2  1A1 

S  10.000.000.00 

O.S42047S 

s 

5.420.474.50 

CMO 

643S2VQR3 

NCHET  2006-1  A2B 

S  20.000.000.00 

1 

i 

20.000.000.00 

HOMEEQTY 

6SS3SVUS3 

NAA2006-AR2  3A1 

S  31317.00000 

03540721 

1 

17.462.68830 

CMO 

65537EAA2 

NAA2006-AR3A1A 

1     530O.000.00 

0.8338287 

i 

4386.057.74 

CMO 

75114RAD7 

RALI2O08-OA3A1 

%  15300.000.00 

0.7044465 

i 

10318321.43 

CMO 

7S405WAB8 

RASC2005-KS101A2 

S  25.000.000.00 

1 

s 

25.000,000.00 

HOMEEQTY 

813765ABO 

BABR2006-FR3A2 

f     3300.000.00 

s 

3.500.000.00 

HOMEEQTY 

683S7SFF8 

SASC2008-WF1A4 

t  22300.000.00 

1 

I 

.  22300.000.00 

HOME  EQTY 

66358RMY0 

ARC2001.BC6A 

S1SO.000.000.00 

0.0281 31 S 

s 

3319.720.50 

HOMEEQTY 

6815612FO 

TMTS2000-S1A2B 

$  20.000,000.00 

1 

t 

20,000.000.00 

HOME  EQTY 

64T51NAE4 

SURF  2006-aCSA2D 

1     5225.000.00 

1 

s 

5225.000.00 

HOMEEQTY 

32023AAD9 

FFML2006-FF18A2C 

S     3.500.000.00 

1 

1 

3.500.000.00 

HOMEEQTY 

61748HUF6 

MSM2008-1AR1A1 

$     7.400.000.00 

0.6529671 

I 

4.831358.32 

CMO 

B055BAAC1 

SAST  2006-3  A3 

S     5.000,000.00 

s 

3.000.000.00 

HOME  EQTY 

44338SAD0 

HASC  2006-ME2  2A2 

S     4JOO.000.00 

1 

s 

4300.000.00 

HOMEEQTY 

02131JAA9 

CWALT  2007-HY6A1 

t     2.000.000.00 

0.9854958 

5 

1370391.68 

CMO 

U8OR01M 
U8OR01M 
UBOR01M 
UBOR01M 
UBOR01M 
LIBOROIM 
LIBOR01M 
UBOR01M 
UBOR01M 
UBOR01M 
LIBOROIM 
LIBOR01M 
U8OR01M 
UBOR01M 
UBOR01M 
UBOROIM 
LIBOROIM 
LBOR01M 
UBOROIM 
UBOROIM 
UBOROIM 
LIBOROIM 
LIBOROIM 
LIBOROIM 
LIBOROIM 
LIBOROIM 
UBOR01M 
LIBOROIM 
LIBOROIM 
UBOROIM 
LIBOROIM 
LBOR01M 
UBOROIM 
UBOROIM 
LIBOROIM 
UBOROIM 
LIBOROIM 
LIBOROIM 
LIBOROIM 
LIBOROIM 
UBOROIM 
UBOR01M 
UBOROIM 
LBOR01M 
LIBOROIM 
UBOROIM 
LIBOROIM 
U8OR01M 
LIBOROIM 
UBOROIM 
UBOROIM 
UBOROIM 
LIBOROIM 
UBOR01M 
LIBOROIM 
LIBOROIM 
LIBOROIM 
UBOROIM 
LIBOROIM 
LIBOROIM 
LIBOROIM 
LIBOROIM 
LIBOROIM 
UBOR01M 
LIBOROIM 
LIBOROIM 
LIBOROIM 


MMZ007-AR7 

RWHE  2006-1        : 

JPMAC  I0QO-FRS1 

LBFRC2005-L1FA     ' 

LBFRC2004-LLFA    ( 

LBFRC2006-LLFA    > 

LBMLT  2006-1 

MAIIL  2006-1         ; 

MLM2QQS-KS1       > 

MSAC  1006-NCt 

MSC2000-XLF 

MSC  2007.XLFA 

OOMLT  2006-1 

POPLR2007-A 

PTNM2002-1A 

RFMSI2000-HSA1 

RAM'  2006-NC1 

SARWT2005-A 

SA0.200B-1 

SWKT2O05A12 

TMTS  20033 

WBCMT  2006-WLTA 

CGCMT2006-FL2 

COMW2007-FL14 

FOTtOF  2005-1 

FktC  2006-2 

OMAi:m2GOS-KE3 

FHAIIS  200O-HE2 

QSAMP2006-SD3 

HFIXC  2000-1 

IRVHE2C08-2 

LBFF:C2004-LLFA 

MSC  2007-XLFA 

8QVS  2006-FRE2 

S\ME2000-A 

HIST  2005-4 

THST200O.1 

WBOflT  200B-WL7A 

AHM  2006-1 

AFISI 2006-M1 

CWL  20004 

CW  ALT  2005-39 

CARR20O5-NC3 

QSAA  2000-5 

OEM  2006-9 

GUiTR  Z002-2A 

IVM  2005-3 

RASA200B-3 

MIMI20O5-AR1 

MSACZ006-HE1 

IKHL  2005-2 
Ni>HET  2008-1 
HW2006-AR2 
HW2006-AR3 
R.UJ2006-QA3 
RASC  2OO5-KS10 
W3R2O06-FR3 
SA5C  2006-WF1 
A1C  2001-BC8 
TMTS  2006-5 
SHRF2006-BC5 
FFML2000-FF18 
t/SM2006>1AR 
JJAST  2006-3 
KWC  2006-HE2 
CV/ALT  2007-HYO 


'CumnlMaftcd 

.  0J»,  CMO 
07  DO1  HOME  EQTY 
33.00' HOME  EQTY 

•'030  COMMERCIAL 
10.00;  COMMERCIAL 
(000;  COMMERCIAL 
$200  HOMEEQTY 
000  CMO 
9730  HOME  EQTY 

'■*.?;.'■  v^iilbb! home  EQTY 

?X:>  \vilbOJM! COMMERCIAL 

'     (00.00  COMMERCIAL 

$  /  -;; '  |t.  S!,bO!  HOME  EQTY 

(  S7OT  HOME  EQTY 

9960  COO 

3? 00' HOMEEQTY 

9730:  HOME  EQTY 

„vS  £'   ;;>-97J»:ABS 

SO 00  HOMEEQTY 

ssxa  autos 

'  90001HOMEEQTV 

,!'»30' COMMERCIAL 

00  DO  COMMERCIAL 

'1000  COMMERCIAL 

,        9900  AUTOS 

97  00  HOME  EQTY 

97X0  HOME  EQTY 

97  00,  HOME  EQTY 

,,      UC00,HOM£EQTY 

*,      97,30;.  HOME  EQTY 

95.00  HOME  EQTY 

•      9700  HOMEEQTY 

3030  COMMERCIAL 

*         U.00  COMMERCIAL 

<.-;    :t«>::.  MJJb'- HOME  EQTY 

,  8,0ft]  HOME  EQTY 

•  0  00  CMO 

000  CMO 

A  "*     000  CMO 
Zsijcb  ABS 

.87  00  HOMEEQTY 

,     000  CMO 

,      9700  HOMEEQTY 

-  97 00,  HOME  EQTY 

9700  HOMEEQTY 

.    y 
"'         "   '-000'CMO 

.      05.00  HOME  EQTY 

;?'^v"  *  'iV-  *?.bOj  HOME  EQTY 

■^r*---v;030jCMO 

97,00,  HOME  EQTY 
s  000  CMO 

:  void: cmo 

"     -.      000  CMO 

^9700  HOMEEQTY 
95.00  HOME  EQTY 
87 00  HOMEEQTY 
9730)  HOME  EQTY 
95.00  HOMEEQTY 
97,03iHOMEEQTY 
S7.90*  HOME  EQTY 
v  000  CMO 
9?  CO1  HOME  EQTY 
'  9600' HOME  EQTY 

;  000' CMO 


3.38 

2.34 
0.18 


0.74 
069 
0.76 
0.76 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 
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From: 

Sent: 

To: 

Cc: 

Subject: 

Attachments: 


Ganapathy,  Mahesh 

Sunday,  August  1 2,  2007  5:59  PM 

Lehman,  David  A.;  Bieber,  Matthew  G. 

Egol,  Jonathan 

RE:  Default  Swap  Collateral 

Default  Swap  Collateral  Master  File  08.1 2.07.zip 


Please  find  attached-  Have  included  WA  CDS  spread  (trader  marked  on  TAP^WACDS  NPV  and  Total  CDS  NPV. 
Please  let  me  know  if  there  are  any  questions.  Reachable  on  cell  also  909  <■■■■ 


Default  Swap 
Collateral  Master.. 


Thanks 
Mahesh 


From: 

Lehman,  David  A. 

Sent: 

Sunday,  August  12, 

2007  4:56  PM 

To: 

Ganapathy,  Mahesh 

,  Bieber, 

Matthew  G 

Cc: 

Egol,  Jonathan 

Subject: 

RE:  Default  Swap  Collateral 

Send  over 

what  you  have 

.  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


ms  I 


From:  Ganapathy,  Mahesh 

Sent:  Sunday,  August  12,  2007  4:26  PM 

To:  Lehman,  David  A.;  Bieber,  Matthew  G. 

Subject:  Default  Swap  Collateral 


David  /Matt, 

I  have  added  these  fields  -  WA  spread  on  the  CDS  facing  the  deals  and  NPV(  WA  and  total)  as  discussed  on 
Friday.  I  can  send  over  what  I  have  done  so  far  if  you  prefer;  if  not  I  can  add  in  the  remaining  marks  on  tomorrow 
morning  and  send  in  a  completed  version.  Please  let  me  know. 


Thanks 


Mahesh  Ganapathy 

CDO  Structuring,Marketing  &  Principal  Investments 

Fixed  Income.Currency  and  Commodities  Division 

Onhinxaji,  Sastha  Sr  Co. 

Ph:  212-902-6265 

Fax:212-256-6570 

mahesh.  eanapathvtS)  es.com 


Permanent  Subcommittee  on  Investigations 

Wall  Street  &  The  Financial  Crisis 

Report  Footnote  #2641 


ions  I 
■sis  I 


Confidential  Treatment  Requested  by  Goldm 


GS  MBS-E-00 1930343 


Default  Swap  Collateral 
Summary 


Footnote  Exhibits  -  Page  5354 


By  Deal 


•Source;  MTGE  TAP  as  of  Friday  08.10.07 


Face  of  AAA  rated 
collateral 


WA  CDS  NPV 


Total  CDS  NPV 


Will  be  updated  on  Monday  with  marks 


WAS  Dcf         WA  Def  Swap       WA  Price  (CMO  not 
WAL        Swap  Spread  Rrice-  incl)  Interest  on  Cash       LIBOR 


6siio:: 


jgifagiggBiSfi^^^  1,aSil'  '*  **'■'■  ^Mwm$m£mmmmmssmm&SM2. 


4.910 


%  of  Portfolio  Marked 
Wgt.  Avg.  Marked  Price 


83.5% 
95.57 


GSMBS-E-001 930344 


Footnote  Exhibits  -  Page  5355 


Default  Swap  Collateral 
Summary 


By  Deal 


|Acc.  Days 


Drag  Caused  by  100% 
Cash  In  Default  Swap 
Collateral  Account 


Spread  to  Model  CDS  Rating  100%  Cash  Case  ($ 

LIBOR  Collateral  Spread      Cash  %       Agency  %       Change  (bps)  difference) 


Hout  Bay 


Altius"  2005513 


Altlus  IV 


Broadwick 


Hudson  HG 


-0.336 


L-0.25 


15.66 


so:336?; 


■"BOJ25* 


.  I 


msm. 


ii<124i458;85S 


-0.336 


L-0.25 


18.76 


491,875.60 


S0.33b 


■amm 


<m-v$o\2ti 


-0.411 


12.25 


125,318.77 


Hudsbn:Mez2i08SU 


:;-o.4iia 


*11;36s 


;!i975;061'82j! 


Hudson  Mezz  06-2 


■0.336 


10.48 


429,073.51 


Anderson  Mea^OOij-laj 


k*SA0j336i 


¥10.87;. 


Point  Pleasant  Funding  2007-1 -0-336 


12.67 


£326;51?;;631 


633.696.28 


GSC  ABS2006-3g 


ii?s:?;i0336i>SiS3 


5S16:53S 


*370;462;99ij 


Davis  Square  7 


-0.461 


10.09 


152,840.78 


;AtilroridacKt2006^i 


>i .'  ■ 


.*,16:428 


fe202j355l643 


Adirondack  2005-2 


Davis  Square  6'; 


Camber  7 


Coolldqe'i  ■ 


-0.336 


12.60 


140.008.33 


,   ..   ;   ; 


s-4.98t 


liwsoaifl 


■0.391 


26.23 


1,402.001.36 


ssffaaes 


f?* 


Timberwolf 


-0.151 


69.481.97 


28.09 


927,125.39 


Fdrtlusill?: 


ft0:21:fe 


■-&m 


Fortius  I 


-0.211 


20.23 


:  ~  \i.  ■.-'■:,'■■ 


477,066.18 


Altlus  III 


1-0:211? 


'^?9^k9~^^k-vA 


?ffi?j73;; 


West  Coast 


-0.411 


24.58 


B,76;393,84-; 
537,282.77 


mm 


R0!321! 


^^mmimmKmiiTT'WSi&'tw^MSM&w-m 


%  of  Portfolio  Marked 
Wgt.  Avg.  Marked  Price 


GSMBS-E-001 930344 


Default  Swap  Collateral 
Summary 


Footnote  Exhibits  -  Page  5356 


By  Deal 


Hout  Bay 


Altlu^2005iia 


Altius  IV 


Brpadwlckj} 


Hudson  HG 


Hudson  Moz2  06-1 


Hudson  Mezz  06-2 


Anderson  Meat 2007,-y 


Cushion 
Name  of  Test       IC  Denominator  (Old)         Cushion  (New)        Trigger 


Class  A/B  $      6,631,698.23 


Class  A 


Class  A/B  $      6,993,619.22 


5N6  icyresta 


Class  A/B  $      7,612.008.34 


No  IC  Test 


No  IC  Test 


No  IC  Test 


Point  Pleasant  Funding  2007-1 No  IC  Test 


GSCABSi20063fl 


Class  A/B ■_  •■4:-,382  ?■' . 


Davis  Square  7 


Class  A/B  S      9.256,600  00 


?Adlmnaatkr200S'-1,., 


Adirondack  2005-2 


Davis  Squared 


Camber  7 


Codlldflfc 


Class  A  - 

Class  A/B  $      6,801,440.78 


Cla      WB       "  i.     -■  -'■'- '  ■»■?  6.1 


Class  A/B  $    12,149,472.00 


■ 


Tlmberwolf 


No  IC  Test 


Eortlus'Hij! 


Class  A,B         5      :,015,349.07-,i 


Fortius  I 


Class  A/B 


$     2,312,866.26 


Altius  III 


Class  A  i       _      _  


West  Coast 


Class  A/B  $    12,401,317.50 


:       ' 


1 1 .37% 


ai8;75W§ 


37.00% 


10.44% 


*11-95%M 


20.86% 


81i7;M%S 


16.49% 


39.56% 


~  25.65*:; 


gs4ai%s 


100.54% 


;S3S;24%a 


12.55% 


9.56% 


105.00% 


17.36% 


101  00% 


29.97% 


8.79% 


;16i29%« 


19.21% 


~ai3i92%t 


14.43% 


28.02% 


:■>  >2'A 


4833% 


79.91% 


|>34i29%S 


8.22% 


101.00% 


102.00% 


St102i00%l 


102.00% 


#105;00%i 


105.00% 


i*io2jgo%i 


102.00% 


112.00% 


f/ioi;oo%s 


101.00% 


M01;0Q%;i 


102.00% 


Name  of  Test 


Class  C 


Class  C/D 


Class  C 


No  IC  Test 


Class  C 


No  IC  Test 


No  IC  Test 

--No-ICiTestJ; 


No  IC  Test 


^Classic,' 


Class  C 


CI       C/D 


Class  C 


,  Class  Cii 


Class  C 


Class  C/D 


No  IC  Test 


igClasssQ 


Class  C/D 


.:;»-,-  c 


Class  C 


IC  Denominator 


$      6,990,010.73 


S        1 079,190,74 


$       7,654,581.60 


t       7,967,267.79 


Cushion        Cushion 
(Old)  (New) 


8,91  % 


.19% 


101.50% 


$6;08%S 


55*85*15 


»100i00%s 


26.00% 


19.57% 


6.42% 


'."       798,767  11_ 


998  252  64 


$       7,323,650.78 


•;     i.  !■;.•'..  «i 


$     13,815,360.35 


129  36018 


$       3,202,787.11 


j8i67ag 


$       9,477,242.50  19.00% 


v7,5B%;" 


10.83% 


>3;3S%; 


23.49% 


1i  |!'i 


»56i46%1;r 


45.54% 


4.85% 


*3:22%S 


17.39% 


8.92% 


i.;7:22%'? 


13.34% 


12.78% 


;S50;8Q%>: 


30.64% 


~"    ■  '  T..-.-.T  ■"'"         .cHl*.  29.10K3 


'"$"    12,747,626.25  10.44%  6.23% 


100.00% 


101.00% 


.jioi-oo%'i- 


Name  of  Test        IC  Denominator 


101.00% 


4.69%  102.00% 


102.00% 


fs10150Q%l 


101.00% 


106.00% 


slOO.00%8 


100.00% 


,5100:00%3 


101.00% 


Class  D 


No  IC  Tost 


Class  D 


Hv.KJ*'" 


No  IC  Test 


aNolCiTesti 


No  IC  Test 


vClassiOi 


Class  D 


Class  D 


;-Class;DS 


Class  D 


No  IC  Test . 


SjClass'DS 


:'r.C      "   C 


Class  D 


7,349,789.34 


8,242,161.01 


6.247,886.81 


S6;798;767:11S 


9,922,741.64 


7,816,836.39 


tt9:687.533i89S 


15,044,941.52 


«2v332;302:54i 


a8i790,909:54? 


13.456,455.58 


%  of  Portfolio  Marked 
Wgt.  Avg.  Marked  Price 


GS  MBS-E-001930344 


Footnote  Exhibits  -  Page  5357 


Default  Swap  Collateral 
Summary 


By  Deal 


Deal  Name                   I 

Cushion 
(Old) 

Cushion     | 
(New)       | 

Hout  Bay 

4.00% 

2.36% 

Altius  2005^1  -. 

?:^v!.i?X'  >^v3.:J\*? 

Altlus  IV 

17.00% 

11.03% 

Broadwlck 

Hudson  HG 

3.77% 

2.25% 

Hudson  ;Mozz06-'i 

^.:.yV:,i^.i'?;.J  -V 

•         I 

Hudson  Mezz  06-2 

Anderson  Merz  2007-1 

• I 

Point  Pleasant  Funding  2007-1 

GSCABSi2008^ 

sesKKB7«a- 

5V''.?4:22%] 

Davis  Square  7 

14.61% 

13.07% 

sAdlrbndack-2005-1  Si 

t^'^dii^-'^^ 

»t.  i  -    I 

Adirondack  2005-2 

4.71% 

2.92% 

Davis  Square  6- 

.-.      2.43% 

is5Sr>2:31%;] 

Camber  7 

25.02% 

15.71% 

Coolidge  , 

'X^fSSKfe 

Tlmberwolf 

r?i«i.  n     i       -     .• 

;Vsc42^85%'S 

•S4  37.68% 

Fortius  1 

.-.rUu.  HI        '             ••'•  > 

■5"'fi24»3%j? 

g:si«i23:26%: 

West  Coast 

5.57% 

1.58% 

%  of  Portfolio  Marked 
Wgt-  Avg.  Marked  Price 

GSMBS-E-001 930344 

Default  Swap  Collateral 
Summary 


Footnote  Exhibits  -  Page  5358 


By  Deal 


Deal  Name 

Trigger 

Hout  Bay 

101.00% 

MiU'j  ,  2>W'~f 

* 

Altlus  IV 

100.00% 

BmrniwitkhAJi'&'J''':i^M 

Hudson  HG 

100.00% 

Huds6n-Mozz;06;1«i«:SfeC  S* 

Hudson  Mezz  06-2 

Anderson  Mezz  2007-1 

Point  Pleasant  Funding  2007-1 

GSC:ABSi2008^m'r^&&*" 

100:00% 

Davis  Square  7 

100.00% 

[Adirondack  2005^1  j: 


Adirondack  2005-2 


Davis  Square  6 


Camber  7 


Coolldge 


Tlmberwolf 


Fortius  II 


Altiuslll 


West  Coast 


101.00% 
100.00% 

"i  6b.bo% 

"100.00% 

fi6d!gp% 
'166.06% 


Interest  Proceeds 


Interest  Reduction 
as  %  of  LP. 


Tranche  Effected 


Interest  Reduction  as  %  of 
Equity  Payment 


7.717.448.70 


1.56%  Equity.  D  and  E  Notes 


i;10;692;433:96j- 


1.16%, Equity  - 


9.807,179.35 


5.02%  Equity  and  BBB 


c5,097;013j63|gi 


S12.98%;Eqiiltv;aiid.Sub;MatFee> 


8.556,702.00 


1.46%  Equity 


a8;i85;419:6i;; 


:.'-:.1:i:91,%1SUi>i9f\Siir% 


2.677.462.76 


?8,345,76S.07:' 


18.770.655.37 


I9i206;802.63g 


11.372.912.48 


■  ,868,827j27« 


8,152,822.27 


?l9,923,190  60 


17.875.551.48 


6.077,061  50 


17.250.148.86 


s3j331j6g6j57| 


4.661.340.39 


g9,9t9JS87t16s 


14,205.687.05 


j°msmmsm 


16.03%  BBB 


;JF-3:91%<Equlty;S 


3.38%  Equity 


<ggS4;02%'jEqUlty:S 


1.34%  Equity 


iij2:64%"Equitya 


1.72%  Equity 


0.12%  Equity  ■ 


7.84%  Equity,  Sub  Mat  Fee,  D  &  E  Turbo 


StiiWSlEqurtyft 


5.37%  Equity 


3.62%  Class  E 


10.23%  Equity 


J88* 


3.78%  Class  E,  X,  Sub  Mgmt  fee,  and  D  notes 


*40%t 


126%  Model  Projection 


SlOOmfg 


^ABiQGfFailureii. 


D  OC  Failure 


rmmif 


31.3%  Model  Projection 


»9.1;6%".' 


31.7% 


wwm 


m<wt& 


261% 


;:9,fi«« 


89.4%  Model  Projection 


(iEiOC- {failure* 


y-DiOC  Failure'.* 


254.41% 


%  of  Portfolio  Marked 
Wgt.  Avg.  Marked  Price 


GSMBS-E-001 930344 


GS  MBS-E-001 630343 
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Default  Swap  Collateral 

Listing 


OO4375EH0 
144528AB2 
12669WAD8 
12870BAA7 
239156AJ1 
34958CAF1 
38240UAB3 
36249BAA8 
40051 CAAS 
36244RAAS 
44379PAF2 
443880AA9 
84069PAA6 
66988RAC1 
748889AZ9 
0B424HBE8 
17309XAA7 
17309XAB5 
200476AA7 
22545RAA4 
36228CZU0 
39S39JAA4 
437089AA3 
452S6VAA5 
46825YF65 
S9020U2N4 
S9159UBX5 
61752LAB1 
69337HAA9 
748889AZ9 
88522RAA2 
00703QAD4 
026935AC0 
16679SAA9 
17309XAA7 
225470B93 
32029HAB8 
32053JAAS 
3822SCZS5 
36228CZU0 
38245RAE9 
38245RAG4 
43710WAA8 
45670CAA5 
488275AB0 
46629RAB0 
69337MAA8 
69337MAB8 
93936LAA5 
00252GAB5 
00252GAC3 
0OSO5HAA0 
02660TCU5 
04544GAF8 
105887AA7 
12668AEX9 
31859TEY7 
32027EAE1 
34S28QAA2 
361175AA6 
3953BWDC9 
41181PLS0 
43709UAA5 
52S221KK2 
542514MZ4 
61749CAB7 
66987XGU3 
7483S1AF0 
6835SEUQ7 
883S9DTO0 
86359LSP5 
8S360KAC2 
86837TAB0 
92922FS25 
93934FPR7 


ACCR  2005-4  A2C 

CARR  2006-NC3  A2 

CWL  2007-8  2A2 

CWL  2007-S2  A1 

DVSQ  2005-5A  S 

FORTS  2006-1A  S 

GSTR2002-2AA1MB 

GSAA  2007-7  1A1 

GSAA  2006-S1  1A1 

GSAMP  2008-SD3  A 

HUDHG  2006-1A  S 

HUDMZ  200S-1A  S 

NEPTN  2006-3A  S 

NHEL  2008-6  A2B 

PTNM2002-1AA1MH 

BALL  2005-MIB1  A1 

CGCMT  2006-F12  A1 

CGCMT  2006-FL2  A2 

COMM  2007-FL14  A1 

CSMC  2008-TF2A  A1 

GSMS  2007-EOP  A2 

GPMF  2007-HE1  A1 

INDS  2008-1  A1 

IMSA  2006-2  1A11 

JPMCC  2006-FL1A  A1A 

MLMI  200S-SL1  A 

MMT  2005-2  A 
MSC  2007-XLFA  A2 
PHHAM  2007-2  1A1 
PTNM2002-1AA1MH 
TMST  2008-5  A1 
ARMT  2006-3  4A11 
AHMA  2007-3  12A1 
CCMFC  2007-2A  At 
CGCMT  2006-FL2  A1 

ARMT  2006-1  6A1 

FFML  2007-FFC  A2A 

FHABS  2007-HE1  A 

GSMS  2007-EOP  A1 

GSMS  2007-EOP  A2 

GSAA  2007-6  3A1B 

GSAA  2007-6  AS 

RFMS2  2007-HSA3  AH 

INDX2007-AR71A1 

JPALT  2007-S1  A2 

JPMCC  20O6-FL2A  A2 

PHHAM  2007-3  A1 

PHHAM  2007-3  A2 

WMALT  2007-OC2  A1 

AMIT  2006-1  A2 

AMIT  2006-1  A3 

ACST  2006-1A  G1 

AHM  2004-4  7A 

ABSHE  2006-HE4  A5 

BMAT  2006-1A  A1 
CWALT  2005-59  1A3A 

FMIC  2006-1  A2 

FFML  2006-FF5  2A3 

FORDF  2006-3  A 

GOLDS  2003-A  A1 

GPMF  2005-HE4  1A1 

HVMLT  2005-2  2A1B 

INDS  200S-A  A 
LXS2006-4NA1B1 
LBMLT  2005-WL2  3A3 
MSM  20O6-6AR  1A2 
NHEL  2005-3  A2B 
QUEST  2005-X2  A2 
SAIL  2005-HE1  A4 
SASC  2005-S6  A2 
SAMI  2008-AR2  A3 
SAMI2006-AR3  11A3 

SWIFT  2003-A8  A 
WAMU  2005-AR8  2AB3 
WAMU  2006-AR4  1AC2 


Hi 

600.000.00 

395,000.00 

1.150.000.00 

750.000.00 

4.086.000.00 

11.500.000.00 

958.672.00 

1.000.000.00 

380.000.00 

37.500.000.00 

1.758,198.00 

3,930.000.00 

5.000.000.00 

950.000.00 

46.000.000.00 

4.500.000.00 

10.913.750.00 

3.000.000.00 

5.000.000.00 

7.600.000.00 

4,000.000.00 

3.000.000.00 

5.000.000.00 

7,500,000.00 

2.000.000.00 

12.500.000.00 

20.000.000.00 

8.000.000.00 

10.000.000.00 

35,500.000.00 

10.000.000.00 

40,350.000.00 

48,000.000.00 

30.000.000.00 

8.750.000.00 

17,000.000.00 

15.000.000.00 

10.000.000.00 

40,000,000.00 

15.000.000.00 

8.771.000.00 

32.202.000.00 

15.000,000.00 

25.000.000.00 

28.871.000.00 

5.000.000.00 

31.822.000.00 

27.800,000.00 

11.800.000.00 

30,000,000.00 

27,232.000.00 

41.300.000.00 

40.000.000.00 

19,000.000.00 

50.000.000.00 

31.866.000.00 

45,000.000.00 

15,036.000.00 

17.950.000.00 

15.000,000.00 

63.448.000.00 

60.000.000.00 

35.000.000.00 

35.964.000.00 

21.898.000.00 

50.000.000.00 

15.000.000.00 

49.213.000.00 

13.000.000.00 

5.000.000.00 

34.238.000.00 

25.411.113.00 

35,000.000.00 

14,000.000.00 

15,337.000.00 


1.000000 

1.000000 

1.000000 

0.882713 

0.850000 

0.760000 

0.762941 

0.989175 

0.728538 

0.667679 

0.929825 

0.953125 

0.783334 

1.000000 

1.000000 

0.291005 

0.316436 

1.000000 

0.997210 

0.888871 

1.000000 

0.909340 

0.547170 

0.811901 

0.066308 

0.452965 

1.000000 

1.000000 

0.918132 

1.000000 

0.812984 

0.774342 

0.980090 

0.998534 

0.316436 

0.560035 

0.980028 

0.992032 

0.935802 

1.000000 

0.974876 

0.070578 

0.923331 

0.950995 

0.959972 

1.000000 

0.978489 

1.000000 

0.969610 

1.000000 

1.000000 

0.958399 

0.207498 

1.000000 

0.325991 

0.069162 

1.000000 

1.000000 

1.000000 

0.364162 

0.254827 

0.345253 

0.614187 

1.000000 

0.547869 

0.353916 

0.535736 

0.762863 

0.000000 

0.573976 

0.655097 

0.618762 

1.000000 

0.356017 

0.988022 


Mi 

600.000.00 

395.000.00 
1.150.000.00 

662.035.02 
3.473.100.00 
8,740.000.00 

731,410.26 

989.175.28 
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GSAMP  2006-S4  A1 

INDS  2006-A  A 

IXIS  2008-HE1  A3 

IMSA  2008-2  1A11 

INABS  2008-A  A3 
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SARNT  2005-A  A2 

SAIL  2006-1  A3 
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TMTS  2006-3  1A2 

WBCMT  2006-WL7A  A2 

CGCMT  2008-FL2  A1 

COMM2007-FL14A1 

FORDF  2005-1  A 

FMIC  2006-2  2A1 

GMACM  2005-HE3  A2 

FHABS  2006-HE2  A 

GSAMP  2006-SD3  A 

HFCHC  2008-1  A2 

HEAT  2006-8  2A3 

IRWHE  2006-2  1A1 

LBFRC  2004-LLFA  A2 

MSC  2007-XLFA  A2 

SGMS  2006-FRE2  A2C 

SVHE  2006-A  A 

TMST  2005-4  A3 

TMST  2006-1  A3 

WBCMT  2006-WL7A  A1 

AHM  2006-1  1A3 

ARSI  2006-M1  A2C 

CWL  2006-6  1A1M 

CWALT  2005-59  1A2A 

CARR  2005-NC5  A2 

GSAA  2006-5  2A2 

GSAA  2006-9  A1 
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IMM  2005-3  A1 

IMSA  2006-3  A6M 

MLMI  2006-AR1  A2C 

MSAC  2006-HE1  A3 

MHL  2005-2  1A1 

NCHET  2008-1  A2B 

NAA  2006-AR2  3A1 

NAA  20O6-AR3  A1A 

RALI  20O6-QA3  A1 

RASC2005-KS101A2 

SABR  2006-FR3  A2 

SASC  2006-WF1  A4 

ARC  2001-BC6  A 

TMTS  2006-5  1A2B 

SURF  2006-BCS  A2D 

FFML2006-FF18A2C 

MSM  2006^1AR  1A1 

SAST  2006-3  A3 
HASC  2006-HE2  2A2 
CWALT  2007-HY6  A1 
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Marks  Provided  By 

ABS 

Edwin  Chin     ! 

AUTOS 

Edwin  Chin    ', 

CARDS 

Edwin  Chin 

CDO 

Chris  Creed/  Matt  Salem 

CMO 

ARMs(Prime/ALTA  )- 

Jonathan  Margolis 

ABS  and  others  Edwin  Chin 


COMMERCIAL 

Domenico  Acngarofalo 

HOME  EQTY 

Edwin  Chin 

PLANES 

Edwin  Chin 

STRUCT  NOTE 

Edwin  Chin 

Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


CMO  Marks 
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Footnote  Exhibits  -  Page  5365 


Source :  Edwin  Chin 


525221 KK2  LXS  2006-4N  A1 B1  RES  B/C  90.00 

86362QAA1  SASC  2007-GEL1  A1  RES  B/C  97.00 

86360XAA8  SASC  2006-GEL3  A1  RES  B/C  97.00 

32029HAB8  FFML  2007-FFC  A2A  RES  B/C  90.00 

54251YAD0  LBMLT  2006-10  2A3  RES  B/C  92.00 

40430TAA0  HASC  2007-NC1  A1  RES  B/C  97.00 

57644DAR4  MASL  2006-1  A            ABS  60.00 

86359DPN1  SASC  2005-S5  A2          ABS  85.00 

02660TCU5  AH M  2004^  7 A            ABS  95.00 

57644DAR4  MASL  2006-1  A  HOMEQ  60.00 

07401 RAA8  BSMF  2007-SL2  1A  30yr  70.00 

643529AA8  NCAMT  2006-ALT2  AV  30yr  97.50 

69337MAA8  PHHAM  2007-3  A1  30YR  95.00 

69337MAB6  PHHAM  2007-3  A2  30yr  90.00 

466275AB0  JPALT  2007-S1  A2  30yr  70.00 

07400YAA4  BSMF  2006-SL2  A1  30YR  70.00 


GSMBS-E-001 930343 


Footnote  Exhibits  -  Page  5366 


Counterparty  on  TAP 
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ADIRONDACK  2005-1  LT  (GSI,  GEORGETOWN,  ADIRONDACK  2005  1  LTD.) 

ADIRONDACK  2005-2  LT  (GSI,  GEORGE  TOWN,  ADIRONDACK  2005-2  LTD) 

ALTIUS  I  FUNDING  LTD  (GSI,  GEORGETOWN,  ALTIUS  I  FUNDING  LTD) 

ALTIUS  III  FUNDING  L  (GSI,  GEORGETOWN,  ALTIUS  III  FUNDING  LTD) 

ANDERSON  MEZZ  2007-1  (GSI,  GEORGE  TOWN,  ANDERSON  MEZZANINE  FUNDING2007-1  LTD) 

BROADWICK  FUNDING  LT  (GSI,  GEORGE  TOWN,  BROADWICK  FUNDING  LTD) 

CAMBER  7  PUBLIC  LTD  (GSI,  DUBLIN,  CAMBER  7  PUBLIC  LIMITED  CO) 

COOLIDGE  FUNDING  LTD  (GSI,  CHICAGO,  COOLIDGE  FUNDING  LTD) 

DAVIS  SQ  FNDG  VII  CR  (GSI,  GEORGE  TOWN,  DAVIS  SQUARE  FUNDING  VII  LTD) 

DAVIS  SQUARE  FUNDING  (GSI,  GEORGE  TOWN,  DAVIS  SQUARE  FUNDING  VI  LTD.) 

FORTIUS  I  FUNDING  LT  (GSI,  GEORGE  TOWN,  FORTIUS  I  FUNDING  LTD) 

FORTIUS  II  FUNDING  L  (GSI,  GEORGE  TOWN,  FORTIUS  II  FUNDING  LTD) 

GSC  ABS  CDO  2006-3G  (GSI,  GEORGE  TOWN,  GSC  ABS  CDO  2006-3G  LTD.) 

HOUT  BAY  2006-1  LTD  (GSI,  GEORGE  TOWN,  HOUT  BAY  2006-1  LTD) 

HUDSON  HG  06-1  (GSI  GEORGE  TOWN,  HUDSON  HIGH  GRADE  FUNDING2006-1  LTD) 

HUDSON  MEZ  06-1  (GSI,  GEORGE  TOWN,  HUDSON  MEZZANINE  FUNDING2006-1  LTD) 

TIMBERWOLF  I  LTD  GSI  (GSI,  GEORGE  TOWN,  TIMBERWOLF  I  LTD) 

WEST  COAST  FUNDING  I  (GSI,  GEORGE  TOWN,  WEST  COAST  FUNDING  I  LTD.) 

ALTIUS  IV  FUNDING  LT  (GSI,  GEORGE  TOWN,  ALTIUS  IV  FUNDING  LTD) 

Marine  Serres  (MTG  Sales  Book) 

HUDSON  MEZ  06-2  (GSI,  GEORGE  TOWN,  HUDSON  MEZZANINE  FUNDING2006-2,  LTD) 


Deal  Name 

WA  CDS  Spread    WA  NPV               Total  NPV 

Adirondack  2005-1 

493.0391412 

1,537,529.60 

28,021,649.00 

Adirondack  2005-2 

474.3538462 

698,183.69 

9,076,388.00 

Altius  2005-1 

59.128 

115,394.24 

1,013,124.00 

Altius  III 

373.7801802 

981,624.69 

12,393,918.00 

Anderson  Mezz  2007-1 

1537.272131 

1,746,669.43 

106,546,835.00 

Broadwick 

1026.520044 

850,486.33 

43,365,098.00 

Camber  7 

1468.522647 

2,047,217.02 

277,161,409.00 

Coolidge 

160.0964184 

62,565.79 

959,932.00 

Davis  Square  7 

1724.839363 

4,679,279.74 

70,444,162.00 

Davis  Square  6 

1755.7 

6,007,157.00 

6,007,157.00 

Fortius  I 

921.3467492 

724,860.54 

59,731,244.00 

Fortius  II 

1200.763736 

1,811,118.62 

45,925,674.00 

GSC  ABS  2006-3g 

1357.452469 

5,599,111.03 

133,671,055.00 

Hout  Bay 

(344.63 

1,628,568.10 

16,285,681.00 

Hudson  HG 

1351.781725 

8,406,836.15 

46,135,420.00 

Hudson  Mezz  06-1 

1889.903943 

5,820,836.09 

800,083,041.00 

Timberwolf 

1789.383946 

7,245,314.67 

512,082.574.00 

West  Coast 

630.3268087 

2,449,404.51 

46,201,792.00 

Altius  IV 

521.3067751 

1,913,280.68 

55,342,311.00 

Point  Pleasant  Funding  2007-1 

1764.245299 

5,287,113.18 

381,130,068.00 

Hudson  Mezz  06-2 

2245.58375 

2,285,105.25 

182,808,420.00 

1,431.58 

3,806,525.76 

2,834,386,952.00 
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From: 

Sent: 

To: 

Cc: 

Subject: 

Attachments: 


Ganapathy,  Mahesh 
Monday,  August  13,  2007  4:52  PM 
Bieber,  Matthew  G.;  Lehman,  David  A.;  Egol,  Jonathan 
Kang,  Connie 
Default  Swap  Collateral  File  with  Marks  updated 

Default  Swap  Collateral  Master  File  08.13.07v3.xls 


Have  added  Total  Notional  of  the  CDS  trades  as  well.  Also  ,  just  to  clarify,  Hudson  Mezz  1  and  Point  Pleasant  had 
Unfunded  Super  Seniors.  In  the  case  of  Point  Pleasant ,  we  face  IXIS  on  700mm  approx  of  CDS  trades(the  rest  were 
shorted  to  the  deal  directly  by  IXIS)  and  the  default  Swap  collateral  par  at  closing  =  $1 .0085b-  403.4mm  =  605.1mm. 


Default  Swap 
Collateral  Master.. 


Thanks 


From:  Ganapathy,  Mahesh 

Sent:  Monday,  August  13,  2007  12:53  PM 

To:  Lehman,  David  A.;  Bieber,  Matthew  G.;  Egbl,  Jonathan 

Cc:  Kang,  Connie 

Subject:  Default  Swap  Collateral  Rle  with  Marks  updated 


David/Matt/Jon 

Please  find  attached-l  have  updated  the  marks  on  the  underlying  bonds.  Please  let  me  know  if  there  are  any 
questions. 
«  File:  Default  Swap  Collateral  Master  File  08.13.07v2.xls  » 

Thanks , 


Mahesh  Ganapathy 

CDO  Structuring,Marketing  &  Principal  Investments 

Fixed  Income,Currency  and  Commodities  Division 

GoSdrnati,  Sachs  &  Co. 

Ph:  212-902-6265 

Fax:212-256-6570 

mahesh.ganapathv@gs.com 
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Default  Swap  Collateral 

Dt*l  Summary 


03  MBS-E-O0193OS72 


I^iaw*—— »^»»» 


Z '  ""i^a,^i^7m4 1  5344517  60       $  334.497,604.00 B3Q.33  *     w^.iw.w  .«■"«     .    ..    .--.,, -w        ~  ::.-* 
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Default  Swap  Collateral 

Deal  Summary 


GS  MBS-E-001930572 


By  Deal 


Deal  Name 


Trigger 


Hout  Bay 


Alt*Us200S-t 


Altius  IV 


BfOadwtefc 


Anderson  Mea  2<K>?»t 


Hudson  HG 


Hudson  Mazz  06-1 


Hudson  Mezz  06-2 


Point  Pleasant  Funding  2007-1 


GSC  ABS  2006~3g 


Davis  Square  7 


Adrrondack  2005-1 


Adirondack  2005-2 


Davis  Square  6 


Camber  7 


CooHdge 


Tlmberwolf 


Fortius  B 


Fortius  I 


Aldus  a 


West  Coast 


TotalWaveji 


105.00% 


1014)0% 


101.00% 


102.00% 


10200% 


102.00% 


405:00%.' 


Name  of  Test        Cushion  (New) 


105.00% 


102:00% 


102.00% 


112100% 


101.00% 


101.00% 


101,00% 


102.00% 


Class  C 


Class  C/P 


Class  C 


No  IC  Te$L 


Class  C 


NdrCTest 


No  IC  Test 


NO  IC  Test 


No  IC  Test 


ClassC 


Class  C 


Class  C/D 


Class  C 


ClassC 


ClassC 


Class  C/D 


No  IC  Test 


Class  C 


Class  C/D 


ClassC 


Class  C 


7.19% 


*85%; 


19.57% 


4.85% 


3.22% 


17.39% 


4.69% 


8.92% 


?32% 


13.34% 


12.78% 


"50.80%. 


30.64% 


29:10% 


6.23% 


Trigger 


101.50% 


10000%. 


100.00% 


101.00% 


101.00% 


101.00% 


10200% 


102  00% 


Name  of  Test      Cushion  (New)  I 


101_00%_ 


101  00% 


106:00% 


100.0p%_ 


100.00% 


101.00% 


Class  D 


No  IC  Test 


Class  D 


No  IC  Test 


No  IC  Test 


No  IC  Test 


No  IC  Test 


Class  D 


CUissD 


Class  D 


CfeiSSD 


Class  D 


No  IC  Test 


Class  P 


100:00%        Cfciss  P 


Class  D 


2.36% 


11.03% 


2.25% 


4sm\ 


13.07% 


2.92% 


2:31%l 


15.71% 


;37ifr8%l 


2326% 


1.58% 


:%  of  Portfolio  Marked 
:'Wt.  Avo.  Marked  Price 
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Default  Swap  Collateral 

Deal  Summary 


GS  MBS-E-001 930572 


By  Deal 


Deal  Name 


Atthl*  200S-_1_ 


Hout  Bay 


Altlus  IV 


BrowlwJck 


Hudson  HG 


Hudson  Mezz  06-1 


Hudson  Mezz  06-2 


Anderson Mezz  2007»1 


Point  Pleasant  Funding  2007-1 
GSCAB5  2006*30 


Davis  Square  7 


Adirondack  200S-1 


Adirondack  2005-2 


Davis  Square  6 
Camber  7 


CooUdge 


Tlmberwolf 


Fortius  H 


Fortius  I 


AJtiusBI 


Interest  Proceeds 


7,717,448.70 


interest  Reduction  as 
%ofl.P. 


West  Coast 


TotaWtev^aoe 


10;692;433.96; 


9,807,179.35 


S.097,0i3;63 


8.558,702  00 


8,185,419.61 


2.677,462.76 


8,34^^6507 


18,770,655  37 


S;206;802.63 


11,372,912.48 


7.668,827.27. 


6,152,822.27 


9;923i190.60;: 


17.875,551.48 


g6:077Q6^50 


17.250,148.86 


3.331.606^57 


4,661,340.39 


9916.597  16 


14,205,687.05 


Tranche  Effected 


1.56%  Equity.  D  and  E  Notes 
1;1»%  EdtHty 


I  rterest  Reduction  as  %  of 
Equity  Payment 


141% 


Comment 


5.02%  Equity  and  BBB 


1238%  Equity  and  Sub  Mat  Fee 

1.46%  Equity 
tf*i%  Super  Snr 


16.03%  BBB 


3.91%  Equity 


3.38%  Equity 


4.02%  Equity 


1.34%  Equity 


2.64%  Equity 


1.72%  Equity 


0.12%  Eqmty 


7.84%  Equity.  Sub  Mgt  Fee.  D  &  E  Turbo 
114%  Equity 


5.37%  Equity 


3.62%  Class  E 


10.23%  Equity 
0.77%  BBB 


3.78%  Class  E.  X.  Sub  Mqmt  fee,  and  D  note 


!40%i 


126%  Model  Projection 


100.0%. 


71.5% 


ABOG  Failure 


D  OC  Failure 


14,5% 


31 .3%   Model  Projection 


91.6%_ 


31.7% 


98.4%_ 


54.6% 


•,433fc; 


261% 


9;8%; 


89.4%  Model  Projection 


E  OC  Failure 


465% 


DOC  failure 


254.41% 


=rl 


%  of  Portfolio  Marked 
Wl.  Ava.  Marked  Price 
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Default  Svnp  Collateral 
Summary 


DragCauMdbylOOK  Cash 


^EEHHHlTSaaaaa1.* 
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Default  Swap  Collateral 
Summary 


Default  Swap  Collateral 

Summary 
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By  Deal 


HoutBay 


AHiu»200S-t 


Altius  IV 


Brpadwtek 


Hud»on  HO 


Hudson  Mezz  06-1 


Hudson  Mezz0«-2 


Anderson  Meat  2007-1 


Point  Pleasant  Funding  2007-1 
GSC  ABS  2006-30 


Davis  Square  7 


Adtrondaclt20O5--1 


Adirondack  200S-2 


Davis  Square  6 


Camber  7 


Cooltdfle 


Tlmberwolf 


Fortius  H 


Fortius  I 


Altius  n 


West  Coast 

TotalMftvctaae'T 


101 .00* 


100.00% 


100.00% 


Interest  Proceeds 


7.717,448.70 


Interest  Reduction 

as%otl.P.' 


Tranche  Etfected 


Interest  Reduction  as  %  of 
Equity  Payment 


10000% 
100.00% 

101.00% 
100.00% 
100.00% 


100.00% 
100.00% 


10,692,433..96_ 


9.807.179.35 


m&tsmMi 


8.SS8.702.00 


8.ie5,419.61_ 


2.677,462.76 


8.345.76507 


18.770,655.37 


9^06.802.63 


11.372.912.48 


7.668.82737 


8.152,822.27 


ftsajiaas): 


17,875.551.48 


igi<tfyj6t;50 


17.250,148.86 


$33l£Q6STf 


4,661,340.39 


9.916.597.16 


14.20S.687.0S 


1.66%  Equity.  D  and  E  Notes 
i  me%\  equity 


6  02%   Equity  and  BBB 


1298%  Equity  and  Sub  Mat  Fee 


1.46%  Equity 


11.91%  Super  Snr 


16.03%   BBB 


391%  Equity 


3.38%   Equity 


4.02%  Equity 


1.34%   Equity 


2.64%  Equity 


1.72%   Equity 


0.12%  Equity 


7.84%  Equity.  Sub  Mgt  Fee.  0  &  E  Turbo 
1.14%  Equity 


6.37%  Equity 


3.62%  Class  E 


10.23%   Equity 


0T7VB8B 


3.78%  Class  E.  X.  Sub  Mgmt  fee,  and  0  notei 


126%   Model  Projection 


100.0% 


71.5% 


llABIOC:  Failure l 


D  OC  Failure 


■:14*;5%< 


31 .3%  Model  Projection 


916% 


31.7% 


mm® 


54.6% 


':4MH 


261% 


93% 


89.4%  Model  Projection 


E  OC  Failure 


46.5% 


OOCFaUufe 


264.41% 


„  ol  Portfolio  Marked 
WL  Avo.  Marked  Price 
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From: 
Sent: 
To: 
Subject: 


Lehman,  David  A. 

Tuesday,  August  21,  2007  9:30  PM 

Bieber,  Matthew  G. 

RE:  Default  Swap  Collateral  Reinvestment 


ok 


From:  Bieber,  Matthew  G. 

Sent:  Tuesday,  August  21,  2007  9:30  PM 

To:  Lehman,  David  A. 

Subject:  RE:  Default  Swap  Collateral  Reinvestment 


Ok  I  think  we  should  be  proactive  in  letting  mangers  know,  then,  rather  than  waiting  for  them  to  come  to  us  for 
approval  and  then  denying.  There  are  a  couple  of  one  off  situations  which  we  should  go  through  tomorrow  morning. 


From:  Lehman,  David  A. 

Sent:  Tuesday,  August  21,  2007  9: 19  PM 

To:  Bieber,  Matthew  G. 

Subject:  RE:  Default  Swap  Collateral  Reinvestment 

Nothing  further  - 1  think  our  gameplan  remains  to  build  cash  for  now 


From:  Bieber,  Matthew  G. 

Sent:  Tuesday,  August  21,  2007  8:31  AM 

To:  Lehman,  David  A. 

Subject:  Default  Swap  Collateral  Reinvestment 


Was  there  any  further  discussion  over  the  past  few  days  on  what  we're  going  to  be  doing?  With  the  25th 
coming  up,  I  suspect  a  bunch  of  mangers  are  going  to  be  looking  to  put  cash  to  work.... 

©  Copyright  2007  The  Goldman  Sachs  Group,  Inc.  All  rights  reserved.  See  httr.;//www.Rs.com/disclaimeT/email-salesan<itradinshtml  for  important  risk 
disclosure  conflicts  of  interest  and  other  terms  and  conditions  relating  to  this  e-mail  and  your  reliance  on  information  contained  in  it.  This  message  may 
contain  confidential  or  privileged  information.  If  you  are  not  the  intended  recipient,  please  advise  us  immediately  and  delete  this  message.  See 
hto://ww.gs.com/disclaimer/email/  for  further  information  on  confidentiality  and  the  risks  of  non-secure  electronic  communication.  If  you  cannot  access 
these  links,  please  notify  us  by  reply  message  and  we  will  send  the  contents  to  you. 
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From:      Case,  Benjamin 
Sent:       Monday,  September  24,  2007  2:59  PM 
To:  Bieber,  Matthew  G.;  Lehman,  David  A. 

Subject:  FW:  CDS  Collateral  re-investment 

Any  thoughts  on  CMBS  floaters? 

From:  Marty  Devito  [mailto:Mdevito@aladdincapital.com] 

Sent:  Monday,  September  24,  2007  5:45  PM 

To:  Case,  Benjamin 

Cc:  Anatoly  Burman;  Nunzio  Masone 

Subject:  RE:  CDS  Collateral  re-investment 

Ben  -  While  I  agree  the  ability  for  a  fair  amount  of  the  floating  rate  loans  in  CMBS  to  refi  in  here  is  limited,  are  there 
any  other  reasons  you  left  CMBS  off  the  list?? 

MD 
CMBS  Guy 


From:  Case,  Benjamin  [mailto:Benjamin.Case@gs.com] 

Sent:  Monday,  September  24,  2007  4:17  PM 

To:  Marty  Devito 

Cc:  Pinkos,  Steve;  Anatoly  Burman;  Nunzio  Masone;  Shirley  Cho;  Bieber,  Matthew  G.;  Lehman,  David  A.; 

Shimonov,  Roman;  Mishra,  Deva  R.;  Kang,  Connie 

Subject:  RE:  CDS  Collateral  re-investment 

Marty, 

Good  speaking  to  you  today.  As  discussed  - 

RMBS:  CBASS,  GSAMP,  JPMAC,  WFHET 
CARDS:  AMXCA,  BACCT,  BOIT,  MBNAS,  CCCIT,  CHAIT,  DCMT 
AUTOS:  COPAR,  DCMOT,  FORDO,  HAROT,  HDMOT,  NALT,  USAOT 
STUDENT  LOANS:  ACCSS,  GCOE,  KSLT,  NCSLT,  SLMA  (FFELP) 

Generally  speaking,  looking  at  securities  that  are  currently  amortizing  with  average  lives  of  less  than  2  years. 

Also,  please  make  sure  Matt  Bieber  is  included  in  trade-by-trade  approval  requests. 

Regards, 
Ben   • 


From:  Marty  Devito  [mailto:Mdevito@aladdincapital.com] 

Sent:  Friday,  September  21,  2007  2:12  PM 

To:  Case,  Benjamin 

Cc:  Pinkos,  Steve;  Anatoly  Burman;  Nunzio  Masone;  Shirley  Cho 

Subject:  CDS  Collateral  re-investment 


Ben- 


We  at  the  direction  of  Connie  and  Roman,  have  not  been  reinvesting  CDS  collateral  as  it  matures. 
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We've  brought  the  topic  up  a  few  times  over  the  past  few  months  with  your  team.  Last  I  heard,  you  were  re- 
evaluating the  market,  and  would  come  back  to  us  with  a  breakdown  of  acceptable  replacements.  As  the 
cash  balances  continue  to  grow,  I'd  like  to  address  this  issue,  as  the  amount  of  cash  drag  is  beginning  to 
become  meaningful. 


Thank  you  in  advance. 
MD 


Martin  DeVito 

Senior  Managing  Director 

Aladdin  Capital  Management 

Six  Landmark  Square 

Stamford,  Connecticut  06901 

(203M87-6731 


NOTE:  The  information  in  this  email  is  confidential  and  may  be  legally  privileged.  If  you  are  not 
the  intended  recipient,  you  must  not  read,  use  or  disseminate  the  information;  please  advise  the 
sender  immediately  by  reply  email  and  delete  this  message  and  any  attachments  without  retaining  a 
copy.  Although  this  email  and  any  attachments  are  believed  to  be  free  of  any  virus  or  other  defect 
that  may  affect  any  computer  system  into  which  it  is  received  and  opened,  no  responsibility  is 
accepted  by  Aladdin  Capital  Management  LLC  for  any  loss  or  damage  arising  in  any  way  from  its 
use. 

IRS  Circular  230  Legend:  Any  advice  contained  herein  was  not  intended  or  written  to  be  used,  and 
cannot  be  used,  for  the  purpose  of  avoiding  U.S.  federal,  state,  or  local  tax  penalties.  Unless 
otherwise  specifically  indicated  above,  you  should  assume  that  any  statement  in  this  email  relating 
to  any  U.S.  federal,  state,  or  local  tax  matter  was  written  in  connection  with  the  promotion  or 
marketing  by  other  parties  of  the  transaction(s)  or  matter(s)  addressed  in  this  email.  Each  taxpayer 
should  seek  advice  based  on  the  taxpayer's  particular  circumstances  from  an  independent  tax 
advisor. 
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From-  Shimonov,  Roman 

Sent:  Thursday,  September  06,  2007  8:26  AM 

To:  Bieber,  Matthew  G. 

Subject:  Re:  Timberwolf  II  --  Default  Swap  Collateral 

Just  got  it.  Thanks.   Can  you  pis  help  with  Adrock  05-2  cp  rolls  today.   Really  appreciate 
it. 


Roman  Shimonov,  CFA 
Goldman,  Sachs  &  Co. 
Tel:  212-902-6964 
Roman . ShimonovSgs . com 

Sent  from  my  Blackberry  device 


Original  Message  

From:  Bieber,  Matthew  G. 

To :  Shimonov,  Roman 

Sent:  Thu  Sep  06  08:24:31  2007 

Subject:  RE:  Timberwolf  II  —  Default  Swap  Collateral 

See  my  previous  email. 

Original  Message 

From:  Shimonov,  Roman 

Sent:  Thursday,  September  06,  2007  8:17  AM 

To:  Bieber,  Matthew  G. 

Subject:  Fw:  Timberwolf  II  —  Default  Swap  Collateral 

Guess  we  can't  delay  talking  to  him  anymore... 


Roman  Shimonov,  CFA 
Goldman,  Sachs  &  Co. 
Tel:  212-902-6964 
Roman . ShimonovSgs . com 

Sent  from  my  Blackberry  device 


Original  Message  

From:  Joe  Marconi  <joe .marconi@greywolf capital . com> 

To:  Shimonov,  Roman  . 

Cc:  Joe  Marconi  <joe.marconi@greywolf capital . com>;  Bieber,  Matthew  G. ;  Martin,  Nicole 

Sent:  Thu  Sep  06  08:18:27  2007 

Subject:  Timberwolf  II  —  Default  Swap  Collateral 

Roman : 

We  are  doing  our  credit  work  on  these  3  bonds  which  are  shown  on  the  GS  inventory  sheet. 
If  we  get  comfortable  with  these  positions,  would  GS  be  ok  adding  them  to  Timberwolf  as 
Default  Swap  Collateral?  We  should  be  done  with  our  credit  work  today. 


Thanks.  Joe. 
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FLOATING  Home  Equity 

75.247  SVHE  2005-4  2A3 

5.000  CWL  2005-BC5  3A2 

13.335  ABFC  2006-HE1  A2A 


AVL 

DM 

83611MKB3 

0.6 

+90 

126670NC8 

0.6 

+90 

00075WAB5 

0.8 

+70 

Ppy  App  Pre  Fctr/Notes 

35  99-191  1.00/YTC 

35  99-195  0.76/YTC 

20  99-161  0.68/YTC 


From:  Bruns,  William  [mailto:William.Bruns@gs.com] 

Sent:  Thursday,  September  06,  2007  7:48  AM 

To:  undisclosed-recipients 

Subject:  Goldman  Sachs  ABS  Inventory  (External) 


ABS  Cash  Trading:   Mike  Swenson   Deeb  Salem  Edwin  Chin   Jordan  Kaufman  Will  Bruns  +1 
(212)902-5090 

In  autos : 


In  cards : 

-  CCCIT  announced  a  $750mm  deal. 


«Inventory .  xls» 


Amt 
($mm) 


Issue 


CUSIP 


Approx 
AVL    Sprd   Ppy    Price    Fctr/Notes 


FIXED  Credit  Cards/Dealer  Floorplan/Student  Loans 
3.750    MBNAS  2003-A11  All      55264TCH2  1.1    E+24 
3.750     BOIT  2003-A9  A9         06423RBE5  1.1    E+24 


10.000    MBNAM  1999-J  B 


55262TEV1  2.0 


N+50 


98- 
SOLD 

104- 


1 . 00/YTC/Aaa/AAA/AAA 
1 . 00/YTC/Aaa/AAA/AAA 

1 . 00/YTC/A2/A+/A+ 


FLOATING  Credit  Cards/Dealer  Floorplan/Autos/UK  &  Aussie  RMBS/Equipment/Stranded  Cost 

CNHMT  2005-1  A         12615SAE0  0.8    +20  99-297    1 . 00/YTC/Aaa/AAA/AAA 

CCCIT  2007-A2  A2        17305EDS1  2.7    +28  99-072    1 . 00/YTC/Aaa/AAA/AAA 


3.300 
1.500 


12.500    COMET  2004-C2  C2 
1 . 00/YTC/Baa2/BBB/BBB 
3.000     GEBL  2006-2A  D 
0.98/YTC/Baa2/BBB+/BBB 

FIXED  Auto  &  Equipment  Loans 
41.780    GSALT  2004-1  A4 


8. 

.555 

NAVOT 

2003- 

-B  A4 

3. 

,000 

AESOP 

2003- 

-3A  A3 

7. 

.000 

GSALT 

2005- 

-1  A4 

2. 

.150 

HDMOT 

2005- 

-2  A2 

3, 

.750 

TAROT 

2006- 

-C  A3 

17.210    HERTZ  2004-1A  A3 

FIXED  Stranded  Cost 
15.00.0    CNP  2001-1  A3 
5.000     CPL  2002-1  A3 
4.000     CONFD  2001-1  A4 
5.060     CONFD  2001-1  A5 

Student  Loans 
4.650     SLMA  2006-9  A2 
50.025    SLMA  2006-6  Al 
13.675    SLMA  2007-3  Al 


14041NBH3  6.4    +125 
36159EAG7  #N/A  N+300 


AVL 
36292RAM3  0.0 
63936XAD6  0. 
00103RAX4  0. 
36292RAV3  1. 
41283ABV0  1, 
89578PAC3  1. 


42805RAC3  0 


AVL 
75953MAC4  1.3 
12617AAC1  1.7 
210523AD8  1.3 
210523AE6  4.2 

AVL 
78443KAB2  1.5 
83149FAA2  1.5 
78443YAA4  0.8 


Sprd 
E+35 
E+50 
E+25 
E+4  0 
E+30 
E+55 
E+25 

Sprd 
E+2  0 
E+20 
E+2  0 
N+28 

DM 
+20 
+20 
+20 


Ppy 

1.25 

0.75 

0.00 

1.35 

1.45 

1.45 

0.00 


98-305 
90-101 


Handle 

SOLD 

99- 

98- 

98- 

98- 

99- 

98- 


Ppy  Handle 

0  99- 

0  100- 

Sl  99- 

Sl  101- 


Fctr/Notes 

0.47/YTC 

0.71/YTC 

1.00/YTC 

1.00/YTC 

1.00/YTC 

1.00/YTC 

1.00/YTC 

Fctr/Notes 
1.00/YTC 
1 . 00/YTC 
0.90/YTC 
1.00/YTC 


Ppy  App  Pre  Fctr/Notes 

100  99-214  1.00/YTC 

150  99-205  0.68/YTC 

20  99-253  0.81/YTC 
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FIXED  Home  Equity 

12.000  CWL  2002-S4  A5 

5.000  POPLR  2005-1  AF3 

24.456  CBASS  2004-CB1  AF1 

7.585  ACCR  2003-2  Al 

5.273  SAIL  2005-8  M7 

10.000  SAIL  2005-8  M8 

4.220  CWL  2005-11  MF8 

4.364  GSAMP  2004-AR2  B4 

FLOATING  Home  Equity 

75.247  SVHE  2005-4  2A3 

5.000  CWL  2005-BC5  3A2 

13.335  ABFC  2006-HE1.A2A 

20.000  MSAC  2004-HE8  A4 

5.000  CMLTI  2007-WFH2  A3 

2.000  OWNIT  2006-5  A2C 

12.000  GSAMP  2005-WMC3  A1B 

10.000  JPMAC  2006-NC1  A5 

11.000  GSAMP  2005-WMC2  A2C 

9.437  TMTS  2006-3  2A3 

10.000  AMSI  2005-R3  M2 


2.000 

7.000 

7.115 

3.050 

15.836 

12.376 

15.992 

16.000 
3.000 
7.810 
2.341 
10.554 
2.500 
500 
,000 
,000 
8.218 
8.733 
1.029 
10.378 


2. 
2. 

1. 


902 
000 
400 
330 
500 
000 
000 
4.000 
2.320 
000 
000 
423 
436 
6.802 
7.278 
9.833 
5.007 
3.000 


4. 
6. 
2. 
2. 


RASC  2005-AHL3  M2 
SURF  2006-BC2  M2 
BAYV  2004-C  Ml 
HEAT  2006-6  M3 
OWNIT  2006-6  Ml 
GSAMP  2007-FM1  M3 
HASC  2006-WMC1  M3 

ABFC  2003-OPT1  M2 
ACE  2005-RM1  M6 
GSAMP  2004-NC2  M3 
BSABS  2005-1  M3 
HEAT  2005-1  M5 
AMSI  2005-R6  M2 
AMSI  2005-R6  M3 
CWL  2005-6  M5 
CBASS  2  005-CB7  M6 
FFML  2006-FF11  M6 
ABFC  2006-OPT1  M6 
CARR  2005-FRE1  M5 
LBMLT  2006-7  M6 
JPMAC  2006-NC2  M6 
JPMAC  2006-CW2  MV6 
MABS  2006-NC2  M6 
LBMLT  2006-8  M6 
SASC  2006-BC5  M6 
SASC  2006-WF3  M6  . 
SABR  2006-NC3  M5 
SAST  2006-3  M6 
CARR  2006-NC5  M6 
MLMI  2006-MLN1  M6 
LBMLT  2006-9  M6 
MSAC  2006-HE3  M5 
CMLTI  2006-NC2  M6 
MABS  2006-WMC3  M6 
JPMAC  2  006-RM1  M6 
NHEL  2007-1  M6 
GSAMP  2007-H1  M6 
ACCR  2007-1  M6 


AVL 
126671UD6  0.2 
73316PBK5  1.0 
04542BFH0  1.4 
004375AN1  2.8 

86358EXW1  3.8 
86358EXX9  3.8 
126670CU0  4.0 

36242DDY6  0.8 


Sprd 
E+50 
E+45 
E+55 
N+100 


Ppy 

25 

15 

30 

100 


83611MKB3 
126670NC8 
00075WAB5 
61744CGW0 
17312BAC6 
69121EAE8 
362341L23 
46626LJQ4 
362341UZ0 
881561W26 


AVL 
0.6 
0.6 
0.8 
0.1 
2.3 
2.8 
3 .  0 
4.7 
5.0 
3.9 


03072SZY4  1.9 
76110W6P6  2.9 
84751PLR8  3.2 
073247BL1  0.1 
437097AJ7  3.3 
69121TAF2  4.1 
3622MAAH4  5.6 
40430MAJ6  5.7 


04542BDJ8 

004421LR2 

36242DHC0 

073877AX0 

437084HU3 

03072SG33 

03072SG.41 

126673W65 

12489WPR9 

32028PAM7 

00075QAK8 

144531EK2 

54251TAL3 

46629FAK6 

4  662  9BAY5 

55275BAL1 

54251UAL0 

86359SAL8 

86361EAL5 

81377CAH1 

80556AAK3 

144539AL7 

59023AAL0 

54251WAL6 

61749HAK6 

17309TAL2 

55291KAL1 

46629NAM5 

669971AL7 

36245YAK0 

00438QAK0 


3.5 
3.5 
3.6 
3.6 
3.6 
3.7 
3.4 
3.6 
3.7 
3.8 
3.9 
4.1 


N+500   S3 
E+1500  45 


DM 

+90 

+90 

+70 

+45 

+150 

+140 

+65 

+175 

+95. 

+375 

+450 

+750 

+550 

+200 

+1000 

+450 

+600 

+900 

+800 

+900 

+550 

+1500 

+1600 

+700 

+700 

+355 

+600 

+1300 

+600 

+500 

+2500 

+1200 

+1200 

+1600 

+2500 

+800 

+800 

+1400 

+1300 

+850 

+1300 

+2500 

+1100 

+1400 

+1600 

+1500 

+900 

+1600 

+1000 


30 

30 

S3 

21 

100 

S3 

100 

30 

S4 

30 

100 

35 

100 

40 

40 

30 

S3 

100 

S4 

25 

100 

100 

100 

100 

100 

30 

30 

100 

S4 

100 

S3 

100 

S3 

100 

100 

100 

100 

S3 

100 


Handle 

99- 

98- 

97- 

95- 

55- 
45- 
87- 

89- 


Ppy  App  Pre 

35  99-191 

35  99-195 

20  99-161 

35  99-317 

100  97-053 

S3  96-262 

£.\J  Zf  2       \J\J-i 

100  94-025 

100  97-141 

S3  88-186 


93-067 
83-164 
86-098 
97-097 
75-093 
86-044 
76-143 
66-075 

97-248 

92-208 

95-102 

85-244 

80-223 

88-300 

89-266 

94-134 

88-125 

69-291 

85-158 

88-151 

50-032 

71-067 

71-052 

63-125 

49-071 

77-293 

77-304 

66-102 

68-107 

77-136 

68-005 

48-112 

71-280 

67-112 

62-121 

63-215 

76-134 

60-272 

71-241 


Fctr/Notes 

0.87/YTC 

0.57/YTC 

0.03/YTC 

0.31/YTC 

1.00/YTC/Ba3/BBB/ 

1.00/YTC/B3/B/ 

1.00/YTC/Baa2/BBB/ 

0.36/YTC/Bal//BB+ 

Fctr/Notes 

1.00/YTC 

0.76/YTC 

0.68/YTC 

0.04/YTC 

1.00/YTC 

1.00/YTC 

0.54 'YTC 

1.00/YTC 

1.00/YTC 

1.00/YTC 

YTC/Aa2/AA/AA 

YTC/Aa2/AA/ 

YTC/Aa2/AA/ 

YTM/Aa2/AA/AA 

YTC/Aa3/AA/AA+ 

YTC/Aal/AA+/ 

YTC/Aa3/AA-/ 

YTC/Aa3/AA/BBB- 

YTC/A2/AA/A+ 

YTM/A3/A/A- 

YTC//A-/A- 

YTC//A-/A- 

YTC/A2/A+/ 

YTC/NR/AA/AA 

YTC/NR/AA-/AA- 

YTC/A2/A/ 

YTC/A3/AA/A+ 

YTC/A3/A/BBB+ 

YTC/A3/A-/A- 

YTC/A2/A/ 

YTC/A3/A+/BBB 

YTC/A3/A-/A- 

YTC/A3/A-/A- 

YTC/A2/A-/A- 

YTC/A3/A+/ 

YTC/A2/A-/A 

YTC/A2/A-/A- 

YTC/A2/A-/A- 

YTC/A3/A/ 

YTC/A2/A-/A- 

YTC/A3/A/ 

YTC/A3/A-/ 

YTC/A2/A/BBB+ 

YTC/A3/A-/ 

YTC/A3/A/ 

YTC/A3/A-/BBB 

YTC/A3/A-/ 

YTC/A3//A- 

YTC/A3/A/ 
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1.000  ACE  2003-HE1  M4 

1.000  SURF  2003-BC4  B2 

1.000  ACE  2003-HE1  M5 

1.500  SACO  2006-6  Bl 

3.000  SACO  2006-6  B2 

7.550  CWL  2005-13  MV8 

1.250  WFHET  2006-1  M7 

3.650  MLMI  2006-HE2  Bl 

3.600  SVHE  2006-OPT4  M7 

3.243  GSAMP  2006-HE4  M7 

3.825  HEAT  2006-6  M7 

11.250  FFML  2006-FF13  M7 

3.275  SURF  2006-BC3  Bl 

4.125  HEAT  2006-7  M7 

12.000  CWL  2006-8  M7 

2.837  GSAMP  2006-HE8  M7 

3.000  LBMLT  2006-10  M7 

2.000  WMABS  2006-HE3  M7 

4.000  LBMLT  2006-9  M7 

7.000  GSAMP  2007-NC1  M7 

5.000  WMHE  2007-HE1  M7 

5.862  SURF  2007-BC1  Bl 

7.000.  MSAC  2007-NC1  Bl 

2.000  MSAC  2005-WMC1  B3 

5.000  FHLT  2005-B  M10 
10.218    PPSI  2004-WCW1  M7 

4.500  ECR  2005-4  M9 

3.000  1NABS  2005-B  M9 
3.150     RASC  2005-KS12  M9 
2.400     SVHE  2006-OPT4  M8 
7.156    GSAMP  2006-HE3  M9 
.  1.500     FHLT  2006-A  M8 
5.000    NCHET  2006-1  M9 
8.410     GSAMP  2006-HE5  M9 
3.131     FHLT  2006-D  M9 
4.000     SASC  2006-EQ1A  M9 
7.100     RAMP  2006-RZ3  M9 
1.421    MSAC  2006-HE7  B3 

FIXED  Alt-A 


FLOATING 

4.000 

7.300 

4.300 

20.000 

25.000 

21.500 

3.000 

20.000 


Alt-A 

GSAA  2006-10  AVI 
GSAA  2006-3  Al 
GSAA  2006-12  Al  . 
GSAA  2006-19  Al 
GSAA  2004-6  A2 
IMM  2005-4  1A2 
GSAA  2006-20  1A1 
GSAA  2005-15  2A2 


15.000    IMM  2004-11  2M2 
10.255    BSABS  2007-AC1  Ml 
5.000     BSABS  2007-AC2  Ml 

1.000     GSAA  2005-5  B2 
1 . 00/YTC/Baa2/BBB/BBB 


0. 

.700 

GSAA  2005-9  B3 

0, 

,730 

GSAA  2005-6  M3 

1. 

,000 

GSAA  2006-9  Bl 

4. 

,551 

GSAA  2005-11  M4 

6 

.552 

CWALT  2005-AR1  M5 

004421DD2 

84751PBP3 

004421DE0 

785779AH2 

785779AJ8 

126670HR2 

9497EUAP2 

59020VAL7 

83611YAM4 

362439AM3 

437097AN8 

30247DAM3 

84751WAM6 

43709NAN3 

045427AL5 

3622M8AM8 

54251YAM0 

93934MAM9 

54251WAM4 


0. 
0. 
0. 
2. 
2. 
2. 
2. 
2, 
2. 
3. 
3 
3 
3 
3 
3 
3 

3.7 

3.4 

3.6 

SbZ^nsjfU'iO    3.8 


933631AM5 
84752BAP4 
617505AM4 

61744CMC7 
35729PKE9 
70069FAJ6 
29256PBE3 
456606HB1 
753910AM0 
83611YAN2 
36244KAP0 
35729RAP1 
64352VRB9 
362437AP0 
35729VAP2 
86360RAP8 
75156MAM7 
61750MAQ8 


362375AA5 
362334BQ6 
362381AA3 
362244AA3 
36228F7E0 
45254NPC5 
362351AA6 
362341D71 


2    +2200  45  96-114  YTC/Baal/BBB+/BBB+ 

4    +1500  50  94-265  YTC/Baa2/BBB/ 

2    +2000  45  96-246  YTC/Baa2/BBB/BBB 

6  20-000  YTC/C/CCC/ 

6  10-000  YTC/C/CCC/ 
2    +800  40  88-301  YTC/Baa2/BBB+/ 

8  +2000  100  62-301  YTC/Baal/A/ 

9  +1500  S3  70-266  YTC/Baal/A-/ 
9    +2250  S3  59-096  YTC/Baa2/BBB+/ 

1  +1400  100  70-136  YTC/Baal/A/ 

2  +2500  100  53-024  YTC/Baal/A/BBB+ 
4    +1550  100  65-007  YTC/Baal/A/ 

3  +1200  S3  72-293  YTC/Baal/A-/ 

4  +2200  100  54-297  YTC/Baal/A-/BBB 

7  +1600  S3  63-198  YTC/Baal/BBB+/ 
,6    +1400  100  66-293  YTC/Baal/BBB+/ 

+3000  100  42-155  YTC/Baal/BBB+/ 

+1200  100  71-296  YTC/Baal/BBB+/ 

+3000  100  43-063  YTC/Baal/A-/ 

xionn  i  r\n  CO-9C1  VTr/Raal  /BRR+/ 

+2000  100  54-103  YTC/Baal/BBB+/ 

+1400  S3  64-198  YTC/Baal/BBB+/ 

+1400  S3  61-304  YTC/Baal/BBB+/ 

+2500  S3  88-108  YTC/Baa3/BBB-/BBB- 

+3650  S4  69-292  YTC/Baa3/BBB-/ 

+2000  S4  82-191  YTC/Baa2//BBB 

+2000  40  73-151  YTC/Baa3/BBB-/ 

+2050  100  71-267  YTC/Baa3/BBB/BBB- 

+1700  S4  71-276  YTC/Baa3/BBB+/ 

+3200  S3  50-042  YTC/Baa3/BBB/ 

+3000  100  50-281  YTC/Baa3/BBB+/ 

+2600  100  55-214  YTC/Ba3/BB/BB 

+3300  100  48-137  YTC/B3/B/BB 

+3000  100  47-293  YTC/Baa3/BBB/ 

+2700  100  49-225  YTC/Baa3/BBB-/BB 

+1300  30  72-127  YTC/Baa3/BBB-/ 

+2000  100  -59-037  YTC/Baa3//BBB- 

+2500  S3  48-252  YTC/Ba2/BBB-/ 


3.9 
4.0 
4.7 


3.3 
3.6 
3.7 
3.9 
4.1 

AVL 

AVL 
0.6 


Sprd    Ppy   App  Pre   Fctr/Notes 


DM 

+75 

+75 

+75 

+75 

+50 

+75 

+75 

+95 


Ppy 

20 

20 

20 

20 

40 

20 

20 

20 


45254NME4  0.9  +300  20 

07389XAE3  6.0  +400  20 

073854AD3  6.2  +400  20 

36242DS38  1.0  +3000  20 


App  Pre 

99-196 

99-111 

99-066 

99-074 

99-280 

99-091 

99-046 

97-298 

97-256 
83-188 
83-056 

76-233 


362341GT0 

3. 

1 

+2500 

20 

55- 

-253 

36242D3Z4 

3, 

,7 

+2500 

20 

52- 

-283 

362382AP8 

4, 

,8 

+1900 

20 

51- 

-284 

362341PE3 
12668A4X0 

4, 
5 

,6 
.3 

+800 
+1350 

20 
20 

76- 
60- 

-095 
-097 

Fctr/Notes 
0.44/YTC/Aaa/AAA/ 
0.52/YTC/Aaa/AAA/ 
0 . 65/YTC/Aaa/AAA/ 
0 . 69/YTC/Aaa/AAA/ 
0 . 14 / YTC/Aaa/AAA/ 
0 . 33/YTC/Aaa/AAA/ 
0 . 7 6/ YTC/Aaa/AAA/ 
1 .  00/YTC/Aaa/AAA/ 

0.24/YTC/Aa2/AA/ 
1.00/YTC/Aa2/AA/ 
1.00/YTC/Aa2/AA/ 


1 . 00/YTC/Baa3/BBB-/ 

1.00/YTC/A2/A/ 

1.00/YTC/Baa2/A/ 

1.00/YTC/A3/A-/ 

1.00/YTC/A2/*-/A+/ 
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AVL  DM  Ppy  App  Pre  Fctr/Notes 

AVL  Sprd  Ppy  Handle  Fctr/Notes 

AVL  DM  Ppy  App  Pre  Fctr/Notes 

AVL  Yield  Ppy  App  Pre  Fctr/Notes 


Student   Student 


1 
2 
3 
5 
7 
10 


Floating 

Cards 

-2/-3 

-1/-2 

0/-1 

4/3 

6/5 

9/7 


Fixed 

Cards 

-3/-4 

-2/-3 

-1/-2 

2/1 

5/4 

8/7 


Autos 
-1/-2 
0/-1 
4/3 


RRB 

-4/-5 

-3/-4 

-2/-3 

1/0 

6/5 

9/8 


HomeEq 
Fxd 
30/25 
42/37 
52/47 
85/80 
105/95 
112/107 


HomeEq 

Fit 

10/8 

16/13 

25/20 

29/24 

35/30 


Loan 

FFELP 

0/-1 

1/0 

3/2 

7/6 

11/10 

13/12 


Loan 
Private 

2/1 

3/2 

4/3 

6/5 
14/13 
18/17 


HomeEq  Fit  Mezz/Sub 
AA   ■  70/55 
A     145/125 
BBB+   375/300 


BBB 

575/450 

BBB- 

■   800/625 

ABX. 

HE. 07-2  CI 

oses 

Price 

Spread    Change 

AAA 

96-00 

141     -25bp 

AA 

85-00 

588    -154bp 

A 

61-00 

1470    -105bp 

BBB 

42-00 

2213      -4bp 

BBB- 

■   39-00 

2318     -33bp 

ir************ir**ic****  ********************************************************************* 
+  +  *■*■ 

Disclaimer: 

This  material  has  been  prepared  specifically  for  you  by  the  Fixed  Income  or  J.  Aron 
Trading/Sales  Department  and  is  not  the  product  of  Fixed  Income  or  J.  Aron  Research.   We 
are  not  soliciting  any  action  based  upon  this  material.  Opinions  expressed  are  our  present 
opinions  only.   The  material  is  based  upon  information  which  we  consider  reliable,  but  we 
do  not  represent  that  it  is  accurate  or  complete,  and  it  should  not  be  relied  upon  as 
such.   Certain  transactions,  including  those  involving  futures,  options  and  high  yield 
securities,  give  rise  to  substantial  risk  and  are  not  suitable  for  all  investors.  We,  or 
persons  involved  in  the  preparation  or  issuance  of  this  material,  may  from  time  to  time, 
have  long  or  short  positions  in,  and  buy  or  sell,  the  securities,  futures,  options  or 
other  instruments  and  investments  identical  with  or  related  to  those  mentioned  herein. 
Goldman  Sachs  does  not  provide  accounting,  tax  or  legal  advice;  such  matters  should  be 
discussed  with  your  advisors  and  or  counsel.   In  addition,  we  mutually  agree  that,  subject 
to  applicable  law,  you  may  disclose  any  and  all  aspects  of  this  material  that  are 
necessary  to  support  any  U.S.  federal  income  tax  benefits,  without  Goldman  Sachs  imposing 
any  limitation  of  any  kind.   This  material  has  been  issued  by  Goldman,  Sachs  &  Co.  and  has 
been  approved  by  Goldman  Sachs  International,  which  is  authorised  and  regulated  by  The 
Financial  Services  Authority,  in  connection  with  its  distribution  in  the  United  Kingdom 
and  by  Goldman  Sachs  Canada  in  connection  with  its  distribution  in  Canada.   Further 
information  on  any  of  the  securities,  futures  or  options  mentioned  in  this  material  may  be 
obtained  upon  request. 

++++++++++++++++++**+********************************************************************* 
**** 

This  email  has  been  scanned  by  the  FrontBridge  Email  Security  System.  For  more  information 
please  visit  http://www.frontbridge.com/solutions/message_security.php 
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From: 
Sent: 
To: 
Cc: 


Subject: 
Attach: 


Joe  Marconi  <joe.marconi@greywolfcapital.com> 

Friday,  September  7,  2007  7:23  AM 

david.lehman@gs.com 

Joe  Marconi  <joe.marconi@greywolfcapital.com>;  Greg  Mount 
<greg.mourit@greywolfcapital.com>;  Bieber,  Matthew  G.  <Matthew.Bieber@gs.com>; 
Swenson,  Michael  <Michael.Swenson@gs.com> 

FW:  Timberwolf  —  Default  Swap  Collateral 

Inventory.xls 


David:  As  we  discussed  yesterday,  I  believe  that  your  refusal  to  approve  the  purchase  of  any  additional  Default  Swap 
Collateral  into  Timberwolf  is  unreasonable  and  inconsistent  with  the  way  the  transaction  structure  was  originally 
presented  to  us.  We  were  told  that  the  purpose  of  the  approval  rights  was  to  permit  GS  to  review  specific  assets  and 
approve  or  disapprove  specific  assets  based  on  their  relative  credit  merits.  If  we  thought  for  a  second  that  you  had  the 
right  to  prohibit  all  new  purchases  indefinitely,  we  would  have  implemented  the  much  simpler  GIC  structure  that  is  used  in 
most  other  synthetic  CDOs  and  CDOA2  transactions  and  thereby  locked  in  a  fixed  spread  to  LIBOR  for  the  term  of  our 
transaction.  Also,  the  Timberwolf  CDS  economics  include  an  ongoing  fee  to  GS  for  the  put  swap  component  of  the  trade; 
we  would  not  have  agreed  to  those  terms  if  we  thought  you  had  this  option.  Finally,  I  believe  that  if  anyone  on  the  deal 
team  thought  you  had  this  option,  it  would  have  been  clearly  disclosed  in  the  OM.  Especially  given  current  market 
conditions,  I  am  surprised  that  you  are  taking  a  position  that  will  directly  result  in  less  cash  flow  being  available  to  debt 
and  equity  investors.  As  I  said  yesterday,  we  recognize  the  impact  of  current  market  conditions  and,  even  before  I  spoke 
with  Matt,  I  was  suggesting  we  collectively  focus  on  shorter  average  life  AAA  RMBS  for  the  deal  and  I  specifically  solicited 
feedback  on  securities  where  GS  would  be  comfortable.  I  continue  to  be  surprised  by  your  response.  Joe. 


•  =  Redacted  by  the  Permanent 
Subcommittee  on  investigations 


n 

itions  I 


Joe  Marconi 

GREYWOLF  CAPITAL 

4  Manhattanville  Road,  Suite  201 

Purchase,  NY  10577 

P)  91 4.251 .8249 

F)  91 4.251 .8244 

M)  91 40MM 

E)  joe.marconi@greywolfcapital.com 

CONFIDENTIALITY   NOTICE: 

This  email,  including  attachments),  is  confidential  and  is  intended  for  the  exclusive  use  of  the  designated  recipients)  named  above.  If  the  reader  of  this  email  is  not 
the  intended  recipient  or  its  authorized  agent,  the  reader  is  hereby  notified  that  any  dissemination,  distribution  or  copying  of  this  email  is  prohibited.  If  you  have 
received  this  email  in  error,  please  notify  the  sender  immediately  by  replying  to  this  email  and  delete  this  email  and  any  attachment(s)  from  your  system.  Thank  You. 
Greywolf  Capital  Management  LP. 

From:  Joe  Marconi 

Sent:  Thursday,  September  06,  2007  9:19  AM 

To:  'david.lehman@gs.com' 

Cc:  Joe  Marconi;  Greg  Mount;  Bieber,  Matthew  G.;  Swenson,  Michael 

Subject:  FW:  Timberwolf  --  Default  Swap  Collateral 

Importance:  High 

David:  I  would  like  to  have  a  call  with  you  to  discuss  the  purchase  of  Default  Swap  Collateral  into  Timberwolf.  I 
understand  you  are  traveling  this  week.  Let  me  know  when  you  will  have  some  time  to  talk.  In  response  to  the  attached 
message,  Matt  told  me  that  GS  will  not  approve  the  purchase  of  any  additional  Default  Swap  Collateral  into  Timberwolf. 
While  GS  does  have  consent  rights  regarding  the  purchase  of  Default  Swap  Collateral,  a  blanket  refusal  to  approve  any 
assets  is  inappropriate,  inconsistent  with  the  parties'  original  expectations  and  will  negatively  impact  the  performance  of 
both  the  debt  and  equity  issued  by  Timberwolf.  Give  me  a  call  when  you  can.  Joe. 


Joe  Marconi 

GREYWOLF  CAPITAL 

4  Manhattanville  Road,  Suite  201 

Purchase,  NY  10577 

P)  914.251 .8249 

F)  91 4.251 .8244 

M)9140MHi 


FOIA  Confidential  Treatment 
Requested  by  Greywolf  Capital  Manager 
Pursuant  to  17  C.F.R  §  200.83 


Permanent  Subcommittee  on  Investigations 

Wall  Street  &  The  Financial  Crisis 

Report  Footnote  #2646 


GW      107909 
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E)  joe.marconi@greywolfcapital.com 

CONFIDENTIALITY    NOTICE: 

This  email,  including  attachments),  is  confidential  and  is  intended  for  the  exclusive  use  of  the  designated  recipients)  named  above.  If  the  reader  of  this  email  is  not 
the  intended  recipient  or  its  authorized  agent,  the  reader  is  hereby  notified  that  any  dissemination,  distribution  or  copying  of  this  email  is  prohibited.  If  you  have 
received  this  email  in  error,  please  notify  the  sender  immediately  by  replying  to  this  email  and  delete  this  email  and  any  attachments)  from  your  system.  Thank  You. 
Greywolf  Capital  Management  LP. 


From:  Joe  Marconi 

Sent:  Thursday,  September  06,  2007  8:18  AM 

To:  'Shimonov,  Roman' 

Cc:  Joe  Marconi;  Bieber,  Matthew  G.;  'Martin,  Nicole' 

Subject:  Timberwolf  -  Default  Swap  Collateral 


Roman: 

We  are  doing  our  credit  work  on  these  3  bonds  which  are  shown  on  the  GS  inventory  sheet.  If  we  get 
comfortable  with  these  positions,  would  GS  be  ok  adding  them  to  Timberwolf  as  Default  Swap 
Collateral?  We  should  be  done  with  our  credit  work  today. 


Thanks.  Joe. 

FLOATING  Home  Equity 
75.247    SVHE  2005-4  2A3 
5.000     CWL  2005-BC5  3A2 
13.335    ABFC  2006-HE1  A2A 


AVL  DM 

83611MKB3  0.6  +90 

126670NC8  0.6  +90 

00075WAB5  0.8  +70 


Ppy  App  Pre  Fctr/Notes 

35  99-191  1.00/YTC 

35  99-195  0.76/YTC 

20  99-161  0.68/YTC 


From:  Bruns,  William  [mailto:William.Bruns@gs.com] 
Sent:  Thursday,  September  06,  2007  7:48  AM 
To:  undisclosed-recipients 
Subject:  Goldman  Sachs  ABS  Inventory  (External) 


ABS  Cash  Trading:   Mike  Swenson  Deeb  Salem  Edwin  Chin  Jordan  Kaufman  Will  Bruns  +1 
(212)902-5090 

In  autos: 

-  CABMX  announced  a  $500mm  deal. 

In  cards: 

-  CCCIT  announced  a  $750mm  deal. 


«lnventory.xls>= 


Amt 
($mm)     Issue 


CUSIP 


App r ox 
AVL   Sprd  Ppy   Price   Fctr/Notes 


FIXED  Credit  Cards/Dealer  Floorplan/Student  Loans 
3.750     MBNAS  2003-A11  All      55264TCH2  1.1    E+24 
1 .  00/YTC/Aaa/AAA/AAA. 
3.750     BOIT  2003-A9  A9         06423RBE5  1.1    E+24 

1 . 00/YTC/Aaa/ARA/AAA 


98- 
SOLD 


10.000 


MBNAM  1999-J  B 


55262TEV1  2.0 


N+50 


104-      1.00/YTC/A2/A+/A+ 
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FLOATING  Credit  Cards/Dealer  Floorplan/Autos/UK  &  Aussie  RMBS/Equipment/Stranded  Cost 

3.300     CNHMT  2005-1  A  12615SAE0  0.8    +20  99-297 

1 . 00/YTC/Aaa/AAA/AAA 

1.500     CCCIT  2007-A2  A2        17305EDS1  2.7    +28  99-072 

1 .  00/YTC/Aaa/AAA/AAA. 


12.500    COMET  2004-C2  C2 
1 . 00/YTC/Baa2/BBB/BBB 
3.000     GEBL  2006-2A  D 
0 . 98/YTC/Baa2/BBB+/BBB 


14041NBH3  6.4    +125 
36159EAG7  #N/A  N+300 


98-305 
90-101 


FIXED  Auto  &  Equipment  Loans 

41.780  GSALT  2004-1  A4 

8.555  NAVOT  2003-B  A4 

3.000  AESOP  2003-3A  A3 

7.000  GSALT  2005-1  A4 

2.150  HDMOT  2005-2  A2 

3.750  TAROT  2006-C  A3 

17.210  HERTZ  2004-1A  A3 

FIXED  Stranded  Cost 

15.000  CNP  2001-1  A3 

5.000  CPL  2002-1  A3 

4.000  CONFD  2001-1  A4 

5.060  CONFD  2001-1  A5 


AVL 

Sprd 

Ppy 

Handle 

Fctr/Notes 

36292RAM3 

0.0 

E+35 

1.25 

SOLD 

0.47/YTC 

63936XAD6 

0.3 

E+50 

0.75 

99- 

0.71/YTC 

00103RAX4 

0.7 

E+25 

0.00 

98- 

1.00/YTC 

36292RAV3 

1.3 

E  +  40 

1.35 

98- 

1.00/YTC 

41283ABV0 

1.2 

E+30 

1.45 

98- 

1.00/YTC 

89578PAC3 

1.4 

E+55 

1.45 

99- 

1.00/YTC 

42805RAC3 

0.5 

E+25 

0.00 

98- 

1.00/YTC 

AVL 

Sprd 

Ppy 

Handle 

Fctr/Notes 

75953MAC4 

1.3 

E+20 

0 

99- 

1.00/YTC 

12617AAC1 

1.7 

E+20 

0 

100- 

1.00/YTC 

210523AD8 

1.3 

E+20 

SI 

99- 

0.90/YTC 

210523AE6 

4.2 

N+2  8 

SI 

101- 

1.00/YTC 

Student  Loans 

4.650     SLMA  2006-9  A2 

50.025    SLMA  2006-6  Al 

13.675    SLMA  2007-3  Al 


AVL  DM 

78443KAB2  1.5  +20 

83149FAA2  1.5  +20 

78443YAA4  0.8  +20 


Ppy  App  Pre  Fctr/Notes 

100  99-214  1.00/YTC 

150  99-205  0.68/YTC 

20  99-253  0.81/YTC 


FIXED  Home  Equity 

12.000  CWL  2002-S4  A5 

5.000  POPLR  2005-1  AF3 

24.456  CBASS  2004-CB1  AF1 

7.585  ACCR  2003-2  Al 

5.273  SAIL  2005-8  M7 

10.000  SAIL  2005-8  M8 

4.220  CWL  2005-11  MF8 

4.364  GSAMP  2004-AR2  B4 

FLOATING  Home  Equity 

75.247  SVHE  2005-4  2A3 

5.000  CWL  2005-BC5  3A2 

13.335  ABFC  2006-HE1  A2A 

20.000  MSAC  2004-HE8  A4 

5.000  CMLTI  2  007-WFH2  A3 

2.000  OWNIT  2006-5  A2C 

12.000  GSAMP  2005-WMC3  A1B 

10.000  JPMAC  2006-NC1  A5 


AVL 

Sprd 

Ppy 

Handle 

Fctr/Notes 

126671UD6  0.2 

E+50 

25 

99- 

0.87/YTC 

73316PBK5  1.0 

E+45 

15 

98- 

0.57/YTC 

04542BFH0  1.4 

E  +  55 

30 

97- 

0.03/YTC 

004375AN1  2.8 

N+100 

100 

95- 

0.31/YTC 

86358EXW1  3.8 

55- 

1.00/YTC/Ba3/BBB/ 

86358EXX9  3.8 

45- 

1.00/YTC/B3/B/ 

126670CU0  4.0 

N+500 

S3 

87- 

1 . 00/YTC/Baa2/BBB/ 

36242DDY6  0.8 

E+1500 

45 

89- 

0.36/YTC/Bal//BB+ 

AVL 

DM 

Ppy 

App  Pre 

Fctr/Notes 

83611MKB3  0.6 

+  90 

35 

99-191 

1.00/YTC 

126670NC8  0.6 

+  90 

35 

99-195 

0.7  6/YTC 

00075WAB5  0.8 

.  +70 

20 

99-161 

0.68/YTC 

61744CGW0  0.1 

+45 

35 

99-317 

0.04/YTC 

17312BAC6  2.3 

+  150 

100 

97-053 

1.00/YTC 

69121EAE8  2.8 

+  140 

S3 

96-262 

1.00/YTC 

362341L23  3.0 

+  65 

20 

99-064 

0.54/YTC 

46626LJQ4  4.7 

+  175 

100 

94-025 

1.00/YTC 

FOIA  Confidential  Treatment 
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11.000  GSAMP  2005-WMC2  A2C 

9.437  TMTS  2006-3  2A3 

10.000  AMSI  2005-R3  M2 

2.000  RASC  2005-AHL3  M2 

7.000  SURF  2006-BC2  M2 

7.115  BAYV  2004-C  Ml 

3.050  HEAT  2006-6  M3 

15.836  OWNIT  2006-6  Ml 

12.376  GSAMP  2007-FM1  M3 

15.992  HASC  2006-WMC1  M3 

16.000  ABFC  2003-OPT1  M2 

3.000  ACE  2005-RM1  M6 

7.810  GSAMP  2004-NC2  M3 

2.341  BSABS  2005-1  M3 

10.554  HEAT  2005-1  MS 

2.500  AMSI  2005-R6  M2  " 

2.500  AMSI  2005-R6  M3 

2. 000  CWL  2005-6  M5 

1.000  CBASS  2005-CB7  M6 

8.218  FFML  2006-FF11  M6 

8.733  ABFC  2006-OPT1  M6 

1.029  CARR  2005-FRE1  M5 

10.378  LBMLT  2006-7  M6 

3.902  JPMAC  2006-NC2  M6 

7.000  JPMAC  2006-CW2  MV6 

2.400  MABS  2006-NC2  M6 

3.330  LBMLT  2006-8  M6 

2.500  SASC  2006-BC5  M6 

3.000  SASC  2006-WF3  M6 

2.000  SABR  2006-NC3  M5 

4.000  SAST  2006-3  M6 

2.320  CARR  2006-NC5  M6 

4.000  MLMI  2006-MLN1  M6 

6.000  LBMLT  2006-9  M6 

2.423  MSAC  2006-HE3  M5 

2.436  CMLTI  2006-NC2  M6 

6.802  MABS  2006-WMC3  M6 

7.278  JPMAC  2006-RM1  M6 

9.833  NHEL  2007-1  M6 

5.007  GSAMP  2007-H1  M6 

3.000  .  ACCR  2007-1  M6 


1. 

,000 

ACE  2003-HE1  M4 

1. 

,000 

SURF  2003-BC4  B2 

1. 

,000 

ACE  2003-HE1  M5 

1, 

,500 

SACO  2006-6  Bl 

3. 

.000 

SACO  2006-6  B2 

7. 

,550 

CWL  2005-13  MV8 

1. 

,250 

WFHET  2006-1  M7 

3. 

.650 

MLMI  2006-HE2  Bl 
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362341UZ0 

5. 

0 

+  95 

100 

97-141 

1.00/YTC 

881561W26 

3. 

9 

+  375 

S3 

88-186 

1.00/YTC 

03072SZY4 

1. 

9 

+450 

30 

93-067 

YTC/Aa2/AA/AA 

76110W6P6 

2. 

9 

+750 

30 

83-164 

YTC/Aa2/AA/ 

84751PLR8 

3. 

2 

+  550 

S3 

86-098 

YTC/Aa2/AA/ 

073247BL1 

0. 

1 

+200 

21 

97-097 

YTM/Aa2/AA/AA 

437097AJ7 

3. 

3 

+  1000 

100 

75-093 

YTC/Aa3/AA/AA+ 

69121TAF2 

4. 

1 

+450 

S3 

86-044 

YTC/Aal/AA+/ 

3622MAAH4 

5. 

6 

+  600 

100 

76-143 

YTC/Aa3/AA-/ 

40430MAJ6 

5. 

7 

+  900 

30 

66-075 

YTC/Aa3/AA/BBB- 

04542BDJ8 

0. 

4 

+  800 

S4 

97-248 

YTC/A2/AA/A+ 

004421LR2 

0. 

7 

+  900 

30 

92-208 

YTM/A3/A/A- 

36242DHC0 

1. 

3 

+550 

100 

95-102 

YTC//A-/A- 

073877AX0 

1. 

2 

+  1500 

35 

85-244 

YTC//A-/A- 

437084HU3 

1. 

5 

+1600 

100 

80-223 

YTC/A2/A+/ 

03072SG33 

2. 

0 

+700 

40 

88-300 

YTC/NR/AA/AA 

03072SG41 

1. 

8 

+  700 

40 

89-266 

YTC/NR/AA-/AA- 

126673W65 

2. 

2 

+355 

30 

94-134 

YTC/A2/A/ 

12489WPR9 

2. 

.6 

+600 

S3 

88-125 

YTC/A3/AA/A+ 

32028PAM7 

3, 

,3 

+  1300 

100 

69-291 

YTC/A3/A/BBB+ 

00075QAK8 

3. 

,  1 

+  600 

S4 

85-158 

YTC/A3/A-/A- 

144531EK2 

3, 

,2 

+  500 

25 

88-151 

YTC/A2/A/ 

54251TAL3 

3, 

,4 

+2500 

100 

50-032 

YTC/A3/A+/BBB 

46629FAK6 

3. 

,4 

+  1200 

100 

71-067 

YTC/A3/A-/A- 

46629BAY5 

3, 

,4 

+  1200 

100 

71-052 

YTC/A3/A-/A- 

55275BAL1 

3. 

.4 

+  1600 

100 

63-125 

YTC/A2/A-/A- 

54251UAL0 

3 

.5 

+2500 

100 

49-071 

YTC/A3/A+/ 

86359SAL8 

3 

.8 

+  800 

30 

77-293 

YTC/A2/A-/A 

8  6361EAL5 

3 

.9 

+  800 

30 

77-304 

YTC/A2/A-/A- 

81377CAH1 

3 

.5 

+  1400 

100 

66-102 

YTC/A2/A-/A- 

80556AAK3 

3 

.5 

+  1300 

S4 

68-107 

YTC/A3/A/ 

144539AL7 

3 

.6 

+  850 

100 

77-136 

YTC/A2/A-/A- 

59023AAL0 

3 

.6 

+  1300 

S3 

68-005 

YTC/A3/A/ 

54251WAL6 

3 

.6 

+2500 

100 

48-112 

■  YTC/A3/A-/ 

61749HAK6 

3 

.7 

+  1100 

S3 

71-280 

YTC/A2/A/BBB+ 

17309TAL2 

3 

.4 

+  1400 

100 

67-112 

YTC/A3/A-/ 

55291KAL1 

3 

.6 

+  1600 

100 

62-121 

YTC/A3/A/ 

46629NAM5 

3 

.7 

+  1500 

100 

63-215 

YTC/A3/A-/BBB 

669971AL7 

3 

.8 

+  900 

100 

76-134 

YTC/A3/A-/ 

36245YAK0 

3 

.9 

+  1600 

S3 

60-272 

YTC/A3//A- 

00438QAK0 

4 

.1 

+  1000 

100 

71-241 

YTC/A3/A/ 

004421DD2 

0 

.2 

+2200 

45 

96-114 

YTC/Baal/BBB+/BBB+ 

84751PBP3 

0 

.4 

+  1500 

50 

94-265 

YTC/Baa2/BBB/ 

004421DE0 

0 

.2 

+2000 

45 

96-246 

YTC/Baa2/BBB/BBB 

785779AH2 

2 

.6 

20-000 

YTC/C/CCC/ 

785779AJ8 

2 

.6 

10-000 

YTC/C/CCC/ 

126670HR2 

2 

.2 

+  800 

40 

88-301 

YTC/Baa2/BBB+/ 

9497EUAP2 

2 

.8 

+2000 

100 

62-301 

YTC/Baal/A/ 

5902  0VAL7 

2 

.9 

+  1500 

S3 

70-266 

YTC/Baal/A-/ 
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3.600  SVHE  2006-OPT4  M7 

3.243  GSAMP  2006-HE4  M7 

3. 825  HEAT  2006-6  M7 

11.250  FFML  2006-FF13  M7 

3.275  SURF  2006-BC3  Bl 

4. 125  HEAT  2006-7  M7 

12.000  CWL  2006-8  M7 

2.837  GSAMP  2006-HE8  M7 

3.000  LBMLT  2006-10  M7 

2.000  WMABS  2006-HE3  M7 

4.000  LBMLT  2006-9  M7 

7.000  GSAMP  2007-NC1  M7 

5.000  WMHE  2007-HE1  M7 

5.862  .  SURF  2007-BC1  Bl 

7.000  MSAC  2007-NC1  Bl 


83611YAM4  2.9  +2250  S3 

362439AM3  3.1  +1400  100 

437097AN8  3.2  +2500  100 

30247DAM3  3.4  +1550  100 

84751WAM6  3.3  +1200  S3 

43709NAN3  3.4  +2200  100 

045427AL5  3.7  +1600  S3 

3622M8AM8  3.6  +1400  100 

54251YAM0  3.7  +3000  100 

93934MAM9  3.4  +1200  100 

54251WAM4  3.6  +3000  100 

3622MGAM0  3.8  +1200  100 

933631AM5  3.9  +2000  100 

84752BAP4  4.0  +1400  S3 

617505AM4  4.7  +1400  S3 


59-096  YTC/Baa2/BBB+/ 

70-136  YTC/Baal/A/ 

53-024  YTC/Baal/A/BBB+ 

65-007  YTC/Baal/A/ 

72-293  YTC/Baal/A-/ 

54-297  YTC/Baal/A-/BBB 

63-198  YTC/Baal/BBB+/ 

66-293  YTC/Baal/BBB+/ 

42-155  YTC/Baal/BBB+/ 

71-296  YTC/Baal/BBB+/ 

43-063  YTC/Baal/A-/ 

69-261  YTC/Baal/BBB+/ 

54-103  YTC/Baal/BBB+/ 

64-198  YTC/Baal/BBB+/ 

61-304  YTC/Baal/BBB+/ 


5.000  FHLT  2005-B  M10 

10.218  PPSI  2004-WCW1  M7 

4. 500  ECR  2005-4  M9 

3.000  INABS  2005-B  M9 

3.150  RASC  2005-KS12  M9 

2.400  SVHE  2006-OPT4  M8 

7.156  GSAMP  2006-HE3  M9 

1.500  FHLT  2006-A  M8 

5.000  NCHET  2006-1  M9 

8.410  GSAMP  2006-HE5  M9 

3. 131  FHLT  2006-D  M9 

4.000  SASC  2006-EQ1A  M9 

7.100  RAMP  2006-RZ3  M9 

1.421  MSAC  2006-HE7  B3 


61744CMC7  0.6  +2500  33  88-108 

35729PKE9  1.2  +3650  S4  69-292 

70069FAJ6  1.3  +2000  S4  82-191 

29256PBE3  1.9  +2000  40  73-151 

456606HB1  2.1  +2050  100  71-267 

753910AM0  2.7  +1700  S4  71-276 

83611YAN2  2.8  +3200  S3  50-042 

36244KAP0  2.9  +3000  100  50-281 

35729RAP1  2.9  +2600  100  55-214 

64352VRB9  3.0  +3300  100  48-137 

362437AP0  3.3  +3000  100  47-293 

35729VAP2  3.6  +2700  100  49-225 

86360RAP8  3.7  +1300  30  72-127 

75156MAM7  3.9  +2000  100  59-037 

61750MAQ8  4.1  +2500  S3  48-252 


YTC/Baa3/BBB-/ 

YTC/Baa2//BBB 

YTC/Baa3/BBB-/ 

YTC/Baa3/BBB/BBB- 

YTC/Baa3/BBB+/ 

YTC/Baa3/BBB/ 

YTC/Baa3'/BBB+/ 

YTC/Ba3/BB/BB 

YTC/B3/B/BB 

YTC/Baa3/BBB/ 

YTC/Baa3/BBB-/BB 

YTC/Baa3/BBB-/ 

YTC/Baa3//BBB- 

YTC/Ba2/BBB-/ 


FIXED  Alt-A 


AVL 


Sprd   Ppy   App  Pre   Fctr/Notes 


FLOATING  Alt-A 

4.000  GSAA  2006-10  AVI 

7.300  GSAA  2006-3  Al 

4.300  GSAA.  2006-12  Al 

20.000  GSAA.  2006-19  Al 

25.000  GSAA  2004-6  A2 

21.500  IMM  2005-4  1A2 

3.000  GSAA  2006-20  1A1 

20.000  GSAA  2005-15  2A2 


AVL 
362375AA5  0.6 
362334BQ6  1.0 
362381AA3  1.2 
362244AA3  1.2 
36228F7E0  1.2 
45254NPC5  1.9 
362351AA6  1.3 
362341D71  3.2 


DM  Ppy  App  Pre  Fctr/Notes 

+75  20  99-196  0 . 44/YTC/Aaa/AAA/ 

+75  20  99-111  0.52/YTC/Aaa/AAA/ 

+75  20  99-066  0 . 65/YTC/Aaa/AAA/ 

+75  20  99-074  0. 69/YTC/Aaa/AAA/ 

+  50  40  99-280  0. 14/YTC/Aaa/AAA/ 

+75  20  99-091  0 . 33/YTC/Aaa/AAA/ 

+75  20  99-046  0. 76/YTC/Aaa/AAA/ 

+95  20  97-298  1 . 00/YTC/Aaa/AAA/ 


15.000    IMM  2004-11  2M2 
10.255    BSABS  2007-AC1  Ml 
5.000     BSABS  2  007-AC2  Ml 


45254NME4  0.9  +300  20 
07389XAE3  6.0  +400  20 
073854AD3  6.2    +400    20 


97-256  0.24/YTC/Aa2/AA/ 
83-188  1.00/YTC/Aa2/AA/ 
83-056    1.00/YTC/Aa2/AA/ 


1.000     GSAA  2005-5  B2 
1 . 00/YTC/Baa2/BBB/BBB 
0.700     GSAA  2005-9  B3 
0.730     GSAA  2005-6  M3 


36242DS38 

1 

0 

+3000 

20 

76-233 

362341GT0 

3 

1 

+2500 

20 

55-253 

36242D3Z4 

3 

7 

+2500 

20 

52-283 

1 .  00/YTC/Baa3/BBB-/ 
1.00/YTC/A2/A/ 
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1.000     GSAA  2006-9  Bl 

4.551  GSAA.  2005-11  M4 

6.552  CWALT  2005-AR1  M5 


362382AP8  4.8  +1900  20 
362341PE3  4.6  +800  20 
12668A4X0  5.3    +1350   20 
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51-284    1.00/YTC/Baa2/A/ 
76-095    1.00/YTC/A3/A-/ 
60-097    1.00/YTC/A2/*-/A+/ 


William  Street  Funding 


Small  Business  Administration 


SP  CDOs 


AVL  DM  Ppy  App  Pre  Fctr/Notes 
AVL  Sprd  Ppy  Handle  Fctr/Notes 
AVL    DM      Ppy    App  Pre   Fctr/Notes 


NIMs 


AVL 


Yield   Ppy   App  Pre   Fctr/Notes 


Student 

Student 

Floating 

Fixed 

HomeEq 

HomeEq 

Loan 

Loan 

Cards 

Cards 

Autos 

RRB 

Fxd 

Fit 

FFELP 

Private 

1 

-2/-3 

-3/-4 

-1/-2   • 

-4/-5 

30/25 

10/8 

0/-1 

2/1 

2 

-1/-2 

-2/-3 

O/'-i 

-3/-4 

42/37 

16/  13 

1  /  r\ 
J./  u 

3/2 

3 

0/-1 

-1/-2 

4/3 

-2/-3 

52/47 

25/20 

3/2 

4/3 

5 

4/3 

2/1 

1/0 

85/80 

29/24 

7/6 

6/5 

7 

6/5 

5/4 

6/5 

105/95 

35/30 

11/10 

14/13 

10 

9/7 

8/7 

9/8 

112/107 

13/12 

18/17 

Home 

Eq  Fit  Mezz/Sub 

AA 

70/55 

A 

145/125 

BBB+ 

•375/300 

BBB 

575/450 

BBB- 

800/625 

ABX. 

HE. 07-2  CI 
Price 

oses 
Spread 

Change 

AAA 

96-00 

141 

-25bp 

AA 

85-00 

588    -15 

4bp 

A 

61-00 

1470 

-105bp 

BBB 

42-00 

2213 

-4bp 

BBB- 

39-00 

2318 

-33bp 

Disclaimer: 

This  material  has  been  prepared  specifically  for  you  by  the  Fixed  Income  or  J.  Aron  Trading/Sales  Department  and  is  not  the  product 
of  Fixed  Income  or  J.  Aron  Research.  We  are  not  soliciting  any  action  based  upon  this  material.  Opinions  expressed  are  our  present 
opinions  only.  The  material  is  based  upon  information  which  we  consider  reliable,  but  we  do  not  represent  that  it  is  accurate  or 
complete,  and  it  should  not  be  relied  upon  as  such.  Certain  transactions,  including  those  involving  futures,  options  and  high  yield 
securities,  give  rise  to  substantial  risk  and  are  not  suitable  for  all  investors.  We,  or  persons  involved  in  the  preparation  or  issuance  of 
this  material,  may  from  time  to  time,  have  long  or  short  positions  in,  and  buy  or  sell,  the  securities,  futures,  options  or  other 
instruments  and  investments  identical  with  or  related  to  those  mentioned  herein.  Goldman  Sachs  does  not  provide  accounting,  tax  or 
legal  advice;  such  matters  should  be  discussed  with  your  advisors  and  or  counsel.  In  addition,  we  mutually  agree  that,  subject  to  .  .  . 
applicable  law,  you  may  disclose  any  and  all  aspects  of  this  material  that  are  necessary  to  support  any  U.S.  federal  income  tax 
benefits,  without  Goldman  Sachs  imposing  any  limitation  of  any  kind.  This  material  has  been  issued  by  Goldman,  Sachs  &  Co.  and 
has  been  approved  by  Goldman  Sachs  International,  which  is  authorised  and  regulated  by  The  Financial  Services  Authority,  in 
connection  with  its  distribution  in  the  United  Kingdom  and  by  Goldman  Sachs  Canada  in  connection  with  its  distribution  in  Canada. 
Further  information  on  any  of  the  securities,  futures  or  options  mentioned  in  this  material  may  be  obtained  upon  request. 
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RE:  Follow  up 


With  respect  to  your  second  question  below,  as  noted  in  my  letter  of  December  21,  2010,  Section  12.5  of  the  Indenture 
for  thp  TimhPrwolf  CDO  confers  on  the  Secured  Party  the  right  to  consent  to  the  selection  and  reinvestment  of  default 
swap  collateral.  It  is  the  position  of  Goldman  Sachs  that  neither  Section  12.5  of  the  Indenture  nor  any  other  relevant 
deal  documents  impose  any  obligation  on  the  Secured  Party  to  consent  to  reinvestment  of  default  swap  collateral 
either  on  a  case-by-case  basis  or  generally.  Of  course,  as  you  know,  with  respect  to  Timberwolf,  re.nvestment  of  default 
swap  collateral  did  occur. 

Thanks.  Lee 


From:  Roach,  Bob  fHSGAO 

Sent:  Thursday,  December  23,  2010  4:09"PM 

To:  Blalack,  K.  Lee 


Hi  Lee  - 

to  follow  up  on  with  you 


There  are  two  items  I  wanted 


2    I  have  read  Goldman's  answer  regarding  its  current  views  with  respect  to  its  right  to  object  to  reinvestment  of 
collateral  in  the  T.mberwolf  CDO.  I  realize  that  Section  12.5  of  the  Indenture  provides  consent  rights  to  the  Secured 
Party  (GSI)  and  no  default  swap  collateral  may  be  purchased  by  the  issuer  if  it  is  objected  to  by  the  Secured  Party.  What 
I  would  like  Goldman's  view  on  is  whether  that  right  can  extend  to  and  permit  objecting  to  the  purchase  of  any 
proposed  default  swap  collateral  (either  on  a  case  by  case  basis  or  via  a  blanket  refusal  to  consent  to  the  purchase  of 
any  default  swap  collateral  so  that  the  issuer  is  unable  to  purchase  any  new  or  additional  purchases  of  default  swap 
collateral.  In  other  words,  would  the  rights  given  to  Goldman  as  the  Secured  Party  under  Section  125  enable  Goldman 
to  prevent  the  issuer  from  purchasing  any  new  or  additional  default  swap  collateral,  so  that  as  ex.stmg  default  swap 
collateral  yields  interest  or  dividends  or  pays  down,  all  the  income  remains  in  cash  and  is  not  used  to  purchase  new  or 
additional  default  swap  collateral? 


Thanks. 


Permanent  Subcommittee  on  Investigations 


Wall  Street  &  The  Financial  Crisis 
Report  Footnote  #2653_ 
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Redacted  By  The 

Permanent  Subcommittee 

on  Investigations 


Pages  2-8  of  email  chain  redacted  by  the  Permanent  Subcommittee  on  Investigations. 
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From:  Horvath,  Jordan 

Sent:  Friday,  September  07,  2007  8:42  AM 

To:  Saunders,  Tim;  Bieber,  Matthew  G.;  Helfrick,  Susan 

Cc-  Lehman,  David  A. 

Subject:  RE:  Timberwolf  -  Default  Swap  Collateral 

I  can  do  1:15  —  I  will  send  around  an  invite  to  mark  it  off  on  our  calendars. 

Original  Message 

From:  Saunders,  Tim 

Sent:  Friday,  September  07,  2007  8:14  AM 

To:  Bieber,  Matthew  G.;  Helfrick,  Susan;  Horvath,  Jordan 

Cc:  Lehman,  David  A. 

Subject:  Re:  Timberwolf  —  Default  Swap  Collateral 

Perfect.  You  want  to  say  1pm?  Susan  and  Jordan  does  that  work  for  u  all? 

Original  Message  

From:  Bieber,  Matthew  G. 

To:  Saunders,  Tim;  Helfrick,  Susan;  Horvath,  Jordan 

Cc:  Lehman,  David  A. 

Sent:  Fri  Sep  07  08:11:46  2007 

Subject:  RE:  Timberwolf  —  Default  Swap  Collateral 

I  am  as  well... this  afternoon  works  for  me,  though. 

Original  Message 

From:  Saunders,  Tim 

Sent:  Friday,  September  07,  2007  8:11  AM 

To:  Bieber,  Matthew  G.;  Helfrick,  Susan;  Horvath,  Jordan 

Cc:  Lehman,  David  A. 

Subject:  Re:  Timberwolf  —  Default  Swap  Collateral 

Let's  discuss  live.  I'm  pretty  tied  up  this  morning  but  will  try  to  break  away. 

--- —  Original  Message  

From:  Bieber,  Matthew  G. 

To:  Saunders,  Tim;  Helfrick,  Susan;  Horvath,  Jordan 

Cc:  Lehman,  David  A. 

Sent:  Fri  Sep  07  07:46:29  2007 

Subject:  FW:  Timberwolf  —  Default  Swap  Collateral 

Pis  see  email  we  received  below  -  wanted  to  get  your  take  on  what  response  (if  any)  we 
should  craft.  This  is  related  to  the  default  swap  collateral  account  in  Timberwolf  used  to 
collateralize  the  exposure  we  have  to  the  CDO  on  the  CDS  contracts  that  are  the  assets  in 
TWOLF. 


From:  Joe  Marconi  [mailto:joe.marconi@greywolfcapital.com] 

Sent:  Friday,  September  07,  2007  7:23  AM 

To:  Lehman",  David  A.  , 

Cc:  Joe  Marconi;  Greg  Mount;  Bieber,  Matthew  G. ;  Swenson,  Michael 

Subject:  FW:  Timberwolf  —  Default  Swap  Collateral 

Importance:  High 


Permanent  Subcommittee  on  Investigations 


nsl 

11 


Wall  Street  &  The  Financial  Crisis 

^gortFootnote#265^^J  GS  MBS-E-02188107; 


Footnote  Exhibits  -  Page  5391 

David:  As  we  discussed  yesterday,  I  believe  that  your  refusal  to  approve  the  purchase  of 
any  additional  Default  Swap  Collateral  into  Timberwolf  is  unreasonable  and  inconsistent 
with  the  way  the  transaction  structure  was  originally  presented  to  us.  We  were  told  that 
the  purpose  of  the  approval  rights  was  to  permit  GS  to  review  specific  assets  and  approve 
or  disapprove  specific  assets  based  on  their  relative  credit  merits.  If  we  thought  for  a 
second  that  you  had  the  right  to  prohibit  all  new  purchases  indefinitely,  we  would  have 
implemented  the  much  simpler  GIC ■ structure  that  is  used  in  most  other  synthetic  CDOs  and 
CD0A2  transactions  and  thereby  locked  in  a  fixed  spread  to  LIBOR  for  the  term  of  our 
transaction.  Also,  the  Timberwolf  CDS  economics  include  an  ongoing  fee  to  GS  for  the  put 
swap  component  of  the  trade;  we  would  not  have  agreed  to  those  terms  if  we  thought  you  had 
this  option.  Finally,  I  believe  that  if  anyone  on  the  deal  team  thought  you  had  this 
option,  it  would  have  been  clearly  disclosed  in  the  OM.  Especially  given  current  market 
conditions,  I  am  surprised  that  you  are  taking  a  position  that  will  directly  result  in 
less  cash  flow  being  available  to  debt  and  equity  investors.  As  I  said  yesterday,  we 
recognize  the  impact  of  current  market  conditions  and,  even  before  I  spoke  with  Matt,  I 
was  suggesting  we  collectively  focus  on  shorter  average  life  AAA  RMBS  for  the  deal  and  I 
specifically  solicited  feedback  on  securities  where  GS  would  be  comfortable.  I  continue  to 
be  surprised  by  your  response.  Joe. 


Joe  Marconi 

GREYWOLF  CAPITAL 

4  Manhattanville  Road,  Suite  201 

Purchase,  NY   10577 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


P)  914.251.8249 

F)  914.251.8244 

M)  914MMBMBI 

E)  joe.marconi@greywolfcapital.com  <mailto:s@greywolfcapital.com> 


CONFIDENTIALITY  NOTICE: 

This  email,  including  attachment (s) ,  is  confidential  and  is  intended  for  the  exclusive  use 
of  the  designated  recipient (s)  named  above.   If  the  reader  of  this  email  is  not  the 
intended  recipient  or  its  authorized  agent,  the  reader  is  hereby  notified  that  any 
dissemination,  distribution  or  copying  of  this  email  is  prohibited.   If  you  have  received 
this  email  in  error,  please  notify  the  sender  immediately  by  replying  to  this  email  and 
delete  this  email  and  any  attachment (s)  from  your  system.  Thank  You.  Greywolf  Capital 
Management  LP . 


From:  Joe  Marconi 

Sent:  Thursday,  September  06,  2007  9:19  AM 

To:  'david.lehman@gs.com' 

Cc:  Joe  Marconi;  Greg  Mount;  Bieber,  Matthew  G. ;  Swenson,  Michael 

Subject:  FW:  Timberwolf  —  Default  Swap  Collateral 

Importance:  High 


David:  I  would  like  to  have  a  call  with  you  to  discuss  the  purchase  of  Default  Swap 
Collateral  into  Timberwolf.  I  understand  you  are  traveling  this  week.  Let  me  know  when  you 
will  have  some  time  to  talk.  In  response  to  the  attached  message,  Matt  told  me  that  GS 
will  not  approve  the  purchase  of  any  additional  Default  Swap  Collateral  into  Timberwolf. 
While  GS  does  have  consent  rights  regarding  the  purchase  of  Default  Swap  Collateral,  a 
blanket  refusal  to  approve  any  assets  is  inappropriate,  inconsistent  with  the  parties 
original  expectations  and  will  negatively  impact  the  performance  of  both  the  debt  and 
equity  issued  by  Timberwolf.  Give  me  a  call  when  you  can.  Joe. 
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Joe  Marconi 

GREYWOLF  CAPITAL 

4  Manhattanville  Road,  Suite  201 

Purchase,  NY   10577 


•=  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


P)  914.251.8249 

F)  914.251^8244 

M)  914  4HBHHP 

E)  joe.marconi@greywolfcapital.com  <mailto:s@greywolfcapital.com> 


CONFIDENTIALITY  NOTICE:  .        . 

This  email,  including  attachment (s) ,  is  confidential  and  is  intended  for  the  exclusive  use 
of  the  designated  recipient(s)  named  above.   If  the  reader  of  this  email  is  not  the 
intended  recipient  or  its  authorized  agent,  the  reader  is  hereby  notified  that  any 
dissemination,  distribution  or  copying  of  this  email  is  prohibited.   If  you  have  received 
this  email  in  error,  please  notify  the  sender  immediately  by  replying  to  this  emaix  aud 
delete  this  email  and  any  attachment (s )  from  your  system.  Thank  You.  Greywolf  Capital 
Management  LP. 


From:  Joe  Marconi 

Sent:  Thursday,  September  06,  2007  8:18  AM 

To:  ' Shimonov,  Roman' 

Cc:  Joe  Marconi;  Bieber,  Matthew  G. ;  'Martin,  Nicole' 

Subject:  Timberwolf  —  Default  Swap  Collateral 


Roman : 


We  are  doing  our  credit  work  on  these  3  bonds  which  are  shown  on  the  GS  inventory  sheet. 
If  we  get  comfortable  with  these  positions,  would  GS  be  ok  adding  them  to  Timberwolf  as 
Default  Swap  Collateral?  We  should  be  done  with  our  credit  work  today. 


Thanks.  Joe. 


FLOATING  Home  Equity 
75.247    SVHE  2005-4  2A3 
5.000     CWL  2005-BC5  3A2 
13.335    ABFC  2006-HE1  A2A 


AVL 

DM 

83611MKB3 

0.6 

+90 

126670NC8 

0.6 

+90 

00075WAB5 

0.8 

+70 

Ppy  App  Pre  Fctr/Notes 

35  99-191  1.00/YTC 

35  99-195  0.76/YTC 

20  99-161  0.68/YTC 


From:  Bruns,  William  [mailto:William.Bruns@gs.com] 

Sent:  Thursday,  September  06,  2007  7:48  AM 

To:  undisclosed-recipients 

Subject:  Goldman  Sachs  ABS  Inventory  (External) 


ABS  Cash  Trading: 
(212)902-5090 


Mike  Swenson   Deeb  Salem   Edwin  Chin   Jordan  Kaufman  Will  Bruns  +1 
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In  autos: 

-  CARMX  announced  a  $ 500mm  deal. 

In  cards : 

-  CCCIT  announced  a  $750mm  deal. 


«Inventory.xls» 


Amt 
($mm)     Issue 


CUSIP 


Approx 
AVL    Sprd   Ppy    Price    Fctr/Notes 


FIXED  Credit  Cards/Dealer  Floorplan/Student  Loans 
3.750     MBNAS  2003-A11  All      55264TCH2  1.1    E+24 
3.750     BOIT  2003-A9  A9         06423RBE5  1.1    E+24 


10.000    MBNAM  1999- J  B 


55262TEV1  2.0    N+50 


98-       1.00/YTC/Aaa/AAA/AAA 
SOLD      1.00/YTC/Aaa/AAA/AAA 

104-      1.00/YTC/A2/A+/A+ 


FLOATING  Credit  Cards/Dealer  Floorplan/Autos/UK  &  Aussie  RMBS/Equipment/Stranded  Cost 
3.300     CNHMT  2005-1  A  12615SAE0  0.8    +20  r""  ";n";    '  ^•"•'^.'"-----'-".il! 

1.500     CCCIT  2007-A2  A2        17305EDS1  2.7    +28 


99-072 


1 .  00/YTC/Aaa/AAA/AAA 


12.500    COMET  2004-C2  C2 
1 . 00/YTC/Baa2/BBB/BBB 
3.000     GEBL  2006-2A  D 
0 . 98/YTC/Baa2/BBB+/BBB 

FIXED  Auto  &  Equipment  Loans 

41.780  GSALT  2004-1  A4 

8.555  NAVOT  2003-B  A4 

3.000  AESOP  2003-3A  A3 

7.000  GSALT  2005-1  A4 

2.150  HDMOT  2005-2  A2 

3.750  TAROT  2006-C  A3 

17.210  HERTZ  2004-1A  A3 

FIXED  Stranded  Cost 
15.000    CNP  2001-1  A3 
5.000     CPL  2002-1  A3 
4.000     CONFD  2001-1  A4 
5.060     CONFD  2001-1  A5 

Student  Loans 

4.650  SLMA  2006-9  A2  . 

50.025  SLMA  2006-6  Al 

13.675  SLMA  2007-3  Al 

FIXED  Home  Equity 
12.000    CWL  2002-S4  A5 
5.000     POPLR  2005-1  AF3 
24.456    CBASS  2004-CBl  AF1 
7.585    ACCR  2003-2  Al 

5.273  SAIL  2005-8  M7 
10.000  SAIL  2005-8  M8 
4.220     CWL  2005-11  MF8 

4.364     GSAMP  2004-AR2  B4 

FLOATING  Home  Equity 
75.247    SVHE  2005-4  2A3 
5.000     CWL  2005-BC5  3A2 
13.335    ABFC  2006-HE1  A2A 
20.000   MSAC  2004-HE8  A4 


14041NBH3  6.4    +125 
36159EAG7  #N/A  N+300 


AVL  Sprd 

36292RAM3  0.0  E+35 

63936XAD6  0.3  E+50 

00103RAX4  0.7  E+25 

36292RAV3  1.3  E+40 

41283ABV0  1.2  E+30 

89578PAC3  1.4  E+55 

42805RAC3  0.5  E+25 

AVL 
75953MAC4  1.3 
12617AAC1  1.7 
210523AD8  1.3 
210523AE6  4.2 

AVL 
78443KAB2  1.5 
83149FAA2  1.5 
78443YAA4  0.8 

AVL 
126671UD6  0.2 
73316PBK5  1.0 
04542BFH0  1.4 
004375AN1  2.8 

86358EXW1  3.8 
86358EXX9  3.8 
126670CU0  4.0 

36242DDY6  0.8 

AVL  DM 

83611MKB3  0.6  +90 

126670NC8  0.6  •  +90 

00075WAB5  0.8  +70 

61744CGW0  0.1  +45 


Ppy 
1.25 
0.75 
0.00 


35 

45 

,45 

,00 


Sprd  Ppy 

E+20  0 

E+20  0 

E+20  SI 

N+28  SI 

DM  Ppy 

+20  100 

+20  150 

+20  20 

Sprd  Ppy 

E+50  25 

E+45  15 

E+55.  30 

N+100  100 


N+500   S3 
E+1500  45 


Ppy 

35 

35 

20 

35 


98-305 
90-101 


Handle 

SOLD 

99- 

98- 

98- 

98- 

99- 

98- 

Handle 

99- 

100- 

99- 

101- 


Fctr/Notes 

0.47/YTC 

0.71/YTC 

1.00/YTC 

1.00/YTC 

1.00/YTC 

1.00/YTC 

1.00/YTC 

Fctr/Notes 

1.00/YTC 

1.00/YTC 

0.90/YTC 

1.00/YTC 


App  Pre  Fctr/Notes 

99-214  1.00/YTC 

99-205  0.68/YTC 

99-253  0.81/YTC 


Handle 

99- 

98- 

97- 

95- 

55- 
45- 
87- 

89- 

App  Pre 

99-191 

99-195 

99-161 

99-317 


Fctr/Notes 

0.87/YTC 

0.57/YTC 

0.03/YTC 

0.31/YTC 

1.00/YTC/Ba3/BBB/ 

1.00/YTC/B3/B/ 

1.00/YTC/Baa2/BBB/ 

0 . 36/YTC/Bal//BB+ 

Fctr/Notes 
1.00/YTC 
0.7  6/YTC 
0.68/YTC 
0.04/YTC 
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5.000 

CMLTI  2007-WFH2  A3 

17312BAC6  2.3 

+150 

100 

97-053 

1.00/YTC 

2.000 

OWNIT  2006-5  A2C 

69121EAE8  2.8 

+140 

S3 

96-262 

1.00/YTC 

12.000 

GSAMP  2005-WMC3  A1B 

362341L23  3.0 

+65 

20 

99-064 

0.54/YTC 

10.000 

JPMAC  2006-NC1  A5 

46626LJQ4  4.7 

+175 

100 

94-025 

1.00/YTC 

ii.ooo 

GSAMP  2005-WMC2  A2C 

362341UZ0  5.0 

+95 

100 

97-141 

1.00/YTC 

9.437 

TMTS  2006-3  2A3 

881561W26  3.9 

+375 

S3 

88-186 

1.00/YTC 

10.000 

AMSI  2005-R3  M2 

03072SZY4  1.9 

+450 

30 

93-067 

YTC/Aa2/AA/AA 

2.000 

RASC  2005-AHL3  M2 

76110W6P6  2.9 

+750 

30 

83-164 

YTC/Aa2/AA/ 

7.000 

SURF  2006-BC2  M2 

84751PLR8  3.2 

+550 

S3 

86-098 

YTC/Aa2/AA/ 

7.115 

BAYV  2004-C  Ml 

073247BL1  0.1 

+200 

21 

97-097 

YTM/Aa2/AA/AA 

3.050 

HEAT  2006-6  M3 

437097AJ7  3.3 

+1000 

100 

75-093 

YTC/Aa3/AA/AA+ 

15.836 

OWNIT  2006-6  Ml 

69121TAF2  4.1 

+450 

S3 

86-044 

YTC/Aal/AA+/ 

12.376 

GSAMP  2007-FM1  M3 

3622MAAH4  5.6 

+600 

100 

76-143 

YTC/Aa3/AA-/ 

15.992 

HASC  2006-WMC1  M3 

40430MAJ6  5.7 

+900 

30 

66-075 

YTC/Aa3/AA/BBB- 

16.000 

ABFC  2003-OPT1  M2 

04542BDJ8  0.4 

+800 

S4 

97-248 

YTC/A2/AA/A+ 

3.000 

ACE  2005-RM1  M6 

004421LR2  0.7 

+900 

30 

92-208 

YTM/A3/A/A- 

7.810 

GSAMP  2004-NC2  M3 

36242DHC0  1.3 

+550 

100 

95-102 

YTC//A-/A- 

2.341 

BSABS  2005-1  M3 

073877AX0  1.2 

+1500 

35 

85-244 

YTC//A-/A- 

n  r\       s*i  1  -t 

X  X  W  jn^./  -rVT/ 

10.554 

HEAT  2005-1  M5 

437084KU3  l.o 

tiDUU 

J.UVJ 

O  \J~  £.£*  O 

2.500 

AMSI  2005-R6  M2 

03072SG33  2.0 

+700 

40 

88-300 

YTC/NR/AA/AA 

2.500 

AMSI  2005-R6  M3 

03072SG41  1.8 

+700 

40 

89-266 

YTC/NR/AA-/AA- 

2.000 

CWL  2005-6  M5 

126673W65  2.2 

+355 

30 

94-134 

YTC/A2/A/ 

1.000 

CBASS  2005-CB7  M6 

12489WPR9  2.6 

+600 

S3 

88-125 

YTC/A3/AA/A+ 

8.218 

FFML  2006-FF11  M6 

32028PAM7  3.3 

+1300 

100 

69-291 

YTC/A3/A/BBB+ 

8.733 

ABFC  2006-OPT1  M6 

00075QAK8  3.1 

+600 

S4 

85-158 

YTC/A3/A-/A- 

1.029 

CARR  2005-FRE1  M5 

144531EK2  3.2 

+500 

25 

88-151 

YTC/A2/A/ 

10.378 

LBMLT  2006-7  M6 

54251TAL3  3.4 

+2500 

100 

50-032 

YTC/A3/A+/BBB 

3.902 

JPMAC  2006-NC2  M6 

46629FAK6  3.4 

+1200 

100 

71-067 

YTC/A3/A-/A- 

7.000 

JPMAC  2006-CW2  MV6 

46629BAY5  3.4 

+1200 

100 

71-052 

YTC/A3/A-/A- 

2.  400 

MABS  2006-NC2  M6 

55275BAL1  3.4 

+1600 

100 

63-125 

YTC/A2/A-/A- 

3.330 

LBMLT  2006-8  M6 

54251UAL0  3.5 

+2500 

100 

49-071 

YTC/A3/A+/ 

2.500 

SASC  2006-BC5  M6 

86359SAL8  3.8 

+800 

30 

77^293 

YTC/A2/A-/A 

3.000 

SASC  2006-WF3  M6 

86361EAL5  3.9 

+800 

30 

77-304 

YTC/A2/A-/A- 

2.000 

SABR  2006-NC3  M5 

81377CAH1  3.5 

+1400 

100 

66-102 

YTC/A2/A-/A- 

4.000 

SAST  2006-3  M6 

80556AAK3  3.5 

+1300 

S4 

68-107 

YTC/A3/A/ 

2.320 

CARR  2006-NC5  M6 

144539AL7  3.6 

+850 

100 

77-136 

YTC/A2/A-/A- 

4.000 

MLMI  2006-MLN1  M6 

59023AAL0  3.6 

+1300 

S3 

68-005 

YTC/A3/A/ 

6.  000 

LBMLT  2006-9  M6 

54251WAL6  3.6 

+2500 

100 

48-112 

YTC/A3/A-/ 

2.423 

MSAC  2006-HE3  M5 

61749HAK6  3.7 

+1100 

S3 

71-280 

YTC/A2/A/BBB+ 

2.436 

CMLTI  2006-NC2  M6 

17309TAL2  3.4 

+1400 

100 

67-112 

YTC/A3/A-/ 

6.802 

MABS  2006-WMC3  M6 

55291KAL1  3.6 

+1600 

100 

62-121 

YTC/A3/A/ 

7.278 

JPMAC  2006-RM1  M6 

4  6629NAM5  3.7 

+1500 

100 

63-215 

YTC/A3/A-/BBB 

9.833 

NHEL  2007-1  M6 

669971AL7  3.8 

+900 

100 

76-134 

YTC/A3/A-/ 

5.007 

GSAMP  2007-H1  M6 

36245YAK0  3.9 

+1600 

S3 

60-272 

YTC/A3//A- 

3.000 

ACCR  2007-1  M6 

00438QAKO  4.1 

+1000 

100 

71-241 

YTC/A3/A/ 

1.000 

ACE  2003-HE1  M4 

004421DD2  0.2 

+2200 

45 

96-114 

YTC/Baal/BBB+/BBB+ 

1.000 

SURF  2003-BC4  B2 

84751PBP3  0.4 

+1500 

50 

94-265 

YTC/Baa2/BBB/ 

1.000 

ACE  2003-HE1  M5 

004421DEO  0.2 

+2000 

45 

96-246 

YTC/Baa2/BBB/BBB 

1.500 

SACO  2006-6  Bl 

785779AH2  2.6 

20-000 

YTC/C/CCC/ 

3.000 

SACO  2006-6  B2 

785779AJ8  2.6 

10-000 

YTC/C/CCC/ 

7.550 

CWL  2005-13  MV8. 

126670HR2  2.2 

+800 

40 

88-301 

YTC/Baa2/BBB+/ 

1.250 

WFHET  2006-1  M7 

9497EUAP2  2.8 

+2000 

100 

62-301 

YTC/Baal/A/ 

3.650 

MLMI  2006-HE2  Bl 

5902  0VAL7  2.9 

+1500 

S3 

70-266 

YTC/Baal/A-/ 

3.600 

SVHE  2006-OPT4  M7 

83611YAM4  2.9 

+2250 

S3 

59-096 

YTC/Baa2/BBB+7 

3.243 

GSAMP  2006-HE4  M7 

362439AM3  3.1 

+1400 

100 

70-136 

YTC/Baal/A/ 

3.  825 

HEAT  2006-6  M7 

437097AN8  3.2 

+2500 

100 

53-024 

YTC/Baal/A/BBB+ 

11.250 

FFML  2006-FF13  M7 

30247DAM3  3.4 

+1550 

100 

65-007 

YTC/Baal/A/ 

3.275 

SURF  2006-BC3  Bl 

84751WAM6  3.3 

+1200 

S3 

72-293 

YTC/Baal/A-/ 

4.125 

HEAT  2006-7  M7 

43709NAN3  3.4 

+2200 

100 

54-297 

YTC/Baal/A-/BBB 

12. 000 

CWL  2006-8  M7 

045427AL5  3.7 

+1600 

S3 

63-198 

YTC/Baal/BBB+/ 

2.837 

GSAMP  2006-HE8  M7 

3622M8AM8  3.6 

+1400 

100 

66-293 

YTC/Baal/BBB+/ 

3.000 

LBMLT  2006-10  M7 

54251YAM0  3.7 

+3000 

100 

42-155 

YTC/Baal/BBB+/ 
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2.000 

WMABS  2006-HE3  M7 

4.000 

LBMLT  2006-9  M7 

7.000 

GSAMP  2007-NC1  M7 

5.000 

WMHE  2007-HEl  M7 

5.862 

SURF  2007-BC1  Bl 

7.000 

MSAC  2007-NC1  Bl 

2.000 

MSAC  2005-WMC1  B3 

5.000 

FHLT  2005-B  M10 

10.218 

PPSI  2004-WCW1  M7 

4.500 

ECR  2005-4  M9 

3.000 

INABS  2005-B  M9 

3.150 

RASC  2005-KS12  M9 

2.400 

SVHE  2006-OPT4  M8 

7.156 

GSAMP  2006-HE3  M9 

1.500 

FHLT  2006-A  M8 

5.000 

NCHET  2006-1  M9 

8.410 

GSAMP  2006-HE5  M9 

3.131 

FHLT  2006-D  M9 

a      n  An 

SASC  2006-EQ1A  M9 

*±  <  \J  \J  u 

7.100 

RAMP  2006-RZ3  M9 

1.421 

MSAC  2006-HE7  B3 

FIXED  Alt-A 

FLOATING  Alt-A 

4.000 

GSAA  2006-10  AVI 

7.300 

GSAA  2006-3  Al 

4.300 

GSAA  2006-12  Al 

20.000 

GSAA  2006-19  Al 

25.000 

GSAA  2004-6  A2 

21.500 

IMM. 2005-4  1A2 

3.000 

GSAA  2006-20  1A1 

20.000 

GSAA  2005-15  2A2 

15.000    IMM  2004-11  2M2 
10.255    BSABS  2007-AC1  Ml 
5.000     BSABS  2007-AC2  Ml 

1.000  GSAA  2005-5  B2 
1 . 00/YTC/Baa2/BBB/BBB 

0.700  GSAA  2005-9  B3 

0.730  GSAA  2005-6  M3 

1.000  GSAA  2006-9  Bl 

4.551  GSAA  2005-11  M4 

6.552  CWALT  2005-AR1  M5 

William  Street  Funding 

Small  Business  Administration 

SP  CDOs 

NIMs 


93934MAM9  3.4 
542  51WAM4  3.6 
3622MGAM0  3.8 
933631AM5  3.9 
84752BAP4  4.0 
617505AM4  4.7 


617  4  4CMC7 
35729PKE9 
70069FAJ6 
29256PBE3 
456606HB1 
753910AM0 
83611YAN2 
36244KAP0 
35729RAP1 
64352VRB9 
362437AP0 
35729VAP2 
86360RAP8 
75156MAM7 
61750MAQ8 


0.6 
1.2 
1.3 
1.9 
2.1 


362375AA5 
362334BQ6 
362381AA3 
36224 4AA3 
36228F7E0 
45254NPC5 
362351AA6 
362341D71 


3.3 
3.6 
3.7 
3.9 
4.1 

AVL 

AVL 
0.6 


+1200  100  71-296  YTC/Baal/BBB+/ 

+3000  100  43-063  YTC/Baal/A-/ 

+1200  100  69-261  YTC/Baal/BBB+/ 

+2000  100  54-103  YTC/Baal/BBB+/ 

+1400  S3  64-198  YTC/Baal/BBB+/ 

+1400  S3  61-304  YTC/Baal/BBB+/ 

+2500  S3  88-108  YTC/Baa3/BBB-/BBB- 

+3650  S4  69-292  YTC/Baa3/BBB-/ 

+2000  S4  82-191  YTC/Baa2//BBB 

+2000  40  73-151  YTC/Baa3/BBB-/ 

+2050  100  71-267  YTC/Baa3/BBB/BBB- 

+1700  S4  71-276  YTC/Baa3/BBB+/ 

+3200  S3  50-042  YTC/Baa3/BBB/ 

+3000  100  50-281  YTC/Baa3/BBB+/ 

+2600  100  55-214  YTC/Ba3/BB/BB 

+3300  100  48-137  YTC/B3/B/BB 

+3000  100  47-293  YTC/Baa3/BBB/ 

+2700  100  49-225  YTC/Baa3/BBB-/BB 

+1300  30  72-127  YTC/Baa3/BBB-/ 

+2000  100  59-037  YTC/Baa3//BBB- 

+2500  S3  48-252  YTC/Ba2/BBB-/ 

Sprd  Ppy  App  Pre  Fctr/Notes 


DM 

+7  5 

+75 

+75 

+75 

+50 

+75 

+75 

+95 


Ppy 

20 

20 

20 

20 

40 

20 

20 

20 


45254NME4  0.9 
07389XAE3  6.0 
073854AD3  6.2 


+300  20 
+400  20 
+400    20 


36242DS38  1.0  +3000  20 

362341GT0  3.1  +2500  20 

36242D3Z4  3.7  +2500  20 

362382AP8  4.8  +1900  20 

362341PE3  4.6  +800  20 

12668A4X0  5.3  +1350  20 

AVL  DM  Ppy 

AVL  Sprd  Ppy 

AVL  DM  Ppy 

AVL  Yield  Ppy 


App  Pre 

99-196 

99-111 

99-066 

99-074 

99-280 

99-091 

99-046 

97-298 

97-256 
83-188 
83-056 

76-233 

55-253 
52-283 
51-284- 
76-095 
60-097 

App  Pre 

Handle 

App  Pre 

App  Pre 


Fctr/Notes 
0.44 / YTC/Aaa/AAA/ 
0 . 52/YTC/Aaa/AAA/ 
0 . 65/ YTC/Aaa/AAA/ 
0.69/YTC/Aaa/AAA/ 
0 . 14/YTC/Aaa/AAA/ 
0 . 33/YTC/Aaa/AAA/ 
0 . 7  6/ YTC/Aaa/AAA/ 
1 . 00/YTC/Aaa/AAA/ 

0.24/YTC/Aa2/AA/ 
1.00/YTC/Aa2/AA/ 
1.00/YTC/Aa2/AA/ 


1 . 00/YTC/Baa3/BBB-/ 

1.00/YTC/A2/A/ 

1.00/YTC/Baa2/A/ 

1.00/YTC/A3/A-/ 

1.00/YTC/A2/*-/A+/ 

Fctr/Notes 

Fctr/Notes 

Fctr/Notes 

Fctr/Notes 


Student   Student 


1 
2 
3 
5 
7 
10 


Floating 

Cards 

-2/-3 

-1/-2 

0/-1 

4/3 

6/5 

9/7 


Fixed 

Cards 

-3/-4 

-2/-3 

-1/-2 

2/1 

5/4 

8/7 


HomeEq   HomeEq  Loan 


Autos 
-1/-2 
0/-1 
4/3 


RRB 

-4/-5 

-3/-4 

-2/-3 

1/0 

6/5 

9/8 


Fxd 
30/25 
42/37 
52/47 
85/80 
105/95 
112/107 


Fit 

10/8 

16/13 

25/20 

29/24 

35/30 


FFELP 
0/-1 
1/0 
3/2 
7/6 
11/10 
13/12 


Loan 
Private 

2/1 

3/2 

4/3 

6/5 
14/13 
18/17 
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HomeEq  Fit  Mezz/Sub 


AA 

70/55 

A 

145/125 

BBB+ 

375/300 

BBB 

575/450 

BBB- 

800/625 

ABX.HE.07-2  Closes 

Price    Spread   Change 


AAA  96-00 

AA  85-00 

A  61-00 

BBB  42-00 

BBB-  39-00 


141     -25bp 

588    -154bp 
1470    -105bp 
2213      -4bp 
2318     -33bp 


**** 

Disclaimer:  _ 

This  material  has  been  prepared  specifically  for  you  by  the  h'ixed  income  or  J.  Aron 
Trading/Sales  Department  and  is  not  the  product  of  Fixed  Income  or  J.  Aron  Research.   We 
are  not  soliciting  any  action  based  upon  this  material.  Opinions  expressed  are  our  present 
opinions  only.   The  material  is  based  upon  information  which  we  consider  reliable,  but  we 
do  not  represent  that  it  is  accurate  or  complete,  and  it  should  not  be  relied  upon  as 
such.   Certain  transactions,  including  those  involving  futures,  options  and  high  yield 
securities,  give  rise  to  substantial  risk  and  are  not  suitable  for  all  investors.  We,  or 
persons  involved  in  the  preparation  or  issuance  of  this  material,  may  from  time  to  time, 
have  long  or  short  positions  in,  and  buy  or  sell,  the  securities,  futures,  options  or 
other  instruments  and  investments  identical  with  or  related  to  those  mentioned  herein. 
Goldman  Sachs  does  not  provide  accounting,  tax  or  legal  advice;  such  matters  should  be 
discussed  with  your  advisors  and  or  counsel.   In  addition,  we  mutually  agree  that,  subject 
to  applicable  law,  you  may  disclose  any  and  all  aspects  of  this  material  that  are 
necessary  to  support  any  U.S.  federal  income  tax  benefits,  without  Goldman  Sachs  imposing 
any  limitation  of  any  kind.   This  material  has  been  issued  by  Goldman,  Sachs  &  Co.  and  has 
been  approved  by  Goldman  Sachs  International,  which  is  authorised  and  regulated  by  The 
Financial  Services  Authority,  in  connection  with  its  distribution  in  the  United  Kingdom 
and  by  Goldman  Sachs  Canada  in  connection  with  its  distribution  in  Canada.   Further 
information  on  any  of  the  securities,  futures  or  options  mentioned  in  this  material  may  be 
obtained  upon  request. 


************************************************ 
**** 


****************************************** 


This  email  has  been  scanned  by  the  FrontBridge  Email  Security  System.  For  more  information 
please  visit  http://www.frontbridge.com/solutions/message_security.php 
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From:  Bieber,  Matthew  G. 

Sent:  Friday,  September  07,  2007  9:05  AM 

To:  Helfrick,  Susan;  Saunders,  Tim;  Horvath,  Jordan 

Cc:  Lehman,  David  A. 

Subject:  RE:  Timberwolf  -  Default  Swap  Collateral 

Attachments:  Timberwolf  -  CDS  Confirm  (executed) .pdf;  Timberwolf  -  Indenture  (executed). pdf;  Final  Offering 
Circular  (disclaimed). pdf 


From:  Helfrick,  Susan 

Sent:  Friday,  September  07,  2007  8:59  AM 

To:  Bieber,  Matthew  G.;  Saunders,  Tim;  Horvath,  Jordan 

Cc:  Lehman,  David  A. 

Subject:  RE:  Timberwolf  -  Default  Swap  Collateral 

Matt: 

Could  you  send  me  a  copy  of  the  OM  and  the  operative  doc  that  contains  our  rights/obligations  with  respect  to 

the  collateral? 

Thanks. 


Susan  Helfrick 

Vice  President  &  Assistant  General  Counsel 

Goldman,  Sachs  &  Co. 

One  New  York  Plaza,  38th  Floor 

New  York,  New  York  10004 

Tel:  (212)902-9612 

Fax:(917)977-3540 

susan.helfrick@gs.com 


From:  Bieber,  Matthew  G. 

Sent:  Friday,  September  07,  2007  7:46  AM 

To:  Saunders,  Tim;  Helfrick,  Susan;  Horvath,  Jordan 

Cc:  Lehman,  David  A. 

Subject:  FW:  Timberwolf  -  Default  Swap  Collateral 

Importance:  High 

Pis  see  email  we  received  below  -  wanted  to  get  your  take  on  what  response  (if  any)  we  should  craft.  This  is 
related  to  the  default  swap  collateral  account  in  Timberwolf  used  to  collateralize  the  exposure  we  have  to  the  CDO 
on  the  CDS  contracts  that  are  the  assets  in  TWOLF. 

From:  Joe  Marconi  [mailto:joe.marconi@greywolfcapital.com] 

Sent:  Friday,  September  07,  2007  7:23  AM 

To:  Lehman,  David  A. 

Cc:  Joe  Marconi;  Greg  Mount;  Bieber,  Matthew  G.;  Swenson,  Michael 
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Subject:  FW:  Timberwolf  --  Default  Swap  Collateral 
Importance:  High 


David:  As  we  discussed  yesterday,  I  believe  that  your  refusal  to  approve  the  purchase  of  any  additional  Default 
Swap  Collateral  into  Timberwolf  is  unreasonable  and  inconsistent  with  the  way  the  transaction  structure  was 
originally  presented  to  us.  We  were  told  that  the  purpose  of  the  approval  rights  was  to  permit  GS  to  review  specific 
assets  and  approve  or  disapprove  specific  assets  based  on  their  relative  credit  merits.  If  we  thought  for  a  second 
that  you  had  the  right  to  prohibit  all  new  purchases  indefinitely,  we  would  have  implemented  the  much  simpler  GIC 
structure  that  is  used  in  most  other  synthetic  CDOs  and  CDOA2  transactions  and  thereby  locked  in  a  fixed  spread 
to  LIBOR  for  the  term  of  our  transaction.  Also,  the  Timberwolf  CDS  economics  include  an  ongoing  fee  to  GS  for  the 
put  swap  component  of  the  trade;  we  would  not  have  agreed  to  those  terms  if  we  thought  you  had  this  option. 
Finally,  I  believe  that  if  anyone  on  the  deal  team  thought  you  had  this  option,  it  would  have  been  clearly  disclosed 
in  the  OM.  Especially  given  current  market  conditions,  I  am  surprised  that  you  are  taking  a  position  that  will  directly 
result  in  less  cash  flow  being  available  to  debt  and  equity  investors.  As  I  said  yesterday,  we  recognize  the  impact  of 
current  market  conditions  and,  even  before  I  spoke  with  Matt,  I  was  suggesting  we  collectively  focus  on  shorter 
average  life  AAA  RMBS  for  the  deal  and  I  specifically  solicited  feedback  on  securities  where  GS  would  be 
comfortable.  I  continue  to  be  surprised  by  your  response.  Joe. 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


ent        I 
gations  I 


Joe  Marconi 

GREYWOLF  CAPITAL 

4  Manhattanville  Road,  Suite  201 

Purchase,  NY  10577 

P)  91 4.251 .8249 

F)  91 4.251 .8244 

M)9140MHP 

E)  joe.marconi@greywolfcapital.com 

This  BmaH.  foiiorftag  attachment^.),  i-;  cfrgfidcsteri  ami  in  mwted  far  the  exclusive  aw.  of  the  designated  rsc;pisat(;.)  named  afwve.  If  the  reader  of  ifeis  eraaii 
is  «« the  jntefidof?  fedpieui  as  jis  ni»«ori?.«d  agent,  the  Kwfor  is  hereby  notified  that  any  ffosemisatir.;?i.  disswiiy.jf ion  or  copying  of  this  ewi&ii  h  prohibited,  if 
yon  haw?  received  tills "vmiili  in  error,  pkase  notify  the  sender  isv.rnft.'1ifrf'i4,v  oy  replying  to  this  exa&it  and  <kk.t<:.  (Ms  erosii  sad  any  attacarasiUfe)  ih,ns  your 
t.ystcia.  Thank  You.  {JuJcywjif  CapiteJ  Management  LP. 

From:  Joe  Marconi 

Sent:  Thursday,  September  06,  2007  9: 19  AM 

To:  'david.lehman@gs.com' 

Cc:  Joe  Marconi;  Greg  Mount;  Bieber,  Matthew  G.;  Swenson,  Michael 

Subject:  FW:  Timberwolf  --  Default  Swap  Collateral 

Importance:  High 

David:  I  would  like  to  have  a  call  with  you  to  discuss  the  purchase  of  Default  Swap  Collateral  into  Timberwolf.  I 
understand  you  are  traveling  this  week.  Let  me  know  when  you  will  have  some  time  to  talk.  In  response  to  the 
attached  message,  Matt  told  me  that  GS  will  not  approve  the  purchase  of  any  additional  Default  Swap  Collateral 
into  Timberwolf.  While  GS  does  have  consent  rights  regarding  the  purchase  of  Default  Swap  Collateral,  a  blanket 
refusal  to  approve  any  assets  is  inappropriate,  inconsistent  with  the  parties'  original  expectations  and  will 
negatively  impact  the  performance  of  both  the  debt  and  equity  issued  by  Timberwolf.  Give  me  a  call  when  you  can. 
Joe. 


Joe  Marconi 

GREYWOLF  CAPITAL 

4  Manhattanville  Road,  Suite  201 

Purchase,  NY  10577 

P)  91 4.251 .8249 
F)  91 4.251 .8244 
M)914HBB* 
E)  joe.marconi@greywolfcapital.com 


COWlUZtilrX'.L.l'i'r.    UOTVCX: 

This  enwii.  itieWdintf  siuwhmentfs).  is  ewdideitlia!  and  is  intended  far  the  exclusive  use  of  the  «*ig?ifit«l  feeipieutfs)  .-joined  above,  it  the  ivjuski  of  osis  <mun 
is  am  the  intended  recipient  or  its  authorized  agent,  the  reader  is  hereoy  aotifwd  that  any  dissemination,  distritsitwo  or  copying  of  this  emc.il  is  prohibited.  If 
you  have  received  this 'email  in  error,  plftf.se  notify  Use  sender  immediately  by  replying  to  this  email  and  delete  tiiis  email  und  My  atiarfjraenUi)  fewi  your 
system.  "iUnnk.  You.  (i&yv/tAt  Capital  Man;>!j-::7)en<.i.R 

From:  Joe  Marconi 
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Sent:  Thursday,  September  06,  2007  8: 18  AM 
To:  'Shimonov,  Roman' 

Cc:  Joe  Marconi;  Bieber,  Matthew  G.;  'Martin,  Nicole' 
Subject:  Timberwolf  --  Default  Swap  Collateral 

Roman: 

We  are  doing  our  credit  work  on  these  3  bonds  which  are  shown  on  the  GS  inventory  sheet.  If 
we  get  comfortable  with  these  positions,  would  GS  be  ok  adding  them  to  Timberwolf  as  Default 
Swap  Collateral?  We  should  be  done  with  our  credit  work  today. 


Thanks.  Joe. 

FLOATING   Home   Equity 
75.247         SVHE    2005-4    2A3 
5.000  CWL    2005-BC5    3A2 

13.335        ABFC   2006-HE1   A2A 


AVL 

DM 

Ppy 

83611MKB3 

0.6 

+90 

35 

126670NC8 

0.6 

+  90 

35 

00075WAB5 

0.8 

+70 

20 

App   Pre  Fctr/Notes 

99-1-91  1.00/YTC 

99-195  0.76/YTC 

99-161  0.68/YTC 


From:  Bruns,  William  [mailto:William.Bruns@gs.com] 
Sent:  Thursday,  September  06,  2007  7:48  AM 
To:  undisclosed-recipients 
Subject:  Goldman  Sachs  ABS  Inventory  (External) 


ABS   Cash   Trading:      Mike    Swenson      Deeb   Salem      Edwin   Chin      Jordan   Kaufman      Will   Bruns 
+1     (212)902-5090 

In   autos: 

-  CARMX  announced  a  $500mm  deal. 

In  cards : 

-  CCCIT  announced  a  $750mm  deal. 


«lnventory.xls» 


Amt 
($mm)     Issue 


CUSIP 


App r ox 
AVL    Sprd   Ppy    Price    Fctr/Notes 


FIXED  Credit  Cards/Dealer  Floorplan/Student  Loans 
3.750     MBNAS  2003-A11  All      55264TCH2  1.1    E+24 
1 . 00/YTC/Aaa/AAA/AAA 
3.750     BOIT  2003-A9  A9         06423RBE5  1.1    E+24 

1 . 00/YTC/Aaa/AAA/AAA 


10.000    MBNAM  1999-J  B 
1.00/YTC/A2/A+/A+ 


55262TEV1  2.0    N+50 


98- 
SOLD 

104- 


FLOATING  Credit  Cards/Dealer  Floorplan/Autos/UK  &  Aussie  RMBS/Equipment/Stranded 

Cost 

3.300     CNHMT  2005-1  A         12615SAE0  0.8    +20  99-297 

1 . 00/YTC/Aaa/AAA/AAA 

1.500     CCCIT  2007-A2  A2        17305EDS12.7    +28  99-072 

1 . 00/YTC/Aaa/AAA/AAA 
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12.500    COMET  2004-C2  C2 
1.00/YTC/Baa2/BBB/BBB 
3.000     GEBL  2006-2A  D 
0  .  98/YTC/Baa2/BBB+/BBB 


14041NBH3  6.4    +125 
36159EAG7  #N/A  N+300 
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98-305 
90-101 


FIXED  Auto  &  Equipment  Loans 

.41.780  GSALT  2004-1  A4 

8.555  NAVOT  2003-B  A4 

3.000  AESOP  2003-3A  A3 

7.000  GSALT  2005-1  A4 

2.150  HDMOT  2005-2  A2 

3.750  TAROT  2006-C  A3 

17.210  HERTZ  2004-1A  A3 

FIXED  Stranded  Cost 
15.000   CNP  2001-1  A3 
5.000     CPL  2002-1  A3 
4.000     CONFD  2001-1  A4 
5.060'     CONFD  2001-1  A5 

Student  Loans 

4.650     SLMA  2006-9  A2 

50.025    SLMA  2006-6  Al 

13.675    SLMA  2007-3  Al 

FIXED  Home  Equity 
12.000    CWL  2002-S4  A5 
5.000     POPLR  2005-1  AF3 
24.456    CBASS  2004-CB1  AF1 
7.585     ACCR  2003-2  Al 

5.273     SAIL  2005-8  M7 
1.00/YTC/Ba3/BBB/ 
10.000    SAIL  2005-8  M8 
4.220     CWL  2005-11  MF8 
1.00/YTC/Baa2/BBB/ 

4.364     GSAMP  2004-AR2  B4 
0.36/YTC/Bal//BB+ 


AVL 

Sprd 

Ppy 

Handle 

Fctr/Notes 

36292RAM3 

0.0 

E+35 

1.25 

SOLD 

0.47/YTC 

63936XAD6 

0.3 

E+50 

0.75 

99- 

0.71/YTC 

00103RAX4 

0:7 

E+25 

0.00 

98- 

1.00/YTC 

36292RAV3 

1.3 

E+40 

1.35 

98- 

1.00/YTC 

41283ABV0 

1.2 

E+30 

1.45 

98- 

1.00/YTC 

89578PAC3 

1.4 

E+55 

1.45 

99- 

1.00/YTC 

42805RAC3 

0.5 

E+25 

0.00 

98- 

1.00/YTC 

AVL 

Sprd 

Ppy 

Handle 

Fctr/Notes 

75953MAC4 

1.3 

E+20 

0 

99- 

1.00/YTC 

12617AACI 

1 . 7 

E+20 

0 

xuu- 

■»    f\  /\    firms* 
J.   .  KJ  \J  /   1  ±^ 

210523AD8 

1.3 

E+20 

SI 

99- 

0.90/YTC 

210523AE6 

4.2 

N+28 

SI 

101- 

1.00/YTC 

AVL 

DM 

Ppy 

App  Pre 

Fctr/Notes 

784  43KAB2 

1.5 

+20 

100 

99-214 

1.00/YTC 

83149FAA2 

1.5 

+20 

150 

99-205 

0.68/YTC 

78443YAA4 

0.8 

+20 

20 

99-253 

0.81/YTC 

AVL 

Sprd 

Ppy 

Handle 

Fctr/Notes 

126671UD6 

0.2 

E+50 

25 

99- 

0.87/YTC 

73316PBK5 

1.0 

E+45 

15 

98- 

0.57/YTC 

04542BFH0 

1.4 

E+55 

30 

97- 

0.03/YTC 

004  37  5AN1 

2.8 

N+100 

100 

95- 

0.31/YTC 

86358EXW1 

3.8 

55- 

86358EXX9  3.8 
126670CU0  4.0 


N+500   S3 


36242DDY6  0.8    E+1500  45 


45- 
87- 


89- 


1.00/YTC/B3/B/ 


FLOATING  Home  Equity 

75.247  SVHE  2005-4  2A3 

5.000  CWL  2005-BC5  3A2 

13.335  ABFC  2006-HE1  A2A 

20.000  MSAC  2004-HE8  A4 

5.000  CMLTI  2007-WFH2  A3 

2.000  OWNIT  2006-5  A2C 

12.000  GSAMP  2005-WMC3  A1B 

10.000  JPMAC  2006-NC1  A5 

11.000  GSAMP  2005-WMC2  A2C 

9.437  TMTS  2006-3  2A3 


AVL  DM  Ppy  App  Pre 

83611MKB3  0.6  +90  35  99-191 

126670NC8  0.6  +90  35  99-195 

00075WAB5  0.8  +70  20  99-161 

61744CGW0  0.1  +45  35  99-317 

17312BAC6  2.3  +150  100  97-053 

69121EAE8  2.8'  +140  S3  96-262 

362341L23  3.0  +65  20  99-064 

46626LJQ4  4.7  +175  100  94-025 

362341UZ0  5.0  +95  100  97-141 

881561W26  3.9  +375  S3  88-186 


Fctr/Notes 

1.00/YTC 

0.76/YTC 

0.68/YTC 

0.04/YTC 

1.00/YTC 

1.00/YTC 


0.54/YTC 


00/YTC 
00/YTC 
00/YTC 


10.000    AMSI  2005-R3  M2 


03072SZY4  1.9 


+450    30 


93-067    YTC/Aa2/AA/AA 
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2.000  RASC  2005-AHL3  M2 

7.000  SURF  2006-BC2  M2 

7. 115  BAYV  2004-C  Ml 

3.050  HEAT  2006-6  M3 

15.836  OWNIT  2006-6  Ml 

12.376  GSAMP  2007-FM1  M3 

15.992  HASC  2006-WMC1  M3 
YTC/Aa3/AA/BBB- 


16.000 
3.000 
7.810 
2.341 
10.554 
2.500 
2.500 
2.000 
1.000 
8.218 
8.733 
1.029 
10.378 
3.902 
.000 
,400 
,330 
,500 
,000 
,000 
,000 
,320 
,000 
,000 
,423 
,436 
,802 
,278 
,833 
.007 
,000 


7. 

2. 

3. 

2, 

3. 

2. 

4 

2, 

4. 

6. 

2, 

2, 

6. 

7, 

9. 

5. 

3. 


ABFC  2003-OPT1  M2 
ACE  2005-RM1  M6 
GSAMP  2004-NC2  M3 
BSABS  2005-1  M3 
HEAT  2005-1  M5 
AMSI  2005-R6  M2 
AMSI  2005-R6  M3 
CWL  2005-6  M5 
CBASS  2005-CB7  M6 
FFML  2006-FF11  M6 
ABFC  2006-OPT1  M6 
CARR  2005-FRE1  M5 
LBMLT  2006-7  M6 
JPMAC  2006-NC2  M6 
JPMAC  200  6-CW2  MV6 
MABS  2006-NC2  M6 
LBMLT  2006-8  M6 
SASC  2006-BC5  M6 
SASC  2006-WF3  M6 
SABR  2006-NC3  M5 
SAST  2006-3  M6 
CARR  2006-NC5  M6 
MLMI  2006-MLN1  M6 
LBMLT  2006-9  M6 
MSAC  2006-HE3  M5 
CMLTI  2006-NC2  M6 
MABS  2006-WMC3  M6 
JPMAC  2006-RM1  M6 
NHEL  2007-1  M6 
GSAMP  2007-H1  M6 
ACCR  2007-1  M6 


76110W6P6 

2. 

9 

+750 

30 

83- 

164 

YTC/Aa2/AA/ 

84751PLR8 

3. 

2 

+550 

S3 

86- 

098 

YTC/Aa2/AA/ 

073247BL1 

0. 

1 

+200 

21 

97- 

■097 

YTM/Aa2/AA/AA 

437097AJ7 

3. 

3 

+  1000 

100 

75- 

■093 

YTC/Aa3/AA/AA+ 

69121TAF2 

4. 

1 

+450 

S3 

86- 

■044 

YTC/Aal/AA+/ 

3622MAAH4 

5. 

6 

+600 

100 

76- 

•143 

YTC/Aa3/AA-/ 

40430MAJ6 

5. 

7 

+900 

30 

66- 

-075 

04542BDJ8 

0. 

4 

+800 

S4 

97- 

-248 

YTC/A2/AA/A+ 

004421LR2 

0. 

7 

+  900 

30 

92- 

-208 

YTM/A3/A/A- 

36242DHC0 

1. 

3 

+550 

100 

95- 

-102 

YTC//A-/A- 

073877AXO 

1. 

2 

+  1500 

35 

85- 

-244 

YTC//A-/A- 

437084HU3 

.1. 

5 

+1600 

100 

80- 

-223 

YTC/A2/A+/ 

03072SG33 

2. 

0 

+700 

40 

88- 

-300 

YTC/NR/AA/AA 

03072SG41 

1. 

8 

+700 

40 

89- 

-266 

YTC/NR/AA-/AA- 

126673W65 

2 

+355 

JU 

n  a 

1  O  A 
~  1.  _)** 

124  89WPR9 

2. 

6 

+600 

S3 

88- 

-125 

YTC/A3/AA/A+ 

32028PAM7 

3, 

,3 

+  1300 

100 

69- 

-291 

YTC/A3/A/BBB+ 

00075QAK8 

3, 

,1 

+600 

S4 

85- 

-158 

YTC/A3/A-/A- 

144531EK2 

3, 

,2 

+500 

25 

88- 

-151 

YTC/A2/A/ 

54251TAL3 

3, 

,4 

+2500 

100 

50- 

-032 

YTC/A3/A+/BBB 

46629FAK6 

3 

,4 

+  1200 

100 

71- 

-067 

YTC/A3/A-/A- 

46629BAY5 

3 

.4 

+  1200 

100 

71- 

-052 

YTC/A3/A-/A- 

55275BAL1 

3 

.4 

+  1600 

100 

63- 

-125 

YTC/A2/A-/A- 

54251UAL0 

3 

.5 

+2500 

100 

49- 

-071 

YTC/A3/A+/ 

86359SAL8 

3 

.8 

+800 

30 

77- 

-293 

YTC/A2/A-/A 

86361EAL5 

3 

.9 

+800 

30 

77- 

-304 

YTC/A2/A-/A- 

81377CAH1 

3 

.5 

+  1400 

100 

66- 

-102 

YTC/A2/A-/A- 

80556AAK3 

3 

.5 

+1300 

S4 

68- 

-107 

YTC/A3/A/ 

144539AL7 

3 

.6 

+850 

100 

77 

-136 

YTC/A2/A-/A- 

59023AALO 

3 

.6 

+  1300 

S3 

68 

-005 

YTC/A3/A/ 

54251WAL6 

3 

.6 

+2500 

100 

48 

-112 

YTC/A3/A-/ 

61749HAK6 

3 

.7 

+  1100 

S3 

71 

-280 

YTC/A2/A/BBB+ 

17309TAL2 

3 
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I  am  an  attorney  employed  by  Goldman,  Sachs  &  Co.  ("Goldman  Sachs")  and,  during  2007,  my 
coverage  responsibilities  included,  among  other  things,  providing  advice  to  the  firm's  Mortgages 
Department.  I  have  no  present  recollection  of  the  circumstances  surrounding  any  disagreement 
between  Goldman  Sachs  and  Greywolf  Capital  Management  LP  regarding  Goldman  Sachs'  right 
to  consent  to  reinvestment  of  default  swap  collateral  in  Timberwolf  I.  I  am  aware  that  certain 
documents  from  that  period  appear  to  reflect  that  I  may  have  been  consulted  in  connection  with 
the  firm's  dealings  with  Greywolf  on  this  issue  in  September  2007,  but  reviewing  these 
documents  has  not  refreshed  my  present  recollection. 

Timothy  K.  SaUders,  Jr.  '  Date 

Managing  Director  &  Associate  General  Counsel 
Goldman,  Sachs  &  Co. 


Permanent  Subcommittee  on  Investigations 
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Rrom  August  27, 2007  through  November  2008, 1  was  employed  by  Goldman,  Sachs  &  Co. 
("Goldman  Sachs"  Of  the  'Tito!')  a$  aa  attoraty  iu  iU  legal  derailment,  tepuittag  to  TLtii 
Saunders.  Throughout  this  time,  my  responsibilities  included,  among  other  things,  providing 
advice  to  the  Firm's  Mortgages  Department  Although  I  recall  that  a  party  raised  issues 
concerning  Goldman  Sachs*  right  to  consent  to  certain  actions  related  to  collateralized  debt 
obligations,  I  have  no  recollection  of  any  additional  circumstances  surrounding  these  issues, 
including  the  identity  of  the  party  that  raised  them,  what  the  consent  rights  related  to  or  any 
discussions  concerning  these  issues.  Although  I  understand  that  mere  are  emails  that  suggest 
that  a  meeting  was  held  to  discuss  these  issues,  I  have  no  recollection  of  such  a  meeting,  or 
whether  a  meeting  even  occurred.  I  have  reviewed  the  documents  identified  by  the 
Subcommittee  staff  that  appear  to  reflect  that  I  may  have  been  asked  to  attend  a  meeting  to 
discuss  the  Firm's  dealings  with  Greywolf  Capital  Management  LP  on  this  issue  in  September 
2007,  but  reviewing  these  documents  has  not  refreshed  ray  present  recollection. 


'MahHslfrick 


Date 
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From  November  2005  through  November  2008, 1  was  employed  by  Goldman,  Sachs  &  Co. 
("Goldman  Sachs"  or  the  "Firm")  in  Us  Compliance  department.  Daring  this  time,  I  was 
assigned  to  provide  coverage  to  the  Finn's  Mortgages  Department.  I  have  no  present 
recollection  of  die  circumstances  surrounding  any  disagreement  between  Goldman  Sachs  and 
Greywolf  Capital  Management  LP  C'Greywolf ')  regarding  Goldman  Sachs'  right  to  consent  to 
reinvestment  of  default  swap  collateral  in  Timberwolf  I  I  have  reviewed  the  documents 
identified  by  the  Subcommittee  staff  that  appear  to  reflect  that  I  was  invited  to  a  meeting  to 
discuss  the  Firm's  dealings  with  Greywolf  on  this  issue  in  September  2007,  but  reviewing  these 
documents  has  not  refreshed  my  present  recollection.  I  would  also  note  that  my  job 
responsibilities  at  the  time  did  not  include  reviewing  or  interpreting  transactional  documents 
such  as  indentures,  and  it  was  not  my  practice  io  do  so. 

7  vOI  J 


w~ 
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I  am  a  Managing  Director  at  Goldman,  Sachs  &  Co.  ("Goldman  Sachs"  or  "the  Firm")  and  the 
co-head  of  the  Structured  Products  Group  Trading  Desk,  a  position  I  have  held  since  2006. 

As  I  discussed  during  my  interview  with  the  Subcommittee  staff  on  September  27,  2010,  my 
understanding  is  that  on  deals  in  which  there  was  a  collateral  manager,  such  as  the  Timberwoll  1 
CDO  the  collateral  manager  would  source  collateral  investments  subject  to  the  terms  specified 
in  the  offering  documents.  Although  I  do  not  recall  the  specific  rights  that  Goldman  Sachs  had 
under  the  agreements  for  each  deal,  my  understanding  is  that  Goldman  Sachs  generally  retained 
the  right  to  consent  to  the  selection  of  collateral  in  order  to  protect  its  interests  in  the  transaction. 
As  I  also  explained  in  my  Subcommittee  interview,  I  do  not  recall  any  formal  agreements  other 
than  the  operative  agreement  for  the  deals,  limiting  the  assets  the  collateral  manager  could  select 
as  default  swap  collateral.  Further,  as  I  stated  in  my  interview,  although  I  recall  that  counsel  was 
cone„ited  on  the  issue  of  contractual  provisions  relating  to  collateral  reinvestment,  I  do  not  recall 
any  advice  counsel  gave.  I  also  recall  informal  discussions  concerning  the  extent  oi  ooidman 
Sachs1  exposure  related  to  collateral  in  CDOs,  but  do  not  recall  any  resolution  of  this  issue.  I  do 
not  recall  there  being  a  significant  debate  with  collateral  managers  on  this  subject. 

More  specifically,  I  have  no  present  recollection  of  the  circumstances  surrounding  any 
discussions  between  Goldman  Sachs  and  Greywolf  Capital  Management  LP  (  Greywolf ) 
regarding  Goldman  Sachs'  right  to  consent  to  reinvestment  of  default  swap  collateral  in 
Timberwolf  I    I  have  reviewed  documents  showing  that  I  was  emailed  in  September  2007  by  Joe 
Marconi  of  Greywolf  in  connection  with  the  Firm's  dealings  with  Greywolf  on  this  issue  and 
was  carbon  copied  on  emails  proposing  an  internal  meeting  regarding  the  subject,  but  reviewing 
these  documents  has  not  refreshed  my  present  recollection.  I  have  no  present  recollection  of 
what  might  have  been  discussed  in  such  a  meeting  or  even  if  such  a  meeting  ever  occurred. 

Date 


javid  Lehman 
Managing  Director 
Goldman,  Sachs  &  Co. 


Permanent  Subcommittee  on  Investigations 
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From: 
Sent: 
To: 
Subject: 


Bieber,  Matthew  G. 

Friday,  September  07,  2007  6:16  PM 

Lehman,  David  A. 

RE:  Timberwolf  -  Default  Swap  Collateral 


Spoke  with  legal/compliance.  Not  doing  anything  w/o  discussing  with  dan  first.  Agree  with 
the  point  on  consistency. 

Original  Message 

From:  Lehman,  David  A. 

Sent:  Friday,  September  07,  2007  6:13  PM 

To:  Bieber,  Matthew  G. 

Subject:  Re:  Timberwolf  —  Default  Swap  Collateral 

U  spoke  w  egol? 

What  abt  legal/compliance 

Just  make  sure  Dan  is  ok  w  it 

Also  I  do  thk  we  shd  be  consistent  across  deals... so  if  slmas  and  credit  cards  are  "ok"  I 
thk  we  tell  our  mgrs  that... maybe  2yrs  and  shorter 


David  A.  Lehman 

Goldman,  Sachs  &  Co. 

85  Broad  Street   |   New  York,  NY  10004 

Tel:  212-902-2927   I   Fax:  212-902-1691 

e-mail:  david.lehman@gs.com 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


|      Mob:    917- 


Original  Message  

From:  Bieber,  Matthew  G. 

To:  Lehman,  David  A. 

Sent:  Fri  Sep  07  18:08:35  2007 

Subject:  RE:  Timberwolf  —  Default  Swap  Collateral 

Yeah  -  I  need  to  speak  with  dan... we're  thinking  about  offering  some  1-3  yr  SLMAs 

Original  Message 

From:  Lehman,  David  A. 

Sent:  Friday,  September  07,  2007  6:07  PM 

To:  Bieber,  Matthew  G. 

Subject:  Fw:  Timberwolf  •*•-  Default  Swap  Collateral 

Importance:  High 

Any  action  steps  on  this? 


David  A.  Lehman 


Permanent  SuhcommittP*  on  Investigations 


Wall  Street  &  The  Financial 
Report  Footnote  #2659 
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Goldman,  Sachs  &  Co. 

85  Broad  Street   |   New  York,  NY  10004 
Tel:  212-902-2927   |   Fax:  212-902-1691 
e-mail:  david.lehman@gs.com 


|   Mob:  917- 


Original  Message  

From:  Joe  Marconi  <joe.marconi@greywolf capital . com> 

To:  Lehman,  David  A. 

Cc:  Joe  Marconi  <joe.marconi@greywolfcapital.com>;  Greg  Mount 

<greg. mount@greywolf capital. com>;  Bieber,  Matthew  G. ;  Swenson,  Michael 

Sent:  Fri  Sep  07  07:22:49  2007 

Subject:  FW:  Timberwolf  —  Default  Swap  Collateral 

David:  As  we  discussed  yesterday,  I  believe  that  your  refusal  to  approve  the  purchase  of 
any  additional  Default  Swap  Collateral  into  Timberwolf  is  unreasonable  and  inconsistent 
with  the  way  the  transaction  structure  was  originally  presented  to  us.  We  were  told  that 
the  purpose  of  the  approval  rights  was  to  permit  GS  to  review  specific  assets  and  approve 
or  disapprove  specific  assets  based  on  their  relative  credit  merits.  If  we  thought  for  a 
second  that  you  had  the  right  to  prohibit  ail  new  purchases  indefinitely,  we  would  have 
implemented  the  much  simpler  GIC  structure  that  is  used  in  most  other  synthetic  CDOs  and 
CDO"2  transactions  and  thereby  locked  in  a  fixed  spread  to  LIBOR  for  the  term  of  our 
transaction.  Also,  the  Timberwolf  CDS  economics  include  an  ongoing  fee  to  GS  for  the  put 
swap  component  of  the  trade;  we  would  not  have . agreed  to  those  terms  if  we  thought  you  had 
this  option.  Finally,  I  believe  that  if  anyone  on  the  deal  team  thought  you  had  this 
option,  it  would  have  been  clearly  disclosed  in  the  OM.  Especially  given  current  market 
conditions,  I  am  surprised  that  you  are  taking  a  position  that  will  directly  result  in 
less  cash  flow  being  available  to  debt  and  equity  investors.  As  I  said  yesterday,  we 
recognize  the  impact  of  current  market  conditions  and,  even  before  I  spoke  with  Matt,  I 
was  suggesting  we  collectively  focus  on  shorter  average  life  AAA  RMBS  for  the  deal  and  I 
specifically  solicited  feedback  on  securities  where  GS  would  be  comfortable.  I  continue  to 
be  surprised  by  your  response.  Joe. 


Joe  Marconi 

GREYWOLF  CAPITAL 

4  Manhattanville  Road,  Suite  201 


-  Redacted  by  (he  Permanent 
Subcommittee  on  Investigations 


Purchase,  NY   10577 

P)  914.251.8249 

F)  914.251.8244 

M)  914.  ^P 

E)  joe.marconi@greywolfcapital.com  <mailto:s@greywolfcapital.com> 


CONFIDENTIALITY  NOTICE: 

This  email,  including  attachment (s) ,  is  confidential  and  is  intended  for  the  exclusive  use 
of  the  designated  recipient (s)  named  above.   If  the  reader  of  this  email  is  not  the 
intended  recipient  or  its  authorized  agent,  the  reader  is  hereby  notified  that  any 
dissemination,  distribution  or  copying  of  this  email  is  prohibited.   If  you  have  received 
this  email  in  error,  please  notify  the  sender  immediately  by  replying  to  this  email  and 
delete  this  email  and  any  attachment (s)  from  your  system.  Thank  You.  Greywolf  Capital 
Management  LP. 


From:  Joe  Marconi 

Sent:  Thursday,  September  06,  2007  9:19  AM 

To:  'david.lehman@gs.com' 

Cc:  Joe  Marconi;  Greg  Mount;  Bieber,  Matthew  G. 


Swenson,  Michael 


Confidential  Treatment  Requested  by  Goldman  Sachs 


GS  MBS-E-000766415 
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Subject:  FW:  Timberwolf 
Importance:  High 


Default  Swap  Collateral 


David:  I  would  like  to  have  a  call  with  you  to  discuss  the  purchase  of  Default  Swap 
Collateral  into  Timberwolf.  I  understand  you  are  traveling  this  week.  Let  me  know  when  you 
will  have  some  time  to  talk.  In  response  to  the  attached  message,  Matt  told  me  that  GS 
will  not  approve  the' purchase  of  any  additional  Default  Swap  Collateral  into  Timberwolf. 
While  GS  does  have  consent  rights  regarding  the  purchase  of  Default  Swap  Collateral,  a 
blanket  refusal  to  approve  any  assets  is  inappropriate,  inconsistent  with  the  parties' 
original  expectations  and  will  negatively  impact  the  performance  of  both  the  debt  and 
equity  issued  by  Timberwolf.  Give  me  a  call  when  you  can.  Joe. 


Joe  Marconi 

GREYWOLF  CAPITAL 

4  Manhattanville  Road,  Suite  2  01 

Purchase,  NY   10577 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


lent        | 
igations  I 


P)  914.251.8249 

F)  914.251^8244 

M)  914. MBV 

E)  joe.marconi@greywolfcapital.com  <mailto:s@greywolfcapital.com> 


CONFIDENTIALITY  NOTICE: 

This  email,  including  attachment (s) ,  is  confidential  and  is  intended  for  the  exclusive  use 
of  the  designated  recipient (s)  named  above.   If  the  reader  of  this  email  is  not  the 
intended  recipient  or  its  authorized  agent,  the  reader  is  hereby  notified  that  any 
dissemination,  distribution  or  copying  of  this  email  is  prohibited.   If  you  have  received 
this  email  in  error,  please  notify  the  sender  immediately  by  replying  to  this  email  and 
delete  this  email  and  any  attachment (s )  from  your  system.  Thank  You.  Greywolf  Capital 
Management  LP. 


From:  Joe  Marconi 

Sent:  Thursday,  September  06,  2007  8:18  AM 

To:  ' Shimonov,  Roman' 

Cc:  Joe  Marconi;  Bieber,  Matthew  G.;  'Martin,  Nicole' 

Subject:  Timberwolf  —  Default  Swap  Collateral 


Roman : 


We  are  doing  our  credit  work  on  these  3  bonds  which  are  shown  on  the  GS  inventory  sheet. 
If  we  get  comfortable  with  these  positions,  would  GS  be  ok  adding  them  to  Timberwolf  as 
Default  Swap  Collateral?  We  should  be  done  with  our  credit  work  today. 


Thanks.  Joe. 


FLOATING  Home  Equity 
75.247    SVHE  2005-4  2A3 


AVL   DM     Ppy   App  Pre   Fctr/Notes 
83611MKB3  0.6    +90     35     99-191    1.00/YTC 


Confidential  Treatment  Requested  by  Goldman  Sachs 


GS  MBS-E-000766416 
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5.000     CWL  2005-BC5  3A2 
13.335    ABFC  2006-HE1  A2A 


126670NC8  0.6 

+90 

35 

99-195 

0.76/YTC 

00075WAB5  0.8 

+70 

20 

99-161 

0.68/YTC 

From:  Bruns,  William  [mailto:William.Bruns@gs.com] 

Sent:  Thursday,  September  06,  2007  7:48  AM 

To:  undisclosed-recipients 

Subject:  Goldman  Sachs  ABS  Inventory  (External) 


ABS  Cash  Trading:   Mike  Swenson   Deeb  Salem  Edwin  Chin   Jordan  Kaufman  Will  Bruns  +1 
(212)902-5090 

In  autos : 

-  CARMX  announced  a  $500mm  deal. 

In  cards: 

-  CCCIT  announced  a  $750mm  deal. 


«Inventory.  xls» 


Amt 
($mm)     Issue 


CUSIP 


Approx 
AVL    Sprd   Ppy    Price    Fctr/Notes 


FIXED  Credit  Cards/Dealer  Floorplan/Student  Loans 
3.750    MBNAS  2003-A11  All      55264TCH2  1.1    E+24 
3.750     BOIT  2003-A9  A9         06423RBE5  1.1    E+24 


10.000    MBNAM  1999-J  B 


55262TEV1  2.0 


N+50 


98-       1.00/YTC/Aaa/AAA/AAA 
SOLD      1.00/YTC/Aaa/AAA/AAA 

104-      1.00/YTC/A2/A+/A+ 


FLOATING  Credit  Cards/Dealer  Floorplan/Autos/UK  &  Aussie  RMBS/Equipment/Stranded  Cost 
3.300    CNHMT  2005-1  A         12615SAE0  0.8    +20  99-297    1.00/YTC/Aaa/AAA/AAA 

1.500     CCCIT  2007-A2  A2        17305EDS1  2.7    +28  99-072    1.00/YTC/Aaa/AAA/AAA 


12.500    COMET  2004-C2  C2 
1 . 00/YTC/Baa2/BBB/BBB 
3.000     GEBL  2006-2A  D 
0. 98/YTC/Baa2/BBB+/BBB 

FIXED  Auto  &  Equipment  Loans 

41.780  GSALT  2004-1  A4 

8.555  NAVOT  2003-B  A4 

3.000  AESOP  2003-3A  A3 

7.000  GSALT  2005-1  A4 

2.150  HDMOT  2005-2  A2 

3.750  TAROT  2006-C  A3 

17.210  HERTZ  2004-1A  A3 

FIXED  Stranded  Cost 
15.000    CNP  2001-1  A3 
5.000     CPL  2002-1  A3 
4.000     CONFD  2001-1  A4 
5.060     CONFD  2001-1  A5 

Student  Loans 
4.650     SLMA  2006-9  A2 
50.025    SLMA  2006-6  Al 
13.675    SLMA  2007-3  Al 

FIXED  Home  Equity 
12.000    CWL  2002-S4  A5 


14041NBH3 

6.4 

+125 

98-305 

36159EAG7 

#N/A  N+300 

90-101 

AVL 

Sprd 

Ppy 

Handle 

Fctr/Notes 

36292RAM3 

0.0 

E+35 

1.25 

SOLD 

0.47/YTC 

63936XAD6 

0.3 

E+50 

0.75 

99- 

0.71/YTC 

00103RAX4 

0.7 

E+25 

0.00 

98- 

1.00/YTC 

362  92RAV3 

1.3 

E+40 

1.35 

98- 

1.00/YTC 

41283ABV0 

1.2 

E+30 

1.45 

98- 

1.00/YTC 

89578PAC3 

1.4 

E+55 

1.45 

99- 

1.00/YTC 

42805RAC3 

0.5 

E+25 

0.00 

98- 

1.00/YTC 

AVL 

Sprd 

Ppy 

Handle 

Fctr/Notes 

75953MAC4 

1.3 

E+20 

0 

99- 

1.00/YTC 

12617AAC1 

1.7 

E+20 

0 

100- 

1.00/YTC 

210523AD8 

1.3 

E+20 

SI 

99- 

0.90/YTC 

210523AE6 

4.2 

N+28. 

SI 

101- 

1.00/YTC 

AVL 

DM 

Ppy 

App  Pre 

Fctr/Notes 

78443KAB2 

1.5 

+20 

100 

99-214 

1.00/YTC 

83149FAA2 

1.5 

+20 

150 

99-205 

0.68/YTC 

78443YAA4 

0.8 

+20 

20 

99-253 

0.81/YTC 

AVL 

Sprd 

Ppy 

Handle 

Fctr/Notes 

126671UD6 

0.2 

E+50 

25 

99- 

0.87/YTC 

Confidential  Treatment  Requested  by  Goldman  Sachs 
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5.000  POPLR  2005-1  AF3 

24.456  CBASS  2004-CB1  AF1 

7.585  ACCR  2003-2  Al 

5.273  SAIL  2005-8  M7 

10.000  SAIL  2005-8  M8 

4.220  CWL  2005-11  MF8 

4.364  GSAMP  2004-AR2  B4 

FLOATING  Home  Equity 

75.247  SVHE  2005-4  2A3 

5.000  CWL  2005-BC5  3A2 

13.335  ABFC  2006-HE1  A2A 

20.000  MSAC  2004-HE8  A4 

5.000  CMLTI  2  007-WFH2  A3 

2.000  OWNIT  2006-5  A2C 

12.000  GSAMP  2005-WMC3  A1B 

10.000  JPMAC  2006-NC1  A5 

11.000  GSAMP  2005-WMC2  A2C 

9.437  TMTS  2006-3  2A3 

10.000  AMSI  2005-R3  M2 

2.000  RASC  2005-AHL3  M2 

7.000  SURF  2006-BC2  M2 

7.115  BAYV  2004-C  Ml 

3.050  HEAT  2006-6  M3 

15.836  OWNIT  2006-6  Ml 

12.376  GSAMP  2007-FM1  M3 

15.992  HASC  2006-WMC1  M3 

16.000  ABFC  2003-OPT1  M2 

3.000  ACE  2005-RM1  M6 

7.810  GSAMP  2004-NC2  M3 

2.341  BSABS  2005-1  M3 

10.554  HEAT  2005-1  M5 

2.500  AMSI  2005-R6  M2 

2.500  AMSI  2005-R6  M3 

2.000  CWL  2005-6  M5 

1.000  CBASS  2005-CB7.  M6 

8.218  FFML  2006-FF11  M6 

8.733  ABFC  2006-OPT1  M6 

1.029  CARR  2005-FRE1  M5 

10.378  LBMLT  2006-7  M6 

3.902  JPMAC  2006-NC2  M6 

7.000  JPMAC  2006-CW2  MV6 

2.400  MABS  2006-NC2  M6 

3.330  .  LBMLT  2006-8  M6 

2.500  SASC  2006-BC5  M6 

3.000  SASC  2006-WF3  M6 

2.000  SABR  2006-NC3  M5 

4.000  SAST  2006-3  M6 

2.320  CARR  2006-NC5  M6 

4.000  MLMI  2006-MLN1  M6 

6.000  LBMLT  2006-9  M6 

2.423  MSAC  2006-HE3  M5 

2.436  CMLTI  2006-NC2  M6 

6.802  MABS  2006-WMC3  M6 

7.278  JPMAC  2006-RM1  M6 

9.833  NHEL  2007-1  M6 

5.007  GSAMP  2007-H1  M6 

3.000  ACCR  2007-1  M6 

1.000  ACE  2003-HE1  M4 

1.000  SURF  2003-BC4  B2 


Footnote  Exhibits  -  Page  5412 

73316PBK5  1.0 

E+45 

15 

98- 

0.57/YTC 

04542BFH0  1.4 

E+55 

30 

97- 

0.03/YTC 

004375AN1  2.8 

N+100 

100 

95- 

0.31/YTC 

86358EXW1  3.8 

55- 

1.00/YTC/Ba3/BBB/ 

86358EXX9  3.8 

45- 

1.00/YTC/B3/B/ 

126670CU0  4.0 

N+500 

S3 

87- 

1 . 00/YTC/Baa2/BBB/ 

36242DDY6  0.8 

E+1500 

45 

89- 

0.36/YTC/Bal//BB+ 

AVL 

DM 

Ppy 

App  Pre 

Fctr/Notes 

83611MKB3  0.6 

+90 

35 

99-191 

1.00/YTC 

126670NC8  0.6 

+90 

35 

99-195 

0.76/YTC 

00075WAB5  0.8 

+70 

20 

99-161 

0.68/YTC 

61744CGW0  0.1 

+45 

35 

99-317 

0.04/YTC 

17312BAC6  2.3 

+150 

100 

97-053 

1.00/YTC 

69121EAE8  2.8 

+140 

S3 

96-262 

1.00/YTC 

362341L23  3.0 

+65 

20 

99-064 

0.54/YTC 

46626LJQ4  4.7 

+175 

100 

94-025 

1.00/YTC 

362341UZ0  5.0 

+95 

100 

. 97-141 

1.00/YTC 

„„__,.,..,,„_    ,-s     ^ 

i  *■*  ^i  r 

r.  *> 

p  O   1  OC 

1  C\  A  /  \rrpf~* 

OdlODlWZD  O . 3 

TO  1  J 

O  J 

X  •  W/  1J.O 

03072SZY4  1.9 

+450 

30 

93-067 

YTC/Aa2/AA/AA 

76110W6P6  2.9 

+750 

30 

83-164 

YTC/Aa2/AA/ 

84751PLR8  3.2 

+550 

S3 

86-098 

YTC/Aa2/AA/ 

073247BL1  0.1 

+200 

21 

97-097 

YTM/Aa2/AA/AA 

437097AJ7  3.3 

+1000 

100 

75-093 

YTC/Aa3/AA/AA+ 

69121TAF2  4.1 

+450 

S3 

86-044 

YTC/Aal/AA+/ 

3622MAAH4  5.6 

+600 

100 

76-143 

YTC/Aa3/AA-/ 

40430MAJ6  5.7 

+900 

30 

66-075 

YTC/Aa3/AA/BBB- 

04542BDJ8  0.4 

+800 

S4 

97-248 

YTC/A2/AA/A+ 

004421LR2  0.7 

+900 

30 

92-208 

YTM/A3/A/A- 

36242DHC0  1.3 

+550 

100 

95-102 

YTC//A-/A- 

073877AX0  1.2 

+1500 

35 

85-244 

YTC//A-/A- 

437084HU3  1.5 

+1600 

100 

80-223 

YTC/A2/A+/ 

03072SG33  2.0 

+700 

40 

88-300 

YTC/NR/AA/AA 

03072SG41  1.8 

+700 

40 

89-266 

YTC/NR/AA-/AA- 

126673W65  2.2 

+355 

30 

94-134 

YTC/A2/A/ 

12489WPR9  2.6 

+600 

S3 

88-125 

YTC/A3/AA/A+ 

32028PAM7  3.3 

+1300 

100 

69-291 

YTC/A3/A/BBB+ 

00075QAK8  3.1 

+600 

S4 

85-158 

YTC/A3/A-/A- 

144531EK2  3.2 

+500 

25 

88-151 

YTC/A2/A/ 

54251TAL3  3.4 

+2500 

100 

50-032 

YTC/A3/A+/BBB 

4  6629FAK6  3.4 

+1200 

100 

71-067 

YTC/A3/A-/A- 

46629BAY5  3.4 

+1200 

100 

71-052 

YTC/A3/A-/A- 

55275BAL1  3.4 

+1600 

100 

63-125 

YTC/A2/A-/A- 

54251UAL0  3.5 

+2500 

100 

49-071. 

YTC/A3/A+/ 

86359SAL8  3.8 

+800 

30 

77-293 

YTC/A2/A-/A 

86361EAL5  3.9 

+800 

30 

77-304 

YTC/A2/A-/A- 

81377CAH1  3.5 

+1400 

100 

66-102 

YTC/A2/A-/A- 

80556AAK3  3.5 

+1300 

S4 

68-107 

YTC/A3/A/ 

144539AL7  3.6 

+850 

100 

77-136 

YTC/A2/A-/A- 

59023AAL0  3.6 

+1300 

S3 

68-005 

YTC/A3/A/ 

54251WAL6  3.6 

+2500 

100 

48-112 

YTC/A3/A-/ 

61749HAK6  3.7 

+1100 

S3 

71-280 

YTC/A2/A/BBB+ 

17309TAL2  3.4 

+1400 

100 

67-112 

YTC/A3/A-/ 

55291KAL1  3.6 

+1600 

100 

62-121 

YTC/A3/A/ 

46629NAM5  3.7 

+1500 

100 

63-215 

YTC/A3/A-/BBB 

669971AL7  3.8 

+900 

100 

76-134 

YTC/A3/A-/ 

36245YAK0  3.9 

+1600 

S3 

60-272 

YTC/A3//A- 

00438QAK0  4.1 

+1000 

100 

71-241 

YTC/A3/A/ 

004421DD2  0.2 

+2200 

45 

96-114 

YTC/Baal/BBB+/BBB+ 

84751PBP3  0.4 

+1500 

50 

94-265 

YTC/Baa2/BBB/ 
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000 
500 
000 
550 
250 
650 
600 
243 
825 
11.250 
3.275 
4.125 
12.000 
2.837 
000 
000 
000 
000 
000 
5.862 
7.000 


ACE  2003-HE1  M5 
SACO  2006-6  Bl 
SACO  2006-6  B2 
CWL  2005-13  MV8 
WFHET  2006-1  M7 
MLMI  2006-HE2  Bl 
SVHE  2006-OPT4  M7 
GSAMP  2006-HE4  M7 
HEAT  2006-6  M7 
FFML  2006-FF13  M7 
SURF  2006-BC3  Bl 
HEAT  2006-7  M7 
CWL  2006-8  M7 
GSAMP  2006-HE8  M7 
LBMLT  2006-10  M7 
WMABS  2006-HE3  M7 
LBMLT  2006-9  M7 
GSAMP  2007-NC1  M7 
WMHE  2007-HE1  M7 
SURF  2007-BC1  Bl 
MSAC  2007-NC1  Bl 


2.000 

5.000 

10.218 

4.500 

3.000 

3.150 

2.400 

7.156 

1.500 

5.000 

8.410 

3.131 

4.000 

7.100 

1.421 


MSAC  2 
FHLT  2 
PPSI  2 
ECR  20 
INABS 
RASC  2 
SVHE  2 
GSAMP 
FHLT  2 
NCHET 
GSAMP 
FHLT  2 
SASC  2 
RAMP  2 
MSAC  2 


005-WMC1  B3 
005-B  M10 
004-WCW1  M7 
05-4  M9 
2005-B  M9 
005-KS12  M9 
006-OPT4  M8 
2006-HE3  M9 
006-A  M8 
2006-1  M9 
2006-HE5  M9 
006-D  M9 
006-EQ1A  M9 
006-RZ3  M9 
006-HE7  B3 


FIXED  Alt-A 


FLOATING 

4.000 

7.300 

4.300 

20.000 

25.000 

21.500 

3.000 

20.000 


Alt-A 

GSAA  2006-10  AVI 
GSAA  2006-3  Al 
GSAA  2006-12  Al 
GSAA  2006-19  Al 
GSAA  2004-6  A2 
IMM  2005-4  1A2 
GSAA  2006-20  1A1 
GSAA  2005-15  2A2 


15.000    IMM  2004-11  2M2 
10.255    BSABS  2007-AC1  Ml 
5.000     BSABS  2007-AC2  Ml 

1.000  GSAA  2005-5  B2 
1 . 00/YTC/Baa2/BBB/BBB 

0.700  GSAA  2005-9  B3 

0.730  GSAA  2005-6  M3 

1.000  GSAA  2006-9  Bl 

4.551  GSAA  2005-11  M4 

6.552  CWALT  2005-AR1  M5 

William  Street  Funding 

Small  Business  Administration 


004421DE0 
785779AH2 
785779AJ8 
126670HR2 
94  97EUAP2 
59020VAL7 
83611YAM4 
362439AM3 
437097AN8 
30247DAM3 
84751WAM6 
43709NAN3 
045427AL5 
3622M8AM8 
54251YAM0 
93934MAM9 
54251WAM4 
3622MGAM0 
933631AM5 
84752BAP4 
617505AM4 

61744CMC7 
35729PKE9 
70069FAJ6 
29256PBE3 
456606HB1 
753910AM0 
83611YAN2 
36244KAP0 
35729RAP1 
64352VRB9 
362437AP0 
35729VAP2 
86360RAP8 
75156MAM7 
61750MAQ8 


2 

6 

6 

2 

8 

9 

,9 

,1 

,2 

,4 

,3 

,4 

,7 

,6 

.7 

.4 

.6 

.8 


+2000   45 


3.9 

4.0 
4.7 


362375AA5 
362334BQ6 
362381AA3 
362244AA3 
36228F7E0 
45254NPC5 
362351AA6 
362341D71 


3.6 
3.7 
3.9 

4.1 

AVL 

AVL 
0.6 


45254NME4  0.9 
07389XAE3  6.0 
073854AD3  6.2 


+800 

+2000 

+1500 

+2250 

+1400 

+2500 

+1550 

+1200 

+2200 

+1600 

+1400 

+3000 

+1200 

+3000 

+1200 

+2000 

+1400 

+1400 

+2500 
+3650 
+2000 
+2000 
+2050 
+1700 
+3200 
+3000 
+2600 
+3300 
+3000 
+2700 
+1300 
+2000 
+2500 


DM 

+75 

+75 

+75 

+75 

+50 

+75 

+75 

+95 


40 

100 

S3 

S3 

100 

100 

100 

S3 

100 

S3 

100 

100 

100 

100 

100 

100 

S3 

S3 

S3 

S4 

S4 

40 

100 

S4 

S3 

100 

100 

100 

100 

100 

30 

100 

S3 


362341GT0  3.1 
36242D3Z4  3.7 
362382AP8  4.8 
362341PE3  4.6 
12668A4X0  5.3 


96-246  YTC/Baa2/BBB/BBB 

20-000  YTC/C/CCC/ 

10-000  YTC/C/CCC/ 

88-301  YTC/Baa2/BBB+/ 

62-301  YTC/Baal/A/ 

70-266  YTC/Baal/A-/ 

59-096  YTC/Baa2/BBB+/ 

70-136  YTC/Baal/A/ 

53-024  YTC/Baal/A/BBB+ 

65-007  YTC/Baal/A/ 

72-293  YTC/Baal/A-/ 

54-297  YTC/Baal/A-/BBB 

63-198  YTC/Baal/BBB+/ 

66-293  YTC/Baal/BBB+/ 

42-155  YTC/Baal/BBB+/ 

71-296  YTC/Baal/BBB+/ 

43-063  YTC/Baal/A-/ 

69-261  YTC/Baal/BBB+/ 

54-103  YTC/Baal/BBB+/ 

64-198  YTC/Baal/BBB+/ 

61-304  YTC/3aal/BBB+/ 

88-108  YTC/Baa3/BBB-/BBB- 

•69-292  YTC/Baa3/BBB-/ 

82-191  YTC/Baa2//BBB 

73-151  YTC/Baa3/BBB-/ 

71-267  YTC/Baa3/BBB/BBB- 

71-276  YTC/Baa3/BBB+/ 

50-042  YTC/Baa3/BBB/ 

50-281  YTC/Baa3/BBB+/ 

55-214  YTC/Ba3/BB/BB 

48-137  YTC/B3/B/BB 

47-293  YTC/Baa3/BBB/ 

49-225  YTC/Baa3/BBB-/BB 

72-127  YTC/Baa3/BBB-/ 

59-037  YTC/Baa3//BBB- 

48-252  YTC/Ba2/BBB-/ 


Sprd    Ppy   App  Pre   Fctr/Notes 


Ppy 

20 

20 

20 

20 

40 

20 

20 

20 


+300  20 
+400  20 
+400    20 


36242DS38  1.0    +3000   20 


+2500  20 

+2500  20 

+1900  20 

+800  20 

+1350  20 


AVL   DM     Ppy 
AVL    Sprd    Ppy 
6 


App  Pre  Fctr/Notes 

99-196  0.4  4/YTC/Aaa/AAA/ 

99-111  0.52/YTC/Aaa/AAA/ 

99-066  0.65/YTC/Aaa/AAA/ 

99-074  0.69/YTC/Aaa/AAA/ 

99-280  0.14/YTC/Aaa/AAA/ 

99-091  0.33/YTC/Aaa/AAA/ 

99-046  0.76/YTC/Aaa/AAA/ 

97-298  1.00/YTC/Aaa/AAA/ 

97-256  0.24/YTC/Aa2/AA/ 

83-188  1.00/YTC/Aa2/AA/ 

83-056  1.00/YTC/Aa2/AA/ 

76-233 

55-253  1.00/YTC/Baa3/BBB-/ 

52-283  1.00/YTC/A2/A/ 

51-284  1.00/YTC/Baa2/A/ 

76-095  1.00/YTC/A3/A-/ 

60-097  1.00/YTC/A2/*-/A+/ 

App  Pre  Fctr/Notes 

Handle  Fctr/Notes 
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SP  CDOs 
NIMs 


AVL    DM     Ppy   App  Pre   Fctr/Notes 
AVL    Yield   Ppy   App  Pre   Fctr/Notes 


1 

2 

3 

5. 

7 

10 


Floating 

Cards 

-2/-3 

-1/-2 

0/-1 

4/3 

6/5 

9/7 


Fixed 

Cards 

-3/-4' 

-2/-3 

-1/-2 

2/1 

5/4 

8/7 


HomeEq  Fit  Mezz/Sub 


AA 

A 

BBB+ 

BBB 

BBB- 


70/55 
145/125 
375/300 
575/450 
800/625 


Autos 
-1/-2 
0/-1 
4/3 


RRB 

-4/-5 

-3/-4 

-2/-3 

1/0 

6/5 

9/8 


Fxd 
30/25 
42/37 
52/47 
85/80 
105/95 
112/107 


Fit 

10/8 

16/13 

25/20 

29/24 

35/30 


Student   Student 


HomeEq  HomeEq   Loan 


FFELP 
0/-1 
1/0 
3/2 
7/6 
11/10 
13/12 


Loan 
Private 

2/1 

3/2 

4/3 

6/5 
14/13 
18/17 


ABX.HE.07-2  Closes 

Price  Spread   Change 

AAA    96-00  141     -25bp 

AA    85-00  588    -154bp 

A     61-00  1470  -105bp 

BBB    42-00  2213      -4bp 

BBB-   39-00  2318     -33bp 


******************************************  ************************************************ 
**** 

Disclaimer: 

This  material  has  been  prepared  specifically  for  you  by  the  Fixed  Income  or  J.  Aron 
Trading/Sales  Department  and  is  not  the  product  of  Fixed  Income  or  J.  Aron  Research.   We 
are  not  soliciting  any  action  based  upon  this  material.  Opinions  expressed  are  our  present 
opinions  only.   The  material  is  based  upon  information  which  we  consider  reliable,  but  we 
do  not  represent  that  it  is  accurate  or  complete,  and  it  should  not  be  relied  upon  as 
such.   Certain  transactions,  including  those  involving  futures,  options  and  high  yield 
securities,  give  rise  to  substantial  risk  and  are  not  suitable  for  all  investors.  We,  or 
persons  involved  in  the  preparation  or  issuance  of  this  material,  may  from  time  to  time, 
have  long  or  short  positions  in,  and  buy  or  sell,  the  securities,  futures,  options  or 
other  instruments  and  investments  identical  with  or  related  to  those  mentioned  herein. 
Goldman  Sachs  does  not  provide  accounting,  tax  or  legal  advice;  such  matters  should  be 
discussed  with  your  advisors  and  or  counsel.   In  addition,  we  mutually  agree  that,  subject 
to  applicable  law,  you  may  disclose  any  and  all  aspects  of  this  material  that  are 
necessary  to  support  any  U.S.  federal  income  tax  benefits,  without  Goldman  Sachs  imposing 
any  limitation  of  any  kind.   This  material  has  been  issued  by  Goldman,  Sachs  &  Co.  and  has 
been  approved  by  Goldman  Sachs  International,  which  is  authorised  and  regulated  by  The 
Financial  Services  Authority,  in  connection  with  its  distribution  in  the  United  Kingdom 
and  by  Goldman  Sachs  Canada  in  connection  with  its  distribution  in  Canada.   Further 
information  on  any  of  the  securities,  futures  or  options  mentioned  in  this  material  may  be 
obtained  upon  request. 

***++********* ************************************  *******************************  ********* 
**** 


This  email  has  been  scanned  by  the  FrontBridge  Email  Security  System.  For  more  information 
please  visit  http://www. frontbridge. com/solutions/message_security . php 
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From:      Egol,  Jonathan 

Sent:       Friday,  September  07,  2007  2:1 8  PM 

To:  Bieber,  Matthew  G. 

Subject:  FW:  Timberwolf  --  Default  Swap  Collateral 


FYI 


From:  Swenson,  Michael 

Sent:  Friday,  September  07,  2007  2:02  PM 

To:  Egol,  Jonathan;  Lehman,  David  A. 

Subject:  RE:  Timberwolf  --  Default  Swap  Collateral 

agreed 


From:  Egol,  Jonathan 
Sent:  Friday,  September  07,  2007  2:00  PM 
To:  Swenson,  Michael;  Lehman,  David  A. 
Subject:  RE:  Timberwolf  --  Default  Swap  Collateral 

I  suggest  we  round  up  some  AAA  cards/slabs  to  propose 


From:  Swenson,  Michael 

Sent:  Friday,  September  07,  2007  7:22  AM 

To:  Egol,  Jonathan 

Subject:  FW:  Timberwolf  --  Default  Swap  Collateral 

Importance:  High 


From:  Joe  Marconi  [mailto:joe.marconi@greywolfcapital.com] 

Sent:  Friday,  September  07,  2007  7:23  AM 

To:  Lehman,  David  A. 

Cc:  Joe  Marconi;  Greg  Mount;  Bieber,  Matthew  G.;  Swenson,  Michael 

Subject:  FW:  Timberwolf  --  Default  Swap  Collateral 

Importance:  High 

David:  As  we  discussed  yesterday,  I  believe  that  your  refusal  to  approve  the  purchase  of  any 
additional  Default  Swap  Collateral  into  Timberwolf  is  unreasonable  and  inconsistent  with  the 
way  the  transaction  structure  was  originally  presented  to  us.  We  were  told  that  the  purpose  of 
the  approval  rights  was  to  permit  GS  to  review  specific  assets  and  approve  or  disapprove 
specific  assets  based  on  their  relative  credit  merits.  If  we  thought  for  a  second  that  you  had  the 
right  to  prohibit  all  new  purchases  indefinitely,  we  would  have  implemented  the  much  simpler 
GIC  structure  that  is  used  in  most  other  synthetic  CDOs  and  CDO*2  transactions  and  thereby 
locked  in  a  fixed  spread  to  LIBOR  for  the  term  of  our  transaction.  Also,  the  Timberwolf  CDS 
economics  include  an  ongoing  fee  to  GS  for  the  put  swap  component  of  the  trade;  we  would 
not  have  agreed  to  those  terms  if  we  thought  you  had  this  option.  Finally,  I  believe  that  if 
anyone  on  the  deal  team  thought  you  had  this  option,  it  would  have  been  clearly  disclosed  in 
the  OM.  Especially  given  current  market  conditions,  I  am  surprised  that  you  are  taking  a 
position  that  will  directly  result  in  less  cash  flow  being  available  to  debt  and  equity  investors.  As 
I  said  yesterday,  we  recognize  the  impact  of  current  market  conditions  and,  even  before  I 
spoke  with  Matt,  I  was  suggesting  we  collectively  focus  on  shorter  average  life  AAA  RMBS  for 
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the  deal  and  I  specifically  solicited  feedback  on  securities  where  GS  would  be  comfortable.  I 
continue  to  be  surprised  by  your  response.  Joe. 


Joe  Marconi 

GREYWOLF  CAPITAL 

4  Manhattanville  Road,  Suite  201 

Purchase,  NY  10577 

P)  91 4.251 .8249 
F)  91 4.251 .8244, 

M}914^mQ 

E)  joe.marconi@greywolfcapital.com 


Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


CCX; 
This  j 


:<;' 


above.  U  the  reader  !:■  this  eraai:  is  so;  »?e  intended  rscspien!  <v  its  saihacixv)  :•«':••■.,  the  reader  »:  hereby  jpnifitf:  utsl  any 
tesse.-Biitaik.-s.  tifefihtiVi'iacreopyiiSfj  ofthi;.  arriaii  h  prohibit;..  Jf  yx:  have  received  this  e».visi:  i?:  irrror,  pies;.?  notiiy  the  serine; 
ittvrssdiftfcyy  by  replying  to  this  sraai:  asd  rifi-fct::  ;'■!•;  srssiii  sad  say  atutc.:ttv,ettS(:.)  iryjB  your  sys 
Msj;5<'e;jie;;tti). 


i'fersk  You.  G^vwoif  Csoita 


From:  Joe  Marconf 

Sent:  Thursday,  September  06,  2007  9:19  AM 

To:  'david.lehman@gs.com' 

Cc:  Joe  Marconi;  Greg  Mount;  Bieber,  Matthew  G.;  Swenson,  Michael 

Subject:  FW:  Timberwolf  -  Default  Swap  Collateral 

Importance:  High 

David:  I  would  like  to  have  a  call  with  you  to  discuss  the  purchase  of  Default  Swap  Collateral 
into  Timberwolf.  I  understand  you  are  traveling  this  week.  Let  me  know  when  you  will  have 
some  time  to  talk.  In  response  to  the  attached  message,  Matt  told  me  that  GS  will  not  approve 
the  purchase  of  any  additional  Default  Swap  Collateral  into  Timberwolf.  While  GS  does  have 
consent  rights  regarding  the  purchase  of  Default  Swap  Collateral,  a  blanket  refusal  to  approve 
any  assets  is  inappropriate,  inconsistent  with  the  parties'  original  expectations  and  will 
negatively  impact  the  performance  of  both  the  debt  and  equity  issued  by  Timberwolf.  Give  me 
a  call  when  you  can.  Joe. 


Joe  Marconi 

GREYWOLF  CAPITAL 

4  Manhattanville  Road,  Suite  201 

Purchase,  NY  10577 

P)  91 4.251 .8249 

F)  914.251 .8244 

M)914fflMP 

E)  joe.marconi@greywolfcapital.com 
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abov;:.  if  fe  fcaitr  of  Ihh  err-iiii  h  tm  the  mte&dsd  recipiesst  or  if;  atiSiscr&ed  agent,  ih;:  rei-kr  is  hereby  aoiiiied  thai  any 
diSi.ei'sifisiioK,  distribution  or  copying  of  this  etuaii  is  probifeived.  '•!  you  have  retciv«i  ibif/  email  is  error,  piaase  BOtify  'he  j.ande 
iinmx-dhfxh  by  rspjyinjt  t-r»  ikh  tmar,  srid  delete  titis  e;.tts.i!  and  any  atisehrasfcfi*,!  front  yeiat  ^y;.fc:V:.  Thau's.  Yo>.:.  Greywoif  Oapii 


From:  Joe  Marconi 

Sent:  Thursday,  September  06,  2007  8: 18  AM 

To:  'Shimonov,  Roman' 

Cc:  Joe  Marconi;  Bieber,  Matthew  G.;  'Martin,  Nicole' 

Subject:  Timberwolf  --  Default  Swap  Collateral 

Roman: 

We  are  doing  our  credit  work  on  these  3  bonds  which  are  shown  on  the  GS 
inventory  sheet.  If  we  get  comfortable  with  these  positions,  would  GS  be  ok 
adding  them  to  Timberwolf  as  Default  Swap  Collateral?  We  should  be  done 
with  our  credit  work  today. 
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Thanks.  Joe. 


FLOATING  Home  Equity 

AVL 

DM 

Ppy 

App  Pre 

Fctr/Notes 

75.247    SVHE  2005-4  2A3 

83611MKB3 

0.6 

+  90 

35 

99-191 

1.00/YTC 

5.000     CWL  2005-BC5  3A2 

126670NC8 

0.6 

+90 

35 

99-195 

0.76/YTC 

13.335   ABFC  2006-HE1  A2A 

00075WAB5 

0.8 

+70 

20 

99-161 

0.68/YTC 

From:  Bruns,  William  [mailto:William.Bnjns@gs.com] 
Sent:  Thursday,  September  06,  2007  7:48  AM 
To:  undisclosed-recipients 
Subject:  Goldman  Sachs  ABS  Inventory  (External) 


ABS  Cash  Trading:   Mike  Swenson   Deeb  Salem   Edwin  Chin   Jordan 
Kaufman   Will  Bruns  +1  (212)902-5090 

In  autos : 

-  CARMX  announced  a  $500mm  deal. 

In  cards : 

-  CCCIT  announced  a  $750mm  deal. 


«lnventory.xls» 


Amt 

($mm)     Issue 
Price   Fctr/Notes 


Approx 


CUSIP 


AVL    Sprd   Ppy 


FIXED  Credit  Cards/Dealer  Floorplan/Student  Loans 
3.750     MBNAS  2003-A11  All      55264TCH2  1.1    E+24 
1 . 00/YTC/Aaa/AAA/AAA 

3.750     BOIT  2003-A9  A9        06423RBE5  1.1    E+24 
1 . 00/YTC/Aaa/AAA/AAA 


98- 

SOLD 


10.000    MBNAM  1999-J  B 
1.00/YTC/A2/A+/A+ 


55262TEV1  2.0    N+50 


104- 


FLOATING  Credit  Cards/Dealer  Floorplan/Autos/UK  &  Aussie 

RMBS/Equipment/Stranded  Cost 

3.300     CNHMT  2005-1  A 

1 . 00/YTC/Aaa/AAA/AAA 

1.500     CCCIT  2007-A2  A2 

1 . 00/YTC/Aaa/AAA/AAA 

12.500    COMET  2004-C2  C2 
1 . 00/YTC/Baa2/BBB/BBB 


12615SAE0  0.8 

+20 

99-297 

17305EDS1  2.7 

+28 

99-072 

14041NBH3  6.4 

+  125 

98-305 
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3.000     GEBL  2006-2A  D 
0 . 98/YTC/Baa2/BBB+/BBB 

FIXED  Auto  &  Equipment  Loans 

Fctr/Notes 

41.780    GSALT  2004-1  A4 

0.4  7/YTC 

8.555     NAVOT  2003-B  A4 

0.71/YTC 

3.000     AESOP  2003-3A  A3 

1.00/YTC 

7.000     GSALT  2005-1  A4 

1.00/YTC 

2.150     HDMOT  2005-2  A2 

1.00/YTC 

3.750     TAROT  2006-C  A3 

1.00/YTC 

1.00/YTC 

FIXED  Stranded  Cost 

Fctr/Notes 

15.000    CNP  2001-1  A3 

1.00/YTC 

5.000    CPL  2002-1  A3 

1.00/YTC 

4.000     CONFD  2001-1  A4 

0.90/YTC 

5.060     CONFD  2001-1  A5  - 

1.00/YTC 

Student  Loans 

Fctr/Notes 

4.650     SLMA  2006-9  A2 

1.00/YTC 

50.025    SLMA  2006-6  Al 

0.68/YTC 

13.675    SLMA  2007-3  Al 

0.81/YTC 

FIXED  Home  Equity 

Fctr/Notes 

12.000    CWL  2002-S4  A5 

0.87/YTC 

5.000     POPLR  2005-1  AF3 

0.57/YTC 

24.456    CBASS  2004-CB1  AF1 

0.03/YTC 

7.585     ACCR  2003-2  Al 

0.31/YTC 

5.273     SAIL  2005-8  M7 

1.00/YTC/Ba3/BBB/ 

10.000    SAIL  2005-8  M8 

1.00/YTC/B3/B/ 

4.220     CWL  2005-11  MF8 
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36159EAG7  #N/A  N+300  90-101 

AVL   Sprd  Ppy  Handle 

36292RAM3  0.0    E+35  1.25  SOLD 

63936XAD6  0.3   E+50  0.75  99- 

00103RAX4  0.7    E+25  0.00  98- 

36292RAV3  1.3    E+40  1.35  98- 

41283ABV0  1.2    E+30  1.45  98- 

89578PAC3  1.4    E+55  1.45  99- 


AVL 

Sprd 

Ppy 

Handle 

75953MAC4 

1.3 

E+20 

0 

99- 

12617AAC1 

1.7 

E+20 

0 

100- 

210523AD8 

1.3 

E+20 

SI 

99- 

210523AE6 

4.2 

N+28 

SI 

101- 

AVL 

DM 

Ppy 

App  Pre 

78443KAB2 

1.5 

+20 

100 

99-214 

83149FAA2 

1.5 

+20 

150 

99-205 

78443YAA4 

0.8 

+20 

20 

99-253 

AVL 

Sprd 

Ppy 

Handle 

126671UD6 

0.2 

E+50 

25 

99- 

73316PBK5 

1.0 

E+45 

15 

98- 

04542BFH0 

1.4 

E+55 

30 

97- 

004375AN1 

2.8 

N+100 

100 

95- 

86358EXW1  3.8  55- 

86358EXX9  3.8  45- 

126670CU0  4.0   .  N+500   S3    87- 
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1 . 00/YTC/Baa2/BBB/ 

4.364     GSAMP  2004-AR2  B4 
0.36/YTC/Bal//BB+ 

FLOATING  Home  Equity 

Fctr/Notes 

75.247    SVHE  2005-4  2A3 

1.00/YTC 

5.000     CWL  2005-BC5  3A2 

0.76/YTC 

13.335   ABFC  2006-HE1  A2A 

0.68/YTC 

20.000    MSAC  2004-HE8  A4 

0.04/YTC 

5.000     CMLTI  2007-WFH2  A3 

1.00/YTC 

2.000     OWNIT  2006-5  A2C 

1.00/YTC 

12.000    GSAMP  2005-WMC3  A1B 

0.54/YTC 

10.000    JPMAC  2006-NC1  A5 

1.00/YTC 

11.000    GSAMP  2005-WMC2  A2C 

1.00/YTC 

9.437     TMTS  2006-3  2A3 

1.00/YTC 

10.000   AMSI  2005-R3  M2 

YTC/Aa2/AA/AA 

2.000     RASC  2005-AHL3  M2 

YTC/Aa2/AA/ 

7.000     SURF  2006-BC2  M2 

YTC/Aa2/AA/ 

7.115     BAYV  2004-C  Ml 

YTM/Aa2/AA/AA 

3.050    HEAT  2006-6  M3 

YTC/Aa3/AA/AA+ 

15.836    OWNIT  2006-6  Ml 

YTC/Aal/AA+/ 

12.376    GSAMP  2007-FM1  M3 

YTC/Aa3/AA-/ 

15.992    HASC  2006-WMC1  M3 

YTC/Aa3/AA/BBB- 

16.000   ABFC  2003-OPT1  M2 

YTC/A2/AA/A+ 

3.000     ACE  2005-RM1  M6 

YTM/A3/A/A- 

7.810     GSAMP  2004-NC2  M3 

YTC//A-/A- 

2.341     BSABS  2005-1  M3 

YTC//A-/A- 

10.554    HEAT  2005-1  M5 

YTC/A2/A+/ 

2.500     AMSI  2005-R6  M2 


35 

99-195 

20 

99-161 

35 

99-317 

36242DDY6  0.8  E+1500  45  89- 

AVL  DM  Ppy  App  Pre 

83611MKB3  0.6  +90  35  99-191 

126670NC8  0.6  +90  35 

00075WAB5  0.8  +70 

61744CGW0  0.1  +45 

17312BAC6  2.3  +150  100  97-053 

69121EAE8  2.8  +140  S3  96-262 

362341L23  3.0  +65  20  99-064 

46626LJQ4  4.7  +175  100  94-025 

362341UZ0  5.0  +95  100  97-141 

881561W26  3.9  +375  S3  88-186 


03072SZY4  1.9  +450  30 

76110W6P6  2.9  +750  30 

84751PLR8  3.2  +550  S3 

073247BL1  0.1  +200  21 

437097AJ7  3.3  +1000  100 

69121TAF2  4.1  +450  S3 

3622MAAH4  5.6  +600  100 

40430MAJ6  5.7  +900  30 


04542BDJ8  0.4 
004421LR2  0.7 
36242DHC0  1.3 
073877AX0  1.2 
437084HU3  1.5 
03072SG33  2.0 


+800  S4 

+900  30 

+550  100 

+1500  35 

+1600  100 

+700  40 


93-067 
83-164 
86-098 
97-097 
75-093 
86-044 
76-143 
66-075 

97-248 
92-208 
95-102 
85-244 
80-223 
88-300 
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YTC/NR/AA/AA 

2.500     AMSI  2005-R6  M3 

YTC/NR/AA-/AA- 

2.000     CWL  2005-6  M5 

YTC/A2/A/ 

1.000     CBASS  2005-CB7  M6 

YTC/A3/AA/A+ 

8.218     FFML  2006-FF11  M6 

YTC/A3/A/BBB+ 

8.733     ABFC  2006-OPT1  M6 

YTC/A3/A-/A- 

1.029     CARR  2005-FRE1  M5 

YTC/A2/A/ 

10.378    LBMLT  2006-7  M6 

YTC/A3/A+/BBB 

3.902     JPMAC  2006-NC2  M6 

YTC/A3/A-/A- 

7.000     JPMAC  2006-CW2  MV6 

YTC/A3/A-/A- 

2.400     MABS  2006-NC2  M6 

YTC/A2/A-/A- 

3.330     LBMLT  2006-8  M6 

YTC/A3/A+/ 

2.500     SASC  2006-BC5  M6 

YTC/A2/A-/A 

3.000     SASC  2006-WF3  M6 

YTC/A2/A-/A- 

2.000     SABR  2006-NC3  M5 

YTC/A2/A-/A- 

4.000     SAST  2006-3  M6 

YTC/A3/A/ 

2.320     CARR  2006-NC5  M6 

YTC/A2/A-/A- 

4.000     MLMI  2006-MLN1  M6 

YTC/A3/A/ 

6.000     LBMLT  2006-9  M6 

YTC/A3/A-/ 

2.423     MSAC  2006-HE3  M5 

YTC/A2/A/BBB+ 

2.436     CMLTI  2006-NC2  M6 

YTC/A3/A-/ 

6.802     MABS  2006-WMC3  M6 

YTC/A3/A/ 

7.278     JPMAC  2006-RM1  M6 

YTC/A3/A-/BBB 

9.833     NHEL  2007-1  M6 

YTC/A3/A-/ 

5.007     GSAMP  2007-H1  M6 

YTC/A3//A- 

3.000     ACCR  2007-1  M6 

YTC/A3/A/ 

1.000     ACE  2003-HE1  M4 

YTC/Baal/BBB+/BBB+ 

1.000     SURF  2003-BC4  B2 

YTC/Baa2/BBB/ 

1.000     ACE  2003-HE1  M5 


03072SG41  1.8 
126673W65  2.2 
12489WPR9  2.6 
32028PAM7  3.3 
00075QAK8  3.1 
144531EK2  3.2 
54251TAL3  3.4 
4  6629FAK6  3.4 
46629BAY5  3.4 
55275BAL1  3.4 
54251UAL0  3.5 
86359SAL8  3.8 
86361EAL5  3.9 
81377CAH1  3.5 
80556AAK3  3.5 
144539AL7  3.6 
59023AAL0  3.6 
54251WAL6  3.6 
61749HAK6  3.7 
17309TAL2  3.4 
55291KAL1  3.6 
4  6629NAM5  3.7 
669971AL7  3.8 
36245YAK0  3.9 
00438QAK0  4.1 

004421DD2  0.2  +2200  45  96-114 
84751PBP3  0.4  +1500  50  94-265 
004421DE0  0.2    +2000   45     96-246 


+700 

40 

89-266 

+  355 

30 

94-134 

+  600 

S3 

88-125 

+  1300 

100 

69-291 

+  600 

S4 

85-158 

+  500 

25 

88-151 

+2500 

100 

50-032 

+  1200 

100 

71-067 

+  1200 

100 

71-052 

+  1600 

100 

63-125 

+2500 

100 

49-071 

+800 

30 

77-293 

+800 

30 

77-304 

+  1400 

100 

66-102 

+  1300 

S4 

68-107 

+850 

100 

77-136 

+  1300 

S3 

68-005 

+2500 

100 

48-112 

+  1100 

S3 

71-280 

+  1400 

100 

67-112 

+  1600 

100 

62-121 

+  1500 

100 

63-215 

+  900 

100 

76-134 

+  1600 

S3 

60-272 

+  1000 

100 

71-241 
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YTC/Baa2/BBB/BBB 

1.500     SACO  2006-6  Bl 

YTC/C/CCC/ 

3.000    SACO  2006-6  B2 

YTC/C/CCC/ 

7.550     CWL  2005-13  MV8 

YTC/Baa2/BBB+/ 

1.250     WFHET  2006-1  M7 

YTC/Baal/A/ 

3.650     MLMI  2006-HE2  Bl 

YTC/Baal/A-/ 

3.600     SVHE  2006-OPT4  M7 

YTC/Baa2/BBB+/ 

3.243     GSAMP  2006-HE4  M7 

YTC/Baal/A/ 

3.825     HEAT  2006-6  M7 

YTC/Baal/A/BBB+ 

11.250    FFML  2006-FF13  M7 

YTC/Baal/A/ 

3.275     SURF  2006-BC3  Bl 

YTC/Baal/A-/ 

4.125     HEAT  2006-7  M7 

YTC/Baal/A-/BBB 

12.000    CWL  2006-8  M7 

YTC/Baal/BBB+/ 

2.837     GSAMP  2006-HE8  M7 

YTC/Baal/BBB+/ 

3.000     LBMLT  2006-10  M7 

YTC/Baal/BBB+/ 

2.000     WMABS  2006-HE3  M7 

YTC/Baal/BBB+/ 

4.000     LBMLT  2006-9  M7 

YTC/Baal/A-/ 

7.000     GSAMP  2007-NC1  M7 

YTC/Baal/BBB+/ 

5.000     WMHE  2007-HE1  M7 

YTC/Baal/BBB+/ 

5.862     SURF  2007-BC1  Bl 

YTC/Baal/BBB+/ 

7.000     MSAC  2007-NC1  Bl 

YTC/Baal/BBB+/ 

2.000     MSAC  2005-WMC1  B3 

YTC/Baa3/BBB-/BBB- 

5.000     FHLT  2005-B  M10. 

YTC/Baa3/BBB-/ 

10.218    PPSI  2004-WCW1  M7 

YTC/Baa2//BBB 

4.500     ECR  2005-4  M9 

YTC/Baa3/BBB-/ 

3.000     INABS  2005-B  M9 

YTC/Baa3/BBB/BBB- 

3.150     RASC  2005-KS12  M9 

YTC/Baa3/BBB+/ 

2.400     SVHE  2006-OPT4  M8 

YTC/Baa3/BBB/ 

7.156    GSAMP  2006-HE3  M9 


785779AH2 

2. 

6 

20-000 

785779AJ8 

2. 

6 

10-000 

126670HR2 

2. 

2 

+800 

40 

88-301 

9497EUAP2 

2. 

8 

+2000 

100 

62-301 

59020VAL7 

2. 

9 

+  1500 

S3 

70-266 

83611YAM4 

2. 

9 

+2250 

S3 

59-096 

362439AM3 

3. 

1 

+  1400 

100 

70-136 

437097AN8 

3. 

2 

+2500 

100 

53-024 

30247DAM3 

4 

.  1  C  C  f\ 

X  L»  V 

65-007 

84751WAM6 

3. 

3 

+  1200 

S3 

72-293 

43709NAN3 

3, 

,4 

+2200 

100 

54-297 

04  5427AL5 

3. 

,7 

+  1600 

S3 

63-198 

3622M8AM8 

3 

,6 

+  1400 

100 

66-293 

54251YAM0 

3 

.7 

+  3000 

100 

42-155 

93934MAM9 

3 

.4 

+  1200 

100 

71-296 

54251WAM4 

3 

.6 

+3000 

100 

43-063 

3622MGAM0 

3 

.8 

+  1200 

100 

69-261 

933631AM5 

3 

.9 

+2000 

100 

54-103 

84752BAP4 

4 

.0 

+  1400 

S3 

64-198 

617505AM4 

4 

.7 

+  1400 

S3 

61-304 

617.4  4  CMC7 

0 

.6 

+2500 

S3 

88-108 

35729PKE9 

1 

.2 

+3650 

S4 

69-292 

70069FAJ6 

1 

.3 

+2000 

S4 

82-191 

29256PBE3  1.9  +2000  40  73-151 

456606HB1  2.1  +2050  100  71-267 

753910AM0  2.7  +1700  S4  71-276 

83611YAN2  2.8  +3200  S3  50-042 

36244KAP0  2.9  +3000  100  50-281 
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YTC/Baa3/BBB+/ 

1.500     FHLT  2006-A  M8 

YTC/Ba3/BB/BB 

5.000     NCHET  2006-1  M9 

YTC/B3/B/BB 

8.410     GSAMP  2006-HE5  M9 

YTC/Baa3/BBB/ 

3.131     FHLT  2006-D  M9 

YTC/Baa3/BBB-/BB 

4.000     SASC  2006-EQ1A  M9 

YTC/Baa3/BBB-/ 

7.100     RAMP  2006-RZ3  M9 

YTC/Baa3//BBB- 

1.421     MSAC  2006-HE7  B3 

YTC/Ba2/BBB-/ 

FIXED  Alt-A 
Fctr/Notes 

FLOATING  Alt-A 

Fctr/Notes 

4.000     GSAA  2006-10  AVI 

0.4  4/YTC/Aaa/AAA/ 

7.300     GSAA  2006-3  Al 

0.52/YTC/Aaa/AAA/ 

4.300     GSAA  2006-12  Al 

0 . 65/YTC/Aaa/AAA/ 

20.000    GSAA  2006-19  Al 

0 . 69/YTC/Aaa/AAA/ 

25.000    GSAA  2004-6  A2 

0.14/YTC/Aaa/AAA/ 

21.500    I MM  2005-4  1A2 

0 . 33/YTC/Aaa/AAA/ 

3.000     GSAA  2006-20  1A1 

0 . 7  6/YTC/Aaa/AAA/ 

20.000    GSAA  2005-15  2A2 

1.00/YTC/Aaa/AAA/ 

15.000    IMM  2004-11  2M2 

0.24/YTC/Aa2/AA/ 

10.255    BSABS  2007-AC1  Ml 

1.00/YTC/Aa2/AA/ 

5.000     BSABS  2007-AC2  Ml 

1.00/YTC/Aa2/AA/ 

1.000     GSAA  2005-5  B2 
1 . 00/YTC/Baa2/BBB/BBB 
0.700     GSAA  2005-9  B3 
1  .  00/YTC/Baa3/BBB-/ 
0.730     GSAA  2005-6  M3 
1.00/YTC/A2/A/ 
1.000    GSAA  2006-9  Bl 
1.00/YTC/Baa2/A/ 

4.551  GSAA  2005-11  M4 
1.00/YTC/A3/A-/ 

6.552  CWALT  2005-AR1  M5 


35729RAP1  2.9  +2600   100    55-214 

64352VRB9  3.0  +3300  .100    48-137 

362437AP0  3.3  +3000   100    47-293 

35729VAP2  3.6  +2700   100    49-225 

86360RAP8  3.7  +1300   30     72-127 

75156MAM7  3.9  +2000   100    59-037 

61750MAQ8  4.1  +2500   S3     48-252 

AVL  Sprd   Ppy   App  Pre 

AVL  DM 

362375AA5  0.6  +75 

362334BQ6  1.0  +75 

362381AA3  1.2  +75 

362244AA3  1.2  +75 

36228F7E0  1.2  +50 

45254NPC5  1.9  +75 

362351AA6  1.3  +75 

362341D71  3.2  +95 

45254NME4  0.9  +300    20     97-256 

07389XAE3  6.0  +400    20     83-188 

073854AD3  6.2  +400    20     83-056 


Ppy 

App  Pre 

20 

99-196 

20 

99-111 

20 

99-066 

20 

99-074 

40 

99-280 

20 

99-091 

20 

99-046 

20 

97-298 

36242DS38 

1, 

,0 

+3000 

20  ' 

76- 

-233 

362341GT0 

3, 

,1 

+2500 

20 

.55- 

-253 

36242D3Z4 

3. 

.7 

+2500 

20 

52- 

-283 

362382AP8 

4. 

.8 

+  1900 

20 

51- 

-284 

362341PE3 

4 

.6 

+800 

20 

76- 

-095 

12668A4X0 

5 

.3 

+1350 

20 

60- 

-097 
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William  Street  Funding 
Fctr/Notes 

Small  Business  Administration 
Fctr/Notes 


AVL    DM      Ppy    App  Pre 


AVL   Sprd   Ppy   Handle 


SP  CDOs 
Fctr/Notes 


AVL    DM      Ppy    App  Pre 


NIMs 
Fctr/Notes 


AVL    Yield   Ppy   App  Pre 


Student 

Student 

Floating 

Fixed 

HomeEq 

HomeEq 

Loan 

Loan 

Cards 

Cards 

Autos 

RRB 

Fxd 

Fit 

FFELP 

Private 

1    -2/-3 

-3/-4 

-1/-2   ■ 

-4/-5 

30/25 

10/8 

0/-1 

2/1 

2    -1/-2 

-2/-3 

0/-1   ■ 

-3/-4 

42/37 

16/13 

1/0 

3/2 

3     0/-1 

-1/-2 

4/3 

-2/-3 

52/47 

25/20 

3/2 

4/3 

5     4/3 

2/1 

1/0 

85/80 

29/24 

7/6 

6/5 

7      6/5 

5/4 

6/5 

105/95 

35/30 

11/10 

14/13 

10     9/7 

8/7 

9/8 

112/107 

13/12 

18/17 

HomeEq  Fit  Mezz/Sub 

AA     70/55 

A      145/125 

BBB+   375/300 

BBB    575/450 

BBB-   800/625 

ABX.HE.07-2  CI 

oses 

Price 

Spread 

Change 

AAA   96-00 

141 

-25bp 

AA    85-00 

588    -154bp 

A     61-00 

1470 

-105bp 

BBB    42-00 

2213 

-4bp 

BBB-   39-00 

2318 

-33bp 

******************************************************************************** 

Disclaimer: 

This  material  has  been  prepared  specifically  for  you  by  the  Fixed  Income  or  J.  Axon  Trading/Sales 
Department  and  is  not  the  product  of  Fixed  Income  or  J.  Aron  Research.  We  are  not  soliciting  any 
action  based  upon  this  material.  Opinions  expressed  are  our  present  opinions  only.  The  material  is  based 
upon  information  which  we  consider  reliable,  but  we  do  not  represent  that  it  is  accurate  or  complete,  and 
it  should  not  be  relied  upon  as  such.  Certain  transactions,  including  those  involving  futures,  options  and 
high  yield  securities,  give  rise  to  substantial  risk  and  are  not  suitable  for  all  investors.  We,  or  persons 
involved  in  the  preparation  or  issuance  of  this  material,  may  from  time  to  time,  have  long  or  short 
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From: 
Sent: 
To: 
Subject: 


Ok 


Lehman,  David  A. 

Tuesday,  September  1 1 ,  2007  2:56  AM 
Bieber,  Matthew  G.;  Egol,  Jonathan 
Re:  TWOLF  default  swap  collateral 


Redacted  by  the  Permanent 
Subcommittee  on  investigati 


nent         I 
ligations  I 


David  A.  Lehman 

Goldman,  Sachs  &  Co. 

85  Broad  Street   |   New  York,  NY  10004 

Tel:  212-902-2927   i   Fax:  212-302-1631   i   Mob: 

e-mail:  david.lehman@gs.com 


Original  Message  

From:  Bieber,  Matthew  G. 
To:  Lehman,  David  A.;  Egol,  Jonathan 
Sent:  Mon  Sep  10  14:32:15  2007 
Subject:  TWOLF  default  swap  collateral 

Managed  to  catch  up  with  Dan  just  now.. we're  going  to  put  together  a  list  of  SLMA  floaters 
in  our  inventory  to  show  Joe.  Going  over  w/  Dan  tomorrow  before  sending  anything 
externally 

©  Copyright  2007  The  Goldman  Sachs  Group,  Inc.  All  rights  reserved.  See 
http://www.gs.com/disclaimer/email-salesandtrading.html  for  important  risk  disclosure, 
conflicts  of  interest  and  other  terms  and  conditions  relating  to  this  e-mail  and  your 
reliance  on  information  contained  in  it.  This  message  may  contain  confidential  or 
privileged  information.  If  you  are  not  the  intended  recipient,  please  advise  us 
immediately  and  delete  this  message.  See  http://www.gs.com/disclaimer/email/  for  further 
information  on  confidentiality  and  the  risks  of  non-secure  electronic  communication.  If 
you  cannot  access  these  links,  please  notify  us  by  reply  message  and  we  will  send  the 
contents  to  you. 
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From:      Bieber,  Matthew  G. 

Sent:       Tuesday,  September  25,  2007  1 1 :1 8  AM 

To:  'Joe  Marconi' 

Subject:  RE:  CMBS  Candidates  for  TWOLF  Default  Swap  Collateral 

great,  our  eyes  are  open  for  this  paper  as  well. 


From:  Joe  Marconi  [mailto:joe.marconi@greywotfcapit3l.com] 

Sent:  Tuesday,  September  25,  2007  10:37  AM 

To:  Bieber,  Matthew  G. 

Cc:  Joe  Marconi 

Subject:  RE:  CMBS  Candidates  for  TWOLF  Default  Swap  Collateral 

Matt:  Thank  you.  We  are  looking  at  these  and  will  get  back  to  the  desk.  Also,  we  are  trying  to  find  some  short  credit  card 
ABS  from  the  programs  you  have  approved.  We  will  let  you  know  what  we  find.  Joe. 


E=  Redacted  by  the  Permanent        I 
Subcommittee  on  Investigations  I 


Joe  Marconi 

GREYWOLF  CAPITAL 

4  Manhattanville  Road,  Suite  201 

Purchase,  NY  10577 

P)  914.251 .8249 
F)  914.251 .8244 

M)914^BMi 

E)  joe.marconifiBg revwolfcapi1al.com 

Tp.h  eraaii,  iach:d!Sga!!;:i.fc«;«--/S!,  is  couS-WijUJU  sue  is  intended  for  the  exclusive  us*  -a  She  designated  rwipieiK'sj  named  above.  Is  She  reader  osVthi;.  etnai!  I:,  n-Xifee 
•;••«»!«!  recipient  or  Us  issjtiioriErr!  agent.  •: he  <e»<ie<  is  hereby  awiiied  t?«:  ;:«y  ;Ji:ii!snsvf:X::!<)8,  cisirifeiiion  or  t-ipyiug  of  Shis  ^ru-tit  h  pfob!?;ii.e<J-  i?  you  i-.svs  reoeived 
this  eas&i;  if:  sreor.  pies-.s  notify  the  s&'Jdw."  iraBXfdistciy  by  rvrpSyisg  to  SSis'i  ::«•!:;•  -md  delete  sitis  esssi!  and  any  atiaebreer:i(s;  iCr,yx  your  i.ysisra.  Thank  \ on.  Offcywoir 


From:  Bieber,  Matthew  G.  [mailto:Matthew.Bieber@gs.com] 

Sent:  Tuesday,  September  25,  2007  10:02  AM 

To:  Joe  Marconi 

Cc:  Solomon,  Benjamin;  AcriGarofalo,  Domenico;  Lehman,  David  A. 

Subject:  CMBS  Candidates  for  TWOLF  Default  Swap  Collateral 


Joe  - 

Had  a  look  through  our  CMBS  inventory  and  found  some  suitable  candidates  for  default  swap  collateral.  If  you  are 
interested  in  these  positions  pis  contact  Ben  or  Dom  (ce'd  on  this  email).  They  can  also  be  reached  at  212-902-2927. 

Orig  Face       Curr  Face       Name    Avg  Life        Indicative  Level        S&P     Moody's  Fitch 
7.6      6.018    CSMC06TF2AA1   0.5      99-24    AAA      Aaa      AAA 
13.9     10.119  WBCMT  06WL7A  A1  0.6      99-20    AAA      Aaa     AAA 
5       5       CSMS06HC1AA1   0.6      99-00    AAA     Aaa 

Disclaimer: 

This  material  has  been  prepared  specifically  for  you  by  the  Goldman  Sachs  Fixed  Income  Commercial  Mortgage  Backed  Securities 
(CMBS)  Trading  Desk  and  is  not  the  product  of  Fixed  Income  Research.  We  are  not  soliciting  any  action  based  upon  this  material. 
Opinions  expressed  are  our  present  opinions  only^Themateriansbasec^ipo^^  which  we  consider  reliable,  but  we 
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From:      Sparks,  Daniel  L 

Sent:       Tuesday,  November  20,  2007  1 :27  PM 

To:  Saunders,  Tim;  Bieber,  Matthew  G.;  Lehman,  David  A. 

Subject:  FW:  Funded  Collateral  for  Synthetics 


From:  Ron  Beller  [mailto:Ron.Beller@pelotonpartners.com] 

Sent:  Tuesday,  November  20,  2007  1:00  PM 

To:  Sparks,  Daniel  L 

Subject:  FW:  Funded  Collateral  for  Synthetics 

One  of  the  examples  of  the  emails  I  mentioned  below.  There  are  others  as  wsl!  as  contemporaneous  notes  of  our 
conversation  with  peter  ostrem  when  he  presented  the  idea  to  us,  and  contemporaneous  notes  taken  from  other 
calls  and  meetings  with  your  team.  In  case  I  wasn't  clear  on  the  call!  our  three  main  points  would  be: 

1.  The  aim  of  the  collateral  account  was  to  provide  LIBOR  and  not  add  additional  risk  to  the  deal. 

2.  GS  said  they  would  take  market  risk  and  clearly  represented  that  to  us  and  to  the  ratings  agencies. 

3.  The  only  way  the  deal  works,  and  the  way  the  deal  was  marketed  and  explained  to  us,  is  that  paydowns  are 
equivalent  to  partial  terminations.  We  do  not  believe  you  have  any  right  to  refuse  to  release  excess  cash  that 
is  no  longer  needed  as  collateral,  and  we  do  not  believe  you  have  the  right  to  release  bonds  into  the 
waterfall  ever,  and  certainly  not  when  cash  exists. 

Perhaps  the  way  you  did  these  deals  changed  over  time  and  you  are  comparing  our  deal  to  ones  which  you 
marketed  or  structured  later/differently? 

I  look  forward  to  hearing  from  you. 

Ron 


From:  Peter  Howard 

Sent:  08  November  2007  13:38 

To:  Ron  Beller 

Cc:  David  Watson 

Subject:  FW:  Funded  Collateral  for  Synthetics 


From:  Bieber,  Matthew  G.  [mailto:matthew.bieber@gs.com] 

Sent:  13  March  2006  17:23 

To:  Peter  Howard 

Subject:  RE:  Funded  Collateral  for  Synthetics 

GS  has  exposure  to  1 00%  of  the  funded  collateral  backing  the  synthetic  positions,  if  the  liquidation  proceeds  of  an 
asset  (gs  as  swap  counterparty  gets  to  choose  which  assets  are  liquidated)  are  less  than  the  writedown  amt  owed 
to  goldman  -  goldman  has  mv  risk.  Deal  retains  upside  (collateral  liquidated  at  a  premium). 


From:  Peter  Howard  [mailto:Peter.Howard@pelotonpartners.com] 

Sent:  Monday,  March  13,  2006  12:20  PM 

To:  Bieber,  Matthew  G.  ^^^^^^^^^^^^^^^^^^ 
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Subject:  RE:  Funded  Collateral  for  Synthetics 
Doesn't  100%  of  the  facility  have  exposure  to  GS  put? 

From:  Bieber,  Matthew  G.  [mailto:matthew.bieber@gs.com] 

Sent:  13  March  2006  15:51 

To:  Peter  Howard 

Subject:  Funded  Collateral  for  Synthetics 


Here's  an  overview  of  the  asset  criteria  we  used  in  our  last  transaction: 

(i)  rated  "P-1"  and,  if  such  asset  has  a  long-term  rating  from  Moody's,  "Aaa"  by  Moody's  and  "A-1+"  and,  if 
such  asset  has  a  long-term  rating  from  S&P 

(ii)  expected  to  have  an  outstanding  principal  balance  of  less  than  $1 ,000  after  stated  maturity  of  class  A-1 
notes,  assuming  a  constant  prepayment  rate  since  the  date  of  purchase  equal  to  the  lesser  of  (a)  5%  per 
annum  and  (b)  the  constant  prepayment  rate  reasonably  expected  by  the  collateral  manager  as  of  the  date 
of  purchase 

(iii)  after  taking  into  consideration  the  addition  of  any  such  security  (a)  at  least  20%  of  the  default  swap 
collateral  by  principal  balance  has  an  expected  average  life  of  less  than  or  equal  to  1  year,  (b)  at  least  80% 
of  the  Default  Swap  Collateral  by  principal  balance  has  an  expected  average  life  of  less  than  or  equal  to 
3.25  years  and  (c)  all  default  swap  collateral  has  an  expected  average  life  of  less  than  or  equal  to  4  years 

(iv)  with  the  inclusion  of  such  security,  no  more  than  30%  of  the  Default  Swap  Collateral  by  principal  balance 
has  single  counterparty  exposure  including  servicer,  issuer  and  put  swap  counterparty  exposure 

(v)  provides  for  payments  of  periodic  interest  and  for  a  payment  of  principal  in  full  at  its  final  maturity  and 

(vi)  each  such  security  satisfies  the  definition  of  an  "Eligible  Investment"  or  is  a  residential  mortgage  backed 
security,  a  commercial  mortgage  backed  security,  an  asset  backed  security  or  a  collateralized  debt 
obligation. 

Peloton  Partners  LLP  is  registered  in  England  (registration  number  OC307362)  with  its  registered  office  address  at  17 
Broadwick  Street,  London  W1F  0DJ.  This  message  may  contain  confidential  and/or  privileged  material.  It  is  intended 
only  for  use  by  the  named  recipient(s).  This  message  is  for  informational  purposes  only  and  must  not  be  construed  as 
an  offer  or  solicitation  to  buy  or  sell  any  security.  Peloton  Partners  LLP  does  not  represent  that  it  is  accurate,  complete 
and/or  up-to  date  and  accepts  no  liability  if  it  is  not.  All  opinions  expressed  do  not  necessarily  reflect  those  of  Peloton 
Partners  LLP  or  its  affiliates.  Peloton  Partners  LLP  is  authorised  and  regulated  by  the  Financial  Services  Authority. 
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From:      Trinh,  Kristina  [Kristina.Trinh@tcw.com] 
Sent:       Tuesday,  November  27,  2007  5:38  PM 
To:  Bieber,  Matthew  G.;  Lin,  Shelly 

Cc:  Nichols,  Susan;  Fiorillo,  Vincent;  Shinoda,  Ken 

Subject:  FW:  AAA  Default  swap  collateral 

Hi  Matt, 

As  of  today  we  have  $5.5mm  and  $1 1 .7mm  in  synthetic  collateral  cash  in  DSVII  and  WCI  respectively  from 
paydowns  of  synthetic  collateral  securities.  We  were  able  to  find  bonds  from  the  September  approved  list 
below.  Please  let  us  know  if  you  approve  these  names  -  or  would  like  to  keep  the  cash  in  the  overnight 
account.  Also  let  us  know  if  you  have  a  preferred  allocation. 

BOIT  02-A6  A 

GSAMP  2005-WMC3  A1 B 
CHAIT  2005-A9  A9 
BACCT2007-A13  A13 

Thank  you. 
Kristina 

88S  S.  Piqoeroa  Sire&f,  Suite  1000 

LosAngyfes,  CA90017 

Tel :  2 1 3-244-01 77  |  Pax ".  21 3  -244-0506 

KnMoaMt:b.@iSVV-.<5SB5. 

From:  Bieber,  Matthew  G.  [mailto:Matthew.Bieber@gs.com] 

Sent:  Tuesday,  October  23,  2007  5:32  PM 

To:  Trinh,  Kristina;  Lin,  Shelly 

Cc:  Nichols,  Susan;  Fiorillo,  Vincent;  Shinoda,  Ken;  Lee,  Michael;  Case,  Benjamin 

Subject:  RE:  AAA  Default  swap  collateral 

Hi  Kristina  - 

Lets  keep  in  cash  in  the  overnight  account  -  until  collateral  can  be  found. 

Regards, 
Matt 


From:  Trinh,  Kristina  [mailto:Kristina.Trinh@tcw.com] 

Sent:  Tuesday,  October  23,  2007  7: 13  PM 

To:  Lin,  Shelly;  Bieber,  Matthew  G. 

Cc:  Nichols,  Susan;  Fiorillo,  Vincent;  Shinoda,  Ken;  Lee,  Michael 

Subject:  FW:  AAA  Default  swap  collateral 

Hi  Matt  and  Shelly, 

Tomorrow  the  CP  in  DSVII's  synthetic  collateral  account  rolls,  leaving  $4.6mm  in  synthetic  collateral 
cash.  So  we  will  try  to  look  for  bonds  per  the  email  below.  If  we  are  unable  to  find  one  under  the 
following  parameters,  would  you  still  want  to  keep  the  cash  in  the  overnight  account  or  did  you  want  to 
take  a  look  at  corp  CP  again?  Thanks. 
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Kristina 


From:  Bieber,  Matthew  G.  [mailto:Matthew.Bieber@gs.com] 

Sent:  Thursday,  September  20,  2007  11:47  AM 

To:  Fiorillo,  Vincent 

Cc:  Lin,  Shelly 

Subject:  AAA  Default  swap  collateral 


Per  our  discussion  earlier  today  - 

RMBS:  CBASS,  GSAMP,  JPMAC,  WFHET 
CARDS:  AMXCA,  BACCT,  BOIT,  MBNAS,  CCCIT,  CHAIT,  DCMT 
AUTOS:  COPAR,  DCMOT,  FORDO,  HAROT,  HDMOT,  NALT,  USAOT 
STUDENT  LOANS:  ACCSS,  GCOE,  KSLT,  NCSLT,  SLMA  (FFELP) 

Generally  speaking,  looking  at  avg  life  less  than  2  years  on  securities  that  are  open  window  (currently  amortizing). 
Pis  include  shelly  lin  and  I  on  any  proposed  securities  for  approval. 

Regards, 
Matt 


©  Copyright  2007  The  Goldman  Sachs  Group,  Inc.  All  rights  reserved.  See  http://www.ps  .coaVdisclaimcr/cmail -salesandtradiiig.html  for  important  risk  disclosure, 
conflicts  of  interest  and  other  terms  and  conditions  relating  to  this  e-mail  and  your  reliance  on  information  contained  in  it.  This  message  may  contain  confidential  or 
privileged  information.  If  you  are  not  the  intended  recipient,  please  advise  us  immediately  and  delete  this  message.  See  http://www.gs rom/disclaimer/email/  for  further 
information  on  confidentiality  and  the  risks  of  non-secure  electronic  communication.  If  you  cannot  access  these  links,  please  notify  us  by  reply  message  and  we  will  send 
the  contents  to  you. 


Attention:  This  email  is  intended  for  the  sole  use  of  the  intended  recipient(s)  and  may  contain  confidential 
or  privileged  information.  No  one  is  authorized  to  copy  or  re-use  this  email  or  any  information  contained 
in  it.  If  you  are  not  the  intended  recipient,  we  request  that  you  please  notify  us  by  reply  email  and  destroy 
all  copies  of  the  message  and  any  attachments.  Thank  you  for  your  cooperation. 


Attention:  This  email  is  intended  for  the  sole  use  of  the  intended  recipient(s)  and  may  contain  confidential  or 
privileged  information.  No  one  is  authorized  to  copy  or  re-use  this  email  or  any  information  contained  in  it.  If 
you  are  not  the  intended  recipient,  we  request  that  you  please  notify  us  by  reply  email  and  destroy  all  copies  of 
the  message  and  any  attachments.  Thank  you  for  your  cooperation. 


Confidential  Treatment  Requested  by  Goldman  Sachs 


GSMBS-E-022141027 


Footnote  Exhibits  -  Page  5430 


From:      Bieber,  Matthew  G. 

Sent:       Monday,  October  1 5,  2007  3:23  PM 

To:  Verrochi,  Matthew  P. 

Cc:  Lehman,  David  A.;  Case,  Benjamin 

Subject:  Default  Swap  Collateral  Reinvestment 

Here  are  the  shelves  we'd  like  to  use  for  default  swap  collateral  reinvestment. 

RMBS:  CBASS,  GSAA,  GSAMP,  JPMAC,  WFHET 
CARDS:  AMXCA,  BACCT,  BOIT,  MBNAS,  CCCIT,  CHAIT,  DCMT 
AUTOS:  COPAR,  DCMOT,  FORDO,  HAROT,  HDMOT,  NALT,  USAOT 
STUDENT  LOANS:  ACCSS,  GCOE,  KSLT,  NCSLT,  SLMA  (FFELP) 

In  addition  to  the  default  swap  collateral  constraints  in  the  docs  for  each  transaction,  also  looking  to  securities  that  are  (a) 
floating  rate  (b)  monthly  pay  (c)  senior-most  bond  in  capital  structure  (d)  avg  life  of  less  than  or  equal  to  2  yrs  (e)  currently 
amortizing  . 

Please  let  me  know  if  you  have  any  questions. 

©  Copyright  2007  The  Goldman  Sachs  Group,  Inc.  All  rights  reserved.  See  http://www.gs.com/disclaimer/email-salesandtrading.html 
for  important  risk  disclosure,  conflicts  of  interest  and  other  terms  and  conditions  relating  to  this  e-mail  and  your  reliance  on 
information  contained  in  it.  This  message  may  contain  confidential  or  privileged  information.  If  you  are  not  the  intended  recipient, 
please  advise  us  immediately  and  delete  this  message.  See  http://www.gs.com/disclaimer/email/.  for  further  information  on 
confidentiality  and  the  risks  of  non-secure  electronic  communication.  If  you  cannot  access  these  links,  please  notify  us  by  reply 
message  and  we  will  send  the  contents  to  you. 
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From:  Bieber,  Matthew  G.  <Matthew.Bieber@gs.com> 

Sent:  Thursday,  September  27,  2007  9:57  AM 

To:  Joe  Marconi  <j oe.marconi@greywolfcapital . com> 

Cc:  Shimonov,  Roman  <Roman.Shimonov@gs.com> 

Subject:  RE:  Timberwolf  Default  Swap  Collateral 


No  -  we  need  to  give  approval  on  a  security  by  security  basis. 

Original  Message 

From:  Joe  Marconi  [mailto:ioe.marconi@greywolfcapital.coml 

Sent:  Thursday,  September  27,  2007  9:51  AM 

To:  Bieber,  Matthew  G. 

Cc:  Joe  Marconi;  Shimonov,  Roman 

Subject:  Timberwolf  Default  Swap  Collateral 

Matt:  I  am  seeing  this  list  from  another  dealer.  Can  I  assume  that  I  can 
buy  any  name  on  your  approved  list?  I'd  like  to  bid  on  a  couple  of  these 
at  10:30am.  Thanks.  Joe. 


Original  Message 

From:  JOE  MARCONI,  GREYWOLF  CAPITAL  MAN 

rmailto:ioemarconi(Sibloomberg.net1 

Sent:  Thursday,  September  27,  2007  9:49  AM 

To:  Joe  Marconi 

Subject:  joe  -  card  list  @  10:30  ... 

joe  -  card  list  @  10:30  ... 

5.125MAMXCA03-3A  0.54yr 
27,500M  CCC1T  03-A9  A9  1.1 3yr 
10.000M  CCCIT  02-A8  A8  2.10yr 
10.930M  CHAIT  05-A1  Al  0.54yr 
11.305MCHAMT03-3A  0.70yr 
12.660MMBNAS03-A9A9    0.95yr 


20.700MMBNAS04-A10A    2.04yr 


This  email  has  been  scanned  by  the  FrontBridge  Email  Security  System. 
For  more  information  please  visit 
http://www.frontbridpe.com/solutions/message  security. php 
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United  States 

Policies  for  the  Preparation,  Supervision,  Distribution  and 

Retention  of  Written  And  Electronic  Communications 


Goldman 
Sactis 


Goldman,  Sachs  &  Co. 


February  1,  2001 
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I.  Introduction 
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I.    Introduction 


Goldman  Sachs  communicates  with  its  customers  (including  private  individuals,  institutions 
and  other  broker/dealers),  counterparties,  and  the  general  public  in  many  ways.  The  integrity 
of  these  communications  is  essential  to  the  firm's  reputation  and  success.  Therefore,  with 
this  manual,  the  firm  is  setting  forth  its  policies  regarding  the  preparation,  supervision, 
distribution  and  retention  of  all  written  and  electronic  communications  relating  to  our 
business. 

For  the  purposes  of  these  policies,  "communication"  is  defined  very  broadly.  It  includes  any 
and  all  written  or  electronic  communication  —  from  formal  recommendations  to  casual 
opinions  and  thoughts  relating  to  our  business.  It  includes  words,  diagrams,  pictures, 
graphs,  and  images.  And  it  does  not  matter  whether  these  be  conveyed  by  note,  letter, 
prospectus,  advertisement,  e-mail,  television  or  radio  broadcast,  or  any  other  means  or 
media.  Although  these  policies  do  not  specifically  cover  oral  communications,  the  same 
content  guidelines  apply  to  oral  communications. 

The  policies  stated  in  this  memorandum  outline  the  firm's  expectations  and  requirements 
with  respect  to  communications  with  the  public  relating  to  any  business  of  the  firm.  Individual 
divisions  or  business  units  may  establish  policies  that  supplement  or  supercede  parts  of  the 
policies  outlined  here.  In  addition,  the  section  entitled  "Firm  Expectations  of  Employee 
Conduct'  in  the  firm's  Employee  Handbook  contains  standards  and  guidelines  that  apply  to 
the  communications  covered  here. 

Therefore,  this  manual  must  be  read  and  implemented  in  conjunction  with  the 
applicable  Divisional  Compliance  policies  and  the  requirements  of  the  Employee 
Handbook.  You  are  responsible  to  know  the  additional  requirements  of  the  Handbook 
and  those  of  your  division  and  business  unit. 

Business  units  and  Divisional  Compliance  will  be  responsible  for  communicating  the 
contents  of  these  policies  and  any  related  divisional  or  regional  policies  by  distributing  them 
to  all  appropriate  personnel,  by  distributing  any  periodic  updates  or  revisions  to  them,  and 
through  both  new  employee  and  on-going  training  programs. 

While  business  units  and  Divisional  Compliance  are  responsible  for  communicating 
policies,  it  is  the  responsibility  of  each  individual  to  understand  the  rules  of  the  firm  and  of 
the  businesses  in  which  s/he  works.  Failure  to  comply  with  the  policies  may  result  in 
disciplinary  action,  including  potential  separation  from  the  firm. 

As  with  any  compliance  issues,  the  most  important  thing  is  that  you  be  aware  of  your 
responsibilities  and  seek  clarification  and  help  if  you  have  any  questions.  If  you  have  any 
questions  about  the  application  or  interpretation  of  these  standards  and  requirements  or 
about  possible  exceptions  to  them,  speak  with  your  Divisional  Compliance  officers,  to 
Central  Compliance  or  the  Legal  Department. 
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II.    Categorization  of  Communications 


While  these  policies  apply  to  all  written  and  electronic  communication,  there  are  three 
categories  of  communications  for  which  there  are  specific  rules.  These  categories  are 
advertisements,  sales  literature,  and  sales  correspondence.  There  are  two  types  of 
content  that  merit  special  attention,  as  well.  These  are  research  and  recommendations. 
These  categories  of  communication  and  types  of  content  are  defined  below. 


A.    Categories  of  Communication 


Advertisements 

An  advertisement  is  any  written  or  electronic  communication  relating  to  the  firm's  securities 
business  that  is  made  publicly  available  in  such  a  way  that  the  individual  recipients  are  not 
known  to  and  cannot  be  limited  by  the  firm.  In  other  words,  the  firm  does  not  have  control 
over  who  receives,  sees,  or  hears  an  advertisement. 

An  advertisement  may  include  material  published  or  designed  for  use  in  a  newspaper, 
magazine  or  other  periodical,  radio,  television,  telephone  or  tape  recording,  on  a  generally 
accessible  website  or  in  or  on  another  publicly  available  medium. 

Advertisements  must  conform  to  standards  established  by  Corporate  Communications  and 
must  be  approved  before  use  (as  described  later  in  this  manual). 

Sales  Literature 

Sales  literature  is  any  written  or  electronic  communication  relating  to  the  firm's  securities 
business  that  is  sent  or  made  available  to  multiple  public  recipients  who  are  known  or 
directly  targeted  by  the  firm. 

Sales  literature  may  include,  but  is  not  limited  to,  circulars,  research  reports  (including  most 
of  the  publications  of  the  firm's  Investment  Research  Department),  market  letters, 
performance  reports  or  summaries,  and  form  letters.  Sales  literature  also  includes  the 
written  text  of  any  communication  delivered  orally  to  a  broad  audience,  such  as  a 
telemarketing  script  or  a  seminar  text  and  material  posted  on  password-protected  websites 
available  to  clients. 

The  key  characteristic  of  sales  literature  is  that  it  is  addressed  to  multiple  recipients 
specifically  targeted  by  the  firm. 

As  is  the  case  with  advertisements,  sales  literature  must  be  approved  before  use  (as 
described  later  in  this  manual). 
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Sales  Correspondence 

Sales  correspondence  is  any  written  or  electronic  communication  (other  than  that  classified 
as  advertising  or  sale  literature)  that  is  sent  or  made  available  to  a  current  or  prospective 
customer  by  a  salesperson  involved  in  the  firm's  securities  business  or  by  a  person  who  is 
soliciting  fee-based  investment  advisory  or  management  services. 

The  key  characteristic  of  sales  correspondence  is  that  it  is  directed  to  a  specific  recipient.  It 
may  or  may  not  need  to  be  approved  prior  to  use. 


B.    Research  and  Recommendations 


Sales  literature  and  sales  correspondence  may  include  a  recommendation  to  a  customer 
and,  in  certain  contexts,  may  constitute  research.  Recommendations  and  research  each 
has  its  own  approval  process,  and  research  requires  specialized  legends,  which  are 
discussed  later  in  this  manual.  For  the  purposes  of  this  manual: 

■  Research  is  an  analysis  of  individual  companies,  industries,  market  conditions,  or 
securities  or  other  investment  vehicles  that  provides  information  reasonably  sufficient 
upon  which  to  base  an  investment  decision.  While  reports  prepared  by  one  of  the  firm's 
investment  research  departments  generally  fall  into  the  category  of  research,  materials 
prepared  by  other  personnel  also  may  constitute  research  under  applicable  regulations. 
Research  does  not  include  publicly  available  information,  consensus  data,  or  data 
attributable  to  management  of  the  company  being  discussed. 

■  A  recommendation  to  a  customer  is  the  promotion  or  endorsement  of  a  transaction 
involving  a  security. 

Note  that  there  are  significant  restrictions  on  including  any  research  or  recommendations  in 
marketing  materials  for  asset  management  services.  Consult  Divisional  Compliance 
policies  for  further  guidance. 


C.    General  Communication 


As  stated  above,  although  these  particular  categories  and  types  of  communication  require 
special  attention,  except  where  otherwise  noted,  this  manual  covers  all  written  or  electronic 
communication  with  the  public  relating  to  any  business  of  the  firm. 
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Content  Standards 


A.    General  Standards 


No  matter  what  you  are  communicating  to  the  public,  your  words  reflect  on  the  reputation  of 
the  firm.  Furthermore,  the  firm  can  be  held  accountable  for  what  you  communicate.  The  firm, 
therefore,  requires  that  your  communication  reflect  the  high  standards  of  the  firm,  not  only  in 
what  you  say,  but  also  in  the  way  you  say  it. 

The  following  are  general  standards  and  requirements  that  the  firm  expects  all  of  its 
employees  to  understand  and  follow  in  all  of  their  communications. 

Truthfulness  and  Completeness 

Communications  may  not  omit  material  facts  or  include  untrue  or  misleading  statements. 
Keep  in  mind  that  the  level  of  detail  or  explanation  necessary  to  make  a  communication 
clear,  accurate,  and  understandable  will  depend,  in  part,  on  the  breadth  and  sophistication  of 
the  intended  audience  and  the  complexity  of  the  subject  matter.  For  example, 
communicating  complicated  material  or  the  lack  of  financial  sophistication  of  the  recipient 
will  often  warrant  a  more  detailed  presentation. 

Professionalism  and  Good  Taste 

■  All  communications  should  be  professional  and  in  good  taste.  Of  course,  your 
communications  should  never  contain  obscene,  offensive,  or  otherwise  inappropriate, 
unprofessional,  or  unlawful  language.  Remember,  that  you  do  not  control  and  you 
cannot  always  predict  who  the  reader  will  be. 

■  Write  using  standard,  formal  written  language.  Pay  attention  to  proper  grammar  and 
accurate  word  usage. 

■  Avoid  superlatives  and  exaggerations. 

■  Communicate  succinctly.  Stay  strictly  to  the  topic  of  your  communication.  Do  not  include 
any  gratuitous  comments. 

■  Remember,  your  business  communications  become  part  of  the  official  records  of  the 
firm.  Regulators  and  other  third  parties  may  have  access  to  these  communications  in  the 
case  of  dispute,  litigation,  or  criminal  action. 

Records  of  Past  Performance 

Any   communication   that   portrays   past    performance   of   recommendations    or  actual 
transactions  must  be  balanced  and  not  misleading.  In  particular: 
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■  Past  performance  may  not  be  used  to  promise  or  suggest,  directly  or  indirectly,  future 
profits  or  income,  nor  may  it  be  presented  as  indicative  of  future  performance. 

■  Records  or  statistics  must: 

m  disclose  the  existence  of  any  relevant  costs  (e.g.,  commissions  and  interest  charges, 
if  applicable). 

a  be  clearly  defined  as  to  scope  (i.e.,  the  universe  of  securities  or  transaction  types 
covered)  and  context. 

s    cover  at  least  the  most  recent  12-month  period,  if  available. 

■  Whenever  annualized  rates  of  return  are  used: 

s    All  material  assumptions  used  in  the  process  of  annualization  must  be  disclosed. 

a  The  date  and  price  of  each  initial  recommendation  or  transaction  and  the  date  and 
price  at  the  earlier  of  when  liquidation  was  suggested  or  effected  must  be  included. 

b  Summaries  or  averages  may  be  presented  so  long  as  they  include  the  total  number 
of  items  recommended  or  transacted,  the  number  that  advanced  and  declined,  and 
an  offer  to  provide  the  complete  record  upon  request. 

Finally,  the  communication  should  include  an  indication  of  general  market  conditions  during 
the  relevant  period  (e.g.,  the  performance  of  the  S&P  500).  Any  such  comparison  should  be 
reasonable. 

Note  that  there  are  special  requirements  for  showing  past  performance  of  mutual  funds  and 
separate  account  composites,  and  for  certain  other  investments  (e.g.,  options).  Consult 
Divisional  Compliance  policies  for  further  guidance. 

Speculating  on  Litigation  Results 

Do  not  speculate  on  or  predict  the  outcome  of  any  litigation  involving  the  issuer  of  a  security. 

Guarantees 

Do  not  make  any  guarantee  of  profit  or  against  loss,  or  offer  any  promise  of  specific  results. 

Projections  and  Predictions 

Communications  may  include  projections  and  predictions  (including  forecasts  of  financial 
performance),  but  those  projections  and  predictions  must: 
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■  Be  based  on  reasonable  assumptions. 

■  Be  clearly  labeled  as  opinion. 

■  Include  a  description  of  the  assumptions  and  information  upon  which  projections  and 
predictions  are  based  or  indicate  that  the  underlying  assumptions  and  information  are 
available  upon  request. 

Hypothetical  that  look  backwards  in  time  and  recalculate  performance  based  on  stated 
assumptions  are  not  necessarily  subject  to  the  same  standard  of  reasonableness  as 
forward-looking  projections  or  predictions.  This  is  because  with  backward-looking 
projections  evidence  of  what  actually  occurred  is  always  available  for  consideration.  The 
availability  of  actual  data  limits  the  danger  of  acting  on  an  unreasonable  assumption. 
Forward-looking  projections,  on  the  other  hand,  require  more  care. 

Note  that  significantly  stricter  standards  apply  to  the  use  of  forward-looking  or  backward- 
looking  projections  in  connection  with  asset  management  services.  Consult  Divisional 
Compliance  policies  for  further  guidance. 

Balance  of  Risks  and  Potential  Rewards 

Any  discussion  of  the  merits  of  a  potential  investment  should  be  balanced  with  a  discussion 
of  its  risks.  The  discussion  must  also  provide  enough  information  to  allow  the  recipient  to 
understand  the  full  nature  of  the  investment  and  of  its  potential  risks  and  rewards. 

Suitability  of  Investments 

Communications  may  not  state  or  imply  that  any  particular  investment  is  suitable  for  all 
investors. 

Subject  to  otherwise  applicable  firm  policies  on  suitability  and  requirements  to  "know  your 
customer,"  communications  may  state  that  an  investment  is  suitable  for  a  particular 
customer  or  class  of  similarly-situated  customers. 

Rumors 

Communications  may  not  circulate  or  encourage  dissemination  of  unsubstantiated  rumors. 
Therefore,  it  is  the  policy  of  the  firm  to  make  no  comment  on  rumors  whatsoever,  even  to 
deny  rumors  you  believe  to  be  untrue. 

Dating  Communications 

All  communications  should  be  appropriately  dated.  Any  significant  information  that  is  more 
than  six  months  old  or  otherwise  is  not  reasonably  current  must  be  noted. 
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Identifying  Sources 

All  communications  should  include  the  firm's  name  and,  when  appropriate,  the  name  of  the 
person  who  prepared  the  communication. 

Disclosure  of  Client  Names  and  Positions 

Names  of  clients  of  the  firm  and  their  assets,  objectives,  and  positions  are 
confidential  and  may  not  be  disclosed  outside  of  the  firm,  or  to  anyone  within  the  firm 
without  a  "need  to  know".  Despite  this  general  rule,  the  name  of  a  client  may  be 
disclosed  with  the  client's  consent,  if  permitted  by  applicable  Divisional  Compliance 
policies. 


B.    Providing  Customers  with  Valuations  of  Their  Positions 


Because  valuations  of  positions  can  be  used  for  a  variety  of  reasons  (risk  management, 
accounting,  as  the  basis  of  trading  decisions,  margining,  etc.)  it  is  imperative  that  valuations 
are  carefully  prepared  and  that  both  the  valuations  themselves  and  the  basis  on  which  they 
have  been  calculated  are  communicated  clearly  and  completely. 

Check  individual  divisional  policies  for  requirements  as  to  the  form  and  content  of  valuations 
and  as  to  any  disclosure  statements  (hedge  clauses)  that  may  be  required  to  be  used. 


C.    Third  Party  Material  and  Testimonials 


Attribution  of  Sources 

Using  outside  sources  without  attribution  is  plagiarism.  Plagiarism  is  a  serious  breach  of  the 
firm's  standards  and  exposes  the  firm  to  significant  legal  and  reputational  risk.  Therefore: 

■  All  material  —  whether  words,  graphs,  charts,  analyses,  or  other  matter  taken  from 
outside  sources,  and  whether  directly  quoted  or  simply  referred  to  —  must  be  properly 
attributed.  This  includes  paraphrases  and  summaries  of  discussions. 

■  Attribution  may  appear  in  footnotes  or  in  the  text. 

■  The  attribution  must  be  specific.  Generic  phrases  such  as  "experts  claim"  or  "market 
sources  agree"  are  not  sufficient  or  acceptable. 
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■  Any  market  letter  or  research  report  prepared  by  an  outside  organization  must  identify 
the  preparer  and  not  give  the  impression  that  it  was  prepared  by  Goldman  Sachs.  See 
divisional  policies  regarding  the  use  of  such  third-party  material. 

Testimonials 

A  testimonial  is  a  quotation  from  a  customer  or  outside  expert  expressing  support  for  a 
Goldman  Sachs  product  or  activity.  Any  testimonial  must  be  accompanied  by  a  disclaimer, 
the  substance  of  which  includes  the  following: 

■  That  the  testimonial  may  not  be  representative  of  the  experience  of  other  customers. 

■  That  the  testimonial  is  not  indicative  of  future  performance  or  success. 

■  That  it  is  a  paid  testimonial  (if  more  than  a  nominal  sum  was  paid  for  the  testimonial). 

■  That  the  person  making  the  testimonial  has  the  knowledge  and  experience  to  form  a 
valid  opinion  (if  the  testimonial  concerns  a  technical  aspect  of  investing). 

■  That  the  person  making  the  testimonial  has  a  relationship  with  the  firm  (if  such  a 
relationship  exists). 

If  a  testimonial  is  used  in  an  advertisement,  the  Corporate  Communications  Department 
must  also  be  consulted.  Testimonials  are  prohibited  in  any  communication  related  to 
asset  management  services. 


D.    Copyright  Issues 


Using  published  material  from  sources  outside  of  the  firm,  with  or  without  attribution,  may 
constitute  a  copyright  infringement.  Copyright  rules  differ  from  situation  to  situation  and  from 
jurisdiction  to  jurisdiction. 

Note  that  copyright  rules  are  not  restricted  to  printed  material.  They  extend  to  material 
published  in  other  media,  including  the  Internet. 

You  should  consult  the  section  entitled  "Copyrighted  Materials"  in  the  Employee  Handbook. 
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E.    Recommendations  of  Securities  Transactions  by  Securities  Salespeople* 


Suitability  of  Recommendations  Made  to  Customers 

Prior  to  recommending  that  a  customer  purchase,  sell  or  exchange  any  security, 
salespeople  must  have  reasonable  grounds  for  believing  that  the  recommendation  is 
suitable  for  that  particular  customer  upon  the  basis  of  the  facts  disclosed  by  the  customer  as 
to  his/her  other  security  holdings,  investment  objectives  and  financial  situation. 

Know  the  Security  Being  Recommended 

The  suitability  concept  also  requires  a  salesperson  to  have  an  adequate  and  reasonable 
basis  for  his/her  recommendation  of  a  particular  security.  This  requires  familiarity  with  the 
characteristics  (including  potential  risks  and  rewards)  of  the  security  being  recommended. 
Therefore,  salespeople  must  "know  their  security",  as  well  as  their  customer. 

Determining  Whether  a  Recommendation  is  Made 

A  broad  range  of  circumstances  may  cause  a  transaction  to  be  considered  recommended, 
and  this  determination  does  not  depend  on  the  classification  of  the  transaction  by  divisional 
policies  as  "solicited"  or  "unsolicited."  In  particular,  a  transaction  will  be  considered  to  be 
recommended  when  a  representative  of  the  firm  brings  a  specific  security  to  the  attention  of 
a  particular  customer  (or  group  of  customers)  through  any  means,  including  telephone,  mail, 
e-mail  or  fax. 


Trade  Ideas 

Firm  employees  frequently  provide  so-called  "trade  ideas"  to  multiple  recipients.  Such  trade 
ideas  are  designed  to  help  clients  take  advantage  of  market  conditions  and  intelligence,  but 
are  not  intended  to  be  specific  buy/sell  recommendations  for  specific  clients  or  customers. 
Characteristics  of  trade  ideas  frequently  include: 

■  Market  situations  to  watch  closely. 

■  "If/then"  suggestions,  such  as:  "If  your  position  is  X,  consider  taking  advantage  of  Y";  "if  a 
security  begins  to  do  A,  consider  taking  action  B." 

■  Delivery  to  multiple  recipients,  rather  than  to  specific  clients. 

■  Suggestions  about  a  range  of  actions  rather  than  a  specific  transaction. 


•    Note  that  the  requirements  of  this  section  apply  to  securities  brokerage  (including  discretionary  brokerage) 
accounts.  For  advisory  account  requirements,  consult  Divisional  Compliance  policies. 
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■    Common  distribution  via  e-mail. 

Such  trade  ideas  are  not  considered  to  fall  within  the  definition  of  a  recommendation. 

Seeking  Additional  Guidance 

In  sum,  whether  a  particular  transaction  is  in  fact  recommended  depends  on  an  analysis  of 
all  the  relevant  facts  and  circumstances.  Therefore,  employees  are  required  to  be  familiar 
with  divisional  policies  on  recommendations  and  suitability,  and  are  encouraged  to  consult 
their  Divisional  Compliance  personnel  or  the  Legal  Department  for  assistance  in  answering 
any  questions. 


F.    Recommendations  Contained  in  Research  Reports* 


When  a  recommendation  to  a  customer  is  made  in  advertisements  or  sales  literature 
(including  the  firm's  published  research),  the  market  price  of  the  security  at  the  time  of  the 
recommendation  must  be  indicated  and  the  following  information  must  be  disclosed: 

■  Whether  the  firm  makes  a  market  in  the  security  or  will  buy  or  sell  the  security  on  a 
principal  basis 

■  Whether  the  firm  was  a  manager  or  co-manager  of  any  public  offering  by  the  issuer 
within  the  past  three  years 

■  Whether  the  firm,  its  officers,  or  any  personnel  involved  in  preparing  the  communication 
may  have  positions  in  the  securities  or  options  of  the  issuer 

■  Whether  the  firm  or  any  of  its  employees  is  a  director  of  the  issuer. 

The  publication  of  all  research  reports  must  be  approved  by  one  of  the  firm's  investment 
research  departments,  which  will  add  any  additional  required  disclosures. 


G.    Restricted  Trading  List  Securities 


Sales  correspondence  may  not  include  discussion  of,  nor  may  a  salesperson  recommend 
transactions  in,  any  security  on  the  firm's  Restricted  Trading  List  without  the  prior  approval 
of  the  Central  Compliance  Control  Room. 

Asset  management  personnel  should  refer  to  their  Divisional  Compliance  policieswhich,  in 
some  instances,  may  differ  from  the  foregoing. 

•  Note  that  the  requirements  of  this  section  apply  to  securities  brokerage  (including  discretionary  brokerage) 
accounts.  For  advisory  account  requirements,  consult  Divisional  Compliance  policies. 
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H.    Hedge  Clauses 


3 


The  proper  hedge  clauses  must  accompany  all  advertisements  and  sales  literature.  The 
hedge  clauses  may  not  be  misleading  or  inconsistent  with  the  content  of  the  communication. 

The  required  hedge  clauses  vary  based  upon  product,  country,  recipient  and  a  number  of 
other  factors.  Therefore,  contact  Divisional  Compliance  to  determine  the  proper  hedge 
clauses  to  use  on  any  material  sent  to  third  parties  on  behalf  of  the  firm. 


Internal-Use-Only  Documents 


No  written  or  electronic  communication  marked  (or  customarily  handled  as)  "for  internal  use 
only"  or  "for  broker  use  only"  may  be  distributed,  in  whole  or  in  part,  to  anyone  outside  of  the 
firm.  This  includes  e-mail  and  material  on  the  internal  website. 

If  a  particular  business  unit  determines  that  material  originally  prepared  for  internal  or 
broker-only  use  becomes  appropriate  for  dissemination  to  the  public,  any  internal  use 
designation  must  be  removed  and  all  appropriate  approval  procedures  and  standards 
governing  outside  written  communications,  as  detailed  in  this  document,  must  be  satisfied. 


J.    Distributing  "To  All"  Memoranda 


"To  AH"  memos,  whether  distributed  by  memo,  e-mail  or  other  means,  must  be  approved  as 
described  in  the  section  entitled  "Firmwide  Memoranda"  in  the  Employee  Handbook. 


K.    Dissemination  of  Information  Concerning  The  Goldman  Sachs  Group,  Inc. 


The  NYSE  prohibits  any  recommendation  or  solicitation  with  respect  to  the  common  stock  of 
The  Goldman  Sachs  Group,  Inc.  Accordingly,  only  the  Investor  Relations  or  Corporate 
Communications  Departments  are  authorized  to  make  any  comments  regarding  The 
Goldman  Sachs  Group,  Inc. 


L.    Registered,  Publicly-Offered  Securities  (other  than  GSAM  Mutual  Funds)  | 


The  U.S.  securities  laws  impose  severe  restrictions  on  the  distribution  of  any  written 
materials  in  the  United  States  by  participants  in  a  U.S.  registered  public  offering  (including 
both  IPOs  and  follow-on  offerings)  in  connection  with  such  offering  other  than  the  most 
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recent  "red  herring"  prospectus  and,  after  the  offering  is  priced,  the  final  prospectus.  It  has 
always  been  the  firm's  policy  to  adhere  strictly  to  these  requirements.  In  addition,  it  is  the 
firm's  policy  to  apply  these  requirements  in  a  variety  of  other  circumstances. 

These  restrictions  are  as  follows: 

■  No  written  materials  may  be  distributed  outside  the  firm  in  the  United  States  in 
connection  with  any  U.S.  registered  public  offering  (both  IPOs  and  follow-on  offerings) 
other  than  the  "red  herring"  prospectus  and,  after  pricing  of  the  offering,  the  final 
prospectus.  This  includes  e-mails  (including  responses  to  clients'  e-mails  to  us),  faxes, 
and  any  other  method  of  written  communication.  For  example,  neither  the  sales 
memorandum  for  the  offering  nor  any  portion  thereof  (nor  any  summary  thereof)  may  be 
distributed  outside  the  firm.  In  addition,  only  the  entire  "red  herring"  or  final  prospectus 
may  be  distributed;  employees  must  not  distribute  selected  pages  from  a  prospectus, 
nor  highlight  or  draw  attention  to  selected  portions  of  the  prospectus.  These  restrictions 
continue  in  effect  for  the  first  25  days  after  the  pricing  of  a  U.S.  registered  IPO. 

■  It  is  firm  policy,  in  connection  with  U.  S.  registered  public  offerings,  to  observe  the 
foregoing  restrictions  with  respect  to  the  distribution  of  written  materials  outside  the  U.  S. 

■  It  is  also  firm  policy  to  observe  the  foregoing  restrictions  with  respect  to  the  distribution  of 
written  materials,  both  inside  and  outside  the  U.  S.,  in  connection  with  Regulation  S  and 
Rule  144A  offerings. 

Any  exceptions  to  the  first  of  the  foregoing  restrictions  must  be  approved  by  the 
Legal  Department  or  a  senior  member  of  the  Special  Execution  Group.  Any 
exceptions  to  the  second  or  third  of  the  foregoing  restrictions  must  be  approved  by  a 
member  of  the  Commitments  Committee  in  consultation  with  a  senior  member  of  the 
Special  Execution  Group. 
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IV.    Reviews  and  Approvals 


A.    General 


Responsibility  for  obtaining  reviews 

In  general,  the  employee  preparing  and  sending  a  communication  is  responsible  for 
obtaining  any  necessary  approvals  and  for  following  the  appropriate  procedures  for  retention 
and  review. 

Documents  previously  approved 

In  certain  instances,  divisional  policies  may  designate  certain  material  sent  to  specified 
recipients  as  "pre-approved",  in  which  case  the  pre-approved  documents  do  not  have  to  be 
re-approved  each  time  they  are  sent. 

Any  additional  correspondence  accompanying  the  approved  documents,  such  as  a  cover 
letter  or  note,  may  have  to  be  approved,  depending  on  the  substance  contained  in  it.  For 
instance,  casual  correspondence,  thank  you  notes,  confirmations  or  schedules  for  meetings, 
invitations,  and  other  correspondence  that  does  not  relate  to  business  does  not  require 
approval. 

Reviewer's  Signature 

When  approval  is  required,  the  reviewer  must  initial  or  sign  and  date  the  firm's  retained  copy 
of  any  written  communication  (or,  for  certain  business  units,  a  "Compliance  Cover  Sheet")  to 
indicate  and  record  his/her  review  and  approval  or  maintain  a  comparable  record. 

In  cases  where  electronic  correspondence  requires  approval,  a  record  of  the  review  and 
approval  must  be  maintained.  The  nature  of  that  record  —  an  addition  to  the  electronic  file,  a 
log  file  of  reviews,  a  physical  record  on  a  hard  copy,  or  other  means  —  can  be  determined 
by  the  business  unit.  Whatever  the  nature  of  the  record,  it  must  clearly  indicate  the 
reviewer's  approval  and  maintain  a  clear  audit  trail  to  the  reviewed  communication. 

Advertisements  and  Sales  Literature 

In  general,  advertisements  must  be  approved  in  advance  by  the  Corporate  Communications 
Department  in  order  to  assure  compliance  with  firm-wide  identity,  branding,  logo  and  other 
standards.  In  some  divisions,  this  approval  process  may  be  handled  by  Divisional 
Compliance.  In  addition,  advertisements  related  to  the  firm's  sales  and  trading  of  securities 
must  be  approved  prior  to  first  use  or  first  availability  by  a  registered  principal  in  the  relevant 
business  unit. 
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All  sales  literature  must  also  comply  with  firm-wide  design  and  content  standards 
established  by  Corporate  Communications.  In  addition,  sales  literature  related  to  the  firm's 
sales  and  trading  of  securities  must  be  approved,  prior  to  first  use  or  availability,  by  a 
registered  principal  in  the  relevant  business  unit. 

For  any  options-related  sales  literature,  the  approving  registered  principal  must  be  the 
Compliance  Registered  Options  Principal  (CROP)  or  the  CROP'S  designee. 

Research  reports  must  be  approved  by  a  supervisory  analyst  prior  to  issuance. 

SRO  Filing  Requirements 

Certain  product-specific  sales  literature  and  advertisements  (e.g.,  certain  investment 
company-related  materials,  CMO-related  advertisements,  and  options-related  educational 
materials)  must  be  filed  with  an  appropriate  SRO  (NASD,  CBOE,  etc.)  at  least  10  days  prior 
to  first  use  or  first  availability.  Approvals  must  be  sought  from  the  appropriate  registered 
principal  or  Corporate  Communications  early  enough  to  meet  the  10-day  filing  requirement. 


B.   Review  of  Certain  Outgoing  Correspondence 


Outgoing  correspondence  with  the  public  by  registered  representatives  and  associated 
persons  involved  in  the  sale  of  securities,  whether  in  hard-copy,  fax,  e-mail  or  other 
electronic  format,  will  be  subject  to  review  by  a  registered  principal  or  his/her  designee. 

Each  division  or  business  unit  involved  in  the  firm's  broker/dealer  business  may  approach 
the  review  of  outgoing  correspondence  in  one  of  two  ways: 

■  Review  all  outgoing  sales  correspondence  before  it  is  sent;  or 

■  Review  a  sample  of  outgoing  sales  correspondence  after  it  is  sent. 

Guidelines  for  developing  a  sampling  program  appear  in  the  Appendix  at  the  end  of  this 
manual.  Check  your  Divisional  Compliance  policies  for  the  procedures  applicable  to  you. 

A  copy  of  all  such  correspondence,  no  matter  the  medium  in  which  it  is  delivered,  must  be 
retained  in  accordance  with  procedures  established  by  the  applicable  division  and  must  be 
readily  available  for  review.  The  person  who  reviewed  the  correspondence  must  be  easily 
ascertainable.  Finally,  the  outgoing  communications  file  will  be  subject  to  periodic  review  to 
assure  compliance  with  these  requirements. 

Compliance  with  the  requirements  of  these  policies  will  be  a  subject  of  discussion  at  annual 
or  other  periodic  performance  reviews  and  will  be  the  subject  of  remedial  action,  if  required. 
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Compliance  with  the  requirements  for  review  of  communications  (including  appropriate 
monitoring,  testing,  and  documenting  of  results  and  evaluation  of  effectiveness)  are  subject 
to  annual  Central  Compliance  review  and  will  be  included  in  the  Management  Controls 
Department's  periodic  audits. 


C.    Review  of  Incoming  Correspondence 


All  incoming  written  and  electronic  correspondence  from  the  public  directed  to  registered 
representatives  and  associated  persons  involved  in  the  sale  of  securities  are  also  subject  to 
the  firm's  supervision  and  review  in  accordance  with  divisional  procedures.  Except  for 
written  correspondence  (i.e.,  material  in  paper  form)  sent  to  registered  representatives  (all  of 
which  must  be  reviewed  as  described  below),  divisional  policies  may  provide  for  either 
review  of  all  such  correspondence  or  a  sample  selected  in  substantially  the  same  manner  as 
outgoing  correspondence. 

Review  of  Incoming  Written  Correspondence  Sent  to  Sales  Representatives 

In  order  to  provide  early  notice  of  potential  sales  practice  issues  and  customer  complaints, 
and  to  help  ensure  proper  handling  of  customer  funds  and  securities,  a  registered  principal 
or  his/her  designee  will  review  ah  incoming  written  correspondence  (i.e.,  correspondence  in 
paper  form)  that  is  directed  to  registered  representatives  involved  in  the  sale  of  securities.  To 
facilitate  this  review: 

■  The  correspondence  will  be  opened  by,  or  in  the  presence  of,  an  authorized  individual  (a 
principal  or  his/her  designee)  to  identify  any  possible  complaints  and  to  remove 
customer  funds  and  securities. 

■  The  individual  reviewing  the  correspondence  will,  after  the  review  is  completed,  forward 
the  material  as  appropriate  for  proper  retention. 

■  Funds  and  securities  will  be  forwarded  to  the  personnel  responsible  for  custody  of  funds 
and  securities  in  the  office  in  which  the  funds  or  securities  were  received.  These  items 
should  be  delivered  by  hand,  if  possible,  or  by  an  alternative  delivery  method  approved 
by  the  firm's  operations  officials. 

■  Any  correspondence  containing  a  possible  customer  complaint  must  be  handled  as 
described  in  the  following  section. 

Correspondence  that  can  be  readily  identified  as  regulatory  bulletins,  research  or 
promotional  material,  advertising,  periodicals,  fund  raising  appeals  or  similar  non-customer 
material  need  not  be  subject  to  this  procedure. 
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Treatment  of  Customer  Inquiries  and  Complaints 

As  a  matter  of  good  business  practice,  it  is  the  firm's  policy  to  handle  and  resolve  any 
customer  or  client  inquiry  expeditiously,  especially  when  it  regards  proper  handling  of 
business  solicitations,  transactions,  and  customer  securities  or  funds.  In  addition,  the  Legal 
Department  and  Central  Compliance  will  designate  certain  types  of  inquiries  as  "customer 
complaints,"  which  require  specific  handling  and  regulatory  reporting. 

To  make  sure  that  all  inquiries  and  potential  "customer  complaints"  are  handled 
expeditiously  and  properly,  both  from  the  business  and  regulatory  points  of  view,  employees 
must  observe  the  following  procedure. 

Any  employee  who  receives  a  written,  electronic,  or  oral  communication  from  a  customer  or 
any  person  acting  on  behalf  of  a  customer  alleging  a  grievance  involving  the  solicitation  or 
execution  of  any  transaction  or  the  disposition  of  securities  or  funds  of  that  customer  must 
report  it  to  his  or  her  supervisor  immediately.  A  copy  of  the  communication  (unless  it  is  oral) 
must  be  sent  immediately  to  the  supervisor. 

The  supervisor  will  first  determine  whether  the  communication  might  be  classified  as  a 
"customer  complaint".  If  the  supervisor  considers  the  communication  to  be  a  possible 
complaint,  the  supervisor  will  notify  and  forward  copies  of  the  communication  to  the  Director 
of  Central  Compliance,  the  Legal  Department  and  Divisional  Compliance. 

The  Legal  Department  or  Central  Compliance  will  determine  whether  the  inquiry 
actually  constitutes  a  "customer  complaint."  If  it  does,  Central  Compliance  will  be 
responsible  for  reporting  the  complaint  as  required  by  regulation.  The  Legal  Department  will 
coordinate  the  firm's  response  to  the  communication  and  advise  the  Central  Compliance 
Department  and  Divisional  Compliance  of  the  resolution. 

Regulatory  Inquiries  and  Litigation 

Any  complaint,  notice,  subpoena,  interrogatories  or  other  document  relating  to  a  litigation 
matter,  an  arbitration  proceeding,  or  a  regulatory  investigation  should  be  forwarded 
immediately  to  the  Legal  Department.  See  the  section  entitled  "Legal  Matters"  in  the 
Employee  Handbook. 


D.    Handling  of  Sales  Literature  and  Correspondence  Off  Firm  Premises 


Written  Material 

All  sales  literature  and  sales  correspondence  must  be  sent  to  and  from  the  premises  of  the 
firm  to  facilitate  proper  supervision. 
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E-mail  and  FAX  Communications 

All  electronic  communications,  including  e-mail  and  fax  traffic,  concerning  firm  business  that 
is  to  or  from  customers  must  be  sent  and  received  from  or  to  a  firm  e-mail  address  or  firm 
fax  machine  or  from  and  to  a  firm-approved  third-party  computer  system  . 

Therefore: 

■  All  e-mail  traffic  concerning  firm  business  that  is  to  and  from  the  public  must  take  place 
at  the  firm's  premises  or  be  routed  through  firm-provided,  secure  equipment. 

■  Faxes  containing  sales  literature  or  sales  correspondence  must  be  sent  from  and  to  the 
premises  of  the  firm.  Personnel  who  are  out  of  town  on  business  should  route  faxes  to 
the  firm  where  they  will  be  forwarded  to  the  appropriate  recipients. 

Additional  policies  concerning  e-mail  and  other  electronic  communications  are  contained  in 
the  Employee  Handbook. 

Employees  working  from  home  offices 

All  sales  correspondence  from  or  to  employees  working  from  home  offices  must  be  routed 
through  regional  offices  for  purposes  of  review,  approval,  distribution  and  retention. 

Employees  working  from  home  offices  may  not  direct  customers  to  send  correspondence  to 
the  home  office. 

Employees  may  not  send  faxes  containing  sales  literature  or  sales  correspondence  to 
customers  or  potential  customers  from  home  fax  machines  unless  Divisional  Compliance 
has  approved  such  communication  and  established  procedures  for  its  supervision  and 
retention. 
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V.    Retention 


A.    Material  Relating  to  Securities  Business 


All  written  or  electronic  advertisements,  sales  literature,  sales  correspondence  and  other 
communications  related  to  the  firm's  broker/dealer  business  must  be  retained  for  a  minimum 
period  of  three  years,  except  that: 

■  Communications  relating  to  commodities  or  futures  or  options  on  commodities  or  futures 
must  be  retained  for  a  minimum  of  five  years. 

■  Communications  relating  to  customer  complaints  must  be  retained  for  eight  years. 

■  Communications  relating  to  asset  management  services  must  be  retained  for  six  years. 

Supervisors  must  retain  evidence  of  supervisory  reviews  and  approvals  for  the  same 
periods. 


B.    Other  Material 


Retention  of  all  other  material  will  be  in  accordance  with  requirements  established  by 
individual  divisions  or  business  units. 
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VI.    Other  Issues 


A.    Education  and  Training 


The  firm's  policies  and  procedures  regarding  written  and  electronic  communications  may  be 
included  in  the  firm's  required  annual  compliance  meeting  and  will  otherwise  be  a  part  of  the 
firm's  continuing  education  program. 


B.    Monitoring 


Tho   i->«lir>!oe    e<at  f/->r+h    oHi-iy/q   ia/MI   ho    ciihioH'  tr\    norinrlir   ra\i\a\M  h\/  the  firm'c    Mananf»mP»nt 
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Controls  Department. 
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VII.    Appendix 


Appendix  1 .   Guidelines  for  Sampling  Correspondence 


Divisions  or  business  units  may  set  up  a  system  of  reviewing  appropriate  samples  of 
outgoing  sales  correspondence  after  they  have  been  distributed. 

If  the  division  or  business  unit  selects  a  sampling  approach,  regulations  require  that: 

■  Specific  procedures  must  be  designed  and  documented  to  provide  reasonable 
supervision  of  each  representative  who  conducts  business  with  the  public. 

■  The  sampling  techniques  must  be  designed  so  that  they  can  reasonably  detect  any 
potential  violation  of  regulations  under  which  the  firm  and  its  individual  business  units 
and  divisions  do  business.  Sampling  levels  must  be  set  to  provide  statistically  acceptable 
results.  These  levels  must  be  determined  in  consultation  with  technology  experts, 
business  people,  and  the  Legal  and  Compliance  Departments.  They  will  be  reviewed 
periodically  to  assure  reasonable  accuracy  and  effectiveness. 

In  developing  a  sampling  system,  a  number  of  additional  factors  should  be  taken  into 
account: 

■  In  determining  the  level  of  supervision  appropriate  for  each  sales  representative, 
supervisors  should  consider  the  representative's  overall  complaint  and  disciplinary 
history,  with  particular  emphasis  on  previous  incidents  involving  communication  with 
customers. 

■  Samples  should  be  designed  to  reflect  the  breadth  of  an  individual's  communications, 
but  need  not  be  strictly  random;  samples  may  be  concentrated  on,  for  example,  very 
active  periods  of  time  or  very  complicated  or  sensitive  transactions. 

■  Electronic  communications  must  be  covered  by  the  sample.  Therefore,  a  selection  of  e- 
mails  (and  other  electronic  communications,  if  any)  must  also  be  reviewed.  Where  e-mail 
systems  automatically  save  copies  of  outgoing  e-mails,  procedures  should  be  adopted 
for  the  periodic  review  of  saved  e-mail  folders  for  each  person  subject  to  review. 

■  The  selection  of  specific  electronic  communications  to  be  reviewed  may  be  made  by  an 
automated  system  that  selects  individual  communications  for  review  based  on  key  words 
or  phrases. 

■  Individual  supervisors  are  generally  in  the  best  position  to  determine  the  transactions  or 
activities  most  likely  to  give  rise  to  deviations  from  firm  policies  or  risk  to  customers. 
Input  will  be  sought  from  line-of-business  supervisors  in  setting  sampling  guidelines. 
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Reviews  are  required  to  confirm  the  appropriateness  of  a  representative's 
recommendations  to  customers.  Therefore,  sample  selection  criteria  should  assure  that 
recommendations  are  included  in  the  material  reviewed  for  all  representatives. 

Frequency  of  reviews  should  follow  these  guidelines: 

a    Each  individual's  correspondence  must  be  sampled  no  less  often  than  annually. 

m  Supervisors  may  wish  to  review  the  correspondence  of  junior  employees  (e.g., 
second-  and  third-year  salespersons,  certain  lateral  hires  from  other  firms,  etc.)  more 
frequently  than  annually. 

a  For  the  least-experienced  employees  (e.g.,  new  hires,  recent  graduates  of  training 
programs,  etc.),  supervisors  may  find  it  advisable  to  review  all  correspondence  prior 
to  use  or  distribution  until  a  level  of  confidence  is  reached  as  to  the  individual's  work 
product. 

Records  must  be  kept  of  the  reviews. 

Divisions,  business  units,  or  supervisors  may  choose  to  review  material  more  frequently 
or  to  increase  the  size  of  any  sample. 

In  conjunction  with  the  sampling  program,  a  program  of  periodic  training  must  be 
established  to  educate  employees  as  to  the  regulatory  requirements  applicable  to  their 
communications.  Records  showing  when  programs  were  conducted  and  who  attended 
or  otherwise  participated  must  be  maintained  and  be  available  for  audit. 
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GOLDMAN  SACHS  CEO  LLOYD  BLANKFEIN  IS  INTERVIEWED  ON  CNBC 

May  7,  2010  Friday 

EVENT  DATE:  May  7,  2010 

TYPE:  NEWS  PROGRAM 

SPEAKER:  GOLDMAN  SACHS  CEO  LLOYD  BLANKFEIN 

WITNESSES: 

DAVID  FABER,  CNBC  ANCHOR 

GOLDMAN  SACHS  CEO  LLOYD  BLANKFEIN 


TEXT: 

FABER:  We're  with  Lloyd  Blankfein,  chairman  and  CEO  of  Goldman  Sachs  after  the 
company's  annual  meeting. 

You  mentioned  introspection  in  answer  to  one  of  those  questions  that  you  received 
today,  in  terms  of  your  own  introspection  when  you  looked  back  at  this  recent 
period.  I'm  curious,  given  that  you've  been  introspective  -  not  that  you  aren't 
always,  what  are  you  finding?  What  are  you  thinking  about?  What  conclusions,  if 
any,  have  you  come  to  as  a  result  of  that? 

BLANKFEIN:  In  connection  with  what's-  in  connection  with  what's  going  on,  there's 
been  -  everybody  is  aware  of  the  intense  focus  on  us  and  how  we've  had  to  respond 
in  the  conditions  in  which  we've  been  responding.  If  there  is  a  silver  lining  to 
this  for  us,  it  causes  us  to  have  to  be  thoughtful  about  the  context  in  which 
people  are  saying  what  they're  saying. 

In  other  words,  we  can  say  this  particular  lawsuit  that  we  don't  think  -  we  may  not 
think  it  has  merit,  or  this  activity  -  defend  this  activity  against  what  somebody 
says  is  a  poor  activity.  But  we  have  to  look  at  it  and  be  honest  and  say,  somehow 
there's  a  context  here  in  which  there  is  a  gap  between  the  way  we  think  about 
ourselves  and  the  way  the  general  public  has  thought  about  us  and  thinks  about  us. 
And  we  have  to  respond  to  it . 

Now,  a  lot  of  our  attention  is  going  to  still  be,  how  do  we  work  out  some  of  the 

things  and  some  of  the  things  that  people  thought  and  defend  certain  aspects  of 

behavior.  But  let  me  tell  you,  it  is  our  nature,  always,  to  be  self  critical  and 
want  to  improve. 
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And  the  silver  lining  here  is  this  causes  me,  the  entire  organization  and  I  think 
ultimately  the  industry  to  be  self  critical  about  how  they  did  things  with  a  view 
to  take  standards  which  we  may  believe  to  be  fine,  and  in  our  case,  maybe  we  think 
we're  already  at  the  highest  standards  -  we  think  we  are.  But  to  say,  where  do  we 
need  to  go?  Can  we  take  it  even  higher. 

FABER:  Well,  all  right.  Give  me  some  specifics.  I  mean,  you  and  I  talked  only  a 
couple  of  weeks  ago  about  synthetic  CDO  transactions.  I  asked  you  then  whether  they 
were  appropriate.  You  at  least  gave  an  indication  a  couple  of  weeks  ago,  by  a  lot 
of  introspection  since  then,  that  perhaps  there  are  things  that  could  have  been 
done  differently.  Can  you  build  on  that? 

BLANKFEIN:  No,  I  think  -  well,  in  that  case  -  and  again,  this  is  work  we're  going 
to  do.  And  we're  going  to  be  quite  focused  on  this.  We'll  come  up,  I'm  sure,  with  a 
lot  of  different  points. 

The  question  you  had  asked  is  about  the  social  purpose.  And  I  explained  what  the 

purpose  of  CDO's  are,  and  allowing  people  with  portfolios  of  exposure  to  the 

mortgage  markets  to  be  able  to  reshape  their  portfolio  in  an  efficient  way,  which 

is  what  a  lot  of  people  use  derivatives  for  across  the  spectrum. 

I  then  said  there  may  be  another  side,  like  complexity  and  a  liquidity,  which  might 
mean  that  not  withstanding  that  purpose,  we  may  decide  not  to  do  that. 

That ' s  an  inquiry  we  would  ask  ourselves . 

FABER:  And  it's  one  that  continue  -  because  I'm  trying  to  get  to  the  point  -  if 
you're  being  introspective,  have  you  come  to  any  conclusions?  Or  when  will  you?  Or 
when  will  we  see? 

BLANKFEIN:  I'll  give  you  categories  of  things  -  transparency,  how  we  show 
ourselves.  I  know  we  have  been  criticized  in  the  past  for  not  being  transparent 
about  what  we  show  about  our  business  -  you  know,  our  business  mix.  There's  always 
concerns . 

You  know,  there's  a  reason  why  you  get  to  any  place  you  are.  There's  investors  -  or 
someone  who  need  to  know  versus  your  own  competitive  advantage  about  not  wanting  to 
disclose  to  much.  We're  going  to  analyze  these  things  and  look  at  this.  And  maybe 
we'll  come  out  with  a  different  conclusion  with  respect  to  various  trade-offs.  How 
we  manage  business  selection,  who  we  represent 

You  know,  it  can  be  very  frequently  the  case  that  there's  a  property  in  the  world 
for  sale,  and  maybe  five  of  the  potential  buyers  might  be  clients  of  Goldman  Sachs. 
How  do  we  pick  among  them? 

FABER:  Right.  But  I  mean,  those  are  always  challenges. 

BLANKFEIN:  They  are. 

FABER:  Things  that  you  deal  with  in  your  business.  That's  no  different,  I  would 
think,  then  the  way  you've  thought  about  those  challenges  in  the  past. 

BLANKFEIN:  No. 

Listen,    we  are  not   going  to  originate  some  new  issue  that  hasn't   come  across 
before.    But  how  these  things  are  resolved,    how  analytic,    what  kind  of  weight  you 
give  to  one   consideration  versus  another,    most  of   these  things  are  trade-offs   in 
activities.    And  we're   going  to  approach  that,    in,    you   know,    frankly  in  a   way  that's 
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informed  by  the  current  context  in  which  we're  operating. 


FABER:  There  are  reports  that  you're  in  settlement  talks  with  the  SEC.  Is  that 
true? 

BLANKFEIN:  There  must  be  true  that  there  are  reports,  because  I  saw  things  in  the 
paper. 

The  fact  is,  that  we  -  we're  in  a  litigation  with  the  SEC,  but  the  SEC  is  not  an 
ordinary  litigant,  it's  someone  who  regulates  us  with  whom  we  interact  all  the  time 
on  a  lot  of  different  bases  in  a  normal  course  of  activity.  And  so  we're 
interacting  with  them  regularly.  And  people. . . 

FABER:  Should  there  be  an  expectation  in  some  way,  though,  that  the  fraud  charges 
will  be  resolved  prior  to  going  to  court? 

BLANKFEIN:  I  can't  -  I  can't  comment  on  that. 

FABER:  Do  you  continue  to  maintain  as  you  did  vociferously  when  the  charges  first 
were  made  that  you  did  nothing  wrong?  That  Goldman  Sachs  has  done  nothing  wrong? 

BLANKFEIN:  Yes.  We  maintain  our  belief  that  on  the  facts  and  on  the  law  we  think  we 
were  right  and  acted  appropriately. 

FABER:  You  said  during  the  annual  meeting  as  well  that  this  period  has  been  a 
strain  on  Goldman  Sachs  and  on  its  clients . 

BLANKFEIN:  Yes. 

FABER:  Why? 

BLANKFEIN:  Well,  when  you  retain  Goldman  Sachs,  you're  retaining  us  for  our 
capability,  our  competence,  our  discretion,  our  ability  to  get  things  done  cleanly 
-  again,  it's  about  the  client.  It  puts  a  -  you  know,  you  can't  deny  that  with 
Goldman  so  much  in  the  forefront  and  so  much  in  the  news,  people  have  to  overcome  a 
certain  reticence  to  be  to  potentially  join  the,  you  know,  the  public  scrutiny,  if 
that ' s  there . 

Not  withstanding  that,  and  I  don't  take  this  for  granted,  and  believe  me  I'm  very 
grateful,  our  clients  have  been  tremendously  loyal  to  us.  They've  supported  us  in 
every  way  beyond  my  expectations.  At  the  same  time  I  say  that,  I  acknowledge  I 
regret  that  we're  in  a  position  where  showing  our  -  showing  support  for  us,  you 
know,  is  not  being  made  easy  for  them. 

FABER:  Right.  Well,  you  said  during  the  meeting  that  they  were  enthusiastic.  Can 
you  give  me  any  evidence  in  terms  of  what  you ' re  talking  about  when  you  say  that 
you've  been  shown  support? 

BLANKFEIN:  I  think  our  clients  have,  you  know,  have  stuck  with  us.  And  you'll  see  - 
the  proof  is  in  the  pudding. 

FABER:  Right.  I  mean,  again,  I  know  you  don't  like  to  comment  quarter  to  quarter.  I 
asked  you  this  10  days  ago.  Are  you  seeing  any  diminution  in  your  business  that  you 
believe  is  a  result  of  the  reputational  issues  that  are  at  stake  for  Goldman  Sachs? 

BLANKFEIN:  You  know,  it's  hard  to  know  because  of  the  cyclical  aspects  in  the 
market  as  a  whole  is  doing  things  differently  today  than  it  was  doing  before.  And 
it's  hard  to  know.  And  we'll  know  when  we  look  back  and  we'll  be  able  to  see  market 
shares . 
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But  I  believe  we've  been  shown  -  and  I  know  we've  been  shown,  great,  great  support 
for  our  clients  uniformly.  And  I  even  think  some  of  our  clients  are,  frankly,  do 
more  with  us  especially  to  show  that  kind  of  support . 

FABER:  You  believe  that  they  actually  may  be  saying... 

(CROSSTALK) 

BLANKFEIN:  Some  people  have  had  that  conversation.  I  don't  take  it  for  granted.  I 
appreciate  it . 

FABER:  You're  not  going  to  do  this  again  just  to... 

BLANKFEIN:  I  would  say  that  it's  not  -  it  hasn't  been  worth  it. 

FABER:  You  and  I  spoke  after  you  came  out  of  a  very  long  day  of  hearings  not  that 
long  ago.  When  you  look  back  on  that  interaction,  particularly  with  you  and  Senator 
Levin,  do  you  think  that  there's  an  understanding  of  what  you're  talking  about  when 
you  speak  to  member  of  Congress? 

BLANKFEIN:  You  know,  I  do  largely.  I  think  when  you  are  a  generalist  -  like  a  very 
smart  generalist  like  a  senator  who  has  to  have  a  sense  and  legislate  and  balance 
different  elements  -  you  know,  like  just  like  we  were  talking  a  few  minutes  ago, 
it's  not  a  question  is  this  good  or  is  this  bad,  it's  how  good  is  this  versus  how 
bad  is  that?  What  should  the  trade-offs  be.  I  think  they  are  informed  enough  to 
make  those  kind  of  judgments.. 

Do  they  know  the  technicalities  of  the  market?  Is  it... 

FABER:  Well,  do  they  want  to  acknowledge  the  difference  between  an  underwriter  and 
a  market  maker?  Because  they  certainly  didn't  seem  to  or... 

BLANKFEIN:  No,  but  I  think  they  had  an  intuition  that  this  didn't  feel  right.  And 
to  some  extent,  maybe  I  was  inadequate  to  my  purpose. 

Let  me  tell  you,  in  all  our  businesses,  we  put  our  clients  first  and  we  support  our 
clients.  That  means  different  things  in  different  parts  of  the  business.  So,  for 
example,  in  an  advisory  business  like  banking,  it's  obvious  we  have  a  duty,  a 
relationship  to  make  sure  they  do  the  right  thing.  If  they  want  to  do  X  and  we 
think  it'll  be  right  to  do  Y,  we  say,  don't  do  X.  We  think  you  should  do  Y. 

On  the  market  making  side,  our  duty  to  clients  is  served  by  us  -  whatever  market 
conditions,  whatever  chaos  prevails,  using  our  capital  to  help  our  clients 
accomplish  what  they  want  to  accomplish  -  we  make  hundreds  of  thousands,  maybe 
millions  of  markets  a  day.  Think  of  somebody  going  to  the  New  York  Stock  Exchange, 
which  is  another  kind  of  market. 

No  one  is  saying,  I  wouldn't  sell  that  security  here.  No,  you  should  buy  this  and 
not  that.  Client  service  and  dedication  to  client  in  that  case  is  standing  there 
and  being  able  to  provide  liquidature  (ph)  client  no  matter  how  tough  the  market 
is. 

FABER:  Before  we  wrap  up,  you  mentioned  the  market,  you  mentioned  the  NYSE.  Have 
you  ever  seen  anything  quite  like  that  five  minutes  we  saw  yesterday  in  the  equity 
markets? 

BLANKFEIN:  It  was  very  unusual  in  the  market. 
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FABER:  Have  you  been  told?  Do  you  know?  I  mean,  obviously  Goldman  has  a  pretty  good 
feel  for  what's  going  on.  Do  you  have  an  understanding  of  what  happened  yesterday? 

BLANKFEIN:  I've  been  -  nobody  has  told  me  explicitly.  I've  been  given  several 
theories,  because  I  have  several  theories  -  because  I  have  several  theories,  I 
realize  I  have  no  theory.  I  think  we're  still  examining  some  of  these  things. 

FABER:  So  you  don't  feel  as  though  you  even  understand  at  this  point  what  actually 
-  I  mean,  stocks  traded  at  a  penny.  I  mean,  something  went  very  wrong. 

BLANKFEIN:  But  you  know  what  I've  been  doing  for  the  last  few  hours?  Because  I 
can't  tell  you,  doesn't  mean  that  people  don't  know  it,  or  it's  not  understandable. 
It's  just  that,  you  know  where  I'd  been.... 

FABER:  High  frequency  trading  may  be  blamed,  in  part,  for  what  went  on.  Goldman 
conducts  that  business . 

BLANKFEIN:  I  can't  -  I'm  just  not  familiar  with  this  theory.  I  just  don't  know. 

FABER:  But  what  about  that  business  in  and  of  itself? 

BLANKFEIN:  I  think  that  business  in  and  of  itself  is  a  good  business  at  Goldman 
Sachs.  And  I  think  it's  an  important  liquidity  generator  for  the  market.  I  have  no 
opinion,  because  I  haven't  heard  any  connection  made  to  me. 

FABER:  And  finally  Europe.  We're  dealing  with,  of  course,  a  crisis  there.  I'm 
curious  -  you  know,  there's  not  a  lot  of  business  going  on  in  Europe  right  now.  And 
everybody  is  worrying  about  what's  happening  with  sovereign  debt  and  the  issues 
that  these  countries  -  are  you  seeing  a  slow  down  in  Europe?  Are  you  concerned 
about  Goldman's  business  in  Europe?  You  have  5,000  people  alone  in  London. 

BLANKFEIN:  Well,  of  course  I'm  concerned  about  the  economy  in  Europe.  And  frankly  - 
you  know,  the  whole  political  and  social  environment  reaches  back  to  the  European 
community.  I'm  pretty  confident  that  the  European  sovereigns  will  do  what's 
necessary  to  restore  confidence. 

A  lot  of  what's  going  on,  not  that  dissimilar  to  what  happened  a  couple  of  years 
ago  in  the  market  has  to  do  with  confidence  and  sentiment  and  less  to  do  with  the 
actualities  of  someone ' s  ability  to  make  payments . 

But  confidence  matters,  sentiment  matters.  And  I  think  that... 

FABER:  Matters,  it's  the  most  important  thing. 

BLANKFEIN:  It's  the  most  important  thing.  And  I  think  that  the  governments  have  - 
in  Europe,  have  the  motive  and  the  wherewithal  to  restore  that  confidence.  And  I 
believe  they  will. 

FABER:  And  business  in  Europe,  you  seen  a  slow  down? 

BLANKFEIN:  I  think  generally  in  business,  but  for  this  interlude  which  is  just  sort 
of  recent,  I  think  business  around  the  world  is  correlating  with,  you  know,  renewed 
optimism  about  growth.  And  that's  occurring  in  Europe  as  well  as  the  United  States 
and  Asia. 

FABER:  Lloyd  Blankfein,  thank  you. 

BLANKFEIN:  Thank  you  very  much,  David. 
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CONFIDENTIAL 


TIMBERWOLF  I,  LTD. 

TIMBERWOLF  I  (DELAWARE)  CORP. 

U.S.S  9,000,000  Class  S-1  Floating  Rate  Notes  Due  2011 

U.S.$  8,300,000  Class  S-2  Floating  Rate  Notes  Due  2011 

U.S.S  100,000,000  Class  A-1a  Floating  Rate  Notes  Due  2039 

U.S.I  200,000,000  Class  A-1b  Floating  Rate  Notes  Due  2039 

U.S.S  100,000,000  Class  A-1c  Floating  Rate  Notes  Due  2044 

U.S.S  100,000,000  Class  A-1d  Floating  Rate  Notes  Due  2044 

U.S.S  305,000,000  Class  A-2  Floating  Rate  Notes  Due  2047 

U.S.S  107,000,000  Class  B  Floating  Rate  Notes  Due  2047 

U.S.S  36,000,000  Class  C  Deferrable  Floating  Rate  Notes  Due  2047 

U.S.S  30,000,000  Class  D  Deferrable  Floating  Rate  Notes  Due  2047 

U.S.S  22,000,000  Income  Notes  Due  2047 

Secured  (with  Respect  to  the  Notes)  Primarily  by  a  Portfolio  of  CDO  Securities  and  Synthetic 

Securities  (referencing  CDO  Securities) 

The  Notes  (as  defined  herein)  and  the  Income  Notes  (as  defined  herein)  (collectively,  the  "Securities")  are  being  offered  hereby  in  the  United  States  to 
qualified  institutional  buyers  (as  defined  in  Rule  144A  under  the  United  States  Securities  Act  of  1933,  as  amended  (the  "Securities  Act")),  in  reliance  on  Rule  144A 
under  the  Securities  Act,  and,  solely  in  the  case  of  the  Income  Notes,  to  accredited  investors  (as  defined  in  Rule  501  (a)  under  the  Securities  Act)  who  have  a  net 
worth  of  not  less  than  U.S.$10  million  in  transactions  exempt  from  registration  under  the  Securities  Act.  The  Securities  are  being  offered  hereby  in  the  United 
States  only  to  persons  that  are  also  "qualified  purchasers"  for  purposes  of  Section  3(c)(7)  under  the  United  States  Investment  Company  Act  of  1940,  as  amended 
(the  "Investment  Company  Act").  The  Securities  are  being  offered  hereby  outside  the  United  States  to  non  U.S.  Persons  in  offshore  transactions  in  reliance  on 
Regulation  S  ("Regulation  S")  under  the  Securities  Act.  See  "Underwriting." 

See  "Risk  Factors'  for  a  discussion  of  certain  factors  to  be  considered  in  connection  with  an  investment  in  the  Securities.     . 

There  is  no  established  trading  market  for  the  Securities.  Application  may  be  made  to  admit  the  Securities  on  a  stock  exchange  of  the  Issuer's  choice,  rf 
practicable.  There  can  be  no  assurance  that  such  admission  will  be  sought,  granted  or  maintained. 

It  is  a  condition  of  the  issuance  of  the  Securities  that  the  Class  S-1  Notes,  the  Class  S-2  Notes,  the  Class  A-1  a  Notes,  the  Class  A-1  b  Notes,  the  Class 
A-1c  Notes,  the  Class  A-1d  Notes  and  the  Class  A-2  Notes  be  issued  with  a  rating  of  "Aaa"  by  Moody's  Investors  Service,  Inc.  ("Moody's")  and  "AAA"  by  Standard 
&  Poor's  Ratings  Services,  a  division  of  The  McGraw-Hill  Companies,  inc.  ("S&P,"  and  together  with  Moody's,  the  "Rating  Agencies"),  that  the  Class  B  Notes  be 
issued  with  a  rating  of  at  least  "Aa2"  by  Moody's  and  at  least  "AA"  by  S&P,  that  the  Class  C  Notes  be  issued  with  a  rating  of  at  least  "A2"  by  Moody's  and  at  least 
"A"  by  S&P  and  that  the  Class  D  Notes  be  issued  with  a  rating  of  at  least  "Baa2"  by  Moody's  and  at  least  "BBB"  by  S&P.  The  Income  Notes  will  not  be  rated.  A 
credit  rating  is  not  a  recommendation  to  buy,  sell  or  hold  securities  and  may  be  subject  to  revision  or  withdrawal  at  any  time  by  the  assigning  rating  agency.  See 
"Ratings  of  the  Notes." 

See  "Underwriting"  for  a  discussion  of  the  terms  and  conditions  of  the  purchase  of  the  Securities  by  the  Initial  Purchaser. 

THE  ASSETS  OF  THE  ISSUER  (AS  DEFINED  HEREIN)  ARE  THE  SOLE  SOURCE  OF  PAYMENTS  ON  THE  SECURITIES.  THE  SECURITIES  DO  NOT 
REPRESENT  AN  INTEREST  IN  OR  OBLIGATIONS  OF,  AND  ARE  NOT  INSURED  OR  GUARANTEED  BY,  THE  HOLDERS  OF  THE  SECURITIES,  THE. 
COLLATERAL  MANAGER  (AS  DEFINED  HEREIN),  THE  CASHFLOW  SWAP  COUNTERPARTY  (AS  DEFINED  HEREIN),  GOLDMAN,  SACHS  &  CO.  (AS 
INITIAL  PURCHASER  (AS  DEFINED  HEREIN)),  THE  ISSUER  ADMINISTRATOR  (AS  DEFINED  HEREIN),  THE  AGENTS  (AS  DEFINED  HEREIN),  THE 
TRUSTEE  (AS  DEFJNED  HEREIN),  THE  SHARE  TRUSTEE  (AS  DEFINED  HEREIN)  OR  ANY  OF  THEIR  RESPECTIVE  AFFILIATES. 

THE  SECURITIES  HAVE  NOT  BEEN  AND  WILL  NOT  BE  REGISTERED  UNDER  THE  SECURITIES  ACT,  AND  NEITHER  OF  THE  ISSUERS  (AS  DEFINED 
HEREIN)  WILL  BE  REGISTERED  UNDER  THE  INVESTMENT  COMPANY  ACT.  THE  SECURITIES  MAY  NOT  BE  OFFERED  OR  SOLD  WITHIN  THE  UNITED 
STATES  OR  TO/OR  FOR  THE  ACCOUNT  OR  BENEFIT  OF,  U.S.  PERSONS  (AS  SUCH  TERMS  ARE  DEFINED  UNDER  THE  SECURITIES  ACT)  EXCEPT 
PURSUANT  TO  AN  EXEMPTION  FROM,  OR  IN  A  TRANSACTION  NOT  SUBJECT  TO,  THE  REGISTRATION  REQUIREMENTS  OF  THE  SECURITIES  ACT. 
ACCORDINGLY,  THE  SECURITIES  ARE  BEING  OFFERED  HEREBY  ONLY  TO  (A)  (1)  QUALIFIED  INSTITUTIONAL  BUYERS  (AS  DEFINED  IN  RULE  144A 
UNDER  THE  SECURITIES  ACT)  AND,  SOLELY  IN  THE  CASE  OF  THE  INCOME  NOTES,  ACCREDITED  INVESTORS  (AS  DEFINED  IN  RULE  501(a)  UNDER 
THE  SECURITIES  ACT)  THAT  HAVE  A  NET  WORTH  OF  NOT  LESS  THAN  U.S.S10  MILLION  AND,  WHO  ARE  (2)  QUALIFIED  PURCHASERS  FOR 
PURPOSES  OF  SECTION  3(c)(7)  UNDER  THE  INVESTMENT  COMPANY  ACT  AND  (B)  CERTAIN  NON-U.S.  PERSONS  OUTSIDE  THE  UNITED  STATES  IN 
RELIANCE  ON  REGULATION  S  UNDER  THE  SECURITIES  ACT.  PURCHASERS  AND  SUBSEQUENT  TRANSFEREES  OF  CLASS  D  NOTES  AND  INCOME 
NOTES  (OTHER  THAN  REGULATION  S  CLASS  D  NOTES  AND  REGULATION  S  INCOME  NOTES)  WILL  BE  REQUIRED  TO  EXECUTE  AND  DELIVER  A 
LETTER  CONTAINING  CERTAIN  REPRESENTATIONS  AND  AGREEMENTS,  AND  PURCHASERS  AND  SUBSEQUENT  TRANSFEREES  OF  CLASS  S 
NOTES.  CLASS  A-1  a  NOTES,  CLASS  A-1b  NOTES,  CLASS  A-1c  NOTES,  CLASS  A-1d  NOTES,  CLASS  A-2  NOTES,  CLASS  B  NOTES.  CLASS  C  NOTES 
AND  CLASS  D  NOTES  AND  REGULATION  S  INCOME  NOTES  WILL  BE  DEEMED  TO  HAVE  MADE  SUCH  REPRESENTATIONS  AND  AGREEMENTS,  AS 
SET  FORTH  UNDER  "NOTICE  TO  INVESTORS:"  THE  SECURITIES  ARE  NOT  TRANSFERABLE  EXCEPT  IN  ACCORDANCE  WITH  THE  RESTRICTIONS 
DESCRIBED  UNDER  "NOTICE  TO  INVESTORS." 

The  Securities  are  being  offered  by  Goldman,  Sachs  &  Co.  (in  the  case  of  the  Securities  offered  outside  the  United  States,  selling  through  its  selling 
agent)  (the  "Initial  Purchaser"),  in  each  case,  as  specified  herein,  subject  to  its  right  to  reject  any  order  in  whole  or  in  part,  in  one  or  more  negotiated  transactions 
or  otherwise  at  varying  prices  to  be  determined  at  the  time  of  sale  plus  accrued  Interest,  if  any,  from  the  Closing  Date  (as  defined  herein).  It  is  expected  that  the 
Class  S-1  Notes,  Class  S-2  Notes,  Class  A-la  Notes,  Class  A-1b  Notes,  Class  A-1c  Notes,  Class  A-1d  Notes,  Class  A-2  Notes,  Class  B  Notes,  Class  C  Notes, 
Regulation  S  Class  D  Notes  and  the  Regulation  S  income  Notes  will  be  ready  for  delivery  in  book  entry  form  only  in  New  York,  New  York,  on  or  about  March  27, 
2007  (the  "Closing  Date"),  through  the  facilities  of  DTC  and  in  the  case  of  the  Securities  sold  outside  the  United  States,  for  the  accounts  of  Euroclear  Bank 
S  A/N.V.,  as  operator  of  the  Euroclear  System  ("Euroclear*)  and  Clearstream  Banking,  societe  anonyme  f  'Clearstream"),  against  payment  therefor  in  immediately 
available  funds.  It  is  expected  that  the  Class  D  Notes  (other  than  the  Regulation  S  Class  D  Notes)  the  Income  Notes  (other  than  the  Regulation  S  Income  Notes) 
will  be  ready  for  delivery  in  definitive  form  In  New  York,  New  York  on  the  Closing  Date,  against  payment  therefor  in  immediately  available  funds.  The  Notes  sold  in 
reliance  on  Rule  144A  will  be  issued  in  minimum  denominations  of  U.S.$250,000  and  integral  multiples  of  U.S.S1  in  excess  thereof.  The  Notes  sold  in  reliance  on 
Regulation  S  will  be  issued  in  minimum  denominations  of  U.S.$100,000  and  integral  multiples  of  U.S.$1  in  excess  thereof.  The  Income  Notes  will  be  issued  in 
minimum  denominations  of  U.S.$1 00,000  and  integral  multiples  of  U.S.S1  in  excess  thereof. 

Goldman,  Sachs  &  Co. 

Offering  Circular  dated  March  23,  2007. 


Permanent  Subcommittee  on  Investigations 

Wall  Street  &  The  Financial  Crisis  -  _„  . .__  _  «,.„««,-«-,„ 
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Timberwolf  I,  Ltd.,  an  exempted  company  incorporated  with  limited  liability  under  trie  laws  of  the 
Cayman  Islands  (the  "Issuer"),  and  Timberwolf  I  (Delaware)  Corp.,  a  Delaware  corporation  (the  "Co- 
Issuer"  and,  together  with  the  Issuer,  the  "Issuers"),  will  issue  U.S.$9,000,000  principal  amount  of  Class 
S-1  Floating  Rate  Notes  Due  September  2011  (the  "Class  S-1  Notes"),  U.S.$8,300,000  principal  amount 
of  Class  S-2  Floating  Rate  Notes  Due  September  201 1 ,  (the  "Class  S-2  Notes"  and,  together  with  the 
Class  S-1  Notes,  the  "Class  S  Notes"),  U.S.$  100,000,000  principal  amount  of  Class  A-1a  Floating  Rate 
Notes  Due  2039  (the  "Class  A-1a  Notes"),  U.S.$  200,000,000  principal  amount  of  Class  A-1b  Floating 
Rate  Notes  Due  2039  (the  "Class  A-1b  Notes"),  U.S.$  100,000,000  principal  amount  of  Class  A-1c 
Floating  Rate  Notes  Due  2044  (the  "Class  A-1c  Notes"),  U.S.$  100,000,000  principal  amount  of  Class  A- 
1d  Floating  Rate  Notes  Due  2044  (the  "Class  A-1d  Notes"  and,  together  with  the  Class  A-1a  Notes,  Class 
A-1b  Notes  and  Class  A-1c  Notes,  the  "Class  A-1  Notes"),  U.S.$  305,000,000  principal  amount  of 
Class  A-2  Floating  Rate  Notes  Due  2047  (the  "Class  A-2  Notes"  and,  together  with  the  Class  A-1  Notes, 
the  "Class  A  Notes"),  U.S.$  107,000,000  principal  amount  of  Class  B  Floating  Rate  Notes  Due  2047  (the 
"Class  B  Notes")  and  U.S.$  36,000,000  principal  amount  of  Class  C  Deferrable  Floating  Rate  Notes  Due 
2047  (the  "Class  C  Notes"),  and  the  Issuer  will  issue  U.S.$  30,000,000  principal  amount  of  Class  D 
Deferrable  Floating  Rate  Notes  Due  2047  (the  "Class  D  Notes"  and,  together  with  the  Class  S  Notes, 
Class  A  Notes,  Class  B  Notes  and  Class  C  Notes,  the  "Notes")  pursuant  to  an  Indenture  (the  "Indenture") 
dated  on  or  about  March  27,  2007  among  the  Issuers  and  The  Bank  of  New  York,  as  trustee  and 
securities  intermediary  (the  'Trustee"  and  the  "Securities  Intermediary,"  respectively). 

In  addition,  the  Issuer  will  issue  U.S.$  22,000,000  notional  principal  amount  of  Income  Notes  (the 
"Income  Notes"  and,  together  with  the  Notes,  the  "Securities")  constituted  by  the  deed  of  covenant 
executed  by  the  Issuer  on  March  27,  2007  (the  "Deed  of  Covenant")  and  subject  to  the  terms  and 
conditions  thereof  (the  "Terms  and  Conditions")  and  issued  pursuant  to  a  fiscal  agency  agreement  (the 
"Fiscal  Agency  Agreement")  dated  on  or  about  March  27,  2007  between  the  Issuer  and  The  Bank  of  New 
York,  London  Branch,  as  fiscal  agent  (the  "Fiscal  Agent"). 

The  net  proceeds  received  from  the  offering  of  the  Securities  will  be  applied  by  the  Issuer  to 
purchase  a  portfolio  of  CDO  Securities  and  Synthetic  Securities  (the  Reference  Obligations  of  which  are 
CDO  Securities)  as  described  herein  (collectively,  together  with  Deliverable  Obligations  and  any  Default 
Swap  Collateral  that  has  been  released  from  the  lien  of  the  Synthetic  Security  Counterparty  and  credited 
to  the  Collateral  Account  as  described  herein,  "Collateral  Assets"),  Default  Swap  Collateral  and  Eligible 
Investments.  Certain  summary  information  about  the  Collateral  Assets  and  the  Reference  Obligations  is 
set  forth  in  Appendix  B  to  this  Offering  Circular.  On  the  Closing  Date,  the  Issuer  will  enter  into  the 
Cashflow  Swap  Agreement.  The  Collateral  Assets,  the  Eligible  Investments  and  certain  other  assets  of 
the  Issuer  will  be  pledged  under  the  Indenture  to  the  Trustee,  for  the  benefit  of  the  Secured  Parties,  as 
security  for,  among  other  obligations,  the  Issuers'  obligations  under  the  Notes  (but  not  the  Income  Notes) 
and  to  certain  service  providers.  The  Income  Notes  will  be  unsecured  obligations  of  the  Issuer. 

Interest  will  be  payable  on  the  Class  S-1  Notes,  the  Class  S-2  Notes,  the  Class  A-1  Notes,  the 
Class  A-2  Notes,  the  Class  B  Notes,  the  Class  C  Notes  and  the  Class  D  Notes  in  arrears  on  the  3rd  day 
of  March,  June,  September  and  December  of  each  year,  or  if  any  such  date  is  not  a  Business  Day,  the 
immediately  following  Business  Day  (each  such  date,  a  "Payment  Date")  commencing  on  September  4, 
2007.  The  Class  S-1  Notes  will  bear  interest  at  a  per  annum  rate  equal  to  LIBOR  plus  0.20%  for  each 
Interest  Accrual  Period  (as  defined  herein).  The  Class  S-2  Notes  will  bear  interest  at  a  per  annum  rate 
equal  to  LIBOR  plus  0.35%  for  each  Interest  Accrual  Period.  The  Class  A-1  a  Notes  will  bear  interest  at  a 
per  annum  rate  equal  to  LIBOR  plus  0.05%  for  each  Interest  Accrual  Period.  The  Class  A-1b  Notes  will 
bear  interest  at  a  per  annum  rate  equal  to  LIBOR  plus  0.50%  for  each  Interest  Accrual  Period.  The  Class 
A-1c  Notes  will  bear  interest  at  a  per  annum  rate  equal  to  LIBOR  plus  0.80%  for  each  Interest  Accrual 
Period.  The  Class  A-1d  Notes  will  bear  interest  at  a  per  annum  rate  equal  to  LIBOR  plus  1.30%  for  each 
Interest  Accrual  Period.  The  Class  A-2  Notes  will  bear  interest  at  a  per  annum  rate  equal  to  LIBOR  plus 
0.90%  for  each  Interest  Accrual  Period.  The  Class  B  Notes  will  bear  interest  at  a  per  annum  rate  equal  to 
LIBOR  plus  1.40%  for  each  Interest  Accrual  Period.  The  Class  C  Notes  will  bear  interest  at  a  per  annum 
rate  equal  to  LIBOR  plus  4.00%  for  each  Interest  Accrual  Period.  The  Class  D  Notes  will  bear  interest  at 
a  per  annum  rate  equal  to  LIBOR  plus  10.00%  for  each  Interest  Accrual  Period.  Payments  will  be 
payable  on  the  Income  Notes  from  funds  available  in  accordance  with  the  Priority  of  Payments. 
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All  payments  on  the  Securities  will  be  made  from  Proceeds  available  in  accordance  with  the 
Priority  of  Payments.  On  each  Payment  Date,  except  as  otherwise  provided  in  the  Priority  of  Payments, 
payments  on  the  Class  S-1  Notes  will  be  senior  to  payments  on  the  Class  S-2  Notes,  the  Class  A-1 
Notes,  the  Class  A-2  Notes,  the  Class  B  Notes,  the  Class  C  Notes,  the  Class  D  Notes  and  the  Income 
Notes;  payments  on  the  Class  S-2  Notes  will  be  senior  to  payments  on  the  Class  A-2  Notes  {provided, 
that  payments  of  interest  on  the  Class  S-2  Notes  and  the  Class  A  Notes  will  be  paid  pro  rata),  the  Class  B 
Notes,  the  Class  C  Notes,  the  Class  D  Notes  and  the  Income  Notes;  payments  on  the  Class  A-1  Notes 
will  be  senior  to  payments  on  the  Class  A-2  Notes  (provided,  that  payments  of  interest  on  the  Class  A 
Notes  will  be  paid  pro  rata),  the  Class  B  Notes,  the  Class  C  Notes,  the  Class  D  Notes  and  the  Income 
Notes;  payments  on  the  Class  A-2  Notes  will  be  senior  to  payments  on  the  Class  B  Notes,  the  Class  C 
Notes,  the  Class  D  Notes  and  the  Income  Notes;  payments  on  the  Class  B  Notes  will  be  senior  to 
payments  on  the  Class  C  Notes,  the  Class  D  Notes  and  the  Income  Notes;  payments  on  the  Class  C 
Notes  will  be  senior  to  payments  on  the  Class  D  Notes  and  the  Income  Notes;  and  payments  on  the 
Class  D  Notes  will  be  senior  to  payments  on  the  Income  Notes,  in  accordance  with  the  Priority  of 
Payments  as  described  herein.  The  Notes  (other  than  the  Class  S-1  Notes)  are  subject  to  mandatory 
redemption  if  a  Coverage  Test  is  not  satisfied  on  any  date  of  determination  which  may  result  in  variations 
to  the  seniorities  of  distributions  described  above  and  as  more  fully  described  in  the  Priority  of  Payments. 
Payments  of  principai  on  ihe  Class  A-1  Notes  will  be  paid  in  accordance  with  the  Class  A-1  Note  Payment 
Sequence. 

The  Notes  and,  to  the  extent  described  herein,  the  Income  Notes,  are  subject  to  redemption,  (i)  at 
any  time  as  a  result  of  a  Tax  Redemption,  (ii)  on  an  Auction  Payment  Date  as  a  result  of  a  successful 
Auction  or  (iii)  as  a  result  of  an  Optional  Redemption  by  Refinancing  or  an  Optional  Redemption  by 
Liquidation  on  or  after  the  March  2010  Payment  Date.  The  Income  Notes  will  not  be  redeemed  in  full,  or 
in  part,  in  connection  with  an  Optional  Redemption  by  Refinancing.  The  stated  maturity  of  the  Notes  and 
the  Income  Notes  (other  than  the  Class  S  Notes  and  the  Class  A-1  Notes)  is  the  Payment  Date  in 
December  2047.  The  stated  maturity  of  the  Class  S  Notes  is  the  Payment  Date  in  September  201 1 .  The 
stated  maturity  of  the  Class  A-1  a  Notes  and  the  Class  A-1b  Notes  is  the  Payment  Date  in  December 
2039.  The  stated  maturity  of  the  Class  A-1c  Notes  and  the  Class  A-1d  Notes  is  the  Payment  Date  in 
September  2044.  The  actual  final  distribution  on  the  Securities  (other  than  the  Class  S  Notes)  is 
expected  to  occur  substantially  earlier  than  their  respective  stated  maturities.  See  "Risk  Factors — 
Securities— Average  Lives,  Duration  and  Prepayment  Considerations." 

Notes  sold  in  reliance  on  Rule  144A  under  the  Securities  Act  ("Rule  144A")  will  be  evidenced  by 
one  or  more  global  notes  (the  "Rule  144A  Global  Notes")  in  fully  registered  form  without  coupons, 
deposited  with  a  custodian  for,  and  registered  in  the  name  of,  a  nominee  of  The  Depository  Trust 
Company  ("DTC").  Beneficial  interests  in  the  Rule  144A  Global  Notes  will  trade  in  DTC's  Same  Day 
Funds  Settlement  System,  and  secondary  market  trading  activity  in  such  interests  will  therefore  settle  in 
immediately  available  funds.  Except  as  described  herein,  beneficial  interests  in  the  Rule  144A  Global 
Notes  will  be  shown  on,  and  transfers  thereof  will  be  effected  only  through,  records  maintained  by  DTC 
and  its  direct  and  indirect  participants.  The  Income  Notes  sold  in  reliance  on  Rule  144A  under  the 
Securities  Act  will  be  evidenced  by  one  or  more  Definitive  Notes  in  fully  registered  form. 

The  Securities  that  are  being  offered  hereby  in  reliance  on  the  exemption  from  registration  under 
Regulation  S  (the  "Regulation  S  Securities")  have  not  been  and  will  not  be  registered  under  the  Securities 
Act  and  neither  of  the  Issuers  will  be  registered  under  the  Investment  Company  Act.  The  Regulation  S 
Securities  may  not  be  offered  or  sold  within  the  United  States  or  to  U.S.  Persons  (as  defined  in 
Regulation  S)  unless  the  purchaser  certifies  or  is  deemed  to  have  certified  that  it  is  a  qualified  institutional 
buyer  as  defined  in  Rule  144A  (a  "Qualified  Institutional  Buyer")  and  a  "qualified  purchaser"  for  the 
purposes  of  Section  3(c)(7)  of  the  Investment  Company  Act  (a  "Qualified  Purchaser")  or,  solely  in  the 
case  of  the  Income  Notes,  that  it  is  an  "accredited  investor"  as  defined  in  Rule  501(a)  under  the  Securities 
Act  (an  "Accredited  Investor")  who  has  a  net  worth  of  not  less  than  U.S.  $10  million  and  a  Qualified 
Purchaser.  See  "Description  of  the  Securities"  arid  "Underwriting." 
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The  Income  Notes  (other  than  the  Regulation  S  Income  Notes)  will  be  evidenced  by  one  or  more 
definitive  notes  in  fully  registered  form  (each,  an  "Income  Note  Certificate").  See  "Description  of  the 
Securities." 

777/s  Offering  Circular  is  confidential  and  is  being  furnished  by  the  Issuers  in  connection  with  an 
offering  exempt  from  registration  under  the  Securities  Act,  solely  for  the  purpose  of  enabling  a  prospective 
investor  to  consider  the  purchase  of  the  Securities  described  herein.  The  information  contained  in  this 
Offering  Circular  has  been  provided  by  the  Issuers  and  other  sources  identified  herein.  Except  in  respect 
of  the  information  contained  under  the  heading  "The  Collateral  Manager, "  (other  than  the  infonvation 
contained  under  the  subheading  "General")  for  which  the  Collateral  Manager  accepts  sole  responsibility, 
to  the  extent  described  in  such  section,  no  representation  or  warranty,  express  or  implied,  is  made  by  the 
Initial  Purchaser,  the  Collateral  Manager,  the  Cashflow  Swap  Counterparty  (or  any  guarantor  thereof),  the 
Trustee,  the  Collateral  Administrator,  the  Note  Agents  (as  defined  herein)  or  the  Fiscal  Agent  (the  Note 
Agents,  the  Collateral  Administrator  and  the  Fiscal  Agent  together,  the  "Agents")  as  to  the  accuracy  or 
completeness  of  such  information,  and  nothing  contained  in  this  Offering  Circular  is,  or  shall  be  relied 
upon  as,  a  promise  or  representation  by  the  Initial  Purchaser,  the  Trustee,  the  Collateral  Manager,  the 
Cashflow  Swap  Counterparty  (or  any  guarantor  thereof)  or  the  Agents.  Any  reproduction  or  distribution  of 
this  Offering  Circular,  in  whole  or  in  part,  and  any  disclosure  of  its  contents  or  use  of  any  information 
herein  for  any  purpose  other  than  considering  an  investment  in  the  Securities  is  prohibited.  Each  offeree 
of  the  Securities,  by  accepting  delivery  of  this  Offering  Circular,  agrees  to  the  foregoing. 


THE  SECURITIES  OFFERED  HEREBY  HAVE  NOT  BEEN  RECOMMENDED  BY  ANY  UNITED 
STATES  FEDERAL  OR  STATE  SECURITIES  COMMISSION  OR  REGULATORY  AUTHORITY. 
FURTHERMORE,  THE  FOREGOING  AUTHORITIES  HAVE  NOT  CONFIRMED  THE  ACCURACY  OR 
DETERMINED  THE  ADEQUACY  OF  THIS  DOCUMENT.  ANY  REPRESENTATION  TO  THE 
CONTRARY  IS  A  CRIMINAL  OFFENSE. 

The  distribution  of  this  Offering  Circular  and  the  offering  and  sale  of  the  Securities  in  certain  jurisdictions 
may  be  restricted  by  law.  The  Issuers  and  the  Initial  Purchaser  require  persons  into  whose  possession 
this  Offering  Circular  comes  to  inform  themselves  about  and  to  observe  any  such  restrictions.  For  a 
further  description  of  certain  restrictions  on  offering  and  sales  of  the  Securities,  see  "Underwriting."  This 
Offering  Circular  does  not  constitute  an  offer  of,  or  an  invitation  to  purchase,  any  of  the  Securities  in  any 
jurisdiction  in  which  such  offer  or  invitation  would  be  unlawful. 

NOTICE  TO  NEW  HAMPSHIRE  RESIDENTS 

NEITHER  THE  FACT  THAT  A  REGISTRATION  STATEMENT  OR  AN 
APPLICATION  FOR  A  LICENSE  HAS  BEEN  FILED  UNDER  CHAPTER  421 -B  OF 
THE  NEW  HAMPSHIRE  REVISED  STATUTES  ANNOTATED  ("RSA  421 -B")  WITH 
THE  STATE  OF  NEW  HAMPSHIRE  NOR  THE  FACT  THAT  A  SECURITY  IS 
EFFECTIVELY  REGISTERED  OR  A  PERSON  IS  LICENSED  IN  THE  STATE  OF  NEW 
HAMPSHIRE  CONSTITUTES  A  FINDING  BY  THE  SECRETARY  OF  STATE  OF  NEW 
HAMPSHIRE  THAT  ANY  DOCUMENT  FILED  UNDER  RSA  421 -B  IS  TRUE, 
COMPLETE  AND  NOT  MISLEADING.  NEITHER  ANY  SUCH  FACT  NOR  THE  FACT 
THAT  AN  EXEMPTION  OR  EXCEPTION  IS  AVAILABLE  FOR  A  SECURITY  OR  A 
TRANSACTION  MEANS  THAT  THE  SECRETARY  OF  STATE  HAS  PASSED  IN  ANY 
WAY  UPON  THE  MERITS  OR  QUALIFICATIONS  OF,  OR  RECOMMENDED  OR 
GIVEN  APPROVAL  TO,  ANY  PERSON,  SECURITY,  OR  TRANSACTION.  IT  IS 
UNLAWFUL  TO  MAKE,  OR  CAUSE  TO  BE  MADE,  TO  ANY  PROSPECTIVE 
PURCHASER,  CUSTOMER  OR  CLIENT  ANY  REPRESENTATION  INCONSISTENT 
WITH  THE  PROVISIONS  OF  THIS  PARAGRAPH. 
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No  invitation  may  be  made  to  the  public  in  the  Cayman  Islands  to  subscribe  for  the  Securities. 


The  Initial  Purchaser  has  represented,  warranted  and  agreed  that:  (i)  it  has  only  communicated  or 
caused  to  be  communicated  and  will  only  communicate  or  cause  to  be  communicated  any  invitation  or 
inducement  to  engage  in  investment  activity  (within  the  meaning  of  section  21  of  the  Financial  Services 
and  Markets  Act  2000  ("FSMA"))  received  by  it  in  connection  with  the  issue  or  sale  of  any  Securities  in 
circumstances  in  which  section  21(1)  of  the  FSMA  does  not  apply  to  the  Issuer;  and  (ii)  it  has  complied 
and  will  comply  with  all  applicable  provisions  of  the  FSMA  with  respect  to  anything  done  by  it  in  relation  to 
the  Securities  in,  from  or  otherwise  involving  the  United  Kingdom.  See  "Underwriting." 


The  Securities  may  not  be  offered  or  sold  by  means  of  any  document  other  than  to  persons 
whose  ordinary  business  is  to  buy  or  sell  shares  or  debentures,  whether  as  principal  or  agent,  or  in 
circumstances  which  do  not  constitute  an  offer  to  the  public  within  the  meaning  of  the  Companies 
Ordinance  (Cap.  32)  of  Hong  Kong,  and  no  advertisement,  invitation  or  document  relating  to  the 
Securities  may  be  issued,  whether  in  Hong  Kong  or  eisewhere,  which  is  directed  at,  or  the  contents  of 
which  are  likely  to  be  accessed  or  read  by,  the  public  in  Hong  Kong  (except  if  permitted  to  do  so  under 
the  securities  laws  of  Hong  Kong)  other  than  with  respect  to  Securities  which  are  or  are  intended  to  be 
disposed  of  only  to  persons  outside  Hong  Kong  or  only  to  "professional  investors"  within  the  meaning  of 
the  Securities  and  Futures  Ordinance  (Cap.  571)  of  Hong  Kong  and  any  rules  made  thereunder. 


This  Offering  Circular  has  not  been  registered  as  a  prospectus  with  the  Monetary  Authority  of 
Singapore.  Accordingly,  this  Offering  Circular  and  any  other  document  or  material  in  connection  with  the 
offer  or  sale,  or  invitation  or  subscription  or  purchase,  of  the  Securities  may  not  be  circulated  or 
distributed,  nor  may  the  Securities  be  offered  or  sold,  or  be  made  the  subject  of  an  invitation  for 
subscription  or  purchase,  whether  directly  or  indirectly,  to  persons  in  Singapore  other  than  under 
circumstances  in  which  such  offer,  sale  or  invitation  does  not  constitute  an  offer  or  sale,  or  invitation  for 
subscription  or  purchase,  of  the  Securities  to  the  public  in  Singapore. 


The  Securities  have  not  been  and  will  not  be  registered  under  the  Securities  and  Exchange  Law 
of  Japan  (the  Securities  and  Exchange  Law)  and  the  Initial  Purchaser  has  agreed  that  it  will  not  offer  or 
sell  any  Securities,  directly  or  indirectly,  in  Japan  or  to,  or  for  the  benefit  of,  any  resident  of  Japan  (which 
term  as  used  herein  means  any  person  resident  in  Japan,  including  any  corporation  or  other  entity 
organized  under  the  laws  of  Japan),  or  to  others  for  re-offering  or  resale,  directly  or  indirectly,  in  Japan  or 
to  a  resident  of  Japan,  except  pursuant  to  an  exemption  from  the  registration  requirements  of,  and 
otherwise  in  compliance  with,  the  Securities  and  Exchange  Law  and  any  other  applicable  laws, 
regulations  and  ministerial  guidelines  of  Japan. 

NOTICE  TO  RESIDENTS  OF  THE  REPUBLIC  OF  IRELAND 

THIS  OFFERING  CIRCULAR  IS  NOT  A  PROSPECTUS  AND  DOES  NOT  CONSTITUTE  AN 
INVITATION  TO  THE  PUBLIC  TO  PURCHASE  OR  SUBSCRIBE  FOR  ANY  SECURITIES  AND 
NEITHER  IT  NOR  ANY  FORM  OF  APPLICATION  WILL  BE  ISSUED,  CIRCULATED  OR  DISTRIBUTED 
TO  THE  PUBLIC. 

THIS  OFFERING  CIRCULAR  AND  THE  INFORMATION  CONTAINED  HEREIN  IS 
CONFIDENTIAL  AND  IS  FOR  THE  USE  SOLELY  OF  THE  PERSON  TO  WHOM  IT  IS  ADDRESSED. 
ACCORDINGLY,  IT  MAY  NOT  BE  REPRODUCED  IN  WHOLE  OR  IN  PART,  NOR  MAY  ITS  CONTENTS 
BE  DISTRIBUTED  IN  WRITING  ORORALLY  TO  ANY  THIRD  PARTY  AND  IT  MAY  BE  READ  SOLELY 
BY  THE  PERSON  TO  WHOM  IT  IS  ADDRESSED  AND  HIS/HER  PROFESSIONAL  ADVISERS. 
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In  this  offering  circular,  references  to  "U.S.  Dollars,"  "$"  and  "U.S.$"  are  to  United  States  dollars. 

The  Issuers  (and,  with  respect  to  the  information  contained  in  this  offering  circular  under  the 
heading  "The  Collateral  Manager"  (other  than  the  information  contained  under  the  subheading  "General"), 
the  Collateral  Manager  to  the  extent  described  in  such  section),  having  made  all  reasonable  inquiries, 
confirm  that  the  information  contained  in  this  offering  circular  is  true  and  correct  in  all  material  respects 
and  is  not  misleading,  that  the  opinions  and  intentions  expressed  in  this  offering  circular  are  honestly  held 
and  that  there  are  no  other  facts  the  omission  of  which  would  make  any  such  information  or  the 
expression  of  any  such  opinions  or  intentions  misleading.  The  Issuers  (and,  with  respect  to  the 
information  in  this  offering  circular  under  the  heading  "The  Collateral  Manager"  (other  than  the  information 
contained  under  the  subheading  "General"),  the  Collateral  Manager,  to  the  extent  described  in  such 
section)  take  responsibility  accordingly. 

No  person  has  been  authorized  to  give  any  information  or  to  make  any  representation  other  than 
those  contained  in  this  offering  circular,  and,  if  given  or  made,  such  information  or  representation  must  not 
be  relied  upon  as  having  been  authorized.  This  offering  circular  does  not  constitute  an  offer  to  sell  or  the 
solicitation  of  an  offer  to  buy  any  securities  other  than  the  securities  to  which  it  relates,  or  an  offer  to  sell 
or  the  solicitation  of  an  offer  to  buy  such  securities  by  any  person  in  any  circumstances  in  which  such 
offer  or  solicitation  is  unlawful.  Neither  the  delivery  of  this  offering  circular  nor  any  sale  hereunder  shall, 
under  any  circumstances,  create  any  implication  that  the  information  contained  herein  is  correct  as  of  any 
time  subsequent  to  the  date  of  this  offering  circular. 

NOTWITHSTANDING  ANY  OTHER  EXPRESS  OR  IMPLIED  AGREEMENT  TO  THE 
CONTRARY,  EACH  RECIPIENT  OF  THIS  OFFERING  CIRCULAR  AGREES  AND  ACKNOWLEDGES 
THAT  THE  ISSUERS  HAVE  AGREED  THAT  EACH  OF  THEM  AND  THEIR  EMPLOYEES, 
REPRESENTATIVES  AND  OTHER  AGENTS  MAY  DISCLOSE,  IMMEDIATELY  UPON 
COMMENCEMENT  OF  DISCUSSIONS,  TO  ANY  AND  ALL  PERSONS  THE  TAX  TREATMENT  AND 
TAX  STRUCTURE  OF  THE  SECURITIES,  THE  TRANSACTIONS  DESCRIBED  HEREIN  AND  ALL 
MATERIALS  OF  ANY  KIND  (INCLUDING  OPINIONS  OR  OTHER  TAX  ANALYSES)  THAT  ARE 
PROVIDED  TO  ANY  OF  THEM  RELATING  TO  SUCH  TAX  TREATMENT  AND  TAX  STRUCTURE 
EXCEPT  WHERE  CONFIDENTIALITY  IS  REASONABLY  NECESSARY  TO  COMPLY  WITH  THE 
SECURITIES  LAWS  OF  ANY  APPLICABLE  JURISDICTION. 

PROSPECTIVE  INVESTORS  SHOULD  READ  THIS  OFFERING  CIRCULAR  CAREFULLY 
BEFORE  DECIDING  WHETHER  TO  INVEST  IN  THE  SECURITIES  AND  SHOULD  PAY  PARTICULAR 
ATTENTION  TO  THE  INFORMATION  SET  FORTH  UNDER  THE  HEADING  "RISK  FACTORS". 
INVESTMENT  IN  THE  SECURITIES  IS  SPECULATIVE  AND  INVOLVES  SIGNIFICANT  RISK. 
INVESTORS  SHOULD  UNDERSTAND  SUCH  RISKS  AND  HAVE  THE  FINANCIAL  ABILITY  AND 
WILLINGNESS  TO  ACCEPT  THEM  FOR  AN  EXTENDED  PERIOD  OF  TIME. 
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NOTICE  TO  INVESTORS 

Because  of  the  following  restrictions,  purchasers  are  advised  to  consult  legal  counsel  prior  to 
making  any  offer,  resale,  pledge  or  other  transfer  of  the  Notes  or  the  Income  Notes  offered  hereby. 

Each  purchaser  who  has  purchased  Class  S  Notes,  Class  A  Notes,  Class  B  Notes,  Class  C 
Notes,  Regulation  S  Class  D  Notes  and  Regulation  S  Income  Notes  will  be  deemed  to  have  represented 
and  agreed,  and  each  purchaser  of  a  Class  D  Note  that  is  a  Definitive  Note  and  an  Income  Note 
Certificate  will  be  required  to  represent  and  agree,  in  each  case  with  respect  to  such  Securities,  as  follows 
(terms  used  herein  that  are  defined  in  Rule  144A  or  Regulation  S  are  used  herein  as  defined  therein): 

1.  (a)  In  the  case  of  Notes  sold  in  reliance  on  Rule  144A  (the  "Rule  144A  Notes"),  the 
purchaser  of  such  Rule  144A  Notes  (i)  is  a  qualified  institutional  buyer  (as  defined  in  Rule  144A)  (a 
"Qualified  Institutional  Buyer"),  (ii)  is  aware  that  the  sate  of  Notes  to  it  is  being  made  in  reliance  on  Rule 
144A,  (iii)  is  acquiring  the  Rule  144A  Notes  for  its  own  account  or  for  the  account  of  a  Qualified 
Institutional  Buyer  as  to  which  the  purchaser  exercises  sole  investment  discretion,  and  in  a  principal 
amount  of  not  less  than  U.S.$250,000  and  (iv)  will  provide  notice  of  the  transfer  restrictions  described  in 
this  "Notice  to  Investors"  to  any  subsequent  transferees. 

(b)  In  the  case  of  the  Income  Notes,  other  than  any  Income  Notes  sold  in  reliance  on 
Regulation  S,  the  purchaser  of  such  Income  Notes  (i)  is  a  Qualified  Institutional  Buyer,  (ii)  is  aware  that 
the  sale  of  the  Income  Notes  to  it  is  being  made  in  reliance  on  Rule  144A,  (iii)  is  acquiring  the  Income 
Notes  for  its  own  account  or  for  the  account  of  a  Qualified  Institutional  Buyer  as  to  which  the  purchaser 
exercises  sole  investment  discretion,  and,  unless  otherwise  permitted  by  the  Fiscal  Agency  Agreement,  is 
purchasing  an  aggregate  notional  principal  amount  of  not  less  than  U.S.$1 00,000  Income  Notes  for  the 
purchaser  and  for  each  such  account  and  (iv)  will  provide  notice  of  the  transfer  restrictions  described  in 
this  "Notice  to  Investors"  to  any  subsequent  transferees;  or,  if  the  purchaser  is  not  a  Qualified  Institutional 
Buyer,  such  purchaser  (w)  is  a  person  who  is  an  "accredited  investor"  (as  defined  in  Rule  501(a)  under 
the  Securities  Act)  (an  "Accredited  Investor")  who  has  a  net  worth  of  not  less  than  U.S.$10  million  that  is 
purchasing  the  Income  Notes  for  its  own  account,  (x)  is  not  acquiring  the  Income  Notes  with  a  view  to  any 
resale  or  distribution  thereof,  other  than  in  accordance  with  the  restrictions  set  forth  below,  (y)  is 
purchasing  an  aggregate  notional  principal  amount  of  not  less  than  U.S.$1 00,000  Income  Notes  (unless 
otherwise  permitted  by  the  Fiscal  Agency  Agreement)  and  (z)  will  provide  notice  of  the  transfer 
restrictions  described  in  this  "Notice  to  Investors"  to  any  subsequent  transferees. 

2.  The  purchaser  understands  that  the  Securities  have  not  been  and  will  not  be  registered 
or  qualified  under  the  Securities  Act  or  any  applicable  state  securities  laws  or  the  securities  laws  of  any 
other  jurisdiction,  are  being  offered  only  in  a  transaction  not  involving  any  public  offering,  and  may  be 
reoffered,  resold  or  pledged  or  otherwise  transferred  only  (A)(i)  to  a  person  whom  the  purchaser 
reasonably  believes  is  a  Qualified  Institutional  Buyer  and  is  purchasing  for  its  own  account  or  for  the 
account  of  a  Qualified  Institutional  Buyer  as  to  which  the  purchaser  exercises  sole  investment  discretion 
in  a  transaction  meeting  the  requirements  of  Rule  144A,  (ii)  to  a  non-U.S.  Person  in  an  offshore 
transaction  complying  with  Rule  903  or  Rule  904  of  Regulation  S  or  (iii)  solely  in  the  case  of  the  Income 
Notes,  to  an  Accredited  Investor  who  has  a  net  worth  of  not  less  than  U.S.$10  million,  and  who  shall  have 
satisfied,  and  shall  have  represented,  warranted,  covenanted  and  agreed  in  the  case  of  the  Class  D 
Notes  and  the  Income  Notes  (other  than  the  Regulation  S  Class  D  Notes  and  Regulation  S  Income 
Notes),  or  shall  be  deemed  to  have  satisfied,  and  shall  otherwise  be  deemed  to  have  represented, 
warranted,  covenanted  and  agreed  that  it  will  continue  to  comply  with,  all  requirements  for  transfer  of  the 
Securities  specified  in  this  offering  circular,  the  Indenture,  and,  in  the  case  of  the  Class  D  Notes  and  the 
Income  Notes  (other  than  the  Regulation  S  Class  D  Notes  and  Regulation  S  Income  Notes),  in  the 
Income  Notes  Purchase  and  Transfer  Letter  and  the  Fiscal  Agency  Agreement,  and,  in  the  case  of  the 
Regulation  S  Income  Notes,  in  the  Fiscal  Agency  Agreement,  and  all  other  requirements  for  it  to  qualify 
for  an  exemption  from  registration  under  the  Securities  Act  and  (B)  in  accordance  with  all  applicable 
securities  laws  of  the  states  of  the  United  States.  Before  any  interest  in  a  Rule  144A  Note  may  be 
offered,  sold,  pledged  or  otherwise  transferred  to  a  person  who  takes  delivery  in  the  form  of  ah  interest  in 
a  Regulation  S  Global  Note,  the  transferor  will  be  required  to  provide  the  Note  Transfer  Agent  with  a 
written  certification  (in  the  form  provided  in  the  Indenture)  as  to  compliance  with  the  transfer  restrictions 
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described  herein.  Before  any  interest  in  an  Income  Note  Certificate  or  a  Class  D  Note  that  is  a  Definitive 
Note  may  be  offered,  sold,  pledged  or  otherwise  transferred,  the  transferee  will  be  required  to  provide  the 
Issuer  and  the  Fiscal  Agent  with  a  letter  substantially  in  the  form  attached  to  this  Offering  Circular  as 
Annex  A-1  (the  "Income  Notes  Purchase  and  Transfer  Letter").  The  purchaser  understands  and  agrees 
that  any  purported  transfer  of  Securities  to  a  purchaser  that  does  not  comply  with  the  requirements  of  this 
paragraph  (2)  will,  in  the  case  of  the  Class  S  Notes,  Class  A  Notes,  Class  B  Notes,  Class  C  Notes,  the 
Regulation  S  Class  D  Notes  and  the  Regulation  S  Income  Notes,  be  null  and  void  ab  initio  and,  in  the 
case  of  the  Class  D  Notes  (other  than  the  Regulation  S  Class  D  Notes)  and  Income  Notes  (other  than  the 
Regulation  S  Income  Notes),  not  be  permitted  or  registered  by  the  Trustee  or  the  Registrar  or  the  Fiscal 
Agent  or  the  Income  Note  Registrar,  as  applicable.  The  purchaser  further  understands  that  the  Issuers 
have  the  right  to  compel  any  beneficial  owner  of  Securities  that  is  a  U.S.  Person  and  is  not  a  Qualified 
Institutional  Buyer  or,  in  the  case  of  the  Income  Notes,  an  Accredited  Investor  to  sell  its  interest  in  such 
Securities,  or  the  Issuers  may  sell  such  Securities  on  behalf  of  such  owner. 

3.  The  purchaser  of  such  Securities  also  understands  that  neither  of  the  Issuers  has  been 
registered  under  the  Investment  Company  Act.  In  the  case  of  the  Rule  144A  Notes  and  the  Income  Notes 
described  in  paragraph  (1)  above,  the  purchaser  and  each  account  for  which  the  purchaser  is  acquiring 
such  Securities  is  a  qualified  purchaser  for  the  purposes  of  Section  3(c)(7)  of  the  Investment  Company 
Act  (a  "Qualified  Purchaser").  The  purchaser  is  acquiring  Notes  in  a  principal  amount,  in  the  case  of  Rule 
144A  Notes,  of  not  less  than  U.S.$250,000,  or,  in  the  case  of  Notes  sold  in  reliance  on  Regulation  S 
("Regulation  S  Notes"),  of  not  less  than  U.S.$100,000,  or  is  purchasing  Income  Notes  in  the  aggregate 
notional  principal  amount  of  not  less  than  U.S.$1 00,000.  The  purchaser  (or  if  the  purchaser  is  acquiring 
Securities  for  any  account,  each  such  account)  is  acquiring  the  Securities  as  principal  for  its  own  account 
for  investment  and  not  for  sale  in  connection  with  any  distribution  thereof.  The  purchaser  and  each  such 
account:  (a)  was  not  formed  for  the  specific  purpose  of  investing  in  the  Securities  (except  when  each 
beneficial  owner  of  the  purchaser  and  each  such  account  is  a  Qualified  Purchaser),  (b)  to  the  extent  the 
purchaser  is  a  private  investment  company  formed  before  April  30, 1996,  the  purchaser  has  received  the 
necessary  consent  from  its  beneficial  owners,  (c)  is  not  a  pension,  profit  sharing  or  other  retirement  trust 
fund  or  plan  in  which  the  partners,  beneficiaries  or  participants,  as  applicable,  may  designate  the 
particular  investments  to  be  made  and  (d)  is  not  a  broker  dealer  that  owns  and  invests  on  a  discretionary 
basis  less  than  U.S.$25,000,000  in  securities  of  unaffiliated  issuers.  Further,  the  purchaser  agrees  with 
respect  to  itself  and  each  such  account:  (i)  that  it  shall  not  hold  such  Securities  for  the  benefit  of  any 
other  person  and  shall  be  the  sole  beneficial  owner  thereof  for  all  purposes  and  (ii)  that  it  shall  not  sell 
participation  interests  in  the  Securities  or  enter  into  any  other  arrangement  pursuant  to  which  any  other 
person  shall  be  entitled  to  a  beneficial  interest  in  the  distributions  on  the  Securities.  The  purchaser 
understands  and  agrees  that  any  purported  transfer  of  Securities  to  a  purchaser  that  does  not  comply 
with  the  requirements  of  this  paragraph  (3)  will,  in  the  case  of  the  Class  S  Notes,  Class  A  Notes,  Class  B 
Notes,  Class  C  Notes,  the  Regulation  S  Class  D  Notes  and  Regulation  S  Income  Notes,  be  null  and  void 
ab  initio  and,  in  the  case  of  the  Class  D  Notes  (other  than  the  Regulation  S  Class  D  Notes)  and  the 
Income  Notes  (other  than  the  Regulation  S  Income  Notes),  not  be  permitted  or  registered  by  the  Trustee 
or  the  Note  Registrar  or  the  Fiscal  Agent  or  the  Income  Note  Registrar,  as  applicable.  The  purchaser 
further  understands  that  the  Issuers  have  the  right  to  compel  any  beneficial  owner  of  Securities  that  is  a 
U.S.  Person  and  is  not  a  Qualified  Purchaser  to  sell  its  interest  in  such  Securities,  or  the  Issuers  may  sell 
such  Securities  on  behalf  of  such  owner. 

4.  (a)  With  respect  to  the  Class  S  Notes,  Class  A  Notes,  Class  B  Notes  and  Class  C 
Notes,  each  purchaser  will  be  deemed,  by  its  purchase,  to  have  represented  and  warranted  that  either  (i) 
the  purchaser  is  not  and  will  not  be  an  ERISA  Plan  (as  defined  herein),  a  plan  that  is  subject  to  Section 
4975  of  the  United  States  Internal  Revenue  Code  of  1986,  as  amended  (the  "Code"),  or  any  entity  whose 
underlying  assets  include  "plan  assets"  by  reason  of  any  such  plan's  investment  in  the  entity  ("Plan 
Assets")  or  (ii)  the  purchaser's  purchase  and  holding  of  a  Class  S  Note,  Class  A  Note,  Class  B  Note  or 
Class  C  Note  does  not  and  will  not  constitute  or  result  in  a  prohibited  transaction  under  Section  406  of  the 
United  States  Employee  Retirement  Income  Security  Act  of  1974,  as  amended  ("ERISA"),  or  Section 

.  4975  of  the  Code  for  which  an  exemption  is  not  available.  The  purchaser  understands  and  agrees  that 
any  purported  transfer  of  a  Note  to  a  purchaser  that  does  not  comply  with  the  requirements  of  this 
paragraph  (4)(a)  shall  be  null  and  void  ab  initio. 
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(b)  With  respect  to  each  of  the  Income  Notes  and  Class  D  Notes  (other  than  Regulation 
S  Income  Notes  and  Regulation  S  Class  D  Notes)  purchased  or  transferred  on  or  after  the  Closing  Date, 
the  purchaser  or  transferee  must  disclose  in  writing  in  advance  to  the  Trustee  or  the  Fiscal  Agent,  as 
applicable,  (i)  whether  or  not  it  is  (A)  an  "employee  benefit  plan"  (as  defined  in  Section  3(3)  of  ERISA), 
that  is  subject  to  Title  I  of  ERISA,  (B)  a  "plan"  described  in  and  subject  to  Section  4975  of  the  Code,  or  (C) 
an  entity  whose  underlying  assets  include  "plan  assets"  within  the  meaning  of  ERISA  by  reason  of  any 
such  plan's  investment  in  the  entity  (all  such  persons  and  entities  described  in  clauses  (A)  through  (C) 
being  referred  to  herein  as  "Benefit  Plan  Investors");  (ii)  if  the  purchaser  is  a  Benefit  Plan  Investor,  either 
(x)  the  purchase  and  holding  of  Income  Notes  or  Class  D  Notes  (other  than  Regulation  S  Income  Notes 
and  Regulation  S  Class  D  Notes),  as  applicable,  do  not  and  will  not  constitute  or  result  in  a  prohibited 
transaction  under  Section  406  of  ERISA  or  Section  4975  of  the  Code  for  which  an  exemption  is  not 
available  or  (y)  the  purchase  and  holding  of  Income  Notes  or  Class  D  Notes  (other  than  Regulation  S 
Income  Notes  and  Regulation  S  Class  D  Notes),  as  applicable,  is  exempt  under  an  identified  Prohibited 
Transaction  Class  Exemption  or  individual  exemption,  based  on  the  assumption  that  less  than  25%  of 
each  of  the  outstanding  Income  Notes  or  Class  D  Notes,  as  applicable,  are  owned  by  Benefit  Plan 
Investors;  and  (iii)  whether  or  not  it  is  the  Issuer  or  any  other  person  (other  than  a  Benefit  Plan  Investor) 
that  has  discretionary  authority  or  control  with  respect  to  the  assets  of  the  Issuer,  a  person  who  provides 
investment  advice  for  a  fee  (direct  or  indirect)  with  respect  to  the  assets  of  the  Issuer,  or  any  "affiliate" 
(within  the  meaning  of  29  C.F.R.  Section  251 0.3-1 01  (f)(3))  of  any  such  person  (each,  a  "Controlling 
Person").  If  a  purchaser  is  an  entity  described  in  (i)(C)  above,  or  an  insurance  company  acting  on  behalf 
of  its  general  account,  it  may  be  required  to  so  indicate,  and  to  identify  a  maximum  percentage  of  its 
assets  or  the  assets  in  its  general  account,  as  applicable,  that  may  be  or  become  plan  assets,  in  which 
case  it  will  be  required  to  make  certain  further  agreements  that  would  apply  in  the  event  that  such 
maximum  percentage  would  thereafter  be  exceeded.  The  purchaser  agrees  that,  before  any  interest  in 
an  Income  Note  or  a  Class  D  Note  (other  than  a  Regulation  S  Income  Note  or  a  Regulation  S  Class  D 
Note)  may  be  offered,  sold,  pledged  or  otherwise  transferred,  the  transferee  will  be  required  to  provide  the 
Trustee  or  Fiscal  Agent,  as  applicable,  with  an  Income  Notes  Purchase  and  Transfer  Letter  or  a  Class  D 
Notes  Purchase  and  Transfer  Letter  stating,  among  other  things,  whether  the  transferee  is  a  Benefit  Plan 
Investor.  The  purchaser  acknowledges  and  agrees  that  no  purchase  or  transfer  will  be  permitted,  and  the 
Trustee  or  Fiscal  Agent  will  not  register  any  such  transfer,  to  the  extent  that  the  purchase  or  transfer 
would  result  in  Benefit  Plan  Investors  owning  25%  or  more  of  either  of  the  outstanding  Income  Notes  or 
Class  D  Notes,  immediately  after  such  purchase  or  transfer  (determined  in  accordance  with  the  Fiscal 
Agency  Agreement).  The  foregoing  procedures  are  intended  to  enable  Income  Notes  and  Class  D  Notes 
(other  than  Regulation  S  Income  Notes  and  Regulation  S  Class  D  Notes)  to  be  purchased  by  or 
transferred  to  Benefit  Plan  Investors  at  any  time,  although  no  assurance  can  be  given  that  there  will  not 
be  circumstances  in  which  purchases  or  transfers  of  Income  Notes  or  Class  D  Notes  will  be  required  to  be 
restricted  in  order  to  comply  with  the  aforementioned  25%  limitation.  No  Benefit  Plan  Investor  or 
Controlling  Person  may  purchase  a  Regulation  S  Income  Note  or  Regulation  S  Class  D  Note.  Purchasers 
of  Regulation  S  Income  Notes  or  Regulation  S  Class  D  Note  are  deemed  to  represent  that  they  are  not 
Benefit  Plan  Investors  or  Controlling  Persons.  See  "ERISA  Considerations." 

5.  The  purchaser  is  not  purchasing  the  Securities  with  a  view  toward  the  resale,  distribution 
or  other  disposition  thereof  in  violation  of  the  Securities  Act.  The  purchaser  understands  that  an 
investment  in  the  Securities  involves  certain  risks,  including  the  risk  of  loss  of  "its  entire  investment  in  the 
Securities  under  certain  circumstances.  The  purchaser  has  had  access  to  such  financial  and  other 
information  concerning  the  Issuers  and  the  Securities  as  it  deemed  necessary  or  appropriate  in  order  to 
make  an  informed  investment  decision  with  respect  to  its  purchase  of  the  Securities,  including  an 
opportunity  to  ask  questions  of,  and  request  information  from,  the  Issuer. 

6.  In  connection  with  the  purchase  of  the  Securities:  (i)  none  of  the  Issuers,  the  Initial 
Purchaser,  the  Collateral  Manager,  the  Trustee,  the  Agents,  the  Cashflow  Swap  Counterparty  (or  any 
guarantor  thereof),  the  Issuer  Administrator  or  the  Share  Trustee  (as  defined  herein)  is  acting  as  a 
fiduciary  or  financial  or  investment  adviser  for  the  purchaser;  (ii)  the  purchaser  is  not  relying  (for  purposes 
of  making  any  investment  decision  or  otherwise)  upon  any  advice,  counsel  or  representations  (whether 
written  or  oral)  of  the  Issuers,  the  Initial  Purchaser,  the  Collateral  Manager,  the  Trustee,  the  Agents,  the 
Cashflow  Swap  Counterparty  (or  any  guarantor  thereof),  the  Issuer  Administrator  or  the  Share  Trustee 
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other  than  in  this  offering  circular  for  such  Securities  and  any  representations  expressly  set  forth  in  a 
written  agreement  with  such  party;  (iii)  none  of  the  Issuers,  the  Initial  Purchaser,  the  Collateral  Manager, 
the  Trustee,  the  Agents,  the  Cashflow  Swap  Counterparty  (or  any  guarantor  thereof),  the  Issuer 
Administrator  or  the  Share  Trustee  has  given  to  the  purchaser  (directly  or  indirectly  through  any  other 
person)  any  assurance,  guarantee  or  representation  whatsoever  as  to  the  expected  or  projected  success, 
profitability,  return,  performance,  results,  effect,  consequence  or  benefit  (including  legal,  regulatory,  tax, 
financial,  accounting  or  otherwise)  as  to  an  investment  in  the  Securities;  (iv)  the  purchaser  has  consulted 
with  its  own  legal,  regulatory,  tax,  business,  investment,  financial  and  accounting  advisors  to  the  extent  it 
has  deemed  necessary,  and  it  has  made  its  own  investment  decisions  (including  decisions  regarding  the 
suitability  of  any  transaction  pursuant  to  the  Indenture  and  Fiscal  Agency  Agreement)  based  upon  its  own 
judgment  and  upon  any  advice  from  such  advisors  as  it  has  deemed  necessary  and  not  upon  any  view 
expressed  by  Issuers,  the  Initial  Purchaser,  the  Collateral  Manager,  the  Trustee,  the  Agents,  the  Cashflow 
Swap  Counterparty  (or  any  guarantor  thereof),  the  Issuer  Administrator  or  the  Share  Trustee;  (v)  the 
purchaser,  has  evaluated  the  rates,  prices  or  amounts  and  other  terms  and  conditions  of  the  purchase  and 
sale  of  the  Securities  with  a  full  understanding  of  all  of  the  risks  thereof  (economic  and  otherwise),  and  is 
capable  of  assuming  and  willing  to  assume  (financially  and  otherwise)  those  risks;  and  (vi)  the  purchaser 
is  a  sophisticated  investor. 

7.  Pursuant  to  the  terms  of  the  Indenture,  unless  otherwise  determined  by  the  Issuers  in 
accordance  with  the  Indenture,  the  Class  S  Notes,  the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C 
Notes  and  the  Class  D  Notes  sold  to  non-U.S.  Persons  in  offshore  transactions  (the  "Regulation  S  Class 
D  Notes")  will  bear  a  legend  to  the  following  effect: 

THIS  NOTE  HAS  NOT  BEEN  AND  WILL  NOT  BE  REGISTERED  UNDER  THE  UNITED 
STATES  SECURITIES  ACT  OF  1933,  AS  AMENDED  (THE  "SECURITIES  ACT'),  AND 
THE  ISSUERS  HAVE  NOT  BEEN  REGISTERED  UNDER  THE  UNITED  STATES 
INVESTMENT  COMPANY  ACT  OF  1940,  AS  AMENDED  (THE  "INVESTMENT 
COMPANY  ACT").  THE  HOLDER  HEREOF,  BY  PURCHASING  THE  NOTES  IN 
RESPECT  OF  WHICH  THIS  NOTE  HAS  BEEN  ISSUED,  AGREES  FOR  THE  BENEFIT 
OF  THE  ISSUERS,  IN  THE  CASE  OF  THE  NOTES  OTHER  THAN  THE  CLASS  D 
NOTES,  AND  THE  ISSUER,  IN  THE  CASE  OF  THE  CLASS  D  NOTES,  THAT  THE 
NOTES  MAY  BE  OFFERED,  SOLD,  PLEDGED  OR  OTHERWISE  TRANSFERRED, 
ONLY  (A)(1)  TO  A  PERSON  WHOM  THE  SELLER  REASONABLY  BELIEVES  IS  A 
QUALIFIED  INSTITUTIONAL  BUYER  AS  DEFINED  IN  RULE  144A  UNDER  THE 
SECURITIES  ACT  THAT  IS  NOT  A  BROKER  DEALER  WHICH  OWNS  AND  INVESTS 
ON  A  DISCRETIONARY  BASIS  LESS  THAN  U.S.$25  MILLION  IN  SECURITIES  OF 
ISSUERS  THAT  ARE  NOT  AFFILIATED  PERSONS  OF  THE  INITIAL  PURCHASER 
AND  IS  NOT  A  PLAN  REFERRED  TO  IN  PARAGRAPH  (a)(1)(i)(D)  OR  (a)(1)(i)(E)  OF 
RULE  144A  OR  A  TRUST  FUND  REFERRED  TO  IN  PARAGRAPH  (a)(1)(i)(F)  OF  RULE 
144A  THAT  HOLDS  THE  ASSETS  OF  SUCH  A  PLAN,  IF  INVESTMENT  DECISIONS 
WITH  RESPECT  TO  THE  PLAN  ARE  MADE  BY  THE  BENEFICIARIES  OF  THE  PLAN, 
PURCHASING  FOR  ITS  OWN  ACCOUNT  OR  FOR  THE  ACCOUNT  OF  A  QUALIFIED 
INSTITUTIONAL  BUYER,  IN  A  TRANSACTION  MEETING  THE  REQUIREMENTS  OF 
RULE  144A  UNDER  THE  SECURITIES  ACT  OR  (2)  TO  A  NON  U.S.  PERSON  IN  AN 
OFFSHORE  TRANSACTION  COMPLYING  WITH  RULE  903  OR  RULE  904  OF 
REGULATION  S  UNDER  THE  SECURITIES  ACT  AND,  IN  THE  CASE  OF  CLAUSE  (1), 
IN  A  PRINCIPAL  AMOUNT  OF  NOT  LESS  THAN  U.S.$250,000  OR  IN  THE  CASE  OF 
CLAUSE  (2),  IN  A  PRINCIPAL  AMOUNT  OF  NOT  LESS  THAN  U.S.$100,000,  FOR  THE 
PURCHASER  AND  FOR  EACH  ACCOUNT  FOR  WHICH  IT  IS  ACTING,  TO  A 
PURCHASER  THAT,  OTHER  THAN  IN  THE  CASE  OF  CLAUSE  (2),  (V)  IS  A 
QUALIFIED  PURCHASER  FOR  PURPOSES  OF  SECTION  3(c)(7)  OF  THE 
INVESTMENT  COMPANY  ACT,  (W)  WAS  NOT  FORMED  FOR  THE  PURPOSE  OF 
INVESTING  IN  THE  ISSUER  (EXCEPT  WHEN  EACH  BENEFICIAL  OWNER  OF  THE 

-    PURCHASER  IS  A  QUALIFIED  PURCHASER),  (X)  HAS  RECEIVED  THE  NECESSARY 

CONSENT  FROM  ITS  BENEFICIAL  OWNERS  WHEN  THE  PURCHASER  IS  A 
PRIVATE  INVESTMENT  COMPANY  FORMED  BEFORE  APRIL  30,  1996,  (Y)  IS  NOT  A 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-02 1825380 


Footnote  Exhibits  -  Page  5470 


BROKER  DEALER  THAT  OWNS  AND  INVESTS  ON  A  DISCRETIONARY  BASIS  LESS 
THAN  U.S.$25,000,000  IN  SECURITIES  OF  UNAFFILIATED  ISSUERS  AND  (Z)  IS  NOT 
A  PENSION,  PROFIT  SHARING  OR  OTHER  RETIREMENT  TRUST  FUND  OR  PLAN  IN 
WHICH  THE  PARTNERS,  BENEFICIARIES  OR  PARTICIPANTS,  AS  APPLICABLE, 
MAY  DESIGNATE  THE  PARTICULAR  INVESTMENTS  TO  BE  MADE,  AND  IN  A 
TRANSACTION  THAT  MAY  BE  EFFECTED  WITHOUT  LOSS  OF  ANY  APPLICABLE 
INVESTMENT  COMPANY  ACT  EXEMPTION  AND  (B)  IN  ACCORDANCE  WITH  ALL 
APPLICABLE  SECURITIES  LAWS  OF  THE  STATES  OF  THE  UNITED  STATES.  EACH 
HOLDER  HEREOF  SHALL  BE  DEEMED  TO  MAKE  THE  REPRESENTATIONS  AND 
AGREEMENTS  SET  FORTH  IN  THE  INDENTURE  (AS  DEFINED  HEREIN).  ANY 
TRANSFER  IN  VIOLATION  OF  THE  FOREGOING  WILL  BE  OF  NO  FORCE  AND 
EFFECT,  WILL  BE  NULL  AND  VOID  AB  INITIO  AND  WILL  NOT  OPERATE  TO 
TRANSFER  ANY  RIGHTS  TO  THE  TRANSFEREE,  NOTWITHSTANDING  ANY 
INSTRUCTIONS  TO  THE  CONTRARY  TO  THE  ISSUERS,  THE  NOTE  TRANSFER 
AGENT  OR  ANY  INTERMEDIARY.  EACH  TRANSFEROR  OF  THIS  NOTE  WILL 
PROVIDE  NOTICE  OF  THE  TRANSFER  RESTRICTIONS  SET  FORTH  HEREIN  AND  IN 
THE  INDENTURE  TO  ITS  TRANSFEREE.  IN  ADDITION  TO  THE  FOREGOING,  THE 
ISSUERS  HAVE  THE  RIGHT,  UNDER  THE  INDENTURE  (AS  DEFINED  HEREIN),  TO 
COMPEL  ANY  BENEFICIAL  OWNER  OF  AN  INTEREST  IN  A  RULE  144A  GLOBAL 
NOTE  (AS  DEFINED  IN  THE  INDENTURE)  THAT  IS  A  U.S.  PERSON  AND  IS  NOT 
BOTH  A  QUALIFIED  PURCHASER  AND  A  QUALIFIED  INSTITUTIONAL  BUYER  TO 
SELL  ITS  INTEREST  IN  THE  NOTES,  OR  MAY  SELL  SUCH  INTERESTS  ON  BEHALF 
OF  SUCH  OWNER. 

THE  PURCHASER  OR  TRANSFEREE  OF  A  CLASS  D  NOTE  IS  DEEMED 
REPRESENT  (i)  THAT  IT  IS  NOT  (A)  AN  "EMPLOYEE  BENEFIT  PLAN"  (AS  DEFINED 
IN  SECTION  3(3)  OF  ERISA)  THAT  IS  SUBJECT  TO  THE  PROVISIONS  OF  TITLE  I  OF 
ERISA.  (B)  A  "PLAN"  DESCRIBED  IN  AND  SUBJECT  TO  SECTION  4975  OF  THE 
CODE,  OR  (C)  AN  ENTITY  WHOSE  ASSETS  INCLUDE  "PLAN  ASSETS"  WITHIN  THE 
MEANING  OF  ERISA  BY  REASON  OF  ANY  SUCH  PLAN'S  INVESTMENT  IN  THE 
ENTITY  (ALL  SUCH  PERSONS  AND  ENTITIES  DESCRIBED  IN  CLAUSES  (A) 
THROUGH  (C)  BEING  REFERRED  TO  HEREIN  AS  "BENEFIT  PLAN  INVESTORS"); 
AND  (ii)  THAT  IT  IS  NOT  THE  COLLATERAL  MANAGER  OR  ANY  OTHER  PERSON 
(OTHER  THAN  A  BENEFIT  PLAN  INVESTOR)  WHO  HAS  DISCRETIONARY 
AUTHORITY  OR  CONTROL  WITH  RESPECT  TO  THE  ASSETS  OF  THE  ISSUER  OR  A 
PERSON  WHO  PROVIDES  INVESTMENT  ADVICE  FOR  A  FEE  (DIRECT  OR 
INDIRECT)  WITH  RESPECT  TO  THE  ASSETS  OF  THE  ISSUER.  OR  ANY  "AFFILIATE" 
(WITHIN  THE  MEANING  OF  29  C.F.R.  SECTION  251 0.3-1 01  (f)(3))  OF  ANY  SUCH 
PERSON.  NO  PURCHASE  OR  TRANSFER  OF  CLASS  D  NOTES  WILL  BE 
PERMITTED  OR  REGISTERED  TO  THE  EXTENT  THAT  THE  PURCHASE  OR 
TRANSFER  WOULD  RESULT  IN  BENEFIT  PLAN  INVESTORS  OWNING  25%  OR 
MORE  OF  THE  OUTSTANDING  CLASS  D  NOTES  (OTHER  THAN  THE  CLASS  D 
NOTES  OWNED  BY  THE  COLLATERAL  MANAGER,  THE  TRUSTEE  AND  THEIR 
AFFILIATES)  IMMEDIATELY  AFTER  SUCH  PURCHASE  OR  TRANSFER 
(DETERMINED  IN  ACCORDANCE  WITH  SECTION  3(42)  OF  ERISA,  29  C.F.R. 
SECTION  251 0.3-1 01  AND  THE  INDENTURE). 

ANY  TRANSFER,  PLEDGE  OR  OTHER  USE  OF  THIS  NOTE  FOR  VALUE  OR 
OTHERWISE  BY  OR  TO  ANY  PERSON  IS  WRONGFUL  SINCE  THE  REGISTERED 
OWNER  HEREOF,  CEDE  &  CO..  HAS  AN  INTEREST  HEREIN,  UNLESS  THIS  NOTE  IS 
PRESENTED  BY  AN  AUTHORIZED  REPRESENTATIVE  OF  THE  DEPOSITORY 
TRUST  COMPANY  ("DTC"),  NEW  YORK,  NEW  YORK,  TO  THE  ISSUERS  OR  THEIR 
AGENT  FOR  REGISTRATION  OF  TRANSFER,  EXCHANGE  OR  PAYMENT  AND  ANY 
NOTE  ISSUED  IS  REGISTERED  IN  THE  NAME  OF  CEDE  &  CO.  OR  OF  SUCH  OTHER 
ENTITY  AS  IS  REQUESTED  BY  AN  AUTHORIZED  REPRESENTATIVE  OF  DTC  (AND 
ANY  PAYMENT  HEREON  IS  MADE  TO  CEDE  &  CO.). 
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TRANSFERS  OF  THIS  NOTE  SHALL  BE  LIMITED  TO  TRANSFERS  IN  WHOLE,  BUT 
NOT  IN  PART,  TO  NOMINEES  OF  DTC  OR  TO  A  SUCCESSOR  THEREOF  OR  SUCH 
SUCCESSOR'S  NOMINEE  AND  TRANSFERS  OF  PORTIONS  OF  THIS  NOTE  SHALL 
BE  LIMITED  TO  TRANSFERS  MADE  IN  ACCORDANCE  WITH  THE  RESTRICTIONS 
SET  FORTH  IN  THE  INDENTURE. 

PRINCIPAL  OF  THIS  NOTE  IS  PAYABLE  AS  SET  FORTH  HEREIN.  ACCORDINGLY, 
THE  OUTSTANDING  PRINCIPAL  OF  THIS  NOTE  AT  ANY  TIME  MAY  BE  LESS  THAN 
THE  AMOUNT  SHOWN  ON  THE  FACE  HEREOF.  ANY  PERSON  ACQUIRING  THIS 
NOTE  MAY  ASCERTAIN  ITS  CURRENT  PRINCIPAL  AMOUNT  BY  INQUIRY  OF  THE 
NOTE  PAYING  AGENT. 

[CLASS  C  NOTES  AND  CLASS  D  NOTES  ONLY]  THE  FOLLOWING  INFORMATION  IS 
PROVIDED  PURSUANT  TO  UNITED  STATES  TREASURY  REGULATION  SECTION 
1.1275-3(b).  THIS  NOTE  HAS  BEEN  ISSUED  WITH  ORIGINAL  ISSUE  DISCOUNT  FOR 
UNITED  STATES  FEDERAL  INCOME  TAX  PURPOSES.  THE  HOLDER  OF  THIS  NOTE 
MAY  OBTAIN  THE  INFORMATION  DESCRIBED  IN  UNITED  STATES  TREASURY 
REGULATION  SECTION  1.  1275-3(b)(1)(i)  FROM  THE  ADMINISTRATOR,  AT  THE 
FOLLOWING  ADDRESS:  P.O.  BOX  1093  GT,  GRAND  CAYMAN,  CAYMAN  ISLANDS. 


8.  Pursuant  to  the  terms  of  the  Indenture,  unless  otherwise  determined  by  the  Issuer  in 
accordance  with  the  Indenture,  the  Class  D  Notes  (other  than  the  Regulation  S  Class  D  Notes)  will  bear  a 
legend  to  the  following  effect: 

THIS  NOTE  HAS  NOT  BEEN  AND  WILL  NOT  BE  REGISTERED  UNDER  THE  UNITED 
STATES  SECURITIES  ACT  OF  1933,  AS  AMENDED  (THE  "SECURITIES  ACT1),  AND 
THE  ISSUERS  HAVE  NOT  BEEN  REGISTERED  UNDER  THE  UNITED  STATES 
INVESTMENT  COMPANY  ACT  OF  1940,  AS  AMENDED  (THE  "INVESTMENT 
COMPANY  ACT).  THE  HOLDER  HEREOF,  BY  PURCHASING  THE  NOTES  IN 
RESPECT  OF  WHICH  THIS  NOTE  HAS  BEEN  ISSUED,  AGREES  FOR  THE  BENEFIT 
OF  THE  ISSUER  THAT  THE  NOTES  MAY  BE  OFFERED,  SOLD,  PLEDGED  OR 
OTHERWISE  TRANSFERRED,  ONLY  (A)(1)  TO  A  PERSON  WHOM  THE  SELLER 
REASONABLY  BELIEVES  IS  A  QUALIFIED  INSTITUTIONAL  BUYER  AS  DEFINED  IN 
RULE  144A  UNDER  THE  SECURITIES  ACT  THAT  IS  NOT  A  BROKER  DEALER 
WHICH  OWNS  AND  INVESTS  ON  A  DISCRETIONARY  BASIS  LESS  THAN  U.S.$25 
MILLION  IN  SECURITIES  OF  ISSUERS  THAT  ARE  NOT  AFFILIATED  PERSONS  OF 
THE  INITIAL  PURCHASER  AND  IS  NOT  A  PLAN  REFERRED  TO  IN  PARAGRAPH 
(a)(1)(i)(D)  OR  (a)(1)(i)(E)  OF  RULE  144A  OR  A  TRUST  FUND  REFERRED  TO  IN 
PARAGRAPH  (a)(1)(i)(F)  OF  RULE  144A  THAT  HOLDS  THE  ASSETS  OF  SUCH  A 
PLAN,  IF  INVESTMENT  DECISIONS  WITH  RESPECT  TO  THE  PLAN  ARE  MADE  BY 
THE  BENEFICIARIES  OF  THE  PLAN,  PURCHASING  FOR  ITS  OWN  ACCOUNT  OR 
FOR  THE  ACCOUNT  OF  A  QUALIFIED  INSTITUTIONAL  BUYER,  IN  A  TRANSACTION 
MEETING  THE  REQUIREMENTS  OF  RULE  144A  UNDER  THE  SECURITIES  ACT  OR 
(2)  TO  A  NON  U.S.  PERSON  IN  AN  OFFSHORE  TRANSACTION  COMPLYING  WITH 
RULE  903  OR  RULE  904  OF  REGULATION  S  UNDER  THE  SECURITIES  ACT  AND,  IN 
THE  CASE  OF  CLAUSE  (1),  IN  A  PRINCIPAL  AMOUNT  OF  NOT  LESS  THAN 
U.S.$250,000  OR  IN  THE  CASE  OF  CLAUSE  (2),  IN  A  PRINCIPAL  AMOUNT  OF  NOT 
LESS  THAN  U.S.$100,000,  FOR  THE  PURCHASER  AND  FOR  EACH  ACCOUNT  FOR 
WHICH  IT  IS  ACTING,  TO  A  PURCHASER  THAT,  OTHER  THAN  IN  THE  CASE  OF 
CLAUSE  (2),  (V)  IS  A  QUALIFIED  PURCHASER  FOR  PURPOSES  OF  SECTION  3(c)(7) 
OF  THE  INVESTMENT  COMPANY  ACT,  (W)  WAS  NOT  FORMED  FOR  THE  PURPOSE 
OF  INVESTING  IN  THE  ISSUER  (EXCEPT  WHEN  EACH  BENEFICIAL  OWNER  OF 
THE  PURCHASER  IS  A  QUALIFIED  PURCHASER),  (X)- HAS  RECEIVED  THE 
NECESSARY  CONSENT  FROM  ITS  BENEFICIAL  OWNERS  WHEN  THE  PURCHASER 
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IS  A  PRIVATE  INVESTMENT  COMPANY  FORMED  BEFORE  APRIL  30,  1996,  (Y)  IS 
NOT  A  BROKER  DEALER  THAT  OWNS  AND  INVESTS  ON  A  DISCRETIONARY  BASIS 
LESS  THAN  U.S.$25,000,000  IN  SECURITIES  OF  UNAFFILIATED  ISSUERS  AND  (Z) 
IS  NOT  A  PENSION,  PROFIT  SHARING  OR  OTHER  RETIREMENT  TRUST  FUND  OR 
PLAN  IN  WHICH  THE  PARTNERS,  BENEFICIARIES  OR  PARTICIPANTS,  AS 
APPLICABLE,  MAY  DESIGNATE  THE  PARTICULAR  INVESTMENTS  TO  BE  MADE, 
AND  IN  A  TRANSACTION  THAT  MAY  BE  EFFECTED  WITHOUT  LOSS  OF  ANY 
APPLICABLE  INVESTMENT  COMPANY  ACT  EXEMPTION  AND  (B)  IN  ACCORDANCE 
WITH  ALL  APPLICABLE  SECURITIES  LAWS  OF  THE  STATES  OF  THE  UNITED 
STATES.  ANY  PURPORTED  TRANSFER  IN  VIOLATION  OF  THE  FOREGOING  WILL 
NOT  BE  PERMITTED  OR  REGISTERED  BY  THE  NOTE  TRANSFER  AGENT.  EACH 
TRANSFEROR  OF  THIS  NOTE  WILL  PROVIDE  NOTICE  OF  THE  TRANSFER 
RESTRICTIONS  SET  FORTH  HEREIN  AND  IN  THE  INDENTURE  TO  ITS 
TRANSFEREE. 

IF  THE  TRANSFER  OF  CLASS  D  NOTES  IS  TO  BE  MADE  PURSUANT  TO  CLAUSE 
(A)(1)  OF  THE  PRECEDING  PARAGRAPH,  THE  TRANSFEREE  OF  THE  CLASS  D 
NOTES  WILL  BE  REQUIRED  TO  EXECUTE  AND  DELIVER  TO  THE  ISSUER  AND  THE 
NOTE  TRANSFER  AGENT  A  CLASS  D  NOTES  PURCHASE  AND  TRANSFER 
LETTER,  SUBSTANTIALLY  IN  THE  FORM  ATTACHED  TO  THE  INDENTURE, 
STATING  THAT  AMONG  OTHER  THINGS,  THE  TRANSFEREE  IS  (1)  A  QUALIFIED 
INSTITUTIONAL  BUYER  AS  DEFINED  IN  RULE  144A  UNDER  THE  SECURITIES  ACT 
PURCHASING  FOR  ITS  OWN  ACCOUNT  OR  FOR  THE  ACCOUNT  OF  A  QUALIFIED 
INSTITUTIONAL  BUYER  AND  (2)  A  QUALIFIED  PURCHASER  FOR  THE  PURPOSES 
OF  THE  INVESTMENT  COMPANY  ACT. 

THE  PURCHASER  OR  TRANSFEREE  OF  THIS  NOTE  MUST  DISCLOSE  IN  WRITING 
IN  ADVANCE  TO  THE  TRUSTEE  0)  WHETHER  OR  NOT  IT  IS  (A)  AN  "EMPLOYEE 
BENEFIT  PLAN"  (AS  DEFINED  IN  SECTION  3(3)  OF  THE  UNITED  STATES 
EMPLOYEE  RETIREMENT  INCOME  SECURITY  ACT  OF  1974,  AS  AMENDED 
("ERISA")),  THAT  IS  SUBJECT  TO  THE  PROVISIONS  OF  TITLE  I  OF  ERISA,  (B)  A 
"PLAN"  DESCRIBED  IN  AND  SUBJECT  TO  SECTION  4975  OF  THE  UNITED  STATES 
INTERNAL  REVENUE  CODE  OF  1986,  AS  AMENDED  (THE  "CODE"),  OR  (C)  AN 
ENTITY  WHOSE  ASSETS  INCLUDE  "PLAN  ASSETS"  WITHIN  THE  MEANING  OF 
ERISA  BY  REASON  OF  ANY  SUCH  PLAN'S  INVESTMENT  IN  THE  ENTITY  (ALL 
SUCH  PERSONS  AND  ENTITIES  DESCRIBED  IN  CLAUSES  (A)  THROUGH  (C)  BEING 
REFERRED  TO  HEREIN  AS  "BENEFIT  PLAN  INVESTORS");  (ii)  IF  THE  PURCHASER 
OR  TRANSFEREE  IS  A  BENEFIT  PLAN  INVESTOR,  THAT  THE  PURCHASE  AND 
HOLDING  OR  TRANSFER  AND  HOLDING  OF  CLASS  D  NOTES  DO  NOT  AND  WILL 
NOT  CONSTITUTE  OR  RESULT  IN  A  PROHIBITED  TRANSACTION  UNDER  SECTION 
406  OF  ERISA  OR  SECTION  4975  OF  THE  CODE  FOR  WHICH  AN  EXEMPTION  IS 
NOT  AVAILABLE;  AND  (Hi)  WHETHER  OR  NOT  IT  IS  THE  COLLATERAL  MANAGER 
OR  ANY  OTHER  PERSON  (OTHER  THAN  A  BENEFIT  PLAN  INVESTOR)  WHO  HAS 
DISCRETIONARY  AUTHORITY  OR  CONTROL  WITH  RESPECT  TO  THE  ASSETS  OF 
THE  ISSUER  OR  A  PERSON  WHO  PROVIDES  INVESTMENT  ADVICE  FOR  A  FEE 
(DIRECT  OR  INDIRECT)  WITH  RESPECT  TO  THE  ASSETS  OF  THE  ISSUER,  OR  ANY 
"AFFILIATE"  (WITHIN  THE  MEANING  OF  29  C.F.R.  SECTION  251 0.3-101  (f)(3))  OF 
ANY  SUCH  PERSON.  IF  A  PURCHASER  IS  AN  ENTITY  AS  DESCRIBED  IN  (i)(C) 
ABOVE,  OR  AN  INSURANCE  COMPANY  ACTING  ON  BEHALF  OF  ITS  GENERAL 
ACCOUNT,  IT  WILL  BE  PERMITTED  TO  SO  INDICATE,  AND  REQUIRED  TO 
IDENTIFY  A  MAXIMUM  PERCENTAGE  OF  ITS  ASSETS  OR  THE  ASSETS  IN  ITS 
GENERAL  ACCOUNT.  AS  APPLICABLE,  THAT  MAY  BE  OR  BECOME  PLAN  ASSETS, 
IN  WHICH  CASE  IT  WILL  BE  REQUIRED  TO  MAKE  CERTAIN  FURTHER 
AGREEMENTS  THAT  WOULD  APPLY-  IN=  THE  EVENT  THAT  SUCH  MAXIMUM 
PERCENTAGE  WOULD  THEREAFTER  BE  EXCEEDED.  THE  PURCHASER  AGREES 
THAT,  BEFORE  ANY  INTEREST  IN  A  CLASS  D  NOTE  MAY  BE  OFFERED,  SOLD, 
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PLEDGED  OR  OTHERWISE  TRANSFERRED,  THE  TRANSFEREE  WILL  BE 
REQUIRED  TO  PROVIDE  THE  NOTE  TRANSFER  AGENT  WITH  A  CLASS  D  NOTES 
PURCHASE  AND  TRANSFER  LETTER  (SUBSTANTIALLY  IN  THE  FORM  ATTACHED 
TO  THE  INDENTURE)  STATING,  AMONG  OTHER  THINGS,  WHETHER  THE 
TRANSFEREE  IS  A  BENEFIT  PLAN  INVESTOR.  NO  PURCHASE  OR  TRANSFER  OF 
CLASS  D  NOTES  WILL  BE  PERMITTED  OR  REGISTERED  TO  THE  EXTENT  THAT 
THE  PURCHASE  OR  TRANSFER  WOULD  RESULT  IN  BENEFIT  PLAN  INVESTORS 
OWNING  25%  OR  MORE  OF  THE  OUTSTANDING  CLASS  D  NOTES  (OTHER  THAN 
THE  CLASS  D  NOTES  OWNED  BY  THE  COLLATERAL  MANAGER,  THE  TRUSTEE 
AND  THEIR  AFFILIATES)  IMMEDIATELY  AFTER  SUCH  PURCHASE  OR  TRANSFER 
(DETERMINED  IN  ACCORDANCE  WITH  SECTION  3(42)  OF  ERISA,  29  C.F.R. 
SECTION  2510.3-101  AND  THE  INDENTURE). 

TRANSFERS  OF  THIS  NOTE  SHALL  BE  LIMITED  TO  TRANSFERS  MADE  IN 
ACCORDANCE  WITH  THE  RESTRICTIONS  SET  FORTH  IN  THE  INDENTURE. 

PRINCIPAL  OF  THIS  NOTE  IS  PAYABLE  AS  SET  FORTH  HEREIN.  ACCORDINGLY, 
THE  OUTSTANDING  PRINCIPAL  OF  THIS  NOTE  AT  ANY  TIME  MAY  BE  LESS  THAN 
THE  AMOUNT  SHOWN  ON  THE  FACE  HEREOF.  ANY  PERSON  ACQUIRING  THIS 
NOTE  MAY  ASCERTAIN  ITS  CURRENT  PRINCIPAL  AMOUNT  BY  INQUIRY  OF  THE 
NOTE  PAYING  AGENT. 

THE  FOLLOWING  INFORMATION  IS  PROVIDED  PURSUANT  TO  UNITED  STATES 
TREASURY  REGULATION  SECTION  1.1275-3(b).  THIS  NOTE  HAS  BEEN  ISSUED 
WITH  ORIGINAL  ISSUE  DISCOUNT  FOR  UNITED  STATES  FEDERAL  INCOME  TAX 
PURPOSES.  THE  HOLDER  OF  THIS  NOTE  MAY  OBTAIN  THE  INFORMATION 
DESCRIBED  IN  UNITED  STATES  TREASURY  REGULATION  SECTION  1.  1275- 
3(b)(1)(i)  FROM  THE  ADMINISTRATOR,  AT  THE  FOLLOWING  ADDRESS:  P.O.  BOX 
1093  GT,  GRAND  CAYMAN,  CAYMAN  ISLANDS. 

9.  The  purchaser  acknowledges  that  it  is  its  intent  and  that  it  understands  it  is  the  intent  of 
the  Issuer  that,  for  purposes  of  U.S.  federal  income,  state  and  local  income  and  franchise  tax  and  any 
other  income  taxes,  the  Issuer  will  be  treated  as  a  non-U.S.  corporation;  the  Notes  will  be  treated  as 
indebtedness  of  the  Issuer;  and  the  Income  Notes  will  be  treated. as  equity  in  the  Issuer.  The  purchaser 
agrees  to  such  treatment  and  agrees  to  take  no  action  inconsistent  with  such  treatment. 

10.  If  the  purchaser  or  beneficial  owner  is  a  Non-U.S.  Holder,  such  purchaser  or  beneficial 
owner  represents  that  (x)  either  (i)  its  purchase  of  the  Note  is  not,  directly  or  indirectly,  an  extension  of 
credit  made  by  a  bank  pursuant  to  a  loan  agreement  entered  into  in  the  ordinary  course  of  its  trade  or 
business,  (ii)  it  is  a  person  that  is  eligible  for  benefits  under  an  income  tax  treaty  with  the  United  States 
that  eliminates  United  States  federal  income  taxation  of  United  States  source  interest  not  attributable  to  a 
permanent  establishment  in  the  United  States  or  (iii)  all  income  from  the  Note  is  effectively  connected  with 
a  trade  or  business  within  the  United  States  (as  such  terms  are  used  in  Section  882(a)(1)  of  the  Code) 
conducted  by  such  Holder  and  (y)  it  is  not  purchasing  the  Note  in  order  to  reduce  its  United  States  federal 
income  tax  liability  or  pursuant  to  a  tax  avoidance  plan. 

1 1 .  The  purchaser  agrees  not  to  treat  the  Issuer  as  being  engaged  in  the  active  conduct  of  a 
banking,  financing,  insurance,  or  other  similar  business  for  purposes  of  Section  954(h)(2)  of  the  Code. 

12.  The  purchaser  agrees  to  timely  furnish  the  Issuer  or  its  agents  any  U.S.  federal  income 
tax  form  or  certification  (such  as  IRS  Form  W-8BEN  (Certification  of  Foreign  Status),  Form  W-8IMY 
(Certification  of  Foreign  Intermediary  Status),  Form  W-9  (Request  for  Taxpayer  Identification  Number  and 
Certification)  or  Form  W-8ECI  (Certification  of  Foreign  Person's  Claim  for  Exemption  from  Withholding  on 
Income  Effectively  Connected  with  Conduct  of  a  U.S.  Trade  or  Business)  or  any  successors  to  such  IRS 
forms)  that  the  Issuer  or  its  agents  may  reasonably  request  and  to  update  or  replace  such  form  or 
certification  in  accordance  with  its  terms  or  its  subsequent  amendments. 
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1 3.  The  purchaser  agrees  to  timely  furnish  the  issuer,  upon  request,  with  such  information  as 
may  reasonably  be  requested  by  the  Issuer  (including  but  not  limited  to  information  relating  to  the 
beneficial  owner  of  the  Note)  in  connection  with  the  Issuer's  fulfillment  of  its  tax  reporting,  notification, 
withholding  and  similar  obligations  arising  under  the  Code  (as  amended  from  time  to  time)  or  the 
Transaction  Documents. 

14.  The  purchaser  understands  that  the  Issuers,  the  Trustee,  the  Initial  Purchaser  and  the 
Collateral  Manager  and  their  counsel  will  rely  upon  the  accuracy  and  truth  of  the  foregoing 
representations,  and  the  purchaser  hereby  consents  to  such  reliance. 

15.  Pursuant  to  the  terms  of  the  Fiscal  Agency  Agreement,  unless  otherwise  determined  by 
the  Issuer  in  accordance  with  the  Fiscal  Agency  Agreement,  the  Income  Notes  (other  than  the  Regulation 
S  Income  Notes)  will  bear  a  legend  to  the  following  effect: 

THE  INCOME  NOTES  ARE  CONSTITUTED  BY  THE  DEED  OF  COVENANT 
EXECUTED  BY  THE  ISSUER  ON  OR  ABOUT  MARCH  27,  2007  AND  ARE  SUBJECT 
TO  THE  TERMS  AND  CONDITIONS  THEREOF  AND  CERTAIN  CONDITIONS  OF  THE 
FISCAL  AGENCY  AGREEMENT,  DATED  ON  OR  ABOUT  MARCH  27,  2007  (THE 
"FISCAL  AGENCY  AGREEMENT")  BY  AND  AMONG  THE  ISSUER  AND  THE  BANK  OF 
NEW  YORK,  LONDON  BRANCH,  AS  FISCAL  AGENT  AND  TRANSFER  AGENT. 
COPIES  OF  THE  DEED  OF  COVENANT,  THE  TERMS  AND  CONDITIONS  OF  THE 
INCOME  NOTES  AND  THE  FISCAL  AGENCY  AGREEMENT  MAY  BE  OBTAINED 
FROM  THE  FISCAL  AGENT. 

THE  INCOME  NOTES  HAVE  NOT  BEEN  AND  WILL  NOT  BE  REGISTERED  UNDER 
THE  UNITED  STATES  SECURITIES  ACT  OF  1933,  AS  AMENDED  (THE  "SECURITIES 
ACT'),  AND  THE  ISSUER  HAS  NOT  BEEN  REGISTERED  UNDER  THE  UNITED 
STATES  INVESTMENT  COMPANY  ACT  OF  1940,  AS  AMENDED  (THE  "INVESTMENT 
COMPANY  ACT1).  THE  HOLDER  HEREOF,  BY  PURCHASING  THE  INCOME  NOTES 
REPRESENTED  HEREBY,  AGREES  FOR  THE  BENEFIT  OF  THE  ISSUER  THAT 
SUCH  INCOME  NOTES  MAY  BE  OFFERED,  SOLD,  PLEDGED  OR  OTHERWISE 
TRANSFERRED,  ONLY  (A)(1)  TO  A  PERSON  WHOM  THE  SELLER  REASONABLY 
BELIEVES  IS  A  QUALIFIED  INSTITUTIONAL  BUYER  AS  DEFINED  IN  RULE  144A 
UNDER  THE  SECURITIES  ACT  AND  IS  PURCHASING  FOR  ITS  OWN  ACCOUNT  OR 
FOR  THE  ACCOUNT  OF  A  QUALIFIED  INSTITUTIONAL  BUYER,  IN  A  TRANSACTION 
MEETING  THE  REQUIREMENTS  OF  RULE  144A  UNDER  THE  SECURITIES  ACT,  (2) 
TO  AN  ACCREDITED  INVESTOR  (AS  DEFINED  IN  RULE  501(a)  UNDER  THE 
SECURITIES  ACT)  WHO  HAS  A  NET  WORTH  OF  NOT  LESS  THAN  U.S.$10  MILLION) 
IN  A  TRANSACTION  EXEMPT  FROM  REGISTRATION  UNDER  THE  SECURITIES 
ACT,  OR  (3)  TO  A  NON-U.S.  PERSON  IN  AN  OFFSHORE  TRANSACTION 
COMPLYING  WITH  RULE  903  OR  RULE  904  OF  REGULATION  S  UNDER  THE 
SECURITIES  ACT,  AND  IN  EACH  CASE  IN  A  MINIMUM  DENOMINATION  OF 
U.S.$100,000.  FURTHERMORE  THE  PURCHASER  AND  EACH  ACCOUNT  FOR 
WHICH  IT  IS  ACTING  AS  A  PURCHASER,  OTHER  THAN  IN  THE  CASE  OF  CLAUSE 
(A)(3)  ABOVE,  REPRESENTS  FOR  THE  BENEFIT  OF  THE  ISSUER  THAT  IT  (V)  IS  A 
QUALIFIED  PURCHASER  FOR  THE  PURPOSES  OF  SECTION  3(c)(7)  OF  THE 
INVESTMENT  COMPANY  ACT,  (W)  WAS  NOT  FORMED  FOR  THE  PURPOSE  OF 
INVESTING  IN  THE  ISSUER  (EXCEPT  WHEN  EACH  BENEFICIAL  OWNER  OF  THE 
PURCHASER  IS  A  QUALIFIED  PURCHASER),  (X)  HAS  RECEIVED  THE  NECESSARY 
CONSENT  FROM  ITS  BENEFICIAL  OWNERS  WHEN  THE  PURCHASER  IS  A 
PRIVATE  INVESTMENT  COMPANY  FORMED  BEFORE  APRIL  30,  1996,  (Y)  IS  NOT  A 
BROKER-DEALER  THAT  OWNS  AND  INVESTS  ON  A  DISCRETIONARY  BASIS  LESS 
THAN  U.S.$25,000,000  IN  SECURITIES  OF  UNAFFILIATED  ISSUERS  AND  (Z)  IS  NOT 
A  PENSION,  PROFIT  SHARING  OR  OTHERRETIREMENT  TRUST  FUND  OR  PLAN  IN 
WHICH  THE  PARTNERS,  BENEFICIARIES  OR  PARTICIPANTS,  AS  APPLICABLE, 
MAY  DESIGNATE  THE  PARTICULAR  INVESTMENTS  TO  BE  MADE,  AND  IN  A 


15 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-021 825385 


Footnote  Exhibits  -  Page  5475 


TRANSACTION  THAT  MAY  BE  EFFECTED  WITHOUT  LOSS  OF  ANY  APPLICABLE 
INVESTMENT  COMPANY  ACT  EXEMPTION  AND  (B)  IN  ACCORDANCE  WITH  ALL 
APPLICABLE  SECURITIES  LAWS  OF  THE  STATES  OF  THE  UNITED  STATES.  ANY 
PURPORTED  TRANSFER  IN  VIOLATION  OF  THE  FOREGOING  WILL  NOT  BE 
PERMITTED  OR  REGISTERED  BY  THE  FISCAL  AGENT  OR  THE  INCOME  NOTE 
REGISTRAR.  EACH  TRANSFEROR  OF  THE  INCOME  NOTES  WILL  PROVIDE 
NOTICE  OF  THE  TRANSFER  RESTRICTIONS  SET  FORTH  HEREIN  AND  IN  THE 
FISCAL  AGENCY  AGREEMENT  TO  ITS  TRANSFEREE. 

IF  THE  TRANSFER  OF  INCOME  NOTES  IS  TO  BE  MADE  PURSUANT  TO  CLAUSE 
(A)(1)  OR  (A)(2)  OF  THE  PRECEDING  PARAGRAPH,  THE  TRANSFEREE  OF  THE 
INCOME  NOTES  WILL  BE  REQUIRED  TO  EXECUTE  AND  DELIVER  TO  THE  ISSUER 
AND  THE  FISCAL  AGENT.  AN  INCOME  NOTES  PURCHASE  AND  TRANSFER 
LETTER,  SUBSTANTIALLY  IN  THE  FORM  ATTACHED  TO  THE  FISCAL  AGENCY 
AGREEMENT,  STATING  THAT  AMONG  OTHER  THINGS,  THE  TRANSFEREE  IS  (X)  A 
QUALIFIED  INSTITUTIONAL  BUYER  AS  DEFINED  IN  RULE  144A  UNDER  THE 
SECURITIES  ACT  PURCHASING  FOR  ITS  OWN  ACCOUNT  OR  FOR  THE  ACCOUNT 
OF  A  QUALIFIED  INSTITUTIONAL  BUYER,  OR  (Y)  AN  ACCREDITED  INVESTOR  (AS 
DEFINED  IN  RULE  501(a)  UNDER  THE  SECURITIES  ACT)  WHO  HAS  A  NET  WORTH 
OF  NOT  LESS  THAN  U.S.$10  MILUON  AND  (Z)  A  QUALIFIED  PURCHASER  FOR  THE 
PURPOSES  OF  THE  INVESTMENT  COMPANY  ACT. 

THE  PURCHASER  OR  TRANSFEREE  MUST  DISCLOSE  IN  WRITING  IN  ADVANCE 
TO  THE  FISCAL  AGENT  (i)  WHETHER  OR  NOT  IT  IS  (A)  AN  "EMPLOYEE  BENEFIT 
PLAN"  (AS  DEFINED  IN  SECTION  3(3)  OF  THE  UNITED  STATES  EMPLOYEE 
RETIREMENT  INCOME  SECURITY  ACT  OF  1974,  AS  AMENDED  ("ERISA")),  THAT  IS 
SUBJECT  TO  THE  PROVISIONS  OF  TITLE  I  OF  ERISA,  (B)  A  "PLAN"  DESCRIBED  IN 
AND  SUBJECT  TO  SECTION  4975  OF  THE  UNITED  STATES  INTERNAL  REVENUE 
CODE  OF  1986,  AS  AMENDED  (THE  "CODE"),  OR  (C)  AN  ENTITY  WHOSE  ASSETS 
INCLUDE  "PLAN  ASSETS"  WITHIN  THE  MEANING  OF  ERISA  BY  REASON  OF  ANY 
SUCH  PLAN'S  INVESTMENT  IN  THE  ENTITY  (ALL  SUCH  PERSONS  AND  ENTITIES 
DESCRIBED  IN  CLAUSES  (A)  THROUGH  (C)  BEING  REFERRED  TO  HEREIN  AS 
"BENEFIT  PLAN  INVESTORS");  (ii)  IF  THE  PURCHASER  OR  TRANSFEREE  IS  A 
BENEFIT  PLAN  INVESTOR,  THAT  THE  PURCHASE  AND  HOLDING  OR  TRANSFER 
OF  INCOME  NOTES  DO  NOT  AND  WILL  NOT  CONSTITUTE  OR  RESULT  IN  A 
PROHIBITED  TRANSACTION  UNDER  SECTION  406  OF  ERISA  OR  SECTION  4975 
OF  THE  CODE  FOR  WHICH  AN  EXEMPTION  IS  NOT  AVAILABLE;  AND  (iii) 
WHETHER  OR  NOT  IT  IS  THE  COLLATERAL  MANAGER  OR  ANY  OTHER  PERSON 
(OTHER  THAN  A  BENEFIT  PLAN  INVESTOR)  WHO  HAS  DISCRETIONARY 
AUTHORITY  OR  CONTROL  WITH  RESPECT  TO  THE  ASSETS  OF  THE  ISSUER  OR  A 
PERSON  WHO  PROVIDES  INVESTMENT  ADVICE  FOR  A  FEE  (DIRECT  OR 
INDIRECT)  WITH  RESPECT  TO  THE  ASSETS  OF  THE  ISSUER,  OR  ANY  "AFFILIATE" 
(WITHIN  THE  MEANING  OF  29  C.F.R.  SECTION  251 0.3-1 01  (f)(3))  OF  ANY  SUCH 
PERSON.  IF  A  PURCHASER  IS  AN  ENTITY  AS  DESCRIBED  IN  (i)(C)  ABOVE,  OR  AN 
INSURANCE  COMPANY  ACTING  ON  BEHALF  OF  ITS  GENERAL  ACCOUNT,  IT  WILL 
BE  PERMITTED  TO  SO  INDICATE,  AND  REQUIRED  TO  IDENTIFY  A  MAXIMUM 
PERCENTAGE  OF  ITS  ASSETS  OR  THE  ASSETS  IN  ITS  GENERAL  ACCOUNT,  AS 
APPLICABLE,  THAT  MAY  BE  OR  BECOME  PLAN  ASSETS,  IN  WHICH  CASE  IT  WILL 
BE  REQUIRED  TO  MAKE  CERTAIN  FURTHER  AGREEMENTS  THAT  WOULD  APPLY 
IN  THE  EVENT  THAT  SUCH  MAXIMUM  PERCENTAGE  WOULD  THEREAFTER  BE 
EXCEEDED.  THE  PURCHASER  AGREES  THAT,  BEFORE  ANY  INTEREST  IN  AN 
INCOME  NOTE  MAY  BE  OFFERED,  SOLD,  PLEDGED  OR  OTHERWISE 
TRANSFERRED,  THE  TRANSFEREE  WILL  BE  REQUIRED  TO  PROVIDE  THE  FISCAL 
AGENT -WITH--AN,  INCOME-NOTES  PURCHASE  AND  TRANSFER  LETTER 
(SUBSTANTIALLY  IN  THE  FORM  ATTACHED  TO  THE  FISCAL  AGENCY 
AGREEMENT)  STATING,  AMONG  OTHER  THINGS,  WHETHER  THE  TRANSFEREE  IS 
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A  BENEFIT  PLAN  INVESTOR.  NO  PURCHASE  OR  TRANSFER  OF  INCOME  NOTES 
WILL  BE  PERMITTED  OR  REGISTERED  TO  THE  EXTENT  THAT  THE  PURCHASE  OR 
TRANSFER  WOULD  RESULT  IN  BENEFIT  PLAN  INVESTORS  OWNING  25%  OR 
MORE  OF  THE  OUTSTANDING  INCOME  NOTES  (OTHER  THAN  THE  INCOME 
NOTES  OWNED  BY  THE  COLLATERAL  MANAGER,  THE  TRUSTEE  AND  THEIR 
AFFILIATES)  IMMEDIATELY  AFTER  SUCH  PURCHASE  OR  TRANSFER 
(DETERMINED  IN  ACCORDANCE  WITH  SECTION  3(42)  OF  ERISA,  29  C.F.R. 
SECTION  251 0.3-1 01  AND  THE  FISCAL  AGENCY  AGREEMENT). 

PAYMENTS  TO  THE  HOLDERS  OF  THE  INCOME  NOTES  ARE  SUBORDINATE  TO 
THE  PAYMENT  ON  EACH  PAYMENT  DATE  OF  PRINCIPAL  OF  AND  INTEREST  ON 
THE  NOTES  OF  THE  ISSUERS  AND  THE  PAYMENT  OF  CERTAIN  OTHER 
AMOUNTS,  TO  THE  EXTENT  AND  AS  DESCRIBED  IN  THE  INDENTURE. 

TRANSFERS  OF  THIS  NOTE  SHALL  BE  LIMITED  TO  TRANSFERS  MADE  IN 
ACCORDANCE  WITH  THE  RESTRICTIONS  SET  FORTH  IN  THE  FISCAL  AGENCY 
AGREEMENT. 

16.  Pursuant  to  the  terms  of  the  Fiscal  Agency  Agreement,  unless  otherwise  determined  by 
the  Issuer  in  accordance  with  the  Fiscal  Agency  Agreement,  the  certificates  in  respect  of  the  Regulation  S 
Income  Notes  will  bear  a  legend  to  the  following  effect: 

THE  INCOME  NOTES  ARE  CONSTITUTED  BY  THE  DEED  OF  COVENANT 
EXECUTED  BY  THE  ISSUER  ON  OR  ABOUT  MARCH  27,  2007  AND  ARE  SUBJECT 
TO  THE  TERMS  AND  CONDITIONS  THEREOF  AND  CERTAIN  CONDITIONS  OF  THE 
FISCAL  AGENCY  AGREEMENT,  DATED  ON  OR  ABOUT  MARCH  27,  2007  (THE 
"FISCAL  AGENCY  AGREEMENT")  BY  AND  AMONG  THE  ISSUER  AND  THE  BANK  OF 
NEW  YORK,  LONDON  BRANCH,  AS  FISCAL  AGENT  AND  INCOME  NOTE  TRANSFER 
AGENT.  COPIES  OF  THE  DEED  OF  COVENANT,  THE  TERMS  AND  CONDITIONS  OF 
THE  INCOME  NOTES  AND  THE  FISCAL  AGENCY  AGREEMENT  MAY  BE  OBTAINED 
FROM  THE  FISCAL  AGENT. 

THE  INCOME  NOTES  HAVE  NOT  BEEN  AND  WILL  NOT  BE  REGISTERED  UNDER 
THE  UNITED  STATES  SECURITIES  ACT  OF  1933,  AS  AMENDED  (THE  "SECURITIES 
ACT'),  AND  THE  ISSUER  HAS  NOT  BEEN  REGISTERED  UNDER  THE  UNITED 
STATES  INVESTMENT  COMPANY  ACT  OF  1940,  AS  AMENDED  (THE  "INVESTMENT 
COMPANY  ACT').  THE  HOLDER  HEREOF,  BY  PURCHASING  THE  INCOME  NOTES 
REPRESENTED  HEREBY,  AGREES  FOR  THE  BENEFIT  OF  THE  ISSUER  THAT 
SUCH  INCOME  NOTES  MAY  BE  OFFERED,  SOLD,  PLEDGED  OR  OTHERWISE 
TRANSFERRED,  ONLY  (A)(1)  TO  A  PERSON  WHOM  THE  SELLER  REASONABLY 
BELIEVES  IS  A  QUALIFIED  INSTITUTIONAL  BUYER  AS  DEFINED  IN  RULE  144A 
UNDER  THE  SECURITIES  ACT  AND  IS  PURCHASING  FOR  ITS  OWN  ACCOUNT  OR 
FOR  THE  ACCOUNT  OF  A  QUALIFIED  INSTITUTIONAL  BUYER,  IN  A  TRANSACTION 
MEETING  THE  REQUIREMENTS  OF  RULE  144A  UNDER  THE  SECURITIES  ACT,  (2) 
TO  AN  ACCREDITED  INVESTOR  (AS  DEFINED  IN  RULE  501(a)  UNDER  THE 
SECURITIES  ACT)  WHO  HAS  A  NET  WORTH  OF  NOT  LESS  THAN  U.S.$10  MILLION) 
IN  A  TRANSACTION  EXEMPT  FROM  REGISTRATION  UNDER  THE  SECURITIES 
ACT,  OR  (3)  TO  A  NON-U.S.  PERSON  IN  AN  OFFSHORE  TRANSACTION 
COMPLYING  WITH  RULE  903  OR  RULE  904  OF  REGULATION  S  UNDER  THE 
SECURITIES  ACT,  AND  IN  EACH  CASE  IN  A  MINIMUM  DENOMINATION  OF 
U.S.$1 00,000.  FURTHERMORE  THE  PURCHASER  AND  EACH  ACCOUNT  FOR 
WHICH  IT  IS  ACTING  AS  A  PURCHASER,  OTHER  THAN  IN  THE  CASE  OF  CLAUSE 
(A)(3)  ABOVE,  REPRESENTS  FOR  THE  BENEFIT  OF  THE  ISSUER  THAT  IT  (V)  IS  A 
QUALIFIED  PURCHASER  FOR  THE  PURPOSES  OF  SECTION  3(c)(7)  OF  THE 
INVESTMENT  COMPANY  ACT;  (W)  WAS  NOT  FORMED  FOR  THE  PURPOSE  OF 
INVESTING  IN  THE  ISSUER  (EXCEPT  WHEN  EACH  BENEFICIAL  OWNER  OF  THE 
PURCHASER  IS  A  QUALIFIED  PURCHASER),  (X)  HAS  RECEIVED  THE  NECESSARY 
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CONSENT  FROM  ITS  BENEFICIAL  OWNERS  WHEN  THE  PURCHASER  IS  A 
PRIVATE  INVESTMENT  COMPANY  FORMED  BEFORE  APRIL  30,  1996,  (Y)  IS  NOT  A 
BROKER-DEALER  THAT  OWNS  AND  INVESTS  ON  A  DISCRETIONARY  BASIS  LESS 
THAN  U.S.$25,000,000  IN  SECURITIES  OF  UNAFFILIATED  ISSUERS  AND  (Z)  IS  NOT 
A  PENSION,  PROFIT  SHARING  OR  OTHER  RETIREMENT  TRUST  FUND  OR  PLAN  IN 
WHICH  THE  PARTNERS,  BENEFICIARIES  OR  PARTICIPANTS,  AS  APPLICABLE, 
MAY  DESIGNATE  THE  PARTICULAR  INVESTMENTS  TO  BE  MADE,  AND  IN  A 
TRANSACTION  THAT  MAY  BE  EFFECTED  WITHOUT  LOSS  OF  ANY  APPLICABLE 
INVESTMENT  COMPANY  ACT  EXEMPTION  AND  (B)  IN  ACCORDANCE  WITH  ALL 
APPLICABLE  SECURITIES  LAWS  OF  THE  STATES  OF  THE  UNITED  STATES.  ANY 
PURPORTED  TRANSFER  IN  VIOLATION  OF  THE  FOREGOING  WILL  NOT  BE 
PERMITTED  OR  REGISTERED  BY  THE  FISCAL  AGENT  OR  THE  INCOME  NOTE 
REGISTRAR.  EACH  TRANSFEROR  OF  THE  INCOME  NOTES  WILL  PROVIDE 
NOTICE  OF  THE  TRANSFER  RESTRICTIONS  SET  FORTH  HEREIN  AND  IN  THE 
FISCAL  AGENCY  AGREEMENT  TO  ITS  TRANSFEREE. 

THE  TRANSFEREE  OF  THIS  SECURITY  WILL  BE  DEEMED  TO  HAVE 
REPRESENTED  THAT  THE  TRANSFEREE  IS  NOT  A  U.S.  PERSON. 

THE  PURCHASER  OR  TRANSFEREE  OF  THIS  INCOME  NOTE  IS  DEEMED  TO 
REPRESENT  (i)  THAT  IT  IS  NOT  (A)  AN  "EMPLOYEE  BENEFIT  PLAN"  (AS  DEFINED 
IN  SECTION  3(3)  OF  ERISA)  THAT  IS  SUBJECT  TO  THE  PROVISIONS  OF  TITLE  I  OF 
ERISA,  (B)  A  "PLAN"  DESCRIBED  IN  AND  SUBJECT  TO  SECTION  4975  OF  THE 
CODE,  OR  (C)  AN  ENTITY  WHOSE  ASSETS  INCLUDE  "PLAN  ASSETS"  WITHIN  THE 
MEANING  OF  ERISA  BY  REASON  OF  ANY  SUCH  PLAN'S  INVESTMENT  IN  THE 
ENTITY  (ALL  SUCH  PERSONS  AND  ENTITIES  DESCRIBED  IN  CLAUSES  (A) 
THROUGH  (C)  BEING  REFERRED  TO  HEREIN  AS  "BENEFIT  PLAN  INVESTORS"); 
AND  (ii)  THAT  IT  IS  NOT  THE  COLLATERAL  MANAGER  OR  ANY  OTHER  PERSON 
(OTHER  THAN  A  BENEFIT  PLAN  INVESTOR)  WHO  HAS  DISCRETIONARY 
AUTHORITY  OR  CONTROL  WITH  RESPECT  TO  THE  ASSETS  OF  THE  ISSUER  OR  A 
PERSON  WHO  PROVIDES  INVESTMENT  ADVICE  FOR  A  FEE  (DIRECT  OR 
INDIRECT)  WITH  RESPECT  TO  THE  ASSETS  OF  THE  ISSUER,  OR  ANY  "AFFILIATE" 
(WITHIN  THE  MEANING  OF  29  C.F.R.  SECTION  251 0.3-1 01  (f)(3))  OF  ANY  SUCH 
PERSON.  NO  PURCHASE  OR  TRANSFER  OF  INCOME  NOTES  WILL  BE 
PERMITTED  OR  REGISTERED  TO  THE  EXTENT  THAT  THE  PURCHASE  OR 
TRANSFER  WOULD  RESULT  IN  BENEFIT  PLAN  INVESTORS  OWNING  25%  OR 
MORE  OF  THE  OUTSTANDING  INCOME  NOTES  (OTHER  THAN  THE  INCOME 
NOTES  OWNED  BY  THE  COLLATERAL  MANAGER,  THE  TRUSTEE  AND  THEIR 
AFFILIATES)  IMMEDIATELY  AFTER  SUCH  PURCHASE  OR  TRANSFER 
(DETERMINED  IN  ACCORDANCE  WITH  SECTION  3(42)  OF  ERISA,  29  C.F.R. 
SECTION  2510.3-101  AND  THE  FISCAL  AGENCY  AGREEMENT). 

ANY  TRANSFER,  PLEDGE  OR  OTHER  USE  OF  THIS  INCOME  NOTE  FOR  VALUE  OR 
OTHERWISE  BY  OR  TO  ANY  PERSON  IS  WRONGFUL  SINCE  THE  REGISTERED 
OWNER  HEREOF,  CEDE  &  CO.,  HAS  AN  INTEREST  HEREIN,  UNLESS  THIS  INCOME 
NOTE  IS  PRESENTED  BY  AN  AUTHORIZED  REPRESENTATIVE  OF  THE 
DEPOSITORY  TRUST  COMPANY  ("DTC"),  NEW  YORK,  NEW  YORK,  TO  THE 
ISSUERS  OR  THEIR  AGENT  FOR  REGISTRATION  OF  TRANSFER,  EXCHANGE  OR 
PAYMENT  AND  ANY  INCOME  NOTE  ISSUED  IS  REGISTERED  IN  THE  NAME  OF 
CEDE  &  CO.  OR  SUCH  OTHER  ENTITY  AS  IS  REQUESTED  BY  AN  AUTHORIZED 
REPRESENTATIVE  OF  DTC  (AND  ANY  PAYMENT  HEREON  IS  MADE  TO  CEDE  & 
CO.). 

TRANSFERS  OF  THIS  INCOME  NOTE  SHALL  BE  LIMITED  TO  TRANSFERS  IN 
WHOLE,  BUT  NOT  IN  PART,  TO  NOMINEES  OF  DTC  OR  TO  A  SUCCESSOR 
THEREOF  OR  SUCH  SUCCESSOR'S  NOMINEE  AND  TRANSFERS  OF  PORTIONS 
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OF  THIS  INCOME  NOTE  SHALL  BE  LIMITED  TO  TRANSFERS  MADE  IN 
ACCORDANCE  WITH  THE  RESTRICTIONS  SET  FORTH  IN  THE  FISCAL  AGENCY 
AGREEMENT. 

PAYMENTS  TO  THE  HOLDERS  OF  THE  INCOME  NOTES  ARE  SUBORDINATE  TO 
THE  PAYMENT  ON  EACH  PAYMENT  DATE  OF  PRINCIPAL  OF  AND  INTEREST  ON 
THE  NOTES  OF  THE  ISSUERS  AND  THE  PAYMENT  OF  CERTAIN  OTHER 
AMOUNTS,  TO  THE  EXTENT  AND  AS  DESCRIBED  IN  THE  INDENTURE. 

The  Securities  that  are  being  offered  hereby  in  reliance  on  the  exemption  from  registration 
under  Regulation  S  (the  "Regulation  S  Notes";  the  "Regulation  S  Income  Notes";  and  collectively, 
the  "Regulation  S  Securities")  have  not  been  and  will  not  be  registered  under  the  Securities  Act 
and  neither  of  the  issuers  will  be  registered  under  the  Investment  Company  Act.  The  Regulation  S 
Securities  may  not  be  offered  or  sold  within  the  United  States  or  to  U.S.  Persons  (as  defined  in 
Regulation  S)  unless  the  purchaser  certifies  or  is  deemed  to  have  certified  that  it  is  a  qualified 
institutional  buyer  as  defined  in  Rule  144A  (a  "Qualified  Institutional  Buyer")  and  a  "qualified 
purchaser"  for  the  purposes  of  Section  3(c)(7)  of  the  Investment  Company  Act  (a  "Qualified 
Purchaser")  or,  solely  in  the  case  of  the  Income  Notes,  that  it  is  an  "accredited  investor"  as 
defined  in  Rule  501  (a)  under  the  Securities  Act  (an  "Accredited  Investor")  who  has  a  net  worth  of 
not  less  than  U.S.$10  million  and  a  Qualified  Purchaser,  and  takes  delivery  in  the  form  of  (i)  an 
interest  in  a  Rule  144A  Global  Note  or  a  definitive  Class  D  Note  in  an  amount  at  least  equal  to  the 
minimum  denomination  applicable  to  the  Rule  144A  Notes  or  (II)  an  Income  Note  in  a  notional 
principal  amount  of  not  less  than  U.S.$100,000.  See  "Description  of  the  Securities"  and 
"Underwriting." 

The  requirements  set  forth  under  "Notice  to  Investors"  above  apply  only  to  Securities  offered  in 
j  the  United  States,  except  for  the  requirements  set  forth  in  Paragraphs  (4),  (5),  (6),  (9),  (10),  (11),  (12), 

|  (13)  and  (14)  and  except  that  the  Regulation  S  Securities  will  bear  the  legends  set  forth  in  Paragraphs  (7) 

'  and  (16)  under  "Notice  to  Investors"  above. 

i  THE  ISSUERS  ACCEPT  RESPONSIBILITY  FOR  THE  INFORMATION  CONTAINED  IN  THIS 

I  OFFERING  CIRCULAR  OTHER  THAN  INFORMATION  PROVIDED  IN  THE  SECTION  ENTITLED  'THE 

i  COLLATERAL  MANAGER."    THE  COLLATERAL  MANAGE*  ACCEPTS  RESPONSIBILITY  FOR  THE 

INFORMATION   PROVIDED   IN   "THE   COLLATERAL  MANAGER"  SECTION   (OTHER  THAN  THE 

INFORMATION  CONTAINED  UNDER  THE  SUBHEADING  "GENERAL").  TO  THE  BEST  OF  THE 
1  KNOWLEDGE  AND  THE  BELIEF  OF  THE  ISSUERS,  THE  INFORMATION  CONTAINED  IN  THIS 

OFFERING  CIRCULAR  IS  IN  ACCORDANCE  WITH  THE  FACTS  AND  DOES  NOT  OMIT  ANYTHING 

LIKELY  TO  AFFECT  THE  IMPORT  OF  SUCH  INFORMATION. 

EACH  PURCHASER  OF  THE  SECURITIES  MUST  COMPLY  WITH  ALL  APPLICABLE  LAWS 
AND  REGULATIONS  IN  FORCE  IN  EACH  JURISDICTION  IN  WHICH  IT  PURCHASES,  OFFERS  OR 
SELLS  SUCH  SECURITIES  OR  POSSESSES  OR  DISTRIBUTES  THIS  OFFERING  CIRCULAR  AND 
MUST  OBTAIN  ANY  CONSENT,  APPROVAL  OR  PERMISSION  REQUIRED  FOR  THE  PURCHASE, 
OFFER  OR  SALE  BY  IT  OF  SUCH  SECURITIES  UNDER  THE  LAWS  AND  REGULATIONS  IN  FORCE 
IN  ANY  JURISDICTIONS  TO  WHICH  IT  IS  SUBJECT  OR  IN  WHICH  IT  MAKES  SUCH  PURCHASES, 
OFFERS  OR  SALES,  AND  NONE  OF  THE  ISSUERS,  THE  INITIAL  PURCHASER,  THE  COLLATERAL 
MANAGER,  THE  CASHFLOW  SWAP  COUNTERPARTY  (OR  ITS  GUARANTOR)  OR  THEIR  AGENTS 
SPECIFIED  HEREIN  SHALL  HAVE  ANY  RESPONSIBILITY  THEREFOR. 
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AVAILABLE  INFORMATION 

To  permit  compliance  with  Rule  144A  in  connection  with  the  resale  of  the  Securities,  the  Issuers 
will  be  required  under  the  Indenture  and  the  Fiscal  Agency  Agreement,  to  furnish  upon  request  to  a 
holder  or  beneficial  owner  of  a  Security  and  to  a  prospective  investor  who  is  a  Qualified  Institutional  Buyer 
designated  by  such  holder  or  beneficial  owner,  the  information  required  to  be  delivered  under  Rule 
144A(d)(4)  if,  at  the  time  of  the  request  neither  the  Issuer  nor  the  Co-Issuer,  as  applicable,  is  a  reporting 
company  under  Section  13  or  Section  15(d)  of  the  United  States  Securities  Exchange  Act  of  1934,  as 
amended  (the  "Exchange  Act"),  nor  exempt  from  reporting  pursuant  to  Rule  12g3-2(b)  under  the 
Exchange  Act. 

To  the  extent  the  Trustee  delivers  any  annual  or  other  periodic  report  to  the  Holders  of  the  Notes, 
the  Trustee  will  include  in  such  report  a  reminder  that  (1)  each  holder  (other  than  those  holders  who  are 
not  U.S.  Persons  and  have  purchased  their  Notes  outside  the  United  States  pursuant  to  Regulation  S)  is 
required  to  be  (i)  a  Qualified  Institutional  Buyer  and  (ii)  a  Qualified  Purchaser,  in  each  case  that  can  make 
all  of  the  representations  in  the  Indenture  applicable  to  a  holder  that  is  a  U.S.  Person;  (2)  the  Notes  can 
only  be  transferred  (i)  to  a  transferee  that  is  (a)  a  Qualified  Institutional  Buyer  and  (b)  a  Qualified 
Purchaser  that  can  make  ail  of  the  representations  in  the  Indenture  applicable  to  a  holder  who  is  a  U.S. 
Person  or  (ii)  to  a  non-U.S.  Person  in  an  offshore  transaction  complying  with  Rule  903  or  904  under 
Regulation  S;  and  (3)  the  Issuers  have  the  right  to  compel  any  holder  who  does  not  meet  the  transfer 
restrictions  set  forth  in  the  Indenture  to  transfer  its  interest  in  the  Notes  to  a  person  designated  by  the 
Issuers  or  sell  such  interests  on  behalf  of  the  holder. 

To  the  extent  the  Fiscal  Agent  delivers  any  annual  or  periodic  reports  to  the  Holders  of  the 
Income  Notes,  the  Fiscal  Agent  will  include  in  such  report  a  reminder  that  (1)  each  holder  (other  than 
those  holders  who  are  not  U.S.  Persons  and  have  purchased  their  Income  Notes  outside  the  United 
States  pursuant  to  Regulation  S)  is  required  to  be  (a)  a  Qualified  Institutional  Buyer  or  an  Accredited 
Investor  who  has  a  net  worth  of  not  less  than  U.S.S10  million  and  (b)  a  Qualified  Purchaser  that  can  make 
all  of  the  representations  in  the  Income  Notes  Purchase  and  Transfer  Letter  applicable  to  a  holder  who  is 
a  U.S.  Person;  (2)  the  Income  Notes  can  only  be  transferred  to  a  transferee  that  is  (i)(a)  a  Qualified 
Institutional  Buyer  or  an  Accredited  Investor  who  has  a  net  worth  not  less  than  U.S.$10  million  and  (b)  a 
Qualified  Purchaser  or  (ii)  a  non-U.S.  Person  in  an  offshore  transaction  complying  with  Rule  903  or  Rule 
904  under  Regulation  S;  and  (3)  the  Issuer  has  the  right  to  compel  any  holder  who  does  not  meet  the 
transfer  restrictions  set  forth  in  the  Fiscal  Agency  Agreement  to  transfer  its  Income  Notes  to  a  person 
designated  by  the  Issuer  or  sell  such  Income  Notes  on  behalf  of  the  holder. 
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SUMMARY 

The  following  summary  is  qualified  in  its  entirety  by  the  detailed  information  appearing  elsewhere 
in  this  Offering  Circular.  For  definitions  of  certain  terms  used  in  this  Offenng  Circular  see  "Appendix  A  — 
Certain  Definitions"  and  for  the  location  of  the  definitions  of  those  and  other  terms,  see  "Index  of  Defined 
Terms. "  For  a  discussion  of  certain  factors  to  be  considered  in  connection  with  an  investment  in  the 
Securities,  see  "Risk  Factors." 

The  Issuers Timberwolf  I,  Ltd.  (the  "Issuer")  is  an  exempted  company 

incorporated  with  limited  liability  under  the  laws  of  the 
Cayman  Islands  for  the  sole  purpose  of  acquiring  the 
Collateral  Assets,  Default  Swap  Collateral  and  the  Eligible 
Investments,  entering  into,  and  performing  its  obligations 
under,  the  Collateral  Management  Agreement  and  Cashflow 
Swap  Agreement,  co-issuing  the  Notes  and  the  Income 
Notes  and  engaging  in  certain  related  transactions. 

The  Issuer  will  not  have  any  material  assets  other  than  the 
portfolio  consisting  of  CDO  Securities  and  Synthetic 
Securities  (the  Reference  Obligations  of  which  are  CDO 
Securities)  as  described  herein  (collectively,  together  with 
Deliverable  Obligations  and  any  Default  Swap  Collateral  that 
has  been  released  from  the  lien  of  the  Synthetic  Security 
Counterparty  and  credited  to  the  Collateral  Account  as 
described  herein,  "Collateral  Assets"),  the  Default  Swap 
Collateral  Account,  Eligible  Investments  and  the  cashflow 
swap  agreement  (the  "Cashflow  Swap  Agreement"),  the 
Collateral  Management  Agreement  and  certain  other  assets. 
The  Collateral  Assets,  the  Eligible  Investments  and  certain 
other  assets  of  the  Issuer  will  be  pledged  by  the  Issuer  to  the 
Trustee  under  the  Indenture,  for  the  benefit  of  the  Secured 
Parties,  as  security  for,  among  other  obligations,  the  Issuers' 
obligations  under  the  Notes.  The  Default  Swap  Collateral 
Account  will  be  pledged  by  the  Issuer  to  the  Trustee  under 
the  Indenture  for  the  benefit  of  the  Synthetic  Security 
Counterparty  as  security  for  the  Issuer's  obligations  under  the 
Synthetic  Securities. 

Timberwolf  I  (Delaware)  Corp.  (the  "Co-Issuer"  and,  together 
with  the  Issuer,  the  "Issuers")  is  a  corporation  formed  under 
the  laws  of  the  State  of  Delaware  for  the  sole  purpose  of  co- 
issuing  the  Notes  (other  than  the  Class  D  Notes). 

The  Co-Issuer  will  not  have  any  assets  (other  than  U.S.$10 
of  equity  capital)  and  will  not  pledge  any  assets  to  secure  the 
Notes.  The  Co-Issuer  will  have  no  claim  against  the  Issuer  in 
respect  of  the  Collateral  Assets  or  otherwise. 

The  authorized  share  capital  of  the  Issuer  is  U.S.$50,000 
which  consists  of  50,000  ordinary  shares,  par  value 
U.S.$1.00  per  share,  ("'Issuer  Ordinary  Shares"),  250  of 
which  have  been  issued.  The  Issuer  Ordinary  Shares  will  be 
held  by  Maples  Finance  Limited,  a  licensed  trust  company 
incorporated  in  the  Cayman  Islands  (the  "Issuer 
Administrator")  as  the  trustee  pursuant  to  the  terms  of  a 
charitable  trust  (the  "Share  Trustee")  and  all  of  the 
outstanding  common  equity  of  the  Co-Issuer  will  be  held  by 
the  issuer. 
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The  Collateral  Manager Greywolf  Capital  Management  LP,  a  Delaware  limited  liability 

company  ("Greywolf)  or  any  successor  thereto  (the 
"Collateral  Manager"),  will  perform  certain  monitoring 
functions  with  respect  to  the  Collateral  Assets  pursuant  to  a 
collateral  management  agreement  to  be  dated  as  of  the 
Closing  Date  (the  "Collateral  Management  Agreement") 
between  the  Issuer  and  Greywolf,  as  Collateral  Manager. 
Greywolf  is  a  registered  investment  adviser  under  the  United 
States  Investment  Advisers  Act  of  1940,  as  amended.  See 
"The  Collateral  Manager." 

Securities  Offered On  the  Closing  Date,  the  Issuer  and  the  Co-Issuer  will  issue 

U.S.$9,000,000  principal  amount  of  Class  S-1  Floating  Rate 
Notes  Due  September  2011  (the  "Class  S-1  Notes"), 
U.S.$8,300,000  principal  amount  of  Class  S-2  Floating  Rate 
Notes  Due  September  2011  (the  "Class  S-2  Notes"  and, 
together  with  the  Class  S-1  Notes,  the  "Class  S  Notes"), 
U.S.$  100,000,000  principal  amount  of  Class  A-1a  Floating 
Rate  Notes  Due  2039  (the  "Class  A-1  a  Notes"),  U.S.$ 
200,000,000  principal  amount  of  Class  A-1b  Floating  Rate 
Notes  Due  2039  (the  "Class  A-1b  Notes"),  U.S.$  100,000,000 
principal  amount  of  Class  A-1c  Floating  Rate  Notes  Due 
2044  (the  "Class  A-1c  Notes"),  U.S.$  100,000,000  principal 
amount  of  Class  A-1d  Floating  Rate  Notes  Due  2044  (the 
"Class  A-1d  Notes"  and,  together  with  the  Class  A-1a  Notes, 
Class  A-1b  Notes  and  Class  A-1c  Notes,  the  "Class  A-1 
Notes"),  U.S.$  305,000,000  principal  amount  of  Class  A-2 
Floating  Rate  Notes  Due  2047  (the  "Class  A-2  Notes"  and, 
together  with  the  Class  A-1  Notes,  the  "Class  A  Notes"), 
U.S.$  107,000,000  principal  amount  of  Class  B  Floating  Rate 
Notes  Due  2047  (the  "Class  B  Notes")  and  U.S.$  36,000,000 
principal  amount  of  Class  C  Deferrable  Floating  Rate  Notes 
Due  2047  (the  "Class  C  Notes"),  and  the  Issuer  will  issue 
U.S.$  30,000,000  principal  amount  of  Class  D  Deferrable 
Floating  Rate  Notes  Due  2047  (the  "Class  D  Notes"  and, 
together  with  the  Class  S  Notes,  Class  A  Notes,  Class  B 
Notes  and  Class  C  Notes,  the  "Notes")  pursuant  to  an 
Indenture  (the  "Indenture")  dated  on  or  about  March  27,  2007 
among  the  Issuers  and  The  Bank  of  New  York,  as  trustee 
and  as  securities  intermediary  (the  "Trustee"  and  the 
"Securities  Intermediary,"  respectively).  Under  the  Indenture, 
The  Bank  of  New  York  will  also  act  as  principal  paying  agent 
for  the  Notes  (the  "Principal  Note  Paying  Agent"),  as  registrar 
(the  "Note  Registrar"),  as  calculation  agent  (the  "Note 
Calculation  Agent"),  as  transfer  agent  (the  "Note  Transfer 
Agent")  and  as  paying  agent  for  the  Notes  (the  "Note  Paying 
Agent"  and,  together  with  the  Principal  Note  Paying  Agent, 
the  Note  Registrar,  the  Note  Calculation  Agent,  the  Note 
Transfer  Agent  and  the  Listing  and  Paying  Agent,  the  "Note 
Agents"). 

On  the  Closing  Date,  the  Issuer  will  also  issue  U.S.$ 
22,000,000  notional  principal  amount  of  Income  Notes  Due 
2047  (the  "Income  Notes"  and,  together  with  the  Notes,  the 
"Securities"),  pursuant  to  a  deed  of  covenant  (the  "Deed  of 
Covenant"),  dated  on  or  about  the  Closing  Date,  executed  by 
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the  Issuer  and  subject  to  the  terms  and  conditions  of  the 
Income  Notes  (the  "Terms  and  Conditions")  appended 
thereto  and  a  fiscal  agency  agreement  (the  "Fiscal  Agency 
Agreement" ')  dated  on  or  about  the  Closing  Date  between  the 
Issuer  and  The  Bank  of  New  York,  London  Branch,  as  fiscal 
agent  and  transfer  agent  for  the  Income  Notes  (in  such 
capacities,  the  "Fiscal  Agent"  and,  together  with  the  Note 
Agents  and  the  Collateral  Administrator,  the  "Agents").  Only 
the  Notes  and  the  Income  Notes  (collectively,  the 
"Securities")  are  offered  hereby. 

The  Note  Paying  Agent,  the  Principal  Note  Paying  Agent  and 
any  other  Note  paying  agents  appointed  from  time  to  time 
under  the  Indenture  are  collectively  referred  to  as  the  "Note 
Paying  Agents."  The  Note  Paying  Agents  and  the  Fiscal 
Agent  are  collectively  referred  to  as  the  "Paying  Agents." 
The  Note  Transfer  Agent  and  the  Fiscal  Agent  are  collectively 
referred  to  as  the  Transfer  Agents."  The  Indenture,  the 
Collateral  Management  Agreement,  the  Cashflow  Swap 
Agreement,  the  Collateral  Administration  Agreement,  the 
Administration  Agreement,  the  Deed  of  Covenant  and  the 
Fiscal  Agency  Agreement  are  collectively  referred  to  as  the 
'Transaction  Documents." 

Closing  Date The  Issuer  will  issue  the  Income  Notes  and  the  Issuers  will 

issue  the  other  Notes  on  or  about  March  27,  2007  (the 
"Closing  Date"). 

Status  of  the  Securities The  Notes  (other  than  the  Class  D  Notes)  will  be  limited 

recourse  obligations  of  the  Issuers  and  the  Class  D  Notes 

and  the  Income  Notes  will  be  limited  recourse  obligations  of 

the  Issuer.  The  Income  Notes  will  not  be  secured  obligations 

of  the  Issuer  and  will  only  be  entitled  to  receive  amounts  j 

available  for  distribution  on  any  Payment  Date  after  payment  j 

of  all  amounts  payable  prior  thereto  under  the  Priority  of  | 

Payments.    The  Class  S-1  Notes  will  be  senior  in  right  of 

payment  on  each  Payment  Date  to  the  Class  S-2  Notes,  the 

Class  A-1  Notes,  the  Class  A-2  Notes,  the  Class  B  Notes,  the 

Class  C  Notes,  the  Class  D  Notes  and  the  Income  Notes;  the 

Class  S-2  Notes  will  be  senior  in  right  of  payment  on  each 

Payment   Date  to  the  Class  A-2   Notes   (provided,  that 

payments  of  interest  on  the  Class  S-2  Notes  and  the  Class  A 

Notes  will  be  paid  pro  rata),  the  Class  B  Notes,  the  Class  C 

Notes,  the  Class  D  Notes  and  the  Income  Notes;  the  Class 

A-1  Notes  will  be  senior  in  right  of  payment  on  each  Payment 

Date  to  the  Class  A-2  Notes  {provided,  that  payments  of 

interest  on  the  Class  A  Notes  will  be  paid  pro  rata),  the  Class 

B  Notes,  the  Class  C  Notes,  the  Class  D  Notes  and  the 

Income  Notes;  the  Class  A-2  Notes  will  be  senior  in  right  of 

payment  on  each  Payment  Date  to  the  Class  B  Notes,  the 

Class  C  Notes,  the  Class  D  Notes  and  the  Income  Notes;  the 

Class  B  Notes  will  be  senior  in  right  of  payment  on  each 

Payment  Date  to  the  Class  C  Notes,  the  Class  D  Notes  and 

the  Income  Notes;  the  Class  C  Notes  will  be  senior  in  right  of 

payment  on  each  Payment  Date  to  the  Class  D  Notes  and 

the  Income  Notes  and  the  Class  D  Notes  will  be  senior  in 

right  of  payment  on  each  Payment  Date  to  the  Income  Notes, 
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each  to  the  extent  provided  in  the  Priority  of  Payments. 
Payments  of  principal  on  the  Class  A-1  Notes  will  be  paid  in 
accordance  with  the  Class  A-1  Note  Payment  Sequence.  See 
"Description  of  the  Securities— Status  and  Security"  and  "— 
Priority  of  Payments." 

Use  of  Proceeds The   net   proceeds  associated  with   the   offering   of  the 

Securities  issued  on  the  Closing  Date  are  expected  to  equal 
approximately  U.S.$1, 005,1 19,000.  The  net  proceeds  will  be 
used  by  the  Issuer  to  purchase  on  the  Closing  Date  or  within 
90  days  thereafter  pursuant  to  agreements  to  purchase 
•  entered  into  on  or  prior  to  the  Closing  Date,  the  portfolio  of 
Collateral  Assets  described  herein  having  an  aggregate 
Principal  Balance  of  approximately  U.S.$1, 000,000,000  and 
to  purchase  the  Default  Swap  Collateral.  See  "Security  for 
the  Notes — Disposition  of  Collateral  Assets"  and  "Use  of 
Proceeds." 

The  Collateral  Assets The  Collateral  Assets  (or,  in  the  case  of  the  Synthetic 

Securities,  the  Reference  Obligations  related  thereto)  are 
initially  expected  to  be  comprised  of  55  issues  of  CDO 
Securities. 

Approximately  93.00%  of  the  Collateral  Assets  (by  Principal 
Balance)  on  the  Closing  Date  are  expected  to  be  Synthetic 
Securities.  All  of  the  Reference  Obligations  referenced  in  the 
Synthetic  Securities  are  expected  to  be  CDO  Securities.  See 
"Security  for  the  Notes— The  Collateral  Assets."  Certain 
summary  information  about  the  Collateral  Assets  is  set  forth 
in  Appendix  B  to  this  Offering  Circular. 

Synthetic  Security  Counterparty The    initial    Synthetic    Security    Counterparty    under    the 

Synthetic  Securities  is  Goldman  Sachs  International.  The 
swap  guarantor  with  respect  to  the  initial  Synthetic  Securities 
is  The  Goldman  Sachs  Group,  Inc.,  a  Delaware  corporation, 
which  is  an  affiliate  of  the  Synthetic  Security  Counterparty. 

Synthetic  Securities Each  of  the  Synthetic  Securities  to  be  entered  into  by  the 

Issuer  and  the  Synthetic  Security  Counterparty  on  or  before 
the  Closing  Date  will  be  structured  as  "pay-as-you-go"  credit 
default  swaps  related  to  single  Reference  Obligations. 
Pursuant  to  each  Synthetic  Security,  the  Issuer  will  receive 
the  Fixed  Amount  in  exchange  for  providing  credit  protection 
to  the  Synthetic  Security  Counterparty  in  connection  with 
certain  Credit  Events  and  Floating  Amount  Events  that  may 
occur  with  respect  to  the  related  Reference  Obligations.  To 
support  any  payments  which  may  become  due  by  the  Issuer 
to  the  Synthetic  Security  Counterparty  under  the  Synthetic 
Securities,  the  Issuer  will  be  required  to  purchase  Default 
Swap  Collateral  with  a  face  value  equal  to  the  initial 
Aggregate  Reference  Obligation  Notional  Amount  of  the 
Synthetic  Securities  and  pledge  to  the  Synthetic  Security 
Counterparty  a  first  priority  security  interest  in  such  Default 
Swap  Collateral.  It  is  expected  that  all  of  the  Reference 
Obligations  referenced  under  the  Synthetic  Securities  will  be 
CDO  Securities.  For  a  detailed  description  of  the  Synthetic 
Securities,  see  "Security  for  the  Notes — Synthetic  Securities". 
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Interest  Payments  and  Certain 

Distributions The  Notes  will  accrue  interest  from  the  Closing  Date  and 

such  interest  will  be  payable  on  the  3rd  day  of  March,  June, 
September  and  December  of  each  year,  or  if  any  such  date  is 
not  a  Business  Day,  the  immediately  following  Business  Day 
(each  such  date,  a  "Payment  Date")  commencing  on 
September  4,  2007.  Payments  on  the  Income  Notes  will  be 
payable  in  arrears  on  each  Payment  Date,  commencing  on 
September  4,  2007.  All  payments  on  the  Securities  will  be 
made  from  Proceeds  in  accordance  with  the  Priority  of 
Payments. 

The  Class  S-1  Notes  will  bear  interest  during  each  Interest 
Accrual  Period  at  a  per  annum  rate  (the  "Class  S-1  Note 
Interest  Rate")  equal  to  LIBOR  for  such  Interest  Accrual 
Period  plus  0.20%. 

The  Class  S-2  Notes  will  bear  interest  during  each  Interest 
Accrual  Period  at  a  per  annum  rate  (the  "Class  S-2  Note 
Interest  Rate")  equal  to  LIBOR  for  such  Interest  Accrual 
Period  plus  0.35%. 

The  Class  A-1a  Notes  will  bear  interest  during  each  Interest 
Accrual  Period  at  a  per  annum  rate  (the  "Class  A-1a  Note 
Interest  Rate")  equal  to  LIBOR  for  such  Interest  Accrual 
Period  plus  0.05%. 

The  Class  A-1b  Notes  will  bear  interest  during  each  Interest 
Accrual  Period  at  a  per  annum  rate  (the  "Class  A-1b  Note 
Interest  Rate")  equal  to  LIBOR  for  such  Interest  Accrual 
Period  plus  0.50%. 

The  Class  A-1c  Notes  will  bear  interest  during  each  Interest 
Accrual  Period  at  a  per  annum  rate  (the  "Class  A-1c  Note 
Interest  Rate")  equal  to  LIBOR  for  such  Interest  Accrual 
Period  plus  0.80%. 

The  Class  A-1d  Notes  will  bear  interest  during  each  Interest 
Accrual  Period  at  a  per  annum  rate  (the  "Class  A-1d  Note 
Interest  Rate")  equal  to  LIBOR  for  such  Interest  Accrual 
Period  plus  1.30%. 

The  Class  A-2  Notes  will  bear  interest  during  each  Interest 
Accrual  Period  at  a  per  annum  rate  (the  "Class  A-2  Note 
Interest  Rate")  equal  to  LIBOR  for  such  Interest  Accrual 
Period  plus  0.90%. 

The  Class  B  Notes  will  bear  interest  during  each  Interest 
Accrual  Period  at  a  per  annum  rate  (the  "Class  B  Note 
Interest  Rate")  equal  to  LIBOR  for  such  Interest  Accrual 
Period  plus  1.40%. 

The  Class  C  Notes  will  bear  interest  during  each  Interest 

Accrual  Period  at  a  per  annum  rate  (the  "Class  C  Note 

---  -    ;  Interest  Rate")  equal  to  LIBOR  for  such  Interest  Accrual 

Period  plus  4.00%. 
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The  Class  D  Notes  will  bear  interest  during  each  Interest 
Accrual  Period  at  a  per  annum  rate  (the  "Class  D  Note 
Interest  Rate")  equal  to  LIBOR  for  such  Interest  Accrual 
Period  plus  10.00%. 

The  Class  S-1  Note  Interest  Rate,  the  Class  S-2  Note 
Interest  Rate,  the  Class  A-1a  Note  Interest  Rate,  the  Class  A- 
1b  Note  Interest  Rate,  the  Class  A-1c  Note  Interest  Rate,  the 
Class  A-1d  Note  Interest  Rate,  the  Class  A-2  Note  Interest 
Rate,  the  Class  B  Note  Interest  Rate,  the  Class  C  Note 
Interest  Rate  and  the  Class  D  Note  Interest  Rate  are 
collectively  referred  to  herein  as  the  "Note  Interest  Rates." 

To  the  extent  interest  that  is  due  is  not  paid  on  the  Class  C 
Notes  on  any  Payment  Date  ("Class  C  Deferred  Interest"), 
such  unpaid  amounts  will  be  added  to  the  principal  amount  of 
the  Class  C  Notes,  and  shall  accrue  interest  at  the  Class  C 
Note  Interest  Rate  to  the  extent  lawful  and  enforceable.  So 
long  as  any  Class  S  Notes,  Class  A  Notes  or  Class  B  Notes 
are  outstanding,  the  failure  to  pay  any  interest  on  the  Class  C 
Notes  on  any  Payment  Date  will  not  be  an  Event  of  Default 
under  the  Indenture.  To  the  extent  interest  that  is  due  is  not 
paid  on  the  Class  D  Notes  on  any  Payment  Date  f" Class  D 
Deferred  Interest"),  such  unpaid  amounts  will  be  added  to  the 
principal  amount  of  the  Class  D  Notes,  and  shall  accrue 
interest  at  the  Class  D  Note  Interest  Rate  to  the  extent  lawful 
and  enforceable.  So  long  as  any  Class  S  Notes,  Class  A 
Notes,  Class  B  Notes  or  Class  C  Notes  are  outstanding,  the- 
failure  to  pay  any  interest  on  the  Class  D  Notes  on  any 
Payment  Date  will  not  be  an  Event  of  Default  under  the 
Indenture. 

See  "Description  of  the  Securities  -  Interest  and 
Distributions"  and " — Priority  of  Payments." 

LIBOR  for  the  first  Interest  Accrual  Period  with  respect  to 
each  Class  of  Notes  will  be  determined  as  of  the  second 
Business  Day  preceding  the  Closing  Date.  Calculations  of 
interest  on  each  Class  of  the  Notes  will  be  made  on  the  basis 
of  a  360-day  year  and  the  actual  number  of  days  in  each 
Interest  Accrual  Period. 

The  "Interest  Accrual  Period"  with  respect  to  the  Class  S 
Notes,  the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C 
Notes  and  the  Class  D  Notes  and  any  Payment  Date,  is  the 
period  commencing  on  and  including  the  immediately 
preceding  Payment  Date  (or  the  Closing  Date  in  the  case  of 
the  first  Interest  Accrual  Period)  and  ending  on  and  including 
the  day  immediately  preceding  such  Payment  Date. 

The  Holders  of  the  Income  Notes  will  be  entitled  to  receive, 
on  each  Payment  Date,  all  cash  remaining  after  the  payment 
of  all  other  amounts  required  to  be  paid  in  accordance  with 
the  Priority  of  Payments. 
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Principal  Payments The  Notes  (other  than  the  Class  S  Notes  and  the  Class  A-1 

Notes)  and  the  Income  Notes  will  mature  on  the  Payment 
Date  in  December  2047  (such  date  the  "Stated  Maturity"  with 
respect  to  each  Class  of  Notes  (other  than  the  Class  S  Notes 
and  the  Class  A-1  Notes)  and  Income  Notes),  the  Class  S 
Notes  will  mature  on  the  Payment  Date  in  September  201 1 
(the  "Stated  Maturity"  with  respect  to  the  Class  S  Notes),  the 
Class  A-1  a  Notes  and  the  Class  A-1b  Notes  will  mature  on 
the  Payment  Date  in  December  2039  (the  "Stated  Maturity" 
with  respect  to  the  Class  A-1  a  Notes  and  the  Class  A-1b 
Notes)  and  the  Class  A-1c  Notes  and  the  Class  A-1d  Notes 
will  mature  on  the  Payment  Date  in  September  2044  (the 
"Stated  Maturity"  with  respect  to  the  Class  A-1c  Notes  and 
the  Class  A-1d  Notes)  unless  redeemed  or  retired  prior 
thereto.  The  average  life  of  the  Notes  (other  than  the  Class 
S  Notes)  and  the  duration  of  the  Income  Notes  is  expected  to 
be  substantially  shorter  than  the  number  of  years  from 
issuance  until  Stated  Maturity  for  each  Class  of  Notes  and 
the  Income  Notes.  See  "Description  of  the  Securities — 
Principal"  and  "Risk  Factors— Securities— Average  Lives, 
Duration  and  Prepayment  Considerations." 

Principal  will  be  payable  on  the  Class  S-1  Notes  in 
accordance  with  the  Priority  of  Payments  on  each  Payment 
Date  commencing  on  the  Payment  Date  occurring  in 
December  2007  in  an  amount  equal  to  the  Class  S-1  Notes 
Amortizing  Principal  Amount  with  respect  to  such  Payment 
Date  and,  if  an  Event  of  Default  or  Tax  Event  has  occurred 
and  is  continuing  or  an  Optional  Redemption  by  Liquidation 
or  successful  Auction  has  occurred  and  the  Collateral  is 
being  liquidated  pursuant  to  the  terms  of  the  Indenture,  the 
Class  S-1  Notes  will  be  paid  in  full  prior  to  any  distributions  to 
any  other  Securities.  Principal  will  be  payable  on  the  Class 
S-2  Notes  in  accordance  with  the  Priority  of  Payments  on 
each  Payment  Date  commencing  on  the  Payment  Date 
occurring  in  December  2007  in  an  amount  equal  to  the  Class 
S-2  Notes  Amortizing  Principal  Amount  with  respect  to  such 
Payment  Date  and,  if  an  Event  of  Default  or  Tax  Event  has 
occurred  and  is  continuing  or  an  Optional  Redemption  by 
Liquidation  or  successful  Auction  has  occurred  and  the 
Collateral  is  being  liquidated  pursuant  to  the  terms  of  the 
Indenture,  the  Class  S-2  Notes  will  be  paid  in  full  prior  to  any 
distributions  to  any  other  Securities  (other  than  the  Class  S-1 
Notes  and  the  Class  A-1  Notes).  The  Class  S-2  Notes  are 
subject  to  mandatory  redemption  if  the  Class  A/B 
Overcollateralization  Test  is  not  satisfied  on  any  date  of 
determination.  "Shifting  principal"  will  be  payable  on  the 
Notes  (other  than  the  Class  S  Notes)  in  accordance  with 
clause  (xii)  of  the  Priority  of  Payments  on  each  Payment  Date 
in  accordance  with  the  Priority  of  Payments. 

As  a  result  of  the  Priority  of  Payments,  notwithstanding  the 
subordination  of  the  Notes  described  under  "Status  of  the 
Securities"  above,  the  Class  S-2  Notes  may  be  entitled  to 
receive  certain  payments  of  principal  while  the  Class  S-1 
Notes  and  the  Class  A-1  Notes  are  outstanding,  the  Class  A- 
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1  Notes  may  be  entitled  to  receive  certain  payments  of 
principal  while  the  Class  S  Notes  are  outstanding,  the  Class 
A-2  Notes  may  be  entitled  to  receive  certain  payments  of 
principal  while  the  Class  S  Notes  and  the  Class  A-1  Notes 
are  outstanding,  the  Class  B  Notes  may  be  entitled  to  receive 
certain  payments  of  principal  while  the  Class  S  Notes  and  the 
Class  A  Notes  are  outstanding,  the  Class  C  Notes  may  be 
entitled  to  receive  certain  payments  of  principal  while  the 
-  Class  S  Notes,  the  Class  A  Notes  and  the  Class  B  Notes  are 
outstanding  and  the  Class  D  Notes  may  be  entitled  to  receive 
certain  payments  of  principal  while  the  Class  S  Notes,  the 
Class  A  Notes,  the  Class  B  Notes  and  the  Class  C  Notes  are 
outstanding.  In  addition,  the  Income  Notes  may  be  entitled  to 
receive  certain  payments  while  the  Notes  are  outstanding. 
See  "Description  of  the  Securities — Priority  of  Payments." 

In  addition,  to  the  extent  funds  are  available  therefor  in 
accordance  with  the  Priority  of  Payments,  the  Notes  (other 
than  the  Class  S-1  Notes)  will  be  subject  to  mandatory 
redemption  on  any  Payment  Date  if  the  Coverage  Tests  are 
not  satisfied  as  described  herein.  See  "Description  of  the 
Securities— Principal"  and  "—Mandatory  Redemption." 

Tax  Redemption Subject  to  certain  conditions  described  herein,  the  Notes  will 

be  redeemed  from  Liquidation  Proceeds,  in  whole  but  not  in 
part,  on  any  Payment  Date  upon  the  occurrence  of  a  Tax 
Event,  at  the  written  direction  of,  or  with  the  written  consent 
of,  Holders  of  at  least  66-2/3%  of  the  aggregate  outstanding 
notional  principal  amount  of  the  affected  Income  Notes  or 
Holders  of  at  least  a  Majority  of  any  Class  of  Notes  which,  as 
a  result  of  the  occurrence  of  such  Tax  Event,  have  not 
received  100%  of  the  aggregate  amount  of  principal  and 
interest  or  other  amounts  due  and  payable  to  such  Holders 
(such  redemption,  a  'Tax  Redemption").  No  such  Tax 
Redemption  will  occur  unless  the  expected  Liquidation 
Proceeds  equal  or  exceed  the  Total  Redemption  Amount 
Upon  the  occurrence  of  a  Tax  Redemption,  the  Income  Notes 
will  be  simultaneously  redeemed. 

With  respect  to  a  Tax  Redemption  as  described  above,  the 
Notes  will  be  redeemed  at  their  Redemption  Prices, 
respectively,  as  described  herein.  The  amount  payable  as 
the  final  payment  to  the  Income  Notes  following  any  Tax 
Redemption  will  be  the  Liquidation  Proceeds  remaining  after 
the  payment  of  the  Total  Redemption  Amount  in  accordance 
with  the  Priority  of  Payments. 

See  "Description  of  the  Securities— Tax  Redemption." 

Auction Sixty  days  prior  to  the  Payment  Date  occurring  in  September 

of  each  year  (the  "Auction  Date"),  commencing  on  the 
September  2015  Payment  Date,  the  Collateral  Manager  shall 
take  steps  to  conduct  an  auction  (the  "Auction")  of  the 
Collateral  in  accordance  with  the  procedures  specified  in  the 
Indenture.  If  the  Collateral  Manager  receives  one  or  more 
bids  from  Eligible  Bidders  not  later  than  ten  Business  Days 
prior  to  the  Auction  Date  equal  to  or  greater  than  the 
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Minimum  Bid  Amount,  it  will  sell  the  Collateral  for  settlement 
on  or  before  the  fifth  Business  Day  prior  to  such  Auction  Date 
and  the  Notes  will  be  redeemed  in  whole  on  such  Auction 
Date  (any  such  date,  the  "Auction  Payment  Date").  If  a 
successful  Auction  occurs,  the  Income  Notes  will  also  be 
redeemed  in  full.  The  Collateral  Manager  and  its  affiliates 
shall  be  considered  Eligible  Bidders.  If  the  highest  single  bid 
on  the  entire  portfolio  of  Collateral,  or  the  aggregate  amount 
of  multiple  bids  with  respect  to  individual  items  of  Collateral, 
does  not  equal  or  exceed  the  aggregate  Minimum  Bid 
Amount  or  if  there  is  a  failure  at  settlement,  the  Collateral  will 
not  be  sold  and  no  redemption  of  Notes  or  Income  Notes  on 
the  related  Auction  Date  will  be  made. 

Optional  Redemption  by 

Liquidation The  Notes  may  be  redeemed  by  the  Issuers  from  Liquidation 

Proceeds,  in  whole  but  not  in  part,  on  any  Payment  Date  on 
or  after  the  Payment  Date  occurring  in  March  2010  (the 
"Optional  Redemption  Date"),  at  the  written  direction  of,  or 
with  the  written  consent  of  the  Holders  of  at  least  a  Majority 
of  the  Income  Notes  (an  "Optional  Redemption"  or  an 
"Optional  Redemption  by  Liquidation").  If  the  Holders  of  the 
Income  Notes  so  elect  to  cause  an  Optional  Redemption  by 
Liquidation,  the  Income  Notes  will  also  be  redeemed  in  full. 

In  the  event  of  an  Optional  Redemption  by  Liquidation,  the 
Notes  will  be  redeemed  at  their  Redemption  Prices  as 
described  herein. 

No  Securities  shall  be  redeemed  pursuant  to  an  Optional 
Redemption  by  Liquidation  and  a  final  payment  to  the  Income 
Notes  shall  not  be  made  unless  the  Collateral  Manager 
furnishes  certain  assurances  that  the  Total  Redemption 
Amount  will  be  available  for  distribution  on  the  related 
Optional  Redemption  Date. 

See  "Description  of  the  Securities-Optional  Redemption  by 
Liquidation." 

Optional  Redemption  by 

Refinancing Any  Class  or  Classes  of  Notes  may  be  redeemed  by  the 

Issuers  from  the  net  cash  proceeds  (the  "Refinancing 
Proceeds")  of  a  loan,  credit  or  similar  facility  or  an  issuance 
of  replacement  notes,  from  or  to  one  or  more  financial 
institutions  or  purchasers,  in  whole  but  not  in  part,  on  any 
Payment  Date  on  or  after  the  Optional  Redemption  Date,  at 
the  written  direction  of,  or  with  the  written  consent  of  the 
Holders  of  at  least  a  Majority  of  the  Income  Notes  (an 
"Optional  Redemption"  or  an  "Optional  Redemption  by 
Refinancing")  subject  to  the  satisfaction  of  the  Rating  Agency 
Condition  (other  than  with  respect  to  the  Notes  being 
redeemed)  and  the  other  restrictions  described  herein. 

In  the  event  of  an  Optional  Redemption  by  Refinancing,  the 
Class  or  Classes  of  Notes  subject  to  such  redemption  will  be 
redeemed  at  their  Redemption  Prices  as  described  herein. 
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If  the  Holders  of  the  Income  Notes  so  elect  to  cause  an 
Optional  Redemption  by  Refinancing,  the  Income  Notes  will 
not  be  redeemed  in  full  and  will  remain  outstanding. 

See  "Description  of  the  Notes  and  the  Income  Notes — 
Optional  Redemption  by  Refinancing." 

Mandatory  Redemption On    any    Payment    Date    on    which    the    Class    A/B 

Overcollateralization  Test,  the  Class  C  Overcollateralization 
Test  or  the  Class  D  Overcollateranzation  Test  is  not  satisfied 
as  of  the  preceding  Determination  Date,  certain  of  the  Notes 
(other  than  the  Class  S-1  Notes)  will  be  subject  to  mandatory 
redemption  in  accordance  with  the  Priority  of  Payments,  until 
the  applicable  Notes  have  been  paid  in  full  (a  "Mandatory 
Redemption").  The  Collateral  Manager  is  not  permitted  to 
sell  Collateral  Assets  to  generate  additional  Proceeds  to  be 
applied  to  redeem  the  Notes  except  to  the  extent  such 
Collateral  Assets  may,  at  the  discretion  of  the  Collateral 
Manager,  be  otherwise  sold  as  Credit  Risk  Obligations, 
equity  securities  or  Defaulted  Obligations.  The  Class  S-1 
Notes  and  the  Income  Notes  are  not  subject  to  mandatory 
redemption  as  a  result  of  the  failure  of  any  Coverage  Test. 
See  "Description  of  the  Securities — Mandatory  Redemption" 
and " — Priority  of  Payments." 

Security  for  the  Notes Under  the  terms  of  the  Indenture,  the  Issuer  will  grant  to  the 

Trustee,  for  the  benefit  and  security  of  the  Trustee,  for  itself 
and  on  behalf  of  the  Noteholders,  the  Fiscal  Agent,  the 
Collateral  Administrator,  the  Collateral  Manager,  the 
Cashflow  Swap  Counterparty  and  the  Synthetic  Security 
Counterparty  (together  the  "Secured  Parties"),  to  secure  the 
Issuer's  obligations  under  the  Notes,  the  Indenture,  the 
Cashflow  Swap  Agreement,  the  Collateral  Management 
Agreement  and  the  Synthetic  Securities  (the  "Secured 
Obligations"),  a  first  priority  security  interest  in  the  Collateral. 
The  Income  Notes  will  not  be  secured. 

Reports A  report  will  be  made  available  to  the  Holders  of  the  Notes 

and  Holders  of  the  Income  Notes  and  will  provide  information 
on  the  Collateral  Assets  and  payments  to  be  made  in 
accordance  with  the  Priority  of  Payments  (each,  a  "Payment 
Report")  beginning  in  September  2007.  See  "Security  for  the 
Notes— Reports." 

Coverage  Tests The  following  table  identifies  the  Coverage  Tests  and  the 

value  at  which  such  tests  will  be  satisfied.  See  "Security  for 
the  Notes — The  Coverage  Tests." 

Value  at  Which  Test  is 
Coverage  Test  Satisfied 

Class  A/B     Overcollateralization    Class  A/B 

Test  Overcollateralization 

■■■.-.; Ratio  is  equal  to  or 

greater  than  106.4% 
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The  Offering. 


Minimum  Denominations . 


Form  of  the  Securities . 


Class 
Test 


Class 
Test 


C     Overcollateralization 


D     Overcollateralization 


Class  C 

Overcollateralization 
Ratio  is  equal  to  or 
greater  than  103.3% 

Class  D 

Overcollateralization 
Ratio  is  equal  to  or 
greater  than  101.1% 


On  the  Closing  Date,  the  Class  A/B  Overcollateralization 
Ratio  is  expected  to  be  109.6%,  the  Class  C 
Overcollateralization  Ratio  is  expected  to  be  105.5%  and  the 
Class  D  Overcollateralization  Ratio  is  expected  to  be  102.2%. 

The  Securities  are  being  offered  to  non-U.S.  Persons  in 
offshore  transactions  in  reliance  on  Regulation  S,  and  in  the 
United  States  to  persons  who  are  Qualified  Institutional 
Buyers  purchasing  in  reliance  on  the  exemption  from 
registration  under  Rule  144A  or,  with  respect  to  Income  Notes 
only,  Accredited  Investors  purchasing  in  transactions  exempt 
from  registration  under  the  Securities  Act.  Each  purchaser 
who  is  a  U.S.  Person  must  also  be  a  Qualified  Purchaser. 
Each  Accredited  Investor  must  have  a  net  worth  of  at  least 
U.S.$10  million.  See  "Description  of  the  Securities— Form  of 
the  Securities,"  "Underwriting"  and  "Notice  to  Investors." 

The  Notes  will  be  issued  in  minimum  denominations  of. 
U.S.$250,000  (in  the  case  of  the  Rule  144A  Notes)  and 
U.S.$1 00,000  (in  the  case  of  the  Regulation  S  Notes)  and 
integral  multiples  of  U.S.$1  in  excess  thereof  for  each  Class 
of  Notes.  The  Income  Notes  will  be  issued  in  minimum 
denominations  of  U.S.$1 00,000  and  integral  multiples  of 
U.S.$1  in  excess  thereof. 

Each  Class  of  Notes  sold  In  offshore  transactions  in  reliance 
on  Regulation  S  will  initially  be  represented  by  one  or  more 
temporary  global  notes  (each,  a  'Temporary  Regulation  S 
Global  Note").  Each  Temporary  Regulation  S  Global  Note 
will  be  deposited  on  the  Closing  Date  with  The  Bank  of  New 
York  as  custodian  for,  and  registered  in  the  name  of  Cede  & 
Co.  as  nominee  of  The  Depository  Trust  Company  (" DTC"), 
for  the  respective  accounts  of  Euroclear  Bank  SA/N.V.,  as 
operator  of  the  Euroclear  System  ("Euroclear"),  and 
Clearstream  Banking,  societe  anonyme  ("Clearstream"). 
Beneficial  interests  in  a  Temporary  Regulation  S  Global  Note 
may  be  held  only  through  Euroclear  or  Clearstream  and  may 
not  be  held  at  any  time  by  a  U.S.  Person  ("U.S.  Person")  (as 
such  term  is  defined  in  Regulation  S  under  the  Securities 
Act). 

Each  Class  of  Rule  144A  Notes  will  be  issued  in  the  form  of 
one  or  more  global  notes  in  fully  registered  form  (the  "Rule 
144A  Global  Notes"  and,  together  with  the  Temporary 
Regulation  S  Global  Notes  and  the  Regulation  S  Global 
Notes,  the  "Global  Notes"),  deposited  with  The  Bank  of  New 
York  as  custodian  for,  and  registered  in  the  name  of  Cede  & 
Co.  as  nominee  of,  DTC,  which  will  credit  the  account  of  each 
of  its  participants  with  the  principal  amount  of  Notes  being 
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Governing  Law . 


Listing  and  Trading. 


Ratings . 


Tax  Status 

ERISA  Considerations . 


purchased  by  or  through  such  participant.  Beneficial  interests 
in  the  Rule  144A  Global  Notes  will  be  shown  on,  and 
transfers  thereof  will  be  effected  only  through,  records 
maintained  by  DTC  and  its  direct  and  indirect  participants. 

The  Class  D  Notes  (other  than  the  Regulation  S  Class  D 
Notes)  will  be  evidenced  by  one  or  more  notes  in  definitive, 
fully  registered  form,  registered  in  the  name  of  the  owner 
thereof  (each,  a  "Definitive  Note"). 

Beneficial  interests  in  the  Global  Notes  and  the  Definitive 
Notes  may  not  be  transferred  except  in  compliance  with  the 
transfer  restrictions  described  herein.  See  "Description  of  the 
Securities — Form  of  the  Securities"  and  "Notice  to  Investors." 

The  Income  Notes  (other  than  the  Regulation  S  Income 
Notes)  will  be  evidenced  by  one  or  more  notes  in  definitive, 
fully  registered  form,  registered  in  the  name  of  the  owner 
thereof  (each,  an  "Income  Note  Certificate").  The  Regulation 
S  Income  Notes  will  be  evidenced  by  a  global  note  in  fully 
registered  form.  The  Income  Notes  may  not  be  transferred 
except  in  compliance  with  the  transfer  restrictions  described 
herein.  See  "Description  of  the  Securities — Form  of  the 
Securities"  and  "Notice  to  Investors." 

The  Indenture,  the  Notes,  the  Cashflow  Swap  Agreement,  the 
Synthetic  Securities,  the  Collateral  Administration  Agreement 
and  the  Collateral  Management  Agreement  will  be  governed 
by  the  laws  of  the  State  of  New  York.  The  Deed  of  Covenant, 
including  the  Terms  and  Conditions  of  the  Income  Notes  and 
the  Income  Notes,  the  Fiscal  Agency  Agreement  will  be 
governed  by  the  laws  of  the  Cayman  Islands. 

There  is  currently  no  market  for  the  Notes  or  Income  Notes 
and  there  can  be  no  assurance  that  such  a  market  will 
develop.  See  "Risk  Factors — Securities — Limited  Liquidity 
and  Restrictions  on  Transfer."  Application  may  be  made  to 
admit  the  Securities  on  a  stock  exchange  of  the  issuer's 
choice,  if  practicable.  There  can  be  no  assurance  that  such 
admission  will  be  sought,  granted  or  maintained.  See  "Listing 
and  General  Information." 

It  is  a  condition  of  the  issuance  of  the  Securities  that  the 
Class  S  Notes,  the  Class  A-1  Notes  and  the  Class  A-2  Notes 
be  rated  "Aaa"  by  Moody's  and  "AAA"  by  S&P,  that  the  Class 
B  Notes  be  rated  at  least  "Aa2"  by  Moody's  and  at  least  "AA" 
by  S&P,  that  the  Class  C  Notes  be  rated  at  least  "A2"  by 
Moody's  and  at  least  "A"  by  S&P  and  that  the  Class  D  Notes 
be  rated  at  least  "Baa2"  by  Moody's  and  at  least  "BBB"  by 
S&P.  The  Income  Notes  will  not  be  rated.  A  credit  rating  is 
not  a  recommendation  to  buy,  sell  or  hold  securities  and  may 
be  subject  to  revision  or  withdrawal  at  any  time  by  the 
assigning  rating  agency.  See  "Ratings  of  the  Notes." 

See  "Income  Tax  Considerations." 

.  See  "ERISAConsiderations." 
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The  Offering 

Securities  Issued 

Class  Designation 

S-1 

S-2 

A-1a 

A-1b 

A-1c 

A-1d 

A-2 

B 

C 

D 

Original  Principal  Amount 

U.S.S9.000.000 

U.S.SB.300.000 

U.S.S100.000.000 

U.S.S200.000.000 

U.S.S100,00D,000  J.S.S100.0O0.OO0 

U.S.$305.000.000  U.S.S107,000,000 

U.S.$36.000,000 

U.S.S30.000.000 

U.S.$22,0u0.O00 

Stated  Maturity 

September  S,  2011 

December  3, 2039 

September  3, 2044 

December  3, 2047 

Minimum  Denomination 
(Inteqral  Multiples): 

Rule  144A 

S250.000 
(SO 

$250,000 
($1) 

$250,000 
(S1> 

$250,000 
($1) 

$250,000 
($1) 

$250,000 
($1) 

$250,000 
(S1) 

$250,000 
($1) 

$250,000 
(SO 

$250,000 
($0 

$100,000 
(50 

RegS 

$100,000 
(S1) 

$100,000 
(*D 

$100,000 
(51) 

$100,000 
(S1> 

$100,000 

($1) 

$100,000 
(S1) 

$100,000 

($1) 

$100,000 

($1) 

$100,000 
ISO 

$100,000 
($0 

$100,000 

($1) 

RegD 

n;a 

N/A 

N/A 

N/A 

N/A 

N/A 

N/A 

N/A 

N/A 

N/A 

N/A 

Applicable  Investment 
Company  Act  of  1940 
Exemption 

3(c)(7) 

Initial  Ratings: 

Moody's 

Asa 

Aaa 

Aaa 

Aaa 

Aaa 

Aaa 

Aaa 

As2 

A2 

Baa2 

N/A 

S&P 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AAA 

AA 

A 

BBB 

N/A 

Deferred  Interest 

No 

No 

No 

No 

No 

No 

No 

No 

Yes 

Yes 

N/A 

Prlclnq  Date 

March  13,  2007 

Closing  Date 

March  27,  2007 

Interest  Rate     . 

3  Month  LIBOR 
♦  0.20% 

3  Monlh  LIBOR 
♦  0.35*. 

3  Month  LIBOR 
+  0.05% 

3  Monlh  LIBOR 
♦  0.50% 

3  Monlh  LIBOR 
♦  0.80% 

3  Month  LIBOR 
♦  1.30% 

3  Month  LIBOR 

♦  0.90% 

3  Month  LIBOR 
♦1.40% 

3  Monlh  LIBOR 
♦  4.00% 

3  Month  LIBOR 
♦  10.00% 

N/A 

Fixed  or  Floatinq  Rate 

Floating 

Floating 

Floatinq 

Floatinq 

Floatinq 

Floatinq 

Floatinq 

Floating 

Floating 

Floating 

N/A 

Interest  Accrual  Periodd] 

Floellnq  Period 

Floatinq  Period 

Floatinq  Period 

Floating  Period 

Floatinq  Period 

Floatinq  Period 

Floatinq  Period 

Floatinq  Period 

Floatinq  Period 

Floatinq  Period 

N/A 

Dates  of  Payment 

(I)  the  third  day  of  each  March,  June,  September  and  December  (or  If  such  day  Is  not  a  Business  Day,  the  next  succeeding  Business  Day)  and  at  Stated  Maturity  (each,  a  "Scheduled  Payment  0810")  and  (II)  any 
Redemption  Date 

First  Payment  Date 

September  4. 
2007 

September  4, 
2007 

September  4. 
2007 

September  4. 
2007 

September  4, 
2007 

September  4. 
2007 

September  4, 
2007 

September  4. 
2007 

September  4. 
2007 

September  4, 
2007 

September  4, 
2007 

Record  Date 

Business  Day  prior  to  the  applicable  Payment  Date  (or  the  10th  Business  Day  prior  to  the  applicable  Payment  Date  for  Securities  issued  In  definitive  form) 

Frequency  of  Payments 

Quarterly 

Quarterly 

Quarterly 

Quarterly 

Quarterly 

Quarterly 

Quarterly 

Quarterly 

Quarterly 

Quarterly 

Quarterly 

Day  Count        t 

Actual/360 

Actual/360 

Actual/360 

Actual/360 

Actual/360 

Actual/360 

Adual/360 

Actual/360 

Actual/ 360 

Actual/360 

N/A 

Form  or  Securities: 

Global 

Yes 

L          Y8S 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Certificated 

No 

No 

No 

No 

No 

No 

No 

No 

No 

Yes 

Yes 

CUSIPS  Rule  144A 

L        88714PAA4 

88714PAK2 

88714PAB2 

88714PAC0 

88714PAD8 

88714PAE8 

88714PAF3 

88714PAG1 

88714PAH9 

BB714PAJ5 

88714NAAB 

CUSIPSReqS 

G8878YAA8 

GBB78YAL4 

G8878YAB6 

G8876YAC4 

G8878YAD2 

G8878YAE0 

G8878YAF7 

G8878YAG5 

G8878YAH3 

G8878YAK6 

G8878DAA4 

ISIN  Reg  S 

USG8878YAA85 

USG8878YAL41 

USG6878YAB68 

USG8878YAC42 

USG8878YAD25 

USG8B78YAE08 

USG8878YAF72 

USG8B78YAG95 

USG8878YAH39 

USG8878YAK67 

USG3878DAA49 

CUSIPS  REG  D 

N/A 

N/A 

N/A 

N/A 

N/A 

N/A 

N/A 

N/A 

N/A 

N/A 

88714NAB7 

Clearing  Method: 

Rule  144A 

DTC 

OTC 

DTC 

DTC             j            DTC 

DTC 

DTC 

DTC 

DTC 

Physical 

Physical 

ReqS 

Eurodear 

Eurodear 

Eurodear 

Eurodear        I       Eurodear 

Eurodear 

Eurodear 

Eurodear 

Eurodear 

Eurodear 

Eurodear 

1.  "Floating  Period"  means,  with  respect  to  the  Class  S  Notes,  Die  Class  A-1  Notes,  the  Class  A-2  Notes,  the  Class  B  Notes,  the  Class  C  Notes  and  the  Class  O  Notes  and  any  Payment  Date,  the  period  commencing  on  and  including  the  immediately 

preceding  Payment  Date  (or  the  Closing  Date  In  the  case  of  (ha  first  Interest  Accrual  Period)  and  ending  on  and  including  the  day  immediately  preceding  such  Payment  Date. 


CO 


CD 
CO 

i 

m 

■ 

o 

NJ 

CO 
N3 
CJI 
J> 
O 
Oi 


36 


Footnote  Exhibits  -  Page  5496 


RISK  FACTORS 

Prior  to  making  an  investment  decision,  prospective  investors  should  carefully  consider,  in 
addition  to  the  matters  set  forth  elsewhere  in  this  Offering  Circular,  the  following  factors: 

Securities 

Limited  Liquidity  and  Restrictions  on  Transfer.  There  is  currently  no  market  for  the  Securities. 
Although  the  Initial  Purchaser  has  advised  the  Issuers  that  it  intends  to  make  a  market  in  the  Securities, 
the  Initial  Purchaser  is  not  obligated  to  do  so,  and  any  such  market  making  with  respect  to  the  Securities 
may  be  discontinued  at  any  time  without  notice.  There  can  be  no  assurance  that  any  secondary  market 
for  any  of  the  Notes  will  develop  or,  if  a  secondary  market  does  develop,  that  it  will  provide  the  Holders  of 
the  Notes  with  liquidity  of  investment  or  that  it  will  continue  for  the  life  of  such  Notes  and  consequently  a 
purchaser  must  be  prepared  to  hold  the  Notes  until  maturity.  Consequently,  a  purchaser  must  be 
prepared  to  hold  the  Notes  for  an  indefinite  period  of  time  or  until  Stated  Maturity.  Since  it  is  likely  that 
there  will  never  be  a  secondary  market  for  the  Income  Notes,  a  purchaser  must  be  prepared  to  hold  its 
Income  Notes  until  the  Stated  Maturity. 

In  addition,  no  sale,  assignment,  participation,  pledge  or  transfer  of  the  Securities  may  be 
effected  if,  among  other  things,  it  would  require  any  of  the  Issuer,  the  Co-Issuer  or  any  of  their  officers  or 
directors  to  register  under,  or  otherwise  be  subject  to  the  provisions  of,  the  Investment  Company  Act  or 
any  other  similar  legislation  or  regulatory  action.  Furthermore,  the  Securities  will  not  be  registered  under 
the  Securities  Act  or  any  state  securities  laws  or  the  laws  of  any  other  jurisdiction,  and  the  Issuer  has  no 
plans,  and  is  under  no  obligation,  to  register  the  Securities  under  the  Securities  Act  or  any  state  securities 
laws  or  under  the  laws  of  any  other  jurisdiction.  The  Securities  are  subject  to  certain  transfer  restrictions 
and  can  be  transferred  only  to  certain  transferees  as  described  herein  under  "Description  of  the 
Securities — Form  of  the  Securities"  and  "Notice  to  Investors."  Such  restrictions  on  the  transfer  of  the 
Securities  may  further  limit  their  liquidity.  See  "Description  of  the  Securities — Form  of  the  Securities." 
Application  may  be  made  to  admit  the  Securities  on  a  stock  exchange  of  the  Issuer's  choice,  if 
practicable.  There  can  be  no  assurance  that  such  admission  will  be  sought,  granted  or  maintained. 

Limited  Recourse  Obligations.  The  Income  Notes  and  the  Class  D  Notes  will  be  limited  recourse 
obligations  of  the  Issuer  and  the  Notes  (other  than  the  Class  D  Notes)  will  be  limited  recourse  obligations 
of  the  Issuers  payable  solely  from  the  Collateral  pledged  by  the  Issuer  to  secure  the  Notes.  The  Income 
Notes  are  denominated  as  debt  of  the  Issuer  and  are  not  secured  by  the  Collateral  Assets  or  the  other 
collateral  securing  the  Notes.  None  of  the  Collateral  Manager,  the  Holders  of  the  Notes,  the  Holders  of 
the  Income  Notes,  the  Initial  Purchaser,  the  Trustee,  the  Issuer  Administrator,  the  Agents,  the  Cashflow 
Swap  Counterparty  or  any  affiliates  of  any  of  the  foregoing  or  the  Issuers'  affiliates  or  any  other  person  or 
entity  will  be  obligated  to  make  payments  on  the  Notes  or  the  Income  Notes.  Consequently,  Holders  of 
the  Notes  and  Income  Notes  must  rely  solely  on  distributions  on  the  Collateral  pledged  to  secure  the 
Notes  for  the  payment  of  principal,  interest  and  premium,  if  any,  thereon.  If  distributions  on  the  Collateral 
are  insufficient  to  make  payments  on  the  Notes  and  Income  Notes,  no  other  assets  (and,  in  particular,  no 
assets  of  the  Collateral  Manager,  the  Holders  of  the  Notes,  the  Holders  of  the  Income  Notes,  the  Initial 
Purchaser,  the  Trustee,  the  Issuer  Administrator,  the  Agents,  the  Cashflow  Swap  Counterparty  or  any 
affiliates  of  any  of  the  foregoing)  will  be  available  for  payment  of  the  deficiency,  and  following  realization 
of  the  Collateral  pledged  to  secure  the  Notes,  the  obligations  of  the  Issuers  to  pay  such  deficiency  shall 
be  extinguished. 

Subordination  of  the  Securities.  Payments  of  principal  on  the  Class  S-1  Notes  will  be  senior  to 
payments  of  principal  of  the  Class  S-2  Notes,  the  Class  A-1  Notes,  Class  A-2  Notes,  Class  B  Notes, 
Class  C  Notes  and  Class  D  Notes  and  senior  to  payments  on  the  Income  Notes  on  each  Payment  Date. 
Payments  of  principal  on  the  Class  S-2  Notes  will  be  senior  to  payments  of  principal  of  the  Class  A-2 
Notes,  Class  B  Notes,  Class  C  Notes  and  Class  D  Notes  and  senior  to  payments  on  the  Income  Notes  on 
each  Payment  Date.  Payments  of  principal  on  the  Class  A-1  Notes  will  be  senior  to  payments  of  principal 
of  the  Class  A-2  Notes,  Class  B  Notes,  Class  C  Notes  and  Class  D  Notes  and  senior  to  payments  on  the 
Income  Notes  on  each  Payment  Date.  Payments  of  principal  on  the  Class  S-2  Notes  and  the  Class  A-1 


37 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-021 825407 


Footnote  Exhibits  -  Page  5497 


Notes  will  be  paid  as  described  in  the  Priority  of  Payments.  Payments  of  principal  on  the  Class  A-2  Notes 
will  be  senior  to  payments  of  principal  of  the  Class  B  Notes,  Class  C  Notes  and  Class  D  Notes  and  senior 
to  payments  on  the  Income  Notes  on  each  Payment  Date.  Payments  of  principal  on  the  Class  B  Notes 
will  be  senior  to  payments  of  principal  on  the  Class  C  Notes  and  the  Class  D  Notes  and  senior  to 
payments  on  the  Income  Notes  on  each  Payment  Date.  Payments  of  principal  on  the  Class  C  Notes  will 
be  senior  to  payments  of  principal  on  the  Class  D  Notes  and  senior  to  payments  on  the  Income  Notes  on 
each  Payment  Date.  Payments  of  principal  on  the  Class  D  Notes  due  on  any  Payment  Date  will  be  senior 
to  payments  on  the  Income  Notes  on  such  Payment  Date.  As  a  result  of  the  Priority  of  Payments, 
notwithstanding  the  subordination  of  the  Notes  described  under  "Description  of  the  Securities — Status 
and  Security,"  the  Class  S-2  Notes  will  be  entitled  to  receive  certain  payments  of  principal  while  the  Class 
S-1  Notes  are  outstanding,  the  Class  A-1  Notes  will  be  entitled  to  receive  certain  payments  of  principal 
while  the  Class  S  Notes  are  outstanding,  the  Class  A-2  Notes  will  be  entitled  to  receive  certain  payments 
of  principal  while  the  Class  S  Notes  and  the  Class  A-1  Notes  are  outstanding,  the  Class  B  Notes  will  be 
entitled  to  receive  certain  payments  of  principal  while  the  Class  S  Notes  and  the  Class  A  Notes  are 
outstanding,  the  Class  C  Notes  will  be  entitled  to  receive  certain  payments  of  principal  while  the  Class  S 
Notes,  the  Class  A  Notes  and  the  Class  B  Notes  are  outstanding  and  the  Class  D  Notes  will  be  entitled  to 
receive  certain  payments  of  principal  while  the  Class  S  Notes,  the  Class  A  Notes,  the  Class  B  Notes  and 
the  Class  C  Notes  are  outstanding.  In  addition,  the  Income  Notes  will  be  entitled  to  receive  certain 
payments  while  the  Notes  are  outstanding.  See  "Description  of  the  Securities — Priority  of  Payments."  To 
the  extent  that  any  losses  are  incurred  by  the  Issuer  in  respect  of  any  Collateral,  such  losses  will  be  borne 
first  by  Holders  of  the  Income  Notes;  then,  by  Holders  of  the  Class  D  Notes;  then,  by  Holders  of  the  Class 
C  Notes;  then,  by  Holders  of  the  Class  B  Notes;  then,  by  Holders  of  the  Class  A-2  Notes;  then,  by  Holders 
of  the  Class  S-2  Notes;  then,  by  the  Holders  of  the  Class  A-1d  Notes;  then,  by  the  Holders  of  the  Class  A- 
1c  Notes;  then,  by  the  Holders  of  the  Class  A-1b  Notes;  then,  by  the  Holders  of  the  Class  A-1  a  Notes  and 
finally,  by  Holders  of  the  Class  S-1  Notes. 

Payments  of  interest  on  the  Class  S-1  Notes  due  on  any  Payment  Date  will  be  senior  to 
payments  of  interest  on  the  Class  S-2  Notes,  the  Class  A-1  Notes,  Class  A-2  Notes,  Class  B  Notes,  Class 
C  Notes  and  Class  D  Notes  and  senior  to  payments  on  the  Income  Notes  on  such  Payment  Date. 
Payments  of  interest  on  the  Class  S-2  Notes  due  on  any  Payment  Date  will  be  paid  pro  rata  with 
payments  of  interest  on  the  Class  A-1  Notes  and  the  Class  A-2  Notes  and  will  be  senior  to  payments  of 
interest  on  the  Class  B  Notes,  Class  C  Notes  and  Class  D  Notes  and  senior  to  payments  on  the  Income 
Notes  on  such  Payment  Date.  Payments  of  interest  on  the  Class  A-1  Notes  due  on  any  Payment  Date 
will  be  paid  pro  rata  with  payments  of  interest  on  the  Class  S-2  Notes  and  the  Class  A-2  Notes  and  will  be 
senior  to  payments  of  interest  on  the  Class  B  Notes,  Class  C  Notes  and  Class  D  Notes  and  senior  to 
payments  on  the  Income  Notes  on  such  Payment  Date.  Payments  of  interest  on  the  Class  A-2  Notes  due 
on  any  Payment  Date  will  be  paid  pro  rata  with  payments  of  interest  on  the  Class  S-2  Notes  and  the 
Class  A-1  Notes  and  will  be  senior  to  payments  of  interest  oh  the  Class  B  Notes,  Class  C  Notes  and 
Class  D  Notes  and  senior  to  payments  on  the  Income  Notes  on  such  Payment  Date.  Payments  of 
interest  on  the  Class  B  Notes  due  on  any  Payment  Date  will  be  senior  to  payments  of  interest  on  the 
Class  C  Notes  and  the  Class  D  Notes  and  senior  to  payments  on  the  Income  Notes  on  such  Payment 
Date.  Payments  of  interest  on  the  Class  C  Notes  due  on  any  Payment  Date  will  be  senior  to  payments  of 
interest  on  the  Class  D  Notes  and  senior  to  payments  on  the  Income  Notes  on  such  Payment  Date. 
Payments  of  interest  on  the  Class  D  Notes  due  on  any  Payment  Date  will  be  senior  to  payments  on  the 
Income  Notes  on  such  Payment  Date.    See  "Description  of  the  Securities." 

On  any  Payment  Date  on  which  certain  conditions  are  satisfied  and  funds  are  available  therefor, 
the  "shifting  principal"  method  in  clause  (xii)  of  the  Priority  of  Payments  may  permit  Holders  of  the  Class  A 
Notes,  the  Class  B  Notes,  Class  C  Notes  and  Class  D  Notes  to  receive  payments  of  principal  in 
accordance  with  the  Priority  of  Payments  while  more  senior  Classes  of  Notes  remain  outstanding  and 
may  permit  distributions  of  Principal  Proceeds  to  the  Holders  of  the  Income  Notes,  to  the  extent  funds  are 
available  in  accordance  with  the  Priority  of  Payments,  while  the  Notes  are  outstanding.  Amounts  property 
paid  pursuant  to  the  Priority  of  Payments  to  a  junior  Class  of  Notes  or  to  the  Income  Notes  will  not  be 
recoverable  in  the  event  of  a  subsequent  shortfall  in  the  amount  required  to  pay  a  more  senior  Class  of 
Notes. 
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Holders  of  the  Controlling  Class  may  not  be  able  to  effect  a  liquidation  of  the  Collateral  in  an 
Event  of  Default;  Holders  of  other  Classes  of  Notes  and  the  Income  Notes  may  be  Adversely  Affected  by 
Actions  of  the  Controlling  Class.  If  an  Event  of  Default  occurs  and  is  continuing,  a  Majority  of  the 
Controlling  Class  will  be  entitled  to  determine  the  remedies  to  be  exercised  under  the  Indenture;  however, 
the  Majority  of  the  Controlling  Class  will  not  be  able  to  direct  a  sale  or  liquidation  of  the  Collateral  unless, 
among  other  things,  the  Trustee  determines  that  the  anticipated  proceeds  of  such  sale  or  liquidation  (after 
deducting  the  reasonable  expenses  of  such  sale  or  liquidation)  would  be  sufficient  to  pay  in  full  the  sum  of 
(A)  the  principal  (including  any  Class  C  Deferred  Interest  and  Class  D  Deferred  Interest)  and  accrued 
interest  (including  all  Defaulted  Interest,  and  interest  thereon)  and  any  other  amounts  due  with  respect  to 
all  the  outstanding  Notes,  (B)  unpaid  Administrative  Expenses,  (C)  all  amounts  payable  by  the  Issuer  to 
the  Synthetic  Security  Counterparty  or  an  assignee  of  a  Synthetic  Security  (other  than  Defaulted 
Synthetic  Security  Termination  Payments)  net  of  all  amounts  payable  to  the  Issuer  by  any  Synthetic 
Security  Counterparty  or  an  assignee  of  a  Synthetic  Security,  (D)  all  amounts  payable  by  the  Issuer  to 
any  Cashflow  Swap  Counterparty  (including  any  applicable  termination  payments  other  than  Defaulted 
Cashflow  Swap  Termination  Payments)  net  of  all  amounts  payable  to  the  Issuer  by  any  Cashflow  Swap 
Counterparty,  (E)  accrued  and  unpaid  Deferred  Structuring  Expenses,  (F)  accrued  and  unpaid  Collateral 
Management  Fees,  including  any  Cumulative  Deferred  Management  Fees  and  (G)  all  other  items  in  the 
Priority  of  Payments  ranking  prior  to  payments  on  the  Notes.  There  can  be  no  assurance  that  proceeds 
of  a  sale  and  liquidation,  together  with  all  other  available  funds,  will  be  sufficient  to  pay  in  full  such 
amount.  In  addition,  even  if  the  anticipated  proceeds  of  such  sale  or  liquidation  would  not  be  sufficient  to 
pay  in  full  such  amount,  the  Holders  of  a  SupraMajority  of  the  Controlling  Class  and  any  Cashflow  Swap 
Counterparty  (unless  any  such  Cashflow  Swap  Counterparty  will  be  paid  in  full  the  amounts  due  to  it  other 
than  any  Defaulted  Cashflow  Swap  Termination  Payments  at  the  time  of  distribution  of  the  proceeds  of 
any  sale  or  liquidation  of  the  Collateral)  may  direct  the  sale  and  liquidation  of  the  Collateral. 

Remedies  pursued  by  the  Holders  of  the  Class  S-1  Notes  and  the  Class  A-1  Notes  could  be 
adverse  to  the  interests  of  the  Holders  of  the  Class  S-2  Notes,  the  Class  A-2  Notes,  the  Class  B  Notes, 
the  Class  C  Notes,  the  Class  D  Notes  and  the  Income  Notes.  After  the  Class  S-1  Notes  and  the  Class  A- 
1  Notes  are  no  longer  outstanding,  the  Holders  of  the  Class  S-2  Notes  and  Class  A-2  Notes  will  be 
entitled  to  determine  the  remedies  to  be  exercised  under  the  Indenture  (except  as  noted  above)  if  an 
Event  of  Default  occurs.  After  the  Class  S  Notes  and  the  Class  A  Notes  are  no  longer  outstanding,  the 
Holders  of  the  Class  B  Notes  will  be  entitled  to  determine  the  remedies  to  be  exercised  under  the 
Indenture  (except  as  noted  above)  if  an  Event  of  Default  occurs.  After  the  Class  S  Notes,  the  Class  A 
Notes  and  the  Class  B  Notes  are  no  longer  outstanding,  the  Holders  of  the  Class  C  Notes  will  be  entitled 
to  determine  the  remedies  to  be  exercised  under  the  Indenture  (except  as  noted  above)  if  an  Event  of 
Default  occurs.  After  the  Class  S  Notes,  the  Class  A  Notes,  the  Class  B  Notes  and  the  Class  C  Notes  are 
no  longer  outstanding,  the  Holders  of  the  Class  D  Notes  will  be  entitled  to  determine  the  remedies  to  be 
exercised  under  the  Indenture  (except  as  noted  above)  if  an  Event  of  Default  occurs.  See  "Description  of 
the  Securities— The  Indenture  and  the  Fiscal  Agency  Agreement— Events  of  Default." 

CDO  Securities  May  Defer  Interest.  Certain  of  the  CDO  Securities  and  Synthetic  Securities  the 
Reference  Obligations  of  which  are  CDO  Securities  as  of  the  Closing  Date  consists  of  or  references  PIK 
Bonds.  While  the  Cashflow  Swap  Counterparty  will  make  advances  to  the  Issuer  to  cover  certain 
Cashflow  Swap  Shortfall  Amounts  that  could  result  in  a  shortfall  of  current  interest  payments  on  the  Class 
S  Notes,  the  Class  A  Notes  and  the  Class  B  Notes,  the  Issuer  may  have  insufficient  funds  as  a  result  of 
such  deferrals  or  payments  "in-kind"  to  make  payments  on  the  Notes  or  distributions  in  respect  of  the 
Income  Notes. 

Status  of  the  Income  Notes.  The  Income  Notes  are  unsecured  debt  obligations  of  the  Issuer  and 
are  not  secured  by  the  Collateral  Assets  or  the  other  Collateral  securing  the  Notes.  As  such,  the  Holders 
of  the  Income  Notes  will  rank  behind  the  Holders  of  the  Notes  and  any  other  secured  creditors  as  set  forth 
in  the  Indenture  and  pari  passu  with  the  unsecured  creditors,  whether  secured  or  unsecured  and  known 
or  unknown,  of  the  Issuer.  No  person  or  entity  other  than  the  Issuer  will  be  required  to  make  any 
payments  on  the  Income  Notes.  Except  with  respect  to  the  obligations  of  the  Issuer  to  make  payments 
pursuant  to  the  Priority  of  Payments  (and  outside  of  the  Priority  of  Payments  with  respect  to  the  Synthetic 
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Security  Counterparties),  the  Issuer  does  not  expect  to  have  any  creditors.  The  funds  available  to  be  paid 
to  the  Fiscal  Agent  for  the  benefit  of  the  Holders  of  the  Income  Notes  will  depend  in  part  on  the  weighted 
average  of  the  Note  Interest  Rates. 

Amounts  on  deposit  in  the  Income  Note  Payment  Account  (as  defined  herein)  will  not  be  available 
to  pay  amounts  due  to  the  Holders  of  the  Notes,  the  Trustee,  the  Collateral  Manager,  the  Cashflow  Swap 
Counterparty,  the  Synthetic  Security  Counterparty  or  any  other  creditor  of  the  Issuer  whose  claim  is 
limited  in  recourse  to  the  Collateral.  However,  amounts  on  deposit  in  the  Income  Note  Payment  Account 
(as  defined  herein)  may  be  subject  to  the  claims  of  creditors  of  the  Issuer  that  have  not  contractually 
limited  their  recourse  to  the  Collateral.  The  Indenture  and  the  Fiscal  Agency  Agreement  will  limit  the 
Issuer's  activities  to  the  issuance  and  sale  of  the  Securities,  the  acquisition  and  disposition  of  the 
Collateral  Assets,  the  acquisition  and  disposition  of,  and  investment  and  reinvestment  in,  the  Eligible 
Investments  and  the  other  activities  related  to  the  issuance  and  the  sale  of  the  Securities  described  under 
"The  Issuers".  The  Issuer  does  not  expect  to  have  any  significant  full  recourse  liabilities  that  would  be 
payable  out  of  amounts  on  deposit  in  the  Income  Note  Payment  Account  (as  defined  herein). 

Leveraged  Investment.  The  Income  Notes  represent  a  leveraged  investment  in  the  underlying 
Collateral  Assets.  The  use  of  leverage  generally  magnifies  an  investor's  opportunities  for  gain  and  risk  of 
loss.  Therefore,  changes  in  the  market  value  of  the  Income  Notes  can  be  expected  to  be  greater  than 
changes  in  the  market  value  of  the  underlying  assets  included  in  the  Collateral  Assets,  which  are  also 
subject  to  credit,  liquidity  and  interest  rate  risk. 

Optional  Redemption  and  Tax  Redemption  of  Securities.  Subject  to  the  satisfaction  of  certain 
conditions,  the  Securities  may  be  optionally  redeemed  in  whole  and  not  in  part  (i)  on  any  Payment  Date 
on  or  after  the  March  2010  Payment  Date  in  connection  with  an  Optional  Redemption  by  Liquidation  at 
the  written  direction  of,  or  with  the  written  consent  of,  Holders  of  at  least  a  Majority  of  the  Income  Notes  or 
(ii)  on  any  Payment  Date  upon  the  occurrence  of  a  Tax  Event,  at  the  written  direction  of,  or  with  the 
written  consent  of,  Holders  of  at  least  66-2/3%  of  the  aggregate  outstanding  notional  principal  amount  of 
the  affected  Income  Notes  or  the  Holders  of  at  least  a  Majority  of  any  Class  of  Notes,  if  as  a  result  of  an 
occurrence  of  a  Tax  Event,  such  Class  of  Notes  has  not  received  100%  of  the  aggregate  amount  of 
principal  and  interest  due  and  payable  on  such  Class  of  Notes.  Subject  to  the  satisfaction  of  certain 
conditions,  any  Class  or  Classes  of  Notes  may  be  optionally  redeemed  in  whole  and  not  in  part  on  any 
Payment  Date  on  or  after  the  March  2010  Payment  Date  in  connection  with  an  Optional  Redemption  by 
Refinancing  at  the  written  direction  of,  or  with  the  written  consent  of,  Holders  of  at  least  a  Majority  of  the 
Income  Notes.  If  an  Optional  Redemption  by  Liquidation  or  Tax  Redemption  occurs,  the  Income  Notes 
will  be  redeemed  simultaneously. 

There  can  be  no  assurance  that  after  payment  of  the  Redemption  Prices  for  the  Securities  and  ail 
other  amounts  payable  in  accordance  with  the  Priority  of  Payments,  any  additional  Proceeds  will  remain 
to  distribute  to  the  Holders  of  the  Income  Notes  upon  redemption.  See  "Description  of  the  Securities — 
Optional  Redemption"  and  "—Tax  Redemption."  An  Optional  Redemption  by  Liquidation  or  Tax 
Redemption  of  the  Securities  could  require  the  Collateral  Manager  to  liquidate  positions  more  rapidly  than 
would  otherwise  be  desirable,  which  could  adversely  affect  the  realized  value  of  the  Collateral  Assets 
sold.  In  addition,  the  redemption  procedures  in  the  Indenture  may  require  the  Collateral  Manager  to 
aggregate  securities  to  be  sold  together  in  one  block  transaction,  thereby  possibly  resulting  in  a  lower 
aggregate  realized  value  for  the  Collateral  Assets  sold.  In  any  event,  there  can  be  no  assurance  that  the 
market  value  of  the  Collateral  Assets  will  be  sufficient  for  the  Holders  of  the  Income  Notes  to  direct  an 
Optional  Redemption  or,  in  the  case  of  a  Tax  Redemption,  for  the  Holders  of  the  affected  Class  of  Notes 
or  Income  Notes  to  direct  a  Tax  Redemption.  A  decrease  in  the  market  value  of  the  Collateral  Assets 
would  adversely  affect  the  proceeds  that  could  be  obtained  upon  a  sale  of  the  Collateral  Assets; 
consequently,  the  conditions  precedent  to  the  exercise  of  an  Optional  Redemption  by  Liquidation  or  a  Tax 
Redemption  may  not  be  met.  The  interests  of  the  Holders  of  the  Income  Notes  in  determining  whether  to 
elect  to  effect  an  Optional  Redemption  and  the  interests  of  the  Holders  of  the  affected  Class  of  Notes  and 
the  Income  Notes  with  respect  to  a  Tax  Redemption  may  be  different  from  the  interests  of  the  Holders  of - 
the  other  Classes  of  Securities  in  such  respect.  The  Holders  of  the  Securities  also  may  not  be  able  to 
invest  the  proceeds  of  the  redemption  of  the  Securities  in  one  or  more  investments  providing  a  return 
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equal  to  or  greater  than  the  Holders  of  the  Securities  expected  to  obtain  from  their  investment  in  the 
Securities.  Ah  Optional  Redemption  or  a  Tax  Redemption  will  shorten  the  average  lives  of  the  Securities 
and  the  duration  of  the  Securities  and  may  reduce  the  yield  to  maturity  of  the  Notes. 

Refinancing.  Subject  to  the  satisfaction  of  certain  conditions,  the  Issuer  (at  the  direction  of  or  with 
the  written  consent  of  the  Holders  of  a  Majority  of  the  Income  Notes)  may  effect  an  Optional  Redemption 
through  an  Optional  Redemption  by  Refinancing.  Among  other  reasons,  the  Holders  of  the  Income  Notes 
may  elect  to  direct  the  Issuer  to  effect  an  Optional  Redemption  by  Refinancing  if  interest  rates  on 
investments  similar  to  any  Class  or  Classes  of  Notes  fall  below  current  levels  or  if  such  Holders  otherwise 
expect  the  Issuer  to  be  able  to  achieve  improved  pricing.  If  exercised,  such  Optional  Redemption  by 
Refinancing  would  result  in  each  such  Class  of  Notes  being  redeemed  at  the  Redemption  Price  in  respect 
thereof  at  a  time  when  they  may  be  trading  in  the  market  at  a  premium  and  when  other  investments 
bearing  the  same  rate  of  interest  relative  to  the  level  of  risk  assumed  may  be  difficult  or  expensive  to 
acquire.  In  addition,  if  any  Class  or  Classes  of  Notes  are  redeemed  in  connection  with  an  Optional 
Redemption  by  Refinancing  in  which  additional  notes  are  issued  or  borrowings  under  secured  loans  are 
made,  the  Income  Notes  will  be,  and  certain  Classes  of  Notes  may  be,  subordinate  to  payments  on  such 
additional  notes  or  secured  loans.  The  additional  notes  issued,  or  secured  loans  obtained,  as  the  case 
may  be,  in  connection  with  an  Optional  Redemption  by  Refinancing  would  have  such  terms  and  priorities 
as  are  negotiated  at  the  time  and  that  are  set  forth  in  a  supplemental  indenture. 

Auction.  There  can  be  no  assurance  that  an  Auction  of  the  Collateral  on  any  Auction  Date  will  be 
successful.  The  failure  of  an  Auction  may  lengthen  the  expected  average  lives  of  the  Notes  and  the 
duration  of  the  Income  Notes,  may  reduce  the  yield  to  maturity  of  the  Notes  and  may  adversely  affect  the 
yield  on  the  Income  Notes.  A  successful  Auction  of  the  Collateral  is  not  required  to  result  in  any  proceeds 
for  distribution  to  the  Holders  of  the  Income  Notes.  Accordingly,  in  the  event  of  an  Auction,  Holders  of 
Income  Notes  may  have  their  Income  Notes  redeemed  without  receiving  any  additional  distributions  on 
such  Income  Notes.  In  addition,  the  success  of  an  Auction  will  shorten  the  average  lives  of  the  Notes  and 
the  duration  of  the  Securities  and  may  reduce  the  yield  to  maturity  of  the  Notes. 

Mandatory  Redemption  of  Notes.  If  the  Class  A/B  Overcollateralization  Test  is  not  met  on  the 
Determination  Date  immediately  preceding  a  Payment  Date,  Proceeds  that  otherwise  might  have  been 
distributed  to  the  Holders  of  the  Class  C  Notes,  the  Class  D  Notes  and  the  Income  Notes  will  be  used  to 
redeem,  first,  the  Class  A-1  Notes  until  paid  in  full  (in  accordance  with  the  Class  A-1  Note  Payment 
Sequence),  second,  the  Class  S-2  Notes  until  paid  in  full,  third,  the  Class  A-2  Notes  until  paid  in  full  and 
fourth,  the  Class  B  Notes  until  paid  in  full.  If  the  Class  C  Overcollateralization  Test  is  not  met  on  the 
Determination  Date  immediately  preceding  a  Payment  Date,  Proceeds  that  otherwise  might  have  been 
distributed  to  the  Holders  of  the  Class  D  Notes  and/or  the  Holders  of  the  Income  Notes  will  be  used  (a)  to 
redeem,  from  Principal  Proceeds  only,  pro  rata,  the  Class  A  Notes  until  paid  in  full  {provided,  that  the 
Class  A-1  Notes  will  be  paid  in  accordance  with  the  Class  A-1  Note  Payment  Sequence),  the  Class  B 
Notes  until  paid  in  full  and  the  Class  C  Notes  until  paid  in  full;  provided,  however,  that  if  the  Net 
Outstanding  Portfolio  Collateral  Balance  is  less  than  U.S.$500,000,000,  then  such  amount  shall  be  paid 
first,  to  the  payment  of  principal  of  all  outstanding  Class  A-1  Notes  in  accordance  with  the  Class  A-1  Note 
Payment  Sequence  until  the  Class  A-1  Notes  are  paid  in  full,  second,  to  the  payment  of  principal  of  all 
outstanding  Class  A-2  Notes  until  the  Class  A-2  Notes  are  paid  in  full,  third,  to  the  payment  of  principal  of 
all  outstanding  Class  B  Notes  until  the  Class  B  Notes  are  paid  in  full,  and  fourth,  to  the  payment  of 
principal  of  all  outstanding  Class  C  Notes,  until  the  Class  C  Notes  are  paid  in  full  and  (b)  to  pay,  with  any 
remaining  Proceeds,  the  principal  of  all  outstanding  Class  C  Notes  until  the  Class  C  Notes  are  paid  in  full. 
If  the  Class  D  Overcollateralization  Test  is  not  met  on  the  Determination  Date  immediately  preceding  a 
Payment  Date,  Proceeds  that  otherwise  might  have  been  distributed  to  the  Holders  of  the  Class  C  Notes 
and  the  Income  Notes  will  be  used  to  redeem  the  Class  D  Notes  until  paid  in  full.  The  foregoing 
redemptions  could  result  in  an  elimination,  deferral  or  reduction  in  the  amounts  available  to  make 
payments  to  the  Holders  of  the  Class  C  Notes,  the  Class  D  Notes  and  the  Income  Notes.  See  "Security 
for  the  Notes — The  Coverage  Tests."  Any  such  redemptions  will  shorten  the  average  life  of  the 
redeemed  Notes,  may  lower  the  yield  to  maturity  of  the  Notes  and  may  adversely  affect  the, yield  oj  the. 
Income  Notes. 
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Collateral  Accumulation.  In  anticipation  of  the  issuance  of  the  Securities,  an  affiliate  of  Goldman, 
Sachs  &  Co.  has  agreed  to  "warehouse"  up  to  approximately  U.S.$1, 000,000,000  aggregate  Principal 
Balance  (or,  in  the  case  of  Synthetic  Securities,  Reference  Obligation  Notional  Amount)  of  Collateral 
Assets  and  up  to  U.S.$930,000,000  aggregate  principal  amount  of  Default  Swap  Collateral  selected  by 
the  Collateral  Manager  for  resale  to  the  Issuer  pursuant  to  the  terms  of  a  forward  purchase  agreement. 
As  part  of  the  warehouse  arrangement,  such  affiliate  of  Goldman,  Sachs  &  Co.,  the  Issuer  and  third 
parties  may  enter  into  certain  ancillary  arrangements  under  which  the  risk  of  loss  of  the  value  of  the 
Collateral  Assets  during  the  accumulation  period  will  be  shared.  Of  such  amount  of  Collateral  Assets  to 
be  "warehoused",  it  is  expected  that  a  portion  will  be  purchased  from  affiliates  of  Goldman,  Sachs  &  Co. 
and  a  portion  will  be  purchased  from  third  parties.  It  is  also  expected  that  a  portion  of  such  amount  will  be 
represented  by  one  or  more  Synthetic  Securities  entered  into  between  the  Issuer  and  Goldman,  Sachs  & 
Co.  or  an  affiliate  thereof  wherein  the  Issuer  will  be  selling  credit  protection.  Pursuant  to  the  terms  of  the 
forward  purchase  agreement,  the  Issuer  will  be  obligated  to  purchase  the  "warehoused"  assets  provided 
such  Collateral  Assets  satisfy  certain  eligibility  criteria  on  the  Closing  Date  for  a  formula  purchase  price 
designed  to  reflect  the  yields  or  spreads  (or  premiums  in  the  case  of  Synthetic  Securities)  at  which  the 
Collateral  Assets  were  purchased  (using  the  prepayment  speed  and  other  assumptions  used  to  set  the 
initial  price  of  each  individual  asset),  as  adjusted  for  any  hedging  gain  or  loss  and  any  loss  or  gain  on  any 
Collateral  Assets  sold  to  a  party  other  than  the  Issuer  during  the  warehousing  period.  Consequently,  the 
market  values  of  "warehoused"  Collateral  Assets  at  the  Closing  Date  may  be  less  than  or  greater  than  the 
formula  purchase  price  paid  by  the  Issuer.  In  addition,  if  a  Collateral  Asset  becomes  ineligible  during  the 
warehousing  period  and  is  not  purchased  by  the  Issuer  on  the  Closing  Date,  or  if  a  Collateral  Asset  is 
otherwise  sold  at  the  direction  of  the  Collateral  Manager  or  Goldman,  Sachs  &  Co.  (which  sale  may  only 
occur  with  the  consent  of  Goldman,  Sachs  &  Co.'s),  the  Issuer  will  bear  the  loss  or  receive  the  gain  on  the 
sale  of  such  Collateral  Asset  to  a  third  party. 

Disposition  of  Collateral  Assets  by  the  Collateral  Manager  Under  Certain  Circumstances.  Under 
the  Indenture,  the  Collateral  Manager  has  the  right,  but  is  not  obligated,  to  direct  the  Issuer  to  sell,  at  a 
price  equal  to  the  fair  market  value,  Collateral  Assets  meeting  the  definition  of  Credit  Risk  Obligations, 
Defaulted  Obligations  or  equity  securities  subject  to  satisfaction  of  the  conditions  described  herein.  Such 
sales  of  Collateral  Assets  may  result  in  losses  by  the  Issuer,  which  losses  may  result  in  the  reduction  or 
withdrawal  of  the  rating  of  any  or  all  of  the  Notes  by  any  of  the  Rating  Agencies.  On  the  other  hand, 
circumstances  may  exist  under  which  it  is  in  the  best  interests  of  the  Issuer  or  the  Holders  of  the 
Securities  to  dispose  of  Collateral  Assets,  but  the  Collateral  Manager  does  not  direct  the  Issuer  or  the 
Issuer  does  not  otherwise  sell  such  Collateral  Assets. 

Average  Lives,  Duration  and  Prepayment  Considerations.  The  average  lives  of  the  Notes  (other 
than  the  Class  S  Notes)  and  the  duration  of  the  Securities  is  expected  to  be  shorter  than  the  number  of 
years  until  their  Stated  Maturity.  See  "Weighted  Average  Life  and  Yield  Considerations." 

The  average  lives  of  the  Notes  and  the  duration  of  the  Securities  will  be  affected  by  the  financial 
condition  of  the  obligors  on  or  issuers  of  the  Collateral  Assets  and  the  characteristics  of  the  Collateral 
Assets,  including  the  existence  and  frequency  of  exercise  of  any  prepayment,  optional  redemption  or 
sinking  fund  features,  the  prepayment  speed,  the  occurrence  of  any  early  amortization  events,  the 
prevailing  level  of  interest  rates,  the  redemption  price,  the  actual  default  rate  and  the  actual  level  of 
recoveries  in  respect  of  any  Defaulted  Obligations,  the  frequency  of  tender  or  exchange  offers  for  the 
Collateral  Assets  and  the  tenor  of  any  sales  of  Collateral  Assets. 

Some  or  all  of  the  securities  underlying  the  CDO  Securities  may  be  prepaid  at  any  time  (although 
certain  of  such  securities  may  have  "lockout"  periods,  defeasance  provisions,  prepayment  penalties  or 
other  disincentives  to  prepayment).  Defaults  on  and  liquidations  of  the  securities  and  other  collateral 
underlying  the  CDO  Securities  may  also  lead  to  early  repayment  thereof.  The  existence  and  frequency  of 
such  prepayments,  optional  redemptions,  defaults  and  liquidations  will  affect  the  average  lives  of,  and 
""credit  support  tor,  the  Notes  and  the  duration  of  the  Securities.  See  "—Collateral  Assets,"  "Weighted- 
Average  Life  and  Yield  Considerations"  and  "Security  for  the  Notes." 
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Projections,  Forecasts  and  Estimates.  Estimates  of  the  weighted  average  lives  of,  and  returns 
on,  the  Notes  included  herein,  together  with  any  other  projections,  forecasts  and  estimates  provided  to 
prospective  purchasers  of  the  Securities,  are  forward  looking  statements.  Such  statements  are 
necessarily  speculative  in  nature,  as  they  are  based  on  certain  assumptions.  It  can  be  expected  that 
some  or  all  of  the  assumptions  underlying  such  statements  will  not  reflect  actual  conditions.  Accordingly, 
there  can  be  no  assurance  that  any  estimated  projections,  forecasts  or  estimates  will  be  realized  or  that 
the  forward  looking  statements  will  materialize,  and  actual  results  may  vary  from  the  projections,  and  the 
variations  may  be  material. 

Some  important  factors  that  could  cause  actual  results  to  differ  materially  from  those  in  any 
forward  looking  statements  include  changes  in  interest  rates,  market,  financial  or  legal  uncertainties, 
levels  of  default,  liquidation  and  prepayments  of  the  underlying  assets,  mismatches  between  the  timing  of 
accrual  and  receipt  of  Proceeds  from  the  Collateral  Assets  and  the  effectiveness  of  the  Cashflow  Swap 
Agreement,  among  others. 

None  of  the  Issuer,  the  Co-Issuer,  the  Collateral  Manager,  the  Initial  Purchaser  or  any  of  their 
respective  affiliates  has  any  obligation  to  update  or  otherwise  revise  any  projections,  including  any 
revisions  to  reflect  changes  in  economic  conditions  or  other  circumstances  arising  after  the  date  hereof  or 
to  reflect  the  occurrence  of  unanticipated  events,  even  if  the  underlying  assumptions  do  not  come  to 
fruition. 

Dependence  of  the  Issuer  on  the  Collateral  Manager.  The  Issuer  has  no  employees  and  is 
dependent  on  the  employees  of  the  Collateral  Manager  to  advise  the  Issuer  in  accordance  with  the  terms 
of  the  Indenture  and  the  Collateral  Management  Agreement.  Consequently,  the  loss  of  one  or  more  of  the 
individuals  employed  by  the  Collateral  Manager  to  administer  the  Collateral  Assets  or  to  provide 
disposition  related  services  in  respect  of  the  Collateral  Assets  could  have  an  adverse  effect,  which  effect 
may  be  material,  on  the  performance  of  the  Issuer.  See  'The  Collateral  Manager"  and  "The  Collateral 
Management  Agreement." 

Collateral  Assets 

General.  The  following  description  of  the  Collateral  Assets,  the  Default  Swap  Collateral  and  the 
Reference  Obligations  and  the  underlying  documents  and  the  risks  related  thereto  is  general  in  nature. 
Prospective  purchasers  of  the  Securities  should  review  the  summaries  of  the  initial  Collateral  Assets  and 
Reference  Obligations  set  forth  in  Appendix  B  to  this  Offering  Circular. 

Nature  of  Collateral.  The  Collateral  is  subject  to  credit,  liquidity,  prepayment  and  interest  rate 
risks.  The  amount  and  nature  of  collateral  securing  the  Notes  has  been  established  to  withstand  certain 
assumed  deficiencies  in  payment  occasioned  by  defaults  in  respect  of  the  Collateral  Assets  and  the 
Reference  Obligations.  See  "Ratings  of  the  Notes."  If  any  deficiencies  exceed  such  assumed  levels, 
however,  payment  of  the  Notes  could  be  adversely  affected.  To  the  extent  that  a  default  or  credit  event 
occurs  with  respect  to  any  Collateral  Asset  securing  the  Notes  and  the  Collateral  Manager  exercises  its 
right  to  cause  the  sale  or  other  disposition  of  such  Collateral  Asset,  it  is  not  likely  that  the  proceeds  of 
such  sale  or  other  disposition  will  be  equal  to  the  amount  of  principal  and  interest  owing  to  the  Issuer  in 
respect  of  such  Collateral  Asset. 

The  market  value  of  the  Collateral  Assets  and  the  Reference  Obligations  generally  will  fluctuate 
with,  among  other  things,  the  financial  condition  of  the  Reference  Obligations  and  obligors  on  or  issuers 
of  the  Collateral  Assets  and  the  Reference  Obligations,  the  credit  quality  of  the  underlying  pool  of  assets 
in  any  Collateral  Asset  or  Reference  Obligation,  the  Synthetic  Security  Counterparty,  general  economic 
conditions,  the  condition  of  certain  financial  markets,  political  events,  developments  or  trends  in  any 
particular  industry  and  changes  in  prevailing  interest  rates.  None  of  the  Issuer,  the  Co-Issuer,  the  Initial 
Purchaser,  the  Collateral  Manager,  the  Collateral  Administrator  or  the  Trustee  has  any  liability  or 
obligation  to  the  Holders  of  Securities  as  to  the  amount  or  value  of,  or  decrease  in  the  value  of,  the 
Collateral  Assets  from  time  to  time. 
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If  a  Collateral  Asset  becomes  a  Credit  Risk  Obligation  or  a  Defaulted  Obligation,  the  Collateral 
Manager  may  direct  the  Issuer  to  sell,  terminate  or  assign  the  affected  Collateral  Asset.  There  can  be  no 
assurance  as  to  the  timing  of  the  Issuer's  sale,  termination  or  assignment  of  the  affected  Collateral  Asset, 
or  as  to  the  rates  of  recovery  on  such  affected  Collateral  Asset.  The  inability  to  realize  immediate 
recoveries  at  the  recovery  levels  assumed  herein  may  result  in  lower  cash  flow  and  a  lower  yield  to 
maturity  of  the  Notes  and  may  adversely  affect  the  yield  on  the  Income  Notes. 

Synthetic  Securities.  Approximately  93.00%  of  the  Collateral  Assets  (by  Principal  Balance)  as  of 
the  Closing  Date  are  expected  to  consist  of  Synthetic  Securities.  All  of  the  Reference  Obligations 
referenced  in  the  Synthetic  Securities  are  expected  to  be  CDO  Securities. 

The  economic  return  on  a  Synthetic  Security  depends  substantially  upon  the  performance  of  the 
related  Reference  Obligation  and  partially  upon  the  performance  of  the  collateral  posted  by  the  Issuer  to 
secure  its  obligations  to  the  Synthetic  Security  Counterparty  on  deposit  in  the.  Default  Swap  Collateral 
Account.  Synthetic  Securities  generally  have  probability  of  default,  recovery  upon  default  and  expected 
loss  characteristics,  which  are  closely  correlated  to  the  corresponding  Reference  Obligation,  but  may 
have  different  maturity  dates,  coupons,  payment  dates  or  other  non  credit  characteristics  than  the 
corresponding  Reference  Obligation.  In  addition  to  the  credit  risks  associated  with  holding  the  Reference 
Obligation,  with  respect  to  Synthetic  Securities,  the  Issuer  will  usually  have  a  contractual  relationship  only 
with  the  related  Synthetic  Security  Counterparty,  and  not  with  the  Reference  Obligor  of  the  Reference 
Obligation.  Due  to  the  fact  that  a  Synthetic  Security  may  be  illiquid  or  may  not  be  terminable  on  demand 
(or  terminable  on  demand  only  upon  payment  of  a  substantial  fee  by  the  Issuer),  the  Issuer's  ability  to 
dispose  of  a  Synthetic  Security,  if  circumstances  arise  permitting  such  disposal,  may  be  limited.  Any 
settlement  payments  and  termination  payments  payable  by  the  Issuer  (net  of  any  termination  payments 
owing  by  the  Synthetic  Security  Counterparty)  to  the  Synthetic  Security  Counterparty  will  reduce  the 
amount  available  to  pay  the  Holders  of  the  Income  Notes  and  the  Notes  in  inverse  order  of  seniority.  The 
Issuer  generally  will  have  no  right  to  directly  enforce  compliance  by  the  Reference  Obligor  with  the  terms 
of  the  Reference  Obligation  nor  any  rights  of  set  off  against  the  Reference  Obligor,  nor  have  any  voting 
rights  with  respect  to  the  Reference  Obligation.  The  Issuer  will  not  directly  benefit  from  the  collateral 
supporting  the  Reference  Obligation  and  will  not  have  the  benefit  of  the  remedies  that  would  normally  be 
available  to  a  holder  of  such  Reference  Obligation. 

Because  neither  the  Synthetic  Security  Counterparty  nor  the  Issuer  is  required  to  hold  any 
Reference  Obligation,  the  Issuer  will  not  have  any  right  to  obtain  from  either  the  Synthetic  Security 
Counterparty  or  the  Reference  Obligor  information  on  the  Reference  Obligations  or  information  regarding 
any  Reference  Obligor.  The  Synthetic  Security  Counterparty  will  have  no  obligation  to  keep  the  Issuer, 
the  Trustee,  the  Collateral  Manager,  the  Collateral  Administrator,  the  Holders  of  the  Notes  or  the  Holders 
of  the  Income  Notes  informed  as  to  matters  arising  in  relation  to  any  Reference  Obligation  including 
whether  or  not  circumstances  exist  under  which  there  is  a  possibility  of  the  occurrence  of  a  Credit  Event 
of  a  Floating  Amount  Event. 

In  addition,  in  the  event  of  the  insolvency  of  the  Synthetic  Security  Counterparty,  the  Issuer  will  be 
treated  as  a  general  creditor  of  such  Synthetic  Security  Counterparty,  and  will  not  have  any  claim  with 
respect  to  the  Reference  Obligor  or  the  Reference  Obligation.  Consequently,  the  Issuer  will  be  subject  to 
the  credit  risk  of  the  Synthetic  Security  Counterparty  as  well  as  that  of  the  Reference  Obligor  and  the 
Reference  Obligation.  As  a  result,  concentrations  of  Synthetic  Securities  in  any  one  Synthetic  Security 
Counterparty  subject  the  Notes  and  the  Income  Notes  to  an  additional  degree  of  risk  with  respect  to 
defaults  by  such  Synthetic  Security  Counterparty.  It  is  expected  that  Goldman  Sachs  International,  an 
affiliate  of  Goldman,  Sachs  &  Co.,  will  act  as  the  sole  Synthetic  Security  Counterparty  with  respect  to  the 
Synthetic  Securities,  which  creates  concentration  risk  and  may  create  certain  conflicts  of  interest.  In 
addition,  neither  the  Synthetic  Security  Counterparty  nor  its  affiliates  will  be  (or  will  be  deemed  to  be 
acting  as)  the  agent  or  trustee  of  the  Issuer,  the  Holders  of  the  Notes  or  the  Holders  of  the  Income  Notes 
in  connection  with  the  exercise  of,  or  the  failure  to  exercise,  any  of  the  rights  or  powers  of  the  Synthetic 
Security  Counterparty  and/or  its  affiliates  arising  under  or  in  connection  with  their  respective  holding  of 
any  Reference  Obligation.  The  Synthetic  Security  Counterparty  and  its  affiliates  (i)  may-deal  in  any 
Reference  Obligation,  (ii)  may  generally  engage  in  any  kind  of  commercial  or  investment  banking  or  other 
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business  transactions  with  any  issuer  of  a  Reference  Obligation,  and  (in)  may  act  with  respect  to 
transactions  described  in  the  preceding  clauses  (i)  and  (ii)  in  the  same  manner  as  if  the  Synthetic 
Securities  and  the  Notes  did  not  exist  and  without  regard  to  whether  any  such  action  might  have  an 
adverse  affect  on  such  Reference  Obligation,  the  Issuer,  the  Holders  of  the  Notes  or  the  Holders  of  the 
Income  Notes. 

All  of  the  Synthetic  Securities  are  expected  to  be  structured  as  "pay-as-you-go"  credit  default 
swaps.  The  obligation  of  the  Issuer  to  make  payments  to  the  Synthetic  Security  Counterparty  under  the 
Synthetic  Securities  creates  credit  exposure  to  the  related  Reference  Obligations  (as  well  as  to  the  default 
risk  of  the  related  Synthetic  Security  Counterparty).  Following  the  occurrence  of  a  Credit  Event,  the 
Issuer  may  be  required  to  pay  to  the  Synthetic  Security  Counterparty  a  "physical  settlement  payment" '.  In 
addition,  each  Synthetic  Security  may  require  the  Issuer,  in  its  capacity  as  protection  seller,  to  pay  certain 
Floating  Amounts  to  the  Synthetic  Security  Counterparty  equal  to  certain  principal  shortfall  amounts, 
writedown  payments  and  interest  shortfalls  with  respect  to  the  Reference  Obligation  upon  the  occurrence 
thereof.  The  payment  of  any  such  Credit  Protection  Amounts  and  Floating  Amounts  will  be  funded  by  the 
Issuer,  through  the  liquidation  Default  Swap  Collateral  as  described  herein.  The  Synthetic  Security 
Counterparty  will  be  obligated  to  reimburse  all  or  part  of  such  payments  to  the  Issuer  if  the  writedown 
payments  of  the  related  shortfalls  are  ultimately  paid  to  holders  of  the  Reference  Obligations  or  if  the 
related  Reference  Obligations  are  written  up,  the  amounts  available  to  the  Issuer  to  make  payments  in 
respect  of  the  Notes  and  the  Income  Notes  may  be  reduced  after  payment  by  the  Issuer  of  the  relevant 
payment  to  the  Synthetic  Security  Counterparty  until  the  Issuer  receives  such  reimbursement,  if  any,  from 
the  Synthetic  Security  Counterparty.  Any  Floating  Amounts  or  Credit  Protection  Amounts  payable  by  the 
Issuer,  may  result  in  a  reduction  of  the  Reference  Obligation  Notional  Amount  of  the  related  Synthetic 
Security,  and  therefore  reduce  the  amounts  payable  by  the  Synthetic  Security  Counterparty  and  the 
amount  of  interest  collections  available  to  pay  interest  on  the  Notes  and  distributions  to  Income  Notes.  In 
addition,  any  Floating  Amounts  or  Credit  Protection  Amounts  would  reduce  the  Default  Swap  Collateral 
on  deposit  in  the  Default  Swap  Collateral  Account  that  is  available  to  pay  the  principal  of  the  Notes  and 
may  reduce  the  interest  collections  available  to  pay  interest  on  the  Notes. 

Determination  of  the  Floating  Amounts  and  Additional  Fixed  Amounts  (as  described  in  the  Master 
Confirmation)  will  depend  on  the  relevant  servicer  reports  being  available  and  on  such  reports  containing 
adequate  information  to  enable,  the  required  calculations  to  be  made.  Current  private  industry 
investigations  of  the  market  practices  show  that  such  reports  can  vary  and  that  not  all  reports  contain 
adequate  information.  In  addition,  access  to  servicer  reports  may  be  limited  if  such  reports  are 
confidential  and  neither  counterparty  holds  the  related  Reference  Obligation. 

The  Issuer  will  be  required  to  purchase  Default  Swap  Collateral  and  pledge  to  the  Synthetic 
Security  Counterparty  a  first  priority  security  interest  in  such  Default  Swap  Collateral.  In  the  event  a  Credit 
Event  or  Floating  Amount  Event  occurs  under  a  Synthetic  Security,  the  item  of  Default  Swap  Collateral 
chosen  by  the  Synthetic  Security  Counterparty  after  the  application  of  any  cash  on  deposit  in  the  Default 
Swap  Collateral  Account  will  be  sold  by  the  Trustee  at  the  direction  of  the  Collateral  Manager  and  the 
amount  owed  to  the  Synthetic  Security  Counterparty  will  be  paid  by  the  Issuer  from  the  liquidation 
proceeds  of  such  Default  Swap  Collateral.  In  the  event  such  liquidation  proceeds  are  less  than  par,  the 
Synthetic  Security  Counterparty  will  accept  the  liquidation  proceeds  applicable  to  the  face  amount  of 
Synthetic  Security  Collateral  sold  which  is  equal  to  the  amount  due  to  the  Synthetic  Security 
Counterparty.  In  addition,  under  certain  circumstances  upon  the  occurrence  of  a  Credit  Event,  the  Default 
Swap  Collateral  chosen  by  the  Synthetic  Security  Counterparty  will  instead  be  delivered  to  the  Synthetic 
Security  Counterparty  in  exchange  for  a  Deliverable  Obligation.  Any  Deliverable  Obligation  delivered  to 
the  Issuer  will  be  treated  as  a  Collateral  Asset,  provided  that,  notwithstanding  the  foregoing,  each  such 
Deliverable  Obligation  may  be  retained  by  the  Collateral  Manager  or  sold  by  the  Collateral  Manager  at  the 
sole  discretion  of  the  Collateral  Manager  without  regard  to  whether  such  sale  would  be  permitted  as  a 
sale  of  a  Defaulted  Obligation  or  a  Credit  Risk  Obligation.  Provided  that  no  Event  of  Default  has  occurred 
and  is  continuing  in  the  event  that  no  Credit  Event  under  a  Synthetic  Security  occurs  prior  to  the 
_  termination  or  scheduled  maturity  of  such  Synthetic  Security,  upon  the  termination  or  scheduled  maturity 
of  such  Synthetic  Security,  the  related  Default  Swap  Collateral  will  be  released  from  the  lien  of  the 
Synthetic  Security  Counterparty  and  be  treated  as  a  Collateral  Asset.  If  the  Collateral  Manager  elects  to 
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sell  or  terminate  a  portion  of  a  Synthetic  Security  prior  to  its  scheduled  maturity,  the  Synthetic  Security 
Counterparty  will  choose  the  Default  Swap  Collateral  to  be  liquidated  to  make  any  termination  payments 
due  to  the  Synthetic  Security  Counterparty  after  the  application  of  cash  available  in  the  Default  Swap 
Collateral  Account  and  the  Collateral  Manager  will  cause  such  portion  of  the  Default  Swap  Collateral  to  be 
sold  and  the  liquidation  proceeds  equaling  any  such  termination  payment  to  be  paid  to  the  Synthetic 
Security  Counterparty.  The  remaining  portion  of  Default  Swap  Collateral  not  required  to  be  pledged  to 
such  Synthetic  Security  Counterparty  will  be  delivered  to  the  Trustee  free  of  such  lien.  The  Collateral 
Manager,  in  accordance  with  the  terms  of  the  related  Synthetic  Security  and  the  Indenture  and  with  the 
consent  of  the  Synthetic  Security  Counterparty,  may  be  able  to  reinvest  the  proceeds  of  Default  Swap 
Collateral  in  substitute  Default  Swap  Collateral  prior  to  the  termination  or  maturity  of  the  related  Synthetic 
Security.  The  Issuer  may  realize  a  loss  upon  any  sale  of  any  Default  Swap  Collateral. 

Termination  payments  due  to  the  Synthetic  Security  Counterparty,  other  than  Defaulted  Synthetic 
Termination  Payments,  will  be  paid  by  the  Issuer  directly  through  the  liquidation  of  Default  Swap 
Collateral  outside  of  the  Priority  of  Payments.  In  addition,  Liquidation  Proceeds  needed  to  conduct  an 
Auction,  an  Optional  Redemption  by  Liquidation  or  a  Tax  Redemption  or  to  liquidate  the  Collateral  in 
connection  with  an  Event  of  Default  and  acceleration  under  the  Indenture,  will  be  calculated  after  taking 
into  account  any  termination  payments  (other  than  Defaulted  Synthetic  Security  Termination  Payments) 
that  may  be  due  to  the  Synthetic  Security  Counterparty  upon  the  termination  of  the  Synthetic  Securities  or 
any  assignment  payments  due  to  an  assignee  of  the  Synthetic  Securities.  Any  termination  or  assignment 
payments  paid  directly  to  the  Synthetic  Security  Counterparty  or  any  assignee  of  a  Synthetic  Security  and 
not  through  the  Priority  of  Payments  may  reduce  amounts  available  for  payments  on  the  Securities. 

"Pay-as-you-go"  credit  default  swaps  are  a  type  of  credit  default  swap  developed  to  incorporate 
the  unique  structures  of  asset-backed  securities.  The  International  Swaps  and  Derivatives  Association, 
Inc.  ("ISDA")  has  published  a  form  confirmation  for  "pay-as-you-go"  credit  default  swaps  referencing  CDO 
Securities.  The  form  confirmation  expected  to  be  used  to  document  the  Synthetic  Securities  is  expected 
to  be  similar,  but  may  differ  substantially  from  the  ISDA  "pay-as-you-go"  form.  While  ISDA  has  published 
its  form  confirmations  and  has  published  and  supplemented  the  Credit  Derivatives  Definitions  in  order  to 
facilitate  transactions  and  promote  uniformity  in  the  credit  default  swap  market,  the  credit  default  swap 
market  is  expected  to  change  and  the  "pay-as-you-go"  credit  default  swap  forms  and  the  Credit 
Derivatives  Definitions  and  terms  applied  to  credit  derivatives  are  subject  to  interpretation  and  further 
evolution.  ISDA  is  currently  preparing  forms  for  other  types  of  asset-backed  securities.  There  can  be  no 
assurance  that  such  forms  will  be  substantially  similar  to  the  form  confirmation  expected  to  be  used  for 
the  Synthetic  Securities.  Past  events  have  shown  that  the  views  of  market  participants  may  differ  as  to 
how  the  Credit  Derivatives  Definitions  operate  or  should  operate.  As  a  result  of  the  continued  evolution  of 
the  ISDA  "pay-as-you-go"  credit  default  swap  forms,  the  confirmations  used  to  document  the  Synthetic 
Securities  may  differ  from  the  future  market  standard.  Such  a  result  may  have  a  negative  impact  on  the 
liquidity  and  market  value  of  the  Synthetic  Securities. 

There  can  be  no  assurances  that  changes  to  the  Credit  Derivatives  Definitions  and  other  terms 
applicable  to  credit  derivatives  generally  will  be  predictable  or  favorable  to  the  Issuer.  Amendments  or 
supplements  to  the  "pay-as-you-go"  credit  default  swap  forms  and  amendments  and  supplements  to  the 
Credit  Derivatives  Definitions  that  are  published  by  ISDA  will  only  apply  to  the  Synthetic  Securities 
executed  prior  to  such  amendment  or  supplement  if  the  Issuer  and  the  Synthetic  Security  Counterparty 
agree  to  amend  the  Synthetic  Securities  to  incorporate  such  amendments  or  supplements  and  the  Rating 
Agency  Condition  has  been  satisfied.  Markets  in  different  jurisdictions  have  also  already  adopted  and 
may  continue  to  adopt  different  practices  with  respect  to  the  Credit  Derivatives  Definitions.  Furthermore, 
the  Credit  Derivatives  Definitions  may  contain  ambiguous  provisions  that  are  subject  to  interpretation  and 
may  result  in  consequences  that  are  adverse  to  the  Issuer.  In  addition  to  the  credit  risk  of  the  Reference 
Obligations  and  the  credit  risk  of  the  Synthetic  Security  Counterparty,  the  Issuer  is  also  subject  to  the  risk 
that  the  Credit  Derivatives  Definitions  could  be  interpreted  in  a  manner  that  would  be  adverse  to  the 
Issuer  or  that  the  credit  derivatives  market  generally  may  evolve  in  a  manner  that  would  be  adverse  to  the 
-Issuer.  .......  .  —    _  .     . 
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PROSPECTIVE  PURCHASERS  OF  THE  NOTES  AND  THE  INCOME  NOTES  SHOULD 
CONSIDER  AND  ASSESS  FOR  THEMSELVES  THE  LIKELY  LEVEL  OF  DEFAULTS  ON  THE 
COLLATERAL  ASSETS,  AS  WELL  AS  THE  LIKELY  LEVEL  AND  TIMING  OF  RECOVERIES  ON  THE 
COLLATERAL  ASSETS. 

CDO  Securities. 

On  the  Closing  Date,  all  of  the  Collateral  Assets  are  expected  to  be  CDO  Securities  and  Synthetic 
Securities  the  Reference  Obligations  of  which  are  CDO  Securities,  including  without  limitation  high  grade 
and  mezzanine  structured  finance  CDO  Securities  and  CDOs  of  CDOs.  A  portion  of  the  Default  Swap 
Collateral  could  consist  of  CDO  Securities. 

CDO  Securities  generally  are  limited  recourse  obligations  of  the  issuer  thereof  payable  solely 
from  the  underlying  assets  of  the  issuer  ("CDO  Collateral")  or  proceeds  thereof.  Consequently,  holders  of 
CDO  Securities  must  rely  solely  on  distributions  on  the  underlying  CDO  Collateral  or  proceeds  thereof  for 
payment  in  respect  thereof.  If  distributions  on  the  underlying  CDO  Collateral  are  insufficient  to  make 
payments  on  the  CDO  Securities,  no  other  assets  will  be  available  for  payment  of  the  deficiency  and 
following  realization  of  the  underlying  assets,  the  obligations  of  the  issuer  to  pay  such  deficiency  shall  be 
extinguished.  Many  subordinate  classes  of  CDO  Securities  provide  that  a  deferral  of  interest  thereon  or  a 
write-down  does  not  constitute  an  event  of  default  and  the  holders  of  such  securities  will  not  have 
available  to  them  any  associated  default  remedies.  During  such  periods  of  non  payment  or  partial  non- 
payment, such  non-paid  interest  will  generally  be  capitalized  and  added  to  the  outstanding  principal 
balance  of  the  related  security.  Any  such  deferral  will  reduce  the  amount  of  current  payments  made  on 
such  CDO  Securities. 

CDO  Securities  are  subject  to  credit,  liquidity  and  interest  rate  risks.  The  assets  backing  CDO 
Securities  may  consist  of  high  yield  debt  securities,  loans,  structured  finance  securities,  other  debt 
instruments  and  Synthetic  Securities  referencing  debt  instruments.  High  yield  debt  securities  are 
generally  unsecured  (and  loans  may  be  unsecured)  and  may  be  subordinated  to  certain  other  obligations 
of  the  issuer  thereof.  An  increase  in  the  default  rates  of  high  yield  corporate  debt  securities  or  loans  could 
increase  the  likelihood  that  payments  may  not  be  made  to  holders  of  CDO  Securities  which  are  secured 
by  high  yield  corporate  debt  securities  and  loans.  The  risks  associated  with  structured  finance  securities 
can  vary  widely  depending  on  the  type  of  collateral,  use  of  credit  enhancements,  the  relative  seniority  or 
subordination  of  the  class  of  securities,  the  relative  allocation  of  principal  and  interest  payments  in  the 
priorities,  credit  losses  and  defaults  and  whether  the  collateral  represents  a  fixed  pool  or  allows  for 
reinvestment.  In  addition,  CDO  Securities  backed  by  Synthetic  Securities  will  be  subject  to  risks  similar  to 
those  described  in  respect  of  Synthetic  Securities  herein. 

Issuers  of  CDO  Securities  may  acquire  interests  in  loans  and  other  debt  obligations  by  way  of 
assignment  or  participation.  The  purchaser  of  an  assignment  typically  succeeds  to  all  the  rights  and 
obligations  of  the  assigning  institution  and  becomes  a  lender  under  the  credit  agreement  with  respect  to 
the  debt  obligation;  however,  its  rights  can  be  more  restricted  than  those  of  the  assigning  institution. 

In  purchasing  participations,  an  issuer  of  CDO  Securities  will  usually  have  a  contractual 
relationship  only  with  the  selling  institution,  and  not  the  borrower.  The  issuer  generally  will  have  no  right 
directly  to  enforce  compliance  by  the  borrower  with  the  terms  of  the  loan  agreement,  nor  any  rights  of  set 
off  against  the  borrower,  nor  have  the  right  to  object  to  certain  changes  to  the  loan  agreement  agreed  to 
by  the  selling  institution.  The  issuer  may  not  directly  benefit  from  the  collateral  supporting  the  related  loan 
and  may  be  subject  to  any  rights  of  set  off  the  borrower  has  against  the  selling  institution.  In  addition,  in 
the  event  of  the  insolvency  of  the  selling  institution,  under  the  laws  of  the  United  States  of  America  and 
the  states  thereof,  the  issuer  may  be  treated  as  a  general  creditor  of  such  selling  institution,  and  may  not 
have  any  exclusive  or  senior  claim  with  respect  to  the  selling  institution's  interest  in,  or  the  collateral  with 
respect  to,  the  loan.  Consequently,  the  issuer  may  be  subject  to  the  credit  risk  of  the  selling  institution  as 
well  as  of  the  borrower. 
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CDO  Securities  are  subject  to  interest  rate  risk  and  day  count  basis  risk.  The  CDO  Collateral  of 
an  issuer  of  CDO  Securities  may  bear  interest  at  a  fixed  (floating)  rate  while  the  CDO  Securities  issued  by 
such  issuer  may  bear  interest  at  a  floating  (fixed)  rate.  As  a  result,  there  could  be  a  floating/fixed  rate  or 
basis  mismatch  between  such  CDO  Securities  and  CDO  Collateral  which  bears  interest  at  a  fixed  rate 
and  there  may  be  a  timing  mismatch  between  the  CDO  Securities  and  assets  that  bear  interest  at  a 
floating  rate  as  the  interest  rate  on  such  assets  bearing  interest  at  a  floating  rate  may  adjust  more 
frequently  or  less  frequently,  on  different  dates  and  based  on  different  indices  than  the  interest  rates  on 
the  CDO  Securities.  As  a  result  of  such  mismatches,  an  increase  or  decrease  in  the  level  of  the  floating 
rate  indices  could  adversely  impact  the  ability  to  make  payments  on  the  CDO  Securities.  In  addition, 
hedges  may  have  been  acquired  to  manage  the  interest  rate  risk  of  such  CDO  Securities,  making  such 
CDO  Securities  also  subject  to  the  credit  risk  of  the  applicable  hedge  counterparty. 

Subordination  of  CDO  Securities.  100%  of  the  CDO  Securities  representing  100%  of  the 
Collateral  Assets  (by  Principal  Balance)  to  be  acquired  by  the  Issuer  are  expected  to  be  investment 
grade,  each  as  of  the  Closing  Date.  Certain  of  the  CDO  Securities  will  be  subordinated  to  one  or  more 
other  classes  of  securities  of  the  same  series  for  purposes  of,  among  other  things,  offsetting  losses  and 
other  shortfalls  with  respect  to  the  related  underlying  mortgage  loans  or  assets.  The  subordinate  classes 
are  more  sensitive  to  risk  of  loss  and  writedowns  than  senior  classes  of  such  securities. 

Commercial  Mortgage-Backed  Securities. 

A  portion  of  the  Default  Swap  Collateral  may  consist  of  Commercial  Mortgage-Backed  Securities 
("CMBS")  that  satisfy  the  Default  Swap  Eligibility  Criteria. 

Holders  of  CMBS  bear  various  risks,  including  credit,  market,  interest  rate,  structural  and  legal 
risks.  CMBS  are  securities  backed  by  obligations  (including  certificates  of  participation  in  obligations)  that 
are  principally  secured  by  mortgages  on  real  property  or  interests  therein  having  a  multifamily  or 
commercial  use,  such  as  regional  malls,  other  retail  space,  office  buildings,  industrial  or  warehouse 
properties,  hotels,  nursing  homes  and  senior  living  centers.  CMBS  have  been  issued  in  public  and 
private  transactions  by  a  variety  of  public  and  private  issuers  using  a  variety  of  structures,  including  senior 
and  subordinated  classes.  Risks  affecting  real  estate  investments  include  general  economic  conditions, 
the  condition  of  financial  markets,  political  events,  developments  or  trends  in  any  particular  industry  and 
changes  in  prevailing  interest  rates.  The  cyclicality  and  leverage  associated  with  real  estate-related 
investments  have  historically  resulted  in  periods,  including  significant  periods,  of  adverse  performance, 
including  performance  that  may  be  materially  more  adverse  than  the  performance  associated  with  other 
investments.  In  addition,  commercial  mortgage  loans  generally  lack  standardized  terms,  tend  to  have 
shorter  maturities  than  residential  mortgage  loans  and  may  provide  for  the  payment  of  all  or  substantially 
all  of  the  principal  only  at  maturity.  Additional  risks  may  be  presented  by  the  type  and  use  of  a  particular 
commercial  property.  For  instance,  commercial  properties  that  operate  as  hospitals  and  nursing  homes 
may  present  special  risks  to  lenders  due  to  the  significant  governmental  regulation  of  the  ownership, 
operation,  maintenance  and  financing  of  health  care  institutions.  Hotel  and  motel  properties  are  often 
operated  pursuant  to  franchise,  management  or  operating  agreements  which  may  be  terminable  by  the 
franchisor  or  operator;  and  the  transferability  of  a  hotel's  operating,  liquor  and  other  licenses  upon  a 
transfer  of  the  hotel,  whether  through  purchase  or  foreclosure,  is  subject  to  local  law  requirements.  All  of 
these  factors  increase  the  risks  involved  with  commercial  real  estate  lending.  Commercial  properties  tend 
to  be  unique  and  are  more  difficult  to  value  than  single-family  residential  properties.  Commercial  lending 
is  generally  viewed  as  exposing  a  lender  to  a  greater  risk  of  loss  than  residential  one-to-four  family 
lending  since  it  typically  involves  larger  loans  to  a  single  borrower  than  residential  one-to-four  family 
lending. 

Commercial  mortgage  lenders  typically  look  to  the  debt  service  coverage  ratio  of  a  loan  secured 
by  income-producing  property  as  an  important  measure  of  the  risk  of  default  on  such  a  loan.  Commercial 
property  values  and  net  operating  income  are  subject  to  volatility,  and  net  operating  income  may  be 
sufficient  or  insufficient  to  cover  debt  service  on  the  related  mortgage  loan  at  any  given  time.  The 
repayment  of  loans  secured  by  income-producing  properties  is  typically  dependent  upon  the  successful 
operation  of  the  related  real  estate  project  rather  than  upon  the  liquidation  value  of  the  underlying  real 
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estate.  Furthermore,  the  net  operating  income  from  and  value  of  any  commercial  property  may  be 
adversely  affected  by  risks  generally  incident  to  interests  in  real  property,  including  events  which  the 
borrower  or  manager  of  the  property,  or  the  issuer  or  servicer  of  the  related  issuance  of  commercial 
mortgage-backed  securities,  may  be  unable  to  predict  or  control,  such  as  changes  in  general  or  local 
economic  conditions  and/or  specific  industry  segments;  declines  in  real  estate  values;  declines  in  rental  or 
occupancy  rates;  increases  in  interest  rates,  real  estate  tax  rates  and  other  operating  expenses;  changes 
in  governmental  rules,  regulations  and  fiscal  policies;  acts  of  God;  and  social  unrest  and  civil 
disturbances.  The  value  of  commercial  real  estate  is  also  subject  to  a  number  of  laws,  such  as  laws 
regarding  environmental  clean-up  and  limitations  on  remedies  imposed  by  bankruptcy  laws  and  state 
laws  regarding  foreclosures  and  rights  of  redemption.  Any  decrease  in  income  or  value  of  the  commercial 
real  estate  underlying  an  issue  of  CMBS  could  result  in  cash  flow  delays  and  losses  on  the  related  issue 
of  CMBS. 

A  commercial  property  may  not  readily  be  converted  to  an  alternative  use  in  the  event  that  the 
operation  of  such  commercial  property  for  its  original  purpose  becomes  unprofitable.  In  such  cases,  the 
conversion  of  the  commercial  property  to  an  alternative  use  would  generally  require  substantial  capital 
expenditures.  Thus,  if  the  borrower  becomes  unable  to  meet  its  obligations  under  the  related  commercial 
mortgage  loan,  the  liquidation  value  of  any  such  commercial  property  may  be  substantially  less,  relative  to 
the  amount  outstanding  on  the  related  commercial  mortgage  loan,  than  would  be  the  case  if  such 
commercial  property  were  readily  adaptable  to  other  uses.  The  exercise  of  remedies. and  successful 
realization  of  liquidation  proceeds  may  be  highly  dependent  on  the  performance  of  CMBS  servicers  or 
special  servicers,  of  which  there  may  be  a  limited  number  and  which  may  have  conflicts  of  interest  in  any 
given  situation.  The  failure  of  the  performance  of  such  CMBS  servicers  or  special  servicers  could  result 
in  cash  flow  delays  and  losses  on  the  related  issue  of  CMBS. 

Mortgage  loans  underlying  a  CMBS  issue  may  provide  for  no  amortization  of  principal  or  may 
provide  for  amortization  based  on  a  schedule  substantially  longer  than  the  maturity  of  the  mortgage  loan, 
resulting  in  a  "balloon"  payment  due  at  maturity.  If  the  underlying  mortgage  borrower  experiences 
business  problems,  or  other  factors  limit  refinancing  alternatives,  such  balloon  payment  mortgages  are 
likely  to  experience  payment  delays  or  even  default.  As  a  result,  the  related  issue  of  CMBS  could 
experience  delays  in  cash  flow  and  losses. 

In  addition,  structural  and  legal  risks  include  the  possibility  that,  in  a  bankruptcy  or  similar 
proceeding  involving  the  originator  or  the  servicer  (often  the  same  entity  or  affiliates),  the  assets  of  the 
issuer  could  be  treated  as  never  having  been  truly  sold  by  the  originator  to  the  issuer  or  could  be 
substantively  consolidated  with  those  of  the  originator  or  the  servicer,  or  the  transfer  of  such  assets  to  the 
issuer  could  be  voided  as  a  fraudulent  transfer.  Challenges  based  on  such  doctrines  could  result  also  in 
cash  flow  delays  and  losses  on  the  related  issue  of  CMBS. 

It  is  expected  that  none  of  the  CMBS  included  (or  to  be  included)  in  the  Default  Swap  Collateral 
will  be  guaranteed  or  insured  by  any  governmental  agency  or  instrumentality  or  by  any  other  person. 
Distributions  on  CMBS  will  depend  solely  upon  the  amount  and  timing  of  payments  and  other  collections 
on  the  related  underlying  mortgage  loans. 

Realized  losses  and  trust  expenses  generally  will  be  allocated  to  the  most  subordinated  class  of 
securities  of  the  related  series.  Accordingly,  to  the  extent  any  CMBS  becomes  the  most  subordinated 
class  of  securities  of  the  related  series,  any  delinquency  or  default  on  any  underlying  mortgage  loan  may 
result  in  shortfalls,  realized  loss  allocations  or  extensions  of  its  weighted  average  life  and  will  have  a  more 
immediate  and  disproportionate  effect  on  the  related  CMBS  than  on  the  related  more  senior  securities. 
Certain  of  the  Underlying  CMBS  Series  have  experienced  delinquencies,  defaults  and  losses  on  the 
underlying  commercial  mortgage  loans. 

In  addition,  in  the  case  of  certain  CMBS,  no  distributions  of  principal  will  generally  be  made  until 
the  aggregate  principal  balance  of  the  corresponding  more  senior  securities  has  been  reduced  to  zero 
and,  in  other  cases,  all  or  a  disproportionate  amount  of  principal  distributions  will  be  made  to  the  holders 
of  the  more  senior  securities  for  a  specified  period  of  time.  The  holders  of  classes  of  securities  that  are 
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subordinate  to  the  classes  of  CMBS  owned  by  the  Issuer  will  generally  control  the  exercise  of  remedies  in 
connection  with  such  CMBS.  Such  exercise  of  remedies  by  a  holder  of  subordinate  classes  may  be  in 
conflict  with  the  interests  of  the  more  senior  securities.  See  " — Other  Considerations — Certain  Conflicts 
of  Interest" 

Residential  Mortgage-Backed  Securities. 

A  portion  of  the  Default  Swap  Collateral  may  consist  of  Residential  Mortgage-Backed  Securities 
("RMBS")  that  satisfy  the  Default  Swap  Eligibility  Criteria. 

Holders  of  RMBS  bear  various  risks,  including  credit,  market,  interest  rate,  structural  and  legal 
risks.  RMBS  represent  interests  in  pools  of  residential  mortgage  loans  secured  by  one  to  four  family 
residential  mortgage  loans.  Such  loans  may  be  prepaid  at  any  time.  Residential  mortgage  loans  are 
obligations  of  the  borrowers  thereunder  only  and  are  not  typically  insured  or  guaranteed  by  any  other 
person  or  entity,  although  such  loans  may  be  securitized  by  agencies  and  the  securities  issued  are 
guaranteed.  The  rate  of  defaults  and  losses  on  residential  mortgage  loans  will  be  affected  by  a  number 
of  factors,  including  general  economic  conditions  and  those  in  the  area  where  the  related  mortgaged 
property  is  located,  the  borrower's  equity  in  the  mortgaged  property  and  the  financial  circumstances  of  the 
borrower.  If  a  residential  mortgage  loan  is  in  default,  foreclosure  of  such  residential  mortgage  loan  may 
be  a  lengthy  and  difficult  process,  and  may  involve  significant  expenses.  Furthermore,  the  market  for 
defaulted  residential  mortgage  loans  or  foreclosed  properties  may  be  very  limited. 

At  any  one  time,  a  portfolio  of  RMBS  may  be  backed  by  residential  mortgage  loans  with 
disproportionately  large  aggregate  principal  amounts  secured  by  properties  in  only  a  few  states  or 
regions.  As  a  result,  the  residential  mortgage  loans  may  be  more  susceptible  to  geographic  risks  relating 
to  such  areas,  such  as  adverse  economic  conditions,  adverse  events  affecting  industries  located  in  such 
areas  and  natural  hazards  affecting  such  areas,  than  would  be  the  case  for  a  pool  of  mortgage  loans 
having  more  diverse  property  locations.  In  addition,  the  residential  mortgage  loans  may  include  so  called 
"jumbo"  mortgage  loans,  having  original  principal  balances  that  are  higher  than  is  generally  the  case  for 
residential  mortgage  loans.  As  a  result,  such  portfolio  of  RMBS  may  experience  increased  losses. 

Each  underlying  residential  mortgage  loan  in  an  issue  of  RMBS  may  have  a  balloon  payment  due 
on  its  maturity  date.  Balloon  residential  mortgage  loans  involve  a  greater  risk  to  a  lender  than  self 
amortizing  loans,  because  the  ability  of  a  borrower  to  pay  such  amount  will  normally  depend  on  its  ability 
to  obtain  refinancing  of  the  related  mortgage  loan  or  sell  the  related  mortgaged  property  at  a  price 
sufficient  to  permit  the  borrower  to  make  the  balloon  payment,  which  will  depend  on  a  number  of  factors 
prevailing  at  the  time  such  refinancing  or  sale  is  required,  including,  without  limitation,  the  strength  of  the 
residential  real  estate  markets,  tax  laws,  the  financial  situation  and  operating  history  of  the  underlying 
property,  interest  rates  and  general  economic  conditions.  If  the  borrower  is  unable  to  make  such  balloon 
payment,  the  related  issue  of  RMBS  may  experience  losses. 

Prepayments  on  the  underlying  residential  mortgage  loans  in  an  issue  of  RMBS  will  be  influenced 
by  the  prepayment  provisions  of  the  related  mortgage  notes  and  may  also  be  affected  by  a  variety  of 
economic,  geographic  and  other  factors,  including  the  difference  between  the  interest  rates  on  the 
underlying  residential  mortgage  loans  (giving  consideration  to  the  cost  of  refinancing)  and  prevailing 
mortgage  rates  and  the  availability  of  refinancing.  In  general,  if  prevailing  interest  rates  fall  significantly 
below  the  interest  rates  on  the  related  residential  mortgage  loans,  the  rate  of  prepayment  on  the 
underlying  residential  mortgage  loans  would  be  expected  to  increase.  Conversely,  if  prevailing  interest 
rates  rise  to  a  level  significantly  above  the  interest  rates  on  the  related  mortgages,  the  rate  of  prepayment 
would  be  expected  to  decrease.  Prepayments  could  reduce  the  yield  received  on  the  related  issue  of 
RMBS. 

Structural  and  Legal  Risks  of  RMBS.  Residential  mortgage  loans  in  an  issue  of  RMBS  may  be 
subject  to  various  federal  and  state  laws/public  policies~arid  principles  of  equity  that  protect  consumers, 
which  among  other  things  may  regulate  interest  rates  and  other  charges,  require  certain  disclosures, 
require  licensing  of  originators,  prohibit  discriminatory  lending  practices,  regulate  the  use  of  consumer 
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credit  information  and  regulate  debt  collection  practices.  Violation  of  certain  provisions  of  these  laws, 
public  policies  and  principles  may  limit  the  servicer's  ability  to  collect  all  or  part  of  the  principal  of  or 
interest  on  a  residential  mortgage  loan,  entitle  the  borrower  to  a  refund  of  amounts  previously  paid  by  it, 
or  subject  the  servicer  to  damages  and  sanctions.  Any  such  violation  could  result  also  in  cash  flow  delays 
and  losses  on  the  related  issue  of  RMBS. 

RMBS  may  have  structural  characteristics  that  distinguish  them  from  other  asset-backed 
securities.  The  rate  of  interest  payable  on  RMBS  may  be  set  or  effectively  capped  at  the  weighted 
average  net  coupon  of  the  underlying  mortgage  bans  themselves.  As  a  result  of  this  cap,  the  return  to 
investors  is  dependent  on  the  relative  timing  and  rate  of  delinquencies  and  prepayments  of  mortgage 
loans  bearing  a  higher  rate  of  interest.  In  general,  early  prepayments  will  have  a  greater  impact  on  the 
yield  to  investors.  Federal  and  state  law  may  also  affect  the  return  to  investors  by  capping  the  interest 
rates  payable  by  certain  mortgagors.  The  Servicemembers'  Civil  Relief  Act  of  2003  (the  "Relief  Act") 
provides  relief  for  soldiers  and  members  of  the  reserve  called  to  active  duty  by  capping  the  interest  rates 
on  their  mortgage  loans  at  6%  per  annum.  Certain  RMBS  may  provide  for  the  payment  of  only  interest  for 
a  stated  period  of  time. 

In  addition,  structural  and  legal  risks  of  RMBS  include  the  possibility  that,  in  a  bankruptcy  or 
similar  proceeding  involving  the  originator  or  the  servicer  (often  the  same  entity  or  affiliates),  the  assets  of 
the  issuer  could  be  treated  as  never  having  been  truly  sold  by  the  originator  to  the  issuer  or  could  be 
substantively  consolidated  with  those  of  the  originator  or  the  servicer,  or  the  transfer  of  such  assets  to  the 
issuer  could  be  voided  as  a  fraudulent  transfer.  Challenges  based  on  such  doctrines  could  result  also  in 
cash  flow  delays  and  losses  on  the  related  issue  of  RMBS. 

It  is  not  expected  that  the  RMBS  will  be  guaranteed  or  insured  by  any  governmental  agency  or 
instrumentality  or  by  any  other  person.  Distributions  on  RMBS  will  depend  solely  upon  the  amount  and 
timing  of  payments  and  other  collections  on  the  related  underlying  mortgage  loans. 

Recent  Developments  in  RMBS  May  Adversely  Affect  the  Performance  and  Market  Value  of 
RMBS.  Recently,  the  residential  mortgage  market  in  the  United  States  has  experienced  a  variety  of 
difficulties  and  changed  economic  conditions  that  may  adversely  affect  the  performance  and  market  value 
of  RMBS.  Delinquencies  and  losses  with  respect  to  residential  mortgage  loans  generally  have  increased 
in  recent  months,  and  may  continue  to  increase,  particularly  in  the  subprime  sector.  In  addition,  in  recent 
months  housing  prices  and  appraisal  values  in  many  states  have  declined  or  stopped  appreciating.  A 
continued  decline  or  an  extended  flattening  of  those  values  may  result  in  additional  increases  in 
delinquencies  and  losses  on  RMBS  generally. 

Another  factor  that  may  result  in  higher  delinquency  rates  is  the  increase  in  monthly  payments  on 
adjustable  rate  mortgage  loans.  Borrowers  with  adjustable  rate  mortgage  loans  are  being  exposed  to 
increased  monthly  payments  when  the  related  mortgage  interest  rate  adjusts  upward  from  the  initial  fixed 
rate  or  a  low  introductory  rate.  Borrowers  seeking  to  avoid  these  increased  monthly  payments  by 
refinancing  their  mortgage  loans  may  no  longer  be  able  to  find  available  replacement  loans  at  comparably 
low  interest  rates.  A  decline  in  housing  prices  may  also  leave  borrowers  with  insufficient  equity  in  their 
homes  to  permit  them  to  refinance.  Furthermore,  borrowers  who  intend  to  sell  their  homes  on  or  before 
the  expiration  of  the  fixed  rate  periods  on  their  mortgage  loans  may  find  that  they  cannot  sell  their 
properties  for  an  amount  equal  to  or  greater  than  the  unpaid  principal  balance  of  their  loans.  These 
events,  alone  or  in  combination,  may  contribute  to  higher  delinquency  rates  and,  as  a  result,  adversely 
affect  the  performance  and  market  value  of  RMBS. 

In  addition,  numerous  residential  mortgage  loan  originators  that  originate  subprime  mortgage 
loans  have  recently  experienced  serious  financial  difficulties  and,  in  some  cases,  bankruptcy.  According 
to  published  reports,  those  difficulties  have  resulted  in  part  from  declining  markets  for  mortgage  loans  as 
well  as  from  claims  for  repurchases  of  mortgage  loans  previously  sold  under  provisions  that  require 
repurchase  in  the  event  of  early  payment  defaults,  or  for  material  breaches  of  representations  and 
warranties  made  on  the  mortgage  loans,  such  as  fraud  claims.  These  difficulties  may  affect  the 
performance  and  market  value  of  RMBS. 


51 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-021 825421 


Footnote  Exhibits  -  Page  551 1 


Asset-Backed  Securities. 

A  portion  of  the  Default  Swap  Collateral  may  consist  of  Asset-Backed  Securities  that  satisfy  the 
Default  Swap  Eligibility  Criteria. 

The  structure  of  an  Asset-Backed  Security  and  the  terms  of  the  investors'  interest  in  the  collateral 
can  vary  widely  depending  on  the  type  of  collateral,  the  desires  of  investors  and  the  use  of  credit 
enhancements.  Individual  transactions  can  differ  markedly  in  both  structure  and  execution.  Important 
determinants  of  the  risk  associated  with  issuing  or  holding  Asset-Backed  Securities  include  the  relative 
seniority  or  subordination  of  the  class  of  Asset-Backed  Securities  held  by  an  investor,  the  relative 
allocation  of  principal  and  interest  payments  in  the  priorities  by  which  such  payments  are  made  under  the 
governing  documents,  how  credit  losses  affect  the  issuing  vehicle  and  the  return  to  investors,  whether 
collateral  represents  a  fixed  set  of  specific  assets  or  accounts,  whether  the  underlying  collateral  assets 
are  revolving  or  closed  end,  under  what  terms  (including  maturity  of  the  asset  backed  instrument)  any 
remaining  balance  in  the  accounts  may  revert  to  the  issuing  company  and  the  extent  to  which  the 
company  that  is  the  actual  source  of  the  collateral  assets  is  obligated  to  provide  support  to  the  issuing 
vehicle  or  to  the  investors.  With  respect  to  some  types  of  Asset-Backed  Securities,  the  risk  is  more 
closely  correlated  with  the  default  risk  on  corporate  bonds  of  similar  terms  and  maturities  than  with  the 
performance  of  a  pool  of  receivables.  In  addition,  certain  Asset-Backed  Securities  (particularly 
subordinated  Asset-Backed  Securities)  provide  that  the  non  payment  of  interest  in  cash  on  such 
securities  will  not  constitute  an  event  of  default  in  certain  circumstances  and  the  holders  of  such  securities 
will  not  have  available  to  them  any  associated  default  remedies.  Interest  not  paid  in  cash  will  generally  be 
capitalized  and  added  to  the  outstanding  principal  balance  of  the  related  security.  Any  such  deferral  will 
reduce  the  yield  on  such  Asset-Backed  Securities. 

Holders  of  Asset-Backed  Securities  bear  various  risks,  including  credit  risks,  liquidity  risks, 
interest  rate  risks,  market  risks,  operations  risks,  structural  risks  and  legal  risks.  Credit  risk  arises  from 
losses  due  to  defaults  by  the  borrowers  in  the  underlying  collateral  and  the  issuer's  or  servicer's  failure  to 
perform.  These  two  elements  may  be  related,  as,  for  example,  in  the  case  of  a  servicer  which  does  not 
provide  adequate  credit  review  scrutiny  to  the  serviced  portfolio,  leading  to  higher  incidence  of  defaults. 
Market  risk  arises  from  the  cash  flow  characteristics  of  the  security,  which  for  most  Asset-Backed 
Securities  tend  to  be  predictable.  The  greatest  variability  in  cash  flows  comes  from  credit  performance, 
including  the  presence  of  wind  down  or  acceleration  features  designed  to  protect  the  investor  in  the  event 
that  credit  losses  in  the  portfolio  rise  well  above  expected  levels.  Interest  rate  risk  arises  for  the  issuer 
.  from  the  relationship  between  the  pricing  terms  on  the  underlying  collateral  and  the  terms  of  the  rate  paid 
to  holders  of  securities  and  from  the  need  to  mark  to  market  the  excess  servicing  or  spread  account 
proceeds  carried  on  the  balance  sheet.  For  the  holder  of  the  security,  interest  rate  risk  depends  on  the 
expected  life  of  the  Asset-Backed  Securities  which  may  depend  on  prepayments  on  the  underlying  assets 
or  the  occurrence  of  wind  down  or  termination  events. 

If  the  servicer  becomes  subject  to  financial  difficulty  or  otherwise  ceases  to  be  able  to  carry  out  its 
functions,  it  may  be  difficult  to  find  other  acceptable  substitute  servicers  and  cash  flow  disruptions  or 
losses  may  occur,  particularly  with  non  standard  receivables  or  receivables  originated  by  private  retailers 
who  collect  many  of  the  payments  at  their  stores.  Structural  and  legal  risks  include  the  possibility  that,  in 
a  bankruptcy  or  similar  proceeding  involving  the  originator  or  the  servicer  (often  the  same  entity  or 
affiliates),  the  assets  of  the  issuer  could  be  treated  as  never  having  been  truly  sold  by  the  originator  to  the 
issuer  and  could  be  substantively  consolidated  with  those  of  the  originator  or  the  servicer,  or  the  transfer 
of  such  assets  to  the  issuer  could  be  voided  as  a  fraudulent  transfer.  Challenges  based  on  such 
doctrines  could  result  also  in  cash  flow  delays  and  reductions.  Other  similar  risks  relate  to  the  degree  to 
which  cash  flows  on  the  assets  of  the  Issuer  may  be  commingled  with  those  on  the  originator's  or  the 
servicer's  other  assets. 

Insolvency  Considerations  with  Respect  to  Issuers  of  Collateral  Assets.  Various  laws  enacted  for 
the  protection  of  creditors  may  apply  to  the  Collateral  Assets.  If  a  court  in  a  lawsuit  brought  by  an  unpaid 
creditor  or  representative  of  creditors  of  an  issuer  of  a  Collateral  Asset,  such  as  a  trustee  in  bankruptcy, 
were  to  find  that  the  issuer  did  not  receive  fair  consideration  or  reasonably  equivalent  value  for  incurring 
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the  indebtedness  constituting  the  Collateral  Asset  or  for  granting  a  lien  securing  the  Collateral  Asset,  and, 
after  giving  effect  to  such  indebtedness  or  such  lien,  the  issuer  (i)  was  insolvent,  (ii)  was  engaged  in  a 
business  for  which  the  remaining  assets  of  such  issuer  constituted  unreasonably  small  capital  or 
(iii)  intended  to  incur,  or  believed  that  it  would  incur,  debts  beyond  its  ability  to  pay  such  debts  as  they 
mature,  such  court  could  determine  to  invalidate,  in  whole  or  in  part,  such  indebtedness  or  such  lien  as  a 
fraudulent  conveyance,  to  subordinate  such  indebtedness  or  such  lien  to  existing  or  future  creditors  of 
such  issuer,  or  to  recover  amounts  previously  paid  by  such  issuer  in  satisfaction  of  such  indebtedness. 
The  measure  of  insolvency  for  purposes  of  the  foregoing  will  vary.  Generally,  an  issuer  would  be 
considered  insolvent  at  a  particular  time  if  the  sum  of  its  debts  were  then  greater  than  all  of  its  property  at 
a  fair  valuation,  or  if  the  present  fair  saleable  value  of  its  assets  was  then  less  than  the  amount  that  would 
be  required  to  pay  its  probable  liabilities  on  its  existing  debts  as  they  became  absolute  and  matured. 
There  can  be  no  assurance  as  to  what  standard  a  court  would  apply  in  order  to  determine  whether  the 
issuer  was  "insolvent"  after  giving  effect  to  the  incurrence  of  the  indebtedness  constituting  the  Collateral 
Asset  or  the  grant  of  a  lien  securing  the  Collateral  Asset  or  that,  regardless  of  the  method  of  valuation,  a 
court  would  not  determine  that  the  issuer  was  "insolvent"  upon  giving  effect  to  such  incurrence  or  grant. 
In  addition,  in  the  event  of  the  insolvency  of  an  issuer  of  a  Collateral  Asset,  payments  made  on  such 
Collateral  Asset  or  a  lien  securing  such  Collateral  Asset  could  be  subject  to  avoidance  as  a  "preference"  if 
made  within  a  certain  period  of  time  (which  may  be  as  long  as  one  year  or  longer)  before  insolvency. 
Payments  made  under  loans  underlying  Collateral  Assets  may  also  be  subject  to  avoidance  in  the  event 
of  the  bankruptcy  of  the  borrower. 

In  general,  if  payments  on  a  Collateral  Asset  are  avoidable,  whether  as  fraudulent  conveyances 
or  preferences,  such  payments  can  be  recaptured.  To  the  extent  that  any  such  payments  are  recaptured, 
the  resulting  loss  will  be  borne  first  by  the  Holders  of  the  Income  Notes,  then  by  the  Holders  of  the  Class 
D  Notes,  then  by  the  Holders  of  the  Class  C  Notes,  then  by  the  Holders  of  the  Class  B  Notes,  then  by  the 
Holders  of  the  Class  A-2  Notes,  then  by  the  Holders  of  the  Class  S-2  Notes,  then  by  the  Holders  of  the 
Class  A-1d  Notes,  then  by  the  Holders  of  the  Class  A-1c  Notes,  then  by  the  Holders  of  the  Class  A-1b 
Notes,  then  by  the  Holders  of  the  Class  A-1a  Notes  and,  finally,  by  the  Holders  of  the  Class  S-1  Notes. 

Illiquidity  of  Collateral  Assets;  Certain  Restrictions  on  Transfer.  There  may  be  a  limited  trading 
market  for  many  of  the  Collateral  Assets  purchased  by  the  Issuer,  and  in  certain  instances  there  may  be 
effectively  no  trading  market  therefor. 

In  addition,  it  is  expected  that  substantially  all  of  the  Collateral  Assets  will  generally  not  have  been 
registered  or  qualified  under  the  Securities  Act,  or  the  securities  laws  of  any  other  jurisdiction,  and  no 
person  or  entity  will  be  obligated  to  register  or  qualify  any  such  Collateral  Assets  under  the  Securities  Act 
or  any  other  securities  law.  Consequently,  the  Issuer's  transfer  of  such  Collateral  Assets  will  be  subject  to 
satisfaction  of  legal  requirements  applicable  to  transfers  that  do  not  require  registration  or  qualification 
under  the  Securities  Act  or  any  applicable  state  securities  laws  and  upon  satisfaction  of  certain  other 
provisions  of  the  respective  agreements  pursuant  to  which  the  Collateral  Assets  were  issued.  It  is 
expected  that  such  transfers  will  also  be  subject  to  satisfaction  of  certain  other  restrictions  regarding  the 
transfer  thereof  to,  for  the  benefit  of  or  with  assets  of,  a  Plan,  as  well  as  certain  other  transfer  restrictions. 
The  existence  of  such  transfer  restrictions  will  negatively  affect  the  liquidity  of,  and  consequently  the  price 
that  may  be  realized  upon  a  sale  of,  such  securities. 

The  Issuer's  investment  in  illiquid  Collateral  Assets  may  affect  the  Issuer's  right  to  sell  such 
investments  if  they  become  Credit  Risk  Obligations  or  Defaulted  Obligations  and  the  timing  and  price 
thereof.  The  value  of  illiquid  Collateral  Assets  may  be  less  than  comparable,  more  liquid  investments. 
The  illiquidity  of  Collateral  Assets  and  the  restrictions  on  transfer  of  Collateral  Assets,  in  each  case  as 
described  above,  may  also  affect  the  ability  of  the  Issuer  to  conduct  a  successful  Auction,  to  exercise 
redemptions  and  may  also  affect  the  amount  and  timing  of  receipt  of  proceeds  from  the  sale  of  Collateral 
Assets  in  connection  with  the  exercise  of  remedies  following  an  Event  of  Default 

.  Volatility  of  Market  Value  ofjCpllateral  Assets.  The  market  value  of  the  Collateral  Assets  and  the 
Reference  Obligations  will  generally  fluctuate  with,  among  other  things,  changes  in  prevailing  interest 
rates,  general  economic  conditions,  the  condition  of  certain  financial  markets,  developments  or  trends  in 
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any  particular  industry  and  the  financial  condition  of  the  issuers  of  the  Collateral  Assets  and  the 
Reference  Obligations.  A  decrease  in  the  market  value  of  the  Collateral  Assets  and  the  Reference 
Obligations  would  adversely  affect  the  proceeds  that  could  be  obtained  upon  the  sale  of  the  Collateral 
Assets  and  could  ultimately  affect  the  ability  of  the  Issuer  to  effect  an  Auction,  an  Optional  Redemption  by 
Liquidation  or  a  Tax  Redemption,  or  to  pay  the  principal  of  the  Notes,  or  make  distributions  on  the  Income 
Notes,  upon  a  liquidation  of  the  Collateral  Assets  following  the  occurrence  of  an  Event  of  Default. 

Interest  Rate  Risk;  Cashflow  Swap  Agreement.  There  will  be  a  basis  and  timing  mismatch 
between  such  Notes  and  the  Collateral  Assets  which  bear  interest  at  a  floating  rate,  since  the  interest 
rates  on  such  Collateral  Assets  bearing  interest  at  a  floating  rate  may  adjust  more  frequently  or  less 
frequently,  on  different  dates  and  based  on  different  indices,  than  the  interest  rate  on  the  Notes.  The 
fixed  rates  and  the  margins  over  LIBOR  or  other  floating  rates  borne  by  Collateral  Assets  may  be  lower 
than  those  on  sold  or  amortized  Collateral  Assets  which  could  cause  a  significant  decline  in  interest 
coverage  for  the  Notes. 

On  the  Closing  Date,  the  Issuer  will  enter  into  a  Cashflow  Swap  Agreement  to  reduce  the  impact 
of  the  timing  mismatches  between  payments  of  interest  on  the  Class  S  Notes,  the  Class  A  Notes  and  the 
Class  B  Notes  and  the  receipt  of  payments  on  the  Collateral  Assets  that  are  PIK  Bonds.  After  the  Closing 
Date,  even  if  the  Collateral  Manager  believes  that  engaging  in  a  hedging  technique  (other  than  replacing 
an  existing  Cashflow  Swap  Agreement  that  is  terminated)  would  be  beneficial,  the  Collateral  Manager  will 
be  unable  to  do  so.  Despite  the  Issuer  having  the  benefit  of  a  Cashflow  Swap  Agreement,  there  can  be 
no  assurance  that  the  Collateral  Assets  and  the  Eligible  Investments  will  in  all  circumstances  generate 
sufficient  Proceeds  to  make  timely  payments  of  stated  interest  on  the  Notes  or  amounts  subordinated 
thereto.  There  is  no  assurance  that  the  Cashflow  Swap  Agreement  will  solve  all  cashflow  deferral 
mismatches. 

The  Issuer  may  only  terminate  the  Cashflow  Swap  Agreement  if  the  Rating  Agency  Condition  is 
satisfied.  In  the  event  the  Cashflow  Swap  Agreement  is  terminated  other  than  from  termination  events 
described  in  the  Cashflow  Swap  Agreement,  the  Issuer  has  agreed  to  use  reasonable  efforts  to  enter  into 
a  substitute  Cashflow  Swap  Agreement  unless  the  Rating  Agency  Condition  would  not  be  satisfied  by  a 
substitute  Cashflow  Swap  Agreement,  but  there  is  no  assurance  that  a  substitute  will  be  found  or  that  the 
Rating  Agency  Condition  will  be  satisfied.  Any  termination  of  the  Cashflow  Swap  Agreement,  whether  in 
whole  or  in  part,  may  require  the  Issuer  to  pay  termination  payments  to  the  Cashflow  Swap  Counterparty, 
which  amounts  are  payable  in  accordance  with  the  Priority  of  Payments  prior  to  any  payments  on  the 
Notes  unless  such  payments  are  Defaulted  Cashflow  Swap  Termination  Payments. 

The  Issuer's  ability  to  meet  its  obligations  on  the  Notes  will  largely  depend  on  the  ability  of  the 
Cashflow  Swap  Counterparty  to  meet  its  obligations  under  the  Cashflow  Swap  Agreement.  In  the  event 
the  Cashflow  Swap  Counterparty  defaults  or  the  Cashflow  Swap  Agreement  is  terminated,  there  can  be 
no  assurance  that  the  amounts  received  from  the  Collateral  Assets  will  be  sufficient  to  provide  for  full 
payments  due  and  payable  on  the  Notes,  or  that  amounts  otherwise  distributable  to  the  Holders  of  the 
Income  Notes  will  not  be  reduced. 

In  the  event  of  the  insolvency  of  the  Cashflow  Swap  Counterparty,  the  Issuer  will  be  treated  as  a 
general  creditor  of  such  Cashflow  Swap  Counterparty.  Consequently,  the  Issuer  will  be  subject  to  the 
credit  risk  of  the  Cashflow  Swap  Counterparty.  As  a  result,  concentrations  of  Cashflow  Swap 
Agreements  in  any  one  Cashflow  Swap  Counterparty  subject  the  Notes  to  an  additional  degree  of  risk 
with  respect  to  defaults  by  such  Cashflow  Swap  Counterparty. 

Goldman  Sachs  International  will  be  the  initial  Cashflow  Swap  Counterparty. 

Prospective  purchasers  of  the  Notes  and  the  Income  Notes  should  consider  and  assess  for 
themselves  the  likelihood  of  a  default  by  the  Cashflow  Swap  Counterparty  or  a  guarantor  of  its 
obligations,  as  well  as  the  obligations  of  the  Issuer  under  the  Cashflow  Swap  Agreement,  including  the 
obligation  to  make  termination  payments  to  the  Cashflow  Swap  Counterparty,  and  the  likely  .ability  of  the 
Issuer  to  terminate  or  reduce  the  Cashflow  Swap  Agreement  or  enter  into  additional  Cashflow  Swap 
Agreements. 
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Concentration  Risk.  The  Issuer  will  invest  in  a  pool  of  Collateral  Assets  consisting  of  U.S.  Dollar 
denominated  CDO  Securities  and  Synthetic  Securities  referencing  CDO  Securities.  With  regard  to  the 
Collateral  Assets  or  the  securities  underlying  the  CDO  Securities  with  respect  to  any  particular  obligor, 
industry  or  country  (other  than  the  United  States),  the  concentration  of  the  Collateral  Assets  (or  the 
portfolios  of  securities  underlying  certain  Collateral  Assets)  in  any  one  obligor  would  subject  the  Securities 
to  a  greater  degree  of  risk  with  respect  to  defaults  by  such  obligor,  and  the  concentration  of  the  Collateral 
Assets  (or  the  portfolios  of  securities  underlying  certain  Collateral  Assets)  in  any  one  industry  would 
subject  the  Securities  to  a  greater  degree  of  risk  with  respect  to  economic  downturns  relating  to  such 
industry.  In  addition,  the  concentration  of  the  Collateral  Assets  (or  the  portfolios  of  securities  underlying 
certain  Collateral  Assets)  in  any  one  country  (other  than  the  United  States)  would  subject  the  Securities  to 
special  risks  related  to  regional  economic  conditions  and  sovereign  risks.  Further,  the  concentration  of 
the  Collateral  Assets  will  change  after  the  Closing  Date  as  the  underlying  securities  backing  the  CDO 
Securities  or  Reference  Obligations  are  sold,  paid  or  redeemed. 

No  single  issuer  (or,  with  respect  to  Synthetic  Securities,  no  single  issuer  of  the  related  Reference 
Obligation)  will  represent  as  of  the  Closing  Date  more  than  approximately  2.0%  of  the  Collateral  Assets 
by  outstanding  Principal  Balance.  See  "Security  for  the  Notes— The  Collateral  Assets." 

Other  Considerations 

Changes  in  Tax  Law;  No  Gross-Up.  Payments  on  the  Collateral  Assets  generally  are  expected  to 
be  exempt  under  current  United  States  tax  law  from  the  imposition  of  United  States  withholding  tax.  See 
"Income  Tax  Considerations — United  States  Tax  Considerations — Tax  Treatment  of  Issuer."  However, 
the  Issuer  will  not  be  making  any  independent  investigation  of  the  circumstances  surrounding  the 
individual  assets  comprising  the  Collateral  Assets  and,  as  a  result,  there  can  be  no  assurance  that  the 
payments  on  the  Collateral  Assets  may  not  be  subject  to  withholding  taxes  imposed  by  the  United  States 
of  America  or  another  jurisdiction.  In  that  event,  if  the  obligors  of  such  Collateral  Assets  were  not  then 
required  to  make  "gross-up"  payments  that  cover  the  full  amount  of  any  such  withholding  taxes,  the 
amounts  available  to  make  payments  on,  or  distributions  to,  the  Holders  of  the  Securities  would 
accordingly  be  reduced.  There  can  be  no  assurance  that  remaining  payments  on  the  Collateral  would  be 
sufficient  to  make  timely  payments  of  interest  on  and  payment  of  principal  at  the  Stated  Maturity  of  each 
Class  of  the  Notes  and,  consequently,  to  make  any  payments  on  the  Income  Notes  on  the  Stated 
Maturity. 

In  the  event  that  any  withholding  tax  is  imposed  on  payments  on  the  Securities,  the  Holders  of 
such  Securities  will  not  be  entitled  to  receive  "grossed-up"  amounts  to  compensate  for  such  withholding 
tax.  In  addition,  upon  the  occurrence  of  a  Tax  Event,  the  Issuer  will  redeem  in  whole  but  not  in  part,  at 
applicable  Redemption  Prices  specified  herein,  the  Notes  in  accordance  with  the  procedures  described 
under  "Description  of  the  Securities— Tax  Redemption,"  " — Optional  Redemption  by  Liquidation,"  "— 
Optional  Redemption  by  Refinancing — Optional  Redemption/Tax  Redemption  Procedures"  herein. 

Lack  of  Operating  History.  Each  of  the  Issuers  is  a  recently  incorporated  entity  and  has  no 
substantial  prior  operating  history.  Accordingly,  neither  of  the  Issuers  has  a  performance  history  for  a 
prospective  investor  to  consider. 

Investment  Company  Act.  Neither  of  the  Issuers  has  registered  with  the  United  States  Securities 
and  Exchange  Commission  (the  "SEC")  as  an  investment  company  pursuant  to  the  Investment  Company 
Act.  The  Issuer  has  not  so  registered  in  reliance  on  an  exception  for  investment  companies  organized 
under  the  laws  of  a  jurisdiction  other  than  the  United  States  whose  investors  resident  in  the  United  States 
are  solely  Qualified  Purchasers  and  which  do  not  make  a  public  offering  of  their  securities  in  the  United 
States.  Counsel  for  the  Issuers  will  opine,  in  connection  with  the  sale  of  the  Securities  by  the  Initial 
Purchaser,  that  neither  the  Issuer  nor  the  Co-Issuer  is  on  the  Closing  Date  an  investment  company 
required  to  be  registered  under  the  Investment  Company  Act  (assuming,  for  the  purposes  of  such  opinion, 
tharthe  Securities  are  sold  by  the  Initial  Purchaser  in  accordance  with  the  terms  of  the  Purchase 
Agreement).  No  opinion  or  no-action  position  has  been  requested  of  the  SEC. 
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If  the  SEC  or  a  court  of  competent  jurisdiction  were  to  find  that  the  Issuer  or  the  Co-Issuer  is 
required,  but  in  violation  of  the  Investment  Company  Act  had  failed,  to  register  as  an  investment 
company,  possible  consequences  include,  but  are  not  limited  to,  the  following:  (i)  the  SEC  could  apply  to 
a  district  court  to  enjoin  the  violation;  (ii)  investors  in  the  Issuer  or  the  Co-Issuer  could  sue  the  Issuer  or 
the  Co-Issuer,  as  the  case  may  be,  and  recover  any  damages  caused  by  the  violation;  and  (iii)  any 
contract  to  which  the  Issuer  or  the  Co-Issuer,  as  the  case  may  be,  is  a  party  that  is  made  in,  or  whose 
performance  involves  a  violation  of  the  Investment  Company  Act  would  be  unenforceable  by  any  party  to 
the  contract  unless  a  court  were  to  find  that  under  the  circumstances  enforcement  would  produce  a  more 
equitable  result  than  non-enforcement  and  would  not  be  inconsistent  with  the  purposes  of  the  Investment 
Company  Act  Should  the  Issuer  or  the  Co-Issuer  be  subjected  to  any  or  all  of  the  foregoing,  the  Issuer  or 
the  Co-Issuer,  as  the  case  may  be,  would  be  materially  and  adversely  affected. 

The  Securities  are  only  permitted  to  be  transferred  to  Qualified  Institutional  Buyers  in  transactions 
meeting  the  requirements  of  Rule  144A  and,  solely  in  the  case  of  the  Income  Notes,  to  Accredited 
Investors  having  a  net  worth  of  not  less  than  U.S.$10  million  in  transactions  exempt  from  registration 
under  the  Securities  Act,  or  in  an  offshore  transaction,  to  a  non-U.S.  Person,  complying  with  Rule  903  or 
Rule  904  of  Regulation  S.  The  Securities  being  offered  in  the  United  States  are  being  offered  only  to 
persons  that  are  also  Qualified  Purchasers.  Any  non-permitted  transfer  will  be  voided  and  the  Issuers 
can  require  the  transferee  to  sell  its  Securities  to  a  permitted  transferee,  with  such  sale  to  be  effected 
within  30  days  after  notice  of  such  sale  requirement  is  given.  If  such  sale  is  not  effected  within  such  30 
day  period,  upon  written  direction  from  the  Issuer,  the  Trustee  will  be  authorized  to  conduct  a 
commercially  reasonable  sale  of  such  Securities  to  a  permitted  transferee  and  pending  such  transfer,  no 
further  payments  will  be  made  in  respect  of  such  Securities  or  any  beneficial  interest  therein.  See 
"Description  of  the  Securities-^orm  of  the  Securities"  and  "Notice  to  Investors." 

Credit  Ratings.  Credit  ratings  of  debt  securities  represent  the  rating  agencies'  opinions  regarding 
their  credit  quality  and  are  not  a  guarantee  of  quality.  Rating  agencies  attempt  to  evaluate  the  safety  of 
principal  and  interest  payments  and  do  not  evaluate  the  risks  of  fluctuations  in  market  value,  therefore, 
they  may  not  fully  reflect  the  true  risks  of  an  investment.  Also,  rating  agencies  may  fail  to  make  timely 
changes  in  credit  ratings  in  response  to  subsequent  events,  so  that  an  issuer's  current  financial  condition 
may  be  better  or  worse  than  a  rating  indicates.  Credit  ratings  of  non-investment  grade  and  comparable 
unrated  obligations  included  in  the  Collateral  Assets  and  Reference  Obligations  may  be  less  reliable 
indicators  of  investment  quality  than  would  be  the  case  with  investments  in  investment-grade  debt 
obligations. 

Implementation  of  Securities  Regulation  in  Europe.  As  part  of  a  coordinated  action  plan  for 
harmonization  of  securities  markets  in  Europe,  the  European  Parliament  and  the  Council  of  the  European 
Union  has  adopted  a  series  of  directives,  including  the  Prospectus  Directive  (2003/71/EC)  the 
Transparency  Directive  (2004/1 09/EC)  and  the  Market  Abuse  Directive  (2003/6/EC)  which  aim  to  ensure 
investor  protection  and  market  efficiency  in  accordance  with  high  regulatory  standards  across  the 
European  community.  Pursuant  to  such  directives  member  states  have  introduced,  or  are  in  the  process 
of  introducing,  legislation  into  their  domestic  markets  to  implement  the  requirements  of  these  directives. 
The  introduction  of  such  legislation  has  effected  and  will  effect  the  regulation  of  issuers  of  securities  that 
are  offered  to  the  public  or  admitted  to  trading  on  a  European  Union  regulated  market  and  the  nature  and 
content  of  disclosure  required  to  be  made  in  respect  of  such  issuers  and  their  related  securities.  The 
listing  of  Notes  or  Income  Notes  on  any  European  Union  stock  exchange  would  subject  the  Issuer  to 
regulation  under  these  directives,  although  the  requirements  applicable  to  the  Issuer  are  not  yet  fully 
clarified.  The  Indenture  will  not  require  the  Issuer  to  apply  for,  list  or  maintain  a  listing  for  any  Class  of 
Notes  or  Income  Notes  on  a  European  Union  stock  exchange  if  compliance  with  these  directives  (or  other 
requirements  adopted  by  the  European  Parliament  and  Council  of  the  European  Union  or  a  relevant 
member  state)  becomes  burdensome.  Should  the  Notes  or  Income  Notes  be  delisted  from  any 
exchange,  the  ability  of  the  holders  of  such  Securities  to  sell  such  Securities  in  the  secondary  market  may 
be  negatively  impacted. 

-.—  ...  -EU  Savings  Directive.  If,  following  implementation  of  European  Council  Directive  2003/48/EC,  a 
payment  were  to  be  made  or  collected  through  a  member  state  that  opted  for  a  withholding  system  and 
an  amount  of  or  in  respect  of  tax  were  to  be  withheld  from  that  payment,  neither  the  issuer  nor  the  paying 
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agent  nor  any  other  person  would  be  obliged  to  pay  additional  amounts  as  a  result  of  the  imposition  of 
such  withholding  tax.  If  a  withholding  tax  is  imposed  on  a  payment  made  by  a  paying  agent  following 
implementation  of  this  Directive,  the  issuer  will  be  required  to  maintain  a  paying  agent  in  a  member  state 
that  will  not  be  obliged  to  withhold  or  deduct  tax  pursuant  to  the  Directive. 

Certain  Conflicts  of  Interest.  Various  potential  and  actual  conflicts  of  interest  may  arise  from  the 
overall  advisory,  investment  and  other  activities  of  the  Collateral  Manager,  its  affiliates  and  their 
respective  clients  and  employees  and  from  the  overall  investment  activity  of  the  Initial  Purchaser, 
including  in  other  transactions  with  the  Issuer,  including,  without  limitation,  acting  as  counterparty  with 
respect  to  any  Cashflow  Swap  Agreement.  The  following  briefly  summarizes  some  of  these  conflicts,  but 
is  not  intended  to  be  an  exhaustive  list  of  all  such  conflicts. 

The  Collateral  Manager  Various  potential  and  actual  conflicts  of  interest  may  arise  from  the 
overall  advisory,  investment  and  other  activities  of  the  Collateral  Manager,  its  affiliates  and  their 
respective  clients  and  employees.  The  following  briefly  summarizes  some  of  these  conflicts,  but  is  not 
intended  to  be  an  exhaustive  list  of  all  such  conflicts. 

The  Collateral  Manager  and/or  its  affiliates  have  ongoing  relationships  with,  render  service  to, 
finance  and  engage  in  transactions  with,  and  may  own  debt  or  equity  securities  issued  by  issuers  of 
certain  of  the  Collateral  Assets.  The  Collateral  Manager  and  its  affiliates  may  invest  on  behalf  of 
themselves  and  other  clients  in  securities  that  are  senior  or  subordinated  to,  or  have  interests  different 
from  or  adverse  to,  the  Collateral  Assets.  The  interests  of  such  parties  may  be  different  than  or  adverse  to 
the  interests  of  the  Holders  of  the  Securities.  In  addition,  such  persons  may  possess  information  relating 
to  the  Collateral  Assets  which  is  not  known  to  the  individuals  at  the  Collateral  Manager  responsible  for 
monitoring  the  Collateral  Assets  and  performing  the  other  obligations  under  the  Collateral  Management 
Agreement.  Such  persons  will  not  be  required  (and  may  not  be  permitted)  to  share  such  information  or 
pass  it  along  to  the  Issuer,  the  Collateral  Manager  or  any  Holder  of  any  Security.  Neither  the  Collateral 
Manager  nor  any  of  such  person  will  have  liability  to  the  Issuer  or  any  Holder  of  any  Security  for  failure  to 
disclose  such  information  or  for  taking,  or  failing  to  take,  any  action  based  upon  such  information. 

In  addition,  the  Collateral  Manager  and/or  any  of  its  affiliates  may  engage  in  any  other  business 
and  furnish  investment  management  and  advisory  services  to  others  which  may  include,  without 
limitation,  serving  as  consultant  or  servicer  for,  investing  in,  lending  to,  being  affiliated  with  or  have  other 
ongoing  relationships  with,  other  entities  organized  to  issue  collateralized  debt  obligations  secured  by 
assets  similar  to  the  Collateral  Assets,  and  other  trusts  and  pooled  investments  vehicles  that  acquire 
interests  in,  provide  financing  to,  or  otherwise  deal  with  securities  issued  by  issuers  that  would  be  suitable 
investments  for  the  Issuer.  In  the  course  of  monitoring  the  Collateral  Assets  held  by  the  Issuer,  the 
Collateral  Manager  may  consider  its  relationships  with  other  clients  (including  entities  whose  securities  (or 
those  of  its  affiliates)  are  pledged  to  secure  the  Notes)  and  its  affiliates.  In  providing  services  to  other 
clients,  the  Collateral  Manager  and  its  affiliates  may  recommend  activities  that  would  compete  with  or 
otherwise  adversely  affect  the  Issuer.  In  addition,  the  Collateral  Manager  will  be  free,  in  its  sole  discretion, 
to  make  recommendations  to  others,  or  effect  transactions  on  behalf  of  itself  or  for  others,  that  may  be  the 
same  as  or  different  from  those  effected  on  behalf  of  the  Issuer,  and  the  Collateral  Manager  may  furnish 
advisory  services  to  others  who  may  have  investment  policies  similar  to  those  followed  by  the  Issuer  and 
who  may  own  securities  of  the  same  class,  or  which  are  the  same  type  as,  the  Collateral  Assets.  Under 
the  terms  of  the  Collateral  Management  Agreement,  the  Collateral  Manager  will  be  permitted  to  take 
whatever  action  is  in  the  Collateral  Manager's  best  interest  regardless  of  the  impact  on  the  Collateral 
Assets.  In  addition,  under  certain  circumstances  the  Collateral  Manager  may  direct  the  Issuer  to  sell 
certain  Collateral  Assets.  Such  sales  of  Collateral  Assets  may  result  in  losses  by  the  Issuer,  which  losses 
may  result  in  the  reduction  or  withdrawal  of  the  rating  of  any  or  all  of  the  Securities  by  any  of  the  Rating 
Agencies.  In  determining  whether  to  exercise  such  right,  the  Collateral  Manager  need  not  take  into 
account  the  interests  of  the  Issuers,  the  Noteholders,  the  Income  Noteholders  or  any  other  party. 

The  Collateral  Manager  and/or  its  affiliates  may  at  certain  times  be  simultaneously  seeking  to 
"purchase  or  dispose  of  investments  for  their  respective  accounts  or  for  another  entity,  including  other 
collateralized  debt  obligation  vehicles,  at  the  same  time  as  it  is  purchasing  or  disposing  of  investments  for 
the  Issuer.  Accordingly,  conflicts  may  arise  regarding  the  allocation  of  sale  opportunities. 
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The  Collateral  Manager  may  aggregate  sales  of  securities  placed  with  respect  to  the  Collateral 
Assets  with  similar  sales  being  made  simultaneously  for  other  clients  or  other  accounts  managed  by  the 
Collateral  Manager  or  with  accounts  of  the  affiliates  of  the  Collateral  Manager,  if  in  the  Collateral 
Manager's  reasonable  business  judgment  such  aggregation  will  result  in  an  overall  economic  benefit  to 
the  Issuer,  taking  into  consideration  the  advantageous  selling  price,  brokerage  commission  and  other 
expenses.  However,  no  provision  of  the  Collateral  Management  Agreement  requires  the  Collateral 
Manager  or  its  affiliates  to  execute  orders  as  part  of  concurrent  authorizations  or  to  aggregate  sales. 
Nevertheless,  the  Collateral  Manager  may,  in  the  allocation  of  business,  take  into  consideration  research 
and  other  brokerage  services  furnished  to  the  Collateral  Manager  or  its  affiliates  by  brokers  and  dealers. 
Such  services  may  be  used  by  the  Collateral  Manager  in  connection  with  the  Collateral  Manager's  other 
advisory  services  or  investment  operations. 

No  provision  in  the  Collateral  Management  Agreement  prevents  the  Collateral  Manager  or  any  of 
its  affiliates  from  rendering  services  of  any  kind  to  the  issuer  of  any  Collateral  Assets  and  its  affiliates,  the 
Trustee,  the  Holders  of  the  Securities,  the  Cashflow  Swap  Counterparty  or  any  other  entity.  Without 
prejudice  to  the  generality  of  the  foregoing,  the  Collateral  Manager  and  its  affiliates,  directors,  officers, 
employees  and  agents  may,  among  other  things:  (a)  serve  as  general  partner,  adviser,  sponsor  or 
manager  of  partnerships  or  companies  organized  to  issue  collateralized  bond  or  loan  obligations  secured 
by  assets  similar  to  the  Collateral  Assets,  directors  (whether  supervisory  or  managing),  partners,  officers, 
employees,  agents,  nominees  or  signatories  for  an  issuer  of  any  Collateral  Assets;  (b)  receive  fees  for 
services  rendered  to  the  issuer  of  any  Collateral  Assets  or  any  affiliate  thereof,  (c)  be  retained  to  provide 
services  unrelated  to  the  Collateral  Management  Agreement  to  the  Issuer  or  its  Affiliates  and  be  paid 
therefor;  (d)  a  secured  or  unsecured  creditor  of,  or  hold  an  equity  interest  in,  any  issuer  of  any  Collateral 
Assets;  (e)  serve  as  a  member  of  any  "creditors'  board"  or  "creditors'  committee"  with  respect  to  any 
Collateral  Assets  which  has  become  or  may  become  a  Defaulted  Obligation  or  with  respect  to  any 
commercial  mortgage  loan  securing  any  Collateral  Assets  or  the  respective  borrower  for  any  such 
commercial  mortgage  loan;  (f)  own  or  make  loans  to  any  borrower  or  affiliate  of  any  borrower  on  any  of 
the  commercial  mortgage  loans  securing  the  Collateral  Assets;  (g)  invest,  or  have  already  invested,  in 
obligations  and/or  other  securities  that  are  identical  to  or  senior  to,  or  have  interests  different  from  or 
adverse  to,  the  Collateral  Assets;  (h)  make  investments  on  their  own  behalf  without  offering  such 
investment  opportunities  to  the  Issuer  or  informing  the  Issuer  of  any  investments  before  engaging  in  any 
investment  for  themselves;  (i)  recommend  or  effect  direct  trades  between  the  Issuer  and  the  Collateral 
Manager  or  a  Collateral  Manager  Affiliate  or  funds  or  accounts  for  which  the  Collateral  Manager  or  an 
Affiliate  serve  as  Collateral  Manager,  acting  as  principal  or  agent,  subject  to  applicable  legal 
requirements;  (j)  invest  in  obligations  that  would  be  appropriate  as  Collateral  and  have  ongoing 
relationships  with,  render  services  to  or  engage  in  transaction  with,  companies  whose  obligations  are 
included  in  the  Collateral  and  may  own  equity  or  debt  securities  by  issuers  of  and  other  obligors  of 
Collateral  Assets;  and  (k)  enter  into  agency  cross-transactions  where  the  Collateral  Manager  and/or  the 
Collateral  Manage  Affiliates  acts  as  broker  for  the  Issuer  and  for  the  other  party  to  the  transaction,  to  the 
extent  permitted  under  applicable  law.  Under  the  terms  of  the  Collateral  Management  Agreement,  the 
Collateral  Manager  will  be  permitted  to  take  whatever  action  is  in  the  Collateral  Manager's  best  interest 
regardless  of  the  impact  on  the  Collateral  Assets. 

On  the  Closing  Date  it  is  expected  that  the  Collateral  Manager  or  one  or  more  clients  or  affiliates 
of  the  Collateral  Manager  will  purchase  approximately  50%  of  the  aggregate  notional  amount  of  the 
Income  Notes  and  100%  of  the  Aggregate  Outstanding  Amount  of  the  Class  D  Notes  and  may  purchase 
Notes  and/or  Income  Notes  on  or  after  the  Closing  Date.  The  Collateral  Manager  or  such  clients  or 
affiliates  may  at  times  also  own  other  Securities.  There  is  no  assurance  that  the  Collateral  Manager  or 
any  of  such  clients  or  affiliates  will  continue  to  hold  any  or  all  of  the  Notes  or  the  Income  Notes  (including 
the  Income  Notes  and  the  Class  D  Notes  purchased  on  the  Closing  Date)  or  that  they  will  continue  to  hold 
interests  in  any  securities  related  to  the  Collateral  Assets.  For  so  long  as  Greywolf  is  the  Collateral 
Manager  and  any  funds  managed  by  Greywolf  continue  to  hold  any  Income  Notes,  any  Collateral 
Management  Fees  otherwise  payable  to  the  Collateral  Manager,  hereunder  shall  be  paid  by.  the  Issuer  in 
the  following  order:  (i)  first,  to  such  funds  managed  by  Greywolf  (on  a  pro  rata  basis  among  such  funds), 
in  an  amount  equal  to  the  product  of  (x)  such  Collateral  Management  Fees  and  (y)  a  fraction  the 
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numerator  of  which  is  the  notional  amount  of  the  Income  Notes  held  by  such  funds  managed  by  Greywolf 
and  the  denominator  of  which  is  the  aggregate  notional  amount  of  all  the  Income  Notes  and  (ii)  second, 
the  remainder,  if  any,  to  Greywolf. 

Greywolf  or  any  of  its  affiliates  or  subsidiaries  will  be  permitted  to  exercise  all  voting  rights  with 
respect  to  any  Securities  that  they  may  acquire  (other  than  with  respect  to  a  vote  regarding  the  removal  of 
the  Collateral  Manager  or  the  termination  or  assignment  of  the  Collateral  Management  Agreement).  The 
interests  of  such  persons  may  be  different  from  or  adverse  to  the  interests  of  the  other  Holders  of 
Securities. 

The  Collateral  Manager,  in  its  sole  discretion,  may,  from  time  to  time;  waive  all  or  any  portion  of 
the  Collateral  Management  Fee,  and  may  defer  all  or  any  portion  of  the  Collateral  Management  Fee.  Any 
deferred  Collateral  Management  Fees  will  become  payable  on  the  next  Payment  Date  (and,  if  not  paid  on 
such  Payment  Date,  on  one  or  more  subsequent  Payment  Dates)  in  accordance  with  the  Priority  of 
Payments. 

Members  of  the  board  of  directors  of  the  Issuer  who  are  not  affiliated  with  the  Collateral  Manager 
or  their  delegates  or  other  authorized  representatives  of  the  Issuer  will  have  the  responsibility  for 
approving  any  transactions  between  the  issuer  and  the  Collateral  Manager  or  its  affiliates  involving 
significant  conflicts  of  interest  (including  principal  trades).  More  particularly,  directors  unaffiliated  with  the 
Collateral  Manager  or  any  delegate  designated  by  such  directors  will  be  responsible  for  approving  any 
principal  transactions  for  which  Issuer  consent  is  required  pursuant  to  Section  206(3)  of  the  Advisers  Act. 

In  addition,  with  the  prior  authorization  of  the  Issuer,  which  has  been  given  and  can  be  revoked  at 
any  time,  the  Collateral  Manager  and/or  its  affiliates  may  enter  into  agency  cross-transactions  where  the 
Collateral  Manager  and/or  its  affiliates  acts  as  broker  for  the  Issuer  and  for  the  other  party  to  the 
transaction,  to  the  extent  permitted  under  applicable  law,  in  which  case  the  Collateral  Manager  or  any 
such  affiliate  will  receive  commissions  from,  and  have  a  potentially  conflicting  division  of  loyalties  and 
responsibilities  regarding,  both  parties  to  the  transaction. 

The  Initial  Purchaser.  Various  potential  and  actual  conflicts  of  interest  may  arise  from  the 
conduct  by  the  Initial  Purchaser  and  its  affiliates  in  other  transactions  with  the  Issuer,  including,  without 
limitation,  acting  as  counterparty  with  respect  to  any  Cashflow  Swap  Agreement  and  Synthetic  Securities. 
The  Initial  Purchaser  and/or  its  affiliates  will  act  as  an  initial  Synthetic  Security  Counterparty  and  an 
affiliate  of  the  Initial  Purchaser  will  act  as  the  initial  Cashflow  Swap  Counterparty.  The  following  briefly 
summarizes  some  of  these  conflicts,  but  is  not  intended  to  be  an  exhaustive  list  of  all  such  conflicts. 

It  is  expected  that  Goldman,  Sachs  &  Co.  and/or  its  affiliates  and  selling  agent  will  have  placed  or 
underwritten  certain  of  the  Collateral  Assets  at  original  issuance,  will  own  equity  or  other  securities  of 
issuers  of  or  obligors  on  Collateral  Assets  and  will  have  provided  investment  banking  services,  advisory, 
banking  and  other  services  to  issuers  of  Collateral  Assets.  The  Issuer  may  invest  in  the  securities  of 
companies  affiliated  with  Goldman,  Sachs  &  Co.  and/or  any  of  its  affiliates  or  in  which  Goldman,  Sachs  & 
Co.  and/or  any  of  its  affiliates  have  an  equity  or  participation  interest.  The  purchase,  holding  and  sale  of 
such  investments  by  the  Issuer  may  enhance  the  profitability  of  Goldman,  Sachs  &  Co.'s  and/or  any  of  its 
affiliates'  own  investments  in  such  companies.  In  addition,  it  is  expected  that  one  or  more  affiliates  of 
Goldman,  Sachs  &  Co.  may  also  act  as  counterparty  with  respect  to  one  or  more  Synthetic  Securities  and 
may  act  as  a  counterparty  with  respect  to  total  return  swaps  with  certain  investors  in  the  Notes  or  the 
Income  Notes.  The  Issuer  may  invest  in  money  market  funds  that  are  managed  by  Greywolf  or  Goldman, 
Sachs  &  Co.  or  any  of  their  affiliates;  provided  that  such  money  market  funds  otherwise  qualify  as  Eligible 
Investments.  Goldman,  Sachs  &  Co.  and/or  a  consolidated  entity  controlled  by  Goldman,  Sachs  &  Co.  or 
an  affiliate  thereof  intends  to  provide  "warehouse"  financing  to  the  Issuer  prior  to  the  Closing  Date.  See 
" — Collateral  Accumulation." 

There  is  no  limitation  or  restriction  on  the  Initial  Purchaser  or  any  of  its  affiliates  with  regard  to 
•  acting  as  investment  advisor,  initial  purchaser  or  placemerit.agent  (or  in  a  similar  role)  to  other  parties  or 
persons.  This  and  other  future  activities  of  the  Initial  Purchaser  and/or  its  respective  affiliates  may  give 
rise  to  additional  conflicts  of  interest. 
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Anti  Money  Laundering  Provisions.  Uniting  and  Strengthening  America  By  Providing  Appropriate 
Tools  Required  to  Intercept  and  Obstruct  Terrorism  Act  of  2001  (the  "USA  PATRIOT  Act"),  signed  into 
law  on  and  effective  as  of  October  26,  2001,  imposes  anti  money  laundering  obligations  on  different  types 
of  financial  institutions,  including  banks,  broker  dealers  and  investment  companies.  The  USA  PATRIOT 
Act  requires  the  Secretary  of  the  United  States  Department  of  the  Treasury  (the  'Treasury")  to  prescribe 
regulations  to  define  the  types  of  investment  companies  subject  to  the  USA  PATRIOT  Act  and  the  related 
anti  money  laundering  obligations.  It  is  not  clear  whether  Treasury  will  require  entities  such  as  the  Issuer 
to  enact  anti  money  laundering  policies.  It  is  possible  that  Treasury  will  promulgate  regulations  requiring 
the  Issuers  or  the  Initial  Purchaser  or  other  service  providers  to  the  Issuers,  in  connection  with  the 
establishment  of  anti  money  laundering  procedures,  to  share  information  with  governmental  authorities 
with  respect  to  investors  in  the  Notes  and/or  the  Income  Notes.  Such  legislation  and/or  regulations  could 
require  the  Issuers  to  implement  additional  restrictions  on  the  transfer  of  the  Notes  and/or  the  Income 
Notes.  As  may  be  required,  the  Issuer  reserves  the  right  to  request  such  information  and  take  such 
actions  as  are  necessary  to  enable  it  to  comply  with  the  USA  PATRIOT  Act. 

The  Issuer.  The  Issuer  is  a  recently  incorporated  Cayman  Islands  exempted  limited  liability 
company  and  has  no  substantial  prior  operating  history.  The  Issuer  will  have  no  significant  assets  other 
than  the  Collateral  Assets,  the  Default  Swap  Collateral  Account,  Eligible  Investments,  rights  under  the 
Cashflow  Swap  Agreement  and  certain  other  accounts  and  agreements  entered  into  as  described  herein, 
and  proceeds  thereof,  all  of  which  have  been  pledged  to  the  Trustee  to  secure  the  Issuer's  obligations  to 
the  Holders  of  the  Notes  and  the  Cashflow  Swap  Counterparty.  The  Issuer  will  not  engage  in  any 
business  activity  other  than  the  issuance  and  sale  of  the  Notes  and  the  Income  Notes  as  described 
herein,  the  issuance  of  the  Ordinary  Shares,  the  acquisition  and  disposition  of  the  Collateral  Assets  and 
Eligible  Investments  as  described  herein,  the  entering  into  of,  and  the  performance  of  its  obligations 
under,  the  Indenture,  the  Cashflow  Swap  Agreement,  the  Account  Control  Agreement,  the  Collateral 
Management  Agreement,  the  Collateral  Administration  Agreement,  the  Administration  Agreement,  the 
Fiscal  Agency  Agreement,  the  Deed  of  Covenant,  any  other  applicable  Transaction  Document,  the  pledge 
of  the  Collateral  as  security  for  its  obligations  in  respect  of  the  Notes  and  otherwise  for  the  benefit  of  the 
Secured  Parties,  certain  activities  conducted  in  connection  with  the  payment  of  amounts  in  respect  of  the 
Notes  and  the  Income  Notes  and  the  management  of  the  Collateral  and  other  activities  incidental  to  the 
foregoing.  Income  derived  from  the  Collateral  Assets  and  other  Collateral  will  be  the  Issuer's  only  source 
of  cash. 

The  Co-Issuer.  The  Co-Issuer  is  a  newly  incorporated  Delaware  corporation  and  has  no  prior 
operating  history.  The  Co-Issuer  does  not  have  and  will  not  have  any  significant  assets.  The  Co-Issuer 
will  not  engage  in  any  business  activity  other  than  the  co-issuance  of  the  Class  S  Notes,  the  Class  A 
Notes,  the  Class  B  Notes  and  the  Class  C  Notes. 

Tax.  See  "Income  Tax  Considerations." 

ERISA.  See  "ERISA  Considerations." 

DESCRIPTION  OF  THE  SECURITIES 

The  Income  Notes  will  be  constituted  by  the  deed  of  covenant  executed  by  the  Issuer  on  March 
27,  2007  (the  "Deed  of  Covenant")  and  subject  to  the  terms  and  conditions  thereof  (the  'Terms  and 
Conditions")  and  the  Income  Notes  will  be  issued  pursuant  to  the  Fiscal  Agency  Agreement  The 
following  summary  describes  certain  provisions  of  the  Securities,  the  Indenture,  the  Fiscal  Agency 
Agreement  and  the  Deed  of  Covenant.  This  summary  does  not  purport  to  be  complete  and  is  subject  to, 
and  qualified  in  its  entirety  by  reference  to,  the  provisions  of  the  Securities,  the  Indenture,  the  Fiscal 
Agency  Agreement  and  the  Deed  of  Covenant.  Copies  of  the  Indenture  may  be  obtained  by  prospective 
purchasers  of  the  Notes  upon  request  in  writing  to  the  Trustee  at  The  Bank  of  New  York,  101  Barclay 
Street,  Floor  8E,  New  York,  New  York,  10286,  Attention:  CDO  Transaction  Management  Group  - 
Timberwolf  I,  fax  (212)  815-3115,  and,  so  long  as  any  Notes  and/or  Income  Notes  are  listed  on  a  stock 
exchange,  the  Indenture  will  be  available  for  inspection  free  of  charge  from  the  office  of  the  Listing  and 
Paying  Agent.  Copies  of  the  Fiscal  Agency  Agreement  and  the  Issuer's  Memorandum  and  Articles  of 
Association  may  be  obtained  by  prospective  purchasers  of  Notes  and  Income  Notes  upon  request  in 
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writing  to  the  Fiscal  Agent  at  The  Bank  of  New  York,  London  Branch,  One  Canada  Square,  London  E14 
5AL,  the  United  Kingdom,  fax  +44  20  7964  6399,  phone  +44  20  7961  7073-Attention:  Corporate  Trust 
Administration. 

Status  and  Security 

The  Notes  (other  than  the  Class  D  Notes)  will  be  limited  recourse  obligations  of  the  Issuers  and 
the  Class  D  Notes  and  the  Income  Notes  will  be  limited  recourse  obligations  of  the  Issuer,  secured  as 
described  below.  The  Income  Notes  will  be  debt  obligations  of  the  Issuer,  and  will  not  be  secured  under 
the  terms  of  the  Indenture  and  will  only  be  entitled  to  receive  amounts  available  for  payment  to  the 
Holders  of  the  Income  Notes  after  payment  of  all  amounts  payable  prior  thereto  under  the  Priority  of 
Payments.  The  Class  S-1  Notes  will  be  senior  in  right  of  payment  on  each  Payment  Date  to  the  Class  A- 
1  Notes,  the  Class  A-2  Notes,  the  Class  B  Notes,  the  Class  C  Notes,  the  Class  D  Notes  and  the  Income 
Notes  to  the  extent  provided  in  the  Priority  of  Payments.  The  Class  S-2  Notes  will  be  senior  in  right  of 
payment  on  each  Payment  Date  to  the  Class  A-2  Notes  {provided,  that  payments  of  interest  on  the  Class 
S-2  Notes  and  the  Class  A  Notes  will  be  paid  pro  rata),  the  Class  B  Notes,  the  Class  C  Notes,  the  Class 
D  Notes  and  the  Income  Notes  to  the  extent  provided  in  the  Priority  of  Payments.  The  Class  A-1  Notes 
will  be  senior  in  right  of  payment  on  each  Payment  Date  to  the  Class  A-2  Notes  (provided,  that  payments 
of  interest  on  the  Class  A  Notes  will  be  paid  pro  rata),  the  Class  B  Notes,  the  Class  C  Notes,  the  Class  D 
Notes  and  the  Income  Notes  to  the  extent  provided  in  the  Priority  of  Payments.  Payments  of  principal  on 
the  Class  S-2  Notes  and  the  Class  A-1  Notes  will  be  paid  as  described  in  the  Priority  of  Payments.  The 
Class  A-2  Notes  will  be  senior  in  right  of  payment  on  each  Payment  Date  to  the  Class  B  Notes,  the  Class 
C  Notes,  the  Class  D  Notes  and  the  Income  Notes  to  the  extent  provided  in  the  Priority  of  Payments.  The 
Class  B  Notes  will  be  senior  in  right  of  payment  on  each  Payment  Date  to  the  Class  C  Notes,  the  Class  D 
Notes  and  the  Income  Notes  to  the  extent  provided  in  the  Priority  of  Payments.  The  Class  C  Notes  will  be 
senior  in  right  of  payment  on  each  Payment  Date  to  the  Class  D  Notes  and  the  Income  Notes  to  the 
extent  provided  in  the  Priority  of  Payments.  The  Class  D  Notes  will  be  senior  in  right  of  payment  on  each 
Payment  Date  to  the  Income  Notes  to  the  extent  provided  in  the  Priority  of  Payments.  Payments  of 
principal  on  the  Class  A-1  Notes  will  be  paid  in  accordance  with  the  Class  A-1  Note  Payment  Sequence. 
See  "—Priority  of  Payments." 

Under  the  terms  of  the  Indenture,  the  Issuer  will  grant  to  the  Trustee,  for  the  benefit  and  security 
of  the  Trustee  for  itself  and  on  behalf  of  the  Noteholders,  the  Fiscal  Agent,  the  Collateral  Administrator, 
the  Collateral  Manager,  the  Cashflow  Swap  Counterparty  and  the  Synthetic  Security  Counterparty 
(collectively,  the  "Secured  Parties"),  a  first  priority  security  interest  in  (i)  the  Collateral  Assets;  (ii)  the 
Collection  Account;  (iii)  the  Payment  Account;  (iv)  the  Cashflow  Swap  Termination  Receipts  Account,  the 
Cashflow  Swap  Replacement  Account  and  the  Cashflow  Swap  Collateral  Account  (subject,  in  each  case, 
to  the  rights  of  the  Cashflow  Swap  Counterparty);  (v)  the  Expense  Reserve  Account;  (vi)  the  Collateral 
Account;  (vii)  the  Synthetic  Security  Collateral  Account  and  the  Default  Swap  Collateral  Account  (subject, 
in  each  case,  to  the  rights  of  the  Synthetic  Security  Counterparty)  (items  (ii)  through  (vii),  the  "Accounts"); 
(viii)  Eligible  Investments;  (ix)  the  Issuer's  rights  under  the  Cashflow  Swap  Agreement;  (x)  the  Issuer's 
rights  under  the  Collateral  Management  Agreement  and  (xi)  certain  other  property  (collectively,  the 
"Collateral"). 

Payments  of  interest  on  and  principal  of  the  Notes  and  payments  on  the  Income  Notes  will  be 
made  solely  from  the  proceeds  of  the  Collateral  in  accordance  with  the  Priority  of  Payments. 

The  aggregate  amount  that  will  be  available  for  payments  required  or  permitted  to  be  made  on 
the  Notes  and  of  certain  expenses  of  the  Issuers,  the  Trustee  and  the  Agents  on  any  Payment  Date  will 
be  the  total  amount  of  payments  and  collections  in  respect  of  the  Collateral  (including  the  proceeds  of  the 
sale  of  any  Collateral)  received  during  the  period  (a  "Due  Period")  ending  on  (and  including)  the  fourth 
Business  Day  prior  to  such  Payment  Date  (or,  in  the  case  of  a  Due  Period  that  is  applicable  to  the 
Payment  Date  relating  to  the  Stated  Maturity  of  any  Note,  ending  on  (and  including)  the  day  preceding 
such  Payment  Date)  (provided,  that  if  the  fourth  Business  Day  prior  to  such  Payment  Date  occurs  before 
the  25th  day  of  any  calendar  month,  such  Due  Period  shall  end  on,  and  include,  the  25th  day  of  such 
calendar  month  (or  if  the  25th  day  is  not  a  Business  Day,  the  immediately  following  Business  Day)),  and 
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commencing  immediately  following  the  fourth  Business  Day  prior  to  the  preceding  Payment  Date  (or,  in 
the  case  of  the  Due  Period  relating  to  the  first  Payment  Date,  on  the  Closing  Date)  (provided,  that  if  a  Due 
Period  ends  on  the  25th  day  of  a  calendar  month,  the  next  succeeding  Due  Period  shall  commence 
immediately  following  the  25th  day  of  such  calendar  month  (or  if  such  day  is  not  a  Business  Day,  the 
immediately  following  Business  Day))  and  any  such  amounts  received  in  prior  Due  Periods  that  were  not 
disbursed  on  a  previous  Payment  Date. 

Interest  and  Distributions 

The  Class  S-1  Notes  will  bear  interest  during  each  Interest  Accrual  Period  at  the  Class  S-1  Note 
Interest  Rate  for  such  Interest  Accrual  Period.  The  Class  S-2  Notes  will  bear  interest  during  each  Interest 
Accrual  Period  at  the  Class  S-2  Note  Interest  Rate  for  such  Interest  Accrual  Period.  The  Class  A-1a 
Notes  will  bear  interest  during  each  Interest  Accrual  Period  at  the  Class  A-1a  Note  Interest  Rate  for  such 
Interest  Accrual  Period.  The  Class  A-1b  Notes  will  bear  interest  during  each  Interest  Accrual  Period  at  the 
Class  A-1b  Note  Interest  Rate  for  such  Interest  Accrual  Period.  The  Class  A-1c  Notes  will  bear  interest 
during  each  Interest  Accrual  Period  at  the  Class  A-1c  Note  Interest  Rate  for  such  Interest  Accrual  Period. 
The  Class  A-1d  Notes  will  bear  interest  during  each  Interest  Accrual  Period  at  the  Class  A-1d  Note 
Interest  Rate  for  such  Interest  Accrual  Period.  The  Class  A-2  Notes  will  bear  interest  during  each  Interest 
Accrual  Period  at  the  Class  A-2  Note  Interest  Rate  for  such  Interest  Accrual  Period.  The  Class  B  Notes 
will  bear  interest  during  each  Interest  Accrual  Period  at  the  Class  B  Note  Interest  Rate  for  such  Interest 
Accrual  Period.  The  Class  C  Notes  will  bear  interest  during  each  Interest  Accrual  Period  at  the  Class  C 
Note  Interest  Rate  for  such  interest  Accrual  Period.  The  Class  D  Notes  will  bear  interest  during  each 
Interest  Accrual  Period  at  the  Class  D  Note  Interest  Rate  for  such  Interest  Accrual  Period.  Interest  with 
respect  to  the  Class  S  Notes,  the  Class  A-1  Notes,  the  Class  A-2  Notes,  the  Class  B  Notes,  the  Class  C 
Notes  and  the  Class  D  Notes  will  be  payable  quarterly  in  arrears,  commencing  on  the  September  2007 
Payment  Date.  LIBOR  for  the  first  Interest  Accrual  Period  with  respect  to  the  Notes  will  be  determined  as 
of  the  second  Business  Day  preceding  the  Closing  Date.  Calculations  of  interest  on  the  Notes  will  be 
made  based  on  a  360-day  year  and  the  actual  number  of  days  in  each  Interest  Accrual  Period.  The 
Holders  of  the  Income  Notes  will  receive  on  each  Payment  Date  any  amount  of  Proceeds  that  are 
available  for  distribution  thereon  in  accordance  with  the  Priority  of  Payments  on  such  Payment  Date.  The 
"Interest  Accrual  Period,"  is  with  respect  to  the  Notes  and  any  Payment  Date,  the  period  commencing  on 
and  including  the  immediately  preceding  Payment  Date  (or  the  Closing  Date  in  the  case  of  the  first 
Interest  Accrual  Period)  and  ending  on  and  including  the  day  immediately  preceding  such  Payment  Date. 

If  funds  are  not  available  on  any  Payment  Date  to  pay  the  full  amount  of  interest  on  the  Class  C 
Notes,  or  to  the  extent  interest  that  is  due  on  such  Notes  is  not  paid  in  order  to  satisfy  certain  Coverage 
Tests,  the  interest  not  paid  (the  "Class  C  Deferred  Interest"),  will  not  be  due  and  payable  on  such 
Payment  Date,  but  will  be  added  to  the  principal  amount  of  the  Class  C  Notes  and,  to  the  extent  lawful 
and  enforceable,  thereafter  shall  accrue  interest  at  the  Class  C  Note  Interest  Rate.  If  funds  are  not 
available  on  any  Payment  Date  to  pay  the  full  amount  of  interest  on  the  Class  D  Notes,  or  to  the  extent 
interest  that  is  due  on  such  Notes  is  not  paid  in  order  to  satisfy  certain  Coverage  Tests,  the  interest  not 
paid  (the  "Class  D  Deferred  Interest"),  will  not  be  due  and  payable  on  such  Payment  Date,  but  will  be 
added  to  the  principal  amount  of  the  Class  D  Notes  and,  to  the  extent  lawful  and  enforceable,  thereafter 
shall  accrue  interest  at  the  Class  D  Note  Interest  Rate.  So  long  as  any  Class  S  Notes,  Class  A  Notes  or 
Class  B  Notes  are  outstanding,  the  failure  to  pay  interest  to  the  Holders  of  the  Class  C  Notes  will  not  be 
an  Event  of  Default  under  the  Indenture  and  so  long  as  any  Class  S  Notes,  Class  A  Notes,  Class  B  Notes 
or  Class  C  Notes  are  outstanding,  the  failure  to  pay  interest  to  the  Holders  of  the  Class  D  Notes  will  not 
be  an  Event  of  Default  under  the  Indenture.  See  "—Priority  of  Payments"  and  "—The  Indenture  and  the 
Fiscal  Agency  Agreement— Events  of  Default." 

Interest  will  cease  to  accrue  on  each  Note  from  the  date  of  repayment  in  full  or  Stated  Maturity,  or 
in  the  case  of  partial  repayment,  on  such  part,  unless  payment  of  principal  is  improperly  withheld  or 
unless  default  is  otherwise  made  with  respect  to  such  payments  of  principal.  See  "—Principal."  To  the 
extent  lawful  and  enforceable,  interest  on  any  Defaulted  Interest  on  each  Class  of  Notes  entitled  thereto 
will  accrue  at  the  interest  rate  applicable  to  such  Class  of  Notes,  until  paid  as  provided  herein.  "Defaulted 
Interest"  means  any  interest  due  and  payable  in  respect  of  (i)  any  Class  S  Note,  Class  A  Note  or  Class  B 
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Note  or  (ii)  if  there  are  no  Class  S  Notes,  Class  A  Notes  or  Class  B  Notes  outstanding,  any  Class  C  Note 
or  if  there  are  no  Class  S  Notes,  Class  A  Notes,  Class  B  Notes  or  Class  C  Notes  outstanding,  any  Class 
D  Note  which,  in  any  such  case,  is  not  punctually  paid  or  duly  provided  for  on  the  applicable  Payment 
Date  or  at  Stated  Maturity,  as  the  case  may  be. 

Determination  of  LIBOR 

For  purposes  of  calculating  each  of  the  Note  Interest  Rates,  the  Issuers  will  appoint  as  agent  The 
Bank  of  New  York  (in  such  capacity,  the  "Note  Calculation  Agent").  LIBOR  shall  be  determined  by  the 
Note  Calculation  Agent  in  accordance  with  the  following  provisions: 

(i)  On  the  second  Business  Day  prior  to  the  commencement  of  an  Interest  Accrual  Period 
(each  such  day,  a  "LIBOR  Determination  Date"),  LIBOR  ("LIBOR")  shall  equal  the  rate,  as  obtained  by  the 
Note  Calculation  Agent,  for  Eurodollar  deposits  for,  with  respect  to  the  Class  S  Notes,  the  Class  A  Notes, 
the  Class  B  Notes,  the  Class  C  Notes  and  the  Class  D  Notes,  a  three-month  period  (or,  in  the  case  of  a 
designated  initial  payment  period  of  less  than  25  days  or,  in  the  case  of  the  first  Interest  Accrual  Period, 
the  linear  interpolation  thereof,  calculated  in  accordance  with  generally  acceptable  methodology)  which 
appears  on  Bridge  Telerate  Page  3750  (as  Telerate  is  defined  in  the  International  Swaps  and  Derivatives 
Association,  Inc.  Annex  to  the  2000  ISDA  Definitions  (June  2000  version)),  or  such  page  as  may  replace 
Bridge  Telerate  Page  3750,  as  of  1 1:00  a.m.  (London  time)  on  such  LIBOR  Determination  Date. 

(ii)  If,  on  any  LIBOR  Determination  Date,  such  rate  does  not  appear  on  Bridge  Telerate  Page 
3750,  or  such  page  as  may  replace  Bridge  Telerate  Page  3750,  the  Note  Calculation  Agent  shall 
determine  the  arithmetic  mean  of  the  offered  quotations  of  the  Reference  Banks  to  leading  banks  in  the 
London  interbank  market  for  Eurodollar  deposits  for,  with  respect  to  Class  S  Notes,  the  Class  A  Notes, 
the  Class  B  Notes,  the  Class  C  Notes  and  the  Class  D  Notes,  a  three  month  period  (or,  in  the  case  of  a 
designated  initial  payment  period  of  less  than  25  days,  or,  in  the  case  of  the  first  Interest  Accrual  Period, 
the  linear  interpolation  thereof,  calculated  in  accordance  with  generally  acceptable  methodology)  in  an 
amount  determined  by  the  Note  Calculation  Agent  by  reference  to  requests  for  quotations  as  of 
approximately  11:00  a.m.  (London  time)  on  the  LIBOR  Determination  Date  made  by  the  Note  Calculation 
Agent  to  the  Reference  Banks.  If,  on  any  LIBOR  Determination  Date,  at  least  two  of  the  Reference 
Banks  provide  such  quotations,  LIBOR  shall  equal  such  arithmetic  mean  of  such  quotations.  If,  on  any 
LIBOR  Determination  Date,  only  one  or  none  of  the  Reference  Banks  provide  such  quotations,  LIBOR 
shall  be  deemed  to  be  the  arithmetic  mean  of  the  offered  quotations  that  leading  banks  in  the  City  of  New 
York  selected  by  the  Note  Calculation  Agent  (after  consultation  with  the  Issuer  or  the  Collateral  Manager 
on  behalf  of  the  Issuer)  are  quoting  on  the  relevant  LIBOR  Determination  Date  for  Eurodollar  deposits  for 
the  applicable  period  in  an  amount  determined  by  the  Note  Calculation  Agent  (after  consultation  with  the 
Issuer  or  the  Collateral  Manager  on  behalf  of  the  Issuer)  by  reference  to  the  principal  London  offices  of 
leading  banks  in  the  London  interbank  market;  provided,  however,  that  if  the  Note  Calculation  Agent  is 
required  but  is  unable  to  determine  a  rate  in  accordance  with  at  least  one  of  the  procedures  provided 
above,  LIBOR  shall  be  LIBOR  as  determined  on  the  most  recent  date  LIBOR  was  available.  As  used 
herein,  "Reference  Banks"  means  four  major  banks  in  the  London  interbank  market  selected  by  the  Note 
Calculation  Agent  (after  consultation  with  the  Issuer  or  the  Collateral  Manager  on  behalf  of  the  Issuer). 

As  soon  as  possible  after  11:00  a.m.  (New  York  time)  on  each  LIBOR  Determination  Date,  but  in 
no  event  later  than  1 1 :00  a:m.  (New  York  time)  on  the  Business  Day  immediately  following  each  LIBOR 
Determination  Date,  the  Note  Calculation  Agent  will  cause  notice  of  each  of  the  Note  interest  Rates  for 
the  next  Interest  Accrual  Period  and  the  amount  of  interest  for  such  Interest  Accrual  Period  payable  in 
respect  of  each  U.S.$1,000  principal  amount  of  the  Class  S-1  Notes  (the  "Class  S-1  Note  Interest 
Amount"),  of  the  Class  S-2  Notes  (the  "Class  S-2  Note  Interest  Amount"),  of  the  Class  A-1a  Notes  (the 
"Class  A-1a  Note  Interest  Amount"),  of  the  Class  A-1b  Notes  (the  "Class  A-1b  Note  Interest  Amount"),  of 
the  Class  A-1c  Notes  (the  "Class  A-1c  Note  Interest  Amount"),  of  the  Class  A-1d  Notes  (the  "Class  A-1d 
Note  Interest  Amount"),  of  the  Class  A-2  Notes  (the  "Class  A-2  Note  Interest  Amount"),  of  the  Class  B 
Notes  (the  "Class  B  Note  Interest  Amount")rof  the  Class  C  Notes  (the  "Class  C  Note  Interest  Amount") 
and  of  the  Class  D  Notes  (the  "Class  D  Note  Interest  Amount")  (collectively,  the  "Note  Interest  Amounts") 
(each  rounded  to  the  nearest  cent,  with  half  a  cent  being  rounded  upward)  on  the  related  Payment  Date, 
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to  be  communicated  to  the  Issuers,  DTC,  Euroclear,  Clearstream,  the  Note  Paying  Agents,  the  Trustee, 
the  Collateral  Manager,  the  Securities  Intermediary  and  the  Listing  and  Paying  Agent  for  further  delivery 
to  any  stock  exchange  so  long  as  any  of  the  Notes  are  listed  thereon.  In  the  last  case,  the  Note 
Calculation  Agent  will  furnish  such  information  as  soon  as  possible  after  its  determination  to  the  Listing 
and  Paying  Agent  as  long  as  any  Notes  are  listed  on  any  stock  exchange.  The  Note  Calculation  Agent 
will  also  specify  to  the  Issuers  and  the  Collateral  Manager  the  quotations  upon  which  each  of  the  Note 
Interest  Rates  are  based.  The  Note  Calculation  Agent  shall  notify  the  Issuers  and  the  Collateral  Manager 
before  12:00  p.m.  (New  York  time)  on  any  LIBOR  Determination  Date  if  it  has  not  determined  and  is  not  in 
the  process  of  determining  the  applicable  Note  Interest  Rates  and  Note  Interest  Amounts  (collectively,  the 
"Interest  Calculations"),  together  with  its  reasons  therefor.  With  respect  to  the  Notes,  "Business  Day" 
means  any  day  other  than  (x)  Saturday  or  Sunday  or  (y)  a  day  on  which  commercial  banking  institutions 
are  authorized  or  obligated  by  law,  regulation  or  executive  order  to  close  in  New  York,  New  York,  London, 
England  or  in  the  city  of  the  Trustee's  corporate  trust  office  (initially,  The  Bank  of  New  York,  101  Barclay 
Street,  Floor  8E,  New  York,  New  York,  10286,  Attention:  CDO  Transaction  Management  Group); 
provided,  however,  that  for  the  sole  purpose  of  determining  LIBOR,  "Business  Day"  shall  be  defined  as 
any  day  on  which  dealings  in  deposits  in  U.S.  Dollars  are  transacted  in  the  London  interbank  market  and 
provided  further,  that  to  the  extent  action  is  required  of  the  Listing  and  Paying  Agent,  the  location  of  the 
Listing  and  Paying  Agent  shall  be  considered  in  determining  the  "Business  Day"  for  purposes  of 
determining  when  such  Listing  and  Paying  Agent  action  is  required. 

The  Note  Calculation  Agent  may  be  removed  by  the  Issuers  at  the  direction  of  the  Collateral 
Manager  at  any  time.  If  the  Note  Calculation  Agent  is  unable  or  unwilling  to  act  as  such  or  is  removed  by 
the  Issuers,  or  if  the  Note  Calculation  Agent  fails  to  determine  the  applicable  Interest  Calculations  for  any 
Interest  Accrual  Period,  the  Issuers  will  promptly  appoint  as  a  replacement  Note  Calculation  Agent  a 
leading  bank  which  is  engaged  in  transactions  in  Eurodollar  deposits  in  the  international  Eurodollar 
market  and  which  does  not  control  or  is  not  controlled  by  or  under  common  control  with  the  Issuers  or 
their  affiliates.  The  Note  Calculation  Agent  may  not  resign  its  duties  without  a  successor  having  been 
duly  appointed.  In  addition,  for  so  long  as  any  Notes  are  listed  on  any  stock  exchange  and  the  rules  of 
such  exchange  so  require,  notice  of  the  appointment  of  any  Note  Calculation  Agent  will  be  furnished  to 
such  stock  exchange.  For  so  long  as  any  of  the  Notes  remain  outstanding,  there  will  at  all  times  be  a 
Note  Calculation  Agent  for  the  purpose  of  calculating  the  applicable  Interest  Calculations.  The 
determination  of  the  applicable  Interest  Calculations  by  the  Note  Calculation  Agent  shall  (in  the  absence 
of  manifest  error)  be  final  and  binding  upon  all  parties. 

Payments  on  Income  Notes 

On  each  Payment  Date,  the  Holders  of  the  Income  Notes  will  be  entitled  to  receive,  as  interest  on 
the  Income  Notes,  after  payment  of  items  ranking  higher  in  accordance  with  the  Priority  of  Payments, 
payments  (if  available)  equal  to  amounts  remaining  after  payment  of  all  other  senior  amounts  payable  in 
accordance  with  the  Priority  of  Payments.  Upon  a  Tax  Redemption,  Optional  Redemption  by  Liquidation 
or  successful  Auction,  the  Holders  of  the  Income  Notes  will  be  entitled  to  receive  any  amounts  remaining 
after  distribution  of  the  Liquidation  Proceeds  in  accordance  with  the  Priority  of  Payments.  Upon  an 
Optional  Redemption  by  Refinancing,  any  Refinancing  Proceeds  remaining  after  the  redemption  of  the 
Class  or  Classes  of  Notes  to  be  redeemed  in  respect  of  such  Optional  Redemption  and  the  payment  of 
any  expense  or  fees  in  connection  therewith  will  be  characterized  as  Principal  Proceeds  and  will  be 
applied  on  the  related  Optional  Redemption  Date  in  accordance  with  the  Priority  of  Payments. 

Principal 

The  Notes  (other  than  the  Class  S  Notes  and  the  Class  A-1  Notes)  and  the  Income  Notes  will 
mature  on  the  Payment  Date  in  December  2047  (the  "Stated  Maturity"  with  respect  to  the  Notes  (other 
than  the  Class  S  Notes  and  the  Class  A-1  Notes)  and  the  Income  Notes),  the  Class  S  Notes  will  mature 
on  the  Payment  Date  in  September  201 1  (the  "Stated  Maturity"  with  respect  to  the  Class  S  Notes),  the 
Class  A-1a  Notes  and  the  Class  A-1b  Notes  will  mature  on  the  Payment  Date  in  December  2039  (the 
"Stated  Maturity"  with  respect  to  the  Class  A-1  a  Notes  and  the  Class  A-1b  Notes)  and  the  Class  A-1c 
Notes  and  the  Class  A-1d  Notes  will  mature  on  the  Payment  Date  in  September  2044  (the  "Stated 
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Maturity"  with  respect  to  the  Class  A-1c  Notes  and  the  Class  A-1d  Notes).  The  average  life  of  each  Class 
of  Notes  (other  than  the  Class  S  Notes)  and  duration  of  the  Income  Notes  is  expected  to  be  substantially 
shorter  than  the  number  of  years  from  issuance  until  the  Stated  Maturity  for  such  Class  of  Notes  or 
Income  Notes.  See  "Risk  Factors — Securities — Average  Lives,  Duration  and  Prepayment 
Considerations." 

Principal  will  be  payable  on  the  Class  S-1  Notes  in  accordance  with  the  Priority  of  Payments  on 
each  Payment  Date  commencing  on  the  Payment  Date  occurring  in  December  2007  in  an  amount  equal 
to  the  Class  S-1  Notes  Amortizing  Principal  Amount  with  respect  to  such  Payment  Date  and,  if  an  Event 
of  Default  or  Tax  Event  has  occurred  and  is  continuing  or  an  Optional  Redemption  by  Liquidation  or 
successful  Auction  has  occurred  and  the  Collateral  is  being  liquidated  pursuant  to  the  terms  of  the 
Indenture,  the  Class  S-1  Notes  will  be  paid  in  full  prior  to  any  distributions  to  any  other  Notes.  Principal 
will  be  payable  on  the  Class  S-2  Notes  in  accordance  with  the  Priority  of  Payments  on  each  Payment 
Date  commencing  on  the  Payment  Date  occurring  in  December  2007  in  an  amount  equal  to  the  Class  S-2 
Notes  Amortizing  Principal  Amount  with  respect  to  such  Payment  Date  and,  if  an  Event  of  Default  or  Tax 
Event  has  occurred  and  is  continuing  or  an  Optional  Redemption  by  Liquidation  or  successful  Auction  has 
occurred  and  the  Collateral  is  being  liquidated  pursuant  to  the  terms  of  the  Indenture,  the  Class  S-2  Notes 
will  be  paid  in  full  prior  to  any  distributions  to  any  other  Notes  (other  than  the  Class  S-1  Notes  and  the 
Class  A-1  Notes).  The  Class  S-2  Notes  are  subject  to  mandatory  redemption  if  the  Class  A/B 
Overcollateralization  Test  is  not  satisfied  on  any  date  of  determination.  Principal  will  be  payable  on 
certain  of  the  Securities  on  each  Payment  Date  in  accordance  with  the  Priority  of  Payments. 

On  any  Payment  Date  on  which  certain  conditions  are  satisfied,  principal  will  be  paid  to  the 
Holders  of  the  Class  A  Notes  (pro  rata  between  the  Class  A-1  Notes  and  the  Class  A-2  Notes;  provided 
that  principal  on  the  Class  A-1  Notes  will  be  paid  in  accordance  with  the  Class  A-1  Note  Payment 
Sequence),  only  in  an  amount  required  to  increase  (or  maintain)  the  Class  A  Adjusted 
Overcollateralization  Ratio  to  a  specified  target  of  126.7%.  After  achieving  and  maintaining  such  target 
and  minimum,  the  payment  of  remaining  principal  will  shift  to  the  Holders  of  the  Class  B  Notes  until  such 
Holders  have  been  paid  an  amount  required  to  increase  (or  maintain)  the  Class  B  Adjusted 
Overcollateralization  Ratio  to  the  specified  target  of  1 1 0.6%.  After  achieving  and  maintaining  such  target 
level,  the  payment  of  remaining  principal  shifts  to  the  Holders  of  the  Class  C  Notes  which  will  receive 
principal  only  in  an  amount  required  to  increase  (or  maintain)  the  Class  C  Adjusted  Overcollateralization 
Ratio  to  a  specified  target  of  106.0%.  After  achieving  and  maintaining  such  target  level,  the  payment  of 
remaining  principal  shifts  to  the  Holders  of  the  Class  D  Notes  which  will  receive  principal  only  in  an 
amount  required  to  increase  (or  maintain)  the  Class  D  Adjusted  Overcollateralization  Ratio  to  a  specified 
target  of  102.7%.  However,  if  the  Net  Outstanding  Portfolio  Collateral  Balance  is  less  than 
U.S.$300,000,000,  then  only  Principal  Proceeds  received  or  held  during  the  related  Due  Period  will  be 
paid,  first,  to  the  Class  A-1  Notes  in  accordance  with  the  Class  A-1  Note  Payment  Sequence  and  then 
sequentially  through  the  Class  D  Notes.  The  foregoing  "shifting  principal"  method  permits  Holders  of  the 
Class  A-1  Notes,  the  Class  A-2  Notes,  the  Class  B  Notes,  the  Class  C  Notes  and  the  Class  D  Notes  to 
receive  payments  of  principal  in  accordance  with  the  Priority  of  Payments  while  more  senior  Classes  of 
Notes  remain  outstanding  and  permits  distributions  of  Principal  Proceeds  to  the  Holders  the  Income 
Notes,  to  the  extent  funds  are  available  in  accordance  with  the  Priority  of  Payments,  while  Notes  are 
outstanding. 

Subject  to  the  availability  of  funds  therefor  in  accordance  with  the  Priority  of  Payments,  if  any  of 
the  Coverage  Tests  are  not  satisfied  on  any  Determination  Date,  the  Notes  (other  than  the  Class  S-1 
Notes)  will  be  subject  to  mandatory  redemption  on  the  related  Payment  Date  until  paid  in  full.  See 
" — Mandatory  Redemption"  and  the  Priority  of  Payments  for  a  description  of  the  order  in  which  such 
Notes  are  paid  in  connection  with  the  failure  of  a  Coverage  Test. 

Stated  Maturity  of  the  Income  Notes 

On  or  prior  to  thedate  that  is  "one  Business  Day  prior  to  the  end  of  the  Due  Period  applicable  to 
the  Stated  Maturity  of  the  Income  Notes,  the  Collateral  Manager  will  sell  all  remaining  Collateral.  The 
settlement  dates  for  any  such  sales  shall  be  no  later  than  one  Business  Day  prior  to  the  end  of  such  Due 
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Period.  The  proceeds  of  such  sales  will  be  paid  to  the  Fiscal  Agent  after  the  payment  of  amounts  senior 
to  the  Holders  of  the  Income  Notes  in  the  Priority  of  Payments  for  deposit  into  the  account  maintained 
therefor  by  the  Fiscal  Agent  (the  "Income  Note  Payment  Account")  and  payment  to  the  Holders  of  the 
Income  Notes  as  the  redemption  price  for  the  Income  Notes  upon  such  payment  (the  "Income  Notes 
Redemption  Price").  Upon  such  payment,  the  Issuer  shall  redeem  the  Income  Notes. 

Auction 

Sixty  days  prior  to  the  Payment  Date  occurring  in  September  of  each  year  (each,  an  "Auction 
Date")  commencing  on  the  September  2015  Payment  Date,  the  Collateral  Manager  will  take  steps  to 
conduct  an  auction  (the  "Auction")  of  the  Collateral  in  accordance  with  procedures  specified  in  the 
Indenture.  If  the  Collateral  Manager  receives  one  or  more  bids  from  Eligible  Bidders  not  later  than  ten 
Business  Days  prior  to  the  Auction  Date  equal  to  or  greater  than  the  Minimum  Bid  Amount,  the  Issuer  will 
sell  the  Collateral  for  settlement  on  or  before  the  fifth  Business  Day  prior  to  such  Auction  Date  and  the 
Notes  will  be  redeemed  in  whole  on  such  Auction  Date  (any  such  date,  an  "Auction  Payment  Date").  If  a 
successful  Auction  occurs,  the  Income  Notes  will  also  be  redeemed  in  full.  The  Collateral  Manager  and 
its  affiliates  shall  be  considered  Eligible  Bidders.  If  the  highest  single  bid  on  the  entire  portfolio  of 
Collateral,  or  the  aggregate  amount  of  multiple  bids  with  respect  to  individual  items  of  Collateral,  does  not 
equal  or  exceed  the  Minimum  Bid  Amount  or  if  there  is  a  failure  at  settlement,  then  the  redemption  of 
Notes  and  the  Income  Notes  on  the  related  Auction  Date  will  not  occur. 

The  Notes  will  be  redeemed  following  a  successful  Auction  in  accordance  with  the  Priority  of 
Payments  at  the  applicable  Redemption  Price.  The  amount  distributable  as  the  final  payment  on  the 
Income  Notes  following  any  such  redemption  will  equal  any  amount  remaining  after  the  redemption  of  the 
Notes,  the  payment  of  any  amounts  due  in  connection  with  the  termination  of  the  Cashflow  Swap 
Agreement  and  Synthetic  Securities  and  the  payment  of  all  expenses  in  accordance  with  the  Priority  of 
Payments. 

Tax  Redemption 

Subject  to  certain  conditions  described  herein,  the  Securities  may  be  redeemed  by  the  Issuers  at 
any  time,  in  whole  but  not  in  part  upon  the  occurrence  of  a  Tax  Event  at  their  Redemption  Prices  at  the 
written  direction  of,  or  with  the  written  consent  of,  (i)  the  Holders  of  at  least  66-2/3%  of  the  aggregate 
outstanding  notional  principal  amount  of  the  affected  Income  Notes  or  (ii)  the  Holders  of  a  Majority  of  any 
Class  of  Notes  which,  as  a  result  of  the  occurrence  of  a  Tax  Event,  has  not  received  100%  of  the 
aggregate  amount  of  principal  and  interest  or  other  amounts  then  due  and  payable  on  such  Notes  on  any 
Payment  Date  (such  redemption,  a  'Tax  Redemption");  provided  that  no  such  redemption  shall  be 
effected  unless  the  expected  Liquidation  Proceeds  equal  or  exceed  the  sum  of  all  amounts  due  as  of  the 
Redemption  Date  pursuant  to  clauses  (i)  through  (ix)  of  the  Priority  of  Payments  for  Final  Payment  Dates 
(the  "Total  Redemption  Amount"),  which  includes  the  Redemption  Prices  of  the  Notes.  If  a  Tax 
Redemption  occurs,  the  Income  Notes  will  be  redeemed  simultaneously. 

In  connection  with  a  Tax  Redemption,  the  Issuers  (in  the  case  of  the  Notes)  and  the  Issuer  (in  the 
case  of  the  Income  Notes)  shall  notify  the  Trustee  of  such  Tax  Redemption  and  the  Payment  Date  which 
is  the  date  for  redemption  (the  Tax  Redemption  Date")  and  direct  the  Trustee,  in  writing,  to  sell,  in  the 
manner  determined  by  the  Collateral  Manager,  and  in  accordance  with  the  Indenture,  any  Collateral  and 
upon  any  such  sale  the  Trustee  shall  release  the  lien  upon  such  Collateral  pursuant  to  the  Indenture; 
provided,  however,  that  the  Issuer  may  not  direct  the  Trustee  to  sell  (and  the  Trustee  shall  not  be 
obligated  to  release  the  lien  upon)  any  Collateral  except  in  accordance  with  the  procedures  set  forth  in  the 
Indenture  including,  without  limitation,  the  requirement  that  the  Collateral  Manager  shall  have  forwarded 
to  the  Trustee  binding  agreements  or  certificates  evidencing  that  the  Liquidation  Proceeds  anticipated 
from  the  disposition  of  the  Collateral  and  other  assets  of  the  Issuer  will  equal  or  exceed  the  Total 
Redemption  Amount.  Liquidation  Proceeds  available  for  distribution  in  connection  with  a  Tax  Redemption 
will  be  reduced  by  the  amount  of  expected  termination  payments  (other  than  Defaulted  Synthetic  Security . 
Termination  Payments)  due  to  the  Synthetic  Security  Counterparty. 
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The  amount  payable  in  connection  with  any  Tax  Redemption  of  the  Notes  will  equal  the  Total 
Redemption  Amount.  The  amount  payable  as  a  final  payment  on  the  Income  Notes  following  any  Tax 
Redemption  will  equal  the  Liquidation  Proceeds,  if  any,  remaining  after  the  distribution  of  the  Total 
Redemption  Amount  by  the  Issuer  in  accordance  with  the  Priority  of  Payments. 

Optional  Redemption  by  Liquidation 

Subject  to  certain  conditions  described  herein,  the  Notes  may  be  redeemed  by  the  Issuers  and 
the  Income  Notes  may  be  redeemed  by  the  Issuer,  in  whole  but  not  in  part  at  their  Redemption  Prices  on 
any  Payment  Date  on  or  after  the  March  2010  Payment  Date,  at  the  written  direction  of,  or  with  the  written 
consent  of,  the  Holders  of  at  least  a  Majority  of  the  aggregate  outstanding  notional  principal  amount  of 
Income  Notes  (including  Income  Notes  held  by  the  Collateral  Manager  or  any  affiliate  thereof)  (such 
redemption,  an  "Optional  Redemption"  or  an  "Optional  Redemption  by  Liquidation");  provided  that  no 
Optional  Redemption  by  Liquidation  shall  be  effected  unless  the  expected  Liquidation  Proceeds  will  equal 
or  exceed  the  Total  Redemption  Amount.  If  the  Holders  of  the  Income  Notes  so  elect  to  cause  an 
Optional  Redemption  by  Liquidation,  the  Income  Notes  will  be  redeemed  simultaneously. 

In  connection  with  an  Optional  Redemption  by  Liquidation,  the  Issuers  (in  the  case  of  the  Notes) 
and  the  Issuer  (in  the  case  the  Income  Notes)  shall  notify  the  Trustee  of  such  Optional  Redemption  by 
Liquidation  and  the  Optional  Redemption  Date  and  direct  the  Trustee,  in  writing,  to  sell,  in  the  manner 
determined  by  the  Collateral  Manager,  and  in  accordance  with  the  Indenture,  any  Collateral  Asset  and 
upon  any  such  sale  the  Trustee  shall  release  the  lien  upon  such  Collateral  Assets  pursuant  to  the 
Indenture;  provided,  however,  that  the  Issuer  may  not  direct  the  Trustee  to  sell  (and  the  Trustee  shall  not 
be  obligated  to  release  the  lien  upon)  any  Collateral  except  in  accordance  with  the  procedures  set  forth  in 
the  Indenture  including,  without  limitation,  the  requirement  that  the  Collateral  Manager  shall  have 
forwarded  to  the  Trustee  binding  agreements  or  certificates  evidencing  that  the  Liquidation  Proceeds 
anticipated  from  the  disposition  of  the  Collateral  Assets  and  other  assets  of  the  Issuer  will  equal  or 
exceed  the  Total  Redemption  Amount.  Amounts  available  for  distribution  in  connection  with  an  Optional 
Redemption  by  Liquidation  will  be  reduced  by  the  amount  of  expected  termination  payments  (other  than 
Defaulted  Synthetic  Security  Termination  Payments)  due  to  the  Synthetic  Security  Counterparty. 

The  amount  payable  in  connection  with  any  Optional  Redemption  by  Liquidation  of  the  Notes  will 
equal  the  Total  Redemption  Amount.  The  amount  payable  as  the  final  payment  on  the  Income  Notes 
following  any  Optional  Redemption  by  Liquidation  will  equal  the  Liquidation  Proceeds,  if  any,  remaining 
after  the  distribution  of  the  Total  Redemption  Amount  by  the  Issuer  in  accordance  with  the  Priority  of 
Payments. 

Optional  Redemption  by  Refinancing 

Subject  to  certain  conditions  described  herein,  any  Class  or  Classes  of  Notes  may  be  redeemed 
by  the  Issuers  from  the  net  cash  proceeds  (the  "Refinancing  Proceeds")  of  a  loan,  credit  or  similar  facility 
or  an  issuance  of  replacement  notes,  from  or  to  one  or  more  financial  institutions  or  purchasers,  in  whole 
but  not  in  part,  on  any  Payment  Date  on  or  after  the  Optional  Redemption  Date,  at  the  written  direction  of, 
or  with  the  written  consent  of,  the  Holders  of  at  least  a  Majority  of  the  Income  Notes  (an  "Optional 
Redemption"  or  an  "Optional  Redemption  by  Refinancing").  The  Issuer  will  conduct  an  Optional 
Redemption  by  Refinancing  only  if  the  Collateral  Manager  determines  that:  (i)  the  principal  amount  of  any 
obligations  providing  the  funds  to  be  applied  in  respect  of  such  Optional  Redemption  by  Refinancing  is  no 
greater  than  the  principal  amount  of  the  Notes  being  redeemed;  (ii)  the  stated  maturity  of  the  obligations 
providing  the  funds  to  be  applied  in  respect  of  such  Optional  Redemption  by  Refinancing  is  no  earlier  than 
the  Stated  Maturity  of  the  Notes  being  redeemed;  (iii)  the  agreements  relating  to  the  Optional  Redemption 
by  Refinancing  contain  limited-recourse  and  non-petition  provisions  equivalent  to  those  set  forth  in  the 
Indenture;  (iv)  the  proceeds  from  the  Optional  Redemption  by  Refinancing  will  be  at  least  sufficient  to  pay 
in  full  the  Aggregate  Outstanding  Amount  of  the  applicable  Notes);  (v)  amounts  are  expected  to  be 
available  in  accordance  with  the- Priority  of  Payments  on  the  Payment  Date  related  to  such.  Optional 
Redemption  by  Refinancing  (a)  to  pay  any  fees  and  administrative  expenses  of  the  Issuer  related  to  the 
Optional  Redemption  by  Refinancing,  (b)  to  pay  any  accrued  and  unpaid  interest  on  the  Notes  being 
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redeemed  (including  Defaulted  Interest  and  interest  on  Defaulted  Interest)  and  (c)  to  pay  any  "Cashflow 
Swap  Shortfall  Amounts"  (as  such  term  is  defined  in  the  Cashflow  Swap  Agreement)  that  have  been  paid 
by  the  Cashflow  Swap  Counterparty  under  the  Cashflow  Swap  Agreement  but  that  have  not  been  repaid 
to  the  Cashflow  Swap  Counterparty  (plus  any  accrued  and  unpaid  interest  thereon)  pursuant  to  the 
Priority  of  Payments;  (vi)  the  Refinancing  Proceeds  will  be  used  (to  the  extent  necessary)  to  redeem  the 
applicable  Notes;  (vii)  such  Optional  Redemption  by  Refinancing  will  not  cause  an  Event  of  Default;  and 
(viii)  the  Rating  Agency  Condition  for  each  Rating  Agency  shall  be  satisfied  (other  than  with  respect  to  the 
Notes  being  redeemed),  if  any  Holder  of  an  Income  Note  so  elects,  such  Holder  may  pay  all  or  a  portion 
(pro  rata  with  any  other  electing  Holder  of  an  Income  Note)  of  the  amounts  required  under  clause  (v) 
above  directly  as  opposed  to  requiring  that  such  amounts  be  paid  through  funds  available  in  accordance 
with  the  Priority  of  Payments  on  the  Payment  Date  related  to  the  Optional  Redemption  by  Refinancing.  If 
any  Holder  of  an  Income  Note  so  elects,  the  amounts  due  shall  be  remitted  to  the  Trustee  at  least  two 
days  prior  to  the  related  Payment  Date.  Any  such  amounts  paid  by  the  Holders  of  the  Income  Notes  will 
not  be  reimbursed  by  the  Issuer.  Any  Refinancing  Proceeds  will  be  applied  directly  on  the  related 
Optional  Redemption  Date  pursuant  to  the  Indenture  to  redeem  the  Notes  being  refinanced  without 
regard  to  the  Priority  of  Payments  described  herein.  Any  Refinancing  Proceeds  that  are  not  used  to 
redeem  the  applicable  Notes  and  to  pay  any  administrative  expenses  of  the  Issuer  will  be  treated  as 
Principal  Proceeds  and  will  be  applied  in  accordance  with  the  Priority  of  Payments.  None  of  the  Issuers, 
the  Trustee  or  any  other  Person  will  be  liable  to  the  Holders  of  the  Income  Notes  for  the  failure  to  issue 
additional  notes  or  to  obtain  secured  loans. 

Optional  Redemption/Tax  Redemption  Procedures.  To  conduct  an  Optional  Redemption  or  a  Tax 
Redemption,  the  procedures  set  forth  in  the  Indenture  must  be  followed  and  any  conditions  precedent 
thereto  must  be  satisfied. 

Upon  the  occurrence  of  a  Tax  Redemption  or  an  Optional  Redemption,  the  Collateral  Manager 
shall  notify  the  Principal  Note  Paying  Agent,  in  the  case  of  the  Holders  of  Notes  or  the  Fiscal  Agent,  in  the 
case  of  Holders  of  Income  Notes,  which  in  each  case,  shall  notify  the  Trustee  (with  a  copy  to  the  Issuer) 
in  writing  no  less  than  thirty  (30)  Business  Days  prior  to  the  Redemption  Date.  Such  notice  shall  be 
irrevocable.  The  Fiscal  Agent  shall,  within  three  (3)  Business  Days  after  receiving  such  notice,  notify  the 
other  Holders  of  the  Income  Notes  of  the  receipt  of  such  notice. 

The  Trustee  will  provide  notice  of  any  Optional  Redemption  or  Tax  Redemption  by  first- 
class  mail,  postage  prepaid,  mailed  not  less  than  ten  (10)  Business  Days  prior  to  the  scheduled  Tax 
Redemption  Date  or  Optional  Redemption  Date,  as  applicable,  to  the  Principal  Note  Paying  Agent,  to  the 
Fiscal  Agent,  to  each  Cashflow  Swap  Counterparty,  to  each  Noteholder  at  such  Holder's  address  in  the 
register  maintained  by  the  Note  Registrar  under  the  Indenture  and  to  each  Holder  of  an  Income  Note  at 
such  Holder's  address  in  the  income  note  register  maintained  pursuant  to  the  Fiscal  Agency  Agreement 
and,  as  long  as  any  Notes  or  Income  Notes  are  listed  on  any  stock  exchange,  the  Trustee  will  also  give 
notice  to  the  Listing  and  Paying  Agent. 

Notes  called  for  redemption  must  be  surrendered  at  the  office  of  any  paying  agent  appointed 
under  the  Indenture  in  order  to  receive  the  Redemption  Price.  The  initial  paying  agents  for  the  Notes  are 
The  Bank  of  New  York,  as  Principal  Note  Paying  Agent,  and,  so  long  as  any  Notes  are  listed  on  a  stock 
exchange,  the  Listing  and  Paying  Agent. 

Income  Notes  called  for  redemption  must  be  surrendered  at  the  office  of  any  paying  agent 
appointed  under  the  Fiscal  Agency  Agreement  in  order  to  receive  final  payments,  if  any,  thereon.  The 
initial  paying  agent  for  the  Income  Notes  is  The  Bank  of  New  York,  London  Branch. 

Any  such  notice  of  redemption  may  be  withdrawn  by  the  Issuers  (with  respect  to  the  Notes)  and 
the  Issuer  (w'rth  respect  to  the  Income  Notes)  on  or  prior  to  the  seventh  Business  Day  prior  to  the 
scheduled  redemption  date  by  written  notice  from  the  Issuers  to  the  Collateral  Manager,  the  Trustee, 
each  Cashflow  Swap'Counterparty,  the  Rating  Agencies,  the  Holders  of  the  Notes  and  theHolders  of  the 
Income  Notes,  but  only  if  the  Collateral  Manager  shall  be  unable  to  deliver  the  sale  agreement  or 
agreements  or  certifications  or,  in  the  case  of  an  Optional  Redemption  by  Refinancing,  the  loan,  credit  or 
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similar  facility,  required  by  the  Indenture,  in  form  satisfactory  to  the  Trustee.  The  Cashflow  Swap 
Agreement  will  not  terminate  upon  notice  to  the  respective  counterparties  of  redemption  until  the  time  for 
withdrawal  of  notice  has  expired.  The  Collateral  Manager  shall  be  liable  only  for  the  failure  to  effect  an 
Optional  Redemption  or  Tax  Redemption  due  to  the  Collateral  Manager's  gross  negligence  or  willful 
misconduct  Notice  of  any  such  withdrawal  shall  be  given  at  the  Issuer's  expense  by  the  Trustee  to  each 
Holder  of  a  Security  at  the  address  appearing  in  the  applicable  register  maintained  by  the  Note  Transfer 
Agent  under  the  Indenture  or  the  Income  Note  Registrar  under  the  Fiscal  Agency  Agreement,  as 
applicable,  by  overnight  courier  guaranteeing  next  day  delivery  sent  not  later  than  the  third  Business  Day 
prior  to  the  scheduled  redemption  date.  The  Trustee  or  the  Fiscal  Agent  will  also  give  notice  to  the  Listing 
and  Paying  Agent  of  the  stock  exchange  if  any  Securities  are  then  listed  on  a  stock  exchange. 

Mandatory  Redemption 

On  any  Payment  Date  on  which  the  Class  A/B  Overcollateralization  Test  was  not  satisfied  on  the 
last  Business  Day  of  the  immediately  preceding  Due  Period  (such  Business  Day,  the  "Determination 
Date"),  without  giving  effect  to  amounts  payable  under  clauses  (vii),  (x)  and  (xii)  of  the  Priority  of 
Payments,  Proceeds  will  be  used  to  redeem  the  Class  A-1  Notes  in  accordance  with  the  Class  A-1  Note 
Payment  Sequence  until  the  Class  A-1  Notes  have  been  paid  in  full,  then  to  redeem  the  Class  S-2  Notes 
until  the  Class  S-2  Notes  have  been  paid  in  full,  then  to  redeem  the  Class  A-2  Notes  until  the  Class  A-2 
Notes  have  been  paid  in  full  and  then  to  redeem  the  Class  B  Notes  until  the  Class  B  Notes  have  been 
paid  in  full. 

On  any  Payment  Date  on  which  the  Class  C  Overcollateralization  Test  was  not  satisfied  on  the 
related  Determination  Date,  without  giving  effect  to  amounts  payable  under  clauses  (x)  and  (xii)  of  the 
Priority  of  Payments,  Principal  Proceeds  will  be  used  to  redeem  the  Class  A  Notes  (in  accordance  with 
the  Class  A-1  Note  Payment  Sequence),  the  Class  B  Notes  and  the  Class  C  Notes,  pro  rata,  until  paid  in 
full  provided,  however,  that  if  the  Net  Outstanding  Portfolio  Collateral  Balance  is  less  than 
U.S.$500,000,000,  then  such  amount  shall  be  paid  first,  to  the  payment  of  principal  of  all  outstanding 
Class  A-1  Notes  (pursuant  to  the  Class  A-1  Note  Payment  Sequence),  second,  to  the  payment  of 
principal  of  all  outstanding  Class  A-2  Notes,  third,  to  the  payment  of  principal  of  all  outstanding  Class  B 
Notes  and  fourth,  to  the  payment  of  principal  of  all  outstanding  Class  C  Notes,  and  any  remaining 
Proceeds  will  be  used  to  redeem  the  Class  C  Notes  until  the  Class  C  Notes  have  been  paid  in  full. 

On  any  Payment  Date  on  which  the  Class  D  Overcollateralization  Test  (together  with  the  Class 
A/B  Overcollateralization  Test  and  the  Class  C  Overcollateralization  Test  the  "Coverage  Tests")  was  not 
satisfied  on  the  related  Determination  Date,  Proceeds  net  of  amounts  payable  under  clauses  (i)  through 
(xii)  of  the  Priority  of  Payments  will  be  used  to  redeem  the  Class  D  Notes  until  the  Class  D  Notes  have 
been  paid  in  full. 

The  Class  S-1  Notes,  the  Class  C  Notes,  the  Class  D  Notes  and  the  Income  Notes  will  not  be 
subject  to  mandatory  redemption  as  a  result  of  the  failure  of  the  Class  A/B  Overcollateralization  Test.  The 
Class  S  Notes,  the  Class  D  Notes  and  the  Income  Notes  will  not  be  subject  to  mandatory  redemption  as  a 
result  of  the  failure  of  any  Class  C  Overcollateralization  Test.  The  Class  S  Notes,  the  Class  A  Notes,  the 
Class  B  Notes,  the  Class  C  Notes  and  the  Income  Notes  will  not  be  subject  to  mandatory  redemption  as  a 
result  of  the  failure  of  any  Class  D  Overcollateralization  Test. 

Cancellation 

All  Notes  and  Income  Notes  that  are  redeemed  or  paid  and  surrendered  for  cancellation  as 
described  herein  will  forthwith  be  canceled  and  may  not  be  reissued  or  resold. 

Payments 

r.  —Payments  on  any  Payment  Date  in  respect  of  principal  of  and  interest  on  the  Notes  issued  as 

Global  Notes  will  be  made  to  the  person  in  whose  name  the  relevant  Global  Note  is  registered  at  the 
close  of  business  on  the  Business  Day  prior  to  such  Payment  Date.  For  the  Securities  issued  in  definitive 
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form,  payments  on  any  Payment  Date  in  respect  of  principal,  interest  and  other  distributions  will  be  made 
to  the  person  in  whose  name  the  relevant  Security  is  registered  as  of  the  close  of  business  10  Business 
Days  prior  to  such  Payment  Date.  Payments  on  the  Global  Notes  will  be  payable  by  wire  transfer  in 
immediately  available  funds  to  a  U.S.  Dollar  account  maintained  by  DTC  or  its  nominee  (in  the  case  of  the 
Global  Notes)  or  each  Holder  (in  the  case  of  individual  Definitive  Notes)  to  the  extent  practicable  or 
otherwise  by  U.S.  Dollar  check  drawn  on  a  bank  in  the  United  States  sent  by  mail  either  to  DTC  or  its 
nominee  (in  the  case  of  the  Global  Notes),  or  to  each  Holder  at  its  address  appearing  in  the  applicable 
register.  Final  payments  in  respect  of  principal  on  the  Notes  will  be  made  only  against  surrender  of  the 
Notes  at  the  office  of  any  paying  agent.  None  of  the  Issuers,  the  Securities  Intermediary,  the  Trustee,  the 
Collateral  Manager,  the  Cashflow  Swap  Counterparty  or  any  paying  agent  will  have  any  responsibility  or 
liability  for  any  aspects  of  the  records  maintained  by  DTC  or  its  nominee  or  any  of  its  participants  relating 
to,  or  for  payments  made  thereby  on  account  of  beneficial  interests  in,  a  Global  Note. 

The  Issuers  expect  that  DTC  or  its  nominee,  upon  receipt  of  any  payment  of  principal  or  interest 
in  respect  of  a  Global  Note  held  by  DTC  or  its  nominee,  will  immediately  credit  participants'  accounts  with 
payments  in  amounts  proportionate  to  their  respective  beneficial  interests  in  such  Global  Notes  as  shown 
on  the  records  of  DTC  or  its  nominee.  The  Issuers  also  expect  that  payments  by  participants  to  owners  of 
beneficial  interests  in  such  Global  Notes  held  through  such  participants  will  be  governed  by  standing 
instructions  and  customary  practices,  as  is  now  the  case  with  securities  held  for  the  accounts  of 
customers  registered  in  the  names  of  nominees  for  such  customers.  Such  payments  will  be  the 
responsibility  of  such  participants. 

If  any  payment  on  a  Security  is  due  on  a  day  that  is  not  a  Business  Day,  then  payment  will  not  be 
made  until  the  next  succeeding  Business  Day. 

For  so  long  as  the  Securities  are  listed  on  any  stock  exchange  and  the  rules  of  such  exchange  so 
require,  the  Issuers  will  have  a  paying  agent  and  a  transfer  agent  (which  shall  be  the  Listing  and  Paying 
Agent)  for  such  Securities  and  payments  on  and  transfers  or  exchanges  of  interest  in  such  Securities  may 
be  effected  through  the  Listing  and  Paying  Agent.  In  the  event  that  the  Listing  and  Paying  Agent  is 
replaced  at  any  time  during  such  period,  notice  of  the  appointment  of  any  replacement  will  be  given  to  the 
applicable  stock  exchange  as  long  as  any  Securities  are  listed  thereon. 

Priority  of  Payments 

With  respect  to  any  Payment  Date,  all  Proceeds  received  on  the  Collateral  during  the  related  Due 
Period  will  be  applied  by  the  Trustee  in  the  priority  set  forth  below  (the  "Priority  of  Payments").  For 
purposes  of  the  Priority  of  Payments,  amounts  paid  as  interest,  fees  or  distributions  on  the  Notes  on  a 
"pro  rata"  basis  shall  be  pro  rata  based  on  the  amount  of  interest  due  on  such  Class  or  subclass  of  Notes 
or  fees,  amounts  paid  as  principal  shall  be  paid  pro  rata  based  on  the  amount  of  principal  then 
outstanding  on  such  Class  or  subclass  of  Notes  and  unless  stated  otherwise,  Proceeds  not  constituting 
Principal  Proceeds  will  be  assumed  to  be  applied  prior  to  any  Principal  Proceeds. 

Two  Business  Days  prior  to  each  Payment  Date,  to  the  extent  there  is  a  positive  Aggregate 
Amortization  Amount  determined  as  of  the  related  Determination  Date,  an  amount  (in  cash  or  par  amount, 
as  applicable)  equal  to  the  Aggregate  Amortization  Amount  shall  be  withdrawn  by  the  Trustee  from  the 
Default  Swap  Collateral  Account  (first,  by  applying  cash  on  deposit  in  the  Default  Swap  Collateral  Account 
received  as  principal,  second,  by  liquidating  Eligible  Investments  in  the  Default  SWap  Collateral  Account 
and  third,  by  releasing  Default  Swap  Collateral  from  the  Default  Swap  Collateral  Account  and  from  the 
lien  of  the  Synthetic  Security  Counterparty  and  depositing  it  to  the  Collateral  Account)  and  deposited  to 
the  Payment  Account  for  application  as  Principal  Proceeds  in  accordance  with  the  Priority  of  Payments  on 
the  related  Payment  Date  or  in  the  case  of  the  release  of  Default  Swap  Collateral,  for  deposit  to  the 
Collateral  Account. 

^— ---  On  the  Business  Day  prior  to  each  Payment  Date  (other  than  a  Final  Payment  Date),  the  Trustee 
will  transfer  all  funds  then  on  deposit  in  the  Collection  Account  (other  than  amounts  received  after  the  end 
of  the  related  Due  Period)  into  the  Payment  Account.    On  each  Payment  Date  (other  than  a  Final 
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Payment  Date),  amounts  in  the  Payment  Account  and  any  payments  received  from  the  Cashflow  Swap 
Counterparty  since  the  previous  Payment  Date  will  be  applied  by  the  Trustee  in  the  manner  and  order  of 
priority  set  forth  below: 

i.  to  the  payment  of  taxes  and  filing  and  registration  fees  (including,  without  limitation, 
annual  return  fees)  owed  by  the  Issuers,  if  any; 

ii.  to  the  payment  of  accrued  and  unpaid  fees  of  the  Trustee  up  to  a  maximum  amount  on 
any  Payment  Date  equal  to  the  greater  of  U.S.$12,062.50  and  0.0018125%  of  the 
Quarterly  Asset  Amount  for  the  related  Due  Period  (or,  in  the  case  of  the  first  Due  Period, 
as  such  amounts  are  adjusted  based  on  the  number  of  days  in  such  Due  Period); 

iii.  (a)  first,  to  the  payment  of  any  remaining  accrued  and  unpaid  Administrative  Expenses  of 
the  Issuers,  excluding  any  indemnities  (and  legal  expenses  related  thereto)  payable  by 
the  Issuers  first,  to  the  Trustee,  the  Collateral  Administrator  and  the  Fiscal  Agent  and 
second,  pro  rata,  to  any  other  parties  entitled  thereto;  (b)  second,  to  the  payment  of  any 
indemnities  (and  legal  expenses  related  thereto)  payable  by  the  Issuers  first,  to  the 
Trustee,  the  Collateral  Administrator,  the  Fiscal  Agent  and  second,  pro  rata,  to  any  other 
parties  entitled  thereto;  and  (c)  third,  to  the  Expense  Reserve  Account  the  lesser  of 
U.S,$50,000  and  the  amount  necessary  to  bring  the  balance  of  such  account  to 
U.S.$200,000;  provided,  however,  that  the  aggregate  payments  pursuant  to  subclauses 
(a)  through  (c)  of  this  clause  (iii)  on  any  Payment  Date  shall  not  exceed  U.S.$250,000 
and  the  aggregate  payments  pursuant  to  subclauses  (a)  and  (b)  of  this  clause  (iii)  on  the 
current  and  prior  three  Payment  Dates  shall  not  exceed  U.S.$300,000; 

iv.  to  the  payment  of  (a)  first,  pro  rata  (based  on  amounts  due)  (i)  amounts,  if  any,  to  be  paid 
to  the  Cashflow  Swap  Counterparty  pursuant  to  the  Cashflow  Swap  Agreement  including 
termination  and  partial  termination  payments  (other  than  Defaulted  Cashflow  Swap 
Termination  Payments  payable  under  clause  (xviii)  below)  and  including  on  any  Payment 
Date  related  to  an  Optional  Redemption  by  Refinancing  all  "Cashflow  Swap  Amounts" 
that  have  been  advanced  by  the  Cashflow  Swap  Counterparty  under  the  Cashflow  Swap 
Agreement  but  that  have  not  been  repaid  plus  accrued  and  unpaid  interest  thereon,  (ii) 
accrued  and  unpaid  interest  on  the  Class  S-1  Notes  (including  Defaulted  Interest  and 
interest  thereon)  and  (iii)  beginning  with  the  Payment  Date  occurring  in  December  2007, 
principal  of  the  Class  S-1  Notes  in  an  amount  equal  to  the  Class  S-1  Notes  Amortizing 
Principal  Amount  until  the  Class  S-1  Notes  are  paid  in  full  and  (b)  second,  if  an  Event  of 
Default  or  a  Tax  Event  shall  have  occurred  and  is  continuing  or  an  Optional  Redemption 
by  Liquidation  or  a  successful  Auction  has  occurred  and  the  Collateral  Assets  are  being 
liquidated  pursuant  to  the  terms  of  the  Indenture,  to  the  payment  of  principal  of  the  Class 
S-1  Notes  until  the  Class  S-1  Notes  are  paid  in  full; 

v.  to  the  payment,  pro  rata  based  on  the  amount  due  (a),  to  the  Collateral  Manager  of  the 
accrued  and  unpaid  Collateral  Management  Fee,  plus  interest  due  on  any  portion  of  such 
Collateral  Management  Fee  not  paid  on  a  prior  Payment  Date  at  a  rate  equal  to  LIBOR 
(excluding  any  portion  thereof  included  in  any  Cumulative  Deferred  Management  Fees 
that  were  not  paid  on  a  previous  Payment  Date);  provided,  however,  the  Collateral 
Manager  may  at  its  option  defer  all  or  a  portion  of  such  Collateral  Management  Fee  (the 
amount,  if  any,  so  deferred  on  such  Payment  Date  to  be  included  in  the  Current  Deferred 
Management  Fee  on  such  date)  and  (b)  to  the  payment  to  the  Initial  Purchaser  of  any 
unpaid  Deferred  Structuring  Expense,  plus  interest  due  on  any  portion  of  the  Deferred 
Structuring  Expense  not  paid  on  the  prior  Payment  Date  at  a  rate  equal  to  LIBOR; 

vi.  to  the  payment  of  (a)  first,  pro  rata,  (i)  accrued  and  unpaid  interest  on  the  Class  A-1 
Notes  (including  any  Defaulted  Interest  and  interest  thereon),  (ii)  accrued  and  unpaid 
interest  on  the  Class  A-2  Notes  (including  any  Defaulted  Interest  and  interest  thereon); 
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and  (iii)  accrued  and  unpaid  interest  on  the  Class  S-2  Notes  (including  any  Defaulted 
Interest  and  any  interest  thereon),  and  (b)  second,  accrued  and  unpaid  interest  on  the 
Class  B  Notes  (including  any  Defaulted  Interest  and  any  interest  thereon); 

vti.  if  the  Class  A/B  Overcollateralization  Test  is  not  satisfied  on  the  Determination  Date  with 
respect  to  the  related  Payment  Date  after  giving  effect  to  all  payments  of  principal  on 
such  Payment  Date  (without  giving  effect  to  any  payments  pursuant  to  this  clause  (vii)  or 
clauses  (x)  and  (xii)  below),  first,  to  the  payment  of  principal  of  all  outstanding  Class  A-1 
Notes  in  accordance  with  the  Class  A-1  Note  Payment  Sequence  until  the  Class  A-1 
Notes  are  paid  in  full,  second,  to  the  payment  of  principal  of  all  outstanding  Class  S-2 
Notes  until  the  Class  S-2  Notes  are  paid  in  full,  third,  to  the  payment  of  principal  of  all 
outstanding  Class  A-2  Notes  until  the  Class  A-2  Notes  are  paid  in  full,  and  fourth,  to  the 
payment  of  principal  of  all  outstanding  Class  B  Notes  until  the  Class  B  Notes  are  paid  in 
full; 

viii.  to  the  payment  of  (a)  beginning  with  the  Payment  Date  occurring  in  December  2007, 
principal  of  the  Class  S-2  Notes  in  an  amount  equal  to  the  Class  S-2  Notes  Amortizing 
Principal  Amount  until  the  Class  S-2  Notes  are  paid  in  full,  and  (b)  if  an  Event  of  Default 
or  a  Tax  Event  shall  have  occurred  and  is  continuing  or  an  Optional  Redemption  by 
Liquidation  or  successful  Auction  has  occurred  and  the  Collateral  Assets  are  being 
liquidated  pursuant  to  the  terms  of  the  Indenture,  principal  of  the  Class  S-2  Notes  until 
the  Class  S-2  Notes  are  paid  in  full; 

ix.  to  the  payment  of  accrued  and  unpaid  interest  on  the  Class  C  Notes  (including  Defaulted 
Interest  and  any  interest  thereon  but  not  including  Class  C  Deferred  Interest); 

x.  if  the  Class  C  Overcollateralization  Test  is  not  satisfied  on  the  Determination  Date  with 
respect  to  the  related  Payment  Date  after  giving  effect  to  all  payments  of  principal  on 
such  Payment  Date  (without  giving  effect  to  any  payments  pursuant  to  this  clause  (x)  or 
clause  (xii)  below),  then,  (a)  pro  rata,  Principal  Proceeds  only  (i)  to  the  payment  of 
principal  of  all  outstanding  Class  A-1  Notes  in  accordance  with  the  Class  A-1  Note 
Payment  Sequence,  (ii)  to  the  payment  of  principal  of  all  outstanding  Class  A-2  Notes, 
(iii)  to  the  payment  of  principal  of  all  outstanding  Class  B  Notes  and  (iv)  to  the  payment  of 
principal  of  all  outstanding  Class  C  Notes,  until  the  Class  A-1  Notes,  the  Class  A-2  Notes, 
the  Class  B  Notes,  and  the  Class  C  Notes  are  paid  in  full;  provided,  however,  that  if  the 
Net  Outstanding  Portfolio  Collateral  Balance  is  less  than  U.S.$500,000,000,  then  such 
amount  shall  be  paid  first,  to  the  payment  of  principal  of  all  outstanding  Class  A-1  Notes 
in  accordance  with  the  Class  A-1  Note  Payment  Sequence  until  the  Class  A-1  Notes  are 
paid  in  full,  second,  to  the  payment  of  principal  of  all  outstanding  Class  A-2  Notes  until 
the  Class  A-2  Notes  are  paid  in  full,  third,  to  the  payment  of  principal  of  all  outstanding 
Class  B  Notes  until  the  Class  B  Notes  are  paid  in  full  and  fourth,  to  the  payment  of 
principal  of  all  outstanding  Class  C  Notes  until  the  Class  C  Notes  are  paid  in  full;  and  (b) 
any  remaining  Proceeds  to  the  payment  of  principal  of  all  outstanding  Class  C  Notes  until 
the  Class  C  Notes  are  paid  in  full; 

xi.  to  the  payment  of  accrued  and  unpaid  interest  on  the  Class  D  Notes  (including  Defaulted 
Interest  and  any  interest  thereon  but  not  including  Class  D  Deferred  Interest); 

xii.  to  the  payment  of  principal  of  first,  pro  rata,  the  Class  A  Notes  up  to  the  amount  specified 
in  clause  (b)(1)  below  {provided,  that  the  Class  A-1  Notes  shall  be  paid  in  accordance 
with  the  Class  A-1  Note  Payment  Sequence),  second,  the  Class  B  Notes  up  to  the 
amount  specified  in  clause  (b)(2)  below,  third,  the  Class  C  Notes  up  to  the  amount 
specified  in  clause  (b)(3)  below  and  fourth,  the  Class  D  Notes  up  to  the  amount  specified 
in  clause  (b)(4)  below  in  an  aggregate. amount  .equal  to  the.  lesser  of  (a)  Principal 
Proceeds  received  or  held  during  the  related  Due  Period,  and  (b)  the  sum  of  (1)  the 
amount  necessary  to  increase  the  Class  A  Adjusted  Overcollateralization  Ratio  to  or 
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maintain  it  at  126.7%,  plus  (2)  the  amount  necessary  to  increase  the  Class  B  Adjusted 
Overcollateralization  Ratio  to  or  maintain  it  at  110.6%,  plus  (3)  the  amount  necessary  to 
increase  the  Class  C  Adjusted  Overcollateralization  Ratio  to  or  maintain  it  at  106.0%, 
plus  (4)  the  amount  necessary  to  increase  the  Class  D  Adjusted  Overcollateralization 
Ratio  to  or  maintain  it  at  102.7%;  provided,  however,  that  if  the  Net  Outstanding  Portfolio 
Collateral  Balance  is  less  than  U.S.$300,000,000,  then  only  the  amount  described  in  sub- 
clause (a)  of  this  clause  (xii)  will  be  paid,  such  amount  to  be  allocated,  first,  to  the 
payment  of  principal  of  all  outstanding  Class  A-1  Notes  in  accordance  with  the  Class  A-1 
Note  Payment  Sequence,  second,  to  the  payment  of  principal  of  all  outstanding  Class  A- 
2  Notes,  third,  to  the  payment  of  principal  of  all  outstanding  Class  B  Notes,  fourth,  to  the 
payment  of  principal  of  all  outstanding  Class  C  Notes,  and  fifth,  to  the  payment  of 
principal  of  all  outstanding  Class  D  Notes,  until  the  Class  A  Notes,  the  Class  B  Notes,  the 
Class  C  Notes,  and  the  Class  D  Notes  are  paid  in  full; 

xiii.  if  the  Class  D  Overcollateralization  Test  is  not  satisfied  on  the  Determination  Date  with 
respect  to  the  related  Payment  Date  after  giving  effect  to  all  payments  of  principal  on 
such  Payment  Date  (without  giving  effect  to  any  payments  pursuant  to  this  clause  (xiii)) 
then  to  the  payment  of  principal  of  all  outstanding  Class  D  Notes  until  the  Class  D  Notes 
are  paid  in  full; 

xiv.  to  the  payment  to  the  Collateral  Manager  of  the  Cumulative  Deferred  Management  Fee 
(or  any  portion  thereof  as  directed  by  the  Collateral  Manager); 

xv.  first,  to  the  payment  of  principal  of  the  Class  C  Notes  in  an  amount  equal  to  that  portion 
of  the  principal  of  the  Class  C  Notes  comprised  of  Class  C  Deferred  Interest  unpaid  after 
giving  effect  to  payments  under  clauses  (x)  and  (xii)  above  (amounts  will  be  considered 
unpaid  for  this  purpose  if  the  principal  balance  of  the  Class  C  Notes  after  giving  effect  to 
clauses  (x)  and  (xii)  above  exceeds  any  previous  lowest  amount  outstanding)  and 
second,  to  the  payment  of  principal  of  the  Class  D  Notes  in  an  amount  equal  to  that 
portion  of  the  principal  of  the  Class  D  Notes  comprised  of  Class  D  Deferred  Interest 
unpaid  after  giving  effect  to  payments  under  clauses  (xii)  and  (xiii)  above  (amounts  will  be 
considered  unpaid  for  this  purpose  if  the  principal  balance  of  the  Class  D  Notes  after 
giving  effect  to  clauses  (xii)  and  (xiii)  above  exceeds  any  previous  lowest  amount 
outstanding); 

xvi.  after  the  Payment  Date  occurring  in  September  2015,  first,  to  the  payment  of  principal  of 
all  outstanding  Class  C  Notes  until  the  Class  C  Notes  are  paid  in  full,  and  second,  to  the 
payment  of  principal  of  all  outstanding  Class  D  Notes  until  the  Class  D  Notes  are  paid  in 
full; 

xvii.  to  the  payment  of  principal  of  the  Class  D  Notes  in  an  amount  equal  to  the  Class  D  Notes 
Amortizing  Principal  Amount; 

xviii.  to  the  payment  of,  pro  rata,  any  Defaulted  Cashflow  Swap  Termination  Payments,  with 
respect  to  the  Cashflow  Swap  Agreement,  pro  rata,  based  on  the  amount  owed  and 
Defaulted  Synthetic  Security  Termination  Payments,  with  respect  to  the  Synthetic 
Securities,  pro  rata,  based  on  the  amount  owed; 

xix.  first  (a)  to  the  payment  of  any  remaining  accrued  and  unpaid  Administrative  Expenses  of 
the  Issuers  not  paid  pursuant  to  clauses  (ii)  and  (iii)  above  (as  the  result  of  the  limitations 
on  amounts  set  forth  therein)  in  the  same  order  of  priority  set  forth  above  in  clause  (iii) 
excluding  any  indemnities  (and  legal  expenses  related  thereto)  payable  by  the  Issuers; 
second,  (b)  to  the  payment,  pro  rata,  of  any  indemnities  (and  legal  expenses  related 
thereto)  payable  by  the  Issuers  not  paid  pursuant  to  clause  (iii)  above  (as  the  result  of  the 
limitation  on  amounts  set  forth  therein)  in  the  same  order  of  priority  set  forth  above  in 
clause  (iii);  and  third,  (c)  to  the  Expense  Reserve  Account  until  the  balance  of  such 
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account  reaches  U.S.$200,000  (after  giving  effect  to  any  deposits  made  therein  on  such 
Payment  Date  under  clause  (iii)  above);  provided,  however,  that  the  aggregate  payments 
pursuant  to  subclause  (c)  of  this  clause  (xix)  and  subclause  (c)  of  clause  (iii)  on  any 
Payment  Date  shall  not  exceed  U.S.$50,000;  and 

xx.  any  remaining  amount  to  the  payment  to  the  Fiscal  Agent  for  deposit  into  the  Income 
Note  Payment  Account  for  payment  to  the  Holders  of  the  Income  Notes  as  additional 
distributions  (subject  to  certain  restrictions  imposed  under  Cayman  Islands  law  and  to  the 
extent  of  funds  legally  available  therefor). 

On  the  Business  Day  prior  to  the  Final  Payment  Date,  the  Trustee  will  transfer  all  funds  then  on 
deposit  in  the  Collection  Account  into  the  Payment  Account.  On  the  Final  Payment  Date,  amounts  in  the 
Payment  Account  will  be  applied  by  the  Trustee  in  the  manner  and  order  of  priority  set  forth  below: 

i.  to  the  payment  of  the  amounts  referred  to  in  clauses  (i)  through  (vi)  of  the  Priority  of 
Payments  for  Payment  Dates  which  are  not  Final  Payment  Dates,  in  that  order  (without 
regard  to  the  limitations  in  clause  (iii)  except  for  any  Final  Payment  Date  which  is  the 
Stated  Maturity  of  a  Note  (other  than  the  Class  S  Notes));  provided  that  no  deposit  shall 
be  made  to  the  Expense  Reserve  Account  pursuant  to  subclause  (iii); 

ii.  to  the  payment  to  the  Class  A-1  Notes  in  accordance  with  the  Class  A-1  Note  Payment 
Sequence  of  the  amount  necessary  to  pay  the  outstanding  principal  amount  of  such 
Notes; 

iii.  to  the  payment  to  the  Class  S-2  Notes  of  the  amount  necessary  to  pay  the  outstanding 
principal  amount  of  such  Notes; 

iv.  to  the  payment  to  the  Class  A-2  Notes  of  the  amount  necessary  to  pay  the  outstanding 
principal  amount  of  such  Notes; 

v.  to  the  payment  to  the  Class  B  Notes  of  the  amount  necessary  to  pay  the  outstanding 
principal  amount  of  such  Notes  in  full; 

vi.  to  the  payment  to  the  Class  C  Notes  of  the  amount  necessary  to  pay  accrued  and  unpaid 
interest  on  and  the  outstanding  principal  amount  of  such  Notes  (including  any  Class  C 
Deferred  Interest  and  Defaulted  Interest  and  any  interest  thereon)  in  full; 

vii.  to  the  payment  to  the  Class  D  Notes  of  the  amount  necessary  to  pay  accrued  and  unpaid 
interest  on  and  the  outstanding  principal  amount  of  such  Notes  (including  any  Class  D 
Deferred  Interest  and  Defaulted  Interest  and  any  interest  thereon)  in  full; 

viii.  to  the  payment  of  the  amounts  referred  to  in  clause  (xiv)  of  the  Priority  of  Payments  for 
Payment  Dates  that  are  not  Final  Payment  Dates; 

ix.  to  the  payment  of  the  amounts  referred  to  in  clause  (xviii)  of  the  Priority  of  Payments  for 
Payment  Dates  that  are  not  Final  Payment  Dates; 

x.  to  the  payment  of  the  amounts  referred  to  in  subclause  (a)  and  subclause  (b)  of  clause 
(xix)  of  the  Priority  of  Payments  on  any  Final  Payment  Date  that  is  the  Stated  Maturity  of 
any  Notes  (other  than  the  Class  S  Notes);  and 

xi.  to  the  payment  of  the  amounts  referred  to  in  clause  (xx)  of  the  Priority  of  Payments  for 
Payment  Dates  which  are  not  Final  Payment  Dates  in  accordance  with  the  Fiscal  Agency 
Agreement. 
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Upon  payment  in  full  of  the  last  outstanding  Note,  the  Issuer  (or  the  Collateral  Manager  acting 
pursuant  to  the  Collateral  Management  Agreement  on  behalf  of  the  Issuer)  will  liquidate  any  remaining 
Collateral  Assets,  Eligible  Investments,  the  Cashflow  Swap  Agreement  and  any  other  items  comprising 
the  Collateral  and  deposit  the  proceeds  thereof  in  the  Collection  Account.  The  net  proceeds  of  such 
liquidation  and  all  available  cash  (other  than  the  U.S.$250  of  capital  contributed  by  the  owners  of  the 
Issuer  Ordinary  Shares  in  accordance  with  the  Issuer's  Memorandum  and  Articles  of  Association  and 
U.S.$250  representing  a  transaction  fee  to  the  Issuer  (the  "Excepted  Property")  will  be  distributed  in 
accordance  with  the  Priority  of  Payments  for  Final  Payment  Dates  and  all  amounts  remaining  thereafter 
will  be  paid  to  the  Holders  of  the  Income  Notes  as  a  redemption  payment,  whereupon  all  of  the  Notes  and 
the  Income  Notes  will  be  canceled. 

Income  Notes 

The  final  payment  on  the  Income  Notes  will  be  made  by  the  Issuer  on  the  Stated  Maturity  of  the 
Income  Notes,  unless  redeemed  or  retired  prior  thereto  in  accordance  with  the  Priority  of  Payments. 

The  Indenture  and  the  Fiscal  Agency  Agreement 

The  following  summary  describes  certain  provisions  of  the  Indenture  and  the  Fiscal  Agency 
Agreement.  The  summary  does  not  purport  to  be  complete  and  is  subject  to,  and  qualified  in  its  entirety 
by  reference  to,  the  provisions  of  the  Indenture  and  the  Fiscal  Agency  Agreement. 

Indenture 

Events  of  Default.  An  "Event  of  Default"  under  the  Indenture  includes: 

i.  a  default  in  the  payment,  when  due  and  payable,  of  any  interest  on  any  Class  S  Note, 
Class  A  Note  or  Class  B  Note  or,  if  there  are  no  Class  S  Notes,  Class  A  Notes  or  Class  B 
Notes  outstanding,  any  Class  C  Note  or,  if  there  are  no  Class  S  Notes,  Class  A  Notes, 
Class  B  Notes  or  Class  C  Notes  outstanding,  any  Class  D  Note  and  a  continuation  of 
such  default,  in  each  case,  for  a  period  of  7  days  (or,  in  the  case  of  a  default  in  payment 
resulting  solely  from  an  administrative  error  or  omission  by  the  Trustee,  any  Note  Paying 
Agent  or  the  Note  Registrar,  such  default  continues  for  a  period  of  7  days  after  the 
Trustee  is  made  aware  of  such  administrative  error  or  omission); 

ii.  a  default  in  the  payment  of  principal  due  on  any  Note  at  its  Stated  Maturity  or  on  any 
Redemption  Date  (or,  in  the  case  of  a  default  in  payment  resulting  solely  from  an 
administrative  error  or  omission  by  the  Trustee,  any  Note  Paying  Agent  or  the  Note 
Registrar,  such  default  continues  for  a  period  of  7  days  after  the  Trustee  is  made  aware 
of  such  administrative  error  or  omission); 

iii.  the  failure  on  any  Payment  Date  to  disburse  amounts  (other  than  in  payment  of  interest 
on  any  Note  or  principal  of  any  Note  at  its  Stated  Maturity  or  any  date  set  for  redemption 
as  described  in  (f)  and  (ii)  above)  available  in  the  Payment  Account  in  excess  of 
U.S.$500  in  accordance  with  the  Priority  of  Payments  and  a  continuation  of  such  failure 
for  a  period  of  7  days  after  such  failure  has  been  recognized; 

iv.  a  circumstance  in  which  either  of  the  Issuers  or  the  Collateral  or  any  portion  thereof 
becomes  an  investment  company  required  to  be  registered  under  the  Investment 
Company  Act; 

v.  a  default,  which  has  a  material  adverse  effect  on  the  Holders  of  the  Notes  (as  determined 
by  at  least  50%  in  aggregate  principal  amount  of  the  Controlling  Class),  in  the 
performance,  or  breach,  of  any  covenant,  representation,  warranty  or  other  agreement  of 
the  Issuers  in  the  Indenture"  (it  being  understood  that  a  failure  to  satisfy  a  Coverage  Test 
is  not  a  default  or  breach)  or  in  any  certificate  or  writing  delivered  pursuant  to  the 
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Indenture,  or  if  any  representation  or  warranty  of  the  Issuers  made  in  the  Indenture  or  in 
any  certificate  or  writing  delivered  pursuant  thereto  proves  to  be  incorrect  in  any  material 
respect  when  made,  and  the  continuation  of  such  default  or  breach  for  a  period  of  30 
days  after  notice  thereof  shall  have  been  given  to  the  Issuers  and  the  Collateral  Manager 
by  the  Trustee  or  to  the  Issuers,  the  Collateral  Manager  and  the  Trustee  by  the  Holders 
of  at  least  50%  in  Aggregate  Outstanding  Amount  of  the  Controlling  Class;  and 

vi.       certain  events  of  bankruptcy,  insolvency,  receivership  or  reorganization  of  either  of  the 
Issuers. 

If  an  Event  of  Default  should  occur  and  be  continuing,  the  Trustee  may,  with  the  consent  of  the 
Holders  of  at  least  a  Majority  of  the  Controlling  Class,  and  will  at  the  direction  of  the  Holders  of  at  least  a 
Majority  of  the  Controlling  Class,  declare  the  principal  of  and  accrued  and  unpaid  interest  on  all  Notes  to 
be  immediately  due  and  payable  (except  that  in  the  case  of  an  Event  of  Default  described  in  clause  (vi) 
above,  such  an  acceleration  will  occur  automatically  and  shall  not  require  any  action  by  the  Trustee  or 
any  Noteholder). 

If  an  Event  of  Default  should  occur  and  be  continuing,  the  Trustee  is  required  to  retain  the 
Collateral  intact  and  collect  all  payments  in  respect  of  the  Collateral  and  continue  making  payments  in  the 
manner  described  under  Priority  of  Payments  unless  (a)  the  Trustee  determines  (which  determination  will 
be  based  upon  a  certificate  from  the  Collateral  Manager)  that  the  anticipated  proceeds  of  a  sale  or 
liquidation  of  the  Collateral  based  on  an  estimate  obtained  from  a  nationally  recognized  investment 
banking  firm  (which  estimate  takes  into  account  the  time  elapsed  between  such  estimate  and  the 
anticipated  sale  of  the  Collateral)  would  equal  the  amount  necessary  to  pay  in  full  (after  deducting  the 
reasonable  expenses  of  such  sale  or  liquidation)  the  sum  of  (i)  the  principal  (including  any  Class  C 
Deferred  Interest  and  Class  D  Deferred  Interest)  and  accrued  interest  (including  all  Defaulted  Interest, 
and  interest  thereon)  and  any  other  amounts  due  with  respect  to  all  the  outstanding  Notes;  (ii)  all 
Administrative  Expenses;  (iii)  all  amounts  payable  by  the  Issuer  to  the  Synthetic  Security  Counterparty  or 
an  assignee  of  a  Synthetic  Security  (other  than  Defaulted  Synthetic  Security  Termination  Payments)  net 
of  all  amounts  payable  to  the  Issuer  by  any  Synthetic  Security  Counterparty  or  an  assignee  of  a  Synthetic 
Security;  (iv)  all  amounts  payable  by  the  Issuer  to  the  Cashflow  Swap  Counterparty  (other  than  Defaulted 
Cashflow  Swap  Termination  Payments)  net  of  all  amounts  payable  to  the  Issuer  by  any  Cashflow  Swap 
Counterparty;  (v)  accrued  and  unpaid  Deferred  Structuring  Expenses;  (vi)  accrued  and  unpaid  Collateral 
Management  Fees,  including  any  Cumulative  Deferred  Management  Fees;  and  (vii)  all  other  items  in  the 
Priority  of  Payments  ranking  prior  to  payments  on  the  Notes,  and,  in  any  case,  the  Holders  of  a  Majority  of 
the  Controlling  Class  agree  with  such  determination  or  (b)the  Holders  of  at  least  66-2/3%  of  the 
Aggregate  Outstanding  Amount  of  the  Controlling  Class  and  any  Cashflow  Swap  Counterparty  (other  than 
any  Cashflow  Swap  Counterparty  which  will  be  paid  in  full  the  amounts  due  to  it,  including  in  any 
applicable  termination  payments  other  than  Defaulted  Cashflow  Swap  Termination  Payments  at  the  time 
of  distribution  of  the  proceeds  of  any  sale  or  liquidation  of  the  Collateral)  direct,  subject  to  the  provisions 
of  the  Indenture,  the  sale  and  liquidation  of  the  Collateral. 

The  Holders  of  a  Majority  of  the  Controlling  Class  will  have  the  right  to  direct  the  Trustee  in  writing 
in  the  conduct  of  any  proceedings  or  in  the  sale  of  any  or  all  of  the  Collateral,  but  only  if  (i)  such  direction 
will  not  conflict  with  any  rule  of  law  or  the  Indenture  (including  the  limitations  described  in  the  paragraph 
above)  and  (ii)  the  Trustee  determines  that  such  action  will  not  involve  it  in  liability  (unless  the  Trustee  has 
received  an  indemnity  which  is  reasonably  acceptable  to  the  Trustee  against  any  such  liability). 

Subject  to  the  provisions  of  the  Indenture  relating  to  the  duties  of  the  Trustee,  in  case  an  Event  of 
Default  with  respect  to  the  Notes  occurs  and  is  continuing,  the  Trustee  is  under  no  obligation  to  exercise 
any  of  the  rights  or  powers  under  the  Indenture  at  the  request  of  any  Holders  of  Notes,  unless  such 
Holders  have  offered  to  the  Trustee  reasonable  security  or  an  indemnity  which  is  reasonably  acceptable 
to  the  Trustee.  The  Holders  of  a  Majority  of  the  Controlling  Class  may  waive  any  default  with  respect  to 
the  Notes,  except  (a)  a  default  in  the  payment  of  principal  or  interest  on  any  Note;  (b)  failure  on  any 
Payment  Date  to  disburse  amounts  available  in  the  Payment  Account  in  accordance  with  the  Priority  of 
Payments  and  continuation  of  such  failure  for  a  period  of  five  days;  (c)  certain  events  of  bankruptcy  or 
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insolvency  with  respect  to  the  Issuers;  or  (d)  a  default  in  respect  of  a  provision  of  the  Indenture  that 
cannot  be  modified  or  amended  without  the  waiver  or  consent  of  Holder  of  each  outstanding  Note 
adversely  affected  thereby. 

Furthermore,  any  declaration  of  acceleration  of  maturity  of  the  Notes  may  be  revoked  and 
annulled  by  the  Holders  of  a  Majority  of  the  Controlling  Class  before  a  judgment  or  decree  for  the 
payment  of  money  has  been  obtained  by  the  Trustee  or  the  Collateral  has  been  sold  or  foreclosed  in 
whole  or  in  part,  by  notice  to  the  Issuers,  the  Trustee  and  any  Cashflow  Swap  Counterparty,  rf  (a)  the 
Issuer  has  paid  or  deposited  with  the  Trustee  a  sum  sufficient  to  pay,  in  accordance  with  the  Priority  of 
Payments,  the  principal  and  accrued  interest  (including  all  Defaulted  Interest  and  the  interest  thereon), 
discount  or  other  unpaid  amounts  with  respect  to  the  outstanding  Notes  and  any  other  administrative 
expenses,  fees  or  other  amounts  that,  under  the  Transaction  Documents  and  pursuant  to  the  Priority  of 
Payments,  are  payable  prior  to  the  payment  of  the  principal  of  and  interest  on  the  outstanding  Notes,  and 
(b)  the  Trustee  has  determined  that  all  Events  of  Default  other  than  the  non-payment  of  the  interest  on  or 
principal  of  the  outstanding  Notes  that  have  become  due  solely  by  such  acceleration,  have  been  cured 
and  the  Holders  of  a  Majority  of  the  Controlling  Class  by  notice  to  the  Trustee  have  agreed  with  such 
determination  (which  agreement  shall  not  be  unreasonably  withheld)  or  waived  such  Event  of  Default  in 
accordance  with  the  provisions  set  forth  in  the  Indenture. 

Only  the  Trustee  may  pursue  the  remedies  available  under  the  Indenture  and  the  Notes  and  no 
Holder  of  a  Note  will  have  the  right  to  institute  any  proceeding  with  respect  to  the  Indenture,  its  Note  or 
otherwise  unless  (i)  such  Holder  previously  has  given  to  the  Trustee  written  notice  of  a  continuing  Event 
of  Default;  (ii)  except  in  the  case  of  a  default  in  the  payment  of  principal  or  interest,  the  Holders  of  at  least 
25%,  by  Aggregate  Outstanding  Amount,  of  the  Controlling  Class  have  made  a  written  request  upon  the 
Trustee  to  institute  such  proceedings  in  its  own  name  as  Trustee  and  such  Holders  have  offered  the 
Trustee  an  indemnity  which  is  reasonably  acceptable  to  the  Trustee;  (iii)  the  Trustee  has  for  30  days 
failed  to  institute  any  such  proceeding;  and  (iv)  no  direction  inconsistent  with  such  written  request  has 
been  given  to  the  Trustee  during  such  30-day  period  by  the  Holders  of  a  Majority  of  the  Controlling  Class. 

In  determining  whether  the  Holders  of  the  requisite  percentage  of  Notes  have  given  any  direction, 
notice  or  consent,  Notes  owned  by  the  Issuer,  the  Co-Issuer  or  any  affiliate  thereof  shall  be  disregarded 
and  deemed  not  to  be  outstanding.  In  addition,  Holders  of  Income  Notes  will  not  be  considered  to  be 
affiliates  of  the  Issuer  or  Co-Issuer  by  virtue  of  such  ownership  of  Income  Notes. 

Notices.  Notices  to  the  Holders  of  the  Notes  shall  be  given  by  first-class  mail,  postage  prepaid,  to 
each  Noteholder  at  the  address  appearing  in  the  applicable  note  register.  In  addition,  for  so  long  as  any 
of  the  Notes  are  listed  on  any  stock  exchange  and  so  long  as  the  rules  of  such  exchange  so  require, 
notices  to  the  Holders  of  such  Notes  shall  also  be  published  by  the  Listing  and  Paying  Agent  in  the  official 
list  thereof. 

Modification  of  the  Indenture.  Except  as  provided  below,  with  the  consent  of  the  Holders  of  a 
Majority,  by  Aggregate  Outstanding  Amount,  of  the  Notes  materially  adversely  affected  thereby,  voting 
together  as  a  single  class,  and  a  Majority  of  the  Income  Notes  materially  and  adversely  affected  thereby, 
the  Trustee  and  the  Issuers,  with  respect  to  the  Notes,  may  execute  a  supplemental  Indenture  to  add 
provisions  to,  or  change  in  any  manner  or  eliminate  any  provisions  of,  the  Indenture  or  modify  in  any 
manner  the  rights  of  the  Holders  of  the  Notes  of  such  Class  or  the  Income  Notes;  provided  that  the  Rating 
Agency  Condition  would  be  satisfied  after  such  addition,  change  or  elimination.  The  Trustee  may, 
consistent  with  the  written  advice  of  legal  counsel  or  an  officer's  certificate,  at  the  expense  of  the  Issuer, 
determine  whether  or  not  the  Holders  of  the  Notes  or  Income  Notes  would  be  materially  and  adversely 
affected  by  such  change.  Such  determination  shall  be  conclusive  and  binding  on  all  present  and  future 
Holders. 

Without  the  consent  of  the  Holders  of  each  adversely  affected  Note  and  each  adversely  affected 
Income  Note,  and  unless  the  Rating  Agency  Condition  is  satisfied,  no  supplemental  indenture  may  be 
entered  into  which  would  (i)  change  the  Stated  Maturity  of  the  principal  of  or  the  due  date  of  any 
installment  of  interest  or  discount  on  a  Note;  reduce  the  principal  amount  thereof  or  the  rate  of  interest 
thereon,  or  the  applicable  Redemption  Price  with  respect  thereto;  change  the  earliest  date  on  which  a 
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Note  may  be  redeemed;  change  the  provisions  of  the  Indenture  relating  to  the  application  of  proceeds  of 
any  Collateral  to  the  payment  of  principal  of  or  interest  or  discount  on  Notes  or  change  any  place  where, 
or  the  coin  or  currency  in  which,  Notes  or  the  principal  thereof  or  interest  or  discount  thereon  are  payable; 
or  impair  the  right  to  institute  suit  for  the  enforcement  of  any  such  payment  on  or  after  the  Stated  Maturity 
thereof  (or,  in  the  case  of  redemption,  on  or  after  the  Redemption  Date);  (ii)  reduce  the  percentage  in 
aggregate  principal  amount  of  Holders  of  the  Notes  of  each  Class  and  Holders  of  the  Income  Notes 
whose  consent  is  required  for  the  authorization  of  any  supplemental  indenture  or  for  any  waiver  of 
compliance  with  certain  provisions  of  the  Indenture  or  certain  defaults  thereunder  or  their  consequences; 
(iii)  impair  or  adversely  affect  the  Collateral  except  as  otherwise  permitted  by  the  Indenture;  (iv)  permit  the 
creation  of  any  security  interest  ranking  prior  to  or  on  a  parity  with  the  security  interest  created  by  the 
Indenture  with  respect  to  any  part  of  the  Collateral  (it  being  understood  that  the  addition  of  the  Cashflow 
Swap  Counterparty  having  the  benefit  of  the  Indenture  pursuant  to  its  terms  does  not  require  consent 
under  this  clause)  or  terminate  such  security  interest  on  any  property  at  any  time  subject  thereto  or 
deprive  the  Holder  of  any  Note,  the  Trustee  or  any.  other  Secured  Party  of  the  security  afforded  by  the 
Indenture;  (v)  reduce  the  percentage  of  Holders  of  the  Notes  of  each  Class  whose  consent  is  required  to 
request  the  Trustee  to  preserve  the  Collateral  or  rescind  the  Trustee's  election  to  preserve  the  Collateral 
or  to  sell  or  liquidate  the  Collateral  pursuant  to  the  Indenture;  (vi)  modify  any  of  the  provisions  of  the 
Indenture  with  respect  to  supplemental  indentures,  except  to  increase  the  percentage  of  outstanding 
Notes  whose  Holders'  consent  is  required  for  any  such  action  or  to  provide  that  other  provisions  of  the 
Indenture  cannot  be  modified  or  waived  without  the  consent  of  the  Holder  of  each  outstanding  Note 
adversely  affected  thereby;  (vii)  modify  the  definition  of  the  term  "Outstanding"  or  the  Priority  of  Payments 
set  forth  in  the  Indenture;  (viii)  modify  any  of  the  provisions  of  the  Indenture  in  such  a  manner  as  to  affect 
the  calculation  of  the  amount  of  any  payment  of  interest  or  discount  on  or  principal  of  any  Note  or  modify 
any  amount  distributable  to  the  Fiscal  Agent  for  payment  to  the  Holders  of  the  Income  Notes  on  any 
Payment  Date  or  to  affect  the  right  of  the  Holders  of  the  Notes  or  the  Trustee  to  the  benefit  of  any 
provisions  for  the  redemption  of  such  Notes  contained  therein;  (ix)  amend  any  provision  of  the  Indenture 
or  any  other  agreement  entered  into  by  the  Issuer  with  respect  to  the  transactions  contemplated  by  the 
Indenture  relating  to  the  institution  of  proceedings  for  the  Issuer  or  the  Co-Issuer  to  be  adjudicated  as 
bankrupt  or  insolvent,  or  the  consent  of  the  Issuer  or  the  Co-Issuer  to  the  institution  of  bankruptcy  or 
insolvency  proceedings  against  it,  or  the  filing  with  respect  to  the  Issuer  or  the  Co-Issuer  of  a  petition  or 
answer  or  consent  seeking  reorganization,  arrangement,  moratorium  or  liquidation  proceedings,  or  other 
proceedings  under  the  United  States  Bankruptcy  Code  or  any  similar  laws,  or  the  consent  of  the  Issuer  or 
the  Co-Issuer  to  the  filing  of  any  such  petition  or  the  appointment  of  a  receiver,  liquidator,  assignee, 
trustee  or  sequestrator  (or  other  similar  official)  of  the  Issuer  or  the  Co-Issuer  or  any  substantial  part  of  its 
property,  respectively;  (x)  increase  the  amount  of.  the  Collateral  Management  Fees  payable  to  the 
Collateral  Manager  beyond  the  amount  provided  for  in  the  original  Collateral  Management  Agreement; 
(xi)  amend  any  provision  of  the  Indenture  or  any  other  agreement  entered  into  by  the  Issuer  with  respect 
to  the  transactions  contemplated  thereby  that  provides  that  the  obligations  of  the  Issuers  or  the  Issuer,  as 
the  case  may  be,  are  limited  recourse  obligations  of  the  Issuers  or  the  Issuer,  respectively,  payable  solely 
from  the  Collateral  in  accordance  with  the  terms  of  the  Indenture;  (xii)  at  the  time  of  execution  of  such 
supplemental  indenture,  cause  the  Issuer,  any  Cashflow  Swap  Counterparty,  the  Collateral  Manager  or 
any  Paying  Agents  to  become  subject  to  withholding  or  other  taxes,  fees  or  assessments  or  cause  the 
Issuer  to  be  treated  as  engaged  in  a  United  States  trade  or  business  or  otherwise  be  subject  to  United 
States  federal,  state  or  local  income  tax  on  a  net  income  basis;  or  (xiii)  at  the  time  of  execution  of  such 
supplemental  indenture,  result  in  a  deemed  sale  or  exchange  of  any  of  the  Notes  under  Section  1001  of 
the  Code  (items  (0  through  (xiii)  above  collectively,  the  "Reserved  Matters"). 

Except  as  provided  above,  the  Issuers  and  the  Trustee  may  also  enter  into  one  or  more 
supplemental  indentures,  without  obtaining  the  consent  of  Holders  of  the  Notes  or  the  Income  Notes  but 
with  satisfaction  of  the  Rating  Agency  Condition,  (i)  if  such  supplemental  indentures  would  have  no 
material  adverse  effect  on  any  of  the  Noteholders  (as  evidenced  by  an  officer's  certificate  delivered  by  the 
Issuer,  or  the  Collateral  Manager  on  behalf  of  the  Issuer,  to  the  Trustee)  or  (ii)  for  any  of  the  following 
purposes:  (a)  to  evidence  the  succession  of  any  person  to  either  the  Issuer  or  Co-Issuer  and  the 
assumption  by  any  such  successor  of  the  covenants  of  the  Issuer  or  Co-Issuer  in  the  Notes,  the  Fiscal 
Agency  Agreement  and  the  Indenture;  (b)  to  add  to  the  covenants  of  the  Issuers  or  the  Trustee  for  the 
benefit  of  the  Holders  of  the  Notes  or  the  Income  Notes  or  to  surrender  any  right  or  power  conferred  upon 
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the  Issuers;  (c)  to  convey,  transfer,  assign,  mortgage  or  pledge  any  property  to  the  Trustee,  or  add  to  the 
conditions,  limitations  or  restrictions  on  the  authorized  amount,  terms  and  purposes  of  the  issue, 
authentication  and  delivery  of  the  Notes  or  the  Income  Notes;  (d)to  evidence  and  provide  for  the 
acceptance  of  appointment  by  a  successor  trustee  and  to  add  to  or  change  any  of  the  provisions  of  the 
Indenture  as  shall  be  necessary  to  facilitate  the  administration  of  the  trusts  under  the  Indenture  by  more 
than  one  Trustee;  (e)to  correct  or  amplify  the  description  of  any  property  at  any  time  subject  to  the 
security  interest  created  by  the  Indenture,  or  to  better  assure,  convey,  and  confirm  unto  the  Trustee  any 
property  subject  or  required  to  be  subject  to  the  security  interest  created  by  the  Indenture  (including, 
without  limitation,  any  and  all  actions  necessary  or  desirable  as  a  result  of  changes  in  law  or  regulations) 
or  subject  to  the  security  interest  created  by  the  Indenture  any  additional  property;  (f)  to  otherwise  correct 
any  inconsistency  or  cure  any  ambiguity  or  manifest  error  or  correct  or  supplement  any  provisions 
contained  herein  which  may  be  defective  or  inconsistent  with  any  provision  contained  herein  or  make  any 
modification  that  is  of  a  formal,  minor  or  technical  nature  or  which  is  made  to  correct  a  manifest  error; 
(g)  to  take  any  action  necessary  or  advisable  to  prevent  the  Issuer,  the  Trustee  or  any  Paying  Agents 
from  becoming  subject  to  withholding  or  other  taxes,  fees  or  assessments  or  to  prevent  the  Issuer  from 
being  treated  as  engaged  in  a  United  States  trade  or  business  or  otherwise  being  subject  to  United  States 
federal,  state  or  local  income  tax  on  a  net  income  basis;  (h)  to  conform  the  Indenture  to  the  descriptions 
thereof  in  the  final  Offering  Circular,  (i)  to  comply  with  any  reasonable  requests  made  by  any  stock 
exchange  in  order  to  list  or  maintain  the  listing  of  any  Notes  or  Income  Notes  on  such  stock  exchange;  0) 
to  reflect  the  terms  of  an  Optional  Redemption  by  Refinancing  (including  the  grant  of  a  security  interest  in 
the  Collateral);  or  (k)  to  enter  into  any  additional  agreements  not  expressly  prohibited  by  any  of  the 
Indenture  or  the  other  Transaction  Documents,  as  well  as  any  amendment,  modification  or  waiver  if  the 
Issuer  determines  that  entering  into  such  an  agreement  or  such  amendment,  modification  or  waiver 
thereof  would  not,  upon  or  after  becoming  effective,  materially  and  adversely  affect  the  rights  or  interests 
of  Holders  of  any  Class  of  Notes  or  Income  Notes.  The  Issuers  and  the  Trustee  shall  not  enter  into  any 
supplemental  indenture,  amendment  or  modification  of  the  Indenture  which  would  require  the  consent  of 
any  of  the  Holders  of  the  Notes  or  Income  Notes,  any  Cashflow  Swap  Counterparty  or  any  Synthetic 
Security  Counterparty  due  to  an  adverse  effect  or  a  material  adverse  effect,  as  applicable,  on  such 
person  as  a  result  of  such  supplemental  indenture,  amendment  or  modification  without  any  such  person's 
consent  (except  as  provided  below)  if  any  such  person  could  be  reasonably  determined  to  be  adversely 
affected  or  materially  adversely  affected,  as  applicable,  by  any  supplemental  indenture,  amendment  or 
modification  to  this  Indenture.  The  Issuer  may  give  at  least  five  (5)  Business  Days'  prior  notice  of  any 
such  supplemental  indenture,  amendment  or  modification  which  could  reasonably  be  determined  to  give 
rise  to  an  adverse  effect  or  a  material  adverse  effect  to  the  Holders  of  the  Notes  and  of  the  Income  Notes, 
the  Cashflow  Swap  Counterparty  and  the  Synthetic  Security  Counterparty.  All  Classes  and 
counterparties  that  fail  to  respond  to  any  such  notice  on  or  before  the  return  date  indicated  on  such  notice 
shall  be  deemed  to  be  not  adversely  affected  or  materially  adversely  affected  by  such  change  and  the 
Issuers,  the  Trustee  and  any  opinion  of  counsel  may  rely  on  the  results  of  any  such  notice  or  on  a 
certificate  from  the  Issuer  or  the  Collateral  Manager.  The  Trustee  may  require  the  delivery  of  an  opinion 
of  counsel  or  an  officer's  certificate  delivered  by  the  Issuer  (or  the  Collateral  Manager  on  behalf  of  the 
Issuer)  to  the  Trustee,  reasonably  satisfactory  to  it,  at  the  expense  of  the  Issuer,  that  the  execution  of 
such  amendment  or  modification  is  authorized  or  permitted  under  the  terms  of  the  Indenture.  Such 
determination  shall  be  conclusive  and  binding  on  all  present  and  future  Holders  of  Notes  or  Income 
Notes,  any  Synthetic  Security  Counterparty,  the  Collateral  Manager  and  any  Cashflow  Swap 
Counterparty. 

Notwithstanding  anything  to  the  contrary  herein,  (i)  the  Issuer  will  not  consent  to  enter  into  any 
supplemental  indenture  or  any  supplement  or  amendment  to  any  other  document  related  thereto  unless 
and  until  the  Collateral  Manager  has  received  written  notice  of  such  proposed  amendment  or  supplement 
and  has  consented  in  writing  thereto  and  has  received  a  final  copy  thereof  from  the  Issuer  or  the  Trustee 
and,  if  any  such  supplement  or  amendment  could  reasonably  be  expected  to  have  a  material  adverse 
effect  on  any  Synthetic  Security  Counterparty,  such  Synthetic  Security  Counterparty  has  received  written 
notice  of  such  amendment  or  supplement  and  has  consented  thereto  in  writing  (which  consent  shall  not 
be  unreasonably  withheld)  and  (iij- no  amendment  to  the  indenture  will  be  effective  until  the  consent  of 
each  Cashflow  Swap  Counterparty  (which  shall  not  be  unreasonably  withheld)  has  been  obtained  to  the 
extent  required  under  the  Cashflow  Swap  Agreement. 
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Under  the  Indenture,  the  Trustee  will,  for  so  long  as  any  of  the  Securities  are  outstanding  and 
rated  by  the  Rating  Agencies,  deliver  a  copy  of  any  proposed  supplemental  indenture  (whether  or  not 
required  to  be  approved  by  the  Holders  of  any  Notes  or  Income  Notes)  to  the  Rating  Agencies,  each 
Cashflow  Swap  Counterparty  and  each  Synthetic  Security  Counterparty  not  later  than  20  Business  Days 
prior  to  the  execution  of  such  proposed  supplemental  indenture,  and  no  such  supplemental  indenture 
shall  be  entered  into  unless  the  Rating  Agency  Condition  is  met;  provided  that  the  Trustee  shall,  with  the 
consent  of  the  Holders  of  100%  of  the  Aggregate  Outstanding  Amount  of  Notes  of  each  Class  and 
Income  Notes,  each  Synthetic  Security  Counterparty  and  each  Cashflow  Swap  Counterparty,  enter  into 
any  such  supplemental  indenture  notwithstanding  any  potential  reduction  or  withdrawal  of  the  ratings  of 
any  outstanding  Class  of  Notes.  In  addition,  the  Trustee  will  deliver  a  copy  of  any  proposed  supplemental 
indenture  with  respect  to  which  a  determination  must  be  made  pursuant  to  the  terms  of  the  Indenture  as 
to  whether  the  Controlling  Class  would  be  materially  adversely  affected  thereby  to  the  Controlling  Class 
not  later  than  five  (5)  Business  Days  prior  to  the  execution  of  such  proposed  supplemental  indenture  (or 
such  shorter  period  prior  to  the  execution  of  such  proposed  supplemental  indenture  as  a  Majority  of  the 
Controlling  Class  shall  consent  to,  or  otherwise  agree  is  sufficient).  The  Trustee  must  provide  notice  of 
any  amendment  or  modification  of  the  Indenture  (whether  or  not  required  to  be  approved  by  the  Holders 
of  any  Notes  or  Income  Notes)  to  the  Holders  of  the  Notes  and  Income  Notes,  each  Cashflow  Swap 
Counterparty,  each  Synthetic  Security  Counterparty  and,  for  so  long  as  any  Notes  or  Income  Notes  are 
listed  on  any  stock  exchange,  the  Listing  and  Paying  Agent,  promptly  upon  the  execution  of  such 
supplemental  indenture. 

In  connection  with  any  amendment,  the  Trustee  may  require  the  delivery  of  an  opinion  of  counsel 
satisfactory  to  it,  at  the  expense  of  the  Issuer,  that  such  amendment  is  permitted  under  the  terms  of  the 
Indenture. 

Jurisdictions  of  Incorporation  and  Formation.  Under  the  Indenture,  the  Issuer  and  the  Co-Issuer 
will  be  required  to  maintain  their  rights  and  franchises  as  a  company  incorporated  under  the  laws  of  the 
Cayman  Islands  and  a  corporation  formed  under  laws  of  the  State  of  Delaware,  respectively,  to  comply 
with  the  provisions  of  their  respective  organizational  documents  and  to  obtain  and  preserve  their 
qualification  to  do  business  as  foreign  corporations  in  each  jurisdiction  in  which  such  qualifications  are  or 
shall  be  necessary  to  protect  the  validation  and  enforceability  of  the  Indenture,  the  Notes  or  any  of  the 
Collateral;  provided,  however,  that  the  Issuers  shall  be  entitled  to  change  their  jurisdictions  of 
incorporation  from  the  Cayman  Islands  or  Delaware,  as  applicable,  to  any  other  jurisdiction  reasonably 
selected  by  such  Issuer  or  Co-Issuer,  as  applicable,  and  approved  by  its  common  shareholders,  so  long 
as  (i)  the  Issuer  or  Co-Issuer,  as  applicable,  does  not  believe  such  change  is  disadvantageous  in  any 
material  respect  to  such  entity,  the  Holders  of  any  Class  of  Notes,  the  Cashflow  Swap  Counterparty  or 
any  Synthetic  Security  Counterparty;  (ii)  written  notice  of  such  change  shall  have  been  given  by  the  Issuer 
or  Co-Issuer,  as  applicable  to  the  other  of  the  Issuer  or  Co-Issuer,  as  applicable,  the  Trustee,  the  Agents, 
the  Collateral  Manager,  the  Cashflow  Swap  Counterparty,  each  Synthetic  Security  Counterparty,  the 
Holders  of  each  Class  of  Notes  and  each  of  the  Rating  Agencies  at  least  thirty  (30)  Business  Days  prior  to 
such  change  of  jurisdiction;  and  (iii)  on  or  prior  to  the  25th  Business  Day  following  such  notice  the  Trustee 
shall  not  have  received  written  notice  from  Holders  of  a  Majority  of  the  Controlling  Class,  the  Collateral 
Manager,  the  Cashflow  Swap  Counterparty,  any  Synthetic  Security  Counterparty  or,  so  long  as  any  Notes 
or  Income  Notes  are  listed  thereon,  any  stock  exchange  objecting  to  such  change. 

Petitions  for  Bankruptcy.  The  Indenture  will  provide  that  no  Secured  Party  may,  prior  to  the  date 
which  is  one  year  and  one  day  (or,  if  longer,  the  applicable  preference  period  then  in  effect)  after  the 
payment  in  full  of  all  Securities,  institute  against,  or  join  any  other  person  in  instituting  against,  the  Issuer 
or  Co-Issuer  any  bankruptcy,  reorganization,  arrangement,  moratorium,  liquidation  or  similar  proceedings 
under  the  laws  of  any  jurisdiction. 

Satisfaction  and  Discharge  of  the  Indenture.  The  Indenture  will  be  discharged  with  respect  to  the 
Collateral  securing  the  Notes  upon  delivery  to  the  Note  Paying  Agent  for  cancellation  all  of  the  Notes,  or, 
within  .certain  limitations  (including  the  obligation  to  pay  principal  and  interest),  upon  deposit  with  the 
Trustee  of  funds  sufficient  for  the  payment  or  redemption  thereof  and  the  payment  by  the  Issuers  of  all 
other  amounts  due  under  the  Indenture. 
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Trustee.  The  Bank  of  New  York  will  be  the  Trustee  under  the  Indenture.  The  Issuers  and  their 
affiliates  may  maintain  other  banking  relationships  in  the  ordinary  course  of  business  with  the  Trustee. 
The  payment  of  the  fees  and  expenses  of  the  Trustee  relating  to  the  Notes  is  solely  the  obligation  of  the 
Issuers.  The  Trustee  and/or  its  affiliates  may  receive  compensation  in  connection  with  the  Trustee's 
investment  of  trust  assets  in  certain  Eligible  Investments  as  provided  in  the  Indenture  and  in  connection 
with  the  Trustee's  administration  of  any  securities  lending  activities  of  the  Issuer. 

The  Indenture  contains  provisions  for  the  indemnification  of  the  Trustee  for  any  loss,  liability  or 
expense  incurred  without  negligence,  willful  misconduct  or  bad  faith  on  its  part,  arising  out  of  or  in 
connection  with  the  acceptance  or  administration  of  the  Indenture.  The  Trustee  will  not  be  bound  to  take 
any  action  unless  indemnified  for  such  action.  The  Noteholders  shall  together,  have  the  power, 
exercisable  by  a  Majority  of  the  Controlling  Class,  to  remove  the  Trustee  as  set  forth  in  the  Indenture. 
The  removal  of  the  Trustee  shall  not  become  effective  until  the  later  of  the  effective  date  of  the 
appointment  of  a  successor  trustee  and  the  acceptance  of  appointment  by  a  successor  trustee.  If  the 
Trustee  is  removed  without  cause,  costs  and  expenses  of  the  Trustee  incurred  in  connection  with  the 
transfer  to  the  successor  Trustee  shall  be  paid  by  the  successor  Trustee  or  the  Issuer. 

Agents.  The  Bank  of  New  York  will  be  the  Note  Paying  Agent,  the  Note  Registrar,  the  Note 
Calculation  Agent  and  the  Note  Transfer  Agent  under  the  Indenture.  The  Bank  of  New  York  will  also  be 
the  Collateral  Administrator  pursuant  to  the  Collateral  Administration  Agreement.  The  Issuers  and  their 
affiliates  may  maintain  other  banking  relationships  in  the  ordinary  course  of  business  with  The  Bank  of 
New  York.  The  payment  of  the  fees  and  expenses  of  The  Bank  of  New  York  relating  to  the  Notes  is 
solely  the  obligation  of  the  Issuers.  The  Indenture  contains  provisions  for  the  indemnification  of  The  Bank 
of  New  York  for  any  loss,  liability  or  expense  incurred  without  gross  negligence,  willful  misconduct,  default 
or  bad  faith  on  its  part  arising  out  of  or  in  connection  with  the  acceptance  or  administration  of  the 
Indenture. 

Listing  and  Paying  Agent.  For  so  long  as  any  of  the  Notes  or  the  Income  Notes  are  listed  on  any 
stock  exchange  and  the  rules  of  such  exchange  shall  so  require,  the  Issuers  will  have  a  Listing  and 
Paying  Agent  and  a  paying  agent  (which  shall  be  the  "Listing  and  Paying  Agent")  for  the  Securities.  The 
Issuers  and  their  affiliates  may  maintain  other  relationships  in  the  ordinary  course  of  business  with  the 
Listing  and  Paying  Agent.  The  payment  of  the  fees  and  expenses  of  the  Listing  and  Paying  Agent 
relating  to  the  Securities  is  solely  the  obligation  of  the  Issuers.  The  Indenture  contains  provisions  for  the 
indemnification  of  the  Listing  and  Paying  Agent  for  any  loss,  liability  or  expense  incurred  without 
negligence,  willful  misconduct  or  bad  faith  on  their  respective  parts  arising  out  of  or  in  connection  with  the 
acceptance  or  administration  of  the  Indenture. 

Status  of  the  Income  Notes.  The  Holders  of  the  Income  Notes  will  have  certain  rights  to  vote  with 
respect  to  limited  matters  arising  under  the  Indenture  and  the  Collateral  Management  Agreement 
including,  without  limitation,  in  connection  with  certain  modifications  to  the  Indenture.  However,  the 
Holders  of  the  Income  Notes  will  have  no  right  to  vote  in  connection  with  the  realization  of  the  Collateral 
or  certain  other  matters  under  the  Indenture. 

Consolidation,  Merger  or  Transfer  of  Assets.  Except  under  the  limited  circumstances  set  forth  in 
the  Indenture,  the  Issuer  will  not  be  permitted  to  consolidate  with,  merge  into,  or  transfer  or  convey  all  or 
substantially  all  of  its  assets  to,  any  other  corporation,  partnership,  trust  or  other  person  or  other  entity. 
Except  under  the  limited  circumstances  set  forth  in  the  Indenture,  the  Co-Issuer  will  not  be  permitted  to 
consolidate  with,  merge  into,  or  transfer  or  convey  all  or  substantially  all  of  its  assets  to,  any  other  limited 
liability  company,  corporation,  partnership,  trust  or  other  person  or  entity. 

Fiscal  Agency  Agreement 

Pursuant  to  the  Fiscal  Agency  Agreement,  the  Fiscal  Agent  will  perform  various  fiscal  services  on 
behalf  of  the  Holders  of  the  Income  Notes.  The  payment  of  the  fees  and  expenses  of  the  Fiscal  Agent  is 
solely  the  obligation  of  the  Issuer.     The  Fiscal  Agency  Agreement  contains  provisions  for  the 
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indemnification  of  the  Fiscal  Agent  for  any  loss,  liability  or  expense  incurred  without  gross  negligence, 
willful  misconduct  or  bad  faith  on  its  part,  arising  out  of  or  in  connection  with  the  acceptance  or 
administration  of  the  Fiscal  Agency  Agreement. 

Governing  Law  of  the  Indenture,  the  Notes,  the  Fiscal  Agency  Agreement,  the  Cashflow  Swap 
Agreement,  the  Synthetic  Securities,  the  Deed  of  Covenant,  the  Income  Notes,  the  Collateral 
Management  Agreement  and  the  Collateral  Administration  Agreement 

The  Indenture,  the  Notes,  the  Cashflow  Swap  Agreement,  the  Collateral  Management  Agreement 
and  the  Collateral  Administration  Agreement  will  be  governed  by,  and  construed  in  accordance  with,  the 
laws  of  the  State  of  New  York  applicable  to  agreements  made  and  to  be  performed  therein  without  regard 
to  the  conflict  of  laws  principles  thereof.  Under  the  Indenture,  the  Fiscal  Agency  Agreement,  the 
Cashflow  Swap  Agreement,  the  Collateral  Management  Agreement  and  the  Collateral  Administration 
Agreement  the  Issuers,  as  applicable,  have  submitted  irrevocably  to  the  non-exclusive  jurisdiction  of  the 
courts  of  the  State  of  New  York  and  the  courts  of  the  United  States  of  America  in  the  State  of  New  York 
(in  each  case  sitting  in  the  County  of  New  York)  for  the  purposes  of  hearing  and  determining  any  suit, 
action  or  proceedings  or  settling  any  disputes  arising  out  of  or  in  connection  with  the  Indenture,  the  Notes, 
the  Fiscal  Agency  Agreement,  the  Cashflow  Swap  Agreement,  the  Collateral  Management  Agreement 
and  the  Collateral  Administration  Agreement.  The  Fiscal  Agency  Agreement,  the  Deed  of  Covenant  and 
the  Income  Notes  will  be  governed  by,  and  construed  in  accordance  with,  the  laws  of  the  Cayman 
Islands. 

Form  of  the  Securities 

The  Notes.  Each  Class  of  Notes  (other  than  the  Class  D  Notes)  sold  in  reliance  on  Rule  144A 
under  the  Securities  Act  will  be  represented  by  one  or  more  Rule  144A  Global  Notes  and  will  be 
deposited  with  The  Bank  of  New  York  as  custodian  for  DTC  and  registered  in  the  name  of  Cede  &  Co.,  a 
nominee  of  DTC.  The  Rule  144A  Notes  which  are  Class  D  Notes  will  be  issued  in  definitive,  fully 
registered  form,  registered  in  the  name  of  the  owner  thereof  ("Definitive  Notes").  The  Rule  144A  Global 
Notes  and  the  Definitive  Notes  (and  any  Notes  issued  in  exchange  therefor)  will  be  subject  to  certain 
restrictions  on  transfer  as  set  forth  under  "Notice  to  Investors." 

Each  Class  of  Notes  sold  in  offshore  transactions  in  reliance  on  Regulation  S  will  initially  be 
represented  by  a  Temporary  Regulation  S  Global  Note  deposited  on  the  Closing  Date  with  The  Bank  of 
New  York  as  custodian  for  DTC  and  registered  in  the  name  of  Cede  &  Co.,  a  nominee  of  DTC,  for  the 
respective  accounts  of  Euroclear  and  Clearstream.  Beneficial  interests  in  a  Temporary  Regulation  S 
Global  Note  may  be  held  only  through  Euroclear  or  Clearstream.  Beneficial  interests  in  a  Temporary 
Regulation  S  Global  Note  will  be  exchanged  for  beneficial  interests  in  a  permanent  Regulation  S  Global 
Note  for  the  related  Class  of  Notes  in  definitive,  fully  registered  form  upon  the  later  of  (i)  the  expiration  of 
the  Distribution  Compliance  Period  and  (ii)  the  first  date  on  which  the  requisite  certifications  (in  the  form 
provided  in  the  Indenture)  are  provided  to  the  Trustee.  The  Regulation  S  Global  Note  will  be  registered  in 
the  name  of  Cede  &  Co.,  a  nominee  of  DTC,  and  deposited  with  The  Bank  of  New  York  as  custodian  for 
DTC  for  credit  to  the  accounts  of  Euroclear  and  Clearstream  for  the  respective  accounts  of  the  Holders  of 
such  Notes.  Beneficial  interests  in  a  Regulation  S  Global  Note  may  be  held  only  through  Euroclear  or 
Clearstream. 

A  beneficial  interest  in  a  Regulation  S  Global  Note,  a  Temporary  Regulation  S  Global  Note  or  a 
Regulation  S  Income  Note  may  be  transferred,  whether  before  or  after  the  expiration  of  the  Distribution 
Compliance  Period,  to  a  U.S.  person  only,  with  respect  to  the  Class  S  Notes,  the  Class  A  Notes,  the 
Class  B  Notes  or  the  Class  C  Notes,  in  the  form  of  a  beneficial  interest  in  a  Rule  144A  Global  Note  and, 
with  respect  to  a  Regulation  S  Class  D  Note  or  a  Regulation  S  Income  Note,  in  the  form  of  a  Definitive 
Note  or  an  Income  Note  Certificate,  as  applicable,  and  only  upon  receipt  by  the  Note  Transfer  Agent,  in 
the  case  of  the  Notes,  or  Fiscal  Agent,  in  the  case  of  the  Income  Notes,  of  a  written  certification  from  the 
transferor  (in  the  form  provided  in  the  Indenture,  in  the  case  of  the  Notes,  or  in  the  form  provided -in  the 
Fiscal  Agency  Agreement,  in  the  case  of  the  Income  Notes)  to  the  effect  that  the  transfer  is  being  made  to 
a  person  the  transferor  reasonably  believes  is  a  Qualified  Institutional  Buyer  and  a  Qualified  Purchaser. 
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In  addition,  transfers  of  a  beneficial  interest  in  a  Regulation  S  Global  Note  or  Temporary  Regulation  S 
Global  Note  to  a  person  who  takes  delivery  in  the  form  of  an  interest  in  a  Rule  144A  Global  Note  may 
occur  only  in  denominations  greater  than  or  equal  to  the  minimum  denominations  applicable  to  the  Rule 
144A  Global  Notes. 

A  beneficial  interest  in  a  Rule  144A  Global  Note  may  be  transferred  to  a  person  who  takes 
delivery  in  the  form  of  ah  interest  in  a  Temporary  Regulation  S  Global  Note  or  a  Regulation  S  Global 
Note,  as  the  case  may  be,  whether  during  or  after  the  expiration  of  the  Distribution  Compliance  Period, 
only  upon  receipt  by  the  Note  Registrar  of  a  written  certification  from  the  transferor  (in  the  form  provided 
in  the  Indenture)  to  the  effect  that  such  transfer  is  being  made  to  a  non  U.S.  Person  in  accordance  with 
Rule  903  or  904  of  Regulation  S. 

Any  beneficial  interest  in  one  of  the  Global  Notes  that  is  transferred  to  the  person  who  takes 
delivery  in  the  form  of  an  interest  in  another  Global  Note  will,  upon  transfer,  cease  to  be  an  interest  in 
such  Global  Note  and  become  an  interest  in  the  other  Global  Note  and,  accordingly,  will  thereafter  be 
subject  to  all  transfer  restrictions  and  other  procedures  applicable  to  beneficial  interests  in  such  other 
Global  Note  for  as  long  as  it  remains  such  interest. 

Except  in  the  limited  circumstances  described  below,  owners  of  beneficial  interests  in  any  Global 
Note  will  not  be  entitled  to  receive  a  Definitive  Note.  The  Notes  are  not  issuable  in  bearer  form. 

Each  Note  will  be  issued  in  minimum  denominations  of  U.S.$250,000  (in  the  case  of  Rule  144A 
Notes)  and  U.S.$1 00,000  (in  the  case  of  Regulation  S  Notes)  and  integral  multiples  of  U.S.$1  in  excess 
thereof. 

The  Income  Notes  will  be  issued  in  minimum  denominations  of  U.S.$1 00,000  notional  principal 
amount  of  Income  Notes  and  integral  multiples  of  U.S.$1  in  excess  thereof. 

Global  Notes.  Upon  the  issuance  of  the  Global  Notes,  DTC  or  its  custodian  will  credit,  on  its 
internal  system,  the  respective  aggregate  original  principal  amount  of  the  individual  beneficial  interests 
represented  by  such  Global  Notes  to  the  accounts  of  persons  who  have  accounts  with  DTC.  Such 
accounts  initially  will  be  designated  by  or  on  behalf  of  the  Initial  Purchaser.  Ownership  of  beneficial 
interests  in  Global  Notes  will  be  limited  to  persons  who  have  accounts  with  DTC  ("participants")  or 
persons  who  hold  interests  through  participants.  Ownership  of  beneficial  interests  in  a  Global  Note  Will  be 
shown  on,  and  the  transfer  of  that  ownership  will  be  effected  only  through,  records  maintained  by  DTC  or 
its  nominee  (with  respect  to  interests  of  participants)  and  the  records  of  participants  (with  respect  to 
interests  of  persons  other  than  participants). 

So  long  as  DTC,  or  its  nominee,  is  the  registered  owner  or  Holder  of  the  Global  Notes,  DTC  or 
such  nominee,  as  the  case  may  be,  will  be  considered  the  sole  owner  or  Holder  of  each  Class  of  the 
Notes  represented  by  such  Global  Notes  for  all  purposes  under  the  Indenture  and  such  Notes.  Unless 
DTC  notifies  the  Issuers  that  it  is  unwilling  or  unable  to  continue  as  depositary  for  a  global  note  or  ceases 
to  be  a  "Clearing  Agency"  registered  under  the  Exchange  Act,  owners  of  the  beneficial  interests  in  the 
Global  Notes  will  not  be  entitled  to  have  any  portion  of  such  Global  Notes  registered  in  their  names,  will 
not  receive  or  be  entitled  to  receive  physical  delivery  of  Notes  in  certificated  form  and  will  not  be 
considered  to  be  the  owners  or  Holders  of  any  Notes  under  the  Indenture.  In  addition,  no  beneficial 
owner  of  an  interest  in  the  Global  Notes  will  be  able  to  transfer  that  interest  except  in  accordance  with 
DTC's  applicable  procedures  (in  addition  to  those  under  the  Indenture  referred  to  herein  and,  if 
applicable,  those  of  Euroclear  and  Clearstream). 

Investors  may  hold  their  interests  in  a  Regulation  S  Global  Note  or  a  Temporary  Regulation  S 
Global  Note  directly  through  Clearstream  or  Euroclear,  if  they  are  participants  in  these  systems,  or 
indirectly -through  organizations  which  are  participants  in  these  systems.  Clearstream  and  Euroclear  will 
hold  interests  in  the  Regulation  S  Global  Notes  on  behalf  of  their  participants  through  their  respective 
depositaries,  which  in  turn  will  hold  the  interests  in  the  Regulation  S  Global  Notes  and  Temporary 
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Regulation  S  Global  Notes  in  customers'  securities  accounts  in  the  depositories'  names  on  the  books  of 
DTC.  Investors  may  hold  their  interests  in  a  Rule  144A  Global  Note  directly  through  DTC  if  they  are 
participants  in  the  system,  or  indirectly  through  organizations  which  are  participants  in  the  system. 

Payments  of  the  principal  of  and  interest  on  the  Global  Notes  will  be  made  to  DTC  or  its  nominee, 
as  the  registered  owner  thereof.  Neither  the  Issuers,  the  Trustee,  the  Note  Registrar,  the  Income  Note 
Registrar  nor  any  paying  agent  will  have  any  responsibility  or  liability  for  any  aspect  of  the  records  relating 
to  or  payments  made  on  account  of  beneficial  ownership  interests  in  the  Global  Notes  or  for  any  notice 
permitted  or  required  to  be  given  to  Holders  of  Notes  or  any  consent  given  or  actions  taken  by  DTC  as 
Holder  of  Notes.  The  Issuers  expect  that  DTC  or  its  nominee,  upon  receipt  of  any  payment  of  principal  or 
interest  in  respect  of  a  Global  Note  representing  any  Notes  held  by  it  or  its  nominee,  will  immediately 
credit  participants'  accounts  with  payments  in  amounts  proportionate  to  their  respective  interests  in  the 
principal  amount  of  such  Global  Notes  as  shown  on  the  records  of  DTC  or  its  nominee.  The  Issuers  also 
expect  that  payments  by  participants  to  owners  of  interests  in  such  Global  Notes  held  through  such 
participants  will  be  governed  by  standing  instructions  and  customary  practices,  as  is  now  the  case  with 
securities  held  for  the  accounts  of  customers  registered  in  the  names  of  nominees  for  such  customers. 
Such  payments  will  be  the  responsibility  of  such  participants. 

Transfers  between  participants  will  be  effected  in  the  ordinary  way  in  accordance  with  DTC  rules 
and  will  be  settled  in  same-day  funds.  The  laws  of  some  jurisdictions  require  that  certain  persons  take 
physical  delivery  of  securities  in  definitive  form.  Consequently,  the  ability  to  transfer  beneficial  interests  in 
Global  Notes  to  these  persons  may  be  limited.  Because  DTC  can  only  act  on  behalf  of  participants,  who 
in  turn  act  on  behalf  of  indirect  participants  and  certain  banks,  the  ability  of  a  person  having  a  beneficial 
interest  in  Global  Notes  to  pledge  its  interest  to  persons  or  entities  that  do  not  participate  in  the  DTC 
system,  or  otherwise  take  actions  in  respect  of  its  interest,  may  be  affected  by  the  lack  of  a  physical 
certificate  of  the  interest.  Transfers  between  account  holders  in  Euroclear  and  Clearstream  will  be 
effected  in  the  ordinary  way  in  accordance  with  their  respective  rules  and  operating  procedures. 

Subject  to  compliance  with  the  transfer  restrictions  applicable  to  the  Notes  described  above, 
cross-market  transfers  between  DTC  participants,  on  the  one  hand,  and,  directly  or  indirectly  through 
Euroclear  or  Clearstream  account  holders,  on  the  other,  will  be  effected  in  DTC  in  accordance  with  DTC 
rules  on  behalf  of  Euroclear  or  Clearstream,  as  the  case  may  be,  by  its  respective  depositary;  however, 
these  cross-market  transactions  will  require  delivery  of  instructions  to  Euroclear  or  Clearstream,  as  the 
case  may  be,  by  the  counterparty  in  the  system  in  accordance  with  its  rules  and  procedures  and  within  its 
established  deadlines  (Brussels  time).  Euroclear  or  Clearstream,  as  the  case  may  be,  will,  if  the 
transaction  meets  its  settlement  requirements,  deliver  instructions  to  its  respective  depositary  to  take 
action  to  effect  final  settlement  on  its  behalf  by  delivering  or  receiving  interests  in  a  Temporary  Regulation 
S  Global  Note  or  a  Regulation  S  Gbbal  Note  in  DTC,  and  making  or  receiving  payment  in  accordance 
with  normal  procedures  for  a  same-day  funds  settlement  applicable  to  DTC.  Clearstream  and  Euroclear 
account  holders  may  not  deliver  instructions  directly  to  the  depositaries  for  Clearstream  or  Euroclear. 

Because  of  time  zone  differences,  the  securities  account  of  a  Euroclear  or  Clearstream 
participant  purchasing  an  interest  in  a  Global  Note  from  a  DTC  participant  will  be  credited  during  the 
securities  settlement  processing  day  (which  must  be  a  Business  Day  for  Euroclear  or  Clearstream,  as  the 
case  may  be)  immediately  following  the  DTC  settlement  date  and  the  credit  of  any  transactions  in 
interests  in  a  Global  Note  settled  during  the  processing  day  will  be  reported  to  the  relevant  Euroclear  or 
Clearstream  participant  on  that  day.  Cash  received  in  Euroclear  or  Clearstream  as  a  result  of  sales  of 
interests  in  a  Global  Note  by  or  through  a  Euroclear  or  Clearstream  participant  to  a  DTC  participant  will  be 
received  with  value  on  the  DTC  settlement  date  but  will  be  available  in  the  relevant  Euroclear  or 
Clearstream  cash  account  only  as  of  the  Business  Day  following  settlement  in  DTC. 

DTC  has  advised  the  Issuers  that  it  will  take  any  action  permitted  to  be  taken  by  a  Holder  of  the 

Notes  (including  the  presentation  of  the  applicable  Notes  for  exchange  as  described  below)  only  at  the 

"direction  of  one  or  more  participants  to  whose  account  with  DTC  interests  in  a  Global  Note-are  credited 

and  only  in  respect  of  that  portion  of  the  aggregate  principal  amount  of  the  Notes  as  to  which  the 

participant  or  participants  has  or  have  given  direction. 
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The  giving  of  notices  and  other  communications  by  DTC  to  participants,  by  participants  to 
persons  who  hold  accounts  with  them  and  by  such  persons  to  Holders  of  beneficial  interests  in  a  Global 
Note  will  be  governed  by  arrangements  between  them,  subject  to  any  statutory  or  regulatory  requirements 
as  may  exist  from  time  to  time. 

DTC  has  advised  the  Issuers  as  follows:  DTC  is  a  limited  purpose  trust  company  organized 
under  the  laws  of  the  State  of  New  York,  a  member  of  the  Federal  Reserve  System,  a  "clearing 
corporation"  within  the  meaning  of  the  Uniform  Commercial  Code  and  a  "Clearing  Agency"  registered 
pursuant  to  the  provisions  of  Section  17A  of  the  Exchange  Act.  DTC  was  created  to  hold  securities  for  its 
participants  and  facilitate  the  clearance  and  settlement  of  securities  transactions  between  participants 
through  electronic  book-entry  changes  in  accounts  of  its  participants,  thereby  eliminating  the  need  for 
physical  movement  of  certificates.  Participants  include  securities  brokers  and  dealers,  banks,  trust 
companies  and  clearing  corporations  and  may  include  certain  other  organizations.  Indirect  access  to  the 
DTC  system  is  available  to  others  such  as  banks,  brokers,  dealers  and  trust  companies  that  clear  through 
or  maintain  a  custodial  relationship  with  a  participant,  either  directly  or  indirectly  (" indirect  participants"). 

Clearstream.  Clearstream  Banking,  societe  anonyme,  was  incorporated  as  a  limited  liability 
company  under  Luxembourg  law.  Clearstream  is  owned  by  Cedel  International,  societe  anonyme,  and 
Deutsche  Borse  AG.  The  shareholders  of  these  two  entities  are  banks,  securities  dealers  and  financial 
institutions. 

Clearstream  holds  securities  for  its  customers  and  facilitates  the  clearance  and  settlement  of 
securities  transactions  between  Clearstream  customers  through  electronic  book-entry  changes  in 
accounts  of  Clearstream  customers,  thus  eliminating  the  need  for  physical  movement  of  certificates. 
Clearstream  provides  to  its  customers,  among  other  things,  services  for  safekeeping,  administration, 
clearance  and  settlement  of  internationally  traded  securities,  securities  lending  and  borrowing  and 
collateral  management.  Clearstream  interfaces  with  domestic  markets  in  a  number  of  countries. 
Clearstream  has  established  an  electronic  bridge  with  Euroclear  Bank  S.A./N.V.,  the  operator  of  the 
Euroclear  System,  to  facilitate  settlement  of  trades  between  Clearstream  and  Euroclear. 

As  a  registered  bank  in  Luxembourg,  Clearstream  is  subject  to  regulation  by  the  Luxembourg 
Commission  for  the  Supervision  of  the  Financial  Sector.  Clearstream  customers  are  recognized  financial 
institutions  around  the  world,  including  underwriters,  securities  brokers  and  dealers,  banks,  trust 
companies  and  clearing  corporations.  In  the  United  States,  Clearstream  customers  are  limited  to 
securities  brokers  and  dealers  and  banks  and  may  include  the  Initial  Purchaser.  Other  institutions  that 
maintain  a  custodial  relationship  with  a  Clearstream  customer  may  obtain  indirect  access  to  Clearstream. 
Clearstream  is  an  indirect  participant  in  DTC. 

Distributions  with  respect  to  the  Notes  held  beneficially  through  Clearstream  will  be  credited  to 
cash  accounts  of  Clearstream  customers  in  accordance  with  its  rules  and  procedures,  to  the  extent 
received  by  Clearstream. 

The  Euroclear  System.  The  Euroclear  System  was  created  in  1968  to  hold  securities  for 
participants  of  the  Euroclear  System  and  to  clear  and  settle  transactions  between  Euroclear  participants 
through  simultaneous  electronic  book-entry  delivery  against  payment,  thus  eliminating  the  need  for 
physical  movement  of  certificates  and  risk  from  lack  of  simultaneous  transfers  of  securities  and  cash. 
Transactions  may  now  be  settled  in  many  currencies,  including  U.S.  Dollars  and  Japanese  Yen.  The 
Euroclear  System  provides  various  other  services,  including  securities  lending  and  borrowing  and 
interfaces  with  domestic  markets  in  several  countries  generally  similar  to  the  arrangements  for  cross- 
market  transfers  with  DTC  described  above. 

The  Euroclear  System  is  operated  by  Euroclear  Bank  S  A/N.V.  (the  "Euroclear  Operator"),  under 
contract  with  Euroclear  Clearance  System  pic,  a  U.K.  corporation  (the  "Euroclear  Clearance  System"). 
The  Euroclear  Operator  conducts  all  operations,  and  all  Euroclear  securities  clearance  accounts  and 
Euroclear  cash  accounts  are  accounts  with  the  Euroclear  Operator,  not  the  Euroclear  Clearance  System. 
The  Euroclear  Clearance  System  establishes  policy  for  the  Euroclear  System  on  behalf  of  Euroclear 
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participating  organizations.  Euroclear  participants  include  banks  (including  central  banks),  securities 
brokers  and  dealers  and  other  professional  financial  intermediaries  and  may  include  the  Initial  Purchaser. 
Indirect  access  to  the  Euroclear  System  is  also  available  to  other  firms  that  clear  through  or  maintain  a 
custodial  relationship  with  a  Euroclear  participant,  either  directly  or  indirectly.  Euroclear  is  an  indirect 
participant  in  DTC. 

The  Euroclear  Operator  is  a  Belgian  bank.  The  Belgian  Banking  Commission  regulates  and 
examines  the  Euroclear  Operator. 

The  Terms  and  Conditions  Governing  Use  of  Euroclear  and  the  related  Operating  Procedures  of 
the  Euroclear  System  and  applicable  Belgian  law  govern  securities  clearance  accounts  and  cash 
accounts  with  the  Euroclear  Operator.  Specifically,  these  terms  and  conditions  govern: 

(a)  transfers  of  securities  and  cash  within  the  Euroclear  System; 

(b)  withdrawal  of  securities  and  cash  from  the  Euroclear  System;  and 

(c)  receipts  of  payments  with  respect  to  securities  in  the  Euroclear  System. 

All  securities  in  the  Euroclear  System  are  held  on  a  fungible  basis  without  attribution  of  specific 
certificates  to  specific  securities  clearance  accounts.  The  Euroclear  Operator  acts  under  the  terms  and 
conditions  only  on  behalf  of  Euroclear  participants  and  has  no  record  of  or  relationship  with  persons 
holding  securities  through  Euroclear  participants. 

Distributions  with  respect  to  Notes  held  beneficially  through  Euroclear  will  be  credited  to  the  cash 
accounts  of  Euroclear  participating  organizations  in  accordance  with  the  Euroclear  Terms  and  Conditions, 
to  the  extent  received  by  the  Euroclear  Operator  and  by  Euroclear. 

Although  DTC,  Clearstream  and  Euroclear  have  agreed  to  the  foregoing  procedures  in  order  to 
facilitate  transfers  of  interests  in  the  Regulation  S  Global  Notes  and  in  the  Rule  144A  Global  Notes  among 
participants  of  DTC,  Clearstream  and  Euroclear,  they  are  under  no  obligation  to  perform  or  continue  to 
perform  these  procedures,  and  the  procedures  may  be  discontinued  at  any  time.  Neither  the  Issuers  nor 
the  Trustee  will  have  any  responsibility  for  the  performance  by  DTC,  Clearstream,  Euroclear  or  their 
respective  participants  or  indirect  participants  of  their  respective  obligations  under  the  rules  and 
procedures  governing  their  operations. 

Payments;  Certifications  by  Holders  of  Temporary  Regulation  S  Global  Notes.  A  Holder  of  a 
beneficial  interest  in  a  Temporary  Regulation  S  Global  Note  must  provide  Clearstream  or  Euroclear,  as 
the  case  may  be,  with  a  certificate  in  the  form  required  by  the  Indenture  certifying  that  the  beneficial 
owner  of  the  interest  in  such  Global  Note  is  not  a  U.S.  Person  (as  defined  in  Regulation  S),  and 
Clearstream  or  Euroclear,  as  the  case  may  be,  must  provide  to  the  Trustee  a  certificate  in  the  form 
required  by  the  Indenture  prior  to  (i)  the  payment  of  interest  or  principal  with  respect  to  such  Holder's 
beneficial  interest  in  the  Temporary  Regulation  S  Global  Note  and  (ii)  any  exchange  of  such  beneficial 
interest  for  a  beneficial  interest  in  a  Regulation  S  Global  Note. 

Individual  Definitive  Notes.  The  Class  S  Notes,  the  Class  A  Notes,  the  Class  B  Notes  and  the 
Class  C  Notes  will  be  initially  issued  in  global  form.  The  Class  D  Notes  (other  than  Regulation  S  Class  D 
Notes)  will  be  represented  by  one  or  more  Definitive  Notes  and  will  be  subject  to  certain  transfer 
restrictions  as  set  forth  under  "Notice  to  Investors".  If  DTC  or  any  successor  to  DTC  advises  the  Issuer  in 
writing  that  it  is  at  any  time  unwilling  or  unable  to  continue  as  a  depositary  for  the  reasons  described  in 
" — Global  Notes"  and  a  successor  depositary  is  not  appointed  by  the  Issuers  within  ninety  (90)  days  or  as 
a  result  of  any  amendment  to  or  change  in,  the  laws  or  regulations  of  the  Cayman  Islands  or  the  State  of 
Delaware,  as  applicable,  or  of  any  authority  therein  or  thereof  having  power  to  tax  or  in  the  interpretation 
or  administration  of  such  laws  or  regulations  which  become  effective  on  or  after  the  Closing  Date,  the 
Issuers  or  the  Note  Paying  Agent  is  or  will  be  required  to  make  any  deduction  or  withholding  from  any 
payment  in  respect  of  the  Notes  which  would  not  be  required  if  the  Notes  were  in  definitive  form  and  the 
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Issuers  will  issue  Definitive  Notes  in  registered  form  in  exchange  for  the  Regulation  S  Global  Notes  and 
the  Rule  144A  Global  Notes,  as  the  case  may  be.  Upon  receipt  of  such  notice  from  DTC,  the  Issuers  will 
use  their  best  efforts  to  make  arrangements  with  DTC  for  the  exchange  of  interests  in  the  Global  Notes 
for  individual  Definitive  Notes  and  cause  the  requested  individual  Definitive  Notes  to  be  executed  and 
delivered  to  the  Note  Registrar  in  sufficient  quantities  and  authenticated  by  or  on  behalf  of  the  Note 
Transfer  Agent  for  delivery  to  Holders  of  the  Notes.  Persons  exchanging  interests  in  a  Global  Note  for 
individual  Definitive  Notes  will  be  required  to  provide  to  the  Note  Transfer  Agent,  through  DTC, 
Clearstream'  or  Euroclear,  (i)  written  instructions  and  other  information  required  by  the  Issuers  and  the 
Note  Transfer  Agent  to  complete,  execute  and  deliver  such  individual  Definitive  Notes,  (ii)  in  the  case  of 
an  exchange  of  an  interest  in  a  Rule  144A  Global  Note,  such  certification  as  to  Qualified  Institutional 
Buyer  status  and  that  such  Holder  is  a  Qualified  Purchaser,  as  the  Issuers  shall  require  and  (iii)  in  the 
case  of  an  exchange  of  an  interest  in  a  Regulation  S  Global  Note,  such  certification  as  the  Issuers  shall 
require  as  to  non-U.S.  Person  status.  In  all  cases,  individual  Definitive  Notes  delivered  in  exchange  for 
any  Global  Note  or  beneficial  interests  therein  will  be  registered  in  the  names,  and  issued  in 
denominations  in  compliance  with  the  minimum  denominations  specified  for  the  applicable  Global  Notes, 
requested  by  DTC. 

Individual  Definitive  Notes  will  bear,  and  be  subject  to,  such  legend  as  the  Issuers  require  in  order 
to  assure  compliance  with  any  applicable  law.  Individual  Definitive  Notes  will  be  transferable  subject  to 
the  minimum  denomination  applicable  to  the  Rule  144A  Global  Notes  and  Regulation  S  Global  Notes,  in 
whole  or  in  part,  and  exchangeable  for  individual  Definitive  Notes  of  the  same  Class  at  the  office  of  the 
Note  Paying  Agent,  Note  Transfer  Agent  or  the  office  of  any  transfer  agent,  upon  compliance  with  the 
requirements  set  forth  in  the  Indenture.  Individual  Definitive  Notes  may  be  transferred  through  any 
transfer  agent  upon  the  delivery  and  duly  completed  assignment  of  such  Notes.  Upon  transfer  of  any 
individual  Definitive  Note  in  part,  the  Note  Transfer  Agent  will  issue  in  exchange  therefor  to  the  transferee 
one  or  more  individual  Definitive  Notes  in  the  amount  being  so  transferred  and  will  issue  to  the  transferor 
one  or  more  individual  Definitive  Notes  in  the  remaining  amount  not  being  transferred.  No  service  charge 
will  be  imposed  for  any  registration  of  transfer  or  exchange,  but  payment  of  a  sum  sufficient  to  cover  any 
tax  or  other  governmental  charge  may  be  required.  The  Holder  of  a  restricted  individual  Definitive  Note 
may  transfer  such  Note,  subject  to  compliance  with  the  provisions  of  the  legend  thereon.  Upon  the 
transfer,  exchange  or  replacement  of  Notes  bearing  the  legend,  or  upon  specific  request  for  removal  of 
the  legend  on  a  Note,  the  Issuer  will  deliver  only  Notes  that  bear  such  legend,  or  will  refuse  to  remove 
such  legend,  as  the  case  may  be,  unless  there  is  delivered  to  the  Issuer  such  satisfactory  evidence, 
which  may  include  an  opinion  of  counsel,  as  may  reasonably  be  required  by  the  Issuer  that  neither  the 
legend  nor  the  restrictions  on  transfer  set  forth  therein  are  required  to  ensure  compliance  with  the 
provisions  of  the  Securities  Act  and  the  Investment  Company  Act.  Payments  of  principal  and  interest  on 
individual  Definitive  Notes  shall  be  payable  by  the  Note  Paying  Agents  by  U.S.  Dollar  check  drawn  on  a 
bank  in  the  United  States  of  America  and  sent  by  mail  to  the  registered  Holder  thereof,  by  wire  transfer  in 
immediately  available  funds.  In  addition,  for  so  long  as  any  Notes  are  listed  on  any  stock  exchange  and 
the  rules  of  such  exchange  shall  so  require,  in  the  case  of  a  transfer  or  exchange  of  individual  Definitive 
Notes,  a  Holder  thereof  may  effect  such  transfer  or  exchange  by  presenting  such  Notes  at,  and  obtaining 
a  new  individual  Definitive  Note  from  the  office  of  the  Listing  and  Paying  Agent,  in  the  case  of  a  transfer  of 
only  a  part  of  an  individual  Definitive  Note,  a  new  individual  Definitive  Note  in  respect  of  the  balance  of  the 
principal  amount  of  the  individual  Definitive  Note  not  transferred  will  be  delivered  at  the  office  of 
applicable  stock  exchange,  and  in  the  case  of  a  replacement  of  any  lost,  stolen,  mutilated  or  destroyed 
individual  Definitive  Notes,  a  Holder  thereof  may  obtain  a  new  individual  Definitive  Note  from  the  Listing 
and  Paying  Agent. 

The  Class  D  Notes  (other  than  Regulation  S  Class  D  Notes).  The  Class  D  Notes  (other  than 
Regulation  S  Class  D  Notes)  will  be  represented  by  one  or  more  notes  in  definitive  form  and  will  be 
subject  to  certain  restrictions  on  transfer  as  set  forth  under  "Notice  to  Investors." 

The  Class  D  Notes  (other  than  Regulation  S  Class  D  Notes)  may  be  transferred  only  upon  receipt 
by  the  Issuer  and  the  Note  Transfer  Agent  of  a  Glass  D  Notes  Purchase  and  Transfer  Letter  to  the  effect 
that  the  transfer  is  being  made  (i)  to  a  Qualified  Institutional  Buyer  that  has  acquired  an  interest  in  the 
Class  D  Notes  in  a  transaction  meeting  the  requirements  of  Rule  144A  who  is  also  a  Qualified  Purchaser 
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or  (ii)  to  a  non-U.S.  Person  in  an  offshore  transaction  complying  with  Rule  903  or  Rule  904  of  Regulation 
S.  The  transferee  must  also  make  certain  other  representations  applicable  to  such  transferee,  as  set 
forth  in  the  Class  D  Notes  Purchase  and  Transfer  Letter. 

Payments  on  the  Class  D  Notes  (other  than  Regulation  S  Class  D  Notes)  on  any  Payment  Date 
will  be  made  to  the  person  in  whose  name  the  relevant  Note  is  registered  as  of  the  close  of  business  1 0 
Business  Days  prior  to  such  Payment  Date. 

The  Income  Notes  (other  than  the  Regulation  S  Income  Notes).  The  Income  Notes  (other  than 
the  Regulation  S  Income  Notes)  will  be  represented  by  one  or  more  Income  Note  Certificates  in  definitive 
form  and  the  Income  Notes  will  be  subject  to  certain  restrictions  on  transfer  as  set  forth  under  "Notice  to 
Investors." 

Income  Notes  (other  than  Regulation  S  Income  Notes)  may  be  transferred  only  upon  receipt  by 
the  Issuer  and  the  Fiscal  Agent  of  an  Income  Notes  Purchase  and  Transfer  Letter  to  the  effect  that  the 
transfer  is  being  made  (i)(a)  to  a  Qualified  Institutional  Buyer  that  has  acquired  an  interest  in  the  Income 
Notes  in  a  transaction  meeting  the  requirements  of  Rule  144A,  or  (b)  to  an  Accredited  Investor  having  a 
net  worth  of  not  less  than  U.S.$10  million  in  a  transaction  exempt  from  registration  under  the  Securities 
Act,  who  is  a  Qualified  Purchaser,  or  (ii)  to  a  non-U.S.  Person  in  an  offshore  transaction  complying  with 
Rule  903  or  Rule  904  of  Regulation  S.  The  transferee  must  also  make  certain  other  representations 
applicable  to  such  transferee,  as  set  forth  in  the  Income  Notes  Purchase  and  Transfer  Letter. 

The  Income  Notes  will  be  issued  in  minimum  denominations  of  U.S.$1 00,000  notional  principal 
amount  of  Income  Notes  and  integral  multiples  of  U.S.$1  in  excess  thereof.  Payments  on  the  Income 
Notes  (other  than  Regulation  S  Income  Notes)  on  any  Payment  Date  will  be  made  to  the  person  in  whose 
name  the  relevant  Income  Note  is  registered  in  the  income  note  register  as  of  the  close  of  business  on 
the  first  calendar  day  of  the  month  in  which  such  Payment  Date  occurs  (or  if  such  day  is  not  a  Business 
Day,  the  next  succeeding  Business  Day). 

USE  OF  PROCEEDS 

The  gross  proceeds  associated  with  the  offering  of  the  Securities  are  expected  to  equal 
approximately  U.S.$1 ,007,169,000.  Approximately  U.S.$1 ,850,000  of  such  gross  proceeds  will  be 
applied  by  the  Issuer  to  pay  upfront  fees  and  expenses  associated  with  the  offering  of  the  Securities.  In 
addition,  on  the  Closing  Date,  approximately  U.S.$200,000  of  the  proceeds  from  the  issuance  of  the 
Securities  will  be  deposited  into  the  Expense  Reserve  Account.  On  the  Closing  Date  or  promptly 
thereafter  as  is  consistent  with  customary  settlement  procedures,  pursuant  to  agreements  to  purchase 
entered  into  on  or  before  the  Closing  Date,  the  Issuer  will  apply  the  net  proceeds  to  purchase  the 
Collateral  Assets  which  are  cash  assets  described  herein  having  an  aggregate  Principal  Balance  of 
approximately  U.S.$70,000,000  and  to  purchase  the  Default  Swap  Collateral  and  Eligible  Investments  of 
approximately  U.S.$930,000,000  and  will  have  entered  into  the  Cashflow  Swap  Agreement. 

RATINGS  OF  THE  NOTES 

It  is  a  condition  to  the  issuance  of  the  Notes  that  the  Class  S  Notes,  the  Class  A-1  Notes  and  the 
Class  A-2  Notes  be  rated  "Aaa"  by  Moody's  and  "AAA"  by  S&P,  that  the  Class  B  Notes  be  rated  at  least 
"Aa2"  by  Moody's  and  at  least  "AA"  by  S&P,  that  the  Class  C  Notes  be  rated  at  least  "A2"  by  Moody's  and 
at  least  "A"  by  S&P  and  that  the  Class  D  Notes  be  rated  at  least  "Baa2"  by  Moody's  and  at  least  "BBB"  by 
S&P.  The  Income  Notes  will  not  be  rated.  A  rating  is  not  a  recommendation  to  buy,  sell  or  hold  securities 
and  may  be  subject  to  revision  or  withdrawal  at  any  time. 

Moody's  Ratings 

The  ratings  assigned  to  the  Notes  by  Moody's  are  based  upon  its  assessment  of  the  probability 
that  the  Collateral  Assets  will  provide  sufficient  funds  to  pay  such  Securities,  based  largely  upon  Moody's 
statistical  analysis  of  historical  default  rates  on  debt  obligations  with  various  ratings,  expected  recovery 
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rates  on  the  Collateral  Assets  and  the  asset  and  interest  coverage  required  for  such  Securities  (which  is 
achieved  through  the  subordination  of  more  junior  Notes),  and  the  diversification  requirements  that  the 
Collateral  Assets  must  satisfy. 

Moody's  rating  of  (i)  the  Class  S  Notes,  the  Class  A  Notes  and  the  Class  B  Notes  addresses  the 
ultimate  cash  receipt  of  all  required  principal  payments  and  the  timely  cash  receipt  of  all  interest 
payments  as  provided  in  the  governing  documents  and  (ii)  the  Class  C  Notes  and  the  Class  D  Notes 
addresses  the  ultimate  cash  receipt  of  all  required  interest  and  principal  payments  as  provided  in  the 
governing  documents.  Moody's  ratings  are  based  on  the  expected  loss  posed  to  the  Holders  of  the  Notes 
relative  to  the  promise  of  receiving  the  present  value,  calculated  using  a  discounted  rate  equal  to  the 
promised  interest  rate  of  such  payments.  Moody's  analyzes  the  likelihood  that  each  debt  obligation 
included  in  the  portfolio  will  default,  based  on  historical  default  rates  for  similar  debt  obligations,  the 
historical  volatility  of  such  default  rates  (which  increases  as  securities  with  lower  ratings  are  added  to  the 
portfolio)  and  an  additional  default  assumption  to  account  for  future  fluctuations  in  defaults.  Moody's  then 
determines  the  level  of  credit  protection  necessary  to  achieve  the  expected  loss  associated  with  the  rating 
of  the  structured  securities,  taking  into  account  the  potential  recovery  value  of  the  Collateral  Assets  and 
the  expected  volatility  of  the  default  rate  of  the  portfolio  based  on  the  level  of  diversification  by  issuer  and 
industry. 

In  addition  to  these  quantitative  tests,  Moody's  ratings  take  into  account  qualitative  features  of  a 
transaction,  including  the  experience  of  the  Collateral  Manager,  the  legal  structure  and  the  risks 
associated  with  such  structure,  its  view  as  to  the  quality  of  the  participants  in  the  transaction  and  other 
factors  that  it  deems  relevant. 

S&P  Ratings 

S&P  will  rate  the  Notes  in  a  manner  similar  to  the  manner  in  which  it  rates  other  structured 
issues.  The  ratings  assigned  to  the  Class  S  Notes,  the  Class  A  Notes  and  the  Class  B  Notes  by  S&P 
address  the  likelihood  of  the  timely  payment  of  interest  and  the  ultimate  payment  of  principal  on  such 
Notes.  The  ratings  assigned  to  the  Class  C  Notes  and  the  Class  D  Notes  by  S&P  address  the  likelihood 
of  the  ultimate  payment  of  interest  and  principal  on  such  Notes.  This  requires  an  analysis  of  the  following: 
(i)  credit  quality  of  the  Collateral  Assets  securing  the  Notes;  (ii)  cash  flow  used  to  pay  liabilities  and  the 
priorities  of  these  payments;  and  (iii)  legal  considerations.  Based  on  these  analyses,  S&P  determines  the 
necessary  level  of  credit  enhancement  needed  to  achieve  a  desired  rating. 

S&P's  analysis  includes  the  application  of  its  proprietary  default  expectation  computer  model,  the 
Standard  &  Poor's  CDO  Monitor  (which  will  be  provided  to  the  Collateral  Manager),  which  is  used  to 
estimate  the  default  rate  the  portfolio  is  likely  to  experience.  The  Standard  &  Poor's  CDO  Monitor 
calculates  the  projected  cumulative  default  rate  of  a  pool  of  Collateral  Assets  consistent  with  a  specified 
benchmark  rating  level  based  upon  S&P's  proprietary  corporate  debt  default  studies.  The  Standard  & 
Poor's  CDO  Monitor  takes  into  consideration  the  rating  of  each  issuer  or  obligor,  the  number  of  issuers  or 
obligors,  the  issuer  or  obligor  industry  concentration  and  the  remaining  weighted  average  maturity  of  each 
of  the  Collateral  Assets  and  Eligible  Investments  included  in  the  portfolio.  The  risks  posed  by  these 
variables  are  accounted  for  by  effectively  adjusting  the  necessary  default  level  needed  to  achieve  a 
desired  rating.  The  higher  the  desired  rating,  the  higher  the  level  of  defaults  the  portfolio  must  withstand. 

Credit  enhancement  to  support  a  particular  rating  is  then  provided  based,  in  part,  on  the  results  of 
the  Standard  &  Poor's  CDO  Monitor,  as  well  as  other  more  qualitative  considerations  such  as  legal  issues 
and  management  capabilities.  Credit  enhancement  is  typically  provided  by  a  combination  of 
overcoilateralization/subordination,  cash  collateral/reserve  account,  excess  spread/interest  and 
amortization.  A  transaction-specific  cash  flow  model  (the  'Transaction-Specific  Cash  Flow  Model")  is 
used  to  evaluate  the  portfolio  and  determine  whether  it  can  withstand  an  estimated  level  of  default  while 
fully  repaying  the  class  of  debt  under  consideration. 
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There  can  be  no  assurance  that  actual  loss  on  the  Collateral  Assets  will  not  exceed  those 
assumed  in  the  application  of  the  Standard  &  Poor's  CDO  Monitor  or  that  recovery  rates  and  the  timing  of 
recovery  with  respect  thereto  will  not  differ  from  those  assumed  in  the  Transaction-Specific  Cash  Flow 
Model.  The  Issuers  make  no  representation  as  to  the  expected  rate  of  defaults  on  the  portfolio  or  as  to 
the  expected  timing  of  any  defaults  that  may  occur. 

S&P's  rating  of  the  Notes  will  be  established  under  various  assumptions  and  scenario  analyses. 
There  can  be  no  assurance,  and  no  representation  is  made,  that  actual  defaults  on  the  Collateral  Assets 
will  not  exceed  those  in  S&P's  analysis,  or  that  recovery  rates  with  respect  thereto  (and,  consequently, 
loss  rates)  will  not  differ  from  those  in  S&P's  analysis. 

SECURITY  FOR  THE  NOTES 

Under  the  terms  of  the  Indenture,  the  Issuer  will  grant  to  the  Trustee,  for  the  benefit  of  the 
Secured  Parties  (but  not  the  Holders  of  the  Income  Notes),  a  first  priority  perfected  security  interest  in  the 
Collateral  (subject  to  the  Synthetic  Security  Counterparty's  interest  in  the  Default  Swap  Collateral), 
including  the  Collateral  Assets,  that  is  free  of  any  adverse  claim,  to  secure  the  Issuers'  obligations  under 
the  Indenture,  the  Notes  and  the  Cashflow  Swap  Agreement. 

On  the  Closing  Date,  the  Issuer  expects  to  acquire  approximately  U.S.$1, 000,000,000  in 
aggregate  Principal  Balance  of  Collateral  Assets.  The  Collateral  Assets  are  expected  to  consist  of  CDO 
Securities  and  Synthetic  Securities  (the  Reference  Obligations  of  which  are  CDO  Securities).  Certain 
information  with  respect  to  the  Collateral  Assets  and  the  Reference  Obligations  is  included  in  Appendix  B 
herein.  This  information  was  provided  by  or  derived  from  information  provided  by  the  issuers, 
underwriters  and/or  the  servicers  for  each  underlying  Collateral  Asset.  None  of  the  Issuers,  the  Initial 
Purchaser,  the  Collateral  Manager,  the  Collateral  Administrator,  the  Cashflow  Swap  Counterparty,  the 
Synthetic  Security  Counterparty  (or  any  guarantor  thereof),  the  Trustee,  any  of  their  affiliates  or  any  party 
on  their  behalf  has  made  any  independent  review  or  verification  as  to  the  accuracy  and  completeness  of 
the  information  contained  below.  Accordingly,  prospective  purchasers  must  make  their  own  evaluation 
regarding  the  extent  to  which  they  will  rely  on  such  information  in  making  an  investment  decision. 

The  Collateral  Assets 

The  Collateral  Assets  had  an  aggregate  Principal  Balance  of  approximately  U.S.$1 ,000,000,000 
(an  aggregate  "Collateral  Asset  Principal  Balance")  on  or  about  March  21,  2007  (the  "Reference  Date"). 
The  Reference  Date  balances  of  the  Collateral  Assets  reflect  their  Principal  Balances  after  giving  effect  to 
distributions  received  on  March  21,  2007  and  (without  duplication)  after  application  of  all  payments  due  on 
the  Collateral  Assets  before  the  Reference  Date,  whether  or  not  received.  However,  the  first  distributions 
on  the  Collateral  Assets  available  to  make  payments  on  the  Notes  will  be  those  made  from  March  27, 
2007  through  the  end  of  the  first  Due  Period.  The  use  of  a  later  Reference  Date  would  result  in  a  lower 
Reference  Date  balance  for  certain  Collateral  Assets  and,  consequently,  a  lower  aggregate  Collateral 
Asset  Principal  Balance.  Unless  otherwise  stated  herein,  statistical  information  relating  to  the  Collateral 
Assets  is  calculated  on  the  basis  of  the  Principal  Balances  of  such  Collateral  Assets. 

For  purposes  of  the  information  set  forth  herein,  unless  otherwise  specified,  Synthetic  Securities 
included  in  the  Collateral  Assets  are  treated  in  the  category  in  which  the  related  Reference  Obligation 
would  be  treated.  All  of  the  Synthetic  Securities,  constituting  approximately  93.00%  of  the  Collateral 
Assets  (by  Principal  Balance)  on  the  Closing  Date  will  reference  Reference  Obligations  which  are  CDO 
Securities. 

On  the  Closing  Date,  the  CDO  Securities  and  the  Reference  Obligations  which  are  CDO 
Securities  include  56  whole  and  partial  classes  of  CDO  Securities,  representing  100%  of  the  Principal 
Balance  of  the  Collateral  Assets  as  of  the  Closing  Date.  The  following  is  a  list  of  the  respective  classes 
and  series  of  CDO  Securities  included  in  the  Collateral  Assets: 
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Percentage  of 


Principal 

Collateral 

Balance 

Assets 

Weighted 

as  of 

(by  Principal 

Ratings 

Average 

Collateral  Asset 

Closing  Date 

12,000,000 

Balance) 

(Moody's/S&P) 
A2/A 

Coupon  Types 
UBOR01M 

Life* 

LOCH  2006-1A  C 

1.20% 

6.2 

SMSTR  2005-1A  B 

10,000,000 

1.00% 

A3/A- 

synthetic  spread 

7.1 

TABS2006-5AA3 

20,000.000 

2.00% 

A2/A 

LIBOR01M 

6.8 

TOPG  2005-1A  B 

15,000,000 

1.50% 

A3/A- 

synthetic  spread 

7.5 

VRGO2006-1AA3 

15,000,000 

1.50% 

A2/A 

synthetic  spread 

6.8 

ACABS2005-2AA3 

18.240,508 

1.82% 

A3/A- 

synthetic  spread 

9.6 

DUKEF2006-10AA3 

20,000,000 

2.00% 

A2/A 

synthetic  spread 

6.8 

GSCSF  2006-2A  D 

20,000,000 

2.00% 

A2/A 

synthetic  spread 

5.3 

GEMST2005-4AC 

20,000,000 

2.00% 

A2/A 

synthetic  spread 

5.3 

PINEM  2005-A  C 

20,000,000 

2.00% 

A2/A 

synthetic  spread 

4.1 

RIVER  2005-1A  C 

15.000,000 

1.50% 

A2/A 

synthetic  spread 

6.0 

STAK2006-1A5 

20,000,000 

2.00% 

A2/A 

synthetic  spread 

8.0 

VERT2006-1AA3 

20,000,000 

2.00% 

A2/A 

synthetic  spread 

6.4 

DVSQ  2005-5A  C 

15,000,000 

1.50% 

A2/A 

synthetic  spread 

7.9 

CAMBR  5A  B 

15,000.000 

1.50% 

A3/A- 

synthetic  spread 

7.6 

CRNMZ  2006-2A  C 

3,000,000 

0.30% 

A2/A 

LIBOR03M 

6.9 

BLHV2005-1AC 

15,000,000 

1.50% 

A2/A 

synthetic  spread 

6.3 

FTDRB2005-1AA3L 

15.000,000 

1.50% 

A2/A 

synthetic  spread 

6.5 

ICM  2005-2A  C 

15,000,000 

1.50% 

A2/A 

synthetic  spread 

6.2 

SCF  8A  C 

14,782,894 

1.48% 

A2/A 

synthetic  spread 

6.0 

ABAC  2006-HG1A  C 

6,000.000 

0.60% 

A2/A 

LIBOR01M 

6.8 

ABAC  2006-HG1A  D 

9,000,000 

0.90% 

A3/A- 

LIBOR01M 

6.8 

TOPG  2006-2A  B 

10,000,000 

1.00% 

A2/A 

LIBOR01M 

7.2 

CRNMZ  2006-2A  C 

17,000,000 

1.70% 

A2/A 

synthetic  spread 

6.5 

FORTS  2006-2A  C 

20,000.000 

2.00% 

A2/A 

synthetic  spread 

5.4 

ICM  2006-3A  C 

20.000,000 

2.00% 

A2/A 

synthetic  spread 

6.7 

ACABS2006-1AA3L 

19,939,607 

1.99% 

A2/A 

synthetic  spread 

7.0 

CACDO  2006-1A  C1 

20,000,000 

2.00% 

A2/A 

synthetic  spread 

7.5 

GSCSF  2006-4A  A3 

20,000,000 

2.00% 

A2/A 

synthetic  spread 

6.9 

INDE7  7A  D 

20,000,000 

2.00% 

A3/A- 

synthetic  spread 

5.1 

LSTRT  2006-1A  D 

20,000,000 

2.00% 

A2/A 

synthetic  spread 

6.2 

TABS  2005-4A  D 

20,000,000 

2.00% 

A2/A 

synthetic  spread 

6.7 

BFCSL  2006-1A  D 

20,000.000 

2.00% 

A2/A 

synthetic  spread 

7.6 

ICM  2006-S2A  A3L 

10,000,000 

1.00% 

A2/A 

UBOR03M 

6.0 

SHERW  2005-2A  C 

20,000,000 

2.00% 

A2/A 

synthetic  spread 

6.0 

ADROC  2005-2A  C 

20,000,000 

2.00% 

A2/A 

synthetic  spread 

5.3 

GRAND  2005-1A  C 

20,000,000 

2.00% 

A2/A 

synthetic  spread 

7.3 

STAK2006-2A5 

20,000,000 

2.00% 

A2/A 

synthetic  spread 

7.0 

NEPTN  2006-3A  B 

20,000,000 

2.00% 

A2/A 

synthetic  spread 

5.7 

DGCDO  2006-2A  C 

20,000,000 

2.00% 

A2/A 

synthetic  spread 

6.2 

ADMSQ  2006-1A  C 

20,000,000 

2.00% 

A2/A 

synthetic  spread 

6.5 

MNTRS  2008-1A  C 

20,000,000 

2.00% 

A2/A 

synthetic  spread 

6.8 

CETUS  2006-1A  B 

20,000,000 

2.00% 

A2/A 

synthetic  spread 

6.7 

CETUS  2006-2A  B 

20,000,000 

2.00% 

A2/A 

synthetic  spread 

6.6 

GSCSF  2006-1A  B 

.  20,000,000 

2.00% 

A2/A 

synthetic  spread 

6.4 

MKP6AC 

20,000.000 

2.00% 

A2/A 

synthetic  spread 

6.6 

SHERW  2006-3A  A3 

20,000,000 

2.00% 

A2/A 

synthetic  spread 

6.6 

PYXIS  2006-1A  C 

20,000,000 

2.00% 

A2/A 

synthetic  spread 

6.8 

GLCR  2006-4A  C 

9,936,305 

0.99% 

A2/A 

synthetic  spread 

4.8 

MAYF  2006-1 A  A3L 

-  20,000,000 

2.00% 

A2/A 

synthetic  spread 

.     6.4    . 

TRNTY  2005-1A  B 

20,000,000 

2.00% 

A3/A- 

synthetic  spread 

8.8 

TOPG  2006-2A  B 

10,000,000 

1.00% 

A2/A 

synthetic  spread 

7.2 
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Percentage  of 

Principal 

Collateral 

Balance 

Assets 

Weighted 

as  of 

(by  Principal 

Ratings 

Average 

Collateral  Asset 

Closing  Date 

15,000,000 

Balance) 

(Moody's/S&P) 

Coupon  Types 

Life* 

DVSQ  2005-6A  C 

1.50% 

A2/A 

synthetic  spread 

8.2 

GSCSF2005-1AA3 

20,000,000 

2.00% 

A2/A 

synthetic  spread 

5.3 

BFCGE  2006-1 A  A3L 

19,852,320 

1.99% 

A2/A 

synthetic  spread 

7.0 

CAMBR  7A  C 

20,248,366 

2.02% 

A2/A 

synthetic  spread 

7.9 

CRNMZ2006-1A5 

15,000,000 

1.50% 

A2/A 

synthetic  spread 

7.2 

VERT2006-2AA3 

20,000,000 

2.00% 

A2/A 

synthetic  spread 

5.8 

*  For  purposes  hereof,  the  Weighted  Average  Life  of  each  Collateral  Asset  has  been  calculated  individually  in  accordance 
with  market  convention.  Such  methodology  may  differ  as  between  each  Collateral  Asset  and  may  not  reflect  the  actual  Weighted 
Average  Life  of  such  Collateral  Asset 

Each  of  the  CDO  Securities  are  debt  securities  issued  by  a  special  purpose  issuer,  all  of  the 
assets  of  which  are  pledged  to  repay  the  CDO  Securities  and  other  classes  of  securities  issued  by  such 
issuer.  Certain  of  the  CDO  Securities  provide  for  a  revolving  period  during  which  certain  proceeds  of  the 
underlying  assets  are  reinvested  in  additional  assets,  and  for  a  lockout  period  during  which  the  CDO 
Securities  will  be  redeemed  or  receive  principal  payments  only  in  limited  circumstances.  While  the 
classes  of  CDO  Securities  included  in  the  Collateral  Assets  are  each  rated  investment  grade  as  of  the 
date  hereof,  certain  of  the  CDO  Securities  are  subordinate  in  right  of  payment  and  rank  junior  to  other 
securities  in  the  same  issuance,  and  all  of  the  CDO  Securities  are  senior  to  other  more  subordinate 
securities  of  the  same  issuance.  Certain  CDO  Securities  included  in  the  Collateral  Assets  provide  for  the 
deferral  of  interest  under  certain  circumstances  and  the  failure  to  pay  current  interest  on  such  classes  of 
CDO  Securities  generally  will  not  be  an  event  of  default  so  long  as  any  more  senior  classes  of  securities 
are  outstanding.  The  deferral  of  interest  payments,  if  it  occurs,  would  adversely  affect  the  cash  flow 
available  to  the  Issuer. 

Appendix  B.  The  information  included  in  Appendix  B  to  this  Offering  Circular  and  elsewhere 
herein  does  not  purport  to  be  complete  and  is  subject  to  and  qualified  in  its  entirety  by  reference  to,  the 
provisions  of  the  various  agreements  pursuant  to  which  each  of  the  Collateral  Assets  and  the  Reference 
Obligations  were  issued  as  to  the  other  documents  referred  to  herein  pursuant  to  which  certain  classes  of 
the  Collateral  Assets  and  the  Reference  Obligations  were  originally  offered.  Prospective  investors  are 
strongly  urged  to  read  them  in  their  entirety  to  obtain  material  information  concerning  the  Collateral 
Assets  and  the  Reference  Obligations.  Investors  should  note,  however,  that,  although  they  are 
substantially  consistent  in  their  overall  presentation  of  information,  this  Offering  Circular  and  such 
Disclosure  Documents  may  vary  in  their  use  of  defined  terms,  and  any  particular  defined  term  should  be 
read  in  the  context  of  the  document  in  which  it  is  contained.  Notwithstanding  the  foregoing,  none  of  the 
respective  issuers  of  the  Collateral  Assets  or  the  Reference  Obligations  has  passed  on  the  accuracy  or 
completeness  of  this  Offering  Circular  or  is  in  any  way  associated  with  the  offering  of  the  Securities,  nor 
does  any  such  issuer  make  any  representation  or  warranty  as  to  the  appropriateness  of  any  document  for 
use  in  connection  with  the  offering  of  the  Securities  or  take  any  responsibility  for  such  use.  None  of  the 
Issuers,  the  Initial  Purchaser,  the  Collateral  Manager,  the  Collateral  Administrator,  or  the  Trustee  takes 
any  responsibility  for,  or  makes  any  representation  or  warranty  as  to  the  accuracy  or  completeness  of, 
any  of  the  Disclosure  Documents  used  in  connection  with  the  original  offerings  of  the  Collateral  Assets. 

All  numerical  information  provided  herein  with  respect  to  the  Collateral  Assets  and  the  Reference 
Obligations  is  provided  on  an  approximate  basis  as  of,  unless  otherwise  specified,  the  Reference  Date. 
All  weighted  average  information  provided  herein  with  respect  to  the  Collateral  Assets  and  the  Reference 
Obligations  reflects  weighting  by  the  related  Reference  Date  Balance. 

The  information  contained  herein  with  respect  to  the  Collateral  Assets  and  the  Reference 
Obligations  has  been  derived  from  a  variety  of  sources  including  the  disclosure  documents,  and  reports 
from  and  communications  with  the  related  trustee,  servicer,  master  servicer  or  special  servicer.  The 
Issuers,  the  Collateral  Manager,  the  Collateral  Administrator,  the  Initial  Purchaser  and  the  Trustee  are 
limited  in  their  ability  to  independently  verify  the  information  obtained  from  the  above-referenced  sources. 
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The  Coverage  Tests 

The  Coverage  Tests  will  be  used  primarily  to  determine  whether  interest  may  be  paid  on  the 
Class  C  Notes  and  the  Class  D  Notes  and  whether  Proceeds  will  be  paid  to  the  Holders  of  the  Income 
Notes,  and  whether  Proceeds  must  be  used  to  make  mandatory  redemptions  of  the  Class  S-2  Notes,  the 
Class  A-1  Notes,  the  Class  A-2  Notes,  the  Class  B  Notes,  the  Class  C  Notes  and  the  Class  D  Notes.  See 
"Description  of  the  Securities— Principal"  and  "—Priority  of  Payments."  The  Coverage  Tests  will  consist 
of  the  Class  A/B  Overcollateralization  Test,  the  Class  C  Overcollateralization  Test  and  the  Class  D 
Overcollateralization  Test.  For  purposes  of  the  Coverage  Tests,  the  Class  A  Adjusted 
Overcollateralization  Ratio,  the  Class  B  Adjusted  Overcollateralization  Ratio,  the  Class  C  Adjusted 
Overcollateralization  Ratio  and  the  Class  D  Adjusted  Overcollateralization  Ratio,  (0  unless  otherwise 
specified,  a  Synthetic  Security  shall  be  included  as  a  Collateral  Asset  having  the  characteristics  of  the 
Reference  Obligation  (including,  for  the  purposes  of  determining  whether  such  Synthetic  Security  is  a 
Defaulted  Obligation)  and  not  of  the  Synthetic  Security;  provided,  that  if  such  Synthetic  Security 
Counterparty  is  in  default  under  the  related  Synthetic  Security,  such  Synthetic  Security  shall  not  be 
included  in  the  Coverage  Tests  or  such  Synthetic  Security  will  be  treated  in  such  a  way  that  will  satisfy  the 
Rating  Agency  Condition  and  (ii)  the  calculation  of  the  Class  A/B  Overcollateralization  Ratio,  the  Class  C 
Overcollateralization  Ratio  and  the  Class  D  Overcollateralization  Ratio  on  any  Determination  Date  that 
such  Coverage  Test  is  applicable  shall  be  made  by  giving  effect  to  all  payments  scheduled  or  expected  to 
be  made  pursuant  to  the  Priority  of  Payments  on  the  Payment  Date  following  such  Determination  Date 
with  certain  exceptions.  See  "Description  of  the  Securities — Principal"  and  "—Priority  of  Payments."  For 
purposes  of  each  of  the  Class  A/B  Overcollateralization  Test,  the  Class  C  Overcollateralization  Test  and 
the  Class  D  Overcollateralization  Test,  notwithstanding  the  definition  of  Principal  Balance  contained 
herein,  the  Principal  Balance  of  any  security  that  is  not  currently  paying  cash  interest  (excluding  any 
security  that  is,  in  accordance  with  its  terms,  making  payments  due  thereon  "in  kind")  shall  be  the 
accreted  value  of  such  security  as  of  the  date  on  which  it  was  purchased  by  the  Issuer;  provided,  that 
such  accreted  value  shall  not  exceed  the  par  amount  of  such  security. 

The  Class  A/B  Overcollateralization  Test 

The  "Class  A/B  Overcollateralization  Ratio"  as  of  any  Determination  Date  will  equal  the  ratjo 
(expressed  as  a  percentage)  obtained  by  dividing  (0  the  Net  Outstanding  Portfolio  Collateral  Balance  on 
such  Determination  Date  (for  the  purposes  of  such  calculation,  the  Net  Outstanding  Portfolio  Collateral 
Balance  will  not  include  Principal  Proceeds  held  as  cash  and  Eligible  Investments)  by  (ii)  the  sum  of  the 
Aggregate  Outstanding  Amount  of  the  Class  A  Notes  and  the  Class  B  Notes  minus  Principal  Proceeds 
expected  to  be  available  prior  to  clause  (xii)  of  the  Priority  of  Payments  on  the  related  Payment  Date 
assuming  that  the  Coverage  Tests  are  satisfied. 

The  "Class  A/B  Overcollateralization  Test"  will  be  satisfied  on  any  Determination  Date  on  which 
any  Class  A  Notes  or  Class  B  Notes  remain  outstanding  if  the  Class  A/B  Overcollateralization  Ratio  on 
such  Determination  Date  is  equal  to  or  greater  than  106.4%.  As  of  the  Closing  Date,  the  Class  A/B 
Overcollateralization  Ratio  is  expected  to  be  equal  to  1 09.6%. 

The  Class  C  Overcollateralization  Test 

The  "Class  C  Overcollateralization  Ratio"  as  of  any  Determination  Date  will  equal  the  ratio 
(expressed  as  a  percentage)  obtained  by  dividing  (0  the  Net  Outstanding  Portfolio  Collateral  Balance  on 
such  Determination  Date  (for  the  purposes  of  such  calculation,  the  Net  Outstanding  Portfolio  Collateral 
Balance  will  not  include  Principal  Proceeds  held  as  cash  and  Eligible  Investments)  by  (ii)  the  sum  of  the 
Aggregate  Outstanding  Amount  of  the  Notes  (other  than  the  Class  S  Notes  and  the  Class  D  Notes  and 
including  Class  C  Deferred  Interest),  minus  Principal  Proceeds  expected  to  be  available  prior  to  clause 
(xii)  of  the  Priority  of  Payments  on  the  related  Payment  Date  assuming  that  the  Coverage  Tests  are 
satisfied. 

The  "Class  C  Overcollateralization  Test"  will  be  satisfied  on  any  Determination  Date  on  which  any 
Class  C  Notes  remain  outstanding  if  the  Class  C  Overcollateralization  Ratio  on  such  Determination  Date 
is  equal  to  or  greater  than  103.3%.  As  of  the  Closing  Date,  the  Class  C  Overcollateralization  Ratio  is 
expected  to  be  equal  to  105.5%. 
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The  Class  D  Overcollateralization  Test 

The  "Class  D  Overcollateralization  Ratio"  as  of  any  Determination  Date  will  equal  the  ratio 
(expressed  as  a  percentage)  obtained  by  dividing  (i)  the  Net  Outstanding  Portfolio  Collateral  Balance  on 
such  Determination  Date  (for  the  purposes  of  such  calculation,  the  Net  Outstanding  Portfolio  Collateral 
Balance  will  not  include  Principal  Proceeds  held  as  cash  and  Eligible  Investments)  by  (ii)  the  sum  of  the 
Aggregate  Outstanding  Amount  of  the  Notes  (other  than  the  Class  S  Notes  and  including  Class  C 
Deferred  Interest  and  Class  D  Deferred  Interest),  minus  Principal  Proceeds  expected  to  be  available  prior 
to  clause  (xii)  of  the  Priority  of  Payments  on  the  related  Payment  Date  assuming  that  the  Coverage  Tests 
are  satisfied. 

The  "Class  D  Overcollateralization  Test"  will  be  satisfied  on  any  Determination  Date  on  which  any 
Class  D  Notes  remain  outstanding  if  the  Class  D  Overcollateralization  Ratio  on  such  Determination  Date 
is  equal  to  or  greater  than  101.1%.  As  of  the  Closing  Date,  the  Class  D  Overcollateralization  Ratio  is 
expected  to  be  equal  to  102.2%. 

Disposition  of  CDO  Securities  and  Removal  of  Reference  Obligations 

The  Collateral  Assets  may  be  retired,  or  in  the  case  of  a  Synthetic  Security,  removed  from  the 
reference  portfolio,  prior  to  their  respective  final  maturities  due  to,  among  other  things,  the  existence  and 
frequency  of  exercise  of  any  optional  or  mandatory  redemption  features  of  such  Collateral  Assets  and  the 
Reference  Obligations  related  thereto.  In  addition,  pursuant  to  the  Indenture  and  subject  to  the 
restrictions  contained  therein,  so  long  as  no  Event  of  Default  has  occurred  and  is  continuing,  the 
Collateral  Manager  may  direct  the  Issuer  to  sell  Credit  Risk  Obligations,  Defaulted  Obligations  or  equity 
securities  or  assign  or  terminate  Synthetic  Securities  the  Reference  Obligations  of  which  are  Credit  Risk 
Obligations,  Defaulted  Obligations  or  equity  securities,  The  assignment,  termination  or  disposition  price 
for  any  such  sale  or  removal  of  a  Collateral  Asset  will  equal  the  fair  market  value  of  such  Collateral  Asset. 
The  fair  market  value  of  any  such  Collateral  Asset  will  be  the  highest  bid  received  by  the  Collateral 
Manager  after  attempting  to  solicit  a  bid  from  up  to  three  independent  third  parties  making  a  market  in 
such  Collateral  Asset,  at  least  one  of  which  is  not  from  the  Collateral  Manager;  provided  that,  if  upon 
commercially  reasonable  efforts  of  the  Collateral  Manager,  bids  from  three  independent  third  parties 
making  a  market  in  such  Collateral  Asset  are  not  available,  the  higher  of  the  bids  from  two  such  third 
parties  may  be  used;  provided,  further  that,  if  upon  commercially  reasonable  efforts  of  the  Collateral 
Manager,  bids  from  two  independent  third  parties  making  a  market  in  such  Collateral  Asset  are  not 
available,  one  such  bid  may  be  used  so  long  as  it  is  not  from  the  Collateral  Manager.  The  proceeds  from 
any  such  sale  of  Collateral  Asset  will  be  applied  as  Principal  Proceeds  on  the  next  succeeding  Payment 
Date.  A  "Credit  Risk  Obligation"  is  a  Collateral  Asset  and,  in  the  case  of  Synthetic  Securities,  a 
Reference  Obligation  (i)  the  rating  of  which  has  been  downgraded,  qualified  or  withdrawn  by  any  Rating 
Agency  or  has  been  put  on  "negative  credit  watch"  or  similar  status  for  possible  downgrading, 
qualification  or  withdrawal  from  the  ratings  that  were  in  place  as  of  the  date  the  Issuer  purchased  such 
Collateral  Asset  or  entered  into  such  Synthetic  Security  and  in  respect  of  which  the  Collateral  Manager 
believes  that,  since  such  Collateral  Asset  was  purchased  or  such  Synthetic  Security  was  entered  into  by 
the  Issuer,  it  has  a  material  risk  of  declining  in  credit  quality  or,  with  a  lapse  of  time,  a  risk  of  becoming  a 
Defaulted  Obligation  or  (ii)  in  respect  of  which  the  Collateral  Manager  believes  that,  since  such  Collateral 
Asset  was  purchased  or  such  Synthetic  Security  was  entered  into  by  the  Issuer,  it  has  a  material  risk  of 
declining  in  credit  quality  or,  with  a  lapse  of  time,  a  risk  of  becoming  a  Defaulted  Obligation;  provided  that, 
if  Moody's  has  withdrawn  or  reduced  its  long-term  ratings  on  any  of  the  Class  S  Notes,  the  Class  A  Notes 
or  the  Class  B  Notes  by  two  or  more  subcategories  below  the  ratings  in  effect  on  the  Closing  Date 
(disregarding  any  withdrawal  or  reduction  if  subsequent  thereto  Moody's  has  upgraded  any  such  reduced 
or  withdrawn  ratings  to  at  least  one  subcategory  below  the  initial  long-term  rating)  or  if  Moody's  has 
withdrawn  or  reduced  its  long-term  ratings  on  any  of  the  Class  C  Notes  or  the  Class  D  Notes  by  three  or 
more  subcategories  below  the  ratings  in  effect  on  the  Closing  Date  (disregarding  any  withdrawal  or 
reduction  if  subsequent  thereto  Moody's  has  upgraded  any  such  reduced  or  withdrawn  ratings  to  at  least 
two  subcategories  below  the  initial  long-term  rating),  (a)  such  Reference  Obligation  or  Collateral  Asset 
has  been  downgraded  by  Moody's  at  least  one  or  more  rating  subcategories  since  it  was  acquired  by  the 
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Issuer  or  placed  by  Moody's  on  a  watch  list  with  negative  implications  since  the  date  on  which  such 
Reference  Obligation  or  Collateral  Asset  was  purchased  by  the  Issuer,  (b)  the  Holders  of  a  Majority  of  the 
Controlling  Class  vote  to  waive  the  requirement  of  subclause  (a)  of  this  proviso  or  (c)  such  Reference 
Obligation  or  Collateral  Asset  has  experienced  an  increase  in  credit  spread  of  10%  or  more  compared  to 
the  credit  spread  at  which  such  Reference  Obligation  or  Collateral  Asset  was  purchased  by  the  Issuer, 
determined  by  reference  to  an  applicable  index  selected  by  the  Collateral  Manager  (subject  to  the 
satisfaction  of  the  Rating  Agency  Condition  with  respect  to  Moody's).  The  proceeds  from  the  disposition 
of  a  Collateral  Asset  may  not  be  reinvested  in  other  Collateral  Asset. 

The  Issuer  may  also  (i)  in  the  case  of  an  Auction,  at  the  direction  of  the  Collateral  Manager,  direct 
the  Trustee  to  sell,  terminate  or  assign  and  the  Trustee  shall  sell,  terminate  or  assign  in  the  manner 
directed  by  the  Collateral  Manager  in  writing,  the  Collateral  Assets  and  liquidate  the  remaining  Collateral 
in  connection  with  an  Auction;  provided,  that  the  criteria  for  an  Auction  can  be  demonstrably  met  prior  to 
any  such  sale  and  that  the  expected  Liquidation  Proceeds  equal  or  exceed  the  Minimum  Bid  Amount; 
(ii)  in  the  case  of  a  Tax  Redemption,  at  the  direction,  or  with  the  consent,  of  the  Collateral  Manager  on 
any  Payment  Date,  direct  the  Trustee  to  sell,  terminate  or  assign,  and  the  Trustee  shall  sell,  terminate  or 
assign  in  the  manner  directed  by  the  Collateral  Manager  in  writing,  the  Collateral  Assets  and  liquidate  the 
remaining  Collateral  in  connection  with  a  Tax  Redemption;  provided  that  the  criteria  for  a  Tax  Redemption 
can  be  demonstrably  met  prior  to  any  such  sale  and  that  the  expected  Liquidation  Proceeds  equal  or 
exceed  the  Total  Redemption  Amount;  and  (iii)  in  the  case  of  an  Optional  Redemption  by  Liquidation,  at 
the  direction  of  the  Collateral  Manager,  direct  the  Trustee  to  sell,  terminate  or  assign  and  the  Trustee 
shall  sell,  terminate  or  assign  in  the  manner  directed  by  the  Collateral  Manager  in  writing,  the  Collateral 
Assets  and  liquidate  the  remaining  Collateral  in  connection  with  an  Optional  Redemption  by  Liquidation; 
provided  that  the  criteria  for  an  Optional  Redemption  by  Liquidation  can  be  demonstrably  met  prior  to  any 
such  sale  and  that  the  expected  Liquidation  Proceeds  equal  or  exceed  the  Total  Redemption  Amount. 
See  "Description  of  the  Securities — Auction,"  "—Tax  Redemption"  and  "—Optional  Redemption  by 
Liquidation." 

Accounts 

Pursuant  to  the  Indenture,  the  Issuer  shall  cause  there  to  be  opened  and  at  all  times  maintained 
the  Collection  Account,  the  Payment  Account,  the  Expense  Reserve  Account,  the  Collateral  Account,  the 
Cashflow  Swap  Termination  Receipts  Account,  the  Cashflow  Swap  Replacement  Account,  the  Cashflow 
Swap  Collateral  Account,  the  Default  Swap  Collateral  Account  and  the  Synthetic  Security  Collateral 
Account  (each  as  hereinafter  defined),  each  of  which  shall  be  a  segregated  account  or  sub-account 
established  with  the  Securities  Intermediary  in  the  name  of  the  Trustee  for  the  benefit  of  the  Secured 
Parties  as  further  described  in  the  Indenture.  Each  Account  is  required  to  be  maintained  by  the  Trustee 
or  by  another  financial  institution  that  is  an  Eligible  Depositary. 

All  distributions  on  the  Collateral  Assets  and  any  proceeds  received  from  the  disposition  of  any 
Collateral  Assets,  all  net  proceeds  from,  and  associated  with  the  issuance  of  the  Notes  and  the  Income 
Notes  not  used  on  the  Closing  Date  to  purchase  Collateral  Assets  or  Default  Swap  Collateral  or  to  enter 
into  Cashflow  Swap  Agreement  or  to  be  deposited  to  the  Default  Swap  Collateral  Account,  the  initial 
payment,  if  any,  pursuant  to  the  Cashflow  Swap  Agreement,  any  Cashflow  Swap  Receipt  Amounts 
received  prior  to  a  Payment  Date  and  any  other  amounts  transferred  to  the  Collection  Account  from  other 
Accounts  as  provided  for  in  the  Indenture  will  be  remitted  to  an  account  (the  "Collection  Account")  and  will 
be  available,  together  with  reinvestment  earnings  thereon,  for  application  in  accordance  with  the  Priority 
of  Payments. 

On  the  Business  Day  prior  to  each  Payment  Date  other  than  a  Final  Payment  Date  (the  'Transfer 
Date"),  the  Trustee  will  deposit  into  a  separate  account  (the  "Payment  Account")  all  funds  (including  any 
reinvestment  income)  in  the  Collection  Account  (to  the  extent  received  prior  to  the  end  of  the  related  Due 
Period)  and  any  Cashflow  Swap  Receipt  Amount  received  on  the  Transfer  Date  related  to  such  Payment 
Date  for  application  in  accordance  with  the  Priority  of  Payments. 

Principal  Proceeds  shall  be  deposited  in  the  Collection  Account  and  applied  in  accordance  with 
the  Priority  of  Payments  except  as  otherwise  provided  herein. 
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On  the  Closing  Date,  U.S.$200,000  from  the  net  proceeds  of  the  offering  of  the  Securities  will  be 
deposited  by  the  Trustee  into  a  single,  segregated  account  established  and  maintained  by  the  Trustee 
under  the  Indenture  (the  "Expense  Reserve  Account").  On  each  Payment  Date,  to  the  extent  that  funds 
are  available  for  such  purpose  in  accordance  with  and  subject  to  the  limitations  of  the  Priority  of 
Payments,  the  Trustee  will  deposit  into  the  Expense  Reserve  Account  an  amount  from  Proceeds  such 
that  the  amount  on  deposit  in  the  Expense  Reserve  Account  (after  giving  effect  to  such  deposit)  will  equal 
U.S.$200,000.  Amounts  on  deposit  in  the  Expense  Reserve  Account  may  be  withdrawn  from  time  to  time 
to  pay  accrued  and  unpaid  Administrative  Expenses  of  the  Issuers.  With  respect  to  the  first  Payment 
Date,  funds  on  deposit  in  the  Expense  Reserve  Account  in  excess  of  U.S.$200,000  will  be  transferred  by 
the  Trustee  to  the  Payment  Account  for  application  as  interest  proceeds.  All  funds  on  deposit  in  the 
Expense  Reserve  Account  at  the  time  when  substantially  all  of  the  Issuer's  assets  have  been  sold  or 
otherwise  disposed  of  will  be  transferred  by  the  Trustee  to  the  Payment  Account  for  application  as 
Proceeds  on  the  immediately  succeeding  Payment  Date. 

The  Synthetic  Securities  will  require  that  the  Issuer  purchase  or  post  Default  Swap  Collateral  as 
security  for  its  obligations  under  such  Synthetic  Security  which  complies  with  the  criteria  set  forth  in  the 
Indenture  and  the  Synthetic  Securities.  The  Default  Swap  Collateral  shall  be  deposited  in  a  segregated 
trust  account  (the  "Default  Swap  Collateral  Account").  The  Default  Swap  Collateral  Account  shall  be 
established  in  the  name  of  the  Trustee. 

Any  Cashflow  Swap  Collateral  pledged  by  the  Cashflow  Swap  Counterparty  will  be  deposited  by 
the  Trustee  into  a  segregated  account  (the  "Cashflow  Swap  Collateral  Account")  established  in  the  name 
of  the  Trustee  and  held  therein  pursuant  to  the  terms  of  the  Cashflow  Swap  Agreement. 

Under  certain  conditions  described  in  the  Synthetic  Securities,  the  Synthetic  Security 
Counterparty  may  be  required  to  post  collateral  ("Synthetic  Security  Collateral")  under  the  terms  of  the 
related  Synthetic  Security.  The  Synthetic  Security  Collateral  pledged  by  such  Synthetic  Security 
Counterparty  will  be  deposited  by  the  Trustee  into  a  segregated  account  (the  "Synthetic  Security 
Collateral  Account")  established  in  the  name  of  the  Trustee  and  held  therein  pursuant  to  the  terms  of  the 
related  Synthetic  Security.  A  separate  sub-account  of  the  Synthetic  Security  Collateral  Account  shall  be 
established  for  each  Synthetic  Security  Counterparty. 

Amounts  retained  in  the  Accounts  during  a  Due  Period  will  be  invested  in  Eligible  Investments. 

Synthetic  Securities 

The  following  description  of  the  Synthetic  Securities  is  a  summary  of  certain  provisions  of  the 
Synthetic  Securities  but  does  not  purport  to  be  complete  and  prospective  investors  must  refer  to  the 
Synthetic  Securities  for  more  detailed  information.  Copies  of  the  Master  Agreement  and  the  Master 
Confirmation  will  be  available  to  investors  from  the  Trustee.  Capitalized  terms  not  otherwise  defined  in 
this  section  will  have  the  meanings  set  forth  in  the  Master  Agreement  or  Master  Confirmation. 

The  Synthetic  Securities  will  be  structured  as  "pay-as-you-go"  credit  default  swaps  and  will  be 
documented  pursuant  to  a  1992  ISDA  Master  Agreement  (Multicurrency-Cross  Border),  including  the 
Schedule  thereto  (the  "Master  Agreement"),  between  the  Issuer  and  the  Synthetic  Security  Counterparty, 
along  with  a  confirmation  (the  "Master  Confirmation")  evidencing  a  transaction  with  respect  to  each 
Reference  Obligation  referenced  thereunder. 

Each  Synthetic  Security  will  have  a  specified  Reference  Obligation  Notional  Amount  that 
represents  the  dollar  amount  of  the  credit  exposure  which  the  Issuer  is  assuming  thereunder  with  respect 
to  the  Reference  Obligation  related  to  such  Synthetic  Security.  The  "Aggregate  Reference  Obligation 
Notional  Amount"  is  the  sum  of  the  Reference  Obligation  Notional  Amounts  of  all  Synthetic  Securities. 
On  or  before  the  Closing  Date,  the  Issuer  expects  to  enter  into  Synthetic  Securities  with  an  Aggregate 
Reference  Obligation  Notional  Amount  of  approximately  U.S.$930,000,000.  After  the  Closing  Date,  in 
accordance  with  the  terms  of  the  Master  Confirmation,  the  Reference  Obligation  Notional  Amount  of  each 
Synthetic  Security  will  be:  (i)  decreased  on  each  day  on  which  a  Reference  Obligation  Principal  Payment 
is  made  by  an  amount  equal  to  the  relevant  Reference  Obligation  Principal  Amortization  Amount;  (ii) 
decreased  on  each  day  on  which  a  Failure  to  Pay  Principal  occurs  by  an  amount  equal  to  the  relevant 
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Principal  Shortfall  Amount;  (Hi)  decreased  on  each  day  on  which  a  Writedown  occurs  by  an  amount  equal 
to  the  relevant  Writedown  Amount;  (iv)  increased  on  each  day  on  which  a  Writedown  Reimbursement 
occurs  by  an  amount  equal  to  any  Writedown  Reimbursement  Amount  in  respect  of  a  Writedown 
Reimbursement  within  paragraphs  (ii)  or  (iii)  of  the  definition  of  "Writedown  Reimbursement";  and  (v) 
decreased  on  each  Delivery  Date  by  an  amount  equal  to  the  relevant  Exercise  Amount  minus  the  relevant 
amount  determined  pursuant  to  paragraph  (b)  under  the  heading,  "Settlement  Terms — Physical 
Settlement  Amount"  in  the  Master  Confirmation;  provided  that,  in  accordance  with  the  Master 
Confirmation,  if  any  Relevant  Amount  is  applicable,  the  Exercise  Amount  will  also  be  deemed  to  be 
decreased  by  such  Relevant  Amount  (or  increased  by  the  absolute  value  of  such  Relevant  Amount  if  such 
Relevant  Amount  is  negative)  with  effect  from  such  Delivery  Date. 

The  effective  date  of  the  Synthetic  Securities  will  be  the  Closing  Date  and  the  Synthetic  Securities 
will  terminate  by  their  terms  on  the  scheduled  termination  date  thereof  referenced  in  the  Master 
Confirmation  (the  "Scheduled  Termination  Date")  unless  a  Credit  Event  occurs  with  respect  to  a  Synthetic 
Security  and  the  final  physical  settlement  date  is  scheduled  to  occur  after  such  date. 

For  purposes  of  the  Coverage  Tests  and  for  purposes  of  determining  whether  a  Synthetic 
Security  is  a  Defaulted  Obligation  or  a  Credit  Risk  Obligation,  a  Synthetic  Security  shall  be  included  as  a 
Collateral  Asset  having  the  characteristics  of  the  Reference  Obligation  and  not  of  the  Synthetic  Security; 
provided,  that  if  such  Synthetic  Security  Counterparty  is  in  default  under  the  related  Synthetic  Security, 
such  Synthetic  Security  shall  not  be  included  in  the  Coverage  Tests  or  such  Synthetic  Security  will  be 
treated  in  such  a  way  that  will  satisfy  the  Rating  Agency  Condition. 

All  principal  payments  on  the  Default  Swap  Collateral  in  the  Default  Swap  Collateral  Account  will 
be  invested  in  Eligible  Investments  at  the  direction  of  the  Trustee  until  invested  in  Default  Swap  Collateral 
satisfying  the  Default  Swap  Collateral  Eligibility  Criteria  at  the  direction  of  the  Collateral  Manager  with  the 
consent  of  the  Synthetic  Security  Counterparty.  Notwithstanding  the  foregoing,  if  and  so  long  as  the 
unsecured,  unsubordinated  debt  rating  of  the  Synthetic  Security  Counterparty  or  the  credit  support 
provider  for  the  Synthetic  Security  Counterparty,  whichever  is  higher,  assigned  by  Moody's  is  below  "A1", 
all  principal  payments  on  the  Default  Swap  Collateral  and  Eligible  investments  in  the  Default  Swap 
Collateral  Account  will  be  maintained  in  Cash  and  Eligible  Investments  (unless  otherwise  required  to  be 
applied,  in  accordance  with  the  terms  of  the  Indenture,  to  either  (i)  payment  of  the  Notes  or  other  amounts 
in  accordance  with  the  Priority  of  Payments  or  (ii)  the  payment  of  Credit  Protection  Amounts)  until  such 
time  as  the  Balance  of  the  Cash  and  Eligible  Investments  in  the  Default  Swap  Collateral  Account  is  equal 
to  the  Aggregate  Outstanding  Amount  of  the  Class  A  Notes  and  the  Class  B  Notes.  Furthermore,  all 
principal  payments  on  the  Default  Swap  Collateral  and  Eligible  Investments  in  the  Default  Swap  Collateral 
Account  will  be  maintained  in  Cash  and  Eligible  Investments  (unless  otherwise  required  to  be  applied,  in 
accordance  with  the  terms  of  the  Indenture,  to  either  (i)  the  payment  of  the  Notes  or  other  amounts  in 
accordance  with  the  Priority  of  Payments  or  (ii)  the  payment  of  Credit  Protection  Amounts)  such  that  the 
Balance  of  the  Cash  and  Eligible  Investments  in  the  Default  Swap  Collateral  Account  is  at  least  equal  to 
120%  of  the  projected  amortization  of  the  Aggregate  Reference  Obligation  Notional  Amount  for  the 
following  six  month  period  (recalculated  on  each  Determination  Date).  Principal  Shortfall  Reimbursement 
Payment  Amounts  and  Writedown  Reimbursement  Payment  Amounts  received  by  the  Issuer  from  the 
Synthetic  Security  Counterparty  will  be  deposited  to  the  Default  Swap  Collateral  Account. 

Payments  by  the  Synthetic  Security  Counterparty 

Pursuant  to  the  Synthetic  Securities,  on  each  Fixed  Rate  Payer  Payment  Date  the  Synthetic 
Security  Counterparty  will  make  a  fixed  rate  payment  (net  of  any  related  Interest  Shortfall  Amounts  as 
described  below  and  in  the  Master  Confirmation)  (the  "Fixed  Amount" )  to  the  Issuer,  representing  the 
aggregate  Fixed  Amounts  payable  with  respect  to  the  Reference  Obligation  Payment  Date  for  the  related 
Fixed  Rate  Payer  Calculation  Period.  The  Synthetic  Security  Counterparty  will  make  certain  other 
payments  under  the  Synthetic  Securities  to  the  Issuer  at  the  times  and  in  the  amounts  described  herein, 
including  any  Interest  Shortfall  Reimbursement  Payment  Amounts,  Writedown  Reimbursement  Payment 
Amounts  and  any  Principal  Shortfall  Reimbursement  Payment  Amounts  (together  "Additional  Fixed 
Amounts").  In  connection  with  any  termination  or  assignment  of  a  Synthetic  Securities,  proceeds,  if  any, 
from  such  termination  or  assignment  will  be  deposited  into  the  Default  Swap  Collateral  Account. 
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Upon  the  occurrence  of  any  Interest  Shortfall  with  respect  to  any  Reference  Obligation,  the  Fixed 
Amount  payable  under  the  related  Synthetic  Security  by  the  Synthetic  Security  Counterparty  to  the  Issuer 
will  be  reduced  by  an  amount  equal  to  the  related  Interest  Shortfall  Payment  Amount,  such  reduction 
amount  not  to  exceed  the  Fixed  Amount,  if  "fixed  cap"  is  applicable,  or  such  reduction  amount  not  to 
exceed  the  applicable  floating  cap,  if  "variable  cap"  is  applicable,  as  described  in  each  Synthetic  Security. 
Interest  may  accrue  on  any  Interest  Shortfall  Payment  Amount  at  a  rate  equal  to  LIBOR  plus  the  fixed  rate 
as  specified  in  the  applicable  Synthetic  Security.  If  any  amount  in  satisfaction  of  the  Interest  Shortfall 
which  gave  rise  to  any  Interest  Shortfall  Payment  Amount,  including  interest  accrued  thereon,  is  later  paid 
with  respect  to  a  Reference  Obligation,  the  Synthetic  Security  Counterparty  will  pay  such  amount,  or  in 
certain  circumstances  a  portion  of  such  amount  to  the  Issuer  as  an  Interest  Shortfall  Reimbursement. 
Interest  Shortfall  Reimbursement  Amounts  will  not  exceed  the  cumulative  Interest  Shortfall  Amounts 
(including  any  interest  thereon)  previously  determined  in  relation  to  such  Reference  Obligation. 

So  long  as  the  long-term  ratings  of  the  Synthetic  Security  Counterparty  or  any  guarantor  of  the 
Synthetic  Security  Counterparty's  obligation  under  a  Synthetic  Security  are  equal  to  or  higher  than  (i) 
"Aa3"  by  Moody's  (and,  if  rated  "Aa3"  by  Moody's,  is  not  on  watch  for  possible  downgrade)  and  (ii)  "AA-" 
by  S&P  (and,  if  rated  "AA-"  by  S&P,  is  not  on  watch  for  possible  downgrade),  the  Fixed  Amount  due  by 
the  Synthetic  Security  Counterparty  will  be  payable  in  arrears.  However,  if  the  long-term  ratings  of  the 
Synthetic  Security  Counterparty  or  any  guarantor  fall  below  any  such  levels,  the  Synthetic  Security 
Counterparty  will  be  required  to  pay  the  Fixed  Amount  due  under  the  Synthetic  Securities  in  advance. 
The  failure  of  the  Synthetic  Security  Counterparty  to  pay  the  Fixed  Amount  in  advance  if  such  rating 
levels  are  no  longer  satisfied  will  constitute  an  "event  of  default"  under  the  terms  of  the  Synthetic 
Securities  with  the  Synthetic  Security  Counterparty  as  the  sole  "Defaulting  Party"  under  such  Synthetic 
Security. 

With  respect  to  any  Writedown  Amount  or  Interest  Shortfall  Amounts  received  after  the  long-term 
rating  of  the  Synthetic  Security  Counterparty  is  below  "AA-"  by  S&P,  the  Synthetic  Security  Counterparty 
will  be  required  to  reserve  the  related  Writedown  Reserve  Amount  and  Interest  Shortfall  Reserve  Amount 
in  the  Synthetic  Security  Counterparty  Collateral  Account  in  accordance  with  the  terms  of  the  Synthetic 
Securities. 

Payments  by  the  Issuer 

Under  the  Synthetic  Securities,  the  Issuer  will  be  required  to  pay  certain  Floating  Amounts  to  the 
Synthetic  Security  Counterparty  following  the  occurrence  of  a  Floating  Amount  Event  with  respect  to  a 
Reference  Obligation  as  described  herein.  The  Issuer  will  pay  Floating  Amounts  to  the  Synthetic  Security 
Counterparty  on  the  Floating  Rate  Payer  Payment  Date  following  the  occurrence  of  a  Floating  Amount 
Event  with  respect  to  the  related  Reference  Obligation. 

Following  the  occurrence  of  a  Credit  Event  with  respect  to  a  Reference  Obligation,  the  Synthetic 
Security  Counterparty  may  deliver  such  Reference  Obligation  as  a  Deliverable  Obligation  to  the  Issuer,  in 
exchange  for  which  the  Issuer  will  pay  to  the  Synthetic  Security  Counterparty  an  amount  (a  "Physical 
Settlement  Amount"),  which  amount  shall  be  calculated  in  accordance  with  the  related  Synthetic  Security 
and  paid  on  the  related  Physical  Settlement  Date.  The  Synthetic  Security  Counterparty  may  elect  to 
physically  settle  a  Synthetic  Security  only  in  part,  in  which  case,  there  may  be  more  than  one  Physical 
Settlement  Amount  payable  by  the  Issuer  with  respect  to  such  Synthetic  Security. 

Any  Deliverable  Obligation  delivered  to  the  Issuer  will  be  deemed  to  be  a  Collateral  Asset  and 
may  be  retained  or  sold  by  the  Issuer  at  the  sole  discretion  of  the  Collateral  Manager  without  regard  to 
whether  such  sale  would  be  permitted  as  a  sale  of  a  Defaulted  Obligation  or  a  Credit  Risk  Obligation. 
The  proceeds  of  such  sale  will  be  deposited  by  the  Trustee  into  the  Default  Swap  Collateral  Account  net 
of  purchased  accrued  interest  or  interest  payments  thereon.  In  addition,  any  principal  proceeds  or 
interest  received  on  such  Deliverable  Obligations  prior  to  such  sale,  will  be  deposited  by  the  Trustee  into 
the  Collateral  Account. 

In  connection  with  any  early  termination  or  assignment  of  a  Synthetic  Security,  the  Issuer  may 
owe  a  Synthetic  Security  Termination  Payment.  Synthetic  Security  Termination  Payments  will  generally 
be  paid  directly  and  outside  of  the  Priority  of  Payment;  provided  that  Defaulted  Synthetic  Security 
Termination  Payments  will  be  paid  in  accordance  with  the  Priority  of  Payments. 
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The  obligations  of  the  Issuer  to  make  payments  under  a  Synthetic  Security  will  exist  irrespective 
of  whether  the  Synthetic  Security  Counterparty  suffers  a  loss  on  the  related  Reference  Obligation  upon 
the  occurrence  of  a  Credit  Event.  The  Issuer  will  have  no  rights  of  subrogation  under  the  Synthetic 
Securities. 

Credit  Events  and  Floating  Amount  Events 

A  Credit  Event  with  respect  to  any  Synthetic  Security  and  a  Reference  Obligation  means  the 
occurrence  of  any  of  the  events  specified  in  the  Master  Confirmation  as  a  Credit  Event  on  or  before  the 
scheduled  termination  date  for  such  Synthetic  Security.  The  Credit  Events  are  expected  to  be  Failure  to 
Pay  Principal,  Writedown,  Distressed  Ratings  Downgrade  and  Failure  to  Pay  Interest.  In  addition  to 
Credit  Events  which  may  trigger  physical  settlement,  the  Synthetic  Securities  will  require  the  Issuer  to  pay 
to  the  Synthetic  Security  Counterparty  Floating  Amounts  in  connection  with  the  occurrence  of  Floating 
Amount  Events,  which  are  expected  to  be  Failure  to  Pay  Principal,  Writedown  and  Interest  Shortfall. 
Failure  to  Pay  Principal  and  Writedown  are  Floating  Amount  Events  as  well  as  Credit  Events.  Interest 
Shortfall  is  only  a  Floating  Amount  Event.  The  Master  Confirmation  may  alter  the  standard  definitions  of 
such  terms  and  the  actual  Synthetic  Securities  should  be  consulted  for  the  details  of  the  Credit  Events 
applicable  thereto.  The  capitalized  terms  used  in  this  section  and  not  otherwise  defined,  have  the 
meanings  set  forth  in  the  related  Synthetic  Securities. 

A  "Credit  Event"  is  the  occurrence  of  any  of  the  following  (however  caused,  directly  or  indirectly), 
as  applicable: 

(i)         Failure  to  Pay  Principal 

"Failure  to  Pay  Principal"  means  (i)  a  failure  by  the  Reference  Obligor  (or  any  Insurer)  to  pay  an 
Expected  Principal  Amount  on  the  Final  Amortization  Date  or  the  Legal  Final  Maturity  Date,  as  the  case 
may  be  or  (ii)  payment  on  any  such  day  of  an  Actual  Principal  Amount  that  is  less  than  the  Expected 
Principal  Amount;  provided  that  the  failure  by  the  Reference  Obligor  (or  any  Insurer)  to  pay  any  such 
amount  in  respect  of  principal  in  accordance  with  the  foregoing  shall  not  constitute  a  Failure  to  Pay 
Principal  if  such  failure  has  been  remedied  within  any  grace  period  applicable  to  such  payment  obligation 
under  the  underlying  instruments  or,  if  no  such  grace  period  is  applicable,  within  three  Business  Days 
after  the  day  on  which  the  Expected  Principal  Amount  was  scheduled  to  be  paid. 

(ii)         Writedown 

"Writedown"  means  the  occurrence  at  any  time  on  or  after  the  Effective  Date  of:  (0(A)  a 
writedown  or  applied  loss  (however  described  in  the  underlying  instruments)  resulting  in  a  reduction  in  the 
Outstanding  Principal  Amount  (other  than  as  a  result  of  a  scheduled  or  unscheduled  payment  of 
principal);  or  (B)  the  attribution  of  a  principal  deficiency  or  realized  loss  (howsoever  described  in  the 
underlying  instruments)  to  the  Reference  Obligation  resulting  in  a  reduction  of  the  current  interest  payable 
on  the  Reference  Obligation;  (ii)  the  forgiveness  of  any  amount  of  principal  by  the  holders  of  the 
Reference  Obligation  pursuant  to  an  amendment  to  the  underlying  instruments  resulting  in  a  reduction  in 
the  Outstanding  Principal  Amount;  or  (iii)  if  the  underlying  instruments  do  not  provide  for  writedowns, 
applied  losses,  principal  deficiencies  or  realized  losses  as  described  in  (i)  above  to  occur  in  respect  of  the 
Reference  Obligation,  an  Implied  Writedown  Amount  (if  Implied  Writedown  Amounts  are  applicable  to  the 
related  Synthetic  Security)  being  determined  in  respect  of  the  Reference  Obligation  by  the  Calculation 
Agent. 

(iii)        Distressed  Ratings  Downgrade: 

"Distressed  Ratings  Downgrade"  means,  with  respect  to  a  Reference  Obligation: 

(i)  if  publicly  rated  by  Moody's,  (A)  is  downgraded  to  "Caa2"  or  below  by  Moody's  or  (B)  has 

the  rating  assigned  to  it  by  Moody's  withdrawn  and,  in  either  case,  not  reinstated  within  five  Business 
Days  of  such  downgrade  or  withdrawal;  provided  that  if  such  Reference  Obligation  was  assigned  a  public 
rating  of  at  least  "Baa3"  or  higher  by  Moody's  immediately  prior  to  the  occurrence  of  such  withdrawal,  it 
shall  not  constitute  a  Distressed  Ratings  Downgrade  if  such  Reference  Obligation  is  assigned  a  public 
rating  of  at  least  "Caa1"  by  Moody's  within  three  calendar  months  after  such  withdrawal;  or 
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(ii)  if  publicly  rated  by  Standard  &  Poor's,  (A)  is  downgraded  to  "CCC"  or  below  by  Standard 
&  Poor's  or  (B)  has  the  rating  assigned  to  it  by  Standard  &  Poor's  withdrawn  and,  in  either  case,  not 
reinstated  within  five  Business  Days  of  such  downgrade  or  withdrawal;  provided  that  if  such  Reference 
Obligation  was  assigned  a  public  rating  of  at  least  "BBB-"  or  higher  by  Standard  &  Poor's  immediately 
prior  to  the  occurrence  of  such  withdrawal,  it  shall  not  constitute  a  Distressed  Ratings  Downgrade  if  such 
Reference  Obligation  is  assigned  a  public  rating  of  at  least  "CCC+"  by  Standard  &  Poor's  within  three 
calendar  months  after  such  withdrawal;  or 

(Hi)  if  publicly  rated  by  Fitch,  (A)  is  downgraded  to  "CCC")  or  below  by  Fitch  or  (B)  has  the 
rating  assigned  to  it  by  Fitch  withdrawn  and,  in  either  case,  not  reinstated  within  five  Business  Days  of 
such  downgrade  or  withdrawal;  provided  that  if  such  Reference  Obligation  was  assigned  a  public  rating  of 
at  least  "BBB-"  or  higher  by  Fitch  immediately  prior  to  the  occurrence  of  such  withdrawal,  it  shall  not 
constitute  a  Distressed  Ratings  Downgrade  if  such  Reference  Obligation  is  assigned  a  public  rating  of  at 
least  "CCC+"  by  Fitch  within  three  calendar  months  after  such  withdrawal. 

(iv)        Failure  to  Pay  Interest: 

"Failure  to  Pay  Interest"  means,  with  respect  to  a  Reference  Obligation,  the  occurrence  of  an 
Interest  Shortfall  Amount  or  Interest  Shortfall  Amounts  (calculated  on  a  cumulative  basis)  in  excess  of  the 
relevant  Payment  Requirement. 

Implied  Writedown  will  be  applicable  with  respect  to  certain  Reference  Obligations  where  "Fixed 
Cap"  is  applicable  under  the  Master  Confirmation.  Because  most  CDO  Securities  do  not  experience 
actual  writedowns,  the  Master  Confirmation  has  a  modified  form  of  Implied  Writedown  applicable  to  CDO 
Securities,  whereby  the  Synthetic  Security  Counterparty,  acting  in  its  role  as  calculation  agent  thereunder, 
will  be  required  to  determine  the  Implied  Writedown  Amount  by  reference  to  the  reported 
overcollateralization  ratio  in  the  servicer  report  for  the  Reference  Obligation;  provided,  however,  that  if  the 
overcollateralization  ratio  for  the  Reference  Obligation  is  not  reported  there,  the  Synthetic  Security 
Counterparty  in  its  capacity  as  calculation  agent  may  use  other  amounts,  to  the  extent  set  forth  in  the 
servicer  report,  to  determine  an  overcollateralization  ratio.  The  overcollateralization  ratio  in  the  servicer 
report  generally  will  take  into  account  the  "haircuts"  on  assets  provided  in  the  Underlying  Instruments  for 
the  Reference  Obligation  (for  example,  on  assets  that  have  been  downgraded,  have  "PIKed,"  have 
defaulted  or  were  purchased  at  a  discount),  which  will  make  an  Implied  Writedown  more  likely  to  occur  on 
the  Reference  Obligation. 

Credit  Events  must  be  physically  settled  with  respect  to  a  Distressed  Ratings  Downgrade  and 
Failure  to  Pay  Interest;  provided,  however,  that  if  the  Reference  Obligation  is  a  PIKable  Reference 
Obligation,  it  will  be  a  condition  to  physical  settlement  that  a  period  of  at  least  360  calendar  days  have 
elapsed  since  the  occurrence  of  the  Failure  to  Pay  Interest  without  reimbursement  in  full  of  the  relevant 
Interest  Shortfall.  In  the  case  of  a  Writedown  or  a  Failure  to  Pay  Principal,  the  Synthetic  Security 
Counterparty  may  elect  to  receive  a  Floating  Amount  Payment  from  the  Issuer  rather  than  physical 
settlement.  Multiple  Credit  Event  notices  may  be  delivered  with  respect  to  each  Synthetic  Security. 

The  Synthetic  Security  Counterparty  will  be  required  to  reimburse  the  Issuer  for  all  or  part  of  any 
Floating  Amount  Payment  if  a  corresponding  payment  has  been  made  by  the  Reference  Obligor  to 
holders  of  the  related  Reference  Obligation  within  one  year  after  the  earlier  of  (i)  the  legal  final  maturity 
date  of  the  Reference  Obligation  underlying  such  Synthetic  Security,  as  set  forth  in  such  Synthetic 
Security,  and  (ii)  the  related  Final  Amortization  Date.  However,  in  the  case  of  an  Interest  Shortfall 
Reimbursement  with  respect  to  a  Synthetic  Security,  the  Synthetic  Security  Counterparty  generally  will  be 
entitled  to  receive  recovery  of  any  portion  of  an  Interest  Shortfall  under  such  Synthetic  Security  for  which 
it  was  not  compensated  by  the  Issuer  before  it  makes  any  payment  to  the  Issuer  in  respect  of  an  Interest 
Shortfall  Reimbursement. 

Synthetic  Security  Early  Termination 

The  Issuer  will  have  the  right  to  terminate  the  Synthetic  Securities  upon  the  occurrence  of  an 
"Event  of  Default"  or  'Termination  Event,"  "including,  but  not  limited  to,  (a)  payment  defaults  by  the 
Synthetic  Security  Counterparty  and  any  guarantor  lasting  a  period  of  at  least  three  local  business  days, 
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(b)  a  default  by  the  Synthetic  Security  Counterparty  or  any  guarantor  on  specific  financial  transactions  as 
specified  in  the  Synthetic  Security,  (c)  bankruptcy-related  events  applicable  to  the  Synthetic  Security 
Counterparty  or  any  guarantor,  (d)  any  redemption  of  the  Notes  in  whole,  (e)  a  liquidation  of  the  Collateral 
following  the  occurrence  of  an  Event  of  Default  under  the  Indenture,  (f)  ft  becomes  unlawful  for  the  Issuer 
to  perform  its  obligations  under  the  Synthetic  Securities  and  the  Issuer  is  not  able  to  transfer  its 
obligations  to  a  different  jurisdiction  or  substitute  another  entity  in  its  place  so  that  such  illegality  ceases  to 
apply,  (g)  because  of  (x)  any  action  taken  by  a  taxing  authority,  or  brought  in  a  court,  on  or  after  the 
Closing  Date  or  (y)  a  change  in  tax  law,  there  is  a  substantial  likelihood  that  the  Issuer  will  be  required  to 
(1)  make  a  "gross-up"  payment  or  (2)  receive  a  payment  subject  to  withholding  for  which  another  party  is 
not  required  to  make  a  "gross-up"  payment  or  (h)  the  unsecured,  unsubordinated  debt  rating  of  the 
Synthetic  Security  Counterparty  or  any  guarantor  of  the  Synthetic  Security  Counterparty,  whichever  is 
higher,  assigned  by  S&P  or  Moody's  at  any  time  falls  below  "AA-"  (or  is  on  downgrade  watch  at  "AA-")  or 
"Aa3"  (or  is  on  downgrade  watch  at  "Aa3"),  the  Synthetic  Security  Counterparty  fails  to  make  an  Expected 
Fixed  Amount  as  set  forth  in  the  Synthetic  Securities  and  the  Synthetic  Security  Counterparty,  or  its 
guarantor,  fails  to  either  (a)  transfer  all  of  its  rights  and  obligations  under  the  Synthetic  Securities  to 
another  entity  which  has  such  ratings  or  (b)  cause  an  entity  which  has  such  ratings  to  guarantee  or  to 
provide  an  indemnity  in  respect  of  the  Synthetic  Security  Counterparty's  or  its  guarantor's,  obligations 
under  the  Synthetic  Securities  which  satisfies  the  Rating  Agency  Condition. 

The  Synthetic  Security  Counterparty  will  have  the  right  to  terminate  the  Synthetic  Securities  upon 
the  occurrence  of  an  "Event  of  Default"  or  'Termination  Event"  under  the  Synthetic  Securities,  including, 
but  not  limited  to  (a)  an  Event  of  Default  under  the  Indenture  caused  by  a  payment  default  by  the  Issuer 
lasting  a  period  of  at  least  three  local  business  days,  (b)  any  redemption  of  the  Notes  in  whole,  (c) 
bankruptcy-related  events  applicable  to  the  Issuer,  (d)  an  Event  of  Default  under  the  Indenture  that 
occurs  and  is  continuing  and  there  has  been  a  liquidation  (in  whole),  or  the  commencement  of  a 
liquidation  (in  whole)  of  the  assets  of  the  Issuer,  (e)  the  Indenture  is  supplemented  or  amended  without 
the  consent  of  the  Synthetic  Security  Counterparty  as  described  therein,  (f)  the  Synthetic  Security 
Counterparty  is  no  longer  a  Secured  Party  under  the  Indenture  or  the  Trustee's  security  interest  in  the 
Default  Swap  Collateral  or  the  Default  Swap  Collateral  Account  is  impaired  or  no  longer  existing,  (g)  it 
becomes  unlawful  for  the  Synthetic  Security  Counterparty  to  perform  its  obligations  under  the  Synthetic 
Securities  and  the  Synthetic  Security  Counterparty  is  not  able  to  transfer  its  obligations  to  a  different 
jurisdiction  or  substitute  another  entity  in  its  place  so  that  such  illegality  ceases  to  apply,  or  (h)  because  of 
(x)  any  action  taken  by  a  taxing  authority,  or  brought  in  a  court,  on  or  after  the  Closing  Date  or  (y)  a 
change  in  tax  law,  there  is  a  substantial  likelihood  that  the  Synthetic  Security  Counterparty  will  be 
required  to  make  (1)  a  "gross-up"  payment  or  (2)  receive  a  payment  subject  to  withholding  for  which 
another  party  is  not  required  to  make  a  "gross-up"  payment.  If  the  Synthetic  Securities  are  terminated, 
the  Issuer  will  no  longer  receive  payments  from  the  Synthetic  Security  Counterparty  and  will  likely  not 
have  sufficient  funds  to  make  payments  when  due  on  the  Notes  and  may  not  have  sufficient  funds  to 
redeem  the  Notes  in  full. 

The  Issuer  is  required  to  satisfy  the  Rating  Agency  Condition  prior  to  any  (i)  replacement  of  the 
Synthetic  Security  Counterparty  or  (ii)  assignment  of  the  Synthetic  Securities. 

If  an  Event  of  Default  or  a  Termination  Event  occurs  under  the  Synthetic  Securities  "Market 
Quotation"  and  "Second  Method"  will  apply  as  set  forth  in  the  Synthetic  Securities. 

Payments  on  Synthetic  Security  Early  Termination 

Payments  by  the  Issuer.  Upon  the  occurrence  of  an  early  termination  of  a  Synthetic  Security,  the 
Issuer  will  be  required  to  pay  to  the  Synthetic  Security  Counterparty  the  following  amounts: 

(?)  any  Physical  Settlement  Amounts  owed  by  the  Issuer  to  the  Synthetic  Security 
Counterparty  for  any  Credit  Events  that  occur  on  or  prior  to  the  termination  date  of  the  Synthetic 
Securities  for  which  the  Conditions  to  Settlement  have  been  satisfied;  and 

(ii)         any  Synthetic  Security  Termination  Payment  due  to  the  Synthetic  Security  Counterparty. 
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Payments  by  the  Synthetic  Security  Counterparty.  Upon  the  occurrence  of  an  earty  termination  of 
a  Synthetic  Security,  the  Synthetic  Security  Counterparty  will  be  required  to  pay  to  the  Issuer  the  following 
amounts: 

(i)         any  accrued  but  unpaid  Fixed  Amounts  and  Additional  Fixed  Amounts;  and 

(ii)         any  Synthetic  Security  Termination  Payment  due  to  the  Issuer. 

There  can  be  no  assurance  that,  upon  early  termination  by  the  Issuer  or  the  Synthetic  Security 
Counterparty,  either  the  Synthetic  Security  Counterparty  would  be  required  to  make  any  termination 
payment  to  the  Issuer  or,  if  it  did  make  such  a  payment,  the  amount  of  the  termination  payment  made  by 
the  Synthetic  Security  Counterparty  would  be  sufficient  to  pay  any  amounts  due  in  respect  of  the  Notes. 
If  the  Issuer  is  required  to  make  a  Synthetic  Security  Termination  Payment,  such  termination  payment 
may  be  substantial  and  may  result  in  losses  to  the  holders  of  the  Notes. 

Amendment 

The  Synthetic  Securities  may  be  amended  only  with  (i)  the  satisfaction  of  the  Rating  Agency 
Condition  and  (ii)  the  consent  of  the  Collateral  Manager  (which  consent  shall  not  be  unreasonably 
withheld);  provided  however,  that  with  respect  to  (i),  such  condition  need  not  be  satisfied  with  respect  to 
any  amendment  that  corrects  a  manifest  error. 

Guarantee 

The  GS  Group  will  guarantee  the  obligations  of  the  Synthetic  Security  Counterparty  under  the 
Synthetic  Security. 

The  Synthetic  Security  Counterparty 

The  initial  Synthetic  Security  Counterparty  under  the  Synthetic  Security  will  be  Goldman  Sachs 
International.  The  swap  guarantor  with  respect  to  the  Synthetic  Security  is  The  Goldman  Sachs  Group, 
Inc.,  a  Delaware  corporation  (the  "GS  Group"),  which  is  an  affiliate  of  the  Synthetic  Security  Counterparty. 
Goldman  Sachs  International  is  located  at  Peterborough  Court  133  Fleet  Street,  London  EC4A  2BB. 

The  Annual  Report  on  Form  10-K  for  the  fiscal  year  ended  November  30,  2006  filed  by  GS  Group 
with  the  SEC  (other  than,  in  each  case,  documents  or  information  deemed  to  have  been  furnished  and 
not  filed  in  accordance  with  SEC  rules)  will  not  form  part  of  a  prospectus  prepared  for  the  purposes  of 
admission  to  the  official  list  of  the  Irish  Stock  Exchange  and  to  trading  on  its  regulated  market  should  any 
Notes  be  listed  on  such  exchange. 

GS  Group,  together  with  its  subsidiaries,  is  a  global  investment  banking,  securities  and 
investment  management  firm  that  provides  financial  services  worldwide  to  clients  that  include 
corporations,  financial  institutions,  governments  and  high  net-worth  individuals. 

Any  statement  contained  in  a  document  incorporated  or  deemed  to  be  incorporated  by  reference 
into  this  Offering  Circular,  or  contained  in  this  Offering  Circular,  will  be  deemed  to  be  modified  or 
superseded  for  purposes  of  this  Offering  Circular  to  the  extent  that  a  statement  contained  herein  or  in  any 
other  subsequently  filed  document  which  also  is  or  is  deemed  to  be  incorporated  by  reference  herein, 
modifies  or  supersedes  such  statement.  Any  such  statement  so  modified  or  superseded  will  not  be 
deemed,  except  as  so  modified  or  superseded,  to  constitute  a  part  of  this  Offering  Circular.  GS  Group's 
filings  with  the  SEC  are  available  to  the  public  through  the  SEC's  Internet  site  at  http://www.sec.gov,  and 
through  the  New  York  Stock  Exchange,  20  Broad  Street,  New  York,  New  York  10005,  on  which  GS 
Group's  common  stock  is  listed. 

The  Notes  do  not  represent  an  obligation  of,  and  will  not  be  insured  or  guaranteed  by,  GS  Group 
or  any  of  its  subsidiaries  and  investors  will  have  no  rights  or  recourse  against  GS  Group  or  any  of  its 
subsidiaries. 
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The  Default  Swap  Collateral 

Pursuant  to  the  Synthetic  Securities,  the  Issuer  will  use  the  net  proceeds  from  the  offering  of  the 
Notes  to  purchase  Default  Swap  Collateral  and  Eligible  Investments  which,  in  the  aggregate,  will  have  an 
initial  principal  amount  as  of  the  Closing  Date  of  approximately  U.S.$930,000,000,  which  shall  be 
deposited  to  the  Default  Swap  Collateral  Account. 

The  Default  Swap  Collateral  is  required  to  satisfy  the  following  "Default  Swap  Collateral  Eligibility 
Criteria": 

(i)  it  (a)  is  rated  "Aaa"  by  Moody's  and,  if  such  asset  has  a  short-term  rating  from  Moody's, 
"P-1",  and  "AAA"  by  S&P,  and,  if  such  asset  has  a  short-term  rating  from  S&P,  it  must  be  "A-1+"  and  (b) 
does  not  have  a  "t",  "q",  "pi"  or  "r"  subscript; 

(ii)  (a)  in  all  cases,  the  payments  with  respect  to  which  are  not  payable  in  a  currency  other 
than  U.S.  Dollars  and  (b)  it  is  expected  to  have  an  outstanding  principal  balance  of  less  than  U.S.$1,000 
after  the  Stated  Maturity  of  the  Class  B  Notes,  assuming  a  constant  prepayment  rate  since  the  date  of 
purchase  equal  to  the  constant  prepayment  rate  reasonably  expected  by  the  Collateral  Manager  as  of  the 
date  of  purchase; 

(iii)        it  is  eligible  to  be  entered  into  by,  sold  or  assigned  to,  the  Issuer; 

(iv)        it  is  not  subject  to  an  offer; 

(v)  it  is  an  obligation  upon  which  no  payments  are  subject  to  withholding  tax  imposed  by  any 
jurisdiction  unless  the  obligor  thereof  is  required  to  make  "gross-up"  payments  that  cover  the  full  amount 
of  any  such  withholding  taxes  on  an  after-tax  basis; 

(vi)  after  taking  into  consideration  the  addition  of  any  such  security  (a)  at  least  40%  of  the 
Default  Swap  Collateral  acquired  after  the  Closing  Date  and  Eligible  Investments  in  the  Default  Swap 
Collateral  Account  by  principal  balance  have  an  expected  average  life  (calculated  by  the  Collateral 
Manager  (1)  based  on  market  prepayment  assumptions  and  (2)  assuming  that  Eligible  Investments  have 
a  weighted  average  life  of  zero)  of  less  than  or  equal  to  1.0  year,  (b)  100%  of  the  Default  Swap  Collateral 
acquired  after  the  Closing  Date  and  Eligible  Investments  in  the  Default  Swap  Collateral  Account  by 
principal  balance  has  an  expected  average  life  (calculated  by  the  Collateral  Manager  (1)  based  on  market 
prepayment  assumptions  and  (2)  assuming  that  Eligible  Investments  have  a  weighted  average  life  of 
zero)  of  less  than  or  equal  to  2.0  years,  and  (c)  after  Closing  Date,  the  expected  weighted  average  life 
(calculated  by  the  Collateral  Manager  (1)  based  on  market  pre  payment  assumptions  and  (2)  assuming 
that  Eligible  Investments  have  a  weighted  average  life  of  zero)  of  the  Default  Swap  Collateral  acquired 
after  the  Closing  Date  and  Eligible  Investments  in  the  Default  Swap  Collateral  Account  does  not  exceed 
the  expected  weighted  average  life  of  the  portfolio  of  Reference  Obligations  at  such  time; 

(vii)  after  taking  into  consideration  the  addition  of  any  such  security,  the  aggregate  of  the 
weighted  average  spread  and  the  rate  of  the  related  index  of  the  Default  Swap  Collateral  and  Eligible 
Investments  in  the  Default  Swap  Collateral  Account,  in  the  aggregate,  is  at  least  equal  to  LIBOR  plus 
0.05%  per  annum  or  if  prior  to  acquisition  of  such  item  of  Default  Swap  Collateral  or  Eligible  Investment, 
the  spread  and  the  rate  of  the  related  index  of  the  Default  Swap  Collateral  and  Eligible  Investments  in  the 
Default  Swap  Collateral  Account  was  less  than  LIBOR  plus  0.05%  per  annum,  such  acquisition  would 
maintain  or  improve  the  aggregate  of  the  weighted  average  spread  and  the  rate  of  the  related  index  of  the 
Default  Swap  Collateral  and  Eligible  Investments  in  the  Default  Swap  Collateral  Account; 

(viii)  after  taking  into  consideration  the  addition  of  any  such  security,  no  more  than  50%  of  the 
Default  Swap  Collateral  and  Eligible  Investments  in  the  Default  Swap  Collateral  Account  by  principal 
balance  has  single  counterparty  exposure  including  servicer,  issuer  and  swap  counterparty  exposure; 

(ix)  it  provides  for  payments  of  monthly  periodic  interest  in  cash  at  a  floating  rate  and  for  a 
payment  of  principal  in  full  and  in  cash  at  its  final  maturity; 
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(x)  (A)  either  (1)  constitutes  a  Residential  Mortgage-Backed  Security,  a  Commercial 
Mortgage-Backed  Security,  an  Asset-Backed  Security  or  a  CDO  Security  which  in  each  instance  was 
either  (a)  offered  by  an  underwriter,  a  placement  agent  or  any  person  acting  in  a  similar  capacity  through 
a  public  prospectus,  a  private  placement  memorandum  or  any  other  similar  document,  as  to  which  neither 
the  Collateral  Manager  nor  any  affiliate  thereof  was  either  the  underwriter,  collateral  manager,  placement 
agent  or  otherwise  involved  in  the  negotiation  of  the  terms  or  the  conditions  thereof  and  as  to  which  a 
substantial  amount  of  the  security  was  acquired  by  one  or  more  persons  unrelated  to  the  Issuer,  the 
Collateral  Manager  or  any  other  structured  finance  vehicle  managed  or  controlled  by  the  Collateral 
Manager  substantially  contemporaneously  with,  and  on  substantially  the  same  terms  as,  the  securities 
acquired  by  the  Issuer  or  (b)  (i)  acquired  on  the  secondary  market,  (ii)  not  acquired  directly  or  indirectly 
from  the  issuer  of  such  security  pursuant  to  a  legally  binding  agreement  made  prior  to  the  second 
business  day  after  the  issuance  of  such  security,  (iii)  not  acquired  from  the  Collateral  Manager,  its 
Affiliates  or  any  other  structured  finance  vehicle  managed  or  controlled  by  the  Collateral  Manager  unless 
such  entity  regularly  acquires  securities  of  the  same  type  for  its  own  account,  could  have  held  the  security 
for  its  own  account  consistent  with  its  investment  policies,  did  not  identify  the  security  as  intended  for  sale 
to  the  Issuer  within  90  days  of  its  issuance  and  held  the  security,  without  any  hedge  with  the  Issuer,  for  at 
least  90  days  and  (iv)  as  to  which  neither  the  Collateral  Manager  nor  any  Affiliate  thereof  was  involved  in 
the  negotiation  of  the  terms  or  conditions  of  the  security  or  (2)  satisfies  the  definition  of  an  "Eligible 
Investment";  (B)  is  not  a  United  States  real  property  interest  within  the  meaning  of  Section  897  of  the 
Code  and  (C)  is  treated  as  debt  for  U.S.  federal  income  tax  purposes, 

(xi)  if  it  is  a  CDO  Security,  such  CDO  Security  must  (a)  be  a  CDO  S  Note  Security  and  (b)  as 
of  the  time  of  purchase  by  the  Issuer,  be  in  compliance  with  the  applicable  eligibility  criteria,  profile  tests 
and  quality  tests  set  forth  in  the  related  underlying  instruments; 

(xii)  at  least  87.5%  of  the  Default  Swap  Collateral  by  principal  balance  consists  of  Asset- 
Backed  Securities,  Residential  Mortgage-Backed  Securities  or  Commercial  Mortgage-Backed  Securities; 

(xiii)       the  purchase  price  thereof  is  equal  to  at  least  98%  of  the  par  value  of  such  security  and 

(xiv)  it  is  a  security  the  acquisition  (including  the  manner  of  acquisition),  ownership  or 
disposition  of  which  will  not  cause  the  Issuer  to  be  treated  as  engaged  in  a  trade  or  business  within  the 
United  States  for  United  States  federal  income  tax  purposes. 

The  Default  Swap  Collateral  is  expected  to  be  purchased  in  a  face  amount  equal  to  the  initial 
Aggregate  Notional  Amount  of  the  Synthetic  Securities.  Under  the  terms  of  the  Indenture,  all  Default 
Swap  Collateral  is  required  to  be  deposited  in  the  Default  Swap  Collateral  Account  for  the  benefit  of  the 
Synthetic  Security  Counterparty.  The  Issuer  will  also  grant  to  the  Trustee  for  the  benefit  of  the  Secured 
Parties,  a  security  interest  in  the  Default  Swap  Collateral,  subject  to  the  lien  of  the  Synthetic  Security 
Counterparty,  and  shall  notify  the  Synthetic  Security  Counterparty  of  such  security  interest.  The  Issuer 
must  obtain  the  consent  of  the  Synthetic  Security  Counterparty  with  respect  to  any  initial  Default  Swap 
Collateral  purchased  by  the  Issuer  and  any  Default  Swap  Collateral  purchased  thereafter. 

Interest  payments,  redemption  premiums,  dividend  distributions,  investment  earnings  on  and  any 
fees  paid  with  respect  to  any  Default  Swap  Collateral  will  constitute  property  of  the  Issuer  and  will  be  paid 
to  the  Trustee  and  deposited  into  the  Collection  Account  and  treated  as  Proceeds  unless  such  amounts 
are  required  to  be  paid  to  the  related  Synthetic  Security  Counterparty  under  the  terms  of  the  related 
Synthetic  Security.  Principal  payments  on  the  Default  Swap  Collateral  prior  to  the  termination  of  the 
Synthetic  Securities  shall  be  held  in  accordance  with  the  Synthetic  Securities  in  the  Default  Swap 
Collateral  Account  and  invested  in  Eligible  Investments  until  reinvested  in  Default  Swap  Collateral  which 
satisfy  the  Default  Swap  Collateral  Eligibility  Criteria  with  the  consent  of  the  Synthetic  Security 
Counterparty. 

In  the  event  a  Synthetic  Security  is  terminated  prior  to  its  scheduled  maturity  without  the 
occurrence  of  a  Credit  Event  or  a  Floating  Amount  Event,  the  Collateral  Manager  on  behalf  of -the  Issuer 
shall  cause  such  portion  of  the  related  Default. Swap  Collateral  chosen  by  the  Synthetic  Security 
Counterparty  as  may  be  required  to  make  any  Synthetic  Security  Termination  Payments,  to  be  liquidated 
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and  any  such  Synthetic  Security  Termination  Payments  to  be  paid  directly  to  the  Synthetic  Security 
Counterparty;  provided  that,  in  the  case  of  Defaulted  Synthetic  Security  Termination  Payments,  such 
amounts  will  be  deposited  to  the  Collection  Account  and  paid  in  accordance  with  the  Priority  of  Payments. 
The  remaining  related  Default  Swap  Collateral  to  the  extent  not  required  to  be  pledged  to  the  related 
Synthetic  Security  Counterparty  shall  be  released  from  the  lien  of  the  Synthetic  Security  Counterparty  and 
delivered  to  the  Trustee  free  of  such  lien.  In  the  event  that  no  Credit  Event  or  Floating  Amount  Event 
under  a  Synthetic  Security  has  occurred  prior  to  the  scheduled  maturity  of  the  Synthetic  Security,  upon 
the  scheduled  maturity  of  the  Synthetic  Security,  the  Synthetic  Security  Counterparty's  lien  on  the  Default 
Swap  Collateral  shall  be  released  and  the  Collateral  Manager  on  behalf  of  the  Issuer  shall  cause  such 
Default  Swap  Collateral  to  be  delivered  to  the  Trustee  free  of  such  lien.  Upon  release  of  the  lien  of  the 
Synthetic  Security  Counterparty,  the  Issuer  shall  direct  the  Trustee  to  take  any  specific  actions  necessary 
to  create  in  favor  of  the  Trustee  a  valid,  perfected,  first  priority  security  interest  in  such  Default  Swap 
Collateral  under  applicable  law  and  regulations  for  the  benefit  of  the  Secured  Parties.  Any  Default  Swap 
Collateral  released  from  the  lien  of  the  Synthetic  Security  Counterparty  shall  be  treated  as  a  Collateral 
Asset  and  may  be  retained  by  the  Trustee  or  sold  by  the  Collateral  Manager  in  the  sole  discretion  of  the 
Collateral  Manager  without  regard  to  whether  such  sale  would  be  permitted  as  a  sale  of  a  Defaulted 
Obligation  or  a  Credit  Risk  Obligation;  provided  that  no  Event  of  Default  has  occurred  and  is  continuing. 
Any  Proceeds  net  of  purchase  accrued  interest  or  interest  payments  received  upon  the  maturity  or 
liquidation  of  the  Default  Swap  Collateral  released  from  the  lien  of  the  Synthetic  Security  Counterparty 
shall  be  deposited  to  the  Default  Swap  Collateral  Account. 

Upon  the  occurrence  of  a  Credit  Event  or  Floating  Amount  Event  under  a  Synthetic  Security,  the 
Default  Swap  Collateral  chosen  by  the  Synthetic  Security  Counterparty  after  the  application  of  any  cash 
and  Eligible  Investments  on  deposit  in  the  Default  Swap  Collateral  Account  will  be  sold  by  the  Collateral 
Manager  in  a  sale  arranged  by  the  Collateral  Manager  and  any  amounts  owed  to  the  Synthetic  Security 
Counterparty  will  be  paid  by  the  Issuer  from  the  liquidation  proceeds  of  such  Default  Swap  Collateral.  In 
the  event  such  liquidation  proceeds  are  less  than  par,  the  Synthetic  Security  Counterparty  will  accept  the 
liquidation  proceeds  applicable  to  the  face  amount  of  Default  Swap  Collateral  sold  which  is  equal  to  the 
amount  due  to  the  Synthetic  Security  Counterparty.  In  addition,  under  certain  circumstances  upon  the 
occurrence  of  a  Credit  Event,  the  Default  Swap  Collateral  chosen  by  the  Synthetic  Security  Counterparty 
will  instead  be  delivered  to  the  Synthetic  Security  Counterparty  in  exchange  for  a  Deliverable  Obligation. 
Any  Deliverable  Obligation  delivered  to  the  Issuer  will  be  deemed  to  be  a  Collateral  Asset  and  may  be 
retained  or  sold  by  the  Issuer  at  the  sole  discretion  of  the  Collateral  Manager  without  regard  to  whether 
such  sale  would  be  permitted  as  a  sale  of  a  Defaulted  Obligation  or  a  Credit  Risk  Obligation.  Any 
Proceeds  net  of  purchased  accrued  interest  or  interest  payments  received  upon  the  maturity  or  liquidation 
of  a  Deliverable  Obligation  shall  be  deposited  to  the  Default  Swap  Collateral  Account.  In  the  event  a 
Credit  Event  has  occurred  and  the  Issuer  is  required  to  liquidate  Default  Swap  Collateral  and  deliver  cash 
to  the  Synthetic  Security  Counterparty,  the  Synthetic  Security  Counterparty  will  bear  any  market  risk  on 
the  liquidation  of  the  Default  Swap  Collateral. 

The  Synthetic  Security  Counterparty  has  the  right  to  purchase  any  Default  Swap  Collateral  being 
sold  for  less  than  its  par  amount  at  a  price  equal  to  the  highest  bid  received  for  such  Default  Swap 
Collateral.  The  Collateral  Manager  shall  provide  the  Synthetic  Security  Counterparty  prior  notice  of  the 
price  at  which  any  Default  Swap  Collateral  is  being  sold  prior  to  such  sale. 

Reports 

A  report  will  be  made  available  to  the  Holders  of  the  Notes  and  Holders  of  the  Income  Notes  and 
will  provide  information  on  the  Collateral  Assets  as  well  as  information  with  respect  to  payments  made  on 
the  related  Payment  Date  (each,  a  "Payment  Report"),  beginning  in  September  2007. 

The  information  in  each  Payment  Report  will  be  prepared  as  of  the  Determination  Date  preceding 
the  related  Payment  Date  and  will  set  out,  among  other  things,  the  amounts  payable  in  accordance  with 
the  Priority  of  Payments  on  such  Payment  Date.  The  Issuer  will  instruct  the  Trustee  to  transfer  the 
"amounts  set  forth  in  such  Payment  Report  in  the  manner  specified  in,  and  in  accordance  with.the  Priority 
of  Payments.  As  long  as  any  Notes  are  listed  on  any  stock  exchange,  the  Payment  Reports  will  be 
obtainable  at  the  office  of  the  Listing  and  Paying  Agent. 
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Cashflow  Swap  Agreement 

General.  On  the  Closing  Date,  the  Issuer  will  enter  into  a  Cashflow  Swap  Agreement  with 
Goldman  Sachs  International  ("GSI")  as  initial  Cashflow  Swap  Counterparty.  The  Issuer  may  replace  the 
Cashflow  Swap  Agreement  but  shall  not  enter  into  any  additional  hedge  agreements  after  the  Closing 
Date. 

Pursuant  to  the  Cashflow  Swap  Agreement,  on  each  Payment  Date  occurring  through  the 
termination  of  the  Cashflow  Swap  Agreement  in  accordance  with  the  Priority  of  Payments,  the  Issuer  will 
pay  certain  amounts  to  the  Cashflow  Swap  Counterparty  and  the  Cashflow  Swap  Counterparty  will  make 
advances  to  the  Issuer  in  an  amount  equal  to  certain  Cashflow  Swap  Shortfall  Amount  as  described  in  the 
Cashflow  Swap  Agreement.  Any  Cashflow  Swap  Shortfall  Amounts  paid  under  the  Cashflow  Swap 
Agreement  by  the  Cashflow  Swap  Counterparty  to  the  Issuer  will  accrue  interest  and  be  repaid  to  the 
Cashflow  Swap  Counterparty  in  accordance  with  the  Priority  of  Payments.  See  "Description  of  the  Notes 
-  Payments  on  the  Notes  -  Priority  of  Payments."  To  the  extent  the  Issuers  would  have  insufficient  funds 
available  to  pay  interest  on  the  Class  S  Notes,  the  Class  A  Notes  or  the  Class  B  Notes  on  a  Payment 
Date  as  a  result  of  any  of  the  Collateral  Assets  deferring  the  payment  of  interest  due  thereon  in 
accordance  with  its  terms,  interest  on  the  Class  S  Notes,  the  Class  A  Notes  and  the  Class  B  Notes  will  be 
payable  by  the  Issuer  from  the  amounts  advanced  by  the  Cashflow  Swap  Counterparty  to  the  Issuer 
under  the  Cashflow  Swap  Agreement  up  to  U.S.$50,000,000  (as  reduced  in  accordance  with  the 
Cashflow  Swap  Agreement);  provided  that  the  Cashflow  Swap  Counterparty  will  not  make  advances  to 
cover  any  shortfall  resulting  from  any  Collateral  Asset  deferring  interest  beyond  the  second  year. 

The  Issuer  shall  ensure  that  the  Cashflow  Swap  Agreement  shall  provide  that  the  Cashflow  Swap 
Counterparty  will  agree  (a)  that  the  Issuer's  obligations  under  the  Cashflow  Swap  Agreement  are  limited 
recourse  obligations  of  the  Issuer  payable  solely  from  the  Collateral  and  subordinated  as  set  forth  in  the 
Priority  of  Payments  and  (b)  to  a  standard  non-petition  clause,  and  (c)  that  such  Cashflow  Swap 
Agreement  shall  be  governed  by,  and  construed  in  accordance  with,  the  laws  of  the  State  of  New  York. 

Payments  (other  than  Defaulted  Cashflow  Swap  Termination  Payments)  due  to  the  Cashflow 
Swap  Counterparty  under  the  Cashflow  Swap  Agreement  shall  be  paid,  in  accordance  with  the  Priority  of 
Payments,  prior  to  any  payments  on  the  Securities,  from  Proceeds  available  therefor  on  each  Payment 
Date.  The  claims  of  the  Cashflow  Swap  Counterparty  shall  rank  pari  passu  with  the  claims  of  other 
Cashflow  Swap  Counterparties  entitled  to  receive  payments  at  the  same  level  of  priority  within  the  Priority 
of  Payments.  Defaulted  Cashflow  Swap  Termination  Payments  shall  be  paid  after  payment  of  Principal 
Proceeds  to  the  Notes  in  accordance  with  the  Priority  of  Payments. 

Pursuant  to  the  initial  Cashflow  Swap  Agreement,  the  Issuer  may  terminate  the  initial  Cashflow 
Swap  Agreement  if  (A)  the  Moody's  First  Rating  Trigger  Requirements  apply  and  30  or  more  local 
business  days  have  elapsed  since  the  last  time  the  Moody's  First  Rating  Trigger  Requirements  did  not 
apply  and  GSI  has  failed  to  comply  with  or  perform  any  obligation  to  be  complied  with  or  performed  under 
the  Credit  Support  Annex,  and  (B)  (x)  the  Moody's  Second  Rating  Trigger  Requirements  apply  and  30  or 
more  local  business  days  have  elapsed  since  the  last  time  the  Moody's  Second  Rating  Trigger 
Requirements  did  not  apply  and  (y)  (i)  an  Eligible  Replacement  has  not  become  the  transferee  of  a 
transfer  made  in  accordance  with  Part  5(b)(i)  of  the  Cashflow  Swap  Agreement,  subject  to  satisfaction  of 
the  Rating  Agency  Condition  and/or  (ii)  an  entity  with  the  Moody's  First  Trigger  Required  Ratings  has  not 
provided  an  Eligible  Guarantee  in  respect  of  all  of  the  initial  Cashflow  Swap  Counterparty's  present  and 
future  obligations  under  the  Cashflow  Swap  Agreement. 

The  Cashflow  Swap  Agreement  may  be  terminated,  whether  or  not  the  Notes  have  been  paid  in 
full  on  or  prior  to  such  termination,  upon,  among  other  things,  (i)  certain  events  of  bankruptcy,  insolvency, 
conservatorship,  receivership  or  reorganization  of  the  Issuer  or  the  related  Cashflow  Swap  Counterparty, 
(ii)  failure  on  the  part  of  the  Issuer  or  the  related  Cashflow  Swap  Counterparty  to  make  any  payment 
under  the  Cashflow  Swap  Agreement  within  the  applicable  grace  period,  (iii)  certain  withholding  or  other 
.  taxes  being  imposed  on  payments  to  be  made  under  the  Cashflow  Swap  Agreement  as.  set.  forth  in 
Sections  5(b)(ii)  and  (iii)  of  the  ISDA  Master  Agreement  incorporated  in  the  Cashflow  Swap  Agreement, 
(iv)  a  change  in  law  making  it  illegal  for  either  the  Issuer  or  the  related  Cashflow  Swap  Counterparty  to  be 
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a  party  to,  or  perform  an  obligation  under,  the  Cashflow  Swap  Agreement,  (v)  an  Event  of  Default  under 
the  Indenture  occurs  and  is  continuing  and  there  has  been  a  liquidation  (in  whole),  or  the  commencement 
of  a  liquidation  (in  whole)  of  the  assets  of  the  Issuer,  (vi)  the  Indenture  is  supplemented  or  amended 
without  the  consent  of  the  Cashflow  Swap  Counterparty  as  described  therein,  (vii)  the  Cashflow  Swap 
Counterparty  is  no  longer  a  Secured  Party  under  the  Indenture  or  (viii)  the  aggregate  Principal  Balance  of 
the  Collateral  Assets  is  less  than  U.S.$50,000,000.  Notwithstanding  the  foregoing,  the  Issuer  will  not 
optionally  terminate  any  Cashflow  Swap  Agreement  unless  the  Rating  Agency  Condition  is  satisfied  in 
connection  with  such  termination. 

A  termination  of  a  Cashflow  Swap  Agreement  will  not  constitute  an  Event  of  Default  under  the 
Indenture.  Although  the  Issuer  believes  that  any  such  termination  is  unlikely,  the  Issuer  has  agreed  to 
use  reasonable  efforts  to  enter  into  a  substitute  Cashflow  Swap  Agreement  on  similar  terms  to  the  extent 
that  the  Issuer  is  able  to  enter  into  such  an  agreement,  and  shall  apply  any  termination  receipts  to  the 
purchase  of  a  new  Cashflow  Swap  Agreement.  If  the  Issuer  is  unable  to  obtain  a  substitute  Cashflow 
Swap  Agreement  interest  due  on  the  Notes  will  be  paid  from  amounts  received  on  the  Collateral  Assets 
and  Default  Swap  Collateral  without  the  benefit  of  any  Cashflow  Swap  Agreement.  There  can  be  no 
assurance  that  such  amounts  will  be  sufficient  to  provide  for  the  full  payment  of  interest  on  the  Notes,  or 
that  amounts  that  would  otherwise  be  distributable  to  the  Holders  of  the  Income  Notes  will  not  be 
reduced. 

In  the  event  of  any  early  termination  of  a  Cashflow  Swap  Agreement  (i)  any  Cashflow  Swap 
Termination  Receipts  paid  to  the  Issuer  and  not  concurrently  applied  in  connection  with  the  Issuer's 
entering  into  a  replacement  Cashflow  Swap  Agreement  will  be  deposited  in  a  single,  segregated  trust 
account  held  in  the  name  of  the  Trustee  (the  "Cashflow  Swap  Termination  Receipts  Account")  for  the 
benefit  of  the  Secured  Parties  and  (ii)  any  amounts  received  by  the  Issuer  from  a  replacement 
counterparty  in  consideration  for  entering  into  a  substantially  similar  replacement  agreement  that 
preserves  for  the  Issuer  the  economic  equivalent  of  the  terminated  Cashflow  Swap  Agreement  ("Cashflow 
Swap  Replacement  Proceeds")  will  be  deposited  in  a  single,  segregated  trust  account  held  in  the  United 
States  in  the  name  of  the  Trustee  (the  "Cashflow  Swap  Replacement  Account")  for  the  benefit  of  the 
Secured  Parties. 

The  Collateral  Manager  may  cause  the  Issuer,  promptly  following  the  early  termination  of  a 
Cashflow  Swap  Agreement  (other  than  with  respect  to  a  Final  Payment  Date)  and  to  the  extent  possible 
through  application  of  funds  available  in  the  Cashflow  Swap  Termination  Receipts  Account,  to  enter  into  a 
replacement  Cashflow  Swap  Agreement  (a  "Replacement  Cashflow  Swap  Agreement")  which  may  have 
different  terms,  including  different  notional  amounts,  provided  that  the  Rating  Agency  Condition  is 
satisfied. 

If  (i)  the  funds  available  in  the  Cashflow  Swap  Termination  Receipts  Account  exceed  the  costs  of 
entering  into  a  Replacement  Cashflow  Swap  Agreement,  (ii)  the  Collateral  Manager  determines  not  to 
replace  the  terminated  Cashflow  Swap  Agreement  and  the  Rating  Agency  Condition  is  satisfied,  or  (iii) 
the  termination  is  occurring  with  respect  to  a  Final  Payment  Date,  then  amounts  in  the  Cashflow  Swap 
Termination  Receipts  Account  (after  providing  for  the  costs  of  entering  into  a  Replacement  Cashflow 
Swap  Agreement,  if  any)  will  be  transferred  to  the  Collection  Account  on  the  next  following  Transfer  Date 
and  will  be  treated  as  Principal  Proceeds  and  distributed  in  accordance  with  the  Priority  of  Payments  on 
the  next  Payment  Date  (or  on  such  Final  Payment  Date,  in  the  event  the  Notes  are  redeemed  in  full 
thereon). 

If  a  Cashflow  Swap  Agreement  is  terminated  and  the  costs  of  entering  into  a  Replacement 
Cashflow  Swap  Agreement  exceed  the  funds  on  deposit  and  available  therefor  in  the  Cashflow  Swap 
Termination  Receipts  Account,  then,  after  using  the  funds  in  the  Cashflow  Swap  Termination  Receipts 
Account,  the  Issuer  may  enter  into  a  Replacement  Cashflow  Swap  Agreement  with  the  amount  of  such 
shortfall  payable  to  the  replacement  Cashflow  Swap  Counterparty  in  accordance  with  the  Priority  of 
Payments-on  following  Payment  Dates.  _.     _       
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The  amounts  in  the  Cashflow  Swap  Replacement  Account  will  be  applied  directly  to  the  payment 
of  termination  amounts  owing  to  the  Cashflow  Swap  Counterparty,  if  any.  To  the  extent  not  fully  paid  from 
Cashflow  Swap  Replacement  Proceeds,  such  amounts  will  be  payable  to  the  Cashflow  Swap 
Counterparty  on  subsequent  Payment  Dates  in  accordance  with  the  Priority  of  Payments.  To  the  extent 
that  the  funds  available  in  the  Cashflow  Swap  Replacement  Account  exceed  any  such  termination 
amounts  (or  if  there  are  no  termination  amounts),  the  excess  amounts  in  the  Cashflow  Swap 
Replacement  Account  will  be  transferred  to  the  Collection  Account  on  the  next  Transfer  Date  and  will  be 
treated  as  Principal  Proceeds  and  distributed  in  accordance  with  the  Priority  of  Payments  on  the  next 
Payment  Date.  If  the  termination  amounts  owing  to  the  Cashflow  Swap  Counterparty  exceed  the 
Cashflow  Swap  Replacement  Proceeds  for  such  agreements,  then,  unless  such  amounts  represent 
Defaulted  Cashflow  Swap  Termination  Payments,  they  will  be  paid  before  funds  are  applied  to  pay 
principal  or  interest  on  any  Notes  (except  for  the  Class  S-1  Notes)  in  accordance  with  the  Priority  of 
Payments. 

In  order  to  effect  an  Optional  Redemption  by  Liquidation,  Tax  Redemption  or  Auction,  the 
Cashflow  Swap  Agreement  must  be  terminated  and  the  proceeds  from  such  termination  and  from  the 
liquidation  of  the  remaining  Collateral  must  be  sufficient  to  pay  any  termination  payment  owing  to  the 
Cashflow  Swap  Counterparty  (other  than  any  Defaulted  Cashflow  Swap  Termination  Payments)  in 
addition  to  any  amounts  owing  under  the  Notes  and  certain  other  expenses. 

Each  Cashflow  Swap  Agreement  will  provide  that  the  related  Cashflow  Swap  Counterparty  may 
assign  its  obligations  under  a  Cashflow  Swap  Agreement  to  any  institution  which  satisfies  the  Rating 
Agency  Condition  with  respect  to  such  assignment. 

The  initial  Cashflow  Swap  Counterparty  is  GSl.  GSI  is  an  affiliate  of  the  Initial  Purchaser,  and 
other  affiliates  of  the  Initial  Purchaser  or  the  Collateral  Manager  may  also  act  as  Cashflow  Swap 
Counterparties  from  time  to  time,  which  may  create  certain  conflicts  of  interest.  See  "Risk  Factors — Other 
Considerations — Certain  Conflicts  of  Interest" 

The  Cashflow  Swap  Counterparty  ratings  requirements,  termination  events  and  the  required 
consents  and  actions  described  herein  are  subject  to  modification  prior  to  the  Closing  Date,  and  may  be 
revised  thereafter  upon  satisfaction  of  the  Rating  Agency  Condition.  The  description  of  the  provisions  of 
the  Cashflow  Swap  Agreement  herein  may  vary  from  the  actual  Cashflow  Swap  Agreement  to  be  entered 
into  by  the  Issuer  and  GSI  on  the  Closing  Date. 

Cashflow  Swap  Agreement.  As  of  the  Closing  Date,  the  Issuer  will  enter  into  a  Cashflow  Swap 
Agreement  with  GSI  and  may  from  time  to  time  enter  into  additional  Cashflow  Swap  Agreements  (each,  a 
"Cashflow  Swap  Agreement")  with  GSI  or  other  counterparties  (each,  a  "Cashflow  Swap  Counterparty"). 

WEIGHTED  AVERAGE  LIFE  AND  YIELD  CONSIDERATIONS 

The  Stated  Maturity  of  the  Notes  (other  than  the  Class  S  Notes  and  the  Class  A-1  Notes)  and  the 
Income  Notes  is  the  Payment  Date  in  December  2047,  the  Stated  Maturity  of  the  Class  S  Notes  is  the 
Payment  Date  in  September  2011,  the  Stated  Maturity  of  the  Class  A-1  a  Notes  and  the  Class  A-1b  Notes 
is  the  Payment  Date  in  December  2039  and  the  Stated  Maturity  of  the  Class  A-1c  Notes  and  the  Class  A- 
1d  Notes  is  the  Payment  Date  in  September  2044.  However,  the  principal  of  the  Notes  (other  than  the 
Class  S  Notes)  is  expected  to  be  paid  in  full  prior  to  the  Stated  Maturity.  Average  life  refers  to  the 
average  amount  of  time  that  will  elapse  from  the  date  of  delivery  of  a  security  until  each  dollar  of  the 
principal  of  such  security  will  be  paid  to  the  investor.  The  average  lives  of  the  Notes  will  be  determined  by 
the  amount  of  principal  payments  which  are  dependent  on  a  number  of  factors,  including  when  the 
Collateral  Assets  are  repaid. 

Weighted  Average  Life.  Weighted  average  life  refers  to  the  average  amount  of  time  that  will 
elapse  from  the  date  of  delivery  of  a  security  until  each  dollar  of  the  principal  of  such  security  will  be  paid 
to  the  investor.  The  weighted  average  lives  of  the  Notes  of  each  Class  will  be  determined  by  the  amount 
and  frequency  of  principal  payments,  which  are  dependent  upon,  among  other  things,  the  amount  of 
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payments  received  at  or  in  advance  of  the  scheduled  maturity  of  the  Collateral  Assets  (whether  through 
sale,  maturity,  redemption,  prepayment,  default  or  other  liquidation  or  disposition).  The  actual  weighted 
average  lives  and  actual  maturities  of  the  Notes  will  be  affected  by  the  financial  conditions  of  the  obligors 
on  or  the  issuers  of  the  Collateral  Assets  or  the  obligors  on  the  underlying  assets,  and  the  characteristics 
of  such  securities  and  assets,  including  the  existence  and  frequency  of  exercise  of  any  optional  or 
mandatory  redemption  features,  the  prevailing  level  of  interest  rates,  the  redemption  price,  prepayment 
rates,  any  lockout  periods  or  prepayment  premiums  or  penalties,  the  actual  default  rate  and  the  actual 
level  of  recoveries  on  any  Defaulted  Obligations,  and  the  frequency  of  tender  or  exchange  offers  for  such 
Collateral  Assets.  Any  disposition  of  a  Collateral  Asset  will  change  the  composition  and  characteristics  of 
the  Collateral  Assets  and  the  scheduled  payments  and  payment  characteristics  thereon,  and,  accordingly, 
may  affect  the  actual  weighted  average  lives  of  the  Notes.  The  rate  of  future  defaults  and  the  amount 
and  timing  of  any  cash  realization  from  Defaulted  Obligations  and  Credit  Risk  Obligations  also  will  affect 
the  maturity  and  weighted  average  lives  of  the  Notes.  The  weighted  average  life  of  the  Notes  of  each 
Class  may  also  vary  depending  on  whether  or  not  the  Notes  are  redeemed.  The  weighted  average  lives 
of  the  Notes  are  expected  to  be  shorter,  and  may  be  substantially  shorter,  than  the  Stated  Maturity  of  the 
Notes. 

The  table  set  forth  below  indicates  the  percentage  of  the  initial  balance  of  each  Class  of  Notes 
that  would  be  outstanding  on  each  Payment  Date  assuming  no  prepayments  or  losses  and  the  weighted 
average  life  of  each  Class  of  Notes  and  principal  window  of  each  Class  based  on  the  following 
assumptions  (the  "Collateral  Assets  Assumptions"): 

i.       Forward  three  month  LIBOR  curve  as  of  March  20,  2007  are  assumed; 

ii.  the  Closing  Date  is  March  27,  2007,  the  first  Payment  Date  is  September  4,  2007,  and 
Payment  Dates  are  the  third  day  of  every  March,  June,  September  and  December,  not 
adjusting  for  Business  Days; 

iii.  all  of  the  net  proceeds  of  the  offering  of  the  Securities  are  invested  as  of  the  Closing  Date 
in  the  Collateral  Assets  and  Default  Swap  Collateral; 

iv.      the  Coverage  Tests  are  satisfied  as  of  the  Closing  Date; 

v.  expenses  due  under  clauses  (i),  (ii)  and  (iii)  of  the  Priority  of  Payments  are  paid  on  each 
Payment  Date  and  will  be  $35,500  plus  the  greater  of  U.S.$12,062.50  and  0.0018125% 
of  the  Quarterly  Asset  Amount  for  the  related  Due  Period  (or,  with  respect  to  the  first 
Payment  Date,  as  such  amounts  are  adjusted  based  on  the  number  of  days  in  such  Due 
Period); 

vi.  the  Collateral  Management  Fee  is  0.04%  per  annum  of  the  outstanding  Principal  Balance 
of  the  Collateral  Assets; 

vii.       there  are  no  Current  Deferred  Management  Fees; 

viii.       the  Deferred  Structuring  Expense  is  0.04%  per  annum  of  the  outstanding  Principal 
Balance  of  the  Collateral  Assets; 

ix.  Prior  to  distribution  on  each  Payment  Date,  interest  collections  are  assumed  to  be 
deposited  in  the  Collection  Account  for  30  days,  and  principal  collections  are  assumed  to 
be  deposited  in  the  Collection  Account  for  50  days,  each  earning  a  rate  equal  to  three 
month  LIBOR  minus  0.30%  per  annum; 

x.  Default  Swap  Collateral  and  Eligible  Investments  in  the  Default  Swap  Collateral  Account 
are  assumed  to  accrue  interest  at  three  month  LIBOR  plus  0.10%; 

xi.  each  Collateral  Asset  will  pay  principal  and  interest  in  accordance  with  its  terms  and 
scheduled  payments  will  be  timely  received,  unless  otherwise  specified; 
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xii.      failure  to  pay  interest  to  the  Holders  of  the  Class  A  Notes  and  the  Class  B  Notes  is  not  an 
Event  of  Default; 

xiii.      all  unpaid  Class  C  Note  and  Class  D  Note  interest  is  Deferred  Interest; 

xrv.      there  are  no  sales; 


no  rating  change  occurs  on  any  Collateral  Asset  or  the  Notes; 

there  is  no  Optional  Redemption,  Tax  Redemption  or,  except  with  respect  to  the  table 
setting  forth  the  Percentages  of  Initial  Principal  Balance  of  the  Class  A-1  Notes,  Class  A- 
2  Notes,  Class  B  Notes,  Class  C  Notes  and  Class  D  Notes  and  the  table  setting  forth  the 
Sensitivity  of  Principal  Payments  to  CDR,  Auction  Call; 

defaults  are  incurred  at  the  constant  annual  default  rates  and  are  applied  on  each 
Payment  Date  to  the  outstanding  Principal  Balance  of  the  Collateral  Assets  as  of  such 
Payment  Date  commencing  on  the  Payment  Date  in  September  2008;  and 

xviii.      there  is  no  PIK  interest  on  the  Collateral  Assets. 

Percentages  of  Initial  Principal  Balance  of  the  Class  A-1  Notes,  Class  A-2  Notes, 
Class  B  Notes,  Class  C  Notes  and  Class  D  Notes 


xv. 
xvi. 


XVII. 


Closing  Date 
September  4,  2007 
September  3, 2008 
September  3, 2009 
September  3,  2010 
September  3, 201 1 
September3,  2012 
September  3,  2013 
September  3,  2014 
September3, 2015 


Expected  Principal 
Window(1) 

Expected  Weighted 
Average  Life(2) 


Class  A-1  a 
100.00% 
93.17% 
83.89% 
68.69% 
43.13% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 

September 

4,  2007  to 

September 

3,2011 


Class  A-1b 
100.00% 

100.00% 

100.00% 

100.00% 

100.00% 

95.95% 

68.64% 

23.80% 

0.00% 

0.00% 

September 

3,2011  to 

March  3, 

2014 


Class  A-1  c 
100.00% 

100.00% 

100.00% 

100.00% 

100.00% 

100.00% 

100.00% 

100.00% 

0.00% 

0.00% 

March  3, 

2014  to 

June  3, 

2014 


Class  A-1  d 
100.00% 

100.00% 

100.00% 

100.00% 

100.00% 

100.00% 

100.00% 

100.00% 

25.22% 

0.00% 

June  3, 

2014  to 

December 

3,  2014 


Class  A-2 
100.00% 
98.63% 
96.78% 
93.74% 
88.63% 
78.38% 
67.46% 
49.52% 
36.80% 
0.00% 

September 

4,  2007  to 

September ' 

3,2015 


Class  B 
100.00% 

100.00% 

100.00% 

100.00% 

97.06% 

85.84% 

73.88% 

54.23% 

40.30% 

0.00% 

June  3, 

2010  to 

September 

3, 2015 


Class  C 
100.00% 
100.00% 
100.00% 
100.00% 
98.52% 
87.13% 
74.99% 
55.05% 
40.90% 
0.00% 


Class  D 
100.00% 

99.33% 

98.00% 

96.67% 

92.55% 

80.44% 

69.19% 

50.70% 

37.59% 

0.00% 


September  September 

3,  2010  to  4,  2007  to 

September  September 

3,2015  3,2015 


2.99  years      5.96  years       7.14  years        7.49  years        6.11  years       6.73  years      6.79  years      6.45  years 


(1)  The  "Expected  Principal  Window"  for  a  Class  of  Notes  Is  the  period  in  which  (a)  the  initial  principal  payment  of  the 
Class  is  expected  to  be  made  and  (b)  the  final  payment  of  principal  of  the  Class  is  expected  to  be  made  under  the  Collateral  Assets 
Assumptions  (assuming  no  defaults). 

(2)  The  "Expected  Weighted  Average  Life"  of  each  Class  of  Notes  Is  determined  by  (i)  multiplying  the  amount  of  each 
principal  distribution  on  such  Class  that  would  result  under  the  Collateral  Assets  Assumptions  (assuming  no  defaults)  by  the  number 
of  years  from  the  date  of  determination  to  the  related  Payment  Date  (assuming  30  days  in  each  month  and  a  360-day  year), 
(ii)  adding  the  results  and  (iil)  dividing  the  sum  by  the  aggregated  principal  distributions  referred  to  in  clause  (i). 

The  following  table  shows  the  "Expected  Weighted  Average  Life"  and  the  "Expected  Principal 
Window"  for  each  Class  of  Notes  under  various  constant  default  rates.  The  "Expected  Weighted  Average 
Life"  of  each  Class  of  Notes  is  determined  by  (i)  multiplying  the  amount  of  each  principal  distribution  on 
such  Class  that  would  result  under  the  Collateral  Assets  Assumptions  by  the  number  of  years  from  the 
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date  of  determination  to  the  related  Payment  Date  (assuming  30  days  in  each  month  and  a  360-day 
year),  (ii)  adding  the  results  and  (iii)  dividing  the  sum  by  the  aggregated  principal  distributions  referred  to 
in  clause  (i).  The  "Expected  Principal  Window"  for  a  Class  of  Notes  is  when  the  first  and  last  payments  of 
principal  are  expected  to  be  made  under  the  Collateral  Assets  Assumptions.  The  loss  severity  is 
assumed  to  be  80%. 

Sensitivity  of  Principal  Payments  to  CDR 


0.0%  CDR 


0.1%  CDR 


0.25%  CDR 


0.5%  CDR 


Class 


Expected  Expected 

Weighted'  Expected  Weighted  Expected 

Average  Principal  Average  Principal 

Life  Window             Life  Window 


Expected 

Weighted  Expected 

Average  Principal 

Life  Window 


Expected  Expected 

Weighted  Principal 

Average  Life  Window 


A-1a 


September  September  4,  September  4, 

_„„  4. 2007  to  „„,  2007  to  „  „,.  2007  to 

2.99  years       ^gf  2.97  years     Sep^r3(  2.95  years      Se™|r3, 

3,2011  2011  2011 


2.93  years 


September  4, 

2007  to 

September  3, 

2011 


A-1b         5.96  years 


September 

3,2011lo 

March  3, 

2014 


5.94  years 


September  3, 

2011  to 

March  3, 

2014 


September  3, 
5.92  years     201 1  to  March 
3,  2014 


5.88  years 


September  3, 

2011  to 

March  3, 

2014 


A-1c 


March  3, 
7.14  years      2014  to  June 
3, 2014 


March  3,  March  3,  2014 

7.14  years      2014  to  June      7.14  years         to  June  3, 
3, 2014  2014 


7.13  years 


March  3, 

2014  to  June 

3,2014 


A-1d 


June  3, 2014 
7.49  years      to  December 
3, 2014 


June  3, 201 4  June  3, 201 4 

7.49  years     to  December      7.49  years      to  December 
3,  2014  3,  2014 


7.49  years 


June  3, 2014 

to  December 

3, 2014 


A-2 


September 

.„,„„         4,  2007  to 
6.11  years       September 

3,  2015 


September  4,  September  4, 

.„„„„  2007  to  .„,,„„  2007  to 

61°years     Septembers,  6.08  years      September3i 

2015  2015 


September  4, 

"*»™        SepZb'erS, 
2015 


June  3, 2010 
6.73  years       Sept|?mber 
.  3,  2015 


June  3, 2010 

6.72  years     to  September     6.71  years 

3,2015 


September  3, 

2010  to 

September  3, 

2015 


December  3, 

*™y-        SepSrS, 
2015 


September 

ft  7Q  ,«=.r.  3'  2010  ,0 

6.79  years       September 
3,2015 


December  3, 

678yeare     Sep2Kr3.     678Veare 
2015 


March  3. 2011 

to  September 

3. 2015 


September  3, 
6-87years       ^^ 
2015 


September 

•*»«  &2S& 

3,  2015 


September  4.  September  4. 

<s^7„«.or.  2007  to  e,co„aa„  2007  to 

6.47  years     September3i  6.59  years      September3i 

2015  2015 


September  4; 

7-12  years       Septembers. 
2015 


The  table  set  forth  below  entitled  "Class  A-1,  A-2,  B,  C  and  D  Note  Constant  Default  Rate  Stress 
Tests"  shows  the  Constant  Default  Rate  ("CDR")  and  Cumulative  Defaults  for  each  Class  of  Notes  under 
three  stress  scenarios,  assuming  a  80%  loss  severity  on  defaulted  Collateral  Assets.  In  column  one 
("First  Dollar  of  Loss"),  CDR  represents  the  CDR  starting  on  the  September  2008  Payment  Date  that 
would  result  in  the  first  dollar  of  principal  loss  to  the  respective  Class  of  Notes.  Cumulative  Defaults 
represent  the  sum  of  such  defaults  divided  by  the  aggregate  principal  balance  of  the  Collateral  Assets  as 
of  the  Closing  Date.  In  column  two  ("Flat  Return"),  CDR  represents  the  CDR  starting  on  the  September 
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2008  Payment  Date  that  would  result  in  a  yield  equivalent  to  a  zero  discount  margin  over  three-month 
LIBOR  for  the  Class  A-1  a  Notes,  Class  A-1b  Notes,  Class  A-1c  Notes,  Class  A-1d  Notes,  Class  A-2 
Notes,  Class  B  Notes,  Class  C  Notes  and  Class  D  Notes.  Cumulative  Defaults  represent  the  sum  of  such 
defaults  divided  by  the  aggregate  principal  balance  of  the  Collateral  Assets  as  of  the  Closing  Date.  In 
column  three  ("Return  of  Investment,  (0%  return)"),  the  CDR  represents  the  CDR  starting  on  the 
September  2008  Payment  Date  that  would  result  in  an  approximate  0.0%  return  for  the  Class  A-1a  Notes, 
Class  A-1b  Notes,  Class  A-1c  Notes,  Class  A-1d  Notes,  Class  A-2  Notes,  Class  B  Notes,  Class  C  Notes 
and  Class  D  Notes.  Cumulative  Defaults  represent  the  sum  of  such  defaults  divided  by  the  aggregate 
principal  balance  of  the  Collateral  Assets  as  of  the  Closing  Date. 

Class  A-1 .  A-2.  B.  C  and  D  Notes  Constant  Default  Rate  Stress  Tests 


First  Dollar  of  Loss 

Flat  Return 

Return  of  Investment 

(0%  return) 

Constant  Annual 

Default 

Rate  at  80% 

Cumulative 

Cumulative 

Cumulative 

Loss  Severity 

CDR 
NA 

Defaults 

CDR          Defaults 

CDR           .Defaults 

Class  A-1  a* 

NA 

NA                NA 

NA                NA 

Class  A-1  b 

24.4% 

70.199% 

24.8%          70.785% 

28.4%          75.541% 

Class  A-1  c 

18.8% 

60.597% 

19.2%          61.377% 

21.2%          65.050% 

Class  A-1  d 

14.6% 

51.387% 

15.1%          52.587% 

16.6%          56.013% 

Class  A-2 

5.9% 

25.085% 

6.5%           27.271% 

9.7%            37.934% 

Class  B 

3.5% 

15.700% 

3.9%           17.338% 

5.0%           21.689% 

Class  C 

2.3% 

10.600% 

2.6%           11.901% 

2.9%           13.185% 

Class  D 

0.9% 

4.281% 

1.7%            7.941% 

1.9%            8.836% 

*  Under  the  given  default  and  modeling  assumptions,  the  Class  A-1a  Notes  do  not  take  a  loss  • 

Yield.  The  yield  to  maturity  of  the  Notes  of  each  Class  will  also  be  affected  by  the  rate  of 
repayment  of  the  Collateral  Assets,  as  well  as  by  the  redemption  of  the  Notes  in  an  Auction,  an  Optional 
Redemption  or  Tax  Redemption  (and  upon  the  Redemption  Price  then  payable).  The  Issuer  is  not 
required  to  repay  the  Notes  on  any  date  prior  to  their  Stated  Maturity.  The  receipt  of  principal  payments 
on  the  Notes  at  a  rate  slower  than  the  rate  anticipated  by  investors  purchasing  the  Notes  at  a  discount  will 
result  in  an  actual  yield  that  is  lower  than  anticipated  by  such  investors. 

The  yield  to  maturity  of  the  Notes  may  also  be  affected  by  the  rate  of  delinquencies  and  defaults 
on  and  liquidations  of  the  Collateral  Assets,  to  the  extent  not  absorbed  by  the  Income  Notes;  sales  of 
Collateral  Assets;  and/or  purchases  of  Collateral  Assets  having  different  scheduled  payments  and 
payment  characteristics  and  the  effect  of  the  Coverage  Tests  on  payments  under  the  Priority  of 
Payments.  The  yield  to  investors  in  the  Notes  will  also  be  adversely  affected  to  the  extent  that  the  Issuers 
incur  certain  expenses  that  are  not  absorbed  by  the  Income  Notes. 

THE  COLLATERAL  MANAGER 

The  information  appearing  in  this  section  (other  than  the  information  contained  under  the 
subheading  "General")  has  been  prepared  by  the  Collateral  Manager  and  has  not  been  independently 
verified  by  the  Initial  Purchaser  or  either  of  the  Issuers.  Neither  the  Initial  Purchaser  nor  the  Issuers 
assume  any  responsibility  for  the  accuracy,  completeness  or  applicability  of  such  information. 

General 

Certain  management,  administrative  and  advisory  functions  with  respect  to  the  Collateral  Assets 
will  be  performed  by  Greywolf  Capital  Management  LP,  a  Delaware  limited  partnership  ("Greywolf" ),  as 
the  Collateral  Manager  under  a  Collateral. Management  Agreement  between  the  Issuer  and  Greywolf 
dated  as  of  the  Closing  Date  (the  "Collateral  Management  Agreement").  Pursuant  to  the  terms  of  the 
Collateral  Management  Agreement,  the  Collateral  Manager  will  (i)  monitor  the  Collateral  Assets  and 
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provide  certain  information  with  respect  to  the  Collateral  Assets  to  the  Trustee,  (ii)  direct  the  disposition  of 
the  Collateral  Assets  under  the  limited  circumstances  described  herein,  (Hi)  direct  the  reinvestment  of  the 
proceeds  therefrom  in  Eligible  Investments,  (iv)  monitor  the  Cashflow  Swap  Agreement  and  determine 
whether  and  when  the  Issuer  should  exercise  any  rights  available  under  any  Cashflow  Swap  Agreement, 
and  (v)  direct  the  reinvestment  of  Default  Swap  Collateral  with  the  consent  of  the  Synthetic  Security 
Counterparty.  The  Collateral  Manager  will  perform  its  duties  in  accordance  with  the  requirements  set 
forth  in  the  Indenture  and  in  accordance  with  the  provisions  of  the  Collateral  Management  Agreement. 
The  Collateral  Manager  is  also  subject  to  certain  other  conflicts  of  interest.  See  "Risk  Factors-Other 
Considerations-Certain  Conflicts  of  Interest"  and  "Risk  Factors-Other  Considerations-The  Collateral 
Manager." 

Greywolf  Capital  Management  LP 

Greywolf  is  an  SEC-  registered  investment  adviser  and  currently  manages  over  $2,000,000,000 
in  capital.  Greywolf  was  founded  in  2003  by  a  team  of  former  employees  of  Goldman  Sachs  fixed  income 
trading  division  and  now  has  29  investment  professionals  with  extensive  experience  in  distressed,  high 
yield  and  structured  product  investing.  A  copy  of  the  Collateral  Manager's  Form  ADV  is  being  delivered  to 
investors  in  connection  with  the  delivery  of  this  offering  circular  as  Appendix  B  hereto. 

Key  Personnel 

Set  forth  below  is  information  regarding  the  background,  principal  responsibilities  and  other 
affiliations  of  certain  of  the  principal  officers  and  other  employees  of  the  Collateral  Manager,  including 
those  personnel  who  will  be  primarily  responsible  for  managing  the  Collateral  Assets  and  for  performing 
the  advisory  and  administrative  functions  related  thereto.  Although  these  individuals  are  currently 
employed  by  the  Collateral  Manager  and  hold  the  offices  indicated  below  with  the  Collateral  Manager, 
such  persons  will  not  be  engaged  full  time  in  the  management  of  the  Collateral.  In  addition,  such  persons 
may  not  necessarily  continue  to  be  so  employed  during  the  entire  term  of  the  Collateral  Management 
Agreement  or  may  not  continue  to  perform  services  for  the  Collateral  Manager  under  the  Collateral 
Management  Agreement. 

Collateral  Management  Team 

Gregory  Mount,  Partner.  Mr.  Mount  joined  Greywolf  in  September  2005  as  a  Partner  and  is 
responsible  for  structured  product  investments.  Mr.  Mount  will  be  the  co-portfolio  manager  of  Timberwolf 
I,  Ltd.  with  Joe  Marconi.  Prior  to  joining  Greywolf,  Mr.  Mount  worked  at  Goldman  Sachs  for  9  years  from 
which  he  retired  as  a  Partner  of  the  firm  in  2005.  Mr.  Mount  founded  Goldman's  CDO  business  in  1996 
and  later  held  numerous  senior  positions  in  credit  derivatives  and  structured  products,  including  co-head 
of  the  Structured  Products  Group,  which  consisted  of  the  CMBS,  RMBS,  ABS  and  CDO  businesses  and 
head  of  Portfolio  Credit  Derivatives  which  encompassed  cash  and  synthetic  CDOs.  Mr.  Mount  also 
initiated  Goldman's  proprietary  CDO  investment  activity  in  2003  and  was  the  primary  decision-maker  for 
that  portfolio  at  its  inception.  Mr.  Mount  received  a  B.S.  in  Electrical  Engineering  from  M.I.T.  in  1987,  and 
an  M.B  A,  with  high  honors,  from  The  University  of  Chicago  Graduate  School  of  Business  in  1992. 

Joe  Marconi,  Vice  President.  Mr.  Marconi  joined  Greywolf  in  April  2006  and  is  responsible  for 
structured  product  investments.  Mr.  Marconi  will  be  the  co-portfolio  manager  of  Timberwolf  I,  Ltd.  with  Mr. 
Mount.  Prior  to  joining  Greywolf,  Mr.  Marconi  was  a  Managing  Director  in  the  Structured  Products  Group 
at  Goldman  Sachs  where  he  was  co-head  of  ABS  Finance  and  a  member  of  the  Mortgage  Capital 
Committee  (which  is  responsible  for  approving  capital  commitments  across  the  CMBS,  RMBS,  ABS  and 
CDO  businesses).  Mr.  Marconi  joined  Goldman  Sachs  in  1993  and  became  a  Managing  Director  in  2003. 
Prior  to  joining  Goldman  Sachs,  from  1984  to  1993,  Mr.  Marconi  was  an  attorney  with  Cravath,  Swaine  & 
Moore  in  New  York  and  London.  Mr.  Marconi  received  a  B.A.  in  Economics,  summa  cum  laude,  from 
Columbia  College  in  1983  and  was  elected  to  Phi  Beta  Kappa.  Mr.  Marconi  also  received  a  J.D.  from 
Columbia  Law  School  in  1984  and  was  a  Harlan  Fiske  Stone  Scholar  each  of  his  three  years. 

Jonathan  Savitz,  Partner.  Mr.  Savitz  co-founded  Greywolf  in  February  2003  and  is  the  Firm's 
Chief  Executive  Officer  and  the  Funds'  Chief  Investment  Officer.  Prior  to  co-founding  Greywolf,  Mr. 
Savitz  worked  at  Goldman  Sachs  for  over  15  years  from  which  he  retired  as  a  Partner  of  the  firm  in  2002. 
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From  1998  -  2002,  Mr.  Savitz  led  Goldman's  global  distressed  trading,  sales  and  research  effort  and  was 
a  primary  decision  maker  and  risk  manager  in  Goldman's  proprietary  investing  activities  across  the  fixed 
income  markets.  From  1995  - 1998,  Mr.  Savitz  managed  the  high  yield  trading  desk  and  prior  thereto  held 
positions  in  distressed  proprietary  investing  and  corporate  bond  trading.  Mr.  Savitz  joined  Goldman  in 
1987  after  graduating  with  a  BA,  with  honors,  from  The  Johns  Hopkins  University. 

James  Gillespie,  Partner.  Mr.  Gillespie  is  a  co-founder  of  Greywolf  and  is  a  Portfolio  Manager  of 
the  Special  Situations  Funds.  Prior  to  founding  Greywolf,  Mr.  Gillespie  worked  at  Goldman  Sachs  for  six 
years.  Mr.  Gillespie  was  head  of  Distressed  Bond  Investing  where  he  ran  Goldman's  proprietary 
distressed  bond  portfolio  on  the  trading  desk.  Prior  thereto,  Mr.  Gillespie  was  director  of  distressed  bond 
research  after  having  been  a  distressed  analyst  for  Goldman's  bank  loan  and  bond  desks.  Mr.  Gillespie 
has  significant  experience  in  analyzing,  valuing  and  investing  in  distressed  securities  as  well  as  managing 
a  large  portfolio  of  distressed  investments.  He  also  has  experience  actively  participating  in  the  workout 
process  as  both  a  committee  member  and  large  creditor.  Prior  to  Goldman,  Mr.  Gillespie  worked  at 
Salomon  Brothers  in  high  yield  capital  markets.  Mr.  Gillespie  received  a  Bachelor  of  Commerce  degree, 
with  honors,  from  the  University  of  British  Columbia  in  1995  and  is  a  Leslie  Wong  Fellow.  Mr.  Gillespie  is 
a  CFA  charterholder. 

Robert  Miller,  Partner.  Mr.  Miller  is  a  co-founder  of  Greywolf  and  a  Portfolio  Manager  for  the 
Greywolf  High  Yield  Funds.  Prior  to  founding  Greywolf,  Mr.  Miller  worked  at  Goldman  Sachs  for  10  years 
and  ran  Goldman's  high  yield  trading  desks  in  New  York  and  London  from  1998  -  2000.  After  retiring 
from  Goldman,  Mr.  Miller  was  retained  by  the  firm  for  almost  two  years  as  a  consultant  on  electronic  bond 
trading  platforms.  Prior  to  heading  the  high  yield  trading  desk,  Mr.  Miller  was  a  high  yield  and  corporate 
bond  trader  for  Goldman  and  prior  thereto  was  a  credit  analyst  for  PNC  Bank.  During  his  career,  Mr. 
Miller  has  traded  and  analyzed  most  major  industry  sectors  and  held  proprietary  positions  in  straight  debt, 
common  and  preferred  stock,  futures,  convertibles,  trust  preferred,  and  credit  derivatives.  Mr.  Miller 
received  a  BA  magna  cum  laude  from  Franklin  and  Marshall  College  in  1983  and  an  M.BA,  with 
honors,  from  UNC-Chapel  Hill  in  1989. 

Cevdet  Samikoglu,  Partner.  Mr.  Samikoglu  is  a  co-founder  of  Greywolf  and  a  Portfolio  Manager 
of  the  Special  Situations  Funds.  Prior  to  founding  Greywolf,  Mr.  Samikoglu  worked  at  Goldman  Sachs  for 
ten  years  where  he  was  one  of  three  portfolio  managers  in  the  Special  Situations  Investing  Group,  a 
Goldman  Sachs'  proprietary  internal  hedge  fund.  Prior  to  assuming  his  portfolio  management  role  in 
2000,  Mr.  Samikoglu  held  numerous  positions  in  distressed  investing  at  Goldman  including  director  of 
research  in  both  the  US  and  Europe.  Mr.  Samikoglu  joined  Goldman  in  1992  as  a  corporate  finance 
generalist  before  moving  to  the  distressed  investing  business  as  a  credit  analyst  in  1998  after  returning 
from  business  school.  Mr.  Samikoglu  has  extensive  experience  investing  in  all  layers  of  levered  capital 
structures  both  on  the  long  and  short  side  and,  at  times,  participating  actively  in  steering  and  creditors' 
committees.  Mr.  Samikoglu  received  a  BA  cum  laude  from  Hamilton  College  in  1992  and  an  MB  A 
from  Harvard  Business  School  in  1997. 

William  Troy,  Partner.  Mr.  Troy  is  a  co-founder  of  Greywolf  and  a  Portfolio  Manager  of  the  High 
Yield  Funds,  as  well  has  having  responsibility  for  firmwide  risk  management.  Prior  to  founding  Greywolf, 
Mr.  Troy  was  the  key  manager  for  JP  Morgan's  High  Yield  business,  which  he  joined  following  the  merger 
of  Smith  Barney  with  Salomon  Brothers.  At  JP  Morgan,  Mr.  Troy  was  a  member  of  the  Senior  Trader's 
Committee,  the  Underwriting  Committee,  the  Risk  Committee  and  the  Credit  Committee.  Prior  to  JP 
Morgan,  Mr.  Troy  joined  Smith  Barney  in  1996  as  a  Managing  Director  to  co-head  the  High  Yield 
business,  overseeing  sales,  trading,  research  and  syndicate.  Prior  to  Smith  Barney,  Mr.  Troy  joined 
Goldman  Sachs  in  1986  as  a  senior  corporate  bond  trader  where  he  was  responsible  for  risk  taking 
activities  with  a  further  mandate  to  expand  the  business  and  develop  new  trading  personnel.  He  was 
later  asked  to  join  the  High  Yield  department  in  1991  as  the  senior  trader.  Prior  to  Goldman  Sachs,  Mr. 
Troy  joined  Salomon  Brothers  in  1978  as  a  manager  for  the  international  business  in  cashiering 
operations  and  subsequently  as  a  trader  on  the  corporate  bond  trading  desk.  Mr.  Troy  began  his  37-year 
Wall  Street  career  in  1969  at  Dean  Witter. 
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Conflicts  of  Interest 

Various  potential  and  actual  conflicts  of  interest  may  arise  from  the  overall  advisory,  investment 
and  other  activities  of  the  Collateral  Manager,  affiliates  and  their  respective  clients  and  employees.  The 
following  briefly  summarizes  some  of  these  conflicts,  but  is  not  intended  to  be  an  exhaustive  list  of  all 
such  conflicts. 

The  Collateral  Manager  and/or  its  affiliates  have  ongoing  relationships  with,  render  service  to, 
finance  and  engage  in  transactions  with,  and  may  own  debt  or  equity  securities  issued  by  issuers  of 
certain  of  the  Collateral  Assets.  The  Collateral  Manager  and  its  affiliates  may  invest  on  behalf  of 
themselves  and  other  clients  in  securities  that  are  senior  or  subordinated  to,  or  have  interests  different 
from  or  adverse  to,  the  Collateral  Assets.  The  interests  of  such  parties  may  be  different  than  or  adverse 
to  the  interest  of  the  Holders  of  the  Securities.  In  addition,  such  persons  may  possess  information 
relating  to  the  Collateral  Assets  that  is  not  known  to  the  individuals  at  the  Collateral  Manager  responsible 
for  monitoring  the  Collateral  Assets  and  performing  the  other  obligations  under  the  Collateral 
Management  Agreement.  Such  persons  will  not  be  required  (and  may  not  be  permitted)  to  share  such 
information  or  pass  it  along  to  the  Issuer,  the  Collateral  Manager  or  any  holder  of  any  Security.  Neither 
the  Collateral  Manager  nor  any  of  such  persons  will  have  liability  to  the  Issuer  or  any  Holder  of  any 
Security  for  failure  to  disclose  such  information  or  for  taking,  or  failing  to  take,  any  action  based  upon 
such  information. 

In  addition,  the  Collateral  Manager  and/or  any  of  its  affiliates  may  engage  in  any  other  business 
and  furnish  investment  management  and  advisory  services  to  others  which  may  include,  without 
limitation,  serving  as  consultant  or  servicer  for,  investing  in,  lending  to,  being  affiliated  with  or  have  other 
ongoing  relationships  with,  other  entities  organized  to  issue  collateralized  debt  obligations  secured  by 
assets  similar  to  the  Collateral  Assets,  and  other  trusts  and  pooled  investment  vehicles  that  acquire 
interests  in,  provide  financing  to,  or  otherwise  deal  with  securities  issued  by  issuers  that  would  be  suitable 
investments  for  the  Issuer.  In  the  course  of  monitoring  the  Collateral  Assets  held  by  the  Issuer,  the 
Collateral  Manager  may  consider  its  relationships  with  other  clients  (including  entities  whose  securities  (or 
those  of  its  affiliates)  are  pledged  to  secure  the  Notes)  and  its  affiliates.  In  providing  services  to  other 
clients,  the  Collateral  Manager  and  its  affiliates  may  recommend  activities  that  would  compete  with  or 
otherwise  adversely  affect  the  Issuer.  In  addition,  the  Collateral  Manager  will  be  free,  in  its  sole  discretion, 
to  make  recommendations  to  others,  or  effect  transactions  on  behalf  of  itself  or  for  others,  that  may  be  the 
same  as  or  different  from  those  effected  on  behalf  of  the  Issuer,  and  the  Collateral  Manager  may  furnish 
advisory  services  to  others  who  may  have  investment  policies  similar  to  those  followed  by  the  Issuer  and 
who  may  own  securities  of  the  same  class,  or  which  are  the  same  type  as,  the  Collateral  Assets.  Under 
the  terms  of  the  Collateral  Management  Agreement,  the  Collateral  Manager  will  be  permitted  to  take 
whatever  action  is  in  the  Collateral  Manager's  best  interest  regardless  of  the  impact  on  the  Collateral 
Assets.  In  addition,  under  certain  circumstances  the  Collateral  Manager  may  direct  the  Issuer  to  sell 
certain  Collateral  Assets.  Such  sales  of  Collateral  Assets  may  result  in  losses  by  the  Issuer,  which  losses 
may  result  in  the  reduction  or  withdrawal  of  the  rating  of  any  or  all  of  the  Securities  by  any  of  the  Rating 
Agencies.  In  determining  whether  to  exercise  such  right,  the  Collateral  Manager  need  not  take  into 
account  the  interests  of  the  Issuers,  the  Noteholders,  the  Income  Noteholders  or  any  other  party. 

The  Collateral  Manager  and/or  its  affiliates  may  at  certain  times  be  simultaneously  seeking  to 
purchase  or  dispose  of  investments  for  their  respective  accounts  or  for  another  entity,  including  other 
collateralized  debt  obligation  vehicles,  at  the  same  time  as  it  is  disposing  of  investments  for  the  Issuer. 
Accordingly,  conflicts  may  arise  regarding  the  allocation  of  sale  opportunities. 

The  Collateral  Manager  may  aggregate  sales  of  securities  placed  with  respect  to  the  Collateral 
Assets  with  similar  sales  being  made  simultaneously  for  other  clients  or  other  accounts  managed  by  the 
Collateral  Manager  or  with  accounts  of  the  affiliates  of  the  Collateral  Manager,  if  in  the  Collateral 
Manager's  reasonable  business  judgment  such  aggregation  will  result  in  an  overall  economic  benefit  to 
the  Issuer,  taking  into  consideration  the  advantageous  selling  price,  brokerage  commission  and  other 
expenses.  However,  no  provision  of  the  Collateral  Management  Agreement  requires  the  Collateral 
Manager  or  its  affiliates  to  execute  orders  as  part  of  concurrent  authorizations  or  to  aggregate  sales. 
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Nevertheless,  the  Collateral  Manager  may,  in  the  allocation  of  business,  take  into  consideration  research 
and  other  brokerage  services  furnished  to  the  Collateral  Manager  or  its  affiliates  by  brokers  and  dealers. 
Such  services  may  be  used  by  the  Collateral  Manager  in  connection  with  the  Collateral  Manager's  other 
advisory  services  or  investment  operations. 

No  provision  in  the  Collateral  Management  Agreement  prevents  the  Collateral  Manager  or  any  of 
its  affiliates  from  rendering  services  of  any  kind  to  the  issuer  of  any  Collateral  Assets  and  its  affiliates,  the 
Trustee,  the  Holders  of  the  Securities,  the  Cashflow  Swap  Counterparty  or  any  other  entity.  Without 
prejudice  to  the  generality  of  the  foregoing,  the  Collateral  Manager  and  its  affiliates,  directors,  officers, 
employees  and  agents  may,  among  other  things:  (a)  serve  as  general  partner,  adviser,  sponsor  or 
manager  of  partnerships  or  companies  organized  to  issue  collateralized  bond  or  loan  obligations  secured 
by  assets  similar  to  the  Collateral  Assets,  directors  (whether  supervisory  or  managing),  partners,  officers, 
employees,  agents,  nominees  or  signatories  for  an  issuer  of  any  Collateral  Assets;  (b)  receive  fees  for 
services  rendered  to  the  issuer  of  any  Collateral  Assets  or  any  affiliate  thereof;  (c)  be  retained  to  provide 
services  unrelated  to  the  Collateral  Management  Agreement  to  the  Issuer  or  its  Affiliates  and  be  paid 
therefor;  (d)  a  secured  or  unsecured  creditor  of,  or  hold  an  equity  interest  in,  any  issuer  of  any  Collateral 
Assets;  (e)  serve  as  a  member  of  any  "creditors'  board"  or  "creditors'  committee"  with  respect  to  any 
Collateral  Assets  which  has  become  or  may  become  a  Defaulted  Obligation  or  with  respect  to  any 
commercial  mortgage  loan  securing  any  Collateral  Assets  or  the  respective  borrower  for  any  such 
commercial  mortgage  loan;  (f)  own  or  make  loans  to  any  borrower  or  affiliate  of  any  borrower  on  any  of 
the  commercial  mortgage  loans  securing  the  Collateral  Assets;  (g)  invest,  or  have  already  invested,  in 
obligations  and/or  other  securities  that  are  identical  to  or  senior  to,  or  have  interests  different  from  or 
adverse  to,  the  Collateral  Assets;  (h)  make  investments  on  their  own  behalf  without  offering  such 
investment  opportunities  to  the  Issuer  or  informing  the  Issuer  of  any  investments  before  engaging  in  any 
investment  for  themselves;  (i)  recommend  or  effect  direct  trades  between  the  Issuer  and  the  Collateral 
Manager  or  a  Collateral  Manager  Affiliate  or  funds  or  accounts  for  which  the  Collateral  Manager  or  an 
Affiliate  serve  as  Collateral  Manager,  acting  as  principal  or  agent,  subject  to  applicable  legal 
requirements;  (j)  invest  in  obligations  that  would  be  appropriate  as  Collateral  and  have  ongoing 
relationships  with,  render  services  to  or  engage  in  transaction  with,  companies  whose  obligations  are 
included  in  the  Collateral  and  may  own  equity  or  debt  securities  by  issuers  of  and  other  obligors  of 
Collateral  Assets;  and  (k)  enter  into  agency  cross-transactions  where  the  Collateral  Manager  and/or  the 
Collateral  Manage  Affiliates  acts  as  broker  for  the  Issuer  and  for  the  other  party  to  the  transaction,  to  the 
extent  permitted  under  applicable  law.  Under  the  terms  of  the  Collateral  Management  Agreement,  the 
Collateral  Manager  will  be  permitted  to  take  whatever  action  is  in  the  Collateral  Manager's  best  interest 
regardless  of  the  impact  on  the  Collateral  Assets. 

Members  of  the  board  of  directors  of  the  Issuer  who  are  not  affiliated  with  the  Collateral  Manager 
or  their  delegates  or  other  authorized  representatives  of  the  Issuer  will  have  the  responsibility  for 
approving  any  transactions  between  the  Issuer  and  the  Collateral  Manager  or  its  affiliates  involving 
significant  conflicts  of  interest  (including  principal  trades).  More  particularly,  directors  unaffiliated  with  the 
Collateral  Manager  or  any  delegate  designated  by  such  directors  will  be  responsible  for  approving  any 
principal  transactions  for  which  Issuer  consent  is  required  pursuant  to  Section  206(3)  of  the  Advisers  Act. 

In  addition,  with  the  prior  authorization  of  the  Issuer,  which  has  been  given  and  can  be  revoked  at 
any  time,  the  Collateral  Manager  and/or  its  affiliates  may  enter  into  agency  cross-transactions  where  the 
Collateral  Manager  and/or  its  affiliates  acts  as  broker  for  the  Issuer  and  for  the  other  party  to  the 
transaction,  to  the  extent  permitted  under  applicable  law,  in  which  case  the  Collateral  Manager  or  any 
such  affiliate  will  receive  commissions  from,  and  have  a  potentially  conflicting  division  of  loyalties  and 
responsibilities  regarding,  both  parties  to  the  transaction. 

On  the  Closing  Date  it  is  expected  that  the  Collateral  Manager  or  one  or  more  clients  or  affiliates 
of  the  Collateral  Manager  will  purchase  approximately  50%  of  the  aggregate  notional  amount  of  the 
Income  Notes,  100%  of  the  Aggregate  Outstanding  Amount  of  the  Class  D  Notes  and  may  purchase 
Notes  and/or  Income  Notes  on  or  after  the  Closing  Date.  The  Collateral  Manager  and/or  one  or  more  of 
its  affiliates  or  employees,  or  funds  managed  by  Greywolf  may  own  from  time  to  time  additional  Securities 
of  one  or  more  types.  There  can  be  no  assurance  that  any  of  the  foregoing  persons  will  continue  to  hold 
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any  or  all  of  such  Securities.  As  a  Holder  of  Income  Notes  or  any  other  Securities,  such  persons  may 
have  interests  adverse  to  the  other  Holders  of  Securities.  For  so  long  as  Greywolf  is  the  Collateral 
Manager  and  any  funds  managed  by  Greywolf  continue  to  hold  any  Income  Notes,  any  Collateral 
management  Fees  otherwise  payable  to  the  Collateral  Manager  hereunder  shall  be  paid  by  the  Issuer  in 
the  following  order:  (i)  first,  to  such  funds  managed  by  Greywolf  (on  a  pro  rata  basis  among  such  funds), 
in  an  amount  equal  to  the  product  of  (x)  such  Collateral  Management  Fees  and  (y)  a  fraction  the 
numerator  of  which  is  the  notional  amount  of  the  Income  Notes  held  by  such  funds  managed  by  Greywolf 
and  the  denominator  of  which  is  the  aggregate  notional  amount  of  all  the  Income  Notes  and  (ii)  second, 
the  remainder,  if  any,  to  Greywolf. 

Greywolf  or  any  of  its  clients,  affiliates  or  subsidiaries  will  be  permitted  to  exercise  all  voting  rights 
with  respect  to  any  Securities  which  they  may  acquire  (other  than  with  respect  to  a  vote  regarding  the 
removal  of  the  Collateral  Manager  or  the  termination  or  assignment  of  the  Collateral  Management 
Agreement).  The  interests  of  such  persons  may  be  different  from  or  adverse  to  the  interests  of  the  other 
holders  of  Notes. 

THE  COLLATERAL  MANAGEMENT  AGREEMENT 

General 

The  Collateral  Manager  will  perform  certain  investment  management  and  administrative  functions 
with  respect  to  the  Issuer  and  Collateral  Assets  on  behalf  of  the  Issuer  in  accordance  with  the  applicable 
provisions  of  the  Indenture  and  the  Collateral  Management  Agreement. 

The  Collateral  Manager  agrees  to  exercise  that  degree  of  skill  and  care  consistent  with  the 
practices  and  procedures  and  attention  no  less  than  that  which  the  Collateral  Manager  exercises  with 
respect  to  comparable  assets  that  it  manages  for  clients  in  substantially  similar  transactions  in 
accordance  with  its  practices  and  procedures  and  which  is  consistent  with  those  followed  by  reasonable 
and  prudent  institutional  managers  of  national  standing  relating  to  assets  of  the  nature  and  character  of 
the  Collateral  Assets. 

Neither  the  Collateral  Manager  nor  its  partners,  directors,  officers,  stockholders  or  employees 
(collectively,  the  "Collateral  Manager  Affiliates")  will  be  liable  to  the  Issuer,  the  Trustee,  the  Holders  of  the 
Securities,  or  any  other  person  for  any  loss  incurred  as  a  result  of  the  actions  taken  by  or  recommended 
by  the  Collateral  Manager  under  the  Collateral  Management  Agreement  or  the  Indenture,  except  by 
reason  of  acts  or  omissions  constituting  bad  faith,  willful  misconduct,  gross  negligence  or  reckless 
disregard,  of  its  obligations  thereunder.  Subject  to  the  above  mentioned  standard  of  liability,  the  Collateral 
Manager  and  its  affiliates,  and  each  of  their  respective  partners,  shareholders,  members,  officers, 
directors,  managers,  employees,  agents,  accountants  and  attorneys  will  be  entitled  to  indemnification  by 
the  Issuer  for  any  losses  or  liabilities,  including  legal  or  other  expenses,  relating  to  the  issuance  of  the 
Securities,  the  transactions  contemplated  by  the  Indenture  or  the  performance  of  the  Collateral  Manager's 
obligations  under  the  Collateral  Management  Agreement 

The  Collateral  Manager  may  assign  its  rights  or  responsibilities  under  the  Collateral  Management 
Agreement  provided  that  (i)  such  assignment  satisfies  the  Rating  Agency  Condition,  and  (ii)  the  Collateral 
Manager  obtains  the  consent  of  the  Issuer  as  directed  by  a  Majority  of  the  Controlling  Class  and  a 
Majority-in-lnterest  of  Income  Notes  (unless  such  assignment  would  be  deemed  as  "assignment"  for 
purposes  of  Section  205(a)(2)  of  the  Advisers  Act,  in  which  case  such  consent  shall  not  be  required).  The 
Collateral  Manager  may  delegate  to  an  agent  selected  with  reasonable  care  any  or  all  of  the  duties  (other 
than  its  asset  selection  or  trade  execution  duties)  assigned  to  the  Collateral  Manager  under  the  Collateral 
Management  Agreement,  provided  that  no  delegation  by  the  Collateral  Manager  of  any  of  its  duties  under 
the  Collateral  Management  Agreement  shall  relieve  the  Collateral  Manager  of  any  of  its  duties  under  the 
Collateral  Management  Agreement  nor  relieve  the  Collateral  Manager  of  any  liability  with  respect  to  the 
performance  of  such  duties. 
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The  Collateral  Management  Agreement  may  not  be  amended  or  modified  (other  than  an 
amendment  or  modification  of  the  type  that  may  be  made  to  the  Indenture  without  the  consent  of  the 
Holders  of  the  Notes)  without  satisfaction  of  the  Rating  Agency  Condition  and  the  prior  written  consent  of 
the  Noteholders  and  any  Cashflow  Swap  Counterparty,  if  the  consent  of  such  parties  would  be  required 
were  such  an  amendment  made  pursuant  to  the  Indenture. 

The  Collateral  Manager  may  be  removed  for  cause  by  the  Holders  of  at  least  66-2/3%  of  the 
Controlling  Class  or  a  Special-Majority-in-lnterest  of  Income  Noteholders  (as  such  term  is  defined  in  the 
Collateral  Management  Agreement)  upon  20  calendar  days'  prior  written  notice;  provided,  however,  that 
any  such  vote  will  exclude  any  Securities  held  by  the  Collateral  Manager,  any  affiliate  of  the  Collateral 
Manager  or  any  Securities  over  which  the  Collateral  Manager  or  any  of  its  affiliates  has  discretionary 
voting  authority  (the  "Collateral  Manager  Securities").  For  purposes  of  the  Collateral  Management 
Agreement,  "cause"  will  mean  (i)  willful  violation  by  the  Collateral  Manager  of  any  provision  of  the 
Collateral  Management  Agreement  or  the  Indenture  applicable  to  it,  (ii)  certain  events  of  bankruptcy  or 
insolvency  in  respect  of  the  Collateral  Manager,  (iii)  the  occurrence  and  continuation  of  an  Event  of 
Default  under  the  Indenture  which  directly  results  from  any  breach  by  the  Collateral  Manager  of  its  duties 
under  the  Indenture  or  the  Collateral  Management  Agreement,  (iv)  the  occurrence  of  an  act  by  the 
Collateral  Manager  which  constitutes  fraud  or  criminal  activity  in  the  performance  of  its  obligations  under 
the  Collateral  Management  Agreement  or  the  indictment  of  the  Collateral  Manager  or  any  of  its  officers  or 
directors  for  a  criminal  offense  materially  related  to  its  business  of  providing  investment  advisory  services 
and  (v)  the  failure  of  any  representation,  warranty,  certification  or  statement  made  or  delivered  by  the 
Collateral  Manager  in  or  pursuant  to  the  Collateral  Management  Agreement  or  the  Indenture  to  be  correct 
when  made  if  such  failure  (a)  has  a  material  adverse  effect  on  either  of  the  Issuers,  the  Noteholders  or 
the  Holders  of  the  Income  Notes  and  (b)  if  such  failure  can  be  cured,  such  failure  is  not  cured  within  60 
days  after  the  Collateral  Manager  acquires  actual  knowledge  of  or  receives  notice  from  the  Trustee  of 
such  failure. 

The  Collateral  Manager  may  resign  upon  60  days'  written  notice  to  the  Issuer,  the  Trustee,  the 
Cashflow  Swap  Counterparty  and  the  Rating  Agencies  or  such  shorter  notice  as  is  acceptable  to  the 
Issuer,  the  Trustee  and  the  Rating  Agencies;  provided  that  the  Collateral  Manager  shall  have  the  right  to 
resign  immediately  upon  the  effectiveness  of  any  material  change  in  applicable  laws  or  regulations  which 
renders  the  performance  by  the  Collateral  Manager  of  its  duties  under  the  Collateral  Management 
Agreement  or  the  Indenture  to  be  a  violation  of  such  laws  or  regulations.  The  Collateral  Management 
Agreement  will  terminate  automatically  in  the  event  the  Notes  and  the  Income  Notes  are  redeemed  or 
cancelled  in  their  entirety,  or  in  the  event  of  its  assignment  by  the  Collateral  Manager  in  violation  of  the 
Collateral  Management  Agreement  or  if  it  is  determined  in  good  faith  that  the  Issuer  or  the  Co-Issuer  or 
the  pool  of  Collateral  Assets  has  become  required  to  register  under  the  Investment  Company  Act,  and  the 
Issuer  so  notifies  the  Collateral  Manager. 

No  removal,  termination  or  resignation  of  the  Collateral  Manager  or  termination  of  the  Collateral 
Management  Agreement  will  be  effective  unless  (i)  a  successor  Collateral  Manager  is  appointed  by  the 
Issuer  and  agrees  in  writing  to  assume  all  of  the  Collateral  Manager's  duties  and  obligations  pursuant  to 
the  Collateral  Management  Agreement,  (ii)  the  successor  Collateral  Manager  is  not  objected  to  by  a 
Special-Majority-in-lnterest  of  Income  Noteholders  (as  such  term  is  defined  in  the  Collateral  Management 
Agreement)  or  a  Majority  of  the  Controlling  Class  (including,  except  with  respect  to  a  termination  for 
cause  of  the  Collateral  Manager,  any  Collateral  Manager  Securities)  within  30  days  after  notice  and  (iii) 
the  Rating  Agency  Condition  has  been  satisfied  with  respect  to  the  appointment  of  such  successor 
Collateral  Manager.  Such  successor  Collateral  Manager  must,  in  addition,  meet  certain  qualifications 
specified  in  the  Collateral  Management  Agreement  (the  "Replacement  Manager  Conditions"). 

In  the  event  that  the  Collateral  Manager  has  been  removed,  terminated  or  resigned  and  a 
successor  Collateral  Manager  meeting  the  Replacement  Manager  Conditions  has  not  been  appointed  on 
or  prior  to  (i)  in  the  case  of  removal  of  the  Collateral  Manager  "for  cause,"  the  date  that  is  60  days 
following- the  date  of- notice -of  removal  delivered  in  accordance  with  the  Collateral  Management 
Agreement  and  (ii)  in  the  case  of  any  other  removal  or  resignation  of  the  Collateral  Manager,  the  date  of 
removal  or  resignation  specified  in  the  relevant  notice,  the  resigning  or  removed  Collateral  Manager  shall 
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be  entitled  to  appoint  a  successor  Collateral  Manager  and  shall  so  appoint  a  replacement  manager 
satisfying  the  Replacement  Manager  Conditions  within  60  days  thereafter,  provided  that  such  successor 
Collateral  Manager  is  not  objected  to  by  a  Majority-in-lnterest  of  Income  Noteholders  (as  such  term  in 
defined  in  the  Collateral  Management  Agreement)  (excluding  any  Collateral  Manager  Securities)  or  a 
Majority  of  the  Controlling  Class  (excluding  any  Collateral  Manager  Securities)  within  15  days  after  such 
appointment.  In  lieu  thereof,  or  if  the  successor  Collateral  Manager  appointed  by  the  resigning  or 
removed  Collateral  Manager  is  not  approved,  the  resigning  or  removed  Collateral  Manager  may  petition 
any  court  of  competent  jurisdiction  for  the  appointment  of  a  replacement  manager  satisfying  the 
successor  Collateral  Manager  Conditions,  but  such  appointment  shall  not  require  the  consent  of,  nor  be 
subject  to  the  disapproval  of,  the  Issuer  or  any  Noteholder  or  Income  Noteholder.  Upon  the  appointment 
of  a  successor  Collateral  Manager  satisfying  the  Replacement  Manager  Conditions  and  the  written 
acceptance  of  such  appointment  by  the  successor  Collateral  Manager,  all  authority  and  power  of  the 
Collateral  Manager  under  the  Collateral  Management  Agreement  will  be  automatically  vested  in  the 
successor  Collateral  Manager.  No  compensation  payable  to  a  successor  Collateral  Manager  from  the 
Collateral  Assets  shall  be  greater  than  that  paid  to  the  Collateral  Manager  without  (0  the  prior  written 
consent  of  (a)  a  Majority-in-lnterest  of  Income  Noteholders  (as  such  term  is  defined  in  the  Collateral 
Management  Agreement)  and  (b)  in  the  case  of  any  increase  or  any  Collateral  Management  Fee,  the 
prior  written  consent  of  a  Majority  of  the  Notes  (each  voting  as  a  separate  Class)  and  (ii)  the  satisfaction 
of  the  Rating  Agency  Condition. 

There  is  no  limitation  or  restriction  on  the  Collateral  Manager  or  any  Collateral  Manager  Affiliate 
with  regard  to  acting  as  collateral  manager  (or  in  a  similar  role)  to  other  parties  or  persons.  This  and  other 
future  activities  of  the  Collateral  Manager  and/or  the  Collateral  Manager  Affiliates  may  give  rise  to 
additional  conflicts  of  interest.  The  Collateral  Manager  and  the  Collateral  Manager  Affiliates  currently 
serve,  and  will  continue  to  serve,  as  Collateral  Manager  for,  invest  in  or  be  affiliated  with,  other  entities 
organized  to  issue  collateralized  debt  obligations  secured  by  high  yield  loans  and  bonds. 

Funds  managed  by  Greywolf  will  commit  to  purchase  on  the  Closing  Date  100%  of  the  initial 
Aggregate  Outstanding  Amount  of  the  Class  D  Notes  and  approximately  50%  of  the  initial  notional 
amount  of  the  Income  Notes  and  may  purchase  other  Securities  after  the  Closing  Date.  In  addition, 
Greywolf  and/or  one  or  more  of  its  affiliates  or  employees,  or  funds  managed  by  Greywolf  may  own  from 
time  to  time  additional  Securities  of  one  or  more  types.  There  can  be  no  assurance  that  any  of  the 
foregoing  persons  will  continue  to  hold  any  or  all  of  such  Securities.  As  a  Holder  of  the  Class  D  Notes 
and  the  Income  Notes  or  any  other  Securities,  such  persons  may  have  interests  adverse  to  the  other 
Holders  of  Securities. 

The  Collateral  Manager  may  only  assign  its  rights  or  responsibilities  under  the  Collateral 
Management  Agreement  in  accordance  with  the  terms  of  the  Collateral  Management  Agreement. 

Compensation 

As  compensation  for  the  performance  of  its  obligations  under  the  Collateral  Management 
Agreement,  the  Collateral  Manager  will  be  entitled  to  receive  a  fee  in  accordance  with  the  Priority  of 
Payments,  payable  In  arrears  on  each  Payment  Date,  of  0.04%  per  annum  (the  "Collateral  Management 
Fee")  times  the  Aggregate  Principal  Amount,  measured  as  of  the  beginning  of  the  Due  Period  preceding 
such  Payment  Date.  If  amounts  distributable  on  any  Payment  Date  in  accordance  with  the  Priority  of 
Payments  are  insufficient  to  pay  the  Collateral  Management  Fee  in  full,  then  the  shortfall  will  be  deferred 
and  will  be  payable  on  subsequent  Payment  Dates  on  which  funds  are  available  therefor  according  to  the 
Priority  of  Payments.  Any  interest  due  on  the  amounts  so  deferred  will  be  payable  in  the  same  order  of 
priority  as  the  Collateral  Management  Fee  and  will  accrue  interest  at  a  rate  equal  to  LIBOR. 

The  Collateral  Management  Fee  will  be  calculated  on  the  basis  of  a  360  day  year  consisting  of 
twelve  30-day  months.  All  fees  payable  to  the  Collateral  Manager  on  a  Payment  Date  are  subject  to 
payment  only  in  accordance  with  the  Priority  of  Payments. 
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In  its  sole  discretion,  the  Collateral  Manager  may  on  any  Payment  Date,  other  than  the  Final 
Payment  Date,  elect  to  defer  its  receipt  of  all  or  any  portion  of  the  Collateral  Management  Fee  payable  to 
it  (the  aggregate  of  amounts  so  deferred  on  such  Payment  Date  being  the  "Current  Deferred 
Management  Fee")  by  providing  written  notice  to  the  Trustee  of  such  election  at  least  five  Business  Days 
prior  to  such  Payment  Date.  After  such  Payment  Date,  the  Current  Deferred  Management  Fee  will 
accrue  interest  with  respect  to  each  Interest  Accrual  Period  at  a  rate  equal  to  LIBOR,  compounded 
monthly  and  calculated  on  the  basis  of  a  year  of  360  days  and  the  actual  number  of  days  elapsed  and  be 
added  to  the  cumulative  amount  of  the  Current  Deferred  Management  Fees  from  prior  Payment  Dates,  if 
any  (the  aggregate  amount  of  such  Current  Deferred  Management  Fees  being  the  "Cumulative  Deferred 
Management  Fee")  and  will  be  payable  on  subsequent  Payment  Dates  on  which  funds  are  available 
therefor  according  to  the  Priority  of  Payments.  The  Collateral  Manager  may  elect  to  receive  payment  of 
all  or  any  portion  of  the  Cumulative  Deferred  Management  Fee  on  any  Payment  Date  to  the  extent  of 
funds  available  in  accordance  with  the  Priority  of  Payments  by  providing  notice  to  the  Trustee  of  such 
election  and  the  amount  of  such  fees  to  be  paid  on  or  before  five  Business  Days  preceding  such  Payment 
Date. 

For  so  long  as  Greywolf  is  the  Collateral  Manager  and  any  funds  managed  by  Greywolf  continue 
to  hold  any  Income  Notes,  any  Collateral  Management  Fees  otherwise  payable  to  the  Collateral  Manager 
hereunder  shall  be  paid  by  the  Issuer  in  the  following  order:  (i)  first,  to  such  funds  managed  by  Greywolf 
(on  a  pro  rata  basis  among  such  funds),  in  an  amount  equal  to  the  product  of  (x)  such  Collateral 
Management  Fees  and  (y)  a  fraction  the  numerator  of  which  is  the  notional  amount  of  the  Income  Notes 
held  by  such  funds  managed  by  Greywolf  and  the  denominator  of  which  is  the  aggregate  notional  amount 
of  all  the  Income  Notes  and  (ii)  second,  the  remainder,  if  any,  to  Greywolf. 

THE  ISSUERS 

General 

The  Issuer  was  incorporated  on  March  5,  2007  in  the  Cayman  Islands  with  the  registered  number 
183317.  The  registered  office  of  the  Issuer  is  at  the  offices  of  Maples  Finance  Limited,  P.O.  Box  1093 
GT,  Queensgate  House,  South  Church  Street,  George  Town,  Grand  Cayman,  Cayman  Islands.  The 
Issuer  has  no  substantial  prior  operating  history.  The  Issuer's  Memorandum  of  Association  sets  out  the 
objects  of  the  Issuer,  which  are  unrestricted  and  therefore  include  the  business  to  be  carried  out  by  the 
Issuer  in  connection  with  the  Securities. 

The  Co-Issuer  was  incorporated  on  March  7,  2007  under  the  laws  of  the  State  of  Delaware  with 
the  registered  number  4312941.  The  registered  office  of  the  Co-Issuer  is  at  Donald  J.  Puglisi,  Puglisi  & 
Associates,  850  Library  Avenue,  Suite  204,  Newark,  Delaware  19711.  The  Co-Issuer  has  no  prior 
operating  history.  Article  3  of  the  Co-Issuer's  Certificate  of  Incorporation  sets  out  the  purposes  of  the  Co- 
Issuer,  which  include  the  business  to  be  carried  out  by  the  Co-Issuer  in  connection  with  the  issuance  of 
the  Notes. 

The  Notes  are  obligations  only  of  the  Issuers  and  not  of  the  Trustee,  the  Fiscal  Agent,  the 
Collateral  Manager,  the  Initial  Purchaser,  the  Issuer  Administrator,  the  Collateral  Manager,  the  Holders  of 
the  Income  Notes,  the  Agents,  the  Share  Trustee  or  any  directors,  managers  or  officers  of  the  Issuers  or 
any  of  their  respective  affiliates. 

The  authorized  share  capital  of  the  Issuer  consists  of  50,000  ordinary  shares,  U.S.$1.00  par 
value  per  share  (the  "Issuer  Ordinary  Shares").  250  of  the  Issuer  Ordinary  Shares  have  been  issued  and 
will  be  held  by  the  Share  Trustee  under  the  terms  of  a  charitable  trust.  All  of  the  outstanding  common 
equity  of  the  Co-Issuer  will  be  held  by  the  Issuer.  For  so  long  as  any  of  the  Notes  are  outstanding,  no 
beneficial  interest  in  the  ordinary  shares  of  the  Issuer  or  of  the  common  equity  of  the  Co-Issuer  shall  be 
registered  to  a  U.S.  Person. 
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Capitalization  of  the  Issuer 

The  initial  proposed  capitalization  of  the  Issuer  as  of  the  Closing  Date  after  giving  effect  to  the 
issuance  of  the  Securities  and  the  Issuer  Ordinary  Shares  and  entry  into  the  Cashflow  Swap  Agreement 
before  deducting  expenses  of  the  offering  of  the  Securities  is  as  set  forth  below. 

Amount 

Class  S-1  Notes  $9,000,000 

Class  S-2  Notes  $8,300,000 

Class  A-1  a  Notes  $100,000,000 

Class  A-1b  Notes  $200,000,000 

Class  A-1  c  Notes  $1 00,000,000 

Class  A-1  d  Notes  $100,000,000 

Class  A-2  Notes  $305,000,000 

Class  B  Notes  $107,000,000 

Class  C  Notes  $36,000,000 

Class  D  Notes  $30,000,000 

Income  Notes  $22,000,000 

Total  Debt  $1,017,300,000 

Issuer  Ordinary  Shares  . 250 

Total  Equity  $250 

Total  Capitalization  $1,017,300,250 

Capitalization  of  the  Co-Issuer 

The  Co-Issuer  will  be  capitalized  only  to  the  extent  of  its  common  equity  of  U.S.$10,  will  have  no 
assets  other  than  its  equity  capital  and  will  have  no  debt  other  than  as  Co-Issuer  of  the  Notes  (other  than 
the  Class  D  Notes).  The  Co-Issuer  has  agreed  to  co-issue  the  Notes  (other  than  the  Class  D  Notes)  as 
an  accommodation  to  the  Issuer,  and  the  Co-Issuer  is  receiving  no  remuneration  for  so  acting.  Because 
the  Co-Issuer  has  no  assets,  and  is  not  permitted  to  have  any  assets,  Holders  of  Securities  will  not  be 
able  to  exercise  their  rights  against  any  assets  of  the  Co-issuer.  Holders  of  Notes  must  rely  on  the 
Collateral  held  by  the  Issuer  and  pledged  to  the  Trustee  for  payment  on  their  respective  Notes,  in 
accordance  with  the  Priority  of  Payments. 

Flow  of  funds 

The  approximate  flow  of  funds  of  the  Issuer  from  the  gross  proceeds  of  the  offering  of  the 
Securities  on  the  Closing  Date  is  as  set  forth  below: 

Gross  Proceeds* 

Class  S-1  Notes  $9,000,000 

Class  S-2  Notes  $8,300,000 

Class  A-1  a  Notes  $99,450,000 

Class  A-1b  Notes  $200,000,000 

Class  A-1  c  Notes  $99,71 0,000 

Class  A-1  d  Notes  $99,700,000 

Class  A-2  Notes  $303,445,000 

Class  B  Notes  $103,587,000 

Class  C  Notes  $34,254,000 

Class  D  Notes  $27,723,000 

Income  Notes  $22,000,000 


Total:  $1,007,169,000 
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Expenses* 

Third  Party  Expenses  $1,850,000 

Expense  Reserve  Account  $200,000 

Total:  $2,050,000 

Collateral  Assets 

Net  Proceeds  $1,005,119,000 

Principal  Balance  of  Collateral  Assets  $1 ,000,000,000 

Clean  Price  of  cash  Collateral  Assets  and 

Default  Swap  Collateral  $910,81 0,000 

Purchase  Accrued  Interest  on  cash 

Collateral  Assets  and  Default  Swap 

Collateral  $610,000 

Cash  and  Eligible  Investments  deposited  in 

Default  Swap  Collateral  Account  $88,878,000 

First  Period  Interest  Reserve  $4,821 ,000 

'Figures  are  approximate. 

Business 

The  Issuers  will  not  undertake  any  business  other  than  the  issuance  of  the  Notes  and,  in  the  case 
of  the  Issuer,  the  issuance  of  the  Income  Notes,  the  acquisition  and  management  of  the  Collateral  and,  in 
each  case,  other  related  transactions.  Neither  of  the  Issuers  will  have  any  subsidiaries. 

The  Issuer  Administrator  will  act  as  the  administrator  of  the  Issuer.  The  office  of  the  Issuer 
Administrator  will  serve  as  the  general  business  office  of  the  Issuer.  Through  this  office  and  pursuant  to 
the  terms  of  an  agreement  to  be  dated  March  16,  2007  by  and  between  the  Issuer  Administrator  and  the 
Issuer  (the  "Administration  Agreement"),  the  Issuer  Administrator  will  perform  various  administrative 
functions  on  behalf  of  the  Issuer,  including  communications  with  shareholders  and  the  general  public,  and 
the  provision  of  certain  clerical,  administrative  and  other  services  until  termination  of  the  Administration 
Agreement.  In  consideration  of  the  foregoing,  the  Issuer  Administrator  will  receive  various  fees  and  other 
charges  payable  by  the  Issuer  at  rates  agreed  upon  from  time  to  time  plus  expenses.  The  directors  of  the 
Issuer  listed  below  are  also  officers  and/or  employees  of  the  Issuer  Administrator  and  may  be  contacted 
at  the  address  of  the  Issuer  Administrator. 

The  activities  of  the  Issuer  Administrator  under  the  Administration  Agreement  will  be  subject  to 
the  overview  of  the  Issuer's  Board  of  Directors.   The  Administration  Agreement  may  be  terminated  by 
either  the  Issuer  or  the  Issuer  Administrator  upon  3  months'  written  notice  (or,  upon  the  occurrence  of 
.  certain  events,  14  days'  written  notice). 

The  Issuer  Administrator's  principal  office  is:  Maples  Finance  Limited,  P.O.  Box  1093  GT, 
Queensgate  House,  South  Church  Street,  George  Town,  Grand  Cayman,  Cayman  Islands. 

Directors 

The  Directors  of  the  Issuer  are:  Guy  Major  and  Carrie  Bunton,  each  having  an  address  at  Maples 
Finance  Limited,  P.O.  Box  1093  GT,  Queensgate  House,  South  Church  Street,  George  Town,  Grand 
Cayman,  Cayman  Islands. 

The  director  of  the  Co-Issuer  is  Donald  Puglisi  who  may  be  contacted  at  the  address  of  the  Co- 
Issuer. 
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INCOME  TAX  CONSIDERATIONS 

United  States  Tax  Considerations 

The  following  is  a  summary  of  certain  of  the  United  States  federal  income  tax  consequences  of 
an  investment  in  the  Notes  and  the  Income  Notes  by  purchasers  that  acquire  their  Notes  or  Income  Notes 
in  the  initial  offering.  The  discussion  and  the  opinions  referenced  below  are  based  upon  laws, 
regulations,  rulings,  and  decisions  in  effect  and  available  on  the  date  hereof,  all  of  which  are  subject  to 
change,  possibly  with  retroactive  effect.  Prospective  investors  should  note  that  no  rulings  have  been  or 
are  expected  to  be  sought  from  the  United  States  Internal  Revenue  Service  (the  "IRS")  with  respect  to 
any  of  the  United  States  federal  income  tax  consequences  discussed  below,  and  no  assurance  can  be 
given  that  the  IRS  will  not  take  contrary  positions.  Further,  the  following  summary  does  not  deal  with  all 
United  States  federal  income  tax  consequences  applicable  to  any  given  investor,  nor  does  it  address  the 
United  States  federal  income  tax  considerations  applicable  to  categories  of  investors  subject  to  special 
taxing  rules  (regardless  of  whether  or  not  such  persons  constitute  U.S.  Holders),  such  as  certain  United 
States  expatriates,  banks,  real  estate  investment  trusts,  regulated  investment  companies,  insurance 
companies,  tax-exempt  organizations,  dealers  or  traders  in  securities  or  currencies,  partnerships,  natural 
persons,  cash  method  taxpayers,  S  corporations,  estates  and  trusts,  investors  that  hold  their  Notes  or 
Income  Notes  as  part  of  a  hedge,  straddle  or  an  integrated  or  conversion  transaction,  or  investors  whose 
"functional  currency"  is  not  the  U.S.  dollar.  Furthermore,  it  does  not  address  alternative  minimum  tax 
consequences,  or  the  indirect  effects  on  persons  who  hold  equity  interests  in  either  a  U.S.  Holder  or  a 
Non-U.S.  Holder  (as  these  terms  are  defined  below).  In  addition,  this  summary  is  generally  limited  to 
investors  that  acquire  their  Notes  or  Income  Notes  on  the  Closing  Date  (and,  in  the  case  of  Notes,  acquire 
their  Notes  for  the  issue  price  applicable  to  such  Notes)  and  who  will  hold  their  Notes  or  Income  Notes  as 
"capital  assets"  within  the  meaning  of  Section  1221  of  the  Code.  Investors  should  consult  their  own  tax 
advisors  to  determine  the  United  States  federal,  state,  local,  and  other  tax  consequences  of  the  purchase, 
ownership,  and  disposition  of  the  Notes  and  the  Income  Notes. 

As  used  herein,  "U.S.  Holder"  means  a  beneficial  owner  of  a  Note  or  Income  Note  that  is  an 
individual  citizen  or  resident  of  the  United  States  for  United  States  federal  income  tax  purposes,  a 
corporation  or  other  entity  taxable  as  a  corporation  created  or  organized  in  or  under  the  laws  of  the  United 
States  or  any  state  thereof  (including  the  District  of  Columbia),  an  estate  the  income  of  which  is  subject  to 
United  States  federal  income  taxation  regardless  of  its  source  or  a  trust  where  a  court  within  the  United 
States  is  able  to  exercise  primary  supervision  over  the  administration  of  the  trust  and  one  or  more  United 
States  persons  (as  defined  in  the  Code)  have  the  authority  to  control  all  substantial  decisions  of  the  trust 
(or  a  trust  that  has  made  a  valid  election  under  U.S.  Treasury  Regulations  to  be  treated  as  a  domestic 
trust).  "Non-U.S.  Holder"  generally  means  any  owner  (or  beneficial  owner)  of  a  Note  or  Income  Note  that 
is  not  a  U.S.  Holder  (other  than  a  partnership).  If  a  partnership  holds  Notes  or  Income  Notes,  the  tax 
treatment  of  a  partner  will  generally  depend  upon  the  status  of  the  partner  and  upon  the  activities  of  the 
partnership.  Partnerships  and  partners  of  partnerships  holding  Notes  or  Income  Notes  should  consult 
their  own  tax  advisors  regarding  the  tax  consequences  of  an  investment  in  the  Notes  or  Income  Notes 
(including  their  status  as  U.S.  Holders  or  Non-U.S.  Holders). 

Tax  Treatment  of  Issuer 

Upon  the  issuance  of  the  Notes,  Orrick,  Herrington  &  Sutcliffe  LLP,  special  U.S.  tax  counsel  to 
the  Issuer,  will  deliver  an  opinion  generally  to  the  effect  that  under  current  law,  and  assuming  compliance 
with  the  Indenture  (and  certain  other  documents)  and  based  on  certain  factual  representations  made  by 
the  Issuer,  although  the  matter  is  not  free  from  doubt,  the  Issuer's  permitted  activities  will  not  result  in  the 
Issuer  being  engaged  in  the  conduct  of  a  trade  or  business  in  the  United  States.  Accordingly,  the  Issuer 
does  not  expect  to  be  subject  to  net  income  taxation  in  the  United  States.  Prospective  investors  should 
be  aware  that  opinions  of  counsel  are  not  binding  on  the  IRS  and  the  IRS  might  seek  to  treat  the  Issuer 
as  engaged  in  a  United  States  trade  or  business,  in  which  event  the  Issuer  would  be  subject,  inter  alia,  to 
a  35%  tax  on  such  of  its  income  as  was  effectively  connected  to  the  U.S.  trade  or  business  as  well  as  a 
30%  "branch  profits"  tax  when  such  income  is  viewed  as  having  been  repatriated  to  the  Cayman  Islands 
(thereby  materially  adversely  effecting  the  Issuer's  ability  to  make  payments  on  the  Securities). 
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The  opinion  of  special  U.S.  tax  counsel  is  subject  to  several  considerations.  For  example,  the 
United  States  Treasury  Department  and  the  IRS  recently  announced  that  they  are  considering  taxpayer 
requests  for  specific  guidance  on,  among  other  things,  whether  a  foreign  person  may  be  treated  as 
engaged  in  a  trade  or  business  in  the  United  States  by  virtue  of  entering  into  credit  default  swaps.  No 
guidance  has  been  issued  to  date.  If  any  future  guidance  concludes  that  foreign  persons  entering  into 
certain  credit  default  swaps  will  be  treated  as  engaged  in  a  trade  or  business  in  the  United  States,  such 
guidance  would  adversely  impact  the  Issuer's  ability  to  pay  principal  and  interest  on  the  Notes. 
Additionally,  it  should  be  noted  that  gain  or  loss  on  a  disposition  by  a  foreign  person  of  a  United  States 
real  property  interest  may  be  subject  to  United  States  federal  income  tax  as  if  the  foreign  person  were 
engaged  in  a  United  States  trade  or  business  (even  if  the  foreign  person  is  not,  in  fact,  so  engaged).  The 
determination  of  whether  an  asset  constitutes  a  United  States  real  property  interest  is  made  periodically 
and,  therefore,  it  is  possible  that  an  asset  that  was  not  a  United  States  real  property  interest  at  the  time  it 
was  acquired  by  the  Issuer  could,  thereafter,  become  a  United  States  real  property  interest.  Similarly,  if 
the  Issuer  accepted  a  new  security  in  exchange  for  an  existing  security  or  if  the  terms  of  an  existing 
security  were  modified,  the  new  or  modified  security  might  cause  the  Issuer  to  become  engaged  in  a 
United  States  trade  or  business  for  United  States  federal  income  tax  purposes. 

It  is  not  expected  that  the  Issuer  will  derive  material  amounts  of  any  other  items  of  income  that 
will  be  subject  to  United  States  withholding  taxes.  Notwithstanding  the  foregoing,  any  commitment  fee, 
facility  fee  and  similar  fee  that  the  Issuer  earns  may  be  subject  to  a  30%  withholding  tax.  Additionally,  if 
the  Issuer  is  a  CFC  (defined  below),  the  Issuer  would  incur  United  States  withholding  tax  on  interest 
received  from  a  related  United  States  person.  The  Issuer  will  not  make  any  independent  investigation  of 
the  circumstances  surrounding  the  individual  assets  comprising  the  Collateral  Assets  and,  thus,  there  can 
be  no  assurance  that  payments  of  interest  on  and  gain  from  the  sale  or  disposition  of  the  Collateral 
Assets  will  in  all  cases  be  received  free  of  withholding  tax. 

The  Issuer  will  not  be  required  to  pay  additional  amounts  to  any  Holder  of  Income  Notes  or  any 
Class  of  Notes  if  taxes  or  related  amounts  are  withheld  from  payments  on  the  Income  Notes  or  Notes  or 
from  payments  on  any  Collateral  Asset.  However,  withholding  on  the  Collateral  Assets  could  result  in  the 
Securities  being  redeemed  by  the  Issuer.    See  "—Tax  Redemption." 

Tax  Treatment  of  U.S.  Holders  of  Notes 

The  Issuer  has  agreed  and,  by  its  acceptance  of  a  Note,  each  Holder  of  a  Note  will  be  deemed  to 
have  agreed,  to  treat  its  Notes  as  debt  of  the  Issuer  for  United  States  federal  income  tax  purposes 
(although  this  shall  not  prevent  a  U.S.  Holder  from  making  a  QEF  election,  as  defined  below,  on  a 
protective  basis  or  from  making  protective  filings  under  Section  6038,  6038B  or  6046  of  the  Code).  Upon 
the  issuance  of  the  Notes,  Orrick,  Herrington  &  Sutcliffe  LLP  will  deliver  an  opinion  generally  to  the  effect 
that,  assuming  compliance  with  the  Indenture  (and  certain  other  documents)  and  based  on  certain  factual 
representations  made  by  the  Issuer,  the  Class  S  Notes,  Class  A  Notes,  Class  B  Notes  and  Class  C  Notes 
will,  and  the  Class  D  Notes  should,  be  characterized  as  debt  for  United  States  federal  income  tax 
purposes.  Prospective  investors  should  be  aware  that  opinions  of  counsel  are  not  binding  on  the  IRS,  and 
there  can  be  no  assurance  that  the  IRS  will  not  seek  to  characterize  any  Class  of  Notes  as  other  than 
indebtedness.  Except  as  provided  under  "—Alternative  Characterization  of  the  Notes"  below,  the  balance 
of  this  discussion  assumes  that  the  Notes  will  be  characterized  as  debt  of  the  Issuer  for  United  States 
federal  income  tax  purposes. 

Each  U.S.  Holder  will  include  interest  on  the  Notes  in  income  in  accordance  with  its  regular 
method  of  accounting  for  United  States  federal  income  tax  purposes  unless  the  Notes  are  viewed  as 
haying  being  issued  with  original  issue  discount  ("DID")  in  which  case,  generally,  each  U.S.  Holder  would 
be  required  to  accrue  interest  on  the  Note  on  an  accrual  basis  under  a  constant  yield  methodology,  based 
on  the  original  yield  to  maturity  of  the  Note.  Because  interest  on  the  Class  C  Notes  and  Class  D  Notes 
may  be  deferred  without  giving  rise  to  an  Event  of  Default,  all  interest  (including  interest  on  accrued  but 
unpaid  interest)  will  be  treated  as  OID  unless  the  likelihood  of  deferral  is  remote.  The  Issuer  has  not 
determined  whether  the  likelihood  of  interest  being  deferred  is  remote  for  this  purpose  and,  hence,  will 
treat  the  interest  on  the  Class  C  Notes  and  Class  D  Notes  as  OID.  Additionally,  the  Issuer  will  treat  any 
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Class  of  Notes  as  having  been  issued  with  OID  if  (A)  such  Class  is  issued  at  a  discount  equal  to  or  in 
excess  of  the  product  of  0.25%  of  the  stated  redemption  price  at  maturity  of  such  Class  and  the 
anticipated  weighted  average  life  of  such  Class  or  (B)  the  issue  price  of  such  Class  exceeds  the  principal 
amount  thereof  by  more  than  the  lesser  of  (i)  15%  or  (ii)  0.015  multiplied  by  the  anticipated  weighted 
average  life  of  the  Class.  Any  accrued  but  unpaid  OID  included  in  income  by  a  U.S.  Holder  will  increase 
the  U.S.  Holder's  basis  in  its  Note  and  thereby  reduce  the  amount  of  gain  or  increase  the  amount  of  loss 
recognized  by  the  U.S.  Holder  on  a  subsequent  sale  or  other  disposition  of  the  Note. 

Any  OID  on  the  Notes  will  likely  be  accruable  under  the  special  rules  set  forth  in  Section 
1272(a)(6)  of  the  Code  (which  apply  to  debt  instruments  that  may  be  accelerated  by  reason  of  the 
prepayment  of  other  debt  obligations  securing  such  debt  instruments).  If  Section  1272(a)(6)  does  not 
apply,  the  Notes  might  be  treated  as  "contingent  payment  debt  instruments"  ("CPDIs")  within  the  meaning 
of  Treasury  Regulation  Section  1.1275-4.  If  any  such  Class  of  Notes  were  considered  CPDIs,  among 
other  consequences,  gain  on  the  sale  of  such  Notes  that  might  otherwise  be  capital  gain  would  be 
ordinary  income.  Prospective  investors  should  consult  their  own  tax  advisors  regarding  the  potential 
application  of  Section  1272(a)(6)  of  the  Code  to  the  Notes  and  the  rules  governing  CPDIs. 

In  general,  a  U.S.  Holder  of  a  Note  will  have  a  tax  basis  in  such  Note  equal  to  the  cost  of  such 
Note  increased  by  any  OID  and  any  market  discount  that  the  U.S.  Holder  has  elected  to  include  in  income 
on  a  current  basis  and  reduced  by  any  amortized  premium  and  payments  of  principal  and  OID.  Upon  a 
sale,  exchange  or  other  disposition  of  such  a  Note,  a  U.S.  Holder  will  generally  recognize  gain  or  loss 
equal  to  the  difference  between  the  amount  realized  on  the  sale,  exchange  or  other  disposition  (less  any 
accrued  and  unpaid  interest,  which  would  be  taxable  as  such)  and  the  U.S.  Holder's  tax  basis  in  such 
Note  (as  reduced  by  any  accrued  and  unpaid  interest).  Such  gain  or  loss  generally  will  be  long  term 
capital  gain  or  loss  (other  than  accrued  market  discount  if  the  U.S.  Holder  has  not  elected  to  include  such 
discount  in  income  on  a  current  basis)  assuming  that  the  U.S.  Holder  has  held  the  Note  for  more  than  one 
year  at  the  time  of  disposition.  In  certain  circumstances,  U.S.  Holders  that  are  individuals  may  be  entitled 
to  preferential  treatment  for  net  long  term  capital  gains;  however,  the  ability  of  U.S.  Holders  to  offset 
capital  losses  against  ordinary  income  is  limited. 

Alternative  Characterization  of  the  Notes.  Notwithstanding  special  U.S.  tax  counsel's  opinion, 
U.S.  Holders  should  recognize  that  there  is  some  uncertainty  regarding  the  appropriate  classification  of 
instruments  such  as  the  Notes.  It  is  possible,  for  example,  that  the  IRS  may  contend  that  the  Class  D 
Notes  and  possibly  other  Classes  of  Notes  should  be  treated  as  equity  interests  (or  as  part-debt,  part- 
equity)  in  the  Issuer.  Such  a  recharacterization  might  result  in  materially  adverse  tax  consequences  to 
U.S.  Holders.  As  a  result,  U.S.  Holders  of  Notes  may  wish  to  consider  the  advisability  of  making  "QEF 
election"  provided  in  Section  1295  of  the  Code  on  a  "protective"  basis  (although  this  election  may  not  be 
respected  since  the  current  QEF  regulations  do  not  authorize  protective  QEF  elections  for  debt  that  may 
be  recharacterized  as  equity).  Additionally,  any  such  characterization  might  necessitate  those  U.S. 
Holders  of  a  Class  of  Notes  that  is  characterized  as  equity  to  file  information  returns  with  the  IRS  with 
respect  to  their  acquisition  of  the  Notes  (and  be  subject  to  significant  penalties  for  failure  to  do  so).  For 
the  consequences  that  would  apply  if  any  Class  of  Notes  were  characterized  as  equity  for  United  States 
federal  income  tax  purposes,  see  below  under "  -  Tax  Treatment  of  U.S.  Holders  of  Income  Notes." 

Tax  Treatment  of  U.S.  Holders  of  Income  Notes 

The  Income  Notes,  although  in  the  form  of  debt,  will  likely  be  characterized  as  equity  for  U.S. 
federal  income  tax  purposes.  Additionally,  the  Issuer  has  agreed,  and,  by  its  acceptance  of  an  Income 
Note,  each  Holder  of  an  Income  Note  will  be  deemed  to  have  agreed,  to  treat  the  Income  Notes  as  equity 
for  U.S.  federal  income  tax  purposes.  For  purposes  of  this  discussion,  it  is  assumed  that  the  Income 
Notes  will  be  so  characterized.  It  is  noted,  however,  that  in  the  event  that  the  Income  Notes  were 
characterized  as  debt  for  United  States  federal  income  tax  purposes,  they  would  constitute  contingent 
payment  debt  instruments;  among  the  consequences  that  would  result  from  an  application  of  the  rules 
applicable  to  contingent  payment  debt  instruments  of  the  Income  Notes  is  that  gain  on  the  sale  of  the 
Income  Notes  that  might  otherwise  be  capital  gain  would  constitute  ordinary  income. 
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Subject  to  the  rules  discussed  below  relating  to  "passive  foreign  investment  companies" 
("PFICs")  and  "controlled  foreign  corporation"  ("CFCs"),  payments  on  the  Income  Notes  should  be  treated 
as  dividends  to  the  extent  of  the  current  or  accumulated  earnings  and  profits  of  the  Issuer.  Payments 
characterized  as  dividends  would  be  taxable  at  regular  marginal  income  tax  rates  applicable  to  ordinary 
income,  and  would  not  be  entitled  to  the  benefit  of  the  dividends  received  deduction  or  any  reduction  in 
tax  rates  that  may  be  available  for  certain  dividends.  Distributions  in  excess  of  the  Issuer's  earnings  and 
profits  would  be  non-taxable  to  the  extent  of,  and  would  be  applied  against  and  reduce,  the  U.S.  Holder's 
adjusted  tax  basis  in  the  Income  Notes  and,  to  the  extent  in  excess  of  such  basis,  would  be  taxable  as 
gain  from  the  sale  or  exchange  of  property. 

The  tax  consequences  discussed  in  the  preceding  paragraph  are  likely  to  be  significantly 
modified  as  a  result  of  the  application  of  the  PFIC  and  CFC  rules  discussed  below.  Thus,  U.S.  Holders  of 
the  Income  Notes  will  be  viewed  as  owning  stock  in  a  PFIC  and,  possibly,  in  a  CFC  (depending,  in  the 
latter  instance,  on  the  percentage  of  voting  equity  that  is  acquired  and  held  by  certain  U.S.  Holders)^  If 
applicable,  the  rules  pertaining  to  CFCs  would  generally  override  those  pertaining  to  PFICs,  although  in 
certain  circumstances  both  set  of  rules  could  apply  simultaneously. 

Under  the  PFIC  rules,  U.S.  Holders  of  the  Income  Notes  (other  than  U.S.  Holders  that  make  a 
timely  "QEF  election",  as  described  below)  will  be  subject  to  special  rules  relating  to  the  taxation  of 
"excess  distributions"  -  with  excess  distributions  being  defined  to  include  certain  distributions  made  by  a 
PFIC  on  its  stock  as  well  as  gain  recognized  on  a  disposition  of  PFIC  stock.  For  this  purpose,  a  U.S. 
Holder  that  uses  its  Income  Notes  as  security  for  an  obligation  will  be  treated  as  having  made  a 
disposition  of  PFIC  stock.  In  general,  Section  1291  of  the  Code  provides  that  the  amount  of  any  "excess 
distribution"  will  be  allocated  to  each  day  of  the  U.S.  Holder's  holding  period  for  its  PFIC  stock.  The 
amount  allocated  to  the  current  year  will  be  included  in  the  U.S.  Holder's  gross  income  for  the  current 
year  as  ordinary  income.  With  respect  to  amounts  allocated  to  prior  years,  the  tax  imposed  for  the  current 
year  will  be  increased  by  the  "deferred  tax  amount,"  which  is  an  amount  calculated  with  respect  to  each 
prior  year  by  multiplying  the  amount  allocated  to  such  year  by  the  highest  rate  of  tax  in  effect  for  such 
year,  together  with  an  interest  charge  as  though  the  amounts  of  tax  were  overdue. 

In  order  to  avoid  the  application  of  the  PFIC  rules,  U.S.  Holders  of  Income  Notes  may  wish  to 
consider  making  the  QEF  election  provided  in  Section  1295  of  the  Code.  In  lieu  of  the  PFIC  rules 
discussed  above,  a  U.S.  Holder  of  Income  Notes  that  makes  a  valid  QEF  election  will,  in  very  general 
terms,  be  required  to  include  its  pro  rata  share  of  the  Issuer's  ordinary  income  and  net  capital  gains, 
unreduced  by  any  prior  year  losses,  in  income  for  each  taxable  year  (as  ordinary  income  and  long-term 
capital  gain,  respectively)  and  to  pay  tax  thereon,  even  if  the  amount  of  that  income  is  not  the  same  as 
the  dividends  paid  on  the  Income  Notes  during  the  year.  If  the  Issuer  later  distributes  the  income  or  gain 
on  which  the  U.S.  Holder  has  already  paid  taxes  under  the  QEF  rules,  the  amounts  so  distributed  will  not 
again  be  subject  to  tax  in  the  hands  of  the  U.S.  Holder.  A  U.S.  Holder's  tax  basis  in  any  Income  Notes  as 
to  which  a  QEF  election  has  been  validly  made  will  be  increased  by  the  amount  included  in  such  U.S. 
Holder's  income  as  a  result  of  the  QEF  election  and  decreased  by  the  amount  of  nontaxable  distributions 
received  by  the  U.S.  Holder.  On  the  disposition  (including  redemption  or  retirement)  of  an  Income  Note,  a 
U.S.  Holder  making  the  QEF  election  generally  will  recognize  capital  gain  or  loss  equal  to  the  difference,  if 
any,  between  the  amount  realized  upon  such  disposition  and  its  adjusted  tax  basis  in  the  Income  Note.  In 
general,  a  protective  QEF  election  should  be  made  on  or  before  the  due  date  for  filing  a  U.S.  Holder's 
federal  income  tax  return  for  the  first  taxable  year  for  which  the  U.S.  Holder  has  held  its  Income  Notes.  In 
this  regard,  a  QEF  election  is  effective  only  if  certain  required  information  is  made  available  by  the  Issuer. 
Upon  request,  the  Issuer  will  provide  any  U.S.  Holder  of  Income  Notes  and  any  U.S.  Holder  of  a  Class  of 
Notes  that  may  reasonably  be  characterized  as  equity  in  the  Issuer  for  United  States  federal  income  tax 
purposes  with  the  information  necessary  for  such  U.S.  Holder  to  make  the  QEF  election.  Nonetheless, 
there  can  be  no  assurance  that  such  information  will  always  be  available. 

The  Issuer  may  be  treated  as  holding  securities  issued  by  non-U.S.  corporations  that  are 
characterized  as  equity  in  one  or  more  PFICs  for  United  States  federal  income  tax  purposes,  such  as 
CDO  Securities.  In  that  event,  U.S.  Holders  of  the  Income  Notes  would  be  treated  as  holding  an  interest 
in  these  indirectly-owned  PFICs.  Because  the  U.S.  Holder  -  and  not  the  Issuer  -  would  be  required  to 
make  any  QEF  election  with  respect  any  such  indirectly-owned  PFIC,  and  because  PFIC  information 
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statements  necessary  for  any  such  election  may  not  be  made  available  by  the  PFIC,  there  can  be  no 
assurance  that  a  U.S.  Holder  would  be  able  to  make  a  QEF  election  with  respect  to  any  particular 
indirectly-held  PFIC.  If  the  U.S.  Holder  of  any  Income  Notes  has  not  made  a  QEF  election  with  respect  to 
an  indirectly-owned  PFIC,  the  U.S.  Holder  would  be  subject  to  the  consequences  described  above  with 
respect  to  the  excess  distributions  of  such  PFIC  (including  gain  indirectly  realized  with  respect  to  such 
PFIC  on  the  sale  of  the  Issuer's  interest  in  the  PFIC  and  with  respect  to  the  sale  by  the  U.S.  Holder  of  its 
Income  Notes).  Alternatively,  if  the  U.S.  Holder  has  made  a  QEF  election  with  respect  to  the  indirectly- 
owned  PFIC,  the  U.S.  Holder  would  be  required  to  include  in  income  its  share  of  the  indirectly-owned 
PFIC's  ordinary  earnings  and  net  capital  gain. 

U.S.  tax  law  also  contains  special  provisions  relating  to  CFCs.  A  foreign  corporation  is  a  CFC  if 
"U.S.  Shareholders"  in  the  aggregate  own,  directly  or  indirectly,  more  than  50%  of  the  voting  power  or 
value  of  the  stock  of  such  corporation.  For  this  purpose,  a  United  States  person  that  owns,  directly  or 
indirectly,  ten  percent  or  more  of  the  voting  stock  of  a  CFC  is  considered  a  "U.S.  Shareholder"  with 
respect  to  the  CFC.  If  any  U.S.  Holder  of  Income  Notes  were  properly  viewed  as  a  U.S.  Shareholder  of 
the  Issuer  under  the  CFC  rules,  the  U.S.  Holder  would  be  subject  each  year  to  U.S.  income  tax  (at 
ordinary  income  rates)  on  its  pro  rata  share  of  the  income  of  the  Issuer  (assuming  that  the  Issuer  is 
properly  classified  as  a  CFC  for  the  year  and  that  the  U.S.  Holder  holds  its  Income  Notes  as  of  the  end  of 
the  year),  regardless  of  the  amount  of  cash  distributions  received  by  the  U.S.  Holder  with  respect  to  its 
Income  Notes  during  the  year.  Earnings  subject  to  tax  to  a  U.S.  Holder  under  the  CFC  rules  would 
generally  not  be  taxed  again  when  distributed  to  the  U.S.  Holder.  In  addition,  if  the  Issuer  is  a  CFC  and  a 
U.S.  Holder  is  a  U.S.  Shareholder  with  respect  to  the  Issuer,  all  or  a  portion  of  the  income  that  otherwise 
would  be  characterized  as  capital  gain  upon  a  sale  of  U.S.  Holder's  Income  Notes  may  be  classified  as 
ordinary  income. 

Prospective  investors  should  be  aware  that  in  computing  the  issuer's  earnings  for  purposes  of  the 
CFC  rules,  losses  on  dispositions  of  securities  in  bearer  form  may  not  be  allowed,  while  in  computing  the 
Issuer's  ordinary  earnings  and  net  capital  gains  for  purposes  of  the  PFIC  rules,  losses  on  dispositions  of 
securities  in  bearer  form  may  not  be  allowed  and  any  gain  on  such  securities  may  be  ordinary  rather  than 
capital.  Further,  prospective  investors  should  be  aware  that  in  the  event  that  any  of  the  Notes  is  not  fully 
paid  upon  maturity,  the  Issuer  may  recognize  cancellation  of  indebtedness  income  for  United  States 
federal  income  tax  purposes,  without  any  corresponding  offsetting  loss  (due  to  tax  character  differences 
or  otherwise).  In  such  a  case,  U.S.  Holders  of  the  Income  Notes  (and  U.S.  Holders  of  any  Class  of  Notes 
treated  as  equity  for  United  States  federal  income  tax  purposes)  may  also  have  phantom  income  as  a 
result  of  such  recognition  by  the  Issuer  (pursuant  to  the  QEF  and  CFC  rules  discussed  above),  as  to 
which  an  offsetting  loss  may  not  be  available  to  the  U.S.  Holders. 

Tax  Treatment  of  Non-U.S.  Holders 

A  Non-U.S.  Holder  of  Notes  or  Income  Notes  that  has  no  connection  with  the  United  States 
generally  should  not  be  subject  to  United  States  withholding  tax  on  payments  in  respect  of  the  Notes  or 
Income  Notes,  and  also  should  not  be  subject  to  United  States  federal  income  tax  on  any  gains 
recognized  in  connection  with  the  sale  or  other  disposition  of  the  Notes  or  Income  Notes,  provided  that 
the  Non  U.S.  Holder  makes  certain  tax  representations  regarding  the  identity  of  the  beneficial  owner  of 
the  Notes  or  Income  Notes  (and,  with  respect  to  any  gain  recognized  in  connection  with  the  sale  or  other 
disposition  of  the  Notes  or  Income  Notes  by  a  non  resident  alien  individual,  such  individual  is  not  present 
in  the  United  States  for  183  days  or  more  in  the  taxable  year  of  the  sale  or  other  disposition  and  certain 
other  conditions  are  met). 

Information  Reporting  Requirements 

Information  reporting  to  the  IRS  may  be  required  with  respect  to  payments  on  the  Notes  or 
Income  Notes  and  with  respect  to  proceeds  from  the  sale  of  the  Notes  and  Income  Notes  to  Holders  other 
than  corporations  and  certain  other  exempt  recipients..  A  "backup"  withholding  tax  may  also  apply  to 
those  payments  if  a  Holder  fails  to  provide  certain  identifying  information  (such  as  the  Holder's  taxpayer 
identification  number  or  an  attestation  to  the  status  of  the  Holder  as  a  Non-U.S.  Holder).      Backup 
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withholding  is  not  an  additional  tax  and  may  be  refunded  (or  credited  against  the  Holder's  United  States 
federal  income  tax  liability,  if  any)  provided  that  certain  required  information  is  furnished  to  the  IRS  in  a 
timely  manner. 

Prospective  investors  should  consult  with  their  own  tax  advisors  regarding  whether  they  are 
required  to  file  an  IRS  Form  8886  in  respect  of  this  transaction  (relating  to  certain  "reportable 
transactions").  Thus,  for  example,  if  a  U.S.  Holder  were  to  sell  its  Notes  or  Income  Notes  at  a  loss,  it  is 
possible  that  this  loss  could  constitute  a  reportable  transaction  and  need  to  be  reported  on  Form  8886  As 
another  example,  a  transaction  may  be  reportable  if  it  is  offered  under  conditions  of  confidentiality.  In  this 
regard,  each  Holder  and  beneficial  holder  of  a  Note  and  Income  Note  (and  each  of  their  respective 
employees,  representatives  or  other  agents)  is  hereby  advised  that  it  is  permitted  to  disclose  to  any  and 
all  persons,  without  limitation  of  any  kind,  the  tax  treatment  and  tax  structure  of  the  transactions  described 
herein  (including  the  ownership  and  disposition  of  the  Notes  or  Income  Notes)  except  where 
confidentiality  is  reasonably  necessary  to  comply  with  the  securities  laws  of  any  applicable  jurisdiction. 
Significant  penalties  apply  for  failure  to  file  Form  8886  when  required,  and  U.S.  Holders  are  therefore 
urged  to  consult  their  own  tax  advisors. 

U.S.  Holders  of  Income  Notes  and  of  any  Class  of  Notes  classified  as  equity  for  United  States 
federal  income  tax  purposes  may  be  required  to  file  Forms  with  the  IRS  under  the  applicable  reporting 
provisions  of  the  Code.  For  example,  such  U.S.  Holders  may  be  required,  under  Sections  6038,  6038B 
and/or  6046  of  the  Code,  to  supply  the  IRS  with  certain  information  regarding  the  U.S.  Holder,  other  U.S. 
Holders  and  the  Issuer  if  (i)  such  person  owns  at  least  1 0%  of  the  total  value  or  1 0%  of  the  total  combined 
voting  power  of  all  classes  of  stock  entitled  to  vote  or  (ii)  the  acquisition,  when  aggregated  with  certain 
other  acquisitions  that  may  be  treated  as  related  under  applicable  regulations,  exceeds  $100,000.  Upon 
request,  the  Issuer  will  provide  U.S.  Holders  of  Income  Notes  and  of  any  Class  of  Notes  that  may 
reasonably  be  recharacterized  as  equity  for  United  States  federal  income  tax  purposes  with  information 
about  the  Issuer  and  its  shareholders  that  the  Issuer  possesses  and  that  may  be  needed  to  complete  any 
Form  that  is  so  required.  In  the  event  a  U.S.  Holder  fails  to  file  a  form  when  required  to  do  so,  the  U.S. 
Holder  could  be  subject  to  substantial  tax  penalties. 

Circular  230 

Under  31  C.F.R.  part  10,  the  regulations  governing  practice  before  the  IRS  (Circular  230),  the 
Issuer  and  its  tax  advisors  are  (or  may  be)  required  to  inform  prospective  investors  that: 

i.  Any  advice  contained  herein,  including  any  opinions  of  counsel  referred  to  herein,  is 

not  intended  or  written  to  be  used,  and  cannot  be  used  by  any  taxpayer,  for  the 
purpose  of  avoiding  penalties  that  may  be  imposed  on  the  taxpayer; 

ii.  Any  such  advice  is  written  to  support  the  promotion  or  marketing  of  the  Securities 

and  the  transactions  described  herein  (or  in  such  opinion  or  other  advice);  and 

Hi.         Each  taxpayer  should  seek  advice  based  on  the  taxpayer's  particular  circumstances 
from  an  independent  tax  advisor. 

Cayman  Islands  Tax  Considerations 

The  following  discussion  of  certain  Cayman  Islands  income  tax  consequences  of  an  investment  in 
the  Notes  is  based  on  the  advice  of  Maples  and  Calder  as  to  Cayman  Islands  law.  The  discussion  is  a 
general  summary  of  present  law,  which  is  subject  to  prospective  and  retroactive  change.  It  assumes  that 
the  Issuer  will  conduct  its  affairs  in  accordance  with  assumptions  made  by,  and  representations  made  to, 
counsel.  It  is  not  intended  as  tax  advice,  does  not  consider  any  investor's  particular  circumstances,  and 
does  not  consider  tax  consequences  other  than  those  arising  under  Cayman  Islands  law. 
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Under  existing  Cayman  Islands  laws: 

(i)  payments  of  principal  and  interest  in  respect  of  the  Notes  will  not  be  subject  to  taxation  in 
the  Cayman  Islands  and  no  withholding  will  be  required  on  such  payments  to  any  Holder  of  a  Note  and 
gains  derived  from  the  sale  of  Notes  will  not  be  subject  to  Cayman  Islands  income  or  corporation  tax. 
The  Cayman  Islands  currently  have  no  income,  corporation  or  capital  gains  tax  and  no  estate  duty, 
inheritance  tax  or  gift  tax;  and 

(if)  the  Holder  of  any  Note  (or  the  legal  personal  representative  of  such  Holder)  whose  Note 
is  brought  into  the  Cayman  Islands  may  in  certain  circumstances  be  liable  to  pay  stamp  duty  imposed 
under  the  laws  of  the  Cayman  Islands  in  respect  of  such  Note.  In  addition,  an  instrument  transferring  title 
to  a  Note,  if  bought  or  executed  in  the  Cayman  Islands,  would  be  subject  to  Cayman  Islands  stamp  duty.  ' 

The  Issuer  has  been  incorporated  under  the  laws  of  the  Cayman  Islands  as  an  exempted 
company  and,  as  such,  has  applied  for  and  obtained  an  undertaking  from  the  Governor  In  Cabinet  of  the 
Cayman  Islands  in  the  following  form: 

THE  TAX  CONCESSIONS  LAW 

(1999  REVISION) 

UNDERTAKING  AS  TO  TAX  CONCESSIONS 

In  accordance  with  Section  6  of  the  Tax  Concessions  Law  (1999  Revision)  the  Governor  in 
Cabinet  undertakes  with  Timberwolf  I,  Ltd.  (the  "Company"): 

(a)  that  no  law  which  is  hereafter  enacted  in  the  Islands  imposing  any  tax  to  be  levied  on 
profits,  income,  gains  or  appreciations  shall  apply  to  the  Company  or  its  operations;  and 

(b)  in  addition,  that  no  tax  to  be  levied  on  profits,  income,  gains  or  appreciations  or  which  is 
in  the  nature  of  estate  duty  or  inheritance  tax  shall  be  payable 

(i)         on  or  in  respect  of  the  shares,  debentures  or  other  obligations  of  the  Company; 

(ii)         by  way  of  the  withholding  in  whole  or  in  part  of  any  relevant  payment  as  defined 
in  Section  6(3)  of  the  Tax  Concessions  Law  (1999  Revision). 

These  concessions  shall  be  for  a  period  of  twenty  years  from  the  date  of  the  undertaking. 

ERISA  CONSIDERATIONS 

The  United  States  Employee  Retirement  Income  Security  Act  of  1974,  as  amended  ("ERISA"), 
imposes  certain  requirements  on  "employee  benefit  plans"  (as  defined  in  Section  3(3)  of  ERISA)  subject 
to  Title  I  of  ERISA,  including  entities  such  as  collective  investment  funds  and  separate  accounts  whose 
underlying  assets  include  the  assets  of  such  plans  (collectively,  "ERISA  Plans"),  and  on  those  persons 
who  are  fiduciaries  with  respect  to  ERISA  Plans.  Investments  by  ERISA  Plans  are  subject  to  ERISA's 
general  fiduciary  requirements,  including  the  requirement  of  investment  prudence  and  diversification  and 
the  requirement  that  an  ERISA  Plan's  investments  be  made  in  accordance  with  the  documents  governing 
such  ERISA  Plan.  The  prudence  of  a  particular  investment  must  be  determined  by  the  responsible 
fiduciary  of  an  ERISA  Plan  by  taking  into  account  the  ERISA  Plan's  particular  circumstances  and  all  of  the 
facts  and  circumstances  of  the  investment  including,  but  not  limited  to,  the  matters  discussed  above 
under  "Risk  Factors"  and  the  fact  that  in  the  future  there  may  be  no  market  in  which  such  fiduciary  will  be 
able  to  sell  or  otherwise  dispose  of  the  Securities. 

Section  406  of  ERISA  and  Section  4975  of  the  Code  prohibit  certain  transactions  involving  the 
assets  of  an  ERISA  Plan  (as  well  as  those  plans  that  are  not  subject  to  ERISA  but  which  are  subject  to 
Section  4975  of  the  Code,  such  as  individual  retirement  accounts  (together  with  ERISA  Plans,  "Plans")) 
and  certain  persons  (referred  to  as  "parties  in  interest"  under  ERISA  or  "disqualified  persons"  under  the 
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Code  (collectively,  "Parties  in  Interest"))  having  certain  relationships  to  such  Plans,  unless  a  statutory, 
regulatory  or  administrative  exemption  is  applicable  to  the  transaction.  A  Party  in  Interest  who  engages  in 
a  non-exempt  prohibited  transaction  may  be  subject  to  excise  taxes  and  other  penalties  and  liabilities 
under  ERISA  and  Section  4975  of  the  Code. 

The  United  States  Department  of  Labor  ("DOL")  has  promulgated  a  regulation,  29  C.F.R.  Section 
2510.3-101,  describing  what  constitutes  the  assets  of  a  Plan  ("Plan  Assets")  with  respect  to  the  Plan's 
investment  in  an  entity  for  purposes  of  applying  ERISA  and  Section  4975  of  the  Code.  Section  3(42)  of 
ERISA  also  describes  what  constitutes  Plan  Assets.  Section  3(42)  of  ERISA  and  29  C.F.R.  Section 
2510.3-101  are  collectively  the  "Plan  Asset  Regulation."  Under  the  Plan  Asset  Regulation,  if  a  Plan 
invests  in  an  "equity  interest"  of  an  entity  that  is  neither  a  "publicly  offered  security"  nor  a  security  issued 
by  an  investment  company  registered  under  the  Investment  Company  Act,  the  Plan's  assets  include  both 
the  equity  interest  and  an  undivided  interest  in  each  of  the  entity's  underlying  assets,  unless  it  is 
established  that  the  entity  is  an  "operating  company"  or  that  equity  participation  in  the  entity  by  Benefit 
Plan  Investors  is  not  "significant."  Section  3(42)  of  ERISA  modified  29  C.F.R.  Section  2510.3-101  to 
exclude  plans  not  subject  to  Title  I  of  ERISA  or  Section  4975  of  the  Code  from  the  Benefit  Plan  Investor 
definition. 

Prohibited  transactions  may  arise  under  Section  406  of  ERISA  or  Section  4975  of  the  Code  if 
Securities  are  acquired  with  Plan  Assets  with  respect  to  which  the  Issuer,  the  Initial  Purchaser,  the 
Collateral  Manager  or  any  of  their  respective  affiliates,  is  a  Party  in  Interest.  Certain  exemptions  from  the 
prohibited  transaction  provisions  of  Section  406  of  ERISA  and  Section  4975  of  the  Code  may  be 
applicable,  however,  including  a  statutory  exemption  under  Section  408(b)(17)  of  ERISA  for  transactions 
involving  "adequate  consideration"  with  persons  who  are  Parties  in  Interest  solely  by  reason  of  their  (or 
their  affiliate's)  status  as  a  service  provider  to  the  Plan  involved  and  none  of  whom  is  a  fiduciary  with 
respect  to  the  Plan  Assets  involved  (or  an  affiliate  of  such  a  fiduciary).  In  addition,  an  administrative 
exemption  may  be  available  depending  in  part  on  the  type  of  Plan  fiduciary  making  the  decision  to  acquire 
a  Security  and  the  circumstances  under  which  such  decision  is  made.  Included  among  these  exemptions 
are:  DOL  Prohibited  Transaction  Class  Exemption  ("PTCE")  96-23,  regarding  transactions  effected  by 
certain  "in-house  asset  managers";  PTCE  95-60,  regarding  investments  by  insurance  company  general 
accounts;  PTCE  91-38,  regarding  investments  by  bank  collective  investment  funds;  PTCE  90-1,  regarding 
investments  by  insurance  company  pooled  separate  accounts;  and  PTCE  84-14,  regarding  transactions 
effected  by  independent  "qualified  professional  asset  managers."  There  can  be  no  assurance  that  any 
class  or  other  exemption  will  be  available  with  respect  to  any  particular  transaction  involving  the 
Securities,  or  that,  if  available,  the  exemption  would  cover  all  possible  prohibited  transactions. 

Governmental  plans  and  certain  church  and  other  plans,  while  not  necessarily  subject  to  the 
fiduciary  responsibility  provisions  of  ERISA  or  the  provisions  of  Section  4975  of  the  Code,  may 
nevertheless  be  subject  to  state  or  other  federal  laws  that  are  substantially  similar  to  the  foregoing 
provisions  of  ERISA  and  the  Code.  Fiduciaries  of  any  such  plans  should  consult  with  their  counsel  before 
purchasing  any  Securities. 

Any  insurance  company  proposing  to  invest  assets  of  its  general  account  in  the  Securities  should 
consider  the  extent  to  which  such  investment  would  be  subject  to  the  requirements  of  ERISA  in  light  of 
the  U.S.  Supreme  Court's  decision  in  John  Hancock  Mutual  Life  Insurance  Co.  v.  Harris  Trust  and 
Savings  Bank,  510  U.S.  86  (1993),  and  the  enactment  of  Section  401(c)  of  ERISA.  In  particular,  such  an 
insurance  company  should  consider  the  retroactive  and  prospective  exemptive  relief  granted  by  the  DOL 
for  transactions  involving  insurance  company  general  accounts  in  PTCE  95-60  and  the  regulations  issued 
by  the  DOL,  29  C.F.R.  Section  2550.401c-1  (January  5,  2000).  Certain  additional  information  regarding 
general  accounts  is  set  forth  below. 

Any  Plan  fiduciary  or  other  person  who  proposes  to  use  Plan  Assets  to  purchase  any  Securities 
should  consult  with  its  counsel  regarding  the  applicability  of  the  fiduciary  responsibility  and  prohibited 
transaction  provisions  of  ERISA  and  Section  4975  of  the  Code  to  such  an  investment,  and  to  confirm  that 
such  investment  will  not  constitute  or  result  in  a  non-exempt  prohibited  transaction  or  any  other  violation 
of  an  applicable  requirement  of  ERISA. 
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The  sale  of  any  Security  to  a  Plan,  or  to  a  person  using  Plan  Assets  to  effect  its  purchase  of  any 
Security,  is  in  no  respect  a  representation  by  the  Issuers,  the  Initial  Purchaser  or  the  Collateral  Manager 
that  such  an  investment  meets  all  relevant  legal  requirements  with  respect  to  investments  by  Plans 
generally  or  any  particular  Plan,  or  that  such  an  investment  is  appropriate  for  Plans  generally  or  any 
particular  Plan. 

Class  S  Notes,  Class  A  Notes,  Class  B  Notes  and  Class  C  Notes 

For  purposes  of  the  Plan  Asset  Regulation,  an  equity  interest  includes  any  interest  in  an  entity 
other  than  an  instrument  that  is  treated  as  indebtedness  under  applicable  local  law  and  which  has  no 
substantial  equity  features.  Because  the  Notes  (a)  are  expected  to  be  treated  as  indebtedness  under 
local  law  and  for  federal  tax  purposes  (see  "Income  Tax  Considerations"  herein),  and  (b)  should  not  be 
deemed  to  have  any  "substantial  equity  features,"  purchases  of  the  Notes  with  Plan  Assets  should  not  be 
treated  as  equity  investments  and,  therefore,  the  Collateral  Assets  should  not  be  deemed  to  be  Plan 
Assets  of  the  investing  Plans.  Those  conclusions  are  based,  in  part,  upon  the  traditional  debt  features  of 
the  Notes,  including  the  reasonable  expectation  of  purchasers  of  the  Notes  that  the  Notes  will  be  repaid 
when  due,  as  well  as  the  absence  of  conversion  rights,  warrants  and  other  typical  equity  features. 
However,  if  the  Notes  were  nevertheless  treated  as  equity  interests  for  purposes  of  the  Plan  Asset 
Regulation  and  if  the  assets  of  the  Issuer  were  deemed  to  constitute  Plan  Assets  of  an  investing  Plan,  (i) 
transactions  involving  the  assets  of  the  Issuer  could  be  subject  to  the  fiduciary  responsibility  and 
prohibited  transaction  provisions  of  ERISA  and  Section  4975  of  the  Code,  (ii)  the  assets  of  the  Issuer 
could  be  subject  to  ERISA's  reporting  and  disclosure  requirements,  and  (iii)  the  fiduciary  causing  the  Plan 
to  make  an  investment  in  the  Notes  could  be  deemed  to  have  delegated  its  responsibility  to  manage  Plan 
Assets. 

By  its  purchase  of  any  Class  S  Note,  Class  A  Note,  Class  B  Note  or  Class  C  Note,  the  purchaser 
thereof  will  be  deemed  to  have  represented  and  warranted  either  that  (i)  it  is  not  and  will  not  be  a  Plan  or 
an  entity  whose  underlying  assets  include  Plan  Assets  by  reason  of  any  Plan's  investment  in  the  entity;  or 
(ii)  its  purchase  and  holding  of  a  Class  S  Note,  Class  A  Note,  Class  B  Note  or  Class  C  Note  are  eligible 
for  the  exemptive  relief  available  under  any  of  Section  408(b)(17)  of  ERISA  or  PTCE  84-14,  90-1,  91-38, 
95-60,  96-23  or  a  similar  exemption. 

Class  D  Notes  and  Income  Notes 

Equity  participation  in  an  entity  by  Benefit  Plan  Investors  is  "significant"  under  the  Plan  Asset 
Regulation  (see  above)  if  25%  or  more  of  the  value  of  any  class  of  equity  interest  in  the  entity  is  held  by 
Benefit  Plan  Investors.  If  equity  participation  in  the  Issuer  by  Benefit  Plan  Investors  is  "significant,"  the 
assets  of  the  Issuer  could  be  deemed  to  be  Plan  Assets  of  Plans  investing  in  the  equity.  If  the  assets  of 
the  Issuer  were  deemed  to  constitute  Plan  Assets  of  an  investing  Plan,  (i)  transactions  involving  the 
assets  of  the  Issuer  could  be  subject  to  the  fiduciary  responsibility  and  prohibited  transaction  provisions  of 
ERISA  and  Section  4975  of  the  Code,  (ii)  the  assets  of  the  Issuer  could  be  subject  to  ERISA's  reporting 
and  disclosure  requirements,  and  (iii)  the  fiduciary  causing  the  Plan  to  make  an  equity  investment  in  the 
Issuer  could  be  deemed  to  have  delegated  its  responsibility  to  manage  Plan  Assets.  The  term  "Benefit 
Plan  Investor"  includes  (i)  an  employee  benefit  plan  (as  defined  in  Section  3(3)  of  ERISA)  that  is  subject 
to  the  provisions  of  Title  I  of  ERISA,  (ii)  a  plan  described  in  and  subject  to  Section  4975(e)(1)  of  the  Code 
and  (iii)  any  entity  whose  underlying  assets  include  Plan  Assets  by  reason  of  any  such  plan's  investment 
in  the  entity.  An  entity  described  in  (iii)  above  will  be  asked  (i)  to  identify  the  maximum  percentage  of  its 
assets  that  may  be  or  become  Plan  Assets  and  (ii)  without  limiting  the  remedies  that  may  be  available,  in 
the  event  the  maximum  percentage  is  thereafter  exceeded,  to  agree  to  notify  the  Issuer,  and  dispose  of 
Income  Notes  as  instructed  by  the  Issuer,  before  the  specified  maximum  percentage  is  exceeded.  For 
purposes  of  making  the  25%  determination,  the  value  of  any  equity  interests  in  the  Issuer  held  by  a 
person  (other  than  a  Benefit  Plan  Investor)  who  has  discretionary  authority  or  control  with  respect  to  the 
.  assets  of  the  Issuer,  any  person  who  provides  investment  advice  for  a  fee  (direct  or  indirect)  with  respect 
to  such  assets,  or  any  affiliate  of  such  a  person  (any  of  the  foregoing,  a  "Controlling  Person"),  are 
disregarded.  Under  the  Plan  Asset  Regulation,  an  "affiliate"  of  a  person  includes  any  person,  directly  or 
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indirectly  through  one  or  more  intermediaries,  controlling,  controlled  by  or  under  common  control  with  the 
person,  and  "control"  with  respect  to  a  person,  other  than  an  individual,  means  the  power  to  exercise  a 
controlling  influence  over  the  management  or  policies  of  such  person. 

The  Income  Notes  are  not  indebtedness  under  applicable  local  law  and  will  be  equity  interests  for 
purposes  of  applying  ERISA  and  Section  4975  of  the  Code.  The  Class  D  Notes  may  also  be  treated  as 
equity  interests  for  purposes  of  applying  ERISA  and  Section  4975  of  the  Code.  Accordingly,  purchases 
and  transfers  of  Income  Notes  will  be  limited,  so  that  less  than  25%  of  the  value  of  each  of  the  Class  D 
Notes  and  Income  Notes  will  be  held  by  Benefit  Plan  Investors,  by  requiring  each  purchaser  or  transferee 
of  a  Class  D  Note  and  an  Income  Note  to  make  certain  representations  and  agree  to  additional  transfer 
restrictions  described  under  "Notice  to  Investors."  Benefit  Plan  Investors  and  Controlling  Persons  will  not 
be  permitted  to  purchase  Regulation  S  Income  Notes  or  Regulation  S  Class  D  Notes.  No  purchase  of  a 
Class  D  Note  or  an  Income  Note  (other  than  a  Regulation  S  Income  Note  and  a  Regulation  S  Class  D 
Note)  by,  or  proposed  transfer  to,  a  person  that  has  represented  that  it  is  a  Benefit  Plan  Investor  or  a 
Controlling  Person  will  be  permitted  to  the  extent  that  such  purchase  or  transfer  would  result  in  persons 
that  have  represented  that  they  are  Benefit  Plan  Investors  owning  25%  or  more  of  any  of  the  outstanding 
Class  D  Notes  and  Income  Notes  immediately  after  such  purchase  or  proposed  transfer  (determined  in 
accordance  with  the  Plan  Asset  Regulation  and  the  Indenture  and  the  Fiscal  Agency  Agreement),  based 
upon  the  representations  made  by  investors.  In  addition,  the  Initial  Purchaser,  the  Collateral  Manager 
and  the  Trustee  agree  that  neither  they  nor  any  of  their  respective  affiliates  will  acquire  any  Class  D  Notes 
or  Income  Notes  unless  such  acquisition  would  not,  as  determined  by  the  Trustee,  result  in  persons  that 
have  acquired  Class  D  Notes  or  Income  Notes  and  represented  that  they  are  Benefit  Plan  Investors 
owning  25%  or  more  of  the  outstanding  Class  D  Notes  or  Income  Notes  immediately  after  such 
acquisition  by  the  Initial  Purchaser,  the  Collateral  Manager  or  the  Trustee.  Class  D  Notes  or  Income 
Notes  held  as  principal  by  the  Initial  Purchaser,  the  Collateral  Manager,  the  Trustee,  any  of  their 
respective  affiliates  and  persons  that  have  represented  that  they  are  Controlling  Persons  will  be 
disregarded  and  will  not  be  treated  as  outstanding  for  purposes  of  determining  compliance  with  the  25% 
limitation  to  the  extent  that  such  a  Controlling  Person  is  not  a  Benefit  Plan  Investor.  Any  Benefit  Plan 
Investor  that  acquires  Class  D  Notes  or  Income  Notes  (other  than  Regulation  S  Income  Notes  or 
Regulation  S  Class  D  Notes)  will  be  required  to  represent  and  agree  that  the  acquisition  and  holding  of 
the  Class  D  Notes  or  Income  Notes  (other  than  Regulation  S  Income  Notes  or  Regulation  S  Class  D 
Notes)  do  not  and  will  not  constitute  a  prohibited  transaction  under  ERISA  or  Section  4975  of  the  Code 
for  which  an  exemption  is  not  available. 

The  U.S.  Supreme  Court,  in  John  Hancock  (noted  above),  held  that  those  funds  allocated  to  the 
general  account  of  an  insurance  company  pursuant  to  a  contract  with  an  employee  benefit  plan  which 
vary  with  the  investment  experience  of  the  insurance  company  are  "plan  assets."  In  the  preamble  to 
PTCE  95-60  (also  noted  above),  the  DOL  noted  that,  for  purposes  of  calculating  the  25%  threshold  under 
the  significant  participation  test  of  the  Plan  Asset  Regulation,  only  the  proportion  of  an  insurance 
company  general  account's  equity  investment  in  the  entity  that  represents  Plan  Assets  should  be  taken 
into  account  in  calculating  that  portion  of  the  general  account  that  is  a  Benefit  Plan  Investor.  Any 
insurance  company  using  general  account  assets  to  purchase  Class  D  Notes  or  Income  Notes  (other  than 
Regulation  S  Income  Notes  or  Regulation  S  Class  D  Notes)  will  be  asked  (i)  to  identify  the  maximum 
percentage  of  the  assets  of  the  general  account  that  may  be  or  become  Plan  Assets,  (ii)  whether  it  is  a 
"Controlling  Person"  (defined  above),  and  (iii)  without  limiting  the  remedies  that  may  be  available,  in  the 
event  that  the  maximum  percentage  is  thereafter  exceeded,  to  agree  to  notify  the  Issuer,  and  dispose  of 
Class  D  Notes  or  Income  Notes  as  instructed  by  the  Issuer,  before  the  specified  maximum  percentage  is 
exceeded.  Insurance  companies  using  general  account  assets  that  are  Plan  Assets  may  not  purchase 
Regulation  S  Income  Notes  or  Regulation  S  Class  D  Notes. 

CERTAIN  LEGAL  INVESTMENT  CONSIDERATIONS 

_^.  Institutions  whose  investment  activities  are  subject  to  legal  investment  laws  and  regulations  or  to 
review  by  certain  regulatory  authorities  may  be  subject  to  restrictions  on  investments  in  the  Notes  or  the 
Income  Notes.  Any  such  institution  should  consult  its  legal  advisors  in  determining  whether  and  to  what 
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extent  there  may  be  restrictions  on  its  ability  to  invest  in  the  Notes  and  the  Income  Notes.  Without  limiting 
the  foregoing,  any  financial  institution  that  is  subject  to  the  jurisdiction  of  the  Comptroller  of  Currency,  the 
Board  of  Governors  of  the  Federal  Reserve  System,  the  Federal  Deposit  Insurance  Corporation,  the 
Office  of  Thrift  Supervision,  the  National  Credit  Union  Administration,  any  state  insurance  commission,  or 
any  other  federal  or  state  agencies  with  similar  authority  should  review  any  applicable  rules,  guidelines 
and  regulations  prior  to  purchasing  the  Notes  or  the  income  Notes.  Depository  institutions  should  review 
and  consider  the  applicability  of  the  Federal  Financial  Institutions  Examination  Council  Supervisory  Policy 
Statement  on  Securities  Activities,  which  has  been  adopted  by  the  respective  federal  regulators. 

None  of  the  Issuers  or  the  Initial  Purchaser  make  any  representation  as  to  the  proper 
characterization  of  the  Notes  or  Income  Notes  for  legal  investment  or  other  purposes,  or  as  to  the  ability 
of  particular  investors  to  purchase  the  Notes  or  Income  Notes  for  legal  investment  or  other  purposes,  or 
as  to  the  ability  of  particular  investors  to  purchase  the  Notes  or  Income  Notes  under  applicable 
investment  restrictions.  The  Issuers  understand  that  certain  state  insurance  regulators,  in  response  to  a 
request  for  guidance,  may  be  considering  the  characterization  (as  U.S.  domestic  or  foreign  (non-U.S.))  of 
certain  collateralized  debt  obligation  securities  co-issued  by  a  non-U.S.  issuer  and  a  U.S.  co-issuer. 
There  can  be  no  assurance  as  to  the  nature  of  any  guidance  or  other  action  that  may  result  from  such 
consideration.  The  uncertainties  described  above  (and  any  unfavorable  future  determinations  concerning 
legal  investment  or  financial  institution  regulatory  characteristics  of  the  Notes  or  Income  Notes)  may  affect 
the  liquidity  of  the  Notes  or  Income  Notes.  Accordingly,  all  institutions  whose  activities  are  subject  to  legal 
investment  laws  and  regulations,  regulatory  capital  requirements  or  review  by  regulatory  authorities 
should  consult  their  own  legal  advisors  in  determining  whether  and  to  what  extent  the  Notes  or  Income 
Notes  are  subject  to  investment,  capital  or  other  restrictions. 

LISTING  AND  GENERAL  INFORMATION 

1 .  Application  may  be  made  to  admit  some  or  all  of  the  Securities  on  a  stock  exchange  of 
the  Issuer's  choice,  if  practicable.  There  can  be  no  assurance  that  such  admission  will  be  sought, 
granted  or  maintained.  Copies  of  this  offering  circular,  the  Memorandum  and  Articles  of  Association  of 
the  Issuer  and  the  organization  documents  of  the  Co-Issuer,  the  Indenture,  the  Collateral  Management 
Agreement,  the  Fiscal  Agency  Agreement  and  the  Cashflow  Swap  Agreement  will  be  deposited  with  the 
Note  Paying  Agents,  the  Listing  and  Paying  Agent  and  at  the  registered  office  of  the  Issuer,  where  copies 
thereof  may  be  obtained,  free  of  charge,  upon  request  within  fourteen  days  of  the  date  of  the  Listing 
Particulars. 

2.  Copies  of  the  Memorandum  and  Articles  of  Association  of  the  Issuer,  the  organizational 
documents  of  the  Co-Issuer,  the  resolutions  of  the  Board  of  Directors  of  the  Issuer  authorizing  the 
issuance  of  the  Securities,  and  the  execution  of  the  Indenture,  the  Deed  of  Covenant,  the  Fiscal  Agency 
Agreement,  the  Collateral  Management  Agreement  and  the  Cashflow  Swap  Agreement  and  the 
resolutions  of  the  sole  member  of  the  Co-Issue^  authorizing  the  issuance  of  the  Notes,  and  the  execution 
of  the  Indenture  may  be  obtained  free  of  charge  upon  request  within  thirty  days  of  the  date  of  this  offering 
circular  at  the  office  of  a  Paying  Agent  on  behalf  of  the  Issuer. 

3.  Each  of  the  Issuers  represents  that  there  has  been  no  material  adverse  change  in  its 
financial  position  since  its  date  of  creation. 

4.  The  Issuer  is  not  required  by  Cayman  Islands  law,  and  the  Issuer  does  not  intend,  to 
publish  annual  reports  and  accounts.  The  Co-Issuer  is  not  required  by  Delaware  law,  and  the  Co-Issuer 
does  not  intend,  to  publish  annual  reports  and  accounts.  The  Indenture,  however,  requires  the  Issuer  to 
deliver  to  the  Trustee  a  Director's  Certificate  stating,  as  to  each  signatory  thereof,  that  (a)  a  review  of  the 
activities  of  the  Issuer  during  the  prior  year  and  of  the  Issuer's  performance  under  the  Indenture  has  been 
made  under  his  supervision;  and  (b)  to  the  best  of  his  knowledge,  based  on  such  review,  the  Issuer  has 
fulfilled  all  of  its  obligations  under  the  Indenture  throughout  the  prior  year,  or,  if  there  has  been  a  default  in 
the  fulfillment  of  any  such  obligation,  specifying  each  such  default  known  to  him  and  the  nature  and  status 
thereof. 
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5.  The  Issuers  are  not,  and  have  not  since  incorporation  or  formation,  as  applicable,  been, 
involved  in  any  litigation  or  arbitration  proceedings  relating  to  claims  in  amounts  which  may  have  or  have 
had  a  material  effect  on  the  Issuers  in  the  context  of  the  issue  of  the  Notes  nor,  so  far  as  each  of  the 
Issuers  is  aware,  is  any  such  litigation  or  arbitration  involving  it  pending  or  threatened. 

6.  The  issuance  of  the  Securities  will  be  authorized  by  the  Board  of  Directors  of  the  Issuer 
by  resolutions  passed  on  or  about  the  Closing  Date.  The  issuance  of  the  Notes  will  be  authorized  by  the 
sole  member  of  the  Co-Issuer  by  action  by  written  consent  of  the  sole  member  passed  on  or  about  the 
Closing  Date.  Since  incorporation  or  formation,  as  applicable,  neither  the  Issuer  nor  the  Co-Issuer  has 
commenced  trading  or  established  any  accounts,  except  as  disclosed  herein  or  accounts  used  to  hold 
amounts  received  with  respect  to  share  capital  and  fees. 

7.  The  Notes  sold  in  offshore  transactions  in  reliance  on  Regulation  S  and  represented  by 
the  Regulation  S  Global  Notes  have  been  accepted  for  clearance  through  Clearstream  and  Euroclear 
under  the  Common  Codes  indicated  below.  The  CUSIP  Numbers  and  International  Securities 
Identification  Numbers  (" ISIN")  for  the  Notes  represented  by  Regulation  S  Global  Notes  and  Rule  144A 
Global  Notes  are  as  indicated  below: 


Regulation 

S 

Rule  144A 

Global  Notes 

Global  Notes 

CUSIP 

ISIN 

CUSIP 

Class  S-1  Notes 

G8878YAA8 

USG8878YAA85 

88714PAA4 

Class  S-2  Notes 

G8878YAL4 

USG8878YAL41 

88714PAK2 

Class  A-1  a  Notes 

G8878YAB6 

USG8878YAB68 

88714PAB2 

Class  A-1b  Notes 

G8878YAC4 

USG8878YAC42 

88714PAC0 

Class  A-1  c  Notes 

G8878YAD2 

USG8878YAD25 

88714PAD8 

Class  A-1  d  Notes 

G8878YAE0 

USG8878YAE08 

88714PAE6 

Class  A-2  Notes 

G8878YAF7 

USG8878YAF72 

88714PAF3 

Class  B  Notes 

G8878YAG5 

USG8878YAG55 

88714PAG1 

Class  C  Notes 

G8878YAH3 

USG8878YAH39 

88714PAH9 

Class  D  Notes 

G8878YAK6 

USG8878YAK67 

88714PAJ5 

Income  Notes 

G8878DAA4 

USG8878DAA49 

88714NAA9 

LEGAL  MATTERS 

Certain  legal  matters  will  be  passed  upon  for  the  Collateral  Manager  by  Sidley  Austin  LLP,  New 
York,  New  York.  Certain  matters  with  respect  to  Cayman  Islands  law  will  be  passed  upon  for  the  Issuer 
by  Maples  and  Calder.  Certain  legal  matters  will  be  passed  upon  for  the  Issuer  and  Goldman,  Sachs  & 
Co.  by  Orrick,  Herrington  &  Sutcliffe  LLP,  New  York,  New  York. 

UNDERWRITING 

The  Securities  will  be  offered  by  Goldman,  Sachs  &  Co.  (the  "Initial  Purchaser"),  from  time  to  time 
at  varying  prices  in  negotiated  transactions  subject  to  prior  sale,  when,  as  and  if  issued.  Subject  to  the 
terms  and  conditions  set  forth  in  the  Purchase  Agreement  (the  "Purchase  Agreement")  dated  as  of  March 
27,  2007  among  Goldman,  Sachs  &  Co.  and  the  Issuers,  the  Issuers  have  agreed  to  sell  to  Goldman, 
Sachs  &  Co.  and  Goldman,  Sachs  &  Co.  has  agreed  to  purchase  all  of  the  Notes  and  the  Income  Notes. 

Under  the  terms  and  conditions  of  the  Purchase  Agreement,  Goldman,  Sachs  &  Co.  is  committed 
to  take  and  pay  for  all  the  Securities  to  be  offered  by  it,  if  any  are  taken.  Furthermore,  under  the  terms 
and  conditions  of  the  Purchase  Agreement,  Goldman,  Sachs  &  Co.  may  be  entitled  to  an  underwriting 
discount  on  the  Securities  purchased  by  it  and  will  be  entitled  to  the  Deferred  Structuring  Expense  on 
each  Payment  Date  in  accordance  with  the  Priority  of  Payments.  ..    ._ 
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The  Securities  purchased  from  the  Issuers  by  the  Initial  Purchaser  will  be  offered  by  it  from  time 
to  time  for  sale  in  negotiated  transactions  or  otherwise  at  varying  prices  to  be  determined  at  the  time  of 
sale  plus  accrued  interest,  if  any,  from  the  Closing  Date. 

The  Securities  have  not  been  and  will  not  be  registered  under  the  Securities  Act  for  offer  or  sale 
as  part  of  their  distribution  and  may  not  be  offered  or  sold  within  the  United  States  or  to,  or  for  the  account 
or  benefit  of,  a  U.S.  Person  or  a  U.S.  resident  (as  determined  for  purposes  of  the  Investment  Company 
Act,  a  "U.S.  Resident")  except  in  certain  transactions  exempt  from,  or  not  subject  to,  the  registration 
requirements  of  the  Securities  Act. 

The  Issuers  have  been  advised  by  the  Initial  Purchaser  that  (a)  it  proposes  to  resell  the  Securities 
outside  the  United  States  (in  part,  by  Goldman,  Sachs  &  Co.,  through  its  selling  agent)  in  offshore 
transactions  in  reliance  on  Regulation  S  and  in  accordance  with  applicable  law  and  (b)  it  proposes  to 
resell  the  Securities  in  the  United  States  only  to  (1)  Qualified  Institutional  Buyers  in  reliance  on  Rule  144A 
purchasing  for  their  own  accounts  or  for  the  accounts  of  Qualified  Institutional  Buyers  or  (2)  in  the  case  of 
the  Income  Notes  only,  Accredited  Investors,  which  have  a  net  worth  of  not  less  than  U.S.$10  million 
each  of  which  purchasers  or  accounts  is  a  Qualified  Purchaser.  The  Initial  Purchaser's  discount  will  be 
the  same  for  the  Regulation  S  Notes  and  the  Rule  144A  Notes  offered  hereby  and  for  the  Income  Notes 
within  each  Class  of  Securities. 

The  Initial  Purchaser  has  acknowledged  and  agreed  that  it  will  not  offer,  sell  or  deliver  any 
Regulation  S  Notes  or  Regulation  S  Income  Notes  purchased  by  it  to,  or  for  the  account  or  benefit  of,  any 
U.S.  Person  or  U.S.  Resident  (as  determined  for  purposes  of  the  Investment  Company  Act)  as  part  of  its 
distribution  at  any  time  and  that  it  will  send  to  each  distributor,  dealer  or  person  receiving  a  selling 
concession,  fee  or  other  remuneration  to  which  it  sells  Regulation  S  Notes  or  Regulation  S  Income  Notes 
purchased  by  it  a  confirmation  or  other  notice  setting  forth  the  prohibition  on  offers  and  sales  of  the 
Regulation  S  Notes  or  Regulation  S  Income  Notes  within  the  United  States  or  to,  or  for  the  account  or 
benefit  of,  any  U.S.  Person  or  U.S.  Resident. 

With  respect  to  the  Securities  initially  sold  pursuant  to  Regulation  S,  until  the  expiration  of  (x)  40 
days  after  the  commencement  of  the  distribution  of  the  offering  of  the  Notes  by  the  Initial  Purchaser,  with 
respect  to  offers  or  sales  of  the  Notes  and  (y)  one  year  after  the  commencement  of  the  distribution  of  the 
Income  Notes,  with  respect  to  offers  or  sales  of  the  Income  Notes  purchased  by  Goldman,  Sachs  &  Co., 
an  offer  or  sale  of  Securities  within  the  United  States  by  a  dealer  that  is  not  participating  in  the  offering 
may  violate  the  registration  requirements  of  the  Securities  Act  if  such  offer  or  sale  is  made  otherwise  than 
in  accordance  with  Rule  144A  or  pursuant  to  another  exemption  from  registration  under  the  Securities 
Act. 

The  Initial  Purchaser  has  represented,  warranted  and  agreed  that:  (i)  it  has  only  communicated  or 
caused  to  be  communicated  and  will  only  communicate  or  cause  to  be  communicated  any  invitation  or 
inducement  to  engage  in  investment  activity  (within  the  meaning  of  section  21  of  the  Financial  Services 
and  Markets  Act  2000  ("FSMA"))  received  by  it  in  connection  withthe  issue  or  sale  of  any  Securities  in 
circumstances  in  which  section  21(1)  of  the  FSMA  does  not  apply  to  the  Issuer;  and  (if)  it  has  complied 
and  will  comply  with  all  applicable  provisions  of  the  FSMA  with  respect  to  anything  done  by  it  in  relation  to 
the  Securities  in,  from  or  otherwise  involving  the  United  Kingdom.  See  "Underwriting." 

The  Securities  may  not  be  offered  or  sold  by  means  of  any  document  other  than  to  persons 
whose  ordinary  business  is  to  buy  or  sell  shares  or  debentures,  whether  as  principal  or  agent,  or  in 
circumstances  which  do  not  constitute  an  offer  to  the  public  within  the  meaning  of  the  Companies 
Ordinance  (Cap.  32)  of  Hong  Kong,  and  no  advertisement,  invitation  or  document  relating  to  the 
Securities  may  be  issued,  whether  in  Hong  Kong  or  elsewhere,  which  is  directed  at,  or  the  contents  of 
which  are  likely  to  be  accessed  or  read  by,  the  public  in  Hong  Kong  (except  if  permitted  to  do  so  under 
the  securities  laws  of  Hong  Kong)  other  than  with  respect  to  Securities  which  are  or  are  intended  to  be 
disposed  of  only  to  persons  outside  Hong  Kong  or  only  to  "professional  investors"  within  the  meaning  of 
the  Securities  and  Futures  Ordinance  (Cap.  571)  of  Hong  Kong  and  any  rules  made  thereunder. 
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This  Offering  Circular  has  not  been  registered  as  a  prospectus  with  the  Monetary  Authority  of 
Singapore.  Accordingly,  this  Offering  Circular  and  any  other  document  or  material  in  connection  with  the 
offer  or  sale,  or  invitation  or  subscription  or  purchase,  of  the  Securities  may  not  be  circulated  or 
distributed,  nor  may  the  Securities  be  offered  or  sold,  or  be  made  the  subject  of  an  invitation  for 
subscription  or  purchase,  whether  directly  or  indirectly,  to  persons  in  Singapore  other  than  (0  to  an 
institutional  investor  under  Section  274  of  the  Securities  and  Futures  Act,  Chapter  289  of  Singapore  (the 
"SFA"),  (ii)  to  a  relevant  person,  or  any  person  pursuant  to  Section  275(1A),  and  in  accordance  with  the 
conditions,  specified  in  Section  275  of  the  SFA  or  (iii)  otherwise  pursuant  to,  and  in  accordance  with  the 
conditions  of,  any  other  applicable  provision  of  the  SFA. 

Where  the  Securities  are  subscribed  or  purchased  under  Section  275  by  a  relevant  person  which 
is:  (a)  a  corporation  (which  is  not  an  accredited  investor)  the  sole  business  of  which  is  to  hold  investments 
and  the  entire  share  capital  of  which  is  owned  by  one  or  more  individuals,  each  of  whom  is  an  accredited 
investor;  or  (b)  a  trust  (where  the  trustee  is  not  an  accredited  investor)  whose  sole  purpose  is  to  hold 
investments  and  each  beneficiary  is  an  accredited  investor,  shares,  debentures  and  units  of  shares  and 
debentures  of  that  corporation  or  the  beneficiaries'  rights  and  interest  in  that  trust  shall  not  be  transferable 
for  6  months  after  that  corporation  or  that  trust  has  acquired  the  Securities  under  Section  275  except:  (1) 
to  an  institutional  investor  under  Section  274  of  the  SFA  or  to  a  relevant  person,  or  any  person  pursuant 
to  Section  275(1  A),  and  in  accordance  with  the  conditions,  specified  in  Section  275  of  the  SFA;  (2)  where 
no  consideration  is  given  for  the  transfer;  or  (3)  by  operation  of  law. 

The  Securities  have  not  been  and  will  not  be  registered  under  the  Securities  and  Exchange  Law 
of  Japan  (the  Securities  and  Exchange  Law)  and  the  Initial  Purchaser  has  agreed  that  it  will  not  offer  or 
sell  any  Securities,  directly  or  indirectly,  in  Japan  or  to,  or  for  the  benefit  of,  any  resident  of  Japan  (which 
term  as  used  herein  means  any  person  resident  in  Japan,  including  any  corporation  or  other  entity 
organized  under  the  laws  of  Japan),  or  to  others  for  re-offering  or  resale,  directly  or  indirectly,  in  Japan  or 
to  a  resident  of  Japan,  except  pursuant  to  an  exemption  from  the  registration  requirements  of,  and 
otherwise  in  compliance  with,  the  Securities  and  Exchange  Law  and  any  other  applicable  laws, 
regulations  and  ministerial  guidelines  of  Japan. 

The  Initial  Purchaser  has  agreed  that  it  has  not  made  and  will  not  make  any  invitation  to  the 
public  in  the  Cayman  Islands  to  purchase  any  of  the  Securities. 

Buyers  of  Regulation  S  Securities  sold  by  the  selling  agent  of  Goldman,  Sachs  &  Co.  may  be 
required  to  pay  stamp  taxes  and  other  charges  in  accordance  with  the  laws  and  practice  of  the  country  of 
purchase  in  addition  to  the  purchase  price. 

No  action  has  been  or  will  be  taken  in  any  jurisdiction  that  would  permit  a  public  offering  of  the 
Securities,  or  the  possession,  circulation  or  distribution  of  this  Offering  Circular  or  any  other  material 
relating  to  the  Issuers  or  the  Securities,  in  any  jurisdiction  where  action  for  such  purpose  is  required. 
Accordingly,  the  Securities  may  not  be  offered  or  sold,  directly  or  indirectly,  and  neither  this  Offering 
Circular  nor  any  other  offering  material  or  advertisements  in  connection  with  the  Securities  may  be 
distributed  or  published,  in  or  from  any  country  or  jurisdiction  except  under  circumstances  that  will  result 
in  compliance  with  any  applicable  rules  and  regulations  of  any  such  country  or  jurisdiction. 

The  Securities  are  a  new  issue  of  securities  with  no  established  trading  market.  The  Issuers 
have  been  advised  by  the  Initial  Purchaser  that  it  may  make  a  market  in  the  Securities  it  is  offering  but  is 
not  obligated  to  do  so  and  may  discontinue  market  making  at  any  time  without  notice.  No  assurance  can 
be  given  as  to  the  liquidity  of  the  trading  market  for  the  Securities.  There  can  be  no  assurance  that  any 
secondary  market  for  any  of  the  Securities  will  develop,  or,  if  a  secondary  market  does  develop,  that  it  will 
provide  the  Holders  of  the  Securities  with  liquidity  of  investment  or  that  it  will  continue  for  the  life  of  the 
Securities. 

Application  may  be  made  to  admit  the  Securities  on  a  stock  exchange  of  the  Issuer's  choice,  if 
practicable.  There  can  be  no  assurance  that  such  admission  will  be  sought,  granted  or  maintained. 
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The  Issuers  have  agreed  to  indemnify  the  Initial  Purchaser,  the  Collateral  Manager,  the  Issuer 
Administrator,  the  Collateral  Administrator  and  the  Trustee  against  certain  liabilities,  including  in  the  case 
of  the  Initial  Purchaser,  liabilities  under  the  Securities  Act,  or  to  contribute  to  payments  they  may  be 
required  to  make  in  respect  thereof.  In  addition,  the  Issuers  have  made  certain  representations  and 
warranties  to  the  Initial  Purchaser  and  have  agreed  to  reimburse  the  Initial  Purchaser  for  certain  of  their 
expenses. 

The  Initial  Purchaser  may,  from  time  to  time  as  principal  or  through  one  or  more  investment  funds 
that  it  manages,  make  investments  in  the  equity  securities  of  one  or  more  of  the  issuers  of  Collateral 
Assets  with  the  result  that  one  or  more  of  such  issuers  may  be  or  may  become  controlled  by  the  Initial 
Purchaser 
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APPENDIX  A 
Certain  Definitions 

"Accounts"  means  collectively,  the  Collection  Account,  the  Payment  Account,  the  Expense 
Reserve  Account,  the  Cashflow  Swap  Termination  Receipts  Account,  the  Cashflow  Swap  Replacement 
Account,  the  Cashflow  Swap  Collateral  Account,  the  Default  Swap  Collateral  Account,  the  Synthetic 
Security  Collateral  Account  and  the  Collateral  Account. 

"Actual  Interest  Amount"  means  with  respect  to  any  Reference  Obligation  Payment  Date, 
payment  by  or  on  behalf  of  the  Reference  Entity  of  an  amount  in  respect  of  interest  due  under  the 
Reference  Obligation  (including,  without  limitation,  any  deferred  interest  or  defaulted  interest  relating  to 
the  Synthetic  Security  but  excluding  payments  in  respect  of  prepayment  penalties,  yield  maintenance 
provisions  or  principal,  except  that  the  Actual  Interest  Amount  shall  include  any  payment  of  principal 
representing  capitalized  interest)  to  the  holder(s)  of  the  Reference  Obligation  in  respect  of  the  Reference 
Obligation. 

"Actual  Principal  Amount"  means,  with  respect  to  the  Final  Amortization  Date  or  the  legal  final 
maturity  date  of  any  Reference  Obligation,  the  amount  paid  on  such  day  by  or  on  behalf  of  the  Reference 
Entity  in  respect  of  principal  (excluding  any  capitalized  interest)  to  the  holder(s)  of  the  Reference 
Obligation  in  respect  of  the  Reference  Obligation. 

"Actual  Rating"  means  with  respect  to  any  Collateral  Asset  or  Eligible  Investment,  the  actual 
expressly  monitored  outstanding  public  rating  assigned  by  a  Rating  Agency  without  reference  to  any  other 
rating  by  another  Rating  Agency,  and  which  rating  by  its  terms  addresses  the  full  scope  of  the  payment 
promise  of  the  obligor  on  such  Collateral  Asset  or  Eligible  Investment,  after  taking  into  account  any 
applicable  guarantee  or  insurance  policy  or  if  no  such  rating  is  available  from  a  Rating  Agency,  any  "credit 
estimate"  or  "shadow  rating"  assigned  by  such  Rating  Agency.  For  purposes  of  this  definition,  (i)  the 
rating  of  "Aaa"  assigned  by  Moody's  to  a  Collateral  Asset  or  an  Eligible  Investment  placed  on  watch  for 
possible  downgrade  by  Moody's  will  be  deemed  to  have  been  downgraded  by  Moody's  by  one 
subcategory  and  any  other  rating  assigned  by  Moody's  to  a  Collateral  Asset  or  an  Eligible  Investment 
placed  on  watch  for  possible  downgrade  by  Moody's  will  be  deemed  to  have  been  downgraded  by 
Moody's  by  two  subcategories,  (ii)  the  rating  assigned  by  S&P  to  a  Collateral  Asset  or  an  Eligible 
Investment  placed  on  watch  for  possible  downgrade  by  S&P  will  be  deemed  to  have  been  downgraded  by 
S&P  by  one  subcategory,  and  (iii)  the  rating  assigned  by  Moody's  or  S&P  to  a  Collateral  Asset  or  Eligible 
Investment  placed  on  watch  for  possible  upgrade  by  such  Rating  Agency  will  be  deemed  to  have  been 
upgraded  by  such  Rating  Agency  by  one  subcategory. 

"Adjusted  Net  Outstanding  Portfolio  Collateral  Balance"  means,  on  any  Determination  Date,  the 
Net  Outstanding  Portfolio  Collateral  Balance  reduced  by  the  excess,  if  any,  of  (i)  the  product  of  (a)  the 
Statistical  Loss  Amount  and  (b)  the  lesser  of  1  and  a  fraction  the  numerator  of  which  is 
U.S.$1 ,000,000,000  and  the  denominator  of  which  is  the  Net  Outstanding  Portfolio  Collateral  Balance  as 
of  such  Determination  Date  over  (ii)  the  product  of  (a)  U.S.$  3,750,000  and  (b)  the  lesser  of  1  and  a 
fraction  the  numerator  of  which  is  the  Net  Outstanding  Portfolio  Collateral  Balance  as  of  such 
Determination  Date  and  the  denominator  of  which  is  U.S.$  1,000,000,000. 

"Administrative  Expenses"  means  amounts  (including  indemnities)  due  or  accrued  with  respect  to 
any  Payment  Date  and  payable  by  the  Issuer  and/or  the  Co-Issuer  to  (i)  the  Trustee  pursuant  to  the 
Indenture  or  any  co-trustee  appointed  pursuant  to  the  Indenture,  the  Collateral  Administrator  pursuant  to 
the  Collateral  Administration  Agreement  and  the  Fiscal  Agent  pursuant  to  the  Fiscal  Agency  Agreement; 
(ii)  the  Issuer  Administrator  pursuant  to  the  Administration  Agreement;  (iii)  the  independent  accountants, 
agents  (including  the  Note  Agents  under  the  Indenture  and  the  Income  Note  Registrar)  and  counsel  of  the 
Issuer  for  fees  and  expenses  (including  amounts  payable  in  connection  with  the  preparation  of  tax  forms 
on  behalf  of  the  Issuers);  (iv)  the  Collateral  Manager  pursuant  to  the  Collateral  Management  Agreement 
(other  than  the  Collateral  Management  Fee);  (v)  the  Rating  Agencies  for  fees  and  expenses  in  connection 
with  any  rating  or  credit  estimate  (including  the  fees  payable  to  the  Rating  Agencies  for  the  monitoring  of 
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any  rating  or  credit  estimate)  of  the  Notes,  including  fees  and  expenses,  if  any,  due  or  accrued  in 
connection  with  any  rating  of  the  Collateral  Assets;  (vi)  any  other  person  in  respect  of  any  governmental 
fee,  charge  or  tax  in  relation  to  the  Issuer  or  the  Co-Issuer,  (vii)  to  the  liquidator(s)  of  the  Issuer  for  the 
fees  and  expenses  of  liquidating  the  Issuer  following  the  redemption  of  all  of  the  Notes;  (viii)  any  stock 
exchange  listing  any  Securities  at  the  request  of  the  Issuer,  and  (ix)  any  other  person  in  respect  of  any 
other  fees  or  expenses  (including  indemnities  and  fees  relating  to  the  provision  of  the  Issuer's  registered 
office)  permitted  under  the  Transaction  Documents;  provided  that  Administrative  Expenses  shall  not 
include  (a)  any  amounts  due  or  accrued  with  respect  to  the  actions  taken  on  or  in  connection  with  the 
Closing  Date,  (b)  amounts  payable  in  respect  of  the  Notes  and  the  Income  Notes,  (c)  amounts  payable 
under  any  Cashflow  Swap  Agreement  and  (d)  any  Collateral  Management  Fee  payable  pursuant  to  the 
Collateral  Management  Agreement 

"Aggregate  Amortization  Amount"  means,  with  respect  to  any  Determination  Date,  the  excess,  if 
any,  of  (i)  the  par  amount  of  Default  Swap  Collateral  and  Eligible  Investments  and  cash  from  principal 
payments  received  thereon,  on  deposit  in  the  Default  Swap  Collateral  Account  over  (ii)  the  sum  of  (a)  the 
Reference  Obligation  Notional  Amount  and  (b)  the  par  value  of  any  Deliverable  Obligations. 

"Aggregate  Calculation  Amount  of  Defaulted  Obligations  and  Deferred  Interest  PIK  Bonds" 
means  the  least  of  (a)  the  Aggregate  Moody's  Recovery  Value  of  all  Defaulted  Obligations  and  Deferred 
Interest  PIK  Bonds,  (b)  the  Aggregate  S&P  Recovery  Value  of  all  Defaulted  Obligations  and  Deferred 
Interest  PIK  Bonds,  and  (c)  the  aggregate  of  the  Market  Values  of  all  Defaulted  Obligations  and  Deferred 
Interest  PIK  Bonds. 

"Aggregate  Moody's  Recovery  Value"  means,  with  respect  to  Defaulted  Obligations  and  Deferred 
Interest  PIK  Bonds,  the  aggregate  of  (a)  the  Moody's  Recovery  Rate  for  each  such  asset  multiplied  by 
(b)  the  Principal  Balance  of  such  asset. 

"Aggregate  Outstanding  Amount"  means,  with  respect  to  any  of  the  Notes  or  Income  Notes,  the 
aggregate  principal  amount  of  such  Notes  or  Income  Notes  at  the  date  of  determination. 

"Aggregate  Principal  Amount"  means  the  aggregate  of  the  Principal  Balances  of  all  Collateral 
Assets  and  Eligible  Investments  purchased  with  Principal  Proceeds  and  the  amount  of  any  cash  which 
constitutes  Principal  Proceeds. 

"Aggregate  S&P  Recovery  Value"  means  the  sum  of,  with  respect  to  each  Defaulted  Obligation 
and  each  Deferred  Interest  PIK  Bond  of  the  lesser  of  (a)  the  Market  Value  for  such  Defaulted  Obligation 
or  Deferred  Interest  PIK  Bond,  as  applicable,  and  (b)  the  S&P  Recovery  Rate  for  such  Collateral  Asset 
multiplied  by  the  Principal  Balance  of  such  Collateral  Asset. 

"Applicable  Percentage"  means,  on  any  day,  a  percentage  equal  to  A  divided  by  B,  where  "A" 
means  the  product  of  the  Initial  Face  Amount  (as  such  term  is  defined  in  the  Master  Confirmation)  and  the 
Initial  Factor  (as  such  term  is  defined  in  the  Master  Confirmation)  as  decreased  on  each  Delivery  Date  by 
an  amount  equal  to  (a)  the  outstanding  principal  balance  of  Delivered  Obligations  delivered  to  the  Issuer 
(as  adjusted  by  the  Relevant  Amount,  if  any)  divided  by  the  Current  Factor  (as  such  term  is  defined  in  the 
Master  Confirmation)  on  such  day  multiplied  by  (b)  the  Initial  Factor  (as  such  term  is  defined  in  the  Master 
Confirmation)  and  where  "B"  means  the  product  of  the  Original  Principal  Amount  (as  such  term  is  defined 
in  the  Master  Agreement)  of  the  related  Reference  Obligation  and  the  Initial  Factor  (as  such  term  is 
defined  in  the  Master  Confirmation);  (a)  as  increased  by  the  outstanding  principal  balance  of  any  further 
issues  by  the  Reference  Entity  that  are  fungible  with  and  form  part  of  the  same  legal  series  as  the 
Reference  Obligation;  and  (b)  as  decreased  by  any  cancellations  of  some  or  all  of  the  outstanding 
principal  amount  of  the  related  Reference  Obligation  resulting  from  purchases  of  the  Reference  Obligation 
by  or  on  behalf  of  the  Reference  Entity. 

"Applicable  Recovery  Rate"  means,  with  respect  to  any  Collateral  Asset  on  any  Determination 
Date,  the  lesser  of  the  Moody's  Recovery  Rate  and  the  S&P  Recovery  Rate. 
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"Asset-Backed  Securities"  or  "ABS  Securities"  means  any  obligation  that  is  a  security  that  is 
primarily  serviced  by  the  cash  flows  of  a  discrete  pool  of  receivables  or  other  financial  assets,  either  fixed 
or  revolving  and  that,  by  its  terms,  converts  to  cash  within  a  finite  time  period. 

"Auction  Payment  Date"  means  the  Auction  Date  on  which  the  Notes  and  Income  Notes  are 
redeemed  in  whole  in  connection  with  a  successful  Auction. 

"Board  of  Directors"  means,  with  respect  to  the  Issuer  or  the  Co-Issuer,  the  directors  of  the  Issuer 
or  the  Co-Issuer,  as  applicable,  duly  appointed  by  the  shareholders  or  the  directors  of  the  Issuer  or  the 
Co-Issuer,  as  applicable. 

"Calculation  Amount"  means,  (I)  with  respect  to  any  Defaulted  Obligation  or  Deferred  Interest  PIK 
Bond  not  related  to  a  Synthetic  Security,  the  lesser  of  (a)  the  Market  Value  of  such  Defaulted  Obligation 
or  Deferred  Interest  PIK  Bond  or  (b)  the  Applicable  Recovery  Rate  multiplied  by  the  Principal  Balance  of 
such  Defaulted  Obligation  or  Deferred  Interest  PIK  Bond  and  (II)  with  respect  to  any  Defaulted  Obligation 
or  Deferred  Interest  PIK  Bond  related  to  a  Synthetic  Security,  the  lesser  of  (a)  the  lesser  of  (x)  the  Market 
Value  of  the  related  Reference  Obligation  and  (y)  the  Market  Value  of  the  Synthetic  Security  and  (b)  the 
Applicable  Recovery  Rate  multiplied  by  the  Principal  Balance  of  such  Defaulted  Obligation  or  Deferred 
Interest  PIK  Bond.  For  purposes  of  determining  the  Calculation  Amount,  the  Principal  Balance  of  a 
Defaulted  Obligation  shall  be  deemed  to  be  its  outstanding  principal  amount  and  the  Principal  Balance  of 
a  Deferred  Interest  PIK  Bond  shall  be  deemed  to  be  its  outstanding  principal  amount  without  regard  to 
any  deferred  or  capitalized  interest. 

"Cashflow  Swap  Collateral"  means,  any  cash,  securities  or  other  collateral  delivered  and/or 
pledged  by  the  Cashflow  Swap  Counterparty  to  or  for  the  benefit  of  the  Issuer,  including,  without 
limitation,  any  upfront  payment  of  cash  or  delivery  of  securities  made  by  the  Cashflow  Swap  Counterparty 
to  satisfy  or  secure  its  payment  obligations  pursuant  to  the  terms  of  the  related  Cashflow  Swap 
Agreement. 

"Cashflow  Swap  Receipt  Amount"  means,  with  respect  to  the  Cashflow  Swap  Agreement  and  any 
Payment  Date,  any  Cashflow  Swap  Agreement  receipts,  including  any  other  amounts  so  payable  in 
respect  of  a  termination  of  any  Cashflow  Swap  Agreement. 

"Cashflow  Swap  Shortfall  Replacement  Amount"  means  the  amount  by  which  the  costs  of 
entering  into  a  Replacement  Cashflow  Swap  Agreement  exceed  the  funds  available  therefor  in  the 
Cashflow  Swap  Termination  Receipts  Account. 

"Cashflow  Swap  Shortfall  Amount"  has  the  meaning  set  forth  in  the  Cashflow  Swap  Agreement. 

"Cashflow  Swap  Termination  Receipts"  means  any  amount  payable  by  a  Cashflow  Swap 
Counterparty  to  the  Issuer  upon  termination  of  a  Cashflow  Swap  Agreement. 

"CDO  Securities"  means  the  collateralized  debt  obligations  (including,  without  limitation,  any 
synthetic  collateralized  debt  obligations)  at  any  time  on  deposit  in  the  Collateral  Account  that  are  not 
subject  to  withholding  or  similar  taxes  unless  the  relevant  issuer  is  required  to  make  "gross  up"  payments 
that  cover  the  full  amount  of  any  such  taxes. 

"CDO  S  Note  Securities"  means  CDO  Securities  that,  pursuant  to  the  terms  of  the  related 
underlying  instruments,  are  senior  to  all  other  securities  issued  in  the  related  transaction  and  are  entitled 
to  principal  payments  in  accordance  with  a  fixed  payment  schedule,  which  principal  payments  are  paid  by 
applying,  first,  interest  proceeds  available,  and  second,  principal  proceeds  available. 

"Class"  means  each  class  of  Notes  having  the  same  Stated  Maturity  and  same  alphabetical  (but 
not  necessarily  numerical)  designation  of  any  of  "S-1",  "S-2",  "S",  "A-1a",  "A-1b",  "A-1c",  A-1d",  "A-1",  "A", 
"B",  "C"  or  "D"  as  a  single  class,  and  the  Income  Notes  as  a  single  class. 
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"Class  A  Adjusted  Overcollateralization  Ratio"  means,  with  respect  to  any  Determination  Date, 
the  Adjusted  Net  Outstanding  Portfolio  Collateral  Balance  (for  the  purposes  of  such  calculation,  the 
Adjusted  Net  Outstanding  Portfolio  Collateral  Balance  will  not  include  Principal  Proceeds  held  as  cash 
and  Eligible  Investments)  divided  by  the  Aggregate  Outstanding  Amount  of  the  Class  A-1  Notes  and  the 
Class  A-2  Notes,  after  giving  effect  to  payments  to  be  made  on  the  succeeding  Payment  Date  in 
accordance  with  the  Priority  of  Payments. 

"Class  A-1  Note  Payment  Sequence"  shall  mean  the  application  of  funds  in  respect  of  the  Class 
A-1  Notes,  first,  to  the  payment  of  principal  in  respect  of  the  Class  A-1  a  Notes  until  the  Aggregate 
Outstanding  Amount  thereof  is  paid  in  full,  second,  to  the  payment  of  principal  in  respect  of  the  Class  A- 
1b  Notes  until  the  Aggregate  Outstanding  Amount  thereof  is  paid  in  full,  third,  to  the  payment  of  principal 
in  respect  of  the  Class  A-1c  Notes  until  the  Aggregate  Outstanding  Amount  thereof  is  paid  in  full  and, 
fourth,  to  the  payment  of  principal  in  respect  of  the  Class  A-1d  Notes  until  the  Aggregate  Outstanding 
Amount  thereof  is  paid  in  full. 

"Class  A-1a  Note  Redemption  Price"  shall  equal  (i)  the  Aggregate  Outstanding  Amount  of  the 
Class  A-1  a  Notes  plus  (ii)  accrued  and  unpaid  interest  thereon  (including  Defaulted  Interest  and  interest 
on  Defaulted  Interest,  if  any)  to  but  excluding  the  Redemption  Date. 

"Class  A-1b  Note  Redemption  Price"  shall  equal  (i)  the  Aggregate  Outstanding  Amount  of  the 
Class  A-1b  Notes  plus  (ii)  accrued  and  unpaid  interest  thereon  (including  Defaulted  Interest  and  interest 
on  Defaulted  Interest,  if  any)  to  but  excluding  the  Redemption  Date. 

"Class  A-1c  Note  Redemption  Price"  shall  equal  (i)  the  Aggregate  Outstanding  Amount  of  the 
Class  A-1c  Notes  plus  (Ii)  accrued  and  unpaid  interest  thereon  (including  Defaulted  Interest  and  interest 
on  Defaulted  Interest,  if  any)  to  but  excluding  the  Redemption  Date. 

"Class  A-1d  Note  Redemption  Price"  shall  equal  (i)  the  Aggregate  Outstanding  Amount  of  the 
Class  A-1d  Notes  plus  (ii)  accrued  and  unpaid  interest  thereon  (including  Defaulted  Interest  and  interest 
on  Defaulted  Interest,  if  any)  to  but  excluding  the  Redemption  Date. 

"Class  A-2  Note  Redemption  Price"  shall  equal  (i)  the  Aggregate  Outstanding  Amount  of  the 
Class  A-2  Notes  plus  (ii)  accrued  and  unpaid  interest  thereon  (including  Defaulted  Interest  and  interest  on 
Defaulted  Interest,  if  any)  to  but  excluding  the  Redemption  Date. 

"Class  B  Adjusted  Overcollateralization  Ratio"  means,  with  respect  to  any  Determination  Date, 
the  Adjusted  Net  Outstanding  Portfolio  Collateral  Balance  (for  the  purposes  of  such  calculation,  the 
Adjusted  Net  Outstanding  Portfolio  Collateral  Balance  will  not  include  Principal  Proceeds  held  as  cash 
and  Eligible  Investments)  divided  by  the  sum  of  the  Aggregate  Outstanding  Amount  of  the  Class  A  Notes 
and  the  Class  B  Notes,  after  giving  effect  to  payments,  as  applicable  to  be  made  on  the  succeeding 
Payment  Date  in  accordance  with  the  Priority  of  Payments. 

"Class  B  Note  Redemption  Price"  shall  equal  (i)  the  Aggregate  Outstanding  Amount  of  the  Class 
B  Notes,  plus  (ii)  accrued  interest  thereon  (including  Defaulted  Interest  and  interest  on  Defaulted  Interest, 
if  any)  to,  but  excluding,  the  Redemption  Date. 

"Class  C  Adjusted  Overcollateralization  Ratio"  means,  with  respect  to  any  Determination  Date, 
the  Adjusted  Net  Outstanding  Portfolio  Collateral  Balance  (for  the  purposes  of  such  calculation,  the 
Adjusted  Net  Outstanding  Portfolio  Collateral  Balance  will  not  include  Principal  Proceeds  held  as  cash 
and  Eligible  Investments)  divided  by  the  sum  of  the  Aggregate  Outstanding  Amount  of  the  Class  A  Notes, 
the  Class  B  Notes  and  the  Class  C  Notes,  including  Class  C  Deferred  Interest,  after  giving  effect  to 
payments,  as  applicable,  to  be  made  on  the  succeeding  Payment  Date  in  accordance  with  the  Priority  of 
Payments. 

"Class  C  Note  Redemption  Price"  shall  equal  the  sum  of  (i)  Aggregate  Outstanding  Amount  of  the 
Class  C  Notes  (including  any  Class  C  Deferred  Interest)  plus  (ii)  accrued  interest  thereon  (including  any 
Defaulted  Interest  and  any  interest  on  Defaulted  Interest,  if  any)  to  but  excluding  the  Redemption  Date. 
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"Class  D  Adjusted  Overcollateralization  Ratio"  means,  with  respect  to  any  Determination  Date, 
the  Adjusted  Net  Outstanding  Portfolio  Collateral  Balance  (for  the  purposes  of  such  calculation,  the 
Adjusted  Net  Outstanding  Portfolio  Collateral  Balance  will  not  include  Principal  Proceeds  held  as  cash 
and  Eligible  Investments)  divided  by  the  sum  of  the  Aggregate  Outstanding  Amount  of  the  Class  A  Notes, 
the  Class  B  Notes,  the  Class  C  Notes  and  the  Class  D  Notes,  including  Class  C  Deferred  Interest  and 
Class  D  Deferred  Interest,  after  giving  effect  to  payments,  as  applicable,  to  be  made  on  the  succeeding 
Payment  Date  in  accordance  with  the  Priority  of  Payments. 

"Class  D  Note  Redemption  Price"  shall  equal  the  sum  of  (i)  the  Aggregate  Outstanding  Amount  of 
the  Class  D  Notes  (including  any  Class  D  Deferred  Interest)  plus  (if)  accrued  interest  thereon  (including 
any  Defaulted  Interest  and  any  interest  on  Defaulted  Interest,  if  any)  to  but  excluding  the  Redemption 
Date. 

"Class  D  Notes  Amortizing  Principal  Amount"  means  an  amount  equal  to  the  lesser  of  (a)  with 
respect  to  the  first  Payment  Date  U.S.  $200,000,  and  with  respect  to  any  other  Payment  Date  up  to  and 
including  the  Payment  Date  in  March  2014,  U.S.$100,000  and  (b)  the  remaining  principal  balance  of  the 
Class  D  Notes  (including  any  Deferred  Interest  and  any  Defaulted  Interest  and  interest  thereon). 

"Class  S-1  Note  Redemption  Price"  shall  equal  (i)  the  Aggregate  Outstanding  Amount  of  the 
Class  S-1  Notes,  plus  (ii)  accrued  interest  thereon  (including  Defaulted  Interest  and  interest  on  Defaulted 
Interest,  if  any)  to,  but  excluding,  the  Redemption  Date. 

"Class  S-1  Notes  Amortizing  Principal  Amount"  means,  with  respect  to  any  Payment  Date 
commencing  with  the  Payment  Date  in  December  2007,  the  lesser  of  (a)  U.S.$  562,500.00,  plus  the 
aggregate  amount  of  any  Class  S-1  Notes  Amortizing  Principal  Amounts  that  were  due  on  any  prior 
Payment  Date  and  not  paid  on  one  or  more  prior  Payment  Dates,  plus  accrued  interest  at  the  Class  S-1 
Note  Interest  Rate  on  any  such  unpaid  amount  from  the  prior  Payment  Date  and  (b)  the  Aggregate 
Outstanding  Amount  of  the  Class  S-1  Notes. 

"Class  S-2  Note  Redemption  Price"  shall  equal  (i)  the  Aggregate  Outstanding  Amount  of  the 
Class  S-2  Notes,  plus  (ii)  accrued  interest  thereon  (including  Defaulted  Interest  and  interest  on  Defaulted 
Interest,  if  any)  to,  but  excluding,  the  Redemption  Date. 

"Class  S-2  Notes  Amortizing  Principal  Amount"  means,  with  respect  to  any  Payment  Date 
commencing  with  the  Payment  Date  in  December  2007,  the  lesser  of  (a)  U.S.$  518,750.00,  plus  the 
aggregate  amount  of  any  Class  S-2  Notes  Amortizing  Principal  Amounts  that  were  due  on  any  prior 
Payment  Date  and  not  paid  on  one  or  more  prior  Payment  Dates,  plus  accrued  interest  at  the  Class  S-2 
Note  Interest  Rate  on  any  such  unpaid  amount  from  the  prior  Payment  Date  and  (b)  the  Aggregate 
Outstanding  Amount  of  the  Class  S-2  Notes. 

"Collateral  Account"  means  a  segregated  non-interest  bearing  trust  account,  including  all  sub- 
accounts thereof,  held  in  the  name  of  the  Trustee  into  which  Collateral  will  be  deposited  from  time  to  time. 

"Collateral  Administration  Agreement"  means  the  Collateral  Administration  Agreement,  dated  as 
of  the  Closing  Date,  among  the  Issuer,  the  Collateral  Administrator  and  the  Collateral  Manager,  as  the 
same  may  be  amended,  supplemented  or  otherwise  modified  from  time  to  time  in  accordance  with  its 
terms. 

"Collateral  Administrator"  means  The  Bank  of  New  York,  or  any  successor  Collateral 
Administrator  under  the  Collateral  Administration  Agreement. 

"Collateral  Asset"  means  a  Synthetic  Security,  a  CDO  Security,  a  Deliverable  Obligation  or  an 
item  of  Default  Swap  Collateral  that  has  been  released  from  the  lien  of  the  Synthetic  Security 
Counterparty  and  credited  to  the  Collateral  Account  as  described  herein. 
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"Commercial  Mortgage-Backed  Securities"  or  "CMBS"  means  securities  backed  by  obligations 
(including  certificates  of  participation  in  obligations)  that  are  principally  secured  by  mortgages  on  real 
property  or  interests  therein  having  a  multifamily  or  commercial  use,  such  as  regional  malls,  other  retail 
space,  office  buildings,  industrial  or  warehouse  properties,  hotels,  nursing  homes  and  senior  living 
centers. 

"Controlling  Class"  will  be  the  Class  S-1  Notes  and  the  Class  A-1  Notes  for  so  long  as  any  Class 
S-1  Notes  and  Class  A-1  Notes  are  outstanding;  if  no  Class  S-1  Notes  are  outstanding  but  Class  A-1 
Notes  are  outstanding,  then  the  Class  A-1  Notes;  if  no  Class  S-1  Notes  or  Class  A-1  Notes  are 
outstanding,  then  the  Class  S-2  Notes  and  the  Class  A-2  Notes,  for  so  long  as  any  Class  S-2  Notes  and 
Class  A-2  Notes  are  outstanding;  if  no  Class  S-2  Notes  are  outstanding  but  Class  A-2  Notes  are 
outstanding,  then  the  Class  A-2  Notes;  if  no  Class  S  Notes  or  Class  A  Notes  are  outstanding,  then  the 
Class  B  Notes,  so  long  as  any  Class  B  Notes  are  outstanding;  if  no  Class  S  Notes,  Class  A  Notes  or 
Class  B  Notes  are  outstanding,  then  the  Class  C  Notes,  so  long  as  any  Class  C  Notes  are  outstanding, 
and  if  no  Class  S  Notes,  Class  A  Notes,  Class  B  Notes  or  Class  C  Notes  are  outstanding,  then  the  Class 
D  Notes,  so  long  any  Class  D  Notes  are  outstanding. 

"Credit  Derivatives  Definitions"  means  the  2003  ISDA  Credit  Derivatives  Definitions 

"Credit  Protection  Amounts"  means  Physical  Settlement  Amounts,  Writedown  Amounts,  Principal 
Shortfall  Amounts,  Interest  Shortfall  Amounts  and  Synthetic  Security  Termination  Payments  (which,  for 
the  avoidance  of  doubt,  will  not  include  Defaulted  Swap  Termination  Payments)  payable  by  the  Issuer  to 
the  Synthetic  Security  Counterparty. 

"Credit  Support  Annex"  means  the  ISDA  Credit  Support  Annex  entered  into  by  the  Issuer  and  the 
Cashflow  Swap  Counterparty  on  the  Closing  Date. 

"Deed  of  Covenant"  means  the  deed  of  covenant  executed  by  the  Issuer  on  or  about  the  Closing 
Date  constituting  the  Income  Notes. 

"Default  Swap  Collateral"  means  the  securities  on  deposit  in  the  Default  Swap  Collateral  Account 
which  satisfy  the  Default  Swap  Collateral  Eligibility  Criteria. 

"Defaulted  Cashflow  Swap  Termination  Payments"  means  any  termination  payment  required  to 
be  made  by  the  Issuer  to  the  Cashflow  Swap  Counterparty  pursuant  to  a  Cashflow  Swap  Agreement  in 
the  event  of  a  termination  of  a  Cashflow  Swap  Agreement  in  respect  of  which  such  Cashflow  Swap 
Counterparty  is  the  sole  Defaulting  Party  or  the  sole  Affected  Party  (as  defined  in  the  Cashflow  Swap 
Agreement),  other  than  with  respect  to  "Illegality"  or  "Tax  Event"  (as  defined  in  the  Cashflow  Swap 
Agreement). 

"Defaulted  Obligation"  means  any  Reference  Obligation  or  CDO  Security  with  respect  to  which: 

(i)  the  issuer  thereof  has  defaulted  in  the  payment  of  principal  or  interest  without 
regard  to  any  applicable  grace  period  or  waiver,  provided  that  a  Collateral  Asset  will  not  constitute 
a  Defaulted  Obligation  under  this  clause  (i)  if  (a)  the  Collateral  Manager  certifies  in  writing  to  the 
Trustee,  in  its  reasonable  business  judgment,  that  such  payment  default  is  due  to  non-credit  and 
non-fraud  related  reasons  and  such  default  does  not  continue  for  more  than  five  Business  Days 
(or,  if  earlier,  until  the  next  succeeding  Determination  Date)  or  (ii)  such  payment  default  has  been 
cured  by  the  payment  of  all  amounts  that  were  originally  scheduled  to  have  been  paid;  provided, 
further,  however,  that,  notwithstanding  the  foregoing,  any  Collateral  Asset  that  is  in  default  with 
respect  to  the  payment  of  interest  or  principal  as  of  a  Determination  Date  shall  not  be  a  Defaulted 
Obligation  if  such  default  is  cured  through  the  payment  of  all  past  due  interest  and  principal  within 
three  Business  Days  after  such  Determination  Date  (and  the  Collateral  Manager  shall  determine 
whether  a  default  has  occurred  and  is  continuing  on  or  prior  to  the  second  Business  Day  prior  to 
the  Payment  Date)  or  such  Collateral  Asset  shall  not  be  treated  as  a  Defaulted  Obligation  if  the 
Collateral  Manager  believes  the  default  on  such  Collateral  Asset  will  be  cured  as  of  the  next 
Determination  Date,  such  Collateral  Asset  does  not  have  an  S&P  Rating  of  "CC"  or  lower,  "D"  or 
"SD"  and  the  Rating  Agency  Condition  has  been  satisfied  relative  to  such  treatment; 
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(ii)         the  principal  amount  of  such  Collateral  Asset  has  been  written  down; 

(iii)  any  bankruptcy,  insolvency  or  receivership  proceeding  has  been  initiated  in 
connection  with  the  issuer  of  such  Collateral  Asset  and  is  unstayed  and  undismissed;  provided, 
that,  if  such  proceeding  is  an  involuntary  proceeding,  the  condition  of  this  clause  (iii)  will  not  be 
satisfied  until  the  earliest  of  the  following:  (I)  the  issuer  consents  to  such  proceeding,  (II)  an  order 
for  relief  under  the  United  States  Bankruptcy  Code,  or  any  similar  order  under  a  proceeding  not 
taking  place  under  the  United  States  Bankruptcy  Code,  has  been  entered,  and  (III)  such 
proceeding  remains  unstayed  and  undismissed  for  60  days; 

(iv)  such  Collateral  Asset  has  an  S&P  Rating  of  "CC"  or  lower,  "D"  or  "SD"  or,  if  S&P 
withdraws  its  rating  and  the  S&P  Rating  at  the  time  of  withdrawal  is  "CCC"  or  below  or  such 
Collateral  Asset  has  a  Moody's  Rating  of  "C"  or  lower  or  "Ca"; 

(v)  in  the  case  of  a  Synthetic  Security,  the  related  Synthetic  Security  Counterparty  is 
in  default  pursuant  to  the  terms  of  such  Synthetic  Security;  or 

(vi)  the  Collateral  Manager  believes  that  such  Collateral  Asset  will  default  on  or 
before  the  next  Determination  Date. 

"Defaulted  Synthetic  Security  Termination  Payments"  means  any  termination  payment  required  to 
be  made  by  the  Issuer  to  the  Synthetic  Security  Counterparty  pursuant  to  a  Synthetic  Security  in  the 
event  of  a  termination  of  a  Synthetic  Security  in  respect  of  which  such  Synthetic  Security  Counterparty  is 
the  sole  Defaulting  Party  or  the  sole  Affected  Party  (as  defined  in  the  Synthetic  Security),  other  than  with 
respect  to  "Illegality"  or  'Tax  Event"  (as  defined  in  the  Synthetic  Security). 

"Deferred  Interest  PIK  Bond"  means  a  PIK  Bond  that  (1)  has  an  Actual  Rating  of  "Baa3"  or  above 
by  Moody's  and  makes  payments  less  frequently  than  monthly  and  has  deferred  interest  in  an  amount 
equal  to  the  amount  of  interest  that  would  accrue  over  the  shorter  of  two  payment  periods  or  one  year,  or 
(2)  has  an  Actual  Rating  of  "Baa3"  or  above  by  Moody's  and  makes  payments  on  a  monthly  basis  and 
has  deferred  interest  in  an  amount  equal  to  the  amount  of  interest  that  would  accrue  over  the  shorter  of  (i) 
one  year  and  (ii)  the  longer  of  (A)  the  number  of  months  between  any  two  consecutive  deferrals  of 
interest  and  (B)  six  months  or  (3)  has  an  Actual  Rating  of  "Ba1"  or  below  by  Moody's  and  makes 
payments  less  frequently  than  monthly  and  has  deferred  interest  in  an  amount  equal  to  the  amount  of 
interest  that  would  accrue  over  the  shorter  of  one  payment  period  or  six  months,  or  (4)  has  an  Actual 
Rating  of  "Ba1"  or  below  by  Moody's  and  makes  payments  on  a  monthly  basis  and  has  deferred  interest 
in  an  amount  equal  to  the  amount  of  interest  that  would  accrue  over  three  months,;  provided  that  such 
PIK  Bond  would  no  longer  be  a  Deferred  Interest  PIK  Bond  once  payment  of  interest  has  resumed  and  all 
capitalized  or  deferred  interest  has  been  paid  in  full  in  accordance  with  the  underlying  documents. 

.  "Deferred  Structuring  Expense"  means  a  fee  payable  to  the  Initial  Purchaser  in  accordance  with 
the  Priority  of  Payments,  payable  in  arrears  on  each  Payment  Date,  of  0.04%  per  annum  times  the 
Aggregate  Principal  Amount,  measured  as  of  the  beginning  of  the  Due  Period  preceding  such  Payment 
Date.  The  Deferred  Structuring  Expense  will  be  calculated  on  the  basis  of  a  360  day  year  consisting  of 
twelve  30-day  months. 

"Definitive  Notes"  means  Notes  or  Income  Notes  issued  in  definitive,  fully  registered  form, 
registered  in  the  name  of  the  owner  thereof. 

"Deliverable  Obligation"  means  an  obligation  which,  pursuant  to  the  terms  of  the  Synthetic 
Security,  may  be  delivered  to  the  Issuer  as  a  result  of  a  Credit  Event. 

"Delivery  Date"  means  the  date  on  which  a  Deliverable  Obligation  is  delivered  to  the  Issuer 
pursuant  to  the  Synthetic  Security. 

"Distribution  Compliance  Period"  means,  with  respect  to  the  Notes,  the  period  that  ends  40  days 
after  the  later  of  (i)  the  commencement  of  the  offering  of  the  Notes  and  (ii)  the  Closing  Date. 
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"Double  B  Calculation  Amount"  means  the  sum  of  the  products  of  (i)  the  Principal  Balance  of 
each  Double  B  Rated  Asset  and  (ii)  90%. 

"Double  B  Rated  Asset"  means  any  Collateral  Asset  that  is  not  a  Single  B  Rated  Asset  or  Triple  C 
Rated  Asset  with  an  Actual  Rating  from  S&P  less  than  "BBB-"  or  with  an  Actual  Rating  from  Moody's  less 
than"Baa3". 

"Effective  Date"  means  March  27,  2007. 

"Eligible  Bidders"  are  (0  any  institutions,  which  may  include  affiliates  of  the  Initial  Purchaser,  the 
Collateral  Manager  and  Holders  of  the  Notes  and  the  Income  Notes,  whose  short-term  unsecured  debt 
obligations  have  a  rating  of  at  least  "P-1"  by  Moody's  or  "A-1+"  by  S&P  and  (ii)  the  Collateral  Manager. 

"Eligible  Depositary"  shall  be  a  financial  institution  organized  under  the  laws  of  the  United  States 
or  any  state  thereof,  authorized  to  accept  deposits,  having  a  combined  capital  and  surplus  of  at  least 
U.S.$200,000,000,  and  having  (or  if  its  obligations  are  guaranteed  by  its  parent  company,  its  parent 
having),  a  long  term  debt  rating  of  at  least  "Baal"  by  Moody's  (and  if  rated  "Baal",  such  rating  is  not  on 
watch  for  downgrade)  and  "BBB+"  by  S&P  and  a  short  term  debt  rating  of  "P-1"  by  Moody's  (and  not  on 
watch  for  downgrade)  and  at  least  "A-1"  by  S&P. 

"Eligible  Guarantee"  means  an  unconditional  and  irrevocable  guarantee  that  is  provided  by  a 
guarantor  as  principal  debtor  rather  than  surety  and  is  directly  enforceable  by  the  Issuer,  where  either  (A) 
a  law  firm  has  given  a  legal  opinion  confirming  that  none  of  the  guarantor's  payments  to  Issuer  under 
such  guarantee  will  be  subject  to  withholding  for  tax  or  (B)  such  guarantee  provides  that,  in  the  event  that 
any  of  such  guarantor's  payments  to  Issuer  are  subject  to  withholding  for  Tax,  such  guarantor  is  required 
to  pay  such  additional  amount  as  is  necessary  to  ensure  that  the  net  amount  actually  received  by  Issuer 
(free  and  clear  of  any  withholding  tax)  will  equal  the  full  amount  Issuer  would  have  received  has  no  such 
withholding  been  required. 

"Eligible  Investment"  means  any  U.S.  Dollar-denominated  investment  that,  at  the  time  it  is 
delivered  to  the  Trustee,  is  one  or  more  of  the  following  obligations  or  securities  (including  security 
entitlements  with  respect  thereto):  (i)  direct  Registered  obligations  of,  and  Registered .  obligations  fully 
guaranteed  by,  the  United  States  or  any  agency  or  instrumentality  of  the  United  States  the  obligations  of 
which  are  expressly  backed  by  the  full  faith  and  credit  of  the  United  States;  (ii)  demand  and  time  deposits 
in,  certificates  of  deposit  of,  or  banker's  acceptances  issued  by,  any  depository  institution  or  trust 
company  incorporated  in  the  United  States  or  any  state  thereof,  which  depository  institution  or  trust 
company  is  subject  to  supervision  and  examination  by  federal  or  state  authorities,  with  a  maturity  not  in 
excess  of  183  days;  and  with  a  credit  rating  by  S&P  of  at  least  "A-1+"  or  at  least  "AA-",  as  applicable,  a 
credit  rating  by  Moody's  of  at  least  "P-1"  or  at  least  "Aa3"  (and  if  rated  "Aa3",  not  on  watch  for 
downgrade),  as  applicable,  in  the  case  of  a  maturity  in  excess  of  30  days,  or  a  credit  rating  by  S&P  of  at 
least  "A-1"  and  a  credit  rating  by  Moody's  of  at  least  "P-1"  (and  not  on  watch  for  downgrade)  in  the  case 
of  a  maturity  of  less  than  30  days;  (iii)  repurchase  obligations  with  respect  to  (a)  any  security  described  in 
clause  (i)  above  or  (b)  any  other  security  issued  or  guaranteed  by  an  agency  or  instrumentality  of  the 
United  States,  entered  into  with  a  depository  institution  or  trust  company  described  in  clause  (ii)  above  or 
entered  into  with  a  corporation  whose  long-term  senior  unsecured  rating  is  at  least  "A1"  (and  if  rated  "A1", 
not  on  watch  for  downgrade)  by  Moody's  and  "A+"  by  S&P  and  whose  short-term  credit  rating  is  "P-1" 
(and  not  on  watch  for  downgrade)  by  Moody's  and  "A-1"  by  S&P  at  the  time  of  such  investment,  with  a 
term  not  in  excess  of  91  days;  (iv)  Registered  debt  securities  bearing  interest  or  sold  at  a  discount  issued 
by  any  corporation  incorporated  under  the  laws  of  the  United  States  or  any  state  thereof  that  have  a  credit 
rating  of  at  least  "Aa3"  (and  if  rated  "Aa3",  not  on  watch  for  downgrade)  or  "P-1"  (and  not  on  watch  for 
downgrade)  by  Moody's  and  "A+"  or  "A-1"  by  S&P;  (v)  commercial  paper  or  other  short-term  obligations  of 
a  corporation,  partnership,  limited  liability  company  or  trust,  or  any  branch  or  agency  thereof  located  in  the 
United  States  or  any  of  its  territories,  such  commercial  paper  or  other  short-term  obligations  having  a 
credit  rating  of  "P-1"  (and  not  on  watch  for  downgrade)  by  Moody's  and  "A-1"  by  S&P,  and  that  are 
Registered  and  either  are  interest  bearing  or  are  sold  at  a  discount  from  the  face  amount  thereof  and 
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have  a  maturity  of  not  more  than  91  days  from  their  date  of  issuance;  and  (vf)  offshore  money  market 
funds  which  have  a  credit  rating  of  not  less  than  "Aaa/MR1+"  by  Moody's  and  "AAAm"  or  "AAAm-G"  by 
S&P,  provided  however,  that  each  rating  in  clauses  (ifi)  through  (vi)  above  by  Moody's  or  S&P  shall  be  an 
Actual  Rating  and  provided  further,  that  any  such  investment  purchased  on  the  basis  of  S&P's  short-term 
rating  of  "A-1"  shall  mature  no  later  than  30  days  after  the  date  of  purchase  and  may  not,  other  than 
overnight  investments  from  The  Bank  of  New  York  (so  long  as  The  Bank  of  New  York  is  the  trustee 
under  the  Indenture),  exceed  20%  of  the  Aggregate  Outstanding  Amount  of  the  Notes  rated  by  S&P. 
Eligible  Investments  shall  not  include  any  RMBS,  CMBS,  any  inverse  floater,  any  security  subject  to 
withholding  tax  if  owned  by  the  Issuer,  any  security  subject  to  an  offer,  any  interest  only  security,  any 
principal  only  security  (other  than  treasury  bills  or  commercial  paper),  any  security  with  a  price  in  excess 
of  100%  of  par  or  any  security  the  repayment  of  which  is  dependent  on  substantial  non-credit  related  risk 
as  determined  by  the  Collateral  Manager  or  any  security  the  acquisition  (including  the  manner  of 
acquisition),  ownership  or  disposition  of  which  would  cause  the  Issuer  to  be  treated  as  engaged  in  a  trade 
or  business  within  the  United  States  for  United  States  federal  income  tax  purposes.  Each  such  Eligible 
Investment  shall  mature  no  later  than  the  second  Business  Day  immediately  preceding  the  Payment  Date 
next  following  the  Due  Period  in  which  the  date  of  investment  occurs,  unless  such  Eligible  Investment  is 
issued  by  the  institution  acting  as  Securities  Intermediary,  in  which  event  such  Eligible  Investment  may 
mature  on  the  Business  Day  preceding  such  Payment  Date.  Eligible  Investments  may  include  those 
investments  with  respect  to  which  the  Securities  Intermediary,  the  Trustee,  the  Collateral  Manager  or  the 
Initial  Purchaser  or  an  affiliate  of  the  Trustee,  the  Collateral  Manager  or  the  Initial  Purchaser  provides 
services.  As  used  in  this  definition,  ratings  may  not  include  ratings  with  an  "r",  "p",  "q",  "pi"  or  "t" 
subscript. 

"Eligible  Replacement"  means  an  entity  (I)  (A)  with  the  Moody's  First  Trigger  Required  Ratings  or 
(B)  whose  present  and  future  obligations  owing  to  Issuer  are  guaranteed  pursuant  to  an  Eligible 
Guarantee  provided  by  a  guarantor  with  the  Moody's  First  Trigger  Required  Ratings,  subject  to 
satisfaction  of  the  Rating  Agency  Condition  and  (II)  that  is  either  a  Qualified  Purchaser  or  a  person  that  is 
not  a  "U.S.  Person"  as  defined  in  Regulation  S  under  the  Securities  Act  of  1933. 

"Exercise  Amount"  means  the  amount  determined  in  connection  with  a  Credit  Event  in 
accordance  with  the  related  Synthetic  Security. 

"Expected  Fixed  Amount"  has  the  meaning  set  forth  in  the  Master  Confirmation. 

"Expected  Interest  Amount"  means  with  respect  to  any  Reference  Obligation  Payment  Date,  the 
amount  of  current  interest  that  would  accrue  during  the  related  Reference  Obligation  Calculation  Period 
calculated  using  the  Reference  Obligation  Coupon  on  a  principal  balance  of  the  Reference  Obligation 
equal  to  the  outstanding  principal  amount  taking  into  account  any  reductions  due  to  a  principal  deficiency 
balance  or  realized  loss  amount  (however  described  in  the  underlying  instruments)  that  are  attributable  to 
the  Reference  Obligation,  and  that  will  be  payable  on  the  related  Reference  Obligation  Payment  Date 
assuming  for  this  purpose  that  sufficient  funds  are  available  therefor  in  accordance  with  the  underlying 
instruments,  calculated  in  accordance  with  the  related  Synthetic  Security. 

"Expected  Principal  Amount"  means,  with  respect  to  the  Final  Amortization  Date  or  the  legal  final 
maturity  date  of  the  related  Reference  Obligation,  an  amount  equal  to  (i)  the  Outstanding  Principal 
Amount  of  the  Reference  Obligation  payable  on  such  day  (excluding  capitalized  interest)  assuming  for 
this  purpose  that  sufficient  funds  are  available  for  such  payment,  where  such  amount  shall  be  determined 
in  accordance  with  the  underlying  instruments,  minus  (ii)  the  sum  of  (A)  the  "Aggregate  Implied 
Writedown  Amount"  (as  such  term  is  defined  in  the  related  Synthetic  Security)  (if  any)  and  (B)  the  net 
aggregate  principal  deficiency  balance  or  realized  loss  amounts  (however  described  in  the  underlying 
instruments)  that  are  attributable  to  the  Reference  Obligation.  For  purposes  hereof,  the  Expected 
Principal  Amount  shall  be  determined  without  regard  to  the  effect  of  any  provisions  (however  described) 
of  the  underlying  instruments  that  permit  the  limitation  of  due  payments  or  distributions  of  funds  in 
accordance  with  the  terms  of  such  Reference  Obligation  or  that  provide  for  the  extinguishing  or  reduction 
of  such  payments  or  distributions. 
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"Failure  to  Pay  Interest"  means,  with  respect  to  any  Synthetic  Security,  the  occurrence  of  an 
Interest  Shortfall  Amount  or  Interest  Shortfall  Amounts  (calculated  on  a  cumulative  basis)  in  excess  of  the 
relevant  Payment  Requirement. 

"Final  Amortization  Date"  means  the  first  to  occur  of  (i)  the  date  on  which  the  Reference 
Obligation  Notional  Amount  is  reduced  to  zero  and  (ii)  the  date  on  which  the  assets  securing  the 
Reference  Obligation  or  designated  to  fund  amounts  due  in  respect  of  the  Reference  Obligation  are 
liquidated,  distributed  or  otherwise  disposed  of  in  full  and  the  proceeds  thereof  are  distributed  or 
otherwise  disposed  of  in  full. 

"Final  Payment  Date"  means  a  Payment  Date  with  respect  to  an  Optional  Redemption  by 
Liquidation,  a  Payment  Date  in  connection  with  the  Stated  Maturity  (other  than  with  respect  to  the  Class  S 
Notes),  Tax  Redemption,  an  Auction  or  redemption  due  to  an  Event  of  Default  resulting  in  acceleration  of 
the  Notes  and  liquidation  of  the  Collateral  in  full. 

"Fixed  Rate"  means  the  relevant  fixed  rate  (expressed  on  a  per  annum  basis)  set  forth  in  the 
Master  Confirmation,  subject  to  adjustment  in  accordance  with  the  Master  Confirmation. 

"Fixed  Rate  Payer  Calculation  Period"  has  the  meaning  set  forth  in  the  Credit  Derivatives 
Definitions. 

"Fixed  Rate  Payer  Payment  Date"  means  each  day  falling  five  Business  Days  after  a  Reference 
Obligation  Payment  Date;  provided,  however,  that  the  final  Fixed  Rate  Payer  Payment  Date  shall  fall  on 
the  fifth  Business  Day  following  the  Effective  Maturity  Date  (as  set  forth  in  the  Master  Confirmation). 

"Floating  Amounts"  means  with  respect  to  any  Synthetic  Security,  an  amount  equal  to  the  sum  of 
(a)  the  relevant  Writedown  Amount  (if  any),  (b)  the  relevant  Principal  Shortfall  Amount  (if  any),  (c)  the 
relevant  Interest  Shortfall  Payment  Amount  (if  any)  and  (d)  the  relevant  Physical  Settlement  Amount  (if 
any). 

"Floating  Amount  Event"  means  with  respect  to  any  Synthetic  Security,  the  occurrence  of  a 
Writedown,  a  Failure  to  Pay  Principal  or  an  Interest  Shortfall  (as  each  such  term  is  defined  in  the  related 
Synthetic  Security)  with  respect  to  the  Reference  Obligation  thereunder. 

"Floating  Amount  Payment"  means  payment  of  a  Floating  Amount. 

"Floating  Rate  Payer  Payment  Date"  means,  in  relation  to  a  Floating  Amount  Event,  the  first 
Fixed  Rate  Payer  Payment  Date  falling  at  least  two  Business  Days  (or,  in  the  case  of  a  Floating  Amount 
Event  that  occurs  on  the  Legal  Final  Maturity  Date  (as  set  forth  in  the  Master  Confirmation)  or  the  Final 
Amortization  Date,  the  fifth  Business  Day)  after  delivery  of  a  notice  by  the  Calculation  Agent  to  the  parties 
or  a  notice  by  Goldman  Sachs  International  to  the  Synthetic  Security  Counterparty  that  the  related 
Floating  Amount  is  due  and  showing  in  reasonable  detail  how  such  Floating  Amount  was  determined; 
provided,  however,  that  in  the  case  of  a  Floating  Amount  Event  that  occurs  on  the  Legal  Final  Maturity 
Date  or  the  Final  Amortization  Date,  such  notice  must  be  given  on  or  prior  to  the  fifth  Business  Day 
following  the  Legal  Final  Maturity  Date  or  the  Final  Amortization  Date,  as  applicable. 

"Holder"  or  "Noteholder"  means,  with  respect  to  any  Note  the  person  in  whose  name  such  Note  is 
registered,  or,  for  purposes  of  voting,  the  granting  of  consents  and  other  similar  determinations  under  the 
Indenture,  with  respect  to  any  Notes  in  global  form,  a  beneficial  owner  thereof  and,  with  respect  to  any 
Income  Note,  the  person  in  whose  name  such  Income  Note  is  registered  in  the  income  note  register  of 
the  Issuer. 

"Implied  Rating"  means,  in  the  case  of  a  rating  on  a  Collateral  Asset,  a  rating  that  is  determined 
by  reference  to  any  publicly  available,  fully  monitored  rating  by  another  rating  agency  that,  by  its  terms, 
addresses  the  full  scope  of  the  payment  promise  of  the  obligor.  As  used  in  this  definition,  ratings  may  not 
include  ratings  with  a  "p",  "pi",  "q",  "r"  or  "t"  subscript  or  any  other  qualifiers. 
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"Implied  Writedown  Amounf  means  (a)  if  the  Underlying  Instruments  relating  to  the  Reference 
Obligation  do  not  provide  for  writedowns,  applied  losses,  principal  deficiencies  or  realized  losses  as 
described  in  clause  (i)  of  the  definition  of  "Writedown"  above  in  respect  of  the  Reference  Obligation,  on 
any  Reference  Obligation  Payment  Date,  an  amount  determined  by  the  Synthetic  Security  Counterparty 
in  its  capacity  as  calculation  agent  and  equal  to  the  excess,  if  any,  of  the  Implied  Writedown  Amount  for 
the  interest  accrual  period  relating  to  the  current  Reference  Obligation  Payment  Date  over  the  Implied 
Writedown  Amount  for  the  immediately  preceding  interest  accrual  period  and  (b)  in  any  other  case,  zero. 

"Income  Note  Registrar"  means  The  Bank  of  New  York,  as  income  note  registrar  for  the  Income 
Notes. 

'  "Interest  Proceeds"  means,  in  respect  of  any  Payment  Date,  all  investment  income  received  on 
the  Collateral  Assets  and  Eligible  Investments  that  are  on  deposit  in  the  Collateral  Account  and  the  Fixed 
Amounts  received  from  the  Synthetic  Security  Counterparty  under  the  Synthetic  Securities  in  the  related 
Due  Period. 

"Interest  Shortfall"  means  with  respect  to  any  Reference  Obligation  Payment  Date  and  any 
Reference  Obligation,  either  (a)  the  nonpayment  of  an  Expected  Interest  Amount  or  (b)  the  payment  of  an 
Actual  Interest  Amount  that  is  less  than  the  Expected  Interest  Amount,  as  described  in  the  related 
Synthetic  Security. 

"Interest  Shortfall  Amount"  means  with  respect  to  any  Reference  Obligation  Payment  Date,  an 
amount  equal  to  the  greater  of.  (a)  zero;  and  (b)  the  amount  equal  to  the  product  of:  (i)(A)  the  Expected 
Interest  Amount;  minus  (B)  the  Actual  Interest  Amount;  and  (ii)  the  Applicable  Percentage. 

"Interest  Shortfall  Cap"  means  the  cap,  if  any,  on  Interest  Shortfalls  as  set  forth  in  the  related 
Master  Confirmation. 

"Interest  Shortfall  Cap  Amount"  means  the  amount  of  any  Interest  Shortfall  Cap  as  set  forth  in  the 
related  Master  Confirmation . 

"Interest  Shortfall  Payment  Amount"  means  in  respect  of  an  Interest  Shortfall,  the  relevant 
Interest  Shortfall  Amount;  provided,  however,  that  if  the  Interest  Shortfall  Cap  is  applicable  and  the 
Interest  Shortfall  Amount  exceeds  the  Interest  Shortfall  Cap  Amount,  the  Interest  Shortfall  Payment 
Amount  in  respect  of  such  Interest  Shortfall  shall  be  the  Interest  Shortfall  Cap  Amount. 

"Interest  Shortfall  Reimbursement"  means  with  respect  to  any  Reference  Obligation  Payment 
Date,  the  payment  by  or  on  behalf  of  the  Reference  Entity  of  an  Actual  Interest  Amount  in  respect  of  the 
Reference  Obligation  that  is  greater  than  the  Expected  Interest  Amount. 

"Interest  Shortfall  Reimbursement  Payment"  means  with  respect  to  any  Reference  Obligation 
Payment  Date,  the  product  of  (a)  the  amount  of  any  Interest  Shortfall  Reimbursement  on  such  day  and  (b) 
the  Applicable  Percentage. 

"Interest  Shortfall  Reimbursement  Payment  Amount"  means  (a)  if  Interest  Shortfall  Cap  is  not 
applicable,  the  relevant  Interest  Shortfall  Reimbursement  Amount,  and  (b)  if  Interest  Shortfall  Cap  is 
applicable,  the  amount  determined  pursuant  to  the  related  Synthetic  Security;  provided,  in  either  case, 
that  the  aggregate  of  all  Interest  Shortfall  Reimbursement  Payment  Amounts  (determined  for  this  purpose 
on  the  basis  that  "Interest  Shortfall  Compounding"  is  not  applicable)  at  any  time  shall  not  exceed  the 
aggregate  of  Interest  Shortfall  Payment  Amounts  paid  by  the  Issuer  in  respect  of  Interest  Shortfalls 
occurring  prior  to  the  date  of  payment  of  any  such  Additional  Fixed  Amount. 

"Interest  Shortfall  Reserve  Amounf  has  the  meaning  set  forth  in  the  Master  Confirmation. 

"Issue"  of  a  Collateral  Asset  means  any  such  Collateral  Asset  issued  by  the  same  issuer,  having 
the  same  terms  and  conditions  (as  to,  among  other  things,  coupon,  maturity,  security  and  subordination) 
and  otherwise  being  fungible  with  one  another. 
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"Liquidation  Proceeds"  means,  without  duplication,  (i)  all  Sale  Proceeds  from  Collateral  Assets 
and  Default  Swap  Collateral  sold  in  connection  with  such  redemption  minus  any  termination  payments 
(other  than  Defaulted  Synthetic  Security  Termination  Payments)  due  to  the  Synthetic  Security 
Counterparty  or  payments  due  to  any  assignee  of  a  Synthetic  Security  from  the  Default  Swap  Collateral 
Account  in  connection  with  the  termination  or  assignment  of  the  Synthetic  Securities,  (ii)  the  aggregate 
amount  received  by  the  Issuer  net  of  any  amount  required  to  be  paid  by  the  Issuer  on  or  prior  to  the 
Business  Day  immediately  preceding  the  relevant  Payment  Date  from  the  termination  of  any  Cashflow 
Swap  Agreement  in  connection  with  such  redemption,  and  (iii)  cash  and  Eligible  Investments  on  deposit 
in  the  Accounts,  to  the  extent  available  therefor,  including  any  amounts  designated  by  the  Collateral 
Manager  as  retained  for  reinvestment  in  Eligible  Investments  (and  also  including  any  payments  received 
under  any  Cashflow  Swap  Agreement  on  or  prior  to  the  day  preceding  the  Payment  Date,  but  only  to  the 
extent  that  such  payments  are  required  to  be  paid  as  a  result  of  an  Optional  Redemption  by  Liquidation  or 
Tax  Redemption  of  Notes),  in  each  case  as  determined  by  the  Collateral  Manager. 

"Majority"  means  (a)  with  respect  to  any  Class  or  Classes  of  Notes,  the  Holders  of  more  than 
50%  of  the  Aggregate  Outstanding  Amount  of  such  Class  or  Classes  of  Notes  and  (b)  with  respect  to  the 
Income  Notes,  the  Holders  of  more  than  50%  of  the  notional  principal  amount  of  Income  Notes. 

"Market  Value"  means,  with  respect  to  the  Collateral  Assets  and/or  Eligible  Investments,  (i)  the 
average  of  three  bona  fide  bids  for  such  Collateral  Asset  or  Eligible  Investment  obtained  by  the  Collateral 
Manager  at  such  time  from  any  three  nationally  recognized  dealers,  which  dealers  are  independent  from 
one  another  and  from  the  Collateral  Manager,  or  (ii)  if  the  Collateral  Manager  is  unable  to  obtain  three 
such  bids,  the  lesser  of  two  bona  fide  bids  for  such  Collateral  Asset  or  Eligible"  Investment  obtained  by  the 
Collateral  Manager  at  such  time  from  any  two  nationally  recognized  dealers  acceptable  to  the  Collateral 
Manager,  which  dealers  are  independent  from  one  another  and  from  the  Collateral  Manager,  or  (iii)  in  the 
event  the  Collateral  Manager  is  unable  to  obtain  two  such  bids,  the  price  on  such  date  provided  to  the 
Collateral  Manager  by  an  independent  pricing  service  reasonably  selected  by  the  Collateral  Manager,  or 
(iv)  in  the  event  the  Collateral  Manager  cannot  in  good  faith  determine  the  market  value  of  such  Collateral 
Asset  or  Eligible  Investment  using  commercially  reasonable  efforts  to  apply  the  methods  specified  in 
clauses  (i)  through  (iii)  above,  as  determined  in  good  faith  by  the  Collateral  Manager  using  commercially 
reasonable  efforts  to  apply  its  reasonable  business  judgment.  If  the  method  of  determining  Market  Value 
is  based  solely  on  the  Collateral  Manager's  determination,  such  Market  Value  shall  not  exceed  the  S&P 
Recovery  Rate,  multiplied  by  the  Principal  Balance  of  the  Collateral  Asset  and/or  Eligible  Investment,  and 
shall  be  considered  zero  after  30  days  or  until  such  time  as  the  Collateral  Manager  obtains  a  bid  for  such 
Collateral  Asset  or  Eligible  investment.  For  purposes  of  clause  (ll)(a)(y)  of  the  definition  of  Calculation 
Amount,  "Market  Value"  means  the  sum  of  (i)  the  notional  amount  of  any  such  Synthetic  Security  and  (ii) 
the  "Market  Value"  (which  represents  a  trading  termination  payment  or  up-front  payment  in  respect  of  a 
termination  or  assignment  of  such  Synthetic  Security  and  which  amount,  if  payable  by  the  Issuer  in 
respect  of  such  termination  or  assignment,  will  be  a  negative  number)  of  such  Synthetic  Security 
otherwise  determined  pursuant  to  this  definition  of  Market  Value. 

"Minimum  Bid  Amount"  is  an  amount  equal  to  the  sum  of  (a)  the  Redemption  Price  with  respect  to 
the  Auction  Payment  Date,  (b)  any  amount  payable  by  the  Issuer  to  the  Cashflow  Swap  Counterparty 
upon  termination  of  the  Cashflow  Swap  Agreement  less  any  amounts  payable  by  the  Cashflow  Swap 
Counterparty  to  the  Issuer  upon  the  termination  of  the  Cashflow  Swap  Agreement,  (c)  unpaid  Defaulted 
Synthetic  Security  Termination  Payments,  (d)  accrued  and  unpaid  Collateral  Management  Fees,  (e) 
accrued  and  unpaid  Deferred  Structuring  Expenses  and  (f)  101%  of  all  unpaid  expenses  of  the  Issuer, 
less  amounts  on  deposit  in  the  Accounts  which  are  available  to  redeem  the  Notes  or  pay  amounts 
provided  in  clauses  (b)  through  (e)  above  which  would  not  include  amounts  on  deposit  in  the  Default 
Swap  Collateral  Account  due  to  the  Synthetic  Security  Counterparty  or  any  assignee  of  a  Synthetic 
Security  including  termination  payments  (other  than  Defaulted  Synthetic  Security  Termination  Payments). 

"Moody's  First  Rating  Trigger  Requirements"  shall  apply  so  long  as  no  relevant  entity  has  the 
Moody's  First  Trigger  Required  ratings. 
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"Moody's  First  Trigger  Required  Ratings"  shall  apply  to  an  entity  if  such  entity  has  a  long-term, 
unsecured  and  unsubordinated  debt  or  counterparty  obligation  rating  of  "Aa3"  (and  not  on  watch  for 
downgrade)  or  above  by  Moody's. 

"Moody's  "Idealized"  Cumulative  Expected  Loss  Rate"  as  defined  in  Schedule  G  to  the  Indenture. 

"Moody's  Rating"  means  the  rating  determined  in  accordance  with  the  methodology  described  in 
the  Indenture. 

"Moody's  Recovery  Rate"  means,  with  respect  to  a  Collateral  Asset  (or  in  the  case  of  a  Synthetic 
Security,  the  related  Reference  Obligation),  an  amount  equal  to  the  percentage  for  such  Collateral  Asset 
set  forth  in  the  recovery  rate  assumptions  for  Moody's  attached  as  Part  I  of  Schedule  D  to  the  Indenture; 
provided,  however,  that  (A)  Defaulted  Obligations  which  exceed  2.5%  of  the  Aggregate  Principal  Amount 
and  have  been  defaulted  for  more  than  one  year  will  be  deemed  to  have  a  Moody's  Recovery  Rate  of  0%, 

(B)  Defaulted  Obligations  which  exceed  1.00%  of  the  Aggregate  Principal  Amount  and  have  been 
defaulted  for  more  than  2  years  shall  be  deemed  to  have  a  Moody's  Recovery  Rate  of  0%;  and  (C) 
Defaulted  Obligations  which  have  been  defaulted  for  more  than  3  years  shall  be  deemed  to  have  a 
Moody's  Recovery  Rate  of  0%. 

"Moody's  Second  Rating  Trigger  Requirements"  means  a  requirement  that  shall  apply  so  long  as 
no  Relevant  Entity  has  the  Moody's  Second  Trigger  Required  Ratings. 

"Moody's  Second  Trigger  Required  Ratings"  means  an  entity  shall  have  the  Moody's  Second 
Trigger  Required  Ratings  if  such  an  entity  has  a  long-term,  unsecured  and  unsubordinated  debt  or 
counterparty  obligation  rating  of  "A2"  (and  not  on  watch  for  downgrade)  or  above  by  Moody's;  the 
"Moody's  Second  Rating  Trigger  Requirements"  shall  apply  so  long  as  no  Relevant  Entity  has  the 
Moody's  Second  Trigger  Required  Ratings. 

"Net  Outstanding  Portfolio  Collateral  Balance"  means,  on  any  Determination  Date,  an  amount 
equal  to  (i)  the  aggregate  Principal  Balance  on  such  Determination  Date  of  all  Collateral  Assets,  plus  (ii) 
the  aggregate  Principal  Balance  of  all  Principal  Proceeds  held  as  cash  and  Eligible  Investments 
purchased  with  Principal  Proceeds,  minus  (iii)  the  aggregate  Principal  Balance  on  such  date  of 
determination  of  all  Collateral  Assets  that  are  (A)  Defaulted  Obligations,  (B)  Deferred  Interest  PIK  Bonds, 

(C)  Double  B  Rated  Assets,  (D)  Single  B  Rated  Assets  and  (E)  Triple  C  Rated  Assets,  plus  (iv)  the 
Aggregate  Calculation  Amount  of  Defaulted  Obligations  and  Deferred  Interest  PIK  Bonds,  the  Double  B 
Calculation  Amount,  the  Single  B  Calculation  Amount  and  the  Triple  C  Calculation  Amount,  minus  (v) 
25%  of  the  projected  Principal  Balance  of  each  Collateral  Asset  other  than  a  Defaulted  Obligation, 
Deferred  Interest  PIK  Bond,  Double  B  Rated  Asset,  Single  B  Rated  Asset  or  Triple  C  Rated  Asset  that  is 
expected  to  be  paid  after  the  Stated  Maturity  of  the  Class  B  Notes. 

"Outstanding  Principal  Amount"  means,  as  of  any  date  of  determination  with  respect  to  the 
Reference  Obligation,  the  outstanding  principal  balance  of  the  Reference  Obligation  as  of  such  date, 
which  shall  take  into  account: 

(i)         all  payments  of  principal; 

(ii)  all  writedowns  or  applied  losses  (however  described  in  the  underlying  instruments  (as  set 
forth  in  the  Master  Confirmation))  resulting  in  a  reduction  in  the  outstanding  principal  balance  of  the 
Reference  Obligation  (other  than  as  a  result  of  a  scheduled  or  unscheduled  payment  of  principal); 

(iii)  forgiveness  of  any  amount  by  the  holders  of  the  Reference  Obligation  pursuant  to  an 
amendment  to  the  underlying  instruments  resulting  in  a  reduction  in  the  outstanding  principal  balance  of 
the  Reference  Obligation; 

(iv)  any  payments  reducing  the  amount  of  any  reductions  described  in  (ii)  and  (iii)  of  this 
definition;  and 
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(v)  any  increase  in  the  outstanding  principal  balance  of  the  Reference  Obligation  that  reflects 
a  reversal  of  any  prior  reductions  described  in  (ii)  and  (iii)  of  this  definition. 

For  the  avoidance  of  doubt,  the  Outstanding  Principal  Amount  shall  not  include  any  portion  of  the 
outstanding  principal  balance  of  the  Reference  Obligation  that  is  attributable  to  the  deferral  or 
capitalization  of  interest  during  the  Term  (as  set  forth  in  the  Credit  Derivatives  Definitions)  of  the 
Component  Transaction  (as  set  forth  in  the  Master  Confirmation). 

"Overcollateralization  Ratios"  means  the  Class  A/B  Overcollateralization  Ratio,  the  Class  A 
Adjusted  Overcollateralization  Ratio,  the  Class  B  Adjusted  Overcollateralization  Ratio,  the  Class  C 
Overcollateralization  Ratio,  the  Class  C  Adjusted  Overcollateralization  Ratio,  the  Class  D 
Overcollateralization  Ratio  and  the  Class  D  Adjusted  Overcollateralization  Ratio. 

"Payment  Date"  means  the  third  day  of  every  March,  June,  September  and  December,  or  if  any 
such  date  is  not  a  Business  Day,  the  immediately  following  Business  Day,  commencing  on  September  4, 
2007. 

"Payment  Requirement"  means  the  amount  specified  as  such,  in  U.S.  Dollars,  in  the  related 
Master  Confirmation. 

"Physical  Settlement  Amount"  means,  following  the  occurrence  of  a  Credit  Event  with  respect  to  a 
Reference  Obligation,  an  amount  paid  by  the  Issuer  to  the  Synthetic  Security  Counterparty,  calculated  in 
accordance  with  the  related  Synthetic  Security  and  paid  on  the  related  Physical  Settlement  Date,  in 
exchange  for  the  delivery  of  a  Reference  Obligation  as  a  Deliverable  Obligation  by  the  Synthetic  Security 
Counterparty  to  the  Issuer. 

"Physical  Settlement  Date"  has  the  meaning  set  forth  in  the  Master  Confirmation. 

"PIK  Bond"  means  a  Collateral  Asset  on  which  the  deferral  of  interest  does  not  constitute  an 
event  of  default  pursuant  to  the  terms  of  the  related  underlying  instruments  (while  any  other  senior  debt 
obligation  is  outstanding  if  so  provided  by  the  related  indenture  or  other  underlying  instruments). 

"Principal  Balance"  means,  with  respect  to  any  Collateral  Asset  or  Eligible  Investment,  as  of  any 
date  of  determination,  the  outstanding  principal  amount  of  such  Collateral  Asset  or  Eligible  Investment; 
subject  to  the  following  exceptions:  (i)the  Principal  Balance  of  a  Collateral  Asset  received  upon 
acceptance  of  an  offer  to  exchange  a  Collateral  Asset  for  such  Collateral  Asset  shall  be  deemed  to  be  the 
percentage  of  the  outstanding  principal  amount  equal  to  the  least  of  (a)  the  Moody's  Recovery  Rate  and 
(b)  the  S&P  Recovery  Rate  for  such  Collateral  Asset  until  such  time  as  Proceeds  are  first  received  when 
due  with  respect  to  such  Collateral  Asset;  (ii)  the  Principal  Balance  of  each  Defaulted  Obligation  shall  be 
deemed  to  be  zero,  except  (A)  for  purposes  of  the  calculation  of  the  Coverage  Tests,  in  which  case,  the 
Principal  Balance  of  Defaulted  Obligations  shall  equal  their  respective  outstanding  principal  amount 
(unless  otherwise  indicated  in  such  tests),  (B)  for  purposes  of  calculating  any  trustee  fees  and  the 
Collateral  Management  Fee,  the  Principal  Balance  of  each  Defaulted  Obligation  shall  equal  the 
Calculation  Amount  for  such  Defaulted  Obligations  and  (C)  as  otherwise  expressly  indicated;  (iii)  the 
Principal  Balance  of  any  cash  shall  be  the  amount  of  such  cash;  (iv)the  Principal  Balance  of  any 
Collateral  Assets  and  any  Eligible  Investments  in  which  the  Trustee  does  not  have  a  perfected  security 
interest  shall  be  deemed  to  be  zero;  (v)  the  Principal  Balance  of  any  Collateral  Asset  that  is  an  equity 
security  shall  be  deemed  to  be  zero;  (vi)  the  Principal  Balance  of  a  Synthetic  Security  shall  be  the 
Reference  Obligation  Notional  Amount  of  such  Synthetic  Security  minus  any  Implied  Writedown  Amounts; 
and  (vii)  the  Principal  Balance  of  any  Default  Swap  Collateral  shall  be  deemed  to  be  zero  as  long  as  the 
related  Synthetic  Security  is  outstanding. 

"Principal  Proceeds"  means,  with  respect  to  any  Due  Period,  the  sum  (without  duplication)  of:  (i) 
all  payments  of  principal  on  the  Collateral  Assets  and  Eligible  Investments  received  in  cash  by  the  Issuer 
during  such  Due  Period  (including,  without  duplication,  principal  payments  received  on  any  Default  Swap 
Collateral  released  from  the  lien  of  the  Synthetic  Security  Counterparty),  prepayments  or  mandatory 
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sinking  fund  payments,  or  payments  in  respect  of  optional  redemptions,  exchange  offers,  tender  offers 
(other  than  payments  of  principal  of  Eligible  Investments  acquired  with  Proceeds  other  than  Principal 
Proceeds)  and  recoveries  and  interest  on  Defaulted  Obligations  up  to  the  par  amount  of  such  Defaulted 
Obligation;  (if)  any  termination  payments  received  from  a  Synthetic  Security  Counterparty;  (iii)  any 
Additional  Fixed  Amounts  (other  than  Interest  Shortfall  Reimbursement  Payment  Amounts  in  respect  of 
Interest  Shortfall  Payments  satisfied  by  offsetting  Fixed  Payments)  received  from  a  Synthetic  Security 
Counterparty;  (iv)  Sale  Proceeds  received  by  the  Issuer  during  such  Due  Period  (excluding  accrued 
interest  on  sold  or  disposed  Collateral  Assets  or  Eligible  Investments);  (v)  all  amendment,  waiver,  late 
payment  fees,  restructuring  and  other  fees  and  commissions  collected  during  the  related  Due  Period  in 
respect  of  Defaulted  Obligations  up  to  the  par  amount;  (vi)  any  proceeds  resulting  from  the  termination, 
replacement  and  liquidation  of  any  Cashflow  Swap  Agreement  to  the  extent  such  proceeds  exceed  the 
cost  of  entering  into  a  replacement  Cashflow  Swap  Agreement  received  during  the.  period  commencing 
on  the  day  after  the  first  Payment  Date  following  the  commencement  of  such  Due  Period  (or  the  Closing 
Date,  in  the  case  of  the  first  Due  Period)  and  ending  on  and  including  the  first  Payment  Date  following  the 
end  of  such  Due  Period;  (vii)  all  payments  received  in  cash  by  the  Issuer  during  such  Due  Period  that 
represent  call,  prepayment  or  redemption  premiums  but  not  in  excess  of  the  purchase  premium  paid 
thereon  and  (viii)  any  Proceeds  other  than  Interest  Proceeds;  provided,  however,  that  Principal  Proceeds 
shall  not  include  any  accrued  interest  or  any  funds  from  the  Income  Note  Payment  Account  and  any 
Excepted  Property. 

"Principal  Shortfall  Amount"  means,  in  respect  of  a  Failure  to  Pay  Principal,  an  amount  equal  to 
the  greater  of:  (i)  zero;  and  (ii)  the  amount  equal  to  the  product  of:  (A)  the  Expected  Principal  Amount 
minus  the  Actual  Principal  Amount;  (B)  the  Applicable  Percentage;  and  (C)  the  Reference  Price.  For 
purposes  of  clause  (1)  of  the  preceding  sentence,  if  the  Principal  Shortfall  Amount  would  be  greater  than 
the  Reference  Obligation  Notional  Amount  immediately  prior  to  the  occurrence  of  such  Failure  to  Pay 
Principal,  then  the  Principal  Shortfall  Amount  shall  be  deemed  to  be  equal  to  the  Reference  Obligation 
Notional  Amount  at  such  time. 

"Principal  Shortfall  Reimbursement"  means,  with  respect  to  any  day,  the  payment  by  or  on  behalf 
of  the  Reference  Entity  of  an  amount  in  respect  of  the  Reference  Obligation  in  or  toward  the  satisfaction 
of  any  deferral  of  or  failure  to  pay  principal  arising  from  one  or  more  prior  occurrences  of  a  Failure  to  Pay 
Principal. 

"Principal  Shortfall  Reimbursement  Payment"  means,  with  respect  to  any  day,  the  product  of  (i) 
the  amount  of  any  Principal  Shortfall  Reimbursement  on  such  day,  (ii)  the  Applicable  Percentage  and  (iii) 
the  Reference  Price. 

"Principal  Shortfall  Reimbursement  Payment  Amount"  means,  as  of  any  date  of  determination, 
the  sum  of  the  Principal  Shortfall  Reimbursement  Amounts  in  respect  of  all  Principal  Shortfall 
Reimbursements  (if  any)  made  during  the  Reference  Obligation  Calculation  Period  relating  to  such  date, 
provided  that  the  aggregate  of  all  Principal  Shortfall  Reimbursement  Payment  Amounts  at  any  time  shall 
not  exceed  the  aggregate  of  all  Floating  Amounts  paid  by  the  Issuer  in  respect  of  occurrences  of  Failure 
to  Pay  Principal  prior  to  such  date. 

"Proceeds"  means,  with  respect  to  any  Due  Period,  without  duplication,  (i)  all  amounts  received 
by  the  Trustee  with  respect  to  the  Collateral  Assets  (excluding  principal  payments  received  on  any  related 
Default  Swap  Collateral  on  deposit  in  the  Default  Swap  Collateral  Account  unless  otherwise  provided  in 
the  Indenture  but  including  all  investment  income  on  Default  Swap  Collateral),  (ii)  all  amounts  received  as 
amendment,  waiver,  late  payment  fees  and  commissions  collected  during  the  Due  Period  on  Collateral 
Assets,  (iii)  all  amounts  received  with  respect  to  Eligible  Investments  in  the  Accounts,  (iv)  any  amounts  to 
be  released  or  withdrawn  on  the  related  Payment  Date  from  the  Expense  Reserve  Account  and  (v)  all 
amounts  received  under  any  Cashflow  Swap  Agreement  relating  to  the  Due  Period,  including  Principal 
Proceeds. 
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"Quarterly  Asset  Amount"  means,  with  respect  to  any  Payment  Date,  the  Aggregate  Principal 
Amount  on  the  first  day  of  the  related  Due  Period. 

"Rating  Agency  Condition"  means,  with  respect  to  any  action  taken  or  to  be  taken  under  the 
Transaction  Documents,  a  condition  that  is  satisfied  when  each  Rating  Agency  has  confirmed  in  writing  to 
the  Issuer  and  the  Collateral  Manager  that  such  action  will  not  result  in  the  immediate  withdrawal, 
reduction  or  other  adverse  action  with  respect  to  any  then-current  rating  of  any  Class  of  Notes  or  the 
Income  Notes. 

"Redemption  Date"  means  any  Tax  Redemption  Date  or  Optional  Redemption  Date. 

"Redemption  Price"  is  the  Class  S-1  Note  Redemption  Price,  the  Class  S-2  Note  Redemption 
Price,  the  Class  A-1a  Note  Redemption  Price,  the  Class  A-1b  Note  Redemption  Price,  the  Class  A-1c 
Note  Redemption  Price,  the  Class  A-1d  Note  Redemption  Price,  the  Class  A-2  Note  Redemption  Price, 
the  Class  B  Note  Redemption  Price,  the  Class  C  Note  Redemption  Price  and  the  Class  D  Note 
Redemption  Price,  as  applicable. 

"Reference  Entity"  means  the  issuer  of,  or  the  obligor  on,  a  Reference  Obligation. 

"Reference  Obligation"  means  a  CDO  Security  referenced  under  the  Synthetic  Security. 

"Reference  Obligation  Calculation  Period"  means,  with  respect  to  each  Reference  Obligation 
Payment  Date,  a  period  corresponding  to  the  interest  accrual  period  relating  to  such  Reference  Obligation 
Payment  Date  pursuant  to  its  "Underlying  Instruments",  as  defined  in  accordance  with  the  Master 
Confirmation.  For  the  avoidance  of  doubt,  the  first  Reference  Obligation  Calculation  Period  will  begin  on 
the  Reference  Obligation  Payment  Date  falling  on  or  immediately  prior  to  the  Closing  Date. 

"Reference  Obligation  Coupon"  means  the  periodic  interest  rate  applied  in  relation  to  each 
Reference  Obligation  Calculation  Period  on  the  related  Reference  Obligation  Payment  Date,  as 
determined  in  accordance  with  the  terms  of  the  underlying  instruments  as  at  the  Closing  Date,  without 
regard  to  any  subsequent  amendment. 

"Reference  Obligation  Notional  Amount"  means,  with  respect  to  each  Synthetic  Security,  the 
notional  amount  specified  therein,  which  will  be  reduced  or  increased  pursuant  to  the  terms  of  such 
Synthetic  Security. 

"Reference  Obligation  Payment  Date"  means  (i)  each  scheduled  distribution  date  for  a  Reference 
Obligation  occurring  on  or  after  the  Closing  Date  and  on  or  prior  to  such  Reference  Obligation's  "Legal 
Final  Maturity  Date"  (as  set  forth  in  the  Synthetic  Security),  determined  in  accordance  with  the  Underlying 
Instruments  and  (ii)  any  day  after  such  Reference  Obligation's  "Effective  Maturity  Date"  (as  set  forth  in  the 
Master  Confirmation)  on  which  a  payment  is  made  in  respect  of  such  Reference  Obligation. 

"Reference  Obligation  Principal  Amortization  Amount"  means,  with  respect  to  any  Reference 
Obligation  Payment  Date,  an  amount  equal  to  the  product  of  (i)  the  amount  of  any  Reference  Obligation 
Principal  Payment  on  such  date  and  (ii)  the  Applicable  Percentage. 

"Reference  Obligation  Principal  Payment"  means,  with  respect  to  any  Reference  Obligation 
Payment  Date,  the  occurrence  of  a  payment  of  an  amount  to  the  holders  of  the  Reference  Obligation  in 
respect  of  principal  (scheduled  or  unscheduled)  in  respect  of  the  Reference  Obligation  other  than  a 
payment  in  respect  of  principal  representing  capitalized  interest,  excluding,  for  the  avoidance  of  doubt, 
any  Writedown  Reimbursement  or  Interest  Shortfall  Reimbursement. 

"Reference  Obligor"  means  the  obligor  on  a  Reference  Obligation. 

"Reference  Price"  means  the  reference  price  (expressed  as  a  percentage)  specified  in  the  related 
Synthetic  Security. 
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"Registered"  means,  with  respect  to  any  debt  obligation  or  debt  security,  a  debt  obligation  or  debt 
security  that  is  issued  after  July  18,  1984,  and  that  is  in  registered  form  within  the  meaning  of  Section 
881(c)(2)(B)(i)  of  the  Code  and  the  Treasury  regulations  promulgated  thereunder. 

"Relevant  Amount"  means  with  respect  to  the  related  Reference  Obligation,  if  a  servicer  report 
that  describes  a  Reference  Obligation  Principal  Payment,  Writedown  or  Writedown  Reimbursement  (other 
than  a  Writedown  Reimbursement  within  paragraph  (i)  of  "Writedown  Reimbursement"),  in  each  case  that 
has  the  effect  of  decreasing  or  increasing  the  interest  accruing  principal  balance  of  such  Reference 
Obligation  as  of  a  date  prior  to  a  Delivery  Date  but  such  servicer  report  is  delivered  to  holders  of  such 
Reference  Obligation  or  to  the  calculation  agent  under  the  related  Synthetic  Security  on  or  after  the 
related  Delivery  Date,  an  amount  equal  to  the  product  of  (i)  the  sum  of  any  such  Reference  Obligation 
Principal  Payment  (expressed  as  a  positive  amount),  Writedown  (expressed  as  a  positive  amount)  or 
Writedown  Reimbursement  (expressed  as  a  negative  amount),  as  applicable;  (ii)  the  Reference  Price;  (iii) 
the  Applicable  Percentage  immediately  prior  to  such  Delivery  Date;  and  (iv)  the  Exercise  Percentage  (as 
defined  in  such  Master  Confirmation). 

"Residential  Mortgage-Backed  Securities"  or  "RMBS"  means  securities  that  represent  interests  in 
pools  of  residential  mortgage  loans  secured  by  1  to  4  family  residential  mortgage  loans. 

"S&P  Rating"  means  the  rating  determined  in  accordance  with  the  methodology  described  in  the 
Indenture. 

"S&P  Recovery  Rate"  means,  with  respect  to  a  Collateral  Asset  (or  in  the  case  of  a  Synthetic 
Security,  the  related  Reference  Obligation)  on  any  Determination  Date,  an  amount  equal  to  the 
percentage  for  such  Collateral  Asset  set  forth  in  the  S&P  Recovery  Rate  Matrix  attached  as  Part  II  of 
Schedule  D  to  the  Indenture  in  (x)  the  applicable  table  set  forth  therein  and  (y)  the  row  in  such  table 
opposite  the  S&P  Rating  (determined  in  accordance  with  procedures  prescribed  by  S&P  for  such 
Collateral  Asset  on  the  date  of  its  purchase  by  the  Issuer  or,  in  the  case  of  a  Defaulted  Obligation,  the 
S&P  Rating  immediately  prior  to  default). 

"Sale  Proceeds"  means  all  amounts  representing  Proceeds  (including  accrued  interest)  from  the 
sale  or  other  disposition  of  any  Collateral  Asset  or  Eligible  Investment  received  during  such  Due  Period, 
net  of  any  reasonable  amounts  expended  by  the  Collateral  Manager  or  the  Trustee  in  connection  with 
such  sale  or  other  disposition. 

"Single  B  Calculation  Amount"  means  the  sum  of  the  products  of  (i)  the  Principal  Balance  of  each 
Single  B  Rated  Asset  and  (ii)  70%. 

"Single  B  Rated  Asset"  means  any  Collateral  Asset,  that  is  not  a  Triple  C  Rated  Asset,  with  an 
Actual  Rating  from  S&P  less  than  "BB-"  or  with  an  Actual  Rating  from  Moody's  less  than  "Ba3". 

"Statistical  Loss  Amount"  means,  as  of  any  Determination  Date,  the  sum  of,  for  each  Collateral 
Asset,  the  product  of  (i)  the  Principal  Balance  of  such  Collateral  Asset  and  (ii)  the  Moody's  Expected  Loss 
Rate  as  set  forth  in  the  Indenture  for  such  Collateral  Asset  For  purposes  of  the  calculation  of  the 
Statistical  Loss  Amount  on  any  Determination  Date  with  respect  to  Single  B  Rated  Assets,  Deferred 
Interest  PIK  Bonds,  Double  B  Rated  Assets,  Triple  C  Rated  Assets,  Defaulted  Obligations  and  the 
principal  amount  of  any  Collateral  Assets  expected  to  be  paid  in  full  after  the  December  2047  Payment 
Date,  the  principal  amount  thereof  expected  to  be  paid  after  the  Payment  Date  related  to  such 
Determination  Date  shall  be  excluded. 

"SupraMajorfty"  means  (a)  with  respect  to  any  Class  of  Notes,  the  Holders  of  more  than  66-2/3% 
of  the  Aggregate  Outstanding  Amount  of  such  Class  of  Notes  and  (b)  with  respect  to  the  Income  Notes, 
more  than  66-2/3%  of  the  aggregate  outstanding  notional  principal  amount  of  the  Income  Notes. 

"Synthetic  Security"  means  the  credit  default  swaps  entered  into  by  the  Issuer  and  Goldman 
Sachs  International  on  March  21,  2007,  effective  as  of  the  Closing  Date,  evidenced  by  an  ISDA  Master 
Agreement  (Multicurrency  Cross  Border)  and  the  Master  Confirmation. 
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"Synthetic  Security  Counterparty"  means  Goldman  Sachs  International  and,  if  Goldman  Sachs 
International  is  no  longer  the  Synthetic  Security  Counterparty,  any  entity  required  to  make  payments  on  a 
Synthetic  Security  pursuant  to  the  terms  of  such  Synthetic  Security  or  any  guarantee  thereof. 

"Synthetic  Security  Termination  Payment"  means  any  termination  or  assignment  payment 
required  to  be  paid  by  the  Issuer  in  the  event  of  a  termination  or  assignment  of  the  Synthetic  Securities. 

Tax  Event"  means  (i)  the  adoption  of,  or  a  change  in,  any  tax  statute  (including  the  Code),  treaty, 
regulation  (whether  temporary  or  final),  rule,  ruling,  practice,  procedure  or  judicial  decision  or 
interpretation  which  results  or  will  result  in  withholding  tax  payments  representing  in  excess  of  3%  of  the 
aggregate  interest  due  and  payable  on  the  Collateral  Assets  during  the  Due  Period  in  which  such  event 
occurs  as  a  result  of  the  imposition  of  U.S.  or  other  withholding  tax  with  respect  to  which  the  obligors  are 
not  required  to  make  gross-up  payments  that  cover  the  full  amount  of  such  withholding  taxes  on  an  after- 
tax basis  or  (if)  the  adoption  of,  or  change  in,  any  tax  statute  (including  the  Code),  treaty,  regulation 
(whether  temporary  or  final),  rule,  ruling,  practice,  procedure  or  judicial  decision  or  interpretation  which 
results  or  will  result  in  taxation  of  the  Issuer's  net  income  in  an  amount  equal  to  3%  or  more  of  the  net 
income  of  the  Issuer  during  any  Due  Period  in  which  such  event  occurs. 

"Total  Redemption  Amount"  means  the  sum  of  all  amounts  due  as  of  the  Redemption  Date 
pursuant  to  clauses  (0  through  (ix)  of  the  Priority  of  Payments  for  Final  Payment  Dates. 

'Treasury"  means  the  United  States  Department  of  the  Treasury. 

"Triple  C  Calculation  Amount"  means  the  sum  of  the  products  of  (i)  the  Principal  Balance  of  each 
Triple  C  Rated  Asset  and  (ii)  50%. 

'Triple  C  Rated  Asset"  means  any  Collateral  Asset  (other  than  a  Defaulted  Obligation)  with  an 
Actual  Rating  from  S&P  of  less  than  "B-"  or  with  an  Actual  Rating  from  Moody's  of  less  than  "B3". 

"Writedown  Amount"  means,  with  respect  to  any  day,  the  product  of  (i)  the  amount  of  any 
Writedown  on  such  day,  (ii)  the  Applicable  Percentage  and  (iii)  the  Reference  Price. 

"Writedown  Reimbursement"  means,  with  respect  to  any  day,  the  occurrence  of:  (0  a  payment  by 
or  on  behalf  of  the  Reference  Entity  of  an  amount  in  respect  of  the  Reference  Obligation  in  reduction  of 
any  prior  Writedowns;  (ii)(A)  an  increase  by  or  on  behalf  of  the  Reference  Entity  of  the  outstanding 
principal  amount  of  the  Reference  Obligation  to  reflect  the  reversal  of  any  prior  Writedowns;  or  (B)  a 
decrease  in  the  principal  deficiency  balance  or  realized  loss  amounts  (however  described  in  the 
underlying  instruments)  attributable  to  the  Reference  Obligation;  or  (iii)  if  "Implied  Writedown"  (as  defined 
in  the  related  Synthetic  Security)  is  applicable  and  the  underlying  instruments  do  not  provide  for 
writedowns,  applied  losses,  principal  deficiencies  or  realized  losses  as  described  in  (ii)  above  to  occur  in 
respect  of  the  Reference  Obligation,  an  "Implied  Writedown  Reimbursement  Amount"  (as  defined  in  the 
related  Synthetic  Security)  being  determined  in  respect  of  the  Reference  Obligation  by  the  calculation 
agent  thereunder. 

"Writedown  Reimbursement  Amount"  means,  with  respect  to  any  day,  an  amount  equal  to  the 
product  of:  (i)  the  sum  of  all  Writedown  Reimbursements  on  that  day;  (ii)  the  Applicable  Percentage;  and 
(iii)  the  Reference  Price. 

"Writedown  Reimbursement  Payment  Amount"  means,  with  respect  to  any  date  of  determination, 
the  sum  of  the  Writedown  Reimbursement  Amounts  in  respect  of  all  Writedown  Reimbursements  (if  any) 
made  during  the  Reference  Obligation  Calculation  Period  relating  to  such  date;  provided  that  the 
aggregate  of  all  Writedown  Reimbursement  Payment  Amounts  at  any  time  shall  not  exceed  the  aggregate 
of  all  Floating  Amounts  paid  by  the  Issuer  in  respect  of  Writedowns  occurring  prior  to  such  date. 

"Writedown  Reserve  Amount"  has  the  meaning  set  forth  in  the  Master  Confirmation. 
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53859PA06  LOCH2006-1AC  LOCH2006-1A  S12.000.000 

88585MAD9  SMSTR  2005-1A  B  SMSTR  2005-1A  {10.000.000 

87337WAD2  TABS  2008-5A  A3  TABS2006-5A  S20.000.000 

89053XAE6  TOPG200S-1AB  TOPG2005-1A  $15,000,000 


92534FAO0 
00082NAEO 
26441NAD3 

3622X4AH6 
36868BAE0 
722694AD8 

768277A07 

85233TAD8 

925345AE0 
239156AD4 


VRGO2006-1AA3 
ACABS2005-2AA3 
DUKEF  2008-10A  A3 

GSCSF  2006-2A  O 
GEMST2005-4AC 
PINEM  2005-A  C 

RIVER  2005-1AC 

STAK2008-1A5 

VERT  2008-1 A  A3 
DVSQ2005-5AC 


VRGO  2008-1A 
ACABS2005-2A 
DUKEF  2006-10A 

GSCSF  200B-2A 
GEMST  2005-4A 
PINEM  2005* 

RIVER  2005-1A 

STAK  2008-1 A 

VERT  2008-1 A 
DVSQ  2005-5A 


S1S.OO0.00O 
S20. 000.000 
S20.000.000 

S20.000.000 
S20.000.000 
S20.000.000 

S1S.000.000 

$20,000,000 

S20.000.000 
S15.000.000 


1.0000 
1.0000 
1.0000 
1.0000 

1.0000 
0.9120 
1.0000 

1.0000 
1.0000 
1.0000 

1.0000 

1.0000 

1.0000 
1.0000 


S12.000.000     S24.000.000     S1.200.000.O00        10/4/06       LIBOR01M        1.40% 

S1O.OO0.OOO     S12.000.000       S400.000.000         10/20/05        synthetic 

spread 

S20.000.000     S60.000.000     S1 .600,000.000        10/5708       U8OR01M 
S15.000.000     S2S.000.000       5500.000,000 


1/18/08        synthetic 
spread 


1.35% 
1.45% 
1.35% 


12/12/2048  COO  A2  A2  A  A 

12/6/204S  CDO  A3  A3  A-  A- 

10/8/2046  CDO  A2  A2  A  A 

1/10/2045  CDO  A3  A3  A-  A- 


S15.OO0.OOO 
S18.240.508 
S20, 000.000 

S20.000.000 
.  S20.000.000 
S20.000.000 

S1 5.000.000 

S20.000.000 

S20.000.000 
$15,000,000 


$80,000,000 
$22,500,000 
$78,000,000 

S22.SO0.000 
$21,000,000 
$12,000,000 

S5.250.O0O 

$11,500,000 

$31,000,000 
S40.000.000 


S2.O95.OO0.O00 
$450,000,000 
$1 .200.000.000 

S504.000.000 
$800,000,000 
$401,000,000 

$300,000,000 

$500,000,000 

$775,000,000 
S2.01 8.000.000 


10/31/06 
8/30/05 
4/12/06 

5/31/06 
1/20/08 
11/8/05 

1/19/05 

7/27/08 

4/25/06 
9/30/05 


13189LAD1      CAMBR  5A  B 


CAMBR5A  S1S.0O0.OO0        1.0000        S15.0O0.O00      $19,000,000       $502,250,000         12/20/05 


synthetic 

spread 

synthetic 

spread 

synthetic 

spread 

synthetic 
spread 

synthetic 
spread 

synthetic 
spread 

synthetic 
spread 

synthetic 
spread 

synthetic 
spread 

synthetic 
spread 

synthetic 
spread 


1.40% 
1.42% 
1.41% 

1.55% 
1.33% 
1.47% 

1.40% 

1.60% 

1.41% 
1.46% 


11/9/2046  CDO 

12/6/2044  CDO 

4/9/2046  CDO 

6/8/2045  CDO 

2/12/2041  CDO 


2/9/2046    .     CDO 
10/9/2040        CDO 


12777CAE9     CRNMZ  2006-2A  C  CRNMZ200B-2A         $3,000,000         1.0000         $3,000,000       $33,750,000       $773,375,000  11/9/06       LIBOR03M         1.35%         2/13/2047        CDO 


078451AD3      BLHV  2005-1  AC 


46426RAE9     ICM  200S-2A  C 


83743LAJ0      SCF  8A  C 


A2  A2 

A3  A3 

A2  A2 

A2  A2 

A2  A2 


11/16/2045       CDO  A2  A2 

2/6/2040         COO  A2  A2 

8/10/2048        CDO 


A2  A2 

A2  A2 

A2  A2 


1.43%         12/6/2045        COO  A3  A3 


BLHV  2005-1 A         $15,000,000        1.0000        $15,000,000     $26,250,000       $750,000,000         6/23/05         synthetic  1.50%        .6/80045         CDO  A2  A2 

spread 


347199AC6      FTDRB  2005-1 A  A3L       FTDRB2005-1A        S15.000.000        1.0000        $15,000,000      $22,000,000      S484.500.uOO0         8/4/05  synthetic  1.55%         9/12/2040        CDO  A2 

spread 


ICM2O0S-2A  S15.000.000        1.0000        $15,000,000      S11.000.000       $403,000,000         7/27/05         synthetic  1.68%  8/6/2040         COO.  A2  A2 

spread 


SCF8A 


S15.000.000       0.9855       $14,782,894     $12,000,000      S506.500.000         1/25/06        synthetic         1.71%         10/6/2043        CDO  A2  A2  A  A 

spread 
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002S61AD0     ABAC  2006-HG1A  C      ABAC  2006-HG1 A       $6,000,000         1.0000         $6,000,000      S20.250.O0O       $900,000,000         11/30/06      LI8OR01M         1.60%        11/28/2046       COO 


KoS'dyJife 

mm 


mmm, 


Ss^&s^&isSSfl? 


A2  AZ 


002561AE8      ABAC  2006-HG1A  □      ABAC  2006-HG1A       S9.000.000         1.0000         S9.000.000        S9.000.000        S300.000.000         11/30/06      UBOR01M        2.20%        11/28/2046       CDO  A3  A3 

B90S4BAE3     TOPG20OS-2AB  TOPO2006-2A         S10.000.000        1.0000        S10.000.000      S4S.00O.000     SI,  015,000,000       12/14/06      UBOR01M         1.45%        12/10/2048       CDO  A2  A2 

12777CAE9     CRNMZ  20O6-2A  C  CRNMZ2006-2A       $17,000,000        1.0000        $17,000,000     $33,750,000       $773,375,000  11/9/08         Synthetic  1.95%         2/13/2047        CDO  A2  A2 


34957YAE7      FORTS  2006-2A  C  FORTS  2006-2A        S20.000.000        1,0000        S20.000.000      $20,000,000       $512,700,000 


4642BXAE6      ICM  2008-3A  C 


ICM2006-3A  $20,000,000        1.0000        $20,000,000     $19,000,000       $605,000,000 


O0082WAD2  ACABS  2006-1 A  A3L  ACABS2006-1A  $20,000,000  0.9970 

142146AE9  CACDO  2006-1 A  C1  CACOO  2008-1 A  $20,000,000  1.0000 

362479AD9  GSCSF  2006-4A  A3  GSCSF  2006-4A  $20,000,000  1.0000 

45377MAL5  INDE7  7AO  1NDE7  7A  $20,000,000  1.0000 

543175AJ2  LSTRT  2006-1A  D  LSTRT  2006-1A  $20,000,000  1.0000 

87337UAD6  TA8S2005-4AO  TABS2005-4A  $20,000,000  1.0000 

08861KAC0  BFCSL  2006-1A  O  BFCSL2008-1A  $20,000,000  1.0000 

46426YAC8  ICM  2006-S2A  A3L  ICM  2006-S2A  $10,000,000  1.0000 


$19,939,607  $40,000,000  $750,000,000 

$20,000,000  $60,000,000  $1,565,660,000 

S20.000.000  $45,000,000  $750,000,000 

$20,000,000  $15,000,000  $607,206,000 


12/7/06        synthetic 
spread 


6/29/06        synthetic 
spread 


4/27/06  synthetic 
spread 

11/1/06  synthetic 
spread 

10/6/08  synthetic 
spread 

3/28/06  synthetic 
spread 


$20,000,000  $20,000,000  $500,000,000 

$20,000,000  $10,000,000  $402,000,000 

$20,000,000  $30,000,000  $750,000,000 

$10,000,000  $60,000,000  $1,004,000,000       12/21/06      UBOR03M 


8/3/06  synthetic 

spread 

1/26/06        synthetic 
spread 

10/31/08       synthetic 
spread 


227%  2/3/2042  CDO  A2  A2 

1.61%  7/3/2046  CDO  A2  A2 

2.23%  6/10/2041  COO 

2.18%  11/10/2046  CDO 

2.00%  11/6/2046  CDO 

2.40%  1/10/2045  COO 

2.25%  11/80046  CDO 

1.86%  8/30/2045  CDO 

2.00%  11/14/2048  CDO 

1.90%  10/12/2045  CDO 


82437XAD0     SHERW  2005-2A  C 


ADROC2005-2AC 
GRAND  2005-1AC 

! 

STAK  2008-2A  5 
NEPTN  2006-3A  B 


007022AD8 
38521PAE4 

85234AAG1 

64069PAJ7 

25454XAD7     DGCDO  2008-2A  C 

006368AC8     ADMSO  2006-1A  C 


SHERW2005-2A       $20,000,000        1.0000        S20.000.000      $10,000,000       S500.000.000        12/15/05        synthetic  1.65%         10/5/2045        COO 

spread 

ADROC2005-2A       $20,000,000        1.0000        $20,000,000     $30,900,000     $1,545,000,000       11/15/05        synthetic  1.75%  2/6/2041  CDO 

spread 

GRAND2005-1A       $20,000,000        1.0000        $20,000,000     $47,000,000     $1,190,010,000       12/28/05        synthetic  1.75%  4/5/2046         CDO 

spread 

STAK2008-2A         $20,000,000        1.0000        S20.000.000      S27.000.000       $900,000,000  2/8/07  synthetic         2.15%         3/10/2047        CDO 

spread 

NEPTN  20O8-3A        $20,000,000        1.0000        $20,000,000     S14.000.000       $406,000,000  3/9/06  synthetic  1.81%  3/5/2046         CDO 

spread 

DGCDO  2006-ZA       $20,000,000        1.0000        $20,000,000     $22,800,000       $600,000,000         6/29/06         synthetic         2.20%         8/15/2049        COO 

spread 

ADMSO  2008-1A       $20,000,000       1.0000        S20.000.000     $15,250,000       S507.250.000         12/15/06        synthetic         2.45%        12/15/2051        CDO 

spread 
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615120AE2      MNTRS  2006-1A  C  MNTRS200S-1A       S20.000.000        1.0000 


1S7187AC8  CETUS  2006-1A  B  CETUS2006-1A  $20,000,000  1.0000 

15719MAC5  CETUS  2006-2A  B  CETUS  2006-2A  $20,000,000  1.0000 

3622X0AC5  GSCSF  2006-1A  B  GSCSF2008-1A  $20,000,000  1.0000 

553128AD9  MKP6AC  MKP6A  $20,000,000  1.0000 

82442VAD7  SHERW  20O8-3A  A3  SHERW2008-3A  $20,000,000  1.0000 

74732AAD9  PYXIS  2006-1  AC  PYXIS  200S-1A  S20.000.000  1.0000 


$20,000,000  S55.000.000  $1,000,000,000  7/20/03 

$20,000,000  S95.O0O.0O0  $1,000,000,000  9/27/06 

$20,000,000  $26,000,000  S550.O0O.000  3/31/06 

$20,000,000  $4,000,000  S300.750.000  8/31/00 

$20,000,000  $18,000,000  S50O.OO0.00O  1/10/07 

$20,000,000  $89,000,000  $1,500,000,000  10/3/06 


37638NAD3     GLCR2008-4AC 


GLCR2006-4A         $10,000,000       0.9936         $9,936,305       S14.000.000       S401.2SO.OOO         4/12/00 


57B325AD4      MAYF  2006-1 A  A3L  MAYF200B-1A         $20,000,000        1.0000        $20,000,000     S46.OO0.0O0     $1 .01 0.200.000        8/22/06 


89643PAD2     TRNTY  2005-1 A  B  TRNTY2005-1A        $20,000,000        1.0000 

89054BAE3     TOPG2006-2AB  TOPG2006-2A         $10,000,000        1.0000 


$20,000,000       S8.000.000        $300,000,000         4/14/05 
S10.000.000     $45,000,000     $1,015,000,000       12/14/06 


23910VAH5      DVSO20OS-6AC  DVSQ  2006-6A         $15,000,000        1.0000        $15,000,000     $35,000,000     S2.000.000.000        3/30/06 


362470ACO     GSCSF  2005-1A  A3         GSCSF  2005-1A        S20.000.000        1.0000 
05539MAD2     BFCGE  2006-1A  A3L       BFCGE2008-1A        $20,000,000       0.9S26 


$20,000,000     $26,000,000       $500,000,000  1/12/06 

$19,652,320     $16,000,000       S301.2OO.000         2/28/OS 


13189BAF8     CAMBR  7A  C 


CAMBR7A  $20,248,366        1.0000        $20,248,366      $78,300,000       S915.500.000         2/28/07 


synthetic 

spread 
synthetic 

spread 
synthetic 

spread 
synthetic 

spread 

synthetic 
spread 

synthetic 
spread 


synthetic 
.  spread 


synthetic 
spread 

synthetic 
spread 

synthetic 
spread 

synthetic 
spread 

synthetic 
spread 

synthetic 
spread 

synthetic 
spread 


2.40%  10/16(2046  COO 

246%  12/20/2046  COO 

2.05%  7/16/2046  COO 

2.15%  6/15/2051  COO 

2.30%  2/9/2047  COO 

2.45%  11/10/2046  COO 

1.90%  10/12/2045  COO 


2.28%  9/12/2046  COO  A2  A2 

1.50%  3/8/2040  COO  A3  A3 

1.85%  12/10/2046  COO  A2  A2 

2.60%  9/7/2041  COO  A2  A2 

1.64%  11/12/2045  CDO  A2  A2 

3.68%  1/10/2041  CDO  A2  A2 

6.55%  6/12/2042  CDO 


A2 

AZ 

A 

A 

A2 

A2 

A 

A 

A2 

A2 

A 

A 

A2 

A2 

A 

A 

A2 

A2 

A 

A 

A2 

A2 

A 

A 

A2  A2 


12776YAD4     CRNMZ  2008-1 A  5  CRNMZ2006-1A        $15,000,000        1.0000        $15,000,000     S13.0W.000       S500.000.O0O  9/6/08  synthetic         5.45%         12/9/2046        CDO  A2 

spread 

925338AD7      VERT  2006-2A  A3  VERT2008-2A         S20.000.000        1.0000        $20,000,000     $26,000,000       S500.0OO.O00         6/20/08         synthetic         2.64%  5/9/2046         COO  A2 

spread 


A- 
A 


6.8     Vanderbilt 
Capital 
Advisors.  LLC 

6.7  GSCP(NJ), 
L.P. 

6.6     GSCP  (NJ). 

L.P. 
6.4      GSCP  (NJ). 

L.P. 
6.6      MKP  Capital 

Management 

LLC. 
6.6     Church 

Tavern 

Advisors 

6.8  The  Putnam    . 
Advisory 
Company. 
LLC 

4.8     Terwln 

Money 

Management 

LLC 
6.4     Vanderbilt 

Capital 

Advisors.  LLC 

8.8  Centre 
Pacific.  LLC 

7.2     Metropotltlan 
West  Asset 
Management 

8.2  TCW  Asset 
Management 
Company 

5.3  GSCP  (NJ). 
L.P. 

7.0  Braddock 
Financial 
Corporation 

7.9  Cambridge 
Place 
Investment 
Management. 
LLP 

7.2     Calm 

Financial 

Products 

Limited 
5.8     Vertical 

Capital,  LLC 


Q 
GO 


GO 
CO 

m 

i 

o 

CD 
Ni 

cn 

Ol 
CO 
CO 


B-3 


1 

Footnote  Exhibits  -  Page  5623 


[THIS  PAGE  INTENTIONALLY  LEFT  BLANK] 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-02 1825534 


Footnote  Exhibits  -  Page  5624 


ANNEX  A-1 
FORM  OF  INCOME  NOTES  PURCHASE  AND  TRANSFER  LETTER 

The  Bank  of  New  York,  London  Branch 

One  Canada  Square 

London  E14  5AL 

United  Kingdom 

fax  +44  20  7964  6399 

phone +44  20  7964  7073 

Attention:  Corporate  Trust  Administration 

Re:       Timberwolf  I,  Ltd. 
Income  Notes 

Dear  Sirs: 

Reference  is  hereby  made  to  the  Income  Notes  (the  "Income  Notes")  issued  by  Timberwolf  I,  Ltd. 
(the  "Issuer"),  described  in  the  Issuer's  Offering  Circular  dated  March  23,  2007  ("Offering  Circular")  to  be 
purchased  and  held  by  us.  We  (the  "Purchaser")  are  purchasing  U.S.$  [  }  aggregate  notional  amount 
of  Income  Notes  (the  "Purchaser's  Income  Notes").  Terms  defined  or  referenced  in  the  Offering  Circular 
and  not  otherwise  defined  or  referenced  herein  shall  have  the  meanings  set  forth  in  the  Offering  Circular. 

The  Purchaser  hereby  represents,  warrants  and  covenants  for  the  benefit  of  the  Issuer  that: 

(a)  (i)   The  Purchaser  is  (check  one)  (x) a  qualified  institutional  buyer  (as  defined  in  Rule  144A 

under  the  Securities  Act  of  1933,  as  amended  (the  "Securities  Act"))  (a  "Qualified  Institutional 

Buyer"),  (y) a  non-U. S.  Person  (as  defined  in  Regulation  S  under  the  Securities  Act)  that  is 

acquiring  the  Purchaser's  Income  Notes  in  an  offshore  transaction  complying  with  Rule  903  or 

Rule  904  of  Regulation  S  of  the  Securities  Act  or  (z) an  "accredited  investor"  (as  defined  in 

Rule  501(a)  under  the  Securities  Act)  (an  "Accredited  Investor")  who  has  a  net  worth  of  not  less 
than  U.S.$1 0  million  that  is  purchasing  the  Income  Notes  for  its  own  account;  (ii)  The  Purchaser, 
in  the  case  of  clauses  (x)  or  (z)  above,  is  a  "qualified  purchaser"  for  the  purposes  of  Section 
3(c)(7)  of  the  Investment  Company  Act  of  1940,  as  amended  (the  "Investment  Company  Act")  (a 
"Qualified  Purchaser");  (iii)  The  Purchaser,  in  the  case  of  clause  (z)  above,  is  not  acquiring  the 
Income  Notes  with  a  view  to  any  resale  or  distribution  thereof,  other  than  in  accordance  with  the 
restrictions  set  forth  below;  (iv)  The  Purchaser  is  aware  that  the  sale  of  the  Purchaser's  Income 
Notes  to  the  Purchaser  is  being  made  in  reliance  on  an  exemption  from  registration  under  the 
Securities  Act;  (v)  The  Purchaser  (unless  otherwise  permitted  under  the  Fiscal  Agency 
Agreement)  is  acquiring  Income  Notes  in  the  aggregate  notional  principal  amount  of  not  less  than 
U.S.$100,000  with  integral  multiples  of  U.S.$1  in  excess  thereof;  (vi)  With  respect  to  any 
transferee,  the  Purchaser  also  understands  that,  in  conjunction  with  any  transfer  of  the 
Purchaser's  ownership  of  any  Purchaser's  Income  Notes  purchased  hereunder,  it  will  not  transfer 
or  cause  the  transfer  of  such  Purchaser's  Income  Notes  without  obtaining  from  the  transferee  a 
certificate  substantially  in  the  form  of  this  Income  Notes  Purchase  and  Transfer  Letter;  (vii)  The 
Purchaser  will  provide  notice  of  the  transfer  restrictions  described  to  any  subsequent  transferees. 

(b)  The  Purchaser  is  purchasing  the  Purchaser's  Income  Notes  in  an  amount  equal  to  or  exceeding 
the  minimum  denominations  thereof  for  its  own  account  (or,  if  the  Purchaser  is  a  Qualified 
Institutional  Buyer,  for  the  account  of  another  Qualified  Institutional  Buyer  with  respect  to  which 
the  Purchaser  exercises  sole  investment  discretion)  for  investment  purposes  only  and  not  for  sale 
in  connection  with  any  distribution  thereof,  but  nevertheless  subject  to  the  understanding  that  the 
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disposition  of  its  property  shall  at  all  times  be  and  remain  within  its  control  (subject  to  the 
restrictions  set  forth  in  the  Offering  Circular,  the  note  in  respect  of  the  Purchaser's  Income  Notes 
and  the  Fiscal  Agency  Agreement). 

(c)  The  Purchaser  understands  that  the  Purchaser's  Income  Notes  have  not  been  and  will  not  be 
registered  or  qualified  under  the  Securities  Act  or  any  applicable  state  securities  laws  or  the 
securities  laws  of  any  other  jurisdiction  and  are  being  offered  only  in  a  transaction  not  involving 
any  public  offering  within  the  meaning  of  the  Securities  Act,  are  being  offered  only  in  a  transaction 
not  involving  any  public  offering,  and  may  be  reoffered,  resold  or  pledged  or  otherwise  transferred 
only  in  accordance  with  the  restrictions  on  transfer  set  forth  herein  and  in  the  Fiscal  Agency 
Agreement.  The  Purchaser  understands  and  agrees  that  any  purported  transfer  of  Income  Notes 
to  a  purchaser  that  does  not  comply  with  the  requirements  herein  will  not  be  permitted  or 
registered  by  the  Fiscal  Agent.  The  Purchaser  further  understands  that  the  Issuer  has  the  right  to 
compel  any  beneficial  owner  of  Income  Notes  that  is  a  U.S.  Person  and  is  not  (a)  either  a 
Qualified  Institutional  Buyer  or  an  Accredited  Investor  with  a  net  worth  of  U.S.$10  million  or  more 
and  (b)  a  Qualified  Purchaser,  to  sell  its  interest  in  such  Income  Notes,  or  the  Issuer  may  sell 
such  Income  Notes  on  behalf  of  such  owner. 

(d)  If  the  Purchaser  or  any  account  for  which  the  Purchaser  is  purchasing  the  Purchaser's  Income 
Notes  is  a  U.S.  Person  (as  defined  in  Regulation  S  under  the  Securities  Act)  the  following 
representations  shall  be  true  and  correct:  The  Purchaser  (or  if  the  Purchaser  is  acquiring  the 
Purchaser's  Income  Notes  for  any  account,  each  such  account)  is  acquiring  the  Purchaser's 
Income  Notes  as  principal  for  its  own  account  for  investment  and  not  for  sale  in  connection  with 
any  distribution  thereof.  The  Purchaser  and  each  such  account:  (a)  was  not  formed  for  the 
specific  purpose  of  investing  in  the  Income  Notes  (except  when  each  beneficial  owner  of  the 
Purchaser  and  each  such  account  is  a  Qualified  Purchaser),  (b)  to  the  extent  the  Purchaser  is  a 
private  investment  company  formed  before  April  30,  1996,  the  Purchaser  has  received  the 
necessary  consent  from  its  beneficial  owners,  (c)  is  not  a  pension,  profit  sharing  or  other 
retirement  trust  fund  or  plan  in  which  the  partners,  beneficiaries  or  participants,  as  applicable, 
may  designate  the  particular  investments  to  be  made;  and  (d)  is  not  a  broker-dealer  that  owns 
and  invests  on  a  discretionary  basis  less  than  U.S.$25,000,000  in  securities  of  unaffiliated 
issuers.  Further,  the  Purchaser  agrees:  (i)  that  neither  it  nor  such  account  shall  hold  the 
Purchaser's  Income  Notes  for  the  benefit  of  any  other  person  and  such  purchaser  of  such 
account  shall  be  the  sole  beneficial  owner  thereof  for  all  purposes;  and  (ii)  that  neither  it  nor  such 
account  shall  sell  participation  interests  in  the  Purchaser's  income  Notes  or  enter  into  any  other 
arrangement  pursuant  to  which  any  other  person  shall  be  entitled  to  a  beneficial  interest  in  the 
distributions  on  the  Purchaser's  Income  Notes.  The  Purchaser  understands  and  agrees  that  any 
purported  transfer  of  the  Purchaser's  Income  Notes  to  a  Purchaser  that  does  not  comply  with  the 
requirements  of  this  clause  (d)  will  not  be  permitted  or  registered  by  the  Fiscal  Agent  or  the 
Income  Note  Registrar,  as  applicable. 

(e)  In  connection  with  the  purchase  of  the  Purchaser's  Income  Notes:  (i)  none  of  the  Issuers,  the 
Initial  Purchaser,  the  Collateral  Manager,  the  Issuer  Administrator  or  the  Income  Note  Registrar  is 
acting  as  a  fiduciary  or  financial  or  investment  adviser  for  the  Purchaser;  (ii)  the  Purchaser  is  not 
relying  (for  purposes  of  making  any  investment  decision  or  otherwise)  upon  any  advice,  counsel 
or  representations  (whether  written  or  oral)  of  the  Issuers,  the  Initial  Purchaser,  the  Collateral 
Manager,  the  Issuer  Administrator  or  the  Income  Note  Registrar,  other  than  in  the  Offering 
Circular  and  any  representations  expressly  set  forth  in  a  written  agreement  with  such  party;  (iii) 
none  of  the  Issuers,  the  Initial  Purchaser,  any  Cashflow  Swap  Counterparty,  the  Collateral 
Manager,  the  Administrator  or  the  Income  Note  Registrar  has  given  to  the  Purchaser  (directly  or 
indirectly  through  any  other  person)  any  assurance,  guarantee,  or  representation  whatsoever  as 
to  the  expected  or  projected  success,  profitability,  return,  performance,  result,  effect, 
consequence  or  benefit  (including  legal,  regulatory,  tax,  financial,  accounting  or  otherwise)  as  to 
an  investment  in  the  Purchaser's  Income  Notes;  (iv)  the  Purchaser  has  consulted  with  its  own 
legal,  regulatory,  tax,  business,  investment,  financial  and  accounting  advisers  to  the  extent  it  has 
deemed  necessary,  and  it  has  made  its  own  investment  decisions  (including  decisions  regarding 
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the  suitability  of  any  transaction  pursuant  to  the  Indenture  and  the  Fiscal  Agency  Agreement) 
based  upon  its  own  judgment  and  upon  any  advice  from  such  advisers  as  it  has  deemed 
necessary  and  not  upon  any  view  expressed  by  the  Issuers,  the  Initial  Purchaser,  any  Cashflow 
Swap  Counterparty,  the  Collateral  Manager,  the  Issuer  Administrator  or  the  Income  Note 
Registrar;  (v)  the  Purchaser  has  evaluated  the  rates,  prices  or  amounts  and  other  terms  and 
conditions  of  the  purchase  and  sale  of  the  Purchaser's  Income  Notes  with  a  full  understanding  of 
all  of  the  risks  thereof  (economic  and  otherwise),  and  it  is  capable  of  assuming  and  willing  to 
assume  (financially  and  otherwise)  those  risks;  and  (vi)  the  Purchaser  is  a  sophisticated  investor. 

(f)  The  certificates  in  respect  of  the  Income  Notes  (other  than  the  Regulation  S  Income  Notes)  will 
bear  a  legend  to  the  following  effect  unless  the  Issuer  determines  otherwise  in  compliance  with 
the  Fiscal  Agency  Agreement  and  applicable  law: 

THE  INCOME  NOTES  ARE  CONSTITUTED  BY  THE  DEED  OF  COVENANT 
EXECUTED  BY  THE  ISSUER  ON  OR  ABOUT  MARCH  27,  2007  AND  ARE  SUBJECT 
TO  THE  TERMS  AND  CONDITIONS  THEREOF  AND  CERTAIN  CONDITIONS  OF  THE 
FISCAL  AGENCY  AGREEMENT,  DATED  ON  OR  ABOUT  MARCH  27,  2007  (THE 
"FISCAL  AGENCY  AGREEMENT")  BY  AND  AMONG  THE  ISSUER  AND  THE  BANK  OF 
NEW  YORK,  LONDON  BRANCH,  AS  FISCAL  AGENT  AND  TRANSFER  AGENT. 
COPIES  OF  THE  DEED  OF  COVENANT,  THE  TERMS  AND  CONDITIONS  OF  THE 
INCOME  NOTES  AND  THE  FISCAL  AGENCY  AGREEMENT  MAY  BE  OBTAINED 
FROM  THE  FISCAL  AGENT. 

THE  INCOME  NOTES  HAVE  NOT  BEEN  AND  WILL  NOT  BE  REGISTERED  UNDER 
THE  UNITED  STATES  SECURITIES  ACT  OF  1933,  AS  AMENDED  (THE  "SECURITIES 
ACT'),  AND  THE  ISSUER  HAS  NOT  BEEN  REGISTERED  UNDER  THE  UNITED 
STATES  INVESTMENT  COMPANY  ACT  OF  1940,  AS  AMENDED  (THE  "INVESTMENT 
COMPANY  ACT').  THE  HOLDER  HEREOF,  BY  PURCHASING  THE  INCOME  NOTES 
REPRESENTED  HEREBY,  AGREES  FOR  THE  BENEFIT  OF  THE  ISSUER  THAT 
SUCH  INCOME  NOTES  MAY  BE  OFFERED,  SOLD,  PLEDGED  OR  OTHERWISE 
TRANSFERRED,  ONLY  (A)(1)  TO  A  PERSON  WHOM  THE  SELLER  REASONABLY 
BELIEVES  IS  A  QUALIFIED  INSTITUTIONAL  BUYER  AS  DEFINED  IN  RULE  144A 
UNDER  THE  SECURITIES  ACT  AND  IS  PURCHASING  FOR  ITS  OWN  ACCOUNT  OR 
FOR  THE  ACCOUNT  OF  A  QUALIFIED  INSTITUTIONAL  BUYER,  IN  A  TRANSACTION 
MEETING  THE  REQUIREMENTS  OF  RULE  144A  UNDER  THE  SECURITIES  ACT,  (2) 
TO  AN  ACCREDITED  INVESTOR  (AS  DEFINED  IN  RULE  501(a)  UNDER  THE 
SECURITIES  ACT)  WHO  HAS  A  NET  WORTH  OF  NOT  LESS  THAN  U.S.$10  MILLION) 
IN  A  TRANSACTION  EXEMPT  FROM  REGISTRATION  UNDER  THE  SECURITIES 
ACT,  OR  (3)  TO  A  NON-U.S.  PERSON  IN  AN  OFFSHORE  TRANSACTION 
COMPLYING  WITH  RULE  903  OR  RULE  904  OF  REGULATION  S  UNDER  THE 
SECURITIES  ACT,  AND  IN  EACH  CASE  IN  A  MINIMUM  DENOMINATION  OF 
U.S.$100,000.  FURTHERMORE  THE  PURCHASER  AND  EACH  ACCOUNT  FOR 
WHICH  IT  IS  ACTING  AS  A  PURCHASER,  OTHER  THAN  IN  THE  CASE  OF  CLAUSE 
(A)(3)  ABOVE,  REPRESENTS  FOR  THE  BENEFIT  OF  THE  ISSUER  THAT  IT  (V)  IS  A 
QUALIFIED  PURCHASER  FOR  THE  PURPOSES  OF  SECTION  3(c)(7)  OF  THE 
INVESTMENT  COMPANY  ACT,  (W)  WAS  NOT  FORMED  FOR  THE  PURPOSE  OF 
INVESTING  IN  THE  ISSUER  (EXCEPT  WHEN  EACH  BENEFICIAL  OWNER  OF  THE 
PURCHASER  IS  A  QUALIFIED  PURCHASER),  (X)  HAS  RECEIVED  THE  NECESSARY 
CONSENT  FROM  ITS  BENEFICIAL  OWNERS  WHEN  THE  PURCHASER  IS  A 
PRIVATE  INVESTMENT  COMPANY  FORMED  BEFORE  APRIL  30,  1996,  (Y)  IS  NOT  A 
BROKER-DEALER  THAT  OWNS  AND  INVESTS  ON  A  DISCRETIONARY  BASIS  LESS 
THAN  U.S.$25,000,000  IN  SECURITIES  OF  UNAFFILIATED  ISSUERS  AND  (Z)  IS  NOT 
A  PENSION,  PROFIT  SHARING  OR  OTHER  RETIREMENT  TRUST  FUND  OR  PLAN  IN 
WHICH  THE  PARTNERS,  BENEFICIARIES  OR  PARTICIPANTS,  AS  APPLICABLE, 
MAY  DESIGNATE  THE  PARTICULAR  INVESTMENTS  TO  BE  MADE,  AND  IN  A 
TRANSACTION  THAT  MAY  BE  EFFECTED  WITHOUT  LOSS  OF  ANY  APPLICABLE 
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INVESTMENT  COMPANY  ACT  EXEMPTION  AND  (B)  IN  ACCORDANCE  WITH  ALL 
APPLICABLE  SECURITIES  LAWS  OF  THE  STATES  OF  THE  UNITED  STATES.  ANY 
PURPORTED  TRANSFER  IN  VIOLATION  OF  THE  FOREGOING  WILL  NOT  BE 
PERMITTED  OR  REGISTERED  BY  THE  FISCAL  AGENT  OR  THE  INCOME  NOTE 
REGISTRAR.  EACH  TRANSFEROR  OF  THE  INCOME  NOTES  WILL  PROVIDE 
NOTICE  OF  THE  TRANSFER  RESTRICTIONS  SET  FORTH  HEREIN  AND  IN  THE 
FISCAL  AGENCY  AGREEMENT  TO  ITS  TRANSFEREE. 

IF  THE  TRANSFER  OF  INCOME  NOTES  IS  TO  BE  MADE  PURSUANT  TO  CLAUSE 
(A)(1)  OR  (A)(2)  OF  THE  PRECEDING  PARAGRAPH,  THE  TRANSFEREE  OF  THE 
INCOME  NOTES  WILL  BE  REQUIRED  TO  EXECUTE  AND  DELIVER  TO  THE  ISSUER 
AND  THE  FISCAL  AGENT  AN  INCOME  NOTES  PURCHASE  AND  TRANSFER 
LETTER,  SUBSTANTIALLY  IN  THE  FORM  ATTACHED  TO  THE  FISCAL  AGENCY 
AGREEMENT,  STATING  THAT  AMONG  OTHER  THINGS,  THE  TRANSFEREE  IS  (X)  A 
QUALIFIED  INSTITUTIONAL  BUYER  AS  DEFINED  IN  RULE  144A  UNDER  THE 
SECURITIES  ACT  PURCHASING  FOR  ITS  OWN  ACCOUNT  OR  FOR  THE  ACCOUNT 
OF  A  QUALIFIED  INSTITUTIONAL  BUYER,  OR  (Y)  AN  ACCREDITED  INVESTOR  (AS 
DEFINED  IN  RULE  501(a)  UNDER  THE  SECURITIES  ACT)  WHO  HAS  A  NET  WORTH 
OF  NOT  LESS  THAN  U.S.$10  MILLION  AND  (Z)  A  QUALIFIED  PURCHASER  FOR  THE 
PURPOSES  OF  THE  INVESTMENT  COMPANY  ACT. 

THE  PURCHASER  OR  TRANSFEREE  MUST  DISCLOSE  IN  WRITING  IN  ADVANCE 
TO  THE  FISCAL  AGENT  (i)  WHETHER  OR  NOT  IT  IS  (A)  AN  "EMPLOYEE  BENEFIT 
PLAN"  (AS  DEFINED  IN  SECTION  3(3)  OF  THE  UNITED  STATES  EMPLOYEE 
RETIREMENT  INCOME  SECURITY  ACT  OF  1974,  AS  AMENDED  ("ERISA")),  THAT  IS 
SUBJECT  TO  THE  PROVISIONS  OF  TITLE  I  OF  ERISA,  (B)  A  "PLAN"  DESCRIBED  IN 
AND  SUBJECT  TO  SECTION  4975  OF  THE  UNITED  STATES  INTERNAL  REVENUE 
CODE  OF  1986,  AS  AMENDED  (THE  "CODE"),  OR  (C)  AN  ENTITY  WHOSE  ASSETS 
INCLUDE  "PLAN  ASSETS"  WITHIN  THE  MEANING  OF  ERISA  BY  REASON  OF  ANY 
SUCH  PLAN'S  INVESTMENT  IN  THE  ENTITY  (ALL  SUCH  PERSONS  AND  ENTITIES 
DESCRIBED  IN  CLAUSES  (A)  THROUGH  (C)  BEING  REFERRED  TO  HEREIN  AS 
"BENEFIT  PLAN  INVESTORS");  (ii)  IF  THE  PURCHASER  OR  TRANSFEREE  IS  A 
BENEFIT  PLAN  INVESTOR,  THAT  THE  PURCHASE  AND  HOLDING  OR  TRANSFER 
AND  HOLDING  OF  INCOME  NOTES  DO  NOT  AND  WILL  NOT  CONSTITUTE  OR 
RESULT  IN  A  PROHIBITED  TRANSACTION  UNDER  SECTION  406  OF  ERISA  OR 
SECTION  4975  OF  THE  CODE  FOR  WHICH  AN  EXEMPTION  IS  NOT  AVAILABLE; 
AND  (iii)  WHETHER  OR  NOT  IT  IS  THE  COLLATERAL  MANAGER  OR  ANY  OTHER 
PERSON  (OTHER  THAN  A  BENEFIT  PLAN  INVESTOR)  WHO  HAS  DISCRETIONARY 
AUTHORITY  OR  CONTROL  WITH  RESPECT  TO  THE  ASSETS  OF  THE  ISSUER  OR  A 
PERSON  WHO  PROVIDES  INVESTMENT  ADVICE  FOR  A  FEE  (DIRECT  OR 
INDIRECT)  WITH  RESPECT  TO  THE  ASSETS  OF  THE  ISSUER.  OR  ANY  "AFFILIATE" 
(WITHIN  THE  MEANING  OF  29  C.F.R.  SECTION  251 0.3-1 01  (f)(3))  OF  ANY  SUCH 
PERSON.  IF  A  PURCHASER  IS  AN  ENTITY  DESCRIBED  IN  (i)(C)  ABOVE,  OR  AN 
INSURANCE  COMPANY  ACTING  ON  BEHALF  OF  ITS  GENERAL  ACCOUNT,  IT  WILL 
BE  PERMITTED  TO  SO  INDICATE,  AND  REQUIRED  TO  IDENTIFY  A  MAXIMUM 
PERCENTAGE  OF  ITS  ASSETS  OR  THE  ASSETS  IN  ITS  GENERAL  ACCOUNT,  AS 
APPLICABLE,  THAT  MAY  BE  OR  BECOME  PLAN  ASSETS,  IN  WHICH  CASE  IT  WILL 
BE  REQUIRED  TO  MAKE  CERTAIN  FURTHER  AGREEMENTS  THAT  WOULD  APPLY 
IN  THE  EVENT  THAT  SUCH  MAXIMUM  PERCENTAGE  WOULD  THEREAFTER  BE 
EXCEEDED.  THE  PURCHASER  AGREES  THAT,  BEFORE  ANY  INTEREST  IN  AN 
INCOME  NOTE  MAY  BE  OFFERED,  SOLD,  PLEDGED  OR  OTHERWISE 
TRANSFERRED,  THE  TRANSFEREE  WILL  BE  REQUIRED  TO  PROVIDE  THE  FISCAL 
AGENT  WITH  AN  INCOME  NOTES  PURCHASE  AND  TRANSFER  LETTER 
(SUBSTANTIALLY  IN  THE  FORM  ATTACHED  TO  THE  FISCAL  AGENCY 
AGREEMENT)  STATING,  AMONG  OTHER  THINGS,  WHETHER  THE  TRANSFEREE  IS 
A  BENEFIT  PLAN  INVESTOR.  NO  PURCHASE  OR  TRANSFER  OF  INCOME  NOTES 
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WILL  BE  PERMITTED  OR  REGISTERED  TO  THE  EXTENT  THAT  THE  PURCHASE  OR 
TRANSFER  WOULD  RESULT  IN  BENEFIT  PLAN  INVESTORS  OWNING  25%  OR 
MORE  OF  THE  OUTSTANDING  INCOME  NOTES  (OTHER  THAN  THE  INCOME 
NOTES  OWNED  BY  THE  COLLATERAL  MANAGER,  THE  TRUSTEE  AND  THEIR 
AFFILIATES)  IMMEDIATELY  AFTER  SUCH  PURCHASE  OR  TRANSFER 
(DETERMINED  IN  ACCORDANCE  WITH  SECTION  3(42)  OF  ERISA,  29  C.F.R. 
SECTION  2510.3-101  AND  THE  FISCAL  AGENCY  AGREEMENT). 

PAYMENTS  TO  THE  HOLDERS  OF  THE  INCOME  NOTES  ARE  SUBORDINATE  TO 
THE  PAYMENT  ON  EACH  PAYMENT  DATE  OF  PRINCIPAL  OF  AND  INTEREST  ON 
THE  NOTES  OF  THE  ISSUERS  AND  THE  PAYMENT  OF  CERTAIN  OTHER 
AMOUNTS,  TO  THE  EXTENT  AND  AS  DESCRIBED  IN  THE  INDENTURE. 

TRANSFERS  OF  THIS  NOTE  SHALL  BE  LIMITED  TO  TRANSFERS  MADE  IN 
ACCORDANCE  WITH  THE  RESTRICTIONS  SET  FORTH  IN  THE  FISCAL  AGENCY 
AGREEMENT. 

(g)  The  certificates  in  respect  of  the  Regulation  S  Income  Notes  will  bear  a  legend  to  the  following 
effect  unless  the  Issuer  determines  otherwise  in  compliance  with  the  Fiscal  Agency  Agreement 
and  applicable  law: 

THE  INCOME  NOTES  ARE  CONSTITUTED  BY  THE  DEED  OF  COVENANT 
EXECUTED  BY  THE  ISSUER  ON  OR  ABOUT  MARCH  27,  2007  AND  ARE  SUBJECT 
TO  THE  TERMS  AND  CONDITIONS  THEREOF  AND  CERTAIN  CONDITIONS  OF  THE 
FISCAL  AGENCY  AGREEMENT,  DATED  ON  OR  ABOUT  MARCH  27,  2007  (THE 
"FISCAL  AGENCY  AGREEMENT1)  BY  AND  AMONG  THE  ISSUER  AND  THE  BANK  OF 
NEW  YORK,  LONDON  BRANCH,  AS  FISCAL  AGENT  AND  INCOME  NOTE  TRANSFER 
AGENT.  COPIES  OF  THE  DEED  OF  COVENANT,  THE  TERMS  AND  CONDITIONS  OF 
THE  INCOME  NOTES  AND  THE  FISCAL  AGENCY  AGREEMENT  MAY  BE  OBTAINED 
FROM  THE  FISCAL  AGENT. 

THE  INCOME  NOTES  HAVE  NOT  BEEN  AND  WILL  NOT  BE  REGISTERED  UNDER 
THE  UNITED  STATES  SECURITIES  ACT  OF  1933,  AS  AMENDED  (THE  "SECURITIES 
ACT'),  AND  THE  ISSUER  HAS  NOT  BEEN  REGISTERED  UNDER  THE  UNITED 
STATES  INVESTMENT  COMPANY  ACT  OF  1940,  AS  AMENDED  (THE  "INVESTMENT 
COMPANY  ACT").  THE  HOLDER  HEREOF,  BY  PURCHASING  THE  INCOME  NOTES 
REPRESENTED  HEREBY,  AGREES  FOR  THE  BENEFIT  OF  THE  ISSUER  THAT 
SUCH  INCOME  NOTES  MAY  BE  OFFERED,  SOLD,  PLEDGED  OR  OTHERWISE 
TRANSFERRED,  ONLY  (A)(1)  TO  A  PERSON  WHOM  THE  SELLER  REASONABLY 
BELIEVES  IS  A  QUALIFIED  INSTITUTIONAL  BUYER  AS  DEFINED  IN  RULE  144A 
UNDER  THE  SECURITIES  ACT  AND  IS  PURCHASING  FOR  ITS  OWN  ACCOUNT  OR 
FOR  THE  ACCOUNT  OF  A  QUALIFIED  INSTITUTIONAL  BUYER,  IN  A  TRANSACTION 
MEETING  THE  REQUIREMENTS  OF  RULE  144A  UNDER  THE  SECURITIES  ACT,  (2) 
TO  AN  ACCREDITED  INVESTOR  (AS  DEFINED  IN  RULE  501(a)  UNDER  THE 
SECURITIES  ACT)  WHO  HAS  A  NET  WORTH  OF  NOT  LESS  THAN  U.S.$10  MILLION) 
IN  A  TRANSACTION  EXEMPT  FROM  REGISTRATION  UNDER  THE  SECURITIES 
ACT,  OR  (3)  TO  A  NON-U.S.  PERSON  IN  AN  OFFSHORE  TRANSACTION 
COMPLYING  WITH  RULE  903  OR  RULE  904  OF  REGULATION  S  UNDER  THE 
SECURITIES  ACT,  AND  IN  EACH  CASE  IN  A  MINIMUM  DENOMINATION  OF 
U.S.$1 00,000.  FURTHERMORE  THE  PURCHASER  AND  EACH  ACCOUNT  FOR 
WHICH  IT  IS  ACTING  AS  A  PURCHASER,  OTHER  THAN  IN  THE  CASE  OF  CLAUSE 
(A)(3)  ABOVE,  REPRESENTS  FOR  THE  BENEFIT  OF  THE  ISSUER  THAT  IT  (V)  IS  A 
QUALIFIED  PURCHASER  FOR  THE  PURPOSES  OF  SECTION  3(c)(7)  OF  THE 
INVESTMENT  COMPANY  ACT,  (W)  WAS  NOT  FORMED  FOR  THE  PURPOSE  OF 
INVESTING  IN  THE  ISSUER  (EXCEPT  WHEN  EACH  BENEFICIAL  OWNER  OF  THE 
PURCHASER  IS  A  QUALIFIED  PURCHASER),  (X)  HAS  RECEIVED  THE  NECESSARY 
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CONSENT  FROM  ITS  BENEFICIAL  OWNERS  WHEN  THE  PURCHASER  IS  A 
PRIVATE  INVESTMENT  COMPANY  FORMED  BEFORE  APRIL  30,  1996.  (Y)  IS  NOT  A 
BROKER-DEALER  THAT  OWNS  AND  INVESTS  ON  A  DISCRETIONARY  BASIS  LESS 
THAN  U.S.$25,000,000  IN  SECURITIES  OF  UNAFFILIATED  ISSUERS  AND  (Z)  IS  NOT 
A  PENSION,  PROFIT  SHARING  OR  OTHER  RETIREMENT  TRUST  FUND  OR  PLAN  IN 
WHICH  THE  PARTNERS,  BENEFICIARIES  OR  PARTICIPANTS,  AS  APPLICABLE, 
MAY  DESIGNATE  THE  PARTICULAR  INVESTMENTS  TO  BE  MADE,  AND  IN  A 
TRANSACTION  THAT  MAY  BE  EFFECTED  WITHOUT  LOSS  OF  ANY  APPLICABLE 
INVESTMENT  COMPANY  ACT  EXEMPTION  AND  (B)  IN  ACCORDANCE  WITH  ALL 
APPLICABLE  SECURITIES  LAWS  OF  THE  STATES  OF  THE  UNITED  STATES.  ANY 
PURPORTED  TRANSFER  IN  VIOLATION  OF  THE  FOREGOING  WILL  NOT  BE 
PERMITTED  OR  REGISTERED  BY  THE  FISCAL  AGENT  OR  THE  INCOME  NOTE 
REGISTRAR.  EACH  TRANSFEROR  OF  THE  INCOME  NOTES  WILL  PROVIDE 
NOTICE  OF  THE  TRANSFER  RESTRICTIONS  SET  FORTH  HEREIN  AND  IN  THE 
FISCAL  AGENCY  AGREEMENT  TO  ITS  TRANSFEREE. 

THE  TRANSFEREE  OF  THIS  SECURITY  WILL  BE  DEEMED  TO  HAVE 
REPRESENTED  THAT  THE  TRANSFEREE  IS  NOT  A  U.S.  PERSON. 

THE  PURCHASER  OR  TRANSFEREE  OF  THIS  INCOME  NOTE  IS  DEEMED  TO 
REPRESENT  (i)  THAT  IT  IS  NOT  (A)  AN  "EMPLOYEE  BENEFIT  PLAN"  (AS  DEFINED 
IN  SECTION  3(3)  OF  ERISA)  THAT  IS  SUBJECT  TO  THE  PROVISIONS  OF  TITLE  I  OF 
ERISA,  (B)  A  "PLAN"  DESCRIBED  IN  AND  SUBJECT  TO  SECTION  4975  OF  THE 
CODE,  OR  (C)  AN  ENTITY  WHOSE  ASSETS  INCLUDE  "PLAN  ASSETS"  WITHIN  THE 
MEANING  OF  ERISA  BY  REASON  OF  ANY  SUCH  PLAN'S  INVESTMENT  IN  THE 
ENTITY  (ALL  SUCH  PERSONS  AND  ENTITIES  DESCRIBED  IN  CLAUSES  (A) 
THROUGH  (C)  BEING  REFERRED  TO  HEREIN  AS  "BENEFIT  PLAN  INVESTORS"); 
AND  (ii)  THAT  IT  IS  NOT  THE  COLLATERAL  MANAGER  OR  ANY  OTHER  PERSON 
(OTHER  THAN  A  BENEFIT  PLAN  INVESTOR)  WHO  HAS  DISCRETIONARY 
AUTHORITY  OR  CONTROL  WITH  RESPECT  TO  THE  ASSETS  OF  THE  ISSUER  OR  A 
PERSON  WHO  PROVIDES  INVESTMENT  ADVICE  FOR  A  FEE  (DIRECT  OR 
INDIRECT)  WITH  RESPECT  TO  THE  ASSETS  OF  THE  ISSUER,  OR  ANY  "AFFILIATE" 
(WITHIN  THE  MEANING  OF  29  C.F.R.  SECTION  2510.3-101(f)(3))  OF  ANY  SUCH 
PERSON.  NO  PURCHASE  OR  TRANSFER  OF  INCOME  NOTES  WILL  BE 
PERMITTED  OR  REGISTERED  TO  THE  EXTENT  THAT  THE  PURCHASE  OR 
TRANSFER  WOULD  RESULT  IN  BENEFIT  PLAN  INVESTORS  OWNING  25%  OR 
MORE  OF  THE  OUTSTANDING  INCOME  NOTES  (OTHER  THAN  THE  INCOME 
NOTES  OWNED  BY  THE  COLLATERAL  MANAGER,  THE  TRUSTEE  AND  THEIR 
AFFILIATES)  IMMEDIATELY  AFTER  SUCH  PURCHASE  OR  TRANSFER 
(DETERMINED  IN  ACCORDANCE  WITH  SECTION  3(42)  OF  ERISA,  29  C.F.R. 
SECTION  2510.3-101  AND  THE  FISCAL  AGENCY  AGREEMENT). 

ANY  TRANSFER,  PLEDGE  OR  OTHER  USE  OF  THIS  INCOME  NOTE  FOR  VALUE  OR 
OTHERWISE  BY  OR  TO  ANY  PERSON  IS  WRONGFUL  SINCE  THE  REGISTERED 
OWNER  HEREOF,  CEDE  &  CO.,  HAS  AN  INTEREST  HEREIN,  UNLESS  THIS  INCOME 
NOTE  IS  PRESENTED  BY  AN  AUTHORIZED  REPRESENTATIVE  OF  THE 
DEPOSITORY  TRUST  COMPANY  ("DTC"),  NEW  YORK,  NEW  YORK,  TO  THE 
ISSUERS  OR  THEIR  AGENT  FOR  REGISTRATION  OF  TRANSFER,  EXCHANGE  OR 
PAYMENT  AND  ANY  INCOME  NOTE  ISSUED  IS  REGISTERED  IN  THE  NAME  OF 
CEDE  &  CO.  OR  SUCH  OTHER  ENTITY  AS  IS  REQUESTED  BY  AN  AUTHORIZED 
REPRESENTATIVE  OF  DTC  (AND  ANY  PAYMENT  HEREON  IS  MADE  TO  CEDE  & 
CO.). 

TRANSFERS  OF  THIS  INCOME  NOTE  SHALL  BE  LIMITED  TO  TRANSFERS  IN 
WHOLE,  BUT  NOT  IN  PART,  TO  NOMINEES  OF  DTC  OR  TO  A  SUCCESSOR 
THEREOF  OR  SUCH  SUCCESSOR'S  NOMINEE  AND  TRANSFERS  OF  PORTIONS 
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OF  THIS  INCOME  NOTE  SHALL  BE  LIMITED  TO  TRANSFERS  MADE  IN 
ACCORDANCE  WITH  THE  RESTRICTIONS  SET  FORTH  IN  THE  FISCAL  AGENCY 
AGREEMENT. 

PAYMENTS  TO  THE  HOLDERS  OF  THE  INCOME  NOTES  ARE  SUBORDINATE  TO 
THE  PAYMENT  ON  EACH  PAYMENT  DATE  OF  PRINCIPAL  OF  AND  INTEREST  ON 
THE  NOTES  OF  THE  ISSUERS  AND  THE  PAYMENT  OF  CERTAIN  OTHER 
AMOUNTS,  TO  THE  EXTENT  AND  AS  DESCRIBED  IN  THE  INDENTURE. 

(h)  With  respect  to  Income  Notes  (other  than  Regulation  S  Income  Notes)  transferred  or  purchased 
on  or  after  the  Closing  Date,  the  Purchaser  understands  and  agrees  that  the  representations  and 
agreements  made  in  this  paragraph  (h)  will  be  deemed  made  on  each  day  from  the  date  hereof 
through  and  including  the  date  on  which  the  Purchaser  disposes  of  the  Income  Notes  (other  than 
the  Regulation  S  Income  Notes). 

(x)  The  Purchaser  is is  not [check  one]  (i)  an  "employee  benefit  plan"  (as  defined  in  Section 

3(3)  of  the  United  States  Employee  Retirement  Income  Security  Act  of  1974,  as  amended 
("ERISA")),  that  is  subject  to  the  provisions  of  Title  I  of  ERISA,  (ii)  a  "plan"  described  in  and 
subject  to  Section  4975  of  the  United  States  Internal  Revenue  Code  of  1 986,  as  amended  (the 
"Code"),  or  (iii)  an  entity  whose  underlying  assets  include  assets  of  any  such  plan  (for  purposes 
of  ERISA  or  Section  4975  of  the  Code)  by  reason  of  any  such  plan's  investment  in  the  entity 
(such  persons  and  entities  described  in  clauses  (i)  through  (iii)  being  referred  to  herein  as 
"Benefit  Plan  Investors");  and  (y)  if  the  Purchaser  is  a  Benefit  Plan  Investor,  the  Purchaser's 
purchase  and  holding  of  an  Income  Note  do  not  and  will  not  constitute  or  result  in  a  prohibited 
transaction  under  Section  406  of  ERISA  or  Section  4975  of  the  Code  for  which  an  exemption  is 
not  available. 

The  Purchaser  is is  not [check  one]  the  Issuer  or  any  other  person  (other  than  a 

Benefit  Plan  Investor)  that  has  discretionary  authority  or  control  with  respect  to  the  assets  of  the 
Issuer,  a  person  who  provides  investment  advice  for  a  fee  (direct  or  indirect)  with  respect  to  the 
assets  of  the  Issuer,  or  any  "affiliate"  (within  the  meaning  of  29  C.F.R.  Section  2510.3-101  (f)(3)) 
of  any  such  person  (any  such  person  described  in  this  paragraph  being  referred  to  as  a 
"Controlling  Person"). 

If  the  Purchaser  is  A  Benefit  Plan  Investor  described  in  (iii)  above,  or  an  insurance  company 

acting  on  behalf  of  its  general  account [check  if  true],  then  (i)  not  more  than % 

[complete  by  entering  a  percentage],  (the  "Maximum  Percentage")  of  its  assets  or  the  assets  of 
such  general  account,  as  applicable,  constitutes  assets  of  Benefit  Plan  Investors  for  purposes  of 
Section  3(42)  and  the  "plan  assets"  regulations  under  ERISA,  and  (ii)  without  limiting  the 
remedies  that  may  otherwise  be  available,  the  Purchaser  agrees  that  it  shall  (x)  immediately 
notify  the  Issuer  if  the  Maximum  Percentage  is  exceeded,  and  (y)  dispose  of  all  or  a  portion  of  its 
Income  Notes  as  may  be  instructed  by  the  Issuer  (including,  in  the  discretion  of  the  Issuer,  a 
disposition  back  to  the  Issuer  or  an  affiliate  thereof  (or  other  person  designated  by  the  Issuer)  for 
the  then  value  of  the  Income  Notes  as  reasonably  determined  by  the  Issuer,  in  any  case  in  which 
the  Purchaser  cannot  otherwise  make  a  disposition  it  has  been  instructed  by  the  Issuer  to  make). 

(i)  The  Purchaser  understands  and  acknowledges  that  neither  the  Fiscal  Agent  nor  the  Income  Note 

Registrar  will  register  any  purchase  or  transfer  of  Income  Notes  either  to  a  proposed  initial 
purchaser  or  to  a  proposed  subsequent  transferee  of  Income  Notes  that  has,  in  either  case, 
represented  that  it  is  a  Benefit  Plan  Investor  or  a  Controlling  Person  if,  after  giving  effect  to  such 
proposed  transfer,  persons  that  have  represented  that  they  are  Benefit  Plan  Investors  would  own 
25%  or  more  of  the  outstanding  Income  Notes.  For  purposes  of  this  determination,  Income  Notes 
held  by  the  Collateral  Manager,  the  Trustee,  any  of  their  respective  affiliates  and  persons  that 
have  represented  that  they  are  Controlling  Persons  will  be  disregarded  and  will  not  be  treated  as 
outstanding.  The  Purchaser  understands  and  agrees  that  any  purported  purchase  or  transferof 
the  Purchaser's  Income  Notes  to  a  Purchaser  that  does  not  comply  with  the  requirements  of  this 
clause  (h)  will  not  be  permitted  or  registered  by  the  Fiscal  Agent  or  the  Income  Note  Registrar. 
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(j)  The  Purchaser  is  not  purchasing  the  Purchaser's  Income  Notes  with  a  view  toward  the  resale, 
distribution  or  other  disposition  thereof  in  violation  of  the  Securities  Act.  The  Purchaser 
understands  that  an  investment  in  the  Purchaser's  Income  Notes  involves  certain  risks,  including 
the  risk  of  loss  of  its  entire  investment  in  the  Purchaser's  Income  Notes  under  certain 
circumstances.  The  Purchaser  has  had  access  to  such  financial  and  other  information 
concerning  the  Issuers  and  the  Purchaser's  Income  Notes  as  it  deemed  necessary  or  appropriate 
in  order  to  make  an  informed  investment  decision  with  respect  to  its  purchase  of  the  Purchaser's 
Income  Notes,  including  an  opportunity  to  ask  questions  of,  and  request  information  from,  the 
Issuer. 

(k)  If  the  purchaser  or  beneficial  owner  is  a  Non-U.S.  Holder,  such  purchaser  or  beneficial  owner 
represents  that  (x)  either  (i)  its  purchase  of  the  Income  Note  is  not,  directly  or  indirectly,  an 
extension  of  credit  made  by  a  bank  pursuant  to  a  ban  agreement  entered  into  in  the  ordinary 
course  of  its  trade  or  business,  (ii)  it  is  a  person  that  is  eligible  for  benefits  under  an  income  tax 
treaty  with  the  United  States  that  eliminates  United  States  federal  income  taxation  of  United 
States  source  interest  not  attributable  to  a  permanent  establishment  in  the  United  States  or  (iii)  all 
income  from  the  Income  Note  is  effectively  connected  with  a  trade  or  business  within  the  United 
States  (as  such  terms  are  used  in  Section  882(a)(1)  of  the  Code)  conducted  by  such  Holder  and 
(y)  it  is  not  purchasing  the  Income  Note  in  order  to  reduce  its  United  States  federal  income  tax 
liability  or  pursuant  to  a  tax  avoidance  plan. 

(I)  The  Purchaser  agrees  to  treat  the  Purchaser's  Income  Notes  as  equity  in  the  Issuer  for  United 
States  federal,  state  and  local  income  tax  purposes. 

(m)  The  Purchaser  acknowledges  that  due  to  money  laundering  requirements  operating  in  the 
Cayman  Islands,  the  Issuer  and  the  Fiscal  Agent  may  require  further  identification  of  the 
Purchaser  before  the  purchase  application  can  proceed.  The  Issuer  and  the  Fiscal  Agent  shall 
be  held  harmless  and  indemnified  by  the  Purchaser  against  any  loss  arising  from  the  failure  to 
process  the  application  if  such  information  as  has  been  required  from  the  Purchaser  has  not  been 
provided  by  the  Purchaser. 

(n)  The  Purchaser  agrees  to  complete  any  other  instrument  of  transfer  as  required  under  Cayman 
Islands  law. 

(o)        The  Purchaser  is  not  a  member  of  the  public  in  the  Cayman  Islands. 

(p)  The  purchaser  agrees  not  to  treat  the  Issuer  as  being  engaged  in  the  active  conduct  of  a  banking, 
financing,  insurance,  or  other  similar  business  for  purposes  of  Section  954(h)(2)  of  the  Code. 

(q)  The  purchaser  agrees  to  timely  furnish  the  Issuer  or  its  agents  any  U.S.  federal  income  tax  form 
or  certification  (such  as  IRS  Form  W-8BEN  (Certification  of  Foreign  Status),  Form  W-8IMY 
(Certification  of  Foreign  Intermediary  Status),  Form  W-9  (Request  for  Taxpayer  Identification 
Number  and  Certification)  or  Form  W-8ECI  (Certification  of  Foreign  Person's  Claim  for  Exemption 
from  Withholding  on  Income  Effectively  Connected  with  Conduct  of  a  U.S.  Trade  or  Business)  or 
any  successors  to  such  IRS  forms)  that  the  Issuer  or  its  agents  may  reasonably  request  and  to 
update  or  replace  such  form  or  certification  in  accordance  with  its  terms  or  its  subsequent 
amendments. 

(r)  The  purchaser  agrees  to  timely  furnish  the  Issuer,  upon  request,  with  such  information  as  may 
reasonably  be  requested  by  the  Issuer  (including  but  not  limited  to  information  relating  to  the 
beneficial  owner  of  the  Note)  in  connection  with  the  Issuer's  fulfillment  of  its  tax  reporting, 
notification,  withholding  and  similar  obligations  arising  under  the  Code  (as  amended  from  time  to 
time)  or  the  Transaction  Documents. 

(s)  The  purchaser  agrees  to  treat  the  Issuer  as  a  non-U. S.  corporation  for  purposes  of  U.S.  federal 
income,  state  and  local  income  and  franchise  tax  and  any  other  income  taxes. 
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We  acknowledge  that  you  and  other  persons  will  rely  upon  our  confirmation,  acknowledgments, 
representations,  warranties,  covenants  and  agreements  set  forth  herein,  and  we  hereby  irrevocably 
authorize  you  and  such  other  persons  to  produce  this  letter  or  a  copy  hereof  to  any  interested  party  in  any 
administrative  or  legal  proceeding  or  official  inquiry  with  respect  to  the  matters  covered  hereby. 
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THIS  LETTER  SHALL  BE  GOVERNED  BY,  AND  CONSTRUED  IN  ACCORDANCE  WITH,  THE 
LAWS  OF  THE  STATE  OF  NEW  YORK. 

Very  truly  yours, 

[  1 

By: 

Name: 

Title: 


Receipt  acknowledged  as  of  date  set  forth  above, 


(Signature  and  Addresses) 
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ANNEX  A-2 


FORM  OF  CLASS  D  NOTES  PURCHASE  AND  TRANSFER  LETTER 

The  Bank  of  New  York 

101  Barclay  Street,  8th  Floor  East 

New  York,  New  York  1 0286 

Attention:  CDO  Transaction  Management  Group  -  Timberwolf  I,  Ltd. 

Re:       Timberwolf  I,  Ltd. 
Class  D  Notes 

Dear  Sirs: 

Reference  is  hereby  made  to  the  Class  D  Notes  (the  "Class  D  Notes")  issued  by  Timberwolf  I, 
Ltd.  (the  "Issuer"),  described  in  the  Issuer's  Offering  Circular  dated  March  23,  2007  ("Offering  Circular")  to 

be  purchased  and  held  by  us.  We  (the  "Purchaser")  are  purchasing  U.S.$[ ]  Class  D  Notes  (the 

"Purchaser's  Class  D  Notes").   Terrhs  defined  or  referenced  in  the  Offering  Circular  and  not  otherwise 
defined  or  referenced  herein  shall  have  the  meanings  set  forth  in  the  Offering  Circular. 

The  Purchaser  hereby  represents,  warrants  and  covenants  for  the  benefit  of  the  Issuer  that 

(a)  (0  The  Purchaser  is  (check  one)  (x) a  qualified  institutional  buyer  (as  defined  in  Rule  144A 

under  the  Securities  Act  of  1933,  as  amended  (the  "Securities  Act"))  (a  "Qualified  Institutional 

Buyer")  or  (y) a  non-U.S.  Person  (as  defined  in  Regulation  S  under  the  Securities  Act)  that  is 

acquiring  the  Purchaser's  Class  D  Notes  in  an  offshore  transaction  complying  with  Rule  903  or 
Rule  904  of  Regulation  S  of  the  Securities  Act;  (if)  The  Purchaser,  in  the  case  of  clause  (x)  above, 
is  a  "qualified  purchaser"  for  the  purposes  of  Section  3(c)(7)  of  the  Investment  Company  Act  of 
1940,  as  amended  (the  "Investment  Company  Act")  (a  "Qualified  Purchaser");  (iii)  The  Purchaser 
is  aware  that  the  sale  of  the  Purchaser's  Class  D  Notes  to  the  Purchaser  is  being  made  in 
reliance  on  an  exemption  from  registration  under  the  Securities  Act;  (iv)  The  Purchaser  is 
acquiring  not  less  than  U.S.$250,000  of  Purchased  Notes;  (v)  With  respect  to  any  transferee,  the 
Purchaser  also  understands  that,  in  conjunction  with  any  transfer  of  the  Purchaser's  ownership  of 
any  Purchaser's  Class  D  Notes  purchased  hereunder,  it  will  not  transfer  or  cause  the  transfer  of 
such  Purchaser's  Class  D  Notes  without  obtaining  from  the  transferee  a  certificate  substantially  in 
the  form  of  this  Class  D  Notes  Purchase  and  Transfer  Letter;  (vi)  The  Purchaser  will  provide 
notice  of  the  transfer  restrictions  described  to  any  subsequent  transferees. 

(b)  The  Purchaser  is  purchasing  the  Purchaser's  Class  D  Notes  in  an  amount  equal  to  or  exceeding 
the  minimum  permitted  amount  thereof  for  its  own  account  (or,  if  the  Purchaser  is  a  Qualified 
Institutional  Buyer,  for  the  account  of  another  Qualified  Institutional  Buyer  with  respect  to  which 
the  Purchaser  exercises  sole  investment  discretion)  for  investment  purposes  only  and  not  for  sale 
in  connection  with  any  distribution  thereof,  but  nevertheless  subject  to  the  understanding  that  the 
disposition  of  its  property  shall  at  all  times  be  and  remain  within  its  control  (subject  to  the 
restrictions  set  forth  in  the  Offering  Circular  and  the  Indenture). 

(c)  The  Purchaser  understands  that  the  Purchaser's  Class  D  Notes  have  not  been  and  will  not  be 
registered  or  qualified  under  the  Securities  Act  or  any  applicable  state  securities  laws  or  the 
securities  laws  of  any  other  jurisdiction  and  are  being  offered  only  in  a  transaction  not  involving 
any  public  offering  within  the  meaning  of  the  Securities  Act,  are  being  offered  only  in  a  transaction 
not  involving  any  public  offering,  and  may  be  reoffered,  resold  or  pledged  or  otherwise  transferred 
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only  in  accordance  with  the  restrictions  on  transfer  set  forth  herein  and  in  the  Indenture.  The 
Purchaser  understands  and  agrees  that  any  purported  transfer  of  Class  D  Notes  to  a  purchaser 
that  does  not  comply  with  the  requirements  herein  will  not  be  permitted  or  registered  by  the  Note 
Transfer  Agent.  The  Purchaser  further  understands  that  the  Issuer  has  the  right  to  compel  any 
beneficial  owner  of  Class  D  Notes  that  is  a  U.S.  Person  and  is  not  (a)  either  a  Qualified 
Institutional  Buyer  and  (b)  a  Qualified  Purchaser,  to  sell  its  interest  in  such  Class  D  Notes,  or  the 
Issuer  may  sell  such  Class  D  Notes  on  behalf  of  such  owner. 

(d)  If  the  Purchaser  or  any  account  for  which  the  Purchaser  is  purchasing  the  Purchaser's  Class  D 
Notes  is  a  U.S.  Person  (as  defined  in  Regulation  S  under  the  Securities  Act)  the  following 
representations  shall  be  true  and  correct:  The  Purchaser  (or  if  the  Purchaser  is  acquiring  the 
Purchaser's  Class  D  Notes  for  any  account,  each  such  account)  is  acquiring  the  Purchaser's 
Class  D  Notes  as  principal  for  its  own  account  for  investment  and  not  for  sale  in  connection  with 
any  distribution  thereof.  The  Purchaser  and  each  such  account:  (a)  was  not  formed  for  the 
specific  purpose  of  investing  in  the  Class  D  Notes  (except  when  each  beneficial  owner  of  the 
Purchaser  and  each  such  account  is  a  Qualified  Purchaser),  (b)  to  the  extent  the  Purchaser  is  a 
private  investment  company  formed  before  April  30,  1996,  the  Purchaser  has  received  the 
necessary  consent  from  its  beneficial  owners,  (c)  is  not  a  pension,  profit  sharing  or  other 
retirement  trust  fund  or  plan  in  which  the  partners,  beneficiaries  or  participants,  as  applicable, 
may  designate  the  particular  investments  to  be  made;  and  (d)  is  not  a  broker-dealer  that  owns 
and  invests  on  a  discretionary  basis  less  than  U.S.$25,000,000  in  securities  of  unaffiliated 
issuers.  Further,  the  Purchaser  agrees:  (i)  that  neither  it  nor  such  account  shall  hold  the 
Purchaser's  Class  D  Notes  for  the  benefit  of  any  other  person  and  such  purchaser  of  such 
account  shall  be  the  sole  beneficial  owner  thereof  for  all  purposes;  and  (ii)  that  neither  it  nor  such 
account  shall  sell  participation  interests  in  the  Purchaser's  Class  D  Notes  or  enter  into  any  other 
arrangement  pursuant  to  which  any  other  person  shall  be  entitled  to  a  beneficial  interest  in  the 
distributions  on  the  Purchaser's  Class  D  Notes.  The  Purchaser  understands  and  agrees  that  any 
purported  transfer  of  the  Purchaser's  Class  D  Notes  to  a  Purchaser  that  does  not  comply  with  the 
requirements  of  this  clause  (d)  will  not  be  permitted  or  registered  by  the  Note  Transfer  Agent 

(e)  In  connection  with  the  purchase  of  the  Purchaser's  Class  D  Notes:  (i)  none  of  the  Issuers,  the 
Initial  Purchaser,  the  Collateral  Manager  or  the  Administrator  is  acting  as  a  fiduciary  or  financial 
or  investment  adviser  for  the  Purchaser;  (ii)  the  Purchaser  is  not  relying  (for  purposes  of  making 
any  investment  decision  or  otherwise)  upon  any  advice,  counsel  or  representations  (whether 
written  or  oral)  of.  the  Issuers,  the  Initial  Purchaser,  the  Collateral  Manager  or  the  Administrator 
other  than  in  the  Offering  Circular  and  any  representations  expressly  set  forth  in  a  written 
agreement  with  such  party;  (iii)  none  of  the  Issuers,  the  Initial  Purchaser,  the  Cashflow  Swap 
Counterparty,  the  Collateral  Manager  or  the  Administrator  has  given  to  the  Purchaser  (directly  or 
indirectly  through  any  other  person)  any  assurance,  guarantee,  or  representation  whatsoever  as 
to  the  expected  or  projected  success,  profitability,  return,  performance,  result,  effect, 
consequence  or  benefit  (including  legal,  regulatory,  tax,  financial,  accounting  or  otherwise)  as  to 
an  investment  in  the  Purchaser's  Class  D  Notes;  (iv)  the  Purchaser  has  consulted  with  its  own 
legal,  regulatory,  tax,  business,  investment,  financial  and  accounting  advisers  to  the  extent  it  has 
deemed  necessary,  and  it  has  made  its  own  investment  decisions  (including  decisions  regarding 
the  suitability  of  any  transaction  pursuant  to  the  Indenture)  based  upon  its  own  judgment  and 
upon  any  advice  from  such  advisers  as  it  has  deemed  necessary  and  not  upon  any  view 
expressed  by  the  Issuers,  the  Initial  Purchaser,  the  Cashflow  Swap  Counterparty,  the  Collateral 
Manager  or  the  Administrator;  (v)  the  Purchaser  has  evaluated  the  rates,  prices  or  amounts  and 
other  terms  and  conditions  of  the  purchase  and  sale  of  the  Purchaser's  Class  D  Notes  with  a  full 
understanding  of  all  of  the  risks  thereof  (economic  and  otherwise),  and  it  is  capable  of  assuming 
and  willing  to  assume  (financially  and  otherwise)  those  risks;  and  (vi)  the  Purchaser  is  a 
sophisticated  investor. 

(f)  The  certificates  in  respect  of  the  Class  D  Notes  (other  than  the  Regulation  S  Class  D  Notes)  will 
bear  a  legend  to  the  following  effect  unless  the  Issuer  determines  otherwise  in  compliance  with 
the  Indenture  and  applicable  law: 
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THIS  NOTE  HAS  NOT  BEEN  AND  WILL  NOT  BE  REGISTERED  UNDER  THE 
UNITED  STATES  SECURITIES  ACT  OF  1933,  AS  AMENDED  (THE 
"SECURITIES  ACT"),  AND  THE  ISSUERS  HAVE  NOT  BEEN  REGISTERED 
UNDER  THE  UNITED  STATES  INVESTMENT  COMPANY  ACT  OF  1940,  AS 
AMENDED  (THE  "INVESTMENT  COMPANY  ACT").  THE  HOLDER  HEREOF, 
BY  PURCHASING  THE  NOTES  IN  RESPECT  OF  WHICH  THIS  NOTE  HAS 
BEEN  ISSUED,  AGREES  FOR  THE  BENEFIT  OF  THE  ISSUER  THAT  THE 
NOTES  MAY  BE  OFFERED,  SOLD,  PLEDGED  OR  OTHERWISE 
TRANSFERRED,  ONLY  (A)(1)  TO  A  PERSON  WHOM  THE  SELLER 
REASONABLY  BELIEVES  JS  A  QUALIFIED  INSTITUTIONAL  BUYER  AS 
DEFINED  IN  RULE  144A  UNDER  THE  SECURITIES  ACT  THAT  IS  NOT  A 
BROKER  DEALER  WHICH  OWNS  AND  INVESTS  ON  A  DISCRETIONARY 
BASIS  LESS  THAN  U.S.$25  MILLION  IN  SECURITIES  OF  ISSUERS  THAT 
ARE  NOT  AFFILIATED  PERSONS  OF  THE  INITIAL  PURCHASER  AND  IS  NOT 
A  PLAN  REFERRED  TO  IN  PARAGRAPH  (a)(1)(i)(D)  OR  (a)(1)(i)(E)  OF  RULE 
144A  OR  A  TRUST  FUND  REFERRED  TO  IN  PARAGRAPH  (a)(1)(i)(F)  OF 
RULE  144A  THAT  HOLDS  THE  ASSETS  OF  SUCH  A  PLAN,  IF  INVESTMENT 
DECISIONS  WITH  RESPECT  TO  THE  PLAN  ARE  MADE  BY  THE 
BENEFICIARIES  OF  THE  PLAN,  PURCHASING  FOR  ITS  OWN  ACCOUNT  OR 
FOR  THE  ACCOUNT  OF  A  QUALIFIED  INSTITUTIONAL  BUYER,  IN  A 
TRANSACTION  MEETING  THE  REQUIREMENTS  OF  RULE  144A  UNDER  THE 
SECURITIES  ACT  OR  (2)  TO  A  NON  U.S.  PERSON  IN  AN  OFFSHORE 
TRANSACTION  COMPLYING  WITH  RULE  903  OR  RULE  904  OF 
REGULATION  S  UNDER  THE  SECURITIES  ACT  AND,  IN  THE  CASE  OF 
CLAUSE  (1),  IN  A  PRINCIPAL  AMOUNT  OF  NOT  LESS  THAN  U.S.$250,000 
OR  IN  THE  CASE  OF  CLAUSE  (2),  IN  A  PRINCIPAL  AMOUNT  OF  NOT  LESS 
THAN  U.S.$100,000,  FOR  THE  PURCHASER  AND  FOR  EACH  ACCOUNT 
FOR  WHICH  IT  IS  ACTING,  TO  A  PURCHASER  THAT,  OTHER  THAN  IN  THE 
CASE  OF  CLAUSE  (2),  (V)  IS  A  QUALIFIED  PURCHASER  FOR  PURPOSES 
OF  SECTION  3(c)(7)  OF  THE  INVESTMENT  COMPANY  ACT,  (W)  WAS  NOT 
FORMED  FOR  THE  PURPOSE  OF  INVESTING  IN  THE  ISSUER  (EXCEPT 
WHEN  EACH  BENEFICIAL  OWNER  OF  THE  PURCHASER  IS  A  QUALIFIED 
PURCHASER),  (X)  HAS  RECEIVED  THE  NECESSARY  CONSENT  FROM  ITS 
BENEFICIAL  OWNERS  WHEN  THE  PURCHASER  IS  A  PRIVATE 
INVESTMENT  COMPANY  FORMED  BEFORE  APRIL  30,  1996,  (Y)  IS  NOT  A 
BROKER  DEALER  THAT  OWNS  AND  INVESTS  ON  A  DISCRETIONARY 
BASIS  LESS  THAN  U.S.$25,000,000  IN  SECURITIES  OF  UNAFFILIATED 
ISSUERS  AND  (Z)  IS  NOT  A  PENSION,  PROFIT  SHARING  OR  OTHER 
RETIREMENT  TRUST  FUND  OR  PLAN  IN  WHICH  THE  PARTNERS, 
BENEFICIARIES  OR  PARTICIPANTS,  AS  APPLICABLE,  MAY  DESIGNATE 
THE  PARTICULAR  INVESTMENTS  TO  BE  MADE,  AND  IN  A  TRANSACTION 
THAT  MAY  BE  EFFECTED  WITHOUT  LOSS  OF  ANY  APPLICABLE 
INVESTMENT  COMPANY  ACT  EXEMPTION  AND  (B)  IN  ACCORDANCE  WITH 
ALL  APPLICABLE  SECURITIES  LAWS  OF  THE  STATES  OF  THE  UNITED 
STATES.  ANY  PURPORTED  TRANSFER  IN  VIOLATION  OF  THE 
FOREGOING  WILL  NOT  BE  PERMITTED  OR  REGISTERED  BY  THE  NOTE 
TRANSFER  AGENT.  EACH  TRANSFEROR  OF  THIS  NOTE  WILL  PROVIDE 
NOTICE  OF  THE  TRANSFER  RESTRICTIONS  SET  FORTH  HEREIN  AND  IN 
THE  INDENTURE  TO  ITS  TRANSFEREE. 

IF  THE  TRANSFER  OF  CLASS  D  NOTES  IS  TO  BE  MADE  PURSUANT  TO 
CLAUSE  (A)(1)  OF  THE  PRECEDING  PARAGRAPH,  THE  TRANSFEREE  OF 
THE  CLASS  D  NOTES  WILL  BE  REQUIRED  TO  EXECUTE  AND  DELIVER  TO 
THE  ISSUER  AND  THE  NOTE  TRANSFER  AGENT  A  CLASS  D  NOTES 
PURCHASE  AND  TRANSFER  LETTER,  SUBSTANTIALLY  IN  THE  FORM 
ATTACHED  TO  THE  INDENTURE,  STATING  THAT  AMONG  OTHER  THINGS, 
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THE  TRANSFEREE  IS  (1)  A  QUALIFIED  INSTITUTIONAL  BUYER  AS 
DEFINED  IN  RULE  144A  UNDER  THE  SECURITIES  ACT  PURCHASING  FOR 
ITS  OWN  ACCOUNT  OR  FOR  THE  ACCOUNT  OF  A  QUALIFIED 
INSTITUTIONAL  BUYER  AND  (2)  A  QUALIFIED  PURCHASER  FOR  THE 
PURPOSES  OF  THE  INVESTMENT  COMPANY  ACT. 

THE  PURCHASER  OR  TRANSFEREE  OF  THIS  NOTE  MUST  DISCLOSE  IN 
WRITING  IN  ADVANCE  TO  THE  TRUSTEE  (i)  WHETHER  OR  NOT  IT  IS  (A)  AN 
"EMPLOYEE  BENEFIT  PLAN"  (AS  DEFINED  IN  SECTION  3(3)  OF  THE 
UNITED  STATES  EMPLOYEE  RETIREMENT  INCOME  SECURITY  ACT  OF 
1974,  AS  AMENDED  ("ERISA")),  THAT  IS  SUBJECT  TO  THE  PROVISIONS  OF 
TITLE  I  OF  ERISA,  (B)  A  "PLAN"  DESCRIBED  IN  AND  SUBJECT  TO  SECTION 
4975  OF  THE  UNITED  STATES  INTERNAL  REVENUE  CODE  OF  1986,  AS 
AMENDED  (THE  "CODE"),  OR  (C)  AN  ENTITY  WHOSE  ASSETS  INCLUDE 
"PLAN  ASSETS"  WITHIN  THE  MEANING  OF  ERISA  BY  REASON  OF  ANY 
SUCH  PLAN'S  INVESTMENT  IN  THE  ENTITY  (ALL  SUCH  PERSONS  AND 
ENTITIES  DESCRIBED  IN  CLAUSES  (A)  THROUGH  (C)  BEING  REFERRED 
TO  HEREIN  AS  "BENEFIT  PLAN  INVESTORS");  (ii)  IF  THE  PURCHASER  OR 
TRANSFEREE  IS  A  BENEFIT  PLAN  INVESTOR,  THAT  THE  PURCHASE  AND 
HOLDING  OR  TRANSFER  AND  HOLDING  OF  CLASS  D  NOTES  DO  NOT  AND 
WILL  NOT  CONSTITUTE  OR  RESULT  IN  A  PROHIBITED  TRANSACTION 
UNDER  SECTION  406  OF  ERISA  OR  SECTION  4975  OF  THE  CODE  FOR 
WHICH  AN  EXEMPTION  IS  NOT  AVAILABLE;  AND  (iii)  WHETHER  OR  NOT  IT 
IS  THE  COLLATERAL  MANAGER  OR  ANY  OTHER  PERSON  (OTHER  THAN  A 
BENEFIT  PLAN  INVESTOR)  WHO  HAS  DISCRETIONARY  AUTHORITY  OR 
CONTROL  WITH  RESPECT  TO  THE  ASSETS  OF  THE  ISSUER  OR  A 
PERSON  WHO  PROVIDES  INVESTMENT  ADVICE  FOR  A  FEE  (DIRECT  OR 
INDIRECT)  WITH  RESPECT  TO  THE  ASSETS  OF  THE  ISSUER,  OR  ANY 
"AFFILIATE"  (WITHIN  THE  MEANING  OF  29  C.F.R.  SECTION  2510.3-101(f)(3)) 
OF  ANY  SUCH  PERSON.  IF  A  PURCHASER  IS  AN  ENTITY  AS  DESCRIBED 
IN  (i)(C)  ABOVE,  OR  AN  INSURANCE  COMPANY  ACTING  ON  BEHALF  OF 
ITS  GENERAL  ACCOUNT,  IT  WILL  BE  PERMITTED  TO  SO  INDICATE,  AND 
REQUIRED  TO  IDENTIFY  A  MAXIMUM  PERCENTAGE  OF  ITS  ASSETS  OR 
THE  ASSETS  IN  ITS  GENERAL  ACCOUNT,  AS  APPLICABLE,  THAT  MAY  BE 
OR  BECOME  PLAN  ASSETS,  IN  WHICH  CASE  IT  WILL  BE  REQUIRED  TO 
MAKE  CERTAIN  FURTHER  AGREEMENTS  THAT  WOULD  APPLY  IN  THE 
EVENT  THAT  SUCH  MAXIMUM  PERCENTAGE  WOULD  THEREAFTER  BE 
EXCEEDED.  THE  PURCHASER  AGREES  THAT,  BEFORE  ANY  INTEREST  IN 
A  CLASS  D  NOTE  MAY  BE  OFFERED,  SOLD,  PLEDGED  OR  OTHERWISE 
TRANSFERRED,  THE  TRANSFEREE  WILL  BE  REQUIRED  TO  PROVIDE  THE 
NOTE  TRANSFER  AGENT  WITH  A  CLASS  D  NOTES  PURCHASE  AND 
TRANSFER  LETTER  (SUBSTANTIALLY  IN  THE  FORM  ATTACHED  TO  THE 
INDENTURE)  STATING,  AMONG  OTHER  THINGS,  WHETHER  THE 
TRANSFEREE  IS  A  BENEFIT  PLAN  INVESTOR.  NO  PURCHASE  OR 
TRANSFER  OF  CLASS  D  NOTES  WILL  BE  PERMITTED  OR  REGISTERED  TO 
THE  EXTENT  THAT  THE  PURCHASE  OR  TRANSFER  WOULD  RESULT  IN 
BENEFIT  PLAN  INVESTORS  OWNING  25%  OR  MORE  OF  THE 
OUTSTANDING  CLASS  D  NOTES  (OTHER  THAN  THE  CLASS  D  NOTES 
OWNED  BY  THE  COLLATERAL  MANAGER,  THE  TRUSTEE  AND  THEIR 
AFFILIATES)  IMMEDIATELY  AFTER  SUCH  PURCHASE  OR  TRANSFER 
(DETERMINED  IN  ACCORDANCE  WITH  SECTION  3(42)  OF  ERISA,  29  C.F.R. 
SECTION  251 0.3-1 01  AND  THE  INDENTURE). 

TRANSFERS  OF  THIS  NOTE  SHALL  BE  LIMITED  TO  TRANSFERS  MADE  IN 
ACCORDANCE  WITH  THE  RESTRICTIONS  SET  FORTH  IN  THE  INDENTURE. 
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PRINCIPAL  OF  THIS  NOTE  IS  PAYABLE  AS  SET  FORTH  HEREIN. 
ACCORDINGLY.  THE  OUTSTANDING  PRINCIPAL  OF  THIS  NOTE  AT  ANY 
TIME  MAY  BE  LESS  THAN  THE  AMOUNT  SHOWN  ON  THE  FACE  HEREOF. 
ANY  PERSON  ACQUIRING  THIS  NOTE  MAY  ASCERTAIN  ITS  CURRENT 
PRINCIPAL  AMOUNT  BY  INQUIRY  OF  THE  NOTE  PAYING  AGENT. 

(g)  The  certificates  in  respect  of  the  Regulation  S  Class  D  Notes  will  bear  a  legend  to  the  following 
effect  unless  the  Issuer  determines  otherwise  in  compliance  with  the  Indenture  and  applicable 
law: 

THIS  NOTE  HAS  NOT  BEEN  AND  WILL  NOT  BE  REGISTERED  UNDER  THE 
UNITED  STATES  SECURITIES  ACT  OF  1933,  AS  AMENDED  (THE 
"SECURITIES  ACT*),  AND  THE  ISSUERS  HAVE  NOT  BEEN  REGISTERED 
UNDER  THE  UNITED  STATES  INVESTMENT  COMPANY  ACT  OF  1940,  AS 
AMENDED  (THE  "INVESTMENT  COMPANY  ACT')-  THE  HOLDER  HEREOF, 
BY  PURCHASING  THE  NOTES  IN  RESPECT  OF  WHICH  THIS  NOTE  HAS 
BEEN  ISSUED,  AGREES  FOR  THE  BENEFIT  OF  THE  ISSUER  THAT  THE 
NOTES  MAY  BE  OFFERED,  SOLD,  PLEDGED  OR  OTHERWISE 
TRANSFERRED,  ONLY  (A)(1)  TO  A  PERSON  WHOM  THE  SELLER 
REASONABLY  BELIEVES  IS  A  QUALIFIED  INSTITUTIONAL  BUYER  AS 
DEFINED  IN  RULE  144A  UNDER  THE  SECURITIES  ACT  THAT  IS  NOT  A 
BROKER  DEALER  WHICH  OWNS  AND  INVESTS  ON  A  DISCRETIONARY 
BASIS  LESS  THAN  U.S.$25  MILLION  IN  SECURITIES  OF  ISSUERS  THAT 
ARE  NOT  AFFILIATED  PERSONS  OF  THE  INITIAL  PURCHASER  AND  IS  NOT 
A  PLAN  REFERRED  TO  IN  PARAGRAPH  (a)(1)(i)(D)  OR  (a)(1)(i)(E)  OF  RULE 
144A  OR  A  TRUST  FUND  REFERRED  TO  IN  PARAGRAPH  (a)(1)(i)(F)  OF 
RULE  144A  THAT  HOLDS  THE  ASSETS  OF  SUCH  A  PLAN,  IF  INVESTMENT 
DECISIONS  WITH  RESPECT  TO  THE  PLAN  ARE  MADE  BY  THE 
BENEFICIARIES  OF  THE  PLAN.  PURCHASING  FOR  ITS  OWN  ACCOUNT  OR 
FOR  THE  ACCOUNT  OF  A  QUALIFIED  INSTITUTIONAL  BUYER,  IN  A 
TRANSACTION  MEETING  THE  REQUIREMENTS  OF  RULE  144A  UNDER  THE 
SECURITIES  ACT  OR  (2)  TO  A  NON  U.S.  PERSON  IN  AN  OFFSHORE 
TRANSACTION  COMPLYING  WITH  RULE  903  OR  RULE  904  OF 
REGULATION  S  UNDER  THE  SECURITIES  ACT  AND,  IN  THE  CASE  OF 
CLAUSE  (1),  IN  A  PRINCIPAL  AMOUNT  OF  NOT  LESS  THAN  U.S.$250,000 
OR  IN  THE  CASE  OF  CLAUSE  (2),  IN  A  PRINCIPAL  AMOUNT  OF  NOT  LESS 
THAN  U.S.$1 00,000,  FOR  THE  PURCHASER  AND  FOR  EACH  ACCOUNT 
FOR  WHICH  IT  IS  ACTING,  TO  A  PURCHASER  THAT.  OTHER  THAN  IN  THE 
CASE  OF  CLAUSE  (2),  (V)  IS  A  QUALIFIED  PURCHASER  FOR  PURPOSES 
OF  SECTION  3(c)(7)  OF  THE  INVESTMENT  COMPANY  ACT.  (W)  WAS  NOT 
FORMED  FOR  THE  PURPOSE  OF  INVESTING  IN  THE  ISSUER  (EXCEPT 
WHEN  EACH  BENEFICIAL  OWNER  OF  THE  PURCHASER  IS  A  QUALIFIED 
PURCHASER).  (X)  HAS  RECEIVED  THE  NECESSARY  CONSENT  FROM  ITS 
BENEFICIAL  OWNERS  WHEN  THE  PURCHASER  IS  A  PRIVATE 
INVESTMENT  COMPANY  FORMED  BEFORE  APRIL  30,  1996,  (Y)  IS  NOT  A 
BROKER  DEALER  THAT  OWNS  AND  INVESTS  ON  A  DISCRETIONARY 
BASIS  LESS  THAN  U.S.$25,000,000  IN  SECURITIES  OF  UNAFFILIATED 
ISSUERS  AND  (Z)  IS  NOT  A  PENSION,  PROFIT  SHARING  OR  OTHER 
RETIREMENT  TRUST  FUND  OR  PLAN  IN  WHICH  THE  PARTNERS, 
BENEFICIARIES  OR  PARTICIPANTS,  AS  APPLICABLE,  MAY  DESIGNATE 
THE  PARTICULAR  INVESTMENTS  TO  BE  MADE,  AND  IN  A  TRANSACTION 
THAT  MAY  BE  EFFECTED  WITHOUT  LOSS  OF  ANY  APPLICABLE 
INVESTMENT  COMPANY  ACT  EXEMPTION  AND  (B)  IN  ACCORDANCE  WITH 
ALL' APPLICABLE  SECURITIES  LAWS  OF  THE  STATES  OF  THE  UNITED 
STATES.  EACH  HOLDER  HEREOF  SHALL  BE  DEEMED  TO  MAKE  THE 
REPRESENTATIONS  AND  AGREEMENTS  SET  FORTH  IN  THE  INDENTURE 


A-2-5 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-02 1825549 


Footnote  Exhibits  -  Page  5639 


(AS  DEFINED  HEREIN).  ANY  TRANSFER  IN  VIOLATION  OF  THE 
FOREGOING  WILL  BE  OF  NO  FORCE  AND  EFFECT,  WILL  BE  NULL  AND 
VOID  AB  INITIO  AND  WILL  NOT  OPERATE  TO  TRANSFER  ANY  RIGHTS  TO 
THE  TRANSFEREE.  NOTWITHSTANDING  ANY  INSTRUCTIONS  TO  THE 
CONTRARY  TO  THE  ISSUERS,  THE  NOTE  TRANSFER  AGENT  OR  ANY 
INTERMEDIARY.  EACH  TRANSFEROR  OF  THIS  NOTE  WILL  PROVIDE 
NOTICE  OF  THE  TRANSFER  RESTRICTIONS  SET  FORTH  HEREIN  AND  IN 
THE  INDENTURE  TO  ITS  TRANSFEREE.  IN  ADDITION  TO  THE 
FOREGOING,  THE  ISSUERS  HAVE  THE  RIGHT,  UNDER  THE  INDENTURE 
(AS  DEFINED  HEREIN),  TO  COMPEL  ANY  BENEFICIAL  OWNER  OF  AN 
INTEREST  IN  A  RULE  144A  GLOBAL  NOTE  (AS  DEFINED  IN  THE 
INDENTURE)  THAT  IS  A  U.S.  PERSON  AND  IS  NOT  BOTH  A  QUALIFIED 
PURCHASER  AND  A  QUALIFIED  INSTITUTIONAL  BUYER  TO  SELL  ITS 
INTEREST  IN  THE  NOTES,  OR  MAY  SELL  SUCH  INTERESTS  ON  BEHALF 
OF  SUCH  OWNER. 

THE  PURCHASER  OR  TRANSFEREE  OF  A  CLASS  D  NOTE  IS  DEEMED  TO 
REPRESENT  TO  THE  NOTE  TRANSFER  AGENT  (i)  THAT  IT  IS  NOT  (A)  AN 
"EMPLOYEE  BENEFIT  PLAN"  (AS  DEFINED  IN  SECTION  3(3)  OF  ERISA), 
THAT  IS  SUBJECT  TO  THE  PROVISIONS  OF  TITLE  I  OF  ERISA,  (B)  A  "PLAN- 
DESCRIBED  IN  AND  SUBJECT  TO  SECTION  4975  OF  THE  CODE,  OR  (C)  AN 
ENTITY  WHOSE  ASSETS  INCLUDE  "PLAN  ASSETS"  WITHIN  THE  MEANING 
OF  ERISA  BY  REASON  OF  ANY  SUCH  PLAN'S  INVESTMENT  IN  THE  ENTITY 
(ALL  SUCH  PERSONS  AND  ENTITIES  DESCRIBED  IN  CLAUSES  (A) 
THROUGH  (C)  BEING  REFERRED  TO  HEREIN  AS  "BENEFIT  PLAN 
INVESTORS");  AND  (ii)  THAT  IT  IS  NOT  THE  COLLATERAL  MANAGER  OR 
ANY  OTHER  PERSON  (OTHER  THAN  A  BENEFIT  PLAN  INVESTOR)  WHO 
HAS  DISCRETIONARY  AUTHORITY  OR  CONTROL  WITH  RESPECT  TO  THE 
ASSETS  OF  THE  ISSUER  OR  A  PERSON  WHO  PROVIDES  INVESTMENT 
ADVICE  FOR  A  FEE  (DIRECT  OR  INDIRECT)  WITH  RESPECT  TO  THE 
ASSETS  OF  THE  ISSUER,  OR  ANY  "AFFILIATE"  (WITHIN  THE  MEANING  OF 
29  C.F.R.  SECTION  251 0.3-1 01  (f)(3))  OF  ANY  SUCH  PERSON.  NO 
PURCHASE  OR  TRANSFER  OF  CLASS  D  NOTES  WILL  BE  PERMITTED  OR 
REGISTERED  TO  THE  EXTENT  THAT  THE  PURCHASE  OR  TRANSFER 
WOULD  RESULT  IN  BENEFIT  PLAN  INVESTORS  OWNING  25%  OR  MORE 
OF  THE  OUTSTANDING  CLASS  D  NOTES  (OTHER  THAN  THE  CLASS  D 
NOTES  OWNED  BY  THE  COLLATERAL  MANAGER,  THE  TRUSTEE  AND 
THEIR  AFFILIATES)  IMMEDIATELY  AFTER  SUCH  PURCHASE  OR 
TRANSFER  (DETERMINED  IN  ACCORDANCE  WITH  SECTION  3(42)  OF 
ERISA,  29  C.F.R.  SECTION  2510.3-101  AND  THE  INDENTURE). 

ANY  TRANSFER,  PLEDGE  OR  OTHER  USE  OF  THIS  NOTE  FOR  VALUE  OR 
OTHERWISE  BY  OR  TO  ANY  PERSON  IS  WRONGFUL  SINCE  THE 
REGISTERED  OWNER  HEREOF,  CEDE  &  CO.,  HAS  AN  INTEREST  HEREIN, 
UNLESS  THIS  NOTE  IS  PRESENTED  BY  AN  AUTHORIZED 
REPRESENTATIVE  OF  THE  DEPOSITORY  TRUST  COMPANY  ("DTC"),  NEW 
YORK,  NEW  YORK,  TO  THE  ISSUER  OR  THEIR  AGENT  FOR 
REGISTRATION  OF  TRANSFER,  EXCHANGE  OR  PAYMENT  AND  ANY  NOTE 
ISSUED  IS  REGISTERED  IN  THE  NAME  OF  CEDE  &  CO.  OR  OF  SUCH 
OTHER  ENTITY  AS  IS  REQUESTED  BY  AN  AUTHORIZED 
REPRESENTATIVE  OF  DTC  (AND  ANY  PAYMENT  HEREON  IS  MADE  TO 
CEDE  &  CO.). 

TRANSFERS  OF  THIS  NOTE  SHALL  BE  LIMITED  TO  TRANSFERS  IN 
WHOLE,  BUT  NOT  IN  PART,  TO  NOMINEES  OF  DTC  OR  TO  A  SUCCESSOR 
THEREOF   OR   SUCH   SUCCESSOR'S   NOMINEE  AND   TRANSFERS   OF 
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PORTIONS  OF  THIS  NOTE  SHALL  BE  LIMITED  TO  TRANSFERS  MADE  IN 
ACCORDANCE  WITH  THE  RESTRICTIONS  SET  FORTH  IN  THE  INDENTURE. 

PRINCIPAL  OF  THIS  NOTE  IS  PAYABLE  AS  SET  FORTH  HEREIN. 
ACCORDINGLY,  THE  OUTSTANDING  PRINCIPAL  OF  THIS  NOTE  AT  ANY 
TIME  MAY  BE  LESS  THAN  THE  AMOUNT  SHOWN  ON  THE  FACE  HEREOF. 
ANY  PERSON  ACQUIRING  THIS  NOTE  MAY  ASCERTAIN  ITS  CURRENT 
PRINCIPAL  AMOUNT  BY  INQUIRY  OF  THE  NOTE  PAYING  AGENT. 

THE  FOLLOWING  INFORMATION  IS  PROVIDED  PURSUANT  TO  UNITED 
STATES  TREASURY  REGULATION  SECTION  1.1275-3(b).  THIS  NOTE  HAS 
BEEN  ISSUED  WITH  ORIGINAL  ISSUE  DISCOUNT  FOR  UNITED  STATES 
FEDERAL  INCOME  TAX  PURPOSES.  THE  HOLDER  OF  THIS  NOTE  MAY 
OBTAIN  THE  INFORMATION  DESCRIBED  IN  UNITED  STATES  TREASURY 
REGULATION  SECTION  1.  1275-3(b)(1)(i)  FROM  THE  ADMINISTRATOR,  AT 
THE  FOLLOWING  ADDRESS:  P.O.  BOX  1093  GT,  GRAND  CAYMAN, 
CAYMAN  ISLANDS. 

(h)  With  respect  to  Class  D  Notes  (other  than  the  Regulation  S  Class  D  Notes)  transferred  or 
purchased  on  or  after  the  Closing  Date,  the  Purchaser  understands  and  agrees  that  the 
representations  and  agreements  made  in  this  paragraph  (h)  will  be  deemed  made  on  each  day 
from  the  date  hereof  through  and  including  the  date  on  which  the  Purchaser  disposes  of  the 
Class  D  Notes  (other  than  the  Regulation  S  Class  D  Notes). 

(x)  The  Purchaser  is is  not [check  one]  (i)  an  "employee  benefit  plan"  (as  defined  in  Section 

3(3)  of  the  United  States  Employee  Retirement  Income  Security  Act  of  1974,  as  amended 
("ERISA")),  that  is  subject  to  the  provisions  of  Title  I  of  ERISA,  (ii)  a  "plan"  described  in  and 
subject  to  Section  4975  of  the  United  States  Internal  Revenue  Code  of  1 986,  as  amended  (the 
"Code"),  or  (iii)  an  entity  whose  underlying  assets  include  assets  of  any  such  plan  (for  purposes 
of  ERISA  or  Section  4975  of  the  Code)  by  reason  of  any  such  plan's  investment  in  the  entity 
(such  persons  and  entities  described  in  clauses  (0  through  (iii)  being  referred  to  herein  as 
"Benefit  Plan  Investors");  and  (y)  if  the  Purchaser  is  a  Benefit  Plan  Investor,  the  Purchaser's 
purchase  and  holding  of  a  Class  D  Note  do  not  and  will  not  constitute  or  result  in  a  prohibited 
transaction  under  Section  406  of  ERISA  or  Section  4975  of  the  Code  (or,  in  the  case  of  an 
employee  benefit  plan  not  subject  to  ERISA  or  Section  4975  of  the  Code,  any  federal,  state,  local 
or  foreign  law  that  is  substantially  similar  to  Section  406  of  ERISA  or  Section  4975  of  the  Code) 
for  which  an  exemption  is  not  available. 

The  Purchaser  is is  not [check  one]  the  Issuer  or  any  other  person  (other  than  a 

Benefit  Plan  Investor)  that  has  discretionary  authority  or  control  with  respect  to  the  assets  of  the 
Issuer,  a  person  who  provides  investment  advice  for  a  fee  (direct  or  indirect)  with  respect  to  the 
assets  of  the  Issuer,  or  any  "affiliate"  (within  the  meaning  of  29  C.F.R.  Section  251 0.3-1 01  (f)(3)) 
of  any  such  person  (any  such  person  described  in  this  paragraph  being  referred  to  as  a 
"Controlling  Person"). 

If  the  Purchaser  is  a  Benefit  Plan  Investor  described  in  (iii)  above,  or  an  insurance  company 

acting  on  behalf  of  its  general  account [check  if  true],  then  (i)  not  more  than  % 

[complete  by  entering  a  percentage],  (the  "Maximum  Percentage")  of  its  assets  or  the  assets  of 
such  general  account,  as  applicable,  constitutes  assets  of  Benefit  Plan  Investors  for  purposes  of 
Section  3(42)  of  ERISA  and  the  "plan  assets"  regulations  under  ERISA,  and  (ii)  without  limiting 
the  remedies  that  may  otherwise  be  available,  the  Purchaser  agrees  that  it  shall  (x)  immediately 
notify  the  Issuer  if  the  Maximum  Percentage  is  exceeded,  and  (y)  dispose  of  all  or  a  portion  of  its 
Class  D  Notes  as  may  be  instructed  by  the  Issuer  (including,  in  the  discretion  of  the  Issuer,  a 
disposition  back  to  the'lssuer  or  an  affiliate  thereof  (or  other  person  designated  by  the  Issuer)  for 
the  then  value  of  the  Class  D  Notes  as  reasonably  determined  by  the  Issuer,  in  any  case  in  which 
the  Purchaser  cannot  otherwise  make  a  disposition  it  has  been  instructed  by  the  Issuer  to  make). 
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(i)  The  Purchaser  understands  and  acknowledges  that  the  Trustee  will  not  register  any  purchase  or 

transfer  of  Class  D  Notes  either  to  a  proposed  initial  purchaser  or  to  a  proposed  subsequent 
transferee  of  Class  D  Notes  that  has,  in  either  case,  represented  that  it  is  a  Benefit  Plan  Investor 
or  a  Controlling  Person  if,  after  giving  effect  to  such  proposed  transfer,  persons  that  have 
represented  that  they  are  Benefit  Plan  Investors  would  own  25%  or  more  of  the  outstanding  Class 
D  Notes.  For  purposes  of  this  determination,  Class  D  Notes  held  by  the  Collateral  Manager,  the 
Trustee,  any  of  their  respective  affiliates  and  persons  that  have  represented  that  they  are 
Controlling  Persons  will  be  disregarded  and  will  not  be  treated  as  outstanding.  The  Purchaser 
understands  and  agrees  that  any  purported  purchase  or  transfer  of  the  Purchaser's  Class  D 
Notes  to  a  Purchaser  that  does  not  comply  with  the  requirements  of  this  clause  (i)  will  not  be 
permitted  or  registered  by  the  Note  Transfer  Agent. 

0")  The  purchaser  is  not  purchasing  the  Purchaser's  Class  D  Notes  with  a  view  toward  the  resale, 
distribution  or  other  disposition  thereof  in  violation  of  the  Securities  Act.  The  Purchaser 
understands  that  an  investment  in  the  Purchaser's  Class  D  Notes  involves  certain  risks,  including 
the  risk  of  loss  of  its  entire  investment  in  the  Purchaser's  Class  D  Notes  under  certain 
circumstances.  The  Purchaser  has  had  access  to  such  financial  and  other  information 
concerning  the  Issuers  and  the  Purchaser's  Class  D  Notes  as  it  deemed  necessary  or 
appropriate  in  order  to  make  an  informed  investment  decision  with  respect  to  its  purchase  of  the 
Purchaser's  Class  D  Notes,  including  an  opportunity  to  ask  questions  of,  and  request  information 
from,  the  Issuer. 

(k)  If  the  purchaser  or  beneficial  owner  is  a  Non-U.S.  Holder,  such  purchaser  or  beneficial  owner 
represents  that  (x)  either  (i)  its  purchase  of  the  Class  D  Note  is  not,  directly  or  indirectly,  an 
extension  of  credit  made  by  a  bank  pursuant  to  a  loan  agreement  entered  into  in  the  ordinary 
course  of  its  trade  or  business,  (ii)  it  is  a  person  that  is  eligible  for  benefits  under  an  income  tax 
treaty  with  the  United  States  that  eliminates  United  States  federal  income  taxation  of  United 
States  source  interest  not  attributable  to  a  permanent  establishment  in  the  United  States  or  (iii)  all 
income  from  the  Class  D  Note  is  effectively  connected  with  a  trade  or  business  within  the  United 
States  (as  such  terms  are  used  in  Section  882(a)(1)  of  the  Code)  conducted  by  such  Holder  and 
(y)  it  is  not  purchasing  the  Class  D  Note  in  order  to  reduce  its  United  States  federal  income  tax 
liability  or  pursuant  to  a  tax  avoidance  plan. 

(I)  The  Purchaser  agrees  to  treat  the  Purchaser's  Class  D  Notes  as  debt  for  U.S.  federal  income  tax 
purposes. 

(m)  The  Purchaser  acknowledges  that  due  to  money  laundering  requirements  operating  in  the 
Cayman  Islands,  the  Issuer  and  Note  Transfer  Agent  may  require  further  identification  of  the 
Purchaser  before  the  purchase  application  can  proceed.  The  Issuer  and  the  Note  Transfer  Agent 
shall  be  held  harmless  and  indemnified  by  the  Purchaser  against  any  loss  arising  from  the  failure 
to  process  the  application  if  such  information  as  has  been  required  from  the  Purchaser  has  not 
been  provided  by  the  Purchaser. 

(n)  The  Purchaser  agrees  to  complete  any  other  instrument  of  transfer  as  required  under  Cayman 
Islands  law. 

(o)        The  Purchaser  is  not  a  member  of  the  public  in  the  Cayman  Islands. 

We  acknowledge  that  you  and  other  persons  will  rely  upon  our  confirmation,  acknowledgments, 
representations,  warranties,  covenants  and  agreements  set  forth  herein,  and  we  hereby  irrevocably 
authorize  you  and  such  other  persons  to  produce  this  letter  or  a  copy  hereof  to  any  interested  party  in  any 
administrative  or  legal  proceeding  or  official  inquiry  with  respect  to  the  matters  covered  hereby. 
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THIS  LETTER  SHALL  BE  GOVERNED  BY,  AND  CONSTRUED  IN  ACCORDANCE  WITH,  THE 
LAWS  OF  THE  STATE  OF  NEW  YORK. 

Very  truly  yours, 

[                                           1 
By: 

Name: 

Title: 


Receipt  acknowledged  as  of  date  set  forth  above, 


(Signature  and  Addresses) 
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OMB  Number  3235-0049 

Expires:  September  30, 2005 

Estimated  average  burden 
hours  per  response:  9.402 


°                   Uniform  Application  for  Investment  Adviser  Registration 
Part  II  -  Page  1 

Name  of  Investment  Adviser: 
Greywolf  Capital  Management  LP 

Address:                      (Number  and  Street)                                    (City)                        (Stale)         (Zip  Code) 
4  Manbattanville  Road                                Purchase                    NY               10577 

Area  Code: 
(914) 

Telephone  Number: 
251-8200 

This  part  of  Form  ADV  gives  information  about  the  investment  adviser  and  its  business  for  the  use  of  clients. 
The  information  has  not  been  approved  or  verified  by  any  governmental  authority. 
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12  Investment  or  Brokerage  Discretion 6 
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FORM  ADV 
Part  II  -  Page  2 

Applicant: 

Grey  wolf  Capital  Management  LP 

SEC  File  Number. 
801-65669 

Date: 

March  12. 2007 

1.  A.    Advisory  Services  and  Fees,  (check  the  applicable  boxes)  ap^roxtnS Vfof  ^aUdvkorJ  bSsVom  that 

service. 

(See  instruction  below.) 
Applicant: 

El  (1)  Provides  investment  supervisory  services _ ■. 100 % 

O  (2)  Manages  investment  advisory  accounts  not  involving  investment  supervisory  services % 

d  (3)  Furnishes  investment  advice  through  consultations  not  included  in  eilher  service  described  above % 

Q  (4)  Issues  periodicals  about  securities  by  subscription % 

|~|  (5)  Issues  special  reports  about  securities  not  included  in  any  service  described  above % 

(6)   Issues,  not  as  part  of  any  service  described  above,  any  charts,  graphs,  formulas,  or  other  devices  which 
Q  clients  may  use  to  evaluate  securities : % 

l~l      (7)   On  more  than  an  occasional  basis,  furnishes  advice  to  clients  on  matters  not  involving  securities % 

C]      (8)   Provides  a  timing  service % 

O      (9)   Furnishes  advice  about  securities  in  any  manner  not  described  above % 

(Percentages  should  be  based  on  applicant's  last  fiscal  year.  If  applicant  has  not  completed  its  first  fiscal  year, 
provide  estimates  of  advisory  billings  for  that  year  and  state  that  the  percentages  are  estimates.) 

-  .     _         _— 

B.  Does  applicant  call  any  of  the  services  it  checked  above  financial  planning  or  some  similar  term? i—i  rca 

C.  Applicant  offers  investment  advisory  services  for:  (check  all  that  apply) 

S      (1 )  A  percentage  of  assets  under  management  O       (4)  Subscription  fees 

O      (2)  Hourly  charges  \3       (5)  Commissions 

O      (3)  Fixed  fees  (not  including  subscription  fees)  ^     ■  (6)  Other 

D.  For  each  checked  box  in  A  above,  describe  on  Schedule  F: 

•  the  services  provided,  including  the  name  of  any  publication  or  report  issued  by  the  adviser  on  a 
subscription  basis  or  for  a  fee 

•  applicant's  basic  fee  schedule,  how  fees  are  charged  and  whether  its  fees  are  negotiable 

•  when  compensation  is  payable,  and  if  compensation  is  payable  before  service  is  provided,  how  a 
client  may  get  a  refund  or  may  terminate  an  investment  advisory  contract  before  its  expiration  date 

2.  Types  of  Clients  -  Applicant  generally  provides  investment  advice  to  (check  those  that  apply) 

l~l  A.  Individuals  O  E.  Trusts,  estates,  or  charitable  organizations 

□  B.  Banks  or  thrift  institutions  □  F.  Corporations  or  business  entities  other  than  those  listed  above 

O  C.  Investment  companies  S  G.  Other  (describe  on  Schedule  F) 

O  D.  Pension  and  profit  sharing  plans 


J 


Answer  all  items-  Complete  amended  pages  in  full,  circle  amended  items  and  file  with  execution  page  (page  1). 
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FORM  ADV 
Part  II -Page  3 

Applicant: 

Greywolf  Capital  Management  LP 

SEC  File  Number. 
801-65669 

Date: 

March  12, 2007 

3.     Typ« 

•s  of  Investments.  Applicant  offers  advice  on  the  following:  (check  those  that  apply) 
A.  Equity  Securities                                                        El     H.  United  States  government  securities 

SI 

ei 

(1 )  exchange-listed  securities 

(2)  securities  traded  over-the-counter 

(3)  foreign  issuers 

El 
El 

1.    Options  contracts  on: 

(1)  securities 

(2)  commodities 

ei 

B.  Warrants 

J.   Futures  contracts  on: 

IS) 

C.  Corporate  debt  securities 
(other  than  commercial  paper) 

El 

(1)  tangibles 

(2)  intangibles 

ei 

D.  Commercial  paper 

is 

E.  Certificates  of  deposit 

K.  Interests  in  partnerships  investing  in: 

El 

F.  Municipal  securities 

G.  Investment  company  securities: 

El 
El 

a 

(1)  real  estate 

(2)  oil  and  gas  interests 

(3)  other  (explain  on  Schedule  F) 

□ 
□ 

(1)  variable  life  insurance 

(2)  variable  annuities 

(3)  mutual  fund  shares 

El 

L.  Other  (explain  on  Schedule  F) 

4.     Methods  of  Analysis,  Sources  of  Information,  and  Investment  Strategies. 

A. 

Applicant's  security  analysis  methods  include:  (check  those  that  apply) 

(1)   El    Charting 

(4)   El    Cyclical 

(2)    El    Fundamental 

(5)   El    Other  (explain  on  Schedule  F) 

(3)   El    Technical 

B. 

The  main  sources  of  information  applicant  uses  include:  (check  those  that  apply) 

(1)   13    Financial  newspapers  and  magazines 

(5)   O    Timing  services 

(2)   El    Inspections  of  corporate  activities 

(6)   El    Annual  reports,  prospectuses,  filings  with  the 
Securities  and  Exchange  Commission 

(3)    El    Research  materials  prepared  by  others 

(7)   13    Company  press  releases 

(4)    El    Corporate  rating  services 

(8)   El    Other  (explain  on  Schedule  F) 

C. 

The  investment  strategies  used  to  implement  any  investment  advice  given  to  clients  include:  (check  those  that  apply) 

(1)    EI    Long  term  purchases 

(securities  held  at  least  a  year) 

(5)   E3    Margin  transactions 

(2)   El    Short  term  purchases 

(securities  sold  within  a  year) 

(6)   El    Option  writing,  including  covered  options,  uncovered 
options  or  spreading  strategies 

(3)   El    Trading  (securities  sold  within  30  days) 

(7)   El    Other  (explain  on  Schedule  F) 

(4)    El    Short  sales 

Answer  all  items.  Complete  amended  pages  in  full,  rircle  amended  items  and  file  with  execution  page  (page  1). 
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FORM  ADV 
Part  II  -  Page  4 

Applicant: 

Greywolf  Capital  Management  LP 

SEC  File  Number 
801-65669 

Date: 

March  12,  2007 

5.    Education  and  Business  Standards. 

Are  there  any  general  standards  of  education  or  business  experience  that  applicant  requires  of  those        Yes        No 

involved  in  determining  or  giving  investment  advice  to  clients? E3         CD 

(If  yes,  describe  these  standards  on  Schedule  F.) 


6.   Education  and  Business  Background. 

For 

•  each  member  of  the  investment  committee  or  group  that  determines  general  investment  advice  to  be  given  to  clients,  or 

•  if  the  applicant  has  no  investment  committee  or  group,  each  individual  who  determines  general  investment  advice  given 
to  clients  (if  more  than  five,  respond  only  for  their  supervisors) 

•  each  principal  executive  officer  of  applicant  or  each  person  with  similar  status  or  performing  similar  functions: 
On  Schedule  F,  give  the: 

•  name  •       formal  education  after  high  school 

•  year  of  birth  •      business  background  for  the  preceding  Five  years 


7.    Other  Business  Activities,  (check  those  that  apply) 

CD     A.      Applicant  is  actively  engaged  in  a  business  other  than  giving  investment  advice. 

[~1      B.       Applicant  sells  products  or  services  other  than  investment  advice  to  clients. 

I~~l     C.      The  principal  business  of  applicant  or  its  principal  executive  officers  involves  something  other  than  providing  investment 
advice. 

(For  each  checked  box  describe  the  other  activities,  including  the  time  spent  on  them,  on  Schedule  F.) 


8.   Other  Financial  Industry  Activities  or  Affiliations,  (check  those  that  apply) 

O      A.       Applicant  is  registered  (or  has  an  application  pending)  as  a  securities  broker-dealer. 

CD      B.       Applicant  is  registered  (or  has  an  application  pending)  as  a  futures  commission  merchant,  commodity  pool  operator  or 
commodity  trading  adviser. 


C.       Applicant  has  arrangements  that  are  material  to  its  advisory  business  or  its  clients  with  a  related  person  who  is  a: 


□ 

D 

D 
D 

□ 


(1)  broker-dealer 

(2)  investment  company 

(3)  other  investment  adviser 

(4)  financial  planning  firm 

(5)  commodity  pool  operator,  commodity  trading 
adviser  or  futures  commission  merchant 

(6)  banking  or  thrift  institution 

(For  each  checked  box  in  C,  on  Schedule  F  identify  the  related  person  and  describe  the  relationship  and  the 

arrangements.) 

Is  applicant  or  a  related  person  a  general  partner  in  any  partnership  in  which  clients  are  solicited  to 
invest? 

(If  yes,  describe  on  Schedule  F  the  partnerships  and  what  they  invest  in.) 


CD  (7)  accounting  firm 

D  (8)  law  firm 

CD  (9)  insurance  company  or  agency 

f"l  (10)  pension  consultant 

CD  (11)  real  estate  broker  or  dealer 

CD  (12)  entity  that  creates  or  packages  limited  partnerships 


Yes 
□ 


No 
(3 


Answer  all  items.  Complete  amended  pages  in  full,  circle  amended  items  and  file  with  execution  page  (page  1). 
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FORM  ADV 
Part  II  -  Page  5 

Applicant: 

Greywoif  Capital  Management  LP 

SEC  File  Number: 
801-65669 

Date: 

March  12, 2007 

9.       Participation  or  Interest  in  Client  Transactions. 
Applicant  or  a  related  person:  (check  those  that  apply) 
E3     A.      As  principal,  buys  securities  for  itself  from  or  sells  securities  it  owns  to  any  client. 

Q      B.       As  broker  or  agent  effects  securities  transactions  for  compensation  for  any  client. 

CD     C.       As  broker  or  agent  for  any  person  other  than  a  client  effects  transactions  in  which  client  securities  are  sold  to  or  bought 
from  a  brokerage  customer. 

E3     D.      Recommends  to  clients  that  they  buy  or  sell  securities  or  investment  products  in  which  the  applicant  or  a  related  person 
has  some  financial  interest. 

EE3     E.       Buys  or  sells  for  itself  securities  that  it  also  recommends  to  clients. 

(For  each  box  checked,  describe  on  Schedule  F  when  the  applicant  or  a  related  person  engages  in  these  transactions  and  what 
restrictions,  internal  procedures,  or  disclosures  are  used  for  conflicts  of  interests  in  those  transactions.) 


10.     Conditions  for  Managing  Accounts.  Does  the  applicant  provide  investment  supervisory  services,  manage  investment 

advisory  accounts  or  hold  itself  out  as  providing  financial  planning  or  some  similarly  termed  services  and  impose  a      Yes     No 
minimum  dollar  value  of  assets  or  other  conditions  for  starting  or  maintaining  an  account? 13       d 

(If  yes,  describe  on  Schedule  F.) 


II.     Review  of  Accounts.  If  applicant  provides  investment  supervisory  services,  manages  investment  advisory  accounts,  or 
holds  itself  out  as  providing  financial  planning  or  some  similarly  termed  services: 

A.  Describe  below  the  reviews  and  reviewers  of  the  accounts.  For  reviews,  include  their  frequency,  different  levels, 
and  triggering  factors.  For  reviewers,  include  the  number  of  reviewers,  their  titles  and  functions,  instructions  they 
receive  from  applicant  on  performing  reviews,  and  number  of  accounts  assigned  each. 


See  Schedule  F. 


B.       Describe  below  the  nature  and  frequency  of  regular  reports  to  clients  on  their  accounts: 


See  Schedule  F. 
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12.     Investment  or  Brokerage  Discretion. 

A.       Does  applicant  or  any  related  person  have  authority  to  determine,  without  obtaining  specific  client  consent  the: 


(1)  securities  to  be  bought  or  sold? 

(2)  amount  of  the  securities  to  be  bought  or  sold? . 

(3)  broker  or  dealer  to  be  used? 

(4)  commission  rates  paid? 


Yes 

No 
D 

Yes 

No 
□ 

Yes 

No 
□ 

Yes 

El 

No 
□ 

Yes 
□ 

No 

B.       Does  applicant  or  a  related  person  suggest  brokers  to  clients?.. 


For  each  yes  answer  to  A  describe  on  Schedule  F  any  limitations  on  the  authority.  For  each  yes  to  A(3),  A(4)  or  B,  describe  on 
Schedule  F  the  factors  considered  in  selecting  brokers  and  determining  the  reasonableness  of  their  commissions.  If  the  value  of 
products,  research  and  services  given  to  the  applicant  or  a  related  person  is  a  factor,  describe: 

the  products,  research  and  services 

whether  clients  may  pay  commissions  higher  than  those  obtainable  from  other  brokers  in  return  for  those  products  and  services 

whether  research  is  used  to  service  all  of  applicant's  accounts  or  just  those  accounts  paying  for  it;  and 

any  procedures  the  applicant  used  during  the  last  fiscal  year  to  direct  client  transactions  to  a  particular  broker  in  return  for  products 
and  research  services  received. 


13.     Additional  Compensation. 

Does  the  applicant  or  a  related  person  have  any  arrangements,  oral  or  in  writing,  where  it: 

A.       is  paid  cash  by  or  receives  some  economic  benefit  (including  commissions,  equipment  or  non-research  services)  Yes  No 

from  a  non-client  in  connection  with  giving  advice  to  clients? D  S3 

R  Yes  No 

D-       Directly  or  indirectly  compensates  any  person  for  client  referrals? r~ ]  ra 

(For  each  yes,  describe  the  arrangements  on  Schedule  F.) 


14.     Balance  Sheet.  Applicant  must  provide  a  balance  sheet  for  the  most  recent  fiscal  year  on  Schedule  G  if  applicant: 

•  has  custody  of  client  funds  or  securities  (unless  applicant  is  registered  or  registering  only  with  the 
Securities  and  Exchange  Commission);  or 

•  requires  prepayment  of  more  than  $500  in  fees  per  client  and  6  or  more  months  in  advance 

Has  applicant  provided  a  Schedule  G  balance  sheet? 


Yes 
□ 


No 
El 
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Item  1 


Introduction 

Greywolf  Capital  Management  LP  ("GCM")  provides  investment  management  services  to  private  pooled 
investment  vehicles  that  are  offered  to  investors  on  a  private  placement  basis.  In  connection  with  providing  these 
investment  management  services,  GCM  (and.its  affiliates)  have  discretionary  trading  authorization  with  respect  to 
Greywolf  Capital  Partners  II  LP  ("GCP  11"),  Greywolf  High  Yield  Partners  LP  ("GHYP"),  Greywolf  Structured 
Products  Fund  I  LP  ("CSPF  1"),  Greywolf  Capital  Overseas  Fund  ("GCOF"),  Greywolf  High  Yield  Overseas 
Fund  ("GHYO"),  Greywolf  High  Yield  Master  Fund  ("GHYM"),  Greywolf  Structured  Products  Fund  Offshore 
I,  Ltd.  ("GSPFO  1"),  Greywolf  Structured  Products  Master  Fund  ("GSPM")  and  Greywolf  CLO 1.  Ltd.  ("GCLO 
1")  (collectively,  the  "Funds"  and  each  individually  as  a  "Fund").  Additional  detailed  information  about  GCM 
(and  such  affiliates)  is  provided  below,  including  information  about  GCM's  advisory  services,  investment 
approach,  personnel,  affiliations  and  brokerage  practices. 

Advisory  Services 

GCM  serves  as  the  management  company  to  the  GCP  II  and  GHYP  and  serves  as  the  general  partner  to  GSPF  I, 
each  a  private  investment  fund  organized  under  the  laws  of  the  State  of  Delaware.  Greywolf  Advisors  LLC 
("GA"  or  the  "General  Partner"),  a  Delaware  limited  liability  company  affiliated  with  GCM,  serves  as  the 
general  partner  to  GCP  II  and  GHYP.  The  interests  in  GCP  II,  GHYP  and  GSPF  I  are  offered  on  a  private 
placement  basis,  and  in  reliance  on  Section  3(c)(7)  of  the  Investment  Company  Act  of  1940,  as  amended  (the 
"Company  Act")  and  are  offered  to  persons  who  are  "accredited  investors"  as  defined  under  the  Securities  Act  of 
1933,  as  amended  (the  "Securities  Act"),  and  "qualified  purchasers"  as  defined  under  the  Company  Act  and  the 
regulations  thereunder,  and  subject  to  certain  other  conditions,  which  are  set  forth  in  the  offering  documents  for 
each  respective  fund. 

GCM  also  serves  as  the  investment  manager  to  GCOF,  GHYO,  GHYM,  GSPFO  I,  and  GSPM,  each  a  private 
investment  fund  organized  under  the  laws  of  the  Cayman  Islands.  GHYP  and  GHYOF  invest  substantially  all  of 
their  capital  in  the  GHYM.  GSPF  I  and  GSPFO  I  invest  substantially  all  of  their  capital  in  GSPM.  Shares  in  the 
GCOF,  GHYO  and  GSPFO  1  are  offered  on  a  private  placement  basis,  and  with  respect  to  U.S.  tax-exempt 
investors,  in  reliance  on  Section  3(c)(1)  (for  GCOF)  and  Section  3(c)(7)  (for  GHYO  and  GSPFO  I)  of  the 
Company  Act.  Shares  are  offered  to  persons  who  are  either  not  "U.S.  Persons"  (as  such  term  is  defined  in 
Regulation  S  of  the  Securities  Act)  or  U.S.  tax-exempt  investors.  U.S.  tax-exempt  investors  in  GCOF  must  be 
"accredited  investors"  as  defined  in  Regulation  D  under  the  Securities  Act.  U.S.  tax-exempt  investors  in 
Greywolf  GHYO  and  GSPFO  must  be:  (i)  "accredited  investors"  as  defined  in  Regulation  D  under  the  Securities 
Act  and  (ii)  "qualified  purchasers"  as  defined  in  the  Company  Act  and  the  regulations  thereunder.  Additionally, 
investors  in  GSPFO,  GHYO  and  GSPFO  I  are  subject  to  certain  other  conditions,  which  are  set  forth  in  the 
respective  offering  documents  of  each  respective  fund. 

GCM  also  serves  as  collateral  manager  of  the  portfolio  of  collateral,  consisting  primarily  of  loans,  held  by  GCLO 
I,  a  special  purpose  vehicle  organized  under  the  laws  of  the  Cayman  Islands.  The  secured  notes  and  subordinated 
securities  issued  by  GCLO  1  are  offered  on  a  private  placement  basis  and  in  reliance  on  Section  3(c)(7)  of  the 
Company  Act.  The  secured  notes  are  offered  in  the  United  States  to  persons  who  are  "qualified  institutional 
buyers"  as  defined  in  Rule  I44A  under  the  Securities  Act  and  "qualified  purchasers"  as  defined  in  the  Company 
Act  and  the  regulations  thereunder.  The  subordinated  securities  are  offered  in  the  United  States  to  persons  who 
are  either  (i)  "qualified  institutional  buyers"  as  defined  in  Rule  144A  under  the  Securities  Act  or  "accredited 
investors"  as  defined  in  Regulation  D  under  the  Securities  Act  and  (ii)  "qualified  purchasers"  as  defined  in  the 
Company  Act  and  the  regulations  thereunder  or  "knowledgeable  employees"  within  the  meaning  of  Rule  3c-5  of 
the  Company  Act.  The  secured  notes  and  the  subordinated  securities  are  offered  and  sold  outside  the  United 
States  to  persons  who  are  not  "U.S.  persons"  (as  such  term  is  defined  in  Regulation  S  of  the  Securities  Act). 
Additionally,  investors  in  GCLO  I  are  subject  to  certain  other  conditions,  which  are  set  forth  in  the  offering 
documents  for  the  fund. 
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GCM  (including,  for  these  purposes,  GA)  lias  full  discretionary  authority  with  respect  to  investment  decisions, 
and  its  advice  with  respect  to  the  Funds  is  made  in  accordance  with  the  investment  objectives  and  guidelines  as 
set  forth  in  each  Fund's  respective  offering  memorandum  and,  with  respect  to  GCLO  1,  in  accordance  with  the 
collateral  management  agreement  between  GCM  and  GCLO  I  and  the  indenture  between  GCLO  I  and  the  trustee. 

Fees 

The  fees  applicable  to  each  Fund  are  set  forth  in  detail  in  each  of  the  Fund's  respective  offering  memorandum.  A 
brief  summary  of  those  fees  is  provided  below. 

Fees  for  GCP II  and  GHYP 

Management  Fees 

With  respect  to  GCP  II  and  GHYP,  GCM  generally  is  paid  a  quarterly  management  fee  equal  to  0.375%  (1.50% 
annualized)  of  each  capital  account's  opening  balance  for  the  quarter,  calculated  and  paid  in  advance  of  each 
quarter  but  amortized  over  the  respective  quarter.  "Special  Investments"  (also  known  as  "side  pocket" 
investments),  held  in  GCP  II  will  be  carried  at  fair  value  (which  may  be  cost).  (See  Item  4.C.  -  "Special 
Situations  Investing")  In  addition,  a  pro  rata  portion  of  the  management  fee  will  be  paid  to  GCM  out  of  any 
capital  contributions  made  to  GCP  II  and  GHYP  by  new  or  existing  limited  partners  on  any  date  that  does  not  fall 
on  the  first  business  day  of  a  quarter,  based  on  the  actual  number  of  months  remaining  in  such  partial  quarter.  For 
these  purposes,  a  "business  day"  is  any  day  on  which  commercial  banks  in  New  York  City  are  open  for  business. 
In  the  case  of  a  withdrawal  from  a  capital  account  other  than  as  of  the  last  business  day  of  a  fiscal  quarter,  a  pro 
rata  portion  of  the  management  fee  (based  on  the  actual  number  of  months  remaining  in  such  partial  quarter)  will 
be  repaid  by  GCM  to  the  applicable  Fund  and  distributed  to  the  withdrawing  investor. 

The  General  Partner's  capital  accounts  in  GCP  !I  and  GHYP  are  not  subject  to  the  management  fee.  The  General 
Partner,  in  its  discretion,  may  elect  to  reduce,  waive  or  calculate  differently  the  management  fee  with  respect  to 
certain  limited  partners,  including,  without  limitation,  limited  partners  that  are  affiliates  or  employees  of  GCM, 
members  of  the  immediate  families  of  such  persons,  and  trusts  and  other  entities  for  their  benefit.  Each  Fund 
reserves  the  right  to  impose  different  fees  on  future  investments. 

Incentive  Allocation 

Generally,  at  the  end  of  each  fiscal  year,  20%  of  the  excess  of  any  realized  and  unrealized  net  capital  appreciation 
(taking  into  account,  with  respect  to  GCP  II  gains  and  losses  relating  to  applicable  realized  or  deemed  realized 
Special  Investments)  allocated  to  each  capital  account  for  such  year  over  the  management  fee  debited  to  such 
capital  account  for  such  year  will  be  reallocated  to  the  capital  account  of  the  General  Partner.  Generally,  any 
realized  and  unrealized  net  loss  in  a  fiscal  year  allocated  to  any  capital  account  is  carried  forward  (the  "high  water 
mark")  so  that  no  incentive  allocation  is  charged  to  such  capital  account  unless  prior  losses  have  been  recouped, 
subject  to  certain  adjustments. 

The  General  Partner,  in  its  discretion,  may  elect  to  reduce,  waive  or  calculate  differently  the  incentive  allocation 
with  respect  to  certain  limited  partners,  including,  without  limitation,  limited  partners  that  are  affiliates  or 
employees  of  Greywolf  Capital,  members  of  the  immediate  families  of  such  persons,  and  trusts  and  other  entities 
for  their  benefit.  Each  U.S.  Fund  reserves  the  right  to  impose  different  fees  on  future  investments. 

In  the  event  GCP  II  or  GHYP  is  dissolved,  or  a  withdrawal  is  made  from  a  capital  account,  in  either  case,  other 
than  at  the  end  of  a  fiscal  year,  net  capital  appreciation  or  net  capital  depreciation,  as  the  case  may  be,  shall  be 
determined  through  the  date  of  termination  or  withdrawal,  and  the  incentive  allocation,  if  any,  from  all  capital 
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accounts  (in  the  case  of  a  termination)  or  from  the  capital  accounts  from  which  a  withdrawal  is  made  (in  the  case 
of  a  withdrawal)  will  be  reallocated  to  the  General  Partner  as  set  forth  above. 

The  incentive  allocation  with  respect  to  capital  accounts  of  partners  in  GCP  II  that  have  fully  withdrawn  except 
for  interests  in  one  or  more  "special  investment  accounts"  {i.e.,  "side  pockets"),  will  be  reallocated  to  the  General 
Partner  upon  "realization"  or  "deemed  realization"  (as  further  detailed  in  the  U.S.  Funds'  respective  offering 
documents)  of  the  applicable  side  pocket  investment. 


Fees  for  GCOF  and  GHYO 

Management  Fees 

GCM  generally  is  paid  a  quarterly  management  fee  equal  to  0.375%  (1.50%  annualized)  of  the  net  asset  value 
("NAV")  of  each  series  of  shares  for  GCOF  and  GHYO,  calculated  and  paid  in  advance  at  the  beginning  of  each 
quarter  but  amortized  monthly  over  the  respective  quarter.  A  pro  rata  portion  of  the  management  fee  will  be  paid 
to  GCM  out  of  any  subscriptions  for  shares  made  to  GCOF  or  GHYO  by  new  or  existing  shareholders  on  any  date 
that  does  not  fall  on  the  first  day  of  a  quarter,  based  on  the  actual  number  of  months  remaining  in  such  partial 
quarter.  If  shares  are  redeemed  at  any  time  other  than  at  the  end  of  a  quarter  from  GCOF  or  GHYO,  a  pro  rata 
portion  of  the  management  fee  (based  on  the  actual  number  of  days  remaining  in  such  partial  quarter)  will  be 
repaid  by  GCM  to  the  appropriate  Fund  and  distributed  to  the  redeeming  shareholder. 

Incentive  Fees 

At  the  end  of  each  Fund's  fiscal  year,  GCM  is  entitled  to  receive  an  incentive  fee  equal  to  20%  of  the  net  realized 
and  net  unrealized  appreciation  in  the  NAV  of  each  series  of  "ordinary"  shares  (i.e.,  not  the  class  S  shares)  of  each 
Fund  during  the  respective  year  (adjusted  for  any  redemptions  and  any  accruals  of  the  incentive  fees  made  during 
the  year  (the  "Adjusted  NAV"));  provided,  however,  that  an  incentive  fee  will  only  be  paid  with  respect  to  the 
portion  of  the  Adjusted  NAV  of  a  series  of  shares  that  is  in  excess  of  the  "Prior  High  NAV"  of  such  series  of 
shares.  With  respect  to  GCOF,  Adjusted  NAV  also  includes  adjustments  for  the  issuance  of  additional  "ordinary" 
shares  of  an  existing  series  following  the  realization  or  deemed  realization  of  a  "special"  or  "side  pocket" 
investment  (which  will  be  recorded  as  "class  S  shares")  and  the  subsequent  exchange  of  class  S  shares  relating 
thereto,  in  either  case,  occurring  during  such  year.  The  Prior  High  NAV  of  a  series  of  shares  is  the  NAV  of  that 
series  immediately  following  the  date  as  of  which  the  last  year-end  incentive  fee  was  determined  with  respect  to 
such  series  (or,  if  no  incentive  fee  has  yet  been  determined  with  respect  to  such  series,  the  NAV  of  that  series 
immediately  following  its  initial  offering).  The  Prior  High  NAV  of  a  series  of  shares  will  be  adjusted  for 
redemption  from  such  series.  The  Prior  High  NAV  of  a  series  of  shares  in  GCOF  will  also  be  adjusted  for 
redemptions  of  "ordinary"  shares  of  a  series  exchanged  for  class  S  shares  (i.e.,  upon  the  making  of  a  Special 
Investment)  and  the  issuance  of  additional  "ordinary"  shares  following  the  realization  or  deemed  realization  of  a 
Special  Investment. 

The  Funds  reserve  the  right  to  reduce,  waive  or  calculate  differently  the  management  fee  and/or  the  incentive  fee 
with  respect  to  any  shareholder.  In  addition,  the  Funds  reserve  the  right  to  impose  different  fees  on  future 
investments. 

GHYM  does  not  charge  directly  any  management,  incentive  or  other  fees  for  the  benefit  of  GCM. 

GCM  may  elect  to  receive  all  or  a  portion  of  the  incentive  fees  and/or  management  fees  from  the  Funds  currently 

or  on  a  deferred  basis,  subject  to  a  deferred  compensation  arrangement. 

Finally,  any  performance-based  fees  will  be  charged  in  accordance  with  Section  205  of  the  Advisers  Act  and  Rule 
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205-3  thereunder. 

GSPM  Fees 

Management  Fees 

GSPM  will  pay  to  GCM  generally  a  quarterly  management  fee  in  advance  as  of  the  beginning  of  each  Fiscal 
quarter  equal  to  0.1875%  (0.75%  annualized)  of  the  lower  of  (i)  the  NAV  allocable  to  each  investor's  investment 
in  either  GSPF  I  and  GSPFO  1  and  (ii)  total  capital  contributions,  i.e.  drawn  capital. 

Incentive  Allocation  (Reinvestment  Period  and  Distribution) 

Distributions  will  be  made  by  GSPM  to  GSPF  I  and  GSPFO  I  and  GCM  in  respect  of  its  Carried  Interest,  and  by 
GSPF  I  and  GSPFO  I  to  their  investors,  as  follows: 

-  8%  IRR  Hurdle:  First  to  the  investor  until  the  investor  has  received  cash  distributions  resulting  in  (i)  100% 
return  of  the  respective  investor's  total  capital  contributions  and  (ii)  an  8%  internal  rate  of  return  ("IRR") 
thereon;  and 

-  70/30  Split:  Thereafter,  70%  to  the  investor  and  30%  to  GCM  (as  "Carried  Interest"). 

Notwithstanding  the  foregoing,  the  Carried  Interest  will  be  calculated  and  distributed  to  GCM  only  after  the 
earlier  of  (i)  the  date  on  which  all  commitments  have  been  drawn  down  and  (ii)  the  end  of  the  drawdown  period. 
Prior  to  such  time  all  distributions  will  be  made  to  the  investors. 

Fee  Offset 

GSPM  may  invest  in  securities  vehicles  sponsored  and/or  managed  by  Greywolf,  such  as  CDO  products 
("Sponsored  Products"),  in  connection  with  which  GCM  may  be  entitled  to  receive  fees  or  other  forms  of 
remuneration  ("Sponsored  Product  Fees").  To  the  extent  GCM  or  its  affiliates  receive  any  Sponsored  Product 
Fees,  GCM  will  (i)  waive  the  Sponsored  Product  Fees  in  respect  of  the  GSPM's  interest  (direct  or  indirect)  in  the 
Sponsored  Products  or  (ii)  reduce  pro-rata,  but  not  below  zero,  the  amount  of  management  fees,  Carried  Interest 
or  expenses  of  the  Funds  that  are  paid  by  GCM'  on  behalf  of  GSPM  and  for  which  GCM  is  entitled  to 
reimbursement  (together  with  Management  Fees  and  carried  interest,  "Greywolf  Capital  Compensation")  that 
would  otherwise  be  payable  by  GSPM  to  GCM  by  the  Sponsored  Products  Fees  received  by  GCM  in  respect  of 
the  GSPM's  interest  (direct  or  indirect)  in  the  Sponsored  Products  (such  amount,  the  "Fee  Offset  Amount")  or 
(iii)  effect  any  other  transaction  such  that  the  Funds  are  not  charged  Sponsored  Products  Fees  in  respect  of  the 
Funds'  interest  (direct  or  indirect)  in  the  Sponsored  Products.  GCM  will  continue  to  earn  fees  on  the  percentage 
of  Sponsored  Products  owned  by  non-GSPM  investors. 


Complete  amended  pages  in  full,  circle  amended  items  and  flic  with  execution  page  (page  1). 


Confidential  Treatment  Requested  by  Goldman  Sachs 


GSMBS-E-02 1825566 


Footnote  Exhibits  -  Page  5656 


Schedule  F  of 

Form  ADV 

Continuation  Sheet  for  Form  ADV  Part  II 

Applicant: 

Grey  wolf  Capital  Management  LP 

SEC  File  Number 
801-65669 

Date: 

March  12, 2007    . 

(Do  not  use  this  Schedule  as  a  continuation  sheet  for  Form  ADV  Part  I  or  any  other  schedules.) 


I.      Full  name  of  applicant  exactly  as  stated  in  Item  IA  of  Part  I  of  Form  ADV: 


IRS  Empl.  Idem.  No: 


54-2104223 


Item  of  Form 
(identify) 


Answer 


Fees  for  GCLO I 

As  compensation  for  the  performance  of  its  obligations  as  collateral  manager,  GCM  is  entitled  to  receive  senior 
and  subordinated  management  fees  and,  if  certain  conditions  are  met,  an  incentive  collateral  management  fee  (the 
"Collateral  Management  Fees").  The  Collateral  Management  Fees  will  be  payable  from  interest  proceeds  and, 
if  interest  proceeds  are  not  sufficient,  from  principal  proceeds  from  the  portfolio  of  collateral  that  services  the 
debt  and  other  obligations  of  GCLO  1  (the  "Collateral  Portfolio"),  in  accordance  with  the  priority  of  payments 
schedule,  as  described  in  the  offering  documents  of  GCLO  I. 

GCM,  in  its  sole  discretion,  may,  from  time  to  time,  defer  or  waive  all  or  any  portion  of  the  Collateral 
Management  Fees. 

Senior  and  Subordinated  Management  Fees 

GCLO  I  will  pay  to  GCM  generally  a  quarterly  senior  collateral  management  fee  in  arrears  (subject  to  the 
availability  of  funds  and  the  priority  of  payments  schedule)  equal  to  0.15%  per  annum  of  the  aggregate  principal 
amount  of  the  Collateral  Portfolio.  The  senior  collateral  management  fee  will  be  payable  before  any  interest 
payments  or  distributions  of  interest  proceeds  on  the  securities  issued  by  GCLO  I.  If  on  any  payment  date  there 
are  insufficient  funds  to  pay  the  senior  collateral  management  fee  then  due  in  full  (or  if  GCM  elects  to  defer  any 
portion  of  the  fees),  the  amount  not  paid  will  be  deferred  and  will  be  payable  on  the  first  succeeding  payment  date 
specified  by  GCM  on  which  funds  are  available. 

The  issuer  also  will  pay  to  GCM  generally  a  quarterly  subordinated  collateral  management  fee  in  arrears  (subject 
to  the  availability  of  funds  and  the  priority  of  payments  schedule)  equal  to  0.35%  per  annum  of  the  aggregate 
principal  amount  of  the  Collateral  Portfolio.  The  subordinated  collateral  management  fee  will  be  payable  before 
any  payments  of  distributions  on  the  junior  most  subordinated  securities  issued  by  GCLO  I.  If  on  any  payment 
date  any  part  of  the  subordinated  collateral  management  fee  is  not  paid,  the  amount  not  paid  will  be  carried  over 
and  will  accrue  interest  at  a  rate  of  LIBOR  plus  3.00%  per  annum. 

Incentive  Collateral  Management  Fee 

GCM  will  be  entitled  to  receive  generally  a  quarterly  incentive  collateral  management  fee,  with  respect  to  each 
subclass  of  the  junior  most  subordinated  securities  of  GCLO  I  designated  as  being  included  for  purposes  of 
calculating  the  incentive  collateral  management  fee,  equal  to  20%  of  the  interest  proceeds  and  principal  proceeds 
remaining  available  for  distribution  to  the  subclass,  according  to  the  priority  of  payments  schedule.  The  incentive 
collateral  management  fee  will  be  payable  only  if  the  holders  of  the  subclass  have  received  an  annualized  internal 
rate  of  return  of  at  least  1 2.0%  for  the  period  from  the  date  of  issuance  of  such  subclass  to  the  relevant  payment 
date. 

Fee  Pay-Over  Arrangement 

GSPM  has  purchased  1 00%  of  the  initial  notional  amount  of  the  subordinated  securities.  For  so  long  as  GSPM  or 
any  other  funds  managed  by  GCM  continue  to  hold  any  subordinated  securities,  any  Collateral  Management  Fees 
otherwise  payable  to  GCM  will  be  paid  by  the  issuer  in  the  following  order: 

•  first,  to  GSPM  or  such  other  funds  (on  a  pro  rata  basis  among  such  funds)  according  to  the 
proportion  of  the  aggregate  notional  amount  of  all  the  subordinated  securities  that  are  held  by  the 
funds;  and 

•  the  remainder,  if  any,  to  GCM. 
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Item  2 


Item  3 


Expenses 


The  Funds  bear  certain  expenses  in  connection  with  their  operations,  including,  but  not  limited  to,  investment- 
related  expenses  (e.g.,  brokerage  commissions,  clearing  and  settlement  charges,  custodial  fees,  interest  expense, 
consulting  and  other  professional  fees  relating  to  particular  investments  or  contemplated  investments,  investment- 
related  travel  and  lodging  expenses,  and  research-related  expenses,  including,  without  limitation,  news  and 
quotation  equipment  and  services  and  the  cost  of  certain  investment  management  related  software),  legal 
expenses,  accounting,  audit  and  tax  preparation  expenses,  organizational  expenses,  expenses  relating  to  the  offer 
and  sale  of  interests  and  shares,  as  the  case  may  be,  management  fees,  fees  to  the  administrator,  extraordinary 
expenses  and  other  similar  expenses  related  to  the  Funds.  GHYO,  GHYM,  GSPFO  I  and  GSPM  also  bear  other 
expenses,  including  premiums  for  directors'  and  officers'  liability  insurance  (if  any),  remuneration  to  members  of 
the  respective  Fund's  board  of  directors  and  advisory  boards,  expenses  related  to  the  maintenance  of  each  Fund's 
registered  office  and  corporate  licensing.  GHYP  and  GHYO  also  bear  their  pro  rata  share  of  GHYM's  expenses 
as  well  as  expenses  related  to  risk  management  services  provided  by  third  parties.  GSPFO  I  and  GSPF  I  also 
bear  their  pro  rata  share  of  GSPM 's  expenses. 

Types  of  Clients 

As  noted  above,  GCM  provides  investment  advice  to  the  Funds,  which  are  formed  for  the  purpose  of  investment 
and  are  excluded  from  registration  under  Section  3(c)(7)  and/or  Section  3(c)(1)  of  the  Company  Act.  Investors  in 
the  Funds  generally  include  individuals,  investment  companies,  pension  and  profit  sharing  plans,  insurance- 
companies,  trusts,  estates,  charitable  organizations,  corporations,  partnerships  and  limited  liability  companies. 

Tvoes  of  Investments 

GCM  has  a  broad  mandate  to  invest  the  Funds'  assets,  on  margin  or  otherwise,  in  securities  and  financial 
instruments  of  U.S.  and  foreign  entities,  including,  without  limitation,  capital  stock;  all  manner  of  equity 
securities  (whether  registered  or  unregistered,  traded  or  privately  offered);  shares  of  beneficial  interest; 
partnership  interests  and  similar  financial  instruments;  bonds,  notes  and  debentures  (whether  subordinated, 
convertible  or  otherwise);  currencies;  interest  rate,  currency,  equity  and  other  derivative  products,  including, 
without  limitation,  (i)  futures  contracts  (and  options  thereon)  relating  to  stock  indices,  currencies.  United  States 
Government  securities,  securities  of  non-U.S.  government  and  other  financial  instruments  and  all  other 
commodities,  (ii)  swaps,  options,  rights,  warrants,  when-issued  securities,  caps,  collars,  floors,  forward  rate 
agreements,  and  repurchase  and  reverse  repurchase  agreements  and  other  cash  equivalents,  (Hi)  spot  and  forward 
currency  transactions,  and  (iv)  agreements  relating  to  or  securing  such  transactions;  leases,  including,  without 
limitation,  equipment  lease  certificates;  equipment  trust  certificate;  loans;  DIP  financings;  accounts  and  notes 
receivable  and  payable  held  by  trade  or  other  creditors;  trade  acceptances  and  claims;  contract  and  other  claims; 
executory  contracts;  participations;  mutual  funds;  U.S.  and  non-U.S.  money  market  funds  and  instruments; 
obligations  of  the  United  States,  any  state  thereof,  non-U.S.  governments  and  instrumentalities  of  any  of  them; 
commercial  paper,  certificates  of  deposit;  bankers'  acceptances,  trust  receipts;  letters  of  credit;  money  market 
instruments;  accounts  payable;  puts;  other  bankruptcy  claims  and  bank  debt;  and  other  obligations  and 
instruments  or  evidences  of  indebtedness  of  whatever  kind  or  nature;  in  each  case,  of  any  person,  corporation, 
government  or  other  entity  whatsoever,  whether  or  not  publicly  traded  or  readily  marketable. 

Investments  are  made  in  accordance  with  the  investment  objectives  and  guidelines  as  set  forth  in  each  Fund's 
respective  offering  memorandum  and  investment  management  or  collateral  management  agreement,  as  applicable, 
and,  in  the  case  of  GCLO  I,  in  accordance  with  the  indenture  between  GCLO  I  and  the  trustee. 
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Item  4.A.  and  B. 


Item  4.C. 


For  a  more  comprehensive  description  of  the  securities  and  financial  instruments  that  each  Fund  may  invest  in, 
see  the  respective  offering  documents  of  each  such  Fund. 

From  time  to  time,  the  Funds  may  get  exposure  to  investments  through  their  participation  in  special  purpose 
vehicles  (which  may  include  domestic  and  offshore  limited  partnerships,  limited  liability  companies  and 
corporations)  managed,  held  or  sponsored  by  GCM,  its  affiliates  and/or  by  unaffiliated  parties.  GCM  is  generally 
not  entitled  to  any  compensation  in  connection  with  investments  through  such  special  purpose  vehicles. 

Methods  of  Analysis.  Sources  of  Information  and  Investment  Strategies 

GCM  uses  charting,  economic,  fundamental,  cyclical,  technical  and  quantitative  analyses.  In  addition,  the 
principals  and  members  of  the  investment  team  of  GCM  have  developed  their  own  methodology  and  resources  to 
assist  in  the  identification  of  opportunities  in  the  relevant  markets.  GCM  utilizes  the  key  relationships  that  its 
principals  and  other  members  of  the  investment  team  have  developed  during  their  careers  to  expeditiously 
identify  and  analyze  investment  opportunities. 

The  collateral  management  functions  performed  by  GCM  with  respect  to  the  Collateral  Portfolio  held  by  GCLO  I 
include  (i)  selecting  the  collateral  to  be  acquired  and  sold,  (ii)  monitoring  the  Collateral  Portfolio  on  an  ongoing 
basis  and  advising  GCLO  I  as  to  which  collateral  to  acquire  and  which  to  sell,  (iii)  instructing  the  trustee  with 
respect  to  any  disposition  or  tender  of  collateral  by  GCLO  I  and  (iv)  advising  GCLO  1  with  respect  to  interest  rate 
risk,  cash  flow  timing  and  hedging  strategies. 

With  respect  to  the  Funds  other  than  GCLO  1,  GCM  focuses  on  three  principal  investment  strategies,  as  described 
below.  For  a  more  detailed  description  of  the  strategies  to  be  utilized  by  each  Fund,  investors  should  review  each 
Fund's  offering  documents.  The  descriptions  contained  herein  of  specific  strategies  that  GCM  is  or  may  be 
engaged  in  should  not  be  understood  as  in  any  way  limiting  its  investment  activities. 

Special  Situations  Investing 


Special  situations  investing  includes  a  variety  of  tactics  aimed  at  capitalizing  on  market  opportunities  resulting 
from  catalyst  driven  events  and/or  value  propositions  created  by  market  inefficiencies.  GCM's  main  focus  in  this 
respect  is  credit-specific  with  a  focus  on  distressed  securities,  special  situations  and  capital  structure  arbitrage 
opportunities,  where  GCM  believes  that  the  market  is  either  over-  or  under-pricing  asset  value.  In  order  to 
identify  opportunities,  GCM  focuses  on  markets  or  issuers  undergoing  periods  of  volatility.  Volatility  may  be 
caused  by  operational  problems,  legislative  or  regulatory  changes,  legal  actions,  management  issues,  fraud  or 
severe  market  demand  shifts.  Significant  price  fluctuations  often  occur  in  securities  whose  issuers  are  the  subject 
of  corporate  reorganizations  or  restructurings,  liquidity  crises,  mergers,  spin-offs  or  credit  rating  changes.  The 
volatility  of  the  markets  for  these  securities  often  results  in  their  being  mispriced.  GCM  intends  to  utilize  long 
and  short  strategies  based  on  relative  value  assessments. 


High  Yield  Investing 


In  pursuing  high  yield  investing,  portfolio  investments  will  be  concentrated  in  long  and  short  positions  in  high- 
yield  bonds,  credit  default  swaps  and  bank  loans  to  leveraged  companies.  Smaller  allocations  in  investment-grade 
bonds  and  other  corporate  obligations  may  also  be  made. 

GCM's  high  yield  investing  approach  focuses  by  making  long  and  short  investments  using  fundamental  analysis, 
as  well  as  by  exploiting  inefficiencies  and  trading  opportunities  in  the  credit  markets.  In  carrying  out  this 
investment  strategy,  GCM  attempts  to  maintain  portfolio  liquidity  and  to  preserve  capital. 

The  investment  process  focuses  on  credit  analysis  of  individual  companies,  but  industry  dynamics  and  macro- 
economic  conditions  are  also  considered.  Once  a  company  is  targeted  for  investment,  a  relative  value  matrix  of 
such  company's  capital  structure  is  constructed,  and  capital  structure  arbitrage  positions  may  be  established. 
GCM  may  also  seek  to  lessen  industry  or  commodity  risk  by  shorting  a  security  closely  correlated  with  that  risk 
(/.<?.,  a  paired  trade). 
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Item  5 


Item  6 


Structured  Products 


The  structured  transactions  are  expected  to  consist  substantially  of  cash  and  synthetic  collateralized  debt 
obligations  ("CDOs")  and  the  equity  securities  of  CDO  issuers  ("CDO  Equity  Securities"),  including  CDO's 
collateralized  primarily  by  other  CDOs  ("CDO's";  together  with  CDO  Equity  Securities  and  CDOs,  "CDO 
Products"),  but  may  also  include  commercial  mortgage-backed  securities  ("CMBS"),  residential  mortgage- 
backed  securities  ("RMBS"),  asset-backed  securities  ("ABS"),  credit  default  swaps  ("CDS")  and  other 
derivative  instruments,  and  other  types  of  structured  products.  The  CDOs  may  consist  of  or  reference  corporate 
debt  instruments.  ABS,  RMBS,  CMBS,  other  CDOs  or  other  assets. 

GCM  will  invest  primarily  in  tranched  portfolio  risk  in  both  the  cash  and  synthetic  markets.  This  will  include 
investments  in  cash  and  synthetic  CDO  Products,  as  well  as  cash  and  synthetic  investments  in  the  CMBS,  RMBS, 
and  ABS  markets. 

GCM  may  invest  in  all  parts  of  the  portfolio  capital  structure  from  equity  risk  to  senior/super-senior  risk.  GCM 
may  take  long  or  short  positions  in  tranched  risk.  GCM  will  invest  primarily  in  portfolio  risk,  it  may  also  take 
long  or  short  positions  in  single  name  or  index  risk  to  hedge  or  take  outright  exposure,  including  common  stock, 
preferred  stock,  corporate  and/or  consumer  loans  on  an  individual  or  portfolio  basis. 

It  is  expected  that  a  significant  portion  of  the  positions  in  this  strategy  will  be  invested  in  portfolio  risk  sourced 
from  the  non-investment  grade  corporate  bond,  loan,  CDO  and  CDS  markets.  GCM  may  also  invest  in  portfolio 
risk  sourced  from  the  investment  grade  corporate  market,  the  emerging  debt  markets,  the  corporate  and  residential 
real  estate  markets,  the  consumer  market,  and  other  types  of  structured  products. 

Education  and  Business  Standards 

Generally,  individuals  engaged  in  determining  and  implementing  investment  strategies  will  have,  at  a  minimum,  a 
four  year  college  degree.  In  addition,  most  of  these  individuals  will'  have  significant  experience  in  the  financial 
industry.  GCM  expects  that  additional  persons  employed  by  GCM  in  the  future  will  have  qualifications  and 
backgrounds  consistent  with  those  of  its  current  employees. 

Education  and  Business  Background 

The  following  information  is  provided  for  GCM's  principal  executive  officers: 


Name 

Jonathan 
Savitz 


Year  of  Birth 
1965 


Formal  Education 

BA,  honors,  The  Johns 
Hopkins  University  (1987) 


Business  Background  fnast  5  years) 

Greywolf  Capital  Management  LP,  Chief 

Executive  Officer,  Chief  Investment  Officer 

and  Managing  Partner  (February  2003  - 

present) 

Goldman,  Sachs  &  Co.,  General  Partner 

(1998-2002),  Managing  Director  (1996- 

1998) 
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William  Troy 


1951 


Greywolf  Capital  Management  LP. 

Portfolio  Manager  of  High  Yield  Funds, 

Risk  Management  and  Investor  Relations 

(February  2003  -  present),  Chief  Operating 

Officer  (February  2003  -  May  2005) 

JP  Morgan,  Managing  Director  (1998-2001) 

Smith  Bamey,  Managing  Director  (1996  - 
1998) 


James 
Gillespie 


1972 


Chartered  Financial  Analyst 

Bachelor  of  Commerce  (with 

honors),  University  of  British 

Columbia,  (1995);  Leslie 

Wong  Fellow  (1995) 


Robert  Miller 


1961 


MBA  (with  honors),  UNC- 
Chapel  Hill  (1989) 

BA,  magna  cum  laude, 

Franklin  and  Marshall  College 

(1983) 


Gregory 
Mount 


1964 


Cevdet 
Samikoglu 


1971 


MBA  (with  honors)  The 

University  of  Chicago 

Graduate  School  of  Business 

(1992) 

BS,  in  Electrical  Engineering, 
M.I.T.  (1987) 


MBA,  Harvard  Business 
School  (1997) 

BA,  Hamilton  College  (1992) 


Greywolf  Capital  Management  LP, 

Portfolio  Manager  of  Grey  wolf  Capital 

Partners  II  and  Greywolf  Capital  Overseas 

Fund  (collectively,  the  "Special  Situation 

Funds")  (February  2003  -  present) 

Goldman,  Sachs  &  Co.,  Head  of  Distressed 

Bond  Investing  (2002),  Director  of 

Distressed  Bond  Research  (2001-  2002), 

Credit  Analyst,  Distressed  Bond  and 

Distressed  Bank  Loan  Groups  (1996  -  2001) 

Greywolf  Capital  Management  LP, 

Portfolio  Manager  of  High  Yield  Funds 

(2004  -  present),  Principal/  Head  Trader 

(February  2003  -February  2004) 

Consultant  to  Goldman,  Sachs  &  Co. 
(2000-2001) 

Goldman,  Sachs  &  Co. 

Manager  of  High  Yield  trading  desk  (1 998- 

2000),  Senior  Trader,  High  Yield  desk 

(1995  -  1998),  Trader,  Corporate  Bond 

department  (1989-  1995) 

Greywolf  Capital  Management  LP,  Partner 

(September  2005  -  present) 

Goldman,  Sachs  &  Co.,  Partner  (2002- 

2005);  Managing  Director  (2000-2002); 

Vice  President  (1996-2000) 


Greywolf  Capital  Management  LP, 

Portfolio  Manager  of  Special  Situation 

Funds  (February  2003  -  present) 

Goldman,  Sachs  &  Co.,  Director  of 

Research  for  the  Special  Situations 

Investing  Group  ("SSIG")  (2001  -2003); 

Portfolio  Manager  of  SSIG  (2000  -  2003); 
Senior  Credit  Analyst  (1999);  Credit 

Analyst  (1998) 
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Item  of  Form 
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Item  8.C. 


Item  8.D. 


Item  9 


Brett  Bush 


Michelle 
Lynd 


1973 


Chartered  Financial  Analyst 
Certified  Public  Accountant 

(inactive) 

B.S.,  magna  cum  laitde,  in 

Accounting  and  Finance, 

Boston  College  (1990) 


JD,  Northwestern  University 
School  of  Law  (1998) 

BA,  magna  cum  laude. 

University  of  Pennsylvania 

(1995) 


Stephen 
El  I  wood 


1968  Chartered  Financial  Analyst         Greywolf  Capital  Management  LP,  Chief 

Operating  Officer  (May  2005  -  present) 

Watershed  Asset  Management,  Chief 
.   Financial  Officer  and  Managing  Director, 
(2002  -  2004) 

Fox  Paine,  Chief  Financial  Officer  (1998- 
1999) 

Greywolf  Capital  Management  LP,  General 

Counsel  (February  2006-  Present) 

Chief  Compliance  Officer  (February  2006- 

August  2006);  Counsel  (November  2005- 

February  2006) 

Farallon  Capital  Management,  LLC, 

Managing  Director  2005;  Associate  General 

Counsel  (2001-2005) 

Davis  Polk  &  Wardwell 
Corporate  Associate  (1998-2001) 

1970  JD,  St.  John's  University  Greywolf  Capital  Management  LP,  Chief 

Compliance  Officer  (August  2006  - 

Present);  Compliance  Officer  (May  2006- 

August  2006) 

Forest  Investment  Management  LLC,  Chief 

Compliance  Officer  &  Counsel  (July  2004 

-  May  2006) 

MacKay  Shields  LLC,  Director  (2003); 

Associate  Director  (2001  -2003); 

Associate  (1999-2001) 

Other  Financial  Industry  Activities  and  Affiliations 

As  noted  previously,  Greywolf  Advisors  LLC,  serves  as  the  general  partner  of  the  U.S.  Funds.  Mr.  Jonathan 
Savitz,  GCM's  Chief  Executive  Officer  and  Chief  Investment  Officer,  the  managing  member  of  GCM's  general 
partner,  and  is  also  the  senior  managing  member  of  Greywolf  Advisors  LLC  and  Messrs.  William  Troy,  James 
Gillespie,  Robert  Miller,  Gregory  Mount  and  Cevdet  Samikoglu  are  its  managing  members  (collectively,  with  Mr. 
Savitz,  the  "Principals"). 

GCM  does  not  provide  investment  advisory  services  to  persons  with  individually  managed  accounts  and  therefore 
generally  does  not  solicit  clients  to  invest  in  the  Funds. 

GSPM  has  purchased  100%  of  the  initial  notional  amount  of  the  subordinated  securities  of  GCLO  I.  Under  this 
arrangement,  the  Collateral  Management  Fees  otherwise  payable  by  GCLO  I  to  GCM  are  paid  to  GSPM. 


Participation  or  Interest  in  Client  Transactions  and  Conflicts  of  Interest 
Participation  or  Interest  in  Client  Transactions 


JD,  St.  John's  University 

School  of  Law  (1997) 

BS,  Loyola  College  in 

Maryland  (1993) 
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GCM  and  its  personnel  do  not  purchase  or  sell  any  securities  for  their  own  accounts  to  or  from  the  Funds. 
However,  from  time  to  time,  subject  to  Fund  investment  guidelines  and  restrictions,  GCM  may  direct  one  Fund  to 
sell  securities  to  another  Fund  through  an  internal  cross  transaction  in  which  neither  GCM  nor  a  related  person 
will  receive  compensation.  Any  such  transaction  will  be  effected  based  on  the  then  current  independent  market 
price  and  consistent  with  valuation  procedures  established  by  GCM.  To  the  extent  that  any  such  cross  transaction 
may  be  viewed  as  a  principal  transaction  due  to  the  ownership  interest  in  the  Fund  by  GCM  and  its  personnel, 
GCM  will  comply  with  the  requirements  of  Section  206(3)  of  the  Advisers  Act,  including  that  GCM  will  notify 
the  Fund  (or  an  independent  representative  of  the  Fund). 

Conflicts  of  Interest 


The  Funds  are  subject  to  a  number  of  actual  and  potential  conflicts  of  interest.  Certain  inherent  conflicts  of 
interest  arise  from  the  fact  that  GCM  and  its  affiliates  (including  the  General  Partner,  the  "Greywolf  Group") 
provide  investment  management  services  to  the  Funds  and  may,  in  the  future,  provide  management  services  to 
additional  funds  or  other  accounts  and  proprietary  accounts  in  which  the  Funds  will  have  no  interest  (collectively, 
"Other  Accounts").  The  respective  investment  programs  of  the  Funds  and  Other  Accounts  may  or  may  not  be 
substantially  similar.  The  portfolio  strategies  employed  by  the  Greywolf  Group  for  Other  Accounts  could  conflict 
with  the  transactions  and  strategies  employed  by  the  Greywolf  Group  in  managing  the  Funds  and  affect  the  prices 
and  availability  of  the  securities  and  instruments  in  which  the  Funds  invest.  Conversely,  participation  in  specific 
investment  opportunities  may  be  appropriate,  at  times,  for  one  or  more  of  the  Funds  and  Other  Accounts.  In  such 
case,  participation  in  such  opportunities  will  be  allocated  on  an  equitable  basis,  as  more  fully  described  under 
"Investment  or  Brokerage  Discretion  -  TTade  Allocation  and  Aggregation  Policies  and  Procedures"  below.  Such 
considerations  are  likely  to  result  in  allocations  of  certain  investments  among  the  Funds  and  Other  Accounts  on 
other  than  a  pari  passu  basis. 

From  time  to  time,  GCM  may  acquire  securities  or  other  financial  instruments  of  an  issuer  for  a  Fund  (or  Other 
Account)  which  are  senior  or  junior  to  securities  or  financial  instruments  of  the  same  issuer  that  are  held  by,  or 
acquired  for,  another  Fund  (or  Other  Account)  (e.g.,  one  Fund  (or  Other  Account)  may  acquire  senior  debt  while 
another  Fund  (or  Other  Account)  may  acquire  subordinated  debt).  GCM  recognizes  that  conflicts  may  arise  under 
such  circumstances.  When  this  occurs,  the  portfolio  managers  will  attempt  to  determine  which  of  the  "conflicting 
investments"  has  the  highest  profitability  potential  (such  investment,  the  "Preferred  Investment"),  taking  into 
account  such  considerations  as  size  of  positions,  the  risk/reward  profile  and  likelihood  of  success  of  a  particular 
course  of  action  (i.e.,  exercising  remedies  under  loan,  note  or  security  agreements,  proposing  or  opposing  DIP 
financing  or  other  motions  in  a  bankruptcy  court,  pursuing  litigation  or  proposing  or  supporting  a  plan  of 
reorganization  in  bankruptcy),  control  and  costs  and  demands  on  GCM's  resources  and  personnel.  In  the  absence 
of  an  agreement  among  the  portfolio  managers  as  to  the  Preferred  Investment,  Mr.  Savitz,  or  in  his  absence,  Mr. 
Troy,  may  make  such  determination. 

Applicable  tax,  regulatory  and  other  considerations  may  sometimes  lead  to  certain  equity  and  real  estate 
investments  being  structured  in  a  manner  such  that  a  Fund  (or  the  entity  through  which  a  Fund  makes  an 
investment)  will  lend  capital  to  (or  enters  into  a  similar  transaction  with)  U.S.  funds  affiliated  with  a  Fund.  The 
debt  interest  of  such  Fund,  while  senior  to  the  equity  interest  held  by  the  affiliated  U.S.  funds,  is  often  structured 
to  yield  a  debt-like  return  (and  accordingly  a  lower  rate  of  return)  than  the  U.S.  funds'  investment  in  the  equity. 
As  in  all  allocation  decisions,  GCM  must  weigh  the  conflicting  interests  of  the  different  investors  and  funds  in 
determining  the  amount  to  allocate  to  debt  and  equity  and  the  terms  of  these  loans.  GCM  will  attempt  to  deal  with 
such  conflicting  interests  in  a  manner  similar  to  that  of  Preferred  Investments.  Additionally,  the  equity  and  debt 
holders  with  respect  to  an  investment  may  have  conflicting  interests  during  the  term  of  a  particular  investment, 
especially  if  the  investment  is  not  performing  well. 

Once  the  Preferred  Investment  is  determined,  the  portfolio  managers  will  take  actions  which  seek  to  maximize 
value.  Such  actions  could  possibly  be  adverse  to  other  investments  held  by  the  Funds  or  Other  Accounts.  To 
lessen  any  adverse  impact  resulting  from  such  action,  GCM  may  seek  to  sell  in  a  commercially  reasonable 
manner  the  non-Preferred  Investments.  Alternatively,  a  determination  may  be  made  that  an  immediate  sale  would 
result  in  a  lower  return  on  the  non-Preferred  Investment  than  would  be  the  case  if  the  investment  remained  in  the 
portfolio,  in  which  case  GCM  would  maintain  the  position.  There  can  be  no  guarantee,  however,  that  continuing 
to  hold  a  non-Preferred  Investment  will  not  result  in  greater  losses  than  would  have  resulted  had  the  investment 
been  sold. 
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In  addition,  the  Greywolf  Croup  may  give  advice  or.  take  action  with  respect  to  the  investments  of  one  or  more 
Funds  (or  Other  Accounts)  that  may  not  be  given  or  taken  with  respect  to  other  Funds  with  similar  investment 
programs,  objectives,  and  strategies.  Accordingly,  Funds  having  similar  strategies  may  not  hold  the  same 
securities  or  instruments  or  achieve  the  same  performance.  The  Greywolf  Group  also  may  advise  Funds  (or  Other 
Accounts)  with  conflicting  programs,  objectives  or  strategies.  These  activities  also  may  adversely  affect  the 
prices  and  availability  of  other  securities  or  instruments  held  by  or  potentially  considered  for  one  or  more  Funds. 
Finally,  GCM,  its  principals  and  other  personnel  may  have  conflicts  in  allocating  their  time  and  services  among 
the  Funds  (and/or  Other  Accounts).  GCM  and  its  principals,  officers  and  employees  will  devote  as  much  of  their 
time  to  the  activities  of  the  Funds  as  GCM  deems  necessary  and  appropriate. 


From  time  to  time  one  Fund  managed  by  GCM  (the  "Selling  Fund")  may  offer  to  another  Fund  managed  or 
advised  by  GCM  (the  "Purchasing  Fund")  assignments  or  sales  of,  loans  (or  interests  therein)  that  the  Selling 
Fund  has  originated  or  purchased.  Such  offers  will  usually  be  made  after  the  Selling  Fund  has  already  held  such 
investment  (including  the  portion  offered)  for  a  period  of  time.  The  price  of  the  participation,  assigned  or  sold 
interest  (as  the  case  may  be)  will  be  established  based  on  third-party  valuations.  Further,  the  decision  by  the 
Purchasing  Fund  to  accept  or  reject  the  offer  made  by  the  Selling  Fund  will  be  made  by  parties  or  individuals  not 
involved  in  the  origination  or  purchase  decision  on  behalf  of  the  Selling  Fund.  In  determining  the  target  amount 
of  a  particular  loan  originated  or  purchased  by  the  Selling  Fund,  the  Selling  Fund  may  take  into  consideration  the 
fact  that  it  anticipates  offering  participations  or  assigning  or  selling  a  portion  of  such  loan  as  described  above.  If 
the  offered  funds  and  accounts  decide  not  to  purchase  such  participations,  assignments  or  interests  in  such 
investments,  the  Selling  Fund  will  be  forced  to  hold  that  portion  of  the  investment  until  such  time  as  it  can  be 
disposed  of.  This  may  result  in  the  Selling  Fund  being  "overweighted"  with  respect  to  a  particular  investment  for 
a  significant  period  of  time. 
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GCM  and  its  affiliates  are  not  restricted  from  forming  additional  investment  funds,  entering  into  other  investment 
advisory  relationships,  exercising  investment  responsibility,  engaging  in  other  business  (or  non-business) 
activities  or  directly  or  indirectly  purchasing,  selling,  holding  or  otherwise  dealing  with  any  securities  for  the 
account  of  any  such  other  business  or  for  other  clients  (including,  without  limitation,  for  or  on  behalf  of  clients 
that  invest  or  may  invest  in  the  Funds  or  Other  Accounts),  even  though  such  activities  may  be  in  competition  with 
the  Funds  and/or  may  involve  substantial  time  and  resources  of  GCM  and  its  affiliates;  provided  that  (i)  OCM  has 
agreed  not  to  begin  investment  allocations  to  any  fund  with  investment  parameters  substantially  similar  to  the 
GSPM  until  75%  or  more  of  the  Fund's  aggregate  Commitments  have  been  drawn  and  invested,  unless  GSPM's 
Advisory  Committee  approves  investment  allocations  prior  to  such  time  and  (ii)  GSPM  will  receive  Priority 
Allocations  of  equity  in  GCM  sponsored  products  that  are  CDOs  ("Sponsored  CDOs")  in  accordance  with  the 
following: 

(a)  "Priority  Allocation"  shall  mean  the  allocation  of  the  equity  of  any  Sponsored  CDOs  to  GSPM  in  an 
amount  equal  to  the  lesser  of  (x)  $30  million  and  (y)  80%  of  the  aggregate  equity  of  such  Sponsored 
CDO,  where  such  allocation  is  controlled  by  GCM. 

(b)  The  Priority  Allocation  will  terminate  on  the  earlier  of: 

(i)  the  date  during  GSPM's  drawdown  period  on  which  GSPM  has  invested  $90  million  in 

Sponsored  CDO  equity  or,  if  GSPM  has  not  invested  such  amount  by  the  end  of  the 
drawdown  period,  the  date  thereafter  on  which  GSPM  has  invested  the  lesser  of  (x)  $90 
million  and  (y)  30%  of  the  Net  Asset  Value  of  GSPM  in  Sponsored  CDO  equity,  in  each 
case  calculated  on  the  basis  of  cost  or,  in  GCM's  sole  discretion,  a  premium  that  results 
from  additional  value  in  such  Sponsored  CDO  equity  created  by  GCM  (for  example,  by 
the  waiver  of  the  applicable  management  fees),  and 

(ii)  the  third  anniversary  of  GSPM's  final  Closing  Date 

GCM  may  from  time  to  time  invest  its  excess  funds  in  one  or  more  Funds  or  in  securities  or  instruments  in  which 
it  may  invest  the  Funds'  assets.  Similarly,  GCM,  its  principals,  officers  and  employees  may  from  time  to  time 
make  personal  investments  in  securities  or  instruments  in  which  GCM  may  invest  the  Funds'  assets.  GCM  arid  its 
personnel  may  buy,  sell,  or  hold  securities  or  other  instruments  for  its  or  their  own  accounts)  while  entering  into 
different  investment  decisions  for  one  or  more  Funds.  In  addition,  certain  GCM's  principals  and  employees  have 
substantial  personal  investments  in  one  or  more  Funds.  The  amount  of  each  principal  or  employee  personal 
investment  in  a  Fund  (if  any)  may  change  over  time.  A  principal  or  employee  may  decide  to  invest  only  in 
certain  Fund(s)  and  not  in  other(s).  Investors  will  not  be  provided  with  notice  of  principals'  or  employees' 
investment  in,  or  withdrawal  from,  a  Fund  (except  to  the  extent  such  notice  is  required  under  a  Fund's  offering 
document). 

The  above  list  is  not  a  complete  description  of  every  conflict  of  interest  that  could  be  deemed  to  exist. 

Certain  of  GCM's  principals,  officers  and  employees  are  former  employees  of  Goldman,  Sachs  &  Co.,  which  acts 
as  prime  broker  and  often  as  a  counterparty  to  the  Funds.  Such  former  Goldman,  Sachs  &  Co.  employees  may 
still  have  an  interest  in.  or  other  business  dealings  with,  Goldman,  Sachs  &  Co.  Such  continuing  relationships 
with  Goldman,  Sachs  &  Co.  may  be  deemed  to  create  a  conflict  of  interest  for  GCM  with  respect  to  its  choosing 
or  maintaining  the  Funds'  relationships  with  Goldman,  Sachs  &  Co. 

Code  of  Ethics 


GCM  strives  to  foster  and  maintain  a  reputation  for  honesty,  integrity  and  professionalism.  In  seeking  to  meet 
these  standards,  GCM  has  adopted  a  Code  of  Ethics  (the  "Code").  The  Code  incorporates  the  following  general 
principles  that  all  employees  are  expected  to  uphold:  employees  must  at  all  times  place  the  interests  of  clients 
first:  all  personal  securities  transactions  must  be  conducted  in  a  manner  consistent  with  the  Code  and  any  actual 
or  potential  conflicts  of  interest  or  any  abuse  of  an  employee's  position  of  trust  and  responsibility  must  be 
avoided:  employees  must  not  take  any  inappropriate  advantage  of  their  positions;  information  concerning  the 
identity  of  securities  and  financial  circumstances  of  the  Funds,  including  the  Funds'  investors,  must  be  kept 
confidential:  and  independence  in  the  investment  decision-making  process  must  be  maintained  at  all  times.  The 
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Code  also  places  restrictions  on  personal  trades  by  employees,  including  that  they  disclose  their  personal 
securities  holdings  and  transactions  to  GCM  on  a  periodic  basis.  GCM  discourages  employees  from  engaging  in 
personal  securities  transactions  and  requires  that  employees  preclear  all  personal  securities  transactions  (except 
for  a  limited  number  of  exempt  transactions  (e.g.,  shares  issued  by  open-ended  mutual  funds,  money  market 
funds,  U.S.  Treasury  bonds,  commercial  paper,  etc.))  before  effecting  a  personal  transaction  in  securities. 
Investors  may  request  a  copy  of  the  Code  by  contacting  GCM  at  the  address  or  telephone  number  listed  on  the 
first  page  of  this  document. 

GCM  also  maintains  insider  trading  policies  and  procedures  (the  "Insider  Trading  Policies")  that  are  designed 
to  prevent  the  misuse  of  material,  non-public  information.  GCM's  personnel  are  required  to  certify  to  their 
compliance  with  the  Code,  including  the  Insider  Trading  Policies,  on  a  periodic  basis. 


Item  10 


Item  1 1 


Restrictions  Due  to  Insider  Information 

GCM's  Insider  Trading  Policies  prohibit  GCM  and  its  personnel  (to  the  extent  prohibited  by  law)  from  trading  for 
the  Funds  or  themselves,  or  recommending  trading,  in  securities  of  an  issuer  on  the  basis  of  material,  non-public 
information  ("Inside  Information")  about  the  issuer,  from  disclosing  such  information  to  any  person  not  entitled  to 
receive  it,  and  from  assisting  anyone  in  transacting  business  on  the  basis  of  Inside  Information  through  a  third 
party.  By  reason  of  its  various  activities,  GCM  may  become  privy  to  Inside  Information  or  be  restricted  from 
effecting  transactions  in  certain  investments  that  might  otherwise  have  been  initiated.  GCM  has  designed  and 
implemented  policies  and  procedures  designed  to  comply  with  the  requirements  of  the  federal  securities  laws 
relating  to  insider  trading.  Among  other  things,  such  policies  and  procedures  seek  to  control  and  monitor  the  flow 
of  Inside  Information  to  and  within  GCM,  as  well  as  prevent  trading  on  the  basis  of  Inside  Information. 
Companies  about  which  GCM  has  Inside  Information  will  be  placed  on  GCM's  restricted  list.  GCM's  ability  to 
trade  public  securities  the  issuers  of  which  are  placed  on  the  restricted  list  is  extremely  limited. 

Conditions  for  Managing  Accounts 

Investors  in  the  Special  Situation  Funds  and  the  High  Yield  Funds  are  generally  required  to  make  minimum  initial 
investments  of  at  least  US$2,000,000  and  investors  in  the  Structured  Products  Funds  are  generally  require  to 
make  minimum  initial  investments  of  at  least  US$25,000,000.  Thereafter,  additional  investments  may  be 
accepted  in  US$250,000  increments  with  respect  to  the  Special  Situation  Funds  and  the  High  Yield  Funds.  No 
additional  investments  will  be  accepted  after  the  final  closing  for  the  Structured  Products  Funds.  The  minimum 
investments  may  be  waived  by  the  General  Partner  (in  the  case  of  the  U.S.  Funds)  or  by  the  board  of  directors  (in 
the  case  of  the  Offshore  Funds),  provided  that  the  Offshore  Funds  may  not  accept  minimum  initial  investments  of  less 
than  US$50,000. 

Investments  in  the  Funds  are  not  freely  transferable  and  subject  to  limitations  on  their  liquidity,  including,  without 
limitation,  "lock  up"  or  "commitment"  periods,  gates,  limited  liquidity  dates  and  potentially  periods  in  which 
withdrawals  of  capital/redemption  of  shares  may  be  suspended.  Such  limitations  must  be  considered  significant. 

To  review  the  specific  liquidity  terms  of  each  Fund,  investors  should  review  the  Funds'  respective  offering  documents. 

Review  of  Accounts 
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GCM  performs  various  reviews  of  the  Funds'  portfolios  on  an  ongoing  basis.  Portfolio  managers  and  the  Chief 
Executive  Officer  are  responsible  for  overseeing  the  reviews.  Research  analysts  and  other  investment  professionals 
also  monitor  existing  holdings  and  research  new  ideas.  Accounts  are  regularly  reviewed  in  light  of  their  established 
objectives  and  policies.  The  Funds'  administrator  also  reviews  the  accounts  regularly. 

Investors  in  Funds  other  than  GCLO  I,  receive  monthly  reports  and  annual  audited  financial  statements  prepared  by 
the  Funds'  independent  auditor  after  completion  of  each  year's  audit  (or  as  soon  as  reasonably  practicable  thereafter), 
as  well  as  certain  tax  information  for  preparation  of  investors'  tax  returns. 

Monthly  reports  and  certain  other  reports  prepared  by  or  on  behalf  of  GCLO  I  in  accordance  with  the  indenture 
are  available  upon  request  to  holders  of  securities  issued  by  GCLO  I. 


Investment  or  Brokerage  Discretion 

As  noted  previously,  GCM  has  full  discretionary  authority  to  manage  the  Funds,  including  authority  to  make 
decisions  with  respect  to  which  securities  are  bought  and  sold,  the  amount  and  price  of  those  securities,  the  brokers  or 
dealers  to  be  used  for  a  particular  transaction,  and  commissions  or  markups  and  markdowns  paid.  GCM's  authority  in 
this  regard  is  limited  by  its  own  internal  policies  and  procedures  and  each  Fund's  investment  guidelines  and,  in  the 
case  of  GCLO  I,  in  accordance  with  the  indenture  between  GCLO  I  and  the  trustee. 

In  selecting  an  appropriate  broker-dealer  to  effect  a  client  trade,  GCM  seeks  to  obtain  best  execution,  taking  relevant 
factors  into  consideration,  including,  but  not  limited  to:  price  quotes;  the  size  of  the  transaction;  the  nature  of  the 
market  for  the  security;  the  timing  of  the  transaction;  difficulty  of  execution;  the  broker-dealer's  expertise  in  the 
specific  security  or  sector  in  which  the  client  seeks  to  trade;  the  extent  to  which  the  broker-dealer  makes  a  market 
in  the  security  involved  or  has  access  to  such  markets;  availability  of  accurate  information  regarding  the  market 
for  the  security;  the  broker-dealer's  skill  in  positioning  the  securities  involved;  the  broker-dealer's  promptness  of 
execution;  the  broker-dealer's  financial  stability;  adequacy  of  the  broker-dealer's  trading  infrastructure, 
technology  and  capital;  the  broker-dealer's  reputation  for  diligence,  fairness  and  integrity;  quality  of  service 
rendered  by  the  broker-dealer  in  other  transactions  for  GCM;  confidentiality  considerations;  the  quality  and 
usefulness  of  research  services  and  investment  ideas  presented  by  the  broker-dealer;  the  broker-dealer's  ability 
and  willingness  to  correct  errors;  the  broker-dealer's  ability  to  accommodate  any  special  execution  or  order 
handling  requirements  that  may  surround  the  particular  transaction;  and  other  factors  affecting  the  services 
obtained.  GCM  need  not  solicit  competitive  bids  and  does  not  have  an  obligation  to  seek  the  lowest  available 
commission  cost  or  spread.  GCM  maintains  policies  and  procedures  to  review  the  quality  of  executions,  including 
periodic  reviews  by  its  investment  professionals. 

Soft  Dollar  Usage 


From  time  to  time,  GCM  may  pay  a  broker-dealer  commissions  (or  markups  or  markdowns  with  respect  to  certain 
types  of  riskless  principal  transaction)  for  effecting  Fund  transactions  in  excess  of  that  which  another  broker-dealer 
might  have  charged  for  effecting  the  transaction  in  recognition  of  the  value  of  the  brokerage  and  research  services 
provided  by  the  broker-dealer.  GCM  will  effect  such  transactions,  and  receive  such  brokerage  and  research  services, 
only  to  the  extent  that  they  fall  within  the  safe  harbor  provided  by  Section  28(e)  of  the  Securities  Exchange  Act  of 
1 934  and  subject  to  prevailing  interpretations  of  Section  28(e)  provided  by  the  SEC.  GCM  believes  it  is  important  to 
its  investment  decision-making  processes  to  have  access  to  independent  research. 

If  GCM  concludes  that  the  commissions  charged  by  a  broker  or  the  spreads  applied  by  a  dealer  are  reasonable  in 
relation  lo  the  value  of  the  brokerage  and  research  products  or  services  provided  by  such  broker  or  dealer,  the  Funds 
may  pay  commissions  or  be  subject  to  spreads  to  such  broker-dealer  in  an  amount  greater  than  the  amount  another 
broker-dealer  might  charge  or  apply. 
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Generally,  research  services  provided  by  broker-dealers  may  include  information  on  the  economy,  industries,  groups 
of  securities,  individual  companies,  statistical  information,  accounting  and  tax  law  interpretations,  political 
developments,  legal  developments  affecting  portfolio  securities,  technical  market  action,  pricing  and  appraisal 
services,  credit  analysis,  risk  measurement  analysis,  performance  analysis,  and  analysis  of  corporate  responsibility 
issues.  Such  research  services  are  received  primarily  in  the  form  of  written  reports,  telephone  contacts,  and  personal 
meetings  with  securities  analysts.  In  addition,  such  research  services  may  be  provided  in  the  form  of  meetings 
arranged  with  corporate  and  industry  spokespersons,  economists,  academicians,  and  government  representatives.  In 
many  cases,  research  services  and  products  provided  by  the  broker-dealer  are  generated  by  third  parties.  Currently, 
Greywolf  does  not  have,  and  does  not  anticipate  having,  any  such  third-party  soft  dollar  arrangements. 


Also,  consistent  with  Section  28(e),  research  products  or  services  obtained  with  "soft  dollars"  generated  by  one  or 
more  Fund  may  be  used  by  GCM  to  service  one  or  more  other  Funds.  Nonetheless,  GCM  believes  that  such 
investment  information  provides  the  Funds  with  benefits  by  supplementing  the  research  otherwise  available  to  the 
Funds. 

On  a  periodic  basis,  GCM  considers  the  amount  and  nature  of  research  and  research  services  provided  by  broker- 
dealers,  as  well  as  the  extent  to  which  such  services  are  relied  upon,  and  attempts  to  allocate  a  portion  of  the 
brokerage  business  of  its  Funds  on  the  basis  of  that  consideration.  Broker-dealers  sometimes  suggest  a  level  of 
business  they  would  like  to  receive  in  return  for  the  various  products  and  services  they  provide.  Actual  brokerage 
business  received  by  any  broker-dealer  may  be  less  than  the  suggested  allocation,  but  can  exceed  the  suggested  level, 
because  total  brokerage  is  allocated  on  the  basis  of  all  of  the  considerations  described  above.  In  no  case  will  GCM 
make  binding  commitments  as  to  the  level  of  brokerage  commissions  it  will  allocate  to  a  broker-dealer,  nor  will  it 
commit  to  pay  cash  if  any  informal  targets  are  not  met.  A  broker  is  not  excluded  from  receiving  business  because  it 
has  not  been  identified  as  providing  research  products  or  services. 

GCM  may  open  "average  price"  accounts  with  brokers.  In  an  "average  price"  account,  purchase  and  sale  orders 
placed  during  a  trading  day  on  behalf  of  the  Funds,  Other  Accounts  or  affiliates  of  GCM  are  combined,  and  securities 
bought  and  sold  pursuant  to  such  orders  are  allocated  among  such  accounts  on  an  average  price  basis. 

Additional  Brokerage  Considerations 

From  time  to  time,  GCM  may  execute  over-the-counter  trades  on  an  agency  basis  rather  than  on  a  principal  basis.  In 
these  situations,  the  broker  used  by  GCM  may  acquire  or  dispose  of  a  security  through  a  market-maker  (a  practice 
known  as  "interpositioning").  The  transaction  may  thus  be  subject  to  both  a  commission  and  a  markup  or  markdown. 
GCM  believes  that  the  use  of  a  broker  in  such  instances  is  consistent  with  its  duty  of  obtaining  best  execution  for  the 
Funds.  The  use  of  a  broker  can  provide  anonymity  in  connection  with  a  transaction.  In  addition,  a  broker  may,  in 
certain  cases,  have  greater  expertise  or  greater  capability  in  connection  with  both  accessing  the  market  and  executing 
a  transaction. 

GCM  has  entered  into  agreements  on  behalf  of  its  Funds  with  certain  brokers-dealers  that  act  as  prime  brokers  and/or 
custodians  on  behalf  of  the  Funds.  The  Funds  are  not  committed  to  continue  their  relationship  with  such  prime 
brokers  and  custodians  for  any  minimum  period,  and  GCM,  in  its  discretion,  may  select  other  or  additional  brokers  to 
act  as  prime  brokers)  or  custodian(s)  for  the  Funds. 

Goldman  Sachs  &  Co.,  I  New  York  Plaza,  44th  Floor,  NY,  NY  1 0004  serves  as  the  primary  prime  broker  to  the 
Funds  and  custodies  the  Funds'  assets.  In  addition,  Citigroup  Global  Markets  Inc.,  390  Greenwich  Street,  3rd  Floor. 
NY,  NY  10013,  BMO  Nesbitt  Bums  Inc.  Prime  Brokerage  Services,  1  First  Canadian  Place,  36th  Floor,  Toronto, 
ON  M5X  IH3  Canada,  Banc  of  America  Securities  LLC,  9  West  57*  Street,  New  York,  NY  10019,  Morgan  Stanley 
&  Co.  Incorporated,  1221  Avenue  of  Americas,  New  York,  New  York  10020,  and  Lehman  Brothers  Inc.,  745 
Seventh  Avenue,  1 9<b  Floor,  New  York,  New  York  1 00 1 9  also  serve  as  custodians  to  the  Funds. 

From  time  to  time,  GCM's  personnel  may  speak  at  conferences  and  programs  for  potential  investors  interested  in 
investing  in  hedge  funds  which  are  sponsored  by  the  Funds'  prime  brokers.  Through  such  "capital  introduction" 
events,  prospective  investors  in  the  Funds  have  the  opportunity  to  meet  with  GCM.   Neither  GCM  nor  the  Funds 
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compensate  the  prime  brokers  for  organizing  such  events  or  for  investments  ultimately  made  by  prospective  investors 
attending  such  events.  However,  such  events  and  other  services  (including,  without  limitation,  capital  introduction 
services)  provided  by  a  prime  broker  may  influence  GCM  in  deciding  whether  to  use  such  prime  broker  in  connection 
with  brokerage,  financing  and  other  activities  of  the  Funds. 


Trade  Allocation  and  Aggregation  Policies  and  Procedures 


It  is  the  policy  of  GCM  to  allocate  investment  opportunities  for  the  Funds  fairly  and  equitably.  To  address  trade 
allocations,  GCM  has  adopted  a  written  Trade  Allocation  Policy  and  Procedure"  setting  forth  general  principles  of 
allocation  designed  to  result  in  the  fair  and  equitable  distribution  of  aggregated  investment  opportunities  among 
investment  advisory  accounts. 

The  Trade  Allocation  Policy  and  Procedure  is  summarized  as  follows.  Before  entering  an  aggregated  order,  a 
statement  which  specifies  the  Funds  that  will  be  participating  in  such  order  and  how  the  order  will  be  allocated 
among  such  Funds  will  be  noted  in  the  Firm's  trade  blotter.  When  the  Funds  that  participate  in  an  aggregated 
order  have  different  investment  programs,  the  allocation  plan  will  take  into  account,  among  other  considerations 
(a)  whether  the  risk-return  profile  of  the  proposed  investment  is  consistent  with  the  Fund's  objectives,  whether 
such  objectives  are  considered  (i)  solely  in  light  of  the  specific  investment  under  consideration  or  (ii)  in  the 
context  of  the  portfolio's  overall  holdings;  (b)  the  potential  for  the  proposed  investment  to  create  an  imbalance  in 
the  Fund's  portfolio;  (c)  liquidity  requirements  of  the  Funds;  (d)  potentially  adverse  tax  consequences  (e.g.  UBTI, 
ECI  issues);  (e)  regulatory  restrictions  that  would  or  could  limit  a  Fund's  ability  to  participate  in  a  proposed 
investment;  (f)  the  need  to  re-size  risk  in  the  Fund's  portfolio;  and  (g)  such  other  factors  consider  relevant  by 
GCM.  If  the  aggregated  order  is  filled  in  its  entirety,  such  order  will  be  allocated  among  the  relevant  Funds  in 
accordance  with  the  Allocation  Statement. 

From  time  to  time,  certain  client  accounts  may  receive  priority  allocations  consistent  with  specified  terms  in  their 
respective  client  account  documents  or  in  connection  with  launching  one  or  more  new  products,  such  as  CDO  or 
CLO  funds-  which  may  be  given  allocation  priority  during  their  initial  investment  (or  "ramp  up")  period.  New 
products  will  receive  this  priority  because  they  have  significant  amounts  of  investable  cash  on  hand  and  limited 
time  to  close.  The  ramp  up  period  typically  will  be  determined  in  advance  by  agreement  between  GCM  and  the 
underwriter  for  the  product.  Such  allocations  will  be  subject  to  GCM's  duty  to  act  in  good  faith. 

When  an  aggregated  order  is  filled  through  multiple  trades  at  different  prices  on  the  same  day,  each  participating 
Fund  will  receive  the  average  price  with  transaction  costs  allocated  pro  rata  based  on  the  size  of  each  Fund's 
participation  in  the  order  (or  allocation  in  the  event  of  a  partial  fill)  as  determined  by  GCM.  On  occasion,  GCM 
will  not  be  able  to  purchase  or  sell  all  the  securities  ordered  as  part  of  an  aggregated  order  in  a  single  day.  If  the 
order  is  partially  filled,  it  will  generally  be  allocated  pro  rata  in  proportion  to  the  size  of  the  orders  placed  for  each 
Fund  based  on  the  Allocation  Statement.  Notwithstanding  the  foregoing,  if  an  order  is  partially  filled,  it  may  be 
allocated  on  a  basis  different  from  that  specified  in  the  Allocation  Statement,  provided  that  all  Funds  receive  fair 
and  equitable  treatment.  Reasons  for  allocating  on  a  basis  different  from  that  specified  in  the  Allocation 
Statement  include,  in  addition  to  the  reasons  mentioned  above,  avoiding  odd-lots  or  a  de  minimis  allocation  to 
one  or  more  Funds. 

On  occasion,  transactions  for  the  same  instruments  may  be  placed  for  different  Funds  at  different  times  on  the 
same  day.  Subject  to  GCM's  discretion,  such  trades  may  not  be  aggregated  and  the  order  placed  first  will  be 
given  priority. 

Trade  Errors 

GCM  may  on  occasion  experience  errors  with  respect  to  trades  executed  on  behalf  of  its  clients.  Trade  errors  can 
result  from  a  variety  of  situations,  including,  for  example,  when  the  wrong  security  is  purchased  or  sold,  a 
security  is  sold  when  it  should  have  been  purchased  or  vice-versa,  a  security  is  sold  or  purchased  contrary  to 
regulatory  restrictions  or  a  Fund's  investment  guidelines  or  restrictions,  the  correct  security  is  purchased  or  sold 
but  for  the  wrong  account,  or  the  wrong  quantity  is  purchased  or  sold  (e.g.,  1,000  shares  instead  of  10,000  shares 
are  traded).  Trade  errors  may  result  in  losses  or  gains.  GCM  will  endeavor  to  detect  trade  errors  prior  to 
settlement  and  correct  and^or  mitigate  them  in  an  expeditious  manner.  Any  gains  resulting  from  a  trade  error 
shall  be  for  the  benefit  of  theaffected  Fund(s).  To  the  extent  trade  errors  resulted  from  GCM's  error  in  the  course 
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Schedule  F  of 

Form  ADV 

Continuation  Sheet  for  Form  ADV  Part  II 

Applicant: 

Greywolf  Capital  Management  LP 

SEC  File  Number 
801-65669 

Date: 

March  12,2007 

(Do  not  use  this  Schedule  as  a  continuation  sheet  for  Form  ADV  Part  1 

or  any  other  schedules.) 

1.      Full  name  of  applicant  exactly  as  stated  in  Item  1 A  of  Part  1  of  Form  ADV: 

IRS  Empl.  ldent.  No: 

54-2104223 

Item  of  Form 
(identify) 

Answer 

of  the  trading  of  the  Funds'  assets,  GCM  will  be  responsible  for  making  the  affected  Fund  whole  with  respect  to 
such  errors  that  result  from  GCM's  gross  negligence  or  reckless  or  intentional  misconduct.  Given  the  volume  of 
transactions  executed  on  behalf  of  the  Funds,  investors  should  assume  that  trading  errors  will  occur  and  that  the 
Fund  will  be  responsible  for  any  resulting  losses,  even  if  such  losses  result  from  GCM's  negligence  (but  not  gross 
negligence).  To  the  extent  an  error  is  caused  by  a  counterparty,  such  as  a  broker-dealer,  GCM  will  not  be 
responsible  for  such  errors  and  will  strive  to  recover  losses  associated  with  such  error  from  the  counterparty. 

Miscellaneous 

Proxv  Votins  Policies  and  Procedures 

The  Securities  and  Exchange  Commission  adopted  Rule  206(4)-6  under  the  Advisers  Act,  which  requires 
registered  investment  advisers  that  exercise  voting  authority  over  client  securities  to  implement  proxy  voting 
policies.  In  compliance  with  such  rules,  GCM  has  adopted  proxy  voting  policies  and  procedures  (the  "Policies"). 
The  general  policy  is  to  vote  proxy  proposals,  amendments,  consents  or  resolutions  relating  to  client  securities, 
including  interests  in  private  investment  funds,  if  any  (collectively,  "proxies"),  in  a  manner  that  serves  the  best 
interests  of  the  Funds,  as  determined  by  GCM  in  its  discretion,  taking  into  account  the  following  factors:  (i)  the 
impact  on  the  value  of  the  investments;  (ii)  the  anticipated  associated  costs  and  benefits;  (iii)  the  continued  or 
increased  availability  of  portfolio  information;  and  (iv)  industry  and  business  practices.  In  limited  circumstances, 
GCM  may  refrain  from  voting  proxies  where  GCM  believes  that  voting  would  be  inappropriate  taking  into 
consideration  the  cost  of  voting  the  proxy  and  the  anticipated  benefit  to  the  Funds.  Finally,  GCM  has  developed 
detailed  procedures  to  address  potential  circumstances  in  which  it  may  have  a  conflict  between  its  own  interests 
and  those  of  the  Funds.  A  copy  of  the  Policies  and  information  regarding  any  proxies  actually  voted  by  GCM 
may  be  obtained  by  contacting  the  Chief  Compliance  Officer,  Greywolf  Capital  Management  LP,  4 
Manhattanville  Road  Suite  201,  Purchase,  New  York  10577. 

Class  Action  Law  Suits 

From  time  to  time,  GCM  may  receive  notices  regarding  class  action  lawsuits  involving  securities  that  are  or  were 
held  by  the  Funds.  As  a  matter  of  policy,  GCM  refrains  from  serving  as  the  lead  plaintiff  in  class  action  matters 
and  also  refrains  from  submitting  proofs  of  claim  where  GCM  believes  that  either  the  recovery  amounts  are  likely 
to  be  negligible  or  GCM  cannot  be  assured  of  confidential  treatment  of  the  data  submitted  in  connection  with  the 
proof  of  claim.  As  a  result,  GCM,  in  most  cases,  does  not  participate  in  class  action  law  suits. 
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REGISTERED  OFFICES  OF  THE  ISSUERS 


Timberwolf  I,  Ltd. 

c/o  Maples  Finance  Limited 

P.O.  Box  1093  GT 

Queensgate  House,  South  Church  Street 

George  Town 

Grand  Cayman,  Cayman  Islands 

TRUSTEE,  PRINCIPAL  NOTE  PAYING  AGENT, 

COLLATERAL  ADMINISTRATOR, 

NOTE  PAYING  AGENT,  NOTE  TRANSFER 

AGENT,  NOTE  REGISTRAR  AND  INCOME  NOTE 

REGISTRAR 

The  Bank  of  New  York 

101  Barclay  Street,  Floor  8E, 

New  York,  New  York,  10286,  U.S.A. 


Timberwolf  I  (Delaware)  Corp. 

850  Library  Avenue,  Suite  204 
Newark,  Delaware  19711 


FISCAL  AGENT 

The  Bank  of  New  York,  London  Branch 

One  Canada  Square 

London  E14  5AL 

United  Kingdom 


COLLATERAL  MANAGER 

Greywolf  Capital  Management  LP 

4  Manhattanville  Road,  Suite  201 

Purchase,  New  York  10577 

LEGAL  ADVISORS 


To  the  Collateral  Manager 

Sidley  Austin  LLP 

787  Seventh  Avenue 

New  York,  New  York  10019 

To  the  Issuers 

As  to  matters  of  United  States  Law 

Orrick,  Herrington  &  Sutcliffe  LLP 

666  Fifth  Avenue 

New  York,  New  York  10103 


To  the  Initial  Purchaser 

Orrick,  Herrington  &  Sutcliffe  LLP 

666  Fifth  Avenue 

New  York,  New  York  10103 

To  the  Trustee,  Principal  Note  Paying 

Agent,  Collateral  Administrator,  Note  Paying 

Agent,  Note  Transfer 

Agent,  Note  Registrar  and  Fiscal  Agent 

As  to  matters  of  United  States  Law 

Dorsey  &  Whitney  LLP 

250  Park  Avenue 

New  York,  New  York,  10177,  U.S.A. 


To  the  Issuer 

As  to  matters  of  Cayman  Islands  Law 

Maples  and  Calder 

P.O.  Box  309GT 

Ugland  House,  South  Church  Street 

George  Town,  Grand  Cayman,  Cayman  Islands 
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No  dealer,  salesperson  or  other  person  has  been 
authorized  to  give  any  information  or  to  represent 
anything  not  contained  in  this  Offering  Circular.  You 
must  not  rely  on  any  unauthorized  information  or 
representation.  This  Offering  Circular  is  an  offer  to  sell 
only  the  Securities  offered  hereby,  and  only  under 
circumstances  and  in  jurisdictions  where  it  is  lawful  to  do 
so.  The  information  contained  in  this  Offering  Circular  is 
current  only  as  of  its  date. 
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TIMBERWOLF  I,  LTD. 

TIMBERWOLF  I  (DELAWARE) 
CORP. 

U.S.$9,000,000 

Class  S-1  Floating  Rate  Notes 

Due  2011 

U.S.$8,300,000 

Class  S-2  Floating  Rate  Notes 

Due  2011 

U.S.$  100,000,000 

Class  A-1  a  Floating  Rate  Notes 

Due  2039 

U.S.$  200,000,000 

Class  A-1b  Floating  Rate  Notes 

Due  2039 

U.S.$  100,000,000 

Class  A-1c  Floating  Rate  Notes 

Due  2044 

U.S.$  100,000,000 

Class  A-1d  Floating  Rate  Notes 

Due  2044 

U.S.$  305,000,000 

Class  A-2  Floating  Rate  Notes 

Due  2047 

U.S.$  107,000,000 

Class  B  Floating  Rate  Notes 

Due  2047 

U.S.$  36,000,000 

Class  C  Deferrable  Floating  Rate  Notes 

Due  2047 

U.S.$  30,000,000 

Class  D  Deferrable  Floating  Rate  Notes 

Due  2047 

U.S.$  22,000,000 

Income  Notes 

Due  2047 
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IMPORTANT  NOTICE 

Attached  is  an  electronic  copy  of  the  Confidential  Offering  Circular  (the  "Offering  Circular"), 
dated  March  16,  2007,  relating  to  the  offering  by  Anderson  Mezzanine  Funding  2007-1,  Ltd.(the 
"Issuer")  and  Anderson  Mezzanine  Funding  2007-1,  Corp.  (the  "Co-Issuer"  and,  together  with 
the  Issuer,  the  "Issuers")  of  the  Notes  described  therein. 

No  registration  statement  relating  to  these  securities  has  been  filed  with  the  Securities  and 
Exchange  Commission.  These  securities  are  being  offered  pursuant  to  an  exemption  from  the 
registration  requirements  of  the  United  States  Securities  Act  of  1933,  as  amended.  This  Offering 
Circular  is  confidential  and  will  not  constitute  an  offer  to  sell  or  the  solicitation  of  an  offer  to 
buy,  nor  will  there  be  any  sale  of  these  securities  in  any  jurisdiction  where  such  offer,  solicitation 
or  sale  would  be  unlawful  prior  to  registration  or  qualification  under  the  securities  laws  of  any 
jurisdiction. 

No  purchase  of  these  securities  may  be  made  except  pursuant  to  the  Offering  Circular.  This 
Offering  Circular  may  be  transmitted  electronically,  but  each  investor  in  the  securities  should 
receive  a  printed  version  thereof  prior  to  purchase.  If  you  do  not  receive  a  printed  version  of  this 
Offering  Circular,  please  contact  your  Initial  Purchaser  representative  at  the  address  provided 
herein. 

Distribution  of  this  electronic  transmission  of  the  Offering  Circular  to  any  person  other  than  (a) 
the  person  receiving  this  electronic  transmission  from  the  Initial  Purchaser  on  behalf  of  the  Issuer 
and/or  the  Co-Issuer  and  (b)  any  person  retained  to  advise  the  person  receiving  this  electronic 
transmission  with  respect  to  the  offering  contemplated  by  the  Offering  Circular  (each,  an 
"Authorized  Recipient")  is  unauthorized.  Any  photocopying,  disclosure  or  alteration  of  the 
contents  of  the  Offering  Circular,  and  any  forwarding  of  a  copy  of  the  Offering  Circular  or  any 
portion  thereof  by  electronic  mail  or  any  other  means  to  any  person  other  than  an  Authorized 
Recipient,  is  prohibited.  By  accepting  delivery  of  this  Offering  Circular,  each  recipient  hereof 
agrees  to  the  foregoing. 
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CONFIDENTIAL 


ANDERSON  MEZZANINE  FUNDING  2007-1,  LTD. 

ANDERSON  MEZZANINE  FUNDING  2007-1,  CORP. 

U.S.S2,490,000  Class  S  Floating  Rate  Notes  Due  2013 

U.S.S130,000,000  Class  A-la  Floating  Rate  Notes  Due  2042 

U.S.$53,000,000  Class  A-lb  Floating  Rate  Notes  Due  2042 

U.S.S30,500,000  Class  A-2  Floating  Rate  Notes  Due  2042 

U.S.S42,700,000  Class  B  Floating  Rate  Notes  Due  2042 

U.S.$16,775,000  Class  C  Deferrable  Floating  Rate  Notes  Due  2042 

U.S.S11,090,000  Class  D  Deferrable  Floating  Rate  Notes  Due  2042 

U.S.$20,935,000  Income  Notes  Due  2042 

Secured  primarily  by  (i)  the  Collateral  and  (ii)  the  Issuer's  rights  under  the  Credit  Default  Swap  referencing  a  portfolio 
of  Residential  Mortgage-Backed  Securities  and  CDO  RMBS  Securities 

The  Secured  Notes  (as  defined  herein)  and  the  Income  Notes  (as  defined  herein)  (collectively,  the  "Offered  Notes")  are  being  offered  hereby  by 
Goldman,  Sachs  &  Co.  in  the  United  States  to  qualified  institutional  buyers  (as  defined  in  Rule  144A  under  the  United  States  Securities  Act  of  1 933,  as  amended  (the 
"Securities  Act")),  in  reliance  on  Rule  144A  under  the  Securities  Act,  and,  solely  in  the  case  of  the  Income  Notes,  to  accredited  investors  (as  defined  in  Rule  501(a) 
under  the  Securities  Act)  who  have  a  net  worth  of  not  less  than  U.S.S10  million  in  transactions  exempt  from  registration  under  the  Securities  Act.  The  Offered  Notes 
are  being  offered  hereby  in  the  United  States  only  to  persons  that  are  also  "qualified  purchasers"  for  purposes  of  Section  3(cX7)  under  the  United  States  Investment 
Company  Act  of  1940,  as  amended  (the  "Investment  Company  Act").  In  addition,  the  Offered  Notes  are  being  offered  hereby  by  Goldman,  Sachs  &  Co.,  selling 
through  its  agents,  outside  the  United  States  to  non  U.S.  Persons  in  offshore  transactions  in  reliance  on  Regulation  S  ("Regulation  S")  under  the  Securities  Act.  See 
"Underwriting." 

See  "Risk  Factors"  for  a  discussion  of  certain  factors  to  be  considered  in  connection  with  an  im'estment  in  the  Notes. 

It  is  a  condition  of  the  issuance  of  the  Notes  that  the  Class  S  Notes,  the  Class  A-la  Notes,  the  Class  A-lb  Notes  and  the  Class  A-2  Notes  be  issued  with  a 
rating  of  "Aaa"  by  Moody's  Investors  Service,  Inc.  ("Moody's")  and  "AAA"  by  Standard  &  Poor's  Ratings  Services,  a  division  of  The  McGraw-Hill  Companies,  Inc. 
("S&P"  and,  together  with  Moody's,  the  "Rating  Agencies"),  that  the  Class  B  Notes  be  issued  with  a  rating  of  at  least  "Aa2"  by  Moody's  and  at  least  "AA"  by  S&P, 
that  (he  Class  C  Notes  be  issued  with  a  rating  of  at  least  "A2"  by  Moody's  and  at  least  "A"  by  S&P  and  that  the  Class  D  Notes  be  issued  with  a  rating  of  at  least 
"Baa2"  by  Moody's  and  at  least  "BBB"  by  S&P.  The  Income  Notes  will  not  be  rated  by  either  Rating  Agency.  A  credit  rating  is  not  a  recommendation  to  buy,  sell  or 
hold  securities  and  may  be  subject  to  revision  or  withdrawal  at  any  time  by  the  assigning  rating  agency.  See  "Ratings  of  the  Notes." 

Application  may  be  made  to  the  Irish  Stock  Exchange  for  the  Notes  to  be  admitted  to  the  official  list  of  the  Irish  Stock  Exchange  and  to  trading  on  its 
regulated  market.  There  can  be  no  assurance  that  any  such  application  will  be  made  or  that  any  such  listing  will  be  obtained  or  maintained.  No  application  will  be 
made  to  list  the  Notes  to  any  other  exchange. 

See  "Underwriting  "for  a  discussion  of  the  terms  and  conditions  of  the  purchase  of  the  Offered  Notes  by  the  Initial  Purchaser. 

THE  PLEDGED  ASSETS  ARE  THE  SOLE  SOURCE  OF  PAYMENTS  IN  RESPECT  OF  THE  NOTES.  THE  NOTES  DO  NOT  REPRESENT  AN  INTEREST  IN 
OR  OBLIGATIONS  OF,  AND  ARE  NOT  INSURED  OR  GUARANTEED  BY,  THE  HOLDERS  OF  THE  NOTES,  THE  LIQUIDATION  AGENT,  THE  INITIAL 
PURCHASER,  THE  CREDIT  PROTECTION  BUYER,  THE  ADMINISTRATOR,  THE  AGENTS,  THE  TRUSTEE,  THE  SHARE  TRUSTEE  (EACH,  AS 
DEFINED  HEREIN)  OR  ANY  OF  THEIR  RESPECTIVE  AFFILIATES. 

THE  NOTES  HAVE  NOT  BEEN  AND  WILL  NOT  BE  REGISTERED  UNDER  THE  SECURITIES  ACT,  AND  NEITHER  OF  THE  ISSUERS  (AS  DEFINED 
HEREIN)  WILL  BE  REGISTERED  UNDER  THE  INVESTMENT  COMPANY  ACT.  THE  NOTES  MAY  NOT  BE  OFFERED  OR  SOLD  WITHIN  THE  UNITED 
STATES  OR  TO,  OR  FOR  THE  ACCOUNT  OR  BENEFIT  OF,  U.S.  PERSONS  (AS  SUCH  TERMS  ARE  DEFINED  UNDER  THE  SECURITIES  ACT)  EXCEPT 
PURSUANT  TO  AN  EXEMPTION  FROM  OR  IN  A  TRANSACTION  NOT  SUBJECT  TO,  THE  REGISTRATION  REQUIREMENTS  OF  THE  SECURITIES 
ACT.  ACCORDINGLY,  THE  OFFERED  NOTES  ARE  BEING  OFFERED  HEREBY  ONLY  TO  (A)  (1 )  QUALIFIED  INSTITUTIONAL  BUYERS  (AS  DEFINED 
IN  RULE  144A  UNDER  THE  SECURITIES  ACT)  AND,  SOLELY  IN  THE  CASE  OF  THE  INCOME  NOTES,  ACCREDITED  INVESTORS  (AS  DEFINED  IN 
RULE  501(a)  UNDER  THE  SECURITIES  ACT)  THAT  HAVE  A  NET  WORTH  OF  NOT  LESS  THAN  U.S.S10  MILLION  AND,  WHO  ARE  (2)  QUALIFIED 
PURCHASERS  FOR  PURPOSES  OF  SECTION  3(cX7)  UNDER  THE  INVESTMENT  COMPANY  ACT  AND  (B)  CERTAIN  NON-U.S.  PERSONS  OUTSIDE 
THE  UNITED  STATES  IN  RELIANCE  ON  REGULATION  S  UNDER  THE  SECURITIES  ACT.  PURCHASERS  AND  SUBSEQUENT  TRANSFEREES  OF  THE 
INCOME  NOTES  (OTHER  THAN  THE  REGULATIONS  S  INCOME  NOTES)  WILL  BE  REQUIRED  TO  EXECUTE  AND  DELIVER  A  LETTER 
CONTAINING  CERTAIN  REPRESENTATIONS  AND  AGREEMENTS,  AND  PURCHASERS  AND  SUBSEQUENT  TRANSFEREES  OF  THE  CLASS  S 
NOTES,  THE  CLASS  A  NOTES,  THE  CLASS  B  NOTES,  THE  CLASS  C  NOTES,  THE  CLASS  D  NOTES  AND  THE  REGULATION  S  INCOME  NOTES  WILL 
BE  DEEMED  TO  HAVE  MADE  SUCH  REPRESENTATIONS  AND  AGREEMENTS,  AS  SET  FORTH  UNDER  "NOTICE  TO  INVESTORS."  THE  NOTES 
ARE  NOT  TRANSFERABLE  EXCEPT  IN  ACCORDANCE  WITH  THE  RESTRICTIONS  DESCRIBED  UNDER  "NOTICE  TO  INVESTORS." 

The  Offered  Notes  are  being  offered  by  Goldman,  Sachs  &  Co.  (in  the  case  of  the  Notes  offered  outside  the  United  States,  selling  through  its  selling 
agent)  (the  "Initial  Purchaser"),  subject  to  the  Initial  Purchaser's  right  to  reject  any  order  in  whole  or  in  part,  in  one  or  more  negotiated  transactions  or  otherwise  at 
varying  prices  to  be  determined  at  the  time  of  sale  plus  accrued  interest,  if  any,  from  the  Closing  Date  (as  defined  herein).  It  is  expected  that  the  Class  S  Notes,  the 
Class  A  Notes,  the  Class  B  Notes,  the  Class  C  Notes,  the  Class  D  Notes  and  the  Regulation  S  Income  Notes  will  be  ready  for  delivery  in  book  entry  form  only  in  New 
York,  New  York,  on  or  about  March  20,  2007  (the  "Closing  Date"),  through  the  facilities  of  DTC  and  in  the  case  of  the  Notes  sold  outside  the  United  States,  for  the 
accounts  of  Euroclear  Bank  S.A./N.V.,  as  operator  of  the  Euroclear  System  ("Euroclear")  and  Clearstream  Banking,  societe  anonyme  ("Clearstream"),  against 
payment  therefor  in  immediately  available  funds.  It  is  expected  that  the  Income  Notes  (other  than  the  Regulation  S  Income  Notes)  will  be  ready  for  delivery  in 
definitive  form  in  New  York,  New  York  on  the  Closing  Date,  against  payment  therefor  in  immediately  available  funds.  The  Notes  sold  in  reliance  on  Rule  144A  and, 
solely  in  the  case  of  the  Income  Notes,  to  Accredited  Investors,  will  be  issued  in  minimum  denominations  of  U.S.S250.OO0  and  integral  multiples  of  U.S. $1  in  excess 
thereof.  The  Notes  sold  in  reliance  on  Regulation  S  will  be  issued  in  minimum  denominations  of  U.S. $100,000  and  integral  multiples  of  U.S. $1  in  excess  thereof. 
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Anderson  Mezzanine  Funding  2007-1,  Ltd.,  an  exempted  company  incorporated  with  limited  liability  under 
the  laws  of  the  Cayman  Islands  (the  "Issuer"),  and  Anderson  Mezzanine  Funding  2007-1,  Corp.,  a  Delaware 
corporation  (the  "Co-Issuer"  and,  together  with  the  Issuer,  the  "Issuers"),  will  issue  U.S.$2,4 90,000  principal 
amount  of  Class  S  Floating  Rate  Notes  Due  2013  (the  "Class  S  Notes"),  U.S.$130,000,000  principal  amount  of 
Class  A-la  Floating  Rate  Notes  Due  2042  (the  "Class  A-la  Notes"),  U.S.$53, 000,000  principal  amount  of  Class  A- 
lb  Floating  Rate  Notes  Due  2042  (the  "Class  A-lb  Notes"  and,  together  with  the  Class  A-la  Notes,  the  "Class  A-l 
Notes"),  U.S.$30,500,000  principal  amount  of  Class  A-2  Floating  Rate  Notes  Due  2042  (the  "Class  A-2  Notes") 
and,  together  with  the  Class  A-l  Notes,  the  "Class  A  Notes"),  U.S.$42,700,000  principal  amount  of  Class  B  Floating 
Rate  Notes  Due  2042  (the  "Class  B  Notes"),  U.S.$  16,775,000  principal  amount  of  Class  C  Deferrable  Floating  Rate 
Notes  Due  2042  (the  "Class  C  Notes")  and  U.S.$  11,090,000  principal  amount  of  Class  D  Deferrable  Floating  Rate 
Notes  Due  2042  (the  "Class  D  Notes"  and,  together  with  the  Class  S  Notes,  Class  A  Notes,  the  Class  B  Notes  and 
the  Class  C  Notes,  the  "Co-Issued  Notes"  or  the  "Secured  Notes")  pursuant  to  an  Indenture  (the  "Indenture")  dated 
on  or  about  March  20,  2007  among  the  Issuers  and  LaSalle  Bank  National  Association,  as  trustee  and  securities 
intermediary  (in  such  capacity,  the  "Trustee"  and  the  "Securities  Intermediary,"  respectively). 

In  addition,  the  Issuer  will  issue  U.S.$20,935,000  principal  amount  of  Income  Notes  Due  2042  (the 
"Income  Notes"  and,  together  with  the  Secured  Notes,  the  "Notes")  pursuant  to  a  Fiscal  Agency  Agreement  dated  on 
or  about  March  20,  2007  (the  "Fiscal  Agency  Agreement")  between  the  Issuer  and  LaSalle  Bank  National 
Association,  as  fiscal  agent  (in  such  capacity,  the  "Fiscal  Agent"). 

The  net  proceeds  received  from  the  offering  of  the  Notes  will  be  applied  by  the  Issuer  to  purchase  the  initial 
Collateral  Securities  (as  defined  herein)  and  certain  Eligible  Investments  (as  defined  herein)  selected  by  the  Credit 
Protection  Buyer  (as  defined  herein).  The  Collateral  Securities  and  Eligible  Investments  (collectively,  the 
"Collateral"),  together  with  the  Delivered  Obligations  (as  defined  herein),  if  any,  delivered  to  the  Issuer  will  secure 
the  Issuer's  obligations  under  a  default  swap  transaction  (the  "Credit  Default  Swap")  to  be  entered  into  on  the 
Closing  Date  by  the  Issuer  and  Goldman  Sachs  International  (in  such  capacity,  the  "Credit  Protection  Buyer") 
pursuant  to  which  the  Issuer  (in  such  capacity,  the  "Credit  Protection  Seller")  will  sell  credit  protection  to  the  Credit 
Protection  Buyer  with  respect  to  a  portfolio  (the  "Reference  Portfolio")  of  Reference  Obligations  (as  defined  herein) 
consisting  of  Residential  Mortgage-Backed  Securities  (as  defined  herein)  and  CDO  RMBS  Securities  (as  defined 
herein).  Certain  summary  information  about  the  Reference  Portfolio  is  set  forth  in  Appendix  B  to  this  Offering 
Circular.  The  Collateral  Securities,  the  Eligible  Investments,  the  Delivered  Obligations,  the  Issuer's  rights  under  the 
Liquidation  Agency  Agreement  and  certain  other  assets  of  the  Issuer  (collectively,  the  "Pledged  Assets")  will  be 
pledged  under  the  Indenture  to  the  Trustee,  for  the  benefit  of  the  Secured  Parties  (as  defined  herein),  as  security  for, 
among  other  obligations,  the  Issuers'  obligations  under  the  Secured  Notes  and  to  certain  service  providers.  The 
Income  Notes  will  be  unsecured  obligations  of  the  Issuer. 

Interest  will  be  payable  on  the  Class  S  Notes,  the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C  Notes  and 
the  Class  D  Notes  in  arrears  on  the  12th  day  of  each  calendar  month,  or  if  any  such  date  is  not  a  Business  Day  (as 
defined  herein),  the  immediately  following  Business  Day  (each  date,  a  "Monthly  Payment  Date")  commencing  July 
12,  2007.  The  Class  S  Notes  will  bear  interest  at  a  per  annum  rate  equal  to  LIBOR  (as  defined  herein)  plus  0.20% 
for  each  Interest  Accrual  Period  (as  defined  herein).  The  Class  A-la  Notes  will  bear  interest  at  a  per  annum  rate 
equal  to  LIBOR  plus  0.32%  for  each  Interest  Accrual  Period.  The  Class  A-lb  Notes  will  bear  interest  at  a  per 
annum  rate  equal  to  LIBOR  plus  0.65%  for  each  Interest  Accrual  Period.  The  Class  A-2  Notes  will  bear  interest  at  a 
per  annum  rate  equal  to  LIBOR  plus  0.90%  for  each  Interest  Accrual  Period.  The  Class  B  Notes  will  bear  interest  at 
a  per  annum  rate  equal  to  LIBOR  plus  1.75%  for  each  Interest  Accrual  Period.  The  Class  C  Notes  will  bear  interest 
at  a  per  annum  rate  equal  to  LIBOR  plus  5.50%  for  each  Interest  Accrual  Period.  The  Class  D  Notes  will  bear 
interest  at  a  per  annum  rate  equal  to  LIBOR  plus  4.00%  for  each  Interest  Accrual  Period.  Payments  will  be  made  on 
the  Income  Notes  on  the  12th  day  of  each  January,  April,  July  and  October  of  each  year,  or  if  any  such  day  is  not  a 
Business  Day,  the  immediately  following  Business  Day  (each  such  date,  a  "Quarterly  Payment  Date")  commencing 
July  12,  2007,  to  the  extent  amounts  are  available  therefor,  as  described  herein.  "Payment  Date"  means  (i)  with 
respect  to  each  Class  of  Notes  other  than  the  Income  Notes,  each  Monthly  Payment  Date,  and  (ii)  with  respect  to  the 
Income  Notes,  each  Quarterly  Payment  Date. 

All  payments  on  the  Notes  will  be  made  from  Proceeds  available  in  accordance  with  the  Priority  of 
Payments.  On  each  Payment  Date,  except  as  otherwise  provided  in  the  Priority  of  Payments,  payments  on  the  Class 
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S  Notes  will  be  senior  to  payments  on  the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C  Notes,  the  Class  D  Notes 
and  the  Income  Notes;  payments  on  the  Class  A  Notes  will  be  made  in  accordance  with  the  Priority  of  Payments 
either  pro  rata  or  sequentially  and  will  be  senior  to  payments  on  the  Class  B  Notes,  the  Class  C  Notes,  the  Class  D 
Notes  and  the  Income  Notes;  payments  on  the  Class  B  Notes  will  be  senior  to  payments  on  the  Class  C  Notes,  the 
Class  D  Notes  and  the  Income  Notes;  and  payments  on  the  Class  C  Notes  will  be  senior  to  payments  on  the  Class  D 
Notes  and  the  Income  Notes;  and  payments  on  the  Class  D  Notes  will  be  senior  to  payments  on  the  Income  Notes,  in 
each  case  in  accordance  with  the  Priority  of  Payments  as  described  herein.  Certain  of  the  Secured  Notes  (other  than 
the  Class  S  Notes)  are  subject  to  mandatory  redemption  and  are  subject  to  reduction,  in  whole  or  in  part,  if  a 
Coverage  Test  is  not  satisfied  on  any  date  of  determination  which  may  result  in  variations  to  the  order  of 
distributions  described  above  and  as  more  fully  described  in  the  Priority  of  Payments. 

The  Notes  are  subject  to  redemption,  in  each  case,  in  whole  and  not  in  part,  (i)  at  any  time  as  a  result  of  a 
Tax  Redemption  (as  defined  herein),  (ii)  on  an  Auction  Payment  Date  (as  defined  herein)  as  a  result  of  a  successful 
Auction  (as  defined  herein)  or  (iii)  as  a  result  of  an  Optional  Redemption  (as  defined  herein)  on  or  after  the  July 
2010  Payment  Date.  The  stated  maturity  of  the  Notes  (other  than  the  Class  S  Notes)  is  the  Payment  Date  in  July 
2042.  The  actual  final  distribution  on  the  Notes  (other  than  the  Class  S  Notes)  is  expected  to  occur  substantially 
earlier.  The  stated  maturity  of  the  Class  S  Notes  is  the  Payment  Date  in  July  2013.  See  "Risk  Factors — Notes — 
Average  Lives,  Duration  and  Prepayment  Considerations." 

The  Notes  (other  than  the  Income  Notes)  sold  in  reliance  on  Rule  144A  under  the  Securities  Act  ("Rule 
144 A")  will  be  evidenced  by  one  or  more  global  notes  (the  "Rule  144 A  Global  Notes")  in  fully  registered  form 
without  coupons,  deposited  with  a  custodian  for,  and  registered  in  the  name  of,  a  nominee  of  The  Depository  Trust 
Company  ("DTC").  Beneficial  interests  in  the  Rule  144A  Global  Notes  will  trade  in  DTC's  Same  Day  Funds 
Settlement  System,  and  secondary  market  trading  activity  in  such  interests  will  therefore  settle  in  immediately 
available  funds.  Except  as  described  herein,  beneficial  interests  in  the  Rule  144A  Global  Notes  will  be  shown  on, 
and  transfers  thereof  will  be  effected  only  through,  records  maintained  by  DTC  and  its  direct  and  indirect 
participants.  The  Income  Notes  sold  in  reliance  on  Rule  144A  under  the  Securities  Act  and,  in  the  case  of  the 
Income  Notes  only,  to  Accredited  Investors  who  have  a  net  worth  of  not  less  than  U.S.  $10  million,  will  be 
evidenced  by  one  or  more  Definitive  Notes  in  fully  registered  form. 

The  Notes  that  are  being  offered  hereby  in  reliance  on  the  exemption  from  registration  under  Regulation  S 
(collectively,  the  "Regulation  S  Notes";  and  in  the  case  of  the  Income  Notes,  the  "Regulation  S  Income  Notes") 
have  not  been  and  will  not  be  registered  under  the  Securities  Act  and  neither  of  the  Issuers  will  be  registered  under 
the  Investment  Company  Act.  The  Regulation  S  Notes  may  not  be  offered  or  sold  within  the  United  States  or  to 
U.S.  Persons  (as  defined  in  Regulation  S)  unless  the  purchaser  certifies  or  is  deemed  to  have  certified  that  it  is  a 
qualified  institutional  buyer  as  defined  in  Rule  144A  (a  "Qualified  Institutional  Buyer")  and  a  "qualified  purchaser" 
for  the  purposes  of  Section  3(c)(7)  of  the  Investment  Company  Act  (a  "Qualified  Purchaser"),  and  takes  delivery  in 
the  form  of  an  interest  in  a  Rule  144 A  Global  Note  or  a  definitive  Income  Note,  in  an  amount  equal  to  at  least 
U.S.$250,000.  See  "Description  of  the  Notes"  and  "Underwriting." 

This  Offering  Circular  (the  "Offering  Circular")  is  confidential  and  is  being  furnished  by  the  Issuers  in 
connection  with  an  offering  exempt  from  registration  under  the  Securities  Act,  solely  for  the  purpose  of  enabling  a 
prospective  investor  to  consider  the  purchase  of  the  Offered  Notes  described  herein.  The  information  contained  in 
this  Offering  Circular  has  been  provided  by  the  Issuers  and  other  sources  identified  herein.  No  representation  or 
warranty,  express  or  implied,  is  made  by  the  Initial  Purchaser,  the  Liquidation  Agent,  the  Credit  Protection  Buyer, 
the  Trustee,  the  Note  Agents,  the  Fiscal  Agent,  or  the  Income  Note  Transfer  Agent  (the  Note  Agents,  the  Fiscal  Agent 
and  the  Income  Note  Transfer  Agent,  together,  the  "Agents")  as  to  the  accuracy  or  completeness  of  such 
information,  and  nothing  contained  in  this  Offering  Circular  is,  or  shall  be  relied  upon  as,  a  promise  or 
representation  by  the  Initial  Purchaser,  the  Trustee,  the  Liquidation  Agent,  the  Credit  Protection  Buyer  or  the 
Agents.  Any  reproduction  or  distribution  of  this  Offering  Circular,  in  whole  or  in  part,  and  any  disclosure  of  its 
contents  or  use  of  any  information  herein  for  any  purpose  other  than  considering  an  investment  in  the  Offered  Notes 
is  prohibited.  Each  offeree  of  the  Offered  Notes,  by  accepting  delivery  of  this  Offering  Circular,  agrees  to  the 
foregoing. 

THE  NOTES  OFFERED  HEREBY  HAVE  NOT  BEEN  RECOMMENDED  BY  ANY  UNITED 
STATES   FEDERAL   OR  STATE   SECURITIES   COMMISSION   OR  REGULATORY  AUTHORITY. 
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FURTHERMORE,  THE  FOREGOING  AUTHORITIES  HAVE  NOT  CONFIRMED  THE  ACCURACY  OR 
DETERMINED  THE  ADEQUACY  OF  THIS  DOCUMENT.  ANY  REPRESENTATION  TO  THE 
CONTRARY  IS  A  CRIMINAL  OFFENSE. 

The  distribution  of  this  Offering  Circular  and  the  offering  and  sale  of  the  Offered  Notes  in  certain  jurisdictions  may 
be  restricted  by  law.  The  Issuers  and  the  Initial  Purchaser  require  persons  into  whose  possession  this  Offering 
Circular  comes  to  inform  themselves  about  and  to  observe  any  such  restrictions.  For  a  further  description  of  certain 
restrictions  on  offering  and  sales  of  the  Offered  Notes,  see  "Underwriting."  This  Offering  Circular  does  not 
constitute  an  offer  of,  or  an  invitation  to  purchase,  any  of  the  Offered  Notes  in  any  jurisdiction  in  which  such  offer 
or  invitation  would  be  unlawful. 


NOTICE  TO  NEW  HAMPSHIRE  RESIDENTS 

NEITHER  THE  FACT  THAT  A  REGISTRATION  STATEMENT  OR  AN  APPLICATION  FOR  A 
LICENSE  HAS  BEEN  FILED  UNDER  CHAPTER  421-B  OF  THE  NEW  HAMPSHIRE  REVISED 
STATUTES  ANNOTATED  ("RSA  421-B")  WITH  THE  STATE  OF  NEW  HAMPSHIRE  NOR  THE  FACT 
THAT  A  SECURITY  IS  EFFECTIVELY  REGISTERED  OR  A  PERSON  IS  LICENSED  IN  THE  STATE 
OF  NEW  HAMPSHIRE  CONSTITUTES  A  FINDING  BY  THE  SECRETARY  OF  STATE  OF  NEW 
HAMPSHIRE  THAT  ANY  DOCUMENT  FILED  UNDER  RSA  421-B  IS  TRUE,  COMPLETE  AND  NOT 
MISLEADING.  NEITHER  ANY  SUCH  FACT  NOR  THE  FACT  THAT  AN  EXEMPTION  OR 
EXCEPTION  IS  AVAILABLE  FOR  A  SECURITY  OR  A  TRANSACTION  MEANS  THAT  THE 
SECRETARY  OF  STATE  HAS  PASSED  IN  ANY  WAY  UPON  THE  MERITS  OR  QUALIF ICATIONS  OF, 
OR  RECOMMENDED  OR  GIVEN  APPROVAL  TO,  ANY  PERSON,  SECURITY,  OR  TRANSACTION. 
IT  IS  UNLAWFUL  TO  MAKE,  OR  CAUSE  TO  BE  MADE,  TO  ANY  PROSPECTIVE  PURCHASER, 
CUSTOMER  OR  CLIENT  ANY  REPRESENTATION  INCONSISTENT  WITH  THE  PROVISIONS  OF 
THIS  PARAGRAPH 


No  invitation  may  be  made  to  the  public  in  the  Cayman  Islands  to  subscribe  for  the  Notes. 


NOTICE  TO  RESIDENTS  OF  THE  REPUBLIC  OF  IRELAND 

THIS  OFFERING  CIRCULAR  IS  NOT  A  PROSPECTUS  AND  DOES  NOT  CONSTITUTE  AN 
INVITATION  TO  THE  PUBLIC  TO  PURCHASE  OR  SUBSCRIBE  FOR  ANY  SECURITIES  AND  NEITHER  IT 
NOR  ANY  FORM  OF  APPLICATION  WILL  BE  ISSUED,  CIRCULATED  OR  DISTRIBUTED  TO  THE 
PUBLIC. 

THIS  OFFERING  CIRCULAR  AND  THE  INFORMATION  CONTAINED  HEREIN  IS 
CONFIDENTIAL  AND  IS  FOR  THE  USE  SOLELY  OF  THE  PERSON  TO  WHOM  IT  IS  ADDRESSED. 
ACCORDINGLY,  IT  MAY  NOT  BE  REPRODUCED  IN  WHOLE  OR  IN  PART,  NOR  MAY  ITS  CONTENTS 
BE  DISTRIBUTED  IN  WRITING  OR  ORALLY  TO  ANY  THIRD  PARTY  AND  IT  MAY  BE  READ  SOLELY 
BY  THE  PERSON  TO  WHOM  IT  IS  ADDRESSED  AND  HIS/HER  PROFESSIONAL  ADVISERS. 

In  this  Offering  Circular,  references  to  "U.S.  Dollars,"  "$"  and  "U.S.S"  are  to  United  States  dollars. 

The  Issuers  having  made  all  reasonable  inquiries,  confirm  that  the  information  contained  in  this  Offering 
Circular  is  true  and  correct  in  all  material  respects  and  is  not  misleading,  that  the  opinions  and  intentions  expressed 
in  this  Offering  Circular  are  honestly  held  and  that  there  are  no  other  facts  the  omission  of  which  would  make  any 
such  information  or  the  expression  of  any  such  opinions  or  intentions  misleading  and,  as  applicable,  take 
responsibility  accordingly. 
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No  person  has  been  authorized  to  give  any  information  or  to  make  any  representation  other  than  those 
contained  in  this  Offering  Circular,  and,  if  given  or  made,  such  information  or  representation  must  not  be  relied 
upon  as  having  been  authorized.  This  Offering  Circular  does  not  constitute  an  offer  to  sell  or  the  solicitation  of  an 
offer  to  buy  any  securities  other  than  the  securities  to  which  it  relates,  or  an  offer  to  sell  or  the  solicitation  of  an  offer 
to  buy  such  securities  by  any  person  in  any  circumstances  in  which  such  offer  or  solicitation  is  unlawful.  Neither 
the  delivery  of  this  Offering  Circular  nor  any  sale  hereunder  shall,  under  any  circumstances,  create  any  implication 
that  the  information  contained  herein  is  correct  as  of  any  time  subsequent  to  the  date  of  this  Offering  Circular. 

NOTWITHSTANDING  ANYTHING  TO  THE  CONTRARY  CONTAINED  HEREIN,  A  PROSPECTIVE 
INVESTOR  (AND  EACH  EMPLOYEE,  REPRESENTATIVE,  OR  OTHER  AGENT  OF  A  PROSPECTIVE 
INVESTOR)  MAY  DISCLOSE  TO  ANY  AND  ALL  PERSONS,  WITHOUT  LIMITATION  OF  ANY  KIND,  THE 
TAX  TREATMENT  AND  TAX  STRUCTURE  OF  THE  TRANSACTIONS  DESCRIBED  IN  THIS  OFFERING 
CIRCULAR  AND  ALL  MATERIALS  OF  ANY  KIND  THAT  ARE  PROVIDED  TO  THE  PROSPECTIVE 
INVESTOR  RELATING  TO  SUCH  TAX  TREATMENT  AND  TAX  STRUCTURE  (AS  SUCH  TERMS  ARE 
DEFINED  IN  TREASURY  REGULATION  SECTION  1.6011-4).  THIS  AUTHORIZATION  OF  TAX 
DISCLOSURE  IS  RETROACTIVELY  EFFECTIVE  TO  THE  COMMENCEMENT  OF  DISCUSSIONS  WITH 
PROSPECTIVE  INVESTORS  REGARDING  THE  TRANSACTIONS  CONTEMPLATED  HEREIN. 

PROSPECTIVE  INVESTORS  SHOULD  READ  THIS  OFFERING  CIRCULAR  CAREFULLY  BEFORE 
DECIDING  WHETHER  TO  INVEST  IN  THE  SECURITIES  AND  SHOULD  PAY  PARTICULAR  ATTENTION 
TO  THE  INFORMATION  SET  FORTH  UNDER  THE  HEADING  "RISK  FACTORS."  INVESTMENT  IN  THE 
SECURITIES  IS  SPECULATIVE  AND  INVOLVES  SIGNIFICANT  RISK.  INVESTORS  SHOULD 
UNDERSTAND  SUCH  RISKS  AND  HAVE  THE  FINANCIAL  ABILITY  AND  WILLINGNESS  TO  ACCEPT 
THEM  FOR  AN  EXTENDED  PERIOD  OF  TIME. 
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NOTICE  TO  INVESTORS 

Because  of  the  following  restrictions,  purchasers  are  advised  to  consult  legal  counsel  prior  to  making  any 
offer,  resale,  pledge  or  other  transfer  of  the  Notes. 

Each  purchaser  who  has  purchased  Class  S  Notes,  Class  A  Notes,  Class  B  Notes,  Class  C  Notes,  Class  D 
Notes  and  Regulation  S  Income  Notes,  will  be  deemed  to  have  represented  and  agreed,  and  each  purchaser  of 
Income  Notes  (other  than  the  Regulation  S  Income  Notes)  will  be  required  to  represent  and  agree,  in  each  case  with 
respect  to  such  Notes,  as  follows  (terms  used  herein  that  are  defined  in  Rule  144 A  or  Regulation  S  are  used  herein  as 
defined  therein): 

1.  (a)  In  the  case  of  Secured  Notes  sold  in  reliance  on  Rule  144A  (the  "Rule  144A  Notes"),  the 
purchaser  of  such  Rule  144A  Notes  (i)  is  a  qualified  institutional  buyer  (as  defined  in  Rule  144A)  (a  "Qualified 
Institutional  Buyer"),  (ii)  is  aware  that  the  sale  of  Secured  Notes  to  it  is  being  made  in  reliance  on  Rule  144A,  (iii)  is 
acquiring  the  Rule  144 A  Notes  for  its  own  account  or  for  the  account  of  a  Qualified  Institutional  Buyer  as  to  which 
the  purchaser  exercises  sole  investment  discretion,  and  in  a  principal  amount  of  not  less  than  U.S.$250,000  and  (iv) 
will  provide  notice  of  the  transfer  restrictions  described  in  this  "Notice  to  Investors"  to  any  subsequent  transferees. 

(b)  In  the  case  of  the  Income  Notes  (other  than  the  Regulation  S  Income  Notes),  the 
purchaser  of  such  Income  Notes  (i)  is  a  Qualified  Institutional  Buyer,  (ii)  is  aware  that  the  sale  of  the  Income  Notes 
to  it  is  being  made  in  reliance  on  Rule  144 A,  (iii)  is  acquiring  the  Income  Notes  for  its  own  account  or  for  the 
account  of  a  Qualified  Institutional  Buyer  as  to  which  the  purchaser  exercises  sole  investment  discretion,  and,  unless 
otherwise  permitted  by  the  Fiscal  Agency  Agreement  is  purchasing  a  principal  amount  of  not  less  than  $250,000  for 
the  purchaser  and  for  each  such  account  and  (iv)  will  provide  notice  of  the  transfer  restrictions  described  in  this 
"Notice  to  Investors"  to  any  subsequent  transferees;  or,  if  the  purchaser  is  not  a  Qualified  Institutional  Buyer,  such 
purchaser  (w)  is  a  person  who  is  an  "accredited  investor"  (as  defined  in  Rule  501(a)  under  the  Securities  Act)  (an 
"Accredited  Investor")  who  has  a  net  worth  of  not  less  than  U.S.S10  million  that  is  purchasing  the  Income  Notes  for 
its  own  account,  (x)  is  not  acquiring  the  Income  Notes  with  a  view  to  any  resale  or  distribution  thereof,  other  than  in 
accordance  with  the  restrictions  set  forth  below,  (y)  is  purchasing  a  principal  amount  of  not  less  than  $250,000 
(unless  otherwise  permitted  by  the  Fiscal  Agency  Agreement)  and  (z)  will  provide  notice  of  the  transfer  restrictions 
described  in  this  "Notice  to  Investors"  to  any  subsequent  transferees. 

2.  The  purchaser  understands  that  the  Notes  have  not  been  and  will  not  be  registered  or  qualified 
under  the  Securities  Act  or  any  applicable  state  securities  laws  or  the  securities  laws  of  any  other  jurisdiction,  are 
being  offered  only  in  a  transaction  not  involving  any  public  offering,  and  may  be  reoffered,  resold  or  pledged  or 
otherwise  transferred  only  (A)(i)  to  a  person  whom  the  purchaser  reasonably  believes  is  a  Qualified  Institutional 
Buyer  and  is  purchasing  for  its  own  account  or  for  the  account  of  a  Qualified  Institutional  Buyer  as  to  which  the 
purchaser  exercises  sole  investment  discretion  in  a  transaction  meeting  the  requirements  of  Rule  144  A,  (ii)  to  a  non- 
U.S.  Person  in  an  offshore  transaction  complying  with  Rule  903  or  Rule  904  of  Regulation  S  or  (iii)  solely  in  the 
case  of  the  Income  Notes,  to  an  Accredited  Investor  who  has  a  net  worth  of  not  less  than  U.S.$10  million,  and,  in 
each  case,  who  shall  have  satisfied,  and  in  the  case  of  Income  Notes  (other  than  the  Regulation  S  Income  Notes) 
shall  have  represented,  warranted,  covenanted  and  agreed,  or,  in  all  other  cases,  shall  be  deemed  to  have  satisfied, 
and  shall  be  deemed  to  have  represented,  warranted,  covenanted  and  agreed  that  it  will  continue  to  comply  with,  all 
requirements  for  transfer  of  the  Notes  specified  in  this  Offering  Circular,  in  the  case  of  the  Secured  Notes,  the 
Indenture,  and,  in  the  case  of  the  Income  Notes,  the  Fiscal  Agency  Agreement,  and  all  other  requirements  for  it  to 
qualify  for  an  exemption  from  registration  under  the  Securities  Act  and  (B)  in  accordance  with  all  applicable 
securities  laws  of  the  states  of  the  United  States.  Before  any  interest  in  a  Rule  144 A  Note  may  be  offered,  sold, 
pledged  or  otherwise  transferred  to  a  person  who  takes  delivery  in  the  form  of  an  interest  in  a  Regulation  S  Global 
Note,  the  transferor  will  be  required  to  provide  the  Note  Transfer  Agent  with  a  written  certification  (in  the  form 
provided  in  the  Indenture)  as  to  compliance  with  the  transfer  restrictions  described  herein.  Before  any  interest  in  an 
Income  Note  (other  than  a  Regulation  S  Income  Note)  may  be  offered,  sold,  pledged  or  otherwise  transferred,  the 
transferee  will  be  required  to  provide  the  Issuer,  and,  in  the  case  of  an  Income  Note,  the  Income  Notes  Transfer 
Agent,  with  a  letter  substantially  in  the  form  attached  to  this  Offering  Circular  as  Annex  A-l  (the  "Income  Note 
Purchase  and  Transfer  Letter").  The  purchaser  understands  and  agrees  that  any  purported  transfer  of  Notes  to  a 
purchaser  that  does  not  comply  with  the  requirements  of  this  paragraph  (2)  will,  in  the  case  of  the  Class  S  Notes, 
Class  A  Notes,  Class  B  Notes,  Class  C  Notes,  Class  D  Notes  and  Regulation  S  Income  Notes,  be  null  and  void  ab 
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initio,  and,  in  the  case  of  the  Income  Notes  (other  than  the  Regulation  S  Income  Notes),  not  be  permitted  or 
registered  by  the  Income  Notes  Transfer  Agent  The  purchaser  further  understands  that  the  Issuers  have  the  right  to 
compel  any  beneficial  owner  of  Notes  that  is  a  U.S.  Person  and  is  not  a  Qualified  Institutional  Buyer  or,  in  the  case 
of  the  Income  Notes,  not  an  Accredited  Investor,  to  sell  its  interest  in  such  Notes,  or  the  Issuers  may  sell  such  Notes 
on  behalf  of  such  owner. 

3.  The  purchaser  of  such  Notes  also  understands  that  neither  of  the  Issuers  has  been  registered  under 
the  Investment  Company  Act.  In  the  case  of  the  Rule  144  A  Notes  and  the  Income  Notes  (other  than  the  Regulation  S 
Income  Notes)  described  in  paragraph  (1)  above,  the  purchaser  and  each  account  for  which  the  purchaser  is 
acquiring  such  Notes  is  a  qualified  purchaser  for  the  purposes  of  Section  3(c)(7)  of  the  Investment  Company  Act  (a 
"Qualified  Purchaser").  The  purchaser  is  acquiring  Notes  in  a  principal  amount,  in  the  case  of  Rule  144A  Notes 
and,  in  the  case  of  Income  Notes  sold  to  Accredited  Investors,  of  not  less  than  U.S. $250,000,  or,  in  the  case  of  Notes 
sold  in  reliance  on  Regulation  S  ("Regulation  S  Notes"),  of  not  less  than  U.S.$100,000,  in  each  case  for  the 
purchaser  and  for  each  such  account.  The  purchaser  (or  if  the  purchaser  is  acquiring  Notes  for  any  account,  each 
such  account)  is  acquiring  the  Notes  as  principal  for  its  own  account  for  investment  and  not  for  sale  in  connection 
with  any  distribution  thereof.  The  purchaser  and  each  such  account:  (a)  was  not  formed  for  the  specific,  purpose  of 
investing  in  the  Notes  (except  when  each  beneficial  owner  of  the  purchaser  and  each  such  account  is  a  Qualified 
Purchaser),  (b)  to  the  extent  the  purchaser  is  a  private  investment  company  formed  before  April  30,  1996,  the 
purchaser  lias  received  the  necessary  consent  from  its  beneficial  owners,  (c)  is  not  a  pension,  profit  sharing  or  other 
retirement  trust  fund  or  plan  in  which  the  partners,  beneficiaries  or  participants,  as  applicable,  may  designate  the 
particular  investments  to  be  made  and  (d)  is  not  a  broker  dealer  that  owns  and  invests  on  a  discretionary  basis  less 
than  U.S.$25,000,000  in  securities  of  unaffiliated  issuers.  Further,  the  purchaser  agrees  with  respect  to  itself  and 
each  such  account:  (i)  that  it  shall  not  hold  such  Notes  for  the  benefit  of  any  other  person  and  shall  be  the  sole 
beneficial  owner  thereof  for  all  purposes  and  (ii)  that  it  shall  not  sell  participation  interests  in  the  Notes  or  enter  into 
any  other  arrangement  pursuant  to  which  any  other  person  shall  be  entitled  to  a  beneficial  interest  in  the  distributions 
on  the  Notes.  The  purchaser  understands  and  agrees  that  any  purported  transfer  of  Notes  to  a  purchaser  that  does  not 
comply  with  the  requirements  of  this  paragraph  (3)  will,  in  the  case  of  the  Class  S  Notes,  the  Class  A  Notes,  the 
Class  B  Notes,  the  Class  C  Notes,  the  Class  D  Notes  and  the  Regulation  S  Income  Notes,  be  null  and  void  ab  initio, 
and,  in  the  case  of  the  Income  Notes  (other  than  the  Regulation  S  Income  Notes),  not  be  permitted  or  registered  by 
the  Income  Notes  Transfer  Agent.  The  purchaser  further  understands  that  the  Issuers  have  the  right  to  compel  any 
beneficial  owner  of  Notes  that  is  a  U.S.  Person  and  is  not  a  Qualified  Purchaser  to  sell  its  interest  in  such  Notes,  or 
the  Issuers  may  sell  such  Notes  on  behalf  of  such  owner. 

4.  (a)  With  respect  to  the  Class  S  Notes,  Class  A  Notes,  Class  B  Notes,  Class  C  Notes  and 
Class  D  Notes,  each  purchaser  will  be  deemed,  by  its  purchase,  to  have  represented  and  warranted  that  either  (i)  the 
purchaser  is  not  and  will  not  be  an  "employee  benefit  plan"  as  defined  in  and  subject  to  Title  I  of  the  United  States 
Employee  Retirement  Income  Security  Act  of  1974,  as  amended  ("ERISA"),  a  plan  as  defined  in  and  subject  to 
Section  4975  of  the  United  States  Internal  Revenue  Code  of  1986,  as  amended  (the  "Code"),  any  entity  whose 
underlying  assets  include  "plan  assets"  by  reason  of  an  employee  benefit  plan's  or  other  plan's  investment  in  the 
entity,  or  another  employee  benefit  plan  subject  to  any  federal,  state,  local  or  foreign  law  that  is  substantially  similar 
to  the  provisions  of  Section  406  of  ERISA,  or  Section  4975  of  the  Code  ("Similar  Law")  or  (ii)  the  purchaser's 
purchase  and  holding  of  a  Note  does  not  and  will  not  constitute  or  result  in  a  prohibited  transaction  under  Section 
406  of  ERISA  or  Section  4975  of  the  Code  (or,  in  the  case  of  such  another  plan,  any  Similar  Law)  for  which  an 
exemption  is  not  available.  The  purchaser  understands  and  agrees  that  any  purported  transfer  of  a  Note  to  a 
purchaser  that  does  not  comply  with  the  requirements  of  this  paragraph  (4)(a)  shall  be  null  and  void  ab  initio. 

(b)  With  respect  to  the  Income  Notes  (other  than  the  Regulation  S  Income  Notes)  purchased 
or  transferred  on  or  after  the  Closing  Date,  the  purchaser  or  transferee  must  disclose  in  writing  in  advance  to  the 
Note  Transfer  Agent  or  the  Income  Notes  Transfer  Agent,  as  applicable,  (i)  whether  or  not  it  is  (A)  an  "employee 
benefit  plan"  as  defined  in  and  subject  to  Title  I  of  ERISA,  (B)  a  "plan"  as  described  in  and  subject  to  Section  4975 
of  the  Code,'  or  (C)  an  entity  whose  underlying  assets  include  "plan  assets"  within  the  meaning  of  ERISA  by  reason 
of  an  employee  benefit  or  other  plan's  investment  in  the  entity  (all  such  persons  and  entities  described  in  clauses  (A) 
through  (C)  being  referred  to  herein  as  "Benefit  Plan  Investors");  (ii)  if  the  purchaser  is  a  Benefit  Plan  Investor  (or 
other  employee  benefit  plan  subject  to  Similar  Law),  then  (x)  the  purchase  and  holding  of  the  Income  Notes  will  not 
constitute  or  result  in  a  prohibited  transaction  under  Section  406  of  ERISA  or  Section  4975  of  the  Code  (or,  in  the 
case  of  another  employee  benefit  plan  subject  to  Similar  Law,  any  Similar  Law)  for  which  an  exemption  is  not 
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available  or  (y)  solely  in  the  case  of  Benefit  Plan  Investors,  the  purchase  and  holding  of  Income  Notes  is  exempt 
under  an  identified  Prohibited  Transaction  Class  Exemption  or  individual  exemption,  based  on  the  assumption  that 
less  than  25%  of  the  Outstanding  Income  Notes  are  owned  by  Benefit  Plan  Investors;  and  (iii)  whether  or  not  it  is 
the  Issuer  or  any  other  person  (other  than  a  Benefit  Plan  Investor)  that  has  discretionary  authority  or  control  with 
respect  to  the  assets  of  the  Issuer,  a  person  who  provides  investment  advice  for  a  fee  (direct  or  indirect)  with  respect 
to  the  assets  of  the  Issuer,  or  any  "affiliate"  (within  the  meaning  of  29  C.F.R.  Section  2510.3-101(f)(3))  of  any  such 
person  (a  "Controlling  Person").  If  a  purchaser  is  an  insurance  company  acting  on  behalf  of  its  general  account  or 
another  entity  deemed  to  be  holding  plan  assets,  it  may  be  required  to  so  indicate,  and  to  identify  a  maximum 
percentage  of  the  assets  in  such  general  account  or  entity  that  may  be  or  become  plan  assets,  in  which  case  the 
purchaser  will  be  required  to  make  certain  further  agreements  that  would  apply  in  the  event  that  such  maximum 
percentage  would  thereafter  be  exceeded.  The  purchaser  agrees  that,  before  any  interest  in  an  Income  Note  (other 
than  a  Regulation  S  Income  Note)  may  be  offered,  sold,  pledged  or  otherwise  transferred,  the  transferee  will  be 
required  to  provide  the  Income  Notes  Transfer  Agent  with  an  Income  Notes  Purchase  and  Transfer  Letter,  as 
applicable,  stating,  among  other  things,  whether  the  transferee  is  a  Benefit  Plan  Investor.  The  purchaser 
acknowledges  and  agrees  that  no  purchase  or  transfer  will  be  permitted,  and  the  Note  Transfer  Agent  or  the  Income 
Notes  Transfer  Agent,  as  applicable,  will  not  register  any  such  transfer,  to  the  extent  that  the  purchase  or  transfer 
would  result  in  Benefit  Plan  Investors  owning  25%  or  more  of  the  total  value  of  the  Outstanding  Income  Notes 
immediately  after  such  purchase  or  transfer  (determined  in  accordance  with  the  Indenture  or  Fiscal  Agency 
Agreement,  as  applicable).  The  foregoing  procedures  are  intended  to  enable  the  Income  Notes  (other  than  the 
Regulation  S  Income  Notes)  to  be  purchased  by  or  transferred  to  Benefit  Plan  Investors  at  any  time,  although  no 
assurance  can  be  given  that  there  will  not  be  circumstances  in  which  purchases  or  transfers  of  Income  Notes  will  be 
required  to  be  restricted  in  order  to  comply  with  the  aforementioned  25%  limitation.  See  "ERISA  Considerations." 

(c)  With  respect  to  the  Regulation  S  Income  Notes,  each  purchaser  will  be  deemed,  by  its 
purchase,  to  have  represented  and  warranted  that  it  is  not  a  Benefit  Plan  Investor  or  a  Controlling  Person.  Each 
purchaser  also  will  be  deemed,  by  its  purchase,  to  have  represented  and  warranted  that  if  it  is  an  employee  benefit 
plan  subject  to  Similar  Law,  then  its  purchase  and  holding  of  Income  Notes  do  not  and  will  not  constitute  or  result  in 
a  Violation  of  any  Similar  Law  for  which  an  exemption  is  not  available.  The  purchaser  understands  and  agrees  that 
any  purported  transfer  of  a  Note  to  a  purchaser  that  does  not  comply  with  the  requirements  of  this  paragraph  4(c) 
shall  be  null  and  void  ab  initio. 

5.  The  purchaser  is  not  purchasing  the  Notes  with  a  view  toward  the  resale,  distribution  or  other 
disposition  thereof  in  violation  of  the  Securities  Act.  The  purchaser  understands  that  an  investment  in  the  Notes 
involves  certain  risks,  including  the  risk  of  loss  of  its  entire  investment  in  the  Notes  under  certain  circumstances. 
The  purchaser  has  had  access  to  such  financial  and  other  information  concerning  the  Issuers  and  the  Notes  as  it 
deemed  necessary  or  appropriate  in  order  to  make  an  informed  investment  decision  with  respect  to  its  purchase  of 
the  Notes,  including  an  opportunity  to  ask  questions  of,  and  request  infonnation  from,  the  Issuer. 

6.  In  connection  with  the  purchase  of  the  Notes:  (i)  none  of  the  Issuers,  the  Initial  Purchaser,  the 
Liquidation  Agent,  the  Trustee,  the  Agents,  the  Administrator  or  the  Share  Trustee  (as  defined  herein)  is  acting  as  a 
fiduciary  or  financial  or  investment  adviser  for  the  purchaser,  (ii)  the  purchaser  is  not  relying  (for  purposes  of 
making  any  investment  decision  or  otherwise)  upon  any  advice,  counsel  or  representations  (whether  written  or  oral) 
of  the  Issuers,  the  Initial  Purchaser,  the  Liquidation  Agent,  the  Trustee,  the  Agents,  the  Administrator  or  the  Share 
Trustee  other  than  in  this  Offering  Circular  for  such  Notes  and  any  representations  expressly  set  forth  in  a  written 
agreement  with  such  party;  (iii)  none  of  the  Issuers,  the  Initial  Purchaser,  the  Liquidation  Agent,  the  Trustee,  the 
Agents,  the  Credit  Protection  Buyer,  the  Administrator  or  the  Share  Trustee  has  given  to  the  purchaser  (directly  or 
indirectly  through  any  other  person)  any  assurance,  guarantee  or  representation  whatsoever  as  to  the  expected  or 
projected  success,  profitability,  return,  performance,  results,  effect,  consequence  or  benefit  (including  legal, 
regulatory,  tax,  financial,  accounting  or  otherwise)  as  to  an  investment  in  the  Notes;  (iv)  the  purchaser  has  consulted 
with  its  own  legal,  regulatory,  tax,  business,  investment,  financial  and  accounting  advisors  to. the  extent  it  has 
deemed  necessary,  and  it  has  made  its  own  investment  decisions  (including  decisions  regarding  the  suitability  of  any 
transaction  pursuant  to  the  Indenture  and  Fiscal  Agency  Agreement)  based  upon  its  own  judgment  and  upon  any 
advice  from  such  advisors  as  it  has  deemed  necessary  and  not  upon  any  view  expressed  by  Issuers,  the  Initial 
Purchaser,  the  Liquidation  Agent,  the  Trustee,  the  Agents,  the  Credit  Protection  Buyer,  the  Administrator  or  the 
Share  Trustee;  (v)  the  purchaser  has  evaluated  the  rates,  prices  or  amounts  and  other  terms  and  conditions  of  the 
purchase  and  sale  of  the  Notes  with  a  full  understanding  of  all  of  the  risks  thereof  (economic  and  otherwise),  and  is 
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capable  of  assuming  and  willing  to  assume  (financially  and  otherwise)  those  risks;  and  (vi)  the  purchaser  is  a 
sophisticated  investor. 

7.  Pursuant  to  the  terms  of  the  Indenture,  unless  otherwise  determined  by  the  Issuers  in  accordance 

with  the  Indenture,  the  Class  S  Notes,  Class  A  Notes,  the  Class  B  Notes,  the  Class  C  Notes  and  the  Class  D  Notes 
will  bear  a  legend  to  the  following  effect: 

THIS  NOTE  HAS  NOT  BEEN  AND  WILL  NOT  BE  REGISTERED  UNDER  THE  UNITED  STATES 
SECURITIES  ACT  OF  1933,  AS  AMENDED  (THE  "SECURITIES  ACT'),  AND  THE  ISSUERS  HAVE 
NOT  BEEN  REGISTERED  UNDER  THE  UNITED  STATES  INVESTMENT  COMPANY  ACT  OF 
1940,  AS  AMENDED  (THE  "INVESTMENT  COMPANY  ACT').  THE  HOLDER  HEREOF,  BY 
PURCHASING  THE  NOTES  IN  RESPECT  OF  WHICH  THIS  NOTE  HAS  BEEN  ISSUED,  AGREES 
FOR  THE  BENEFIT  OF  THE  ISSUERS  THAT  THE  NOTES  MAY  BE  OFFERED,  SOLD,  PLEDGED 
OR  OTHERWISE  TRANSFERRED,  ONLY  (A)(1)  TO  A  PERSON  WHOM  THE  SELLER 
REASONABLY  BELIEVES  IS  A  QUALIFIED  INSTITUTIONAL  BUYER  AS  DEFINED  IN  RULE 
144A  UNDER  THE  SECURITIES  ACT  THAT  IS  NOT  A  BROKER  DEALER  WHICH  OWNS  AND 
INVESTS  ON  A  DISCRETIONARY  BASIS  LESS  THAN  $25  MILLION  IN  SECURITIES  OF  ISSUERS 
THAT  ARE  NOT  AFFILIATED  PERSONS  OF  THE  INITIAL  PURCHASER  AND  IS  NOT  A  PLAN 
REFERRED  TO  IN  PARAGRAPH  (a)(l)(i)(D)  OR  (a)(l)(i)(E)  OF  RULE  144A  OR  A  TRUST  FUND 
REFERRED  TO  IN  PARAGRAPH  (a)(l)(i)(F)  OF  RULE  144A  THAT  HOLDS  THE  ASSETS  OF  SUCH 
A  PLAN,  IF  INVESTMENT  DECISIONS  WITH  RESPECT  TO  THE  PLAN  ARE  MADE  BY  THE 
BENEFICIARIES  OF  THE  PLAN,  PURCHASING  FOR  ITS  OWN  ACCOUNT  OR  FOR  THE 
ACCOUNT  OF  A  QUALIFIED  INSTITUTIONAL  BUYER,  IN  A  TRANSACTION  MEETING  THE 
REQUIREMENTS  OF  RULE  144A  UNDER  THE  SECURITIES  ACT  OR  (2)  TO  A  NON  U.S.  PERSON 
IN  AN  OFFSHORE  TRANSACTION  COMPLYING  WITH  RULE  903  OR  RULE  904  OF 
REGULATION  S  UNDER  THE  SECURITIES  ACT  AND,  IN  THE  CASE  OF  CLAUSE  (1),  IN  A 
PRINCIPAL  AMOUNT  OF  NOT  LESS  THAN  $250,000  OR  IN  THE  CASE  OF  CLAUSE  (2),  IN  A 
PRINCIPAL  AMOUNT  OF  NOT  LESS  THAN  $100,000,  FOR  THE  PURCHASER  AND  FOR  EACH 
ACCOUNT  FOR  WHICH  IT  IS  ACTING,  TO  A  PURCHASER  THAT,  OTHER  THAN  IN  THE  CASE 
OF  CLAUSE  (2),  (V)  IS  A  QUALIFIED  PURCHASER  FOR  PURPOSES  OF  SECTION  3(c)(7)  OF  THE 
INVESTMENT  COMPANY  ACT,  (W)  WAS  NOT  FORMED  FOR  THE  PURPOSE  OF  INVESTING  IN 
THE  ISSUER  (EXCEPT  WHEN  EACH  BENEFICIAL  OWNER  OF  THE  PURCHASER  IS  A 
QUALIFIED  PURCHASER),  (X)  HAS  RECEIVED  THE  NECESSARY  CONSENT  FROM  ITS 
BENEFICIAL  OWNERS  WHEN  THE  PURCHASER  IS  A  PRIVATE  INVESTMENT  COMPANY 
FORMED  BEFORE  APRIL  30,  1996,  (Y)  IS  NOT  A  BROKER  DEALER  THAT  OWNS  AND  INVESTS 
ON  A  DISCRETIONARY  BASIS  LESS  THAN  $25,000,000  IN  SECURITIES  OF  UNAFFILIATED 
ISSUERS  AND  (Z)  IS  NOT  A  PENSION,  PROFIT  SHARING  OR  OTHER  RETIREMENT  TRUST 
FUND  OR  PLAN  IN  WHICH  THE  PARTNERS,  BENEFICIARIES  OR  PARTICIPANTS,  AS 
APPLICABLE,  MAY  DESIGNATE  THE  PARTICULAR  INVESTMENTS  TO  BE  MADE,  AND  IN  A 
TRANSACTION  THAT  MAY  BE  EFFECTED  WITHOUT  LOSS  OF  ANY  APPLICABLE 
INVESTMENT  COMPANY  ACT  EXEMPTION  AND  (B)  IN  ACCORDANCE  WITH  ALL 
APPLICABLE  SECURITIES  LAWS  OF  THE  STATES  OF  THE  UNITED  STATES.  EACH  HOLDER 
HEREOF  SHALL  BE  DEEMED  TO  MAKE  THE  REPRESENTATIONS  AND  AGREEMENTS  SET 
FORTH  IN  THE  INDENTURE  (AS  DEFINED  HEREIN).  ANY  TRANSFER  IN  VIOLATION  OF  THE 
FOREGOING  WELL  BE  OF  NO  FORCE  AND  EFFECT,  WILL  BE  NULL  AND  VOID  AB  INITIO  AND 
WILL  NOT  OPERATE  TO  TRANSFER  ANY  RIGHTS  TO  THE  TRANSFEREE, 
NOTWITHSTANDING  ANY  INSTRUCTIONS  TO  THE  CONTRARY  TO  THE  ISSUERS,  THE  NOTE 
TRANSFER  AGENT  OR  ANY  INTERMEDIARY.  EACH  TRANSFEROR  OF  THIS  NOTE  WILL 
PROVIDE  NOTICE  OF  THE  TRANSFER  RESTRICTIONS  SET  FORTH  HEREIN  AND  IN  THE 
INDENTURE  TO  ITS  TRANSFEREE.  IN  ADDITION  TO  THE  FOREGOING,  THE  ISSUERS  HAVE 
•    "  THE  RIGHT,  UNDER  THE  INDENTURE  (AS  DEFINED  HEREIN),  TO  COMPEL  ANY  BENEFICIAL 

OWNER  OF  AN  INTEREST  IN  A  RULE  144A  GLOBAL  NOTE  (AS  DEFINED  IN  THE  INDENTURE) 
THAT  IS  A  U.S.  PERSON  AND  IS  NOT  BOTH  A  QUALIFIED  PURCHASER  AND  A  QUALIFIED 
INSTITUTIONAL  BUYER  TO  SELL  ITS  INTEREST  IN  THE  NOTES,  OR  MAY  SELL  SUCH 
INTERESTS  ON  BEHALF  OF  SUCH  OWNER. 
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THE  HOLDER  HEREOF,  BY  PURCHASING  THE  NOTES  IN  RESPECT  OF  WHICH  THIS  NOTE 
HAS  BEEN  ISSUED,  AGREES  FOR  THE  BENEFIT  OF  THE  ISSUERS  THAT  EITHER  (I)  THE 
HOLDER  IS  NOT  AND  WILL  NOT  BE  AN  EMPLOYEE  BENEFIT  PLAN  AS  DEFINED  IN  AND 
SUBJECT  TO  TITLE  I  OF  THE  UNITED  STATES  EMPLOYEE  RETIREMENT  INCOME  SECURITY 
ACT  OF  1974,  AS  AMENDED  ("ERISA")),  A  PLAN  DEFINED  IN  AND  SUBJECT  TO  SECTION  4975 
OF  THE  UNITED  STATES  INTERNAL  REVENUE  CODE  OF  1986,  AS  AMENDED  (THE  "CODE"), 
OR  ANY  ENTITY  WHOSE  UNDERLYING  ASSETS  INCLUDE  "PLAN  ASSETS"  BY  REASON  OF 
ANY  SUCH  EMPLOYEE  BENEFIT  PLAN'S  OR  OTHER  PLAN'S  INVESTMENT  IN  THE  ENTITY, 
OR  ANOTHER  EMPLOYEE  BENEFIT  PLAN  SUBJECT  TO  ANY  FEDERAL,  STATE,  LOCAL  OR 
FOREIGN  LAW  THAT  IS  SUBSTANTIALLY  SIMILAR  TO  THE  PROVISIONS  OF  SECTION  406  OF 
ERISA  OR  SECTION  4975  OF  THE  CODE  ("SIMILAR  LAW)  OR  (II)  THE  HOLDER'S  PURCHASE 
AND  HOLDING  OF  A  NOTE  DO  NOT  AND  WILL  NOT  CONSTITUTE  OR  RESULT  IN  A 
PROHIBITED  TRANSACTION  UNDER  SECTION  406  OF  ERISA  OR  SECTION  4975  OF  THE  CODE 
(OR,  IN  THE  CASE  OF  SUCH  ANOTHER  PLAN,  ANY  SIMILAR  LAW)  FOR  WHICH  AN 
EXEMPTION  IS  NOT  AVAILABLE.  ANY  PURPORTED  TRANSFER  OF  A  NOTE  TO  A  HOLDER 
THAT  DOES  NOT  COMPLY  WITH  THE  REQUIREMENTS  SET  FORTH  ABOVE  SHALL  BE  NULL 
AND  VO\DAB  INITIO. 

ANY  TRANSFER,  PLEDGE  OR  OTHER  USE  OF  THIS  NOTE  FOR  VALUE  OR  OTHERWISE  BY  OR 
TO  ANY  PERSON  IS  WRONGFUL  SINCE  THE  REGISTERED  OWNER  HEREOF,  CEDE  &  CO.,  HAS 
AN  INTEREST  HEREIN,  UNLESS  THIS  NOTE  IS  PRESENTED  BY  AN  AUTHORIZED 
REPRESENTATIVE  OF  THE  DEPOSITORY  TRUST  COMPANY  ("DTC"),  NEW  YORK,  NEW 
YORK,  TO  THE  ISSUERS  OR  THEIR  AGENT  FOR  REGISTRATION  OF  TRANSFER,  EXCHANGE 
OR  PAYMENT  AND  ANY  NOTE  ISSUED  IS  REGISTERED  IN  THE  NAME  OF  CEDE  &  CO.  OR  OF 
SUCH  OTHER  ENTITY  AS  IS  REQUESTED  BY  AN  AUTHORIZED  REPRESENTATIVE  OF  DTC 
(AND  ANY  PAYMENT  HEREON  IS  MADE  TO  CEDE  &  CO.). 

TRANSFERS  OF  THIS  NOTE  SHALL  BE  LIMITED  TO  TRANSFERS  IN  WHOLE,  BUT  NOT  IN 
PART,  TO  NOMINEES  OF  DTC  OR  TO  A  SUCCESSOR  THEREOF  OR  SUCH  SUCCESSOR'S 
NOMINEE  AND  TRANSFERS  OF  PORTIONS  OF  THIS  NOTE  SHALL  BE  LIMITED  TO 
TRANSFERS  MADE  IN  ACCORDANCE  WITH  THE  RESTRICTIONS  SET  FORTH  IN  THE 
INDENTURE. 

PRINCIPAL  OF  THIS  NOTE  IS  PAYABLE  AS  SET  FORTH  HEREIN.  ACCORDINGLY,  THE 
OUTSTANDING  PRINCIPAL  OF  THIS  NOTE  AT  ANY  TIME  MAY  BE  LESS  THAN  THE  AMOUNT 
SHOWN  ON  THE  FACE  HEREOF.  ANY  PERSON  ACQUIRING  THIS  NOTE  MAY  ASCERTAIN  ITS 
CURRENT  PRINCIPAL  AMOUNT  BY  INQUIRY  OF  THE  NOTE  PAYING  AGENT. 

8.  The  purchaser  acknowledges  that  it  is  its  intent  and  that  it  understands  it  is  the  intent  of  the  Issuer 
that,  for  purposes  of  U.S.  federal  income,  state  and  local  income  and  franchise  tax  and  any  other  income  taxes,  the 
Issuer  will  be  treated  as  a  corporation,  the  Secured  Notes  will  be  treated  as  indebtedness  of  the  Issuer  and  the 
Income  Notes  will  be  treated  as  equity  in  the  Issuer;  the  purchaser  agrees  to  such  treatment  and  agrees  to  take  no 
action  inconsistent  with  such  treatment 

9.  The  purchaser  understands  that  the  Issuers,  the  Trustee,  the  Initial  Purchaser,  the  Liquidation 
Agent  and  their  counsel  will  rely  upon  the  accuracy  and  truth  of  the  foregoing  representations,  and  the  purchaser 
hereby  consents  to  such  reliance. 

10.  Pursuant  to  the  terms  of  the  Fiscal  Agency  Agreement,  unless  otherwise  determined  by  the  Issuer 
in  .accordance  with  the  Fiscal  Agency  Agreement,  the  Income  Notes  sold  to  non-U. S.  Persons  in  offshore 
transactions  (the  "Regulation  S  Income  Notes")  will  bear  a  legend  to  the  following  effect: 

THE  INCOME  NOTES  ARE  THE  SUBJECT  OF,  AND  ARE  ISSUED  SUBJECT  TO  THE  TERMS  AND 
CONDITIONS  OF,  THE  FISCAL  AGENCY  AGREEMENT,  DATED  ON  OR  ABOUT  MARCH  20,  2007 
(THE  "FISCAL  AGENCY  AGREEMENT')  BY  AND  BETWEEN  THE  ISSUER  OF  THE  INCOME 
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NOTES  AND  LASALLE  BANK  NATIONAL  ASSOCIATION,  AS  FISCAL  AGENT.  COPIES  OF  THE 
FISCAL  AGENCY  AGREEMENT  MAY  BE  OBTAINED  FROM  THE  FISCAL  AGENT. 

THE  INCOME  NOTES  HAVE  NOT  BEEN  AND  WILL  NOT  BE  REGISTERED  UNDER  THE  UNITED 
STATES  SECURITIES  ACT  OF  1933,  AS  AMENDED  (THE  "SECURITIES  ACT'),  AND  THE  ISSUER 
HAS  NOT  BEEN  REGISTERED  UNDER  THE  UNITED  STATES  INVESTMENT  COMPANY  ACT  OF 
1940,  AS  AMENDED  (THE  "INVESTMENT  COMPANY  ACT").  THE  HOLDER  HEREOF,  BY 
PURCHASING  THE  INCOME  NOTES  REPRESENTED  HEREBY,  AGREES  FOR  THE  BENEFIT  OF 
THE  ISSUER  THAT  SUCH  INCOME  NOTES  MAY  BE  OFFERED,  SOLD,  PLEDGED  OR 
OTHERWISE  TRANSFERRED,  ONLY  (A)(1)  TO  A  PERSON  WHOM  THE  SELLER  REASONABLY 
BELIEVES  IS  A  QUALIFIED  INSTITUTIONAL  BUYER  AS  DEFINED  IN  RULE  144A  UNDER  THE 
SECURITIES  ACT  AND  IS  PURCHASING  FOR  ITS  OWN  ACCOUNT  OR  FOR  THE  ACCOUNT  OF 
A  QUALIFIED  INSTITUTIONAL  BUYER  IN  A  TRANSACTION  MEETING  THE  REQUIREMENTS 
OF  RULE  144A  UNDER  THE  SECURITIES  ACT,  (2)  TO  AN  ACCREDITED  INVESTOR  (AS 
DEFINED  DSF  RULE  501(a)  UNDER  THE  SECURITIES  ACT)  WHO  HAS  A  NET  WORTH  OF  NOT 
LESS  THAN  U.S.S10  MILLION)  IN  A  TRANSACTION  EXEMPT  FROM  REGISTRATION  UNDER 
THE  SECURITIES  ACT,  OR  (3)  TO  A  NON-U.S.  PERSON  IN  AN  OFFSHORE  TRANSACTION 
COMPLYING  WITH  RULE  903  OR  RULE  904  OF  REGULATION  S  UNDER  THE  SECURITIES  ACT, 
AND.  IN  THE  CASE  OF  CLAUSE  (1)  AND  (2)  IN  A  PRINCIPAL  AMOUNT  OF  NOT  LESS  THAN 
$250,000  OR  IN  THE  CASE  OF  CLAUSE  (3)  IN  A  PRINCIPAL  AMOUNT  OF  NOT  LESS  THAN 
$100,000.  FURTHERMORE,  THE  PURCHASER  AND  EACH  ACCOUNT  FOR  WHICH  IT  IS  ACTING 
AS  A  PURCHASER,  OTHER  THAN  IN  THE  CASE  OF  CLAUSE  (A)(3)  ABOVE,  REPRESENTS  FOR 
THE  BENEFIT  OF  THE  ISSUER  THAT  IT  (V)  IS  A  QUALIFIED  PURCHASER  FOR  THE  PURPOSES 
OF  SECTION  3(c)(7)  OF  THE  INVESTMENT  COMPANY  ACT,  (W)  WAS  NOT  FORMED  FOR  THE 
PURPOSE  OF  INVESTING  IN  THE  ISSUER  (EXCEPT  WHEN  EACH  BENEFICIAL  OWNER  OF  THE 
PURCHASER  IS  A  QUALIFIED  PURCHASER),  (X)  HAS  RECEIVED  THE  NECESSARY  CONSENT 
FROM  ITS  BENEFICIAL  OWNERS  WHEN  THE  PURCHASER  IS  A  PRIVATE  INVESTMENT 
COMPANY  FORMED  BEFORE  APRIL  30,  1996,  (Y)  IS  NOT  A  BROKER-DEALER  THAT  OWNS 
AND  INVESTS  ON  A  DISCRETIONARY  BASIS  LESS  THAN  U.S.$25,000,000  IN  SECURITIES  OF 
UNAFFILIATED  ISSUERS  AND  (Z)  IS  NOT  A  PENSION,  PROFIT  SHARING  OR  OTHER 
RETIREMENT  TRUST  FUND  OR  PLAN  EN  WHICH  THE  PARTNERS,  BENEFICIARIES  OR 
PARTICIPANTS,  IN  EACH  CASE  AS  APPLICABLE,  MAY  DESIGNATE  THE  PARTICULAR 
INVESTMENTS  TO  BE  MADE,  AND  EN  A  TRANSACTION  THAT  MAY  BE  EFFECTED  WITHOUT 
LOSS  OF  ANY  APPLICABLE  INVESTMENT  COMPANY  ACT  EXEMPTION  AND  (B)  IN 
ACCORDANCE  WITH  ALL  APPLICABLE  SECURITIES  LAWS  OF  THE  STATES  OF  THE  UNITED 
STATES.  ANY  PURPORTED  TRANSFER  IN  VIOLATION  OF  THE  FOREGOING  WILL  NOT  BE 
PERMITTED  OR  REGISTERED  BY  THE  INCOME  NOTES  TRANSFER  AGENT.  EACH 
TRANSFEROR  OF  THE  INCOME  NOTES  WILL  PROVIDE  NOTICE  OF  THE  TRANSFER 
RESTRICTIONS  SET  FORTH  HEREIN  AND  IN  THE  FISCAL  AGENCY  AGREEMENT  TO  ITS 
TRANSFEREE.  IN  ADDITION  TO  THE  FOREGOING,  THE  ISSUER  HAS  THE  RIGHT  TO  COMPEL 
ANY  BENEFICIAL  OWNER  OF  AN  INCOME  NOTE  THAT  IS  A  U.S.  PERSON  AND  IS  NOT  (A)  A 
QUALIFIED  PURCHASER  AND  (B)  EITHER  A  QUALIFIED  INSTITUTIONAL  BUYER  OR  AN 
ACCREDITED  INVESTOR  WHO  HAS  A  NET  WORTH  OF  NOT  LESS  THAN  U.S.$10  MILLION  TO 
SELL  SUCH  INCOME  NOTES,  OR  MAY  SELL  SUCH  INCOME  NOTES  ON  BEHALF  OF  SUCH 
OWNER. 

EF  THE  TRANSFER  OF  INCOME  NOTES  IS  TO  BE  MADE  PURSUANT  TO  CLAUSE  (A)(1)  OR 
(A)(2)  OF  THE  PRECEDING  PARAGRAPH,  THE  TRANSFEREE  OF  THE  INCOME  NOTES  WELL  (1) 
BE  REQUIRED  TO  EXECUTE  AND  DELIVER  TO  THE  ISSUER  AND  THE  FISCAL  AGENT  AN 
INCOME  NOTES  PURCHASE  AND  TRANSFER  LETTER  SUBSTANTIALLY  IN  THE  FORM 
ATTACHED  TO  THE  FISCAL  AGENCY  AGREEMENT,  STATING  THAT  AMONG  OTHER  THINGS, 
THE  TRANSFEREE  IS  (X)  A  QUALIFIED  INSTITUTIONAL  BUYER  AS  DEFINED  IN  RULE  144A 
UNDER  THE  SECURITIES  ACT  PURCHASING  FOR  ITS  OWN  ACCOUNT  OR  FOR  THE 
ACCOUNT  OF  A  QUALIFIED  INSTITUTIONAL  BUYER,  OR  (Y)  AN  ACCREDITED  INVESTOR 
(AS  DEFINED  EN  RULE  501(a)  UNDER  THE  SECURITIES  ACT)  WHO  HAS  A  NET  WORTH  OF 
NOT  LESS  THAN  U.S.S10  MILLION  AND  (Z)  A  QUALIFIED  PURCHASER- FOR  THE  PURPOSES 
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OF  THE  INVESTMENT  COMPANY  ACT  AND  (2)  RECEIVE  ONE  OR  MORE  DEFINITIVE  INCOME 
NOTES. 

IF  THE  TRANSFER  OF  INCOME  NOTES  IS  TO  BE  MADE  PURSUANT  TO  CLAUSE  (A)(3)  OF  THE 
SECOND  PRECEDING  PARAGRAPH,  THE  TRANSFEREE  OF  THE  INCOME  NOTES  WILL  BE 
REQUIRED  TO  DELIVER  TO  THE  ISSUER  AND  THE  FISCAL  AGENT  AN  INCOME  NOTES 
PURCHASE  AND  TRANSFER  LETTER,  SUBSTANTIALLY  IN  THE  FORM  ATTACHED  TO  THE 
FISCAL  AGENCY  AGREEMENT,  STATING  THAT  AMONG  OTHER  THINGS,  THE  TRANSFEREE 
IS  NOT  A  U.  S.  PERSON  (AS  DEFINED  IN  REGULATION  S). 

WITH  RESPECT  TO  THE  INCOME  NOTES  PURCHASED  OR  TRANSFERRED  AFTER  THE 
CLOSING  DATE,  THE  PURCHASER  OR  TRANSFEREE  IS  DEEMED  TO  REPRESENT  AND 
WARRANT),  THAT  (i)  IT  IS  NOT  (A)  AN  "EMPLOYEE  BENEFIT  PLAN"  AS  DEFINED  IN  AND 
SUBJECT  TO  TITLE  I  OF  THE  UNITED  STATES  EMPLOYEE  RETIREMENT  INCOME  SECURITY 
ACT  OF  1974,  AS  AMENDED  ("ERISA"),  (B)  A  "PLAN"  AS  DESCRIBED  IN  SECTION  4975  OF  THE 
UNITED  STATES  INTERNAL  REVENUE  CODE  OF  1986,  AS  AMENDED  (THE  "CODE"),  OR  (C) 
AN  ENTITY  WHOSE  ASSETS  INCLUDE  "PLAN  ASSETS"  WITHIN  THE  MEANING  OF  ERISA  BY 
REASON  OF  AN  EMPLOYEE  BENEFIT  PLAN'S  OR  OTHER  PLAN'S  INVESTMENT  IN  THE 
ENTITY  (ALL  SUCH  PERSONS  AND  ENTITIES  DESCRIBED  IN  CLAUSES  (A)  THROUGH  (C) 
BEING  REFERRED  TO  HEREIN  AS  "BENEFIT  PLAN  INVESTORS");  AND  (ii)  IT  IS  NOT  A 
PERSON  WHO  HAS  DISCRETIONARY  AUTHORITY  OR  CONTROL  WITH  RESPECT  TO  THE 
ASSETS  OF  THE  ISSUER  OR  A  PERSON  WHO  PROVIDES  INVESTMENT  ADVICE  FOR  A  FEE 
(DIRECT  OR  INDIRECT)  WITH  RESPECT  TO  THE  ASSETS  OF  THE  ISSUER,  OR  ANY 
"AFFILIATE"  (WITHIN  THE  MEANING  OF  29  C.F.R.  SECTION  2510.3-101(f)(3))  OF  ANY  SUCH 
PERSON.  IF  THE  PURCHASER  OR  TRANSFEREE  IS  AN  EMPLOYEE  BENEFIT  PLAN  SUBJECT 
TO  ANY  FEDERAL,  STATE,  LOCAL  OR  FOREIGN  LAW  THAT  IS  SUBSTANTIALLY  SIMILAR  TO 
THE  PROVISIONS  OF  SECTION  406  OF  ERISA  OR  SECTION  4975  OF  THE  CODE  ("SIMILAR 
LAW'),  SUCH  PURCHASER  OR  TRANSFEREE  ALSO  IS  DEEMED  TO  REPRESENT  AND 
WARRANT  THAT  ITS  PURCHASE  AND  HOLDING  OF  THE  INCOME  NOTES  WELL  NOT 
CONSTITUTE  OR  RESULT  IN  A  VIOLATION  OF  ANY  SIMILAR  LAW  FOR  WHICH  AN 
EXEMPTION  IS  NOT  AVAILABLE.  ANY  PURPORTED  TRANSFER  OF  AN  INCOME  NOTE  THAT 
DOES  NOT  COMPLY  WITH  THE  REQUIREMENTS  SET  FORTH  ABOVE  SHALL  BE  NULL  AND 
VOID  AB  INITIO. 

PAYMENTS  TO  THE  HOLDERS  OF  THE  INCOME  NOTES  ARE  SUBORDINATE  TO  THE 
PAYMENT  ON  EACH  QUARTERLY  PAYMENT  DATE  OF  PRINCIPAL  OF  AND  INTEREST  ON 
THE  SECURED  NOTES  OF  THE  ISSUER  OR  CO-ISSUER,  AS  APPLICABLE,  AND  THE  PAYMENT 
OF  CERTAIN  OTHER  AMOUNTS,  TO  THE  EXTENT  AND  AS  DESCRIBED  IN  THE  INDENTURE. 

11.  Pursuant  to  the  terms  of  the  Fiscal  Agency  Agreement,  unless  otherwise  determined  by  the  Issuer 
in  accordance  with  the  Fiscal  Agency  Agreement,  the  Income  Notes  (other  than  the  Regulation  S  Income  Notes)  will 
bear  a  legend  to  the  following  effect: 

THE  INCOME  NOTES  ARE  THE  SUBJECT  OF,  AND  ARE  ISSUED  SUBJECT  TO  THE  TERMS  AND 
CONDITIONS  OF,  THE  FISCAL  AGENCY  AGREEMENT,  DATED  ON  OR  ABOUT  MARCH  20,  2007 
(THE  "FISCAL  AGENCY  AGREEMENT')  BY  AND  BETWEEN  THE  ISSUER  OF  THE  INCOME 
NOTES  AND  LASALLE  BANK  NATIONAL  ASSOCIATION,  AS  FISCAL  AGENT.  COPIES  OF  THE 
FISCAL  AGENCY  AGREEMENT  MAY  BE  OBTAINED  FROM  THE  FISCAL  AGENT. 

THE  INCOME  NOTES  HAVE  NOT  BEEN  AND  WELL  NOT  BE  REGISTERED  UNDER  THE  UNITED 
STATES  SECURITIES  ACT  OF  1933,  AS  AMENDED  (THE  "SECURITIES  ACT'),  AND  THE  ISSUER 
HAS  NOT  BEEN  REGISTERED  UNDER  THE  UNITED  STATES  INVESTMENT  COMPANY  ACT  OF 
1940,  AS  AMENDED  (THE  "INVESTMENT  COMPANY  ACT').  THE  HOLDER  HEREOF,  BY 
PURCHASING  THE  INCOME  NOTES  REPRESENTED  HEREBY,  AGREES  FOR  THE  BENEFIT  OF 
THE  ISSUER  THAT  SUCH  INCOME  NOTES  MAY  BE  OFFERED,  SOLD,  PLEDGED  OR 
OTHERWISE  TRANSFERRED,  ONLY  (A)(1)  TO  A  PERSON  WHOM  THE  SELLER  REASONABLY 
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BELIEVES  IS  A  QUALIFIED  INSTITUTIONAL  BUYER  AS  DEFINED  IN  RULE  144A  UNDER  THE 
SECURTriES  ACT  AND  IS  PURCHASING  FOR  ITS  OWN  ACCOUNT  OR  FOR  THE  ACCOUNT  OF 
A  QUALIFIED  INSTITUTIONAL  BUYER,  IN  A  TRANSACTION  MEETING  THE  REQUIREMENTS 
OF  RULE  144A  UNDER  THE  SECURITIES  ACT,  (2)  TO  AN  ACCREDITED  INVESTOR  (AS 
DEFINED  IN  RULE  501(a)  UNDER  THE  SECURITIES  ACT)  WHO  HAS  A  NET  WORTH  OF  NOT 
LESS  THAN  U.S.S10  MILLION)  IN  A  TRANSACTION  EXEMPT  FROM  REGISTRATION  UNDER 
THE  SECURITIES  ACT,  OR  (3)  TO  A  NON-U.S.  PERSON  IN  AN  OFFSHORE  TRANSACTION 
COMPLYING  WITH  RULE  903  OR  RULE  904  OF  REGULATION  S  UNDER  THE  SECURITIES  ACT, 
AND,  IN  THE  CASE  OF  CLAUSE  (1)  AND  (2)  IN  A  PRINCIPAL  AMOUNT  OF  NOT  LESS  THAN 
$250,000  OR  IN  THE  CASE  OF  CLAUSE  (3)  IN  A  PRINCIPAL  AMOUNT  OF  NOT  LESS  THAN 
$100,000.  FURTHERMORE,  THE  PURCHASER  AND  EACH  ACCOUNT  FOR  WHICH  IT  IS  ACTING 
AS  A  PURCHASER,  OTHER  THAN  IN  THE  CASE  OF  CLAUSE  (A)(3)  ABOVE,  REPRESENTS  FOR 
THE  BENEFIT  OF  THE  ISSUER  THAT  IT  (V)  IS  A  QUALIFIED  PURCHASER  FOR  THE  PURPOSES 
OF  SECTION  3(c)(7)  OF  THE  INVESTMENT  COMPANY  ACT,  (W)  WAS  NOT  FORMED  FOR  THE 
PURPOSE  OF  INVESTING  IN  THE  ISSUER  (EXCEPT  WHEN  EACH  BENEFICIAL  OWNER  OF  THE 
PURCHASER  IS  A  QUALIFIED  PURCHASER),  (X)  HAS  RECEIVED  THE  NECESSARY  CONSENT 
FROM  ITS  BENEFICIAL  OWNERS  WHEN  THE  PURCHASER  IS  A  PRIVATE  INVESTMENT 
COMPANY  FORMED  BEFORE  APRIL  30,  1996,  (Y)  IS  NOT  A  BROKER-DEALER  THAT  OWNS 
AND  INVESTS  ON  A  DISCRETIONARY  BASIS  LESS  THAN  U.S.$25,000,000  IN  SECURITIES  OF 
UNAFFILIATED  ISSUERS  AND  (Z)  IS  NOT  A  PENSION,  PROFIT  SHARING  OR  OTHER 
RETIREMENT  TRUST  FUND  OR  PLAN  IN  WHICH  THE  PARTNERS,  BENEFICIARIES  OR 
PARTICIPANTS,  AS  APPLICABLE,  MAY  DESIGNATE  THE  PARTICULAR  INVESTMENTS  TO  BE 
MADE,  AND,  IN  EACH  CASE,  IN  A  TRANSACTION  THAT  MAY  BE  EFFECTED  WITHOUT  LOSS 
OF  ANY  APPLICABLE  INVESTMENT  COMPANY  ACT  EXEMPTION  AND  (B)  IN  ACCORDANCE 
WITH  ALL  APPLICABLE  SECURITIES  LAWS  OF  THE  STATES  OF  THE  UNITED  STATES.  ANY 
PURPORTED  TRANSFER  IN  VIOLATION  OF  THE  FOREGOING  WILL  NOT  BE  PERMITTED  OR 
REGISTERED  BY  THE  INCOME  NOTES  TRANSFER  AGENT.  EACH  TRANSFEROR  OF  THE 
INCOME  NOTES  WILL  PROVIDE  NOTICE  OF  THE  TRANSFER  RESTRICTIONS  SET  FORTH 
HEREIN  AND  IN  THE  FISCAL  AGENCY  AGREEMENT  TO  ITS  TRANSFEREE.  IN  ADDITION  TO 
THE  FOREGOING,  THE  ISSUER  HAS  THE  RIGHT  TO  COMPEL  ANY  BENEFICIAL  OWNER  OF 
AN  INCOME  NOTE  THAT  IS  A  U.S.  PERSON  AND  IS  NOT  (A)  A  QUALIFIED  PURCHASER  AND 
(B)  EITHER  A  QUALIFIED  INSTITUTIONAL  BUYER  OR  AN  ACCREDITED  INVESTOR  WHO  HAS 
A  NET  WORTH  OF  NOT  LESS  THAN  U.S.S10  MILLION  TO  SELL  SUCH  INCOME  NOTES,  OR 
MAY  SELL  SUCH  INCOME  NOTES  ON  BEHALF  OF  SUCH  OWNER. 

IF  THE  TRANSFER  OF  INCOME  NOTES  IS  TO  BE  MADE  PURSUANT  TO  CLAUSE  (A)(1)  OR 
(A)(2)  OF  THE  PRECEDING  PARAGRAPH,  THE  TRANSFEREE  OF  THE  INCOME  NOTES  WILL  (1) 
BE  REQUIRED  TO  EXECUTE  AND  DELIVER  TO  THE  ISSUER  AND  THE  INCOME  NOTES 
TRANSFER  AGENT  AN  INCOME  NOTES  PURCHASE  AND  TRANSFER  LETTER, 
SUBSTANTIALLY  IN  THE  FORM  ATTACHED  TO  THE  FISCAL  AGENCY  AGREEMENT, 
STATING  THAT  AMONG  OTHER  THINGS,  THE  TRANSFEREE  IS  (X)  A  QUALIFIED 
INSTITUTIONAL  BUYER  AS  DEFINED  IN  RULE  144A  UNDER  THE  SECURITIES  ACT 
PURCHASING  FOR  ITS  OWN  ACCOUNT  OR  FOR  THE  ACCOUNT  OF  A  QUALIFIED 
INSTITUTIONAL  BUYER  OR  (Y)  AN  ACCREDITED  INVESTOR  (AS  DEFINED  IN  RULE  501(a) 
UNDER  THE  SECURITIES  ACT)  WHO  HAS  A  NET  WORTH  OF  NOT  LESS  THAN  U.S.S10 
MILLION  AND  (Z)  A  QUALIFIED  PURCHASER  FOR  THE  PURPOSES  OF  THE  INVESTMENT 
COMPANY  ACT  AND  (2)  RECEIVE  ONE  OR  MORE  DEFINITIVE  INCOME  NOTES. 

IF  THE  TRANSFER  OF  INCOME  NOTES  IS  TO  BE  MADE  PURSUANT  TO  CLAUSE  (A)(3)  OF  THE 
SECOND  PRECEDING  PARAGRAPH,  THE  TRANSFEREE  OF  THE  INCOME  NOTES  WILL  BE 
REQUIRED  TO  DELIVER  TO  THE  ISSUER  AND"  THE  INCOME  NOTES  TRANSFER  AGENT  AN 
INCOME  NOTES  PURCHASE  AND  TRANSFER  LETTER,  SUBSTANTIALLY  IN  THE  FORM 
ATTACHED  TO  THE  FISCAL  AGENCY  AGREEMENT,  STATING  THAT  AMONG  OTHER  THINGS, 
THE  TRANSFEREE  IS  NOT  A  U.S.  PERSON  (AS  DEFINED  IN  REGULATION  S). 
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WITH  RESPECT  TO  THE  INCOME  NOTES  PURCHASED  OR  TRANSFERRED  ON  OR  AFTER  THE 
CLOSING  DATE,  THE  PURCHASER  OR  TRANSFEREE  MUST  DISCLOSE  IN  WRITING  IN 
ADVANCE  TO  THE  FISCAL  AGENT  (i)  WHETHER  OR  NOT  IT  IS  (A)  AN  "EMPLOYEE  BENEFIT 
PLAN"  AS  DEFINED  IN  AND  SUBJECT  TO  TITLE  I  OF  THE  UNITED  STATES  EMPLOYEE 
RETIREMENT  INCOME  SECURITY  ACT  OF  1974,  AS  AMENDED  ("ERISA"),  (B)  A  "PLAN" 
DESCRIBED  IN  AND  SUBJECT  TO  SECTION  4975  OF  THE  UNITED  STATES  INTERNAL 
REVENUE  CODE  OF  1986,  AS  AMENDED  (THE  "CODE"),  OR  (C)  AN  ENTITY  WHOSE  ASSETS 
INCLUDE  "PLAN  ASSETS"  WITHIN  THE  MEANING  OF  ERISA  BY  REASON  OF  AN  EMPLOYEE 
BENEFIT  PLAN  OR  OTHER  PLAN'S  INVESTMENT  IN  THE  ENTITY  (ALL  SUCH  PERSONS  AND 
ENTITIES  DESCRIBED  IN  CLAUSES  (A)  THROUGH  (C)  BEING  REFERRED  TO  HEREIN  AS 
"BENEFIT  PLAN  INVESTORS");  (ii)  IF  THE  PURCHASER  OR  TRANSFEREE  IS  A  BENEFIT  PLAN 
INVESTOR  (OR  ANOTHER  EMPLOYEE  BENEFIT  PLAN  SUBJECT  TO  ANY  FEDERAL,  STATE, 
LOCAL  OR  FOREIGN  LAW  THAT  IS  SUBSTANTIALLY  SIMILAR  TO  THE  PROVISIONS  OF 
SECTION  406  OF  ERISA  OR  SECTION  4975  OF  THE  CODE  ("SIMILAR  LAW')),  THAT  THE 
PURCHASE  AND  HOLDING  OR  TRANSFER  AND  HOLDING  OF  INCOME  NOTES  WILL  NOT 
CONSTITUTE  OR  RESULT  IN  A  PROHIBITED  TRANSACTION  UNDER  SECTION  406  OF  ERISA 
OR  SECTION  4975  OF  THE  CODE  (OR  IN  THE  CASE  OF  ANOTHER  EMPLOYEE  BENEFIT  PLAN 
SUBJECT  TO  SIMILAR  LAW,  ANY  SIMILAR  LAW)  FOR  WHICH  AN  EXEMPTION  IS  NOT 
AVAILABLE;  AND  (iii)  WHETHER  OR  NOT  IT  IS  A  PERSON  (OTHER  THAN  A  BENEFIT  PLAN 
INVESTOR)  WHO  HAS  DISCRETIONARY  AUTHORITY  OR  CONTROL  WITH  RESPECT  TO  THE 
ASSETS  OF  THE  ISSUER  OR  A  PERSON  WHO  PROVIDES  INVESTMENT  ADVICE  FOR  A  FEE 
(DIRECT  OR  INDIRECT)  WITH  RESPECT  TO  THE  ASSETS  OF  THE  ISSUER,  OR  ANY 
"AFFILIATE"  (WITHIN  THE  MEANING  OF  29  CF.R.  SECTION  2510.3-101(f)(3))  OF  ANY  SUCH 
PERSON.  IF  A  PURCHASER  IS  AN  INSURANCE  COMPANY  ACTING  ON  BEHALF  OF  ITS 
GENERAL  ACCOUNT  OR  OTHER  ENTITY  DEEMED  TO  BE  HOLDING  PLAN  ASSETS,  IT  WILL 
BE  PERMITTED  TO  SO  INDICATE,  AND  REQUIRED  TO  IDENTIFY  A  MAXIMUM  PERCENTAGE 
OF  THE  ASSETS  IN  SUCH  GENERAL  ACCOUNT  OR  ENTITY  THAT  MAY  BE  OR  BECOME  PLAN 
ASSETS,  IN  WHICH  CASE  THE  PURCHASER  OR  TRANSFEREE  WILL  BE  REQUIRED  TO  MAKE 
CERTAIN  FURTHER  AGREEMENTS  THAT  WOULD  APPLY  IN  THE  EVENT  THAT  SUCH 
MAXIMUM  PERCENTAGE  WOULD  THEREAFTER  BE  EXCEEDED.  THE  PURCHASER  AGREES 
THAT,  BEFORE  ANY  INTEREST  IN  AN  INCOME  NOTE  MAY  BE  OFFERED,  SOLD,  PLEDGED  OR 
OTHERWISE  TRANSFERRED,  THE  TRANSFEREE  WILL  BE  REQUIRED  TO  PROVIDE  THE 
INCOME  NOTES  TRANSFER  AGENT  WITH  AN  INCOME  NOTE  PURCHASE  AND  TRANSFER 
LETTER  (SUBSTANTIALLY  IN  THE  FORM  ATTACHED  TO  THE  FISCAL  AGENCY. 
AGREEMENT)  STATING,  AMONG  OTHER  THINGS,  WHETHER  THE  TRANSFEREE  IS  A 
BENEFIT  PLAN  INVESTOR.  THE  TRUSTEE  OR  INCOME  NOTES  TRANSFER  AGENT  WILL  NOT 
PERMIT  OR  REGISTER  ANY  PURCHASE  OR  TRANSFER  OF  INCOME  NOTES  TO  THE  EXTENT 
THAT  THE  PURCHASE  OR  TRANSFER  WOULD  RESULT  IN  BENEFIT  PLAN  INVESTORS 
OWNING  25%  OR  MORE  OF  THE  TOTAL  VALUE  OF  THE  OUTSTANDING  INCOME  NOTES 
(OTHER  THAN  THE  INCOME  NOTES  OWNED  BY  THE  LIQUIDATION  AGENT,  THE  TRUSTEE 
AND  THEIR  AFFILIATES)  IMMEDIATELY  AFTER  SUCH  PURCHASE  OR  TRANSFER 
(DETERMINED  IN  ACCORDANCE  WITH  THE  PLAN  ASSET  REGULATION  (AS  DEFINED 
HEREIN)  AND  IN  THE  FISCAL  AGENCY  AGREEMENT). 

PAYMENTS  TO  THE  HOLDERS  OF  THE  INCOME  NOTES  ARE  SUBORDINATE  TO  THE 
PAYMENT  ON  EACH  QUARTERLY  PAYMENT  DATE  OF  PRINCIPAL  OF  AND  INTEREST  ON 
THE  SECURED  NOTES  OF  THE  ISSUER  OR  CO-ISSUER,  AS  APPLICABLE,  AND  THE  PAYMENT 
OF  CERTAIN  OTHER  AMOUNTS,  TO  THE  EXTENT  AND  AS  DESCRIBED  IN  THE  INDENTURE. 

12.  The  purchaser  is  not  purchasing  the  Notes  in  order  to  reduce  any  United  States  federal  income  tax 
liability  or  pursuant  to  a  tax  avoidance  plan  with  respect' to  United  States  federal  income  taxes  within  the  meaning  of 
U.S.  Treasury  Regulation  Section  1.881-3(a)(4). 

13 .  The  purchaser  agrees,  in  the  case  of  the  Secured  Notes,  to  treat  the  Notes  as  debt  for  United  States 
federal,  state  and  local  income  taxes  and,  in  the  case  of  the  Income  Notes,  to  treat  such  Income  Notes  as  equity  for 
United  States  federal,  state  and  local  income  tax  purposes. 
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14.  The  purchaser  acknowledges  that  due  to  money  laundering  requirements  operating  in  the  Cayman 
Islands,  the  Issuer  and  the  Note  Transfer  Agent  or  the  Income  Notes  Transfer  Agent,  as  applicable,  may  require 
further  identification  of  the  purchaser  before  the  purchase  application  can  proceed.  The  Issuer  and  the  Note  Transfer 
Agent  or  the  Income  Notes  Transfer  Agent  shall  be  held  harmless  and  indemnified  by  the  purchaser  against  any  loss 
arising  from  the  failure  to  process  the  application  if  such  information  as  lias  been  required  from  the  purchaser  has 
not  been  provided  by  the  purchaser. 

The  Notes  that  are  being  offered  hereby  in  reliance  on  the  exemption  from  registration  under 
Regulation  S  (such  Notes,  respectively,  the  "Regulation  S  Co-Issued  Notes";  the  "Regulation  S  Income 
Notes";  and,  collectively,  the  "Regulation  S  Notes")  have  not  been  and  will  not  be  registered  under  the 
Securities  Act  and  neither  of  the  Issuers  will  be  registered  under  the  Investment  Company  Act  The 
Regulation  S  Notes  may  not  be  offered  or  sold  within  the  United  States  or  to  U.S.  Persons  (as  defined  in 
Regulation  S)  unless  the  purchaser  certifies  or  is  deemed  to  have  certified  that  it  is  a  qualified  institutional 
buyer  as  defined  in  Rule  144A  (a  "Qualified  Institutional  Buyer")  and  a  "qualified  purchaser"  for  the 
purposes  of  Section  3(c)(7)  of  the  Investment  Company  Act  (a  "Qualified  Purchaser")  or,  solely  in  the  case  of 
the  Income  Notes,  that  it  is  an  "accredited  investor"  as  defined  in  Rule  501(a)  under  the  Securities  Act  (an 
"Accredited  Investor")  who  has  a  net  worth  of  not  less  than  $10  million  and  a  Qualified  Purchaser,  and  takes 
delivery  in  the  form  of  (i)  an  interest  in  a  Rule  144A  Global  Note  in  an  amount  at  least  equal  to  the  minimum 
denomination  applicable  to  the  Rule  144A  Notes  or  (ii)  an  Income  Note  in  a  principal  amount  at  least  equal  to 
$250,000.  See  "Description  of  the  Notes"  and  "Underwriting." 

The  requirements  set  forth  under  "Notice  to  Investors"  above  apply  only  to  Notes  offered  in  the  United 
States,  except  for  the  requirements  set  forth  in  Paragraphs  (4),  (5),  (6),  (8),  (9),  (12)  and  (13)  and  except  that  the 
Regulation  S  Notes  will  bear  the  legends  set  forth  in  Paragraphs  (7)  and  (10)  under  "Notice  to  Investors"  above. 

THE  ISSUERS  ACCEPT  RESPONSIBILITY  FOR  THE  INFORMATION  CONTAINED  IN  THIS 
OFFERING  CIRCULAR  OTHER  THAN  INFORMATION  PROVIDED  IN  THE  SECTIONS  ENTITLED  "THE 
LIQUIDATION  AGENCY  AGREEMENT— THE  LIQUIDATION  AGENT'.  TO  THE  BEST  OF  THE 
KNOWLEDGE  AND  THE  BELIEF  OF  THE  ISSUERS,  THE  INFORMATION  CONTAINED  IN  THIS 
OFFERING  CIRCULAR  OTHER  THAN  INFORMATION  PROVIDED  IN  THE  SECTION  ENTITLED  "THE 
LIQUIDATION  AGENCY  AGREEMENT— THE  LIQUIDATION  AGENT',  IS  ACCURATE  IN  ALL 
MATERIAL  RESPECTS  AND  DOES  NOT  OMIT  ANYTHING  LIKELY  TO  AFFECT  THE  IMPORT  OF  SUCH 
INFORMATION.  THE  LIQUIDATION  AGENT  ACCEPTS  RESPONSIBILITY  FOR  THE  INFORMATION 
PROVIDED  IN  "THE  LIQUIDATION  AGENCY  AGREEMENT— THE  LIQUIDATION  AGENT'  SECTION. 
TO  THE  BEST  OF  THE  KNOWLEDGE  AND  THE  BELIEF  OF  THE  LIQUIDATION  AGENT,  THE 
INFORMATION  CONTAINED  IN  THE  SECTION  ENTITLED  "THE  LIQUIDATION  AGENCY 
AGREEMENT— THE  LIQUIDATION  AGENT'  IS  ACCURATE  IN  ALL  MATERIAL  RESPECTS  AND  DOES 
NOT  OMIT  ANYTHING  LIKELY  TO  AFFECT  THE  IMPORT  OF  SUCH  INFORMATION. 

EACH  PURCHASER  OF  THE  NOTES  MUST  COMPLY  WITH  ALL  APPLICABLE  LAWS  AND 
REGULATIONS  IN  FORCE  IN  EACH  JURISDICTION  IN  WHICH  IT  PURCHASES,  OFFERS  OR  SELLS 
SUCH  NOTES  OR  POSSESSES  OR  DISTRIBUTES  THIS  OFFERING  CIRCULAR  AND  MUST  OBTAIN  ANY 
CONSENT,  APPROVAL  OR  PERMISSION  REQUTRED  FOR  THE  PURCHASE,  OFFER  OR  SALE  BY  IT  OF 
SUCH  NOTES  UNDER  THE  LAWS  AND  REGULATIONS  IN  FORCE  IN  ANY  JURISDICTIONS  TO  WHICH 
IT  IS  SUBJECT  OR  IN  WHICH  IT  MAKES  SUCH  PURCHASES,  OFFERS  OR  SALES,  AND  NONE  OF  THE 
ISSUERS,  THE  INITIAL  PURCHASER,  THE  LIQUIDATION  AGENT,  THE  CREDIT  PROTECTION  BUYER 
OR  THEIR  AGENTS  SPECIFIED  HEREIN  SHALL  HAVE  ANY  RESPONSIBILITY  THEREFOR. 
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AVAILABLE  INFORMATION 

To  permit  compliance  with  Rule  144 A  in  connection  with  the  resale  of  the  Notes,  the  Issuers  will  be 
required  under  the  Indenture  and  the  Fiscal  Agency  Agreement,  to  furnish  upon  request  to  a  Holder  or  beneficial 
owner  of  a  Note  and  to  a  prospective  investor  who  is  a  Qualified  Institutional  Buyer  designated  by  such  Holder  or 
beneficial  owner,  the  information  required  to  be  delivered  under  Rule  144A(d)(4)  if,  at  the  time  of  the  request 
neither  the  Issuer  nor  the  Co-Issuer,  as  applicable,  is  a  reporting  company  under  Section  13  or  Section  15(d)  of  the 
United  States  Securities  Exchange  Act  of  1934,  as  amended  (the  "Exchange  Act"),  nor  exempt  from  reporting 
pursuant  to  Rule  12g3-2(b)  under  the  Exchange  Act. 

To  the  extent  the  Issuer  or  the  Trustee  delivers  any  annual  or  other  periodic  report  to  the  Holders  of  the 
Secured  Notes,  the  Issuer  or  the  Trustee  will  include  in  such  report  a  reminder  that  (1)  each  Holder  (other  than  those 
Holders  who  are  not  U.S.  Persons  and  have  purchased  their  Notes  outside  the  United  States  pursuant  to  Regulation 
S)  is  required  to  be  (i)  a  Qualified  Institutional  Buyer  and  (ii)  a  Qualified  Purchaser,  in  each  case  that  can  make  all 
of  the  representations  in  the  Indenture  applicable  to  a  Holder  that  is  a  U.S.  Person;  (2)  the  Notes  can  only  be 
transferred  (i)  to  a  transferee  that  is  (a)  a  Qualified  Institutional  Buyer  and  (b)  a  Qualified  Purchaser  that  can  make 
all  of  the  representations  in  the  Indenture  applicable  to  a  Holder  who  is  a  U.S.  Person  or  (ii)  to  a  non-U. S.  Person  in 
an  offshore  transaction  complying  with  Rule  903  or  904  under  Regulation  S;  and  (3)  the  Issuers  have  the  right  to 
compel  any  Holder  who  does  not  meet  the  transfer  restrictions  set  forth  in  the  Indenture  to  transfer  its  interest  in  the 
Notes  to  a  person  designated  by  the  Issuers  or  sell  such  interests  on  behalf  of  the  Holder. 

To  the  extent  the  Issuer  or  the  Fiscal  Agent  delivers  any  annual  or  periodic  reports  to  the  Holders  of  the 
Income  Notes,  the  Issuer  or  the  Fiscal  Agent,  as  applicable,  will  include  in  such  report  a  reminder  that  (1)  each 
Holder  (other  than  those  Holders  who  are  not  U.S.  Persons  and  have  purchased  their  Income  Notes  outside  the 
United  States  pursuant  to  Regulation  S)  is  required  to  be  (a)  a  Qualified  Institutional  Buyer  or  an  Accredited 
Investor  who  has  a  net  worth  of  not  less  than  U.S.S10  million  and  (b)  a  Qualified  Purchaser  that  can  make  all  of  the 
representations  in  the  Income  Notes  Purchase  and  Transfer  Letter  applicable  to  a  Holder  who  is  a  U.S.  Person;  (2) 
the  Income  Notes  can  only  be  transferred  to  a  transferee  that  is  (i)(a)  a  Qualified  Institutional  Buyer  or  an  Accredited 
Investor  who  has  a  net  worth  not  less  than  U.S.S10  million  and  (b)  a  Qualified  Purchaser  or  (ii)  a  non-U.S.  Person  in 
an  offshore  transaction  complying  with  Rule  903  or  Rule  904  under  Regulation  S;  and  (3)  the  Issuer  has  the  right  to 
compel  any  Holder  who  does  not  meet  the  transfer  restrictions  set  forth  in  the  Fiscal  Agency  Agreement  to  transfer 
its  Income  Notes  to  a  person  designated  by  the  Issuer  or  sell  such  Income  Notes  on  behalf  of  the  Holder. 

In  addition,  notwithstanding  the  foregoing,  any  prospective  purchaser  (and  each  employee,  representative, 
or  other  agent  of  a  prospective  purchaser)  may  disclose  to  any  and  all  persons,  without  limitation  of  any  kind,  the  tax 
treatment  and  tax  structure  of  the  transactions  described  in  this  Offering  Circular  and  all  materials  of  any  kind 
(including  opinions  or  other  tax  analyses)  that  are  provided  to  the  prospective  purchaser  relating  to  such  tax 
treatment  and  tax  structure.  This  authorization  of  tax  disclosure  is  retroactively  effective  to  the  commencement  of 
discussions  with  the  prospective  purchaser  regarding  the  transactions  contemplated  herein. 
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TRANSACTION  OVERVIEW 

This  overview  is  not  complete  and  is  qualified  in  its  entirety  by  reference  to  (i)  the  detailed  information  appearing 
elsewhere  in  this  Offering  Circular,  (ii)  the  terms  and  conditions  of  the  Notes  and  (in)  the  provisions  of  the 
documents  referred  to  in  this  Offering  Circular. 
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(1)  On  the  Closing  Dale,  the  Notes  will  be  issued  in  the  Aggregate  Outstanding  Amount  set  forth  in  the  "Summary — The  Notes". 

(2)  The  Issuer  will  use  the  net  proceeds  of  the  offering  of  the  Notes  to  purchase  the  initial  Collateral  Securities  and  Eligible  Investments 
selected  by  the  Credit  Protection  Buyer. 

(3)  On  the  Closing  Date,  the  Issuer  and  Goldman  Sachs  International,  as  the  Credit  Protection  Buyer,  will  enter  into  the  Credit  Default 
Swap  whereby  the  Issuer  (a)  sells  credit  protection  to  the  Credit  Protection  Buyer  with  respect  to  a  Reference  Portfolio  of  RMBS 
Securities  and  CDO  RMBS  Securities  and  (b)  receives  from  the  Credit  Protection  Buyer  (i)  a  Fixed  Payment  on  each  Payment  Date 
and  (ii)  certain  Additional  Fixed  Payments.  The  Issuer  will  pay  to  the  Credit  Protection  Buyer  (i)  certain  Additional  Floating 
Amounts  and  (ii)  following  the  occurrence  of  a  Credit  Event  and  the  satisfaction  of  the  Conditions  to  Settlement,  an  amount  equal  to 
the  Physical  Settlement  Amount  For  a  description  of  all  payments  to  be  made  under  the  Credit  Default  Swap,  see  "The  Credit  Default 
Swap — Credit  Protection  Buyer  Payments"  and  " — Credit  Protection  Seller  Payments". 
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SUMMARY 

The  following  summary  is  qualified  in  its  entirety  by  the  detailed  information  appearing  elsewhere  in  this 
Offering  Circular.  For  definitions  of  certain  terms  used  in  this  Offering  Circular  see  "Appendix  A  —  Certain 
Defined  Terms"  and  for  the  location  of  the  definitions  of  those  and  other  terms,  see  "Index  of  Defined  Terms. "  For 
a  discussion  of  certain  factors  to  be  considered  in  connection  with  an  investment  in  the  Notes,  see  "Risk  Factors. " 

The  Notes 

The  Issuers Anderson  Mezzanine  Funding  2007-1,  Ltd.  (the  "Issuer")  is  an  exempted 

company  incorporated  under  the  laws  of  the  Cayman  Islands  for  the  sole 
purpose  of  (i)  entering  into  and  performing  its  obligations  under,  the  Credit 
Default  Swap,  (ii)  acquiring  the  Collateral  Securities  and  the  Eligible 
Investments,  (iii)  entering  into  and  performing  its  obligations  under  the 
Liquidation  Agency  Agreement,  (iv)  co-issuing  the  Co-Issued  Notes, 
(v)  issuing  Income  Notes  and  (vi)  engaging  in  certain  related  transactions. 

The  Issuer  will  not  have  any  assets  other  than  (i)  the  Collateral  Securities 
and  the  Eligible  Investments  (collectively,  the  "Collateral"),  (ii)  the 
Delivered  Obligations,  if  any,  and  any  principal  payments  received  thereon, 
if  any,  delivered  to  the  Issuer,  (iii)  the  Issuer's  rights  under  the  Credit 
Default  Swap  and  the  Liquidation  Agency  Agreement  and  (iv)  certain  otiier 
assets  that  will  be  pledged  by  the  Issuer  to  the  Trustee  under  the  Indenture 
(the  "Pledged  Assets"),  for  the  benefit  of  the  Secured  Parties,  as  security 
for,  among  other  obligations,  the  Issuers'  obligations  under  the  Secured 
Notes. 

Anderson  Mezzanine  Funding  2007-1,  Corp.  (the  "Co-Issuer"  and,  together 
with  the  Issuer,  the  "Issuers")  is  a  corporation  formed  under  the  laws  of  the 
State  of  Delaware  for  the  sole  purpose  of  co-issuing  the  Secured  Notes. 

The  Co-Issuer  will  not  have  any  assets  (other  than  U.S.S10  of  equity 
capital)  and  will  not  pledge  any  assets  to  secure  the  Secured  Notes.  The 
Co-Issuer  will  have  no  claim  against  the  Issuer  in  respect  of  the  Pledged 
Assets  or  otherwise. 

The  authorized  share  capital  of  the  Issuer  consists  of  250  ordinary  shares, 
par  value  U.S.$1.00  per  share  ("Issuer  Ordinary  Shares"),  which  have  been 
issued.  The  Issuer  Ordinary  Shares  and  all  of  the  outstanding  common 
equity  of  the  Co-Issuer  will  be  held  by  Maples  Finance  Limited,  a  licensed 
trust  company  incorporated  in  the  Cayman  Islands  (the  "Administrator")  as 
the  trustee  pursuant  to  the  terms  of  a  declaration  of  trust  for  the  benefit  of 
charitable  and  similar  purposes  (the  "Share  Trustee"). 
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The  Notes 

Class 
Designation 

S 

A-1a 

A-1b 

A-2 

B 

C 

D 

Income  Notes 

Original  Principal 
Amount 

$2,490,000 

$130,000,000 

$53,000,000 

$30,500,000 

$42,700,000 

$16,775,000 

$11,090,000 

$20,935,000 

Stated  Maturity 

July  12,  2013 

July  12,2042 

Minimum 
Denomination 
(Integral 
Multiples): 

Rule  144A 

$250,000  ($1) 

$250,000  ($1) 

$250,000  ($1) 

$250,000  ($1) 

$250,000  ($1) 

$250,000  ($1) 

$250,000  ($1) 

'   $250,000  ($1) 

RegS 

$100,000  ($1) 

$100,000  ($1) 

$100,000  ($1) 

$100,000  ($1) 

$100,000  ($1) 

$100,000  ($1) 

$100,000  ($1) 

$100,000  ($1) 

Accredited  Investors 

N/A 

N/A 

N/A 

N/A 

N/A 

N/A 

N/A 

$250,000  ($1) 

Applicable  Investment 
Company  Act  of  1940 
Exemption 

3(C)(7) 

Initial  Ratings: 

Moody's 

Aaa 

Aaa 

Aaa 

Aaa 

Aa2 

A2 

Baa2 

N/A 

S&P 

AAA 

AAA 

AAA 

AAA 

AA 

A 

BBB 

N/A 

Deferred  Interest 

No 

No 

No 

No 

No 

Yes 

Yes 

N/A 

Pricing  Date 

March  12, 2007 

Closing  Date 

March  20,  2007 

Interest  Rate 

1  Month  LIBOR 
+  0.20% 

1  Month  LIBOR 
^       +  0.32% 

1  Month  LIBOR  + 
0.65% 

1  Month  LIBOR  + 
0.90% 

1  Month  LIBOR 
+  1 .75% 

1  Month  LIBOR 
+  5.50% 

1  Month  LIBOR  + 
4.00% 

N/A 

Fixed  or 
Floating  Rate 

Floating 

Floating 

Floating 

Floating 

Floating 

Floating 

Floating 

N/A 

Interest  Accrual 
Period1 

Floating  Period 

Floating  Period 

Floating  Period 

Floating  Period 

Floating  Period 

Floating  Period 

Floating  Period 

N/A 

Dates  of  Payment 

(i)  the  12th  day  of  each  month  (or  if  such  day  is  not  a  Business  Day,  the  next  succeeding  Business  Day)  beginning  in 
July  2007  and  at  Stated  Maturity  (each,  a  "Scheduled  Payment  Date")  and  (ii)  any  Redemption  Date 

(!)the12thdayof 
each  of  January, 
April,  July  and 
October  (or  if  such 
day  is  not  a 
Business  Day,  the 
next  succeeding 
Business  Day) 
beginning  In  July 
2007  and  at  Stated 
Maturity  (each,  a 
"Scheduled 
Payment  Date")  and 
any  Redemption 
Date 

First  Payment 
Date 

July  12,  2007 

July  12,2007 

July  12,  2007 

July  12,  2007 

July  12,  2007 

July  12,2007 

July  12,2007 

July  12,  2007 

Record  Date 

Business  Day  prior  to  the  applicable  Payment  Date  (or  the  10th  Business  Day  prior  to  the  applicable  Payment  Date  for  Notes  issued  in 

definitive  form) 

Frequency 
of  Payments 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Quarterly 

Day  Count 

Actual/360 

Actual/360 

Actual/360 

Actual/360 

Adual/360 

Actual/360 

Actual/360 

N/A 

Form  of  Notes: 

Global 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes  (Reg  S  only) 

Certificated 

No 

No     . 

No 

No 

No 

No 

No 

Yes  (other  than  Reg 
S) 

CUSIPS  Rule  144A 

034050AA2 

034050  ABO 

034050AC8 

034050AD6 

034050AE4 

034050AF1 

034050AG9 

03404PAA8 

CUSIPS  Reg  S 

G03652AA5 

G03652AB3 

G03652AC1 

G03652AD9 

G03652AE7 

G03652AF4 

G03652AG2 

G03651AA7 

ISIN  Reg  S 

USG03652AA54 

USG03652AB38 

USG03652AC11 

USG03652AD93 

USG03652AE76 

USG03652AF42 

USG03652AG25 

USG03651AA71 

CUSIPS  REG  D 

N/A 

N/A 

N/A 

N/A 

N/A 

N/A 

N/A 

03404PAB6 

Clearing  Method: 

Rule  144A 

DTC 

DTC 

DTC 

DTC 

DTC 

DTC 

DTC 

Physical 

RegS 

EuroClear 

EuroClear 

EuroClear 

EuroClear 

EuroClear 

EuroClear 

EuroClear 

Euroclear 

"Floating  Period"  means,  with  respect  to  the  Secured  Notes  and  any  Payment  Date,  the  period  commencing  on  and  including  the  immediately  preceding 
Payment  Date  (or  the  Closing  Date  in  the  case  of  the  first  Interest  Accrual  Period)  and  ending  on  and  including  the  day  immediately  preceding  such  Payment  Date. 
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The  Indenture. 


The  Fiscal  Agency  Agreement.. 


Status  of  the  Notes., 


On  the  Closing  Date,  the  Issuer  and  the  Co-Issuer  will  co-issue 
U.S.$2,490,000  principal  amount  of  Class  S  Floating  Rate  Notes  Due  2013 
(the  "Class  S  Notes"),  U.S.$130,000,000  principal  amount  of  Class  A-la 
Floating  Rate  Notes  Due  2042  (the  "Class  A-la  Notes"),  U.S.$53,000,000 
principal  amount  of  Class  A- lb  Floating  Rate  Notes  Due  2042  (the  "Class 
A-lb  Notes"  and,  together  with  the  Class  A-la  Notes,  the  "Class  A-l 
Notes"),  U.S.$30,500,000  principal  amount  of  Class  A-2  Floating  Rate 
Notes  Due  2042  (the  "Class  A-2  Notes"  and,  together  with  the  Class  A-l 
Notes,  the  "Class  A  Notes"),  U.S.$42,700,000  principal  amount  of  Class  B 
Floating  Rate  Notes  Due  2042  (the  "Class  B  Notes"),  U.S.$16,775,000 
principal  amount  of  Class  C  Deferrable  Floating  Rate  Notes  Due  2042  (the 
"Class  C  Notes")  and  U.S.S1 1,090,000  principal  amount  of  Class  D 
Deferrable  Floating  Rate  Notes  Due  2042  (the  "Class  D  Notes"  and, 
together  with  the  Class  S  Notes,  Class  A  Notes,  the  Class  B  Notes  and  the 
Class  C  Notes,  the  "Co-Issued  Notes"  or  the  "Secured  Notes")  pursuant  to 
an  Indenture  (the  "Indenture")  dated  on  or  about  March  20,  2007,  among 
the  Issuers  and  LaSalle  Bank  National  Association,  as  trustee  and  as 
securities  intermediary  (in  such  capacity,  the  "Trustee"  and  the  "Securities 
Intermediary",  respectively).  Under  the  Indenture,  LaSalle  Bank  National 
Association  will  also  act  as  principal  paying  agent  for  the  Notes  (the 
"Principal  Note  Paying  Agent"),  as  registrar  (the  "Note  Registrar"),  as 
calculation  agent  (the  "Note  Calculation  Agent"),  as  transfer  agent  (the 
"Note  Transfer  Agent")  and  as  paying  agent  for  the  Notes  (the  "Note 
Paying  Agent"  and,  together  with  the  Principal  Note  Paying  Agent,  the 
Note  Registrar,  the  Note  Calculation  Agent,  the  Note  Transfer  Agent  and 
the  Irish  Paying  Agent  (if  any),  the  "Note  Agents"). 

On  the  Closing  Date,  the  Issuer  will  also  issue  U.S.$20,935,000  principal 
amount  of  Income  Notes  Due  2042  (the  "Income  Notes"  and,  together  with 
the  Secured  Notes,  the  "Notes")  pursuant  to  a  Fiscal  Agency  Agreement 
(the  "Fiscal  Agency  Agreement")  dated  on  or  about  the  Closing  Date 
between  the  Issuer  and  LaSalle  Bank  National  Association,  as  fiscal  agent 
(in  such  capacity,  the  "Fiscal  Agent").  The  Fiscal  Agent  will  initially  be 
appointed  as  the  Income  Notes  transfer  agent  (in  such  capacity,  the 
"Income  Notes  Transfer  Agent"  and,  together  with  the  Fiscal  Agent  and 
the  Note  Agents,  the  "Agents")  under  the  Fiscal  Agency  Agreement.  The 
Note  Paying  Agent,  the  Principal  Note  Paying  Agent  and  any  other  paying 
agents  appointed  from  time  to  time  under  the  Indenture  are  collectively 
referred  to  as  the  "Note  Paying  Agents."  The  Note  Paying  Agents  and  the 
Fiscal  Paying  Agent  are  collectively  referred  to  as  the  "Paying  Agents." 
The  Note  Transfer  Agent  and  the  Income  Notes  Transfer  Agent  are 
collectively  referred  to  as  the  "Transfer  Agents."  The  Indenture,  the  Credit 
Default  Swap,  the  Liquidation  Agency  Agreement,  the  Collateral 
Administration  Agreement,  the  Administration  Agreement  and  the  Fiscal 
Agency  Agreement  are  collectively  referred  to  as  the  "Transaction 
Documents."  Only  the  Secured  Notes  and  the  Income  Notes  (collectively, 
the  "Offered  Notes")  are  offered  hereby. 

The  Co-Issued  Notes  will  be  limited  recourse  obligations  of  the  Issuers. 
The  Income  Notes  will  be  limited  recourse  obligations  of  the  Issuer,  will 
not  be  secured  obligations  of  the  Issuer  and  will  only  be  entitled  to  receive 
amounts  available  for  payment  on  any  Quarterly  Payment  Date  after 
payment  of  all  amounts  payable  prior  thereto  under  the  Priority  of 
Payments  and  only  out  of  funds  legally  available  therefor.  Interest  on  the 
Class  A-la  Notes,  Class  A-lb  Notes  and  Class  A-2  Notes  will  be  paid  pro 
rata.  Principal  on  the  Class  A-la  Notes  and  Class  A-lb  Notes  will  be  paid 
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Security  for  the  Secured  Notes. 


either  pro  rata  or  first  to  the  Class  A-la  Notes  and  second  to  the  Class  A- 
lb  Notes  and  depending  on  the  circumstances  as  more  fully  described  in 
the  Priority  of  Payments.  Principal  on  the  Class  A  Notes  will  be  paid 
either  pro  rata  or  first  to  the  Class  A-l  Notes  and  second  to  the  Class  A-2 
Notes  depending  on  the  circumstances  as  more  fully  described  in  the 
Priority  of  Payments.  The  Class  S  Notes  will  be  senior  in  right  of  payment 
on  each  Payment  Date  to  the  Class  A  Notes,  the  Class  B  Notes,-the  Class  C 
Notes,  the  Class  D  Notes  and  the  Income  Notes;  the  Class  A  Notes  will  be 
paid  in  accordance  with  the  Priority  of  Payments  either  pro  rata  or 
sequentially  and  the  Class  A  Notes  will  be  senior  in  right  of  payment  on 
each  Payment  Date  to  the  Class  B  Notes,  the  Class  C  Notes  the  Class  D 
Notes  and  the  Income  Notes;  the  Class  B  Notes  will  be  senior  in  right  of 
payment  on  each  Payment  Date  to  the  Class  C  Notes,  the  Class  D  Notes 
and  the  Income  Notes;  the  Class  C  Notes  will  be  senior  in  right  of  payment 
on  each  Payment  Date  to  the  Class  D  Notes  and  the  Income  Notes;  and  the 
Class  D  Notes  will  be  senior  in  right  of  payment  on  each  Payment  Date  to 
the  Income  Notes,  each  to  the  extent  provided  in  the  Priority  of  Payments. 
Payments  on  the  Income  Notes  will  be  paid  on  each  Quarterly  Payment 
Date  solely  from  and  to  the  extent  of  the  available  proceeds  from 
distributions  on  the  Pledged  Assets  after  payment  of  all  of  the  liabilities  of 
the  Issuer  that  rank  ahead  of  the  Income  Notes  pursuant  to  the  Indenture  or 
applicable  law.  See  "Description  of  the  Notes — Status  and  Security"  and 
" — Priority  of  Payments." 

Under  the  terms  of  the  Indenture,  the  Issuer  will  grant  to  the  Trustee,  for 
the  benefit  and  security  of  the  Trustee  on  behalf  of  the  Holders  of  the 
Secured  Notes,  the  Fiscal  Agent,  the  Liquidation  Agent  and  the  Credit 
Protection  Buyer  (together  the  "Secured  Parties"),  to  secure  the  Issuer's 
obligations  under  the  Secured  Notes,  the  Indenture,  the  Liquidation 
Agency  Agreement  and  the  Credit  Default  Swap  (tire  "Secured 
Obligations"),  a  first  priority  security  interest  in  the  Pledged  Assets.  The 
Income  Notes  will  not  be  secured. 

The  net  proceeds  associated  with  the  offering  of  the  Notes  issued  on  the 
Closing  Date,  after  the  payment  of  applicable  fees  and  expenses  and 
deposit  into  the  Expense  Reserve  Account,  are  expected  to  equal 
approximately  U.S.$306,545,000.  The  net  proceeds  will  be  used  by  the 
Issuer  to  purchase  on  the  Closing  Date  the  Collateral  Securities  and 
Eligible  Investments  having  an  aggregate  Principal  Balance  on  the  Closing 
Date  of  approximately  U.S. $305,000,000.  See  "The  Collateral  Securities" 
and  "Use  of  Proceeds." 


Interest  and  Other  Payments  on  the 

Notes The  Secured  Notes  will  accrue  interest  from  the  Closing  Date  and  such 

interest  will  be  payable,  on  the  12th  day  of  each  calendar  month,  or  if  any 
such  date  is  not  a  Business  Day,  the  immediately  following  Business  Day 
(each  such  date,  a  "Monthly  Payment  Date")  commencing  on  July  12, 
2007.  Payments  on  the  Income  Notes  will  be  payable  in  arrears  on 
January,  April,  July  and  October  of  each  year,  or  if  any  such  date  is  not  a 
Business  Day,  the  immediately  following  Business  Day  (each  such  date,  a 
'     •  "Quarterly  Payment  Date")  commencing  on  July  12,  2007,  out  of  Excess 

Amounts  (as  defined  below).  "Payment  Date"  means  (i)  with  respect  to 
each  Class  of  Notes  other  than  the  Income  Notes,  each  Monthly  Payment 
Date,  and  (ii)  with  respect  to  the  Income  Notes,  each  Quarterly  Payment 
Date.  All  payments  on  the  Notes  will  be  made  from  Proceeds  in 
accordance  with  the  Priority  of  Payments. 


Use  of  Proceeds. 
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Principal  Payments . 


To  the  extent  interest  that  is  due  is  not  paid  on  the  Class  C  Notes  on  any 
Payment  Date  ("Class  C  Deferred  Interest"),  such  unpaid  amounts  will  be 
added  to  the  principal  amount  of  the  Class  C  Notes,  and  shall  accrue  interest 
at  die  Class  C  Note  Interest  Rate  to  the  extent  lawful  and  enforceable.  So 
long  as  any  Class  S  Notes,  Class  A  Notes  or  Class  B  Notes  are  outstanding, 
the  failure  to  pay  any  interest  on  the  Class  C  Notes  on  any  Payment  Date 
will  not  be  an  Event  of  Default  under  the  Indenture.  To  the  extent  interest 
that  is  due  is  not  paid  on  the  Class  D  Notes  on  any  Payment  Date  ("Class  D 
Deferred  Interest"),  such  unpaid  amounts  will  be  added  to  the  principal 
amount  of  the  Class  D  Notes,  and  shall  accrue  interest  at  the  Class  D  Note 
Interest  Rate  to  the  extent  lawful  and  enforceable.  So  long  as  any  Class  S 
Notes,  Class  A  Notes,  Class  B  Notes  or  Class  C  Notes  are  outstanding,  the 
failure  to  pay  any  interest  on  the  Class  D  Notes  on  any  Payment  Date  will 
not  be  an  Event  of  Default  under  the  Indenture. 

See  "Description  of  the  Notes — Interest  on  the  Secured  Notes"  and  " — 
Priority  of  Payments." 

The  Income  Notes  will  not  bear  interest  based  upon  any  fixed  or  floating 
rate.  The  Fiscal  Agent  will  make  payments  to  the  Holders  of  the  Income 
Notes  out  of  the  Proceeds,  if  any,  available  pursuant  to  clause  (xviii)  on 
each  Quarterly  Payment  Date  (or  pursuant  to  clause  (viii)  in  the  case  of  the 
Final  Payment  Date)  under  "Description  of  the  Notes — Priority  of 
Payments."  Such  payments  will  be  made  on  the  Income  Notes  only  after  all 
interest  and  other  payments  due  on  the  Secured  Notes  have  been  made  and 
all  expenses  of  the  Issuers  have  been  paid  (with  such  remaining  Proceeds 
referred  to  as  "Excess  Amounts").  See  "Risk  Factors — Notes — 
Subordination  of  the  Income  Notes;  Unsecured  Obligations." 

The  Notes  (otter  than  the  Class  S  Notes)  will  mature  on  the  Payment  Date 
in  July  2042  (each  such  date  the  "Stated  Maturity"  with  respect  to  such 
Notes),  and  the  Class  S  Notes  will  mature  on  the  Payment  Date  in  July 
2013  (the  "Stated  Maturity"  with  respect  to  the  Class  S  Notes),  unless 
redeemed  or  retired  prior  thereto.  The  average  life  of  the  Secured  Notes 
(other  than  the  Class  S  Notes)  is  expected  to  be  substantially  shorter  than 
the  number  of  years  from  issuance  until  Stated  Maturity  for  each  Class  of 
Notes.  See  "Description  of  the  Notes — Principal"  and  "Risk  Factors — 
Notes — Average  Lives,  Duration  and  Prepayment  Considerations." 

Principal  will  be  payable  on  the  Class  S  Notes  in  accordance  with  the 
Priority  of  Payments  on  each  Payment  Date  commencing  on  the  Payment 
Date  occurring  in  August  2007  in  an  amount  equal  to  the  Class  S  Notes 
Amortizing  Principal  Amount  with  respect  to  such  Payment  Date  and,  if  an 
Event  of  Default  or  Tax  Event  has  occurred  and  is  continuing  or  an 
Optional  Redemption  or  Auction  has  occurred  and  the  Pledged  Assets  are 
being  liquidated  pursuant  to  the  terms  of  the  Indenture,  the  Class  S  Notes 
will  be  paid  in  full  prior  to  any  distributions  to  any  other  Notes.  Shifting 
principal  will  be  payable  (pursuant  to  clause  (xi)  of  the  Priority  of 
Payments)  on  the  Secured  Notes  in  accordance  with  the  Priority  of 
Payments  on  each  Payment  Date  commencing  on  the  Payment  Date 
occurring  in  July  2007  as  described  in  the  Priority  of  Payments. 

As  a  result  of  the  Priority  of  Payments,  notwithstanding  the  subordination 
of  the  Notes  described  under  "Status  of  the  Notes"  above,  the  Class  A  Notes 
may  be  entitled  to  receive  certain  payments  of  principal  while  the  Class  S 
Notes  are  outstanding,  the  Class  B  Notes  may  be  entitled  to  receive  certain 
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Tax  Redemption . 


Auction. 


payments  of  principal  while  the  Class  S  Notes  and  the  Class  A  Notes  are 
outstanding,  the  Class  C  Notes  may  be  entitled  to  receive  certain  payments 
of  principal  while  the  Class  S  Notes,  the  Class  A  Notes  and  the  Class  B 
Notes  are  outstanding  and  the  Class  D  Notes  may  be  entitled  to  receive 
certain  payments  of  principal  while  the  Class  S  Notes,  the  Class  A  Notes, 
the  Class  B  Notes  and  the  Class  C  Notes  are  outstanding.  In  addition,  the 
Income  Notes  may  be  entitled  to  receive  certain  payments  on  each 
Quarterly  Payment  Date  while  the  Secured  Notes  are  outstanding.  See 
"Description  of  the  Notes — Priority  of  Payments." 

In  addition,  to  the  extent  funds  are  available  therefor  in  accordance  with  the 
Priority  of  Payments,  certain  of  the  Secured  Notes  (other  than  the  Class  S 
Notes)  will  be  subject  to  mandatory  redemption  on  any  Payment  Date  if  the 
Coverage  Tests  are  not  satisfied  as  described  herein  See  "Description  of 
the  Notes — Principal",  " — Mandatory  Redemption"  and  " — Priority  of 
Payments." 

Subject  to  certain  conditions  described  herein,  the  Secured  Notes  will  be 
redeemed  from  Liquidation  Proceeds,  in  whole  but  not  in  part,  on  the  90th 
day  (which  90-day  period  may  be  extended  an  additional  90  days,  as 
described  under  "Description  of  the  Notes — Tax  Redemption")  following 
the  Issuers  becoming  aware  of  the  occurrence  of  a  Tax  Event,  at  the  written 
direction  of,  or  with  the  written  consent  of,  Holders  of  at  least  66-2/3%  of 
the  Income  Notes  or  Holders  of  at  least  a  Majority  of  any  Class  of  Secured 
Notes  which,  as  a  result  of  the  occurrence  of  such  Tax  Event,  have  not 
received  100%  of  the  aggregate  amount  of  principal  and  interest  or  other 
amounts  due  and  payable  to  such  Holders  (such  redemption,  a  "Tax 
Redemption").  No  such  Tax  Redemption  will  occur  unless  the  expected 
Liquidation  Proceeds  equal  or  exceed  the  Total  Redemption  Amount. 
Upon  the  occurrence  of  a  Tax  Redemption,  the  Income  Notes  will  be 
simultaneously  redeemed.  No  such  Tax  Redemption  will  occur  unless  all 
amounts  payable  to  the  Credit  Protection  Buyer  or  any  assignee  of  the 
Credit  Protection  Buyer  (including  all  Credit  Default  Swap  Termination 
Payments)  will  have  been  paid  in  full,  in  each  case,  on  the  related 
redemption  date. 

With  respect  to  a  Tax  Redemption  as  described  above,  the  Secured  Notes 
will  be  redeemed  at  their  Secured  Note  Redemption  Prices,  respectively,  as 
described  herein.  The  amount  distributable  as  the  final  payment  on  the 
Income  Notes  following  any  Tax  Redemption  will  equal  the  amount  of  the 
Liquidation  Proceeds  remaining  after  the  redemption  of  the  Secured  Notes 
in  full  together  with  the  payment  of  all  other  amounts  required  to  be  paid  in 
accordance  with  the  Priority  of  Payments. 

See  "Description  of  the  Notes — Tax  Redemption." 

Sixty  (60)  days  prior  to  the  Payment  Date  occurring  in  Jury  of  each  year 
(the  "Auction  Date"),  commencing  on  the  July  2015  Payment  Date,  the 
Liquidation  Agent,  on  behalf  of  the  Issuer,  shall  take  steps  to  conduct  an 
auction  (the  "Auction")  of  the  Credit  Default  Swap,  the  Eligible 
Investments  (other  than"  cash),  the  Delivered  Obligations,  if  any,  and  the 
Collateral  Securities  in  accordance  with  the  procedures  specified  in  the 
Indenture.  If  the  Liquidation  Agent  receives  one  or  more  bids  from 
Eligible  Bidders  not  later  than  ten  (10)  Business  Days  prior  to  the  Auction 
Date,  which,  when  added  to  the  cash  on  deposit  in  the  Collateral  Account, 
equal  to  or  exceed  the  Minimum  Bid  Amount,  it  will  sell,  assign,  terminate 
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or  otherwise  dispose  of  the  Credit  Default  Swap,  the  Eligible  Investments 
(other  than  cash),  the  Delivered  Obligations,  if  any,  and  the  Collateral 
Securities  on  or  before  the  fifth  Business  Day  prior  to  such  Auction  Date. 
The  Secured  Notes  will  be  redeemed  in  whole  on  such  Auction  Date  (any 
such  date,  the  "Auction  Payment  Date").  If  a  successful  Auction  occurs, 
the  Income  Notes  will  also  be  redeemed  in  full.  If  the  highest  single  bid  on 
the  entire  portfolio,  or  the  aggregate  amount  of  multiple  bids  with  respect 
to  individual  Collateral  Securities,  Eligible  Investments  (other  than  cash) 
and  Delivered  Obligations  when  added  with  the  other  Liquidation  Proceeds 
and  cash  on  deposit  in  the  Collateral  Account,  does  not  equal  or  exceed  the 
Minimum  Bid  Amount  or  if  there  is  a  failure  at  settlement,  the  Credit 
Default  Swap  will  not  be  terminated  or  assigned,  the  Eligible  Investments 
(other  than  cash),  Collateral  Securities  and  the  Delivered  Obligations,  if 
any,  will  not  be  sold  and  no  redemption  of  Notes  on  the  related  Auction 
Date  will  occur. 

The  Secured  Notes  may  be  redeemed  by  the  Issuers  from  Liquidation 
Proceeds,  in  whole  but  not  in  part,  on  any  Payment  Date  on  or  after  the 
Payment  Date  occurring  in  July  2010  (the  "Optional  Redemption  Date"),  at 
the  written  direction  of,  or  with  the  written  consent  of  the  Holders  of  a 
Majority  of  the  Income  Notes  (an  "Optional  Redemption").  If  the  Holders 
of  the  Income  Notes  so  elect  to  cause  an  Optional  Redemption  of  the 
Secured  Notes,  the  Income  Notes  will  also  be  redeemed. 

In  the  event  of  an  Optional  Redemption,  the  Secured  Notes  will  be 
redeemed  at  their  Secured  Note  Redemption  Prices  as  described  herein. 

No  Secured  Notes  shall  be  redeemed  pursuant  to  an  Optional  Redemption 
and  a  final  payment  to  the  Income  Notes  shall  not  be  made  unless  the 
Aggregate  Reference  Obligation  Notional  Amount  of  the  Credit  Default 
Swap  will  be  reduced  to  zero  and  the  Liquidation  Agent  furnishes  certain 
assurances  that  the  Total  Redemption  Amount  will  be  available  for  payment 
on  the  related  Optional  Redemption  Date. 

In  the  event  of  any  redemption  of  the  Secured  Notes,  the  Fiscal  Agent  will 
receive  for  payment  to  the  Holders  of  die  Income  Notes  the  remaining 
balance,  if  any,  of  funds  in  the  Payment  Account  (net  of  all  expenses  of  the 
Issuers  after  payment  of  the  Secured  Note  Redemption  Prices  of  the 
Secured  Notes  and  the  payment  of  all  other  amounts  payable  prior  to 
payments  to  the  Fiscal  Agent)  for  payment  to  the  Holders  of  the  Income 
Notes  pursuant  to  the  Priority  of  Payments  (the  "Income  Note  Redemption 
Price"). 

See  "Description  of  the  Notes — Optional  Redemption." 

On  any  Payment  Date  on  which  any  Overcollateralization  Test  is  not 
satisfied  as  of  the  preceding  Determination  Date  certain  of  the  Secured 
Notes  (other  than  the  Class  S  Notes)  will  be  subject  to  mandatory 
redemption  in  accordance  with  the  Priority  of  Payments,  until  the 
applicable  Secured  Notes  have  been  paid  in  full  (a  "Mandatory 
Redemption"):  The  Class' S  Notes  and  the  Income  Notes  are  not  subject  to 
mandatory  redemption  as  a  result  of  the  failure  of  any  Coverage  Test.  See 
"Description  of  the  Notes — Principal",  " — Mandatory  Redemption"  and 
" — Priority  of  Payments." 
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The  following  table  identifies  the  Coverage  Tests  and  the  value  at  which 
such  tests  will  be  satisfied.  See  "Description  of  The  Notes — Mandatory 
Redemption". 


Coverage  Test 

Class  A/B  Overcollateralization 
Test 

Class  C  Overcollateralization 
Test 

Class  D  Overcollateralization 
Test 


Ratio  at  Which  Test  is 
Satisfied 

equal  to  or  greater  than  1 16.0% 
equal  to  or  greater  than  109.9% 
equal  to  or  greater  than  105.9% 


The  Credit  Default  Swap 
Documentation 


Reference  Obligation  Notional 
Amount 


On  the  Closing  Date,  the  Class  A/B  Overcollateralization  Ratio  is  expected 
to  be  119.0%,  the  Class  C  Overcollateralization  Ratio  is  expected  to  be 
111.7%  and  the  Class  D  Overcollateralization  Ratio  is  expected  to  be 
107.4%. 


The  Credit  Default  Swap  will  be  structured  as  a  "pay-as-you-go"  credit 
default  swap  and  will  be  documented  pursuant  to  a  1992  ISDA  Master 
Agreement  (Multicurrency-Cross  Border),  including  the  Schedule  thereto 
(the  "Master  Agreement"),  along  with  two  confirmations  (each  a  "Master 
Confirmation")  between  the  Issuer,  as  Credit  Protection  Seller,  and 
Goldman  Sachs  International  ("GSI"),  as  the  Credit  Protection  Buyer, 
evidencing  a  transaction  with  respect  to  each  Reference  Obligation  in  the 
Reference  Portfolio  thereunder  (each  such  transaction,  a  "CDS 
Transaction"). 


Each  CDS  Transaction  is  expected  to  have  a  specified  notional  amount  (the 
"Reference  Obligation  Notional  Amount")  which  represents  the  dollar 
amount  of  the  credit  exposure  which  the  Issuer  is  assuming  thereunder 
with  respect  to  the  Reference  Obligation  related  to  such  CDS  Transaction. 
The  "Aggregate  Reference  Obligation  Notional  Amount"  is  the  sum  of  the 
aggregate  Reference  Obligation  Notional  Amounts  of  all  CDS 
Transactions  comprising  the  Reference  Portfolio.  On  the  Closing  Date,  the 
Issuer  expects  to  enter  into  CDS  Transactions  with  the  Credit  Protection 
Buyer  referencing  the  Reference  Obligations  described  herein  and  having 
an  Aggregate  Reference  Obligation  Notional  Amount  of  approximately 
U.S. $305,000,000.  In  accordance  with  the  terms  of  the  Credit  Default 
Swap,  the  Reference  Obligation  Notional  Amount  of  a  CDS  Transaction  is 
expected  after  the  Closing  Date  to  be: 

(i)  decreased  on  each  day  on  which  a  Reference  Obligation  Principal 
Payment  is  made  by  the  relevant  Reference  Obligation  Principal 
Amortization  Amount; 

(ii)  decreased  on  each  day  on  which  a  Failure  to  Pay  Principal  occurs  by  the 
relevant  Principal  Shortfall  Amount; 
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(iii)  decreased  on  each  day  on  which  a  Writedown  occurs  by  the  relevant 
Writedown  Amount; 

(iv)  increased  on  each  day  on  which  a  Writedown  Reimbursement  occurs  by 
any  Writedown  Reimbursement  Amount  in  respect  of  a  Writedown 
Reimbursement  within  paragraphs  (ii)  or  (iii)  of  the  definition  of 
"Writedown  Reimbursement";  and 

(v)  decreased  on  each  Delivery  Date  by  an  amount  equal  to  the  relevant 
Exercise  Amount  minus  the  relevant  amount  determined  pursuant  to 
paragraph  (b)  under  the  heading  "Physical  Settlement  Amount"  in  the 
related  Master  Confirmation;  provided  that,  if  any  Relevant  Amount  is 
applicable,  the  Exercise  Amount  will  also  be  deemed  to  be  decreased  by 
such  Relevant  Amount  (or  increased  by  the  absolute  value  of  such  Relevant 
Amount  if  such  Relevant  Amount  is  negative)  with  effect  from  such 
Delivery  Date. 

Each  CDS  Transaction  will  terminate  by  its  terms  no  later  than  the 
scheduled  legal  final  maturity  of  the  related  Reference  Obligation  unless  a 
Credit  Event  occurs  or  a  Floating  Amount  becomes  due  with  respect  to  such 
CDS  Transaction  and  the  physical  settlement  date  is  scheduled  to  occur 
after  such  date. 

For  a  more  detailed  description  of  the  Credit  Default  Swap,  see  "The  Credit 
Default  Swap".  Copies  of  the  Master  Agreement  and  the  Master 
Confirmations  are  available  to  investors  from  the  Trustee. 

On  the  Closing  Date,  the  Credit  Default  Swap  will  reference  61  Reference 
Obligations  (collectively,  the  "Reference  Portfolio").  See  Appendix  B  to 
this  Offering  Circular  for  certain  summary  information  about  the  Reference 
Portfolio. 

The  types  of  (i)  Residential  Mortgage-Backed  Securities  that  constitute 
Reference  Obligations  in  the  Reference  Portfolio  will  include  RMBS 
Midprime  Mortgage  Securities  and  RMBS  Subprime  Mortgage  Securities 
and  (ii)  CDO  Securities  that  constitute  Reference  Obligations  in  the 
Reference  Portfolio  will  include  CDO  RMBS  Securities. 

The  following  Credit  Events  (each  a  "Credit  Event")  shall  apply  with 
respect  to  each  Reference  Obligation: 

(i)  Failure  to  Pay  Principal; 

(ii)         Writedown; 

(iii)        Distressed  Ratings  Downgrade;  or 

(iv)        Failure  to  Pay  Interest  (in  the  case  of  CDO  RMBS  Security 
Reference  Obligations  only). 

See  "The  Credit  Default  Swap— Credit  Events." 

The  "Conditions  to  Settlement"  will  be  satisfied  upon  delivery  to  the 
Credit  Protection  Seller  and  the  Trustee  of  a  Credit  Event  Notice  and  a 
Notice  of  Publicly  Available  Information. 
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Agent GSI  will  be  the  calculation  agent  (in  this  capacity  the  "Credit  Default  Swap 

Calculation  Agent")  under  the  Credit  Default  Swap. 

Settlement  Method Physical. 

Credit  Default  Swap  Early 

Termination The  Credit  Default  Swap  may  be  terminated  by  the  Issuer  or  by  the  Credit 

Protection  Buyer  (a  "Credit  Default  Swap  Early  Termination")  at  the 
option  of  the  non-defaulting  or  non-affected  party,  as  applicable,  upon  the 
occurrence  of  an  "Event  of  Default"  or  "Termination  Event"  (each,  as 
defined  in  the  Master  Agreement).  Upon  the  Trustee  having  actual 
knowledge  of  the  occurrence  of  any  event  that  gives  rise  to  the  right  of  the 
Issuer  to  terminate  the  Credit  Default  Swap,  the  Trustee  or  the  Fiscal 
Agent,  as  applicable,  will  as  promptly  as  practicable  notify  the  Noteholders 
of  such  event  but  will  only  terminate  any  such  agreement  on  behalf  of  the 
Issuer  (i)  at  the  direction  of  a  Majority  of  the  Income  Notes  or  (ii)  (a) 
upon  the  redemption  of  the  Secured  Notes  in  full,  (b)  if  the  principal 
balance  of  the  Secured  Notes  is  reduced  to  zero  or  (c)  upon  the  acceleration 
of  the  maturity  of  the  Secured  Notes  pursuant  to  the  terms  of  the  Indenture. 
The  Issuer  is  required  to  satisfy  the  Rating  Agency  Condition  prior  to  any 
(i)  replacement  of  the  Credit  Protection  Buyer  or  (ii)  assignment  of  the 
Credit  Default  Swap. 


The  Collateral  Securities . 


The  Issuer  will  use  the  net  proceeds  from  the  offering  of  the  Notes  to 
purchase  Collateral  Securities  and  Eligible  Investments  having  an  initial 
principal  amount  as  of  the  Closing  Date  of  approximately 
U.S.$305,000,000.  The  Collateral  Securities  are  required  to  have  the 
characteristics  and  satisfy  the  criteria  described  herein  under  "The 
Collateral  Securities." 

The  Liquidation  Agent,  on  behalf  of  the  Issuer,  will  obtain  the  funds  to  pay 
Credit  Protection  Amounts  (which,  for  the  avoidance  of  doubt,  will  not 
include  Defaulted  Swap  Termination  Payments)  by  applying  the  Collateral 
Liquidation  Procedure. 

If  the  Notes  become  due  in  connection  with  an  Optional  Redemption,  Tax 
Redemption  or  Auction,  (i)  the  Liquidation  Agent,  on  behalf  of  the  Issuer, 
will  assign  or  tenninate  the  Credit  Default  Swap  and  will  liquidate  all  of  the 
Collateral  Securities  and  Eligible  Investments  in  the  Collateral  Account  and 
all  Delivered  Obligations  in  the  Delivered  Obligations  Account  and  (ii)  the 
Issuer  will  pay  to  the  Credit  Protection  Buyer  any  Credit  Protection 
Amounts  and  Credit  Default  Swap  Termination  Payments  the  Issuer  is 
required  to  pay  to  the  Credit  Protection  Buyer  or  any  assignee  in  connection 
with  any  assignment  or  termination  of  the  CDS  Transactions.  Certain 
amounts  will  be  held  back  if  one  or  more  outstanding  Credit  Events  remain 
due  as  of  the  Redemption  Date. 

If  the  Credit  Default  Swap  is  terminated  in  connection  with  the  occurrence 
of  an  Event  of  Default  or  Termination  Event  (each,  as  defined  in  the  Master 
Agreement),  the  Liquidation  Agent,  on  behalf  of  the  Issuer,  will  pay  to  the 
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Credit  Protection  Buyer  or  any  assignee  any  Credit  Default  Swap 
Termination  Payments  (which,  for  the  avoidance  of  doubt,  will  not  include 
Defaulted  Swap  Termination  Payments)  owed  by  the  Issuer  to  the  Credit 
Protection  Buyer  by  applying  the  Collateral  Liquidation  Procedure.  Certain 
amounts  will  be  held  back  if  one  or  more  outstanding  Credit  Events  exist  or 
Floating  Amounts  remain  due  as  of  any  termination  date. 

If  a  CDS  Transaction  terminates  on  its  scheduled  termination  date  without  a 
Credit  Event  occurring,  following  the  reduction  of  the  Aggregate  Reference 
Obligation  Notional  Amount,  an  amount  equal  to  the  Aggregate 
Amortization  Amount  shall  be  drawn  from  the  Collateral  Account  pursuant 
to  the  Amortization  Liquidation  Procedure  and  deposited  into  the  Payment 
Account  to  be  applied  to,  among  other  things,  reduce  the  amounts  of  the 
Notes  in  accordance  with  the  Priority  of  Payments  on  the  immediately 
following  Payment  Date. 

See  "The  Collateral  Securities" 

On  or  immediately  prior  to  the  final  maturity  date  of  the  Notes  or  in 
connection  with  any  Optional  Redemption,  Auction,  Tax  Redemption  or 
Event  of  Default,  the  Liquidation  Agent,  on  behalf  of  the  Issuer,  will  (i) 
assign  or  terminate  or  cause  to  be  assigned  or  terminated  the  Credit  Default 
Swap,  (ii)  liquidate  all  of  the  Collateral  Securities,  Delivered  Obligations 
and  Eligible  Investments,  (iii)  demand  payment  for  any  termination  or 
assignment  payments  due  to  the  Issuer  and  (iv)  pay  any  Credit  Protection 
Amounts  due  to  the  Credit  Protection  Buyer  or  any  assignee  under  the 
Credit  Default  Swap. 

Goldman,  Sachs  &  Co.  ("GS&Co.")  as  Liquidation  Agent  (in  such 
capacity,  the  "Liquidation  Agent")  under  the  Liquidation  Agency 
Agreement  dated  as  of  the  Closing  Date  (the  "Liquidation  Agency 
Agreement")  between  GS&Co.  and  the  Issuer  will,  on  behalf  of  the  Issuer, 
(i)  assign,  terminate  or  otherwise  dispose  of  (a)  CDS  Transactions  the 
Reference  Obligations  of  which  are  determined  pursuant  to  the  Collateral 
Administration  Agreement  by  the  Collateral  Administrator,  on  behalf  of 
the  Issuer  to  be  Credit  Risk  Obligations  and  (b)  Delivered  Obligations,  (ii) 
sell,  assign,  terminate  or  otherwise  dispose  of  the  Credit  Default  Swap, 
Delivered  Obligations,  Collateral  Securities  and  Eligible  Investments  of 
the  Issuer  in  connection  with  (a)  a  redemption  of  the  Notes  as  a  result  of  an 
Optional  Redemption,  a  Tax  Redemption,  an  Auction  or  as  otherwise 
required  under  the  Indenture  as  described  therein  and  (b)  an  acceleration  of 
Notes  as  a  result  of  an  Event  of  Default  as  required  under  the  Indenture  as 
described  therein,  and  (iii)  perform  certain  other  functions,  as  described 
herein.  The  Liquidation  Agent  will  have  twelve  (12)  months  to  assign, 
terminate  or  otherwise  dispose  of  (a)  CDS  Transactions  the  Reference 
Obligations  of  which  are  determined  pursuant  to  the  Collateral 
Administration  Agreement  by  the  Collateral  Administrator,  on  behalf  of 
the  Issuer,  to  be  Credit  Risk  Obligations  and  (b)  Delivered  Obligations  in 
accordance  with  the  terms  of  the  Liquidation  Agency  Agreement  (such 
twelve  months  measured  from  the  date  the  Liquidation  Agent  is  notified  of 
either  (1)  such  determination  by  the  Collateral  Administrator  or  (2)  the 
receipt  of  such  Delivered  Obligation  by  the  Issuer,  as  applicable).  The 
proceeds  of  airy  such  sale  of  Delivered  Obligations  will  be  deposited  by  the 
Trustee  into  the  Collateral  Account  and  invested  in  Eligible  Investments 
and  Collateral  Securities  selected  at  the  direction  of  the  Liquidation  Agent. 
In  addition,  any  principal  proceeds  received  on  such  Delivered  Obligations 
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prior  to  such  sale,  will  be  deposited  by  the  Trustee  into  the  Collateral 
Account.  The  Liquidation  Agent  will  not  have  the  right,  or  the  obligation, 
to  exercise  any  discretion  with  respect  to  the  method  or  the  price  of  any 
assignment,  termination  or  disposition  of  a  CDS  Transaction;  the  sole 
obligation  of  the  Liquidation  Agent  will  be  to  execute  such  assignment  or 
termination  of  a  CDS  Transaction  in  accordance  with  the  terms  of  the 
Liquidation  Agency  Agreement.  Notwithstanding  the  appointment  of  the 
Liquidation  Agent,  the  Liquidation  Agent  shall  have  no  responsibility  for, 
or  liability  relating  to,  the  performance  of  the  Issuer  or  any  CDS 
Transaction,  Reference  Obligation,  Collateral  Security  or  Eligible 
Investment. 

See  "The  Liquidation  Agency  Agreement." 

A  report  will  be  made  available  to  the  Holders  of  the  Notes  and  will 
provide  information  on  the  Reference  Portfolio,  Collateral  Securities  and 
payments  to  be  made  in  accordance  with  the  Priority  of  Payments  (each,  a 
"Note  Valuation  Report")  beginning  in  July,  2007.  See  "Reports." 


The  Offered  Notes  are  being  offered  to  non-U. S.  Persons  in  offshore 
transactions  in  reliance  on  Regulation  S,  and  in  the  United  States  to 
persons  who  are  Qualified  Institutional  Buyers  purchasing  in  reliance  on 
the  exemption  from  registration  under  Rule  144 A  or,  with  respect  to 
Income  Notes  only,  Accredited  Investors  purchasing  in  transactions 
exempt  from  registration  under  the  Securities  Act.  Each  purchaser  who  is  a 
U.S.  Person  must  also  be  a  Qualified  Purchaser.  Each  Accredited  Investor 
must  have  a  net  worth  of  at  least  U.S.S10  million.  See  "Description  of  the 
Notes — Form  of  the  Notes,"  "Underwriting"  and  "Notice  to  Investors." 

The  Notes  will  be  issued  in  minimum  denominations  of  U.S. $250,000  (in 
the  case  of  the  Rule  144A  Notes  and  the  Income  Notes  sold  to  Accredited 
Investors)  and  U.S.$100,000  (in  the  case  of  the  Regulation  S  Notes)  and 
integral  multiples  of  U.S. $1  in  excess  thereof  for  each  Class  of  Notes. 

Each  Class  of  Notes  sold  in  offshore  transactions  in  reliance  on 
Regulation  S  will  initially  be  represented  by  one  or  more  temporary  global 
notes  (each,  a  "Temporary  Regulation  S  Global  Note").  Each  Temporary 
Regulation  S  Global  Note  will  be  deposited  on  the  Closing  Date  with 
LaSalle  Bank  National  Association  as  custodian  for,  and  registered  in  the 
name  of  Cede  &  Co.  as  nominee  of  The  Depository  Trust  Company 
("DTC"),  for  the  respective  accounts  of  Euroclear  Bank  S.A./N.V.,  as 
operator  of  the  Euroclear  System  ("Euroclear"),  and  Clearstream  Banking, 
socidte  anonyme  ("Clearstream").  Beneficial  interests  in  a  Temporary 
Regulation  S  Global  Note  may  be  held  only  dirough  Euroclear  or 
Clearstream  and  may  not.be  held  at  any  time  by  a  U.S.  Person  ("U.S. 
Person")  (as  such  term  is  defined  in  Regulation  S  under  the  Securities  Act). 

Each  Class  of  Rule  144A  Notes  (other  than  the  Income  Notes)  will  be 
issued  in  the  form  of  one  or  more  global  notes  in  fully  registered  form  (the 
"Rule  144A  Global  Notes"  and,  together  with  the  Temporary  Regulation  S 
Global  Notes  and  the  Regulation  S  Global  Notes,  the  "Global  Notes"), 
deposited  with  LaSalle  Bank  National  Association  as  custodian  for,  and 
registered  in  the  name  of  Cede  &  Co.  as  nominee  of,  DTC,  which  will  credit 
the  account  of  each  of  its  participants  with  the  principal  amount  of  Notes 
being  purchased  by  or  through  such  participant.  Beneficial  interests  in  the 
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Governing  Law. 


Listing  and  Trading . 


Irish  Listing  Agent;  Irish  Paying 
Agent  (if  any) 


Tax  Status 

ERISA  Considerations.. 


Rule  144 A  Global  Notes  will  be  shown  on,  and  transfers  thereof  will  be 
effected  only  through,  records  maintained  by  DTC  and  its  direct  and 
indirect  participants. 

The  Income  Notes  (other  than  the  Regulation  S  Income  Notes)  will  be 
evidenced  by  one  or  more  notes  in  definitive,  fully  registered  form, 
registered  in  the  name  of  the  owner  thereof  (each,  a  "Definitive  Note"). 


Beneficial  interests  in  the  Global  Notes  and  the  Definitive  Notes  may  not  be 
transferred  except  in  compliance  with  the  transfer  restrictions  described 
herein.  See  "Description  of  the  Notes — Form  of  the  Notes"  and  "Notice  to 
Investors." 

The  Indenture,  the  Collateral  Administration  Agreement,  the  Credit 
Default  Swap,  the  Notes,  the  Liquidation  Agency  Agreement,  and  the 
Fiscal  Agency  Agreement  will  be  governed  by  the  laws  of  the  State  of 
New  York. 

There  is  currently  no  market  for  the  Notes  and  there  can  be  no  assurance 
that  such  a  market  will  develop.  See  "Risk  Factors — Notes — Limited 
Liquidity  and  Restrictions  on  Transfer."  Application  may  be  made  to  the 
Irish  Stock  Exchange  for  the  Notes  to  be  admitted  to  the  official  list  of  the 
Irish  Stock  Exchange  and  to  trading  on  its  regulated  market.  There  can  be 
no  assurance  that  any  such  application  will  be  made  or  that  any  such  listing 
will  be  obtained  or  maintained. 


If  application  is  made  to  list  the  Notes  on  the  Irish  Stock  Exchange,  (i) 
Maples  and  Calder  Listing  Services  Limited  will  be  the  Irish  Listing  Agent 
for  the  Notes  (the  "Irish  Listing  Agent")  and  (ii)  Maples  Finance  Dublin 
will  be  the  Irish  Paying  Agent  for  the  Notes  (the  "Irish  Paying  Agent"). 


See  "Income  Tax  Considerations." 
See  "ERISA  Considerations." 
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RISK  FACTORS 

Prior  to  making  an  investment  decision,  prospective  investors  should  carefully  consider,  in  addition  to  the 
matters  set  forth  elsewhere  in  this  Offering  Circular,  the  following  factors: 

Notes 

Limited  Liquidity  and  Restrictions  on  Transfer.  There  is  currently  no  market  for  the  Notes.  Although 
GS&Co.  has  advised  the  Issuers  that  it  intends  to  make  a  market  in  the  Offered  Notes,  GS&Co.  is  not  obligated  to 
do  so,  and  any  such  market  making  with  respect  to  the  Offered  Notes  may  be  discontinued  at  any  time  without 
notice.  There  can  be  no  assurance  that  any  secondary  market  for  any  of  the  Notes  will  develop  or,  if  a  secondary 
market  does  develop,  that  it  will  provide  the  Holders  of  the  Notes  with  liquidity  of  investment  or  that  it  will  continue 
for  the  life  of  such  Notes  and  consequently  a  purchaser  must  be  prepared  to  hold  the  Notes  until  the  Stated  Maturity. 

In  addition,  no  sale,  assignment,  participation,  pledge  or  transfer  of  the  Notes  may  be  effected  if,  among 
other  things,  it  would  require  any  of  the  Issuer,  the  Co-Issuer  or  any  of  their  officers  or  directors  to  register  under,  or 
otherwise  be  subject  to  the  provisions  of,  the  Investment  Company  Act  or  any  other  similar  legislation  or  regulatory 
action.  Furthermore,  the  Notes  will  not  be  registered  under  the  Securities  Act  or  any  state  securities  laws  or  the  laws 
of  any  other  jurisdiction,  and  the  Issuer  has  no  plans,  and  is  under  no  obligation,  to  register  the  Notes  under  the 
Securities  Act  or  any  state  securities  laws  or  under  the  laws  of  any  other  jurisdiction.  The  Notes  are  subject  to 
certain  transfer  restrictions  and  can  be  transferred  only  to  certain  transferees  as  described  herein  under  "Description 
of  the  Notes — Form  of  the  Notes"  and  "Notice  to  Investors."  Such  restrictions  on  the  transfer  of  the  Notes  may 
further  limit  their  liquidity.  See  "Description  of  the  Notes — Form  of  the  Notes."  Application  may  be  made  for  the 
Notes  to  be  admitted  to  the  official  list  of  the  Irish  Stock  Exchange  and  to  trading  on  its  regulated  market.  There  can 
be  no  assurance  that  any  such  application  will  be  made  or  that  any  such  listing  will  be  obtained. 

Limited  Recourse  Obligations.  The  Class  A  Notes,  Class  B  Notes,  Class  C  Notes  and  Class  D  Notes  will 
be  limited  recourse  obligations  of  the  Issuers,  in  each  case,  payable  solely  from  the  Pledged  Assets  pledged  by  the 
Issuer  to  secure  the  Secured  Notes.  The  Income  Notes  will  be  limited  recourse  obligations  of  the  Issuer  and  will  not 
be  secured  by  the  Pledged  Assets  securing  the  Secured  Notes.  None  of  the  Liquidation  Agent,  the  Holders  of  the 
Notes,  the  Initial  Purchaser,  the  Trustee,  the  Administrator,  the  Share  Trustee,  the  Agents,  the  Credit  Protection 
Buyer  or  any  affiliates  of  any  of  the  foregoing  or  the  Issuers'  affiliates  or  any  other  person  or  entity  will  be  obligated 
to  make  payments  on  the  Secured  Notes  or  the  Income  Notes.  Consequently,  the  Holders  of  the  Secured  Notes  must 
rely  solely  on  distributions  on  the  Pledged  Assets  pledged  to  secure  the  Secured  Notes  for  the  payment  of  principal, 
interest,  premium  and  other  distributions  thereon.  If  distributions  on  the  Pledged  Assets  are  insufficient  to  make 
payments  in  respect  of  the  Secured  Notes,  no  other  assets  (and,  in  particular,  no  assets  of  the  Liquidation  Agent,  the 
Holders  of  the  Secured  Notes,  the  Holders  of  the  Income  Notes,  the  Initial  Purchaser,  the  Trustee,  the  Administrator, 
the  Share  Trustee,  the  Agents,  the  Credit  Protection  Buyer  or  any  affiliates  of  any  of  the  foregoing)  will  be  available 
for  payment  of  the  deficiency,  and  following  realization  of  the  Pledged  Assets  pledged  to  secure  the  Secured  Notes, 
the  obligations  of  the  Issuers  to  pay  such  deficiency  shall  be  extinguished  and  shall  not  revive. 

Subordination  of  the  Notes.  Payments  of  principal  on  the  Class  S  Notes  will  be  senior  to  payments  of 
principal  on  the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C  Notes  and  the  Class  D  Notes  and  to  the  distribution 
of  Proceeds  to  the  Holders  of  the  Income  Notes  on  each  Payment  Date  to  the  extent  set  forth  in  the  Priority  of 
Payments.  Payments  of  principal  of  the  Class  A- 1  a  Notes  and  the  Class  A-  lb  Notes  will  be  either  pro  rata  or  first  to 
the  Class  A- la  Notes  and  second  to  the  Class  A- lb  Notes  as  described  herein.  Payments  of  principal  on  the  Class 
A-l  Notes  will  be  either  pro  rata  with  principal  payments  on  the  Class  A-2  Notes  or  senior  to  payments  of  principal 
to  the  Class  A-2  Notes  as  described  herein.  Payments  of  principal  on  the  Class  A  Notes  due  on  any  Payment  Date 
will  be  senior  to  payments  of  principal  of  the  Class  B  Notes,  the  Class  C  Notes  and  the  Class  D  Notes  and  to  the 
distribution  of  Proceeds  to  the  Holders  of  the  Income  Notes  on  such  Payment  Date  to  the  extent  set  forth  in  the 
Priority  of  Payments.  Payments  of  principal  on  the  Class  B  Notes  due  on  any  Payment  Date  will  be  senior  to 
payments  of  principal  on  the  Class  C  Notes  and  the  Class  D  Notes  and  senior  to  the  distributions  of  Proceeds  to  the 
Holders  of  the  Income  Notes  on  such  Payment  Date  to  the  extent  set  forth  in  the  Priority  of  Payments.  Payments  of 
principal  on  the  Class  C  Notes  due  on  any  Payment  Date  will  be  senior  to  payments  of  principal  on  the  Class  D 
Notes  and  senior  to  the  distributions  of  Proceeds  to  the  Holders  of  the  Income  Notes  on  such  Payment  Date  to  the 
extent  set  forth  in  the  Priority  of  Payments.  Payments  of  principal  on  the  Class  D  Notes  due  on  any  Payment  Date 
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will  be  senior  to  the  distributions  of  Proceeds  to  the  Holders  of  the  Income  Notes  on  such  Payment  Date  to  the 
extent  set  forth  in  the  Priority  of  Payments.  As  a  result  of  the  Priority  of  Payments,  notwithstanding  the 
subordination  of  the  Notes  described  under  "Description  of  the  Notes — Status  and  Security,"  the  Class  A  Notes  will 
be  entitled  to  receive  certain  payments  of  principal  while  the  Class  S  Notes  are  outstanding,  the  Class  B  Notes  will 
be  entitled  to  receive  certain  payments  of  principal  while  the  Class  S  Notes  and  the  Class  A  Notes  are  outstanding, 
the  Class  C  Notes  will  be  entitled  to  receive  certain  payments  of  principal  while  the  Class  S  Notes,  the  Class  A 
Notes  and  the  Class  B  Notes  are  outstanding  and  the  Class  D  Notes  will  be  entitled  to  receive  certain  payments  of 
principal  while  the  Class  S  Notes,  the  Class  A  Notes,  the  Class  B  Notes  and  the  Class  C  Notes  are  outstanding.  In 
addition,  the  Income  Notes  will  be  entitled  to  receive  certain  payments  on  each  Quarterly  Payment  Date  while  the 
Secured  Notes  are  outstanding.  See  "Description  of  the  Notes — Priority  of  Payments."  To  the  extent  that  any  losses 
are  incurred  by  the  Issuer  in  respect  of  any  Pledged  Assets,  such  losses  will  be  borne  first  by  Holders  of  the  Income 
Notes,  then,  by  Holders  of  the  Class  D  Notes,  then,  by  Holders  of  the  Class  C  Notes,  then,  by  Holders  of  the  Class  B 
Notes,  then,  by  Holders  of  the  Class  A-2  Notes,  then,  pro  rata,  by  Holders  of  the  Class  A-l  Notes  and  finally,  by 
Holders  of  the  Class  S  Notes. 

Payments  of  interest  on  the  Class  S  Notes  due  on  any  Payment  Date  will  be  senior  to  payments  of  interest 
on  the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C  Notes  and  the  Class  D  Notes  and  senior  to  the  distributions  of 
Proceeds  to  the  Holders  of  the  Income  Notes  on  such  Payment  Date.  Payments  of  interest  on  the  Class  A  Notes  due 
on  any  Payment  Date  will  be  senior  to  payments  of  interest  on  the  Class  B  Notes,  the  Class  C  Notes  and  the  Class  D 
Notes  and  senior  to  the  distributions  of  Proceeds  to  the  Holders  of  the  Income  Notes  on  such  Payment  Date. 
Payments  of  interest  on  the  Class  B  Notes  due  on  any  Payment  Date  will  be  senior  to  payments  of  interest  on  the 
Class  C  Notes  and  the  Class  D  Notes  and  senior  to  the  distributions  of  Proceeds  to  the  Holders  of  the  Income  Notes 
on  such  Payment  Date.  Payments  of  interest  on  the  Class  C  Notes  due  on  any  Payment  Date  will  be  senior  to 
payments  of  interest  on  the  Class  D  Notes  and  senior  to  the  distributions  of  Proceeds  to  the  Holders  of  the  Income 
Notes  on  such  Payment  Date.  Payments  of  interest  on  the  Class  D  Notes  due  on  any  Payment  Date  will  be  senior  to 
distributions  of  Proceeds  to  the  Holders  of  the  Income  Notes  on  such  Payment  Date.  See  "Description  of  the 
Notes." 

On  any  Payment  Date  on  which  certain  conditions  are  satisfied  and  funds  are  available  therefor,  the 
"shifting  principal"  method  in  clause  (xi)  of  the  Priority  of  Payments  may  permit  the  Holders  of  the  Class  A  Notes, 
the  Class  B  Notes,  the  Class  C  Notes  and  the  Class  D  Notes  to  receive  payments  of  principal  in  accordance  with  the 
Priority  of  Payments  while  more  senior  Classes  of  Notes  remain  outstanding  and  may  permit  distributions  of 
Amortization  Proceeds  to  the  Holders  of  the  Income  Notes,  to  the  extent  funds  are  available  in  accordance  with  the 
Priority  of  Payments,  while  the  more  senior  Notes  are  outstanding.  Amounts  properly  paid  pursuant  to  the  Priority 
of  Payments  to  a  junior  Class  of  Notes  will  not  be  recoverable  in  the  event  of  a  subsequent  shortfall  in  the  amount 
required  to  pay  a  more  senior  Class  of  Secured  Notes. 

Holders  of  the  Controlling  Class  may  not  be  able  to  effect  a  liquidation  of  the  Pledged  Assets  in  an  Event  of 
Default;  Holders  of  other  Classes  of  Notes  may  be  Adversely  Affected  by  Actions  of  the  Controlling  Class.  If  an 
Event  of  Default  occurs  and  is  continuing,  a  Majority  of  the  Controlling  Class  will  be  entitled  to  determine  the 
remedies  to  be  exercised  under  the  Indenture;  however,  the  Majority  of  the  Controlling  Class  will  not  be  able  to 
direct  a  sale  or  liquidation  of  the  Pledged  Assets  unless,  among  other  things,  the  Trustee  determines  (which 
determination  will  be  based  upon  a  certificate  of  the  Liquidation  Agent  as  to  the  estimated  proceeds)  that  the 
anticipated  proceeds  of  such  sale  or  liquidation  (after  deducting  the  reasonable  expenses  of  such  sale  or  liquidation) 
would  be  sufficient  to  pay  in  full  the  sum  of  (A)  the  principal  (including  any  Class  C  Deferred  Interest  and  Class  D 
Deferred  Interest)  and  accrued  interest  (including  all  Defaulted  Interest,  and  interest  thereon)  and  any  other  amounts 
due  with  respect  to  all  the  outstanding  Notes,  (B)  unpaid  Administrative  Expenses,  (C)  all  amounts,  including  Credit 
Default  Swap  Termination  Payments,  due  to  the  Credit  Protection  Buyer  or  any  assignee  upon  termination  or 
assignment  of  the  Credit  Default  Swap,  net  of  termination  or  assignment  payments  payable  to  the  Issuer  by  the 
Credit  Protection  Buyer  or  any  assignee  and  (D)  all  other  items  in  the  Priority  of  Payments  ranking  prior  to 
payments  on  the  Notes  and  a  Majority  of  the  Controlling  Class  agrees  with  such  determination.  There  can  be  no 
assurance  that  proceeds  of  a  sale  and  liquidation,  together  with  all  other  available  funds,  will  be  sufficient  to  pay  in 
full  such  amount.  Notwithstanding  the  foregoing,  even  if  the  anticipated  proceeds  of  such  sale  or  liquidation  would 
not  be  sufficient  to  pay  in  full  such  amount,  the  requisite  Holders  of  Notes  as  determined  pursuant  to  the  Indenture 
or  the  Holders  of  a  Super  Majority  of  the  Controlling  Class  may  direct  the  sale  and  liquidation  of  the  Pledged 
Assets. 
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Remedies  pursued  by  the  Holders  of  the  Class  S  Notes  and  Class  A  Notes  could  be  adverse  to  the  interests 
of  the  Holders  of  the  Class  B  Notes,  the  Class  C  Notes,  the  Class  D  Notes  and  the  Income  Notes.  After  the  Class  S 
Notes  and  the  Class  A  Notes  are  no  longer  outstanding,  the  Holders  of  the  Class  B  Notes  will  be  entitled  to 
determine  the  remedies  to  be  exercised  under  the  Indenture  (except  as  noted  above)  if  an  Event  of  Default  occurs. 
After  the  Class  S  Notes,  the  Class  A  Notes,  and  the  Class  B  Notes  are  no  longer  outstanding,  the  Holders  of  the 
Class  C  Notes  will  be  entided  to  determine  the  remedies  to  be  exercised  under  the  Indenture  (except  as  noted  above) 
if  an  Event  of  Default  occurs.  After  the  Class  S  Notes,  the  Class  A  Notes,  the  Class  B  Notes  and  the  Class  C  Notes 
are  no  longer  outstanding,  the  Holders  of  the  Class  D  Notes  will  be  entitled  to  determine  the  remedies  to  be 
exercised  under  the  Indenture  (except  as  noted  above)  if  an  Event  of  Default  occurs.  See  "Description  of  the 
Notes — The  Indenture — Events  of  Default" 

Subordination  of  the  Income  Notes;  Unsecured  Obligations.  The  Income  Notes  are  limited  recourse 
obligations  of  die  Issuer  and  are  not  secured  by  the  Pledged  Assets  securing  the  Secured  Notes.  As  such,  the 
Holders  of  the  Income  Notes  will  rank  behind  all  of  the  secured  creditors  and  pari  passu  with  all  unsecured  creditors, 
whether  known  or  unknown,  of  the  Issuer.  The  Issuer,  pursuant  to  the  Indenture,  has  pledged  substantially  all  of  its 
assets  to  secure  the  Secured  Notes  and  certain  other  obligations  of  the  Issuer.  The  proceeds  of  such  assets  will  only 
be  available  to  make  payments  in  respect  of  the  Income  Notes  as  and  when  such  proceeds  are  released  from  the  lien 
of  the  Indenture  in  accordance  with  the  Priority  of  Payments.  There  can  be  no  assurance  that,  after  payment  of 
principal  and  interest  on  the  Secured  Notes  and  other  fees  and  expenses  of  the  Issuer  in  accordance  with  the  Priority 
of  Payments,  the  Issuer  will  have  funds  remaining  to  make  payments  in  respect  of  the  Income  Notes.  Failure  to  pay 
the  full  principal  amount  of  the  Income  Notes  will  in  no  event  constitute  an  Event  of  Default  No  person  or  entity 
other  than  die  Issuer  will  be  required  to  make  any  payments  on  the  income  Notes.  Except  with  respect  to  the 
obligations  of  die  Issuer  to  make  payments  pursuant  to  the  Priority  of  Payments,  the  Issuer  does  not  expect  to  have 
any  creditors.  The  funds  available  to  be  paid  to  the  Fiscal  Agent  will  depend  in  part  on  the  weighted  average  of  the 
Note  Interest  Rates. 

Any  amounts  that  are  released  from  the  lien  of  the  Indenture  for  payment  to  the  Holders  of  the  Income 
Notes  in  accordance  with  the  Priority  of  Payments  on  any  Quarterly  Payment  Date  will  not  be  available  to  make 
payments  in  respect  of  the  Secured  Notes  on  any  subsequent  Payment  Date. 

Leveraged  Investment.  The  Income  Notes  represent  a  leveraged  investment  in  the  underlying  Pledged 
Assets.  The  use  of  leverage  generally  magnifies  an  investor's  opportunities  for  gain  and  risk  of  loss.  Therefore, 
changes  in  the  market  value  of  the  Income  Notes  can  be  expected  to  be  greater  than  changes  in  the  market  value  of 
the  underiying  assets  included  in  the  Pledged  Assets,  which  are  also  subject  to  credit,  liquidity  and  interest  rate  risk. 
The  cash  flow  to  and  the  market  value  of  the  Income  Notes  may  fluctuate,  potentially  in  a  material  manner,  as  a 
result  of  fluctuations  in  the  investment  income  earned  by  the  Issuer  on  the  Pledged  Assets  (including  the  Collateral 
Securities  and  Eligible  Investments  held  in  the  Collateral  Account). 

Supplemental  Indentures  May  Modify  the  Indenture,  and  Some  Supplemental  Indentures  Do  Not  Require 
Consent  of  Holders  of  Notes.  The  Indenture  provides  that  the  Issuers  and  the  Trustee  may  enter  into  supplemental 
indentures  to  modify  various  provisions  of  the  Indenture.  The  execution  of  supplemental  indentures  is  subject  to 
various  conditions  precedent.  In  certain  cases,  the  consent  of  the  Holders  of  the  Notes  is  required,  but  in  certain 
cases,  such  consent  is  not  required.  Furthermore,  if  no  Holder  of  a  Note  of  a  Class  responds  to  notice  of  a  proposed 
amendment  within  the  prescribed  time  period,  all  Notes  of  such  Class  may  be  deemed  not  to  be  adversely  or 
materially  adversely  affected  by  the  proposed  supplemental  indenture.  See  "Description  of  the  Notes — The 
Indenture — Modification  of  the  Indenture." 

Optional  Redemption  and  Tax  Redemption  of  Notes.  Subject  to  die  satisfaction  of  certain  conditions,  the 
Secured  Notes  may  be  optionally  redeemed  in  whole  and  not  in  part  (i)  on  any  Payment  Date  on  or  after  the  July 
2010  Payment  Date  at  the  written  direction  of,  or  with  the  written  consent  of,  Holders  of  at  least  a  Majority  of  the 
Income  Notes  or  (ii)  on  the  date  that  is  90  days  from  the  date  on  which  the  Issuers  first  become  aware  of  the 
occurrence  of  a  Tax  Event  (provided  that  such  90-day  period  shall  be  extended  by  another  90  days  if,  during  the 
initial  90-day  period,  the  Issuers  have  notified  the  Holders  of  the  Notes  that  the  related  Issuer  expects  that  it  shall 
have  changed  its  place  of  residence  by  the  end  of  the  later  90-day  period),  at  the  written  direction  of,  or  with  the 
written  consent  of,  Holders  of  at  least  66-2/3%  of  the  Income  Notes  or  the  Holders  of  at  least  a  Majority  of  any 
Class  of  Notes,  if  as  a  result  of  an  occurrence  of  a  Tax  Event,  such  Class  of  Notes  has  not  received  100%  of  the 
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aggregate  amount  of  principal  and  interest  due  and  payable  on  such  Class  of  Notes.  If  an  Optional  Redemption  or 
Tax  Redemption  of  the  Secured  Notes  occurs,  the  Income  Notes  will  be  redeemed  simultaneously. 

There  can  be  no  assurance  that  after  payment  of  the  Secured  Note  Redemption  Prices  for  the  Secured 
Notes,  amounts  payable  in  connection  with  the  termination  of  the  Credit  Default  Swap  and  all  other  amounts 
payable  in  accordance  with  the  Priority  of  Payments,  any  Proceeds  will  remain  to  distribute  to  the  Holders  of  the 
Income  Notes  upon  redemption.  See  "Description  of  the  Notes — Optional  Redemption"  and  " — Tax  Redemption" 
An  Optional  Redemption  or  Tax  Redemption  of  the  Notes  could  require  the  Liquidation  Agent  to  liquidate  positions 
more  rapidly  than  would  otherwise  be  desirable,  which  could  adversely  affect  the  realized  value  of  the  CDS 
Transactions,  the  Eligible  Investments,  the  Collateral  Securities  or  the  Delivered  Obligations.  In  addition,  the 
redemption  procedures  in  the  Indenture  may  require  the  Liquidation  Agent  to  aggregate  securities  to  be  sold  together 
in  one  block  transaction,  thereby  possibly  resulting  in  a  lower  aggregate  realized  value  for  the  CDS  Transactions,  the 
Collateral  Securities,  the  Eligible  Investments  or  the  Delivered  Obligations.  In  any  event,  there  can  be  no  assurance 
that  the  market  value  of  the  CDS  Transactions,  the  Collateral  Securities,  the  Eligible  Investments  or  the  Delivered 
Obligations  will  be  sufficient  for  the  Holders  of  the  Income  Notes  to  direct  an  Optional  Redemption  or,  in  the  case 
of  a  Tax  Redemption,  for  the  Holders  of  the  affected  Class  of  Secured  Notes  or  Income  Notes  to  direct  a  Tax 
Redemption.  A  decrease  in  the  market  value  of  the  CDS  Transactions,  the  Eligible  Investments,  the  Collateral 
Securities  or  the  Delivered  Obligations  would  adversely  affect  the  proceeds  that  could  be  obtained  upon  a 
disposition  of  the  CDS  Transactions,  the  Eligible  Investments  or  the  Delivered  Obligations;  consequently,  the 
conditions  precedent  to  the  exercise  of  an  Optional  Redemption  or  a  Tax  Redemption  may  not  be  met.  The  interests 
of  the  Holders  of  the  Income  Notes  in  determining  whether  to  elect  to  effect  an  Optional  Redemption  and  the 
interests  of  the  Holders  of  the  affected  Class  of  Secured  Notes  and  the  Income  Notes  with  respect  to  a  Tax 
Redemption  may  be  different  from  the  interests  of  the  Holders  of  the  other  Classes  of  Notes  in  such  respect.  The 
Holders  of  the  Notes  also  may  not  be  able  to  invest  the  proceeds  of  the  redemption  of  the  Notes  in  one  or  more 
investments  providing  a  return  equal  to  or  greater  than  the  Holders  of  the  Notes  expected  to  obtain  from  their 
investment  in  the  Notes.  An  Optional  Redemption  or  a  Tax  Redemption  will  shorten  the  average  lives  of  the 
Secured  Notes  and  the  duration  of  the  Notes  and  may  reduce  the  yield  to  maturity  of  the  Notes. 

Auction.  There  can  be  no  assurance  that  an  Auction  of  the  Pledged  Assets  on  any  Auction  Date  will  be 
successful.  The  failure  of  an  Auction  may  lengthen  the  expected  average  lives  of  the  Secured  Notes  and  may  reduce 
the  yield  to  maturity  of  the  Secured  Notes.  In  the  event  of  an  Auction,  Holders  of  Income  Notes  may  have  their 
Income  Notes  redeemed  without  receiving  any  payments  on  such  Income  Notes.  In  addition,  the  success  of  an 
Auction  will  shorten  the  average  lives  of  the  Notes  and  may  reduce  the  yield  to  maturity  of  the  Secured  Notes. 

Mandatory  Redemption  of  Notes.  If  the  Class  A/B  Overcollateralization  Test  is  not  met  on  the 
Determination  Date  immediately  preceding  a  Payment  Date,  Proceeds  that  otherwise  might  have  been  distributed  to 
the  Holders  of  the  Class  C  Notes,  the  Class  D  Notes  and  the  Income  Notes  will  be  used  to  redeem  the  Class  A  Notes 
and  the  Class  B  Notes  in  full  in  the  order  described  in  the  Priority  of  Payments.  If  the  Class  C  Overcollateralization 
Test  is  not  met  on  the  Determination  Date  immediately  preceding  a  Payment  Date,  Proceeds  that  otherwise  might 
have  been  distributed  to  the  Holders  of  the  Class  D  Notes  and  the  Income  Notes  will  be  used  to  redeem  the  Class  A 
Notes,  the  Class  B  Notes  and  the  Class  C  Notes  in  full  in  the  order  described  in  the  Priority  of  Payments.  If  the  Class 
D  Overcollateralization  Test  is  not  met  on  the  Determination  Date  immediately  preceding  a  Payment  Date,  Proceeds 
that  otherwise  might  have  been  distributed  to  the  Holders  of  the  Income  Notes  will  be  used  to  redeem  the  Class  D 
Notes  in  full.  The  foregoing  redemptions  could  result  in  an  elimination,  deferral  or  reduction  in  the  amounts 
available  to  make  payments  to  the  Holders  of  the  Class  C  Notes,  the  Class  D  Notes  and  payments  to  Holders  of  the 
Income  Notes.  See  "Description  of  the  Notes — Mandatory  Redemption".  Any  such  redemptions  will  shorten  the 
average  life  of  the  redeemed  Notes,  may  lower  the  yield  to  maturity  of  the  Notes. 

Collateral  Accumulation.  In  anticipation  of  the  issuance  of  the  Notes,  GSI  has  agreed  to  "warehouse"  up  to 
U.S.$305,000,000  aggregate  notional  amount  of  CDS  Transactions  and  up  to  U.S.$305,00O,O00  aggregate  principal 
amount  of  Collateral  Securities  and  Eligible  Investments,  for  assumption  by  the  Issuer  or  resale  to  the  Issuer,  as 
applicable,  pursuant  to  the  terms  of  a  forward  purchase  agreement  (the  "Forward  Purchase  Agreement").  No 
collateral  manager  or  other  person  acting  on  behalf  of  the  Issuer  has  reviewed  the  prices  established  pursuant  to  such 
Forward  Purchase  Agreement  (nor  lias  there  been  any  third  party  verification  of  such  prices).  All  of  such  notional 
amount  will  be  represented  by  one  or  more  CDS  Transactions  entered  into  between  the  Issuer  and  GSI  or  an  affiliate 
thereof,  wherein  the  Issuer  will  be  selling  credit  protection    Pursuant  to  the  terms  of  the  Forward  Purchase 
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Agreement,  the  Issuer  will  be  obligated  to  assume  or  purchase,  as  applicable,  the  "warehoused"  assets,  provided  that 
with  respect  to  the  Collateral  Securities,  such  securities  satisfy  certain  eligibility  criteria  on  the  Closing  Date,  for  a 
formula  purchase  price  designed  to  reflect  the  premiums  at  which  such  "warehoused"  assets  were  assumed  or 
purchased,  as  applicable  (using,  as  applicable,  the  prepayment  speed  and  other  assumptions  used  to  set  the  initial 
price  of  each  individual  asset),  as  adjusted  for  any  hedging  gain  or  loss  and  any  loss  or  gain  on  any  "warehoused" 
asset  assigned  or  sold,  as  applicable,  to  a  party  other  than  the  Issuer  during  the  warehousing  period.  Consequently, 
the  market  values  of  "warehoused"  assets  at  the  Closing  Date  may  be  less  than  or  greater  than  the  formula  purchase 
price  paid  by  the  Issuer.  In  addition,  if  a. CDS  Transaction,  Collateral  Security  or  Eligible  Investment  becomes 
ineligible  during  the  warehousing  period  and  is  not  assumed  or  purchased,  as  applicable,  by  the  Issuer  on  the 
Closing  Date,  or  if  a  CDS  Transaction,  Collateral  Security  or  Eligible  Investment  is  otherwise  disposed  at  the 
direction  of  GSI  (which  disposition  may  only  occur  with  the  consent  of  GSFs  affiliate),  the  Issuer  will  bear  the  loss 
or  receive  the  gain  on  the  disposition  of  such  CDS  Transaction,  Collateral  Security  or  Eligible  Investment  to  a  third 
party. 

Disposition  of  CDS  Transactions  by  the  Liquidation  Agent  Under  Certain  Circumstances.  Under  the 
Indenture,  the  Liquidation  Agent  will  be  required  to  assign,  terminate  or  otherwise  dispose  of,  on  behalf  of  the 
Issuer,  all  CDS  Transactions  that  reference  Reference  Obligations  that  are  determined  pursuant  to  the  Collateral 
Administration  Agreement  by  the  Collateral  Administrator,  on  behalf  of  the  Issuer,  to  meet  the  definition  of  Credit 
Risk  Obligations  subject  to  satisfaction  of  the  conditions  described  herein.  The  Liquidation  Agent  will  have  twelve 
(12)  months  (from  the  date  it  is  notified  of  the  determination  of  the  Collateral  Administrator)  to  assign,  terminate  or 
otherwise  dispose  of  such  CDS  Transactions.  The  Liquidation  Agent  will  not  have  the  right,  or  the  obligation,  to 
exercise  any  discretion  with  respect  to  the  method  or  the  price  of  any  assignment,  termination  or  disposition  of  a 
CDS  Transaction  that  references  a  Reference  Obligation  that  is  determined  pursuant  to  the  Collateral  Administration 
Agreement  by  the  Collateral  Administrator,  on  behalf  of  the  Issuer,  to  be  a  Credit  Risk  Obligation;  the  sole 
obligation  of  the  Liquidation  Agent  will  be  to  execute  the  assignment,  termination  or  disposition  of  such  CDS 
Transaction  in  accordance  with  the  terms  of  the  Liquidation  Agency  Agreement.  There  can  be  no  assurance  that  the 
Liquidation  Agent  will  be  able  to  dispose  any  such  CDS  Transaction  that  references  a  Reference  Obligation  that  is 
so  determined  to  be  a  Credit  Risk  Obligation.  Any  such  sale  of  a  CDS  Transaction  that  references  a  Reference 
Obligation  that  is  so  determined  to  be  a  Credit  Risk  Obligation  may  result  in  losses  by  the  Issuer,  which  losses  may 
result  in  the  reduction  or  withdrawal  of  the  rating  of  any  or  all  of  the  Secured  Notes  by  any  of  the  Rating  Agencies. 
See  "-^No  Collateral  Manager." 

Average  Lives,  Duration  and  Prepayment  Considerations.  The  average  lives  of  the  Secured  Notes  (other 
than  the  Class  S  Notes)  are  expected  to  be  shorter  than  the  number  of  years  until  their  Stated  Maturity.  See 
"Weighted  Average  Life  and  Yield  Considerations." 

The  average  lives  of  the  Secured  Notes  will  be  affected  by  the  financial  condition  of  the  obligors  on  or 
issuers  of  the  Reference  Obligations  and  the  characteristics  of  the  Reference  Obligations,  including  the  existence 
and  frequency  of  exercise  of  any  prepayment,  optional  redemption  or  sinking  fund  features,  the  prepayment  speed, 
the  occurrence  of  any  early  amortization  events,  the  prevailing  level  of  interest  rates,  the  redemption  price,  the  actual 
default  rate  and  the  actual  level  of  recoveries  in  respect  of  any  Defaulted  Obligations,  the  frequency  of  tender  or 
exchange  offers  for  the  Reference  Obligations  and  the  tenor  of  any  sales  of  CDS  Transactions. 

Some  or  all  of  the  loans  underlying  the  RMBS  may  be  prepaid  at  any  time  (although  certain  of  such 
mortgage  loans  may  have  "lockout"  periods,  defeasance  provisions,  prepayment  penalties  or  other  disincentives  to 
prepayment).  Defaults  on  and  liquidations  of  the  loans  and  other  collateral  underlying  the  RMBS  may  also  lead  to 
early  repayment  thereof.  Prepayments  on  loans  are  affected  by  a  number  of  factors.  If  prevailing  rates  for  similar 
loans  fall  below  the  interest  rates  on  such  loans,  prepayment  rates  would  generally  be  expected  to  increase. 
Conversely,  if  prevailing  rates  for  similar  loans  rise  above  the  interest  rates  on  such  loans,  prepayment  rates  would 
generally  be  expected  to  decrease.  The  existence  and  frequency  of  such  prepayments,  optional  redemptions, 
defaults  and  liquidations  will  affect  the  average  lives  of,  and  credit  support  for,  the  Notes.  See  "Weighted  Average 
Life  and  Yield  Considerations." 

Projections,  Forecasts  and  Estimates.  Estimates  of  the  weighted  average  lives  of,  and  returns  on,  the 
Secured  Notes  included  herein,  together  with  any  other  projections,  forecasts  and  estimates  provided  to  prospective 
purchasers  of  the  Secured  Notes,  are  forward  looking  statements.   Such  statements  are  necessarily  speculative  in 
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nature,  as  they  are  based  on  certain  assumptions.  It  can  be  expected  that  some  or  all  of  the  assumptions  underlying 
such  statements  will  not  reflect  actual  conditions.  Accordingly,  there  can  be  no  assurance  that  any  estimated 
projections,  forecasts  or  estimates  will  be  realized  or  that  the  forward  looking  statements  will  materialize,  and  actual 
results  may  vary  from  the  projections,  and  the  variations  may  be  material. 

Some  important  factors  that  could  cause  actual  results  to  differ  materially  from  those  in  any  forward 
looking  statements  include  changes  in  interest  rates,  market,  financial  or  legal  uncertainties,  the  timing  of 
acquisitions  of  the  Reference  Obligations,  differences  in  the  actual  allocation  of  the  Reference  Obligations  among 
asset  categories  from  those  assumed  and  mismatches  between  the  timing  of  accrual  and  receipt  of  Proceeds  from  the 
Reference  Obligations,  among  others. 

None  of  the  Issuer,  the  Co-Issuer,  the  Liquidation  Agent,  the  Initial  Purchaser  or  any  of  their  respective 
affiliates  has  any  obligation  to  update  or  otherwise  revise  any  projections,  including  any  revisions  to  reflect  changes 
in  economic  conditions  or  other  circumstances  arising  after  the  date  hereof  or  to  reflect  the  occurrence  of 
unanticipated  events,  even  if  the  underlying  assumptions  do  not  come  to  fruition. 

Dependence  of  the  Issuer  on  the  Liquidation  Agent.  The  Issuer  has  no  employees  and  is  dependent  on  the 
employees  of  the  Liquidation  Agent  to  perform  its  obligations  under  the  Liquidation  Agency  Agreement  in 
accordance  with  the  terms  of  the  Indenture  and  the  Liquidation  Agency  Agreement.  Consequently,  the  loss  of  one 
or  more  of  the  individuals  employed  by  the  Liquidation  Agent  to  perform  its  obligations  under  the  Liquidation 
Agency  Agreement  could  have  an  adverse  effect,  which  effect  may  be  material,  on  the  performance  of  the  Issuer. 

Static  Transaction.  The  Anderson  Mezzanine  Funding  2007-1,  Ltd.  transaction  is  a  static  collateralized 
debt  obligation  transaction.  As  a  result,  the  CDS  Transactions  held  by  the  Issuer  on  the  Closing  Date  will  be 
retained  by  the  Issuer  even  if  it  would  be  in  the  best  interests  of  the  Issuer  and  the  Holders  of  the  Notes  to  assign, 
terminate  or  dispose  of  certain  CDS  Transactions  unless  Reference  Obligations  referenced  by  those  CDS 
Transactions  are  designated  as  Credit  Risk  Obligations  and  are  required  to  be  assigned,  terminated  or  disposed  by 
the  Liquidation  Agent  pursuant  to  the  terms  of  the  Indenture  and  the  Liquidation  Agency  Agreement.  See  "The 
Credit  Default  Swap — Removal  of  Reference  Obligations  from  the  Reference  Portfolio".  In  addition,  circumstances 
may  exist  under  which  it  is  in  the  best  interests  of  the  Issuer  or  the  Holders  of  the  Notes  to  assign,  terminate  or 
otherwise  dispose  of  a  CDS  Transaction,  but  (a)  pursuant  to  the  Collateral  Administration  Agreement,  the  Collateral 
Administrator,  on  behalf  of  the  Issuer,  does  not  determine  that  the  Reference  Obligation  referenced  by  such  CDS 
Transaction  is  a  Credit  Risk  Obligation  or  (b)  the  Liquidation  Agent  is  not  able  to  assign,  terminate  or  otherwise 
dispose,  on  behalf  of  the  Issuer,  such  CDS  Transaction  in  accordance  with  the  terms  of  the  Liquidation  Agency 
Agreement. 

Substitution  of  Collateral  Securities.  From  time  to  time  following  the  Closing  Date,  any  Holder  of  any 
Note  may  submit  to  the  Trustee  or  the  Fiscal  Agent,  as  applicable,  a  request  to  substitute  one  or  more  BIE  Collateral 
Securities  for  one  or  more  existing  Collateral  Securities,  in  whole  or  in  part.  Such  substitution  will  be  subject  to  the 
affirmative  approval  of  the  Holders  of  a  Majority  of  each  Class  of  Notes.  Any  such  substitution  could  (i)  adversely 
affect  the  Issuer  and  the  Issuer's  ability  to  make  payments  on  the  Notes,  (ii)  affect  the  weighted  average  lives  of  the 
Secured  Notes,  (iii)  adversely  affect  the  returns  on  the  Notes  and  (iv)  increase  the  frequency  of  defaults  on  the 
Collateral  Securities  or  reduce  the  proceeds  following  the  liquidation  of  any  Collateral  Securities.  On  the  other 
hand,  it  is  also  possible  that  a  Holder  of  a  Note  could  propose  a  substitution  which  would  be  beneficial  to  the  Issuer 
and  the  Holders  of  the  Notes  but  such  substitution  is  not  permitted  because  such  proposal  is  not  affirmatively 
approved  by  the  Holders  of  a  Majority  of  each  Class  of  Notes. 

No  Collateral  Manager.  The  Issuer  has  not  engaged  and  will  not  engage,  a  collateral  manager  to  select  the 
Pledged  Assets  (or  to  verify  their  prices),  to  monitor  the  Pledged  Assets  on  a  regular  basis  or  to  consult  with  the 
Issuer  with  respect  to  the  Pledged  Assets,  including  the  advisability,  timing  or  terms  of  any  disposition  thereof. 
None  of  the  Liquidation  Agent  or  any  of  their  affiliates  will  provide  investment  advisory  services  to  or  act  as  an 
advisor  to  or  an  agent  for  the  Issuer  or  the  Holders  of  the  Notes,  and  they  will  not  have  any  fiduciary  duties  to,  nor 
be  obligated  to  consider  the  interests  of  the  Issuer  or  the  Holders  of  the  Notes.  As  a  result,  the  Issuer  and  the 
Holders  of  the  Notes  will  not  have  the  benefit  of  the  provisions  of  the  Investment  Advisers  Act  of  1940  which  afford 
certain  protections  to  clients  of  investment  advisors.  Furthermore,  because  there  is  no  collateral  manager  in  the 
Anderson  Mezzanine  Funding  2007-1,  Ltd.  transaction,  the  Indenture  eliminates  the  ability  of  the  Issuer  to  exercise 
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discretion  in  contexts  where  a  collateral  manager  in  a  managed,  or  static,  collateralized  debt  obligation  transaction 
customarily  has  discretion  to  act  on  behalf  of  the  Issuer.  For  example,  the  Indenture  provides,  among  other  things, 
that  (i)  where  the  Issuer,  as  the  beneficial  owner  of  a  Collateral  Security  or  Delivered  Obligation,  or  the  Trustee,  as 
the  registered  owner  of  a  Collateral  Security,  has  the  right  to  exercise  a  vote  or  consent  to  (or  otherwise  approve  of) 
(a)  any  action,  or  inaction,  pursuant  to  the  terms  of  such  Collateral  Security  or  Delivered  Obligation  and  its  related 
underlying  documentation  or  (b)  an  offer  by  the  issuer  of  such  Collateral  Security  or  Delivered  Obligation  or  by  any 
other  person  to  purchase  or  otherwise  acquire  such  Collateral  Security  or  Delivered  Obligation  or  to  convert  or 
exchange  such  Collateral  Security  or  Delivered  Obligation  for  cash  or  any  other  consideration,  the  Trustee,  as 
directed  by  the  applicable  holders,  acting  in  its  capacity  as  registered  owner  of  such  Collateral  Security  or  Delivered 
Obligation,  shall  direct  the  Issuer's  vote  be  cast  in  the  following  manner:  (x)  if  other  holders  of  the  class  of  which 
such  Collateral  Security  or  Delivered  Obligation  is  a  part  respond  to  such  solicitation  for  vote  or  consent,  in  the 
same  manner  as  the  votes  of  a  plurality  of  the  other  voting  holders  of  such  class  (based  on  the  Principal  Balance  of 
such  Collateral  Security  or  Delivered  Obligation),  (y)  if  no  other  holders  of  such  class  exercise  a  vote  or  if  there  are 
no  other  holders  of  such  class,  but  holders  of  different  classes  issued  under  the  same  governing  instrument  respond, 
in  the  same  manner  as  the  votes  of  a  plurality  of  the  voting  holders  of  all  classes  issued  under  the  governing 
instrument  pursuant  to  which  such  Collateral  Security  or  Delivered  Obligation  was  issued  (based  on  the  Principal 
Balance  of  all  such  classes  and  treated  as  a  single  class)  or  (z)  if  no  holders  of  any  class  issued  under  the  same 
governing  instrument  respond  or  if  there  are  no  other  holders,  the  Issuer's  vote  shall  be  exercised  against  such  action 
or  inaction  and  (ii)  the  Issuer  will  have  no  discretion  with  respect  to  the  temporary  investment  of  funds  held  pending 
application  thereof  in  accordance  with  the  terms  of  the  Indenture.  The  inability  of  the  Issuer  to  exercise  discretion  in 
these  contexts  could  adversely  affect  the  Issuer  and  the  Holders  of  the  Notes,  and  it  is  impossible  to  quantify  the 
potential  magnitude  of  this  impact.  Potential  investors  in  the  Notes  are  urged  to  (a)  review  carefully  this  Offering 
Circular  and  the  related  terms  of  the  Indenture,  the  Fiscal  Agency  Agreement  and  other  operative  documents  and  (b) 
take  the  inability  of  the  Issuer  to  exercise  discretion  into  account  before  investing  in  any  of  the  Notes. 

Scheduled  Maturity  of  CDS  Transactions.  From  time  to  time,  the  scheduled  maturity  or  termination  of  one 
or  more  CDS  Transactions  is  likely  to  occur  without  a  Credit  Event  occurring.  Any  such  maturity  or  termination  of 
a  CDS  Transaction  will  result  in  a  decrease  in  the  Aggregate  Reference  Obligation  Notional  Amount  and  may  result 
in  a  required  redemption  of  the  Notes  in  accordance  with  the  Priority  of  Payments.  The  Issuer  anticipates  that 
payments  of  principal  of  the  Collateral  Securities  and  Eligible  Investments  in  the  Collateral  Account  will  be  applied 
to  so  redeem  the  Notes,  but  it  is  possible  that  such  payments  of  principal  will  not  be  sufficient  to  permit  such 
redemption. 

The  Credit  Default  Swap  and  Reference  Obligations 

General.  The  following  description  of  the  Credit  Default  Swap  and  Reference  Obligations  and  the 
underlying  documents  and  the  risks  related  thereto  is  general  in  nature.  The  attributes  and  risks  related  to  any 
individual  Reference  Obligation  may  differ  in  significant  and  material  manners  from  the  general  description  of  the 
Reference  Obligations  and  the  underlying  documents  and  the  risks  related  thereto. 

Nature  of  Reference  Portfolio.  The  Reference  Portfolio  is  subject  to  credit,  liquidity,  prepayment  and 
interest  rate  risks.  The  amount  and  nature  of  collateral  securing  the  Secured  Notes  has  been  established  to  withstand 
certain  assumed  deficiencies  in  payment  occasioned  by  defaults  in  respect  of  the  Reference  Obligations  and  the 
Eligible  Investments.  See  "Ratings  of  the  Notes."  If  any  deficiencies  exceed  such  assumed  levels,  however, 
payment  of  the  Notes  could  be  adversely  affected.  To  the  extent  that  any  Reference  Obligation  referenced  by  a  CDS 
Transaction  is  determined  pursuant  to  the  Collateral  Administration  Agreement  by  the  Collateral  Administrator,  on 
behalf  of  the  Issuer,  to  be  a  Credit  Risk  Obligation  and  the  Liquidation  Agent,  on  behalf  of  the  Issuer,  assigns, 
terminates  or  otherwise  disposes  of  such  Credit  Default  Swap  Disposition  Transaction,  it  is  not  likely  that  the 
proceeds  of  such  assignment,  termination  or  other  disposition  will  be  equal  to  the  amounts  owing  to  the  Issuer  in 
respect  of  such  CDS  Transaction. 

The  market  value  of  the  CDS  Transactions  and  the  Reference  Obligations  generally  will  fluctuate  with, 
among  other  tilings,  the  financial  condition  of  the  related  Reference  Obligations  and  obligors  on  or  issuers  of  the 
Reference  Obligations,  the  credit  quality  of  the  underlying  pool  of  assets  in  any  Reference  Obligation,  general 
economic  conditions,  the  condition  of  certain  financial  markets,  political  events,  developments  or  trends  in  any 
particular  industry  and  changes  in  prevailing  interest  rates.  None  of  the  Issuer,  the  Co-Issuer,  the  Initial  Purchaser, 
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the  Liquidation  Agent,  the  Collateral  Administrator,  the  Credit  Protection  Buyer  or  the  Trustee  has  any  liability  or 
obligation  to  the  Holders  of  Notes  as  to  the  amount  or  value  of,  or  decrease  in  the  value  of,  the  Reference 
Obligations  from  time  to  time,  or  makes  any  representation  or  warranty  as  to  the  performance  of  the  Reference 
Obligations. 

If  any  Reference  Obligation  referenced  by  a  CDS  Transaction  is  determined  pursuant  to  the  Collateral 
Administration  Agreement  by  the  Collateral  Administrator,  on  behalf  of  the  Issuer,  to  be  a  Credit  Risk  Obligation, 
the  Liquidation  Agent  is  required,  subject  to  the  terms  of  the  Liquidation  Agency  Agreement,  to  assign,  terminate  or 
otherwise  dispose  on  behalf  of  the  Issuer  the  affected  CDS  Transaction.  There  can  be  no  assurance  as  to  the  timing 
of  the  Issuer's  disposition  of  the  affected  CDS  Transaction,  or  as  to  the  termination  costs  associated  with  such 
affected  CDS  Transaction.  The  inability  to  realize  immediate  recoveries  at  the  recovery  levels  assumed  herein  may 
result  in  lower  cash  flow  and  a  lower  yield  to  maturity  of  the  Notes. 

CDS  Transactions.  As  of  the  Closing  Date,  (i)  98.4%  of  the  CDS  Transactions  (by  Reference  Obligation 
Notional  Amount)  will  consist  of  CDS  Transactions  the  Reference  Obligations  of  which  are  RMBS  Securities  and 
(ii)  1 .6%  of  the  CDS  Transactions  (by  Reference  Obligation  Notional  Amount)  will  consist  of  CDS  Transactions  the 
Reference  Obligations  of  which  are  CDO  RMBS  Securities. 

The  economic  return  on  a  CDS  Transaction  depends  substantially  upon  the  performance  of  the  related 
Reference  Obligation  and  partially  upon  the  performance  of  the  collateral  posted  by  the  Issuer  to  secure  its 
obligations  to  the  Credit  Protection  Buyer  on  deposit  in  the  Collateral  Account.  CDS  Transactions  generally  have 
probability  of  default,  recovery  upon  default  and  expected  loss  characteristics,  which  are  closely  correlated  to  the 
corresponding  Reference  Obligation,  but  may  have  different  maturity  dates,  coupons,  payment  dates  or  other  non 
credit  characteristics  than  the  corresponding  Reference  Obligation.  In  addition  to  the  credit  risks  associated  with 
holding  the  Reference  Obligation,  with  respect  to  CDS  Transactions,  the  Issuer  will  usually  have  a  contractual 
relationship  only  with  the  related  Credit  Protection  Buyer,  and  not  with  the  Reference  Obligor  of  the  Reference 
Obligation.  Due  to  the  fact  that  a  CDS  Transaction  may  be  illiquid  or  may  not  be  terminable  on  demand  (or 
terminable  on  demand  only  upon  payment  of  a  substantial  fee  by  the  Issuer),  the  Issuer's  ability  to  dispose  of  a  CDS 
Transaction,  if  circumstances  arise  permitting  such  disposal,  may  be  limited.  Any  settlement  payments  and 
termination  payments  payable  by  the  Issuer  (net  of  any  termination  payments  owing  by  the  Credit  Protection  Buyer) 
to  the  Credit  Protection  Buyer  will  reduce  the  amount  available  to  pay  the  Holders  of  the  Income  Notes  and  the 
Secured  Notes  in  inverse  order  of  seniority.  The  Issuer  generally  will  have  no  right  to  directly  enforce  compliance 
by  the  Reference  Obligor  with  the  terms  of  the  Reference  Obligation  nor  any  rights  of  set  off  against  the  Reference 
Obligor,  nor  have  any  voting  rights  with  respect  to  the  Reference  Obligation  The  Issuer  will  not  directly  benefit 
from  the  collateral  supporting  the  Reference  Obligation  and  will  not  have  the  benefit  of  the  remedies  that  would 
normally  be  available  to  a  holder  of  such  Reference  Obligatioa 

Because  neither  the  Credit  Protection  Buyer  nor  the  Issuer  is  required  to  hold  any  Reference  Obligation,  the 
Issuer  will  not  have  any  right  to  obtain  from  either  the  Credit  Protection  Buyer  or  the  Reference  Obligor  information 
on  the  Reference  Obligations  or  information  regarding  any  Reference  Obligor.  The  Credit  Protection  Buyer  will 
have  no  obligation  to  keep  the  Issuer,  the  Trustee,  the  Liquidation  Agent,  the  Holders  of  the  Secured  Notes  or  the 
Holders  of  the  Income  Notes  informed  as  to  matters  arising  in  relation  to  any  Reference  Obligation  including 
whether  or  not  circumstances  exist  under  which  there  is  a  possibility  of  the  occurrence  of  a  credit  event. 

In  addition,  in  the  event  of  the  insolvency  of  the  Credit  Protection  Buyer,  the  Issuer  will  be  treated  as  a 
general  creditor  of  such  Credit  Protection  Buyer,  and  will  not  have  any  claim  with  respect  to  the  Reference  Obligor 
or  the  Reference  Obligation.  Consequently,  the  Issuer  will  be  subject  to  the  credit  risk  of  the  Credit  Protection 
Buyer  as  well  as  that  of  the  Reference  Obligor  and  the  Reference  Obligation.  As  a  result,  concentrations  of  CDS 
Transactions  in  any  one  Credit  Protection  Buyer  subject  the  Notes  to  an  additional  degree  of  risk  with  respect  to 
defaults  by  such  Credit  Protection  Buyer.  It  is  expected  that  Goldman  Sachs  International,  an  affiliate  of  Goldman, 
Sachs  &  Co.,  will  act  as  the  sole  Credit  Protection  Buyer  with  respect  to  the  Credit  Default  Swap,  which  creates 
concentration  risk  and  may  create  certain  conflicts  of  interest.  In  addition,  neither  the  Credit  Protection  Buyer  nor 
its  affiliates  will  be  (or  will  be  deemed  to  be  acting  as)  the  agent  or  trustee  of  the  Issuer,  the  Holders  of  the  Secured 
Notes  or  the  Holders  of  the  Income  Notes  in  connection  with  the  exercise  of,  or  the  failure  to  exercise,  any  of  the 
rights  or  powers  of  the  Credit  Protection  Buyer  and/or  its  affiliates  arising  under  or  in  connection  with  their 
respective  holding  of  any  Reference  Obligation.  The  Credit  Protection  Buyer  and  its  affiliates  (i)  may  deal  in  any 
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Reference  Obligation,  (ii)  may  generally  engage  in  any  kind  of  commercial  or  investment  banking  or  other  business 
transactions  with  any  issuer  of  a  Reference  Obligation,  and  (iii)  may  act  with  respect  to  transactions  described  in  the 
preceding  clauses  (i)  and  (ii)  in  the  same  manner  as  if  the  Credit  Default  Swap  and  the  Notes  did  not  exist  and 
without  regard  to  whether  any  such  action  might  have  an  adverse  affect  on  such  Reference  Obligation,  the  Issuer, 
the  Holders  of  the  Secured  Notes  or  the  Holders  of  the  Income  Notes. 

All  of  the  CDS  Transactions  are  expected  to  be  structured  as  "pay-as-you-go"  credit  default  swaps.  The 
obligation  of  the  Issuer  to  make  payments  to  the  Credit  Protection  Buyer  under  die  Credit  Default  Swap  creates 
credit  exposure  to  the  related  Reference  Obligations  (as  well  as  to  the  default  risk  of  the  related  Credit  Protection 
Buyer).  Following  the  occurrence  of  a  "credit  event",  the  Issuer  may  be  required  to  pay  to  the  Credit  Protection 
Buyer  a  "physical  settlement  payment".  In  addition,  each  Credit  Default  Swap  Disposition  Transaction  may  require 
the  Issuer,  in  its  capacity  as  protection  seller,  to  pay  certain  "floating  amounts"  to  the  Credit  Protection  Buyer  equal 
to  certain  principal  shortfall  amounts,  writedown  payments  and  interest  shortfalls  under  the  Reference  Obligation 
upon  the  occurrence  thereof.  The  payment  of  any  such  credit  protection  payments  and  floating  amounts  will  be 
funded  by  the  Issuer,  or  the  Liquidation  Agent  (on  behalf  of  the  Issuer),  by  applying  the  Collateral  Liquidation 
Procedure.  The  Credit  Protection  Buyer  will  be  obligated  to  reimburse  all  or  part  of  such  payments  to  the  Issuer  if 
the  writedown  payments  of  the  related  shortfalls  are  ultimately  paid  to  Holders  of  the  Reference  Obligations  or  if  the 
related  Reference  Obligations  are  written  up,  the  amounts  available  to  the  Issuer  to  make  payments  in  respect  of  the 
Secured  Notes  and  Income  Notes  may  be  reduced  after  payment  by  the  Issuer  of  the  relevant  payment  to  the  Credit 
Protection  Buyer  until  the  Issuer  receives  such  reimbursement,  if  any,  from  the  Credit  Protection  Buyer.  Any 
"floating  payments"  or  credit  protection  payments  payable  by  the  Issuer,  may  result  in  a  reduction  of  the  notional 
amount  of  the  Credit  Default  Swap,  and  therefore  reduce  the  amounts  payable  by  the  Credit  Protection  Buyer  and 
the  amount  of  interest  collections  available  to  pay  interest  on  the  Notes.  In  addition,  any  "floating  payment"  or 
"physical  settlement  payment"  would  reduce  the  Collateral  Securities  on  deposit  in  the  Collateral  Account  that  is 
available  to  pay  the  principal  of  the  Notes  and  may  reduce  the  interest  collections  available  to  pay  interest  on  the 
Notes. 

Determination  of  the  floating  amounts  and  additional  fixed  amounts  (as  described  in  the  related  Master 
Confirmation)  will  depend  on  the  relevant  servicer  reports  being  available  and  on  such  reports  containing  adequate 
information  to  enable  the  required  calculations  to  be  made.  Current  private  industry  investigations  of  the  market 
practices  show  that  such  reports  can  vary  and  that  not  all  reports  contain  adequate  information.  In  addition,  access 
to  servicer  reports  may  be  limited  if  such  reports  are  confidential  and  neither  counterparty  holds  the  related 
Reference  Obligation. 

In  the  event  a  "credit  event"  occurs  under  the  Credit  Default  Swap,  the  Liquidation  Agent,  on  behalf  of  the 
Issuer,  will  obtain  funds  to  pay  Credit  Protection  Amounts  (which,  for  the  avoidance  of  doubt,  will  not  include 
Defaulted  Swap  Termination  Payments)  owed  by  the  Issuer  to  the  Credit  Protection  Buyer  by  applying  the 
Collateral  Liquidation  Procedure.  In  addition,  under  certain  circumstances  upon  the  occurrence  of  a  "credit  event", 
the  Liquidation  Agent,  on  behalf  of  the  Issuer  will  pay  any  related  Physical  Settlement  Amount  owed  by  the  Issuer 
to  the  Credit  Protection  Buyer  in  exchange  for  a  Delivered  Obligation  by  applying  the  Collateral  Liquidation 
Procedure.  Any  Delivered  Obligation  delivered  to  the  Issuer  will  be  sold  by  the  Liquidation  Agent,  on  behalf  of  the 
Issuer,  pursuant  to  the  terms  of  the  Liquidation  Agency  Agreement.  If  a  CDS  Transaction  is  terminated  or  partially 
terminated  prior  to  its  scheduled  maturity,  the  Liquidation  Agent,  on  behalf  of  the  Issuer,  will  make  any  termination 
payments  (which,  for  the  avoidance  of  doubt,  shall  not  include  Defaulted  Swap  Termination  Payments)  due  to  the 
Credit  Protection  Buyer  by  applying  the  Collateral  Liquidation  Procedure. 

"Pay-as-you-go"  credit  default  swaps  are  a  type  of  credit  default  swap  developed  to  incorporate  the  unique 
structures  of  asset-backed  securities.  The  International  Swaps  and  Derivatives  Association,  Inc.  ("ISDA")  has 
published  one  form  confirmation  for  "pay-as-you-go"  credit  default  swaps  referencing  RMBS  Securities  and  a 
second  form  of  confirmation  for  "pay-as-you-go"  credit  default  swaps  referencing  CDO  Securities.  The  form 
confirmations  expected  to  be  used  to  document  the  Credit  Default  Swap  are  expected  to  be  similar  to  the  RMBS 
Securities  "pay-as-you-go"  form  and  the  CDO  Securities  "pay-as-you-go"  form,  but  may  differ  in  significant  ways. 
While  ISDA  has  published  its  form  confirmations  and  has  published  and  supplemented  the  Credit  Derivatives 
Definitions  in  order  to  facilitate  transactions  and  promote  uniformity  in  the  credit  default  swap  market,  the  credit 
default  swap  market  is  expected  to  change  and  the  "pay-as-you-go"  credit  default  swap  forms  and  the  Credit 
Derivatives  Definitions  and  terms  applied  to  credit  derivatives  are  subject  to  interpretation  and  further  evolution. 
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ISDA  is  currently  preparing  forms  for  other  types  of  asset-backed  securities.  There  can  be  no  assurance  that  such 
forms  will  be  substantially  similar  to  the  form  confirmations  expected  to  be  used  for  the  Credit  Default  Swap.  Past 
events  have  shown  that  the  views  of  market  participants  may  differ  as  to  how  the  Credit  Derivatives  Definitions 
operate  or  should  operate.  As  a  result  of  the  continued  evolution  of  the  ISDA  "pay-as-you-go"  credit  default  swap 
forms,  the  confirmations  used  to  document  the  Credit  Default  Swap  may  differ  from  the  future  market  standard. 
Such  a  result  may  have  a  negative  impact  on  the  liquidity  and  market  value  of  the  Credit  Default  Swap. 

There  can  be  no  assurances  that  changes  to  the  Credit  Derivatives  Definitions  and  other  terms  applicable  to 
credit  derivatives  generally  will  be  favorable  to  the  Issuer.  Amendments  or  supplements  to  the  "pay-as-you-go" 
credit  default  swap  forms  and  amendments  and  supplements  to  the  Credit  Derivatives  Definitions  that  are  published 
by  ISDA  will  only  apply  to  the  Credit  Default  Swap  executed  prior  to  such  amendment  or  supplement  if  the  Issuer 
and  the  Credit  Protection  Buyer  agree  to  amend  the  Credit  Default  Swap  to  incorporate  such  amendments  or 
supplements  and  the  Rating  Agency  Condition  has  been  satisfied.  Markets  in  different  jurisdictions  have  also 
already  adopted  and  may  continue  to  adopt  different  practices  with  respect  to  the  Credit  Derivatives  Definitions. 
Furthermore,  the  Credit  Derivatives  Definitions  may  contain  ambiguous  provisions  that  are  subject  to  interpretation 
and  may  result  in  consequences  that  are  adverse  to  the  Issuer.  In  addition  to  the  credit  risk  of  the  Reference 
Obligations  and  the  credit  risk  of  the  Credit  Protection  Buyer,  the  Issuer  is  also  subject  to  the  risk  that  the  Credit 
Derivatives  Definitions  could  be  interpreted  in  a  manner  that  would  be  adverse  to  the  Issuer  or  that  the  credit 
derivatives  market  generally  may  evolve  in  a  manner  that  would  be  adverse  to  the  Issuer. 

Residential  Mortgage  Backed  Securities.  98.4%  of  the  Aggregate  Reference  Obligation  Notional  Amount 
will  consist  of  Residential  Mortgage  Backed  Securities  ("RMBS")  as  of  the  Closing  Date.  The  types  of  Residential 
Mortgage  Backed  Securities  that  constitute  the  Reference  Obligations  related  to  the  CDS  Transactions  the  Issuer 
will  enter  into  on  the  Closing  Date  will  consist,  of  RMBS  Midprime  Mortgage  Securities  and  RMBS  Subprime 
Mortgage  Securities. 

Holders  of  RMBS  bear  various  risks,  including  credit,  market,  interest  rate,  structural  and  legal  risks. 
RMBS  represent  interests  in  pools  of  residential  mortgage  loans  secured  by  one-to-four-family  residential  mortgage 
loans.  Such  loans  may  be  prepaid  at  any  time.  Residential  mortgage  loans  are  obligations  of  the  borrowers 
thereunder  only  and  are  not  typically  insured  or  guaranteed  by  any  other  person  or  entity,  although  such  loans  may 
be  securitized  by  agencies  and  the  securities  issued  are  guaranteed.  The  rate  of  defaults  and  losses  on  residential 
mortgage  loans  will  be  affected  by  a  number  of  factors,  including  general  economic  conditions  and  those  in  die  area 
where  the  related  mortgaged  property  is  located,  the  borrower's  equity  in  the  mortgaged  property  and  the  financial 
circumstances  of  the  borrower.  If  a  residential  mortgage  loan  is  in  default,  foreclosure  of  such  residential  mortgage 
loan  may  be  a  lengthy  and  difficult  process,  and  may  involve  significant  expenses.  Furthermore,  the  market  for 
defaulted  residential  mortgage  loans  or  foreclosed  properties  may  be  very  limited. 

At  any  one  time,  a  portfolio  of  RMBS  may  be  backed  by  residential  mortgage  loans  with  disproportionately 
large  aggregate  principal  amounts  secured  by  properties  in  only  a  few  states  or  regions.  As  a  result,  the  residential 
mortgage  loans  may  be  more  susceptible  to  geographic  risks  relating  to  such  areas,  such  as  adverse  economic 
conditions,  adverse  events  affecting  industries  located  in  such  areas  and  natural  hazards  affecting  such  areas,  than 
would  be  the  case  for  a  pool  of  mortgage  loans  having  more  diverse  property  locations.  In  addition,  the  residential 
mortgage  loans  may  include  so-called  "jumbo"  mortgage  loans,  having  original  principal  balances  that  are  higher 
than  is  generally  the  case  for  residential  mortgage  loans.  As  a  result,  such  portfolio  of  RMBS  may  experience 
increased  losses. 

Each  underlying  residential  mortgage  loan  in  an  issue  of  RMBS  may  have  a  balloon  payment  due  on  its 
maturity  date.  Balloon  residential  mortgage  loans  involve  a  greater  risk  to  a  lender  than  serf-amortizing  loans, 
because  the  ability  of  a  borrower  to  pay  such  amount  will  normally  depend  on  its  ability  to  obtain  refinancing  of  the 
related  mortgage  loan  or  sell  tire  related  mortgaged  property  at  a  price  sufficient  to  permit  the  borrower  to  make  the 
balloon  payment,  which  will  depend  oh  a  number  of  factors  prevailing  at  the  time  such  refinancing  or  sale  is 
required,  including,  without  limitation,  the  strength  of  the  residential  real  estate  markets,  tax  laws,  the  financial 
situation  and  operating  history  of  the  underlying  property,  interest  rates  and  general  economic  conditions.  If  the 
borrower  is  unable  to  make  such  balloon  payment,  the  related  issue  of  RMBS  may  experience  losses. 
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Prepayments  on  the  underlying  residential  mortgage  loans  in  an  issue  of  RMBS  will  be  influenced  by  the 
prepayment  provisions  of  the  related  mortgage  notes  and  may  also  be  affected  by  a  variety  of  economic,  geographic 
and  other  factors,  including  the  difference  between  the  interest  rates  on  the  underlying  residential  mortgage  loans 
(giving  consideration  to  the  cost  of  refinancing)  and  prevailing  mortgage  rates  and  the  availability  of  refinancing.  In 
general,  if  prevailing  interest  rates  fall  significantly  below  the  interest  rates  on  the  related  residential  mortgage  loans, 
the  rate  of  prepayment  on  the  underlying  residential  mortgage  loans  would  be  expected  to  increase.  Conversely,  if 
prevailing  interest  rates  rise  to  a  level  significantly  above  the  interest  rates  on  the  related  mortgages,  the  rate  of 
prepayment  would  be  expected  to  decrease.  Prepayments  could  reduce  the  yield  received  on  the  related  issue  of 
RMBS. 

Structural  and  Legal  Risks  of  RMBS.  Residential  mortgage  loans  in  an  issue  of  RMBS  may  be  subject  to 
various  federal  and  state  laws,  public  policies  and  principles  of  equity  that  protect  consumers,  which  among  other 
things  may  regulate  interest  rates  and  other  charges,  require  certain  disclosures,  require  licensing  of  originators, 
prohibit  discriminatory  lending  practices,  regulate  the  use  of  consumer  credit  information  and  regulate  debt 
collection  practices.  Violation  of  certain  provisions  of  these  laws,  public  policies  and  principles  may  limit  the 
servicer's  ability  to  collect  all  or  part  of  the  principal  of  or  interest  on  a  residential  mortgage  loan,  entitle  the 
borrower  to  a  refund  of  amounts  previously  paid  by  it,  or  subject  the  servicer  to  damages  and  sanctions.  Any  such 
violation  could  result  also  in  cash  flow  delays  and  losses  on  the  related  issue  of  RMBS. 

RMBS  may  have  structural  characteristics  that  distinguish  them  from  other  asset-backed  securities.  The 
rate  of  interest  payable  on  RMBS  may  be  set  or  effectively  capped  at  the  weighted  average  net  coupon  of  the 
underlying  mortgage  loans  themselves  or  a  cap  based  on  an  asset's  designated  floating  rate  index.  As  a  result  of  this 
cap,  the  return  to  investors  is  dependent  on  the  relative  timing  and  rate  of  delinquencies  and  prepayments  of 
mortgage  loans  bearing  a  higher  rate  of  interest.  In  general,  early  prepayments  will  have  a  greater  impact  on  the 
yield  to  investors.  Federal  and  state  law  may  also  affect  the  return  to  investors  by  capping  the  interest  rates  payable 
by  certain  mortgagors.  The  Servicemembers'  Civil  Relief  Act  of  2003  (the  "Relief  Act")  provides  relief  for  certain 
soldiers  and  members  of  the  reserve  called  to  active  duty  by  capping  the  interest  rates  on  their  mortgage  loans  at  6% 
per  annum.  In  addition,  pursuant  to  the  laws  of  various  states,  under  certain  circumstances,  payments  on  the 
underlying  mortgage  loans  by  residents  in  such  states  who  are  called  into  active  duty  with  the  National  Guard  or  the 
reserves  will  be  deferred.  These  state  laws  may  also  limit  the  ability  of  the  servicer  to  foreclose  on  the  related 
mortgaged  property.  This  could  result  in  delays  or  reductions  in  payment  and  increased  losses  on  the  underlying 
mortgage  loans  which  impact  the  return  to  investors.  Certain  RMBS  may  provide  for  the  payment  of  only  interest 
for  a  stated  period  of  time. 

In  addition,  structural  and  legal  risks  of  RMBS  include  the  possibility  that,  in  a  bankruptcy  or  similar 
proceeding  involving  the  originator  or  the  servicer  (often  the  same  entity  or  affiliates),  the  assets  of  the  issuer  could 
be  treated  as  never  having  been  truly  sold  by  the  originator  to  the  issuer  or  could  be  substantively  consolidated  with 
those  of  the  originator  or  the  servicer,  or  the  transfer  of  such  assets  to  the  issuer  could  be  voided  as  a  fraudulent 
transfer.  Challenges  based  on  such  doctrines  could  result  also  in  cash  flow  delays  and  losses  on  the  related  issue  of 
RMBS. 

It  is  not  expected  that  the  RMBS  will  be  guaranteed  or  insured  by  any  governmental  agency  or 
instrumentality  or  by  any  other  person.  Distributions  on  RMBS  will  depend  solely  upon  the  amount  and  timing  of 
payments  and  other  collections  on  the  related  underlying  mortgage  loans. 

Recent  Development  in  RMBS  May  Adversely  Affect  the  Performance  and  Market  Value  of  RMBS. 
According  to  published  reports,  recently,  the  residential  mortgage  market  in  the  United  States  lias  experienced  a 
variety  of  difficulties  and  changed  economic  conditions  that  may  adversely  affect  the  performance  and  market  value 
of  RMBS.  Delinquencies  and  losses  with  respect  to  residential  mortgage  loans  generally  reportedly  have  increased 
in  recent  months,  and  may  continue  to  increase,  particularly  in  the  subprime  sector.  In  addition,  in  recent  months 
published  reports  have  indicated  that  housing  prices  and  appraisal  values  in  many  states  have  declined  or  stopped 
appreciating.  A  continued  decline  or  an  extended  flattening  of  those  values  may  result  in  additional  increases  in 
delinquencies  and  losses  on  RMBS  generally. 

Another  factor  that  may  result  in  higher  delinquency  rates  is  the  reported  increase  in  monthly  payments  on 
adjustable  rate  mortgage  loans.    Borrowers  with  adjustable  rate  mortgage  loans  are  being  exposed  to  increased 
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monthly  payments  when  the  related  mortgage  interest  rate  adjusts  upward  from  the  initial  fixed  rate  or  a  low 
introductory  rate.  Borrowers  seeking  to  avoid  these  increased  monthly  payments  by  refinancing  their  mortgage 
loans  may  no  longer  be  able  to  find  available  replacement  loans  at  comparably  low  interest  rates.  A  decline  in 
housing  prices  may  also  leave  borrowers  with  insufficient  equity  in  their  homes  to  permit  them  to  refinance. 
Furthermore,  borrowers  who  intend  to  sell  their  homes  on  or  before  the  expiration  of  the  fixed  rate  periods  on  their 
mortgage  loans  may  find  that  they  cannot  sell  their  properties  for  an  amount  equal  to  or  greater  than  the  unpaid 
principal  balance  of  their  loans.  These  events,  alone  or  in  combination,  may  contribute  to  higher  delinquency  rates 
and,  as  a  result,  adversely  affect  the  performance  and  market  value  of  RMBS. 

In  addition,  numerous  residential  mortgage  loan  originators  that  originate  subprime  mortgage  loans  have 
reportedly  recently  experienced  serious  financial  difficulties  and,  in  some  cases,  bankruptcy.  Those  difficulties  may 
have  resulted  in  part  from  declining  markets  for  mortgage  loans  as  well  as  from  claims  for  repurchases  of  mortgage 
loans  previously  sold  under  provisions  that  require  repurchase  in  the  event  of  early  payment  defaults,  or  for  material 
breaches  of  representations  and  warranties  made  on  the  mortgage  loans,  such  as  fraud  claims.  These  difficulties 
may  affect  the  performance  and  market  value  of  RMBS. 

CDO  Securities.  1.6%  of  the  Aggregate  Reference  Obligation  Notional  Amount  will  consist  of  CDO 
Securities  as  of  the  Closing  Date.  CDO  Securities  generally  are  limited  recourse  obligations  of  the  issuer  thereof 
payable  solely  from  the  underlying  assets  of  the  issuer  ("CDO  Collateral")  or  proceeds  thereof.  Consequently, 
holders  of  CDO  Securities  must  rely  solely  on  distributions  on  the  underlying  CDO  Collateral  or  proceeds  thereof 
for  payment  in  respect  thereof.  If  distributions  on  the  underlying  CDO  Collateral  are  insufficient  to  make  payments 
on  the  CDO  Securities,  no  other  assets  will  be  available  for  payment  of  the  deficiency  and  following  realization  of 
the  underlying  assets,  the  obligations  of  the  issuer  to  pay  such  deficiency  shall  be  extinguished.  Many  subordinate 
classes  of  CDO  Securities  provide  that  a  deferral  of  interest  thereon  or  a  write-down  does  not  constitute  an  event  of 
default  and  the  holders  of  such  securities  will  not  have  available  to  them  any  associated  default  remedies.  During 
such  periods  of  non  payment  or  partial  non-payment,  such  non-paid  interest  will  generally  be  capitalized  and  added 
to  the  outstanding  principal  balance  of  the  related  security.  Any  such  deferral  will  reduce  the  amount  of  current 
payments  made  on  such  CDO  Securities. 

CDO  Securities  are  subject  to  credit,  liquidity  and  interest  rate  risks.  The  assets  backing  CDO  Securities 
may  consist  of  high-yield  debt  securities,  loans,  trust  preferred  securities,  structured  finance  securities  and  other  debt 
instruments.  High-yield  debt  securities  are  generally  unsecured  (and  loans  may  be  unsecured)  and  may  be 
subordinated  to  certain  other  obligations  of  the  issuer  thereof.  An  increase  in  the  default  rates  of  high-yield 
corporate  debt  securities  or  loans  could  increase  the  likelihood  that  payments  may  not  be  made  to  holders  of  CDO 
Securities  which  are  secured  by  high-yield  corporate  debt  securities  and  loans. 

Issuers  of  CDO  Securities  may  acquire  interests  in  loans  and  other  debt  obligations  by  way  of  assignment 
or  participation.  The  purchaser  of  an  assignment  typically  succeeds  to  all  the  rights  and  obligations  of  the  assigning 
institution  and  becomes  a  lender  under  the  credit  agreement  with  respect  to  the  debt  obligation;  however,  its  rights 
can  be  more  restricted  than  those  of  the  assigning  institution. 

In  purchasing  participations,  an  issuer  of  CDO  Securities  will  usually  have  a  contractual  relationship  only 
with  the  selling  institution,  and  not  the  borrower.  The  issuer  generally  will  have  no  right  directly  to  enforce 
compliance  by  the  borrower  with  the  terms  of  the  loan  agreement,  nor  airy  rights  of  set-off  against  the  borrower,  nor 
have  the  right  to  object  to  certain  changes  to  the  loan  agreement  agreed  to  by  the  selling  institution.  The  issuer  may 
not  directly  benefit  from  the  collateral  supporting  the  related  loan  and  may  be  subject  to  any  rights  of  set-off  the 
borrower  has  against  the  selling  institution.  In  addition,  in  the  event  of  the  insolvency  of  the  selling  institution, 
under  the  laws  of  the  United  States  of  America  and  the  states  thereof,  the  issuer  may  be  treated  as  a  general  creditor 
of  such  selling  institution,  and  may  not  have  any  exclusive  or  senior  claim  with  respect  to  the  selling  institution's 
interest  in,  or  the  collateral  with  respect  to,  the  loan.  Consequently,  the  issuer  may  be  subject  to  the  credit  risk  of  the 
selling  institution  as  well  as  of  the  borrower. 

CDO  Securities  are  subject  to  interest  rate  risk  and  day  count  basis  risk.  The  CDO  Collateral  of  an  issuer 
of  CDO  Securities  may  bear  interest  at  a  fixed  (floating)  rate  while  the  CDO  Securities  issued  by  such  issuer  may 
bear  interest  at  a  floating  (fixed)  rate.  As  a  result,  there  could  be  a  floating/fixed  rate  or  basis  mismatch  between 
such  CDO  Securities  and  CDO  Collateral  which  bears  interest  at  a  fixed  rate  and  there  may  be  a  timing  mismatch 
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between  the  CDO  Securities  and  assets  that  bear  interest  at  a  floating  rate  as  the  interest  rate  on  such  assets  bearing 
interest  at  a  floating  rate  may  adjust  more  frequently  or  less  frequently,  on  different  dates  and  based  on  different 
indices  than  the  interest  rates  on  the  CDO  Securities.  As  a  result  of  such  mismatches,  an  increase  or  decrease  in  the 
level  of  the  floating  rate  indices  could  adversely  impact  the  ability  to  make  payments  on  the  CDO  Securities.  In 
addition,  hedges  may  have  been  acquired  to  manage  the  interest  rate  risk  of  such  CDO  Securities,  making  such  CDO 
Securities  also  subject  to  the  credit  risk  of  the  applicable  hedge  counterparty. 

Subordination  of  Reference  Obligations.  All  of  the  Reference  Obligations  are  mezzanine  grade  as  of  the 
Closing  Date.  Some  of  the  Reference  Obligations  will  be  subordinated  to  one  or  more  other  classes  of  securities  of 
the  same  series  for  purposes  of,  among  other  things,  offsetting  losses  and  other  shortfalls  with  respect  to  the  related 
underlying  mortgage  loans.  The  subordinate  classes  are  more  sensitive  to  risk  of  loss  and  writedowns  than  senior 
classes  of  such  securities. 

PROSPECTIVE  PURCHASERS  OF  THE  SECURED  NOTES  AND  THE  INCOME  NOTES  SHOULD 
CONSIDER  AND  ASSESS  FOR  THEMSELVES  THE  LIKELY  LEVEL  OF  DEFAULTS  ON  THE  REFERENCE 
OBLIGATIONS,  AS  WELL  AS  THE  LIKELY  LEVEL  AND  TIMING  OF  RECOVERIES  ON  THE  REFERENCE 
OBLIGATIONS. 

Insolvency  Considerations  with  Respect  to  Issuers  of  Reference  Obligations.  Various  laws  enacted  for  the 
protection  of  creditors  may  apply  to  the  Reference  Obligations.  If  a  court  in  a  lawsuit  brought  by  an  unpaid  creditor 
or  representative  of  creditors  of  an  issuer  of  a  Reference  Obligation,  such  as  a  trustee  in  bankruptcy,  were  to  find 
that  the  issuer  did  not  receive  fair  consideration  or  reasonably  equivalent  value  for  incurring  the  indebtedness 
constituting  the  Reference  Obligation  or  for  granting  a  lien  securing  the  Reference  Obligation  and,  after  giving 
effect  to  such  indebtedness  or  such  hen,  the  issuer  (i)  was  insolvent,  (ii)  was  engaged  in  a  business  for  which  the 
remaining  assets  of  such  issuer  constituted  unreasonably  small  capital  or  (iii)  intended  to  incur,  or  believed  that  it 
would  incur,  debts  beyond  its  ability  to  pay  such  debts  as  they  mature,  such  court  could  determine  to  invalidate,  in 
whole  or  in  part,  such  indebtedness  or  such  lien  as  a  fraudulent  conveyance,  to  subordinate  such  indebtedness  or 
such  lien  to  existing  or  future  creditors  of  such  issuer,  or  to  recover  amounts  previously  paid  by  such  issuer  in 
satisfaction  of  such  indebtedness.  The  measure  of  insolvency  for  purposes  of  the  foregoing  will  vary.  Generally,  an 
issuer  would  be  considered  insolvent  at  a  particular  time  if  the  sum  of  its  debts  were  then  greater  than  all  of  its 
property  at  a  fair  valuation,  or  if  the  present  fair  saleable  value  of  its  assets  was  then  less  than  the  amount  that  would 
be  required  to  pay  its  probable  liabilities  on  its  existing  debts  as  they  became  absolute  and  matured.  There  can  be  no 
assurance  as  to  what  standard  a  court  would  apply  in  order  to  determine  whether  the  issuer  was  "insolvent"  after 
giving  effect  to  the  incurrence  of  the  indebtedness  constituting  the  Reference  Obligation  or  the  grant  of  a  hen 
securing  the  Reference  Obligation  or  that,  regardless  of  the  method  of  valuation,  a  court  would  not  determine  that 
the  issuer  was  "insolvent"  upon  giving  effect  to  such  incurrence  or  grant.  In  addition,  in  the  event  of  the  insolvency 
of  an  issuer  of  a  Reference  Obligation,  payments  made  on  such  Reference  Obligation  or  a  hen  securing  such 
Reference  Obligation  could  be  subject  to  avoidance  as  a  "preference"  if  made  within  a  certain  period  of  time  (which 
may  be  as  long  as  one  year  or  longer)  before  insolvency.  Payments  made  under  loans  underlying  Reference 
Obligations  may  also  be  subject  to  avoidance  in  the  event  of  the  bankruptcy  of  the  borrower. 

In  general,  if  payments  on  a  Reference  Obligation  are  avoidable,  whether  as  fraudulent  conveyances  or 
preferences,  such  payments  can  be  recaptured.  To  the  extent  that  any  such  payments  are  recaptured,  the  resulting 
loss  will  be  borne  first  by  the  Holders  of  the  Income  Notes,  then  by  the  Holders  of  the  Class  D  Notes,  then  by  the 
Holders  of  the  Class  C  Notes,  then  by  the  Holders  of  the  Class  B  Notes,  then  by  the  Holders  of  the  Class  A-2  Notes, 
then,  pro  rata,  by  the  Holders  of  the  Class  A  Notes  and  finally,  by  the  Holders  of  the  Class  S  Notes. 

Illiquidity  of  CDS  Transactions;  Certain  Restrictions  on  Transfer.  There  may  be  a  limited  trading  market 
for  many  of  the  CDS  Transactions  entered  into  by  the  Issuer,  and  in  certain  instances  there  may  be  effectively  no 
trading  market  therefor.  The  illiquidity  of  CDS  Transactions  may  also  affect  the  ability  of  the  Issuer  to  conduct  a 
successful  Optional  Redemption,  Tax  Redemption  or  Auction,  to  exercise  redemptions  and  may  also  affect  the 
amount  and  timing  of  receipt  of  proceeds  from  the  disposition  of  CDS  Transactions  in  connection  with  the  exercise 
of  remedies  following  an  Event  of  Default. 

Volatility  of  Market  Value  of  Collateral  Securities,  CDS  Transactions  and  the  related  Reference 
Obligations.  The  market  value  of  the  Collateral  Securities,  CDS  Transactions  and  the  related  Reference  Obligations 
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will  generally  fluctuate  with,  among  other  things,  changes  in  prevailing  interest  rates,  general  economic  conditions, 
the  condition  of  certain  financial  markets,  developments  or  trends  in  any  particular  industry  and  the  financial 
condition  of  the  parties  to,  or  issuers  of,  the  Collateral  Securities,  CDS  Transactions  and  the  related  Reference 
Obligations.  A  decrease  in  the  market  value  of  the  Collateral  Securities,  CDS  Transactions  and  the  related 
Reference  Obligations  would  adversely  affect  the  proceeds  that  could  be  obtained  upon  the  assignment,  termination 
or  other  disposition  of  the  Collateral  Securities,  CDS  Transactions  and  the  related  Delivered  Obligations  and  could 
ultimately  affect  the  ability  of  the  Issuer  to  effect  an  Auction,  an  Optional  Redemption  or  a  Tax  Redemption,  or  to 
pay  the  principal  of  the  Notes  upon  a  liquidation  of  the  Collateral  Securities,  CDS  Transactions  and  the  related 
Delivered  Obligations  following  the  occurrence  of  an  Event  of  Default. 

Interest  Rate  Risk.  There  will  be  a  basis  and  timing  mismatch  between  such  Notes  and  the  Collateral 
Securities  which  bear  interest  at  a  floating  rate,  since  the  interest  rates  on  such  Collateral  Securities  bearing  interest 
at  a  floating  rate  may  adjust  more  frequently  or  less  frequently,  on  different  dates  and  based  on  different  indices, 
than  the  interest  rate  on  the  Notes. 

Concentration  Risk.  The  Issuer  will  invest  in  CDS  Transactions  which  relate  to  the  portfolio  of  Reference 
Obligations  described  in  Appendix  B  hereto.  Payments  on  the  Notes  could  be  adversely  affected  by  the 
concentration  in  the  portfolio  of  any  one  issuer  or  any  one  servicer  if  such  issuer  or  servicer  were  to  default.  No 
single  issuer  will  represent  as  of  the  Closing  Date  more  than  approximately  1.64%  of  the  Aggregate  Reference 
Obligation  Notional  Amount.  See  "The  Credit  Default  Swap — The  Reference  Portfolio." 

PROSPECTIVE  PURCHASERS  OF  THE  NOTES  SHOULD  CONSIDER  AND  ASSESS  FOR 
THEMSELVES  THE  LIKELIHOOD  OF  A  DEFAULT  BY  EITHER  THE  CREDIT  PROTECTION  BUYER  AS 
WELL  AS  THE  OBLIGATIONS  OF  THE  ISSUER  UNDER  EITHER  THE  CREDIT  PROTECTION  BUYER 
INCLUDING  THE  OBLIGATION  TO  MAKE  TERMINATION  PAYMENTS  TO  EITHER  THE  CREDIT 
PROTECTION  BUYER. 

Other  Considerations 

Changes  in  Tax  Law;  No  Gross-Up.  Under  current  tax  law  of  the  United  States  and  other  jurisdictions, 
payments  made  by  the  Credit  Protection  Buyer  under  the  Credit  Default  Swap  and  obligors  on  any  Eligible 
Investments  are  not  expected  to  be  subject  to  the  imposition  of  U.S.  federal  or  other  withholding  tax.  There  can  be 
no  assurance,  however,  that  as  a  result  of  a  change  in  any  applicable  law,  treaty,  rule  or  regulation  or  interpretation 
thereof  or  other  causes,  such  payments  might  not  in  the  future  become  subject  to  U.S.  federal  or  other  withholding 
tax.  In  the  event  that  any  withholding  tax  should  be  determined  to  be  applicable  to  payments  on  any  Eligible 
Investments  and  the  obligors  thereon  were  not  then  required  to  make  "gross-up"  payments  that  cover  the  full  amount 
of  any  such  withholding  taxes,  such  tax  would  reduce  the  amounts  available  to  make  payments  on  the  Notes. 

In  the  event  that  any  withholding  tax  is  imposed  on  payments  on  the  Notes,  the  Holders  of  such  Notes  will 
not  be  entitled  to  receive  "grossed-up"  amounts  to  compensate  for  such  withholding  tax.  In  addition,  90  days 
following  the  Issuers  becoming  aware  of  the  occurrence  of  a  Tax  Event  (which  90-day  period  may  be  extended  by 
90  days),  the  Issuer  will  redeem  in  whole  but  not  in  part,  at  applicable  Secured  Note  Redemption  Prices  or  the 
Income  Note  Redemption  Price,  as  applicable,  specified  herein,  the  Notes  in  accordance  with  the  procedures 
described  under  "Description  of  the  Notes — Tax  Redemption,"  " — Optional  Redemption — Optional 
Redemption/Tax  Redemption  Procedures"  herein. 

Lack  of  Operating  History.  Each  of  the  Issuers  is  a  newly  organized  entity  and  has  no  prior  operating 
history.  Accordingly,  neither  of  the  Issuers  has  a  performance  history  for  a  prospective  investor  to  consider. 

Investment  Company  Act.  Neither  of  the  Issuers  has  registered  with  the  United  States  Securities  and 
Exchange- Commission  (the  "SEC")  as  an  investment  company  pursuant  to  the  Investment  Company  Act.  The- 
Issuer  has  not  so  registered  in  reliance  on  an  exception  for  investment  companies  organized  under  the  laws  of  a 
jurisdiction  other  than  the  United  States  whose  investors  resident  in  the  United  States  are  solely  Qualified 
Purchasers  and  which  do  not  make  a  public  offering  of  their  securities  in  the  United  States.  Counsel  for  the  Issuers 
will  opine,  in  connection  with  the  sale  of  the  Notes  by  the  Initial  Purchaser,  that  neither  the  Issuer  nor  the  Co-Issuer 
is  on  the  Closing  Date  an  investment  company  required  to  be  registered  under  the  Investment  Company  Act 
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(assuming,  for  the  purposes  of  such  opinion,  that  the  Notes  are  sold  by  the  Initial  Purchaser  in  accordance  with  the 
terms  of  the  Purchase  Agreement).  No  opinion  or  no-action  position  has  been  requested  of  the  SEC. 

If  the  SEC  or  a  court  of  competent  jurisdiction  were  to  find  that  the  Issuer  or  the  Co-Issuer  is  required,  but 
in  violation  of  the  Investment  Company  Act  had  failed,  to  register  as  an  investment  company,  possible  consequences 
include,  but  are  not  limited  to,  the  following:  (i)  the  SEC  could  apply  to  a  district  court  to  enjoin  the  violation;  (ii) 
investors  in  the  Issuer  or  the  Co-Issuer  could  sue  the  Issuer  or  the  Co-Issuer,  as  the  case  may  be,  and  recover  any 
damages  caused  by  the  violation;  and  (iii)  any  contract  to  which  the  Issuer  or  the  Co-Issuer,  as  the  case  may  be,  is  a 
party  that  is  made  in,  or  whose  performance  involves  a  violation  of  the  Investment  Company  Act  would  be 
unenforceable  by  any  party  to  the  contract  unless  a  court  were  to  find  that  under  the  circumstances  enforcement 
would  produce  a  more  equitable  result  than  non-enforcement  and  would  not  be  inconsistent  with  the  purposes  of  the 
Investment  Company  Act.  Should  the  Issuer  or  the  Co-Issuer  be  subjected  to  any  or  all  of  the  foregoing,  the  Issuer 
or  the  Co-Issuer,  as  the  case  may  be,  would  be  materially  and  adversely  affected. 

The  Notes  are  only  permitted  to  be  transferred  to  Qualified  Institutional  Buyers  in  transactions  meeting  the 
requirements  of  Rule  144A  and,  solely  in  the  case  of  the  Income  Notes,  to  Accredited  Investors  having  a  net  worth 
of  not  less  than  U.S.S10  million  in  transactions  exempt  from  registration  under  the  Securities  Act,  or  in  an  offshore 
transaction,  to  a  non-U.S.  Person,  complying  with  Rule  903  or  Rule  904  of  Regulation  S.  The  Notes  being  offered 
in  the  United  States  are  being  offered  only  to  persons  that  are  also  Qualified  Purchasers.  Any  non-permitted  transfer 
will  be  voided  and  the  Issuers  can  require  the  transferee  to  sell  its  Notes  to  a  permitted  transferee,  with  such  sale  to 
be  effected  within  30  days  after  notice  of  such  sale  requirement  is  given.  If  such  sale  is  not  effected  within  such  30 
day  period,  upon  written  direction  from  the  Issuer  or  the  Liquidation  Agent,  on  behalf  of  the  Issuer,  will  be 
authorized  to  conduct  a  commercially  reasonable  sale  of  such  Notes  to  a  permitted  transferee  and  pending  such 
transfer,  no  further  payments  will  be  made  in  respect  of  such  Notes  or  any  beneficial  interest  therein.  See 
"Description  of  the  Notes — Form  of  the  Notes"  and  "Notice  to  Investors." 

Credit  Ratings.  Credit  ratings  of  debt  securities  represent  the  rating  agencies'  opinions  regarding  their 
credit  quality  and  are  not  a  guarantee  of  quality.  Rating  agencies  attempt  to  evaluate  the  safety  of  principal  and 
interest  payments  and  do  not  evaluate  the  risks  of  fluctuations  in  market  value,  therefore,  they  may  not  fully  reflect 
the  true  risks  of  an  investment.  Also,  rating  agencies  may  fail  to  make  timely  changes  in  credit  ratings  in  response 
to  subsequent  events,  so  that  an  issuer's  current  financial  condition  may  be  better  or  worse  than  a  rating  indicates. 

Document  Repository.  Pursuant  to  the  Indenture,  the  Issuer  will  consent  to  the  posting  of  this  Offering 
Circular,  the  Indenture  and  certain  periodic  reports  required  to  be  delivered  pursuant  to  the  Transaction  Documents, 
together  with  any  amendments  or  modifications  thereto,  to  the  internet-based  password  protected  electronic 
repository  of  transaction  documents  relating  to  privately  offered  and  sold  collateralized  debt  obligation  securities 
located  at  "www.cdolibrary.com." 

Implementation  of  Securities  Regulation  in  Europe.  As  part  of  a  coordinated  action  plan  for  harmonization 
of  securities  markets  in  Europe,  the  European  Parliament  and  the  Council  of  the  European  Union  has  adopted  a 
series  of  directives,  including  the  Prospectus  Directive  (2003/71/EC)  the  Transparency  Directive  (2004/109/EC)  and 
the  Market  Abuse  Directive  (2003/6/EC)  which  aim  to  ensure  investor  protection  and  market  efficiency  in 
accordance  with  high  regulatory  standards  across  the  European  community.  Pursuant  to  such  directives  member 
states  have  introduced,  or  are  in  the  process  of  introducing,  legislation  into  their  domestic  markets  to  implement  the 
requirements  of  these  directives.  The  introduction  of  such  legislation  has  effected  and  will  effect  the  regulation  of 
issuers  of  securities  that  are  offered  to  the  public  or  admitted  to  trading  on  a  European  Union  regulated  market  and 
the  nature  and  content  of  disclosure  required  to  be  made  in  respect  of  such  issuers  and  their  related  securities.  The 
listing  of  Notes  on  any  European  Union  stock  exchange  would  subject  the  Issuers  to  regulation  under  these 
directives,  although  the  requirements  applicable  to  the  Issuer  are  not  yet  fully  clarified.  The  Indenture  will  not 
require  the  Issuer  to  apply  for,  list  or  maintain  a  listing  for  any  Class  of  Notes  on  a  European  Union  stock  exchange 
if-compliance  with  these  directives  (or  other  requirements  adopted  by  the  European  Parliament  and  Council  of  the - 
European  Union  or  a  relevant  member  state)  becomes  burdensome.  Should  the  Notes  be  delisted  from  any 
exchange,  the  ability  of  the  holders  of  such  Notes  to  sell  such  Notes  in  the  secondary  market  may  be  negatively 
impacted. 
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EU  Savings  Directive.  If,  following  implementation  of  European  Council  Directive  2003/48/EC,  a 
payment  were  to  be  made  or  collected  through  a  member  state  that  opted  for  a  withholding  system  and  an  amount  of 
or  in  respect  of  tax  were  to  be  withheld  from  that  payment,  neither  the  Issuer  nor  the  Paying  Agent  nor  any  other 
person  would  be  obliged  to  pay  additional  amounts  as  a  result  of  the  imposition  of  such  withholding  tax.  If  a 
withholding  tax  is  imposed  on  a  payment  made  by  a  paying  agent  following  implementation  of  this  Directive,  the 
Issuer  will  be  required  to  maintain  a  paying  agent  in  a  member  state  that  will  not  be  obliged  to  withhold  or  deduct 
tax  pursuant  to  the  Directive. 

Certain  Conflicts  of  Interest.  Various  potential  and  actual  conflicts  of  interest  may  arise  from  the  overall 
activities  of  the  Credit  Protection  Buyer,  the  overall  underwriting,  investment  and  other  activities  of  the  Liquidation 
Agent,  their  respective  affiliates  and  its  clients  and  employees  and  from  the  overall  investment  activity  of  the  Initial 
Purchaser,  including  in  other  transactions  with  the  Issuer.  The  following  briefly  summarizes  some  of  these  conflicts, 
but  is  not  intended  to  be  an  exhaustive  list  of  all  such  conflicts. 

The  Credit  Protection  Buyer.  GSI  will  be  the  initial  Credit  Protection  Buyer.  The  following  briefly 
summarizes  some  potential  and  actual  conflicts  of  interests  related  to  the  Credit  Protection  Buyer,  but  the  following 
isn't  intended  to  be  an  exhaustive  list  of  all  such  conflicts. 

GSI  and/or  its  affiliates  may  be  in  possession  of  information  in  relation  to  a  Reference  Entity  or  otherwise 
that  is  or  may  be  material  in  the  context  of  the  Notes  and  may  or  may  not  be  publicly  available  to  Holders.  None  of 
GSI  or  any  of  its  affiliates  has  any  obligation  to  disclose  to  Holders  any  such  information. 

GSI  and/or  any  of  its  affiliates  may  invest  and/or  deal,  for  their  own  respective  accounts  for  which  they 
have  investment  discretion,  in  securities  or  in  other  interests  in  the  Reference  Entities,  in  obligations  of  the 
Reference  Entities  or  in  the  obligors  in  respect  of  any  Reference  Obligations  or  Collateral  Securities  (the 
"Investments")  or  in  credit  default  swaps  (whether  as  protection  buyer  or  seller),  total  return  swaps  or  other 
instruments  enabling  credit  and/or  other  risks  to  be  traded  that  are  linked  to  one  or  more  Investments.  Such 
investments,  credit  derivatives  and/or  instruments  may  have  the  same  or  different  terms  from  any  of  the  credit 
derivatives  referred  to  in  the  terms  of  the  Notes.  In  addition,  GSI  and/or  any  of  its  affiliates  may  invest  and/or  deal, 
for  their  own  respective  accounts  or  for  accounts  for  which  they  have  investment  discretion,  in  securities  (or  make 
loans  or  have  other  rights)  that  are  senior  to,  or  have  interests  different  from  or  adverse  to,  any  of  the  Investments 
and  may  act  as  adviser  to,  may  be  lenders  to,  and  may  have  other  ongoing  relationships  with,  the  issuers  or  obligors 
of  Investments  and  obligations  of  any  Reference  Entities.  GSI  may  at  certain  times  be  simultaneously  seeking  to 
purchase  or  sell  investments  and/or  protection  under  credit  derivatives  or  other  instruments  enabling  and/or  other 
risks  to  be  traded  for  any  entity  for  which  it  serves  as  manager  in  the  future. 

Various  potential  and  actual  conflicts  of  interest  may  arise  from  the  overall  activities  of  GSI  and/or  any  of 
its  affiliates.  GSI,  its  respective  affiliates  and  the  directors,  officers,  employees  and  agents  of  GSI  and  its  respective 
affiliates  may,  among  other  things:  (a)  serve  as  directors,  officers,  partners,  employees,  agents,  nominees  or 
signatories  for  any  Investment,  any  originator  and/or  servicer  of  or  any  other  party  interested  in  an  Investment  or  the 
obligors  in  respect  of  the  Investments;  (b)  receive  fees  for  services  of  any  nature  rendered  to  any  obligor  in  respect 
of  the  Investments  or  any  originator  and/or  servicer  of  or  any  other  party  interested  in  the  Investments;  (c)  be  a 
secured  or  unsecured  creditor  of,  or  hold  an  equity  interest  in  any  obligor  in  respect  of  the  Investments,  any 
originator  and/or  servicer  of  or  any  other  party  interested  in  the  Investments;  (d)  underwrite,  act  as  a  distributor  of, 
or  make  a  market  in  any  Investments,  or  in  the  securities  of  any  originator  and/or  servicer  of  or  any  other  party 
interest  in  the  Investments;  (e)  invest  for  its  own  account  in  the  Investments  or  any  other  securities  issued  by  any 
originator  and/or  servicer  of  or  any  other  party  interested  in  the  Investments;  (f)  serve  as  a  member  of  any 
"creditors'  committee"  with  respect  to  any  formal  or  informal  workout  group  with  respect  to  any  obligor  in  respect 
of  the  Investments,  any  originator  and/or  servicer  of  or  any  other  party  interest  in  the  Investments;  (g)  act  as  the 
adviser  or  investment  adviser  to  any  other  person,  entity  or  fund;  and  (h)  maintain  other  relationships  with  any 
"obligor  "in  respect  of  the  Investments,  any  originator  and/or  servicer  of  or  any  other  party  interested  in  the 
Investments. 

Any  Floating  Amounts  owed  by  the  Issuer  may  be  greater  or  less  than  the  actual  loss,  if  any,  incurred  by 
the  Credit  Protection  Buyer  with  respect  to  the  related  Reference  Obligation.  The  Credit  Protection  Buyer  lias  no 
obligation  to  hold  the  Reference  Obligations  or  to  incur  a  loss  in  order  to  receive  a  credit  protection  payment.  To 
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the  extent  it  holds  a  Reference  Obligation,  the  Credit  Protection  Buyer  or  their  respective  affiliates,  as  the  case  may 
be,  will  have  the  right  to  exercise  of  all  the  voting  and  consent  rights  of  a  holder  of  such  Reference  Obligation  and  it 
will  exercise  those  rights  in  such  manner  as  it  determines  to  be  in  its  own  commercial  interests  without  regard  to  the 
Holders  of  the  Notes. 

The  Liquidation  Agent.  GS&Co.  will  be  the  initial  Liquidation  Agent.  Although  the  Liquidation  Agent 
will  exercise  no  discretion  with  respect  to  the  Pledged  Assets  and  the  Liquidation  Agent  is  not  providing  investment 
advisory  sendees  or  acting  as  an  advisor  to,  the  Issuers  or  the  Holders  of  the  Notes,  various  potential  and  actual 
conflicts  of  interest  may  arise  from  the  overall  underwriting,  investment  and  other  activities  of  the  Liquidation 
Agent,  its  affiliates  and  its  clients.  The  Liquidation  Agent  is  also  the  Initial  Purchaser.  The  following  briefly 
summarizes  some  of  these  conflicts,  but  is  not  intended  to  be  an  exhaustive  list  of  all  such  conflicts. 

The  Liquidation  Agent  and/or  its  affiliates  have  ongoing  relationships  with,  render  services  to,  finance  and 
engage  in  transactions  with,  and  may  own  debt  or  equity  securities  issued  by  issuers  of  certain  of  the  Reference 
Obligations  and  Collateral  Securities.  The  Liquidation  Agent,  its  affiliates  and/or  its  clients  may  invest  in  securities 
that  are  senior  or  subordinated  to,  or  have  interests  different  from  or  adverse  to,  the  Reference  Obligations  and 
Collateral  Securities.  The  interests  of  such  parties  may  be  different  than  or  adverse  to  the  interests  of  the  holders  of 
the  Notes.  In  addition,  such  persons  may  possess  information  relating  to  the  Reference  Obligations  and  Collateral 
Securities  which  is  not  known  to  the  individuals  at  the  Liquidation  Agent  responsible  for  performing  its  obligations 
under  the  Liquidation  Agency  Agreement.  Such  persons  will  not  be  required  (and  may  not  be  permitted)  to  share 
such  information  or  pass  it  along  to  the  Issuer,  the  Liquidation  Agent  or  any  holder  of  any  Notes.  Neither  the 
Liquidation  Agent  nor  any  of  such  person  will  have  liability  to  the  Issuer  or  any  holder  of  any  Notes  for  failure  to 
disclose  such  information  or  for  taking,  or  failing  to  take,  any  action  based  upon  such  information. 

In  addition,  the  Liquidation  Agent  and/or  any  of  its  affiliates  may  engage  in  any  other  business  and  furnish 
investment  banking  and  other  services  to  others  which  may  include,  without  limitation,  investing  in,  lending  to, 
being  affiliated  with  or  have  other  ongoing  relationships  with,  other  entities  organized  to  issue  collateralized  debt 
obligations  secured  by  assets  similar  to  the  Reference  Obligations,  and  the  Collateral  Securities  and  other  trusts  and 
pooled  investment  vehicles  that  acquire  interests  in,  provide  financing  to,  or  otherwise  deal  with  securities  issued  by 
issuers  that  would  be  suitable  investments  for  the  Issuer.  In  providing  services  to  other  clients,  the  Liquidation 
Agent  and  its  affiliates  may  engage  in  activities  that  would  compete  with  or  otherwise  adversely  affect  the  Issuer.  In 
addition,  the  Liquidation  Agent  will  be  free,  in  its  sole  discretion,  to  effect  transactions  on  behalf  of  itself  or  for 
others,  that  may  be  the  same  as  or  different  from  those  effected  on  behalf  of  the  Issuer,  and  the  Liquidation  Agent 
and/or  its  affiliates  may  furnish  investment  banking  or  other  services  to  others  who  may  have  investment  policies 
similar  to  those  followed  by  the  Issuer  and  who  may  own  securities  of  the  same  class,  or  which  are  the  same  type  as, 
the  Reference  Obligations  and  the  Collateral  Securities  on  behalf  of  the  Issuer.  In  addition,  under  certain 
circumstances  the  Liquidation  Agent  will  be  required  to  dispose  of  certain  CDS  Transactions  which  reference 
Reference  Obligations  in  accordance  with  the  procedures  set  forth  in  the  Liquidation  Agency  Agreement.  Such 
disposition  of  CDS  Transactions  which  reference  Reference  Obligations  may  result  in  losses  by  the  Issuer,  which 
losses  may  result  in  the  reduction  or  withdrawal  of  the  rating  of  any  or  all  of  the  Notes  by  any  of  the  Rating 
Agencies.  In  making  any  such  sale,  the  Liquidation  Agent  need  not  take  into  account  the  interests  of  the  Issuers,  the 
Holders  of  the  Notes  or  any  other  party.  The  Liquidation  Agent  and/or  its  affiliates  may  at  certain  times  be 
simultaneously  seeking  to  purchase  or  dispose  of  investments  for  their  respective  accounts  or  for  another  entity  at 
the  same  time  as  it  is  disposing  of  investments  for  the  Issuer.  Accordingly,  conflicts  may  arise  regarding  the 
allocation  of  sale  opportunities. 

No  provision  in  the  Liquidation  Agency  Agreement  prevents  the  Liquidation  Agent  or  any  of  its  affiliates 
from  rendering  services  of  any  kind  to  the  issuer  of  any  Reference  Obligations  or  Collateral  Securities  and  their 
respective  affiliates,  the  Trustee,  the  holders  of  the  Notes  or  any  other  entity.  Without  prejudice  to  the  generality  of 
the  foregoing,  the  Liquidation  Agent  and  its  affiliates,  directors,  officers,  employees  and  agents  may,  among  other 
"  things:  (a)  serve  as  directors,  partners,  officers,  employees,  agents,  nominees  or  signatories -for  an  issuer  of  any 
Reference  Obligations  or  Collateral  Securities;  (b)  receive  fees  for  services  rendered  to  the  issuer  of  any  Reference 
Obligations  or  any  affiliate  thereof;  (c)  be  a  secured  or  unsecured  creditor  of,  or  hold  an  equity  interest  in,  any  issuer 
of  any  Reference  Obligations  or  Collateral  Securities;  and  (d)  serve  as  a  member  of  any  "creditors'  board"  or 
"creditors'  committee"  with  respect  to  any  Reference  Obligations  or  Collateral  Securities  which  has  become  or  may 
become  a  Defaulted  Obligation. 
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The  Liquidation  Agent  or  any  of  its  affiliates  or  subsidiaries  will  be  permitted  to  exercise  all  voting  rights 
with  respect  to  any  Notes  which  they  may  acquire  (other  than  with  respect  to  a  vote  regarding  the  removal  of  the 
Liquidation  Agent  or  the  termination  or  assignment  of  the  Liquidation  Agency  Agreement). 

The  Initial  Purchaser.  GS&Co.  will  be  the  Initial  Purchaser.  Various  potential  and  actual  conflicts  of 
interest  may  arise  from  the  conduct  by  the  Initial  Purchaser  and  its  affiliates  in  other  transactions  with  the  Issuer, 
including,  without  limitation,  acting  as  counterparty  with  respect  to  the  Credit  Default  Swap.  GS&Co.  will  also 
initially  act  as  the  Liquidation  Agent  under  the  Liquidation  Agency  Agreement.  The  following  briefly  summarizes 
some  of  these  conflicts,  but  is  not  intended  to  be  an  exhaustive  list  of  all  such  conflicts. 

It  is  expected  that  the  Initial  Purchaser  and/or  its  affiliates  and  selling  agent  will  have  placed  or 
underwritten  certain  of  the  Reference  Obligations  and  Collateral  Securities  at  original  issuance,  will  own  equity  or 
other  securities  of  issuers  of  or  obligors  on  Reference  Obligations  and  Collateral  Securities  and  will  have  provided 
investment  banking  services,  advisory,  banking  and  other  services  to  issuers  of  Reference  Obligations  and  Collateral 
Securities.  The  Issuer  may  invest  in  the  securities  of  companies  affiliated  with  the  Initial  Purchaser  and/or  any  of  its 
affiliates  or  in  which  the  Initial  Purchaser  and/or  any  of  its  affiliates  have  an  equity  or  participation  interest.  The 
purchase,  holding  and  sale  of  such  investments  by  the  Issuer  may  enhance  the  profitability  of  the  Initial  Purchaser's 
and/or  any  of  its  affiliates'  own  investments  in  such  companies.  In  addition,  it  is  expected  that  one  or  more  affiliates 
of  the  Initial  Purchaser  will  also  act  as  counterparty  with  respect  to  all  of  the  CDS  Transactions.  The  Issuer  may 
invest  in  money  market  funds  that  are  managed  by  the  Initial  Purchaser  or  its  affiliates;  provided  that  such  money 
market  funds  otherwise  qualify  as  Eligible  Investments.  GS&Co.  and/or  a  consolidated  entity  controlled  by 
GS&Co.  or  an  affiliate  thereof  is  providing  "warehouse"  financing  to  the  Issuer  prior  to  the  Closing  Date  and 
GS&Co.  selected  the  warehoused  Credit  Default  Swap  and  Collateral  Securities  which  will  be  sold  to  the  Issuer  on 
the  Closing  Date  pursuant  to  the  terms  of  the  Forward  Purchase  Agreement.  No  collateral  manager  or  other  person 
acting  on  behalf  of  the  Issuer  has  reviewed  the  prices  established  pursuant  to  such  Forward  Purchase  agreement  (nor 
has  there  been  any  third  party  verification  of  such  prices).  See  " — Notes — Collateral  Accumulation." 

There  is  no  limitation  or  restriction  oh  die  Initial  Purchaser  or  any  of  its  affiliates  with  regard  to  acting  as 
investment  advisor,  initial  purchaser  or  placement  agent  (or  in  a  similar  role)  to  other  parties  or  persons.  This  and 
other  future  activities  of  the  Initial  Purchaser  and/or  its  affiliates  may  give  rise  to  additional  conflicts  of  interest. 

Anti-Money  Laundering  Provisions.  The  Uniting  and  Strengthening  America  By  Providing  Appropriate 
Tools  Required  to  Intercept  and  Obstruct  Terrorism  Act  of  2001  (the  "USA  PATRIOT  Act"),  signed  into  law  on  and 
effective  as  of  October  26,  2001,  imposes  anti  money  laundering  obligations  on  different  types  of  financial 
institutions,  including  banks,  broker  dealers  and  investment  companies.  The  USA  PATRIOT  Act  requires  the 
Secretary  of  die  United  States  Department  of  the  Treasury  (the  "Treasury")  to  prescribe  regulations  to  define  the 
types  of  investment  companies  subject  to  the  USA  PATRIOT  Act  and  the  related  anti  money  laundering  obligations: 
It  is  not  clear  whetiier  the  Treasury  will  require  entities  such  as  die  Issuer  to  enact  anti  money  laundering  policies.  It 
is  possible  that  the  Treasury  will  promulgate  regulations  requiring  the  Issuers  or  the  Initial  Purchaser  or  other  service 
providers  to  the  Issuers,  in  connection  with  the  establishment  of  anti  money  laundering  procedures,  to  share 
information  with  governmental  authorities  with  respect  to  investors  in  the  Secured  Notes  and/or  the  Income  Notes. 
Such  legislation  and/or  regulations  could  require  the  Issuers  to  implement  additional  restrictions  on  the  transfer  of 
the  Secured  Notes  and/or  the  Income  Notes.  As  may  be  required,  the  Issuer  reserves  the  right  to  request  such 
information  and  take  such  actions  as  are  necessary  to  enable  it  to  comply  with  die  USA  PATRIOT  Act. 

The  Issuer.  The  Issuer  is  a  recentiy  incorporated  Cayman  Islands  exempted  company  and  has  no 
substantial  prior  operating  history.  The  Issuer  will  have  no  significant  assets  other  than  the  CDS  Transactions,  the 
Collateral  Securities,  Eligible  Investments,  rights  under  the  Credit  Default  Swap,  rights  under  the  Liquidation 
Agency  Agreement,  and  pertain  other  accounts  and  agreements  entered  into  as  described  herein,  and  proceeds 
thereof,  all  of  which  have  been  pledged  to  the  Trustee  to  secure  the  Issuer's  obligations  to  the  Holders  of  the 
Secured  Notes  and  die  Credit  Protection  Buyer.  The  Issuer  will  not  engage  in  any  business  activity  other  than  the 
issuance  and  sale  of  the  Secured  Notes  and  the  Income  Notes  as  described  herein,  the  issuance  of  the  Ordinary 
Shares,  the  entering  into  and  performance  of  its  obligations  under  the  Credit  Default  Swap,  the  acquisition  and 
disposition  of  Collateral  Securities  and  Eligible  Investments  as  described  herein,  the  entering  into  of,  and  the 
performance  of  its  obligations  under,  the  Indenture,  the  Account  Control  Agreement,  the  Liquidation  Agency 
Agreement,  the  Collateral  Administration  Agreement,  any  other  applicable  Transaction  Document,  die  pledge  of  the 
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Pledged  Assets  as  security  for  its  obligations  in  respect  of  the  Secured  Notes  and  otherwise  for  the  benefit  of  the 
Secured  Parties,  certain  activities  conducted  in  connection  with  the  payment  of  amounts  in  respect  of  the  Secured 
Notes  and  the  Income  Notes  and  the  management  of  the  Pledged  Assets  and  other  activities  incidental  to  the 
foregoing.  Income  derived  from  the  Pledged  Assets  will  be  the  Issuer's  only  source  of  cash 

The  Co-Issuer.  The  Co-Issuer  is  a  newly  incorporated  Delaware  corporation  and  has  no  prior  operating 
history.  The  Co-Issuer  does  not  have  and  will  not  have  any  significant  assets.  The  Co-Issuer  will  not  engage  in  any 
business  activity  other  than  the  co-issuance  of  the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C  Notes  and  the  Class 
D  Notes. 

Tax.  See  "Income  Tax  Considerations." 

ERISA.  See  "ERISA  Considerations." 

Listing.  Application  may  be  made  to  the  Irish  Stock  Exchange  for  the  Notes  to  be  admitted  to  the  official 
list  of  the  Irish  Stock  Exchange  and  to  trading  on  its  regulated  market.  There  can  be  no  assurance  that  any 
application  will  be  made,  that  any  such  listing  will  be  obtained  or  that,  if  it  is  obtained,  that  it  will  be  maintained  by 
the  Issuer.  If  any  Class  or  Classes  of  Notes  are  admitted  to  the  official  list  of  the  Irish  Stock  Exchange,  the  Issuer 
may  at  any  time  terminate  the  listing  of  such  Notes.  If  the  Issuer  terminates  the  listing,  it  may,  but  is  under  no 
obligation  to,  seek  a  replacement  listing  on  another  stock  exchange. 

DESCRIPTION  OF  THE  NOTES 

The  Secured  Notes  will  be  issued  by  the  Issuers  pursuant  to  the  Indenture.  The  Income  Notes  will  be 
issued  by  the  Issuer  pursuant  to  the  Fiscal  Agency  Agreement.  The  following  summary  describes  certain  provisions 
of  the  Notes,  the  Indenture  and  the  Fiscal  Agency  Agreement.  This  summary  does  not  purport  to  be  complete  and  is 
subject  to,  and  qualified  in  its  entirety  by  reference  to,  the  provisions  of  the  Notes,  the  Indenture  and  the  Fiscal 
Agency  Agreement  Copies  of  the  Indenture  may  be  obtained  by  prospective  purchasers  of  the  Secured  Notes  upon 
request  in  writing  to  the  Trustee  at  LaSalle  Bank  National  Association,  181  W.  Madison  Street,  32nd  Floor, 
Chicago,  Illinois  60602,  Attention:  CDO  Trust  Services  Group  — Anderson  Mezzanine  Funding  2007-1,  Ltd. 
(telephone  number  (312)  992-5312).  Copies  of  the  Fiscal  Agency  Agreement  may  be  obtained  by  prospective 
purchasers  of  Income  Notes  upon  request  in  writing  to  the  Fiscal  Agent  at  LaSalle  Bank  National  Association,  181 
W.  Madison  Street,  32nd  Floor,  Chicago,  Illinois  60602,  Attention:  CDO  Trust  Services  Group  — Anderson 
Mezzanine  Funding  2007-1,  Ltd.  (telephone  number  (3 12)  992-5312). 

Status  and  Security 

The  Co-Issued  Notes  will  be  limited  recourse  obligations  of  the  Issuers,  secured  as  described  below.  The 
Income  Notes  will  be  limited  recourse  obligations  of  the  Issuer,  will  not  be  secured  obligations  of  the  Issuer  and  will 
only  be  entitled  to  receive  amounts  available  for  payment  to  the  Holders  of  the  Income  Notes  after  payment  of  all 
amounts  payable  prior  thereto  under  the  Priority  of  Payments.  The  Class  S  Notes  will  be  senior  in  right  of  payment 
on  each  Payment  Date  to  the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C  Notes,  the  Class  D  Notes  and  the 
Income  Notes  to  the  extent  provided  in  the  Priority  of  Payments.  The  Class  A  Notes  will  be  senior  in  right  of 
payment  on  each  Payment  Date  to  the  Class  B  Notes,  the  Class  C  Notes,  the  Class  D  Notes  and  the  Income  Notes. 
Interest  on  the  Class  A-la  Notes,  Class  A-lb  Notes  and  Class  A-2  Notes  will  be  paid  pro  rata  (based  upon  amounts 
due).  Payments  of  principal  of  the  Class  A-l  Notes  will  be  either  senior  to  ox  pro  rata  with  payments  of  principal  of 
the  Class  A-2  Notes  as  more  fully  described  in  the  Priority  of  Payments.  All  principal  allocated  to  the  Class  A-l 
Notes  will  be  allocated  either  (i)  first  to  the  Class  A-la  Notes  until  the  Class  A-la  Notes  are  paid  in  full  and  then  to 
the  Class  A-lb  Notes  until  the  Class  A-lb  Notes  are  paid  in  full)  or  (ii)  pro  rata  to  the  Class  A-l  Notes  as  more  fully 
described  in  the  Priority  of  Payments.  The  Class  B  Notes  will  be  senior  in  right  of  payment  on  each  Payment  Date 
to  the  Class  C  Notes,  the  Class  D  Notes  and  the  Income  Notes.  The  Class  C  Notes  will  be  senior  in  right  of  payment 
on  each  Payment  Date  to  the  Class  D  Notes  and  die  Income  Notes.  The  Class  D  Notes  will  be  senior  in  right  of 
payment  on  each  Payment  Date  to  the  Income  Notes.  See  " — Priority  of  Payments." 
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Under  the  terms  of  the  Indenture,  the  Issuer  will  grant  to  the  Trustee,  for  the  benefit  and  security  of  the 
Trustee  on  behalf  of  the  Secured  Notes,  the  Fiscal  Agent,  the  Liquidation  Agent  and  the  Credit  Protection  Buyer 
(but  only  to  the  extent  of  (a)  the  Collateral  Securities  and  Eligible  Investments  in  the  Collateral  Account  and  (b)  the 
Delivered  Obligations  in  the  Delivered  Obligations  Account)  (collectively,  the  "Secured  Parties"),  a  first-priority 
security  interest  in  (i)  the  Credit  Default  Swap;  (ii)  the  Interest  Collection  Account;  (iii)  the  Payment  Account; 
(iv)  the  Expense  Reserve  Account;  (v)  the  Delivered  Obligations  Account;  (vi)  the  Amortization  Shortfall  Account, 
(vii)  the  CDS  Counterparty  Collateral  Account  and  (viii)  the  Collateral  Account  (including  the  Cash  Collateral 
Account)  (items  (ii)  through  (viii),  the  "Accounts");  (ix)  Eligible  Investments;  (x)  the  Issuer's  rights  under  the  Credit 
Default  Swap;  (xi)  the  Issuer's  rights  under  the  Collateral  Administration  Agreement,  (xii)  the  Issuer's  rights  under 
the  Liquidation  Agency  Agreement  and  (xiii)  certain  other  property  (collectively,  the  "Pledged  Assets"). 

Payments  of  interest  on  and  principal  of  the  Secured  Notes  and  payments  to  the  Holders  of  the  Income 
Notes,  will  be  made  solely  from  the  proceeds  of  the  Pledged  Assets  in  accordance  with  the  Priority  of  Payments. 

The  aggregate  amount  that  will  be  available  for  payments  required  or  permitted  to  be  made  on  the  Notes 
and  of  certain  expenses  of  the  Issuers,  the  Trustee  and  the  Agents  on  any  Payment  Date  will  be  the  total  amount  of 
Proceeds  received  during  the  period  (a  "Due  Period")  ending  on  (and  including)  the  fourth  Business  Day  prior  to 
such  Payment  Date  (or,  in  the  case  of  a  Due  Period  that  is  applicable  to  the  Payment  Date  relating  to  the  Stated 
Maturity  of  any  Note,  ending  on  (and  including)  the  day  preceding  such  Payment  Date),  and  commencing 
immediately  following  the  fourth  Business  Day  prior  to  the  preceding  Payment  Date  (or,  in  the  case  of  the  Due 
Period  relating  to  the  first  Payment  Date,  on  the  Closing  Date). 

Interest  on  the  Secured  Notes 

The  Class  S  Notes  will  bear  interest  during  each  Interest  Accrual  Period  at  the  Class  S  Note  Interest  Rate 
for  such  Interest  Accrual  Period.  The  Class  A- la  Notes  will  bear  interest  during  each  Interest  Accrual  Period  at  the 
Class  A-la  Note  Interest  Rate  for  such  Interest  Accrual  Period.  The  Class  A-lb  Notes  will  bear  interest  during  each 
Interest  Accrual  Period  at  the  Class  A-lb  Note  Interest  Rate  for  such  Interest  Accrual  Period.  The  Class  A-2  Notes 
will  bear  interest  during  each  Interest  Accrual  Period  at  the  Class  A-2  Note  Interest  Rate  for  such  Interest  Accrual 
Period.  The  Class  B  Notes  will  bear  interest  during  each  Interest  Accrual  Period  at  the  Class  B  Note  Interest  Rate 
for  such  Interest  Accrual  Period.  The  Class  C  Notes  will  bear  interest  during  each  Interest  Accrual  Period  at  the 
Class  C  Note  Interest  Rate  for  such  Interest  Accrual  Period.  The  Class  D  Notes  will  bear  interest  during  each 
Interest  Accrual  Period  at  the  Class  D  Note  Interest  Rate  for  such  Interest  Accrual  Period.  Interest  with  respect  to 
the  Class  S  Notes,  the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C  Notes  and  the  Class  D  Notes  will  be  payable 
monthly  in  arrears  on  each  Payment  Date,  commencing  on  the  July  2007  Payment  Date.  LIBOR  for  the  first  Interest 
Accrual  Period  with  respect  to  the  Secured  Notes  will  be  determined  as  of  the  second  Business  Day  preceding  the 
Closing  Date.  Calculations  of  interest  on  the  Secured  Notes  will  be  made  based  on  a  360-day  year  and  the  actual 
number  of  days  in  each  Interest  Accrual  Period.  The  Holders  of  the  Income  Notes  will  receive  on  each  Quarterly 
Payment  Date  any  amount  of  Proceeds  that  are  available  for  distribution  thereon  in  accordance  with  the  Priority  of 
Payments  on  such  Payment  Date.  The  "Interest  Accrual  Period,"  is  with  respect  to  the  Class  S  Notes,  the  Class  A-la 
Notes,  the  Class  A-lb  Notes,  the  Class  A-2  Notes,  the  Class  B  Notes,  the  Class  C  Notes  and  the  Class  D  Notes  and 
any  Payment  Date,  the  period  commencing  on  and  including  the  immediately  preceding  Payment  Date  (or  the 
Closing  Date  in  the  case  of  the  first  Interest  Accrual  Period)  and  ending  on  and  including  the  day  immediately 
preceding  such  Payment  Date. 

If  funds  are  not  available  on  any  Payment  Date  to  pay  the  full  amount  of  interest  on  the  Class  C  Notes,  or  to 
the  extent  interest  that  is  due  on  such  Notes  is  not  paid  in  order  to  satisfy  certain  Coverage  Tests,  the  interest  not 
paid  (the  "Class  C  Deferred  Interest"),  will  not  be  due  and  payable  on  such  Payment  Date,  but  will  be  added  to  the 
principal  amount  of  the  Class  C  Notes  and,  to  the  extent  lawful  and  enforceable,  thereafter  shall  accrue  interest  at  the 
Class  C  Note  Interest  Rate.  If  funds  are  not  available  on  any  Payment  Date  to  pay  the  full  amount  of  interest  on  the 
Class  D  Notes,  or  to  the  extent  interest  that  is  due  on  such  Notes  is  not  paid  in  order  to  satisfy  certain  Coverage 
Tests,  the  interest  not  paid  (the  "Class  D  Deferred  Interest"),  will  not  be  due  and  payable  on  such  Payment  Date,  but 
will  be  added  to  the  principal  amount  of  the  Class  D  Notes  and,  to  the  extent  lawful  and  enforceable,  thereafter  shall 
accrue  interest  at  the  Class  D  Note  Interest  Rate.  So  long  as  any  Class  S  Notes,  Class  A  Notes  or  Class  B  Notes  are 
outstanding,  the  failure  to  pay  interest  to  the  Holders  of  the  Class  C  Notes  will  not  be  an  Event  of  Default  under  the 
Indenture.  So  long  as  any  Class  S  Notes,  Class  A  Notes,  Class  B  Notes  or  Class  C  Notes  are  outstanding,  the  failure 
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to  pay  interest  to  the  Holders  of  the  Class  D  Notes  will  not  be  an  Event  of  Default  under  the  Indenture.  See  " — 
Priority  of  Payments"  and  " — The  Indenture — Events  of  Default" 

Interest  will  cease  to  accrue  on  each  Secured  Note  from  the  date  of  repayment  in  full  or  Stated  Maturity,  or 
in  the  case  of  partial  repayment,  on  such  part,  unless  payment  of  principal  is  improperly  withheld  or  unless  default  is 
otherwise  made  with  respect  to  such  payments  of  principal.  See  " — Principal."  To  the  extent  lawful  and 
enforceable,  interest  on  any  Defaulted  Interest  on  each  Class  of  Secured  Notes  entitled  thereto  will  accrue  at  the 
interest  rate  applicable  to  such  Class  of  Notes,  until  paid  as  provided  herein.  "Defaulted  Interest"  means  any  interest 
due  and  payable  in  respect  of  any  Class  S  Note,  Class  A  Note  or  Class  B  Note  or  if  there  are  no  Class  S  Notes,  Class 
A  Notes  or  Class  B  Notes  outstanding,  any  Class  C  Note  or  if  there  are  no  Class  S  Notes,  Class  A  Notes,  Class  B 
Notes  or  Class  C  Notes  outstanding,  any  Class  D  Note  which,  in  any  such  case,  is  not  punctually  paid  or  duly 
provided  for  on  the  applicable  Payment  Date  or  at  Stated  Maturity,  as  the  case  may  be. 

Determination  of  LIBOR 

For  purposes  of  calculating  each  of  the  Note  Interest  Rates,  the  Issuers  will  appoint  as  agent  LaSalle  Bank 
National  Association  (in  such  capacity,  the  "Note  Calculation  Agent").  LIBOR  shall  be  determined  by  the  Note 
Calculation  Agent  in  accordance  with  the  following  provisions: 

(i)  On  the  second  Business  Day  prior  to  the  commencement  of  an  Interest  Accrual  Period  (each  such 

day,  a  "LIBOR  Determination  Date"),  LIBOR  ("LIBOR")  shall  equal  the  rate,  as  obtained  by  the  Note  Calculation 
Agent,  for  Eurodollar  deposits  for,  with  respect  to  the  Class  S  Notes,  the  Class  A  Notes,  the  Class  B  Notes,  the  Class 
C  Notes  and  the  Class  D  Notes,  a  one-month  period  (or,  in  the  case  of  a  designated  initial  payment  period  of  less 
than  25  days  or,  in  the  case  of  the  first  Interest  Accrual  Period,  the  linear  interpolation  thereof,  calculated  in 
accordance  with  generally  acceptable  methodology,  which  appears  on  Bridge  Telerate  Page  3750  (as  Telerate  is 
defined  in  the  International  Swaps  and  Derivatives  Association,  Inc.  Annex  to  the  2000  ISDA  Definitions  (June 
2000  version)),  or  such  page  as  may  replace  Bridge  Telerate  Page  3750,  as  of  11:00  a.m.  (London  time)  on  such 
LIBOR  Determination  Date. 

(ii)  If,  on  any  LIBOR  Determination  Date,  such  rate  does  not  appear  on  Bridge  Telerate  Page  3750,  or 
such  page  as  may  replace  Bridge  Telerate  Page  3750,  the  Note  Calculation  Agent  shall  determine  the  arithmetic 
mean  of  the  offered  quotations  of  the  Reference  Banks  to  leading  banks  in  the  London  interbank  market  for 
Eurodollar  deposits  for,  with  respect  to  the  Class  S  Notes,  the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C  Notes 
and  die  Class  D  Notes,  a  one  month  period  (or,  in  the  case  of  a  designated  initial  payment  period  of  less  than  25  days 
or,  in  the  case  of  the  first  Interest  Accrual  Period,  the  linear  interpolation  thereof,  calculated  in  accordance  with 
generally  acceptable  methodology,  in  an  amount  determined  by  the  Note  Calculation  Agent  by  reference  to  requests 
for  quotations  as  of  approximately  1 1:00  am.  (London  time)  on  the  LIBOR  Determination  Date  made  by  the  Note 
Calculation  Agent  to  the  Reference  Banks.  If,  on  any  LIBOR  Determination  Date,  at  least  two  of  the  Reference 
Banks  provide  such  quotations,  LIBOR  shall  equal  such  arithmetic  mean  of  such  quotations.  If,  on  any  LIBOR 
Determination  Date,  only  one  or  none  of  the  Reference  Banks  provide  such  quotations,  LIBOR  shall  be  deemed  to 
be  the  arithmetic  mean  of  the  offered  quotations  that  leading  banks  in  the  City  of  New  York  selected  by  the  Note 
Calculation  Agent  (after  consultation  with  the  Issuer  or  the  Liquidation  Agent  on  behalf  of  the  Issuer)  are  quoting  on 
the  relevant  LIBOR  Determination  Date  for  Eurodollar  deposits  for  the  applicable  period  in  an  amount  determined 
by  the  Note  Calculation  Agent  (after  consultation  with  the  Issuer  or  the  Liquidation  Agent  on  behalf  of  the  Issuer) 
by  reference  to  the  principal  London  offices  of  leading  banks  in  the  London  interbank  market;  provided,  however, 
that  if  the  Note  Calculation  Agent  is  required  but  is  unable  to  determine  a  rate  in  accordance  with  at  least  one  of  the 
procedures  provided  above,  LIBOR  shall  be  LIBOR  as  determined  on  the  most  recent  date  LIBOR  was  available. 
As  used  herein,  "Reference  Banks"  means  four  major  banks  in  the  London  interbank  market  selected  by  the  Note 
Calculation  Agent  (after  consultation  with  the  Issuer  or  the  Liquidation  Agent  on  behalf  of  the  Issuer). 

As  soon  as  possible  after  1 1 :00  a.m.  (New  York  time)  on  each  LIBOR  Determination  Date,  but  in  no  event 
later  than  11:00  a.m.  (New  York  time)  on  the  Business  Day  immediately  following  each  LIBOR  Determination 
Date,  the  Note  Calculation  Agent  will  cause  notice  of  each  of  the  Note  Interest  Rates  for  the  next  Interest  Accrual 
Period  and  the  amount  of  interest  for  such  Interest  Accrual  Period  payable  in  respect  of  each  U.S.$1,000  principal 
amount  of  the  Class  S  Notes  (the  "Class  S  Note  Interest  Amount"),  of  the  Class  A-la  Notes  (the  "Class  A-la  Note 
Interest  Amount"),  of  the  Class  A-lb  Notes  (the  "Class  A-lb  Note  Interest  Amount"),  of  the  Class  A-2  Notes  (the 
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"Class  A-2  Note  Interest  Amount")  of  the  Class  B  Notes  (the  "Class  B  Note  Interest  Amount"),  of  the  Class  C  Notes 
(the  "Class  C  Note  Interest  Amount"),  and  of  the  Class  D  Notes  (the  "Class  D  Note  Interest  Amount")  (collectively, 
the  "Note  Interest  Amounts")  (each  rounded  to  the  nearest  cent,  with  half  a  cent  being  rounded  upward)  on  the 
related  Payment  Date,  to  be  communicated  to  the  Issuers,  DTC,  Euroclear,  Clearstream,  the  Note  Paying  Agents,  the 
Trustee,  the  Liquidation  Agent,  the  Securities  Intermediary  and  the  Irish  Paying  Agent  (if  any)  for  further  delivery  to 
the  Irish  Stock  Exchange  (so  long  as  any  Class  of  Notes  is  listed  on  such  exchange).  In  the  last  case,  the  Note 
Calculation  Agent  will  furnish  such  information  as  soon  as  possible  after  its  determination  to  the  Irish  Paying  Agent 
(if  any)  as  long  as  any  Notes  are  listed  on  the  Irish  Stock  Exchange.  The  Note  Interest  Amount  on  any  Payment 
Date  of  any  Class  of  Notes  shall  be  calculated  based  on  the  Outstanding  principal  balance  of  such  Class  prior  to  the 
payment  of  any  Amortization  Shortfall  Amounts.  The  Note  Calculation  Agent  will  also  specify  to  the  Issuers  and 
the  Liquidation  Agent  the  quotations  upon  which  each  of  the  Note  Interest  Rates  are  based.  The  Note  Calculation 
Agent  shall  notify  the  Issuers  and  the  Liquidation  Agent  before  12:00  p.m.  (New  York  time)  on  any  LIBOR 
Determination  Date  if  it  has  not  determined  and  is  not  in  the  process  of  determining  the  applicable  Note  interest 
Rates  and  Note  Interest  Amounts  (collectively,  the  "Interest  Calculations"),  together  with  its  reasons  therefor. 
"Business  Day"  means  any  day  other  than  (x)  Saturday  or  Sunday  or  (y)  a  day  on  which  commercial  banking 
institutions  are  authorized  or  obligated  by  law,  regulation  or  executive  order  to  close  in  New  York,  New  York, 
Chicago,  Illinois,  the  city  of  the  Corporate  Trust  Office  or,  for  the  purposes  of  the  Credit  Default  Swap  only, 
London;  provided,  however,  that  for  the  sole  purpose  of  determining  LIBOR,  "Business  Day"  shall  be  defined  as 
any  day  on  which  dealings  in  deposits  in  U.S.  Dollars  are  transacted  in  the  London  interbank  market  and  provided 
further,  that  to  the  extent  action  is  required  of  the  Irish  Paying  Agent  (if  any),  the  location  of  such  Irish  Paying 
Agent  shall  be  considered  in  determining  the  "Business  Day"  for  purposes  of  determining  when  such  Irish  Paying 
Agent  action  is  required. 

The  Note  Calculation  Agent  may  not  be  removed  by  the  Issuers  unless  the  entity  that  is  serving  as  Trustee 
is  removed  as  Trustee.  If  the  Note  Calculation  Agent  is  unable  or  unwilling  to  act  as  such  or,  in  accordance  with  the 
preceding  sentence,  is  removed  by  the  Issuers,  or  if  the  Note  Calculation  Agent  fails  to  determine  the  applicable 
Interest  Calculations  for  any  Interest  Accrual  Period,  the  Issuers  will  promptly  appoint  as  a  replacement  Note 
Calculation  Agent  a  leading  bank  which  is  engaged  in  transactions  in  Eurodollar  deposits  in  the  international 
Eurodollar  market  and  which  does  not  control  or  is  not  controlled  by  or  under  common  control  with  the  Issuers  or 
their  affiliates.  The  Note  Calculation  Agent  may  not  resign  its  duties  without  a  successor  having  been  duly 
appointed.  In  addition,  if  and  for  so  long  as  any  Notes  are  listed  on  the  Irish  Stock  Exchange  and  the  rules  of  such 
exchange  so  require,  notice  of  the  appointment  of  any  Note  Calculation  Agent  will  be  furnished  to  such  stock 
exchange.  For  so  long  as  any  of  the  Notes  remain  outstanding,  there  will  at  all  times  be  a  Note  Calculation  Agent 
for  the  purpose  of  calculating  the  applicable  Interest  Calculations.  The  determination  of  the  applicable  Interest 
Calculations  by  the  Note  Calculation  Agent  shall  (in  the  absence  of  manifest  error)  be  final  and  binding  upon  all 
parties. 

Payments  on  the  Income  Notes 

The  Income  Notes  will  not  bear  interest  based  upon  any  fixed  or  floating  rate. 

The  Fiscal  Agent  will  receive  Proceeds  on  each  Quarterly  Payment  Date  (and  make  payments  to  the 
Holders  of  the  Income  Notes)  to  the  extent  provided  in  the  Indenture,  if  any,  such  Proceeds  are  available  pursuant  to 
clause  (xviii)  (or  pursuant  to  clause  (viii)  in  the  case  of  the  Final  Payment  Date)  under  " — Priority  of  Payments." 
Such  payments  will  be  made  on  the  Income  Notes  only  after  all  interest  and  other  payments  due  on  the  Secured 
Notes  have  been  made  and  all  expenses  of  the  Issuers  have  been  paid  (with  such  remaining  Proceeds  referred  to  as 
"Excess  Amounts").  See  "Risk  Factors — Notes Subordination  of  the  Income  Notes;  Unsecured  Obligations." 

Except  as  indicated  in  the  Priority  of  Payments,  no  principal  payments  will  be  made  on  the  Income  Notes 
until  principal  of,  and  accrued  and  unpaid  interest  on,  the  Secured  Notes,  and  all  other  payments,  certain  fees  and 
expenses,  have  been  paid  in  full  in  accordance  with  the  Priority  of  Payments. 

Principal 

The  Notes  (other  than  the  Class  S  Notes)  will  mature  on  the  Payment  Date  in  July  2042  (each  such  date  the 
"Stated  Maturity"  with  respect  to  such  Notes)  and  the  Class  S  Notes  will  mature  on  the  Payment  Date  in  July  2013 
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(the  "Stated  Maturity"  with  respect  to  the  Class  S  Notes).  The  average  life  of  each  Class  of  Secured  Notes  (other 
than  the  Class  S  Notes)  is  expected  to  be  substantially  shorter  than  the  number  of  years  from  issuance  until  the 
Stated  Maturity  for  such  Class  of  Notes.  See  "Risk  Factors — Notes — Average  Lives,  Duration  and  Prepayment 
Considerations." 

Principal  will  be  payable  on  the  Class  S  Notes  in  accordance  with  the  Priority  of  Payments  on  each 
Payment  Date  commencing  on  the  Payment  Date  occurring  in  August  2007  in  an  amount  equal  to  the  Class  S  Notes 
Amortizing  Principal  Amount  with  respect  to  such  Payment  Date  and,  if  an  Event  of  Default  or  Tax  Event  has 
occurred  and  is  continuing  or  an  Optional  Redemption  or  Auction  has  occurred  and  the  Pledged  Assets  are  being 
liquidated  pursuant  to  the  terms  of  the  Indenture,  the  Class  S  Notes  will  be  paid  in  full  prior  to  any  distributions  to 
any  other  Notes.  Principal  will  be  payable  on  certain  of  the  Notes  on  each  Payment  Date,  in  accordance  with  the 
Priority  of  Payments.  On  any  Payment  Date,  on  which  certain  conditions  are  satisfied,  principal  will  be  paid  to  the 
Holders  of  the  Class  A  Notes  pursuant  to  the  Priority  of  Payments,  only  in  an  amount  required  to  increase  (or 
maintain)  the  Class  A  Adjusted  Overcollateralization  Ratio  to  a  specified  target  of  147.1%.  After  achieving  and 
maintaining  such  target  and  minimum,  the  payment  of  remaining  principal  will  shift  to  the  Holders  of  the  Class  B 
Notes  until  such  Holders  have  been  paid  an  amount  required  to  increase  (or  maintain)  the  Class  B  Adjusted 
Overcollateralization  Ratio  to  the  specified  target  of  121.0%.  After  achieving  and  maintaining  such  target  level,  the 
payment  of  remaining  principal  shifts  to  the  Holders  of  the  Class  C  Notes  which  will  receive  principal  only  in  an 
amount  required  to  increase  (or  maintain)  the  Class  C  Adjusted  Overcollateralization  Ratio  to  a  specified  target  of 
1 14.7%.  After  achieving  and  maintaining  such  target  level,  the  payment  of  remaining  principal  shifts  to  the  Holders 
of  the  Class  D  Notes  which  will  receive  principal  only  in  an  amount  required  to  increase  (or  maintain)  the  Class  D 
Adjusted  Overcollateralization  Ratio  to  a  specified  target  of  108.1%.  However,  if  the  Net  Outstanding  Portfolio 
Collateral  Balance  is  less  than  U.S.$122,000,000  on  the  Determination  Date  with  respect  to  the  related  Payment 
Date,  then  only  the  amount  described  above  to  be  paid  to  the  Class  A  Notes  will  be  allocated  or  paid,  such  amount  to 
be  allocated,  first,  to  the  payment  pro  rata  of  principal  of  all  outstanding  Class  A  Notes  {provided,  however,  that  all 
principal  allocated  to  the  Class  A-l  Notes  will  first  be  allocated  to  the  Class  A- la  Notes  until  the  Class  A- la  Notes 
are  paid  in  full  and  then  to  the  Class  A-lb  Notes  until  the  Class  A-lb  Notes  are  paid  in  full)  until  the  Class  A  Notes 
have  been  paid  in  full,  second,  to  the  payment  of  principal  of  all  outstanding  Class  B  Notes  until  the  Class  B  Notes 
have  been  paid  in  full,  third,  to  the  payment  of  principal  of  all  outstanding  Class  C  Notes  until  the  Class  C  Notes 
have  been  paid  in  full  and  fourth,  to  the  payment  of  all  outstanding  Class  D  Notes  until  the  Class  D  Notes  have  been 
paid  in  full.  The  foregoing  "shifting  principal"  method  permits  Holders  of  the  Class  B  Notes,  the  Class  C  Notes  and 
the  Class  D  Notes  to  receive  payments  of  principal  in  accordance  with  the  Priority  of  Payments  while  more  senior 
Classes  of  Notes  remain  outstanding  and  permits  distributions  of  Proceeds  to  the  Holders  of  the  Income  Notes,  to  the 
extent  funds  are  available  in  accordance  with  the  Priority  of  Payments,  while  more  senior  Notes  are  outstanding. 
Amounts  properly  paid  pursuant  to  the  Priority  of  Payments  to  a  junior  Class  of  Secured  Notes  or  to  the  Income 
Notes  will  not  be  recoverable  in  the  event  of  a  subsequent  shortfall  in  the  amount  required  to  pay  a  more  senior 
Class  of  Secured  Notes. 

Subject  to  the  availability  of  funds  therefor  in  accordance  with  the  Priority  of  Payments,  if  any  of  the 
Coverage  Tests  are  not  satisfied  on  any  applicable  Determination  Date,  certain  of  the  Secured  Notes  (other  than  the 
Class  S  Notes)  will  be  subject  to  mandatory  redemption  on  the  related  Payment  Date  until  paid  in  full.  See  " — 
Mandatory  Redemption"  and  the  " — Priority  of  Payments"  for  a  description  of  the  order  in  which  such  Notes  are 
paid  in  connection  with  tire  failure  of  a  Coverage  Test 

Scheduled  Redemption  of  Income  Notes 

On  or  prior  to  the  date  that  is  one  (1)  Business  Day  prior  to  the  end  of  the  Due  Period  applicable  to  the 
Maturity  Date,  the  Liquidation  Agent  will  sell,  assign,  terminate  or  otherwise  dispose  of  all  remaining  Pledged 
Assets.  The  settlement  dates  for  any  such  sales  or  other  dispositions  shall  be  no  later  than  one  (1)  Business  Day 
prior  to  the  end  of  such  Due  Period.  The  proceeds  of  such  sales  or  other  dispositions  will  be  paid  to  the  Fiscal  Agent 
after  the  payment  of  amounts  senior  to  the  Holders  of  the  Income  Notes  in  the  Priority  of  Payments  for  deposit  into 
the  account  maintained  therefore  by  the  Fiscal  Agent  (the  "Income  Note  Payment  Account")  and  payment  to  the 
Holders  of  the  Income  Notes  as  the  redemption  price  for  the  Income  Notes  upon  such  payment.  Upon  such 
payment,  the  Issuer  shall  redeem  the  Income  Notes. 
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Auction 

Sixty  (60)  days  prior  to  the  Payment  Date  occurring  in  July  of  each  year  (each,  an  "Auction  Date") 
commencing  on  the  July  2015  Payment  Date,  the  Liquidation  Agent,  on  behalf  of  the  Issuer,  will  take  steps  to 
conduct  an  auction  (the  "Auction")  of  the  Credit  Default  Swap,  the  Eligible  Investments  (other  than  cash),  the 
Delivered  Obligations  and  the  Collateral  Securities  in  accordance  with  procedures  specified  in  the  Indenture.  If  the 
Liquidation  Agent  receives  one  or  more  bids  from  Eligible  Bidders  not  later  than  ten  (10)  Business  Days  prior  to  the 
Auction  Date,  which,  when  added  to  the  cash  on  deposit  in  the  Collateral  Account,  equals  or  exceeds  the  Minimum 
Bid  Amount,  it  will  sell,  assign,  terminate  or  otherwise  dispose  of  the  Credit  Default  Swap,  Eligible  Investments 
(other  than  cash),  the  Delivered  Obligations  and  the  Collateral  Securities  for  settlement  on  or  before  the  fifth 
Business  Day  prior  to  such  Auction  Date  and  the  Notes  and  the  Income  Notes  will  be  redeemed  in  whole  on  such 
Auction  Date  (any  such  date,  an  "Auction  Payment  Date").  The  Liquidation  Agent  and  its  affiliates  shall  be 
considered  Eligible  Bidders.  If  the  highest  single  bid  on  the  entire  portfolio,  or  the  aggregate  amount  of  multiple 
bids  with  respect  to  individual  Collateral  Securities,  Eligible  Investments  (other  than  cash)  and  Delivered 
Obligations,  when  added  to  the  other  Liquidation  Proceeds  and  cash  on  deposit  in  the  Collateral  Account,  does  not 
equal  or  exceed  the  Minimum  Bid  Amount  or  if  there  is  a  failure  at  settlement,  the  Credit  Default  Swap  will  not  be 
terminated  or  assigned,  the  Eligible  Investments  (other  than  cash),  Collateral  Securities  and  the  Delivered 
Obligations  will  not  be  sold  and  the  redemption  of  the  Notes  on  the  related  Auction  Date  will  not  occur. 

The  Secured  Notes  will  be  redeemed  in  whole  at  the  applicable  Secured  Note  Redemption  Price  following 
a  successful  Auction  in  accordance  with  the  Priority  of  Payments.  The  amount  distributable  as  the  final  payment  on 
the  Income  Notes  following  any  such  redemption  will  equal  the  Income  Note  Redemption  Price,  which  may  be  less 
than  the  then  current  Aggregate  Outstanding  Amount  of  the  Income  Notes). 

Tax  Redemption 

Subject  to  certain  conditions  described  herein,  the  Secured  Notes  may  be  redeemed  by  the  Issuers  at  any 
time,  in  whole  but  not  in  part,  90  days  following  the  Issuers  becoming  aware  of  the  occurrence  of  a  Tax  Event 
(provided  that  such  90-day  period  shall  be  extended  by  another  90  days  if,  during  the  initial  90-day  period,  the 
Issuers  have  notified  the  Holders  of  the  Notes  that  the  related  Issuer  expects  that  it  shall  have  changed  its  place  of 
residence  by  the  end  of  the  later  90-day  period)  at  their  Secured  Note  Redemption  Prices  or  the  Income  Note 
Redemption  Price,  as  applicable,  at  the  written  direction  of,  or  with  the  written  consent  of,  (i)  die  Holders  of  at  least 
a  Super  Majority  of  the  Income  Notes  or  (ii)  the  Holders  of  a  Majority  of  any  Class  of  Secured  Notes  which,  as  a 
result  of  the  occurrence  of  a  Tax  Event,  lias  not  received  100%  of  the  aggregate  amount  of  principal  and  interest  or 
other  amounts  then  due  and  payable  on  such  Notes  on  any  Payment  Date  (such  redemption,  a  "Tax  Redemption"); 
provided  that  no  such  redemption  shall  be  effected  unless  the  expected  Liquidation  Proceeds  equal  or  exceed  the 
Total  Redemption  Amount.  If  a  Tax  Redemption  occurs,  the  Income  Notes  will  be  redeemed  simultaneously.  No 
such  Tax  Redemption  will  occur  unless  all  amounts  payable  to  the  Credit  Protection  Buyer  or  any  assignee 
(including  all  Credit  Default  Swap  Termination  Payments)  will  have  been  paid  in  full,  in  each  case,  on  the  related 
redemption  date. 

In  connection  with  a  Tax  Redemption,  the  Issuers  shall  notify  the  Trustee  and  the  Fiscal  Agent,  of  such  Tax 
Redemption  and  the  Payment  Date  which  is  the  date  for  redemption  (the  "Tax  Redemption  Date")  and  direct  the 
Trustee,  in  writing,  to  assign,  terminate  or  otherwise  dispose  of,  in  the  manner  determined  by  the  Liquidation  Agent, 
and  in  accordance  with  the  Indenture,  the  Credit  Default  Swap,  Collateral  Securities,  Eligible  Investments  and 
Delivered  Obligations  and  upon  any  such  assignment,  termination  or  other  disposition,  the  Trustee  shall  release  the 
lien  upon  the  Credit  Default  Swap  or  any  such  Collateral  Security,  Eligible  Investment  and  Delivered  Obligation 
pursuant  to  the  Indenture;  provided,  however,  that  the  Issuer  may  not  direct  the  Trustee  to  assign,  terminate  or 
otherwise  dispose  of  (and  the  Trustee  shall  not  be  obligated  to  release  the  lien  upon)  the  Credit  Default  Swap  or  any 
such  Collateral  Security,  Eligible  Investment  or  Delivered  Obligation  except  in  accordance  with  the  procedures  set 
forth  in  the  Indenture  including,  without  limitation,  the  requirement  that  the  Liquidation  Agent  shall  have  forwarded 
to  the  Trustee  binding  agreements  or  certificates  evidencing  that  the  Liquidation  Proceeds  anticipated  from  the 
disposition  of  the  Pledged  Assets  will  equal  or  exceed  the  Total  Redemption  Amount  The  proceeds  available  for 
distribution  in  connection  with  a  Tax  Redemption  will  be  reduced  by  the  amount  of  expected  Credit  Default  Swap 
Termination  Payments  due  to  the  Credit  Protection  Buyer  or  any  assignee. 
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The  amount  payable  to  the  Holders  of  the  Secured  Notes  in  connection  with  any  Tax  Redemption  of  the 
Secured  Notes  will  equal  the  Secured  Note  Redemption  Prices  thereof.  The  amount  distributable  as  a  final 
redemption  payment  on  the  Income  Notes  following  any  redemption  of  the  Secured  Notes  will  equal  the  Income 
Note  Redemption  Price. 

Optional  Redemption 

Subject  to  certain  conditions  described  herein,  the  Secured  Notes  may  be  redeemed  by  the  Issuers  and  the 
Income  Notes  may  be  redeemed  by  the  Issuer,  in  whole  but  not  in  part  at  their  Secured  Note  Redemption  Prices  or 
the  Income  Note  Redemption  Price,  as  applicable,  on  any  Payment  Date  on  or  after  the  July  2010  Payment  Date,  at 
the  written  direction  of,  or  with  the  written  consent  of,  the  Holders  of  a  Majority  of  the  Income  Notes  (including 
Income  Notes  held  by  the  Liquidation  Agent  or  any  affiliate  thereof)  (such  redemption,  an  "Optional  Redemption"); 
provided  that  no  Optional  Redemption  shall  be  effected  unless  the  expected  Liquidation  Proceeds  will  equal  or 
exceed  the  Total  Redemption  Amount.  If  the  Holders  of  the  Income  Notes  so  elect  to  cause  an  Optional 
Redemption,  the  Income  Notes  will  be  redeemed  simultaneously. 

In  connection  with  an  Optional  Redemption,  the  Issuers  shall  notify  the  Trustee  and  the  Fiscal  Agent,  as 
applicable,  of  such  Optional  Redemption  and  the  Optional  Redemption  Date  and  direct  the  Trustee,  in  writing,  to 
sell,  assign,  terminate  or  otherwise  dispose  of,  in  the  manner  determined  by  the  Liquidation  Agent,  and  in 
accordance  with  the  Indenture,  the  Credit  Default  Swap,  Collateral  Securities,  Eligible  Investments  and  Delivered 
Obligations  and  upon  any  such  sale,  assignment,  termination  or  other  disposition,  the  Trustee  shall  release  the  lien 
upon  the  Credit  Default  Swap,  Collateral  Securities,  Eligible  Investments  and  Delivered  Obligations  pursuant  to  the 
Indenture;  provided,  however,  that  the  Issuer  may  not  direct  the  Trustee  to  assign,  terminate  or  otherwise  dispose  of 
(and  the  Trustee  shall  not  be  obligated  to  release  the  lien  upon)  the  Credit  Default  Swap  or  any  Collateral  Security, 
Eligible  Investment  or  Delivered  Obligation  except  in  accordance  with  the  procedures  set  forth  in  the  Indenture 
including,  without  limitation,  the  requirement  that  the  Liquidation  Agent  shall  have  forwarded  to  the  Trustee  binding 
agreements  or  certificates  evidencing  that  the  Liquidation  Proceeds  anticipated  from  the  assignment,  termination  or 
other  disposition  of  the  Credit  Default  Swap,  Collateral  Securities,  Eligible  Investments  and  Delivered  Obligations 
and  other  assets  of  the  Issuer  will  equal  or  exceed  the  Total  Redemption  Amount 

The  amount  payable  to  the  Holders  of  the  Secured  Notes  in  connection  with  any  Optional  Redemption  of 
the  Secured  Notes  will  equal  the  Secured  Note  Redemption  Prices  thereof.  The  amount  distributable  as  a  final 
redemption  payment  on  the  Income  Notes  following  any  redemption  of  the  Secured  Notes  will  equal  the  Income 
Note  Redemption  Price. 

Optional  Redemption/Tax  Redemption  Procedures.  To  conduct  an  Optional  Redemption  or  a  Tax 
Redemption,  the  procedures  set  forth  in  the  Indenture  must  be  followed  and  any  conditions  precedent  thereto  must 
be  satisfied. 

If  in  the  case  of  a  Tax  Redemption  or  an  Optional  Redemption  of  the  Secured  Notes  and  the  Income  Notes, 
any  Holder  of  an  Income  Note  or,  in  the  case  of  a  Tax  Redemption,  any  Holder  of  a  Secured  Note  affected  by  a  Tax 
Event,  desires  to  direct  the  Issuers  with  respect  to  the  Secured  Notes  and  the  Issuer  with  respect  to  the  Income  Notes 
to  redeem  the  Secured  Notes  and  the  Income  Notes,  such  person  shall  notify  the  Principal  Note  Paying  Agent,  in  the 
case  of  a  Holder  of  Secured  Notes  or  the  Fiscal  Agent,  in  the  case  of  a  Holder  of  Income  Notes,  which  in  each  case 
will  in  turn  notify  the  Trustee  (with  a  copy  to  the  Issuer,  the  Liquidation  Agent  and  the  Credit  Protection  Buyer)  of 
such  desire  in  writing  no  less  than  thirty  (30)  Business  Days  prior  to  such  Payment  Date.  Such  notice  shall  be 
irrevocable. 

The  Trustee  will  provide  notice  of  any  Optional  Redemption  or  Tax  Redemption  by  first-class  mail, 
postage  prepaid,  mailed  not  less  than  ten  (10)  Business  Days  prior  to  the  scheduled  Tax  Redemption  Date  or 
Optional  Redemption  Date,  as  applicable,  to  the  Principal  Note  Paying  Agent,  to  the  Fiscal  Agent,  to  the  Credit 
Protection  Buyer,  the  Rating  Agencies  and  to  each  Holder  of  a  Secured  Note  at  such  Holder's  address  in  the  register 
maintained  by  the  Note  Registrar  under  the  Indenture.  The  Fiscal  Agent  will  provide  the  same  notice  to  each  Holder 
of  an  Income  Note  at  such  Holder's  address  in  the  Income  Notes  Register  maintained  by  the  Income  Notes  Transfer 
Agent  pursuant  to  the  Fiscal  Agency  Agreement  In  addition,  the  Trustee  or  the  Fiscal  Agent  will,  if  and  for  so  long 
as  any  Class  of  Secured  Notes  or  the  Income  Notes  to  be  redeemed  is  listed  on  the  Irish  Stock  Exchange,  direct  the 
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Irish  Paying  Agent  to  (i)  cause  notice  of  such  Optional  Redemption  or  Tax  Redemption  to  be  delivered  to  the 
Company  Announcements  Office  of  the  Irish  Stock  Exchange  not  less  than  ten  (10)  Business  Days  prior  to  the 
Redemption  Date  and  (ii)  promptly  notify  the  Irish  Stock  Exchange  of  such  Optional  Redemption  or  Tax 
Redemption. 

The  initial  paying  agents  for  the  Notes  are  LaSalle  Bank  National  Association,  as  Principal  Note  Paying 
Agent,  and,  if  and  so  long  as  any  Notes  are  listed  on  the  Irish  Stock  Exchange,  the  Irish  Paying  Agent. 

Secured  Notes  or  Income  Notes  called  for  redemption  (other  than  in  the  case  of  an  Auction)  must  be 
surrendered  at  the  office  of  any  paying  agent  appointed  under  the  Indenture  or  the  Fiscal  Agency  Agreement, 
respectively,  in  order  to  receive  any  final  payments  on  the  Notes.  The  initial  paying  agent  for  the  Secured  Notes  and 
Income  Notes  is  LaSalle  Bank  National  Association  and  if  and  for  so  long  as  any  Notes  are  listed  on  the  Irish  Stock 
Exchange,  the  Irish  Paying  Agent 

Any  such  notice  of  redemption  will  be  deemed  to  be  withdrawn  in  its  entirety  by  the  Issuers  on  the  seventh 
Business  Day  prior  to  the  scheduled  redemption  date  if  the  Liquidation  Agent  shall  not  have  delivered  the  sale 
agreement  or  agreements  or  certifications,  required  by  the  Indenture  by  such  date.  In  such  event,  the  Trustee  shall 
notify  the  Fiscal  Agent  that  the  notice  of  redemption  has  been  withdrawn  by  overnight  courier  guaranteeing  next  day 
delivery  sent  not  later  than  the  sixth  Business  Day  prior  to  such  scheduled  redemption  date  with  a  copy  by  facsimile 
transmission.  The  Liquidation  Agent  shall  be  liable  only  for  the  failure  to  effect  an  Optional  Redemption  or  Tax 
Redemption  due  to  the  Liquidation  Agent's  gross  negligence  or  willful  misconduct.  Notice  of  any  such  withdrawal 
shall  be  given  at  the  Issuer's  expense  by  the  Trustee  or  the  Fiscal  Agent,  as  applicable,  to  each  Holder  of  a  Note  at 
the  address  appearing  in  the  applicable  register  maintained  by  the  Note  Transfer  Agent  under  the  Indenture  or  the 
Income  Notes  Transfer  Agent  under  the  Fiscal  Agency  Agreement,  as  applicable,  by  overnight  courier  guaranteeing 
next  day  delivery  sent  not  later  than  the  third  Business  Day  prior  to  the  scheduled  redemption  date,  with  a  copy  by 
facsimile  transmission  to  the  Credit  Protection  Buyer,  the  Liquidation  Agent  and  the  Rating  Agencies  (so  long  as 
any  of  the  Notes  are  rated).  The  Trustee  or  the  Fiscal  Agent  will  also  give  notice  to  the  Irish  Paying  Agent  if  any 
Notes  are  then  listed  on  the  Irish  Stock  Exchange. 

Mandatory  Redemption 

On  any  Payment  Date  on  which  the  Class  A/B  Overcollateralization  Test  was  not  satisfied  on  the  last 
Business  Day  of  the  immediately  preceding  Due  Period  (such  Business  Day,  the  "Determination  Date"),  the  Class  A 
Notes  and  the  Class  B  Notes  will  be  redeemed  at  par  plus  accrued  interest  as  follows: 

If  the  Class  A/B  Overcollateralization  Test  is  not  satisfied  on  any  Determination  Date  related  to  a  Payment 
Date  after  giving  effect  to  all  payments  of  principal  on  such  Payment  Date  (without  giving  effect  to  any  payments 
pursuant  to  clause  (vii)  or  clauses  (ix)  and  (xi)  of  the  Priority  of  Payments),  all  Proceeds  net  of  amounts  payable 
under  clauses  (i)  through  (vi)  of  the  Priority  of  Payments  will  be  used,  first,  pro  rata,  to  the  payment  of  principal  of 
the  Class  A-la  Notes  and  the  Class  A-lb  Notes  until  the  Class  A-la  Notes  and  the  Class  A-lb  Notes  are  paid  in  full, 
second,  to  the  payment  of  principal  of  the  Class  A-2  Notes  until  the  Class  A-2  Notes  are  paid  in  full,  and  third,  to 
the  payment  of  principal  of  the  Class  B  Notes  until  the  Class  B  Notes  are  paid  in  full.  The  Class  S  Notes,  the  Class 
C  Notes,  the  Class  D  Notes  and  the  Income  Notes  will  not  be  subject  to  mandatory  redemption  as  a  result  of  the 
failure  of  the  Class  A/B  Overcollateralization  Test. 

If  the  Class  C  Overcollateralization  Test  is  not  satisfied  on  any  Determination  Date  related  to  a  Payment 
Date  after  giving  effect  to  all  payments  of  principal  on  such  Payment  Date  (without  giving  effect  to  any  payments 
pursuant  to  clause  (ix)  or  clause  (xi)  of  the  Priority  of  Payments),  (a)  Amortization  Proceeds  only  net  of  amounts 
payable  under  clauses  (i)  through  (viii)  of  the  Priority  of  Payments  will  be  applied  pro  rata  (i)  to  the  payment  of 
principal  of  all  outstanding  Class  A  Notes,  (ii)  to  the  payment  of  principal  of  all  outstanding  Class  B  Notes  and  (iii) 
to  the  payment  of  principal  of  all  outstanding  Class  C  Notes,  until  the  Class  A  Notes,  the  Class  B  Notes  and  the 
Class  C  Notes  are  paid  in  full;  provided  that,  if  the  Net  Outstanding  Portfolio  Collateral  Balance  is  less  than 
U.S.$152,500,000  on  the  Determination  Date  with  respect  to  the  related  Payment  Date,  then  such  amount  will  be 
applied  first,  pro  rata  (i)  to  the  payment  of  principal  of  the  Class  A-la  Notes  and  the  Class  A-lb  Notes  until  the 
Class  A-la  Notes  and  the  Class  A-lb  Notes  are  paid  in  full,  second  (ii)  to  the  payment  of  principal  of  the  Class  A-2 
Notes  until  the  Class  A-2  Notes  are  paid  in  full,  third  (iii)  to  the  payment  of  principal  of  the  Class  B  Notes  until  the 
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Class  B  Notes  are  paid  in  full  and  fourth  (iv)  to  the  payment  of  principal  of  the  Class  C  Notes  until  the  Class  C 
Notes  are  paid  in  full,  and  (b)  any  remaining  Proceeds  to  the  payment  of  principal  of  all  outstanding  Class  C  Notes 
until  the  Class  C  Notes  are  paid  in  full.  The  Class  S  Notes,  the  Class  D  Notes  and  tire  Income  Notes  will  not  be 
subject  to  mandatory  redemption  as  a  result  of  the  failure  of  the  Class  C  Overcollateralization  Test. 

If  the  Class  D  Overcollateralization  Test  is  not  satisfied  on  any  Determination  Date  related  to  a  Payment 
Date  (together  with  the  Class  A/B  Overcollateralization  Test  and  the  Class  C  Overcollateralization  Test,  the 
"Coverage  Tests"),  amounts  available  pursuant  to  clause  (xii)  of  the  Priority  of  Payments,  will  be  applied  to  the 
payment  of  principal  of  all  outstanding  Class  D  Notes  until  the  Class  D  Notes  are  paid  in  full.  The  Class  S  Notes, 
the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C  Notes  and  the  Income  Notes  will  not  be  subject  to  mandatory 
redemption  as  a  result  of  the  failure  of  the  Class  D  Overcollateralization  Test. 

The  Coverage  Tests  will  be  used  primarily  to  determine  whether  interest  may  be  paid  on  the  Class  C  Notes 
and  the  Class  D  Notes  and  whether  Proceeds  will  be  distributed  to  the  Holders  of  the  Income  Notes,  and  whether 
Proceeds  must  be  used  to  make  mandatory  redemptions  of  the  Class  A-la  Notes,  the  Class  A-lb  Notes,  the  Class  A- 
2  Notes,  tire  Class  B  Notes,  the  Class  C  Notes  and  the  Class  D  Notes.  See  "Description  of  the  Notes — Principal" 
and  " — Priority  of  Payments."  The  Coverage  Tests  will  consist  of  the  Class  A/B  Overcollateralization  Test,  the 
Class  C  Overcollateralization  Test  and  the  Class  D  Overcollateralization  Test.  For  purposes  of  the  Coverage  Tests, 
(i)  unless  otherwise  specified,  a  CDS  Transaction  shall  be  included  as  a  Pledged  Asset  having  the  characteristics  of 
the  Reference  Obligation  and  not  of  the  CDS  Transaction;  provided,  that  if  such  Credit  Protection  Buyer  is  in  default 
under  the  related  CDS  Transaction,  such  CDS  Transaction  shall  not  be  included  as  a  Collateral  Asset  for  purposes  of 
the  Coverage  Tests  or  such  CDS  Transaction  will  be  treated  in  such  a  way  that  will  satisfy  the  Rating  Agency 
Condition  and  (ii)  the  calculation  of  the  Class  A/B  Overcollateralization  Ratio,  the  Class  C  Overcollateralization 
Ratio  and  the  Class  D  Overcollateralization  Ratio  on  any  Determination  Date  that  such  Coverage  Test  is  applicable 
shall  be  made  by  giving  effect  to  all  payments  scheduled  or  expected  to  be  made  pursuant  to  the  Priority  of 
Payments  on  the  Payment  Date  following  such  Determination  Date.  For  purposes  of  each  of  the  Class  A/B 
Overcollateralization  Test,  the  Class  C  Overcollateralization  Test  and  the  Class  D  Overcollateralization  Test, 
notwithstanding  the  definition  of  Principal  Balance  contained  herein,  the  Principal  Balance  of  any  security  that  is  not 
currently  paying  cash  interest  (excluding  any  security  that  is,  in  accordance  with  its  terms,  making  payments  due 
thereon  "in  kind")  shall  be  the  accreted  value  of  such  security  as  of  the  date  on  which  it  was  purchased  by  the  Issuer, 
provided,  that  such  accreted  value  shall  not  exceed  the  par  amount  of  such  security. 

The  Class  A/B  Overcollateralization  Test 

The  "Class  A/B  Overcollateralization  Ratio"  as  of  any  Determination  Date  will  equal  the  ratio  (expressed 
as  a  percentage)  obtained  by  dividing  (i)  the  Net  Outstanding  Portfolio  Collateral  Balance  on  such  Determination 
Date  by  (ii)  the  Aggregate  Outstanding  Amount  of  the  Class  A  Notes  and  the  Class  B  Notes,  minus  the  Amortization 
Proceeds  expected  to  be  available  prior  to  clause  (xi)  of  the  Priority  of  Payments  on  the  related  Payment  Date 
assuming  that  the  Coverage  Tests  are  satisfied. 

The  "Class  A/B  Overcollateralization  Test"  will  be  satisfied  on  any  Determination  Date  on  which  any  Class 
A  Notes  or  Class  B  Notes  remain  outstanding  if  the  Class  A/B  Overcollateralization  Ratio  on  such  Determination 
Date  is  equal  to  or  greater  than  1 16.0%.  As  of  the  Closing  Date,  the  Class  A/B  Overcollateralization  Ratio  is 
expected  to  be  equal  to  1 19.0%. 

The  Class  C  Overcollateralization  Test 

The  "Class  C  Overcollateralization  Ratio"  as  of  any  Determination  Date  will  equal  the  ratio  (expressed  as  a 
percentage)  obtained  by  dividing  (i)  the  Net  Outstanding  Portfolio  Collateral  Balance  on  such  Determination  Date 
by  (ii)  the  Aggregate  Outstanding  Amount  of  the  Notes  (other  than  the  Class  S  Notes,  the  Class  D  Notes  and  the 
Income  Notes  and  including  Class  C  Deferred  Interest),  minus  the  Amortization  Proceeds  expected  to  be  available 
prior  to  clause  (xi)  of  the  Priority  of  Payments  on  the  related  Payment  Date  assuming  that  the  Coverage  Tests  are 
satisfied. 

The  "Class  C  Overcollateralization  Test"  will  be  satisfied  on  any  Determination  Date  on  which  any  Class  C 
Notes  remain  outstanding  if  the  Class  C  Overcollateralization  Ratio  on  such  Determination  Date  is  equal  to  or 
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greater  than  109.9%.   As  of  the  Closing  Date,  the  Class  C  Overcollateralization  Ratio  is  expected  to  be  equal  to 
111.7%. 

The  Class  D  Overcollateralization  Test 

The  "Class  D  Overcollateralization  Ratio"  as  of  any  Determination  Date  will  equal  the  ratio  (expressed  as  a 
percentage)  obtained  by  dividing  (i)  the  Net  Outstanding  Portfolio  Collateral  Balance  on  such  Determination  Date 
by  (ii)  the  Aggregate  Outstanding  Amount  of  the  Notes  (other  than  the  Class  S  Notes  and  Income  Notes  and 
including  Class  C  Deferred  Interest  and  Class  D  Deferred  Interest),  (after  giving  effect  to  the  application  of  funds 
pursuant  to  clause  (xi)  of  the  Priority  of  Payments  on  the  related  Payment  Date),  assuming  that  the  Coverage  Tests 
are  satisfied. 

The  "Class  D  Overcollateralization  Test"  will  be  satisfied  on  any  Determination  Date  on  which  any  Class 
D  Notes  remain  outstanding  if  the  Class  D  Overcollateralization  Ratio  on  such  Determination  Date  is  equal  to  or 
greater  than  105.9%.  As  of  the  Closing  Date,  the  Class  D  Overcollateralization  Ratio  is  expected  to  be  equal  to 
107.4%. 

Cancellation 

All  Notes  that  are  redeemed  or  paid  and  surrendered  for  cancellation  as  described  herein  will  forthwith  be 
canceled  and  may  not  be  reissued  or  resold. 

Payments 

Payments  on  any  Payment  Date  in  respect  of  principal  of  and  interest  on  the  Notes  issued  as  Global  Notes 
will  be  made  to  the  person  in  whose  name  the  relevant  Global  Note  is  registered  at  the  close  of  business  on  the 
Business  Day  prior  to  such  Payment  Date.  For  the  Notes  issued  in  definitive  form,  payments  on  any  Payment  Date 
in  respect  of  principal,  interest  and  other  distributions  will  be  made  to  the  person  in  whose  name  the  relevant 
Security  is  registered  as  of  the  close  of  business  10  Business  Days  prior  to  such  Payment  Date.  Payments  on  the 
Global  Notes  will  be  payable  by  wire  transfer  in  immediately  available  funds  to  a  U.S.  Dollar  account  maintained  by 
DTC  or  its  nominee  (in  the  case  of  the  Global  Notes)  or  each  Holder  (in  the  case  of  individual  Definitive  Notes)  to 
the  extent  practicable  or  otherwise  by  U.S.  Dollar  check  drawn  on  a  bank  in  the  United  States  sent  by  mail  either  to 
DTC  or  its  nominee  (in  die  case  of  the  Global  Notes),  or  to  each  Holder  at  its  address  appearing  in  the  applicable 
register.  Final  payments  in  respect  of  principal  on  the  Notes  will  be  made  only  against  surrender  of  the  Notes  at  the 
office  of  any  paying  agent.  None  of  the  Issuers,  the  Securities  Intermediary,  the  Trustee,  the  Liquidation  Agent,  the 
Credit  Protection  Buyer  or  any  paying  agent  will  have  any  responsibility  or  liability  for  any  aspects  of  the  records 
maintained  by  DTC  or  its  nominee  or  any  of  its  participants  relating  to,  or  for  payments  made  thereby  on  account  of 
beneficial  interests  in,  a  Global  Note. 

The  Issuers  expect  that  DTC  or  its  nominee,  upon  receipt  of  any  payment  of  principal  or  interest  in  respect 
of  a  Global  Note  held  by  DTC  or  its  nominee,  will  immediately  credit  participants'  accounts  with  payments  in 
amounts  proportionate  to  their  respective  beneficial  interests  in  such  Global  Notes  as  shown  on  the  records  of  DTC 
or  its  nominee.  The  Issuers  also  expect  that  payments  by  participants  to  owners  of  beneficial  interests  in  such 
Global  Notes  held  through  such  participants  will  be  governed  by  standing  instructions  and  customary  practices,  as  is 
now  the  case  with  securities  held  for  the  accounts  of  customers  registered  in  the  names  of  nominees  for  such 
customers.  Such  payments  will  be  the  responsibility  of  such  participants. 

If  any  payment  on  a  Note  is  due  on  a  day  that  is  not  a  Business  Day,  then  payment  will  not  be  made  until 
the  next  succeeding  Business  Day. 

"  If  and  for  so  long  as  the  Notes  are  listed  on  the  Irish  Stock  Exchange  and  die  rule"s  of  "such  exchange  so 

require,  the  Issuers  will  have  a  paying  agent  and  a  transfer  agent  in  accordance  with  the  requirements  of  the  rules  of 
such  exchange  for  such  Notes  and  payments  on  and  transfers  or  exchanges  of  interest  in  such  Notes  may  be  effected 
through  the  Irish  Paying  Agent.  In  the  event  that  the  Irish  Paying  Agent  (if  any)  is  replaced  at  any  time  during  such 
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period,  notice  of  the  appointment  of  any  replacement  will  be  given  to  the  Irish  Stock  Exchange  if  and  as  long  as  any 
Notes  are  listed  thereon 

Amortization  Amounts 

Two  Business  Days  prior  to  each  Payment  Date,  to  the  extent  there  is  a  positive  Aggregate  Amortization 
Amount  for  such  Payment  Date  determined  as  of  the  related  Determination  Date,  pursuant  to  the  Amortization 
Liquidation  Procedure,  an  amount  (such  amount,  the  "Amortization  Proceeds"  with  respect  to  such  Payment  Date) 
equal  to  up  to  the  Aggregate  Amortization  Amount  shall  be  withdrawn  by  the  Trustee  and  deposited  in  the  Payment 
Account  for  application  in  accordance  with  the  Priority  of  Payments  on  such  Payment  Date. 

If  on  any  Payment  Date  there  exists  an  Amortization  Shortfall  Amount,  the  Collateral  Account  Amount 
shall  be  deemed  to  be  reduced  by  the  full  Aggregate  Amortization  Amount  and  the  Trustee  shall  calculate,  and 
maintain  a  record  of,  how  such  Amortization  Shortfall  Amount  would  have  been  paid  out  on  a  pro  forma  basis  on 
such  Payment  Date  in  accordance  with  the  Priority  of  Payments  had  the .  amount  available  pursuant  to  the 
Amortization  Liquidation  Procedure  from  the  Collateral  Account  on  such  Payment  Date  been  equal  to  the  full 
Aggregate  Amortization  Amount.  In  each  Due  Period  relating  to  the  Payment  Date  or  Payment  Dates  immediately 
following  any  Payment  Date  on  which  an  Amortization  Shortfall  Amount  occurred,  all  principal  payments  received 
by  the  Issuer  on  the  Collateral  Securities  and  the  Eligible  Investments  in  the  Collateral  Account  up  to  an  amount 
equal  to  such  Amortization  Shortfall  Amount  shall  be  deposited  by  the  Trustee  in  the  Amortization  Shortfall 
Account.  Amounts  on  deposit  in  the  Amortization  Shortfall  Account  shall  be  applied  by  the  Trustee  on  the 
immediately  following  Payment  Date  for  the  purposes  and  to  the  Persons  that  would  have  otherwise  received  such 
amounts  in  accordance  with  the  calculations  (and  records)  of  the  Trustee  maintained  pursuant  to  the  first  sentence  of 
this  paragraph.  To  the  extent  there  remains  any  unsatisfied  Amortization  Shortfall  Amount  on  the  next  Payment 
Date,  for  purposes  of  calculating  the  Amortization  Proceeds  on  such  Payment  Date  the  Principal  Balance  of  the 
Collateral  Securities  and  Eligible  Investments  on  deposit  in  the  Collateral  Account  shall  be  reduced  by  the  amount 
of  any  unsatisfied  Amortization  Shortfall  Amount  from  any  prior  Payment  Date. 

Priority  of  Payments 

With  respect  to  any  Payment  Date,  all  Proceeds  received  on  the  Pledged  Assets  during  the  related  Due 
Period  in  the  Interest  Collection  Account  will  be  applied  by  the  Trustee  in  the  priority  set  forth  below  (the  "Priority 
of  Payments").  For  purposes  of  the  Priority  of  Payments,  amounts  paid  as  interest,  fees  or  distributions  on  the  Notes 
on  a  "pro  rata"  basis  shall  be  pro  rata  based  on  the  amount  due  on  such  Class  or  subclass  of  Notes,  amounts  paid  as 
principal  shall  be  made  pro  rata  based  on  the  amount  of  principal  then  outstanding  on  such  Class  or  subclass  of 
Notes  and  unless  stated  otherwise,  Proceeds  not  constituting  Amortization  Proceeds  will  be  assumed  to  be  applied 
prior  to  any  Amortization  Proceeds. 

Amounts  due  in  respect  of  Defaulted  Credit  Default  Swap  Termination  Payments  shall  be  deposited  into 
the  Payment  Account  and  paid  in  accordance  with  the  Priority  of  Payments  on  each  Payment  Date.  Credit  Protection 
Amounts  due  to  the  Credit  Protection  Buyer  (or  any  assignee  thereof)  will  be  paid  when  due  pursuant  to  the  terms  of 
the  Credit  Default  Swap. 

On  the  Business  Day  prior  to  each  Payment  Date  (other  than  a  Final  Payment  Date),  the  Trustee  will 
transfer  all  funds  then  on  deposit  in  the  Interest  Collection  Account  (other  than  amounts  received  after  the  end  of  the 
related  Due  Period)  into  the  Payment  Account.  On  each  Payment  Date  (other  than  a  Final  Payment  Date),  amounts 
in  the  Payment  Account  will  be  applied  by  the  Trustee  pursuant  to  the  Note  Valuation  Report  in  the  manner  and 
order  of  priority  set  forth  below: 

i.  to  the  payment  of  taxes  and  filing  and  registration  fees  (including,  without  limitation,  annual 

return  fees)  owed  by  the  Issuers,  if  any; 

ii.  to  the  payment  of  accrued  and  unpaid  fees  of  the  Trustee  up  to  a  maximum  amount  on  any 

Payment  Date  equal  to  the  greater  of  U.S.$2,083  and  0.00208%  of  the  Monthly  Asset  Amount  for 
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the  related  Due  Period  (or,  in  the  case  of  the  first  Due  Period,  as  such  amounts  are  adjusted  based 
on  the  number  of  days  in  such  Due  Period); 

iii.  (a)  first,  to  the  payment  of  any  remaining  accrued  and  unpaid  Administrative  Expenses  of  the 

Issuers,  excluding  any  indemnities  (and  legal  expenses  related  thereto)  payable  by  the  Issuers  first, 
to  the  Trustee,  the  Collateral  Administrator,  the  Fiscal  Agent  and  the  Income  Notes  Transfer 
Agent  and  second,  pro  rata,  to  any  other  parties  entitled  thereto;  (b)  second,  to  the  payment  of  any 
indemnities  (and  legal  expenses  related  thereto)  payable  by  the  Issuers  first,  to  the  Trustee,  the 
Collateral  Administrator  and  the  Fiscal  Agent  and  second,  pro  rata,  to  any  other  parties  entitled 
thereto;  and  (c)  third,  to  the  Expense  Reserve  Account  the  lesser  of  U.S.$50,000  and  the  amount 
necessary  to  bring  the  balance  of  such  account  to  U.S.$200,000;  provided,  however,  that  the 
aggregate  payments  pursuant  to  subclauses  (a)  through  (c)  of  this  clause  (iii)  on  any  Payment  Date 
shall  not  exceed  U.S.$250,000  and  the  aggregate  payments  pursuant  to  subclauses  (a)  and  (b)  of 
this  clause  (iii)  and  the  prior  11  Payment  Dates  shall  not  exceed  U.S.$300,000; 

iv.  to  the  payment  of,  (a)  first,  accrued  and  unpaid  interest  on  the  Class  S  Notes  (including  Defaulted 

Interest  and  interest  thereon)  and  beginning  with  the  Payment  Date  occurring  in  August  2007, 
principal  of  the  Class  S  Notes  in  an  amount  equal  to  the  Class  S  Notes  Amortizing  Principal 
Amount  until  the  Class  S  Notes  are  paid  in  full,  and  (b)  second,  if  an  Event  of  Default  or  Tax 
Event  shall  have  occurred  and  is  continuing  or  an  Optional  Redemption  or  Auction  has  occurred 
and  the  Pledged  Assets  are  being  liquidated  pursuant  to  the  terms  of  the  Indenture,  to  the  payment 
of  principal  to  the  Class  S  Notes  until  the  Class  S  Notes  are  paid  in  full; 

v.  to  the  payment  to  the  Liquidation  Agent  of  the  accrued  and  unpaid  Liquidation  Agent  Fee; 

vi.  to  the  payment  of,  (a),  first,  pro  rata,  accrued  and  unpaid  interest  on  the  Class  A  Notes  (including 

any  Defaulted  Interest  and  interest  thereon)  and  (b)  second,  accrued  and  unpaid  interest  on  the 
Class  B  Notes  (including  any  Defaulted  Interest  and  any  interest  thereon); 

vii.  if  the  Class  A/B  Overcollateralization  Test  is  not  satisfied  on  the  Determination  Date  with  respect 
to  the  related  Payment  Date  after  giving  effect  to  all  payments  of  principal  on  such  Payment  Date 
(without  giving  effect  to  any  payments  pursuant  to  this  clause  (vii)  or  clauses  (ix)  and  (xi)  below), 
thenar.!?/,  pro  rata,  to  the  payment  of  principal  of  all  outstanding  Class  A-la  Notes  and  Class  A- 
lb  Notes  until  the  Class  A-la  Notes  and  the  Class  A-lb  Notes  are  paid  in  full,  second,  to  the 
payment  of  principal  of  all  outstanding  Class  A-2  Notes  until  the  Class  A-2  Notes  are  paid  in  full, 
and  third,  to  the  payment  of  principal  of  all  outstanding  Class  B  Notes  until  the  Class  B  Notes  are 
paid  in  full; 

viii.  to  the  payment  of  accrued  and  unpaid  interest  on  the  Class  C  Notes  (including  Defaulted  Interest 
and  any  interest  thereon  but  not  including  Class  C  Deferred  Interest); 

ix.  if  the  Class  C  Overcollateralization  Test  is  not  satisfied  on  the  Determination  Date  with  respect  to 

the  related  Payment  Date  after  giving  effect  to  all  payments  of  principal  on  such  Payment  Date 
(without  giving  effect  to  any  payments  pursuant  to  this  clause  (ix)  or  clause  (xi)  below),  then  (a) 
pro  rata,  Amortization  Proceeds  only  (i)  to  the  payment  of  principal  of  all  outstanding  Class  A 
Notes,  (ii)  to  the  payment  of  principal  of  all  outstanding  Class  B  Notes  and  (iii)  to  the  payment. of 
principal  of  all  outstanding  Class  C  Notes,  until  the  Class  A  Notes,  the  Class  B  Notes  and  the 
Class  C  Notes  are  paid  in  full;  provided,  however,  that  if  the  Net  Outstanding  Portfolio  Collateral 
Balance  is  less  than  U.S.$152,50O,O0O  on  the  Determination  Date  with  respect  to  the  related 
Payment  Date  then  such  amount  will  be  paid  first  (i)  pro  rata,  to  the  payment  of  principal  of  all 
outstanding  Class  A-l  Notes  until  the  Class  A-l  Notes  are  paid  in  full,  second  (ii)  to  the  payment 
of  principal  of  all  outstanding  Class  A-2  Notes  until  the  Class  A-2  Notes  are  paid  in  full,  third  (iii) 
to  the  payment  of  principal  of  all  outstanding  Class  B  Notes  until  the  Class  B  Notes  are  paid  in  full 
and  fourth  (iv)  to  the  payment  of  principal  of  all  outstanding  Class  C  Notes  until  the  Class  C  Notes 
are  paid  in  full,  and  (b)  any  remaining  Proceeds  to  the  payment  of  principal  of  all  outstanding 
Class  C  Notes  until  the  Class  C  Notes  are  paid  in  full; 
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x.  to  the  payment  of  accrued  and  unpaid  interest  on  the  Class  D  Notes  (including  Defaulted  Interest 

and  any  interest  thereon  but  not  including  Class  D  Deferred  Interest); 

xi.  to  the  payment  of  principal  of  first,  pro  rata,  the  Class  A  Notes  up  to  the  amount  specified  in 

clause  (b)(1)  below,  provided,  however,  that  all  principal  allocated  to  the  Class  A-l  Notes  will 
first  be  allocated  to  the  Class  A-la  Notes  until  the  Class  A-la  Notes  are  paid  in  full  and  then  to  the 
Class  A- lb  Notes  until  the  Class  A- lb  Notes  are  paid  in  full,  second,  to  the  payment  of  principal 
of  the  Class  B  Notes  up  to  the  amount  specified  in  clause  (b)(2)  below,  third,  to  the  payment  of 
principal  of  the  Class  C  Notes  up  to  the  amount  specified  in  clause  (b)(3)  below,  and  fourth,  to  the 
payment  of  principal  of  the  Class  D  Notes  up  to  the  amount  specified  in  clause  (b)(4)  below,  in  an 
aggregate  amount  equal  to  the  lesser  of  (a)  the  Amortization  Proceeds  received  or  held  during  the 
related  Due  Period,  and  (b)  the  sum  of  (1)  the  amount  necessary  to  increase  the  Class  A  Adjusted 
Overcollateralization  Ratio  to  or  maintain  it  at  147.1%,  plus  (2)  the  amount  necessary  to  increase 
the  Class  B  Adjusted  Overcollateralization  Ratio  to  or  maintain  it  at  121.0%,  plus  (3)  the  amount 
necessary  to  increase  the  Class  C  Adjusted  Overcollateralization  Ratio  to  or  maintain  it  at  1 14.7%, 
plus  (4)  the  amount  necessary  to  increase  the  Class  D  Adjusted  Overcollateralization  Ratio  to  or 
maintain  it  at  108.1%;  provided  that,  if  the  Net  Outstanding  Portfolio  Collateral  Balance  is  less 
than  U.S. $122,000,000  on  the  Determination  Date  with  respect  to  the  related  Payment  Date,  then 
only  the  amount  described  in  sub-clause  (a)  of  this  clause  (xi)  will  be  apptied,  first,  pro  rata,  to  the 
payment  of  principal  of  all  outstanding  Class  A-l  Notes  and  Class  A-2  Notes  until  the  Class  A-l 
Notes  and  Class  A-2  Notes  are  paid  in  full,  provided,  however,  that  all  principal  allocated  to  the 
Class  A-l  Notes  will  first  be  allocated  to  the  Class  A-la  Notes  until  the  Class  A-la  Notes  are  paid 
in  full  and  then  to  the  Class  A- lb  Notes  until  the  Class  A- lb  Notes  are  paid  in  full,  second,  to  the 
payment  of  principal  of  all  outstanding  Class  B  Notes  until  the  Class  B  Notes  are  paid  in  full, 
third,  to  the  payment  of  principal  of  all  outstanding  Class  C  Notes  until  the  Class  C  Notes  are  paid 
in  full  and  fourth,  to  the  payment  of  principal  of  all  outstanding  Class  D  Notes  until  the  Class  D 
Notes  are  paid  in  full; 

xii.  if  the  Class  D  Overcollateralization  Test  is  not  satisfied  on  the  Determination  Date  with  respect  to 
the  related  Payment  Date  after  giving  effect  to  all  payments  of  principal  on  such  Payment  Date 
(without  giving  effect  to  any  payments  pursuant  to  this  clause  (xii)),  then,  to  the  payment  of 
principal  of  all  outstanding  Class  D  Notes  until  the  Class  D  Notes  are  paid  in  full; 

xiii.  first,  to  the  payment  of  principal  of  the  Class  C  Notes  in  an  amount  equal  to  that  portion  of  the 
principal  of  the  Class  C  Notes  comprised  of  Class  C  Deferred  Interest  unpaid  after  giving  effect  to 
payments  under  clauses  (ix)  and  (xi)  above  (amounts  will  be  considered  unpaid  for  this  purpose  if 
the  principal  balance  of  the  Class  C  Notes  after  giving  effect  to  clauses  (ix)  and  (xi)  above  exceeds 
any  previous  lowest  amount  outstanding)  and  second,  to  the  payment  of  principal  of  the  Class  D 
Notes  in  an  amount  equal  to  that  portion  of  the  principal  of  the  Class  D  Notes  comprised  of  Class 
D  Deferred  Interest  unpaid  after  giving  effect  to  payments  under  clauses  (xi)  and  (xii)  above 
(amounts  will  be  considered  unpaid  for  this  purpose  if  the  principal  balance  of  the  Class  D  Notes 
after  giving  effect  to  clauses  (xi)  and  (xii)  above  exceeds  any  previous  lowest  amount 
outstanding); 

xiv.  after  the  Payment  Date  occurring  in  July  2015,  first,  to  the  payment  of  principal  of  all  outstanding 
Class  C  Notes  until  the  Class  C  Notes  are  paid  in  full  and  second,  to  the  payment  of  principal  of 
all  outstanding  Class  D  Notes  until  the  Class  D  Notes  are  paid  in  full; 

xv.         to  the  payment  of  any  unpaid  Defaulted  Swap  Termination  Payments; 

xvi.  first  (a)  to  the  payment  of  any  remaining  accrued  and  unpaid  Administrative  Expenses  of  the 
Issuers  not  paid  pursuant  to  clauses  (ii)  and  (iii)  above  (as  the  result  of  the  limitations  on  amounts 
set  forth  therein)  in  the  same  order  of  priority  set  forth  above  in  clause  (iii)  excluding  any 
indemnities  (and  legal  expenses  related  thereto)  payable  by  the  Issuers;  second,  (b)  to  the  payment, 
pro  rata,  of  any  indemnities  (and  legal  expenses  related  thereto)  payable  by  the  Issuers  not  paid 
pursuant  to  clause  (iii)  above  (as  the  result  of  the  limitation  on  amounts  set  forth  therein)  in  the 
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same  order  of  priority  set  forth  above  in  clause  (iii);  and  third,  (c)  to  the  Expense  Reserve  Account 
until  the  balance  of  such  account  reaches  U.S.$200,000  (after  giving  effect  to  any  deposits  made 
therein  on  such  Payment  Date  under  clause  (iii)  above);  provided,  however,  that  the  aggregate 
payments  pursuant  to  subclause  (c)  of  this  clause  (xvi)  and  subclause  (c)  of  clause  (iii)  on  any 
Payment  Date  shall  not  exceed  U.S.$250,000; 

xvii.        the  payment  of  the  Class  D  Notes  Amortizing  Principal  Amount; 

xviii.      on  Quarterly  Payment  Dates  only,  any  remaining  amount  to  the  Fiscal  Agent  for  deposit  into  the 
Income  Note  Payment  Account  for  payment  to  the  Holders  of  the  Income  Notes;  and 

xix.        on  each  Payment  Date,  any  remaining  amount  to  be  deposited  to  the  Interest  Collection  Account 
for  distribution  on  the  next  Payment  Date. 

On  the  Business  Day  prior  to  the  Final  Payment  Date,  the  Trustee  will  transfer  all  funds  then  on  deposit  in 
the  Interest  Collection  Account  into  the  Payment  Account  and,  after  the  liquidation  of  (i)  the  Credit  Default  Swap, 
(ii)  the  Collateral  Securities  and  Eligible  Investments  in  the  Collateral  Account,  (iii)  the  Amortization  Proceeds 
drawn  from  the  Collateral  Account  to  the  Payment  Account  and  (iv)  the  Delivered  Obligations  and  Eligible 
Investments  in  the  Delivered  Obligation  Account,  the  Trustee  will  deposit  all  proceeds  therefrom,  into  the  Payment 
Account.  On  the  Final  Payment  Date,  amounts  in  the  Payment  Account  will  be  applied  by  the  Trustee  pursuant  to 
the  Note  Valuation  Report  in  the  manner  and  order  of  priority  set  forth  below: 

i.  to  the  payment  of  the  amounts  referred  to  in  clauses  (i)  through  (vi)  of  the  Priority  of  Payments  for 

Payment  Dates  which  are  not  Final  Payment  Dates,  in  that  order  (without  regard  to  the  limitations 
in  clause  (iii));  provided  that  no  deposit  shall  be  made  to  the  Expense  Reserve  Account  pursuant  to 
subclause  (iii); 

ii.  first,  pro  rata,  to  the  payment  of  the  Class  A- la  Notes  and  the  Class  A- lb  Notes,  in  each  case,  the 

amount  necessary  to  pay  the  outstanding  principal  amount  of  such  Notes  in  full; 

iii.  to  the  payment  to  the  Class  A-2  Notes,  the  amount  necessary  to  pay  the  outstanding  principal 

amounts  of  such  Notes,  in  full; 

iv.  to  the  payment  to  the  Class  B  Notes,  the  amount  necessary  to  pay  the  outstanding  principal 

amount  of  such  Notes  in  full; 

v.  to  the  payment  to  the  Class  C  Notes,  the  amount  necessary  to  pay  accrued  and  unpaid  interest  on 

and  the  outstanding  principal  amount  of  such  Notes  (including  any  Deferred  Interest  and 
Defaulted  Interest  and  any  interest  thereon)  in  full; 

vi.  to  the  payment  to  the  Class  D  Notes,  the  amount  necessary  to  pay  accrued  and  unpaid  interest  on 

and  the  outstanding  principal  amount  of  such  Notes  (including  any  Deferred  Interest  and 
Defaulted  Interest  and  any  interest  thereon)  in  full; 

vii.         to  the  payment  of  the  amounts  referred  to  in  clause  (xv)  of  the  Priority  of  Payments  for  Payment 
Dates  that  are  not  Final  Payment  Dates;  and 

viii.        any  remaining  amount  to  the  Fiscal  Agent  for  deposit  in  the  Income  Note  Payment  Account  for 
payment  to  the  Holders  of  the  Income  Notes. 

Upon  payment  in  full  of  the  last  outstanding  Secured  Note,  the  Issuer  (or  the  Liquidation  Agent  acting 
pursuant  to  the  Liquidation  Agency  Agreement  on  behalf  of  the  Issuer)  will  liquidate  any  remaining  Pledged  Assets, 
including  the  Credit  Default  Swap,  the  Eligible  Investments,  the  Collateral  Securities,  the  Delivered  Obligations  and 
any  other  items  comprising  the  Pledged  Assets  and  deposit  the  proceeds  thereof  in  the  Interest  Collection  Account. 
The  net  proceeds  of  such  liquidation  and  all  available  cash  (other  than  the  U.S.S250  of  capital  contributed  by  the 
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owners  of  the  Issuer  Ordinary  Shares  in  accordance  with  the  Issuer's  Memorandum  and  Articles  of  Association  and 
U.S. $250  representing  a  transaction  fee  to  the  Issuer  and  any  interest  income  earned  on  such  amounts)  will  be 
distributed  in  accordance  with  the  Priority  of  Payments  for  Final  Payment  Dates  and  all  amounts  remaining 
thereafter  will  be  distributed  to  the  Holders  of  the  Income  Notes  as  a  redemption  payment  whereupon  all  of  the 
Notes  and  the  Income  Notes  will  be  canceled. 

Income  Notes 

The  final  payment  on  the  Income  Notes  will  be  made  by  the  Issuer  on  the  Maturity  Date,  unless  redeemed 
or  retired  prior  thereto  in  accordance  with  the  Priority  of  Payments. 

The  Indenture 

The  following  summary  describes  certain  provisions  of  the  Indenture.  The  summary  does  not  purport  to  be 
complete  and  is  subject  to,  and  qualified  in  its  entirety  by  reference  to,  the  provisions  of  the  Indenture. 

Events  of  Default.  An  "Event  of  Default"  under  the  Indenture  includes: 

i.  a  default  in  the  payment,  when  due  and  payable,  of  any  interest  on  any  Class  S  Note,  Class  A  Note 

or  Class  B  Note  or,  if  there  are  no  Class  S  Notes,  Class  A  Notes  or  Class  B  Notes  outstanding,  any 
Class  C  Note  or,  if  there  are  no  Class  S  Notes,  Class  A  Notes,  Class  B  Notes  or  Class  C  Notes 
outstanding,  any  Class  D  Note  and  a  continuation  of  such  default,  in  each  case,  for  a  period  of  7 
days  (or,  in  the  case  of  a  default  in  payment  resulting  solely  from  an  administrative  error  or 
omission  by  the  Trustee,  any  Note  Paying  Agent  or  the  Note  Registrar,  such  default  continues  for 
a  period  of  7  days  after  the  Trustee  is  made  actually  aware  of  such  administrative  error  or 
omission); 

ii.  a  default  in  the  payment  of  principal  due  on  any  Secured  Note  at  its  Stated  Maturity  or  on  any 

Redemption  Date  (or,  in  the  case  of  a  default  in  payment  resulting  solely  from  an  administrative 
error  or  omission  by  the  Trustee,  any  Note  Paying  Agent  or  the  Note  Registrar,  such  default 
continues  for  a  period  of  7  days  after  the  Trustee  is  made  actually  aware  of  such  administrative 
error  or  omission); 

iii.  the  failure  on  any  Payment  Date  to  disburse  amounts  (other  than  in  payment  of  interest  on  any 

Secured  Note  or  principal  of  any  Secured  Note  at  its  Stated  Maturity  or  any  date  set  for 
redemption  as  described  in  (i)  and  (ii)  above)  available  in  the  Payment  Account  in  excess  of  $500 
in  accordance  with  the  Priority  of  Payments  and  a  continuation  of  such  failure  for  a  period  of  7 
days  after  such  failure  has  been  recognized  by  the  Trustee; 

iv.  a  circumstance  in  which  either  of  the  Issuers  becomes  an  investment  company  required  to  be 

registered  or  the  Pledged  Assets  or  any  portion  thereof  becomes  subject  to  regulation  under  the 
Investment  Company  Act; 

v.  a  default,  which  has  a  material  adverse  effect  on  the  Holders  of  the  Secured  Notes  (as  determined 

by  at  least  a  Majority,  by  interest,  of  the  Controlling  Class),  in  the  performance,  or  breach,  of  any 
covenant,  representation,  warranty  or  other  agreement  of  the  Issuers  in  the  Indenture  (it  being 
understood  that  a  failure  to  satisfy  a  Coverage  Test  is  not  a  default  or  breach)  or  in  any  certificate 
or  writing  delivered  pursuant  to  the  Indenture,  or  if  any  representation  or  warranty  of  the  Issuers 
made  in  the  Indenture  or  in  any  certificate  or  writing  delivered  pursuant  thereto  proves  to  be 
incorrect  in  any  material  respect  when  made,  and  the  continuation  of  such  default  or  breach  for  a 
period  of  30  days  after  notice  thereof  shall  have  been  given  to  the  Issuers  and  the  Liquidation 
Agent  by  the  Trustee  or  to  the  Issuers,  the  Liquidation  Agent  and  the  Trustee  by  at  least  a 
Majority,  by  interest,  of  the  Controlling  Class; 
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vi  the  Credit  Default  Swap  is  terminated  (without  replacement)  (excluding  a  termination,  in  part,  in 

connection  with  the  assignment  termination  or  novation  of  a  CDS  Transaction);  and 

vii.         certain  events  of  bankruptcy,  insolvency,  receivership  or  reorganization  of  either  of  the  Issuers. 

If  an  Event  of  Default  should  occur  and  be  continuing,  the  Trustee  may  and  will  (i)  if  the  Credit  Protection 
Buyer  is  in  default  under  the  Credit  Default  Swap,  at  the  direction  of  not  less  than  a  Majority  of  the  Class  S  Notes, 
the  Class  A  Notes  and  the  Class  B  Notes  (the  Class  S  Notes,  the  Class  A  Notes  and  the  Class  B  Notes  voting  as  a 
single  class),  for  so  long  as  any  Class  S  Notes,  Class  A  Notes  or  Class  B  Notes  are  Outstanding;  if  no  Class  S  Notes, 
Class  A  Notes  or  Class  B  Notes  are  Outstanding,  then  the  Class  C  Notes,  for  so  long  as  any  Class  C  Notes  are 
Outstanding;  and  if  no  Class  S  Notes,  Class  A  Notes,  Class  B  Notes  or  Class  C  Notes  are  Outstanding,  the  Class  D 
Notes,  for  so  long  as  any  Class  D  Notes  are  Outstanding;  and  otherwise  (ii)  at  the  direction  of  the  Holders  of  at  least 
a  Majority  of  the  Controlling  Class,  declare  the  principal  of  and  accrued  and  unpaid  interest  on  all  Secured  Notes  to 
be  immediately  due  and  payable  (except  that  in  the  case  of  an  Event  of  Default  described  in  clause  (vi)  or  (vii) 
above,  such  an  acceleration  will  occur  automatically  and  shall  not  require  any  action  by  the  Trustee  or  any  Secured 
Noteholder).  .     . 

If  an  Event  of  Default  should  occur  and  be  continuing,  the  Trustee  is  required  to  retain  the  Pledged  Assets 
intact  and  collect  all  payments  in  respect  of  the  Pledged  Assets  and  continue  making  payments  in  the  manner 
described  under  Priority  of  Payments  unless  (a)  the  Trustee  determines  (which  determination  will  be  based  upon  a 
certificate  from  the  Liquidation  Agent)  that  the  anticipated  proceeds  of  a  sale  or  liquidation  of  the  Pledged  Assets 
based  on  an  estimate  obtained  from  a  nationally  recognized  investment  banking  firm  (which  estimate  takes  into 
account  the  time  elapsed  between  such  estimate  and  the  anticipated  sale  of  the  Pledged  Assets)  would  equal  the 
amount  necessary  to  pay  in  full  (after  deducting  the  reasonable  expenses  of  such  sale  or  liquidation)  the  sum  of  (i) 
the  principal  (including  any  Class  C  Deferred  Interest  and  Class  D  Deferred  Interest)  and  accrued  interest  (including 
all  Defaulted  Interest,  and  interest  thereon)  and  any  other  amounts  due  with  respect  to  all  the  outstanding  Secured 
Notes;  (ii)  all  Administrative  Expenses;  (iii)  any  unpaid  amounts  due  the  Credit  Protection  Buyer  and  any  unpaid 
amounts  due  any  assignee  of  a  CDS  Transaction  net  of  amounts  payable  to  die  Issuer  by  the  Credit  Protection  Buyer 
or  assignee  of  a  CDS  Transaction;  and  (iv)  all  other  items  in  the  Priority  of  Payments  ranking  prior  to  payments  on 
the  Secured  Notes,  and,  in  any  case,  the  Holders  of  a  Majority  of  the  Controlling  Class  agree  with  such 
determination  or  (b)  the  requisite  Holders  of  Notes  as  determined  pursuant  to  the  Indenture  or  the  Holders  of  a  Super 
Majority  of  the  Controlling  Class  (whichever  directed  the  acceleration  of  the  Secured  Notes  pursuant  to  the 
preceding  paragraph)  direct,  subject  to  the  provisions  of  the  Indenture,  the  sale  and  liquidation  of  the  Pledged 
Assets. 

The  Holders  of  a  Majority  of  the  Controlling  Class  will  have  the  right  to  direct  the  Trustee  in  writing  in  the 
conduct  of  any  proceedings  or  in  the  sale  of  any  or  all  of  the  Pledged  Assets,  but  only  if  (i)  such  direction  will  not 
conflict  widi  any  rule  of  law  or  the  Indenture  (including  the  limitations  described  in  the  paragraph  above)  and  (ii)  the 
Trustee  determines  that  such  action  will  not  involve  it  in  liability  (unless  the  Trustee  lias  received  an  indemnity 
which  is  reasonably  acceptable  to  die  Trustee  against  any  such  liability). 

Subject  to  the  provisions  of  die  Indenture  relating  to  the  duties  of  the  Trustee,  in  case  an  Event  of  Default 
with  respect  to  the  Secured  Notes  occurs  and  is  continuing,  the  Trustee  is  under  no  obligation  to  exercise  any  of  the 
rights  or  powers  under  the  Indenture  at  the  request  of  any  Holders  of  Secured  Notes,  unless  such  Holders  have 
offered  to  the  Trustee  reasonable  security  or  an  indemnity  which  is  reasonably  acceptable  to  the  Trustee.  The 
Holders  of  a  Majority  of  the  Controlling  Class  may  waive  any  default  witii  respect  to  the  Secured  Notes,  except  (a)  a 
default  in  the  payment  of  principal  or  interest  on  any  Secured  Note;  (b)  failure  on  any  Payment  Date  to  disburse 
amounts  available  in  the  Payment  Account  in  accordance  with  the  Priority  of  Payments  and  continuation  of  such 
failure  for  a  period  of  seven  (7)  days;  (c)  certain  events  of  bankruptcy  or  insolvency  with  respect  to  the  Issuers;  or 
(d)  a  default  in  respect  of  a  provision  of  the  Indenture  tiiat  cannot  be  modified  or  amended  wifliout  the  waiver  or 
consent  of  the  Holder  of  each  outstanding  Note  adversely  affected  thereby. 

Furthermore,  any  declaration  of  acceleration  of  maturity  of  the  Secured  Notes  may  be  revoked  and  annulled 
by  the  requisite  Holders  of  Notes  as  determined  pursuant  to  the  Indenture  or  the  Holders  of  a  Majority  of  the 
Controlling  Class,  as  applicable,  before  a  judgment  or  decree  for  the  payment  of  money  has  been  obtained  by  the 
Trustee  or  the  Pledged  Assets  have  been  sold  or  foreclosed  in  whole  or  in  part,  by  notice  to  the  Issuers  and  the 
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Trustee,  if  (a)  the  Issuer  has  paid  or  deposited  with  the  Trustee  a  sum  sufficient  to  pay,  in  accordance  with  the 
Priority  of  Payments,  the  principal  and  accrued  interest  (including  all  Defaulted  Interest  and  the  interest  thereon), 
discount  or  other  unpaid  amounts  with  respect  to  the  outstanding  Secured  Notes  and  any  other  administrative 
expenses,  fees  or  other  amounts  that,  under  the  Transaction  Documents  and  pursuant  to  the  Priority  of  Payments,  are 
payable  prior  to  the  payment  of  the  principal  of  and  interest  on  the  outstanding  Secured  Notes,  and  (b)  the  Trustee 
has  determined  that  all  Events  of  Default,  other  than  the  non-payment  of  the  interest  on  or  principal  of  the 
outstanding  Secured  Notes  that  have  become  due  solely  by  such  acceleration,  have  been  cured  and  the  Holders  of  a 
Majority  of  the  Controlling  Class  by  notice  to  the  Trustee  have  agreed  with  such  determination  (which  agreement 
shall  not  be  unreasonably  withheld)  or  waived  such  Event  of  Default  in  accordance  with  the  provisions  set  forth  in 
the  Indenture. 

Only  the  Trustee  may  pursue  the  remedies  available  under  the  Indenture  or  the  Secured  Notes  and  no 
Holder  of  a  Secured  Note  will  have  the  right  to  institute  any  proceeding  with  respect  to  the  Indenture,  its  Note,  or 
otherwise  unless  (i)  such  Holder  previously  has  given  to  the  Trustee  written  notice  of  a  continuing  Event  of  Default; 
(ii)  except  in  the  case  of  a  default  in  the  payment  of  principal  or  interest,  the  Holders  of  at  least  25%,  by  Aggregate 
Outstanding  Amount,  of  the  Controlling  Class  have  made  a  written  request  upon  the  Trustee  to  institute  such 
proceedings  in  its  own  name  as  Trustee  and  such  Holders  have  offered  the  Trustee  an  indemnity  which  is  reasonably 
acceptable  to  the  Trustee;  (iii)  the  Trustee  has  for  30  days  failed  to  institute  any  such  proceeding;  and  (iv)  no 
direction  inconsistent  with  such  written  request  has  been  given  to  the  Trustee  during  such  30-day  period  by  the 
Holders  of  a  Majority  of  the  Controlling  Class. 

In  determining  whether  the  Holders  of  the  requisite  percentage  of  Secured  Notes  have  given  any  direction, 
notice  or  consent,  Secured  Notes  owned  by  the  Issuer,  the  Co-Issuer  or  any  affiliate  thereof  shall  be  disregarded  and 
deemed  not  to  be  outstanding.  In  addition,  Holders  of  Income  Notes  will  not  be  considered  to  be  affiliates  of  the 
Issuer  or  Co-Issuer  by  virtue  of  such  ownership  of  Income  Notes. 

Notices.  Notices  to  the  Holders  of  the  Secured  Notes  shall  be  given  by  first-class  mail,  postage  prepaid,  to 
each  Noteholder  at  the  address  appearing  in  the  applicable  note  register.  In  addition,  if  and  for  so  long  as  any  of  the 
Secured  Notes  are  listed  on  the  Irish  Stock  Exchange  and  so  long  as  the  rules  of  such  exchange  so  require,  notices  to 
the  Holders  of  such  Secured  Notes  shall  also  be  published  by  the  Irish  Listing  Agent  in  the  official  list  thereof  or  as 
otherwise  required  by  the  rules  of  such  exchange. 

Modification  of  the  Indenture.  Without  obtaining  the  consent  of  Holders  of  the  Notes,  the  Issuers  and  the 
Trustee  may  enter  into  one  or  more  supplemental  indentures  for  any  of  the  following  purposes: 

(i)  to  evidence  the  succession  of  any  person  to  either  the  Issuer  or  Co-Issuer  and  the 

assumption  by  any  such  successor  of  the  covenants  of  the  Issuer  or  Co-Issuer  in  the  Notes,  the  Fiscal 
Agency  Agreement  and  under  the  Indenture; 

(ii)  to  add  to  the  covenants  of  the  Issuers  or  the  Trustee  for  the  benefit  of  the  Holders  of  the 
Notes  or  to  surrender  any  right  or  power  conferred  upon  the  Issuers; 

(iii)  to  convey,  transfer,  assign,  mortgage  or  pledge  any  property  to  the  Trustee,  or  add  to  the 
conditions,  limitations  or  restrictions  on  the  authorized  amount,  terms  and  purposes  of  the  issue, 
authentication  and  delivery  of  the  Notes; 

(iv)  to  evidence  and  provide  for  the  acceptance  of  appointment  by  a  successor  trustee  and  to 
add  to  or  change  any  of  the  provisions  of  the  Indenture  as  shall  be  necessary  to  facilitate  the  administration 
of  the  trusts  under  the  Indenture  by  more  than  one  Trustee; 

(v)  to  correct  or  amplify  the  description  of  any  property  at  any  time  subject  to  the  security 
interest  created  by  the  Indenture,  or  to  better  assure,  convey,  and  confirm  unto  the  Trustee  any  property 
subject  or  required  to  be  subject  to  the  security  interest  created  by  the  Indenture  (including,  without 
limitation,  any  and  all  actions  necessary  or  desirable  as  a  result  of  changes  in  law  or  regulations)  or  subject 
to  the  security  interest  created  by  the  Indenture  any  additional  property; 
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(vi)  to  otherwise  correct  any  inconsistency  or  cure  any  ambiguity  or  manifest  error  or  correct 
or  supplement  any  provisions  contained  in  the  Indenture  which  may  be  defective  or  inconsistent  with  any 
provision  contained  in  the  Indenture  or  make  any  modification  that  is  of  a  formal,  minor  or  technical  nature 
or  which  is  made  to  correct  a  manifest  error, 

(vii)  to  take  any  action  necessary  or  advisable  to  prevent  the  Issuer,  the  Trustee,  any  Note 
Paying  Agents  or  the  Fiscal  Agent  from  becoming  subject  to  withholding  or  other  taxes,  fees  or 
assessments  or  to  prevent  the  Issuer  from  being  treated  as  engaged  in  a  United  States  trade  or  business  or 
otherwise  being  subject  to  United  States  federal,  state  or  local  income  tax  on  a  net  income  basis; 

(viii)      to  conform  the  Indenture  to  the  descriptions  contained  in  this  Offering  Circular, 

(ix)  to  comply  with  any  reasonable  requests  made  by  the  Irish  Stock  Exchange  in  order  to  list 
or  maintain  the  listing  of  any  Notes  on  such  stock  exchange;  or 

(x)  to  make  any  other  change  for  the  purpose  of  adding  any  provisions  to,  or  changing  in  any 
manner  or  eliminating  any  of  the  provisions  of,  the  Indenture  or  any  other  Transaction  Document;  provided 
however  that  such  changes  would  have  no  material  adverse  effect  on  any  of  the  Notes  (which  may  be 
evidenced  by  an  opinion  of  counsel  or  a  Noteholder  Poll  (as  hereinafter  defined)). 

With  the  written  consent  of  the  Holders  of  (a)  at  least  a  Majority,  by  Aggregate  Outstanding  Amount,  of  the 
Secured  Notes  materially  adversely  affected  thereby  (voting  together  as  a  single  class)  and  (b)  at  least  a  Majority  of 
the  Income  Notes  materially  adversely  affected  thereby,  the  Trustee  and  the  Issuers  may  execute  a  supplemental 
indenture  to  add  provisions  to,  or  change  in  any  manner  or  eliminate  any  provisions  of,  the  Indenture  or  modify  in 
any  manner  the  rights  of  the  Holders  of  the  Notes. 

Notwithstanding  any  tiling  in  the  Indenture  to  the  contrary,  without  the  written  consent  of  each  Noteholder 
of  each  Class  adversely  affected  thereby  no  supplemental  indenture  may: 

(i)  change  the  Stated  Maturity  of  the  principal  of  or  the  due  date  of  any  installment  of 

interest  or  discount  on  a  Note;  reduce  the  principal  amount  thereof  or  the  rate  of  interest  thereon,  or  the 
applicable  Secured  Note  Redemption  Price  with  respect  thereto;  change  the  earliest  date  on  which  a  Note 
may  be  redeemed;  change  the  provisions  of  the  Indenture  relating  to  the  application  of  proceeds  of  any 
Pledged  Asset  to  the  payment  of  principal  of  or  interest  on  Notes  or  change  any  place  where,  or  the  coin  or 
currency  in  which,  Notes  or  the  principal  thereof  or  interest  thereon  are  payable;  or  impair  the  right  to 
institute  suit  for  the  enforcement  of  any  such  payment  on  or  after  the  Stated  Maturity  thereof  or  other  due 
date  thereof  (or,  in  the  case  of  redemption,  on  or  after  the  Redemption  Date); 

(ii)  reduce  the  percentage  in  aggregate  principal  amount  of  Holders  of  the  Notes  of  each 
Class  whose  consent  is  required  for  the  authorization  of  any  supplemental  indenture  or  for  any  waiver  of 
compliance  with  certain  provisions  of  the  Indenture  or  certain  defaults  under  the  Indenture  or  their 
consequences; 

(iii)  impair  or  adversely  affect  the  Pledged  Assets  except  as  otherwise  permitted  by  the 
Indenture; 

(iv)  permit  the  creation  of  any  security  interest  ranking  prior  to  or  on  a  parity  with  the  security 
interest  created  by  the  Indenture  with  respect  to  any  part  of  the  Pledged  Assets  or  terminate  such  security 
interest  on  any  property  at  any  time  subject  thereto  or  deprive  the  Holder  of  any  Note,  the  Trustee  or  any 
other  Secured  Party  of  the  security  afforded  by  the  lien  of  the  Indenture; 

(v)  reduce  the  percentage  of  Holders  of  the  Notes  of  each  Class  whose  consent  is  required  to 
request  the  Trustee  to  preserve  the  Collateral  Assets  or  rescind  the  Trustee's  election  to  preserve  the 
Collateral  Assets  or  to  sell  or  liquidate  the  Collateral  Assets  pursuant  to  the  Indenture; 
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(vi)  modify  any  of  the  provisions  of  the  Indenture  with  respect  to  supplemental  indentures, 
except  to  increase  the  percentage  of  Outstanding  Notes  whose  Holders'  consent  is  required  for  any  such 
action  or  to  provide  that  other  provisions  of  the  Indenture  cannot  be  modified  or  waived  without  the 
consent  of  the  Holder  of  each  outstanding  Note  adversely  affected  thereby; 

(vii)  modify  the  definition  of  the  term  "Outstandings"  or  the  Priority  of  Payments  set  forth  in 
the  Indenture; 

(viii)  modify  any  of  the  provisions  of  the  Indenture  in  such  a  manner  as  to  affect  the  calculation 
of  the  amount  of  any  payment  of  interest  on  or  principal  of  any  Secured  Note  or  modify  any  amount 
distributable  to  the  Fiscal  Agent  for  payment  to  the  Holders  of  the  Income  Notes  on  any  Quarterly  Payment 
Date  or  to  affect  the  right  of  the  Holders  of  the  Notes  or  the  Trustee  to  the  benefit  of  any  provisions  for  the 
redemption  of  such  Notes  contained  therein; 

(ix)  amend  any  provision  of  the  Indenture  or  any  other  agreement  entered  into  by  the  Issuer 
with  respect  to  the  transactions  contemplated  by  the  Indenture  relating  to  the  institution  of  proceedings  for 
the  Issuer  or  the  Co-Issuer  to  be  adjudicated  as  bankrupt  or  insolvent,  or  the  consent  of  the  Issuer  or  the  Co- 
Issuer  to  the  institution  of  bankruptcy  or  insolvency  proceedings  against  it,  or  the  filing  with  respect  to  the 
Issuer  or  the  Co-Issuer  of  a  petition  or  answer  or  consent  seeking  reorganization,  arrangement,  moratorium 
or  liquidation  proceedings,  or  other  proceedings  under  the  United  States  Bankruptcy  Code  or  any  similar 
laws,  or  the  consent  of  the  Issuer  or  the  Co-Issuer  to  the  filing  of  any  such  petition  or  the  appointment  of  a 
receiver,  liquidator,  assignee,  trustee  or  sequestrator  (or  other  similar  official)  of  the  Issuer  or  the  Co-Issuer 
or  any  substantial  part  of  its  property,  respectively; 

(x)  increase  the  amount  of  the  Liquidation  Agent  Fees  payable  to  the  Liquidation  Agent 
beyond  the  amount  provided  for  in  the  original  Liquidation  Agency  Agreement; 

(xi)  amend  any  provision  of  the  Indenture  or  any  other  agreement  entered  into  by  the  Issuer 
with  respect  to  the  transactions  contemplated  thereby  that  provides  that  the  obligations  of  the  Issuers  or  the 
Issuer,  as  die  case  may  be,  are  limited  recourse  obligations  of  the  Issuers  or  the  Issuer,  respectively,  payable 
solely  from  the  Pledged  Assets  in  accordance  with  the  terms  of  the  Indenture; 

(xii)  at  the  time  of  execution  of  such  supplemental  indenture,  cause  payments  made  by  or  to 
the  Issuer,  the  Credit  Protection  Buyer,  the  Liquidation  Agent  or  any  Paying  Agents  to  become  subject  to 
withholding  or  other  taxes,  fees  or  assessments  or  cause  the  Issuer  to  be  treated  as  engaged  in  a  United 
States  trade  or  business  or  otherwise  be  subject  to  United  States  federal,  state  or  local  income  tax  on  a  net 
income  basis;  or 

(xiii)  at  die  time  of  the  execution  of  such  supplemental  indenture,  result  in  a  deemed  sale  or 
exchange  of  any  of  the  Notes  under  Section  1001  of  the  Code  (items  (i)  through  (xiii)  above  collectively, 
the  "Reserved  Matters"). 

Notwithstanding  anything  to  the  contrary  herein,  no  supplement  or  amendment  to  the  Indenture  will  be 
effective  until  the  consent  of  each  of  the  Credit  Protection  Buyer  (which  shall  not  be  unreasonably  withheld)  and  the 
Liquidation  Agent  (which  consent  shall  not  be  unreasonably  withheld)  has  been  obtained. 

Under  the  Indenture,  in  making  the  determination  of  whether  a  proposed  amendment  lias  or  would  have  no 
material  adverse  effect  on  any  of  the  Notes,  which  Notes  are  materially  adversely  affected  by  a  proposed 
amendment  or  which  Classes  of  Notes  are  adversely  affected  by  any  Reserved  Matter  (each  such  determination,  an 
"Amendment  Determination"),  the  Trustee  may  rely  on  an  opinion  of  counsel.  If  no  opinion  of  counsel  is  provided 
with  respect  to  a  proposed  amendment,  a  Noteholder  Poll  shall  be  conclusively  determinative  of  such  Amendment 
Determination  and  the  Trustee  shall  be  entitled  to  conclusively  rely  on  such  Noteholder  Poll.  The  results  of  such 
Noteholder  Poll  shall  be  conclusive  and  binding  on  the  Issuer  and  all  present  and  future  Noteholders. 

"Noteholder  Poll"  with  respect  to  a  proposed  supplemental  indenture  means  the  following: 


70 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-00091 2644 


Footnote  Exhibits  -  Page  5743 


The  Trustee  will  (at  the  expense  of  the  Issuer)  give  written  notice  of  such  proposed  supplemental  indenture 
to  the  Holders  of  the  Secured  Notes  and  to  the  Fiscal  Agent  for  notification  by  the  Fiscal  Agent  to  the  Holders  of  the 
Income  Notes.  If  any  Holder  of  a  Note  of  a  Class  delivers  a  written  objection  to  any  portion  of  such  supplemental 
indenture  to  the  Trustee,  in  the  case  of  the  Secured  Notes,  and  the  Fiscal  Agent,  in  the  case  of  the  Income  Notes, 
within  20  Business  Days  after  the  date  on  which  such  notice  was  given  by  the  Trustee  or  the  Fiscal  Agent,  as 
applicable,  each  Note  of  such  Class  will  be  deemed  to  be  both  adversely  affected  and  materially  and  adversely 
affected.  If  no  Holder  of  a  Note  of  a  Class  delivers  a  written  objection  to  the  Trustee  or  the  Fiscal  Agent,  as 
applicable,  within  such  period,  all  Notes  of  such  Class  shall  be  deemed  not  to  be  materially  and  adversely  affected 
and  not  to  be  adversely  affected  by  such  supplemental  indenture.  The  Fiscal  Agent  will  promptly  communicate  to 
the  Trustee  the  receipt  of  any  such  written  objection  from  a  Holder  of  an  Income  Note  or  if  no  such  written  objection 
is  received  within  the  prescribed  time  period,  that  no  written  objections  were  received  from  any  Income  Noteholder. 

Under  the  Indenture,  the  Trustee  will  deliver  a  copy  of  any  proposed  supplemental  indenture  to  the  Holders 
of  the  Secured  Notes,  the  Fiscal  Agent,  the  Rating  Agencies  (for  so  long  as  any  of  the  Notes  are  outstanding  and 
rated  by  the  Rating  Agencies),  the  Credit  Protection  Buyer  and  the  Liquidation  Agent  not  later  than  20  Business 
Days  prior  to  execution  of  a  proposed  supplemental  indenture.  The  Fiscal  Agent  will  deliver  a  copy  of  the  same  to 
the  Holders  of  the  Income  Notes.  For  so  long  as  any  of  the  Notes  are  outstanding  and  rated  by  the  Rating  Agencies, 
no  supplemental  indenture  shall  be  entered  into  unless  the  Rating  Agency  Condition  is  met;  provided  that  the 
Trustee  shall,  with  the  consent  of  the  Holders  of  100%  of  the  Aggregate  Outstanding  Amount  of  Secured  Notes  of 
each  Class  and  the  Income  Notes,  whose  consent,  in  the  case  of  the  Income  Notes,  will  be  communicated  to  the 
Fiscal  Agent  for  notice  to  the  Trustee,  the  Liquidation  Agent  and  the  Credit  Protection  Buyer,  enter  into  any  such 
supplemental  indenture  notwithstanding  any  potential  reduction  or  withdrawal  of  the  ratings  of  any  outstanding 
Class  of  Notes.  The  Trustee  must  provide  notice  of  any  amendment  or  modification  of  the  Indenture  (whether  or  not 
required  to  be  approved  by  such  parties)  to  the  Holders  of  the  Secured  Notes,  the  Fiscal  Agent,  the  Liquidation 
Agent,  the  Credit  Protection  Buyer  and  if  and  for  so  long  as  any  Secured  Notes  are  listed  on  the  Irish  Stock 
Exchange,  the  Irish  Paying  Agent  promptly  upon  the  execution  of  such  supplemental  indenture.  The  Fiscal  Agent 
will  provide  notice  of  any  such  amendment  or  modification  of  the  Indenture  to  the  Holders  of  the  Income  Notes  and 
if  and  for  so  long  as  any  Income  Notes  are  listed  on  the  Irish  Stock  Exchange,  the  Irish  Paying  Agent  promptly  upon 
the  execution  of  such  supplemental  indenture. 

In  connection  with  any  amendment,  the  Trustee  may  require  the  delivery  of  an  opinion  of  counsel 
satisfactory  to  it  (which  opinion  of  counsel  may  rely  on  an  officer's  certificate  from  the  Liquidation  Agent),  at  the 
expense  of  the  Issuer,  that  such  amendment  is  permitted  under  the  terms  of  the  Indenture. 

In  addition,  the  Issuers  and  the  Trustee  may  enter  into  any  additional  agreements  not  expressly  prohibited 
by  the  Indenture  or  any  other  Transaction  Document 

Jurisdictions  of  Incorporation  and  Formation.  Under  the  Indenture,  the  Issuer  and  the  Co-Issuer  will  be 
required  to  maintain  their  rights  and  franchises  as  a  company  incorporated  under  the  laws  of  the  Cayman  Islands  and 
a  corporation  formed  under  laws  of  the  State  of  Delaware,  respectively,  to  comply  with  the  provisions  of  their 
respective  organizational  documents  and  to  obtain  and  preserve  their  qualification  to  do  business  as  foreign 
corporations  in  each  jurisdiction  in  which  such  qualifications  are  or  shall  be  necessary  to  protect  the  validation  and 
enforceability  of  the  Indenture,  the  Secured  Notes,  or  any  of  the  Pledged  Assets;  provided,  however,  that  the  Issuers 
shall  be  entitled  to  change  their  jurisdictions  of  incorporation  from  the  Cayman  Islands  or  Delaware,  as  applicable, 
to  any  other  jurisdiction  reasonably  selected  by  such  Issuer  or  Co-Issuer,  as  applicable,  and  approved  by  its  common 
shareholders,  so  long  as  (i)  the  Issuer  or  Co-Issuer,  as  applicable,  does  not  believe  such  change  is  disadvantageous  in 
any  material  respect  to  such  entity  or  the  Holders  of  any  Class  of  Secured  Notes;  (ii)  written  notice  of  such  change 
shall  have  been  given  by  the  Issuer  or  Co-Issuer,  as  applicable  to  the  other  of  the  Issuer  or  Co-Issuer,  as  applicable, 
the  Trustee,  the  Note  Paying  Agent,  the  Liquidation  Agent,  the  Credit  Protection  Buyer,  the  Holders  of  each  Class  of 
Notes,  and  each  of  the  Rating  Agencies  at  least  thirty  (30)  Business  Days  prior  to  such  change  of  jurisdiction  and  the 
Rating  Agency  Condition  with  respect  to  S&P  shall  have  been  satisfied  with  respect  to  such  change;  and  (iii)  on  or 
prior  to  the  25th  Business  Day  following  such  notice  the  Trustee  shall  not  have  received  written  notice  from  Holders 
of  a  Majority  of  the  Controlling  Class,  the  Liquidation  Agent  or  the  Credit  Protection  Buyer  or,  if  and  so  long  as  any 
Notes  are  listed  thereon,  the  Irish  Stock  Exchange  objecting  to  such  change. 
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Petitions  for  Bankruptcy.  The  Indenture  will  provide  that  neither  (i)  the  Paying  Agents,  the  Liquidation 
Agent,  the  Note  Registrar,  or  the  Trustee,  in  its  own  capacity,  or  on  behalf  of  any  Secured  Noteholder,  nor  (ii)  the 
Secured  Noteholders  may,  prior  to  the  date  which  is  one  year  and  one  day  (or,  if  longer,  the  applicable  preference 
period  then  in  effect)  after  the  payment  in  full  of  all  Notes,  institute  against,  or  join  any  other  person  in  instituting 
against,  the  Issuer  or  Co-Issuer  any  bankruptcy,  reorganization,  arrangement,  moratorium,  liquidation  or  similar 
proceedings  under  the  laws  of  any  jurisdiction. 

Satisfaction  and  Discharge  of  the  Indenture.  The  Indenture  will  be  discharged  with  respect  to  the  Pledged 
Assets  securing  the  Secured  Notes  upon  delivery  to  the  Note  Paying  Agent  for  cancellation  all  of  the  Secured  Notes 
and  the  payment  in  full  of  the  Secured  Notes,  or,  within  certain  limitations  (including  the  obligation  to  pay  principal 
and  interest),  upon  deposit  with  the  Trustee  of  funds  sufficient  for  the  payment  or  redemption  thereof  and  the 
payment  by  the  Issuers  of  all  other  amounts  due  under  the  Indenture. 

Trustee.  LaSalle  Bank  National  Association  will  be  the  Trustee  under  the  Indenture.  The  Issuers  and  their 
affiliates  may  maintain  other  banking  relationships  in  the  ordinary  course  of  business  with  the  Trustee.  The 
payment  of  the  fees  and  expenses  of  the  Trustee  relating  to  the  Secured  Notes  is  solely  the  obligation  of  the  Issuers. 
The  Trustee  and/or  its  affiliates  may  receive  compensation  in  connection  with  the  Trustee's  investment  of  trust 
assets  in  certain  Eligible  Investments  as  provided  in  the  Indenture  and  in  connection  with  the  Trustee's 
administration  of  any  securities  lending  activities  of  the  Issuer. 

The  Indenture  contains  provisions  for  the  mdemnification  of  the  Trustee  for  any  loss,  liability  or  expense 
incurred  without  negligence,  willful  misconduct  or  bad  faith  on  its  part,  arising  out  of  or  in  connection  with  the 
acceptance  or  administration  of  the  Indenture.  The  Trustee  will  not  be  bound  to  take  any  action  unless  indemnified 
for  such  action  The  Secured  Noteholders  shall  together  have  the  power,  exercisable  by  the  Controlling  Class,  to 
remove  the  Trustee  as  set  forth  in  the  Indenture.  The  removal  of  the  Trustee  shall  not  become  effective  until  the 
later  of  the  effective  date  of  the  appointment  of  a  successor  trustee  and  the  acceptance  of  appointment  by  a  successor 
trustee.  If  the  Trustee  is  removed  without  cause,  costs  and  expenses  of  the  Trustee  incurred  in  connection  with  the 
transfer  to  the  successor  Trustee  shall  be  paid  by  the  successor  Trustee  or  the  Issuer. 

Agents.  LaSalle  Bank  National  Association  will  be  the  Note  Paying  Agent,  the  Note  Registrar,  the  Note 
Calculation  Agent  and  the  Note  Transfer  Agent  under  the  Indenture.  The  Issuers  and  their  affiliates  may  maintain 
other  banking  relationships  in  the  ordinary  course  of  business  with  LaSalle  Bank  National  Association.  The 
payment  of  the  fees  and  expenses  of  LaSalle  Bank  National  Association,  as  the  Paying  Agent,  the  Note  Registrar, 
the  Note  Calculation  Agent  and  the  Note  Transfer  Agent  relating  to  the  Notes  is  solely  the  obligation  of  the  Issuers. 
The  Indenture  contains  provisions  for  the  indemnification  of  LaSalle  Bank  National  Association  for  any  loss, 
liability  or  expense  incurred  without  gross  negligence,  willful  misconduct,  default  or  bad  faith  on  its  part  arising  out 
of  or  in  connection  with  the  acceptance  or  administration  of  the  Indenture. 

Irish  Paying  Agent.  If  and  for  so  long  as  any  of  the  Secured  Notes  or  the  Income  Notes  are  listed  on  the 
Irish  Stock  Exchange,  and  the  rules  of  such  exchange  shall  so  require,  the  Issuers  will  have  an  Irish  Paying  Agent  in 
accordance  with  the  requirements  of  the  rules  of  such  exchange  for  the  Notes.  The  Issuers  and  their  affiliates  may 
maintain  other  relationships  in  the  ordinary  course  of  business  with  the  Irish  Paying  Agent.  The  payment  of  the  fees 
and  expenses  of  the  Irish  Paying  Agent  relating  to  the  Notes  is  solely  the  obligation  of  the  Issuers. 

Status  of  the  Income  Notes.  The  Holders  of  the  Income  Notes  will  have  certain  rights  to  vote  with  respect  to 
limited  matters  arising  under  the  Indenture  and  the  Liquidation  Agency  Agreement  including,  without  limitation,  in 
connection  with  certain  modifications  to  the  Indenture.  However,  the  Holders  of  the  Income  Notes  will  have  no 
right  to  vote  in  connection  with  the  realization  of  the  Pledged  Assets  or  certain  other  matters  under  the  Indenture. 

Fiscal  Agency  Agreement 

The  Income  Notes  will  be  issued  by  the  Issuer  and  administered  in  accordance  with  a  Fiscal  Agency 
Agreement  (the  "Fiscal  Agency  Agreement")  between  LaSalle  Bank  National  Association  as  fiscal  agent  (in  such 
capacity,  the  "Fiscal  Agent").  The  following  summary  describes  certain  provisions  of  the  Income  Notes  and  the 
Fiscal  Agency  Agreement.  This  summary  does  not  purport  to  be  complete  and  is  subject  to,  and  qualified  in  its 
entirety  by  reference  to,  the  provisions  of  the  Fiscal  Agency  Agreement.    After  the  closing,  copies  of  the  Fiscal 
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Agency  Agreement  may  be  obtained  by  prospective  investors  upon  request  in  writing  to  the  Fiscal  Agent  at  LaSalle 
Bank  National  Association,  181  W.  Madison  Street,  32nd  Floor,  Chicago,  Illinois  60602,  Attention:  CDO  Trust 
Services  Group  — Anderson  Mezzanine  Funding  2007-1,  Ltd.  (telephone  number  (3 12)  992-53 12). 

Pursuant  to  the  Fiscal  Agency  Agreement,  the  Fiscal  Agent  and  the  Income  Notes  Transfer  Agent  will 
perform  various  fiscal  services  on  behalf  of  the  Holders  of  the  Income  Notes.  The  payment  of  the  fees  and  expenses 
of  the  Fiscal  Agent  and  Income  Notes  Transfer  Agent  is  solely  the  obligation  of  the  Issuer.  The  Fiscal  Agency 
Agreement  contains  provisions  for  the  indemnification  of  the  Fiscal  Agent  and  Income  Notes  Transfer  Agent  for  any 
loss,  liability  or  expense  incurred  without  gross  negligence,  willful  misconduct  or  bad  faith  oh  its  part,  arising  out  of 
or  in  connection  with  the  acceptance  or  administration  of  the  Fiscal  Agency  Agreement. 

Status.  The  Income  Notes  are  not  secured  by  the  Pledged  Assets  securing  the  Secured  Notes.  There  can  be 
no  assurance  that,  after  payment  of  principal  and  interest  on  the  Secured  Notes  and  other  fees  and  expenses  of  the 
Issuers  in  accordance  with  the  Priority  of  Payments,  the  Issuer  will  have  funds  remaining  to  make  payments  in 
respect  of  the  Income  Notes.  As  a  result,  the  rights  of  the  Income  Note  holders  to  receive  payments  will  rank  (i) 
behind  the  rights  of  all  secured  creditors  of  the  Issuer,  whether  known  or  unknown,  including  the  Holders  of  the 
Secured  Notes,  the  Liquidation  Agent  and  the  Credit  Protection  Buyer  and  (ii)  pari  passu  with  all  unsecured 
creditors  of  the  Issuer,  whether  known  or  unknown  The  Issuer,  pursuant  to  the  Indenture,  has  pledged  substantially 
all  of  its  assets  to  secure  the  Secured  Notes  and  certain  other  obligations  of  the  Issuer.  The  proceeds  of  such  assets 
will  only  be  available  to  make  payments  in  respect  of  the  Income  Notes  as  and  when  such  proceeds  are  released 
from  the  lien  of  the  Indenture  in  accordance  with  the  Priority  of  Payments.  See  " — Priority  of  Payments." 

Payment.  On  each  Quarterly  Payment  Date,  to  the  extent  funds  are  available  therefor,  and  after  the  Secured 
Notes  and  certain  other  amounts  due  and  payable  on  such  Quarterly  Payment  Date  that  rank  senior  to  payments  on 
the  Income  Notes  have  been  paid  in  full,  Proceeds  will  be  released  from  the  hen  of  the  Indenture  in  accordance  with 
the  Priority  of  Payments  and  paid  to  the  Fiscal  Agent  on  such  Quarterly  Payment  Date  for  payment  to  the  Holders  of 
the  Income  Notes.  See  " — Status  and  Security", " — Interest  on  the  Secured  Notes"  and  " — Principal." 

Payments  on  any  Income  Note  will  be  made  to  the  person  in  whose  name  such  Income  Note  is  registered 
10  Business  Days'  prior  to  the  applicable  Quarterly  Payment  Date.  Payments  will  be  made  by  wire  transfer  in 
immediately  available  funds  to  a  U.S.  Dollar  account  maintained  by  the  Holder  thereof  appearing  in  the  Income 
Notes  Register  in  accordance  with  wire  transfer  instructions  received  from  such  Holder  by  the  Fiscal  Agent  on  or 
before  the  Record  Date  or,  if  no  wire  transfer  instructions  are  received  by  the  Fiscal  Agent,  by  a  U.S.  Dollar  check 
drawn  on  a  bank  in  the  United  States.  Final  distributions  or  payments  made  in  the  course  of  a  winding  up  of  the 
Issuer  will  be  made  only  against  surrender  of  the  certificate  representing  such  Income  Notes  at  the  office  of  the 
Income  Notes  Transfer  Agent.  The  Income  Notes  Transfer  Agent  will  communicate  or  cause  communications  of 
such  distributions  and  payments  and  the  related  Payment  Date  to  the  Issuer,  the  Fiscal  Agent,  Euroclear  and 
Clearstream. 

Modification  of  the  Fiscal  Agency  Agreement.  The  Fiscal  Agency  Agreement  may  be  amended  by  the 
Issuer  and  the  Fiscal  Agent  without  the  consent  of  any  of  the  Income  Noteholders  for  any  of  the  following  purposes: 
(i)  to  evidence  the  succession  of  any  person  to  either  the  Issuer  or  Co-Issuer  and  the  assumption  by  any  such 
successor  of  the  covenants  of  the  Issuer  or  Co-Issuer  in  the  Notes,  the  Fiscal  Agency  Agreement  and  the  Indenture; 
(ii)  to  add  to  the  covenants  of  the  Issuers  or  the  Fiscal  Agent  for  the  benefit  of  the  Holders  of  the  Notes  or  to 
surrender  any  right  or  power  conferred  upon  the  Issuers;  (iii)  to  cure  any  ambiguity  or  manifest  error  or  correct  or 
supplement  any  provisions  contained  herein  which  may  be  defective  or  inconsistent  with  any  provision  contained 
herein  or  make  any  modification  that  is  of  a  formal,  minor  or  technical  nature  or  which  is  made  to  correct  a  manifest 
error;  (iv)  to  take  any  action  necessary  or  advisable  to  prevent  the  Issuer,  the  Trustee,  any  Note  Paying  Agents  or  the 
Fiscal  Agent  from  becoming  subject  to  withholding  or  other  taxes,  fees  or  assessments  or  to  prevent  the  Issuer  from 
being  treated  as  engaged  in  a  United  States  trade  or  business  or  otherwise  being  subject  to  United  States  federal, 
state  or  local  income  tax  on  a  net  income  basis;  (v)  to  conform  the  Fiscal  Agency  Agreement  to  the  descriptions 
contained  in  this  Offering  Circular,  (vi)  to  comply  with  any  reasonable  requests  made  by  the  Irish  Stock  Exchange 
in  order  to  list  or  maintain  the  listing  of  any  Notes  on  such  stock  exchange;  or  (vii)  to  make  any  other  change  for  the 
purpose  of  adding  any  provisions  to,  or  changing  in  any  manner  or  eliminating  any  of  the  provisions  of,  the  Fiscal 
Agency  Agreement;  provided,  however  that  such  changes  would  have  no  material  adverse  effect  on  any  of  the 
Notes. 
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The  Fiscal  Agency  Agreement  may  also  be  amended  from  time  to  time  by  the  Issuer  and  the  Fiscal  Agent 
with  the  consent  of  a  Majority  of  Income  Noteholders  for  the  purpose  of  adding  any  provisions  to  or  changing  in  any 
manner  or  eliminating  any  of  the  provisions  of  the  Fiscal  Agency  Agreement,  or  of  modifying  in  any  manner  the 
rights  of  the  Income  Noteholders;  provided,  that  no  such  amendment  shall  (i)  reduce  in  any  manner  the  amount  of, 
or  delay  the  timing  of,  or  change  the  allocation  of,  the  payments  on  the  Income  Notes  or  (ii)  reduce  the  voting 
percentage  of  the  Income  Noteholders  required  to  consent  to  any  amendment  to  the  Fiscal  Agency  Agreement,  in 
each  case  without  the  consent  of  the  Income  Noteholders  of  all  of  the  Income  Notes. 

Income  Notes  Register.  The  Fiscal  Agent  will  initially  be  appointed  as  Income  Notes  Transfer  Agent  (in 
such  capacity,  the  "Income  Notes  Transfer  Agent")  for  the  purpose  of  registering  and  administrating  the  transfer  of 
Income  Notes.  The  Income  Notes  Transfer  Agent  shall  maintain  at  its  offices,  a  register  (the  "Income  Notes 
Register")  in  which  it  shall  provide  for  the  registration  of  Income  Notes  and  the  registration  of  transfers  of  Income 
Notes  in  accordance  with  the  Fiscal  Agency  Agreement. 

Notices.  Notices  to  the  Income  Note  holders  will  be  given  by  first  class  mail,  postage  prepaid,  to  the 
registered  holders  of  the  Income  Notes  at  their  addresses  appearing  in  the  Income  Notes  Register.  In  addition,  if  and 
for  so  long  as  any  of  the  Income  Notes  are  listed  on  the  Irish  Stock  Exchange  and  so  long  as  the  rules  of  such 
exchange  so  require,  notices  to  the  Holders  of  such  Income  Notes  shall  also  be  published  by  the  Irish  Listing  Agent 
in  the  official  list  thereof  as  otherwise  required  by  the  rules  of  such  exchange. 

Governing  Law  of  the  Transaction  Documents 

The  Indenture,  the  Fiscal  Agency  Agreement,  the  Notes,  the  Credit  Default  Swap  and  the  Liquidation 
Agency  Agreement  will  be  governed  by,  and  construed  in  accordance  with,  the  laws  of  the  State  of  New  York 
applicable  to  agreements  made  and  to  be  performed  therein  without  regard  to  the  conflict  of  laws  principles  thereof. 
Under  the  Indenture,  the  Fiscal  Agency  Agreement  and  the  Liquidation  Agency  Agreement,  the  Issuers  have 
submitted  irrevocably  to  the  non-exclusive  jurisdiction  of  the  courts  of  the  State  of  New  York  and  the  courts  of  the 
United  States  of  America  in  the  State  of  New  York  (in  each  case  sitting  in  the  County  of  New  York)  for  the 
purposes  of  hearing  and  determining  any  suit,  action  or  proceedings  or  settling  any  disputes  arising  out  of  or  in 
connection  with  the  Indenture,  the  Notes,  the  Fiscal  Agency  Agreement  and  the  Liquidation  Agency  Agreement. 

Form  of  the  Notes 

The  Notes.  Each  Class  of  Notes  (other  than  the  Income  Notes)  sold  in  reliance  on  Rule  144A  under  the 
Securities  Act  will  be  represented  by  one  or  more  Rule  144A  Global  Notes  and  will  be  deposited  with  LaSalle  Bank 
National  Association  as  custodian  for  DTC  and  registered  in  the  name  of  Cede  &  Co.,  a  nominee  of  DTC.  Each  of 
the  Income  Notes  which  are  sold  either  to  (1)  a  qualified  institutional  buyer  as  defined  in  Rule  144A  under  the 
Securities  Act  purchasing  for  its  own  account  or  for  the  account  of  a  Qualified  Institution  Buyer  or  (2)  in  the  case  of 
the  Income  Notes  only,  an  Accredited  Investor  who  has  a  net  worth  of  not  less  than  U.S.  $10  million  will  be  issued 
in  definitive,  fully  registered  form,  registered  in  the  name  of  the  owner  thereof  ("Definitive  Notes").  The  Rule  144  A 
Global  Notes  and  the  Definitive  Notes  (and  any  Notes  issued  in  exchange  therefor)  will  be  subject  to  certain 
restrictions  on  transfer  as  set  forth  under  "Notice  to  Investors." 

Each  Class  of  Notes  sold  in  offshore  transactions  in  reliance  on  Regulation  S  will  initially  be  represented 
by  a  Temporary  Regulation  S  Global  Note  deposited  on  the  Closing  Date  with  LaSalle  Bank  National  Association  as 
custodian  for  DTC  and  registered  in  the  name  of  Cede  &  Co.,  a  nominee  of  DTC,  for  the  respective  accounts  of 
Euroclear  and  Clearstream.  Beneficial  interests  in  a  Temporary  Regulation  S  Global  Note  may  be  held  only  through 
Euroclear  or  Clearstream.  Beneficial  interests  in  a  Temporary  Regulation  S  Global  Note  will  be  exchanged  for 
beneficial  interests  in  a  permanent  Regulation  S  Global  Note  (the  "Regulation  S  Global  Note")  for  the  related  Class 
of  Notes  in  definitive,  fully  registered  form  upon  the  later  of  (i)  the  expiration  of  the  Distribution  Compliance  Period 
and  (ii)  the  first  date  on  which  the  requisite  certifications  (in  the  form  provided  in  the  Indenture)  are  provided  to  the 
Trustee.  The  Regulation  S  Global  Note  will  be  registered  in  the  name  of  Cede  &  Co.,  a  nominee  of  DTC,  and 
deposited  with  LaSalle  Bank  National  Association  as  custodian  for  DTC  for  credit  to  the  accounts  of  Euroclear  and 
Clearstream  for  the  respective  accounts  of  the  Holders  of  such  Notes.  Beneficial  interests  in  a  Regulation  S  Global 
Note  may  be  held  only  through  Euroclear  or  Clearstream. 


74 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-0009 12648 


Footnote  Exhibits  -  Page  5747 


A  beneficial  interest  in  a  Regulation  S  Global  Note  or  a  Temporary  Regulation  S  Global  Note  may  be 
transferred,  whether  before  or  after  the  expiration  of  the  Distribution  Compliance  Period,  to  a  U.S.  person  only,  with 
respect  to  the  Class  S  Notes,  the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C  Notes  or  the  Class  D  Notes,  in  the 
form  of  a  beneficial  interest  in  a  Rule  144A  Global  Note,  and,  with  respect  to  any  Regulation  S  Income  Notes,  in  the 
form  of  a  definitive  Income  Note,  as  applicable,  and  only  upon  receipt  by  the  Note  Transfer  Agent  or  Income  Notes 
Transfer  Agent,  as  applicable,  of  a  written  certification  from  the  transferor  (in  the  form  provided  in  the  Indenture  or 
the  Fiscal  Agency  Agreement,  as  applicable)  to  the  effect  that  the  transfer  is  being  made  to  a  person  the  transferor 
reasonably  believes  is  (a)  a  Qualified  Institutional  Buyer  or,  solely  in  the  case  of  the  Income  Notes,  an  Accredited 
Investor  who  has  a  net  worth  of  not  less  than  U.S.  $10  million  and  (b)  a  Qualified  Purchaser.  In  addition,  transfers 
of  a  beneficial  interest  in  a  Regulation  S  Global  Note  or  Temporary  Regulation  S  Global  Note  to  a  person  who  takes 
delivery  in  the  form  of  an  interest  in  a  Rule  144A  Global  Note  or,  a  Definitive  Note  in  the  case  of  the  Income  Notes, 
may  occur  only  in  denominations  greater  than  or  equal  to  the  minimum  denominations  applicable  to  the  Rule  144A 
Global  Notes  or  in  a  principal  amount  of  not  less  than  $250,000. 

A  beneficial  interest  in  a  Rule  144  A  Global  Note  may  be  transferred  to  a  person  who  takes  delivery  in  the 
form  of  an  interest  in  a  Temporary  Regulation  S  Global  Note  or  a  Regulation  S  Global  Note,  as  the  case  may  be, 
whether  during  or  after  the  expiration  of  the  Distribution  Compliance  Period,  only  upon  receipt  by  the  Note 
Registrar  or  Income  Notes  Transfer  Agent,  as  applicable,  of  a  written  certification  from  the  transferor  (in  the  form 
provided  in  the  Indenture)  to  the  effect  that  such  transfer  is  being  made  to  a  non  U.S.  Person  in  accordance  with 
Rule  903  or  904  of  Regulation  S. 

Any  beneficial  interest  in  one  of  the  Global  Notes  that  is  transferred  to  the  person  who  takes  delivery  in  the 
form  of  an  interest  in  another  Global  Note  will,  upon  transfer,  cease  to  be  an  interest  in  such  Global  Note  and 
become  an  interest  in  the  other  Global  Note  and,  accordingly,  will  thereafter  be  subject  to  all  transfer  restrictions  and 
other  procedures  applicable  to  beneficial  interests  in  such  other  Global  Note  for  as  long  as  it  remains  such  interest. 

Except  in  the  limited  circumstances  described  below,  owners  of  beneficial  interests  in  any  Global  Note  will 
not  be  entitled  to  receive  a  Definitive  Note.  The  Notes  are  not  issuable  in  bearer  form. 

Each  Note  will  be  issued  in  minimum  denominations  of  U.S.$250,000  (in  the  case  of  Rule  144A  Notes  and 
in  the  case  of  Income  Notes  sold  to  Accredited  Investors)  and  U.S.$100,000  (in  the  case  of  Regulation  S  Notes)  and 
integral  multiples  of  U.S.S1  in  excess  thereof. 

Global  Notes.  Upon  the  issuance  of  the  Global  Notes,  DTC  or  its  custodian  will  credit,  on  its  internal 
system,  the  respective  aggregate  original  principal  amount  of  the  individual  beneficial  interests  represented  by  such 
Global  Notes  to  the  accounts  of  persons  who  have  accounts  with  DTC.  Such  accounts  initially  will  be  designated  by 
or  on  behalf  of  the  Initial  Purchaser.  Ownership  of  beneficial  interests  in  Global  Notes  will  be  limited  to  persons 
who  have  accounts  with  DTC  ("participants")  or  persons  who  hold  interests  through  participants.  Ownership  of 
beneficial  interests  in  a  Global  Note  will  be  shown  on,  and  the  transfer  of  that  ownership  will  be  effected  only 
through,  records  maintained  by  DTC  or  its  nominee  (with  respect  to  interests  of  participants)  and  the  records  of 
participants  (with  respect  to  interests  of  persons  other  than  participants). 

So  long  as  DTC,  or  its  nominee,  is  the  registered  owner  or  Holder  of  the  Global  Notes,  DTC  or  such 
nominee,  as  the  case  may  be,  will  be  considered  the  sole  owner  or  Holder  of  each  Class  of  the  Notes  represented  by 
such  Global  Notes  for  all  purposes  under  the  Indenture  and  such  Notes.  Unless  DTC  notifies  the  Issuers  that  it  is 
unwilling  or  unable  to  continue  as  depositary  for  a  global  note  or  ceases  to  be  a  "Clearing  Agency"  registered  under 
the  Exchange  Act,  owners  of  the  beneficial  interests  in  the  Global  Notes  will  not  be  entitled  to  have  any  portion  of 
such  Global  Notes  registered  in  their  names,  will  not  receive  or  be  entitled  to  receive  physical  delivery  of  Notes  in 
certificated  form  and  will  not  be  considered  to  be  the  owners  or  Holders  of  any  Notes  under  the  Indenture.  In 
addition,  no  beneficial  owner  of  an  interest  in  the  Global  Notes  will  be  able  to  transfer  that  interest  except  in 
accordance  with  DTC's  applicable  procedures  (in  addition  to  those  under  the  Indenture  referred  to  herein  and,  if 
applicable,  those  of  Euroclear  and  Clearstream). 

Investors  may  hold  their  interests  in  a  Regulation  S  Global  Note  or  a  Temporary  Regulation  S  Global  Note 
directly  through  Clearstream  or  Euroclear,  if  they  are  participants  in  these  systems,  or  indirectly  through 
organizations  which  are  participants  in  these  systems.     Clearstream  and  Euroclear  will  hold  interests  in  the 
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Regulation  S  Global  Notes  on  behalf  of  their  participants  through  their  respective  depositaries,  which  in  turn  will 
hold  the  interests  in  the  Regulation  S  Global  Notes  and  Temporary  Regulation  S  Global  Notes  in  customers' 
securities  accounts  in  the  depositories'  names  on  the  books  of  DTC.  Investors  may  hold  their  interests  in  a  Rule 
144 A  Global  Note  directly  through  DTC  if  they  are  participants  in  the  system,  or  indirectly  through  organizations 
which  are  participants  in  the  system. 

Payments  of  the  principal  of  and  interest  on  the  Global  Notes  will  be  made  to  DTC  or  its  nominee,  as  the 
registered  owner  thereof.  Neither  the  Issuers,  the  Trustee  nor  any  paying  agent  will  have  any  responsibility  or 
liability  for  any  aspect  of  the  records  relating  to  or  payments  made  on  account  of  beneficial  ownership  interests  in 
the  Global  Notes  or  for  any  notice  permitted  or  required  to  be  given  to  Holders  of  Notes  or  any  consent  given  or 
actions  taken  by  DTC  as  Holder  of  Notes.  The  Issuers  expect  that  DTC  or  its  nominee,  upon  receipt  of  any  payment 
of  principal  or  interest  in  respect  of  a  Global  Note  representing  any  Notes  held  by  it  or  its  nominee,  will  immediately 
credit  participants'  accounts  with  payments  in  amounts  proportionate  to  their  respective  interests  in  the  principal 
amount  of  such  Global  Notes  as  shown  on  the  records  of  DTC  or  its  nominee.  The  Issuers  also  expect  that  payments 
by  participants  to  owners  of  interests  in  such  Global  Notes  held  through  such  participants  will  be  governed  by 
standing  instructions  and  customary  practices,  as  is  now  the  case  with  securities  held  for  the  accounts  of  customers 
registered  in  the  names  of  nominees  for  such  customers.  Such  payments  will  be  the  responsibility  of  such 
participants. 

Transfers  between  participants  will  be  effected  in  the  ordinary  way  in  accordance  with  DTC  rules  and  will 
be  settled  in  same-day  funds.  The  laws  of  some  jurisdictions  require  that  certain  persons  take  physical  delivery  of 
securities  in  definitive  form.  Consequently,  the  ability  to  transfer  beneficial  interests  in  Global  Notes  to  these 
persons  may  be  limited.  Because  DTC  can  only  act  on  behalf  of  participants,  who  in  turn  act  on  behalf  of  indirect 
participants  and  certain  banks,  the  ability  of  a  person  having  a  beneficial  interest  in  Global  Notes  to  pledge  its 
interest  to  persons  or  entities  that  do  not  participate  in  the  DTC  system  or  otherwise  take  actions  in  respect  of  its 
interest,  may  be  affected  by  the  lack  of  a  physical  certificate  of  the  interest  Transfers  between  account  holders  in 
Euroclear  and  Clearstream  will  be  effected  in  the  ordinary  way  in  accordance  with  their  respective  rules  and 
operating  procedures. 

Subject  to  compliance  with  the  transfer  restrictions  applicable  to  the  Notes  described  above,  cross-market 
transfers  between  DTC  participants,  on  the  one  hand,  and,  directly  or  indirectly  through  Euroclear  or  Clearstream 
account  holders;  on  the  other,  will  be  effected  in  DTC  in  accordance  with  DTC  rules  on  behalf  of  Euroclear  or 
Clearstream,  as  the  case  may  be,  by  its  respective  depositary;  however,  these  cross-market  transactions  will  require 
delivery  of  instructions  to  Euroclear  or  Clearstream,  as  the  case  may  be,  by  the  counterparty  in  the  system  in 
accordance  with  its  rules  and  procedures  and  within  its  established  deadlines  (Brussels  time).  Euroclear  or 
Clearstream  as  the  case  may  be,  will,  if  the  transaction  meets  its  settlement  requirements,  deliver  instructions  to  its 
respective  depositary  to  take  action  to  effect  final  settlement  on  its  behalf  by  delivering  or  receiving  interests  in  a 
Temporary  Regulation  S  Global  Note  or  a  Regulation  S  Global  Note  in  DTC,  and  making  or  receiving  payment  in 
accordance  with  normal  procedures  for  a  same-day  funds  settlement  applicable  to  DTC.  Clearstream  and  Euroclear 
account  holders  may  not  deliver  instructions  directly  to  the  depositaries  for  Clearstream  or  Euroclear. 

Because  of  time  zone  differences,  the  securities  account  of  a  Euroclear  or  Clearstream  participant 
purchasing  an  interest  in  a  Global  Note  from  a  DTC  participant  will  be  credited  during  the  securities  settlement 
processing  day  (which  must  be  a  Business  Day  for  Euroclear  or  Clearstream,  as  the  case  may  be)  immediately 
following  the  DTC  settlement  date  and  the  credit  of  any  transactions  in  interests  in  a  Global  Note  settled  during  the 
processing  day  will  be  reported  to  the  relevant  Euroclear  or  Clearstream  participant  on  that  day.  Cash  received  in 
Euroclear  or  Clearstream  as  a  result  of  sales  of  interests  in  a  Global  Note  by  or  through  a  Euroclear  or  Clearstream 
participant  to  a  DTC  participant  will  be  received  with  value  on  the  DTC  settlement  date  but  will  be  available  in  the 
relevant  Euroclear  or  Clearstream  cash  account  only  as  of  the  Business  Day  following  settlement  in  DTC. 

DTC  has  advised  the  Issuers  that  it  will  take  any  action  permitted  to  be  taken  by  a  Holder  of  the  Notes 
(including  the  presentation  of  the  applicable  Notes  for  exchange  as  described  below)  only  at  the  direction  of  one  or 
more  participants  to  whose  account  with  DTC  interests  in  a  Global  Note  are  credited  and  only  in  respect  of  that 
portion  of  the  aggregate  principal  amount  of  the  Notes  as  to  which  the  participant  or  participants  has  or  have  given 
direction. 
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The  giving  of  notices  and  other  communications  by  DTC  to  participants,  by  participants  to  persons  who 
hold  accounts  with  them  and  by  such  persons  to  Holders  of  beneficial  interests  in  a  Global  Note  will  be  governed  by 
arrangements  between  them,  subject  to  any  statutory  or  regulatory  requirements  as  may  exist  from  time  to  time. 

DTC  has  advised  the  Issuers  as  follows:  DTC  is  a  limited  purpose  trust  company  organized  under  the  laws 
of  the  State  of  New  York,  a  member  of  the  Federal  Reserve  System,  a  "clearing  corporation"  within  the  meaning  of 
the  Uniform  Commercial  Code  and  a  "Clearing  Agency"  registered  pursuant  to  the  provisions  of  Section  17A  of  the 
Exchange  Act.  DTC  was  created  to  hold  securities  for  its  participants  and  facilitate  the  clearance  and  settlement  of 
securities  transactions  between  participants  through  electronic  book-entry  changes  in  accounts  of  its  participants, 
thereby  eliminating  the  need  for  physical  movement  of  certificates.  Participants  include  securities  brokers  and 
dealers,  banks,  trust  companies  and  clearing  corporations  and  may  include  certain  other  organizations.  Indirect 
access  to  the  DTC  system  is  available  to  others  such  as  banks,  brokers,  dealers  and  Oust  companies  that  clear 
through  or  maintain  a  custodial  relationship  with  a  participant,  either  directly  or  indirectly  ("indirect  participants"). 

Clearstream.  Clearstream  Banking,  soci&e"  anonyme,  was  incorporated  as  a  limited  liability  company 
under  Luxembourg  law.  Clearstream  is  owned  by  Cedel  International,  societe  anonyme,  and  Deutsche  Borse  AG. 
The  shareholders  of  these  two  entities  are  banks,  securities  dealers  and  financial  institutions. 

Clearstream  holds  securities  for  its  customers  and  facilitates  the  clearance  and  settlement  of  securities 
transactions  between  Clearstream  customers  through  electronic  book-entry  changes  in  accounts  of  Clearstream 
customers,  thus  eliminating  the  need  for  physical  movement  of  certificates.  Clearstream  provides  to  its  customers, 
among  other  things,  services  for  safekeeping,  administration,  clearance  and  settlement  of  internationally  traded 
securities,  securities  lending  and  borrowing  and  collateral  management.  Clearstream  interfaces  with  domestic 
markets  in  a  number  of  countries.  Clearstream  has  established  an  electronic  bridge  with  Euroclear  Bank  S.  A./N.  V., 
the  operator  of  the  Euroclear  System,  to  facilitate  settlement  of  trades  between  Clearstream  and  Euroclear. 

As  a  registered  bank  in  Luxembourg,  Clearstream  is  subject  to  regulation  by  the  Luxembourg  Commission 
for  the  Supervision  of  the  Financial  Sector.  Clearstream  customers  are  recognized  financial  institutions  around  the 
world,  including  underwriters,  securities  brokers  and  dealers,  banks,  trust  companies  and  clearing  corporations.  In 
the  United  States,  Clearstream  customers  are  limited  to  securities  brokers  and  dealers  and  banks  and  may  include  the 
Initial  Purchaser.  Other  institutions  that  maintain  a  custodial  relationship  with  a  Clearstream  customer  may  obtain 
indirect  access  to  Clearstream.  Clearstream  is  an  indirect  participant  in  DTC. 

Distributions  with  respect  to  the  Notes  held  beneficially  through  Clearstream  will  be  credited  to  cash 
accounts  of  Clearstream  customers  in  accordance  with  its  rules  and  procedures,  to  the  extent  received  by 
Clearstream. 

The  Euroclear  System.  The  Euroclear  System  was  created  in  1968  to  hold  securities  for  participants  of  the 
Euroclear  System  and  to  clear  and  settle  transactions  between  Euroclear  participants  through  simultaneous  electronic 
book-entry  delivery  against  payment,  thus  eliminating  the  need  for  physical  movement  of  certificates  and  risk  from 
lack  of  simultaneous  transfers  of  securities  and  cash.  Transactions  may  now  be  settled  in  many  currencies,  including 
U.S.  Dollars  and  Japanese  Yen.  The  Euroclear  System  provides  various  other  services,  including  securities  lending 
and  borrowing  and  interfaces  with  domestic  markets  in  several  countries  generally  similar  to  the  arrangements  for 
cross-market  transfers  with  DTC  described  above. 

The  Euroclear  System  is  operated  by  Euroclear  Bank  S.A./N.V.  (the  "Euroclear  Operator"),  under  contract 
with  Euroclear  Clearance  System  pic,  a  U.K.  corporation  (the  "Euroclear  Clearance  System").  The  Euroclear 
Operator  conducts  all  operations,  and  all  Euroclear  securities  clearance  accounts  and  Euroclear  cash  accounts  are 
accounts  with  the  Euroclear  Operator,  not  the  Euroclear  Clearance  System.  The  Euroclear  Clearance  System 
establishes  policy  for  the  Euroclear  System  on  behalf  of  Euroclear  participating  organizations.  Euroclear 
participants  include  banks  (including  central  banks),  securities  brokers  and  dealers  and  other  professional  financial 
intermediaries  and  may  include  the  Initial  Purchaser.  Indirect  access  to  the  Euroclear  System  is  also  available  to 
other  firms  that  clear  through  or  maintain  a  custodial  relationship  with  a  Euroclear  participant,  either  directly  or 
indirectly.  Euroclear  is  an  indirect  participant  in  DTC. 
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The  Euroclear  Operator  is  a  Belgian  bank.  The  Belgian  Banking  Commission  regulates  and  examines  the 
Euroclear  Operator. 

The  Terms  and  Conditions  Governing  Use  of  Euroclear  and  the  related  Operating  Procedures  of  the 
Euroclear  System  and  applicable  Belgian  law  govern  securities  clearance  accounts  and  cash  accounts  with  the 
Euroclear  Operator.  Specifically,  these  terms  and  conditions  govern: 

(a)  transfers  of  securities  and  cash  within  the  Euroclear  System; 

(b)  withdrawal  of  securities  and  cash  from  the  Euroclear  System;  and 

(c)  receipts  of  payments  with  respect  to  securities  in  the  Euroclear  System. 

All  securities  in  the  Euroclear  System  are  held  on  a  fungible  basis  without  attribution  of  specific  certificates 
to  specific  securities  clearance  accounts.  The  Euroclear  Operator  acts  under  the  terms  and  conditions  only  on  behalf 
of  Euroclear  participants  and  has  no  record  of  or  relationship  with  persons  holding  securities  through  Euroclear 
participants. 

Distributions  with  respect  to  Notes  held  beneficially  through  Euroclear  will  be  credited  to  the  cash  accounts 
of  Euroclear  participating  organizations  in  accordance  with  the  Euroclear  Terms  and  Conditions,  to  the  extent 
received  by  the  Euroclear  Operator  and  by  Euroclear. 

Although  DTC,  Clearstream  and  Euroclear  have  agreed  to  the  foregoing  procedures  in  order  to  facilitate 
transfers  of  interests  in  the  Regulation  S  Global  Notes  and  in  the  Rule  144A  Global  Notes  among  participants  of 
DTC,  Clearstream  and  Euroclear,  they  are  under  no  obligation  to  perform  or  continue  to  perform  these  procedures, 
and  the  procedures  may  be  discontinued  at  any  time.  Neither  the  Issuers  nor  the  Trustee  will  have  any  responsibility 
for  the  performance  by  DTC,  Clearstream,  Euroclear  or  their  respective  participants  or  indirect  participants  of  their 
respective  obligations  under  the  rules  and  procedures  governing  their  operations. 

Payments;  Certifications  by  Holders  of  Temporary  Regulation  S  Global  Notes.  A  Holder  of  a  beneficial 
interest  in  a  Temporary  Regulation  S  Global  Note  must  provide  Clearstream  or  Euroclear,  as  the  case  may  be,  with  a 
certificate  in  the  form  required  by  the  Indenture  certifying  that  the  beneficial  owner  of  the  interest  in  such  Global 
Note  is  not  a  U.S.  Person  (as  defined  in  Regulation  S),  and  Clearstream  or  Euroclear,  as  the  case  may  be,  must 
provide  to  the  Trustee  a  certificate  in  the  form  required  by  the  Indenture  prior  to  (i)  the  payment  of  interest  or 
principal. with  respect  to  such  Holder's  beneficial  interest  in  the  Temporary  Regulation  S  Global  Note  and  (ii)  any 
exchange  of  such  beneficial  interest  for  a  beneficial  interest  in  a  Regulation  S  Global  Note. 

Individual  Definitive  Notes.  The  Class  S  Notes,  the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C  Notes, 
the  Class  D  Notes  and  the  Regulation  S  Income  Notes  will  be  initially  issued  in  global  form.  The  Income  Notes 
(other  than  the  Regulation  S  Income  Notes)  will  not  be  global  and  will  be  represented  by  one  or  more  Definitive 
Notes.  If  DTC  or  any  successor  to  DTC  advises  the  Issuer  in  writing  that  it  is  at  any  time  unwilling  or  unable  to 
continue  as  a  depositary  for  the  reasons  described  in  " — Global  Notes"  and  a  successor  depositary  is  not  appointed 
by  the  Issuers  within  90  days  or  as  a  result  of  any  amendment  to  or  change  in,  the  laws  or  regulations  of  the  Cayman 
Islands  or  the  State  of  Delaware,  as  applicable,  or  of  any  authority  therein  or  thereof  having  power  to  tax  or  in  the 
interpretation  or  administration  of  such  laws  or  regulations  which  become  effective  on  or  after  the  Closing  Date,  the 
Issuers,  the  Note  Paying  Agent  or  the  Fiscal  Agent  is  or  will  be  required  to  make  any  deduction  or  withholding  from 
any  payment  in  respect  of  the  Notes  which  would  not  be  required  if  the  Notes  were  in  definitive  form  and  the  Issuers 
will  issue  Definitive  Notes  in  registered  form  in  exchange  for  the  Regulation  S  Global  Notes  and  the  Rule  144A 
Global  Notes,  as  the  case  may  be.  Upon  receipt  of  such  notice  from  DTC,  the  Issuers  will  use  their  best  efforts  to 
make  arrangements  with  DTC  for  the  exchange  of  interests  in  the  Global  Notes  for  individual  Definitive  Notes  and 
cause  the  requested  individual  Definitive  Notes  to  be  executed  and  delivered  to  the  Note  Registrar  or  Income  Notes 
Transfer  Agent,  as  applicable,  in  sufficient  quantities  and  authenticated  by  or  on  behalf  of  the  Note  Transfer  Agent 
or  Income  Notes  Transfer  Agent,  as  applicable,  for  delivery  to  Holders  of  the  Notes.  Persons  exchanging  interests  in 
a  Global  Note  for  individual  Definitive  Notes  will  be  required  to  provide  to  the  Note  Transfer  Agent  or  the  Income 
Notes  Transfer  Agent,  as  applicable,  through  DTC,  Clearstream  or  Euroclear,  (i)  written  instructions  and  other 
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information  required  by  the  Issuers,  the  Note  Transfer  Agent  and  the  Income  Notes  Transfer  Agent  to  complete, 
execute  and  deliver  such  individual  Definitive  Notes,  (ii)  in  the  case  of  an  exchange  of  an  interest  in  a  Rule  144A 
Global  Note,  such  certification  as  to  (a)  Qualified  Institutional  Buyer  status  or,  solely  in  the  case  of  the  Income 
Notes,  as  to  Accredited  Investor  status  and  (b)  that  such  Holder  is  a  Qualified  Purchaser,  as  the  Issuers  shall  require 
and  (iii)  in  the  case  of  an  exchange  of  an  interest  in  a  Regulation  S  Global  Note,  such  certification  as  the  Issuers 
shall  require  as  to  non-U.S.  Person  status.  In  all  cases,  individual  Definitive  Notes  delivered  in  exchange  for  any 
Global  Note  or  beneficial  interests  therein  will  be  registered  in  the  names,  and  issued  in  denominations  in 
compliance  with  the  minimum  denominations  specified  for  the  applicable  Global  Notes,  requested  by  DTC. 

Individual  Definitive  Notes  will  bear,  and  be  subject  to,  such  legend  as  the  Issuers  require  in  order  to  assure 
compliance  with  any  applicable  law.  Individual  Definitive  Notes  will  be  transferable  subject  to  the  minimum 
denomination  applicable  to  the  Rule  144A  Global  Notes  and  Regulation  S  Global  Notes,  in  whole  or  in  part,  and 
exchangeable  for  individual  Definitive  Notes  of  the  same  Class  at  the  office  of  the  Note  Paying  Agent,  Note 
Transfer  Agent,  Income  Notes  Transfer  Agent  or  the  office  of  any  transfer  agent,  upon  compliance  with  the 
requirements  set  forth  in  the  Indenture  or  the  Fiscal  Agency  Agreement,  as  applicable.  Individual  Definitive  Notes 
may  be  transferred  through  any  transfer  agent  upon  the  delivery  and  duly  completed  assignment  of  such  Notes. 
Upon  transfer  of  any  individual  Definitive  Note  in  part,  the  Note  Transfer  Agent  or  Income  Notes  Transfer  Agent,  as 
applicable,  will  issue  in  exchange  therefor  to  the  transferee  one  or  more  individual  Definitive  Notes  in  the  amount 
being  so  transferred  and  will  issue  to  the  transferor  one  or  more  individual  Definitive  Notes  in  the  remaining  amount 
not  being  transferred.  No  service  charge  will  be  imposed  for  any  registration  of  transfer  or  exchange,  but  payment 
of  a  sum  sufficient  to  cover  any  tax  or  other  governmental  charge  may  be  required.  The  Holder  of  a  restricted 
individual  Definitive  Note  may  transfer  such  Note,  subject  to  compliance  with  the  provisions  of  the  legend  thereon 
Upon  the  transfer,  exchange  or  replacement  of  Notes  bearing  the  legend,  or  upon  specific  request  for  removal  of  the 
legend  on  a  Note,  the  Issuer  will  deliver  only  Notes  that  bear  such  legend,  or  will  refuse  to  remove  such  legend,  as 
the  case  may  be,  unless  there  is  delivered  to  the  Issuer  such  satisfactory  evidence,  which  may  include  an  opinion  of 
counsel,  as  may  reasonably  be  required  by  the  Issuer  that  neither  the  legend  nor  the  restrictions  on  transfer  set  forth 
therein  are  required  to  ensure  compliance  with  the  provisions  of  the  Securities  Act  and  the  Investment  Company 
Act.  Payments  of  principal  and  interest  on  individual  Definitive  Notes  shall  be  payable  by  the  Note  Paying  Agents 
or  the  Fiscal  Agent,  as  applicable,  by  U.S.  Dollar  check  drawn  on  a  bank  in  the  United  States  of  America  and  sent 
by  mail  to  the  registered  Holder  thereof,  by  wire  transfer  in  immediately  available  funds.  In  addition,  if  and  for  so 
long  as  any  Notes  are  listed  on  the  Irish  Stock  Exchange  and  the  rules  of  such  exchange  shall  so  require,  in  the  case 
of  a  transfer  or  exchange  of  individual  Definitive  Notes,  a  Holder  thereof  may  effect  such  transfer  or  exchange  by 
presenting  such  Notes  at,  and  obtaining  a  new  individual  Definitive  Note  from  the  office  of  the  Irish  Paying  Agent, 
in  the  case  of  a  transfer  of  only  a  part  of  an  individual  Definitive  Note,  a  new  individual  Definitive  Note  in  respect 
of  the  balance  of  the  principal  amount  of  the  individual  Definitive  Note  not  transferred  will  be  delivered  at  the  office 
of  the  Irish  Stock  Exchange  and  in  the  case  of  a  replacement  of  any  lost,  stolen,  mutilated  or  destroyed  individual 
Definitive  Notes,  a  Holder  thereof  may  obtain  a  new  individual  Definitive  Note  from  the  Irish  Paying  Agent. 

The  Income  Notes.  The  Regulation  S  Income  Notes  will  initially  be  in  global  form.  The  Income  Notes 
(other  than  Regulation  S  Income  Notes)  will  not  be  global  and  will  be  represented  by  one  or  more  Income  Note 
Certificates  in  definitive  form.  All  Income  Notes  will  be  subject  to  certain  restrictions  on  transfer  as  set  forth  under 
"Notice  to  Investors." 

Income  Notes  may  be  transferred  only  (i)  upon  receipt  by  the  Issuer  and  Income  Notes  Transfer  Agent  of 
an  Income  Notes  Purchase  and  Transfer  Letter  to  the  effect  that  the  transfer  is  being  made  (a)  to  a  Qualified 
Institutional  Buyer  that  has  acquired  an  interest  in  the  Income  Notes  in  a  transaction  meeting  the  requirements  of 
Rule  144A  or  (b)  to  an  Accredited  Investor  having  a  net  worth  of  not  less  than  U.S.$10  million  in  a  transaction 
exempt  from  registration  under  the  Securities  Act,  who  is  a  Qualified  Purchaser  or  (ii)  to  a  non-U.S.  Person  in  an 
offshore  transaction  complying  with  Rule  903  or  Rule  904  of  Regulation  S.  The  transferee  of  an  Income  Note  (other 
than  a  Regulation  S  Income  Note)  must  also  make  certain  other  representations  applicable  to  such  transferee,  as  set 
forth  in  the  Income  Notes  Purchase  and  Transfer  Letter. 

Each  Purchaser  of  a  Regulation  S  Income  Note  will  be  deemed  by  its  purchase  to  have  represented  and 
warranted  as  set  forth  under  "Notice  to  Investors." 
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Payments  on  the  Income  Notes  on  any  Payment  Date  will  be  made  to  the  person  in  whose  name  the 
relevant  Income  Note  is  registered  in  the  Income  Notes  Register  as  of  the  close  of  business  10  Business  Days  prior 
to  such  Payment  Date. 

USE  OF  PROCEEDS 

The  gross  proceeds  associated  with  the  offering  of  the  Notes  are  expected  to  equal  approximately 
U.S.S308, 400,000.  Approximately  U.S. $1,655,000  of  such  gross  proceeds  will  be  applied  by  the  Issuer  to  pay 
upfront  fees  and  expenses  associated  with  the  offering  of  the  Notes.  On  the  Closing  Date  or  promptly  thereafter  as 
is  consistent  with  customary  settlement  procedures,  pursuant  to  agreements  to  purchase  entered  into  on  or  before  the 
Closing  Date,  the  Issuer  will  apply  the  net  proceeds  to  purchase  the  Collateral  Securities  and  Eligible  Investments 
described  herein  having  an  aggregate  Principal  Balance  of  approximately  U.S. $305,000,000  and  will  have  entered 
into  the  Credit  Default  Swap.  In  addition,  on  the  Closing  Date,  approximately  U.S. $200,000  of  the  net  proceeds 
from  the  issuance  of  the  Notes  will  be  deposited  into  the  Expense  Reserve  Account. 

RATINGS  OF  THE  NOTES 

It  is  a  condition  to  the  issuance  of  the  Notes  that  the  Class  S  Notes,  the  Class  A- la  Notes,  the  Class  A- lb 
Notes  and  the  Class  A-2  Notes  be  rated  "Aaa"  by  Moody's  and  "AAA"  by  S&P,  that  the  Class  B  Notes  be  rated  at 
least  "Aa2"  by  Moody's  and  at  least  "AA"  by  S&P,  that  the  Class  C  Notes  be  rated  at  least  "A2"  by  Moody's  and  at 
least  "A"  by  S&P  and  that  the  Class  D  Notes  be  rated  at  least  "Baa2"  by  Moody's  and  at  least  "BBB"  by  S&P.  The 
Income  Notes  will  not  be  rated  by  either  Rating  Agency.  A  rating  is  not  a  recommendation  to  buy,  sell  or  hold 
securities  and  may  be  subject  to  revision  or  withdrawal  at  any  time. 

If  and  for  so  long  as  any  Class  of  Notes  is  listed  on  the  Irish  Stock  Exchange,  the  Trustee  will  inform  the 
Irish  Paying  Agent  if  any  rating  assigned  to  any  Class  of  Notes  is  reduced  or  withdrawn. 

Moody's  Ratings 

The  ratings  assigned  to  the  Secured  Notes  by  Moody's  are  based  upon  its  assessment  of  the  probability  that 
the  Credit  Default  Swap  and  the  Collateral  Assets  will  provide  sufficient  funds  to  pay  such  Secured  Notes,  based 
largely  upon  Moody's  statistical  analysis  of  historical  default  rates  on  debt  obligations  with  various  ratings,  expected 
recovery  rates  on  the  Reference  Obligations  and  the  Collateral  Assets,  the  asset  and  interest  coverage  required  for 
such  Secured  Notes  (which  is  achieved  through  the  subordination  of  more  junior  Notes),  and  the  diversification 
requirements  that  the  Pledged  Assets  must  satisfy. 

Moody's  rating  of  (i)  the  Class  S  Notes,  the  Class  A  Notes  and  the  Class  B  Notes  addresses  the  ultimate 
cash  receipt  of  all  required  principal  payments  and  the  timely  cash  receipt  of  all  interest  or  premium  payments  as 
provided  in  the  governing  documents  and  (ii)  the  Class  C  Notes  and  the  Class  D  Notes  addresses  the  ultimate  cash 
receipt  of  all  required  interest  and  principal  payments  as  provided  in  the  governing  documents.  Moody's  ratings  are 
based  on  the  expected  loss  posed  to  the  Holders  of  the  Notes  relative  to  the  promise  of  receiving  the  present  value, 
calculated  using  a  discounted  rate  equal  to  the  promised  interest  rate  of  such  payments.  Moody's  analyzes  the 
likelihood  that  each  debt  obligation  included  in  the  portfolio  will  default,  based  on  historical  default  rates  for  similar 
debt  obligations,  the  historical  volatility  of  such  default  rates  (which  increases  as  securities  with  lower  ratings  are 
added  to  the  portfolio)  and  an  additional  default  assumption  to  account  for  future  fluctuations  in  defaults.  Moody's 
then  determines  the  level  of  credit  protection  necessary  to  achieve  the  expected  loss  associated  with  the  rating  of  the 
structured  securities,  taking  into  account  the  potential  recovery  value  of  the  Pledged  Assets  and  the  expected 
volatility  of  the  default  rate  of  the  portfolio  based  on  the  level  of  diversification  by  issuer  and  industry. 

In  addition  to  these  quantitative  tests,  Moody's  ratings  take  into  account  qualitative  features  of  a 
transaction,  including  the  experience  of  the  Liquidation  Agent,  the  legal  structure  and  the  risks  associated  with  such 
structure,  its  view  as  to  the  quality  of  the  participants  in  the  transaction  and  other  factors  that  it  deems  relevant. 


80 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-000912654 


Footnote  Exhibits  -  Page  5753 


S&P  Ratings 

S&P  will  rate  the  Secured  Notes  in  a  manner  similar  to  the  manner  in  which  it  rates  other  structured  issues. 
The  ratings  assigned  to  the  Class  S  Notes,  the  Class  A  Notes  and  the  Class  B  Notes  by  S&P  address  the  likelihood 
of  the  timely  payment  of  interest  and  the  ultimate  payment  of  principal  on  such  Secured  Notes.  The  ratings  assigned 
to  the  Class  C  Notes  and  the  Class  D  Notes  by  S&P  address  the  likelihood  of  the  ultimate  payment  of  interest  and 
principal  on  such  Secured  Notes.  This  requires  an  analysis  of  the  following:  (i)  credit  quality  of  the  Pledged  Assets 
securing  the  Secured  Notes;  (ii)  cash  flow  used  to  pay  liabilities  and  the  priorities  of  these  payments;  and  (iii)  legal 
considerations.  Based  on  these  analyses,  S&P  determines  the  necessary  level  of  credit  enhancement  needed  to 
achieve  a  desired  rating. 

S&P's  analysis  includes  the  application  of  its  proprietary  default  expectation  computer  model,  the  Standard 
&  Poor's  CDO  Monitor  (which  will  be  provided  to  the  Issuer),  which  is  used  to  estimate  the  default  rate  the 
portfolio  is  likely  to  experience.  The  Standard  &  Poor's  CDO  Monitor  calculates  the  projected  cumulative  default 
rate  of  a  pool  of  collateral  consistent  with  a  specified  benchmark  rating  level  based  upon  S&P's  proprietary 
corporate  debt  default  studies.  The  Standard  &  Poor's  CDO  Monitor  takes  into  consideration  die  rating  of  each 
issuer  or  obligor,  the  number  of  issuers  or  obligors,  the  issuer  or  obligor  industry  concentration  and  the  remaining 
weighted  average  maturity  of  each  of  the  Reference  Obligations  included  in  the  Reference  Portfolio.  The  risks 
posed  by  these  variables  are  accounted  for  by  effectively  adjusting  the  necessary  default  level  needed  to  achieve  a 
desired  rating.  The  higher  the  desired  rating,  the  higher  the  level  of  defaults  the  portfolio  must  withstand. 

Credit  enhancement  to  support  a  particular  rating  is  then  provided  based,  in  part,  on  the  results  of  the 
Standard  &  Poor's  CDO  Monitor,  as  well  as  other  more  qualitative  considerations  such  as  legal  issues  and 
management     capabilities.  Credit     enhancement     is     typically     provided     by     a     combination     of 

overcollateralization/subordination,  cash  collateral/reserve  account,  excess  spread/interest  and  amortization.  A 
transaction-specific  cash  flow  model  (the  "Transaction-Specific  Cash  Flow  Model")  is  used  to  evaluate  the  portfolio 
and  determine  whether  it  can  withstand  an  estimated  level  of  default  while  fully  repaying  the  class  of  debt  under 
consideration. 

There  can  be  no  assurance  that  actual  loss  on  the  Pledged  Assets  will  not  exceed  those  assumed  in  the 
application  of  the  Standard  &  Poor's  CDO  Monitor  or  that  recovery  rates  and  the  timing  of  recovery  with  respect 
thereto  will  not  differ  from  those  assumed  in  the  Transaction-Specific  Cash  Flow  Model.  The  Issuers  make  no 
representation  as  to  the  expected  rate  of  defaults  on  the  portfolio  or  as  to  the  expected  timing  of  any  defaults  that 
may  occur. 

S&P's  rating  of  the  Notes  will  be  established  under  various  assumptions  and  scenario  analyses.  There  can 
be  no  assurance,  and  no  representation  is  made,  that  actual  defaults  on  the  Pledged  Assets  will  not  exceed  those  in 
S&P's  analysis,  or  that  recovery  rates  with  respect  thereto  (and,  consequently,  loss  rates)  will  not  differ  from  those 
in  S&P's  analysis. 

THE  CREDIT  DEFAULT  SWAP 

General 

The  following  description  of  the  Credit  Default  Swap  is  a  summary  of  certain  provisions  of  the  Credit 
Default  Swap  but  does  not  purport  to  be  complete  and  prospective  investors  must  refer  to  the  Credit  Default  Swap 
for  more  detailed  information  regarding  the  Credit  Default  Swap.  Copies  of  the  Master  Agreement  and  the  Master 
Confirmations  will  be  available  to  investors  from  the  Trustee.  Capitalized  terms  not  otherwise  defined  in  this 
section  will  have  the  meanings  set  forth  in  the  Master  Agreement  and  related  Master  Confirmation 

The  Credit  Default  Swap  will  be  structured  as  a  "pay-as-you-go"  credit  default  swap  and  will  be 
documented  pursuant  to  a  1992  ISDA  Master  Agreement  (Multicurrency-Cross  Border),  including  the  Schedule 
thereto  (the  "Master  Agreement"),  between  the  Issuer  and  the  Credit  Protection  Buyer  along  with  two  confirmations 
(each  a  "Master  Confirmation")  evidencing  a  transaction  with  respect  to  each  Reference  Obligation  in  the  Reference 
Portfolio  thereunder  (each  such  transaction,  a  "CDS  Transaction"). 
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Each  CDS  Transaction  is  expected  to  have  a  specified  Reference  Obligation  Notional  Amount  which 
represents  the  dollar  amount  of  the  credit  exposure  which  the  Issuer  is  assuming  thereunder  with  respect  to  the 
Reference  Obligation  related  to  such  CDS  Transaction  The  "Aggregate  Reference  Obligation  Notional  Amount"  is 
the  sum  of  the  Reference  Obligation  Notional  Amounts  of  all  CDS  Transactions.  On  the  Closing  Date,  the  Issuer 
expects  to  enter  into  a  Credit  Default  Swap  with  an  Aggregate  Reference  Obligation  Notional  Amount  of 
approximately  U.S.$305,O0O,O00.  In  accordance  with  the  terms  of  the  CDS  Transactions,  the  Reference  Obligation 
Notional  Amount  of  each  CDS  Transaction  is  expected  after  the  Closing  Date  to  be:  (i)  decreased  on  each  day  on 
which  a  Reference  Obligation  Principal  Payment  is  made  by  the  relevant  Reference  Obligation  Principal 
Amortization  Amount;  (ii)  decreased  on  each  day  on  which  a  Failure  to  Pay  Principal  occurs  by  the  relevant 
Principal  Shortfall  Amount;  (iii)  decreased  on  each  day  on  which  a  Writedown  occurs  by  the  relevant  Writedown 
Amount;  (iv)  increased  on  each  day  on  which  a  Writedown  Reimbursement  occurs  by  any  Writedown 
Reimbursement  Amount  in  respect  of  a  Writedown  Reimbursement  within  paragraphs  (ii)  or  (iii)  of  the  definition  of 
"Writedown  Reimbursement";  and  (v)  decreased  on  each  Delivery  Date  by  an  amount  equal  to  the  relevant  Exercise 
Amount  minus  the  relevant  amount  determined  pursuant  to  paragraph  (b)  under  the  heading,  "Physical  Settlement 
Amount"  in  the  related  Master  Confirmation;  provided  that,  in  accordance  with  the  related  Master  Confirmation,  if 
any  Relevant  Amount  is  applicable,  the  Exercise  Amount  will  also  be  deemed  to  be  decreased  by  such  Relevant 
Amount  (or  increased  by  the  absolute  value  of  such  Relevant  Amount  if  such  Relevant  Amount  is  negative)  with 
effect  from  such  Delivery  Date. 

The  effective  date  of  the  Credit  Default  Swap  will  be  the  Closing  Date  and  the  Credit  Default  Swap  will 
terminate  by  its  terms  on  July  12,  2042  (the  "Scheduled  Termination  Date")  unless  a  Credit  Event  occurs  with 
respect  to  the  Credit  Default  Swap  and  the  physical  settlement  date  is  scheduled  to  occur  after  such  date. 

Credit  Protection  Buyer  Payments 

Pursuant  to  the  Credit  Default  Swap,  on  each  Determination  Date,  the  Credit  Protection  Buyer  will  make  a 
fixed  rate  payment  (minus  any  related  Interest  Shortfall  Amounts  as  described  below  and  in  the  related  Master 
Confirmation)  (the  "Fixed  Amount")  to  the  Issuer,  representing  the  aggregate  Fixed  Amounts  which  became  due 
with  respect  to  the  Reference  Obligation  Payment  Dates  during  the  related  Due  Period.  The  Credit  Protection  Buyer 
will  make  certain  other  payments  under  the  Credit  Default  Swap  to  the  Issuer  at  the  times  and  in  the  amounts 
described  herein,  including  any  Interest  Shortfall  Reimbursement  Payment  Amounts,  Writedown  Reimbursement 
Payment  Amounts  and  any  Principal  Shortfall  Reimbursement  Payment  Amounts  (together  "Additional  Fixed 
Amounts").  In  connection  with  any  termination  or  assignment  of  a  CDS  Transaction,  proceeds  from  such 
termination  or  assignment,  if  any,  will  be  deposited  into  the  Interest  Collection  Account 

Upon  the  occurrence  of  any  Interest  Shortfall  with  respect  to  any  Reference  Obligation,  the  Fixed  Amount 
payable  under  a  CDS  Transaction  by  the  Credit  Protection  Buyer  to  the  Issuer  will  be  reduced  by  an  amount  equal  to 
the  related  Interest  Shortfall  Payment  Amount,  such  reduction  amount  not  to  exceed  the  Fixed  Amount.  Interest  will 
accrue  on  any  Interest  Shortfall  Payment  Amount  at  a  rate  equal  to  LIBOR  plus  the  fixed  rate  as  specified  in  the 
applicable  CDS  Transaction.  Interest  Shortfall  Payment  Amounts  are  subject  to  the  Interest  Shortfall  Cap  as 
described  in  the  Credit  Default  Swap.  If  any  amount  in  satisfaction  of  the  Interest  Shortfall  which  gave  rise  to  any 
Interest  Shortfall  Payment  Amount,  including  interest  accrued  thereon,  is  later  paid  with  respect  to  a  Reference 
Obligation,  the  Credit  Protection  Buyer  will  pay  such  amount,  or  in  certain  circumstances  a  portion  of  such  amount 
to  the  Issuer  as  an  Interest  Shortfall  Reimbursement  Payment.  Interest  Shortfall  Reimbursement  Payment  Amounts 
will  not  exceed  the  cumulative  Interest  Shortfall  Payment  Amounts  (including  any  interest  thereon)  previously 
withheld  from  the  Issuer  relating  to  such  Reference  Obligation. 

So  long  as  the  long-term  ratings  (or,  in  the  case  of  clause  (ii)(b)  of  this  paragraph  only,  the  short-term 
rating)  of  the  Credit  Protection  Buyer  or  any  guarantor  of  the  Credit  Protection  Buyer's  obligation  under  the  Credit 
Default  Swap  are  equal  to  or  higher  than  (i)  "Aa3"  by  Moody's  (and,  if  rated  "Aa3"  by  Moody's,  is  not  on  watch  for 
possible  downgrade)  and  (ii)(a)  "AA-"  by  S&P  (and,  if  rated  "AA-"  by  S&P,  is  not  on  watch  for  possible 
downgrade)  or  (b),  if  Goldman  Sachs  International  is  not  the  Credit  Protection  Buyer,  "A-1+"  by  S&P  (and,  if  rated 
"A-1+"  by  S&P,  is  not  on  watch  for  possible  downgrade),  the  fixed  payment  due  by  the  Credit  Protection  Buyer  will 
be  payable  in  arrears.  However,  if  the  long-term  ratings  (or  the  short-term  rating,  as  applicable)  of  the  Credit 
Protection  Buyer  or  any  guarantor  fall  below  any  such  levels,  the  Credit  Protection  Buyer  will  be  required  to  pay  the 
fixed  payment  due  under  the  Credit  Default  Swap  in  advance.  The  failure  of  the  Credit  Protection  Buyer  to  make 
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the  fixed  payment  in  advance  if  such  rating  levels  are  no  longer  satisfied  will  constitute  a  termination  event  under 
the  terms  of  the  Credit  Default  Swap  with  the  Credit  Protection  Buyer  as  the  sole  "Affected  Party"  under  the  Credit 
Default  Swap. 

Credit  Protection  Seller  Payments 

Under  the  Credit  Default  Swap,  the  Issuer  will  be  required  to  pay  certain  Floating  Amounts  to  the  Credit 
Protection  Buyer  following  the  occurrence  of  a  Floating  Amount  Event  with  respect  to  a  Reference  Obligation  as 
described  herein.  The  Issuer  will  pay  to  the  Credit  Protection  Buyer  all  Floating  Amounts  which  became  due  during 
each  Due  Period,  if  any,  on  the  related  Determination  Date. 

Upon  the  occurrence  of  a  Credit  Event  with  respect  to  a  Reference  Obligation,  the  Credit  Protection  Buyer 
may  deliver  such  Reference  Obligation  to  the  Issuer,  in  exchange  for  which  the  Issuer  will  pay  to  the  Credit 
Protection  Buyer  an  amount  (a  "Physical  Settlement  Amount"),  which  amount  shall  be  calculated  in  accordance 
with  the  related  CDS  Transaction.  The  Issuer  will  pay  to  the  Credit  Protection  Buyer  all  Physical  Settlement 
Amounts  which  became  due  during  the  related  Due  Period,  if  any,  on  the  related  Determination  Date. 

Delivered  Obligations  delivered  to  the  Issuer  will  be  credited  to  the  Delivered  Obligation  Account.  Any 
Delivered  Obligation  delivered  to  the  Issuer  shall  be  sold  by  the  Liquidation  Agent  within  twelve  (12)  months  of  the 
date  on  which  the  Liquidation  Agent  receives  notice  of  such  delivery  in  accordance  with  the  Liquidation  Agency 
Agreement;  provided  that  no  Event  of  Default  has  occurred  and  is  continuing.  The  proceeds  of  such  sale  will  be 
deposited  by  the  Trustee  into  the  Collateral  Account  and  invested  in  Eligible  Investments  and  Collateral  Securities 
selected  at  the  direction  of  the  Liquidation  Agent.  In  addition,  any  principal  proceeds  or  interest  received  on  such 
Delivered  Obligations  prior  to  such  sale,  will  be  deposited  by  the  Trustee  into  the  Collateral  Account. 

In  connection  with  any  termination  or  assignment  of  a  CDS  Transaction,  the  Issuer  may  owe  a  Credit 
Default  Swap  Termination  Payment;  provided  however,  that  the  Issuer  will  not  be  obligated  to  make  any  Credit 
Default  Swap  Termination  Payments  to  the  Credit  Protection  Buyer  in  the  event  of  a  termination  or  assignment  of 
the  Credit  Default  Swap  in  respect  of  which  the  Credit  Protection  Buyer  is  the  "Defaulting  Party"  or  the  sole 
"Affected  Party"  (each  as  defined  in  the  Credit  Default  Swap).  Credit  Default  Swap  Termination  Payments  due  to 
the  Credit  Protection  Buyer  will  be  paid  directly  and  outside  of  the  Priority  of  Payments  in  accordance  with  the 
following  paragraph  Defaulted  Swap  Termination  Payments  due  to  the  Credit  Protection  Buyer  will  be  paid  in 
accordance  with  the  Priority  of  Payments.  Credit  Default  Swap  Termination  Payments  due  to  an  assignee  of  a  CDS 
Transaction  will  be  paid  as  and  when  they  become  due  to  the  extent  of  available  funds. 

The  Liquidation  Agent,  on  behalf  of  the  Issuer,  will  obtain  the  funds  to  pay  Credit  Protection  Amounts 
(which,  for  the  avoidance  of  doubt,  shall  not  include  Defaulted  Swap  Termination  Payments)  by  withdrawing 
amounts  from  the  Collateral  Account  pursuant  to  the  Collateral  Liquidation  Procedure.  In  the  event  the  Credit 
Default  Swap  is  terminated  prior  to  its  scheduled  maturity  without  the  occurrence  of  a  "credit  event"  or  a  "floating 
amount  event,"  the  Liquidation  Agent,  on  behalf  of  the  Issuer,  shall  apply  the  Collateral  Liquidation  Procedure  with 
respect  to  Collateral  having  a  par  amount  equal  to  the  amount  of  the  Credit  Default  Swap  Termination  Payment,  if 
any,  owed  to  the  Credit  Protection  Buyer  and  any  such  termination  payment  will  be  paid  to  the  Credit  Protection 
Buyer.  The  Credit  Protection  Buyer  will  bear  any  market  risk  on  the  liquidation  of  such  Collateral.  The  Credit 
Default  Swap  will  also  provide  for  cash  settlement  upon  the  occurrence  of  a  "floating  amount  event"  or  physical 
settlement  upon  the  occurrence  of  a  "credit  event"  under  such  Credit  Default  Swap  upon  notice  from  the  Credit 
Protection  Buyer.  If  the  Credit  Protection  Buyer  lias  chosen  cash  settlement,  the  Liquidation  Agent,  on  behalf  of  the 
Issuer,  shall  apply  the  Collateral  Liquidation  Procedure  with  respect  to  Collateral  having  a  par  amount  equal  to  the 
amount  of  any  related  Credit  Protection  Amounts  owed  to  the  Credit  Protection  Buyer  and  any  such  related  Credit 
Protection  Amounts  owed  to  the  Credit  Protection  Buyer  will  be  paid  by  the  Liquidation  Agent,  on  behalf  of  the 
Issuer,  from  the  liquidation  proceeds  of  such  Collateral.  In  the  event  such  liquidation  proceeds  are  less  than  par,  the 
Credit  Protection  Buyer  will  accept  the  liquidation  proceeds  applicable  to  the  face  amount  of  Collateral  sold  which 
is  equal  to  the  loss  or  writedown  amount.  In  the  event  a  "credit  event"  or  a  "floating  amount  event"  has  occurred 
and  the  Issuer  is  required  to  liquidate  Collateral  and  deliver  cash  to  the  Credit  Protection  Buyer,  the  Credit 
Protection  Buyer  will  bear  any  market  risk  on  the  liquidation  of  such  Collateral.  If  the  Credit  Protection  Buyer  has 
chosen  physical  settlement,  the  Collateral  chosen  by  the  Credit  Protection  Buyer  will  be  delivered  to  the  Credit 
Protection  Buyer  in  exchange  for  a  Delivered  Obligation. 
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The  obligations  of  the  Issuer  to  make  payments  under  a  CDS  Transaction  will  exist  irrespective  of  whether 
the  Credit  Protection  Buyer  suffers  a  loss  on  the  related  Reference  Obligation  upon  the  occurrence  of  a  Credit  Event. 
The  Issuer  will  have  no  rights  of  subrogation  under  the  Credit  Default  Swap. 

Credit  Events 

A  Credit  Event  with  respect  to  the  Credit  Default  Swap  and  any  Reference  Obligation  means  the 
occurrence  of  any  of  the  events  specified  in  the  Credit  Default  Swap  as  a  Credit  Event  on  or  before  the  scheduled 
termination  date  for  such  CDS  Transaction.  The  Credit  Events  are  expected  to  be  Failure  to  Pay  Principal, 
Writedown  and  Distressed  Ratings  Downgrade.  Each  Master  Confirmation  may  alter  the  standard  definitions  of 
such  terms  and  the  actual  CDS  Transactions  should  be  consulted  for  the  details  of  the  Credit  Events  applicable 
thereto.  The  capitalized  terms  used  in  this  section  and  not  otherwise  defined,  have  the  meanings  set  forth  in  the 
related  CDS  Transactions. 

A  "Credit  Event"  is  the  occurrence  of  any  of  the  following  (however  caused,  directly  or  indirectly),  as 
applicable: 

(i)  Failure  to  Pay  Principal 

"Failure  to  Pay  Principal"  means  (i)  a  failure  by  the  Reference  Entity  (or  any  Insurer)  to  pay  an  Expected 
Principal  Amount  on  the  Final  Amortization  Date  or  the  Legal  Final  Maturity  Date,  as  the  case  may  be  or  (ii) 
payment  on  any  such  day  of  an  Actual  Principal  Amount  that  is  less  than  the  Expected  Principal  Amount;  provided 
that  the  failure  by  the  Reference  Entity  (or  any  Insurer)  to  pay  any  such  amount  in  respect  of  principal  in  accordance 
with  the  foregoing  shall  not  constitute  a  Failure  to  Pay  Principal  if  such  failure  has  been  remedied  within  any  grace 
period  applicable  to  such  payment  obligation  under  the  underlying  instruments  or,  if  no  such  grace  period  is 
applicable,  within  three  Business  Days  after  the  day  on  which  the  Expected  Principal  Amount  was  scheduled  to  be 
paid. 

(ii)         Writedown 

"Writedown"  means  the  occurrence  at  any  time  on  or  after  the  Effective  Date  of:  (i)(A)  a  writedown  or 
applied  loss  (however  described  in  the  underlying  instruments)  resulting  in  a  reduction  in  the  Outstanding  Principal 
Amount  (other  than  as  a  result  of  a  scheduled  or  unscheduled  payment  of  principal);  or  (B)  the  attribution  of  a 
principal  deficiency  or  realized  loss  (howsoever  described  in  the  underlying  instruments)  to  the  Reference 
Obligation  resulting  in  a  reduction  of  the  current  interest  payable  on  the  Reference  Obligation;  (ii)  the  forgiveness  of 
any  amount  of  principal  by  the  holders  of  the  Reference  Obligation  pursuant  to  an  amendment  to  the  underlying 
instruments  resulting  in  a  reduction  in  the  Outstanding  Principal  Amount;  or  (iii)  if  the  underlying  instruments  do 
not  provide  for  writedowns,  applied  losses,  principal  deficiencies  or  realized  losses  as  described  in  (i)  above  to  occur 
in  respect  of  the  Reference  Obligation,  an  Implied  Writedown  Amount  being  determined  in  respect  of  the  Reference 
Obligation  by  the  Calculation  Agent. 

(iii)        Distressed  Ratings  Downgrade: 

"Distressed  Ratings  Downgrade"  means,  with  respect  to  a  Reference  Obligation: 

(i)  .  if  publicly  rated  by  Moody's,  (A)  is  downgraded  to  "Caa2"  or  below  by  Moody's  or  (B)  has  the 
rating  assigned  to  it  by  Moody's  withdrawn  and,  in  either  case,  not  reinstated  within  five  Business  Days  of  such 
downgrade  or  withdrawal;  provided  that  if  such  Reference  Obligation  was  assigned  a  public  rating  of  at  least  "Baa3" 
or  higher  by  Moody's  immediately  prior  to  the  occurrence  of  such  withdrawal,  it  shall  not  constitute  a  Distressed 
Ratings  Downgrade  if  such  Reference  Obligation  is  assigned  a  public  rating  of  at  least  "Caal"  by  Moody's  within 
three  calendar  months  after  such  withdrawal;  or 

(ii)  if  publicly  rated  by  Standard  &  Poor's,  (A)  is  downgraded  to  "CCC"  or  below  by  Standard  & 
Poor's  or  (B)  has  the  rating  assigned  to  it  by  Standard  &  Poor's  withdrawn  and,  in  either  case,  not  reinstated  within 
five  Business  Days  of  such  downgrade  or  withdrawal;  provided  that  if  such  Reference  Obligation  was  assigned  a 
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public  rating  of  at  least  "BBB-"  or  higher  by  Standard  &  Poor's  immediately  prior  to  the  occurrence  of  such 
withdrawal,  it  shall  not  constitute  a  Distressed  Ratings  Downgrade  if  such  Reference  Obligation  is  assigned  a  public 
rating  of  at  least  "CCC+"  by  Standard  &  Poor's  within  three  calendar  months  after  such  withdrawal;  or 

(iii)  if  publicly  rated  by  Fitch,  (A)  is  downgraded  to  "CCC")  or  below  by  Fitch  or  (B)  has  the  rating 
assigned  to  it  by  Fitch  withdrawn  and,  in  either  case,  not  reinstated  within  five  Business  Days  of  such  downgrade  or 
withdrawal;  provided  that  if  such  Reference  Obligation  was  assigned  a  public  rating  of  at  least  "BBB-"  or  higher  by 
Fitch  immediately  prior  to  the  occurrence  of  such  withdrawal,  it  shall  not  constitute  a  Distressed  Ratings  Downgrade 
if  such  Reference  Obligation  is  assigned  a  public  rating  of  at  least  "CCC+"  by  Fitch  within  three  calendar  months 
after  such  withdrawal. 

(iv)        Failure  to  Pay  Interest 

"Failure  to  Pay  Interest"  means  with  respect  to  any  Reference  Obligation,  the  occurrence  of  an  Interest 
Shortfall  Amount  or  Interest  Shortfall  Amounts  (calculated  on  a  cumulative  basis)  in  excess  of  the  relevant  Payment 
Requirement 

In  respect  of  the  Failure  to  Pay  Interest,  if  the  Reference  Obligation  is  a  PIK  Bond,  it  shall  be  a  Condition 
to  Settlement  that  a  period  of  at  least  360  calendar  days  has  elapsed  since  the  occurrence  of  the  Credit  Event  without 
the  relevant  Interest  Shortfall  having  been  reimbursed  in  full. 

The  Reference  Portfolio 

The  Aggregate  Reference  Obligation  Notional  Amount  on  the  Closing  Date  is  expected  to  be 
U.S.$305,000,000.  The  Reference  Obligations  will  consist  of  61  issues  across  two  categories  of  RMBS  Securities 
and  one  category  of  CDO  Securities.  The  Reference  Portfolio  will  include  RMBS  Midprime  Mortgage  Securities, 
RMBS  Subprime  Mortgage  Securities  and  CDO  RMBS  Securities. 

As  of  the  Closing  Date,  (i)  RMBS  Midprime  Mortgage  Securities  are  expected  to  make  up  approximately 
41.0%  of  the  Aggregate  Reference  Obligation  Notional  Amount,  (iii)  RMBS  Subprime  Mortgage  Securities  are 
expected  to  make  up  approximately  57.4%  of  the  Aggregate  Reference  Obligation  Notional  Amount  and  (iv)  CDO 
RMBS  Securities  are  expected  to  make  up  approximately  1.6%  of  the  Aggregate  Reference  Obligation  Notional 
Amount.  See  Appendix  B  to  this  Offering  Circular  for  certain  summary  information  with  respect  to  the  Reference 
Portfolio. 

Removal  of  Reference  Obligations  from  the  Reference  Portfolio 

Following  a  Writedown  and  the  satisfaction  of  the  Conditions  to  Settlement  relating  thereto,  the  Reference 
Obligation  that  is  the  subject  of  such  Credit  Event  will  not  be  removed  from  the  Reference  Portfolio,  and  such 
Reference  Obligation  may  experience  one  or  more  subsequent  Credit  Events  (including  a  Writedown). 

Following  (i)  the  scheduled  maturity,  redemption  or  amortization  in  full  of  a  Reference  Obligation  or  (ii)  a 
Credit  Event  other  than  a  Writedown  and  the  satisfaction  of  the  Conditions  to  Settlement,  the  Reference  Obligation 
that  matured,  redeemed  or  amortized  in  full  or  that  is  the  subject  of  such  Credit  Event  will  be  removed  from  the 
Reference  Portfolio.  Subject  to  the  foregoing,  if  the  Reference  Obligation  Notional  Amount  of  a  Reference 
Obligation  that  suffered  one  or  more  Writedowns  is  reduced  to  zero  at  any  time  on  or  prior  to  the  Scheduled 
Termination  Date  and  remains  at  zero  for  a  period  of  one  calendar  year,  such  Reference  Obligation  shall  be  removed 
from  the  Reference  Portfolio  as  of  the  last  day  of  such  one  calendar  year  period.  The  Aggregate  Reference 
Obligation  Notional  Amount  shall  be  decreased  by  the  Reference  Obligation  Notional  Amount  of  each  Reference 
Obligation  removed  from  the  Reference  Portfolio. 

The  Issuer  will  not  have  the  authority  to  assign,  terminate  or  otherwise  dispose  of  any  CDS  Transaction  on 
a  discretionary  basis.  The  only  CDS  Transactions  that  shall  be  assign,  terminated  or  otherwise  disposed  of  by  the 
Issuer  are  CDS  Transactions  that  reference  Reference  Obligations  that  are  determined  pursuant  to  the  Collateral 
Administration  Agreement  by  the  Collateral  Administrator,  on  behalf  of  the  Issuer,  to  be  Credit  Risk  Obligations. 
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Pursuant  to  the  terms  of  the  Indenture  and  subject  to  the  restrictions  contained  therein  and  in  the  Liquidation  Agency 
Agreement,  the  Liquidation  Agent  shall  assign,  terminate  or  otherwise  dispose  of,  on  behalf  of  the  Issuer,  any  such 
CDS  Transaction  that  references  a  Reference  Obligation  that  is  so  determined  to  be  a  Credit  Risk  Obligation  within 
one  (1)  year  from  the  date  on  which  the  Collateral  Administrator,  on  behalf  of  the  Issuer,  pursuant  to  the  Collateral 
Administration  Agreement,  identifies  to  the  Liquidation  Agent  such  Reference  Obligation  as  a  Credit  Risk 
Obligation.  The  assignment,  termination  or  disposition  price  for  any  such  assignment,  termination  or  disposition  of 
a  CDS  Transaction  that  references  a  Reference  Obligation  that  is  so  determined  to  be  a  Credit  Risk  Obligation  will 
equal  the  fair  market  value  of  such  CDS  Transaction  The  fair  market  value  of  any  such  CDS  Transaction  will  be 
the  highest  bid  received  by  the  Liquidation  Agent  after  attempting  to  solicit  a  bid  from  up  to  three  independent  third 
parties  making  a  market  in  such  CDS  Transaction  that  references  a  Reference  Obligation  that  is  so  determined  to  be 
a  Credit  Risk  Obligation,  at  least  one  of  which  is  not  from  the  Liquidation  Agent  or  an  affiliate  thereof;  provided 
that,  if  upon  commercially  reasonable  efforts  of  the  Liquidation  Agent,  bids  from  three  independent  third  parties 
making  a  market  in  such  CDS  Transaction  are  not  available,  the  higher  of  the  bids  from  two  such  third  parties  may 
be  used;  provided,  further  that,  if  upon  commercially  reasonable  efforts  of  the  Liquidation  Agent,  bids  from  two 
independent  third  parties  making  a  market  in  such  CDS  Transaction  that  references  a  Reference  Obligation  that  is  so 
determined  to  be  a  Credit  Risk  Obligation  are  not  available,  one  such  bid  may  be  used.  See  "Risk  Factors — Notes — 
Static  Transaction"  and  " — No  Collateral  Manager."  The  proceeds  from  any  such  disposition  of  a  CDS  Transaction 
that  references  a  Reference  Obligation  that  is  so  determined  to  be  a  Credit  Risk  Obligation  (exclusive  of  any  accrued 
interest)  will  be  deposited  to  the  Collateral  Account  for  investment  in  Eligible  Investments  or  Collateral  Securities, 
and  may  be  applied  as  Amortization  Proceeds  pursuant  to  the  calculation  of  the  Aggregate  Amortization  Amount. 
In  the  event  the  Credit  Default  Swap  is  terminated  prior  to  its  scheduled  maturity  without  the  occurrence  of  a  "credit 
event"  or  a  "floating  amount  event,"  the  Liquidation  Agent,  on  behalf  of  the  Issuer,  shall  apply  the  Collateral 
Liquidation  Procedure  with  respect  to  Collateral  having  a  par  amount  equal  to  the  amount  of  the  Credit  Default 
Swap  Termination  Payment,  if  any,  owed  to  the  Credit  Protection  Buyer  and  any  such  termination  payment  will  be 
paid  to  the  Credit  Protection  Buyer.  The  Credit  Protection  Buyer  will  bear  any  market  risk  on  the  liquidation  of 
such  Collateral.  A  "Credit  Risk  Obligation"  is  a  Reference  Obligation  (i)  the  rating  of  which  has  been  (a) 
downgraded  to  below  "B-"  or  "B3"  by  any  Rating  Agency  (but  not  including  any  Reference  Obligations  which  are 
rated  "B-"  or  "B3"  and  on  credit  watch  for  possible  downgrade)  or  (b)  withdrawn  or,  (ii)  that  is  a  Defaulted 
Obligation  or  (iii)  that  is  a  PIK  Bond  that  lias  been  deferring  interest  for  at  least  twelve  consecutive  months. 

The  Liquidation  Agent,  on  behalf  of  the  Issuer,  may  also  (i)  in  the  case  of  an  Auction  terminate  the  Credit 
Default  Swap  and  liquidate  the  remaining  Pledged  Assets;  provided,  that  the  criteria  for  an  Auction  can  be 
demonstrably  met  prior  to  any  such  disposition  and  that  the  expected  Liquidation  Proceeds  equal  or  exceed  the 
Minimum  Bid  Amount;  (ii)  in  the  case  of  a  Tax  Redemption  on  any  Payment  Date,  dispose  of  the  Credit  Default 
Swap  and  liquidate  the  remaining  Pledged  Assets  in  connection  with  a  Tax  Redemption;  provided  that  the  criteria 
for  a  Tax  Redemption  can  be  demonstrably  met  prior  to  any  such  disposition  and  that  the  expected  Liquidation 
Proceeds  equal  or  exceed  the  Total  Redemption  Amount;  and  (iii)  in  the  case  of  an  Optional  Redemption,  dispose  of 
the  Credit  Default  Swap  and  liquidate  the  remaining  Pledged  Assets  in  connection  with  an  Optional  Redemption; 
provided  that  the  criteria  for  an  Optional  Redemption  can  be  demonstrably  met  prior  to  any  such  disposition  and  that 
the  expected  Liquidation  Proceeds  equal  or  exceed  the  Total  Redemption  Amount.  See  "Description  of  the  Notes — 
Auction,"  " — Tax  Redemption"  and  " — Optional  Redemption" 

Credit  Default  Swap  Early  Termination 

The  Issuer  will  have  the  right  to  terminate  the  Credit  Default  Swap  upon  the  occurrence  of  an  "Event  of 
Default"  or  "Termination  Event,"  including,  but  not  limited  to,  (a)  payment  defaults  by  the  Credit  Protection  Buyer 
and  any  guarantor  lasting  a  period  of  at  least  three  business  days,  (b)  a  default  by  the  Credit  Protection  Buyer  or  any 
guarantor  on  specific  financial  transactions  as  specified  in  the  Credit  Default  Swap,  (c)  bankruptcy-related  events 
applicable  to  the  Credit  Protection  Buyer  or  any  guarantor,  (d)  any  redemption  of  the  Notes  in  whole,  (e)  a 
liquidation  of  all  the  Pledged  Assets  following  the  occurrence  of  an  Event  of  Default  under  the  Indenture,  (f)  it 
becomes  unlawful  for  the  Issuer  to  perform  its  obligations  under  the  Credit  Default  Swap  and  the  Issuer  is  not  able 
to  transfer  its  obligations  to  a  different  jurisdiction  or  substitute  another  entity  in  its  place  so  that  such  illegality 
ceases  to  apply,  (g)  because  of  (x)  any  action  taken  by  a  taxing  authority,  or  brought  in  a  court,  on  or  after  the 
Closing  Date  or  (y)  a  change  in  tax  law,  there  is  a  substantial  likelihood  that  the  Issuer  will  be  required  to  (1)  make  a 
"gross-up"  payment  or  (2)  receive  a  payment  subject  to  withholding  for  which  another  party  is  not  required  to  make 
a  "gross-up"  payment  or  (h)  the  unsecured,  unsubordinated  debt  rating  of  the  Credit  Protection  Buyer  or  any 
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guarantor  of  the  Credit  Protection  Buyer,  whichever  is  higher,  assigned  by  S&P  or  Moody's  at  any  time  falls  below 
"AA-"  (or  is  on  downgrade  watch  at  "AA-")  or  "Aa3"  (or  is  on  downgrade  watch  at  "Aa3"),  the  Credit  Protection 
Buyer  fails  to  make  an  Expected  Fixed  Payment  as  set  forth  in  the  Credit  Default  Swap  and  the  Credit  Protection 
Buyer,  or  its  guarantor,  fails  to  either  (a)  transfer  all  of  its  rights  and  obligations  under  the  Credit  Default  Swap  to 
another  entity  which  has  such  ratings  or  (b)  cause  an  entity  which  has  such  ratings  to  guarantee  or  to  provide  an 
indemnity  in  respect  of  the  Credit  Protection  Buyer's  or  its  guarantor's,  obligations  under  the  Credit  Default  Swap 
which  satisfies  the  Rating  Agency  Condition 

The  Credit  Protection  Buyer  will  have  the  right  to  terminate  the  Credit  Default  Swap  upon  the  occurrence 
of  an  "Event  of  Default"  or  "Termination  Event"  under  the  Credit  Default  Swap,  including,  but  not  limited  to  (a)  an 
Event  of  Default  under  the  Indenture  caused  by  a  payment  default  by  the  Issuer  lasting  a  period  of  at  least  three 
business  days,  (b)  any  redemption  of  the  Notes  in  whole,  (c)  bankruptcy-related  events  applicable  to  the  Issuer,  and 
(d)  a  liquidation  of  all  the  Pledged  Assets  following  the  occurrence  of  an  Event  of  Default  under  the  Indenture,  (e)  it 
becomes  unlawful  for  the  Credit  Protection  Buyer  to  perform  its  obligations  under  the  Credit  Default  Swap  and  the. 
Credit  Protection  Buyer  is  not  able  to  transfer  its  obligations  to  a  different  jurisdiction  or  substitute  another  entity  in 
its  place  so  that  such  illegality  ceases  to  apply,  or  (f)  because  of  (x)  any  action  taken  by  a  taxing  authority,  or 
brought  in  a  court,  on  or  after  the  Closing  Date  or  (y)  a  change  in  tax  law,  there  is  a  substantial  likelihood  that  the 
Credit  Protection  Buyer  will  be  required  to  make  (1)  a  "gross-up"  payment  or  (2)  receive  a  payment  subject  to 
withholding  for  which  another  party  is  not  required  to  make  a  "gross-up"  payment.  If  the  Master  Agreement  and  the 
CDS  Transactions  made  thereunder  are  terminated,  the  Issuer  will  no  longer  receive  payments  from  the  Credit 
Protection  Buyer  and  will  likely  not  have  sufficient  funds  to  make  payments  when  due  on  the  Notes  and  may  not 
have  sufficient  funds  to  redeem  the  Notes  in  full. 

Upon  the  Trustee  having  actual  knowledge  of  the  occurrence  of  any  event  that  gives  rise  to  the  right  of  the 
Issuer  to  terminate  the  Credit  Default  Swap,  the  Trustee  or  the  Fiscal  Agent,  as  applicable,  will  as  promptly  as 
practicable  notify  the  Noteholders  of  such  event  but  will  only  terminate  any  such  agreement  on  behalf  of  the  Issuer 
(i)  at  the  direction  of  a  Majority  of  the  Income  Notes  or  (ii)  (a)  upon  the  redemption  of  the  Secured  Notes  in  full,  (b) 
if  the  principal  balance  of  the  Secured  Notes  is  reduced  to  zero  or  (c)  upon  the  acceleration  of  the  Secured  Notes  in 
accordance  with  the  terms  of  the  Indenture.  The  Issuer  is  required  to  satisfy  the  Rating  Agency  Condition  prior  to 
any  (i)  replacement  of  the  Credit  Protection  Buyer  or  (ii)  assignment  of  the  Credit  Default  Swap.  In  connection  with 
any  Noteholder  vote  to  terminate  the  Credit  Default  Swap,  any  Notes  held  by  or  on  behalf  of  the  Credit  Protection 
Buyer  or  any  of  their  respective  Affiliates  will  have  no  voting  rights  and  will  be  deemed  not  to  be  outstanding  in 
connection  with  any  such  vote. 

If  an  Event  of  Default  or  a  Termination  Event  occurs  under  the  Credit  Default  Swap  and  (i)  the  Credit 
Protection  Buyer  is  the  Defaulting  Party  or  Affected  Party,  "Market  Quotation"  and  "First  Method"  will  apply  and 
otherwise  (ii)  "Market  Quotation"  and  "Second  Method"  will  apply,  in  each  case  as  set  forth  in  the  Credit  Default 
Swap,  to  value  the  CDS  Transactions  under  the  Credit  Default  Swap. 

Payments  on  Credit  Default  Swap  Early  Termination 

Payments  by  the  Issuer.  Upon  the  occurrence  of  a  Credit  Default  Swap  Early  Termination,  the  Issuer  will 
be  required  to  pay  to  the  Credit  Protection  Buyer  the  following  amounts: 

(i)  any  Physical  Settlement  Amounts  owed  by  the  Issuer  to  the  Credit  Protection  Buyer  for  any  Credit 

Events  that  occur  on  or  prior  to  the  Credit  Default  Swap  Early  Termination  Date  for  which  the 
Conditions  to  Settlement  have  been  satisfied;  and 

(ii)         any  Credit  Default  Swap  Termination  Payment  due  to  the  Credit  Protection  Buyer. 

Payments  by  the  Credit  Protection  Buyer.  Upon  the  occurrence  of  a  Credit  Default  Swap  Early 
Termination,  the  Credit  Protection  Buyer  will  be  required  to  pay  to  the  Issuer  the  following  amounts: 

(i)  any  accrued  but  unpaid  Fixed  Amounts  and  Additional  Fixed  Amounts;  and 
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(ii)         any  Credit  Default  Swap  Termination  Payment  due  to  the  Issuer. 

There  can  be  no  assurance  that,  upon  early  termination  by  the  Issuer  or  the  Credit  Protection  Buyer,  either 
the  Credit  Protection  Buyer  would  be  required  to  make  any  termination  payment  to  the  Issuer  or,  if  it  did  make  such 
a  payment,  the  amount  of  the  termination  payment  made  by  the  Credit  Protection  Buyer  would  be  sufficient  to  pay 
any  amounts  due  in  respect  of  the  Notes.  If  the  Issuer  is  required  to  make  a  Credit  Default  Swap  Termination 
Payment  to  the  Credit  Protection  Buyer,  such  termination  payment  may  be  substantial  and  may  result  in  losses  to  the 
holders  of  the  Notes. 

Amendment 

The  Credit  Default  Swap  may  be  amended  only  with  (i)  the  satisfaction  of  the  Rating  Agency  Condition, 
(ii)  the  consent  of  the  Noteholders  (in  a  percentage  as  would  have  been  required  had  such  amendment  been  taken 
pursuant  to  this  Indenture)  and  (iii)  the  consent  of  the  Liquidation  Agent  (which  consent  shall  not  be  unreasonably 
withheld);  provided  however,  that  (A)  with  respect  to  (i),  such  Rating  Agency  Condition  with  respect  to  Moody's 
need  not  be  satisfied  with  respect  to  any  amendment  that  corrects  a  manifest  error  and  (B)  with  respect  to  (ii)  and 
(iii),  such  consent  shall  not  be  required,  if,  in  reliance  on  an  opinion  of  counsel  or  an  officer's  certificate  of  the 
Liquidation  Agent,  the  Issuer  determines  that  such  amendment  would  not  have  a  material  adverse  effect  on  such 
party. 

Guarantee 

The  GS  Group  will  guarantee  the  obligations  of  the  Credit  Protection  Buyer  under  the  Credit  Default  Swap. 

THE  CREDIT  PROTECTION  BUYER 

The  initial  Credit  Protection  Buyer  under  the  Credit  Default  Swap  will  be  Goldman  Sachs  International. 
The  swap  guarantor  with  respect  to  the  Credit  Default  Swap  is  The  Goldman  Sachs  Group,  Inc.,  a  Delaware 
corporation  (the  "GS  Group"),  which  is  an  affiliate  of  the  Credit  Protection  Buyer.  Goldman  Sachs  International  is 
located  at  Peterborough  Court  133  Fleet  Street,  London  EC4A  2BB. 

The  Annual  Report  on  Form  10-K  for  the  fiscal  year  ended  November  30,  2006  filed  by  GS  Group  with  the 
SEC  (other  than,  in  each  case,  documents  or  information  deemed  to  have  been  furnished  and  not  filed  in  accordance 
with  SEC  rules)  will  not  form  part  of  a  prospectus  prepared  for  the  purposes  of  admission  to  the  official  list  of  the 
Irish  Stock  Exchange  and  to  trading  on  its  regulated  market  should  any  Notes  be  listed  on  such  exchange. 

GS  Group,  together  with  its  subsidiaries,  is  a  global  investment  banking,  securities  and  investment 
management  firm  that  provides  financial  services  worldwide  to  clients  that  include  corporations,  financial 
institutions,  governments  and  high  net-worth  individuals. 

Any  statement  contained  in  a  document  incorporated  or  deemed  to  be  incorporated  by  reference  into  this 
Offering  Circular,  or  contained  in  this  Offering  Circular,  will  be  deemed  to  be  modified  or  superseded  for  purposes 
of  this  Offering  Circular  to  the  extent  that  a  statement  contained  herein  or  in  any  other  subsequently  filed  document 
which  also  is  or  is  deemed  to  be  incorporated  by  reference  herein,  modifies  or  supersedes  such  statement.  Any  such 
statement  so  modified  or  superseded  will  not  be  deemed,  except  as  so  modified  or  superseded,  to  constitute  a  part  of 
this  Offering  Circular.  GS  Group's  filings  with  the  SEC  are  available  to  the  public  through  the  SEC's  Internet  site  at 
http://www.sec.gov,  and  through  the  New  York  Stock  Exchange;  20  Broad  Street,  New  York,  New  York  10005,  on 
which  GS  Group's  common  stock  is  listed. 

The  Notes  do  not  represent  an  obligation  of,  and  will  not  be  insured  or  guaranteed  by,  GS  Group  or  any  of 
its  subsidiaries  and  investors  will  have  no  rights  or  recourse  against  GS  Group  or  any  of  its  subsidiaries. 
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THE  COLLATERAL  SECURITIES 

The  Initial  Collateral  Securities 

Pursuant  to  the  Credit  Default  Swap,  the  Issuer  will  use  the  net  proceeds  from  the  offering  of  the  Notes  to 
purchase  Collateral  Securities  and  Eligible  Investments  (having  an  initial  principal  amount  as  of  the  Closing  Date  of 
approximately  U.S.$305,000,000). 

The  Collateral  Securities  or  Eligible  Investments  for  deposit  after  the  Closing  Date  in  the  Collateral 
Account,  as  applicable,  are  required  to  satisfy  the  following  "Collateral  Securities  Eligibility  Criteria": 

(i)  it  (a)  is  rated  "Aaa"  by  Moody's  and,  if  such  asset  has  a  short-term  rating  from  Moody's,  "P-l", 

and  "AAA"  by  S&P,  and,  if  such  asset  lias  a  short-term  rating  from  S&P,  "A-1+"  and  (b)  does  not  have  a  "t",  "p", 
"q",  "pi"  or  "r"  subscript; 

.  (ii)  (a)  in  all  cases,  the  payments  with  respect  to  which  are  not  payable  in  a  currency  other  than 
Dollars  and  (b)  it  is  expected  to  have  an  outstanding  principal  balance  of  less  than  U.S.$1,000  after  the  Stated 
Maturity  of  the  Class  B  Notes,  assuming  a  constant  prepayment  rate  since  the  date  of  purchase  equal  to  the  constant 
prepayment  rate  reasonably  expected  by  the  Liquidation  Agent  as  of  the  date  of  purchase; 

(iii)        it  is  eligible  to  be  entered  into  by,  sold  or  assigned  to,  the  Issuer; 

(iv)         it  is  not  subject  to  an  Offer, 

(v)  it  is  an  obligation  upon  which  no  payments  are  subject  to  withholding  tax  imposed  by  any 

jurisdiction  unless  the  obligor  thereof  is  required  to  make  "gross-up"  payments  that  cover  the  full  amount  of  any 
such  withholding  taxes  on  an  after-tax  basis; 

(vi)  after  taking  into  consideration  the  addition  of  any  such  security  (a)  at  least  40%  of  the  Collateral 
Securities  and  Eligible  Investments  by  principal  balance  have  an  expected  average  life  (calculated  by  the 
Liquidation  Agent  (1)  based  on  market  prepayment  assumptions  and  (2)  assuming  that  Eligible  Investments  have  a 
weighted  average  life  of  zero)  of  less  than  or  equal  to  1.0  year,  (b)  100%  of  the  Collateral  Securities  and  Eligible 
Investments  by  principal  balance  has  an  expected  average  life  (calculated  by  the  Liquidation  Agent  based  on  market 
prepayment  assumptions)  of  less  than  or  equal  to  2.0  years,  and  (c)  after  Closing  Date,  the  expected  weighted 
average  life  (calculated  by  the  Liquidation  Agent  (1)  based  on  market  prepayment  assumptions  and  (2)  assuming 
that  Eligible  Investments  have  a  weighted  average  life  of  zero)  of  the  Collateral  Securities  and  Eligible  Investments 
does  not  exceed  the  expected  weighted  average  life  of  the  Reference  Portfolio  at  such  time; 

(vii)  after  taking  into  consideration  the  addition  of  any  such  security,  the  aggregate  of  the  weighted 
average  spread  and  the  rate  of  the  related  index  of  the  Collateral,  in  the  aggregate,  is  at  least  equal  to  LIBOR  or  if 
prior  to  the  acquisition  of  such  Collateral  Security  or  Eligible  Investment  the  spread  and  the  rate  of  the  related  index 
of  the  Collateral  was  less  than  LIBOR,  such  acquisition  would  maintain  or  improve  the  aggregate  of  the  weighted 
average  spread  and  the  rate  of  the  related  index  of  the  Collateral; 

(viii)  after  taking  into  consideration  the  addition  of  any  such  security,  no  more  than  50%  of  the 
Collateral  Securities  and  Eligible  Investments  by  principal  balance  has  single  counterparty  exposure  including 
servicer,  issuer  and  put  swap  counterparty  exposure; 

(ix)  it  provides  for  payments  of  monthly  periodic  interest  in  cash  at  a  floating  rate  and  for  a  payment  of 
principal  in  full  and  in  cash  at  its  final  maturity; 

(x)  each  such  security  satisfies  the  definition  of  an  "Eligible  Investment"  or  is  a  Residential  Mortgage- 
Backed  Security,  a  Commercial  Mortgage-Backed  Security,  an  Asset-Backed  Security  or  a  CDO  Security; 

(xi)        shall  not  have  a  maturity  later  than  the  Stated  Maturity  of  the  Notes  (other  than  the  Class  S  Notes) 
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(xii)  if  it  is  a  CDO  Security,  such  CDO  Security  must  (a)  be  a  CDO  S  Note  Security  and  (b)  as  of  the 
time  of  purchase  by  the  Issuer,  be  in  compliance  with  the  applicable  eligibility  criteria,  profile  tests  and  quality  tests 
set  forth  in  the  related  Underlying  Instruments; 

(xiii)  at  least  87.5%  of  the  Collateral  Securities  by  principal  balance  consists  of  Asset-Backed 
Securities,  Residential  Mortgage-Backed  Securities  or  Commercial  Mortgage-Backed  Securities;  and 

(xiv)      the  purchase  price  thereof  is  equal  to  at  least  98%  of  the  par  value  of  such  security. 

The  Collateral  Securities  are  expected  to  be  purchased  in  a  face  amount  equal  to  the  initial  Aggregate 
Notional  Amount  of  the  Credit  Default  Swap.  Under  the  terms  of  the  Indenture,  all  Collateral  Securities  are 
required  to  be  deposited  in  the  Collateral  Account  for  the  benefit  of  the  Credit  Protection  Buyer.  The  Issuer  will 
also  grant  to  the  Trustee  for  the  benefit  of  the  Secured  Parties,  a  security  interest  in  the  Collateral  Securities,  subject 
to  the  lien  of  the  Credit  Protection  Buyer,  and  shall  notify  the  Credit  Protection  Buyer  of  such  security  interest  The 
Issuer  must  obtain  the  consent  of  the  Credit  Protection  Buyer  with  respect  to  any  initial  Collateral  Securities 
purchased  by  the  Issuer  and  any  Collateral  Securities  purchased  thereafter. 

Principal  payments  on  the  Collateral  Securities  prior  to  the  termination  of  the  Credit  Default  Swap  shall  be 
held  in  accordance  with  the  Credit  Default  Swap  in  the  Collateral  Account  and  invested  in  Eligible  Investments  until 
reinvested  in  Collateral  Securities  which  satisfy  the  Collateral  Securities  Eligibility  Criteria  with  the  consent  of  the 
Credit  Protection  Buyer. 

The  Liquidation  Agent,  on  behalf  of  the  Issuer,  will  obtain  the  funds  to  pay  Credit  Protection  Amounts 
(which,  for  the  avoidance  of  doubt,  will  not  include  Defaulted  Swap  Termination  Payments)  by  applying  the 
Collateral  Liquidation  Procedure. 

If  the  Notes  become  due  in  connection  with  an  Optional  Redemption,  Tax  Redemption  or  Auction,  (i)  the 
Liquidation  Agent,  on  behalf  of  the  Issuer,  will  assign  or  terminate  the  Credit  Default  Swap  and  liquidate  all  of  the 
Collateral  Securities  and  Eligible  Investments  in  the  Collateral  Account  and  all  Delivered  Obligations  in  the 
Delivered  Obligations  Account  and  (ii)  the  Issuer  will  pay  to  the  Credit  Protection  Buyer  (and/or  one  or  more 
assignees  thereof)  any  Credit  Default  Swap  Termination  Payments  the  Issuer  is  required  to  pay  to  the  Credit 
Protection  Buyer  (if  any)  in  connection  with  any  assignment  or  termination  of  the  Credit  Default  Swap.  Certain 
amounts  will  be  held  back  if  (and/or  such  assignees)  one  or  more  outstanding  Credit  Events  or  Floating  Amounts 
remain  due  as  of  a  Redemption  Date. 

If  the  Credit  Default  Swap  is  terminated  in  connection  with  the  occurrence  of  an  Event  of  Default  or 
Termination  Event  (each  as  defined  in  the  Master  Agreement),  the  Liquidation  Agent,  on  behalf  of  the  Issuer,  will 
pay  to  the  Credit  Protection  Buyer  any  Credit  Default  Swap  Termination  Payments  (which,  for  the  avoidance  of 
doubt,  will  not  include  Defaulted  Swap  Termination  Payments)  owed  by  the  Issuer  to  the  Credit  Protection  Buyer  by 
applying  the  Collateral  Liquidation  Procedure.  Certain  amounts  will  be  held  back  if  one  or  more  outstanding  Credit 
Events  exist  or  Floating  Amounts  remain  due  as  of  any  termination  date. 

For  purposes  of  die  Coverage  Tests  and  for  purposes  of  determining  whether  a  Credit  Default  Swap  is  a 
Credit  Risk  Obligation,  a  Credit  Default  Swap  shall  be  included  as  a  Pledged  Asset  having  the  characteristics  of  the 
Reference  Obligation  and  not  of  the  Credit  Default  Swap;  provided,  that  if  such  Credit  Protection  Buyer  is  in  default 
under  the  related  Credit  Default  Swap,  such  Credit  Default  Swap  shall  not  be  included  in  the  Coverage  Tests  or  such 
Credit  Default  Swap  will  be  treated  in  such  a  way  that  will  satisfy  the  Rating  Agency  Condition. 

Substitution  of  Collateral  Securities 

From  time  to  time  following  the  Closing  Date,  any  Holder  of  any  Note  may  submit  to  the  Trustee  or  the 

Fiscal  Agent,  as  applicable,  a  Collateral  Securities  Substitution  Request  Notice  requesting  substitution  of  one  or 

more  securities  for  one  or  more  existing  Collateral  Securities,  in  whole  or  in  part.  Following  receipt  of  such  request, 

.  pursuant  to  the  Collateral  Administration  Agreement,  the  Collateral  Administrator,  on  behalf  of  the  Issuer,  will 

determine  the  BIE  Transaction  Cost.  Upon  such  determination  by  the  Collateral  Administrator,  the  Trustee  or  the 


90 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-0009 12664 


Footnote  Exhibits  -  Page  5763 


Fiscal  Agent,  as  applicable,  will  deliver  a  Collateral  Securities  Substitution  Information  Notice  to  the  Originating 
Noteholder. 

Within  five  Business  Days  of  receiving  a  Collateral  Securities  Substitution  Information  Notice,  the 
Originating  Noteholder  must  (i)  notify  the  Trustee  or  the  Fiscal  Agent,  as  applicable,  whether  it  wishes  to  proceed 
with  the  proposed  substitution  and,  if  so  (ii)  agree  to  pay  any  BIE  Transaction  Cost  (regardless  of  whether  the 
Holders  of  a  Majority  of  the  Notes  of  each  Class  consent  to  such  proposed  substitution)  (the  occurrence  of 
subclauses  (i)  and  (ii),  a  "Substitution  Confirmation").  If  a  Substitution  Confirmation  is  not  received  by  the  Trustee 
or  the  Fiscal  Agent,  as  applicable,  within  the  time  period  specified  above,  the  related  request  will  be  deemed  to  be 
void  and  of  no  further  effect  Upon  the  receipt  of  a  Substitution  Confirmation,  the  Trustee  or  the  Fiscal  Agent,  as 
applicable,  will  deliver  a  BIE  Consent  Solicitation  Notice  to  all  Holders  of  Notes,  including  the  Originating 
Noteholder  with  a  copy  to  the  Credit  Protection  Buyer.  Upon  receipt  of  such  BIE  Consent  Solicitation  Notice,  each 
Holder  of  a  Note  may,  on  or  prior  to  the  BIE  Notification  Date,  submit  written  notice  to  the  Trustee  or  the  Fiscal 
Agent,  as  applicable,  indicating  either  (1)  approval  or  (2)  disapproval  of  any  proposed  BIE  Consent  Solicitation 
Notice  by  the  BIE  Notification  Date.  If  the  BIE  Consent  Solicitation  Notice  fails  to  receive  the  affirmative  approval 
of  the  Holders  of  a  Majority  of  each  Class  of  Notes  by  the  BIE  Notification  Date,  the  Trustee  or  the  Fiscal  Agent 
will  deliver  a  Collateral  Securities  Substitution  Noteholder  Refusal  Notice  to  the  Originating  Noteholder  and  the 
related  Collateral  Securities  Substitution  Request  Notice  will  be  deemed  void  and  of  no  further  effect.  If  the  BIE 
Consent  Solicitation  Notice  receives  the  approval  of  the  Holders  of  a  Majority  of  each  Class  of  Notes,  the  Trustee  or 
the  Fiscal  Agent,  as  applicable,  will  deliver  a  BIE  Acceptance  Notice  to  the  Originating  Noteholder  and  the 
Liquidation  Agent. 

Upon  receipt  of  the  BIE  Acceptance  Notice  and  confirmation  from  the  Trustee  (1)  that  the  Originating 
Noteholder  has  paid  the  BIE  Transaction  Cost  to  the  Trustee  and  (2)  that  the  relevant  BIE  Collateral  Securities  have 
been  delivered  to  the  Trustee,  and  the  par  amount  of  such  delivered  BIE  Collateral  Securities  (which,  for  the 
avoidance  of  doubt,  will  meet  the  Collateral  Securities  Eligibility  Criteria  at  the  time  of  such  acquisition  by  the 
Issuer)  is  at  least  equal  to  each  of  the  par  amount  of  each  of  the  Collateral  Securities  to  be  substituted,  the  Trustee 
shall  release  its  lien  on  the  par  amount  of  the  relevant  existing  Collateral  Securities  to  be  substituted  and  deliver  the 
par  amount  of  such  substituted  Collateral  Securities  to  such  Originating  Noteholder. 

If  (i)  any  BIE  Collateral  Security  is  not  delivered  to  the  Issuer  or  (ii)  the  Issuer  is  not  paid  the  BIE 
Transaction  Cost,  in  each  case  by  the  end  of  the  BIE  Exercise  Period  identified  in  the  BIE  Acceptance  Notice,  the 
BIE  Acceptance  Notice  and  the  Collateral  Securities  Substitution  Request  Notice  will  be  deemed  void  and  of  no 
further  effect. 

Voting  and  Other  Matters  Relating  to  Collateral  Securities  and  Delivered  Obligations 

Under  the  Indenture,  where  the  Issuer,  as  the  beneficial  owner  of  a  Collateral  Security  or  Delivered 
Obligation,  or  the  Trustee,  as  the  registered  owner  of  a  Collateral  Security  or  Delivered  Obligation,  has  the  right  to 
exercise  a  vote  or  consent  to  (or  otherwise  approve  of)  (i)  any  action,  or  inaction,  pursuant  to  the  terms  of  such 
Collateral  Security  or  Delivered  Obligation  and  its  related  underlying  documentation  or  (ii)  an  offer  by  the  issuer  of 
such  Collateral  Security  or  Delivered  Obligation  or  by  airy  other  person  to  purchase  or  otherwise  acquire  such 
Collateral  Security  or  Delivered  Obligation  or  to  convert  or  exchange  such  Collateral  Security  or  Delivered 
Obligation  for  cash  or  any  other  consideration,  the  Trustee,  as  directed  by  the  applicable  holders,  acting  in  its 
capacity  as  registered  owner  of  such  Collateral  Security  or  Delivered  Obligation,  shall  direct  the  Issuer's  vote  be 
cast  in  the  following  manner:  (x)  if  other  holders  of  the  class  of  which  such  Collateral  Security  or  Delivered 
Obligation  is  a  part  respond  to  such  solicitation  for  vote  or  consent,  in  the  same  manner  as  the  votes  of  a  plurality  of 
the  other  voting  holders  of  such  class  (based  on  the  Principal  Balance  of  such  Collateral  Security  or  Delivered 
Obligation),  (y)  if  no  other  holders  of  such  class  exercise  a  vote  or  if  there  are  no  other  holders  of  such  class,  but 
holders  of  different  classes  issued  under  the  same  governing  instrument  respond,  in  the  same  manner  as  the  votes  of 
a  plurality  of  the  voting  holders  of  all  classes  issued  under  the  governing  instrument  pursuant  to  which  such 
Collateral  Security  or  Delivered  Obligation  was  issued  (based  on  the  Principal  Balance  of  all  such  classes  and 
treated  as  a  single  class)  or  (z)  if  no  holders  of  any  class  issued  under  the  same  governing  instrument  respond  or  if 
there  are  no  other  holders,  the  Issuer's  vote  shall  be  exercised  against  such  action  or  inaction 
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THE  LIQUIDATION  AGENCY  AGREEMENT 

The  following  summary  describes  certain  provisions  of  the  Liquidation  Agency  Agreement.  The  summary  does  not 
purport  to  be  complete  and  is  subject  to,  and  qualified  in  its  entirety  by  reference  to,  the  provisions  of  the 
Liquidation  Agency  Agreement. 

General 

The  Liquidation  Agent  will,  on  behalf  of  the  Issuer,  pursuant  to  the  Liquidation  Agency  Agreement,  (i) 
assign,  terminate  or  otherwise  dispose  of  (a)  CDS  Transactions  the  Reference  Obligations  of  which  are  determined 
by  the  Collateral  Administrator,  on  behalf  of  the  Issuer,  pursuant  to  the  Collateral  Administration  Agreement,  to  be 
Credit  Risk  Obligations  or  (b)  Delivered  Obligations,  (ii)  sell,  assign,  terminate  or  otherwise  dispose  of  the  CDS 
Transactions,  Collateral  Securities,  Delivered  Obligations  and  Eligible  Investments  of  the  Issuer  in  connection  with 
(a)  a  redemption  of  the  Notes  as  a  result  of  an  Optional  Redemption,  a  Tax  Redemption,  an  Auction  or  as  otherwise 
required  under  the  Indenture  as  described  therein  and  (b)  an  acceleration  of  the  Notes  as  a  result  of  an  Event  of 
Default  as  required  under  the  Indenture  as  described  therein,  (hi)  invest,  on  behalf  of  the  Issuer,  available  funds  in 
Collateral  Securities  and  Eligible  Investment  in  accordance  with  the  terms  of  the  Indenture  and  (iv)  perform  certain 
other  functions,  as  described  herein.  The  Liquidation  Agent  will  have  twelve  (12)  months  to  assign,  terminate  or 
otherwise  dispose  of  (a)  CDS  Transactions  the  Reference  Obligations  of  which  are  determined  pursuant  to  the 
Collateral  Administration  Agreement  by  the  Collateral  Administrator,  on  behalf  of  the  Issuer,  to  be  Credit  Risk 
Obligations  and  (b)  Delivered  Obligations  in  accordance  with  the  terms  of  the  Liquidation  Agency  Agreement  (such 
twelve  months  measured  from  the  date  the  Liquidation  Agent  is  notified  of  either  (1)  such  determination  by  the 
Collateral  Administrator  or  (2)  the  receipt  of  such  Delivered  Obligation  by  the  Issuer,  as  applicable).  The  proceeds 
of  such  sale  of  Delivered  Obligations  will  be  deposited  into  the  Collateral  Account  and  invested  in  Eligible 
Investments  and  Collateral  Securities  selected  at  die  direction  of  the  Liquidation  Agent.  In  addition,  any  principal 
proceeds  received  on  such  Delivered  Obligations  prior  to  such  sale,  will  be  deposited  into  the  Collateral  Account. 
The  Liquidation  Agent  will  have  no  ability  or  authority  to  direct  the  assignment,  termination  or  other  disposition  of 
any  CDS  Transactions.  The  Liquidation  Agent  will  not  provide  investment  advisory  services  to  the  Issuer  of  act  as 
the  "collateral  manager"  for  the  Credit  Default  Swap.  The  Liquidation  Agent  will  not  have  fiduciary  duties  to  the 
Issuer  or  to  the  holders  of  the  Notes. 

The  Liquidation  Agent 

The  Liquidation  Agent  is  Goldman,  Sachs  &  Co.  ("GS&Co.").  GS&Co.  is  a  New  York  limited  partnership 
and  a  registered  U.S.  broker-dealer.  The  Notes  do  not  represent  an  obligation  of,  and  will  not  be  insured  or 
guaranteed  by  GS&Co.,  its  parent  or  any  of  its  subsidiaries  or  its  affiliates  and  investors  will  have  no  rights  or 
recourse  against  GS&Co.,  its  parent  or  any  of  its  subsidiaries  or  affiliates. 

Compensation 

As  compensation  for  the  performance  of  its  obligations  under  the  Liquidation  Agency  Agreement,  the 
Liquidation  Agent  will  be  entitled  to  receive  a  fee  in  accordance  with  the  Priority  of  Payments,  payable  in  arrears  on 
each  Payment  Date,  of  0.05%  per  annum  (the  "Liquidation  Agent  Fee")  times  the  Aggregate  Outstanding  Portfolio 
Amount,  measured  as  of  the  beginning  of  the  Due  Period  preceding  such  Payment  Date. 

If  amounts  distributable  on  any  Payment  Date  in  accordance  with  the  Priority  of  Payments  are  insufficient 
to  pay  the  Liquidation  Agent  Fee  in  full,  then  the  shortfall  will  be  deferred  and  will  be  payable  on  subsequent 
Payment  Dates  on  which  funds  are  available  therefor  according  to  the  Priority  of  Payments. 

The  Liquidation  Agent  Fee  will  be  calculated  on  the  basis  of  a  360  day  year  consisting  of  twelve  30-day 
months.  All  fees  payable  to  the  Liquidation  Agent  on  a  Payment  Date  are  subject  to  payment  only  in  accordance 
with  the  Priority  of  Payments. 

The  Liquidation  Agent  may,  at  its  election  and  upon  notice  to  the  Issuer  and  the  Trustee,  direct  for  a 
predetermined  period  of  tune  that  all  or  a  portion  of  the  amount  that  is  due  to  it  as  the  Liquidation  Agent  Fee  be  paid 
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directly  to  a  third  party;  provided,  that  the  Liquidation  Agent  will  not  (unless  it  is  assigning  all  of  its  rights  and 
obligations  in  accordance  with  the  Liquidation  Agency  Agreement)  be  relieved  of  any  of  its  duties  under  the 
Liquidation  Agency  Agreement  or  the  Indenture  as  a  result  of  the  redirection  of  its  right  to  receive  all  or  a  portion  of 
the  Liquidation  Agent  Fee. 

Procedure  for  Disposition  of  CDS  Transaction,  Eligible  Investments,  Collateral  Securities  and  Delivered 
Obligations 

Pursuant  to  the  Liquidation  Agency  Agreement,  whenever  the  assignment,  termination  or  other  disposition 
of  CDS  Transactions,  Eligible  Investments,  Collateral  Securities  and  Delivered  Obligations  is  required  under  the 
Indenture,  as  described  under  "The  Credit  Default  Swap — Removal  of  Reference  Obligations  from  the  Reference 
Portfolio",  the  Liquidation  Agent  will  use  commercially  reasonable  efforts  to  solicit  bids  from  at  least  three 
independent  market  makers,  at  least  one  of  which  is  not  the  Liquidation  Agent  or  an  affiliate  thereof.  If  after  such 
commercially  reasonable  efforts,  bids  from  three  independent  market  makers  are  not  available,  the  higher  of  two 
such  bids  may  be  used  and  if  bids  from  two  such  independent  market  makers  are  not  available,  one  such  bid  may  be 
used.  Assuming  at  least  one  bid  is  received  in  accordance  with  the  preceding  sentence,  the  applicable  CDS 
Transactions,  Eligible  Investments,  Collateral  Securities  and  Delivered  Obligations  shall  be  disposed  of  at  the 
highest  bid  price;  provided,  however,  that  in  the  case  of  a  disposition  of  a  CDS  Transaction,  such  CDS  Transaction 
shall  only  be  disposed  of  if  the  Market  Quotation  (as  such  term  is  defined  in  the  Credit  Default  Swap)  obtained 
pursuant  to  the  terms  of  the  Credit  Default  Swap  expressed  as  a  percentage  of  the  related  initial  Reference 
Obligation  Notional  Amount  should  be  equal  to  or  less  than  60%.  The  Liquidation  Agent  or  an  affiliate  of  the 
Liquidation  Agent  may  purchase  a  CDS  Transaction,  Eligible  Investment,  Collateral  Security  or  Delivered 
Obligation  assigned,  terminated  or  otherwise  disposed  as  described  above.  Notwithstanding  the  foregoing,  any 
Auction  shall  be  conducted  in  accordance  with  the  auction  procedures  set  forth  in  the  Indenture. 

Termination,  Removal  and  Resignation 

If  the  Liquidation  Agency  Agreement  is  tenninated  for  any  reason  or  the  entity  then  serving  as  Liquidation 
Agent  resigns  or  is  removed,  the  Liquidation  Agent  Fee  owing  to  such  entity  will  be  prorated  for  any  partial  periods 
between  Payment  Dates  and  such  prorated  amount  will  be  due  and  payable  on  the  first  Payment  Date  following  the 
date  of  such  termination,  subject  to  the  priority  of  payments. 

The  Liquidation  Agent  may  resign,  upon  60  days'  (or  such  shorter  notice  as  is  acceptable  to  the  Issuer) 
written  notice  to  the  Issuer,  the  Trustee  and  the  Rating  Agencies.  If  the  Liquidation  Agent  resigns,  the  Issuer  agrees 
to  use  its  best  efforts  to  appoint  a  successor  Liquidation  Agent,  and  the  effectiveness  of  such  resignation  will  be 
conditioned  upon  the  appointment  of  such  successor. 

The  Liquidation  Agent  may  be  removed  for  "cause"  (i)  by  the  Issuer  or  the  Trustee;  provided  that  written 
notice  thereof  shall  have  been  given  to  the  holders  of  the  Notes  and  each  Rating  Agency  stating  that  such 
termination  shall  be  effective  only  if  directed  in  writing  within  30  days  after  the  date  of  such  notice,  by,  the  holders 
of  at  least  a  Super  Majority  of  the  Income  Notes  and  a  Super  Majority  of  the  Controlling  Class,  but  excluding  in  any 
such  calculation  any  Notes  held  by  the  Liquidation  Agent  or  any  Notes  over  which  the  Liquidation  Agent  has 
discretionary  voting  authority,  (ii)  in  the  case  of  an  event  described  in  clause  (3)  below,  by  the  Issuer  or  the  Trustee 
upon  10  days'  prior  written  notice  to  the  Liquidation  Agent,  or  (hi)  by  holders  of  at  least  a  Super  Majority  of  the 
Income  Notes  and  a  Super  Majority  of  the  Controlling  Class,  but  excluding  in  any  such  calculation  any  Income 
Notes  or  Notes  held  by  the  Liquidation  Agent  or  any  Notes  over  which  the  Liquidation  Agent  has  discretionary 
voting  authority,  upon  10  days'  prior  written  notice  to  the  Liquidation  Agent. 

For  purposes  of  determining  "cause"  with  respect  to  any  such  termination  of  the  Liquidation  Agency 
Agreement,  such  term  shall  mean  the  occurrence  and  continuation  of  any  one  of  the  following  events:  (1)  the 
Liquidation  Agent  willfully  violates,  or  takes  any  action  that  it  knows  breaches,  any  provision  of  the  Liquidation 
Agency  Agreement  or  the  Indenture  applicable  to  it;  (2)  the  Liquidation  Agent  breaches  in  any  material  respect  any 
provision  of  the  Liquidation  Agency  Agreement  or  any  terms  of  the  Indenture  applicable  to  it,  which  breach  (i)  has  a 
material  adverse  effect  on  the  holders  of  the  Notes  and  (ii)  within  30  days  of  its  becoming  aware  (or  receiving  notice 
from  the  Trustee)  of  such  breach,  the  Liquidation  Agent  fails  to  cure  such  breach;  (3)  the  Liquidation  Agent  is 
wound  up  or  dissolved  or  there  is  appointed  over  it  or  over  all  or  substantially  all  of  its  assets  a  receiver, 
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administrator,  administrative  receiver,  trustee  or  similar  officer,  or  the  Liquidation  Agent  (w)  ceases  to,  or  admits  in 
writing  its  inability  to,  pay  its  debts  as  they  become  due  and  payable,  or  makes  a  general  assignment  for  the  benefit 
of  or  enters  into  any  composition  or  arrangement  with,  its  creditors  generally;  (x)  applies  for  or  consents  (by 
admission  of  material  allegations  of  a  petition  or  otherwise)  to  the  appointment  of  a  receiver,  trustee,  assignee, 
custodian,  liquidator  or  sequestrator  (or  other  similar  official)  of  the  Liquidation  Agent  or  of  all  or  substantially  all 
of  its  properties  or  assets,  or  authorizes  such  an  application  or  consent,  or  proceedings  seeking  such  appointment  are 
commenced  without  such  authorization,  consent  or  application  against  the  Liquidation  Agent  and  continue 
undismissed  for  60  consecutive  days;  (y)  authorizes  or  files  a  voluntary  petition  in  bankruptcy,  or  applies  for  or 
consents  (by  admission  of  material  allegations  of  a  petition  or  otherwise)  to  the  application  of  any  bankruptcy, 
reorganization,  arrangement,  readjustment  of  debt,  insolvency  or  dissolution,  or  authorizes  such  application  or 
consent,  or  proceedings  to  such  end  are  instituted  against  the  Liquidation  Agent  without  such  authorization, 
application  or  consent  and  are  approved  as  properly  instituted  and  remain  undismissed  for  60  consecutive  days  or 
result  in  adjudication  of  bankruptcy  or  insolvency;  or  (z)  permits  or  suffers  all  or  substantially  all  of  its  properties  or 
assets  to  be  sequestered  or  attached  by  court  order  and  the  order  remains  undismissed  for  60  consecutive  days;  or  (4) 
the  Issuer,  the  Co-Issuer  or  the  Pledged  Assets  have  become  required  to  be  registered  as  an  investment  company 
under  the  provisions  of  the  Investment  Company  Act,  as  a  result  of  a  material  breach  by  the  Liquidation  Agent  in 
violation  of  the  Liquidation  Agency  Agreement.  The  Liquidation  Agent  shall  notify  the  Trustee,  each  Rating 
Agency  (to  the  extent  any  Secured  Notes  outstanding  are  rated  by  such  Rating  Agency),  the  Fiscal  Agent  and  the 
holders  of  the  Income  Notes  if  a  "cause"  event,  or  an  event  which  with  the  giving  of  notice  or  the  lapse  of  time  (or 
both)  becomes  "cause,"  occurs. 

Any  resignation  or  removal  of  the  Liquidation  Agent  will  be  effective  only  upon  (i)  the  appointment  by  the 
holders  of  a  Super  Majority  of  the  Income  Notes  (including  any  Income  Notes  owned  by  the  Liquidation  Agent,  any 
Affiliate  of  the  Liquidation  Agent,  and  any  account  over  which  the  Liquidation  Agent  has  discretionary  authority) 
(or  if  such  holders  fail  to  make  such  appointment  within  30  days  after  any  such  resignation  or  removal,  by  the 
Issuer,  as  directed  by  a  Super  Majority  of  the  Controlling  Class)  of  a  successor  Liquidation  Agent  that  is  an 
established  institution  with  experience  servicing  assets  similar  to  the  Pledged  Assets  that  (1)  has  demonstrated  an 
ability  to  professionally  and  competently  perform  duties  similar  to  those  imposed  upon  the  Liquidation  Agent  under 
the  Liquidation  Agency  Agreement,  (2)  is  legally  qualified  and  has  the  capacity  to  act  as  Liquidation  Agent  under 
the  Liquidation  Agency  Agreement  as  successor  to  the  Liquidation  Agent  under  the  Liquidation  Agency  Agreement, 
(3)  has  agreed  in  writing  to  assume  all  of  the  responsibilities,  duties  and  obligations  of  the  Liquidation  Agent  under 
the  Liquidation  Agency  Agreement  and  under  the  applicable  terms  of  the  Indenture,  (4)  shall  not  cause  the  Issuer, 
the  Co-Issuer  or  the  pool  of  Pledged  Assets  to  become  required  to  register  as  an  investment  company  under  the 
Investment  Company  Act  and  (5)  has  been  approved  by  the  Issuer,  upon  the  direction  of  a  Majority  of  each  Class  of 
Notes  and  (ii)  satisfaction  of  the  Rating  Agency  Condition  with  respect  to  such  appointment.  Notwithstanding  the 
foregoing,  if  no  successor  has  been  appointed  as  aforesaid  within  120  days  after  resignation  of  the  Liquidation 
Agent,  the  Liquidation  Agent  may  appoint  a  successor  satisfying  the  requirements  of  the  Liquidation  Agency 
Agreement  without  consent  of  any  other  party  or  confirmation  by  the  Rating  Agencies.  The  Issuer,  the  Trustee  and 
the  successor  Liquidation  Agent  shall  take  such  action  (or  cause  the  outgoing  Liquidation  Agent  to  take  such  action) 
consistent  with  the  Liquidation  Agency  Agreement  and  the  terms  of  the  Indenture  applicable  to  the  Liquidation 
Agent  as  shall  be  necessary  to  effectuate  any  such  succession.  If  the  Liquidation  Agent  shall  resign  or  be  removed 
but  a  successor  Liquidation  Agent  shall  not  have  assumed  all  of  the  Liquidation  Agent's  duties  and  obligations 
under  the  Liquidation  Agency  Agreement  within  90  days  after  such  resignation  or  removal,  then  the  Issuer,  the 
Trustee,  any  holder  of  Notes  or  the  resigning  or  terminated  Liquidation  Agent  may  petition  any  court  of  competent 
jurisdiction  for  the  appointment  of  a  successor  Liquidation  Agent.  The  compensation  payable  to  a  successor 
Liquidation  Agent  from  payments  on  the  Pledged  Assets  shall  not  exceed  the  compensation  payable  to  the 
Liquidation  Agent  under  the  Liquidation  Agency  Agreement  without  the  approval  of  the  holders  of  a  Majority  of  the 
Aggregate  Outstanding  Amount  of  each  Class  of  Notes. 

Any  Notes  held  by  the  Liquidation  Agent  or  any  Notes  over  which  the  Liquidation  Agent  has  discretionary 
voting  authority,  in  each  case  will  have  no  voting  rights  with  respect  to  any  vote  in  connection  with  the  removal  of 
the  Liquidation  Agent  or  the  disposition  of  any  CDS  Transaction  or  Eligible  Investment  and  will  be  deemed  not  to 
be  outstanding  in  connection  with  any  such  vote;  provided,  however,  that  any  such  Notes  will  have  voting  rights  and 
will  be  deemed  outstanding  with  respect  to  all  other  matters  as  to  which  holders  of  Notes  are  entitled  to  vote. 
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The  Liquidation  Agent  may  assign  the  Liquidation  Agency  Agreement,  in  whole  or  in  part,  to  an  affiliate  of 
the  Liquidation  Agent  without  the  consent  of  the  Issuer,  any  Class  of  Secured  Notes  or  the  Income  Notes  and 
without  satisfaction  of  the  Rating  Agency  Condition.  In  the  event  of  any  such  assignment,  Goldman,  Sachs  &  Co. 
will  have  no  further  obligations  to  the  Issuer. 

Except  for  the  assignment  to  an  affiliate,  the  Liquidation  Agency  Agreement  may  not  be  assigned  by  the 
Liquidation  Agent,  in  whole  or  in  part,  without  (i)  the  prior  written  consent  of  the  Issuer,  (ii)  the  prior  written 
consent  of  or  affirmative  vote  by  a  Majority  of  the  Controlling  Class  and  the  holders  of  a  Majority  of  the  Income 
Notes  and  (iii)  satisfaction  of  the  Rating  Agency  Condition  with  respect  to  such  assignment  or  delegation 

The  Liquidation  Agency  Agreement  will  terminate  when  the  earliest  of  the  following  occurs:  (i)  the 
payment  in  full  of  the  Notes;  (ii)  the  liquidation  of  the  Pledged  Assets  and  the  final  distribution  of  the  proceeds  of 
such  liquidation  to  the  Holders  of  the  Notes  or  (iii)  the  termination  thereof  due  to  the  resignation  or  removal  of  the 
Liquidation  Agent  in  accordance  with  the  Liquidation  Agency  Agreement. 

The  Liquidation  Agency  Agreement  may  not  be  amended  or  modified  or  any  provision  thereof  waived 
(other  than  in  connection  with  an  assignment  to  an  affiliate  of  the  Liquidation  Agent)  except  by  (i)  an  instrument  in 
writing  signed  by  the  parties  thereto,  (ii)  the  prior  written  consent  of  a  Majority  of  the  Controlling  Class  and  (iii) 
written  confirmation  from  each  Rating  Agency  to  the  effect  that  such  amendment,  modification  or  waiver  will  not 
cause  a  qualification,  downgrade  or  withdrawal  of  its  then  current  ratings  of  any  Class  of  Notes  rated  by  such  Rating 
Agency  unless  the  holders  of  100%  of  each  Class  of  Notes  that  would  be  qualified,  reduced  or  withdrawn  due  to  an 
amendment,  modification  or  waiver  approves  such  amendment,  modification  or  waiver. 

The  Liquidation  Agent,  its  affiliates  and  their  respective  members,  principals,  partners,  managers,  directors, 
officers,  stockholders,  partners,  agents  and  employees  will  not  be  liable  to  the  Co-Issuers,  the  Trustee,  the  Fiscal 
Agent,  the  holders  of  the  Notes  or  any  other  Person  for  any  losses,  claims,  damages,  demands,  charges,  judgments, 
assessments,  costs  or  other  liabilities  incurred  by  the  Co-Issuers,  the  Trustee,  the  Fiscal  Agent,  the  holders  of  the 
Notes  or  any  other  Person  that  arise  out  of  or  in  connection  with  the  performance  by  the  Liquidation  Agent  of  its 
duties  under  the  Liquidation  Agency  Agreement  or  the  Indenture,  or  for  any  decrease  in  the  value  of  the  Pledged 
Assets;  provided  that  the  Liquidation  Agent  shall  be  subject  to  liability  by  reason  of  acts  or  omissions  of  the 
Liquidation  Agent  constituting  bad  faith  willful  misconduct  or  gross  negligence  in  the  performance,  or  reckless 
disregard,  of  the  obligations  of  the  Liquidation  Agent  under  the  Liquidation  Agency  Agreement  and  under  the  terms 
of  the  Indenture  applicable  to  the  Liquidation  Agent;  provided  that  in  no  event  shall  the  Liquidation  Agent  or  any  of 
its  affiliates  be  liable  for  consequential,  special,  exemplary  or  punitive  damages.  Subject  to  the  priority  of  payments 
described  herein,  the  Liquidation  Agent  will  be  entitled  to  indemnification  by  the  Issuer  under  certain  circumstances. 

Various  potential  and  actual  conflicts  of  interest  may  arise  from  the  overall  activities  of  the  Liquidation 
Agent  and  its  affiliates.  In  certain  circumstances,  the  interests  of  the  Issuer  and  the  holders  of  the  Notes  with  respect 
to  matters  as  to  which  the  Liquidation  Agent  is  advising  the  Issuer  may  conflict  with  the  interests  of  the  Liquidation 
Agent  or  its  affiliates.  See  "Risk  Factors — Other  Considerations — Certain  Conflicts  of  Interest"  and  " — The 
Liquidation  Agent." 

ACCOUNTS 

Pursuant  to  the  Indenture,  the  Issuer  shall  cause  there  to  be  opened  and  at  all  times  maintained  the  Interest 
Collection  Account,  the  Payment  Account,  the  Expense  Reserve  Account,  the  Collateral  Account  (including  the 
Cash  Collateral  Account),  the  Delivered  Obligation  Account  and,  to  the  extent  required,  the  Amortization  Shortfall 
Account  and  the  CDS  Counterparty  Collateral  Account  (each  as  hereinafter  defined),  each  of  which  shall  be  a 
segregated  account  or  sub-account  established  with  the  Securities  Intermediary  in  the  name  of  the  Trustee  for  the 
benefit  of  the  Secured  Parties  as  further  described  in  the  Indenture.  Each  Account  is  required  to  be  maintained  by 
the  Trustee  or  by  another  financial  institution  that  is  an  Eligible  Depositary. 

Certain  distributions  on  the  Pledged  Assets,  including  Fixed  Amounts  received  by  the  Issuer  under  the 
Credit  Default  Swap  will  be  remitted  to  a  single,  segregated  account  established  and  maintained  under  the  Indenture 
(the  "Interest  Collection  Account")  and  will  be  available,  to  the  extent  described  herein,  for  application  in  the 
manner  and  for  the  purposes  described  herein.  Funds  held  in  the  Interest  Collection  Account  will  be  invested  by  the 
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Trustee  in  Eligible  Investments  in  accordance  with  the  terms  of  the  Indenture.  All  Fixed  Amounts  and  Interest 
Shortfall  Reimbursement  Payment  Amounts  paid  by  the  Credit  Protection  Buyer  to  the  Issuer  under  a  CDS 
Transaction  and  any  investment  income  on  the  Collateral  will  be  remitted  to  the  Interest  Collection  Account.  If 
Expected  Fixed  Amounts  (as  defined  in  the  related  Master  Confirmation)  are  paid  by  the  Credit  Protection  Buyer  to 
the  Issuer  in  accordance  with  the  Credit  Default  Swap  following  a  downgrade  or  placement  on  watch  for  downgrade 
of  the  Credit  Protection  Buyer,  on  the  Payment  Date  immediately  thereafter,  the  Expected  Fixed  Amount  (as  defined 
in  the  related  Master  Confirmation)  will  not  be  transferred  to  the  Payment  Account  to  be  distributed  in  accordance 
with  the  Priority  of  Payments  for  such  Payment  Date  but  will  instead  be  held  in  the  Interest  Collection  Account  until 
the  next  Payment  Date. 

On  the  Closing  Date,  the  net  proceeds  of  the  offering  of  the  Notes  issued  on  such  date  will  be  used  to 
purchase  Collateral  Securities  and  Eligible  Investments  with  an  initial  principal  balance  of  $305,000,000  which  will 
be  deposited  to  a  single,  segregated  account  established  and  maintained  under  the  Indenture  (the  "Collateral 
Account").  The  "Cash  Collateral  Account"  shall  be  a  subaccount  of  the  Collateral  Account.  Termination  payments 
paid  by  the  Credit  Protection  Buyer  to  the  Issuer,  any  amounts  paid  by  an  assignee  of  a  CDS  Transaction  to  the 
Issuer,  Sale  Proceeds  from  Collateral  Securities,  Delivered  Obligations  and  Eligible  Investments  (other  than  (i) 
proceeds  of  Collateral  Securities  and  Eligible  Investments  applied  to  pay  Credit  Protection  Amounts  and  (ii)  Sale 
Proceeds  from  Eligible  Investments  purchased  with  principal  payments  on  the  Collateral  Securities  diverted  into  the 
Amortization  Shortfall  Account)  received  by  the  Issuer  will  be  remitted  by  the  Trustee  to  the  Collateral  Account  and 
invested  in  Eligible  Investments.  The  Collateral  Securities  and  any  Eligible  Investments  on  deposit  in  the  Collateral 
Account  may  be  used  to  pay  Credit  Protection  Amounts  and  to  redeem  the  Notes  as  described  herein.  In  addition,  if 
an  Amortization  Shortfall  Amount  exists  in  respect  of  a  Payment  Date,  all  principal  payments  received  by  the  Issuer 
on  Collateral  Securities  and  Eligible  Investments  (other  than  cash)  on  deposit  in  the  Collateral  Account  shall  be 
deposited  by  the  Trustee  in  the  Amortization  Shortfall  Account  up  to  the  amount  required  to  satisfy  all  outstanding 
Amortization  Shortfall  Amounts.  All  investment  earnings  from  the  Collateral  Securities  and  Eligible  Investments  in 
the  Collateral  Account  will  be  remitted  to  the  Interest  Collection  Account  (and  will  not  be  included  in  the  Collateral 
Account  Amount).  All  principal  payments  on  Collateral  Securities  in  the  Collateral  Account  will  be  invested  in 
Eligible  Investments  at  the  direction  of  the  Liquidation  Agent  until  invested  in  Collateral  Securities  satisfying  the 
Collateral  Securities  Eligibility  Criteria  at  the  direction  of  the  Liquidation  Agent 

On  the  Business  Day  prior  to  each  Payment  Date  other  than  a  Final  Payment  Date  (each  a  "Transfer  Date"), 
the  Trustee  will  deposit  into  a  separate  account  (the  "Payment  Account")  all  funds  (including  any  reinvestment 
income)  in  the  Interest  Collection  Account  (to  the  extent  received  prior  to  the  end  of  the  related  Due  Period)  for 
application  in  accordance  with  the  Priority  of  Payments. 

Principal  Proceeds  shall  be  deposited  in  the  Collateral  Account  and  subject  to  the  calculation  of  the 
Aggregate  Amortization  Amount.  On  each  Transfer  Date,  the  Trustee  will  deposit  all  Amortization  Proceeds  into  the 
Payment  Account  for  the  application  in  accordance  with  the  Priority  of  Payments. 

On  the  Closing  Date,  U.S.$200,000  from  the  net  proceeds  of  the  offering  of  the  Notes  will  be  deposited  by 
the  Trustee  into  a  single,  segregated  account  established  and  maintained  by  the  Trustee  under  the  Indenture  (the 
"Expense  Reserve  Account").  On  each  Payment  Date,  to  the  extent  that  funds  are  available  for  such  purpose  in 
accordance  with  and  subject  to  the  limitations  of  the  Priority  of  Payments,  the  Trustee  will  deposit  into  the  Expense 
Reserve  Account  an  amount  from  Proceeds  such  that  the  amount  on  deposit  in  the  Expense  Reserve  Account  (after 
giving  effect  to  such  deposit)  will  equal  U.S. $200,000.  Amounts  on  deposit  in  the  Expense  Reserve  Account  may 
be  withdrawn  from  time  to  time  to  pay  accrued  and  unpaid  Administrative  Expenses  of  the  Issuers.  With  respect  to 
the  first  Payment  Date,  funds  on  deposit  in  the  Expense  Reserve  Account  in  excess  of  U.S.$200,000  will  be 
transferred  by  the  Trustee  to  the  Payment  Account  for  application  as  interest  proceeds.  All  funds  on  deposit  in  the 
Expense  Reserve  Account  at  the  time  when  substantially  all  of  the  Issuer's  assets  have  been  sold  or  otherwise 
disposed  of  will  be  transferred  by  the  Trustee  to  the  Payment  Account  for  application  as  Proceeds  on  the 
immediately  succeeding  Payment  Date. 

Under  certain  conditions  described  in  the  Credit  Default  Swap,  the  Credit  Protection  Buyer  may  be 
required  to  post  collateral  ("CDS  Counterparty  Collateral")  under  the  terms  of  the  Credit  Default  Swap.  The  CDS 
Counterparty  Collateral  pledged  by  the  Credit  Protection  Buyer  will  be  deposited  by  the  Trustee  into  a  segregated 
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account  (the  "CDS  Counterparty  Collateral  Account")  established  in  the  name  of  the  Trustee  and  held  therein 
pursuant  to  the  terms  of.  the  Credit  Default  Swap. 

On  or  before  the  first  date  on  which  there  exists  an  Amortization  Shortfall  Amount,  the  Trustee  will 
establish  and  maintain  a  single,  segregated  account  established  and  maintained  under  the  Indenture  (the 
"Amortization  Shortfall  Account")  into  which  certain  principal  payments  and  interest  received  by  the  Issuer  on 
Collateral  Securities  and  Eligible  Investments  in  the  Collateral  Account  shall  be  deposited  up  to  the  Amortization 
Shortfall  Amount. 

On  or  before  the  first  date  that  a  Delivered  Obligation  is  received  by  the  Issuer,  the  Trustee  will  establish 
and  maintain  under  the  Indenture  a  segregated  collateral  account  (the  "Delivered  Obligation  Account")  into  which 
all  Delivered  Obligations  shall  be  deposited.  Each  Delivered  Obligation  will  be  held  in  the  Delivered  Obligation 
Account  until  such  Delivered  Obligation  is  sold  by  the  Liquidation  Agent,  on  behalf  of  the  Issuer,  pursuant  to  the 
terms  of  the  Indenture. 

Amounts  retained  in  the  Accounts  during  a  Due  Period  will  be  invested  in  Eligible  Investments. 

REPORTS 

A  report  will  be  made  available  to  the  Holders  of  the  Secured  Notes  and  Holders  of  the  Income  Notes  and 
will  provide  information  on  the  Pledged  Assets  as  well  as  information  with  respect  to  payments  made  on  the  related 
Payment  Date  (each,  a  "Note  Valuation  Report"),  beginning  in  July,  2007. 

The  infonnation  in  each  Note  Valuation  Report  will  be  prepared  as  of  the  Determination  Date  preceding 
the  related  Payment  Date  and  will  set  out,  among  other  things,  the  amounts  payable  in  accordance  with  the  Priority 
of  Payments  on  such  Payment  Date.  The  Issuer  will  instruct  the  Trustee  to  transfer  the  amounts  set  forth  in  such 
Note  Valuation  Report  in  the  manner  specified  in,  and  in  accordance  with,  the  Priority  of  Payments. 

WEIGHTED  AVERAGE  LIFE  AND  YIELD  CONSIDERATIONS 

The  Stated  Maturity  of  the  Notes  (other  than  the  Class  S  Notes)  is  the  Payment  Date  in  July  2042. 
However,  the  principal  of  the  Notes  (other  than  the  Class  S  Notes)  is  expected  to  be  paid  in  full  prior  to  the  Stated 
Maturity.  Average  life  refers  to  the  average  amount  of  time  that  will  elapse  from  the  date  of  delivery  of  a  security 
until  each  dollar  of  the  principal  of  such  security  will  be  paid  to  the  investor.  The  average  lives  of  the  Notes  will  be 
determined  by  the  amount  of  principal  payments  which  are  dependent  on  a  number  of  factors,  including  when  the 
Reference  Obligations  are  repaid. 

Weighted  Average  Life.  Weighted  average  life  refers  to  the  average  amount  of  time  that  will  elapse  from 
the  date  of  delivery  of  a  security  until  each  dollar  of  the  principal  of  such  security  will  be  paid  to  the  investor.  The 
weighted  average  lives  of  the  Notes  of  each  Class  will  be  determined  by  the  amount  and  frequency  of  principal 
payments,  which  are  dependent  upon,  among  other  things,  the  amount  of  payments  received  at  or  in  advance  of  the 
scheduled  maturity  of  the  Reference  Obligations  (whether  through  sale,  maturity,  redemption,  prepayment,  default 
or  other  liquidation  or  disposition).  The  actual  weighted  average  lives  and  actual  maturities  of  the  Notes  will  be 
affected  by  the  financial  conditions  of  the  obligors  on  or  the  issuers  of  the  Reference  Obligations  or  the  obligors  on 
the  underlying  assets,  and  the  characteristics  of  such  securities  and  assets,  including  the  existence  and  frequency  of 
exercise  of  any  optional  or  mandatory  redemption  features,  the  prevailing  level  of  interest  rates,  the  redemption 
price,  prepayment  rates,  any  lockout  periods  or  prepayment  premiums  or  penalties,  the  actual  default  rate  and  the 
actual  level  of  recoveries  on  any  Defaulted  Obligations,  and  the  frequency  of  tender  or  exchange  offers  for  such 
Reference  Obligations.  Any  disposition  of  a  CDS  Transaction  will  change  the  composition  and  characteristics  of  the 
Reference  Portfolio  and  Collateral  Securities  and  the  scheduled  payments  and  payment  characteristics  thereon,  and, 
accordingly,  may  affect  the  actual  weighted  average  lives  of  the  Notes.  The  rate  of  future  defaults  and  the  amount 
and  timing  of  any  cash  realization  from  CDS  Transactions  the  Reference  Obligations  of  which  are  determined  to  be 
Credit  Risk  Obligations  also  will  affect  the  maturity  and  weighted  average  lives  of  the  Notes.  The  weighted  average 
life  of  the  Notes  of  each  Class  may  also  vary  depending  on  whether  or  not  the  Notes  are  redeemed.  The  weighted 
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average  lives  of  the  Notes  are  expected  to  be  shorter,  and  may  be  substantially  shorter,  than  the  Stated  Maturity  of 
the  Notes. 

The  table  set  forth  below  indicates  the  percentage  of  the  initial  balance  of  each  Class  of  Notes  that  would 
be  outstanding  on  each  Payment  Date  assuming  no  prepayments  or  losses  and  the  weighted  average  life  of  each 
Class  of  Notes  and  principal  window  of  each  Class  based  on  the  assumptions  (the  "Collateral  Assumptions")  set 
forth  below,  the  table  set  forth  below  is  included  only  for  illustrative  purposes,  and  none  of  the  Issuers,  the 
Liquidation  Agent,  the  Trustee  or  the  Initial  Purchaser  makes  any  representation  as  to  whether  such  assumptions  will 
be  realized. 

i.  Forward  1-month  LIBOR  curve  as  of  March  12,  2007  are  assumed; 

ii.  the  Closing  Date  is  March  20,  2007  and  the  first  Payment  Date  is  Jury  12,  2007  and  the  first 

Quarterly  Payment  Date  is  July  12, 2007; 

iii.  all  of  the  net  proceeds  of  the  offering  of  the  Notes  are  invested  as  of  the  Closing  Date  in  the 

Collateral  Securities; 

iv.  the  Coverage  Tests  are  satisfied  as  of  the  Closing  Date; 

v.  expenses  due  under  clauses  (i),  (ii)  and  (iii)  of  the  Priority  of  Payments  are  paid  on  each  Payment 

Date  and  is  equal  to  0.06172%  per  annum  of  the  Aggregate  Outstanding  Portfolio  Amount. 

vi.  the  Liquidation  Agent  Fee  is  0.05%  per  annum  of  the  Aggregate  Outstanding  Portfolio  Amount; 

vii.  each  CDS  Transaction  will  pay  monthly  on  the  25th  day  of  the  month  in  which  such  payment  is 
due  and  receipts  will  be  reinvested  for  12  days  at  a  rate  equal  to  one-month  LIBOR  minus  0.25%; 

viii.  amounts  due  on  the  Collateral  Securities  are  fully  paid  out  in  accordance  with  the  Priority  of 
Payments  on  the  12th  day  of  the  month  in  which  they  are  received  (each  of  which  is  assumed  to  be 
a  Business  Day)  and  receipts  will  be  reinvested  for  12  days  at  a  rate  equal  to  one-month  LIBOR 
minus  0.25%; 

ix.  failure  to  pay  interest  to  the  Holders  of  the  Class  S  Notes,  the  Class  A  Notes  and  the  Class  B  Notes 

is  not  an  Event  of  Default; 

x.  all  unpaid  Class  C  Note  and  Class  D  Note  interest  is  Deferred  Interest; 

xi.  there  are  no  dispositions  of  CDS  Transactions; 

xii.         no  rating  change  occurs  on  any  Reference  Obligation  or  the  Notes; 

xiii.  there  is  no  Optional  Redemption,  Tax  Redemption  or  Auction  (except  in  the  computation  of  the 
DEC  table  and  Sensitivity  of  Reference  Obligation  Principal  Payments  to  CDR  table  below); 

xv.  defaults  are  incurred  at  the  constant  annual  default  rates  and  are  applied  on  each  Payment  Date  to 
the  outstanding  Reference  Obligation  Notional  Amount  of  the  Reference  Portfolio  as  of  such 
Payment  Date  commencing  on  the  Payment  Date  in  July  2008;  and 

xvi.         the  Expense  Reserve  Account  is  assumed  to  stay  fully  funded  at  $200,000  on  each  Payment  Date. 
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Date 
Closing  Date 

July  12,  2007 

July  12, 2008 

July  12,  2009 

July  12,2010 

July  12,  2011 

July  12,  2012 

July  12,  2013 

July  12,  2014 

Expected  Principal 
Window(l) 


Class  A- la 

Class  A- lb 

Class  A-2 

Class  B 

Class  C 

Class D 

100.0% 

100.0% 

100.0%  . 

100.0% 

100.0% 

100.0% 

100.0% 

100.0% 

100.0% 

100.0% 

100.0% 

98.4% 

100.0% 

100.0% 

100.0% 

100.0% 

100.0% 

93.5% 

76.6% 

100.0% 

83.4% 

89.9% 

80.0% 

88.9% 

31.0% 

100.0% 

51.0% 

55.0% 

43.3% 

76.5% 

0.0% 

91.2% 

26.4% 

44.9% 

35.4% 

.61.5% 

0.0% 

31.3% 

9.1% 

44.9% 

35.4% 

58.5% 

0.0% 

0.0% 

0.0% 

3.0% 

35.4% 

57.6% 

0.0%    . 

0.0% 

0.0% 

0.0% 

0.0% 

0.0% 

November 

12,  2008  to 

June  12, 

2011 

June  12, 

2011  to 

December 

12,2012 

November 

12,  2008  to 

December 

12,2012 

January  12, 

2009  to 

August  12, 

2013 

February 
12,  2009  to 
December 

12,2013 

July  12, 

2007  to 

April  12, 

2014 

Expected  Weighted 
Average  Life(2) 


3.0  years         5.0  years         3.5  years        4.3  years        4.1  years         5.3  years 


(1)  The  "Expected  Principal  Window"  for  a  Class  of  Notes  is  the  period  in  which  (a)  the  initial  principal  payment  of  the  Class  is 
expected  to  be  made  and  (b)  the  final  payment  of  principal  of  the  Class  is  expected  to  be  made  under  the  Collateral  Assumptions  (assuming  no 
defaults). 

(2)  The  "Expected  Weighted  Average  Life"  of  each  Class  of  Notes  is  determined  by  (i)  multiplying  the  amount  of  each  principal 
distribution  on  such  Class  that  would  result  under  the  Collateral  Assumptions  (assuming  no  defaults)  by  the  number  of  years  from  the  date  of 
determination  to  the  related  Payment  Date  (assuming  30  days  in  each  month  and  a  360-day  year),  (ii)  adding  the  results  and  (iii)  dividing  the  sum 
by  the  aggregated  principal  distributions  referred  to  in  clause  (i). 

The  following  table  shows  the  "Expected  Weighted  Average  Life"  and  the  "Expected  Principal  Window" 
for  each  Class  of  Notes  under  various  constant  default  rates.  The  "Expected  Weighted  Average  Life"  of  each  Class 
of  Notes  is  determined  by  (i)  multiplying  the  amount  of  each  principal  distribution  on  such  Class  that  would  result 
under  the  Collateral  Assumptions  by  the  number  of  years  from  the  Closing  Date  to  the  related  Payment  Date 
(assuming  30  days  in  each  month  and  a  360-day  year),  (ii)  adding  the  results  and  (iii)  dividing  the  sum  by  the 
aggregated  principal  distributions  referred  to  in  clause  (i).  The  "Expected  Principal  Window"  for  a  Class  of  Notes  is 
when  the  first  and  last  payments  of  principal  are  expected  to  be  made  under  the  Collateral  Assumptions.  The  loss 
severity  is  assumed  to  be  65%. 
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Sensitivity  of  Reference  Obligation  Principal  Payments  to  CDR 

0.0%  CDR  0.5%  CDR  1.0%  CDR 


1.5%  CDR 


A-la 
A-lb 
A-2 

B 

C 

D 


Expected 

Weighted 

Average 

Life 

3.0  years 

5.0  years 
3.5  years 
4.3  years 

4.1  years 
5.3  years 


Expected  Principal 

Window 

November  12, 2008  to 
June  12,2011 

June  12,  2011  to 
December  12,2012 

November  12, 2008  to 
December  12,2012 

January  12, 2009  to 
August  12, 2013 

February^,  2009  to 
December  12,2013 

July  12, 2007  to 
April  1 2, 201-1 


Expected 

Weighted 

Average  Life 

2.9  years 

5.0  years 
3.5  years 
4.3  years 

4.1  years 

5.2  years 


Expected  Principal 

Window 

July  12, 2008  to 
May  12, 201 1 

May  12, 2011  to 
December  12,2012 

July  12, 2008  to 
December  12,2012 

February  12,  2009  to 
September  12, 2013 

March  12,  2009  to 
January  12, 2014 

July  12, 2007  to 
May  12,2014 


Expected 

Weighted 

Average  Life 

2.9  years 

5.0  years 
3.5  years 
4.3  years 

4.1  years 

5.2  years 


Expected  Principal 

Window 

July  12, 2008  to 
May  12,2011 

May  12, 201 1  to 
January  12, 2013 

July  12, 2008  to 
January  12,  2013 

Februarys,  2009  to 
September  12. 2013 

May  12, 2009  to 
February  12,  2014 

July  12, 2007  to 
May  12,2014 


Expected 

Weighted 

Average 

Life 

2.9  years 

5.0  years 
3.5  years 
4.2  years 

4.1  years 

5.2  years 


Expected  Principal 

Window 

July  12, 2008  to 
May  12, 201 1 

May  12, 2011  to 
January  12, 2013 

July  12, 2008  to 
January  12, 2013 

February  12,  2009  to 
September  12,  2013 

June  12,  2009  to 
February  12, 2014 

July  12, 2007  to 
May  12,2014 


The  table  set  forth  below  entitled  "Class  A-la,  A-lb,  A-2,  B,  C  and  D  Note  Constant  Default  Rate  Stress 
Tests"  shows  the  Constant  Default  Rate  ("CDR")  and  Cumulative  Defaults  for  each  Class  of  Notes  under  three 
stress  scenarios,  assuming  a  65%  loss  severity  on  defaulted  Reference  Obligations.  In  column  one  ("First  Dollar  of 
Loss"),  CDR  represents  the  CDR  starting  on  the  July  2008  Payment  Date  that  would  result  in  the  first  dollar  of 
principal  loss  to  the  respective  Class  of  Notes.  Cumulative  Defaults  represent  the  sum  of  such  defaults  divided  by 
the  aggregate  notional  amount  of  the  Reference  Obligations  as  of  the  Closing  Date.  In  column  two  ("Flat  Return"), 
CDR  represents  the  CDR  starting  on  the  July  2008  Payment  Date  that  would  result  in  a  yield  equivalent  to  a  zero 
discount  margin  over  one-month  LIBOR  for  the  Class  A-la  Notes,  the  Class  A-lb  Notes,  the  Class  A-2  Notes,  the 
Class  B  Notes,  the  Class  C  Notes  and  the  Class  D  Notes.  Cumulative  Defaults  represent  the  sum  of  such  defaults 
divided  by  the  aggregate  notional  amounts  of  the  Reference  Obligations  as  of  the  Closing  Date.  In  column  three 
("Return  of  Investment  (0%  return)"),  the  CDR  represents  the  CDR  starting  on  the  July  2008  Payment  Date  that 
would  result  in  an  approximate  0.0%  return  for  the  Class  A-la  Notes,  the  Class  A-lb  Notes,  the  Class  A-2  Notes, 
the  Class  B  Notes,  the  Class  C  Notes  and  the  Class  D  Notes.  Cumulative  Defaults  represent  the  sum  of  such 
defaults  divided  by  the  aggregate  notional  amounts  of  the  Reference  Obligations  as  of  the  Closing  Date. 

Class  A-la  A-lb  A-2.  B.  C  and  D  Note  Constant  Default  Rate  Stress  Tests 


First  Dollar  of  Loss 

Flat  Return 

"    Return  of  Investment 
(0%  return) 

Constant 

Annual  Default 

Rate  at  65% 

Loss  Severity 

CDR 

Cumulative 
Defaults 

CDR 

Cumulative 
Defaults 

CDR 

Cumulative 
Defaults 

Class  A-la 

29.35% 

54.81% 

30.11% 

55.76% 

42. 18% 

68.75% 

Class  A-lb 

29.35% 

54.81% 

30.91% 

56.75% 

43.24% 

69.72% 

Class  A-2 

21.04% 

43.14% 

21.52% 

43.87% 

24.08% 

47.69% 

Class  B 

12.42% 

28.17% 

13.52% 

30.26% 

16.32% 

35.34% 

Class  C 

7.91% 

18.95% 

8.82% 

20.90% 

9.52% 

22.36% 

Class  D 

4.86% 

12.09% 

5.45% 

13.46% 

6.06% 

14.85% 

Yield .  The  yield  to  maturity  of  the  Notes  of  each  Class  will  also  be  affected  by  the  rate  of  repayment  of  the 
Reference  Obligations,,  as  well  as  by  the  redemption  of  the  Notes  in  an  Auction,  an  Optional  Redemption  or  Tax 
Redemption  (and  upon  the  Note  Redemption  Price  or  Income  Note  Redemption  Price,  as  applicable,  then  payable). 
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The  Issuer  is  not  required  to  repay  the  Notes  on  any  date  prior  to  their  Stated  Maturity.  The  receipt  of  principal 
payments  on  the  Notes  at  a  rate  slower  than  the  rate  anticipated  by  investors  purchasing  the  Notes  at  a  discount  will 
result  in  an  actual  yield  that  is  lower  than  anticipated  by  such  investors. 

The  yield  to  maturity  of  the  Notes  may  also  be  affected  by  the  rate  of  delinquencies  and  defaults  on  and 
liquidations  of  the  Reference  Obligations  and  Collateral  Securities,  to  the  extent  not  absorbed  by  the  Income  Notes; 
dispositions  of  CDS  Transactions  and  the  effect  of  the  Coverage  Tests  on  payments  under  the  Priority  of  Payments. 
The  yield  to  investors  in  the  Notes  will  also  be  adversely  affected  to  the  extent  that  the  Issuers  incur  certain  expenses 
that  are  not  absorbed  by  the  Income  Notes. 

THE  ISSUERS 

General 

The  Issuer  was  incorporated  as  Hudson  Mezzanine  Funding  II,  Ltd.  on  September  20,  2006  in  the  Cayman 
Islands  with  the  registered  number  174363.  The  Issuer's  name  was  changed  to  Anderson  Mezzanine  Funding  2007- 
1,  Ltd.  on  March  8,  2007.  The  registered  office  of  the  Issuer  is  at  the  offices  of  Maples  Finance  Limited,  P.O.  Box 
1093GT,  Queensgate  House,  South  Church  Street,  George  Town,  Grand  Cayman,  Cayman  Islands.  Maples  Finance 
Limited's  telephone  number  is  (345)  945-7099.  The  Issuer  has  no  prior  operating  history.  The  Issuer's 
Memorandum  of  Association  sets  out  the  objects  of  the  Issuer,  which  include  the  business  to  be  carried  out  by  the 
Issuer  in  connection  with  the  Notes. 

The  Co-Issuer  was  incorporated  on  February  22,  2007  under  the  laws  of  the  State  of  Delaware  with  the 
registered  number  4305859.  The  registered  office  of  the  Co-Issuer  is  at  Donald  J.  Puglisi,  Puglisi  &  Associates,  850 
Library  Avenue,  Suite  204,  Newark,  Delaware,  19711.  The  Co-Issuer's  telephone  number  is  (302)  738-6680.  The 
Co-Issuer  has  no  prior  operating  history.  Article  3  of  the  Co-Issuer's  Certificate  of  Incorporation  sets  out  the 
purposes  of  the  Co-Issuer,  which  include  the  business  to  be  carried  out  by  the  Co-Issuer  in  connection  with  the 
issuance  of  the  Secured  Notes. 

The  Co-Issued  Notes  are  obligations  only  of  the  Issuers  and  the  Income  Notes  are  obligations  only  of  the 
Issuer,  and  not  of  the  Trustee,  the  Liquidation  Agent,  the  Initial  Purchaser,  the  Administrator,  the  Agents,  the  Share 
Trustee  or  any  directors,  managers  or  officers  of  the  Issuers  or  any  of  their  respective  affiliates. 

The  authorized  share  capital  of  the  Issuer  consists  of  250  ordinary  shares,  U.S.$1.00  par  value  per  share 
(the  "Issuer  Ordinary  Shares").  All  of  the  Issuer  Ordinary  Shares  will  be  issued  on  or  prior  to  the  Closing  Date.  All 
of  the  outstanding  Issuer  Ordinary  Shares  will  be  held  by  the  Share  Trustee  pursuant  to  the  terms  of  a  declaration  of 
trust  for  the  benefit  of  charitable  and  similar  purposes.  All  of  the  outstanding  common  equity  of  the  Co-Issuer  will 
be  held  by  the  Share  Trustee  under  the  terms  of  the  charitable  trust  which  holds  the  Issuer  Ordinary  Shares.  For  so 
long  as  any  of  the  Notes  are  outstanding,  no  beneficial  interest  in  the  ordinary  shares  of  the  Issuer  or  of  the  common 
equity  of  the  Co-Issuer  shall  be  registered  to  a  U.  S.  Person. 
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Capitalization  of  the  Issuer 

The  initial  proposed  capitalization  of  the  Issuer  as  of  the  Closing  Date  after  giving  effect  to  the  issuance  of 
the  Notes  and  the  Issuer  Ordinary  Shares  before  deducting  expenses  of  the  offering  of  the  Notes  is  as  set  forth 
below. 

Amount 

Class  S  Notes  $  2,490,000 

Class  A- la  Notes  $  130,000,000 

Class  A- lb  Notes  $  53,000,000 

Class  A-2  Notes  $  30,500,000 

Class  B  Notes  $  42,700,000 

Class  C  Notes  $  16,775,000 

Class  D  Notes  $  11,090,000 

Income  Notes  $  20,935,000 

Total  Debt  $  307,490,000 

Issuer  Ordinary  Shares  250 


Total  Equity  $  250 

Total  Capitalization  $       307,490,250 

Capitalization  of  the  Co-Issuer 

The  Co-Issuer  will  be  capitalized  only  to  the  extent  of  its  common  equity  of  U.S.S10,  will  have  no  assets 
other  than  its  equity  capital  and  will  have  no  debt  other  than  as  Co-Issuer  of  the  Secured  Notes.  The  Co-Issuer  has 
agreed  to  co-issue  the  Secured  Notes  as  an  accommodation  to  the  Issuer,  and  the  Co-Issuer  is  receiving  no 
remuneration  for  so  acting.  Because  the  Co-Issuer  has  no  assets,  and  is  not  permitted  to  have  any  assets,  Holders  of 
Notes  will  not  be  able  to  exercise  their  rights  against  any  assets  of  the  Co-Issuer.  Holders  of  Secured  Notes  must 
rely  on  the  Pledged  Assets  held  by  the  Issuer  and  pledged  to  the  Trustee  for  payment  on  their  respective  Secured 
Notes  in  accordance  with  the  Priority  of  Payments. 
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Flow  of  Funds 

The  approximate  flow  of  funds  of  the  Issuer  from  the  gross  proceeds  of  the  offering  of  the  Notes  on  the 
Closing  Date  is  as  set  forth  below: 

Gross  Proceeds 

Class  S  Notes 
Class  A- la  Notes 

Class  A- lb  Notes 
Class  A-2  Notes 
Class  B  Notes 
Class  C  Notes 
Class  D  Notes 
Income  Notes 


Total: 


$ 

2,490,000 

$ 

130,000,000 

$ 

53,000,000 

$ 

30,500,000 

$ 

42,700,000 

$ 

16,775,000 

$ 

12,000,000 

$ 

20,935,000 

$ 

308,400,000 

Expenses 


Third  Parry  Expenses 

Goldman,  Sachs  &  Co. 

Expense  Reserve  Accounts 
Total: 


$ 

1,630,000 

$ 

25,000 

$ 

200,000 

1,855,000 


Collateral  Assets 


Net  Proceeds 

$ 

306,545,000 

Par  Value  of  Collateral 

$ 

305,000,000 

Clean  Price  of  Collateral 

$ 

304,973,000 

Cash  for  Purchase  of  Collateral 

$ 

27,000 

Purchase  Accrued  Interest  on  Collateral 

$ 

666,000 

First  Period  Interest  Reserve 

$ 

879,000 

Business 

The  Issuers  will  not  undertake  any  business  other  than  the  issuance  of  the  Co-Issued  Notes  and,  in  the  case 
of  the  Issuer,  the  issuance  of  the  Income  Notes,  the  acquisition  and  management  of  the  Pledged  Assets  and,  in  each 
case,  other  related  transactions.  Neither  of  the  Issuers  will  have  any  subsidiaries  other  than  the  Co-Issuer  in  the  case 
of  the  Issuer. 
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The  Administrator  will  act  as  the  administrator  of  the  Issuer.  The  office  of  the  Administrator  will  serve  as 
the  general  business  office  of  the  Issuer.  Through  this  office  and  pursuant  to  the  terms  of  an  agreement  to  be  dated 
on  or  about  the  Closing  Date  by  and  between  the  Administrator  and  the  Issuer  (as  amended,  supplemented  or 
otherwise  modified  from  time  to  time,  the  "Administration  Agreement"),  the  Administrator  will  perform  various 
management  functions  on  behalf  of  the  Issuer,  including  communications  with  shareholders  and  the  general  public, 
and  the  provision  of  certain  clerical,  administrative  and  other  services  until  termination  of  the  Administration 
Agreement.  In  consideration  of  the  foregoing,  the  Administrator  will  receive  various  fees  and  other  charges  payable 
by  the  Issuer  at  rates  agreed  upon  from  time  to  time  plus  expenses.  The  directors  of  the  Issuer  listed  below  are  also 
officers  and/or  employees  of  the  Administrator  and  may  be  contacted  at  the  address  of  the  Administrator. 

The  Administrator  will  be  subject  to  the  overview  of  the  Issuer's  Board  of  Directors.  The  Administration 
Agreement  may  be  terminated  by  either  the  Issuer  or  the  Administrator  upon  30  days'  written  notice. 

The  Administrator's  principal  office  is:  Maples  Finance  Limited,  P.O.  Box  1093GT,  Queensgate  House, 
South  Church  Street,  George  Town,  Grand  Cayman,  Cayman  Islands. 

Directors 

The  Directors  of  the  Issuer  are  Carrie  Bunton  and  Carlos  Farjallah,  each  having  an  address  at  Maples 
Finance  Limited,  P.O.  Box  1093GT,  Queensgate  House,  South  Church  Street,  George  Town,  Grand  Cayman, 
Cayman  Islands. 

The  director  of  the  Co-Issuer  is  Donald  Puglisi  who  may  be  contacted  at  the  address  of  the  Co-Issuer. 

INCOME  TAX  CONSIDERATIONS 

Circular  230 

Any  discussion  of  U.S.  federal  tax  matters  set  forth  in  this  Offering  Circular  was  written  in  connection  with 
the  promotion  and  marketing  by  the  Issuer  and  the  Initial  Purchaser  of  the  Notes  (as  defined  herein).  Such 
discussion  was  not  intended  or  written  to  be  legal  or  tax  advice  to  any  person  and  was  not  intended  or  written  to  be 
used,  and  it  cannot  be  used,  by  any  person  for  the  purpose  of  avoiding  any  U.S.  federal  tax  penalties  that  may  be 
imposed  on  such  person.  Each  investor  should  seek  advice  based  on  its  particular  circumstances  from  an, 
independent  tax  advisor. 

United  States  Tax  Considerations 

The  following  is  a  summary  of  certain  of  the  United  States  federal  income  tax  consequences  of  an 
investment  in  the  Notes  by  purchasers  that  acquire  their  Notes  in  their  initial  offering.  The  discussion  and  the 
opinions  referenced  below  are  based  upon  laws,  regulations,  rulings  and  decisions  currently  in  effect,  all  of  which 
are  subject  to  change,  possibly  with  retroactive  effect.  Prospective  investors  should  note  that  no  rulings  have  been 
or  are  expected  to  be  sought  from  the  Internal  Revenue  Service  (the  "IRS")  with  respect  to  any  of  the  United  States 
federal  income  tax  consequences  discussed  below,  and  no  assurance  can  be  given  that  the  IRS  will  not  take  contrary 
positions.  Further,  the  following  summary  does  not  deal  with  all  United  States  federal  income  tax  consequences 
applicable  to  any  given  investor,  nor  does  it  address  (except,  in  some  instances,  in  very  general  terms)  the  United 
States  federal  income  tax  considerations  applicable  to  all  categories  of  investors,  some  of  which  may  be  subject  to 
special  rules,  such  as  Non-U.S.  Holders  (defined  below),  banks,  regulated  investment  companies,  real  estate 
investment  trusts,  insurance  companies,  tax-exempt  organizations,  dealers  in  securities  or  currencies,  electing  large 
partnerships,  natural  persons,  cash  method  taxpayers,  S  corporations,  estates  and  trusts,  investors  that  hold  the  Notes 
as  part  of  a  hedge,  straddle,  or  an  integrated  or  conversion  transaction,  or  investors  whose  "functional  currency"  is 
not  the  United  States  dollar.  Furthermore,  it  does  not  address  alternative  minimum  tax  consequences  or  the  indirect 
effects  on  the  investors  of  equity  interests  in  either  a  U.S.  Holder  (defined  below)  or  a  Non-U.S.  Holder.  In 
addition,  this  summary  is  generally  limited  to  investors  that  will  hold  the  Notes  as  "capital  assets"  within  the 
meaning  of  section  1221  of  the  Internal  Revenue  Code  1986  (the  "Code").  Investors  should  consult  their  own  tax 
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advisors  to  determine  the  United  States  federal,  state,  local  and  other  tax  consequences  of  the  purchase,  ownership 
and  disposition  of  the  Notes. 

As  used  herein,  "U.S.  Holder"  means  any  holder  (or  beneficial  holder)  of  a  Note  that  is  an  individual 
citizen  or  resident  of  the  United  States  for  U.S.  federal  income  tax  purposes,  a  corporation  or  partnership  or  other 
entity  treated  as  a  corporation  or  partnership  for  U.S.  federal  income  tax  purposes  created  or  organized  in  or  under 
the  laws  of  the  United  States  or  any  state  thereof  (including  the  District  of  Columbia),  an  estate  the  income  of  which 
is  subject  to  U.S.  federal  income  taxation  regardless  of  its  source  or  a  trust  for  which  a  court  within  the  United  States 
is  able  to  exercise  primary  supervision  over  its  administration  and  for  which  one  or  more  U.S.  persons  (as  defined  in 
the  Code)  have  the  authority  to  control  all  of  its  substantial  decisions  or  a  trust  that  has  made  a  valid  election  under 
U.S.  Treasury  Regulations  to  be  treated  as  a  domestic  trust.  If  a  partnership  holds  the  Notes,  the  tax  treatment  of  a 
partner  will  generally  depend  upon  the  status  of  the  partner  and  upon  the  activities  of  the  partnership.  Partners  of 
partnerships  holding  the  Notes  should  consult  their  own  tax  advisors.  "Non-U. S.  Holder"  means  any  holder  (or 
beneficial  holder)  of  a  Security  that  is  not  a  U.S.  Holder. 

U.S.  Federal  Income  Tax  Consequences  to  the  Issuer 

Upon  the  issuance  of  the  Notes,  Sidley  Austin  llp,  special  U.S.  tax  counsel  to  the  Issuer,  will  deliver  an 
opinion  generally  to  the  effect  that  under  current  law,  and  assuming  compliance  with  the  Indenture  (and  certain 
other  documents)  and  based  on  certain  factual  representations  made  by  the  Issuer  and/or  GS&Co.,  although  the 
matter  is  not  free  from  doubt,  the  Issuer  will  not  be  engaged  in  the  conduct  of  a  trade  or  business  in  the  United 
States.  Accordingly,  the  Issuer  does  not  expect  to  be  subject  to  net  income  taxation  in  the  United  States. 
Prospective  investors  should  be  aware  that  opinions  of  counsel  are  not  binding  on  the  IRS  and  there  can  be  no 
absolute  assurance  that  the  IRS  will  not  seek  to  treat  the  Issuer  as  engaged  in  a  United  States  trade  or  business.  If 
the  IRS  were  to  successfully  characterize  the  Issuer  as  engaged  in  such  a  trade  or  business,  among  other 
consequences,  the  Issuer  would  be  subject  to  net  income  taxation  in  the  United  States  (as  well  as  the  branch  profits 
tax)  on  its  income  that  is  effectively  connected  to  such  United  States  trade  or  business.  The  levying  of  such  taxes 
would  materially  affect  the  Issuer's  financial  ability  to  pay  principal  and  interest  on  the  Notes. 

The' Issuer  intends  to  acquire  Collateral  Assets  and  enter  into  certain  swap  transactions  the  interest  on 
which,  and  any  gain  from  the  sale  or  disposition  thereof,  is  expected  not  to  be  subject  to  United  States  federal 
withholding  tax  or  withholding  tax  imposed  by  other  countries  (unless  subject  to  being  "grossed  up").  The  Issuer 
will  not,  however,  make  any  independent  investigation  of  the  circumstances  surrounding  the  issuance  of  the 
individual  assets  comprising  the  Collateral  Assets  or  Reference  Obligations  and  thus  there  can  be  no  absolute 
assurance  that  in  every  case  payments  will  be  received  free  of  withholding  tax.  If  the  Issuer  is  a  CFC  (defined 
below),  the  Issuer  would  incur  U.S.  withholding  tax  on  interest  received  from  a  related  United  States  person. 

In  addition,  it  is  not  expected  that  the  Issuer  will  derive  material  amounts  of  any  other  items  of  income  that 
.  would  be  subject  to  United  States  withholding  taxes. 

If  withholding  or  deduction  of  any  taxes  from  payments  is  required  by  law  in  any  jurisdiction,  the  Issuer 
shall  be  under  no  obligation  to  make  any  additional  payments  to  the  holders  of  any  Notes  in  respect  of  such 
withholding  or  deduction. 

Notwithstanding  the  foregoing,  any  commitment  or  facility  fee  (or  other  similar  fee)  that  the  Issuer  earns 
may  be  subject  to  a  30%  withholding  tax. 

Classification  and  Tax  Treatment  of  the  Secured  Notes.  The  Issuer  has  agreed  and,  by  its  acceptance  of  a 
Secured  Note,  each  such  Noteholder  will  be  deemed  to  have  agreed,  to  treat  each  of  the  Secured  Notes  as  debt  of  the 
Issuer  for  U.S.  federal  income  tax  purposes  except  to  the  extent  such  a  Noteholder  makes  a  protective  QEF  election 
(described  below).  On  the  Closing  Date,  Sidley  Austin  LLP  will  deliver  an  opinion  generally  to  the  effect  that 
assuming  compliance  with  Indenture  (and  certain  other  documents)  and  based  on  certain  factual  representations 
made  by  the  Issuer  and  GS&Co.,  the  Class  S  Notes,  the  Class  A  Notes,  the  Class  B  Notes,  the  Class  C  Notes  and  the 
Class  D  Notes  will  be  characterized  as  debt  of  the  Issuer  for  U.S.  federal  income  tax  purposes.  Prospective  investors 
should  be  aware  that  opinions  of  counsel  are  not  binding  on  the  IRS  and  there  can  be  no  assurance  that  the  IRS  will 
not  seek  to  characterize  any  Class  of  Secured  Notes  as  other  than  indebtedness.    Except  as  provided  under  " — 
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Alternative  Characterization  of  the  Secured  Notes"  below,  the  balance  of  this  discussion  assumes  that  the  Secured 
Notes  will  be  characterized  as  debt  of  the  Issuer  for  federal  income  tax  purposes. 

For  U.S.  federal  income  tax  purposes,  the  Issuer  of  the  Secured  Notes,  and  not  the  Co-Issuer,  will  be  treated 
as  the  issuer  of  the  Secured  Notes. 

Subject  to  the  following  paragraph,  U.S.  Holders  of  the  Secured  Notes  will  include  payments  of  stated 
interest  received  on  the  Secured  Notes  in  income  in  accordance  with  their  method  of  tax  accounting  as  ordinary 
interest  income. 

While  not  absolutely  certain,  it  appears  that  the  Class  C  Notes  and  the  Class  D  Notes  will  be  issued  with 
original  issue  discount  ("OID",  and  such  a  Note,  an  "OID  Note",)  because  interest  payments  on  such  Notes  ("OID 
interest  payments",)  may  not  be  considered  to  be  unconditionally  payable  (a  requisite  for  interest  to  not  constitute 
OID)  since  they  will  be  deferred  in  the  event  that  certain  overcollateralization  tests  are  not  met  and  failure  to  pay 
interest  will  not,  in  certain  circumstances,  be  an  event  of  default.  A  U.S.  Holder  of  an  OID  Note  will  be  required  to 
include  OID  in  gross  income  as  it  accrues  under  a  constant  yield  method,  based  on  the  original  yield  to  maturity  of 
the  Note.  Thus,  the  U.S.  Holder  of  an  OID  Note  will  be  required  to  include  original  issue  discount  in  income  as  it 
accrues,  prior  to  the  receipt  of  the  cash  attributable  to  such  income.  U.S.  Holders,  however,  would  be  entitled  to 
claim  a  loss  upon  maturity  or  other  disposition  of  an  OID  Note  with  respect  to  interest  amounts  accrued  and 
included  in  gross  income  for  which  cash  is  not  received.  Such  a  loss  generally  would  be  a  capital  loss. 

Although  there  can  be  no  assurance,  the  Secured  Notes  should  not  be  "contingent  payment  debt 
instruments"  ("CPDIs")  within  the  meaning  of  Treasury  Regulation  section  1.1275-4,  effective  for  debt  instruments 
issued  after  August  12,  1996.  If  any  Class  of  Notes  were  considered  such  instruments,  among  other  consequences, 
gain  on  the  sale  of  such  Notes  that  might  otherwise  be  capital  gain  would  be  ordinary  income.  Prospective  investors 
should  consult  their  own  tax  advisors  regarding  the  possible  characterization  of  the  Notes  as  CPDIs. 

The  Secured  Notes  may  be  debt  instruments  described  in  section  1272(a)(6)  of  the  Code  (debt  instruments 
that  may  be  accelerated  by  reason  of  the  prepayment  of  other  debt  obligations  securing  such  debt  instruments). 
Special  tax  rules  principally  relating  to  the  accrual  of  original  issue  discount,  market  discount  and  bond  premium 
apply  to  debt  instruments  described  in  section  1272(a)(6).  Further,  those  debt  instruments  may  not  be  part  of  an 
integrated  transaction  with  a  related  hedge  under  Treasury  Regulation  §  1.1275-6.  Prospective  investors  should 
consult  with  their  own  tax  advisors  regarding  the  effects  of  section  1272(a)(6). 

In  general,  a  U.S.  Holder  of  a  Secured  Note  will  have  a  tax  basis  in  such  Note  equal  to  the  cost  of  such 
Note  increased  by  any  market  discount  includible  in  income  by  such  U.S.  Holder  and  reduced  by  any  amortized 
premium  and  any  principal  payments  and  any  OID  interest  payments.  Upon  a  sale,  exchange  or  oilier  disposition  of 
a  Secured  Note  (including  redemption  or  retirement),  a  U.S.  Holder  will  generally  recognize  gain  or  loss  equal  to  the 
difference  between  the  amount  realized  on  the  sale,  exchange  or  other  disposition  (less  any  accrued  and  unpaid 
interest,  which  would  be  taxable  as  such)  and  the  U.S.  Holder's  tax  basis  in  such  Secured  Note.  Such  gain  or  loss 
generally  will  be  long  term  capital  gain  or  loss  if  the  U.S.  Holder  held  the  Note  for  more  than  one  year  at  the  time  of 
disposition  In  certain  circumstances,  U.S.  Holders  that  are  individuals  may  be  entitled  to  preferential  treatment  for 
net  long  term  capital  gains;  however,  the  ability  of  U.S.  Holders  to  offset  capital  losses  against  ordinary  income  is 
limited. 

Alternative  Characterization  of  the  Secured  Notes.  U.S.  Holders  should  recognize  that  there  is  some 
uncertainty  regarding  the  appropriate  classification  of  instruments  such  as  the  Secured  Notes.  It  is  possible,  for 
example,  that  the  IRS  may  contend  that  a  class  of  Secured  Notes  should  be  treated  as  equity  interests  (or  as  part 
debt,  part  equity)  in  the  Issuer.  Such  a  recharacterization  might  result  in  material  adverse  tax  consequences  to  U.S. 
Holders.  If  U.S.  Holders  of  Secured  Notes  were  treated  as  owning  equity  interests  in  the  Issuer,  the  U.S.  federal 
income  tax  consequences  to  U.S.  Holders  of  such  recharacterized  Notes  would  be  as  described  under  " — United 
States  Tax  Treatment  of  Holders  of  Income  Notes."  In  addition,  in  order  to  avoid  one  application  of  the  PFIC  rules, 
each  U.S.  Holder  should  consider  making  a  qualified  electing  fund  election  (the  "QEF  election")  provided  in  section 
1295  of  the  Code  on  a  "protective"  basis  (although  such  protective  election  may  not  be  respected  by  the  IRS  because 
current  regulations  do  not  specifically  authorize  that  particular  election).  See  " — United  States  Tax  Treatment  of 
Holders  of  Income  Notes — Status  of  the  Issuer  as  a  PFIC"  and  " — QEF  Election." 
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Information  Reporting  Requirements.  Under  United  States  federal  income  tax  law  and  regulations,  certain 
categories  of  U.S.  Holders  must  file  information  returns  with  respect  to  their  investment  in,  or  involvement  in,  a 
foreign  corporation.  These  reporting  requirements  apply  to  both  taxable  and  tax-exempt  U.S.  Holders.  Penalties  for 
failure  to  file  certain  of  these  information  returns  are  severe.  Purchasers  of  the  Secured  Notes  should  consult  with 
their  own  tax  advisors  regarding  the  necessity  of  filing  information  returns. 

If  requested  by  the  Issuer,  each  Holder  will  be  required  to  provide  the  Issuer  with  the  name  and  status  of 
each  beneficial  owner  of  a  Secured  Note  that  is  a  U.S.  Holder. 

Prospective  investors  should  consult  with  their  own  tax  advisors  with  respect  to  whether  they  are  required 
to  file  IRS  Form  8886  (Reportable  Transaction  Disclosure  Statement). 

Non-U.  S.  Holders 

A  Non-U.  S.  Holder  of  a  Secured  Note  that  has  no  connection  with  the  United  States  will  not  be  subject  to 
U.S.  withholding  tax  on  interest  payments.  Non-U.S.  Holders  may  be  required  to  make  certain  tax  representations 
regarding  the  identity  of  the  beneficial  owner  of  the  Notes  in  order  to  receive  payments  free  of  withholding. 

United  States  Tax  Treatment  of  Holders  of  Income  Notes 

General.  Prospective  investors  of  the  Income  Notes  should  not  rely  on  this  summary  only  and  should 
consult  their  own  tax  advisors  regarding  alternative  characterizations  of  the  Income  Notes  and  the  consequences  of 
their  acquiring,  holding,  and  disposing  of  the  Income  Notes,  including  the  possibility  that  the  Income  Notes  will  be 
treated  as  contingent  payment  debt  instruments.  Subject  to  the  anti-deferral  rules  discussed  below,  payments  on 
Income  Notes  paid  by  the  Issuer  to  a  U.S.  Holder  that  is  subject  to  United  States  federal  income  tax  will  be  taxable 
to  such  U.S.  Holder  as  a  payment  to  the  extent  of  the  current  and  accumulated  earnings  and  profits  of  the  Issuer. 
Dividends  will  not  be  eligible  for  the  dividends  received  deduction  allowable  to  corporations.  Distributions  in 
excess  of  earnings  and  profits  will  be  non-taxable  to  the  extent  of,  and  will  be  applied  against  and  reduce,  the  U.S. 
Holder's  adjusted  tax  basis  in  the  Income  Notes.  Distributions  in  excess  of  earnings  and  profits  and  the  U.S. 
Holder's  tax  basis  will  be  taxable  as  gain  from  the  sale  or  exchange  of  property. 

The  tax  consequences  discussed  in  the  second  preceding  paragraph  are  likely  to  be  materially  modified  by 
the  anti-deferral  rules  discussed  below.  In  general,  each  U.S.  Holder's  investment  in  the  Issuer  will  be  taxed  as  an 
investment  in  a  "passive  foreign  investment  company"  ("PFIC").  In  addition,  each  U.S.  Holder's  investment  in  the 
Issuer  may  be  taxed  as  an  investment  in  a  CFC,  depending  (in  part)  upon  the  percentage  of  the  Issuer's  equity  that  is 
acquired  and  held  by  certain  U.S.  Holders.  If  applicable,  the  rules  pertaining  to  CFCs  generally  override  those 
pertaining  to  PFICs  (although,  in  certain  circumstances,  more  than  one  set  of  rules  may  be  applicable 
simultaneously). 

Prospective  investors  should  be  aware  that  in  determining  what  percentage  of  the  equity  of  the  Issuer  is 
held  by  various  categories  of  investors  (for  example,  for  purposes  of  the  CFC  and  information  reporting  rules 
described  below)  and  the  Liquidation  Agent's  interest  in  certain  portions  of  its  fee  and  certain  classes  of  Secured 
Notes  may  be  considered  equity  (and  might  be  considered  voting  equity). 

Prospective  investors  should  be  aware  that  the  Issuer's  income  that  is  allocated  to  holders  (under  the  QEF 
rules  as  well  as  under  the  CFC  rules  discussed  below)  will  not  necessarily  bear  any  particular  relationship  in  any 
year  to  the  amount  of  cash  that  is  distributed  on  the  Income  Notes  and  in  any  given  year  may  be  substantially 
greater.  Such  an  excess  will  arise,  among  other  circumstances,  when  Collateral  Assets  are  purchased  at  a  discount, 
or  interest  or  other  income  on  the  Collateral  Assets  or  Credit  Default  Swap  (which  is  included  in  gross  income)  is 
used  to  acquire  other  Collateral  Assets  or  to  repay  principal  on  the  Secured  Notes  (which  does  not  give  rise  to  a 
deduction). 

Status  of  the  Issuer  as  a  PFIC.  The  Issuer  will  be  treated  as  a  "passive  foreign  investment  company"  or 
"PFIC"  for  United  States  federal  income  tax  purposes.  U.S.  Holders  in  PFICs,  other  than  U.S.  Holders  that  make  a 
timely  "qualified  electing  fund"  or  "QEF"  election  described  below,  are  subject  to  special  rules  for  the  taxation  of 
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"excess  distributions"  (which  include  both  certain  distributions  by  a  PFIC  and  any  gain  recognized  on  a  disposition 
of  PFIC  stock).  In  general,  section  1291  of  the  Code  provides  that  the  amount  of  any  "excess  distribution"  will  be 
allocated  to  each  day  of  the  U.S.  Holder's  holding  period  for  its  PFIC  stock.  The  amount  allocated  to  the  current 
year  will  be  included  in  the  U.S.  Holder's  gross  income  for  the  current  year  as  ordinary  income.  With  respect  to 
amounts  allocated  to  prior  years,  the  tax  imposed  for  the  current  year  will  be  increased  by  the  "deferred  tax  amount" 
(an  amount  calculated  with  respect  to  each  prior  year  by  multiplying  the  amount  allocated  to  such  year  by  the 
highest  rate  of  tax  in  effect  for  such  year,  together  with  an  interest  charge,  as  though  the  amounts  of  tax  were 
overdue). 

An  excess  distribution  is  the  amount  by  which  distributions  for  a  taxable  year  exceed  125  percent  of  the 
average  distribution  in  respect  of  the  Income  Notes  during  the  three  preceding  taxable  years  (or,  if  shorter,  the 
investor's  holding  period  for  the  Income  Notes).  As  indicated  above,  any  gain  recognized  upon  disposition  (or 
deemed  disposition)  of  the  Income  Notes  will  be  treated  as  an  excess  distribution  and  taxed  as  described  above  (i.e., 
not  be  taxable  as  capital  gain).  For  this  purpose,  a  U.S.  Holder  that  uses  an  Income  Note  as  security  for  an 
obligation  may  be  treated  as  having  disposed  of  the  Income  Note. 

QEF  Election.  If  a  U.S.  Holder  (including  certain  U.S.  Holders  indirectly  owning  Income  Notes)  makes 
the  qualified  electing  fund  election  (the  "QEF  election")  provided  in  section  1295  of  the  Code,  the  U.S.  Holder  will 
be  required  to  include  its  pro  rata  share  of  the  Issuer's  ordinary  income  and  net  capital  gains  (unreduced  by  any 
prior  year  losses)  in  income  (as  ordinary  income  and  long-term  capital  gain,  respectively)  for  each  taxable  year  and 
pay  tax  thereon  even  if  such  income  and  gain  is  not  distributed  to  the  U.S.  Holder  by  the  Issuer.  In  addition,  any 
losses  of  the  Issuer  will  not  be  deductible  by  such  U.S.  Holder.  A  U.S.  Holder  that  makes  the  QEF  election,  may, 
however  (in  general)  elect  to  defer  the  payment  of  tax  on  undistributed  income  (until  such  income  is  distributed  or 
the  Income  Note  is  transferred),  provided  it  agrees  to  pay  interest  on  such  deferred  tax  liability.  For  this  purpose,  a 
U.S.  Holder  that  uses  an  Income  Note  as  security  for  an  obligation  may  be  treated  as  having  transferred  such  Income 
Note.  If  the  Issuer  later  distributes  the  income  or  gain  on  which  the  U.S.  Holder  has  already  paid  taxes,  amounts  so 
distributed  to  the  U.S.  Holder  will  not  be  further  taxable  to  the  U.S.  Holder.  A  U.S.  Holder's  tax  basis  in  the  Income 
Notes  will  be  increased  by  the  amount  included  in  such  U.S.  Holder's  income  and  decreased  by  the  amount  of 
nontaxable  distributions.  In  general,  a  U.S.  Holder  making  the  QEF  Election  will  recognize,  on  the  disposition  of 
the  Income  Notes,  capital  gain  or  loss  equal  to  the  difference,  if  any,  between  the  amount  realized  upon  such 
disposition  (including  redemption  or  retirement)  and  its  adjusted  tax  basis  in  such  Income  Notes.  Such  gain  or  loss 
generally  will  be  long  term  capital  gain  or  loss  if  the  U.S.  Holder  held  the  Income  Note  for  more  than  one  year  at  the 
time  of  disposition.  In  certain  circumstances,  U.S.  Holders  diat  are  individuals  may  be  entitled  to  preferential 
treatment  for  net  long  term  capital  gains;  however,  the  ability  of  U.S.  Holders  to  offset  capital  losses  against 
ordinary  income  is  limited. 

In  general,  a  QEF  election  should  be  made  on  or  before  the  due  date  for  filing  a  U.S.  Holder's  federal 
income  tax  return  for  the  first  taxable  year  for  which  it  held  an  Income  Note. 

The  QEF  election  is  effective  only  if  certain  required  information  is  made  available  by  the  Issuer  to  the 
IRS.  The  Issuer  will  undertake  to  comply  with  the  IRS  information  requirements  necessary  to  be  a  QEF,  which  will 
permit  U.S.  holders  to  make  the  QEF  election.  Nonetheless,  there  can  be  no  absolute  assurance  that  such 
information  will  always  be  available  or  presented. 

Where  a  QEF  election  is  not  timely  made  by  a  U.S.  Holder  for  the  year  in  which  it  acquired  its  Income 
Notes,  but  is  made  for  a  later  year,  the  excess  distribution  rules  can  be  avoided  by  making  an  election  to  recognize 
gain  from  a  deemed  sale  of  the  Income  Notes  at  the  time  when  the  QEF  election  becomes  effective. 

A  U.S.  Holder  should  consult  its  own  tax  advisors  regarding  whether  it  should  make  a  QEF  election  (and,  if 
it  failed  to  make  an  initial  election,  whether  it  should  make  an  election  in  a  subsequent  taxable  year). 

Status  of  the  Issuer  as  a  CFC.  U.S.  tax  law  also  contains  special  provisions  dealing  with  controlled  foreign 
corporations  ("CFC").  A  U.S.  holder  (or  any  other  holder  of  an  interest  treated  as  voting  equity  in  the  foreign 
corporation  that  would  meet  the  definition  of  U.S.  Holders  but  for  the  fact  that  such  holder  does  not  hold  Income 
Notes)  that  owns  (directly  or  indirectly)  at  least  10  percent  of  the  voting  stock  of  a  foreign  corporation,  the  U.S. 
Holder  is  considered  a  "U.S.  Shareholder"  with  respect  to  the  foreign  corporatioa    If  U.S.  Shareholders  in  the 
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aggregate  own  (directly  or  indirectly)  more  than  50%  of  the  voting  power  or  value  of  the  stock  of  such  corporation, 
the  foreign  corporation  will  be  classified  as  a  CFC.  Complex  attribution  rules  apply  for  purposes  of  determining 
ownership  of  stock  in  a  foreign  corporation  such  as  the  Issuer. 

If  the  Issuer  is  classified  as  a  CFC,  a  U.S.  Shareholder  (and  possibly  any  U.S.  Holder  that  is  a  direct  or 
indirect  holder  of  a  grantor  trust  that  is  considered  to  be  a  U.S.  Shareholder)  that  is  a  shareholder  of  the  Issuer  as  of 
the  end  of  the  Issuer's  taxable  year  generally  would  be  subject  to  current  U.S.  tax  on  the  income  of  the  Issuer, 
regardless  of  cash  distributions  from  the  Issuer.  Earnings  subject  to  tax  generally  as  income  of  the  U.S.  Holder 
generally  will  not  be  taxed  again  when  they  are  distributed  to  the  U.S.  Holder.  In  addition,  income  that  would 
otherwise  be  characterized  as  capital  gain  and  gain  on  the  sale  of  the  CFC's  stock  by  a  U.S.  Shareholder  (during  the 
period  that  the  corporation  is  a  CFC  and  thereafter  for  a  five-year  period)  would  be  classified  in  whole  or  in  part  as 
dividend  income. 

Certain  income  generated  by  a  corporation  conducting  a  banking,  financing,  insurance,  or  other  similar 
business  would  not  be  includible  in  a  holder's  income  under  the  CFC  rules.  However,  each  holder  of  an  Income 
Note  will  agree,  by  its  acquisition  of  the  Income  Notes,  not  to  take  the  position  that  the  Issuer  is  engaged  in  such  a 
business.  Accordingly,  if  the  CFC  rules  apply,  a  U.S.  Shareholder  would  generally  be  subject  to  tax  on  its  share  of 
all  of  the  Issuer's  income. 

Information  Reporting.  In  general,  U.S.  Holders  that  acquire  any  Income  Notes  (or  any  Class  of  Notes 
recharacterized  as  equity  in  the  Issuer)  for  cash  may  be  required  to  file  an  IRS  Form  926  with  the  IRS  and  to  supply 
certain  additional  information  to  the  IRS  if  (i)  such  U.S.  Holder  owns  (directly  or  indirectly)  immediately  after  the 
transfer,  at  least  10%  by  vote  or  value  of  the  Issuer  or  (ii)  the  transfer  when  aggregated  with  all  related,  transfers 
under  applicable  regulations,  exceeds  U.S.$100,000.  In  the  event  a  U.S.  Holder  that  is  required  to  file  such  form 
fails  to  file  such  form,  the  U.S.  Holder  could  be  subject  to  a  penalty  of  up  to  U.S. $100,000  (computed  as  10%  of  the 
gross  amount  paid  for  the  Income  Notes)  or  more  if  the  failure  to  file  was  due  to  intentional  disregard  of  its 
obligation).  Other  important  information  reporting  requirements  apply  to  persons  that  acquire  10%  or  more  of  a 
foreign  corporation's  equity. 

Prospective  investors  should  consult  with  their  own  tax  advisors  with  respect  to  whether  they  are  required 
to  file  IRS  Form  8886  (Reportable  Transaction  Disclosure  Statement). 

Tax-Exempt  Investors.  Special  considerations  apply  to  pension  plans  and  other  investors  ("Tax-Exempt 
Investors")  that  are  subject  to  tax  only  on  their  "unrelated  business  taxable  income"  ("UBTI").  A  Tax-Exempt 
Investor's  income  from  an  investment  in  the  Issuer  generally  should  not  be  treated  as  resulting  in  UBTI  under 
current  law,  so  long  as  such  investor's  acquisition  of  stock  in  the  Issuer  is  not  debt-financed,  and  such  investor  does 
not  own  more  than  50%  of  the  Issuer's  equity  (here,  the  Income  Notes  and  any  Class  of  Secured  Notes  (if  any)  that 
is  recharacterized  as  equity). 

Tax-Exempt  Investors  should  consult  their  own  tax  advisors  regarding  an  investment  in  the  Issuer. 

Taxation  o/Non-U.S.  Holders.  Dividends  on,  and  gain  from  the  sale,  exchange  or  redemption  of,  Income 
Notes  generally  should  not  be  subject  to  United  States  federal  income  tax  in  the  hands  of  a  Non-U.S.  Holder  that  has 
no  connection  with  the  United  States  other  than  the  holding  of  the  Income  Notes. 

Cayman  Islands  Tax  Considerations 

The  following  discussion  of  certain  Cayman  Islands  income  tax  consequences  of  an  investment  in  the 
Notes  is  based  on  the  advice  of  Maples  and  Calder  as  to  Cayman  Islands  law.  The  discussion  is  a  general  summary 
of  present  law,  which  is  subject  to  prospective  and  retroactive  change.  It  assumes  that  the  Issuer  will  conduct  its 
affairs  in  accordance  with  assumptions  made  by,  and  representations  made  to,  counsel.  It  is  not  intended  as  tax 
advice,  does  not  consider  any  investor's  particular  circumstances,  and  does  not  consider  tax  consequences  other  than 
those  arising  under  Cayman  Islands  law. 
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Under  existing  Cayman  Islands  laws: 

(i)  payments  of  principal  and  interest  in  respect  of  the  Notes  will  not  be  subject  to  taxation  in  the 

Cayman  Islands  and  no  withholding  will  be  required  on  such  payments  to  any  Holder  of  a  Note  and  gains  derived 
from  the  sale  of  Notes  will  not  be  subject  to  Cayman  Islands  income  or  corporation  tax.  The  Cayman  Islands 
currently  have  no  income,  corporation  or  capital  gains  tax  and  no  estate  duty,  inheritance  tax  or  gift  tax;  and 

(ii)  No  stamp  duty  is  payable  in  respect  of  the  issue  of  the  Notes.  The  Notes  themselves  will  be 
stampable  if  they  are  executed  in  or  brought  into  the  Cayman  Islands.  An  instrument  of  transfer  in  respect  of  a  Note 
is  stampable  if  executed  in  or  brought  into  the  Cayman  Islands. 

The  Issuer  has  been  incorporated  under  the  laws  of  the  Cayman  Islands  as  an  exempted  company  and,  as 
such,  has  applied  for  and  obtained  an  undertaking  from  the  Governor  In  Cabinet  of  the  Cayman  Islands  in  the 
following  form: 

THE  TAX  CONCESSIONS  LAW 

(1999  REVISION) 

UNDERTAKING  AS  TO  TAX  CONCESSIONS 

In  accordance  with  Section  6  of  the  Tax  Concessions  Law  (1999  Revision)  the  Governor  in  Cabinet 
undertakes  with  Anderson  Mezzanine  Funding  2007-1,  Ltd.  (the  "Company"): 

(a)  that  no  law  which  is  hereafter  enacted  in  the  Islands  imposing  any  tax  to  be  levied  on  profits, 
income,  gains  or  appreciations  shall  apply  to  the  Company  or  its  operations;  and 

(b)  in  addition,  that  no  tax  to  be  levied  on  profits,  income,  gains  or  appreciations  or  which  is  in  the 
nature  of  estate  duty  or  inheritance  tax  shall  be  payable 

(i)  on  or  in  respect  of  the  shares,  debentures  or  other  obligations  of  the  Company;  or 

(ii)  by  way  of  the  withholding  in  whole  or  in  part  of  any  relevant  payment  as  defined  in  Section  6(3) 
of  the  Tax  Concessions  Law  (1999  Revision). 

These  concessions  shall  be  for  a  period  of  twenty  years  from  the  3rd  day  of  October,  2006 

ERISA  CONSIDERATIONS 

The  United  States  Employee  Retirement  Income  Security  Act  of  1974,  as  amended  ("ERISA"),  imposes 
certain  requirements  on  "employee  benefit  plans"  as  defined  in  and  subject  to  Title  I  of  ERISA,  including  entities 
such  as  collective  investment  funds  and  separate  accounts  whose  underlying  assets  include  the  assets  of  such  plans 
(collectively,  "ERISA  Plans"),  and  on  those  persons  who  are  fiduciaries  with  respect  to  ERISA  Plans.  Investments 
by  ERISA  Plans  are  subject  to  ERISA's  general  fiduciary  requirements,  including  the  requirement  of  investment 
prudence  and  diversification  and  the  requirement  that  an  ERISA  Plan's  investments  be  made  in  accordance  with  the 
documents  governing  such  ERISA  Plaa  The  prudence  of  a  particular  investment  must  be  determined  by  the 
responsible  fiduciary  of  an  ERISA  Plan  by  taking  into  account  the  ERISA  Plan's  particular  circumstances  and  all  of 
the  facts  and  circumstances  of  the  investment  including,  but  not  limited  to,  the  matters  discussed  above  under  "Risk 
Factors"  and  the  fact  that  in  the  future  there  may  be  no  market  in  which  such  fiduciary  will  be  able  to  sell  or 
otherwise  dispose  of  the  Notes. 

Section  406  of  ERISA  and  Section  4975  of  the  Code  prohibit  certain  transactions  involving  the  assets  of  an 
ERISA  Plan  (as  well  as  those  plans  that  are  not  subject  to  ERISA  but  which  are  subject  to  Section  4975  of  the  Code, 
such  as  individual  retirement  accounts  (together  with  ERISA  Plans,  "Plans"))  and  certain  persons  (referred  to  as 
"parties  in  interest"  under  ERISA  or  "disqualified  persons"  under  the  Code  (collectively,  "Parties  in  Interest")) 
having  certain  relationships  to  such  Plans,  unless  a  statutory,  regulatory  or  administrative  exemption  is  applicable  to 
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the  transaction.  A  Party  in  Interest  who  engages  in  a  prohibited  transaction  may  be  subject  to  excise  taxes  and  other 
penalties  and  liabilities  under  ERISA  and  Section  4975  of  the  Code. 

The  United  States  Department  of  Labor  ("DOL")  has  promulgated  a  regulation,  29  C.F.R.  Section  2510.3- 
101  (the  "Plan  Asset  Regulation"),  as  modified  by  Section  3(42)  of  ERISA,  describing  what  constitutes  the  assets  of 
a  Plan  ("Plan  Assets")  with  respect  to  the  Plan's  investment  in  an  entity  for  purposes  of  applying  ERISA  and  Section 
4975  of  the  Code.  Under  the  Plan  Asset  Regulation,  if  a  Plan  invests  in  an  "equity  interest"  of  an  entity  that  is 
neither  a  "publicly  offered  security"  nor  a  security  issued  by  an  investment  company  registered  under  the  Investment 
Company  Act,  the  Plan's  assets  include  both  the  equity  interest  and  an  undivided  interest  in  each  of  the  entity's 
underlying  assets,  unless  it  is  established  that  the  entity  is  an  "operating  company"  or  that  equity  participation  in  the 
entity  by  Benefit  Plan  Investors  is  not  "significant." 

Prohibited  transactions  may  arise  under  Section  406  of  ERISA  or  Section  4975  of  the  Code  if  Notes  are 
acquired  with  Plan  Assets  with  respect  to  which  the  Issuers,  the  Initial  Purchaser,  the  Liquidation  Agent,  the  Trustee, 
the  Fiscal  Agent  or  any  of  their  respective  affiliates,  is  a  Party  in  Interest.  Certain  exemptions  from  the  prohibited 
transaction  provisions  of  Section  406  of  ERISA  and  Section  4975  of  the  Code  may  be  applicable,  however, 
depending  in  part  on  the  type  of  Plan  fiduciary  making  the  decision  to  acquire  a  Security  and  the  circumstances 
under  which  such  decision  is  made.  Included  among  these  exemptions  are:  DOL  Prohibited  Transaction  Class 
Exemption  ("PTCE")  96-23,  regarding  transactions  effected  by  "in-house  asset  managers";  PTCE  95-60,  regarding 
investments  by  insurance  company  general  accounts;  PTCE  91-38,  regarding  investments  by  bank  collective 
investment  funds;  PTCE  90-1,  regarding  investments  by  insurance  company  pooled  separate  accounts;  and  PTCE 
84-14,  regarding  transactions  effected  by  "qualified  professional  asset  managers;"  and  the  service  provider 
exemption  under  new  Section  408(b)(17)  of  ERISA  and  new  Section  4975(d)(20)  of  the  Code  (the  "Service  Provider 
Exemption").  There  can  be  no  assurance  that  any  class  or  other  exemption  will  be  available  with  respect  to  any 
particular  transaction  involving  the  Notes,  or  that,  if  available,  the  exemption  would  cover  all  possible  prohibited 
transactions. 

Governmental  plans  and  certain  church  and  other  plans,  while  not  necessarily  subject  to  the  fiduciary 
responsibility  provisions  of  ERISA  or  the  provisions  of  Section  4975  of  the  Code,  may  nevertheless  be  subject  to 
state  or  other  federal  laws  that  are  substantially  similar  to  the  foregoing  provisions  of  ERISA  and  the  Code. 
Fiduciaries  of  any  such  plans  should  consult  with  their  counsel  before  purchasing  any  Notes. 

Any  insurance  company  proposing  to  invest  assets  of  its  general  account  in  the  Notes  should  consider  the 
extent  to  which  such  investment  would  be  subject  to  the  requirements  of  ERISA  in  light  of  the  U.S.  Supreme 
Court's  decision  in  John  Hancock  Mutual  Life  Insurance  Co.  v.  Harris  Trust  and  Savings  Bank,  510  U.S.  86  (1993), 
and  the  enactment  of  Section  401(c)  of  ERISA.  In  particular,  such  an  insurance  company  should  consider  the 
retroactive  and  prospective  exemptive  relief  granted  by  the  DOL  for  transactions  involving  insurance  company 
general  accounts  in  PTCE  95-60  and  the  regulations  issued  by  the  DOL,  29  C.F.R.  Section  2550.401c-l  (January  5, 
2000).  Certain  additional  information  regarding  general  accounts  is  set  forth  below. 

Any  Plan  fiduciary  or  other  person  who  proposes  to  use  Plan  Assets  to  purchase  any  Notes  should  consult 
with  its  counsel  regarding  the  applicability  of  the  fiduciary  responsibility  and  prohibited  transaction  provisions  of 
ERISA  and  Section  4975  of  the  Code  to  such  an  investment,  and  to  confirm  that  such  investment  will  not  constitute 
or  result  in  a  non-exempt  prohibited  transaction  or  any  other  violation  of  an  applicable  requirement  of  ERISA. 

The  sale  of  any  Security  to  a  Plan,  or  to  a  person  using  Plan  Assets  to  effect  its  purchase  of  any  Security,  is 
in  no  respect  a  representation  by  the  Issuers,  the  Initial  Purchaser,  the  Liquidation  Agent,  the  Trustee  or  the  Fiscal 
Agent  that  such  an  investment  meets  all  relevant  legal  requirements  with  respect  to  investments  by  Plans  generally 
or  any  particular  Plan,  or  that  such  an  investment  is  appropriate  for  Plans  generally  or  any  particular  Plan. 

Class  S  Notes,  Class  A  Notes,  Class  B  Notes,  Class  C  Notes  and  Class  D  Notes 

For  purposes  of  the  Plan  Asset  Regulation,  an  equity  interest  includes  any  interest  in  an  entity  other  than  an 
instrument  that  is  treated  as  indebtedness  under  applicable  local  law  and  which  has  no  substantial  equity  features. 
Because  the  Secured  Notes  (a)  are  expected  to  be  treated  as  indebtedness  under  local  law  and  for  federal  tax 
purposes  (see  "Income  Tax  Considerations"  herein),  and  (b)  should  not  be  deemed  to  have  any  "substantial  equity 
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features,"  purchases  of  the  Secured  Notes  with  Plan  Assets  should  not  be  treated  as  equity  investments  and, 
therefore,  the  Pledged  Assets  should  not  be  deemed  to  be  Plan  Assets  of  the  investing  Plans.  Those  conclusions  are 
based,  in  part,  upon  the  traditional  debt  features  of  the  Secured  Notes,  including  the  reasonable  expectation  of 
purchasers  of  the  Secured  Notes  that  the  Secured  Notes  will  be  repaid  when  due,  as  well  as  the  absence  of 
conversion  rights,  warrants  and  other  typical  equity  features.  However,  if  the  Secured  Notes  were  nevertheless 
treated  as  equity  interests  for  purposes  of  the  Plan  Asset  Regulation  and  if  the  assets  of  the  Issuers  were  deemed  to 
constitute  Plan  Assets  of  an  investing  Plan,  (i)  transactions  involving  the  assets  of  the  Issuers  could  be  subject  to  the 
fiduciary  responsibility  and  prohibited  transaction  provisions  of  ERISA  and  Section  4975  of  the  Code,  (ii)  the  assets 
of  the  Issuers  could  be  subject  to  ERISA's  reporting  and  disclosure  requirements,  and  (iii)  the  fiduciary  causing  the 
Plan  to  make  an  investment  in  the  Notes  could  be  deemed  to  have  delegated  its  responsibility  to  manage  Plan 
Assets. 

By  its  purchase  of  any  Class  S  Note,  Class  A  Note,  Class  B  Note,  Class  C  Note  or  Class  D  Note,  the 
purchaser  thereof  will  be  deemed  to  have  represented  and  warranted  either  that  (i)  it  is  not  and  will  not  be  a  Plan  or 
an  entity  whose  underlying  assets  include  Plan  Assets  by  reason  of  any  Plan's  investment  in  the  entity,  or  an 
employee  benefit  plan  which  is  subject  to  any  federal,  state,  local  or  foreign  law  ("Similar  Law")  that  is  substantially 
similar  to  the  provisions  of  Section  406  of  ERISA  or  Section  4975  of  the  Code;  or  (ii)  its  purchase  and  holding  of  a 
Class  S  Note,  Class  A  Note,  Class  B  Note,  Class  C  Note  or  Class  D  Note  are  eligible  for  the  exemptive  relief 
available  under  PTCE  84-14,  90-1,  91-38,  95-60,  96-23,  the  Service  Provider  Exemption,  or  a  similar  exemption  or, 
in  the  case  of  a  plan  subject  to  Similar  Law,  do  not  and  will  not  constitute  or  result  in  a  prohibited  transaction  under 
Similar  Law  for  which  an  exemption  is  not  available. 

Income  Notes 

Equity  participation  in  an  entity  by  Benefit  Plan  Investors  is  "significant"  under  the  Plan  Asset  Regulation 
(see  above)  if  25%  or  more  of  the  total  value  of  any  class  of  equity  interest  in  the  entity  is  held  by  Benefit  Plan 
Investors.  If  equity  participation  in  either  Issuer  by  Benefit  Plan  Investors  is  "significant,"  the  assets  of  such  Issuer 
could  be  deemed  to  be  Plan  Assets  of  Plans  investing  in  the  equity.  If  the  assets  of  either  Issuer  were  deemed  to 
constitute  Plan  Assets  of  an  investing  Plan,  (i)  transactions  involving  the  assets  of  such  Issuer  could  be  subject  to  the 
fiduciary  responsibility  and  prohibited  transaction  provisions  of  ERISA  and  Section  4975  of  the  Code,  (ii)  the  assets 
of  the  Issuer  could  be  subject  to  ERISA's  reporting  and  disclosure  requirements,  and  (iii)  the  fiduciary  causing  the 
Plan  to  make  an  equity  investment  in  the  Issuer  could  be  deemed  to  have  delegated  its  responsibility  to  manage  Plan 
Assets.  The  term  "Benefit  Plan  Investor"  includes  (i)  an  employee  benefit  plan  as  defined  in  and  subject  to  the 
provisions  of  Title  I  of  ERISA,  (ii)  a  plan  as  described  in  and  subject  to  Section  4975(e)(1)  of  the  Code  and  (iii)  any 
entity  whose  underlying  assets  include  Plan  Assets  by  reason  of  any  such  employee  benefit  plan's  or  plan's 
investment  in  the  entity.  For  purposes  of  making  the  25%  determination,  the  value  of  any  equity  interests  in  the 
Issuer  held  by  a  person  (other  than  a  Benefit  Plan  Investor)  who  has  discretionary  authority  or  control  with  respect  to 
the  assets  of  the  Issuer,  any  person  who  provides  investment  advice  for  a  fee  (direct  or  indirect)  with  respect  to  such 
assets,  or  any  affiliate  of  such  a  person  (any  of  the  foregoing,  a  "Controlling  Person"),  are  disregarded.  Under  the 
Plan  Asset  Regulation,  an  "affiliate"  of  a  person  includes  any  person,  directly  or  indirectly  through  one  or  more 
intermediaries,  controlling,  controlled  by  or  under  common  control  with  the  person,  and  "control"  with  respect  to  a 
person,  other  than  an  individual,  means  the  power  to  exercise  a  controlling  influence  over  the  management  or 
policies  of  such  person  If  the  equity  participation  in  an  entity  by  Benefit  Plan  Investors  is  significant,  then  the 
entity's  assets  will  be  deemed  to  constitute  Plan  Assets  to  the  extent  of  such  investor's  interest  in  the  entity. 

The  Income  Notes  will  be  equity  interests  for  purposes  of  applying  ERISA  and  Section  4975  of  the  Code. 
Accordingly,  purchases  and  transfers  of  Income  Notes  will  be  limited,  so  that  less  than  25%  of  the  total  value  of  all 
the  Income  Notes  will  be  held  by  Benefit  Plan  Investors,  by  requiring  each  purchaser  or  transferee  of  an  Income 
Note  (other  than  a  Regulation  S  Income  Note)  to  make  (or,  in  the  case  of  a  Regulation  S  Income  Note,  to  be  deemed 
to  have  made)  certain  representations  and  agree  to  additional  transfer  restrictions  described  under  "Notice  to 
Investors."  No  purchase  of  an  Income  Note  by,  or  proposed  transfer  to,  a  person  that  has  represented  that  it  is  a 
Benefit  Plan  Investor  or  a  Controlling  Person  will  be  permitted  to  the  extent  that  such  purchase  or  transfer  would 
result  in  persons  that  have  represented  that  they  are  Benefit  Plan  Investors  owning  25%  or  more  of  the  total  value  of 
the  outstanding  Income  Notes  immediately  after  such  purchase  or  proposed  transfer  (determined  in  accordance  with 
the  Plan  Asset  Regulation  and  the  Fiscal  Agency  Agreement),  based  upon  the  representations  made  by  investors.  In 
addition,  the  Initial  Purchaser,  the  Liquidation  Agent,  the  Trustee  and  the  Fiscal  Agent  agree  that  neither  they  nor 
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any  of  their  respective  affiliates  will  acquire  any  Income  Notes  unless  such  acquisition  would  not,  as  determined  by 
the  Trustee  or  the  Fiscal  Agent,  result  in  persons  that  have  acquired  Income  Notes  and  represented  that  they  are 
Benefit  Plan  Investors  owning  25%  or  more  of  the  total  value  of  the  outstanding  Income  Notes  immediately  after 
such  acquisition  by  the  Initial  Purchaser,  the  Liquidation  Agent,  the  Trustee  or  the  Fiscal  Agent.  Income  Notes  held 
as  principal  by  the  Initial  Purchaser,  the  Liquidation  Agent,  the  Trustee,  the  Fiscal  Agent,  any  of  their  respective 
affiliates  and  persons  that  have  represented  that  they  are  Controlling  Persons  will  be  disregarded  and  will  not  be 
treated  as  outstanding  for  purposes  of  determining  compliance  with  the  25%  limitation  to  the  extent  that  such  a 
Controlling  Person  is  not  a  Benefit  Plan  Investor.  Any  Benefit  Plan  Investor  that  acquires  Income  Notes  (other  than 
the  Regulation  S  Income  Notes)  will  be  required  to  represent  and  agree  (or,  in  the  case  of  the  Regulation  S  Income 
Notes,  will  be  deemed  to  have  represented  and  agreed)  that  the  acquisition  and  holding  of  the  Income  Notes  will  not 
constitute  a  prohibited  transaction  under  ERISA  or  Section  4975  of  the  Code,  for  which  an  exemption  is  not 
available.  If  any  purchaser  or  transferee  of  Income  Notes  is  an  employee  benefit  plan  subject  to  Similar  Law,  such 
purchaser  or  transferee  will  be  deemed  to  have  represented  and  warranted  that  its  purchase  and  holding  of  the 
Income  Notes  will  not  constitute  or  result  in  a  violation  of  any  Similar  Law  for  which  an  exemption  is  not  available. 

Any  entity  using  Plan  Assets  to  purchase  Notes,  including  an  insurance  company  using  general  account 
assets,  may  be  asked  (i)  to  identify  the  maximum  percentage  of  the  assets  of  such  entity  or  general  account  that  may 
be  or  become  Plan  Assets,  (ii)  whether  it  is  a  "Controlling  Person"  (defined  above),  and  (iii)  without  limiting  the 
remedies  that  may  be  available  in  the  event  that  the  maximum  percentage  is  thereafter  exceeded,  to  agree  to  notify 
the  Issuer,  and  dispose  of  certain  Notes  as  instructed  by  the  Issuer,  before  the  specified  maximum  percentage  is 
exceeded. 

CERTAIN  LEGAL  INVESTMENT  CONSIDERATIONS 

Institutions  whose  investment  activities  are  subject  to  legal  investment  laws  and  regulations  or  to  review  by 
certain  regulatory  authorities  may  be  subject  to  restrictions  on  investments  in  the  Secured  Notes  and  the  Income 
Notes.  Any  such  institution  should  consult  its  legal  advisors  in  determining  whether  and  to  what  extent  there  may 
be  restrictions  on  its  ability  to  invest  in  the  Secured  Notes  and  the  Income  Notes.  Without  limiting  the  foregoing, 
any  financial  institution  that  is  subject  to  the  jurisdiction  of  the  Comptroller  of  Currency,  the  Board  of  Governors  of 
the  Federal  Reserve  System,  the  Federal  Deposit  Insurance  Corporation,  the  Office  of  Thrift  Supervision,  the 
National  Credit  Union  Administration,  any  state  insurance  commission,  or  any  other  federal  or  state  agencies  with 
similar  authority  should  review  any  applicable  rules,  guidelines  and  regulations  prior  to  purchasing  the  Secured 
Notes  or  the  Income  Notes.  Depository  institutions  should  review  and  consider  the  applicability  of  the  Federal 
Financial  Institutions  Examination  Council  Supervisory  Policy  Statement  on  Securities  Activities,  which  has  been 
adopted  by  the  respective  federal  regulators. 

None  of  the  Issuers  or  the  Initial  Purchaser  make  any  representation  as  to  the  proper  characterization  of  the 
Secured  Notes  or  Income  Notes  for  legal  investment  or  other  purposes,  or  as  to  the  ability  of  particular  investors  to 
purchase  the  Secured  Notes  or  Income  Notes  for  legal  investment  or  other  purposes,  or  as  to  the  ability  of  particular 
investors  to  purchase  the  Secured  Notes  or  Income  Notes  under  applicable  investment  restrictions.  The  Issuers 
understand  that  certain  state  insurance  regulators,  in  response  to  a  request  for  guidance,  may  be  considering  the 
characterization  (as  U.S.  domestic  or  foreign  (non-U.S.))  of  certain  collateralized  debt  obligation  securities  co-issued 
by  a  non-U.S.  issuer  and  a  U.S.  co-issuer.  There  can  be  no  assurance  as  to  the  nature  of  any  guidance  or  other  action 
that  may  result  from  such  consideration.  The  uncertainties  described  above  (and  any  unfavorable  future 
determinations  concerning  legal  investment  or  financial  institution  regulatory  characteristics  of  the  Secured  Notes  or 
Income  Notes)  may  affect  the  liquidity  of  the  Secured  Notes  or  Income  Notes.  Accordingly,  all  institutions  whose 
activities  are  subject  to  legal  investment  laws  and  regulations,  regulatory  capital  requirements  or  review  by 
regulatory  authorities  should  consult  their  own  legal  advisors  in  determining  whether  and  to  what  extent  the  Secured 
Notes  or  Income  Notes  are  subject  to  investment,  capital  or  other  restrictions. 

LEGAL  MATTERS 

Certain  legal  matters  will  be  passed  upon  for  the  Issuer  and  the  Initial  Purchaser  by  Sidley  Austin  LLP. 
Certain  matters  with  respect  to  Cayman  Islands  law  will  be  passed  upon  for  the  Issuer  by  Maples  and  Calder,  Grand 
Cayman,  Cayman  Islands. 
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UNDERWRITING 

The  Offered  Notes  will  be  offered  by  Goldman,  Sachs  &  Co.  (the  "Initial  Purchaser"),  from  time  to  time  at 
varying  prices  in  negotiated  transactions  subject  to  prior  sale,  when,  as  and  if  issued.  Subject  to  the  terms  and 
conditions  set  forth  in  the  Purchase  Agreement  (the  "Purchase  Agreement")  dated  as  of  March  12,  2007  among 
Goldman,  Sachs  &  Co.  and  the  Issuers,  the  Issuers  have  agreed  to  sell  to  Goldman,  Sachs  &  Co.  and  Goldman, 
Sachs  &  Co.  has  agreed  to  purchase  all  of  the  Secured  Notes  and  the  Income  Notes. 

Under  the  terms  and  conditions  of  the  Purchase  Agreement,  the  Initial  Purchaser  is  committed  to  take  and 
pay  for  all  the  Offered  Notes  to  be  offered  by  it,  if  any  are  taken.  Furthermore,  under  the  terms  and  conditions  of  the 
Purchase  Agreement,  the  Initial  Purchaser  will  be  entitled  to  an  underwriting  discount  on  the  Offered  Notes 
purchased  by  it  and  a  fixed  structuring  fee  based  upon  the  aggregate  principal  amount  of  the  Notes. 

The  Offered  Notes  purchased  from  the  Issuers  by  the  Initial  Purchaser  will  be  offered  by  it  from  time  to 
time  for  sale  in  negotiated  transactions  or  otherwise  at  varying  prices  to  be  determined  at  the  time  of  sale  plus 
accrued  interest,  if  any,  from  the  Closing  Date. 

The  Notes  have  not  been  and  will  not  be  registered  under  the  Securities  Act  for  offer  or  sale  as  part  of  their 
distribution  and  may  not  be  offered  or  sold  within  the  United  States  or  to,  or  for  the  account  or  benefit  of,  a  U.S. 
Person  or  a  U.S.  resident  (as  determined  for  purposes  of  the  Investment  Company  Act,  a  "U.S.  Resident")  except  in 
certain  transactions  exempt  from,  or  not  subject  to,  the  registration  requirements  of  the  Securities  Act. 

The  Issuers  have  been  advised  by  (a)  the  Initial  Purchaser  that  it  proposes  to  resell  the  Offered  Notes  (a) 
outside  the  United  States  (in  part,  by  Goldman,  Sachs  &  Co.,  through  its  selling  agent)  in  offshore  transactions  in 
reliance  on  Regulation  S  and  in  accordance  with  applicable  law  and  (b)  in  the  United  States  only  to  (1)  Qualified 
Institutional  Buyers  in  reliance  on  Rule  144A  purchasing  for  their  own  accounts  or  for  the  accounts  of  Qualified 
Institutional  Buyers  or  (2)  in  the  case  of  the  Income  Notes  only,  Accredited  Investors,  which  have  a  net  worth  of  not 
less  than  U.S.$10  million,  each  of  which  purchasers  or  accounts  is  a  Qualified  Purchaser.  The  Initial  Purchaser's 
discount  will  be  the  same  for  the  Regulation  S  Notes  and  the  Rule  144A  Notes  offered  hereby  and  for  the  Income 
Notes  within  each  Class  of  Notes. 

The  Initial  Purchaser  has  acknowledged  and  agreed  that  it  will  not  offer,  sell  or  deliver  any  Regulation  S 
Notes  purchased  by  it  to,  or  for  the  account  or  benefit  of,  any  U.S.  Person  or  U.S.  Resident  (as  determined  for 
purposes  of  the  Investment  Company  Act)  as  part  of  its  distribution  at  any  time  and  that  it  will  send  to  each 
distributor,  dealer  or  person  receiving  a  selling  concession,  fee  or  other  remuneration  to  which  it  sells  Regulation  S 
Notes  purchased  by  it  a  confirmation  or  other  notice  setting  forth  the  prohibition  on  offers  and  sales  of  the 
Regulation  S  Notes  within  the  United  States  or  to,  or  for  the  account  or  benefit  of,  any  U.S.  Person  or  U.S.  Resident 

With  respect  to  the  Notes  initially  sold  pursuant  to  Regulation  S,  until  the  expiration  of  (x)  forty  (40)  days 
after  the  commencement  of  the  distribution  of  the  offering  of  the  Secured  Notes  by  Goldman,  Sachs  &  Co.,  with 
respect  to  offers  or  sales  of  the  Secured  Notes  and  (y)  one  year  after  the  commencement  of  the  distribution  of  the 
Income  Notes,  with  respect  to  offers  or  sales  of  the  Income  Notes  purchased  by  the  Initial  Purchaser,  an  offer  or  sale 
of  Notes  within  the  United  States  by  a  dealer  that  is  not  participating  in  the  offering  may  violate  the  registration 
requirements  of  the  Securities  Act  if  such  offer  or  sale  is  made  otherwise  than  in  accordance  with  Rule  144A  or 
pursuant  to  another  exemption  from  registration  under  the  Securities  Act. 

The  Initial  Purchaser  has  represented,  warranted  and  agreed  that:  (i)  it  has  only  communicated  or  caused  to 
be  communicated  and  will  only  communicate  or  cause  to  be  communicated  any  invitation  or  inducement  to  engage 
in  investment  activity  (within  the  meaning  of  section  21  of  the  Financial  Services  and  Markets  Act  2000  (as 
amended)  ("FSMA")  to  persons  who  have  professional  experience  in  matters  relating  to  investments  falling  within 
Article  19(5)  of  the  FSMA  (Financial  Promotion)  Order  2005  or  in. circumstances  in  which  section  21  of  the  FSMA 
does  not  apply  to  the  Issuer,  and  (ii)  it  has  complied  and  will  comply  with  all  applicable  provisions  of  the  FSMA 
with  respect  to  anything  done  by  it  in  relation  to  the  Notes  in,  from  or  otherwise  involving  the  United  Kingdom. 
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The  Notes  may  not  be  offered  or  sold  by  means  of  any  document  other  than  to  persons  whose  ordinary 
business  is  to  buy  or  sell  shares  or  debentures,  whether  as  principal  or  agent,  or  in  circumstances  which  do  not 
constitute  an  offer  to  the  public  within  the  meaning  of  the  Companies  Ordinance  (Cap.  32)  of  Hong  Kong,  and  no 
advertisement,  invitation  or  document  relating  to  the  Notes  may  be  issued,  whether  in  Hong  Kong  or  elsewhere, 
which  is  directed  at,  or  the  contents  of  which  are  likely  to  be  accessed  or  read  by,  the  public  in  Hong  Kong  (except  if 
permitted  to  do  so  under  the  securities  laws  of  Hong  Kong)  other  than  with  respect  to  Notes  which  are  or  are 
intended  to  be  disposed  of  only  to  persons  outside  Hong  Kong  or  only  to  "professional  investors"  within  the 
meaning  of  the  Securities  and  Futures  Ordinance  (Cap.  571)  of  Hong  Kong  and  any  rules  made  thereunder. 

This  Offering  Circular  has  not  been  registered  as  a  prospectus  with  the  Monetary  Authority  of  Singapore. 
Accordingly,  this  Offering  Circular  and  any  other  document  or  material  in  connection  with  the  offer  or  sale,  or 
invitation  or  subscription  or  purchase,  of  the  Notes  may  not  be  circulated  or  distributed,  nor  may  the  Notes  be 
offered  or  sold,  or  be  made  the  subject  of  an  invitation  for  subscription  or  purchase,  whether  direcdy  or  indirectly,  to 
persons  in  Singapore  other  than  (i)  to  an  institutional  investor  under  Section  274  of  the  Securities  and  Futures  Act, 
Chapter  289  of  Singapore  (the  "SFA"),  (ii)  to  a  relevant  person,  or  any  person  pursuant  to  Section  275(1  A),  and  in 
accordance  with  the  conditions,  specified  in  Section  275  of  the  SFA  or  (iii)  otherwise  pursuant  to,  and  in  accordance 
with  the  conditions  of,  any  other  applicable  provision  of  the  SFA. 

Where  the  Notes  are  subscribed  or  purchased  under  Section  275  by  a  relevant  person  which  is:  (a)  a 
corporation  (which  is  not  an  accredited  investor)  the  sole  business  of  which  is  to  hold  investments  and  the  entire 
share  capital  of  which  is  owned  by  one  or  more  individuals,  each  of  whom  is  an  accredited  investor;  or  (b)  a  trust 
(where  the  trustee  is  not  an  accredited  investor)  whose  sole  purpose  is  to  hold  investments  and  each  beneficiary  is  an 
accredited  investor,  shares,  debentures  and  units  of  shares  and  debentures  of  that  corporation  or  the  beneficiaries' 
rights  and  interest  in  that  trust  shall  not  be  transferable  for  6  months  after  that  corporation  or  that  trust  has  acquired 
the  Notes  under  Section  275  except:  (1)  to  an  institutional  investor  under  Section  274  of  the  SFA  or  to  a  relevant 
person,  or  any  person  pursuant  to  Section  275(1A),  and  in  accordance  with  the  conditions,  specified  in  Section  275 
of  the  SFA;  (2)  where  no  consideration  is  given  for  the  transfer,  or  (3)  by  operation  of  law. 

The  Notes  have  not  been  and  will  not  be  registered  under  the  Securities  and  Exchange  Law  of  Japan  (the 
Securities  and  Exchange  Law)  and  the  Initial  Purchaser  has  agreed  that  it  will  not  offer  or  sell  any  Notes,  directly  or 
indirectly,  in  Japan  or  to,  or  for  the  benefit  of,  any  resident  of  Japan  (which  term  as  used  herein  means  any  person 
resident  in  Japan,  including  any  corporation  or  other  entity  organized  under  the  laws  of  Japan),  or  to  others  for  re- 
offering  or  resale,  directly  or  indirectly,  in  Japan  or  to  a  resident  of  Japan,  except  pursuant  to  an  exemption  from  the 
registration  requirements  of,  and  otherwise  in  compliance  with,  the  Securities  and  Exchange  Law  and  any  other 
applicable  laws,  regulations  and  ministerial  guidelines  of  Japan. 

In  relation  to  each  Member  State  of  the  European  Economic  Area  which  has  implemented  the  Prospectus 
Directive  (each  a  "Relevant  Member  State"),  the  Initial  Purchaser  has  represented  and  agreed  that  with  effect  from 
and  including  the  date  on  which  the  Prospectus  Directive  is  implemented  in  that  Relevant  Member  State  (the 
"Relevant  Implementation  Date")  it  has  not  made  and  will  not  make  an  offer  of  Notes  to  the  public  in  that  Relevant 
Member  State  prior  to  the  publication  of  a  prospectus  in  relation  to  the  Notes  which  has  been  approved  by  the 
competent  authority  in  that  Relevant  Member  State  or,  where  appropriate,  approved  in  another  Relevant  Member 
State  and  notified  to  the  competent  authority  in  that  Relevant  Member  State,  all  in  accordance  with  the  Prospectus 
Directive,  except  that  it  may,  with  effect  from  and  including  the  Relevant  Implementation  Date,  make  an  offer  of 
Notes  to  the  public  in  tiiat  Relevant  Member  State  at  any  time: 

(a)  to  legal  entities  which  are  authorized  or  regulated  to  operate  in  the  financial  markets  or,  if  not  so 
authorized  or  regulated,  whose  corporate  purpose  is  solely  to  invest  in  securities; 

(b)  to  any  legal  entity  which  has  two  or  more  of  (1)  an  average  of  at  least  250  employees  during  the 
last  financial  year,  (2)  a  total  balance  sheet  of  more  than  €43,000,000  and  (3)  an  annual  net  turnover  of  more  than 
€50,000,000,  as  shown  in  its  last  annual  or  consolidated  accounts;  or 

(c)  in  any  other  circumstances  which  do  not  require  the  publication  by  the  Issuer  of  a  prospectus 
pursuant  to  Article  3  of  the  Prospectus  Directive. 
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For  the  purposes  of  this  provision,  the  expression  an  "offer  of  Notes  to  the  public"  in  relation  to  any  Notes 
in  any  Relevant  Member  State  means  the  communication  in  any  form  and  by  any  means  of  sufficient  information  on 
the  terms  of  the  offer  and  the  Notes  to  be  offered  so  as  to  enable  an  investor  to  decide  to  purchase  or  subscribe  the 
Notes,  as  the  same  may  be  varied  in  that  Relevant  Member  State  by  any  measure  implementing  the  Prospectus 
Directive  in  that  Relevant  Member  State  and  the  expression  Prospectus  Directive  means  Directive  2003/7 1/EC  and 
includes  any  relevant  implementing  measure  in  each  Relevant  Member  State. 

The  Initial  Purchaser  has  agreed  that  it  lias  not  made  and  will  not  make  any  invitation  to  the  public  in  the 
Cayman  Islands  to  purchase  any  of  the  Offered  Notes. 

Buyers  of  Regulation  S  Securities  sold  by  the  selling  agent  of  Goldman,  Sachs  &  Co.  may  be  required  to 
pay  stamp  taxes  and  other  charges  in  accordance  with  the  laws  and  practice  of  the  country  of  purchase  in  addition  to 
the  purchase  price. 

No  action  has  been  or  will  be  taken  in  any  jurisdiction  that  would  permit  a  public  offering  of  the  Notes,  or 
the  possession,  circulation  or  distribution  of  this  Offering  Circular  or  any  other  material  relating  to  the  Issuers  or  the 
Notes,  in  any  jurisdiction  where  action  for  such  purpose  is  required.  Accordingly,  the  Notes  may  not  be  offered  or 
sold,  directly  or  indirectly,  and  neither  this  Offering  Circular  nor  any  other  offering  material  or  advertisements  in 
connection  with  the  Notes  may  be  distributed  or  published,  in  or  from  any  country  or  jurisdiction  except  under 
circumstances  that  will  result  in  compliance  with  any  applicable  rules  and  regulations  of  any  such  country  or 
jurisdiction. 

The  Notes  are  a  new  issue  of  securities  with  no  established  trading  market.  The  Issuers  have  been  advised 
by  Goldman,  Sachs  &  Co.  that  it  may  make  a  market  in  the  Notes  it  is  offering  but  is  not  obligated  to  do  so  and  may 
discontinue  market  making  at  any  time  without  notice.  No  assurance  can  be  given  as  to  the  liquidity  of  the  trading 
market  for  the  Notes.  There  can  be  no  assurance  that  any  secondary  market  for  any  of  the  Notes  will  develop,  or,  if 
a  secondary  market  does  develop,  that  it  will  provide  the  Holders  of  the  Notes  with  liquidity  of  investment  or  that  it 
will  continue  for  the  life  of  the  Notes. 

Application  may  be  made  to  the  Irish  Stock  Exchange  for  the  Notes  to  be  admitted  to  the  official  list  of  the 
Irish  Stock  Exchange  and  to  trading  on  its  regulated  market.  There  can  be  no  assurance  that  any  such  application 
will  be  made  or  that  any  such  listing  will  be  obtained. 

The  Issuers  have  agreed  to  indemnify  the  Initial  Purchaser,  the  Liquidation  Agent,  the  Administrator  and 
the  Trustee  and  dieir  respective  directors,  officers,  employees  and  agents  against  certain  liabilities,  including  in  the 
case  of  the  Initial  Purchaser,  liabilities  under  the  Securities  Act,  or  to  contribute  to  payments  they  may  be  required  to 
make  in  respect  thereof:  In  addition,  the  Issuers  have  made  certain  representations  and  warranties  to  the  Initial 
Purchaser  and  have  agreed  to  reimburse  the  Initial  Purchaser  for  certain  of  its  expenses. 

The  Initial  Purchaser  may,  from  time  to  time  as  principal  or  through  one  or  more  investment  funds  that  it 
manages,  make  investments  in  the  equity  securities  of  one  or  more  of  the  issuers  of  Reference  Obligations  and 
Collateral  Securities  with  the  result  that  one  or  more  of  such  issuers  may  be  or  may  become  controlled  by  the  Initial 
Purchaser. 
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APPENDIX  A 

Certain  Defined  Terms 

"Accounts"  means  collectively,  the  Interest  Collection  Account,  the  Payment  Account,  the  Expense 
Reserve  Account,  the  Collateral  Account  (including  the  Cash  Collateral  Account),  the  CDS  Counterparty  Collateral 
Account,  the  Amortization  Shortfall  Account  and  the  Delivered  Obligation  Account. 

"Actual  Interest  Amount"  means  with  respect  to  any  Reference  Obligation  Payment  Date,  payment  by  or 
on  behalf  of  the  Reference  Entity  of  an  amount  in  respect  of  interest  due  under  the  Reference  Obligation  (including, 
without  limitation,  any  deferred  interest  or  defaulted  interest  relating  to  the  CDS  Transaction  but  excluding 
payments  in  respect  of  prepayment  penalties,  yield  maintenance  provisions  or  principal,  except  that  the  Actual 
Interest  Amount  shall  include  any  payment  of  principal  representing  capitalized  interest)  to  the  holders)  of  the 
Reference  Obligation  in  respect  of  the  Reference  Obligation. 

"Actual  Principal  Amount"  means,  with  respect  to  the  Final  Amortization  Dale  or  the  legal  final  maturity 
date  of  any  Reference  Obligation,  the  amount  paid  on  such  day  by  or  on  behalf  of  the  Reference  Entity  in  respect  of 
principal  (excluding  any  capitalized  interest)  to  the  holders)  of  the  Reference  Obligation  in  respect  of  the  Reference 
Obligation. 

"Actual  Rating"  means  with  respect  to  any  Reference  Obligation,  Delivered  Obligation  or  Eligible 
Investment,  the  actual  expressly  monitored  outstanding  public  rating  assigned  by  a  Rating  Agency  without  reference 
to  any  other  rating  by  another  Rating  Agency,  and  which  rating  by  its  terms  addresses  the  full  scope  of  the  payment 
promise  of  the  obligor  on  such  Reference  Obligation,  Delivered  Obligation  or  Eligible  Investment,  after  taking  into 
account  any  applicable  guarantee  or  insurance  policy  or  if  no  such  rating  is  available  from  a  Rating  Agency,  any 
"credit  estimate"  or  "shadow  rating"  assigned  by  such  Rating  Agency.  For  purposes  of  this  definition,  (i)  the  rating 
of  "Aaa"  assigned  by  Moody's  to  a  Reference  Obligation,  Delivered  Obligation  or  an  Eligible  Investment  placed  on 
watch  for  possible  downgrade  by  Moody's  will  be  deemed  to  have  been  downgraded  by  Moody's  by  one 
subcategory  and  any  other  rating  assigned  by  Moody's  to  a  Reference  Obligation,  Delivered  Obligation  or  an 
Eligible  Investment  placed  on  watch  for  possible  downgrade  by  Moody's  will  be  deemed  to  have  been  downgraded 
by  Moody's  by  two  subcategories,  (ii)  the  rating  assigned  by  S&P  to  a  Reference  Obligation,  Delivered  Obligation 
or  an  Eligible  Investment  placed  on  watch  for  possible  downgrade  by  S&P  will  be'  deemed  to  have  been  downgraded 
by  S&P  by  one  subcategory,  (iii)  the  rating  of  "Aal"  assigned  by  Moody's  to  a  Reference  Obligation,  Delivered 
Obligation  or  Eligible  Investment  placed  on  watch  for  possible  upgrade  by  Moody's  will  be  deemed  to  have  been 
upgraded  by  Moody's  by  one  subcategory  and  any  other  rating  assigned  by  Moody's  to  a  Reference  Obligation, 
Delivered  Obligation  or  an  Eligible  Investment  placed  on  watch  for  possible  upgrade  by  Moody's  will  be  deemed  to 
have  been  upgraded  by  Moody's  by  two  subcategories  and  (iv)  the  rating  assigned  by  S&P  to  a  Reference 
Obligation,  Delivered  Obligation  or  Eligible  Investment  placed  on  watch  for  possible  upgrade  by  S&P  will  be 
deemed  to  have  been  upgraded  by  S&P  by  one  subcategory. 

"Additional  Floating  Amount"  means  any  Floating  Amount  described  in  clause  (a),  (b)  or  (c)  of  the 
definition  of  Floating  Amounts. 

"Adjusted  Net  Outstanding  Portfolio  Collateral  Balance"  means,  on  any  Determination  Date,  the  Net 
Outstanding  Portfolio  Collateral  Balance  reduced  by  the  excess,  if  any,  of  (i)  the  product  of  (a)  the  Statistical  Loss 
Amount  and  (b)  the  lesser  of  1  and  a  fraction  the  numerator  of  which  is  U.S.$3O5,0O0,O0O  and  the  denominator  of 
which  is  the  Net  Outstanding  Portfolio  Collateral  Balance  as  of  such  Determination  Date  over  (ii)  the  product  of  (a) 
U.S.$3,187,000  and  (b)  the  lesser  of  1  and  a  fraction  the  numerator  of  which  is  the  Net  Outstanding  Portfolio 
Collateral  Balance  as  of  such  Determination  Date  and  denominator  of  which  is  U.S.$3O5,0OO,0OO. 

"Administrative  Expenses"  means  amounts  (including  indemnities)  due  or  accrued  with  respect  to  any 
Payment  Date  and  payable  by  the  Issuer  and/or  the  Co-Issuer  to  (i)  the  Trustee  pursuant  to  the  Indenture  or  any  co- 
trustee appointed  pursuant  to  the  Indenture;  (ii)  the  Administrator  pursuant  to  the  Administration  Agreement;  (iii) 
the  independent  accountants,  agents  (including  the  Note  Agents  under  the  Indenture,  the  Fiscal  Agent  and  Income 
Notes  Transfer  Agent  as  defined  under  the  Fiscal  Agency  Agreement  and  the  Collateral  Administrator  under  the 
Collateral  Administration  Agreement)  and  counsel  of  the  Issuer  for  fees  and  expenses  (including  amounts  payable  in 
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connection  with  the  preparation  of  tax  forms  on  behalf  of  the  Issuers);  (iv)  the  Liquidation  Agent  pursuant  to  the 
Liquidation  Agency  Agreement  (other  than  the  Liquidation  Agent  Fee);  (v)  the  Rating  Agencies  for  fees  and 
expenses  in  connection  with  any  rating  or  credit  estimate  (including  the  fees  payable  to  the  Rating  Agencies  for  the 
monitoring  of  any  rating  or  credit  estimate)  of  the  Notes,  including  fees  and  expenses,  if  any,  due  or  accrued  in 
connection  with  any  rating  of  the  Reference  Obligations;  (vi)  any  other  person  in  respect  of  any  governmental  fee, 
charge  or  tax  in  relation  to  the  Issuer  or  the  Co-Issuer,  (vii)  to  the  liquidators)  of  the  Issuer  for  the  fees  and 
expenses  of  liquidating  the  Issuer  following  the  redemption  of  all  of  the  Notes;  (viii)  the  Irish  Stock  Exchange 
listing  any  Notes  at  the  request  of  the  Issuer,  and  (ix)  any  other  person  in  respect  of  any  other  fees  or  expenses 
(including  indemnities  and  fees  relating  to  the  provision  of  the  Issuer's  registered  office)  permitted  under  the 
Transaction  Documents;  provided  that  Administrative  Expenses  shall  not  include  (a)  any  amounts  due  or  accrued 
with  respect  to  the  actions  taken  on  or  in  connection  with  the  Closing  Date,  (b)  amounts  payable  in  respect  of  the 
Secured  Notes  and  the  Income  Notes  and  (c)  any  Liquidation  Agent  Fee  payable  pursuant  to  the  Liquidation  Agency 
Agreement. 

"Aggregate  Amortization  Amount"  means,  with  respect  to  any  Payment  Date  calculations,  the  excess,  if 
any,  of  (i)  the  Maximum  Principal  Amount  on  such  date  over  (ii)  the  sum  of  (a)  the  Aggregate  Reference  Obligation 
Notional  Amount  and  (b)  the  par  value  of  any  Delivered  Obligations,  Eligible  Investments  and  any  such  amounts  on 
deposit  in  the  Delivered  Obligations  Account,  which  amount  will  be  drawn  from  the  Collateral  Account  pursuant  to 
the  Amortization  Liquidation  Procedure  and  deposited  in  the  Payment  Account  for  distribution  in  accordance  with 
the  Priority  of  Payments  on  such  Payment  Date. 

"Aggregate  Calculation  Amount  of  Defaulted  Obligations  and  Deferred  Interest  PIK  Bonds"  means  the 
least  of  (a)  the  Aggregate  Moody's  Recovery  Value  of  all  Defaulted  Obligations  and  Deferred  Interest  PIK  Bonds, 
(b)  the  Aggregate  S&P  Recovery  Value  of  all  Defaulted  Obligations  and  Deferred  Interest  PIK  Bonds,  and  (c)  the 
aggregate  of  the  Market  Values  of  all  Defaulted  Obligations  and  Deferred  Interest  PIK  Bonds. 

"Aggregate  Moody's  Recovery  Value"  means,  with  respect  to  Defaulted  Obligations  and  Deferred  Interest 
PIK  Bonds,  the  aggregate  of  (a)  the  Moody's  Recovery  Rate  for  each  such  asset  multiplied  by  (b)  the  Principal 
Balance  of  such  asset. 

"Aggregate  Outstanding  Amount"  means,  with  respect  to  any  of  the  Secured  Notes  or  Income  Notes  on  any 
date  of  determination,  the  aggregate  principal  amount  of  such  Secured  Notes  or  Income  Notes  outstanding  on  such 
date. 

"Aggregate  Outstanding  Portfolio  Amount"  means  the  sum  of  (i)  the  Aggregate  Reference  Obligation 
Notional  Amount  and  (ii)  the  Principal  Balance  of  the  Delivered  Obligations  and  any  Eligible  Investments  in  the 
Delivered  Obligations  Account. 

"Aggregate  S&P  Recovery  Value"  means  the  sum  of,  with  respect  to  each  Defaulted  Obligation  and  each 
Deferred  Interest  PIK  Bond  of  the  lesser  of  (a)  the  Market  Value  for  such  Defaulted  Obligation  or  Deferred  Interest 
PIK  Bond,  as  applicable,  and  (b)  the  S&P  Recovery  Rate  for  such  Defaulted  Obligation  or  Deferred  Interest  PIK 
Bond  multiplied  by  the  Principal  Balance  of  such  Defaulted  Obligation  or  Deferred  Interest  PIK  Bond. 

"Amortization  Liquidation  Procedure"  means,  in  connection  with  the  payment  of  any  Aggregate 
Amortization  Amount,  (i)  first,  by  applying  each  amount  on  deposit  in  the  Collateral  Account  received  as  principal 
on  the  Collateral  Securities  and  Eligible  Investments  and  (ii)  second,  once  any  such  cash  on  deposit  in  the  Collateral 
Account  has  been  reduced  to  zero,  by  liquidating  Eligible  Investments  in  the  Collateral  Account,  in  each  case,  up  to 
the  lesser  of  (a)  such  Aggregate  Amortization  Amount  or  (b)  amounts  available  in  the  Collateral  Account  pursuant 
to  subclause  (i)  above  and,  if  necessary,  (ii). 

"Amortization  Shortfall  Amount"  means,  on  any  Payment  Date  where  sufficient  funds  cannot  be  drawn 
from  the  Collateral  Account  pursuant  to  the  Amortization  Liquidation  Procedure,  the  difference  between  the 
Aggregate  Amortization  Amount  for  such  Payment  Date  and  the  amount  available  from  the  Collateral  Account  on 
such  Payment  Date  pursuant  to  the  Amortization  Liquidation  Procedure. 
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"Applicable  Percentage"  means,  on  any  day,  a  percentage  equal  to  A  divided  by  B,  where  "A"  means  the 
product  of  the  Initial  Face  Amount  (as  such  term  is  defined  in  the  related  CDS  Transaction)  and  the  Initial  Factor  (as 
such  term  is  defined  in  the  related  CDS  Transaction)  as  decreased  on  each  Delivery  Date  by  an  amount  equal  to  (a) 
the  outstanding  principal  balance  of  Delivered  Obligations  delivered  to  the  Issuer  (as  adjusted  by  the  Relevant 
Amount,  if  any)  divided  by  the  Current  Factor  (as  such  term  is  defined  in  the  related  CDS  Transaction)  on  such  day 
multiplied  by  (b)  the  Initial  Factor  (as  such  term  is  defined  in  the  related  CDS  Transaction)  and  where  "B"  means 
the  product  of  the  Original  Principal  Amount  of  the  related  Reference  Obligation  and  the  Initial  Factor  (as  such  term 
is  defined  in  the  related  CDS  Transaction);  (a)  as  increased  by  the  outstanding  principal  balance  of  any  further  issues 
by  the  Reference  Entity  that  are  fungible  with  and  form  part  of  the  same  legal  series  as  the  Reference  Obligation; 
and  (b)  as  decreased  by  any  cancellations  of  some  or  all  of  the  outstanding  principal  amount  of  the  related  Reference 
Obligation  resulting  from  purchases  of  the  Reference  Obligation  by  or  on  behalf  of  the  Reference  Entity. 

"Applicable  Recovery  Rate"  means,  with  respect  to  any  Reference  Obligation  or  Collateral  Asset  on  any 
Determination  Date,  the  lesser  of  the  Moody's  Recovery  Rate  and  the  S&P  Recovery  Rate. 

"Asset-Backed  Securities"  or  "ABS  Securities"  means  structured  finance  securities  which  have  the  benefit 
of  a  financial  guarantee  insurance  policy,  or  surety  bond  or  corporate  guarantee  insuring  or  guaranteeing  the  timely 
payment  of  interest  or  the  ultimate  payment  of  interest  and  the  ultimate  payment  of  principal. 

"Auction  Payment  Date"  means  the  Auction  Date  on  which  the  Secured  Notes  and  Income  Notes  are 
redeemed  in  connection  with  a  successful  Auction. 

"Balance"  means,  on  any  date,  with  respect  to  cash,  Collateral  Securities,  Delivered  Obligations  or  Eligible 
Investments  in  any  account,  the  aggregate  of  the  (i)  current  balance  of  cash,  demand  deposits,  time  deposits, 
certificates  of  deposit  and  federal  funds;  (ii)  principal  amount  of  interest  bearing  corporate  and  government 
securities,  money  market  accounts  and  repurchase  obligations;  and  (iii)  purchase  price  or  accreted  value  (but  not 
greater  than  the  face  amount)  of  non-interest  bearing  government  and  corporate  securities  and  commercial  paper. 

"BIE  Acceptance  Notice"  means  a  notice  from  the  Trustee  or  the  Income  Notes  Transfer  Agent,  as 
applicable,  to  an  Originating  Noteholder  specifying  (i)  each  BIE  Collateral  Security  that  will  be  substituted  for  an 
existing  Collateral  Security,  (ii)  each  such  Collateral  Security  to  be  substituted,  (iii)  the  BIE  Exercise  Period,  (iv)  the 
BIE  Transaction  Cost  and  (v)  account  information  of  the  Issuer  for  such  Originating  Noteholder  to  deliver  such  BIE 
Collateral  Security  to  the  Issuer  and  to  present  payment  of  the  BIE  Transaction  Cost  to  the  Issuer. 

"BIE  Collateral  Security"  means  any  security  that  any  Holder  of  a  Note  proposes  to  substitute  for  part  or  all 
of  an  existing  Collateral  Security  pursuant  to  the  Indenture. 

"BIE  Consent  Solicitation  Notice"  means  a  notice  from  the  Trustee  or  the  Fiscal  Agent,  as  applicable,  to 
each  Holder  of  a  Note,  including  the  Originating  Noteholder  with  a  copy  to  the  Credit  Protection  Buyer  specifying 
(i)  each  proposed  BIE  Collateral  Security  and  its  par  amount,  (ii)  each  Collateral  Security  to  be  substituted  and  its 
par  amount  and  (iii)  the  BIE  Notification  Date. 

"BIE  Exercise  Period"  means  the  period  from  and  including  the  delivery  of  a  BEE  Acceptance  Notice  to  but 
excluding  the  day  that  is  three  Business  Days  thereafter. 

"BIE  Notification  Date"  means  the  Business  Day  by  which  a  Holder  of  a  Note  must  respond  to  a  BIE 
Consent  Solicitation  Notice,  which  date  shall  be  20  Business  Days  from  the  date  of  such  BIE  Consent  Solicitation 
Notice. 

"BIE  Transaction  Cost"  means  an  amount,  as  determined  pursuant  to  the  Collateral  Administration 
Agreement  by  the  Collateral  Administrator,  oh  behalf  of  the  Issuer,  equal  to  the  aggregate  amount  of  the  expenses 
of  the  Issuer  and  the  Trustee  that  would  be  incurred  as  a  result  of  the  proposed  substitution  of  each  BIE  Collateral 
Security  for  part  or  all  of  an  existing  Collateral  Security  including  the  purchase  price  of  any  such  BIE  Collateral 
Security. 
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"Board  of  Directors"  means,  with  respect  to  the  Issuer  or  the  Co-Issuer,  the  directors  of  the  Issuer  or  the 
Co-Issuer,  as  applicable,  duly  appointed  by  the  shareholders  or  the  directors  of  the  Issuer  or  the  Co-Issuer,  as 
applicable. 

"Calculation  Amount"  means,  with  respect  to  any  Defaulted  Obligation  or  Deferred  Interest  PIK  Bond  at 
any  time,  the  lesser  of  (a)  the  Market  Value  of  such  Defaulted  Obligation  or  Deferred  Interest  PIK  Bond  or  (b)  the 
Applicable  Recovery  Rate  multiplied  by  the  Principal  Balance  of  such  Defaulted  Obligation  or  Deferred  Interest 
PIK  Bond.  For  purposes  of  determining  the  Calculation  Amount,  the  Principal  Balance  of  a  Defaulted  Obligation 
shall  be  deemed  to  be  its  outstanding  principal  amount  or  Reference  Obligation  Notional  Amount,  as  applicable,  and 
the  Principal  Balance  of  a  Deferred  Interest  PIK  Bond  shall  be  deemed  to  be  its  outstanding  principal  amount  or 
Reference  Obligation  Notional  Amount,  as  applicable,  without  regard  to  any  deferred  or  capitalized  interest. 

"Cash  Proceeds"  means,  with  respect  to  any  Due  Period,  the  amount  on  deposit  or  expected  to  be  on 
deposit  in  the  Payment  Account  on  the  related  Payment  Date  (as  calculated  by  the  Trustee  two  Business  Days  prior 
to  such  Payment  Date);  without  taking  into  account  any  Aggregate  Amortization  Amount  or  amounts  calculated  in 
relation  thereto  that  may  be  available  on  such  Payment  Date. 

"CDO  RMBS  Securities"  means  CDO  Securities  that  entitle  the  holders  thereof  to  receive  payments  that 
depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely  distribution  of  proceeds  to 
holders  of  such  CDO  Securities)  on  the  cash  flow  from  (and  not  the  market  value  of)  a  portfolio  of  at  least  80%  by 
principal  balance  of  RMBS  Securities. 

"CDO  S  Note  Securities"  means  CDO  Securities  that,  pursuant  to  the  terms  of  the  related  Underlying 
Instruments,  are  senior  to  all  other  securities  issued  in  the  related  transaction  and  are  entitled  to  principal  payments 
in  accordance  with  a  fixed  payment  schedule,  which  principal  payments  are  paid  by  applying,  first,  interest  proceeds 
available,  and  second,  principal  proceeds  available. 

"CDO  Securities"  means  collateralized  debt  obligations  (including,  without  limitation,  any  synthetic 
collateralized  debt  obligations  or  collateralized  loan  obligations)  which  may  be  categorized  as  CDO  Structured 
Product  Securities,  CDO  RMBS  Securities,  Collateralized  Loan  Securities  and  CDO  Trust  Preferred  Securities. 

"CDO  Structured  Product  Securities"  means  CDO  Securities  that  entitle  the  holders  thereof  to  receive 
payments  that  depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely  distribution  of 
proceeds  to  holders  of  such  CDO  Securities)  on  the  cash  flow  from  a  portfolio  diversified  among  categories  of 
Residential  Mortgage-Backed  Securities,  Commercial  Mortgage-Backed  Securities,  REIT  Debt  Securities,  Asset- 
Backed  Securities  and  CDO  Securities  or  any  combination  of  more  than  one  of  the  foregoing  or  solely  of  CDO 
Securities  (and  which  may  include  limited  amounts  of  corporate  securities),  generally  having  the  following 
characteristics:  (i)  repayment  thereof  can  vary  substantially  from  the  contractual  payment  schedule  (if  any),  with 
early  prepayment  of  individual  debt  securities  depending  on  numerous  factors  specific  to  the  particular  issuers  or 
obligors  and  upon  whether,  in  the  case  of  loans  or  securities  bearing  interest  at  a  fixed  rate,  such  loans  or  securities 
include  an  effective  prepayment  premium,  and  (ii)  proceeds  from  such  repayments  can  for  a  limited  period  and 
subject  to  compliance  with  certain  eligibility  criteria  be  reinvested  in  additional  loans  and/or  debt  securities. 

"CDO  Trust  Preferred  Securities"  means  CDO  Securities  that  entitle  the  holder  thereof  to  receive  payments 
that  depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely  distribution  of  proceeds  to 
holders  of  such  CDO  Securities)  on  the  cash  flow  from  a  portfolio  of  trust  preferred  securities  issued  by  bank,  thrift, 
other  depository  institutions  or  trust  subsidiaries. 


"Class"  means  each  class  of  Secured  Notes  having  the  same  Stated  Maturity  and  same  alphabetical  (but  not 
necessarily  numerical)  designation  of  any  of  "S",  "A",  "B",  "C",  or  "D"  as  a  single  class  and  the  Income  Notes  as  a 
single  class. 

"Class  A  Adjusted  Overcollateralization  Ratio"  means,  with  respect  to  any  Determination  Date,  the 
Adjusted  Net  Outstanding  Portfolio  Collateral  Balance  divided  by  the  Aggregate  Outstanding  Amount  of  the  Class 
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A  Notes  after  giving  effect  to  payments  to  be  made  on  the  succeeding  Payment  Date  in  accordance  with  the  Priority 
of  Payments. 

"Class  A  Note  Redemption  Price"  shall  equal  (i)  in  the  case  of  the  Class  A-la  Notes,  the  Class  A-la  Note 
Redemption  Price,  (ii)  in  the  case  of  the  Class  A- lb  Notes,  Class  A- lb  Note  Redemption  Price  and  (iii)  in  the  case 
of  the  Class  A-2  Notes,  the  Class  A-2  Note  Redemption  Price. 

"Class  A-l  Note  Redemption  Price"  shall  equal  (i)  in  the  case  of  the  Class  A-la  Notes,  the  Class  A-la  Note 
Redemption  Price  and  (ii)  in  the  case  of  the  Class  A-lb  Notes,  the  Class  A- lb  Note  Redemption  Price. 

"Class  A-la  Note  Interest  Rate"  means,  for  each  Interest  Accrual  Period,  a  per  annum  rate  equal  to  LIBOR 
for  such  Interest  Accrual  Period  plus  0.32%. 

"Class  A-la  Note  Redemption  Price"  shall  equal  (i)  the  outstanding  principal  amount  of  the  Class  A-la 
Notes  plus  (ii)  accrued  and  unpaid  interest  thereon  (including  Defaulted  Interest  and  interest  on  Defaulted  Interest,  if 
any)  to  but  excluding  the  Redemption  Date. 

"Class  A-lb  Note  Interest  Rate"  means,  for  each  Interest  Accrual  Period,  a  per  annum  rate  equal  to  LIBOR 
for  such  Interest  Accrual  Period  plus  0.65%. 

"Class  A-lb  Note  Redemption  Price"  shall  equal  (i)  the  outstanding  principal  amount  of  the  Class  A-lb 
Notes  plus  (ii)  accrued  and  unpaid  interest  thereon  (including  Defaulted  Interest  and  interest  on  Defaulted  Interest,  if 
any)  to  but  excluding  the  Redemption  Date. 

"Class  A-2  Note  Interest  Rate"  means,  for  each  Interest  Accrual  Period,  a  per  annum  rate  equal  to  LIBOR 
for  such  Interest  Accrual  Period  plus  0.90%. 

"Class  A-2  Note  Redemption  Price"  shall  equal  (i)  the  outstanding  principal  amount  of  the  Class  A-2  Notes 
plus  (ii)  accrued  and  unpaid  interest  thereon  (including  Defaulted  Interest  and  interest  on  Defaulted  Interest,  if  any) 
to  but  excluding  the  Redemption  Date. 

"Class  B  Adjusted  Overcollateralization  Ratio"  means,  with  respect  to  any  Determination  Date,  the 
Adjusted  Net  Outstanding  Portfolio  Collateral  Balance  divided  by  the  Aggregate  Outstanding  Amount  of  the  Class 
A  Notes  and  the  Class  B  Notes,  after  giving  effect  to  payments  or  reductions,  as  applicable  to  be  made  on  the 
succeeding  Payment  Date  in  accordance  with  the  Priority  of  Payments. 

"Class  B  Note  Interest  Rate"  means,  for  each  Interest  Accrual  Period,  a  per  annum  rate  equal  to  LIBOR  for 
such  Interest  Accrual  Period  plus  1.75%. 

"Class  B  Note  Redemption  Price"  shall  equal  (i)  the  outstanding  principal  amount  of  the  Class  B  Notes, 
plus  (ii)  accrued  interest  thereon  (including  Defaulted  Interest  and  interest  on  Defaulted  Interest,  if  any)  to,  but 
excluding,  the  Redemption  Date. 

"Class  C  Adjusted  Overcollateralization  Ratio"  means,  with  respect  to  any  Determination  Date,  the 
Adjusted  Net  Outstanding  Portfolio  Collateral  Balance  divided  by  the  Aggregate  Outstanding  Amount  of  the  Class  A 
Notes,  the  Class  B  Notes  and  the  Class  C  Notes,  after  giving  effect  to  payments  or  reductions,  as  applicable,  to  be 
made  on  the  succeeding  Payment  Date  in  accordance  with  the  Priority  of  Payments. 

"Class  C  Note  Interest  Rate"  means,  for  each  Interest  Accrual  Period,  a  per  annum  rate  equal  to  LIBOR  for 
such  Interest  Accrual  Period  plus  5.50%. 

"Class  C  Note  Redemption  Price"  shall  equal  the  sum  of  (i)  the  outstanding  principal  amount  of  the  Class  C 
Notes  (including  any  Class  C  Deferred  Interest)  plus  (ii)  accrued  interest  thereon  (including  any  Defaulted  Interest 
and  any  interest  on  Defaulted  Interest,  if  any)  to  but  excluding  the  Redemption  Date. 
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"Class  D  Adjusted  Overcollateralization  Ratio"  means,  with  respect  to  any  Determination  Date,  the 
Adjusted  Net  Outstanding  Portfolio  Collateral  Balance  divided  by  the  Aggregate  Outstanding  Amount  of  the  Class  A 
Notes,  the  Class  B  Notes,  the  Class  C  Notes  and  the  Class  D  Notes,  after  giving  effect  to  payments  or  reductions,  as 
applicable,  to  be  made  on  the  succeeding  Payment  Date  in  accordance  with  the  Priority  of  Payments. 

"Class  D  Note  Interest  Rate"  means,  for  each  Interest  Accrual  Period,  a  per  annum  rate  equal  to  LIBOR  for 
such  Interest  Accrual  Period  plus  4.00%. 

"Class  D  Note  Redemption  Premium"  means  on  each  Payment  Date  commencing  with  the  Payment  date  in 
July  2010,  the  product  of  (i)  the  Aggregate  Outstanding  Amount  of  the  Class  D  Notes  and  (ii)  the  percentage 
corresponding  to  the  related  Payment  Date  according  to  the  table  below: 


July  2010 

1.10% 

August  2010 

1.01% 

September  2010 

0.92% 

October  2010 

0.83% 

November  2010 

0.73% 

December  2010 

0.64% 

January  2011 

0.55% 

February  2011 

0.46% 

March  2011 

0.37% 

April  2011 

0.28% 

May  2011 

0.18% 

June  2011 

0.09% 

Each  Payment  Date  after  June  201 1 

0.00% 

"Class  D  Note  Redemption  Price"  shall  equal  the  sum  of  (i)  the  outstanding  principal  amount  of  the  Class 
D  Notes  (including  any  Class  D  Deferred  Interest)  plus  (ii)  accrued  interest  thereon  (including  any  Defaulted 
Interest  and  any  interest  on  Defaulted  Interest,  if  any)  to  but  excluding  the  Redemption  Date  plus  (iii)  the  Class  D 
Note  Redemption  Premium  (if  any). 

"Class  D  Notes  Amortizing  Principal  Amount"  means  an  amount  equal  to  the  lesser  of  (a)  with  respect  to 
the  first  Payment  Date  the  excess,  if  any,  of  any  Proceeds  remaining  after  payment  of  all  amounts  payable  under 
clauses  (i)  through  (xvi)  of  the  Priority  of  Payments  and  (b)  the  product  of  the  remaining  principal  balance  of  the 
Class  D  Notes  after  giving  effect  to  clauses  (i)  through  (xvi)  in  the  priority  of  payments,  5%  per  annum  (calculated 
based  upon  a  360-day  year  and  the  actual  number  of  days  in  each  Interest  Accrual  Period)  with  respect  to  each 
Interest  Accrual  Period. 

"Class  S  Note  Redemption  Price"  means  (i)  the  outstanding  principal  amount  of  the  Class  S  Notes  plus  (ii) 
accrued  and  unpaid  interest  thereon  (including  Defaulted  Interest  and  interest  on  Defaulted  Interest,  if  any)  to  but 
excluding  the  Redemption  Date. 

"Class  S  Note  Interest  Rate"  means,  for  each  Interest  Accrual  Period,  a  per  annum  rate  equal  to  LIBOR  for 
such  Interest  Accrual  Period  plus  0.20%. 

"Class  S  Notes  Amortizing  Principal  Amount"  means  an  amount  equal  to  the  lesser  of  (a)  the  sum  of  (i) 
with  respect  to  the  first  Payment  Date,  U.S.$0  and  with  respect  to  each  subsequent  Payment  Date,  U.S.$34,583.33 
and  (ii)  the  aggregate  amount  of  any  Class  S  Notes  Amortizing  Principal  Amounts  that  were  due  on  any  prior 
Payment  Date  and  not  paid  on  one  or  more  prior  Payment  Dates,  and  (b)  the  remaining  principal  balance  of  the 
Class  S  Notes. 

"Closing  Date"  means  March  20,  2007. 
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"CMBS  Conduit  Securities"  means  Commercial  Mortgage  Backed  Securities  that  entitle  the  holders  thereof 
to  receive  payments  that  depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely 
distribution  of  proceeds  to  holders  of  such  Commercial  Mortgage  Backed  Securities)  on  the  cash  flow  from  a  pool 
of  commercial  mortgage  loans. 

"CMBS  Credit  Tenant  Lease  Securities"  means  Commercial  Mortgage  Backed  Securities  (other  than 
CMBS  Large  Loan  Securities  and  CMBS  Conduit  Securities)  that  entitle  the  holders  thereof  to  receive  payments 
that  depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely  distribution  of  proceeds  to 
holders  of  such  Commercial  Mortgage  Backed  Securities)  on  the  cash  flow  from  a  pool  of  commercial  mortgage 
loans  made  to  finance  the  acquisition,  construction  and  improvement  of  properties  leased  to  corporate  tenants  (or  on 
the  cash  flow  from  such  leases). 

"CMBS  Large  Loan  Securities"  means  Commercial  Mortgage  Backed  Securities  (other  than  CMBS 
Conduit  Securities  and  CMBS  Credit  Tenant  Lease  Securities)  that  entitle  the  holders  thereof  to  receive  payments 
that  depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely  distribution  of  proceeds  to 
holders  of  such  Commercial  Mortgage  Backed  Securities)  on  the  cash  flow  from  a  commercial  mortgage  loan  or  a 
pool  of  commercial  mortgage  loans  made  to  finance  the  acquisition,  construction  and  improvement  of  properties. 
Generally,  five  or  fewer  commercial  mortgage  loans  shall  account  for  more  than  20%  of  the  aggregate  principal 
balance  of  the  entire  pool  of  commercial  mortgage  loans  supporting  payments  on  the  securities. 

"CMBS  Repackaging  Securities"  means  a  security  that  entitles  the  holders  thereof  to  receive  payments  that 
depend  on  the  cash  flow  from  a  portfolio  of  all  (100%)  CMBS  Securities,  REIT  Debt  Securities  and  other  interests 
in  commercial  mortgage  loans  or  similar  commercial  real  estate  interests 

"Collateral  Account  Amount"  means,  the  par  amount  of  Eligible  Investments,  Collateral  Securities, 
Principal  Proceeds  and  principal  payments  received  thereon  on  deposit  in  the  Collateral  Account;  provided, 
however,  that  the  Collateral  Account  Amount  shall  not  include  any  Interest  Proceeds. 

"Collateral  Administration  Agreement"  means  the  Collateral  Administration  Agreement,  dated  as  of  the 
Closing  Date,  between  the  Issuer  and  the  Collateral  Administrator,  as  the  same  may  be  amended,  supplemented  or 
otherwise  modified  from  time  to  time  in  accordance  with  its  terms. 

"Collateral  Administrator"  means  LaSalle  Bank  National  Association,  or  any  successor  Collateral 
Administrator  under  the  Collateral  Administration  Agreement 

"Collateral  Asset"  means  a  Collateral  Security,  Eligible  Investment  or  Delivered  Obligation. 

"Collateralized  Loan  Securities"  means  CDO  Securities  that  entitle  the  holders  thereof  to  receive  payments 
that  depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely  distribution  of  proceeds  to 
holders  of  such  securities)  on  the  cash  flow  from  (and  not  the  market  value  of)  a  portfolio  of  at  least  80%  by 
principal  balance  of  commercial  loans. 

"Collateral  Liquidation  Procedure"  means,  where  specified  in  connection  with  the  payment  of  any  amount, 
such  amount  shall  be  drawn  from  the  Collateral  Account  (i)  first,  by  applying  cash  amounts  on  deposit  in  the 
Collateral  Account  that  were  received  as  principal  payments  on  the  Collateral  Securities  and  Eligible  Investments, 
(ii)  second,  once  the  amount  of  such  cash  on  deposit  in  the  Collateral  Account  has  been  reduced  to  zero,  by 
liquidating  Eligible  Investments  in  the  Collateral  Account  and  (iii)  third,  once  the  principal  balance  of  Eligible 
Investments  on  deposit  in  the  Collateral  Account  has  been  reduced  to  zero,  by  liquidating  Collateral  Securities  on 
deposit  in  the  Collateral  Account;  in  each  case,  up  to  the  lesser  of  (a)  the  amount  specified  for  such  payment  and  (b) 
the  amount  and  principal  balance  available  in  the  Collateral  Account  pursuant  to  subclause  (i)  and,  to  the  extent 
necessary,  subclause  (ii),  then  subclause  (iii). 

"Collateral  Securities"  means  securities  or  other  collateral  purchased  by  the  Issuer  meeting  the  Collateral 
Securities  Eligibility  Criteria  using  the  proceeds  of  the  Notes  and  from  time  to  time  using  the  principal  payments 
thereon  and  securing  the  Issuer's  obligations  under  the  Credit  Default  Swap  and  the  Indenture. 

A-7 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-000912701 


Footnote  Exhibits  -  Page  5800 


"Collateral  Securities  Substitution  Information  Notice"  means  a  notice  from  the  Trustee  or  the  Fiscal 
Agent,  as  applicable,  to  an  Originating  Noteholder  notifying  such  Originating  Noteholder  of  the  BIE  Transaction 
Cost  relating  to  each  proposed  BIE  Collateral  Security. 

"Collateral  Securities  Substitution  Noteholder  Refusal  Notice"  means  a  notice  from  the  Trustee  or  the 
Fiscal  Agent,  as  applicable,  to  an  Originating  Noteholder  notifying  such  Originating  Noteholder  that  the  Holders  of 
a  Majority  of  a  Class  of  Notes  did  not  approve  of  one  or  more  proposed  BIE  Collateral  Securities  by  the  BIE 
Notification  Date. 

"Collateral  Securities  Substitution  Request  Notice"  means  a  notice  from  an  Originating  Noteholder  to  the 
Trustee  or  the  Fiscal  Agent,  as  applicable,  (i)  requesting  the  substitution  of  one  or  more  BIE  Collateral  Securities  for 
one  or  more  existing  Collateral  Assets,  (ii)  identifying  each  Collateral  Security  and  the  par  amount  to  be  substituted, 
(iii)  identifying  each  proposed  BIE  Collateral  Security  and  the  par  amount  and  (iv)  any  other  information  that  such 
Originating  Noteholder  deems  relevant. 

"Commercial  Mortgage-Backed  Securities"  or  "CMBS"  means  securities  backed  by  obligations  (including 
certificates  of  participation  in  obligations)  that  are  principally  secured  by  mortgages  on  real  property  or  interests 
therein  having  a  multifamily  or  commercial  use,  such  as  regional  malls,  other  retail  space,  office  buildings, 
industrial  or  warehouse  properties,  hotels,  nursing  homes  and  senior  living  centers  and  shall  include,  without 
limitation,  CMBS  Conduit  Securities,  CMBS  Credit  Tenant  Lease  Securities,  CMBS  Large  Loan  Securities  and 
CMBS  Repackaging  Securities. 

"Controlling  Class"  will  be  the  Class  S  Notes,  the  Class  A-la  Notes,  the  Class  A- lb  Notes  and  the  Class  A- 
2  Notes  (the  Class  S  Notes,  the  Class  A-la  Notes,  the  Class  A- lb  Notes  and  the  Class  A-2  Notes  voting  together  as  a 
single  class),  for  so  long  as  any  Class  S  Notes  or  Class  A  Notes  are  outstanding;  if  no  Class  S  Notes  or  Class  A 
Notes  are  outstanding,  then  the  Class  B  Notes,  so  long  as  any  Class  B  Notes  are  outstanding;  if  no  Class  S  Notes, 
Class  A  Notes  or  Class  B  Notes  are  outstanding,  then  the  Class  C  Notes,  so  long  as  any  Class  C  Notes  are 
outstanding;  and  if  no  Class  S  Notes,  Class  A  Notes,  Class  B  Notes  or  Class  C  Notes  are  outstanding,  then  the  Class 
D  Notes,  so  long  any  Class  D  Notes  are  outstanding. 

"Corporate  Trust  Office"  means  the  principal  corporate  trust  office  of  the  Trustee,  currently  located  at  181 
W.  Madison  Street,  Chicago,  Illinois  60602,  Attention:  CDO  Trust  Services  Group  —  Anderson  Mezzanine  Funding 
2007-1,  Ltd.,  or  such  other  address  as  the  Tmstee  may  designate  may  designate  from  time  to  time  by  notice  to  the 
Noteholders,  the  Liquidation  Agent  and  the  Issuers  or  the  principal  corporate  trust  office  of  any  successor  Trustee. 

"Credit  Default  Swap"  means  tire  credit  default  swap  entered  into  by  the  Issuer,  as  Credit  Protection  Seller, 
and  Goldman  Sachs  International,  as  Credit  Protection  Buyer,  on  the  Closing  Date,  evidenced  by  an  ISDA  Master 
Agreement  (Multicurrency  Cross  Border)  and  the  Master  Confirmations. 

"Credit  Default  Swap  Early  Termination  Date"  has  the  meaning  set  forth  in  the  Credit  Default  Swap. 

"Credit  Default  Swap  Termination  Payment"  means  any  termination  or  assignment  payment  required  to  be 
paid  by  the  Issuer  in  the  event  of  a  termination  or  assignment  of  the  Credit  Default  Swap.  For  the  avoidance  of 
doubt,  no  termination  payments  or  assignment  payments  are  required  to  be  paid  by  the  Issuer  in  the  event  of  a 
termination  or  assignment  of  the  Credit  Default  Swap  in  respect  of  which  the  Credit  Protection  Buyer  is  the 
"Defaulting  Party"  or  the  sole  "Affected  Party"  (each  as  defined  in  the  Credit  Default  Swap). 

"Credit  Protection  Amounts"  means  Physical  Settlement  Amounts,  Writedown  Amounts,  Principal 
Shortfall  Amounts  and  Credit  Default  Swap  Termination  Payments  (which,  for  the  avoidance  of  doubt,  will  not 
include  Defaulted  Swap  Termination  Payments)  payable  by  the  Issuer  to  the  Credit  Protection  Buyer. 

"Credit  Protection  Buyer"  means  Goldman  Sachs  International  and,  if  Goldman  Sachs  International  is  no 
longer  the  Credit  Protection  Buyer,  any  entity  required  to  make  payments  on  the  Credit  Default  Swap  pursuant  to  the 
terms  of  the  Credit  Default  Swap  or  any  guarantor  thereof. 
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"Default"  means  any  Event  of  Default  or  any  occurrence  that  is,  or  with  notice  or  the  lapse  of  time  or  both 
would  become,  an  Event  of  Default. 

"Defaulted  Obligation"  means  any  Reference  Obligation  or  Delivered  Obligation  with  respect  to  which: 

(i)  there  has  occurred  and  is  continuing  for  the  lesser  of  three  (3)  Business  Days  and  any 

applicable  grace  period,  a  default  with  respect  to  the  payment  of  interest  or  principal  on  such  Reference 
Obligation  or  Delivered  Obligation  in  accordance  with  its  terms;  provided  that,  the  Reference  Obligation  or 
Delivered  Obligation  shall  not  constitute  a  Defaulted  Obligation  if  and  when  such  default  has  been  cured 
through  the  payment  of  all  past  due  interest  and  principal  or  waived; 

(ii)  the  Principal  Balance  of  such  Reference  Obligation  or  Delivered  Obligation  has  been 
written  down; 

(iii)  the  Trustee  has  received  notice  of  any  bankruptcy,  insolvency  or  receivership  proceeding 
has  been  initiated  in  connection  with  the  issuer  of  such  Reference  Obligation  or  Delivered  Obligation  and  is 
unstayed  and  undismissed;  provided,  that,  if  such  proceeding  is  an  involuntary  proceeding,  the  condition  of 
this  clause  (iii)  will  not  be  satisfied  until  the  earliest  of  the  following:  (I)  the  issuer  consents  to  such 
proceeding,  (II)  an  order  for  relief  under  the  United  States  Bankruptcy  Code,  or  any  similar  order  under  a 
proceeding  not  taking  place  under  the  United  States  Bankruptcy  Code,  has  been  entered,  and  (III)  such 
proceeding  remains  unstayed  and  undismissed  for  60  days;  or 

(iv)  such  Reference  Obligation  or  Delivered  Obligation  has  an  S&P  Rating  of  "CC"  or  lower, 
"D"  or  "SD"  or,  if  S&P  withdraws  its  rating  and  the  S&P  Rating  at  the  time  of  withdrawal  is  "CCC"  or 
below  or  such  Reference  Obligation  or  Delivered  Obligation  has  a  Moody's  Rating  of  "C"  or  lower  or 
"Ca". 

"Defaulted  Swap  Termination  Payment"  means  any  Credit  Default  Swap  Termination  Payment  required  by 
a  bankruptcy  court  or  receiver  (in  a  proceeding  at  law  or  in  equity)  to  be  paid  by  the  Issuer  notwithstanding  the 
terms  of  the  Credit  Default  Swap  in  the  event  of  a  termination  or  assignment  of  the  Credit  Default  Swap  in  respect 
of  which  the  Credit  Protection  Buyer  is  the  "Defaulting  Party"  or  the  sole  "Affected  Party"  (each  as  defined  in  the 
Credit  Default  Swap). 

"Deferred  Interest  PIK  Bond"  means  a  PIK  Bond  that  (1)  has  an  Actual  Rating  of  "Baa3"  or  above  by 
Moody's  and  makes  payments  less  frequently  than  monthly  and  has  deferred  interest  in  an  amount  equal  to  the 
amount  of  interest  that  would  accrue  over  the  shorter  of  two  payment  periods  or  one  year,  or  (2)  has  an  Actual 
Rating  of  "Baa3"  or  above  by  Moody's  and  makes  payments  on  a  monthly  basis  and  has  deferred  interest  in  an 
amount  equal  to  the  amount  of  interest  that  would  accrue  over  the  shorter  of  (i)  one  year  and  (ii)  the  longer  of  (A) 
the  number  of  months  between  any  two  consecutive  deferrals  of  interest  and  (B)  six  months  or  (3)  has  an  Actual 
Rating  of  "Bal"  or  below  by  Moody's  and  makes  payments  less  frequently  than  monthly  and  has  deferred  interest  in 
an  amount  equal  to  the  amount  of  interest  that  would  accrue  over  the  shorter  of  one  payment  period  or  six  months, 
or  (4)  lias  an  Actual  Rating  of  "Bal"  or  below  by  Moody's  and  makes  payments  on  a  monthly  basis  and  has  deferred 
interest  in  an  amount  equal  to  the  amount  of  interest  that  would  accrue  over  three  months;  provided  that  such  PIK 
Bond  would  no  longer  be  a  Deferred  Interest  PIK  Bond  once  payment  of  interest  has  resumed  and  all  capitalized  or 
deferred  interest  has  been  paid  in  full  in  accordance  with  the  underlying  documents. 

"Deliverable  Obligation"  means  an  obligation  which,  pursuant  to  the  terms  of  the  Credit  Default  Swap, 
may  be  delivered  to  the  Credit  Protection  Seller  as  a  result  of  a  Credit  Event. 

"Delivered  Obligation"  means  any  Deliverable  Obligation  delivered  to  the  Issuer  pursuant  to  a  Notice  of 
Physical  Settlement  under  the  Credit  Default  Swap. 

"Delivery  Date"  means  the  date  on  which  a  Deliverable  Obligation  is  delivered  to  the  Issuer  pursuant  to  the 
Credit  Default  Swap. 
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"Distribution  Compliance  Period"  means,  with  respect  to  the  Notes,  the  period  that  ends  40  days  after  the 
later  of  (i)  the  commencement  of  the  offering  of  the  Notes  and  (ii)  the  Closing  Date. 

"Double  B  Calculation  Amount"  means  the  sum  of  the  products  of  (a)  the  Principal  Balance  of  each  Double 
B  Rated  Asset  and  (b)  90%. 

"Double  B  Rated  Asset"  means  any  Collateral  Asset  or  Reference  Obligation  with  an  Actual  Rating  or 
Implied  Rating  from  S&P  less  than  "BBB-"  but  with  an  Actual  Rating  greater  than  "B+"  or  with  an  Actual  Rating  or 
Implied  Rating  from  Moody's  less  than  "Baa3"  but  with  an  Actual  Rating  greater  than  "Bl." 

"Eligible  Bidders"  are  (i)  any  institutions,  which  may  include  affiliates  of  the  Initial  Purchaser  or  the 
Liquidation  Agent  and  Holders  of  the  Secured  Notes  and  the  Income  Notes,  whose  short-term  unsecured  debt 
obligations  have  a  rating  of  at  least  "PI"  by  Moody '  s  or  "  A- 1  +"  by  S&P  and  (ii)  the  Liquidation  Agent. 

"Eligible  Depositary"  shall  be  a  financial  institution  organized  under  the  laws  of  the  United  States  or  any 
state  thereof,  authorized  to  accept  deposits,  having  a  combined  capital  and  surplus  of  at  least  U.S.$200,000,000,  and 
having  (or  if  its  obligations  are  guaranteed  by  its  parent  company,  its  parent  having),  a  long  term  debt  rating  of  at 
least  "Baal"  by  Moody's  (and  if  rated  "Baal",  such  rating  is  not  on  watch  for  downgrade)  and  "AA-"  by  S&P  and  a 
short  term  debt  rating  of  "P  1"  by  Moody's  (and  not  on  watch  for  downgrade)  and  at  least  "A-1+"  by  S&P. 

"Eligible  Investment"  means  any  U.S.  Dollar-denominated  investment  that,  at  the  time  it  is  delivered  to  the 
Trustee,  is  one  or  more  of  the  following  obligations  or  securities  (including  security  entitlements  with  respect 
thereto):  (i)  direct  Registered  obligations  of,  and  Registered  obligations  fully  guaranteed  by,  the  United  States  or 
any  agency  or  instrumentality  of  the  United  States  the  obligations  of  which  are  expressly  backed  by  the  full  faith  and 
credit  of  the  United  States;  (ii)  demand  and  time  deposits  in,  certificates  of  deposit  of,  or  banker's  acceptances 
issued  by,  any  depository  institution  or  trust  company  incorporated  in  the  United  States  or  any  state  thereof,  which 
depository  institution  or  trust  company  is  subject  to  supervision  and  examination  by  federal  or  state  authorities,  with 
a  maturity  not  in  excess  of  183  days;  and  with  a  credit  rating  by  S&P  of  at  least  "A-1+"  or  at  least  "AA-",  as 
applicable,  a  credit  rating  by  Moody's  of  at  least  "P  1"  or  at  least  "Aa3"  (and  if  rated  "Aa3",  not  on  watch  for 
downgrade),  as  applicable,  in  the  case  of  a  maturity  in  excess  of  30  days,  or  a  credit  rating  by  S&P  of  at  least "  A-l" 
and  a  credit  rating  by  Moody's  of  at  least  "P  1"  (and  not  on  watch  for  downgrade)  in  the  case  of  a  maturity  of  less 
than  30  days;  (iii)  repurchase  obligations  with  respect  to  (a)  any  security  described  in  clause  (i)  above  or  (b)  any 
other  security  issued  or  guaranteed  by  an  agency  or  instrumentality  of  the  United  States,  entered  into  with  a 
depository  institution  or  trust  company  described  in  clause  (ii)  above  or  entered  into  with  a  corporation  whose  long- 
term  senior  unsecured  rating  is  at  least  "Al"  (and  if  rated  "Al",  not  on  watch  for  downgrade)  by  Moody's  and  "AA- 
"  by  S&P  and  whose  short-term  credit  rating  is  "P  1"  (and  not  on  watch  for  downgrade)  by  Moody's  and  "A-l"  by 
S&P  at  the  time  of  such  investment  with  a  term  not  in  excess  of  91  days;  (iv)  Registered  debt  securities  bearing 
interest  or  sold  at  a  discount  issued  by  any  corporation  incorporated  under  the  laws  of  the  United  States  or  any  state 
thereof  that  have  a  credit  rating  of  at  least  "Aa3"  (and  if  rated  "  Aa3",  not  on  watch  for  downgrade)  or  "P  1"  (and  not 
on  watch  for  downgrade)  by  Moody's  and  "AA-"  or  "A-l"  by  S&P;  (v)  commercial  paper  or  other  short-term 
obligations  of  a  corporation,  partnership,  limited  liability  company  or  trust,  or  any  branch  or  agency  thereof  located 
in  the  United  States  or  any  of  its  territories,  such  commercial  paper  or  other  short-term  obligations  having  a  credit 
rating  of  "P  1"  (and  not  on  watch  for  downgrade)  by  Moody's  and  "A-l"  by  S&P,  and  that  are  Registered  and  either 
are  interest  bearing  or  are  sold  at  a  discount  from  the  face  amount  thereof  and  have  a  maturity  of  not  more  than  91 
days  from  their  date  of  issuance;  and  (vi)  offshore  money  market  funds  which  have  a  credit  rating  of  not  less  than 
"Aaa/MR1+"  by  Moody's  and  "AAA"  or  "AAAm"  or  "AAAm-G"  by  S&P,  provided  however,  that  each  rating  in 
clauses  (iii)  through  (vi)  above  by  Moody's  or  S&P  shall  be  an  Actual  Rating  and  provided  further,  that  any  such 
investment  purchased  on  the  basis  of  S&P's  short-term  rating  of  "A-l"  shall  mature  no  later  than  30  days  after  the 
date  of  purchase  and  may  not,  other  than  overnight  investments  from  LaSalle  Bank  National  Association  (so  long  as 
LaSalle  Bank  National  Association  (1)  is  the  Trustee  under  the  Indenture  and  (2)  has  a  short-term  rating  from  S&P 
of  at  least  "A-l"),  exceed  20%  of  the  Aggregate  Outstanding  Amount  of  the  Notes  rated  by  S&P.  Eligible 
Investments  shall  not  include  any  RMBS,  CMBS,  any  inverse  floater,  any  security  subject  to  withholding  tax  if 
owned  by  the  Issuer,  any  security  subject  to  an  offer,  any  interest  only  security,  any  principal  only  security  (other 
than  treasury  bills  or  commercial  paper)  or  any  security  with  a  price  in  excess  of  100%  of  par.  Each  such  Eligible 
Investment  shall  mature  no  later  than  the  second  Business  Day  immediately  preceding  the  Payment  Date  next 
following  the  Due  Period  in  which  the  date  of  investment  occurs,  unless  such  Eligible  Investment  is  issued  by  the 
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institution  acting  as  Securities  Intermediary,  in  which  event  such  Eligible  Investment  may  mature  on  the  Business 
Day  preceding  such  Payment  Date.  Eligible  Investments  may  include  those  investments  with  respect  to  which  the 
Securities  Intermediary,  the  Trustee,  the  Liquidation  Agent  or  the  Initial  Purchaser  or  an  affiliate  of  the  Trustee,  the 
Liquidation  Agent  or  the  Initial  Purchaser  provides  services.  As  used  in  this  definition,  ratings  may  not  include 
ratings  with  an  "r",  "p",  "q",  "pi"  or  "t"  subscript. 

"Exercise  Amount"  means  the  amount  determined  in  connection  with  a  Credit  Event  in  accordance  with  the 
related  CDS  Transaction. 

"Expected  Fixed  Payment"  shall  have  the  meaning  set  forth  in  the  Credit  Default  Swap. 

"Expected  Interest  Amount"  means  with  respect  to  any  Reference  Obligation  Payment  Date,  the  amount  of 
current  interest  that  would  accrue  during  the  related  Reference  Obligation  Calculation  Period  calculated  using  the 
Reference  Obligation  Coupon  on  a  principal  balance  of  the  Reference  Obligation  equal  to:  (a)  the  outstanding 
principal  amount  taking  into  account  any  reductions  due  to  a  principal  deficiency  balance  or  realized  loss  amount 
(however  described  in  the  underlying  instruments)  that  are  attributable  to  the  Reference  Obligation;  minus  (b)  the 
"Aggregate  Implied  Writedown  Amount"  (as  such  term  is  defined  in  the  related  CDS  Transaction)  (if  any),  and  that 
will  be  payable  on  die  related  Reference  Obligation  Payment  Date  assuming  for  this  purpose  that  sufficient  funds  are 
available  therefor  in  accordance  with  the  underlying  instruments,  calculated  in  accordance  with  the  related  CDS 
Transaction. 

"Expected  Principal  Amount"  means,  with  respect  to  the  Final  Amortization  Date  or  the  legal  final  maturity 
date  of  the  related  Reference  Obligation,  an  amount  equal  to  (i)  the  Outstanding  Principal  Amount  of  the  Reference 
Obligation  payable  on  such  day  (excluding  capitalized  interest)  assuming  for  this  purpose  that  sufficient  funds  are 
available  for  such  payment,  where  such  amount  shall  be  determined  in  accordance  with  the  underlying  instruments, 
minus  (ii)  the  sum  of  (A)  the  "Aggregate  Implied  Writedown  Amount"  (as  such  term  is  defined  in  the  related  CDS 
Transaction)  (if  any)  and  (B)  the  net  aggregate  principal  deficiency  balance  or  realized  loss  amounts  (however 
described  in  the  underlying  instruments)  that  are  attributable  to  the  Reference  Obligatioa  For  purposes  hereof,  the 
Expected  Principal  Amount  shall  be  determined  without  regard  to  the  effect  of  any  provisions  (however  described) 
of  the  underlying  instruments  that  permit  the  limitation  of  due  payments  or  distributions  of  funds  in  accordance  with 
the  terms  of  such  Reference  Obligation  or  that  provide  for  the  extinguishing  or  reduction  of  such  payments  or 
distributions. 

"Final  Amortization  Date"  means  the  first  to  occur  of  (i)  the  date  on  which  the  Reference  Obligation 
Notional  Amount  is  reduced  to  zero  and  (ii)  the  date  on  which  the  assets  securing  the  Reference  Obligation  or 
designated  to  fund  amounts  due  in  respect  of  the  Reference  Obligation  are  liquidated,  distributed  or  otherwise 
disposed  of  in  full  and  the  proceeds  thereof  are  distributed  or  otherwise  disposed  of  in  full. 

"Final  Payment  Date"  means  a  Payment  Date  with  respect  to  an  Optional  Redemption,  a  Payment  Date  in 
connection  with  the  Stated  Maturity,  Tax  Redemption,  an  Auction  or  redemption  due  to  an  Event  of  Default 
resulting  in  acceleration  of  the  Secured  Notes  and  liquidation  of  the  Pledged  Assets. 

"Floating  Amounts"  means  with  respect  to  any  CDS  Transaction,  an  amount  equal  to  the  sum  of  (a)  the 
relevant  Writedown  Amount  (if  any),  (b)  the  relevant  Principal  Shortfall  Amount  (if  any),  (c)  the  relevant  Interest 
Shortfall  Payment  Amount  (if  any)  and  (d)  the  relevant  Physical  Setdement  Amount  (if  any). 

"Floating  Amount  Event"  means  with  respect  to  any  CDS  Transaction,  the  occurrence  of  a  Writedown,  a 
Failure  to  Pay  Principal  or  an  Interest  Shortfall  (as  each  such  term  is  defined  in  the  related  CDS  Transaction)  with 
respect  to  the  Reference  Obligation  thereunder. 

"Holder"  or  "Noteholder"  means,  with  respect  to  any  Note  the  person  in  whose  name  such  Note  is 
registered,  or,  for  purposes  of  voting,  the  granting  of  consents  and  other  similar  determinations  under  the  Indenture 
or  Fiscal  Agency  Agreement,  as  applicable,  with  respect  to  any  Notes  in  global  form,  a  beneficial  owner  thereof. 
"Secured  Noteholder"  means,  with  respect  to  any  Secured  Note,  the  Holder  of  such  Secured  Note. 
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"Implied  Rating"  means,  in  the  case  of  a  rating  on  a  Collateral  Asset  or  Reference  Obligation,  a  rating  that 
is  determined  in  accordance  with  the  terms  set  forth  for  assets  not  rated  by  a  particular  Rating  Agency  by  reference 
to  any  publicly  available,  fully  monitored  rating  by  another  Rating  Agency  that,  by  its  terms,  addresses  the  full 
scope  of  the  payment  promise  of  the  obligor. 

"Income  Notes  Documents"  means  the  resolutions  of  the  Board  of  Directors  of  the  Issuer  authorizing  the 
execution  and  delivery  of  the  Indenture,  the  Memorandum  and  Articles  of  Association  and  the  Fiscal  Agency 
Agreement. 

"Interest  Proceeds"  means,  in  respect  of  any  Payment  Date,  all  investment  income  received  on  the 
Collateral  Securities  and  the  Eligible  Investments  on  deposit  in  the  Collateral  Account  and  the  Fixed  Amounts 
received  from  the  Credit  Protection  Buyer  under  the  Credit  Default  Swap  in  the  related  Due  Period,  which  Interest 
Proceeds  shall  be  deposited  to  the  Interest  Collection  Account  (and  will  not  be  included  in  the  Collateral  Account 
Amount). 

"Interest  Shortfall"  means  with  respect  to  any  Reference  Obligation  Payment  Date  and  any  Reference 
Obligation,  either  (a)  the  nonpayment  of  an  Expected  Interest  Amount  or  (b)  the  payment  of  an  Actual  Interest 
Amount  that  is  less  than  the  Expected  Interest  Amount,  as  described  in  the  related  CDS  Transaction. 

"Interest  Shortfall  Amount"  means  with  respect  to  any  Reference  Obligation  Payment  Date,  an  amount 
equal  to  the  greater  of:  (a)  zero;  and  (b)  the  amount  equal  to  the  product  of:  (i)(A)  the  Expected  Interest  Amount; 
minus  (B)  the  Actual  Interest  Amount;  and  (ii)  the  Applicable  Percentage. 

"Interest  Shortfall  Cap"  means  the  cap,  if  any  on  Interest  Shortfalls  as  set  forth  in  the  related  CDS 
Transaction. 

"Interest  Shortfall  Cap  Amount"  means  the  amount  of  any  Interest  Shortfall  Cap  as  set  forth  in  the  related 
CDS  Transaction. 

"Interest  Shortfall  Payment  Amount"  means  in  respect  of  an  Interest  Shortfall,  the  relevant  Interest 
Shortfall  Amount;  provided  that,  if  Interest  Shortfall  Cap  is  applicable  and  the  Interest  Shortfall  Amount  exceeds  the 
Interest  Shortfall  Cap  Amount,  the  Interest  Shortfall  Payment  Amount  in  respect  of  such  Interest  Shortfall  shall  be 
the  Interest  Shortfall  Cap  Amount. 

"Interest  Shortfall  Reimbursement"  means  with  respect  to  any  Reference  Obligation  Payment  Date,  the 
payment  by  or  on  behalf  of  the  Reference  Entity  of  an  Actual  Interest  Amount  in  respect  of  the  Reference  Obligation 
that  is  greater  than  the  Expected  Interest  Amount. 

"Interest  Shortfall  Reimbursement  Payment"  means  with  respect  to  any  Reference  Obligation  Payment 
Date,  the  product  of  (a)  the  amount  of  any  Interest  Shortfall  Reimbursement  on  such  day  and  (b)  the  Applicable 
Percentage. 

"Interest  Shortfall  Reimbursement  Payment  Amount"  means,  (a)  if  Interest  Shortfall  Cap  is  not  applicable, 
the  relevant  Interest  Shortfall  Reimbursement  Amount,  and  (b)  if  Interest  Shortfall  Cap  is  applicable,  the  amount 
determined  pursuant  to  the  related  CDS  Transaction;  provided,  in  either  case,  that  the  aggregate  of  all  Interest 
Shortfall  Reimbursement  Payment  Amounts  (determined  for  this  purpose  on  the  basis  that  "Interest  Shortfall 
Compounding"  is  not  applicable)  at  any  time  shall  not  exceed  the  aggregate  of  Interest  Shortfall  Payment  Amounts 
paid  by  the  Issuer  in  respect  of  Interest  Shortfalls  occurring  prior  to  the  date  of  payment  of  any  such  Additional 
Fixed  Amount. 

"Issue"  of  a  Collateral  Asset  or  Reference  Obligation  means  any  such  Collateral  Asset  or  Reference 
Obligation  issued  by  the  same  issuer,  having  the  same  terms  and  conditions  (as  to,  among  other  things,  coupon, 
maturity,  security  and  subordination)  and  otherwise  being  fungible  with  one  another. 
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"Liquidation  Proceeds"  means,  with  respect  to  any  Optional  Redemption,  Tax  Redemption,  Auction  or  the 
Final  Payment  Date,  including,  without  duplication,  (i)  all  proceeds  from  CDS  Transactions,  Collateral  Securities, 
Eligible  Investments  and  Delivered  Obligations,  terminated,  assigned  or  otherwise  disposed  of  in  connection  with 
such  redemption  and  payable  to  the  Issuer,  including  any  termination  or  assignment  payments  or  other  amounts 
payable  to  the  Issuer,  (ii)  cash  on  deposit  in  the  Accounts,  to  the  extent  available  therefor,  including  any  amounts 
designated  by  the  Credit  Protection  Buyer  as  retained  for  investment  in  Eligible  Investments  and  Collateral 
Securities,  in  each  case  as  determined  by  the  Credit  Protection  Buyer,  (iii)  any  termination  payments  or  other 
amounts  payable  to  the  Issuer  by  the  Credit  Protection  Buyer  (net  of  any  termination  payments  or  other  amounts 
payable  by  the  Issuer  to  the  Credit  Protection  Buyer)  and  (iv)  any  payments  receivable  by  the  Issuer  from  any 
assignee  of  a  CDS  Transaction  (net  of  any  payments  payable  by  the  Issuer  to  any  assignee  of  a  CDS  Transaction),  in 
each  case  as  determined  by  the  Liquidation  Agent. 

"Majority"  means  (i)  with  respect  to  any  Class  or  Classes  of  Secured  Notes,  the  Holders  of  more  than  50% 
of  the  Aggregate  Outstanding  Amount  of  such  Class  or  Classes  of  Secured  Notes  and  (ii)  with  respect  to  the  Income 
Notes,  the  Holders  of  more  than  50%  of  the  outstanding  Income  Notes,  calculated  on  the  basis  of  the  Aggregate 
Outstanding  Amount  (or,  if  the  Aggregate  Outstanding  Amount  has  been  paid  in  full,  based  on  the  original 
Aggregate  Outstanding  Amount)  of  the  Income  Notes  held  by  each  Income  Noteholder. 

"Market  Value"  means,  with  respect  to  any  Collateral  Asset  or  Reference  Obligation,  (i)  the  average  of 
three  bona  fide  bids  for  such  Collateral  Asset  or  Reference  Obligation  obtained  by  the  Liquidation  Agent  at  such 
time  from  any  three  nationally  recognized  dealers,  which  dealers  are  independent  from  one  another  and  from  the 
Liquidation  Agent,  or  (ii)  if  the  Liquidation  Agent  is  unable  to  obtain  three  such  bids,  the  lesser  of  two  bona  fide 
bids  for  such  Collateral  Asset  or  Reference  Obligation  obtained  by  the  Liquidation  Agent  at  such  time  from  any  two 
nationally  recognized  dealers  acceptable  to  the  Liquidation  Agent,  which  dealers  are  independent  from  one  another 
and  from  the  Liquidation  Agent,  or  (iii)  if  the  Liquidation  Agent  is  unable  to  obtain  two  such  bids,  the  price  on  such 
date  provided  to  the  Liquidation  Agent  by  an  independent  pricing  service  reasonably  selected  by  the  Liquidation 
Agent,  or  (iv)  in  the  event  the  Liquidation  Agent  cannot  in  good  faith  determine  the  market  value  of  such  Collateral 
Asset  or  Reference  Obligation  using  commercially  reasonable  efforts  to  apply  the  methods  specified  in  clauses  (i) 
through  (iii)  above,  the  lesser  of  (a)  the  product  of  (1)  the  Principal  Balance  of  such  Collateral  Asset  or  Reference 
Obligation  and  (2)  the  Applicable  Recovery  Rate  and  (b)  the  Market  Value  as  determined  in  good  faith  by  the 
Liquidation  Agent  using  commercially  reasonable  efforts  to  apply  its  reasonable  business  judgment.  If  the  method 
of  determining  Market  Value  is  based  solely  on  clause  (v)  above,  such  Market  Value  shall  be  considered  zero  after 
30  days  until  such  time  as  the  Market  Value  for  such  Collateral  Asset  or  Reference  Obligation  may  be  determined 
applying  the  methods  specified  in  clauses  (i)  through  (iv)  above. 

"Maximum  Principal  Amount"  means,  as  of  any  date  of  determination,  an  amount  equal  to  the  Collateral 
Account  Amount. 

"Minimum  Bid  Amount"  means  an  amount  equal  to  the  sum  of  (a)  the  Secured  Note  Redemption  Price 
with  respect  to  the  Auction  Payment  Date,  (b)  unpaid  amounts  due  under  the  CDS  Transactions  upon  termination  or 
assignment  of  the  CDS  Transactions,  (c)  accrued  and  unpaid  Liquidation  Agent  Fees  and  (d)  101%  of  all  unpaid 
expenses  of  the  Issuer,  less  amounts  on  deposit  in  the  Accounts  which  are  available  to  redeem  the  Notes. 

"Monthly  Asset  Amount"  means,  with  respect  to  any  Payment  Date,  the  Aggregate  Reference  Obligation 
Notional  Amount  on  the  first  day  of  the  related  Due  Period 

"Moody's  Rating"  means  the  rating  determined  in  accordance  with  the  methodology  described  in  the 
Indenture. 

"Moody's  Recovery  Rate"  means,  with  respect  to  a  Collateral  Asset  or  Reference  Obligation,  an  amount 
equal  to  the  percentage  for  such  Collateral  Asset  or  Reference  Obligation  set  forth  in  the  recovery  rate  assumptions 
for  Moody's  attached  as  Part  I  of  Schedule  C  to  the  Indenture;  provided,  however,  that  (A)  Defaulted  Obligations 
which  exceed  2.5%  of  the  Aggregate  Outstanding  Portfolio  Amount  and  have  been  defaulted  for  more  than  one  year 
will  be  deemed  to  have  a  Moody's  Recovery  Rate  of  0%,  (B)  Defaulted  Obligations  which  exceed  1.00%  of  the 
Aggregate  Outstanding  Portfolio  Amount  and  have  been  defaulted  for  more  than  2  years  shall  be  deemed  to  have  a 
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Moody's  Recovery  Rate  of  0%;  and  (C)  Defaulted  Obligations  which  have  been  defaulted  for  more  than  3  years 
shall  be  deemed  to  have  a  Moody's  Recovery  Rate  of  0%. 

"Net  Outstanding  Portfolio  Collateral  Balance"  means,  on  any  Determination  Date,  an  amount  equal  to  (i) 
the  Aggregate  Reference  Obligation  Notional  Amount  on  such  Determination  Date  plus  the  Principal  Balance  of  all 
Delivered  Obligations,  minus  (ii)  the  aggregate  Principal  Balance  on  such  date  of  determination  of  all  Delivered 
Obligations  that  are  and  all  CDS  Transactions  that  reference  Reference  Obligations  that  are:  (A)  Defaulted 
Obligations,  (B)  Deferred  interest  PJX  Bonds,  (C)  Double  B  Rated  Assets,  (D)  Single  B  Rated  Assets  and  (E)  Triple 
C  Rated  Assets,  plus  (iii)  the  Aggregate  Calculation  Amount  of  Defaulted  Obligations  and  Deferred  Interest  PDC 
Bonds,  the  Double  B  Calculation  Amount,  the  Single  B  Calculation  Amount  and  the  Triple  C  Calculation  Amount 
plus  (iv)  the  Amortization  Shortfall  Amount  as  of  such  date  of  determination  For  purposes  of  calculating  the  Net 
Outstanding  Portfolio  Collateral  Balance,  if  a  Reference  Obligation  or  a  Delivered  Obligation  could  be  classified  in 
more  than  one  of  the  categories  set  forth  in  clauses  (A)  through  (E)  above,  such  Reference  Obligation  or  Delivered 
Obligation  will  not  be  discounted  multiple  times  but  will  be  treated  in  the  applicable  category  that  results  in  the 
largest  discount  thereof. 

"Non-Call  Period"  means  the  period  commencing  on  and  including  the  Closing  Date  and  ending  on  but 
excluding  the  Payment  Date  in  July  2010. 

"Note  Interest  Rates"  means,  collectively,  the  Class  S  Note  Interest  Rate,  the  Class  A-la  Note  Interest  Rate, 
the  Class  A- lb  Note  Interest  Rate,  the  Class  A-2  Note  Interest  Rate,  the  Class  B  Note  Interest  Rate,  the  Class  C  Note 
Interest  Rate  and  the  Class  D  Note  Interest  Rate. 

"Noteholder  Communication  Notice"  means  a  notice  from  an  Originating  Noteholder  to  the  Trustee  or  the 
Fiscal  Agent,  as  applicable,  the  contents  of  which  are  to  be  delivered  by  the  Trustee  or  the  Fiscal  Agent,  as 
applicable  to  all  other  Holders  of  Notes  in  accordance  with  the  Indenture  or  the  Fiscal  Agency  Agreement,  as 
applicable. 

"Noteholder"  means,  with  respect  to  any  Note,  the  person  in  whose  name  such  Note  is  registered,  or,  for 
purposes  of  voting,  the  granting  of  consents  and  other  similar  determinations  under  the  Indenture,  with  respect  to 
any  Notes  in  global  form,  a  beneficial  owner  thereof. 

"Originating  Noteholder"  means  with  respect  to  (i)  any  Collateral  Securities  Substitution  Request  Notice, 
the  Holders)  of  a  Note  submitting  such  Collateral  Securities  Substitution  Request  Notice  and  (ii)  any  Noteholder 
Communication  Notice,  the  Holder(s)of  a  Note  submitting  such  Noteholder  Communication  Notice. 

"Outstanding"  or  "outstanding"  means  (i)  with  respect  to  each  Class  of  Secured  Notes,  as  of  any  date  of 
determination,  all  of  such  Class  of  Secured  Notes  theretofore  authenticated  and  delivered  under  the  Indenture  and 
registered  in  the  Note  Register  as  outstanding  except: 

(a)  Notes  theretofore  canceled  by  the  Note  Registrar  or  delivered  to  the  Note  Registrar  for 
cancellation; 

(b)  Notes  or  portions  thereof  for  whose  payment  or  redemption  funds  in  the  necessary  amount  have 
been  theretofore  irrevocably  deposited  with  the  Trustee  or  any  Paying  Agent  in  trust  for  the  Holders  of  such 
Notes;  provided  that,  if  such  Notes  or  portions  thereof  are  to  be  redeemed,  notice  of  such  redemption  has 
been  duly  given  pursuant  to  the  Indenture  or  provision  therefor  satisfactory  to  the  Trustee  has  been  made; 

(c)  Notes  in  exchange  for  or  in  lieu  of  which  other  Notes  have  been  authenticated  and  delivered 
pursuant  to  the  Indenture,  unless  proof  satisfactory  to  the  Trustee  is  presented  that  any  such  Notes  are  held 
by  a  Holder  in  due  course; 

(d)  Notes  alleged  to  have  been  mutilated,  destroyed,  lost  or  stolen  for  which  replacement  Notes  have 
been  issued  as  provided  in  the  indenture; 


A-14 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-000912708 


Footnote  Exhibits  -  Page  5807 


(e)  in  connection  with  any  waiver,  (i)  all  Notes  (if  any)  held  by  the  Trustee  and  its  affiliates  if  the 
relevant  waiver  relates  to  a  Default  or  an  Event  of  Default  arising  primarily  from  any  act  or  omission  of  the 
Trustee  and,  (ii)  all  Notes  (if  any)  held  by  the  Liquidation  Agent  and  its  affiliates  if  the  relevant  waiver 
relates  to  a  Default  or  an  Event  of  Default  arising  primarily  from  any  act  or  omission  of  the  Liquidation 
Agent;  and 

(f)  in  connection  with  the  termination  of  the  Trustee  or  the  Liquidation  Agent,  as  applicable,  (i)  all 
Notes  (if  any)  held  by  the  Trustee  and  its  affiliates  if  the  termination  relates  to  a  Default  or  an  Event  of 
Default  arising  primarily  from  any  act  or  omission  of  the  Trustee  and  (ii)  all  Notes  (if  any)  held  by  the 
Liquidation  Agent  and  its  affiliates  if  the  relevant  termination  relates  to  a  Default  or  an  Event  of  Default 
arising  primarily  from  any  act  or  omission  of  the  Liquidation  Agent; 

(ii)  with  respect  to  the  Income  Notes,  as  of  any  date  of  determination,  all  of  the  Income  Notes  issued  pursuant  to  the 
Income  Notes  Documents  and  indicated  in  the  Income  Notes  Register  as  Outstanding  except  in  connection  with  the 
termination  of  the  Trustee  or  the  Liquidation  Agent,  as  applicable: 

(a)  all  Income  Notes  (if  any)  held  by  the  Trustee  and  its  affiliates  if  the  termination  relates  to  a 
Default  or  an  Event  of  Default  arising  primarily  from  any  act  or  omission  of  the  Trustee,  and 

(b)  all  Income  Notes  (if  any)  held  by  the  Liquidation  Agent  and  its  affiliates  if  the  relevant 
termination  relates  to  a  Default  or  an  Event  of  Default  arising  primarily  from  any  act  or  omission  of  the  Liquidation 
Agent  and 

provided  that  in  determining  whether  the  Holders  of  the  requisite  Aggregate  Outstanding  Amount  of  the  Secured 
Notes  or  Income  Notes  have  given  any  request,  demand,  authorization,  direction,  notice,  consent  or  waiver,  Secured 
Notes  or  Income  Notes  owned  by  the  Issuer  or  the  Co-Issuer  or  any  other  obligor  upon  the  Secured  Notes  or  Income 
Notes  or  any  affiliate  thereof  shall  be  disregarded  and  deemed  not  to  be  Outstanding,  except  that,  in  determining 
whether  the  Issuer  and  the  Trustee  shall  be  protected  in  relying  upon  any  such  request,  demand,  authorization, 
direction,  notice,  consent  or  waiver,  only  Secured  Notes  and  Income  Notes  that  the  Issuer  or  Trustee  knows  to  be  so 
owned  shall  be  so  disregarded.  Secured  Notes  or  Income  Notes  so  owned  that  have  been  pledged  in  good  faith  may 
be  regarded  as  Outstanding  if  the  pledgee  establishes  to  the  satisfaction  of  the  Issuer  and  the  Trustee  the  pledgee's 
right  so  to  act  with  respect  to  such  Secured  Notes  or  Income  Notes  and  that  the  pledgee  is  not  the  Issuer,  the  Co- 
Issuer,  the  Liquidation  Agent  or  any  other  obligor  upon  the  Secured  Notes  or  Income  Notes  or  any  affiliate  of  the 
Issuer,  the  Co-Issuer,  the  Liquidation  Agent  or  such  other  obligor. 

"Outstanding  Principal  Amount"  has  the  meaning  set  forth  in  the  related  CDS  Transaction. 

"Overcollateralization  Ratios"  means  the  Class  A/B  Overcollateralization  Ratio,  the  Class  C 
Overcollateralization  Ratio  and  the  Class  D  Overcollateralization  Ratio. 

"Overcollateralization  Tests"  means  the  Class  A/B  Overcollateralization  Test,  the  Class  C 
Overcollateralization  Test  and  the  Class  D  Overcollateralization  Test. 

"Payment  Requirement"  has  the  meaning  set  forth  in  the  Credit  Default  Swap. 

"PDC  Bond"  means  a  Reference  Obligation  or  Delivered  Obligation  on  which  the  deferral  of  interest  does 
not  constitute  an  event  of  default  pursuant  to  the  terms  of  the  related  underlying  instruments  (while  any  other  senior 
debt  obligation  is  outstanding  if  so  provided  by  the  related  indenture  or  other  underlying  instruments). 

"Principal  Balance"  means,  with  respect  to  any  Reference  Obligation,  Collateral  Security,  Delivered 
Obligation  or  Eligible  Investment,  as  of  any  date  of  determination,  the  Reference  Obligation  Notional  Amount  of 
such  Reference  Obligation  and  the  outstanding  principal  amount  of  such  Collateral  Security,  Delivered  Obligation  or 
Eligible  Investment;  subject  to  the  following  exceptions:  (i)  the  Principal  Balance  of  each  Defaulted  Obligation 
shall  be  deemed  to  be  zero,  except  (A)  for  purposes  of  the  calculation  of  the  Coverage  Tests,  in  which  case,  the 
Principal  Balance  of  Defaulted  Obligations  shall  equal  their  respective  outstanding  principal  amount  or  Reference 
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Obligation  Notional  Amount,  as  applicable  (unless  otherwise  indicated  in  such  tests),  (B)  for  purposes  of 
determining  whether  an  Event  of  Default  described  in  clause  (vi)  of  the  definition  thereof  has  occurred,  Defaulted 
Obligations  shall  be  included  at  their  Applicable  Recovery  Rate,  (C)  for  purposes  of  calculating  any  trustee  fees  and 
the  Liquidation  Agent  Fee,  the  Principal  Balance  of  each  Defaulted  Obligation  shall  equal  the  Calculation  Amount 
for  such  Defaulted  Obligations  and  (D)  as  otherwise  expressly  indicated;  (ii)  the  Principal  Balance  of  any  cash  shall 
be  the  amount  of  such  cash;  (iii)  the  Principal  Balance  of  any  Delivered  Obligation,  any  Collateral  Securities  and 
any  Eligible  Investments  in  which  the  Trustee  does  not  have  a  perfected  security  interest  shall  be  deemed  to  be  zero; 
and  (iv)  the  Principal  Balance  of  any  Reference  Obligation,  Collateral  Security  or  Delivered  Obligation  that  is  an 
equity  security  shall  be  deemed  to  be  zero. 

"Principal  Proceeds"  means,  with  respect  to  any  Due  Period,  the  sum  (without  duplication)  of:  (i)  all 
payments  of  interest  and  principal  on,  or  liquidation  proceeds  of,  the  Delivered  Obligations  and  Eligible  Investments 
on  deposit  in  the  Delivered  Obligations  Account  received  in  cash  by  the  Issuer  during  such  Due  Period,  (ii)  any 
termination  payments  received  from  the  Credit  Protection  Buyer  during  such  Due  Period  and  (iii)  any  Additional 
Fixed  Amounts  (excluding  Interest  Shortfall  Reimbursement  Payment  Amounts)  received  from  the  Credit  Protection 
Buyer  during  such  Due  Period;  and  (iv)  any  Amortization  Proceeds  on  deposit  in  the  Payment  Account  on  the 
related  Payment  Date;  provided,  however,  that  Principal  Proceeds  shall  not  include  any  accrued  interest  or  any  funds 
from  the  Income  Note  Payment  Account  and  all  funds  deposited  in  or  credited  thereto,  transaction  fees  payable  to 
the  Issuer  and  its  share  capital  on  account  of  its  ordinary  shares  held  in  its  account  in  the  Cayman  Islands. 

"Principal  Shortfall  Amount"  means,  in  respect  of  a  Failure  to  Pay  Principal,  an  amount  equal  to  the  greater 
of:  (i)  zero;  and  (ii)  the  amount  equal  to  the  product  of:  (A)  the  Expected  Principal  Amount  minus  the  Actual 
Principal  Amount;  (B)  the  Applicable  Percentage;  and  (C)  the  Reference  Price.  For  purposes  hereof,  if  the  Principal 
Shortfall  Amount  would  be  greater  than  the  Reference  Obligation  Notional  Amount  immediately  prior  to  the 
occurrence  of  such  Failure  to  Pay  Principal,  then  the  Principal  Shortfall  Amount  shall  be  deemed  to  be  equal  to  the 
Reference  Obligation  Notional  Amount  at  such  time. 

"Principal  Shortfall  Reimbursement"  means,  with  respect  to  any  day,  the  payment  by  or  on  behalf  of  the 
Reference  Entity  of  an  amount  in  respect  of  the  Reference  Obligation  in  or  toward  the  satisfaction  of  any  deferral  of 
or  failure  to  pay  principal  arising  from  one  or  more  prior  occurrences  of  a  Failure  to  Pay  Principal. 

"Principal  Shortfall  Reimbursement  Payment"  means,  with  respect  to  any  day,  the  product  of  (i)  the  amount 
of  any  Principal  Shortfall  Reimbursement  on  such  day,  (ii)  the  Applicable  Percentage  and  (iii)  the  Reference  Price. 

"Principal  Shortfall  Reimbursement  Payment  Amount"  means,  as  of  any  date  of  determination,  the  sum  of 
the  Principal  Shortfall  Reimbursement  Amounts  in  respect  of  all  Principal  Shortfall  Reimbursements  (if  any)  made 
during  the  Reference  Obligation  Calculation  Period  relating  to  such  date,  provided  that  the  aggregate  of  all  Principal 
Shortfall  Reimbursement  Payment  Amounts  at  any  time  shall  not  exceed  the  aggregate  of  all  Floating  Amounts  paid 
by  the  Issuer  in  respect  of  occurrences  of  Failure  to  Pay  Principal  prior  to  such  date. 

"Proceeds"  means,  with  respect  to  any  Due  Period,  without  duplication,  (i)  all  Amortization  Proceeds  with 
respect  to  the  related  Payment  Date,  (ii)  all  Interest  Proceeds  with  respect  to  the  related  Payment  Date  and  (iii)  any 
amounts  to  be  released  or  withdrawn  on  the  related  Payment  Date  from  the  Expense  Reserve  Account  for  deposit  to 
the  Payment  Account. 

"Quarterly  Payment  Date"  means  the  12th  day  of  every  January,  April,  July  and  October  or  if  any  such  date 
is  not  a  Business  Day,  the  immediately  following  Business  Day,  commencing  on  July  12,  2007. 

"Rating  Agency  Condition"  means,  with  respect  to  any  action  taken  or  to  be  taken  under  the  Transaction 
Documents,  a  condition  that  is  satisfied  when  each  Rating  Agency  has  confirmed  in  writing  to  the  Issuer  and  the 
Trustee  that  such  action  will  not  result  in  the  immediate  withdrawal,  reduction  or  other  adverse  action  with  respect 
to  any  then-current  rating  of  any  Class  of  Notes. 

"Record  Date"  means,  (i)  with  respect  to  any  Payment  Date  and  any  Notes  issued  in  book-entry  form,  the 
close  of  business  on  the  Business  Day  prior  to  such  Payment  Date  and  (ii)  with  respect  to  any  Payment  Date  and  any 
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Notes  issued  in  definitive  form,  the  tenth  day  prior  to  such  Payment  Date  (or,  if  such  day  is  not  a  Business  Day,,  the 
next  succeeding  Business  Day). 

"Redemption  Date"  means  any  Optional  Redemption  Date,  Tax  Redemption  Date  or  Auction  Payment 
Date. 

"Reference  Entity"  means  the  issuer  of  a  Reference  Obligation 

"Reference  Obligation"  means  a  Residential  Mortgage-Backed  Security  referenced  under  the  Credit 
Default  Swap. 

"Reference  Obligor"  means  the  obligor  on  a  Reference  Obligation. 

"Reference  Obligation  Calculation  Period"  means,  with  respect  to  each  Reference  Obligation  Payment 
Date,  a  period  corresponding  to  the  interest  accrual  period  relating  to  such  Reference  Obligation  Payment  Date 
pursuant  to  its  underlying  instruments.  For  the  avoidance  of  doubt,  the  first  Reference  Obligation  Calculation  Period 
will  begin  on  the  Reference  Obligation  Payment  Date  falling  on  or  immediately  prior  to  the  Closing  Date. 

"Reference  Obligation  Coupon"  means  the  periodic  interest  rate  applied  in  relation  to  each  Reference 
Obligation  Calculation  Period  on  the  related  Reference  Obligation  Payment  Date,  as  determined  in  accordance  with 
the  terms  of  the  underlying  instruments  as  at  the  Closing  Date,  without  regard  to  any  subsequent  amendment. 

"Reference  Obligation  Notional  Amount"  means,  with  respect  to  each  CDS  Transaction,  the  notional 
amount  specified  therein  as  reduced  or  increased  pursuant  to  the  terms  of  such  CDS  Transaction. 

"Reference  Obligation  Payment  Date"  means  (i)  each  scheduled  distribution  date  for  a  Reference 
Obligation  occurring  on  or  after  the  Closing  Date  and  on  or  prior  to  the  scheduled  termination  date  of  the  related 
CDS  Transaction,  determined  in  accordance  with  the  underlying  instruments  and  (ii)  any  day  after  the  effective 
maturity  date  on  which  a  payment  is  made  in  respect  of  such  Reference  Obligation. 

"Reference  Obligation  Principal  Amortization  Amount"  means,  with  respect  to  any  Reference  Obligation 
Payment  Date,  an  amount  equal  to  the  product  of  (i)  the  amount  of  any  Reference  Obligation  Principal  Payment  on 
such  date  and  (ii)  the  Applicable  Percentage. 

"Reference  Obligation  Principal  Payment"  means,  with  respect  to  any  Reference  Obligation  Payment  Date, 
the  occurrence  of  a  payment  of  an  amount  to  the  holders  of  the  Reference  Obligation  in  respect  of  principal 
(scheduled  or  unscheduled)  in  respect  of  the  Reference  Obligation  other  than  a  payment  in  respect  of  principal 
representing  capitalized  interest,  excluding,  for  the  avoidance  of  doubt,  any  Writedown  Reimbursement  or  Interest 
Shortfall  Reimbursement 

"Reference  Price"  means  the  reference  price  (expressed  as  a  percentage)  specified  in  the  related  CDS 
Transaction. 

"Registered"  means,  with  respect  to  any  debt  obligation  or  debt  security,  a  debt  obligation  or  debt  security 
that  is  issued  after  July  18,  1984,  and  that  is  in  registered  form  within  the  meaning  of  Section  881(c)(2)(B)(i)  of  the 
Code  and  the  Treasury  regulations  promulgated  thereunder. 

"REIT  Debt  Security"  means  a  security  issued  by  publicly  held  real  estate  investment  trusts  (as  defined  in 
Section  856  of  the  Code  or  any  successor  provision). 

"Relevant  Amount"  means  with  respect  to  any  Reference  Obligation,  if  a  servicer  report  that  describes  a 
Reference  Obligation  Principal  Payment,  Writedown  or  Writedown  Reimbursement  (other  than  a  Writedown 
Reimbursement  within  paragraph  (i)  of  "Writedown  Reimbursement"),  in  each  case  that  has  the  effect  of  decreasing 
or  increasing  the  interest-accruing  principal  balance  of  such  Reference  Obligation  as  of  a  date  prior  to  a  Delivery 
Date  but  such  servicer  report  is  delivered  to  holders  of  such  Reference  Obligation  or  to  the  calculation  agent  under 
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the  related  CDS  Transaction  on  or  after  the  related  Delivery  Date,  an  amount  equal  to  the  product  of  (i)  the  sum  of 
any  such  Reference  Obligation  Principal  Payment  (expressed  as  a  positive  amount),  Writedown  (expressed  as  a 
positive  amount)  or  Writedown  Reimbursement  (expressed  as  a  negative  amount),  as  applicable;  (ii)  the  Reference 
Price;  (iii)  the  Applicable  Percentage  immediately  prior  to  such  Delivery  Date;  and  (iv)  the  Exercise  Percentage  (as 
defined  in  the  related  CDS  Transaction). 

"Residential  Mortgage-Backed  Securities",  "RMBS  Securities"  or"RMBS"  means  securities  that  represent 
interests  in  pools  of  residential  mortgage  loans  secured  by  1  to  4  family  residential  mortgage  loans  and  shall 
include,  without  limitation,  RMBS  Prime  Mortgage  Securities,  RMBS  Midprime  Mortgage  Securities  and  RMBS 
Subprime  Mortgage  Securities. 

"RMBS  Midprime  Mortgage  Securities"  means  Residential  Mortgage-Backed  Securities  (other  than  RMBS 
Subprime  Mortgage  Securities  and  RMBS  Prime  Mortgage  Securities)  that  entitle  the  holders  thereof  to  receive 
payments  that  depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely  distribution  of 
proceeds  to  holders  of  such  Residential  Mortgage-Backed  Securities)  on  the  cash  flow  from  midprime  residential 
mortgage  loans  secured  (on  a  first  priority  basis,  subject  to  permitted  liens,  easements  and  other  encumbrances)  by 
1-  to  4-family  residential  real  estate,  the  proceeds  of  which  are  used  to  purchase  real  estate  and  purchase  or  construct 
dwellings  thereon  (or  to  refinance  indebtedness  previously  so  used).  At  issuance,  the  loans  in  the  portfolio 
underlying  each  such  RMBS  Midprime  Mortgage  Security  will  have  a  weighted  average  FICO  Score  greater  than 
625,  but  less  than  700. 

"RMBS  Prime  Mortgage  Securities"  means  Residential  Mortgage-Backed  Securities  (other  than  RMBS 
Subprime  Mortgage  Securities  and  RMBS  Midprime  Mortgage  Securities)  that  entitle  the  holders  thereof  to  receive 
payments  that  depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely  distribution  of 
proceeds  to  holders  of  such  Residential  Mortgage-Backed  Securities)  on  the  cash  flow  from  prime  residential 
mortgage  loans  secured  (on  a  first  priority  basis,  subject  to  permitted  liens,  easements  and  other  encumbrances)  by 
1-  to  4-family  residential  real  estate,  the  proceeds  of  which  are  used  to  purchase  real  estate  and  purchase  or  construct 
dwellings  thereon  (or  to  refinance  indebtedness  previously  so  used).  At  issuance,  the  loans  in  the  portfolio 
underlying  each  such  RMBS  Prime  Mortgage  Security  will  have  a  weighted  average  FICO  Score  of  at  least  700. 

"RMBS  Subprime  Mortgage  Securities"  means  Residential  Mortgage-Backed  Securities  (other  than  RMBS 
Prime  Mortgage  Securities  and  RMBS  Midprime  Mortgage  Securities)  that  entitle  the  holders  thereof  to  receive 
payments  that  depend  (except  for  rights  or  other  assets  designed  to  assure  the  servicing  or  timely  distribution  of 
proceeds  to  holders  of  such  Residential  Mortgage-Backed  Securities)  on  the  cash  flow  from  subprime  residential 
mortgage  loans  secured  (on  a  first  priority  basis,  subject  to  permitted  liens,  easements  and  other  encumbrances)  by 
1-  to  4-family  residential  real  estate,  the  proceeds  of  which  are  used  to  purchase  real  estate  and  purchase  or  construct 
dwellings  thereon  (or  to  refinance  indebtedness  previously  so  used).  At  issuance,  the  loans  in  the  portfolio 
underlying  RMBS  Subprime  Mortgage  Security  will  have  a  weighted  average  FICO  Score  of  625  or  below. 

"S&P  Rating"  means  the  rating  determined  in  accordance  with  the  methodology  described  in  the  Indenture. 

"S&P  Recovery  Rate"  means,  with  respect  to  a  Collateral  Asset  or  Reference  Obligation,  on  any 
Determination  Date,  an  amount  equal  to  the  percentage  for  such  Collateral  Asset  or  Reference  Obligation  set  forth  in 
the  S&P  Recovery  Rate  Matrix  attached  as  a  schedule  to  the  Indenture  (determined  in  accordance  with  procedures 
prescribed  by  S&P  for  such  Credit  Default  Swap,  Reference  Obligation  or  Delivered  Obligation  on  the  date  of  its 
purchase  by  the  Issuer  or,  in  the  case  of  a  Defaulted  Obligation,  the  S&P  Rating  immediately  prior  to  default). 

"Sale  Proceeds"  means  all  amounts  representing  Proceeds  (including  accrued  interest)  from  the  sale, 
assignment,  termination  or  other  disposition  of  any  CDS  Transaction,  Collateral  Securities,  Delivered  Obligation  or 
Eligible  Investment  received  during  such  Due  Period,  net  of  any  reasonable  amounts  expended  by  the  Liquidation 
Agent  or  the  Trustee  in  connection  with  such  sale  or  other  dispositioa 

"Secured  Note  Redemption  Price"  means  the  Class  S  Note  Redemption  Price,  the  Class  A-la  Note 
Redemption  Price,  the  Class  A-lb  Note  Redemption  Price,  the  Class  A-2  Note  Redemption  Price,  the  Class  B  Note 
Redemption  Price,  the  Class  C  Note  Redemption  Price  and  the  Class  D  Note  Redemption  Price,  as  applicable. 
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"Servicer"  means,  with  respect  to  any  Issue  of  Reference  Obligation  or  Collateral  Asset,  the  entity  that, 
absent  any  default,  event  of  default  or  similar  condition  (however  described),  is  primarily  responsible  for  monitoring 
and  otherwise  administering  the  cash  flows  from  which  payments  to  investors  in  such  Reference  Obligation  or 
Collateral  Asset  are  made. 

"Single  B  Calculation  Amount"  means  the  sum  of  the  products  of  (a)  the  Principal  Balance  of  each  Single 
B  Rated  Asset  and  (b)  70%. 

"Single  B  Rated  Asset"  means  any  Collateral  Asset  or  Reference  Obligation,  that  is  not  a  Triple  C  Rated 
Asset,  with  an  Actual  Rating  from  S&P  less  than  "BB-"  or  with  an  Actual  Rating  from  Moody's  less  than  "Ba3." 

"Statistical  Loss  Amount"  means,  as  of  any  Determination  Date,  the  sum  of,  for  each  Reference  Obligation 
and  Collateral  Asset,  the  product  of  (i)  the  Principal  Balance  of  such  Reference  Obligation  or  Collateral  Asset  and 
(ii)  the  Moody's  "Idealized"  Cumulative  Expected  Loss  Rate  as  set  forth  in  the  Indenture  for  such  Reference 
Obligation  and  Collateral  Asset.  For  purposes  of  the  calculation  of  the  Statistical  Loss  Amount  on  any 
Detennination  Date  with  respect  to  Single  B  Rated  Assets,  Deferred  Interest  PIK  Bonds,  Double  B  Rated  Assets, 
Triple  C  Rated  Assets,  Defaulted  Obligations  and  the  principal  amount  of  any  Reference  Obligations  and  Collateral 
Assets  expected  to  be  paid  in  full  after  the  July  12,  2042  Payment  Date,  the  principal  amount  thereof  expected  to  be 
paid  after  the  Payment  Date  related  to  such  Determination  Date  shall  be  excluded. 

"Step-Down  Bond"  means  a  security  which  by  the  terms  of  the  related  underlying  instrument  provides  for  a 
decrease,  in  the  case  of  a  fixed  rate  security*  in  the  per  annum  interest  rate  on  such  security  or,  in  the  case  of  a 
floating  rate  security,  in  the  spread  over  the  applicable  index  or  benchmark  rate,  solely  as  a  function  of  the  passage 
of  time;  provided  that  a  Step-Down  Bond  shall  not  include  any  such  security  providing  for  payment  of  a  constant 
rate  of  interest  at  all  times  after  the  date  of  calculation. 

"Super  Majority"  means  with  respect  to  any  Class  of  Notes,  the  Holders  of  more  than  66-2/3%  of  the 
Aggregate  Outstanding  Amount  of  such  Class  of  Notes. 

"Tax  Event"  means  (i)  the  adoption  of,  or  a  change  in,  any  tax  statute  (including  the  Code),  treaty, 
regulation  (whether  temporary  or  final),  rule,  ruling,  practice,  procedure  or  judicial  decision  or  interpretation  which 
results  or  will  result  in  withholding  tax  payments  representing  in  excess  of  3%  of  the  aggregate  premium  and 
interest  due  and  payable  on  the  Credit  Default  Swap  and  Pledged  Assets  during  the  Due  Period  in  which  such  event 
occurs  as  a  result  of  the  imposition  of  U.S.  or  other  withholding  tax  with  respect  to  which  the  obligors  are  not 
required  to  make  gross-up  payments  that  cover  the  full  amount  of  such  withholding  taxes  on  an  after-tax  basis  or  (ii) 
the  adoption  of,  or  change  in,  any  tax  statute  (including  the  Code),  treaty,  regulation  (whether  temporary  or  final), 
rule,  ruling,  practice,  procedure  or  judicial  decision  or  interpretation  which  results  or  will  result  in  taxation  of  the 
Issuer's  net  income  in  an  amount  equal  to  3%  or  more  of  the  net  income  of  the  Issuer  during  any  Due  Period  in 
which  such  event  occurs. 

"Total  Redemption  Amount"  means  the  sum  of  (a)  all  amounts  due  as  of  the  Redemption  Date  pursuant  to 
clauses  (i),  (ii),  (iii),  (iv),  (v),  (xv)  and  (xvi)  of  the  Priority  of  Payments  and  (b)  the  Secured  Note  Redemption 
Prices. 

"Treasury"  means  the  United  States  Department  of  the  Treasury. 

"Triple  C  Calculation  Amount"  means  the  sum  of  the  products  of  (a)  the  Principal  Balance  of  each  Triple  C 
Rated  Asset  and  (b)  50%. 

"Triple  C  Rated  Asset"  means  any  Collateral  Asset  or  Reference  Obligation  (other  than  a  Defaulted 
Obligation)  with  an  Actual  Rating  from  S&P  of  less  than  "B-"  or  with  an  Actual  Rating  from  Moody's  of  less  than 
"B3." 

"Writedown  Amount"  means,  with  respect  to  any  day,  the  product  of  (i)  the  amount  of  any  Writedown  on 
such  day,  (ii)  the  Applicable  Percentage  and  (iii)  the  Reference  Price. 
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"Writedown  Reimbursement"  means,  with  respect  to  any  day,  the  occurrence  of:  (i)  a  payment  by  or  on 
behalf  of  the  Reference  Entity  of  an  amount  in  respect  of  the  Reference  Obligation  in  reduction  of  any  prior 
Writedowns;  (ii)(  A)  an  increase  by  or  on  behalf  of  the  Reference  Entity  of  the  Outstanding  Principal  Amount  of  the 
Reference  Obligation  to  reflect  the  reversal  of  any  prior  Writedowns;  or  (B)  a  decrease  in  the  principal  deficiency 
balance  or  realized  loss  amounts  (however  described  in  the  underlying  instruments)  attributable  to  the  Reference 
Obligation;  or  (iii)  if  "Implied  Writedown"  (as  defined  in  the  related  CDS  Transaction)  is  applicable  and  the 
underlying  instruments  do  not  provide  for  writedowns,  applied  losses,  principal  deficiencies  or  realized  losses  as 
described  in  (ii)  above  to  occur  in  respect  of  the  Reference  Obligation,  an  "Implied  Writedown  Reimbursement 
Amount"  (as  defined  in  the  related  CDS  Transaction)  being  determined  in  respect  of  the  Reference  Obligation  by  the 
calculation  agent  thereunder. 

"Writedown  Reimbursement  Amount"  means,  with  respect  to  any  day,  an  amount  equal  to  the  product  of: 
(i)  the  sum  of  all  Writedown  Reimbursements  on  that  day;  (ii)  the  Applicable  Percentage;  and  (iii)  the  Reference 
Price. 

"Writedown  Reimbursement  Payment  Amount"  means,  with  respect  to  any  date  of  determination,  the  sum 
of  the  Writedown  Reimbursement  Amounts  in  respect  of  all  Writedown  Reimbursements  (if  any)  made  during  the 
Reference  Obligation  Calculation  Period  relating  to  such  date,  provided  that  the  aggregate  of  all  Writedown 
Reimbursement  Payment  Amounts  at  any  time  shall  not  exceed  the  aggregate  of  all  Floating  Amounts  paid  by  the 
Issuer  in  respect  of  Writedowns  occurring  prior  to  such  date. 
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Reference  Portfolio 


CDO  Reference  Obligations 
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92534FAE8 

VRGO2006-IABI 

CDORMBS 

Baal 

Baal 

BBB+ 

BBB+ 
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6.6 

Vertical  Capital  LLC 
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SSBSiRremlumRiSSS 

«»afijrrtvKi» 

0O4375FE6 

ACCR  2006-1  M8 

ACCR  2006-1 

$5,000,000 

1.0000 

$5,000,000 

$10,539,000 

$1,003,750,611 

3/28/06 

synthetic  sprd 

1.10% 

4/25/2036 

40430HEH7 

HASC  2006-OPT2  M8 

HASC  2006-OPT2 

15,000,000 

1.0000 

$5,000,000 

$19,035,000 

$1,410,043,699 

2728/06 

synthetic  sprd 

0.95% 

1/25/2036 

59020U3N3 

MLMI  2006-HE1  B2A 

MLMI2006-HEI 

$5,000,000 

1.0000 

$5,000,000 

$6,251,000 

$781,325,635 

2/7/06 

synthetic  sprd 

1.05% 

12/25/2036 

61744CMS2 

MSAC  2005-NC1  B2 

MSAC2005-NC1 

$5,000,000 

1.0000 

$5,000,000 

$12,777,000 

$1,503,076,331 

2/25/05 

synthetic  sprd 

0.85% 

1/25/2035 

64352VLA7 

NCHET  2005-2  M8 

NCHET  2005-2 

$5,000,000 

1.0000 

$5,000,000 

$35,879,000 

$2,989,436,690 

4/22/05 

synthetic  sprd 

1.15% 

6/25/2035 

00442 1VC4 

ACE  2006-NC1  M9 

ACE  2006-NC1 

$5,000,000 

1.0000 

$5,000,000 

$13,243,000 

$1,324,265,728 

1/30/06 

synthetic  sprd 

2.30% 

12/25/2035 

03072  SM85 

AMS1 2005- R8  M9 

AMSI  2O05-R8 

$5,000,000 

1.0000 

$5,000,000 

$10,620,000 

$1,416,191,359 

9/28/05 

synthetic  sprd 

3.05% 

10/25/2035 

I44531BK5 

CARR  2005-NC1  M8 

CARR2005-NC1 

$5,000,000 

1.0000 

$5,000,000 

$10300,000 

$1,029,909316 

2/3/05 

synthetic  sprd 

1.70% 

2/25/2035 

22237JAP2 

CWL2006-BC2M9 

CWL  2006-BC2 

$5,000,000 

1.0000 

$5,000,000 

$6,825,000 

$650,000,442 

5/30/06 

synthetic  sprd 

2.47% 

1/25/2045 

61744CPQ3 

MSAC  2005-NC2  B3 

MSAC2005-NC2 

$5,000,000 

1.0000 

$5,000,000 

$16,507,000 

$1,500,655,452 

4/29/05 

synthetic  sprd 

2.27% 

3/25/2035 

61744CYK6 

MSAC2006-NC1  B3 

MSAC2006-NCI 

$5,000,000 

1.0000 

$5,000,000 

$13,609,000 

$1,296,091,575 

1/27/06 

synthetic  sprd 

235% 

12/25/2035 

64352VKJ9 

NCHET  2005-1  M9 

NCHET  2005-1 

$5,000,000 

1.0000 

$5,000,000 

$35,896,000 

$2,991,323,979 

2/25/05 

synthetic  sprd 

2.08% 

3/25/2035 

64352VLS8 

NCHET  2005-3  M9 

NCHET  2005-3 

$5,000,000 

1.0000 

$5,000,000 

$29,010,000 

$2,900,967,526 

6/24/05 

synthetic  sprd 

2.08% 

7/25/2035 

76112BL24 

RAMP  2005-EFC6  M9 

RAMP  2005-EFC6 

$5,000,000 

1.0000 

$5,000,000 

$8,327,000 

$693,854,460 

11/22/05 

synthetic  sprd 

1.80% 

11/25/2035 

64352VNB3 

NCHET  2005-4  M8 

NCHET  2005-4 

$5,000,000 

1.0000 

$5,000,000 

$22,900,000 

$2,080,229,977 

8/17/05 

synthetic  sprd 

1.05% 

9/25/2035 

004421PY3 

ACE  2005-HE4  M9 

ACE  2005-HE4 

$5,000,000 

1.0000 

$5,000,000 

$12,409,000 

$1,459,858,597 

6/29/05 

synthetic  sprd 

2.31% 

7/25/2035 

03072  ST62 

AMSI2005-R10M9 

AMS12O05-R1O 

$5,000,000 

1.0000 

$5,000,000 

$14,045,000 

$2,006,425,509 

11/23/05 

synthetic  sprd 

2.73% 

12/25/2035 

03072SV93 

AMSI 2005-R1 1  M9 

AMSI  2005-R1 1 

$5,000,000 

1.0000 

$5,000,000 

$14,640,000 

$1,830,242,361 

12/20/05 

synthetic  sprd 

2.77% 

1/25/2036 

04541GQH8 

ABSHE  2005-HE2  M7 

ABSHE  2005-HE2 

$5,000,000 

1.0000 

$5,000,000 

$7,887,000 

$717,027,010 

3/4/05 

synthetic  sprd 

1.75% 

2/25/2035 

144531FG0 

CARR2006-NC1  M9 

CARR2006-NCI 

$5,000,000 

1.0000 

$5,000,000 

$14,410,000 

$1,441,051,750 

2/8/06 

synthetic  sprd 

2.10% 

1/25/2036 

I7307GSS8 

CMLTI  2005-OPT3  M9 

CMLTI  2005-OPT3 

$5,000,000 

1.0000 

$5,000,000 

$7,422,000 

$927,735,831 

7/7/05 

synthetic  sprd 

2.40% 

5/25/2035 

362463AP6 

GSAMP  2006-NC2  M9 

GSAMP  2006-NC2 

$5,000,000 

1.0000 

$5,000,000 

$7,052,000 

$881,499,701 

6/29/06 

synthetic  sprd 

2.72% 

6/25/2036 

40430HDN5 

HASC  2006-OPT1  M9 

HASC  2006-OPTl 

$5,000,000 

1.0000 

$5,000,000 

$9,555,000 

$955,507,861 

20/06 

synthetic  sprd 

230% 

12/25/2035 

40430HFAI 

HASC2006-NCI  M9 

HASC  20O6-NC1 

$5,000,000 

1.0000 

$5,000,000 

$2558,000 

$328,689,100 

3/7/06 

synthetic  sprd 

2.25% 

1 1/25/2035 

46626LGQ7 

JPMAC2006-HE1  M9 

JPMAC  2006-HEI 

$5,000,000 

1.0000 

$5,000,000 

$6,503,000 

$619359,045 

2/28/06 

synthetic  sprd 

2.05% 

1/25/2036 

46629BBB4 

JPMAC  20O6-CW2  MV9 

JPMAC  2O06-CW2 

$5,000,000 

1.0000 

$5,000,000 

$8,354,000 

$349,984,974 

8/8/06 

synthetic  sprd 

2.30% 

8/25/2036 

61744CKW5 

MSAC  2005-HE1  B3 

MSAC2005-HE1 

$5,000,000 

1.0000 

$5,000,000 

$17,134,000 

$1,713,448,448 

1/26/05 

synthetic  sprd 

1.95% 

17725/2034 

61744CNK8 

MSAC  2005-HE2  B3 

MSAC2O05-HE2 

$5,000,000 

.    1.0000 

$5,000,000 

$15,890,000 

$1388,946,277 

3/30/05 

synthetic  sprd 

2.35% 

1/25/2035 

65I06AAW3 

NCMT  2006-1  M9 

NCMT  2006-1 

$5j000,000 

1.0000 

$5,000,000 

$15,022,000 

$1302,180.714 

4/6/06 

synthetic  sprd 

1.90% 

3/25/2036 

172983AN8 

CMLTI  2006-NC1  M8 

CMLTI  2006-NC1 

$5,000,000 

1.0000 

$5,000,000 

$6,814,000 

$973,489,502 

6/29/06 

synthetic  sprd 

1.40% 

8/25/2036 

35729QAN8 

FHLT  2006-B  M8 

FHLT  2006-B 

$5,000,000 

1.0000 

$5,000,000 

$12,544,000 

$1,003398,320 

8/3/06 

synthetic  sprd 

1.78% 

8/25/2036 

813765AH7 

SABR  2006- FR3  B2 

SABR  2006-  FR3 

$5,000,000 

1.0000 

$5,000,000 

$12,839,000 

$982,497,630 

8/3/06 

synthetic  sprd 

1.55% 

5/25/2036 

93934JAN4 

WMABS2006-HE2M9 

WMABS2006-HE2 

$5,000,000 

1.0000 

$5,000,000 

$4,483,000 

$472,002,321 

5/25/06 

synthetic  sprd 

2.26% 

5/25/2036 

83611MMT2 

SVHE  2006-OPT2  M7 

SVHE  2006-OPT2 

$5,000,000 

1.0000 

$5,000,000 

$18,400,000 

$1,600,000,000 

4/7/06 

synthetic  spzd 

1.42% 

5/25/2036 

I26670NN4 

CWL  2005- BC5  B 

CWL  2005- BC5 

$5jP00,000 

1.0000 

$5,000,000 

$11,875,000 

$949,999,828 

12/28/05 

synthetic  sprd 

2.50% 

1/25/2036 

14453FAN9 

CARR2006-NC2M9 

CARR  2006-NC2 

$5,000,000 

1.0000 

$5,000,000 

$8,473,000 

$941,444,817 

6/21/06 

synthetic  sprd 

2.15% 

6/25/2036 

46626UZ4 

JPMAC  2006-NC1  M9 

JPMAC  2006-NC1 

$5,000,000 

1.0000 

$5,000,000 

$7,909,000 

$930,509,120 

4/27/06 

synthetic  sprd 

2.75% 

4/25/2036 

46629FAN0 

JPMAC  2006-NC2  M9 

JPMAC  2006-NC2 

$5,000,000 

1.0000 

$5,000,000 

$15,169,000 

$948.076340         _^ 

8/23/06 

synthetic  sprd 

2.50% 

7/25/2036 

57643LMXI 

MABS  2005-NC2  M8 

MABS  2005-NC2 

$5,000,000 

1.0000 

$5,000,000 

$8,576,000 

$902,787,580 

11/29/05 

synthetic  sprd 

1.35% 

11/25/2035 

65536MAN7 

NHEL1  2006-HE2  M9 

NHEL1 20O6-HE2 

$5,000,000 

1.0000 

$5,000,000 

$7,805,000 

$743,401,087 

4/28/06 

synthetic  sprd 

2.45% 

3/25/2036 

61744CWE2 

MSAC  2005-HE6  B2 

MSAC  2005-HE6 

$5,000,000 

1.0000 

$5,000,000 

$12,929,000 

$1,077,406,776 

11/29/05 

synthetic  sprd 

1.01% 

11/25/2035 

00442BAP6 

ACE  2006-HE4  M9 

ACE  2006-HE4 

$5,000,000 

1.0000 

$5,000,000 

$8,078,000 

$702,462,276 

9/28/06 

synthetic  sprd 

2.70% 

10/25/2036 

35729TAP7 

FHLT  2006-C  M9 

FHLT  2006-C 

$5,000,000 

1.0000 

$5,000,000 

$21,583,000 

$1,798,572,976 

9/7/06 

synthetic  sprd 

2.75% 

10/25/2036 

00442PAP5 

ACE  2006-OP1  M8 

ACE  2006-OP1 

$5,000,000 

1.0000 

$5,000,000 

$14,392,000 

$1,107,055,226 

5/25/06 

synthetic  sprd 

1.30% 

4/25/2036 

040104TS0 

ARSI 2006- W4  M9 

ARSI  2006-W4 

$5,000,000 

1.0000 

$5,000,000 

$10,659,000 

$1,421,187,988 

4/25/06 

synthetic  sprd 

2.80% 

5/25/2036 

0454IGWQI 

ABSHE  2006-HE2  M9 

ABSHE  2006-HE2 

$5,000,000 

1.0000 

$5JI  00,000 

$5,597,000 

$746,271,329 

3/24/06 

synthetic  sprd 

2.50% 

3/25/2036 

46602WAN4 

1XIS  2006-HE2  B3 

IX1S  2006-HE2 

$5^000,000 

1.0000 

$5,000,000 

$10,000,000 

$1,000,000,000 

5/25/06 

synthetic  sprd 

2.20% 

8/25/2036 

59021 A  AM0 

MLMI  2006-FM1  B2 

MLMI  2006-FM1 

$5,000,000 

1.0000 

$5,000,000 

$5,932,000 

$439,401,071 

6/30/06 

synthetic  sprd 

1.65% 

4/25/2037 

64352VRB9 

NCHET  2006-1  M9 

NCHET  2006-1 

$5,000,000 

1.0000 

$5,000,000 

$15,030,000 

$1366,333,806 

3/30/06 

synthetic  sprd 

2.70% 

5/25/2036 

8361IMEE4 

SVHE  2005-DO1  MS 

SVHE  2005- D01 

$5,000,000 

1.0000 

$5,000,000 

$5,850,000 

$615,829,922 

5/13/05 

synthetic  sprd 

1.05% 

5/25/2035 

86360PAR8 

SASC2006-NC1  M9 

SASC  2006-NC1 

$5,000,000 

1.0000 

$5,000,000 

$11,070,000 

$1,230,035,769 

6111/06 

synthetic  sprd 

2.40% 

5/25/2036 

126670UD8 

CWL  2006-1  MV8 

CWL  2006-1 

$5,000,000 

1.0000 

$5,000,000 

$5,012,000 

$358,000,000 

2/10/06 

synthetic  sprd 

1.27% 

7/25/2036 

57645FAS6 

MABS  2006-AM2  M8 

MABS2006-AM2 

$5,000,000 

1.0000 

$5J)0O,0O0 

$6,205,000 

$477,328,508 

7/28/06 

synthetic  sprd 

1.27% 

6/25/2036 

64360YAM7 

NCHET  2006-2  M9 

NCHET  2006-2 

$5,000,000 

1.0000 

$5,000,000 

$14,313,000 

$1,192,746,592 

6/29/06 

synthetic  sprd 

2.07% 

8/2  5/2036 

86361 KAM9 

SAIL  2006-BNC3  M7 

SAIL  2006-BNC3 

$5,000,000 

1.0000 

$5,000,000 

$16,500,000 

$2,062,458,752 

8/25/06 

synthetic  sprd 

1.67% 

9/25/2036 

126670LW6 

CWL  2005-14  M8 

CWL  2005-14 

$5,000,000 

1.0000 

$5,000,000 

$26,250,000 

$2,099,999,537 

12/21/05 

synthetic  sprd 

1.15% 

4/25/2036 

61744CUZ7 

MSAC  2005-HE5  B2 

MSAC  2005-HE5 

$5,000,000 

1.0000 

$5,000,000 

$19,333,000 

$1,486,749,917 

10/28/05 

synthetic  sprd 

1.15% 

9/25/2035 

3I659EAM0 

FM1C  2006-2  M8 

FMIC  2006-2 

$5,000,000 

1.0000 

$5,000,000 

$10,800,000 

$800,000,000 

7/6/06 

synthetic  sprd 

1.15% 

7/25/2036 

437097  AP3 

HEAT  2006-6  M8 

HEAT  2006-6 

$5,000,000 

1.0000 

$5,000,000 

$10,200,000 

$850.000J00 

8/1/06 

synthetic  sprd 

2.10% 

1 1/25/2036 

59023AAN6 

MLMI2006-MLN1  B2 

MLM12006-MLNI 

$5,000,000 

1.0000 

$5,000,000 

$11,474,000 

$819,593,841 

9/29/06 

synthetic  sprd 

1.27% 

7/25/2037 
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004375FE6 

ACCR2006-1M8 

RMBS  Midprime 

Baa2 

Baa2 

BBB 

BBB 

- 

3.9 

Accredited  Home  Lender,  Inc. 

40430HEH7 

HASC2006-OPT2M8 

RMBS  Subprime 

Baa2 

Baa2 

BBB+ 

BBB+ 

BBB+ 

3.8 

Option  One  Mortgage  Corporation 

59020U3N3 

MLM1  2006-HE1  B2A 

RMBS  Midprime 

Baa2 

Baa2 

BBB+ 

BBB+ 

- 

3.6 

Wilshire  Credit  Corporation 

61744CMS2 

MSAC  2005-NC1  B2 

RMBS  Subprime 

Baa2 

Baa2 

BBB 

BBB 

BBB 

2.4 

HomeEq  Servicing  Corporation 

64352VLA7 

NCHET  2005-2  M8 

RMBS  Subprime 

Baa2 

Baa2 

BBB 

BBB 

. 

2.5 

New  Century  Mortgage  Corporation 

00442 1VC4 

ACE2006-NCIM9 

RMBS  Midprime 

Baa3 

Baa3 

BBB+ 

BBB+ 

- 

3.6 

Saxon  Mortgage  Services,  Inc. 

03072SM85 

AMSI 2005- R8  M9 

RMBS  Subprime 

Baa3 

Baa3 

BBB 

BBB 

BBB+ 

3.5 

Ameriquest  Mortgage  Company 

144531 BK5 

CARR2005-NC1M8 

RMBS  Midprime 

Baa3 

Baa3 

BBB- 

BBB- 

BBB- 

2.7 

New  Century  Mortgage  Corporation 

22237JAP2 

CWL  2006-BC2  M9 

RMBS  Subprime 

Baa3 

Baa3 

BBB- 

BBB- 

- 

3.6 

Countrywide  Home  Loans  Servicing  LP 

61744CPQ3 

MSAC  2005-NC2  B3 

RMBS  Subprime 

Baa3 

Baa3 

BBB- 

BBB- 

BBB- 

2.6 

Countrywide  Home  Loans  Servicing  LP 

61744CYK6 

MSAC  2006-NCI  B3 

RMBS  Subprime 

Baa3 

Baa3 

BBB 

BBB 

BBB 

3.9 

HomeEq  Servicing  Corporation 

64352VKJ9 

NCHET  2005-1  M9 

RMBS  Subprime 

Baa3 

.  Baa3 

BBB- 

BBB- 

BBB- 

2.2 

New  Century  Mortgage  Corporation 

64352VLS8 

NCHET  2005-3  M9 

RMBS  Midprime 

Baa3 

Baa3 

BBB- 

BBB- 

BBB- 

2.8 

New  Century  Mortgage  Corporation 

76112BL24 

RAMP  2005-EFC6  M9 

RMBS  Midprime 

Baa3 

Baa3 

BBB 

BBB 

- 

4.4 

Residential  Funding 

64352VNB3 

NCHET  2005-4  M8 

RMBS  Midprime 

Baa2 

Baa2 

BBB 

BBB 

BBB 

3.0 

New  Century  Mortgage  Corporation 

004421PY3 

ACE  2005-HE4  M9 

RMBS  Midprime 

Baa3 

Baa3 

BBB               J 

BBB 

BBB 

3.1 

Countrywide  Home  Loans  Servicing  LP 

03072ST62 

AMSI  200  5-R10M9 

RMBS  Midprime 

Baa3 

Baa3 

BBB 

BBB 

BBB 

4.0 

Ameriquest  Mortgage  Company 

03072SV93 

AMS12005-R11M9 

RMBS  Subprime 

Baa3 

Baa3 

BBB+ 

BBB+ 

BBB 

4.0 

Ameriquest  Mortgage  Company 

04541GQH8 

ABSHE2005-HE2M7 

RMBSSubprime 

Baa3 

Baa3 

BBB- 

BBB- 

BBB- 

2.2 

Saxon  Mortgage  Services,  Inc. 

1 44531 FGO 

CARR2006-NC1  M9 

RMBS  Midprime 

Baa3 

Baa3 

BBB+ 

BBB+ 

BBB- 

3.8 

New  Century  Mortgage  Corporation 

I7307GSS8 

CMLT1 2005-OPT3  M9 

RMBS  Subprime 

Baa3 

Baa3 

BBB 

BBB 

BBB 

3.2 

Option  One  Mortgage  Corporation 

362463  AP6 

OSAMP  2006-NC2  M9 

RMBS  Midprime 

Baa3 

Baa3 

BBB- 

BBB- 

3.7 

Ocwen  Loan  Servicing,  LLC 

40430HDN5 

HASC2006-OPT1  M9 

RMBSMidpnme 

Baa3 

BaaS 

BBB+ 

BBB+ 

BBB+ 

3.7 

Option  One  Mortgage  Corporation 

40430HFAI 

HASC  2006-NCI  M9 

RMBS  Midprime 

Baa3 

Baa3 

BBB- 

BBB- 

- 

3.1 

JP  Morgan  Chase  Bank,  National  Association 

46626LGQ7 

JPMAC  2006-HE1  M9 

RMBS  Midprime 

Baa3 

Baa3 

BBB- 

BBB- 

BBB- 

4.5 

JP  Morgan  Chase  Bank,  National  Association 

46629BBB4 

JPMAC  2006-CW2  MV9 

RMBS  Subprime 

Baa3 

Baa3 

B8B- 

BBB- 

BBB- 

4.1 

Countrywide  Home  Loans  Servicing  LP 

61744CK.W5 

MSAC2005-HE1  B3 

RMBS  Subprime 

Baa3 

Baa3 

BBB- 

BBB- 

BBB- 

2.2 

HomeEq  Servicing  Corporation 

61744CNK8 

MSAC  2005-HE2  B3 

RMBS  Subprime 

Baa3 

Baa3 

BBB- 

BBB- 

BBB- 

2.6 

Option  One  Mortgage  Corporation 

65106AAW3 

NCMT200S-1  M9 

RMBS  Subprime 

Baa3 

BaaS 

BBB+ 

BBB+ 

- 

4.3 

Centex  Home  Equity  Company.LLC 

1 72983  AN8 

CMLTI2006-NC1M8 

RMBS  Subprime 

Baa2 

Baa2 

BBB 

BBB 

- 

3.7 

Wells  Fargo  Bank,  N.A. 

35729QAN8 

FHLT  2006-B  M8 

RMBS  Midprime 

Baa2 

Baa2 

BBB 

BBB 

BBB+ 

4.2 

Fremont  Investment  &  Loan 

813765AH7 

SABR2006-FR3B2 

RMBS  Subprime 

Baa2 

Baa2 

BBB 

BBB 

BBB+ 

4.7 

HomeEq  Servicing  Corporation 

93934JAN4 

WMABS2006-HE2M9 

RMBS  Subprime 

Baa3 

Baal 

BBB- 

BBB- 

- 

3.7 

Washington  Mutual  Mortgage  Securities  Corp. 

836UMMT2 

SVHE  2006-OPT2  M7 

RMBS  Subprime 

Baa2 

Baa2 

A- 

A- 

- 

3.4 

Option  One  Mortgage  Corporation 

I26670NN4 

CWL  2005- BC5B 

RMBS  Subprime 

Baa3 

Baa3 

BBB 

BBB 

3.8 

Countrywide  Home  Loans  Servicing  LP 

14453FAN9 

CARR  2006-NC2  M9 

RMBS  Subprime 

Baa3 

Baa3 

BBB- 

BBB- 

BBB- 

3.6 

New  Century  Mortgage  Corporation 

46626LJZ4 

JPMAC  2006-NCI  M9 

RMBS  Subprime 

Baa3 

Baa3 

BBB- 

BBB- 

BBB- 

4.0 

JP  Morgan  Chase  Bank,  National  Association 

46629FAN0 

JPMAC  2006-NC2  M9 

RMBS  Subprime 

Baa3 

Baa3 

BBB- 

BBB- 

BBB- 

4.0 

JP  Morgan  Chase  Bank,  National  Association 

57643LMX1 

MABS  2O05-NC2  M8 

RMBS  Midprime 

Baa2 

Baa2 

A+ 

A+ 

BBB+ 

3.0 

Ocwen  Loan  Servicing,  LLC 

65536MAN7 

NHELI 2006-HE2  M9 

RMBS  Subprime 

Baa3 

Baa3 

BBB 

BBB 

BBB- 

3.5 

Ocwen  Loan  Servicingr  LLC 

61744CWE2 

MSAC  2005-HE6  B2 

RMBS  Midprime 

Baa2 

BaaJ 

BBB+ 

BBB+ 

BBB+ 

3.8 

JP  Morgan  Chase  Bank,  National  Association 

00442BAP6 

ACE  2006-HE4  M9 

RMBS  Midprime 

Baa3 

Baa3 

BBB 

BBB 

- 

4.7 

Ocwen  Loan  Servicing,  LLC 

35729TAP7 

FHLT  2006-C  M9 

RMBS  Midprime 

Baa3 

Baa3 

BBB- 

BBB- 

BBB 

4.1 

Wells  Fargo  Bank,  N.A. 

00442PAP5 

ACE2006-OP1M8 

RMBS  Midprime 

Baa2 

Baa2 

BBB+ 

BBB+ 

- 

3.8 

Option  One  Mortgage  Corporation 

040104TS0 

ARSI 2006-W4  M9 

RMBSSubprime 

Baa3 

Baa3 

BBB 

BBB 

BBB 

3.9 

Ameriquest  Mortgage  Company 

0454IGWQ1 

ABSHE  2006-HE2  M9 

RMBS  Subprime 

Baa3 

Baa3 

BBB- 

BBB- 

BBB- 

3.5 

HomeEq  Servicing  Corporation 

46602WAN4 

IXIS  2006-HE2  B3 

RMBS  Midprime 

Baa3 

Baa3 

BBB 

BBB 

BBB- 

4.2 

Saxon  Mortgage  Services,  Inc. 

59021AAM0 

MLM120O6-FM1B2 

RMBS  Subprime 

Baa2 

Baa2 

BBB 

BBB 

- 

3.7 

Wilshire  Credit  Corporation 

64352VRB9 

NCHET  2006-1  M9 

RMBS  Midprime 

Baa3 

Baa3 

BBB- 

BBB- 

BBB- 

3.7 

New  Century  Mortgage  Corporation 

83611MEE4 

SVHE  2005-DOI  M8 

RMBS  Subprime 

Baa2 

Baa2 

A- 

A- 

BBB+ 

3.0 

Countrywide  Home  Loans  Servicing  LP 

86360PAR8 

SASC  2006-NCI  M9 

RMBS  Subprime 

Baa3 

Baa3 

BBB- 

BBB- 

BBB- 

4.1 

Wells  Fargo  Bank,  N.A. 

I26670UD8 

CWL  2006-1  MV8 

RMBSSubprime 

Baa2 

Baa2 

A- 

A- 

- 

3.7 

Countrywide  Home  Loans  Servicing  LP 

57645FAS6 

MABS2006-AM2M8 

RMBS  Subprime 

Baa2 

Baa2 

- 

BB 

- 

3.7 

Wells  Fargo  Bank,  N.A. 

64360YAM7 

NCHET  2006-2  M9 

RMBS  Subprime 

Baa2 

Baa2 

BBB- 

BBB- 

- 

4.0 

New  Century  Mortgage  Corporation 

86361 KAM9 

SAIL  2006-BNC3  M7 

RMBS  Subprime 

Baa2 

Baa2 

BBB 

BBB 

BBB 

4.4 

Wells  Fargo  Bank,  N.A. 

126670LW6 

CWL  2005-14  M8 

RMBSSubprime 

Baa2  . 

Baa2 

BBB 

BBB 

3.7 

Countrywide  Home  Loans  Servicing  LP 

61744CUZ7 

MSAC  2005-HE5  B2 

RMBS  Midprime 

Baa2 

B»2 

BBB+ 

BBB+ 

BBB+ 

3.5 

Countrywide  Home  Loans  Servicing  LP 

31659EAM0 

FMIC  2006-2  M8 

RMBS  Midprime 

Baa2 

Baa2 

BBB+ 

BBB+ 

- 

3.4 

Fieldstone  Servicing  Corp 

437097  AP3 

HEAT  2006-6  M8 

RMBS  Midprime 

BaaJ 

Baa2 

A- 

A- 

A- 

4.1 

Select  Portfolio  Servicing,  Inc. 

59023AAN6 

MLMI  2006-MLN1  B2 

RMBS  Subprime 

Baa2 

Baa2 

BBB+ 

BBB+ 

- 

4.2 

Wilshire  Credit  Corporation 

B-4 
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004375FE6 

ACCR2006-1  M8 

633 

78.2% 

13.4% 

30.4% 

0.5% 

69.6% 

$199,157 

92.0% 

1.9% 

66.2% 

32.0% 

40430HEH7 

HASC2006-OPT2M8 

625 

79.3% 

24.4% 

25.0% 

4.2% 

75.0% 

$185,871 

93.6% 

5.2% 

61.5?/. 

33.3% 

59020U3N3 

MLM1  2006-HE1  B2A 

630 

82.3% 

32.0% 

22.7% 

7.9% 

77.3% 

$161,947 

93.9% 

5.0% 

48.5% 

46.4% 

61744CMS2 

MSAC  2005-NCI  B2 

617 

79.8% 

11.9% 

26.2% 

0.0% 

73.8% 

$184,540 

94.8% 

4.8% 

62.5% 

32.6% 

64352VLA7 

NCHET  2005-2  M8 

623 

80.4% 

17.3% 

18.0% 

3.0% 

82.0% 

$183,909 

90.3% 

8.3% 

57.4% 

34.4% 

00442 1VC4 

ACE  20O6-NC1  M9 

627 

80.9% 

27.7% 

22.8% 

4.2% 

77.2% 

$192,479 

89.8% 

6.3% 

47.0% 

46.8% 

03072SM85 

AMSI  2005-R8  M9 

619 

78.2% 

20.7% 

21.4% 

0.0% 

78.6% 

$176,847 

97.7% 

93.8% 

3.9% 

2.3?'. 

144531BK5 

CARR  2005-NCI  M8 

635 

81.6% 

47.2% 

13.3% 

2.2% 

86.7% 

$213,073 

96.5% 

5.5% 

49.8% 

44.6!'. 

22237JAP2 

CWL2006-BC2M9 

625 

80.1% 

37.3% 

7.3% 

0.0% 

92.7% 

$231,166 

95.6% 

6.7% 

57.0% 

36.3% 

61744CPQ3 

MSAC2005-NC2B3 

618 

80.4% 

17.7% 

18.9% 

1.0% 

81.1% 

$191,410 

93.9% 

6.2% 

61.4% 

32.4% 

61744CYK6 

MSAC2006-NC1  B3 

622 

81.0% 

26.4% 

22.2% 

3.7% 

77.8% 

$230,340 

91.5% 

7.5% 

56.1% 

36.3% 

64352VKJ9 

NCHET  2005-1  M9 

623 

80.5% 

17.0% 

18.4% 

2.0% 

81.6% 

$187,239 

91.8% 

8.2% 

59.7% 

32.2% 

64352VLS8 

NCHET  2005-3  M9 

630 

80.7% 

35.5% 

18.3% 

2.3% 

81.7% 

$195,338 

90.9% 

9.4% 

51.2% 

39.5% 

76112BL24 

RAMP2005-EFC6M9 

632 

82.5% 

28.4% 

13.0% 

0.1% 

87.0% 

$176,016 

96.9% 

6.0% 

53.5% 

40.5% 

64352  VNB3 

NCHET  2005-4  M8 

626 

81.0% 

39.3% 

18.2% 

2.3% 

81.8% 

$205,009 

89.7% 

7.4% 

52.0% 

40.6% 

00442IPY3 

ACE  2005-HE4  M9 

629 

81.0% 

27.2% 

17.6% 

4.3% 

82.4% 

$170,664 

95.0% 

5.6% 

48.0% 

46.5% 

03072ST62 

AMS12005-RI0M9 

632 

77.8% 

21.4% 

24.5% 

0.6% 

75.5% 

$185,333 

97.0% 

3.0% 

93.1% 

3.9% 

03072SV93 

AMSI  2005-R1 1  M9 

624 

77.7% 

20.5% 

19.3% 

0.0% 

80.7% 

$179,277 

96.7% 

3.4% 

93.9% 

2.7% 

04541GQH8 

ABSHE  2005-HE2  M7 

621 

79.7% 

17.5% 

17.4% 

4.0% 

82.6% 

$181,125 

95.2% 

8.4% 

58.4% 

33.2% 

144531FG0 

CARR  2006-NC1  M9 

630 

81.2% 

52.6% 

13.6% 

0.6% 

86.4% 

$212,019 

93.2% 

9.8% 

47.8% 

42.4% 

17307GSS8 

CMLT1 2005-OPT3  M9 

613 

81.9% 

20.8% 

16.3% 

0.8% 

83.7% 

$184,118 

93.5% 

9.2% 

62.4% 

28.5% 

362463AP6 

GSAMP2006-NC2M9 

626 

79.3% 

4.1% 

12.3% 

1.3% 

87.7% 

$223,221 

92.8% 

12.3?'. 

72.2% 

15.5% 

40430HDN5 

HASC2006-OPT1M9 

644 

79.3% 

30.0%       j 

28.4% 

2.3% 

71.6% 

$229,966 

89.9% 

6.6% 

59.5% 

33.9?'. 

40430HFA1 

HASC2006-NC1  M9 

666 

81.7% 

100.0% 

0.0% 

0.0% 

100.0% 

$276,442 

96.9% 

8.4% 

38.7% 

52.9% 

46626LGQ7 

JPMAC2006-HE1M9 

641 

81.7% 

33.0% 

17.2% 

9.2% 

82.8% 

$175,605 

92.4% 

1.7% 

39.0% 

59.3% 

46629BBB4 

JPMAC  2006-CW2MV9 

614 

79.3% 

32.5% 

24.3% 

1.0% 

75.7% 

$179,513 

96.6% 

3.9% 

53.4% 

42.8% 

6I744CKW5 

MSAC2005-HE1  B3 

614 

79.0% 

10.5% 

22.4% 

0.7% 

77.6% 

$165,727 

95.1% 

6.7% 

62.5% 

30.8% 

61744CNK8 

MSAC  2005-HE2  B3 

616 

80.2% 

9.5% 

23.7% 

1.7% 

76.4% 

$164,641 

94.3% 

8.5% 

60.5% 

31.0% 

65106AAW3 

NCMT2006-1M9 

612 

78.3% 

26.5% 

34.3% 

8.2% 

65.7% 

$133,328 

99.5% 

13.8% 

65.1% 

21.1% 

1 72983  AN8 

CMLT12006-NC1M8 

620 

81.2% 

10.2% 

16.6% 

5.6% 

83.5% 

$204,300 

89.3% 

8.6% 

50.2% 

41.2% 

35729QAN8 

FHLT2006-BM8 

627 

81.4% 

9.3% 

19.1% 

7.1% 

80.9% 

$212,959 

95.5% 

1.3% 

49.3% 

49.4% 

813765  AH7 

SABR2006-FR3B2 

619 

80.8% 

10.0% 

10.9% 

6.4% 

89.1% 

$215,493 

94.0% 

0.4% 

55.4% 

44.3%    . 

93934JAN4 

WMABS  2006-HE2  M9 

625 

79.8% 

21.0% 

14.3% 

no  info 

85.7% 

$183,018 

96.4% 

4.1% 

45.1% 

50.8% 

8361 1MMT2 

SVHE  2006-OPT2  M7 

614 

78.5% 

20.8% 

15.9?/. 

1.0% 

84.1% 

$186,072 

92.1% 

6.9% 

63.8% 

29.3% 

126670NN4 

CWL  2005-BC5  B 

619 

78.6% 

30.7% 

25.5% 

0.0% 

74.5% 

$189,956 

97.6% 

9.7% 

59.4% 

30.9% 

14453FAN9 

CARR2006-NC2M9 

623 

80.8% 

13.9% 

11.6% 

1.0% 

88.4% 

$211,255    ' 

90.8?/. 

8.3% 

48.4% 

43.2% 

46626 LJZ4 

JPMAC  2006-NC1  M9 

623 

80.5% 

7.4% 

19.2% 

2.5% 

80.8% 

$221,076 

88.8% 

9.8% 

49.5?4 

40.754 

46629FAN0 

JPMAC  20O6-NC2M9 

619 

81.2% 

16.7% 

20.5% 

5.3% 

79.5?'. 

$196,533 

90.0% 

10.0% 

47.7% 

42.3% 

57643LMX1 

MABS  2005-NC2  M8 

657 

80.2% 

100.0% 

0.0% 

0.0% 

100.0% 

$267,097 

94.9% 

4.0% 

.  63.6% 

32.4% 

65536MAN7 

NHEL1  2006-HE2  M9 

617 

80.0% 

29.9% 

23.5% 

1.6% 

76.5% 

$195,478 

95  3% 

3.8% 

62.4% 

33.8% 

61744CWE2 

MSAC2005-HE6B2 

633 

80.7% 

18.8% 

24.7% 

4.6% 

75.3% 

$165,577 

95.1% 

6.8% 

48.5% 

44.7% 

00442BAP6 

ACE  2006-HE4  MS 

627 

81.9% 

22.0% 

15.0% 

6.0% 

85.0% 

$183,602 

94.0% 

4.0% 

43.9% 

52.1% 

35729TAP7 

FHLT  2006-C  M9 

628 

81.4% 

7.5% 

23.0% 

6.1% 

77.1% 

$230,409 

92.7% 

1.7% 

57.1% 

41.2% 

00442PAP5 

ACE  2006-OP1  M8 

626 

79.7% 

17.4% 

16.0% 

4.9% 

84.0% 

$201,246 

90.0% 

6.3% 

57.3% 

36.4% 

0401O4TS0 

ARS1 2006-W4  M9 

616 

81.8% 

13.7% 

13.5% 

1.3% 

86.5% 

$209,924 

90.2% 

3.5% 

51.6% 

45.0% 

04541GWQ1 

ABSHE  2006-HE2  M9 

625 

80.7% 

5.8% 

17.1% 

2.6% 

82.9?/. 

$187,930 

88.7% 

8.4% 

49.0% 

42.6% 

46602WAN4 

IXIS  2006-HE2  B3 

629 

80.2% 

24.9% 

7.6% 

3.6% 

92.4% 

$208,978 

94.1% 

2.6% 

49.5% 

48.0% 

59021AAM0 

MLMI  2006-FM1  B2 

618 

80.7% 

10.2% 

10.8% 

6.4% 

89.2% 

$220,694 

93.7% 

0.8% 

56.1% 

43.0?'. 

64352VRB9 

NCHET  2006-1  M9 

627 

81.4% 

20.3% 

19.4% 

3.1% 

80.6% 

$218,404 

90.0% 

10.6% 

48.8% 

40.6% 

836I1MEE4 

SVHE  2005- DO  1  M8 

622 

80.2% 

2.5% 

13.6% 

no  info 

86.4% 

$148,286 

97.3% 

12.5% 

54.0% 

33.5% 

86360PAR8 

SASC2006-NC1  M9 

617 

81.0% 

10.7% 

213% 

3.1% 

78.7% 

$191,923 

91.6% 

10.1% 

53.1% 

36.8% 

126670UD8 

CWL  2006-1  MV8 

618 

77.8% 

38.0% 

0.0% 

0.0% 

100.0% 

$228,573 

95.0?4 

2.0% 

64.1% 

33.9% 

57645FAS6 

MABS  2006-AM2  M8 

608 

76.6% 

2.1% 

11.3% 

2.7% 

88.7% 

$171,147 

96.4% 

3.8% 

62.0% 

34.2% 

64360YAM7 

NCHET  2006-2  M9 

621 

80.6% 

17.8% 

22.7% 

2.7% 

77.3% 

$227,233 

89.4% 

10.4% 

54.8% 

34.8% 

86361 KAM9 

SAIL  2006-BNC3  M7 

618 

79.4% 

26.1% 

17.7% 

6.3% 

82.3% 

$201,549 

90.6% 

3.9% 

61.1% 

35.0% 

126670LW6 

CWL  2005-14  M8 

612 

79.3% 

27.2% 

25.0% 

0.0% 

75.0% 

$186,094 

96.3% 

3.7% 

60.9% 

35.4% 

61744CUZ7 

MSAC  2005-HE5  B2 

638 

82.3% 

25.0% 

12.1% 

5.7% 

87.9% 

.    $167,009 

96.0% 

7.0% 

41.5% 

51.5% 

31659EAM0 

FM1C  2006-2  M8 

644 

84.1% 

42.9% 

11.5% 

2.1% 

88.5% 

$191,154 

99.1% 

0.4% 

34.5% 

65.1?'. 

437097  AP3 

HEAT  2006-6  M8 

628 

79.5% 

10.5% 

17.2% 

3.5% 

82.8% 

$177,682 

94.6% 

6.1% 

44.6% 

49.3%      ■ 

59023AAN6 

MLMI2006-MLN1  B2 

619 

81.1% 

1.1%- 

18.6% 

5.1% 

81.4% 

$191,048 

94.1% 

0.5% 

51.9% 

47.6% 

B-5 
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004375FE6 

ACCR2O06-1M8 

CA-18.55%  FL-12.0%  IL-6.25%  NY-5.46%  NJ-4.50% 

56.6% 

37.2% 

0.0% 

6.2% 

0.0% 

0.0% 

40430HEH7 

HASC  2006-OPT2  M8 

CA-25.88%  FL-9.38%  NY-8.98%  MA- 7.63%  NJ-4.80% 

57.9% 

41.5% 

0.6% 

0.1% 

0.0% 

0.0% 

5B020U3N3 

MLMI2006-HEIB2A 

CA-35.56%  FL-1 1.19%  IL-4.84%  MD-4.55%  AZ-4.54% 

46.3% 

47.3% 

2.4% 

1.3% 

2.7% 

0.0% 

61744CMS2 

MSAC2005-NC1  B2 

CA-32.62%  FL-ll.59%  NY-1 1.06%  NJ-8.26%TX-8.18% 

53.7% 

40.8% 

5.5% 

0.0% 

0.0% 

0.0% 

64352VLA7 

NCHET  2005-2  M8 

CA-35.93%  FL-8.69%  N  Y-6.60%  NJ-4.6 1%  TX-4.40JI 

48.1% 

47.4% 

4.5% 

0.0% 

0.0% 

0.0% 

004421 VC4 

ACE  2006-NC1  M9 

CA-37.47%  FL-12.04%  AZ-4.74%  NY4.46%  NJ-3.04% 

54.0% 

44.4% 

1.6% 

0.0% 

0.0% 

0.0% 

03072SM85 

AMS1 20O5-R8  M9 

CA-16.20%  FL-12.10%  NY-8.74%  NJ-7.83%  MD-6.04% 

76.4% 

9.7% 

13.9% 

0.0% 

0.0% 

0.0% 

144531BK5 

CARR2005-NC1  M8 

CA-49.80%FL-5.26%NY-4.92%NJ-4.09%IL-3.14% 

35.3% 

61.3% 

3.4% 

0.0% 

0.0% 

0.0% 

22237  JAP2 

CWL2006-BC2M9 

CA-35.40%  FL-7.56%  MD-4.87%  NY-4.45%  AZ-4.35% 

53.3% 

46.5% 

0.0% 

0.0% 

0.2% 

0.0% 

61744CPQ3 

MSAC  2005-NC2  B3 

CA-39.41%FL-8.76%NY-3.74%NV-3.34%IL-3.U% 

56.3% 

36.3% 

7.4% 

0.0% 

0.0% 

0.0% 

61744CYK6 

MSAC  2006-NC1  B3 

CA-38.93%  FL-10.49%  NY-5.24%  AZ-4.76%  NJ-3.34% 

57.3% 

41.5% 

1.3% 

0.0% 

0.0% 

0.0% 

64352VKJ9 

NCHET  2005-1  M9 

CA-37.92%FL-7.45%NY-6.18%NJ-4.94%MA-4.61% 

49.5% 

45.6% 

4.9% 

0.0% 

0.0% 

0.0% 

64352VLS8 

NCHET  2005-3  M9 

CA-34.77%  FL-9.52%  NY-5.96%  NJ-4.62%  lL-4.25% 

57.0% 

42.1% 

0.9% 

0.0% 

0.0% 

0.0% 

76112BL24 

RAMP2005-EFC6M9 

CA-15.15%  MD-7.23%  VA-7.04%  FL-6.87%  NJ-6.35% 

68.4% 

0.0% 

31.7% 

0.0% 

0.0% 

0.0% 

64352VNB3 

NCHET  2005-4  M8 

CA-39.35%  FL-9.08%  NY-6.18%  NJ-4.13%  MA-3.39% 

55.6% 

43.3% 

1.1% 

0.0% 

0.0% 

0.0% 

004421 PY3 

ACE  2005-HE4  M9 

CA-39.67%  FL-9.15%  NY-448%  TX-4.I9%  IL-4.15% 

53.8% 

45.9% 

0.1% 

0.0% 

0.1% 

0.0% 

03072ST62 

AMSI2005-R10M9 

CA-17.99%  NY-IO.55%  FL-10.09%NJ-7.94%  MD-6.44% 

73.5% 

10.5% 

16.1% 

0.0% 

0.0% 

0.0% 

03072SV93 

AMSI2005-R11  M9 

CA-15.08%FL-10.46%NY-9.19%NJ-7.39%MD-5.45V. 

72.5% 

9.8% 

17.7% 

0.0% 

0.0% 

0.0% 

04541GQH8 

ABSHE  2005-HE2  M7 

CA-38.34V.  FL-9.21  •/.  NY-5.44%  IL-3.54%  NJ-3.19% 

48.2% 

46.5% 

5.3% 

0.0% 

0.0% 

0.0% 

1 44531 FGO 

CARR2006-NC1  M9 

CA- 33.16%  NY-7.59%  FL-7.09%  NJ-5.91%  IL-4.86% 

59.2% 

38.9% 

2.0% 

0.0% 

0.0% 

0.0% 

17307GSS8 

CMLTI  2005-OPT3  M9 

CA-22.01%NY-9.85%FL-8.97%MA-7.14%TX-5.75% 

57.9% 

40.5% 

0.4% 

0.1% 

1.1% 

0.0% 

362463AP6 

GSAMP  2006-NC2  M9 

CA-27.17%FL-11.15%NJ-5.64%AZ-4.71%NY-4.15% 

52.0% 

46.9% 

1.1% 

0.0% 

0.0% 

0.0% 

40430HDN5 

HASC  2006-OPT1  M9 

CA-29.84%  NY-10.11%  FL-9.49%  MA-8.93%  NJ-5.45% 

46.8% 

52.7% 

0.3% 

0.2% 

0.0% 

0.0% 

40430HFA1 

HASC2006-NCI  M9 

CA-42.95%  FL-6.53%  AZ-5.76%  NY-5.58%  NV-5.50% 

43.9% 

44.3% 

1.0% 

10.7% 

0.0% 

0.0% 

46626LGQ7 

JPMAC2006-HE1M9 

CA-49.98%  IL-12.74%  TX-8.87%  FL-8.38%  AZ-2.75% 

31.0% 

68.1% 

0.8% 

0.2% 

0.0% 

0.0% 

46820BBB4 

JPMAC  2006-CW2  MV9 

CA-24.74%  FL- 1 1 .40%  IL-4.91%  TX-4.79%  AZ-4.70% 

61.2% 

38.8% 

0.0% 

0.0% 

0.0% 

0.0% 

61744CKW5 

MSAC2005-HE1B3 

CA-24.69%  NY-8.1 1%  FL-6.93%  MA-5.54%  NJ-4.88% 

57.8% 

39.1% 

3.1% 

0.0% 

0.0% 

0.0% 

61744CNK8 

MSAC  2005-HE2  B3 

CA-22.40%  FL-8.65%  NY-8.38%  MA-5.51%  VA-4.10% 

57.7% 

40.3% 

1.3% 

0.7% 

0.0% 

0.0% 

65106AAW3 

NCMT  2006-1  M9 

CA-28.29%  FL-1 1.92%TX-7.30%  AZ-5.40%  VA-4.45% 

78.2% 

0.0% 

3.2% 

18.7% 

0.0% 

0.0% 

172983AN8 

CMLTI  2006-NCI  M8 

CA-34.98%  FL-8.80%  NY-8.70%  NJ-4.41%  MA-3.52% 

50.8% 

47.7% 

1.5% 

0.0% 

0.0% 

0.0% 

35729QAN8 

FHLT  2006-B  M8 

CA-25.91%FL-1471%NY-10.51%MD-7.I6%1L-6.10% 

56.4% 

42.6% 

1.0% 

0.0% 

0.0% 

0.0% 

813765AH7 

SABR2006-FR3B2 

CA-24.1 1%  FL-15.46%  NY-1 1.14%  MD-7.69%NJ-7.40% 

53.4% 

45.7% 

0.8% 

0.0% 

0.0% 

0.0% 

93934JAN4 

WMABS2006-HE2M9 

CA-37.04%  DC-12.95%  AZ-4.85  TX-4.58%  IL-3.60% 

54.0% 

43.2% 

2.8% 

0.0% 

0.0% 

0.0% 

83611MMT2 

SVHE  2006-OPT2  M7 

CA-19.99%  FL-10.48%  NY-9.71%  MA-7.43%NJ-5.97% 

57.7% 

40.8% 

0.6% 

0.0% 

1.0% 

0.0% 

126670NN4 

CWL  2005- BC5  B 

CA-28.18%  FL-9.37%  MD-5.15%  AZ-4.72%  VA-4.72% 

62.8% 

37.2% 

0.0% 

0.0% 

0.1% 

0.0% 

14453FAN9 

CARR  2006-NC2  M9 

CA-33.97%FL-10.59%NY-6.46%TX-4.35MA-3.65% 

52.0% 

46.4% 

1.7% 

0.0% 

0.0% 

0.0% 

46626LJZ4 

JPMAC  2006-NCI  M9 

CA-40.56%  FL-8.21%  NJ- 5.62%  NY- 5.32%  MA-4.19% 

51.3% 

47.0% 

1.6% 

0.0% 

0.0% 

0.0% 

46629FAN0 

JPMAC  2006-NC2  M9 

CA-30.34%  FL- 10.47%  NY-7.02%  NJ-4.76%  TX-4.49% 

59.0% 

39.4% 

1.6% 

0.0% 

0.0% 

0.0% 

57643LMX1 

MABS2005-NC2M8 

CA-55.26%FL-6.58%NV-4.85%AZ-4.27%NY-3.65% 

40.2% 

58.2% 

1.6% 

0.0% 

0.0% 

0.0% 

65536MAN7 

NHELI 2006-HE2  M9 

CA-47.35%  FL  7. 16%  NV-5.99%  OH-4.86%  AZ-3.93 

63.4% 

35.4% 

0.0% 

0.0% 

1.2% 

0.0% 

61744CWE2 

MSAC  2005-HE6  B2 

CA-28.88%  FL-1 1 .49%  NY-6.76%  IL-4.64%  TX-4.60% 

55.6% 

43.8% 

0.5%- 

0.0% 

0.0% 

0.0% 

00442BAP6 

ACE  2006-HE4  M9 

CA-37.97%FL-13.91%AZ-6.13%IL-4.70%NV-4.34% 

40.5% 

54.7% 

4.5% 

0.0% 

0.4% 

0.0% 

35729TAP7 

FHLT  2006-C  M9 

CA-26.51%  FL-14.76%  NY-10.37%  MD-6.1 1%  IL-5.81% 

59.0% 

39.9% 

1.2% 

0.0% 

0.0% 

0.0% 

00442PAP5 

ACE2006-OP1M8 

CA-29.43%  FL-1 1.45%  NY-1 1.02%  NJ-6.27%  MA-4.09% 

48.1% 

51.0% 

0.3% 

0.0% 

0.6% 

0.0% 

040104TS0 

ARSI  2006-W4  M9 

CA-28.68%  FL- 1 2.74%  IL-8.94%  AZ-7. 1 1  %  N Y-5.55% 

53.3% 

38.8% 

7.8% 

0.0% 

0.0% 

0.0% 

04541GWQ1 

ABSHE  2006-HE2  M9 

CA-31.99%FL-12.12%AZ-5.32%TX-4.93%NY-457% 

55.6% 

42.0% 

24% 

0.0% 

0.0% 

0.0% 

46602WAN4 

IXIS  2006-HE2  B3 

CA-34.82%  FL-18.1 1%  IL-4.81%  MD-3.95%  NJ-3.93% 

40.3% 

54.8% 

5.0% 

0.0% 

0.0% 

0.0% 

59021 AAMO 

MLMI2006-FM1B2 

CA-24.72%NY-15.03%FL-14.03%NJ-8.86%MD-7.35% 

52.3% 

46.5% 

1.3% 

0.0% 

0.0% 

0.0% 

64352VRB9 

NCHET  2006-1  M9 

CA-37.92%FL-8.47%NY-7.15%MA-5.30%NJ-4.52% 

52.8% 

44.9% 

2.3% 

0.0% 

0.0% 

0.0% 

83611MEE4 

SVHE  2005-DO1  M8 

CA-13.65%  FL-9.76%  IL-5.52%  MA-5.08%  VA-4.55% 

59.0% 

37.5% 

3.5% 

0.0% 

0.1% 

0.0% 

88360PARB 

SASC  2006-NC1  M9 

CA-27.05%  FL-  11.14%  NY-  6.59%  TX-  4.81%  NJ-  4.46% 

54.6% 

44.0% 

1.4% 

0.0% 

0.0% 

0.0% 

126670UD8 

CWL2O06-1  MV8 

CA-32.48%  FL-16.90%  AZ-7.62%  VA-5.26%  NY-4.98% 

55.4% 

44.6% 

0.0% 

0.0% 

0.0% 

0.0% 

57645FAS6 

MABS  2006-AM2  M8 

FL-29.98%  CA-19.76%  TX-8.21%  NY-7.77%  NJ-6.18% 

64.5% 

35.1% 

0.4% 

0.0% 

0.0% 

0.0% 

64360YAM7 

NCHET  2006-2  M9 

CA-30.14%  FL-8.75%NY-7.19%  MA-4.71%NJ-4.60% 

70.1% 

27.7% 

2.2% 

0.0% 

0.0% 

0.0% 

86361 KAM9 

SAIL  2006-BNC3  M7 

CA-42.41%  FL-  7.39%  AZ-  6.41%  IL-  5.21%  NY-4.74% 

49.2% 

48.1% 

2.5% 

0.0% 

0.1% 

0.0% 

126670LW6 

CWL  2005-14  M8 

CA-24.93%  FL-8.85%  AZ-5.51%  1L-4.1  l%TX-4.07% 

77.4% 

22.6% 

0.0% 

0.0% 

0.0% 

0.0% 

61744CUZ7 

MSAC  2005-HE5  B2 

CA-36.70%  FL  6.93%  MA-4.93%  ME>-3.62%  NJ-3.27% 

50.5% 

41.4% 

8.1% 

0.0% 

0.0% 

0.0% 

31659EAM0 

FM1C  2006-2  M8 

CA-34.01%TX-10.68%IL-7.37%AZ-6.05%WA-5.67% 

43.6% 

44.7% 

0.4% 

11.3% 

0.0% 

0.0% 

437097AP3 

HEAT  2006-6  M8 

CA-30.14%  FL-1 1. 13%  WA-4.70%  AZ-4.13%NV-3.31% 

62.6% 

19.0% 

18.2% 

0.0% 

0.2% 

0.0% 

59023AAN6 

MLM1  2006-MLN1  B2 

FL-18.47%  NY-10.65%  MD-8.31%  MA-5.89%  NJ-5.81% 

53.6% 

0.0% 

2.8% 

43.6% 

0.0% 

0.0% 
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ANNEX  A- 1 

FORM  OF  INCOME  NOTES  PURCHASE  AND  TRANSFER  LETTER 

LaSalle  Bank  National  Association 

181  W.  Madison  Street,  32nd  Floor 

Chicago,  Illinois  60602 

Attention:  CDO  Trust  Services  Group  -  Anderson  Mezzanine  Funding  2007-1,  Ltd. 

Re:         Anderson  Mezzanine  Funding  2007-1,  Ltd. 
Income  Notes 

Dear  Sirs: 

Reference  is  hereby  made  to  the  Income  Notes  due  2042  (the  "Income  Notes")  issued  by  Anderson 
Mezzanine  Funding  2007-1,  Ltd.  (the  "Issuer"),  described  in  the  Issuer's  Offering  Circular  dated  March  16,  2007 
("Offering  Circular")  to  be  purchased  and  held  by  us  in  definitive  certificated  form.  We  (the  "Purchaser")  are 
purchasing  U.S.  $[  ]  principal  amount  of  Income  Notes  (the  "Purchaser's  Income  Notes").  Terms  defined  or 
referenced  in  the  Offering  Circular  and  not  otherwise  defined  or  referenced  herein  shall  have  the  meanings  set  forth 
in  the  Offering  Circular. 

The  Purchaser  hereby  represents,  warrants  and  covenants  for  the  benefit  of  the  Issuer  that: 

(a)  (i)  The  Purchaser  is  (check  one)  (x) a  qualified  institutional  buyer  (as  defined  in  Rule  144  A  under  the 

Securities  Act  of  1933,  as  amended  (the  "Securities  Act"))  (a  "Qualified  Institutional  Buyer")   (y) an 

"accredited  investor"  (as  defined  in  Rule  501(a)  under  the  Securities  Act)  (an  "Accredited  Investor")  who 
has  a  net  worth  of  not  less  than  U.S.S10  million  that  is  purchasing  the  Income  Notes  for  its  own  account; 
(ii)  The  Purchaser  is  a  "qualified  purchaser"  for  the  purposes  of  Section  3(c)(7)  of  the  Investment  Company 
Act  of  1940,  as  amended  (the  "Investment  Company  Act")  (a  "Qualified  Purchaser");  (iii)  The  Purchaser, 
in  the  case  of  clause  (y)  above,  is  not  acquiring  the  Income  Notes  with  a  view  to  any  resale  or  distribution 
thereof,  other  than  in  accordance  with  the  restrictions  set  forth  below;  (iv)  The  Purchaser  is  aware  that  the 
sale  of  the  Purchaser's  Income  Notes  to  the  Purchaser  is  being  made  in  reliance  on  an  exemption  from 
registration  under  the  Securities  Act;  (v)  With  respect  to  any  transferee,  the'  Purchaser  also  understands  that, 
in  conjunction  with  any  transfer  of  the  Purchaser's  ownership  of  any  Purchaser's  Income  Notes  purchased 
hereunder,  it  will  not  transfer  or  cause  the  transfer  of  such  Purchaser's  Income  Notes  without  obtaining 
from  the  transferee  a  certificate  substantially  in  the  form  of  this  Income  Note  Purchase  and  Transfer  Letter, 
(vi)  The  Purchaser  will  provide  notice  of  the  transfer  restrictions  described  to  any  subsequent  transferees. 

(b)  The  Purchaser  is  purchasing  the  Purchaser's  Income  Notes  in  an  amount  equal  to  or  exceeding  the 
minimum  permitted  number  thereof  for  its  own  account  (or,  if  the  Purchaser  is  a  Qualified  Institutional 
Buyer,  for  the  account  of  another  Qualified  Institutional  Buyer  with  respect  to  which  the  Purchaser 
exercises  sole  investment  discretion)  for  investment  purposes  only  and  not  for  sale  in  connection  with  any 
distribution  thereof,  but  nevertheless  subject  to  the  understanding  that  the  disposition  of  its  property  shall  at 
all  times  be  and  remain  within  its  control  (subject  to  the  restrictions  set  forth  in  the  Offering  Circular,  the 
certificate  in  respect  of  the  Purchaser's  Income  Notes  and  the  Fiscal  Agency  Agreement). 

(c)  The  Purchaser  understands  that  the  Purchaser's  Income  Notes  have  not  been  and  will  not  be  registered  or 
qualified  under  the  Securities  Act  or  any  applicable  state  securities  laws  or  the  securities  laws  of  any  other 
jurisdiction  and  are  being  offered  only  in  a  transaction  not  involving  any  public  offering  within  the 
meaning  of  the  Securities  Act,  are  being  offered  only  in  a  transaction  not  involving  any  public  offering,  and 
may  be  reoffered,  resold  or  pledged  or  "otherwise  transferred  only  in  accordance  with  the  restrictions  on 
transfer  set  forth  herein  and  in  the  Fiscal  Agency  Agreement.  The  Purchaser  understands  and  agrees  that 
any  purported  transfer  of  Income  Notes  to  a  purchaser  that  does  not  comply  with  the  requirements  herein 
will  not  be  permitted  or  registered  by  the  Income  Notes  Transfer  Agent.  The  Purchaser  further  understands 
that  the  Issuer  has  the  right  to  compel  any  beneficial  owner  of  Income  Notes  that  is  a  U.S.  Person  and  is  not 
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(a)  either  a  Qualified  Institutional  Buyer  or  an  Accredited  Investor  with  a  net  worth  of  U.S.S10  million  or 
more  and  (b)  a  Qualified  Purchaser,  to  sell  its  interest  in  such  Income  Notes,  or  the  Issuer  may  sell  such 
Income  Notes  on  behalf  of  such  owner. 

(d)  If  the  Purchaser  or  any  account  for  which  the  Purchaser  is  purchasing  the  Purchaser's  Income  Notes  is  a 
U.S.  Person  (as  defined  in  Regulation  S  under  the  Securities  Act)  the  following  representations  shall  be  true 
and  correct:  The  Purchaser  (or  if  the  Purchaser  is  acquiring  the  Purchaser's  Income  Notes  for  any  account, 
each  such  account)  is  acquiring  the  Purchaser's  Income  Notes  as  principal  for  its  own  account  for 
investment  and  not  for  sale  in  connection  with  any  distribution  thereof.  The  Purchaser  and  each  such 
account:  (a)  was  not  formed  for  the  specific  purpose  of  investing  in  the  Income  Notes  (except  when  each 
beneficial  owner  of  the  Purchaser  and  each  such  account  is  a  Qualified  Purchaser),  (b)  to  the  extent  the 
Purchaser  is  a  private  investment  company  formed  before  April  30,  1996,  the  Purchaser  has  received  the 
necessary  consent  from  its  beneficial  owners,  (c)  is  not  a  pension,  profit  sharing  or  other  retirement  trust 
fund  or  plan  in  which  the  partners,  beneficiaries  or  participants,  as  applicable,  may  designate  the  particular 
investments  to  be  made;  and  (d)  is  not  a  broker-dealer  that  owns  and  invests  on  a  discretionary  basis  less 
than  U.S.$25,000,000  in  securities  of  unaffiliated  issuers.  Further,  the  Purchaser  agrees:  (i)  that  neither  it 
nor  such  account  shall  hold  the  Purchaser's  Income  Notes  for  the  benefit  of  any  other  person  and  such 
purchaser  of  such  account  shall  be  the  sole  beneficial  owner  thereof  for  all  purposes;  and  (ii)  that  neither  it 
nor  such  account  shall  sell  participation  interests  in  the  Purchaser's  Income  Notes  or  enter  into  any  other 
arrangement  pursuant  to  which  any  other  person  shall  be  entitled  to  a  beneficial  interest  in  the  distributions 
on  the  Purchaser's  Income  Notes.  The  Purchaser  understands  and  agrees  that  any  purported  transfer  of  the 
Purchaser's  Income  Notes  to  a  Purchaser  that  does  not  comply  with  the  requirements  of  this  clause  (d)  will 
not  be  permitted  or  registered  by  the  Income  Notes  Transfer  Agent. 

(e)  In  connection  with  the  purchase  of  the  Purchaser's  Income  Notes:  (i)  none  of  the  Issuers,  the  Initial 
Purchaser,  the  Liquidation  Agent,  the  Administrator  or  the  Fiscal  Agent,  is  acting  as  a  fiduciary  or  financial 
or  investment  adviser  for  the  Purchaser;  (ii)  the  Purchaser  is  not  relying  (for  purposes  of  making  any 
investment  decision  or  otherwise)  upon  any  advice,  counsel  or  representations  (whether  written  or  oral)  of 
the  Issuers,  the  Initial  Purchaser,  the  Liquidation  Agent,  the  Administrator  or  the  Fiscal  Agent  other  than  in 
the  Offering  Circular  and  any  representations  expressly  set  forth  in  a  written  agreement  with  such  party; 
(hi)  none  of  the  Issuers,  the  Initial  Purchaser,  the  Liquidation  Agent,  the  Administrator  or  die  Fiscal  Agent 
has  given  to  the  Purchaser  (directly  or  indirectly  through  any  other  person)  any  assurance,  guarantee,  or 
representation  whatsoever  as  to  the  expected  or  projected  success,  profitability,  return,  performance,  result, 
effect,  consequence  or  benefit  (including  legal,  regulatory,  tax,  financial,  accounting  or  otherwise)  as  to  an 
investment  in  the  Purchaser's  Income  Notes;  (iv)  the  Purchaser  lias  consulted  with  its  own  legal,  regulatory, 
tax,  business,  investment,  financial  and  accounting  advisers  to  the  extent  it  has  deemed  necessary,  and  it 
has  made  its  own  investment  decisions  (including  decisions  regarding  the  suitability  of  any  transaction 
pursuant  to  the  Indenture  and  the  Fiscal  Agency  Agreement)  based  upon  its  own  judgment  and  upon  any 
advice  from  such  advisers  as  it  has  deemed  necessary  and  not  upon  any  view  expressed  by  the  Issuers,  the 
Initial  Purchaser,  the  Liquidation  Agent,  the  Administrator  or  the  Fiscal  Agent;  (v)  the  Purchaser  has 
evaluated  the  rates,  prices  or  amounts  and  other  terms  and  conditions  of  the  purchase  and  sale  of  the 
Purchaser's  Income  Notes  with  a  full  understanding  of  all  of  the  risks  thereof  (economic  and  otherwise), 
and  it  is  capable  of  assuming  and  willing  to  assume  (financially  and  otherwise)  those  risks;  and  (vi)  the 
Purchaser  is  a  sophisticated  investor. 

(f)  The  certificates  in  respect  of  the  Income  Notes  (other  than  the  Regulation  S  Income  Notes)  will  bear  a 
legend  to  the  following  effect  unless  the  Issuer  determines  otherwise  in  compliance  with  the  Fiscal  Agency 
Agreement  and  applicable  law: 

THE  INCOME  NOTES  ARE  THE  SUBJECT  OF,  AND  ARE  ISSUED  SUBJECT  TO  THE 
CONDITIONS  OF,  THE  FISCAL  AGENCY  AGREEMENT,  DATED  ON  OR  ABOUT  MARCH 
20,  2007  (THE  "FISCAL  AGENCY  AGREEMENT')  BY  AND  BETWEEN  THE  ISSUER  OF 
THE  INCOME  NOTES  AND  LASALLE  BANK  NATIONAL  ASSOCIATION,  AS  FISCAL 
AGENT.  COPIES  OF  THE  FISCAL  AGENCY  AGREEMENT  MAY  BE  OBTAINED  FROM 
THE  FISCAL  AGENT. 
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THE  INCOME  NOTES  HAVE  NOT  BEEN  AND  WILL  NOT  BE  REGISTERED  UNDER  THE 
UNITED  STATES  SECURITIES  ACT  OF  1933,  AS  AMENDED  (THE  "SECURITIES  ACT'), 
AND  THE  ISSUER  HAS  NOT  BEEN  REGISTERED  UNDER  THE  UNITED  STATES 
INVESTMENT  COMPANY  ACT  OF  1940,  AS  AMENDED  (THE  "INVESTMENT  COMPANY 
ACT').  THE  HOLDER  HEREOF,  BY  PURCHASING  THE  INCOME  NOTES  REPRESENTED 
HEREBY,  AGREES  FOR  THE  BENEFIT  OF  THE  ISSUER  THAT  SUCH  INCOME  NOTES 
MAY  BE  OFFERED,  SOLD,  PLEDGED  OR  OTHERWISE  TRANSFERRED,  ONLY  (A)(1)  TO 
A  PERSON  WHOM  THE  SELLER  REASONABLY  BELIEVES  IS  A  QUALIFIED 
INSTITUTIONAL  BUYER  AS  DEFINED  IN  RULE  144A  UNDER  THE  SECURITIES  ACT 
AND  IS  PURCHASING  FOR  ITS  OWN  ACCOUNT  OR  FOR  THE  ACCOUNT  OF  A 
QUALIFIED  INSTITUTIONAL  BUYER,  IN  A  TRANSACTION  MEETING  THE 
REQUIREMENTS  OF  RULE  144A  UNDER  THE  SECURITIES  ACT,  (2)  TO  AN 
ACCREDITED  INVESTOR  (AS  DEFINED  IN  RULE  501(a)  UNDER  THE  SECURITIES  ACT) 
WHO  HAS  A  NET  WORTH  OF  NOT  LESS  THAN  U.S.$10  MILLION)  IN  A  TRANSACTION 
EXEMPT  FROM  REGISTRATION  UNDER  THE  SECURITIES  ACT,  OR  (3)  TO  A  NON-U.  S. 
PERSON  IN  AN  OFFSHORE  TRANSACTION  COMPLYING  WITH  RULE  903  OR  RULE  904 
OF  REGULATION  S  UNDER  THE  SECURITIES  ACT,  AND,  IN  THE  CASE  OF  CLAUSE  (1) 
AND  (2)  IN  A  PRINCIPAL  AMOUNT  OF  NOT  LESS  THAN  $250,000  OR  IN  THE  CASE  OF 
CLAUSE  (3)  IN  A  PRINCIPAL  AMOUNT  OF  NOT  LESS  THAN  $100,000.  FURTHERMORE 
THE  PURCHASER  AND  EACH  ACCOUNT  FOR  WHICH  IT  IS  ACTING  AS  A 
PURCHASER.  OTHER  THAN  IN  THE  CASE  OF  CLAUSE  (A)(3)  ABOVE,  REPRESENTS 
FOR  THE  BENEFIT  OF  THE  ISSUER  THAT  IT  (V)  IS  A  QUALIFIED  PURCHASER  FOR 
THE  PURPOSES  OF  SECTION  3(c)(7)  OF  THE  INVESTMENT  COMPANY  ACT,  (W)  WAS 
NOT  FORMED  FOR  THE  PURPOSE  OF  INVESTING  IN  THE  ISSUER  (EXCEPT  WHEN 
EACH  BENEFICIAL  OWNER  OF  THE  PURCHASER  IS  A  QUALIFIED  PURCHASER),  (X) 
HAS  RECEIVED  THE  NECESSARY  CONSENT  FROM  ITS  BENEFICIAL  OWNERS  WHEN 
THE  PURCHASER  IS  A  PRIVATE  INVESTMENT  COMPANY  FORMED  BEFORE  APRIL 
30,  1996,  (Y)  IS  NOT  A  BROKER-DEALER  THAT  OWNS  AND  INVESTS  ON  A 
DISCRETIONARY  BASIS  LESS  THAN  U.S.$25,000,000  IN  SECURITIES  OF 
UNAFFILIATED  ISSUERS  AND  (Z)  IS  NOT  A  PENSION,  PROFIT  SHARING  OR  OTHER 
RETIREMENT  TRUST  FUND  OR  PLAN  IN  WHICH  THE  PARTNERS,  BENEFICIARIES  OR 
PARTICIPANTS,  AS  APPLICABLE,  MAY  DESIGNATE  THE  PARTICULAR 
INVESTMENTS  TO  BE  MADE,  AND  IN  EACH  CASE  IN  A  TRANSACTION  THAT  MAY 
BE  EFFECTED  WITHOUT  LOSS  OF  ANY  APPLICABLE  INVESTMENT  COMPANY  ACT 
EXEMPTION  AND  (B)  IN  ACCORDANCE  WITH  ALL  APPLICABLE  SECURITIES  LAWS 
OF  THE  STATES  OF  THE  UNITED  STATES.  ANY  PURPORTED  TRANSFER  IN 
VIOLATION  OF  THE  FOREGOING  WILL  NOT  BE  PERMrTTED  OR  REGISTERED  BY  THE 
INCOME  NOTES  TRANSFER  AGENT.  EACH  TRANSFEROR  OF  THE  INCOME  NOTES 
WILL  PROVIDE  NOTICE  OF  THE  TRANSFER  RESTRICTIONS  SET  FORTH  HEREIN  AND 
IN  THE  FISCAL  AGENCY  AGREEMENT  TO  ITS  TRANSFEREE.  IN  ADDITION  TO  THE 
FOREGOING,  THE  ISSUER  HAS  THE  RIGHT  TO  COMPEL  ANY  BENEFICIAL  OWNER  OF 
AN  INCOME  NOTE  THAT  IS  A  U.S.  PERSON  AND  IS  NOT  (A)  A  QUALIFIED 
PURCHASER  AND  (B)  EITHER  A  QUALIFIED  INSTrTUTIONAL  BUYER  OR  AN 
ACCREDITED  INVESTOR  WHO  HAS  A  NET  WORTH  OF  NOT  LESS  THAN  U.S.$10 
MILLION  TO  SELL  SUCH  INCOME  NOTES,  OR  MAY  SELL  SUCH  INCOME  NOTES  ON 
BEHALF  OF  SUCH  OWNER. 

IF  THE  TRANSFER  OF  INCOME  NOTES  IS  TO  BE  MADE  PURSUANT  TO  CLAUSE  (A)(1) 
OR  (A)(2)  OF  THE  PRECEDING  PARAGRAPH,  THE  TRANSFEREE  OF  THE  INCOME 
NOTES  WILL  (1)  BE  REQUIRED  TO  EXECUTE  AND  DELIVER  TO  THE  ISSUER  AND 
THE  INCOME  NOTES  TRANSFER  AGENT  AN  INCOME  NOTES  PURCHASE  AND 
TRANSFER  LETTER,  SUBSTANTIALLY  IN  THE  FORM  ATTACHED  TO  THE  FISCAL 
AGENCY  AGREEMENT,  STATING  THAT  AMONG  OTHER  THINGS,  THE  TRANSFEREE 
IS  (X)  A  QUALIFIED  INSTITUTIONAL  BUYER  AS  DEFINED  IN  RULE  144A  UNDER  THE 
SECURITIES  ACT  PURCHASING  FOR  ITS  OWN  ACCOUNT  OR  FOR  THE  ACCOUNT  OF 
A  QUALIFIED  INSTITUTIONAL  BUYER,  OR  (Y)  AN  ACCREDITED  INVESTOR  (AS 
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DEFINED  IN  RULE  501(a)  UNDER  THE  SECURITIES  ACT)  WHO  HAS  A  NET  WORTH  OF 
NOT  LESS  THAN  U.S.S10  MILLION  AND  (Z)-  A  QUALIFIED  PURCHASER  FOR  THE 
PURPOSES  OF  THE  INVESTMENT  COMPANY  ACT  AND  (2)  RECErVE  ONE  OR  MORE 
DEFINITIVE  INCOME  NOTES. 

IF  THE  TRANSFER  OF  INCOME  NOTES  IS  TO  BE  MADE  PURSUANT  TO  CLAUSE  (A)(3) 
OF  THE  SECOND  PRECEDING  PARAGRAPH,  THE  TRANSFEREE  OF  THE  INCOME 
NOTES  WILL  BE  REQUIRED  TO  DELIVER  TO  THE  ISSUER  AND  THE  INCOME  NOTES 
TRANSFER  AGENT  AN  INCOME  NOTES  PURCHASE  AND  TRANSFER  LETTER 
SUBSTANTIALLY  IN  THE  FORM  ATTACHED  TO  THE  FISCAL  AGENCY  AGREEMENT, 
STATING  THAT  AMONG  OTHER  THINGS,  THE  TRANSFEREE  IS  NOT  A  U.S.  PERSON 
(AS  DEFINED  IN  REGULATION  S). 

WITH  RESPECT  TO  THE  INCOME  NOTES  PURCHASED  OR  TRANSFERRED  ON  OR 
AFTER  THE  CLOSING  DATE,  THE  PURCHASER  OR  TRANSFEREE  MUST  DISCLOSE  IN 
WRITING  IN  ADVANCE  TO  THE  FISCAL  AGENT  (i)  WHETHER  OR  NOT  IT  IS  (A)  AN 
"EMPLOYEE  BENEFIT  PLAN"  AS  DEFINED  IN  AND  SUBJECT  TO  TITLE  I  OF  THE 
UNITED  STATES  EMPLOYEE  RETIREMENT  INCOME  SECURITY  ACT  OF  1974,  AS 
AMENDED  ("ERISA"),  (B)  A  "PLAN"  DESCRIBED  IN  AND  SUBJECT  TO  SECTION  4975 
OF  THE  UNITED  STATES  INTERNAL  REVENUE  CODE  OF  1986,  AS  AMENDED  (THE 
"CODE"),  OR  (C)  AN  ENTITY  WHOSE  ASSETS  INCLUDE  "PLAN  ASSETS"  WITHIN  THE 
MEANING  OF  ERISA  BY  REASON  OF  AN  EMPLOYEE  BENEFIT  PLAN'S  OR  OTHER 
PLAN'S  INVESTMENT  IN  THE  ENTITY  (ALL  SUCH  PERSONS  AND  ENTITIES 
DESCRIBED  IN  CLAUSES  (A)  THROUGH  (C)  BEING  REFERRED  TO  HEREIN  AS 
"BENEFIT  PLAN  INVESTORS");  (ii)  IF  THE  PURCHASER  OR  TRANSFEREE  IS  A 
BENEFIT  PLAN  INVESTOR  (OR  ANOTHER  EMPLOYEE  BENEFIT  PLAN  SUBJECT  TO 
ANY  FEDERAL,  STATE,  LOCAL  OR  FOREIGN  LAW  THAT  IS  SUBSTANTIALLY 
SIMILAR  TO  THE  PROVISIONS  OF  SECTION  406  OF  ERISA  OR  SECTION  4975  OF  THE 
CODE  ("SIMILAR  LAW')),  THAT  THE  PURCHASE  AND  HOLDING  OR  TRANSFER  AND 
HOLDING  OF  INCOME  NOTES  DO  NOT  AND  WILL  NOT  CONSTITUTE  OR  RESULT  IN  A 
PROHIBITED  TRANSACTION  UNDER  SECTION  406  OF  ERISA  OR  SECTION  4975  OF 
THE  CODE  (OR  IN  THE  CASE  OF  ANOTHER  EMPLOYEE  BENEFIT  PLAN  SUBJECT  TO 
SIMILAR  LAW,  ANY  SIMILAR  LAW)  FOR  WHICH  AN  EXEMPTION  IS  NOT 
AVAILABLE;  AND  (iii)  WHETHER  OR  NOT  IT  IS  A  PERSON  (OTHER  THAN  A  BENEFIT 
PLAN  INVESTOR)  WHO  HAS  DISCRETIONARY  AUTHORITY  OR  CONTROL  WITH 
RESPECT  TO  THE  ASSETS  OF  THE  ISSUER  OR  A  PERSON  WHO  PROVIDES 
INVESTMENT  ADVICE  FOR  A  FEE  (DIRECT  OR  INDIRECT)  WITH  RESPECT  TO  THE 
ASSETS  OF  THE  ISSUER,  OR  ANY  "AFFILIATE"  (WITHIN  THE  MEANING  OF  29  C.F.R. 
SECTION  2510.3-101(f)(3))  OF  ANY  SUCH  PERSON.  IF  A  PURCHASER  IS  AN 
INSURANCE  COMPANY  ACTING  ON  BEHALF  OF  ITS  GENERAL  ACCOUNT  OR  OTHER 
ENTITY  DEEMED  TO  BE  HOLDING  PLAN  ASSETS,  IT  WILL  BE  PERMITTED  TO  SO 
INDICATE,  AND  REQUIRED  TO  IDENTIFY  A  MAXIMUM  PERCENTAGE  OF  THE 
ASSETS  IN  SUCH  GENERAL  ACCOUNT  OR  ENTITY  THAT  MAY  BE  OR  BECOME  PLAN 
ASSETS,  IN  WHICH  CASE  THE  PURCHASER  OR  TRANSFEREE  WILL  BE  REQUIRED  TO 
MAKE  CERTAIN  FURTHER  AGREEMENTS  THAT  WOULD  APPLY  IN  THE  EVENT  THAT 
SUCH  MAXIMUM  PERCENTAGE  WOULD  THEREAFTER  BE  EXCEEDED.  THE 
PURCHASER  AGREES  THAT,  BEFORE  ANY  INTEREST  IN  AN  INCOME  NOTE  MAY  BE 
OFFERED,  SOLD,  PLEDGED  OR  OTHERWISE  TRANSFERRED,  THE  TRANSFEREE  WILL 
BE  REQUIRED  TO  PROVIDE  THE  INCOME  NOTES  TRANSFER  AGENT  WITH  AN 
INCOME  NOTE  PURCHASE  AND  TRANSFER  LETTER  (SUBSTANTIALLY  IN  THE  FORM 
ATTACHED  TO -THE  FISCAL  AGENCY  AGREEMENT)  STATING,  AMONG  OTHER 
THINGS,  WHETHER  THE  TRANSFEREE  IS  A  BENEFIT  PLAN  INVESTOR.  THE  TRUSTEE 
OR  INCOME  NOTES  TRANSFER  AGENT  WILL  NOT  PERMIT  OR  REGISTER  ANY 
PURCHASE  OR  TRANSFER  OF  INCOME  NOTES  TO  THE  EXTENT  THAT  THE 
PURCHASE  OR  TRANSFER  WOULD  RESULT  IN  BENEFIT  PLAN  INVESTORS  OWNING 
25%  OR  MORE  OF  THE  TOTAL  VALUE  OF  THE  OUTSTANDING  INCOME  NOTES 
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(OTHER  THAN  THE  INCOME  NOTES  OWNED  BY  THE  LIQUIDATION  AGENT,  THE 
TRUSTEE  AND  THEIR  AFFILIATES)  IMMEDIATELY  AFTER  SUCH  PURCHASE  OR 
TRANSFER  (DETERMINED  IN  ACCORDANCE  WITH  THE  PLAN  ASSET  REGULATION 
(AS  DEFINED  HEREIN)  AND  IN  THE  FISCAL  AGENCY  AGREEMENT). 

PAYMENTS  TO  THE  HOLDERS  OF  THE  INCOME  NOTES  ARE  SUBORDINATE  TO  THE 
PAYMENT  ON  EACH  PAYMENT  DATE  OF  PRINCIPAL  OF  AND  INTEREST  ON  THE 
SECURED  NOTES  OF  THE  ISSUER  OR  CO-ISSUER,  AS  APPLICABLE,  AND  THE 
PAYMENT  OF  CERTAIN  OTHER  AMOUNTS,  TO  THE  EXTENT  AND  AS  DESCRIBED  IN 
THE  INDENTURE. 

(g)  The  certificates  in  respect  of  the  Regulation  S  Income  Notes  will  bear  a  legend  to  the  following  effect 
unless  the  Issuer  determines  otherwise  in  compliance  with  the  Fiscal  Agency  Agreement  and  applicable 
law: 

THE  INCOME  NOTES  ARE  THE  SUBJECT  OF,  AND  ARE  ISSUED  SUBJECT  TO  THE 
CONDITIONS  OF,  THE  FISCAL  AGENCY  AGREEMENT,  DATED  ON  OR  ABOUT  MARCH 
20,  2007  (THE  "FISCAL  AGENCY  AGREEMENT)  BY  AND  BETWEEN  THE  ISSUER  OF 
THE  INCOME  NOTES  AND  LASALLE  BANK  NATIONAL  ASSOCIATION,  AS  FISCAL 
AGENT.  COPIES  OF  THE  FISCAL  AGENCY  AGREEMENT  MAY  BE  OBTAINED  FROM 
THE  FISCAL  AGENT. 

THE  INCOME  NOTES  HAVE  NOT  BEEN  AND  WILL  NOT  BE  REGISTERED  UNDER  THE 
UNITED  STATES  SECURITIES  ACT  OF  1933,  AS  AMENDED  (THE  "SECURITIES  ACT'), 
AND  THE  ISSUER  HAS  NOT  BEEN  REGISTERED  UNDER  THE  UNITED  STATES 
INVESTMENT  COMPANY  ACT  OF  1940,  AS  AMENDED  (THE  "INVESTMENT  COMPANY 
ACT').  THE  HOLDER  HEREOF,  BY  PURCHASING  THE  INCOME  NOTES  REPRESENTED 
HEREBY,  AGREES  FOR  THE  BENEFIT  OF  THE  ISSUER  THAT  SUCH  INCOME  NOTES 
MAY  BE  OFFERED,  SOLD,  PLEDGED  OR  OTHERWISE  TRANSFERRED,  ONLY  (A)(1)  TO 
A  PERSON  WHOM  THE  SELLER  REASONABLY  BELIEVES  IS  A  QUALIFIED 
INSTITUTIONAL  BUYER  AS  DEFINED  IN  RULE  144A  UNDER  THE  SECURITIES  ACT 
AND  IS  PURCHASING  FOR  ITS  OWN  ACCOUNT  OR  FOR  THE  ACCOUNT  OF  A 
QUALIFIED  INSTITUTIONAL  BUYER,  IN  A  TRANSACTION  MEETING  THE 
REQUIREMENTS  OF  RULE  144A  UNDER  THE  SECURITIES  ACT,  (2)  TO  AN 
ACCREDITED  INVESTOR  (AS  DEFINED  IN  RULE  501(a)  UNDER  THE  SECURITIES  ACT) 
WHO  HAS  A  NET  WORTH  OF  NOT  LESS  THAN  U.S.$10  MILLION)  IN  A  TRANSACTION 
EXEMPT  FROM  REGISTRATION  UNDER  THE  SECURITIES  ACT,  OR  (3)  TO  A  NON-U.  S. 
PERSON  IN  AN  OFFSHORE  TRANSACTION  COMPLYING  WITH  RULE  903  OR  RULE  904 
OF  REGULATION  S  UNDER  THE  SECURITIES  ACT,  AND,  IN  THE  CASE  OF  CLAUSE  (1) 
AND  (2)  IN  A  PRINCIPAL  AMOUNT  OF  NOT  LESS  THAN  $250,000  OR  IN  THE  CASE  OF 
CLAUSE  (3)  IN  A  PRINCIPAL  AMOUNT  OF  NOT  LESS  THAN  $100,000.  FURTHERMORE 
THE  PURCHASER  AND  EACH  ACCOUNT  FOR  WHICH  IT  IS  ACTING  AS  A 
PURCHASER,  OTHER  THAN  IN  THE  CASE  OF  CLAUSE  (A)(3)  ABOVE,  REPRESENTS 
FOR  THE  BENEFIT  OF  THE  ISSUER  THAT  IT  (V)  IS  A  QUALIFIED  PURCHASER  FOR 
THE  PURPOSES  OF  SECTION  3(c)(7)  OF  THE  INVESTMENT  COMPANY  ACT,  (W)  WAS 
NOT  FORMED  FOR  THE  PURPOSE  OF  INVESTING  IN  THE  ISSUER  (EXCEPT  WHEN 
EACH  BENEFICIAL  OWNER  OF  THE  PURCHASER  IS  A  QUALIFIED  PURCHASER),  (X) 
HAS  RECEIVED  THE  NECESSARY  CONSENT  FROM  ITS  BENEFICIAL  OWNERS  WHEN 
THE  PURCHASER  IS  A  PRIVATE  INVESTMENT  COMPANY  FORMED  BEFORE  APRIL 
30,  1996,  (Y)  IS  NOT  A  BROKER-DEALER  THAT  OWNS  AND  INVESTS  ON  A 
-  >.:,-  .^-.DISCRETIONARY-  BASIS  LESS  THAN  U.S.$25,000,000  IN  SECURITIES  OF- 
UNAFFILIATED  ISSUERS  AND  (Z)  IS  NOT  A  PENSION,  PROFIT  SHARING  OR  OTHER 
RETIREMENT  TRUST  FUND  OR  PLAN  IN  WHICH  THE  PARTNERS,  BENEFICIARIES  OR 
PARTICIPANTS,  AS  APPLICABLE,  MAY  DESIGNATE  THE  PARTICULAR 
INVESTMENTS  TO  BE  MADE,  AND  IN  A  TRANSACTION  THAT  MAY  BE  EFFECTED 
WITHOUT  LOSS  OF  ANY  APPLICABLE  INVESTMENT  COMPANY  ACT  EXEMPTION 
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AND  (B)  IN  ACCORDANCE  WITH  ALL  APPLICABLE  SECURITIES  LAWS  OF  THE 
STATES  OF  THE  UNITED  STATES.  ANY  PURPORTED  TRANSFER  IN  VIOLATION  OF 
THE  FOREGOING  WILL  NOT  BE  PERMITTED  OR  REGISTERED  BY  THE  INCOME 
NOTES  TRANSFER  AGENT.  EACH  TRANSFEROR  OF  THE  INCOME  NOTES  WILL 
PROVIDE  NOTICE  OF  THE  TRANSFER  RESTRICTIONS  SET  FORTH  HEREIN  AND  IN 
THE  FISCAL  AGENCY  AGREEMENT  TO  ITS  TRANSFEREE.  IN  ADDITION  TO  THE 
FOREGOING,  THE  ISSUER  HAS  THE  RIGHT  TO  COMPEL  ANY  BENEFICIAL  OWNER  OF 
AN  INCOME  NOTE  THAT  IS  A  U.S.  PERSON  AND  IS  NOT  (A)  A  QUALIFIED 
PURCHASER  AND  (B)  EITHER  A  QUALIFIED  INSTITUTIONAL  BUYER  OR  AN 
ACCREDITED  INVESTOR  WHO  HAS  A  NET  WORTH  OF  NOT  LESS  THAN  U.S.S10 
MILLION  TO  SELL  SUCH  INCOME  NOTES,  OR  MAY  SELL  SUCH  INCOME  NOTES  ON 
BEHALF  OF  SUCH  OWNER 

IF  THE  TRANSFER  OF  INCOME  NOTES  IS  TO  BE  MADE  PURSUANT  TO  CLAUSE  (A)(1) 
OR  (A)(2)  OF  THE  PRECEDING  PARAGRAPH,  THE  TRANSFEREE  OF  THE  INCOME 
NOTES  WILL  (1)  BE  REQUIRED  TO  EXECUTE  AND  DELIVER  TO  THE  ISSUER  AND 
THE  FISCAL  AGENT  AN  INCOME  NOTES  PURCHASE  AND  TRANSFER  LETTER, 
SUBSTANTIALLY  IN  THE  FORM  ATTACHED  TO  THE  FISCAL  AGENCY  AGREEMENT, 
STATING  THAT  AMONG  OTHER  THINGS,  THE  TRANSFEREE  IS  (X)  A  QUALIFIED 
INSTITUTIONAL  BUYER  AS  DEFINED  IN  RULE  144A  UNDER  THE  SECURITIES  ACT 
PURCHASING  FOR  ITS  OWN  ACCOUNT  OR  FOR  THE  ACCOUNT  OF  A  QUALIFIED 
INSTITUTIONAL  BUYER,  OR  (Y)  AN  ACCREDITED  INVESTOR  (AS  DEFINED  IN  RULE 
501(a)  UNDER  THE  SECURITIES  ACT)  WHO  HAS  A  NET  WORTH  OF  NOT  LESS  THAN 
U.S.S10  MILLION  AND  (Z)  A  QUALIFIED  PURCHASER  FOR  THE  PURPOSES  OF  THE 
INVESTMENT  COMPANY  ACT  AND  (2)  RECEIVE  ONE  OR  MORE  DEFINITIVE  INCOME 
NOTES. 

IF  THE  TRANSFER  OF  INCOME  NOTES  IS  TO  BE  MADE  PURSUANT  TO  CLAUSE  (A)(3) 
OF  THE  SECOND  PRECEDING  PARAGRAPH,  THE  TRANSFEREE  OF  THE  INCOME 
NOTES  WILL  BE  REQUIRED  TO  DELIVER  TO  THE  ISSUER  AND  THE  FISCAL  AGENT 
AN  INCOME  NOTES  PURCHASE  AND  TRANSFER  LETTER,  SUBSTANTIALLY  IN  THE 
FORM  ATTACHED  TO  THE  FISCAL  AGENCY  AGREEMENT,  STATING  THAT  AMONG 
OTHER  THINGS,  THE  TRANSFEREE  IS  NOT  A  U.S.  PERSON  (AS  DEFINED  IN 
REGULATION  S). 

WITH  RESPECT  TO  THE  INCOME  NOTES  PURCHASED  OR  TRANSFERRED  AFTER  THE 
CLOSING  DATE,  THE  PURCHASER  OR  TRANSFEREE  IS  DEEMED  TO  REPRESENT  AND 
WARRANT),  THAT  (i)  IT  IS  NOT  (A)  AN  "EMPLOYEE  BENEFIT  PLAN"  AS  DEFINED  IN 
AND  SUBJECT  TO  TITLE  I  OF  THE  UNITED  STATES  EMPLOYEE  RETIREMENT 
INCOME  SECURITY  ACT  OF  1974,  AS  AMENDED  ("ERISA"),  (B)  A  "PLAN'  AS 
DESCRIBED  IN  AND  SUBJECT  TO  SECTION  4975  OF  THE  UNITED  STATES  INTERNAL 
REVENUE  CODE  OF  1986,  AS  AMENDED  (THE  "CODE"),  OR  (C)  AN  ENTITY  WHOSE 
ASSETS  INCLUDE  "PLAN  ASSETS"  WITHIN  THE  MEANING  OF  ERISA  BY  REASON  OF 
AN  EMPLOYEE  BENEFIT  PLAN'S  OR  OTHER  PLAN'S  INVESTMENT  IN  THE  ENTITY 
(ALL  SUCH  PERSONS  AND  ENTITIES  DESCRIBED  IN  CLAUSES  (A)  THROUGH  (C) 
BEING  REFERRED  TO  HEREIN  AS  "BENEFIT  PLAN  INVESTORS");  AND  (ii)  IT  IS  NOT  A 
PERSON  WHO  HAS  DISCRETIONARY  AUTHORITY  OR  CONTROL  WITH  RESPECT  TO 
THE  ASSETS  OF  THE  ISSUER  OR  A  PERSON  WHO  PROVIDES  INVESTMENT  ADVICE 
FOR  A  FEE  (DIRECT  OR  INDIRECT)  WITH  RESPECT  TO  THE  ASSETS  OF  THE  ISSUER, 
OR  ANY  "AFFILIATE"  (WITHIN  THE  MEANING  OF  29  C.F.R.  SECTION  25 10.3-10 1(f)(3)) 
OF  ANY  SUCH  PERSON.  IF  THE  PURCHASER  OR  TRANSFEREE  IS  AN  EMPLOYEE 
BENEFIT  PLAN  SUBJECT  TO  ANY  FEDERAL,  STATE,  LOCAL  OR  FOREIGN  LAW  THAT 
IS  SUBSTANTIALLY  SIMILAR  TO  THE  PROVISIONS  OF  SECTION  406  OF  ERISA  OR 
SECTION  4975  OF  THE  CODE  ("SIMILAR  LAW'),  SUCH  PURCHASER  OR  TRANSFEREE 
ALSO  IS  DEEMED  TO  REPRESENT  AND  WARRANT  THAT  ITS  PURCHASE  AND 
HOLDING  OF  THE  INCOME  NOTES  DO  NOT  AND  WILL  NOT  CONSTITUTE  OR  RESULT 
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IN  A  VIOLATION  OF  ANY  SIMILAR  LAW  FOR  WHICH  AN  EXEMPTION  IS  NOT 
AVAILABLE.  ANY  PURPORTED  TRANSFER  OF  AN  INCOME  NOTE  THAT  DOES  NOT 
COMPLY  WITH  THE  REQUIREMENTS  SET  FORTH  ABOVE  SHALL  BE  NULL  AND  VOID 
AB  INITIO. 

PAYMENTS  TO  THE  HOLDERS  OF  THE  INCOME  NOTES  ARE  SUBORDINATE  TO  THE 
PAYMENT  ON  EACH  PAYMENT  DATE  OF  PRINCIPAL  OF  AND  INTEREST  ON  THE 
SECURED  NOTES  OF  THE  ISSUER  OR  CO-ISSUER,  AS  APPLICABLE,  AND  THE 
PAYMENT  OF  CERTAIN  OTHER  AMOUNTS,  TO  THE  EXTENT  AND  AS  DESCRIBED  IN 
THE  INDENTURE. 

(h)  With  respect  to  Income  Notes  transferred  or  purchased  on  or  after  the  Closing  Date,  the  Purchaser 
understands  and  agrees  that  the  representations  and  agreements  made  in  this  paragraph  (g)  will  be  deemed 
made  on  each  day  from  the  date  hereof  through  and  including  the  date  on  which  the  Purchaser  disposes  of 
the  Income  Notes. 

(x)  The  Purchaser  is is  not [check  one]  (i)  an  "employee  benefit  plan"  as  defined  in  and  subject  to 

Title  I  of  the  U.S.  Employee  Retirement  Income  Security  Act  of  1974,  as  amended  ("ERISA"),  (ii)  a  "plan" 
as  described  in  and  subject  to  Section  4975  of  the  U.S.  Internal  Revenue  Code  of  1986,  as  amended  (the 
"Code"),  or  (iii)  an  entity  whose  underlying  assets  include  assets  of  any  such  employee  benefit  plan  or 
other  plan  (for  purposes  of  ERISA  or  Section  4975  of  the  Code)  by  reason  of  a  plan's  investment  in  the 
entity  (such  persons  and  entities  described  in  clauses  (i)  through  (iii)  being  referred  to  herein  as  "Benefit 
Plan  Investors");  and  (y)  if  the  Purchaser  is  a  Benefit  Plan  Investor  (or  another  employee  benefit  plan 
subject  to  any  federal,  state,  local  or  foreign  law  substantially  similar  to  Section  406  of  ERISA  or  section 
4975  of  the  Code  ("Similar  Law")),  the  Purchaser's  purchase  and  holding  of  an  Income  Note  do  not  and 
will  not  constitute  or  result  in  a  prohibited  transaction  under  Section  406  of  ERISA  or  Section  4975  of  the 
Code  (or,  in  the  case  of  an  employee  benefit  plan  subject  to  Similar  Law,  any  Similar  Law)  for  which  an 
exemption  is  not  available. 

The  Purchaser  is is  not [check  one]  the  Issuer  or  any  other  person  (other  than  a  Benefit  Plan 

Investor)  that  has  discretionary  authority  or  control  with  respect  to  the  assets  of  the  Issuer,  a  person  who 
provides  investment  advice  for  a  fee  (direct  or  indirect)  with  respect  to  the  assets  of  the  Issuer,  or  any 
"affiliate"  (within  the  meaning  of  29  C.F.R.  Section  2510.3-101(f)(3))  of  any  such  person  (any  such  person 
described  in  this  paragraph  being  referred  to  as  a  "Controlling  Person"). 

If  the  Purchaser  is  an  insurance  company  acting  on  behalf  of  its  general  account  or  any  other  entity  holding 

plan  assets  of  Benefit  Plan  Investors [check  if  true],  then  (i)  not  more  than %  [complete  by 

entering  a  percentage],  (the  "Maximum  Percentage")  of  the  assets  of  such  general  account  or  entity 
constitutes  assets  of  Benefit  Plan  Investors  for  purposes  of  the  "plan  assets"  regulations  under  ERISA,  and 
(ii)  without  limiting  the  remedies  that  may  otherwise  be  available,  the  Purchaser  agrees  that  it  shall  (x) 
immediately  notify  the  Issuer  if  the  Maximum  Percentage  is  exceeded,  and  (y)  dispose  of  all  or  a  portion  of 
its  Income  Notes  as  may  be  instructed  by  the  Issuer  (including,  in  the  discretion  of  the  Issuer,  a  disposition 
back  to  the  Issuer  or  an  affiliate  thereof  (or  other  person  designated  by  the  Issuer)  for  the  then  value  of  the 
Income  Notes  as  reasonably  determined  by  the  Issuer,  in  any  case  in  which  the  Purchaser  cannot  otherwise 
make  a  disposition  it  has  been  instructed  by  the  Issuer  to  make). 

(i)  The  Purchaser  understands  and  acknowledges  that  the  Income  Notes  Transfer  Agent  will  not  register  any 

purchase  or  transfer  of  Income  Notes  either  to  a  proposed  initial  purchaser  or  to  a  proposed  subsequent 
transferee  of  Income  Notes  that  has,  in  either  case,  represented  that  it  is  a  Benefit  Plan  Investor  or  a 
Controlling  Person  if,  after  giving  effect  to  such  proposed  transfer,  persons  that  have  represented  that  they 
-"-  -  are  Benefit  Plan  Investors  would  own  25%  or  more  of  the  total  value  of  the  outstanding  Income  Notes.  For 
purposes  of  this  determination,  Income  Notes  held  by  the  Liquidation  Agent,  the  Trustee,  any  of  their 
respective  affiliates  and  persons  that  have  represented  that  they  are  Controlling  Persons  will  be  disregarded 
and  will  not  be  treated  as  outstanding.  The  Purchaser  understands  and  agrees  that  any  purported  purchase 
or  transfer  of  the  Purchaser's  Income  Notes  to  a  Purchaser  that  does  not  comply  with  the  requirements  of 
this  clause  (i)  will  not  be  permitted  or  registered  by  the  Income  Notes  Transfer  Agent. 
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(j)  The  purchaser  is  not  purchasing  the  Purchaser's  Income  Notes  with  a  view  toward  the  resale,  distribution  or 

other  disposition  thereof  in  violation  of  the  Securities  Act.  The  Purchaser  understands  that  an  investment  in 
the  Purchaser's  Income  Notes  involves  certain  risks,  including  the  risk  of  loss  of  its  entire  investment  in  the 
Purchaser's  Income  Notes  under  certain  circumstances.  The  Purchaser  has  had  access  to  such  financial  and 
other  information  concerning  the  Issuers  and  the  Purchaser's  Income  Notes  as  it  deemed  necessary  or 
appropriate  in  order  to  make  an  infonned  investment  decision  with  respect  to  its  purchase  of  the 
Purchaser's  Income  Notes,  including  an  opportunity  to  ask  questions  of,  and  request  information  from,  the 
Issuer. 

(k)  The  Purchaser  is  not  purchasing  the  Purchaser's  Income  Notes  in  order  to  reduce  any  United  States  federal 
income  tax  liability  or  pursuant  to  a  tax  avoidance  plan. 

(1)  The  Purchaser  agrees  to  treat  the  Purchaser's  Income  Notes  as  equity  for  United  States  federal,  state  and 

local  income  tax  purposes. 

(m)  The  Purchaser  acknowledges  that  due  to  money  laundering  requirements  operating  in  the  Cayman  Islands, 
the  Issuer  and  the  Income  Notes  Transfer  Agent  may  require  further  identification  of  the  Purchaser  before 
the  purchase  application  can  proceed.  The  Issuer  and  the  Income  Notes  Transfer  Agent,  as  applicable,  shall 
be  held  harmless  and  indemnified  by  the  Purchaser  against  any  loss  arising  from  the  failure  to  process  the 
application  if  such  information  as  has  been  required  from  the  Purchaser  has  not  been  provided  by  the 
Purchaser. 

(n)         The  Purchaser  agrees  to  complete  any  other  instrument  of  transfer  as  required  under  Cayman  Islands  law. 

(o)         The  Purchaser  is  not  a  member  of  the  public  in  the  Cayman  Islands. 

We  acknowledge  that  you  and  other  persons  will  rely  upon  our  confirmation,  acknowledgments, 
representations,  warranties,  covenants  and  agreements  set  forth  herein,  and  we  hereby  irrevocably  authorize  you  and 
such  other  persons  to  produce  this  letter  or  a  copy  hereof  to  any  interested  party  in  any  administrative  or  legal 
proceeding  or  official  inquiry  with  respect  to  the  matters  covered  hereby. 
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THIS  LETTER  SHALL  BE  GOVERNED  BY,  AND  CONSTRUED  IN  ACCORDANCE  WITH,  THE 
LAWS  OF  THE  STATE  OF  NEW  YORK. 


Veiy  truly  yours, 

[ 

By: 


Receipt  acknowledged  as  of  date  set  forth  above, 


(Signature  and  Addresses) 


Name: 
Tide: 
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REGISTERED  OFFICES  OF  THE  ISSUERS 


ANDERSON  MEZZANINE  FUNDING  2007-1,  LTD. 

P.O.  Box  1093GT,  Queensgate  House 

South  Church  Street 

George  Town 

Grand  Cayman,  Cayman  Islands 


ANDERSON  MEZZANINE  FUNDING  2007-1, 
CORP. 

850  Library  Avenue,  Suite  204 
Newark,  Delaware  19711 


TRUSTEE,  PRTNCD7AL  NOTE  PAYING  AGENT, 

NOTE  PAYING  AGENT,  NOTE  TRANSFER 

AGENT,  NOTE  REGISTRAR,  FISCAL  AGENT 

AND  INCOME  NOTES  TRANSFER  AGENT 

LaSalle  Bank  National  Association 

181  W.  Madison  Street,  32nd  Floor 

Chicago,  Illinois  60602 


LIQUIDATION  AGENT 

Goldman,  Sachs  &  Co. 
85  Broad  Street 

New  York,  NY  10004 


LEGAL  ADVISORS 


To  the  Issuers,  the  Initial  Purchaser  and  the 
Liquidation  Agent 

As  to  matters  of  United  States  Law 

Sidley  Austin  LLP 

787  Seventh  Avenue 

New  York,  New  York  10019 


To  the  Trustee,  Principal  Note  Paying 

Agent,  Note  Paying  Agent,  Note  Transfer 

Agent,  Note  Registrar,  Fiscal  Agent  and  Income 

Notes  Transfer  Agent 

As  to  matters  of  United  States  Law 

Kennedy  Covington  Lobdell  &  Hickman,  L.L.P. 
2 14  N.  Tryon  Street,  47*  Floor 
Charlotte,  North  Carolina  28202 


To  the  Issuer 

As  to  matters  of  Cayman  Islands  Law 

Maples  and  Calder 

P.O.  Box  309GT,  Ugland  House 

South  Church  Street, 

George  Town 

Grand  Cayman,  Cayman  Islands 
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No  dealer,  salesperson  or  other  person  has  been 
authorized  to  give  any  information  or  to  represent 
anything  not  contained  in  this  Offering  Circular. 
You  must  not  rely  on  any  unauthorized  information 
or  representations.  This  Offering  Circular  is  an 
offer  to  sell  only  the  Notes  offered  hereby,  and  only 
under  circumstances  and  in  jurisdictions  where  it  is 
lawful  to  do  so.  The  information  contained  in  this 
Offering  Circular  is  current  only  as  of  its  date. 


ANDERSON  MEZZANINE 
FUNDING  2007-1,  LTD. 

ANDERSON  MEZZANINE 
FUNDING  2007-1,  CORP. 
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From:  DuVally,  Michael  (EO  85B07) 

Sent:  Monday,  December  17,  2007  7:47  AM 

To:  Sparks,  Daniel  L 

Subject:  WSJ  responses 

Dan, 

Could  you  please  particularly  look  at  the  last  Q&A.  We're  not  satisfied  with  this  and  wondered  if  you  had  any  suggestions. 

Thanks, 
Michael 

The  structured  products  trading  group  made  $4  billion  during  this  fiscal  year. 

The  structured  products  trading  group  and  the  larger  mortgage  business,  of  which  it  is  a  part,  both  were  profitable  this 
year.  However,  the  WSJ  story  greatly  overstates  the  profitability  of  the  SPT  group. 

A  tiny  group  of  traders  was  responsible  for  the  large  profit. 

The  situation  in  the  mortgage  market  this  year  was  very  severe.  Senior  management  and  many  different  parts  of  the 
firm,  including  legal,  controllers  and  risk  management,  spent  significant  amounts  of  time  with  the  various  mortgages 
desks  to  help  navigate  the  problems. 

The  traders  in  the  structured  products  trading  group  made  $5-$15  billion  dollars. 

We  do  not  comment  on  individuals'  compensation. 

Goldman  Sachs  rolls  the  dice  with  its  own  money. 

The  overwhelming  majority  of  Goldman  Sachs'  trading  profits  come  from  transactions  where  the  firm  acts  as  a 
principal  for  clients. 

Goldman  Sachs  made  money  on  the  backs  of  people  who  are  being  thrown  out  of  their  houses. 

The  profits  discussed  in  the  Wall  Street  Journal  story  were  made  in  the  secondary  trading  market.  Goldman  Sachs 
did  not  originate  the  subprime  loans  that  have  become  problematic.  That  said,  we  continue  to  believe  a  robust 
subprime  market  that  boosts  homeownership  among  credit-challenged  consumers  is  a  desirable  social  outcome. 

Goldman  Sachs  sold  CDOs  to  investors  and  simultaneously  had  a  short  trading  bet  that  CDQs  would 
decline  in  value. 

Goldman  Sachs  stopped  ramping  up  new  CDOs  at  the  end  of  last  year  in  respone  to  market  conditions.  Regardless 
of  that,  the  CDO  trading  desk  can  be  net  long  or  net  short  at  any  point  in  time,  including  hedge  positions.  That 
process  is  unrelated  to  the  activity  of  underwriting  securities,  which  are  distributed  to  highly-qualified  institutional 
investors  on  market  terms  and  with  full  disclosure  so  that  customers  may  make  their  own  investment  decisions  based 
on  their  appetite  and  risk  tolerance. 

Goldman  Sachs  traders  deal  with  clients  and  also  trade  their  own  book. 

Clients  trade  with  Goldman  Sachs  because  of  our  reliable  execution  and  unique  trading  ideas.  In  the  fixed-income 
world,  the  firm  takes  risk  on  every  trade  done  for  clients.  Some  traders  are  allowed  to  express  their  own  market  views 
using  the  firm's  capital. 
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From: 
Sent: 
To: 

Subject- 
Attachments: 


Sparks,  Daniel  L 

Thursday,  April  13,  2006  8:41  AM 

Cohn,  Gary;  Sobel,  Jonathan;  Mullen,  Donald;  Roberts,  William 

Morgan  Super  Traders  Worry  Hedge  Funds 

Picture  (Metafile) 


I  met  with  some  of  these  Morgan  Stanley  guys  this  week.  As  we  merge  our  secondary  structured  products 
trading  (CMBS,  sub-prime  MBS,  ABS,  correlation,  index)  business  with  Will's  structured  credit  trading  business, 
expanding  the  activities  of  a  prop  group  covered  by  the  street  will  make  sense  and  we  plan  to  grow  that  group. 

^^■■■■■■iMBBSiHHIBHBM''HHl|.  But 

Morgan  Stanley  is  going  overboard  by  taking  most  of  their  experienced  and  known  traders  out  of  the  franchise. 
We  should  keep  our  franchise  leaders  in  the  seats  and  continue  to  allow  them  to  take  prop  views  -  the  customer 
flows  they  see  make  them  more  effective. 


Morgan  Super  Traders  Worry  Hedge  Funds 

New  York  Post  -  13  Apr  2006  -  By  Roddy  Boyd 

Copyright  (c)  2006,  N.Y.P.  Holdings,  Inc.  All  rights  reserved. 


•  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


April  13,  2006  —  Morgan  Stanley  has  created  an  all-star  team  of  bond  traders  to  wager  its  own  cash  in  the 
market,  a  move  that  is  raising  eyebrows  of  its  crucial  hedge-fund  clients. 

Bond  executives  at  Morgan  told  The  Post  the  change  will  put  clients'  needs  first,  rather  than  focus  on  longer- 
term  trades  for  the  investment  bank's  own  account,  which  is  "kind  of  opposed  to  the  idea  of  customer  business," 
according  to  one  trader. 

All  told,  about  30  of  Morgan's  asset-backed  bond  traders,  analysts  and  technology  specialists  are  moving  to  a 
different  floor  at  the  firm's  headquarters. 

A  senior  Morgan  executive  told  The  Post  that  feedback  from  mutual  and  pension  funds  "has  been  excellent.  They 
are  always  concerned  about  us  being  distracted  or  putting  ourselves  first." 

However,  he  acknowledged  that  hedge  funds  "might  have  some  concerns." 

The  chief  investment  officer  at  a  $5  billion  Midtown  hedge  fund  called  the  arrangement  "a  hedge  fund  with  a 
lower  cost  of  capital,  pure  and  simple." 

Morgan,  he  said,  "will  compete  with  us  for  product,  and  their  best  traders  are  off  the  desk." 

The  move  comes  as  Wall  Street's  biggest  firms  have  evolved  into  something  close  to  hedge  funds.  They  are  using 
massive  capital  bases  and  access  to  cheap  capital  to  place  huge  bets  for  their  own  accounts. 

Proprietary  trading  might  be  the  last  great  gold  rush  on  Wall  Street.  Morgan's  primary  competitor,  Goldman 
Sachs,  earned  $16.3  billion  in  net  revenue  trading  for  its  own  account  last  year. 

The  hedge-fund  executive  said  fighting  the  trend  toward  greater  prop  trading  was  useless. 
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"What's  the  difference  between  having  a  separate  [prop]  group  versus  a  Goldman  that  takes  the  same  kinds  of 
risks  on  the  various  trading  desks?"  the  executive  asked. 
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From: 
Sent: 
To: 
Subject: 


McHugh,  John 

Friday,  November  16,  2007  5:57  PM 

Sparks,  Daniel  L 

FICC  2008  business  plan  presentation  to  Firm 


Lahey's  team  is  preparing  Montag  for  this  presentation  on  Monday  and  Tom  asked  for  more  color  in  several 
areas... here's  what  I've  collected  today,  let  me  know  if  you  want  me  to  change  anything... thanks. 

General  market  expectations  /  assumptions  built  in 

We  are  expecting  mortgage  delinquencies  to  continue  to  increase  due  to  ARM  resets  and  declining  HPA,  losses  will 
begin  to  accumulate  with  increasing  severity  as  foreclosures  work  through  the  system  causing  rating  agency  downgrades 
of  RMBS  and  CDOs  to  continue  through  2008.  Whole  loan  trading  and  securitization  market  will  continue  to  be 
dislocated  in  subprime  and  Alt  A  sectors,  with  Prime  AAAs  functioning  at  reduced  volumes.  CDO  origination  will  be 
negligible.  Cash  RMBS  and  CDO  prices  continue  to  decline  until  distressed  investing  comes  in  and  creates  a  bottom. 
Single  name  RMBS  and  ABX  prices  continue  to  decline  from  current  levels  until  the  cash  market  finds  a  bottom  and 
fundamentals  improve. 


Banks  and  broker  dealers  will  continue  to  report  writedowns  from  declining  RMBS  and  CDO  prices/ratings.  Competitors 
will  be  scaling  back  mortgage  risk  taking  and  operations,  giving  us  a  competitive  advantage. 


Assumptions/Initiatives  in  ABS  p&l: 

•  Capturing  greater  cash  and  synthetic  market  flows  from  weakened  competitors 

•  Facilitating  SIV/CDO  liquidations  and  portfolio  changes 

•  Good  prop  opportunity  capitalizing  on  selling  pressure,  selective  distressed  asset  purchases 

•  Expect  prop  flow  split  to  be  roughly  50/50 

European  expansion 

Establishing  a  European  origination  business  focused  initially  on  the  UK  marketplace.  Expected  revenues  from  the 

opportunity  are  $25mm  in  2008;  direct  headcount  will  expand  from  VMMMHHHMMMHMMHVs  not  expected 

to  make  a  significant  revenue  contribution  in  2008  as  origination  volumes  will  be  small  until  securitization  market 

stabilizes 

We  are  also  expanding  the  secondary  trading  desk  to  establish  a  correlation  trading_desk.  Headcount  will  increase  from 
1  person  at  the  beginning  of  2007  to  3  people  in  2008  with  expected  revenues  of  $25mm  (up  from  $5mm  in  2007). 
Initiatives  include  expanded  index  synthetics  trading,  and  single  tranche  synthetic  CDO  trading 


Correlation  desk  -  ABACUS  related  exit  price 
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Approximately  $150mm  exit  price  valuation  adjustment  expected  to  be  released  in  1s1  half  of  2008  from  unwinding  Super 
Senior  trades,  in  addition  to  bid  offer  realized  on  trading. 

Prop  vs  flow 

Prop/flow  components  of  SPG  Trading  will  be  roughly  equal 

Majority  of  CRE  Loan  Trading,  Structured  Finance  JV  will  be  flow  revenue 

Residential  mortgage  business  will  be  more  prop  oriented  due  to  dislocations  in  the  securitization  market: 

•  Focus  will  be  on  establishing  SSG  JV  (i.e.,  Litton  purchase) 

•  Distressed  asset  (loan  pools,  portfolios)  purchases 
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From: 
Sent: 
To: 
Subject: 


Bhavsar,  Avanish  R 

Sunday,  June  10,  2007  7:06  PM 

Swenson,  Michael;  Salem,  Deeb;  Chin,  Edwin 

Re:  CDS  on  CDOs 


Ok 

Original  Message  

From:  Swenson,  Michael 

To:  Salem,  Deeb;  Bhavsar,  Avanish  R;  Chin,  Edwin 

Sent:  Sun  Jun  10  15:56:00  2007 

Subject:  Re:  CDS  on  CDOs 

Really  don't  want  to  offer  any 

Original  Message  

From:  Salem,  Deeb 

To:  Bhavsar,  Avanish  R;  Chin,  Edwin;  Swenson,  Michael 

Sent:  Sun  Jun  10  13:21:03  2007 

Subject:  Re:  CDS  on  CDOs 

Not  sure  if  we  have  any  to  offer  any  more.  Let's  discuss  monday 

Sent  from  my  BlackBerry  Wireless  Device 


Original  Message  

From:  Bhavsar,  Avanish  R 
To:  Salem,  Deeb;  Chin,  Edwin 
Sent:  Sun  Jun  10  12:07:08  2007 
Subject:  Fw:  CDS  on  CDOs 

Can  I  get  levels  gor  chad  thx 

Original  Message  

From:  C.  Klinghoffer  <cklinghof ferSglenviewcapital . com> 

To:  Bhavsar,  Avanish  R 

Sent:  Sun  Jun  10  12:05:58  2007 

Subject:  Re:  CDS  on  CDOs 

<<Glenview_Disclaimer .  txt» 
K  thanks 

Original  Message  — : 

From:  Bhavsar,  Avanish  R  <avanish.bhavsar@gs . com> 

To:  C.  Klinghoffer 

Sent:  Sun  Jun  10  12:02:51  2007 

Subject:  Re:  CDS  on  CDOs 

I  can  get  mon,  range  6-900  roughly 

Original  Message  

From:  C.  Klinghoffer  <cklinghof fer@glenviewcapital . com> 

To:  Bhavsar,  Avanish  R 

Sent:  Sat  Jun  09  18:59:08  2007 

Subject:  RE:  CDS  on  CDOs 

hey  av,  what  levels  are  these  at? 
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From:  Bhavsar,  Avanish  R  [mailto:avanish.bhavsar@gs.com] 
Sent:  Thursday,  June  07,  2007  3:10  PM 
To:  C.  Klinghoffer 
Subject:  CDS  on  CDOs 


Deal  N 

BFCGE 

BWIC  2 

CAMBR 

CBCL  1 

CBCL  1 

CRNMZ 

CRNMZ 

DUKEF 

ETRD  2 

GEMST 

GLCR  2 

HGCDO 

HLCDO 

I  CM  20 

IXCBO 

LRDG  2 

PINEM 

RIVER 

SHERW 

SMSTR 

TOPG  2 

TOURM 


ame 

2006- 1A 

006- 1A 

6A 

5A 

6A 

2006-1A 

2006-2A 

2006-10A 

006- 5A 

2005-3A 

006-4A 

2006- 1A 

2006- 1A 

05-2A 

2006-2A 

006-1A 

2006-AA 

2005-1A 

2005-2A 

2005-1A 

006-2A 

2006-2A 


Tranche 

A3L 

C 

D 

C 

C 

5 

C 

A3 

A3 

C 

C 

C 

C 

c 
c 
c 
c 
c 
c 

B 
B 
D 


Rating 

A 

A 

A 

A 

A 

A 

A 

A 

A 

A 

A 

A 

A 

A 

A 

A 

A 

A 

A 

A 

A 

A 


ALPHA  2007-1A  3  AA 

ACCDO  10A  B  AA 

CAMBR  5A  A3  AA 

CBCL  15A  B  AA. 

DUKEF  2006-12A  A2  AA 

SHERW  2005-2A  B  AA 

TOURM  2005-1A  III  AA 


Avanish  R.  Bhavsar 
Managing  Director 
Capital  Structure  Sales 
Securities  Divison 

Goldman,  Sachs  &  Co. 

1  New  York  Plaza  50th  Floor  |  New  York,  NY   10004 

Tel:   212  357-8405  |  Cell:  917-379-1426 

e-mail:  avanish.bhavsar@gs.com 


©  Copyright  2007  The  Goldman  S 
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From: 
Sent: 
To: 
Subject: 


Sparks,  Daniel  L 

Thursday,  August  10,  2006  7:34  PM 

Ostrem,  Peter  L 

Re:  Leh  CDO  Fund 


Not  going  to  happen 

Original  Message  

From:  Ostrem,  Peter  L 

To:  Rosenblum,  David  J.;  Sparks,  Daniel  L       . 

Sent:  Thu  Aug  10  19:07:43  2006 

Subject:  Re:  Leh  CDO  Fund 

Let's  do  our  own  fund.  SP  CDO  desk.   Big  time.   GS  commits  to  hold  proportion  of  equity 
outright.   This  could  be  big.   Of  course,  after  Orca  closes!  I  need  orca  orders.   We  are 
slipping  here  and  I  need  both  your  help! 

Original  Message  

From:  Rosenblum,  David  J. 

To:  ficc-clo;  ficc-spgsyn 

Cc:  Ostrem,  Peter  L;  Sparks,  Daniel  L 

Sent:  Thu  Aug  10  19:02:32  2006 

Subject:  Fw:  Leh  CDO  Fund 


Fyi 
D 


Sent  from  my  BlackBerry  Wireless  Handheld  (www.BlackBerry.net) 


■  =  Redacted  by  the  Permanent 
Subcommittee  on  Investigations 


Original  Message  

From:  Hornback,  Joseph 

To:  Wisenbaker,  Scott;  Rosenblum,  David  J. 

Cc:  Raz,  Shlomi;  Ricciardi,  Steven 

Sent:  Thu  Aug  10  18:57:54  2006 

Subject:  Leh  CDO  Fund 

David  and  Scott, 

Steve  and  I  wanted  to  post  you  on  the  current  status  and  plans  at  the  LEH  CDO  fund.  In  the 
way  of  background,  the  Leh  CDO  Fund  1  WSHM  consists  of  jBB|  equity  of  predominately 
^|  0  (they  have  bought  equity  in  a  couple  of  flMBHHHMI  deals)  .  Their 

performance  to  date  has  been  well  received  by  their  investors.  They  are  currently  raising 
their  2nd  fund  and  already  have  indications  north  of  $300mm  without  any  OC  or  marketing 
materials  (including  fl  H  from  the  W  Bthat  Steve  tee'd  up  before  he 

left) .  Their  initial  intentions  were  to  raise  another  MHHHI  fund,  but  given  their  success 
so  far  they  are  contemplating  a  larger  fund  with  a  longer  drawdown  period.  The  strategy  of 
the  2nd  fund  will  have  a  slightly  different  twist.  Consistent  with  the  1st  fund,  they  will 
be  investing  heavily  in  V  B  But  tneY  want  to  also  execute  macro  hedging  and  long 
short  structured  credit  strategies  along  with  exploring  MV  structures  with  the  appropriate 
managers. 


low  is  a  list  of  managers  that  Leh  has  multiple  commitments  with: 
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Goldman,  Sachs  &  Co. 

One  New  York  Plaza  |  50th  Floor  I  New  York,  NY  10004 

Work:   212-902-7357  |   Fax:   212-256-6360 

email:     joseph.hornback@gs.com 

Goldman 

Joe  Hornback 

Vice  President  -  Structured  Credit 

Fixed  Income  Currency  &  Commodities  Division 


Sachs 


Disclaimer: 

(C)  Copyright  2006  The  Goldman  Sachs  Group,  Inc.  All  rights  reserved. 

See  http://www.gs.com/disclaimer/email-salesandtrading.html  for  important  risk  disclosure, 

conflicts  of  interest  and  other  terms  and  conditions  relating  to  this  e-mail  and  your 

reliance  on  information  contained  in  it.   This  message  may  contain  confidential  or 

privileged  information.   If  you  are  not  the  intended  recipient,  please  advise  us 

immediately  and  delete  this  message.  See  http://www.gs.com/disclaimer/email/  for  further 

information  on  confidentiality  and  the  risks  of  non-secure  electronic  communication.  If 

you  cannot  access  these  links,  please  notify  us  by  reply  message  and  we  will  send  the 

contents  to  you. 
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From:  Swenson,  Michael 

Sent:  Saturday,  March  03,  2007  7:26  PM 

To:  Birnbaum,  Josh;  Salem,  Deeb;  Chin,  Edwin 

Subject:  Re:  Another  idea... 

Love  it  we  will  give  dan  a  heart  attack 

Original  Message  

From:  Birnbaum,  Josh 

To:  Salem,  Deeb;  Swenson,  Michael;  Chin,  Edwin 

Sent:  Sat  Mar  03  19:12:27  2007 

Subject:  Re:  Another  idea... 

I  like  it. 

■  Original  Message 

From:  Salem,  Deeb 

To:  Birnbaum,  Josh;  Swenson,  Michael;  Chin,  Edwin 

Sent:  Sat  Mar  03  17:03:17  2007 

Subject:  Another  idea... 

Am  1  crazy  to  be  thinking  we  might  want  to  grow  the  harbinger  trade  and  do  our  own  abs 
desk  cdo.  There'll  be  so  much  juice  in  it.  It  would  blow  out.  We  could  sell  supersenior 
and  maybe  some  equity.  Then  the  remaining  mezz  would  be  a  cover  of  a   couple  hundred 
million  of  our  cdo  short.  Haven't  crunched  the  numbers,  but  I'm  guessing  we'd  effectively 
cover  well  north  of  1000  plus  own  some  call  rights.  Or  we  also  keep  equity  and  own  it  for 
free. 

To  select  the  portfolio,  we  look  at  the  underlying  rmbs  deals  in  our  cdo  shorts.  And 
replicate  that  as  best  as  possible. 

Just  an  idea...  I've  also  compiled  a  list  of  15  or  so  potential  accounts  that  we  could 
help  monetize  sn  shorts  if  we  don't  want  harbingers  full  size.  Could  probably  clip  l-2pts 
plus  own  another  5-6pts  upside  in  10 


Sent  from  my  BlackBerry  Wireless  Device 
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From:  Salem,  Deeb 

Sent:  Thursday,  June  07,  2007  9:35  AM 

To:  Swenson,  Michael 

Subject:  Re:  Fyi 

That's  fine.  My  number  1  concern  is  that  its  traded  by  the  right  people  be  the  opportunity 
is  huge.  Its  a  product  that  needs  to  be  traded  as  a  prop  product.  I  would  be  so  upset  if 
the  teachers  pet  has  any  control  over  it.  That  would  be  a  big  mistake.  U  need  to  be  in 
charge  and  we  need  prop  minded  guys  involved 


Sent  from  my  BlackBerry  Wireless  Device 

Original  Message  

From:  Swenson,  Michael 

To:  Salem,  Deeb 

Sent:  Thu  Jun  07  07:17:06  2007 

Subject:  Re:  Fyi 

Talk  to  me  now  things  are  developing  -  dan  wants  you  to  be  the  epicenter  of  the  subprime 
universe  which  is  not  a  bad  position  to  be  in 

Original  Message  

From:  Salem,  Deeb 

To:  Swenson,  Michael 

Sent:  Wed  Jun  06  22:25:08  2007 

Subject:  Re:  Fyi 

he  is  making  the  decision  to  not  be  part  of  the  process... he  is  impossible  to  please.  I 
wouldn't  give  it  another  thought.  Maybe  just  shoot  him  an  email  evrytime  u  guys  go  to  sit 
down  and  then  if  he  gets  the  email  and  its  important  to  him  he  can  join  you. 

Btw,  I  want  to  talk  to  you  about  cdos  soon  too 

Sent  from  my  BlackBerry  Wireless  Device 

Original  Message  

From:  • Swenson,  Michael 

To:  Salem,  Deeb 

Sent:  Wed  Jun  06  21:58:15  2007 

Subject:  Fyi 

Josh  is  mildly  ipset  he  is  not  part  of  the  discussions  with  cdos  but  everytime  there  is  a 
meeting  he  is  off  the  desk  or  has  not  arrved  at  the  office  yet  -  I  do  not  know  what  to  do 
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ADDITIONAL  DOCUMENTS 

RELATED  TO 

DEUTSCHE  BANK 


Footnote  Exhibits  -  Page  5842 

GREGLIP@blooinberg.net  ToIBOGZA@blooniberg.net 

cc 
02/21/2007  08:05  PM  bcc 

SubjectRe:  **  PRICED  $1 .  1BLN  GEMSTONE  VII  ** 


====Begin  Message==== 

Message! :  25000 

Message  Sent:  02/21/2007  20:05:22 

From:  GREGLIP@bloomberg.net | GREG  LIPPMANNI DEUTSCHE  BANK  SECURI | 1726 | 328663 

To:  IBOGZA@bloomberg.net|ILINCA  BOGZAI DEUTSCHE  BANK  SECURI | 1726 | 328663 

Subject:  Re:  **  PRICED  $1.1BLN  GEMSTONE  VII  ** 

How  much  of  each  placed  and  retained  by  them  don't  care  (for  now)  the  investors 
just  want  to  see  what  portuon  of  deal  was  sold. 


Sent  From  Bloomberg  Mobile  MSG 

Original  Message  

From:  ILINCA  BOGZA,  DEUTSCHE  BANK  SECURI  <ibogza@bloomberg.net> 
At:  2/21/2007  19:40 

HBK  LONG..  THEY  ARE  TAKING  THEM  BACK..  DO  YOU  WANT  A  LIST  OF  THE  TRANCHES.. 
THEY  ARE  TAKING  ALL  CLASS  A-l.  WAITING  FOR  CIFG  TO  GET  THERE.  WHAT  IS  FINANCING 
O   THAT?  HBK  WOULD  LIKE  TO  KNOW 


=End  Message= 
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GREGLIP@bloomberg.net  Tomichael.lamont@db.com 

cc 
02/20/2007  01:33  PM  bcc 

SubjectRe:  Fwd:  how  is  the  cdo  machine  doing  these  days?  can  u  sti 


====Begin  Message===== 

Message!:  157151 

Message  Sent:  02/20/2007  13:33:19 

From:  GREGLIP@bloomberg.net | GREG  LIPPMANNI DEUTSCHE  BANK  SECURI | 1726 | 328663 

To:  michael. lamont@db. com|  |  I  I 

Subject:  Re:  Fwd:  how  is  the  cdo  machine  doing  these  days?   can  u  sti 

thanks  for  the  update. .. going  to  get  a  lot  bumpier  very  soon.... lets  get  the 
finkel  deal  out  the  door. . . 

r-  Original  Message 

From:  Michael  Lamont   <michael . lamont@db. com> 
At:   2/20  13:30:22 

Good  color  I  am  out  w  a  fever  back  tomorrow 

After  reflection  I  think  the  biggest  issue  for  dealers  are  the  cdo2 .   For  the 
giant  magnetar  rmbs  cdo  deals  the  situation  isn't  great,  but  the  aa/aaa/ss 
probably  clear  at  a  level,  and  the  dealer  can  play  games  w  the  SS  —  sell  junior 
piece,  keep  60-top,  mark  not  observable,  dealer  takes  down  bbb  and  a,  sticks 
equity  to  hedge  fund  like  magnetar  at  equity  floor,  maybe  loses  5-15  after  fees. 

The  bbb/a  cdo2  backed  by  mid/late  2006  vintage  are  the  lose  your  job  problem  I 
think,  not  sure  how  any  deals  will  clear.   And  for  hi  grade  abs  cdos .    ML  did 
26bln  of  hi  grade  last  year,  25-35%  cdo  mostly  aa  some  a.   Say  conservatively 
they  have  lObln  in  ramp  up  so  3  bin  of  a/aa  cdo,  if  the  mkt  starts  to  price 
their  hi  grade  like  cdo2  in  addition  to  their  cdo2  ramping  of  bbb/a  (lbln?2bln? 
ramped)  they  will  have  an  even  worse  problem.  Same  problem  at  citi — I  think  they 
are  relatively  ok  on  mezz  abs  risk  but  not  on  cdo2 . 

Calyon  pulled  out  of  ralph  choffee  mezz  deal,  won't  do  SS,  we  were  next  in  line, 
ralph  now  coming  to  us.   Calyon  are  rumored  to  have  12bln  of  risk  on  their  lines 
At  the  same  time  cifg  and  robia  still  writing  tickets  (mbia  did  a  magnetar  type 
deal  last  week,  structural  change  to)  get  them  in  was  oc  test  in  principal 
waterfall  not  interest  waterfall. 
Sent  from  my  Blackberry  Wireless 


Mr.  Michael  Lamont 
Managing  Director 
Deutsche  Bank  Securities  Inc. 
60  Wall  Street,  19th  Floor 
New  York,  NY,  USA 
Telephone:  +1(212)250-8708 
Mobile:  +1  917-821-8843 
E-Mail:  michael.lamont@db.com 


Original  Message  

From:  "GREG  LIPPMANN,  DEUTSCHE  BANK  SECURI"  [greglip@bloomberg.net] 

Sent:  02/20/2007  01:04  PM 

To:  undisclosed- recipients : ; 

Subject:  Fwd:  how  is  the  cdo  machine  doing  these  days?   can  u  still  plac 
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Sent  From  Bloomberg  Mobile  MSG 

Original  Message  

From:  DAVID  HOMAN,  MOORE  CAPITAL  MANAGE 
At:  2/20/2007  11:20 

how  is  the  cdo  machine  doing  these  days?   can  u  still  place  cdo 

paper?   are  they  still  ramping  in  this  environment? 

Reply: 

GETTING  SLOWER  BUT  NOT  DEAD  YET... 2-5  RAMPING  A  DAY  INSTEAD  OF 

10-15. . .HEARING  OF  MANY  INVESTORS  IN  ASIA  ESPECALLY  SHUTTING  DOW 

N  POST  HSBC  NEWS  BUT  THE  WINDOW  IS  NOT  COMPLETELY  SHUT  YET  (THEY 

MAY  BE  DEALS  THAT  WERE  LARGELY  RAMPED  THAT  R  JUST  FINISHING. . ) 
Reply: 

i  hear  rumors  that  ML,  BS,  GS,  C  have  asked  CDOs  less  than  50% 
ramped  to  basically  stop  ramping.   Have  you  heard  anything 
along  these  lines?  What  are  the  implications  for  mkt  if  this 
is  true? 


This  has  been  prepared  solely  for  informational  purposes.  It  is  not  an  offer, 
recommendation  or  solicitation  to  buy  or  sell,  nor  is  it  an  official 
confirmation  of  terms.  It  is  based  on  information  generally  available  to  the 
public  from  sources  believed  to  be  reliable.  No  representation  is  made  that  it 
is  accurate  or  complete  or  that  any  returns  indicated  will  be  achieved.  Changes 
to  assumptions  may  have  a  material  impact  on  any  returns  detailed.  Past 
performance  is  not  indicative  of  future  returns.  Price  and  availability  are 
subject  to  change  without  notice.  Additional  information  is  available  upon 
request. 


This  e-mail  may  contain  confidential  and/or  privileged  information.  If  you 
are  not  the  intended  recipient  (or  have  received  this  e-mail  in  error) 
please  notify  the  sender  immediately  and  destroy  this  e-mail.  Any 
unauthorized  copying,  disclosure  or  distribution  of  the  material  in  this 
e-mail  is  strictly  forbidden. 


=End  Message= 
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ToELEANNYP@bloomberg.net, 

AMALDONADO 1  @bloomberg.net 
cc 
bcc 
SubjectShorten  up  the  legal  final  on  GEMSTONE  VII  and  you'll  get  a 


=====Begin  Message=== 

Message*:  137990 

Messaae  Sent:  02/13/2007  08:52:16 


Redacted 


To:  ELEANNYP@bloomberg.net | ELEANNY  P I CHARDO | DEUTSCHE  BANK  SECURI | 1726 | 328663 

To:  AMALDONAD01@bloomberg.net | ALEXANDER  MALDONADO | DEUTSCHE  BANK  SECURI | 1726 | 328663 

Subject:  Shorten  up  the  legal  final  on  GEMSTONE  VII  and  you'll  get  a 


Shorten  up  the  legal  final  on  GEMSTONE  VII  and  you'll  get  a 
nice  order  on  the  Aa2  and  A2  class.   Lunch  on  you. . . . 
Reply: 

working  on  it- 
Reply: 
CDO  market  is  puking  right  now. . . . 


====End  Message= 
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DB  PSI  00842893 


From: 
Sent: 
To: 
Subject: 


Footnote  Exhibits 
GREG  LIPPMANN  (DEUTSCHE  BANK  SECURI)  <GREGLIP@BBOTG> 
Thursday,  June  29,  2006  5:21  PM 
MICHELLE  BORRE  (OPPENHEMERFUNDS,  IN)  <MBORREl@BBOTG> 


Page  5846 


Message  Sent:  06/29/2006  13:21:10 

From:  GREGLEP@BBOTG|GREG  LIPPMANNpEUTSCHE  BANK  SECURI|1726|328663 

To:MBORREl@BBOTG|MICHELLE  BORRE|OPPENHEIMERFUNDS,  IN|  | 

A  CLIENT  THAT  DID  THE  SAME  TRADE  AS  U  WITH  US  SENT  ME  A  TSHIRT 
"M  SHORT  YOUR  HOUSE"...I  JUST  BOUGHT  20  OF  EM  TO  GIVE  TO  CLIENT 
S   THAT  DO  THE  TRADE  WITH  US..DOU  WANT  1  OR  2?    . 
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"Marc  Majzner"  To:  ninca  R  Bogza/NewYork/DBNA/DeuBa@DBAmericas 

<MMajmer@northruncapital.com>00'-  Grs^  Lippmann/NewYork/DBNAyDeuBa@DBAmericas 

Subject:  RE:  MBS  CDS 

10/1 1/2006  01 :58  PM 

Thanks  -  would  you  have  a  report  that  shows  certain. stresses  on  the 
market  and  what  bullish  assumptions  on  CDR,  loss  severity  would  do?   I'm 
looking  at  materials  that  would  have  been  used  to  pitch  bulls/longs  on  ' 
MBS  -  and  not  the  bears. 

Also,  is  this  report,  referred  to  in  the  Halcyon  report,  handy? 

"SIMULATED  HOUSING  MARKET  DECLINE  REVEALS  DEFAULTS  ONLY  IN  LOWEST-RATED 
U.S.  RMBS  TRANSACTIONS"  Standard  and  Poor's,  September  2005 


Thanks,  Marc 


Original  Message 

From:  Ilinca  R  Bogza  [mailto : ilinca . r ■ bogza@db . com] 

Sent:  Wednesday,  October  11,  2006  1:26  PM 

To:  Marc  Majzner 

Cc:  greg.lippmann@db.com 

Subject:  Fw:  MBS  CDS 

Forwarded  by  Christopher  Meany/NewYork/DBNA/DeuBa  on  10/11/2006 

01:00  PM  

Greg  Lippmann/NewYork/DBNA/DeuBa@DBAMERICAS 
10/11/2006  12:59  PM 

To 

"Marc  Majzner"  <MMajzner@northruncapital. com>@DEUBAINT 

cc 

Christopher. meany@db. com 

Subject 

RE:  MBS  CDS 


chris  please  send  abs  cdo  marketing  materials  to.  Marc  asap  please. 


Greg  H.  Lippmann 

Managing  Director 

Deutsche  Bank  Securities  Inc. 

3rd  Floor 

60  Wall  Street 

New  York,  New  York  10005 

Phone  (212)  250-7730 
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"Marc  Majzner"  <MMajzner@northruncapital .com> 
10/11/2006  12:50  PM 


To 

Greg  Lippmann/NewYork/DBNA/DeuBa@DBAmericas 


Subject 
RE:  MBS  CDS 


email 

Marc  Majzner 

1  International  Place 

Suite  2401 

Boston,  MR.   02110 

Phone:  617-310-6130 

Fax:  617-507-5805 

E-Mail :         mma j  zner@northruncapital . com 


This  e-mail  may  contain  confidential  and/or  privileged  information.  If 

you 

are  not  the  intended  recipient  (or  have  received  this  e-mail  in  error) 

please  notify  the  sender  immediately  and  destroy  this  e-mail.  Any 

unauthorized  copying,  disclosure  or  distribution  of  the  material  in  this 


e-mail  is  strictly  forbidden. 


This  e-mail  may  contain  confidential  and/or  privileged  information.  If 

you 

are  not  the  intended  recipient  (or  have  received  this  e-mail  in  error) 

please  notify  the  sender  immediately  and  destroy  this  e-mail.  Any 

unauthorized  copying,  disclosure  or  distribution  of  the  material  in  this 

e-mail  is  strictly  forbidden. 


This  e-mail  may  contain  confidential  and/or  privileged  information.  If 
you  are  not  the  intended  recipient  (or  have  received  this  e-mail  in 
error)  please  notify  the  sender  immediately  and  destroy  this  e-mail.  Any 
unauthorized  copying,  disclosure  or  distribution  of  the  material  in  this 
e-mail  is  strictly  forbidden. 
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Michael  To:  greg.lippmann@db.com 

George@DBNAcc: 

Subject: 

!  11/03/2005 

I  .     07:49  PM 

Mangiones  Baa2  at  n+160  4YRS  BREAK  AT  16%  cum  loss look  like  a  disaster  ! ! 

That  implies  a  base  loss  of  8% or  about  2.5  loss  rate  a  year 

Fico  is  660,  so  hardly  prime card  loss  rate  for  this  fico  about  10,  so  say  cuz  the  guys  home  is  on  the  line  he 

only  defaults  at  5% 

Base  case  loss  around  17  to  20  then 

And  BBB  should  have  around  3  5  to  40  beneath  it 

Means  that  the  BBB  attachment  should  be  around  where  paulie  has  his  AA 

Everything  else  i  s  CRAP  and  should  be  1 00s  and  1 000s  back  of  offer 

Even  though  paulie  says  Winter  group  can  sell  this  stuff  I  cannot  believe  anyone  thinks  the  ratings  agencies 

have  the  sub  levels  right their  loss  levels  are  based  on  an  environment  of  refis bet  you  sam  ranieri  owns 

all  the  winter  group  seconds  deals  mezz  paper  twerwin  cdos 


Sent  from  my  BlackBerry  Handheld. 
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Jon-Paul .  To:  Chris  Wagner/NewYork/DBNA/DeuBa@DBAmericas,  David 

Rorech(^BAMERICAS^ittennan^ew^or^->BNA/DeuBa@DBAmericas,  Kevin 
"  Finnerty/NewYork/DBNA/DeuBafgDBAmericas,  Michael 

ns/ionnrv;m  <&v\a        Guck/NewYork/DBNA/DeuBa@DBAmericas,Mark 
05/ 1 9/2006  0 1  .So  FM        Colm/NewYoik/DBNA/DeuBa@DB Americas,  Wight 

Martmdale/NewYork/DBNA/DeuBa@DBAmericas,  Marc 
Lavine/NewYork/DBNA/DeuBa@DBAmericas,  Steve 
Rosen/NewYork/DBNA/DeuBa@DBAmericas,  John 
Bertnmd/NewYork/DBNA/DeuBa@DBAmericas,  Kevin 
Finnerty/NewYork/DBNA/DeuBa(2pBAmericas,  Brian 
Zucker/NewYork/DBNA/DeuBa@DBAmericas,  Robert 
Leone/NewYork/DBNA/DeuBa@DBAmericas,  Gregory 
Steele/New York/DBNA/DeuBa@DBAmericas,  Chip 
Stevens/NewYork/DBNA/DeuBa@DBAmericas,Pak 
Lui/NewYork/DBNA/DeuBa@DBAmericas,  Robert 
Weintraub/NewYork/DBNA/DeuBa@DBAmericas 
cc:  Anthony  Pawlowski/NewYork/DBNA/DeuBa@DB  Americas,  Ilinca  R 
Bogza/NewYork/DBNAyDeuBa@DBAmericas,  Greg 
Lippmann/NewYork/DBNA/DeiiBa@DBAmericas,  Michael 
Lamont/NewYork/DBNA/DeuBa@DBAmericas 
Subject:  TIAA  equity  /  Trade  Idea 
HY  SAles.... there's  a  lot  of  you  who  have  put  people  into  the  sub  prime  "short"  trade  with  Greg  Lippman  I  think 
the  following  is  a  great  way  to  express  this  view  while  saving  considerable  carry,  (you  would  also  be  moving  an 
important  axe  for  the  CDO  desk.  ) 

In  Greg  Lippmans  trade,  your  customer  is  getting  short  the  BBB-  tranche  (the  first  tranche  after  equity)  of  a  pool 
of  Subprime  Mtges.  The  apprx  carry  is  200bps,  currently. 

Although  many  believe  we're  on  the  verge  of  payment  stress  or  so  called  "housing  bubble",  none  are  too  sure  of 
the  timing.  I  believe  the  following  is  a  way  to  pay  for  this  carry  while  putting  on  an  implied  "correlation"  trade  on 
the  housing  mrkt.  Or  even  a  Sr./Sub  trade 

The  attached  is  an  offer  for  $9.5mm  equity  in  a  HIGH  GRADE  Cdo,  which  is  made  up  of  70%  RMBS  (only  1 5% 
of  this  70%  is  "subprime") 

Currently,  this  piece  is  offerd  at  a  yield  of  ~17-18%! 

You  would  have  to  believe  that  if  your  equity  piece  is  experiencing  stress,  then  there  would  be  a  high  degree  of 
"correlation"  on  all  sub  prime  mortgages/home  equities. 

The  key  is  deciding  what  "delta"  you  would  use.  Considering  there's  only  18%  on  9.5mm  ,  you  could  easily  get 
short  80mm  BBB-s  (~200bps)  and  still  have  a  slight  positive  carry. 

Pis  speak  to  Anthony  Pawlowski  /  Ilinca  Bogza  on  the  CDO  desk,  and  Greg  Lippman  on  the  ABS  desk  for  more 
details.  JP 


Attached  is  the  Mount  Skylight  equity  presentation.  Price  Yield  table  to  follow 


Mt  Skylight  CDO  Marketing  Book _Equ'rty_051 106.pdf  TlAA_Mount  Skylight  CD0_Current  Portfolio_051 00B.xls    YIELD  Cates.xls 
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Rajeev  To:  Greg  Lippmann/NewYork/DBNA/DeuBa@DBAmericas,  Richard 

Misra@DBEMEADAlbert/NewYork/DBNA/DeuBa@DBAmericas,  Boaz  Weinstein 

cc: 
10/25/2006  12:50    Subject:  Fw:  Deutsche  at  its  best 
PM 

Forwarded  by  Rajeev  Misra/DMGGM/DMG  UK/DeuBa  on  25/10/2006  17:49 

Arahu  _  michele.faissola@db.com,  philip.weingord@db.com 

Jain/DMGGM/DMG  rajeev.misra@db.com,  pablo.calderini@db.com 

UK/DeuBa@DBEMEA  cc 

SubjectFw:  Deutsche  at  its  best 
25/10/2006  16:07 

fyi 


Anshu  Jain 

Head  of  Global  Markets 

Member  of  Group  Executive  Committee 

Deutsche  Bank  AG 

Tel:  +44-20-7545-2863 

Fax:  +44-20-7545-8371 

Mobile:  +44-7770-673491 

E-mail:  Anshu.Jain@db.com 

Forwarded  by  Anshu  Jain/DMGGM/DMG  UK/DeuBa  on  25/10/2006  16:06 

derek.kaufman@jpmorgan.com  ToAnshu  Jain/DMGGM/DMG  UK/DeuBa@DBEMEA 

cc 
25/10/2006  16:01  SubjectRe:  Deutsche  at  its  best 

Anshu, 

Unlike  Greg,  I  am  not  in  the  camp  that  housing  Armageddon  is  around  the 
corner,  although  I  do  think  that  if  home  prices  decline  modestly  over  a 
year  or  two  (say  a  20-30%  probability) ,  the  sub-prime  borrower  will  have 
some  real  difficulties.   My  main  motivation  behind  this  trade  is  that  I 
think  the  correlation  risk  in  sub-prime  MBS  CDOs  is  mis-priced,  given  how 
similar  the  borrowers  from  one  deal  to  another  will  be  in  a  time  of 
distress.   Compared  with  the  popular  macro  hedge-fund  trade  of  buying 
single-name  protection  on  BBB-  ABS  at  L+250,  this  structure  seems  like  a 
slam  dunk.  ■  Basically,  I  think  of  this  protection  as  a  cheap  wing  option  in 
my  overall  business  that  lets  me  do  other  profitable  interest  rate  and 
credit  trades  without  worrying  too  much  about  the  tail  risk  of  a  housing 
collapse. 

Derek 


Anshu  Jain 

<anshu . j ain6db . co 

m>  To 

"derek. kaufman" 
10/25/2006  10:29  <derek. kaufman@ jpmorgan. com> 

AM  cc 

Subject 
Re:  Deutsche  at  its  best 
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Derek 

Delighted  to  get  your  note  as  you  would  expect.  Smart  trade  by  the  way, 
given  we  have  just  acquired  a  couple  of  RMBS  originators,  both  prime  and 
sub  prime.. how  concerned  should  I  be? 


Anshu  Jain 

Head  of  Global  Markets 

Member  of  Group  Executive  Committee 

Deutsche  Bank  AG 

Tel:  +44-20-7545-2863 

Fax:  +44-20-7545-8371 

Mobile:  +44-7770-673491 

E-mail:  Anshu.Jain@db.com 


derek. kaufman@ jpmorgan. com 

25/10/2006  14:59 
To 
Anshu  Jain/DMGGM/DMG  UK/DeUBa@DBEMEA 


Subject 

Deutsche  at  its  best 


Anshu, 

I  wanted  to  let  you  know  that  last  night  we  closed  on  a  synthetic  CDO 
transaction  (IXION  2006-6)  where  I  bought  $350mm  of  mezzanine  protection  on 
a  bespoke  portfolio  of  BBB  and  BBB-  sub-prime  MBS.   Deutsche  placed  all  of 
this  risk  through  structured  notes  sold  to  investors,  and  was  an  incredible 
partner  through  the  process  of  portfolio  selection,  structuring,  pricing 
and  distribution.   My  long-standing  and  trusting  relationships  with  Fred 
Brettschneider  and  Andy  Isaacs,  coupled  with  Greg  Lippman's  top-tier 
presence  in  this  market,  were  the  main  factors  in  my  choosing  Deutsche  as  a 
counterparty  for  this  complex  transaction.   Needless  to  say,  I  am  quite 
pleased  with  what  great  work  these  three  individuals  did  during  the  four 
months  from  conception  to  closing,  and  hope  this  transaction  could  be  the 
start  of  a  series  of  similar  trades  in  the  future. 
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I  hope  everything  is  going  well  for  you,  and  look  forward  to  catching  up 
when  I  visit  London  early  next  year. 

Derek 


This  communication  is  for  informational  purposes  only.  It  is  not  intended 
as  an  offer  or  solicitation  for  the  purchase  or  sale  of  any  financial 
instrument  or  as  an  official  confirmation  of  any  transaction.  All  market 
prices,  data  and  other  information  are  not  warranted  as  to  completeness  or 
accuracy  and  are  subject  to  change  without  notice.  Any  comments  or 
statements  made  herein  do  not  necessarily  reflect  those  of  JPMorgan  Chase  & 
Co.,  its  subsidiaries  and  affiliates. 

This  transmission  may  contain  information  that  is  privileged,  confidential, 
legally  privileged,  and/or  exempt  from  disclosure  under  applicable  law.  If 
you  are  not  the  intended  recipient,  you  are  hereby  notified  that  any 
disclosure,  copying,  distribution,  or  use  of  the  information  contained 
herein  (including  any  reliance  thereon)  is  STRICTLY  PROHIBITED.  Although 
this  transmission  and  any  attachments  are  believed  to  be  free  of  any  virus 
or  other  defect  that  might  affect  any  computer  system  into  which  it  is 
received  and  opened,  it  is  the  responsibility  of  the  recipient  to  ensure 
that  it  is  virus  free  and  no  responsibility  is  accepted  by  JPMorgan  Chase  & 
Co.,  its  subsidiaries  and  affiliates,  as  applicable,  for  any  loss  or  damage 
arising  in  any  way  from  its  use.  If  you  received  this  transmission  in 
error,  please  immediately  contact  the  sender  and  destroy  the  material  in 
its  entirety,  whether  in  electronic  or  hard  copy  format.  Thank  you. 


This  e-mail  may  contain  confidential  and/or  privileged  information.  If  you 
are  not  the  intended  recipient  (or  have  received  this  e-mail  in  error) 
please  notify  the  sender  immediately  and  destroy  this  e-mail.  Any 
unauthorized  copying,  disclosure  or  distribution  of  the  material  in  this 
e-mail  is  strictly  forbidden. 


This  communication  is  for  informational  purposes  only.  It  is  not  intended  as  an  offer  or 
solicitation  for  the  purchase  or  sale  of  any  financial  instrument  or  as  an  official 
confirmation  of  any  transaction.  All  market  prices,  data  and  other  information  are  not 
warranted  as  to  completeness  or  accuracy  and  are  subject  to  change  without  notice.  Any 
comments  or  statements  made  herein  do  not  necessarily  reflect  those  of  JPMorgan  Chase  & 
Co.,  its  subsidiaries  and  affiliates. 

This  transmission  may  contain  information  that  is  privileged,  confidential,  legally 
privileged,  and/or  exempt  from  disclosure  under  applicable  law.  If  you  are  not  the 
intended  recipient,  you  are  hereby  notified  that  any  disclosure,  copying,  distribution, 
or  use  of  the  information  contained  herein  (including  any  reliance  thereon)  is  STRICTLY 
PROHIBITED.  Although  this  transmission  and  any  attachments  are  believed  to  be  free  of  any 
virus  or  other  defect  that  might  affect  any  computer  system  into  which  it  is  received  and 
opened,  it  is  the  responsibility  of  the  recipient  to  ensure  that  it  is  virus  free  and  no 
responsibility  is  accepted  by  JPMorgan  Chase  &  Co.,  its  subsidiaries  and  affiliates,  as 
applicable,  for  any  loss  or  damage  arising  in  any  way  from  its  use.  If  you  received  this 
transmission  in  error,  please  immediately  contact  the  sender  and  destroy  the  material  in 
its  entirety,  whether  in  electronic  or  hard  copy  format.  Thank  you. 
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GREGIJP@bloomberg.net  ToMELGOLD@bloomberg.net 

cc 
05/22/2007  09:22  AM  bee 

Subject 


=~=^~~Begin  Message=== 

Message*:    232014 

Message  Sent:  05/22/2007  08:22:51 

From:  GREGLIPSbloomberg. net | GREG  LIPPMANNI DEUTSCHE  BANK 

SECURI | 1726| 328663 

To:  MELGOLD@bloomberg.net | MELISSA  GOLDSMITH | DEUTSCHE  BANK 

SECURI | 17261 328663 

Subject: 

and  what's  the  deal  with  this  jpmac  one — it's  on  an  owic  of 

a 

macro  guy  entering  the  trade, 

or  ?? 

Reply: 

ITS  A  CDO  GUY  PUKING  UP  A  PIG  HE  BOUGHT  (MAY  NOT  ACTUALLY 

SELL) 

=====End  Message==== 
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From: 

Jamiel  Akhtar 

Sent 

Tuesday,  February  13,  2007  11:05:11  AM 

To: 

Ken  Hirsh 

Subject: 

RE:  SC  marks 

Ken,  feel  free  to  call  anytime. 


From:    Ken  Hirsh 

Sent:   Tuesday,  February  13, 2007  9:41  AM 
To:      Jarniel  Akhtar;  Beau  Fournet 
Subject:         RE  SC  marks 


Thanks!  Lets  get  on  the  phone  when  you. have  a  moment  for  a  few  final  questions  and,  more  importantly, 
to  say  hello! 


From:    Jamiel  Akhtar 

Sent:   Tuesday,  February  13, 2007  10:31  AM 

To:      Ken  Hirsh;  Beau  Fournet 

Cc.      'ken.hirsh@igmail.corn' 

Subject:        SC  marks 


Ken, 

I'm  back  in  town  and  went  through  all  of  the  marks  yesterday.  I  feel  good  about  how  the  book  is  marked. 
Here's  what  we  did: 


The  wildcard  is  Gemstone  VII,  the  CDO  we  are  currently  marketing.  Pricing  is  set  for  Tues  Feb  20  and  I 
think  we  will  get  the  deal  done  at  spreads  that  make  the  resid  a  very  good  investment  If  I'm  wrong  and 
the  deal  falls  apart,  it  will  be  marked  down  something  like  $30  -  $50mm.  i  doubt  this  will  happen.  If 
pricing  were  beyond  month  end,  I  would  consult  with  accounting  to  recommend  taking  some  sort  of  a 
reserve  on  the  deal. 


Redacted  -  not  relevant 
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I  hope  this  makes  things  clearer. 
Jamie) 

from:    Ken  Hirsh 

Sent:    Friday,  February  09, 2007  5:43  PM 

To:      Beau  Fournet;  Jamie)  Akhtar 

Hey  guys, 

I  am  a  bit  curious  about  how  we  are  marking  our  longs  in  this  selloff.. 

Ken 


From:    Kevin  Jenks 

Sent:    Friday,  February  09, 2007  5:35  PM 

To:      Portfolio  Update 

Subject: 


'Redacted -NR 


Redacted  -  not  relevant 


We  are  still  moving  ahead 
with  our  CDO.  1.1b  deal,  investor  interest  still  looks  favorable  as  we  are  seen  as  a  very  good  manager, 
but  unclear  how  many  will  be  spooked  at  this  point 
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ToJordan 

Milman/NewYork/DBNA/DeuBa@DBAmericas 
cc 
bcc 
SubjectRc:  Fw.  HBK  -  Gemstone  7  BBs 


i   think   you   should  be   very  candid   about   it... give   examples   of  where   the   bbb-   trades    if   you  dont 
have   exact   color   on  the   bb. . .we   dont  want  to   f aciliate   a   total   position   dump 


Greg   H.    Lippmann 

Managing  Director 

Deutsche   Bank   Securities    Inc. 

3rd  Floor 

60  Wall  Street 

New  York,  New  York  10005 

Phone  (212)  250-7730 

Fax  (212)  797-2201 

Mobile  (917)  601-1916  . 

greg .  lippmann@db . com 


Jordan 
Milman/NewYork/DBNA/DeuBa 


01/09/2007  04:00 


PM 


To 
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Greg 
Lippmann/NewYork/DBNA/DeuBaGDBAmericas 


cc 


Subject 


Fw:    HBK   -   Gemstone   7 


BBs 
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let   me   know  what   you  want   to   do   about   this,    you  know  where   I    stand   on   some    of   these  but   it's 

gpoing   to  be   another   headache  with  kevin 

Forwarded  by  Jordan  Milman/NewYork/DBNA/DeuBa   on   01/09/2007    04:00    PM   
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01/09/2007  03:56 


PM 


Jordan 
Milman/NewYork/DBNA/DeuBa@DBAmericas 


To 
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Subject 


HBK  -  Gemstone  7 


BBS 
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Jordan, 

pis  can  you  give  us  some  color  on  how  good  the  BB. bonds  are  in  the  attached  HBK  portfolio  for 
Gemstone  7.  it  seems  there  are  a  few  fremonts  but  none  have  been  downgraded.  According  to  kevin, 
all  are  reasonably  good,  he  is  asking  us  to  do  a  revolving  deal  for  him  with  BB  reinvestments, 
and  we  might  want  to  throw  out  non-clean  BBs . 

all  BB  bonds  are  highlighted  in  yellow,  somewhat  urgent. 

thanks , 
Abhayad 

[attachment  "Gemstone  VII  Portfolio  01.09 .07 .xls"  deleted  by  Greg  Lippmann/NewYork/DBNA/DeuBa] 


Abhayad  Kamat 

Global  CDO  Group 

Deutsche  Bank  Securities  Inc. 

60  Wall  Street,  19th  Floor, 

New  York,  NY  10005-2858 

(212)  250-0526  work 

(917)  519-9694  cell 

(732)  578-2890  fax 
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Abhayad    To:  Greg  Lippmann/NewYork/DBNA/DeuBa 

Kamat        cc- 

Subject:  HELD  2006-1  -  bad  names 

08/24/2006 
04:30  PM 
Jamil's  accounts  are  listing  the  following  as  names  that  are  not  great: 

ABSHE  2005-HE8  M9 
BAYV2005-CB2 
CXHE  2005-C  B2 

GSAMP  names  —  we  have  the  following  in  the  HELD  pool 
GSAMP  2005-AHL  M6 
GSAMP  2005-HE3  B2 
GSAMP  2005-HE6B1 
GSAMP  2005-HE4  B3 


But  separately, 

- 1  had  asked  Jordan  for  generic  bad  shelfs  and  he  listed:  SAIL,  HEAT,  PPSL,  INABS,  ACE,  AMSI  and  ARSI 

the  HELD  portfolio  has  22%  of  these  names. 


Abhayad  Kamat 
Global  CDO  Group 
Deutsche  Bank  Securities  Inc. 
'60  Wall  Street,  19th  Floor, 
New  York,  NY  10005-2858 
(212)  250-0526  work 
(917)  519-9694  cell 
(732)  578-2890  fax 
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gregIip@bbotgTo:  rokurita@bbotg 
cc: 

r*i  /i  r  nwur        Subject:  Re:  Fwd:  *Here  is  a  preliminary  ist  for  Julius  baer 
uo/  1  o/zU(Jo 

09:18  AM 

Message  Sent:  06/16/2006  10:18:12 

From:  GREGLIP@BBOTqGREG  LIPPMANN]DEUTSCHE  BANK  SECURI|1726|328663 

To:  ROKURTTA@BBOTG|ROCKY  KURTTA|DEUTSCHE  BANK  SECURI|1726|3  28663 

AND  U  R  THE  MAN  ! ! !  OK  LETS  INCLUDE  IT  AT  A  VERY  WIDE  LEVEL  AND  GET  SOMET= 

HING 

TOGETHER  FOR  THESE  GUYS... 

Original  Message 

From:  ROCKY  KURITA  DEUTSCHE  BANK  SECURI 
At:  6/16  10:14:42 

we  are  short  that  one.  all  the  cwl  are  bad. 

Original  Message 

From:  GREG  LIPPMANN,  DEUTSCHE  BANK  SECURI 
At:  6/16  10:12:26 

ok  if  we  r  shit  it  b/c  is  that  the  really  crap  one  or  is  that  the  05-3  /?= 

maybe 

also  an  06  cwl.... 

Original  Message 

From:  ROCKY  KURITA  DEUTSCHE  BANK  SECURI 
At:  6/16  9:42:49 

we  have  a  couple  new  century,  how  about  a  cwl  05-4  bv  baa3 

Original  Message 

From:  GREG  LIPPMANN,  DEUTSCHE  BANK  SECURI 
At:  6/16  9:24:56 

lets  add  one  other  weakish  name  i.e.  cwl,  amsi,  nchet,heat  want  to  balanc= 

eit 

out  in  spread  terms  more.,  also  after  the  analysis  they  want  just  10  2005  = 

and  10 

06  not  more.... sales  is  charlotte  mcbride  but  lets  run  through  me  for  now= 

Original  Message 

From:  ROCKY  KURITA  DEUTSCHE  BANK  SECURI 
At:  6/16  8:54:22 


Original  Message 

From:  ROCKY  KURITA  DEUTSCHE  BANK  SECURI 
At:  6/16  8:54:18 

Can  we  run  the  numbers?  What  other  stats  does  the  accoutn  need?  who  cover= 

sthe 

account? 

1  SASC  2005-NC1  M7 

2SASC2005-NC1M8 

3SASC2005-WF1M8 
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4  SASC  2005-WF1  M9 

5  MSAC  2005-HE1  B2 

6  MSAC  2005-HE1  B3 

7  MSHEL  2005-1  B2 

8  MSHEL  2005-1  B3 

9  POPLR  2005-1  Bl 

10  POPLR  2005-1  B2 
11MLMI2005-NC1B2 
12MLMI2005-NC1B3 
13CARR2005-NC1M7 
14  CARR  2005-NC1  M8 
15ACE2005-RM1M8 
16  ACE  2005-RM1  M9 
17FFML2005-FF1B2 
18FFML2005-FF1B3 
19MSAC2005-NC1B2 
20  MSAC  2005-NC1  B3 
21BSABS2005-HE2M5 
22BSABS2005-HE2M6 

23  RASC  2005-EMX1  M5 

24  RASC  2005-EMX1  M6 

25  EMLT  2005-1  M8 

26  EMLT  2005-1  M9 

27  RAMP  2006-EFC1  M8 

28  RAMP  2006-EFC1  M9 

29  OOMLT  2006-1  M8 

30  OOMLT  2006-1  M9 

3 1  RASC  2006-EMX2  M8 

32  RASC  2006-EMX2  M9 

33  HASC  2006-OPT2  M8 

34  HASC  2006-OPT2  M9 
35CARR2006-OPT1M8 

36  CARR  2006-OPT1  M9 

37  ACCR  2006-1  M8 

38  ACCR  2006-1  M9 

39  FMIC  2006-1  M8 

40  FMIC  2006-1  M9 

41  FFML  2006-FF7  M8 

42  FFML  2006-FF7  M9 

43  JPMAC  2006-NC1  M8 

44  JPMAC  2006-NC1  M9 

45  RAMP  2006-EFC1  M8 

46  RAMP  2006-EFC1  M9 

47  POPLR  2006-AM5 

48  POPLR  2006-AM6 
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OrgSmtpMsg.eml 
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06/09/2006 
01:16PM 


Footnote  Exhibits 

To:  Frederic  Jallot/db/dbcom@DBAMERICAS@DEUBAINT 
cc:  pius.sprenger@db.com 
Subject:  Re:  HBK  Equity 


Page  5866 


we  need  to  figure  out  a  better  way the  ppsi  bonds  are  the  worst  in  the  pool. ..they  should  stay  in  regardless  of  what  it 

does  to  your  model.. .these  are  'free  money'  similarly  the  cwl  is  also  a  weak  name ok  with  removing  bsabs,  gsamp  and 

frnic  if  necessary. ..the  gsaa  bonds  are  alt  a  and  thus  provide  diversity  which  is  in  theory  bad  for  him cna  you  two  think 

about  ways  to  include  these.. ..I  think  then  we  can  tell  him  to  instead  remove  say  5  of  these  (i.e.  keep  the  ppsis  and  the 
cwl)  and  tell  him  instead  to  choose  7  of  1 5  getting  us  back  to  60  names.. .let  me  know  and  I  will  send  to  him.... 


these  are  not  in  the  smaller  pool 


073879RE0 

126673XM9 

36242DSB0 

70069FER4 

70069FJC2 

36242DTW3 

31659TDJ1 

36242DS46 


.  BSABS  2005-HE2  M6 
CWL  2005-1  BV 
GSAMP  2005-HE1  B3 
PPSI  2004-WHQ2  M9 
PPSI  2005-WHQ2  M9 
GSAA  2005-2  B3 
FMIC  2005-1  M9 
GSAA  2005-5  B3 


Greg  H.  Lippmann 

Managing  Director 

Deutsche  Bank  Securities  Inc. 

3rd  Floor 

60  Wall  Street 

New  York,  New  York  10005 

Phone  (212)  250-7730 

Fax  (212)  797-2201 

Mobile  (917)  601-1916 


Frederic  Jallot/db/dbcom@DBAMERICAS 


06/08/2006  09:31  PM 


To  greg.lippmann@db.com,  pius.sprenger@db.com 
cc 
Subject  HBK  Equity 


Removed  8  bonds  from  the  58  name  portfolio  (7  short  WALs,  1  long  WAL).  There  are  22  SPVs  to  which  we've  got  credit 
exposure,  most  of  them  have  got  short  WAL.  Would  they  take  a  reduced  spread  and  a  discount? 

Other  solution:  get  all  their  Gemstone  portfolios  and  pick  2003-2004  names  which  match  our  book.  If  the  all  the  names 
have  short  WALs,  and  the  WALs  are  not  barbelled  the  spread  should  be  good. 


Economics: 

203  bps  WASpread  assumption: 
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Tranche::  Sub  -Size  ;Leverage  !DV01;:  Fair  l;Spread!iPV%iiCorrel  ;Rec 
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:2.4% 
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Delta^Amort ICostl  Net  1  Price   iTranchellBook  \ 

\        |  ;   P&.L     p&l 

'i  ;'15.87%; 


244  bps  WASpread  assumption: 

^Tranche::  Sub  ISizeilLeverageiDVOli  Fair  i-Spread-:PV%  ICorrei 

_____; i_ _  ^_sp_  i ,  _  _  __  _  _ 

I"  0-3       :jb.00%  ?5!ob%:!        4.2        f~ZS ri!l4.32%Ti2"00%~T6.7%  C-12.1% 


Rec 


2.6% 


DeltaiiAmort  sCostii  Net  =|  Price  ilTrancheilBook 
%  If  :!     P&L     ijP&L 


-1.9%;; -6.5%   ;-0.3%;;      -      :;100.000%;:    -7.08%    ::2.60% 

;i  :H6.77%:i  ;i 


Attached  below  the  50  name  portofiio  and  a  list  of  1 5  SPVs  out  of  which  he  can  pick  5: 
[attachment  "50  Name  Portfolio.xls"  deleted  by  Greg  Lippmann/NewYork/DBNA/DeuBa] 
Pius,  the  models  are  in  the  directory  if  you  wnat  to  have  a  look. 


Frederic  Jallot 
Integrated  Credit  Trading 
Tel:  +44  (0)207  545  78  00 
Fax: +44  (0)207  545  85  10 


STRICTLY  PRIVATE  AND  CONFIDENTIAL 
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Greg 
Lip  pm  an  i) 

09/27/2006 
04:58  PM 


To:  Sean  Whelan/db/dbcom@DBAmericas 

cc:  "Axel  Kunde"  <axel.kunde@db.com>,  "Pius  Sprenger"  <pius.sprenger@db.com> 

Subject:  Re:  King  Street 


dont  offer  it  yet,  but  in  theory  we  would  be  very  happy  to  sell  them  the  aaa  i.e.  40-100  so  that  they  would  be  long  0-3  and 

40-1 00  and  short  3-40 but  that  begs  the  question  as  to  where  the  3-40  is  in  theorgy  being  taken  down  and  we  dont 

want  to  go  there... 


Greg  H.  Lippmann 

Managing  Director 

Deutsche  Bank  Securities  Inc. 

3rd  Floor 

60  Wall  Street 

New  York,  New  York  10005 

Phone  (212)  250-7730 

Fax  (212)  797-2201 

Mobile  (917)  601-1916 


Sean  Whelan/db/dbcom 


09/27/2006  0252  PM 


To  Greg  Lippmann/NewYork/DBNA/DeuBa@DBAmericas 

00  "Axel  Kunde'  «axel.kunde@db.com>,  "Pius  Sprenger"  <pius.sprenger@db.com> 
Subject  Re;  King  StreetLink 


they  want  to  short  the  market  and  are  willing  to  pay  the  freight,  in  the  correlation  trade  they  are  long  idiosyncratic  risk, 
they  also  ran  breakevens-  which  they  feel  are  high-  2  events  virtually  knock  out  the  equity-  for  every  subsequent  event 
their  max  benefit  is  1 .8  mm.  crude-  but  they  would  need  7  events  to  break  even,  (yes-  this  ignores  spread  widening  on  the 
remainder.)-  they  think  a  more  efficient  short  is  a  bespoke  trade,  their  ideal  short  would  be  the  belly  of  the  capital 
structure,  when  we  last  spoke  about  it,  we  told  them  the  equity  and  the  AAA  were  the  parts  we  found  difficult  to  place, 
they  are  willing  to  buy  the  equity  and  even  the  AAA's  t  get  an  efficient  short  of  the  belly- 


Greg  Lippmann/NewYork/DBNA/DeuBa 
09/27/2006  0231  PM 


To 


Sean  Wnelan/db/dbcom@DBAmeficas,  "pjus  Sprenger"  epius.sprenger@db.com>, 
"Axel  Kunde"  <axel.kunde@db.com> 


Subject  Re:  King  Street 


Whjat  does  thaty  mean?  Will  they  massively  overshort  vs  6x  coupon?? 


Sent  from  my  BlackBerry  Handheld. 


From:    Sean  Whelan 


Confidential  Treatment  Requested  by  DBSI 


DBSI  PSI  EMATL017037O8 


Footnote  Exhibits  -  Page  5869 


Sent:  09/27/2006  11:02  AM 
To :  Greg  Lippmann 
Subject:  Re:  King  Street 

Greg- 1  was  not  accurate-  do  not  want  to  do  a  fully  piaced  deal .  they  want  to  short  the  entire  delta-  thanks- 


Greg  Lippmann/NewYork/DBNA/DeuBa  S^n  v*ielan/db/dbcom@DBAmericas,  Axel  Kunde/DMGGM/DMG  UK/DeuBa,  Pius 

°  Sprenger/DMGGM/DMG  UK/DeuBa 
09/27/2006  10:57  AM  cc 

Subject  Re:  King  Street 


Which  is  it  ?  Magnetar  is  fully  placed  and  talk  to  lamont.  If  they  want  to  do  our  trade  but  short  entire  delta  we  can  price 
that  too. 


Sent  from  my  BlackBerry  Handheld. 


From:    Sean  Whelan 

Sent:    09/27/2006    10:51   AM 

To:    Greg   Lippmann;    Axel   Kunde;    Pius   Sprenger 

Subject:    King   Street 


Spoke  with  King  Street  this  morning,  rather  than  do  the  carry  neutral  correlation  trade,  the  would  like  to  pursue  a  bespoke 
or  Magnatar  type  trade.   They  want  more  leverage  and  are  willing  to  hold  the  equity  in  a  375mm  type  transaction,  and 
short  the  rest  of  the  capital  structure  .  the  75  names  we  have  can  be  used,  or  we  can  add  if  need  be-thanks-Sean 
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Greg  ToWarren 

Lippmann/NewYork/DBNA/DeiiBa@DBAMERICAS  Dowd/SanFranrisco/DBNA/DeuBa@DBAmericas 

cc 

02/13/2007  08:03  PM  bcc 

SubjectRe:  hey  greg.  u  have  a  few  mins  to  speak  to  partner 
funds? 


Warren: 

I  appreciate  you  taking  a  crack  at  this.   Let  me  know  how  you  do. 

Given  the  market  structure  as  it  exists  now,  who  ends  up  holding  the  credit  risk?  Pension 
funds,  foreign  treasuries,  CMO's,  etc. 

Mix  of  CDO  investors  —  European  and  Asian  Banks  and  Insurers,  Insurance  Companies  like  AIG, 
CIFG,  Radian,  Wall  Street  Commercial  Paper  Conduits,  ABS  Hedge  Funds 

Have  the  buyers  really  done  the  credit  work?  Do  they  have  the  risk  appropriately  priced  or 
are  they  just  participating  to  deploy  massive  liquidity  and  looking  at  just  relative  pricing  with 
the  rating  agencies  looked  at  as  pointing  out  the  big  problems? 

With  5000  loans  per  deal  and  100  deals  per  CDO,  this  would  seem  to  be  more  of  a  statistical 
analysis  than  a  detailed  one  but  invesors  may  claim  otherwise. 

Has  the  ability  to  lay  off  credit  risk  changed?   The  investment' bank  "party  line"  is  that 
they  don't  take  or  hold  real  credit  risk,  its  all  sold  off.   Is  this  accurate  or  do  they  have  to 
hold  residual  risk  to  do  the  business  and  are  they  typically  also  extending  warehouse  lines?   Are 
there  other  areas  to  look  at  for  pressure  beyond  negative  marks  on  securities,  warehouse  exposure 
and  credit  quality  of  any  loans  held  directly? 

Wharehouse  lines  are  extending  to  all  originators . . . every  firm  on  wall  street  own  home 
equit  y  residuals. 

Besides  residuals  and  warehouse  lines,  what  areas  can  we  see  performance  hits  should  things 
continue  to  worsen? 

Would  seem  to  be  it. 

The  MBS  themselves  are  held  in  trading  accounts-this  could  produce  a  negative  mark  to 
market,  correct? 

Most  are  re-securitized  into  CDOs  which  do  not  have  to  mark  to  market  until  downgrades  if 
ever. 

What  is  CDO  behavior  now?  Are  they  generally  as  active  as  they  have  been  historically  or  is 
there  any  sort  of  a  buyer' s  strike? 

Last  few  days  have  seen  a  marked  slowdown  in  CDO  activity  and  there  are  rumors  of  dealers 
losing  money  on  several  deals. 

Has  the  ability  to  lay  off  credit  risk  changed  recently?   Can  we  tell  from  the  filings 
really  what  they  hold? 

Tough  to  say,  but  masssive  increase  in  put  back  of  deliqn  loans  (EPDs)  and  probably  greater 
scrutiny  /  kickouts  of  initial  loans  perhaps  leading  to  worsening  relative  quality  of  retained 
loans.  I  doiit  know  how  to  read  filings  so  no  clue. 

How  do  you  treat  and  address  the  residual  risk/"equity  tranche?"   Must  this  always  be  held 
or  can  this  be  securitized  and  sold  in  some  way? 

In  the  ABS  someone  owns  it  either  the  dealer,  originator  or  a  hedge  fund 


Does  either  the  OC  or  excess  spread  in  any  way  insulate  the  equity  tranche  or  that  and 
immediately  vulnerable  to  any  losses . 

The  residual  gets  all  excess  spread  so  any  decline  in  x/s  b/c  of  losses  is  a  hit.  If  you 
mean  the  equity  in  the  mezz  abs  cdo,  yes  the  excess  spread  protects  it. 

Does  the  equity  piece  change  based  on  the  structure?   Can  its  size  vary  in  any  deal? 


Confidential  Treatment  Requested  by  DBSI  DBSI_PSI_EMAIL0199518 


Footnote  Exhibits  -  Page  5871 


Yes... all  deals  are  slightly  different  given  quallity  of  the  loans,  mortgage  and  bond 
coupons,  deserve/abiltiy  to  sell  down  cap  structure  i.e.  BB,  BB-,  B. .  . 

How  do  you  look  at  risk  control  with  respect  to  residual  risk?   Who  determines  what  deals 
you  participate  in  and  what  residuals  are  held? 

I  do  not  run  the  trading  of  residual  for  whole  loans  speak  to  michael  connnaratto.  If  you 
mean  CDO  equity  we  look  for  early  commit  tment  of  equity  by  manager  or  investors  or  we  feel  the 
manager  has  a  good  story. 

Is  HEW  like  the  5  companies  that  have  previously  failed- in  irrelevant  issue  or  does  its 
failure  meaningfully  degrade  the  performance  of  the  market  or  create  a  buyer's  strike  in  some 
way.   What  makes  NEW  different,  if  anything? 

the  continued  problems  for  the  originators  is  relevant  b/c  these  loans  MOST  be  refinanced  and  as 
capacity  leaves  the  system  the  marginal  buyer  will  have  trouble  getting  a  neew  loan  (also  as 
investors  /  agencies  etc  are  more  picky  about  borrowers  many  of  the  weakest  borrowers  will  be 
trapped  in  current  loans)  we  need  15-35%  of  the  people  to  default  to  make  100  %  so  we  are  not 
betting  on  a  system  meltdown  but  rather  a  squeeze  on  the  weakest  c  redits . 


Warren 
Dowd/SanFrancisco/DBNA/DeuBa 


02/13/2007  01:39 


PM 


To 
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Greg 
Lipproann/NewYork/DBNAVDeuBagDBAmericas 


Subject 


hey  greg.   u  have  a  few  mins  to  speak  to  partner 


funds  ? 
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see  below.   the  analyst  is  looking  at  potentially  adding  to  current  position  in  CDS  and  also 
potentially  expressing  the  bet  in  some  of  the  equity  names,   had  a  few  questions  before  he  moved 
forward  tho.   do  you  have  time  to  speak  to  brock?   lemme  know.   -wd 

Warren  Dowd 

Deutsche  Bank   Securities   Inc. 

Institutional   Equity   Sales 

phone:    415-617-2831 

mobile:    617-833-3744 

warren.dowd@db.com 

IM:      warrendowddb 

Forwarded  by  Warren   Dowd/SanFrancisco/DBNA/DeuBa    on   02/13/2007    10:37    AM   


"Brock  Vandervliet" 
<Brock@partnerfunds . com> 
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Warren 
Dowd/SanFrancisco/DBNA/DeuBa@DBABiericas 
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To 


Subject 
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Warren: 

I  appreciate  you  taking  a  crack  at  this.   Let  me  know  how  you  do. 

Given  the  market  structure  as  it  exists  now,  who  ends  up  holding  the  credit  risk?  Pension 
funds,  foreign  treasuries,  CMO's,  etc. 

Have  the  buyers  really  done  the  credit  work?  Do  they  have  the  risk  appropriately  priced  or 
are  they  just  participating  to  deploy  massive  liquidity  and  looking  at  just  relative  pricing  with 
the  rating  agencies  looked  at  as  pointing  out  the  big  problems? 

Has  the  ability  to  lay  off  credit  risk  changed?  The  investment  bank  "party  line"  is  that 
they  don't  take  or  hold  real  credit  risk,  its  all  sold  off.   Is  this  accurate  or  do  they  have  to 
hold  residual  risk  to  do  the  business  and  are  they  typically  also  extending  warehouse  lines?   Are 
there  other  areas  to  look  at  for  pressure  beyond  negative  marks  on  securities,  warehouse  exposure 
and  credit  quality  of  any  loans  held  directly? 

Besides  residuals  and  warehouse  lines,  what  areas  can  we  see  performance  hits  should  things 
continue  to  worsen? 

The  MBS  themselves  are  held  in  trading  accounts-this  could  produce  a  negative  mark  to 
market,  correct? 

What  is  CDO  behavior  now?  Are  they  generally  as  active  as  they  have  been  historically  or  is 
there  any  sort  of  a  buyer's  strike? 

Has  the  ability  to  lay  off  credit  risk  changed  recently?  Can  we  tell  from  the  filings 
really  what  they  hold? 

How  do  you  treat  and  address  the  residual  risk/"equity  tranche?"  Must  this  always  be  held 
or  can  this  be  securitized  and  sold  in  some  way? 

Does  either  the  OC  or  excess  spread  in  any  way  insulate  the  equity  tranche  or  that  and 
immediately  vulnerable  to  any  losses. 

Does  the  equity  piece  change  based  on  the  structure?    Can  its  size  vary  in  any  deal? 

How  do  you  look  at  risk  control  with  respect  to  residual  risk?   Who  determines  what  deals 
you  participate  in  and  what  residuals  are  held? 

Is  NEW  like  the  5  companies  that  have  previously  failed-in  irrelevant  issue  or  does  its 
failure  meaningfully  degrade  the  performance  of  the  market  or  create  a  buyer's  strike  in  some 
way.   What  makes  NEW  different,  if  anything? 
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ADDITION  TO 

Goldman  Sachs  supplemental  response  to  questions  for  the  record 


From:  Sandler,  David  fmailto:dsandler@omm,com] 
Sent:  Thursday,  April  07,  2011  08:37  AM 
To:  Goshorn,  Daniel  (HSGAC) 
Subject:  Goldman  Sachs 

Dan- 

On  August  20,  2010,  Goldman  Sachs  provided  the  wire  transfer  numbers  in  conjunction  with  their  testing  of  the  Federal 
Reserve  discount  window  as  requested  by  the  Subcommittee.  As  highlighted  in  previous  responses,  Goldman  Sachs  only 
used  this  access  to  test  that  all  the  necessary  policies,  procedures  and  operational  capabilities  required  to  access  this 
funding  were  in  place.  The  amounts  borrowed  were  returned  in  their  entirety  the  next  day. 

Goldman  Sachs  recently  discovered  that  one  test  transaction  was  inadvertently  omitted  from  the  information  previously 
provided  to  the  Subcommittee  due  to  the  test  being  conducted  by  Goldman  Sachs  Bank  USA,  a  Utah  Industrial  bank, 
which  tested  their  necessary  policies,  procedures  and  operational  capabilities  with  the  Federal  Reserve  discount 
window. 

Below  is  a  chart  providing  details  of  the  transaction,  including  the  wire  transfer  number: 


Borrow  Date 

Return  Date 

Collateral  Pledged 

Amount  Borrowed 

Reference  Number 

09/23/2008 

09/24/2008 

$100,620,000  00 

$  50,000.000.00 

20080923QMGOW002O00035 

With  this  supplementation,  we  believe  Goldman  Sachs'  prior  production  on  this  issue  is  complete. 

David  Sandler 
O'Melveny  &  Myers  LLP 
162S  Eye  Street,  NW 
Washington,  D.C.  20006 
(202)  383-5123  (phone) 
(202)  383-5414  (fax) 
dsandler(5>omm.com 

This  message  and  any  attached  documents  contain  information  from  the  law  firm  of  O'Melveny  &  Myers  UP  that  may  be  confidential  and/or  privileged.  If  you  are  not 
the  intended  recipient,  you  may  not  read,  copy,  distribute,  or  use  this  information.  If  you  hove  received  thft  transmission  in  error,  please  notify  the  sender  immediately 
by  reply  e-mail  and  then  delete  this  message. 
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From: 

Sent: 

To: 

Cc: 

Subject: 


Bimbaum,  Josh 

Sunday,  August  19.  2007  11;48  PM 

Lehman,  David  A.;  Montag,  Tom 

Sparks,  Daniel  L;  Mullen,  Donald;  Swenson,  Michael;  Finck,  Greg 

RE:  Mtg  Department  Weekly  Update 


On   the  AAA  outperfarman.ee   question,    I   think  AAAs   would  have  performed   similarly  without 
our   adding.      Given   the    remote   likelihood  of  loss   on    "real"    RMBS  AAAs    (i.e.    not  AAA  CDOs), 
trading  around   90   is   mostly  a   liquidity  trade   and   last  week's   injection  of   liquidity 
should  have  been  particularly  constructive   for  AAAs.      Of  note,    we   saw  AAA  buying   from 
relatively   conservative  accounts   not   normally   involved  in   outright    strategies    {III,    for 
example) . 

Original  Message 

From:    Lehman,    David  A. 

Sent:    Sunday,   August   19,    2007    9:23   PM 

To:    Montag,    Tom 

Cc:  Sparks,  Daniel  L;  Mullen,  Donald;  Swenson,  Michael;  Finck,  Greg;  Birnbaum,  Josh 

Subject:  Re:  Mtg  Department  Weekly  Update 

Going  back  to  your  previous  question  -  Net/net  the  department  is  long  600ish  ram  ABX  AAAs 
(short  the  seasoned  06-1,  long  the  newer  07-1  index) 

Swenny  or  Birnbaum  can  speak  to  your  question  re:  AAA  ABX  px  action 

Wrt  correlation,  just  the  super  senior  RMBS  trades  (40-100%  or  50-100%  of  BBB/BBB- 
subprime  portfolios)  were  impacted 

The  desk  is  currenty  evaluating  the  right  parameter  for  the  cmbs  super  senior  shorts  but 
we  have  not  had  as  much  observability  as  we  have  had  in  rmbs 


>  =  Redacted  by  the  Permanent 
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David  A.  Lehman 

Goldman,  Sachs  &  Co. 

85  Broad  Street   |   New  York,  NY  10004 

Tel:  212-902-2927   |   Fax:  212-902-1691 

e-mail:  david.lehman@gs.com 


Mob:  917- 


Original  Message  

From:  Montag,  Tom 

To:  Lehman,  David  A. 

Sent:  Sun  Aug  19  20:42:07  2007 

Subject:  Re:  Mtg  Department  Weekly  Update 

How  much  of  aaa  outperforming  was  us  buying"? 

What  assets  were  affected  by  correlation  change? 

Original  Message  

From:  Lehman,  David  A. 

To:  Montag,  Tom 

Cc:  Mullen,  Donald;  Sparks,  Daniel  L;  Swenson,  Michael;  Finck,  Greg 

Sent:  Sun  Aug  19  19:20:36  2007 

1 


Permanent  Subcommittee  on  Investigations 


Wall  Street  &  The  Financial  Crisis 
Report  Footnote  #1805 


GSMBS-E-0 1068 1647 
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Subject:  RE:  Mtg  Department  Weekly  Update 

Got  it 

Of  the  ~1.6bb  AAA  ABX  bot  I  believe  900mm  was  SPG  trading  getting  longer  and  700mm  was 
short  covering  in  books  {Alt  A,  Hybrids) 

I  don' t  have  the  current  AAA  ABX  position  @  the  dept  level  in  front  of  me  but  will  get  it 
and  circle  back 

Original  Message- 

From:  Montag,  Tom 

Sent:  Sunday,  August  19,  2007  7:11  PM 

To:  Lehman,  David  A. 

Subject:  Re:  Mtg  Department  Weekly  Update 

1  saw  the  change.  I  wondered  if  that  covewred  risk  or  took  us  long.  Understand  net  is  same 
we  are  longer 

Original  Message  

From:  Lehman,  David  A. 

To:  Montag,  Tom 

Cc:  Sparks,  Daniel  L;  Mullen,  Donald;  Swenson,  Michael;  Finck,  Greg 

Sent:  Sun  Aug  19  19:07:36  2007 

Subject:  RE:  Mtg  Department  Weekly  Update 

Added  Finck,  he  can  speak  to  your  first  question  re:  Fixed  Agcy 

On  your  second  question,  the  dept  net  added  subrprime  risk  via  ABX  and  fl         Bin  AAA 
CMBS 

The  dept  net  added  risk  via  ABX  I  across  the  curve  but  predominantly  0  the  AAA  level 
(below  from  Swenny) 


Mortgage  Dept  Met  ABX  Change  on  the  Week 


AAA 

+1 

580mm 

AA 

+ 

115 

A 

+ 

50 

BBB 

+ 

155 

BBB- 

>- 

100 

Total 

4-2 

000mm 

On  the 

CMBS 
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Original  Message 

From:  Montag,  Tom 

Sent:  Sunday,  August  19,  2007  6:50  PM 

To:  Lehman,  David  A. 

Subject:  Re:  Mtg  Department  Weekly  Update 

Fixed  agency.  Are  we  trying  to  get  down?   What  did  we  buy? 

How  much  did  whole  dept  reduce  risk  this  week?  Was  it  all  indices  again  or  did  we 
actually  cover  aby  shorts? 

Original  Message  

From:  Lehman,  David  A. 

To:  Montag,  Tom;  Sparks,  Daniel  L;  Mullen,  Donald;  Salame,  Pablo 

Cc:  Swenson,  Michael;  Finck,  Greg 

Sent:  Sun  Aug  19  17:03:46  2007 

Subject:  Mtg  Department  Weekly  Update 
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Re si  Mortgage  Update  (Finck) 
Mortgage  Derivatives 

*  Remains  moat  stable  and  orderly  Resi  mortgage  market 

*  Flows  are  healthy:  JPMIM  selling  -IB  Inverse  10,  Countrywide  selling  600mm  PO,  otherwise 
insignificant 

*  Better  demand  for  levered,  non-balance-sheet-intensive  positions  (IOs,  Inverse  IOs) 

*  P&L  on  week:  +$500k 

*  Hedges:  Pass-throughs,  Swaps 

Fixed  Agency/Prime 

*  Spreads  continue  to  widen  under  selling  pressure  {AAA  super-senior  Pass-throughs  now 
1-24  back  from  FNMA) 

-  Dealers  (particularly  Countrywide)  are  overloaded  and  dumping  bonds  into  any 
available  bid 

-  Only  2-3  active  street  bidders:  most  dealers  are  passing  on   everything 

*  Decent  two-way  flows:  Sold  roughly  $1B  CMOs  on  week,  and  bought  approximately  $700mm 

*  PSL  on  Week:  -10mm  on  spread  widening;  Making  money  trading,  but  losing  more  money  on 
positions  mark-downs  in  widening 

*  Position  size  (Secondary,  New  issue,  and  Loans):  -    $6B 

*  Hedges:  Predominantly  Agency  Pass-throughs,  with  some  swaps 

Hybrid  Agency/Prime 


*  Very  heavy  selling.   Bid  S10B-S15B  on  the  week  mostly  out  of  Reits  (Thornburg,  KKR,  FBR) 

*  Spreads  continue  to  push  wider  on  supply  pressure  (AAA  Libor  Floaters  now  L+100) 

*  Bought  and  sold  over  $2B.   Developing  good  supply/demand  balance  with  large  money 
managers  becoming  big  buyers 

*  PSL  on  Week:   -$15mm 

*  Position  Size  (Secondary  /  Loans) :  ~$4B 

*  Hedges:  -500mm  ABX  (down  from  over  $1B),  Agency  Pass-throughs,  and  Swaps 

Alt-A 


*  Very  light  origination  volumes:  less  than  SSOOmm  on  week 

*  Significant  widening  in  AAAs,  both  Fixed  and  ARMs 

-  Super-Senior  AAA  pass-throughs  widened  a  point  on  week  from  FNMA:  now  back  3-24 
(3pts  wider  over  month) 

-  AAA  Hybrids  also  much  wider:  25+bps  on  week 

*  PSL  on  week  (ex  Residual  writedown) :  +  10mm  on  ABX  widening 

*  Position  Size:  -500mm  loans 

*  Hedges:  Short  $1B  ABX  AAAs.   Covered  back  500+mm  ABX  on  week,  need  to  cover  more 

Subprime/Scratch  and  Dent 


*  Very  quiet  with  essentially  no  new  origination 

-   we  continue  to  work  on  Cbass  portfolio  for  potential  buy  opportunity 
also,  working  on  new  deal  with  HSBC  loans:  weak  investor  interest 

*  PSL  on  Week:  7mm  [ABX  widening) 

*  $1.3B  ABX  short  vs  $1B  Subprime  and  600mm  SSD  position 

ABS  Summary  (Swenson) 

1)  Closing  Price  and  Changes  for  the  week  ended  ABX  07-1: 


Weekly  Change 

AAA 

91-00 

+1.5pts 

AA 

67-00 

-3. Opts 

A 

45-00 

-3. 5pts 

BBB 

35-00 

-3.5pts 

EHB- 

33-16 

-3. 5pts 
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2)  General  Color 

*  Market  was  up  as  much  as  6  or  7  points  post  Fed  announcement  this  morning.   Market 
came  off  the  highs  as  fast  money  faded  the  rally  with  the  market  closing  up  2  points  on 
average 

*  Further  liquidations  from  real  money  accounts  facing  redemptions.   Multiple  billions 
of  AAA  and  AA  home  equity  out  for  bid  with  roughly  two- thirds  trading 

*  Moody's  downgraded  84%  of  the  second  lien  universe  including  7  8  AAA  bonds,  likely  to 
trigger  numerous  forced  sales 

*  SfiP  downgraded  156  Alt-A  deals  that  had  been  previously  on  watch 
3]  Current  SPG  Trading  Desk  Position  Summary: 

*  RMBS  AAA  -  long  $2.2bb 

*  RMBS  AA  -  long  $1.0bb 

*  RMBS  Single-As  -  net  short  $0.8bb  100%  in  single-name  CDS 

*  RMBS  BBB/BBB-   -  net  short  $3.5bb  (80%  in  single-name  CDS  -  60%  in  2005  vintage) 
4)  August  13th  -  17th 

Total  ABX  Indices  by  Rating  Bought  this  week: 

AAA  $1, 580mm 
AA  180 

A  175 

BBB         180 
BBB-        282 


Total 


$2, 397mm 


ABS  and  Correlation  Desk  Net  ABX  Risk  Change  on  the  Week: 


AAA 

+ 

865mm 

AA 

+ 

115 

A 

+ 

50 

BBB 

+ 

155 

BBB- 

+ 

100 

Total 

+  1 

f  2  8  5inm 
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Mortgage  Dept  Net  ABX  Change  on  the  Week 


AAA 

+  1 

58  0mm 

AA 

+ 

115 

A 

+ 

50 

BBB 

+ 

155 

BBB- 

4 

100 

Total 

+2, 

000mm 

CMBS 
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CDOs  (Lehman) 

*  Desk  was  able  to  short  100+m.  notional  on  the  week 

*  Sold  one  cash  "A"  and  bought  protection  from  two  different  counterparties  @  the 
"AA"  and  "A"  level 

*  Flows  largely  from  hedge  funds  and  fast  money  desks  covering  short  risk  positions  - 
we  still  have  not  seen  a  lot  of  new  longs  in  the  market 

*  First  time  in  6+  weeks  we  have  seen  decent  trading  activity 

*  Market  continues  to  be  dislocated  with  few  dealers  making  markets  and  nobody  looking 
to  get  long  risk 
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Tolirog 

l.i|ipiiMiiii/N«wYork/UJJNA/l>:ulla('M)L)llAincric«s. 

Kichurd 

l)AI1wrl/NcwYork/l)lJNA/l)eulla(iS!l)HliMliA 


hcc 
Subjcell'w:  ADS  CDO  l>U  Investor  l.isl 


fyi,   Boaz  asking  for  accounts  that  hold  subprima  riak   for  possible  principal 
short  opportunities 


Forwarded  by  Michael   Lamont/NewYork/DBNA/DeuBa   on  07/12/2007   07:40   PM 


Michael 

Lamont / NewYo  r  k / DBN 

A/DeuBa 

07/12/2007   07:39 
PM 


boaz  weinstein 


John 


To 
cc 


Pipilis/NewYork/DBHA/DeuBaSDBEMEA, 
michael  herzig 

Subject 
ABS  CDO  DB  Investor  List 


This  is  the  raw  data  with  ABS  CDO  Sales  made  by  DB  in  past  3  years.   This  will 
give  you  a  general  sense  of  where  the  paper  went  but  is  a  little  hard  to 
decipher.   Eg,  data  shows  that  Magnetar  bought  a  lot  of  high  quality  NR  equity 
in  2006 —  but  it  has  no  casflow  lockout  triggers,  CIPG  wrapped  some  AAA  paper, 
but  is  is  actually  a  static,  challenged  portfolio,  many  of  the  buyers  listed 
are  CDOs  (Cohen,  DB  Zwirn,  Deerf ield,  Dynamic,  Harding,  etc) .   We  will  send 
you  some  more  qualitative  analysis  shortly. 

Accounts  in  my  mind  with  the  most  risk  front  our  list  are  Commerzbank,  Basis, 
BSAM  (RIP) ,  1KB.   This  is  probably  in  line  with  the  broader  market  although  we 
havent  done  much  high  grade  abs  cdo  business  the  last  few  years,  compare  ML 
and  Citi,  that  have  placed  a  tremendous  amount  of  paper  into  Asia  with 
accounts  like  SMBC,  STMi,  UOB,  Lyon,  etc.   These  deals  arent  severely  dented 
as  of  yet  but  could  get  there. 

You  may  also  want  to  follow  up  with  ABS  Correlation  /  Lippmann.   In  the  end 
most  of  the  ABS  CDO  cash  mezzanine  paper  went  into  other  ABS  CDOs,  I  think  ABS 
Correlation  business  across  the  street  has  had  more  of  a  real  money 
distribution  focus. 


Forwarded  by  Michael  Lamont/HewYork/DBNA/DeuBa  on  07/12/2007  07:22  PM 


Scott 

Cohen/NewYork/DBNA 

/DeuBa 
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Please  find  Che  updated  list  of  buyers. 

Thank  you, 

-Scott 

(See  attached   file:    Investor   Li3t  w  buyers.xls) 


Scott  Cohen 

Deutsche  Bank  I  Global  Markets 

60  Hall  Street 

New  York,  NY  10005 

acott. cohenQdb .com 

tel.  212  250  5B5S 

fax    646   257    2401 


:'M  Investor  List  w  buycrs,xls 


Type:  application/msexcc! 
Name:  Investor  List  w  buycrs.xls 
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Mortgages 


Mortgages  Performance  (ton) 

%  VTD 

WTO 

MTD 

QTD 

VTD 

vs.  Act 

Rcsi  Prime 

(26.3) 

01.2) 

(101.5) 

(175,0) 

-436% 

Resi  Credit 

(27.0) 

(112.1) 

(302.4) 

(981.5) 

-474% 

CDO^CLO 

(8.9) 

(132.8) 

(252.3) 

(1,750.3) 

N.M, 

SPG 

54.1 

208.2 

947.2 

3,742.3 

N.M. 

Other* 

(#,73 

(32,6) 

1.0 

294. a 

30% 

Revenues: 

(53.7) 

(140.4) 

292.0 

1,130,4 

26% 

Expenses: 

(10.2) 

(61.2) 

(2S2.S) 

(775.2) 

Pretax  P&L: 

(63.9) 

(201.6) 

39.4 

3S5.2 

Last 

Change 

Indices 

This  WeeK 

Wee* 

(mow) 

Red  Index 

2,200 

1,490 

(710) 

ABX.HE.AAA.  07-1  Spread 

705 

499 

(206) 

ABX.HE.BBB-.07-1  Spread 

3,229 

3,145 

(84) 

SOA  AAA  10YR  CMBS  paper 

110.5 

103.2 

(7.3) 

CMBX  07-2  AAA  Spread 

105.0 

75.0 

(30.0) 

CMBX  07-2  A  Spread 

515 

440 

(75) 

CMBX  07-2  BBB- Spread 

1,200 

1,110 

(90) 

*  CRE  LaanTrecfrrg,  ABS  Loans  &  Finance,  Tex  /  Waronousa,  European  Wtga.  Advisory  ft  Caixa 
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CONFIDENTIAL 


Fixed  Income,  Currencies  and  Commodities 

Business  Planning  Committee  Presentation 


November  19th,  2007 
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Financial  Highlights 

Overview 


2007  is  a  record  year  for  FiCC  with  revenues  of  $17.8bn  (+22%  vs.  2006  /  +32%  vs.  2007  Orig  Plan)  and  pre-tax  profit  of  $S.8bn 

2007  marked  full  year  records  for  7  of  the  8  business  lines  within  FICC 

2008  projected  revenues  of  $17  4brt  reflect  increases  across  our  franchise  businesses  offset  by  decreases  In  principalling 


Divisional  Totals 


Regional  Contributions 
i7.a 


2004  ZOOS  2006  2007  2008 

] — Ravanua  i—  Fre-T at  — «—  Pm-Tax  Majn )    — •  Original  Budget^1 


■  American 

~"  ^L' ':'.=-: 

[J*M» 

KT  rt'Ot 

l*% 

tU% 

1% 

OfJ  'Jl  "07 

-7% 

n 

2% 

HwSfrnBB 
J  .059 

HR*!Tf£^n 

2,972 

3,222 

E5TCSE1 

ia'«';niii| 

Revenm 

R»v  Not  of  Vtiwtili 

Pro- Tm  Prof* 

27> 
27% 

13% 

19% 

l«% 

12% 

Headeountl"! 

2,353 

2,594 

p]  Heedcduftt  Indudes  Consultants  a  Temps  and  Subsidiaries 
T21  Ortojnsl  Budgets  restated  tor  Cost  of  Pcwtr 
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2007  Business  Overview 

Business  Revenues  ($mm)  and  Performance  Drivers 


2A07E        t'«  vs   200ta 


200/  Performance  Highlight 


GtotutIRP  13,575 


I 

Cutreticles 

J1,72S 

Money  MM] 

T 

Emg  Markets 

J7M 
*        . 

CommodW** 

53,500 

Global  Cretin 

S2,950 

! 

Mortgaged 

11,  MS 
I 

Global  SSG 

S4.22S 

t 

FKXSMM 

UJ12 

fSCii 

t 

CVA 

WOO  YT 

t 
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2008  Business  Overview 

2008  Budget 


($  in  Millions) 


2008 


2007 


;%Chfl08  %Chg07 
2006  l:  vs.  07  vs.  06 


2008  Commentary 


Revenues 
Variable  Expenses 
Revenues  Net  of  Variable 
Operating  Expenses 


17,330        17,755       14,508  -2%  22%     a  Increases  across  franchise  are  offset  by  principal  ling 

1,235  1,654         1,688  -22%  -2%     ■  Decrease  in  Cost  of  Power 


16,055  115,101        12,820 


0%  26% 


Direct  Expenses 

5,341 

4,879 

3.980    \ 

9% 

23% 

Allocated  Expenses 

2.581 

2.419 

1.972 

7% 

23% 

Total  Operating  Expenses 

7,922 

'7,298 

5,952 

9% 

23% 

Pre-tax  Earnings 

8,132 

;8,803 

6,868 

-8% 

28% 

Pre-tax  Margin 

|j 

47%: 

50% 

47%  | 

Total  Staff 

3,222 

2.S72 

2,594 

8% 

15% 

23%     ■  Increase  of  Equity  Award  amortization  and  new  hires 
23%     ■  Increase  largely  driven  by  Federation  allocations 


Total  Staff  Includes  employees,  PMDs,  consultants  &  temps,  and  subsidiaries, 
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2008  Business  Overview 

2006  -  2008P  Revenues  by  Business  Unit 


2008P  revenues  of  $17,4bn  reflects  increases  across  our  Franchise  businesses,  offset  by  principal  ling  decreases 
Globally  diverse  portfolio  with  each  region  contributing  meaningfully  to  2007  results  (Americas  $8.4bn,  Europe  $5.7bn, 
Asia  $3.6bn) 


03  Pus.  07E  07Evs.  06 


Global  Credit 


IRP 


GSSG  (Ex  Consolidations) 

Commodities  {Ex  Cost  of  Power) 

Currencies 

Mortgages 

Emerging  Markets 

Money  Markets 


3,825 


1,000 2,000 

|     j|20Da      ■2007        D2006 


3,000 


4,000 


Smm 


13% 


18% 


-18% 


-8% 


7% 


18% 


17% 


2% 


12% 
37% 
19% 
•2% 

115% 
37% 

121% 
46% 
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Expense  Overview 

Headcount  and  Compensation 


Staff  by  Business 


20C3P      20u7E     Amtfi       %fl 


Horny  Hjrtulj 

Global  Iniof  a  si  Hjt*  Products 

Currency 

Emerging  Markets 

CommodHlfi 

Mcr^agca 

Slob*  CrMtt 

Global  Distribution 


FICC  Strategics 


Total  Pwmanon  1 

2.JM 

2,681 

252 

9% 

Subsidiaries 
Cortsuttanbj  and  Tempa 

Total  Headcount 

i&a 

2.W2 

250 

1% 

Americas 
Europe 

Asia 

I! 

1 

Global 

ixa 

2.A72 

2  SO 

1% 

Note:  Ave.q  /  Svrv)4tTn  budgettnfl  133  adds  for  i  total  of  626  h-eadcount  in 

2O0a  rintiutfed  In  Afchon  n account) 


A3jor  Themes 


(mm 

2007  Beg.  of  Period 

We*  Employee  Change 

PMD  Pool  Change 

Round  1  Camp  Changes 

Projected  FY07 

%  Chang*  Payroll 

%  Change  Steady  State 

Payroll  analysis  induces  employees,  PMDs,  and  subsidianes  Excludes  consultants  and  fcmps 
PMD  departs  indude  McGoldnck,  MaynanJ,  Te&be,  Gratftwhl.  Ransom,  Christie. 
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The  Goldman  Sachs  Group,  tnc.  I  65  Broad  Street  I  New  York,  New  York  10004 

GOLDMAN  SACHS  REPORTS  RECORD 
EARNINGS  PEH  COMMOiN  SHARE  OF  $24.73  FOR  2007 

FOURTH  QUARTER  EARNINGS  PER  COMMON  SHARE  WERE  S7.01 


(jOllllllilfl 

sacns 


NEW  YORK,  December  18,  2007  -  The  Goldman  Sachs  Group,  Inc.  (NYSE:  GS)  today  reported 

net  revenues  of  $45.99  billion  and  net  earnings  of  $1 1.60  billion  for  the  year  ended  November  30, 
2007.  Diluted  earnings  per  common  share  were  $24.73,  an  increase  of  26%  compared  with  $19.69 
for  the  year  ended  November  24,  2006.   Return  on  average  tangible  common  shareholders' 
equity  ™  (ROTE)  was  38,2%  and  return  on  average  common  shareholders'  equity  (ROE)  was 
32.7%  for  2007. 


Fourth  quarter  net  revenues  were  $10,74  billion  and  net  earnings  were  $3.22  billion.  Diluted 
earnings  per  common  share  were  $7.01  compared  with  $6.59  for  The  same  2006  quarter  and  $6.13 
for  the  third  quarter  of  2007.  Annualized  ROTE  p'  was  40.1%  and  annualized  ROE  was  34.6%  for 
the  fourth  quarter  of  2007. 

Annual  Business  Highlights 


Goldman  Sachs  achieved  record  net  revenues,  net  earnings  and  diluted  earnings  per  common 

share  in  2007. 

Book  value  per  common  share  increased  25%  to  $90.43  in  2007.  The  firm  repurchased 
41.2  million  shares  of  its  common  stock  for  a  total  cost  of  $8.96  billion. 

The  firm  produced  record  results  in  the  Americas,  Europe  and  Asia,  and  derived  over  one-half 
of  its  pre-tax  earnings  outside  of  the  Americas. 

Investment  Banking  produced  net  revenues  of  $7.56  billion,  34%  higher  than  the  previous 
record  set  in  2006.  The  firm  ranked  first  in  worldwide  announced  mergers  and  acquisitions. l?) 

Fixed  Income,  Currency  and  Commodities  (FICC)  generated  net  revenues  of  $16,17  billion, 
13%  higher  than  the  previous  record  set  in  2006,  reflecting  strong  performance  in  all  major 
businesses. 

Equities  produced  net  revenues  of  $1 1.30  billion,  33%  above  the  previous  record  set  in  2006, 

Principal  Investments  achieved  net  revenues  of  $3.76  billion,  reflecting  records  in  both 
corporate  and  real  estate  investing. 

Asset  Management  generated  record  net  revenues  of  $4.49  billion,  as  assets  under 
management  increased  $192  billion,  or  28%,  to  $868  billion.  Net  inflows  were  $161  billion  in 
2007. 

Securities  Services  achieved  record  net  revenues  of  $2.72  billion. 


"The  talent  of  our  people  and  our  focus  on  teamwork  were  at  the  core  of  our  ability  to  support  our 
clients  while  delivering  strong  returns  for  our  shareholders,"  said  Lloyd  C,  Blankfein,  Chairman  and 
Chief  Executive  Officer.  "Inherent  in  our  commitment  to  our  clients  is  the  need  to  help  them 
execute  their  transactions  in  all  market  conditions  and,  as  a  result,  we  are  ever  mindful  of  the 
importance  of  effective  risk  management.  Looking  forward,  we  continue  to  see  significant  growth 
opportunities  across  the  global  economy." 


Media  Relations:    Lucas  van  Praag  212-902-5400 


Investor  Relations:    Dane  E.  Holmes  212-902-3560 
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Net  Revenues 

Investment  Banking 

Full  Year 

Net  revenues  in  Investment  Banking  were  $7.56  billion  for  the  year,  34%  higher  than  2006.  Net 
revenues  in  Financial  Advisory  were  $4.22  billion,  64%  higher  than  2006,  primarily  reflecting  growth 
in  Industry-wide  completed  mergers  and  acquisitions.  Net  revenues  in  the  firm's  Underwriting 
business  were  $3.33  billion,  9%  higher  than  2006,  due  to  higher  net  revenues  in  debt  underwriting, 
primarily  reflecting  strength  in  leveraged  finance  during  the  first  half  of  the  year.  Net  revenues  in 
equity  underwriting  were  also  strong,  but  essentially  unchanged  from  2006. 

Fourth  Quarter 

Net  revenues  in  Investment  Banking  were  $1.97  billion,  47%  higher  than  the  fourth  quarter  of  2006 
and  8%  lower  than  a  particularly  strong  third  quarter  of  2007.  Net  revenues  in  Financial  Advisory 
were  $1.24  billion,  98%  higher  than  the  fourth  quarter  of  2006,  reflecting  increased  client  activity. 
Net  revenues  in  the  firm's  Underwriting  business  were  $733  million,  essentially  unchanged  from  the 
fourth  quarter  of  2006.  Net  revenues  in  equity  underwriting  were  higher,  primarily  reflecting  an 
increase  in  initial  public  offerings.  Results  in  debt  underwriting  were  lower,  primarily  due  to  a 
decrease  in  leveraged  finance  and  mortgage-related  activity,  reflecting  challenging  market 
conditions,  partially  offset  by  an  increase  in  investment-grade  activity. 

The  firm's  investment  banking  transaction  backlog  decreased  during  the  quarter,  but  was  higher 
than  at  the  end  of  2006. (3) 

Trading  and  Principal  Investments 

Full  Year 

Net  revenues  in  Trading  and  Principal  Investments  were  $31.23  billion  for  the  year,  22%  higher 

than  2006. 

Net  revenues  in  FICC  were  $16.17  billion  for  the  year,  13%  higher  than  2006,  reflecting 
significantly  higher  net  revenues  in  currencies  and  interest  rate  products.  In  addition,  net  revenues 
in  mortgages  were  higher  despite  a  sigmificant  deterioration  in  the  mortgage  market  throughout  the 
year,  while  net  revenues  in  credit  products  were  strong,  but  slightly  lower  compared  with  the  prior 
yean  Credit  products  included  substantial  gains  from  equity  investments,  including  a  gain  of 
approximately  $900  million  related  to  the  disposition  of  Horizon  Wind  Energy  LLC,  as  well  as  a 
loss  of  approximately  $1  billion,  net  of  hedges,  related  to  non-investment-grade  credit  origination 
activities.  Net  revenues  in  commodities  were  also  strong  but  lower  compared  with  2006.  During 
2007,  FICC  operated  in  an  environment  generally  characterized  by  strong  customer-driven  activity 
and  favorable  market  opportunities.  However,  during  the  year,  the  mortgage  market  experienced 
significant  deterioration  and,  in  the  second  half  of  the  year,  the  broader  credit  markets  were 
characterized  by  wider  spreads  and  reduced  levels  of  liquidity. 

Net  revenues  in  Equities  were  $1 1 .30  billion  for  the  year,  33%  higher  than  2006,  reflecting 
significantly  higher  net  revenues  in  both  the  firm's  customer  franchise  businesses  and  principal 
strategies.  The  customer  franchise  businesses  benefited  from  significantly  higher  commission 
volumes.  During  2007,  Equities  operated  in  an  environment  characterized  by  strong  customer- 
driven  activity,  generally  higher  equity  prices  and  higher  levels  of  volatility,  particularly  during  the 
second  half  of  the  year. 


Confidential  Treatment  Requested  by  Goldman  Sachs  GS  MBS-E-023604869 


Footnote  Exhibits  -  Page  5895 


THE  GOLDMAN  SACHS  GROUP,  INC.  AND  SUBSIDIARIES 

SEGMENT  NET  REVENUES 

(UNAUDITED) 

Sin  motions 


Investment  Banking 
Financial  Advisory 

Equity  underwriting 
Debt  underwriting 
Total  Underwriting 

Total  Investment  Banking 

Trading  and  Principal  Investments 
FICC 

Equities  trading 
Equities  commissions 
Total  Equities 

SMFG 

IC8C 

Other  corporate  and  real  estate  gains  and  tosses 

Overrides 

Tolal  Principal  Investments 

Total! rading  and  Principal  investments 

Asset  Management  and  Securities  Services 

Management  and  other  teas 

Incentive  fees 

Total  Assel  Management 

Seeuntws  Services 

Total  Assel  Management  and  Securities  Services 

Tolal  net  revenues 


1                       Year  Ended 

mrnimjam 

Nov,  24, 
2006 

Nov.  30, 
2007 

Nov.  24, 

2006 

*               4,222 

$ 

a.sao 

64 

1.302 
1,951 
3,333 

1,385 
1,684 
3.049 

i 

a 

7,555 

5.62S 

34 

16,165 

14,262 

13 

6,725 

4,579 

11,304 

4,966 

3,518 
0,463 

36 
30 
33 

(129) 
495 

2^14 

477 

3,757 

527 
g37 
949 
404 
2,817 

N.M. 

147) 

207 

IS 

33 

31,226 

25,562 

22 

4.303 
187 

4,490 

3.332 

962 

4,294 

29 

(Bl) 
5 

2,716 

2,180 

25 

7,206 

6. 4/ J 

11 

$             4S,SS7 

S 

37.665 

22 
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Securities  Division 


4Q07  Managing  Director  Meeting 
January  10th,  2008 


Private  and  Confidential:  For  Internal  Use  Only 
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FICC  Financial  Highlights 

2004-2008 P,  as  internally  reported 


2007  record  revenues  of  $16.7bn  (+15%  vs.  2006  /  +24%  vs.  2007  Original  Plan)  and  record  pre-tax 
profits  of  $7.8bn 


<$bn) 


2008P  revenues  of  $17.7bn  (+6'%  vs.  2007)  and  pre-tax  profits  of  $8.6bn  reflects  +22%  increase  in 
Franchise  offset  by  reduced  Principal  Trading  revenues 


5Q<yo        *-Year  CA5R:  2004  -  2Q08P 


Total  Staff 
Rev  per  Staff 
($mm| 


2004 

2,059 
$4.2 


2005 

2.353 
$4.2 


I  Revenues 


2006 

2,602 
$5.6 


I  Pre-tax: 


2007 

2,561 
$5.6 


Sargin 


2008P 

3,185 
$5.6 


Revenues 
Pre-Tax 

Total  Staff 


2O08P  v  2007 


Revenues 
Pns-Tax 
Total  Staff 


2007  v  2006 


Revenues 
Pre-Tax 
Total  Staff 


I 


I 


15% 
13% 
14% 
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FICC  Business  Overview 

2006-2008P  Revenues  by  Business  Unit,  as  internally  reported 


(Smm) 


Records  set  in  6  out  of  8  businesses  in  2007 
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Money  Markets 

Emerging  Markets 

Commodities 

Credit 

Mortgages 
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+32%  +22% 

+8%  +107% 
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+43%  +97% 

-{20)%*  ^)% 

+29%  -(2}% 

+35%  +25% 

-(15)%  +8% 


'Commodities  ex-Power  Asset  s/GCPI 
+8%  08P  V  07 
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B2006         «2007         ■2008P  Rev  Net  of  Variable  +10%        +17% 
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Global  Mortgages 

Business  Unit  Townhall 
Q4  2007 
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Firmwide  Full  Year  Earnings 

($  in  Millions,  Except  Per  Share  Amounts) 


FY07       FY06      %  Change 


Net  Revenues 
Pre-Tax  Earnings 
Net  Earnings 
Diluted  EPS 
ROE 
ROTE 
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Redacted  by  the  Permanent 
Subcommittee  on  Investigations 
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Q4  2007  Global  Mortgages  Revenues 

(Quarterly  Performance) 


{$  in  mm) 


Quarterly  Revenues 


Full  Year  Revenue  Performance 
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$1,114  Global  Mortgages:  ^  25%  vs.  FY  2007 
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Q407  Performance  Drivers 


4Q06        1Q07        20.07        3Q07        4Q07      FY  2005   FY  2007 


SPG  Trading: 

•  Strong  results  from  capital  structure  positioning,  with  an 
overall  short  bias 

CDO: 

■  Continued  mark-downs  on  deteriorating  performance 
Residential  Credit: 

■  Write-downs  across  Sub  Prime  and  AH -A,  as  a  result  of 
continued  weakness  in  deal  performance 

Residential  Prime: 

■  Result  of  mark-downs  of  retained  positions,  tack  of 
investor  appetite  for  RMBS 

CRE  Loan  Trading: 
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